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I—-INTRODUCTION

1-1 The Government of India Resolution No. (C2-8(7)/67 dated 22nd
July, 1967 requires us to review the perfcrmance of the National Coal Deve-
lopment Corporation Ltd. The Resolution states thai there may be scope
for improvement in matters such as planning, administrative and crganisa-
tional set-up, stafling, procurement of equipment, control of stores, financial
and budgetary control, management-employees relationship and marketing.
The Resolution has asked us to identifly and assess deficiencies in regard
to all these aspects of the working of the National Coal Development Cor-
poration and to suggest remedial sction and the improvement that should be
made in the policy and organisational set-up of the Corporation. In terms
of this Resolution we were rcquired to make our report to Government of
India by the 3lst October, 1967. A copy of this Resolution is appended
as Appendix L

1-2 Soon after we met and began our work, it became clear that a com-
prehensive review of the kind expected of us could not be made within the
time-limit as stated in the Resolution. 'The Ministry of Steel, Mines and
Metals (Department of Mines and Metals) was accordingly requested to ex-
tend the time to the 31st of January, 1968. On a further request, the time
has now been extended to the 30th April, 1968.

1:3 We began our work by defining its scope. Within the time avail-
able to us (ircluding the further extension to 31-1-1968) it would not have
been possible to go into all matters of detail and that only a broad assessment
of the more important problems relating to the working of the Corporation
could be undertaken. We further cousidered that our prineipal task was to
locate particular deficiencies and to suggest remedial measures for bringing
about an improved working of the Corporation, for setting it ov a sound work-
ing basis and for strengthenirg and preparing it for the tasks which it has to
undertake in futare.

1-4 Our terms of reference also specify that alleged malpractices and
financial irregularities need to be looked into. Within the time available,
it may not be possible to complete the examination of all such matters which
have been brought to our notice. However, we propose to deal with this
part of our work in a later report. The question of management-employee
relationship and a number of other matters which are not dealt with in this
first report, will also be taken up in the subsequent report.

1-5 With a view to ascertaining the points which should receive our
attention, we wrote to all the Project Officors and Officers in charge of various
collieries from the level of Colliery Manager to the Area Gencral Manager
asking them for replies to a specific questionnaire. In addition to the in-
formation which was called for from these Project Officers, and from the
Project snd Area Managers in regard to the plans and perfermance of the
specific projects and collieries in their charge, we also requested them to
make suggestions for improvement of the performance of the particular pro-
jeots and collieries as well as of the Corporation on the whole. We asked



them more particularly to say more coveretely, how production could be
raised, machinery and plant kept in optimum working conditions and how
costs of protuction could be reduced. In response to our request, several
teplies have beer. received. Replies have also been received from other tech-
nical staff officers in the field;, like the maintenance and civil engineers, to
whom the same questionuaire was sent at a sybsequent date. A number of
officers have made various suggestions for improving the organisational effi-
oiency and performance. A copy of the questionnaire which was sent is

attached to this reporc as Appendix II.

1-6 In addition to a detailed questionnaire which was sent to the Pro-
ject and Area Managers, we also invited suggestions from the Directors of
the Corporation (past and presont) as well as from senior officers and heads
of departments of the Corporation. Inreply, we received a number of sugges-
tions, We held discussions with many of these senior officers and Direc-
tors, We have also received statcments from and held discussions with
some Members of Parliament and also with representatives of unions of
N.C.D.C. employees. These suggestiors and discussions have helped us
in making ourselves familiar with the working of the Corpcration.

17 We have thus collected a large ‘mass of material which it will take
some more time to analyse before we reach our final conclusions. In the
meantime, we have thought it advisable to make this first report on certain
organisational aspects of the Corporation so that urgent attention is given
to thesc problems. We have also briefly referred to certain immediate tasks
to which early attention needs to be davoted by the National Coal Deve-
lopment Corporation and the Central Government.



IT-SOME HISTORICAL PERSPECTIVE

2:1 When the National Coal Development Corporation was established
in 1956, coal was in great short supply. Coal demand was stated to be con-
siderably greater than the over-all production of 38:0 million tonnes in
1954-55. Except for some 11 coal mines operated over many years by Rail-
ways and from 1952 onwards by Ministry of Production, and producing some
3 million tonnes and the Singareni Collieries of Andhra Pradesh, production
of coal was in private hands. Thus, the coal industry was then essentially
& private industry. Transport difficulties had aggravated the shortage of
coal for several coal-based industries. The Second Five-Year Plan and the
subsequent Plans calling for a rapid development of the industrial base of
the country’s economy, envisaged a very large and rapid increase in the de-
mand of coal. The Industrial Poliey Resolution of 1956 had included eoal
industry in its first Schedule requiring public sector to undertake investment
in pew productive units. These were the circumstances which led to estab-
lishment of National Coal Development Corporation. Its primary task as
then envisaged was to work the State Collieries to maximum capacity, open
out new mines, speeially in outlying areas and thus augment the coal pro-
duction to the requisite level. Emphasis was given to the starting of new
mines and augmentation of productive capacity in' the outlying fields of
Madhya Pradesh, Orissa and Maharashtra with a view to reducicg trans-
port costs and to smoothening the transport bottleneck.

2-2 A brief glance through the targets of development and production
which the NCDC undertook to fulfil duringthe Second and the Third Plan
periods and their comparison with the actual production is sufficient to show
that the performance was considerably below the target. At the end of the
Seccnd Plan period, the N.C.D.C. was expected to step up its production to
13 million tonnes per year. The actual preduction during 1960-61 was 8:-05
million tonnes. However, during the last quarter of 1960-61, an all out effort
was made to step up production without regard tc the availability of trans-
port for moving the coal from pit-heads. Tt would appear that the purpose
of this special effort was to demonstrate that the N.C.D.C. had in fact built up
capacity to produce coal to the level of its target and that it was the railway
transport capacity which came in the way of adequate supplies being made
to the consumers. The production during this last quarter was reported to
be 339 million tonnes, equivalent to the annual rate of 13-56 million tonnes.

2-3 In retrospect, this move to demonstrate the producticn capacity
of N.C.D.C. must be regarded as questionable from many points of view.
Comumercially, it was indeed imprudent to step up production and to ac-
cumulate pit-head stocks, with the consequentisal risks of spontanecus com-
bustion and deterioration. There is evidence too that in a few cases, local
officers attempted, rather unsuccessfully, to over-state the preduction figures,
The sudden spurt in production also involved the danger that quality (parti-
cularly in regard to picking of shales, stonesetc.) could not have been main-
tained,
3
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2.4 Nevertheless, the performance during the last quarter of 1960-61
gave an indicaticn that the N.CD.C. wag in a position to reach the level of
production which was targetted for the Second Plan Programme. One after-
effect of this artificial spurt was that immediately afterwards, the produc-
tion had o be deliberately curtailed in order to clear the large pit-head stocks.
On the 1st of April 1961, the pit-head stocks were 1-73 million tonnes which
was equivalent to 2} months’ average preduction for this period. In the
immediately following year i.c. 1961-62, the production had to be brought
down to 6:05 million tonnes,

2-5 TFor the Third Five-Year Plan, the target for N.C.D.C. was 31-0
million tonnes out of a total production target for the coal industry of 98-5
million tonnes. This target of 98-5 million tonnes appears to have been
arrived at after collecting data as to the likely ccnsumption of the important
consumer units and consuming sectors. When these projections were made,
coal was in short supply and the shortage of transpert had aggravated the
situation. It would appear that the consumers and the consuming sectors
were prone to exaggerate their needs in the context of these scarcities. The
method adopted in making these projections, therefore, tended tc exagge-
rate the requirsments especially as there seems to have been no more than a
superficial check on the figures so eollected. It has to be stated that the
target was accepted by the Ministry and the Planning Commission. Certain
projections made at the time of the mid-plan appraisal in 1963 projected
the 1965-66 demand at 90 million tennes while a study made by the World
Bank Team published in June 1964 estimated the requirement in 1965-66
at 77 million tennes. Actual produstion during 1965-66 was 67-73 million
tonnes.

2.6 It was during the Third Plan period that the transport bottleneck
progressively widened and by and large for the industry as a whole, it no
longar became a restrictive factor in the production and supplies of coal. In
actual fact, the total production of coal in 1965-66 i.e. the last year of the
Third Five Year Plan, was only 67-73 million tonnes. This large shortfall
from the target is accounted for partly by the earlier overestimates of demand
and partly by the delays in undertaking and completion of a number of coal
consuming projects, especially in steel production and power generation.
The policy of increasing diesclisation and elestrification of Railways, which
came to be implemented since 1961-62, on a progressively larger scale,
also had to effect of stabilising at a low figure, the demand for coal {for loco-
motive we. In 1965-66, the actual production of the N.C.D.C. was 9-61 million
tonnes.

2:7 It may be interesting to compare the increase in the production
and sales of the N.C.D.C. with the corresponding increase in the production
and sales for the cosl industry ss a whole, during the final years of the Second
and the Third Five Year Plans. In 1960-61 N.C.D.C.’s production of coal
was 8-05 million tonnes out of a total production of 55-67 million tonnes or
14:5%,. In 19653-66, the total industry-wise production was 67-73 million
tonnes and the N.C.D.C.’s produciion was 9-61 million tonues or 14-29, of
the total. While the cverall production cf the coal industry went up during
these five years by 21-6%, that of the N.C.D.C. had risen by 18-8%. The
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special steps taken to step up the production during 1960-61 partly account
for this slightly lower percentage rise of the production of N.C.D.C. In
regard to the despatches from the collieries, the N.C.D.C. accounted for
6-10 million tonnes cut of the total despatches of 47:78 million tonnes
during 1960-61 i.e. 12:8%, of the total despatches. In 1965-66the N.C.D.C.
despatched 9-47 million tonnes out of the total coal despatches of 60-61 million
tonnes i.c. 15:69%. Tt would thus appear that both in terms of actual pro-
duction and despatches cr sales, the N.C.D.C.’s performance roughly corres-
ponded with the performance of the entire industry.

2-8 However, when we compare the performance with the Third Plan
targets of the Industry as a whole and of the N.C.D.C. respectively the story
is different. N.CD.C. had embarked on a very large expansion pro-
gramme during the Third Five-Year Plan and there was a considerable short-
fall in the fulfilment of the programme. It had incurred a total plan out-
lay of Rs. 93-5 crores in expanding its capacity from 13 million tonnes in
1960-61 to a targetted figure of 31-0 million tonnes in 1965-66. It was also
expected at the time that the Fourth Plan would see yet further rise in the
demand for coal. It was in these circumstances that the N.C.D.C. began
during the Second and Third Plan periods, to acquire machinery and man-
power and to develop coalmines 'in vasious arcas and more parsicularly
in the outlying areas of Madhya Pradesh, Orissa and Maharashtra. Some
of the difficulties now faced by the N.C.D.C. are dus to the marnitude of this
development and the speed with which it was undertaken. It became clear
sometime after the mid-term appraisal of the Third Plan in 1963 that for
various reasons, the N.C.D.C’s production capacity at the end of the Third
Five-Year Plan would not be more than 22 or 23 million tonnes. The Cor-
poration had brought this matter to the attention of the Government. By
then, it was also known that the demand was not growing as fast as expec-
ted; but both the Corporation and the Government then thought it to be a
temporary phase. The very next year i.e. 1964, when the demand continued
to show a very slow rise, the N.C.D.C. found it necessary to roview the de-
velopment programmes and to suspend and defer several projects which it
had undertaken, specially for non-coking coal and in the outlying areas. In
as many as 7 locations, further work was abandoned after incurring an
expenditure of about Rs. 45 crores mainly on buildings and townships as
well as development of collieries.

The production and sales since 1965-66 have not besn materially larger
than those during that year; the figures for 1966-67 and for 8 months of
1967-68 are as follows :

(In million tonnes)

1966-67 8 months
of
1967-63
Produetion .. .. .. .. 939 6-60

Sales (Despatches) . .- . .. 9-12 636
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Consequently, large and expensive projects which the Corporation had
undertaken with a view to achieving the cxpected high target of coal demand
have led to investment and acquisition of capital assets and man-power which
are not presently needed for the current level of production.

2-9 A large and growing Organisation had been built up with some
speed over a number of years in anticipation of a rapidly growing demand for
production. As stated I the last paragraph, this process of growth continued
till early 1964. Since 1964, several measures came to be taken for re-adjust-
ments in the Organisation and retrenchment of personnel. In the process,
several weaknesses which had not received adequate attention during the
period. of rapid growth and the subsequent phase of retrenchment, came
to the surface and new stresses and strains also appeared as a result of re-
adjustment. These affected all aspects of working of the Corporation.

2-10 As a public sector unit, one particular feature of the N.C.D.C. that
deserves to be kept in mind js that, unlike many other public sector indus-
tries, the N.C.D.C. meets only a part, approximately 159, of total demand
for its products. The rest of the supplies come from the private sector (with
the exception of Singareni Collieries which produce about 4 million tonnes
of coal.) The competition in the preduction and supply of coal is particularly
keen, because as many as 800 different units are engaged in this industry.
A large number of them (or as many as 523) are small units producing small
quantities of coal not exceeding 5,000 tonnes each per month. It is be-
lieved that besides the N.C.D.C. and Singareni Collieries there are only
some 15 or 16 important companies which mainly contribute to the produc-
tion of coal, coking and non-coking. In respect of non-coking coal in parti-
cular, the N.D.C.C. had undertaken expensive development in virgin and
isolated areas of Madhya Pradesh and Maharashtra. On the other hand, the
competing collieries in the private scctor, which had been working their mines
for long years, found it easy and economical to step up their production in a
relatively shorter time and without a large addition to the investment, by
resorting to more intensive work in the mines, including permissible depillar-
~ing. The private sector was expected to raise its production from about 45
million tonnes in 1960-61 to 617 million tounes in 1965-66. Tts actual per-
formance was H4-1 million tonnes. As the overall demand had not risen
as expected, a flerce competition emerged and N.C.D.C. as a relative new-
comer into the field had difficulties in expanding its sales and production
above the levels that it Teached. It may, however, be stated, as mentioned
to us by several knowledgeable persons, that there has not been any signi-
ficant new investment in the private sector in recent years, except for some

three or four units.

9-11 When the present industrial recession is overcome and the economy
of the country resumes its upward course towards rapid development es-
pecially in steel, engineering and the thermal power generation, the demand
for coal would rise. While for some more years to come the private sector
of the industry would contbie to meet the rising demand, it is more hkely
that thereafter, and provided the economy picks up at the rate which 1is
essential for our industrial growth, the N.C.D.C. could easily become the
mainstay for meeting the inoreased fuel demand in the country. The more
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mmediate problem before the N.C.D.C., however, is to build up its sales
in & competitive market. This will require measures for a continuous survey
of its markets, long-term agreements with known bulk purchasers, quality
oontrol to build up its reputation as a reliable supplier and aggressive sales-
manship. It should seek to maximise its production, particularly from those
collieries which can be run more economically and which have certain freight
advantages in supplies to particular customers. Equally, from the long
term point of view it is important that the Corporation should take ad-
vantage of the present recessionary trend and of a lower growth in demand to
put its house in order, remove its organisational and other weaknesses, eco-
nomise on methods of production, make itself increasingly competitive with
the private sector industry and set itself on a sound footing to meet the greater
challenges which it would have to face during the years to come,

212 It is with a view to assisting the Corporation to streamline its struc-
ture and its methods of work and to draw its attention to the immediate
tasks which need to be taken up to strengthen itself to meet the challenge
of the future that this first Report is prepared and placed before, the Govern-
ment of India.



HI-IMMEDIATE TASKS BEFORE THE N.C.D.C.

3-1. In an earlier paragraph, we have referred to the weaknesses which
developed in the working of the N.C.D.C. during the period of its rapid growth.
We also stated that these weaknesses and deficiencies came to surface when after
1964 the N.C.D.C. was required to reduce its rate of development and to under-
take measures to suspend some of the developmental projects. Measures were
also taken since 1964-65 to reduce someof its personnel and to dispose of some
of the plant and machinery. These two phases of work of N.C.ID.C. were followed
during 1966-67 and 1967-68 when the post of the Managing Director was either
vacant or was held by a person, otherwise distinguished in the field of mining
engineering, but who was required to devote part of his attention to another
large public sector project. The weaknesses and the deficiencies, referred
to, remained unresolved throughout this period. Indeed many of them were
aggravated, partly because they had not received requisite attention over a
long period of years. Amongst these, the lack of teamwork and a tendency that
had developed of different departments working in their own ways may be men-
tioned as major organisational defects. Absence of whole-time leadership
in management, therefore, resulted in a virtual crisis it management. It is
not our intention in this first Report to deal with these matters in detail or to
attribute responsibility for these weaknesses and deficiencies, but to briefly
enumerate the various tasks which the Corporation should urgently take up
with a view to placing its working on a sound footing.

3-2. TFurther, a recent change in trading conditions of coal, which has con-
siderable impact on the working of the Corporation is the withdrawal of statu-
tory control on prices and distribution of coal on 22-7-1967. It has to be noted
that the coal trade and the consumers, no less than the coal producers, have
been accustomed to conditions of control over a period of as long as 25 years,
A generation of trade practices and procedures had developed during this period
which were in tune with conditions of control. A reversion to decontrol
and to the competitive market conditions has, therefore, added a new dimension
to the work of the Corporation. As stated earlier in the Report, the N.C.D.C.
is perhaps the only major public sector undertaking which encounters a great
deal of competition for its market with the private sector. The removal of
control on price and distribution means for the N.C.D.C., taking of special
additional steps to canvass its sales. The sales procedure which was either
rigid or adjusted to ﬁle various control measures, has now to be made more
flexible. The decontrol should also bring certain competitive advantages to the
Corporation. We have been told that during the period of control, when the
supply was in excess of the demand, private sector often resorted to measures
like secret rebates and discounts, sometimes even in violation of the control
regulations. With decontrol such rebates and discounts could be openly given
and the N.C.D.C. could also resort to the same price flexibilities as the private
sector of the industry in canvassing its market. A second important conse-
quence of the decontrol is that hereafter the competition would not only be

8
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in terms of price but also in terms of quality and service. In these respects
N.C.D.C. as a public sector organisation should be able to organise itself to
play its part. :

3-3. The tasks which require the immediate attention of the N.C.D.C.
and the Government of India in several aspect of its working may now be
summarised below :

(1) Sales—The most important problem facing the NCDC is to re-organise
its sales office and the sales procedure. The directions in which this task should
be undertaken are specified below :

(@) The Corporation should undertake a survey of the market, current and
prospective. . It appears that the N.C.D.C. has not undertaken any comprehen-
sivesurvey of its market. In undertaking developmental projects it has relied
on the targets and the general demand trend as indicated to it by the Ministry
or the Planning Commission. The NCDC as a trading organisation should know
its market. It should itself assume responsibilities for making comprehensive
studies for this purpose. For such studies to be meaningful for sales promotion,
there should be a separate market study for each mine or at the minimum, for
each area of production. Coal being a bulky material, a large part of its cost to
the consumer is the railway freight or other transport expenses. Therefore, for
each mine there i3 a natural and economic area of marketability for its produc-
tion; it should be possible for the NCDC to identify the particular areas in which
each of its mines has this market potential and competitive advantage and to
locate its principal customers in these areas.

(b) It should then establish close contacts with its principal prospective
customers as determined above, both in private and public sectors and enter
on an intensive canvassing effort forits sales. Emphasis is sometimes placed
on reaching long term contracts with them. It would be possible to enter into
such contracts, provided the customers are convinced that in price and quality
and in service, as well as in guaranteed supply, N.C.D.C. would be a better
supplier. Steps should therefore be taken by the NCDC to gain the confidence
of the consumers in these directions. Normally, it is to be expected that the
public sector units, belonging to the State and the Central Governments would
obtain their supplies from the N.C.D.C. Suggestions have been placed before
us that the Government should direct such units to obtain coal supplies
from the N.C.D.C.  We appreciate that such a measure would be consistent
with the commercial practice, by which Companies managed by the same mana-
ging agents or otherwise linked often obtain their supplies from the sister

" companies, provided prices and conditions of supply are competitive. However,
we do not suggest the issue of such a directive to public sector units, In any
case, issue of such a directive to State Government Units may not be feasible
and the major public sector units in the Central Sector, like Railways and Steel
Plants are, we believe, already obtaining as large a part of these supplies as
feasible from the N.C.D.C. A directive of the kind suggested has, therefore,
a limited value. Moreover, we consider that the N.C.D.C. should be able

to canvass its sales on the basis of its performance rather than by the support
of & Government directive.
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(¢) To gain the confidence of its consumers the Corporation could guarantee
the quantity of supplies to the customer. In this respect the Corporation has
certain advantages which it should fully bring into play. If for some temporary
reason the particular colliery from which supplies would normally flow to
the consumer, is unable to maintain or develop production, the N.C.D.C. should,
even at some temporary loss, make supplies available to the consumer from
another of its collieries, thereby gaining the confidence of the consumer as to the
continuity of supplies. Correspondingly it would be legitimate to expect from the
consumer guranteed minimum offtake at regular intervals from the N.C.I.C.
at the agreed price. These guarantees would enable the N.C.D.C.to organise
its production and to arrange despatches on a more regular basis.

(@) Rigid adherence to quality is important. As a public secter
undertaking it should lay down standards of quality and rigidly enforce
them. A serious note should be taken of any lapses in this respeet by any of
its officials. At several places, we noted that the Corporation has a mechaniocal
screening plant, which, in fact, should enable it to provide far better satis-
faction to the consumer in regard to quality of its coal as compared to many
private sector collieries. There is no reason why the Corporation should not
even seek to compensate itself with slightly higher prices for the higher standard,
which it can and should maintain in regard to low admixture, consisteney in
sizes etc. Under conditions of decontrol, current methods of grading coal and
specifying sizes and admixture may need to be altered. Equally, price diffe-
rentials as between different grades and as between steam and slack may also
have to be altered, in order to suit the production programmes and consumer
markets.

