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INTRODUCTION

I, the Chairman of the Public Accounts Committee, as authorised by
the Committee, do present -on their behalf this Twenty-Seventh Report of
the Public Accounts Committee (Sixth Lok Sabha) on paragraph 41 of
the Report of the Comptroller and Auditor General of India for the year
1973-74, Union Government (Civil) relating to the Ministry of Supply
and Rehabilitation (Department of Supply) and Ministry of Agriculture
and Irrigation (Department of Agriculture) on Purchase of Fertilizers

from abroad.

2. The Report of the Comptroller and Auditor General of India for the
year 1973-74, Union Government (Civil) was laid on the Table of the
House on the 30 April, 1975. The Public Accounts Committee (1975~
76) cxamined the paragraph relating to the Purchase of Fertilizers from
abroad at their sittings held on 13 and 14 August, 1975 but could not
finalise the Report on account of dissolution of Lok Sabha on 18 January,
1977.

3. This Report is based on the evidence taken by the Public Accounts
Committee (1975-76) and information furnished by the Ministries of Sup-
ply and Rehabilitation (Department of Supply), Agriculture and Irriga-
tion (Department of Agriculture), Chemicals and Fertilizers and Com-
merce.

4. The Report was considered and adopted by the Public Accounts
Committec (1977-78) at their sitting held on 16 November, 1977. The
Minutes of the sittings of the Committee form Part 11* of the Report.

5. A statement containing conclusions/reccommendations of the Com- -
mittee is appended to the Report (Appendix XX1V). For facility of re-
ference these have been printed in thick type in the body of the Report.

6. The Committee place on record their appreciation of the commend-
able work donc by the Public Accounts Committee (1975-76) in taking
cvidence and obtaining information.

— - — s § o e — ———

*Not Printed, (One cyclostyled copr- taid on the Table of the House and five copies
nlaced in Parliament Library),

(i)



(viii)

7. The Committee place on record their appreciation of the assistance
rendered to them in the cxamination of the subject by the Comptroller and
Auditor General of India.

8. The Commitiee would also like to express their thanks to the officers
of the Ministrics of Supply and Rehabilitation (Department of Supply),
Agriculture and Irrigation (Department of Agriculture), Chemicals and
Fertilizers, Commerce, Finance (Department of Economic Affairs and
Expenditure), Law, Justice and Company Affairs and Minerals and Metals
Trading Corporation of India for the cooperation extended by them in giv-
ing information to the Committee.

New DELHI; C. M. STEPHEN,
December 6, 1977. Chairman,

Zg;ahayana 15. 1899 (S) Public Accounts Committce.



REPORT
CHAPTER 1]
PLANNING FOR IMPORTS
Audit paragraph

1.1. The main chemical fertilisers used in India are shown below, with
the percentage of nutrition contents (viz., nitrogen or ‘N’, phosphorus or
‘P’ and potassium or ‘K') shown in brackets:

(i) Nitrogenous fertilisers
Ammonium sulphate (20.6 per ccnt N)
Ammonium sulphate nitrate (26 per cent N)
Ammonium chloride (25 per cent N)
Calcium ammonium nitrate (20.5 to 26 per cent N)
Urea {46 per cent N)
(ii) Phosphatic fertilisers
Single supcrphosphate (16 to 20 per cent P)
Triple superphosphate (46 per cent P)
(iii) Porassic fertilisers
Muriate of potash (58 to 60 per cent K)
Sulphate of potash (48 to 52 per cent K)
(iv) Complex and compound fertilisers
Ammonium phosphate suiphate (16 to 20 per cent N and 19.5 to
20 per cent P)
Di-ammonium phosphate (18 per cent N and 46 per cent P).
Urea ammonium phosphate (20 per cent N and 20 per cent P or
28 per cont N and 28 per cent P)
Nitrophosphate (20 per cent N and 20 per cent P)
Nitrophosphate with potash (18 per cent N, 18 per cent P, 18 per
cent K or 15 per cent N, 1S5 per cent P, 15 per cent K)
NPK complex and mixtures (different grades with various propor-
tions of N:P:K, such as, 15—15—15, 14—36—12, 14—14—
14, 13—13—13, 12—24—12, 12—-32—16. 10—26—26,
ete.).
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1.2, Use of chemical fertilisers in India started towards the ena of
the 19th century in plantation crops like tea, coffee, etc. In the context
of planned economic development after independence, use of these fertili-
sers became popular with the Indian farmers. With the introduction of
high yielding variety seeds of food-crops in the mid-sixties, use of chemical
fertilisers in India increased to a great extent. From meagre 0.71 lakh
tonnes in 1951-52, consumption of fertilisers (in terms of nutrients) in India
went up to 7.84 lakh tonnes in 1965-66 and 26.99 lakh tonnes in 1972-73.
India is still among the countries with the lowest fertiliser consumption rates
in the world, though.

1.3. The extent to which India has been depending on imports of fertili-
sers can be seen from the following table:

Consumption Import Percentage Value of
Year (Lakh tonnes (N+P4+K) (Import to Imports
of nutrients) consumption)  (Crores of

Rupcees)
1968-69 16,74 10,36 61.88 163.00
1969-70 19.89 7.62 38.31 116,77
1970-71 21,77 6.33 29.00 95.87
1971-72 26, 21 0.70 37.00 90. 23
1972-73 26.99 12.19 45.00 118,81
1973-74 27 83 12.56 45.00 182,49

1.4. Import requirements are worked out by the Department of Agri-
culture on the basis of the stock position, estimated requirements ascertain-
ed from the State Governments and other major consumers, and the esti-
mates of domestic production prepared by the Ministry of Petroleum and
Chemicals. These requirements are approved by the Standing Committee
of Fertilisers and, where necessary, by the Committee of Economic Secre-
taries. The Minerals and Metals Trading Corporation arranges import of
fertilisers against rupee payment under bilateral trade agreements. The
Department of Supply. arranges import from the rest of the world. Pur-
chases made by the Department of Supply abroad constituted nearly 72 per
cent of the total purchases during 1970-71, 1971-72 and 1972-73.
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1.5. The following table illustrates how quickly estimated requirements
for 1972-73 (to be imported by the Department of Supply) were changed
by the Department of Agriculture:

Original
Item demand in Subsequent modifications
March 1972
(tonnes)

Urea from U.K. and West Europe 82,500 Actual purchase in May 1972
against modified demand
was 1,23,000 tonnes.

Muriate of Potash from U.K. and West 22,000 Actual purchase against mo di-

Europe. fied demand in May 1972
was 65,000 tonnes.

Total requirement of Urea 2,73,000 Total purchase during the

year against modified de-
mands were 15 .08 lakh
tonnes,

1.6. Changes in estimates for imports were due mainly to shortfall in
indigenous production and imports by Minerals and Metals Trading Cor-
poration from rupee payment areas. The Department of Agriculture stated
(February 1975) that changes in estimates had also to be made depending
on availability of foreign exchange.

1.7. The following table shows the estimates of indigenous production of
fertilisers in terms of nitrogen (N) and phosphorus (P) vis-a-vis actual
production (potassic fertilisers are not manufactured in India):—

Estimates of indigenous production given by Ministry
of Petroleum and Chemicals from time

Year to time
Original Revised Further Actual
revised production
1969-70 N: 9.17 8.50 8.50 7.16
P: Nil 3,10 3.10 2,22
1970-74 N: 12.28 10, 50 8.50 8.30
| 4.20 3,20 2.30 2,30
1971-72 N: 14. 20 13. 20 11,90 9.42
P: 4.20 3.30 3.30 2,87
1972-73 N: 18,20 14.05 12,13 10,60
P: 4.76 3.96 410 3.26
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1.8. The Minerals and Metals Trading Corporation had promised to
procure, among other things, 7.50 lakh tonnes of urea during 1972-73 from
East European countries. By June 1972, however, it was evident that im-
ports during 1972-73 {rom East European countries would be far less than
what was expected. In that year actval imports by Minerals and Metals
Trading Corporation were only 2.65 lakh tonnes. The Department of Agri-
culture had obscrved in June 1972 that with better economic intelligence
this could have been foreseen and alternative arrangements for import could
have been made in time.

[Paragraph 41 of the Report of the Comptroller and Auditor General
of India for the year 1973-74, Union Government (Civil), pp. 98—100].

A. Preliminary observations

1.9. The Audit paragraph points out that the imports of fertilisers had
steadily increased from 6.33 lakh tonnes of nutrients (N+P-+K) in 1970-71
to 12.56 lakh tonnes in 1973-74 and that the percentage of import to con-
sumption increased from 29 per cent in 1970-71 to 45 per cent in 1973-
74. The following table furnished, at the Committee’s instance, by the
Department of Agriculture indicates the relevant position in this regard in

1974-75:

‘In lakhs tonnes®

IN+P+X,
Domestic Production | January— December, 1974} 14. 31(@
Imports { January— December 1740 14.00
Consumption (February 1974  January 1975, 25.74
Percentage of Imports to consumption 54.0°,

Value of imports Rs. 402,45 crores.

@ In 1974-75. the Plan estimate of domestic production was 18,5 lakh tonnes of N and
5.76 lakhi tonnes of P.  The first revised estimate of domestic production intimated by Petro-
leum and Chemicals was 15.00 lakh tonnes of N and 3. 65 lakh tonnes of P, Actual production
was 1185 lakh tonnes of N and 3275 lakh tonnes of P

1.10. Since the statistics in regard to India’s incrcased dependence on
imports to mect its requirements of fertilisers, presented a disquieting pic-
ture, the Committce desired to know the factors contributing to this state
of affairs. The Additional Secretary of the Department of Agriculture stat-

ed in evidence:

“At the outset 1 would say that in calculating the percentage of im-
ports to consumption perhaps it would be more correct to ex-
clude potassium, because we do not producc it indigenously;
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it is not available here. So, to get a correct figure of import
percentage to consumption we should exclude that. We have
made an exercise excluding potassium, which indicates the fol-
lowing trend. We will also submit it to the Committee. In
1968-69, the percentage in 61.76; in 1969-70, it is 42.89.”

He added:

*“Roughly, based on thesc calculations in 1973-74 our percentage of
import to consumption would come to 35.24 and not 45; in
1974-75 it is 43 per cent. This percentage depends both on
the estimated requirements and the indigenous production.”

1.11. The following table, furnished subsequently by the Department of
Agricultvre, indicates the percentage of imports to consumption, in terms

of Nitrogen and Phosphorus after excluding Potassium, during the period
from 1968-69 to 1974-75:

Consumntion

Import of Percentage
of N and P Nand P of imports
Year e e e e e — e — e — O CODSIM -
‘Tn takh tonn-s. tinn
1068-69 15.00 q.82 A1, 76
1g64-70 17,7 T ta 12,80
1970-71 20,20 3.00 25.20
arg-"2 21.136 Y 0.0t
av72-53 2421 8.6q 3540
1G72-7 ¢ 2. 8o LNE! 3524
1974-75 2.5t 1 5178

that cven after excluding the im-
ports of potash, which were unavoidable on account of there being no indi-
genous production, dependence of the country on imports of Nitrogenous
and phosphatic fertilisers had increased since 1970-71, the Additional Se-
cretary of the Department of Agriculture stated:

1.12. On the Committee pointing out

“It depends on the estimated requirements which is naturally pro-

gressively increasing. I the indigenous production does not
keep up to estimated production. import goes up.”

1.13. The following table. furnished at the Committee’s instance by
the Ministry of Petroleum & Chemicals (Department of Fertilisers) indicat-
es the progress made in increasing the indigenous capacitv for the produc-
tion of fertilisers in the successive Plan periods and the actual production:



(Capacity in *0o00 tonnes)

Capacity Production Growth of o/ Growth of

Period capacity Production
Ny P; O, N, P, O, N, P, O, Ne P, O,

First Five year Plan
1955—56. last year . . . . . . 85 64 8o 12
Second Five year Plan
.1g60-61 (last year) . . e e . 242 95 98 52 -+184.7 148.4 t22.5 +133.3
Third Five year Plan
1965-66 (last Year) . . . . 548 228 233 1t +126.4 1400 +137.8 +113.5
Fourth Fiye year Plan
1973-74 (last year) . . . . . . . 1939 560 1060 923 +253.8 -1145.6 +354.9 +191.0
Fifth Five year Plan

1974-75 (firs: year) . . . . . . 1981 560 1185 327 4-9.2 .. +11,8 +1.2
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1.14. It would be seen from the above table that there has been a subs-
tantial gap between the installed capacity of the indigenous fertiliser indus-
try and actual production. In the light of the increased emphasis being
placed on reducing the country’s dependence on imports, the Committee
enquired into the reasons for the low capacity utilisation of the indegenous
fertiliser industry which, prima facie, presented a rather dismal picture and
the steps, if any, proposed to be taken to step up indigenous production
so as to reduce imports. The Additional Secretary of the Department of
Agriculture stated in evidence:

“Mr.....will be able to answer the question of indigenous produc-
tion and the plans for improving and increasing the same. As
far as Department of Agriculture is concerned, I would like
to assure you straightaway that we are taking steps to increase
the use of organic fertilisers as much as possible and we are
encouraging farmers to use compost from the Municipalities
and so on, so as to try to reduce dependence on inorganic che-
micals as far as possible.”

The Secretary, Department of Fertilisers & Chemicals stated in this con-
nection:

“Regarding indigenous production of fertilisers, I would be covering
it in cxtenso later. 1 hope to make detailed observations at
that stage.”

The difficulties faced by the indigenous fertiliser industry and steps taken
to improve its performance have been discussed by the Committee, in grea-
ter detail, in Chapter V of this Report.

B. Estimates of annual requirements

1.15. According to the Audit paragraph, the estimated requirements
of fertilisers to be imported by the Department of Supply in 1972-73 were
periodically changed by the Department of Agriculture. Thus, while a
demand for the import of 82,500 tonnes of urea from the United King-
dom and West Europe had been initially placed in March 1972, the actual
purchase made in May, 1972 (just two months later) against a modified
demand amounted to 1,23,000 tonnes, representing an increase of nearly
50 per cent. Similarly, the actual purchase of Muriate of Potash from the
United Kingdom and West Europe, against the initial demand of 22.000



tonnes (March, 1972), amounted to 65,000 tonnes in May, 1972, the in-
crease in this case being nearly 200 per cent. The total purchases of 15.08
lakh tonnes of urea during 1972-73 against modified demands also bore
no refation to the initial requirements of 2.73 lakh tonnes projected in
March, 1972. The Committee learnt from Audit that the Department of
Agriculture had stated (Fcbruary 1975) in this connection as follows:

“The proccdure followed in the Ministry of Agriculture for assess-
ing the annual import requirements of fertilisers has been to
estimate a year in advance the annual agronomic requircments
of fertilisers to support the agricuftural production programmes
of that vear. These requiremcnts are themsclves subject to
modifications which might be necessary as a result of fluctua-
tions in demand due to adverse seasonal conditions, special pro-
grammes which may be taken up by the States subsequent to the
mitial assessment, etc. The import requircments arc worked
out by deducting the domestic production as estimated by the
Petroleum and Chemicals Ministry from the total agronomic
requirements. However, it has been the experience of the
Ministrv of Agriculture that the actual indigenous production
is far below the estimates given earlier by the Ministry of Pe-
troleum and Chemicals. The import requircments thus work-
ed out are intimated to the Department of Economic Affairs
for authorisation of imports and allotment of nccessary fore-
ign exchange. Here again the Department of Economic Affairs
authorises imports of quantities less than what has been esti-
mated by the Ministry and also allots forcign exchange only
in instalments., It mav thus be seen that there are a number
of factors which take place subsequent to the original assess-
ment of import requirements by the Ministry of Agriculture
which require mid-term adjustments in the purchase program-
mes. The procedure outlined above wis also followed during
the period covered by the draft Audit paragraphs.”

1.16. The Committee desired to know the basis on which the fertiliser
requirements for 1972-73 were worked out and the rcasons for the wide
variations between the original and subsequent demands of Urea and Muri-
ate of Potash. In a note. the Department of Agriculture stated:

“Fertiliscr requirements of 1972-73 were finalised initially on 27th
October. 1971 by the Standing Committec on Fertilisers. The
method adopted to project the requirements was to grant 20
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per cent and 25 per cent increase over the consumption of the
previous Kharif and Rabi season respectively, Based on the
requirements projected on the above lines and the then estimat-
ed domestic production for 1972-73, the import requirements
were worked out to be 8.69 lakh tonnes of N, 4.06 lakh tonnes
of P,O, and 3.04 lakh tonnes both for 1972-73. These re-
quirements were communicated to the Department of Econo-
mic Affairs on 6th November, 1971, for the allocation of ne-
cessary foreign exchange to effect the imports.

Since the foreign exchange position was not very happy at that time,
the Department of Economic Affairs could not release the ne-
cessary foreign exchange immediately. However, on 2nd De-
cember, 1971, the latter authorised imports worth $ 47 million
from the Rupee payment areas and $ 5 million from the hard
currency area. An import plan was immediately chalked out
within this allocation.

The Committee of Economic Secretaries, which went into the details
of the projected requirements of fertiliser desired at its meet-
ing held on 7th December, 1971 that a sub-committee should
go into the projected requirement and evaluate a supply posi-
tion vis-a-vis the requirement.  The sub-committee headed
by Shri Y. T. Shah, the then Additional Secretary, Foreign
Trade, recommended in its report dated 13th December, 1971,
inter alia, that demand projection for 1972-73 should be com-
pleted after allowing an increase of 23 per cent on the previous
years consumption. The recommendations of the sub-commit-
tee were placed before the Committee of Economic Secreta-
ries on 28th December, 1971 which, however, suggested a fresh
look at the demand projections, The Sub-committee after stu-
dying in depth the consumption trends of previous years sug-
gested that demand projection for Kharif, 1972 should be made
on the basis of 15—20 per cent increase over the consumption
of Kharif 1971 and for Rabi 1972-73 on the basis of 20—25
per cent increase over the consumption of the Rabi 1971-72.
This supgestion was considered in the meeting of the Commit-
tee of Economic Secretaries in March 1972 and the latter de-
cided that the demand for fertiliser should be worked out
on the basis of 17 per cent increase over the consumption of
the preceding Kharif and 22 per cent increase over the con-
sumption of the preceding Rabi. Based on the above recom-
mendations, the requirement of 1972-73 Kharif and Rabi
worked out thus:

2434 LS-2.
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{Inlakh tonnes of nutrierts)
K

Kharif, 1972 8,61 2,74 5. 39
Rabi, 1972-73 . . . . . . . 12 93 3°94 . 2: 29
Total : 21,56 6,68 3.59
18t revise | estimate of domestic production . . 1403 396 NIL
Import requirement . . . . . . 7' 51 2:72 359"

As regards the reasons for the quick changes in the estimates of require-

ments and subsequent modifications of the demand, the Department stated:

“The import requirements of fertilisers for Kharif 1972 and Rabi,
1972-73 originally worked out on 27th October, 1971 and
communicated to the Department of Economic Affairs on the
6th November, 1971 were as follows:

Season (In lakb tonnes «f
nutrieats)
N K
Ktarif, 1972 . . . . . . . .o 2+ 2¢ 005
Rabi, 1972-73 . . . . . . . . 6,36 2.90.
Total :, 8- 61 3° 04

The position regarding availability of foreign exchange in that period
was very uncertain and prospects for aid and credit for pur-
chase of fertilisers un-predictable. Hence communications re-
garding the quantities to be imported during the year had to
be made from time to time as and when foreign exchange be-
came available,

During 1972-73, the MMTC was expected to procure 7.5 lakh ton-
nes of Urea. In March 1972 they gave an indication that
they hope to procure only 3.2 lakh tonnes of Urea during the
period upto September, 1972. In fact, they succeeded in
procuring only 2.27 lakh tonnes in 1972-73. The domestic
production of N originally estimated at 18.2 lakh tonnes was
revised to 14.05 lakh tonnes and then again to 12.6 lakh ton-
nes. The actual production of N was only 10.60 lakh toniies.
All this necessitated greater imports from free foreign exchange
areas by the Department of Supply.
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On the basis of the position regarding availability of credit, the
. Department of Supply was requestéd to make the following
purchases of Urea from U.K. and West Europe in our D.O.
No. 1-9/71-MPR dated March 24, 1972:

Name of Country Credit available Quantity of Urea
{in million § to be purchased
{in tonnes)

Italy . . . . . . . -0 15,000
U.K. . . . . . . . 20 45,000
Holland and Belzium . . . . 1'5 22.500

Total : 5.5 82,5c0

Simultaneously the Department oi Supply was also requested to
purchase 50,000 tonnes of Urea against IDA credit and 75,000
tonnes of Urea from the free foreign exchange resources.
Hence additional quantities of fertilisers were purchased from
UK., Holland and Belgium by utilising free foreign exchange
resources. As a result the total purchases were as follows:

Name of Country Purchased against Purchased again
crecit free foreien
exchange
Ttalv . . . . . . . %.000 —
UK . . . . . . . 48000 12000
Holand and Belgium |, . . . . 24600 31400
Total : 79600 43400

Thus the total purchases worked out to 1,23,000 tonnes. This po-
sition would make clear that there was no change whatsoever
in the requirements communicated by the Department of Agri-
culture. Additional purchases were made against free foreign
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exchange resources indicated to the Dépai'tmenf of Supply simul-
taneously. ' : '

On a request for purchase of 60,000 tonnes of MOP Special grade

for Madras Fertiliser Ltd. received from the Department of
Fertilisers and Chemicals, the Department of Economic Affairs
desired that the purchase should be made out of the foreign
exchange allocations already made for the Department of
Agriculture for import of fertilisers. However, owing to
shortage of foreign exchange, it was not possible for the De-~
partment of Agriculture to do this. It was proposed to pur-
chase 22,000 tonnes of MOP Special grade from West Ger-
many against the German credit of $ 1.37 million (in addi-
tion to 4,000 tonnes of SOP) through our D.O. No. 1-9/71-
MPR dated March 24, 1972.

Subsequently Madras Fertiliser Ltd. modified their requirements

The

of MOP special grade to 65.000 tonnes. The Department
of Economic Affairs clarified on 10th April, 1972 that a total
credit of dollars 4.81 million would be available from West
Germany. Accordingly, the Department of Supply was re-
quested on 11th April, 1972 to procure 65,000 tonnes of spe-
cial grade MOP from West Germany.

import requirement for 1972-73 was originally estimated at
8.61 lakh tonnes of Nitrogen (equivalent to 18.8 lakh tonnes
of Urea) and communicated to the Department of Economic
Affairs on the 6th November, 1971. As against this require-
ment, foreign exchange of 47 million dollars was released on
the 2nd December, 1971 for imports from rupee payment
areas. A foreign exchange of dollars 5 million was also re-
leased for imports from free foreign exchange areas. It was
decided that out of the foreign exchange allocation for imports
from RPA, 6 lakh tonnes of urea should be imported and that
the entire foreign exchange allotment for imports from free
foreign exchange areas should be utilised for importing 16,000
tonnes of DAP.

Subsequently foreign exchange of 46 million dollars was released

for imports from free foreign exchange areas. The Depart-
ment of Supply was informed on the 4th April, 1972 that
out of this foreign exchange allocations, 2.73 lakh tonnes of
Urea should be imported. In the meantime the Department
of Economic Affairs authorised an import of additional 1.5
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lakh tonnes of Urea from rupee payment areas thus increas-
ing the total authorisation to 7.5 lakh tonnes of Urea. Sub-
sequently Norwegian aid for importing 0.4 lakh tonnes of
Urea became available. Later the West European credit was
increased from 11.5 million dollars to 13 million dollars.
This additional credit was utilised for import of Urea (of
about 21,000 tonnes). Some quantities of ANPs and NPKs
which are originally proposed to be imported could not be
obtained and had to be replaced by urea in order to ensure
that there are no shortages of Nitrogen. Later foreign ex-
change of 15 million dollars was released for import of nitro-
geneous fertilisers, This is again utilised for import of Urea
(of about 2.1 lakh tonnes). Subsequently in view of the
failure of the MMTC to procure adequate quantities of Urea
and in view of shortfall in domestic production, it became
necessary to import larger quantities of urea from free for-
eign exchange areas. Accordingly, an additional foreign ex-
change allocation of 13.3 million dollars was made on 14th

June, 1972 (which could provide urea of about 1.86 lakh
tonnes).

As a result of all these developments the total quantities of UK.

imported for 1972-73 increased from 2.73 lakh tonnes to 7.45
lakh tonnes.

As regards the figure of 15.08 lakh tonnes mentioned in the Audit
paragraph, it may be pointed out that this figure comprises
of imports of Urea not only for 1972-73 but also for 1973-74.

The import requirements for Kharif 1973-74 were worked out on
the 28th October, 1971. Foreign exchange of 22 million dol-
lars was released and the import of 1.5 lakh tonnes of Nitro-
gen authorised by the Department of Economic Affairs on 4th
July, 1972. In the FPC meecting held on 14th July, 1973,
this Department suggested the purchase of 3.2 lakh tonnes
of Urea for meeting this requirement. The import require-
ments of fertilisers for Rabi 1973-74 were worked out and
communicated to the Department of Economic Affairs on the
28th October, 1971. The import of 8.94 lakh tonnes of Ni-
trogen were authorised and foreign exchange of dollars 134.1
million released by the Department of Economic Affairs on
15th September, 1972. Against this authorisation, this
Department proposed the import of 11.45 lakh tonnes of
Urea. Out of the total imports of 15.07 lakh tonnes made
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during 1972-73, imports of 7.52 lakh tonnes of Urea were
actually made for use during 1973-74, These are as follows:

Date of contracting Supplier Quantity (M.T.)
September 1972 . . . Mexico . i . . . 12,500
Kuwait , . . . . 40,000
Japan . . . . . 200,000
December 1972 . Nutrex . . . . . 120,000
January 1973 Anic, Italy | . . . éo,ooo
LCIJUK . . . . 20,000
Feoruary 1973 Japan . . . . 300,000
Total : T gsms0
T

ol
7-52 lakh tonnes’

1.17. The Additional Secretary of the Department of Agriculture,
however, conceded during evidence that “in the past, the nature of the

methods of

assessment of the requirement of fertilisers was not very satis-

factory” (emphasis added). He added:

tbAs

you are aware, fertiliser is one of the most important inputs
in our agricultural production programme. It is really an es-
sential item, for which we should spend any amount of for-
eign exchange to import, if that becomes necessary, for lack
of sufficient indigenous production.

Regarding estimation of total requirements, we have evolved re-

cently a very scientific method by which we take into account
the actual consumption in each State and also the level of
consumption reached in individual States and then by a scien-
tific method, standardise the acreage and then allow, based
on our experience and our assessment of the progress, they
are likely to make in the succeeding years, a suitable incre-
ment on this. We have been able to evolve a method, as
realistic as we could, under the circumstances taking into ac-
count the production programme which we need and which
we have indicated to individual States and then arrive at a
total demand. Thereafter, we check with the Fertiliser &
Chemicals Department the indigenous production they anti-
cipate in the. year of import. After taking into account all
these things, we arrive at the total demand of the various ferti-
lisers required for the import programme of the concerned
year and also simultaneously approach for release of foreign



15

exchange the Department of Economic Affairs who, depend-
ing upon the availability of foreign exchange with them, giwe
credit or free foreign exchange or ask us to get from rupee
payment countries, as the case may be.

In the past, for the information of this Committee, I may mention
that there used to be some difficulty in getting foreign exchange
at one time. Therefore, in the last 1} years, if I am right,
they have been good enough to give us a bulk allotment of for-
eign exchange straightway, which has enabled us to streamline
and awvercome some of the difficulties which we have faced in
the past in procuring this through the Department of Supplies
and the MMTC who handles the rupee payment import.”

1.18. Asked whether there was any difficulty in regard to the timely
placement of demands, based on a realistic assessment of requirements, and
the actual procurement, the witness replied: .

“Some of the difficulties which may arise are only these. While
we need fertiliser, and this, as you know, depends on the sea-
sonality and it has to be given urgently after the sowing at
different stages for the growth of the crop, sometimes due to
various other considerations, they may ask questions whether
we need this immediately or can we not wait for some time
or can we go elsewhere. Then we insist that we have given
you our indent quite earlier and we want this urgently. We
also tell them that our crops cannot wait for your convenience.”

1.19. Since the Audit paragraph appeared to indicate that the estima-
tion of requirements of fertilisers was far from satisfactory which, in turn,
adversely affected their timely and most economical procurement by avail-
ing of the best market conditions, the Committee desired to know whether
it was not possible to streamline the procedure for assessing the require-
ments more accuratelv. The Additional Secretary of the Department of
Agriculture stated in evidence:

“As I mentioned. ...we have evolved in the last two years a more
scientific method and as realistic a method as possible. We
take every State and find out from them the best consumption
level of the season as they would like to indicate to us. Then
we take into account the agronomic dosages recommended by
the experts in the Ministry. In many cases they do not always
come up to the recommended dosage which is quite high.
Therefore, we take the actual consumption level of a high-yield-
ing variety and then standardise the acreage in respect of other
non-high vielding crops also which take lesser inorganic ferti-
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lisers. Thus we come to the actual dosage and then allow a
certain increment based on assessment by our experts of the
possibilities of that increase being achieved by the concerned
State. Then the whole thing is added up. That gives us the
total requirements based on the production programmes. Then
we check up with the Department of Fertilisers and Chemicals
the indigenous production anticipated by them. We deduct
this and then come to the conclusion that the balance will have
to be imported. Thereafter we approach the Economic Affairs
Department for foreign exchange. In the past, the Economic
Affairs Department, because of the various constraints in the
availability of free foreign exchange and credits, used to re-
lease either credit or free foreign exchange, as the case may be,
or sometimes tell us to get from rupee payment countries
which procurement is done by the MMTC. As you rightly
pointed out, these figures, even after this exercise, change.
That is because of the shortfall in the indigenous production
from time to time. As you would have noticed from the figures,
there have been considerable variations and these put us into diffi-
culties.”

Asked whether such periodical revision of the estimates of requirements did
not create problems in procurement, the witness replied:

“Our Department is helpless in the face of the assurance given by the
Ministry of Petroleum and Chemicals: when we have an as-
surance from the Ministry of Petroleum and Chemicals, there
is no point in our insisting on an upward revision of our im-
ports.”

1.20. As regards the periodical revision of the estimates of indigenous
production, the Secretary, Department of Fertilisers & Chemicals stated:

“In order to arrive at a correct position, we have to have three
parameters. Firstly, we must have a clear understanding of
what will be consumed in the country. This may or may not
be based on growth rate, this may or may not be based on
agronomic considerations; often it would be based on the
mood of the peasants, the pricing policy in respect of fertili-
sers and various other factors, Therefore, the first judgement
which has to be made is what is the quantum of ferilisers
which will be actually consumed by the peasants. 1 may point
out that this is, by no means, an easy task. Rccently when
we had gone for the meeting of the International Commission
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on Fertilisers, we were told that in most of the developing
countries and, for that matter, even. in developed countries,
they were not finding it easy to estimate the fertiliser consump-
tion level in agriculture. By and large, I would say, what the
Ministry of Agriculture is doing is quite good in international
circumstances. But there is, in the nature of things, a certain
amount of uncertainty. This is the first parameter. The
second parameter is the one with which T am direetly con-
cerned—proper estimation of the fertiliser production indi-
genously. We would not hesitate to concede that, over the
past six to seven years, the estimations have not been accu-
rate emphasis added). 1 think that at a later stage of the
proceedings, in answer to several questions, we will be able
to analyse what precisely went wrong and what cortective
action we are now taking so as to ensure that we could make
forecasts which, under any circumstances, will be fulfilled and
which will take place. The third parameter, I would suggest,
is the availability of fertilisers and their price abroad. I do
not think that one can make a simplistic assumption that
having worked out the demands of fertilisers and the indi-
genous supplies position even assuming that these two can be
made very accurately, the balance would be made
available without hesitation by the Department of Eco-
nomic Affairs. You will appreciate that last year—in the last
18 months—the international price of fertilisers shot up to
such an exorbitant Jevel that our bill went out of our control.
I should imagine, therefore, that there is some constraint also

from the foreign exchange angle about how much can really
be given.”

1.21. Explaining, at the Committee’s instance, the corrective mea-
sures taken to ensure a more satisfactory and realistic forecast of annual

requirements of fertilisers, the Joint Secretary (Inputs), Department of
Agriculture stated:

“Sir, T would just mention something on the general assessment of
the total agronomic requirements. Mr.... had also mention-
ed that this is the first and the most important factor which
also determines the quantity of imports and the foreign ex-
change which is required; upto 1970, there was no problem
of availability of fertilisers. It was only a question of per-
suading the farmers in all the States to take more and more
consumption of fertiliscrs, and we in the Agriculture Ministry,
had been assessing the consumption of ferilisers with reference
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to what the State Governments have agked for. Upto 1970,
the figures given by them were very inflated ones and it was
also an irrational demand because the State Governments
merely went by the recommended doses without any reference
to levels of consumption in the State. It was, therefore, felt
that the Ministry of Agriculture should themselves assess the
requirements, even after the demands have been placed by the
State Governments. From 1970, we were mainly giving an
ad hoc increase over the consumption levels which were
achieved in the States—it was an ad hoc increase of 25 per
cent over the previous year’s consumption. This was now
found to be a little irrational. There was a Committee of Secre-
taries appointed under the chairmanship of Shri Y. T. Shah,
They studied the trends of consumption and various other
factors but still came to the conclusion that it was enough if
we increase by a certain percentage over the Kharif consump-
tion and a certain percentage increase over the Rabi consump-
tion of the previous seasons. This was really a formula which
was adopted to arrive at an agreed figure. The Committee
of Secretaries agreed to 17 per cent increase in the Kharif
and 22 per cent increase in Rabi. We followed this formula
in assessing the requircments for different States for the Rabi
of 1972 and the Kharif of 1973. But we found that many
States were protesting against this method, because they felt
that it does not take into account the fact that some States
could even achieve a much higher level of consumption be-
cause they were starting with low levels of consumption.
This was so particularly in the eastern States. These States
felt that the formula would give a bias in favour of States
which had already progressed far in respect of fertiliser con-
sumption. So, the whole question was gone into once again.
Tt was felt that the best method of retionalising the assess-
ment of requirements of fertilisers would be to link it to the
production programmes which were proposed and also the
levels of application which had been reached in each State.
So, the Ministry of Agriculture, in consultation with the State
Governments, evolved a formula which had been bricfly re-
ferred to by Mr. ....by which we allowed, the States to
choose the best consumption scason. We, then take the
coverages achieved in that season under different crops—high
yielding and non-high yiclding—and standardised the whole
thing and by dividing the total consumption in the season by
the total coverage, we arrived at a dosage figure actually reach-
ed in that season in that State. Then we allowed a differcntial
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rate of increment on this dosage, e.g., at the rate of 5 per
cent in the case of Punjab and an increment of 20 per cent in
the case of Assam. Then we ask the State Governments to
indicate the coverage under the different crops which are pro-
posed to be taken up in the season under consideration. This
is checked with the Planning Commission figures—Crops Divi-
sion figures—to see that the State Governments have not in-
flated their coverage figures. And then we multiply the total
coverage proposed to be taken up in the coming season with
the dosage rates which we have arrived at earlier. That is the
figure arrived at by us for the requirements of that State. Then
we total it for all the States. That is how the agronomic re-
quirement to support the agricultural programmes of the com-
ing season is decided for the entire country.”

The witness stated further:

“Mr. ....’s point is that this may not really be an achievable tar-
get, because that is based on the production estimates and
what the State will have to do in order to achieve these pro-
duction targets. But, if we merely go by what consumption
has been achieved in the past by all the States, then there would
be a lot of difficulty because, as you know, in 1972 and 1973,
the consumption was artificially depressed because there was
no availability of fertilisers. So, if we just went by the con-
sumption in these vears, when we achieved 28 lakhs tonnes
of consumption in 1972-73, how do we propose to achieve
36 lakhs tonnes of consumption in 1975? 1 would only say
that in these two years, the consumption would have been
much more if there were no constraints of availability. During
1974, that is, last vear, the position was this. The actual
consumption was lower than in the previous year. Consump-
tion was not even 26 lakh tonmes. There were a variety of
factors. 8 States had adverse seasonal conditions. There was
steep price increase; there was inadequacy of credit. There
were lot of distribution botticnecks and there was the permit
card system. Therc were a large number of constraints which
applied last year. Merely to go by the consumption level for
current year and therefore production would come down. The
answer to that is to remove in the current year the bottlenccks
which depressed consumption and to relate consumption level
to production targets which we have set for ourselves and the
coverage under different crops that we have set for ourselves.
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This is the basis on which agronomic requirements are worked
out, which is related to actual coverages proposed to be taken
under different crops in States and also the actual level of ferti-
liser consumption reached to each State. This is a realistic
method of formulating the requirements,

Two committees were appointed to review the basis for assessing
requirements. One was under my Chairmanship, with a few
representatives of the States. This formula was to be agreed
to by the States. Developed States said that their require-
ments should be first met: since they have already established
infrastructure. This is regarding States like Punjab, Haryana,
etc. Developing States said we cannot be penalised because
we have not been able to achieve in the past this high level
of consumption. So we were not able to arrive at definite con-
clusion. The Ministry of Apgriculture set up another committee
under Mr. Sivaraman’s chairmanship; this matter was gone
into with the Planning Commission and Mr, Sivaraman wrote
that in the context of easy availability of fertilisers there is no
need to go into the finer details and that the formula already
adopted by Ministry of Agriculture could be adhered to. We
are now going by this formula.”

A note furnished subsequently in this regard by the Department of
Agriculture is reproduced in Appendix 1. Copies of the reports of the Shah
Committee and the Anna George Committee referred to above were also
made available by the Department. A note indicating the methodology em-
ployed for collecting data on consumption of fertilisers, furnished by the

Department to the former Committee, is also reproduced in the Appendix
II.

1.22. The following statement, compiled from the information made
available by the Department of Agriculture, indicates chronologically the
manner in which the estimates of requirements for 1972-73 were periodi-
cally revised:

27-10-1971 . Fertiliser requirements of 1972-73 finalised by the Standine Com-

mittee on Fertilisers bv granting 20°/, and 289, increase over
the consumption of the previous Kharif and Rabi scasons res—

pectively,
6-11-1971 . . . Requirements communicated to Department of Feconomic Affzirs
for allocaticn of necessarv foreign exchange for imports.
2-12-1971 . . . TImports worth § 47 millions from Rupee Payment Areas and § §

millicns from Hard Currency Areas Authorised,

. Committee of Fconomic Secretaries which went into the details
of projected requirements desiced that a  sub.committee should
g6 into the projected requirements and evaluate supply position
vis-a vis the requirement.

13-12- 1971 . . Sub-Committee recommended, inter alia. that demand projection

for 1972-73 should be computed after allowing an increase of

24% on the previous vear's consumption.

7-12-1n71
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28-12-1971 . . Sub-Committee’s recommendations placed before Committee of
Economijc Secretaries which, however, suggested a fresh lock
at the demand projections, )

7-3-1972 . . Sub-Committee suggested that the demand p;-oicction for Kharif,
11272 should be made on the basis of 15—209, increase over the
harif, 1971 consumption and for Rabi 1972-73 on the basis

of 20—25% increase over the consumption during the precedin g
Rabi Season.

March 1972 . . Cummittee of Secretaries decided that the demand for 1972-73
should be worked out on the basis of 17% increase over the
consumption of the preceding Kharif season and 229, increase
over the preceding Rabi consumption.

1.23, Since this appeared to indicate that the method of assessment of
fertiliser requirements was changed a number of times within a short period,
which inevitably led to unrealistic estimates, the Committee desired to know
whether this could be considered satisfactory. Conceding that the methods
of assessment of requirements were not very satisfactory’ in the past, the
Additional Secretary, Department of Agriculture reiterated that certain
corrective measures, aimed at ensuring a more accurate forecast of require-
ments, had since been taken and informed the Committee that the require-
ments worked out on the basis of the revised formula, referred to earlicr by
the Joint Secretary, were not being gone into by various committees as in
the past but were being accepted. He added:

“The only cther eaercise that is done after this is, we ascertain from
the Department of Chemicals the indigenous production. We
deduct it and pat that as the demand required by the Agriculture
Department for achieving the production targets. Thereafter.
due to changes in indigenous production or non-availability
{from rupce pavment countries or foreign exchange coastraints,
the actual purchases fall short at a particular stage during the
import year and again it increases when the availability is
better.  This is the phenomenon vou observe in the various
Audit paras.”

1.24. In view of the fact that the requirements of fertilisers for the year
1972-73 appeared to have been finalised only in March 1972, the Com-
mittee desired to know how it was ensured that the peasants got their ferti-
lisers in time. The witness stated in evidence:

“There is always a carry-over stock of 10 to 20 per ceat for such
cmergencies. In these years, the constraint has been that pur-
chases had to be made at different staces during the import
year depending on the credits available from various countries.
At the bottom of page 99, the entire thing happened because
the Supply Department could actually go in for purchases only
depending on the availability of credit or free foreign exc¢hange
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at that time. This is why there is difference between actual
quantities indicated initially for purchase and the actual pur-
chases made later.”

1.25. The following statement furnished by the Department of Agri-

culture indicates the foreign exchange allocations made, from time to time

during 1970-75, and the dates on which these were made available:

{fn million dollar:)

Year Date of allocation of Amount Total
foreign exchange allocated
1970-71 . 18-2-1971 . 121- 64
25-2-1971 . 1: 98 123+ 62
1971-72 . 25-3-1671 . 5 03
19-5-1971 , 2+ 52
27-5-1971 . . 1410
7-7-!97[ 1130
19-7-1071 999
6.05
24-7-1971 . 2-49
1- 08
26-8-1971 . 7- 67
27-10-1971 . . 2°14
10-1-1972 . 1° 50
54'92
16: 22
4-4-1972 . 49’ 60
2-5-1977 1500
1-6-1072 . 15050
10-49~1072 . 14- 29 219324 %
1972-73 1n-8-1972 . 30 20
11-10-1972 203 62 243" 82
197374 9-8-1973 . 280- 45
26G-1-1675 . 378-07 658- 52
197475 . 24-2-1975. 108000

#This constitutes the revised and final allocaticon as against the original allccaticn ¢f § 16015

millions.
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1.26, The Audit paragraph points out that the estimates of indigenous
production of fertilisers had been periodicafly revised by the Ministry of
petroleum and Chemicals. Thus, for instance, the ofiginal estimates of
14.20 lakh tonnes of Nitrogen, expected to be produced during 1971-72
had been revised later to 13.20 lakh tonnes and further revised to 11.90
lakh tonnes, while the actual production amounted to only 9.52 lakh
tonnes. Similarly, as against the original estimates of 18.20 lakh tonnes,
revised estimates of 14.05 lakh tonnes and further revised estimates of
12.13 lakh tonnes, the actual production of Nitrogen in the country during
1972-73 was only 10.60 lakh tonnes. The indigenous production of Phos-
phorus did not also come up to the levels originally €stimated and subse-
quently revised during these years. According to the information furnished
by the Department of Fertilisers and Chemicals, at the Committee’s instance,
the position in this regard was no better during 1973-74 and 1974-75, as
can be observed from the following table:

{In lakh tonnes)

Year Oricinal Estimates  Revised Fstimates  Annual production
1973°74 . . . N: 16 00 N: 1330 N: 1060
P: 430 N.F. N.F.
1974-75 . . . N:1z30n N:12-o N85
P: joon P: 330 P: 73279

N.F. : Not Furnished,

1.27. Drawing attention to the wide gulf that appeared to exist between
the estimates of indigenous production projected by the Department of
Fertilisers and Chemicals, on the basis of which the import strategy was
determined often with disastrous results, and the actual production, the
Committee enquired into the reasons for such wide vanations and asked
whether a more realistic estimation was not possible. The Secretary,
Department of Fertilisers and Chemicals replied in evidence:

“We concede without any hesitation that on the basis of the past
there has been a big gulf between the target and the actual
production. There are two specific reasons. The biggest single
reason is that most of these targets had been pitched at lcvels
which were even higher than the installed capacities at that
time on the assumption that new fertiliser projects would actually
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be commissioned. We concede Namrup and the Barauni which
ought to have been commissioned three years ago are 'still to
be commissioned. These are two tragic cases. Even the private
sector plants which have been planned were not commissioned

in time. Therefore, the targets themselves should bear no refa-’
tionship to the installed capacities.

Secondly, in the installed capacity itself we have the problems of
operating at as high a level as possible and it is for this reason
that this year we have changed the system and the target which
has been given is based entirely on capacity which already
exists, which means that we are in a position to monitor a
system based on actual capacity which exists in the country
and we have not taken any credit for the plants which are
likely to be commissioned in the current vear. We hope to
get the additional production but in making the forecast we
do not want to make any theoretical assumptions that the
plants will be commissioned on ‘X' date. Our experience has
uot been good enough in the past about the reliability of the
dates when the fertiliser plants could be commissioned either
in the private sector or the public sector. This has been the
basic mistake of the past and our assumptions that the new
plants would be commissioned on ‘X’ date did not materialise.”

He added:

“} may say that in cur estimation we take two factors into consider-
ation, One is what is the production we can get from plants
already in operation; secondlry, we have an estimated date
by which a new project will go intc commission—and here,
we have gone wrong. Last year. for instance, it was estimated
while fixing the target that Namrup and Barauni would be
commissioned, but they were not a commissioned. This year
we have a target of 15.76 lakh tonnes which we have announc-
ed based only on the plants which are already in operation. We
are of course expecting that Barauni and Namrup will be com-
missioned in the third quarter of this year and will start manu-
facturing. Two private sector plants would also start operating
in October.”

“The witness stated further:

“The assumption that plants will be commissioned on ‘X' date has
been belied in the past. This year we want to make no such
assumption. Before the Cabinet we are placing our eslimates
for the current-year, We have estimated that the current year’s
production will be 15.75 lakh tonnes of nitrogen which is
entirely based on the existing plants. I have no doubt that it
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is going to be achieved. I hope 1975-76, you will see, will be
the first year in which the target of production will be
. - achieved.”

1.28. A note furnished in this regard by the Department of Fertilisers
and Chemicals, indicating the basis on which the estimates of indigenous
preduction are worked out and the reasons for the periodical revision of
the estimates during 1969-70 to 1974-75, is reproduced in Appendix III.
Briely, the following have been enumerated as the factors responsible for
the shortfall in production targets at different times:

(i) Power cuts and instability of power systems;
(ii) occasional labour troubles;
(iii) breakdown of plants and equipments;
(iv) unplanned shutdowns because of unforeseen technological
difliculties;
(v) shortage in supply of critical inputs like feedstock and raw
materials;

(vi) old and ageing cquipment in some of the plants like Sindri and
Alwaye; and

(vii) slippage in the commissioning of new projects.
As regards the shortfalls in production vis-a-vis the estimates during
1973-74 and 1974-75, the Department have attributed these to the following
facters:

1973-74:

“(a) The slippages in the commissioning of the new plants and the
difficulties experienced in stabilising production at ithe Durga-
pur and the Cochin plants which represent our first major
effort towards maximum indigenisation. The contribution from
the new units was only 84.800 tonnes as against a target of
2.25 lakh tonnes.

(b) Substantial loss suffered by the operating units on account ot
the power censtraint, labour trouble. raw material shortage
ete.” ’ v

1974-75: T~y

“(a) Additional loss of production at MFL due to continued plant
shut down which extended upto November 1974;

(b) Continuing difficultics of the Ko'a plant due to mochanical
breakdowns, shortape of coal for power generation etc;

(c) Continued inability of the Durgapur and Cochin plants to stabi-
lise and achieve the expected level of productions: and

2434 1.S—3.

-
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(d) Inadequacy of power and the instability of the power systcms
which affected several plants in varying degrees; the supply
of power to Nangal was restricted to 72 MW from June. 1974
as against its requirement of 164 MW for optimum produc-
tion. The Gorakhpur and Kanpur units were also subject to a
50 per cent power cut for about a month during the year.”

1.29, The following table, furnished to the Committee by the Depart-
ment of lertilisers and Chemicals, indicates the extent of loss of production
on account of various factors during the period 1969-70 to 1973-74:

{"oo0’ tonnes of Nitrogen»

Factors 1969-70  1970-71 197172 197275 197574

a) Unplanned shutdowns & plant

breakdowns 731 62- 3 775 215 61-3
{b) Shortage of raw material . 768 al 927 61-q 60 5
{¢) Shortage of utilities 4-€ 8 g 1oy 46
{d) Power  cut/fluctuations;

failures . . . . 501 44°8 a4 4 oy 1q0° 2
(¢) Labour trouble . 25 o8 28 a0 ) o8
(F) Design deficiency . . a2 zg0 20 awo oro

(g) Operational  and process

difficulties . . . 115 1071 1007 2200 6l
(h) Loss in aged plants (Estima-
ted) . . - .30 336 w66 507 432
i} Loss during commissioning of
© new capacity . 374 138y 587 5777
‘1) Others . . . . 39'8 14°8 103 73 4% 1329t

306- 0 4350 3706 42008 48y- 6

sIncludes Josses at Kanpur, Baroda and Vizag for which full break-up is not availabie.

“+Inciudes luss of 105 thousand tonnes at Baroda due 1o fioods, water salinity, urea  rgactor
faiture ctc., at Vizag due to reformer limitations and at Neyveli dur to prolonged  shut
downs ior modifications etc.

1.30. Outlining the stéps taken to ensure a more accurate estimatioa of
the indigenous production of fertilisers, the Department of Fertilisers and
«Chemicals have stated as follows:
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*“Arising out of past experience in estimating production of ferti-
lisers, the Department has now revised the methods of estima-
tion for the year 1975-76. The estimates of production made
for 1975-76 are based entirely on the performance of operat-
ing units; no credit has been taken for production that is
likely to come out of units expected to go on stream during
the year 1975-76. Even in estimating production from the
operating units, a suitable provision has been made for likely
loss in production arising out of known constraints such as
power cuts/fluctuations, shortage of raw material, labour
problems etc. Tt is, therefore, expected that the actual produc-
tion during the year 1975-76 would not vary from the target to
any appreciable extent. It is, however, proposed to take a
mid-year review in October 1975.”

1.31. At the instance of the Committee, the Ministry of Chemicals and
Fertilisers have furnished on 29 June, 1977 the following statement showing
the estimates of production of nitrogenous and phosphatic fertilisers vis-a-
vis actual production during 1974-75, 1975-76 and 1976-77:

fFigures in lakh tonnes:

Estimates of production oy of ‘hort fall
B T G oV “!ﬁ' ex-
Origi- Revis-  Further Actval  cess over ori-
nal ed revised produ- ginal target
ction
Nitrogenous Fertiliser . 1ron 13t33 a2eT 118y o aro
107475 ; X . )
_ Phosphatic Fertiliser . 300 130 350 g7 — 1823
lNitmgrnuus Fertiliser | 1300 1500 .. 15°35 h2e30
1975-76
J Phoaphatic Fertiliser . 1 9o 300 .. 320 oo
1:\likr(lgcnuns Fertliser | WG Rt g 0 ot o = 2t
1976-77
J Phasphatic Fertiliser . 4 8o 300 .. 4 8o Equal to original
rarget.

1.32. Explaining the difference between the estimates of production and
actwal production of nitrogenous and phosphatic fertilisers during 1975-76

—— e — -

*Not veaed in Audit,
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and 1976-77, the Ministry of Chemicals and Fertilisers have stated as
follows:

“It would be seen that the original target of production for mitrogen
in 1975-76 was not only achieved but, in fact, marginally
exceeded by 2.3 per cent. The position was, however, not satis-
factory in so far as P205 production in 1975-76 is concerned-
As against the original target of 3,90 lakh tonnes, the industry
could produce only 3.20 lakh tonnes. The shortfall in produc-
tion of P205 was by no means due to any production or
technical constraints. In fact, the industry was capable of pro-
ducing substantially more than what it did in 1975-76, but for
the major marketing constraints which resulted in very poot
off take of phosphatics over which this Ministry had no coa-
trol. Nor was thc Ministry in a position to anticipate the
demand situation which is subject to various impondcrables
like weather conditions, purchasing capacity of the farmer,
input-output ratio etc. Because of the poor offtake, there was
a slowdown in production by some units and a deliberate cut-
back on production in many other units. This would be borne
out by the industry’s showing on phosphatic front in 1976-77
when the production was exactly equal to the original produc-
tion target for P205, the details of which are given in the
succeeding paragraphs.

During the year 1976-77, the production of nitrogen was 19.00
lakh tonnes as compared to the original target of 19.5 lakh
tonnes, the shortfall being only to the extent of 2.6 per cent.
It may be added, however, that the production target for pur-
poses of import planning during 1976-77 was kept at 18.5
lakh tonnes and this target has been exceeded. There was,
thus. no adverse effect of the overall short fall of 2.4 per cent
in the production target of 19.5 lakh tonmes on the import
planning. Even regarding this over all short fall of 2.4 per
cent, it bears mention that the actual production during the
period April 1976—December 76 was 99.6 per cent of the
proportionate target for that period on the basis of the annual
production target of 19.5 lakh tonnes. It was only during the
last quarter of 1976-77 that certain unfortunate and unfore-
seen events happened in four major plants viz. IFFCO, Kanpur,
Tuticorin &and Mangalore and belied the well founded expec-
tation of the Ministry to achieve 100 per cent target of nitro-
gen production in 1976-77 also. The actual production. as
stated earlier, fell short of the original target by 2.6 per cent.
In regard to phosphatics, however, the original production tar-
get of 4.8 lakh tonnes of P205 was fully achieved. This was
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.

a direct consequence of the improved offtake of phosphatic
fertilizer in 1976-77.”

1.33. As regards the steps taken by thc Ministry of Chemicals and
Fertiliscrs to f{ix taigets of production of fertilizers accurately, it has been
s'ated in the note furnished to the Committee:

“The Ministry noted that in previous years therc was a tendency
to be over optimistic in production target and actual perfor-
mance had invariably fallen short of targets by substantial mar-
gins. This had an undesirable consequence in the calculation
of indigenous availability and in the planning of imports to
make good the gap.

Accordingly, this Ministry revised the strategy of target fixation
and converted it into a system of production planning from
1975-76. A greater emphasis was laid to draw up a produc-
tion plan which is achievable with variation of +2 per cent
For this purpose, following steps have been taken:

(1) Production plan for each production unit is drawn up in the
beginning of the year in consultation with the management
of each of the fertilizer plants in public and private sector,

(2) Due allowance is given for the condition of the plant, its
technological deficiencies, limitations of inputs and utilities,
modification jobs to be carried out and its after effects.

(37 A careful cxamination of the progress of plants under imple-
mentation likely to be commissioned during the year is made.
In casc of any doubt about the commissioning of the plant
on due date no credit of production is taken for that unit
during that year,

(4) Due consideration is given to the planned shutdowns, their
duration, mionth of shutdown. jobs to be done, etc.

(5) From the assessment of production, an over all allowance
to the exient of 5 per cent is made for all unforescen shut-
downs duc to labour problems, mechanical breakdowns,
accidental damages etc.

(6) Production plan so drawn up is cldsely mentioned in the
Ministry on a weckly basis, analysing the shortfall, if any.
and the factors inhibiting production. Corrective measures
are taken to reduce the shortfall in production in the subse-
quent weeks. Review mectings are arranged in the Ministry
and in the plants during the year to identify the production
arcas and the corrective methods required.”
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1.34. The Audit paragraph also appeared to indicate that on a number
of occasions, on account of the wide gap between the estimates of indige-
nous production and the actual production, distress purchases of fertilisers
from abroad had to be resorted to, often at considerable financial disadvan-
tage. The Committee, therefore, desired to know whether any study was
made by Government to determine how far the periodical downward
revision of the estimates of production had affected the availability of
fertilisers and timely purchases, The Additional Secretary of the Department
of Agriculture stated in evidence:

“We have not made any regular study as such but when we get inti-
mation of any downward revision of production in indigenous
sector we take urgent steps to inform Supply Department of the
need for extra purchase.”

1.35. The Committee called for details of (i) the number of occasions.
during the preceding five years, when it became necessary to resort to
additional purchases of fertilisers from abrogd. (i) the circumstances
justifying these additional purchases, and (iii) the dates on which the short-
fall in indigenous production had becn intimated to the Department of
Agriculture and the date(s) on which the Department of Supply was ap-
proached to arrange for the additional purchases. The following table,
compiled on the basis of the particulars intimated by the Department of
Agriculture, indicates the dates on which the shortfall in indigenous pre-
duction had been intimated to the Department of Agriculture by the
Ministry of Petroleum and Chemicals:

Tn lakh tonned

Year First estimates Sccond estimates Third estimates Actual
and date and date and date production
' N P N P N P N P
1070-71 . . 12028 4210 10°20 3° 20 8- 50 2+ 30 830 2000
‘ fAugust 1969)  (April 1970} {17 November
1070)
1971-72 . . 14° 20 420 1320 3-30  11°'GD 3 00 952 278
) (December 1970) {April 1971) (27 October 1971}
1972-73 . . 1820 476 13705 3-96 121013 3-80to 1060 g 2b
l 410

(October 1971)  (December 1971) (29 June 1972)

1973-74 16:00° 405 1404 405 11028 335 10760 329

(June 1g72) (February 1973} (July 1973)
197475 . - 1550 = 4°00 12:70 350 11°85 g1

{December 1973) a - (November 1974)
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Detail of the opening stock and consumption during these years are indi-
cated in the following table:

(In lakh tonnes)

Y-rar ansumplin; Og;cning stock
1970-71 . . . . . . -'4‘ 79 5 41 8-62 478
197i-72 . . . . 1798 558 6- go t- 198
1972-73 . . . . . . 18 39 5-81 3' 20 1- 66
9137 . . .. . 1829 650 2405 1°15
197475 . . . . . . . 17.74 4.77 0.95 0.01

As regards the steps taken by them, on receipt of intimation that there
might be shortfalls in the estimates of domestic production, the Depariment
of Agriculture have stated as follows:

“During 1970-71, even though the domestic product'on fell below
the estimates earlier made by the Department of Fertilisers
and Chemicals, there were sizab'e stocks of fertilisers which
served as a cushion. This situation prevailed n 1971-72 also.
During 1972-73, imports were planned assuming a level of
production of 14 lakh tonnes of N. However, as soon as this
Department became aware of the possibility of the domestic
production not reaching this target, the Secretary, Department
of Fconomic Affairs, was addressed demi-officially by the
Secrctarv (Agricultute} on the 17th April 1972, indicating the
unlikelihood of demestic production not exceeding 12.6 lakh
topnes and requesting for an additional forcign exchange for

making up the deficit. Thereupon, the Department of Jiconomic

Affairs, through their Officc Memorandum No. F. 1¢10) FEB.
I11/72 dated the 2nd May, 1972, released an additional free
foreign exchange of $ 15 million to be used for 'he import
of nitrogenous fertilisers. A copy of this letter was endorsed to
the Department of Supply. This fore'gn exchanse was utilised
for purchasing the additional quantities of urca from Furope
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by the delegation which’ was already in Western Europe ahd‘v
for importing urea from Japan. Subsequently, additional foreign
exchange of §13.3 million was released throngh O.M. No.
I{10)FER.II/72 dated the Ist Junc 1972 by the Department
of Economic Affairs and 5 copy was also endorsed to the
Department of Supply. This was utilised for the import of

urea from Japan, and ‘South Korea and of CAN from Western
Europe,

Regarding 1973-74, although there was shortfall in indigenous pro-
duction of fertilisers, we did not take up the matter with the
Ministry of Finance (Department of Econom’c Affairs) for re-

lease of more foreign exchange as the availability position in
the International marke! was very tight and as the purchasing

agencics could not contract the quantitics of fertiliser for which
foreion exchange was already authorised by that Deparimeat
during this year as will be seen from the table given below:

‘In takh tonnedi

Quantity for which foreign ex- Quantity contracted by the Pur-
change was released by the chasing agencies
Miuistry of Finance {Departnient

of Economic Affairs)

N . ) 100 4 659
p . 377 213
K L 4709 3770

1.36. The Committee desired to know, in respect of the years 1974-75
and 1975-76 (i) the indigenous production of fertilisers estimated and
cormamunicated by the Dcpa;'tmcnt of Fertilisers and Chemicals, (ii) the
import requiremewts intimated  to the Department of Supply avd the



33

Minerals and Metals Trading Corporation, and (iii) whether the quantity
to be purchased from abroad had to be revised subsequently on account of
shortfalls in indigenous producticn. In a note furnished in this regard, th
Department of Agriculture have stated: '

“The Plan target of fertiliser production for the year 1974-75 was

put at 15.00 lakh tonnes of N and 4.00 lakh tonnes of P,O..
The agronomic requirement worked out by the Depariment of
Agriculture was 28.22 lakh tonnes of N, 9.15 lakh tonnes of
P,O, and 5.24 lakh tonnes of K,O. After taking into account
the indigenous production targets and the total agronomic
requircments worked out by this Department in consultation
with the State Govcrnments, the Ministry of Finance (Depart-
ment of Economic Affairs) released foreign exchange for the
import of 10.0 likh tonnes of N, 3.5 lakh tonnes of P.Ojq
and 4.92 lakh tonnes of K,O and the same was intimated to
the purchasing agencies. The Ministry of Petroleum und Che-
micals was hopeful tili June 1974, that the above production
target would be achieved. However, at the end of Tuly 1974,
the cstimates of production were revised to 14.3 lakh tonnes
of N and 3.5 lakh tonne of P,O.. As against this. the actual
productior. during 1974-75 was *11.8 lakh tonnes of N and
3.3 lakn tonnes of P,O.. There was. however, no change in
the autborised import requirement communicated to the pur-
chasing agencies, since the availability position in the inter-
national market was very tight and since the purchasing agen-
cies could not contract the quantities of fertilisers which they
had alreadv been authorised as would be secn from the table
given below:

/In lakh tonnes of nutrients®

S,

No,

Name of nutrient Import quantity anthori- Quentity contracted by

sed by the Department of  purchasing agencies
Economic Affairs

(=

10" 00 8- 84
350 2 81
108 PRRE

*Except this figure, other figures could not he verified in Audit.
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For the yeur 1975-76, the Plan target of fertiliser production was
15.0 lakh tonnes of N and 4.0 lakh tonnes of P,0O,. The
agronomic requirements as initially estimated were 32.37 lakh
tonnes of N, 10.38 lakh tonnes of P:0; and 6.19 lakh tonnes
of K,O , which were subsequently revised to 25.0 lakh
tonnes of N, 7.0 lakh tonnes of P, O; and 4.0 lakh tonnes of
K20 . The Ministry of Finance (Department of Economic
Affairs) released foreign exchange for the import of 10.0 Jakh
tonnes of N, 3.5 lakh tonnes of P.O; and 3.5 lakh tonnes of
K, O which were intimated to the procurement agencies for
further action. There was, however, no change in the authoris-
¢d import requirements already communicated to the purchas-
ing agencies, since the availability of fertilisers in the country,
taking into account the opening stocks, revised estimates of
domestic production and imports made. was adequate to mcet
the reduced consumption target.”

1.37. Reverting, during cvidence, to the periodical revision of the esti-
mated requirements of fertilisers. the Committee desired to know why the
initial estimates should have been so wide off the mark. The Additional
Secretary. Department of Agriculture, sta'ed:

“This has been replicd to in repl to the questionnaire given by the
Committee (vide paragraph 1.16). The practice prior to two
years ago was, we could ask the Supply Department to procure
quantities only depanding on the credit or free foreign exchange
actually available and sanctioned and release order given by
the Economic Affairs Department. When we mentioned the
requircmeni of urea as  82.000 and muriate of rotash as
22,000 tonnes. it is not to be related to the demand as such,
but as quantities which we authorised the Supply Department
to procure for us indicating the various credits available and
the releases given b: the Economic Affairs Department. In
our note, we have pointed ou'. the I'alian credit available was
for 1 militon dollars, Holland angd Belgium 1.5 million dollars
and U.K. 3 million dollars adding up 10 5.5 million dollars.
In addition, we had requested the Supply Department that they
should purchase for us 50,000 tonnes of urca against IDA
credit and another 75.000 tonnes from free foreign exchange
resources, which were also made available. If vou add up this,
the total comes to 1,23.000 tonnes.

Then, vou said that the total requirement of urea was indicated as
2,73,000 tonnes whereas the total purchase during the year were
15 lakh tonmnes. Out of this 15 lakh tonnes, nearly 7.5 lakh
tonnes were advance procurement for 1973-74. Actually we
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should relate only the balance of 7.55 lakh tonnes for 1972-73.
Originally we expected the MMTC to procure from rupee
payment areas nearly 7.5 lakh tonnes of urea, but they men-
tioned in March or April that they would be able to procure
no more than 4.6 lakh tonnes. But for various reasons—they
must have had some difficulties—they finally gave us only 2.6
lakh tonnes fiom rupee payment areas. Indigenous production
came down to 12 from 14 and ultimately to 10. This neces-
sitated an increase in our purchases from credit and free
foreign cxchange resources.”

