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No. SC(C)-2(27)/62
GOVERNMENT OF INDIA
MINISTRY OF STEEL & HEAVY INDUSTRIES

(DEPARTMENT OF IRON & STEEL)
7th September, 1962.
RESOLUTION
Steel Retention Prices

The uniform retention prices for steel payable to the 'Tata Iron
& Steel Co. Ltd. and the Indian Iron & Steel Co. Ltd. were enquired
into by the Tariff Commission in 1955. In their Resolution No. SC(A)-
2(149)/55 dated the Ist of February 1956, Government accepted the
Tarif Commission’s recommendation that the average retention price
payable to the two major producers should be fixed at Rs. 393 per
ton. Government also agreed to examine, on merits, claims for escala-
tions in retention prices resulting from changes in railway freights,
changes in statutory prices of coal and other fuel etc. As a result of
the escalations allowed, the basic retention prices fixed in 1956 were
increased under the Escalator Clause four times and the weighted
average cscalated retention price in force on the 31st of March 1960
was Rs. 474-59 per ton including excise duty. The prices then fixed
were for a period of five years from 1955-56 to 1959-60.

2. A reference was made to the Tarif Commission by the
Govermment on the 13th of March 1961 to enquire and recommend,
having regard to the various agreements with the steel companies. (i)
what the normal retention prices of steel should be for the period from
the 1st of April 1960 to the 31st of March 1962; and (ii) the special
clement that should be allowed in the price in addition for payment
by the Tata lron & Steel Co. Ltd. and the Indian Iron & Steel Co.
Ltd. of intcrest on and repayment of the special advances made to
those companies by Government.

3. A similar reference regarding the fixation of pig iron prices
for the period 1-4-60 to 31-3-62 was made on the Ist of August 1961.
Meanwhile, after having a preliminary cost examination of the Tata
Iron & Steel Co. Ltd. and the Indian Iron & Steel Co. Ltd, undertaken
by the Cost Accounts Branch of the Ministry of Finance, Government
decided to increase the retention prices of steel to an average of about
Rs. 512 per tonne. This price was provisional and was subject to
adjustments in the light of Government’s decision on the recommenda-
tions of the Tarif Commission.

4. The Commission having conducted an enquiry submitted their
report at the end of April 1962. The main recommendations of the
Commission are as follows:—

(i) The average fair retention price of saleable sieel (inclusive of

the special element for payment of interest on and repayment
of special advances) for 1960-62 should be Rs. 550 per tonne.
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This recommendation was based on an assessment of a fair or
standard block on the basis of a comparative study of the
capital blocks of the existing units. The Tariff Commission
recommended that for the price period 1960-62, a capital
block of Rs. 1300 per tonne of saleable steel should be
reasonably representative;

(i) A return at 89 on the represcntative block of Rs. 1300
per tonne of saleable steel and interest on an estimated
working capital at six months works cost equivalent at- 5%
should be allowed;

(iii) Based on an equated payment spread over a period of 20
years, the special element allowed in the retention price for
payment of interest on and rcpayment of the special advances
should be Rs. 8 per tonne of saleable stecl (this element is
included in the price of Rs. §50 per tonne);

(iv) The fair retention price of stcel ingots for 1960-62 should be
Rs. 344 per tonne, inclusive of the special clement of Rs. 8
per tonne for payment of interest on and rcpayment of the
special advances ;

(v) The price of pig iron recommended by the Commission means

roughly an increase of Rs. 3 per tonne over the existing
prices.

5. There are other recommendations of a general kind which the
Commission have made with the object of improving the production
of iron and steel in the country.

6. After carefully cxamining the recommendations of the Com-
mission, the Government have come to the conclusion that for the
period 1960-62 there is insufficient justification for accepting a block
of Rs. 1300 per tonne. The Government have, thercfore, decided to
base the retention priccs on a block of Rs. 1176 per tonne. This
figurc has been arrived at on the basis that the plants should have
worked at 1009 of capacity instcad of 909 optimum mentioned by
the Tariff Commission and after excluding from the capital block the
special advances paid tc the companies by Government. The Govern-
ment also consider that the working capital provision allowed at six
months of the works cost equivalent is rather high and feel that a
provision on the basis of four months works cost should be adequate.
Finally, in revision of their earlier decision taken in 1959, the Govern-
ment now consider that it is not necessary to provide an element in
the retention price for the payment of interest on and the repayment
of the special advances. The agreements with the companies provide
for an alternative method of repayment of a part of the special
advances with interest, namely an issue of share capital by the companies,
at such time or times as the Government of India, may in agreement
with the companies, decide. This will 'be considered further by Gov-
ernment. Government have accordingly decided to exclude the element
of Rs. 8 per tonnc recommended by the Commission on this account



iii

from the retention price to be fixed. As a result of these decisions
the average retention price of steel produced by the main producers,
whether in the private or in the public sector, will be fixed at a uniform
rate of Rs. 522.50 per tonne for the period Ist of April 1960, to the
31st of March 1962, which means an increase of Rs. 10.50 per tonne
over the provisional price fixed earlier, instead of the increase of
Rs. 38 per tonne recommended by the Tariff Commission. The
detailed retention prices recommended by the Commission for different
categories of steel will be scaled down suitably in accordance with the
above decision and will be announced shortly. Lest there should be
any misunderstanding, Government would like to make it clear that
the controlled price of various categories of steel for sale to the public
will not be raised as a result of this decision to increase the retention
price payable to the main producers.

7. As regards the retention price of steel ingots, for similar reasons
Government propose to fix this price at Rs. 326 per tonne. Similarly
for pig iron, after making a deduction on account of the reduced provi-
sion for working capital, Government propose to fix a retention price
which is Re. | per tonne lower than the price recommended by the
Commission.

8. The Government have also considered the other general recom-
mendations of the Commission regarding regular supply of raw materials
(particularly coal), improvement of sintering and ore handling
facilitics, more regular transport arrangements for both raw materials
and finished products, adoption of latest technological advances etc.
They have accepted these and will also commend them to the steel
plants for implementation.

9. The recommendations of the Commission related only to the
period Ist of April 1960 to 31st March 1962. A view has also to be taken
of the prices to be fixed after the 1st of April 1962. Government have
decided that the prices to be fixed for the period 1960-62 should also
be applicable provisionally beyond the period st April 1962, subject
to certain changes which are necessary on account of (a) the recent
increase in the statutory price of coal and (b) the increase in the
railway freight from July 1st, 1962. The effect of these changes will
be announced shortly. The final prices to be fixed for the period after
1st April, 1962 will be decided after further consideration.

ORDER

ORDERED that a copy of this Resolution be communicated to all
concerned and that it be published in the Gazette of India extraordi-

nary.

N. N. WANCHOO,
Secretary to the Government of India.
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REPORT ON THE FAIR RETENTION PRICES OF STEEL

1.1. In their letter No. 63(1)-T.R./61, dated 13th March 1961 the
Reference to the Government of India, Ministry of Commerce and
Commission, Industry, have asked us to inquire and recommend—

(i) what the normal retention prices of steel should be for the
period from Ist April 1960 to 31st March 1962; and

(i) the special element that should be allowed in the price in
addition for payment by the two companics, namely, Tata Iron
and Steel Co. Lid. and Indian Iron and Steel Co. Ltd. (here-
inafter referred to as TISCO and IISCO respectively), of inte-
rest on and repayment of the special advances.

1.2. The grant of the advances referred to in (ii) above and the
provision about their repayment are governed by the agreements dated
15th July 1953 and 21Ist July 1955 between Government and 11SCO
and the agrcement dated 24th May 1954 between Government and
"TISCO. These have been printed as Appendices I, II and I to our
Report (1959) on the Levy of interest on Special Advances to the Tata
Iron and Steel Co. Ltd. and the Indian Iron and Steel Co. Ltd. Gov-
ernment had already accepted our recommendations that interest on
‘these advances should be charged at the rate of 5 per cent as from
Ist July 1958 and that the recovery should be postponed until a deci-
sion is taken regarding the common retention price to all the main
producers of iron and steel both in the public and private sectors after
31st March 1960.

1.3. Besides the agreements referred to above, the Government of
India entered into two more agreements one dated 23rd June 1955 with
TISCO and the other dated 30th June 1956 with'1ISCO (Appendices IV
& V to our 1959 Report). They are valid till 31st March 1962. By these
agreements Government have declared that the retention prices
for all categories of steel manufactured by the two companies and any
other main producers of iron and steel either in the public or private
sector shall be the same, and in respect of such categories solely manu-
factured by any of them the retention prices shall be fixed on a com-
parable basis. For this purpose Government have suggested that equality
of prices should mean equality of prices of common categories and not
equality of the weighted average price, and that the prices of categories
produced by some steel works only would have to be fixed in relation to
the prices of common categories on the basis of known or standard
differentials.

1.4. As regards the other main producer of steel, namely, Hindus-
tan Steel Ltd. (hereinafter referred to as HSL), Government have
stated that as its three works (Bhilai, Rourkela and Durgapur) are
not yet in full production, it might be difficult to cost them and we
may therefore have to be largely guided by the experience of the
established producers, namely, TISCO and ITSCO in regard to works
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cost. In respect of overheads like depreciation and rcturn which are
related to capital costs and which manifest considerable divergencies
between different units inter se, the consideration of “standard costs”
for fixing the relevant elements in the price has been suggested. Gov-
ernment also desire that the question of reimbursement of excise duties
levied on ingots on the basis of actuals should be taken into account
in fixing common retention prices.

1.5. In their letter No. D.O.SC(C)-2(88)/60, dated 22nd January
1962 the Government of India, Ministry of Steel, Mines & Fuel
(Department of Tron & Steel) have also asked us to recommend
along with other categories the retention price for steel ingots. Texts
of Government references regarding fixation of common retention
prices of steel and ingots are given in Appendix I to this Report.

2.1. On [3th July 1961}, letters were issued to the thrce main
producers of steel in the country, namely, TISCO, TISCO and HSL,
asking them to furnish to us detailed memoranda
Method of inquiry ghout their capacity, production, expansion pro-
grammes, capital outlay, etc. The Iron and Steel Con-
troller. Calcutta, was requested to furpish data regarding (i) the final
retention prices (average as well as category-wise) payable to the
producers of steel from time to time for the period 1st April 1955 to
31st March 1960, (i) the average and category-wise selling prices for
the same period, (i) the average and category-wise provisional reten-
tion prices to each of the main producers for the period 1st April 1960
to 315t March 1962 and (iv) details regarding the transactions effected
through the Steel Equalisation Fund (now part of the Consolidated
Fund of India) during each of the years from 1955-56. The Coal
Controller, Calcutta was requested to furnish a comprehensive note on
metallurgical coal in our country, and the requirements of and supply
to each of the producers of iron and steel in the private and public
sectors. The Director, Geological Survey of India, Calcutta, was ad-
dressed for a detailed note on the deposits of limestone and dolomite
including their distribution to each of the producers of iron and steel
in the private and public sectors. The Bisra Stone Lime Co. Ltd.,
Birmitrapur (Orissa State), a principal supplier of limestone to the
steel plants, was requested to furnish details of the demand, supply,
quality, prices, et¢c. of limestone supplicd by it. The Railway Board,
New Delhi was addressed to give the present position regarding the
availability of wagons for movement of raw materials and finished
products of the iron and steel industry. The Ministry of Agricuiture
was addressed for information regarding the prices paid by it from time
to time since 1st April 1960 for the ammonium sulphate produced as
by-product by the three producers of iron and steel. The Indian
Embassies in U.S.A. and France and the Indian High Commission in
the U.K. were requested to furnish information about the differentials
for the various categories of steel in those countries.

2.2. Shri R. N. Dutt was appointed by Government as Technical
Consultant to the Commission for this inquiry.



3

2.3. Particulars are given in Appendix II of the visits made by
the Commission and its officers in connection with this inquiry.

2.4. The cost investigation of TISCO and IISCO was done at our
request by a Cost Accounts Officer of the Office of the Chief Cost
Accounts Officer, Ministry, of Finance. The cost investigation of the
units of HSL. was undertaken by a Cost Accounts Officer of the Com-
mission.

2.5. Discussions with the representatives of the steel companies,
the Coal Controller and the Iron & Steel Controller were held in camera
at the Commission’s office in Bombay from 23rd February to 1st March
1962. Particulars of dates of meetines and persons who attended the
discussions are given in Appendix III. Having regard to the limited
nature of the terms of reference it was not considered necessary to
hold any general discussions in public. Nevertheless, the views of
persons and associations who had sent us written memoranda were duly
considered, whether or not they sought an opportunity for discussion
at an open meeting.

3. A brief account of the evolution of price control may be
useful in appreciating the policies of Government. A reference to
Policy of price Appendix IV of the Report may be made for the

control. purpose. - Price control was initiated during the war
period to cnsure defence supplies and was thercafter continued in a
situation of shortage for civilian requirements as well. An arrangement
for price equalisation was started mainly to subsidise imports. It is
now continued to equalise the selling prices to the consumer on ex-
rail head basis. The initial rehabilitation of their works by the two
producers, which was started after World War II, was later cnlarged
into wider schemes of* expansion and modernisation. For achieving
this objective this essential industry was encouraged by Government it
various ways through grant of loans and special advances, by guaran-
teeing the 1.B.R.D. Loans and allowing elements in the price
through ad hoc depreciation allowance and a ‘development’ element to
meet a part of the cost of expansion. Price fixation had therefore to
take note of these developmental aspects to stimulate the growth of
the industry.

4.1. The previous pattern of uniform retention prices payable to
TISCO and IISCO was based on the recommendations contained in
Scope of the in- our Report of 30th November 1955. We were guided

d L .
.pp.-o.;: ®* by the directives of the Government of India to the

effect that the main producers of stcel should be paid uniform retention
price (taking note of higher costs of IISCO) which should include an
clement to enable the financing of the approved expansion schemes of
- TISCO and IISCO and that the extra profits resulting from this element
should be earmarked specifically for development and expansion (vide,
Government of India, Ministrv of Commerce and Tndustry Resolution
No. SC(A)/2(141)/53, dated 16th May 1955 contained in Appendix I to
our 1955 Report). Government’s directive in this behalf has been in-
corporated in their agreements of 23rd June 1955 and 30th June 1956
with the two companies referred to in paragraph 1.3. The average
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retention price of Rs. 393 per ton recommended by us took into
account the costs of IISCO which were higher and provided for escala-
tion with reference to the 1954-55 retention prices of the two companies.
In terms of the agreements the companies are required to fund sepa-
rately, solely for implementing their approved expansion programmes,
the excess of the effective retention price, duly escalated from time to
time for changes in railway freight, changes in statutory prices of coal,
other fuel, raw materials, stores or machinery and changes in labour .
costs caused by labour legislation or adjudication or conciliation awards,
over the 1954-55 retention price similarly adjusted from time to time.
The retention prices recommended by us were for a period of five
years from lst April 1955 notwithstanding the fact that the agreements
with the companies just referred to were for seven years ending 31st
March 1962 and both the companies were planning to complete their
cxpansion programmes within a shorter period of three years. The
bulk of the expansion which received assistance was completed during the
price period. On the basis of escalation, prices have been revised since
then four times; twice in 1957 and 1958 on our recommendations and
twice subsequently on the recommendations of the Cost Accounts
Branch of the Ministry of Finance. - On the basis of a preliminary cost
investigation of TISCO and HISCO by the Cost Accounts Branch of
the Ministry of Finance, Government decided to incrcase the retention
pricc to an average of Rs. 520 per ton or Rs. 512 per tonne subject
to such adjustments as may be found nccessary in the light of their
decisions on the recommendations we may make for the pricc period
from 1Ist April 1960 to 31st March 1962. The element for financing
the expansion plans allowed in the Five year period 1955-56 to 1959-60
has not been included in the provisional prices which have been ap-
proved by Government.

42. We have been asked to inguire and recommend what the
‘normal’ retention prices of steel should be for the period from Ist April
1960 to 3lst March 1962. Simultaneously, as the questions of ap-
plication of standard costs and payment of interest on and repayment
of the special advances have also to be taken into account, we may
have to consider a basis which would also apply to future prices.

4.3. Government have indicated that, for the uniform retention
prices to be recommended for common categories of steel, what is re-
quired is not the quality of the weighted average price of each com-
pany, but equality of the prices of common categories produced by
them. The prices of other categories produced only by some of the
steel works will have to be fixed in rclation to the prices of common
categories on the basis of known or standard differentials. As far as
works costs are concerned, these are to be determined for individual
categories, mainly on the experience of established steel works. It is,
therefore, necessary to compute works costs of both the established steel
works and in doing so we are free to consider norms of performance,
consumption and efficiency before determining the basis of uniform
prices for common categories. After such uniform prices have been
determined, prices of non-common categories will have to be fixed on
the basis of standard or known differentials. :
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4.4. Further, as stated in paragraph 1, Government have observed
that as the three works of HSL are not in full production it might
be difticult to cost them and the Commission might have to be guided
by the experience of TISCO and IISCO in regard to the works costs.
This matter, however, is also for further investigation and decision by
us. To what extent the actual costs reflected in the working of the
three public sector steel plants during the period from Ist April 1960
to 31st March 1962 may be considered as normal could be decided
only after examination of the average level of production at which
these plants worked during the period under consideration and on the
detailed report of the Cost Accounts Officer. We accordingly decided
that such a cost investigation of HSL should be attempted particularly
in view of the fact that some of the non-common products are manu-
factured by them. For reasons explained later we have, however. not
been able to use costs of these units for the present price fixation.

4.5. As regards the element for payment of interest on and repay-
ment of special advances by TISCO and 1ISCO, we have stated in para-
graph 1.2 that Government have decided that the two companies
should be charged interest at 5 per cent on the special advances from
Ist July 1958. The actual amount of recovery has, however, been
postponed until a decision is taken regarding the common retention
prices to all the main producers of iron and steel both in the public
and private sectors after 31st March 1960. We have to consider the
inclusion in the price of an element for rcpayment of the advance and
payment of interest inclusive of arrears. This is further discussed in
paragraph 9.8.

4.6. In determining present prices Government have asked us to
consider application of “standard costs”. The term has a special con-
notation in cost accounting and applies to both works costs and over-
heads. In its application to works costs the emphasis is on norms of
efficiency. A wider application of this concept to the present price
fixation may be difficult due to divergencies in size, age and sources of
installed machinery, production processes and product-mix of the
different units. Even in Western countries there appear to be no estab-
lished standard costs to which all producers should conform. Perhaps
- the intent of Government was to apply the norm only in relation to

the capital block. Works costs may then be based on the costs of
established plants but in accepting such costs application of fair norms
so as to avoid unjustified increases is not ruled out. For purposes of
arriving at other elements of price, namely, depreciation and return,
we have been asked to consider the question of standard costs, which
may pcrhaps be based on figures relating to either the capital block
of a representative unit, or a hypothetical economic unit. About over-
heads it is clcar that Government contemplate a departure from the
methods so far adopted for allowing depreciation and return. The
whole question of depreciation and rcturn is discussed in paragraph 10.

4.7. As regards categories which arc not common, Government
have suggested that prices should be fixed on the basis of known or
standard differentials. The current differentials in the retention prices
of various categories of steel are broadly based on the recommendations



6

of the Tariff Board in its Report of 1951. Having regard to changes
in the product-mix arising from the change in pattern of orders on
different steel plants by the Iron and Steel Controller, the producers
have asked for refixation of differentials, if necessary by adding to the
categories or subdividing them. Some new categories have been intro-
duced in the classified product-mix and price differentials have been
claimed for them. An expert committee has been set up by Govern-
ment to go into the question of determination of “extras” for different
categories of products. This is further discussed in paragraph 9.7.

4.8. While our survey would conform to the changed pattern of
cost determination contemplated in our terms of reference and our re-
commendations about prices be limited to the two year period, 1960-61
and 1961-62, we have also tried to assess the trends in the future. We
are aware of the criticism from producers and others about the un-
satisfactory nature of a system of price fixation which virtually tends to
become retrospective and follows at too close intervals. But without a
specific directive from Government or a clarification from them we
have to confine ourselves to the limits of the present reference. The
prices worked out by us for 1960-62 indicate a rising trend in the
second year. The producers accoidingly have made a point, that till
future prices are determined by us, Government, while fixing previsional
prices in the interim, should take note of prices assessed by us for
1961-62.

4.9. Statutory control on stecl prices has been kept at two levels,
namely, on retention prices and on sclling prices. We have to consider
in the interests of both industry and, consumer the reasonableness of
the retention prices vis-a-vis the selling prices, how far in the context
of the need to expand the industry the former prices are adequate and
the extent to which the production units have satisfactorily adhered to
their expansion programme and justified the capital investment by
increased output which alone would tend to bring about economies to
be shared with the consumer. In this context the assurance of uniform
prices to producers should also take note of the fact that the industry
is a basic one and that enormous capital investment has been made in
the public sector. The units in the latter sector are expected to make
large contribution to the Plan resources, while the units both in the
public and the private seclors have to be enabled to liquidatc their
large capital borrowings. The limitations of the price structure for a
hasic commodity, whose prices should also bear comparison with import
prices, should not be forgotten. The industry has developed in the
context of traditional advantages regarding raw materials like rich iron
ore and adequate metallurgical coal, low labpur costs and a steadily
growing domestic market. But with the quality of the main raw
materials (iron ore, coal and limestone) deteriorating and rise in labour
costs it is contended that the cntire advantage tends to be nullified.
These very factors may also restrict the scope for cxports. Though
our present price fixation is confined to a period which has virtually
expired, these considerations have to be examined in the light of the
industry’s performance and impact on futurc prices. That is to say. we
must take note of basic factors of the industry, such as its capital
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investments, plan capacity, production, shortfall in output and deteriora-
tion in raw materials. We may also have to consider how the present
difficulties of the industry could be overcome and productivity increased.

5.1.1. A broad survey of the present position of our iron and steel
industry would be useful for appreciating the relevant factors which
Position of Iron have to be emphasised in price fixation. The main

O8I0 . .