(¢) The consumer satisfaction in regard to quality being important, the
NCDC should also consider making arrangements for a system of independent
inspection at the time of loading of coal. In respect of large and important
consumers, even at the destination it could arrange for surprise checks to en-
sure that no supplies are made which are different from the standard specified.

(f) Another important measure which should be taken to gain the con-
fidence of the consumer is to ensure that complaints made by the consumer
in regard to quality or grade are quickly attended to. There should be a time-
limit within which the complaints are investigated and settled. A procedure
should be laid down for this purpose and staff earmarked who should be in
touch with both the sales office and producing collieries. Where the complaint
is found to be valid, the Corporation should not hesitate to give the necessary
recompense. Where it is found to be frivolous, it should firmly reject the com-
plaint. It is by maintaining high standards in regard to quality, regularity of
supply and prompt disposal of complaints that the N.C.D.C. should seek to
increase its share of the market.

(9) In regard to prices, the basic premise is that for the quality of supplies
offered, the price should be competitive. There is no reason why consumers
should require, as some public sector consumers do at present, that the price
should be related to N.C.D.C.’s cost of production. They should be primarily
interested in getting their supplies at prices somewhat lower than the casts
they would otherwise incur on supplies from other alternative sources. If such
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prices give more than moderate profit to N.C.D.C., there is no reason why it
should not make that profit. The N.C.D.C. should alzo exploit its special position
as alarge producer. The prices charged should be flexible and should differ with
quality. Special inducements should be provided for pavements made within a
specific period of the receipt of bills. Reduction and rebate could be provided
to large consumers who guarantee minimum offtake at an agreed pre-determined
price, such reduction and rebates being applicable to sales in excess of the gua-
ranteed offtake. It could even devise a sliding scale of prices for such large con-
sumers as’power-houses. After-sale service should be established to assist these
and other consumers: with some of their problems in the use of coal. For this
purpose the N.C.D.C. shauld explore the possibility of starting coal utilisation
cells and/or fuel efficiency cells, as part of its sales promotion programme.

(h) The N.C.D.C. should not remain content with enjoying its legitimate
share in the existing market. As a public sector enterprise it should assume
gpecial rosponsibility for developing expending markets particularly in the
rural ‘areas for its products, where necessary with the help of trade.

(9) Considerable discussions have taken place in recent months as to whe-
ther or not the N.C.D.C.should employ the services of middle men in market-
ing its products. In particular, it has been often alleged to be wrong to engage
the services of middlemen for supplies made to other public sector enterprises.
In actual fact supplies to the Railways and to the Steel Plants are made without
the middlemen. Tt is only in regard to other public sector agencies, principally
the power houses, that the sales to these agencies are made through middlemen,
We do-not wish. to take any theoretical view on this subject. We agree that as
far as possible, sales to public sector enterprises and in fact even to large private
sector enterprises should be made direct and not through the middlemen.
However, we see no reason why the N.C.D.C. should not also seek to develop its
market fully with the assistance of those marketing agencies which already
have a considerable sales organisation around the country. From this point
of view and more especially to develop new markets we consider that the
N.C.D.C. should explore the possibility of appointing such middlemen as their
agents for sales in particular areas. Such middlemen have to be chosen care-
fully not only on the basis of their financial standing but also on the basis of
the organisation that they possess for the promotion of sales and for the expan-
sion of market in particular areas. Their remuneration could be paid on
the basis of performance. Their functions and liabilities should be precisely
defined and enforced. What has been wrong in the present sales procedure
through middlemen is not that they are employed for obtaining business from
public sector enterprises, but that their functions and liabilities are not clearly
defined, except by what goes in the name of {rade practices. Further,
timely action has not been taken to recover the bills for supplies made to some
of them for the fear that markets for particular qualities of coal would be lost.
In both these respects, the position can hardly be regarded as satisfactory.

- (4) It is also important that the sales organisation remains in touch with
the producing areas. We have noted that there is a tendency at times for the
sales offices to blame the producing areas for inadequate attention to quality
and for irregular supplies. On the other hand, the producing areas have
complained that sales have been inadequate or that adequate and timely
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arrangements are not made for the sale of slack or low grade ccal and their
accumulations of theso grades of coal at pit-heads in turn have considerable
impact on the flow of production. Sales and production are indeed closely
connected activities. It is, therefore, essential that the sale aud production
agencies should remain in constant mutual touch. Currently coordination
is provided only by a monthly or periodical meeting of Area Managers in
Ranchi, What is important is that there should be effective and meaningful
liaison at the lower levels as well. The suggesticns made earlier for instituting
an inspection and complaints procedure should provide one opportunity for
bringing together these two agencies at the working level. In important
areas, it may be even necessary to appoint at the Area level, a whole-time
representative of the Sales Department to assist in bringing about the necessary
coordination,

(k) Lastly, we have ncted that the procedure of billing for sales needs to
be speeded up. Currently, bills prepared for all despatches are sent each
fortnight to the sales offices and the sales accounts office in Caleutta within
five days after the close of the fortnight. For sales made to middlemen, the
bills are sent to the sales office, whereas those made without the agency cf the
middlemen are sent to the sales accounts office. These offices then scrutinise
the bills and forward them to the payees. The credit period is counted from
the date of actual receipt of the bills by the payees. It has been found that
this actual despatch of bills to payees has been inordinately delayed in several
cases. We do not gee why the bills should not be prepared even daily, and
for each consiznment, cr why they eculd not be sent direct by the despatching
collieries or their Area Accounts Offices, to the consignees direct instead of
being routed through Calcutta offices. A system of a separate bill for each
consignment has this merit that, should there be any complaint or dispute
as to one particular consignment, the eustomer would not be in a position to
delay payments in regard to other consignments and thus derive adventitious
benefit. Copies of bills could be sent to Caleutta offices to enable'them to
watch the recoveries. It has been mentioned to us that one reason for the
present procedure is to enable the Calcutta offices to check the bills before they
reach the consignees. We do not understand why such an additional check
should be necessary. If the sales orders clearly specify the quality and price,
the colliery offices or at Lest Area Accounts Offices should be able to exercise
all the checks necessary before the bills are despatched to the consignes. In
the present system the consignees including the middlemen, get an unintended
advantage of an extended period of credit. The N.C.D.C. as atrading organisa-
tion having to horrow its working capital cannot afford to lose time in billing
or in the recovery of the bills or to forego interest on overdue bills, as has been
done so far. The N.Q.D.C. should also ensure (a) that any cases of delay
in the despatch of bulls to consignees are fully investigated and necessary
disciplinary action taken in regard to the delay and (b) that interest is charged
cn any payments delayed till after the usual credit period.

(2) Tramsport—In regard to transport we would like to mention only
two or three matters at this stage.

(¢) There are widespread complaints from the colliery offices that the
supply of wagons is less than the indent and that the supply is irregular. These
are borne out by statements of wagons indented, wagons allotted and wagons
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received, as furnished by a number of collieries. The Railway officials with
whom we discussed the matter have, however, told us that there is no shortage
of wagons. They have produced evidence of certain collieries not having
been able to load all the wagons supplied. These being matters of detail,
which we have not, yet examined, we do not wish to express a definite view.
What has struck us, however, is that the existing procedure for allotment
of wagons and of actual supplies is somewhat rigid and over-centralised. Some
of the procedures and restrictions might have been correct when coal was subject
to distribution control and also when there was an overall shortage of wagons,
Some simplification in them should be possible, without necessarily reducing
the requisite degree of efficiency in the use of rolling stock. We would request
the railway agencies to re-examine these procedures.

(42) Our study has shown that even after the allotment of wagons is made,
their arrivals at the collieries are irregular. In theory, wagon allotment is
notified to the pilot in time for the supply being made to particular collieries.
If the pilot is notified at % O’clock and if the wagons as notified are readily
available at the Depot station, it' should be possible for the wagons to arrive
at the colliery not later than mid-day. There are frequent instances, however,
where the actual arrival of wagons is much later in the day and our investiga-
tions show that often the allotment includes wagons which are not readily
available at the Depot station at the specified time. In making the allotment
the alloting authorities in fact also allot wagons which are expected to arrive
at the Depot station during the next féw hours on the day of loading. When
these do not come in time the pilot cannot marshal them and take them to
the colliery in proper time. We consider that with a little readjustment of the
allotment procedure and better supervision of pilot operations, it should be
possible for the railways to ensure that there is regularity in the supply of wagons
and punctuality in their arrival at the colliery, This is a matter of great
importance for the collicries as once they know that the time at which wagons
are t¢ be expected, the production and loading could be arranged to fit in with
the supply of wagons. The N.C.D.C. would thereby avoid additional ¢xpenses
of bunkering and of overtime and idle labour which they otherwise have to
incur because of the vagaries of supply of wagons. If the N.C.D.C. is able to
reduce its costs in this manner, it will be able to offer better ccmpetition, by
passing a part of its savings to the consumers. )

(#41) Besides this it seems necessary that there should be an arrangement
for adequate liaison at various levels between the Railways and the N.C.D.C.
Tn some areas this liaison may take the form of special officers appointed to
deal with day-to-day problems of the colliery and the Rialways. The head-
quarters office and the Sales Department of N.C.D.C. in Calcutta, moreover,
should be in close contact with the offices of the two Railway systems namely
the Hasren and the Southcasiren Railways which are the predominant
carriers of coal. In addition, Area offices should be in close touch with Divi-
sional offices of the Railways so as to obtain hetter liaison at the operating
levels. ’

(8) Production Planning—Sales and transport facilities are the major
determinants in the planning of production. These three aspects are closel:
inter-related  Coal cannot be allowed to be held at pit-heads without risk
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of fire due to spontaneous heating and deterioration in quality. Pithead
stocks involve double handling which also mean: extra costs. So production
has to be coordinated with despatches and sales. At present. coordination
in these activities is achieved at periodical meetings between A.G.Ms. avd the
headquarters officers. We censider that a systematic approach to planning
of production will help to resolve many of the present difficulties.

For this purpose, what is necessary is for each mine, realistic cost data,
data regarding poter tial marlets and sale possihilities and data as to its produe-
tion potential.

The cost data should reflect the actual expenditure incurred on pro-
~duction at each colliery and should be presented in two parts, one relating
to direct costs which vary with production, and another overhead and fixed
costs. The eost data should also be capable of distinguishing the costs which
are within the control of the local managers and those elements over which
they have no control. Such a presentation may bring ahout greater cost
consciousness then what obtains at present, amongst the local managers
and thereby induce them to take those measures which are within their
powers to economise on costs which are within their control. Such measures
would include not only bhetter deployment of labour but also economics
in consumption of stores and spare parts and obtaining maximwn service
from its capital plants. It is the duty of the local managers, (A.G.Ms., D.S.0.C.
and Colliery Officers) to be constantly on the iook-out for affecting econo-
mies in the unit cost of production and the costing data should be fully ati-
lised for this purpose.

The N.C.D.C. has a small cell of Industrial Engineers to study matters
relating to productivity and thereby to suggest economies in unit cost of
production. There should be a regnlar cadre of Engineers fully trained in
industrial engineering whose services should be available to each of the Area
Offices and these should be fully and freely utilized to bring about higher pro-
ductivity and lower economic  costs. :

One defect in the present cost system is that there is no reconciliation
between the financial accounts and the costs as shown. This lacuna reduces
the value of cost data as an instrument for control of costs. It is undertsood
that the main difficulty in this respect is that even store accounts are not
uptodate and frequently correct values are not shown in respect of stores
utilised in production. It is necessary that these defects should be removed
as early as possible.

In planning production full use should be made of cost data. Profits
of N.C.D.C. are the aggregate of the profits made from the production in
each colliery. Therefore, larger sales and larger production from those
collieries which give a larger margin between the selling price and the cost of
production should improve the financial position of the N.C.D.C. The sales
efforts and production efforts should, therefore, he concentrated on those
collieries which give such larger margins. Where margins are smaller and yet
the prices realisable are sufficient to meet both the direct and the variable
costs, again attempts should be to maxiniise sales :nd production so as to
. improve overall profitability. In a competitive market prices may sometimes



15

have to be fixed in a way that they do not cover all the costs. Nevertheleqs,
it is important to keep the production going. So long as the prices are in
excess of the variable costs, the resulting margin should, with greater sales,
reduce the losses incurred in respect of fixed cost. Herc again is a further
category of cases where efforts should be made to increase sales and production.
If there are any collieries where the freight disadvantage to the N.C.D.C.
as compared to supplies from other sources is very large or where even the
variable costs cannot be covered in the realisable price, the N.C.D.C. may even
consider suspending production from such collicries, and keeping them on
care and maint«nance basis or even ahandoning thewr. Continued production
from such colliervies would mean larger losses and these would greatly aftect
the overall trading position of the N.C.D.C.

These are some of the major points which need to be taken into account
in planning and production from each colliery and cach area. Once it is de-
cided to step up production from particular collieries and the sales arein
sight, all 1 asonable assistance by way of stores and spare parts, should be-
come available to them to cnsure maximum production It should be'the
effort of all concerned to nieet the needs of these collieries promotly and ade-
quately. The work of the various connected officers should be judged on

the basis of the extent to which they facilitate the achievement of the pro-
duction plan.

If adequate ivformative data is collected at the headquarters of the
X.C.D.C,, it should be possible to draw up a plan of production each year
which would give the optimum trading position. There should then be
periodic reviews., The plans shoud be finalised after discussions with officers
in the field. The areas and the collieries and the sales office should Le re-
quired to make maximum effort: to adhere to them. The performace of indi-

vidual offices could be judged by means of pt,nodlc reviews and progress
reports.

(4) Store and Purchasz=——One important. point pointedly brought to our
notice is the inadequate and irregular supply of stores and spare parts of
machinery essentail for maintenance of production. At all the local ' offices
which we have visited complaints were made of the delays in the supply
of spare parts, the dilatoriness of central purchase procedure, inadequacy of
stores and spare parts and the consequent break down of carthmoving equip-
ment as well as underground mechanical equipment. It would appear that
while the N.C.D.C. undertook a large programme of mechanised mining,
the ancillary services which could make such meéchanised mining give the re-
sults expe:ted, do not seem to have received proper attention. A large number
of makes and types of machines purchased from different countries—and often
even from  the same country—has added to the difficulties of their mainte-
nance and of provisioning of spare parts. In many instances we saw a large
number of dumper@ and other carthmoving machinery out of commission,
Obviously the entire procedure of mdentmg, procurement. and  supplies
nf store and spares requires to he reviewed and streamlived. In this respect
we recommend that the post of Controller of Stores and Controller of Pur-
chase be combined. Tt should he the responsibility of the Controller of Stores
and Purchase to ensure adequate stocks at its regional stores, It shuold
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also be his responsibility to see that collieries are not overstocking nor are
they deficient in essential stores. A system of timely indenting should be in-
troduced and the purchase procedure simplified with a view to getting
maximum supplies within minimum time. A large number of rates contract
which have been made should help in ensaring quicker supplies. However,
some collieries have complairod that relying on single rate contract supplier
has sometimes led to difficulties. It should be possible to arrange rate contracts
with more than one supplier to the maximum extent possible in order to
obviate these difficulties. Shortage of foreign exchanse has been one of
the reasons for the inadequate supply of spare parts. There are pro-
posals for indigenous manufacture of a large number of spare parts. There
15, however, no systematic arrangement for this purpose. The two Central
Workshops should be brought to higher level of production especially of those
stores and spare parts which are constantly in demand by collieries. These
possibilities do not seem to have received the attention they deserve. The
N.C.D.C. should draw up a systematic programme for the fuller utilisation
of this manufacturing and repairing capacity which it has at its command.
We hoge to deal with these matters in greater detail in our subsequent report.
Here we refer to the problem as one requiring taking of urgent measures which
would ensure smooth flow of supplies of plant, equipment, stores and spare
parts, specially to those collieries, where, under the production plan, production
1s to be stepped up.

(6) Accounting—Reference has already been made about the inadequa-
cies of store accounts. In all the areas that we visited store valuation
accounts were not uptodate. This lacuna has also been brought to
our notice by the commercial auditors of the Corporation., It is the
delay in the accounts of store valuations that comes in the way of
there being a monthly reconciliation of cost accounts with financial
accounts. This lacuna is also believed to be responsible for large
quantities of stores exhibited in the annuval Balance Sheet, as “stores in
transit”. Without proper store accounts, it has not been possible to present
monthly or periodical financial statements to the management. It is essential
that definite steps are taken without delay to improve this state of affairs.
Store accounts are essential if the costs sheets are to present a rcalistic
picture. Owing to the long delay that has taken place, it may be worth-
while now to isolate past store transactions and seek to reconcile them separately
by instituting arrear sections. The Accounts Offices should be suitably streng-
thened if necessary, by readjustment of staff between different departments,
so that they bring the store accounts uptodate as from some pre-deter-
mined date. If this is done, it should be possible to provide not only a monthly
reconciliation of the costs and the financial accounts but also to present
a monthly balance sheet for each area and each accounting unit to the mana-
gement. Currently accounts are only reconciled for the whole financial year
t.e., for a period of 12 months and the accounts data is available to the mana-
gement long after the conclusion of the financial year. If the accounts are to
play an effective part as an aid to sound manag ment, the data being avail-
ble only for 12 months and then again long after the cvents are not very
useful for this purpose.
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Another recommendation that the Committee would like to make is that
each area accounts office should be a complete accounting unit by itself.
At present the Area Accounts Office operates on an imprest account. As the
transactions are large, the use of imprest accounts system for the accounting
does not appear to be appropriate. We have consulted the commerical au-
ditors of the Corporation and also the statutory audit authorities. We see
no reason why the area accounts office should not be relied upon to produce
complete accounts for the arca, monthly, quarterly and annually. The coor-
dination at the headquarters could then be of all these complete accounts,

One other deficiency relating to the arcounts organisation which should
be quickly attend: d to, is th~ inadequacy of the internal audit sy.tem. The
internal audit section itself is too small for a large organisation like N.C.D.C.
The staff requires to be strengthened both in number and in qu:lity. The
tasks of internal andit should not be limited, as hithertofore, to verification
of payments with sanctions and to the formal or regulatory auditing to watch
that the rules and regulations are being followed in sanctioning each payment.
It should be given specific problems for study. It should also he ableto locate
any waste or loophole which need to be attended to. In recent months such
work has been undertaken in certain fields and the scrutiny of the Internal
Audit staff has pointed to several important areas for management action,
for economies and for toning up the administration. With decentralisation
of accounts it would be all the more necessary to employ internal auditors
for these higher audit functions. While the accounts are decentralised and
become parts of the Area General Managers’ offices, the internal audit - should
be independent of the area offices and should be directly responsible to
management at the headquarters.

(6) Problems of Administration and Organisation—It is not proposed to
deal with these problems in all their aspects in this Report. The major and most
urgent problem in our view is to restructure the top management,to strengthen
it, providing for continuity of eff:ctive control, supervision, and decision making
process at the headquarters level. Our comments on this problem and our
recommendations in this behalf are contained in subsequent Chapters of this
report. Here, we propose to record certain matters to which, in our view, the
management should devote its early attention. In many areas we came across
a number of competent personnel at the middle and the intermediate levels of
management. Many of them complain of too much paper work and rigidity
of porcedure which, in their views, could be avoided. The immediate tasks, how-
ever, in this respect are to improve the state of discipline and to bring about
cohesion between the different offices of the Corporation. We have come across
cases in which orders issued by the Board of Directors have not been implemented
nor was adequate action taken to get them changed. We have also cowe across
cases in which orders issued by the headquarters at Ranchi have not been given
effect to. There is tendency more particularly at the headquarters office, to take
a departmental view instead of considering each matter from overall point of
view. This trend seems to have bcen promoted by the unfortunate system which
came into vogue in early years of the Corporation when, for each major activity,
there was a separate departmental head responsible only to the Managing Di-
rector, and having separate officers of his own in the field, not subject to the
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diseipline of the local decision — making authority. This system has als»
resulted in overstaffing. What is worse is that it has promoted narrow depart-
mental attitudes. A great deal of effort is now spent in trying to justify particu-
lar lines of approach or arguments instead of reaching, by discussions and con-
rultations, practical working solutions to the problemsinhand. If the Corpora-
tion's working is to be placed on a sound footing, it is neces*ry to bring about a
decisive change in this attitude and to t k> conret> and conscious steps to
promote team work at varius lov Is, Equ-lly, th: administrative procedur:s
should provide for incentives for good p>rfom-nse and quick and speedy
penalty in respect of lapses. All these chenges and improvements could be
brought about only by strengthening the top management and by defining
duties and functions of each offic:l. It has baen brought to our notice that
there have bcen no clear definifion of functions of each officer. Much is left to
be inferred from the positionh holds and the direction he gets from officials at

higher levels.

(7) General—The variovs deficiencies and. lacunae that we have referred to
above are not exhaustive. But these are matters which, in our view, require
immediate attention of the top management and in some cases of the Central
Government. Some of the weaknesses referred to above crept into the organi-
setion because of lack of leadership and lack of continuity in the appointments
of the various top posts. The task asked of us is to locate deficiencies and-to
st ggest remedial action. By poirtedly —specifying these woaknesses, we do not
wish to imply that everything is wrong with the N.C.D.C. That would not be a
correct and. a balanced view. The Corporation has certainly built a large pro-
duction potential for the large market for coal as was expected in the Second
and Third Plans. It has also become, by now, a price stabiliser for one of the
el mentary raw materials for ndustry. It has taken up projects of develop-
ment which, in years to come and with proper management, will make signifi-
cant contribution to meet the national needs. It has brought together a large
number of competent technical personnel at the middle level who, with necessary,
direction and guidance, have the capacities to discharge their task loyally and
competently. Some of them have acquired experience and training in methods
and techniques which have not been commonly practised in this country. Thess
add to the assets of the country for future development. These and many others
are important gains which should be preserved. The suggestions made in this
report will, in our view, go along way in achieving these objectives.



