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PREFACE

1. This report on Mishra Dhatu Nigam Limited was prepared by an Audit Board consisting
of the following Members :—

Shri C. P. Mittal : > . : . Chairman, Audit Board and Ex-officio

(Upto 31st March 1988) Additional Deputy Comptroller and
Auditqr General (Commercial).

Shri K. Tyagarajan . . Chairman, Audit Board & Ex-officio

(1st April 1988 to 31st Deccmber 1989) Additional Deputy Comptroller &
Auditor General (Commercial).

Shri K. Tyagarajan . : ; . . Deputy Comptroller and Auditor General

(1st January 1990 onwards) and Chairman Audit Board,

Shri U. N. Ananthan . ; ; : . Member, Audit Board and Ex-officio

(Upto 24th July 1987) Director of Commercial Audit, Hydera-
bad.

Shri B. L. Boipai : ; . Member, Audit Board & Ex-officio

(25th July 1987 to 31st J.muar\ l9h9} Director of Commercial Audit, Hydera-
bad.

Shri N. Bhimarao i . Member, Audit Board & Ex-officio Director

(1st February 1989 to 31st }anuary 1990\ of Commercial Audit, Hyderabad.

Shri P. K. Das Gupta ¢ ' : . Member, Audit Board & Ex-officio Director

(Upto 29th February 1988) of Commercial Audit, Ranchi.

Shri Lachhman Singh : 5 7 . Member, Audit Board & Ex-officio Director

(29th February 1988 onwards) of Commercial Audit Ranchi.

Dr. M. K. Asundi . : : 5 . Head, Metallurgy Division, Bhaba Atomic
Research  Centre, Bombay—Part time
Member.

Dr. V. A. Altekar, . : : 3 . Consultant, Part-time Member.

2. The report was finalised by the Audit Board after taking into account the results of

discussions held with the representatives of the Ministry and the Company at its meeting held on
1 1th August 1989,

b
3. The Comptroller and Auditor General of India wishes to place on record his appreciation
of the work done by the Audit Board and in particular, the contribution made by the two part-time
Members.
>
(iii)
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OVERVIEW

I. Mishra Dhatu Nigam Limited was incorporated
in 1973 for the manufacture of special metals and
super alloys. The Company has not laid down its
micro-objectives. (Para 1)

IL. The paid up capital of the Company which was
Rs. 2.00 crores in 1975, stood at Rs. 137.24 crores
in 1989, (Para 2)

1L In 1973, the Government entered into collubo-
ration agreement with three forcign firms for trensfer
of technical know how and advice on engineering for
setling up a project for production of 110 grades of
super alloys. Out of these 110 grades, 42 grades were
not taken up. Around 1984 when the technology
was being established, it became clear that some
foreign manufacturers including the collaborator had
switched over to a more advanced and cost-effective
technology in case of Bimetals, (Para 3)

IV. While the project was sanciioned in 1973 al
estimated cost of Rs. 30.85 crores, this was revised
to' Rs. 8985 crores in 1975 and Rs. 123.48 crores
in 1981. Against this an expenditure of Rs. 113.56
crores had been booked till 1988-89 but the comple-
tion report had not been prepared as some balancing
equipments were stated to be in the process of being
provided. (Para 4)

V. It was planned that plant should go into pro-
duction by January, 1980. Various shops were,
however, erected and commissioned, with delay ranging
from 6 to 45 months. (Para 5.1)

VL In response to quotations invited for structural
steel and cladding work, the work awarded to the
ninth lowest offer of Hindustan Steelworks Construc-
tion Limited (HSCL). The eight lower offers inclu-
ding offers from two private firms were rejected on
the ground that these firms were not capable of under-
taking the work. However, HSCL later entrusted
the main function of fabrication of entire structural
work to the same two private firms. In this process,
an extra expenditure of Rs. 20.17 lakhs was incurred.

(Para 5.2.1 & 5.2.2)

VII. The civil works entrusted to HSCL were
required to be completed by November, 1978 whereas
these were completed only by February, 1982. No
liquidated damages were recovered for this delay.
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(v)

Similarly the contracts awarded to HEC were ex-
pected to be completed by Aprii, 1979 for which
there was a delay of 36 (o 51 menths. While the

Company was entitled to liquidated damages of
Rs, 14.66 lakhs due to this delay, the Company

decided to recover only Rs. 11.00 lak
h 5.2.3)

VIIIL. The Company has not worked out the installed
capacity of the factory as a whole. The Ministry,
however, stressed that the perfurmance of the Melt
Shops can be best judged by the utilisation of Forge
Shop. With an input of 5144 ingol tonnes, the output
from the forge shop is expected to be 4204 tonnes.
After processing this output, overall capacity was
reckoned at 2729 tonnes by the Ministry. As regards
Titanium Shop, the average capacity calculated as
1148 tonnes in June, 1987 was reduced to 900 tonnes
in October, 1988 and 700 tonnes in December, 1988
by the Management. (Para 6.1)

IX. The actual capacity utilisation was 41.5% in
1986-87 and 50.30%. in 1988-89 with refcrence to the
overall capacity of 2729 tonnes. The capacity utilisa-
tion of forge press was always less than 50%. The
capacity ulilisation of Titanium shcp was less than
73% even with reference to the reduced capacity of
700 tonnes. (Para 6.2)

X. Although melt shops had been engaged in com-
mercial production from 1981-82, no standards of
burning losses in respect vof various grades have been
fixed. The value of heats rzjected every vear varied
from Rs. 4,60 lakbs to Rs, 24,70 lakhs. Norms have
not been fixed to exercise control in this area.

(Para 6.3)

X1. Value of scrap generated increased from
Rs. 131.00 lakhs (1983-84) to Rs. 243.68 lakhs
(1988-89). Norms for scrap generation were not
fixed by the Company. (Para 6.4)

XII. The Company has installed equipments valuing
Rs. 81.04 crores by end of March, 1989. Data in
respect of utilisation was not available in respect of
all the machineries. The utilisation of available hours
of some major equipment every year varied from
56% to 44% . The Company had not been analysing
the reasons for idle machine hours. (Para 7)



XHI. About 60% of the sales of the Company are
to Government departments and public sector and
remaining to the private partics. The crders valuing
Rs. 15.93 crores were pending with the Company for
more than a year in March, 1929. This included
some orders ‘pending execution cven prior to 1984-85.