4 Steel Industey, Producers of iron and steel in the country were

and Steel IodustsY: TISCO, 1ISCO and Mysore Iron and Steel Works

til HSL units came into production. Separate prices have been fixed
for Mysore Iron and Stecl Works.

5.1.2, The expansion of the iron and steel industry has been accorded
the highest priority in the successive Plans. Realising that the levels of
production of this essential commodity will determine the tempo of
progress of the economy as a whole, the First Plan period saw the
mnitiation of schemes for the steel projects in the public sector. It is
the Second Five Year Plan which witnessed the construction of three
steel plants of one million tons ingots capacity each in the public sector
with provision of additional facility in the shape of 600,000 tons of
foundry grades of pig iron. The expansion plans of the two units in
the private sector were also started during the First Five Year Plan
period and the cxpanded productive capacity was scheduled to be com-
missioned by the middle of [958 when their combined capacity was
expected to be 3.0 million tons of steel ingots as against the level of
about 1.50 million tons during the First Plan period. The overall
capacity proposed for the steel industry in the Third Plan period is
10.2 million tons of steel ingots capacity and 1.5 million tons of pig
iron Jor sale. The category-wise break-up of demand for iron and steel
during the period is given below:

(*000 tons)

Est;mted Capacity

demand in exis:
by 1965-66 tence in
early 1961
Heavy railsand fishplates . . . . 400 345
Heavy structurals and broad flanged beams . . 550 445
Sleepers and crossing sleepers . . . . . 200 180
Medium and light structurals . . . . 550 680
Rounds and flats including rounds for nuts, bolts and
SCrews, . . . . 2,200 1,305
Tin plate . . 300 150
Plates 3/16" and up 650 300
Wires including wire ropes 400 220
Hoops and box strapping 50 45
Sheets . . 1,200 740
Strips and skelp for tubes 400 188
Forging blooms and billets . . . . 300 132
Wheels, tyres and axles . . . . . . 100 30
TorAL 7,300 4,760
Pigiron forsale .. . . . . .

1,500  660—870
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The share of the private sector in steel production will be 3.2
million tons of ingots. Supply of billets to re-rolling mills by the
main producers has been envisaged at 1.0 million tons by the end of
the Third Plan. Steel production in the aggregate is expected to rise
from year to year as follows:—

Year Million tons
1961-62 . . . . . . . . 35
1962-63 . . . . . . . . 4-0
1963-64 . . . . . . . . 4-3
1964-65 . . . . . . . . 55
1965-66 . . . . . . . . 6:8

5.2. Tata Iron and Steel Company Ltd. (TISCO):

5.2.1. At the time of our last inquiry into steel prices in 1955
TISCO had taken up its scheme to augment its capacity to two million
tons of steel ingots (TMP) and into this scheme it had dovetailed the
balance of its earlier modernisation and expansion programme (MEP)
of 1.3 million ingot tons. These programmes included a new coke
oven battery, expansion of the boiler and power house, a new blast
furnace, a sintering plant, expansion of stecl melting shop, new bloom-
ing mills, a continuous bar and billet mill, skelp mill, medium and
light structural mill, a new merchant mill, revamping of some old mills
and provision of ancillary facilities and extension of collicry and mine
development. They were substantially completed in 1959. It was to
finance these schemes that the company took with a Government
guarantee two loans of $ 75 million and $ 32.5 million from the World
Bank. Upto the end of March 1960 the total capital expenditure in-
curred on the TMP, MEP and related works was Rs. 126.09 crores.
For certain residual work of TMP and ancillaries which are yet to be
completed the company has indicated its further capital requirements
in 1960-61 and 1961-62 at Rs. 3.30 crores and Rs. 2.76 crores respec-
tively. Its total gross block has risen from Rs. 69.39 to Rs. 185.52
crores from 1956 to 1961.

5.2.2. TISCO has also stated that it has been asked by Govern-
ment to take steps to become self-sufficient in coal as supplies from
Bhojudih washery which is yet to come into production might not be
available. The company envisages a programme of capital expenditure
of Rs. 41.8 crores for obtaining adequate supply of raw materials of
suitable grades in order to achieve the two million ton target. But it
has not made any firm commitment yet for the bulk of the expansion
which includes Rs. 7 crores for mining development and ore beneficia-
tion, Rs. 20 crores for collieries, internal ropeways and an additional
washery, Rs. 6 crores for a new coke oven battery, Rs. 2.8 crores for a
tonnage oxygen plant and additional facilities for and remodelling of
furnaces in steel melting shop No. 3 and Rs. 6 crores for expansion of
power facilities. The company has also indicated that in addition to
this essential expenditure it will have to round off thc expansion pro-
gramme with the following works: revamping rail and structural mill
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(Rs. 2.6 crores); additional facilitics at medium and light structurai null
(Rs. 2.5 crores); and modification of skelp mill (Rs. 1.5 crores) which
are part of original TMP.

5.2.3. Capacity.—The following table gives the capacity of TISCO
plant as on Ist April 1955 before the TMP was taken up, installed
capacity planned by the company after completion of the above pro-
gramme and the present effective capacity as claimed by the company.

(*000 tons per annum)

Capacity
before Present 909, Present
Ttems expansion installed efficiency effective
(as on capacity  (approx.) capacity

1-5-55)

(1) 2) (3) @ (5)
Coke . . . ; i 1,240 1,550 1,400 1,400
Tron (Hot Metal) . ; ! 1,170 1,900 1,700 1,600
Steel ingots . . . - 1,085 2,000 1,800 1,600
Note.—(1) The figures of “presi:nt ‘echctivc capacity” shown in column §

represent, according to the producer, the' maximum production capacity available at
the different  units under the present. conditions. of raw material supplies, availability
of ingots, the types of orders planned on the individual mills and the condition of
the plant facilitics currently available.

(2) Corresponding figures for saleable steel  under columns 2, 3, 4 and 5 at
0-75 ton per ton of steel ingots will work outto  0-814, 1-5, 1:35 and 1-2 million
tons per annum respectively.

5.3. Indian Iron & Steel Co. Itd. UISCO):

5.3.1. At the time of our inquiry into steel prices in 1955 IISCO
had taken up its expansion and modernisation scheme into which was
dovetailed the carlier programme of 1953. This comprised production
of one million tons of ingot steel, or 800,000 tons of saleable steel.
The expansion programme which included mechanisation of Gua iron
ore mines, additional coke oven batteries, two new blast furnaces, the
second steel melting shop, a new bar mill and additions to billet and
structural mills was to be completed by Ist December 1959. Except
a few items pertaining to 34” mill and bar mill which were completed
in 1960 the works were carried out ahead of schedule. Only a small
spill-over from these plans was completed at an expense of Rs. 1.46
crores in 1960-61 and Rs. 1.50 crores (estimated) in 1961-62. The gross
block (excluding Kulti) of the company has risen from Rs. 17.21 crores
to Rs. 74.08 crores between 1956 and 1961. .The company has now
stated that begause of the emergency that has arisen -about supply and
transport of coal it has to embark on a scheme of Rs. 17.58 crores

2—6T. C. Bom./62



10

for development of its Jitpore, Chasnalla and Ramnagore collieries,
installation of a coal washing plant and a ropeway. It has already
negotiated a World Bank loan to cover the foreign exchange element
of Rs. 9.30 crores (19.5 million dollars).

5.3.2. Capacity.—The following table indicates the capacity of
IISCO before its expansion and after the completion, of its two expan-
sion programmes (1953 and 1955).

Annual Annual
capacity  capacity
before after
expansion expansion
(Tons) (Tons)

*Coke . . . . . . . . . 538000 1,420,000
Pigiron . . . . . . . . . 480,000 1,340,000
Steel ingot . . . . . . . . 480,000 1,000,000
Saleablesteet . . . .. .. .. . . 300,000 800,000

(*Excluding pear] and breeze)

5.4. Hindustan Steel Co. Ltd, (HSL):

5.4.1. This undertaking has at present three steel plants, one cach
at Rourkela (Orissa), Bhilai (Madhya Pradesh) and Durgapur (West
Bengal). In addition, a fourth unit at Bokharo (Bihar) is contemplated.
Although the company was incorporated in January 1954, production
of pig iron was commenced only in the first quarter of 1959 at Rour-
kela and Bhilai. Durgapur plant came into production in December
1959. Particulars of each plant are briefly given below.

5.4.2. Rourkela Steel Plant.—This plant was the first to be taken
up in the public sector and all its units are cxpected to be commission-
ed by the end of the current year 1962, In the first stage, it is
designed to make a million tonnes of steel ingots to be rolled into
about 720,000 tonnes of saleable stcel consisting of flat products like
plates, strips and sheets including cold rolled products and tinplates.
The erection of the plant was entrusted to a combine of Krupps und
Demag of West Germany. The major units of the plant have been
commissioned. 1ts special feature is that for the first time in the
country steel is produced by the L. D. process which carries substantial
economies in production as compared to conventional open hearth fur-
naces installed at the other steel plants. A continuous hot strip mill
as well as cold reducing continuous mills which form part of the plant
are the first of their kind in India. A pipe plant with capacity of
150,000 tonnes per annum is included. The by-product plants include
a large fertilizer plant for the manufacture of nitro-limestone by utilis-
ing nitrogen from the oxygen plant. The investment of about Rs. 23
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crores in the fertilizer plant of 600,000 tonnes capacity marks it out as
an independent productive unit. Delay in its commissioning has, how-
ever, seriously affected the economic use of gases. The capital invest-
ment on by-product plants manufacturing a wide range of chemicals is
also very high being Rs. 30.3 crores inclusive of the fertilizer plant.
The third blast furnace and the third battery of coke ovens have been
commissioned only in January 1962. Plate mills and the cold reducing
mills have been commissioned. The tinplate plant has also been com-
pleted. The rolling sections are not yet working to capacity as they
are being tried out gradually. A sintering plant will be commissioned
py 1964. Mechanisation of iron orc mining at Barsua has been com-
pleted and will be capable of producing 3 million tonnes ore when
the plant capacity is doubled. The mechanisation of Purnapani lime-
sione quarry is expected to be completed by the end of 1962. The
capital expenditure at Rourkela steel plant for the present phase is
Rs. 237.5 crores, exclusive of pipe plant and with a further estimated
expenditure of Rs. 92.6 crores its production of ingots will be raised
to 1.8 million tonnes and finished steel to 1.24 million tonnes. The
present high capital cost is partly due to large built-in provision for
further expansion and special plant and equipment for its finished
products.

5.4.3. Bhilai Steel Plant—This plant is designed to produce and
roll one million tonnes of steel ingots into about 770,000 tonnes of
saleable steel comprising mainly heavy structurals, rails and merchant
sections. Besides, the plant will produce 0.294 million tonnes of pig
iron for sale. This plant has been designed and constructed with the
help of USSR Government. One coke oven battery and one blast
furnace were commissioned in the first quarter of 1959. By now all
the units of the plant have been commissioned and a satisfactory level
of output has been reached. The Works has its own fully mechanised
captive iron ore mines nearby at Rajhara and limestonc quarries at
Nandini. Their output has still to come up. Bhilai has special facili-
ties for blending coal and has also installed sintering plant. The present
capital cost of Bhilai (first phase) is Rs. 199.70 crores and with a
further estimated cxpenditure of Rs. 139.8 crores the ingot capacity
will be raised to 2.5 million tonnes and finished steel 1.97 million tonnes.
In addition, 0.327 million tonnes pig iron will be produced for sale.
The present high capital cost due to built-in facilities for future expan-
sion will then come down substantially.

5.4.4. Durgapur Steel Plant.—The construction of the plant was
undertaken by Indian Steel Works Construction Company Ltd. (ISCON).
a consortium of British companies. This plant is designed to
produce and roll about 1.016 million tonnes of steel ingots into 819.000
tonnes of saleable steel consisting of light sections, merchant bars.
railway sleepers and wheels, tyres and axles. Two of the blast
furnaces produce normally basic pig iron and one iron of foundry
grade. The pig iron (foundry grade) available for sale is 330,000
tonnes a year. The steel making process includes desiliconizing by
oxygen lancing instead of by Bessemer. The present capital cost of
Rs. 198.8 crores will be raised by Rs. 59 crores to ensure an expansion
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to 1.6 million tonnes ingot. The saleable steel output will then be
1.26 million tonnes and pig iron 0.305 million tonnes. As in the case
of the other units the present high capital cost per tonne will come
down with the expansion. The general service facilities at Durgapur
are laid out on a liberal scale to render service to other production
units located in the vicinity.

5.4.5. Appendix V gives for each of the three plants of HSL the
annual rated capacity. as planned and as commissioned and production
level reached up to January 1962 as percentages of the above capa-
cities.

6.1. TISCO:

6.1.1. In 1955 we had ecstimated the company’s output of saleable

steel for the five year period 1955-56 to 1959-60 and

Production this is compared with its actual performance during
the period., '

Production of saleable steel.
- : (in tons)

Estimated Actual

Ycar by the produgtion
Commission -
1955-56 . . . ’ . ) . 780,000 799,525
1956-57 . . . ; . ; . 800,000 799,494
1957-58 . . . : 4 ; . 900,000 786,700
1958-59 . . . : : A R 1,200,000 885,025
1959-60 . . . . ; L . 1,500,000 1,218,154
TOTAL . 5,180,000 4,488,898
AVERAGE . 1,036,000 897,780

Production was near our estimates during the first two years only.
The shortfall during 1957-58 by 113,300 tons which increased sub-
stantially during 1958-59 to about 315,000 tons could be attributed to
delays in the implementation of the TMP, whereas the shortfall during
1959-60 has been explained by the company as due to the effective
capacity of the plant being lower than the planned capacity. This is
caid to be due to handicaps of raw materials and railway transport.

6.1.2. The shortfall in production has been attributed by the com-
pany entirely to deterioration in the quality of raw materials to an extent
which according to it could not have been foreseen at the start of the
expansion programme, and irregularity and shortage of railway trans-
port for its vastly expanded requircments of raw materials. Need has,
arisen for additions and alterations to existing facilities mainly to cope
with the above difficulties. Raw material position and transport.
difficulties, are discussed in paragraph 7. From a study of the capacity
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and performance of the main units of TISCO it would appear that
though the worsening raw material and transport position is partiaily
responsible for its lower output, it is also due to planning the capa-
city of certain sections of the plant to a nicety without a margin in
order 1o save on capital cost. In other words, the company expected
a far better performance from these units than what could be warrant-
ed from its own previous experience or that of other plants; and even
at the time of planning it did not allow for the possibility of a worsen-
ing raw material position on its productivity and the nced for flexibility
in plant capacity and operational technique to mect it. The absence
of spare capacity in critical units of the plant has in fact been referred
to in the TISCO Chairman’s Report for 1960-61. Within the next few
years, however. the capacity may improve with- the steps that TISCO
_has initiated which include installation of a tonnage oxygen plant,
conversion of the open hearth furnaces in steel melting shop No. 11I to
basic roof and application of oxygen, installation of additional battery

of coke ovens and removal of the defects in its sintering plant by instal-
“lation of wet screening.

6.1.3. For purposes of comparison the rated capacity and the level
of production rcached during the two yoors 1960-61 and 1961-62 by

.TISCO is given in the following statement along with those of 1ISCO
and HSL.

Statement showing the annual rated capacity and level af production in
the different steel plants during 1960-61 and 1961-62

(In million tonnes)

—y ———— ——— —

1960-61 ‘ 1961-62
SL Items Annual — _ e
No. capacity ~ Actual Asper- Actual As per-
produ- centage produc- centage
tion of‘ tion of
capacity capacity
1 2 ) .3, 4 5 6 7
1=Tisco
1 Coke . . A .1 B QY5 9%  1-45 92
2 TIron . . . . . 1-93 1:59 82 165 86
3 Steel ingots . P 2:04 1-63 80 1-65 81
4 Saleable steel . . . 1:52 1-26 83 1-32 87
" 2—lisco
1 Coke . . . . 1-42%  1-36 96 1-44 101
2 Iron . . . . . 1-28 116 91 1419 93
3 Steel ingots . . . 1:02 0-91 90 0:93 91
4 Saleable steel . . . 0-81 0-72 89 0-74 91
3~—Bhilai
1 Coke . . . . 1-15 071 62 0-96 83(102)
2 Iron . . . . . 1-11 0-74 67 1-01 91 (99)
3 Steel ingots . . . 1-00 0-39 39 . 0:79 79(102)
4 Saleable steel . . . 0-77 0-34 4 0-59 77
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1 2 3 4 5 6 7
4—Rourkela - '

1 Coke . . .. 105 0-54 51 0:63 60(80)

2 Tron . . . . 105  0-41 39  0-46 41(76)

3 Steel ingots . . . 1-00 02 21 0:34  34(46)

4 Saleablesteel . . . 0 00 a@ 13 0l16@ 22
5—Durgapur

1 Coke . . . . 1-45  0-49 34 0-91 63(115)

2 lron . . . . ) 1-33  0-42 32 076 57 (8D

3 Steel ingots . . . 1-:04 0-17 16 046 44 (64)

4 Saleable steel . . . 082 013 16 036 44

[*B. F. Coke capacity for IISCO has been taken as 86 per cent of the total
coke capacity of 1655 million tonnes which included pearl and breeze.]

[ @Excluding production of pipes and tinplates and ingots sold.]

Nore.—The figures in brackets represent the percentage level of production
achieved till January 1962 based on units installed.

6.2. 1ISCO.

6.2.1. Our estimates of the company’s output for the five years
1955-56 to 1959-60 along with its actual performance may be seen from
the following table:

Production of saleable steel

(in tons)
o Year Commis- Actual '
sion’s esti-  production

mates in
1955

1955-56 . . . . . . 330,000 452,912

1956-57 . . . . . . 300,000 443,721

1957-58 . . . . . . 375,000 412,042

1958-59 . . . . . . 520,000 497,551

1959-60 . . . . . . 640,000 662,113

ToTAL . 2,165,000 2,468,339

Average per annum . 433,000 493,668

It will be seen that except for the year 1958-59 when 1ISCO’s output
was slightly lower than our estimates its actual production for all other
years exceeded the estimated output. Instead of an average of 433,000
tons per year it has produced on an average 493,668 tons a year.

6.2.2. The rated capacity and levels of production reached by
1ISCO in 1960-61 and 1961-62 arc given in the Statement in paragraph
6.1.3. The lower production in 1960-61 and 1961-62 are attributed by
the Company as, in the case of TISCO, entirely to dcterioration in the
quality of raw materials and difficulties of transport. =~
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6.3. HSL.—The level of production attained during 1960-61 and
1961-62 by HSL units is given in Statement in paragraph 6.1.3. The
units of HSL have also complained like TISCO and 1ISCO about dete-
rioration in the quality of raw materials and transport position. Some
of the salient features affecting their production are briefly indicated
below: —

6.3.1. Bhilai.- -With an elaborate blending yard Bhilai has to a
large extent been able to overcome the disadvantages of day to day
variations in quality of coal. This ensures that blast furnaces are fed
with coke of fairly uniform content of ash, sulphur, etc. The sinter
plant is designed to produce self-fluxing sinter. The blast furnaces of
Bhilai have a special feature, namely, moisture injection which is said
to lead to uniform humidity of blast and better regulation and per-
formance of blast furnace. All the furnaces in the steel melting shops
are being gradually converted to the basic roof for application of oxygen,
which would substantially increase output and reduce costs.

6.3.2. Rourkela.—In contrast with Bhilai it suffers from some
handicaps such as the absence of tipplers for unloading of coal and
blending facilities for regulating the day to day variation in the quality
of coal received. Due to the peculiar design .of the by-products plant
the entire coke oven gas is compressed as envisaged for the use of
fertilizer plant. But as the erection of the latter plant has been delayed
there is considerable avoidable expenditure besides loss in gas economy.
The third blast furnace has been commissioned recently while the first
blast furnace which was working below capacity has been taken up for
overhaul within three years of its commissioning. The LD plant is,
however. reported to be working satisfactorily. - Although Barsua mines
of Rourkela plant are mechanised the output from them is still very low.

6.3.3. Durgapur—Its coal washery is working much below the
annual capacity of 0.81 million tons of washed coal. The unloading
of covered wagons needs improvement. Delay in the commissioning
of the third coke oven battery and the third blast furnace has affected
output of saleable steel during the price period. The open hearth
furnaces are to be converted to basic roof and with application of
oxygen, it would result in better output and considerable economies.

6.4. Production figures of saleable steel by categories in respect of
the different stecl plants for the years 1960-61 and 1961-62 along with
those for 1959-60 arc given in Appendix VI.

7.1.1, It would be relevant to survey the raw material position,
as, firstly, the producers have attributed their lower output and higher
costs during the present price period entirely to this
rcason, and secondly, a proper appreciation and co-
ordinated efforts to improve the situation are essential to ensure the
future expansion and development of the iron and:steel industry, On
an average about four tonnes of raw materials enter a steel works. for
every tonne of steel ingot produced or over five tonnes for every tonne

Rew materials
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of finished stegl despatched. - Transport of these materials and despatch
of finished steel require timely installation of new, and augmentation of
existing, transport facilities by railways to the plant site and also careful
planning on the part of producers for maximum utilisation of those
facilities by reducing as far as possible the idle time ‘of rolling stock
and locomotives at the plant site.

7.1.2. The quantities required of the several raw materials in the
blast furnace burden depend on their respective qualitics. For example,
the quality of iron ore determincs the amount of coke and fluxes re-
quired. The qualily of coal and the preparatory processes like blending
and washing determine the quality of coke produced. The consump-
tion of coke also depends on its quality as well as that of fluxes. The
consumption of fluxes will depend on its own quality also. Correspond-
ing to the present level of production of 3.5 million tonnes of steel
ingots, the raw material requirements are asscssed at about 14 million
tonnes. The produccrs have bitterly complained of the difficulties which
they are experiencing about their transport. The demand for raw
materials will go up to ncarly 24 million tonnes when the capacity
production of 6 million tonnes of ingots is reached as expccted by the
middle of the Third Plan period. 1t is thercfore important that rapid
expansion of transport facilities must take place if output of iron and
steel is not to lag behind the target. In the following paragraphs some
of the problems connected with raw materials are discussed.