IV—STRUCTURE OF MANAGEMENT--BOARD OF DIRECTORS

4.1. The National Coal Development Corporation Ltd. was incorporated
under the Indian Companies Act. The Corporation having been given this com-
peny form of management, all its functions and powers vest in the Board of
Directors. Being the wholly owned concern of the Government of India, its
entire capital investnient is met from the public revenue. The Directors them-
selves are nomiated by the Government of India. For the first two years the
(hairman of the Board of Directors was the Minister in charge of the Ministry
of Production and later the Secretary of the Ministry. This continued till
7-9-1959 when the N.C.D.C. had a non-official Chairman. From the list of the

Directors who were nominated, it would appear that with just one or two

exceptions, they were Government officers from Ministries whose assistance was

needed for the development of public sector production of coal. Thus the first

Board of Directors had representatives of the Ministry of Iron & Steel, Ministry

of Finance, Ministry of Railways and one-non-official Director. While many

changes had been made subsequently in the composition of the Board, it con-

tinued, in the main, to comprise of senior officers who represented certain

Government departments and certain Government institutions.

42, This system of nominating a Board comprised mainly of officials of
interested Ministries and organisations has two significant effects. Firstly,
when the partieular officer who represents an organisation is transferred, his
place is tiken by his successor. In certain departments transfers are frequent
and so this system results in a frequent change in personnel and a break in
continuity. Secondly, the system also results in many of the Directors taking
only a limited interest in the work of the Corporation. A number of Directors who
have met us and discussed with us the way in which the Board of Directors of the
Corporation has functioned have quite plainly told us that they were primarily
concerned with the particular aspect of Corporpthns’ work which impinged on
the working of their own Ministries and organisations. On matters which were
not directly connected with their particular interests, the Directors frequently
displayed an uncritical and passive attitude. Moreover, if proposals made by the
Managing Director had implicit or explicit support from the Ministry, the
Board of Directors could not play an effective part in considering them. It may
not be an ex ggeration to say that in this way the Board of Directors of the
N.C.D.C. has been functioning at the very best, like an inter-departmental
committes, Many of the officials nominated to the Board arefar.too pre-occupied
with their work and few of them, if any, have the time to devote themselves
adequately to the affairs of the Corporation. It is significant that out of as many
as 93 meetings of the Board of Directo.s held during 1956-57 to 1966-67 (in-
clusive) as many as 61 were held in New Delhi and 7 in Caloutta, presumably
to suit the convenience of severl Directors, The numbers held in Ranchi and
certain colliery areas were 23. Many Directors, past and present, have told us
that frequently they were required to deal with a voluminous mass.of papers
without adequate notice in a short period ofa few hours, and hence they have
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had no time to go into matters of detail. We have glanced through the procee
dings of some of the meetings of the Board and its agenda papers, which lend
confirmation to these views.

4-3. The effective powers of management rested with the Managing
Director, to whom all the powers of the Board have been delegated, with cer-
tain exceptions. Powers retained by the Board of Directors are appended as
Annexure ITI. We do not object to these delegations as they facilitate day-to-
day management. In fact, later we suggest that the present delegations should
continue. But the delegation of powers does not mean virtual abdication of
authority. The Managing Director has the right to receive guidance in the work-
ing of the Corporation from the Board of Directors and the Board of Directors,
as the authority responsible for the sound working of the Corporation, has the
right to keep itself fully, informed, to intervene, where such intervention is
necessary and generally to exercise its authority,

4-4. As stated earlier, even in these matters which required to be approved by
the Board, in many cases, the Board allowed itself to be influenced in its judge-
ment by the views of the Managing Director, especially when these also found
the support of the Ministry of Steel, Mines and Metals or its representative.
If the Board had been vigilent and seriously concerned, as it should be, with
the commercial and production aspect of the Corporation’s work, it would not
have allowed the Corporation to rush into what turned out to be animprudent
decision to secure maximum production in January-——March 1961, irrespective
of transport availability, merely to demonstrate its productive capaocity. We
find that such important matters, as large losses involved by fires or other
causes, are not brought to the Board of Directors for the write-off of losses or for
other action. There seems to be no regular procedure too for bringing to the
Board a record of action taken in implementation of its earlier decisions. In the
circumstances, it is also not surprising that officers and other employees, inclu-
ding trade unions, not satisfied with the decisions of the Corporation, have
frequently sought to bring pressure to bear on it through the Government and
the Ministry. Instances have also come to notice when the Ministry regarded
the Corporation as one of its subordinate offices rather than an autonomous
Company. Our conclsuion is that while the formal and legal powers of business of
the Corporation vested in its Board, the effective power was in the Ministry of
Mines and Metals and the Managing Director, even in such day-to-day matters
on which the Qorporation should have relative freedom of action,

4+5. We consider that these arrangements should be changed and that the
balance of power should be restored as between the Board, Managing Director
and the Government. For this purpose, it is necessary to define in as precise
terms as possible, matters which need to be looked into and controlled from
Delhi and the matters in which the Board should have an effective and final
voice. It would be necessary to define the responsibilities attaching to the
Members of the Board and to reconsider its composition so that it could func-
tion more effectively, Further, it would be necessary to consider and evolve
procedures which would enable the Government and the Board of Directors
to exercise such control and supervision on the work of the Corporation as is
required in fulfilment of their respective obligations, leaving a large part o fthe
day-to-day work to the Managing Director and his team of top officials.



V—RELATIONSHIP BETWEEN THE CORPORATiON AND THE
CENTRAL GOVERNMENT

5-1. We have, thus, arrived at the conclusion that the Board of Directors
of the Corporation, although formally and legally empowered to exercise all
the powers of management, administration and policy decisions, has in fact
not functioned effectively. General scrutiny of the minutes and agenda papers
of the Board has indicated that many of the matters coming before it have been
dealt with in a formal way. From the very beginning the Board was furnished
with a quarterly report by the Financial Controller. It is interesting to find
that. for some time before 1967, this report was discontinued. If the Board
wished to keep a watchful eye on the working of the Corporation, it would not
only have insisted on furnishing of this and other reports but also on certain
progress data regarding projects, cash position, accounts ete. which it should
ordinarily need in order to carry out its functions. The reasons why the Board
has not been an effective instrument in carrying out its functions have already
been mentioned. Attention has already been drawn to the fact that the officials,
the employees, the suppliers of stores and equipment and purchasers of coal
have, when not satisfied with the decisions of the Managing Director, often
sought to obtain the intervention of the Ministry and the Central Government.
For the proper functioning of the Corporation it is necessary that the effective
authority should vest in a properly constituted Board of Directors which is
formally vested with these pow.rs. The present picture of weak Board of
Directors with powers delegated to the Managing Director who receives guid-
ance more from the Ministry than from the Board should be altered.

5:2. The Committee has read with interest the suggestions made by the
Administrative Reforms Commission for the establishment, by statute, of sector
corporations for each industy. The establishment of such sector corporations
could inter alia undertake functions of co-ordination and detuailed control on
each industrial unit—functions which at present devolve on the Ministries. In
regard to the N.C.D.C., the Comntission has recommended that there should be
a sector Corporation for the N.C.D.C. and the Neyveli Lignite Corporation.
We feel that each of these two concerns having capital assets of well over Rs.
150 erores, might prove to be too large to be brought under one Sector Corpora-
tion. Moreover, while the functions of the N.C.D.C. comprise mining of coal
and the operation of coal washeries, the N.L.C. deals with not only the mining
of lignite, but also its use for power generation and running of a large fertiliser
plant. The dissimilarity of functions of the two Corporations casts doubt
as to the suitability of their being brought under one Sector Corporation.

5:3. One obvious advantage of statutory sector Corporation is that the
functions and responsibilities of the Ministries and the corporations respective-
ly would then come to be defined by Statute. There is less chance then of
dilution of the autonomy of the corporations. However, the establishment of
such corporations involves a time-consuming process of legislation. In our
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view, it should be possible to gain the objective of ensuring autonomons func-
tioning of industrial units by finding a solution within the pres nt frame-work
of the establishment of piblic sector companies under the Indian Companies
Act.

5:4. The precise method which we would suggest is that there should be a
clear statement made of the main areas of r sponsibility of the Central Govern-
ment and of the Board of Directors of the Corporation. The s atement should
take into account and reaffirm the formal position as indicated in the Articles
of Association of the Corporation. The Articles of Association for the esta-
blishment of the company indicates quit: clearly the intention that the Board
of Directors should functionin an autonomous manner. However, in view
of the procedures that have developed in respect of N.C.D.C.  (and possibly
some other corporations as well), it would be best to restate the position more
precisely and to carry out the intentions of the Articles of Association not only
in spirit and practi-e but also in letter.

5-5. * According to the Articlesof Association, it is the responsibility of the
Central Government to appoint the Board of Directors, the Managing Director
and the Financial Controller. Tne p ior sanction of the Central Government
is also needed for th= creation of posts and the appointments thereto on salaries
whose maximnm level exceeds Rs. 2,250/~ p.m. Thirdly, the approval of the
Central Government is needed to incur capital expenditure in excess of Rs. 40
lakhs. All other powers are vested in the Board of Directors. .

5-6. In addition, Central Government as thie owner of the Corporation has
the right to ask for and to receive a performance budget, say once every year
and quarterly reports giving a full and complete picture of progress. In res-
pect of supervision of capital works and of progress of new projects, the Govern-
ment should involve itself more closely than in respect of operation of com-
pleted projects and of other management matters.

5-7. Besides the'e powers, Cenfral Government is frequently approached
to provide such assistance as the Corporation needs for co-ordination with the
working of other Government agencies. In this respect, the Committee is of
the opinion that the Central Government should increasingly leave it to the
N.C.D.C. (as also other Government Corporations) to establish direct contacts
with the Government agencies, other than Ministries of Government. There
is no reason why matters arising between Hindustan Steel and N.C.D.C. need
to be considered at the Governmental level. Even in respect of such matters as
supply of coal to railways, public sector steel plants, Electricity Boards of the
State Governments and Central Electricity Units if any, there is no reason why
the N.C.D.C. should not enter into direct negotiations with them for supplies
as well as for settlement of prices. = The intervention of the Ministry should
become necessary only in some very extraordinary circumstances.

5-8. Another important area where co-ordinating work by the Ministry
is essential is in the formulation of the future plans of development. = Here it is
the question not only of coordination, but of preparing proposals for fresh
capital investments. While the N.C.I).C. should determine both its potential
production as well as make its own assessment of the market for its product,
the Ministry would be in a better position to indicate to the Corporation such
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further plans of development as may be undertaken by o under the sponsor-
ship of other departments or Ministri- s of Central or State Governments which
may need supplics of coal from.the National Coal Development Corpora-
tion. In the formulation of the plans, therefore, the Central Government
has to be closely involved in order to secure balanced growth in different sec-
tors of development. Furthermore, in so far as finaneial resources have to be
found for measures of development and such resources have to be provided hy
Government, it is obviously the Government that would be the deciding autho-
rity. We, therefore, consider that all plans for development of new mines and
washeries as well as other capital projects which are estimated to cost more
than Rs. 40 lakhs should. as at present, require the serutiny and sanction of the
Central Government.

5:9. Next we may consider the matter of pricing policy. In a corres-
ponding c2se of the National Coal Board in the United Kingdom, the Statute
empowers the Government to approve the method of pricing. In the case of
N.C.D.C., it should not ben cessary for the Central Governinent or the Ministry
of Steel, Mines and Metals to retain for itself the power for determining prices
of coal produced by N.C.D.C. The position since thy decontrol is such that
prices may have to vary from product to product, from time to time and even
from colliery to colliery in order to ensure the maximum production at mini-
mum cost. The flexibility of operation that is needed to secure this object
requires that the Corporation and its management should have the necessary
powers to determine selling prices for its product. To ¢nsure requisite flexib;-
lity, the Board of Directors may be well advised to lay down broad criteria
leaving it to the Managing Director to determine prices for individual sales
orders. It would be necessary, however, as a working rule that important sales
made by or under the authority of the Managing Director are reported to the
next subsequent meeting of the” Board.

5:10. The question then arices as to whether the Central Government
should lay down to the Corporation specific economic criteria which the Corpo-
ration should follow in its working. In our view such criteria, in the present
context, could be defined only broadly. One obvious direction in which the
N.C.D.C. should be required to organise its work is to ensure maximum pro-
duction at minimum possible cost. Being a public sector production unit

it should be expected to follow fair trading practices and necessary ethical
standards in its business of production and trade. The Corporation should
make profits and obtain a fair return on the capital which has been invested
in its plant, equipment and oth-r development works. These profits, however

should emerge primarily as a result of e:onomies in production. The objectivé
should be to set prices which would be fair to the consumers besides being pro-
fitable t» the N.C.D.C. In the United Kingdom, the National Coal Board is
required by the policy directive of Government to price its products and to
organise its working in & way which ensures that taking good years with bad

Board would nuither make profit nor loss. Such a provision was pro‘bably,'
necessary in the United Kingdom as the National Coal Board hLas a monopoly
of production and supply of coal. The position in India is different. Only a
portion of the coal market is at the disposal of the N.C.D.C. = As required by the
Industrial Policy Resolution, the private industry will éont;inﬁe to operate
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and will be given requisite assistance for its reasonable growth. Prices are:
therefore, determined by competition than by a formula such as the one set for
the National Coal Board in the United Kingdom. In dctunal fact it would
appear that even in the United Kingdom, the National Coal Board has to
reckon with competition from QOil and Natural gas, with the result that with the
encroachment of these competing "uels and a progressive reduction in the coal
production, the National Coal Board has found it increasingly difficult to avoid
losses as required by the price policy set for it by its Government. We consi-
der that it may not be necessary to lay down any specific economic criteria;
except to state explicitly, what is implicit in the present situation, that
the N.C.D.C. should seek to maximise the return on its investments, follow-
ing at the same time fair trading standards and setting out for itself sound
commercial management,

5-11, Next, it may be considered if any oth r gen ral directions are neces-
sary to specify certain broad standards for the working and practices of the
Corporation. It has been mentioned that as a public sector corporation, the
NCDC should be required to miintain hest trading standards. It should not
resort to practices which are not in accordance with the b st business ethics.
Similarly, in the matter of labour relations, the Corporation has necessarily to
adopt a more progressive outlook than the private sector. In these and similar
other matters, the Ministry or the Central Govt. may wish to lay down a
specific code of conduct for being followed by the Corporation in its actual
working. The problem is not peculiar to the working of N.C.D.C. and hence
may have to be considered for all public sector units.

5-12. However, having laid down these general criteria, the management
of the corporation should be left entirely to the Board of Directors subject
only to the specific powers reserved for the decision of the Central Government.

5-13. In particular, all matters relating to what are known as revenue
collieries should be finally disposed of by the Board of Directors and under its
supervision and guidance by the Managing Director and by the top management.
Tt should not be necessary either for the Board of Directors or for the Managing
Director to seek prior concurrence or approval of the Central Government
in the management of these collieries. Asthe Board of Directors would have
a representative from the Ministry, he would necessarily be in a position to
keep the Ministry and through it, the Central Government, informed of the
progress of working of these collieries. Mor.over, as stated earlier, Central
(Government should receive before the beginning of the financial year of the
Corporation in the form of a performance budget, a statement of its production
plan, what it expects to produce in each mine and in each region, the sales that
1t seeks to make, the expected financial return and any othcr information that
may be relevant to the planning of production. The Central Government could
also expect to re-eive progress reports from time to time including financial
date and such other reports as may be needed to keep it informed of the
progress,

5:14. We are aware that the principle of public accountability requires
the Ministry to keep a close watch on the operation of a Government-owned
company. It may be necessary for the Government to intervene in -matters,.
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involving public interest. Where the Bo-rd of Directors finds that the com-
mercial and financial interests of the Company would be best served by a parti-
cular course of action, the Central Government may wish that, in the public
interest, a different course of action be followed. We have suggested above
ways in which the Central Government, through its own nominees on the Board
and by obtaining periodic progress reports, makes itself continuously familiar
with the working of the N.C.D.C. These working procedures should enable
Central Government to intervene when intervention is required. We believe
that in respect of matters oth r than the development o? capital programmes,
such intervention would not need to be frequent. In any case, we consider
that th- intervention should take the form of specific directive and that the
concomitant financial responsibility be assumed by the Government and not
allowed to be refl ct d in N.C.D. C.’s balance sheet. This later point is import-
ant, as the assumption of financial r sponsibility by the Central Government
will ensure that the directive is subject to p riodic reviews and modification a+
required. Moreover, it will also ensure that the balance sheet of the N.C.D.C.
is not saddled with the financial impact of its non-commercial activities. It
may be stated that in September, 1960 Central Government issued a directive
to N.C.D.C. to continue the working of Giridih collieries, but the losses incurred
on these collieries were merged in the financial results of the Corporation,
instead of being given as a grant from Central Government. The system has
resulted in exhibiting in N.C.D.C.’s balance sheets profits lower than wh:t they
would have been but for the directive. In so far as the accumulation of
surplus funds with N.C.D.C. was less because of this factor, the Corporation has
moreover, been called on to bear additional interest charges as a consequence.

5:15. In regard to the development projects, the Central Government
should be closely concerned. Before a project is taken up in future, the Govern-
ment should require the N.C.D.C. to initiate necessary surveys and studies,
prepare project reports which would be sufficient to indicate the justification
for undertaking the project, its expected financial results and its contribution
to the national economic growth. We have seen a number of project reports
for the Second Plan and Third Plan projects. In all these project reports, the
N.C.D.C. assumed that there would be adequate market for coal produced
from these projects. On enquiry we understand that the N.C.D.C. made no
market survey at all and it was guided largely by the indications given to it by
the Central Government and the Planning Commission. These project reports
themselves are sketchy. For project after project, the geological data on which
the projects were drawn up' was in course of actual construction, found to be in-
adequate. Plant and equipment was purchased not directly related to the project
taken in hand but on a bulk order of the equipment normally utilised either for
opencast mines or for underground development. Except in the case of projects
planned with foreign collaboration—Russian or Polish—the project reports
gave no working details as to the way in which the mine was to be developed.
As a result, several changes had to be made in the details of the projects with
consequent delays and increases in costs. It is not therefore surprising that,
almost in all cases, the project estimates of capital costs were exceeded. On
engquiry we were informed that these defects in the project reports and the
inadequate attention given to matters of detail was due to the considerable
urgency withwhich the N.C D.C. was required to step up its production capacity
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in order to meet the rising demand for coal. It must be stated that neither did
the Central Government insist on such detailed planning as required for timely
and economic execution. The projects as prepared were sanctioned and the
N.C.D.C. was required to en ure their expeditious execution. The past experi-
ence in respect of many of these projects should be sufficient to realise that such
short-cuts in development are frequently self-defeating. Another ecriterion
which influenced the N.C.D.C. in its selection of projests was the insistence
from the Central Government that it should take up developmentin outlying
fields away from Bengal/Bihar area with a view to easing the transport situation.
In many such places, communications had to be newly developed, new town-
ships set up for its workers and staff some of whom had to be brought from
other places and considerable infra-structure provided before the mines could
be brought into production. As events turned out, the expected increase in de-
mand for coal from these collieries has not materialised; the transport situation
is less difficult than what has been envisaged; many of the enterprises which
were expected to come up and absorb production of the N.C.D.C. have either
been - deferred, abandoned or delayed and the industrial recession specially
since 1965 has aggravated these difficulties. '

5-16. Whatever has been the past record, it should be possible in future to
ensure that projects are planned in a more business likeand realistic -manner
and on the basis of fuller data. Latest techniques in. project and construction
managements should be increasingly employed. In the present context of
demand, the N.C.I).C. need not undertake any new project during the next
few years except to cater to the needs of a specific consumer. A new power
house of a significant size takes about 3-4 years to be completed from the time
it is planned. Any plan for a new power house would have to takeinto account
supplies of fuel. If supplies from existing production are not adequate, it may
be necessary for the N.C.D.C. to undertake development of a new project to
provide a more suitable and cgonomic source of supply. The period taken to
plan and establish a new power house should ordinanly be sufficient for the
N.C.D.C. to plan and establish a new non-coking coal-mine. There could thus
be a co-ordinated development of both power house and the coal supplies needed
for it. A steel plant under present conditions takes about 8-9 years to be
completed from the time it is planned. Assuniing new sources of supply of coking
coal are needed for the steel plant, it should not be difficult for the N.C.D.C.
to take up planning of such production at about the same time that the new
steel plant is planned and to so arrange its construction and development phase
as to be well in time for the supply of coking coal to the steel plant. Similar
other instances can be thought of. The point that the Committee wish to make
is that there could be and should be far greater coordination in the development
of N.C.D.C"’s new projects and of the projects which are expected to be the
natural markets for the coal produced from those projects. In sanctioning new
projects, the Central Government should ensure such co-ordinated programmes.
Further, the N.C.D.C. should also be required to follow the best techniques
now known for planning and undertaking development of the projects. The
development of mines with the foreign collaborations have shown the way in
which detailed planning should precede actual development work. The Corpor.-
t 'on should be required to follow similar practices. The time taken in the prepara-
t on of such working details may at time be found to involve some delays in starting
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the project. However, if the geviogical and other data has been carefully prepar-
ed, preparation of such working plans should enable the Corporation to reduce
the time taken on its construction schedule and also to economise in cost. We
also suggest that in respect of new projects, there should he prior consultation
with the Mines Safety Department and with the Cosl Board, so that precise
methods of mining are drawn up well before the projects are undertaken.
‘urrently, we have come across cases where mine development was planned
without such consultations and changes had then to be made in the methods
of mining, as required by the Mines Safety Department, with consequent
increase in capital costs and costs of production.