1.38. The Audit paragraph also points out that the changes in the
requircments of urea during 1972-73 were mainly on account of the short-
fad in indigenous production and in imports by the Minerals and Metals
Trading Corporation from rupee payment areas. Thus, while 7.50 lakh
tonnes of urea were to be procured, during 1972-73, by the latter from
East European countries, the actual imports amounted to only 2.65 lakh
tonnes. Explaining, during evidence. the reasons for the Corporation not
fulfilling its commitments in this regard, the Chairman of the Minerals and
Metals Trading Corporation stated:

“At the end of 1971, there was a particularly difficult time for free
foreign exchange and we were charged with the task cf getting
as much fertiliser as possible from East Europe, We sent for
the trade represcntatives and they were pressing us to take
more and more fertilisers from them. We made the cstimates
as 6 lakh tonnes of urea plus 1} lakh tonnes to come as spill-
over. This is how the original figure of 7.5 lakhs was arrived
at. But it was clear very soon that due to adverse wcather
conditions and very big upsurge in the demand in West and
East Europe, this quantity may not be available. They had a
very short winter, an early spring and again a frost. It was a
catastrophic vear for agriculture in Europe. When sowing in
autumn had not come up. thev started spring sowing. Afier
the frost. they had a second dressing of urea. So, the demands
for fertiliszrs went up in Europe. So, Poland, Bulgaria and
Rumania did not offer as much as they had originally indicated.
1t was clear in March that we would get only 4} lakh tonnes
against 7 lakh tonnes and we immediately requested the Agri-
culture Department to make other arrangements. But ultimately
we did not succeed in gétting even 4% lakh tonnes. Poland had
a major accident in a fertiliser plant and there was a blast.
Bulgaria and Rumania had some shortage of natural gas and
they also stopped supply. In fact, I sent two delegations to
East Europe in that year to find out the exact position. They
visited the plants and found that the invocation of the force
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majeure clause was justified. We have never had this sort of
experience with East Buropean countries. They consider it a
!oss of prestige if they default in any contract. What happened
in 1972-73 was unique, which could not have been toreseen
when we forecast the possibility of imports to these countries
and made the contracts. So, there was a further shortage of
nearly 2 lakh tonnes.” )

1.39. On the attention of the witness being drawn. in this context, te
the observations of the Department of Agriculture (June 1972) referred to
in the Audit paragraph, that with better cconomic intellizence this could
have been foreseen and alternative arrangements for import could have
been made in time, he Teplied:

“There are two stages. The first stage is that when we were making
a foreign exchange budget for fertilisers and wanted ‘o purchase
from abroad. We took the usual step of sending for commer-
cial representatives to East (European countrics 1o find out
what amount of fertiliser they would supply. W had a spitlover
of over 1.5 lakh totnes. We were quite confident that we would
be able to import 7.5 lakh tonnes. In December, we gave this
assurance and we had every reason to belicve that these esti-
mates were not inflated ones because the East European coun-
tries were selling lot of fertilisers.  All the fertiliser journals
in the world werc predicting a very casyv time for fertiliser
buyers. In 1971, therefore, we accepted this estimates from
them.

next stage came when the Ministry of Commerce actually con-
cluded ; trade plan with these countries, When the trade plan
was concluded, we found that the quantity agrecd to in the
trade plan was about 4.5 lakh tonnes only. It was at this
stage that we began to feel some doubt. 1 made scarching
inquiries when [ went to Geneva 1o attend u Confirence.
During this period, the fertiliser prices a'so went up. H“"LT in
India, consequences of fertiliser prices and fertiliser availability
were still to be understood. In fact, 1 thought that ihere would
be a change later in that year. It was also known at that time
that these bilateral countries were offering a great deal of urea
to western countries as well as to China against free foreign
exchange. Even smaller countries were cager 1o mukF it av:_\ii-
able for free forcign exchange. And the production which
would have normally been earmarked for India was ubso.rl.)\:d
there because of the early spring which made the fertiliser
season commence 2 months before the usual tinl?. As soon as
Y came back from Geneva, [ wrote to the Ministry of Agri-

-
=
&



317

culture on March 7, 1972 pointing out that the anticipated
quantities of urea were not likely to be available from East
European countries as they had disposed of their stock to the
western countries. 1 also forewarned the Ministry that there
was a great danger that we might not be able to procure more
than 3 lakh tonnes. It was ultimately justified because of the
spillover which was there, but even these contracts were not
fulfilled as there were scries of accidents in the units of those
countries.”

1.40. Asked wheéther there was any perceptible lack of warmth on the
part of the East European countries, who were otherwise known to be fav-
ourably disposed towards India, during that particular year, or whether their
rcluctance to make availuble larger quantitics of fertilisers could be attri-

buted to their dissatisfaction over the smaller orders placed earlier, the
witness replicd:

“I do not know how I have given the impression that they were not

acting exactly in accordance with the tradition which we have
built up in the past. It may be because I have said that they
were collectively bargaining for a better price; but this is a
commercial instinct which has come to socialist countries:; and
they are very keen te get as good a price as they can and they
cannot sell below international prices. There is no political
pricing. Prices are never subject to political considerations. In
the beginning, thev certainly stood firm. At the same time.
onc of the factors which stood in the way was that when they
can find inmmediate markets, they dispose their goods., Both
Romania and Poland had said that due to adverse wcather
conditions, they must have a good look at the fertiliser preduc-
tion for their own needs. Thercfore. it took them a long time
to verify things. I veritied their difficulties by sending our team
to two factorics in their countrics. In these circumstances, |
don’t think there was a lack of warmth. Perhaps they were a
little piqued that we were not carlier taking sufficient quantities
from them. These things do not weigh in commercial transac-
tions.”

In reply to another question whether this did not indicate that the planning
of imports of fertilisers, particularly in relation to those socialist countries
with whom India could have long-term arrangements comparatively easily.
could have and ought to have been regulated better, the witness replied:

“I would say that you have read the situation correctly. so far as

1972-73 is concerncd they had certain cconomic advantages;
and they did avail of them. But the difficulties they had. sub-
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sequently, in fulfilling their contracts, were very rcal. I refer-
red to actual contracts which they had made, under which we
would have got 4.75 lakh tonnes. The shortfall in this figure
i.e. our getting only 2.25 lakh tonnes was due to their own
difficulties; but this has not at all influenced their supply of
fertilisers in 1973-74 and 1974-75 when we have been buying
more and more fertilisers from them and they have supplied us
according to schedule. Of course, we had to buy at international
prices, As you said, we can make long term purchascs {rom
them under 5-year trade plans. And there is indication of a
tremendous growth of possibilities of import irom these
countries.” )

1.41. A note* furnished on this question by the Ministry of Commerce
is reproduced in Appendix IV. The Ministry also furnished. at the Com-
mittee’s instance, a copy of the letter dated 7 March, 1972 on the subject
from the Chairman, Minerals and Metals Trading Corporation to the De-
partruent of Agriculture,

1.42. The Committce found from the letter dated 7 March, 1972 thut
certain concrete suggestions had been made by the Chairman of the Cor-
poration to overcome the shortfall in the availability of fertilisers. The
Committee, therefore, desired to know the action taken on these suggestions
by the Department of Agriculture. The additional Secretary of the Depart-
ment stated in evidence:

“As soon as we got this information from the MMTC, we took
immediate action to intimate the Department of Supply the
necessity to go in for higher procurement in the open market.
We took it up with the Department of Economic Aflairs to
give us additional foreign exchange—both at the oflicial as
well as at the Minister’s levels. And we did get foreign exchange
releases from the Department of Economic Affairs. us follows:

$15 million on 17th April; $1.5 million on 19th April; again
$ 15 million on 19th April; another $ 15 million on 6th
May; and $13.3 million on 14th June.”

A note furnished subsequently in this regard by the Dcpartment of Agri-
culture is reproduced below:

“The following suggestions were made by the Chairman, Mincraly
and Metals Trading Corporation in his letter dated March 7,
1972: '

sNot vetted in Audit,
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1. The link deals under the consideration of the Minsrals and
Metals Trading Corporation should be finalised quickly,

2. Negotiations should be started immediately with Japan and
other sources of supply such as ICI and Nitrex.

3. Additional quantity may be obtained through open tender.

4. Political pressurc should be brought on USSR, Bulgaria and
Poland.

The following action was taken in pursuance of these suggestions:;—

(i) The Secretary (Agri.) took a meeting on the 9th March 1972
to consider barter proposals of Minerals and Metals Trad-
ing Corporation. At the instance of Secretary (Agriculture)
the Additional Secretary, Department of Economic Aflairs
cleared all the proposals in a meeting held on 10th March,
1972, However, the proposals fell through for a variety of
reasons.

(ii) At a meeting of the Fertiliser Purchase Committce held on
25th March 1972, recognising the urgency of the matter, the
Committee decided that a delegation may go to Europe, UK.
and Japan to arrange early import of further quantity of
fertilisers.

(iii) The Minister for Foreign Trade was addressed demi-offi-
cially by the Minister of Agriculture requesting carly actioa
by the Ministry of Foreign Trade and by MMTC for arrang-
ing for import against Tradc Plan provision and barter deals.
Jt was cven suggested that the matter could be iaken up
with the Ambassadors of concerned East European coua-
tries stationed in India.

(iv) Minister of Supply was addressed by the Minister of Agei-
culture on 10-4-72 that all measures should be taken for
early import of fertilisers.

(v) The Secretary, Department of Economic Affairs was address-
ed by the Sccretary (Agrculture) on April 17 requesting
thrat foreign cxchange may be immediately released for ths
import of fertilisers to the tune of 15 million dollars. The
Department of Economic Affairs accordingly released foreign
exchange amounting to 15 million dollars on May 2. 1972.

(vi) The Finance Minister was addressed by the Minister of
Agriculture on 10-5-72 requesting that additional free
foreign exchange amounting to 90 million dollars may be
released immediately. Accordingly, foreign exchange re-
quired for the import of 2 lakh tonnes of urea was allotted.
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(vii) Chief Minister of Punjab was addresssed by the Minister of
Agriculture on 3-6-72 suggesting that electricity may be
supplied to Nangal Unit of Fertiliser Corporation of India
to enable the maximum production of CAN.” :

1.43. Asked whether any disadvantage in prices had resulted because of
the upward revision of demand during 1972-73, which would have neces-
sarily upset the procurement programme, the Department of Supply, in a
note, have replied:

“A general worldwide shortage of fertilisers had come about during
1972-73 due to various factors, such as closure of some of old
plants, late snow in [Europe leading to increased domestic
consumption of fertilisers etc. The purchases of urea from April
1972 till about the early part of July 1972, of approximately 7
lakh tonnes were made at prices ranging from $ 65 to $ 67
C&F approx. Only later on for purchases from August
1972 till February 1973, the prices accepted were at higher
rates. It is difficult at this stage to say whether it would have
been possible to obtain larger quantities during this period if
the entire forccast of purchases had been given at these prices
indicated above. The other point of viecw could be that if the
entire quantity of requirements had been given it might have
led to better planning and better prices. At this late stage, how-
ever. this can only be a matter for conjecture,

Purchases by the Department of Supply were always made after
firm indication of quantities and allocation of funds.”

1.44. At the Committee's instance, the Department of Supply and the
Ministry of Commerce (MMTC) furnished details of the country-wise im-
ports of fertilisers during the period from 1968-69 to 1974-75. which are
summarised* (in respect of all types of fertilisers) below:

“#Statertents not vetted in Audit.



1. Department of Supply

Country of Origin 1968-69

Qty. Value

ST pErT

United Stutes  of

America . . 15.63 bbby
Canada . . g .25
United Kingdom | o.71 .00
France . . 0o 6o $.00
Spain . . 0.1y 118
Iraly | . . 0,92 2,25
West Germany 0,24 1,50
Austria . . 0,15 0. 80
Belgium . . 0,12 1,00
Holtand . . T 2,10
Norwav

Finland

Denmark

Yugosliavia | .

*Value in Canadian Dollars,

1gbg-70

Qrv. Value

q. 7!1 20,00

2,20 1o dr*

0.50 0. 40

{Quantity in lakh Metric Tonnes)

{Value in Million Dollars)

1970-71 1971-72 1972-73 1973-74 1974-73
Q‘ty. Value (itv Value Qty. Value Qty. Value Qty. Value
2.2t 13,27 4.75  32.26 4.92 36,01 3.34 55.59 6.06 256.34
(.20 17.27 3.49 13,74 2,02 19,22 5.89 46.86
.45 3.30 0,50 2,66 . o0.80 5.80  .o0.40 4.80 | 1,45 . 42.02
1.45 9.21 o. 8o 5.20 2,01 13.00 1.35 12,95 3.24 104,26
0. 30 2.92 0.20 5.58
1,50 8.94 0. 3b 1.65 0,72 6. 24 1.68  18.14 2.61 68,04
u. by 4.04 1.15 4.62 .08 26,31 1.64 18.75 73.2: 84.'64
0,10 1.33 0.50 12,78
0,25 1.32 012 0,50 0. 40 2.74 0.20 2.44 0.21 5.35
0.0 5.08 0,24 1,00 2,66 20,84 0.45 1.66 0.90 2653
0,20 1.86 0,15 1.82 .
. .. . 0,10 0,64 0.23 2,54
0.10 3.05
. . 0.40 7.19 2.06

1



@rvaatry of O -igin 1963-6) 1969-70 1970-T1 1971-72

Greece .

Saudi Arabia . . o .. .. 0.98@ 2,06

Kuwait . . .. .. 0.16 0.9h

Qatar

Taiwan °

South Korea .e 0.25
Japan -, . . .. .. 1.91 10,00 0,75 5.00 1.97

Mexico

Note :  @Includes purchases from Tran also.

which are cither on FOB/FAS or C&F basis.

2. The contracts for the period 1972-73 onwards have been indicated on C&F/estimated C&F.

3. The values indicates are based on prices at the time of the issue of the contract.

Qty.  Value Qty.  Vilue ~Q't—)._ V;I\;e- 6_!;.- i/'dluc )

1.37

4.00

1972-73 1973-74 197475

(ity-. -\}-al‘uc- _—Q:yf “Value -QI—Y._ Value
0.53 0.12 1.18

1.32 8.58 0. 40 4.52

1,80 11,98 1.35 15.55 I.50 50,67
. 0,11 4.99

0,19 1.25 | .

0.93 7.20

7.76  50.25 1.20 18,70 4.80 146.34

0.12

. The figures of quantity and value indicated in the contracts from 1968-69 (o 1971-72 have been worked out on the basis of orders placed

v



‘@uantity in lakh Metric Tonnes)
I1. Minerals & M=uils Trading Corporation (Value in lakh Rupees)

Country of Origin 1960-70% 10970-71 1971-72 1072-73 1973-74 1974-75

VQA\. \'ulu;‘ le. Value  Qiv. Value  Quv. Value Qty. Value Qty. Value

U.SS.R. . . X . . ot Hy.56 116 441,19 0.76 257,62 1,21 445.88 1.42 779.76 3.t0 611765
East Germany . . . . 0,04 21,25 007 39,45

Poland , . . . . . oth 04,42 1,07 551,26 1.28 609.39 1,01 485,51 1.53 1220.28 2.97 6861, .20
Bulgaria . . . . . 0,07 98,54 1.0 Gob.sR 1,76 840,39 0.00 474.28  0.50 404,76  0.67 1832.11
Ro:mnania . . . . . .. .. 0.79 1b4.58 2,22 868 27 1.74 6go,

(%]
(5]

1.25 Q40,02 2.15 4038, 24

Hungary . . . . . .. e . .. 0,10 52,27

German D:-mcratic Repablic | . o2t 63,75 0,30 143.78 0,19 74.22 .91 475.91 1.97 622.94 2.09 1715. 45

Greeee | . . . . . .- .. n25  99.27

Canada . . . . . 0.24 62,53 .. . . . . . . .. . .
Japan | . . . . . 0,10 47.57 0.16  95.%3 ‘e .. 0,16  77.56

Kuwait | . . . . . o1 62,44 o.28 157.62

Burma ., . . . . . . .. .. .. - . 0,03 19.12 0.03 19.26

D.P.R K. . . . . . . .. .. .. .. . .. .. . .. o.11 266,73

Note : *From January to March MMTC took over the |mporu of fertilisers from STC on 1 January, 1970.

£y
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1.45. While the imports during the period from 1968-69 to 197374
ranged from 6.33 lakh tonnes to 12.56 lakh tonnes, the imports duriag
1974-75 amounted to 14.09 lakh tonnes. The world prices of fertilisers
were also the highest during 1974-75, almost six times the prices prevailing
in 1971-72. However, paradoxically enough, internal consumption of ferti-
lisers was the lowest during that year (25.79 lakh tonnes) as compared with
the consumption during the preceding three years. The Committee, there-
fore, desired to know whether this did not indicate that avoidable imports
were made in 1974-75 when world prices were the highest, The represen-
tative of the Department of Supply stated in evidence:

“About requirements, it is only the Agriculture Department who
could tell us. It fooks as if purchases were made anticipating
a rise in demand and ultimately for some reason or other. the
demand from the consumers was less.”

The Additional Secretary of the Depariment of Agriculture stated in this
connection:

“1 would like to mention that the consumption in the previous year
was 28 lakh tonnes of nutrients. Even without allowing for
normal increase, we should have been in a position to consume
the same quantity of 28 lakh tonnes, but unfortunately, as you
may recall, there were floods and drought and almost eight
States were involved in this. Added to this difficulty, the sudden
spurt in thc price to an abnormal extent also contributed to
lesser offtake. 1In fact, the problem of providing adequate
credit for a certain increase also contributed to lesser offtake
in 1974-75. These were the faciors responsible  for lesser
consumption.”

Elaborating further, the Joint Secretary (Input). Department of Agriculture
added:

“....as mentioned by Mr, ...... .. eight States had very severe
drought and flood which had never happened in one year
together earlier. For cxample, Gujarat did not lift even onc
tonne for Rabi and Kharif, which could not have been anti-
cipated. If the scason were normal and had we not provided for
this, we would have been in great difficulty.”

1.46. Asked whether, by a more rcalistic assessment of requirements
and also by taking into account the stocks carried forward from 1973-74,
it would not have been possibie to avoid the import of a substantial quantity
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at very high prices, particularly in view of the fact that a surplus of 2.61
lakh tonnes was available at the end of 1974-75, the witness replied:

“Thisis the availability as on 1-2-1975. There was a heavy stock
at the beginhing of 1975 because of the lack of adequate con-
sumption in the previous Rabi for the reasons already men-
tioned. When the Agricultural Ministry came to be aware of
this, by that time most of the contracts had already been entered
into. We did write to the Department of Supplies and Mines
and Metals CorpOration that even if the imports had been
finalised, whether the arrivals could be rescheduled to delay

them, because we could not have anticipated such a high
pending stock position.”

1.47. The Committee drew attention, in this connection to certain press
reports which pointed out that as a result of persisting with imports even
when the estimated consumption levels did not materialise, there was an
unexpectedly heavy accumulation of fertilisers throughout the country and
enquired into the factual position in this regard and the steps taken for
the disposal of the large inventories. A note furnished by the Department
of Agriculture in this regard is reproduced in Appendix V.

1.48. A statement furnished by the Department of Agriculture, at the
Commitiee's instance, indicating, in respect of the period 1969-75, (i) the
opening stock of fertilisers at the beginning of each year, (ii) the estimated
requirements during the year, (iii) indigenous availability. (iv) purchases
from abroad. (v) quantities distributed and (vi) carry-over stock at the end
of the year, is reproduced in Appendix VI.

1.49. To another question whether the import requirements for 1976-77
had been finalised. the Joint Secretary (Inputs). Department of Agriculture
replied:

“We have not yet finalised the exact figure though we have requested
Department of Economic Affairs and they have made advance
ad hoc allotments. This is because last vear we ran up against
several constraints in the consumption of fertilisers many of
which we are trying to correct during the last about 8 months
by the reduction of prices, increasing the distribution margins.
removal of distribution bottlenecks and increase  of credit
arrangements for distribution. So, now the consumption season
has started from July, we would like to make o review of th:
consumption trends as a result of all these corrective meastres
which have been taken by September-October when we will be
able to more or less finalise a realistic estimate of what would
be the figure of imports which would be required for the next

year. For this year all the imports have been finalised and there
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is no problem, We would like to watch how the consumption
has picked up and based on the latest estimate of the indige-
nous production which has been given for the next year, we
would be able to finalise the exact figure of imports for next
year.”

C. Consumption of fertilisers

1.50. Consumption trends which determine the demand influence, to
a very large extent, planning and strategies for the purchase and stock-
piling of fertilisers. Though the consumption of fertilisers (in terms of
nutrients) in India increased, as has been pointed out in the Audit para-
graph, from a meagre 0.71 lakh tonnes in 1951-52 to 7.84 lakh tonnes in
1965-66 and 26.99 lakh tonnes in 1972-73, India is still among the coun-
tries with the lowest fertiliser consumption rates in the world, as would be
evident from the following table. which indicates the fertiliser consump-
tion per hectare, in India and some other countries of the world. in relation
to the arable land and population in 1970-71:

‘Gonsumption in Lilograms!

Fertilizer Per capita
Region/countrs consumption consumption
per hectare -

Frope - . - . . . . ibg b 400
Denmark . . . . . R 2242 121 ¢
France | . . . R . , RN q1-6
Poland . . . . 168- 0 7085
Sweden | . . 16y 62- 5
Aunstria | . . 244 h 55t
Belgium . . . sB0- 2 1
Netherlands | . 74973 199
United Kingdom | . . 248 ¢ vy 7
Yugoslavia | . 8-y YA

North/Cenisal America . . . 68 5 RYRRH
United States | . . . . 26 8 T
Canada . . . . . 179 T

USSR, .. . ’ 4074 387

Asia . . . . . . . . 2200 60
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Fertilizer " Per capita
.Region/country consumption consumption
per hectare
Japan | . . . . . . 485- 6 20° 5
Korea | . . . . . . 243 6 17°4
India | . . . . . . 132 40
Pakistan . . . . . 131 HI
Africa
Ly pt . . . . 1218 "4
Oceanin
New Zealand | . . . , . 579° 5 159° 5
Australia . . . . . . 21+ 8 772

Source: Fertiliser Statistics,

1.51. The targets of consumption of fertilisers in India envisaged
during the Fourth Plan period (1969-70 to 1973-74) and the actual
achievements were as under :

i fn lakh tonnes of nutrients:

(mmumpmm Iarq« ts Consumption achieved
Year e e e - - B e e e
N l’ K Yol A P K T mal
tgbg-70 . 1 o0 6 00 300 otroa N\ amd P--r7eg2 2000 1982
1g70-71 . . 200 00 750 420 31070 1479 34t 2o b 22530
1971-72 . . 20000 8-00 400 32:00 NandP-o2326  go00  26-:6
1972-73 27-80 1150 =30 460
Original l \lmm-
Les”
ty72-73 22000 LI g au g5 1840 50 81 348 2700
“Revised Fstimates
197374 3200 14°00 a'00 5500
rOriginal }wumatr&)
1973-74 26 00 8- 10 3220 39°%0 NanlP -24-80 g0y 27704

Revised ¥ sluualﬂ*

“The Fourth Five Year Plan had envisaged a 27 per cent compound rate
of increase per year in the consumption of fertilisers in the country. How-
ever, as against this target, the actual consumption growth achieved was
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only 15 per cent in 1968-69 and 1969-70 (as against the growth rate of
40 per cent achieved in 1967-68), 14 per cent in 1970-71, 18 per cent in
1971-72, 4.5 per cent in 1972-73 and 0.005 per cent in 1973-74.

1.52. The targets of consumption proposed in the Fifth Plan period
are indicated in the following table:

(Q vy im lakh tonnes)

Year N P K Total
197475 . . . . . . . 20070 T 5 16 1106
1975-7h . . . . . . 3100 INTRRIEN fheon a4
1076-77 . . . . . . . R [IRETH 7050 Voo
1977-7¢ . . . . . . . 15 40 1y 6o 4 6o 63 5y,
1978-74 PR Y] 1 oo 10 00 Jo o

e e — N e e P e [V

It will thus be seen that by the end of the Fifth Five Year Plan, the con-
sumption of fertilisers in the country is expected to rise from 4.4 million
tonnes in 1974-75 to 8.0 million tonnes in 1978-79. According to the Annual
Plan for 1975-76, the consumption of fertilisers was expected to be around
25 lakh tonnes of nutrients during 1974-75, and the targets for 1975-76,
based on local availability from domestic production and imports was
expected to be 36 lakh tonnes.

~ 1.53. Outlining, at the Committee’s instance, the measures taken to
increase consumption of fertilisers and to educate the average farmer on
the advantages of using chemical fertilisers for achieving increased produc-
tivity, the Department of Agriculture have stated:

“The use of chemical fertilisers on a significant scale started in
1952. Thereafter there has been a steady increase in the
consumption of fertilisers. The introduction of High Yielding
Varieties showed a real breakthrough in fertiliser consumption.
The growth in consumption of fertilisers during the period
from 1966-67 to 1971-72 has been really remarkablce, the
consumption going up from 7.57 lakh tonnes of nutrients in
1965-66 to 26.21 lakh tonnes of nutrients in 1971-72. The
consumption of fertilisers in 1972-73 and 1973-74 was
seriously hampered owing to shortage of fertilisers in the
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. country, The domestic production fell far bélow expectations..
Owinyg to gon-availubility in the iftternational market and steep
rise in prices, imports of fertilisers could also not be made to
the extent fequired. The situation of shortage in fertilisers
availability continued right upto December 1974,

With effect from October 1973, a new factor came into play. As a
result of shortage of fertilisers n the world market the price of
feriitisers i the international market rosc steeply. The cost of
production in the country also went up considerably owing to
increases in the cost of fuel, feed-stock and labour. As a result,
the prices of fertilisers had to be increased first in October
1973 and then in June 1974. As a result of these two in-
creases the prices of fertilisers almost doubled. This bad an
adverse eifect on consumption, which was accentuated by
unfavourable weather conditions in 1974-75. In as many as 8
States there was either flood or drought. There was a serious
shortage of power which reduced the area under irrigation,
thereby bringing down the consumption of fertilisers. The
area under agricultural irrigation also went down. Iln some
parts of the year shortage of diesel oil was also observed, As
a result of all these, the consumption of fertilisers went down
from 28.4 in 1973-74 to 25.79 lakh tonnes in 1974-75. A
large number of corrective steps have already been taken to
reverse this trend and have been enumerated in detail in the
note on item 6. (Vide paragraph 4.1 on ‘Distribution of
Fertilisers’).

It has been recognised that steps should be taken to encourage
fertiliser consumption, particularly among small farmers, un-
irrigated cultivators and cultivators in backward areas where
consumption of fertilisers is very low. With this end in view,
a fertiliser promotion scheme was launched in the Fourth Plan,
A post of Commissioner (Fertiliscrs) was created and a series
of demonstrations were organised to encourage the use of
fertilisers. Unfortunately. during the last phase of the scheme,
there were acute shortages of fertilisers and a paradoxical situ-
ation arosc in which, while we were not able to provide ade-
quate fertilisers to farmers who deserved fertilisers. efforts were
quate fertilisers to farmers who deserved fertilisers etforts were
being made to persuade cultivators to use the chemical forti-
lisers. The scheme was, therefore, not approved for continuance
in the Fifth Plan.

With the relatively easy availability of fertilisers for the past 6
months or so, renewed efforts are being made to stimwate
fertiliser consumption. All constra'nts in B.e offtake of ferti-
lisers have been removed and both during the Zonal Confe-
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gences held ip July 1975 and in the meetings held by the

- Minister for Agriculture and Irrigation with the State Chief
Ministers, considerable emphasis has been placed on using the
extension machinery for promoting the use of chemical ferti-
lisers. The States have taken up a large programme of demon-
strations plots, village level demonstrations and block level
demonstrations in order to bring home to the cultivators the
advantages of chemical fertilisers. In the State of Punjab, the
bonus on wheat is being paid in the form of fertiliser coupons.
In the State of Maharashtra, up to 20 per cent of the prices are
being paid in the form of fertilisers. ,All this has resulted in
increased consumption of fertilisers. Targets of fertiliser con-
sumption for each State have been fixed during the Zonal
Conferences and many States have in turn fixed targets right
from the district level down to the village level. Responsibility
for fixing the targets has also been placed on the functiona-
ries at the various levels,

With the idea of persuading small farmers to use fertilisers, a
scheme is in operation in areas covered by the small farmers
development agency and marginal farmers and agricultural
labourer agencies for granting subsidy on fertilisers to the ex-
tent of 50 per cent for a period not exceeding 2 seasons, to the
extent of Rs. 100. The movement of fertilisers to remote
areas such as Jammu and Kashmir, North-eastern regions, is
subsidised by the Central Fertiliser Pool by taking certain road-
heads as rail-heads and bearing the cost of transport right upto
that point. The cost of transport from the main-land to the
Andaman and Nicobar Islands and the cost of transport from
the last point outside Sikkim to Sikkim is also subsidised entirely.
The Fertiliser Corporation of India have also recently agreed
to bear the cost of transport to remote areas in the North-
eastern region in the same manner as the Pool.

With a view to encourage fertiliser consumption in backward arcas
a larger increment is given to such areas, as compared to the
more progressive areas. The increment allowed for Punjab
is S per cent and for Tamil Nadu 6 per cent. On the other hand.
the increment allowed for Jammu and Kashmir, Himachal
Pradesh, Orissa and Madhya Pradesh is 17 per cent and for
Rajasthan, Assam and other States and Union Territories in
the north-eastern region is 20 per cent. Icrease in fertilisers
consumption is also linked up with the supply of other inputs
and with the development of improved aericulture in gencral.
For this purpose, various schemes are being taken up for in-
creasing areas under irrigation and for ensuring a timely and
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adequate supply of seeds and insecticides. The Directorate of
Extension have also taken up programmes for popularising
modern agricultural practices and for encouraging the use of
fertilisers in general and in particular the balanced use of
nutrients.”

1.54. A recent study on ‘Fertiliser Consumption in Indian Agriculture’
by Shri A. Seshan (Deputy Director, Banking Department, Economic Divi-
sion, Reserve Bank of India), published in the inaugural issue of ‘Reserve
Bank Stafl Occasional Papers’ (Volume 1, Issue No. 1, June, 1976), points
out that though consumption of fertilisers in the country increased from
2.94 lakh tonnes in 1960-61 to 28.39 lakh tonnes in 1973-74, “the fertili-
ser consumption targets were never realised to the full extent in any of
the Plans indicating that thcy were always on the higher side,” as would
be evident from the following table indicating the targets and achieve-
ments in consumption of fertilisers under the Five Year Plans:
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The fall in growth rate of ¢ n.umption during the Fourth Plan period, as compared with the earlier Second and Third

Plan periods, is also eviient frem the following table:
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Source: Fertiliser Statistics, The Fertilisers Association of India, Now
Delhi for cols. 1 to 6.

1.55. This view is also reinforced by another article entitled ‘Fertili-
ser consumption, Price—the Major Constraint’ by Shri K. P. Sundaram,
which appeared in the 1 November, 1976 issue of ‘Economic Times’,
wherein the author observes, inter alia, as follows:

“An analysis of consumption pattern of the three basic nutrients,
i.e., NPK from 1970-71 to 1974-75 shows that six States, viz.,
Andhra Pradesh, Tamil Nadu, Gujarat, Maharashtra, Uttar
Pradesh and Punjab alone accounted for over 65 per cent of
the total consumption of fertilisers in all the five years. Natu-~
rally these six States cannot go on increasing their consump-
tion for the law of diminishing return will set in after a cer-
tain level is reached. The recent study of the Agriculture
Ministry also shows that about 45 per cent of the total ferti-
liser consumption was limited to a mere 55 of the total 370
districts in India.”

1.56. The following table indicates the contribution of the six States:
referred to in the article to the consumption of fertilisers in the country:

State 1G70-71 1971-72  1972-73  1973-74  1974-7%

Andhra Pradesh . . . . 283 297 275 281 306
Tamil Nadu . . . . 259 346 325 341 257
Gujarat . . . . . 161 78 179 212 136
Maharashtra . . . . 184 218 199 261 303
Uttar Pradesh . . . . 411 468 51Q 466 410
Punjab . . . . 213 280 322 333 271
ToTar . 1511 1706 1819 1804 1683
All India Consumption . . 2177 2628 2688 2839 2591

Percentage consumption by the six
States %0 the total all-India con-
sumption . N . 69 68 67 66 64

SOURCE: Fertiliser Stat;t.iel 1974-75 m-x;i Annual Review 19;4-75, FAL
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D. Coordination beiween different Ministries

1.57. As has been pointed out in the Awudit paragraph, while the im-
port requircments are worked out by the Department of Agriculture on
the basis of the stock position, estimated requirements ascertained from
the State Governments and other major consumers of fertilisers, the indi-
genous fertiliser industry is the responsibility of the Ministry of Fertilisers
& Chemicals. Similarly, while purchases from abroad were handled both
by the Department of Supply and the Minerals and Metals Trading Corpo-
ration, the responsibility for marketing and distribution of fertilisers has
been entrusted to the Department of Agriculture and the State Governments.
The Committee, therefore, desired to know how integrated functioning was-
possible amidst this apparent diversity and whether it was necessary to have
so many agencies dealing with this subject. The Secretary, Department
of Fertilisers & Chemicals stated in evidence:

“Factually as things stand today, what the hon. Member says is
correct to a certain extent. ... We are charged with the duty
of looking after investment policy and production of fertilisers
in the country. This does not mean that we dissociate oursel-

n ves. .. .we are interested vitally in the marketing, sale and pri-
cing. We are concerned about imports. We will not be in
an advantageous position if there is gap between production
and import policy. There is now a system of coordination in
the Ministry of Petroleum and Chemicals. The Ministry of
Agriculture which bears the main responsibility for marketing,
distribution and pricing policy. They act as representatives of
the consumer and farmer interest. There is inter-ministerial
coordination. As you know 15 years ago there was very little
production of fertiliser in the country. Today we have the
sitvation involving domestic producers. One of the steps is
improving coordination. We have reduced the number of au-
thorities dealing with the subject. This has been done by a
recent decision of Government. MMTC would be handling all
imports. So. such steps have been taken and this is in the
right direction.”

1.58. Asked whether there was a workable liaison and coordination bet-
ween the various agencies involved in the production, purchase and distri-
bution of fertilisers, the Additional Secretary, Department of Agriculture:
replied:

- “I think s0.”
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The Joint Secretary (imputs), Department of -Apriculturé added in this

<onnection:

. [N oo
8

“1 would just hke to mention that in regard (o problems of ﬁnancc
concerning foreign exchange, problems of estimating the re-
quirements of fertilisers correctly or even the cstimates of m—
digenous production to see whether they arc realistic of not,’
several times the Cabinet Secretary has conveded meetings and
gone into these matters and taken decisions with the représenJ
tatives of the Ministries concerned, regarding the foreign ex-.
change availability, as to whether dilute fertilisers have to be
purchased, whether indigenous production should be stepped
up and so on. Many meetings have been convened by the
Cabinet Secretary. Whenever there was any kind of apparent
lack of co-ordination in regard to problems concerned with
agriculture, we have removed that gap. We could get you the
dates on which mectings have been held, a number of them.
in a ycar, just to effect this co-ordination on points where there
has been some difficulty either in regard to foreign exchange
availability or about taking measures to step up indigenous

production or where the question of assessment of requirements
needed a review.”

1.59. To unother guesticn. in this context. whether such unending se~
quence of mectings and consultations, which often proved to be infructu-
ous and appeared to lead to only ad hoc and temporary solutims. was

really necessary, the Secrctarv, Department of Fertilisers & Chemicals re~
‘plied:

“In the case of the fertiliser industry, wc have an unfortunate situa-
tion where the industry docs not refer to one single Ministry—
and T should like to draw a distinction here.. My own Ministry
deals with petroleum, in which case the petroleum import
policy. pricing policy, marketing policy, investment policy and
production control are all under the Department of Petrolcum.
If you look at fertilisers, we have the Department of Fertilisers
and Chemicals (which | hcad) which deals with indigenous
production. Then. vou have the Ministry of Agriculture which
deals with marketing and pricine and consumers’ interests and
farmere Then you have the D“nartmcm of Supplv which tlll,
now was in charge of imports from free foreign cxchmgc'mjggq
Then you have the Ministrv of Commerce and its instrument,
the MMTC, which deals with impor* from eastern Europe and
Eommunist countries. Tn this situation. quité obviously some
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mechanism of inter-Ministerial co-ordination has to be in ope-
ration. If all the functions were ultimately merged in one
Ministry there can be better co-ordination.”

On the Commiittee observing that it was a most unsatisfactory state of
affairs that even at the Fifth Plan stage, one had to wait for coordination
to take place while committee after committee took ad hoc decisions on
whatever desultory information had been collected, the witness replied:

“When the division of functions takes place between different Minis~
tries, it is inevitable that there has to be inter-ministerial co-
ordination.” '

On the Committee pointing out that the coordination claimed to exist

ought to work in actual practice, the witness replied:
“I agree.”
He added:

“With due respect, I do not think, we would concede that there is
lack of coordination. The fact that we are meeting so often
indicates that at least the Ministries want to sit together and

want to reach common conclusions.”

To another observation of the Committce that everything had to be
justified by results and that the results achieved so far could not be consi-

dered very satisfactory, the witness replied:
“We concede that.”

1.60. The indigenous fertiliser industry has, no doubt, grown impressively
with its installed capacity for the production of nitrogenous and phosphatic
fertilisers increasing from a meagre 1.49 lakh tonaes at the end of the First
Five Year Plan (1955-56) to 24.99 lakh tonnes at the end of the Fourth
Five Year Plan (1973-74). The Committee, however, find that while the
capacity for the production of nitrogenous fertilisers had increased by 184.7
per cent, 126.4 per cent and 253.8 per cent respectively during the Second,
Third and Fourth Plan periods, actual production was only 40.5 per cent of
the available capacity in the last year of the Second Plan (1960-61), 42.5 per
cent in the last year of the Third Plan (1965-66) and 54.6 per cent in the last

2435 LS—5.
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year of the Fourth Plan (1973-74). Similarly, in respect of phosphatic fertili-
sers also wlule the installed capacity during these three Plan periods increas-
ed respecuvely by 48.4 per cent, 140.0 per cent and 145.6 per cent, actual
production amounted fo only §4.7 per cent of the capacity in 1960-61, 48.7
per cent in 1965-66 and 57.7 per cent in 1973-74. On account of the wide
gup between installed capacity and actual production on the one hand and

between production and estimated demand on the other, the country has
been dependent to a very large extent on purchases from abroad. Imports of
nitrogenous and phosphatic fertilisers have, thus, steadily increased from
5.09 lakh tonnes in 1970-71 to 11.65 lakh tonnes in 1974-75, when the
proportion of imports (excluding potassic fertilisers which have to be neces-
sarily imported as they arc not produced indigenously) to consumption was
as kigh as S1.78 per cent, after having come down to 25.20 per cent in
1970-71 from 61.76 per cent in 1968-69. Correspondingly, the value of
imports have also been progressively on the increase since 1971-72. (While
purchases from abroad of all varietios of fertilisers cost the country Rs. 90.23
crores in 1971-72 as against Rs. 163.00 crores, Rs. 116.77 crores and
Rs. 95.87 crores duvring each of the preceding three years, purchases valued
at Rs. 118.81 crores, Rs. 183.49 crores and Rs, 402.45 crores were made
respectively during 1972-73, 1973-74 and 1974-75). The extent of the
country’s dependence on imports in the recent past would also be cvident
from the fact that while the investments made in the indigenous fertiliser
industry (public sec’or) during the five year period from 1970-71 to 1974-75
totalicd Rs. 531.35 crores, the fertiliser import bill during this period
amo:n oY 42 s large a sum as Rs. 890.85 crores, 2nd in 1974-75 alone, the
impori bill (Rs. 402.45 crores) was more than double the investment (Rs.

200.88 crores) in  the public sector for augmenting indigenons produc-
tion of fortilisers.

1.61. These statistics serve to emphasise the imperative need for exer-
cising great care in planning for the imports of a vital commodity, which
is known to be acutely sensitive to world demand, supply and price trends,
and for evolving a sound and rational import strategy which would cnable
purchases being made at the proper time and at the most advantageous
prices. Unfortunately, however, as would be seen from the facts disclosed in
the foregoing paragraphs as well as from some of the specific cases of pur-
chases discussed later in this Report, it appears that there had been mno
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scientific planning in the past on which a sound import %triiegy‘"coﬁld have
been determined, as a consequence of which recourse had otten to be. had
to distress purchases at inopportune moments, when market conditions were
untavourable, to bridge the gap between demand and produetion. It also
appears that imports were persisted with even when the estimated demands
and consumption levels did not materialise, resulting in purchaseé in a

falling market at abnormally high prices and avoidable inventories and
accumulation of stocks.

1.62. In the Committee’s view, the failure of the strategy hitherto

adopted for the purchase of fertilisers from abroad is mainly attributable to
the unreliable and unscientific estimation and projection of cousumption
and demand, indigenous production and requirements, leading to periodical
changes and adjustments in the purchase programmes which proved to
have been, in the ultimate analysis, detrimental to the country’s financial
in‘erests, The Committee have been informed that the annual import re-
quirements of fertilisers ure worked out by the Department of Agriculture
by deducting the domestic production, as estimated and communicated by
the Ministry of Petroleum and Chemicals, from the total agronomic require-
meats, which in furn are cstimated a vear in advance, of fertilisers to sup-
port the agricultural production programmes of that year. The require-
ments thus compuied are intimuted to the Department of Economic Affairs
for authorisation of the imports and allocation of funds. That Department,
in turn, depending wpoun the availability of foreign exchange resources,
approves the purchases cither against free foreign exchange or against foreign

ail or credit or from Rupee Payment Areas under bilateral trade agree-

menis. While all this sounds simple enough, the Committee find that in

actual practice, there were wide variations between the consumption levels
estimoted initially and actual consumption and off-take and betweea the
estinates of indigenous production intimated by the Minjstry of Petroleum
and Chemicals and actual production, as a result of which the imaport re-

quirements as assessed by the Department of Agriculture had mostly beem
wide off the mark and far removed from realities,

1.63. For instance, the Committee find that the estimates of fertiliser
consumption levels, which forms the basis for assessing requirements acd
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planning for import, bave never been realised to the full extent which would
indicate that these were perhaps optimistic and on the high side. Thus, during
1969-70, 1970-71 and 1971-72, while the agronomic requirements of
mitrogen and phosphorus had been estimated at 23.00 lakh tonmaes, 27.50
lakh tonnes and 28.00 lakh tonnes respectively, actual consumption was
only 17.72 lakh tonnes, 20,20 lakh tomnes and 23.36 lakh fonmes. A
similar trend is discernible in the subsequent years also and during 1972-73,
1973-74 and 1974.75, the actual consumption of nitrogen and phosphorus
was respectively 24.21 lakh toanes, 24.80 lakh tonnes and 22.51 lakh
tonnes as against the estimates of 30.00 lakh tonnes, 34,10 lakh tonnes and
39.10 lakh tonnes. Similarly, there were wide variations between estimates
and actuals during this period in respect of potassic fertilisers also, That
the projections made in this regard were uarealistic is also borme out by
the following obhscrvations contained in the ‘Fourth Plan Mid-ferm
Appraisal’s

“Fertiliser consumption .... has not increased as planned. The
targets are not likely to be reached. The likely consumption of
mitrogenous fertilisers in 1973-74 is now reckoned at 2 60 mil-
lion tonnes (N) as against the original target of 3.20 million
tonnes (N). Against the Plan target of 1.4 million tonnes
(P205) for phosphatic fertilisers, actual achievements are likely
to bc around 0.8 million tonne (P205).”

The draft Fifth Five Year Plan also refers to the shortages in the achieve-
ments of fertiliser consumption targets,

1.64. Though it was contended during evidence by the representative of
the Dcpartment of Fertilisers and Chemicals that an estimation of {ertilisers
which will be actually consumed by the peasants is “by no means an easy
task”, and that when cven developed countries were not finding it easy to
estimate the fertiliser consumption level in agriculture, what the Depart-
ment of Agriculture was doing was “quite good in international circum-
stances”, it has nevertheless been conceded by the representative of the
Department of Agriculture that “in the past, the nature of the methods of
assessment of the requirement was not very satisfactory”. Admittedly also,
upto 1970, the Department had been assessing the consumption of ferti-
lisers with reference to what the State Governments had asked for and the
figures of consumpfion intimated by the State Governments were ‘“‘yvery
inflated ones” and their demands “irrational”, The Committee have also
been told in this context that the State Govermaments merely went by the
recommended doses without any reference to levels of consumption in the
State. Even after the Department of Agriculfure themselves assumed the res-
-ponsibility subsequently of assessing the requirements, the practice fill
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1971-72 was to allow an ad hoc increase of 25 per cent over the éonsumpﬁon

achieved in the States in the previous year, which was also, according to the
witness “found to be g little irrational.” | ’ °

1.65. The Committee find that it was only in respect of the require
ments for 1972-73 that serious attempt to assess the requirements on 8
more realistic hasis was made for the first time, in December 1971, when 2
sub-committee, under the chairmanship of the then Additional Secretary,
Ministry of Foreign Trade, was appointed to go into the requirements pro-
jected by the Department of Agriculture in October 1971 and to evaluate
the supply position vis-a-vis requirement. This sub-committee, after study-
ing the trends of consumption and various other factors, also came to the
conclusion that it would suffice if the requirements were worked out after
allowing a certain percentage increase over the consumption of the previous
Kharif and Rabi seasons and accordingly recommended an increase of 23
per cent over the previous year's consumption. However, oa the Committee
of Secretaries suggesting a fresh look at the demand projections, the sub-
committee recommended, in March 1972, that the projections for Kharif,
1972 be made on the basis of an increase of 15 to 20 per cent over the
Kharif, 1971 consumption, and for Rabi, 1972-73 on the basis of an increase
of 20 to 25 per cent over the consumption during the preceding Rabi
season. The Committee of Secretaries, which considered these recommenda-
tions, appears on the contrary to have adopted a safe course when they
decided that the demand for 1972-73 should be worked out on the basis
of 17 per cent increase over the consumption of the preceding Kharif
season and 22 per cent increase over the preceding Rabi consumption, as
against the increments of 20 per cent and 25 per cent respectively over the
consumption of the previous Kharif and Rabi seasons recommended earlier,
in October 1971, by the Standing Committec on Fertilisers of the Depart-
ment of Agriculture.

1.66. That this elaborate exercise spanning aearly six months did not
also produce the desired results would be evident from the figures of esti-
mated requirements and actual consumption queted carlier in parasraph
1.61 (In 1972-73, actual consumption of fertilisers was only 2421 lakh
tonnes of nitrogen and phosphorus as against the estimated demand of 30.00
lakh tonnes), The representative of the Department of Agricultare also
admitted during evidence that “this was really a formula which was adopted
to arrive #t an agreed figure. As has been pointed out earlier. the teadney
appears to have been to base future projections on the recommended doses
without, however, taking into account the fact that the farmers do not always
use the full recommended doses. and herein lies the root cause of the
inflated estimates of ferfiliser consumption for the future. Besides,
as has been rightly pointed out by a recent (June 1976) studv by
the Reserve Bank of India on ‘Fertiliser Consumption in Indian Agri-
culture’, the pre-Plan levels of consumption of fertilisers were so low
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as a base that subsequent increases in comsumplion: wolked' ot td a Migh

OMPULT growth rate and “such high growth rates caivnot be ékpecied to
Be susfaliied throughout in future for the simple reason ‘that the Hulk of
fertiliser consumption, by and large, is accounted for by certain pockets in
various' parts of the couniry with favourable coirdi:ions for its use and even
as it reaches 2 wear saturafion level at the existing level of technology and
related factors like irvigation and cost-price relationship the scope for fur-
ther growth is rather limited.” Unfor.unately, however, the availability of
complementary inputs like credit and irrigation on which the use of ferti-
lisers' depends to a large extent does mot als> appear to have been taken
into account while making demand projections, Yet another variable factor
which seems to have been lost sight of is the variation in soil-crop complex-
es from place to place. In these circumstances, it is not at all surprising
that the estimates made from time to time had gone away.

1.67. It would, therefore, appear prima facie that inflated consumption
figures had been assumed somewhat mechanically and not on the basis of
any sound staiistical data leading to unrealistic forecasting of demand and
requirements, which also had its inevitable impact on the import programme.
It would also appear that Goverament had played excessively safe and
erred on the side of liberalism in planning fertiliser imports and that some
of the imports could well have been avoided by a more scientific and realis-
tic assessment of requirements. The Committee are of the opinion that
greater care could and ought to have been exercised in planning for the
import of an item like fertilisers instead of adopting ad hoc measures.

1.68. The Commifttee have, however, been informed that certain cor-
rective measures aimed at ensuring a more accurate forecast of require-
ments have since been taken and that “a very scientific method” has been
evolved recently to arrive at the total demand by linking the assessment
to the actual consumption in each State and also the level of consumption
reached in individual States and to the agricultural production programmes
of the States. Under this method, which was adopted for the assessment of
fertiliser requirement for Rabi, 1973-74, the area under high yiclding
variety programmes, non-high yielding variety cereals and other commer-
cial crops is taken into consideration separately and the requirements com-
puted in the following manner:

(i) An option was given to the State Governments to select the best
fertiliser season since 1969-70 as the base.

(@ii) The area under different crops in a State was standardised by
converting the area undef different crops and reduciag these
area figures info one common figute. For instance, if a State
grew HYV wheat, local wheat, HYV Bajra, local Bajra,
Sugarcane, Potatoes and Cotton, the area umder these variots
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ciops was reduced hito oii¢ drea (6.8, area under HYV wheai),
the conversion being dome by assuming céftain  conversion
ratios, based on the recommended doses. It was, thus, assumed
that if HYV wheat required one wmif of ferﬁllsers, non-HYV
wheat would meed 1/2 unit, cotton 1 unit, HYV Bajra 1/2
unit, local Bajra 1/4 unit, etc. and the standardised areas of
different crops were added to arrive at one commen figure.

(1ii) The average dose required was then calculated by dividing the
consumption at (i) by the area calculated as at (ii) above,

(iv) On the average dose thus calculated, a 5 per cent increase was
granted for each season to obtain the estimated dose for the
season under consideration. (Thus, if the average dose had been
calculated for Rabi, 1970-71 season, a 5 per cent increase was
given for Rabi, 1971-72, another 5 per cent for Rabi 1972.73
and yet another 5 per cent for Rabi 1973.74),

((v) The estimated dose so arrived at was multiplied by the standar-
dised area for Rabi, 1973-74 (or for the season for which

assessment is to be made) to work out the total requirements
of fertilisers,

(vi) However, in case Rabi, 1972-73 season happened to he the best
season for g particular State, this State was granted yet another
5 per cent increase over the requirements worked out at (v)
above, (The reason for this is stated to be the artificial depres-
sion of consumption during 1972-73 on account of non-avail-
ability of fertilisers and it was, therefore, assumed that if suffi-
cient fertilisers were available, the consumption “would have
been comparatively a little more”). The State Governments
were, however, given the option of choosing between the results
obtained by this method and those obtained oa the basis of
the method earlier adopted in respect of assessment of require-
ments for 1972-73, viz. applying an increment of 22 per cent
over the preceding Rabi comsumption.

1.69. A further refinement in the method of assessing fertiliser require-
ments was introduced for the Kharif, 1974 season, on the basis of the re-
commendations of a Committee constituted, under the Chairmanship of the
Joint Secretary (Inputs), Department of Agriculture, to go into this question
once again when some State Governments (particularly in the eastern re-
gion) protested that the carlier method, according to which a uniform rate
of increment over the previous best year’s consumption was allowed for all
States was weighted in favour of the States which had already progressed
far in ferfiliser consumption and did not take into account the fact that
some States which had started with low levels of consumption had the
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potential for achieviag a much higher level of consumption. This Committee
(the Anna George Committee), while broadly approving the method adopt-
ed by the Department for Rabi, 1973.74, however, suggested that compa-
ratively backward States should be accorded a higher rate of increase in the
dosage rate to enable them to gradually catch up with the progressive States
and had arrived at the following conclusions:

() The assessment shonld be based on the production programmes
of the season and not on the basis of past consumption only.

(if) By and large, the formula proposed by the Ministry of Agricul-
ture was considered to be sound except for the rate of incre-
ment which it was felt should not be uniform for all the States.

((iii) The increment in dose to be allowed for each State may be
worked out in such a manner that the consumption per hectare
of all the States will be brought more or less to the same level
in a reasonable number of years, say 8 or 10 years,

In pursuance of these recommendations, while assessing the fertiliser
requirements of the States for Kharif, 1974, the States were classified into
eight groups on the basis of their consumption per hectare in a year of no
shortage and a different percentage increase in the average dose, varying
between 5 per cent (for States like Punjab) and 12 per cent (for States like
Assam, Tripura, etc.) was granted to each group of States. However, from
Rabi, 1974-75 onwards, on complaints from the States that the percentage
increase accorded to the backward States was “too meagre”, the States
were reclassified into nine groups and allowed percentage increases in the
average dose varying from 5 per cent (Punjab and Pondicherry) to 20 per

cent (Assam, Manipur, Tripura and Rajasthan).

1.70. While the Committee concede that this represents a certain im-
provement over the earlier methods of estimation of requirements, they, how-
ever, find that even this method suffers from a number of deficiencies with
a number of basic issues involved remaining largely umresolved, and that
this can, therefore, be considered at best a sort of compromise formula.
For instance, the Committee note that under the revised method of assess-
ment, an option was given to the State Governments to select the best con-
sumpftion season since 1969-70 as the base. For forecasting purposes, the
base should be, by and large, a representative base and not a biased one
which will result in excessive weightage being given to extremes of high or
low performance, thus vitiating the reliability of the final figures.  Further,
though the fertiliser requirements have been linked to the production pro-
grammes, the conversion factor employed for standardisation of the area un-
der different crops is once again based on the recommended doses and here
again the fact, referred to carlier in paragraph 1.64, that the farmers do not
sfways nse the foll recommended doses appears to have been lost sight of.
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In this context, the observations contained in the Report of the Programme
Evaluation Organisation of the Planuing Commission for Kharif, 1967,
that “the nitrogenous fertilisers were applied for about 2/5th of the high-
Yielding paddy plots and at about half the recommended dose” are also
relevant. In. fact, the Committee also find from the Report of the Anna
George Committee that the Economic and Statistical Adviser to the Ministry
of Agriculture (who was also a member of the Committee) had also drawn
atfention to the fact that even in IADP (Intensive Agricultural Development
Programme) districts, the recommended doses had not been achieved even
at a time when there was no shortage of fertilisers. Besides, since Demand
Estimation is a positive and not a normative analysis, the prescribed or
recommended dosages can be employed as a basis for estimation only if the
other factors which influence the use of fertilisers, like availability of funds,
climatic conditions, other infra-structural facilities and, above all, willing-
ness on the part of the farmer to employ fertilisers, are held to be
‘cateris peribus’ factors, and this is an assumption which is naturally
extremely restrictive. The basis on which the incremental percentage of S
per cent over the average dose was arrived at for Rabi, 1973-74, is also not
clear to the Committee, Finally, whatever might have been the reliability of
this method, it had been nullified fo a considerable extent by giving an
eption to the State Governments to choose either the results obtained by
this method or those obtained by the earlier one which was even less scien-
tific. In these circumstances, and also in view of the fact that the actual
consumption of fertiliser during 1973-74 and 1974-75 was only 24.80 lakh
tonnes and 22.51 lakh tonnes respectively as against the estimates of 34.10
fakh tonnes and 39.10 lakh toames, the Committee are doubtful whether
even the revised method of estimation of requirements can be cousidered
dependable.

1.71. It is thus fairly evident that the major problem of estimation of
domestic requirements, which forms the basis for the import strategy, is yet
to be resolved satistactorily, and the requirements continue to be computed
by adopting different criteria more with a view to reconciling the divergent
claims of the comparatively developed States and the developing Stafes, as
a result of which a certain amount of adhocism still persists in working
out the requirements. The Committee are of the view that it should not be
too difficult to ensure a more accurate forecasting of requirements by adopt-
ing various tools of demand estimation as are provided by the science of
econometrics. While they admit that even the most rigorously scientific,
econometric methods can yield estimates which prove to be different from
the actuals, and that these estimates can be vitiated by a number of unfore-
seen and unpredictable factors, the Committee, however, see no justification
for the replacement of scientific estimation by ad hoc and arbitrary for-
mulse. Imports of fertilisers should not be planned on the basis of a mere
extrapolation of past trends in this regard but in the context of a definite
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picture éimedging from u seiéntilé' il of the aéiual parlevas of ferflier
wie’ in the country, the evolution of fs'j‘elﬁné‘ varjeties of commercial
ereps, extension of irfigation’ fatilities, mulfiple cropping, break-through a
dry furniing techiiues, etc, A crifical reviéw of the estimales projected from
time to time would also be neceSsary to determine What went wrong aad,
benefitting from past mistakes, to adopl concrete corrective measures
promptly, The Committee, therefore, reconinénd that such a review should
be undertaken with the assistance of expets in the field of econometrics
and the ferstiliser import policy realigned and determined in a more scientific
and realistic manner.

1.72, A sound machinery for the collection of relevant statistical data is
also a basic pre-requisite for a scientific estimation of demaad and require-
ments. For any planning on a realistic basis, it is also absolutely necessary
that the planning agency is provided with timely and realiable data. In
this connection, the Committee find that the Indian Institute of Management,
Ahmedabad had suggested, at the request of the Department of Agriculture,
a system of data reporting in regard fo stocks and sales of fertilisers using
the retailers as the reporting base and that their suggestions included rationa-
lisation of the report format, avoidance of double accounting and strcam-
lining of the reporting machinery, It, however, appears that this system,
when tried out in Punffiab and Tamil Nadu, disclosed “large scale defaults”
in the reporting by the refailers, despite a legal obligation cast on them
and it was, therefore, proposed to adopt the wholesalers rather than fhe
retailers as the reporting base and also fo maintain a month-wise flow of
data for effective import planning. It also appears from the Report of the
sub-committee, appointed to examine the requirements projected for
1972-73, that the Department of Agriculture were also not in possession of
past data relating to the actual dosage per hectare vsed for different crops.
Stressing, therefore, the importance of timely and contemporancous flow of
all relevant data, the Committee desire that the adequacy of the existing
machinery for data collection should be reviewed and mecessary measures
taken urgently fo streamline it so as to ensure that the data collected is
timely and also reliable to form a sound basis for the formulation of poli-
cies. They would also like to be apprised of the specific steps taken in this
regard and whether the adoption of the wholesalers as the reporting base
has worked satisfactorily.

1.73. As pointed ‘out earlier, another factor responsible for the deﬁfi_erf-
cies moticed in the planning for imports is the unreliable estimation of indi-
genous production of fertilisers by the Department of Fertilisers and Chemi-
cals. The Committee are' concerned to observe a wide gulf between the
estimates initially projected by the Department, on the basis of whichv t_hev
import strategy was determined offen with disastrous results, and the acfual
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production. The estimatés Kad also B peridiibally revised by the Depat-
ment of Fertilisers' and' Chemticals as & resid¥ of Whlch changes and_ adjust-
ments had to e made in the purchase propraitinfes, nof afways to the, coun-
try’s advantage, Thus, the original estimatés (December 1970) of 14, 20 lakh
tonnes of Nitrogen, expected to be produced during 19’71-72 had been
revised in April 1971 to 13.20 lakh tonnes and further revised in October
1971 to 11.90 lakh tonnes, while the actual production amounted to only
9.52 lakh tonnes. Similarly, as against the original estimatés (October 1971) of
18.20 lakh tonnes, revised estimates (December 1971) of 14.05 lakh tonnes
and further revised estimates (June 1972) of 12 to 13 lakh tonnes, the actual
production of nitrogen in the country during 1972-73 was only 10.60 lakh
tonnes. The position in this regard was no better during 1973-74 and
1974-75 also. While in 1973-74. actual production of nitrogea was 10.60
lakh tonnes as against the original estimates (June 1972) of 16.00 lakh ton-
nes, revised estimates (February 1973) of 14.04 lakh tonnes and re-revised
estimates (July 1973) of 11.28 lakh tonnes, during 1974-75, actual produc-
tion amounted to 11.85 lakh tonmes as against the initial estimates (Decem-
ber 1973) of 15.50 lakh tonnes and revised estimates (November 1974) of
12.70 lakh tonnes, The indigenous production of phosphatic fertilisers had
also not come upto the levels originally estimated and subsequently revised
during these years, The representative of the Department of Agriculture also
informed the Committee during evidence that it had been the Depastment’s
experience that the actual indigenous production was “far below the estimates
given earlier” by the Department of Fertilisers and Chemicals.

1.74. The representative of the Department of Fertilisers and Chemicals
admitted during evidence that he “would not hesitate to concede that, over
the past six to seven years, the estimations have not been accurate”, and
that “there has been a big gulf between the target and the actual production.”
It appears that while forecasting estimates of indigenous production, a some-
what facile assumption had been made that the new ferfiliser projects would
actually be commissioned as planned, as g consequence of which the esti-
mates had been pitched at levels which were even higher than the then
existing installed capacities. The fact that even the existing plants were
operating only at levels far below their installed capacity also appears to
kave been overlooked. Thus the estimates themselves bore no relation to
the available capacities and delays in the commissioning of new plants inevi-
tably made the estimates unreliable and unrealistic. The Committee cannot
help feeling that adequate care had not been exercised i this regard by the
Department which is regrettable.

1.75. The Committee have been informed that the Department of Ferti-
Jisers and Chemicals, learning from past mistakes, have revised the method
of estimation from 1975-76 onwards. Under the revised method, the esti-
mates of production are based entirely on the performance of the operating
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:nits ':;d' :“ credit is taken for production likely to come out of units
ﬁom go on stream during the year, Even in estimating production
ducTi the operating uaits,  suitable provision is made for likely loss in pro-

on arising out of known constraints like power cuts flucteations, short-
age of raw material, labour problems, efc. From the gross assessment of
production an oversll allowance to the extent of 5 per cent is made for all
nnf?reseen shutdowns due to labour problems, mechanical breakdowns,
ac.clde!llal damages etc. The Committee, however, note that there was vari-
ation in the estimates of production and actual production of nitrogenous
m}d phosphatic fertilisers during 1975.76 and 1976-77. The production of
mfrt.lgenous fertilisers during 1975-76 was 2.30 per cent in excess over
original targets but 2.60 per cent less than original targets in 1976-77, The
production of phosphatic fertiliser was 17.90 per cent less than
original target during 1975-76. The Commiftee would, therefore,
like the Ministry of Chemicals and Fertilisers to have a fresh
look at the method employed for estimating indigenous pro-
duction and devise 3 more scientific and realistic method which would ensure
that all the variables are taken iato account and the estimates approximate
as closely as possible, to the actuals. The Committee are also of the opinion
that since under the revised method of estimation, the fikely increase in
production as a result of commissioning of new plants during the year is not
taken into accouat, a situation may well arise (in the event of the new plants
going on sfream as per schedule) in which the import reguirements worked
out on the basis of these depressed estimates of production may prove to be
excessive, The Committee are, therefore, of the view that in forecasting, for
the purposes of planning for imports, indigenous production of fertilisers,
this fact should also be taken into account suitably and the progress made in
the commissioning of new plants as well as the performance of existing plants
monitored effectively and continuously so that timely intimation regarding
likely increase in or set-back to production could be made available to the
indenting agency (Department of Agriculture) and the procurement orga-
nisation (Minerals and Metals Trading Corporation).

1.76. Hitherto, the procurement of ferfilisers from abroad was also
dependent on the availability of foreign exchange and the Committee have
been informed in this context that earlier the Department of Economic Affairs
used to authorise imports of quantities less than what had been estimated by
the Department of Agriculture and also allot foreign exchange only in instal-
ments. As a result, the requirements of fertilisers fo be imported by the
Department of Supply had been regulated periodically having an inevitable
impact on the prices. Thus, during 1972.73, as against the initial require-
ment of 60,000 fonnes of Muriate of Potash (special grade) for Madras
Fertilisers Ltd., inderts for the procurement of only 22,000 tonnes could he
placed on 24 March 1972 owing to shortage of foreign exchange and less
availability of credit, which were later revised fo 65,000 tonnes (after taking
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into account the modified demand of Madras Fertilisers Ltd,) on 11 April
1972, after the Department of Economic Affairs had clarified that larger
credit would be available, Similarly, periodical adjustments in the purchase
programme for urea had to be made as and when the Department of Econo-
mic Affairs authorised purchases against credit or released additional
foreign exchange. Such piece-meal purchases, particularly during 1972.73,
when there was admittedly a general world-wide shortage of fertilisers
leading to increases in international prices of fertilisers (prices of urea, for

" instance, ranged from US Dollars 65 to US Dollars 67 C&F approximately
between April, 1972 and July 1972 and from US Dollars 70 to US Dollars
92 C&F between August 1972 and February, 1973), had obviously adversely
affected the procurement programe and resuvlted in purchases at disadvan-
tageous prices.