7.2. _Coal :

7.2.1. Production of coking coal of superior grades required by the
steel plants was about 13 million tonnes in 1960. The target of produc-
tion of coking coal at the end of the Third Plan period is about 23
million tonnes within the overall target of coal production of 97 million
tonnes which is also being raised. Coking coal is also required by
Durgapur coke oven plant of West Bengal and other merchant cokerics.
Demand for coal is growing fast. With the extension of mechaniced
mining, production of selected grades only is not possible.  There is
need to find an outlet for other grades also. In the circumstances
control should be exercised to ensure that those who do not need the
superior grades of coal should not have them and further, as these
grades arc getting scarce and have to be conserved, industries which
must use such coal should be prepared to show greater flexibility in
their usage and take all nccessary steps for this purpose, such as using
washed coal to a larger extent or making proper blends of coal includ-
ing non-coking coal. For conserving the limited reserves of coking coal
(from Jharia) a start has been made to use semi-coking coals (from
Raniganj) as a blend for coke ovens. The steel plants of HSL have
been designed to make use of such blends and both TISCO and HSCO
have been requested to follow suit.

7.2.2. The annual requirements of coal of the different steel works
and the sources of supply of both washed and unwashed coal as planned
upto the middle of 1963 has been furnished by the Coal Controller and
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are given in Appendix VII. The total requirements of coal upto the
middle of 1963 will be about 9.84 million tons made up of—

Washed coal . . . . . 6-18 Million tons
Raw coking coal . . . . 2:65 -
Dishergarh blending coal . . . 1:01 .

TOTAL . 9-84 .

The position regardin'g supply of washed coal to different steel plants
as at present and as envisaged by the middle of 1963 is given below:

Existing sup- Supply of wash-
ply of washed ed coal by mid-
coal as per-  dlc of 1963 as
centage of percentage’ of
total supply total supply
to the plant to the plant

Name of the steel plant

: _ (Per ccx;) (Per cent.)
TISCO . . . fprls . 50 96

IISCO . . . J : 5 : 11 15
Durgapur . . 3 ) 4 : 33 45
Bhilaji . . . . : L ) 35 - 90

Rourkela. . . . ho , . 50 70

It will be seen from the above table that the supply position of washed
coal is expected to improve by varying degrees for all plants.

7.2.3. There is an overall shortage of metallurgical coal at present.
Short supply to the plants is due to lower production of such coal as
well as inadequacy of transport. There was a chorus of complaints
regarding coal from all producers of steel. These relate to irgegular
supply of coal, supply of a large portion of coal in covered wagons
and mixing in the same rake of steam and gas coal. Further, all pro-
ducers complained about increase in ash content of coal. washed and
unwashed, inadequate supply of washed coal, supply of coal by different
collierics with ash content higher than what is allowed for the parti-
cular grade supplied by them and wide variations in the quality of coal
supplied from day to day.

.. 7.2.4. TISCO and IISCO have stated that they were previously re-
ceiving selected coal from a smaller number of mines and with no
serious transport difficulties were able to get regular supplies of fairly
homogeneous grades. Since then a number of their old supplies have
been diverted to other producers and the two companies have been
asked to draw their supplies from a larger number of mines. This has
resulted in wide day to day fluctuations and overall deterioration in
the quality of coal and TISCO has even pointed out that the advantages
which it had expected from its washed coal have been completely lost
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by the allotment of these inferior coals. The progressive deterioratior
in the quality of coal (by increase of ash) over the last six years as
indicated by IISCO and TISCO is given below:

Average ash content in  coal

(Per cent)

Year — - -
1ISCO TISCO

1955-56 . . . . . . 15-86 16:73
1956-57 . . . . . . 16- 47 16-49
1957-58 . . . . . . 16-69 17-01
1958-59 . . . . . . 16-76 17-23
1959-60 . . . . . . 171 17-41
1960-61 . . . . . . 17:94 17-88
1961-62 (April-Dec.) . . . . 18:06 18:04

The Chairman of Hindustan Steel Ltd. has also in his Annual Report
1960-61 underlined that transport of coal from the producing centres
and the supply of suitable coals in sufficient quantities continue to cause
difficulties.

7.2.5. Both TISCO and HSCO have pointed out the -following
adverse effects in blast furnace performance for increase of every one
per centof ash in coke—

(a) Decreased production by about 3-6 per cent for each increment
of ash by one per cent;

(b) Increased coke consumption by about 4-5 per cent for cach
increment of ash by one per cent,

(¢) Increased limestone consumption by about 5 per cent for cack
increment of ash by one per cent,

(d) Increased slag volume, involving increased expenses for slag
dumping;

(& Decreased yield of carbon in coke which means more coke
ovens and higher capital, overhead and operating expenditure;

() Decreased tar and gas yield; and

(g) Increased sulphur and phosphorus in pig iron resulting in longer
heat during steel melting, increased limestone and fuel
requirements for steel making and larger incidence of off-heats
in steel produced.

7.2.6. Most of the difficulties pointed out by the producers could
have been overcome if it were possible to ensure full supply of washed
coal. We hope that with increasing availability of washed coal from
washeries the problem of deterioration in the quality of coal will be
less acute in future. However, looking at the enormity of the problem
of transporting coal from a number of collicries and seams and distri-
buting it to different works, such variations in the quality of coal would
appear to be inevitable to some extent. They could perhaps be .con-
trolled 'by providing blending facilities as at Bhilai. Such blending
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facilities which necessitate a large stock-yard have the additional advan-
tage of providing buffer reserves of coal against irregularity of supply.
It would however seem that neither IISCO nor TISCO may be in a
position to arrange for blending as in Bhilai. For TISCO improve-
ments in future will come only by stepping up supply of its own washed
coal. For IISCO also when its own colliery development scheme gets
going it may be able to solve its coal problems. But for the immediate
future the need for both plants is to get regular supplies of coal deli-
vered without traffic irregularities and to have coal supplies arranged
from a smaller number of collieries. We recommend that in view of
the high priority that the steel industry should receive, the Coal Con-
troller should arrange for a smaller number of suppliers for each steel
plant so as to ensure greater homogeneity of coal supplics and the Rail-
way: should also agree to some readjustment of regional transport faci-
lities to make this step possible. Since our inquiry we have received a
communicitiion from IISCO vehemently complaining against its current
allotment of wagons for coal being cut so as to accommodate the
demands of new blast furnaces at Rourkela and Durgapur. 1ISCO,
of all steel plants, receives the least amount of washed coal and no
steel plant can afford to take its massive requirements of coal by road
transport. We bring this matter to the notice of Government for their
favourable consideration. Difficulties of handling coal wagons at the
plant site, however, may be overcome by the producers by installing
proper tipplers and conveyors and we recommend that applications
from the main producers of steel for their import should be favourably
considered by Government.

7.3. Iron ore:

7.3.1. In contrast with the difficulties about coal India has ampie
reserves of good quality iron ore. Particulars of supply of iron ore to
the different steel plants are given in Appendix VIII. By the end of
1963 the requirement of iron ore for the steel plants, is expected to ex-
ceed 10 million tonnes. Barring Durgapur most of the steel plants have
their captive mines and only a portion of their ore is purchased.

7.3.2. One of the important reasons for lower production of steel
and consequential higher cost of steel has been stated to be the deteriora-
tion in the quality of iron ore. The expansion of steel making capacity
has compelled the producers to go in for mechanisation of their
captive mines. Such mechanisation has led generally to deterioration
in the quality of ores and to overcome this TISCO is planning to instal
a beneficiating plant.

7.3.3. In the mining operations about one third of the ore is below
the size required for the blast furnaces. This is termed as ore
fines. The sintering of the fines or its use after agglomeration would
ensure fuller utilisation of natural resources and would reduce costs.
The use of self-fluxing sinter is stated to be preferable, since if charged
in substantial proportion, say, about 30 to 40 per cent of the blast
furnace charge, it would ensure smoother operation of the furnaces,
reduce coke consumption per ton of iron and increase the output. of
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the blast furnace. Only TISCO and Bhilai have installed sinter plants
to make use of ore fines and Rourkela is also planning to do so. The
sinter plant of TISCO is not producing self fluxing-sinter; but we are
informed it may be converted to a self-fluxing sinter plant with some
additional silos and some minor modifications. Both sinter plants have
however suffered from the disadvantage inherent in mechaniscd mining
wvhere a lot more of impurities pass on into the ore fines lowering their
quality and nullifying the advantages of the use of sinter. The proper
remedy lies in installation of washing and other beneficiating facilities
for ore fines before sintering. Experiments conducted by WNational
Mectallurgical I.aboratory showed that with washing facilities (scrubbing

followed by wet screening) fairly clean and enriched ore fines suitable
for sintering could be obtained.

7.4. Limestone :

7.4.1. All the steel plants cxcept Bhilai obtain their supplies ot
limestone mainly from Birmitrapur mines of Bisra Stonc Lime Co. Ltd..
-and a small part in some cases from Hatibari. Eventually Rourkela
may obtain all its requirements from Purnapani which is only 20 miles
-away. Bhilai has its own captive quarry at Nandini about 16 miles
away and the quality of limestone is also satisfactory. The complaint
‘of the other steel works relates to shortage of limestone of requisite
quality (particularly of the better grades required for open hearth
furnace) and deterioration in quality by way of increase in insoluble
‘contents (silica and residues, that is, other than CaQ and MgO).

7.4.2. Bisra Stone Lime Co. has indicated the average insoluble
content of limestone supplied by it as about 10 per cent. TISCO has
stated that whereas it was possible to obtain limestone with a maximum
of 5 per cent insolubles previously, the insoluble content has now risen
upto 12-13 per cent. IISCO has stated that insoluble percentage has

increased from 7.83 per cent in 1955-56 to 9.20 per cent during April-
July 1961.

7.4.3. From the information furnished by the Geological Survey of
India we understand that limestone reserves of requisite quality both
for blast furnrace and open hecarth are fairly widespread in Bihar,
Orissa and Madhya Pradesh within a distance of about 300 miles from
the steel plants. What is needed is efforts to expedite exploitation of
resources and provision of necessary transport facilities.

7.5. In addition to the above materials, steel producers require
scrap and consumable stores. As regards scrap, they use most of their
own process scrap—purchases from outside being negligible. Amongst
the consumable materials, refractories constitute the most important
jtem needed by almost all the vital sections of a steel plant. Bulk
of fire clay and silica bricks are now available indigenously. Chrome-
magnesite bricks needed for roof lining of open hearth furnaces are
imported. :
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8. Government have suggested that we might cohsidér standard
costs as a basis for determining depreciation and profits. These over-

Consumption heads are assessable in terms of a standard or ideal
norms in works

costs. block. But as regards works costs the performance
or consumption norms of different steel plants afford a basis for
comparison. These costs as distinct from mere raw material costs vary
between the established units and the new plants of Hindustan Steel
and also inter se between the individual units of HSL. In fixing uniform
retention prices we cannot but take into account the past performance
of a unit as well as the performance of other comparable units, On
this basis works costs of units have been adjusted, after discussions with
the representatives of the companies concerned.. We regard it as im-
perative that an industry of national importance cstablished partly at
the expense of Government resources must be maintained at a high
level of efficicncy and it should always strive to reduce its costs. Study
of the costs of HSL units during 1960-62 discloses very large variations
from the norms of established producers. But a trend is noticed of
improving performance as production is getting stabilised in the new
units at higher levels. In as much as the works cost of established pro-
ducers alone will be considered. the effect of uniform retention prices
will indirectly be the same as if the norms of the former have been
applied to all. The representatives of HSL assured us that effective

steps are already being taken to evolve a standard cost basis for better
control.

9.1. Effective capacity.. --Even in Western countries stcel plants arc
not working continuously at 100 per cent of rated capacity. However,
Work in the highly competitive economy of Western coun-
orks costs . . .

trics output generally follows fluctuations in demand .
and therefore occasional low levels of production among them cannot
be regarded as true indicators of capacity production. The producers
have claimed that duc to adverse conditions now faced by the Indian
industry, a production potcential of 80 per cent of designed capacity
should be adopted. The representatives of TISCO also stated that the
fall in output was steep particularly when tested materials had to be
produced. The lower rating is attributed to dcterioration and wide day
to day fluctuations in the quality of raw materials which affect opera-
tional norms, and dislocations in smooth working of the plants because
of erratic and inadequate railway transport both for bringing in raw
materials and for taking out finished products. We, however, consider
that every unit must strive to achieve at least 90 per cent of its rated
capacity. For the current price period since the effect of modern
machinery has not been fully realised we have accepted the level of
output achieved. As regards the future, the producers should be able
to concert measures for overcoming the existing difficulties facing the

newly expanded plants and higher performance norms have to be as-
sumed.

9.2.1. Development clement.—Producers have urged the continu-
ance of the development clement. in the price- for 1960-62 and
also for the. future in order to-enable them to meet a part of the cost of
expansion and modernisation. They admit that the present agreements
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are for seven years only and that the last major revision of steel prices
for the period ending 31st March 1960 also saw the completion of the
expansion programmes. They agree not to take a purely legalistic
view. stnce it would require them to fund the development element on
the basis of escalated prices. They have instead asked for a liberal
margin in price to give them adcquate reserves.

9.2.2. TISCO has asked for a higher price on the ground that its
costs have risen and more capital expenditure has become necessary
even to maintain the present rated capacity on account of troubles with
raw material, etc. The capital expenditure on MEP. TMP and related
works rose to Rs. 126.09 crores from Rs. 102.54 crores estimated by
us in 1955. TISCO's actual expenditure on TMP schemes and ancilla-
ries was Rs. 3.30 crores in 1960-61, and Rs. 2.76 crores (estimated) in
1961-62. 1t has also stated that some of the work on revamping of
mills had to be delayed on account of the non-completion of “Kaiser
Works™” and track work by railways due to railway remodelling of their
yard being incomplete. Further, as stated in paragraph 2.2., capital
works at a cost of Rs. 41.8 crores is necessary even to reach the target
level of 2 million tons of production. TISCO has contended that as
against an estimate of Rs. 14.1 crores for the development element in
the price envisaged by us in 1955 it was able to realise Rs. 5.18 crores
only. This has been attributed to production being less than what was
estimated by us during the period—thereby internal resources under
depreciation and surplus fell from Rs. 43 crores to Rs. 32 crores,
escalation benefits being limited only to estimated production and not

actual output.

9.2.3. 1ISCO has also stated its capital requirement under expan-
sion works as Rs. 2.4 crorcs in 1960-61 and Rs. 2.47 crores in 1961-62.
In addition, it has to go in for expansion of collieries, washeries and
topeway works costing Rs. 17.58 crores on account of the difficulty in
getting coal of suitable grades and the Government’s directive that steel
companies should try to become self-sufficient in coal as far as possible

in future.

9.2.4. We have given careful consideration to these requests. In
so far as the provision of a development element under the Agreement
is concerned, it was determined by us in 1955 on the basis of data
given by the companies themselves and allowed to be spread over a
five year period. If a seven year period had been taken, the spread
over of the element would have been smaller. The companies expected
the construction work on the plants to be completed in‘about three
years, but we advisedly took a five year period to ensure the expanded
plants reaching adequate production level. We had estimated produc-
tion levels to progress steadily on satisfactory completion of various
sections of the plants according to the plan. We have referred in para-
graph 6.1.2. to the lack of spare capacity in certain sections of TISCO’s
plant. Shortfalls in output cannot be attributed entirely to circumstances
‘beyond the control of the producers.
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9.2.5. Coal.—We observe that the mining costs of coal of TISCO
and [ISCO have gone up disproportionately to that of market coal, the
difference being as high as Rs. 6 to Rs. 12 per tonne inclusive of
overheads. We regard such high costs as unjustified and have impressed
on the producers the urgent need for stricter control over costs of mining
in their captive collieries. In this connection TISCO has represented
that the high cost of its washed coal is due to the levy of minimum
railway freight for coal carricd to its washeries and the difficulty in the
disposal of middlings for lack of transport. The first difficulty may be
overcome by the company only when it incorporates alternative modes
of transport in its plan for colliery expansion. Since TISCO has also
plans for expanding its steam and power generation facilities it should
take steps to use middlings in its boilers.

9.2.6. Iron ore.—TISCO has represented that with the gradual
deterioration in the quality of ores in some of its captive mines includ-
ing contamination with laterite, it has to restrict mining operations to
certain faces with the result that it has been unable to achieve any eco-
nomies from mechanised mining. It is also experimenting on washing
of ore fines. In regard to mining costs also an unhealthy trend is that
costs of cwn ore are higher than that of bought ore. In the long run
unless by economies in raising and by making full use of ore fines the
iron ore costs are reduced, the most important advantage which our

industry possesses will be lost and its competitive position will be
seriously impaired,

9.2.7. Labour.—The picture will not be complete without conside:-
ing labour productivity. Labour costs have been rising steadily with
rise in wages and amenities, There was an admitted surplus of labour
in certain units which is getting reduced through expansion of therr
capacities. By and large there has been some increase in productivity
after the expansion of these units but the output per worker is still
far below the average for Western countries even in units where there
is no high degree of automation.

9.3. Escalator Clause.—TISCO has represented that provision for
escalation which we rccommended in paragraph 28 of our 1955 Report.
being based on the company’s agreement of 23rd June 1955 should
have been interpreted more liberally and applied over their actual out-
put instead of the assumed production level of 760,000 tons in 1954-55.
Consequently all cost increases attributable to the rise in the cost of
production, such as newer and costlier sources of raw materials and
power were not admitted and shortfalls have thereby occurred. The
company’s contention also is that for future price determination escala-
tion should extend to all inevitable cost increases not excluding deterio-
ration in the quality of coal and other raw materials, adverse changes in
product-mix and changes in the sources and prices of raw materials,
rolls, refractories, stores, fuel and power, etc. In our view changes
in consumption factors and product-mix cannot be incorporated in an
escalator clause. Other points will be relevant as and when prices
for a future period beyond March 1962 come to be considered.
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9.4. Contingencies.— -1ISCO has represented that the margin for
contingency at the rate of about Rs. § per ton included in the price
structure from time to time since 1949 was not adequate and should
be increased. It has stated that subsequent to the investigation by the
Cost Accounts Officer in October 1961 prices of coal have gone up by
25 nP., lime-stone by Rs. 3 and iron ore on account of welfare schemes
cess by 50 nP. per tonne and further liabilities may accrue in future
due to labour legislation, etc. Extraordinary expenditure on materials
handling due to transport difficulties, loss on exchange and similar con-
tingencies have to be provided for. Inasmuch as the present price
fixation is attempted almost at the end of the current price period
1960-62, this may be considered when the question of price determina-

tion for the future period comes up.

9.5. Spelter—A higher cost for spelter at Rs. 1411 per tonne has
been asked for instead of Rs. 1132 which was taken for the provisional
prices. Having regard to market trends and the fact that ultimately
the adjustment is made on the basis of actuals by the Steel Controller
through the Fqualisation Fund we consider that no change need be
made for this virtually closed period (1960-62). _

9.6. Bonus, gratuity, etc.—TISCO has stated that for years becausc
of lower profits, its managing agents have foregone their commission.
It urged that remuneration of managing agents should be treated as
an item of cost. It argued that annual bonus to employees should not
be considered as part of return but as an item of cost. It claimed
that on account of the rcvision of wage structure the company’s liability
to pay retiring gratuity to employecs has gone up and this should be
allowed as an clement under overhead in the retention price. It is
unnecessary for us to repeat the basis on which managing agency com-
mission, being a charge linked with profits, has to be met out of the
element provided for return. ‘We have also to emphasise that till the
decision of the Government of India on the recommendations of the
Bonus Commission has been reached, the question of our adopting
profit sharing bonus as an item of costs cannot be considered. At the
same time in determining the quantum of return we have taken due
notec of inevitable liability that is attached to the steel industry on
account of labour bonus. In so far as gratuity is concerned, we have
accepted it as a regular cost incident to be included in the works cost.

9.7. Differentials :

9.7.1. By our terms of reference we are rcquired to determine uni-
form prices for common categories produced by different steel works
while for categories produced by some steel works only we are to
determine prices in relation to those of common categories on the basis
of known or standard differentials. TISCO has pointed out that the
prices for the period 1955-60 had not been fixed on such a basis for
categories manufactured by it only. Fixation of prices based on IISCO’s
product-mix, and over-all average price has perhaps-caused some diver-
gence between the scale of retention prices and actual realisation by
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TISCO. The latter has asked that it should not get for non-common
categories on the average less than for common categories. For the
price fixation of noncommon products we have to take the fair ex-
works cost of the producer and apply to his output the same basis for
overheads as has been adopted in the case of common products.

9.7.2. Selling prices of steel are fixed by Government as maximum
base prices having regard to retention prices recommended by us.
Price extras are also allowed under the Iron and Steel Control Order
for different sections and qualitics of controlled categories. The extras
are determined by the Iron and Steel Controller on the basis of sug
gestions of the Pricing Committec. In the case of certain items like
heavy rails no extras are provided between different weights and this
has now been claimed.

9.7.3. TISCO has asked that the allocation of overheads and return
to different products should be such as to provide sufficient compensa-
tion and inducement to the producing units to make the costlier and
more difficult categories like plates, skelp, wheels, tyres and axles, the
profitability of which must match the extra processing and costs in-
volved. The suggestion seems unobjectionable and has been taken
into account in determining the prices for non-common products. At
the same time its impact on sole consumers like the Railways may also
have to be considered.

