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INTRODUCTION 

I, the Chairman, Committee on Public Undertaking having been 
authorised by the Committee to present the Report on their behalf, 
present this Sixty-seventh Report on the Fertilisers and Chemicals, 
Travancore, Ltd. 

2. This Repol1t of the Committee is based on the comprehensive 
appraisal of the working of Fertilisers and Chemicals, Tranvancore 
Ltd. as contained in the Report of the Comptroller and Auditor 
General of India for the year 1969-70--Central Government (Com-
merical) Part X-Fertilisers and Chemicals, Travancore Ltd. and 
paragraph I of the Report of the Comptroller and Auditor General 
of India for the year 1970-71-Union Government (Commercial)-
Part XIII-Individual irregularities and a resume of Company 
Auditors Report-and also on an examination in depth of the 
working of the Fertilisers and Chemicals Ltd. upto the year ending 
31st March, 1974. 

3. The Committee on Public Undertakings took evidence of the 
representatives of the Fertilisers and Chemicals, Travancore Ltd. 
on the 16th and 17th October, 1974 and of the Ministry of Petroleum 
and Chemicals (Department of Chemicals and Fertilisers) on tne 
9th December, 1974. 

4. The Committee on Public Undertakings considered and 
finalised the Report at their sitting held on the 25th April, 197:>. 

5. The Committee wish to express their thanks to the Ministry 
of Petroleum and Chemicals (Department of Chemicals and Ferti-
lisers), the Fertilisers and Chemicals, Travancore Ltd. and the non-
official organisations for placing before rt:hem the material and 
information they wanted in connection with the examination of 
the Fertilisers and Chemicals, Travancore Ltd. They wish to 
thank in particular the representatives of the Ministry al'1d the 
Company who gave evidence and placed !their considered views 
before the Committee. 

6. The Committee also place on record their appreciation of the 
assistance rendered to them by the Comptroller and Auditor 

(vii) 
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General of India in connection with the eaxmination of the Ferti-
lisers and Chemicals, Travancore Ltd. 

NEW DELHI; 

April 28, 1975. 
IT aisakha 8, 1897 (S) . 

NAWAL KISHORE SHARMA, 
Chai'rman, 

Committee on Public Undertakings. 
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IINTRODUCTORY 

1.1. The Fertilisers and Chemicals, Travancore Ltd. (FACT) was 
incorporated on 22nd September, 1943 with the Government of 
the then 'Travancqre State as a substantial share holder. Messrs 
Seshasayee Brothers (Travancore) Ltd. were appointed as Managing 
Agents. On 15th August, 1960 the Managing Agency agreement 
expired in accordance with the Indian Companies Act and the 
Government of Kerala, the major share holder, took over the 
responsibility for the Management of the Company through a 
Board of Directors. In July, 1963, FACT became a Central Govern-
ment Company, when the Government of India subscribed to Ithe 
fresh issue of shares for Rs. 3.5 crores, thus acquiring major interest 
(50.3 per cent) in the Company. Since acquiring the majority 
shares, the Government of India manage the Company and at 
present hold 93 per cent of shares. 

1.2. The construction of the Factory started at Udyogmandal 
on the 14th August, 1944. The overall responsibility for construc-
tion and commissioning of the plant was entrusted to Mis. Inter-
continental Corporation of USA. The Plant went into commercial 
production in 1st August, 1948. The annual capacity of the Plant 
at the commencement of the production was approximately 44,500 
tonnes of ammonium sulphate. The to:tai investment then was 
Rs. :i53.45 lakhs. 

1.3. The Company now comprised five main divisions viz. (i) 
UdyogmandaJ Division, (ii) Cochin Division, (iii) FACT Engineering 
and Design Organisation, (iv) FACT Engineering Works and (v) 
Marketing Division. In addition to manufaduring, buying and 
selling chemicals and fertilizers the Company also undertakes works 
of the following nature: 

(i) DeSigning and Engineering of fertilizers plant and civil 
works. 

(if) Fabrication and erection of steel structures and repairs 
and maintenance of boilers. 
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1.4. The working of the Fertilizers and Chemicals, Travancore 
Ltd. was examined by the Committee on Public Undertakings in 
1968-69 and their recommendations/observations are contained in 
their 44th Report (Fourth Lok Sabha). Action Taken by the 
Government on this Report is contained in the 59th Report 
(Fourth Lok Sabha) of the Committee on Public Undertkaings 
(1969-70) . 



II 

FERTILIZER IINDUSTRY-FACT's CONTRIBUTION 

2.1. The actual consumption of nitrogen and phosphatic ferti-
lizers and actual production and the gap between the two has. 
been as follows since 1969-70:-

(Figures in 1akh ~nnes) 

Actual Indigenous Gap between} 
Year consumption prO<Juction consumption 

N&P N&P and 
production. ----, 

1969-70 17'72 9'54 8' 18 
1970-71 20'20 10'61 9'59 
1971-72 23'56 12' 39 II' 71 
1972-73 23'66 13'82 9'84 
1973-74 27'83 13'80 14'03 
1974-75 39' 10 19'00 20' 10 

(EstimaIed) 
1978-79 70'OC 52'00 18'00 . 

(Estimated) 

2,2. According to present anticipation the consu:ntption of 
fertilizers is expected to double during the Fifth Five' Year Plan. 
Though the production is also expected to rise, the gap would 
still persist. 

2,3. "The targets and achievements of capacity for production 
of fertilizers during the Five Year Plans was as under:-

Capacity 
existing 

at the 
beginning 
of the 
Plan 

Capacity 
envisaged 
to be in-
stalled 
during the 

Plan (at the 
time of the 
Plan period 

N P I .5 

(Figures in llikhs tormes) 

Capacity 
actually 

installed 
at the 

end of 
the Plan 

Shotr-
fall 

--------.. ----_._----------------
First Five Year Plan 

(195 1-52 to 1955-56). 0' 16 NA 0' 96 0' 35 0' 85 0' 35 
Second Five Year Plan 

(1956-57toI960-61). 0'85 0'35 3'82 1'20 1'58 0'57 60% 
Third Five Year Plan 

(1961-62 to 1965-66) I' 58 0'57 10'00 5'00 5'86 2'30 46% 
Pourth Five Year Plan 

(1969-70 to 1973-74). 10'24 4'21 30'00 12'00 19'39 5'60 40% 

3 
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2.4. According Ito the targets laid down in the Fourth Plan, 
the capacity expected to be installed by the end of the Plan 
period (1973-74) was 42 lakhs tonnes. This target was, however, 
scaled down as a result of mid-tenn appraisal of the Plan to 
'29.57 lakhs tonnes. Even against this reduced target, the capacity 
which is likely to be available for operation by the end of the 
Fourth Plan is of the order of 24.99 lakh tonnes. Thus there would 
still be a shortfall of 4.58 lakh tonnes compared to the reduced 
targets set in the mid-term appriasal. 

FIFTH PLAN 

2.5. During the Fifth Plan, development of fertilizer capacity 
would be as under:-

(i) Capacity likely to be available at the begin-
ning of 5th Plan 

{ii) Capacity of ~ro;ects Wlder various stages of 
ImplementatIOn • • • • • 

(iii) Capacit} planned for 5th Plan 

·(iv) Total capacity expected to be available of 
the end of 5th Plan • • • 

Public 
Sector 

13'3° 

23'39 

22'16 

58'85 

(Figures in lakh tonnes) 

Private 
Sector 

25'45 

6'55 

Total 

24'99 

82' 54 

2.6. Between nitgrogen and phosphates, the value added by 
local manufacturers is more in the case of nitrogen and in ·this 
-context greater emphasis is being laid on the development of 
nitrogen capacity on a more urgent basis. Towards, this objec-
tive, Government have already decided in prinaiple to set up 
5 projects in the public sector at Bhatinda, Panipat, Mathura, 
Paradeep & Trombay (Expansion). Besides, Government have 
approved of the expansion of Sriram Chemicals Industry's Plant 
at Kota, Gujarat State Fertilizer Corporation's Plant at Baroda 
(Expansion Scheme) and the setting up of a new fertilizer plant 
at Kakinada, Government have also approved in principle the 
setting up of a fertilizer plant by IFFCO at Phulpur with a capa-
-city of 2.88 lakh tonnes of nitrogen, Proposals have also been 
appro;ved for setting up of ammonia facilities at Cochin under 
the FA(~T. 
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2.7. One or two more projects may also ~ planned towards 
the end of the 5th Plan. Some of these nitrogenous fertilizers. 
plants are expected to take up the manufacture of phosphates in. 
complex form. Besides, IFFCO and MFL have also plans for 
manufacture of additional phosphate production. Besides a proper 
sal from Mysore State Industrial Investment and Development 
Corporation for setting up of phospheric acid and mono-ammonium. 
phosphate plants has also been approved. Wilth the development 
of these capacities the overall position at the end of the 5th Plan 
is projected as under:-

Public 
Sec10r 

Nitrogen 

Private 
Sector 

Total 

65'11 

Public 
Sector 

IZ'ZI 

Private 
Sector 

Tutal 

2.8. Simultaneous efforts are also being made for identifying 
foreign exchange sources required for the implementation of the' 
projects. 

2.9. Since fertilizer is a coU1lJ1;inuous process industry, which 
is very sensitive to power ftuctuation, efforts are being made to 
ensure adequate power supply to fertilizer industry. Capative 
power plants are being planned in certain cases. Subject to ferti-
lizer programme being implemented as currently envisaged, power 
supply being normal and labour relations being cordial, Govern-
ment expect that a level of production of 5.2 million tonnes of 
nutrients would be achieved by 1978-79. This would leave a gap· 
of 18 lakh tonnes of nitrogen, between demand and availability 
of nitrogen and phosphatic fertilizer by the end of 5th Plan. The 
gap between demand and supply is expected to be bridged by 
about 1980.81." 

2.10. So far as the Fertilizers & Chemicals, Travancore Ltd. is 
concerned it started production of ammonium sulphate in August, 
1948. Since then it has made several additions/alterations in its 
equipments and capacity, which is discussed in the subsequent, 
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1!hapters of this Report. As on date the Udyogmandal Division 
has the following daily capacities:-

tonnes 

Ammonia 3SS 

Sulphuric acid 746 
Superphosphate 13S 

Phospheric add uS 
Ammonia sulphate 600 

Ammonia ppo~phate Sso 

Ammonium chlori1e . is 

2.11. The Cochin Phase-I Plant is designed ~o produce 600 
tonnes of ammonia in a single stream and 1,000 tonnes of urea in 
two streams of 500 tonnes each per day. The Cochin Phase ~I 
Plant, expected to be ready by December, 1975, is supposed to 
produce 4,85,000 tonnes of NPK granulated fertilizer by 1978-79. 

2.12. The Chairman-cum-Managing Director informed the 
Committee during evidence that FACT's contribution to the all 
-India requirement is as follows:-

"During the period 1969-70 to 1973-74, our contribution to 
all India requirement has been in the case of nitrogen, 

about 2 to 2.3 or 2.4 per cent and in the case of PI °5_ 
phosphatic fertiliser we started with about 5 per cent 
and in the year 1973-74, We had contributed about 3.6 
per cent. The figures change because of variation in our 
production and because the total requirement in the 
country has gone up. With Cochin Phase II Plant going 
into production, our con·tribution against the all India 
requirement is expected to be, by the end of the Fifth 
Plan, about 5 per cent in the case of nitrogen and 2 
per cent in the case of P, Os 

2.13. On an enquiry from the Committee why there was under-
utilisation of capacilty of different plants in the country the Sec-
retary of the Ministry of Petroleum and Chemicals stated during 
evidence that it was true that as against the installed capacity 
of 19 lakh tonnes of different femilizer plants in the country, the 
actual production had been only a little over 50 per cent i.e. 10.6 
lakh tonnes taking aU projects together. Explaining the cons-

-traints in achieving a higher rate of production he stated that 
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a few of the plants were either very ancient or the technology 
was obsolete. FACT, Neyveli, Rourkela, N.angal and Sindri. 
plants were in this _ category. Nangal plant suffered on account 
of non-availability of ;the full requirement of power. The Rour-
kela Plant was based on coke-oven gas, the source of gas being 
the steel plant itself. It was stated that as a result of the relatively 
low utilisation of the steel capacity and the increased consumption 
of coke-oven gas, the availability of gas for fertilizer produc-
tion has been much less than what was earlier anticipated and 
based on which the plant was built. As a result, the plant was 
able to utilise its capacity only to the extent of 50 per cent of 
the rated capacity. The third plant under-utilising its capacity 
was the Neyveli Lignite Plant, based on Lignite feed stock. This 
plant had been having difficulties in the gasification section. The 
Udyogmandal plant of FACT was one of the oldest fetilizer plants 
to be set up in India. Some of its facilities had been modified 
and additional facilities added in course of time with the result 
tha,t at present it was conglomeration of a large number of small 
plants directly or indirectly dependent on one another. As a 
result, any interruption in anyone of them upset the whole 
sequence and the production tended to be low. This plant had 
also been facing serious powel'l problems. ISindri was another 
plant where the production was not as high as one would expect. 
because of the age of the plant and non-availability of proper 
grade of gypsum. 

2.14. The other category was of two brand new modem pro-
jects-Durgapur and Cochin I, which were designed and executed 
by Indian engineers. who had adopted a technique which had not 
been tried elsewhere. It was in pursuance of a Government 
decision taken in 1966 to encourage indigenous designing and 
erection of fertilizer plants. The Secretary of the Minisrty stated 
that it was an experiment and the country was learning from it. 
Several studies had been carried out and modifications were being 
made. It was expected that with the implementation of these 
modifica·tions the utilisation factor in these two plants would 
improve and they were coming up accordingly. The Secretary 
admitted that the only mistake they had made was that they 
selected larger parameters with which the Indian engineers were 
not familiar. But there was no other means of learning ;the new 
technology except by asking the engineers to put up the plants 
according to higher parameters. 

2.15. The Secretary stated that whenever a project was set 
up, cerlaln assumptions were taken into consideration such as 
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availability of adequate power in a sustained manner, adequate 
supply of raw materials and fairly satisfa'Ctory labour relations. 
Apart from these the mechanical breakdowns posed a serious 
problem. The Secretary added that, in their anxiety to have 
the plant located in ,their territory, State Governments gave pro-
mises for the supply of ~wer at the appropriate time, but as the 
projects progressed, the thing)S went wrong and the power was 
not available. In Rourkela it was thought that the plant would 
get so much of coke oven gas from the steel plant, but as time 
passed, the Steel Plant could not spare coke oven gas to the 
extent required by the Fertilizer Plant. In Sindri they needed 
a particular mix of coal for optimum production, but as time 
passed it was found that this particular mix was too valuable to 
be given for fertilizer, as it was required by the Steel Industry. 
It was stated that the raw material in Nangal was essentially 
power, which was available but now the position had changed. 
As against the agreement for the supply of 164 megawatts of power, 
Nangal was getting only 72 megawatts of power now-a-days. 

2.16. The Secretary of the Ministry added that till last year 
~he fertilizer industry was doing good, but during the current 
year there were series of tragedies e.g. in Gujarat State Fertili-
zer Co. at Baroda, which was running to 94 per cent capacity, 
the lining of its urea reactor failed and the plant had to stop for 
six weeks. Similarly in the Madras Fertilizers which was doing 
well, they had some Itrouble with some sensitive equipment and 
had an accident. Similarly Vizag Plant had trouble and the 
functioning of Kota Plant came down from 115 per cent to 100 
per cent on account of railway strike. The Secretary opined that 
if a plant worked to above 70 per cent capacity, it was considered 
good. Among the Public Sector Plants, he would put Trombay, 
Gorakhpur, Madras Fertilizers and Gujarat State Fertilizers Plants 
in this category. 

2.17. Giving a resume of the corning up of new plants in the 
Public Sector, the Secretary stated as follows:-

"Of the five large-sized plants of the Fifth Plan, the first 
three namely Bhatinda, Panipat and Mathura are sup-
posed to be set up with foreign exchange assistance 
from Japan. So far as Bhatinda is concerned, action 
has been completed on our side. Financial arrange-
ments have been tied up. Contracts have been entered 
into and have become effective. The people concerned~ 
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. ~ ..... both on the Japanese side and on our side, are workin~ 
on the detaii,& I think they are taking steps to pro-
cure the equipment etc. They have laid down the target 
that within 36 months of the date of the contract becom-
ing effective, they will start production. We are trying 
our very best to see that at least once in India we 
can keep to a target date. This is all I can say today. 

Regarding the second plant, here also as the contractors 
will be the same for engineering services, we have 
already in the first contract included the contract for 
the second plant also of identical size and parameters. 
The decision whether that plant will be in Panipat or 
Mathura has nort; yet been taken. I expect it will be 
taken very soon. I hope before the end of this month. 
Once that is done, we will go ahead with tying up finance 
and also entering into the remaining contracts, and we 
have time till the end of May, 1975 to finally enter into 
these contracts, because we have planned it in such a 
way that instead of bunching all together, one plant 
will start this year, another next year and the third 
plant the third year. So, about the second plant also, 
the moment we decide on the location, we will go ahead 
and enter into all the contracts and the machinery will 
be set in motion: 

About the third plant, we will think of it next year because 
it has to start Ithe year after next, 

Regarding Trombay, all action has been initiated planning 
and entering into contract, and we' are working on it. 
We do not anticipate any difficulty, but regarding Para-
dip, though the project has been approved in Principle, 
in practice we have not yet got the sanction for it 
because there are a number of issues involved. There 
is, first of all, the issue about the scope of the project, 
how much of what substance it will produce, how etc. 
Even more important is the question of the finances 
required for the project, whether it will be available 
Ito the Ministry from Government, the Planning Com-
missi<m. and anybody else. So, these two things are 
holding up a final decision. As soon as these are 
cleared, we will get the authority to go ahead with it. 
This is the present position." 

541 LS-2 
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2.18. The Committee on Public Undertakings (19'rd-74) recom-
mended in their Fiftieth Repom on Fertiliser Corporation of India 
Ltd. (Marketing and Distribution) as follows:-

liThe Committee find that the development of capacity for 
production of fertilizers in the count~ fell short of 
the !target during Second Five Year Plan by 60 per 
cent in Third Five Year Plan by 46 per cent and in 
Fourth Five Year Plan by 40 per cent. The Committee 
cannot but conclude that such heavy shortfalls in the 
development of capacities in the core sector of Plan 
indicate that well coordinated and systematic efforts 
were not made to achieve the Plan target. The Com-
mittee also note that the existing capacity in the public 
sector is proposed to be raised four fold from 13.30 lakhs 
to 58.85 lakh tonnes by the end of the Fifth Five Year 
Plan. Considering the past performance, the Commit-
tee cannot too strongly emphasise the need for planning 
in depth and concrete efforts on the part of all con-
cerned with the fertilizer industry to see that the 
target laid down is in fact achieved in the interest of 
making available this essential input for increasing food 
production." . 

2.19. lIn reply Government have stated that continuous efforts 
are being made to ensure that the production targets are achieved 
by the concerned units in the industry. This has not yet been 
considered by the present Committee, as all the replies have not 
been received. 

2.20. The Committee were also informed that the Ministry was 
proposing to set up a Cell to monitor and evaluate the perform-
ance of various units both in the public and private sector. The 
Committee felt:-

"Th.1t such a step should have been taken long ago at least 
in the beginning of the Fourth Plan when development 
of the industry was projected on such an ambitious 
scale so that problems could be identified and resolved 
Ul time. The Committee hope that this Cell to be 
manned b,Y the best experts with proven administrative 
skill, will come into existence without further delay 
and will be given the requisite backing in Government 
and in the field to press into full production the plants 
already installed and in achieving four fold increase in 
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production envisaged in the Fi£th Plan. The Committee 
would like to be informed of the concrete measures 
taken in that behalf." 

2.21. The Committee note that there is gross under-utilisation 
of capacities of dUferent fertilizer plants in the country. Against 
the installed capacity of 19 !akh tonnes in all the plants put 
together, the actual production had been only a llttle over 50 
per cent i.e. 10.6 lakh tonnes. Some of the constraints in achiev-
Ing a higher rate of production are stated to be Don-avaUabllty of 
adequate power, sufficient quantity of coke-oven gas and proper 
grade of gypsum and obsolete technology or as in the case of 
'Cochin and Durgapur the Indian engineers had selected larger 
parameters with which they were not familiar. The Committee 
would like that each of these causes for the under-utilisation of 
capacities should be critically analysed with a view to correcting 
them at the earlier in the interest of achieving the maximum 
production. The Committee are suprised to find that even in 
respect of the projects in the Fifth Five Year Plan although action 
has been initiated in setting up projects, pr:ority in taking up 
plants, nature of product-mix and tying up with finances are still 
to be finalised. The Committee expect that a decision on these 
aspects will be taken without any further delay and the experien-
ces gained so far in the construction and ma!ntenance of the plants 
already set up will be utilised to ensure that the new projects 
come up in time and the targets set for them are adhered to. The 
Committee need hardly stres.-;; that, in view of the world wide 
shortage of fertilizers and the phenomenal increase in the import 
price of fertilizers, import of fertilizers, would become more and 
more difficult in the coming years. 
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UDYOGMANDAL DIVISION 

A. Expansion of capacities-Stages I & II 

3.1. The construction of the factory at Udyogmandal was started 
in August 1944 and the plant having an annual capacity of about 
44.500 tonnes of ammonium sulphate went into commercial produc-
tion in August, 1948. The Company undertook the expansion of the 
then existing capacity and the creation of facilities for new products 
through expansion programmes. The Company took up its first ex-
pansion programme for the manufacture of superphosphate. By 
September, 1950, one additional 75 tonnes sulphuric acid plant and 
one 150 ton superphosphate plant were commissioned, the annual 
capacities bejng 22,250 tons of sulphuric acid and 44,500 tonnes of 
superphosphate. 

3.2. With the advent of the First Five Year Plan and the setting 
up of a giant fertiliser plant at Sindri with a capacity of 3 lakh 
tonnes of ammonium sulphate compared to FACT's 44,000 tonne!', the 
Company thought of further expansion and diversification in order 
to survive. 

3.3. The Company had embarked on a plan to manufacture caustic 
soda. But because of financial difficulties faced by the Company the 
State Government formed a new company called. "The Travancore-
Cochin Chemicals Ltd." (T.C.C.) with FACT carrying as equity Rs. 25 
lakhs which it had spend on this project. 

3.4. When the T.C.C. went into production it generated large quan-
tities of hydrochloric acid as by-product. FACT decided to put up 
an Ammonium Chloride Plant to absorb this by-product. At that 
time ammonium chloride was not being produced in the country. 
This plant was commissioned on 4th June, 1955, with an annual capa-
city of 8,000 tonnes. 

3.5. A Committee appointed by the Board of Directors suggested' 
further expansion of the Company in two stages. The fi1'st stage 
of expansion involving an outlay of Rs. 3 crores contemplated the 
doubling of nitrogen capacity and the introduction of a new com-
pound fertilizer called ammonium phosphate (tEt:2n. grade). An eleC'-

12 
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trolytic hydrogen plant to supply enough hydrogen to make 40 tons 
.of ammonia a day was also set up as part of this programme. This 
plant which required 21,000 KW of electric power, however, turned 
()ut to be a white elephant later and five, out of its 8 cells, were 
sold to Nangal Fertilizer Factory in November. 1965. The second 
stage of expansion costing Rs. 2 crore aimed at replacing the unique 
but uneconomic firewood process with the modern oilgasification 
process and increasing nitrogen capacity to 30,000 tons per annum. 
This expansion was completed in December, 1962. 

3.6. With the completion of the expansion programme by Decem-
ber, 1962 (in two stages) the following Plants had been established 
to attain the capacities mentioned against each, on the basis .of a 
'Stream efficiency of 330 days in a year. 

Nam~ of the Plant 

Ammof'.ia 

Amm!')nium Sulp"lllte. 

Ammonium Phosphate 

Amm'Jnium Chloride. 

Sulphuric Acid 

Phosphoric Acid 

Superphosphate 

B. Third Stage Expansion 

(a) Project Estimates and actual expenditure 

(In tonnes) 

Daily Actual 
capacity capacity 

2 3 

120 39,600 

300 99,000 

100 33.000 

;1·5 9,250 

296 97,680 

25 8,250 

135 44,550 

3.7. The Company undertook further expansion' of the plants at 
'Udyogmandal in two more stages. The Third stage expamion was 
sanctioned by Government of India in January, 1962 at a cost ot 
Rs. 850 lakhs, subsequently revised to Rs. 1.039.99 lakhs in June, 196' 
and Rs. 1,200 lakhs in September, 1964. The expansion was com 
;pleted in October, 1966 at a total cost of Rs. 1,307.99 lakhs. 
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3.8. The following table indicates the details of original estimates~ 
their subsequent revisions and the actual expenditure under different 
heads:-

( Rupees ill lakhs) 

Original First Second Acn:al 
Particulars estimates revision reVlSlcn tx&:C'r.cliluJ e 

(Sc-ptember, Gunc, 1962) (Sept., 1964) on ccm-
1961) ~tion 

( • 1966) 

Land 45'00 5°'00 67'56 

Plant and Machinery·· 953'56 831' 72 98S'9O 

(Foreign cxcllange components 
-FOB Cost) • • (411' 38) (.po' II) (423' 67) 

Factory BuDdings & Brcction 27°'66 168'°7 

Office and Resdcntial Buildin g 3S'00 4°'00 76' So-

Hospital and Service Equip-
ment 6'43 7'62 9'96 ----

-8so 1°39'99 1200'00 1307'9~ 

3.9. The upward revision of the estimates in June, 1962 was attri-
buted to higher cost assessed after the ftnalisation of most of the 
orders for the Plant and the estimation of the requirement of Indian 
fabrication and procurement. The increase of Rs. 160 lakhs in the-
second revised estimates over the first revised estimates was attribut-
ed to increa. in (i) the cost of materials-Rs. 36.48 lakhs, (U) freight 
and insurance-Rs. 1.39 lakhs, (iii) customs duty-Rs. 24.99 lakhs 
~.nd (Iv) labour cost, new items, sales tax, etc.-Rs. 97.14 lakhs. 

3.10. The increase in actual expenditure on cQ1'l1pletion, by 
Rs. 107.99 lakhs over the second revised estimates was explained by 
the Management in July, 1970 as follows:-

(i) Non-provision of items like interest, travelling ex-
penses, administrative charges, etc. . 

(ii) Increase in the cost of land due to higher compensa-
tion paid and the construction of a broad road from 
FACT to Edamula bridge near National HighwaY-47 

(iii) ConstruCtion of additional office accommodation and 
stafl' quarters 

(Rs. in lakha) 

20'53 

-Detailed break up is rot available 
"(Cost of 'Plant & Maclojr.ery vr.der first revisc:d estimate is inclu6ive of Factory 

BuiJdir.gs ar.d Breetien' fer wi'Jch &epaxate ligules are r..ot available). 
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Laa savings due to : 

(iv) Transfer of the COlit of spares from the project COIIt to 
current SIIsets 30' 00 

(v) Abandonment of construction of bulk storage for 
products and new general store . 38' 00 

(vi) Decrease in cost of construction of Sulphuric Acid 
Plant (Rs. 26' 07 1akhs), Gypsum Handling Plant 
(Ra. ISl' 17 lakha), Ammonium Phosphate Plant (Ra. 
S' 48 1akhs) and other items (Ra. 18' 73 lakhs); the 
main reason was the estimation of the COIIt of civil 
works as a percentage of the plant coat which was 
found to be leas when designs were finalised 69' 4' 

(vii) Sarings in the cost of hospital and service equip-
ment 0'15 

137'60 

1°7'99 

3.11. The <l>mpany entered into agreements with a number of 
foreign firms for the supply of plant and equipment and the super-
vision of erection thereof. According to the agreements with various 
suppliers of the plant and equipment required under the third stage 
expansion. performance guarantees in respect of capacities and con-
sumption of raw materials and utilities was 00 be provided for a 
continuous period of fourteen days. In case of any defect found in 
the equipment on account of faulty designs. defective material or 
workmanship, the equipment was to be replaced free of cost by the 
suppliers. The capacities during the third stage expansion in diffe-
rent plants was as under:-

(i) Ammonia Plant 

(ii) Ammonium Phosphate Plant 

(iii) Ammonium Sulphate Plant 

(iv) Sulphuric Acid Plant 

140:tonnes per day. (for aU Plants includ-
ing 3rd stage expansion the designed 
capacity created was 235 tonnes per 
day). 

300 tonnes per day. (for aU plants up 
3rd stage expansion the total designe j 
capacity was 400 tonnes per day). 

300 tOMes per day under Gypsum process 
(The designed capacities of all Plants 
upto 3rd stage expansion was 600 tonnes 

per day). 

450 tonnes per day. (Total designed 
capacity upto 3rd stage expansion wa 
746 tonnes per day). 

3.1~. The commissioning of the plants was delayed by about 1l 
years due to non-availability of power from the Kerala State Elec-
tricity Board. The Committee on Public Undertakings (1968-69) had 
examined this matter in their 44th Report (Fourth Lok Sabha) 'Vide 
paragraphs 2.3 to 2.19. As a result the trial runs for testing the capa-
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cities of the plants and the consumption ratios of raw materials and 
utilities as provided for in the agreements could not be conducted 
within the guarantee period. 

3.13. The Company could not claim the replacement of defective 
parts in the following cases as the defects were noticed in the equip-
ment after the expiry of the guarantee period due to delay in com-
missioning the third stage expansion: 

(i) The naptha steam pre-heater coils in the Oil Gasification 
Plant failed in October, 1966 immediately on the commis-
sioning of the Gas and Ammonia Plants. The failure was 
attributed by the Sharma Committee to defects in design 
and sub-standard quality of material used by the sup-
pliers-Messrs Power Gas Corporation of U·K. These 
were replaced in April, 1968 by the indigenous coils fabri-
cated at a cost of Rs. 2.81 lakhs. The intermittent failure 
of these coils was estimated to have resulted in the loss 
of production of ammonia by about 5000 tonnes during 
1967-68. 

(ii) Due to deficiency in the design and the material used, Dorr 
clones installed in 1966 ror regulating the slurry concen-
tration coming from the Phospharic Acid Plant did not 
operate right from the start (1966) resulting in improper 
slurry concentration and irregular supply of gypsum. As 
the modifications suggested by the suppliers in October, 
1968 were found ttl be expensive, cheaper designs were 
prepared. 