5-17. Before concluding this part of the Report it would seem appropriate
to refer to two other matters of detail.

We have suggested that in all matters relating to production. management,
sales, etc., in respect of all the revenue collieries, the effective decision-making
power should vest in the Board of Directors and under its delegation with the
Managing Director. We have also suggested that for development projects, the

" Central Government should be more closely involved. It is, therefore. of some
intportance to lay down a.procedure for determining as to when a development
project should be regarded as having reached the stage when it should be brought
on the revenue account.We haveseen different views expressed on this matter.
Obviously, no hard and fast formula can be laid down in this respect. Each of
the development projects presents certain features of its own which need to be
taken into account in reaching this decigion. The minimum condition necessary
to bring & development project on to the revenue sccount is that (1) it is in
continuous production and that (2) it has the necessary facilities for loading
and despatch of coal. Beyond this, it is more a matter of informed judgement.
If a project is not put on the revenue account merely because it is ineurring
losses, the result would be over-capitalisation of the project, in so far as these
losses would then be included in the capital cost of the project. On the other
hand, if the revenue account shows a profit, the cost of plant and machinery
and development cost would tend to be under-assessed by reason of the capital
cost being diminished by the extent of profits. Neither situation would- seem
to be in accordance with the best accounting practices or in the interest of the
future working of the project. The best course would be that at the time of the
preparation of the project itself, the planning authorities should indicate fairly
clearly as to the stage at which the project should be brought on to. the revenue
account. The situation thereafter could be reviewed by a group of technical and
finance officials at the Headquarters in consultation with the Area General
Manager and the Project Officials. The group should watch the progress of the
project and advise as to the date from which the project should be brought on to
the revenue account. The Corporation’s decision in this matter could also be
subject to the approval of the Government of India. As we have suggested
that in important matters relating to the development projects, the final decision
should rest with the Government of India, it would seem to be only appropriate
that this decision 1s also made by Central Government.

5:18. We have noted that the N.C.D.C. does not maintain a depreciation
fund. The annual balance-sheet and the profit and loss account exhibit the total
depreciation on plant and machinery and other capital assets in use, that is
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charged to the profit and loss account. Howevs 4 no separate fund is maintained.
In its annual capital budget which is placed before the Central Government for
approval, depreciation, accruing on plant and equipment and capital assets
is shown as resources available for further development. The Central Govern-
ment has been providing plan funds to the extent of the total capital budget
less the amount of depreciation and other internal resources which the Corpora-
tion can find. The expenditure on major maintenance and replacement of plant
and machinery, normally chargeable to depreciation fund, comes to be regarded
a3 part of this annual budget. Earlier, we have recommended that all matters
relating to the collieries on revenue account should be determined finally by the
Corporation. The Articles of Association also empower the Board of Directors
to sanction capital expenditure not exceeding Rs. 40 lakhs for any project; the
Board would be in a better position to exercise this power in respect of major
maintenance and replacement if a separate fund is maintained and the entire
depreciation, as it accrues, is not merged as at present with genuine internal
surpluses available for expansion and further development.

5-19. A farther point arises in respect of the maintenance of separate
depreciation fund. Normally commercial concerns utilise their surplus resources
in the depreciation fund to finance their working capital needs. In this way the
enterprise is not saddled with interest charges on its entire working capital
needs. The accounting procedure followed by the N.C.D.C. transfers the entire
depreciation fund resources for use on capital development. For its working
capital it has been borrowing from the State Bank of India in recent years
paying an interest of 7} to 8} per cent annually. If the capital funds required
for expansion and development were provided exclusively by the Central
CGovernment, it would need to pay interest only on half of the amount, because
the funds subscribed by the Government towards capital development are
partly equity ‘and partly loan in equal proportions. Under the circumstances,
it would be in the interest of the Corporation and in accordance with best
business practice, if Central Government were to meet the cash requirements
for the entire capital development schemes, leaving it to the N.C.D.C. to utilise
its internal resources either for the purpose of working capital, replacement
needs or, if any surplus isstill available, for investments in Central Govern-
ment’s securities.



VI—THE BOARD OF DIRECTORS : SUGGESTED COMPOSITION

6:1. Besides laying down the specific areas of responsibilities and func-
tions as between the Central Government and the Board of Directors, it is
also necessary to see that the Board of Directors is so constituted that it can
competently and effectively discharge these responsibilities. As we have men-
tioned before, the Board of Directors of the N.C.D.C., composed largely as it is,
of representatives of Ministries or other public sector agencies, works more
like an inter-departmental committee than as a body responsible for adequate
and effective functioning of the Corporation in all its aspects. It has also been
stated before that one result of constituting Board of Directors in this manner
is the frequency with which the composition is changed, when incumbents of
particular posts in the Ministries or the public sector units concerned are chang-
ed. For its effective functioning, it is essential that not only should the Board
of Directors be constituted differently but that there should be adequate con-
tinuity in its composition. In fact, the importance of continuity not only
amongst Directors but also amongst the top management posts cannot be
over-emphasized. Many of the present difficulties faced by the N.C.D.C., the
tendency amongst various departments of Corporation to work in a somewhat
un-coordinated manner, certain inadequacies in the matter of discipline and
implementation of directions, can well be attributed to this lack of continuity
amongst the Board of Directors and in the top management.

6:2 The Committee has given very considerable thought as to.the com-
position of the Board’of Directors. It considers that on Board of Directors there
shoull be 4-whole-time Directors (including the Managing Director). The
Chairman may be whole-time or part-time but even when a part-time Chairman
is appointed, care should be taken to see that he is in a position to devote a
great deal of his time and interest to the work of the Corporation. Even a
part-time Chairman should be expected to make adequate time available for
such guidance which the Managing Director may seek from him. Besides, it
should be his specific charge to maintain good public relations and to main-
tain high level liaison with the State and Central Governments and important
leaders of public opinion. There is an increasing trend to criticise public sector
undertakings. While well-informed criticism should be welcomed and acted
upon, instances are not unknown of such eriticism coming from interested
sources. :

It is important, therefore, that the public sector corporations have effective
arrangements for public relations. The Chairman of the Corporation, properly
selected, should be able to supply the requisite need. If necessary the part-time
Chairman may be given a suitable retainer for his services.

6-3. It is needless to add thatcare has to be taken to see that the Chairman
and the Managing Director have the requisite qualities to get on with each
other and that both have the necessary qualities to provide the leadership
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needed to the Board of Directors and to the managenient of the Corporation
respectively. Other whole-time Directors should be appointed in consultation
with the Chairman and the Managing Director. One of them would be required
to take charge of matters of finance, accounts etc.; another should take charge
of all technical matters, whether of production or of planning, geological surveys,
maintenance of equipment and plant etc. There might be a third whole-time
Director to deal with the administrative matters. For the time being, we would
not suggest a separate Board Director for sales although development of sales
is a major and immediate task before the Corporation. We consider that for some
time to come, Managing Director should personally be the Board Director
responsible for sales. In this work he would have the assistance of the Sales
Manager and the two should be together tackling the various matters relating

to it as referred to earlier.

6-4. While these whole-time Directors would thus have some specific
charge for each of them, it is essential to ensure that along with the Managing
Director they work as a team and not as separate departmental heads. This
should be ensured firstly, by proper selection, secondly, by ensuring that the
selections are made in consultation with the Chairman and the Managing
Director and thirdly, by involving them in joint responsibility with the Mana-
ging Director in various decisions which the Corporation makes. In making
decisions on their own or on hehalf of the Managing Director, these functional
Directors should be required to take an overall view and not a departmental
view, Finally, we have suggested elsewhere that in matters within the delegat-
ed powers of the Managing Director, he would have the power to over-rule the
recommendations of any or all the other whole-time Directors and the right to
review and alter any decisions made by them. It is expected, of course, that
normally he would not need to exercise such powers and the decisions are
reached by discussions and consultation rather than by the use of overriding
powers. A good team would seldom need to invoke such residual measures for

decision-making.

6-5. We have emphasized the need for such whole-time Directors as we
consider that the provision of such Directors would strengthen the organisation
from many points of view. It would provide for a continuity in decision-making
in case of any sudden change in the incumbency of anyone of the three or four
whole-time Directors. It would also provide a suitable avenue for rising to the
top posts to the officers of various cadres of the N.C.D.C. We believe that while
for sometime to come the N.C.D.C. and the Central Government may have to
seek services of officers from outside the Corporation for appointment to these
posts, we look forward to the period when the N.C.D.C. itself will provide the
necessary personnel for the manning of these posts of Directors even including
the post of the Finance and Managing Directors. We have come across many
officials in the Corporation, specially amongst the younger groups, who have
struck us as having the potential to undertake leadership and competent
management. If their talents are properly developed, there is no reason why
some of them could not rise to these top posts. The fact that they could do so
may add to the incentives of the service in the Corporation and thereby raise

efficiency all round.



31

6:6. Besides the four whole-time Directors and: a part-time or -a whole-
time Chairman who has both the time and inclination to take close interest
and to provide guidance and public:relations support to the overall working of
the Corporation, the Board may also include a number of part-time Directors.
Here again, there should be some 3 or 4 Directors who would also have the
time and inclination to take close interest in the working of the Corporation.
It would be useful if they have the knowledge of some specific aspects of the
working of the coal industry whether technical, financial or administrative.
But the more important consideration which could influence their selection is
the extent to which they can devote their time and energy for an effective contri-
bution to the working of the Corporation and that they can be relied on to
ensure adequate team work. Government may be represented on the Board of
Directors by 2 Directors; one from the Ministry of Steel, Mines & Metals and
one from Ministry of Finance. No other Government department need be
represented. There should also be a Director with the knowledge and experience
of trade union matters. We have been informed that the presence of such a
Director on the Board of the N.C.D.C. has been found to be particularly helpful
in maintaining over a long period of years, healthy and progressive manage-
ment-employees relationship.

6-7. To sum up, we consider that the Board should comprise of a part-
time or a whole-time Chairman, four whele-time functional Directors (including
the Managing Director), two Government representatives as part-time Direc-,
tors and some four or five other part-time Directors, including a suitable Director
with the knowledge and experience of Trade Union matters. The Board will
thus comprise of some 11 or 12 Members. The Articles of Association provide for
the appointment of a maximum of 15 Directors.

6+8. Currently, the Managing Director of the N.C.D.C\. is a Director of the
H.E.C. and of the Hindustan Steel. Correspondingly the N.C.D.C. has on its
Board as members the Managing Director of the MAM.C. and the H.S.L.
Obviously these arrangements were made with a view to provide contacts
between the public sector units concerned who are either suppliers or consumers
of the production in their respective units. In the scheme of things that we have
suggested, there need be no such representation at the Board level. The neces-
sary contacts between these various public sector units are essential; but these
could be provided otherwise, as for example in the form of Coordination Com-
mittees. The reason why we do not think that this kind of coordination need
to be provided at the level of Board of Directors is that these top managers are
busy men and have not the time and only a limited interest to devote themselves
to the working of the sister Corporations. What we envisage is that the members
of the Board should assume more comprehensive and overall approach to their
functions and should be able to devote sufficient time to make an effective
contribution to the work of the Corporation. :

6-9. We have emphasized earlier in this Chapter the importance that we
attach to continuity in policies and continuity in top-management. We, there-
fore, consider that once the Directors are chosen with the care as suggested
in an earlier paragraph, they should have a reasonable tenure so that they
are able to make an effective contribution to the work of the Corporation
For this purpose, a convention should be followed that the appointments of
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part-time Chairman and/or Directors should be renewed as necessary in urder
that each incumbent holds the position for not less than three continuous years
and possibly even five continuous years. To begin with, half the number of
part-time Directors (including the Chairman) may have a three year tenure
and the other half five years. This will introduce a system of rotation which
would ensure year-to-year continuity over a period of years. It is understood,
of course, that the whole-time Directors will be appointed for a minimum period
of five years, which period could be extended as necessary.



VII-SOME PROBLEMS RELATING MAINLY TO HEAD-
QUARTERS MANAGEMENT

7-1, Having dealt with the questions relating to the constitution of the
Board of Directors and the powers that should be effectively vested in them,
the Committee wish to turn now to making certain preliminary recommenda-
tions in regard to the management of the Corporation. In this Chapter it is
proposed to deal primarily with the management at Headquarters and then
again with only a few of its important aspeots.

7-2. The Board of Directors has delegated a large part of its powers to
 the Managing Director. This delegation conforms to the sound business
practice, in so far as the best management is the one where day-to-day decisions
are quickly taken and speedily implemented. The Board of Directors how-
soever constituted cannot meet often enough to make these decisions nor
can it concern itself with matters of day-to-day detail, The Committee has
no comments to make on the existing scheme of delegation; it generally ene
dorses the extent of delegation of powers made to the Managing Director.

7-3 The Committee has suggested that besides the Managing Director,
there should be three other functional Members of the Board of Directors.
A question may be asked whether the presence on the Board of Directors
of two or three whole-time officials of the Corporation, who are in the mana-
gement hierarchy subordinate to the Managing Director will not lead to
some of the day-to-day matters being brought before the Board. We suggest
that such a contingency should be avoided by providing that in the exercise
of powers delegated to the M. D. and within these delegated powers, he will
also have the powers to over-rule any member of its management whether
or not that member is also a Member of the Board of Directors, The Board
should not require a funetional Member to bring any matter within the dele-
gated powers, on which he does not agree with the Managing Director, to
the notice of the Board of Directors nor should the Managing Director be re-
quired to do so. If this position is clearly laid down and well understood,
there will be little danger of any day-to-day matters other than those which
are of major importance being brought to the Board of Directors with diffe-
rences in views expressed by the functional members, The functional mem-
bers will be free to express their views and will, in fact, be expected to make
their frank contribution to the discussions of the Board of Directors, in matters
which are brought up before the Board for decision.

7.4 To enable the Board of Directors to function properly, they should
prescribe & number of returns and reports which should be brought to the
meetings periodically so that they get closely familiar with the progress and
performance of the Corporation. In an earlier paragraph, we have roferred
to certain matters which are not at present placed before the Board (vide
para 4-4). These are only illustrative, and we suggest that the reconstituted
Board be asked to review the position. The intention is to enable the Board
to discharge its responsibilities effectively. If any Member of the Board
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possesses special aptitude or knowledge on any aspect of the working, he may
be also called on to study those aspects and advise the Board. This practice
will ensure continuing and abiding interest by the part-time members in the

work of the Corporation.

7-5. While large powers are delegated) to the Managing Director, it is
to be understood that the M.D. cannot be expected to personally exerciso
all those powers. The delegation, in fact, provides that the M. D. may in
turn re-delegate some of his powers. At present, there is delegation of powers
up to certain specified limits to the Area General Managers and lower down
to the Deputy Superintendent of Collieries. We suggest sufficient powers
be redelegated also to the heads and officials of various departments at the
headquarters. We have come across instances of minor matters being placed
before the M. D. for his approval. If the M. D. is to carry out his principal
functions adequately, it is necessary that he is not burdened with such rou-

_tine. A Teview should be made of the type of cases which are now put to
him.for orders and appropriate delegations made. to appropriate officers in
the headquarters office. :

7.6 We consider that the primary task of the M. D. should be to pro-
vide leadership to the management team to ensure that there is adequate
and effective coordinated action, that the decisions are taken with requisite
speed and care and promptly implemented. These are also the important
duties.and functions to which the M. D. should devote his whole time atten-
tion. Ordinsrily, the M, D. should not be in charge of a specific Department.
However, for reasons noted elsewhere, we have suggested that for some
time to come, he should devote a great deal of his attention to sales and to the
reorganisation of the sales department. The Sales Manager would be work-
ing directly under his control. ‘

7-7. The Technical Member of the Board of Directors should function
as the head of all technical departments. -.In his charge there should be—

(1) A Chief Engineer (Production) who would be responsible for plan-
ning of production and operation of the revenue collieries;

* (2) AChief Engineer (Planning) who would be responsible for all matters
connected. with the development projects from the time of their
inception to the time they are placed on revenue account; and

~ (8) Other heads of departments like Electrical & Mechanical, Geo-

» logical work, Civil Engineering eto. Their precise designations
and ranks would depend on the volume of work as it develops
from time to time. We believe that at present, while the head of
Electrical and Mechanical (including “excavation) has to be of the
rank of a Chief Engineer, for the geological and civil engineering
departments, officers of lower ranks may be adequate as heads
of these departments. B o

7.8. Similarly, the Finance Member of the Board of Directors should be
incharge of the following functions :— . _ _

(1) Internal Audit;
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(2) Accounts including cost accounts; and
(3) Financial Advice.

Separately we have suggested decentralisation of accounts functions
to the areas and that this decentralisation be accompanied by giving a very
important role to the internal Audit. We would like to see early strengthen-
ing of the internal audit set-up in the Corporation. Not only should it
look into questions of whether in incurring expenditure rules and procedure
as prescribed are followed, it should from time to time undertake studies of
comparative unit costs, efficiency with which various tasks are undertaken
at the areas and eolliery levels in stores depots and workshops, as well as in
the sales offices. The function of the Chief Cost Accounts Officer would be
it to provide technical guidance to the cost personnel, to coordinate the cost
data received from various accounting units of the Corporation, to present it
to the management and the Board of Directors, with a eritical appreoiation
of the comparative results, and to bring to the notice of the management
matters arising from the cost data, requiring management attention and
decision, We have separately suggested that the Area Accounts Office,
mstead of working on an imprest should become fully responsible for store
accounts, monthly financial accounts and the balance sheet for the area leav-
ing it to the headquarters only to coordinate the accounts received from
them as well as from other accounting units. The Chief Accounts Officer,
should, however, be required to inspect, supervise and guide the Area Accounts
Offices in technical matters of accounting.

7:9, Current orders provide that all financial powers delegated to the
A.G.Ms. are exercised by them in consultation with the Deputy Financial
Advisers, Where there is a difference of view between them, the matter is
referred to Ranchi for final decision. In the earlier years, the Area General
Managers had been given the power to overrule their Financial Advisers
the circumstances in which this power was withdrawn are not altogether
olear. The correct system is for Area General Managers to be empowered
to overrule their Financial Advisers when they consider it necessary to do
so in the interest of production and progress of development project. The
A.G.Ms, should, however, be required to record their reasons in such cases
and to report the matter to the headquarters immediately aftor the decision
is taken.

710, The third important area of work is the administration, The
Board Member in charge of administration should have under him, a Chief
for administration and a Chief Personnel Officer.  He should also be in charge
of stores and purchase which should have a Controller of Stores and Pur-
chase as its main functionary. He may also take charge of certain other
miscellaneous departments like security, and medical attendance and Legal
advice.

7-11. Vigilance should remain independent of the three functional mem-
bers of the Board of Directors and be directly in the charge of the Managing
Director, with a Chief Vigilance Officer to assist him.

7-12. With these changes, the management chart of the- headquarters
in Ranchi could be presented a3 in the diagram.
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7-13. We have stressed earlier and we wish to reiterate that the Mana-
ging Director and these three whole-time Members of the Board should
work a3 a headquarters management team. While each member will have
powers of decisions in matters relating to departments assigned to him, he
should be required to take an overall and not a narrow departmental view
in dealing with these matters. His decisions are, in fact, decisions on be-
half of the Managing Dircctor or of the headquarters management team.
Various devices can be evolved, such as an half-hour mesting each day of
this management team, so as to foster the necessary team spirit. The
Managing Director as leader of the team will doubtless pay attention to evol-
ving these devices, so that the group works in the spirit in which it is eon-
ceived. We also consider that the Managing Director and the functional
members should undertake frequent tours of inspection of the various areas
and collieries.

7-14. The Managing Director and three whole-time members of the Board
are key posts in the administration and management of the Corporation. It
is important that the incumbents of these posts are appropriately remune-
rated. The three whole-time members of the Board should be co-equal in
status and remuneration. Their remuneration should ordinarily be only
marginally lower than that of the Managing Director. As stated earlier,
every endeavour should be made to make a careful selection of persons for
appointment to these posts and if, for attracting suitable persons, higher
salaries have to be given, there should be no hesitation to do so. Any small
extra costs incurred in such higher remuneration will more than repay itself
in the economies that may come about in the working of the Corporation
by reason of its having a competent top management. ‘

7-15.. We have stated earlier that at the area level, sufficient adminis-
trative and financial powers be vested in the Area General Managers. We
have reviewed the existing powers and consider that these appear to be ade-
quate for the time being, They could be reviewed if necessary after gome
{ime. In the present crganisational ehart, the area General Managers them-
selves are shown as subordinate to and under the control of the Director
of Production or D.G.M(T). It would be more appropriate to show Area
General Managers as under the control of the Managing Director and of the
headquarters management team. Area General Manager is the top func-
tionary :in the area concerned and holds position somewhat similar to that
of the M. D. He is not only in charge of production and development but
he should also be made responsible for proper functioning of other depart-
ments like adminjstration, accounts, civil engineering, repairs and mainte-
nance, labour relations, etc. It is not therefore carrect to show Area General
Manager as being under the control of Director of Production or of D.G.M.(T).
The A.G.Ms. should be free to correspond direct with the appropriate fune-
tional members of the Board, as for instance with Administration member
on labour and staff matters or on stores and purchase matters. ’

7-16. Inproviding the administrative structure as indicated in the preced-
ing paragraph, it is important to ensure that none of these top-management
posts are left vacant for any appreciable length of time. The major difficul-
ties which have arisen in the working of the Corporation in recent months
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- and years are attributable at least in part, to the absence of one or other
functionary for several months on end. Since Shri Vadera left the Corpora-
tion eatly in 1965, there is no Chief Personnel Officer dealing with the impor-
- tant' axea of work namely labour relations. Since Shri Kumaramangalam
left the Corporation towards the end of 1965, there I.Las been no senior officer
in charge of Administration (except for a short period). Even such a high
technical post as that of D.G.M.(T) is now filled on a provisional basis. The
difficulties that arose owing to the gap in the continuity in the post of M.D.
are now well-known and do not need to be restated. The Committee con-
sider that greater. attention should be given than hitherto, to ensure that
all these and other top posts are properly staffed and not left vacant for any
appreciable length of time.