X

%__ (Para B)
'_!l

XIV. The Inventory holding of the Company in-
creased from 8.90 months consumption in 1984-85

(vi)

to 13.20 months consumption in 1987-88. The value
of stores issued for consuniption but lying in various
shops was Rs. 200 lakhs approximately at the end of
each year. The value of stores that were nol moving
for 4 years or more was Rs. 27.80 lakhs.  (Para 10)

XV. The Company has been incurring losses  since
commencement of commercial produciion. The accu-
mulated operationa] loss upto 1988-89 was Rs. 37.64
crores. (Para 11.3)




A

MISHRA-DHATU NIGAM LIMITED

(MIDHANI)

1. Introduction

1.1 Mishra Dhatu Nigam Limited (MiDHANI) was
incorporated on 20th Noyember 1973 far manufacture
of special metals and super alioys required for the
strategic sophisticated industries.

1.2 The Bureau of Pubiic Enterprises had asked
(May 1979) the Public Enierprises to spell out their
micro objectives consistent with the broad objectives
contained in the Industrial Policy Statement of
December 1977 in order to facilitete a realistic and
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meaningful evaluation of the performance of Public
Enterprises by Parliamentary Committee and Govern-
ment.  The Company has not laid down its micro
objectives so far (October 1989). The Ministry
stated (July 1989) that the Company, in tune with
the micro objective of achieving self reliance in
strategic alloys, and in close interaction with the
critical sectors, has been formulating its plans for
development and production of various types of alloys
on yearly basis and that these annual targets should
be deemed as micro objectives.




2. Capital Structure

The Company was registered with an authorised capital of Rs. 20.00 crores which was raised from
time to time and stood at Rs. 1340.00 crores as on 31st March 1989. The paid-up capital which was
Rs. 2.00 crores by March 1973, stood at Rs. 137.34 crores as on 3ist March 1989 and was wholly
subscribed by the Government of India,

»




3. Collaboration Agreements and Technology Transfer

3.1 In September,/October 1973 the Government of India cntered into collaboration agreements with three
foreign firms for transfer of technical knowhow and udvice on engincering for setting up a project for pro-
duction of 110 grades of suscralloys. The details of agreements, the periods of their currency, the grades
covered and the collaboration fees paid are given below: y

Effective Collabora-

date of tion fees
Name of Collahorator comimence- Products paid

ment of the ' (Rs. in

agreement lakhs)

Date upto
which
valid

A 23-10-1973 85 grades 251.41

31-10-1989

n 23-10-1973 10 grades 12.42

23-10-1981

(o 24-09-1973 15 grades 53.46

31-03-1984

3.2 The three collaboration agreements  were assigned to the Company by the ‘Government in
November 1974. The Plauning Commission cleared the project in January 1976

3.3 The status of technology transfer  and implementation by the end of October 1989 was as
under :
Number of Grades
Name of Collaborator Proposed  Transferred Takenup  Completed In pro-  Balance
1o be upto for execu-  upto gress by grades not
transferred  October. tion uplo October, October, taken up
1989 October, 1939 1989
1989
A 83 13 53 42 i 32
B 10 - 4 3 1 6
L 15 11 11 8 1 4
110 8% 68 53 15 42




3. (a) Technical Assistance
(b) Training Expenses

4. (a} Engineering Consultancy
(b) Administration during construction

194

B

5. Contingencies

6. Other Expenses

(a) OR site facilitics (Water & Power)
(b} Preliminary

(c) Initial spares 547
165

(<) Start up

324.02 312.83

Although the commercial production commenced in
July 1983, the Company continued bocking expendi-
ture under this project even during 1988-89 ie, six
years after commencement of commercial production.
The Company has stated ¢(October 1988) that some
balancing facilitics were required for augmentation of
the product mix. During Audit  Board mect'ng
(August 1989) the Minisiry explained that ¢ With
reference to technological develepinent, various pro-
duct mixes needed new equipments which were termed
balancing cquipments.  The completion report had
also not been prepared as yet (March 1989).

The Ministry further stated (September 1989) that
in a high technology plant ui a pioncering nature such
as MIDHANI, it is but naturai that there are some

287 89,00 413,02 46, 36 359.19
146,00 161,59
230 484. 95 630.96 454,96 046. 55
i 67.12
71,32 72.09
3.08 3.08
Lod 24 - 604.24
T57 THe Do 1.518.64 659,00 1,398.41
8,985 12,347, 60 11,336, 00

changes in the product mix or iginally visualised vis-a-
vis that obtaining a decade lutev. While, according to
the Ministry, the change iu preduct mix  has  not
entailed add.tivnal installaiicns ol any major produc-
tion facilitics and only auxiliary angd supporting equip-
ments/facilities in the various shops iced (o be oriented
towards the changed market requirements. The addi-
tional facilities, so required, being ouly of supporting
nature, the Ministry clarificd that these ure basically
not for increasing thiz capucity,

The Ministry expected that the completion report
would be submitted to the Government after instalia-
tion of these balancing facilities, in a course of two
years.

B




5. Project Implementation

5.1 The Planning Commission had considered the
investmant pattern for the project en 27th January
1976 and decided that ihe project should be imple-
mented as planned and installed within 42 months
and commissioned within 51 ronths from the go-ahead
date of Ist October 1975, As such the entire plant
should have gone into production by January 1980,

In this connection, a reference is invited to para 1 of
chapter XV of the repuit of the Comptroller and
Auditor Genzral (CommerciaD-1980, Part V. The
various shops were, however, erected and commis-
sioned with delays ranging from 6 to 45 months as
detailed below :(—

Erection dnd Commissioning of

Scheduled date of

Actually
shops completion completed
MELT SHOP | 496 tonnes
Erection February 1979 August 1980
Commissioning February 1980
MELT SHOP 11 397 tonnes

Erection
Commissioning

FITANIUM SHOP
Erection
Commissioning
FORGE SHOP

Erection
Commissioning

HRM SHOP

Erection
Commisstoning

CRM SHOP

Erection
Commissioning

BAR & WIRE DRAWING SHOP

Erection
Commissioning

P.M. SHOP

Erection
Commissioning

CORE SHOP

Erection
Commissioning

February 1979
February 1980

325 tonnes

h

February 1979 7

February 1980

1903 ronnes

April 1979
February 1980

2237 tonnes

April 1979
Febmary 1980

723 t: nnes

April 1979
February 1980

April 1979
February 1980

April 1979
February 1980

July 1980

September 1980 }

-

G

—

S

e

September 1980

October 1980

April 1981

December 1982

December 1982

April 1981

April 1979

March 1984

M.nn;hs delayed Broad reasons attributed for the

6 months

7 months

8 months

15 months

34 months

34 months

14 months

45 months

delay

Severe power cut and other com-
missioning problerus.