(iii) The elevator supplied by MIs. Dynacraft did not give satis-
factory service, which caused serious limitation in produc-
tion. There upon an order was placed on 18th January, 
1966 on MIs. Elecon, who had submitted the next lower 
quotation. Even this elevattlr did not give satisfactory per-
formance. Finally to maintain the production, the Com-
pany was compelled to divert one of the elevators ordered 
on MIs. Konel Corporation for the fourth stage Ammonium 
Phosphate Plant and place a repeat order on Konel Cor-
poration to replace the elevator so diverted for a sum of 
Rs. 5.5 lakhs. The failures of ~he elevarors were mainly 
due to the lack of know-how and experience with the 
equipment supplier. 
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3.14. During the evidence of the representatives of the Company, 
?the Committee were informed in this regard as follows: 

"The contracts- were finalised towards the end of 1961 and the 
early part of 1962. The plants should have been oommis-
sioned by 1965. We were expecting adequate power sup-
ply from the Kerala State Electricity Board by 1965. Be-
cause of the delay in the implementation of the Sabari-
giri Scheme, Kerala State Electricity Board was not in a 
position to meet our power requirements. The plants 
should have been commissioned in 1965 and guarantee run 
proved in 1965. We ~ould not do that. It went up to 1966 
end." 

-r'he representative further added that: 

"The question is, whether all these plants have operated at 
rated capacities for a period of 14 days and more, as guar-
anteed in the original contracts. Now, excepting the 
Simon Carves Acid Plant, ether plants have not operated 
for 14 days as per guarantees. We could not expect get-
ting liquidated damages from the contractors mainly be-
cause FACT could not meet its obligation during the con-
tract period. For want of adequate power supply, none 
of these plants could be commissioned during the period 
which the contractual guarantees and validities were iIl 
force. Actually, we had accepted the plants. Subsequent-
ly, when we operated these plants, we noticed certain 
lacunae, deficiencies and shortcomings, which we have rec-
tified in the subsequent years. Some of the deficiencies 
noticed are being taken care of under the dehottlenecking 
programme." 

3.15. The Chairman-cum-Managing Director supplemented this 
. information by saying: 

4'Tbe assessment today is. we are not sure whether we will be 
able to get the rated capacity out of the Gypsum process 
Ammonium Sulphate Plant. We are not sure whether we 
will be able to get the rated capacity out of the 25 tonnes 
Phosphoric Acid Plant. This is an old Plant. We are not 
sure. On the other hand. we feel that we will be able to 
get the rated capacity out of the two Sulphuric Acid 
Plants. We have identified some of the plants from which 
we will not be able to get the rated capacity. This hap-
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pens to be only in the case 'of Gypsum process Ammonium_ 
Sulphate plant and some very old plants and this is one-
of the reasons why we have decided and proposed diversi-
fication in respect of some of these plants . 

• • • • 
The point we are making is that if the power supp~y was avaU-· 

able, we could have first completed and checked up the· 
plants much earlier and the design defects could have been 
noticed during the guarantee period itself and we could. 
have pinned down the suppliers. That is No. 1. That is 
non-availability of power. No.2 because of lapse of time 
due to non-availability of power we could not enforce our' 
rights with the suppliers for enforcing the guarantee." 

3.16. On being asked as to what assistance was giVP.Il by the Cen-
tral Government in regard to timely availability of power, the Sec-
retary of the Ministry stated as: 

"FACT brought it to the mtice of Government and the Gov-
ernment here took prwnpt action. They consulted the Irri-
gation and Power Ministry and sought their help. Our 
Minister also personally wrote a letter to the Governor 
of Kerala 10 help. So, when it came to our notice, we took. 
all possible steps at our level promptly to see that they 
were assisted. I have seen the correspondp.nce between 
the Managing Director and the Kerala State Electricity 
Board. The Board had promised in writing to make power 
available in early 1964, but their promise could not be· 
kept because their projects slipped one after the other. 
It is only when Subarigiri came into being that they were 
able to give power. The correspondence is pathetic. The· 
General Manager went to Trivandrum, and in a note ad-
dressed to the Chairman of the Electricity Board. he has 
said: I have these difficulties. Please give me even 5 m.w. 
of power to enable me to commisskm the plant so that the 
foreigners who are here may complete the test and we ('an 
get the warranty before the warranty period is over; we'· 
will even shut down some of our other plants. But noth-
ing happened." 

3.17. On another enquiry whether it was not incumbent on the: 
part of the Company or the Government to have a firm agreement: 
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with the Kerala State Electricity Board for the supply of the requir-
ed power for the third stage expansion, the Secretary of the Ministry 
explained as follows: 

"There are letters from the Kerala Government and the Board 
to say that they will supply power at economic rates etc. 
Even a formal agreement would have made no difference 
if they had no power ...... Actually, in my opinion, the· 
Managing Director did not insist on a firm, written agree-
ment because at that time FACT was a State enterprise 
of the Kerala Government, not of the Government of India. 
We came in only in 1963. Befure that we were not in the: 
picture at all. ..... In 1965 we entered into a written agree-· 
ment with retrospective effect from 1960." 

3.18. The Committee on Public Undertakings (1968-69) had ob-
served in their 44th Report (Fourth Lok Sabha) in connection with 
the inadequate power supply as follows:-

"The Committee also feel that the third-stage expansion was 
ill-timed. FACT depended solely on the indication given 
by the Kerala State Electricity Board in August, 1961 that. 
they would be able to meet the requirements of power for 
the third-stage expansion, without binding KSEB through 
an agreement for supply of required power. But by 1962. 
the possibility of supply of additional power had become 
doubtful and the KSEB informed FACT that they would 
not be in a position to give additional power from July-· 
August. 1964 as desired by it. The supply of additional 
power even by the end of 1964 was subject to the condition, 
that Soolayar Station was commissioned by that time." 

"The Committee have pointed out other instances also where· 
the projects in the first instance or after expansion could 
not be commissioned due to lack of power supply. The 
Committee suggest that no project or expansion of a pro-
ject should be undertaken in future unless power supply 
is assured with a guarantee where it is to be supplied by 
another authority to the project." 

(Para 2.19, page 7, of Forty-Fourth Report of CPU). 

3.19. In their 59th Report the Committee on Public Undertakings 
had examined Government's reply in regard to their recommenda-· 
tion made in para 2.18 of 44th Report and oooerved as follows: 

"The reasons advanced by the Ministry for delay in the execu-
tion of the project are hardly convincing. In the Commit-
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tee's view it is a typical case of 'red tape' approach. The 
objective and emphasis should not only be to avoid delay 
in clearing the Development Programme, but also to en-
sure that there was no delay in obtaining results from such 
programme. There was no evidence to show that Govern-
ment/F ACT made any efforts during the period of 3 years 
1lo ensure that the power supply which was a pre-requisite 
was made available in time." 

[Page 2-3 of 59th Report of CPU]. 

3.20. The recommendation made by the Committee in para 2.19 
<Jf their 44th Report was accepted by the Government. 

3.21. The Committee regret to note that in spite of the assurance 
given by the Kerala State Electricity Board that adequate power 
would be made available in time the trial runs for testing the capa-
cities of the plants set up during the third stage expansion and the 
~onsumption ratios of raw materials and utilities, as llrovided in the 
agreements, could not be conducted due to non-availabilit.y of power 
at the appropriate time within the guarantee period, with the result 
that besides loss of production. the Undertaking could not. claim the 
cost of replacement of defective parts from the suppliers but had 
to incur an expenditure of more than Rs. 8 lakhs for replacement 
of the defective equipments. The Committee further regret to note 
that in the absence of any formal agreement bctween KSEB and 
FACT, the latter was not able to claim any damages from KSEB for 
non-fulfilment of the assurance. The Committee would like to re-
iterate their earlier recommendation in Forty.Fourth Report (1968'· 
69-4th Lok Sabha) that "no project or expansion of apl'ojc::t ~hould 
be undertaken in future unless pOWer supply is assured with a guar· 
antee where it is to be supplied by another authority to the project." 

C. Fourth stage Expansion 

3.22. On the completion of the 3rd sta.ge expansion, the Ammonia 
Plant was expected to have a capacity of producing 260 tonnes of 
ammonia daily (reduced to 235 tonnes after the sale of !) Electrolysers 
in November, 1965 in order to reduce the power requirements from 
50,000 K.W. to 32,000 K.W.). Against this, the requirement of ammo-
nia in ammonia consuming plants i.e. Ammonium Sulphate Plant, 
Ammonium Phosphate Plant and Ammonium Chloride Plant worked 
out to 271 tonnes. Thus, the daily production of ammonia fell short 
of its requirement by 36 ronnes. On the other hand, the Phosphoric 
Acid Plant which was expected to have a daily capacity of 125 tonnes, 
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had a surplus capacity of 35 tonnes as the requirement of acid in the-
Ammonium Phosphate Plant was only 90 tonnes per day. 

3.23. In order to remove the imbalance in the Ammonia Plant and 
the Phosphoric Acid Plant and to stabilise the entire production 011 
an economic level, the Company launched the Fourth Stage expall-
&ion in April, 1966. 

3.24. On the completion of the fourth stage expansion, the pattern 
of production, as compared to the designed capacity of the third 
stage expansion, was expected b:> be as follows (Based on stream 
efficiency of 330 days):-

Product 

Ammonia 

Ammonium Sulphate • 

Ammonium Phosphate 

Sulphuric Acid 

Ammonium Chloride 

Phosphoric Acid 

Superphosphate 

(In tonnes) 
.---.. ---

Designed capacity Capacity at the 
at the end of III end of IV stage 
stage expansion expansion 

Daily Annual Daily Annual 

235 77,5So *340 1,12,200 

600 1,98,000 600 1,98,oco 

400 1,3,000 Sso 1,81,500 
(20:20Gr) 

746 2>46,180 746 2>46,180 

75 24,7So 75 24,750 

I2S 41.250 I25 r41,250 

135 44,550 135 44.SS0· 

3·25. The Committee were informed during evidence by the re-
presentative of FACT that, as far as the imbalance in the capacity of 
Ammonia Plant on the one hand and the three Ammonia consuming 
plants on the other was concerned, the imbalance had been removed 
in the 4th stage expansion by installing additional capacity fur manu-
facture of ammonia. 

3.26. The Company had a surplus capacity of about 35 tonnes of 
p. Ofi with the completion of the third stage expansion. The 
Company had originally expected that this quantity of p. Os 

"Does not include the production of 15 tonnes of ammonia from 3 electrolysers which-
Management originally proposed to sell but have now decided to retain. 
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could be used In the manufactw-e of detergents. Negotllh"uns in this 
regard with foreign parties, however, failed and it became known to 
the Company in early 1966 that it was not possible to go in for the 
manufacture of detergents. The Company then decided to utilise 
the surplus capacity of p. 0 6 in the manufacture of ammonium 
phosphate itself. 

3.27. The Committee enquired whether on completion of the 4th 
stage of expansion, FACT had ensured that in relation to each of 
,the intermediates necessary for the end production of rated capacity, 
FACT had built in sufficient capacity so that if those plants continued 
-10 work as they should, FACT should be able to achieve the rated 
-production. The Chairman-eum.-Managing Director replied as fol-
lows: 

I. 

"At the fourth stage expansion planning the imbalances in all 
intermediate products were taken into account and propo-
sals were put up to balance them. These proposals con-
tained a proposal for setting up an additional sulphuric 
acid production facility. But, at the instance of the Gov-
ernment the Board considered a suggestion that with the 
proposed expansion of the Cominco BinaniZinc. their bye-
product sulphuric acid would be available. and the propo-
sal for additional facility for sulphuric acid was therefore 
dropped. Today that is the deficiency in the fourth stage. 
The rest of the intermediates are available but, to that 
extent, we are limited in the utilisation of the plants to 
full capacity. 

3.28. When asked as to why the proposal for additional facility for 
production of sulphuric acid was dropped. the Company stated: 

"During 1962 Mis. Cominco Binani proposed to put up a Zinc 
Smelter Plant on the banks of Periyar, opposite to FACT, 
Kerala Government was interested in this project. 

Since the economic viability of a Zinc Smelter Unit is very 
much dependent on the effective utilisation of the bye-
product sulphuric acid available from the smelter, the 
Director of Industries. Government of Karala. suggested 
to FACT to examine utilisation of the bye-product acid 
from the proposed Zinc smelting unit. 

FACT was consuming large quantities of sulphuric acid for 
production of fertilisers. The bye-product acid from the 
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Zinc smelter was suitable fur FACT's use and FACT 
agreed to buy the acid from MIs. Cominco Binani." 

On the basis of the Board's decision negotiations were done 
with Mis. Cominco Binani. The terms and conditions of 

" the supply of the acid were finally confirmed through 
Cominco .Binani's letter KGB dated 27th January, 1967 
and on 12.th February, 1969 a formal agreement was signed. 

Later in May, 1970 FACT submitted a proposal to the Board 
to instal a 300 TPD acid Plant to meet the acid require-
ment of the Udyogmandal Division. The Board at its 
sitting held on 24th June, 1970 decided to defer the pro-
posal, pending the expansion programme of Mis. Cominco." 

3.29. The Committee note that the construction of the factory at 
. Udyogmandal was started in August, 1944 and the plant having an 
-annual capacity of about 44,500 tonnes of Ammonium Sulphate went 
iBto production in August, L948. The FACT undertook the expan-
sion of existing capacity and creation of facilities of new production 

-In two stages with the result that by December, 1962 plants for manu-
facture of Ammonia (39600 tonnes), Ammonium Sulphate (99000 

-tonnes) Ammonium Phosphate (33000 tonnes), Ammonium Chloride 
(8250 tonnes). Sulphuric Acid (97650 tonnes). Phosphoric Acid (8250 
tonnes) and Super Phospho te (44550 tonnes) had' been installed· 
Further expansion of these were undertaken in two more stages. 
The third stage of expansion was complet.ed at a cost of Rs. 13 ('fores 
by October. 1966. 

3.30. At the end of III stage expansion, the designed capacity avail-
able was Ammonia-77550 tonnes, Ammonium Sulphate 198000 
tonnes, Ammonium Phosphate 132000 tonnes, Sulphuric Acid 246180 
tonnes, Ammonium Chloride 24750 tonnes, Phospheric Acid 41,250 
tonnes and Super Phosphate 44550 tonnes. The Committee note that 

. on the completion of HI stage expansion, while the Ammonia Plant 
wa~ expected to have a capacity of 260 tonnes of Ammonia daily, 
-(subsequently reduced to 235 tonnes) in order to reduce the power 
requirement it. was ~tated, tbat the requirement of Ammoniu in the 
Ammonia Consuming Plants was 271 tonnes, thus creating a shortage 
ef 36 tonnes per day. On the other hand there was a snrplus capa-
city in the Phosphoric Acid Plant. The Committee note that in order 
to remove the imbalances in Ammonia Plant and the Phosphoric 
Acid Plants and to ~tabilise the production at an economic level, the 
IV stage expansion was launched in April, 1966. 

3.31. The Committee were informed that while the imbalance in 
'the capacity of Ammonia and the three Ammonia Consuming Plants 
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had been removed in the IV stage expansion by installation cd adeli-· 
tional capacity for Ammonia, the FACT decided to use the surp) ..... 
capacity of 35 tonnes of PI 0 6 in the manulacture of Ammonia 
Phosphate, The Committee regret to note that the imbalance ia 
production and requirement. of intermediate products still persists. 
and there was deficiency of Sulphuric Acid because of which the-
plants could not be run to capacity" It was stated that when a pro-· 
prosal for setting up an additional sulphuric acid plant was put Up' 
to the Board, the proposal was deferred at the instance of Govern-
ment on the ground that with the proposed expansion of Comineo-· 
Binani Zinc Smelter Plant, their by-product Sulphuric Acid would be 
available. The Committee were informed that the Kerala Govern-
ment was interested in the Zinc Smelter Plant to be lJut up by Com-
inco Binani. Since the economic viability of the Zinc Smelter Unit 
dept~nded on eRective utilisation of Sulphuric Acid, the Kerala Gov-
ernment suggested to FACT to examine the utilisation of the acid' 
and since that by product acid was suitable to FACT, it was Agreed 
to huy the acid from Cominco Binani, The latter, however, failed 
to give the assured supply with the result that FACT's programme' 
of production fell short of target. The question of availabillty, p~' 
duction and purchase of Sulphuric Acid have been dealt with In a. 
subsequent Section of this chapter. 
Project Estimates 

3.32. A detailed Project Report for the 4th stage expansion was' 
prepared by the Company in April, 1966 and was approved by Gov-
ernment in September, 1966. But these estimates were revised sub-
sequently, The following table indicates the original estimates, re-
vised estimates, and actual expenditure incurred upto 31st March,. 
1974. 

(Ra. in talth,) 
-. __ . 

Original Fint Second Third Actual 
Particulan estimate Revision Revision ReviaiOD expenditure . 

(Aprl, '66) (Nov, '66) (May'69) (18-1-72) upto 
31-3-197"-

Civil work 61'20 70'70 70'70 66'20 57"2J 

Plant and machinery 331'°5 428'90 428'90 476'81 427'53; 

Finance and Manqe-
ment Expenses . 76'01 130'00 174' Oot'. 

Expenditure pending 
allocation. , 13'9T ---392'25 499' So 57S'61 673'01 672'77 
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3.33. The increase in expenditure is mainly under the head 'Fin-

ance and Management Expenses, which has been attributed to slip-
page of the commissioning of the plants from October, 1968 to May. 
1971. The Management informed Guvernment in October, 1970 that 
due to delay in commissioning of the expansion scheme, the project 
estimates were likely to go up to Rs. 637.25 lakhs and that revised 
estimates were under preparation. The Management again informed 
Government in November, 1971 that due to delay jn the delivery 
of certain indigenous and imp(lrted items, the project had been delay-
ed and consequently its estimated cost was likely to go up to Rs. 
673.01 lakhs. The increase of Rs. 97.40 lakhs at the third revision in 
January. 1972 was attributed to (i) increase in Finance and Manage-
ment Expenses (Rs. 53.99 lakhs), (ii) increase in Equipment cost and 
services (Rs. 58.98 lakhs) and (iii) saving of B.s. 15.57 lakhs under 
custom duty, civil works, etc. 

3.34. It was stated by the representative of the MInistry that the 
project was all the time under review and appropriate sanctions were 
issued at suitable times. At present the estimated cost was Rs. 673.01 
lakhs. Even this, it was stated, was likely to be exceeded by Rs. 5 
lakhs and a further revision of the estimate would be necessary. 

It was pointed out by the Committee that the Finance and Man-
agement expenses as on 31st March, 1973 had already exceeded the 
provision in the latest estimates by about 34 per cent. The Commit-
tee enquired whether the excess was brought to the notice of Parlia-
ment. It was stated that in Demand for Grants there were notes 
given on new items or important items and there a m~tion was 
made of the excess. 

When it was pointed out that the economics of the worldng of 
Udyogmandal units after the completion of the fourth units stage 
expansion had not been indicated in the Project Report, the Chair-
man-cum-Managing Director stated during evidence that 1he econo-
mics of the scheme was worked out in 1969 and submitted to Govern-
ment. These were reviewed in 1972 as corroborated by the Secre-
tary of the Ministry during evidence. 

Delay in €1'ection a'l'ld commissioning 

3.35. According to the Project Report. the fourth stage expansion 
was to be completed and the plants commissioned by October, 1968 
but this date was revised to August, 1969 (August 1970 for Ammonia 

541 LS-S 
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Plant). The present position regarding completion and commission-
ing of different units is stated to be as follows: 

(i) Ammonia Plants Commissioned in October, 1971. 

(ii) Ammonia Phosphate Plant (160 tonnes Regular trial runs could not be started before 
per day capacity). December, 1972 due to labour troublel 

and strike. According to the management, 
the performance of the plants is not yet su1ft-
ciendy proved, to justify capitalisation of 
expenditure (upto 31st March, 1973), Pro-
duction upto 31St March, 1973 was only 
3,283 tonnes. 

(iii) Modification to Tonnex (Tonnage The work was finally completed in May, 1973' 
Oxygen) Plant. The increase in production attained waS 

only 800 M'jhrs. against the envisaged 
increase of 1000 M8/hrs. 

(iv) Modification to the existing 100 TPD The work was completed in May, 1969 at a 
Ammonium Phosphate Plant to pro- cost of Rs. 3' 4S lakhs. The plant pro-
duce 20:20 Ammonium Phosphate. duced 4308 tonnes of Ammonium PhD'"-

phate of 20:20 grade upto June, 1970 
after which it is being used for the produc-
tion of 16:20 grade only. The Manage-
ment informed in June, 1974 that It wa-
not possible to produce 20:20 grade without 
improvements to certain equipment. 

(v) Modification to the existing 300 TPD It has been stated by the Management that the 
Ammonium Phosphate Plant to entire question of conversion will have to be 
produce 20:20 grade. looked into in the context of the proposed 

rationalisation/diversification scheme. 

3.36. The delay in the commissioning of the plants has been attri-
buted to delay in getting the DGTD clearance. release of foreign ex-
change and the delivery of equipment by indigenous suppliers. The 
delay in clearance by D.G.T.D. and release of foreign exchange was 
commented upon by the Committee on Public Undertakings in para-
graph 2-24 to 2-30 of their 44th Report (4th Lok Sabha-1968-69). 

3.37. In this connection the representatives of the Company in-
formed the Committee during evidence as follows: 

"When the project was planned and orders were placed. it was 
considered that some of the equipment had fu be import-
ed but the DGTD told us that they would be indigenously 
available, and so, the import clearance was refused. We 
placed orders on indigenous suppliers. 

We have placed orders for equipment on Testeels, Taylors. 
. Instruments (India) Ltd. and other indigenous suppliers. 

These supplies should have been received at the end of 
1970. Then it took about 4-5 months to erect these equip-
ments and we started trial runs in the month of May, 1971. 
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The suppliers had difficulties in procuring materjals. There 

was delay in their design organisations and fabrication 
shop. W-e could not do much about it. In fact many of 
the indigenous supplies have slipped all these years from 
12 to 15 months." 

3.38. To an enquiry of the Committee as to the loss in production 
due to delay in commissioning the fourth stage expansion from Octo-
ber, 1968 to 1973 and loss in foreign exchange because of imports due 
to loss of production, the Ministry of Petroleum and Chemicals (De-
partment of Chemicals and Fertilisers) stated that: 

The estimated loss due to delay in the completion olf the 3rd 
stage expansion was about Rs. 650 lakhs. The delay in 
the completion of the IV stage resulted in a loss of produc-
tion estimated to cost about B.s. 280 lakhs. If the expan-
sion units had gone into production in time imports to the 
extent of losses indicated could have been avoided. 

3·39. The Committee note that the estimates for the Fourth Stage 
Expansion which were approved by Government in September, 1966 
for as. 392 lakhs had to undergo three revisions-one in November, 
1966 for Bs. 500 lakhs, second in May, 1969 for Bs. 575 Jakhs and third 
in January, 1972 for as. 673 lakhs. The Commit.tee, however, find 
that even after the last revision, the estimate is likely to be exceeded 
by another Rs. 5 lakhs. The actual expenditure upto 31st March, 
1974 is already reported to be Rs. 673 Iakhs. The increase has been 
mainly attributed to increase in finance and managenlent expenses, 
increase in equipment cost and services. It was stated by the repre-
sentative of the Ministry that the project was all the time under 
review and appropriate sanctions were issued at suitable times. The 
Committee would like Government to critically go into the reasons 
for the frequent revisions of the estimates and their eBed on cost of 
production and economics of the project and bring these ~pecifically 
to the notice of the Parliament. 

.3.40. The Committee note that although Fourth Stage Expansion 
was to be completed by Oct.ober, 1968 the date was revised to August, 
U69 (August, 1970 for Ammonia Plant). The Committee are inform-
ed that the Ammonia Plant was commissioned in Octnbel", 1971. The 
other plants were either not commissioned or the performance was 
DOt proved. It has been stated that in the case of 100 T.P.D., Ammo-
nium Phosphate Plant, though, modUlcation was undertaken at a cost 
of Rs. 3.40 lakhs to prodUce 20:20 Ammonium Phosphate, the plant 



28 

produced Ammonium Phosphate of that grade only up to June, 1970 
after which it. was being used for production of 16:20 grade only and 
it was not found possible to produce the 20:20 grade without im-
provements to equipments. The Committee are led to conclude that 
the expenditure on the modification to the existing 100 'f.P.D. Plant 
to produce the 20:20 grade had largely proved to be infructuous. 
The Committee would like Government to investigate the matter and 
fix responsibility for the lapses. The Committee are also informed 
that the modification to the existing 300 T.P.D. Ammoniul11 Phosphate 
Plant to produce 20:20 grade is being reconsidered ill tbe context of 
the proposed rationalisation Or diversification scheme. The Commit-
tee also find that even after completing the work of modification of 
the Tonnex Plant, the increase in production attained was only 800 
M3/hrs. against the envisaged increase of 1000 M3/hl·s. The Com-
mittee feeJ that the FACT was rushed to the Fourth Stage Expan-
sion to set right certain imbalances and carrying out modifications 
without examining the full implications thereof. The Committee 
would like the entire scheme of Fourth Stage Expansion to be criti-
cally examined with a view to analysing causes for the failure of the 
different modifications undertaken by FACT. The Committee would 
like to be informed of the results of the investigation. 

D. Production PerformaDee 

3.41. The present daily designed capacities of tthe various plants 
after the completion of the fourth stage expansion as well as the 
annual capacities based on a stream efficiency of 330 days are 
shown below: 

Product 

Ammonia 

Ammonium Sulphate 

Ammonium Phosphate 

Ammonium Chloride 

Sulphuric Acid . 

Phospherie: Acid 

Super phosphate 

Daily 
designed 

capacity 

355 

600 

400 

75 

746 

12$ 

135 

"IV stege BxpaDlion capacity not added pending capitalisation. 

Annual 
designed 
capacity 

1,17,150 

1,98,000 

1,32,000" 

24.750 

2046,180 

41,250 

44.550 
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3.42. It was stated that stream efficiency in a chemical plant was 
normally assumed to be 330 days. However, in the case of :the 
Udyogmandal Unit of FACT it was noticed that the stream efficiency 
attained was very low and the overall performance was poor. Gov-
ernment, therefore, appointed in January 1968 a Committee headed 
by Shri K. C. Sharma to locate t;he reasons for shor:tfall in produc-
tion and suggest remedial measures for improving the output and 
efficiencies. This Committee in its report submitted in 1963 stated 
in view of the various constraints limiting production in the Udyog-
mandaI Unit, the unit would not be in a position to attain more 
than 294 days of stream efficiency. The Committee also suggested 
certain modifications/improvements/inter-connections with the 
implementation of which the committee expected that the stream 
efficiency could be increased from 294 to 317 days. 

3.43. Arising out of the recommendation of the Sharma Com-
mittee, another technical committee headed by Shri P. G. Menon 
(of FACT) was appointed in May 1968, to make a detailed study 
on the low effiCiency and shortfall in production and to suggest 
remedial measures. This Committee submitted its report in August, 
1968. 

3.44. The Undertaking/Government informed (January 1970) the 
Committee on Public Undertakings that action had been taken on all 
the recommendations made by the Study Group (Sharma Commit-
tee) as well as of P. G. Menon Committee that most of the recom-
mendMions had been implemented. 

3.45. The designed, attainable and actual stream efficiency of the 
different plants during 1970-71 to 1973-74 has been as follows: 

Plants Year 

I 2 

Ammonia 1970-71 1 1971-72 ~ 1972-73 J 1973-74 

Ammonium Chloride 1970-71 ) 
1971-72 ~ 197"'3 J 1973-74 

Percentage 
of actual to 

Design Attainable Actual attainable 

3 4 

330 

330 

~ 
J 
I 
~ 
j 

317 

5 

214'0 
194'0 
136'5 
172'0 

126'0 
13°'7 
110'3 
II5' 2 

stream 
efficiency 

6 

67'5 
61' 2 
43'1 
54'1 

39'7 
41'2 
34"8 
36'3 



30 

-----
I :; 3 4 5 6 

Sulphuric. Acid· 1970-71 1 1 
1971-72 I I r 330 r 1972.-73 , 
1973-74 J J 330 

16"6 50'2 
214" 68'0 
IS7'5 47'7 
217'6 6S'9 

Amm onium ~ Sulphate 1970-71 1 1 1971-72 I , 
1972-73 >- 330 >-

J , 
1973-74 J 

317 

170'2 53'7 
216'9 68'4 
160'0 50'5 
174'2 54'9 

Ammonium Phosphate 1970-71 } 330 1 16:20 1971-72 
1972-73 J 

317 
145'6 45'9 
149.4 47.01 
128 '0 40;4 

1973-74 163'7 51'6 
Ammonium Phosphate 1970-71 } 330 1 20:20 1971-72 

1972-73 J 
317 

1973-74 
Super Phosphate 1970-71 1 1 

1971-72. , , r 330 1-1972.-73 I 

1973-74 J J 317 

130.6 <1 1.'2 
198'3 62'6 
108'4 34'2 
135'1 42'6 
238'4 75'2 

1970-71 1 ") 
Phospbonic Acidoll 197I-72 ,I I 

105'9 32'1 
107·'2 32·5 

1972-73 j J 1973-74 
330 97'8 a6'6 

150'0 45'5 

3.46. It is seen from the above statement that the actual stream 
efficiency attained was higher in ithe case of the Ammonia Plant than 
in the three Ammonia consuming plants except the Ammonium Sul-
phate Plant during 1971-72, 1972-73 and 1973-74. The Committee 
enquired the reasons for the stream efficiency of the ammonia plant 
being higher than those of the ammonia consuming plants. The Com-
mittee wanted to know whether the three ammonia consuming plants 
viz. Ammonium Sulphate Plant, Ammonium Phosphate Plant and 
Ammonium Chloride Plant faced any shortage of Ammonia during 
these three years. If so, the raw materials the non-availability of 
which were responsible for shortfall in production of these Ithree 
products during 1970-71 to 1973-74. 
, 3.47. The FACT submitted the following note in reply:-

'-rile stream efficiency has been worked out by dividing the 
total ~uction obtained by the rated capacity of each of 
the plants. The different stream efficiencies obtained for 
the ammonia plant and the consuming plants are because 

of the different utilisation of the capacity in each of the 

"The attainable efficiency oftheae plants bu been taken at 330 days II the pro:iuc:ticn 
in thae plarits iI"not dependent OD the ammonia capacity. 