1.77. In the opinion of the Committee, better results might have easued
_had indents for the entire quantity of fertilisers, computed on a more scienti-
fic and rational basis, required during the year hizd been placed in advance
affer, of course, taking info account the prevailing market prices and the
likely behaviour of the market during the following period, as this would
have made for better planning and lower prices. The Committee have been
informed in this connection that the Department of Economic Affairs now
make a bulk allotment of foreign exchange straightaway which has enabled
the Department of Agriculture to streamline and overcome some of the diffi-
culties faced in the past in procuring fertilisers through the Department of
Supply and the Minerals and Metals Trading Corporation and they trust
that this would bring about the desired improvements in planning for imports
and placement of demands on the purchase agencies.

1.78. It would also be seen from a specific case of purchase of ammo-
nium sulphate discussed later in this Report that while planning for imports
of fertilisers, even the elementary precautioa of building up a market buffer
which could be used in times of emergency had not been taken. This com-
bined with the unrealistic estimation of requirements and indigenous produc-
tion, led to purchases at wrong seasons and at prohibitive prices on the
ground that the requirements were urgent and could not be postponed, and
placed the country at the mercy of the suppliers and allowed little leverage
in negotiations. The Commiifee were amazed to learn from a representative
of the Department of Agriculture that imports were resorted to only “when
the stocks had run down almost to the last fonne” which was “very well
known” to the suppliers who “have exploited us year after year”, Now that
a decision has been taken, though belatedly, to allow a market buffer of 10
per cent and pipeline provision of 20 per cent, the Committee hope that
there would he greater flexibility in making purchases keeping in view the
seasonal advantages and market conditions and distress purchases at
inopportune moments will be a thing of the past.
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1.7!!. The success or failure of the ingpo:t steategy
large extent on effective coordination and speedy exmeﬁnm!:am

be!we‘en ﬂl.e different agencies involved in planning and implementation.
The Commitiee note that in respect of fertilisers, a multiplicity of agencies are
concerned with various aspects of imports. While the Department of Agri-
cllltl.ll'e Is responsible for assessing requirements, prescribing material speci~
ficahon; and shipping schedules, and placing indents, indigenous production
is monitored by the Department of Fertilisers and Chemicals, imports autho-
rised by the Department of Economic Affairs and the actual procurement -
done by 'the Department of Supply and the Minerals and Metals Trading
Corporation (with effect from 1 August 1975, however, the entire purchase of
ferlili.sers from abroad has been centralised in the Minerals and Metals
Trading Corporation). Similarly, the responsibility for marketing and distri-
bution of fertilisers has been entrusted to the Department of Agriculture and
the State Governments. It is, therefore, evident that unless effective liaison
and coordination are maintained between all the agencies iavolved, integrated
functioning would be well high impossible, Though it has been claimed during
evidence that effective interministerial coordination was ia fact being cnsured,
judging from the actual performance, the Committee arc of the view that a
lot more requires to be done in this regard, Thy would, therefore, stress
that a suitable system for coatinuous coordination and exchange of infor-
mation between the different agencies involved should be devised and its

actual performance kept constantly under review and timely corrective
measures taken,

1.80. Consumption trends, which determine the demand, influence to a
very large extent planniag and strategies for the purchase and stock-piling
of fertilisers, The Committee are, however, concerned to find that even
though the growth of the indigenous fertiliser industry has been steady with
substantial output in absolute terms and imports have also been considerable,
the consumption of fertilisers in the country is still ex'remely disappointing
and India, even after Four Five Year Plans, is at the bottom of the world
map in fertiliser consumption with the per capita consumption in 1970-71
beinz only 4 kilograms. It makes distressing reading that in spite of the
acknowledged role of fertilisers in augmenting agricultural production, the
consumption achieved during the Fourth Plan period was consistently less
than the Plan targets, and for the last two years of the Plan, Government
themselves had to revise the carlier targets. Thus, as against a 27 per cent
compound rate of increase per year in the consumption of fertiliser envisaged
in the Fourth Five Year Plan, the actual consumption growth achieved was
only 15 por cent in 1969-70 (against the growth rate of 40 per cent achieved
in 1967-68), 14 per cent in 1970-71, 18 per cent in 1971-72, 4.5 per cent
in 1972-73 and a weagre 0.005 per cent in 1973.74. Again, in the first year
of the Fifth Plan (1974-75), even though an ambitious target of 44.26 lakh
fonnes (in terms of nutrients) had been proposed, actual consumption achiev-
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'ec__l was qg!y 2579g lakh fonnes, which was even less than the achieved in the
preceding thtee years.. .,

. X “»
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1.81. Explaining the reasons for the decline in consumption of fertilisers
during this period, the Department of Agriculture have stated that while the
‘growth consumption during the period from 1966-67 fo 1971-72 had been
“really remarkable”, the consumption going up from 7.57 lakh tonnes of
nutrients in 1965-66 to 26.21 lakh tonnes of nutrients in 1971-72, the con-
sumption of fertilisers in 1972-73 and 1973-74 had been “seriously hamper-
ed” on account of (i) the domestic production falling “Sar below expecta-
tions” and (ii) non-availability and steep rise in prices in the international
market, as well as increase in the cost of indigenous production (on account
of increase in the cost of fuel-feed-stock and labour) leading to increase in
the cultivators’ prices of fertilisers.. .And in 1974-75, apart from the
adverse impact of non-availability and rise in prices, unfavour-
able weather conditions, shortage of power which reduced the area under
irrigation and shortage of diesel oil, aggravated the situation, resulfing in
less consumption than envisaged. The Committee have also been informed
that “a large number of corrective steps” have already heen taken to reverse
this trend and that a fertiliser promotion scheme was also launched in the
Fourth Plan under which a series of demonstrations were organised to en-
courage the use of fertilisers, which however has not been approved for con-
tinuance in the Fifth Plan as a paradoxical sitnation arose in which while
Government were not in a position to provide adequate fertilisers to farmers

who needed them, eflorts were being made to persuade cultivators to use
chemical fertilisers.

1.82. However, now that availability of fertilisers has improved consider-
ably and prices have also been reduced, the Committee ‘2cl that an intensive
emphasise that a major thrust in fertiliser consumption can be achieved only
emphasise that a major thrust in fertiliser consumption can be achieved only
through sustained promotional activities and that in the interest of sound
agricultural development, there should be greater awareness amongst the
farmers of the role of balanced nutrition and complex fertilisers. A well
thought out and properly integrated promotional approach, in which dupli-
cation and overlapping of efforts should be avoided. is also necessary to
overcome the apathy of the average farmer to the use of fertilisers. As has
also been pointed out by the Committee on Public Undertakings, in paragraph
5.41 of their 50th Report (Fifth Lok Sabha), the promotional programmes
undertaken by the Fertiliser Corporation of India Limited should be properly
dovetailed and integrated with the other promotional measures of the State
Governments to avoid any overlapping.

1.83. Another important aspect which needs to be kept in view while
undertaking promotional activities is the identification of areas in which
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fertilisers can be profitably utilised. The Committ:e learn that six States
(Andhra Pradesh, Tamil Nadu, Gujarat, Maharashtra, Uttar Pradesh and
Punjab) alone accounted for over 65 per cent of the total consumption . of
fertilisers in the country during the period from 1970-71 to 1974-75.
Accelerating the growth rate of fertiliser use should, therefore, be directed
in those areas where consumption is low and also towards aiding small
farmers, by making available timely credit for a package of in-
puts and other necessary infra-structural facilities, in taking to the
use of fertilisers on a much larger scale than before, Al fthis
necessarily calls for concerted efforts and effective coordination at all levels
as well as g periodical evaluation of the efficiency of the measures undertaken
and the Committee trust that timely and concentrated action would be faken

in this regard.



CHA!'I'ER n
PURCHASBS AND CONTRACTS
| 1. PURCHASES
Audit Paragraph

2.1. All purchase proposals are considered by a Fertiliscr Purchase
Committee under the Chairmanship of the Secretary, Department of Sup-
ply, and consisting of representatives of the Departments of Agriculture,
Economic Affairs, Expenditure, Transport, Ministry of Comimerce and the
Minerals and Metals Trading Corporation. The Committee also prescribes
ceilings for purchases to be made by the Minerals and Metals Trading Co-
poration. After purchase decisions have been taken by the Department
of Supply with the approval of the Fertiliser Purchase Committee, formal
contracts are executed by the Director General, India Supply Mission,
Washington (on suppliers in U.S.A. and Canada), the Director General,
India Supply Mission, London (on supplies in U.K. and West Europe)
and the Director General, Supplies and Disposals, New Delhi (on eupphels
in other countries, such as Japan, Kuwait, etc.).

2.2. A test check of purchases made by the Department of Supply was
made. 1In all 186 controcts evecuted during February, 1971 to September,
1973 were checked. -

2.3. The following table shows the method of purchase followed by the
Department of Supply during the last three years:

P R - o e e i e e

Purchase Percen-

Total by nego- tage of
Year Purchase tiations  Purchase
by nego-

tiations

(Lakh tonnes)

1070-71 . . . R . . . . . 12°77 599 47
1971-72 . . . . . . . . . 13°87 5°13 37
1972-93 . . . . . . . . . 30'92 28-00 ot
ToraL 57'56 39°12 68

3

2435 LS—6.
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2.4. Analysis of 176 contracts relating to the above period with reference
to sources of finance and methods of purchase are given below:
(Qty. in lakh tonnes)

——— - —

Purchase by tender Purchase by Purchase by
N e e e e ::got;atx 8 negotiations
Source of finance Nfumbe} Quantity  following' tén@ers only
of con- e s o o e e e e e e o e
tracts No. of Quantity No. of Quantity
contracts contracts

(i). U.S. and Canadian

AlDloans . 50 10°44 Ni} Nil Nil Nl
(#): Othor loans and .
_credits (UK West
wpani) .

 Barcpe Nil Nil Nib Nil "34 8
(mghim fonggn ex- b "

26 334 30 568 36 1195

2.5.- 1t is obhgatory to invite tenders. from the suppliers of the country.
giving ‘the aid o loan for purchase against (i) above. It would be seen
that out of 92 contracts of the third category (purchases from free foreign
ékehange) for purchase of 20.97 lakhs tonnes—of fertilisers which have
Been test checked, 36 contracts for 11.95 lakh tonnes (57 per cent) were
placed by negotiations only.

2.6. Prior to 1966, purchases were mostly made as a result of tenders.
it has been stated (January, 1975) by the Department of Supply that there-
after delegations were generally sent abroad for negotiations as it was.
noticed that the main suppliers in foreign countries had a tendency to quote
“ring prices” on C&F basis and tenders were dispensed with, where not
essential. Even where tenders were issued, the purpose, it has been
stated, was to use the offers received as guidelines for negotiations;, where,
however, regulations, as in the case of some foreign aids, required it, tenders.
were invited and in these cases no negotiations were held, as the regulations
prohibited negotiation.

2.7. It was decided in February, 1971 that ordinarily suppliers should
be invited to come to India if negotiations were necessary, as that would
ensure prior consultations with, and approval by, Government and gene-
ral result in better terms of purchase. In May, 1971, it was, therefore,
decided that no delegation need be sent to Europe for purchase of fertili--
sers. In February, 1972, it was decided that departure from the policy of
Holding negotiations in India for purchases from abroad would be allowed
omly if it was in the national interest. Nevertheless, during April, 1971 tor
September, 1973, eleven delegations went to Japan, West Europe, UK.,
U.S.A, Canada and Kuwait. On return from abroad, the delegations sub-
mit report to Government.

[Paragraph 41 of the Report of the Comptroller and Auditor General
of India for the year 1973-74, Union Government (Civil); pp. 100—102].
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A, Methodology of Purchase

2.8. Accotding to a noté furnished to the Committee by the Depart-
ment of Agrieulture, the Department as the indenting Ministry in respect
of procurement of fertilisers, lays down the material specifications, bagging
specifications (in case the material is received in bags), shipping terms, etc.
The Department of Agriculture is also responsible. for the assesement of
fertiliser requirements, its allocation to various State Governments taking
into account the indigenous production, and for making available necessary
foreign exchange for various purchases, follow-up despatch instructions not
only of imported fertilisers but also of indigenous production. Prior to

1 August, 1975, the work relating to procurement of fertilisers from free
foreign exchange and General Currency Areas—U.S.A., Canada, West
Europe, Japan and Middle East countries were centralised in the Depart-
ment of Supply in the sense that all contracts were finalised by the Depart-
ment of Supply and purchases from the Rupee Payment Areas were handl-
ed by the Minerals and Metals Trading Corporation. With effect from 1
August, 1975, however, purchase of fertilisers from all foreign countries
has been entrusted to the Minerals and Metals Trading Corporation.

2.9. The Department of Agriculture further informed the Committee
that all purchase proposals after the approval of the material specifications
ctc. by the Department of Agriculture, are considered by a high powered
committee, known as the Fertiliser Purchase Committee. Prior to 1 August,
1975 when import purchases were made by the Department of Supply as
well as by the Minerals and Metals Trading Corporation, the Fertiliser/
Puarchase Committee was constituted under the Chairmanship of the Secre-
tary, Department of Supply and consisted of the Secretary of the Depart-
ment of Agriculture, Secretary, Department of Expenditure. Secretary, De-
partment of Economic Affairs, Joint Secretary, Ministry of Shipping and
Transport, Joint Secretary, Ministry of Commerce and Chairman, Minerals
and Metals Trading Corporation. After purchase decisions were taken
with the approval of the said Fertiliser Purchase Committee, formal con-
tracts were executed by the Director General, India Supply Missions at
Washington and London on suppliers in so far as purchases controlled by
the Department of Supply were concerned (i.e. from the free foreign ex-
change and General Currency Areas). The Minerals and Metals Trading
Corporation placed contracts under Rupee Payment on suppliers from
the East European countries. As and when there was any item concern-
ing the Ministry of Petroleum and Chemicals to be considered at the Ferti-
liser Purchase Committce, that Ministry was also invited to the meetings
of the Committee.

2.10. Since it has been decided that the Minerals and Metals Trading
Corporation would be the only single agency responsible for the purchase

-
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of fertilisers with effect from 1 August, 1975, the Corporation would be
assisted in its deliberations by a Fertiliser Purchase Committee under the

Chairmanship  of the Chairman, Minerals and Mct@ls Trad Co:pomtl
with’ thc following members: R 0“

1. Director (Fertiliser), MMTC.
2. Director (Finance), MMTC.
. 3. Additional Secretary, Ministry of Finance (Department of Ex-

penditure).
4. Joint Secretary, Ministry of Finance (Department of Rconomic
’ Affairs).
5. Joint Secretary (Inputs). Ministry of Agriculture, (Department
of Agriculture).

6. Joint Secretary, Ministry of Petroleum & Chemicals, (Department
of Chemicals Fertilisers).

7. Joint Secretary, Ministry of Shipping & Transport, (Department
of Transport).

8. Joint Secretary, Ministry of Commerce.

2.11. The Audit paragraph points out that while 47 per cent and 37
per cent respectively of the total purchases made by the Department of
Supply during 1970-71 and 1971-72 had been purchased by negotiations,
91 per cent of the total purchases during 1972-73 were by negotiations.
The Committee enquired into the position in this regard in respect of the
purchases made by the Department of Supply and the Minerals and Metals
Trading Corporation during 1973-74 and 1974-75. The information
furnished by the concerned agencies is tabulated below:

(Quantity in lakh MT)

Purchase Percen-

Total by nego- tage of
Yecar purchag:  tiations  purchase
hy nego.
tiations
A. Department of Sup[’lv
1973-74 - . . . . . . 10°20 19°20 1000, ®
1974-75 . . . . 24°00 24'99 1009,
B. Minerals and Meials demn Corﬂontwn@ .
1973-74 . . . . 5713 5713 100%
1974-75 . . . . . . . . ey 11°72 too %,

‘Thc Commmee were mformcd by the Department of Supply thet dunng 1973-74, tan
enquiry had been issued for di-ammonium phosphate without indicating the quantiy

. involved and that contracts for 240,000 MT were placed by negotiatmns This quantity’
has also been mcluded under ‘purchase by negotiations’.

@The Minerals and Metals Trading Corporation informed the Committec that its pur-
chases were made from Rt Payment countries against India’s Bilateral Trade Agree-
ments with them and that‘m:ecomnca were negotiated with the Government enterpriscs
of the countries co
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2.12. Since _the bulk of fertiliser purchases from abroad appeared to
have been made by negotiations and not by floating tenders, the Com-
mmee 'desired to know how a reasonable price was ensured by negotia-

tions. A representative of the Department of Supply stated in this con-
nection:

“We have compared from time to time our purchases as compared
to the purchases made by other countries and we have found
that our prices have been reasonable. We also know who
are the main suppliers and the manufacturers. We also know
which item should go to which particular country. For exam-
ple, DAP we normally ask our India Supply Mission to float
a 24-hour or 36-hour tender and get the quotations and we
use them as the basis for further discussions and on the basis
of the market intelligence and the advice that is given to us

by the India Supply Mission, London and Washington we
go ahead with our purchases.”

He added:

“Our experience has been that for fertilisers inviting tenders is not
the best method of purchase. We have had discussions a
number of times about this in the fertiliser purchase commit-

tee meetings and we have felt that most of our

purchases
should be by negotiation.”

2.13. Since all the purchases made by the Department of Supply dur-
ing 1973-74 and 1974-75 had been through negotiations, as compared to
47 per cent in 1970-71, 37 per cent in 1971-72 and 91 per cent in 1972-
73, the Committee asked whether the Department had found by experi-

ence that purchases by negotiations was the best method. The witness
replied in the affirmative.

2.14. The Committee desired to know whether any comparative study
of the advantages and disadvantages of purchases through negotiations
and through tenders had been made by the Department of Supply with

a view to adopting the most beneficial mode of purchase. In a note, the
Department of Supply stated:

“The strategy for the purchase of fertilisers i.e. whether purchase
should be by tender or by negotiations, was decided by a high
powered Fertiliser Purchase Committee which had repre-
sentatives of the various concerned Ministries namely the
Department of Supply, Department of Agriculture, Ministry
of Pinance (Expenditure and Economic Divisions), Ministry
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of Commerce, MMTC and Transport: Ministry, - All the ia-
formation and expertise was pooled together in coming to a
decision whether purchase should be by tender or by negotia-
tions, R

As regards general stores purchased through the DGS&D the nor-
mal practice is to invite tenders and accept the lowest ofter
subject to technical suitability etc. The instructions issued
for the guidance of Purchasc Officers generally discourage the
method of negotiation, but in many cases negotiation becomes
unavoidable. Even if no negotiation is necessary on the
point of price, the tenderers sometime put down unacceptable
terms and conditions, different from those stipulated in the
Tender Enquiry, and negotiations of some kind have to be
held in order to sort out these differences. Again, it some-
times happens that, after the opening of tenders, somc firms
offer a belated reduction in price. In such a situation it
becomes necessary to give an opportunity to the other ten-
derers 1o reconsider their prices. and this comes within the
definition of ‘negotiation’.”

2.15. The Committee enquired into the policy proposed to be adopted
by the Minerals and Metals Trading Corporation in regard to the purchase
of fertilisers from abroad. The Chairman of the Corporation replied:

“It is a very difficult question to answer. In a rising market, no
business concern would normally float a tender. When there
are rising conditions in prices, if you fioat a tender. the quota-
tions are very high. because the parties participating in the
tender have a habit of getting together—whether they are
from Japan. Europe or other countries—and saying. ‘Let us
get the best pricc because there is a big demand’. So, in a
rising market, it is better to make arrangements with pro-
ducers on a long-term basis, not with middlemen who are
speculators. This is what we have been advocating
from 1973 and this cnsures thc supply with the possibility of
negotiating prices from time to time, not entirely on the basis
of market fluctuations.”

When asked whether this approach was not different from the approach
adopted by the Department of Supply which gave the impressions that

négotiation was the best method of purchase, the witness replied:
“That is because the market is buoyant. 1 feel we must have a
judicious combination of both, depending on market condi-
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fions. You have to evolve a philosophy in this‘matter and
‘what we have done in the last two years is to develop a new
philosophy for purchase.”

- 2.16. When the Committee drew attention in this context to the re-
port of the F.A.O. on the State of Food & Agriculture, 73 wherein it had
been suggested that calling for tenders was preferable to ngotiations since
this resulted in a certain amount of price flexibility, the witness replied:

“We have actually found from experience that the people who ten-
der.get together, because their interests are alike and they keep
some sort of margins. Basically they say, the price would.
be ‘X’ plus 2 or 3 per cent this way or that way, according to
each one’s capability to transport it cheaper or to command
the cash required for holding on to the stock at cheaper rates
of intercst, etc. 1t may vary a few cents this way .or that way
but there is a sort of understanding among them and prices
are rigged up to that extent. It is this danger we wanted to
obviate. The tenders are opened in the presence of ten-
derers and the prices are rcad out. So, no manufacturer or
supplier wants to quote the lowest he can possibly quote, But
if you call them and negotiate with them, they are willing to
supply at a much lower price. This is brone out by the ex-
perience of other developing countries like Sri Lanka,
Pakistan, Vietnam etc., who have gone in for tenders at the
same time when we purchased by negotiation and paid more
than what we paid. If vou buy four lakh tonnes of fertilisers,
this is such a large quantity that yvou can influence the price
to a great extent. If you publish the tender saying you want
to buy 4 lakh tonnes, that itself is going to firm up the pricg.
I think the publicity which is attendant on tenders should be
avoided.”

2.17. 1In view of the fact that purchases through'tenders had a certain
amount of sanctity about them in that the prices were kept secret and con-
tracts could be awarded to the lowest tenders, the Committee desired to
know whether this would not be a better method of purchase. The wit-
ness replied:

“From the point of view of safety of the person it is good to go
by the lowest tender but from the commercial pomt of view,
it is not always good.” .
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He added:

“From the point of view of safety of the man who places order, the
tender system is the best. But if you compare the price paid
through tenders by Pakistan or by other countries in South-
East Asia, you will find a lot of difference. They had paid
$30 to 40 more on tender basis. In fact, in Government
service, a person would prefer to go by the lower tender. But
if you want good results, some risk will have to be taken.”

2.18. A note furnished subsequently by the Ministry of Commerce/
Minerals and Metals Trading Corporation, indicating the comparative ad-
vantages and disadvantages of purchases through negotiations and through
tenders, is reproduced below:

“There are advantages and disadvantages in purchases through ten-
ders or through negotiations or tender enquiry followed by
negotiations with parties. The selection of the method for

¢ purchase will necessarily have to depend on a judgment of
the market situation at each point of time. While tenders are
expected to establish reasonable levels of prices and to in-
dicate the market trend, there is no guarantee that ‘rings’ would
not be formed between the suppliers for quoting higher than
market prices. While calling for tenders and acceptance of
the lowest offer received might be satisfactory in a well-orga-
nised market for a commodity the supply of which is well in
balance with the demand, it is not always possible to adopt
tender buying for fertilisers. When market prices are rising
and material is scarce. calling for tenders would establish
higher than prices which can be secured through negotiations.
Tenders at such times also have a bullish effect on market
prices. When market prices are falling and material is plenti-
ful, tenders would establish the general level of prices at
which market transactions are being concluded but not neces-
sarily, the lowest prices that can be secured. There is thus, no
optimum or most desirable method for buying fertilisers. Pur-
chases against tenders, by negotiations and often, a combina-
tion of both, would lead to the most economic buying.”

2.19. Since Russia and China were also dépendent on purchases from
abroad to meet their requirements of grains, the Committee desired to
koow the modality adopted by them in their purchases and whether any
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studies had been conducted in this regard. The Chairman of the Minerals
and Metals Trading Corporation stated in evidence:

“They have developed astute commercial sense in making these
- purchases. They used to go about in a bureaucratic way be-
fore. . But now they have changed, they have developed com-
puters, intelligence sources and they are going about this very
astutely, You will remember their grain purchase of 1973.
Who knows what they are going to buy? Nobody knows that.
In our case, FAl, the Ministries, everybody say this is the
shortfall, this is so much in respect of indigenous production;

so we have to import this much etc. and the whole world is
aware of our situation.”

He added:

“Last time Dr. Hammer acted with great secrecy and world knew
only this, that they chartered ships in a big way. That was
all. For what this was meant, npobody knew, Only when

three Chicago merchants bought the grain people knew about
it.”

When asked in this connection whether it was not possible to streamline’
the procedures for the purchase of fertilisers so as to be in an advanta-
geous position as buyers instead of getting entangled in a sellers’ market

which apparently resulted in a disadvantage at the negotiating table, the
witness replied:

“We would certainly like to have the very best of worlds. But
we also know how to live with existing conditions, Although
we cannot maintain secrecy, we can at least operate in such

a way that people will know, these; people mean business and
they will not buy if good price is not offered.”

2.20. The Committee asked whether the element of secrecy essential
in such transactions was difficult to maintain, when other countries were
able to conduct their business without the rest of the world getting to know

about the requirements. The Secretary, Department of Chemicals stated
in this context:

“Much of this information here is published information in the
sense that these afe statements which we place before Parlia-
ment and we give out estimates -of consumption in the coun-
try, production, shortfall etc. The Soviet Union and China
do not, T believe. publish this kind of information.”
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2.21. To another question whether it was not desirable to maintain an
element of secrecy in transactions relating to purchase of fertilisers so that
when Government was forced to enter the world market as a large scale
buyer, the prices did not increase unnecessarily, the Chairman, Minerals
and Metals Trading Corporation replied:

“l entirely agree with you. So far as our general operation in
our Corporation is concerned, we are able to maintain our
secrecy. For cxample, if we send somebody to sell any goods,
it is known only to two or threc persons, because they give
the brief by word of mouth. After that, he notes down in his
diary. 1t is not known to anybody elsewhere. At least, we
are now trying to streamline the practice which we have to
follow. 1In other places, papers are stencilled and circulated
and then it is made public. It is done by lower grade staff.
All these things, we arc trying to avoid.-as far as MMTC is
concerned. We are trying to maintain our secrcey.”

2.22. The normal accepted method of purchase of stores hy Govern-
ment purchase agencies is to invite tenders and accept the lowest offer
subject to technical suitability, capability of the tenderer, etc. If necessary,
the offers and other terms and conditions are negotiated with  the
tenderérs after the opening of tenders. This method has a certain sanctity
and secrecy attached to it and ensures purchases in the most competitive
manner, In regard to purchase of fertilizers from abroad, however, the
Committee find that while it is obligatory to make purchases made through
tenders in respect of purchases made against US and Canadian Aid loans.
the position in regard to other sources of pur¢hase has varied widely from
time to time. While purchases prior to 1966 were made by the Department
of Supply mostly as a result of tenders, an analysis of 176 comtracts rejat-
ing to the period from 1970-71 to 1972-73 discloses that 34 contracts for
a total quantity of 6.71 lakh tonnes for purchases against loans and credits.
other than US and Canadian Aid loans (U.K., West Europe and Japan)
were placed by negotiations only and 36 contracts (11.95 lakh tonmes),
30 contracts (5.68 lakh tonnes) and 26 contracts (3.34 lakh tonnes) relat-
ing te purchases against free foreign exchange were placed respectively by
negotiations, tenders followed by negotistions and by tenders. Subsequently,
during 1973-74 and 1974-75, the enfire quantity (19.20 lakh tormes and
24.99 lakh tonnes) had been purchased only by negotiations. On the other
hand, all the fertilizer purchases by the other procurement agency, Minerals
and Metals Trading Corporation, from Rupgee Payment countries against
‘bilateral trade agreements with fhem were negotiated with the Govern-
ment enterprises of fhe countrles concerned.

2,23, The Commiftée observe that conflicting views have been expressed
i regard to the comparative advantages and disadvantages of purchases
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through negotiations and through tenders, While the Department of S
have maintalned that invitliug tenders was not the best :setllod of pur:::z
and that purchases by negotiafions had been found to be more suitable,
the Committee have been informed by the representative of the Minerals
and Metals Trading Corporation that while the methodology of purchase
to'be adopted was difficult to determine, a “judicious combination” of pur-
chases by both tenders as well as negotiations depending on market condi-
.tions was comsidered advisable and would lead to the most econemic buy-
ing, and that the selection of the method of purchase would necessarily
have to depend on a judgement of the market situation at a given poiat of
time. The Cmmittee also understood that while tenders are expecled to
ostablish reasonable prices and to indicate the market trend, there was ne
guarantee that ‘rings’ would not be formed between the suppliers for quot-
ing higher than market prices and that while calling for tenders and
acceptance of the lowest offer might be satisfactory in a well-organised
market for a commodity the supply of which is well in balance with the
demand, it was not always possible to adopt the tender system for buying
fertilisers.  On the other hand, the Report of the Food and Agriculture
Organisation (FAO) on the State of Food and Agriculture, 1973, poiats
out that export sales are normally on tender which results in a certain
amount of flexibility with smaller lots usually commanding the highest
prices. .-
2.24. While the Committee concede, in the circumstances, that it might
perhaps be difficult to lay down amy rigid norms for the methodology of
purchase to be adopted, they would, however, emphasis that before decid-
ing upon the method to be adopted in a particular situation, all the pros
and cons should be carefully weighed and the method which would prove
most advantageous to the country adopted. In order to safeguard against
the possibility of arbitrary and ad hoc decisions, it would also be advisable
to invariably record the reasons for adopting a particular method,  The
Committee also feel that it would be worthwhile to make a comparative
study of the methods adopted in the past so as to determine what went
wrong on different occasions, as well as those adopted by other countries
like USSR and China, and see what improvements can be brought about
in the present methods to obtain fertilisers at internationally competitive
prices and also on an assured basis for meeting the country’s requirements
adequately and in time. In any case, it should be possible to maintain strict
confidentiality about the quantum of purchase of feortilisers contemplated
so that when the country is forced fo enter the world market as a large
scale buyer, prices do not increase unnecessarily thus placing the country
at a disadvantage. Sl
B. Market Intelligence -

2.25. Since it had been stated earlier during evidence that negodations
with suppliers were held on the basis of market intelligence and the advice
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given by the India Supply Missions at .London and Washington, and n
view of the fact that fertilisers had to import aimost continuously from
abroad, the Committee desired to know whether Government obtained
continuous information regarding availability, market trends, prices, etc.
from agencies abroad. The representative of the Department of Supply
stated in evidence:

“We get monthly reports from the India Supply Missions in Lon-

don and Washington. They keep us informed of the trend of
prices.”

When asked whether the advice of the Supply Missions was always obtain-

ed with a view to ascertaining the best time to enter the market for
purchases, the witness replied:

“We always consult them. For all our purchases in USA, we con-
sult the India Supply Mission, Washington.”

A representative of the Department of Expenditure stated in this connec-
tion:

“Purchases are made in accordance with the decisions of the Ferti-
liser Purchase Committee, but it is always the practice to
consult our Embassies in Tokyo, London and Washington as
to the appropriate time for making purchases, and actually it
is only when the Ambassadors advise that it is the proper
time for making purchases that delegations are sent out or the
suppliers are asked to come to India for negotiations. There
may have been a few exceptions in the past, but during the
last two years the purchases have always been made at the

best possible time, when the prices were expected to be the
lowest in the market.”

2.26. The Committee desired to know the arrangements that exist for
obtaining market and economic intelligence from abroad, so that purchases
could be made at the most competitive rates and also at a most advanta-

geous time. In a note, the Departmeant of Supply informed the Commit-
tee as follows:

“The sources of market intelligence in the Department of Supply
are as under:

We get copies of following magazines mainly devoted to ferti-
liser trade. These are received from ISM, London:
1. NITROGEN . . . 7

. . . . . . bi-monthly
2. PHOSPHORUS & POTASSIUM . . . . . Do.
3. FERTILIZER INTERNATIONAL . . . . . Monthly

4. STATISTICAL SUPPLEMENT Anpual
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The magazine by name ‘Chemical Marketing Report’ Weekly is
reoewcd from ISM Washington.

Further we get Reports from time to time from ISM London, ISM
Washington and Indembassy Tokyo, Indembassy Kuwait, In-
dembassy, Ottawa etc. These reports indicate the market
trends, tenders issued by foreign countries and news items
published in local papers about fertilizers etc.

We also receive circulars from time to time from certain Interna-
tional Suppliers like Messrs Interore, M/s International Com-
modities Export Company (through Morlidhar Premchand
& Co., New Delhi), Woodward Dickerson, etc. indicating the
prices of fertilizers as quoted by suppliers agamst various ten-
ders issued by various Governments,

The delegations which go abroad from timc to time study - the
market trends in fertilizers and submit their report on arrival
in India.”

The Minerals and Metals Tr.n.lmg Corporatnon stated as follows in this
connection:

“MMTC attempts to keep abreast of the latest position in the ferti-
lizer field through analysis of inter-national journals, trade
publications, technical articles, reports of seminars and inter-
national conferences on the various aspects of the fertiliser in-
dustry. In addition, MMTC has arranged with accredited
and very highly reputed international agencies for supply of
market intelligence on a confidential basis. MMTC has an
Economic and Research Division which cxamines and analy-
ses such information not only in regard to fertilisers but also
to other commoditics handled by the MMTC. The officers in
the MMTC arc also exposed to current literature and keep
abreast of technical thinking of the people in the field during
the course of handling fertiliser imports. MMTC has kept it-
self continuously informed of the contracts concluded by the
Department of Supply from General Currency Areas.

Market intelligence, na-icularly in regard to availability and price
of fertilisers is an cxtremeh complex matter. A large num-
ber of factors affect both. Local production of fertilisers, local
consumption, local laws, chmatic conditions, world produc-
tion, availability and requirement are only some of the im-
portant factors. Further, there is no standard such as the
LME producer price in respect of non-ferrous metals, to de-
‘termine contract prices. The violent fluctuations in Prices in
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the last 12 moiiths, is something that the best market intelli-
gence did not predict. Predictions regarding the immediate
future are equally vague and divided.

Being net importer of fertiliser and without sufficient financial.
capacity to build up buffers against price fluctuations or to
attempt market stabilisation operations, India has inevitably
to buy each year irrespective of prices. Market intelligence and
good business judgement have thus a somewhat limited role
to play. In judging the performance of trading agencies.
these constraints have to be appreciated. But it may be add-
ed that by and large, the Indian buying both by Supply De-
partment and MMTC has been competitive and efficient.”

2.27. Elaborating on this issue further during evidence, the Chairman
of the Minerals and Metals Trading Corporation deposed:

“There are two types of intelligence which we get. One is from
commercial attaches and embassies and consuls posted in em-
bassies. Wherever there is fertiliser interest in a particular
country we have stipulated that in their monthly letter  they
should give special information on fertiliser sales, contracts.
price at which they are selling, general trends and other
things.”

He added:

“We get intelligence which is of a sophisticated nature. Many
agencies give commercial information which is of a high or-
der. We are paying them. They are able to give secret in-
formation which you don’t get from others. In March 1972
1 was able to get certain trends in the market. There are
some such agencies having specialised espionage network in
commercial establishments the world over. For example.
there is one establishment in London with 200 people, eco-
nomists, statisticians, operational resecarchers etc. and they
collate information. They have secret funds with which they
buy the information and sell to others.”

He stated further:

“It is not as if we are not conversant with the western suppliers
because, for making our purchases in Eastern Europe, we
have been sort of dealing with the western suppliers and com-
paring the prices and comparing the modalities of operation
in both the areas. Our intelligence sources are also not con-
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fined to Eastern Eusope because the information available
from there is only about:limited sales under bilateral agree-
ments. For sales in free foreign exchange we have to rely
heavily upon intelligence sources outside the area. So, we
have made arrangements in the Corporation and we can
furnish you with the literature we get—daily reports, mon-
thly reports, quarterly reports and. professional journals from
all . parts of the world. We get nearly 22 periodicals of this
type which are published, of course, and there is-an Econo-
mics Division in my Corporation which gives a weekly report
to us. In addition to this, we are making arrangements with
certain very well known agencies which give us special re-
ports based on certain matters which we want to be looked
into. We have got this arrangement in London and a similar
arrangement in Japan and “we are contemplating the setting
up of another agency which is well known for giving com-
mercial information in regard to fertilisers in U.S.A.

'So, these give us a great deal of intelligence which we have to
place at the disposal of the Fertiliser Purchase Committee for
ordering fertilisers from other parts of the world.”

2.28. When asked whether the same techniques followed by the Cor-
poration for purchasing intelligence could not be utilised to India’s dis-
advantage. the witness replied:

“This is one danger which we cannot avoid in an open world, just
as we get commercial secrets from the most privileged sour-
ces. Some commercial people have moments of truth when
they come out with this informatjon and we do not know the
motivations. Some of this information comes out of spite for
a rival. There are certain collection agencies like the British
Sulphur Corporation which has a huge network of informa-
tion. Many companies are not very secretive about the in-
formation; once a' contract is concluded, they give out this in-
formation. They do it even on an exchange basis. For ex-
ample, one of the big companies in the USA has an exchange
basis with the British Sulphur Corporation passing on infor-
matien on sales.

Therefore, it is very likely that by the same token that we are able
to get information about other transactions, our transactions
may also go out. But no harm is done after the transaction
is concluded. What we are trying to do is to know what is
happening in the world just now, in the last onc weck what



. has happened, what are the scllings, what are the big coa-
tracts and so on. It is not at the stage when it is in gestation,
when they are talking about it that we get the secret; it is
only when the contract is concluded. But it is still useful to
us as a guideline.” '

2.29. The Committee desired to know whether the Commercial Coun-
:sellors posted at various Missions abroad made available relevant ecomo-
mic information about market trends, prices, etc. A representative of the
Ministry of Commerce replied in evidence:

* “They do send us.”

When asked whether this was done as a matter of regular routine, the wit-
-ness replied in the affirmative.

2.30. To another question whether the Commercial Counsellors had
been specially instructed to collect information relating to fertilisers, the
witness replied in the affirmative and added:

“They respond regularly. That is part of their job. But they con-
duct market surveys through specialised agencies wherever
they exist, and where such agencies do not exist, they them-
selves conduct skeleton market surveys.”

2.31 The Committee desired to know whether any instance could be
cited of the concrete, substantial assistance rendered by the Commercial

Counsellors in regard to the trend of prices, market conditions, etc. The
witness stated:

“T am not aware of this contribution that they made in this parti-
cular deal. But we can find it out™

2.32. The Committee asked whether the Commercial Counsellors or
Attaches had any role to play in the negotiations held with the suppliers
either abroad or in India. The witness replied in the affirmative and
stated:

“Thev advise and assist the head of the Mission on this particular
issue of trade, commerce and economic question.”

The  resentative of thc Department of Supply, however, stated:

“Only in Japan, the Commercial Counsellor or the First Secretary

was there with us in every meeting. In London and Wash-

_ington, we have our own staff and we mainly take their assis-
tance.”
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When asked whether the Supply Missions in London and Washington were
adequately equipped to render all necessary assistance in this réfard, the
witness replied:

“They are both equipped.”

2.33. Asked about the assistance rendered by the officials of Missions
abroad in countries other than the U.K. and U.S.A., and the npature of
coordination between the purchasing organisation and the aforesaid Mis-~
sions, the representative of the Department of Supply stated:

“In Germany, I do not remember. But in Rome, we did have a
long discussion with the Commercial Charge d’ Affaires as well
as the Ambassador. We have normally to rely on our own.
we did get help from the Ambassador. I am talking about
the earlier years 1972-73 when we did not, except for Rome,
take much help from the Embassies. But of course we had
written to them that we were coming there and they made
arrangements for our stay, and if they had information, they
would have given it to us.”

2.34. The Committce, therefore, enquired whether this did not indicate
that the Commercial Attaches had been rather indifferent in this regard.
The witness replied:

“We did not get much help, except for Rome and Japan and, of
course, our own oflice in USA and London. But about the
fast two years Mr. .. .would be able to tell you more.”

The represcntative of the Department of Expenditure stated in this conteXt:

“In all the places that we went to, we associated the Commercial
Counscllors on similar Embassy staff with the negotiations and
whatever information they had proved to us quite useful. As
regards the information—for rather, literature—that we get re-
gularly from various sources, 1 find that the Supply Minis-
try has already furnished to the Committee a note on that.”

The representative of the Department of Expenditure also furnished to the
Committee a note on the part played by the Commercial Counsellors and
other Embassy officials in the fertilisers transactions abroad during the last
two years which is reproduced below:

“A Fertiliser Delegation consisting of Shri. ..., Secretary, Depart-
ment of Supply and Shri . ..., Financial Adviser, visited Bel-
grade, Zurich, London and Washington between 16th June
and 5th July, 1974.

2434 1.S--1.
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At Belgrade, discussions were held with the Ambassador before
negotiations . began with the Yugoslav suppliers.  During
negotiations, First Secretary to the Indian Embassy at Belgra-

de was present throughout, Mr. .. .of the State Trading Cor-
poration was also present.

At Zurich, discussions were held with Shri. .. .Indian Ambassador,
who came from Bern for this purpose. No Embassy staff
was, however, present during negotiations. The delegation
had, however, briefing from Indian Supply Mission, London.

At London, the delegation was assisted in all discussions with the
suppliers by the Director General, ISM, London and his staff.

A Fertiliser Delegation consisting of Shri. . . .Secretary, Depart-
ment of Supply and Shri... . Financial Adviser, visited
Dahran (Saudi Arabia), Rome, Milan, Amsterdam, London
and Washington from 29th November to 9th December 1974.

At Dahran, the delegation was briefed and assisted by Shri. . . . First
Secretary of the Indian Embassy.

At Rome, Shri....Commercial Secretary of the Embassy briefed
and assisted the delegation.

During discussions at Milan, no Embassy staff was present and it
was not necessary even after the briefing at Rome.

At Amsterdam, the delegation had discussions with the Indian Am-
bassador and was assisted in its negotiations by the First
Secretary of the Embassy.

At London and at Washington, the delegation was briefed and as-
sisted throughout the negotiations by DG, ISM, London and
DG, ISM Washington, respectively.

A PFertiliser Delegation consisting of Shri. .. .Secretary, Depart-
ment of Supply and Shri. .. .Financial Adviser, visited Japan
from 4th April to 15th April 1975.

The delegation had discussions with the Indian Ambassador at
Tokyo and during negotiations, they were assisted by Messrs.
. ...Commercial Counsellor and ... .Attache (Commercial).

A Fertiliser Delegation consisting of Secretary (Supply) and
Secretary (Expenditure) visited Rome, Zurich and'.London for
renegotiations of prices of fertilisers.
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At Rome, Shri....held discussions as Secretary (rxpenditure)
could not join him on account of pressing work at Delhi. It

is not clear from the tour Note to what extent the local Em-
bassy staff was associated in the discussions,

At Zurich, Secretary (Supply) and Secretary (Expenditure) held
discussions with the suppliers assisted by Shri....First Sec-
retary (Commercial).

At London, the delegation was assisted by DG, ISM and his staff.

A Fertiliser Delegation consisting of Shri ,........... Secretary
(Supply). Shri ........ Financial Adviser and Shri .......
Executive Director, MMTC visited New York and Washington
for renegotiations of prices of fertilisers from 16th June to 27th
June 1975. During discussions at New York, they were briefed
and assisted by the Minister (Economics) and DG, ISM. At
Washington, the delegation was assisted by DG, ISM and his

staff.
A Fertiliser Delegation consisting of Shri ............ Secretary
(Supply) and Shri .............. Financial Adviser, visited

Kuwait on 5-7-1975 and 6-7-1975 for renegotiations of prices
of fertilisers. The delegation was briefed and assisted by the
Indian Ambassador at Kuwait and Shri ........ Commercial
Secretary.”

2.35. In respect of negotiations held in India with foreign suppliers, the
Committee desired to know whether information was obtained, prior to the
negotiations and also on a regular basis, from the Missions abroad about
‘the background of the suppliers, the prices, etc. The representative of the
Department of Expenditure stated:

“We always collect that information about every supplier from our
commercial attaches or other embassy staff in London as well
as in Washington.”

When asked whether such consultations were actually and purposefully taking
place, the witness replied:

"“Omn every occasion, as far as 1 am concerned, during the last year
and a half, a tour report has been submitted after the delegation
came back and in that report we generally mention the role that
commercial counsellors and others play in the matter of nego-
tiations.”

2.36. Since this was apparently contradictory to what had been stat?d
carlier by the representative of the Department of Supply that except



22

Bome and Japan, the Embassy staff were not of any direct ¢oncrete gssistanca

An the.matter of making available commercial intelligence, the Committee
-desired, to.know the correct, factual position in this regérd. The representa-
tive of the Department of Supply stated: I

“I thought Mr ........ had already explained that he had been in
touch with the foreign embassies for the last two years.”

Clarifying the position, the witness added :

“I was talking of the year 1972-73 when | went abroad. Except for
the mission in Japan, London, Washington and Rome, we have
not got much assistance from the other embassies.”

2.37. The Committee, therefore, asked whether this did not indicate that
prior to 1973-74, the coordination between the Embassy officials and the

purchase delegations was rather unsatisfactory. The representative of the
Department of Expenditure replied:

“It depends also on the Supply Department as to how far they tried
to assist actively the Commercial Counsellors etc. Where there
are no Commercial Counsellors, the local embassy staff helped
in the negotiations in collecting information and passing on that
information to the supply Department. During the last two years,
I have found that the Secretary, Supply Department, has been
very particular in assisting in every couniry the local embassy
people. Before he went abroad, he used to send scveral direct
messages to get upto-date information and generally he used
to get in touch with the cmbassies.”

Asked whether this did not convey the impression that the Department of

Supply had not consciously sought the cooperation of the Embassies till
1973-74, the witness replied:

“I would not be able to comment on it myself.”

The representative of the Department of Supply stated in this context:

“On the 16th April 1973, Mr......... who was the Additional
Secretary in the Ministry of External Affairs had written to the
Ambassadors and the High Commissions of Washington,
London, China, Tokyo and Kuwait that monthly reports on
market intelligence should be sent to the Department of Supply,
the Department of Agriculture and the Ministry of Petroleum.
This has already been followed up by the reminders from us as
also from the External Affairs Ministry.”
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The Committee, therefore, desired to know whether coordination in this
regard had béen established ‘only' about two years earlier and that this letter
itself was necessitated by the fact of there having béen no coordination

earlier between the Department of Supply and the officials of the Ministry
of External Affairs. The witness stated:

“This letter itself refers to the earlier letter of 13th December, 1972,
which evidently the External Affairs Ministry had seft to the
various embassies. What 1 was trying to say was that although
the embassics were asked to send us monthly reports, they did
not send us regularly what we wanted. For example, from Paris,
we have only one letter and that was on the 4th June 1975. We
did not get anything earlier. But we have been getting regular
letters from Tokyo, Kuwait and literature from Canada.”

2.38. The Ministry of Commerce furnished, at the Committee’s instance,
a note indicating the role played by the Commercial Counsellors and similar
officials in the embassies abroad in assisting the delegations sent from India
for the purchase of fertilisers which is reproduced below:

“Delegations for the purchase of fertilisers were seat by MMTC and
the Department of Supply. MMTC’s delegations were sent to
East European countries while those from the Department of
Supply were sent to other countries.

MMTC and Department of Supply have furnished th~ following in-
formation in respect of the assistance which they sceived from
the Indian Missions in the countries which th- Delegations
visited.

MM.T.C.

MMTC Delegations on their visits abroad invariably contacted the
Ambassador and Commercial Attache of the Embassy to get the
latest commercial information available with them. The Com-
mercial representative was kept in picture during the negotiations.

In regard to the market intelligence/information about fertilisers the
Fmbassies advised the MMTC on market situation, production
problem, if any, and such other matters useful for the Corpo-
ration in concluding contracts and also planning deliveries.
When commercial officers came to India preparatory to trade
negotiations etc., with the East European countries MMTC
consulted them on various matters including fertiliser position,

DEPARTMENT OF SUPPLY

This Department required assistance from the Missions abroad to
collect and furnish periodical reports on fertiliser transactions
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taking piace in their respective areas. The Missions were requir-:
ed to communicate all important activities in this field as soon-
as anything come to their knowledge. This information was
required to keep up constantly informed of the trend of the:
prices and availability of various types of fertilisers etc. and to
keep us posted with the details of prices at which transactions of

fertilisers were concluded throughout the world at a particular
. period.

With the above object in view we request the Ministry of External
Affairs vide our letter dated 18-4-1967 to issue suitable instruc-
tions to all the Indian Embassies/High Commissions abroad to
furnish monthly reports to this Department. In response to such
instructions, this Department started getting reports from a few
Embassies/High Commissions etc., w-e.f. June 1967. The reports
were, however, not received regularly and as such standardised
proforma was devised and was forwarded to the Ministry of
External Affairs on 10-8-1967 for circulation to Missions and
posts abroad instructing them to furnish monthly reports in the
prescribed proforma. The Missions/posts ctc., were also request-
ed to furnish all extracts/cuttings of important news items
appearing in the newspapers in the countries concerned.

The requisite information was, however, received from few Missions
only and that too not regularly. Fresh instructions were again
issued on 16-4-1973 by the Ministry of External Affairs to the
heads of Missions in Washington, London, Paris, Tokyo,
Ottawa and Kuwait to furnish every month a report on com-
mercial intelligence pertaining to the availability and procure-
ment of fertilisers by maintaining close liaison with the con-
cerned Government Department/Organisation engaged in such
activities.

We have been receiving reports from above Missions/posts abroad
since 1973. From France, however, only one report was
received in June 1973.”

2.39. At the instance of the Committee, the Department of Supply fur-
nished copies of the correspondence exchanged between the Department of
Supply, the Ministry of External Affairs and the Missions as well as the copy
of the letter dated 4 June 1975 received from Paris, referred to during
evidence. The foilowing statement indicates the details of market intelligence
reports received (position as on 5 August 1974) in pursuance of the letter
dated 16 April 1973 from the Additional Secretary, Ministry of External
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Affairs to the Head of Missions at Washington, London, Paris, Tokyo,
Ottawa and Kuwait: ‘ )

Missions Report received for the month of

1. Washington . . . May 1973
July 1973
Oc tober 1973
June 1974

2. Tokyo . . . . October 1973
February 1974
March/April 1974
May 1974
June 1974

3. Kuwait . . . April 1973
September 1973
October-November 1973
December 1973
January-February 1974 *
March-April 1974

According to the Department of Supply, no report had been received during this period
from London, Paris and Ottawa.

2.40. When the Committee pointed out in this connection that a general
impression was that Indian embassies abroad, with the exception of one or
two large embassies, were not equipped adequately to gather market in-
telligence on a commodity like fertilisers and as such the information
supplied was often not useful, the representative of the Ministry of Com-
merce replied:

“We are trying to strengthen our Missions, We have a proposal now
in hand; wherever there is shortage of staff, we are trying to
convince the Ministry of Finance for more posts. I will give you
the information as to what was the situation prevailing at that
time.”

. He added:

“I am not aware where our peoplc actually failed. But, we are now
having our people who can give the required information if they

are approached in right time.”

2.41. The Committee asked in this context whether it was a fact that
a job of a Commercial Counsellor was considered to be rather low in fhe
hierarchy as a result of which few of the officials in the Indian Foreign
Service preferred to take up the assignment. The witness replied:

“It is not true. IFS officers are actually eager to go in for such.
jobs.” . : .
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“Actually we are associated with appointments to such posts and we
are aware that we have plenty of people who are equipped also
for doing this job and they are available.”

_2.42, A note furnished subsequently by the Ministry of Commerce indi-
cating the steps taken to strengthen Indian Missions abroad by posting
separate Commercial Counsellors as far as possible, is reproduced below:

“There are 177 Indian Missions in the world (as on 1st April 1975)
and we have separate Commercial set-ups at 53 places.

As on Ist June 1972, we had Commercial set-ups at 54 places. In
1973 we added one Commercial set-up thereby raising the
number of Commercial set-up to 55. In 1974, three Commercial
set-ups were wound up leaving the number of Commercial set-
ups at 52. In June 1975 the number of Commercial set-ups
wound up was one and newly created were two, making a total
of 53.

The guiding principle for setting up Commercial Wings in Indian
Missions abroad is either the large volume of trade exchanges
with that country or our export potentia! in that country.
Based on this criteria the Ministry of Commerce has under con-
sideration creating new Commercial set-ups at 8 places, augment-
ing the strength in the existing set-ups at 5 places and raising
the status of the existing Commercial Officers at 2 stations. As
no new posts can be created nor existing posts upgraded
without the approval of the Cabinet, the proposals in this res-
pect are presently under consideration of the relevant Minis-
tries before being submitted to the Cabinet.”

2.43. The Ministry of Commerce also furnished to the Committee a
note prepared, in consultation with the Ministry of External Affairs, explain-
ing the basis on which Commercial representatives were selected and trained,
which is reproduced in Appendix VI.

2.44. Siice e methodology to be d¥opted foF thé purchase of fertilisers
necessarily depends on a judgement of the market situation at a given point
of time, it is absolutely imperative that the purchase agency is armed with
all relevant data relating to international production trends, availability of
fertxllsers, behaviour of world prices, recent happenmgs on the world ferti-
liser front, efc. so as to be in a position to regulate 1mports in the best
interests of the country. The Committee have been informed in this connec-
tion thit apart frora fhe information gathered froin intermational joumnals
and publications devoted to the fertiliser trade as well as from circulars re-
ceived from certain international suppliers, the Department of Supply also
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-ghtained monthly repoits from the Sdpply Missions in London and
Washington and comsulted the enmibassies i Tokyo and Washington and
the High Commission in London as to the appropriate time for making
purchases. It has also been stated that reports were obiained from time
to time from the embassies in Kuwait, Oltawa, etc. Relevant econmomic
information relating to market trends, prices, etc. is also understood to have
béen ma’de available by the Commercial Counsellors posted at various
hidisn missions sbroad. It, however, appears on the evidence that these are
oiily recent developments and that prior to 1973-74, the arrangements in
difs regard left much to be desired and the coordination between the embassy
officials and the purchase organisation/delegations was rather unsafisfactory.
As has been admitted by a representative of the Departirent of Supply, apart
from making arrangements for the stay of the delegations, the officials of
Indiaii Missions abroad, with the exception of Rome and Tokyo, were not
of any direct concrete assistance earlier in the matter of making available
commercial intelligerice on a regular basis. 'The Chairman of the Minerals
dnd Metals Trading Corporation also conceded that when shortages began
to develop in 1972 in the international market pushing up world prices, the
consequences of fertiliser availability and prices were still to be understood
in India. A representative of the Department of Expenditure (who had been
dssociated with various purchase deiegations) also informed the Committee
ﬂiat though during 1973-74 and 1974-75, delegations were sent abroad or
suppliers asked to come to India for negotiations only when the Indion
Ambassadors advised that it was thc proper time for making purchases,
“there may have been a few exceptions in the past.”

2.45. That there was no effective channel of communication between the
Department of Supply and the Indian Missions abroad for a reguiar and
‘confinsous exchange of information prior to 1973-74 is also evident from
the fact that though instructions had been issued in 1967 to all the Indian
Embassies/High Commissions abroad to furnish monthly reports, in a sian-
dardised proforma, in regard to availability of various types of fertilisers,
trend of prices, etc. the requisite information had been received from a
few Missions only and that too not regularly, necessitating the issue of fresh
instructions on the subject by the Ministry of External Affairs in April 1973,
Even thereafter, during the period from May 1973 to August 1974, while
only four reports from Washington, five from Tokyo and six from Kuwait
had been received, no reports had been received from London, Paris or
Ottawa and it was only in June 1975 that one report had been furnished
by the Indian Embassay in Paris, It also appears that during this period. the
Department of Supply had not actively sought the cooperation and assistance
of the Missions abroad and their inaction i this regard between 1967 and
1973 in spite of the fact that the requisite reports were not being received
regularly needs to be explained satisfactorily. It is also regrettable that the
guestion of non-receipt of reports even after the issue of fresh instructions
in May 1973 bad been takea up with the Ministry of External Affairs only
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when there were violent fluctuations in the international market for fertilisers
on account of the general transformation of the international economy into
a seller’s market, adverse weather conditions, efc., the Committee feel that:
the timely collection of market intelligence would have ensured better plan-
ning and reguolation of imports.

2.46. All this brings into sharp focus the aeed for improving the system
of timely coliection of market intelligence and for strengthening the Commer-
cial Wings in Indian Missions abroad. The general impression that Indisn
Missions abroad, with the exception of one or two large ones, are not ade-
quately equipped to gather necessary inielligence, on a scieatific basis, on 8
commodity like fertilisers also needs to be dispelled. The Committee have
been informed in this context that efforts were being made to strengthen the
Commercial Wings at five stations, raise the status of the existing Commer-~
cial Officers at two stations and create new set-ups at eight places. While they
would like to be apprised of the progress made in this regard so far, the
Committee would like the officers serving in the Country’s Missions abroad
to be well-trained and well versed in the nuances of gathering information
of commercial value and feeding it back in time to the various government
agencies at home. Now that the Minerals and Metals Trading Corporation
has been entrusted with the responsibility of procuring fertilisers both from
the Rupee Payment Areas and General Currency Areas, the Committee
expect that more effective use would be made of commercial information
and market intelligence collected from various sources and the system there-
for placed on a more scientific and firmer footing,

C. Fertiliser Purchase Delegation

2.47. The Audit paragraph points out that despite a decision having been
taken in May 1971 that no delegation need be sent to Europe for purchase
of fertilisers and again in February 1972 that » departure from the policy
of holding negotiations in India  for purchases from abroad would be
allowed only if it was in the national interest, eleven delegations had gone
to Japan, West Europe, United Kingdom, United States of America, Canada
and Kuwait during April 1971 to September 1973. The Committee also
Jearnt from Audit that the Department of Supply had stated (January 1975)
as follows in this connection:

“The contracts have been placed as a result of negotiations in India
or mostly by sending delegations abroad as this system has
been found to be effective as it gives an opportunity to the Dele-
gation not only to meet the suppliers but also the producers. It
also affords an opportunity to talking directly to the senior mem-
bers of both the suppliers and producing organisations. If, how-
ever, a foreign team was invited to India, it did not'always send

7
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their top member of the producers. It has been found that dis-
cussions with the producers are very effective although it is.
correct that where they operate through their sole agents they
do not talk of prices directly but they certainly use their influence
on the selling organisations for allocation of larger quantities and

better prices. It is also possible for the Delegations to have a
better feel of the market

..........

* * * * *x

The visits of the Delegations abroad are approved by the Screening
Committee for all forcign deputations to whom justifications for
sending the Delegations are furnished. This Department, there-
fore, strongly feels that the best method of making purchases
of fertilisers is by sending Delegations abroad. This is specially
so as every effort is made to make purchases directly from the

. producers at the best possible price without bringing in the sup-
plying agents to the extent possible.”

2.48. The Department of Supply and the Minerals and Metals Trading
Corporation furnished, at the instance of the Committee, statements indicat-
ing (i) the composition of the delegations which went abroad for the purchase
of fertilisers from March 1971 to 1974-75. (ii) the countries visited, (iii)
period of visit and (iv) the total expenditure incurred on each delegation.
which are reproduced in Appendix VII. The following position emerges from
an analysis of the information received in this regard:

No. of
Period delega-
tions sent
abroad
1. Department of Supply
Between March 1971 and January 1972 2
During 1972-73 - . 7
During 1973-74 2
During 1974-75 4
1. Minerals & Metals Trading Corporation
Between March 1971 and January 1972 . . . . . . Nil
During 1972-73 2
During 1973-74 . . . . . . . . . . . 2

During 1974-75 . . . . . . . . . . . Nil
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"While alfthe four MMTC delegations consisted of the Director (Fertilisers)
and the General Manager, the Department of Supply delegations had always
been led by the Secretary, Department of Supply, who was accompanied by
the Deputy Secretary, Department of Supply on 11 occasions, by one repre-
sentative of the Finance Ministry on 11 occasions and by two representa-
tives of the Finance Ministry on one occasion. All the seven fertiliser pur-
chase delegations sent abroad during 1972-73 was led by Shri
Secretary, Department of Supply and the duration ©. these seven visits and
the countries visited are indicated below:

I. 16 April to 3 May 1972 . . . . . Europe, U.K. 18 days

II. 15 May to 24 May 1972 . . . . « Japan 10 days

IIL. 27 July to 13 August 1972 . . . . Europe, UK., 18 days
Kuwait

IV. 4 September to 20 September 1972 . . . Japan - 17 days

V. 24 November to 8 December 1972 . . . Europe, UK., 15 days
Kuwait

B VI 28 January 10 8§ February 1973 . . . Japan 12 days

VIL. 17 March to 26 March 1973 . . . USA, UK. 10 days

2.49. Since a deliberate government decision had apparently been taken
in February 1971 and reiterated in May 1971 that no delegation need be
sent abroad for the purchase of fertilisers, the Committee desired o know
why delegations had been sent despite this clear decision. The representative
of the Department of Supply stated in evidence:

“What is narrated in the portion of the paragraph is correct. There
were a series of decisions—first, in February 1971, the decision
was that ordinarily suppliers should be invited to come to India
if negotiations were necessary; in May 1971, it was decided that
no delegation need be sent to Europe. In February 1972, another
decision was taken. All these decisions were taken at what are
called ‘high levels” by the Committee of Secretaries and so on.
But, subsequently, there was a departure. The Department of
Supply, as a part of the Fertilisers Purchase Committee, felt
that negotiations were necessary for which a team should go
abroad. Then the procedure laid down by the Finance Ministry
and others for this purpose was followed that requests for
perimission for the delegation to go abroad were sent after
getting the approval of the Minister. They were sent to the
Screening Committee and so on which included the Finance
as well as the Cabinet Secretary. It was done after obtaining
such a clearance. In each individual :case, clearance was
obtained. That is all T can say.”
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.Whex? asked whether th_e‘same authority which had taken the earlier decision:
in this regard had revised the decision subsequently, the witness replied:

“Well, Sir, it is the same authority.”
He added that these decisions were taken by the Cabinet Secretariat.

2.50. In reply to another question as to why it had been decided to send

delegations abroad despite an earlier decision of the Cabinet Secretariat,
the witness stated: )

“For each of these delegations, an appropriate request was made by
the Supply Department to what js called the ‘Screening Com-
mittee’ which consists of the Finance and Cabinet Secretaries.”

Explaining the sequence of events leading to the different decisions, the
witness stated:

“Here is an extract from the Cabinet Secretariat’s letter. It has been
indicated that the decision not to send a delegation to Western
Europe was influenced by the con<lusion reached by the Secre-
taries Committees on Internal Affairs at their meeting held on
the 20th February 1971 to the effect that ordinarily suppliers
should bc invited to tender for supplies and come to India for
negotiations when such negotiations were necessary........
There is an extract that there was a proposal from the Supply
Department for sending a delegation and, on that, a decision
was taken by the Finance Minister on the 19th May 1971 that
the dclegation need not be sent. This is what the Cabinet Sec-
retary conveyed to the Supply Secretary at that time.”

2.51. Drawing attention to the statement furnished by the Department
of Supply indicating the composition of the different delegations, according
to which the then Secretary, Department of Supply had led as many as 9
delegations abroad between March 1971 and March 1973. the Committee
desired to know the principles, if any, on which the composition of the dele-
gations was decided and whether it was always obligatory for the Secretary
of the Department to accompany every delegation. The Committee also
asked whether it would not be better to send experts in fertilisers instead of
always selecting an eminent representative of the bureaucracy for the
purpose, which looked somewhat odd, particularly in view of the fact that
the Secretary had been abroad on as many as seven occasions in a year. The
representative of the Department of Supply replied:

“I would submit that I am totally disqualified to comment on the
observation which you have made just now for one thing which
may not be relevant here, that I have never been on these tours.
The procedure is that the Department concerned which wants ta-
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send a delegation has to get the approval of the Screening
Committee of higher officials which includes the Finance
Ministry too. And they always take into consideration various
aspects and then they give their decision.”

2.52. When asked in this context whether it was necessary to spend
foreign exchange for such trips abroad on so many occasions especially
during 1972-73 when fertiliser prices were rising, the Additional Secretary,
Department of Agriculture replied:

“If 1 muy give a preamble, 1 appear before you because the Secre-
tary is absent. 1 have not dealt with the subject; but having read
al] the files and having had discussions with the concerned offi-
cers, I would say that as far as the delegations—and decision to
send them—are concerned, it is the exclusive responsibility of
thc Department of Supply. They have gone through certain
rules; DGS&D is their chief instrument.”

The representative of the Department of Supply stated in this context:

“DGS&D does not come into the picture. The supply of fertilisers
has been kept outside it. If I am unable to satisfy the Com-
mittee, I am sorry. But 1 really do not know what 1 shouid say,
because as I had said, this screening of delegations to be sent
abroad is made by higher authorities.”