9.7.4. Both TISCO and IISCO have pointed out that the lighter
and more difficult sections within the same base category are less
remunerative under the present price scheme and orders for them are
placed predominantly on the producers in the private sector. As in-
stances they have stated that rails of 60 Ibs. and 75 Ibs. are asked to be
rolled by TISCO while orders for 90 lbs. and 105 Ibs. rails have gone
to Bhilai; plates of 3/16” and }” thickness are also asked to be rolled
by TISCO inspite of the necessary rolling facilities existing at Rourkela ;
channels of 9” x 3” and 8” x 3” which are difficult to roll, rounds of
12 mm. to 20 mm. dia. and unequal angles, tees and telegraph channels
are also placed on them. For purposes of prices, rails have been divi-
ded into two categories, namely, light rails of 30 lbs. and below and
heavy rails of 50 Ibs. and above. TISCO has contended that as rolling
speed is constant a longer time is required to roll a given tonnage of
60 1bs. rail. Because of greater wastage and longer time involved in
rolling lighter sections the index of production in a given rolling time
for rails of 90 tbs, 75 Ibs. and 60 lbs. would, according to the company,
be 100 tons, 80 tons and 70.5 tons respectively. On the basis of esti-
mated works cost of, say Rs. 375 per tonne for 90 lbs. rails, it claims
that only a price of Rs. 389 per tonne for 75 Ibs. rails and Rs. 401 per
tonne for 60 1bs. rails will compensate it for extra rolling time and
labour involved. Technical advice received by us, however, indicates
that there are comparative diseconomies in the rolling of 90 1bs. and
105 lbs. Rejections are more for such heavier rails and the market
for second class or off-grade materials is also restricted.

3—6 T. C. Bom./62
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9.7.5. Two main issues arise out of these complaints. First, whether
a more equitable distribution of the orders in respect of the product-
mix could not be made by the Iron and Steel Controller so that pro-
duction units would bear more or less an equal burden in rolling diffi-
cult or relatively less remunerative sections, and secondly, whether there
should be a differential in price so as to compensate producers for more
difficult items of production. As regards the first, considering the feel-
ings expressed by the producers of the private sector that there was
discrimination against them, it is necessary that any ground for such
a complaint should be avoided. It is possible at the present juncture
that as plants in the public sector have yet to (ry out their mills on
different ¢nd products which they can roll and stabilise their production
accordingly, it might be considered necessary in thc public interest
that they should, to begin with, be asked to produce predominantly
those categories which they have already tried out so that orders for
the rest could be placed on others who have stabilised their produc-
tion. When there is an overall shortage of steel, some such arrange-
ment is necessary to avoid drop in production. At the same time in
consonance with the obligation which the Stcel Control owes to all
units producing steel, every cffort must be made to secure more equita-
ble distribution of orders so as not to affect the productivity and return
of the established units, The Iron and Steel Controller has told us
that there is no discrimination in favour of Government plants and
that orders are distributed having due regard to the delivery period
required by consumers like railways and capacity available with diff-
erent plants. He also mentioned that as far as possible he ried to
avoid imports so as to utilise indigenous capacity to the full. He advised
that no change should be made in regard to constituents of the present
base catcgories by creating new sub~ategories and that any difference
in price payable to the producers for other than base sizes or_specifi-
cations should primarily be cxamined by the Ad [loc Committee on
Extras. In fact TISCO has supplied a list of over one hundred items
covering rails, channcls, beams, angles, rounds, flats, squares, etc. of
diffzrent sizes produced from different mills, for which it has claimed
diffcrentials. This would require detailed examination by an expert
technical committee. We are, therefore, inclined to agree with the Iron
and Stecl Controller and let the matter be decided by the Extras Com-
mittee. However, having regard particularly to the case of rails where
the present range from 50 Ibs. and above is too wide we suggest that
the Extras Committee should examine on a priority basis the claims
of producers for higher prices for rails of 50 Ibs.. 60 Ibs., etc.

9.8. Amortisation of borrowings:

9.8.1. Under the Agreements with the World Bank repayment of
loan in instalments has to commence from 1959-60. The producers
have urged that this amortisation cannot be met from the return n
the current retention prices and have claimed continuance of the deve-
lopment element in the retention price. We are unable to agree that
repavment of such loans should be covered and earmarked by an ele-
ment built into the retention price. Consistent with the declaration
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of fair dividends the producers should use internal resources from de-
preciation, reserves and current profit margins for making the amortisa-
tion provision.

9.8.2. Tt is only as regards repayment of the special advances that
Government have agreed that there should be a special element in
the normal retention prices for steel (for meeting interest charges as
well as the instalments of the principal). As stated carlicr Government
have accepted our recommendation in our Report of 1959 that intercst
on special advances granted to TISCO and IISCO should be charged
at the rate of 5 per cent per annum commencing from 1st July 1958.
though the actual recovery could be left to be determined from a date
after 31st March 1960, when a decision is taken on a common reten-
tion price for all main producers. Since we are now prescribing uni-
form retention prices for common categories for all producers for the
period 1960-62, we feel justified in suggesting that recovery of interest
and the repayment of the special advances should commence from 1st
April 1960. While interest would be regarded as a legitimate outgoing,
the repayment of advances will have to come out of the profit margin
and be liable to tax. Under the Agreements Government have permit-
ted both the companies the bencfit of repayment of the advance after
deducting taxes, that is, the amount of payment will have to be grossed
up so as to include an element for tax.

9.8.3. Special advances have been given to both IISCO and TISCO
on similar terms. In the casc of TISCO the amount of the advance is
Rs. 10 crores, while IISCO had received a second advance of
Rs. 18.26,476 so that the  total advance in its case amounts to
Rs. 10,18,26,476. Since the price is determined in terms of a unit tonne
and the capacity production of IISCO is 0.81 million tonnes against
1.52 million tonnes of TISCO, repayment of instalment for the two
producers is bound to differ. If the loan liability has to be extinguished
over an ideatical period the incidence per tonne will vary. Represen-
tatives of 1ISCO and TISCO have told us that the period could be
10 to 15 years. In this connection it should not be forgotten that the
shorter the interval, the higher would be the clement for interest and
irstalment for repayment of special advances. In order that the addi-
tion of the clcment to the retention price does not cause undue hardship
to the consumer we consider that the repayment should be spread over
a period of twenty years. The element for repayment of the advance
on twenty year basis including (a) interest together with the arrears
from st July 1958 and (b) instalment for repayment of the principal
grossed for taxes would amount to Rs. 7.99 in per tonne in the case
of TISCO and Rs. 15.29 in case of 1ISCO as indicated below :—

TISCO HSCco

(a) Amount of Special Advance Rs. flakhs . . 1000-000 101R%-265
(b) Annual Instalment Rs./lakhs . . . . 50- 000 50-913
(c) Incidence per tonne of saleahle steel Rs. . . . 3-29 6-29
(d) Incidence of Tax to be added Rs. . . . 2-69 5-15

{e) Amount grossed up to be added (c+d) Rs. . ; 5:98 11-44
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(f) Annual instalment of interest Rs,/lakhs . . 30-625 31-184
(g) Interest per tonne of saleable steel Rs. . . . 2:01 3:85
(h) Payment of principal and interest per tonne of sale- 7:99 15-29

able steel (e +g). Rs,

The incidence per tonne of saleable steel is calculated on the basis of
an equated payment spread over a period of twenty ycars in relation
to the capacity output of each company. The actual annual payment
of interest and principal towards the special advance will, however.
depend on the actual quantity of saleable steel despatched in any one
year.

9.8.4. We have considered the various terms of the agreements
which lay down thag there should be on the one hand a uniform price
for common products between producers inter se and that the retention
price should contain an element for interest and repayment of the spe-
cial advances. Since the retention price of common categorics have to
be equal inclusive of the element for repayment of advance, only a
uniform element can in effect to be built into the price. Having regard
to thc impact on selling prices this element should be kept as low as
possible. We, therefore, recommend that Rs. 8 per tonne may be
taken as the special element. In so far as this element becomes part
of the uniform retention price it will also be automatically included in
the price of the other producer (HSL) for whom individual retention
prices are not considered and for whom prices are to be determined
on the basis of costs of the two established ‘producers.

9.8.5. While we have rccommended this element for repayment of
special advance in retention price, we wish to draw attention also to
a matter which is covered by the agreements and which is ultimately
to be decided by Government as one of policy. Clause 3(c) of the
agreements with IISCO and TISCO contains the following provision :

“Notwithstanding the provisions in paragraphs (c) and (d) of sub-
clause (iv) of Clause 1 laying down the manner of repayment
of special advance to make an issue of share capital at such
time or times (afier the 1st day of April 1963)* as the Gov-
ernment of India may call upon the Company to do and to
repay out of the proceeds of such issue a portion of the special
advance. The proposals for any such issue (including the
{iming, the amount of share capital to be so raised and the
portion of the special advance to be repaid out of the proceeds
of the issue of sharcs and other particulars relating thereto)
shall be as may be agreed between the Government of India
and the Company”.

[*occurs only in the Agreement with TISCO.]

In so far as the present capital structure of the two producers is con-
cerned. in the context of the completion of the expansion plans, the
ratio of the share capital to borrowings is low as also the ratio of share
capital to fixed assets. In the course of implementing the cxpansion
scheme TISCO has raised its share capital by Rs. 21:86 crores and
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IISCO Rs. 7.50 crores. It may not therefore be expedient or feasible
for them to raise further capital at this juncture. At the moment the
demand on the current resources of the companies on account of liqui-
dation of 1.B.R.D. loan liabilities and also financing of additional capital
expenditure is so large and as the level of production has not yet stabi-
lized, it is difficult for us to project even an approximate time by which
the companies would be in a position to raise further capital. Only
during the next price period when perhaps a more realistic assessment
of the resources, liabilities and performance of the companies could be
made a judgment on this point may be possible.

10.1. Depreciation :

10.1.1. Government have suggested in their terms of reference that
we may consider the adoption of standard costs as the basis for deter-
mining overhecads (depreciation and return) in view
Depreciation  and nf the wide divergence in costs not only between the
retura. new and the old works but also between the esta-
blished works themselves. 1If the current practice of allowing over-
heads at a certain percentage on gross block is applied to the units of
HSL their retention prices and the selling prices based thereon would
be totally unrealistic as their capital block is excessiveiv high in rela-
tion to their output. The approach to depreciation in previous cost
inquirics had becn somewhat pragmatic and was designed mainly to
give the companies ampler internal resources for financing a part of
their expansion. This objective was also sought to be further by other
steps like the inclusion of a special development element in the price
allowed for the five year period commencing 1955-56. We have now
to take a decision as to whether the existing arrangement could be
continued or a standard or a representative block, in preference to the
individual capital block of a unit. could be adopted for the application
of an appropriate rate of depreciation.

10.1.2. In 1949 the Tariff Board had followed the practice of allow-
ing normal depreciation on gross block. The companies later repre-
sented that the amounts allowed were far from adequate to meet the
essential expenditure on replacement. renewals, etc., and that a higher
amount of depreciation was necessary. After careful consideration of
these representations the Tariff Board in 1951 agreed to raise the pro-
vision for depreciation in the case of TISCO from Rs. 200 lakhs to
Rs. 300 lakhs per annum and in order to provide the amount free of
tax, fixed a gross amount of Rs. 377 lakhs. The additional amount of
Rs. 177 lakhs (gross) which was in excess of normal depreciation was
allowed by way of special depreciation. Similarly, in the case of SCOB
in order to allow 7.15 per cent on a gross block of Rs. 7.62 crores, the
net depreciation which amounted to Rs. 54,48 lakhs was grossed up to
Rs. 65.74 lakhs. The sum of Rs. 25.74 lakhs (gross which was in excess
of normal depreciation was, as in the case of TISCO. allowed as special
depreciation. From 1953 onwards depreciation was allowed at 6}
per cent on fresh additions to gross block since March 1952 over and
above the normal and special depreciation referred to above.
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10.1.3. Both the main producers, TISCO and IISCO have urged
:he continuance of depreciation on the above basis. TISCO has stated
that if depreciation at 6} per cent is allowed on the cost of a new plant
it would cover the cost of rehabilitation and replacement of the older
plants at the present or future higher cost and also leave a margin to
cover the factor of obsolescence, which is an important one in an in-
dustry like the steel industry where technological advances are proceed-
ing at a fast rate. 1t has also drawn attention to sections 205 and 350
of the Companies Act which make it compulsory for depreciation pro-
vision to be made either on the normal income tax basis or at a scale
of rates which would provide for writing off of 95 per cent of the de-
rcciable assets during a period comparable with that on the former
asis.

10.1.4. It may be observed that our steel industry has gencrally
followed a pattern similar to that of the straight line method in provid-
ing for depreciation though the requiremcnts of such a imethod have
not been fully complied with. I1SCO is laying by depreciation at an
average rate of 5 per cent on its wasting assets, following the straight
linc method. HSL has also decided to follow the straight line method
for depreciation and on the basis of technical advice is appropriating
5 per cent on the original cost of wasting assets towards depreciation.
A switch over completely to a straight line basis for depreciation for
cost purposes will not therefore be a-new departure for the steel ndustry,

10.1.5. It is not necessary for us to discuss the relative merits of
different systems for providing depreciation. Depreciation has now
become a statutory obligation and both the diminishing balance method
and the straight line method have their merits and recéived statutory
recognition. For ensuring price stability in a highly capital intensive
industry like iron and steel it is desirable to have uniform contributions
from year to year to make good the wastage of productive assets. For
this purpose the straight line method has obvious advantages.

10.1.6. The next point for consideration is whether a rate of 6%
per cent on gross block for depreciation is cssential or reasonable.
Analysis of depreciable assets in use will show that in a steel plant a
greater part of assets constitutes plant and machinery whose life periods
arc assessed at about 12 to 25 ycars. For items like buildings, roads
and ancillary services for factory and colony and railway sidings, the
life periods are much longer. For assets like stecl melting furnaces
and blast furnaces the lifc of the main structure is much longer and
suitable allowance is made for expenditure on re-lining at regular in-
tervals during the life period. It is, therefore, obvious that the entire
block of a stecl plant may not entitle itself to a rate of depreciation
as high as 6} per cent. The overall average may be nearer a rate of
4 to 5 per cent.

10.1.7. The rate of depreciation has to be linked with the life of
the category of plant and machinery. The present rates approved for
income tax purposes which have been in force since 1939 have a cer-
tain bias in that they enable in industry to recover a proportionately
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higher quantum of depreciation over the valug of the assets during the
first years of their life. Apart from the value of this provision as an
incentive to industry in certain circumstances, the industry has the bene-
fit of a tax holiday or a carry-over of arrears of depreciation. Applica-
tion of the above rates to the costs of a unit in a highly capital inten-
sive industry would spell an enormous burden through prices in the
initial years. The rate of depreciation for the purpose of costing in
such cases would have to depend more directly on a uniform basis on
the life of the asscts determined on sound engineering considerations
and taking note of estimated residual life. Under the existing arrange-
ments the incidence of depreciation is also not likely to be uniform for
the different units for whose products uniform prices are to be fixed.
For these reasons we do not consider that the continuance of the ad hoc
system as in the past is justified.

10.1.8. In so far as the major part of the fixed assets of IISCO and
TISCO are newly installed it would be rcasonable to consider as ade-
quate a uniform rate of depreciation of 5 per cent. This is the rate
which has been adopted by IISCO and HSL units. A flat rate of 5
per cent more or less corresponds to the present rate of 15 per cent for
machinery items under the income-tax rules. But this is not to gainsay
the fact that the established units have still some old assets which have
been kept in use through a process of continuous rehabilitation. Their
written down value being negligible, the quantum of depreciation on
the diminishing balance method would be very low. Hence an overall
rate of 5 per cent would be more than adequate.

10.1.9. As regards standard costs, we are not sure whether Govern-
ment had in mind the practice of the Iron and Steel Board in the UK.
The following extract from a publication of the Board entitled “What
it is and What it Does” indicates the current thinking by the Board on
the subject of depreciation and return—

“In the Board's first comprchensive price review in 1954, maxi-
mum prices were based on (a) the average cost of production of each
product of the more efficient producers, plus (b) a margin for deprecia-
tion and obsolescence of plant at replacement cost, plus (¢} a marign
for profit based on the historical capital employed. But the Board
realised that such a price policy might not. on the one hand, reflect
quickly enough the possible reduction of costs resulting from new tech-
nical developments nor, on the other, offer enough incentive to expan-
sion by providing a reasonable return on new plant at a time of rising
costs. After the 1954 review, therefore, thc Board began to move
towards a price policy geared less to average costs of production and
to capital employed at existing works and more to production costs
and to capital charges at a completely new plant. In this new approach
the Board was influcnced by the need for a massive expansion pro-
gramme to mect rising demand.  But average costs. and historical capi-
tal, were also lnsing thair validity as a basis for current prices because
of the changes that werc taking place both in technology and in the
value of money. Prices must be sufficient, the Board felt, to make the
expansion of iron and steel making capacity justifiable ; but they must
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also be low enough to discourage the continued use of obsolete plant
and encourage modernisation. The new principle called for a new
body of information and fresh estimates. The method that has been
evolved is this. Something like an ideal plant is created on paper ; its
capital and operating costs are estimated and technical experts from
the industry are asked to criticise. If the experts can show that the
Board’s assessments are unduly stringent they are modified. Otherwise
the layout and size of the plant, and the assessments of capital and
operating costs, arc assumed to be the most economical obtainable in
favourable conditions. The Board then fixes prices to eover the operat-
ing costs, and reasonably remuncrate the capital cost, of the hypothe-
tical plant. The technical estimates involved must necessarily leave
some room for difference of opinion. Nevertheless, it ts probable that
a more exact knowledge than ever before has been gained in the field
of cost economy. This has had the important result that apart from
their function in price fixing the estimates of new plant costs are in-
creasingly used by producers themselves as a yardstick in their deve-
lopment projects.”

Because of conditions prevailing in our industry it is not possible
at present to assess the works cost and the overheads on the basis of
such an idecal plant and in any case such-an exercise for a closed period
like 1960-62 would have little significance. We have, however, consi-
dered whether a fair block basis can be reached on the basis of a com-
-parative study of the capital blocks of the existing units. In other words,
'what cannot casily be established through the deductive method may
in our opinion be arrived at inductively.

10.1.10. Further, as regards application of standard cost, while
standards or norms can be laid down for purposes like working effici-
ency, consumption of raw materials, etc., it is almost impossible to lay
down any yardstick for writing off the cost of asscts. For financial
accounting it must get related to its own individual block and life span
of its assets. On account of difference in age composition. type or
design, source of supply and similar factors, original cost of productive
asscts employed by different units in the steel industry would never
remain at a standard level. The same factors will come in when select-
ing a new or hypothetical unit as a standard, particularly when India
is not manufacturing any steel making machinery. It is however cus-
tomary to measure the comparative performance of productive units
on the basis of capital cost in relation to a unit of output. For this
purpose it is possible to envisage an ideal plant whose capital and
operating costs can be estimated and determined by the technical ex-
perts from the industry and to fix not only the works cost but reasonable
capital cost of a hypothetical plant on the basis of its optimum produc-
tion. But this comparison will hold good only for a given time and
will have to vary for each cost period.

10.1.11, If this concept is to be applied it will at present create
great disparity within the different stecl units in India. Firstly, none
of the units in the public or the private sector is yet producing steel
up to its optimum rated capacity. Secondly, the capital assets of each
of these units have been obtained at very different prices from different
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sources. In some respects the production patterns are also not truly
comparable, as between units following the open-hearth and the LD
process. The composition of the production machinery and its capital
cost is also dependent on the nature of the end products. Thus a unit
like Rourkela with special machinery for rolling only flat products
would necessarily have a higher capital cost. Further, in foreign coun-
tries we understand the yardstick of standard block is applied to only
those assets that are directly employed in steel making and collieries,
raw material sources, colonies and extensive by-product plants are not
included. But all our integrated plants have to a large extent to carry
these ancillary facilities. Expansion plans liave now been sanctioned
for the three Government plants to bring them to a more economic
level of production. Their original layout and design with higher capi-
tal costs had admittedly provided for a lot of built-in capacity for faci-
litating future cxpansions. These considerations would apply also to
the contemplated expenditure on plant and ancillary facilities and raw
material sources so as to increase economy of working in the case of
the two private sector plants. All this will make the so called standard
block a variable factor.

10.1.12. The concept of a standard block may have thus to be
modified for each period of price fixation. The concept gives tacit ad-
vantages in cost fixation for an old unit, since in effect the depreciation
element gets linked with the latest replacement cost of assets. This is
a basis which has not been accepted so far either for fiscal purposes or
for price fixation. On the other hand the benefit conceded by a standard
element for depreciation if analysed will be found to be the same as
if the price of a representative producer were taken. Such a price if it
is higher than that of an old or established unit will automatically give
it an advantage similar to that calculated on the basis of a standard
block. Therefore, in the context of uniform prices the units whose
capital block is lower than the representative block will derive a benefit
when prices are based on the capital cost of a representative unit. This
is a pragmatic approach having its own merits.

10.2. Standard block :

10.2.1. In Appendix 1X we have given an assessment of the capital
block per tonne of ingot and per tonne of saleable steel in the case of
TISCO and IISCO and of each of the three units of HSL separately.
We have also made an assessment of per tonne capital blocks of TISCO
and IISCO after their proposed capital programmes have been com-
plcted. In addition we have tried to assess the per tonne block at the
end of the approved expansions for the ‘Third Plan period for HSL
units. The per tonne block for HSL units at the present level of pro-
duction of saleable steel is totally unrealistic and even at the end of
the next stage of expansion is unlikely to come below Rs. 1900 inclu-
sive of colliery, mines, etc. The per tonne cost for 1ISCO on thc same
basis is about Rs. 1000. It has at present the lowest incidence of cost
on account of mines, quarries and colonies. Even after the proposed
expansion of collicries etc., is completed the per tonne cost will remain
in the region of Rs. 1150 per tonne. As against this IISCO has cited
International Construction Company that the capital cost of integrated
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iron and steel plant of one million tonnes capacity like the Burnpur
unit which in 1954 would have cost Rs. 131 crores without township,
mines and quarries would on the same basis now cost Rs. 179 crores
erected on site. The TISCO block per tonne on the basis of the present
cost of the works and its capacity output would be about Rs. 1250 per
tonne of saleable stecl or Rs. 950 for ingot. Including the proposed
additional expenditure which the company proposes to incur in order
to produce two million tonne ingots the block per tonne of saleable
steel may ultimately go up to Rs. 1560 per tonne on the overall biock.
But it is also to be remembered that about 25 to 30 per cent of the block
of TISCO represents old plant and machinery installed before 1954-55
and only the balance of 70 to 75 per cent is comparable to that of the
new plant and machinery of HSL.