Nou :-Pleue eee p'lragraph 3.55 for perceDta,e of actual productioo to Budaefed ~ 
don aDd to attainable capecity. 
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plants. The production in the consuming plants viz., 
ammonium sulphate plant, ammonium phosphate plant 
and ammonium chloride plant was limited to the avail-
ability of intermedja~ including ammonia. The total 
ammonia - produced was consumed and the possible pro-
duction was to the extent achieved in the end plants in 
respect of productiqn capacities in these plants still being 
available." 

3.48. During evidence the Committee prunted out that in the 
case of Ammonium Sulphate and Superphosphate the percentage 
of production attained was higher than the percentage of stream 
efficiency achieved. The representaJtive of FACT explained as 
follows: 

"The production has been taken on the basis of attainable 
capacity. If it is taken on the basis of installed capacity, 
the percentage of production will tally with the pprcentage 
given on the basis of stream eftlciency. Stream efficiency 
is worked out on the basis of installed capacity, and the 
daily rated output, whereas here it is taken on the basis 
of attainable capacity. That is why the percentage seems 
higher than the stream efficiency............ The Plant 
cannot be operated more than its daily rated capacity, 
which is 600 tonnes. For superphosphate we can over-
load it upto 10 per cent because it is a batch process, but 
no other plant can be operated more than rt:he rated 
capacity." 

3.49. The Managing Director also added "Another difficulty is 
that our plants have got just the marginal capacitY for over loading. 
If the production loss occurs on a particular day for 4--6 hours, 
we are not in a position Ito make it up by over loading these plants 
subsequently." 

3.50. On being asked whether with the steps that have been 
taken, it would be possible for FACT to achieve the overall 
annual production, the Chairman-cum-Managing Director admitted 
that personally he was doubtful. According to the Sharma Com-
mittee the stream efficiency could be raised to 317 days with the 
implementation of the modifications proposed by that Committee. 
In fact the Cqmmittee on Public Undertakings (1969-70) were in-
formed by the Government in January, 1970 as follows: 

"Action has been taken on all the recommendations of the 
Sharma Committee as well as on those of the technical 
(internal) Committee suggested by them. . Most of the 
recommendations have been implemented al well." 
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3.51. When attention of the Chairman-cum-Managing Director 
was drawn ,to the reply of Government to Committee on Public 
Undertakings Report of 1969-70 he stated during evidence:-

"These recommendations have been implemented. It is a 
question of personal assessment. The Sharma Commit-
tee and Menon Committee seem to have thought that 
315/317 would be attainable. My personal assessment is 
that because of various factors, it is difficult. 

We have many plants. If one of them breaks down, even 
though there is nothing wrong in the other plants and 
stream efficiency is available it will affect production. 
That it what we mean by inter-dependence. My judge-
ment is that 315-317 is impossible to achieve. 

What is possible to achieve is ~300 days." 

3.52. On an enquiry of the Committee that in view of all the 
recommendations of the Sharma Committee having been implement-
ed, whether the Government examined as to why onl-y 204 days 
stream efficiency was being obtained instead of 317 days, the Ministry 
of Petroleum & Chemicals (Department of Chemicals & Fertilizers) 
stated in a written note:-

"Government are aware of the various constraints limiting 
production in Udyogmandal Unit of FACT and certain 
corrective measures have been taken viz. debottleneck-
ing programme which inter-alia included installation 
of spare phosphoric acid reactor, reactor installation of 
gypsum slurry in various sections of the plam to im-
prove efficiency or input requirements, replacement of 
acid cooler, drying and absorption towers in the old 
sulphuric acid plant, creation of addtional grinding faci-
lities for rock phosphate, etc. 

With these measures there has been some improvement in 
the working of these planrts, but it may be explained 
that in Ithe context of constraints like power failure, 
labour and breakdowns in the old ageing plants, it may 
not be feasible to improve the stream efficiency to the 
desired level." 

3.53. TIle Comm.ittee note that the preIeIlt 'aUy d.eaigned capa-
dtles of 1Iae varieas pl.- .1V8I'e hued _ stream eftlefency of 330 
dayi'. fa the etIIIe of Udyogmandal Unit .Iace tile 8heaIn emciene~· 
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attained was very low, two Technical Committee examined· the 
reasons fo~ shol\tfaU 1in producttioa and suggested the remedial 
measures for improving the output and efficiency. According to 
the first Committee's Report in April, 1968 tbe Unit would not be 
in a position to attain more than 294 days of stream efficiency 
and with certain modifications the efficiency could be increased to 
317 days. The Committee regret to note that none of the plants 
attamed the stream efficiency of 317 days during 1970-71 to 1973-74 
and the actual efficiency during this period had been only of the 
order of 43 to 67 per cent in Ammonia Plant, 34 to 41 per cent 
in Ammonium Chloride Plant, 47 to 68 per cent in Sulphuric Acid 
Plant, 50 to 68 per cent in Ammonium Sulphate Plant, 41 to 51 
per cent in Ammonium Phosphate Plant, 34 to 75 per cent in 
Super-phosphate Plant and 26 to 45 per cent in Phosphoric Acid 
Plant. The Committee were, however, informed by Government 
in 1970 in reply to their recommendation in the 44th Report (4th 
Lok Sabha) that action had been taken to implement all the 
recommendations of the Sharma Committee. The Committee are 
sUl'prised that in spite of this the stream efficiency of 317 days 
has not been achieved. The Chairman-cum-Managing Director 
Wormed the Committee during evidence ti$t according to his 
personal assessment it was impossible to attain the stream efficiency 
of 315/317 days. What was possible, according to him, was a stream 
efficiency of 290-300 days. The Committee recommend that Gov-
ernment/F ACT should examine the reasons for non-achievement 
of even the stream efficiency of 317 days which was considered 
possible by the Sharma Committee and take suitable measures to 
rectify the position. 

3.54. The Committee also find that the percentage of actual 
production to attainable production differs from the percentage of 
actual stream efficiency to attainable stream efficiency. The Com-
mittee are informed that stream efficiency has been worked out 
with reference to the rated capacity of the Plant while the percent-
age of actual production has been with reference to attainable 
capacity. Thc Committee are of the view that in order to judge 
the performance of the Unit, there should be a proper co-relation 
between the stream efficiency and production. The Committee 
recommend that FACT should examine this matter and arrange to 
determine the stream efficiency on a realistic basis in order to 
judge the performance on that basis. 
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E. Sbortfall in P·roduction 

3.55. The result of operating on lower level of stream efficiency 
has been lower production during all these years. The following 
table indicates the annual attainable capacity on the basis of the 
stream efficiency of 317 days, budgetted production and actual pro-
duction during 1970-71 to 1973-74:-
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3.56. It is seen from the figures mentioned in the above para-
araph that the actual production during 1970-71 to 1972-73 fell 
short of not only the attainable capacity but also the budgetted 
Ptoduction in all cases; the budgetted production itself was lower 
than the attainable capacity during all the years except m the 

. case of Ammonium Sulphate during 1971-72. The actual produc-
tion during 1972-73 of all products (except Super phosphate) was 
lower than that of 1971-72, which had recorded improvement over 
1970-71. The budgetted production of Ammonium Sulphate during 
1971-72 was slightly more than the attainable capacity. 

3.57. The shortfall in production over the designed capacity 
. (based on a stream efficiency of 330 days) has been attributed by 
the Management to the following factors:-
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3.58. The lack of raw materi~ls, maintenance, power faijur~, 
.other reasons and 'unaccounted factors' are mainly responsible for 
the shortfall in production. 

The shortfall under the heading 'other reasons' mostly repre-
sented the difference between the actual stream efficiency and 
daily average production vis-a-vis the designed stream efficiency and 
production. 

The shortfall under "unaccounted factors" was the result of 
calculating the shortfall in production over the stream efficiency 
.of 330 days instead of with reference to the stream efficiency of 
294 days as per Sharma Committee Report. 

3.59. Explaining the term 'raw material' the representative of 
the Company stated during evidence that: 

"The term 'raw material' itself, if I may say so, is a mis-
nomer. Actually by 'raw material' we mean raw mate-
rial for the particular plant or the feed for the parti-
cular plant-the intermediary. For some reason, if one 
of the plants has to be shut down, then the feed for the 
other plants is affected Now such things have affected 
our production to the extent of about 20 to 25 per cent 
over the year; we get quite a lot of unplanned, unsche-
duled break. downs. It is these two major factors that 
have caused !the production shortfall." 

3.60. Subsequently the production loss of various products due 
to the non-availability of raw materials in intermediaries during 
the years 1970-71 to 1973-74 was further explained by the Company 
in a written note. During the years 1972-73 and 1973-74 ammonium 
production loss was 471 tonnes and 852 tonnes respeatively due 
to limitations in the supply of naptha, Sulphuric acid production 
was affected to the extent of 7,231 tonnes in 1971-72 and Phosphoric 
acid production to the extent of 6,498 Itonnes in 1970-71 due to 
abort supply of raw material (sulphur and rock phosphate respec-
tively), Again the shortfall in production of ammonium chloride 
was due to the short supply of hydrogen chloride from Travancore 
Cochin Chemicals Ltd. 

3.62. The shortfall in production of ammonium sulphate, phos-
phoric acid, ammonimn phosphate (bath 16-20 & 2()"20), ammonium 
chloride and superphosphate also suffered on account of shortage 
of intermediaries like ammonia, carbondioxide, sulphuric acid, 
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-gypsum and phosphoric acid during all the years from 1970-71 to 
1973-74. 

3.62. The Committee note that the laek of raw materials, maiQ.. 
tenance "other reasons" and "unaeeounted 'actors" were maiDlJ' 
responsible for shortfall in production over the designed capacity. 
'On account of maintenance problems, shortfall in production was 
as high as 54.1 per cent in case of sulphuric acid and 46.8 per cent 
in case of phosphoric acid; in a number of other cases too, the 
shortfall was considerable on this account. The Committee are 
distressed to find that 'maintenance problems' in FACT have been 
responsible for shortfalls of such high magnitude In productio" ,.1 

various items. In the opinion of the ;Committee it should not be 
beyond the ingenuity of the management of the FAcr to attend 
to the maintenance problems promptly as and when they arise. 

3.83. The Committee recommend that there should be a proper 
~hedule of preventive maintenance and. repairs and the man.age-
ment should ensure that the maintenance of the plants is done 
llccording to the schedule so that there may not be any loss of 
production on account of inadequate maintenance. 

3.64. The inability of FACT to achieve 330 days stream efficieDeJ' 
accounts for shortfall in production over the designed capacity 
both under the heading 'other reasons' and 'unaccounted 'actoN. 
The Committee cannot applreciate the rationable of splitting up 
shortfall in production due to lower stream efficiency under two, 
different heads, namely, "other reasons" and "unaccounted faetors". 
The Committee would like that the confusing terminology of '(other 
reasons" and "unaccounted factors" may be avoided and the short-
fall on account of lower stream efficiency may be indicated under 
ctne head so that one can see all the factors inhibiting production 
in proper perspective. 

3.85. The Committee have given. their separate reeommenda-
tions in regard to determination of stream efticlency on a realistic 
~asis and evaluation of performance with reference to such stream 
~mciency. 

Ammonia Plant 

3.66. So far as shortfall in production in ammonia consuming 
plants i.e. ammonium sulphate plant, ammonium phosphate plant 
and ammonium chloride plant is concerned, it is noticed that on 
completion of the third· stage expansion, ammonia plant was pro-
<lucing 235 tonnes daily, whereas the requirement worked out tG 
541 L&--4 
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2'11 tonnes dally. Thus the daily production of ammonia fell short: 
of its requirement by 36 tonnes. The trial runs in the Ammonia 
Plant after the completion of the 4th stage expansion commenced: 
In May, 1971. The daily production capacity of the Ammonia Plant 
after the completion of the 4th stage expansion will be '355 tonnes. 
per day (including 15 tonnes from the remaining three electrolysers 
at the rate of 5 tonnes each). Although the 4th stage expansion. 
was designed for 330 stream days in a year, the Management 
explained in July, 1971 that the conditions inhibiting the produc-
tion in the older units of this plant would be equally applicable-
to the new unit set up under the 4th stage expansion scheme. Ac-
cordingly by adopting a uniform stream efficiency of 317 days per 
year, the production of a ammonia is proposed to be distributed t(}-
the ammonia consuming plants (which are designed for a stream. 
eftlceincy of 330 days) in the following ratio:-

(i) Total annual ammonia 
production 

(ii) Supply 10:-

(a) Ammonium Sulphate 
Plant (600 tonnes per 
day) @ 0.3 tonne for 

each tonnt of ammoni-
um sulphate 

(b) Ammonium Phosphate 
Plant (550 tonnes per 
day) @ 0.27 tonne for 
each tonne of ammo-
nium phosphate 

(c) Ammonium Chloride 
50 tonnes per day @ 0.35 
tonne for each tonne 
of anlr.nonium chlo-
ride 

(d) For direct sale 

(tonnes) 

112,535.00' 

57,060.5();· 

47,074.50' 

5,547.150 

2,853.00 

i.87. The above distribution would enable the Ammonium Chlo-
ride Plant to attain a capacity of 64 per cent (24,750 tOl.ncs) . 
Similarly, the Ammonium Sulphate and Phosphate Plants would 
work for 317 days as against 330 days. On the basis of designed 
capacities/stream efficiencies of the ammonia consuming plants the 
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production of ammonia would stilI fall short of requirements by 
7,385 tonnes per annum. The actual shortage thart; would arise 
would, however, depend upon the extent of utilisation of design 
capacity of the -ammonia consuming plants. The Ministry stated 
in March, 1972 that as in actual experience, a better stream efficiency 
was obtained for the ammonia plants than in the end.product 
plants, ammonia production would not fall short of the require. 
ments of ammonia consuming plants. 

3.88. During the course of evidence, !the Chairman-cum-Managing 
Director informed the Committee that in the 4th stage, the am~ 
monia imbalance had been removed by installing additional capa-
city for manufacturing of ammonia. He further stated that ammonia 
was limitation sometime back and not now. It was also added by 
the representative of FACT that: 

"The old ammonia plant is capable of operating at the rated 
capacity on a daily basis, except the plant that has 
been put up in the third stage expansion, which can be 
operated only for 130 tonnes a dAY, where the equipments 
require improvement. The other plants can be operated 
for rated capacity. The composite ammonia plant is 
capable of operating at rated capacity. The difficulty 
in attaining stream efficiency or actual production is 
power failure. When there is a power failure, the plant 
is off for two days." 

3.69. The Committee note that shortfall in production in Ammo-
nia Consuming Plants on the completion of 3rd stage Expansion 
was partly due to the lesser production of ammonia. While the 
requirement of Ammonia for the Ammonia Consuming Plants was 
271 tonnes per day, the ammonia plant was capable of producing 
only 235 tonnes per day. This imbalance was sought to have been 
removed in the Fourth Stage Expansion by installing additional 
ca'pacity. The daily production capacity of Ammonia Plant after 
the Fourth Stage Expansion will be 355 tonnes per day. Although 
the Fourth Stage Expansion was designed for 330 stream days in 
a year, the Management explained that condiHons inhibiting the 
production in other units would he equally applicable to the new 
unit. According a uniform stream efficiency of 317 days have been 
adopted for all the plants. A distribution pattern was decided upon 
by the management accordingly to which the production of ammonia 
would still fall short of requirements by 7385 tonnes per annum. 
The aenal shortage would, however, depend on the extent of utili-
sation of Ammonia Consuming Plants. The Committee are informed 
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that with the imb.:· :.tnce having been removed in the Fourth Stage, 
there will not be P'1Y limitation in the supply of ammonia to the 
Ammonia Consuming Plants. It has, however, been stated that 
while the old Ammonia Plants al'e capable of operating at the rated 
capacity on a dally basis, the plant put up in the Third stare Ex-
pans~n could be operated only for 130 tonnes a day where the 
equipments require improvement. The Committee apprehend that 
unless the production performance of the plant put up under Third 
Stage Expansion is Improved and, wastage ot ammonia Is controlled 
the imbalance claimed to have been removed, might reappear, The 
Committee recommend that FACT should take suitable measures 
to improve the efficiency of the Ammonia Consuming Plants as well 
as the Ammonia Producing Plant. 

Ammonium Chloride Plant 

3.72. The expansion of the capacity of Ammonium Chloride 
Plant (which was set up in 1954) from 8,250 tonnes to 24,750 tonnes 
per annum in 1966 was made at a cost of Rs. 19.67 lakhs under the 
third stage expansion scheme on the basis of anticipated avail-
ability of additional quantity of hydrochloric acid (from 12-15 
tonnes to 44-50 tonnes daily) from the Travancore Corhin Chemi-
cals Ltd. It has been stated by Audit that no action was taken 
lto amend the existing agreement which was entered into in 1952, 
with the Travancore Co chin Chemicals Ltd. (T.C.C.) to ensure 
the additional supply. The actual supplies of acid by the firm 
during the years 1970-71 to 1973-74 were far less than not only 
the total requirements but also the anticipated supplies as shown 
below. As a result the production of ammonium chloride fell 
short of the budgetted production as well as the designed capacity: 

Year 

1970-71 

1971-7Z 

1972-73 

1973-74 

(Quantity in Tonnell) 

Annual 
requirement 

of hydro-
chIone 

acid (hc1) 

16,731 

16,731 

16,731 

J6,731 

Anticipated Actual 
supply of Supply 

hcl ofhc1 

16,500 6,616 

16,500 6,880 

16,500 5,936 

16,500 • (1,749 

AmmCl'.ium 
Chloride 
produced 

9,415 

~ f J 8 

I'!.: (,9 

9 " . '.' . 
-
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3.73. It has been stated that there are allo differences between 
T.C.C. and F.A.C.T. on price of hydrochloric acid to be charged 
by T.C.C . 

• In a written nute it bas been stated by the Company that 
additional supplies of hydrochloric acid by TeC for the extended 
plant were not covered by any specific agreement, but were being 
made on the same teI'lns and conditions as provided for in the 
agreement pursuant to the basis on which the Industrial Licence 
was granted to T.C.C. This agreement also included supply of 
sulphur dioxide (802) by FACT to TeC. lIt has not yet been 
p<?S8ible for FACT and TeC to arrive at a mutually agreed price 
formula. 

~.74. During the course of evidence of the representatiyes of 
FACT, the Committee were informed in connecf:,ion with the 
agreement with TCC and the price to be charged as follows: 

''There is an agreement for the ammonia chloride (plant) put 
up in two stages. The first stage requiring 12-15 tonnes 
of Hcl and for that there is a regular agreement. The 
history of the plant is that it was expanded to take 
care of the further production of Hcl with the expansion 
of the TCC. At that time Hcl was causing a disposal 
problem to Tee and between Kerala Government and 
FACT authorities a decision was taken to expand the 
plant and an _understanding was arrived at that further 
Hcl has not come to expectation. Therefore, a substan-
tial part of the production capacity in FACT remains 
idle. At that time disposal of Hcl was a problem of 
TCC. It was at that time jointly agreed to solve the 
problem of Hcl's disposal and put up further ammonium 
chloride production capacity. 

There is a slight improvement now coming up. But we 
expect that we would be able to get full supplies with 
the completion of the TCe expansion next year. The 
major hurdle is that the price of Hcl to be chaged by 
TCC to FACT is posing a serious problem for settlement. 
In the earlier agreement which was duly executed, a 
price has been fixed with escalation depending on the 
priCE: of salt. We have been operating it all along on 
that basis. Now for many years, discussions have been 
going on between TCC and FACT about the price. TCC's 
stand is that the old agreement stands cancelled. Our 
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I' stand is "that it is not cancelled". A lot of attempts 
have been made to find an amicable settlement, Even 
arbitration has been thought of. Our Board is in favour 
of arbitration, but TCC at one time decided to go to 
court. We are still making efforts to find an amicable 
settlement. About two monrt:hs ago, the Joint Secretary 
from P & C Ministry was with us and he talked to the 
TCC Chairman who is a Special Secretary in Kerala 
Government. It was mooted that perhaps somebody 
from the Central Government might act as arbitrator.· 
...... "'. They maintain that their cost of production has gone 
up. We Bay, it is a by-product with you. But because 
Hcl has found alternative uses in the market, they 
want to charge the market price. Our contention is that 
we cannot afford it. This plant having been set up 
specifically to get over their problems they should not 
claim market price." 

3.75. The Committee regret to note that though Ammonia 
Chloride Plant was expanded on the basis of an anticipated avail-
ability and supply o~ hydrochloric acid under the expansion 
scheme of Travancore Cochin Chemicals Limit~, no formal 
agreement was signed by the FAcr with the Travancore Cochin 
Chemicals Limited for the additional supply of hyprochlorlc acid 
by the T~C. 

3.76. As against the anticipated supply of 16,500 tonnes of 
b~dr~chloric acid per year, the actual supply of acid was only 
6,616 tonnes in 1970-71, 6,880 tonnes in 1971-72, 5,936 tonnes in 1912-73 
and 6,749 tonnes in 1973-74 respectively. Thus, actual supply of 
acid by the TCC was far less than the total requirements during 
the years 1970-71 to 1973-74, wlth the result there has been a loss 
of production of ammonium chloride in the FACT. Not only this, 
the price of hydrochloric acid to be charged by the TrC was 
stated to be in dispute. The Committee are informed that the 
expansion of FACT was undertaken to take care of further produc-
tion of hydrochloric acid plant expansion of TCC and since 
HydrochlOric acid was causing a disposal problem to TeC, a 
decision was taken between Kerala Government and the FACT 
authorities to expand the plant and an understanding was arrived 
at that further acid produced by TCC would be made available 
to FACT. Although the production of TCC is now stated to have 
improved. the price of Hydrochloric acid to bechargcd by TeC 
to FACT still remains a serious problem. The Committee are 
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1Dformed that negotiations for arriving at an amieable 101UtiOB 
:have 10 far eluded settlement. The Committee fail to appreciate 
the reasons whieh prompted FACT to feel 10 much coneeraed 
.about the furtber production of hydroehlorie acid by TCC as to 
agree to expand its own ammonium chloride plant at a cost of 
Rs. 19 lakhs even without entering into a firm agreemeat with 
TCC for the supply of acid at a reasonable priee. The result is 
that FACT Snds itseU in quandry and even now no settlement has 
been arrived at either in regard to tbe price or an assured supply. 
'The Committee should be informed of the results. The Com-
mittee recommend that the Ministry should take up the question 
~f settlement of price with the Government of Kerala and resolve 
"the deadlock so that FACT may be a_red of Its supply of hydro-
chloric acid re,warly at the agreed price. . 

Ammonium Sulphate 

3.77. The Ammonium Sulphate Plant has a daily designed capa-
-city of 600 tonnes. The ammonium sulphate is produced by two 
pr~cesses, 300 tonnes per day by gypsum process and 300 tonnes 
per day by direct neutralisation process. . 

3.78. The Sharma Committee recommended the production of 
ammonium sulphate by the gypsum process for the reason that 
-one tonne of sulphur can produce more end products if the sul-
phuric acid made from it is utilised for the produetion of ammo-
nium phosphate and gypsum, which is a by-product, can be used 
in ,the production of IUDmonium SUlphate. A Committee of Direc-
tors, however, recommended (August, 1969) the maximum produc-
tion of ammonium sulphate by the direct neutralisation of the sul-
phuric acid with ammonia on account of continued operation of 
the gypsum process plant at low efficiency requiring many improve-
ments and SD long as the sulphuric acid was available at reason-
able prices. 

3.79. The produotion of ammonium sulphate during 1970-71 to 
1973-74 years by direct neutralisation process was more than by 
gypsum process even though the cost of production in the case 
()f the former was also comparatively more. The following table 
indicates the production of ammonium SUlphate by the two pro-
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... and the COIl 01; prodUaUon during 1970-71 to 1973-74:-

I. PRODUCTION 

(Qu.antity in TOMCIII) 

•• Gypsum proceD • 

b. Direct NeutClliUlrioSl Procell J 

a. COST OF PRODUCTION 
(R,./ToMc) 

a. Gyp ,UIn Proce.~ . 

b. Direct Ne .ltralisation PrOCl:la 

---'--
1970-71 1971-72 1972-73 1973-74 

Actual Budgetted 

A B A B A B A 8 

20,093 21,187 22,373 37,421 

81,966 108,940 73,573 66,931" -- --- ---102,059 130,127 95,946 lc4·; 58' 
150,400 : 155,000 135,000 50,(00" 

400 '85 407'73 477'96 

420'41 432'84 492'78 

3.SO. The Ministry have Itated (March 1972) that the producthn 
of ammonium sulphate by gypsum process was also limited by the 
availability of Gypsum, which was dependent on Phosphoric Acid 
Plant; the efficiency Of gypsum process Plant was adversely affect-
ed, when rock phosphate of different origins was used. 

•. 3.81. The di1l'erence between the cost of production by the two 
process gradually narrowed down on account of the follOWing 
re~ons: 

(i) The Gypsum consumed under Gypsum process was valu~ 
ed at the rate of RB. 25 per tonne from 1970-71 onwards 
against RB. 20 per tonne upto 1969-70; the increased inci-
dence on this account was Rs. 13.75 Rs. 9.40 and Rs. 7.70 
per tonne during 1970-71, 1971-72 and 1972-73 respecti-
vely. 

(ii) The cost of Carbodioxide consumed under Gypsum Pro-
ccs,) W.J ... uv~ .1"::;"'H~J. till 1969-70 whereas the debit was 
raised from 1970-71 onwards. This increased !the cost 
of productIon of Ammonium Sulphate under Gypsum 
Process by B.s. 25.44 Rs. 27.50 and Rs. 22.93 per tonne, 
during the three years .. 
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(iii) The average price of Sulphur used in direct neutralisa-
tion process decreased during 1970-71 to 1972-73 as com-
pared with earlier years vide details given below:-

----
Rupees per.' 

tOMe 

1967-68 . 568 

1968-69 • 584 

1969-70 . 550' • 
1970-71 . 350' 

1971-7Z 308 

1972-73 . 327 

3.82. It will be seen that although the di1ference between the' 
cost of production of Ammonium Sulphate by the two processes 
has gradually narrowed down, the cost of production by direct' 
neutralisation process still continues to be higher in spite of steep 
fall in the average price of Sulphur during 1970-71 to 1972-73 which 
was one of the justifications given by the Ministry in March, 1972" 
for producing more Ammonium SulphaJte by direct neutralisatioA.: 
processes. 

3 . .83. On an enquiry of the Committee as to why ammonium' 
sulphate w.as being produced by direct neutralisation process, when 
the cost of production by this process was higher as compared 
with the gypsum process, the representative of FACT explained 
that the cost of production by direct neutralisation had always been 
higher than the gypsum process, the gap between the two being 
large or narrow according to the price of sulphur being more or 
less. In reply to a question, the representative explained that 
in 1947, 50 per cent of ammonium sulphate production was by 
direct neutralisation and 50 per cent by gypsum process-gypsum 
being obtained from Ariyalor near Trichi. Gradually the grade of 
gypsum came down, which resulted in more wear and tear to 
the equipment and the cost of gypsum went up due to rising trans-
port cost. Meanwhile the Sulphur price remained reasonable and 
the direct neutralisation method worked out cheaper. In reply 
to a question regarding procurement of rock phosphate, the Chair-
man of FACT stated: 
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"Now for about a year or so, we are' getting it from Morocco. 
A3 regards use of natural gypsum. from Rajasthan or 
Bihar he added:-We have checked the use of the Rajas-
than rock in our plant. In 1969-70, we got about 900 
tonnes of rock and we processed it and we sent a 
report. It was an uneconomical proposition till the 
rock phosphate prices abroad went up. Secondly the 
production of Rajasthan rock is so limited that it is not 
not possible ,to meet' the· requirements." 

3.84. To an enquiry whether it had been examined· that the 
supply of natural gypsum from Rajasthan was really limited, the 
Chairman-cum.-Managing Director stated that:-

"Being on the Board of FCI, I know that this is an issue 
which has been agitating the mind of various Ministries 
like P & C Ministry and Metal & Mines Ministry. It 
seems the subject is being taken up as to how 11:0 maxi-
mise the production. The deposits are now not being 
utilised to the maximum. This is being examined by 
the different Ministries. At the moment, from our point 
of view, the Rajasthan rocks is not an attractive propo-
sition in view of the present limited availability and 
high costs. 

x x x x 

3.85. We have not specifically, taken up this issue (with the 
Government of Rajasthan). But in the background of various 
other organisations with which \1 am associated finding is that 
the requirements of the surrounding factories are not being met 
in full, we have not considered it as a practical proposition." 

3.86. Asked whether they would examine the proposal now, the 
Chairman-cum-Managing Director stated that they would take it up. 

3.87. It was further explained that on Sulphur price shooting up, 
FACT designed a process by which they could use their by-product 
gypsum. from phosphoric acid plant. It was stated that the entire 
requirements could be met from their by-product gypsum provided 
that phosphric acid plant worked to rated capacity but this, how-
ever, did not work satisfactorily till recently. I,t was added that 
gypsum was got as a by-product from sulphuric acid plant in which 
the imported rock phosphate was treated with sulphur. Though the 
by-product gypsum was there, there still was the question of quality 
.on which they were WOl"king. In Cochin, FACT was not going in for 
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the gypsum process, because of the difficulties and economics of 
this process." 

3.88. The Committee note that ammonium sulphate is produced 
Ity two proce8ses-300'tonnes per day by gypsum process and 300 ton-
nes per day by direct neutralisation process. Although the Sharma 
Committee recommended production of ammonium sulphate by 
gypsum process on the ground that 1 tonne of Sulphur can produce 
more end products if sulphuric acid made out of it is utilised for 
)roduction of a!lUD0n~um ,ph6s..,)ate and gypsum which is a by-pro-
'duct can be use:d tnthe' prodliciTon of ammonium sulphate, the Com-
.m.1ttee note that a Committee of Directors recommended in August, 
1969, the direct neutralisation process because of the continued ope-
ration of their comments separately in regard to the performance 
of sulphuric the gypsum process plant at low efficiency and so long 
as sulphuric acid was available at reasonable prices. The Committee 
have given their comments liieparately in regard to the perfonnance 
Of sulphuric acid plants. The Committee find that the cost of produc-
tion of ammonium sulphate It,. the direct neutralisation process dur-
m, the years 1970-71 to 1973-74 was more than by the gypsum process, 
While the cost of production by gypsum process was Rs. 400 during 
1970-71, Rs. 408 during 1971-72 and Ks. 478 during 1972-73, the cost 
of direct neutralisation process was Rs. 420 in 1970-71, Rs. 433 in 
1971-72 and Rs. 493 in 1972-73. The Committee are informed that 
the average price of sulphur used in direct neutralisation process 
decreased from Rs. 350 in 1970-71 per tonne to Rs. 327 per tonne in 
1172-73. The Committee find that in spite of the fall in the average 
price of sulphur during 1970-71 to 1972-73, the cost of production by 
direct neutralisation process is higher than that by the gypsum pro-
cess. The Committee are, therefore, not able to appreciate the ju~ti-
6eation given for taking to neutralisation process on the ground of 
reasonable price of sulphur/sulphuric acld. The Committee recom-
mend that FACT should consider the economics of the production 
of ammonium sulphate by the two processes taking into account all 
the relevant factors and adopt a process which wiIJ enable produc-
tion of ammonium sulphate at an economic price. 