Maodification of the systems during
commissioning and non-availability of
erection Engineers.

Severe power cut and certain problems
in commissioning.

Severe Power cut, Repeated failures
of Hydraulic and Electronic System
during trial operation of  press
resulting in_modification of major
hydraulic unit.

Delay in manufucture and delivery
of hot sheet and strip unit by HEC,
Ranchi, delay in supply of Bar Mil|
and Wire rod Mill by MECON, lack
of adequate response to global equip-
ment leading to delay in placement
of purchase order.

Due to delay in supply of certain
parts of the equipment by the
suppliers.

Delay in supply of certain parts of
the equipment by the suppliers and
non-availability of supplicrs’ Engineers
for commissioning,

Ahead of schedule

Decided to phase it out to suit the
commissioning of the upstream manu-
facturing shop and partly on account
of delays in the supply and erection
of the equipment.

':"‘:\3




5.2 Some of the salient sspects noticed in the con-
tracts are given below .

5.2 1 In response to open teaders invited in Decem-
ber 1975 for structural steel and cledding work for
5870 tonnes (approx), 17 offers (10 from Public Sector
Undértakings and 7 fém Piivate firms) were reccived.
Th> offer of Tfivcrﬁ_s_llrucl'ur.ﬂs Limited (TSL), (a
Public Sector Unde‘taking) was th: lowest of
Rs. 254.74 lakhs 'while the offer of a private firm ‘P’
was the second lowest uf Rs 268.70 lakhs. The offer
of another private firm ‘S’ was the third lowest at
Rs. 282.98 lakhs ard the ofier of Hindustan Steel works
Construction-Limited (HSCL) (a Public Sector Under-
taking) was the ninth lowest 4t Rs, 342,16 lakhs. The
Consult'ng Engineers recommended (April 1976) ‘for
awarding the work to the firm ‘S’ whose offer was the
third lowest at Rs, 28292 Jukhs on the ground that
they had executed several contracts upto 5000 tonnes
of work.

5.2 2 PDuring Mayv 1976 discussicns were held with
six parties including TSL, ‘¥* and HSCL. The Board
of Directors was apprised in May 1976, that HSCL
showed willingness to take up. the structural werk at
substantially lower rates subject to the condition that
they should also be given ihe contracts for civil works
for main plant buildings o mutuaily agreed terms.
The Board constituted u Negotiating Committee  of
Directors with the then Chairman and Managing
Director as its Chairman, The Committee observed
(8th July 1976) that the rates offered by the lowest
tenderer viz TSL for the Stcel items were not realistic,
Furthar; the Committee did aot consider the cffers of
the private firms on the piea that these firms were not
capable of undestaking the work of the magnitude
involved, It recommended (August 1976) that the
contract be awarded to the HSCL which offered a
price concession of 12.5 par cent on the sotal cost of
the ‘tender. In September 1976 a work order was
issued for Rs, 300.26 lakhs. The civil works stage |
and [T Rs. 114.07 lakhs and Rs. 298 lakhs respec-
tively were also simultancously awarded to HSCL, Tt
was observed that HSCL in turn bhad entrusted the
main function (i ¢.) fabrication of.the entire structural
work to same two private sector firms whose offers to
the Company in the opea wenders were lowest when
compared to that of HSCi. Though the benefit of
lower rates quoted by these private firms was availed
of by HSCL by entrusting the work to them, the
rejection of lowest offers ab initio stating that the firms
were not capable of undartaking the work resulted in
an extra expenditure of Rs,  20.17 lakhs. ‘The
Ministry stated (Septembar 1989) :

“ after careful consideration of the complexity
involved in coordinating the setting up of

the plant it was decided by the Board that
both the structural and civil works should
be entrusted o one agency and that con-
sidering its wide cxperience in dealing with
large projects FISCL should be awarded the
confract even thoush they were not the
lowest™, :

5.2.3 As per the work order the Stage-I' ¢ivil works
were to be completed by end of February 1978 and
the Stage-1T civil works by end of November 1978,
The provision made in the work order in regard to
validity of rates upto 30th April 1980 indicates the
uncertainity of the  anticipated completion of work
within two years, in the light of non-availability of bill
of quantities for Stage-II civil works. The civil works
were actually completed only by end of February 1982
with extensions without ievy of liquidated damages.

Reasons for the delay in completion of the civil
works Stage-T and IT were indicated as below :(—

— Delay in furnishing the design drawings to
the contractor dus to non-receipt of cquip-
ment parameters from suppliers,

—  ‘Holds’ were imposed on coiumn founda-
tions, equipmeit foundation, flooring ete, 10
enable transportation and easy movement of
equipment inside the shops, examination and
determination of requirement of - grouting
work. refractory flooring etc,

The Ministry stated (Iuly 1989) that HSCL had
completed 97 per cent of the work by April 1980,
Reasons for delay in complction of balance work were
not attributable to HSCL ang hence the contract period
was extended without levy of liyuidated damages,

5.2.4 As per the contract with HEC Hot Sheet and
Strip Mills were expected. to be commissioned within
25 months from the dale of awarding the contract i.e.
by April 1979. Against this target, the Cold Rolling
Mill (CRM) shop was commissioned in April 1982
(a delay of 36 months) and Hot Rolling Mill (HRM)
shop was commissioned in July 1983 (a delay of 51
months). Although CRM shop was ready for produc-
tion in April 1982, this could be utilised only with
effect from July 1983 as the output of HRM shop
constitutes the input for ihis shop.

Due to this delay of 37 months, the company was
entitled to levy liquidated Jamages of Rs. 14.66 Jakhs
against which the company decided to recover only
Rs, 11,00 lakhs.