10.2.2. For the present price period the representatives of TISCO
expressed that a block of Rs. 200 crores including all ancillaries will
correspond to the achiecved output of 1.285 million ton of saleable steel
or 1.60 million ton of ingots. Taking the present plant the block
per tonne of saleable steel works out to Rs. 1450 on present output
against Rs. 1250 on capacity production. Two points have to be
considered in determining the basis for fixing the standard block
whether it should be on the basis of a new plant of comparable size or
on that of an existing representative plant. I1ISCO and the three HSL
units are at present of similar size.  But apart from other factors because
of the builtan facilities for future expansion, the present block of 11SL
units cannot be compared with that of IISCO. Till the Third Plan
expansion is completed or we have more authentic data about costs
of a new plant it will be difficult to make a fair assessment for a onc
million tonne unit on the basis of new plant and machinery. Nor can
it be postulated that a one million tonne block should be preferred as
a standard to a larger block. The data we have and the information
obtained about steel production abroad are also insufficient. Govern-
ment’s suggestion that for the purpose of determining depreciation and
return standard costs based on a standard block should be adopted
would doubtless avoid erratic fluctuations under these heads for dificrent
.units. Nevertheless for a short price period like the present onc we
find that the block of an established producer like TISCO, can furnish
a reasonable standard, if suitably adjusted. On the whole we consider
that for the present price period a block of Rs. 1300 per tonnc of salea-
ble steel should be considered as reasonably representative.

10.3. Return on capital :

10.3.1. TISCO has represented that the return to be allowed to
the industry on the capital employed basis should be linked with that
for a new undertaking as is allowed by the Iron and Steel Board in
UK. It has suggested that the rcturn should be a minimum of 12
per cent of the employed capital which, after payment of taxes at 45
per cent will yield a net return of 6.6 per cent. IISCO has represented
that if the previous basis of calculating return on the original cost of
'‘the block together with an allowance for interest on working capital
'i8 continued, the return should be higher than 8 per cent and the work-
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ing capual should be computed at eight months’ cost of production
nstead of six months’ as previously and that the rate of interest on
working capital should be substantially increased in view of the current
high cost of finance. If, however, return is allowed on the capital
employed basis IISCO has pointed out that in so far as the fixed capital
expenditure content of capital employed is concerned, it might be taken
on the actuals for a new unit or on the present day cost of a new and
modern plant of similar capacity. In regard to working capital the
increase has been asked for on the grounds of enhanced cost of all
materials, stores, spares, disproportionately increased volume of stocks
following upon the expansion of operations and the large stocks of
finished products due to the inability of the railways to provide ade-
quate transport. IISCO further urged that the retention prices should
be such as will enable the company to repay its borrowings, to main-
fain a healthy financial position to provide for the replacement of the
plant and machinery at the ever-increasing prices and to build up
reserves for future contingencies. TISCO has indicated by way of
ustration that on a production of 1.275 million tonnes per year they
will require by way of resources from overheads Rs. 27.25 crores from
an cstimated block of Rs. 200 crores so as to cover depreciation and
after mecting bonus, interest and taxes, be able to et a net return of
T4 per cent and still be left with some reserves. The break up indicated
is depreciation @ 5 per cent Rs. 10 crores, return @ 71 per cent total-
ling Rs. 15 crores to cover interest (Rs. 3.00 crores), bonus (Rs. 1.50
crorcs) dividends and retained profits (Rs. 7.00 crores), taxes (Rs. 3.30
crores) interest on working capital of Rs. 20 crores @ S5 per cent
(Rs. 1.50 crores) and head office and selling expenses (Rs. 1.00 crores).

10.3.2. Right from the beginning the retention prices of steel have
been fixed by including therein rcturn to the industry at 8 per cent
on the gross block plus intercst at one per cent over the bank rate in
respect of the estimated working capital.  We have carefully considercd
the request of IISCO to raise the element for working capital to eight
months’ works cost equivalent. It has indicated that a safe stock
would be one month’s consumption for coal and iron ore and one
and a half to two months for limestone. In so far as the rise in prices
of raw materials, stores, spares. cic., is already reflected in the works
costs. the contention that following expansion of production there will
be disproportionate increase in the value of stock seems untenable.
Further, difficultics in movements of raw materials or finished goods
which are reflected in occasional accumulation or depleiion of stocks
is also not a valid contingency for making a general increase in work-
ing capital. In any case for the present price period it has not been
shown that working capital provided on six.months’ works cost basis
as heretofore is inadequate.

10.3.3. We appreciate that in the case of a vital industry like steel
the return on capital should be adequate not only to meet the exnen-
diture normally chargeable to profits like taxes, managing agency com-
mission. bonus to employecs, etc., but should also leave a provision
for declaration of a reasonable dividend which will maintain the
stability to the industry as well as ensure future capital formation.
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10.3.4. The present price period is a carry-over of thee last five
years of development as well as a prelude to one for future stabilisa-
tion and expansion of the industry. We recommend that the prices
should be fixed allowing a rate of return of 8 per cent on the ‘standard
or representative block of Rs. 1300 per tonne of saleable steel’. On this
basis and with uniform prices for common categories TISCO will have
adequate funds for declaring its rate of dividend as in the past two
years. With judicious use of the depreciation fund TISCO will have
adcquate resources not only o meet repayment of loans but also finance
some of the capital works which are now necessary for achieving two
million tonnes production. On this uniform price basis return to I1SCO
will be relatively higher putting it in possession of larger rcsources
which ought to be utilised for liquidation of its borrowings and financ-
ing of its programme of expansion,

10.3.5. The above recommendation is made after a comparison of
the three alternatives available, namely, continuing the method of a
return on gross block, the capital employed basis and the standard
block concept. Owing to the continued application of the gross block
method to the industry the computation of net assets so as to determine
capital employed involves certain adjustments. Applying the basis of
the capital employed to TISCO, a return of about 10 per cent on the
basis of capital employed as usually computed by us would offer more
or less the same profit margin as 8 per cent on the standard block,
with 5 per cent intercst on working capital. For a highly capital inten-
sive industry such a return could by no means be regarded as excessive.
In so far as the impact of the present prices on other producers is con-
cerned, IISCO, as stated above, with lower overheads and a better
output percentage will in any event carn a higher profit. Whether the
return is fixed on the basis of a representative or standard block or
on the capital employed basis for TISCO, the prices to be tixed as fair
uniform retention price for the industry would still be the same. For
HSL units whose production is ‘still only a fraction of their capacity,
as already cxplained, the rate of return fixed on any of the above basis
would still not afford a margin of profit for declaring dividends during
the price period. At best they will be able to provide depreciation and
liquidate arrcars on this account during the years immediately following,.
When their production reaches optimum levels the payment of a mode- .
rate dividend may become possible.

11.1. Preliminary estimates.-—In the preliminary estimates made
Co o . in October 1960 by the Cost Accounts Branch of
8t estimates for it 5 M H 1ot
the Ministry of Finance to determine provisional
TISCO and ISCO. = - . : .
mnd IS prices for 1960-62. the following level of production
was assuined for the two main producers :

(In lakh tons)
IISCO TISCO

Coke ovens (coke) . . . . 12-57 14-50
Hot metal (Iron) . . . . 11-70 15-82
Steel Ingots . . . . . 9:00 16-01

Saleable stecl . . . . .. 712 12:39
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Direct costs were based on the prices of materials and stores ruling
in September 1960 and the consumption level for 1959-60 was adopted
for purpuses of the estimates. Overheads were calculated on the basis
of the above estimated outputs. On this basis, provisional retention
prices which contained no element for development were calculated.
The provisional prices for the common categories yiclded an average
of Rs. 529 per ton for IISCO and Rs. 518 per ton for TISCO. The
weighted average price including non-common categories worked up
to Rs. 526 per ton for TISCO. .Government fixed the provisional prices
for the various categories of steel at an average price of about Rs. 520
per ton or Rs. 512 per tonne subject to any adjustments that might
become necessary in the light of our final recommendations.

11.2. The present cost study for TISCO and IISCO was completed
in January 1962. The books of accounts of both producers werc exa-
mined by our Cost Accounts Officer in detail for the latest accounting
period, namely, Ist April 1960 to 31st March 1961 and also for the
broken period, April-July 1961. As only four months’ production
cannot be taken as fully representative, the estimates for 1961-62 were
prepared by him by incorporating with it the output of the comple-
mentary period of eight months in the previous year. To enable us
to come to a conclusion whether or not a worthwhile costing may be
done for the units of HSL during the period 1960-62 and to determine
to what extent the results based on such an examination could be
accepted for any modification of retention prices, we deputed our Cost
Accounts Officer to conduct a study based on a pattern similar to that
traditionally adopted in the case of the established producers. With
some difficulty comparable data were collected in the required proforma
from HSL units. Since detailed costing was not found possible in res-
pect of Hindustan Steel, we have, as discussed later, not accepted their
cost data for modifying in any way the retention prices for the current
period 1960-62, which have been determined with reference to the costs
of the other two major producers. Copics of the Cost Reports regard-
ing 1ISCO and TISCO as well as the cost data compiled in respect of
HSL arc being forwarded to Government separately as confidential en-
closures to this Report.

11.3. The actual production of TISCO and TISCO during 1960-61
has becn taken into account for assessment of costs. Abnormality in
" expenses, wherever noticed, has been excluded in order to arrive at
fair ex-works costs. The estimates for saleable stcel for 1961-62 of
1.3 million tonnes for TISCO and 0.71 million tonnes for IISCO have
been bascd on the trend of production for the first ten months. Actual
production at the end of the year has, however, slightly exceeded our
estimates and we have not considered it necessary to revise our costs.
The costs for 1961-62 have been worked out on the basis adopted for
1960-61 with suitable adjustments for price increases in coal. limestone.
railway freight, etc.

11.4. The reasons for the shortfall in production and rise in costs
mentioned by the companies including those connected with difficulties
caused by production and supply of raw materials and availability of
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transport, etc., have been discussed earlier. In so far as the works costs
of 1ISCO for 1960-61 are concerned, higher consumption factors for
coal. coke, limestone and the deterioration in quality of raw materials
including iron ore have been taken into account in the Cost Report.
Production of ingot was 90 per cent of rated capacity and saleable
stecl 89 per cent. Works costs for 1961-62 have also been made out
taking note of cost incidents, increases due to prices as well as wage
factors. Production of saleablc steel was estimated at 0.71 million
tonnes, that is, about 87 per cent of capacity. In the case of TISCO.
it was found that the production of ingots and saleable steel achicved
in 1960-61 was only 80 per cent and 83 per cent respectively of the
installed capacity. Although the deterioration in the quality of raw
materials and difficulties in supply on account of transport were similar
for both the units, the rise in production costs of TISCO during 1960-62
was higher. As in the case of 1ISCO direct increase in the cost of raw
materials and changes in certain consumption factors of raw materials
have been allowed. It was, however, noticed that expenditure on
stores was high in the case of mines, coke ovens as well as maintenance
and operation of the plant. These reclated principally to refractories.
ingot moulds, spares and parts used in overhauls, rolls and other stores
in rolling mills. On this accouat various adjustments in the works costs
of TISCO have become nccessary. For cost calculations spelter has
been valued at Rs. 1132 per tonne. Excise duty incidence has been
based on actual tonnage of ingots rolled. The works costs data were
discussed with the companies representatives. 1ISCO had no special
comments. The discussion with TISCO showed that its costs for
1960-61 which had registered a substantial increase over 1959-60, were
due to several adverse factors, but the trend was likely to be reversed.
In the course of discussion it was found that some expenditure princi-
pally on stores and spares incurred during the period 1960-61 in excess
of normal for carlier years could be spread over two to four years
depending on the nature of the items. We have accordingly had the
costs revised and making the neccssary adjustments we find that the
averace works costs of the two producers for the two year period

1960-62 are nearer parity.

11.5. Comparative statcments are given below showing in the case
of the two producers the build up of works costs of coke, hot metal

and steel ingots.

Statement showing the build up of works costs

{1SCO TISCO

195960 196061 1961-62 195960 1960-61 196162

L

A-- Coke
1. Capacity (lakh tonnes) . 16-55 16-55 16-55 15-75 1575 15-75
3. Production (lakh tonnes) 13-65 1360 13:49 13-34  14-20 14-25
3. Coal per ton coke (Ton- 1-433 1481 1-480 1-476 1-500 [-500

nes)
4. Price of coal {Rs./tonpe) 27-57 29-80 31-35 30-16 33-85 35-80
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11SCO TISCO
1959-60 1960-61 1961-62 1959-60 1960-61 1961-62
A—Coke—Contd '

. Cost of Coal for coke 39-48 44-14 46-39 44-52 5078 53-70
(Rs./tonne)

Operating charges (Rs./tonne) 12-45 13:09  13-32  12:73 13-24 1365

By-product operating) carch- 2-37  2-54 2:62 3:26 2:-64 2:56
ges (Rs.[tonne)

Less recovery for by-pro- 15-02 15-63 15-70 15-24 14-90 15-21
ducts (Rs. {tonne) .

Costof Coke (Rs.ftonne) . 39-48 44-14 46:63 4529 51-76  34-70

B—Hot metal

Capacity (all grades) (Lakh  12-83 12-83  12-83 19-30 19-30 19-30
Tonnes)

Production  (all grades) 1070 11-61 11-83 15-94 15-88 16:50
(L.akh tonnes)

Production, (Hot Metal- 8-63 9:28 8-83
BRasic) (Lakh tonnes)

Cost of Materials (Rs.) 88-78  98-10 102-74 83-11 97-88 101-15
tonne)

less Recoveries (Rs.fton- 6:78 8-35 8-83 9:34 9-40 1028
ne)

Operating costs (Rs.ftonne) 20-05 20-26 20-21 18-06 19:07 18-96

ToraL WORks cosT (Rs./ 102:05 110:01 114-12 91-83 107-55 109-83

tonne) )
C—Sreel ingots

Capacity (lakh tonnes) . 10-16 © 10-16 © 10-16 20-32 20-32 20-32
Production (lakh tonnes) . 8-40 914 879 15-58 16-25 16:82
Materials (Rs./tonne) . 144-82 151-44 153-56 125-35 139-53 145:99
less Credit for scrap etc. 2:46 1-47 1-52 2-93 3-32 4-16

{Rs3,/tonne) . .
Operating costs  (Rs./tonne) 64-42 59:63 59-85 62-74 62:53 61-60
Excise duty .(Rs./tonne) . 39-37  39-37 39 377 39-37  39-37 39:37

Torar, woRKS Cost (Rs./ 246-15 248-97 251-26 224 53 238-11 242-80
tonne) - ’

It will be seen that in the case of TISCO the increases in coke costs
are maeinly due to higher costs of raising coal, use of more washed
coal and more expenditure at washerics. Material costs having gone
up, the increase is reflected in the higher works costs of hot metal and
ingots in 1961-62. Production, it will be observed. has not reached
the same level in the case of the two companies.

11.6. We give below a statement showing the works costs for
1960-61 and 1961-62 for categorics of saleable steel for the two
‘producers.
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The weighted average works costs for hot metal, steel ingots and sale-
able steel for two years, 1960-62 of the two producers would work out
as follows :- -

(Rs, per tonne)
TISCO 1ISCO

1. Hot metal cost . . . . . . . 10871 112-08
2. Steel ingots . . . . . . . . 240-50 25009
3. Saleable steel . . . . . . . 357-01 35959

With the inclusion of overhcads the costs of TISCO on its individual
block basis will become higher, since it has the higher capital block.
TISCO has a wider range of products, its non-common cuiegories being
about one-third of its output. It has extensive investment in collieries.
washeries, ore mines, townships, ctc., and in this respect is morc on a
footing with projects in the public sector whose costs we have not
determined separately. TISCO’s present block with 90 per cent rated
capacity also roughly corresponds to the standard capital block of
Rs. 1.300 per tonne. Its overheads would, therefore, be more represen-
tative.

11.7. Overheads.—The  principal items of overheads comprisc
depreciation, return, interest on working capital, Head Office and selling
expenses. The Head Office expenses in the case of both companies had
registered substantial increases. the actual expenditure durinz 1960-61
being Rs. 47.15 lakhs for TISCO and Rs. 47.19 Jakhs for IISCO against
Rs. 25 lakhs and Rs. 23 lakhs respectivelv per annum included by us
in the retention prices for 1955-56 to 1959-60. Having considered the
expenditure rather excessive, we have in our calculations adopted a
rate of Rs. 3 per tonne towards head office charges in respect of both
companies. For sclling expenses Rs. 2 per tonne bas been allowed
to continue as in the past.

11.8. In the past depreciation was allowed on the old assets at
jormal income-tax rates. an additional amount was given for Special
Jepreciation and depreciation at 6} per cent was allowed on all new
assets added since March 1952. We have discussed carlier the basis
on which the clement for depreciation is to be fixed and have come
to the conclusion that a flat rate of 5 per cent is adequate and reasonable.
On the basis of the standard or representative block of Rs. 1300 per
tonne of saleable steel and the average output of saleable stcel for
1960-62. the value of gross block would amount to Rs. 166.57 crores
for TISCO and Rs. 93.08 crores for 11ISCO. We have allowed depre-
ciation at 5 per cent on these amounts of gross block assessed by us
in respect of each producer.

11.9. Return on capital was allowed on the previous occasions at
8 per cent on the Companics’ gross block and we consider the same
rate should continue for the period 1960-1962 also. We have there-
fore. allowed return at 8 per cent on the gross value of block based
on the standard or representative block per tonne of saleable steel at
Rs. 1300 per tonne.
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11.10. So far as working capital is concerned, as discussed earlier,
‘we see no reason to raise it to an ‘equivalent of eight months’ works
cost of production as demanded by the producers. We have estimated
the working capital requirements at Rs. 22.8 crores for TISCO and
Rs. 12.8 crores for IISCO, which corresponds to six months’ cost of
production. Taking into consideration the rise in the bank rate. how-
ever, we arc allowing interest at 5 per cent, against 43 per cent allowed
in the past, on the working capital.

11.11. As regards the margin for contingencies for the period
1961-62, after taking note of the increase in actual output achieved
during the year, we have allowed Re. 1 per tonne of saleable steel so
as to cover any possible increases in the prices of materials etc., during
the later part of the ycar.

11,12, On the basis of the actual profits realised by the companies
on the sale of services and other misccllaneous items, we have deducted
Rs. 20 lakhs and Rs. 14 lakhs respectively from the total overheads
determined by us for TISCO and 1ISCO.

11.13. Before we proceed to allocate overheads we recapitulate
below the incidents of the various items in the case of the two csta-
blished producers:

TISCO  TISCO

Net saleable steel after adjustment for works use (million 1-260 0-711
tonnes).

Rs./lakhs Rs./lakhs

1. Depreciation .. . : s . . 833 465
2. Return . . . . . . . . 1,333 745
3. Interest on working capital . . . . . 114 64
4. Head Office expenses . . . . . . 38 21
5. Selling expenses . . . . . . . 25 14
6. Margin for contingencies . . . . . 7 4
ToTAL . 2,350 1,313

Less misc.__rccoveries . . . . . . . 20 14
NET . 2,330 1,299

Average incidence per tonhc of saleable steel . . 184-90 1§2- 70
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On the above basis the average retention price per tonne of saleable
steel for TISCO will work out as follows :

Rs.

1. Works cost . . . . . . 357-00
2. Depreciation . . . . . . 6610
3. Return . . . . . . ; 105-80
4. Interest on working capital . . . . 9:00
5. Head Office cxpenses . . . . . 3-00
6. Selling expenses . . . ; . . 2-00
7. Margin for contingencies . . . . 0-60
ToTtAL . 543-50

Less misc. recoveries . . . . 1-60
NeT . 541-90

Say 542

11.14. We have discussed in paragraph 9.8 thc element that bas
to be added on account of the payment of interest and principal relat-
ing to the special advances. For this purpose we are incorporating an
element of Rs. 8 per tonne in the retention prices. In the case of
TISCO this will cover instalments for principal grossed up for taxes
at Rs. 6 per tonne and interest including arrcars of interest at Rs. 2
per tonne. With the inclusion of this special element, the average re-
tention price will amount to Rs. 550 per tonne for TISCO.

11.15. In the steel industry product mix influences the fair costs
of all categories of saleable steel. The product mix of TISCO and
11ISCO arc not identical and even for the same producers the product
mix might vary from year to year depending on the orders planned by
the Iron and Steel Controller. It is essential to assume a certain pattern
of production corresponding either to that of IISCO or TISCO and
apply the final prices based on the works costs of the selected unit.
Accordingly, as equality of prices for common categories is required
and not equality of the weighted average price, we have determined
prices for common categories based on prices of the selected unit,
TISCO.

11.16. Fair retention prices for steel ingots—No separate reten-
tion price for this category of steel had been fixed for the main produ-
cers until now as they had hardly any ingots for sale. We have, how-
ever, been asked to fix a price for ingots on this occasion. The works
cost of steel ingots for IISCO and TISCO amounts to Rs. 250.09 per
tonne and Rs. 240.50 per tonne respectively inclusive of excise duty
at Rs. 39.37 per tonne for the period 1960-62. With the inclusion of
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an element for depreciation, return, interest on working capital, Head
Office and selling expenses the fair ex-works retention price of steel
ingots would work out as shown below. We have determined the
standard or representative block for ingot at Rs. 650 per tonne after
taking into account the fixed assets upto the stage of its production and
calculated depreciation and return at 5 per cent and 8 per cent
respectively. :

Rs. per tonne
TISCO "1ISCO

1. Works cost . . . . . . . . 240- 50 250:00

2. Depreciation . . . . . . . 32-50 32-50
3. Return . . . . . . . . 52-00 52:-00
4. Interest on working capital . . . . . 6-10 6:30
5. Head office cxpcn.scs, selling expenses etc. . . 5:00 500
ToTAL ; 336-10 345-80

Say . 336 346

Since we have adopted the costs of TISCO for saleable steel we pro-
pose to adopt its costs for steel ingots as well. Since TISCO and IISCO
have not sold any ingot so far it may be considered that no provision
need be made for the special clement in the above price towards pay-
ment of interest and principal of special advances as in the case of
saleable steel. It, however, is a fact that if the units in the private sector
did have ingots for sale, the special element would normally have been
included as part of the retention price for steel ingots as well. We are
of the opinion that the fair retention pricc of steel ingots should also
bear the same element as in the case of other categories of steel. The
fair retention price for steel ingot would, therefore, amount to Rs. 344
per tonne inclusive of the special element of Rs. 8 per tonne.