3.89. The Committee note that FACT has been importing r~ck 
phosphate from Morocco on the plea that the experiment of usmg 
rock phosphate from Rajasthan was tried in 1969-70 b~t not, found 
economical Moreover the production of rock phosphate 10 RaJasthan 
was tlimit~d'. The Committee understand that the mining of r~ck 
ph~sphate has been taken up in a big way by a State Unde~takmg 
under the Rajasthan Government and in fact they are 10~klDg out 

, th" t nt raw materIal. The for users for consumptIon of IS Impor a , ' 
Commlttee feel that when rock phosphate deposIts are avadable 
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within the country there is no reason to spend precious for. ex~ 
change on its import. The Committee also feel that with the advance 
in technology it should have been possible to modify if necessary 
the existing plants so as to utilise the indigenous ~k phospha': 
even if marginally inferior rather than expead scarce foreign ex_ 
change in imports. 

3.10. Since the demand for ammonium sulphate for agricultural 
production is going up, the Committee would like Government to 
thorougldy examine the feasibility 8IId ecODOlDics of aehie.., ..... 
production in ammonium sulphate either by expansion 01. the existilqr 
units in "Act' etc. or by location of new units near the source of 
rock phosphate which is raw material for this industry. The Com-
mittee understand that this matter bas been long pending with the 
various Departments of the Govt. of lIltUa and they recommend that 
a High Powered Committee of technical experts, including repre-
sentatives of the Planning Commission and the Ministry of Finance 
may be constituted to go into the matter in all its aspects and give 
a concrete plan of action within six to nine mOtlths. The Cmnmittee 
w01lld Uke to be informed of tbe preciSe action taken in pursuance 
of the above recommendation. 

Sulphuric acid plant 

3.91. The Sulphuric Acid Plant consists of four units. The first 
two ~nits (Monsanto Plants) with a capacity of 68 tonnes each 
per day were installed in 1947 and 1949; the third unit Chomiebau 
Plallt) with a capacity of 160 tonnes per day and the fourth unit 
(Simon Carres Plant) having a capacity of 450 tonnes per day were 
installed in 1960 and 1965 respectively. The annual combined capa-
city of the four units, o~ the basis of a stream efficiency of 330 days, 
works out to 2,46,180 tonnes. The annual production of sulphuric 
acid during 1970-71 to 1973-74 was however as follows: 

1970-;'1 

1971-7Z 

1972-73 

1973-74 

Yea 
Production 

(in torne~) 

I,Z5,1 Sl3 

1,\8,749 

3.92. This production could have been achieved by operating the 
fourth unit alone (except in the year 1971-72 and 1973-74) which 
has an annual capacity of 1,48,500 tonnes. But all the four units 
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were run at low load. According to the Management (April, 1972) 
it was not possible to run the four units at full load as the first three 
units were in poor shape and the production capacity of the fourth 
unit nad been gradually reduced, since its commissioning, due to 
excessive pressure drops across the catalyst, there were also other 
problems which restricted the production of the fourth unit. 

3.93. On account of operating the Sulphuric Acid Plant at low 
load, full requirements of sulphuric acid could not be met out of 
FACT's own production and substantial quantities had to be pur-
chased from a private sector unit. It has also been stated that non-
availability of adequate quantity of Sulphuric acid has arisen be-
cause of improvements in the capacity utilisation in the end product 
plants. In a note after evidence FACT explained the background of 
the need for buying sulphuric acid from a private sector unit: 

"During 1962 MIs. Cominco Binani proposed to put up a Zinc 
Smelter Plant on the banks of periyar, opposite to FACT. 
Kerala Government was intcre:Jted in this project. 

Since the economic viability of a Zinc Smelter unit is very 
much dependent on the effective utilisation of the bye-
product sulphuric ~cid available from the smelter, the 
Director of Industries, Government of Kerala, suggested 
to FACT to examine utilisation of the bye-product acid 
from the proposed Zinc smelting unit. 

FACT was consuming large quantities of sulphuric acid for 
production flf fertilizers. The bys-product acid trom the 
Zinc smelter was suitable for FACT's use and FACT agreed 
to buy the acid from Mis. Cominco Binani. 

On the basis of the Board's decision negotiations were done 
with MIs. Cominco Binani. The t'eI'mS and, conditions of 
the supply of the acid were finally confirmed through 
Cominco Binani's letter KGB dated 27-1-1967 and on 
12-2-1969 a formal agreement was signed." 

3.94. This agreement was to remain in force till 31st December, 
1971, but was automatically extended for a period of five years i.e. 
till 31-12-1976. 

3.95. The quantities of sulphuric acid purchased during the last 
three years, average price paid and the variable cost of producing 
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the same in the Company's own plant are given below: 

Variable 
cost of 

Year Quantity Averqe prcducti(n 
purchased Purchilsed IQ com-

(toMeII) price per pany's 
tOlU\c plant per 

(RI,) tOlU\e 
(RI,) 

1970-71 . 16,936 129'23 129'74 
1971-72 16,501 132'48 113'00 
1972-13 19,279 144'35 II5 '86 

---
3.96, The variable cost of production was less than the purchase 

price. of acid in the last two years. The purchase of the above quan-
tities of sulphuric acid has resulted in an avoidable extra expenditure 
Of approximately Rs. 8.70 lakhs during the three years (representing 
the difference between the average purchase priCe and the variable 
cost' of production). 

3.97. A Committee of Directors recommended (August, 1969) the 
replacement of the first two units as they "are too old for economic 
running". In May, 1970 it was estimated that' the daily requirement 
of sulphuric arid at the end of the Fourth stage expansion would be 
905 tonnes against the existing capacity of 746 tonnes per day of the 
Four units. The actual production, however, was of the order of 650 
to 670 tonnes per day only, The Managment, therefore, proposed 
to instal another unit of the capacity of 300 tonnes per day to meet 
the additional requirements and the replacement of the first two 
units but the Boat'd of Directors (June, 1970) deferred the proposal 
in the light of the prospective availability of additional acid from 
a neighbouring private sector unit, 

3,98, The maintenance cost of the first three units visla-vis that 
of the Fourth unit during 1970-71 to 1973-74 is given below: 

(Rupec~ in lakh,) 

First 2 units Third Wlit Fourth wlit 
Year -------. ------

Labour Material Labour Material Labour Material 

I 2 3 4 5 6 7 8 9 10 

. 2'99 S-22 8'21 2'39 S'71 8, 10 z'08 S'I9 7'27 
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1911-1" • 

1912-13 • 

1913-14 • 

55 

a 3 4 6 7 8 9 10 

• 2'90 1'1910'09 2'11 4'66 6'11 3'13 8'11 JI'30 

3.01 6'84 9'85 1'87 3'18 5'05 "'69 6'28 8'97 

8'86 8'8" 11.'03 

37'01 39'57 

3.99. During 1973-74, the fourth unit needed certain major repairs. 
like replacement of 72 number of economiser tubes, turbine for the 
boiler feed water pump were taken up. 4400 litres catalyst costing. 
about Rs. 90,000 was also charged. In the third unit, the acid cooler 
pipes, the primary heat exchanger and 42 numbers of boiler tubes. 
were replaced, 3750 litres of catalyst costing Rs. 75,000 was also, 
charged. 

3.100. It has been pointed out in the Audit Report that the cost 
of production of Sulphuric Acid from each of the four units is not 
available separately. It is, therefore, not possible to ascertain the 
extra cost incurred in running all the units at low load. 

3.101. The Committee were informed during evidence that FACT' 
was not maintaining the cost of production of different plants, but 
was maintaining control and check on the sulphur consumption in 
the different plants, which was a variable factor. FACT conducted 
periodically various tests like sulphur input being cross-checked with 
sulp'huric acid outpuf, conversion effi:iency and absorption efficiency, 
etc. in order to judge the efficiency of the operation. 

3.102. In connection with the low utilisation of the four sulphuric' 
acid plants, the Chairman-cum-Managing Director informed the 
Committee during the evidence as follows:-

"We have an installed capacity Of 746 tonnes which includes, 
as mentioned earlier, four plants. Two plants are small 
plants of 68 tonnes each; another plant is of 160 tonnes 
and another of 450 tonnes. The 450 tonnes plant is already 
working to full capacity; as regards t?e 160 tonnes p~a~t, 
We have taken up the modifications In hand and wlthm 
a month or six weeks we should be able to reach full 
capacity; as for the other two plants of 68 tonnes each~ 



56 

we are unable to get the desired capacity. Today, our 
attainable capacity, out of this 740 tonnes, is of the order 
of 650 to 670 tonnes and our requirements fall short by 
about 130 tonnes. Out of this, we can buy from Comminco 
Binani about 80 tonnes a day which, in fact, is working 
out to less because they don't produce that much. For 
the balance, again, we are exploring the possibility of pur-
chasing it from two plants available to us, viz. the TTP, 
a Kerala Government undertaking in Trivandrum and ano-
ther private sector undertaking, the Travancore Rayons. 
But today, the raw material is coming in the way and, 
because of the transport, conversion and the high sulphur 
costs and the prices of fertilizers being fixed at the end I' 
not being variable, we have not been able to utilise the 
plant effectively. Taking this into account, we have come 
up with diversification proposals where we do not need 
sulphuric acid". 

3.103. In this connection the Secretary of the Ministry explained 
the position during evidence as follows: 

"So far as I know, it is not a question of their being able to 
produce sulphuric a~id by themselves and deliberately 
keeping down the production for the sake of the private 
sector. As regards how this private sector plant came into 
being, the FACT complex was the hub of industrial acti-
vity in that area. And they offered a number of chemical 
substances which they manufactured to a number of ancil-
lary plants which bought from them, and similarly they 
also accepted from other plants like the TCC and others 
some substances which they were making and which the 
FACT might require. Round about 1966 or so, the Director 
of Industrials of Kerala and a representative of this private 
company came to FACT and the Director informed our 
Managing Director that the Government of Kerala was 
very much interested in setting up a zinc plant in the 
State. Now, the only problem was that the zinc plant 
manufactures as a by-product, a fairty large quantity of 
sulphuric acid and sulphuric acid in such quantity is a pro-
duct that everybody cannot use. It was needed by FACT 
and they were willing to buy it over the years. There was 
a question of Government of India giving a licence for this 
private company in setting up this plant in Kerala. Then 
our Managing Director had said that he would consider it, 
if the sulphuric acid expected to be produced as a by-pro-
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duct was of such a quality that we could use it in our fac-
tory. I,t was found that it could be used. Another considera-
tion was this. The FACT produces sulphuric acid by im-
porting sulphur, by paying foreign exchange. If a plant 
comes next door which produces sulphuric acid as a by-
product, there is no outgo of foreign exchange and FACT 
buys it and uses it and saves foreign exchange. So, for 
these reasons they decided to enter into a contract. It 
was not as if we were deliberately cutting down the capa-
city. 

On being pointed out by the Committee that since FACT capacity 
to manufacture sulphuric acid, why it was necessary to buy it from 
a privllte sector firm, the Secretary explained that in most of these 
plant's, there was a certain installed capacity, but FACT was not' 
able to achieve that in practice because of various reasons. The re-
presentative of ~he Ministry further explained as follows: 

"The two plant~ of 68 tonne capacity per day, set up in 1947, 
have been producing very badly because of the age. As 
a result of this, the normal available capacity for sulphuric 
acid production at Udyog MandaI is about 610 tonnes per 
day. Against that, the production of sulphuric acid in FACT 
in 1973-74 is 162,000 tonnes and as olem about 2,000 tonnes. 
So these two together account for about 500 tonnes a day. 
Against a capacity of 610 tonnes on average daily produc-
tion over the year is about 500 tonnes is not too bad a per-
fol"mance. The purchase of sulphuric acid from the Coml-
nco Binani has not resulted due to the non-utilisation of 
the Sulphuric acid capacity at FACT. The fourth stage 
FACT expansion which involved fuller utilisation of the 
phosphoric acid plant which had already existed there, 
was based on purchase of sulphuric acid from purchase 
of sulphuric acid from Cominco Binani who was then 
setting up their zinc smelter. In non-ferrous smelters the 
feed-stock is sulphide are of the metal and in roasting this 

_ ore for production of metal, sulphuric acid is an ine~itable 
by-product. This by-product has to find some Use 1f t~e 
smelter plant is to be set' up and operated because thiS 
would otherwise be a bad pollution causing elemeJlt." 

The Secretary further added: 

"There were three considerations. In the first plaCe, it requir-
~d additional investment. In the se:ond place, if this plan~ 
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had not come up in Kerala, then Kerala Government 
would have been unhappy about it because it would have 
gone to some other part of India. The third consideration 
was that if the by-product sulphuric acid was not used, 
the plant would have polluted the whole place inc1udin~ 
us. I would submit that while locating a plant in a parti-
cular area we should ensure that there is backward and 
forward linkage of industries." 

3.104. The Committee note that against the installed capacity of 
746 tonnes per day or 246,000 tonnes per year of sulphuric acid which 
included four plants, two: small plants of 68 tonnes each (22,440 
tonnes per year), ~nother of 160 tonnes (52,800 tonnes per year) and 
the fourth of 450 tonnes -(148,500 tonnes per year) the actual produc-
tion during 1970-71 to 1973-74 was 125193 tonnes in 1970-71, 1,61,932 
tonnes in 1971-72, 1,18,749 tonnes in 1972-73 and 1,64.760 tonnes in 
1973~74. The Committee are informed that while the 450 tonnes plant 
is working in full capacity, 160 tonnes plant has not heen operating 
to full capacity and the other two plants are too old to rive the 
desired capacity, with the result that the ammonip capacity is only 
850 tonnes per day or 2,14,500 tonnes per year and the requirements 
fell short by about 130 tonnes per day. ' 

3.105, The Committee are informed that on account of the low 
utilisation of plants and as the full requirement was not bein~ met, 
FACT had to purchase substantial Quantities of sulphuric acid from 
Mis Cominco Binani with whom FACT entered into ::on a~reement 
in 1967 effective till 31st December, 1971 to supply 30,000 tonnes of 
Sulphuric acid per year. The all?;reement is stated to have been 
automatically extended for a further period of 5 years till 31st 
December. 1976. The Committee note that all;ainst the agreed quantity 
of 30,000 tonnes, the FACT purchased 16.936 tonnes in 1970-71, 16501 
tonne~ in 1971-72, 19,279 tonnes in 1972·73 at an average price of 
Rs. 129 per tonne, Rs. 1321- per tonne and Ks. 144/- per tonne respet'-
tively, when the variable cost of production in FACT's own plant 
worked out to Ks. 129. Ks. 113 and Ks. 115 respectively. 

3.106. The Committee feel that it should have been possible for 
FACT/Government to So provide in the a.,.eement that if FACT's 
requirements were not met fully by their own plants, then they 
could buy from Mis Cominco Binani. As FACT had detailed know· 
led~e of the cost of manufacture of sulphuric acid in their own 
plants, it should have heen possih1c for FACT/Government to ensure 
that the price paid was not higher than that it would have cost 
FACT to produce It thems.,lves. ," 
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,3.107. The Committee are also informed that when the proposal 
of setting up an additional plant for sulphUl'ic acid, based on the 
requirements of acid in the IV stage expansion, was placed before 
the Board in 1970, the proposal was deferred by the Board on the 
advice of Government in the light of prospective availability of acid 
from this Irm. 

3.108. The Committee find that as against the agreed quantity of 
30,000 tonnes per year, the firm had been supplying only 16936, 16501 
and 19279 tonnes during 1970·71, 1971-72 and 1972·73 respectively. In 
vi~ of tbis perfol'Dl3nce, the Committee are not able to appreciate 
the decision of the Board in 1970 to defer the setting up of acid plant 
or the action of the FACT in having extended .the agreement auto-
matically for 5 years. The Committee would also like to be informed 
of the reasons for which the FACT did not insist for the supply of 
tbe stipulated quality and in the event of the firm's failUl'e to honour 
the commitment, why _ was no action taken against them. 

3.109. The Committee feel that Government should set up an 
Expert Committee including a representative of Ministry of Finance 
well-versed in costing to go into the question of the relative econo-
mics of producing sulphuric acid by modernisation/replacement of 
the' old units in F ACI' or by purchase from any other unit already 
working in the area preferably in the public sector, which could 
supply this vital input on assured basis and o!, competitive rates to 
mlet}ully the production requ~rements of FA~. 

F. Consumption of raw' materials 

3.110. The designed ratios (with reference to thil"d stage expan-
sion) for the consumption of raw materials, the attainable ratios 
fixed by the Management in MarCh, 1971 at the time of revising the 
standard costs and the actual ratios achieved during the years 1970-71 
to 1973-74 are indicated below: 
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3.111. Tbe figures in 1he above table indicate that (1.). the attain-
able ratios for the consumption Of rawmaterials~.ag fixed by the 
Management in March, 1971 were gene:fally higher (except in few 
cues) than the designed ratios (U) In the case of sulpburic acid 
required for the production of ammonium sulphate (by direct neu-
tralisationpr.ocess) and super phosphate, the attainable ratios were 
less than even the designed ratios (iii) The actual ratios of consump-
tiop were not only higher than the designed ratios but were also 
higher than the attainable ratios (except in few cases). 

3.112. The value of excess consumption including process losses 
of intermediate products during the years 197Q-71 ~ 1973-74 has 
been as fol1ows:-

Year 

197<>-71 • 

1971-72 • 

1972-73 • 

1973-74 • 

Total cost of exoess consumption 

Rs. 
22,219.3S8 

The Management stated in March, 1971 that "while the plant is 
desigDed to operate at certain ratiOS, these are achievable only under 
optimum conditions. Assessing design against actuaIs may, there-
fore, present a deceptive picture and lead to wrong ccmclusions. The 
deterioration in ammonia can perhaps be directly attributable to 
power fluctuations which upset all efficiency ratios. Similarly, the 
quality of rock and sulphur available will affect the ratios for acids." 

3.113. While the above reasons may explain the higher consump-
tions of raw materials as compared with the designed ratios, these do 
not explain the excess consumption over and above the attainable 
ratios fixed in March, 1971 after taking .into account the performance 
of the plants. 

3.114. Reasons for excess consumption are stated to be as follows: 

Naptha.: 

The excess consumption of naphtha is mainly due to frequent 
shut down of the plants due to power failures partly. 

AUer each shut down, it takes about 8 to 10 hrs. for the 
Oil Gasification and 36 to 48 brs. for the Composite Am-
monia Plant to come back on line. 



Another reason for the excess consumption is due to the venting 
of the gas. Whenever the ammonia consuming plants are 
shut down or run on reduced load, ammonia production 

also has to be curtailed due to refrigeration difficulties. 
But the load on the Oil Gasification units cannot be reduc-
ed beyond 50 per cent and often gas has to be vented. 

Sulphur: 

The excess consumption is mainly due to the poor performance 
of the 160 TPD Chemiebau Plant due to design deficiency 
and the two Monsanto Acid Plants which have outlived 
their useful lives. Action to improve the performance of 
the 160 '!'PO plant is under way and will be completed by 
end of December, 1974. 

Rock Phosphate & Sulphuric Acid: 

The excess consumption is due to the poor perofrmance ot the 
Phosphoric Acid slurry filters and pumps. During the 
year 1970-71, the leaks in the single tank reactor also con-
tributed to the poor efficiency. 

Ammonia: 

The excess consumption of Ammonia is due to the low produc-
tion level in the end plant. At higher production rate plant 
efficiencies are better. During the year 1973-74 Ammonium 
Sulphate production by the Gypsum process was 15,000 
tonnes higher than the previous best. For the gypsum pro-
cess the Ammonia to Ammonium Sulphate ratio is 0.3 as 
against 0·275 for the direct neutralisation. Frequent shut-
down of the plant also contributed to excess Ammonia 
consumption. 

3.115. It may also to mentioned that similar reasons were given 
by the Manag~ment when the Committee on Public Undertakings 
(1968-69) discussed the questiQh of higher consumption of ]law 
materials tride paras 5.10-5.16 of their 44th Report (4th Lok Sabha· 
Ap-ril, 1969). In reply to the Committee's observations, it was claimed 
by Government in January, 1970 that with the implementation. of 
almost all the recommendations made by the Sharma Commlttee 
and the P. G. Menon Committee and by putting into effect various 
other meaSUTes, the actual consumption of raw materials had shown 
a~ improvement during the first five months of 1969-70 as compar~d 
with the earlier year. The position for the whole year, however, dId 
not support this claim. 
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.. 3.116. The Committee on Public Undertakings were not convinc.:. 

ed, with the reply furnished by the Government. They recommended 
in their Action Taken Report (59th Report of CPU-1969-70) as 
fo!lows: 

"In their earlier recommendation the Committee desired that 
constant watch over the consumption ratios of various raw 
matenals should be kept and whenever any major vana-
tions were noticed as compared to design ratios, prompt 
steps should be taken to locate the reasons for higher con-
sumption with a view to taking immediate remedial mea-
sures. The Committee feel that the Management should 
have taken remedial measures long before. They recom-
mend that early steps should be taKen to arrive at thQ 
design ratios." 

,3.117. In March, 1972 the Ministry informed Audit that atrange-
ments for analysis of consumption in detail had since been intro-
duced. 

On an enquiry of the Committee how control was exercised over 
consumption, FACT eXp'lained in a note as follows:-

"Right from the beginning i.e. 1947, the monthly production 
of the Plant Superintendent furnished the varianoes in 
consumption compared to design ratios to tonnes of quan-
tity and reasons thereof. After introduction of Standard 
Cost in 1966, the Finance (Cost) Department reported 
monthly the variances over standards in terms of quanti-
ties and also values and the explanations were being fur-
nished by the Plant. The system was there right from the 
inception. Presently, weekly variances are also reported 
by Finance in addition to Monthly Variance Reports. The 
variances are analysed and every. effort is being made to 
reduce excess consumption." 

3.UI. The Committee note that the attainable ratios of eonsump-
tion of raw materials as fixed by the management were generally 
higher than the designed ratios. In the case of sulphuric acid required 
for production of! ammonium sulphate and super-phosphate, the 
attainable ratios were within the designed ratios. The Committee 
note that the actual ratios of consumption during 1970-71 to 1973-74 
were not only higher than the designed ratios but were also higher 
than the attainable ratios except in a few cases. It was stated that 
while. the plant was designed to operate at certain ratios, these 
:ratios were achievable only under optimum conditions. While dete-
rioration in ammonia could be attributed to power fluctuation which 
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Upse.t the efticiency ratio, the quality of l'ock and sulphur also affe<:-
ted the ratios for acids. In addition, it was stated that the excess 
conspmption under SUlphur was due to the poor performance of the 
sulphurie acid plants and the excess consumption of rock phosphate 
and sulpburic acid was attributed to the poor performance of the 
phosphorle aeid, slurry filters and pumps. The excess consumption of 
am~,onia was stated to be due to the low production level in the 
end plant. Althoug~ the Committee on Public Undertakings in their 
44th Report of 1969·70 and in their 59th Report on Action Taken 
thel'eon recommended that a constant watch over consumption ratios 
of various raw materials should be kept and whenever any major 
variations were noticed as compared to designed ratios, prompt 
steps should be taken to locate the reasons for higher consumption, 
the Committee find that the value of excess consumption including 
process losses of intermediate products during the period 1970-71 to 
1973·74 increased from Rs. 30 lakhs in 1970-71 to RI. 35 lakbs in 
1973-74. TIle Committee would like that the reasons for the variations 
between the actual ratios of consumption and the designed ratios or 
attainable ratios should be analysed to identify the areas where 
there bad been bigher consumption of raw materials so that suitable 
remedial action could be taken. It is also evident from the discussion 
relatiD&' to findings of special Audit (in paragraph 11.45 of this 
Report) that the figures of consumption of materials like sulphur 
and rock phosphate as shown in the Accounts did not have any rele-
vance to the realities of the situation. This had led to substantial un· 
accounted shortages, which had to be written off subsequently with· 
out ascertaining the reasons for shortage. The Committee therefore 
reiterate their earlier recommendation and would like FACT to 
maintain constant watch over the consumption ratios of various raw 
materials and to take prompt remedial measures as soon as major 
variations are noticed as compared to the designed ratios. The Com-
mittee bope tbat at least now serious note will be taken of their 
recommendations in this aDd earlier reports and concrete steps will 
be taken by the management to save the FACT of the continuing 
losses on this accOlInt. 
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3.120. The percentage of wastage in case of hydrogen during 
these years has gradually increased. 

3.12l. The percentage of wastage of ammonia during 1970-71 to 
1973-74 was much less than that in the years 1967-68 to 1969-70 (5.9 
per cent, 6.9 per cent and 4.9 per cent), which it has been stated to 
have resulted from the installation of recording instruments. 

3.122. It is stated that wastage of hydrogen is due to (i) the quan-
tity that is vented till the plant is stabilised after each start-up 
usually it takes 6 to 8 hours (ii) the relation between ammonia 
production and consumption by end-plants, since whenever ammonia 
consumption by the plants is restricted ammonia production is also 
restricted due to refrigeration limitations and (iii) in 1973-74 due to 
failure of one of the higher pressure air compressors which made 
it necessary to run the Electrolytic plant merely for the sake of 
oxy~e_n and hydrogen generated there had to be vented. 

3.123. Apart from this during September jOctober, 1973 the Oil 
Gasification Plant had as many as 24 shut downs and venting of 
hydrogen was unavoidable before the plant cpuld be restarted and 
stabilised. Subsequently during March, 1974 due to labour problems 
in the ammonia consuming plants production of ammonia had to be 
restricted necessitating venting of hydrogen from Oil Gasification 
Plant. 

3.124. In regard to ammonia, a 2 per cent wastage is considered 
nonna! in the industry FACT's wastage is more or less steady at 2 
per cent. 

3.125. The Committee note that besides excess consumption of 
raw materials there had been losses due to wastage of hydrogen and 
ammonia. In the case of hydrogen, the percentage of wastage over 
the" production had increased from 10 per cent in 1970-71 to 14:.5 per 
cent in 1973-74 and 'the corresponding loss inoreased from Rs. 18 
lakbs in 1970-71 to Rs. 30 lakhs in 1973-74. In the ease of alDlllonia, 
the percentage of wastage over production increased from 1.5 per 
cent in 1970·71 to 2.6 per cent in 1972-73 and decreased to 2 per cent 
in 1973·74 and the corresponding loss increased from as. 4.5 lakhs in 
1970-71 to 9.98 lakhs in 1972·73 and Rs. 10 lakhs in 1973-
74. The Committee would like Government to examine as bow far 
the increase in loss in terms of value is justifiable when the wastage 
has come down from 2.6 per cent in 1972-73 to 2.0 per cent in 1173-74. 
The Committee are informed that the percentage of wastage of 
ammonia has come down because of in~tallation of recordinr i'nltru-
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ments and control of the consumption on ammottia. It has also 
been stated that a two per cent wastage was considered normal in 
the industry. The Committee would like that FACT should keep 
continuous watch over the consumption and ensure that the percen-
tage of loss on account of wastage is within the prescribed norms. 
It was stated that the wastage of hyrogen was due to It he quantity 
vented till the plant is stabilised after each start-up and restrictions 
due 'to refrigeration limitations . 

• In It73-74, the wastage was attributed to the failure of one of the 
blgIl-presure air compressors and also shUktoWDS In the oil pslA-
cation plant. The Committee would also like that the reasons for 
the increase in It he wastage and consequential loss thereof should be 
critically gone into so that suitable remedial measures are taken to 
avoid such wastages. 

G. Lack of control over production and consumption of steam 

'3.126. During the year 1969-70, the Company produced a quan-
tity of 3,24,422 tonnes of steam in the boiler house (1,73,101 tonnes) 
and sulphuric acid plant (1,51,321 tonnes). The total consumption 
of steam as accounted for in the cost records of the Company, how-
ever, comes to 2,17,286 tonnes only leaving a quantity of 1,07,136 
tonnes unaccounted for. If the wastage is taken at 10 per cent of the 
total production, the quantity not accounted for works out to 74,694 
tonnes i.e. 23 per cent of the total production, valued at RI!. 12.08 
lakhs (at the cost of fuel oil required to produce the steam). 

3.127. The Management stated in March, 1971 that a number of 
steaD" consuming points have not been accounted for and due to lack 
of instrumentation, off-take of steam by some plants like hydrated 
calcium. silicate and sodium silico fluoride could not be taken into 
account. 

3.128. The Ministry, however stated in March, 1972 that the pro-
cedure for the compilation of production and consumption of steam 
has been changed from 1971-72 and that the feasibility of installation 
of instruments to get more accurate figures was under examination. 

3.129. According to Audit the instruments for getting more accu-
rate' figures of consumption of steam in the consuming plants hac 
not been installed till March, 1974. The method of assessing thE 
production of steam and its allocation to different departments was 

. changed from 1971-72. Til11970-71 the production of steam in Sul-
phuric Acid Plant was assumed to be 1.2 tonnes for every tonne of 
Sulphuric Acid. Out of this, 0.2 tonne of steam was presumed to 
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have been consumed in the Sulphuric Acid Plant itse1£ and the 
balance was treated to have been transferred to the other consuming 
plants. From 1971-72 a quantity of 0.8 ton'nes of steam was assumed 
to have been transferred to other consuming plants for each tonne 
of Sulphuric Acid produced. 

3.130. Similarly, upto 197.9-71 the cost of steam was charged to 
different plants on the basis of the ratio adopted for standard costs. 
From 1971-72 onwards the ratio of consumption of steam during the 
year was baaed on the -consumption reported durfng the months of 
November, 1971- to March, 1972. In this way the entire quantity of 
steam generated during 1971-72 and 1972-73 was accounted for in the 
cost records. 