7-17. Weunderstand that ome reason why most of the top posts have
remained vacant in the past is the time that is taken in the selection of suit-
able personnel and in sanctioning their terms of appointment. The Board of
Directors has powers to sanction posts and make appointments to them on
scales of pay maximum of which does not exceed Rs. 2,250. In regard to the
posts for which higher emoluments have to be given, the sanction of the
"Central Government is necessary. Within the Government departments
these proposals have to be considered by the Ministry of Steel, Mines and
Metals in consultation with the Ministry of Finance in regard to the terms
proposed and thereafter obtain the concurrence of the Ministry of Home
Affairs and with the approval of the Appointments Committee of the Cabinet,
This procedure especially in regard to the fixation of terms of appointment
sometimes takes a long time. As the emoluments of the officers concerned
are not met directly from the Consolidated Fund of India, it is not clear as
to whether the sanctioning of the remuneration and other terms in such cases
need require the approval of the Ministry of Finance. It would be desirable,
in any case, if the financial powers for settling the terms of appointment are
delegated to the Ministry of Steel, Mines and Metals.

7-18. Another important lacuna which needs the attention of the mana-
gement is the absence of any orders defining the functions and powers of
each officer in the Ranchi office. Sound management requires that each
officer should know what his functions, duties and responsibilities are. At
present there seems to be some confusion in this matter. Duties are assumed
by inference and implications. In a well-organised office, duties of each in-
dividual right down to the Lower Division Clerk are properly defined and
are well understood by each person working in it. This system needs to be
introduced both in the headquarters office as well as in the working units. It
should be the responsibility of each head of the department to ensure equit-
able allotment of duties of officers working under him and to see that these
duties are properly carried out; each officer, in turn, should be responsible for
similar allocation of duties amongst his subordinate and so down the line.

Another office matter which needs to be attended to, is to control the
present trend of writing long notes in each department on problems that arise
for management decisions, Given team spirit, many decisions can be reached
quickly after discussions and in a commereial concern like N.C.D.C. frequently
only the final decision would need to be reduced to writing.
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7-19. In this first report, we have referred only to those matters which
require immediate attention. In our subscquent report, we hope to deal
with these organisational matters more fully. In the meantime, we expect,
that if the top management is restructured in the way suggested in this report,
it would itself set the tone for improvement. It will naturally review the
many working procedures and matters of details and seek to improve effi-
ciency and competence at various levels, which is after all, the main goal of
all management efforts.

7:20. We believe that an organisational structure of the kind that we
have recommended would be in a better position to ensure that-decisions are
promptly made and are faithfully implemented. Such a management will
doubtless, evolve procedures for inspection, supervision, receiving of requisite
statistical and progress information to enable it to exercise broad regulatory
control over the field units. Decentralisation and delegation of powers does
not mean abdication of powers or authority. It remains the function of the
headquarters office to ensure that powers are properly exercised and an effec-
tive watch kept on implementation of policies and orders. Serious notice
should be taken of any lapses. Indeed, it is by a judicious use of incentives,
encouragements and where necessary, reprimands and penalties that an ad-
ministrative structure would derive the best that can be obtained from the
services of its personnel.
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VIII-SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

For the Third Five Year Plan, the target for National Coal Development
Corporation was 31+0 million tonnes out of a total production target for the
coal industry of 98-5 million tonnes. This target appears, in retrospect, to
have been based on questionable assumptions. (2-5)

2. It was with a view to fulfilling the high Plan targets that the National
Coal Development Corporation embarked on an expensive programme for
acquiring machinery and manpower and for the development of mines in several
areas, particularly in the outlying areas of Madhya Pradesh, Orissa and
Maharashtra. Some of the present difficulties of National Coal Development
Corporation are due to the magnitude of the development and the speed with
which it was undertaken. Largeand expensive projects which the N.C.D.C.
had undertaken have led to investments in capital assets which are not presently
needed for the current level of production. (2-8)

3. In the proce:s of development with speed and since 1964, of retrench-
ment and readjustment, several organisational weaknesses had not received
adequate attention and stresses and strain have appeared affecting all aspects
- of working of N.C.D.C. (2-9)

4. Tt is likely that after some years, provided the economy picks up at the
rate which is essential for the country’s industrial growth, the N.C.D.C. could
become the mainstay for meeting the increased fuel demand in the country.
The immediate problems before the National Coal Development Corporation
are—

(@) to build up sales in a competitive market;

() to remove organisational and other weaknesses; and

(c) to economise on the methods of production. (2-11)
Sales—

5. For reorganising the N.C.D.C.’s sales offices and sales procedure, the
following steps should be taken immediately—

(@) The Corporation should undertake the survey of the market, current

and prospective for each of its mines;

(b) It should then establish close contacts with its principal prospective
customers and wherever possible enter into long-term contracts
with them;

(¢) The Corporation should guarantee continuity of supplies;

(d) Quality should be rigidly adhered to. A system of inspection at
the time of loading and surprise checks at the destination in the
case of large consumers should be introduced to ensure standards;

() Prices should be competitive and related to the quality of supplies
Reduction and rebate should be provided to large consumers for

sales in excess of guaranteed minimum and also for prompt pay-
ment;

4t
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(f) As a public sector undertaking, N.C.D.C. has the special responsibility
of developing expanding markets, particularly in the rural areas;

(9) As far as possible, sales to public enterprises and even to large private
sector enterprises should be made direct and not through middlemen.
The middlemen’s services conld, however, be utilised for developing
the markets fully and for exploring new markets. The appoint-
ment of such middlemen as agents for sales should be made after
careful selection with due regard to their financial status and capa-
¢ity to expand the market in the particular area. Their functions
and liabilties should be clearly defined and their obligations
enforced;

(h) There should be closer liaison at working levels between the area
officers and collieries on one hand and the sales department on the
other;

(?) The billing system should be speeded vp. Bills can be prepared
daily and for each consignment, and sent direct by the collieries
or Area Accounts Offices to the consignees keeping the central
sales office informed for the purpose of watching the recoveries.
Interest should be charged on overdues. (3-3°1)

Transport—

6. The Railways may examine the procedures for the allotment and supply
of wagons in the context of the situation prevailing after decontrol with a view
to simplifying them and removing over-centralisation. With a little adjustment
it should be possible to ensure that there is regularity in the supply of
wagons and punctuality in their arrival at the colliery. There should also be
to proper arrangement for linison between the N.C.D.C. and the Railways at
various levels. (3:3-2)

Production Planning—

7. Each mine should prepare cost data reflecting the actual expenditure
and showing separately the direct costs which vary with production and the
over-head and fixed costs. The cost data should be capable of identifying cost
elements which are within the control of the local managers. Stores accounts
should be brought up-to-date and the financial and cost accounts reconciled.

Services of persons trained in Industrial Engineering should also be em-
ployed for bringing about higher productivity and lower costs.

On the basis of the cost data, the Headquarters of the N.C.D.C. slould
draw up an annual plan of production which would give optimum trading
position. Sales efforts and production efforts should be concentrated on those
collieries where there is large margin between sales realisation and production
cost or at least the variable element in it. In collieries where the economics
are unfavourable the N.C.D.C. may even consider suspending production or
abandoning them. (3-3:3)

Stores and Purchases—

8. In order to ensure smooth and regular supply of plant, equipment,
stores and spare parts, the following measures are suggested—

(a) The indenting procedure should be simplified. In this respect
we recommend that posts of Controller of Stores und Controller of
Purchase be combined:
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(b) To the maximum extent possible, rate contracts for each important
store should be arranged with more than one supplier;

{¢) The Corporation should take special measures to ensure full utilisa-
tion of the manufacturing and repairing capacity which it has at
its command in its workshops. (3-3-4)

Accounts—

9. In allthe aveas, stores valuation accounts have not been kept up-to-
date. This lacuna is believed to be responsible for the non-reconciliation of
cost accounts with financial accounts as well as for the exhibition of large
quantities of “Stores in transit” in the annual balance sheet. The stores
accounts should be brought up-to-date as from some pre-determ'ned
date. If this is done, it should be possible to provide not only the monthly
reconciliation of the costs and the financial accounts but also to present the
monthly balance sheet for each area and each accounting unit.

As the transactions in the areas are large, the use of imprest accounts
system does not appear to be appropriate. The area accounts office could
be required to produce complete accounts monthly, quarterly and annually.

Internal Audit—The Internal Audit Section requires to be strengthened
urgently both in namber and quality. It can then be given specific problems
for study and asked to locate wastes and loopheles if any. While the accounts
are decentralised and become parts of the area offices, the internal audit should
be the responsibility of the managoment at the Head quarters. (3-3-5)

Administration and Organisation——

10. Some of the measures needed for infusing a sense of discipline and
toning up of the administration are indicated below—-

(a) Theduties and functions of each officer should be defined clearly;

(b) The present compartmental approach of officers in different branches
should be given up; and

(¢) The administrative procedures should provide for incentive for
good work and speedy penalty for lapses. (3:3+6)

Structure of Management—

11. The system of nominating a Board of Directors comnprised mainly of
officials of interested Ministries and organisations has resulted in break of
continuity and insufficient interest by Directors in the work of the Corpora-
tion, and a virtual abdication of the powers by the Board. While the Board in
which the powers were formally and legally vested remained inactive, the
effective power was in the Department of Mines and Metals and the Manag-
ing Director. The Committee feels that the balance of pow«r should be
restored and the powers and responsibilities of the Central Government, the
Board of Directors and the Managing Director defined. (4-1 to 4-5)

Relationship between the Corporation and the Central Government—

12. The areas of responsibility of the Government and the Board of
Directors as envisaged in the Articles of Association of the Company should be
reaffirmed. The Central Government should concern itself mainly with the affairs
of the Corporation in regard to the development plans. The Government may also
lay down codes of conduct for labour relations, trading practices etc. which
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may be common to all public undertakings. All other matters such as coordina-
tion with other Government agencies (e.g., Hindustan Steel, Electricity Under-
takings), pricing policy etc., should be left to the Board of Directors and the
manag mentof the Corporation. In particular all matters relating to revenue
collieries should be finally disposed of by the Board of Directors and under
its supervision and guidance by the Managing Director and the top management.
In respect of these collieries, the Central Government should however receive
a performance budget before the beginning of the financial year and periodic
progress reports, financial and physical.

Where the Central Government intervenes with its powers of issue of Direc-
tive, in public interest, the concomitant financial impact should be met from
Government revenues. The Corporation’s balance sheet should not be saddled
with the burden of the resulting losses. (5-4 to 5-14)

Development of New Projects—

13. In regard to the development projects, the Governm nt should require
N.C.D.C. to prepare project reports after detailed surveys and studies. These
project reports should contain justification for taking up the project, expected
financial results, way in which the miine is to be developed, details of cquipment
required etc.

(5-15)

14. In the present context of demand, N.C.D.C. need not undertake any
new projects for some years except to cater to the needs of a specific consumer.
Since large coal consuming projects like steel plants and power houses take several
years for being commissioned, N.C,D.C. need plan n~w mines only at the same
time as the consuming projects. Detail (I planning, even if it is time consuming
should precede the development work as it would lead to reduction in the

construction time and economy in cost.
(5-16)

15. At the time of preparation of & new project itself, the planning autho-
rities should indicate fairly clearly as to the stage at which the project should be
brought on to the revenue account. The situation thereafter could be reviewed by a
group of technical and financial officials at the Headquarters in consultation with
the Area General Manager and the Project Officer. The group would advise as
to the date from which the project should be brought on to the revenue account.
The Corporation’s decision in the matter could also be subject to the approval
of the Government of India. (5-17)

Depreciation Fund—

16. The Corporation should maintain a separate depreciation fund for meet
ing the expenditure on major maintenance and replacement of machinery
instead of the present practice of adjusting the depreciation provision in the
annual capital budget. It would be in the interests of the Corporation as well as
in accordance with best business practice if the Central Government were to
meet the entire cash requirements for all the capital development schemes
leaving its internal resources to be used for working capital, replacement
needs or if any surplus is still available, for investment in Central Govern-
ment securities.

(5+18 and 5-19)
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Composttion of the Board of Direciors—

17. The Chairman of the Board of Directors may be whole-time or part-time,
but when a part-time Chairman is appointed, care should be taken to see that
he is in a position to devote a great deal of his time and interest to the work
of the Corporation, and provide adequate guidance tothe Managing Director.
In particular, the Chairman should be required to assume high level public
relations duties. :

(6-2)

18. Other whole-time Directors should be appointed in consultation with
the Chairman and Managing Director, one for Finance, one for Technical matters
and one for Administrative matters,

(63)

19. The whole-time Directors should work as a team and while the Managing
Director will have overriding powers, the decisions should ordinarily be reached
through consultations and discussions

Working procedures should be specially evolved to ensure this team
approach.

(6-4)

20. Besider; the Chairman and the whole-time Directors, andin addition
to 3 or 4 part-time Directors, one representative each of the Ministry of Steel,
Mines and Metals and the Ministry of Finance and a person with knowledge
and experience of trade union matters should be nominated to the Board. The
Committee does not consider it necessary for other Ministries of the Govern-
ment of India or public undertakings like, Hindustan Steel Limited, Mining and
Allied Machinery Corporation etc. to be represented on the Board.

(6-6 to 6°8)

21. In order to enable the part-time Directors to make an effective contri-
bution to the work of the Corporation, their appointments should be renewed as
necessary so that each incumbent holds the position for not less than 3 conti-
nuous years and possibly even 5 continuous years. The whole-time Directors
should be appointed for a minimum period of b years which could be extended as
necessary. - (6-9)
Headgquarters Management—

22. The Committee fully endorses the extent of delegation of powers at pre-
sent made to the Managing Director. In the exercise of these powers he would
have full authority to over-rule the other functional directors.

(72 and 7-3)

23. To enable the Board of Directors to function properly, they should
prescribe a number of returns and reports which should be broughs to the
meetings periodically. ’

A (7-4)

24. The Committee suggests that sufficient powers be redelegated to the
heads and officials of various departments at Headquarters so as to relieve the
Managing Director of routine and unimportant work.

(7-5)
" 1P(D)248Mof SM&M--5
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925. Ordinarily the Managing Director should not be in charge of any spect
fic Department. However, for some time to come, sales and sales promotion
will have to be specifically looked after by him. The Sales Manager will work
directly under him.

(7-6)

26. The Technical Director should be in charge of all technical departments
and have under him a Chief Engineer (Production) responsible for the planning
of production and operation of revenue collieries, a Chief Engineer (Planning)
responsible for all matters connected with development projects, Chief Engineer
(Electrical and Mechanical), Geologist and Civil Engineers.

(7-7)

27. The Finance Director should be in charge of Internal Audit, Accounts
and Financial Advice. The Internal Audit should be strengthened early and asked
to undertake studies of comparative unit costs etc. The Chief Cost Accounts
Officer should coordinate the cost data, provide technical guidance and bring
to the notice of the management, matters arising out of the cost data that

require their attention.
(7-8)

28. The Area General Managers should be empowered to over-rule their
Financial Advisers where they consider it necessry to do so in the interest of
production and progress of development projects. They should, however, be
required to record their reasons and fo report the matter to the Headquarters

immediately thereafter.
(7-9)

29. The Director in-charge of Administration should have under him a
Chief of Administration and a Chief Personnel Officer. rle should also be incharge
of Stores and Purchase and miscellaneous departments like Security,
Medical, Legal and Public Relations. Vigilance should remain with the Mana-
ging Director.

(710 and 7-11)

. 30. The whole-time Directors should be carefully selected and if necessary

higher salaries may be given for attracting suitable persons.
(7-14)

31. In the present organisational chart, the Area General Managers are
shown as subordinate to and under the control of the Director of Production.
It would be more appropriate to show them as under the Control of the Manag=<

ing Director and the Headquarters management group.
(7-1b)

32, Greater attention should be paid to ensurethat all the top posts are

properly staffed and not left vacant.
. (7+16)

33. The procedure for sanctioning the top posts and filling themup has to
be speeded up and if necessary, the Department of Mines and Metals could

seek delegation of necessary powers for the purpose,
(7-17)
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34. Duties and responsibilities of each official in the Headquarters office

should be properly defined and well understood by each person working in it.
(7-18)

(Sd) G. R. KAMAT
Chatrman

(Sd.) MOHAN LAL GAUTAM
Member

(8d.) S. S. SALUJA
Member

(Sd.) RAM SAHAY
Secretary
February 17, 1968.



APPENDIX I
GOVERNMENT OF INDIA

MINISTRY OF STEEL, MINES AND METALS
(DEPARTMENT OF MINES AND METALS)

New Delhi, the 22nd July, 1967

RESOLUTION

No. 02-8(7)/67/—The performance of the National Coal Development
Corporation Ltd., Ranchi (a public sector und rtaking) has been causing con-
cern for some time past inasmuch as production has not been commensurate
with the investment made and there is no adequate return on capital invested.
There may be scope for improvement in regard to such matters as planning,
administrative and organisational set-up, staffing, procurement of equipment
control of stores, financial and budgetary control management-employees
relationship and marketing. The alleged malpractices and financial irregulari-
ties need also looking into.

2. Government feel that an independent review of these problems, among
other issues, is likely to be helpful at this stage in order to enable remedial
actions to be taken for removing any deficiencies which may be affecting overall
and detailed performance of the various units of the National Coal Development
Corporation. Government, therefore, hereby appoints a Committee consisting
of—

1. Shri G. R. Kamat, 1.C'S., formerly Secretary,

Planning Commission. Chatrman.
2. Shri Mohan Lal Gautam, M.1.A. (U.P.) Member.
3. 8Shri 8. 8. Saluja, Acting Principal, College of Mining and Metallurgy,
Banaras Hindu University. Varanasi. Member.

with its headquarters at New Delhi to conduct such a review.,

Shri Ram Sahay, Under Secretary, Department of Mines and Metals will
be the Secretary of the Committec.

3. The Committee will identify and assess deficiencies and ascertain the
causes therefor in respect of eath of the spheres among others, referred to in
paragraph 1 above. The Committee will also indicate what remedial action can
be taken and what improvements, if any, be made in the policy and organisation-
al set up to ensure full utilisation of the installed capacity. not only to bring
about efficient performance immediately but also to gear up the organisation to
take up additional responsibilities in future.

4. The Committee will report to Government by the *31st October, 1967.
(Sd) N. C. SHRIVASTAVA

Secretary to the Govermment of India.
43



49

ORDER

Ordered that a copy of this Resolution be comumunicated to all State
Governments, Administrators of Union Territories, all Ministries of the Govern-
ment of India, President’s Secretariat, Cabinet Secretariat, Prime Minister’s
Secretariat, Planning Commission, Comptroller and Auditor General of India,
Accountant General, Commerce, Works and Miscellaneous, Lok Sabha Secreta-
riat, Rajya Sabha Secretariat, Managing Director, National Coal Development
Corporation, Ranchi, All Directors of the National Coal Development Corpora-
tion.

Ordered also that a copy of the Resolution be published in the Gazette
of India for general information.

(8d) N. C. SHRIVASTAVA
Secretary to the Government of India.

To
The General Manager,

Government of India Press,
Faridabad.

*This date was subsequently extended upto 20-8-1968.



APPENDIX II

N.C.D.C. COMMITTEE—QUESTIONNAIRE
1. Project Planning and Development

(@) What were the principal considerations in the selection of the project
site? Were any surveys made to determine the quantity and quality of coal
available at the site, the economies of its production, transport facilities and
marketing potential for the mine? Please give such particulars, in brief, as are
available from the Project Report or from your knowledge.

(b) The following information may be furnished :
(¢) The capital cost of the Project as indicated in the sanctioned Project
Report and the actual cost.
(i3) Estimated time of completion and the actual date of completion.

(¢43) Anticipated level of production and the actual level of production
during each of the last three completed financial years 1964-65,
1966-66 and 1966-67.

(4v) If any changes were made in the scope of the project, after it was
sanctioned, the main changes and the reasons why they were made
should be indicated.

I1. Production and, Cost of Production
(a) If the level of production is below what was anticipated, please indicate
reasons therefor.

(b) Given adequate market, what is the optimum rate of production that
ean be achieved with the equipment and labour now employed.

(¢) What measures Would_ you suggest for increasing the rate of production?

(d) The estimated cost of production per tonne of coalasgiven in the
Project Report and the actuals for each of the last three years,

(e) Is there scope for reducing the cost of production? If so, please suggest
concrete measures to achieve economies.

111. Equipment and Employment

(a) It has been alleged that excessive equipment has been provided at
some of the collieries and that the rate of utilisation is low. Please give parti-
culars in respect of your project giving the lists of the main items of equipment,
the rate of their utilisation during the last three years, whether the rate of
utilisation can be stepped up and if so, to what extent and in what way?