Clarifying the position in this regard, a representative of the Department of
Economic Affairs stated:

“The Secretary, Department of Supply is supposed to have consider-
able expertise in this matter because, as the head of that
Department, he is making purchases to the tune of Rs. 1,000
crores every year for various government departments and
public sector undertakings, which include purchases of fertilisers
and other goods. About the composition of the delegation it is,
first of all, decided by the Fertiliser Purchases Committee and
then the approvals of the Minister concerned and of the Com-
mittee of Secretaries are obtained. This is the procedure for
deciding the composition of delegations.”

2.53. The Committee asked whether the Chairman of the Minerals and
Metals Trading Corporation, as a member of the Fertiliser Purchase Com-
mittee, could enlighten_the Committee on this point. The witness replied:

“In that committee we settle that it would be desirable for a dele~
gation to go, We never specify that the Secretary should go or
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that he should be accompanied by Mr. ............ or it
should be a three-member delegation or any such thing. We
would have merely said that it would be in the fitness of things

to send a delegation because the negotiations cannot obviously
take place in India.”

2.54. Since it had been stated earlier that the Secretary of the Depart-
ment of Supply was considered to be an expert in purchases, the Committee
desired to know whether the official who had succeeded the former incum-
bent as Secretary (Supply) in 1973-74 and had undertaken similar tours
abroad for the purchase of fertilisers could be considered to have developed
the necessary expertise almost immediately after assuming charge of the
post. The representative of the Department of Expenditure stated:

“Before becoming Secrctary of the Department of Supply, Mr.. ...
was for four years the Director General of India Supply Mission,
Washington.”

2.55. The Committee enquirad into the reasons for the Deputy Szcretary
of the Department accompanying the Secretary on the visits abroad and the
role played by him in the negotiations. The representative of the Depart-
ment of Supply replied:

“In the negotiations with the various countries, somebody has to be
present there all the time when the Supply Secretary is negotiat-
ing, by pointing out as to what are the price available with the
other countries; and what are the world trends, It is not possible
for one man alone to take that information and to remember
each and every fact and keep it right in front of him. And it is
also necessary to have consultations amongst one another as to
how best we have to negotiate from time to time. That is why
the Supply Secretary, myself and the Financial Adviser, 3 of us,
have been travelling, after obtaining the approval, as explained
earlier, first from the Fertiliser Purchases Committee and then
from the Screening Committee of Secretaries.”

He added :

“] have dealt with the purchase of fertilisers from 1966 and even
prior to 1966. From 1973 fertiliser was m;’ main subject. I
am not doing any other work except purchase of fertilisers. So,
for the purchase of fertilisers I am supposed to be conversant
with all the market trends etc. and that is why perhaps T was
included in this delegation.”
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When aske:d why it had not been considered necessary to include the Deputy
Secretary in the delegations during 1974-75, the witgess replied:

“It was for the Secre-tary, Supplies, to decide whether the Deputy-
Secret_ary should go with him of not. Whenever the Secretary,
Supplies, wanted my services, I accompanied him.”

To another question whether there was anyone clse who had specialised
in the purchase of fertilisers from abroad, the witness replied:

“Secretary, Supplies is himself well-versed in this and there was also-
the Financial Adviser.”

He added:

“In the Ministry fertiliser purchase has been dealt with by the Secre-
tary, Supplies and myself.”

2.56. The Committee desired to be furnished with a note indicating
the procedure followed in deciding the composition of fertiliser purchasz
delegations, the principles and criteria on the basis of which such delega-
tions were selected and the reasons for sending only certain officials every
time. The representative of the Department of Supply stated in evidence:

“The note will be prepared and sent in a few days. But, 1 am afraid,
the decisions regarding the composition of the delegation and
so on would not contain such detailed reasons which perhaps
the Committee now wants. All that happens is that all persons.
who are directly dealing with the matter. or the Fertiliser Pur-
chase Committec, decide so and so should go and then the ap-
proval of the Screening Committee is taken. This is what  we
find from the paper. So, I am rather apprehensive whether
any further information can be gleancd from the papers, beca-
use our speculation would not be of much use to the Commit-
tee”.

2.57. A note subsequently furnished in this regard by the Department
of Supply is reproduced below:

“The purchase of fertilisers used to be handled dircctly by the
Department of Supply (without the intervention of the DGS&D)
and it was personally supervised by the Secretary of the De<!
partment. The Secretarv of the Department, in the natural
course used to draw up proposals for delezations which went
abroad for the purchase of fertilisers. Proposals made by the
Secretary, Department of Supply were duly got approved by
the Minister (Supply) and were also referred to the Screening
Committee of Secretaries, consi‘ssing of 'S‘e'crc‘t:ja"ry (Expenditure),.
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Finance Secretary and the Cabinet Secretary. No criteria are
available on record for the selection of the personnel of these
delegations, but obviously these who knew the work went.”

At the instance of the Committee, the Ministry of Commerce also fur-
mshed a note on the subject, indicating the procedure followed and the
criteria adopted by the Minerals and Metals Trading Corporation in deter-
mining the composition of various delegations sent abroad for the purchase
of fertilisers and other commodities and products which is reproduced be-
low:

“In view of the economy measures, usually a delegation going abroad
for purchasing fertilisers and other commodities has been a one
man. delegation in the past. The delegation obtain necessary
briefing from the Purchase/Sale Advisory Committee of the
Corporation as well as the Chairman, MMTC prior to under-
taking the tour abroad. The delegation has to work within the
bricf given and seeks instructions from the Head Office in casc
departures from the brief are necessary.”

2.58. From the statement containing the details of various delegations,
the Committee found that no Finance representative had been included in
the delegations sent abroad by the Department of Supply during the period
March 1971 to January 1972 and enquired into the reasons therefor. 1n
a note, the Department of Supply replied:

“The files do not indicate the reason for the non-inclusion of the
Financial Adviser who is normally associated in such delega-
tions, The files show that no comment on non-inclusion of re-
presentative of Finance was made by the Expenditure Division
of the Ministry of Finance.”

2.59. The Committee also found that two representatives of the Mi-
nistry of Finance had been included in the delegation to Japan from 28
January to 8 February 1973 and desired to know the reasons therefor, The
representative of the Department of Economic Affairs stated in evidence:

“On this specific case we will check up and give you a note. Ex-
cept in this case, in all other cases, there is only one represen-
tative of the Ministry of Finance.”

He added:

“These are big purchases involving large sums of money. Perhaps,
it might have been considered that it is better to have the ex-
perience of two persons rather than one.”

2434 1L.S—8.
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When asked in this context whether it was necessary to have two such
representatives from Finance, the witness replied:

“From Finance it is very unusual; generally, there is only one
representative. We will find out the reason in this case.”

In a note subscquently furnished in this regard, the Department of Supply
informed the Committee as follows:

“For the delegation to Japan of 28th January 1973 to 8th February
1973, two representatives of the Ministry of Finance were in-
cluded, viz.  Financial Adviser (Expenditure) attached to
Ministry of Supply, and Joint Secretary, Departivent of Eco-
nomic Affairs. The only reason recorded in the file is a note
saying that amendment may be made in the compositicn of depu-
tation to include Shri... . Joint Secretary, Department of Eco-
nomic Affairs, as per direction of Secretary (Supply). Depart-
ment of Economic Affairs have intimated, on a reference made
in the present context, that he was probably included on the
ground that he was dealing with release of foreign exchange
for fertilisers.”

2.60. According to a decision tasken by the Committee of Secretaries
on Internal Affairs in February 1971 and reiterated by the Finance Min-
ister in May 1971 no delegation was to be sent abroad for the purchase
of fertilisers and ordinarily suppliers were to be inv ted to come to India if
negotiations were considercd necessary. It had been further clarified .in
February 1972 that a departure from the policy of holding negotiations in
India for purchases from abroad would be allowed only if it was in the
national interest. The Committee are, however, concerned to find that the
policy has been honoured more in the breach than in observance and that
during the period from 1971-72 to 1974-75, as many as 15 purchase dele-
gations of the Department of Supply and 4 delega‘ions of the Minerals and
Metals Trading Corporation had visited various countries of the world
and an expenditure of nearly Rs. 6 lakhs had been incurred on these ac-
counts. The Conmittee have been informed in this connection that clear-
ance for a departure from the approved pulicy was obtained in each indi-
vidual case from a screening commit‘ee, which included the Cabinet snd
Finance Secretaries, and that the system of sending Celegations abroad had
been found to be more effective for the following reasons:

(i) This gives an oppor‘unity to the delegation not only to meet the
suppliers but also the producers, without bringing in, to fthe
cxtent possible, the agents.
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(i) Foreign teams invited to India did not always conmsist of the
senior representatives of the suppliers and producers and there-
fore, by sending Indian delegations abroad it was possible to
deal direcfly with the senior representatives..

\

(iii) By going abroad it is also possible for the delegations to have
a feel of the market.

2.61. Whatever may be the merits of these arguments, it is a moot
point whether trips abroad by such declegations on so many occasions and
at considerable expense were absolutely necessary and un2avoidable, parti-
cularly in 1972-73 when as many as 7 delegations of the Depariment .of
Supply were sent to various parts of the world for negotiating purchases,
and whether the same resul!s could not have been achieved by inviting the
suppliers/producers to India. While market conditions could have been
assessed on the basis of regular and continuous market intelligence reports,
India being one of the largest purchasers of ferfilisers in the world it should
have been possible to insist upon the suppliers/producers to sent their
senior representatives for negotiations in India. Besides, it would also
be seen from a specific instance of purchase of ammonium sulphate which
has been discussed later in this Report, that on account of the Secretary
of the Department of Supply being away from the country on omne such
visit, negotiations with the suppliers from another country invited to India
had to be postponed at a time when world fertiliser prices were rising,
resulting in purchases at higher prices subsequently to the detriment of
national interest. In these circumstance the Committee have their
reservations about the real utility of such visits abroad. They would,
therefore, urge Government to review carefully the need for these fre-
quent visits and approve them only after a thorough examimation of their
justification. which should be invariably recorded, and only on occasions
when it is considered absolutely inescapable in the coun'ry’s wider inferest.

2.62. What, however, causes greater concern to the Committee is the
absence of any clearly defined criteria for determining the composition of
fertiliser purchase delegations and the lack of uniformity in this regard.
While thr Commiittee have been informed by the Commerce Ministrv that.
on grounds of economy, the Minerals and Metals Trading Corporation
had been sending ususlly only one-man delegations in the past for purcha-
sing fertilisers and othor commeodities, they find that the Department of
Supply have been adopting different norms at different times in regard to
their delegations. Thus, while the delegation ccmprised of only the
Secretary of the Depar'ment on one occasion (November 1971 to Japsm),
the Secretary had been accompanied by the Deputy Secretary dealing with
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fertilisers on two occasions (July 1971 and July-August 1972), by the
Deputy Secretary and one. representative of the Finance Ministry on seven
occasions  (April-May 1972, May, 1972, September, 1972, November-
December, 1972, March 1973, August-Septembor 1973 and September
1973), by the Deputy Secretary and two represenfatives of the Finance
Ministry on four occasions (April 1974, May 1974, June-July 1974 and
November-December 1974). Apart from inforiming the Committee that
the composition of various delegations was duly got approved by the
Fertiliser Purchases Committee, Ministcr of Supply and the Screening
Committee of Secretaries, the Department of Supply have not been in a
position to explain the criteria on the basis of which the selection of per-
sonnel for the dclegations was made. The reasons for the nom-inclusion
of a Finance representative in the delegations sent abroad between March
1971 and January 1972 and for the inclusion of two representatives of
that Ministry in the delegation sent to Japan in January-February 1973
have also not been satisfactorily explained. As regards the inclusion of
the Deputy Secretary in some of the delegations, the Committee have been
informed that as it was not possible for the Secretary to carry all relevant
information with him and also in view of the necessity to have consul-
tations as to how best the negotiations could be conducted, he had been
incloded to render assistance in this regard. If this wre indeed so, it is
not very clear why the official, who is supposed to be “conversant” with
market trends, prices, etc., had been excluded from the delegation to Japan
in November 1971, which comprised of only the Secretary of the Depart-
ment and also from the delegations that were sent abroad during 1974-75.

2.63. The Committee have also been informed by the Chairman of
the Minerals and Metals Trading Corporation (who was also a member
of the Fertiliser Purchases Committee) that the Fertiliser Purchases Com-
mittee only took a decision on the short point whether it was desirable for
a purchase delegation to be sent abroad when negotiations could not take
place in India and did not specify what should be the size and composi-
tion of the delegation. It would, therefore, appear, prima facic that this
question had been decided often in an ad hoc or routine manncr, The
Committee recommend that well-defined and clear-cut criteria and princi-
ples should be prescribed in this regard and the size and composition of
purchase delegations detemmined after a most careful consideration and
scrutiny and expenditure thereon kept to the barest minimum. The dele-
gations should also comprise only of persons possessing the requisite

experfise and  specialised knowledge of the commodity that is to be
purchased.

D. SPECIFIC CASES

a -

2.64. The Committce will now proceed to examine some of the in-
dividual cases of purchase of fertilisers noticed in test audit and highligh-
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ted in the Audit paragraph, each of which deals with an impbrtant aspect
of purchase.

(a) Purchases at higher prices in the domestic  season of the foreign
country. )

Audit paragraph.

2.65. Against a tender for 0.60 lakh tonnes of diammonium phosphate
floated in February 1971, including 0.20 lakh tonnes for supply to a pub-
lic sector undertaking, the rates (f.o.b.) accepted were between Cana-
dian $ 58.98 and $ 64.48, the rate for delivery in April, 1971 was the
highest (Canadian $ 64.48) as that fell in the domestic season for ferti-
lisers in the foreign country from which the fertiliser was to be imported.
The Fertiliser Purchase Committee observed that the indent should have
been placed by the public sector undertaking well in advanc so as to avoid
purchase in the domestic scason of the foreign country. Out of 10,000 tonnes
to be shipped in April 1971, 8,845 tonnes were shipped in that month and
the rest was shipped in May 1971.

[Paragraph 41 of the Report of the Comptroller and Auditor General
of India for the year 1973-74, Union Government (Civil), P, 102,
case (i)]

2.66. The Committee learnt from Audit that the Depurtment of Sup-
ply had stated (January 1975) as follows in this regard:

“A tender for the supply of 60,000 tonnes plus 25 per cent of
DAP was issued in February 1971 under Canadian Aid. The
offers received ranged from C $ 58.98 to C $ 71.10 Contracts
werc placed at quotations ranging from C $ 5898 to C §
64.48.

It is correct that the Fertiliser Purchase Committee in their meet-
ing on 6th March 1971 obscrved that the Department of Agri-
culture should place their indents well in advance to
avoid purchases in thc domestic season of the foreign coun-
try.”

2.67. The Committee asked whether it was a sound strategy to make
purchases at higher prices in the domestic season of the foreign country.
The representative of the Department of Supply replied in evidence:

“Let me explain it. If the demand was given in December, the
delivery was required at so many thousand tonnes per month
starting from February. So, a part of the delivery period
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falls within the domestic season of that foreign country.
This is an inescapable situation, unless of course the demand
is placed very much in advance to enable us to buy and
stockpile it here. 1f the demand comes 3 or 4 months earlier
with a spread-out delivery period, there is no escape from
the situation that a part of the delivery period falls within
the domestic season of that country.”

The committee, therefore, desired to know the difficulties in any, in plac-
ing the demand earlier. The witness stated:

“The Supply Department is concerned with purchases only. The
demands come from other departments. The Secretary of
the Supply Department presides over the Fertiliser Purchase
Committee.”

-

When asked in this context whether this implied that things were done
mechanically without any genuine coordination between the relevant
Ministries and that the Supply Department did not assist various Govern-
ment departments in procuring commodities from abroad at the best pos-
sible time and prices the witness replied:

. “Respectfully, I would not put it that way. What 1 meant was,
the supply department has been acting only as a purchase
organisation. Tt could not prod the indenting departments
and say, ‘You give us your requirements’. Perhaps they
should have given us, but they did not do it.”

The Additional Secretarv, Department of Agriculture stated in this con-
text:

“In respect of this particular item, our demand was with the supp-

ly department by 17th December 1970. 1 do not know what

difficulties they had-—genuine or otherwise—in acting in

time.”

2.68. The Committee enquired into the basic methodology followed
by the Department of Supply so as to ensure purchases at the most advan-
tageous time. The representative of the Department of Supply replied:

“The basic methodolgy is, when the indent comes, the Supply
Department tries to arrange for the purchase in the best
method possible. As T explained, if the delivery period falls
in a ccrtain month which is within the domestic season of a
foreign country, it is an inescapable situation. In this parti-
cular case the delivery period was April for 20,000 tonnes.
It is true the indent camé to us in December.”
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When asked whether the Supply Department had ever pointed out to the
indentor that the demands should have been placed in advance so that
purchases could be made at the proper time, the witness replied:

“Initially, the Agriculture Department was not proded to give the
indent. After the indent tame in December, from January
onwards quotations were called and then the contract Wwas
finalised.”

The Additional Secretary of the Department of Agriculture, however,
stated in this context:

“We always give advance requirement so that they can buy in the
off-season of those countries. If we had given it by Decem-
ber, they could have contracted earlier and arranged the pur-
chases much earlier.”

Another representative of the Department of Supply added:

“We have always seen that the requirements of the Department of
Supply should be placed as early as possible and it is also
our effort to make purchases which do not clash with the
domestic season. But these are not always avoidable. If we
require the fertiliser during their domestic season, we have to
comply with our requirements, We recently made purchases
in USA when there was domestic season.”

2.69. In view of the fact that purchases of fertilisers from abroad had
to be resorted to almost continuously, the Committee asked whether the
market intelligence obtained by the Department of Supply from Indian
Missions abroad was not passed on the Department of Agriculture to
enable that Department to place its demands at the proper time depend-
ing on market trends. The witness replied:

“Copics of market intelligence also go to the Department of Agri-
culture.”

2.70. When the Committee pointed out that it, therefore, appeared
that the Department of Agriculture had not made adequate use of the
market intelligence reports, the Additional Secretary of the Department

replied:

“In this particular case, by December, the indent was available.
Maybe, therec were some procedural difficulties which they
must point out.”

“ ey
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-2.71. Explaining the circumstances in which a higher price had to be
paid in this specific case of purchase of di-ammonium phoshate, the re-
presentative of the Department of Supply stated in evidence:

“The high price in this parficular period of April had to be paid
because a part of the quantity was required in April and so,
there was no escape from it.”

The Chairman of the Minerals and Metals Trading Corporation, however,
stated in this context:

“Actually, there is no harm in getting shipments during the domes-
tic season but you have to procure it carlier.”

Clarifying the position, he further stated:

“l am a member of the Fertiliser Purchase Committec and from
Ist August the entire work of Supply Dcpartment has been
transferred to MMTC.

So far as rupee payment countries are concerned, we plan pur-
chase during our bilateral negotiations with those countries
and we are assured of certain supplies every cualendar year.
Urea, CAN, Amm. Sulphate and MOP, these are the four
types that we get from socialist countries. As to whether ship-
ment during the domestic scason should necessarily push up
prices, that in not quite correct because if vou procure ferti-
liser in October and ship it out in April, you will still get it at
price.”

The witness added:

“Time of procurement is important but time of shipment is not
important.”

2.72. Since this statement appeared to contradict what had been stat-
ed earlier by the representative of the Department of Supply, the Com-
mittee desired to know the correct, factual position in this regard. The
representative of the Department of Supply stated:

“It does not necessarily contradict. What Mr. .. .said was that
if we had been able to go into the market in the slack season,
for example in October in the USA, it would have been all

right. As it happened, the indent came to us in the middle
.. of December.”
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In further clarification, the witness stated:

“The main point which is that although indents may have been
placed during a certain period, maybe in the month of Decem-
ber or so, but a great deal depends on the delivery date.
From our record, in fact, what Audit has picked up is really
the observation of the Fertiliser Purchase Committee itself
that the price was high because the purchases had to be made
in April which really meant that purchases had to be made
for delivery in April. Now, I read out the quotations which
we had received against this tender. They read as follows:

‘For delivery in June, the CIF price in US Dollars was 75.37
and 76.69 from one source and from another 76.87. Then
for July, it was 73.39 whereas the CIF price for delivery in
April was 81.84",

»

There was no other quotation for delivery in April. That is what
our record indicates.”

He stated further:

“What 1 meant to say was that the observation made in the Audit
Report is something which the Fertiliser Purchases Com-
mittee, consisting of members of various Departments, had
themselves felt at that time and, therefore, it is not some-
thing which we can deny-—because it is on record, it is in the
file, it is in the proceedings of the Committee. And what I
find from the records or contract or tender or the quotations
that were received is that, as 1 had read out just now, the
price for delivery in April was $§ 81.84 c.if. whereas for
delivery in subsequent months the price was considerably
lower. Therefore, what T meant to say was that as the in-
dent had becn received in December, even supposing we
had finalised the contract in January, it might not have made
much difference. We actually entered into the contract a
little later. The tender notice was issued in February and
the offers were considered by the Fertiliser Purchase Com-
mittee on 6th March 1971 and then the orders were placed.
Therefore, between the first intimation about the requirement
of the Agriculture Ministry and the finalisation of the deci-
vion regarding this purchase, there was a gap of about three
tnonths which was taken up in this way that initially the Agri-
Affairs asking for allocations and so on and they sent a copy
culture Pepartment wrote to the Department of FEconomic
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to the Supply Department; then all the formalities regarding
the financial part of it were cleared; then the Supply Depart-
ment took steps for the actual calling of quotations. That
was done probably in February and the tender enquiry was

" actually issued ‘on 15th February 1971; offers were received
on 2nd March 1971 and they were decided by the FPC ot
6th March 1971 and the prices cited for delivery in April
were the highest.

Mr... .had mentioned October. 1 do not know what is the pro-
per season, but he said that October was perhaps the slack
season. And we could not offer to buy in October, obvious-
ly because there was no demand in October. It came to us
in December. Then there was some time taken and the ten-
ders were decided in March.”

2.73. The Committee, therefore, asked whether this did not indicate
that there was an avoidable mistake in not placing the indents wcll in ad-
vance so as to secure an advantage of prices. The witness replied:

“l am not denying that.”

2.74. Since this appeared to imply that the delivery period was also
a vital point in determining the prices, the Committce again drew atten-
tion to the evidence of the Chairman, Minerals and Metals Trading Cor-
poration and desired to know the reaction of the witness, who replied:

“l have looked into all the papers and the information available,
but the opinion of Mr....is something which I cannot ex-
plain; because, from the contract, I have found, as I have
said, that the delivery being asked for in April had resulted
in a higher price being demanded.”

The Chairman, Minerals and Metals Trading Corporation intervened and
stated:

“This is rather an exercise in semantics because the Fertiliser Pur-
chases Committee only said that the public sector undertaking
should place the indent well in advance so as to avoid pur-
chases in the domestic season of the foreign countries. So,
we were to avoid purchases in the domestic season or, in other
words, the Spring season, and so we place it in December.
The time of shipment does not play a big role. So, even the
opinion of the FPC is the same as what I had stated.”

 2.75. The Committee asked whether it was not the responsibility of
the Supply Department to advise other Ministries to act expeditiously in
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the matter of appearing in the market at the most opportune time. The
representative of the Department of Supply replied:

“The sequence of events is like this. On 17th December 1970
the Agriculture Ministry wrote to the Economic Affairs Minis-
try about the requirement of 60,000 tonnes and then the
Economic Affairs people responded. Again, in the middle of
December 1970 they added the requirements of a private
company too, of 75,000 metric tons. Then, the Ministry of
Agriculture asked the Ministry of Economic Affairs to allot
funds and, as I have said, a copy, of that was sent to the
Supply Department. A meeting of the Fertiliser Purchases
Committee was held on the 4th January 1971, when the Agri-
culture Department’s representatives said that their require-
ments were 120,000 tons—about 40,000 tons were required
for Trombay and 80,000 tons for other States. A represen-
tative of the Economic Affairs Department stated that half of
this quantity should be purchased from USA and half from
Canada and therefore the Fertiliser Purchases Committee took
a decision that tenders should be issued simultaneously
both in USA and in Canada for the same quantities and deli-
very periods. Then, on 8th January 1971—that is, about
four days after the FPC’s decision and about three weeks
after the first intimation had come from the Agriculture
Department, the Supply Department wrote to the Indian Sup-
ply Mission to consuit both the USAID and Canadian AID
Administrations about the date of issue of tender, and the
Indian Supply Mission confirmed on the same day that deli-
very from Canada alsg was possible. On 11th January 1971
the ISM was told that the tender was proposed to be issued
on 14th January with the opening date as 4th February 1971.
But on the 2nd February 1971, after a further meeting of the
Fertiliser Purchase Committee, the Supply Mission was asked
to consult the Canadian Aid  Administration and indicate
finally the date of issue of tenders. The Supply Department
particularly asked the Supply Mission to ensure that the time
allowed for tendering should be kept within 15 days. Then,
ultimately, on, the 15th February, the enquiry was issued with
opening date fixed for the 2nd March 1971. This is the
sequence of all the formalities done.”

fhe Additional Secretary, Department of Agriculture stated in this context:

“I would like to just mention one thing here. The impression
given is that had the Department of Agriculture come with
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their requirements carlier and the Economic Affairs Depart-
ment had given the funds earlier, more expeditious action
would have been taken. I want to correct the information.
Realising this, we told the Supply Department on the 17th
December that procurement action should be initiated in anti~
cipation so that we could take advantage of the slack season
price. But we cannot avoid getting shipments during the
domestic season. There are shipping difficulties, handling
difficulties at thc ports. We have to get requirements
throughout the year. It is not possible to avoid any particular
month for shipment.”

2.76. The Committee desired to know when the Trombay Unit of the
Fertiliser Corporation of India had intimated their reqiurements of di-
ammonium phoshate to the Department of Agriculture, In a note furnish-
ed to the Committee, the Department stated.

“The communication in which the Fertiliser Corporation of India
intimated their requirements of di-ammonium phosphate for
Trombay plant is not forthcoming. 1t, howcver, appears from
the note of the then Joint Secretary recorded on 9th Novem-

“ber 1970 that at that time this Department was aware of the

requirement by the Fertiliser Corporation of India, Trombay
of 20,000 M/Ts DAP for kharif 1971 and of 20,000 M/Ts
for rabi 1971-72.

2.77. The Committee desired to know when the Department of Sup-
ply had become aware of the high prices quoted for delivery during April
1971 and whether the Department had taken up the question of postpon-
ing the delivery with the indentor. The representative of the Department
of Supply stated:

“As 1 mentioned earlier, these quotations were considered by the
Fertiliser Purchase Committee itself on which the Depart-
ments of Agriculture, Finance and Supply were represented.
The Committee as a whole took the decision to accept the
price for April.”

He added:

“The offers were received on 2nd March 1971. Four days Iater,
the Fertiliser Purchase Committee considered the offers and
the Committee. as a whole, took the decision.”
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2.78. At the Committee’s instance, the Department of Supply. furnish-
ed the relevant extract from the minutes of the meeting of the Fertiliser
Purchase Committee held on 6 March 1971 relating to this purchase,
which is reproduced below:.

“Tenders had’ been invited for the purchase of 60,000 MT-+-25%
of DAP for the period April to July 1971 and for NPK of
various grades for a quantity of 70,0004-25% MT required

* between April to July 1971. The purchase was to the financed
out of the Canadian AID. The tenders were given wide
publicity in India by the Ministry and in Canada by the ISM,
Washington.

The tenders received were considered by the Fertiliser Purchase
Committec and it was decided to accept the offers keeping in
view the urgency of the requirements of the Department of
Agriculture.

Di-Ammonium Phosphate Declivery period indicated in the tender

April . . . . . 10000 MT
May . . . . . 10,000 MT
June . . . . . 30000 MT
July . . . . . 10,000 MT
Torat . _&) 000 MT 237,
=75,000 MT

The representauve of the Department of Agnculture stated that
though his requirements for the months of April and May
were very urgent, in view of the high prices for the earlier
deliveries he would be satisfied with the purchase of only
10,000 MT. The Committee. therefore, decided to accept the
following offers:

Name of the firm Quy. MT FORB price C&F price  Month of
in US in US'$  delivery
1. MDPC'ESSO . . . 10,000 25", 58.309 73.30 July
2, MDPCI/ESSO | . . 10000 2598 60,57 75.37 June
3. MDPC/ESSO 10,000+ 25", 61,69 76.69 June
4. Shaw Wallace'Sherritt . 20,000 1 10% 61.87 76.87 June—i1,000

July — 11,000

n

5. Albright Belledune . . 10,000 63.84 81.84 April~ 10,000
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Keeping in view the prices received, it was possible to purchase
only a quantity of 69,500 MTs although under the terms of the
tender a quantity of 75,000 MTs could have been purchased
or subsequent to the issue of tender the Department of Agri-
culture had asked for the purchase of a further quantity of
30,000 MTs from Canada. The last purchase was made in August
1969 when the range of prices was Canadian $ 59.16 to Canadian
$ 59.70 to FOB. The price was proposed to be accepted under the
present tender ranged from C$ 58.98 1o C$ 64.48. 'The price
of C$ 64.48 for delivery during the month of April was evident-
ly higher because of clash of our requrcmen's with the domes-
tic season in Canada. On this point the Committece drcw the
atten*ion of the representative of Department of Agriculture
to the fact that efforts should be made for procurement to
be made well in advance so that it did not clash with the
-domestic season. This was especially necessary in regard to
the requircments of the public sector projects, where it was
possible to anticipate in advance the requirements of the
Project. [In this connection the Commi‘tee had been informed
earlier that at times it was not possible for the Department of
Agriculture to forecast the requiremen’s as the State Govern-
ments keep on changing their requirements from time to time.
In this case, however, as the requirements were in respect of
a public sector project viz. the Trombay Project, the Commit-
tec felt that the indents should have been placed well in
advance to avoid purchase in the domestic season. The repre-
sentative of the Department of Agriculture stated that every
effort was made to avoid purchase in the domestic season.
However, this was not possible at all times.

The Committee also cxamined and decided that it would not be
advantageous to scrap the present tender and to go out for a
fresh tender as it was not possible for the Department of
Agriculture to defer the deliveries beyond the period asked
for and reinviting tenders was not likely to yield better results.”

2.79. The Committee des’red to know whether the extra price paid by
Government in this particular case by not placing the indent earlier could
be quantified. The Chairman, Minerals and Metals Trading Corporation
stated in evidence:

“1 would say that it would be ra‘her difficult to quantify it, except
that the lowest price in the quotation was 58.98 for delivery
in subsequent months. - So we can only conjecture that if
the order had been placed three months earlier we might have
got the lowest price quoted against the tender.”
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The Department of Supply furnished, at the Committee’s instance, a
comparative “statement of the prices obtained, during the period from
1969-70 to 1974-75, for supply of different varieties of fertilisers, from
which the Committee found that in respect of another contract concluded
in April 1971 for the supply of 90,000 MT of Di-Ammonium Phosphate
(against USAID) during the June—August 1971, the f.o.b. prices ranged
between US Dollars 53.49 and US Dollars 54,32,

2.80. When asked whether there was any particularly impressive reason
for not placing the indents carlier in this case, the representative of the
Department of Supply replied:

“The knowledge of the requirement first came to th: Supply Depart-
ment in December. Then, correspondence was going on
between the Agriculture Department and the Economic Affairs
Department about the provision of funds for this purpose.
After that, some time was taken up, may be two months,
which cannot be judged to be too long a period.”

A note subsequently furnished in this regard by the Department of Supply,
incdicating the reasons for the delay of abou* two months in floating the
tenders in this case, is reproduced in Appendix VIII.

2.81. The Audit paragraph also po'nts out that out of the quantity
of 10,000 tonnes to be shipped in April 1971, only 8,845 tonnes were
shipped in that month and the balance quantity in May 1971. The Com-
mitiee, therefore, desired to know whether any pric: reduction was obtained
in respect of the quantity delivered in May 1971 since the price of Canadian
Dollars 64.48 had becn quoted in respect of April deliveries. In a note,
the Department of Supply stated:

“8,845 MT of material was shipped on 23.4.1971 by vessel ‘Black
Knight' and balance quantity of 1.148 MT was shipped by
vessel ‘Vishva Pratap” on 1.5.1971. This ship reported for
loading on 29-4-1971 but sailed on 1-5-1971.

There was thus a delay of only one day in respect of 1,148 MT
of the material.”

2.82. As pointed out earlier in this Report great care should be taken
in planning for the import of a commodity like festilisers, which is acutely
sensitive to world demand, supply and price trends. In this contevt, the
timely and most economical procurement by availing of the hest market
conditions assumes importance. The Committee, however, regref to ob-
serve that in this particular case, failure to anticipate fhe requircencnts of
the sceding programme of a public sector undertaking and place the in-
dent well in advance had resulted in avoidable purchases at considerably
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higher prices in the domestic season of the foreign country. Though it has
been contended by the Department of Supply that in this particular case
the payment of higher prices was inescapable as part of the quantity was
required in April 1971, which happened to be the domestic season of the
foreign country, the Committee have been informed by the Chairman of the
Minerals and Metals Trading Corporation that there was no harm in getting
shipments during the domestic season if the contract had been concluded
earlier and that while the time of procurement was important, the time of
actual shipment was not very material. It has also been conceded by the
representative of the Department of Supply that there was an avoidable
mistake in not placing the indents well in advance so as to secure an ad-
vantage in prices.

2.83. In this context, the Committee find that the Department of Agri-
culture were aware of the requirements of di-ammonium phosphate for the
public sector undertaking (Trombay Unit of the Fertilizer Corporation of
India) in the beginning of November 1970 itself if not earlier. Yet it was
only after a lapse of 1] months that the indent was placed, on 17 Decem-
ber 1970, on the Department of Supply. While the reasons for this delay
need to be explained, a further delay of about two months occurred in float-
ing the tenders.  Explaining the reasons for this delay, the Department of
Supply have stafed, inter alia, that procurement action could be initiated by
them only after allocation of funds, which was made by the Department of
Economic Affairs on 4 January 1971, and that some delay also occurred
because the Canadian Government had to be consulted about the timing
of the issue of tenders. The Committee, however, find that the Supply
Department had been asked by the Agriculture Department, on 17 December
1970, to initiate procurement action in anticipation so that advantage could
be taken of the slack season price.

2.84. It is, therefore, amply evident that the handling of this pur-
chase both by the Department of Agriculture and the Department of Supply
has been rather unsafisfacfory. Purchase at higher prices on a plea of
urgency of requirement could have well been avoided in this case had
the planning been done in advance and more effectively and the indents
placed in time. As has been pointed out by the Fertiliser Purchase Com-
mittee, efforts should have been made for procurement well in advance so
that the purchases did not clash with the domestic season, and this is espe-
cially necessary in regard to the requirements of public sector projects
whose requirements can be anficipafed in advance. The Commiftee need
‘hardly emphasise the necessity for a well-coordinated timely, and con-
certed action in this regard and they expect that, benefiting from this expe-
‘rience, necessary steps will be faken to streamline the procedures for plan-
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nigg ior the import requiruments of public secfor projects. The Committee
would kike to be apprised in some detail, of the remedial measures already
igken or contempiuted.

L

2.85. Incidentally, the Committee note that copies of market intelli-
gence reports from Indian Missions abroad are also sent to the Department
oi Agriculture and it should have, therefore, been possible for that Depart-
ment to have made use of these for placing the demand at the proper time
tak:ng into account the market trends. That this was not alone in this case
would indicate that litfle or no use is made by the Department of the mar-
ket intelligence received by it.  As the agency mainly responsible for en-
swring that fertilisers are procured and made available on time and for vo-
crdinating varions activities in this regard, the Department should also con-
stantly monitor the behaviour of the market, availability etc., and not
lcave it entirely to the procurement agencies.

€b) Purchase of Ammonium Sulphate at higher prices RS
Amht paragraph

2.86. The original import programme for 1971-72 provided for unport
of 1 lakh tonnes of ammonium sulphate from Japan and 0.70 lakh tonmes

more from West Europe. The shipments were required to be during July
1o September 1971.

2.87. In May 1971, the Department of Agriculture intimated the final
requirement to the Department of Supply as 4.50 lakh tonnes, 2 lakh tonnes
by October 1971 and the balance 2.50 lakh tonnes by February 1972. The
Department of Supply wanted (May 1971) to send a delegation to West
Europe for this purpose before holding negotiations with the Japanese sup-
p_iicrs, whose prices were generally higher, so that purchase from them did
not push up West European prices. Government, however, decided (May
1971) that no delegation need be sent to Europe for purchase of fertilisers.

2.88. In June 1971, an organisation representing most of the major
West European producers of nitrogenous fertilisers (from whom bulk of
the purchases from West Europe are regularly made), quoted $ 13.00
(f 0b.) per tonne for ammonium sulphate. On being requested to come
‘over to India for negotiations, the organisation suggested that an Indian
dclegation should, as usual, go to Europe and, if that was not possnble, it
would send a delegation to India by 7th July 1971.

2.89. By then the Department of Agriculture (on 22nd June 1971)
proposed that urgent action to meet emergent requirements should be takep
by sending a delegation to. Japan. This was approved on 30th June 1971
and a delegation left for that country on 8th. July 1971, During negotia-
tions the lowest price offered in that country was $ 14.40 (f.o.b.) per tonne.
This price having been considered high, the Department of Supply and the

2434 LS—10 o t
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Department of Economic Affairs requested the Department of Agricultwre
(August 1971) to consider whether the purchase could be postponed. The
Department of Agriculture did not agree to this as ammonijum sulphate was
urgently required. Accordingly, in August 1971 orders were placed on
Japanese suppliers for 0.41 lakh tonnes of ammonium sulphate at $ 14. 8(?
pec tonne.

2.90. Negotiations with the West European Organisation mentioned:
above were held in India late in August 1971, when it raised its price o
$13.25 from $13.00. An order for 0.40 lakh tonnes was placed on it
in September 1971 at the enhanced price. In the same month, another
order for 0.37 lakh tonnes was placed on an Italian supplier at the same
price (§ 13.25) on the ground that, that price had already been accepted
for supplies by the West European organisation. 1

2.91. As the major portion of the demand still remained uncovercd,
another delegation went to Japan and placed orders (November 1971) for
1.36 lakh tonnes more of ammonium sulphate at $ 14.15 per tonne (f.0.b.j.
Although world fertiliser prices started to rise from the latter part of 19714,
this price was lower than the carlier price, at which orders had been placcd
three months ago on suppliers of the same country, by $ 0.65 per tonne.

2.92. Had the offer of June 1971 from the West European Organisatidn
been accepted there would have been saving of § 10,000 (Rs. 75000
approximately) on 0.40 lakh tonnes ordered on it in September 1971. Since
parxity of price had been allowed to the Italian supplier, there could have
also been a saving of $ 9,146.25 (Rs. 68,600 approximately) on 0.37
lakh tonnes ordered on the ltalian supplier.

2.93. It may also be mentioned that the acidity of ammonium sulphate
{1.87 lakh tonnes) purchased in Japan was higher than that prescribed by
the Department of Agriculture which, however, stated later on that tlis
was acceptable.

[Paragraph 41 of the Report of the Comptroller and Auditor General
of India for the year 1973-74, Union Government (Civil). pp. 103—105,
case(iii)]

2.94. The Committee learnt from Audit that the Department of Supgly
had stated (April 1975) as follows with refrence to the postponement qf
the negotiations with the West European Organisation (Nitrex, Zuncl\)
representing most of the West European producers of nitrogenous fertilisers,
from whom bulk of the purchases from West Europe were regularly made,
from July to August 1971: :

“Previously the negotiations were to be held in July 1971. As tue
Secretary (Supply) was to come back from tour, the negotia-
tions were post_pgncd to 2-8-1971. But tben the suppliers were
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not free and, hence, the negotiations had to be postponed.
During the interim period the suppliers had increased the price
to $ 13.50 from $ 13.00. Subsequently, during negotiation,
the suppliers were, however, persuaded to reduce the price to
$ 13.25. In this connection meetings were held with Nitrex
om 20th August 1971 and a Fertiliser Purchase Committee
meeting was held on the 29th August 1971. According to
the suppliers they had increased price because they were com-
pletely sold out and even had to refuse an offer at $ 20 frem
Brazil. According to Audit, had the offer of M/s. Nitrex made
in June 1971 been accepted, this would have resulted in a
saving of $ 10,000. It had already been stated that during
negotiations which were held subsequent to the offer madc by
the suppliers, the suppliers increased their pricc up to $ 13.25.
The holding of negotiations depends upon the convenicnce of
both the buyer and the seller. It is not at the discretion of
the buyer to hold negotiations at any time he likes. Further,
the suppliers, in view of the position stated above, had every
right to increase their price before a valid contract is concluded.
On this right of the seller the buyer cannot be expected to
exercise any control. Moreover, in such cases, it is dangerous
to accept the offer if it does not specify the relevant details
complete in all respects. For example, the present offer was
also not a detailed one and naturally many clarifications are
required in such cases before accepting the offer finally. Thus,
if the offers of the supplier has been accepted without resorting
to any negotiation etc. it might have led to many complications,
i.e. the supplicrs might have given sub-standard material. In
view of the situation explained above there is no question of
potential loss.”

2.95. Explaining, during exidence, the circumstances in which it had
been decided to accept the cnhanced quotation of $ 13.25 of Nitrex in August
1971, the represcntative of the Department of Supply stated:

“About this para, it could be said that the initial rejection of the
offer of 13 dollars and the subsequent acceptance at a slightly
higher price of 13.25 dollars involved an expenditurc or loss.
It was examined in some detail at that time. Tt was madc out
that the offer of Nitrex was a package deal which included
ammonium sulphate, Urea and CAN. Urea, 53.60 dollars
FOB for 38,000 tonnes; for CAN price was 33.65 dollars FOB.
At the same time ammonium sulphate was offered at 13 dollars.
Uttimately after negotiations the prices for the package deal
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were: 49.50 dollars for urea, a reduction of 4 dollars 10 cents
per tonne FOB, for CAN a reduction of only 15 cents per
tonne; in any case it was a reduction from 33.65 to 33.50. At
the same time for ammonium sulphate it has increased by 25

cents. The overall saving was 176,670 dollars as a package
deal. That is the explanation for this.”

A note furnished subsequently in this regard indicating the actual savings
that accrued out of this transaction is reproduced below:

“The following statement would indicate the prices quoted and the
final prices agreed to:

Initial Final Diff.

price price of
SI. Store Quantity purchased quoted FOB ne-  price Savings
No. MT per MT gotiated  per
FOB per MT MT
T $ 8 s 8
1. Urea 38.000 (France) 53.50 49.50 4.10  1,55,800,00
(Bagged)
2. CAN 18,600 (Holland)» 54.65 43,50 0,15 2,700,006
(Bagged)
25,000 (W. Germany) t33.65 33,50 0,15 3,750
11,630 (Belgium) 33.65 3%3. 40 0.15 1°744,50
19,640 {Italaseifa) 33.65 32.50 1,15 22,586,000
1,86,670
Loss
Ammonium 40,000 {W. Germany} 13 00 13.25 (—)o.25 10,000,00
Sulphate
{Bulk; ——
Net Profit 1,76,670,50

It will thus be seen that even after adjusting a loss of $ 10,000 there
was a tota] saving of $1,76,670.50 in the ‘package deal.”

2.96. The Committee desired to know why it had not been possible for
the Department of Supply to buy only ammonium sulphate from Nitrex in
June 1971 itself at $ 13 per tonne instead of sending a delegation to Japan
which resulted in the purchase of the fertiliser at Rs. 14.80 per tonne. The
representative of the Department of Supply stated:

“This was considered to be a package deal. All the 3 were offered
‘together. There is a letter by the Cabinet Secretaty to the
‘Secretary, Supply in which it has been argued out'that this was
a package deal; and as a result, the economy which I mentioned,
had been achieved.” o Cooe T
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When asked whether Nitrex, on their part, had positively stipulated in June
1971, while quoting the price of $ 13 per tonne for ammonium sulphate,
that they would not supply ammonium sulphate at that price if Urea and
CAN were not purchased as part of a package deal, the witness replied:

“Yes, Sir. T will read the relevant portion of the Cabinet Secretary’s
letter:

“You actually necgotiated with Nitrex on 6, 9, 16 and 20 August
1971. On 16 August 1971 they changed their quotations of
22 June 1971 in regard to the price of Ammonium Sulphate
by-product, Urea and CAN, but also stipulated that the sale of
these fertiliscrs at the negotiated prices would be treated as a
package deal. It is also seen from para 2 of the minutes of
the meeting you had with Nitrex on 20 August: 1971 when the
negotiations were concluded that the entire quantities of ferti-
lisers offered for sale by them were “to be treated as a package
deal’”. They had repeated this stipulation regarding the pack-
age deal in their final and formal letter of offer of 20.8.1971 on
the basis of which their offer was accepted on 28-8-1971.

2.97. Since this obviously related to the position prevailing in August
1971 and not June 1971 when the initial offer was made by Nitrex, the
Committee asked whether there was a package offer in June 1971 or
whether this offer had becn made only subsequently after Nitrex had learnt
of our own weaknesses and urgency. The witness replied:

“On the 15th June 1971 the Department of Supplies asked Nitrex
to quote for ammonium sulphate, CAN and Urea, and they
quoted accordingly next week, on the 22nd June. But there

is no specific stipulation there that it must be treated as
package.”

2.98. At the Committee’s instance, the Department of Supply furnished
the relevant extracts from the minutes of the Fertiliser Purchase Committee
relating to this transaction as well as a copy of the Report submitted by the
delegation that went to Japan in July and November 1971 to negotiate the
purchase of ammonium sulphate from that country.

2.99. The Committee found from the Report relating to the purchase
concluded in Japan in July 1971 at $ 14.80 per tonne that the initial offers
made by the Japan Urea & Ammonium Sulphate Export Company,
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representing the Japanese producers of Urea'and Ammonium Sulphate were
as follows:

FOB Freight C&F
s s s
mmonium sulphate (Bagged) 25.20 10.50 36.20,
Ammonium sulphate white and crystal line
(Bulk) 20.73 10.40 31,00,

During discussions, the leader of the Indian delegation had pointed out that
the prices quoted by Mr. ... .had come as a big shock to him and he could
only say that the Japanese were not serious’ and had stated that ‘the
producers had not taken a realistic attitude and had not taken note of the
downward trend in the price of Nitrogenous fertilisers’. He had also drawn
the attention of the Japanese team to the fact that ‘before leaving India, he
had invited offers from M/s, Nitrex and they had quoted a price of $13.00
which was only an initial offer and that ‘he was confident that he would be
able to get a reduction of at Jeast $ 4 to $ 5 when negotiations were held
with Nitrex’.

2.100. In the meeting of the Fertiliser Purchase Committee held on 28
July 1971, the Secretary, Department of Supply had, inter alia, stated that
‘the entire strategy of purchase had gone wrong this year' and had gone on
to observe:

“In thc past negotiations had always been conducted initially with
the European suppliers and then with the Japanese suppliers.
This year the negotiations started with the Japanese first. The
Japanese Tcam had at one stage during the course of negotia-
tions stated that negotiations shou'd first be completed with
Nitrex as in the past and then discussions should be resumed
with them. This of course was not acceptable to the Indian
Delegation as it was pointed out that the Europeans could have
also said the same thing. However, the fact remains that over
the past few years a certain procedure of discussions had been
cvolved and the same had paid dividends. Secretary stated
that while it had been possible to bring down the offers for
Ammonium Sulphate from the initial price of $ 28.40 C&F for
by-product to § 22.70 C&F, there was every possibility that this
price could be further reduced by 40 cents as the freight element
quoted by the Japanese was at $ 7.90 but they had been told
to either accept $ 7.50 or in the alternative the shipping would
be done by the Ministry of Transport. In quoting this price
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the Japamese were evidently taking advantage of the groat
utgtnty of the Depattinent of Agriculture for this type of
fettilisér. The price of $ 14.80 FOB when compared to the
price of $ 13 initially quoted by Nitrex was obviously very high
a$ there was evéty possibility of obtaining a reduction in price
fiom M/s. Nitrex over their quotéd price of § 13. A reduction
in |ptice was also indicated due to the general downward tread
in price of straight nitrogenous fertiliser.”

2.101. Again, in his note dated 3 August 1971, a copy of which was

furnished to the Committee by the Department of Supply, the Secretary
had observed:

“As 1 mentioned at the last mesting of the Fertiliser Purchase
Committee, I am not at all happy with the outcome of the
negotiations held with the Japanese. The Japanese knew that
our requirements of Ammonium Sulphate were most urgent and
they took full advantage of this position. I had suggested about
six weeks ago that, as in the past, negotiations should be held
with Nitrex and ICI first before we talk fo the Japanese. How-
ever, Government did not agree to my proposal with the result
that now we have to pay much higher prices to the Japanese.
Even now, if the Department of Agriculture could postpone
the purchase of Ammonium Sulphate for about a month or so.
T have not the least doubt that we could get a reduction of at
least $ 1 per MT in the price of Ammonium Sulphate resulting
in a saving of about $ 200,000. However, since it is not possible
to defer this purchase and the Department of Agriculture
insist on the shipments of the entire quantity to be completed
by October, there is no option but to accept the price of $14.80
per MT FOB for Ammonium Sulphate.

As regards freight, 1 hope the Japanese will agree to accept a firm
freight rate of $ 7.50 per MT. In case they do not accept this
rate, then I suggest that we should ask Transchart to arrange
for the shipment of this quantity. They are quite confident they
would be able to fix all the ships at the rate of $ 7.50 per MT.
FA may see for concurrence.”

The Committee were also informed in this context by the Dzpartment of
Supply as follows:

“The file was shown to Secretary, Ministry of Finance, Department
of Expenditure, who agreed that in view of the extremely urgent
requirements of Ministry of Agricolture there was no choice but
to accept the proposal for the purchase of Ammonium Sulphate

-
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as suggested in Secretary (Supply)'s note of 3-8 1971 at the
_"best prices he could obtain, Secretary (Expend1ture) Finance,

however, expressed his own reservations and doubts on the
question of ‘purchase strategy” which had been touched upon in

. the note of Secretary (Supply). Secretary (Expenditure) felt that

there could be better advance planning of requirements, and
also more confidential handling without making the urgency of
our requitements known to the suppliers. At the meeting of
the FPC on 23-8-1971 it was decided to accept the Japanese

. offer of 41,000 MT of Ammonium Sulphate at $ 14.80 per MT.”

2.102. As regards the purchases made by Nitrex, the relevant cxtract
{rom the minutes* of the Fertiliser Purchase Committee mcetmg held on 23
August is reproduced below:— -

“Secretary rcferred to the discussions held with M/s.-Nitrex when,

-after detailed discussions, it had been possible to obtain a price

of $ 13.25 for ammonium sulphate bye-product. The suppliers
had initially quoted a price of $ 13 but increased it during the
negotiations to § 13.50 and ultimately reduced it to $ 13.25.
The suppliers had stated that they had repeatedly requested that
a Fertiliser Delegation should be sent to Europe as in the past
and if that Delegation had come in May or even as late as July.
their members would have been able to supply the full quantities
of fertilisers required, particularly of Ammonium Sulphate aad
at that time it would have been possible to negotiate substantialiy
better prices. At one stage of the discussions they had stated
that it would have been possible for the suppliers to sell the
material at $ 7 at which price they had sold it to UAR. Tt was
unfortunate that the purchase strategy suggested by the Depar:-
ment of Supply was not accepted with the result that the
quantities now offered werc limited and at prices higher by
nearly $ 6. Another advantage of negotiating with the
European suppliers first would have been to use the price
obtained from them as a base for getting comparatively cheaper
prices from Japan. That advantage had now been lost. Last
year when the negotiations were held with Japan for the supply
of Urea, it was possible to effect a substantial reduction in
prices and only $ 2 more were paid on FOB basis over the
price paid in Europe. Therefore. if it had been possible to
establish a price of $7 for Ammonium Sulphate n Europc. the
Japanese suppliers would have had no case for asking for 2
price of more than $ 9 to $ 10 at the most.

#Not vettrd ingAudit,
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F.A. mentioned that we had to bear in mind that the price that we
finalised for Urea would have a bearing on negotiations with
the Japanese suppliers. As regards Ammonium Sulphate, we
would have liked the suppliers to have reduced the price to ‘at
least the initially quoted pricc of $ 13 instead of the final offer
of § 13,25 made by them in negotiations. There was an
element of margin for reduction even in the initial price of $ 13

quoted earlier. The C&F price was, however, still higher than
the C&F price from Japan.

2.103. In view of this position, the Committee desired to know why
the lower offer of Nitrex for ammonium sulphate had not been clinched in
July itself when Nitrex had offered to send a delegation to India on 7 July,
1971 instcad of postponing the negotiations to August 1o the detriment of the
ceuntry’s financial interests, particularly when the Secretary himself appeared
t6 have been confident of obtaining a sizeable further reduction in price.
The representative of the Department of Supply stated in evidence:

“I cannot sav why we did not clinch the purchase of ammonium
sulphate.”

He, however, added:

“As | have tried to explain, ultimately it was found that in the over-
all we had not paid more. That is all 1 can glean {rom
the file and submit. I find there was a difference of opinion
about the strategy to be employed and 1 find no one can give
a final view as to what should bc the strategy at a particular
time. Opinions differed and as a result of that, it was felt in
certain quarters that the European price could have been brought
down if dealings had been cntered into.  As it turned out, even
after the purchase from Japan had been concluded when the
package deal with Nitrex was put through, overall we could
achieve a considerable saving.”

Elaborating further, thc witness stated:

“Therc was somc disagreement about the approach to be adopted
for this purchase. There was one school of thought that the
negotiations should be held in Europe first and only after that
discussions with Japan should be taken up. There was the
other view that negotiations or sending a delegation to Europe
was not immediatcly nceded. So, in this kind of contreversy.

this seems to have happencd. That is all T can say from
the file.” .
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2.104. At the instance of the Committee, the Départident of Supply:
furpished a note detailing the areas of differences in regard to the purchase
strategy to be adopted and how these were resolved, which is reproduced
Below:

“The Supply Department proposed in May, 1971, that a delegation
be sent to Europe to negotiate purchase of fertilisers. The
proposal was not accepted. It was suggested instead that
quotations be invited and the suppliers requested to come to
India for negotiations, if necessary, as that will facilitate prier
consultation and approval within Government and generally
result in better terms of purchase,

The Supply Department accepted this advice. The quotations were
invited and received in June. The suppliers when requested te-
come to India for negotiations stated that they would like am
Indian delegation to come to Europe as usual and if that was mot
possible, they would send their representatives by 7th July,
1971.

A proposal by the Department of Agriculture that a delegation be
sent to Japan as fertilisers were in extreme short supply was
approved on 30th June, 1971. The Department of Supply acted
on this decision and sent a delegation to Tokyo on 8th July,
1971. Negotiations with the European suppliers had not then
taken place.

The Supply Department later took the view that it may have beea
better if negotiations with the European suppliers had preceded
negotiations with the Japanesc suppliers. The other concerned
departments did not share this view and held that it was
debatable.

The guidelines of policy laid down since provide that the method
of purchase to be accepted on a given occasion and in particular
whether a delegation should go abroad and where and when
would have to be decided on merits and circumstances.
Ordinarily, the procedure should be to invite tenders and hold
negotiations where necessary in India. Variation of this pro-
cedure may be considered if national interests so warrant.”

2.105. The Committee desired to know whether at the time of deciding
to hold negotiations with Nitrex, the price trends in the international market
were taken into acccunt and the points on which negotiations werc to be
conducted settled. The Committee also enquired whether these points
could not be settled through correspondence especially since Nitrex happened
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to be a regular supplier in the past. In a note, the Department of Supply
stated:

“M/s. Nitrex had given a combined offer for Urea, CAN anad
Ammonium Sulphate in their telex dated 22-6-1971. Secretary
(Supply) had stated in his note dated 25-6-1971 as follows:

‘We should inform M/s. Nitrex that we are very disappointed at
the rates quoted by them, especially for Urea and CAN. Ia
view of the fact that considerably lower prices for Urea have
been quoted by some of the firms against our recent global

tender, the price of $53.60 FOB now quoted by M/s. Nitrex
is not in keeping with the current world prices of Urea. In
the case of CAN also, they have increased their last purchase
price by nearly dollar per tonne’.

M/s. Nitrex, were accordingly informed on 26-6-1971 that this
Department was disappointed at the rates quoted, especially
for Urea and CAN. It will thus be observed that before
entering into negotiations the price trends in the international
market were taken into account. The purpose of the negotia-
tions was to achieve reduction in prices of all the three
commodities, viz. Urea, CAN and Amm. Sulphate. M/s.
Nitrex had stated in their offer of 22-6-1971 that their Dele-
gation was ready to travel to India in case our purchasing
Mission was unable to visit the suppliers in Europe. In reply
to this Department’s telex dated 26-6-1971, M/s. Nitrex stated,
in their telex dated 14-7-1971, that their rates were competitive
on C&F basis and that freight rates paid by members of Nitrex
for shipping fertilisers to India was slightly above US $ 10.00.
In the circumstances, it was difficult to settle the matter through
correspondence and negotiations were therefore held. As a
result of negotiations. in the ‘package deal’, it was possible to

get lower prices for Urea and CAN, cffecting a total saving
of $1.57,030.50.”

2.106. Explaining in a note, at the Committee’s instance, the circum-
<tances in which the negotiations with Nitrex had been postponed 1o Aupust,
the Department of Supply stated:

“In their telcxed offer dated 22-6-1971 Nitrex mentioned that their
delegation was ready to visit India at short notice. In telex
reply dated 26-6-1971, M/s. Nitrex were informed that their
delegation should come as early as possible, but not later
than 6th July, 1971. However, M/s. Nitrex in their telex
received on 26-6-1971 stated that their delegation would be
arriving on 7-7-1971. This was not convenient to the
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Supply Department. Secretary (Supply) indicated at the
FPC mecting on 30-6-1971 that Government had decided to
send a delegation to Japan to finalise contracts for fertilisers.
The delegation would leave India on 7-7-1971, reach Tokyo
on 8-7-1971 and stay there for 10 days. In view of this
decision of Government, M/s. Nitrex werc informed on
30-6-1971 that due to certain unexpected devclopments they
should postpone scnding their delegation to a later date which
would be intimated in due course. On 14-7-1971, in a telex
message M/s. Nitrex suggested that an Indian delegation could
come to Europe. On 26-7-1971, M/s. Nitrex were requested
to send a delegation to India for discussion on 2-8-197[ or
any date immediately thercafter. On 27-7-1971, M/s, Nitrex
replied that their Delegation would arrive in India on 16-8-1971
and not on 2-8-1971. On 28-7-1971, 4 telex was sont to M7/ ..
Nitrex that the datc of 16-8-1971 for negotiations would be
rather late and that they should send their team carlier. On
29-7-1971, Nitrex replied that their delegation would be avail-
able for discussions from August 3rd. 1971. The discussions
with Nitrex were held on 6-8-1971 to 20-8-1971.”

2.107. The Committee understood from Audit that the Secretars.
Department of Expenditure had pointed out that there a~peared to b2
‘something radically wrong’ with the planning and procurement of fertilisers
which placed the country at the mercy of the suppliers and allowed littl:
leverage in negotiations. The Secretary has also, in this context. drawn
attention to a minute recorded by the Minister of Agriculture on 22 Jun:
1971 in which the Minister had observed that proper cstimate regarding
requircments of fertilisers, particularly ammonium sulphatc was not made and
mo ammonium sulphate had been imported till the stock were liguidated.
At the Committee’s instance, the Department of Agriculture furnished copic-
of the extracts of these notes.

2.108. The minute recorded on 22 June, 1971 by the Minister of Agri-
culture with reference to the purchase of ammonium sulphate is reproduced
below:

“It is very unfortunate that proper estimate regarding our require-
ments of fertiliser particularly Ammonium Sulphate was not
made and we decided not to import any more Ammonium
Sulphate till the stocks were liquidated. It is equally unfor-
tunate that when a proposal to import 2 lakh tonnes of
Ammonium Sulphate during June—December 1971 wav
submitted, it took the Associate Finance and the Department of

- Economic Affairs long time and our proposal was clearcd only
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towards the end of April. 1 feel very unhappy over this
state of affairs and would suggest that we should take immediate
action for import of Ammonjum Sulphate as early as possible
and thus avoid the shortage of this variety of fertiliser just
before the next Rabi scason. M. S. has discussed this matter
with me. As I am leaving tonight on tour to some West Asian
countries, he may discuss the matter with Finance Minister and
get the necessary sanction for sending the delegation to Japan
to settle the tcrms and entire procurement schedule so that we

may not be in an embarrassing position towards the beginning
of next cultivatory season.”

2.109. In his Note dated 12 August, 1971, the then Secretary, Depart-
ment of Expenditure had observed as follows:

*“1 havc discussed this case with an officer of the Department of
Agriculture, Shri .... and obtained additional information
through JS(1&S) Shri....1 wanted to satisfy myself about the
urgency and justification for purchase of ammonium sulphate
al the prices which are considered by Secretary (Supply) as
unduly high and put it to the Department of Agriculture
whether it could postpone the purchase of ammonium sulphate
as suggested by Secretary (Supply). The Department of
Agriculture have re-emphasised the extreme urgency of the
demand for ammonium sulphate. They have warned us against
any complacency about the fertiliser consumption just because
the food production in 1970-71 was upto the mark and have
pleaded that ammonium sulphate has also to be made available
for export-oriented crops like tea and tobacco. The prospects-
of getting ammonium sulphate from West Europe in adequate
quantities arc not bright and the only source is Japan. The
Minister for Agriculture also in his minutc of 22nd June. 1971
had emphasised the need for procurement of this fertiliser lest
Government should be nlaced in an embarrassing position at
the beginning of the next cultivating season and it was in that
context that the purchase dclegation was sent to Tanan.

In view of the above. we have no choice but to agree to the purchase
of ammonium sulphate as suggested in Secretary’s (Supply)
note of 3-8-1971 at the best prices he can obtain.

Secretary (Supply) has also observed that our purchase strategy was
not correct in as much as the negotiations should have been
held with Nitrex and ICI first before talking to Japanese. This
is a debatable point and we have our reservations as to how
far the purchase strategy adopted was correct or not.
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Ministry of Finance would, however, like to point out that
there appears to be something radically wrong with our plan-
ning and procurement of fertilisers which places us at the mercy
of the suppliers and gives us little leverage in negotiations other-
wise the question of our paying prices which we consider as
commercially unfair or unreasonable should not arise keeping
in view the volume and value of our purchases. It is not
unoften that we have to concur in purchases being made because
of our desparate need of a particular fertiliser such as CAN eor
ammonium sulphate. In this specific case of ammonium sulphate
the Minister for Agriculture in his minute of 22-6-1971, had
observed that proper estimate regarding our requirements of
fertiliser, particularly ammonium sulphate, was not made amd
we did not import any ammonium sulphate till the stocks werz
liquidated. He had also commented upon the delay iz
Associated Finance and the Department of E. A. in processing
the proposal of the Department of Agriculture to import 2 laki
tonnes of ammonium sulphate.

We feel that the entire procedure for estimating the requirecments of
the diffcrent types of fertilisers for the rabi and the kharif
seasons and their timely procurement should be gone into in
detail and a drill prescribed for the dates by which inderts
should be placed by the Ministry of Agriculture and procur:-
ment action initiated by the Ministry of Supply. This drill
could be carried out by the Department of Agriculture in con-
sultation with the Department of Supply, their Associate
Finance and the Department of E. A, so that procursment is
made before conditions of scarcity develop in which we pe--
force have to yield to the dictate of the suppliers.

T do not also see whether it is wise on our part to go on record us
has happened in this case regarding our desparate need for
ammonium sulphate.  To say the lcast, this can only reduce
our bargaining power as the suppliers, as is common knowledg:,
get to know these things. It would be desirable to cvolve a
procedure where by our cmergent demand that may arise are
handled in a manner which may not be exploited by the supplic®s
to our disadvantage.

The Agriculture Ministry should also take early steps to wean the
agncultumts from the use of ammonium sulphate and CAN
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which are going out of use all over the world and propagate the
use of urea. This was also pointed out last year at the time
of making purchases of CAN.

I have also discussed the matter with Finance Secretary who agrees.
It is also suggested that, after necessary action has been takea
on this purchase proposal, the Department of Agriculture
should initiatc action on othcr suggestions made in my note
above and bring up a paper for discussion before the Cabinet
Secretary.”