3.131. The FACT informed in a written note that meters had been 
provided at the following plants for recording accurately the steam 
cODSUDlption: 

1. Meter to record the export of steam from sulphuric acid 
plant 

2. Old Ammonium Sulphate Plant 

3. New Ammonium Sulphate Plant 

4. Phosphoric acid and Ammonium Phosphat Plants 

5. Ammonium Chloride Plant 

6. O.G. Plants including turbo-alternators and Tonnex Plant. 

3.132. Besides the major points of consumption there were a few 
umnetered points where steam was consumed in small quantities. 
These were cafetaria, Rubber lining sections, Fine Chemicals, Caus-
ticizing Plant, Old Ammonia and BOE Plants. Since consumption 
at each of the above points was less than 500 kg/h't. it was felt that it 
was not worthwhile to instal separate meters for the above mentioned 
plants. 

3.133. During the eviden~e of the representatives of FACT, the 
Chairman-cum-Managing Director informed the Committee as 
follows: 

"When the overall consumption of steam was reported to be 
high, the concept of control came to isolate and determine 
which particular section is using more steam. These ins-
truments were installed to measure and compare the 
norms. Today we are in a position to say -exactly where 
we have improved and where we have not improved. 



69 

3.134. The quantities of steam produced, consumed in the plant 
and quantities vented during the last five years is given below:-

Steam Droduced Steam' CX'r.- Qty. of stelm 
Year Bumed in tht' vented+pme 

plant:. line losses . 

MT MT MT~ 

- --..-.- -- ----
I. 1973-74 92964'0 ~) 

194807'0 ) -------
277771 '0 236221.0 4155°'0 

a. 1972-73 89034'0 (bS 
112812'0 (b 

201846'0 163332'0 38~r4'0 

3. 1971-72 93292'0 (a) 
192087'0 (b) 

285379'0 248644'0 36735'0 

-------
4. 1970-71 145427.0 (a) 

148394 (b) 

293824'0 2488ZI'0 445000 '0 

1969-70 173101'0 (a) 
151321'0 -------
324422'0 217286'0 107136'0 

NOTE:-(a) Steam produced in Boiler Plant 

(b) Steam produced in Waste Heat Recovery Boilers. 

3.135. About 35 tonnes of st'eam per hour is generated in the Waste 
Heat Recovery Boilers of the Sulphuric Acid Plants. Of this 15 tonnes 
are used in the Ammonium Sulphate plant (gypsum process). 

3;136. Whenever this Section is not working either due to want 
Of good quality gypsum, carbondioxide, ammonia or due to eqUip-
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ment breakdowns in the sections 15 tonnes of steam has to be vented 
or sulphuric acid production stopped. 

The quantity of steam shown as vented is not the steam produced 
in the boilers, but is the steam produced in the waste heat recovery 
boilers of the acid plants. 

The steam produced in the boilers is used in the Texaco Oil Gasi-
fication plants and in the ejectors of the emergency power generating 
sets. 

3.137. The Committee regret to note that during the year 1969-70, 
out of 10tal quantity of 3,24,000 tonnes of steam produced, only 
2,17,000 tonnes were accounted for. Even allowing for a 10 per cent 
wastage in pr~'Ruction, the Committee find that 23 per cent of the 
total production valued at Rs. 12 lakhs was not accounted for. This 
was Stated to be due to lack of instrumentation in some of the plants. 
The Committee note that though the procedure for accounting of 
steam bad been changed front 1971-72, no Instruments tor reeordlnc 
of consumption of steam were installed till March, 1974. The pro-
cedure for allocation of steam to different plants was not uniform 
from year to year. While up to 1970-71, for every tonne of sulphuric 
acid produced 1.2 tonnes of steam was assured to have been produced. 
Out of this, O.~ tonne was presumed to have been cansQIlled in the 
Sulphuric Acid Plant itself and the balance one tonne was 'treated to 
have been transferred to other Consuming Plants. From 1971-72 a 
quantity of 0.8 tonne of steam was assumed to have been trans-
ferred to the Steam Consuming Plant for eafb tonne of Sulphuric 
Acid produced. The Committee are informed that meters have since 
been provided in several plants for recording accurately steam 
consumption. The Committee regret to observe that due to the 
absence of meters, the allocation of steam consumption has not been 
uniform. The Committee therefore, recommend that new meters 
have been installed, figures of the consumption of steam should be 
on the basis of meter readings and allocation of cost done accura-
tely. The Committee also recommend that FACT should fix standard 
norms for consumption of steam and judge consumption of steam 
with reference to prescribed norms. 

H. Power Fluctuations 

3.138. It has been stated that one of the reasons for under-utilisa-
tion of the plants and consequent shortfall in production is shortage 
of power/interruption in power supply. The third stage expansion of 
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FACT was linked up in regard to its power supply with the Sabari-
giri project of the Kerala State Electricity Board. The completion of 
this ,Sabarigiri project was much behind schedule. Even after its com-
missioning, there were· frequent power interruption and voltage dips 
which aftected the smooth working worging of the different plants 
of FACT. 

3.139. A statement showing details of power failures and voltage 
dips for the last three years is given below: 

Year 110 KV supply 66 KV ~upply 

P9wer Voltage Total Fewer Voltage Total 
failure dips failure dips 

-------.-- -- -.-. 
1911-12 8 63 71 8 !7 (c 

1912-73 II 98 I C9 20 IC I J :?I 

1974-75 I2 99 III 26 84 lIO -
r 

3.140. FACT had constituted in 1968 a Study Team consisting of 
representatives of Kerala State, Electricity Board, Indian Institute of 
Technology, Bangalore and FACT to study the problem of power fluc-
tuations. It was stated that as a result of the implementation of most 
of the recommendations made by this Study Team there was some 
improvement in power supply position in that only less than 20 per 
cent of the dips adversely affected the critical plants. It was also 
stated that such of those recommendations as were under the scope 
of FACT have only been implemented. The KSEB was also reported 
to have implemented all the recommendations, excepting the one in-
volving foreign exchange expenditure as the expenditure on the im-
plementation of this recommendation according to KESB, would not 
be commensurate with the results. 

3.141. To an enquiry of the Committee about the present position 
with regard to power interruptions/fluctuations, FACT stated: 

"There has not been any appreciable improvements in the 
power interruptions/fluctuations. However, the Kerala 
State Electricity Board feel that with the Idikki power 
station commencing power supply, the position will Im-
prOllJe conSiderably." 
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3.142. The question of power failure was discussed by the Com-
mittee with the representatives of the Ministry of Petroleum and 
Chemicals during their evidence who stated that during 1974, FACT 
had eleven failures, including one which was very long, when engi-
neers went on strike, resulting in 46 voltage dips. It was stated that 
when the voltage dipped by more than 10 per cent, the plant automa-
tically tripped to save the -instruments and the equipment. Each trip-
ping could mean 2-4 days loss of production. He also informed the 
Committee that at present the thinking was that in large production 
units they should have captive power plants so that the vital instal-
lations would continue uninterrupted. It was pointed out that the 
Cochin Division had its own captive power plant. 

3.143. In regard to the Udyogmandal Division of FACT having its 
own plant, the FACT stated in a written note j;hat' during 1972 FACT 
conducted a feasibility stu~y on establishing a captive power plant 
of 20 MW capacity for meeting the power requirements of ammonia 
plants at Udyogmandiil. Because of transport and handling difficul-
ties and lack of adequate storage space for stacking coal, a coal based 
power plant was found not feasible. The alternative, based on fuel 
oil was found feasible but not attractive economically because of the 
following reasons: 

"1. The turbine has to be a condensing type, as our process 
steam requirement is fully met by steam generated in the 
heat recovery boilers of the Sulphuric acid plant and no 
steam from external sources is required normally. The 
entire cost of steam required for the power plant will have 
to be allocated to power generated. 

2. On the above basis and assuming an investment of Rs. 500 
lakhs and an opera-cost of Rs. 53,000 per day on the basis 
of Rs. 275/- tonne of fuel oil the cost of power generation 
worked out to 19.25 paise per KWH as against ~.5 paise per 
KWH we pay to KSEB. 

3. The additional annual cost on power in case FACT go in for 
a captive power unit worked out to Rs. 190 lakhs. 

4. The annual loss. due to shortfall in production resulting from 
power interruption/voltage dips was only around Rs. 150 
lakhs." 

3.144. In the light of the above findings the proposal for installing 
a power generating unit was not pursued. 
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3.145. With' the ruling price of fuel oil at Rs. 1,800 tonnes the 

anntlai additional cos~ of operating a captive power unit would be 
around Rs. 500 lakhs. 

,3.146. However, the position would be different if a back pressure 
turbine could be installed and the pass out steam utilised in the pro-
c~ss. 

·3.147. In the Udyogmandal diversification proposal FACT had re-
commended the establishment of a 400 T. Soda Ash plant which re-
quired about 40-50 tonnes of steam for the process. The steam would 
have to be generated in a auxilIary boiler. If the steam required 
fol' the process can be generated at sufficiently high pressure and 
passed out through a back pressure turbine, about 5 MW of power can 
be generated at reasonably low cost, say about 6-8 paisejKW. 5 KW 
of power was sufficient for meeting the power requirement of the 120 
TPD Composite Ammonia Plant. 

3.148· Thi» aspect would be taken into account while considering 
the diversification proposal. 

To another enquiry of the Committee as to the reaction of the 
Government with regard to the failure of power supply and whether 
it was due to genuine difficulties of the Kerala State Electricity Board, 
the Ministry informed in a written note as follows:-

"FACT draw its power requirement from the Kerala· State 
Electricity Board. The generation being entirely hydel, the 
availability Of power is naturally dependent on the monsoon 
in Kerala. Failure of the monsoon has from time to time 
resulted in lower generation of power and inadequate sup-
ply to the fertiliZer unit, as also power interruptions and 
voltage dips. An expert study, was, therefore, carried out 
by the Indian Institute of Science, Bangalore in 1968, t'o 
identify the reasons for the interupptionsjpower dips and 
also recommend measures necessary to enable the plant to 
withstand fluctuations/dips. The recommendations of the 
study have been largely implemented and are being im-
plemented. 

3.150. In regard to Cochin I fertilizer plant, however, a captive 
capacity of 13.9 MW has been provided to cater to the requirements 
of the critical equipment and enable it to withstand any shocks and 
disturbances in the power supply system. 

3.151. It is expected that with the setting up of additional genera-
tion capacity in Kerala and with improvements to the distribution 
system\ of KSEB, the power supply to the fertilizer plants would be-
come more steady reliable." 

541 LS-6 
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3.152. The Committe,e note that due to frequent power fluctuations 

the production performance of FACT has been seriously affected and 
the annual loss on this account was stated to be to the extent of 
Rs. 150 lakhs. The Commi'ttee also note that the proposal of ha~ 
a separate captive plant for Udyogmandal Division has not been pur-
sued as it was not fOllDd attractive economically, The Comadttee 
were informed that a study team consisting of representatives of 
KSEB, Bangalore Institute and FACT studied the problem as far 
back as 1968, and as a result of implementatWn of most of the reeom. 
mendations of this group there was some improvement and only leu 
than 20 per cent of the dips advers'ely affected the plant. It was re-
ported that KSEB implemented all the recommendations exceptin, 
the one involving foreign exchange as according to them the expendi-
ture on the implementation of this was not commensurate with the 
results. The KSEB also felt that with the Idd,ikki power station 
commencJng power supply the position woulcllmprove CODSiderably. 
The Committee would like Government to take up tbe question with 
the Keraia State Government 10 that whea the IcJclIkId power .tatl_ 
is ('ommissioned, FACT is assured of adequate and steady power sup-
ply or its plants in the interest of higher production Of the much 
needed fertilizers. 

1. Diversification Scheme 

3.153. In a note submitted to the Committee, the Management 
of FACT stated that the present operation of Udyogmandal complex 
of FACT was not economically viable due to heavy overheads, high 
maintenance cost and low stream efficiency, characterstic of a large 
number of small and old plants, operations of which were inter-
dependent. In order to ensure economic viability, production of 
industrial chemicals that coukl carry higher costs of intermediates 
and still run profitably were proposed to be introduced and old and 
inefficient plants closed down. Therefore, for imprOV1ement of 
Udyogmandal unit and rehabilitation of workers rendered redundant 
by closing down old plants, a diversification proposal in the form 
of a formulation report was submitted to the Ministry of Petroleum 
& Chemicals, in July, 1973, which envisaged the following propCY5als: 

(a) Methanol 

This envisages revamping one of the existing 80 Tpd Texaco 
Gasification units and ammonia synthesis loop to suit pro-
duction of 75 TPD of methanol. The proposal envisages 
a methanol pUrification plant. The detailed report sub-
mitted in April 1974 covered methanol production using 
naphtha and heavy petroleum faction as feed-stock. 
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The proposal improves the economics of Udyogmandal com-
plex in t~o ways-

(a) further utilisation of the gasification and ammonia 
facilities. 

(b) by producing a petrochemical item which brings better 
returns when compared to fertilizers. 

The investment involved for revamping as well as installation 
of methanol purification facilities is Rs. 348 lakhs for the 
proposal using heavy petroleum fraction as feed-stock. 
The foreign exchange required will be Rs. 78.5 lakhs. 
Margin towards working capital will be Rs. 32 lakhs. As 
given in the feasibility report of April, 1971 the annual 
net profit of Udyogmandal grew up by Rs. 563 lakhs in 
the case of heavy petroleum feed-stock and in other cases 
the improvement in profit is Rs. 350 lakhs with an invest-
ment' of Rs. 250 lakhs. The country will save foreign ex-
enange to the tune of Rs. 118.12 lakhs per annum on im-
port of Methanol.· 

(2) Formaldehyde 

A brief report was submitted for approval in December, 1973 
envisaging production of 20,000 tonnes per annum of 37 
per cent formaldehyde. The total investment including 
working capital margin is Rs. 166 lakhs. 

This will be considered once formal approval for the Methanol 
Project is received. 

(3) Soda ash/Ammonium Chloride 

FACT was holding a letter of intent for a 100 TPD Caustic 
Soda plant and Kerala Government was holding letter for 
intent for a soda ash / ammonium chloride plant for which 
they required ammonia carbodioxide gas from FACT. As 
Kera,la Government was interested to expand state-owned 
caustic soda industry, it was proposed that FACT take up 
the soda ash/ammonium chloride industry, instead of 
caustic soda, as the principal materials for the former i.e. 

-At the time of factual verification the Ministry of Petroleum & Chemi. 
eals indicated as follows:-

"Government have since approved the scheme and had made a provision 
of as. 15 lakhs in the Revised Estimate for 1974·75 for meetin8 the 
expenditure on this scheme during the year." 
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ammonia and carbondioxide gas have to come from FACT 
and this is more in line with the operations of FACT. A 
400 TPD ,.,oda ash/ammonium chloride plant will also 
permit FACT to fix large quantity of Nitrogen as straight 
nitrogenous fertilizer (Amm. chloride) without necessity 
to import sulphur as required for manufacture ot 
ammonium sulphate. For the soda ash plant the existing 
infrastructural facilities and labour force of FACT's 
Udyogmandal unit could be made use of effectively. 
Further, as the soda ash plant will require large quantities 
of steam at low pressure, it would be possible to generat.e 
this steam at higher pressure and use it initially to 
generate power by means of an extraction type turbine and 
use the passout steam at low pre"sure in the soda ash 
plant. This would enable FACT to run the critical equip-
ment in its composite ammonia plant on steady power 
supply and thereby improve the stream efficiency substan-
tially. The project cost would be Rs. 2297 lakhs includ-
ing Rs. 404 lakhs required in foreign exchange. 

(4) Sodium Tripolyphosphate 

3.154. It would be possible to produce about 10,000 TPD Of deter-
gent grade sodium tripolyphosphate by using the phosphoric acid 
that could be released with taking up soda ash production. This 
will be a very profitable item; but detailed study has not been con-
ducted as decision on soda ash project is awaited. 

The Table below summarises the investment required a'~ well as 
additional profits obtainable by implementation of the schemes. The 
profit amounts given in the table are before taxes:-

-----.----- ---------.---.--
Project 

---,-~--,-.-..---------

I. Methanol . 

:I. P<>rnWdehyde 

3. Soda ash/ammo chloride 

Total ,Additional 
Investment profits br. 
Rs. lakhs tOTe tax ob. 

tainable 

Rs. lakhs 

2297 218'00 
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3.155 .. It was stated that the Design and Engineering Division 
(FEDO) of FACT wa''s familiar with the processes and technologies 
involved in the proposed schemes besides having a thorough know-
ledge of the existing plant and equipment and could execute any 
modification required easily. In cases where special know-how was 
required, it would be secured by FEOO. 

3.156. Explaining the nationale for diversification the Ministry of 
Petroleum and Chemicals stated in a note:-

"At present, the biggest problem of Udyogmandal unit is the 
mUltiple plants (about 20 Nos.) of different vintages with 
varying capacities and employing different process routes. 
All the"5e plants inter-linked on the raw materials, utilities 
and product sides with the result that the overall capacity 
utilisation depends to a great extent on the company's 
ability to operate all the various plants simultaneously so 
that there is no constraint either in the raw material 
'5Upply or in the intermediate product off take. As a 
result, the Company's production performance has been at 
a relatively low level of capacity utilisation during the 
past 7 to 8 ye~rs even though during this period, two 
expansion programmes have been completed. FACT's 
capacity utilisation mainly depends on the smooth opera-
tion of the consumping plants viz. sulphuric acid, phos-
phOric acid. ammonium phosphate, ammonium sulphate 
and ammonium chloride plants. The problem has become 
especially serious because of the poor performance of the 
acid plants. The total sulphuric acid capacity of 746 tpd 
is available in 4 plants, three of which are from 14 to 27 
years old. Similarly the original phosphoric acidl 
ammonium phosphate and ammonium chloride plants are 
nearly 14·years old and involve major down time. Further, 
UdyogmandaI"~ capacity is also dependent upon the avail-
ability of about 33,000 TPA of sulphuric acid and 20,000 
TPA of hel gas from the neighbouring companies (Cominco 
Binani Zinc and TCe) and there have been serious limita-
tions in their availability. All these problems contributed 
to the low capacity utilisation of Udyogmandal. It is in 
this context that the scheme for Methanol (as al~o the 
production of other items) was proposed by the Company 
towards improving the economics of the lMyogmandal 
Unit. 

2. In earlv 1974, FACT came up with a proposal to modify 
once of their existing ammonia plants (80 tpd) for produc-
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ing methanol. According to the Company, there will be 
a surplus of about 27,000 tpa of ammonia even if all their 
acid and salt plants operated at achievable capacities. 
FACT also pointed out that they have anyhow to cut 
down their ammonia production for want of off-take from 
the downstream plants. The company also pointed out 
that by reducing the ammonia capacity they would not 
really be curtailing their present fertilizer production but 
would be able to improve their financial position very 
considerably. FACT's proposal was examined in this 
Ministry and they were advised to prepare a Feasibility 
Report for methanol on the basis of naphtha and fuel oil 
as feed stocks. The company was also informed that Gov-
ernment would like to take advantage of the present pro-
ject to changeover from naphtha to fuel oil as the feed-
stock. FACT subsequently submitted a Feasibility Report 
for their methanol scheme on the above basis. 

3. The present demand for methanol is about 45,000 tpa. The 
Task Force on Petrochemicals had estimated the methanol 
requirements by 1978-79 at 80,000-90,000 tpa. The above 
estimate however, did not include the requirements by 
the fertilizer sector during the Fifth Plan period. The 
fertilizer sector will use methanol in the 'RECTISOL' pro-
cess being adopted for all the three coal/fuel oil based 
plants (nearly 12 plants) currently under implementation. 
Apart from the initial charge, methanol will also be 
required for make-up RECTI SOL process is one of the 
very economical and proven processes available today for 
the removal of all sulphur compounds and carbon dioxide 
from the crude synthesis gas obtained from the gasification 
of coal/fuel oil. 

3.157. The year-wise methanol supply/demand position during the 
entire Fifth Plan perico will be as follows:-

I. 

z. 

3· 

1 974-7S I97S-76 1976-77 
(in 'ooo--tonnes) 

1977-78 1978-79 

Demand 47 S6 68 83 IOS-IIO 

Supply 3S 3S 3S 3S 63 

Net Ddlcit I3 ZI 3S 48 43-48 

The above analysis indicates that methanol will be in short 
supply throughout the Fifth Plan period, an independent 
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analysis by the Planning Commission has also confirmed 
the above position. 

The FACT's revised proposal envisages the manufacture of 
80 tpd (30,000 tpa) of methanol by converting their exist-
ing ammonia plant at an estimated CO'5t of Rs. 364 lakhs, 
with a foreign exchange component of Rs. 68.70 lakhs. 
The scheme envisages that the facilities would be convert-
ed to production of methanol on an expenditious basis 
and would if necessary, operate initially with naphtha as 
the feedstock till the necessary changes are implemented 
for operation on fuel oil. It is expected that the change-
over based on naphtha could be implemented in about 
18-22 months while the changeover to the fuel oil would 
require another six months. After the plants are com-
missioned on naphtha and later changed over to fuel oil, 
no part of the new investment would become infructuous." 

3.158. With regard to economics of the Methanol Project tht. 
Ministry stated as follows:-

"Based on a fuel price of Rs. 708 per tonne and selling price 
of Rs. 3,750 per tonne of methanol, the project would give 
an internal rate of return of about 60 per cent. The econo-
mics would be attractive even during the initial period 0" 

operation with naphtha as the feedstock. With naphtha 
at Rs. 1,754 per tonne the project would give an initia1 
rate of return of about 50 per cent. The methanol scheme 
would therefore be an attractive scheme and woukt 
improve the economic viability of Udyogmandal unit. 

There will be no reduction in the prodUction of fertilizers even 
after the implementation of the methanol scheme in as 
much as this scheme envisages the utilisation of ammonia 
capacity that would otherwise remain unutilized. 

This project can be implemented within 22 months with 
naphtha as feedstock; switching over to f.uel/oil may take 
another six to twelve months more." 

3.159. During evidence the Committee pointed out that the four 
stages of eXpI8Jlsion were directed towards obtaining a material 
balance for the planned production and enquired about the economic 
justification for jumping from different stages of expansion to 8 
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diversification programme, the Chairrnan-cum-Managing Director 
replied as follows:-

"The rationale and philosophy behind diver.;mcation and the 
need for it arises out of many factors. The conditions 
which were visualised in the fourth stage when it was 
planned in 1969 have changed considerably since then. 
The economics of manufacture of fertiU~ers has changed 
due to technological changes. For instance, 350 tonnes 
single unit or two unit plants were generally in vogue in 
1969. But today 900 or 1500 single units are being thought 
of. So, somewhere this imbalance or adverse factors had 
to be rectified. With regard to the national importance of 
the prcduct; we have chosen, we have taken into account 
what the overall economy needs. A detailed investigation 
has been done not only by us but by the Ministry of 
Petroleum and Planning Commission whether the pro-
ducts we have chosen fit into the national requirements 
of import substitution, etc. 

What we have thought of i.; that if we have to retain the 
manufacture of fertilisers only, perhaps all these plants 
will have to be written off. In the changed circumstances, 
it is uneconomic to manufacture fertilisers in small plants. 
We have 19-20 plants to integrate and coordinate. It is 

. not advisable and also the margin of economics does not 
permit it. These small plants are still capable of manu-
facturing other products and We want to utilise them as 
possible as we could for other products." 

3.160. Asked whether in view of the diversification scheme, the 
four stages of expansion were not infructuous" the Chairman-cum-
Managing Director stated: 

"No, Sir. At a particular point of time they have served the 
purpose and whatever remains now we are thinking of 
their be,t utilisation." 

3.161. The Chairman-cum-Managing Director further stated in 
this connection as follows:-

"The economics have been examined. The investment, cost 
of production, J?rofitability-all that has been examined 
in the detailed proposal submitted to Government. As for 
sanction, thi'5 is still being examined by the various Gov-
ernment agencies, We have had a series of discussions 
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with P&C Ministry and Planning Commission. With 
regard to methanol it has gone to the liceming Commit-
tee. A decision has been taken to issue an industrial 
licence. We have not received it yet. I understand the 
matter ts ripe .......... with regard to others, the exami-
nation is so far at the level of the P&C Ministry aoo the 
Planning Commi·;sion. That is the stage now." , 

3.162. The Committee note that in view of the present uneconomic 
:working of FACT due to very low level of production in some of 
the old plants, heavy ovc·r-heads, high mainte.nance cost and low 
stream efficiency, a scheme for diversification of production at an 
estimated cost of R~. 2811 lakhs (including a foreign exchange ele-
ment of Rs. 482.5 lakhs) has been formulated in order to improve 
the profitability of the FACT. 

3.163. Tlw Committee further note that this diversification pro-
posal has been mooted aftet- four stages of expansion each one of 
which especiaDy the last two, had been planned and implemented 
to make the FACT correct the imbalance in the demand and supply 
of various intermediate products so as to make the Udyogmandal 
unit economh:ally viable, but none 0( whieh seem to have achieved 
the desired results. 

3.1M. The Committee were informed that the need for diveni-
fica lion also arose because the conditions which were visualised in 
the fourth stage expansion when It was planned in 1969, had changed 
considerably since then and the economics of manufacture of ferti-
lizers had also changed due to te.chnological changes. 

3.165. The Committee fee.l doubtful whether the expansion 
schemes have been correctly fonnulated at all after analysing all 
the deficiencies and taking into consideration the condition of the 
plants and their capacity for production. 

3.166. The Committee are informed that the Udyogttlandal unit's 
"production performance has been at a relatively low level of capa-
.city utilisation during the past 7 to 8 years even though dUTing this 
period two expansion programmes have been completed", because 
of the iDter-dependence of as many as 2t) plants of different vintages 
with varying rapacities and different process routes, all of which 
have to operate simultaneously to avoid constraints of raw mate.rial 
supply but their efficient working simultaneously is the biggest pro-
blem before the unit. The Committee are not sure whether addition 
of some more plants under the diversification proposal to the chain 
of 20 inter-dependent plants will be able to improv(~ the situation 
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and in the context of the past history of this unit the divenification 
scheme will not meet the same fate as the earlier schemes. 

3.167. The Committee are informed that aeeording to the f .. i. 
bility report prepared in April, 1971 the diversiftcation proposal to 
produce Methanol involved an expenditure of 85. 348 lakhs (incW-
ing foreign exchange element of Rs. 78.5 lakbs) and tbe overall 
profit of the Udyogmandal Unit was expected to improve by Rs. 5413 
lakhs in the case of heavy petroleum feed stock and in other ease 
the improvement in profit is expected to be 85. 350 lakhs with an 
investment of 85. 250 lakhs. 

3.168. The Committee are not sure whether the results of the 
feasibility study conduded in April, 1971 will still hold good in .tew 
of escalation in cost of labour, feed stock, etc. The Committee 
would, therefore, like that the Govemment sliould before ping 
ahead with the scheme have a second look at the economics of the 
project including its etfect on the over-all profitability of the Udyog. 
mandai Division after making sure about the availability of raw 
materials and the demand for the product in the countBy at this 
"Po The Committee also reecmunead that the full 4eta11s of the 
scheme along with the economics thereof may be brought to the 
notice of Parliament. 

3.169. The Committee thus find that the FACT bas been taking up 
schemes for expansion in succession with a view to correcting the 
Unbalance and in spite of this, utilisation of the I'dants had beea 
low and the imbalances still persist. Before consolidating the posi-
tion and taking into account all the expansion schemes, the FACT is 
now going in for diversifi.cation. The Committee would like that 
there should be no further expansion scheme till the production in 
the present set up stabilises. 

3.170. The Committee recommend that Government should con-
'Sider appointing an Expert Committee to critically go into the causes 
of the failure. of the Udyogmandal unit even after the 4tl!ereat 
stages of expansion, and also examine the various aspects of diversi-
fication schemes including the economics thereof and the efteet of 
the diversiflcatlon on the over-all profttablllty 01 the Unit. The Com-
mittee would like to be informed the action taken in punuauce of 
the recommendation within three months of the Report. 
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CRYOLITE PLANT 

4.1. Cryolite is required in significant quantities for the manu-
facture of aluminium metal. Most of the indigenous demand is at 
present being met by imports. It has been stated that the Govern-
ment of India had directed that all the phosphatic fertilizer plants 
should take steps to create facilities for recovery of fiourine values. 
'The Board of Directors of FACT approved on 22nd july, 1968 a 
feasibility report for producing cryolite, subject to the project being 
taken up when resources improved and funds could be spared for 
executing the project. As the working of FACT showed a profit 
for 1968-69, the project was taken up, with the Government giving 
their approval in principle to the scheme for producing cryolite. of 
1650 tonnes per annum in the Udyogmandal Unit. The Plant was 
set up essentially as a commercially viable pilot plant to perfect a 
process developed by FACT Research & Development Division for 
recovering fluorine from the phosphatic fertilizers in the form of 
synthetic cryolite. 

4.2. The erection of the plant was completed in September, 1971. 
First batch of synthetic cryolite was produced in February, 1972, so 
far, around 115 tonnes of cryolite have been produced on an inter-
mittent basis during the trial operations. 

4.3. Giving further details of the cryolite Plant the Chairman~ 
cum-Managing Director informed the Committee during evidence 
that the concept of development of this process was discussed with 
the Government of India and their general approval obtained. This 
was really a pilot plant, which was completed in 1971 at a cost of 
Rs. 32 lakhs. It went into production in 1972. 

4.4. The FACT had taken up this process as a research programme 
and had developed it in their Research and Development Division. 
The idea was to recover the fluorine from the phospheric Acid and 
to convert it into cryolite whIch is a very valuable chemical so that 
we could save foreign exchange. In regard to the demand for the 
product, the Chairman-cum-Managing Director stated that no speci-
fic study about the demand of this product in the country was made 
by the Undertaking, though generally the market was there. 
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4.5. The Committee were informed that the quantity of cryolite 
imported during 1969-70 to 1971-72 was as follows:-

1969-70 1970-71 1971-72 --. -----_._--
(in tonnes) 

5563 25n HS') 

4.6. The projections of demand for this product are stated to be 
as follows:-

----------- --------------- -------
1973-74 1974-75 1975-76 1980-81 

(in tonnes) 

12,000 15,000 20,000 22,000 

-------,------ -----_._-
4.7. It was admitted by the Chairman-cum-Managing Director that 

when the project was taken up, at that point of time, there was no 
firm aoo fixed specification available to them. A representative of 
the Company '.5tated that Indian Standards Institution had not till 
then finalised the specifications for cryolite. The specifications had 
to be mutually agreed between the supplier and the purchaser. It 
was stated that some studies were made and on the basi~ of that 
it was found that whatever FACT was hoping to produce from this 
project would be acceptable to the trade. Samples were produced. 
and shown to aluminium companies, who suggested further im-
provements in specifications_ The job of making improvements was 
reported to be in hand at the moment. 