6. Pradaction Performance

6.1 Capacity

6.1.1 The major shops cf the plant are two melt
shops, Forge shop, Titaniim shop, Hot Rolling Miil
shop (HRM), Cold Rolling Mill shop (CRM), Bar and
Wire Drawing shop, Core and Laminations shop and
Powder Metallurgy shop. There are three primary
melting furnaces and two sccundary melting furnaces
in the two melt shops. In the primary m=lting furnace,
the metal is produccd cither  in the shape of Elcc-
trodes or Ingot depending upon the requirement of
the process. While the ingots are transferred to forge
shop for further processine the clectrodes are trans-
ferred to secondary melting furnaces where ingots are
produced from electrodes und transferred to Forge
Shop for further processing.  All these  furnaces
including their auxiliaries were commissioned in 1979
and -1980. The compan; has not worked out ‘the
installed capacity for the fa:torv as a whole. Follow-
ing were the constramnts stated by the company
(December 193R) inn defining the plant canacity:

(1) Wide product mix

(ii) Changes in utilisavion of
ments

(iii) Facility constraints.

(iv) Changing customer requirement.

6.1.2 The capacity of myling cquipmert and forging
equipment were indicated as follows (December 1988):

individual equip-

Designed Installed
capacity capacity (as
per existing
product
mix)
(Tonnes) (Tonnes)
Melt shops
(a) Primary Melting
(i) Arc Furnace 3246 4500
(ii) Air Induction Melting
(AIM) Furnace 1112 1112
(iii) Vacuum Induction
Melting (VIM) Furnace 642 700
(b) Secondary Melting
(i) Vacuum Arc Refinery
(VAR) Furnace. 11 655 655 (200)
(ii) Electroshiz Refining
. (ESR) Furnace 339 2350 (1400)
Forging Press 5144 5144 (3500)

("Fhai figures in bracket indicate restriction due tn__auxi!iar_f '

facilities).

The Ministry stated {July 1489) that the above
capacities were based on three +hilt operation and the
capacity for p imary f{urneces taken together should
be reckoned at 3600 tonnes according to existing
manpower for two shilt operation

6.1.3 As forge shop 15 the single common point in
all product lines, the Miristry, during discussion with
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Audit Board (August 19%9), stressed that the per-
formance of the plant can be best judged by the
utilisation of Forge shop,

6.1.4 As per Engineering report, the input to the
Forge shop was 5144 ingof tonnes with an output of
4204 tonnes and after the HRM., CRM and Wire
drawing process, the overull capacity was expected to
be of the order of 2500 15 3000 tonnes. In view of
this the overall capacity of the plant was reckoned at
2729 tonnes by the Ministoy.

6.1.5 In addition fo the primary and secondary
furnaces stated above, th: plart also has a Vacuum
Induction Refinery (VIR) Furnace costing Rs, 83.56
lakhs which has a designed as well as installed capacity
of 1750 tonnes. This furnace is used for refining pro-
cess with liquid metal taken from Arc Furnace,

6.1.6 So far as the Titanium Fhop is concerned, its
main equipments are TEP for compacting and VAR
Furnace T for melting the electrodes. The major
equipments including the auxiliories were commissioned
between September 1979 and March 1981. Tn VAR 1
furnace both titanium ang steel ingots can be pro-
duced. The Management indicated the following to
be the capacity of the Tiianium Alloys and Steel
Alloys on three diferent dates:

 Installed  Asstated by Manage-
capacity as ment in
calculated .
in June October December
1987 1988 1938
(Tonnes) (Tonnes) (Tonnes)
Titanium Alloy 1170 900 700
Steel Alloy 1125 900 700
Average on basis of
50 : 50 basis 1148 900 700

While the ca_pa?ii_y calculated in June 1987 was stated
to be only theoretical, the capacity stated in December
1988 was staled to be based on existing product mix,

6.2 Capacity Utilisation :

6.2.1 The table below mdicates the capacity utilisa-
tion envisaged to be achievad und actually achieved
during five years ending March 1989:

T 1984 1985- 1986- 1987-  1988-

\

85 86 87 88 89
~ Utilisation :
(i) As envisaged in
Engineering Report
(%) 60 90 100 100 100

(ii) Actually achieved
based on capacity
of 2729 tonnes(%,) 35.6 42.4 41.5 39.0 350.3




equipment breakdowns and electrical breakdowns etc.
the heats were declared as failed and the cntirc
materials could be remelted for getting the ingot/
clectrodes,

6.3.3 The following tabic indicated the value of
heats rejected and the cxpenditure incurred on the
heats failed for the six years ending March 1989 :

12

6.3.4 No norms were fixcd to exercise any control
in this arca. The company stated (October 1988)
that in view of rigid specifications and inspection stan-
dards; no norms of rejections could be fixed und that
the annual losses had becan less than 5 per cent of
the primary production on an average,

T Sl U 3 il il _ i s dalikhey 6.4 Scrap
Year Value of heats  Melting charges
v rejected on heats failed - :
S = —— — 6.4.1 Generation of scrap occurs at the melting,
1983-84 H et 0.22 =l . .
1984-85 20. 41 0.16 torging and rolling stages and in all other down steam
1985-86 11.17 0.52 processes.  The particulars of the total input charged,
1986-87 4,60 1.78 scrap generated and scrap consumed during the  six
1987-88 5.39 2.37 years upto 1988-89 and the closing stock at the end
it MO S 24.70 i of each year are given beiow :
Year Total input  Scrap Scrap Percentage of scrap Closing Value
charge generated consumed stock at (Rs. in
Generated  Consumed  the end of  lakhs)
to input to input cach year
charges charges
s Ontenat) Ll TS o o 18
1983-84 3159 1289 803 40.83 25.50 1195 131.00
1984-85 2898 1009 1374 34.81 47.41 830 137.04
1985-86 2691 773 1006 28.74 37.39 597 143.54
1986-87 2933 830 876 28.32 29.86 551 186. 58
1987-88 1936 762 6le 39.35 42.15 697 196 26
1988-89 1987 807 877 627

6.4.2 No norms for scrap gencration were separately
fixed by the Company. There was an increase in the
value of closing stock of scrap from year to year, In
quantitative terms the closiag stock at the end of cach
of the six years represented 11, 10, 9, 8, 11 and 9
months’ production of the respective years.

6.4.3 The Ministry staied (July 1989) that norms
for scrap generation are not required to be scparately
fixed because scrap gencration is a function of the
normative yield and rejection contrs] which are moni-
tored separately. The Micistry further stated (July
1989) that :(—

Scrap generation depends upon the number
of heats taken tor « given grade.

Normally close monitoring 1s done on the
yield of the product and this activity in-
dircctly controls the volume of scrap gene-
raled.