2.110. When the Committee drew attention to these observations of the
Minister and the Expenditure Secretary and pointed out that the matter
appeared to have assumed scrious proportions, the representative of the
Department of Agriculture stated:

“I was not exactly dealing with it at that stage: but 1 would like to
mention that we could later deal with the specific case of the
indent for ammonium sulphate, because that is a specific item
for discussion. We would be able to explain that. But on
the main point on which the Chairman was rcading a note of
Mr. ... .viz. that our purchase strategy was defective, because
indents were not available and that we had purchased at wrong
seasons at prohibitive prices, 1 would say that the Ministry of
Agriculturc had been obliged to take recourse to such action.
Our purchase strategy has been seriously affected, because we
have not built up a market buffer; we have not tried to havc a
pipelinc provision. We always tried to get our impoits
when the stocks had run down almost to the last tonne.
This is very well known to the suppliers and they have exploited
us year after year. We have, thercfore, tried to persuade
Finance and the Planning Ministries to allow us to have a pra-
vision of about 20 per cent towards pipeline provision. You
must remember that we are dealing with 85 lakh tonnes of
material; and, therefore, quite a substantial quantity of it
remains in the pipeline i.e. at various stages like wholesale
and retail points, railways, in ports, in docks and in transit
sheds. So, for proper planning, we should make a provision
for 20 per cent towards pipelines; and I must mention that this
was agreed to by Finance in the Standing Committec; but they
said that that particular year was not the most opportune year
to start building up this pipeline provision, because prices were
very prohibitive and international availability was also very
low; but in principle, it was conceded that we should have 20
per cent pipeline provision. We have now a committee to
consider this. We have also said that, apart from the pipelins
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provision, we should have a market buffer, for the reason that
India is about the single largest buyer in the international
market; and our position certainly has an immediate impact on
prices in international market. The reason why prices have
crashed in the internationl market by 50 per cent of what it
was a few months ago, is that they know that India today has a
sizeable buffer; and that it is not going to make panic purchases.
So, the prices have come down. That is why we have now
suggested that if we build up this market buffer of 10 per cent
and also make a provision of 20 per cent towards pipeline pro-
vision, India would be in a much better position when she
enters the international market. We can afford to say that we
will hold back, till prices have come to reasonable levels.
Earlier, we were working on the basis of ship to field and fac-
tory to field, i.e. during the last 3 years; but now these two:
principles have been conceded. We cannot build up this much
of buffer immediately because the total quantity utilised in this
country is quite large and 20 per cent provision for pipeline
and 10 per cent provision for market buffer would amount to a
sizeable quantity. Hopefully, we will build up this buffer over
a period of 2 to 3 years, in which case our purchase strategy
will be such that we will be in a much better position to make
international purchases.” '

2.111. Since the deficiencies in the planning for procurement of ferti-
Jisers had been pointed out as early as in August 1971, more than four
years earlier and in view of the fact that the measures catelogued abave
largely related to the future, the Committee desired to know what concrete
steps had alrcady been taken in this regard. The witness replied:

“Apart from the two points which I mentioned already, other pomis
which have an impact on purchase strategy are: timely placing
of indents and realistic estimates of requirements. We have
circulated to the members of the Committec and also to the
State Governments a scientific formula; we have worked out a
scientific formula for a realistic assessment of the requirements.
Taking into accounts the recommendations of the Estimates
Committee, if this formula could be improved upon to make
it more realistic with reference to production targets, any
suggestion would be welcome. Ours is a scientific and ratioral
formula, linking requirements to the levels of application of
fertiliscrs reached in different States.  Secondly, about the

" timeliness of olacing our indents which has been com-mcn.ted
upon by the Department of Supply. Here, for the cntire Fifth
" Plan period, our estimate of requirements had already becn
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made for every year of the Fifth Plan by a group of experts,
with reference to production targets which have been laid down,
And, therefore, taking into account the estimates of domestic
production, one could plan in advance import purchases keep-
ing in view the seasonal advantages. Apart from that, 18
months befoie the consumption season, we make a more de-
tailed assessment of the requirements taking into account
seasonal conditions, availability of irrigation etc. and see whe-
ther our earlier assessment requires downgrading or upgrading.
The Finance Ministry now give advance block allotments of
forcign exchange without trying to relate them exactly to final
requirements.”

2.112. The Audit paragraph also points out that as the major portion
of the demand still remained uncovered, another delegation had gone to
Japan in November 1971 and placed orders for 1.36 lakh tonnes more of
ammonium sulphatc at $ 14.15 per tonne, as against the price of $ 14.80 per
tonne accepted three months carlier. The Committee desired to know the
reasons for the Japanese offcring a lower pricc in November although the
world fertiliser prices had started rising from the latter part of 1971. The
representative of th: Department of Supply replied in evidence:

“When the Japanese dclegation came to India, the price of 14.80
dollars was finaliscd. While leaving they said that the price may
co down. Subsequently, they quoted a price of 14.40 dollurs.
When our delegation  went  to  Japan, they got it reduced to
14.15 dollars.  This reduction we got although the world prices
were rising because of the fact that they were already com-
mitted while they werz in India.”

Since this appeared to indicate that better prices could be obtainad by
invitine dclegations to Tndia, the Committec enguired into the utility of
sendine delegations abroad to make purchases at higher prices. The wit-
ness replied:

“It was because the quantity purchascd in the second lot was much
larger, When the first negotiation was carried out. thev did
not have an idea of the quantity.”

2.113 When asked whether thic did not imply that the Japanese had
presumably taken advantage of Tndia's helplessness in the case of the
carlier supplies. another representative of the Department of Supply replicd:

“Regarding Japan, because of the difference in freicht between
Japan and India on the one hand and Europe and India on
the other the final C&F price works out almost equal.”

2434 1LS—11.
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Explaining further, the witness stated:

“The freight from Japan is different from the freight from Europe.
So it works out for 41,000 tonnes of ammonium sulphate which
was purchased from Japan—the FOB price works out to 14.80
dollars while the CIF price works out to 22.70 dollars whereas
. the Nitrex price on CIF basis (that is including freight) came
to 22.55 dollars (which included 9.30 dollars for freight) which
is a little less than the Japanese price by 15 cents.”

2.114, Since the CIF price of the earlier purchase from Japan had
been compared with the price of $ 13.25 per tonne (f.0.b.) concluded
with Nitrex, the Committee desired to know what would have becn the
price differential if the West European purchases through Nitrex had,

in fact, been made at $ 13.00 per tonne (f.o.b.) offered in Junc 1971.
The witness replied:

“It will come to about 25 cents less per tonne...It comes to about
19,000 dollars.” ’

2.115. The Committee called for copies of the relevant proceedings
of the Fertiliser Purchase Committee relating to the second purchasc of
ammonium sulphate made from Japan in November 1971. In a note,
the Department of Supply informed the Committee that this purchase was
made under an agreement dated 10 November 1971 entered into between
the Government of India and Japan Urea & Ammonium Sulphate Export
Co. Lid. and furnished in this connection a copy of a letter dated
{9 November, 1971 from the Secretary, Department of Supply addressed to
the Secretary (Expenditure), Ministry of Finance, and copies endorsed
to the Cabinet and Agriculture Secretaries, which is reproduced below:

“J returned from Tokyo on the night of the 12th November, after
finalising the contract for an additional quantity of Ammo-
nium Sulphate. As you are aware, we had placed an order
for 41,000 MT of the slightly off-white Ammonium Sulphate,
byeproduct at $ 14.80 FOB. For the white and crystalline
material T was not at all satisfied with the price offered by
the Japanese. [ give below the successive stages of the dis-
cussions which have finally resulted in the Japanese climbing
down from the FOB figure of $ 20.70 per MT to § 14.15:

(i) At the negotiations held in Tokyo in July 1971, the Japanese
started off with a quotation of $ 20.70. The price which
finally emerged at the end of the negotiations was
$ 14.804$ 1.50 for the white and crystalline material, ie.
$ 16.30;
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(i) On my reiecting the offer of $ 16.30, the Jépanese came
over to Delhi for discussions in September 1971 and left
after offering a price of $ 14.60 which I did not accept;

(iii) On return of the Japanese Delegation to Tokyo, they made
overtures to us and reduced the prices to $ 14.40 which
we again rejected. Upon this the suppliers suggested that
a responsible official of the Government of India should
come over to Tokyo to explain the Indian- view point to
the concerned manufacturers and the top management of
the Association;

(iv) I was deputed by the Government to Tokyo when I negotiated
with the Japanese again from the 4th to the 12th November.
The Japanese went back on the last price of $ 14.40 and
insisted on a price of $ 14.80 instead. However, as a
result of the negotiations which T held with them, J have
been able to finalise the contract for 1,36,381 MT at an
FOB price of $ 14.15,

During my last visit to Tokyo the Japanese drew my attention to
the FOB offers received by us from Canada at the rate of
$ 33.00 and from USA at prices ranging from $ 21.97 to
$ 43.50. I told them that the prices received from Canada
and USA were considered very high and therefore we had
not taken any decision on thosc tenders. After protracted
negotiations, I finally brought them round to accepting an FOB
price of $ 14.15 and also suceeded in persuading them to ship
the entire quantity of 136,381 MT by March 1972. This
price should be considered very satisfactory taking into consi-
deration the present trend of world prices. On C&F basis
this works not to $22.05 as compared to the C&F price of
$ 22.55 from M/s Nitrex, Zurich,

These negotiations in Tokyo have resulted in a saving of $ 34.095
or Rs. 2,55,712/- over the price of $ 14.40 which was the
last price offered by the Japanese before my visit to Tokvo.
If, however, a comparison is made with the price quoted in
Tokyo, viz. of $ 14.80, the saving would be to the extent of
$ 88,647.65 or Rs. 6.64,857/-. This is for your information.
The Japanese suppliers made a special request to me in Tokvo
that we should not publicise this figure of $ 14.15 as this was
the lowest price at which they had sold Ammonium Sulphafe
to any foreign buyer including China. I should be glad if this
price of $ 14.15 is kept confidential for the present.”
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2.116. The conclusions of the Secretary, Department of Supply on the
‘long drawn-out’ negotiations with Japanese contained in his Report sub-
mitted to Government, in November 1971, on the ‘Purchase of Fertilisers

from Japan against the Tenth Yen Credit’ are also relevant in this regard
and are reproduced below:

*“As the foregoing three parts of this Report will indicate, the

The

negotiations with the Japanese have been very long drawn-out

and difficult on this occasion. It will, therefore, be uscful to
analyse the causes which led to this unsatisfactory situation so
that negotiations can be carricd out smoothly and to a satis-
factory and speedv conclusion in the future,

first conclusion to be drawn is that it is essentinl that our
requirements be worked out in detail well in advance
of the period during which the dcliveries are required.
It is also important that the suppliers should get no indication
either of the urgency of our requirements or of the quantum
of the requircments. On this occasion the Department of
Agriculture finally intimated their requirements on 14th May
1971 and wanted the Department of Supply to ensure the
arrival of 200.000 MT of Ammonium Sulphate by October
1971 and the shipment of 250.000 MT by Fcbruary 1972.
This was too short a notice to carry out meaningful discussions
with the Japanese suppliers who sensine the guantum  and
urgency of the requirements. exploited the situation to  their
advantage,

So far as purchases from Japan are conccrned. it i< essential that

The

we start the negotiations before China cnters the market, Tt
was not possible for us to do <o on thic occasion because of
the late formulation of our reouirements. China is the bigeest
buyer of fertilisers and once she has enfered the market. the
availabilitv of the fertiliser gets reduced and the prices go up
steeply. The second conclusion to he drawn. thercfore, s
that we should avoid a situation in whi~h China has alrcady
entered the market for purchase of fertilicers.  Tn fact,  the
Fertiliser Delegation in their Report for the wcar 1966 had
also recommended that India should enter the market hefore
China does.

third conclusion that can be drawn is that it alwavs pavs to
keep alive cffective alternative sources of supply. Tn t\r'cicr to
bring this about it is essential to purchasc some quan‘itics  of
the same fertiliser from more than one countrv. The_’Dcp:!rt-
ment of Supply could have obtained last vear ammonium sul-
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phate at a FOB price of $ 2 per metric ton from the United
States, but no demand was projected for this fertiliser on the
Department of Supply in 1970. .In fact, no purchase of amino-
nium sulphate was effected from the USA after July 1969 till
the present proposals were finalised in May 1971. The result
was that suppliers in the United States, as well as in Canada,
turned their attention to other markets and when we floated
tenders in those countries this year, the response was not at
all satisfactory. Thus against the tender for 125,000 MT of
ammonium sulphate in Canada we received on 21.10,1971
offers for 12,000 MT only and that too at a price of C$ 33.
From the USA from where we wanted a quantity of 150,000
MT, we were advised to float a tender for 60,000 MT only.
When we went out on tender we got an offcr of 70,000 MT
only at prices ranging from $ 21.97 to $ 43.50 per metric ton.

Finally, it is most important that the Department of Supply should
be allowed full freedom to adopt such purchase strategy as
they consider most suitable for the occasion. Had they been
permitted to negotiate with Nitrex in Europe before starting
their dialogue with the Japanese, it would have been possible
to obtain much larger quantities of Ammonium Sulphate and
at considcrably cheaper price resulting in substantial savings
in foreign exchange.”

2.117. According to the Audit paragraph, the acidity of the ammonium
sulphate (1.87 lakh tonnes) purchased in Japan was higher than that
prescribed by the Department of Agriculture which. however, stated later
that this was acceptable. The Committee learnt from Audit that the
Dcpartment of Supply had stated (April 1975) in this regard as follows:

“It may be stated that previously the Department of Agriculture
had rejected the ammonium sulphate with acidity of 0.25 per
cent maximum, Subsequently, the Department of Agriculture
confirmed that the specifications as well as the procedure for
submission of samples as indicated by the suppliers, were
acceptable to them. It will be observed that this Department
had acted only in accordance with the Department of Agri-
culture. The point is therefore to be answered by the Depart-
ment of Agriculture.”

2.118. During evidence, the Committee encjuired into the reasons for

accepting ammonium sulphate of higher acidity. The Additional Secrctary,
Departmeat of Agriculture replied:

“After technical examination, we felt that because of the consider-
able price advantage there was no harm in taking that. It was
felt that if sufficient precautions werc taken to prevent absorp-
tion of moisture during transit by using polythene sheets to
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cover the material and by using polythene inner liners, at the
time of unloading there was little possibility of damage.
Secondly, since ammonium sulphate was to be used immediate-
ly, the possibility of any bag rotting was considered as small.
Thirdly, the import was made after the monsoon ssason and
the time of transit from Japan was also not much and so0
there was little scope for absorption of moisture on the way.
Even if due to unforeseen circumstances some damage was

caused, it was felt it would be more than compensated by the
price advantage.”

In a note furnished subsequently in this regard, the Department of Agri-
culture stated:

“In the standard specifications of Ammonium Sulphate prescribed
by this Department, the maximum free acidity had been men-
tioned as 0,025. The Ammonium sulphate obtained from
Japan had 0.25 acidity, that is, much more than that provided
in the standard specifications. Nevertheless, it was decided to
accept this for the following reasons:

(i) If sufficient precautions are taken to prevent absorption of
moisture during transit by using polythene sheets to cover
the material in the hatches and also by using polythene inner
liners while bagging the fertiliser at the time of unloading,
there is little possibility of damage as a result of free acidity.

(ii) Since Ammonium Sulphate was to be used immediately, the
possibility of any bag rot was very little.

(iii) Since the import was made after the monsoon scason and since
the time of transit from Japan was small, there was little
scope for moisture absorption.

(iv) Even if some damage was caused as a result of moisture
absorption, this would be more tban compensated by the
price advantage.”

When asked whether all these precautions were actually observed, .the
Additional Secretary, Department of Agriculture replied in the affirmative.

2.119. The Commitieo are comcerned to note that in this case, a5 »
rerult of failure to make a proper and timely estimate of the requirements
o(a-nonil-nlphteadconsequentpouponememuhnpom till the
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1.70 lakh tonnes (1 lakh tonnes from Japan and 0.70 lakh tommes from
West Europe), the final requirements iatimated to the Department of Supply
in May 1971 were more than two and a half tim i imi

es the requirements initial-
ly computed. Admittedly, no demand had been projected for this fertiliser
on the Department of Supply in 1970 and, in fact, no purchase of ammo-
nium sulphate was effected from the United States (where the f.ob. price
was only 2 dollars per metric tonne in 1970 as against the prices of 13.25
'dolars per tonne and 14.80 doHars per tomme paid fp August 1971 and
September 1971 for purchases of ammoninm sulphate from West Europe
and Japan respectively) after July 1969 till the present proposals wers
tiaglised in May 1971. The representative of the Department of Agriculture
also conceded during evidence that the purchase strategy had been seriously
affected in the absence of a market buffer and pipeline provision and that
they always tried to get their imports “when the stocks bad run down
almost to the last tonne” which was “very well known” to the suppliers who
“have exploited us year after year.” That such a situation should have
been allowed to develop in spite of the fact that ammonium sulphate is
known to be a preferred variety of fertiliser among the farmers is puzzling,
to say the least. Even if the elementary precautions of takimg into accoumt
the quantities in the pipeline and of building up of a market buffer had
not been taken, the Committee fail to appreciate why the downward trend
in prices of ammonium sulphate during 1970 had not been taken imto
account by the Departments of Agriculture and Supply and timely pur-
chases at advamtageous prices resorfed to. The reasons for postposming
purchases till the stocks were exhausted have also mot been satisfactorily
explained. It would, prima facie, appear, and this has also beem poimted
out in no uncertain terms by the Secretary, Department of Expenditare,
that there was something radically wrong with our planwisg and procure-
ment of fertilisers which placed us at the mercy of the suppliers and give
us little leverage in negotiations.

2.120. The Committee find that even after the requirements of ammo-
uium sulphate had been intimated to the Department of Supply, there
was a difference of opinion between the Secretary, Department of Supply
and the Ministry of Finance about the strategy to be employed for this
purchase, While the Department of Supply wanted to send a delegahon
fo West Europe for the purpose before holding megotiations with the
Japanese suppliers whose prices were generally higher seo tht purchase
lmmthemdidnotpushuptheWestEuropeanpﬁm,apolnydeci‘sin
bad beenm takem that instead of semding delegations abroad, gquotations
should be invited and the suppliers requested to come to hdh for Rego-
tiations, if mecessary, as such a method would facilitate prior consaitation
and spproval within Government sad generally result in better terms
of purchase. Accordingly, offers had been iavited from an organisation

most of the West European producers of
(Nitrex, Zurich) represeating o Weat
nitrogenous fertilisers and from whom bulk of the purchases from
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Europe were regularly made, on 15 June 1971 and while communicating
- their o.ﬁers by telex on 22 June 1971, Nitrex had also stated that their
delegation would be ready to visit India at short notice in case the Indian
purchasing mission was umable to visit the suppliers in Kurope. 'This
‘had b.een followed up by another message received on 29 June 1971
wherein Nitrex had stated that their delegation would be asriving on
7 July 1971. Yet, strangely enough, a proposal made by the Department
of Agriculture that urgent action to meet emergent requircments should
be taken by sending a delegation to Japan appears to have been approved
a day later, on 30 Junc 1971, in spite of the fact that it was known by
Ehen that Nitrex were willing to come to India on 7 July 1971, resulting
in the postponement of negotiations with the West European suppliers till
August 1971, by which time Nitrex had increased their price to 13.50
dollars (f.0.b.) per tonne (as against thc earlier June offer of 13 dollars
per tonne) on the ground that they were completely sold out and cven
had to refuse an offer of 20 dollars from Brazil,

2.121. The Committee are unable to understand why the lower offer
of Nitrex for ammonium sulphate was not clinched in July itself especially
when the foreign suppliers themselves had agreed to come to ladia for
negotiations. It would, prima facic, appear that these negotiations had
to be postponed, muth to the country’s disadvantage, only on account of
the Secretary of the Department of Supply having to procecd to Japan for
emergent purchases of ammoninm suiphate, It is surprising, to say
the least, that the negotiations could not have been conducted as scheduled
by other responsible Government officials, even if it had been considered
absolntely inescapable for the Secretary to proceed to Japan. It is also
significant that the suppliers themselves had pointed out, when negotiations
were ultimately held with them in August 1971, that had the negotiations
been held even as late as in July 1971, they would have been able to
supply the full quantities of fertilisers required and that it would also have
been possible to negotiate “substaatially better prices”, In these circum-
stances, the Committee have to regretfully conclude, despite all protesta-
tiops to the contrary, that his deal had been handled in a thoroughly
unsatisfactory manner and that the then prevailing trends in the interna-
tional fertiliser market had not been properly taken note of and utilised
to the country’s advantage.

2.122. It has, however, been contended by the representative of the
Department of Supply that as a result of a ‘Package deal’ for ammonium
sulphate, urea and CAN negotiated with Nitrex in August 1971, while
the price of ammouium solphate was increased by 25 cents per fonne, @
reduction of 4.10 dollars and 15 cents per tonne had been obtained res-
pectively for urea and CAN and that there was thus an overall saving of
157,030 dollars from the deal as against the higher price of 10,000 dollars
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paid for 0.40 lakh tonnes of ammonjum sulphate. The Committee, how-
ever, find that while submitting their quotations, oa 22 June 1971, for
these three varieties, of fertilisers, Nitrex had not specifically stipulated
that the offer should be treated as a package. Besides, it would also appear
from the evidence made available to the Committee that even the initial
offer of 13 dollars per tonne in respect of ammonium sulphate had little
or no relevance to the market trends then prevailiag, Admittedly, there
was a downward trend in the prices of nmitrogenous fertilisers at that
time (June-July 1971) and in fact, the Secretary of the Department of
Supply had also gome onm record, during negoiiations with the Japanese
Suppliers in July 1971 that the price quoied by Nitrex was only an
inuial ofier and that “he was confident that he would be able to get a
reduction of at least 34 to 3 5 when negotiations were held with Nitrex,”
It is also significant in this context that Nifrex themselves had stated at
one stage of the discussions subsequently held in August 1971 that had
the purchase been negotiated ia July, it would have been possible for
the suppliers to sell the material at 7 dollars per toane, the price at which
ammonium sulphate had been sold fo the United Arab Republic. Similar-
ly, even in respect of urea which subsequently formed part of the package
deal offered by Nitrex, the Secretary of the Department of Supply had
observed in a note dated 25 June 1971, that the price of 59.60 dollars
per tonne (f.0b.) quoted by Nifrex was not ia keeping with the then
current world prices of urea. It is, therefore, amply evident that the
suppliers had kept a cushion in their initial quotations and had success-
fully exploited the country's helplessness to their advantage and the Com-
mittee are unable to accept the Department’s contention in this regard.

2.123. Admittedly, even in respect of the purchases made from Japan
in August 1971 at 14.80 dollars per tonne (f.0.b.) the Japanese suppliers
evidently took advantage of the urgency of the Department of Agriculture
for ammonium sulpbate, even though a reduction ia price was also
indicated by the general downward trend in prices of straight nitrogenous
fertiliser. That the Japanese ‘prices bore no relation to the prevailing
international prices is also evident from their subsequent sale in November
1971 (when world fertiliser prices had started rising) at 14.15 dollars
per tonne (f.0.b.) against the price of 14.80 dollars per tonne (f.0.b.)
accepted only three months earlier. What is even more disconcerting is
the fact that the acidity of the ammonium sulphate purchased from Japan
was much more than that provided »in- the standard specifications (0.25
per cent as against 0.025 per cent specified), which necessitated precav-
tions being taken to prevent absorption of moisture during tranmsit ) and
at the time of unloading. In regard to the acceptance of helow-specifica~
tion supplies, the Committec have been informed that it was felt that t.here
would be no harm in accepting such supplies on account of the consider-
able price advantage offered. While this argument could perhaps.bc 'pnt
forward in respect of the quantity of 1.36 lukh tonnes purchased in Nov-
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ember 1971 at a price of 14.15 dollars per tonne (f.0.b.) when world
prices had started rising, the Commitiee cannot, however, understand the
rationale for accepting in August 1971 below-specification supplies at
prices which were admittedly considered commercially higher. Besides,
it is also mot clear what precautions were taken to prevent damuge to
the fertilisers and bag rot after their receipt in Iadia, particulady at the
storage ceatres and distribution outlets. The Committee would, therefore,
seek more specific clarifications in this regard and would like to be inform-
ed urgently whether any complaints were received after the fertiliser had

been cleared from the port and till it had actually been sold and used in
the field.

2.124. It would also appear that in spite of having gone in for emer-
genat purchases at high prices, the fertiliser was not available in adequate
quantities when it was actually required. Though the Department of
Agriculture had indicated that they would require two lakh tonmes of
ammonium sulphate by October 1971, orders for only 0.41 lakh fomnes
could be placed by August 1971 and a further quantity of 0.77 lakh
tonnes ordered in September 1971, leading to further purchases to cover
the balance demand omly in November 1971, actual shipments being
completed only by March 1972. Besides, as would be seen from the
discussions in the subsequent section of this Chapter, the supplies against
the orders for 0,37 lakh tonnes placed on an Italian supplier at the same
price as in the case of orders placed on Nitrex (13.25 dollars per tonne)
commeaced oply as late as in October 1972 on account of delay in com-
pletion of various formalities. Admitledly, the time available was too
short “to carry out meanignful discussions with the Japanese suppliers who
sensing the quantum and urgency of the requirements, exploited the situation
to their advantage.

2.125. This case, therefore, brings into sharp focus a number of
glaring deficiencies in the planming and procurement of fertilisers and
emphasises the need for evolving a more foolproof startegy. As has
been rightly pointed out by the Secretary, Department of Expenditure,
there could be better advance planning of requirements and also more
confidential handling of purchases without making the urgency of our
requirements known to the suppliers. The Comumittee note in this con-
pection that the Secretary, Department of Expenditure, as well as the
Secretary, Department of Supply had analysed the causes that led to the
math!u&rysitwionhthemmusemdhadmggesml_annmber
of remedial measures for the future. Action was slso to be initiated by
ﬁemntdmtdmmmemggesﬁonsoithetomermd a
paper prepared for discussion before the Cabinet Secretary. It howevar,

om the evidence, that some concrete steps, like 8 more realistic
assessment of requirements, building up of a buffer stock, timely placing
o(hdnh,etc.,hvebeenukenonlyashteasin 1975. The Commit-
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tee would, therefore, like to be informed in detail of the specific steps
iaken in pumrsuance ot the suggestions of the Secretary, Department of
Expenditure between August 1971 and June 1975, especially in the
context of the rising trend in world prices of fertilisers coupled with non-
availability during this period, and to ensure that procurement was made
before conditions of scarcity developed and a situation, as in the present

case, in which the country had to yield to the dictates of the suppliers
was avoided.

(¢) Increase in cost on account of delay in completion of formalities
Audit paragraph. e

2.126. An order for supply of 0.37 lakh tonnes of ammonium sulphate
was placed in September 1971 at $13.25 (f.o.b.) plus estimated freight
of $9.30 per tonne. The date of delivery was stipulated as November
1971 or within 2 months from the date of completion of all formalities.
The Department of Agriculture pointed out in November 1971 that these
fertilisers were required for use in Rabi 1971-72 and that the supplies
should not be delayed. There was, however, considerable delay in com-
pleting the formalities (viz., making advance payments to the supplier,
opening letter of credit etc.), with the result that the supplies commenced
only in October 1972. In the meantime, freight rates went up consider-
ably and the cost per tonne inclusive of freight became $26.50 against
$22.55 estimated ecarlier. Due to this increase in cost, the credit alloca-
tion against which the contract had been placed was sufficient for pur-
chase of 0.32 lakh tonnes only against 36,585 tonnes ordered. On this
ground the supplier refused to make further supplies, although Govemn-
ment of India agreed to pay for the balance quantity in free foreign cx-
change. Subsequent f.o.b. prices of this fertiliser (1973) were very high
($33.45 to $45.30 per tonne).

[Paragraph 41 of the Report of the Comptroller and Auditor General of

India for the year 1973-74, Union Government (Civil), p. 105, case

(iv)]

2.127. The Committee understood that the Department of Supply had
informed Audit (April 1975) as follows:

“The offer of M/s. Anic. Italy, for 36,585 MT Ammonium Sul-
phate bulk @US $13.25 per MT was accepted on”25-9-1971.
The shipment was to commence by November 1971 or within
two months of the date of completion of all payment formali-
ties under Italian credit. The Department of Agriculture
wrote on 11-11-1971 to Ministry of Finance (EAD) to
complete all formalities. The EAD expressed their inability
to take action in absence of copies of contract which was
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issued by ISM, London, on 17-11-1971. The copies.of the
contract were sent to EAD on 6-12-1971 by Agriculture, ‘The
delay in completion of various formalities became inevitable
as the Italian Credit could become operalive only after the
ltalian Government had given approval to the subject ccn-
tract No. M. 16283. "This approval was not accorded upto
3-5-1972. On 8-8-1972 ISM, London, informed this De-
partment that the firm has been guaranteed credit insurance
coverage and that the firm hopes to complete all formalities
by September 1972, In the meantime, this Department had
been writing 1o Agriculture 1o cnsure that all payment forma-
lities are completed in time so that the shipments are  not
delayed. By 11-9-1972 the Dcpartment of Agriculture had
completed all formalitics with the State Bank of India and
the payment to suppliers was being delayed for want of autho-
risation by Rescrve Bank of India to State Bank of India.

It is correct that the firm did not ship 4413 MT as funds provided
under the contract had been exhausted due to highar freight
rates. It was decided on 18-1-1973 to make payment for
the balance quantity under FFE. (free foreign cexchange).
This was not agreed to by the suppliers who were of the view
that the contract was basically governed by payment under
Italian Credit. 1t would thus be scen from the facts stated
above that no delay of any sort can bc imputed on the purt
of this Department or any other organisation in completing
payment formalitics as the Italian Government had not given
its approval to the contract for an 'inordinate long period.
However, the Depurtment of Agriculture may be able to throw
more light on this as it were they who were having all direct
correspondence with Ministry of Finance (EAD).”

2.128. Explaining, at the instance of the Committee, the circumstances
in which dclay had occurred in the completion of formalities in this case,
the Additional Secretary, Department of Agriculture, stated during evi-
dence:

“We find that among all credits, the Italian credit involves most
cumbersome procedures. We had to first go to the Italian
Government. They take a month or so to clarify that we
had to deposit ten per cent of this. This term is not in many
other credits. We had to get the Okay from the Rescrve
Bank for this. The interest rate in this particular casc was
also raised while the transaction was being made and the
Economic Affairs Department naturally were averse to any
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increase. It would not be wrong to séy that we would
resort to Italian credit only as a last resort.” In this connec-
tion the Committee found from the*

2.129. The Committee desired to know when the approval of the Italian
Government to the subject contract was reccived. 1In a note, the Depart-
ment of Agriculture informed the Committee that the Ttalian Government’s

approval was communicated to the Department of Economic Affairs on 4
July 1972, . S

2.130. According to the reply furnished in April 1975, to Audit by
the Department of Supply, though the offer of the Italian firm had been
accepted on 25 September 1971, the contract was, however, issucd by
the India Supply Mission only on 17 November, 1971 and copies of the
contract were forwarded by the Department of Agriculture to the De-
partment of Economic Affairs on 6 December, 1971, The Committce
cnquired into the reasons for the dclay at these stages. The representa-
tive of the Department of Supply replied in evidence:

“The letter dated 25 Scptember, 1971 placing the order on the
firm was received in London on 29 September, 1971, On
the sume dav the ISM london sent a telex to the firm to
furnish pavment  schedules under the credit scheme. The
firm replicd on 12 October asking for some clarification of
the interest calculations.  After that the actual statement re-
Iating to interest credit details was received in the T1SM London
on 1 November, 1971, After that the ISM actually issued
the contract on 17 November; there was about a fortnight's
delay at that stage.”

2.131. At the Committee’s instunce, the Department of Aericulture
furnished a note indicating, in a -hronelogical scquence. the reasons for
the delays at various staces that had occurred in this case and the steps
taken to expedite completion of the formalitics, which is reproduced below:

“(1Y Formal order for wunnly of ammonium sulphate was placed
by the Department of Supply on supplicrs on 25th Septem-
ber 1971,

(2) Contract issued by ISM. London on 17th November, 1971 was
received in this Department on 2nd December, 1971,

*Information furnished by the Denartment of Supply in reonrd to
purchases of various fertilisers made during the period 1969--75, that
prior to this purchase commented upon by Audit, purchases of Urea :u\.d
CAN had also been made carlier from Ttaly during 1969—71 on  six
occasions. '
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Letter dated 12-11-1971 received on 17-11-1971 from the
Department of Economic Affairs asking this Department to
consider in depth whether they would agree to the increased
rate of interest of 6 per gent.

Letter dated 6-12-1971 enclosing a copy of letter dated
26-11-1971 from Rome Embassy addressed to the suppliers
requesting them to reduce the rate of interest.

Letter dated 20-12-1971 from Department of Agriculture to
ISM, London asking them to request the suppliers not to in-
crease the rate of interest.

Letter dated 27-12-1971 from Department of Agriculture to
Department of Economic Affairs requesting them to agree to
the increased rate of interest provisionally.

Concurrence of Associate Finance and Internal Finance ob-
tained on 28-12-1971 to the increased rate of interest.

Letter dated 28-12-1971 from Department of Economic
Affairs seeking approval to the increased rate of interest.

Letter dated 31-12-1971/4-1-1972 to Department of Econo-
mic Affairs conveying concurrence to the increased rate of
interest.

Letter dated 3-1-1972 received on 7-1-1972 in which Depart-
ment of Economic Affairs suggested that it may be endeca-
voured to bring down to the rate of interest to 5.8 per cent.

First amendment to the contract which was issued by ISM.
London on 1-2-1972 and received in this Department on
15-2-1972. was forwarded by the Department of Economic
Affairs to Embassy of India 4@ Rome on 1-3-1972.

Second amendment issued by ISM, London on 6-3-1972 and
received in this Department on 20-3-1972 was forwarded to
our Embassy in Rome on 1-4-1972.

Intimation was received from the Department of Economic
Affairs that our Embassy had forwarded contract to Italian
Government on 25-3-1972 but authorisation by the Italian
Government was delayed as the suppliers did not submit the
application for authorisation.

Cable sent to ISM, London on 12-4-1972 for contacting sup-
pliers for expeditine their application for authorisation to
Ttalian Government.

On 24-4-1972, intimation was received from ISM, London
that supplicrs had submitted their application to Ttalian Gov-
ernment.
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Deferred Payment Questionnaire received from the State Bank

of India on 22-4-1972, were returned duly completed on
26-4-1972.

Necessary foreign exchange for making 10 per cent payment

was released by Department of FEconomic Affaits on
27-4-1972.

Sanction by the Department of Agriculture issued on 3-5-1972
to State Bank of India for making initial 5 per cent payment
to suppliers and opening Letter of Credit for second 5 per
cent alongwith first instalment of interest and Pay and Ac-

counts Officer was also requested to issue necessary autho-
risation to Reserve Bank of India in the matter.

On 17-5-1972, the Department of Economic Affairs was re-
quested for obtaining approval of Italian Government expedi-
tiously as without such approval, formalities would not be
completed by State Bank of India.

Authorisation to Reserve Bank of India was issued by Pay
and Accounts Officer on 19-5-1972.

The Department of Economic Affairs reminded our Embassy

in Rome for obtaining approval from Italian Government on
25-5-1972.

The Department of Fconomic Affairs was requested on
31-5-1972 demi-officially to obtain approval of Italian Gov-
ernment so that completion of other formalities under the
contract was not delayed.

The Department of Economic Affairs again reminded our

Embassy in Rome for getting approval of Italian Government
on 9th June, 1972

On 28th June, 1972, the Department of Economic Affairs

was again requested to expedite the approval of Ttalian Gov-
ernment to the contract.

The Department of Fconomic Affairs intimated on 7-7-1972
that Italian Government had approved the contract.

Approval of Ttalian Government was conveyed to State Bank
of India on 13-7-1972 with the request to complete all forma-
lities without any further delay.

Drafts etc. received from State Bank of India on 22-7-1972
were returned duly accepted on 31-7-1972. Exchange Con-
trol Officer of Reserve Bank of India was also requested for
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issuing authorisation to State Bank of India for making §

per cent remittance to the suppliers and for opening of Letter
of Credit. ‘

Reserve Bank of India issued authorisation to State Bank of

India for payment of 5 per cent payment to the suppliers on
11th August 1972,

On 2-9-1972, SBI was requested for confirmation whether §
per cent payment was made 1o suppliers and also to intimate
steps taken for opening Letter of Credit for second S per ccnt
with interest. Mcanwhile RBI was also contacted informally
for expediting thcir approval.

Clarifications decsired by  RBI were  furnished to them on
5-9-1972,

On 16-9-1972, SBI informed that initial 5 per cent payment
has been made to the supplicrs.  SBI also requested RBI for
their approval for authorising them to exccute deferred pay-
ment guarantee.

On 22-9-1972  the suppliers informed that Letter of Credit
had been opened in a wrone bank and that error might be
rectified.

On 23-9-1972, SBI was requested to open Letter of Credit
in correct bank and nccessary amendments etc. to sanction
were issued.

Intimation waq reccived on 21-10-1972 from supplicrs that
they had arroneed one vessel ‘Iadian Strength’  to Tift firs
parcel of 7080 MT under the contract which actually sailed
on 26-10-1972,

Thereafter two more vessels hroucht 25672 MTe of materinl
totalling 32.752 MTs acainst this coatract.

The procedure of pavment st present in vogrue relating to import of

fertilisers from Ttalv under Ttalian Suppliers Credit is a very
complicated onc entailing enormous delavs in the completion
of the various formalitics.  These delavs result in shipments
heing delaved hv the suppliers, thus dislacatine our agricul-
tural pmdhcﬁnn proorammes,  Department of Supply  was
addressed in the matter suopesting simplification of the proce-
dures in respect of Ttalinn credits.  The Ministrv of Finance
(Department of Feonomic Affairs) was alko rcu!u":f(-d 1"
simplify the procednres ns supplics were unneecssarily delaved
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on account of one or the other technical formalities in the
case of Italian Suppliers Credit. The matter was discussed
by the officials of this Department with their counter part in
the Department of Economic Affairs on 13th April, 1972 who
advised that there was no immediate solution to the problem
of the Italian Suppliers Credit. Meaningful discussion with
the Italians could be held only after June 1972 Italian elec-
tions.”

2.132. In another note indicating the reasons for the delay in the
issue of necessary authorisation by the Reserve Bank of India, the Depart-
ment of Agriculture stated:

“On receipt of copies of contract dated 17th November, 1971 from
ISM, London on 2nd December 1971 in this Department, the
Ministry of Finance was requested on 6th December, 1971 to
relcase foreign exchange amounting to 10 per cent of the
total value of the contract for completing other formalities.
‘As the rate of interest was indicated as 6 per cent in the
contract against 5.8 per cent being charged in the earlier con-
tracts under Cred't, ISM, London was requested on 20th De-
cember. 1971 to persuade the suppliers not to charge higher
interest against these contracts. (The Department of Eco-
nomic Affairs would not release the necessary foreign exchange
unless the higher rate of interest was accepted by this De-
partment). The matter was also examined in consultation
with the Associate Finance and the Ministry of Finance were
requested on 34-1-1972 to agree to the payment of interest at
a provisional rate of 6 per cent if the efforts being made by
the India Supply Mission, London and the Indian Embassy
at Rome for a lower rate of interest are not successful. There-
upon the Ministry of Finance through letter dated the 7th
January. 1972 requested the Indian Embassy in Rome to per-
suade the suppliers to maitain the rate of interest quoted earlier.
The Ministry of Finance were reminded by this Department on
the 6th March 1972, Sanction for release of foreign exchange
was received from the Department of Economic Affairs on
27-4-1972. The rate of interest of 6 per cent was also agreed
to. Thereafter sanction was issued bv the Department of
Agriculture on 3-5-1972 to the State Bank of India for making
initial § per cent payment to the suppliers and opening L'C
for second § per cent alone with first instalment of interest.
Ths Pay and Accounts Officer was also requested  to issue
necessary authorisation to Reserve Bank of India. New Delhi.

2434 LS—12.
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Department of Economic Affairs was also requested on
17-5-1972 for obtaining the approval of Italian Government
as without such approval, formalities would not be completed
by State Bank of India. Approval of Italian Government re-
ceived on 7th July, 1972 was conveyed to the State Bank of
India, who was further requested to complete formalities
without any delay. From the above facts, it will be seen that
there was no delay on the part of this Department in the com-
pletion of the formalities and that the delay in this case had

occurred due to the tedious and cumbersome procedure to be
followed under Italian Suppliers Credit.”

2.133. The Committee enquired into the action taken to expeditz the

Italian Government's approval. In a note*, the Department of Agricul-
ture informed the Committee as under:

“Intimation was received from Department of Economic Aflairs
that Embassy in Rome have forwarded contract to Italian
Government on 25-3-1972 but authorisation by Italian Gov-

ernment had been delayed as the supplier had not submitted
the application for authorisation.

Cable was sent on 12th April, 1972 to ISM, London for contacting

suppliers for expediting their application for authorisation to
Italian Government.

Cable was received from ISM, London on 21-4-1972 that required

application had been submitted by suppliers to Ttalian Govern-
ment,

Department of Economic Affairs was requested on 17-5-1972 to
obtain approval of Italian Government expeditiously.

Department of Economic Affairs reminded our Embassy in Rome
on 25-5-1972 for obtaining approval from Italian Government.

Department of Economic Affairs was again requested on 28-6-1972
for expediting approval of Italian Government to the contract.”

2.134. The Committee regret to note that as a result of the delay of
nearly a year in completing the necessary payment formalities for making
purchases against Italian Suppliers Credit (obtainiag approval of the Htalian
Government arranging advance payments to the supplier. opening of Letter
of Credit. etc.) supplies of ammonium sulphate, orders for which had heen
placed on grounds of urgency in September 1971 aad required hy Novem-
ber 1971, could commence only in October 1972, thereby dislocating the
procurement programme. Besides, on account of the Increase in the C&F

*Not vetted in Audit.
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wost of the fertiliser following the considerable increase in the freight rates
in the meanwhile, only 0.32 lakh tonnes as against 0.37 lakh tonnes initially
con.:t‘racted for con!d. be procured, which must have obviously affected avaii-
.ability of. the fertiliser for the country’s agricultural production program-
mes. While the Committee are not unwilling to concede that some of the
delay might be attributable to factors beyond the Indian Government's
control, they cannot, however, help feeling that the time taken for the
completion of the formalities in this case was somewhat abnormal. They
are also of the view (affer an analysis of the chronological sequence of
various events relating to this purchase) that much of the delay could well
have been avoided by more effective coordination between the agencies
involved and better follow-up action, particularly when it was not unknown
that among all credits the Italian credit involved the most cumbersome
procedures in the context of earlier purchases made from Italy, VFor
instance, the Committee find that though the Italian firm’s offer had been
‘accepted on 25 September 1971, the contract was issued by the India Supply
Mission, London, oaly on 17 November 1971, and amendments to the confract
issued respectively on 1 March 1972 and 1 April 1972, There also appears
to have been some dispute over the rate of interest payable which took over
five months to be resolved, It is not clear to the Committee why this ques-
tion could not have been settled in September 1971 itself, when the terms
and conditions of the offer must have presumably been gone into before
acceptance thereof, and why it should have taken nearly two months for
the Department of Economic Affairs to ask the Department of Agriculture,
on 12 November 1971, to *“consider in depth” whether they would agree
to the increased rate of interest of 6 per cent as against 5.8 per cent charged
in the earlier contracts under credit, Action to obtain the Italian Govern-
ment’s approval also appears to have been initiated only as late as ia May
1972 and it required further protracted correspondence between the De-
partments of Agricultore and Econemic Affairs and the Indian Embassy in
Rome before the necessary approval was obtained on 4 July 1972, What
is more surprisiag is the fact that even after all the formalities had heen
completed after a considerable lapse of time, further delay should have
.occurred on account of the Letter of Credit being opened in a wrong bank.

2.135. This case, therefore, underlines the need for streamlining and
rationalising the procedures with a view to eliminating -avoidable delays in
the completion of formalities relating to purchase from abroad. The
Committee note in this comnection that the question of simplification of
procedures in respect of Italian credit was discussed with the officials of
the Department of Economic Affairs on 13 April 1972, who had then advis-
ed that there was no immediate solution to the problem of Italian Suppliers
‘Credit and the meaningful discussions with the Mtalians could he held only
atter the Italian elections in June 1972. They would, therefore, like to know
-whether these discussioas were held subsequently aud if so, what specific
steps were taken in this regard The Committee would also like Government
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to undertake a selective case study of purchases from various countries
with a view to assessing the time taken at various stages from the placing
of the indent to the commencement of supplies and determining what im-
provements could be effected ia the procedure for the processing of purchase
proposals, An attempt should also be made to eliminate all non-essential
stages and to reduce the time taken for processing the proposals at each
stage. The Committee would like to be informed of the measures taken in
pursuance of these recommendations and the improvement actually effected.

(d) Increase in price on account of delayed negotiations
Audit paragraph.

2.136. Against a tender enquiry made in March 1972 for purchase of
0.75 lakh tonnes of urea in free foreign exchange, the prices offered were
$56.80 to $60.50 (f.0.b.) per tonne as compared to the previous purchase
price of $ 46.40 (f.o.b.) in July 1971, Offers for 0.62 lakh tonnes wcre
accepted on 24th April 1972 at $56.80 to $60.50 (f.o.b.) per tonne. At
that time (from 16th April 1972 to S5th May 1972). a dclegation was in
Europe negotiating purchase of urea against credits offered by foreign
Governments. The prices accepted in negotiations in Europe in May 1972
ranged between $57.20 and $ 57.40 (f.o.b.) for 0.83 lakh tonnes. 1t would
be seen that while the minimum of these prices was higher by $0.40 per
tonne than that for free foreign exchange purchase, the maximum price was
lower by as much as § 3.1Q per tonne.

2.137. The Fertiliser Purchase Committee at its meeting held on 6th
May 1972 observed that “the position of supply had changed so fast that a
few wecks’ delay in sending the delegation to Europe had meant among
other things at least a short supply of 30,000 to 40,000 M.T. and an increase
in price by at least $ 1. On account of delay in sending the delegation it
had become necessary to take a decision on the FF.E. (frec foreien ex-
change) tender lest the stocks already depleted with the Agriculture Depart-
ment should reach a dangerously low level. Consequently, a price of S 60.50
(f.0.b.) had to be accepted during the validity of the FF.E. (frce foreign
exchange) tender before the delegation had made much headway in their
tour in Europe. This price proved an inhibiting factor in conducting the
negotiations by the delegation with the suppliers in Europe and the task of
price reduction became all the more difficult on account of this.”

[Paragraph 41 of the Report of the Comptrollcr and Auditor General
of India for the year 1973-74, Union Government (Civil), pp. 105-106,
case (V)]

2.138. The Committee desired to know when thc Department of Agri-
culture had become aware for the first time of the ‘dangerously low levek
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of the stocks of urea’ and whether the Department did not monitor periodi-

«ally the stock position vis-a-vis actual requirements. The representative
of the Department of Agriculture stated in evidence:

. “The purchase relates to Kharif 1972 and Rabi 1972-73. We had
finalised our requirements by November 1971 and communi-
cated it to the Department of Supply in February 1972. As
you will see from the first sentence of the item, the tender
enquiries were made in March 1972. It was not a question
of delay in placing a particular indent, but, after the tender
enquiries were made and the negotiations took place, they said
that there was delay in sending the delegation. Th: indents
were placed sufficiently in time by the Agriculture Ministry.”

2.139. Since the indent in this case had been placed on the Depariment
-of Supply only in February 1972, even though the Fertiliser requirements
for Kharif 1972 and Rabi 1972-73, to which the purchase related, had
been finalised in November 1971 itself, the Committee enquired into the
reasons for the delay of about three months in placing the indent in this
«<ase. In a note, the Department of Agriculture replied:

“The import requirement for Kharif, 1972 and Rabi 1972-73 were
worked out on the 4th Standing Fertiliser Committee mecting
held on 27-10-1971 and the minutes of the meeting forwarded
to the members on 4-11-1971. A copy of the minutes was
endorsed to the Joint Secretary, Department of Economic
Affairs on 6th November 1971. At its meeting held on 7th
December 1971. the Committee of Economic Secretaries felt
that the present situation warranted a fresh assessment of the
fertiliser supply position vis-a-vis demand and that the import
strategy should be worked out carefully. A Working Group
was constituted under Shri ...... for doing this. The Working
Group in its report dated the 13th December 1971 recom-
mended the authorisation of import of fertiliser for 52 million
dollars from Rupee Payment Area and the import of DAP for
5 million dollars from USA. The Committee also recommend-
ed a further review at the end of January 1972, At its meet-
ing held on 28th December 1971. the Committee of Economic
Secretaries approved these recommendations and decided that
the Working Group should immediately reassemble and do
a complete review of demand. Accordingly the Working
Group had three mectings in January 1972 and recommended
the release of foreign exchange of 46 million dollars. Accord-
ingly the Department of Economic Affairs was requested by
the Department of Agriculture on the 4th February 1972 for
anthorisiog the import as decided by the Working Group.”
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2.140. According to the Fertiliser Purchase Committee, which met om:
6 May 1972, on account of the delay in scnding the delegation to Europe
in April-May 1972 for negotiating the purchase of urea against credits, it
had become necessary to take a decision on the free foreign exchange tender
floated in March 1972, lest the stocks already depleted with the Agriculture
Department should reach a dangerously low level. The Committee, there-
fore, desired to know whether the depletion of the stocks could not have
been foreseen. The Committee also desired to know the intervals at which

Government collected data in regard to stocks of fertilisers. In a note, the
Department of Agriculture stated:

“The import requirements for Kharif 1972 and Rabi 1972-73 were:
communicated by this Department to the Department of Eco-
nomic Affairs in November 1971, as follows:

(In lakb tennes)

Season N P K
Kharif 1972 2.25 0.75 .05
Rabi 1972-73 6. 36 3.31 200
TorarL . 8.1

4.00 3.04

Following this, on the 30th December 1971, the Departinent
of Economic Affairs authorised the import of 7.5 lakh tonnes
of urea from Rupee Payment Areas and released foreign ex-
change of $ 47 million for these imports and for the import of
other fertilisers from the RPA. It was further decided that
MMTC should procure at least 3 lakh tonnes out of the above
to reach India before the end of May 1972, Subsvquently.
the Department of Economic Affairs released free torcign cx-
change to the tune of $ 46 million on 4th February 1972
Accordingly, after getting the concurrence of Associated Fin-
ance, the Department of Agriculture requested the Depurtment
of Supply demi-officially on the 15th February 1972 to arrange
for the import of 4 lakh tonnes of urea.

In the meantime, the stocks of fertilisers with the State Govern-
ments were getting depleted and a scries of meetings had bheen
held ty the Department of Agriculture with the MMTC and
Supply Department to get procurement cxpedited. The Sccretary
(Agriculture) also addressed the Sccretary (Supply) and the
Chairman, MMTC, demi-officially on the 22nd February 1972
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bringing to their notice the scarcity of fertilisers developing
in the States and expressing concern about the fertiliser sup-
ply situation. These items were also discussed by the Secretary
(Agriculture) with the Secretary (Supply) and the Chairman,
MMTC in a meeting held on the 6th March 1972. On the
7th March 1972, the MMTC intimated that they would not be
in a position to procure more than 70,000 tonnes of urea by
June 1972 against their earlier indication of 3 lakh tonnes.
The domestic production estimates of nitrogen were down-
graded from 18.2 lakh tonnes of nutrients to 14.05 lakh tcnnes
of nutrients, This figure was later on once again revised down-
ward to 12.3 lakh tonnes of nutrients. These developments
reduced the availability of urea in the country considerably.
The urgency of importing fertilisers was also emphasised by
the Department of Agriculture in the meetings of the Fertiliser
Purchase Committee. In the meeting of the FPC held on the
25th March 1972, recognising the urgency of the require-
ments, the Committee unanimously recommended that a dele-
gation should immediately go to U.K., Europe and Japan for
purchase of fertilisers. The Department of Economic Affairs
was also pressed to release more foreign exchange. Since the
Department of Agriculture was not aware of the possibility
of supplies from RPA failing to a considerable extent before
the 7th of March 1972 and since the Department of Agricul-
ture was not aware of the drastic downward revision in the
domestic production from 18.2 lakh tonnes of nutrients to 14.05
lakh tonnes of nitrogen before December 1971, the shortage
of urea could not have been anticipated earlier,

Six-monthly Zonal Conferences are held twice every year in each of
Zones. The Zonal Conferences for the Kharif season are held
in January and the Zonal Conferences for Rabi season are
held in July. At these Zonal Conferences information is obtain-
ed from the State Governments and the Union Territory
Administrations about the stocks of fertilisers available with
them. Apart from this, information is obtained once a month
regarding the stocks of pool fertilisers available with the Food
Corporation of India, Central Warehousing Corporation, State
Warehousing Corporation and the Indian Potash Ltd. Informa-
mation is also obtained once a month from the domestic
manufacturers regarding the stocks of fertiliser held by them.
Once a quarter the availability position of pool fertilisers is
assessed with reference to the requirements from Pool and
suitable adjustments in the allotments and distribution plz3n
made. This is in addition to the six-monthly assessment of avail-
ability and requirements done at the Zonal Conferences, refer-
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red to above, at which a coordinated supply plap for meeting
the‘ estimated requirements of each State/Union Tezritory,
'takmg into account the domestic production and the estimated
imports is prepared.”

2.141. The Committee enquired into the reasons for the delay in
sending the delegation to Europe. In a note, the Department  of Supply
replied:

“A meeting of the Fertiliser Purchase Committee was called at short
notice on the 25th March, 1972. The Finance Ministry
(Department of Expenditure) was not represented at this meet-
ing. The meeting had been called by Secretary (Supply) at
short notice to consider the strategy to be adopted for making
purchases of fertiliser from the U.K.. Europe and Japan. The
Committee took into account the urgency of the requircments
indicated by Agriculture Department, the limited availability
of foreign exchange and the reported rising trend of prices.
The Committee unanimously recommended that in order to
enter the market before any other major indentor, the best
strategy would be to send a delegation immediately to UK.,
Europe and Japan. In the Committee’s view, past cxpcrience
had shown that better prices and the required quantities could
be obtained only by personal discussion with the producers.
The Committee emphasised the immediate nced for negoti-
ations lest further delay should jeopardise procurement of

fertilisers.

In pursuance of the recommendation of the FPC, proposals for
sending a delegation first to the U.K. und Europe and then to
Japan, were formulated in the Supply Department, and the
approval of Minister (Supply) was obtaincd before sending
the proposals to the Ministry of Finance (Department of
Expenditure) on the 28th March, 1972. Government convey-
ed their decision to the Department of Supply on 13-4-1972,
that a delegation should go to Europe and then to Japun and
the delegation left for Europe on 16th April, 1972."

2.142. This is yet another instance of lack of foresight in planiing for
imports and of failure to initiate timely action for procurement irom abroad
safter taking into account the developments on the domestic as well as on
the imternational fertiliser front. The Committee are perturbed to note that
considershle delay had occurred at various stages in arranging for the imports
of fergilisers to meet the requirements of Kharif 1972 and Rabi 1972-73,
xesuiting W the postponement of purchases tilt the already depleted stocks
had resched “a dangerously low level”. To begin with, the Committee find
st cvem though the fertiliser requirements for Kharif 1972 and Rabi
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1972-73, to which the present purchase of urea related, were finalised on
<th November, 1971 itself and had also been communicated to the Depart-
fuen! of Economic Affairs on 6th November, 1971, it was oaly a month later,
on 7th December, 1971, that a working group was constituied by the Com-
mittee of Economic Secretaries for making a fresh assessment of the ferti-
liser supply position vis-a-vis demand. While on the recommendations of
the working group (13th December, 1971), the Department of Economic
Affairs authorised, on 30th December, 1971, imports of 7.5 lakbs tonnes of
urea from Rupee Payment Areas and released foreign exchange of 47 million
-dollars for these imports as well as imports of other fertilisers from
Rupee Payment Areas and the Minerals and Metals Trading Corporation
was also asked to procure at least 3 lakh tonnes of urea to reach India
before the end of May 1972, it took another six weeks for the release of
free foreign exchange for purchases from General Currency Areas and
placing indents therefor on the Department of Supply. It appears that this
delay was on accouat of the Committee of Economic Secretaries asking
the working group to do a complete review of the demand. However, as
has been pointed out earlier ia Chapter 1 of this Report (vide paragraphs
1.63 and 1.64), the outcome of this elaborate exercise was not very much
-different from the projection made earlicr, in October 1971, by the Stand-
ing Committee on Fertilisers of the Department of Agriculture It is also
seen from the report of this working group, that the import requirements
for 1972-73 had been worked out by the Group on the assumption that
the indigenous production of nitrogenous fertilisers would amount to 14
lakh tonnes of nutrients as estimated by the Department of Fertilisers and
Chemicals even though the Department of Agriculture appear to have
expressed reservations about these estimates. (As against these estimates,
actual indigenous production of nitrogenous fertilisers during 1972-73
amounted to only 10.60 lakh tommes of nutrients). It should have also
been apparent even before 7th March, 1972 when the Minerals and Metals
Trading Corporation formally intimated that they would not be in a posi-
tion to procure more than 70,000 tonmes of urea by June 1972 against the
earlier estimation of 3 lakh tomnes, in view of the fact that though it had
been estimated in December 1971 that 7.5 lakh tonnes of urea would be
available from Rupee Payment Areas, only a quantity of 4.5 lakh tonmes
had been agreed upon in the trade plans actually coacluded. Besides, it
should have been possible, by timely collection of market intelligence, to
anticipate that, on account of adverse weather conditions in Furope in the
beginning of 1972 and the consequent upsurge in demand for fertilisers in
East and West Europe, the quantities actually available in the international
market would be far less than the initial estimates made in this regard

2.143. The Committee are, therefore, of the view that these factors
should have been adequately taken note of and arrangemen.lts mad? o enter
the market as expeditionsly as possible. It is. however, fairly obvious, that
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the developments on the international fertiliser front in the beginning of.
1972 bad wot been properly understood in India and that timely remedial
measures were not taken in the context of the likely shortfalls in the indi-
genous production and in the scheduled imports from Rupee Payment
Areas. That such a situation should have ‘been allowed to develop in spite
of the existence of a high level Fertiliser Purchases Committee for coordi-
natiag imports is regrettable, The Committee would urge the Fertiliser
Purchases Committee to have a firmer grip on the import programme and
assess its progress continuously so that timely remedial action could be
taken in the event of a likely setback to the scheduled imports from any
country on anticipated steep increase in prices or shortfalls in indigenous
production. This case also points to the need for improving the machinery
for the timely collection of market intelligence on production and price
trends in the international market and other factors likely to have an impact
on availability of fertilisers. In this connection, the Committee would iavite
attention to their observations/recommendations contained in paragraphs

2.44 to 2.46 of this Report.

(e) Distress purchase of below-specification NPK

Audit paragraph

2.144. An offer for NPK grade 15-15-15 at $ 65.45 per tonne (c. & {.)
received against a global tender was rejected in May 1972 as technically
unacceptable to the Department of Agriculture in view of moisture content
being 2 per cent instead of 1.5 per cent and only part of the phosphorous
being in water soluble form. A higher offer of $ 73.14 per tonne (c&f)
was therefore, accepted for 0.10 lakh tonnes in May 1972. In July 1972,
however, the Department of Agriculture stated that NPK of the specifica-
tion rejected in May 1972 would be suitable. This revised decision was based
not on any fresh technical consideration but due to shortage of complex
fertilisers (with completely water soluble phosphates) and di-ammonium
phosphate/ammonium phosphate. From market reports prepared by the
India Supply Mission. London, it appears that shortage of phosphatic ferti-
lisers had developed from the middle of 1971, if not earlier. Had, on the
basis of market reports, the decision of July 1972 been taken two months
earlier, the offer of May 1972 could have been accepted and there would
have been saving of $ 86,900 (Rs. 6.52 lakhs approximately).

[Paragraph 41 of the Report of the Comptroller and Auditor General of
India for the year 1973-74, Union Government (Civil), p. 106, case (vi)]

-
’ 4

2.145. The Committee learnt from Audit that with reference to this case,
the Department of Agriculture had stated (February 1975) as follows:

“The import of NPK grade 15—15—15 was made in 1972 to meet
two different purposes. One was for distribution to cultivators.
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through State Governments. The second was for the seeding.
programme of the fertiliser factories. For the first purpose,
this Department has always insisted that from the technical
point of view purchase should be made of NPK 15—15—15
having a moisture content of not more than 1.5 per cent and
having not less than 80 per cent phosphorous in water soluble
form. For the second purpose, the specifications of the NPK
naturally have to correspond to those of the fertiliser proposed
to be manufactured by the fertiliser factories, Accordingly this
department had initially indicated these specifications of the NPK
grade 15—15—15 which included inter alia that the moisture
content should be 1.5 per cent or less and that at least 80 per
cent of the phosphorous should be in a water soluble form.
The fact that a fertiliser of these specifications would cost more
was known to the Department. Nevertheless, preference was
expressed for such fertiliser from the agronomic point of view.
Subsequently, when it was not possible to get fertiliser of such
specifications even by offering a higher price, this Department
had agreed to the purchase of NPK grade 15—15—15 having
a moisture content of 2 per cent and having only 40 per cent
of phosphorous in water soluble form. The fertiliser was,

however, diverted for use as seeding material by the fertiliser
factories.”

2.146. Explaining, at the Committee’s instance, the facts of the case, the
representative of the Department of Agriculture stated:

“The Ministry of Agriculture does not go in for import of NPKs,
because they are dilute fertilisers, except for two reasons. One
is, if it is required for the seeding programme of specific manu-
facturers. Second is. if no other form nitrogenous or phosphatic
fertilisers are available. Even if Urea and DAP are available,
for instance, we would certainly prefer them to NPK. The
first order which we placed was for a seeding programme manu-
facture NPK pgrade 15—15—15 where the solubility of its
P2 O5 was 82 per cent and more, requiting a maximum
moisture content of 1.5 per cent. Therefore, there is no point
in purchasing NPK grade for a seeding programme with lower
water solubility because it will not approximate to the product
which they propose to manufacture. Since they could not get
it for the lower price, we had to take the higher-priced NPK
of the same grade, but with higher water solubility of P* O3
because it was meant for a secding programme manufacturer.
In the second half of 1972, a situation developed where the
nitrogenous and phosphatic fertilisers became more difficult to
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obtain and we had also received demands from State Govern-
ments saying that they will take dilute fertilisers. We had also
asked them and they were willing to take dilute fertilisers and
they were willing to take NPK with lower water solubility of
P? O because they had nothing else. So, we had stated that
we would be accepting the same grade which we had earlier
rejected because that was for a seeding manufacturer.”

2.147. The Committee learnt from Audit that the producers of
‘phosphatic fertilisers, which had been generally available in recent years
‘under a pricing policy, had increased the prices of the these fertilisers from
the middle of 1971. For instance, the US export prices for super-phosphate
had been raised from 40 dollars per tonne in May 1971 to 77 dollars per
tonne by the end of the third quarter of 1972. When asked in this context
‘whether Government were not aware of the shortage of phosphatic fertilisers
in the world market when the lower offer was rejected in May 1972 and
whether the decision subsequently taken in July 1972 was not applicable
to NPK for use in agriculture, the representative of the Department of
.Agriculture stated:

“In May 1972, we were not aware of the difficulty in obtaining the
higher analysis nitrogen.”

She added:
“Prior to May 1972, we had no necd for this fertiliser for general
purposes. . ... The situation was that we werc getting whatever

fertiliser was wanted. After May 1972, we were not able to get.
After that, there was an offer saying that that was the only
available material and we agreed to take that one.”

2.148. The Committee are concerned to mote that in this case after
“having rejected in May 1972 an offer for NPK grade 15-15-15 at 64.45
-dollars per tonne (C&F) on the ground that its moisture content was 2 per
cent instead of the stipulated 1.5 per cent and only part of the phosphorus
was in water soluble form (which, thercfore, made it unsuitable for the
-seeding programme for which it was required). a revised decision had heen
taken only two months later, in July 1972, not on any fresh technical con-
sideration but on account of shortage of fertilisers, to accept NPK of the
specification rejected earlier for distribution to the cultivators for general
agricultural purposes, and that the postponement of this purchase resulfed
in an extra expenditure of 86,900 dollars (about Rs. 6.52 Jakhs). Explain-
ing the reasons for mot accepting this fertiliser in May 1972, the Depart-
ment of Agriculture have stated that NPK fertilisers were not normally
imported, on account of their being dilute fertilisers, unless they were
required for the seeding programme of specific manufacturers or when other
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higher analysis vatieties of introgenows antd phosphatic fertilisers (e.g. urea,.
di-ammonium phosphate, etc.) were available and that in the instint case,.
they were not aware in May 1972 of the difficulty in obtaining higher
analysis fertilisers. According to the Department, a situation developed in
the second half of 1972, when the availdbility of nitrogenous and phos-
phatic fertilisers had become more difficult and whatever fertiliser was
available had to be accepted after consulting the State Governments to
meet their demands

2.149. The Committee, however, find that the market reports received
from the India Supply Mission, London, had indicated that shoriages of
phosphatic fertilisers had begua to develop from the middie of 1971 itself,
if not earlier and that their prices in the international market were also-
known to be on the increase. It would also appear from the discussions in
the preceding section of this Report, relating to the purchase of urea in
the beginning of 1972, that the Department of Agriculture had been aware
in February 1972 itself, if not earlier, that the stocks of fertilisers with
the State Governmeats were getting depleted and a scarcity situation was
developing. Besides, on 7 March 1972, it was known to the Department
that there would be a heavy shortfall in imports from the East European
countries by the Minerals and Metals Trading Corporation and that alter-
nate arrangements would, therefore, have to be made. 1a these circum-
stances, the Committee are unable to accept the Department’s contention
and are of the view that prudent use had not been made of the information
already available with the Department and adequate steps had not been
taken to regulate imports in the best interest of the couatry. They are inclined
to take 1 serious view of this failure and would urge fixation of respon-
sthility therefor.