4.8. It was stated that the cryolite produced in the laboratory 
was good and acceptable to the aluminium industry, but on actua1 
production on slightly bigger 'scale the silica content in cryolite was 
found to be more than what was acceptable to the industry. FACT 
had tried to reduce the content of silica and had in fact made some 
improvement_ FACT had given the improved product to an alumi-
nium firm for trial run and they were awaiting their report before 
taking up its production on a regular basis, 

4.9. In reply to another question, the Chairman-cum-Managing 
Director added that the concept that they should have had the 
support and backing of research laboratories was a very good con-
cept but since a fair amount of success was achieved at laboratory 
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scale, FACT went alone in developing this process and did not seek 
the 'iiupport of research laboratories. A team of the National Chemi-
cal Laboratory had examined the process and samples. The Gov-
ernment and the Director General, Technical Development were 
consulted in advance. It was stated that the project had a dual 
purpose-one was to develop this product indigenously for alumi-
nium industry and the other was to get rid of the effiuent-.i flowing 
from the phosphoric Acid Plant. 

4.10. The Secretary of the Ministry informed the Committee dur-
ing evidence in this regard as follows:-

"Originally, Government did not examine; but next year, they 
did examine it and came to the conclusion that even at 
60 per cent capacity, the return would be 10.4 per cent on 
the capital. But there was a more compelling reason 
with the Government as this was the fir.it effort, a major 
indigenous effort towards recovery and conversion of 
fluoride (which is a major pollutant) into cryolite which 
was very much required in aluminium production. Today, 
we are importing it. Three things persuaded us to start 
this, namely, this will substitute imported cryolite which 
is a good thing. 

All that now remains to be done is that the quality of the 
product has to be improved in consultation with alumi-
nium manufacturers to make it acceptable to them. That 
will take time. My idea i:; that they will be able to 
stabilise the quality before long; I cannot say how long." 

4 . .l1. To an enquiry of the Committee whether the plant could 
not have been set up on a smaller scale, the Secretary admitted that 
~'inst:~ad of a bigger plant, it should have been a smaller one." 

4.12. The Committee note that in order to perfect a process 
developed by the R&D Division for recovering flourine from phos-
phate fertilizers in the form of synthetic cryolite, which is a very 
valuable chemical required for aluminium industry, the FACT after 
takin, the approval of Government in principle, set up a plant at a 
eost' of Ks. 32 lakhs for producing 1650 tonnes of cryolite per annu .... 

4.13. It was reported that cryolite was being imported and this 
would be a substitute for the imported cryolite. The Chairman· 
cum-Managing Director informed the Committee during evidence 
tbat the development of this process was discussed with the Gov-
ernment of India and their (general' approval obtained. It has been 
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admitted by the Chairman-cum-Managing Director that no specific 
study about the demand for the product in the country was made. 
It was assumed that generally the market was there. It was also 
admitted by the Chairman-cum-Managing Director that when the 
project was taken up, there was no firm and fixed specification avail-
able for the product and whatever FACI' was hoping to produce 
would be acceptable to the Industry. The Committee are surprised 
that such a 'general' approval was given by Government without 
any survey of the demand for the product or an examination of the 
economics of the project. 

4.14. The Committee are informed that, on actual production on 
a bigger scale, the silica content was fOUDd to be more thaD what 
was acceptable to the industry and therefore F Acr made some im-
provements to reduce the silica content and had given the improved. 
product to an aluminium firm for trial the results of whlch were 
awaited. The Committee are also informed that since a fair amount 
of success was achieved at laboratory scale, FACT did not seek the 
support of research la~ratories. The Secretary of the M'mistry 
admitted during evidence that "what still remains to be done is that 
the quality of the product should be improved in consultation with 
aluminium manufacturers". He also admitted that' 'instead of a 
bigger plant, it should have been a smaller plant." The Committee 
do not appreciate the undue haste with which the FACT went about 
setting up the plant on ~uch a big scale and started production of 
cryolite without making a demand survey of the product and with-
out finalising the specification of the product to suit the needs of 
Aluminium Industry. 

4.15. The Committee recommend that Govemment should investi-
gate into the matter and fix responsibility for this unnecessary 
capital investment and recurring expenditure thereon to which the 
FACT has been put. The Committee recommend that at least now 
the FACT should in consultation with Public Sector enterprises like 
the Bharat Aluminium Company settle the specifications for this 
product and the requirements lor AlumJnium. Industry before golDg 
in for large scale production. 

4.16. The Committee also recommend that research institutes like 
National Metallurgical Laboratory of the CSIR may also be consulted 
in order to perfect the process for product improvement. 
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DRY ICE PLANT 

On the basis of a general demand study for dry ice said to have 
been made in 1963 by an Officer on Special Duty (A Government 
of India Officer on deputation with Fertilizers and Chemicals, Tra-
vancore Limited) and after investigation regarding the scope and 
economic feasibility an industrial licence for the same was obtained 
in June, 1964. Tender,; were fioated for the supply of a p,lant for 
manufacture of dry ice for utilising the py-product carbon-dioxide 
recoverable from the oil gasification plant at the end of III stage. 
expansion. After technical and financial evaluation of the tenders, 
Board's approval was obtained for placing the orders on Mis. Borsig 
of West Germany. Sanction for taking up the scheme for manu-
facture of Dry Ice was accoroed by the Board of Director.; at its 
meeting held on 28th November, 1964. It was envisaged that the 
entire production would be sold to the fishing industry at Cochin 
and nearabout. 

5.2. ACC¥lrdingly, a dry ice plant to produce 6 tonne per day of 
dry-ice by using the by-product carbon dioxide was set up in May, 
1969 at a cost of Rs. 8.15 lakhs. The plant and the engineering 
'Services were provided by the West German firm for an amount of 
Rs. 4.69 lakhs. The Plant has not, however, gone into commercial 
production so far. 

5.3. The quantity of CO 2 which was proposed to be used in 
the production of dry ice is now being vented but is not ascertain-
able from the records. 

5.4. The Management stated (February, 1971) that the produc-
tion of dry ice could not ~ commenced as Government levied 
an excise duty of Rs. 1000 per tonne. 

5.5. The matter regarding the exemption of dry ice from the 
excise duty was taken up by the Company with Government in 
May, 1970 who intimated in January, 1972 that it was not possible 
to accede to the request. . 

5.6. Owing to problems in obtaining exemption from the heavy 
~lse duty, the local market did not materialise. Negotiations 
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were subsequently made for sale in Bombay market, but, although 
negotiations were completeo:i, they could not be brought into force 
on account of transport difficuItie,. It was stated by FACT that 
excise duty was taken into account while working out the cO'st of 
production. 

5.7. To an enquiry of the Committee as to why the original 
expectation that dry ice would be utilised locally did not materialise, 
the Chairman-cum-Managing Director informed the Committee dur-
ing evidence as follows:-

"From the files I find that the purpose of setting up the dry 
ice plant was that the dry ice would be used for fishing 
locally; there h a big fishing ~ndustry. 

But subsequent experiments showed that the dry i:'e used 
for the industry would call for a method whereby the dry 
ice does not come in contact with the fish. There is a 
characteristic in the use of dry ice whereby the fish starts 
crumbling. The method technically feasible was to have 
containers for dry ice and to put the fish in them. The 
detailed study made subsequently to the setting up of 
the plant showed that thi'3 would not be economic. That 
is why the local market was lost. 

Another expectation that the ice would be sent to Bombay 
market has not entirely failed. The crucial point is, to 
what extent the wastage or evaporation losses or the loss' 
in tran'sit would call for levy of excise duty. The present 
decision of the Excise Department is that 20 to 25 per cent 
of the losses could be exempted from levy of excise when 
the losses are checked up at destination. We are now in 
the process, of '.;ending some consignments for ten to 
fifteen days to see whether the losses are taken over by 
the excise people and whether the losses noticed or found 
in actual practice would be exempted. If they are exempt-
ed, the dry ice plant would start functicming. If the 
excise problem is satisfactorily solved, the plant will 
operate. If not, this plant will have to be disposed of." 

He further added that:-

"The 30 to 40 per cent loss could be absorbed in the cost of 
pr~:iuction if excise is not leviable. At the moment the 
decision is to go upto 25 per cent and the Collector feels 
if the wa·.;tage in transit could be reasonably established 
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then he will reconsider it. If we fail to convince the 
Collector then we have to come to the conclusion that the 
plant will have to be sold." 

5.S. To a question whether the expenditure on the plant was not 
a,waste, the Chairman-cum-Managing Director admitted as follows: -

"It is a waste; we have not been able to use it." 

5.9. Asked whether this matter was investigated, it was stated 
that the matter was being considered by the Board. To a further 
.query whether it was a fact that 'the Management had not been 
able to lecate a copy of the Report submitted by the O.S.D. on the 
basis Of which the decision was taken to set up the plant, the Chair-
;man-cum-Managing Director stated-

"It is true that we have not been able to locate a copy of 
the Report." 

5.10. In regard t') capitalisation of the Plant it was stated that 
it was a normal practice to capitalise a plant, when its rated capacity 
.and guaranteed consumptions were proved. 

5.11. In this regard, the Secretary of the Ministry informed the 
Committee during evidence as follows:-

"In my opinion, this is a good project. It has gone wrong 
because of one vital omi'oSsion, namely, they did not have 
a thorough market study; they did not find out who would 
buy it and where it would be sold. If this thing had been 
done, then this state of affairs would not have arisen. 
Because this was a waste product which was being con-
verted into a u5eful product. 

I looked into it. I wanted to see what market study they 
had undertaken. I was told that they had some prelimi-
nary survey. But nobody was able to lay his hands on 
the document." 

5.12. The CommiH"!e regret to note' that in its anxiety to utilise 
the surplus ca'rbon-dioxide recoverable from the oil gasification 
plant at the end of III stage expansion, the FACT set up a dry ice 
plant in May. 1969 at a cost of Rs. S.15 lakhs, to produce 6 tonnes 
per day of dry ice without a proper demand survey and without 
1aking into account the full effect' of excise duty on the price struc-
ture of the product. It was envisaged that the dry ice would be 
used by the local fishing industr:Y- The Committee were informed 
S41 LS.-7. 
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that due to the excise duty leviable on dry ice being high and due: 
to the fact that the use of dry ice by fishing industry called forr 
a new method involving additional expenditure, whereby the dry 
ice would not come into direct contact with fish, the price of the-
dry ice did not prove to be economical to the fishing industry. The-

. result of all this has been that the plant could Dot go into commer~ial 
production till now. The Committee are surprised to find that "the-
Management is not able to locate a copy of the report" submitted 
by an officer of the Corporation on the basis of which this project 
was taken up. It halii been admitted by the Chairman-cum-Managing 
Director of the Undertaking that the entire expenditure on the-
project "is a waste". The S«retary of the Ministry has also admit-

. ted that the project has gone wr&ng because of one vital omission 
viz. absence of a thorough market study. The Committee would 
like the entire matter to be thoroughly investigated with a view to-
fixing specific responsibility for the lapses and taking deterrent 
action. The Committee would like to be informed of the precise-
action taken in pursuance of it. 

5.13. The Committee were informed that the FACT is now 
exploring the possibilities of marketing the dry ice in Bombay, which 
again is running into difficulties due to the transport problems. The-
Committee would like Government IFACT to come to an early con-
clusion as to whether this plant can at all be operated economically 
and if found otherwise, take an early decision to dispose of the plant 
In the best interest of the Undertaking. The Committee would like· 
to he informed of the action taken in pursuance of this recommenda ... 
tion within three months. 



VI 

COCHINDIVISION 

A. Cochin Fertiliser Project Phase I 

6.1. In keeping with its policy of entrusting the Company with 
the plannjng and construction of a few fertilizer plants during the 
Fourth Five Year Plan period, Government approved in July, 1965 
the setting up, by the Company, of a new fertiliser factory at Cochin. 
The factory is designed to produce 2 lakh tonnes of ammonia per 
annum to be converted into 3.3 lakh tonnes of urea. The Project 
is being constructed jointly by the FEDO Division of the Company 
and the Planning and Design Organisation of the Fertilizer Corpora-
tion of India Ltd. 

6.2. The Cochin Plant consists of (i) Hydrofining (ii) Reforming 
(iii) Conversion purification (iv) Ammonia Synthesis refrigeration 
and storage (v) Urea and (vi) off-sites and facilities. Of these, the 

. first three units were designed and engineered by FEDO/FACT on 
the basi'S of technical collaboration agreement with a U.K. ftrm-
Mis. Devy Power Gas Ltd. The fourth and the fifth units were 
designed and engineered by the Planning and Design Organisation 
of the Fertilizer Corporation of India Ltd. in collaboration with an 
Italian firm-Mis. Technimont. This arrangement was made in 
pursuance of the recommendations of the Swam41athan Committee 
(working Group on Advance Planning for fertilizers-April, 1968). 
It has been stated that this was for the first time that a single stream 
centrifugal compressor operation type of ammonia plant had been 
set up. 

Project Estimates and the Actual Expenditure 

6.3. The original estimates, the revised estimates, the actual ex-
penditure incurred in the project up to 31st March, 1974 and the 
anti~ipated further expenditure are indicated in the following 

\table:-
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Date of preparation 
of Estimate Assumed 
dated of production 

Land 

Plant and Machinery 

(Foreign Exchange 
Components) 

Factory Buildings 
&: Erection , 

Office &: RcaidCDtial 
Buildings 

Services &: Facili-
ties 

Foreign Exchange 
components 

Working Capital 

Foreign Exchange 

Components, 

Deferred Expendi-
ture Income Tax 
on Foreign Tech-
nician 

Dilf erential duty 
on Na~htha used 

for trial runs 
without producing 
urea 

.-

Y2 

COCHIN DIVISION PHASE I 

Original 
Estimate 
Aug. '66 

125' 00 

1943'00 

(1380'00) 

343'00 

109'00 

1302'00 

(340'00) 

1.50'00 

3972'00 

(Rs. in lakhs) 

Revised Estimates Nowantici-
------------- pated takilll 

Jan. "68 
Oct. '69 

AUK. "71 
Jan. "72 

PARTICULARS 

125'00 129'02 

2471'00 2443'69 

(138.5' 20) (1440'21) 

3.5°'3° 381'70 

120'00 186'4° 

1293'7° 20.59'19 

(93' 10) (70'68) 

200'00 300'00 

(1.51' (0) 

200'00 

4.560'00 .5700'00 

Feb. "72 
Jan. '72 

1-8-74 II 

23°'89 

24.54' 12 

(147.5' 75) 

439'75 

171'43 

2410'81 

(60' 30) 

300'00 

(1.51' 00) 

293'00 

6300'00 

dated of com-
mercial pro-
duction. 

233' 38 

2.566' 32 

(1702' 86) 

613'6.5 

169'37 

2787'08 

(71' 64) 

300'00 

(1.51' 00) 

630'20 

300'00 

7600'00 

Note: 31527' 28 Tonnes of urea produced till 31-3-74 for which credit for the value haB 
nOt been taken into account, Excise duty paid has not been included as exependiture. 
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(R.s, in lakhs) 

Actual expenditure upto Antici-
pated 

31-3-70 31-3-71 31-3-72 31-3-73 31-3-74 further 
expen-
diture to 
complete 
project 

PARTICULARS 

Land 120'21 120'31 I2S'28 14S'8S 171"20 62' 18 

Plant and Machinery 2116'45 2303'35 2368'41 24°5'40 242o'S4 145'78 
(Foreign Exchange 

Components) (1590' OS) (1268'70) (1310'60) (1349' 75) (1349' 7S) 

Factory Buildings & 
Erection 249'41 237' 10 373'30 429'97 478'3S 135'30 

Office & Residential 
Buildings 227'SI 150'06 156'92 160' S2 161' II 8'26 

Services & Facilities 1241'29 1449'39 1882'S6 2434'39 3030'91 
(-) 

243'83 
(-) 

Foreign Exchange 
Components (39' 10) (42' 81) (43' 26) (60' 30) (59' 28) 

Working capital 159'48 253'99 237'94 2S8'70 41'30 
Foreign exchange 

Components (136' 99) (141' 69) (141' 69) 

Deferred Expend:ture 
Income Tax on 
Foreign Technician 5'95 50'80 47'79 582'41 

Differential Duty 
on Naphtha used 
for trial runs with-
out producing urea 300'00 

3954'87 44I9'69 SI66'41 5864'87 6568 '60 1031'40 
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6.4. The increase in revised estimates of January, 1968 over the 

original estimates was on account of the following reasons:-

(i) The original estimates were based on the Japanese quota-
tions whereas the order5 were finally placed on Italian 
suppliers against the Italian credit. 

(ii) Revision of the process scheme originally adopted. 
(iii) Increase in the cost of equipment, and 
(iv) Increase in the cost of land and township on account of 

provision for extra amentities and facilities. 

6.5. None of the estimates has been sanctioned by Government 
so far (March, 1972) and were stated to be under examination. 
However, Government had paid an amount of Rs. 1,051 lakhs towards 
equity capital and R'S. 2,045 lakhs as loan up to 31st March. 1970 
for this project. 

6.6. In this connection FACT stated in written note as follows:-
"The project estimates have to be revised consequent to the 

delay in commissioning of the plants and the Board of 
Directors and Government were appri';ed of the position 
from time to time. The revised project estimate of 
Rs. 6300 lakhs was also approved by the Board and sub-
mitted to Government. 

As the date fixed for commissioning as per the estimate of 
Rs. 6300 lakhs had slipped, a review was undertaken to 
ascertain the estimated additional cost that would be 
incurred to bring the plants on commercial production. It 
is now expected that the commercial production will start 
from early August, 1974 and that the revised cost would 
go up to Rs. 7600 lakhs. 

Government have already instructed us that approval for the 
revi'sed project cost need be taken only after the plant 
has been commissioned. Board has also taken note of 
this. Hence the revised project cost would be placed, be-
fore the Board and the Government after the commission-
ing of the plant for the purpose of regularisation." 

6.7. Explaining the increase in the project estimates of Cochin 
Phase I, the Chairman-cum-Managing Director stated during that 
the original estimate 'in 1966 of Rs. 3,972 lakhs was a very rough 
estimate for the feasibility report and the estimate under the Detail-
ed Project Report was Rs. 4,560 lakhs in 1968. In 1971 the e'stimate 
was revised upwards to Rs. 5,700 lakhs and in February, 1972 the 
estimated cost was worked out to be Rs. 6,300 lakhs and in Augu:;t, 
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1974 to Rs. 7,600 lakhs. He stated that the increase was due to levy 
lof excise duty amounting to Rs. 300 lakhs (which FACT had chal-
lenged) on naphtha used during commissioning, additional liability 
.of income tax of foreign technicians amounting to Rs. 600 lakhs 
because of their longer stay than the exempted period and the 
balance of increase due to increase in costs of equipment and loss 
due to delay in commissioning. He added that when DPR was pre-
pared, detailed specifications of equipment on an estimated basis 
and the quotations for the equipment were not available. Though 
dIe DPR was a reliable estimate, it was not an exact estimate be-
cause only after the DPR was prepared and approved, the design 
.and engineering was done. It was further stated that the latest 
-estimates had been submitted to Government for approval, who 
had then wanted to have the exact figures upto the point of putting 
the plant on commercial production. The question as to when the 
plant should be deemed to go into commercial production was unAer 
the consideration of the Board. 

6.B. The Plant started production in April, 1973, although it has 
Dot yet gone into commercial production. 

6.9. In a written note the Ministry of Petroleum and Chemicals 
stated that the first revised project estimates of Rs. 45.60 crores were 
:submitted to the Government for approval in June, 1968. The second 
revised cost estimates showing a total capital outlay of Rs. 57 C"rores 
were submitted by FACT in December, 1971 and the third revised 
cost estimates indicating a total capital outlay of Rs. 63 crores were 
received from FACT in December, 1972. This estimate was on the 
basis that the plant would be commissioned by January, 1973. The 
Company, however, informed the Government in January, 1973 that 
it would approach the Government for approval Of the estimates 
.after the plant had been commissioned and final estimates were .pre-
pared and approved by its board. The Ministry stated that they 
were awaiting final cost estimates from the Company as it was 
necessary for Government to know final cost estimates before 
approval could be accorded. Although the revised estimates had 
not been formally sanctioned, the revised cost estimates were taken 
note of by the Government while examining the booget proposals. 
The Ministry added in their note that the excess over the original 
estimates was mainly due to the delay in the commissioning and 
.:x.mmencement of production involving additional expenditure in 
the form of management charges, inferesf charges and charges on 
account Of continued employment of foreign technicians etc. 

6.10. Asked to elaborate the term difference in commissioning of 
the. plant "and the plant going into commercial production", the 
Chairman-cum-Managmg Director stated:-
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"We do distinguish between the cOmmissioning of a plant 10-
a particular level and its going into commercial produc-
tion, for balance-sheet and other purposes. As mentionedr 

this is going to be taken up by the Board within the next. 
few weeks and at that point we can give firm information 
to the Government. 

The criteria to be u';ed are yet to be decided by the Board. 
If the criteria used are that the plant should reach the-
rated capacity, then the date of cemmercial production 
would be different, and if the criteria used is the time 
taken in commissioning the plant and the stage of produc-
tion we have reached, it would be different. This is the' 
decision which the Board is to take." 

6.11. Asked about the practice followed in this regard by other 
fertilizer plant~, the witness added:-

"To my mind, there are two alternatives and, in my experi-
ence of fertilizer plants, both have been used. In Trom-
bay, the criterion used and accepted was that the date· 
when the plant reaches the rated capacity and proves the· 
guarantee5 will be the date of commercial production. But 
for the Gorakhpur Plant they gave six to eight months 
after production because there was some damage to the 
equipment which the suppliers were to make good, and 
they proved the guarantee only six to eight months after 
commencing production. The general principle, also, is. 
that even after the plant goes on line or is commissioned, 
there is a certain limit set before a plant is put into com-
mercial production. There is no hard and fast formula 
and the Board has to exercise its judgment on this. A 
decision is going to be taken by tbe Board shortly." 

8.12. The Committee note that the original estimates of thEt 
Cochin Phase I for Rs. 39.72 crores which were prepaled and sub-
mitted to Government in August, 1966 were revised thrice in Jan-
uary, 1968, August, 1971 and February, 1972 for Rs. 45 crorea, 57 cro-
res and Rs. 63 crores ~spectively, the final revised estimates indi-· 
eating an inerease of 60 per cent over the original estimate. The-
last revision wa. done on the basis that the plant would go into pro-
duction by January, 1973. The Committee regret that none of the-
estimates was approved by Government so far. It is surprising that 
the FACT instead of getting the approval of revised estimates infor-
med the Government in JalliUary, 1973 that it would approaeh Gov-
ernment for approval of the revised estimates after commisllioninc 
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of the plant. It is equally surprising that the Ministry also allowed' 
the FACT to proceed with incurring expenditure without the sanc-
tion of estimates and awaited the final cost estimates. The Committee 
are informed that ,the estimates of Ks. 63 crores woflked out in 
February, 1972 were submitted to Government in December 19'12 , 
but as the date fixed for commissioBing had slipped, a review was 
undertaken by FACT to ascertain estimated additional cost that 
would be incurred to bring the plants on commercial production. 
On the assumption that the commercial production shall start by 
August, 1974, the estimated cost is now expected to be about Rs. 76 
crores. The Committee are informed that instead of examining the 
revised estimates G~vernment had paid ::I.n amonnt of K ... 10.5 crores 
towards equity capital and Rs. 20.45 crores as loan up to 31st March. 
1970 fol" this project. 

6.13. The Committee note that there has now been an increase 
of 84 per cent over the original cost estimates which have been 
athributed by the company to various reasons. The increase over 
the original estimates was stated to be on account of revision 
of the process scheme originally adopted, change from Japanese 
quotation for supplies to Italian supplies besides increase in cost 
of equipment, land and township and delay in comnussloning. 
The Committee are distressed to note that Government in spite of 
increase on several accounts did not go into economics of the revisIon 
but only stated that they took :nto consideration the revised esti-
mates for their budget proposals. They are surprised that even at 
this stage: there is no finality of the cost of project as still a date 
for commercial production has to be deeided although the Revised 
Estimate was based on the assumption that commercial production 
would start by August, 1974. The Committee feel that the entire 
procedure displays laxity of financial control both on the part of 
FACT and the Ministry with the result that the expenditure on 
the project has increased considerably. The Committee need hardly 
stress that the revised estimates should not be assumed to be a mere 
completion r,eport of the project 'but it is an instrument of financial 
control. The Committee recommend that Government should with-
out further delay, examine critically the reasons for the abnormat 
increases in the cost estimates and th,e eeonomics of the project 
before approving the revised estimates. In this connection, the 
Committee would like to invite attention of Governm,ent to their 
recommendation in paragraph 2.20 of their 39th Report (5th Lok 
Sabha) on Pyrites, Phosphates and Chemicals Ltd. requiring that 
wherever there is a material deviation from the original estimates, 
the matter should be brought to the notice of Parliament. The Com. 
mittee expect that Ministry should before long bring to the notice 
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.of !he Pal'liament the detaUe~ reasons for the increase in estimate., 
theu eftc:ct on the cost of production and the economies of tbe 
project. 

6.14. The Committee also note that there are no hard and fast 
criteria to determine when a fel'tilizer plant should be deemed to 
go into commercial production and the question is decided by the 
Board. In the casc of Trombay Plant, the date when the plant 
reached the rated capacity and proved the guarantees, was the date 
of commercial production;! but in the case of Gorakhpur plant, six 
to eight months were allowed after the commencement Of pToduction 
to enable the suppliers to make good some defccts and prove par-
antees and then the plant was put into commercial production. In 
the opinion of the Committee such information should have been 
available in the DPR. The Committee feel that the date of putting 
a plant on commercial production is a very significant date and a 
uniform set of criteria should be followed by all the undertakings 
in fixing this date which should not be left entirely to the discre~ 
don of the Board of Management. They recommend that Govern-
ment may lay down guidelines, if necessary, sector-wise, for the 
benefit of the Boards to help them determine the dates for putting 
their plants on commercial production on a uniform basis. 

B. Loss in production due to delay in commissionine 

6.15. The Project Report based on the Japanese plant and equl~ 
ment had estimated a time gap of nearly 2 years and 3 months 
between the anticipated date of the signing of contracts for equip-
ment (March, 1967) and the date of commissioning (June, 1969). At 
that time the contemplation was to finance the project out of free 
foreign exchange. Later, Government of India decided that due to 
non-availability of free foreign exchange, negotiations should be 
made with France, Italy and other countries. Consequent on the 
availability of Italian credit for the procurement of plant and equip-
ment, the last contract was signed in February, 1968 only and the 
plant was scheduled for commissioning in October, 1969. But there 
was delay in the supply of plant and eqUipment by the foreign as 
well as indigenous suppliers. 

6.16. The civil construction work of the project was started in 
December, 1967, mechanical work in 1968, electrical erection in 
February, 1969 and instrumentation jobs by end of 1969. The 
mechanical construction could b~ completed only by June, 1971. 
Subsequent pressure testing of the syngas plant revealed severe leakS 
in the Reform Gas mains and this was rectifioo by December, 1971. 
However, because several prQblems, design-wise and fabrication-
wise, were experienced in several imported and proprietory equip-
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ments in the synthesis gas plant, which required design improve-
ments, modifications/engineering changes, etc. this section could be 
commissioned and syngas to specification could be produced only 
by 24th October, 1972. Trial runs of ammonia synthesis and Urea 
plants also brought out deficiencies and problems in various equip-
ments. The first lot of ammonia was produced on 21st April, 1973 
and the first prills of urea were produced on 27th April, 1973. 

6.17. The Committee understand that the collaborators had point-
ed out (in October, 1968) that "a plant using centrifugal compres-
sors would certainly achieve a greater efficiency and that it could 
therefore produce cheaper ammonia, but that, since such a plant 
was more complex, the commissioning and operational difficulties 
would be of a higher order." 

6.18. The Committee pointed out to the Ministry of Petroleum 
and Chemicals that though the Cochin Pha·.;e I Plant was ready for 
commissioning in middle of May, 1971, the plant was not free from 
defects and enquired as to why a defective Plant was accepted and 
the lacuna in achieving the higher rate of efficiency. The Ministry 
:replied in a written note as follows:-

"It is not correct to say that defective plant was accepted by 
FACT. Even before the equipment was despatched to 
India by the foreign suppliers, necessary inspection was 
carried at their works by competent agencies like Lloyds. 
The defects in the imported equipments came to be known 
only during the start up operation. These equipment 
were supplied mainly by reputed firms like MIs. SII. 
Lentjes. THERMOMECHANICA Nuove Pignone etc. 1n 
many cases the equipment suppliers, both indigenous and 
foreien were fabricating the items of equipment for the 
first time for the duties and in the sizes required. For 
the first time indigenous consultancy units like FEDO and 
P&D of FCI were utilised for detailed engineering, con-
struction and commissfoning supervision for a project of 
this magnitude. A major effort towards the indigenisa-
tion of the equipment was also made in this project. In 
this situation it is not necessary to consider the question 
of fixing responsibility. However, in terms of the con-
tracts with the equipment suppliers, replacements for the 
~fective equipment have been obtained inspite of the 
fact that the warranties in certain cases had expired. 

,The main problems encountered in the succe"'sful oneration 
, of the plant at the near rated capacity were defects in 

the synthesis gas' section, specially in the secondary 
reformers, R.G. boiler, the waste heat recovery sYstem 
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and the condensers in the ammonia synthesis section. 
Action Is being taken to rectify the defects to enable the 
plant to stabilise at higher rate of capacity." 

6.19. The Committee were informed during evidence that though 
the guarantee period of collaborators for the hydrofining reforming 
and conversion/purification in the ammonia plant had expired, the 
collaborators had agreoo to help FACT in solving the problems faced 
by them. As regards defective equipment, it was stated that out of 
an expenditure of Rs. 4.1 lakhs incurred by FACT on modifications 
in the equipment, the suppliers had agreed to bear· R~. 3 lakhs and 
better equipment worth Rs. 35 lakhs was being supplied by the 
suppliers in replacement of the defective eqUipment free of cost. 
The amount expended on modifications in urea· plant was Rs. 2.7 
lakhs and the ·.;upplier (Monte Contini) had agreed to bear the 
entire expenditure. 