(b) What are the existing maintenance facilities and what improvements
would you suggest in them ?
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(¢) It has also been alleged that excessive number of workers are employed
at some of the collieries. Please give details in respect of your project giving
average numbers employed during each of the last three years,

(d) What was the output per man-shift envisaged in the Project Report
and what has been the actual output per-man-shift during the last three years?

(e). If either labour or equipment or both is found to be excessive to the
needs of the project, what would you suggest for providing alternative employ-
ment for them?

IV. Transport and Sales

(@) Tt is often alleged that one reason for restricted output is the irregular
and inadequate supply of wagons. On the other hand, on several occasions
some of the wagons supplied return empty and large amounts are incurred in
demurrage. What is the position in your project? What improvements would you
suggest?

(b) Have you any suggestion to make for increasing the sales of coal pro-
duced in your project ?
V. Administration and Industrial Relations

(@) Do you think that the production and economy of production would
be improved if additional administrative powers are delegated to you. If so,
indicate in concrete terms additions that should be made?

(b) Are relations with labour satisfactory? If not, what measures would
you suggest to bring about an improvement ?
VI. General

Any other material or suggestions, which in your opinion could be of assis-
tance to the Committee in the review of the working of N.C.D.C.



APPENDIX III
Secrron I—~ESTABLISHMENT

(1) The creation of permanent posts above 80 per cent of the total sanction-
ed posts, temporary and permanent, and exceeding the Scale having a maximum

of Re. 950 p.m.

(2) The creation of temporary posts in the scale whose maximum exceeds
Rs, 950 p.m.

(3) The appointment of persons on a scale of pay having a maximum
exceeding Rs. 1,400 p.m.

(4) The fixation of initial pay of selected candidates for appointment at
any higher stage exceeding, five increments in the time scale to any post which
he is empowered to appoint.

(5) The grant of any remuneration or special pay to any employee, other-
wise than in the following circumstances :—

(i) Holding in addition to his own duties the current charge of an equi-
valent or higher post during temporary absence Ex-India on duty
of the regular incumbent for a period not less than 30 days.

(i%) Undertaking work of temporary nature in addition to his own
duties.

(#45) Undortaking in addition to his own duties the current charge of a
higher post for not less than thirty days.

(#) Holding charge of another equivalent post in different office, in
addition to his own, for a period not less than thirty days.

NoTe—The rate of remuneration in the aforesaid cases shall not exceed 20
per cent of the grade pay of the employee.

(6) The grant of honorarium ot reward for specially meritorious work
exceeding Rs. 500 in each case and exceeding the total of Rs. 10,000 in any
financial year.

(7) The termination otherwise than on acceptance of resignation from
service of employees the maxintum of whose scale of pay exceeds Rs. 1,400 p.m.

Secrion II—FINANCIAL AND MISCELLANEOUS

(1) The sanctioning of schemes/works and incurring of expenditure there-
under not covered by approved budget unless (3) the Managing Director certifies
that provision shall be made in the revised estimates, (it) the cost of scheme/
work does not exceed Rs. 20 lakhs and (¢#) such schemes/works is not inconsis-
tent with any previous decision of the Board.

(2) The incurring of expenditure in respect of the approved projects in
excess of 10 per cent of the overall provision contained in the approved project
report, where such excess expenditure has been approved by the Government,
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Provided that in case of emergency the Managing Director may incur such
expenditure, in which case the fact shall be reported to the Board at its next
meeting.

(3) The acceptance within his powers of any tender other than the lowest
without recording in writing the reasons thereof.

(4) The sanction of petty ex-gratia payments of a non-recurring nature
exceeding Rs. 500 in any individual case or a total Rs. 10,000 in any financial
year,

(5) The sanction of non-recurring grants to cultural, charitable and local
institutions exceeding Rs. 2,000 per vear in each project area or at Head Quar-
ters,

(6) The referring of any claim or demand exceeding Rs. 23,000 (Other than
one arising out of an industrial dispute) by or against the Company to arbitra-
tion and execute the awards.

(7) The write off losses exceeding Rs, 10,000 in each case,

(8) The incurring of expenditure of contingent nature on special occasions
such as Independence Day, Republic Day, Opening Ceremony, etc. exceeding
Rs. 1,000 in each case.

The Managing Director is hereby authorised to sub-delegate any orall
powers delegated to him under this order to any of his officer/officers under
intimation to the Board,
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INTRODUCTION
~ 'This is the Second and Final Report of the Comnittee appointed by
the Government of India in the Mmistry of Steel, Mines and Metals to review
the working of the National Coal Development Corporation Ltd. Our terms
of reference were appended to our First Report. For convenience, a copy
of the Notification relating to our appointment and of the terms of reference
is again reproduced in Appendix I to this Report.

2. At an early stage in our work, we came to the conclusion that on
certain organisational aspects, urgent action was needed to improve the
working of the Corporation. We considered that the Board of Directors should
be reconstituted with a certain number of Functional Trirectors on it. We
also came to the conclusion that changes be made in the organisation of the
Corporation at the top level and the methods of working improved. We,
therefore, made our First Report in February, 1968. recommending certain
measures to achieve these ends. We also referred to a number of immediate
tasks to which early attention need to be devoted by the N.C.D.C. and the
Central Government. We gather that action is being taken on the recommen-
dations of our First Report.

3. After the submission of the First Report we continued with our critical
studies of the past performance and the current problems of the N.C.D.C.
In addition, to the field visits, we had undertaken hefore February, 1968,
towards the end of April, 1968, we paid a visit to Korea-Bisrampur area of
Madhya Pradesh, where N.C.D.C. has achievcd a large coal output, mostly
from new projects. We also held further discussions with the officers of the
Corporation at Ranchi. We have examined several papers and files of the
(Corporation and of the Ministry of Steel, Mines and Metals in order to get
the information that we needed for our study.

4, As stated in our First Report, soon after the Committee was appointed
about a year ago, we defined the scope of our‘work and issued a questionnaire
to the Area General Managers and field officers of the N.C.D.C. Several replies
were received to this questionnaire. We had also requested a number of senior
officers of the Corporation as well as the past and the present Directors to
express their veiws on the various aspects of the working of the Corporation.
Subsequently, we held a number of discussions with many of these officers
and Directors, past and present, in Delhi, in Calcutta and in Ranchi. We
are grateful to all those who sent replies to our questionnaire, favoured us
with their views on the working of the Corporation and spared the time to
participate in discussions with us. A list of N.C.D.C. officials who sent replies
to the questionnaire is given in Appendix II; a list of other persons who sent
us written material is given in Appendix III, and alist of persons with whom
we had discussions is given in Appendix IV. The places which we visited are

indicated in Appendix V.
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5. In April 1968, the Public Undertakings Committee of Parliament made
its Tenth Report to the Lok Sabha. This Report was based on the examination
of the andit paras relating to the N.C.D.C. as contained in Part 111 of the
Audit Report (Commercial) 1967. In its Report, the Public Undertakings
Committee had recorded its conclusions on each of the paragraphs of the
Audit Report, and had strongly expressed its dissatisfaction with the working
of the N.C.D.C. and had also recommended that “a high powered committee
be appointed to probe into the affairs of the N.C.D.C.in detail and the persons
responsible for its sad state of affairs be brought to hook”. On receipt of
this Report, the Government of India decided to remit it to us. In his letter
of 18th May, 1968, the Joint Secretary in the Department of Mines and Metals
asked us “to look into the matters referred to in the Public Undertakings
Committee Report.”

6. In response to this letter, we pointed out that it might not be desirable .
or proper for us to re-examine those particular cases which the Committee
on Public Undertakings had already examined and on which it had expressed
its findings. We also pointed out that, if the intention of the Government was
that we should look into individual responsibilities for any defects or faults
that we cam? across, we were not really equipped to carry out such a task.
We did not have either the powers or the necessary investigating staff to under-
take this work. We also stated that if these tasks were to be undertaken there
would be considerable dealy in the submission of our Report.

7. As a result of the further correspondence with the Ministry, it was
clarified and confirmed that we were not required to go beyond the terms of
our reference as given in the Notification dated 22nd July, 1967, that we were
not expected to re-examine those issues on which the Public Undertakings
Comuiittee had already reached and recorded its finding and that it was not
the intention that we shawld try to fix individual responsibilities for any faults
or mistakes. All that was intended was to keep ourselves within the original
terms of reference which. in effect, required us to assess the N.CD.C’s per-
formance as a whole, and also to point out such mistakes or wrong decisions
as we might have come across in the course of our studies.

8. ‘We did not, therefore, think it necessary to alter the course of our
studies. The terms of reference themselves required us to carry out a comp-
rehensive assessment of all aspects of the working of the Corporation. Such
mistakes, wrong decisions or serious omissions as we came acrossin the course
of our examipation have been brought out in this Second and Final Report.
In doing so, we have tried to avoid looking at these matters with hind sight
and have tried to take into account the particular conditions in which these
actions were taken. We have refrained, however, from expressing our views
as to the precise role of any particular officer or individual in regard to these
faults and mistakes.

9. Our approach has. moreover, been a constructive one. Wherever we
found defects and deficiencies. we have considered and suggested remedial
measures in our Report. These, in our view, ave intended to remove these
deficiencies and to avoid the repetition of the mistakes.
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10. The first few Chapters of our Report are devoted to the problems
of project planning and implementation, the capital investment programmes
in coal mine projects. From Chapter X to Chapter XV we have discussed the
current problems of productions more especially of sales, transport, main-
tenance of plant and machinery and the administrative organisation at the
colliery level. We have then added two Chapters on -area and headquarters
organisation. These are followed by a short assessment of the financial results
of the Corporation in Chapter XVIIL In the subsequent Chapters, we have
dealt with various matters like Training and Research, Coking Coal Projects,
Washeries, Industrial Relations, Qver-reporting of Stocks and Fires and Com-
plaints of Malpractices and Irregularities. In Chapter XXV we have again
dealt with matters of General and Financial administration. The last Chapter
gives our concluding remarks. This, in brief, gives the general outline of the
arrangements of the Report.

11, An important requirement of our terms of reference was to look into
complaints of malpractices and irregularities. ~'We considered that what
was required of us was not to specially invite such complaints and to investi-
gate them, but to look into such cases as were brought to our notice or which
we came across during our studies. A number of such complaints were made
to us. Many of them had already been looked into by Auditors, Vigilance
Officers, and Special Police. Some were still under their consideration. We
therefore, decided to undertake a scrutiny of certain number of complaints
made to us and to ascertain the precise facts in respect of them. To enable us
to do so, we requested the assistance of the Department of Mines and Metals
to depute an officer to examine the papers and to prepare for us factual
material from the files of Yhe N.C.D.C. and of the Ministry. Shri M.S.K.
Ramaswami, Deputy Secretary of the Ministry helped us in these miatters.
We are grateful to the Ministry for making available to us Shri Ramaswami’s
servicesand to Shri Ramaswami for giving us #he necessary help in this
matter.

12. We wish to express our thanks to the Chairman and Managing
Director of the Corporation and to their numerous officers who facilitated
our work and who endeavoured to get us an insight into diverse aspects
of the Corporation’s working.

13. We also wish to record our appreciation of the services of our Sec-
retary, Shri Ram Sahay and of the two Senior Research Officers, S/Shri
G.V.G. Raman and H.D. Sethi, Shri I.B. Sharma and other members of staff
attached to the Committee, its Chairman and the Members, Shri Ram Sahay
and S/Shri Raman and Sethi shared the principal burden of all the analytical
work which had to be carried out for our use. In addition, they had greatly
helped us in collecting data from the records and papers of the Ministry and
the N.C.D.C., as also from other sources. Their assistance has been of great
value to us, '

M/P(D)248 M of SM&M—6



CHAFTER I
TASKS AND PERFORMANCE

The circumstances in which the Government of India decided to establish
a public sector corporation for the production of coal have been briefly men-
tioned in our First Report. To appreciate the purpose of starting this new
corporation and the tasks which were assigned to it, it is necessary to understand
the position of supply and demand for coal as envisaged when formlating
.the Second Five Year Plan. It may be recalled that the Second Five Year
Plan aimed at a substantial step up in the development of industries, power
aud transport. For the first time, a programme was framed for the establish-
ment of many new industries in private and public sector, which required
substantially increased use of coal. The matching development in the sectors
of power and transport also vequired that the coal supplies be stepped up.
‘While exploratory work had been taken up, there was no indication, at the
time of any large supplies of oil or natural gas becoming available from indige-
nous sources. Consequently, coal was then thought to be almost the only
source of indigenously supplied commereial energy on which the growth of
industries, power and transport greatly depended.

9. During the period of the First Five Year Plan, coal production had
increased from about 32 million tons to about 38 million tons or by about
156 per cent. Even then considerable shoifage was experienced, especially
by consumers situated at long distances from the Bengal/Bihar coal field areas.
A much larger increase in demand was expected during the Second Five Year
Plan. The Plan target was set at 60 million tons, .c., an increase of 22 million
tons or 60 per cent. over the 1955-56 production. It was also expected at
the time that as a long-term prospect coal demand would show a continuously
rising rate of growth during the subsequent plan periods.

3. Bulk of the coal production was in the private sector. There were
eleven state collieries started at various times by various Railway svstems
and kept in production initially by the Railway Board and later by an adminis-
trative unit controlled by the Ministry of Production. Their production
formed a fraction of the supplies needed by the Railways for their own use and
it was almost wholly taken up by the Railways for their own consumption.
Many of these collieries had been under exploitation for several decades and
one or two had nearly reached the stage of exhaustion of mineable reserves.
Their management and performance were often criticised as inadequate. A
Comumittee specially appointed in 1949 to go into the working of these collieries
made several suggestions for the improvement of their performance. The
Committee also recommended setting up of an autonomous administrative
unit to take over these collierics, so as to iniprove their working and fo increase

their output.

4, Tn 1955-56, the State collieries produced about 2-9 million tons, which
along with about 1+5 million tons from Singareni Collieries accounted for the
entire public sector production of ahout 4+4 milliontonx, The balance of about
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31 million tons came from the private sector. When the Second Plan was
framed, the Government of India came to the conclusion that to reach the
bargetted production of 60 million tons by 1960-61 and to provide for a conti-
nued rising growth in production thereafter, it was essential to open out new
. 1mines,

5. The Industrial Policy Resolution of 1948 required that for a basic
commodity like coal, all new undertakings in the industry be in the public
sector. The revised Policy Resolution of 1956 reiterated the view that while
‘the private sector was to be encouraged to expand production from their
existing nnits and given reasonable opportunity for expansion as required,
the new undertakings were to be in the public sector. ~ It was in consonance
of this policy that it was decided to set up a public sector corporation specially
for the development of new mines. '

6. These policies have been specified in the Planning Commission’s Report
on the SBecond Five Year Plan which states as follows—

“The Industrial Policy Resolution of 1948 laid down that all new under-
takings in coal are to be in the public sector except where, in the
national interest, the Government wish to secure the co-operation
of private enterprise. A foew relaxations were allowed in the
past in keeping with this policy, but it has been decided that in
future the policy of retaming all new undertakings in coal in the
public sector should be more strictly followed* and that the addi-
tional coal production required to meet the increased demand
during the second plan should be raised to the maximum extent
possible in the public sector. .. .. ... .. of the additional production
in the public sector, 2 million tons will come from existing working-—
500.000 tons from existing collieries, principally Bokaro. and 1-5
million tons from Singareni—and 4 million tons are proposed to he
obtained by the development of the Korba coalfields. The areas
from which the remaining 6 mitlion tons will be obtained have
been broadly decided but particulars. including specific allocations
for each area, are being determined ........ ... .. pberaieee

To organise production of coal in the public sector, Government have
set up an organisation under a Coal Production and Development
Commissioner who will be the administrative head of the existing
state collieries and the new collieries yroposed to he established
during the plan period. The control aspect of coal. exercised under
the Colliery Control order regarding distribution, price, ete. and the
control over private industry has been entrusted to a separate
authority, the Coal Controller.

*While the intention thus was that oll new undertakings in coal would be in the publiy
soetor, several instances have comte to our notice of private scetor having been permitted to
open ottt new mynes. In some cases the perntission was for opening out new mines in the conti-
guous areas, and the word ‘‘contiguous” is bolieved to have been interpreted liberally; in
others mining companics who held leasos of coal bearing -~ areas, were permiited to open ot
new mines in thom on the ground that their mines already weder cexploitation were nearing
exhaustion and that labour and organisation would be vendered idle wnless such permission
was givell.

M/P(D)248 Mof SM&M-~6(a)



64

The existing State collieries are at present administered departmentally
but it is proposed to set up a company to own and manage these

as well as those collieries which will be established during the period
of the Plan’.

7. In concrete terms, the immediate task of the N.C.D.C. which came into
being in October, 1956 was to take charge of the 11 state collieries and to
increase production {rom them during the Second Plan period from 3 mill on
tons to 3-5 million tons. In addition, new capacity was to be established
for producing 10 million tons of coal, both ¢coking and non-coking. The Corpora-
tion was specifically asked to set up new units in areas well away from the
Raniganj/Jharia region. The concentration of coal production in this region
had already strained the transport capacity of the railways, and led to conges-
tion. It was, therefore, considered necessary to set up new capacities well
away from that region. After taking into account such geological data as
was available, the N.C.D.C. was asked to undertake the development of new
mines in the Karanpura fields in Bihar and in the Korba and Jhilimili areas
of Madhya Pradesh. The Plan indicated that the new production of 10-5
million tons would come from the following locations-—

0-5 million tons from the existing 11 collieries.
0-5 million touns from Kathara.
2-5 million tons —Karanpura area.
3+00 million tons—Korea and Bisrampur areas.
4-00 million tons—Korba area.
It is clear that at the time of specilying these broad targets, neither the Ministry

not the N.C.D.C. nor the Planning Commission had evolved specific projects
for reaching these targets.

8. The Corporation’s Annual Report for 1957-58, which was published
in December, 1958, however, gives a more detailed list of projects which were
to be undertaken, with a view to meeting the overalltarget. This specifies
that the 11 state collieries with certain expansion at Bhurkunda and Kurasia,

were to give 4-6 million tons and the balance was allocated to other projects
as follows—

Million tons
Kathara . - - o . 15
Gidi—A .. .. e .. 1:H
Saunda .. - .. o . .. 1-2
Bachara .. .. . .. .. . 06
Gidi-C and Sayal .. . . . . 0-5
Chordara .. .. .. .. .. - 05
Korea and Kotma .. .. .. .. .- 1-0
Korba .. .. .. .. .. .o 1:6

Balanda .. .. .. .. .. .. 0-5
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9. It would appear that the above indications were based on the work the
N.C.D.C. had undertaken in 1957 and 1958, for the formulation of specific project
reports, which took into account the quantity of reserves available in individual

areas, the methods by which they were to be exploited and the possible achieve-
ments from each of these areas,

10. Another list of the Second Plan projects is contained in the details
furnished by the Ministry of Mines and Fuel to the Estimates committee in
1962 4.e., after the conclusion of the Second Five Year Plan period. According
to the figures given to the Estimates Committee the 11 old collieries with addi-
tional development in Bhurkunda and Kurasia, and with certain minor marginal
increases in production, had a production target of 5-78 million tons (instead of
35 million tons as originally set out and 4+6 million tons as indicated in the
Corporation’s Annual Report of 1957-58). The other targets were as follows—

Million tons

Kathara - .. . .. .. 1-50
Gidi-A .- A S 1-50
Saunda .. i = . 1-20
Bachra .. y LA .. 0+60
Gidi-C . ¥ o .. 0-41
Sayal . [ 4 ot .. 0-50
Korea . s s . 0-24
Korba .. o = . 1-39

11. It would thus appear that there was no firm and settled programme of
Second Plan Development, and during the plan period, changes and departures
were made in what might have been drawn up as an initial list of projects. Some
of these departures would seem to have been caused by the delays and difficulties
that arose in actually implementing the sanctioned projects. With the delay in
the completion of a 60 mile railway line between Bijuri and Karonji the large
Bisrampur project had to be reclassified as a Third Plan Project. Again, the
large mining projects in the Korba area could not be relied on to give the target-
ted production by 1960-61 in view of the time taken in entering into collabora-
tion with the U.S.S.R. and in working out the details of the projects concerned
with their assistance. To make up for these shortfalls, the N.C.D.C. deployed
the machinery which it had obtained for these projects towards larger pro-
duction from Kathara, Kurasia and Korea. Special measures were also
taken for development in Bhurkunda area where it was found suitable to
undertake open-cast mining.

12. It may be interesting to compare the actual production of 1960-61 from
various areas and projects with their targeted production. The actual production
of 1960-61 was 8-05 million tons; of this, the 11 state collieries accounted for
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4+8 million tons, inclusive of the larger production expected {from Bhurkunda
and Kurasia as a result of their expansion programme. Actual production in
other areas was as follows—

Million tons

Kathara .. .. .. .. 0-79
Gidi-A .. .. .. .. 0-68
Saunda .. .. .. .. 061
Bachra .. .. .. .. 0-14
Gidi-C . .. .. .. 0-15
Sayal .. .. . . 0-17
Korea .. .. .. .. 0-07
Korba .. .. .. .. 0-57
Balanda .. 0-07

13. Tt will appear, therefore, that the bulk of the additional production
came from the existing mines and from Kathara, Gidi-A, Saunda and Korba.
" Tn almost all cases, the actual production of 1960-61 from new mines was about
(or less than) half the targeted production set out in the targets reported to the
Fstimates Committee in 1962,

14. A large part of the actual production in 1960-61 was concentrated
in the last three months of 1960-61. The N.C.D.C’s coal production during these
three months was of the order of 3:4 million tons. It is clear from the various
papers that we have examined, that this increase in production was the result
of a special effort which the N.C.D.C. decided to makein order to demonstrate
its ability to produce coal at the annual rate of 13-5 million tons. We have
already commented in our First Report questioning the prudence of this special
offort. and we shall have more to say about it in a subsequent chapter. Here
it is necessary to record that while the overall production of the N.C.D.C.
reached a level of 8-05 million tons in 1960-61, the resulting accumulation of
large pithead stocks at the end of that year corapelled the Corporation to reduce
its level of production immediately thereafter. The N.C.D.C.’s production for
1961-62 was only 6-05 million tons. If this special effort had not been under-
taken. it is unlikely that the 1960-61 production would have exceeded 6-5 .
million tonnes. We have mentioned this figures to provide a perspective for the
progress of production.