(f) Pavment of higher prices for credit purchases.
Audit paragraph

2.150. A contract for 0.25 lakh tonnes of NPK grade 15—15—15
against a foreign loan was executed in May 1972 at § 79.80 (c & f) per tonne
for half the quantity to be shipped in July 1972 and § 84.75 (c & f) per tonne
for the remaining half to be shipped in August 1972, 1In a contract, executed
in June 1972, for purchase of 0.10 lakh tonnes NPK of th= same grade
against free foreign exchange, the rate accepted was $73.13 (¢ & f) per
tonne for delivery in June and July 1972, Thus. the price paid for the loan
financed purchase was very much higher than that paid for in free foreien
exchange. The Department of Supply stated (January 1975) that the
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purchase at higher rate against credit had to be made for meeting urgent
requirements,

\

[Paragraph 41 of the Report of the Comptroller and Auditor General
-of India for the year 1973-74, Union Government (Civil), p. 106, case

(vii)].

2.151. The Committee were informed by Audit in this connection that
the entire quantity due for delivery in July and August 1972 was actually
shipped only in September 1972 and that the Department of Supply had
.stated (January 1975) as foliows:

119
.

...it is correct that under the Credit, contract was at a higher

price but....purchase had to be approved by the Fertiliser
Purchase Committee as the Agriculture Ministry insisted on the
purchase being made to meet their urgent requirements. This
point, therefore, does not concern Department of Supply. At
the time of placing the contract it could not be foreseen that
material would not be shipped in terms of the contract.”

) 2.152. The explanation furnished in this regard by the Department of
-Agriculture to Audit, in February 1975, was as follows:

(24

. .after considering the availability of fertilisers in foreign countries

and after taking into account the requirements of the fertiliser
factories in the country for their seeding programmes, it was
decided to import 1.22.000 tonnes of N.P. & K of various
grades. Out of this, 35.000 tonnes were required for the seeding
programme of FACT. which was expanding its capacity with
the assistance of a loan from the World Bank. Under the
terms of the loan, the FACT was under obligation to carry out
the seeding programme to establish a market for the fertiliser
proposed to be manufactured by them. This fertiliser was to be
made available in June 1972 and July 1972 so as to enable its
use by the cultivators during the kharif 1972 season. A firm

* demand for this amount of fertiliser could not be placed before

the 14th March 1972 since an additional foreign exchange of
$ 15 million was made available only on that date, owing to very
tight foreign exchange situation. The requirement for import of
the fertiliser for the seeding programme of the FACT was also
of an urgent and pressing nature in view of the obligation of the
factory to the World Bank. Accordingly, this Department
requested for the early action for the supply of the fertilisers
in the months of June and July through letter dated the 14th
March 1972 addressed to the Department of Supply. At the
time the request for the fertiliser was made, it was not and it
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could not have been anticipated that the shipments and delivery
would be delayed. Hence the fact that the fertiliser was shipped
only in September 1972 would be irrelevant to the consideration
of the issue whether the requirement was wurgent or not.
Nevertheless, the fertiliser was put to use for the seeding
programme of the factory during the rabi 1972-73 season.”

2.153. Since it had been stated by the Department of Agriculture that
part of the quantity represented the requirement of FACT for its seeding
programme which was of an urgent and pressing nature, the Committee
desired to know when the Department had come to know of this requirement
‘of FACT. In a note, the Department informed the Committee that FACT

had intimated their requirements of seeding material for the year 1972-73
on 21 July 1971.

2.154. To another question as to why the planning of the demand
could not be done well in advance so as to avoid a situation where Govern-

ment had to pay a higher price on the plea of urgency, the Department
‘replied:

“The agronomic requirements of fertiliser for the Kharif 1972, as
worked out by this Department were as follows:

N .. 8.15 lakh tonnes
P .. 2.70 lakh tonnes
K .. 1.54 lakh tonnes.

Taking into account the closing stock and indigenous production,
this Department was required to jmport 2.25 lakh tonnes of
N and 0.75 lakh tonnes of P, O for Kharif 1972.  Against
this. the Derartment of FEconomic Affairs agreed to make
available foreign exchange only for purchase of 3 lakh tonnes
of Urea from Rupee Payment area and $5 million in free
foreign exchange to meet our requircments of P, O _ for
Kharif 1972. Keeping in view the limited availability of
foreign exchange, it was decided to import DAP in preference
to NPK complex fertilisers because of the following reasons:

(i) As DAP was required by the State Governments for their
production programme and NPK by indigenous manufacturers
for their seeding programme_ a decision was taken to prefer
the import of DAP which was required by the State Govern-
ments for their production programme.

(ii) The seeding manufacturers were only trying to popularise
certain products which could wait for some time till foreign
exchange availability ceased.
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(iii) In terms of ecomomics, per unit price of nutrient in DAP
was lower than in NPK complex fertiliser.

The foreign exchange of $ 46 million released by the Ministry of
Finance (Department of Economic Affairs) on 31st January
1972 for meeting the requirements of Rabi 1972-73 was not
considered sufficient by this Department to import our full
requirements. The matter was, therefore, taken up with the
Department of Economic Affairs on S5th Fabruary, 1972 for
making available additional foreign exchange. Simultancously
M/s. FACT was also informed on 3rd February, 1972 that it
was not possible for this Department to import their seeding
requirements unless additional funds were made available either
by the World Bank or by the Ministry of Finance (Department
of Economic Affairs).

*The Ministry of Finance, however, reconsidered the position and
informed this Department on 11th February, 1972 that the
seeding material requirements of M/s. FACT had to be accom-
modated from within the foreign exchange allocation already
made to this Department. This matter was again considered
in detail in this Department and it was finally decided and
communicated to the Department of Supply on 14th March,
1972 to purchase 47,000 MTs of comrlex feriiliser with free
foreign exchange and 75.000 MTs under CID. loan which
included 27.000 MTs and 25.000 MTs respectively of com-
plexes for meeting the seeding requirements of M’s. FACT.

From the above, it will be observed that this Department was not
initially in favour of importing NPK complex fertilisers duec to
limited allocation of foreign exchange made available by the
Ministry of Finance (Department of Economic Affairs) even
though this Department was aware of the sceding requirements
of various manufacturers. It was possible for this Department
to include certain quantity of NPKs in our revised import pro-
gramme when additional foreign exchange was made available
by the Ministry of Finance (Department of Economic Affairs).”

2.155. Explaining. during evidence, the circumstances in which the
purchase at higher prices had been made. the representative of the Depart-

ment of Agriculture stated:

“The FACT communicated its requirement in December. But at that
time we did not have enough foreign exchange and the purchase

*Not vetted in Audit.
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of the NPK fertiliser had to be made by reducing the foreign
exchange in the case of other aclivities. So, we did not go in
for the seeding programme of the fertiliser. After that,. they
released additional foreign exchange for this purpose. After

getting it, we had intimated that there was no need to purchase
that.”

She added:

“It was meant for the seeding programme for the kharif. But the
shipment arrived much later and therefore it was put to use for
the seeding programme during the rabi.”

2.156. Since it had been stated that when additional foreign exchange
was subsequently relcased for the purpose of purchasing fertilisers for the
seeding programme of FACT, the Agriculture Department had intimated that
there was no need to go in for the credit purchase of NPK. the Committee
enquired into the action taken by the Dopartment of Supply on receipt of
this information. 1In reply, tha: Department furnished to the Committee
a copy of the letter dated 4th November 1975 from the Department of
Agriculturc which, according to the former, ‘explained what exactly the
Agriculture Department had said in 1972, which is reproduced in Appendix
1X.

2.157. In view of the fact that this particular case appeared to indicate
that higher prices had to be paid for credit purchases, the Committee desired
to know the Government’s cxperience in this regard. The represcntative
of the Department of Supply stated in evidence:

“Generally, by and large, there is not much difference in prices
between purchases made on credit basis and those on regular
payment of foreign exchange. But this example quoted here
is one peculiar instance in which the utilisation of credit did
result in a higher price.>

The Chairman of the Minerals and Metals Trading Corporation stated in
this connection:

“Our own cxperience in MMTC is that we make many credit pur~
chases, but they are not suppllers’ credit, they are mainly
government to government credit like the Yen Credit or the
CID. which is a Canadian credit. Our own experience is that
there has been absolutely no difference in pricing because it is
credit. We arec buying nickel from Canada on producer price
which is the lowest, and if CID. credit is available. we debit
it to that credit. It has no influence directly upon the pricing

2434 1S—13.
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pattera. In USAID this element was there, but we have not
noticed this in Yen Credit or in the Canadian Credit.”

2.158. The Committee thereupon drew attention to this particular case
commented upon by Audit and desired to know the reaction of the witness
who replied:

“This is a good case in point. I was only speaking from my experi-
ence of items other than fertilisers. I would not be able to
comment on fertiliser prices. But there is one thing. I would
say that, in case we find there is such a difference in price, if we
bave the bargaining strength which we reckon on with buffer
stock and with our non-unxiety to buy it at any cost, we can
hold out and say that we will not buy. In the long-term contract
also, conclusion of price every six months or even three months
is an essential provision of the contract, and if the price is high
in comparison to free foreign exchange, there is no obligation
to buy.”

'2.159. The Committee enquired into the position in this regard in so
far as purchase of equipment for fertiliser plants were concerned and asked
whether it was a fact that sometimes arbitrary prices were charged by the
suppliers of equipment against credit-tied purchases, particularly the western
cartels, the price differential being 80 to 100 per cent more as compared
to the prices charged for free foreign exchange purchases. The Secretary,
Department of Fertilisers and Chemicals replied in evidence:

“We have to make a qualitative difference between purchase of ferti-
liser and purchase of fertiliser equipment. Fertiliser, as such,
is an internationally traded commodity; fertilisers are standard
products coming out of the fertiliser plants all over the world;
for example, the urea preduced in India does not differ in any
way from the urea produced in Western Europe or USA.
Therefore, there is such a thing as international selling prices for
fertilisers. It is, therefore, possible—and I do support what
Mr. ... .says—to check at anv given point of time whether the
prices being quoted by a particular source of credit are ruling
above the international prices or not. But in the case of ferti-
liser equipment, the situation is slightly different. We do not
have such a thing as standard equipment produced for fertiliser
plants. We have diverse technologies, diverse sources of equip-
ment, some of these are proprietary equipments, some ticd up
with brand names and reputations and, therefore. one cannot
ab initio say that things are strictly comparable. What we have
been urging on Government is this that when we put up fertiliser



171

plants, if we have free foreign exchange we have emormous !
flexibility in choosing the kind of technology we want and the
equipment which suits that technology and also in selecting the
producers and suppliers whose order book position enables
them to deliver faster to us. This helps to put together a
package of equipment which is relevant to the kind of techno-
logy selected and helps us to select from the sources which can
deliver the fastest. It is for this reason that we did experience
some difficulties when we were told that we had to plan a plant
based on equipment to be purchased entirely from the UK.
or France or Germany. 1 believe the Ministry of Finance,.
Department of Economic Affairs, has now recognised this and
we are today getting for more flexibility in the matter of choice
of foreign exchange. We also pay for engineering services
apart from the equipment.

Secondly, we did go through a period when for very good reasons
the Department of Economic Affairs, which was negotiating
various loans and credits, often had to change the package
to us. In the case of planning of fertiliser projects, even at
the planning stage there is quite a time gap i deciding the
kind of fertiliser plant you want and the basis of the technology.
If you are told that it is tied to a particular source, you make
your adjustments. If after a few months this is changed, you
begin all over again and this was the intention of the comments
we have made that the sources are changed. Since it is not a
standard item, I repeat that you cannot merely switch on to
another country for buying identical goods. You may have to
change your entire concept of the technology and the process
which you are contemplating in that particular project,

2.160. In a note furnished to the Committee subsequently in this regard,
the Department stated:

“Adequate data is not presently available on the basis of which &
definitive conclusion could be taken on the issue that pur-
chase of fertiliser equipment against suppliers’ credit is consi-
derably more expensive than against free foreign exchange,
and that the price differential could be anything between 60
per cent to 100 per cent. However, if the Committee so
desires. a detailed study would be commissioned to go into
this matter in all its aspects.” .

2.161. In this connection, the Committec drew attention to certain press
reports that in one case of purchase of equipment against credit. the price
differential was as high as 800 per cent and desired to know the factual
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position in this regard. The Secretary, Department. of Fertilisers & Chemi-
cals stated in evidence:

“I doubt the validity of the story that in one case there was an
800 per cent higher cost. This sounds too extraordinary.
There have been some cases where higher amounts have been
paid.

In recent discussions with Economic Affairs they have indicated
to us that even if we pay rates which arc marginally or re-
asonably higher, they would still prefer a tied credit because
of the overall foreign exchange position. As to what exactly
is a reasonably higher price or marginally high price, we
decide on the merits of each individual case. I must men-
tion that in our committce Economic Affairs is represented.

Secondly, we are trving out a specific experiment now which, 1
think, will bring this to a very sharp focus. In the case of
the Trombay V which project now going through, we have
issued an invitation to tender on a dual basis. We have asked
the tenderers in Western Europe and America to give us two
alternat've tenders; one based on availabilitvy of free foreign
exchange and the other based on tied credits from France
and UK. Now we are going to get these tenders opend in a
few months’ time. Normally wec give three months’ time for
bidding: they ure fairly complicated. But this is the very
first time, to my knowledge, that we have asked bidders to
give alternative tenders which will throw an immediate light
on whether the package based on tied credit is in fact sub-
stantially higher-priced than the other. We still maintain
with the full support of Economic Affairs that if it is marginally
higher, we would still prefer to go in for the tied credit
because of the country's foreign exchange position.”

2.162. The Committee desired to know whether the full implications
of credit purchases had been examined by Government with a view  to
ensuring that the country was not a loser in the process. In a note furnish-
ed in this connection, in consultation with the Ministry of Finance, the

Department of Supply stated:

“It is easier to make purchase out of free foreign exchange as the
procedure involved is the simplest. But the resources being
limited the Government has to resort to purchases under cre~
dit. For any particular import the first priority is given
to purchase under credit available or under Rupee Payment
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arrangements. In case it is not possible to adopt any of these
two courses, Ministry of Finance sanctions funds under FFE.
The purchase of fertilisers, voluminous as it is, involves huge
amounts of foreign exchange. To meet it, judicious mixture
of credil, rupeec payment arrangements and free foreign ex-
change is employed, after, of course, striking a balance between

optimum procurement and tho Jeast strain on resources of ther
Government.

Except in the case of West Germany, Swedish, IDA and USAID

credits generally under most of the credit the procurement is
confined to the source country. There is no doubt that Global
Tender under FFE may result in an advantageous purchase
from the point of view of prices. Nevertheless, the constraint
on its availability necessitates confining the purchase to a single
source and thereby utilising the credit allocation availabie from
that country. Should such a course not be adopted and FFE is
made available for the purchase the result wou'd be non-uti-
lisation of credits as well as straining the resources of the
Government. Although the credit financing may involve pay-
ment of a slightly higher prices yet the differential generally
is marginally taking into account the terms of the credit which
is repayable by the Government over a period of time.

In the case of purchase of items like equipments some difference

The

in price may be there depending upon source to source and
various other reasons. On the other hand our cxperience re-
veals that in case of commoditics like fertilisers, foodgrains,
news prints etc., a certain international price level is maintain-
ed and it is a rare experience to find the price of a commodity
in a particular country at point of time above the international
level more than marginally.

rates in different countries gencrally tend to conform to a level
of international price prevailing at a particular period. The
marginal variations may of course be there. Normally, the
source of financing does not effect the purchase. Fortunately,
the instances where the variation in price was not marginal
have been very few. But when the soft terms of the credits are
taken into account vis-a-vis FFE, the differential is not much
and it cannot be said to have resulted in a loss to the Govern-
ment. Moreover, even in such cases it is possible that the
price may not have been lower, had the purchase been made
against FFE (if available) instead of credits. Government does
bear in mind the possible price differential in making purchases
and where, for any reason substantial variation is found, neces-
sary steps are always taken to ensure that we are not the
ultimate losers. ‘
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In the case of imports from RPA countries a position similar to
that of imports under credits, holds good. In this case there
is a separate trading and payment arrangements, Here also,
while there is generally a common level of prices, even if there
is any increase in the case of one country, it gets normally
adjusted as a result of the increase in our exports to balance
the trade. Therefore, no ultimate loss is involved.

As far as para (vii) of the Audit Report is concerned it may be
stated that it refers to purchases of NPK made in May 1972; one
under the Canadian Credit and the other under FFE. The
Canadian Credit is being extended to the Government of India
on the softest terms possible and contains a grant element of
as much as 92 per cent, Considering the terms of this credit
and the small price differential in the subject case it cannot be
said that we had paid a considerably higher price. In other
words the difference in price in this instance is only apparent
and n6t real. Moreover, it became necessary to pay higher
prices under Canadian Credit as the Department of Agriculture
stated that their requirements were urgent. This point was taken
note of by the FPC in their meeting on 9-5-1972. In this con-
nection, an extract from the minutes of the FPC meeting
held on 9-5-1972 is reproduced below:

‘FA had strongly advised against purchasing the second lot of
10,000 tonnes plus 25 per cent from MDPC/ICEC/ESSO
for delivery in August 1972 on the ground that the price
quoted was very high, viz. Canadian Dollars 74.75 FOB,
which was substantially higher than their price for delivery
in the first lot in July 1972, and the payment of such a high
price likely to have adverse effect on future purchases. The
representative of the Department of Agriculture, however,
contended that the purchases were of a very urgent require-
ment and they could not forego this purchase merely on
price consideration. In that context, the Committec had
agreed to this purchase’”

2.163. The Committee observe that though the Fertilisers and Chemicals
Ltd., Travancore, had intimated their requirements of seeding material for
the year 1972-73 as early as on 21 July 1971 and the material was also

required for use during the Kharif 1972 season, a firm demand for the
purchase of NPK grade 15-15-15 for the purpose had been placed ofnly
nine months later on 14 March 1972, owing to the “very tight foreign
exchange situation” 4t that time and the consequent necessity fo give pre-
ference fAirst to the imports of fertilisers required by the State Governments
for thele agricultural production programmes. As a result of this delay,
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apart from paying higher prices for the purchase subsequently on the
ground that the requirement of FACT was “also of an urgent and pressing
nature” in view of the factory’s obligation to the World Bank, the fertiliser
could also be shipped only in September 1972 (although it was required in
June and July 1972) and could be put to use for the seeding programme
of the factory only during the Rabi 1972-73 season. Since the require-
ment of FACT had admittedly been intimated in July 1971 itself and its
urgency should also have been known by then, it is not clear to the Com-
mittee why by proper planning this requirement could not have been included
in the import programme for 1970-71, when availability of fertilisers was
comparatively easier and prices were also lower. The Committee find in
this context, from the information furnished in this regard by the Depart-
ment of Supply that considerable quantities of NPK fertilisers had, in fact,
been ordered during November 1971 at prices ranging between 72.15
dollars and 73.14 dollars (C&F) and they would, therefore, seek a more
specific clarification in this regard. The delay of over a month between
11 February 1972, when the Department of Economic Affairs informed
the Department of Agriculture that the seeding material requirements of
FACT should be accommodated within the foreign exchange allocations
already made, and 14 March 1972, when the firm demand was placed on
the Department of Supply, also needs to be explained more satisfactorily.

2.164. This particular case also appears to indicate that higher prices
have to be paid for purchase financed out of loans as compared with the
prices paid for purchases in free foreign exchange, Though the Departinent
of Supply have informed the Committee in this connection that gencrally,
hy and large, there was not much difference in prices between purchases
made on credit and those in free foreign exchange, they have, however,
added that while most of the credit purchases’ were confined to the source
country, there was no doubt that a global tender under free foreign exchange
might result in an advantageous purchase from the point of view of prices.
A similar position also appears to hold good in respect of purchases of ferti-
liser plant equipment and the Committee understand that there have been
some cases where higher amounts have been paid for credit purchases, It
has, however, been brought to the Committee’s notice that even if prices
which are marginally or reasonably higher have to be paid for credit pur-
chases, Govermnment would still prefer purchases against tied credit om
account of the meed to conserve the country’s scarce foreign exchange
resources and that while Government bears in mind the possible price diffe-
rential in making purchases against credit and in free foreign exchange,
necessary steps are always taken, when for any reason substantial variation
is found, to ensure that the country was not a loser in the process. While
the Committee mote that assurance given in this connection that the decision
whether a particular purchase should be made against credit or in free
Toreign exchange was taken after considering the merits of each individual
case and that in planning fur the vurchases of fertilisers, lnvolving as it
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does large amounts of foreign exchange, a “judicious mixture” of credits,
rupee payment arrangements and free foreign exchange was employed after
striking a balance between optimum procurement and the least strain om
Go.vcmment’s resources, they mevertheless feel that a critical study of the
entire question, in all its aspects, with particular reference to the preseat
comfortable position of foreign exchange reserves so as to cffect the desired
improvements should be under(aken in the purchase strategy in the broader
nafional interest. The Committee would like to be informed of the action
taken in purswance of this recommendation within three months,

2.165. The Committce are informed that as a specific experiment
traders for the supply of plant and equipment for the Trombay V project
have been invited on a dual basis, one based on the availabilitv of free
foreign exchange and the other based on tied credits fiom Franve and UK
which would indicate whether the package based «a tied credit was in
fact substantially higher-priced than the other. They would like to be
apprised of the outcome of this experiment as well as the conclusions
drawn by Government therefrom.

2.166. The present case of purchase of NPK commented upon by Audit
as well as the preceding two cases of purchase of urea and NP also appear
to indicate that the present system in which tenders/enquiries are floated
periodically after every few weeks has not led to imports on an assured basis
and at the meost economic prices, The Committee need hardly point out
that India being the single largest buyer of fertilisers in the World market,
it should be possible to devise most suitable import arrangements, after
careful study, which would ensure timely imports at most competitive prices
of fertilisers of the requisite queatity and chemical properties,. The Com-
mittee wounld like to be informed of the action taken,

2.167. The Committee have also been informed by the Chairman of the
Minerals and Metals Trading Corporation that there was indication of
tremendous possibilities of imports from the East Furopean conntrics and
that long-term purchases could be made from them uader S-year trade
plans. It should be possible to persuade producers/suppliers in the General
Currency Areas also to have the similar long-term arrangemants in the
interest of ensuring that imports are made on an assured basis and at the
most competitive prices for meeting the country’s fertiliser requnirements

adequately and in time,
(g) Purcha:e by tender as well as negotiations

Audit paragraph

(i) 2.168. Tenders for 0.50 lakh tonnes of di-ammonium phosphate
werc invited in July 1972. The rates offcred were between $ 10350 to
$ 122.50 per tonne (c&f). In August 1972 orders were placed for 0.31
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lakh tonnes at the lowest rate of $ 103.50 per tonne (c&f). The Fertiliser
Purchase Committee decided on 17th August 1972 that negotiations should
be conducted with other tenderers for reducing the prices for purchase of
the balance quantity. According to the tender notice, the total quantity could
be increased by 25 per cent, i.e., in all about 0.63 lakh tonnes could be
purchased. In other words, the maximum to bc purchased by negotiations
was 0.32 lakh tomnnes. During negotiations in which the tenderers were
represented by their Indian agents, in addition to revised offers against the
origipal quotations, some of the agents also submitted new offers, One
firm that had not quoted against the original tender enquiry also participat-
ed in the negotiations, During the meeting of the Fertiliser Purchase Com-
mittee held on 29th August 1972, the representative of the Department of
Agriculture stated that it had been indicaled carlier that one lakh tonnes
should be purchased, but the Department of Agriculture would be happy if
further additional quantities could be purchased. After negotiations, 2.44
lakh tonnes more were purchased at rates between $ 105.25 to § 111.50
per tonne (c&f) as against the maximum of 0.32 lakh tonnes which could
be purchased by negotiations.

[Paragraph 41 of the Report of the Comptroller and Auditor General
of India for the year 1973-74, Union Government (Civil), pp. 106-107,
case (viii)]

Audit paragraph

(ii) 2.:69. Tenders for di-ammonium phosphate were invited in
January, 1973 with the stipulation that on receipt of the offers Government
would, if necessary, enter into negotiations. Why this stipulation was made
is not easy to understand. Further, neither the quantity nor the period of
delivery was mentioned in the tender. The prices quoted were considered
to bc high. The Director General, India Supply Mission, Wa’%hington,
stated (January 1973) that. since the tender had indicated the possibility of
post-tender negotiations, the supplicrs would have kept a cushion in their
prices. Onc of the members of the Fertiliser Purchase Committee stated
before that Committec during discussions of the purchase proposal on 13th
March, 1973 that, according to information obtained by him during his
recent visit to U.S.A., the tenderers had kept a cushion. of $3 to $4 per
tonne in helr quotations and that it should be possible to get reduction to
that extent. Against a tender flonted by another foreign country about that
time (February 1973) prices quoted were between $99.50 to $106.28
per tonne.  As a result of necgotiations, contracts for 2.63 lakh tonnes
were cxecu’xd in March, 1973, at the rates of $ 101.75 to $ 104.50 (fo.b)
per tonnc with suppliers who had quoted earlier $102.00 to $ 109.80
(f.o.b.) per tonne. ®

[Paragraph 41 of the Report of the Comptrolier and Auditor Genaral
of India for the vear 1973-74, Un’'on Government (Civil), p. 107, cas2 (ix)]
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2.170. With reference to the first case of purchase of di-ammonium
phosphate in August, 1972 the Committee were informed by Audit that the
Department of Supply had stated (January 1975) as follows:

“As against tenders invited for 0.50 lakh tonnes in July 1972 prices

received ranged between $ 103.50 to $122.50 per MT, C&F.
Against this tender. . . .orders were placed for 0.31 lakh tonnes
at the lowest rate of $ 103.50 per tonne and subsequently a
quantity of 2.50 lakh tonnes was purchased at the rates ranging
from $105.45 to 111.50. It is correct that the tenders were
issued for a quantity of 50,000 tonnes of di-ammonium
phosphate and 50,000 tonnes of Ammonium phosphate with an
option to buy an additional quantity of 25 per cent in July 1972,
But this large quantity was brought on the basis of negotiations
within the ceilings prescribed by the FPC. It became necssary
to buy such a large quantity as in the meeting of the FPC held
on 29th August, 1972, the representative of Agriculture had
indicated the requircment of the Department of Agriculture as
3 lakh tonnes. This purchase was even justified as the sub-
sequent purchase was made at higher price. The industry
knew that the Indian delegation was negotiating for the purchase
of these items and jt was difficult to imagine that any suppliers
who had any quantity to offer would not have come forth with
the same.”

‘The Department had further stated:

“It is correct that some of the agents submitted new offers and that

L]

one firm who had not quoted against the original tender had
also participated in the tender. This was evidently to bring
in larger competition. ... It is correct that no uniform date or
time for submission of revised ‘new offer was prescribed.”

2.171. The Committee enquired into the reasons for purchasing an
additional quantity of 2.44 lakh tonnes when the decision taken in the
mecting of the Fertiliser Purchase Committee was only for the coverage of
the balance quantity for which tenders had been called for initially. The
Committee also desired to know the reasons for increasing the quantity during
the period when the tenders were under consideration. The representative
of the Department of Agriculture replied in evidence:

“The Agriculiure Ministry had indicated its import requirements for

Rabi 1972-73 at 4.06 lakh tonnes which amounted to 8.9 lakh
tonnes of ANP. But, because of the very tight foreign exchange
position. only S million was allocated under frec foreign
exchange for purchase of this. This was adcquate for the
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purchase of 0.50 lakh tomnes. Subsequently, the Department
of Economic Affairs authorised the purchase with an option to
buy an additional quantity under free foreign exchange. So,
the total quantity from this subsequent piece-meal allocation
which we-could have purchased came to 2.50 lakh tonnes. So,
this is all against the annual requirement of 8.8 lakh tonnes.
So, at the time when the tender was opened, it was found that
more quantity was available and for this more foreign exchange
was made available. We should be glad to inform you that we
would be happy if more quantity could be purchased.”

The representative of the Department of Supply stated in this context:

a2 o+ et s o

“As regards the planning, she has explained what their demand was

and how it increased. But, as far as the Purchase Committee
is concerned, I will indicate the sequence of events. Tenders
were invited for a quantity of 50,000 tonnes of di-ammonium
phosphate and 50,000 tonnes of Ammonium Phosphate with an
option to buy an additional quantity of 25 per cent. Tenders
were issued on 17th July, 1972 and opened on 8th August,
1972, They were considered by the Fertiliser Purchase Com-
mittee on the 17th August, 1972. The decision was as follows:

‘The Committee then took up for consideration the global tenders

invited for the purchase of Ammonium Phosphate and Di-
Ammonium Phosphate and for urea. It was pointed out by
Shri.......... that the offer for Ammonium Phophate was
considerably higher than the offers received for DAP on the
basis of cost per nutrient. It was, therefore. decided that
while no A.P. should be purchased, a quantity of 100,000
tonnes of DAP might be purchased. The lowest offers for
DAP were from the following three firms which were
accepted:

Name Quantity- FOB C&F
Price
1. M/s. Shaw Wallace/Sheerritt Corden-Canada . 6,000+ 10°, 92700 103°50
& M/ Shsw Wallace/Cominco, Canada . 12,000 92° 00°103° 50
% Mitsubithi/Korea 10,0001 25° g6 2510350

—

These offers would make up a quantity of 31,100 M.T. For the

balance quantity it was decided that in addition to the above
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three suppliers, all the other suppliers may be called for
negotiations and an effort made to persuade them to reduce
the prices to the extent possible’.

This was the decision taken, to buy 1 lakh_tonnes of DAP and,
for that zurpose, to cal! all the tenderers and negotiate with them.
Because the three lowest had alrcady accounted for 31,000 and
odd tonnes, for the balunce it was decided that negotiations
should be held. This was the decision of the Committee.
After that, there was some noting on the file which also 1 would
like to rcad out.

The Fertiliser Purchase Committee in its meecting on 17th August
decided that all the firms which had quoted against tenders
should be asked to come for negotiations, The negotiations
were conducted with all the firms on 28th August. The results
of the ncgotiations were discussed in  the meeting on 29th
August 1972 when the Committee decided that the offers
received upto the price of 111.50 dollars ¢ & f should be
accepted.

At the same meeting of the Committee, the representatives of the
Department of Agriculture agreed that they would have no
objection to the purchase of more quantities than 1 lakh tonnes
which they had decided to purchasc earlier.

The representative of the De:zartment of Agriculture also confirmed
that although in the tender they had asked for deliveries upto
February 1973, they would have no objection if the deliveries
were extended further by 2-3 months.

Then, there is the list of offers received within the ceiling of 111.50
dollars. After discussion, this was an interim sort of note put
up to the Secretary and seen by the Financial Adviser.”

A note subscquently furnished in this regard by the Department of Supply
is reproduced below:

“Tenders were invited for purchase of 50,000 MT of Ammoniun
Phosphate and 50.000 MT of DAP. However. after opening
of tenders, the FPC in their meeting on 17th August, 1972 had
decided that while no Ammonium Phosphate be purchased, a
quantity of 100,000 tonnes of DAP might be purchased as ‘it
was pointed out by Department of Agriculture that offer for
Ammonium Phosphate was considcrably higher than the offers
received for DAP on the basis of cost per nutrient. Tt was
decided by the FPC that the threc lowest offers for DAP for
a total quantity of 31,100 MT be accepted and for the balance
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- quantity in addition to these three suppliers, all the other
suppliers may be called for megotiations and an effort made
to persuade them to reduce the prices to the extent possible.
The decision of the FPC to ‘purchase balance quantity by
negotiations’ pertained to the balance quantity of 68,900 MT
i.e. one lakh MT minus 31,100 MT covered on lowest tenderers,
and not to 0.32 lakh MT. Later, at the FPC meeting held on
29th August, 1972 (para 6) the representative of the Depart-
ment of Agriculture stated that any additional quantity over
one lakh MT earlier indicated by them would be welcome and
that for this purpose deliveries could, if necessary, be extended
beyond February 1973 which had been indicated in the tender
notice. A requirement of 3 lakh MT was also mentioned, vide
para 3 of the minutes of the FPC meeting of 29th August, 1972,
The Department of Agriculture later, vide D.O. dated 13th
September, 1972 indicated that they rcquired 8 lakh MT of
DAP 10 be shipped by September 1973, at the latest. Thus
the actual requirements progressively increased. and the quantity
ultimately purchased in fact fell short of the 8 lakh MT which
was indicated by Agriculture Department in September 1972.%

2.172. At the instance of the Committee, the Department of Supply
have furnished a statement showing details of the firms, quantity ordered,
rates originally quoted, rates accepted as a result of negotiations, dates on
which orders were placed. delivery schedule stipulated and dates on which
actual deliveries effected (specifying the quantity) relating to the purchase of
di-ammonium phosphate during August-September, 1972, The statement
is at Appendix X,

2.173. As regards contracts exccuted by negotiations for purchase of
2.63 lakh ionnes of di-ammonium phosphate in March, 1973 at rates
varving between 101.75 and 104.50 dollars per tonne (f.0.b.) with suppliers
who had quoted carlier 102.00 to 109.80 dollars per tonne (f.0.b.), the
Department of Supply has furnished a statement giving details of firms,
quantity ordered from each of them. rates originally quoted, rate accerted
finally as a result of negotiations, date(s) on which orders were placed,
delivery schedule stipulated and actual deliveries effected, specifving the
quantity in respect of this purchase (Appendix XI).

2.174. At the instance of the Committee, the Department of Suppiy
furnished the relevant extracts of the minutes of the meeting of the FPC
held on 17th August, 1972 and 29th August 1972 relating to this purchase
as well as the extracts of the relevant notes in the Department’s files referred
to during evidence, which arc reproduced in Appendix XII. The Committee
found from the Department’s Note dated Ist September 1972, that including
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the quantity of 31,100 tonnes accepted earlier on 17th August, 1972, a total
quantity of 1,15,100 tonnes was proposed to be purchased as a result of the
subsequent negotiations. A further quantity of 32,000 tonnes (15,000
tonnes at 110.24 dollars per tonne C&F and 17,000 tonnes at 110 dollars
per tonne (C&F) had also been accepted subsequently on 2 September 1972
as these offers were within the ceiling of 111.50 dollars per tonne C&F
agreed to by the Fertiliser Purchases Committee and had been received
within the validity period of the tender. The Committee also found frome
the information furnished separately by the Department of Supply that
further quantities of 75,750 tonnes (at prices ranging between 106.75 to
111.50 dollars. per tonne C&F) and 55,000 tonnes (at prices ranging
between 110.00 to 111.50 dollars per tonne C&F) had also been ordered
in September 1972, to be shipped respectively during Septerber 1972 to
March 1973 and September 1972 to January 1973. Thus, in all a total
quantity of 2.82 lakh tonnes of di-ammonium phosphate appears to have
been ordered in August-September. 1972. According to the information
furnished to the Committee by the Derartment of Supply, the ruling domestic
price of DAP in USA in March 1972 ranged between 71 and 77 dollars
per tonne f.o.b. and was 85 dollars per tonne f.0.b. in Canada, when a
quantity of 1,27,200 tonnes had been ordered at prices ranging between
78.17 dollars to 85.90 dollars per tonne f.0.b.

2.175. The Committee enquired into the reasons for entering into
negotiations after the opening of tenders as. by this process, the tenderers
would have known the rates quoted by others. The representative of the
Department of Supply replied:

“] would submit that conducting negotiations with all the tenderers
for the purpose of reducing the price is not altogether unusual.”

When the Committee pointed out that the tenderers were competitors to-
each other, the witness replied:

“Yes. But that kind of negotiation is done by the DGS&D. If they
find that the general level of quotation is very high, they call
all the people and negotiate with them.”

2.176. Since the Fertiliser Purchase Committec had decided on 29th
August 1972 that offers upto $ 111.50 C&F shou!d be accepted, the Com-
mittee desired to know the basis on which this ceiling was arrived at. In 8
note, the Department of Supply stated:

“Secretary  (Supply) mentioned in  the FPC mecting on 29th
August 1972 that negotiations had been held with the local
representatives of the firms who had quoted for DAP. While
some of them had offered interim reduction, most of them had
stated that the final position would be intimated within the next
day or two. The FPC after some discussion decided that offers
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upto a ceiling of $ 111.50 should be accepted., The figure of
$111.50 itself is not mentioned in the minutes of the FPC,
apparently in order to keep it confidential. No reasons to justify
this ‘ceiling’ are on record.”

2.177. Since a larger quantity than had been originally envisaged had
been purchased through negotiations, the Committee asked whether it would
not have been possible to obtain lower offers by calling for fresh tenders.
In a note, the Department of Supply replied:

“It is observed from para 1 of the minutes of the FPC meeting held

on 17th August 1972 that assessment of the availability/price
pattern for fertilisers in the international market was given by
the Secretary (Supply) as a result of Fertilisers Delegation’s
discussions in U.K., Europe and Kuwait. In this assessment,
the Secretary mentioned fast disappearance of fertilisers im
general and increase in prices out of all proportions during
the previous few weeks. It was presumably in this background
that the FPC decided that negotiations should be held to cover
the balance quantity.”

2.178. Since, in the second case of purchase (January 1973), a some
what unusual stipulation that negotiations would be entered into, if neces-
sary, on receipt of the offers had been included in the tender enquiry, the
Committee enquired into the reasons therefor and desired to know who had
taken the decision. The representative of the Department of Supply stated

in evidence:

“This decisions was taken in the mecting of FPC on 17th January

‘As

1973, and I will read out the relevant portion:

regards the purchase of DAP, Secretary read out the cable
received from ISM, Washington in which the DG had advised
that the purchased of DAP should be by floating a tender. Shri
........ mentioned that it had come to his knowledge that
some firms had cornered the stocks. Some firms had also
advised him that while they would be prepared to enter into
negotiations, they were reluctant to quote against a tender.
Secretary (Supply) stated that he had also received overtures
and indications had been given to him that if a tender was
floated, very high prices would be quoted. Secretary (Supply)
fett that normally he would have preferred to float a tender and
then negotiate. In view. however, of the prevailing situation.
it was decided that instead of floating a public tender, all the
firms known to us should be invited to submit offers which
could be followed by negotiations®.



134

2.179. The Committee desired to know by whom and at what level the
decision to incorporate the situation that negotiations would be entered into
on the receipt of the offers, in the tender enquiry itself was taken. In
reply, the Department of Supply have furnished the following note:

“A stipulation was made in the Tender Enquiry that on receipt of
offers the Government of India would, if necessary, enter into
negotiations. This was done with the approval of Secretary
(Supply) and Financial Adviser (Supply Wing).”

2.180. The Committee are surprised to note :hat somewhat un-
usual procedures had bven adopted in these two cases of purchase of di-
ammonium phosphate. While in the first case relating to purchases made
during August-September 1972, apart from increasing the quantity to be
purchased from 1 lakh toanes to 3 lakh tonnes after the offers had been consi-
dercd and post-tender negoiiations had also been concluded, the negotia-
tions had been conducted not only with these suppliers who had initially
responded to the tender enquiry but also with two other firms (Interore Oc¢-
cidental and Mitsui/National Phospha‘es) who had not quoted against the
original enquiry and no uniform date or time for submission of revised/new
offers had also been prescribed. In the second case of purchase (January
1973) for some inexplicable rcason. an unusual stipulation that there would
‘be negotiations on receipt of the offers had been included in the tender en-
quiry itself.

2.181. Explaining the rcasons for incretsing ‘he quantity to be pros
cured when the offers were under consideration. the Department of Agri-
cualture have stated that the foreign exchange of 5 mill'on dollars intially
authorised by the Department of Fconomi: Afiairs was adequate . only
for the purchase of 0.50 lakh tonnes of di-2mmonium phosphate and 0.50
lakh tonnes of ammonium phosphate in rospect of which tenders were invi-
ted in July 1972 (this had becn revised later to 1.00 lakh tonnes of di-
ammonium phosphate only by the Fertiliser Purchase Committce on 17
August 1972), and that when additional foreign cxchange was authorised
subsequently, they had informed the Fertiliser Purchas: Committee that
they would have no objection if quantities in excess of 1 lakh tonnes could
be purchased. It, however, appears from the sequence of events relating
to fertiliser purchase during 1972-73, which have been discussed in some
detail in the earlicr sections of this chapter, that though the forcign ex-
change of 5§ million dollars had been authorised by the Depariment of Eco-
nomic Affairs on 30 December 1971 and additional foreign exchange of
46 million dollars and 15 million dollars had been made available respecti-
vely on 31 January 1972/4 February 1972 and 14 March 1972, the increa-
sed requirements had been communicafed only on 29 Augsst 1972. 1t is,
‘therefore, not very clear to the Committee why procurement action could
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not have been initiated in respect of the entire . quantity of
3 lakh tonnes earlier than July 1972, Even of some delay in
this regard had been inescapable, at least the additional demand could have
been placed in July 1972 itself, if not earlier, when tenders for 0.50 lakh
fonnes were invited. It is also significant in this context that in March
1972, the ruling domestic price of di-ammonium phosphate ranged bet-
ween 71 dollars and 77 dollars per tonne f.0.b. in USA and was 85 dollars
per tonne {.0.b. in Canada as against the lowest offers of 92 dollars per
tunne f.0.b. and 93.45 dollars per tonne f.o.b. obtained respectively from
Canadian and US suppliers in August 1972. It would, prima facie, appear
that by better planning and market jintelligence and by more efiective
coordination between the Department of Agriculture and Supply, it should
have been possible to place demands for the entire guantity ab initio and
aiso to expedite the procurement action so as to take advantage of the
more favourable market conditions prevailing earlier. Besides, in view
of the fact that normally smaller quantities command higher prices and the
larger the quantity the more competitive the offers would be, this might
have also resulted in better offers than what were obtained by resorting
fo piece-meal purchases. Stressing, therefore, once against the improtance
of proper planning of imports, the Commitice would urge the Department
of Agriculture to strcamline the procedure in this regard.

2.182. The Department of Supply have sought to justify the decision
on hold negotiations with the suppliers after the opening of the tenders
on the ground that the adoption of such a procedure for the purpose of
reducing the price was not “altogether  unusual” and was resorted to
even by the Directorate General of Supplies & Disposals if the general
level of quotation was very high. The Commitice are, however, unable
to appreciate the rational for accepting without ncgotiafions the offer
of 103.50 dollars per tonne (C&F) quoted by three of the firms, which
was also considerably higher than the prices prevailing earlier and con-
fining the negotiations only to the balance quantity of 68,900 tonnes (1
lakh tonnes minus 31,100 tonnes ordered on three of the firms). If at all
the quotations had becn considered high, the logical course would have
been to negotiate with all the suppliers. The reasons for accepting the
subsequent offers of two firms who had not responded initially to the
tender enquiry are also not easy to understand. In this conncction, the
Committce find from the minutes of the mceting of the Fertiliser Purchase
Committee held on 17 August 1972 and the notes dated 1 September 1972
in the relevant file of the Department of Supply that the post-tender nego-
tiations for the balance quantity of 0.69 lakh tonnes were to be held only with
those suppliers who had quoted in response to the original enquiry and
that the offers of these two firms had not been referred to the Fertiliser Pur-
chase Committec but had been approved at the level of the then Secretary,
Department of Supply. .

2434 LS—14.
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2.183. In the absence of any recorded reasons, the Committee have also
not been able to satisfy themselves about the, reasonableness of the ceiling of

111.50 dollars per tonne (C&F) decided upon by the Fertiliser  Purchase
Committee on 29 August 1972,

2.184. Similarly, in respect of the second case of purchase, the Com-
mittee find that at the meeting of the Fertiliser Purchase Committee in Janu-
ary 1973, the Secretary (Supply) read out a cable received from ISM, Wash-
ington, in which the Director General had advised that purchase of Di-Ammo-
nium Phosphate (DAP) should be by floating a tender. Shri Ramachandran,
the then Chairman, Minerals and Metals Trading Corporation, mentioned
that it had come to his knowledge that some firms had cornered the stocks.
Some firms had also advised him that while they would be prepared to
enter into negotiations, they were reluctant to quote against a tender, Secre-
tary (Supply) had stated that he had also reccived overtures and indications
had been given to him that if a tender was fioated, very high prices would be
quoted. The Committee note that the Fertiliser Purchase Committee
thereupon decided that instead of floating a public tender, all the known
firms should be invited to submit offers which could be followed by negotia-
tions. To a specific enquiry of the Committee as to at what level the
decision was taken to incorporate the stipulation that negotiations should
be entered into on the receipt of the offers, the Department of Supply have
stated that- “this was done with the approval of the Secretary (Supply) and
Financial Adviser (Supply Wing)”. Even conceding that this decision was
justified in view of the then prevailing situation, the Comnmittee consider it
strange that, as decided by the Secretary (Supply) Financial Adviser this
stipulation should have been made known fo the suppliers in the tender ¢n-
quiry itself by the Department of Supply. Admittedly, since the tender had
indicated the possibility of post-tender negotiations, the tenderers had kept
a cushion in their quotations. This is also borne out by the fact that while
rates ranging between 102.00 dollars and 109.80 dollars per tonne (f.0.b.)
had been quoted against this enquiry, prices ranging between 99.50 dollars
and 106.28 dollars per tonne were quoted against tenders floated by another
foreign country about that time (February 1973)

2.185. Since the manner in which these two purchases were handled
has given risc to serious misgivings in their mind, the Committee desire that
Government should conduct a thorough probe into these cases with a view
to ensuring that no mala fide intentions were involved. Lessons should ako
be drawn for the future and necessary improvements brought about in the
purchase strategies and procedures.

(h) Purchase through a single tender.

Audit paragraph

2.186. After negotiations with only one foreign supplier, in April 1973
a contract for supply of 5,000 tonnes of sulphate of potash (SOP) required
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for tobacco crops was placed on that supplier for supply from foreign coun-
try ‘A’. Published statistics show that upto 1966-67 this fertiliser had been
purchased from four other foreign countries including country ‘B’. There-
after, during 1969-70 and 1970-71, this fertiliser was purchased from coun-
try ‘B’ only.  Thereafter purchase was made from country ‘A’ in 1973 as
mentioned above. The purchase in 1973 was in free foreign exchange.
Time available was also sufficient, as the tobacco season for which  this
fertiliser was required was to begin in September-October 1973. The stock
position also was comfortable, as the stock in hand at the end of 1972-73
was 7,633 tonnes as against the average annual distribution of 6,716 tonnes
during the preceding threc years (only 3,737 tonnes in 1972-73).  Thus,
instead of purchase after negotiations with only one supplier, tenders could
have been called and competitive rates obtained,

2.187. Department of Supply has stated (January 1975) that the pro-
ducers of countries ‘A’ and ‘B’ are reprcsented by a certain firm to whom
reference is made for quotations,

[Paragraph 41 of the Report of the Comptroller and Auditor General of
India for the ycar 1973-74, Union Government (Civil), pp. 107-108,
(x)]

2.188. With reference to the Audit paragraph, the Department of
Supply was understood to have informed Audit (January 1975) as follows:

“The two main producers are France and Germany. Both these coun-
tries are represented by M!s. Potash Fertilisers to whom refer-
ence is made for quotations. When they quote from only one
country, it is implied that other country has no material to offer.
It was only in this background that only one offer was received
and an order was placed on it accordingly”.

The Department had, in April 1975, further stated:

“If an offer of S.0.P. from one country is submitted by Indian Agent
(M's. Potash Fertilisers have got o branch in Bombay), it is
presumed that the other country has no material to offer. In
view of this, the observation of Audit that in order to obtain
competitive prices, tenders could have been called in this case
does not appear to be sound.”

2.189. The Committee enquired into the reasons for the Department
of Supply issuing a single tender enquiry when Sulphate of Potash was avail-
able with other countries also and purchases had also been made from other
countries in the past. In a note, the Department replied:

“According to the information available with this Department, Sul-
phate of Potash was available in Europe from France, Germany,
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Belgium and Italy. There was only one selling agent for all the
four manufacturers i.e., Mjs, Potash Fertiliser Ltd., London
who had a branch office in Bombay under the same name. SOP
mined in France was processed in Belgium and it could be sold
against the French Credit and negotiations applied automatical-
ly to the Belgian product. Italian Sulphate of Potash mined in
the Province of Sicily used to be exported through Mjs. Seifa,
Italy whose agents were Potash Fertilisers Ltd., London.

It will be seen from the above that advertised tender enquiry for
Sulphate of Potash would not have yiclded any better results.”

2.190. The Committee desired to know the recason for resorting to
single tender purchase when the time available for purchase was sufficient and
the stock position was also comfortable. The representative of the Depart-
ment of Agriculture stated in evidence:

“Sulphate of potash is a particular production which is required only
for one crop in one arca in the country, i.e. Virginia Tobacco
grown in Andhra Pradesh. We estimated our requirements.
The annual distribution was about 7,000 tonnes during
the preceding three years, but as this Virginia tobacco was
going out, we wanted about 10.000 tonnes. Of course, in
October we had 7,623 tonnes, but we wanted another four or
five thousand tonnes. This was a particular product required
for curing.”

2.191. When asked why special concern had been expressed over to-
bacco, which was, in any casc. a non-food item, the witness replied:

“Because it is an export item.”
She added:

“This was a foreign-exchange earner, i.e.,, Virginia tobacco, for
which this was required.”

2.192. The Committee note that though the purchase of sulphate of
potash required for use in the tobacco season commencing in September-
October 1973 was to be made in free foreign exchange and there was also
adequate time for making the purchase with the stock position being com-
fortable, a contract for 5,000 tonnes had been placed after negotiations with
only one foreign supplier, instcad of obtaining competitive rates through
tenders. It has, however, becen contended by the Department of Supply
that an advertised tender enquiry would nof have yielded any better re-
sults in view of the fact that all the four manufacturers of sulphate of po-
tash in Europe (located in France, Germany, Belgium and Italy) were re-
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presented by one single selling agent (Potash Fertilisers Ltd., London) and
that if an offer of the ferfiliser from one of the countries was submitted by
the agent, the presumption was that the other countries did not have any
material to offer. Such a presumption without actually testing the market
or verifying the actual position does not appear to be prudent and the Com-
mittee would, therefore, like to know whether in fact any independent en-
quiry in this regard was made by the Department of Supply through the
Indian Missions abroad or from the producers themselves and if so what
was the response thereto.

2.193. Since the selling agent appears to have a complete mono-
poly of sales of sulphate of potash and could, therefore, dictate his own
terms and condifions, the Committee see no reason why Government can-
not deal directly with the producers thus eliminating the middleman agent
and ensure better terms, as Iras already been recommended by the Com-
mittee in paragraphs 1.60 and 1.61 of their 160th Report (Fifth Lok Sabha).
Now that all imports of fertilisers, both from Rupee Payment and General
Currency Areas, have been entrusted to the Minerals and Metals Trading
Corporation, the Committee would like concrete steps to be taken in this
regard. Besides. with a view to reducing our dependence on imports of
potassic fertilisers, efforts should also be directed towards finding newer
methods of potash recovery from all available sources within the country

(i) Purchase of Ammonium sulphate.

Audit Paragraph.

2.194. Certain offers for supply of ammonium sulphate were received
by the Department of Supply in the later half of 1972 and the first half
of 1973. No tenders had been invited from them and the offers were al-
lowed to lapse. Subsequently, on 18th July 1973, it was decided to nego-
tiate with those of the suppliers who had offered delivery during 1973.
Their representatives were accordingly called on 19th July, 1973 for
ascertaining the availability and prices. As against 14 offers covering
about 7 lakh tonnes received originally (out of which 8 offers covering
about 2.6 lakh tonnes were for delivery during 1973), only the following
four offers were reccived on that occasion:

Country of origin Tonnes offered Rate per tonne
‘P . . 30,000 (bulk) $35° 00 approximately
(f.o.b.)
‘Q’-Offer Nu. 1 . 10,000 (in polypropvlene bags'  $72°45 approximately
(G&T)
‘Q’ Offer No. 2 . . 10,000 (bulk) $65 °80 approximately
(c&f)

‘R’ . . 10,000 to 15,000 (bulk) 84175 (fo.b)
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2.195. It was decided in July 1973 to accept the oifer of ‘P’ and the
second offer of ‘Q’. One of the earlier offers that had been allowed to
lapse was for 50,000 tonnes (bulk) at the price of approximately § 32.33
(f.0.b.) valid upto 10th April 1973. Had 40,000 tonnes ordered on ‘P’
and ‘Q’ (against the second offer) in July 1973 been purchased against
this earlier offer, there would have been saving of about § 3.27 lakhs (Rs.
24.5 lakhs approximately).

[Paragraph 41 of the Report of the Comptroller and Auditor General of
India for the year 1973-74, Union Government (Civil), p. 108, case (xi)]

2.196. The Committee learnt from Audit that the position in regard
to the purchase of dilute fertilisers in 1972 and 1973 had been explained
as follows by the Department of Agriculture, in February 1975:

“The policy of this Department has been to avoid the import ot
dilute fertiliser as far as possible. However, there has becn
constraints which necessitated the import of dilute fertilisers
in the past. Some times dilute fertilisers are offered against
gifts or credits. Such offers have had to be accepted owing
to the very tight foreign exchange position. During the year
1973-74, there was a world-wide  shortage of fertiliser.
Efforts were made to import as much of the fertiliser as pos-
sible in the form of concentrated fertilisers. There were also
shortfalls in imports from Rupee Payment Areas. The ship-
ment schedules were also not adhered to in some cases. As
a result, it became necessary to import dilute fertilisers, to
an extent greater than that envisaged orginally. It may also
be mentioned that the import of fertilisers were dependent
upon the =availability of foreign exchange, which is released in
instalment from time to time.”

2.197. In regard to this specific case commented upon by Audit, the
Department of Supply had stated (April 1975) as follows:

“The facts stated by the Audit are correct. In this case it is a
fact that the suppliers who offered ammonium sulphate origi-
nally were asked a number of times to extend their offers.
Many suppliers refused to extend their offer finally after they
have done so once or twice. The basic issue involved here is
as to why the material was not purchased against the offers.
In this connection, this Department have following comments

to oiffer: .

‘A meeting of the Committee of Economic Secretaries was held
on 4th January 1973 in which it was decided that suit-
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able varieties of dilute fertilisers could be imported, if neces-
sarily, within the allocation of funds already made avail-
able by the Department of Economic Affairs. But by that
time all the funds made available had been utilised for the
import of higher content fertilisers. Therefore, the ques-
tion of importing any dilute fertilisers did not arise even

when the requirements of the Department of Agriculture
could not be fully met,

However, a number of oflers for th esupply of Ammonium Suiphate
and CAN had been received and the Department of Agriculture
were therefore requested to examine whether they were
interested in the import of any quantity of these fertilisers to
made up the short-fall in the import of N, Against this back-
ground the Department of Agriculture took up the matter with
the Cabinet Secretariat and a mecting was held on 9th May 1973
with them. The intention of the Department of Agriculture was
that in order to meet the requirements additional funds should
be made available for the purchase of dilute fertilisers like am-
monium sulphate, CAN etc. In the minutes of the meeting of
the Committee of Secretaries held on 9-5-1973 it has been
recorded that additional requirements for Rabi 1973-74 should
be clubbed together with the allocation for Kharif 1974 so that
there could be greater scope for manoeuvcreability in arranging
the purchases as also the delivery schedule. This Department
took this to mean that the allocation of funds to be made by
the EAD for the procurement of fertilisers for 1974 would
include a cushion for the procurement of certain quantities of
dilute fertilisers to be delivered during 1973. In view of this
decision the question of considering the offers already received
for Ammonium Sulphate and CAN etc. did not arise. Thus
it will be clear that the offers already received by this Depart-
ment could not be considered as the necessary funds required
for the purchase of fertilisers (dilute) had not been made avail-
able. In view of this it cannot be said that any offer was
allowed to lapse by this Department. On' the contrary this
Department tried its level best to persuade the supplier to keep
their offer open for as much period as possible, so that neces-
sary action regarding their acceptance could be taken in case

necessary funds were made available to this Department for the
purchase of dilute fertilisers.”

2.198. The Committee desired to know the circumstances in which it
had not been possible to arrive at an earlier decision in regard to the pur-
chase of dilute fertilisers keeping in view the world market conditions. In
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a note, the Department of Supply stated as follows:

“It is correct that ccrtain offers for supplies of Ammonium Sulphate
were received in this Department in the later half of 1972 and
Ist half of 1973. At the time this Department received these
offers no funds were available for purchase of dilute fertilisers.
However, this Department tried its best to persuade the suppliers
to keep their offers open till such time as funds could be made
available, Many suppliers cxtended their oflers two or three
times but refused further extension after that. From the note
dated 27-3-1973 of Sri.... it is observed $46.795 million
were available with us and it was not known as to what amount
had been utilised by the Delegation for purchase of DAP and
TSP. In his note dated 28-3-1973 Shri ....Secretary (Sup-
ply) stated that ‘At present no funds are available for the
purchase of dilute fertiliscrs, since the entire unspent amount
was utilised by us for the purchase of DAP.

On 15-1-1973, the balance of wllocation for purchase of fertilisers
was $ 64.58 million under FFE and $ 8.5 million credit from
Japan, Italy, Belgium. Upto 28-2-1973_ this Department placed
contracts for S$17.785 million under FFFE uand $ 8.5 million
under credit. Therefore, balance FFE on 28-2-1973 came to
S 46.795 million. Between 17-3-1973 and 28-3-1973, the
Delegation finalised purchases of 260,000 MT of DAP  from
USA and 50,000 MT urca from Kuwait and 40.000 MT urea
from Saudi Arbia. The total value of the purchases made by
Delegation was S 45.49 million. Thus the balance FFE left after
the delegation came back was only S 1.305 million. which was
evidently kept for miscellaneous adjustments.

FPC considered the various offers and decided that suppliers  be
asked to extend their offers as it would take some time to de-
cide. Meuanwhile, Agriculture Department had to process the
case for allocation of funds for purchase of dilute fertilisers.

On 27-4-1973, Sccretary (Supply) wrote a d.o. letter  requesting

Secretary (Agriculture) to arrange allocation of funds for pur-
chase of dilute fertilisers, and also to indicate the quantity of
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Ammonium Sulphate requircd. In d.o. dated 24-5-1973, Secre-
tary (Supply) wrote to Secretary (EAD) that this Department
had received a number of offers of ammonium sulphate and
CAN but could not consider these offers as there was no allo-
cation of funds. Some of these offers had already lapsed.
D.O. dated 21-6-1973 received from Director (AC), Depart-
ment of Economic Affairs, Ministry of Finance revealed that
Financce Minister had agreed that from 1973-74 allocation of

280.45 million, $ 15 million could be utilised for the import
of dilute fertiliscrs.

After petting this information, the suppliers’ representatives  were
called for negotiations on 19th July, 1973. A decision to pur-
chase dilute fertilisers totalling 30,000 MT from Ttaly and
10,000 MT from Kuwait was taken on 20-7-1973”,

2.199. The Committee regret to note that purchases could not be made
against certain attractive offers for the supply of ammonium sulphate
received in the later half of 1972 and the first half of 1973 mainly on
account of paucity of fereign exchange at the relevant time, and that when
purchases were subsequently made possible on release of additional
foreign exchange by the Department of Economic Affairs in  June, 1973,
only lesser quantities at  considerably higher prices could be procured.
Though it has been contended by the Department of Supply that the offers
earlier received by them could not be considered as the necessary funds
required for the purchase of dilute fertilisers like ammonium sulphate,
CAN, etc. had not been made available, the Committee find that some
concrete steps to press for the allocation of additional funds had been
taken by the Department of Agriculture only on 9 May. 1973 when this
question was taken up with the Cabinet Secretariat in spite of the fact
that the decision to import suitable verieties of dilute fertilisers fo meet
the shortfalls in the procurement of higher analysis nitrogenous fertilisers
by the Minerals and Metals Trading Corporation had been taken by the
Committee of FEconomic Seccretaries on 4 January, itself. That the
imports from Fast Europcan countries would be far less than estimated
earlier had also become evident as early as in June, 1972 itself. Besides.
as has also been pointed out earlier in paragraph 2.142. it should have
been possible to anticipate the shortage of fertilisers in the international
market and take timely remedial mecasures. It is unfortunate that proper
advantage was not taken of the offers received and expeditious action
tzken to process the case for allocation of additional funds for the pur-
chase of dilute fertilisers. Now that the procedures for the allocation of
foreign exchange for imports of fertilisers are stated to have been stream-
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lined, the Committee expect that purchases from abroad would be plan-
ned properly keeping in view the world market coaditions and instances
such as have been highlighted by Audit would not recur.

(j) Purchase of Dilute Fertilisers
Audit Paragraph

2.200. Government of India has been reluctant to import dilute
fertilisers like calcium ammonium nitrate and ammonium sulphate on the
ground that the cost of such fertilisers per unit of plant nutrient is higher
than that of urea, which is a concentrated fertiliser. According to the
assessment of the Ministry of Agriculture, in terms of nitrogen these dilute
fertilisers cost about 25 per cent more than urea. Moreover, in view
of the lesser bulk because of its concentrated nature, use of urea in lieu
of calcium ammonium nitrate or ammonium sulphate entails lesser
expenditure on handling, transport, storage, etc.

2.201. On a number of occasions since 1970 Government has reite-
rated that use of calcium ammonium nitrate should be discouraged and
it should be substituted by urea. Nevertheless, imports of calcium ammo-
nivm nitrate progressively increased upto 1972-73 and only in the next
year there was a sharp decline as will be seen from the following table:

Year Tonncs
imported

1969-70 . . . . . . . . . 83,394

1g70-71 . . . . . . . . . 2,79,842
1971-72 . . . . . . . . . 3.1.4,195
1972-73 . . . . . . . . . 3,18,113 "
1973-74 - . . . . . . . . 1,83.435

2.202. Quantities of “cA:zillciun’lm ammonium nitrate reccived as 7gift,ﬂand
purchased against free foreign exchange and credits during 1969-70 to
1973-74 were as follows:

(Lakh tonnes)

Free foreign

Year Gift exchange Credit Tnral
1969-70 . . . . . . . 032 .. 051 o83
1970-71 . . . . . . . 0°3% .. 2°45 2 8o
1971-72 . . . . . . . .o .. 3" 14 31°4
1972-78 . . . . . . e .. 3+18 318

197374 - . . . . . 027 o' 10 1* 46 1°88
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2.2(?3. The prinicipal reason for continuance ol import of calcium
ammonium nitrate, it has been stated, is the Indian farmer’s preference
for it,

2.204. When the matter was discussed in the meeting of the Committee
of Economic Secretaries in December, 1971, it was stated on behalf of
the Department of Agriculture that import of this fertiliser would be com-
pletely phased out in the next five or six years, but in the intervening
period there was no escape from imports so that together with indigenous
production the consumer preference could be matched.

2.205. A foreign commercial concern, which is a combine of most of
the major West European producers of nitrogenous fertilisers, had done
over the ycars considerable work in India for promoting use of this fer-
tiliser by Indian farmers. Ultimately, under directions of Government of
India the foreign commercial concern stopped its promotional work in
India in 1972. Whether adequate efforts arc being made by Governments
in India to wean farmers away from use of this fertiliser merits considera-
tion.

[Paragraph 41 of the Report of the Comptroller and Auditor General
of India for the year 1973-74, Union Government (Civil), pp. 111-112]

2.206. The Committee were informed by Audit that with reference
to this Audit comment, the Department of Agriculture had stated (Feb-
ruary, 1975) as follows:

“The entire import of Calcium ammonium nitrate during the
period 1969-70 to 1971-72 was against gifts and credits.
During the year 1972-73...there was an acute shortage of
fertiliser all over the world. As a result, it became necessary
to import Calcium Ammonium Nitrate when no other suit-
able nitrogenous fertiliser was available to bridge the gap in
the availability of CAN. Even now, efforts are being made
to keep the import of CAN as low as possible.”