The volume of scrap generated is a part of
the materials process only and not due to
poor production peilormance or faulty
planning or bad workmanship.

6.4.4 A detailed examinution in audit in case  of
quantum of scrap generated iy case of a few grades,
however, revealed that no upalysis was done by the

40.64 44.16 243.68

Company to find out wheiher the excess scrap gene-
rated was on account of poor performance of produc-
tion process or fauity planning or bad workmanship
in respect of those grades,

| 6.4.5 An analysis of the scrap in certain grades also
revealed that :— i

— the Company was noi in a position to re-
cycle or reuse the titanium scrap for want

of heavy jaw crushers,

as at 31st March, 1989 the Company had
an umdentified scrap valued Rs. 4.95 lakhs
which might not be usctul for the melt of
any grade,

there was 162.625 tonnes of a special metal
scrap valued at Ks, 8085 lakhs as on
31st March, 1989 pertaining to the supply
order of *V' as thic execution of this supply
order upto the forged stocks had already
been completed and theie was no likelihood
of use of this heavy stock of scrap,

The Ministry stated (July 1989) that with the
approval of *V" for use of 50 pcr cent of serap for a
recent order the scrap consumption was expected o
increase and the stocks were expected to be pro-
aressively consumed.

N




7. Machine Utilisation

7.1 The Company had installed several equipments
valued Rs, 8104.41 lakhs by end of March 1989.

7.2 Out of these equipments, the company had been

collecting machine utilisation particulars in respect of

a few equipments only for the purpose of calculating

average machine hour rate for evaluating the work-in-

progress at  the end of cach  year. In respect

] of some major equipments (Details in Annexure-I)
| the Ministry has intimated (July 1989) the following

position :—
1984-85 1985-86 1986-87 1987-88
Available hours 40,000 40,000 40,000 40,000
Hours utilised 22,034 21,020 17,539 18,252
Percentage of
Utilisation 56 53 44 46

Although the plant as a whole hed gone into com-
mercial production from Juiy 1983 the Company had
not been analysing the reasons for the idle machine
hours.

CORE SHOP

(i) Bell furnaces

CRM SHOP
(i) Bimetal degreasing line
(iii) 20 High Foil Mill
(iv) Foil Annealing Furnace/Line
(v) Foil slitting line

P.M. SHOP
(vi) Pickling line equipment
(vii) Annealing lines 2 numbers
(viii) Multiple draft wire drawing machines 2 numbers

BAR & WIRE DRAWING SHOP

(ix) Vacuum Impregnation Plant

The Ministry has stated (July 1989) that :(—

— there are about 20 major equipments
supported by 100 odd auxiliary processing
equipment which, mn turn, are served by
another 250 odd minor cquipment. 1t is
neither possible nop visualised to  ensure
full utilisation of all these auxiliary and
minor equipment,

— taking this factor into consideration Com-
pany has becn concentrating on the utilisa-
tion of major equipment having a bearing on
the total capacity of the Plant.

— the number of available machine hours is
dependent on several factors such as nature
of operations, extent of breakdowns, extent
of preventive maintenance and extent of
manning provided,

7.3 1t was observed in audit that the
equipment was found to be either idle or
utilised.

7.3.1 Machines lying idle

following
vnder-

Value

(Rs. in lakhs)

15.37 Procured for core shop in 1981-82 were not commission-
ed so far.

42.46  Not put to use due to technologzy becoming obsolete.
144 797 These equipments could not be put to use for want .}Jf
36,75 » orders.
6.

34 )
4. 921 For want of orders these equipments could not be put
U to use. f
4.13 )
3.00 For want of orders this machine was not being nsed.
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During the discussion in Audit Board meeting held
in October 1938 regarding the overall utilisation of
capacity built up for thz ptont in juxta position with
the order book picture, it was highlighted that vhile
orders for 1900 tonnes valued at Rs. 38.00 crores
were to be executed (many of these for 4 to 5 years)
the capacities remained underutilised. The Manage-
ment stated that a good number of pending orders
were for small guantities and it would not be advan-
tageous or economical to take up production,

The Ministry stated (July 1989) in regard to the
orders received before 1984 aud remaining unexecuted
that these orders were accepted when the production
technology was not fully demonstrated at that point
and at very low prices.

8.3 The Company had no specific Pricing Policy. A
pricing committee comprising representatives  from
Marketing, Finance, PPC, QCL, Melt and Forge and
Management Services recomincnds the price to  be
tendered in respect of each enquiry. This recom-
mendation is based on the quantity of raw material
required and technical processes to be routed through
as given by the Production, Planning and Control
wing  The costing section places the cost analysis
before the pricing committee. Based on this and the
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prevailing market prices (PDP prices etc)., the Com-
mittee recommends the piice to be offered.  While
offering the price, the Company was trying to obtuin
a rate suflicient to cover atleast the marginal cost in
respect of each sale order.

8.4 The Company did not prepare any price list
for the standard items. Tt did not maintain job-wise
or sale order wise cost records and profitability snalysis
in respect of cach sale order. It was, however,
observed in audit that out of the 44 sale orders
executed in 1986-87, the Company incurred a loss of
Rs. 210.36 lakhs in respect of 33 orders and made a
profit of Rs. 50.96 lakhs on 11 orders and in 1987-88
out of 52 orders executed, the Company incurred a
loss of Rs. 151.21 lakhs on 38 orders and carned a
profit of Rs. 71.53 lakhs oa 14 orders. Out of the
sale orders executed during 1986-87, 17 orders only
were executed within the stipulated period of delivery.
The delay in exccution of the balance crders ranged
from one year to four years. The Company stated
(October, 1988) that the standard price lists in respect
of *M’ Wires, Titanium Products and Superheat Pro-
ducts were being prepared for specific periods.