15. The programme of production and target for the Third Five Year
Plan was formulated after considerable deliberations by various bodies,
Years hefore 1960-61. several committees and groups had considered and dis-
cussed the Third Plantarget. Without going info details, some of the conclusions
reached at various times may be mentioned, as to the likely level of 1965-66
demand. Estimates made during 1957 and 1958 as well as in 1959 varied between
88-5 million tons and 120 million tons. Coal continued to be under distribution
control, the supplies of coal being permitted on the basis of recommendations
made by various sponsoring anthorities nominated by the Central and State
(tovernments. The aggregate of Third Plan demand as given by the various
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sponsoring authorities in December 1958 was as high as 120 million tons. The
working Group on Fuel put the projection at 110 million tons. A Working Group
on Coal production and Transport had placed the 1965-66 demand at 101
million tons in April, 1962, whereas the same group reporting in July 1962
expected the 1965-66 demand to be 97-39 million tons. It may be pertinent
to observe that similar estimates of 100 million tonnes or over were also accepted
by the Coal Council, which had, amongst its members, persons knowledgeable
in the coal industry and representatives of private sector. Asfinally recom-
mended by the Planning Commission the Third Plan target was 97 million
tons, an increase of 37 million tons as compared to the Second Five Year Plan
target.

16. In retrospect and as compared to the actual production of 67-7 millions
tonnes of 1965-66, it is clear that the target as originally set was very optimistic.
Tt is possible that the framers of these earlier estimates were greatly influenced
by the then existing shortage of coal as evidenced by consumer complaints, as
also by an optimistic vision of a more rapid expansion in the growth of indus-
tries, power and transport. Some of the difficulties like foreign exchange shortage
which subsequently arose in the implementation of the 1ndustr1al and power
programumes were possfbly not anticipated earlier. The fact remains that against
2 37 million tons increase in demand as expected, the actual growthin demand
was found not to exceed even 12 million tons. This steep shortfall in expected
demand has caused serious difficulties to the coal industry, especially to those
units which had undertaken significant investments on expansion programmes
and to the N.C.D.C. which had undertaken a particularly large programme of
investments.

17. Despite this large shortfall in the achievement of the target, even a
production of 67-7 million tonnes during 1965-66 was found to be somewhat on
the high side as compared to the actual demand for coal in the country. A broad
comparison of the projected demand of individual sectors of consumption with
the actual supplies during 1965-66 would indicate that the largest shortfall was
in the demand of the Iron and Steel industry which accounted for a shortfall of
about 10 million tonnes. The Railways and the Power Plants also similarly
accounted for shortfalls of 4 million tonnes each. Thus these three main consu-
mers accounted for a total shortfall of 18 million tonnes. There have been sub-
stantial shortfalls also in the demands from other industries particularly, Cement
and Textiles.

18. It may be interesting to examine the overall production of coal in each
of the years of the Third Five Year Plan. The total production during 1960-61
was 55- 67 million tonnes and there was no significant increase during 1961-62.
An increase of about 8 million tonnes oceurred in 1962-63 bringing the produc-
tion level to 6345 million tonnes. In 1963-64 there was a smallincrease bringing
the level of production to 65 million tonnes. In 1964-65 there was actually a drop
in production, which looked up again in 1965-66 bringing the final year’s actual
production to 6773 million tonnes. It may be interesting to note that even after
the Third Five Year Plan, in. 1966-67 and 1967-68 there has been no significant
increase in the total production of coal.
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19. The task of the N.C.D.C. for the Third Plan period andits performance
may be considered against this background of the projected and actual demand
for coal during the Third Five Year Plan period. Against the Third Plan target
of 97 million tons of coal, N.C.1).C.’s target was 30-5 million tons. It was assum-
ed that the production capacity of the mines developed by the N.C.D.C. by
1960-61 ‘was 135 million tons. The target for the N.C.D.C. for the Third Plan
was to increase this capacity by 17 million tons. In framing the projects to achieve
this target, a small addition of 1+5 million tons was provided for, partly as a
reserve against possible shortfall, and partly as preparatory work for the Fourth
Plan, The overall target for development was 32-00 million tonnes. The Third
Five Year Plan explicitly mentioned the projects which the N.C.D.C. was to
undertake in order to achieve this capacity. The list included certain coking and
blendable coal projects, the Raniganj-Jharia area accounting for approxi-
mately 4 million tonnes. For non-coking coal, as before the effort was to be
concentrated in the ‘outlying’ areas of Karanpura and of Madhya Pradesh and
Maharashtra. The N.C.D.C. went ahead with the preparation of the project
reports for all these projects. While considering these reports, changes were
again made in the list of projects and their targets, adhering largely to the targets
of coking and non-coking coal production as earlier -determined. By the time a
mid-term appraisal was made of these various development projects, it became
clear that, for various reasons, an overall target of 32-00 million tonnes would
not be achieved. A number of projects for which foreign collaboration was ex-
pected had been dropped. Certain others for which foreign collaboration was
arranged were also expected to take a longer time to achieve results. In other
cases, targets had to be varied owing to the actual working conditions being
different from what were expected. During the mid-term appraisalof the Plan,
the Ministry and the Planning Commission accepted the indication given by the
N.C.D.C. that all they could hLope to achieve by 1965-66 was the production
capacity of 2286 million tonnes comprised of 7-05 million tonnes of coking coal
and 1581 million tonnes of non-coking coal.

20. 'While these were the tasks which the N.C.D.C. had proceeded to fulfil
during the Third Plan period, as noted earlier there was a considerable change
taking place in the demand for coal. From being an article of scarce supply as it
was right upto 1962-63, during 1963-64 and subsequent years it was found that the
coal industry was able to supply without difficulty all the requirements of coal.
Increase in dieselisation and electrification of the railway system had led to &
smaller off-take of coal by the Railways, than what was anticipated. The
Railway’s own target as to the overall traffic that it would be called on to
move was found to be on the high side. The power stations which were expected
to come into commission lingered and their demand did not therefore go up as
scheduled. The steel plants particularly the expansion schemes of Durgapur and
Rourkela and the setting up of a new plant at Bokaro, were considerably de-
layed. There was a similar drop in the industrial targets especially in industries
like cement which were large consumers of coal. As a result, after 1962-63 when
the production reached 65 million tonnes of coal, the coal industry found itself
in a buyers’ market. The transport difficulty had eased considerably and the
tendency on the part of the consumers to make excess demand for coal had
diminished. The situation was worse, specially in respect of the lower qualities
of coal. Suppliers had begun to compete by making unauthorised rebates to the
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consumers, in the fixed statutory prices. Later, this abundance, of supplies
especially in lower grades was recognised by Government and considerable
relaxations were made in the methods of distribution control. In June 1962 coal
prices for grade IT and below had already been notified as ceiling prices, making
it possible for the competing mines to lower the prices for these grades. It was
not however till July 1967 that the control over prices was entirely withdrawn.

21. This changing picture of the coal market which had come about in
1963-64 had already made the Third Plan target obsolete. At first the Govern-
ment of Indix considered that the recession in the coal marketin 1963 was
possibly of a temporary character. Even in July, 1963, the N.C.D.C. was asked
by the Ministry of Mines and Fuel to atleast stick to the revised target of
22+93 million tonnes for the Third Plan,

22. With the continued recession, however, the N.C.D.C. on its own took
action in the early part of 1964 to review and to curtail its programme. A special
Committee was appointed to examine each project and to consider the extent
of development in each case. As a result of this examination, in as many as
seven mines located mainly in Madhya Pradesh and Orissa, further develop-
ment work was suspended. For some other projects the targets of production
were revised downwards.

23. It has not been possible to establish clearly as to what the actual
achievement of the N.C.D.C. was during the year 1965-66 in terms of its pro-
duction potential. The indication given to the Committee on Public Under-
takings by the N.C.D.C. was that the capacity reached was 15 million tonnes;
but the basis on which this figure has been worked out is not clear. An appraisal
made in 1964 put the productive capacity at the end of the Third Plan period
at 14- 32 million tonnes. A recent estimate prepared by the N.C.D.C. shows that
the productive capacity during 1968-69 is of the order of 16-97 million tonnes
comprised of 7-49 million tonnes from underground mines and 9-48 million
tonnes from opencast mines. The estimate of 9:48 millon tonnes for opencast
mines is based on the assumption that the earth-moving machinery as supplied
to them would be kept in running order and be fully utilised on production.
The figure of 16:97 million tonnes includes 2-54 million tonnes which would
become available in 1968-69 from projects which are still under development.
These projects include Chalkari, Surakachar, Sudamdih, Patharkhera, Sile-
wara, Umrer and Jhingurda which when completed, would have a target
capacity of 7+76 million tonnes. It would thus appear that the production capa-
city already developed is about 14-4 million tonnes and that now being deve-
loped 77 million tonnes, giving for all the underground and opencast mines
of the second and the Third Five Year Plan, an aggregate potential capacity of
the order of about 22 million tonnes. These figures are given to indicate the
achievement of the N.C.D.C. in terms of the productive capacity as compared
to the targets which it had undertaken to meet for the Second and Third Five
Year Plans, They do not, however, take into account the development at seven
mines which was suspended in 1964, and which had a production target of about
6 million tonnes.
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24. The financial and commercial results of the N.C.D.C. depend not so
much on the target of productive capacity but on actual production. It has been
stated earlier that the actual production has been considerably below the
targets. The production during 1965-66 was only 9-61 million tonnes. In 1966-
67, it dropped to 939 million tonnes. In 1967-68, which is the latest year, for
which figures have now become available, the production has exceeded 10
million tonnes. That the actual production is considerably less than the produe-
tive capacity which the N.C.D.C. sought to develop, provides one of the im-
portant reasons for the relatively poor performane: of the Corporation in finan-
cial terms. What determines actual production is not merely the capacity to
produce. The factors which determine production are sales, transport faci-
fities, plant and equipment deployed for opencast operations and the state of
their maintenance and in the case of underground mines the way in which
the mines have been developed, the reserves available, the conditions of mining
and their suitability for the use of mechanised means. The effect of these
factors on the actual production as well as the commercial results of the N.C.I.
0. would be taken up for consideration in subsequent chapters. Before these
matters are considered, it may be appropriate, however, to examine how the
N.C.D.C. set about reaching the produetive capacity in accordance with the
varions plan targets.



CHAPTER TI

DEVELOPMENT AND WORKING OF THE STATE COLLIERIES

The first task of the N.(.1.C. was to take over the 11 state owned collieries
and raise their production by 0-5 million tons per annum during the Second
Plan period. For years preceding this take over, these 11 collieries produced
approximately 3 million tons and the production had been almost stationary
at this fignre. The trend since 1950-51 was, in fact, slightly downwards.

9. These collieries had not been running satisfactorily and as early as
1949 a Special Committee was appointed to look into their performance and to
suggest remedial measures. The committee submitted its report to the Gov-
ernment in 1951. Tt pointed out a number of defects in the working of these
mines. Their stores consumption was stated to be high and the supervision in
the collieries is adequate. The Committee also observed that a principal cause
for the high cost of production was the employment of excessive number of
undergronnd workers and surface workers, as compared to the number of coal
face workers. The committee recommended transfer or retrenchment of surplus
labour. It recommended the introduction of piece-rates and a scheme for in-
centives to improve production. 1t also recommended revision of accounting
procedure so that the mining engineers were provided with cost-sheets and
data within a few days of the end of the period to which they relate. The
Committee recomumended a number of improvements in the accounts of indi-
vidual collieries and their consolidation. Finally, the Committee also recom-
mended the establishment of an autonomous statutory body to take over,
contro! and expand the work of these collieries and to run them on a commereial

hasis.

3. Almost all these collieries were worked manually, and as stated by the
Railway Collieries Enquiry Committee, they had excessive complement of
workers. Some of the mines were nearing exhaustion and their commercial
explojtation was increasingly uneconomic. A glaring case of this type was that
of the Giridih mines, The N.C.D.C. came to the conclusion as early as 1959
that the Giridih mines could not be run without incmrring huge losses. The coal
produced was, however, of high quality coking type and in the interest of
conservation of this grade of coal, the Government decided that the mine
should continue to run and issued a directive to the Corporation to that effect.
The continued running of this mine was also necessary with a view to avoiding
distress to the large labour force employed at the mine. Since this directive
came into operation, N.C.D.C. have stated that they have incurred a loss of
about Rs. 4-27 crores in running this mine. Since 1964, efforts have been
made to reduce the losses by retrenching or transferring surplus personnel,
finding best possible market for hard coke manufactured at an old coke oven
plant, mining of lower grade coal for supplies to power stations. With the good
price and off-take that was available during 1966-67 for hard coke, the losses
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could be brought down to as low as Rs. 6-23 lakhs for that year. With a slump
in the market for hard coke in 1967-68, the mines are believed to have again
incurred large financial losses.

4. While the case of Giridih mines has been specially referred to above,
similar difficulties are believed to occur in certain other mines as well. The two
Orissa mines at Deulbera and Talcher have a small production and have been
incurring financial losses year after year. In Kargali which is one of the largest
state collieries and which was worked as an opencast quarry, the coal-overburden
ratio began to he adverse as mining was undertaken at lower depths. With the
deployment of additional machinery, production could be maintained but the
cost of production continued to be high and the profitability correspondingly
came down.

5. As stated earlier, the task of the N.C.D.C. was to raise the production
of these 11 mines by 0-5 million tons per year during the Second Plan. This was
achieved in the early years of the Second Plan. Certain expansion measures
were, however, undertaken at Bhurkunda and Kurasia. In Kurasia, the target
of production was raised from 0-25 million tons to 1-15 million tons by under-
taking opencast mining in contiguous area to produce 0-9 million tons. In
Bhurkunda, on the other hand, production was to be increased from 0-15
million tons to 1-30 million tons by means of developing additional underground
and opencast capacities. Inclusive of these expansion measures which were
introduced during the Second Plan period, the target of production for these
11 mines was 5-78 million tonnes. The actual production in 1960-61 was, how-
ever, 480 million tonnes.

6. The production from these mines has continued to be at this level
during the Third Plan and afterwards. The actual production in 1965-66 was
4-4 million tonnes. The production during 1966-67 and 1967-68 was 426 and
4-17 million tonnes, respectively. The comparable estimated capacity of these
11 mines now stands at 5-35 million tonnes.

7. While the N.C.D.C. has thus carried out its task in respect of production,
the financial results in working these mines have not been adequate. Overall
there was a small profit of Rs. 2:92 lakhs during 1965-66 on the working of
these mines and in 1966-67 there was a loss of Rs. 33-75 lakhs. Most of the
mines with the exception of Kurasia, Bhurkunda and Bokaro are running at a
loss. The man-power employed in these mines is large. It accounts for more
than half the number of persons employed by the N.C.D.C. in its mines. There
is reason to believe that the equipment supplied to them is not being fully
utilised, and many items of work which were to have been mechanised are in
fact handled manually.

8. Giving reasons for the drop in profits from these 11 collieries, the mana-
gement of the N.C.D.C. has explained that such a fall in profits despite increase
in production would require detailed analysis, However, the management has
provided the following prima facie reasons for the fall in profitability—

(¢) progressively adverse coal-overburden ratio and progressive ex-
haustion of the coal reserves in the case of Giridih and Argada;
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(i) Progressive increase in wages which were not fully off-set by the
increases in price of coal;

(442) Transport bottleneck resulting in restriction on production;

() Additional investment since 1st October 1956 of Rs. 17-63 crores
comprised of Rs. 10+28 crores on plant and machinery, Rs, 4:32
crores on housing, water supply, roads ete. and Rs. 3-03 crores on
other items like land, office and factory buildings, vehicles, railway
sidings and development. Although mechanisation was introduced,
full advantage could not be taken from it owing to sickness of plant
and equipment for want of spares.

9. In considering these matters of production and development of the
state collieries, it is also necessary to mention certain changes in methods of
working at these collieries made since the take over. The state collieries often
resorted to contractual arrangements for certain part of mining work, like
loading of wagons, removal of overburden etc. The N .C.D.C., on the other hand,
progressively reduced the contract labour and undertook many of these functions
departmentally. A part of the increase in production came about not so much
by more intensive exploitation of the same areas as by starting n"w inclines or
supplementing the underground projects with new quarries in the neighbouring
areas. It is significant that the 0,M.S. in these mines has not shown any material
improvement since the time they were taken over by, the N.C.D.C., except in
the opencast mines of Kurasia and Bhurkunda.

10. Having decided to establish a public sector corporation for starting
new coal mines, it was only logical that the new corporation be asked to take
over the management of the pre-existing state owned mines. These provided a
nucleus organisation on which the corporation could build its further structure,
A group of coal mining engineers and staff was thus readily available at the
disposal of the corporation for its planning and future work.

11. It has to be pointed out, however, that the fact that the corporation
was required to build up on the basis of this nuclous, had also its drawbacks,
In the first place, coal mining Was a small ancilliary activity for the Railways,
The profitability of the collieries and its financial working was not a significant
factor in the overall railway economy. As pointed out by the Enquiry Com-
mittee of 1949, the management of these collieries required a great deal of
improvement. There was excessive labour. Being captive collieries of the
Railways they had no sales problem. Whatever was produced by the collieries
was taken over by the Railways and strict adherence to quality was not essen-
tial. Prior to 1955 no consideration was given to ensuring that coking coal was
used only for metallurgical purposes. Therefore, the Railways were using up
for their own purposes even the coking coal produced in the Giridih, Bokaro
and Kargali areas. With the N.C.D.C., the sale of slack has given rise to certain
problems as the Railways restrict their purchase to grade I steam coal. Tho
slack produced by the State collieries in the preceding years, was, however,
taken by the Railways and utilised either for locomotives or for other purposes.
The administrative, financial and stores procedures followed by the Railways
were not entirely suitable for running a competitive public sector corporation.
The terms and conditions of service of the railway employees included a number
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of perquisities like free railway travel. Ou taking over the staff, the N.C.D.C.
had to assure them that the conditions of service were no less favourable
than what were enjoyed by their personnel before 1956, As a result, the N.C.D.C.
now has on its stafl persons with different service conditions, carrying out the
sanie duties. Further, even the senior mining engineers who were taken over
by the N.C.D.C. had no particular experience of capital development of new
mines. Their main experience was limited to the management of and raising of
production fron the existing mines. Similarly. the technical personnel did not
have much experience in the use of mechanical equipment whether for open-
cast or underground mines. Such problems, as arise in ensuring maximum
deploviment of mechanised plant and machinery by proper nwintenance, pro-
vision of adequate spare parts etc., were matters in which those who had been
running the state collieries had limited experience, In fact, the large scale mecha-
nisation which the N.C.D.C. undertook. in its anxiety to speadily reach the
targets was a new venture in the entive coal industry itself. It should not there-
fore be assumed that taking over of these state collieries was of particular
advantage to the N.C.D.C. in its task of rapid development of production from
new mines,



CHAPTER 111
PROGRAMMES OF DEVELOPMENT OF NEW COLLIERIES

Raising the production of the State owned mines was only a minor part
of the task of the N.C.D.C. Its major concern was to open 1ip new mines in new
areas. The Second F.ve Year Plan required the N.C.D.C. to obtain additional
production of about 10 million tonnes by opening new mines. For the Third
Five Year Plan, the productive capacity was to be stepped up by another 17
to 18 million tonnes.

2. The development programme for the Second Five Year Plan was spelt
out broadly only in terms of the areas to be taken up for development. No
specific projects were mentioned for the 10 million tonnes. These areas were
specially selected in places away from the main coal bearing areas of Jharia and
Raniganj. with a view to avoiding transport difficulties and sefting up sources
of production nearer the consumption centres. Tt was agreed as part of the Plan
for coal development in these areas that the Railways would undertake the
corresponding development by a new railway hridge across the Damodar River
intended to serve the Karanpura arvea, an extension of about 60 miles of the
Aunuppur-Bijuri railway line in Madhya Pradesh towards the Bisrampur area
and a railway bridge across Hasdeo riverin the Korba region. The works under- -
taken by the Railways, however, took longer than expected, affecting the N.C.
D.C. programmes of development in the connected areas. The N. C.D.C., therefore
considered developing a few other projects with a view to meeting its pre-
determined target of 10 million tonnes of coal from new projects. Another
tactor which led fo changes in programme even during the Second Five Year
Plan, was the state of knowledge of geological conditions in different regions.
Initially, the N.C.D.C. relied on the information that was readily available for
projecting its new areas of development. The project reports prepared during
1957 and 1958 were based on this information. Later, it was found that the in-
formation provided hy the geological surveys was inadequate. The N.C.D.C.
had itself to undertake some drilling operations in order to supplement the
information. The changing position of supply of wagons for the Karanpura
areas and the dispute that arose with the Railways in regard to its commit-
ment to supply adequate wagons for this region also affected the production
target for the Second Five Year Plan. In view of all these factors, the Second
Plan programme was indeed not firm at any one point of time. As stated in
an earlier chapter of this report, itis only the overall target figure that
vas firm but not the detailed programme.