2.207. According to the Department of Supply, the following quantities
of CAN were contracted for during 1974-75 and 1975-76:

(In lakh tonnes)

Free Credit Gifts Total
Year Foreign  including
Exchange RPA

PN

1974-75 - . . . . . . 1°33 175 0°30 3.38
1975-76 . . . . . . . o' 51 177 .. 2°28
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2.208. As regard the consumer preference for CAN, the Committee
were given to understand that the Department of Agriculture had informed
(February, 1975) Audit as follows:

“As regards the consumer preference for Calcium Ammonium
Nitrate this has not been merely due to the promotional work
done by a European concern (The reference is presumably
to M/s. Nitrex). Calcium Ammonium Nitrate is being pro-
duced by the Nangal Fertiliser Factory, the only unit in
Punjab State manufacturing fertilisers. Calcium Ammonium
Nitrate is also being produced by the fertiliser factory of Hin-
dustan Steel factory at Rourkela. The production figures of
these two factories during the period from 1969-70 to 1972-73
are given below:

Production (actual of Calcium Ammonium Nitrate).

(In thousand tonnes)

1969-70  1970-71  1971-72 197273

1. Nangal . . . . . . 315 215 223 214

2. Hindustan Steel, Rourkela . . . 122 a6 186 194

The indigenous production of Calcium Ammonium Nitrate has
also resulted in a definite consumer preference for this
fertiliser. However, efforts are being made to substitute the
import of this fertiliser by that of more concentrated nitro-
genous fertilisers as far as possible.”

2.209. The following table, furnished at the Committee’s instance by
the Department of Agriculture indicates the domestic production of CAN
at Nangal and Rourkela in 1973-74 and 1974-75:

Year Domestic
production

(In lakh tonnes}

1973-74 - . . . . . . . 431

1974-75 406
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2.210. The Committee enquired into the reasons for purchasing CAN
during the period from 1969-70 to 1975-76, if Government’s intention

was to discourage its use. In a note, the Department of Agriculture
replied:

“During 1969-70 to 1972-73 the entire import of CAN was
against gifts and credits including rupee payment areas on
the terms of the bilateral trade agreements with the countries
in the Rupee Payment Area. During 1973-74, a very nominal
quantity of 0.10 lakh tonnes of CAN was purchased under
Free Foreign Exchange as there was an acute shortage of
fertilisers all over the world and as it was not possible to
import adequate quantities of urea. It, therefore, became
necessary to import CAN when no other suitable high ana-
lysis nitrogenous fertiliser was available to bridge the gap
in the availability of N. 1In the circumstances, a decision
was taken that limited import of dilute fertilisers could be
considered if available at reasonable rates so that agricultural
production in the country did not suffer for want of fertilisers.”

2.211. The Committee desired to know the steps. if any, taken by
Government to wean away the farmers from the wuse of dilute fertilisers.
In a note,* the Department of Agriculture stated:

“While deciding the future product pattern. the production of
high analysis fertilisers like urea and NP/NPK complex
fertilisers has all along been recommended by this Ministry
for any new plant proposed to be set up. Since the introduc-
tion of high yielding varieties which lead to an increase in
fertiliser consumption, the State Government have been
advised to use higher analysis fertiliser likc urea and NP/
NPK fertilisers. They have been specifically advised to do
away with the use of dilute fertilisers like ammonium sulphate
and CAN. Extension agencies have. in the pas!, becn advised
to advocate the use of urea, promote the balanced use of
nutrients through the use of NPK complex feriilisers. In
the Zonal Conferences the State Governments have been
advised to use high analysis fertilisers like urea and NP/
NPK fertilisers.

Promoters of the use of dilute fertilisers like CAN were asked to
stop demonstrations to promote use of CAN. They were
also asked to stop the mention of CAN and ammonium
sulphate in their extension literature and other kinds . of
exposures. They were asked to carry out demonstrations

*Not vetted in A udit.
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with the balanced use ot fertilisers and including urea a high
analysis fertilisers as a source of nitrogen in their demonstra-
tion programme. Even tea plantations which prefer acid
ereating fertiliser like ammonium sulphate, have been advised
to take to the use of urea in the® plantation. States growing
mulburry crops which prefer use of CAN, have also in the
past been advised to use urea in place of CAN and take to
liming where lime is required.”

2.212. The Committee note that though Government had been reluc-
tant to import dilute fertilisers like calcivm ammoniom nitrate and ammonium
sulphate or the ground that the cost of such fertilisers per unit of plant
nutrient was higher than that of urea (which is 2 concentrated fertiliser)
and had also reiterated, on a number of occasions since 1970, that the
use of calcium ammonium nitrate should be discouraged and substituted
by urea, considcrable quantities (17.44 lakh tonnes) of calcium ammonium
nitrate had been imported during the period 1969-70 to 1975-76. It
has been stated by the Department of Agriculture that whilec the entire
imports during the period from 1969-70 to 1972-73 were against gifts
and credits (including purchases against credit from Rupec Payment Areas
in terms of bilateral trade agreements), imports against free foreign
exchange had to be resorted to in the subsequent periods on account of
acute shortage and non-availability of other high analysis nitrogenous
fertilisers all over the world and that efforts were being made to keep the
imports of CAN as low as possible. Now that the availability of fertilisers
in the international market has improved considerably and other measures
like lump-sum release of foreign exchange, building up of buffer stocks,
etc. have been taken to ensure better planning of purchases from abroad,
the Committee trust that the need for distress purchases of calcium
ammoniuvm nitrate would be altogether eliminated.

2.213. In this connection, the Committee find that of the total quantity
of 17.44 lakh tonnes of calcium ammonium nitrate imported during this
period, only 1.24 lakh tonnes had been received as gifts and 1.94 lakh
tonnes purchased in free foreign exchange and that bulk of the imports
(14.26 lakh tonnes) were against credit. The Commitee are doubfful
whether it was advisable to have utilised the scarce credit facilities made
available by foreign governments for the purpose of low analysis fertili-
sers at higher prices, in terms of nitrogen, particularly till 1972-73 when
other varieties of high analysls fertilisers were easily available. While
they would like to know the reasons therefor, they would also urge Gov-
ernment to ensure that as far as possible only high analysis fertilisers
are purchased against credit.

2.214. Another reason for the continued imports of calcium ammonium
nitrate is stated to be the Indian farmer’s preference for it and it appears

—
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that the promotional work done in this field by an European concern has
contributed in no small measure to this situation. While the Committee
note that the foreign concern has mow stopped its promotional work and
a number of steps have also been taken to wean away farmers from the
use of dilute fertilisers, they are of the view that a lot more still needs
to be done in this regard. They would like Government to review urgently
the adequacy of the steps so far taken in this direction and take necessary
remedial measures. Greater emphasis should also be laid on the educa-
tional aspects in various promotional programmes for the use of high
analysis fertilisers and concrete steps taken to strengthen the extension
services in the villages so that information in regard to the proper use of
fertiliser can be disseminated over a wider front thaa at present.

II. CONTRACTS
Audit Paragraph

2.215. A test check of 186 contracts (placed abroad from 1971 to
1973) disclosed the following:

(i) Out of the total of 39.70 lakh tonnes (against which the actual
shipment was 38.10 lakh tonnes) only 15.82 lakh tonnes,
representing about 40.73 per cent of the total, was shipped

within the stipulated period. The extent of delay in shipment
of the rest was as follows:

l.akh Percen-
tonnes tage of
the total

Upto 1 month 12-80 3383
Bevond 1 month upto § months

=19 18-88
Bevond 3 months upto 6 months . 175 4+ 60
Bevond 6 months upio 1 vear o-62 1-62
Bevond 1 vear o013 034

(i) Despite the loss or inconvenience owing to delay in shipments,
no liquidated damages or penalty have becn levied in  any
case even where delay was attributable to suppliers. The
contractual provisions for imposition of liquidated damages

or penalty for non-adherence to the delivery schedule are as
follows:

(a) The fertiliser contracts executed by the Director General of
Supplies and Disposals are governed by the General
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Conditions of Contract which provide for levy of liquidated

damages for late delivery, apart from penal provisions for
any breach of contract.

(b) The contracts executed by the Director General, India Supply
Mission, London, stipulate levy of liquidated damages for
delay in delivery in addition to, and distinct from, any
other remedy for brcach of contract,

(¢) No provision for levy of liquidated damages or penalty for
late delivery exists in the contracts executed by the Director
General, India Supply Mission. Washington, who purchases

more than 40 per cent of the total purchascs of fertilisers
from abroad.

2.216. While clause 10 of the conditions of the contracts cxecuted by
the Director General, India Supply Mission. Washington, relates to late
delivery and provides that claims for extension of time on account of
“force majeure” shall be granted there is no mention about the remedy
available to the purchaser in cases extension of time is granted for reasons
other than “force majeure”. Further, the expression, “forcc majeure”
has not been precisely defined or delimited by setting forth the particular
cventualities that would constitute it, Two instances in which the suppliers
could take advantage of this are given below.

2.217. In respect of a contract exccuted in April. 1973 for 55.000
tonnes of di-ammonium phosphate (against which only 8856 tonnes,
were supplied within the contractual period und the balance was delayed
by periods ranging from 11 days to 3 months and 8 days). the supplicr
invoked “force majeure” on account of a breakdown in the manufacturer’s
plant and also silting of Missisippi river. The Ministry of Law and
Justice considered (September, 1973) that these rcasons couid not be
construed as falling within the purview of the “force majeure” clause.
The Legal Adviser of the India Supply Mission. Washington. however,
advised (December, 1973) that whenever “force majeure™ is not defined,
it mav imply that the situations covered would be thos: which in fact
constitute acts of God and was of the view that incidents like silting of
rivers due to flood or accident at the plants would constitute such acts.

2.218. In respect of contracts (March, 1971) for 69.500 tonnes of
di-ammonium phosphate, only 8,845 tonnes were  shipped  within - the
stipulated time. The supplier invoked “force majeure” clause of  the
contracts on the ground of a bricf rail strike. The Legal Adviser to the
India Supply Mission, Washington, was of the opinion that . “force
majeure” as used in clause 10 of the conditions of contract did not
cover strikes and. thus, extension of time was not contractually admissible.
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2.219. The Department of Supply stated (Janwary, 1975) that if liqui-
dated damages are levied, the supplies may get divested and the suppliers
may keep a cushion in their prices and that in case there is delay in
chartering vessels and conducting inspections, the suppliers may demand
storage charges. The Department of Supply further stated (January, 1975)
that the matter was reviewed by the Fertiliser Purchase Committee on
14th November, 1974 and it was decided by that Committee not to levy
liquidated damages.

[Paragraph 41 of the Report of the Comptroller and Auditor General of
India for the year 1973-74, Union Government (Civil), pp. 108-—-110]

2.220. The Committee desired to know the reasons for not providing
for the levy of liquidated damages in the contracts executed by the
Director General, India Supply Mission, Washington. The Departinent
of Supply informed the Committee, in a note, that the ISM, Washington
started incorporating a clause regarding liquidated damages by an
Appendix to the contracts for fertilisers with effect from 24 March, 1972.
The revised Special Conditions of Contract provide as follows:

“In the event of failure of delivery any of the matérial/equipment
within the time specified for delivery, it is agreed that the
purchaser reserves the option.

(a) To recover as liquidated damages and not by way of penalty
for the period after .this material/equipment was due until
actual delivery or until the purchaser secures the material/
equipment from others, a sum equivalent to 2% of the
contract value of the undelivered material/equipment for
each month, or part of month’s delay.

(b) To purchase elsewhere, without notice to the contractor on
the account and at the risk of the contractor the plant and/
or stores not delivered or others of a similar description
(where others exactly complying with the particulars are
not, in the opinion of the purchaser, readily procurable,
such option being final) without cancelling the contract in
respect of the consignment(s) not yet due for delivery; or

(c) to cancel the contract or a portion thereof and, if so desired,
to purchase the plant and/or stores at the risk and cost of
the contractor.”

“Extract from India Supply Mission, Washington Conditions of Contract
(ISM 826. Rev/70).
*0 *e "
10. DELAYED DELIVERIES: Subject to the operation of ‘Force
Majeure’ time is of the essemoc. Claims for extensions of
timé on accoumt of ‘Force Majeure’ shall be granted subject

2434 LS—14.
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only to the prompt notification to India Supply Mission of
the paruculars thereof and the furnishing to India Supply
Mission if required, of reasonable supporting evidence. Any
waiver of time in respect of partial instalments shall not be

deemed to be a waiver of time in respect of remaining
deliveries.

10(A). ‘Provided that where supplies are made within 21 days of
the contracted original delivery period, ISM’s freight forwar-
ders, or the Inspecting Agency where so specified, may accept
the stores for shipment/inspection, unless it is stipulated in
the relevant contract that such grace period shall not be
applicable to the contract’.”

2.221. When asked whether it would not be advisable, in respect of
levy of liquidated damages, to judge each case on its merits instead of
taking a general decision not to levy any liquidated damages, the Depart-
ment of Supply, in a note, replied:

“The question of levy of liquidated damages against fertiliser con-
tracts has been considered by the FPC a number of times. In
the meeting of FPC held on 29-1-1975, the consensus was
that liquidated damages should not ordinarily be levied in
contracts of fertilisers but the clause regarding liquidater
damages should be allowed to stand in the contracts as it
would serve as a deterrent to the suppliers against their wilful
and unnecessary delays. Again in the meeting of FPC held on
301711975, the matter was discussed and it was decided that
guidelines be issued to ISM. London and Washington sugges-
ting waiver of liquidated damages unless they were convinced
in any particular case that the delay in the completion of the
contract was wilful.”

2.222. The Committee asked whether it was not truc that higher
prices were often agreed to for quicker delivery and, if this was the case,
whether delays in delivery did not frustrate the very purposc, conferring
undue advantage on the suppliers. In a note, the Department of Supply
stated:

“There were not many cases in which higher prices were paid in
consideration of quicker delivery.”

2.223. The Department of Supply, according to the Audit paragraph,
had stated (January, 1975) that the Fertiliser Purchase Committee had
decided, on 14 November 1974, not to levy liquidated damages. The
Committee enquired into the grounds on which this decision had been
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m, in reply to which the Department of Supply furnished to the Com-
mittee an extract from the minutes of the meeting of the Purchase Com-
mittee, which is reproduced below:

“In the fertiliser contracts, Audit has been raising queries as to
whether any liquidated damages were being levied and if not,
why? The present cases under consideration were for ANP
under ISM, London contract No. M. 16464 and M. 16471.
Since Audit has been raising this in other cases also, the
matter was taken as general issue in the FPC. Since clause
for liquidated damages are generally incorporated in the
contracts as the matter of safety and since the Ministry of
Shipping & Transport is also practically responsible in
shipment arrangements no liquidated damages is being re-
covered. It was proposed to give the reply to Audit on the
above lines. FPC approved the same.”

"The Department of Supply added:

“No further grounds for the decision are on record. However, it
is relevant to point out that, so long as there was a ‘Sellers’
Market’ for fertilisers, it might have been embarrassing for
us to raise any question of liquidated damages.”

2.224. Explaining, during evidence, the legal position in regard to
“force majeure”, the representative of the Ministry of Law ctated:

“Force Majeure” is any incident due to act of God or any incident
due to natural forces; but it can be given an extended meaning,
namely, due to unforeseen circumstances bevond the control
of the firm or the contract or. . .events for which the contractor
cannot be held responsible can be allowed under the ‘force
majeure’ clause. But normally we do not categorise all these
things because once we start categorising them, we will have
to include more and more. It is always better to have a
restricted ‘force majeure’ clause and leave some room for
us to contend that the events on account of which they are
seeking to invoke it are not actually events which would fall
under the ‘force majeure’ clause.”

2.225. With reference to the contract executed in April 1973 for the
purchase of 55,000 tonnes of di-ammonium ‘phosphate, commented upon
fo the Audit paragraph, where the ‘force majeure’ clause had been invoked
by the supplier, the Committee asked whether it was the advice of the Law
Ministry that the ‘force majeure’ clause could be invoked appropriately
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-amd: mocessfully fn this. case. The representative of the’ Law i

inisugy

“I would like to explain the circumstances and facts on the basis
of which our advice was given in this case. As far as I can
say, the plea of the firm was that there was a breakdown
of the machinery, not in his own plant, but in the plant of
‘his sub-contractor who had promised to supply him the raw
material. We took the view that another sub-contractor's
contract cannot be construed as ‘force majeurc’ under the
‘force majeure’ clause in the main contract. We, therefore,
stated that any break-down in another sub-contractor’s machi-
nery cannot be taken as ‘force majeure’ uniess the firm sti~

pulates in the contract itself that sub-contracts should be
considered.”

2.226. The Committee, therefore, desired whether the supplier in this
case had not obtained an undue advantage of invoking the process of Law,

despite the Law Ministry’s advice. The representative of the Department
of Supply stated:

“As mentioned in the Audit Report there was a conflict of legal
opinion between our Law Ministry here and the Legal Adviser
in Washington. Therefore. it was held that these cvents which
were pleaded by the contractor should be deemed to fall
within definition of ‘force majeure’.”

2.227. A note furnished to the Committec subsequently in this regard
by the Ministry of Law is reproduced below:

“There is no contradiction as is sought to be made out in the
sense that in so far as the ‘force majeure’ event like break-
down of the plant etc. is concerned. it may be brought withia
the category of ‘force majeure’ but in the context and on the
facts of the present casc, the firm had pleaded breakdown of
the machinery, not in its own plant. but in the plant of another
sub-contractor. Such a contingency was not specifically in-
cluded or made a term of the contract entered with the firm
by the DGS&D. In the said circumstances, it may not be
open to the firm to successfully raisc a plea of ‘force majeure’.
It is not clear whetber our Legal Adviser at Washington had
taken into consideration the afore-mentioned special circum-
stance. Besides, no written opinion was received from .. the
Legal Adviser at Washington, save his preliminary oral abses-
‘vations being copveyed by an officer of our Mission to DGS&D
in one of his letters.”
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2.228. The, Committee. asked: whether: the. Ministey: ofsLaw. hid -been
consulted by the Department of Supply. abeut the feasibility of defining
events' which would attract the provisions of the ‘Force Majeure’ clause
included in the conditions of contract. A note furnished in this regard by
the Department of Supply is reproduced inAppendix XIH: ‘

2:229. The Commitice are concerned to observe that prior to 24 March,
1972, no provision for the levy of liquidated damages or penaity for late
delivery existed in the fertiliser contracts executed by the Directer. General,
India Supply Mission, Washington, who purchases more than 40 per cent.
of the total purchases of fertilisers from abroad, while contracts execated
by the India Supply Mission, London and the Directdf General of Sup~
plies & Disposals contained provisions for the imposition of liquidated
damages or penalty for non-adherence to the delivery schedule. That such
a lacona should have been allowed to exist thereby conferring an undue
advantage on the suppliers is regrettable. What, however, causes greater
concern to the Committee that even after the incorporation, by means of a
Special Condition of Contract, of a clause for the levy of liquidated damages,
a general decision had been taken by the Fertiliser Purchase. Committee
not to invoke this clause ordinarily but utilise it only as a deterrent against
“wilful and unnecessary delays” by the suppliesrs. Unfortunately, no
grounds for this strange decision are stated to be on record, though the
Department of Supply have sought to explain it away by stating that “se
long as there was a sellers’ market for festiliser it might bgve been
embarrassing for us to raise any questiog of liquidased damages™.  This, in
the Committee’s view, is entirely impermissible and unwarmanted and
apprehension about how the suppliers would react in- the event of levy of
liquidated damages should not have gaimed precedence over sound and
prudent commercial principles. Since this decisiea has apparently frustra-
ted the very purpose of incorporating the clause for the levy of liquidated
damages, the Committee desire that this should be reviewed urgentdly and
steps taken to rescind the instructions issued in this regard and each case
judged om its merits instead of giving a virtual carte-blanche to the
suppliers.

2.230. It is also a matter for concern that while clause 10 of the condi-
tions of the contracts executed by the India Supply Mission, Washington. pro-
vides, inter alia, that claims for extension of time on account of ‘force maje-
ure’ shall be granted, the expression ‘force majeure’ has not. however, been
precisely defined or delimited by setting forth the particular eventua!iﬁes
that would constitute it, giving rise to conflicting views and intcrpretations.
Thus, in one case of delayed deliveries, the supplier had invoked the ‘force
majeure’ clause on account, inter alia, of a breakdown in the plaat of 2
sub-contractor who had promised to supply him the raw material while
!heLthkuymoftheviewMﬂscoddnotbeeonstned as
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of a breakdown in a sub-comtractor’s plant was not specifically

or made a term of the comtract entered with the firm, the Legal Adviser
of the Indin Supply Mission at Washington had, however, advised that
whenever ‘force majeure’ was not defined, it might imply that the situations
covered would be those which in fact constitute acts of god and was of
the view that accident at the plants would constitute such an act. The repre-
sentative of the Law Ministry also informed the Committee that it was
always better to have a restricted ‘force majeure’ clause and leave some
room to contend that the events on account of which the clause was
sought to be invoked were mot actually events which would fall under
the ‘force majeure’ clause. It would, however, appear to be financially
prudent fo lay down some criteria, on the basis of accepted norms of
international mercantile practice, for the determination of events that
would constitute ‘force majeure’, so that any vagueness or ambiguity in
this regard is not taken advantage of by the suppliers. The Committee,
therefore, desire that this question should be re-examined, in all its
aspects, and necessary remedial measures taken to plug what appears to
be a loophole in the conmtracts.

2.231. As regards the specific case relating to the contract executed in
April 1973 commented upon by Audit, it appears that the supplier’s
plea in regard fo the breakdown in the sub-contractor’s plant had been
accepted om the basis of the advice given by the Legal Adviser to the
Supply Mission, Washington. The Committee would very much like to
know why the Law Ministry’s views on the subject had been ignored
particularly in view of the fact that the Legal Adviser to the Mission had
mot given amy written opimion but had only “conveyed” his “preliminary
oral observ. " through an officer of the Mission.



CHAPTER 1

PACKING
Audit Paragraph

3.1. Till 1971, imported bagged fertilisers were normally packed in
jute bags. From 1971, suppliers from different countries began to offer
fertilisers in polypropylene bags, at prices lower by about 2 to 3 dollars
per tonne as compared to fertilisers in jute bags. The Department of
Agriculture, while expressing preference (July 1972) for jute bags for
operational reasons, had no objection to purchase of fertilisers in poly~
propylene bags in view of the price advantage. Accordingly, large quanti-
ties began to be purchased in polypropylene bags. For instance, it was
reported in September 1972 that out of 4.60 lakh tonnes of fertilisers
purchased from a foreign country only 77,000 tonnes were packed in
jute bags and the rest in polypropylene bags and this caused concern to
the Jute Industry in India. The Ministry of Commerce and the Indian
Jute Mills Association were anxious that in view of the comparatively
higher foreign exchange earning from export of jute goods and also employ-
ment provided by the jute industry, no positive encouragement should be
given to synthetics where jute could be used. A committee set up (July
1972) by the Ministry of Agriculture to enquire into the matter found
that, from the point of view of handling, jute bags and polypropylene/
polvthelene bags were equally suitable, provided they cBiformed to the
prescribed specifications. The committee. therefore, recommended (June
1974) that the preference as between jute bags and polypropylene/poly-
thelene bags should be governed by considerations of maximum foreign
exchange earning. In other words, if price advantage in buying fertilisers
in polypropylene bags is more than the net in-flow of foreign exchange
due to export of jute bags, purchases ought to be made in polypropylene
bags and vice versa. The net inflow of forcign exchange due to export
of jute bags for packing fertilisers was assessed by the committee (in
May 1973) as $6.57 per tonne of fertilisers. This in-flow is much more
than the price advantage of about $ 3 per tonne (assessed in August
1972). The committee’s recomnfendations are under consideration of
Government January 1975).

[Paragraph 41 of the Report of the Comptroller & Auditor General of
India for the year 1973-74. Union Government .(Civil), pp. 110-111}
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3.2, The Committee learnt from Audit that the Department of Agricul-
ture had stated in this regard, in February 1975, as follows:

“It is correct that in the recommendations of the Committee under
the chairmanship of the Joint Commissioner (Fertiliser Ship-
ping and Distribution), Department of Agriculture, quanti-
tative guidelines for exercising of option between jute bags and
polypropylene bags at the time of purchase negotiations had
been given. The implementation of this recommendation, how-
ever, has to be done by the fertiliser purchasihg agencies, i.e.,
the Department of Supply and MMTC. The Report of the
Committee was forwarded to the Department of Supply and
the Ministry of Commerce on the 5th June 1974 and they also
have been requested to intimate the action taken by them.
On receipt of their reply, the final position will be intimated
to Audit.

The Department of Supply was, however, understood to have informed Audit
(April 1975) in this connection as follows:
“This sub-para is obviously meant for the Department of Agricul-
ture to comment upon and we have nothing to say.”

3.3. The Committee enquired into the main recommendations of the
Committee (The Polypropylene Committee) appointed under the Chairman-
ship of the Joint Commissioner (Fertiliser Shipping and Distribution) on the
packing of imported fertilisers and the action taken by Government there-
on. According to the information furnished to the Committee in this regard
by the Department of Agriculture, the Polypropylene Committee had made
the following recommendations:

“from the point of view of handling, the Government of India should
view the use of jute bags on the one hand and the use of poly-
propylene/polythylene bags on the other as equally suitable, sub-
ject to the minimum specifications in cither case indicated by
Government of India, being followed.

The preference as between jute bags and polyprophylene/polythylene
bags in the purchase of fertiliser from abroad should be based
primarily on the relative economics of the two propositions in &
parucular negotiation.

In order that the preference in respect of choosing jute bags on the one
hand and polypropylene|polythylene bags on the other is exer-
cised during negotiations on the basis of as quantitative a com-
parison as possible, the negotiating team may follow the follow-
ing procedure in this respect:

(a) Before the Indian nepotiating team purchasing fertiliser from

abroad enters into negotiations with the suppliers, they
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should ascertain from the Ministry of Commerce the current
level of net in-flow of foreign exchange due to export of jute
bags in terms of per tonne of fertiliser.

(b) During negotiations a decision may first be taken whether the
fertiliser is to be imported in bulk, i.e., in unbagged condition
or in bagged condition, which decision will depend, again, on
the relative economics and feasibility of the two options, the

details of which are not within the purview of this Commit-
tee’s terms of reference.

(c) After a decision has been taken to purchase the fertiliser in
bagged condition and if there is an offer from the suppliers of
both jute bags and polypropylenc|polythylene bags of accept-
able specifications from the point of view of handling, and the
price offered for supply in polypropyvlene/polythylene bags is
lower than that of supply in jute bags, the purchase should be
made in polypropylene Polythylene bags if the price advant-
age per tonne is more than the net in-Aow due to export of
jute bags as mentioned in item (a) above. If however, the
price in polypropylene polythylene bags is higher than that in
jute bags or if the price advantage in polypropylene polythy-
lene bags is less than the net inflow of foreign exchange due

to export of jute bags, the purchase should be made in jute
bags.”?

3.4. The Department of Agriculture also made available to the Commitiee
a copy of the Report of the Polypropylene Committee. Dealing with the
economics of purchasing fertilisers in jute bags on the one hand and polypro-

pylene/polythylene bags on the other. the Committee had observed, inter
alia, as follows:

“In view of the fact that from the point of view of handling there
was nothing much to choose between jute bags on the one hand
and polypropylene!polythylene bags of the required specifica-
tions, on the other. the Committee felt that the preference to
be indicated by purchasers of fertiliser on behalf of India should
be governed mainly by thc relative economics of the two op-
tions. In this context, it would be necessary to compare (2) the
net inflow of foreign exchange eamings to the country du: to
export of jute bags with (b) the price advantage, if any. involv-
ed in choosing polypropylenelpolythylene bags instead of jute

Polypropylene Committee Report, of paragraph 7.
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bags. Since (b) keeps varying from time to time and in each.
negotiation, the comparison of (b) will have to be made with:
(a) applicable to a particular transaction. Even (a) tends to-
vary from time to time and the position in this respect will have
to be ascertained from the Ministry of Commerce prior to any
negotiations,”?

The Committee had further obsérved:

“The net foreign exchange inflow due to export of jute bags for pack-
ing fertiliser was assessed by the Committee during the month
of May 1973 as $6.57 on the basis of the following data
obtained from the Ministry of Commerce:

1. Type of bag . B. Twill Hessian (selved) D.W. Tarpaulin
(Ex-14 oz/[40* (sclvcd) (Ex-15 oz/45"

1rx12) 10X 10)

2. Size. . . 36"x24" 36" x 24" 36" x 24"

3. Weight per bag 762 gms. 527 gms. 502 gms.

{ 1+68 lbs) (1-26 1bs) (l 10 Ibs)
4. Holding capacity 50 kgs. 50 kgs. 50 kgs.
of each bag.
5. No. of bags re- 20 20 20

quired to pack 1
tonne of fertiliser.

6. Provision for was- 1 1 1

tage @5°%,

7. Estimated value Rs. 4351 Rs. 49° 77 Rs.wﬂ' 28

(fob.)of (5)and 8508 $6-84 *00
{6} above.

8. Basic price . Rs. 2,600 per ton Rs. 3,750 per tonne  Same  as hessian plus
'F.A.S.) for Stan- (F.AS.) Standard  a premium of Rs.
dard and B. Twill 40" % 10 oz. 100 per ton hessian.
bags.

Note: In the Table above given by the Ministry of Commerce a wastage of §% in the
hags has been assumed eide item 6 of the table.  The suppliers, however, pro-
vide 17 empty bags alongwith the bagged fertiliser. e« Committee, there-
fore. redaced the pereentage of wastage on bags to 19, and with this change
the fob. value of Hessian bags works out to 3?57 as against § 684 men.
doned under column 7 of the Table.

As per the price advantage between the fertiliser in polypropylene|
polvthylene bags as compared to the fertiliser packed in jute

bags, the position ascertained by the Committee from the De-
partmcm of Supply (during the month January 1975) indicated

Mbid, pavagraph 6.1
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that there was a price advantage of about $s per tonne in
purchasing fertiliser in polypropylene|polythylene bags. This,.
again, is likely to have changed substantially consequent to the
energy crises and the shortages of oil-based raw material re-
quired for polypropylenelpolythylene industry.”* -

3.5. As regards the action taken by the Department of Agriculture on
these recommendations, the Committee were informed as follows:

“It would thus be observed that the Committee broadly recommend-
ed that while importing fertiliser in bags the choice between jute
bags and polypropylene bags should be made on the basis of as
quantitative comparison between (a) the net inflow of foreign
exchange due to export of jute bags expressed in terms of per
tonne of fertiliser and (b) the savings, if any, per tonne of ferti-
liser in the price of fertilisers supplied in polypropylene bags as
compared to jute bags. The Committee also indicated the
methodology of making this quantitative comparison,

The Report of the Committee and its recommendations were forward-
ed to the Department of Supply and Ministry of Commerce
vide O.M. No. 20-25/72-MSHP dated 4-6-1974. The Depart-
ment of Supply!Minerals and Metals Trading Corporation have
been requested to intimate to the Lok Sabha direct the action
taken on the recommendations of the Committee.”

A note furnished in this regard by the Department of Supply is repro-
duced below:

“Department of Supply is guided by the decision of the Department
of Agriculture who are concerned with the specifications of
material and bags. Earlier, the purchases were confined to
either bulk or in jute bags. Subsequently the Department of
Agriculture started accepting the material packed in polypropy-
lene bags. The switchover was necessary because of two rea-
sons, namely: (i) cheaper prices were being offered for PP, and
(ii) non-availability of jute bags. The Department of Agricul-
ture set up a committee to consider the type of bag that should
be used. This question was also considered by the Fertiliser
Purchase Committee on 2-4-1975 when they took the follow-
ing dccision:—

A Committee set up under the Department of Agriculture had
worked out the cconomics of purchase in jute and PP bags.
In the meeting of the FPC on the 26th March, Shri. .. ...

4Ibii, paragraphs 6.2 and 6.3,
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.statod that there should be no. subsidy on.exports of jute.
In the existing contract and in our negotiations suppliers
bad been: asking for the dificrential between PP and Jute
Bags varying from 2 to $7.53. But this differential is
not correct as the suppliers had offered supplies in PP bags
which was not in accordance with the specification. Also in
making a decision whether to buy in jute bags or PP bags
consideration had to be given to the availability of these
bags with the suppliers. FPC, therefore, decided that each
case had to be considered on its merit.”

3.6. Drawing attention to the fact reported in the Audit paragraph that
out of 4.60 lakh tonnes of fertilisers purchased from a forcign country,
only 77,000 tonnes were packed in jute bags and the rest in polypropylene
bags, the Committee desired to know the rcasons for accepting supplies in
polypropylene bags instead of jute bags, thereby adversely affecting the
foreign exchange potential of the indigenous jute industry. A representa-
tive of the Department replied in evidence:

“From 1972 when shortage of fertilisers started developing, the
Agriculture Ministry agreed to accept either in jute bags or in
PP bags. The stage has not come when we can have the
choice. We have had to buy in whatever type of bags the ferti-
lisers were offered to us because of shortage.”

3.7. Asked whether this did not run counter to Government’s policy
that no positive encouragement should be given to synthetic packing where
jute could be more advantageously used, the representative of the Depart-
ment of Agriculture replied:

“As far as the Agriculture Ministry is concerned, a committee was
set up and that committee very clearly indicated that, as far as
suitability was concerned, both jute bags and PP bags were
acceptable provided they conformed to certain minimum speci-
fications. The committee also went on to say that the formula
which had been worked out by them must be applied in each
case to see which is more advantageous depending upon the
offer made. That was to be exercised by the purchasing de-
partment. The committee stated in no uncertain terms as to
what its recommendations were regarding the suitability or
acceptability of the either type of bags. By the formula work-
ed out by it, the purchasing department could easily decide,
whether it is advantageous to get fertiliser in jute bags or in
polypropylene bags. It was a question of implementing those
recommendations by the purchasing department. The Agri-
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cultare Ministry had also sent it to the Supply Department
and to'the MMTC for implementation of these recommenda-
tions.”

3.8. To another question whether the Department of Agriculture, being
primarily concerned with the promotion of jute production in the country,
should not have a more comprehensive and much larger interest on this
important issue and ensure that the interests of the Indian jute industry

were not affected, the Joint Commissioner (Fertiliser Shipping and Distri-
bution) replied:

“I happened to be the Chairman of the Committee. We had a
rather difficult task to come to a quantitative conclusion. We
made certain specific recommendations and it was for the pur-
chasing department to take a decision in each case whether
to get fertilisers in jute bags or in polypropylene bags. To-
enable them to decide this one way or the other, we recom-
mended that the net inflow of foreign exchange due to export
of jute bags must be considered and they should not go by
the price reduction in polypropylene bags alone. The Com-
mittee indicated that from handling point of view both jute
bags and polypropylene bags are acceptable provided they con-
form to certain minimum specifications in regard to mesh,
weight, denier etc. They must exercise cost checks and their

preference should primarily be based on the relative econo-
mics of the two propositions.

Then a question was raised that the jute may not be necessarily
from India. We resolved that by deciding that it need not go
into that question. We have a common jute board with Bang-
ladesh and our interests are then linked. We said that if the
price in polypropylene bags is higher than that in jute bags or
if the price advantage is less than the net inflow of foreign
exchange due to export of jute bags, the purchase must be
made in jute bags irrespective of the source of jute. The

Committee’s recommendations are thus to some extent weigh-
ed in favour of jute bags.

It was for the purchasing department to implement those recom-
mendations. We had also reminded them. It is not that we
were not pursuing this matter.”

As regards the specific instance reported by Audit, the witness added:

“In this particular case. let me say, because I happened to kpaw
something of the case, tha; they perhaps had no choice. The
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Japanese suppliers at that time were not willing to supply any-
thing except in polypropylene bags. If that was the position,
there could not be anything else. They had to buy fertilisers
and there was no other choice. I do not know whether this is
absolutely correct, but this is my impression. It is for the
Department of Supply to say.”

3.9. In view of the fact that the responsibility for the purchase of ferti-
lisers from abroad had been entrusted to the Minerals and Metals Trading
Corporation, the Committee desired to know the policy proposed to be
adopted by the Corporation. The Chairman of the Corporation stated in
evidence:

*So far as MMTC is concerned, we have always insisted on jute
packing. We are quite aware of the policy considerations
which should make us take only in jute bags, and we have in-
sisted on that. There have been only one or two very excep-
tional cases where we have accepted in PP bags. The entire
bulk of our imports has come in jute bags, and 1 may assure
the Committee that, in our future purchases, we will insist on
jute bags being used.”

Asked whether a condition for supply in jute bags only could be im-
posed upon the foreign suppliers, the witness replied:

*“It can be done because many of the suppliers would accept it as a
condition of supply. Otherwise, we would not purchase it
from them.”

To another question whether any formal decision had been taken on
this question and necessary instructions issued, the witness rcplied:

“If at all any instruction is required in this matter, it must come
from the Agriculture Ministry. Now that the question has
become very clear that there is a net inflow of foreign exchange,
I think, there should be no difficulty.”

3.10. The Committee are concerned to note that though, in the context
of promoting indigenous jute cxports and the ecomomic advantages likely
10 accrue therefrom, positive encouragement was not to be given to synthe-
tic packing where jute could be more advantageously used, and in spite of
the Department of Agriculture also having expressed preference, for opera-
tional reasons, for jute packing. considersble quantities of fertilisers have
been purchased from abroad by the Department of Supply from 1971 on-
wards in polypropylene bags to the detriment of the country’s jute interosts.
For instance, it was reported in September 1972 fhiat out of 4.60 lakh
Yonnes of fertilisers purchased from a foreign country only 77,000 tommes
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‘were packed in jute bags and the rest in polypropylene bags. Purchases
-of fertilisers in polypropylene bags had been agreed t0 mainly on the ground
that prices of fertilisers packed in such bags as compared to jute bags
wereloweraboutZtoSdoﬂnrspertonncinAngustl972mdbyabod5
-dollars per tonne in January 1975. It has also been stated that from 1972
when shortage of fertilisers started developing, the Department of Agricul-
ture had no choice except to accept fertilisers in whatever packing they
were offered. 1t, bowever, appears that while assessing, in August 1972
the price advantage resulting from purchases in polypropylene bags, the
comparative economics of the two propositions had not been cxamined in
detail and the in-flow of foreign exchange by the export of jute bags taken
into account and only a simplistic comparison between the prices quoted
for supply in synthetic packing and for supply in jute bags made. That
this was so would be evident from the calculations subsequenfly made by
a departmental committee (The Polypropylene Committee) appointed to
enquire into this matter, according to which the net foreign exchange inflow
due to the export from the country for packing fertilisers was 6.57 dollars
per tonne in May 1973, which was much more than the price advantages
of 3 dollars and 5 dollars respectively offered by the suppliers in Angust
1972 and January 1975. Besides, as has also been pointed out by the
Polypropylene Committee, the argument that fertilisers packed in polypro-
pylene/polythelene bags would be comparatively cheaper than those pack-
ed in Jute bags may no longer be valid on account of the increase in prices
of oil-based raw materials required for the polypropylene/polythelene
industry.

3.11. The other contention that on account of shortage of fertilisers at
the relevant time, there was no choice except to buy fertilisers in whatever
packing they were offered, may also no longer be valid at present in the
eontext of easier availability of fertilisers and fall in prices. As a sellers’
market no longer ex.sts for fertilisers, it should not be too difficult to ensure
that whatever purchases are required to be made from abroad in a packed
condition are made only in jute bags so that exports of jute bags from the
-country for packing fertilisers are not adversely affected. The Committee
have also been informed in this connection by the Chairman of the Mine-
rals and Metals Trading Corporation that apart from one or two very ex-
ceptional cases, the entire bulk of their imports have come in jute bags and
that supply in jute bags could be insisted upon as one of the terms and
conditions of the purchase which should be acceptable to many of the sup-
pliers, failing which purchases would not be made from them. Having re-
gard to the fact that the Polypropylene Committee has also indicated the
methodology for making a quantitative comparison between (3) the net in-
flow of foreign exchange due to export of jute bags expressed in terms of
per tonne of fertilisers and (b) the savings, if any, per tonme of fertiliser in



216

ﬁepkedh!thhpﬂypﬁpMewamhj&
$ags, - We ‘Conunittee desire that every cire shothl be exertised to see Hint

ke ‘fertilisers are imported as far as possible in- jute bags in preference to.
polypropylene ‘bags.



CHAPTER IV

DISTRIBUTION AND PRICING

Distribution

. 4.1, In the context of supplies of fertilisers being far from regular and
the difficulties known to be faced by the average Indian farmer in obtain-
ing in time fertiliser of the requisite quality at reasonable prices, the prob-
lem of equitable distribution of fertilisers assumes great importance. A
cemmon complaint of farmers is that fertilisers are despatched to the distri-
bution outlets only during the lean seasons when the offtake is poor. The
Cemmittee, therefore, enquired into the steps taken or proposed to be taken
to ensure that fertilisers reach thc farmer when most required. In a note.
the Department of Agriculture informed the Committee as follows:

“The production of fertilisers is more or less continuous throughout
the year. Consumption of fertilisers occurs in two peaks, one
in July-August and other in November-December. It is not
possible to rush the entire requirement of fertilisers only just
when it is required. This would create many logistical prob-
lems like transport bottlenecks and as a result slippings in sup-
ply at certain points. Moreover, movement of fertilisers by
rail has to be arranged taking into consideration the capacity
of the Railways to move traffic expeditiously. Hence the move-
ment of fertilisers from the factories to the distribution outlets
has necessarily got to be made more or less uniformally
throughout the year. This would result in some stocks accu-
mulating in the off-season which would be sold during the
ensuing consumption season.

Under the Essential Commodities Act, the Fertiliser Movement
Control Order has been promulgated by the Central Govern-
ment in 1973. Taking into consideration the requirement of
cach State for each season for each fertiliser and taking into
acoount facility of railway movement orders are issued under
the Fertilisers Movement Coatrol Order once in 3 moaths
directing the manufacturers to supply a certain quantity of fer-
tilisers in each State/Union Territory, Instructions have also
been issued that the supplies by the manufacturers have to be
made proportionately every month, For instance, out of the
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quarterly allocation for August-October quarter, 1/3 is ex-
pected to be supplied during August and so on. Any nea-

compliance of the order is punishable under the Essential
Commodities Act. The issue of such an order ensures that

the manufacturer supplies an adequate quantity of fertilisers
to each State during the consumption season,

In regard to pool fertilisers also, since it is not possible to ensurd
the arrival of imported fertilisers only just prior to the com-
sumption season and taking into account the movement prob-
lems, it becomes necessary to move fertilisers to likely cofi-
sumption centres in the off-season so that adcquate quantiies
of fertilisers are available in the consumption season.” '

[

4.2. Explaining, during evidence, the arrangements for the distribution
of fertilisers, the Joint Secretary (Inputs), Department of Agriculture stated:

“From July 1972 we have taken over the distribution of fertiliscgs
under the Essential Commodities Act. We have been draw-
ing up coordinated supply plans for indigenous manufacturers
of fertilisers as well as for the pool.”

Asked whether Government had satisfied themselves that since Juiy
1972. the distribution mechanism actually worked to the benefit of the far-
mer, the witness replied:

“Yes, the distribution mechanism worked, but the problem in 1972-
73 was that of non-availability. The total availability of ferli-
lisers in the country was far less than the demand.”

To another question whether whatever quantitics were available during
1972-73 were actually and equitably distributed to the farmers, the witness

replied:

“For the quantities of fertilisers which are made available. as I
said, under the distribution plan, which we have drawn up,
the State Governments are expected to monitor the distribution.
under this plan every month by calling the rcpresentatives of
the manufacturers to the State headquarters to find out whether
they had in fact distributed the fertilisers which they are sup-
posed to distribute and also to make sure that they give the
right kind of fertilisers to the districts in which the State Gov-.
ernments want those fertilisers to. be distributed.”

4.3. In this context, the Committee invited attention to the following
observations in regard to shortage of fertilisers contained in the Supplemen-
tary Report of the Comptroller and Auditor General of India for the year

-
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‘1912-73 on the Emergency Agricultura) Prodil(:tion Programme and asked
. Whether this did not represent a melancholy state of affairs, in spite of the
claims made by Government:

“Punjab and Haryana have complained of acute shortage. 1In
Assam, Manipur, Rajasthan and West Bengal shortages of 25
per cent or more were reported. In Rajasthan the quantities
available for distribution were also less because of the inability
of the representatives of the State Governments to lift in time
the allotments made to the State. In Maharashtra 0.61 lakh
tonnes of nitrogen were allotted against the requirements of
0.54 lakh tonnes and 0,31 lakh tonnes remained undistribut-
ed. Against a total requirement of 0.63 lakh tonnes of P&K,
0.40 lakh tonnes were allotted, out of which 0.11 lakh tonnes
were distributed. In Assam 1637 tonnes of fertiliscrs re-

mained unutilised since March 1973 in 5 districts out of 6094
tonnes reccived.”

The Joint Secretary (Inputs), Department of Agriculture replied:

“T would like to say that for the first time in July 1972 we started
drawing up this guaranteed supply plan. So far as the inter-
nal distribution within the State is concerned, it i~ left to the
State Governments. That is, we make the allotment that has
to be given by the manufacturers who have their rctail points.
What we say is: Zuari Chemicals will give 2000 tonnes of
nitrogen to Tamil Nadu State within this six month period.
We arc satisfied that Zuari Chemicals have their own private
retail points also and give something through the public chan-
nels.  But it is for the Tamil Nadu State Government to make
sure that Zuoari Chemicals distributes 2000 tonnes and to

whatever extent the State agencics can lift them, they should
lift it

As far as the imported fertilisers arc concerned, we make allot-
ments to each State Government according to the co-ordinated
supply plan. Tt is for the Statc Government to make arrange-
ments to lift them. Some of them did not lift it because of
financial difficulties.

As far as the figures are concerned, I will be able to make it only,
after 1 have seen it. But, broadly, in, the whole of the latter
half of 1972 and the whole of 1973 and the early part of 1974,
the main problem was one of the overall availability of fertili-
sers in the country both from indigenous and the pool being
far short of the total requircments of the country. So many
States complained of severe shortages because this was a situa-
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tion which could not be helped because the proportionate indi--
genous production could not go up and possibly came down
also and also the imports have to be restricted because they
are not available in the international market,”

’ \

4.4. On the Committee drawing attention to complaints that farmers
were unable to obtain fertilisers during those seasons when they were
actually required and enquiring what steps, if any, had been taken to
ensure that fertilisers were actually made available during the peak con-
sumption periods, the witness replied:

“Though July-August and October-November are the big con-
sumption months, that has nothing to do with the delivery
or distribution arrangements. We have more than 13 lakh
tonnes of material in the pool in stock which is distributed
to the various parts of the country. We have asked the
State Governments and also the fertiliser manufacturers to
distribute the indigenous production ander the Essential
Commodities Act. We have made arrangements to sec that
every district officer makes a review of the quantity of ferti-
liser required in a district during the consumption period and
make arrangements for having that stock. Even though the
peak consumption would be during July-August and
November-December, our distribution is throughout the year
so that there will be no rush at the last moment.”

4.5. Asked whether the Central Government had any idea of the
basis on which fertilisers were actually distributed in the rural areas,
particularly in States like Andhra Pradesh and Tamil Nadu, and whether
the quantity issued per acre was considered adequate in Government's
view, the Additional Secretary of the Department of Agriculture replied
in evidence:

“Probably the Member’s disappointment at the low rate per acre
stems from the fact that this was happening in a few States
in a time of scarcity, perhaps two or three years ago. It
was true that in many cases they had just a mathematical dis-
tribution, the total quantity available divided by the acreage,
and sometimes the farmers were getting very small quantities.
This was unfortunate, but there was nothing that we could
do to rectify. the situation because the total available was so
small. T had known cases in Andhra Pradesh in particular,
where they use a very high dose of fertilisers, where the
farmers used to get hardly 4 to S kg. or 10 kg. for paddy
land, but that is now a thing of the past. We have adequate
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fertilisers and even buffer stock and we do hope that in the
coming years this phenomenon will not recur. It did
happen in the past when there was acute scarcity and people
were selling at black market rates.”

To another question whether any complaints in this regard had been
received from Andhra Pradesh and Tamil Nadu, the Joint Secretary (In-
puts) replied:

A

“We have received no complaint as such, but in Andhra Pradesh

She added:
“AS

as far as the internal distribution is concerned, we have ascer-
tained from them that they are operating on a card system.
After estimating the requirements per farmer based on his
area, crop etc., they give him his entitlement but otherwise the
total assessment of requirements has been agreed to by the
Andhra Pradesh and Tamil Nadu Governments.”

I mentioned earlier, the internal distribution of the fertiliser
allotted to States is left to the State Governments. But
many of the State Governments introduced a distribution
system like permit and card system which led to some amount
of malpractices. Then our Minister wrote to all the Chief
Ministers of the States pointing out that complaints had been
received that the introduction of this kind of distribution
system was acting more as a bottleneck than as a help and
requested them to revise the system. I must report to the
Committee today that practically all the State Governments.
on the basis of a letter written by the Minister, have now
withdrawn it.”

4.6. The Committee desired to know, in this connection, how the
Statc Governments had reacted to the formula adopted by the Cestral
Government for the assessment of requirements of fertilisers and their
allocation. The Additional Secretary of the Department of Agriculture
stated in evidence:

...even the latest method of assessing has since been accept-
ed by the States perhaps with some reservations, and this.
it has been felt, was the best and most realistic in the circum-
stances. Even with the help of agronomists and other re-
search scientists who, on the basis of their ¢xperiment.
suggest dosages for optimum utilisation of fertilisers for
maximum production, at the moment we are not able to im-
prove upon this formula.”
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Asked whether the reservations on the part of some of the States had

in any way contributed to a certain kind of anarchy in the distribution of
femlnsers, the witness replied:

“No. 1 checked up with Miss. ...[Joint Secretary (Inputs)]. I
was under the impression that there was some protest in the
beginning, but she says that after a round of discussions in
the zonal meetings, they have been convinced that this was
the best ,vailable formula for the present to assess the.
requirements of the States.”

To another question as to how the States had reacted to the revised
criteria introduced in 1974-75 (vide Appendix 1) and to what extent,

if any, the principles of allocation had been modified, the Joint Secretary
(Inputs) replied:

“When the formula was first thought of to link it to the produc-
tion programmes and to the level of application reached, we
had consulted most of the State representatives. We had a
series of discussions with them both in the zonal conferences
and at the Centre and the formula was drawn up. The
protest about it was that we were giving a uniform § per
cent increment in the dosage rate to all the States. To a
State which has a very low consumption level, you have to
give a higher increment because there is a possibility of im-
proving upon their performance sawuch more. A uniform
5 per cent increment would keep the lower consumption Statcs
at a low level for all time. So, we went into this question
again and drew up a graded system of increments by which
the States which had already reached a high level of consump-
tion were given lower increments and States with lower levels

consumption were given higher increments in the dosage
rates. To that cxtent we adjusted our formula on the basis
of the suggestions of the State Governments.”

Asked whether the States had reacted better to the new formula, the
witness replied:

“Much better. Actually, I forgot to mention that six-monthly
zonal conferences with every State and the APC and the
Agriculture Director of each State are held at which the for-
mula is discussed and if they have any reservation or protest
about the method, they express it. They have completely
accepted the assessment and there has been no protest at all
about the criteria for assessing the requxrements by any parti~
cular State in the Jast two or three years.”
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- 47. Drawing sttontion, in this comtext, to the clagsification adopted
fer Rabi 1975-76 (vide Appendix I), the Committee desired to know the
[e@sons for some States getting a preferential treatment in the matter of
amessment of fertiliser requirements and allocation. The Joint Secretary
Ginputs), Department of Agriculture stated in evidence:

“The range is 5 to 20 per cent. We did this grading because of
the protest of the State governments that equating States with
high levels of consumption with States having low levels of
consumption was not fair because it keeps the low level
consumption State always at the bottom. Andhra Pradesh,
Punjab and Haryana are in the forefront as far as
use of fertiliser is concerned, but I can say that whatever
Andhra Pradesh has asked for, even apart from the assess-
ment of requirements, we were willing to give them and we
have given them in the past. For instance, when under the
Nagarjunasagar Dam some additional area came under irriga-
tion, they asked for an ad hoc additional allotment and we
gave the entire allotment from out of the pool even though
it was over and above the assessed requirement. We have
been making arrangements to see that any State which wants
additional ad hoc allotment is supplied its requirements. We
are working in order to ensure that the States which can make’
use of fertilisers get them. As far zs distribution is concern-’
ed, we are in constant touch with the Director of Agriculture
and the Secretary. If there is any shortage, we do make it
up.”

4.8. According to the information furnished to the Committce by the
Pepartment of Agriculture (vide paragraph 1.47 and Appendix V), “after
a"',period of shortages in availability of fertilisers in the country from
1972 to 1974, the availability of fertilisers has been rel-tively easy during
the past six months or so”, as a result of which both the distributing
agencies and the cultivators tended to purchase fertilisers only just before
the application season and only in such quantities as were immediately
required. The Committee, therefore, enquired into the reasons for the
sudden change in the situation and desired to know whether this was
aftributable to excess imports or iscreased production or less utilisation.
The Additional Secretary of the Department of Agriculture replied in
evidence:

“In the years you refer to there was considerable shortage because
of non-availability in the intcrnational market. As you ore.
aware, in 1974-75, there was an unprecedented drought and
floods and eight big States were involved in this catastrophe.
This, combined with the increased rate of fertilisers, resulted
in less off-take. The seasonal conditions did not permit uti-
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lisation of fertilisers and also the increased cost and the laok
of credit facilities, which have since been rectified, was a
contributing factor for less off-take. This result I woilld
not say in a glut, but a comfortable stock position. Todxy
we have about 1.3 lakh tonnes in terms of nutrients-with the
fertiliser manufacturers and about 2.6 lakh tonnes with the
importers. This works out to less than 30 per cent of the
total requirements which had to be kept by them in the pipe-
line and as a market buffer to give us sufficient bargaining

- power when we go for tenders in ‘the international markets.
This has been the advice and, as also reiterated by Mr.. ...
this gives us the necessary strength to withhold from purchascs
if the market is buoyant and we are not getting at reasonaile
rates. The National Commission of Agriculutre and several
other committees have recommended that it is necessary to
maintain this in order to ensure that the fertilisers arc avail-
able to the farmer at a time he needs them at all the retail
points in the far-flung areas of the country. So, the total
which we have for the year is not considered by any means
unusually high or excessive. In fact, the fertiliser stock with
the manufacturers amounts to hardly 5 to 6 per cent of the
total annual capacity and in respect of the pooled fertilisers
it works out to about 20 per cent which it is fclt necessary
to be kept as a buffer stock.”

Since drought and lack of purchasing capacity had been cited by the
witness as factors responsible for the lesser off-take of fertilisers, the Com-
mittee desired to know in which part of the year these had occurred.
The witness replied that this was in 1974. On the Committee pointing
out in this context that it appeared somewhat contradictory that the ferti-
liser position should have been difficult when there was drought and also
less demand, the witness replied:

“In the first half it was difficult. In the second half it was very
comfortable.”

The Joint Secretary (Inputs) added:

“Shortage developed during the middle of 1972. Before that thare
was plenty of fertilisers. The whole of 1973 was onc of
extreme shortage. In carly 1974 the shortage continued, but
by Junc 1974 the situation changed partly because in the
Kharif of 1974 there was drought in Gujarat, Maharashtra,
Rajasthan and Karnataka. So, it was in the Kharif of 1974 that
the adverse seasonal conditions started. = The international
position regarding the availability of fertilisers cased towards
the second half of 1974 uand the pricc increase was also in
June 1974.”
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She stated further:

“In the latter half of 1974 the position definitely changed from.
one of shortage to easier availability because of less consumip-
tion in Khariff and Rabi because of drought and other condi-
tions.” .

4.9. When the Committee pointed out in this connecction that in the
later part of 1974, there was a hue and cry for {fertilisers, and even an
agitation, in Andhra Pradesh and that it was, therefore, difficult to recon-

cile to the statement that the availability of fertilisers had cased during
that period, the witness stated:

“Andhra Pradesh, Bihar and West Bengal were the three States
where there was still demand for fertilisers. As a matter of

fact, from Gujarat and Rajasthan we diverted fertilisers to
Andhra Pradesh.”

She added:

“In eight States there was certainly decline in the consumption of
fertilisers due to drought, but in a few States like Andhra
Pradesh, West Bengal and Bihar there was still good consump-
tion of fertilisers and we despatched to them as much as they
could take. There was no question of our not being able
to supply to them, but for th¢ whole country consumption
certainly declined because of the drought conditions and also
because of the increased prices of fertilisers.”

Elaborating further, the witness stated:

“We normally work out our requirements based on normal sea-
sonal conditions. Every year it is a fact that one or two
States get affected by drought or floods but last year was an
unusual year in which eight States were badly affected. To-
gether with that there was a price increase in June and the
consequential credit non-availability which had to be tackled.
So, it was a combination of a number of factors and also many
of the contracted imports did not materialise in the earlier
half, but towards the latter hailf the position improved and the

import arrivals came according to schedule and cven in
advance.”

4.10. On the Committee 'pointing out that drought alonc in some
parts of the country could not account for the easing of the fertiliser posi-
tion and that, despite the claims of Government to the contrary, a black
market in fertilisers actually flourished in 1974, and enquiring whether
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the easier availability of fertilisers in the early part of 1975 was attribut-
able to larger import arrivals or increased production or was on account
of the release in the market of stocks held earlier clandestinely by haorders
and blackmarketeers, the witness replied:

“It is a combination of factors. By the end of 1974, we had a
better stock position than we had anticipated because of less
off-take in many States. We had made special arrangements
for rushing additional supplies to Andhra, in addition to-
what they had asked for. As I had mentioned.... when
additional water became available in the Nagarjunasagar area
for which they had not asked for fertilisers, we gave them
additional fertilisers. Then in the first half of 1975, import
arrivals have been according to schedule and in some cases
even in advance of schedule. So-there have been better im-
port arrivals. Indigenous production also in the first half of
1975 had been better because of better power availability
and various other factors. So becausc of thes¢ factors, our
position now is much better than it was last year. It was
a combination of a number of factors that was responsible
for this.”

Another representative of the Department of Agriculture added:

“During 1974, as a result of drought in a number of States, the
consumption was really below the expected target. It was
less than the Pprevious vear 1973-74. Even in States like
Punjab and Haryana. the consumption was less than the pre-
vious year. Consumption was particularly less in Rajasthan;
it was less in Gujarat: it was less in the castern part of MP,
the Chhatisgarh areix. It was very low in Orissa. Also it
was less in U.P. As a result, stocks which were supposed
to have been consumed in the kharif season were not con-
sumed and the availability of stocks towards the end of 1974
(November-December) was slightly better. In the meantime.
prices of fertiliser also increased by almost 80—100 per cent.
There was some shortfall in the off-take of fertilisers in al-
most all States and by the end of the year 1974-75 (March
1975) we found that in States like MP, Punjab, Haryana
and UP there was substantial reduction in the consumption of
fertiliser compared to the previous year, 1973-74. 1t is as
a result of combination of factors, that is, drought, a sudden
increase in the fertiliser price and less off-take that this situa-
tion was brought about.”
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Asked whether Government were aware of a black market in fertilisers
flourishing till the end of 1974, the Joint Secretary (Inputs) replied:

“As a matter of fact, Andhra Pradesh was the only State wherc

it was the last to disappear, because it was one of the States
which did not have drought, which had additional water and
which came up to the Centre for additional supplies. .

It is a fact that in Andhra Pradesh there was a brisk demand
for fertilisers from growers of cotton, tobacco and other com-
mercial crops. But even there, towards the end of the year,
black market, according to official reports, had more or less
disappeared.”

4.11. Asked whether any steps were taken during thig perjod to divert
surplus stocks of fertilisers available with states where there was no im-
mediate demand to those deficit States like Westgrn U.P. .where there
was a clamour for fertilisers, the Joint Secretary (Inputs), Department of
Agriculture replied: .

“When manufacturers who had been given allotmments under the

Essential Commodities Act came up saying ‘we cannot sell in
Rajasthan and in Gujarat because there is no demand there’,
we gave orders for diversion of these quantities to States like
Western U.P. and Bihar and Andhra where there was a
demand. There has been considetable™ divérsionn ordered in
order 10 meet the demands of States | where there was still
demand and because of low consumption in  other States.
We had been reviewing it as we went along: Wherever there
was a demand, we sent the fertilisers because we were in a
position to divert it.”

In a note* furnished subsequently in this regard, the Department of Agri-
culture informed the Committee as follows:

“On thc basis of the reviews made from time to time to assess

the fertiliser availability position of fertilisers in  different
States, steps were taken to divert fertilisers from the States
affected by drought to States like Bihar, Andhra Pradesh,
Western U. P. etc., where there was increased demand. The
requirements of fertilisers of Andhra Pradesh and Bihar were
stepped up by 24,000 tonnes of N and 6500 tonnes N res-
pectively for the special programmes launched by them. These
additional allotments were given from the Central Fertiliser

¢ - — —————

*Not vette ! in Audit
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Pool. In addition to this, the quantities of domestic fertilisers
diverted to different States are given below:

Quantities of fertilisers. Diverted from Diverted to
(in tonnes)

1120 P . . . « Gujarat Karnataka, .Andhra  Pradesh
Madhva Pradesh & Punjab.

i6s N . . . . Harvana& J & K: 509, Bihar. 50°/, Punjab.

644 N . . . + Madhya Pradesh Bihar.

1840 N . . . « Bihar & Punjab Rajasthan

1083 N ° ° ° o Haryana Punjab

2300 N . . o « Gujarat Andhra Pradesh

H720 N . . . . Gujarat Andhra Pradesh
6go N . . . « Gujarat U"ltar Pradesh

1470 N . . . o Gujaras Uttar Pradesh
360 N . . . o Gujarar Uuar Pradesh
920 N ° . . o Gujarat Unar Pradesh
828 N . . . « Harvana Bihar

644 N . . . « Madhya Pradesh Bihar™

4.12. As has been pointed out in  paragraph 1.42 of this Report
while the imports of fertilisers during the period from 1968-69 to 1973-
74 ranged from 6.33 lakh tonnes to 12.56 lakh tonnes, imports during
1974-75 (when the world prices were highest and worked out to almos:
six times the prices prevailing in 1971-72) amounted to 14.09 lakh
tonnes, though internal consumption during that year (25.79 lakh tonnes)
was the lowest as compared with the consumption during the preceding
three years. The Committee, therefore, desired to know the reasons for
making such large purchases at higher prices in the context of a lack of
.demand and lesser off-take. The Joint Secretary (Inputs), Department of
Agriculture stated in evidence:

“The planning for thg 1974 imports was done in October 1973.
As already explained, imports could be profitable only if
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planned sufficiently in advance. Till June 1974 the ‘position
was one of continuous shortage. Kharif starts in July 1974
and when we knew that the price increase had a disastrous
effect on consumption, we took note of that. Besides there
was inadequacy of credit. Conditions improved by the later
half of 1974 by which time all the contracts for imports for
1974 had already been concluded and consignments started
arriving. Since we knew that stocks were built up we made
an effort to reschedule our concluded contracts to the extent
possible or even cancel if possible. But our total supply
today is such that it may not even account for a good pipe-
line provision. 1f there is no black market today, if interna~
tional prices are responding to us today, it is because we are
in a comfortable position. T still maintain that we are not
holding more stocks than would be required for kharif and
rabi, provided corrective measures are taken to step up con-
sumption. The attempt of the Ministry of Agriculture is hot
to keep availability to the sale which is possible but to keep
availability to the consumption levels which should reach
food production levels. Revisison of prices, increasing the
distribution margin, doing morec promotional work and in-
creasing credit availability are steps in that direction which
were taken in the last six or seven months. We get reports
from the State Governments of good Seasonal conditions.
The offtake has improved and: the stock position with the
domcstic manufacturers is coming down.”

4.13. In an editorial captioned ‘Fertilizer Policy’, appearing in the
‘Business Standard” of 2 June 1975, it had been stated, inter alia, as
follows:

“New Delhi's decision to go slow on fertilizer imports is a tardy
recognition of the harsh realities both at home and abroad.
The indigenous demand for fertilizers has declined so sharply
that huge stocks remain unsold. World supplies have also
assumed massive proportions and international prices have
been steadily going down. Imports in these circumstances
will not only mean reckless dissipation of scarce foreign ex-
change reserves but also lead to large accumulation of ferti-
lisers for which the country would have no immediate use.
The cwrrent developments on the fertilizer front have appe-
rently taken the Union Government by complete surprise and
it does not know what to do to meet the unexpected challenge
(emphasis added). To make the best of a bad job it has
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advised foreign suppliers to defer deliveries in the hope that
the respite thus gained will enable it to sort out its problems,
Efforts are also being made to renegotiate old contracts o
more favourable terms. In view of the worldwide shrinkage
in demand and fall in prices the supplying nations may not
oppose a reasonable compromise plan.”