The Chairman-cum-Managing Director informed that loss in pro-
duction due to defective equipment was not the responsibility of 
the suppliers of the plants. 

6.20. It was stated that the reasons for delay in cOD'struction and 
eommissioning was chiefly delay in finalising the contract with 
foreign suppliers of equipment and delay in supply of equipment 
by indigenous suppliers. Among the indigenous suppliers the maIn 
bottleneck was the delay in the supply and erection of boilers and 
pressure ves~els by Mis. A.C.C. Vickers and Babcock Ltd. Durga-
pur. The boilers were ·.;cheduled to be supplier, erected and com-
missioned by July, 1969. The erection work was however got done 
by the Company by another contractor at the cost of the suppliers 
and the boilers were commissioned in October, 1971. The supply 
of pressure vessels was completed in April, 1971 against the stipulat-
ed date of January, 1969. 

6.21. Asked whether there was any claim for liquidated damages, 
the FACT stated in a written note as foUows:-

"We had claimed liquidated damages under clause 6 of the 
contract which reads as under: 

"11 

,. 

the commissioning of the Steam Generating Unit i8 
delayed due to late delivery of any piece of equipment 
beyond the stipulated date. Mis. AVB will be liable 
to pay by way of liquidated damages to F A~. at the 
rate of half per cent of the value of this contract price 
per each unit per week of delay subject to a maximum 
of 5 per cent of each unit so delayed." 
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6.22. Mis. AVB contended that they were not liable to pay 
liquidated damages because of force majeure conditions prevailing. 
The relevant clause reads as under: ,. 

"Both FACT and AVB shall not be considered in default in 
the performance of their obligations under this agreement 
if and so long as such performance is prevented or delay-
ed because of strike, war, hostilitie:;, revolution, civil com-
motion, epidemics; accidents; fire, wind, flood or because 
of any law, order, proclamation, regulation or ordinance 
of any Government or of any sub-division thereof or be-
cause of any act of God or for any other cause similar 
or dissimilar now existing or in the future beyond the 
reasonable control of the party affected." 

Further A VB claimed payment of interest for delay in pay-
ments to them. Some of these payments have been held 
up pending settlement of our claim for liquidated damages. 
Also AVB claimed additional fee for extended stay oIf 
personnel here on account of delay in taking the guaran-
tee test run of the boiler after the erection wa''s com-
pleted. 

Legal opinion obtained advices that considering the applica-
tion of the force maje1,1re clause in the agreement we 
may withdraw our claim for liquidated damages provid-
ed A VB withdraw their claim for interest. 

In negotiation with A VB liquidated damages for delay in 
supply of pressure vessels were recovered, and additional 
testing fee claimed by A VB was considered. Details of 
the claims made by us and by A VB and the final sett~­
ment arrived at which were ratified by the Board of 
Directors." 

6.23. In regard to levy of penalty on indigenous and foreign 
suppliers of equipment for delay in supply of equipment it was 
stated during evidence that a penalty of Rs. 63,000 was imposed on 
MIs, A VB, Durgapur and of Rs. 88,000 on the Italian firm for delayed 
supply of certain equipments. The amounts of penalties were 
worked out in accordance with the provisions of the agreements. 

6.24. Referring to the penalty of Rs. 63,000 imposed on MIs. AVB, 
Durgapur, the Committee pointed out during evidence that 

"The Ministry have stated (March, 1972) that the penalty 
leviable on Mis. AVB Durgapur for delay in supply works 
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out to Rs. 6,~519.30 against which an amount of 
Rs. 7,42,254.11 has been withheld from their bills. The 
question of the levy of penalty is under the cOIl"sideration 
of the Company." 

6.25. In reply the representative of the FACT stated as follows:-

"The reference there is to the penalty on the boilers which, 
on a subsequent examination, was found to be not levia-
able, because of the reasons given by the firm and also 
because we did not incur any loss on account of the delay 
in commissioning the boilers." 

6.26. In regard to the loss of production due to delay in commis-
sioning of the plant. The following statement indicates the diffe-
rence between the actual production and the budget estimates and 
revised estimates in quantity and value for the year 1973-74 and 
1974-75 (upto 31st October, 1974). 

1973-74 1974-75 (Upto 31-10-74) 

B. E. R. E. Actuals B.E. R.E. Actuals 

I. Production (tonnes) I,65,0~ 60::>,00 31,SZ7 93,75° 39,800 39,754 

2. Value (Ex-factory 
price Rs!lakhs) 1266' 00 460'00 242'00 1034'00 441' 00 44°'00 

(The figures have been worked out on the basis of ex-factory priccs of urea, 1973-74 
Rs. 767/MT& 1974-75 Rs, n06/MT). 

6.27, In this connection the Ministry of Petroleum and Chemicals 
informed the Committee as follows in a note submitted after evi-
dence: 

"There wa-s nearly a delay of two years in the mechanical 
completion of the plant and a delay of nearly a year in 
the commissioning of the plant even after making allow-
ance for a period of about six months that may be usually 
required for a plant to go into commercial productIon. 
Assuming that a plant operates at 50 per cent of capacity 
in the first year of operation, 70 per cent in the second 
year of operation and 80 per cent in the third year of 
operation the loss in production on account of the delays 
would be 1,65,000 tonnes of urea in the first year of opera-
tion and 2,31,000 tonnes in the second year of notional 
operation and 2,64,000 tonnes in the third year of notional 
operation. 
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The project even at the present revised c9st of about Rs. 74: 
crotes is expected to break even at a level of production 
of about 71 per cent. The project on account of certain 
equipment- defect and failures is presently operating at a 
capacity of about 50 to 60 per cent on an average and 
measures to step up the production are under way." 

6.28. It was admitted during evidence by the Chairman-cum-
Managing Director that there was a loss in production to the tune" 
of about Rs. 10 crores in 1973-74 compared to the estimation of 50 
per cent rate of production under the normal criteria, on account 
of delay in commissioning the plant. The loss in terms of value of 
output to capital would be of the order of roughly Rs. 40 to 42 
crores a year on the basis of full rated capacity. It was estimated 
that according to current estimates, the plant would reach the break-
even points at a evel of 80 per cent production. He also admitted 
that extra capital cost had to be incurred due to delay in the com-
missioning of the plant and the increase in the price of variom; 
components. 

6.29. On an enquiry of the Committee whether FACT had under-
taken a review of the design of the Cochin Phase I Plant with a 
view to making the Plant produce at least 80 per cent capacity, the 
Chairman-cum-Managing Dire.:tor informed that the biggest bottle-
neck was on the wasteheat recovery system. The plant was 
operating at 70 per cent efficiency at present and it was expected 
to achieve 80 per cent without further modifications. They had" 
also made an assessment and review of the working of the plant 
to get it work at 100 per cent. The matter was stated to be under" 
examination. 

6.30. On an enquiry whether the plant was now working trouble 
free whether all the defects had been rectified and analysed, the . 
FACT in a written reply as follows:-

"The plants are currently operating at 70 per cent of the daily 
rated capacity. The defects noticed in the plant have-
been analysed and the plant is capable for going upto 
a load of 80 per cent.· The main constraints in going 
upto the rated capacity are:-

1. Insufficient superheat temperature of steam to the tur-
bine and 

2. Insufficient cooling in the ammonia synthesis loop. 

Regarding the insufficient superheat temperature, the respon-
sibility has been fixed on the suppliers of the equipment~ 
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necessary to rectify this defect free of cost. Insufficient 
cooling in the ammonia synthesis loop has been taken with 
MIs. FCI our process guaranters and their collaborators 
Mis. Tecnimont." 

6.31. While discussing the overall performanCe of the different 
:fertiliser units in the country, the Secretary of the Ministry of 
Petroleum and Chemicals (Department of Chemicals and Fertilizers) 
:informed the Committee during evidence with regard to the Cochin 
.Plan as follows:-

"The plants at Durgapur and Cochin were part of a separate 
scheme. I,n 1966 Government took a decision that it was 
high time that we in our country, our own engineers and 
our own technical people who were in the fertiliser indus-
try, mostly in the P&D Division of FCI and the FEDO 
of FACT, should set up fertilizer plants instead of going 
to foreign contractors and paying them enormous amounts 
of money in foreign exchange for setting up a plant, and 
erecting it and commissioning it and then handing it over 
to us. As a result these two plants were set up. Now, Sir, 
you could ask if we were not sure of position why should 
we start doing it. My submission to this is that somebody 
has to start for the first time somewhere and these two 
plants were the first fruit of our indigenous activity in 
the fleld of fertilizers in designing the equipment and erec-
ting the plant according to our own engineers' ideas. We 
had also laid down that the maximum amount of equip-
ment that can be fabricated in Indian factories should be 
manufactured here itself and only the. rest should be im-
ported. As a result of this, against the total expenditure 
Of Rs. 63.0 crores, only Rs. 14.0 crores worth of foreign 
exchange was utilised for this project. 

Now, you have asked a question about the new plants which 
are not properly working. I would submit that this was 
an experiment and we are learning by it. Our R&D and 
our Indian technology which were in their infancy in 1966 
were applied in these two plants. 

It was the first step of the infant and unfortunately it hao~ened 
that at the first step. the child fell down. We will help 
it to stand up and face the futUre. We will give F.e.I. and 
FEDO all help and assistance. Before, 1966, ammonia 
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piants used to have what is called the reciprocating cotJ1. 
pressor and ammoJl,ia production was in two streamsj in 
1966 we decided that we should adopt the centrifugal 
compressor which enables large volume of ammonia pro-
duction in a single steam. This plant was likely to Jive 
ammonia at much cheaper cost than the earlier onesj it 
was designed for 600 tonnes ammonia per day. This new 
technology was just coming into operation in other parts 
of the world. So, we started on this and we are learning, 
and we have had to pay a heavy price for this because 
there is no way of learning except by doing. We put up 
the plant according to certain higher parameters as against 
the lower parameters with which we had been familiar. 
The only mistake we made was that we selected certain 
parameters with which no one was familiar. 

So long as they are willing to learn, there is no question of 
failure. So far as this project is concerned, 11 will not say 
that FEDO has failed. In one day the Cochin Plan produced 
urea of about 850 tonnes. They are coming up. The plant 
can work upto 85 per cent of its capacity." 

6.32. The Committee note that the original project report based 
on ~apanese plant and equipment estimated a period of 27 months 
between the anticipated date of signing the contract and the date 
of commissioning (June, 1969). At that time the contemplation was 
to fiJlancc the project out of free foreign excbange. Later, Govern-
ment of India decided that due to non-availability of free foreign 
exchange, negotiations should be made with France, Italy and other 
countries. Consequent on the availability of Italian credit, the last 
contract was signed in February, 1968 and the period was reduced to 
20 months and the plant was scbeduled for commir;sioning in October, 
1969. The Committee regret that because of the delay in the supply 
of plant and equipment by the foreign as well as indigenous suppliers 
and because of certain defects in the synthetic Bnd the reform gas 
plants, which had to be rectified, the Ammonia and Urea Plants 
could be commissioned only in April" 1973. The Committee note 
that the collaborators had pointed out in October, 1968 that the plant 
using centrifugal compressors could at'hieve greater efficiency and 
produce cheaper ammonia, but cautioned that ~ince s~ch a ~Iant was 
more complex the commissioning and, operational difficultIes would 
be of much hi~her order. The Secretary of tbe Ministry has admitted 
during evidence that "this new technology was just c~ing into 
operation in other parts of the world. So we started on thiS and .we 
have to pay a heavy price for this. We put up the plant accOrdlllg 
541 L5-5 
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to certain higher parameters as against the lower parameters witb 
which we 'had been familiar.' The only mistake we made was that 
we aeleeted certain parameters with which no one was familiar" 
w~ieh eventually led to -all the troubles in the plant and delayed 
the commissioning' .The Committee are surprised that the FACT 
should have accepted the Plant without verif'ying whether a plant 
of this dimension had been in actual operation elsewhere and more 
10 when no ol1e in India was familiar with parameter of the techno-
logy of this Plant. While the Committee are not averse to the use 
o,f forWard technology in setting up of the projects, they would like 
that Government should satisfy tht!mselves fully that such a techno-
lorr has been successfully put up in operation elsewhere So that no 
experiment Is done at the cost of the country. 

The Cohlmittee are informed that among the indigenous suppliers, 
the main bottleneck was the delay In the supply and erection 01 
boilers and pressure vessels by Mis. A. V,ickers and Babcock Ltd., 
Durgapur. Though the boilers were scheduled to be supplied, erected 
and commissioned by July, 1969, the erection work was got ,done by 
F ACl' at the cost of the suppliers through another contractor and 
the boners commissioned only in October, 19'71. The FACT's claim 
lor liquidated damages was also not accepted by Mis. A. Vickers and 
Babcock Ltd. and the legal opinion was also not in favour of pressin, 
the claim. The Committee understand that the penalty leviable on 
Mis. A. Vickers and Babcock Ltd., for delay in supply worked out 
to Rs. 6.S lakhs against which an amount of Rs 7.4 lakhs had been 
withheld from the bills and the question of levy of penalty is still 
under consideration of Company. The Committee would like to 
be informed of the results. 

The CoDlD1ittee regret to note that on account of the delay in 
eomnlissioning of the Plant, there had been a loss of pl1Oductioa to 
the extent of 1.65 lak.h tonnes of Urea in the first year of operation, 
2.31 lakh tonnes in the second year of operation and 2.64 takh tonnes 
in the third year of operation on the basis that the plant wouldbc 
working on 50 pet cent capacity in the first year of operation and 
70 per cent capacity in the second year of operation and 80 per cent 
capacity in tbe third year of .operation, It bas been admitted dning 
evidence that the loss in production was to the extent of '&s. 10 cro-
res in 1973-74. It has been stated that the project is presently .ope-
rating on a capacity of 50 to 60 per cent on an average and the mea-
sares to step up produeti.on are on way. The Committee are inform-
ed that even now the biggest bottleneck is on the waste beat reco-
very system and after a review of the design of the plant bas heeD 
undertaken the defeds, had been indentified and the plant is now 
c:apable of goiq up to a load of 80 per cent without modification. 
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'fhe main constraints in achieving 100 per cellt :rated eapacity ail 
however stated to be insufficient superhead temperature of itaim 
to the turbine and insufficient cooling in the ammonia qntbesls 
loop. While in the case of the fOmler item, responsibility has been 
fixed on the suppliers and they have agreed to supply all equipments 
necessary for rectifying the defects free of cost, in the latter ease 
the mattet has 1Nten taken up with the Fertilizer CorporatioD df 
india, who are the process guaranten and with their eoll&bOn .... 
The Committee need hardly stress that FACT hal aInU., lGItt • 
valuable time in commissioning the plant and achieving the rated 
capacity. The Committee recommend that the FACT should loll 
Il1O further time in rectifying the d.fects noticed in the plant all. 
achieving the rated capacity. 

C. Ambalamedu House 

6.33. Against a lutnp sum provision of Rs. 100 lakhs in t.e pro .. 
jed estimates of Cochin Fertilizer Phase-I for the construction of 
staff quarters, technicians hostel, market, etc. in the towrtship, the 
Company constructed one hostel and another building (Ambalamedu 
H<!use) for accommodating the foreign technicians and engineers 
respectively who were to come under the Agreements with the 
foreign suppliers. The hostel was constructed at a cost of Rs. 4.62 
lakhs and was furnished at a cost of Rs. 1.11 lakhs. 

6.34. The Ambalamedu House built at a cost of Rs. 14.20 lakhs 
(approx.) was ready for occupation in November, 1970· after it had 
been furnished at a cost ofRs. 1.40 lakhs (approx); Th~re are 48 
rOOms and 2 VI,P suites in it. 

6.35. The maximum number of foreign engineers accommodated 
in the House on any day was 20. Considering the number of foreign 
engineers actually accommodated in the House, the accommodation 
provided was found to be in excess of the actual requirements. 

6.36. In order to utilise the available accommodation, the Com-
pany is now permitting outsiders also to say in the House. The 
catering arrangements have been entrusted to a contractor from 
January, 1971. 

6.'37. The Ministry stated in March, 1972 that the Amb~lamedu 
House would be utilised by~he Company for accommodating the 
foreign technicians connected with the Cochin Phase II Project and 
efforts to utilise it as a hotel to meet the tourist requirements were 
also being explored. No engineering connected with Cochin Phase 
~I is, however, reported to be staying in the Ambalamedu House at 
pres~yt. 
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6.38. It was stated by FACT that as per contractual obllgations, 

FACT had to provide for senior engineers first class hotel accommo-
datiPn of international standards or equivalent. The accommodation 
p~vided in the Technicians' Hostel was not equivalent to first class 
hotel accommodation. 

6.39. The Committee enquired whether all the foreign technicians 
and engineers, who came over to Cochin under the agreement were 
actually accommodated in Ambalamedu House or whether any of 
them .was accommodated outside. The FACT informed that because 
of delay in commissioning the Plant, the stay of foreign technicians 
and engineers was extended beyond original expe:otation. If the stay 
of foreign technicians and engineers extended beyond six months, 
they had to be provided f~mily accommodation. Therefore family 
accommodation, which was not available in Ambalamedu House, had 
to be provided to some twenty families and a house was also rented 
for the Chief Engineer of the Italian firm. A total expenditure of 
Rs. 30,763.00 was incurred on hire charges for accommodating fore-
ign technicians in hired buildings during the period from 1-10-1968 
to 13-11-1972. 

~o. The o~cupancy ratio of the Ambalamedu House has been as 
follows:-

Sponsored by FACT 

Year MaD room days Total Sponsored Grand Total Pere:ntagc of 
MaD- by Total Man- ocx:upancy 

Forei~ room Licensee Man- room with 
Tee '- days room days reference 
clans Others Man- days available to availa-

room occupied able ICC-
days ammo-

dation. 
Tourists 

etc. 

(I) (2) (3) (4) (5) (6) (7' (8) 

1971 4952 389 5341 BSl 6193 17520 35'35 
1972 3891 416 4307 731 S038 17568 2S'6fl 

1973 1'30 363 1793 S07 1300 17520 13'13 

1974 (upto 
358 600 11664 5 31-8-1974)" 201 35 242 

6.41. The catering arrangements have been leased out to a con-
tractor, which it has been stated, is not' unusual. 
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6.42. It has been stated by the F.A.C.T. that the Ambalamedu 
House has been to some extent used to meet the requirements of 
tourist traffic. The tourists, however, came at the initiative of the 
ca~rer. The FACT nre now exploring the possibilit'y of entering into 
some arrangement with Department of Tourism, with a view to 
utilising the Ambalamedu House fully. The Director General of 
Tourism assured FACT in August that this offer would be kept in 
mind while formulating the Fifth Five Year Plan. The Kerala Tour· 
ism Development Corporation has also evinced interest in the 
building. 

6,.43. The Ministry Of Petroleum and Chemicals justified the 
construction of Ambalamedu House and making a profitable use of 
the House-.as follows:-

"The construction of ~he Ambalamedu House Was t'eken up 
with a view to accommodating the senior foreign techni-
cians/engineers who were to come under the agreements 
with foreign suppliers of plant, machinery and know-how. 
It was necessary to build the House since the project area 
is 25 miles from town with no suitable hotel accommoda-
tion nearby. It is falt that a hotel or guest house in 1l pro-
ject area cannot be evaluated in terms of occupancy alone. 

Although the discussions were held with the Department of 
Tourism in August, 1972 on the possibility of utilising the 
Ambalamedu House, no concrete scheme for such utilisa-
tion has emerged. The management is exploring the 
possibility of utilising suitably the accommodation in the 
Ambalamedu House." 

8.44. The Committee note that the FACT constructed one hostel 
and another bullding (Ambalamedu House) for accommodating 
forela'n technicians and engineers, who were to come under agree-
ments with foreign suppliers at a cost of Ra. 4.62 lakhs and as. 14.2 
lakhs respectively and these were furnished at a cost of as. 1.11 
lakhs and as 1.4 lakhs respectively. The Committee regret to note 
that the maximum number of foreign engineers accommodated in 
the Ambalamedu House was only 20 and the occupancy ratio was 
decreasing from 35 per cent in 1971 to as now as 5 per cent in 1!74 
(upto AUlfUSt, 197"). The Committee are informed that ac(ordlDl 
to the contraetual obligation FACT had to provide for senior engi-
neers first cla88 hotel accommodation of international standards or 
equivalent and if tbe stay extended beyond six months of the onei-
nal expected period, they had to be provided famUy accommodation. 
The FACI' had to incur an expenditure as. 30,763 oil hire eharps of 
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buildin&s taken on rent for the period October 1968 to November , , 
1972. In the opinion of the Committee accommodation provided in 
the Ambalamedu House was excessive in view of the low level of 
occupancy, The FACT could have restricted the scale and type of 
accommodation to the actual number of foreign technicians and engi-
neers expected to come under the agreement. The Committee 
reeomllUlftd that Govemment should investigate the reasons for 
creating such large accommodation in excess of the requirements 
at a eost of over Rs. 15 Iakhs and fix responsiblUty for the lapses. 
The Committee would like to be informed of the action taken. 

6.45. The Committee are informed that the FACI' are exploring 
the possibility of accommodating the foreign technicians under 
Cochin Phase n and also for utilising it as a hotel to meet the tourist 
requirements. The FACT is also stated to be entering. into some 
alTllDgement with the Department of Tourism. The KeraJa State 
Tourism Development Corporation is also stated to have evinced 
some interest. Since it is reported that no engineer connected with 
Cochin PhaSe n is staying in Ambalamedu House at present, the 
Committee recommend that F Acr should intensify its ellorts with 
the Department! .of TourismlKerala State Tourism DeveI~nt 
Corporathn and take suitable measures so that the Anlbalamedu 
HouSe could be put to more profitable use. 

D. Cochin Fertilizer Project-Phase D 

6.46. This is an IDA (International Development Association) 
aided project from which a loan of $20 million had been received 
by the Government of India from the IDA. 

6.47. AI; per' the project report submitted in 1970, the total cost 
of the project including a plant for producing Ammonium Sulphate 
and Bag Making Plant was Rs. 45,864 crores. The Government how-
ever, approved the project excluding Ammonium Sulphate and bag 
making plant at a cost of Rs. 35.716 crores. The Project was t'aken 
up during 1971-72. The cost was reassessed in October, 1972 and 
revised to Rs. 45 crores. The Revised Estimates were stated to have 
been prepared bailed on detailed specification which were not avail-
able at the time of making the original estimate. 
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B.48. The project was based on imported ammoIUa for which an 
agreement had been entered into with Messrs -Norsk Hydro of Qater. 

-
6.49. The Project envisaged the manufacture of 4,85,000 tonnes 

of NPK Granulated Fertiliser and 3,300 tonnes of Cryolite per year. 
The Cryolite Plant was, however, expected to be taken up only after 
the unit set up in Udyogmandal went into regular production. 

-6.50. Though as per the original schedule, all the plants were 
expected to be ready for commissioning by September, 1974, they 
were now expected to be ready for commissioning as under: 

Sulphuric Acid Plant-2nd half of 1975. 

Phospheric Acid Plant-June 1975. 

HPK Plant-July 1975. 

The reasons for the delay are stated to be mainly: 

(1) Because of the larger sizes of equipment, the number of 
parties available were few. The response to international 
tendering as per procedures laid down by IDA, was not 
good. There was delay of 3-4 months in ordering equip-
ments. EXtension of time had to be given and in some 
cases items had to be retendered. 

(2) Considerably delay happened in civil works dUe to labour 
troubles, heavy monsoons, late receipt of drawings from 
suppliers and consequently delay in award of the contracts 
etc. Further the layout of the NPK plant had to be com-
pletely reworked since the space originally envisaged by 
Davy POWer Gas, USA was insufficient. 

The plants are expected to reach production as under:-

1975-76 

1976-77 

1977-78 

1978-79 

-1,62,000 Tonues 

3.41,000 Tonnes 

-4,22,000 Tonnes 

-4,85,000 Tonnes (Rated produc-
tion). 
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6,i1. The following table indicates the broad break-up of project 
cost, actual expenditure incurred upto 31st March, 1974 and the anti-
cipated further expenditure for completion of the project:-, 

CRa,/Jakha) 

Project Actuala Anticipated 
COlt up-to furt&cr 
octr, 31-3-1974· expcndi-
1972 I ... ture to 

• . complete 
r 11- tbe 

project. 

t, Ovil works 452' 39 181'93 360'46 
2, Plant and equipments 2757'S] 1077'40 1680'13 
], Township .55'00 55'00 

4· Land 12'00 12'00 

5, Pr.:linUDary expeD&eS 10'SO 10'45 o'oS 
6. Pre-operation and maoaaement expenses 188'78 52'41 136'37 
7. Pinandna charpI . 225'00 225'00 

8. Workina capital mUJin 480'00 480'00 

" CoatinFDCics 228'800 2.28'800 
Total (I to 9) . 4500'00 1323' 19 3177·81 

_._---
-Provisional and subject to noaliaatioa and audit, 

6.52. On an enquiry whether the revised estimates had been ap-
proved by the Government, the Ministry of Petroleum and Chemicals 
stated in a written note as follows: 

''The revised project cost estimates for Cachin Phase-II, indi-
catin't a total capital outlay of Rs. 45rores with a foreign 
exchange components Rs. 1042.39 lakhs including a pro-
vision of Rs. 50 lakhs as contingencies were received by 
the Government from the Company in February, 1973. 
Government had not yet' approved t'-lis revised estimates 
because it was considered that the estimates would have 
further to be revised, particularly taking into account the 
re ent escalations in equipment and cons~ction costs. 

As compared to the sanctioned cost of Rs. 3571.60 lakhs, the 
increase in the revised cost estimates submitted to Gov-
ernment in February, 1973 was about Rs, 9,29 crores. The 
main increases in the revised cost estimates were in res-
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pect of phosphoric acid plant (Rs. 60.99 lakhs), NPK Plant 
(280.92 lakhs) services and facilities (Ra. 176.58 lakhs) 
Working capital margin (Rs. 68.40 lakhs) and contingenc1u 
(Rs. 219 lakhs). The revised cost estimates were prepared 
after getting more reliable data from the collaborators and 
others. Further, tfle original) scheme included provision 
for the production of ammonium SUlphate and also the 
setting up of bag making plant, which were not approved 
by the Government and which also called for revision of 
the original estimates". 

6 .. 53. 'fo another enquiry as to why the ammonium sulphate J 
and bag making facilities were not approved, the Ministry repUea 
that Government did not agree to include the ammonium sul-
phate plant, as originally proposed by the Company, for the following 
reasons:-

(i) The by-product gypsum ammonium SUlphate plant Udyog-
mandaI had not been able to produce on a steady basis, 
even at 70 to 80 per cent of its capacity (in fact it was 
hardly 40-45 per cent) and; 

(ii) nU Cochi,n lP!ha*i! went into operation and operated 
steadily, it would be difficult to predi~t continued availabi-
lity of carbon-dioxide for sulphate. 

6.54. As regards the bag making plant, it was felt that this should 
be set up as an ancillary industry. Such ancillary activities were 
not generally taken up by large undertakings but best taken up by 
small scale industries." 

6.55. The Committee note that Government approved the project 
report of Cochin Phase-U excluding Ammonium sulphate and Bag 
making plant at a cost of RI. 35 crores in 1970. The cost was re-
assessed in October, 1972 and the project cost i'Cvised to as. 45 crores. 
It was stated that the revised estimates were prepared after getting 
more reliable data from the collaborators. The Committee regret 
to note that though the revised project cost estimates were submitted 
to Government in February, 1973 they have not so far been approved 
on the ground that the estimates would have further to be revi4led In 
view of the recent escalation In equipment and constl'1ldion eostJ. 
The Committee have already recommended in paragraph 8.13 that 
cost estimates should be prepared after taking into account all the 
foreseeable items of expenditure and the outlay should be mdlcated 
as accurately as possible. The Committee see no reason why the re-
vised estimates should not haVe been considered making provisioD 
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for escalation in cost of equipment and construction as far as could 
be reasonably known instead ~f delaying the sanction and thus 
defeating the purpose of sanction of an estimate. The Commit too 
recommend that Government should critically examine the reasons 
for excesses and also their effect on the economics of the project 
~efore sanctioning the revised estimates and bring the detailed rea-
sons .for the increase in estimates and their effect on cost of produc-
tion aneT the economics of the project before Parliament. 

6.58~ The Committee note that Cochin Phase....rr was originally 
expected to be commissioned in September, 1974 but due to certain 
reasons it is not likely to be commissiOIled before 1975. The Com-
mitt~e also find that the plan are expected to reach a production 
leyel of 1,12,808 tooes by 1975-76, 3,41,_ tooes by 1976-77, ',22,_ 
tODDes in 1977-78 and 4,85,000 tODnes in 1978-79. The Committee 
would like that the GovernmentfFACT should ensure that tbe 
capacity utilisation as planned is adhered to. The Committee also 
recqmmend that in view of the delay in commissioning of the plant, 
tbe Government/FACT sbould take immediate steps to get the 
period of guarantee extended suitably. The Committee feel that 
unless steps are taken right from now to deal with the factors eon-
tributing to delay in the execution of the project, tbe story 01 Cochin 
Phase-I mJgbt be repeated in this case also leading escalation 
of cost estimates and heavy loss in production. The Committee, 
therefore, recommended that Govemment/FACT should monitor the 
pmgress of this project concurrently and ensure that the revised 
schedules of completion by July, 1975 are adhered to. 

6.57. As already stated the project is based on imported ammonia 
for which an agreement has been signed with Mis. Norsk-Hydro 
of Norway. . . ."..." \ 

6.58. Originally the offers for the supply of liquid ammonia were 
bein& handled by the Fertilizer Corporation of India. In April, 1972, 
Petroleum & Chemicals Ministry authorised the Chairman and 
Managing Director, FACT to directly negotiate with MIs. Norks-
Hydro. 

6.59. Negotiations were carried out from June, 1972 and in Sep-
tember a revised draft was received from Norsk-Hydro Acceptance 
was given to Norsk-Hydro on 19-10-1972 by Talex. This was acknow-
ledged by their cable of 20-10-1972. 