9. Manpower

9.1 The table below iudicates the man-power actual deployment of man-power by lhe_ Company at
requirement envisaged in the Engineering Report of the end of each year for six years ending March,
June, 1975 for the full production level and the 1989,

At end of March No. of employees as per engineering Actual deployment of employees
- report
Exccutives Non- Total Executives Non-executives Total
execulives

1984 257 1795 2052 259 1221 1480

1985 257 1795 2052 267 1271 1538

1986 257 1795 2052 264 1268 1532

1987 257 1795 2052 268 1241 1509

1988 257 1795 2052 271 1246 1517

1989 257 1795 2052 270 1238 1508

The engagement of executive staff exceeded the indirect workers was, however, found to be higher as
limit indicated in the Engincering Report from March, follows :
1984 although the production was ranging between o RS S e e O
35.60 per cent and 54.98 per cent from 1984-85 to Year ending Non-executives Ratio
1988-89 of the full production level. The Govern- 31st March ‘ ; Direct
ment stated (September, 1989) that the executive Direct Indirect ;”g;"““"
strength was divided into technical and non-technical. ‘;orﬁ:s
So far as the technical strength was concerned, : - :
MIDHANI had to deploy a near full cou?pletPenl for 1985 470 800 1:1.70
absorption of techn{alogy and for translation into use 1986 575 %06  1+1.8
at the shop floor without any reference to number of
shifts of operation. The Government further stated 18 i .l 3.9
that the excess strength on non-technical side was due 1988 478 768 1:1.61
to assessment of inadequate man-power in Engineering 1959 477 761 1:1.60

Report for non-technical areas, e T e e e

The Government stated (July, 1989) that the
Engineering Report did not include the manning for
non-technical areas viz. Security, Corunercial Offices
and for other positional requirements.

9.2 In the Engineering Report the ratio of direct to
indirect man-power was indicated at 1:1.15 at full
operational level. The ratio betwcen the direct and

17
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- 10, Material Management angd Inventory Control

10.1 The cost of direct matérials constituted more
thani 60 per cent of the cost of production.

10.2 The following are the inventory holdings as
at the end of each year for the five years upto 1988-89:

1984-  1985-  1986- 1987-  1988-

85 86 87 88 89

_N; of Month com:mpn'on held in Stock :

Raw materials (ex-

cluding scrap) 11.6 7.0 5.9 L A
Stores & Spares 2.2 23.8 28.1 26.5 15.52

According to the Ministry (July, 1989):

(i) Raw material stock has to be reviewed after
eliminating :—

() effect of deliberate decision to stockpile

certain materials.
(b)

(ii) Inventory of spares has to be related as percent-
age of the value of equipment installed,

internally generated scrap,

(iii) Shop floor stocks are not to be reckoned in
inventory holdings,

With this background the Ministry (July, 1989)
has given figures of inventory holding according to
which the inventories were of the following order :—

Year Number of months of consump-
tion
Raw materials Stores
1983-84 12.09 (not given)
1984-85 6.53 8.90
1985-86 4.55 9.93
1986-87 4.21 15.13
1987-88 3.34 13.20
Even with this composivion, the stock of raw

materials in terms of number of months consumption
was very high in 1983-84 and the inventory holding
of spares was on increass,

10.3 Stores are issued from main stores to the
various shops for consumption, The value of such
stores issued, but lying in various shops at the end
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of each year for the five years ending March, 1989

was as follows :—

As on 31st March of Rs. in lakhs
1985 275.77
1986 239.38
1987 209,08
1988 207.27
1989 193. 50

10.4 The stocks in the shops as on 31st March,
1989 included 9 items of raw materials valued
Rs. 6.55 lakhs and 61 items of major consumables
valued Rs. 43.98 lakhs which were lying idle in the
shops for more than four years. Keeping heavy
inventory with the shops will stand in the way of

‘the Management having adequate control over the
procurement of raw materials and stores,
The Company/Ministry stated (October 1988/

July, 1989) :—

stores on shop floors were required in day-
to-day use in manufacturing operations.

the non-moving raw materials of the vilue
of Rs. 6.55 lakhs were Icft overs of raw
materials which were procured in  initial
stages for trial operutions and development
purposes,
the major consumables had been initially
purchased anticipating full utilisation of the
capacity of HRM & CRM shops, and efforts
were being made to explore the market for
increasing the utilisation capacity in HRM
& CRM shops and only then these items
could be fully utilised.

10.5 The year-wise break-up of work-in-progress
as on 31st March, 1989 given below :

Year Quantity Value
(tonnes) (Rs. in lakhs)
1983-84%* 41.76 27.50
1984-85 32.27 25.26
1985-86 59.35 49.79
1986-87 61.35 38.18
1987-88 136.85 162. 68
1988-89 856.83 824,17
1188.41 1127.58
*and earlier
Add : Stock disposals 105, 24 69.72
Total 1293.65 1197.30




10.6 The work-in-progress pertaining to the years
from 1979-80 to 1986-87 (including stock disposals)
amounting to Rs, 210.45 iakhs could not be moved out
as sales or converted into finished products. This
had, thercfore, resulted in uvpnecessary blocking up
of working capital funds to the tune of Rs. 210.45
lakhs. "

The Government stated (July, 1989) that certain
items for which no crder were likely to be received
were identified for disposal and the value of such
items disposed of in 1988-89 was Rs. 77.26 lakhs and
further action was on hand for identifying work-in-
progress for disposals.

10.7 A review of the Central Stores bin cards and
priced stores ledgers showed that as on 31st March
1989, 71 items of raw materials, lubricants, consum-
ables and other stores valued Rs. 15.18 lakhs were
not moving for more than 4 years, and in the case of
mechanical stores and spares 195 items valued
Rs. 5.16 lakhs and 145 items valued Rs. 7.46 lakhs
were not moving for morc than 6 vears and 4 years
respectively. The total value of these non-moving
items was Rs. 27.80 lakns.

5/96 CE&AG/Y0—-T
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The Ministry stated (July 1989) that out of these
non-moving items ‘GC” and ‘SP’ were the major items
and one product item was already sold for Rs. 1.15
lakhs, In regard to shell-poliisage it was stated that the
compuny had taken up the matter with the Collabora-
tors for its use in dilferent applications, It further
stated that a Committee was already examining criti-
cally the remaining items of small value for their use
or for disposal, j

10.8 The particulars of claims with Vendors towards
value of shortages, damaged and rejected items out-
standing at the end of each year for the last five years
are given below :—

Amount of ¢laims

As at the end of March

: (Rs, in lakhs)

1985 14.86
1986 18.63
1987 12.36
1988 11.81
1989 10.87

The amount of Rs. 10.87 lakhs as on 31st March
1989 included claims worth Rs. 3.53 lakhs pending
for more than three years,




11.1 The financial position of the Company for the five years upto 1988-89 is sununarised below :

Liabiliries

(a) Paid up capital (including share deposits)

(b} Borrowings from Govt. of India :