4.14. When the Committee drew attention to this editorial and parti-
cularly to the statement that the developments on the fertiliser front had
taken the Union Government by complete surprisc and asked why a glut
situation should have been allowed to develop. the Joint Secretary
(Inputs), Department of Agriculture replied:

“I have already explained that therc is no situation of glut. Com-
pared to the actual requirement, it was only a question of
low offtake. The first half of 1975 was non-consumption
season. Wec have seen that press report; it does not make
any reference to any official agency. 1 can tell you thae
there are reasons. Therc might be parties who want to keely
down the availability, because in the last two vyears. 1972,
1973, people were making money because of shortage of
fertiliser. Fertiliser was sclling in the black market at a2
premium and there was no need for any aggressive marketinz
at all. They found that the situation has chunged to the'r
disadvantage and they are interested in secing that we cat
down our imports so that a situction of shortage could be
created. Our attempt has been to keep availability related
not to what we could sell but to what should be consumed
in order to achieve production targets in ggriculture. W we
do not do that we would have to import foodgrains  for
Rs. 500 crores and Rs. 600 crores. We arc trying {o find
out the factors which inhibit this; one was the price, ths
other was the inadequacy of distribution margin: then the
inadequacy of credit, bottlenecks, in the distribution systein in
the States, adverse seasonal conditions, ctc. Wherever cor-
rective measures could be taken, we have donc so. rather
than pander to the ‘press report and cut down our imports; if
we did that once again a situation of shortage would aris:
and the old malpractices would flourish.”

The witness, however, conceded that at the present moment  (August
1975), there was a glut on account of less offtake plus improved imports,
‘which were coming according to schedule, and better indigenous produc-
tion. She also admitted that the cultivators’ resistance to increased prices
“affected the offtake of fertilisers. :
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4.15. The Committee desired to know whether there were adequate
stocks of fertilisers to meet the requircments of Rabi 1975-76. The Joiat
Secretary (Inputs) stated in evidence:

“For the Rabi 1975-76 all arrangements have been made for
adequatc availability and not only for adcquate availability
but a detailed distribution supply plan for the period August
to January has already been drawn up both for indigenous
and imported fertilisers and so there is no doubt about it and
we have told the State Governments to tell each District
Magistrate to assess the requirements for the district, to see
whether that quantity of fertilisers has already been moved to
the distribution points in the districts because there are about
40,000 retail points in the country and our efforts are to see
that fertilisers are just not merely available but also made
available to thc remotest corners and to each of the distribu-
tion points well in time beforc the consumption season starts.
As a matter of fact. T have brought for the information of
the Committce the supply plan we have drawn up for the
period. August to January, in which the 48 manufacturing
units have been told exactly what quantities of fertilisers have
to go within this six-month period to each of these States.
This is being done under the Essential Commodities Act.
The State Governments will watch to see that this quantity
is proportionately made available by the manufacturers for
every month of the six months’ period and for the pool we
give the residual requirements. So before the Rabi scason
starts most of he fertilisers would have reached the farthermost
retail point in the country.”

‘She added:

“We have already sent out telegrams to all the State Governments
asking them to ascertain from the District Magistrates the
fertiliser requirements of the district and whether that quantity
of fertilisers has already moved to the district.”

. 4.16. The Dcpartment of Agriculturc also furnished, at the Committee’s
mstance, a detailed note on the machinery that was available to ensure
the timely and “equitable distribution of fertilisers to the farmers and the
checks exercised by the Central Government in this regard, which is
rgproduced in Appendix XIV. In the note, the Department informed
ahe Committee, inter alia, that the following measures had been taken, in
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Tecent times, to ensure availability of fertilisers adequately and in time
to the State Government agencies and cultivators:

“(1) Sizeable buffer stocks of pool fertiliser have been built up in
order to guard against shortages and also to be able to negotiate
prices in world market from a position of strength.

(2) Efforts have been made to step up domestic production.

(3) The Pool buffer stocks have been located near consumption
centres (and not only near the ports) so that supply can be
made to the cultivators quickly when required.

(4, Prices of fertiliser have been reduced w.e.f. 18th July, 1975
to make it easier for the cultivator to purchase fertiliser.

(5) Movement of imported and domestic fertiliser has been
rationalised and is done on an ‘advance programming’ basis
from time to time, which enables Railways to give priority to
movement without affecting their operations or the movement
of other essential commodities.”

4.17. Referring to complaints of farmers in regard to the poor quality
of fertilisers produced by the domestic manufacturers and that not unoften
oenly mud was being supplied in the guise of fertilisers, thc Committee
enquired into the steps, if any, taken to ensure the quality of the fertilisers
made available to the farmers. The Joint Secretary (Inputs), Department
of Agriculture replied in evidence:

“As for the quality of the indigenous manufacture... T would be
able to say broadly that it is not possible for adulteration to
take place at the production level because production has been
geared to a particular percentage, and so this kind of adultera-
tion takes place after it gets into the distribution system,
because it goes to the wholesalers, then to the retailers ard
then there are several points thereafter where jt is handled
before reaching the farmer. Tt is possible that adulteration
takes place at any of those points. Here again we have
tightened the regulatory machinery to such an extent that we
are monitoring what the State Governments who have their
laboratories, who have their fertiliser inspectors who are
supposed to draw samples from all registered dealers at any
point and if they are found to have adulterated stocks, they
are to prosecute them. In times of shortage, many cases of
such adulteration took place. Cases of prosecution were
reported to us. But again adulteration possibly has come
down, the cases reported have come down, because of e
easier availability of fertilisers this year.”
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Asked whether any monitoring in this regard was done by the Central
Government, the witness replied:

“We have a system by which we ask State Governments to report
to us all cases of blackmarketing and adulteration which they
have detected and what action has been taken in each case.
In our six-monthly zonal conferences, we find out from State
Governments what they are doing in this regard. Obviously
such machinery camnot be administered from the Centre.
But the States have been vested with sufficient powers and
we are monitoring what they are doing about it.”

To another question in regard to the nature and extent of quality
controls exercised by the State Governments and whether there was any
machinery to check that the fertiliser actually supplied to the farmer was
of the same quality and standard as produced by the plants and no adulte-
ration took place at the distribution points. the witness replied:

“As | said. in each State there ijs a machinery to do the quality
control. Under the Fertiliser Control Order, each State has
nominated fertiliser inspectors for each district and each
inspector has to indicate how many samples he has drawn.
We arg monitoring it. Where in some cases there may not be
sufficient vigilance. we have been monitoring the action taken
by Government in this respect. Fertilisers distributed in the
States, imported or indigenously produced, are subjected to
the samc quality control. because it js also possible that
imported fertilisers may be adulterated. As I said. since in the
distribution and transport there are so many agencies
involved, at anv poini in thesc stages adulteration could take
pluce.  So we have vested the State Governments with power
to draw samples at any stage of the distribution of fertilisers
and prosecute the offenders.  Sufficient powers have been
given even for summary trials because it was represented to
us that the normal judicial processes are too cumbersome for
such cases. So we changed the Jaw: we have now given them
powers of summary trial in such cases.

Then many State Governments came to us and said that they cannot
do better monitoring and quality control because they do not
have enough finances to appoint staff exclusively for quality
control. What they now do is to nominate the DAO as the
fertiliser inspector, also the seeds inspector. also the pesticides
inspector. Because of his other duties, he is not able to
devote sufficient time to catch cases and successfully prosecute
them. We thought this was a genuine plea and we have im

2434 LS—16.
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the Fifth Plan included a scheme by which we will ‘assist Staté
Govermments in appointing one inspector practically per
district exclusively for drawing pesticide/seed/fertiliser samples.
He will be the input inspector. He will have the time to
draw these samples and prosecute the offenders.”

+ 4.18. ‘Apart from the quality of fertilisers actually supplied to the
farmers, other complaints also relate to the quantity and weight of fertilisers
sold. Drawing attention to the fact that in some cases, farmers were
Aqrced to pay the price for the full quantity and weight indicated on the
-‘ags even though the actual contents might be less, the Committee desired
to know whether any action had been taken in this regard. The Joint
Secretary (Inputs) stated in evidence:

“I presume this applies to imported fertiliser rather than to the
indigenous fertiliser, because part of it comes in bulk and
part in bags. In handling the bags. hooks are used because
labour are pot willing to handle them without hooks. We
bave estimated that on each bag from the time it is taken
down from the ship, to the tramsit shed. then to the wagons,
then to the destination point. then again transported by trucks
and then handled at the depots and then at the retail point,
about 16 hook holes occur. 1 have seen this myself. We
have tried to persuade labour not to use hooks, but they are
not amenable to it. They say it is very difficult to lift it by
hand. So we got them Japanese hooks which are smaller.
But they do not use it. What they do is to keep it hidden in
dhoties and use the very vicious big hook which makes these
holes in the bag. I have scen it myself. It is very difficult to
compel them to give up use of hooks. The only answer to
this is to mechanise the handling. In respect of bulk fertilisers
it is being done. though mot in a satisfactory manner despite
our attempts. At the major ports where bulk fertilisers are
received we are trying to mechanise the handling process as
far as possible. From the ships fertiliser will be sucked and
through conveyor beits will be carried. so that the handling
willl be more controlled and losses by hook holes or pilferage
may not be much. At present it is difficult to fix responsibility
between the port trust labour. the FCI labour and the railways
for such losses.”

.. Asked whether the witness could say with certainty that it was the
port labour or the FCI labour which was pilfering fertilisers, the witness
roplied:
“Tt is very difficult for people to smuggle fertiliser out of the port
trust premises because it is a bulk commodity.”
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She. adged:

“Secondly, it becomes slurry and it is not possible to prevent it.”
To another question whether in order to prevent handling losses at the ports.
which, in any case, did not appear to be very heavy, it was necessary to
make large investments in sophisticated mechanical handling plants which
would also displace a large number of labourcrs, the witness replied:

“We have installed a Rs. 8 crore mechanical handling project in
Kandla, which would handle about 4,000 to 6,000 tonnes a day
as against 400 to 700 tonnes a day by manual handling. There
would be a saving on demurrage charges that we pay in foreign
exchange. There will be a quicker turn over of fertiliser
vessels and thereby reduction in freight charges quoted by
fertiliser supplicrs; by itself this will be an enormous amount.
Besides, all these mechanical projects have been taken up in
consultation with labour unions. though there would be no
displacement of labour because we will be handling many more
ships. Even so, we are providing for compensatory payment.”

4.19. Asked why the farmer should be made to bear the incidence of
kandling losses, the witness replied:

“In the distribution margin we give, there is some provision for
shortage and losses and that amount should enable them to
make up any shortage or loss. It is not that every bag is short.
Some bhags like that may be there and the farmer is entitled to
get the quantity for which he pays.™

Pricine of Fertilisers

4.20. The following table indicates the prices paid by farmers for
different fertilisers in India and elsewhere in the world during 1968-70:

Prices paid by farmers per 100 kes. of plant nutrient in 108, Dollar.

Ammmo-  Ammo- SSP MOP
nium nium Urea (below (Over Remarks
Sulphate  Nitrate 25°.0  45°0)

Prance 6g/70 . . 26 23-% .. 22+ 3 8.7 Price at retail store.
No subsidy M.O.P.
60°,

West Germanv 6g/70 . 287 285 27-0 259 8-9 Price at nearest rail

station for mini lots
of 20 tons including
value-added  tax.
M.O.P. 50°,
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Ammo-
nium

Sulphate

Ammo-

nium

Nitrate

Urca

SSp

MOP
(brlow (Over
25%)

Remarks

45%)

U.K.69/70 .

Swirzerland 69/70

Canada 68/69

USA 69/70

Burma 6q/70

Cevion 64 .

Taiwan 69’70

India 69,70
Japan 6g/70

Pakistan 68;b¢,

UAR 58/69
Australia 69/70

15°6

25

29° 1

27°5

380

473

24"

22"

40-

3074

~I

"7

24°9

Sorrce : FAO Production Book, 14y70.

te

~F

e

[&1)

Prices are compiled
from subsidy claim
statistics.  Different
subsidy for different
fertiliser.

Prices at nearest rail
station for 5-15 car-
lots—No subsidy
M. O. P. 40°,

Prices FOB on Plant,
No subsidy.

Prices at various points
of delivery.  There
is cost-sharing arr-
angement  with far-
mers which is not con-
sidered subsidy.

Prices at nearest sale
points in Govern-
ment organised
non-proin sale.

Prices at Grovernment

retail  Stores- Sub-
sidised sales.

Prices at nearest rail-
way station.
No subsidve,

Nou subsidy,

Subsidy varies  fron
fertiliser to fertiliver,

No subsidy

Subsidy patd to feru-
liver manufacturers,

.It would be seen from the table that the prices paid by farmers for fertilisers
in India were about the highest in the world.
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4.21. A note furnished, at the Committee’s instance, by the Department

of Agriculture indicating the basis on which prices of fertilisers were fixed,
is reproduced below:

“Fertilisers distributed in India come from two sources—imports and

The

The

In tixin
factors are

(1)

indigenous production. All imported fertilisers arc distributed
through the Central Fertiliser Pool, operated by the Union
Ministry of Agriculture and lrrigation, at uniform Pool Issue
Prices. The maximum retail prices of imported as well as
indigenously produced urea, ammonium sulphate and calcium
ammonium nitrate are fixed under the Fertiliser Control Order.
The prices of other indigenously produced fertilisers are not
regulated under the Fertiliser (Control}) Order. The retail
prices of fertilisers imported by the Government of India are
made up of the Pool Issue Prices and the distribution margins.
Potash is wholly imported and its price is regulated by this
price of single Superphosphate is regulated at the factory Jevel
by the Fertiliser Association of India according to a formula
which has been approved by the Government. This formula
permits increase in prices and compels reduction in prices as the
prices of raw materials like rock-phosphate and sulphur and
packing material go up and down.

prices of other fertilisers like NPs and NPK complex are not
regulated under the Law. The manufacturers have been
pricing them according to the cost of production and the capa-
city of the market to pay the prices. But the steady prices of
imported Di-ummonium Phosphate and NPK fertilisers fixed
by the Government influence the prices of other fertilisers.

¢ the Pool Issue Prices for imported fertilisers. the following
generally taken into accoumt:
(a) The cost of purchase of the materiai from various sources.

(b) Departmental Charges levied by the Purchasing Organisa-
tions.

(¢) Ocean freight in respect of imported fertilisers,
(d) Customs duty.

(e) Handling charges at the ports and godowns.

(f) Cost of bags.

/g) Establishment charges payable to handling agents.
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(h) Internal tramsport charges,
(i) Incidental charges.

i) Need to promote the use of a particular fertiliser and the paying
capacity of farmer.

(iii) The plant nutrient contents.

The Pool is supposed to operate on the principle of No profit No
loss’ but this concept also applies to the total operation of the
pool and not to the individual fertilisers.

While the economic cost (No profit No loss price) of imported
fertilisers is worked out on the basis indicated in para (i) above,
the actual Pool Issue Price is dependent on factors. enumerated
in (ii) and (iti). It has been the endeavour of the Govern-
ment to fix the Pool Issue Prices and the retail prices as low
as possible. It also cqualises the transport cost 1o the nearest
railhead so that farmers in distant places do not hawe to pay
more.

Certain other items of expenditure are incurred by the alottecs on
handling and distribution before the fertilisers reach consumers.
These are on acocunt of (a) administrative costs, (b) intcrnal
transport cost {rom railhead destination, (¢) loading and un-
loading costs. (d) finance charges ctc. For this purpose,
distributtion margins are allowed to be added to the Pool
prices before the fertilisers arc sold to the consumers.”

4.22. On the Committee pointing out during cvidence that while the
prices of imported fertilisers alone were fixed by Government. there appeared
to be no control on the prices of domestic manufacturers. leading often to
very high prices being charged, the Joint Secretary (Inputs), Department
of Agriculture siated:

“On imported fertilisers. all prices are fixed by Government.  On
the three major nitrogenous fertilisers. Urea. CAN and ammo-
nium sulphate there is statutory price control which applies at
the retail point for both imported as well as indigenous. For
the rest of the fertilisers which ure produced indigenously,
there is no control by Government. But it is our impression
that the poo] prices have an cffect on them. We import many
of these same types of fertilisers and the quantitics are so
sizable that it does have an cffect on the prices of the indi-
genously manufactured fertilisers.  For instance, we import
large quantitics of DAP. The prices are controlled and the
quantities are so large that the indigenous manufacturer can-
not afford to sell his manufacturc verv much above the pool
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prices. It may be marginaly above the pool prices. Generally,

the pool prices have a regulatory effect. .
As regards the prices of other indigenous . fertilisers which are not
statutorily controlled, for example, single superphosphate,
though there is no control by Government, there is a formula
which is regulated by the Fertiliser Association of India. So
there is some sort of control on single superphosphate manu-
factured in the country. But the main thing i$ that because the
retail prices of the imported commodities are controlled, it helps
to regulate or keep within control the prices charged for similar
products produced within the country.”

To another observation of the Committee in the context that the experience

of the farmers was that prices of domestic fertilisers had almost troubled in
recent times, the witness replied:

“If it is a question of the three statutorily controlled fertilisers, Urea,
CAN and ammonium sulphate. during the period of shartage
when there have been attempts to indulge in blackmarketing,
State Governments have been given full powers to prosecute
any dealers who indulge in blackmarketing. Several cases have
been reported and the industry ulso has co-operated by cancel-
ling the licences of dealers indulging in such malpractices.

Now the position is that there is so much fertiliser available that
there is practically no complaint. at least of unreasonable prices
or blackmarketing of fertilisers even in respect of the three
statutorily controlled fertilisers.”

4.23. The obscrvations of the Estimates Committee (1972-73), con-
tained in paragraph 3.104 of their 40th Report (Fifth T.ok Sabha) are
relevant in this context and these are reproduced below:

“At present, the Central Government have no separate organisation
or procedure to keep watch on the prices at which fertilisers are
actually available to the farmers at the field level.  Reliance is
placed on the State Governments to report the existence of
blackmarketing in respect of fertilisers the prices of which are
controlled. Besides. according to Government, the cooperatives
through which the pool fertilisers are chanalised are expected
to observe the price discipline. The Committee feel that there
is need for the collection of price data at regular intervals either
independently or through the machinery of the State Govern-
ment so that the Government are aware as to whether the con-
trolled prices are actually being charged from the farmers, and
also of the trend in the prices of non-controlled varieties of
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fertilisers. The Committee, therefore, recommend that Govern-
ment should devise suitable machinery and/or procedure for
the purpose of collection of price data for taking such remedial
action as may be necessary.”

In response to these recommendations, the Ministry of Petroleum
and Chemicals had informed the Estimates Committes
(1973-74) as follows:

“The recommendation of the Commitiee is acceptable to Govern-
ment in principle. The State Governments are being requested
to give periodically the prevailing market prices of all fertilisers,
whether controlled or uncontrolled. The State Governments
would collect this information through their Fertiliser Inspectors
appointed under the Fertiliser (Control) Order, 1957 who are
entrusted with the implementation of the Order at the Field
level.*

4.24. As stated earlier in Chapter I1 of this Report, the Committee were
wnformed by the Department of Supply and the Minerals and Metals Trading
Conporation that when world prices of fertilisers began to fall in 1975, the
contracts concluded earlier for supply of fertilisers during 1975 were
re-negotiated, resulting in considerable savings. The total benefit accruing
to the Central Fertiliser Pool as a result of these re-negotiations, during the
period from April 1975 to July 1975, had been estimated at Rs. 105.53
crores. It would further be seen from the details in Appendix XV that the
savings on account of revision of contract prices were Rs. 15 crores and
Rs. 11.5 crores in respect of supplies from Poland and USSR. Similarly,
a saving of Rs. 2.46 crores had resulted following re-negotiation of prices

in respect of supplies from Romania. The following tables indicatc, in
brief, the details of the reduction obtained in respect of contracts concluded
by the Minerals and Metals Trading Corporation:

Quandty in Metric Tonrnes
Price in Dollarc per MT

Quanity Price
Poland
Ursa
Original coutract (15-2-1975} . . . . . 180,000 354:00 FOB
Revised contract . . . . . . . f1,80,000t 242-00 FOB
CAN
Original contract {15-2-1975) . . . . . 50,000 170-00 FOB

Revised contract’ . . . . . . . 6,000t 11600 FOB

*Estimates Committee (1973-74), 45th Report (5 LS), December 1973. p. 19,

tinciudes a quantity of £7,000 MT of CAN converted into Urea.
140wt of the balance quantity of 33,000 MT, 27,000 MT converted into Urea.
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Quantity in Metric Tonnes
Price in Rupees per MT

Quantity Price
Ussr
Urea
Original contract {10-2-197,) 2.00.000 2950° 00
Revised contract #45.000 1600° 00

Quantity in Metric Tonnes.
Price in Rupees per MT

Quantity* Price
Korniaia

Urea

Original contract 13-12-1974 25.000 2950° 0U
Revised contract 5,008 19O0" 00
CAN

Original contract (15-12-1974, 75-000 1595° 00
Revised contract 24,000 928: 00

*In respect of supplies to be eflected betore June 1975,

A similar position emerges in respect of contracts concluded by the Depart-
ment of Supply.

4.25. The Committee learnt thut the cultivators’ prices of fertilisers had
10 be revised upwards rather steeply with effect from 1 June, 1974 as a.
result of abnormally high prices in the international market, increased ocean
freight and increased cost of production of the indigenously produced ferti-
lisers on account of the overall increase in prices of raw materials, operating
costs, etc. Asked. during evidence. to indicate the extent to which prices
had been reduced subsequently. the Joint Secretary (Inputs). Department
of Agriculture replied:

“Urea—from Rs. 2,000 to Rs, 1850. Ammonium sulphate, we:
have not changed the price. CAN—from 1145 to 1060.
Ammonium sulphate Nitrate—1145 10 1060.”

Pointing out, in this context, that while the price of Urea imporied from
Poland had been re-negotiated from US Dollars 354 per MT to US Dollars.
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242. pet MT (representing a reduction of little more than Rs. 800), the
cultivators’ prices of Urea had been reduced only by Rs. 150 per MT, the
Committee desired to know why the advantage derived from re-negotiation
of prices had not been passcd on to the cultivators. The Joint Secretary
(Inputs), Department of Agriculture, stated:

“We are getting imported fertiliser from several sources and the
prices of all of them have not been reduced. Many of the
stocks have already come in. The re-negotiation came only for
further shipments to be made.”

She stated further:

“We had to keep in view the quantity of fertilisers which had arrived
in the country for which prices had been paid at a higher rate.
The re-negotiations applied to the shipments which had vet to
be made and which was only a small quantity.

Urea had been purchased from eight or nine different sources where
different rates were negotiated. We pooled previous prices of
the old shipments as well as the new shipments and worked
out the total cost. After price reduction in Urea the landed
cost comes to Rs. 2200 on an average.  For Urca we will have
to add handling charges. customs duty. We had to work out
total economics of imported fertilisers and as you would have
seen price reductions were announced. We¢ had to reduce the
cost of production of the indigenous manufacturers which
meant reduction in the ool acquisltion charge by a small
amount. Then we had to incrcase distribution margin. We
had to compensate for the stocks alteady held bv the co-
operatives and other agencies at the time of the price change.
After taking into account all these and after the price reduction
was announced. in the pool therc was a deficit of Rs. 170

crores.”

Elaborating the position. the Additional Secretary. Department of Agricul-
ture, stated:

“Actually Government was paying very much more for the fertilisers
which Government had to import. FEven the sale at Rs. 2,000
resulted in a loss of Rs. 298 crores. We never thought of passing
it (the loss) on to the farmer. We knew alrcady that they would
never have recovered had we passed on the loss to them. We
went to the Cabinet and fought for ensuring that it never went
bevond Rs. 2.000. Later on thanks to the negotiations and the
change in the international market, the prices came down. So
keeping in vicw the overall cost even after these reductions, the
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retail price which we have fixed is Rs. 1850. We make it a
point to see that burden is made as little as possible, knowing
the condition of the poor farmer who cannot afford to pay any-
thing more than a reasonable pricec. At the same time, a view
has been expressed by various quarters including the Fimance
Ministry that, if in the black market they were willing to pay
more than Rs. 2000 or 3000 for urea, why should not the benefit
go to the public exchequer? 1f | may say so without casting
any reflection on the other departments, with great difficuity we
were able to sccure even this reduction. If we had defaulted
in making efforts. the price would have remained at Rs. 2000.”

4.26. Asked whether it was Government's policy to make good earlier
losses in fertiliser distribution at the expense of the Indian farmer. the
witness replied:

“Otherwise we were informed that it would upset the entire budge!
of the Government of India. You arc as keen as anybody else
to see that our cconomy is not thrown out of gear and there is
no inflation. These were the various considerations. In fact,
cven today we have to meet a deficit of Rs. 170 crores.”

He added:

“In fact, we will welcome any recommendation from this Committee
which will strengthen our hands in this regard.”

The Secretary, Department of Fertilisers & Chemicals stated in this context
as follows:

“1 was also a member of the Committee of Secretaries which went
into the question of pricing this vear. Nothing has been done
which has not been donc in the past vears. There is a principle
under which the Indian farmer will pay u pooled price which
is worked out cvery vear depending upon the price paid to the
indigenous producer and the imported price. Every year a
calculation is made and a balance is struck.  Having done this.
the pool was still losing which  mecans  the balance was not
adequately struck. The farmer was at no stage exposed to the
crratic nature of international prices. When the prices went
up in the international market, it was not passed on to the
farmers. Had that been done. vou can sav that when there
is a decline the benefit should be passed on to the farmers. This
vear the calculation indicates that there is an average price
which the pool today is actually paving to the indigenous prices,
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to the stock in the pool and to the new stocks coming at reduced
prices. Even now the jpool has not cut even and will be losing
Rs. 170 crores.”

4.27. Explaining the reasons for not reducing further the cultivators’
prices, a representative of the Finance Ministry stated in evidence:

“It will not be possible to pass on the benefit now. The fertilisers

that are being distributed now are those which were contracted
about, say. one year back and which had been purchased at a
higher price. 1 have beforc me a statement showing the prices
that had been paid during this year for imported quantity and
the prices that we will be realising by way of recovery from
the farmers. As far as Urea is concerned, the quantity which
is being distributed to the farmers this year has actually been
purchased at u price of abour Rs. 2400 per MT c.if. We
were selling the same at Rs. 1920 and now it has been reduced
further.”

Supplementing this information. the Joint Secretary (Inputs), Department
of Agriculture added:

At present there is no subsidy to the farmer on the price of fertiliser.

She added:

We have recently increased the commission of the distributors.
With all these things. the Central Fertiliser Pool which deals
with the imported fertiliser will certainly Jose Rs. 170 crores
which is the extent of the subsidy. Strictly speaking. we could
have passed that on to the farmers but we had not. We arc
taking this Rs. 170 crores worth of deficit as indirect subsidy
to the farmers. We must understand that it was not available
on all the quantities which were contracted. A Member was
quoting the reduction of price by Poland. We have worked
out the exact quantitics and worked out the final balance-sheet
and we found that the Pool would lose Rs. 170 crores. The
Government of India consciously took the decision that even
with this deficit we should reduce it and that is why the reduc-
tion was made. Rs. 170 crores is the subsidy now being given
to the farmers on fertiliser. A fall in the international market
price will be reflected. if possible. in the next year’s purchase.”

“Ag far as the Ministry of Agriculture is concerned, we review the

price at Jeast once a year to see whether it is possible to reduce
the price or not. If the import price falls. next year we can
consider whether we can reduce the price.™
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4.28. A note furnished subsequently in this regard, at the Committee’s
instance, by the Department of Agriculture, is reproduced below:

“The total benefit which the Central Fertiliser Pool received as a
result of the renegotiation of various contracts during the period
from April 1975 to July 1975, has been estimated at Rs. 105.53
crores (vide details indicated in Appendix XV). Consequent
upon the renegotiation of contracts, a total benefit of Rs. 67.22
crores was passed on to the cultivators through reduction in the
Pool issue prices of the Pool fertilisers, through reduction in the
statutorily fixed prices of indigenously-produced urea, ammonium
gulphate and CAN and through compensation to Co-operatives,
State Governments, Indian Potash and other institutional
agencics for stocks held by them on the date of price revision
so as to enable them to sell the fertilisers at reduced prices.
In addition to this, as a result of the increase in distribution
margins payable to the distributors of fertilisers without a
corresponding increase in the retail prices. an additional expendi-
ture of Rs. 14.94 crores is estimated during 1975-76. A fur-
ther expenditure of Rs. 27.27 crores is cstimated on account
of the increase in fair delivery prices of manufacturers of
urea, ammonium sulphate and CAN. As a result of all these
changes, it has been estimated that the Central Fertiliser Pool

would incur a deficit of about Rs. 180 crores during the vear
1975-76."

4.29. Asked whether the indigenous manufucturers of fertilisers were
being subsidised by Government in any muanner. and if so. what was the
quantum. of subsidy puid. the Sceretary. De~artment of Fertilisers & Chemi-
cals replied:

“There is o misconception. Tt is the indigenous producers who are
subsidising the imports today.  The indigenous producers
are getting an amount of Rs. 1183 per tonne of wurea today
whereas the sale price to the farmer is Rs. 1850, The difference
goes as cxcise duty, dealers’ marginal and contribution of the
indigenous producers to the pool to enable Government 1o pay
for the higher cost of imported fertilisers.™

4.30. Since it had been stated that even after re-negotiation of the con-
tracts resulting in considerable savings, the loss to the Central Fertiliser
Pool hud bren computed at Rs. 170 crores, the Committee desired to know
the basis for this computation and the mechanics of projection of the figures
refiacted in this regard in the Budget Estimates. A note furnished bv the
Department of Agriculture in this regard is rerroduced in Appendix XVI.
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4.31. At the Committee's instance, the Depattment of Agriculture also
furnished a note indicating the concrete and specific measures taken by
G&vemnmnt to bring down the prices and to prevent hoarding. of fertilisers.
by proﬁteers and black-marketeers, which is reproduced in' Appendix XVII.
The Department of Agriculture have furnished the following statement*
mdxcatmg the retail prices of some of the major imported fertilizers as they
existed on 1 June 1974 and the reductions effected thereafter:

Rs. Per tonne

N Total
Name of Fertiliser Retajl Reductions effected on reduc-
price ——— = tiODS
w.ef. 18—7-75 1-12-75 _16-3-76 20-4-76 B8-2-77 effected
1-6-74 {Cols.
3+4+5"
6-+7)
! 2 3 4 5 6 7 8
Urea . . . . 2000 150 .. 100 .. 100 450
Muriate of Yotash . . 1220 30 85 i85 .. 105 125
Di-Ammonium thpha -
(18-46-0, . . g 200 205 .. 3 .. 705
Ammonium Nitro-Phosphiae
{24-24-0) - guBo .. 430 135 25 225 1035
(20-20-01 . . . . 1855 75 120 .. .. 0 2635
NP.K. 151515, . . 1700 .. 35 .. 75 0 180
NPK (17-15-17) . . 2500 .. 1hy 200 155 160 8o

4.32, The Commitice understood from reports appearing in  certain
sections of the press** that Government had set up a Fertiliser Prices Com-
mittee, t¢ evolve a fertiliser pricing policy, which would ensur: “a fair return
on a sustained basis for the investment made in the indusiry”, hcaded by
Shri S. S. Marathe, Chairman of the Bureau of Industrial Costs and Prices
and with eleven other members, including representatives of the Planning
Commission, Ministries of Petroleum. Chemicals and Fertilisers. Agriculture

sNot vetted 1 Audit.

se‘Lcopomic Times and Financial Expreso . 25 Janvary 1976.
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fhe .

ard the fertnllscr m&usn'y Thc Terms of Refercnce of the Commlttee were
reported to mclude the followmg

(1) To cvolve the norms for dctemumng the production costs in me
various -fertiliser units, including the return on capital, which
will make investment in the industry attractive,

(2) To suggest, with due regard to the feed stock used, vintage of
plants‘nd other constraints to production, the retention prices
for different units in operation and those likely to be commis-
sioned during the Fifth Plan, which will give a fair rate of
return,

(3) To examine the cost of feedstock and other major inputs at diffe-
rent fertiliser factories and suggest whether the prices of the
feedstocks and inputs need to be rationalised.

(4) To suggest a formula for revising the manufacturers’ ex-factory
realisation, plant-wise, from factory time to time, consequent
upon any increase or decrease in the cost of major inputs.

(5) To evolve a policy for pricing of the imporied fertilisers in reta-
tion to cost of imports, the putrient content and the price of
indigenous fertilisers of similar grades.

{6) To consider any other matter which may be related to or have
a bearing on the issues mentioned above.

4.33. Apart from assessing in a realistic and scienfific manner the
requirements of fertilisers and evolving 3 sound and rational import policy
which would enable purchases being made at the proper timc and ut the
most advantageous prices, it is equally important to ensure that the available
fertilisers reach the farmers when most required. Thus, in the coatext of sup-
lies being far from regular on account of shortfalls in indigenous production
and uncertainties of purchases from abroad in a violently fluctuating mar-
ket, and the difficulties known to be faced by the average lndian farmer in
obtaining in time and at reasonable prices fertilisers of the requisite quality,
e proper and equitable distribution and pricing of fertilisers assame great
significance. As regards the arrangements that exist for ensuring the timely
and equitable distribution and pricing of fertilisers, the Committee have
heen informed that internal arrangements for the distribution of Peol ferti-
lisers within a State are the responsibility of the State Governmeut concerned
and that from July 1972, the distribution of fertilisers is regulated under
the Essential Commodities Act while the actual distribution is monitored by
fhe State Governments in terms of the coordimated supply plans drawn up by
‘the Department of Agricultare for Pool fertilisers as. well as indigenous
manufacturers of fertilisers. The Committee also understand that the entire
quantity of Pool fertilisers awhich constitute roughly 50 per cent of the total
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availability) aad about 60 per cent of the domestic production are distributed
through public institationalised channels like cooperatives over which the
State Governments exercise control and that even in respect of the balamce
quantity, the districts/areas where the fertilisers are to be supplied can be
decided by the State Governments concerned, aithough the actual markefing
may be done through private distributors of the domestic manufacturers. The
entire fertiliser distribution within a State in the context of areas and priori-
ties is thus under the control of the State Governments.

4.34. These apparently elaborate arrangements notwithstanding, the
Committee are doubtful whether the machinery that hitherto existed was
capable of and adequately equipped for tackling situations arising from shori-
age of fertilisers and scarcity conditions and whether the distribution mecha-
nism actually worked satisfactorily to the farmer’s benefit particolarly during
1972-74 when there was an acute shortage of fertilisers in the country with
overall availability both from indigenous and imported sources being iar
short of the total requirements. It is well known that the common complaint
of the farmer during this period was that fertilisers were not rcadily avail-
-able and in adequate quantities during the peak seasons of consumption when
they were actually required. Admittedly, some State Governments, in a time
of scarcity, merely resorted to a mechanical “mathematical distribution™ by
dividing the total quantity of fertilisers available by the acreage. as a result
of which farmers accustomed to using high doses of fertilisers, as in Andhra
Pradesh, got hardly 4 to S kilogrammes of fertilisers for an acre of paddy.
1t also appears that many of the State Governments had introduced a card/
permit system which, according to the representative of the Department of
Agriculture, led to “some amount of malpractices” and acted “more as a
bottleneck than as a help.” The Department’s representative was also candid
enough to admit during evidence that in the past when there was an acute
scarcity, fertilisers were being sold in the black market at a premium as @
result of which there was no need for any aggressive marketing at all, awd
that in Andhra Pradesh, despite arrangements made to divert fertilisers from
States where there was less demand on account of drought, a black market
in fertilisers flourished till the end of 1974 as there was a brisk demand from
‘growers of cotton, tobacco and other commercial crops.

4.35. The Department of Agriculture have, however, informed the Com-
miftee that these were now things of the past and that as a result of better
indigenous production. improved imports, which were coming according to
schedule and in some cases even in advance of schedule leading to better
availability of fertilisers, the position was much better than in 1974, Accord-
ing to the Department, the factors inhibiting proper distribution of fertilisers
‘Bave been identified and a number of corrective measures like (i) buildinmg
up sizeable buffer stocks of Pool fertiliser to guard against shortages, (i)
stepping up of domestic production, (iii) location of buffer stocks near
«consumption centres, (iv) reduction In prices of tertilisers, (v) rationalisation
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o.f and advance programming for movement of imported and domestic ferti-
lisers, etc., have been taken in recent times to ensure availability of fertilisers
adequately and in time to the State Government agencies and cultivators.
With these measures as well as the withdrawal of the card /permit system

for distribution of fertilisers, it was hoped that the phenomenon of the past
would not recur in the coming years.

4.36. While these are, no doubt, steps in the right direction, it would
appear that g lot more needs to be done to streamline the precedures in
times of scarcity so as to ensure that the farmers, particularly the small and
marginal farmers with their meagre resources, get their input requirements
in time, Apart from reviewing urgently whether the existing channels of distri-
bution are adequately equipped to reach the small farmers in the remote areas
of the country and to react quickly and effectively in times of scarcity, and
taking all necessary remedial measures in this regard, the actual performance
of the existing machinery for the disiribution of fertilisers should also he
constantly monitored to ensure its smooth and efficient fuactioning and to
safeguard against the situation of serious shortages which developed in
1972-73 and continued till the first half of 1974 much to the disadvantage
of the peasants. The functioning of the institutionalised chanacls like coope-
afives, agro-service centres, etc. should be continuously watchkeed and steps
taken to ensure, as has also been pointed out by the Estimates Comsnittee
(1972-73) in paragraph 3.53 of their 40th Report (Fitth Lok Subhg), that
the cooperatives do not become merely an intermediate zency distributing
icrtilisers through private traders, but provide better anc erffective service 10
the needy farmers. The cooperative struciure shonld aiso be stremgiizined
both organisationally and financially te enable it to take up o lercer share of
the fertiliser business and to rationalise the location of its il depots so as
not leave ou! remote or inaccessible areas. Necessary infrastractural facilities
like godowns, transport vehicles, trained personnel. etc. also nced to be
provided in a larger measore than before, if the problem of makinz avaitable
fertilisers in adequate quantitics and in time f+ the farmers is to be tackled
effectivelv. The present comfortable positien in fertilisers affords the necescary
opportunity and time to revamp the distribution system and the Committee
trust that the Central Government, in consultalion with th: State Govern-
ments, will take all necessary steps in this behalf.

4.37. Strencthening of the distribution machinery alone would not pro-
duce the desired results unless corresponding steps are taken simuliancously
to assist the weaker sections of the farming community to obtain timely
credit for purchase of fertilisers, Admittedly, one of the factors infinencing
the ofi-take of fertilisers is the inadepuacy of credit facilities. While the
Committee note that efforts have been made to remave this constraint by
making available additional short-terms loans to the State Governments in
the Budget for 1975-76 for the purpose, inter ahi. of granting loans to the

2434 LS—17.
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farmers for the purchase of fertilisers and other inputs over and above
the normal provision or grant of such loans in the State budgets, relaxing
conditions for advancement of cooperative loans, efc., they would urge Gov~
ernment to keep the arrangements for the provision of credit to the farmers,
perticularly those belonging to the weaker sections, under close and conti-
nuous review and take prompt and appropriate remedial measurcs whenever
deficiencies come to light.

4.38. Yet another aspect requiring constant attention and monitoring is
the quality of fertilisers actually supplied to the farmers. While admitting
that in times of shortage, many cases of adulteration of fertilisers took place
in the distribution system, the representative of the Department of Agri-
culture informed the Committee during evidence that the regulatory machi-
nery for curbing adulteration and other malpractices had been tightened to
a considerable extent and sufficieat powers vested with the State Govern-
ments to draw samples at any stage of distribution of fertilisers and to
prosccute offenders, It, however, appears that on account of financial
constraints which have come in the way of appointing staff exclusively for
quality control, many State Governments have not been in a position to
effectively monitor and exercise befter checks over the quality of fertiliser
actually supplicd to the farmers. This deficicncy has been sought to be
remedied by including a scheme in the Fifth Plan for assisting the State
Governments in appointing one Input Inspector practically per divirict ex-
clusively to draw samples and to prosecute offenders, Apart from rendering
all necessary assistance to the State Gavernments in this regard. the Commit-
tee would also urge Government to ensure the provision of adequate
testing facilities and quality control laboratorics and develop quick methods
for spot-detection of malpractices. The existing enforcement machinery
needs also to be tightened with a view to ensuring that un-scrupulous
dealers who indulge in various malpractices like adulteration, dilution,
short weighment, etc. of fertilisers are proceeded against promptly and
dealt with sternly.

4.39. As regards pricing of fertilisers, the Committce are concerned to
note that the prices paid by Indian farmers are about the highest in the World
and admittedly the cultivators’ resistance to the increases affected in prices
of fertilisers with effect from 1 Junc 1974, on account oi abnormally high
prices in the international market, increased ocean freight and increased cost
of production of the indigenously produced fertilisers attributable to overall
increase in prices of raw materials, operating cost, etc . affected the off-take
of fertilisers during 1974-75 leading to the downward revision of prices in
July 1975 and December 1975, With effect from 16 March 1976 Govern-
ment introduced ¢ Scheme of subsidy at the rate of Rs. 1250 per tonne on
phosphatic fertilisers which was meant to be passed on by the domestic
manufacturers concerned to the farmers by way of reduction in prices. The
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prices of fertilisers were also reduced again with effect from 20 April 1976
and again on 8 February 1977. The Committee have been informed in this
connection that all imported fertilisers are distributed through the Central
Fertiliser Pool, which operates on a ‘no profit no loss’ principie, at uniform
Pool issue prices and that while the prices of the three major nitrogenous
fertilisers Urea, CAN and ammonium sulphate are controlled statutorily, both
in respect of imported and indigenous fertilisers, under the Fertiliser (Con-
trol) Order, there is no control by Government on the prices of other indige-
nously produced fertilisers, However, in respect of fertilisers the prices of
which are not statutorily controlled, the Pool prices of imported fertilisers
influence these prices and have a somewhat regulatory effect. The Depart-
ment of Agriculture have also assured the Committce that it has always been
Goverament’s endeavour to fix the Pool issue prices and the reiail prices of
fertilisers as low as possible and that a number of measurcs have been
taken by Government in recent times to bring down the prices of fertilisers.

4.40. While the Committee are also not unwilling to concede that the
pricing policy has to take into account the total economic of imported
fertilisers as well as of indigenous production and a drastic reduction in
prices would be difficult. they would urge Government to keep the position
under review and ensure that the pricing policy of fertilisers is invariably
directed towards making this vital input available at reasonable prices. Now
that the prices of imported fertilisers have fallen substantially and adequate
bufier stocks are also being built up so as to provide the country with a strong
bargaining base in the international market, it should not be too difficult to
pass on the henefits accruing therefrom to the cultivator. Besides it should
also be possible to effect economies in indigenous preduction and to fake
effective and conclusive steps to ensure the highest possible levels of capacity
utilisution in the public sector fertiliser plants and thereby reduce produc-
tion costs. The Committee would also verge Government to examine the
feasibility of reducing the prices of fertilisers further in the overall interest of
the country to increase the production of foodgrains. What is, therefore,
required is an integrated approach to the entire question and not piece
meal and ad hoc solutions.

4.41. In this context, the Committee understand that a Fertiliser Prices
Committee (Marathe Committee) has becn constituted by Government to
evolve a fertiliser pricing policy which would ensure a fair return on a
sustained basis for the investment made in the industry and that this Com-
mittee was also to evolve, inter alia. a policy for pricing of imported fertili-
sers in relation to cost of imports, nutrient content and the price of indi-
genous fertilisers of similar grades and to suggest retention prices for diffe-
rent domestic units in operation and those likely to be commissioned during
the Fifth Plan, which will give a fair rate of return. The Cominiitee would
like to be apprised, in some detail, of the findings of the Marathe Committee
and the specific action taken by Government in pursuance thereof,



CHAPTER V
TOWARDS SELF-RELIANCE IN FERTILISERS

5.1. The usc of chemical fertilisers in agriculture is now almost a
matter of history. The earliest chemical product to be manufactured in
India as a fertiliser, as early as in 1900, was super-phosphate. Fertiliser
mixtures, which sought to provide a combination of nutrients, followed
thereafter and the nitrogenous fertiliser, ammonium sulphate, was first
obtained as a bye-product of the steel industry in 1933 and later as a
manufactured product in 1940. This marked the beginning of the chemi-
cal fertiliser industry in India. to be {ollowed. in 1943, by the conception,
under th: shadow of the Bengal Faminc, of the first public sector fertili-
ser factory at Sindri (the Sindri plant was, in fact. India’s first  public
undertaking), inaugurating which Pandit Jawahorial Nehru stated: “The
places are the new icinples to which the  Indinn people will undertake
pilgrimages cne Jdav.”  Scme thirty vears huve passed since these  pro-
phetic words were uttered and the indigenous jertilicer jndustry has. un-
doubtediy, made rapid strides and i greswth rote has been steadv. re-
gistering an increase from .44 labh fonnes of nutrients in 1960-61 to
18.55 lakh tonnes of nutrientc in 1975-76, Howuever, i domestic pro-
duction of fertilisers s vet 1o catch up with the total requivements of the
agricultural scctor,  necessitating substantial imports, which worked out
in 1974-75 to 51.78 over zent of the conmumpuon, ue brider the gap bet-
ween demand and production.

5.2, Since the fertiliser induativ iy bosic to cur peonzi ccopomy, the
Committze enquired into the steps taker to achieve seif<uthicieney  in
fertilisers, so o8 to reduce the countrvs dopendence on imports In a
note furiaished to the Commiites in this regard. the Department of Fertili-
sers & Chemicals have <uted a- ioliv o

“The fertiliser industry, being basic to cur national cconomy. has
been accorded 2 overy high prioviiy in our development  pro-
gramme.  The mdues has been accorded ‘core’ treatinent
tor purprses of industrial licensing, allocntion of scarce  re-
sources (mcluding fo-eign exchunge ctel): under the extant
policy it i< apen to the foreign companies and larger Indus-
trial Houses (o particinate in the programme for the develop-
ment of the industry vis-a-vic the growing needs of our agri-
cultural strateg:
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Over the years, the development of the fertiliser industry has taken

The

The

place in the public, the private and the cooperative sectors.
The extent of the progress registered by the industry can be
gauged from the fact that, as against a capacity of about 5.48
lakh tonnes of nitrogen in 1965-66 [the capacity develop-
ed presently is about 22 lakh tonnes of nitrogen. During
the same period, the capacity for production of phosphatic
fertilisers (in terms of P205)] registered more than a two
fold increase, j.e., from a level of about 2.28 lakh tonnes in
1965-66 to about 5.6 lakh tonnes in 1974-75,

industry, which thus began in a small way, has marched over
a wide front and produces presently a variety of fertilisers
to suit different soil and crop conditions in the country.
Considerable diversification and reorientation of the product
mix has also tuken place to Keep pace with the changing
agrinomical and technological developments. Presently, as
many as 19 large sized plants are in operation; these are in
addition to a number of single super-phosphate units located
in various parts of the country. The country has also
embarked on a very large programme for capacity expan-
sion. As a part of this programme, 21 projects are in
different stages of implementation; some more proposals for
additional capacity are also expected to get firmed up soon
and may be taken up {or implementation, depending, among
other things, on the availability of resources. With the com-
pletion of all these projects under implementation and others
approved for implementation, the total capacity would rise
to about 6.5 million tonnes of nitrogen and 1.78 million
tonnes of P205.  On the organisational side, there is a high
level committee of Secretarics in the Department of Ferti-
lisers & Chemicals to oversee all matters relating to develop-
ment of additional capacity and optimisation of production
in the operating units. As a nodal agency the Committee
gives  composits clearances in regard to Industrial Licensing,
Capital Goods Clearance and Foreign Collaboration Appro-
vals.

draft Fifth Plan document envisages a capacity target of about
6 million tonnes 1978-79 and a production target of 4
million tonnes of nitrogen. Because of the resources con-
straint it has become necessary to rephase some of the these
projects: as a result it is now excepted that production by
1978-79 may be about 3 million tonnes of nitrogen and .9
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million tonnes of P205. Since, however, the requirement of
fertilisers by 1978-79 have been currently assessed at 5.2
million tonnes of nitrogen and 1.8 million tonnes of P20S5,
there would be a gap between the demand and ' indigenous
availability and this may have to be bridged by imports to
the extent possible.

In any appraisal of the growth of our fertiliser industry, it wouid
have to be appreciated that the industry is highly capital in-
tensive with a long gestation period. A plant of standard
size based on naphtha (i.e. with a capacity of 900 tonnes of
ammonia per day) may cost about Rs, 130 crores; the capi-
tal outlay would be even more for a fuel oil or a coal based
plant. The financial magnitudes involved are thus so large
that private sector projects would have to lean very heavily
on public financial institutions for the financial support nced-
ed by them. The funds available with such institutions are
limited and would have to be deployed for developing  the
various sectors of the national economy. The public sector
in this field already piays a dominant role and this trend would
get cven more pronounced in the programme for expansion of
fertiliser capacity.

So far, the preferred feedstock for production of nitrogenous ferti-
lisers has been naphtha, but since naphtha availability would
not be adequate to sustain the programme envisaged above,
a policy decision has been taken that there should be maxi-
mum diversification of the feedstock and that as fur as possi-
ble, fertiliser capacitv should be developed on other feedstock
like heavier petroleum fractions and coal. The Nangal
Expansion. the Sindri Modemisation, the Bhatinda. Panipat
and Haldia projects and a few of the projects in the private
sector are being based on fuel oil as the feedstock. 1In
addition, threc large sized coal based plants arc coming at
Talcher {Orissa), Ramagundam (Andhra Pradesh) and
Korba (Madhva Pradesh). Each of these coal plants has a
capacity for production of 900 tonnes of ammonia per day
or about half a million tonnes of urea per annum and would
absorb about 1 million tonnes of coal per annum, plentiful
supplies of which are available over wide areas.

Considerable progress has been made in the development  of
facilities for design, engineering, fabrication, erection, commi-
ssioning and operation of the fertiliser plants. In this con-
text, external assistance is limited to supplies and services not
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available in the country. Over the years, the country has
also developed a wide enough and diversified industrial base
geared especially to meet the specialised requirements of the
fertiliser industry like high pressure vessels, pumps, heat ex-
changers, etc. Special mention in this connection will have to
be made of the achievement of the Fertiliser Corporation
of India in the field of catalysts. A number of catalysts requir-
ed for the manufacture of fertilisers are- now produced by the
FCl on the basis of their own technology. As a result of
all these efforts, the foreign exclrange content in fertiliser
plants has been brought down from the level of 55 to 60 per
cent to about 30 to 35 per cent.

The foregoing paragraphs attempt to bring out briefly the progress
made by the fertiliser industry in the public, the private and
the cooperative sectors in the past few years and the measure
of success achieved towards reaching the goal of self-suffi-
ciency in fertilisers. As already stated, this industry is in
the "core’ sector and it will be the constant endeavour of Gov-
ernment  to afford maximum assistance for the development
of the industry keeping in view the resources position, tech-
nological capabilities and other relevant factors.”

5.3. According to the information furnished by the Department of
Fertilisers & Chemicals, while 11 plants in operation in the public sector
accounted for an installed capacity of 11.16 lakh tonnes in terms of nitro-
gen, onc plant in the cooperative sector and 7 plants in the private sector
accounted for an installed capacity of 11.16 lakhs tonnes in terms of
nitrogen. A further quantity of 0.20 lakh tonnes of nitrogenous fertilisers
could be obtained as a bye-product from the coke,/coke oven plant in the
private and public sectors. Thus. the installed capacity for the produc-
tion of nitrogenous fertilisers in respect of plaots in operation works out
to 21.96 lakh tonncs in terms of nitrogen. Similarly, the total installed
capacity in respect of phosphatic fertilisers is 6.87 lakh tonnes in terms of
P;O;, of which 2.02 lakh tonnes are contributed by the public sector, 3.58
lakh tonnes by the private sector and 1.27 lakh tonnes by the coopera-
tive sector respectively. Details of the plants in operation and their in-
stalled capacity are indicated in Appendix XVIIIL

5.4. Details of the fertiliser projects under implementation and approv-
ed for implementation were also furnished to the Committee by the De-
partment of Fertilisers & Chemicals and these are indicated in the follow-
ing statements:
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I. Projects under smplementation.
. (Capacity in ‘coo tonnes of nutrients)
. Capacity
Name of the Factory
N P20,
A.  Projects in advanced stages of complstion.
(a) Public Sestor,
Barauni . . . . . . . . . 152 ‘e
Namrup II . . . . . . . . 152 ..
Khetri R . . . ve 9o
(b) Piizate Sector.i
Vizag . . . . . . . . . 3 31
Tuticorin® . 258 51
e Total all sectors. . . . 565 172
Capacity
Name of Factory
N P20,
B. Other projects wr. -1 implementation.
(@) Public Sector.
Trombay»* . . . . . . . . 18 18
Talcher . . . . . . 228 ~
Ramagundam . . . . ; . . . 228 -
Haldia . . . . . - 152 75
Gorakhpur Expansion . . . . . . 51
Cochin 11 . . . . . . . . 40 114
Korba . . . . . . . . . 228 ..
Sindri Rauonalisation . . . . . . . 156
Nangal Expansion . . . . . . . 152 .
Sindri Modernisation . . . . . . 129
MFL. . . . . . . . . . . 20
Bhaunda 235 .
Trombay IV 75 75
Panipat . . . . . . . 235
(b} Pritate Sector.
Mangalore . . . . . . . . 160 .
(c) Co-gperatire Sector.
Phulpur . . . . . . . . . 228
Total'all sectors . . . . . 2159 458

sCommimioned in June 1975 and under trial production.
s+ e bottle-necking
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I1.  Projects approved|approved in principle for implementation.

(Capacity In ’000 tonnes of nutrients)

Capacity
Name of the Factory
N P20s5
ta) Pubiic Sector,
Mathura . . . . . . . . . 235 .
Paradeep . . . . . . . . . 345 300
Trombay . . . . . . . 130
b) Private Seclor.
Kota Expansion . . . . . . . 345 o
Kakmada . . . . . . . . . 228 82
(c) Co-operative|Joint Sector.
Mabharashtra Co-op. Fertilisers & Chemicals Lid. . . 51
GSFC  Expansion . . . . . 243 ..
Karnataka State Industrial & Investment Corpn. . . .. 83
Total all sectors | . . . . 1577 465

Thus, the total capacity of all the fertiliser plants in operation and of
projects under implementation or approved/approved in principle for
implementation works out 6.5 million tonnes in terms of nitrogen and
1.78 million tonnes in terms of P,O;.

5.5. In reply to Unstarred Question No. 179 dated 9 March, 1976 on
the progress made so far towards the achievement of self-sufficiency in
tertilisers and whether Government were satisficd with the progress made
by the fertiliser factories in the country, the Deputy Minister in the Minis-
try of Petroleum & Chemicals, had stated:

A large-scale programme is under implementation in the public,
private and cooperative sectors for augmenting the indigenous
capacity for production of chemical fertilizers. The perfor-
mance of the various units is continuously monitored and
such measures. are necvssary, are taken (o overcome the
various constraints which are found to inhibit production and
ensure their satisfactory and cfficient performance. As  a
result, the overull performance of the industry, in terms  of
cupacity utilisation, has improved very substantially,

Further, with the implementation of the above progrumme, the
capacity. which presently stands at 25.09 lakh tonnes of
nitrogen and 6.9 lakh tonnes of P:0;, is expected to go up
to 65 lakh tonnes and 17 lakh tonnes respectively. The in-
creased production arising from substantial addition to capa-
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city, as envisaged above, should help narrow appreciably the
gap between demand and indigenous availability of fertilisers.”

5.6. As has been pointed out in paragraphs 1.13 and 1.14 of this Re-
port, there has been a substantial gap between the installed capacity of
the indigenous fertiliser industry and its actual production. It would be
seen from the table in paragraph 1.13 that while the capacity for the pro-
duction of nitrogenous fertilisers had registered an increase of 126.4 per
cent and 253.8 per cent respectively during the Third Plan and Fourth
Plan periods, the actual production of nitrogenous fertilisers was only 40.5
per cent of the available capacity in the last year of the Second Five Year
Plan (1960-61), 42.5 per cent in the last year of the Third Five Year
Plan (1965-66) and 54.6 per cent in the last year of the Fourth Plan
period (1973-74). Similarly, in respect of phosphatic fertilisers also, while
the available capacity had increased by 140.0 per cent and 145.6 per
cent respcctively during the Third and Fourth Plan periods, actual produc-
tion was only 54.7 per cent of the available capacity in 1960-61, 48.7
per cent in 1965-66 and S7.7 per cent in 1973-74.

5.7. Reviewing the under-utilisation of the capacity of the fertili-
ser plants in the public scctor. the Estimates Committee (1972-73) had,
in paragraph 2.86 of their 40th Report (Fifth Lok Sabha), observed,

inter alia, as follows:

“The Committee consider that it is nothing short of tragic that
at a time when the country requires more and more fertilisers
in order to step v > agricultural production to meet the re-
quirements. the fer jliser plants in the public sector should not
be able to produ ¢ as per their installed capacity. In the
case of single supe. 3hosphate, the production was 39 per cent
in 1970-71 and 36 per cent in 1971-72. In the casc  of

N phosphatic fertilisers, the production rose from 57 per cent
in 1970-71 to 71 per cent in 1971-72. while in the casc of
nitrogenous fertilisers. it rose from 57 per cent to 61 per cent.
During 1972-73. a slight improvement has been claimed dur-
ing the first half of the wvyear. but the final position is un-
likely to be much different particularly in view of the power
cuts and industrial relations. The Committee see no reason
why Government and the project authnrities could not ac-
celerate the pace of development. They would like Gov-
ernment to analyse, in detail, the reascns for which cach of
the plants in the public sector has not been able to achicve
production according to its full rated c.pacity and to take
concerted measures to achieve it by a date to be specified in
this behalf. The Committee need hardly stress that in carry-
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ing out the analysis and the follow-up action, the best techni-
cal talent in the country should be utilised. The Committee
would also suggest that the performance of each of these
plants should be reviewed at a high level in the Government
at least once in every quarter so that on-course remedial
measures, as necessary, can be taken to achieve maximum
production at the carliest.”

Again, in paragraphs 1.22 to 1.24 of the Report, the Committce had
-observed:

“1.22. The Committee are constrained to note that the net addi-
tion of installed capacity for the production of fertilisers in
the country during the Fourth Plan period is likely to be only
13.99 lakh tonnes as against the original Plan target of 27.55
lakh tonnes. According to revised estimates the annual pro-
duction of fertilisers is likely to increase during the Plan period
by 9.45 lakh tonnes only (from 7.55 lakh tonnes in 1968-
69 to 17 lakh tonnes in 1973-74) as against the original Plan
target of an increase by 26.45 lakh 1onnes. Thus, with re-
ference to the original plan targets, the achievements in the
case of installed capacity and production are likely to be only
51 per cent and 36 per cent respectively. Sizeable shortfalls
have similarly been noticed in the achievement of financial
targets covering expenditure on public sector projects. The
Committee also note that to cover up the sizeable shortfall in
achicvements, Fourth Plan targets have been scaled down
from time to tme und the achievements are indicated against
the revised targets.”

*1.23. The Committee arc averse to the ad hoc manner in which
the fertiliser capacity and production targets were fixed for
the Fourth Plan period by the Planning Commission and the
Ministry of Pectroleum and Chemicals. They are also sur-
prised at the leisurely manner in which the public sector pro-
jects were identified and finalised even though the Fourth Plan
envisaged their impiementation within the Plan period. They
aiso feel that the capital intensive. long gestation and low pro-
fitable nature of the fertiliser industry was a sufficient warn-
ing for the Government that the private sector may not have
an impressive role to play in this field: vet, Government had
not taken up in advance preparation for a maximum effort in
the public sector to achicve the targetted capacity.”

“1.24. The Committec hope that the poor achievements in the past
would provide a spur to the authorities concerned to urgeatly
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rationalise the procedures for clearance of projects, stream-
line the implementation machinery and achieve maximum
production in shortest time so that pressure on foreign ex-
change needed for import of fertilisers may be relieved and
the country attains a degree of self-sufficiency in this field.”

Dealing with the delays in the commissioning of new plants, the Estimates
Committee, in paragraphs 2.75 and 2.76 of the Report, had recommend-
ded, inter alia, as follows:

*2.75. The Committee are unhappy that considerable delays rang-
ing from six months to three and a half years have taken place
in the commissioning of the fertiliser projects in the public
sector leading, inter alia, to a sizeable escalation of cost of
putting up the proiects. While some part of the delay might
have been due to rcasons beyvond the control of the project
authorities, the Committce feel that at least some part of it
could have been avoided by a more effective coordination as
between different agencies of the Government. Government
have set up Coordination Committces for the Cochin and
Durgapur Projects to review critically the progress of imple-
mentation of thesc projects at regular intervals. The Com-
mittee suggest that such Coordination Committees should be
set up for each of the other projects under implementation.”

“2.76. The Committce also note that the procedure for economic
appraisal of the projects and the release of foreign exchange
therefore is being streamlined.  They also note that the cngi-
ncering and equipment  for the  fertiliser projects is being
standardiscd so as to facilitate setting up of identival plarts
speedily.  The Committee  regret  that  Government  hane
thought of these ~vasures only now when the fertiliser pro-
gramme durir oo Foeurth Five Year Plan has  pone  away.
The Committee trust that the new mecasures taken by Govern-
ment would lead to speedy implementation of the projects so
that the targetted capacities for the Fifth Plan are achieved in
time.”

Reviewing, two years later, the position in this regard, the Estimates Com-
mittee (1974-75) had, in paragraph 3.23 of their 76th Report (Fifth Lok
Sabha), recommended. inter alia. as follows:

“The Committee, in paragraphs 2.75 and 2.76 of their 40th Report
on Fertilisers (1972-73) had observed the considerable delays
taking place in the commissioning of fertiliser projects in the
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Public Sector: At that time, the Committee were informed
that Coordination Committees had been appointed for Cochin
and Durgapur projects to review critically the progress of
implementation of these projects at regular intervals. The
Committec were also informed at that time that the procedure
for economic appraisal of the projects and the release of
foreign exchange therefore was being streamlined and the
enginecring and equipments for the fertilisers projects were
being standardised so as to facilitate sctting up of identical
plants speedily. The Committec had suggested that Coordina-
tion Committee on the pattern of those of Cochin and Durga-
pur projects should be set up for each of the other projects
then under implementation. The Committee regret that
despite these cariier observations and  recommendations  of
the Committee. little progress has been made in setting up the
licensed capacriics in the Public Sector and that many units
have not gone on-strcam for years. The Committce would
like to point out that delays in commissioning of the fertiliser
plants are lending to progressive escalation of cost of setring
up the projects and continuing drain on the public cachequer
on acceunt of imports which have now hecome very cosiiv in
view of their scarcity vaiue in the  interna!l  murket.  They,
therefore. emphacice the  imperative  nead for  reducing the
period for the commissioning of the plants to the minimum
and to maximise indigenous production of fortilisers so as 1o
achicve sclf-sufficiency in the matter of {eriilisers at an early
date. They also rccommend that &!l  factore coming in the
way of fuller utilisation of the existing instald  capacity
should be antended 1o on an urgent hasis. At the sume time,
a time bound crovh arogramme shouid he formulaad for the
creatten of additionad production copacity in the countrv to
meet the demand.”

LR On th Commiv. o drawine attention, duning ovidence, to the wide
gap between the indigonous capavity of the fertiliser industry and its actual
production and to the recommoendations/observations of  the  Estimates
Coemmittee in this revard, the Seeretary. Dopartment of Fertilisers & Chemi-
cals stated:

“You were kind enourh  ro refer to EC's report We  have to
examinc three things  Is Government  following an invest-
ment policy in tune with needs of the country  on fertiliser?
Secondly, are plants operating efficiently? Thirdly. what
about forccasting and estimatine?  From S5 thousand tonnes
capacity ¢ the end of the First Plan it went up to 19.8 lakh
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tonnes in 1974-75 and capacity has gone up in current year
to 22 lakh tonnes of nitrogen. This means, so far as invest--
ment policy is concerned, Government has ensured 2500 per
cent growth rate of this industry from First Plan to the Fifth
Five Year Plan.”

On the Committee pointing out, in this connection, that while the growth

in capacity

had been satisfactory and even impressive, actual production

had not kept pace commensurately, the witness replied:

“I will first speak about investment and then about production. So

far as Government is concerned, the first question which you
have a right to ask is, is the Government serious about ferti-
liser investment? The figures would indicate that the Govern-
ment as an investor has put in an enormous amount of money
for building up indigenous fertiliser capacity. As a matter
of fact, the growth rate is about 2500 per cent. I will be
placing before the Committee the counter-part figures of other
core sectors like steel, coal and petroleum products wherein
you will find that the growth rate of investment in so far as
fertiliser is concerned is reallv of a high order.”

Asked whether there should not be adequate correlation between the
growth in investment and growth in production, the witness replied:

“I shall answer this. I want to deal with investment first, compre-

The

hensively. These figures which represent the capacity in the
entirc country, both public and private sector. Public Sector
investments have to come from the public exchequer and
they have got to be included in the Plans.

private sector investments of course come from the market
though they are supported by the financing institutions. Now
the Est