11.17. As regards the retention prices for salcable steel for 1960-62,
they have to be uniform for common categories for all producers.
Having considered TISCO’s costs as representatives for the present price
period, we have distributed the overheads as in the past to determine
the retention price for each category of saleable steel. In doing so we
have taken into account only the net quantity of saleable steel; that
is to say, steel consumed in the works for maintenance purposes, name-
1y, 21,344 tonnes has been excluded for this purpose. The net quantity
of saleable steel has thus been estimated at 1,260,000 tonnes. It may
also be mentioned that as in the past we have allocated Rs. 10 per
tonne more in overheads for standard products than for the non-
standard products and defectives, the quantity of non-standard products
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and defectives being estimated at 27,000 tonnes. The following state-
ment contains the retention prices for common and non-common cate-
gories as determined by us:

Statement showing proposed fair ex-Works retention prices
(Rs. per tonne)

Overheads

(including Reten-
Works special tion
Cost  element of Price
Rs. 8)
Common categories :
Ingots . . . . . . . 241 103 344
Blooms . . . . . . . 269 116 385
Slabs . . . . . . . . 288 116 404
Billets . . . . . . . 285 135 420
Hoe Bars* . . . 241 135 426
Rails (Heavy) 24.80/49, 60 kg per metre" . 353 188 541
Rails (Light) 14.88 Kg. per metre and below . . 400 208 608.
Structurals . 367 188 555
Bars & Rods (Rounds & Squarcs 80 m. m, and 326 188 514
above and Flats over 125 m, m. wide)
Bars & Rods (Rounds & Squares below 80 m. m. 336 198 534
and Flats upto & including 125 m.m. wide)
Black Sheets 3-15 m.m. to 2.00 mm. L 456 252 708
Galvanized Corrugated Sheets (Hard lron) 573 257 830
0.630 m.m, (1.830 metre by 3.050 - metres)
Non-Common Categories :
Seamless Blooms . . ] 5 : . 332 188 520
Tin Bars . . . ; : : . 286 140 426
Sleeper Bars* . . . - : . 316 159 475
Plates 10 m. m. and above . . . . 419 188 607
Skelp Bars . . . . . . . 295 252 547
Skelps* . . . . . . . 334 262 596
Sleepers Pressed* . . . . . . 428 188 616
Wheels . —New Design* . ~ . . . 884 275 1,159
Wheels & Tyres —Ordinary* . . . . 736 275 1,011
Axles—New Design* . . . . . 994 275 1,269
Axles—Ordinary* . 704 275 979
Hot Rolled Strips or B, P, bheets in Coxls 3- 15 .. .. 668
m.m, to 2.0 m.m.)
Cold Rolled Sheets (3-15 m.m. to 2.0, m.m) . e .. 788
Cold Rolled Strips in Coils . . . . .. .. 748

*Tested quality.

We recommend that the prxces given in the above statement be
adopted for 1960-62 for the categories mentioned as uniform fair ex-
-works retention prices. Since the price for spelter has been adopted
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at Rs. 1132 per tonne, we recommend that for variations from this
rate, necessary adjustments should bc made from the Equalisation Fund
as at present.

11.18. In fixing the fair ex-works retention prices for some of the
categorics, e.g., bars and rods over 88 m.m. and below 80 m.m. and
wheels and tyres and axles ordinary, we have had to make some adjust-
ments having regard to the distortions found in the works costs of the
selected unit. In making these adjustments we have followed the Gov-
ernment directive to keep in mind standard or known diffcrentials. We
have also adjusted the cost of light rails, where due to thc production
being abnormally low the production cost was by no means represen-
tative. Similar adjustment was made in the case of axles (new design),
wherc we have accepted the works costs of 1961-62 as the earlier year’s
production appeared to be experimental.

11.19. Government have suggested that in fixing the common re-
tention prices we should consider the question of reimbursement of
any excise duties levied or leviable on ingots on the basis of actuals.
The present rate of excise duty is Rs. 39.37 per tonne on steel ingots.
As it is levied or becomes leviable at the stage of ingot production we
have considered that the excise duty should be included in the works
costs for finished steel. The incidence of the excise duty on steel ingots
in respect of the saleable stecl will vary for different categories and
for ditferent producers. It is not practicable to work out precisely the
incidence of excise duty category-wise for saleable stect, as in any
meticulous calculation, recoveries also will have to be worked out cate-

- gory-wise. The actual incidence to a producer of excise duty paid on
steel ingots is reimbursed to him through the price of finished steel.
Small variations in the recoveries would be a concomitant in the pro-
duction process of each producer. We have, therefore, worked out
the incidence of excise duties per tonne of saleable steel on the basis
of the output of TISCO whose costs are adopted for fixing uniform
retention prices. It is possible that the incidence of the cxcise duty per
tonne of saleablc steel produced by other units may not quite tally
with the incidence which stands included in the uniform retention prices
we have recommended. But this is inevitable in any fixation of uniform
prices.

11.20. As stated in paragraph 4.8 the producers have urged that
as we are not recommending any prices for the future period which will
be commencing cven before Government can pass orders on our re-
commendations, we should give some indication for such prices from
1st April 1962 onwards. They also urge that because of the time ordi-
narily taken for a price investigation there should be some basis for
automatic escalation. We wish to bring these requests to the notice of
Government for such action as they may consider necessary.

12.1. According to the agreements entered into by Government
with TISCO and 1ISCO. the retention prices for all categories of steel
r2. Cost exmmina-  Manufacturcd by them and any other main producer
tion of Hindustan  of iron or stcel either in the public or private sector
Steel Limited should be the same. But as the three works of HSL
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are not in full production Government have observed that it might be
difficult to cost this unit and we could have to be largely guided by
the experience of TISCQ and IISCO in regard to works costs. Never-
theless, we thought that some cost examination of this unit should be
made in order to assess how far its costs are out of line with those of
established producers. Further, Hindustan Stecl produces some cate-
gories of steel which are not manufactured by TISCO and 1ISCO and
prices have to be fixed for them. Such prices could be determined by
applying the standard differentials to the price of base products but
we thought that it would be as well to find out their costs of production.

12.2. The Company was asked to submit detailed information on
the basis of the proforma on which we obtained replies from TISCO
and IISCO. One of our Cost Accounts Officers was deputed to the
three plants of HSL to assist the local managements in classifying and
tabulating the data in thec mannecr we requirc and to attempt a costing
on the basis of production of the units of HSL for 1960-61 and 1961-62.
The company was also asked to furnish its own cost data for each
plant for these two years. In addition, we asked.for its asscssment
as to how far its costs would have gone down if the optimum level of
production at 90 per cent of the rated capacity had been achieved.
The works costs of saleable steel for the three units of HSL for the
period 1960-61 and 1961-62 and at the optimum level of output, as
furnished by the company, are given in the following statements ;:—
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The weighted average works costs of saleable steel for the period
1960-62, together with those estimated at optimum levels of production

i;l]respect of each unit as well as the overall average for HSL are shown
elow :

Rs. per tonne
1960-62 Optimum level
Durgapur . . . . . 37534 367-85
Rourkela . . . . . . 421-24 352-76
Bhilai . . . . . . . 363-32 378-63
Overall average . . . . . 380-16 367-09

For reasons given in subsequent paragraphs of this report we have,
however, not been able to make a fair assessment of the normal costs
of production for HSL and make use of the above figures for purposes
of determining the retention prices for this period. The actual output
of saleable steel achieved during the year ended 31st March 1962 has
also fallen short of the forecast.

12.3. We have indicated in paragraph 5.4 and Appendix V the
capacity, production level achieved and the capital expenditure incur-
red in the three units of HSL. The statement in paragraph 6.1.3 and
Appendix VI give the actual output of coke, hot metal, ingots and
various categories of saleable steel in each of the units during 1960-61
and 1961-62. The works costs of each product in respect of the three
units of HSL together with thase of TISCO and IISCO are given in
the statement below. The estimated works costs of HSL units on
assumed optimum production of 90 per cent of capacity are also shown
in the same statement.
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12.4. The fair ex-works price is obtained by adding overheads to
the works costs. The main items under ‘overheads’ are depreciation
and return which arc related to capital costs. The project estimates
of the capital costs of the three stecl plants of HSL were Rs. 607.42
crores as indicated in its 1960-61 Report. We have also obtained from
the company the tentative estimate of its capital costs after its further
expansion schemes arc completed. The values of the block per tonne
of steel ingot and per tonne of salcable steel have been worked out
for cach of the three units as well as for HSL as a whole (Appendix IX).
This indicates that after thc expansion schemes have been completed
and optimum production is attained, the capital costs on block for HSL
units will be substantially lower than at present. Other overhead ele-
ments like sclling exnenses and Head Office expenses which have been
adopted from the expericnce of established units should, in our mind,
prove adequate for HSL.

12.5. It is mainly as regards the disparity in the present works cost
as between the units of HSL inrer se as well as between their costs and
those of the established producers in the private sector that some com-
ments are necessary. The cost accounting system at present in vogue
in HSL is stated to be based on the uniform cost system designed by
the British Iron and Steel Federation suitably adapied for HSL's re-
quirements. But the system is not yet working on a uniform basis in
the three works of HSL and this has also been commented upon by
the Auditors of the company. This is partially due to historicil reasons,
namely, the individual units which finally integrated as one company
were set up at different times, their machinery came from ditferent
sources and were crected and operated with the help of diverse colla-
borators. At a certain stage they had to follow the Government system
of accounting which is based on single entry. But the switch-over to
accepted commercial accounting. methods and procedurc was nearly
completed by 1960-61.

12.6. The various units of production at each of the three sicel
works of HSL were brought into commission on diflerent dates as
and when they were recady. In the first year of commissioning of a
unit in a steel plant, the costs of production arc necessarily high in
view of the fact that the output can be stepped up only gradually. Even
after trial runs were carried out and the various units commissioned
as and when they are ready, the personnel operating them have still
to gain experience, observe difficulties in working and remove them
before full integrated working can be commenced. Besides dearth
of trained and experienced personnel for the operation of the plants
_there have been failures of some of the sections to function properly,
bottlenecks and temporary imbalance in production, storage, handling
and distribution, all of which account for higher works cost.

12.7. Some of the specific difficulties which make it inadvisable
for us to adopt the cost based on HSL working are indicated below.
Due to want of completion certificates the values of assets completed
or commissioned have been in some cases taken on an estimated basis
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subject to adjustments. This vitiates comparison of capital cost, depre-
ciation, return, etc. Further, it was explained to us that in order to
keep the blast furnaces in full production, which began to work earlier
than the other units of the steel works, the plants had to manufacture
more metal of foundry grades at higher costs varying between Rs. §
and Rs. 12 per tonne over the cost of metal for steel making. Similarly
processed products like coke and steel ingots had to be sold or trans-
ferred to other works because the full complement for integrated work-
ing of the plants was not established. It was also not ‘possible for HSL
to find ready markets for its multifarious by-products as a result of
which production in these plants was seriously affected. ~ Similarly due
to non-completion of work on the by-products plants certain avoidable
wastages took place.

12.8. Incidentally, a divergence in the practice regarding the treat-
ment of the by-product recovery plant of HSL has rendered it necessary
to attempt an estimation of costs so as to bring it on a common basis
with that for the private sector plants. HSL units are at present extract-
ing various by-products, the costs of which are kept separately and not
merged with the coke oven department. The system in vogue in TISCO
and IISCO however, is to give credit for the coke oven gas at its coal
equivalent value, to debit the entire expenditure on the operation of
the by-product plants to the coke oven department and to give credit
for the by-products recovered at their marketable values. HSL has
contended that in view of the fact that the capital investments on its
by-product recovery plant are of a much higher magnitude than those
at TISCO or IISCO, this part of its activity should be left out of the
scheme of price fixation for iron and steel. The aggregate capital cost
of by-product plants and their percentages to the total block of the
steel plant is given below in respect of the units of Hindustan Steel
as well as TISCO and IISCO.

(Rs. incrores)

Bhilai Durga- Rourke- HSL TISCO IISCO

pur la (Total)
1. Gross block . . 199-7 98-8 241-3 639-8 189-20 76-60
2. By-product . . 4:-7 9:4 7:4 21-5 3-3 1:2
3. Fertilizer plant . . .. .. 22:9 22:9 .. ..
4. Percentage of 2to 1 . 2-4 4:7 3-1 . 34 1-7 1-6
5. Percentageof 3to 1 . .. .. 9-5 36

It will be seen that the investment is much higher for Hindustan
Steel units principally due to the larger varieties of recovery products
and the manufacture of fertilizer at Rourkela. The fertilizer plant at
Rourkela which will be using hydrogen from coke oven gas and nitrogen
from its tonnage oxygen plant, is designed to yield 600,000 tonnes of
nitro-limestone fertilizer and is a major capital unit by itself. It has
involved heavy capital investments of Rs. 23 crores. Naturally, better
price for the fertilizer would result in lowering the cost of production
of LD steel. There is force in the contention of HSL that a fertilizer
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plant of this size with output bigger than Sindri attached to Rourkela
steel plant cannot be treated as a mere by-product plant. As far as
the present price period is concerned no decision can be taken as even
the construction of the fertilizer plant has not been completed and work
was taken in hand during the present price period.

12.9. There were also some matters in which the cost norms for
HSL units do not conform to those of established plants. The recovery
and proper classification of scrap arising at various stage; had not
- been as efficient as it should be with the result that scrap had to be
bought from outside at high prices. Obviously in the initial stages when
rolling mills were not fully commissioned, some scrap had to be pur-
chased from outside to keep the melting shops in production. But it
secmed to us that the question of availability of melting scrap from
rolling mills had not been properly assessed. There has also been
heavy consumption of items like ingot moulds, bottom plates, refrac-
tories and certain stores and spares. Though production of some of
the spares and stores in different works has been started, their costs as
well as consumption norms have yet to stabilise. The representative of
HSL assured us that efforts are being made to lay down norms for per-
formance or efficiency and in future internal cost control on this basis
in HSL units will become more effective.

12.10, For the price period, the actual costs of steel ingots for HSL
units were higher, for the reason that the full complement of coke oven
batteries, blast furnaces and steel melting furnaces were not in full
operation. But there is a hopeful sign that costs would go down in
the near future because after the last of the coke ovens and blast fur-
naces at Durgapur and Rourkela are commissioned, production at these
works will go up whereas Bhilai has almost reached the target. In
the case of rolling mills which have not been in operation for sufficiently
long periods it was not possible for HSL to try out the various sections
for want of rolls, lack of orders or due to operational difficulties. The
lower output raised the costs of saleable steel during the period. Some
of the finishing mills like wheel and tyre and axle plant in Durgapur
are still to be commissioned while others like merchant mill at Durgapur
and cold rolling and tinning plants at Rourkela have not yet tried out
all sections.

12.11. In the case of some of the steel works the service depart-
ments are designed and constructed to meet demands in excess of those
required by the works itself. Each of the works has facilities built in
to cater to the increased needs after expansion. Further at Durgapur
and Rourkela it is envisaged to produce granulated blast furnace slag
for cement production. To the extent that additional capital expendi-
ture has been incurred, overheads for the current price period are heavy
and far in excess of what we are allowing on the basis of a representa-
tive hlock. Nevertheless. since the uniform prices that we have re.
commended for the two established units included an element for pay-
ment of interest on and repayment of the special advances, HSL will
have a certain cushion which would partially mitigate its shortfall in
return. HSL had a carry forward of Rs. 17.67 crores as arrears of

5—6 T. C. Bom.[62
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depreciation on 31st March 1960 and though on the pattern of prices
which we are now recommending there will still be a shortfall in the
provision for current depreciation for 1960-62, we hope that when
production touches the level of installed capacity of 2.31 million tonnes
of saleable steel it may be able not only to provide for current deprecia-
tion but also to'liquidate the arrears and thercafter envisage a moderate
dividend.

13.1. Inadeguate rail transport.—TISCO has submitted that the
expansion and alterations in the marshalling yard at Jamshedpur and
adjacent Adityapur which was to be completed by
S. E. Railway at the same time as its expansion are
still not finished. Owing to the irregularity in the
arrivil of trains carrying raw materials, the difficulties of the bunching
of trains within short time of arrival and the extensive marshalling re-
quired for despatch of finished goods, are greatly aggravated. The
company has urged that it finds itself unable to avoid heavy demurrage
for which it feels it is not really responsible. On an average, TISCO
has indicated a demurrage bill of about Rs. 150,000 per month from
the railways. Linked with the industry’s complaint of inadequate
supply of wagons for movement of raw materials (iron ore and coal)
to their sicel works is the problem of inadequate supply of wagons for
despatch of finished steel products from the various steel works. From
accumulations seen in the steel works of large stocks of railway materials
it would appear that they are not supplied with wagons in time, even
to remove the products the railways had ordered out. Both TISCO
and 1ISCO have complained of large accumulation of stocks of finished
steel at their works resulting in the blocking of funds. The Railway
Board while admitting some difficulty about BFR wagons has, stated
that therc is no dearth of ordinary wagons for transporfing finished
products and steel plants are actually returning empties which they
could have used for back movements of finished products. It has fur-
nished statistical information to show the extent of delays of wagons
on an average in the works of certain steel plants and has stated that
as despatches from steel works ate often quite adequate for full train
loads the works should cooperate in helping the movement of wagons
in full rakes in the interest of quick turn round. It is not clear how
far this is hindered by lack of facilities within the yards of steel units.
The producers have pointed out that many of the wagons coming with
raw materials were not fit for transporting steel products. Lack of
wagons for despatch. of steel may not significantly affect the produc-
tion levels ut a steel plant in the same way as lack of transport of raw
materials. But when considered from the point of view of capitul
locked up, the matter is rather serious.

Ancillary
problems.

13.2. The last decade has secen more new technological develop-
ments in the production of iron and steel than the whole of the first
half of the century. Not only are there many new production processcs
coming forward but the industry (in the more advanced countries) is
also showing a much greater readiness to try them. A number of coun-
tries suffering from various disadvantages are still able to produce
cheaper steel as compared to our industry. For instance, about 65 per
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cent of U.K.’s iron ore requirements in 1960 was imported at a price
of £ 5-10sh. per ton with 56 per cent Fe content. This corresponds to
Rs. 80 per ton of quality comparable to Indian ore and is about four
times the price which is paid by our industry. In case of Japan the
entire iron ore as well as coal are imported over long distances at higher
costs. From a study of the latest prices in U.K. and some of the
important steel producing countries in West Europe for certain cate-
gories of steel it is noticed that Indian prices for several categorics are
higher and we are losing the position of being one of the cheapest pro-
-ducers of iron and stecl. As observed earlier, the difficulty regarding
raw materials mainly that of coal and the industry’s low level of produc-
tion are the most important adverse factors affecting its costs. The most
significant developments in the overseas steel industry, however, arc
towards achieving substantial fuel economy and stepping-up of produc-
tion. They have achieved this mainly through preparation of blast
furnace burden and application of oxygen including pneumatic processes
for steel making which do not require external fuel. Our industry
should be ready to adopt such techniques and although a beginning
has been made in this direction. the pace must be quickened for future.

13.3. We have already pointed out that Government have given thz
highest priority to steel industry in our Five Year Plans. Our industrial
development is dependent on adequate availability of steel at reasonable
prices. Steel being a basic commodity any undue increase in its price
is bound to have a scvere impact on the rest of the economy and gene-
rate an inflationary poteatial in the country. In so far as the Plan
Schemes are concerned price increase of stecl will have a wider indirect
effect on outlay and service costs. Notwithstanding the cxpansion of
the industry since the Second Plan period the steep rises in the prices
of steel which have continued particularly since 1954-55 is rather dis-
quictiny.  This trend ought to be reversed. While we have observed
that the risc is partly due to rise in material as well as operating costs
for the industry. the envisaged economies of large-scale production by
cxpansion and modernization have not yet been achieved due to out-
put being low. It is for this reason we have cven modified the cost
of the representative unit. We have neverthcless assumed that the
retention price we now recommend will not nccessitate wide changes
in sclling prices which will become applicable after the (1960-62) pre-
sent price period. Since our prices are on the high side for many cate-
gories of salcable steel, further increases will not only cause a burden
to industrial and other consumers in India but also frustrate opportuni-
tics of creating an cxport market which will be necessary for stabiliza-
tion of our industry, and which had been contemplated at the time the
steel expansion has been planned,

4. Our conclusions and recommendations may be summarised

Summary as under :(—
couclusions a=d
recommendations

(1) As against the Third Plan estimate for production of salcable
steel in 1961-62 of 3.5 million tons (rising to 6.8 million tons in 1965-66)
the production in 1961-62 was 3.17 million tonnes.

[Paragraph 5.1.2.]
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(i) Rapid expansion of existing transport facilities must take place
if output of iron and steel is not to lag behind the targets.

[Paragraph 7.1.2.]

(iii) In view of the high priority that the steel industry should
receive. the Coal Controller should arrange for a smaller number of
suppliers for each steel plant so as to ensurc greater homogeneity of
coal supplies and the Railways should also agree to some readjustment
of regional transport facilities to make this step possible.

[Paragraph 7.2.6.]

(iv) Applications from the main producers of steel for the import
of tipplers and conveyors for efficient handling of coal wagons at the
plant site should be favourably considered by Government.

[Paragraph 7.2.6.]

(v) The sintering of iron ore fines or their usc after agglomeration
would ensure fuller utilisation of natural resources and reduce costs.