(i) Proiect Loans
(i) Working Capital Loans
(iii) Unsecured L oans
(c) Deferred Liabilities
rd) Trade Dues and other liabilities and provisions

TOTAL

Assers
fe) Gross Block

Less : Depreciarion
(f) Net Fixed Assets

(a) Capital-Work-in progress (including Fxpenditure/pending
allocation)

fh) Investmenis
(i) Current Assets, Loans & Advances

(i) Deferred Revenue Expenditure

(k) Losses

TOTAL

Capital Emploved
Net worth

NOTES @

(2) Net worth represents paid up capital plus reserves and surplus less intangible assets,

11. Financial Position and Working Results

(Rs. in lakhs)

1984-85 1985-86 1986-87 1987-88 1988-89
(
13696. 00 13734.00 13734.00 13734.00 13734.00
500. 00 600.00 320.00 — S
— - 20.00 40.00 175.00
52.48 63.83 60. 48 24.23 — ;
1349. 58 1871.21 1778.63 1404.25 1885.31
s Ll
15598.06 16269.04 15913. 11 15202.48 15794.31
9687, 80 9910. 91 9957. 12 10008. 15 10073. 31
1558.15 2110.29 2680. 34 3239.88 i818. 62
8129, 65 7800, 62 7276.78 h768.27 A260. 69
149, 69 58.72 43.63 83.85 70.74
— Lk — — 0.01
{
3740. 16 4402. 57 4509. 90 4443.38 5745.21
B82.R3 R21.57 715.28 540. 50 3I65.71
2695, 73 3185, 36 1367. 52 3366. 48 3151.95
15598.06  16269.04 15913. 11 15202.48 15794.31
10577.22 10403. 42 10101. 70 9922.22 10270.99
10177. 44 9726.87 9651.20 9827.02 10016. 34
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(1) Capital employed represents net fixed assets plus working capital.
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11.2 The working results of the Company during 1984-85 to 1988-39 were as follows &

(Rs. in lakhs)

1988-89

198485 198586 1986-87  1987-88
yi _(i}- Sales (Less : returns and excluding E.D.). ] { 1275.51 1849. 30 2758.20 2747.97 3317.34
(ii) Accretion (‘.-r )/ Decretion (—) in finished goods & work-in-
progress . ‘ 2 : . (+)401.34 (4+)287.55 (—)261.44 (—)154.00 (+)122.84
(iia) Despatches with sub-contractors . : ) : . — — — - 164.44
(iii) Value of production (i4ii) . i ‘ . > = 1676. 85 2136.85 2496.76 2593.97 3604. 62
(iv) Less : Consumption of Raw Materials 803. 01 877.10 147. 54! 714.69 1291.24
(v) Value added . 873.84 1259.75 1749.22 1879.28 2313.38
(vi) Conversion cost as detailed below :
(a) Consumable malerials 163. 61 157.39 156.25 167.30 248.92
(b)y Power and Fuel 296. 39 327.57 325.67 355.92 497.13
(¢) Employees Remuncration & Benefits . 381.65 401.00 456.67 506.28 577.62
(d) Other expenses 187. 60 231.76 349.05 251.44 355.47
(e} Interest . 20. 66 81.06 76.74 2.35 1.75
(f) Depreciation 545 96 553.18 570.95 558.89 582.65
(g) Direct Expenditure (DRE) I 47 99 81.45 152.32 168.30 200. 47
1043.36 1833.41 2087.65 2010 .48 464,01
Less : 1. Expenditure relating to start-up, capital works 16.55 57:29 27.21 8.78 =2
2. Other Income 15.43 2319 *28.54 #2341 *30. 16
Net Conversion Cost . 1611.88  1754.33  2031.90 1978.29  2433.85
(vii) Loss for the year 738.04 494 .58 282.68 99.01 120.47
Net prior period adjustments . (—)93.99 (—)4.75 (+)9.40  (—)32.37 (—)34.20
(viii) Net loss 644.05 489, 83 292. 08 131.38 154,67
(ix) Percentage of value added o ;
(a) Value of Production 52.1) 58.93 70,06 72.45 64, 19
(b) Conversion cost 54.21 71.81 36,09 95.00 95.08

sNote ;—The interest of Rs. 110,12 lakhs, Rs, 132.42 lakhs and Rs. 169. 20 lakhs earned on corporate deposits have not been taken
into account for the purpose of working out operational results for the vears 1986-87, 1987-88 and 1988-8%9 respectively.

11.3 The Company incurred losses since com-
mencement of commercial production. T he accumu-
lated operational loss upto 1988-89 was Rs. 3763.69
lakhs (after prior period adjustments).

11.4 1n this connection, it was also observed that
(i) The Company secured from the Govern-
ment project loans amounting to Rs, 69.48
crores during 1978-79 to 1981-82 and
working capital loans amounting to
Rs. 13.86 crores during 1981-82 1o 1983-84,
The total loan amount of Rs. 83.34 crores
was converted by Government into  eguity
in Junc 1985 and interest amounting to
Rs. 36.10 crores on the loans upto March

1984 was waived with a view to improving
the economic viability of the Company.

During 1984-85 and 1985-86 the Company
secured loans amounting to Rs. 7.00 crores
from Government to meet its working
capital requirements and repaid them in
1985-86 to 1987-88.

11.6 It was also noted that the company has not
laid down any credit policy. Advances are collected
from the customers ranging from 5 per cent to 95 per
cent depending upon their paying capacity.  Docu-
ments are forwarded to the customers directly in the
case of Government Departments and through Bank
or Company’s Commercial Officer in respect of others.

(1i)



The Company, however, decided on extendine the
credit facility to the customers upto 45 days from the
date of despatch on a case to case basis depending

upon each case. The following table indicates the
sales and volume of book debts at the end of each
year for the five years ending March 1989.