3. The preparatory work was more detailed for the Third Five Year Plan.
As early as 1960 the specific locations of the various projects of the Third Five
Year Plan were determined. These have, in fact, when incorporated in the
Planning Commission’s report on the Third Five Year Plan. The selection of
these areas was apparently based on the greater knowledge which had then
become available to the N.C.D.C. of the coal bearing areas and the reserves of
different qualities of coal available in these areas. Despite the large increase in
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pithead stocks at the end of 1960-61 awaiting sales and despatch, it was believ-
ed that the large programmes undertaken for the Third Five Year Plan were
essential to meet the needs of the coal consuming industries. It was not till the
middle of 1963 that the realisation came that the demand might not turn out to
be as large as projected. The N.C.D.C. naturally took up the task of the fulfil-
ment of its targets in earnest right from the beginning of the Third Five Year
Plan. Project reports for the Third Plan projects were prepared in greater detail,
setting out generally the method of mining, the civil works programmes, the
plant and machinery needed for the project and the number of employees needed
to reach targeted production, as well as the expected capital costs and costs of
production. In certain cases, where large amount of foreign exchange was
needed, it became necessary to obtain assistance from abroad. Such assistance
was available from the aid giving countries only on the basis of very detailed
surveys and project reports. In particular, the technical collaboration with the
USSR and Poland involved very detailed geological surveys of the project areas.
The collaborators from these countries insisted that such data should be
provided for properly planning those projects.

4. Subject to these factors, the development work progressed apace during
the Third Five Year Plan till about the middle of 1963. As mentioned earlier,
it was during 1963 that the transport difficulties in the supply of coal tended to
ease and 1t came to be realised that the real demand of coal was less than what
was projected. The N.C.D.C. pointed out these marketing difficulties in its
Managing Director’s monthly reports and in other correspondence, but the
Corporation was asked in July, 1963 to go ahead with the development pro-
grammies. The sales difficulty, however, continued and in March, 1964 and sub-
sequent months, the programme was reviewed in detail. On a number of
projects, development work was suspended. In some projects, the production
itself was restricted to what could be sold from those mines. There was rede-
ployment of plant and equipment which had heen already ordered for the areas
where development work was kept in abeyance. The position at the end of
Third Five Year Plan was thus quite different from what it was expected to be
when the Third Plan was initiated.

5. After the conclusion of the Third Plan period, the general stagnancy of
coal market has continued. N.C.D.C.’s sales were marginally lower in 1966-67
as compared to 1965-66, but they have recovered in 1967-68. The preduction
required for meeting current orders, can be obtained from the mines which
have already been developed or are under development, without taking up
any new projects. The programme for the Fourth Five Year Plan is yet to be
drawn up, but it looks possible that in the non-coking coal sector, it may not be
necessary to undertake any new project. The question of reopening of any of the
suspended projects would depend on whether coal demand for their produc-
tion cannot be met by raising output from the nearby mines which are already
developed. For coking coal, two deep mines in Central Jharia are now under
development. It is still not clear whether any further development work needs
to be undertaken by the N.C.D.C. for coking coal in the next few years.



CHAPTER IV
THE QUALITY OF PROJECT PLANNING AND DEVELOPMENT

The Committee has examined the Project Reports which were drawn up
and approved for the various projects for the Second Plan. The Project Re-
ports of the Second Plan are sketchy and do not give much indication as to the
way in which the work on those projects was to be undertaken. Even as feasi-
bility reports, they lack certain essential details. All these projects whether for
the Second or for the Third Plan programmes, make an assumption that the
coal produced would be marketed. This as we know it now, was not a valid

“assuniption. No market survey was undertaken by the N.C.D.C. whether for
the Second Plan or for the Third Plan projects. The Corporation tacitly accept-
ed the programme as approved by the Planning Commission and the Govern-
ment. We have already recommended in our first Report that for future at any
rate, the N.C.D.C. should make its own analysis of the market for each pro-
ject.

2. An important point to remember in respect of coal mining development
is that for the consumers the price of coal contains alarge element on account of
transport costs. In planning a project, it is, therefore, essential to determine what
would be the economic range for its supply taking into account competition from
existing collieries. Such a survey needs to be madé not only for its main
products but also for its secondary produets. It is not enough to consider that
steam coal of grade I or selected grade coal can be readily sold to the Railways
without difficulty. When steamcoalis produced, a certain quantity of slack
coal inevitably arises with it and it is important to predetermine the market for
thisslack and the price at which it can be sold to the consumer. To maintain the
colliery in continuous production, not only is it necessary to ensure the despatch
of steam coal but simultaneously also of slack. The problem of market is even
more important in the case of lower grade coal. Here again it has to be noted
that the consumer buys coal for its calorific value. The lower the grade of coal the
larger must be the rate of consumption in order to obtain the same calorific
value from it. As freight rates whether for high grade coal or lower grade coal
are the same, their incidence on the consumers’ cost of low grade coal is relatively
high. All these factors must necessarily be taken into account in determining
whether a project can sell all its products, the prices at which it can sell them, the
consumers who would be expected to get their supplies from it and their expec-
tations as to prices and qualities. It is only, when these matters have been
considered that one can reasonably assure oneself that the project can be run in
an, economical manner.

3. Anotherlacuna that we ﬁnd in all these Project Reports is the assumption
readily made in them that as soon as the plant and equipment, necessary skilled
and unskilled labour force, technical supervision and in the case of underground
mines certain development works were completed, the mine project would
achieve and maintain production at its targeted rate. Even in judging the
economics of the project, the calculations are based uniformly on the assumption
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of capacity production. In most industrial projects, it is usually assumed that
the optimurr production would be of the order of 80 to 85 per cent of the capacity
claimed for the plant and equipment. That is because the run of production
depends on various factors and not all of them can be uniformly favourable at
all times. In respect of capital intensive mining, the position is even more un-
certain than in capital intensive industry. In order to judge the economics of
a project, therefore, it is necessary to determine its break-even point and for its
economics of production and profitability it is not proper to assume that all its
plant and equipments would work at the targeted rate.

4. We have also found that for most of the projects and more especially
those of the Second Five Year Plan, the geological data were inadequate and
often not reliable. For a number of projects, the quality of coal as found in
actual mining was different from what was expected. One major instance of the
quality being different from what was assumed is that of the Kathara Project
where the assumption of grade I coking coal was belied and the actual production
is considered to be of HH grade unsuitable for use in steel plants without wash-
ing. Similar is the case of the coal mining projects in the Korba area. Some of
them were at first thought to be capable of producing blendable coal suitable
for use in the steel plant at Bhilai. It has now been found that the coal that can
be niined from that area varies from grade I at Banki and Surakachar to grade
III and below at Manikpur. While Railways have been buying steam coal from
Banki and Surakachar, the disposal of slack has presented a problem. Similar
position obtains in respect of Umrer Colliery which is now under development
where, on present assessment, the coal is said to be grade III instead of grade
I as earlier assumed. Some of the collieries in Korea-Bisrampur region also
presented similar features, In Korea, a quarry was opened in the Second Plan
period. After considerable sums of money were spent in the removal of over-
burden, it was found that the coal, being of lower grade, was not readily saleable
and eventually after as much as 67,000 tonnes of coal was exposed and blasted,
the quarry was abandoned and the major part of this coal was allowed to be
covered by mud and water. Production at the colliery was restricted to under-
ground mining and the discharge of surplus labour presented difficult problems.
In certain other mines, again the methods of working were changed and res-
tricted to the seams which, on actual development, were found to be producing
the requisite quality of coal. Examples of this are Duman Hill and Churcha.
In so many projects of the N.C.D.C. the grade of coal has been found to be infe-
rior to what it was assumed to be on the basis of prospecting and bore hole data.
This was the case even in respect of some shallow seams for open cast projects.
It would be useful to examine whether this was due to any defects in collections
of the data or in its interpretation, so that similar dcfects are not repeated
in future projects or in future expansion and development of existing projects.
We recommend that the N.C.D.C. should take up such an investigation as
soon as possible.

5. While the data as to the quality of coal was thusinadeguate and defective,
even more serious was the inadequacy of data relating to the quantity of reserves
and the under-ground geological conditions. In a number of instances, the areas
were actually found to be heavily disturbed by geological faults. Not only was
the overall quantity of reserves found to be less than what had been assumed in
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preparing the project, but the methods of working had themselves to be altered
in order to suit the actual geological conditions. A glaring example of this is
that of Bachra colliery where roof conditions were found to be extremely un-
favourable for maintenance of wide galleries essential for mechanised working
In Saunda the reserves were found to be lower as compared to the data available
at the time of preparing the project report. Progress of development of inclines
at Silewara was delayed owing to beds of running sand; development of under-
ground mines in Bisrampur was delayed due to unexpectedly bad geological
conditions. '

6. There have thus been numerous deviations from the project reports in
their actual implementation. The assumption of the project reports as to the
use of mechanised equipment on which the N.C.D.C. specially relied on for get-
ting large production in a relatively short period, could not be fulfilled. The
equipment that was ordered was found to be unsuitable for the floor and the
roof conditions as actually found in the course of development of the project.
One result of this deviation in the working of the project was the reversion,
in a number of projects, to the manual methods of working, affecting not only
the rate of output but also incurring extra costsin production, besides
rendering the equipment ordered for the project under-employed or surplus to
its needs.

7. These deviations also meant increased capital costs, delays in the im-
plementation of the projects, and these delays, in turn, meant a larger inci-
dence of overheads and other charges during the development stage adding to
the capital costs of the collieries.  In a number of cases the capital cost of
collieries has exceeded the project cost mainly due to what are known as deve-
lopment costs which include, in large measure, the overhead charges incurred
during the course of the project development.

8. The N.C.D.C. relied a great deal on the use of mechanisation for securing
target production. Mechanisation was to be introduced in underground mines
as well as in open cast quarries.The use of plant and machinery in coal mining
was a relatively new feature in 1956, in the coal industry in India. All the
requisite machinery had to be imported. There had not been a great deal of
experience in this field before. The Corporation therefore relied on such advice
as it could get from producers of machinery as well as some of its senior techni-
cians. The plant and machinery that was ordered both for the Second and Third
Plan programmes were not directly related to the mining conditions for each
project. Bulk purchases were made on the assumption that these would be suit-
able, if not for one particular project, for some other project. For open cast
mines, adequate attention was not paid to standardising the equipment in use.
One effect of this non-standardisation is the difficulty that is now found to be
acute in the maintenance of a wide variety of plant and machinery which were
purchased at different times from different sources. Non-standardisation has
also meant holding larger inventories of spare parts,

9. A reference has already been made to the difficulty in using underground
mechanised equipment in conditions found in certain collieries and consequent
deviations from the project reports which had to be made on a number of pro-
jects. In some cases the use of machinery was not consistent with safety condi-
tions. Consequently manual processes had to be undertaken, thereby lowering
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the rate of production, creating problems of surplus labour and unbalancing the
economics of the project.

10. The impression that we have of the ways in which the projects were
prepared and implemented is one of hurry and haste in undertaking the tasks
and trying to complete them as speedily as possible. The pressure for achieving
the plan targets, both in financial and production terms was so great that even
ordinary caution was at times not exercised. It was optimistically believed that
projects could be undertaken, completed and brought into commission without
adequate pre-planning. In a large number of cases this haste and hurry did not
achieve the purpose aimed at. The completion of the projects was delayed owing
to difficulties which could have been foreseen with adequate planning. The costs
mounted up and these have also adversely affected the cost of production. In
retrospect, it can also be said that the mechanisation and the use of sophisticated
plant and equipment was sought to be introduced without adequate preparatory
work. It was assumed that the use of this plant and machinery could achieve the
expected results in terms of the coal production. For all mechanised works, an
important pre-requisite is to provide adequate spare paits and maintenance
facilities. Mechanised production also requires that the other conditions
namely those of sales, transport, etc, should be suited to be mass production
for which mechanised methods give the best resuls. It is only when the sales
and transport are well organised that the fullest possible use is made of the plant
and equipment and the best results obtained from them.

11. The lessons that can be learnt from all these difficulties of the past
are evident. For effective implementation of a project, adequate preliminary
data and project planning is essential. The techniques of project planning
have now come increasingly intouse in our development projectsin this
country. We now know that for every project there should be at first a
feasibility report which in general terms indicates the economics of the project,
market for its product, its essentiality in terms of the national objectives,
outline of its main technical process, the facilities available for production
in a particular location, etc. The data given in the feasibility report should be
adequate for obtaining administrative and financial sanction before the work
is started. It is necessary that the feasibility report is followed by detailed
project report in which the actual working plan for the project islaid down in
details, the costs of various parts of the project and their time-schedules for
various stages of completion carefully prepared, measures to bring about timely
completion of the project pre-determined and critical points to which attention
has to be devoted are specified. The detailed project report should also indi-
cate the phasing of the project, so as to give the best results. Much of these
techniques have now become available to the N.C.D.C. through the foreign col-
laboration made available for some of its projects and also from the work
undertaken in the Planning Commission and Bureau of Public Enterprises. In
the case of coal mining projects it will also be desirable to consult beforehand
the Mines Safety Department and the Coal Board as to the mining methods pro-
posed to be adopted. At first sight these methods may appear to be time-consum-
ing the end, however, most of them if properly enployed should lead to speedier
uesults and more efficient and economical performance. In stating this we are not
rnmindful of the fact that in a matter like mining of an underground commodity
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like coal, not all the details can be precisely foreseen. It may be that if full and
precise data is to be obtained, the cost of the preparatory work in drilling and
obtaining boring data itself may become so disproportionate as to make the
project uneconomical. To some extent, therefore, certain risks have to be taken
in, the case of mining projects. However, there is a great deal of difference bet-
ween taking these risks and starting projects without even reasonably adequate
data. We have been informed that for obtaining adequate preliminary data,
it would take something like one year in getting sufficient data for an opencast
mine and some two or three years for any deep mining. We consider that the
time and money so spent can more than justify themselves by the results.

12. We have stated in our first report that for the next few years, it may
not be necessary for the N.C.D.C. to undertake any new mining project except
to meet the needs for a specific power or steel project. For some years, now,
it should be possible for the Corporation to concentrate its attention on making
the existing mines productive and profitable. But in planning new mines, the
Corporation should from now on, prepare itself for employing the planning
techniques which are now fairly well known and which can show the best results
in achieving the object. A namber of N.C.D.C. officers have received knowledge
and training in these techniques, either by being associated in the projects
having foreign collaboration or by specific deputation abroad. It is to be hoped
that full use will be made of their knowledge and techniques in the future
development programmes,



CHAPTER V
KATHARA PROJECT

With a view to get a fair idea of problems of development and operations
of the N.C.D.C., we examined in some detail the programme of development
and the working of the Kathara opencast mine. This was a new mine under-
taken by the N.C.D.C. in the early years of the Second Plan. Out of the total
target of additional production of 10-5 million tonnes for the Second Plan
period, the Kathara project was at first expected to contribute 0-5 million tons.
The first project report was for an annual production of 1 million tons. Some
two years later 4.e., in 1959, the project was revised and its contribution to the
target was brought up to 1-5 million tons per annum 7.e., one-seventh of the
Second Plan target for new mines. This was thus an important project for the

Second Plan period.

9. The geological data as available when the project was first planned,
showed that large quantiti-s of grade I coal were available at quarriable depths.
The more important coal se"m was the Kargali seam which had a thickness
between 80 ft. and 140 ft. A large part of this seam was known to contain grade
I coal. The First Project Report which was prepared in 1957 drew attention to
the following features of the Projects.

3. The estimated reserve was 120 million tonnes which at the annual
rate of production of 1 million tonnes gave a life of 100 years for the colliery.
The mine was expected to be completely mechanised. The total expenditure
was estimated at Rs. 2,59,00,000 out of which as much as Rs. 1,36,00,000
was for earth-moving machinery and work-shop (Rs. 1-51 crores inclusive of
initial spare parts), Rs. 55 lakhs for buildings, Rs. 18 lakhs for land and Rs. 14
lakhs for railway sidings. The cost of production of coal was estimated at
Rs. 11:95 per ton which, with the average selling price of Rs. 17-13 was
expected to yield a profit of Rs. 5-18 per ton. The scheme thus presented
was attractive. In fact, the work for supplying plant and machinery for the
project had already begun even before the project was formally sanctioned on
16th November 1957. Machinery which had been already ordered for the
Korba quarry was diverted to this project. The project held out a good
prospeet of helping the N.C.D.C. to meet its production target of the Second

Plan,

4. In 1959, the project was revised and its production target was raised
from 1 million tons to 1-5 million tons. The project papers do not indicate
the reason for this revision except to say that the decision to increase the
production was made in the light of experience gained of working in this
area ard “‘considering other rolevant factors”. We have meutioned elsewhere
that the projects of the Second Plan were not altogether firm and it is possible
that with a view to making up for the shortfalls elsewhere and thereby fulfilling
the Second Plar: target, the N.C.D.C. decided to increase production from the
Kathara quarry which was relatively easier for development. More geological
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details are given in the Project Report prepared in 1959. It has been men-
tioned that the Kathara block was affected by oblique geological faults and
a closer estimate of reserves was made. It was estimated that out of total
resorves of over 100 million tonnes, some 36:5 million tonnes were within
the quarriable area, .., the area in which coal overburden ratio did not
exceed 1:3. The quality of coal was expected to be grade I except for the
bottom part of Kargali seam which was said to be marginally grade I. Tt
was stated that with proper application and blending of the top and bottom
sections, it would be possible to market the entire coal as grade I. There
is also a reference in the report to the possibility of a washery being established
at Kathara to serve the requirements of the Bokaro Steel Plant. The report
states “if contrary to expectation the Kargali seam coal cannot be marketed
as grade I after picking and blending, the washery which is proposed to be
installed at Kathgra would enable the coal to be despatched to the steel plant
or to the Railways after improving the quality of coal by washing”, The
quotation seems to indicate a lurking doubt as to quality. As in other cases,
there is no detailed examination of the market for this coal. Although
reference to the possibility of marketing the coal after washing has been made,
economics of washing costs and the saleability of the coal with this extra cost
has not been considered. As in the case of the other Second Plan Projects,
it was assumed that whatever was produced would be sold. The revised
Project Report gave an estimated cost of Ra. b crores which included Rs. 2-59
crores for machinery and Rs. 1+14 crores for buildings, Rs. 25 lakhs for land
and Rs. 40 lakhs for railway siding. The estimate of Rs. 5 crores was inclusive
of Rs. 2-59 crores estimated in the First Project Report for 1 million tonnes
production. It was also expected that the project would be completed in
time to produce 1-5 million tonnes in 1960-61. The revised cost of production
was estimated at Rs. 16 per tonne whereas the expected sales price was
Rs. 19:69 per tonne. This gave a smaller profit as compared to that mentioned
in the First Project Report. However, the figures are not strictly comparable as
both the selling prices and wages bad undergone a revision during this period.
The main object of the project was to achieve the target of production of coal
and the fact that it would be done with a profit margin of Rs. 3 per tonune
would have been sufficient to get necessary sanction for the project.

5. Even before the project had reached the production level of one million
tons, the third revition in the project was made in 1962 when, in expectation
of the setting up of a washery at Kathara, the project was further revised to
enable it to yield 3 million tonnes of coal per annum as input for the Kathara
Washery. It would seem that the capaocity of the washery was determined
by the needs of ‘washed. coal for the steel plants. Kathara coal was coking
coal suitable for washery input, but its production was expected to be only
1-5 million tonnes. In addition to this, production of another 1-5 million
tonnes was expected to be developed in a deep shaft mine in the neighbouring
area. However, the deep shaft mine was not expected to come into full produc-
tion for over 12 to 13 years or till 1975. It was, therefore, proposed that
Kathara should itself increase its production by 1+5 million tonnes per annum
for a period of 10 years, 4.e., from the time the Kathara washery was expected
tc come into commission in 1965 to the time that it could find its additional
supplies from the deep shaft mine, After considering the coal reserves available
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in Katbhara and the need to step up production for a period of 10 years from
April, 1965 to March 1975, it was estimated that the extended Kathara quarry
would have a life of 25 years. To reach this higher production, it was proposed
to obtain shovels and dumpers of higher capacity. The total additional cost
was Rs. 3-89 crores of which plant and equipment accounted for Rs. 3-44
crores and buildings, residential or otherwise, Rs. 351akhs. The cost of produc-
tion wasnow estimsted at Rs. 1770 per tonne and the profit margin at Rs. 2-21
per tonne, This profit margin was less than what was expected in the first
and second project Reports. Nevertheless, the object was to meet the needs
of the washery in as short a time as possible and having regard to thie factor
it was not surprising that the project received approval and was taken up.

6. Thus the total cost of the project as estimated in these three stages
was Rs. 8:90 crores. The actual expenditure till the end of 1966-67 is stated
to be Rs. 6-23 crores. The expenditure on most of the heads of development
roughly correspends to estimates, except that, on plant and equipment it is
Rs. 1-98 crores less than that shown under the head “plant and equipment”
in the third project estimate and for buildings it is Rs. 66 lakhs less than the
estimate for buildings. The estimate that the Kathara washery would come
into commission in 1965-66 was found to be over-optimistic. This washery
construction was undertaken with the collaboration of the U.S.8.R. Govern-
ment. Even the contracts for the supply of machinery and technical collabora-
tion were not made till September, 1963, Working drawings as required for
indigenous equipment as well as ¢ivil construction work were received from
1963 to April, 1965. The construction and erection work are still proceeding
and the present estimate is that the construction of washery will be completed
by