[Paragraph 7.3.3.]1

(vi) Tt is imperative that an industry of national importance like
the iron and steel industry cstablished partly at the expense of Govern-
ment resources must be maintained at a high level of cfficiency and it
should always strive to reduce its costs.

[Paragraph 8]

(vii) Every unit in the stecl industry must strive to achieve at least
00 per cent of its rated capacity.

[Paragraph 9.1.]

(viii) There is urgent need on the part of producers of steel for
stricter control over costs of mining in their captive collieries.

[Paragraph 9.2.5.]

(ix) Unless, by economies in the raising and by making full use
of ore fines, iron ore costs are reduced, the important natural advantage
which our iron and stee! industry possesses will be lost and its compe-
titive position will be seriously impaired.

[Paragraph 9.2.6.}

(x) By and large there has been some increase in labour producti-
vity after the exvansion of the established units in the iron and steel
industry but the output per worker is still far below the average for
Western countries cven in units where there is no high degrec of
automation.

[Paragraph 9.2.7.]
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(xi) Based on an equated payment spread over a period of 20 years
the special clement allowed in the retention prices for payment by Tata
Iron and Steel Co. Ltd., and Indian Iron and Steel Co. Ltd., of interest
on and repayment of the special advances is Rs. 8 per tonne of saleable
steel.

[Paragraph 9.8.4.]

(xii) We consider that in the present state of our iron and steel
industry an overall rate of 5 per cent as depreciation on the straight
line method should be adequate.

[Paragraph 10.1.8.]

(xiii) Because of conditions prevailing in our steel industry it is
not possible at present to assess the works cost and the overheads as
“standard costs” on the basis of an ideal plant, and in any casc such
an exercise for a closed period like 1960-62 would have little significance.
However, we have made an assessment of fair block on the basis of a
comparative study of the capital blocks of the existing units and have
considered that for the present price period (1960-62) a block of
Rs. 1300 per tonne of salcable steel should be reasonably representative.

[Paragraph 10.2.2.]

(xiv) A return at 8 per cent on the representative block of Rs. 1300
per tonne of saleable steel and interest on estimated working capital at
5 per cent have been allowed.

[Paragraph 10.3.4.]

(xv) The average fair retention price of saleable steel (inclusive of
the special element for payment of interest on and repayment of special
advances) for 1960-62 is Rs. 550 per tonne.

[Paragraph 11.14.]

(xvi) The fair retention price of steel ingot for 1960-62 is Rs. 344
per tonne inclusive of the special element of Rs. 8 per tonne for pay-
ment of interest on and repayment of the special advances.

[Paragraph 11.16.]

(xvii) The retention prices recommended for common and non-
common categories of saleable steel for 1960-62 are given in the state-
ment in paragraph 11.17.

[Paragraph 11.17.]
(xviii) Since the rate for spelter has been adopted at Rs. 1132 per

tonne for variations from this rate, necessary adjustments should be
made from the Equalisation Fund as at present.

[Paragraph 11.17.]1
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(xix) The incidence of cxcise duty per tonne of saleable steel has
been worked out on the basis of output of TISCO whose costs have
been adopted for determining uniform retention prices. This may not
tally with the incidence per tonne of salcable steel produced by other
units, But this is incvitable in any fixation of uniform prices.

[Paragraph 11.19.]

(xx) The difficulties which made it inadvisable to adopt the costs
based on the working of Hindustan Stcel Ltd., are explainéd in para-
graphs 12.5 to 12.9.

[Paragraphs 12.5 to 12.9.}

(xxi) Since the uniform prices recommended for the two established
units, namely TISCO and IISCO, include an clement for payment of
interest on and repayment of special advances, they will have a certain
cushion for HSL which will partially mitigate its shortfall in return.

[Paragraph 12.11.]

(xxii) Linked with the steel industry’s complaint of inadequate
supply of wagons for movement of raw materials to their steel works
is the problem of inadequate supply of wagons for despatch of finished
steel products from the various steel works. Tack of wagons for des-
patch of steel may not significantly aflect the production levels at a
steel plant in the same way as lack of transport of raw materials. But
when considered from the point of view of capital locked up, the matter
is rather serious

[Paragraph 13.1.]

(xxiii) The steel industry in India should be ready to adopt the
latest technological developments in vogue in foreign countries. Al-
though a beginning has been made in this direction, the pacc must be
quickened for future.

{Paragraph 13.2.]

{xxiv) Notwithstanding the expansion of the stcel industry since
the Second Plan Period the steep rises in the prices of steel which have
continued particularly since 1954-55 are rather disquicting. This trend
has to be reversed as rise in steel prices may generate an inflationary
potential. The retention prices for 1960-62 recommended may not ne-
cessitate wide changes in selling prices which will become effective after
this price period. Since our prices are on the high side for many cate-
gories of steel, further increases will not only cause a burden to indus-
trial and other consumers in India but also frustrate opportunities of
creating an export market which will be necessary for stabilisation of
our industry. and which had been contemplated at the time the steel
expansion was planned.

[Paragraph 13.3.}1
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APPENDIX 1
(Vide paragraph 1.5)

(1) Copy of letter No. 63(1)-T.R./61, dated 13th March 1961, from the
Government of India, Ministry of Commerce and Industry

Subject—FIXATION OF RETENTION PRICES OF STEEL PAYABLE TO THE TAra IrON
AND STEEL COMPANY LD, AND THE INDIAN TRON AND STeeL Co. Labp.,
FROM 1ST APRIL 1960 TO 31ST MARCH 1962,

In 1955, Government decided that—
() the main producers of steel should be paid a uniforin retention price ;

(i) the retention price should include an element to enable the financing of
the approved expansion programmes ; and

(iii) the extra profits resulting from this element would be earmarked speci-
fically for development and expansion.

2. The uniform retention prices payable to the Tata Iron and Steel Co. Ltd.
(TISCO) and the Indian Iron and Steel Co. Ltd. (1ISCO) were cnquired into by
the Tariff Commission. Government accepted the Tariff Commission’s recom-
mendation that average retention price payable to thé two major producers should
be fixed at Rs. 393 per ton. The price was fixed for a period of five years from
1955-56 to 1959-60. The price included in it an element of Rs. 50 and Rs, 7 per
ton for TISCO and TISCO respectively for purposes of development. Government
also agreed to examine, on merits, claims for escalations in retention prices
resulting from changes in railway freights, changes in statutory prices of coal and
other fuel, raw materials, stores or machinery, and changes in labour costs
caused by labour legislation or adjudication or conciliation awards. Recently, the
scope of the escalator clause has been enlarged to include changes in labour
costs caused by negotiated settlemeats. The basic retention prices fixed in Resolu-
tion No, SC(A)-2(149)/55, dated the 1st February, 1956, have been increased under
the escalator clause, four times. The average escalated retention price in force
on the 3Ist ‘March, 1960 was Rs. 474-59 per ton including excise duty.

3. The retention prices for the period beginning from Ist April 1960 have
now to be fixed. According to the two agreements with tne steel companies —
agreement, dated the 15th July 1953, between the Government and IISCO and
the agreement, dated the 24th May 1954, between the Government and TISCO-—
whereby Government graated special advances for the modernisation and expan-
sion programmes of the two steel companies the manner of repayment of the
special advances is to he—

“If the prices of iron and steel are subject to control, the Government
of India shall on the advice of the Tariff Commission, decide what the normal
retention prices should be and what special clement should be allowed in
addition for payment by the Company of interest and repayment of the
advance, after deducting taxes in the manner aforesaid.”

The Government of India have already accepted the recommendations of the
Tariff Commission in their 1959 Report on the levy of interest on the special
advances granted to TISCO and 1ISCO, which said that—
(i) laterest on the special advances granted to TISCO and 1ISCO should be
charged at the rate of 59 per annum.
(ii) Interest on thc special advances should be charged to the fwo Com-
panies as from Ist July 1958 at 5% per annum. The actual recovery
of the amounts may, however, be postponed until a decision is taken

65
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regarding the common retention price to all the main proaucers of
iron and steel both in the public and private sectors after 3ist March
1960.

@ii) The calculation of a special element in the normal retention price for
steel meeting interest charges on the special advances should be post-
poned until after 31st March 1960 when it will be necessary to work out
the cost of production and fair profit required by the two companies
(TISCO and IISCO) along with other producers of steel,

The other main producer of steel is the Hindustan Steel Ltd. The three
Works of the Hindustan Steel Ltd. are not in full production, It might therefore
be difficult to cost Hindustan Steel L.td, at this stage. At this juncture, the ‘Tariff
Commission might have to be largely guided by the experience of TISCO and
1ISCO in regard to the Works costs. However, this is a matter which the Tarift
Commission will have to investigate further.

Government have already undertaken a preliminary cost examination of
TISCO and I[ISCO by the Cost Accounts Branch of the Ministry of Finance.
A copy of the Cost Report and its annexures are attached. Based on this Cost
Report, Government have decided to increase the retention prices to an average
of about Rs. 520 per ton. This price is purely provisional and subject to adjust-
ments in the light of Government's decision on the recommendations of the Tariff
Commission.

4. Government would also recall that according the two agreements---ugree-
ment, dated the 23rd June 1955, between the Government and TISCO and the
agreement, dated 30th June 1956, between the Government and USCO—it has
been agreed that the retention prices for all categories of sieel n:anufactured by
the two companies and any other producer of iron and steel either in the public
or the private sector shall be the same and in respect of such categories solely
manufactured by any steel works, it shall be fixed on a comparable basis. The
agrecments are valid till the 31st- March, 1962.

5. Having regard to the various agreements with the Steel Companies, Gov-
ernment would request the Tariff Commission to enquire and recommend—-

(i) what the normal retention prices of steel should be for the period from
st April 1960 to 31st March 1962 and

(ii) the special element that should be allowed in the piice in addition for
payment by the two Companies of intergst on and repayment - of the
special -advances.

6. In recommending a common retention price for steel, Government would
like to suggest that equality of prices has to mean equality of the prices of
common categories and not equality of the weighted average price. The prices
of categories produced by some steel works only will have o be fixed in relation
to the prices of common calegories on the basis of known or standard differen-
tials. It may be nccessary to arrive at Works costs of individual categories mainly
on the expericnce of the established steel works. In the case of depreciation and
profits, however, which are related to capital costs, there are divergencies not only
between the new steel works themselves. Government would suggest the conside-
ration of standard costs.

Government would also like to suggest that in fixing the commaon retention
prices, the Tariff Commission should consider the question of reimbursement of
any excise duties levied or leviable on ingots on the basis of actuals,

7. Government would request that the Tariff Commission may enquire into
the matter and submit their report as early as possible.
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(2) Copy of D.O. letter No. SC(D)-2(88)/60, dated 22nd January 1962,
from the Ministry of Steel, Mines and Fuel (Department of Iron and
Steel) to the Secretary, Tariff Commission

This is regarding the fixation of retention prices of steel ingots from Ist
April 1960 to 31st March 1962. 1t has been the past practice for the Tariff Com-
mission to recommend fair retention prices for the various categories of saleable
steel produced by the main producers. So far, no recommendation has been made
regarding the retention prices of steel ingots, presumably because no sales of
steel Ingots were effected. However, now, some inter-works sales of steel ingots
are being made. I shall be grateful if you take up this issue while enquiring
into the general question of fixing the fair retention prices for steel during the
period 1-4-1960 to 31-3-1962 and recommend along with other categories reten-
tion prices for steel ingots also.
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APPENDIX It
(Vide paragraph 2.5.)
List of persons who attended the discussions
1. 23rd and 24th February, 1962—
1. Shri Biren Mookerjec

. Shri F. G. Liversedge

. Shri J. McCracken

Representing the Indian Iron and
Steel Co. Ltd., 12, Mission
Row, Calcutta.

A
|
i‘
{

]

. Shri C de B. Griiliths

2
3
4. Shri J. N. Hor
5
6

. Shri R. N. Kapur

|

7. Shri M. S. Doshi . .

Government Officials :

1. Shri N. Krishnan, Chief Cost Accounts
Officer, Ministry of Finance, New Delhi.

2. Shri S. S. Sinha, Deputy Price & Accounts
Officer, Office of the Iron & Steel Control-
ler, Calcutta.

3. Shri A. K. Mitra, Deputy Coal Controller,
(Production), Office of the Coal Control-
ler, Calcutta.

11. 26th February 1962—
1. Shri Indarjit Singh, Director (Finance)

——t

2. ShriK.J. Cleetus, Director (Commercial) . |
| Representing  Hindustan Steel
3. Shri D. V. Krishna Rao, Technical Adviser, » Lt., Bihar Sccretariat Building,
Rourkela Plant. P. O. Hinoo, Ranchi, Bihar
State.
4. Shri K., M. George, Chief Engineer, Cen- |
tral Design Bureau, Rourkela. J

Government Officiuls :

1. Shri N. Krishnan, Chief Cost Accounts
Officer, Ministry of Finance, New Delhi.

2. Shri C. V. Ramachandran, Price and Ac-
counts Officer, Office of the Iron & Steel
Controller, Calcutta.

3. Shri 8. S. Sinha, Deputy Price & Accounts
Officer, Office of the Iron & Steel Con-
trolter, Calcutta.

4. Shri A. K. Mitra, Deputy Coal Control-
ler (Production), Office of the Coal
Controller, Calcutta.

69



70

111, 27th and 28th February 1962-—
1. ShriJ. R. D. Tata, Chairman .

. Shri J. D, Choksi, Vice-Chairman .
. Shri J. J. Bhabha, Agent
Shri S. K. Nanavati, General, Manager .

. Shri A. H. Sethna, Sales Manager, Calcutta

- SV T N RN

. Shri H. D. Katrak, Chief Accountant

7. Shri S. K. Chaudhari. Controller of Ac-
counts, Jamshedpur.

8. Shri S. S. Vaze, Executive Officer

9. Shri S. N. Sircar, Assistant to the General
Managet,

10. Shri S. A. Patil, Assistant to the Controller
of Accounts.

11, Shri M. D. Gandhi
12. Shri S. R. Subbaraman

Government Officials

1. Shri N. Krishnan, Chief Cost Accounts
Officer, Ministry of Finance, New Delhi,

2. Shri A. N. Baneriji (only on28th February
1962}, Iron & Steel Controller, Caleutta.

3. Shri C. V. Ramachandran, Price and Ac-
counts Ofticer, Office of the Tron & Stecl
Controller, Calcutta.

4. Shri S. S. Sinha, Deputy Price & Accounts
Officer, Office of the Iron & Steel Con-
troller, Calcutta.

5. Shri A. K. Mitra, Deputy Coal Controller
(Production). Office ¢f the Coal Control-
ler, Calcutta.

IV, Ist March 1962—

1. Shri N. Krishnan, Chief Cost Accounts
Oflicer, Ministry of Finance, New Delhi.

2. Shri A. N. Banerji, Iron & Steel Controller,
Calcutta.

3, Shri C. V. Ramachandran, Price and Ac-
counts Oflicer, Office of the Iron & Steel
Controller, Calcutta.

4. Shri S. S. Sinha, Deputy Price & Accounts
Officer, Office of the lIron & Steel Con-
troller, Calcutta.

5. Shri A. K. Mitra, Deputy Coal Controller
{Production), Office of the Coal Control-
ter, Calcutta.

s an

.

chscsenting Tata Iron & Steel
Co. Ltd., Bombay House,
Bruce Street, Bombay-1.



APPENDIX 1V
(Vide paragraph 3.1.)
Brief history of the control of steel prices

1.1. Contro! over the prices of steel began 1o be exercised on an informal
basis at the out-break of the war in 1939 when Government ncgotiated with
Tata Iron and Steel Co. 1.id., who was then the only integrated producer of
steel, for suitable prices of steel supplied for war requirements. TISCO quoted
the prices on FOR basis prevuiling in September 1939 and Government agreed
to pay them for a period of six months from October 1939, Steel Corporation
of Bengal, which came into production shortly alterwards, agrced to accept
the same prices as were being paid to TISCO. Statutory control on the prices
of steel was first imposed by clause 11-B of the lron and Steel (Control of
Production and Distribution} Order, 1941, by which the Iron and Steel Con-
troller was empowered to fix maximum prices for different categories of iron
and steel sold by a producer, controlled stock holder and a registered stockist
or any other person, We shall first concern ourselves with the prices paid to
the producers which are known as ‘“retention prices”.

1.2. From 1st July, 1944 control was widened to cover supplies for civilian
requirements. At first separatc retention prices were fixed for war supplies
and for commercial requirements. From I1st April, 1946 a separate price for
war supplies was abolished and uniform ex-works retention prices were fixed
for the two main producers.

2.-'The question of fixing ‘retention prices after a careful inquiry and not
on an ad hoc basis was mooted first by the Iron and Steel (Major Panel 1946)
who recommended that an investigation should be undertuken either by the
Tarif Board or by some other independent body in order 10 determine the fair
selling prices of iron and steel. The Panel particularly stressed the point that
the internal prices of iron und steel should no longer be refated to foreign
prices but should be based on the local cost of production including a liberal
allowance for depreciation and return on investment which would not only
maintain the industry in a healthy condition but also attract adequate fresh
capital which its expansion would require. At about this time, bcth Tata
Yron and Steel Co. 1.td. and Steel Corporation of Bengal claimed for an increase
in tetention prices but they were negatived by the Commodity Prices Board in
1947 after a summary cxamination of the case. On a fufther representation
from them Government referred the case for a revision of the retention price
1o the Tariff Board in February, 1948.

3. Tariff Board's Ingniry in 1948-49.—The Tariff Board made the necessary
investications and submitted its report in February 1949 and recommended
different ex-works retention prices to the two companies (Tatas and Steel Cor-
porotion of Bengal), since the works costs of the Steel Corporation were higher
on account of the higher general works expenscs, The Board also suggcsted
a rcconstruction of Tatas’ share capital and an amalgamation of SCOB and
Indian Tron so as to reduce the latter’s costs. On the grounds that wilh separate
prices there would be less incentive for increasing cfficiency and that the expecta-
tion that Government would reimburse all increases in cost might dampen the
urge to redece costs or to keep down increases to the minimum, Government did
not agree to differential prices being fixed. However, they considered that the
common prices fixed should be such as would enable steel Corporastion of Bengal
also to earn a reasonable profit on its investments. Retention prices averaging
Rs. 252 per ton were fixed by Government from Ist May 1949 and were to
remain in force until 30th Aoril 1951. Subsequently the prices for the period
from 1st January 1950 to 30th June 1951 were increased by Rs. 11 per ton
after cost examination by the Tariff Board.

7
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4. The 1951 inquiry (second detailed inquiry)—On a reference from the
Government of India the Tarif Board conducted an exhaustive inguiry into
the organisation, equipment, manufacturing efficiency and costs of the two pro-
ducers in 1951 and in a report submitted in May 1951 recommended an_increase
of Rs. 35 per ton in the retention price to be fixed for a three year period from
Ist July 1951. This time Government requested the Board who werc given the
help of a Technical Adviser, Mr. P. V. Martin of Koppar's Co. Inc. of Fitts-
burg, U.S.A. to determine to what cxtent the increase in costs were due to
factors beyond the control of the manufacturers and the extent, if any, due to
managerial and operational deficiencies. Norms fixed at this period have gene-
rally been applied to fixation of price from time to time, In determining
overheads the Board folloved morc or less the samc principles as in 1949
except in regard to depreciation. In order to enable the industrv o carry out
all the replacements and improvements which were constdered essential for
maintaining plant facilities above the optimum level and to stabilis> production
within a period of six years as envisaged a special depreciation of about Rs. 100
lakhs to TISCO and Rs. 1448 lakhs to Steel Corporation of Bengal (over and
above the depreciation admissible under income-tax rules) was allowed. The
Board stipulated that this exira allowance for depreciation should ot be treated
as part of profits for the purposc of dectermining profit-sharing bonus, etc. and
that the companics should actually set apart the total amount of depreciation
allowed in prices, As regards return, the Board allowed 8 per cent on gross
block as in 1949. Government allowed an increase of Rs. 33 per ton to take
effect from 1-7-1951 and to remain in force for a period of three years, Shortly
afterwards on a representation from SCOB, Government allowed an ircrease
of Rs. 11 per ton to them from. Ist January, 1950 on the ground of production
heing lower than was estimated. This started the practice of scparate prices for
SCOB and TISCO from 1-1-1950.