(Rs. in lakhs)

Total Book Debts Percentage of Book-debts in

Year Sales Book Debts to terms of

Considered Considered Sales number of

good doubtful months’ sales
1984-85 : : g : . : 1321.80 431. 61 4.68 33.01 3.96
1985-86 . : . A . . 1924.25 536. 84 5.29 28.17 3.38
1986-87 A ; . v . g 2854, 98 420. 41 20. 54 15,44 1.85
1987-88 . - - : F - 2929, 36 609. 08 15.88 21.33 2.56

1988-89 - i - ; > : 3471.37 1088. 26 23.01 32.0 384




12, Costing System

12.1 The Burecau of Public Enterprises have been
stressing  (September 1966, September 1968/August
1970) the need for introduction of scientific system
of costing in public sector undertakings. The Com-
mittee on Public Undertakings in their 67th Report
tecommended the need for developing cost conscious-
ness at various levels of management in Public Sector
Enterprises. Although the Company had been manu-
facturing about 80 grades of alloys in various sizes
and shapes at various stages, it had not introduced
any scientific costing system. Production documenta-
tion such as work orders, job orders, process sheets,
ete. were not maintained to ascertain the order-wise
process-wise costs. It had, however, been working
out at the end of each financial year the average cost
of production of each grade upto the stage of hot
rolling, for the limited purpose of valuation of closing
stock of work-in-progress for annual accounts. The
cost of other dowastream processes were not  being
worked out for the weason that the cost of  pro-

New Delhi
The 26-10-i995

duction at the hot rolling stage itsclf had been cxceed-
ing the sale realisation. Thus even the compiliation of
limited data at the end of the year was not useful for
control of costs,

12.2 For the purpose of submission of quotations
against enquiries from customers the Company had
been preparing marginal costs (variable costs), cash
cost (adding overheads) and the total costs (includ-
ing the depreciation and amortisation) which were
based on estimates only. The Company had not been
working out the actual cost of production against any
sale order to ascertain whether it was incurring loss
or carning profit and to what extent. In this connec-
tion a reference is invited to Para 8.4 wherein it was
brought out that an analysis made in audit revealed
losses in 33 sale orders out of 44, '

The Ministry stated (July 1989) that a full fledged
job order cost system had since been introduced,

A Lee

(A, C. TIWARI)
Deputy Comptroller and Auditor General-cum-
Chairman, Audit Board

Countersigned

New Delhi
The 461G .7
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(C. G. SOMIAH)
Comptroller and Auditor General of India
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ANNEXURE 1

(Refer Para 7,2)

Statement ‘showing the analvsis of available hours of som= machines and their utilisation

Equipment

. Arc furnace
. VIR/AIM

. VIM

. ESR/VAR-2

VAR-I

Forge Press
1500 Kg. Hammer

Hot Mills (Bar Mill, Wire
Rod Mills, Hot Sheet &
Strip Mills).

. 4-Hi Mill .
. 6-Hi Sheet Mill

12-Hi Strip Mill

3'Bull Blocks & Mulu-Head

]

!
e

J

Basis
(Shifts)

2 shifts

2 shifs

2 shifts

3 shifts
(Common Crew)
3 shifts

(2 weeks)

2 shifts

(2 weeks)

2 shifts

2 shifts

1 shift

1 shift
1 shift
1 shift

2 shifs

ToTAL

———y

Available
hours per

Actual hours utilised during

vear 1984-85 1985-86 1986-87 1987-88
3000 2085 217 2506 1416
3000 1253 798 535 610
000 2391 1105 1418 927
4500 3381 3824 2044 3342
3750 2571 1627 1454 1313
2000 1014 885 843 T06
3000 722 780 719 624
1250 879 1001 925 922
1500 1182 1255 b 519 672
1500 549 867 972 814
1500 234 150 272 91
12000 5773 6557 5032 6815

40,000 22024 21020 17539 18252




ANNEXURE I

(Refer Para 8.1)

3 {Quantity in tonnes}

Licenced Sales cfiected during the year
capacity o
created 1983-84 1984-85 1985-86 1986-87 1987-88 1955-89
Name of Product Group
Qty.  Percentage Oty. Percentage  Qty. Percentage  Qty. Percentage Qty. Percentage  Qty. Percentage
1o o o 10 o o
capacity capacity capacity capacity capacity capacity
1. P—1 200 9.99 5.00 17.27 8.64 28.91 14.46 19.83 9.91 28.25 14.12 30.70 1555
2. P—2. 200 237 1.18 22.28 114 31.28 15.64 71.91 25.95 70.26 35.13 54.61 27.30
3. P—3. - 515 $41.12 163,32 798. 63 155.07 956.30 185.69  918.50 178.35 844.75 164.75 1112.94 216.10
4. P—4 . 2 . ’ 3 204 11.89 5.82 23.92 11.72 10.67 5.23 14.40 7.05 19.29 9. 46 24.84 12.18
5. P—5. ” 200 9.35 4.68 36.90 18.45 39.44 19.72 37.59 18.79 39.14 19.57 40.18 20.09
6. P—6 . 210 5.61 267 5.27 2.5 6.46 3.08 5.01 2.38 5.08 2.42 6.10 2.90
7. P—=7. 100 0.02 0.02 0.47 0.47 1.16 1.16 1.05 1.05 1.82 1.82 121 1.21
8, P—8 1000 43.15 4.31 51.37 5.14 62.05 6.21 40.54 4.05 34.16 ja 46.74 4.67
9. P—9 . 30 8. 88 29.60 13.75 45.83 17.93 59.77 23.28 77.60 25.45 84.83 28.20 94. 00
10. P—l10 : : . 10 — — — - — — — — — —_— st i
11. P—11 i ; 50 — === = = - i s — = — | =E -
12. P—I12 . - 4 : 10 - — 1.78 17.8 2.14 21.4 - — - — 1.73  17.30
13. P—13 < 2 3 . — —_— — - — — —  368.45 — 252,79 — 201.26 —
2729  932.38 34.16 971.64 35.60 1156.34 54.98 1320.99

42.37 1500.56 48.40 1548.45

Nortg :—Facilities for magnet shop (50 tonnes) and tube shop (20 tonnes) were not established.
MGIPRRN )—S5/96 C&AG/90—-TSS-1—26-7-90—2050
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ERRATA

Pagé No. Column Referénce For Read
(iii) 2 23rd line Commercial Audit Ranchi Commercial Audit, Ranchi
W) 1 32nd line work awarded work was awarded
3 — 4th linc superalloys superalloys
V' § 4th Against Forge Shop 15 14
column of
table
8 1 8th line of at
11 2 2nd line from bottom toto in-toto
12 2 4th line ; s
12 2 9th line steam stream
14 3 5th line annealing annealing furnace
18 2 8th line Month Months’
21 Table under 1984-85 1643.36 1643.86
21 2 7th line from bottom 11.6 11.5
25 last Against P-1 15.55 15:35
column
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