5. 1952 inquiry (Third inquiry lintited to Steel Corpordtion of Bengal).---
Subscquently, on representation by SCOB, Government requesied the Commis-
sion to re-examine whether the prices applicable for 1951 onwards neceded any
further revision. It recommended and Government allowed revision of retention
prices for SCOB which worked out on an average to Rs. 309 as from January-
June 1951, Rs. 303 for July-December 1951 and Rs. 319 for 1952,

6. The 1953 inquiry (Fourth -inquiry limited to TISCO).—In 1952 TISCO
made several representations for a review of the retention price fixed for 195)-54
as tFeir costs had increased since the last inquiry on account of various factors
including increase in siding charges, freight rates, contributions under the State
Insurance Act. Employer’s contribution to employee’s provident fund and the
administrative charges in this connection. These were referred to the Tariff
Commission [or investigation and for recommendations covering as long a
period as possible taking into consideration major changes in the structure of
production that may take place as a result of the expansion of the works, The
Commission in their report of 29th May 1953 recommended that the rate of
return on block should be raised from 8 to 10 per cent for 1953-55 to enable
the companv to set aside larger amounts to reserves for financing its pro-
gramme of modernisation and expansion and that greater incentives should be
provided for new investments. Departing from the past practice the Commission
also treated the Collieries owned and operated by the Compaay as part of the
steel works and allowed for purpose of costing the actual cost of raising coal
and depreciation on collicries. In their Resolution dated 20th July 1953 Gov-
ernment did not accept the above two main recommendations of the Commis-
sion. This was on the grounds that a special loan on favourable terms in order
to cnable the Company to implement its modernisation and expansion pro-
eramme had alrcady been granted and the question of inclusion of collieries
required a more comprehensive inquiry (which was subsequently remitted to the
Commission in 1954). Govercment allowed an average incrcase of Rs, 32 per
{on in the retention price for the period Aoril 1952 to March 1953 and Rs. 47
per ton from April 1953 to March 1955. Only for the period 1952-53 did thev
accent the inclusion of colliery block since a similar treatment had already been
accorded to SCOB in view of its contractual agreement with 11SCO.
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7. Amaigamation of SCOB with IISCO and further price inquiry for
1ISCO.—On 1st January 1953, SCOB was amalgamated with Indian Iron and
Steel Co. (IISCQO) by an Act of Parliament following an inquiry by the Tariff
Commission on the fair ratio between the ordinary shares of SCOB and I1SCO.
As no significant change in [ISCO’s production was expected till the end of
1956, the Commission on a further reference recommended increase in retention
prices for the four year period 1st January 1953 to 31st December 1956 by about
Rs. 66 per ton. The suggested increase included an element on the gross block
of collieries. Government, in their Resolution dated 25th March, 1954 while
agreeing that it would ordinarily be desirable to fix prices for as long a period
as possible, were of the view that the principles of price iixation followed till
then—in particular the method of relating depreciation and return on invest-
ment to gross block—themselves required a revision and that revised principles
should be applied to the whole industry from the earliest possible date, namely,
Ist April 1955, the date up to which the existing principles had already been
applied to TISCO. They also considered that the treatment to be accorded to
gross colliery block could most appropriately be dealt with at that stage. Gov-
ernment, therefore, announced Rs. 59 per ton increase in [ISCO’s prices, against
the Rs. 66 per ton recommended by the Commission by excluding return on
colliery block an allowance for lower production in 1953, and also restricted
tll;; seﬂ"ectivc period for the revised prices from 1st January 1933 to 31st March

8. Principles of price fixation till 31st. March 1955.—The principles of price
fixation followed till then are thus summarised in our report of 1955,

“Broadly speaking, fair retention prices were hitherto fixed for each unit
separately by taking into account its estimated works costs and overheads for a
future period. In calculating overheads, return was allowed at 8% on the appro-
priate amount of block, deprcciation at 619 on increases in the gross block in
addition to normal and spccial depreciation, interest at 19 over bank rate on
the estimated amount of working capital, selling expenses at Rs. 2 per ton and
a margin for contingencies at Rs. S per ton”,

As regards the colliery block, since Government had allowed the actual cost
of coal to SCOB in their retention prices for 1952, they subsequently accepted
our recommendation in regard to the treatment of collieries owned by Tatas
for the year 1952-53 and decided that the question of treatment of collieries
owned and operated by steel companies for purposes of computing steel prices
mn future should be referred to us. This question was, therefore examined in
1954 and we recommended that the colliery block of the steel companies should
be treated as an integral part of the steel block. Government then accepted this
recommendation as they had under consideration the question cf extending
assistance for ecxpansion of steel capacity in the country and had agreed in
the interim that TISCO’s capacity should be expanded by about 500,000 tons
of finished sicel and that of TISCO by 100,000 tons. Expansion programme as
finallv approved was, therefore, 2 million tons of steel ingots or 1.5 million tons
saleable steel for TISCO and R00.0nQ tons of saleable steel equivalent to about
1 million tons of ingots for IISCO. Both the producers represented that the
retention prices fixed for them should be suitably raised to facilitate the imple-
mentation of these additional expansion programmes partly from their internal
savings. Government in their Resolution dated 16th May 1955 reviewed the
principles of price fixation and decided that the major producers of steel should
he paid a uniform retention price of Rs. 385 per ton pending an inquiry by
the Tariff Commission. Tn the same Resolution the Tariff Commission was re-
guested to undertake inquiries and recommend a uniform retention price which
should be paid to the major producers having regard to their current and
additional expansion programmes and which would enable both producers to
obtain a portion of their capital requirements, Tt was also stipulated that the
extra profits made by the two producers would be earmarked specifically for
development and expansion and not for any other purpose except with the
express permission of the Government.

6—6T. C. Bom./62
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9. The gradual change of emphasis on the aspects of price fixation for
steel should also be mentioned at this stage, As indicated earlier, price, control
was initiated for war time supplies. It was continued also for commercial sup-
plies, as steel an essential commodity was in short supply. In this context of
continuance of protection, the demand for a price probe to safeguard the con-
sumer came up. But as the main problem was the expansion of the industry
as more steel output was necessary in the national interest successive price
inquiries by us took into account the need for liberal allowance of overhecads
for depreciation, ctc. so as to augment resources for the rehabilitation and
modernisation of the plants, With the coming up of planning for this basic
industry and the special steps taken by Government to assist the two main
producers in the private sector to expand and modernise their plants the em-
phasis has shifled to the steps necessary to implement these undertakings and
to cnsure higher production and greater economy for the industry.

10. Commission’s inquiry in 1955 and subsequent developments :

10.1, Taking into account the terms of the Government Resolution dated
16th May 1955 and the provision of the Agreement dated 23rd June 1955
between Government and Tatas, the Commission considered that retention prices
to be paid to TISCO and IISCO from lst April 1955 should be subject to the
following conditions ; -

(1) Prices should be such as would enable both the companies to obtain a
portion of the capital requirements on their current and additional
expansion programme from internal sources and 1o raise the balance
from outside.

(2) The retention price for each individual category of steel manufactured
by both the companies shall be the same and that of cach category
manufactured by Tatas alone shall be fixed on a comparable basis.

(3) Uniform price for common categories shall be fixed on the basis of
costs of production of ITSCO.

The Commission also felt that fair retention prices fixed on the basis of
rinciples hitherto followed would be inadequate both for TISCO and TISCO.
oth the producers, the Commission felt, had to be granted a higher return

than the usual 89 on the gross block. At the same time they did not consider
it advisable to provide such higher return by again taking the gross block as
the basis of calculation. Their approach as given in the Commission's 1eport
was as follows:-——

“In order that the uniform prices to be fixed may not create difficulties for
TISCO whose costs of production are higher, we have first examined 11SCQO’s
requirements. We have taken into account the total capital funds required by
HSCO and the amount which they may reasonably be expected to raise from
outside and have determined on this basis the amount which they should obtain
from internal sources. The internal sources consists partly of depreciation and
partly of return. We have allowed depreciation at the rate of 64 per cent. on
the additions to the gross block expected to take place year by year, in addi-
tion to normal and special depreciation. By deducting this from the required
amaunt of internal resources, we have arrived at the surplus which the Com-
pany should obtain in order to be able to finance the excess of its capital expen-
diture over the sum total of depreciation and the outside capital funds. We
have then estimated the Company's works costs and other current charges
likely -to be incurred by it and so fixed its retention prices as to enable it to
earn the necessary surplus after meeting its works costs, other current charges
and the liabilities incurred, or to be incurred by it on account of the capital
funds obtained from outside. The prices so determined will apply to those
categorios of steel which are produced by both TISCO and Tatas. A similar
analysis of requirements and resources has been made for Tatas in order to
determine -the level of prices which will enable them to finance a reasonable
proportion of their capital expenditure from internal sources; The prices for
categories solely produced by Tatas have been detormined so as-to arrive at
the average level of prices considered adequate for them™.
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10.2. The average retention prices fixed for the five year poriod was Rs.
393 per ton For the purpose of determining the amounts w0 be credited to a
separate Development Fund, the Commission calculated notional retention prices
by increasing the 1954-55 prices only for cost increases. The difference between
these notional retention prices and the effective retention prices was to be cre-
dited to the special Development Fund by the two companies. TISCO was to
fund Rs. 50 per ton and 1ISCO Rs. 7 per fon.

10.3. The recommendations of the Commission were accepted by Govern-
ment by the Commerce and Industry Ministry’s Resolution No. SC(A)-2(149)/55,
dated Ist February 1956. Thesc have continued to be the basis for prices fixa-
tion till the present inquiry.

10.4. The prices recommended above were subject to an escalator clause,
Government agreed to examine, on merits claims for escalation in retention
prices resulting from changes in railway freights, changes in statutory prices
of coal and other fuel, raw materials, stores or machinery, and changes in
labour costs caused by labour legislation or adjudication or conciliation awards.
Subsequently increases in labour costs caused by negotiated settlements were also
brought within the escalator clause. In pursuance of the escalator clause, the
retention prices of steel were revised by Government four times, twice in Febru-
ary 1957 and May 1958 on the basis of inquiries conducted by the Commission
and twice in November 1959 and November 1960 on examination of the claims
of the companies by the Cost Accounts Branch of the Ministry of Finance. These
revisions mainly entailed small increases which affected the contribution the pro-
ducers had to make to the Development Fund. The variations were due to
changes in costs as well as output and the lTevy of the excise duty on ingots.
The average retention prices payable to TISCO and IISCO from time to time
are given in the following table :

Retention Prices of Steel since 1st May 1949

(Rs. per ton)

TATAS NSCo

154910 31-1249 . . . .. . . 2% 252
1-1-50 to 31-125¢ . . . . . . . 263 274
1-1-§1to 30-6-51 . . . . . . . 263 _ 309
(751 t0 31-1281 . . . . . . . 29 303
11521031352 . . . . . . . 298 319
14-52t0 311252 . . . . . . . 38 319
1153 t031-3-53 . . . . . . . 38 378
14531031354 . . . . . . . 343 378
1454031385 . . . . . .. 33 386
14-55 10 15-5:57 . . . . . . . 18-85 42885 -
16-5-57 to 31-3-60 . L a7a-59% 474-59%
1460 t0'31-3:62 (Provisionaly . . . . dbout 520:00¢ 52000

*uélusive of excise duty of Re. 45:74 we.f. 16-5-57.
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11. Selling prices:

11.1. The selling prices (maximum base prices) and also ‘prices extras’ for
different sections and qualities of controlled categories of steel are tixed by
Government from time to time under the provisions of the Iron and Steel Con-
trol Orders. The selling prices of steel comprise of three elemeits (a) ex-works

retention prices payable to the producers, (b) surcharge, and (c) railway freight.
This build-up since 1-4-55 to 31-3-60 was as follows :—

(Rs. per ton)

Average Average Average  Average

Period retention Sur- railway Selling
: Price charge freight price
1-4-55 to 30-6-55 . . . 428-85 (—)26'11 15-00 417-74
1-7-55 to 30-9-55 . . . 428-85 (—0-02 15-00 443-83
1-10-56 to 10-6-56 . . . 428-85 75-60 15-00 519-45
11-6-56 to 15-5-57 . . . 428-85 71-52 - 40-00 540-73

16-5-57 to 31-3-60 . X . 474-59 97-78 40-00 612-37

(Sourck:—Iron and Steel Controllcr.)

11.2. Selling prices were revised on four occasions during the five year
period (1-4-55 to 31-3-60) on 1-7-55,1-10-55, 11-6-56 and 16-3-57. Subsequently,
the selling prices of black sheets and galvanised sheets were incrcased by Rs.
120 per tonne and Rs. 33 per tonne respectively from 2-2-61 and those of
tested billets by Rs. 13 per tonne with effect from 8-4-61.

11.3. Selling prices of steel current up to [0th June 1956 were port prices.
The prices of steel consigned to a port was computed by adding to the- statu-
tory selling price the extras of the place which mcant the rail freight from the
nearest port to the station. Place extras were collected by main producers. The
freight clement of Rs. 15 per ton was adjusted against actual rail freight in-
curred on despatches of steel. In this scheme steel prices naturally varicd ac-
cording to the distance of the destination from the nearest port. In order to
secure uniform bencfits to consumers this system was changed with effect from
{1th June 1956. This involved extra payment from the Equalisation Fund and
for meeting this cxtra payment, the freight clement was rawsed from Rs. 15
by Rs. 25 per ton. The rail freight average for despatches in TISCO and TISCO
and other producers has been much higher than this element of Rs, 40 per ton
in recent years necessitating their being reimbursed from the Fund.

11.4. Extras are also added by the Steel Controller to the base prices of
different sections of the .categorics of steel produced. They are determined by
the Pricing Committee on quality (tested or untested) or processing costs. In the
case of finished and semifinished items of steel differcntials based on processing
costs take note of a conversion factor i.e., ingot per ton of finished steel and
processing time on various machines, loss in course of production.

12. Iron and Steel Equalisation Fund :

12.1. No account of the price control of iron and steel will be complete
without a description of the functioning of the Equalisation Fund, The Iron
and Steel Equalisation Fund was created from Ist February 1943. The object of
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the scheme originally was to ensure that an ‘average equalised price was fixed
for such part of the main producers’ steel as was sold through controlled stock-
holders, as well as steel sold by re-rollers and all imported steel under Lease-
Land Scheme. The average equalised prices were generally higher than the com-
mercial prices of the main producers and the difference between the average
equalised pricc and commercial price was recovered from the main producers
and credited to the Equalisation Fund of the Iron and Steel Controller in respect
of despatches of steel by main producers. In the case of re-rollers, as the cost of
production differed from one re-roller to another, the Fund was debited or
credited, as the casc may be, with the difference between the average equalised
price znd the retention prices admissible to each class of re-rollers on the basis of
agreed conversion' cost in respect of their despatches of steel. From Ist July
1944, statutory prices were fixed for zll categories of steel in supersession of the
average equalised prices. The difference between this price and the price that
main producers/re-rollers were allowed to retain, was credited/debited to the
Equalisation Fund. In January 1948, to meet the growing demand for steel,
it was decided to sell imported steel at the same price as indigenous stecl. To
provide funds for this purpose, the sale prices of steel were increased. by in-
creasing the surcharge recoverable from producers. In Sepiember 1952, the
scope of the Fund was further enlarged. Special advances were sanctioned to
Tata Tron and Steel Company Ltd. and Indian Iron and Steel Co. L.td. for
capital outlay. The disbursement of the advance was spread over five years.
From 14th November 1953, surcharge was collected on =all pig iron sold, vith
a view to enable the costlier Mysore Pig Iron also to be sold at the sume rate
as of the other two producers.

12.2. The scope of the Fund was further widened in June 1956 whean its
resources were, inter alia, used for selling iron and steel at uniform prices at
all rail heads inctead of F.O.R. port basis. The railway freight element which was
Rs. 15 per ton F.O.R. port was, therefore, increased with etfect from 10th June
1956 Rs. 40 per ton F.O.R, Railhead destination.

12.3. It will be seen that the scope of the Fund as enlarged from time to
time, is for the following purposes:

(i) Subsidising imported iron and steel by paying the diffcrence in price
between imported and indigenous steel or meeting incidental charge on
steel ingots,

(i) Selling billets to re-rollers at a price that will enable them to sell finished
products at the statutory selling price,

(iii) Granting repayable advance to main producers for approved develop-
ment and expansion schemes, and

(iv) Fixing of uniform prices for sale of iron and steel at all railheads, re-
imbursing the producers for equalised freight incidence.

Till 1957-58, the Fund was operated as a Personal Ledger Account of Price and
Accounts Officer of Iron and Steel Control, with the Reserve Bank of India,
Calcutta. The receipts and payments of the Fund were duly published in the
Central (Civil) Appropriation Accounts, and it was, for all practical purposes
part of the general revenues. To make clear beyond doubt that the Fund is
subject to full Parliamentary control, the transactions of the Equalisation Fund
have been with effect from the year 1957-58, brought into the Consolidated Fund
of India. The receipts are credited to the Consolidated Fund as 1evenue re-
cepits and an cqual amount transferred to the Equalisation Fund by obtaining
the vote of Parliament on the expenditure side. Similarly, expenditure from the
Equalisation Fund is first provided for in the relevant Demands but simulta-
neously shown as recovered from the Fund.

12.4. The statements A and B, below given the position of the Equalisation
Fund and freight surcharge for the years 1955-56 to 1961-62. It will be seen
from the statement that there is a surplus of Rs, 14:51 crores during 1960-61 and
an estimated surplus of Rs. 9-55 crores during 1961-62 which is being credited to
the Equalisation Fund. The retention prices payable to producers are fixed on
the basis of Tariff Commission’s recommendations. The difference between the
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sale price and the retention price coustitutes the resoyrces of the Equalisation
Fund, Surchage for plates has been raised to Rs. 143 per ton (untested) and
Rs. 177 per fon (tested). At present after payment of freight equalisation, the
amount of surplus is estimated at less than Rs, 50 per tonne.

12.5. The average freight incurred by the main producers during the period
Ist April 1960 to 31st December 1961 worked out to Rs. 53 per ton. The reten-
tion price carries an average freight element of Rs. 40 so that the balance of
Rs. 13 per ton of steel dispatched is reimbursed to the producer from the Equali-
sation Fund It is seen from Statement B that the weighted average for surcharge
works out to Rs. 54-50 for the period 1-4-60 to 31-12-61. The aritgmctical average
of surcharge for all categories in the price schedule is at present Rs. 52 per tonne.
The average selling and retention prices may be taken as Rs. 634 and Rs. 582
respectively. The net surcharge available may be Rs. 54-50 less 13 j.e., Rs. 41-50.



Statement showing yearwise opening balance,
steel Egualisation Fund from 1955-56.

STATEMENT A

receipts amd expenditare of lron and

(Rs. crores)

Opening Balance Receipts With dra- Clo_sing

wals

Balance

2

"3 4

5

1955-56

1956-57

1957-58

1958-59

1959-60

1960-61

13-95

16-21

17-81

379

6:52

2561

13:47  6-16(1)
1-60(2)
2-94(3)
0-45(4)
0-06(5)

11-21

16-29  5-20(1)
7-87(2)
1-24(3)
0-31(4)
0-07(5)

14-69

10-60  2-81(1)
18-54(2)
2-85(3)
0-34(4)
0-08(5)

24-62

18:76  9-16(2)
5-79(3)
0-40(4)
0+ 08(5)
0- 60(6)

16:03

25-33  1-56(2)
3-95(3)
0- 36(4)
0-07(5)
0-30(6)
6-24
31-80  2:58(2)
13-35(3)
1-12(4)
0-24(6)

17-29

16-21

17-81

3-79

6-52

25-61

40-12

79
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1 2 3 4 s

1961-62 . ’ . . 40-12 9-49 2:65 49-97
(Actuals (Actuals (Fstimated)
up to Nov. up to Nov.
1961.) 196D
17-11 14-10

(Estimates (Estimates
for the rest for rest
of the year) of the year)

2660 1675

N.B.—(1) Loans to main producers, {2) Subsidy on Jmported steel
(3) Payments to main producers on -account of railway freight, increase in
retention prices of stee!, etc., (4) Payment to re-rollers, controlled stockholders, etc.,

(5) Establishment charges, (6) Inland charges on steel imported under T. C.
Agrecments.
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APPENDIX VII
(Vide Paragraph 7.2.2)
Sta‘ement showing annual requirements of coal by the different steel plants
and the sources of supply as planned upto the middle of 1963

[Source:— Coal Controller)

Supply of
Name of Source of supply of coal Quantity washed coal
Steel Works (Million Tons) S _percentage
of total sup-
ply (Per cent)
TISCO . Jamadoba washery . . . 1-00
West Bokaro . . . . 0-50
Bhojudih . . . 0-80
Dishergarh Coal (for b]endmg) . 0-10 24 96
IISCO . Lodnawashery . x : ) 0-23
Bhojudih washery x 4 £ 0-10
Dishergarh coal (for blending) Raw 0-22
coal from Patherdih depot,  com-
pany’s own collieries and Vic-
toria colliery.
1-69 2:24 15
DURGA- Durgapur washery A 0-80
PUR Barakar (including Vu,torl a coal) s 0-65
Dishergarh coal (for blending) . 0-35 1-80 45
BHILAI  Kargali washery . . . . 0-75
Dugda washery . . . 0-87
Dishergarh coal (for blending) . 0-18 1-80 90
ROUR- Kargali washery o . . . 0-50
KELA  Dugda washery . . . 0-63
Dishergarh coal (for blending) . 0-16
From raw coal earmarked for Dug- 0-31 1-60 70
da No. 2 washery and cxtension e
of Bhojudih washery (which will
not come into operation before
middle ol 1963.)
TotaL SupPLY 9-84
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ALLOCATION OF WASHED COALS

Washery

Jamadoba

W. Bokaro
Durgapur -

Lodna

Karguli

NDugda No. 1

Bhojudh

(million tons)
Capa-
city
Owned by for Allotted to  Remarks
washed
coal
TISCO . . 1:00 TISCO Already in
commission.
TISCO ; . 050 TISCO Ditto.
Durgapur Steel Plant 0-80 DURGAPUR . Ditto.
of HSL
Lodna Collieries Ltd. 0-23 ISCQ--0-23 Ditto.
(Turner Morrison & SiNDRI—O0- 07 Ditto.
Co.)
(capacity) 0-30
NCDC { o 1-25 BHILAI—0-75 Ditto.
(rated capacity = 1-60) ROURKELA—
0-50 Ditto.
HSL ;. . 1:50 BHILAI—0-87\ Commissioned
(rated capacity ~ 1:80) RO%RKELA—-— in December,
63 1961.

HSL 1 - 0-90

ToraL . 618

TISCO—0- 80\ Expected to be
11SCO—0-10 f commissioned

by June 1962



APPENDIX VIII
(Vide paragraph 7.3.1)
Statement showing particulars of supply of iron ore to the steel plants

Name of Mines from where Whether  Dista~ Average Quantity
Stecl Plants iron ore supplies captive nce iron (Fo) required
are taken from content (million Remarks
Works approx.  tons)
(miles) (per cent)

TISCO Noamundi Yes 78 65-64 2:7 Mechanised ni-
Gorumahisani 40 58:24 ning. Ore fines
Joda 94 62-86 partly used by
sintering plant
which however
at present wor-
king far below
capacity.

INSCO. Gua . . Yes 220 59-00 1-6 Mechanised. No
utilisation  of
ore fines,

DURGA Bolani & Others . No 260 60-00 17 No utilisation of
PUR ore fines.

BHILAI Rajhara . . Yes 55 64-00 17 Mechanised. At
present  some
portion obtain-
ed through
manual  opera-
tion. Sintering
plant working
much below
capacity.

ROUR- Barsua . . Yes 50 60-00 16 Mechanised but

KELA small  output
from mechani-
sed mining, No
utilisation of
cre fines.

ToTAL . 9-3
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