6.60. Norsk-Hydro had suggested that the contract be formally 
signed in Oslo on 18-11-1972. The Management of FACT stated that 
various dates were considered but were not 'ound suitable due to 
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exigencies of work. With the end of the strike at Udyogmandal there 
was a lot of rush of work to get the working of the factory back to 
normal. Finally a date convenient to both parties was fixed at 12th 
February, 1973. In January, 1973 Norsk-Hydro intimated that the 
terms settled earlier had not been accepted by their Board of Direc-
tors'L A revised offer dated 8-3-1973 was given by them. This offer 
was examined by the Board of Directors of FACT on 22-3-1973 and 
they decided not to accept the offer and this was conveyed to the 
Ministry. The Ministry of Petroleum & Chemicals examined this 
and decided to accept the offer in the overall, national interest. 
Based on this the Board of Directors authorised the Chairman and 
Mapaging Director of FACT to conclude the contract and the COD-
tract was concluded which was approved by the Government and 
Board. 

8.61. On being asked to explain the delay in the signing of con-
tract and the effect of the delay on the price to be paid for the im-
ported ammonia, the Chairman-cum-Managing Director of FACT 
stated as follows:-

"The settlement for $41 C&F Cochin, the first settlement that 
has been referred to, in the tel"ms is settled initially, and 
confirmed by them, that it is legally binding. It is not 
the case that there was anything to be done in the way 
of legal commitment. It was supposed to be done in No-
vember and was offered ultimately to be done in February. 
But that did not change the position at all. In the settle-
ment made there was a provision that the settlement is 
subject to the Government of India's approval and also 
subject to the approval of the Board of Directors of the 
respective companies. that is. FACT as well as Norse-
Hydro of Nor'Way. This provision was includ,ed at a time 
when FACT was not directly negotiating for this import. 
We took over the negotiations from the FCI, who had been 
assigned the responsibility of negotiating for import of 
ammonia from all the gu}f"areas, Iran, Kuwait and Qatar. 
We understand that it was the requirement' that it should 
be forwarded to the Government because all foreign 
agreements are subject to the approval of the Government 
of I.ndia. When we were ready to complete the formalities 
in the sense of signing the contract, at that point of time 
we were told that Norse-Hydro was not willing to go 
ahead with the settlement because its Board could not 
approve the settlement. I repeat that' the earlier settle-
ment had a provision that it is subject to the approval of 
the respective boards. Then the Norse-Hydro team came 
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here, the representatives of FACT and the Ministry met 
them and we put it squarely to them as to whether it 
would have made any difference if we had signed the 
agreement in November and they said that it would not 
have made any difference. So, It is not the case that if 
FACT had accepted the offer earlier, Or if we had gone 
to Oslo and had signed the agreement in November for 
imported ammonia the position would have been diffe~ent. 
In the changed circumstances the prices of petroleum pro-
ducts are subject to violent fluctuations and consequently 
changes in prices of ammonia. Subsequently, we have 
entered into a contract in 1973 at a very firm price which 
is accepted by them. Even then we have today received 
a letter that they will not be able to supply at that price. 

xx xx xx xx xx 

6.62. It would not have made any difference if I had gone there 
in November. There were valid reasons for my not going there at 
that time. At Udyogmandal I had a lot of problems to attend to. But 
suPPOse J had gone and signed a contract, it would have contained 
a provisitn that it is subject to approval by the respective boards. 
It would not have Illade any difference. Se"Ondly, we now have a 
contract with them which has got the approval of both the board!!. 
Yet, they are unable to supply them. They have written to us that 
as against $41 FOB port of despatch. They want something like 
$450. It is the world situation where in relaton to petroleum and pro-
ducts emanating from it the people are saying that they are not 
bound by the contract." 

6.83. The Committee also note that the project is based on 1m. 
poiUd ammonia for which an ~eement had been siped with MIs. 
Nonk·Bydro of Norway. The Committee were informed that offers 
for supply of Uquld ammonia were orlctDally laDelIed by the Ferti-
lizer Co."oratlon of India from where they were transferred and 
Chairman and Manqln, Director of FAct was authorised In April, 
11'72 to directly negotiate with the foreign firm. Accordingly, nece-
tlations were carried out from June. 1972 and acceptance was gn.en 
to the fOnYiD firm in October, 1972. When the foreign finn suggested 
that the contract be formally si(Ded in November, 1972, this could 
not be adhered to due to certain dlftlculties in the workin~ of the 
Udyoct'lWlndal Unit and therefore a date t!onvenif'tnt to both parties 
was fixed in February, 1973. The Committee flnd tbat in January, 
Un3 the foreign firm intimated that the terms settled earlier had not 
been aet'epted by their Board of Directors and a revised offer was 
civen by them in Mart!h, 1t73. This revised otter was not, however, 
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acceptable to the Board of n:.rectors of the FACT but later they 
had to accept the rates in the over-all national interest on the advice 
of the Ministry and the contract was concluded. It was stated that 
the earlier settlement with tbe foreign firm had a provision that it 
Was sVlbject to the approval of the respective Board and therefore 
even if FACT had accepted tbe ofter in November, 1972, it would 
not have made any difterenre. The Committee however find that 
even after tbe finalisation of the contract, the foreign firm (~'/s. 
Norks Hydro of Norway) was unable to supply ammonia at the 
agreed rates and had alked for an escalated price and stated that 
they were not bound by the contract became of 'the world situation 
in petroleum and petroleum products. The Committee feel that in 
view of the escalation in prices of ammonia the cost of production 
and the eeonomlcs ." the project would be adversely affected. The 
Committee l'C("ommend that Government should make use of the good 
offices of the IDA to pUll'suade the foreign firm to supply ammonia 
lit the already agreed price and also ensure timely and assured 
~upply of ammonia in future. 



'A~ ~NGINEERING AND DESIGN ORGANISATION (FgnO) 

7.1. The FACT Engineering and DeSign Organisaticm was set up 
in 1964, Having regard to the experience of the Company and the 
planning and Eiesigning organisa~ion already built up by it fot tht! 
expansion programme as also the capacity of the similary organisa-
tion in the Fertilizer Corporation of India Limited, the Government 
of India decided in September, 1963 that the Company should plan, 
design and construct at least three complete fertiliser plants before 
~heend of the Fourth Five Year Plan (1966--71), Within the regions 
eovered by ~he States of Kerala, Mysore, Andhra Pradesh and Tamil 
Nadu and the Union Territories of Goa and Pondicherry. It was also 
the intention of the Government that the allocation of further ferti~ 
liser units to the Company would be considered if it had further 
capacity. In pursuance of this decision, the Engineering and design 
Organisation wa!;i gradually developed and became a full fledged 
division in 1966. 

7.2. In order 10 acquire process know-how, FEDO entered into 
collaboration arrangements with Mis. Power Gas Corporation Limi-
ted. U.K. in April, 1966 for the Steam Reforming Process and with 
Mis. Engineering and Industrial Corporation, Belgium in February, 
1968 for the designing and construction of Phosphoric Acid Plants. 

7.S. The field of activity and areas of specification were determi-
ned based on guidelines given in the report of the working group on 
advance planning for fertilizer Plants (Swaminathan Committee 
Report). The report had stressed the necessity for FEDO and Plan-
ning & Development Division of Fertilizer Corporation of India to 
wor~ as complementary units of each other without any overlapping 
in areas of speCification. . 

7.4. Of the four fertilizer projects (Cochin, Madras, Mangalore 
and Tuticorin) for which the project reports have been prepared by 
the FEDO, only the construction and management of the Cochin 
Project was entrusted by Government to the Company in July, 
1965. The FEDO has, however, undertaken the planning, designing 
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iDd construction of the following major works also, either through 
negotiations or against invitation of open tenders:-

Name of the work 
Value of 
work (Ra. 

in lakhs) 

Date of 
taking up 

the work 

Name of the undertakin 
for which the work was 
taken up. 

_______________ ~ ______ ~ __ ~~! __ • ____ ~ __ ~ ________ _M·~A 

Steam Reforming Synthesis Ga. Plant 236147 August, 
1966 

Pertilber Qdrpn. offnd 
Ltd. DutsaPuf Un 

~hOlphoric Add Plant. 

1-t ydrogcn Plallt. 

t'h08phoric AcU4 Storage, 

Sulphuric Acid Plant .. 

Chemical Plants 

Chemical Plants 

Pertilizer Corpn. of Indill 
Limited Sindri Unit. 

Hind~OrpI:al~ lind 
Cbemicala Limited, Raa_-
yani. 

3' 45 March, J!)68 Madras Engineerlnp Ferti. 
liser5 Ltd. 

J02'S3 June, 1969 Ttavancore Titanium 
Products Limited 
TrivandruJD. 

27' 57 March, 1969 MIs. CatalYlt. and 
Chemicals, Bdeyar. 

J'40 March, 1969 Periyar Cbemil;al. of 
COc:hiJ.l, Bdayar. 

7.5. In additio"', it has underi'aken the engineering and designing 
of the Company's fourth stage expansion and has also secured small 
contracts in and around Kerala fof the various types of design and 
engineering work. 

7.6. Besides FEDO and P & D Division of F.C.I., Engineers (India) 
Ltd. is another public undertaking, which has come in thebegining 
of the Fifth Five Year field for setting up fertiliser plants. 

7.7. The jobs quoted for by FEDO can be classified into three 
categories:-

(i) Techno-economic feasibility studies And project reports. 

(li) Consultancy services, 

(iii) Turn-key contract for design, supply, erection and com-
missioning, 
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7.8. During 1970-71 to 1971-73, the FEDO undertook the follow .. 
ing major workl:-

NlIDe of the weD 

I. CoDIultancy IcrviceI for 
atonae fdIty for L. P. Gu 

a. CoaiultaDCy Scrvk:c for Pho-
sphoric ACid Storap fdty 
atMIdraa 

3. Mubt SQI'fty for Pcrti1Izen 
in Nortbem 1Ddi. • • 

4. Fcuibllity Study for SocUwn 
H1dro-Sulpbitc Project in 
RiJuthm 

ValueP. 
(RI.JD 
Iakbs) 

Cbarpable 

RI. 

M7,ooo 

1.00,000 

80.000 

o 50.000 

Dlleof 
order 

a7-8-70 

10-1-71 

Name of the::=C 
(or wblcb wodt .. D 
up 

Madril Fertililen Ltd. 
Midraa. 

Do. 

Ltd. 

Chemical Mmu£ac:tarfoa 
Co •• Delhi. 

5. Fertilizer Project at Khetri 
Tumkey Project laoo' 00 Hmdustaft Copper 

Ltd. Khetri. 
6. Techno-Economic 

Fcuibllity Study 
for eelected distri~ 
ofKeraJa 

'1. CochiD I Phase II 
Fertiizer Project 
TumIcey Project. 

8. Pe aaibllity Study for 
Tapioca procesainS 
unit at Malappunm 

9. lInd Cooling Tower 

10. Techno- Econo-
mic Fcuibility 
study for Districts 
01 Tamil Nadu 

II. FcuibilitY study 
for IFFCO Hlpm-
,ion Project at Kan-
dla 

I:Z. Feulbilitf Study 
:"or a fomuc add 
Plant at Bdayar 

13. Civil Works for 
Trlcbur Municipality 

14. ~uatioD of Fer-
ti.Uzr Mater Plan 
for Tanzania 

4500'00 

2,00,000 

50,000 17-7-73 

3,90,000 9-10-73 

l,oopoo Oct., 1973 

Govt. of Ketala 

FACT 
Ltd. (own oit.) 

Govt. of Kerala. 

Hlndustao Iaacctiddea 
Ltd. 

Govt. of 
Nadu. 

IFPCO. 
Delhi. 

Tamil 

New 

Kerala Adds & 
Chemi~ Ltd. 

Tricbur Muoic:ipa. 
Council. 

National Industrial 
Development Cor-
poraaion. New 

Delhi. 
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7,9, The sanctioned and existing strength of FEnO as on 1-4-1974 
was as follows:-

Technical 

393 

Sanctioned Strength 

Non-
Technical 

35 

Total 

Existing Strength 

Technical Non- Total 
Technical 

238 22 

7,10, Based on the audited accounts of 1972-73, teh annual estab-
lishment cost in respect of FEDO was Rs, 60,86 lakhs, Of this, 
Rs. 41.84 lakhs represented salaries, provident fund and bonus. 

7.U, The working results of FEDO during the last four years 
upto 1973-74 are as follows:-

Income from Engineering Services 

Oubide Jobs 

Own Project at Cost 

MiscellaAeou8 . 

Expenditure after adjusting work-
in-proare&s . . 

Profit 

• Provisional 

1970-71 1971-72 

75'6S 70'41 

27'99 31'91 

0'08 0' 13 

1°3'72 201'45 

102'22 112'49 

I' 50(-) 10'04 

(Re, lakha) 

1972-73 

37'S3 37'58 .... 
29'75 30'09 

0'211 0'20 

67'56 67'87 

66'71 67'79 
o·sS 0,08 

7.12. The main reason for the loss in 1971-72 was stated to be due 
to write off of pre-tender and enquiry expenditure on jobs not mate-
rialising, This also included Rs, 1.82 lakhs being bonus relating to 
prior years (1966-67 and 1967-68). 

7.13. On an enquiry of the Committee whether orders received 
during the period 1970-71 to 1972-73 were sufficient to keep the orga-
nisation busy and how far the organisation was having adequate 
load of work, the representative of FACT stated during evidence:-

"Orders were sufficient, the organisation was sufficiently busy 
during this period. 

541 L8-e 
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Wt;; bte coming to a low level of utilization and we have sot 
a few orders recently. We expect to get some fresh orders 
also, probably we can get going in the next year. :for the, 
future, it will depend on whe1lher we could get more 
orders." 

7.14. The modus operandi for obtaining orders was stated to be 
)y submission of quotations on competitive basis in tendering and 
~mpeting with others or by directly approaching the party con-
t:erDed.. ' 

'(.15. To another enquiry of the Committee whether . due to exis-
~nce of En~neers (India) Ltd, FEDO was not having enough work 
tiJ.d if so. whether it would be a good proposition to amalgamate the 
\wo organisations, the Chairman-cuM-Managing Director replied:-

"Personally, I think that having two or three organisations 
working independently would be a better proposition 
than amalgamation. FEDO was set up with some kind of 
understanding to equip itself for putting up fertilizer 
plants. Because of non-expansion of FACT there is not 
sufficient work for FEDO. This is a problem we are tak-
ing up so that FEDO could get more work ...... It is not 
due to lack of efforts FEDO was set up specificany for 
fertilizer projects. But the new fertilizer projects which 
are coming up in the public sector are being done either 
by the FCI or the new company that has been Bet up. 
FEDO could not have done anything to obtain these pro-
jects." 

He further added:-

"We are specialists in the fertilizer field. We are diversifying 
into the design and engineering of other industries and 
plants. Government is looking into this issue of providing 
steady work to keep FEDO going. There is no intention 
of winding up FEDO." 

7.16. The Committee enquired whether in the opinion of the Gov-
c!mment, the present load of work justified the present size and cost 
of establishment of FEDO, the Ministry of Petroleum & Chemicals 
stated in a written note as follows:-
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"The following projects are currently under execution by 
FEDO:-

(1) Fertiliacr Project for Hindustan Copper Limited. 

(2) Cochin Phase-II Expansion • 

(3) Feasibility Study for 2S TPD Caustic soda Plant for Hindustan 
Insecticides Limited., . . . 

(4) Acid mixing system for Cordite Factory at Arubankad 

(s) Pollution ControlJor Sulphuric Plant for PCI, Trombay~, fl. 

Project Ctl8t 

Ra. 
12 crores 

.S crorel 

20,000 I 
132 lalths 

no lakhs 

The FEDO has in addition some jobs in the Udyogmandal unit 
and Cochin Phase I, FEDO, along with other undertakings 
like National Industrial Development Corporation and 
Engineering Projects (India) Ltd, quotes for projects 
within and outside the country. The feasibility of taking 
up design and engineering work for chemical industries 
other than fertilizer industry such as caustic soda, soda 
ash, etc. is also being examined. 

FACT is considering a diversification programme in its Udyog-
mandaI Division, involving the setting up of Methanol 
plant and possibly soda ash and ammonium chloride 
plants. There is also a proposal for further expansion of 
Cochin called Cochin Phase III. The implementation of 
these projects would give adequate work load to FEDO. 

The question of effecting economies in FEDO, will be reviewed 
by FACT taking all factors into account.', 

7.17. To another enquiry of the Committee whether Government 
had examined the reasons as to why that none of the new fertilizer 
projects under public sector during the coming year had been allot-
ted for designing and engineering to FEDO and the steps taken to 
keep the FEDO going as a viable unit, the Ministry of Petroleum and 
Chemicals stated in a written note as follows:-

"Five new fertiliser projects in the public sector have been 
approved in pripciple for being taken up for implemen-
tation in the 5t~ Plan period. Of these, the projects at 
Bhatinda, Panipat and Mathura are being implemented 
or are to be implemented by the National Fertilizers Li-
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mited. Engineers India Limited are the prime contractors 
for these projects, who will execute them in collaboration 
with the Japanese in terms of the understanding reached 
with the Japanese Authorities while negotiating the Japa-
nese credit assistance for these projects. The other two 
projects are at Paradeep and Trombay which will be im-
ple~nted by the Fertilizer Corporation of India Limited 
wlui have got their own planning and Development Divi-
sion. 

In regard to sulphuric and phosphoric acid fields, while all 
possible assistance is given by the Ministry to enable FEDO 
to secure an adequate volume of work, it will be recogni-
sed that FEDO/FACT would have to compete with other 
organisations in getting the contracts. Government do not 
consider it desirable to issue any directive in this regard." 

7.18. To a query of the Committee whether it would not be desi-
rable for FEDO and Engineers India Ltd. to specialise in different 
feedstocks, the Ministry of Petroleum and Chemicals stated in a 
written note:-

"When the Engineering and Development Organisation of 
FACT was originally conceived, it was contemplated that 
this organisation would specialise on the design, engineer-
ing construction and erection of ammonia plants based on 
naphtha as feedstocks as also the plants for the production 
of items like sulphuric acid, phosphoric acid and phos-
phate whereas the Planning & Development Division of 
FCI would concentrate their efforts in the field of other 
feedstock, ammonia synthesis, and the manufacture of 
urea, etc. However, subsequent developments taking in-
to consideration the refining capacity being planned in the 
country indicated that there would not be enough naphtha 
for basing additional fertilizer capacity. As a result, 
other feedstocks like fuel oil/heavy stock and coal are be-
ing increasingly adopted. While the majority of the plants 
being set up in the Vtr. Plan are expected to be based on 
heavy stock as feed3tock there could be a shift towards the 
use of coal in the subsequent plan periods. Also in the 
field of phosphates, the FCI, with their experience at 
Trombay in the manufacture of nitrophosphate have pre-
ferred to take up the design and engineering of such phos-
phate plants using the P&D wing of the Corporation. 

7.19. Fertilizers capacity is being developed in the country both 
to bridge the gap between .emand and supply and to cater to the 
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inereasing requirements. Arising out of this, a number of plants 
are being set up simultaneously and it would be_difficult for any 
single organisation to take up the responsibility, of building even 
specific plant. of all the fertilizer projects coming up within the 
country. The geographical location of the engineering companies 
can also favour concentration of their efforts around tife region in 
which they are situated. Besides, the fertilizer .~ii- the coun-
try are being set up with credit assistance from cRei'e~t countries 
which calls for utilising to the maximum extent the services and 
equipment available from the credit giving country, A!3 a result, it 
often becomes necessary to adopt different processes in the projects 
for the same process plants. 

Arising out of the points brought out earlier, there would be limi-
tations in the different design and engineering organisations deve-
loping well defined areas of specialisations with different feedstocks. 
However, in view of the large fertilizer programme undertaken in 
the country, all efforts are required to ensure that the facilities 
available with the different design and engineering organisation are 
to utilise best advantage and at the same time get the benefit of 
alternative technologies." 

7.20. The Committee note that the FACT Engineering and Design 
Organisation (FEDO) was formed in 1964 as per decision of the Gov-
ernment of India taken in September, 1963 to construct at least three 
complete fertilizer plants before the end of Fourth Five Year Plan 
(1 __ 71). In pursuance of this decision the organisation was gradu-
ally deyeloped and it became a full fledged division of FACT in 1966. 
But of the four fertilizer projects (Cochin, Madras, Mangalore and 
Tuticorin), for which the project reports were prepared by FEDO, 
only the construction and management of the Cochin Project was 
entrusted by the Government to 'the Undertaking in July, 1965, 
though it had undertaken planning, designing and construction of 
various other works since then by its own efforts. The Committee 
note that the income of FEDO from engineering services has gone 
down from Rs. 103.64 lakhs in 1970-'71 to Rs. 67.67 lakhs in 1973-74, 
and the profits of the organisation have also gradually decreased 
from Rs. 1.50 lakhs in 197()"'71 to a bare RI. 8,000 in 1973-74. As ad-
mitted by the Chairman·cum-Managing Director, thourh In the be-
ginning FEDO had enough work-load, but of late FEDO "was com-
Ing to a low level of utilisation. We have got a few orders recently. 
We expect to get some fresh orders also. Probably we can let going 
in the next year. 'For the fu'ture it will depend on whether we could 
get more orders." 
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'I.Z1. The Committee are informed that five projeeta' estimated to 
cost about Rs. 60 Cl'ores are currently hein, done by the FEDO. In 
addition, some jobs including diversiflcation programmes are all. 
being undertaken by the FEDO. The FEDO is also considering the 
feasibilltr of taking up design and engineering work for chemieal 
industries other than fertilizer industry. It has' been stated that 
FACT is conaid.mg the question of effecting economies in FEDO 
taking all the tactors into account. The Committee flod that in addi-
tion to FEDO, the planning and- development division of the Fertili-
zer Corporation of India, and the Engineers India Limited are also 
engaged in design and engineering work for ehemical and tertWzer 
industries. The Committee note that when the FEOO was originally 
conceived, it was contemplated that this' organisation would specia-
lise in the design, engineering, constmction and erection of ammonia 
plants based on naphtha as feed stock, as also, the plants for produc-
tion of items like sulphuric acid, phosphoric acid and phosphate 
whereas the Planning and Development Division of the FCI would 
concentrate their efforts in the field of other feed stock, ammonia 
synthesis, manufacture of urea, etc. Although fertilizer capacity 
in the country is being developed to bridge the gap between demand 
and supply and to cover the increased requirements and a number 
of plants are being set up based on different feed stock, according 
to Govemment there would be limitations in the different design 
and engineerinl organisations developing well defined areas of spe-
cialisations with different feed stocks. However, it has been agreed 
by the Ministry that all efforts are required to ensure that facilities 
available with the different design and engineering organisations are 
utilised to best advantage and at the same time get the beneftt of 
alternative technologies. The Committee, therefore recommend that 
GovemmentfFACT s'houl~ examine the economies of continuing 
this organisation with reference to the utility of the organisation and 
the volume of work to be handled by it and take a decision soon. 

7.22. The Committee feel that FEDO should have been bullt up 
from a sound nucleus organisation and allowed to expand only aft_ 
most careful assessment of the work-load from time 'to time In order 
to obviate overstaffing and frustration creeping over the staff. 

The Committee find that there are number of consultancy, design 
and engmeering organisations in the field. The Committee feel that 
now there is need for Government to examine in depth and deride 
the scope and area of consultancy of the different design and 
engineering organisations, The Committee recommend that a high-
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powered Expert Committee should be set up 'to review the role, scope 
and area for consultancy. design and engine&ing in the fertilizer 
industry in public sector so that the existing expertise and the re-
,oorces are utilised to the best advantage of the country The Com.-
mittee would like to be informed of the report and the action taken 
thereon within six months. 



VIII 

DISTRIBUTION AND MARKETING 

A. Selling Prices 

8.1. In 1957 the Government of India issued an order called the 
"Fertilizer (Control) Order, 1957," which inter alia stipulated that 
the Central Government might with a view to regulating equitable 
distribution of fertilizers and making fertilizers available at fair 
prices, by notification in the Official Gazette fix the maximum price 
or rates at which any fertilizer might be sold by a manufacturer or a 
dealer. Having regard to the local conditions in an area and other 
relevant circumstances, the Central Government might fix different 
prices for different areas and for different classes of consumers. No 
manufacturer or dealer could sell any fertilizer at a price exceeding 
the maximum price fixed under the order. 

8.2. With a view to ensure equitable distribution of available 
supplies of fertilizers, the entire indigenous production alongwith 
the imported fertilizers was being handled prior to October, 1966 by 
the Central Fertilizer Pool. From 1.10.1966, the indigenous manu-
facturers were allowed to sell 30 per cent of their production in the 
areas of their choice and at the prices to be determined by them. 
This was increased to 50 per cent from 1-10-1967 and 100 per cent 
from 1-10-1968. Under the Fertilizer Control Order, 1957 the Mini· 
stry of Agriculture continued to notify the maximum price of the 
four nitrogenous fertilizers, namely Ammonium Sulphate Ammoni. 
um Sulphate Nitrate, Urea and Calcium Ammonium Nitrate, on the 
same lines as was done prior to October, 1966. On 11·3·1968 the 
Ministry of Food and Agriculture clarified to the Fertilizers & Che-
micals Travancore Limited that although the producers had been 
allowed to sell a part of their production in the areas of their choice 
and at !)rices to be dctermin('d by them, the prices so fixed by 
them should not exceed the maximum prices notified by them till 
the price control order was withdrawn. On 19-3-1968, the Ministry 
of Petroleum and Chemicals asked the Company as well as the Ferti-
lizer Corporation of India that so long as Pool issue prices continued 
to be fixed by the Department of Agriculture, the public sector 
units should fix their F.O.R. destination prices so as not to be in 
excess of the Pool prices. 

128 
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8.3. On 24-10-1970 the Ministry of Food and Agriculture issued 
another clarification that the prices of four nitrogenous fertilizers 
were statutorily controlled irrespective of the fact whether these 
were handled .by the Central Fertilizer Pool or marketed by the 
domestic producers. It was further stated that the sale of any of 
these fertilizers at a price exceeding the maximum price notified 
by the Government of India was an offence punishable under the 
Essential Commodities Act, 1955. It was, however, observed that 
the prices fixed by the Company for Ammonium Sulphate for being 
charged from the consumers were more than the maximum prices 
fixed by the Government of India. The Company brought its 
prices in line with the prices fixed by Government only from 9th 
June, 1971 in Tamil Nadu, Andhra Pradesh and Karnataka and· from 
March, 1972 in Kerala. 

8.4. It has been stated that the cost of production of ammonium 
sulphate, for various reasons, was high at FACT. 

8.5. A statement showing the prices fixed by the Company tor 
Ammonium Sulphate in Tamil Nadu, Andhra Pradesh and KaT11ataka 
and also the Maximum ceiling prices fixed by the Ministry of Agn-
culture from 1-10-1966 is given below:-
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8.6. During the course of evidence of the representatives of 
FACT, the Committee asked why the selling price of ammonium 
sulphate in Tamil Nadu, Karnataka and Andhra Pradesh was fixed 
by FACT higher than the price statutorily fixed by the Government. 
The Chairman-cu.m-Managing Director explained:-

"At a particular point of time the management felt that the 
freedom of fixing the price also was given to the Company. 
After two or three years, when we were finally told that 
this was a wrong practice we corrected it. 

The correspondence with the Government appeared to show 
that, according to certain notifications issued by the Gov-
ernment, in the matter of marketing by 1.he manufacturers, 
it was interpreted by the Management that at a particular 
pOint of time it had freedom to fix the price also. This is 
what the record shows. 

8.7. In this connection, the Secretary of the Ministry of Petro-
leum and Chemicals informed the Committee during evidence as 
follows:-

"There was some confusion about price in the minds of peo-
ple in charge at FACT. The Government had of course, 
at a particular time. fixed under the StatUI;!, the highest 
selling price for certain items, as also the minimum sell-
ing price. Later, Government took a policy decision at 
the highest level, that in order to speed up the investment 
in the fertilizer industry and to achieve the production-
target of the 4th Plan, the indigenous production units 
should have freedom of action in regard to fixation of 
prices of fertilizers and their distribution. Accordingly, 
they had decided that a certain portion of the product 
manufoactured by each indigenous producer can be sold by 
him at any place of his choice, at any price fixed by him. 
It clearly means that this price may have nf) relation to 
the price fixed by the Government in regard tc others. 
It was the general policy. This idea was also in the 
minds of the FACT authorities. It was reinfClrced by a 
circular from the Ministry of Agriculture who is really 
responsible for distribution. I am quoting from their 
circular to FACT at other manufacturers dated the 
20th September, 1966:-
"I am directed to say that Government have under consi-

deration the question of liberalization of the existing 
control on fertilizers produced by indigenous factor-
ies in order to permit the manufacturers to play their 
pa~t in mSJ'keting the produce. In accordance with 
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their new policy of distribution of fertilizers, the Go-
vernment of. India have now decided that with effect 
from ·1.10.1966, the factories below will be free to 
market 30 per cent of their production in the areas of 
their choice and at prices to be determined by them." 

"Because of this decision. it appeared that the Government 
were releasing a certain portion for free sale. After a 
little while ,the situation was corrected and we told the 
FACT that irrespective of this, they should obey the 
law and that they should not sell above the legal price. 
This is the gist of the matter. At present, they are selling 
at the legal price." 

8.8. The Secretary of the Ministry agreed that FACT contravened 
the provisions of the law in as much as that, apart frorn the 30 per 
cent, which was allowed by the Government to be sold at a price 
to be fixed by the particular factory, the rest was to be sold at the 
price fixed by the Government. 

8.9. In a note, the Management of the FACT stated that the Min-
istry of Food & Agriculture in its letter dated 24.10.1970 clarified that 
the prices of four nitrogenous fertilizers were statutorily controlled 
and that the sale of any of these fertilizers at a higher price was a 
punishable offence under the Essential Commodities Act. The com-
pany represented to the Ministry with copy to the Mini'5try of Pet-
roleum and Chemicals on 26-11-1970 that, for the reasons stated in 
that letter, it was not fair to fix the maximum selling prices in the 
manner done by the Government and that the matter should re-
examined. The Ministry of Food and Agriculture/Ministry of Pet-
roleum and Chemicals is reported to have stated in reply that as the 
prices were statutorily fixed after taking into acc>ount all the 
relevant factors and were applicable to a11 the producers. it was 
not possible to make an execption in favour of FACT. 

8.10. The Committee Rre shocked to find that for over 4 year the 
FACT had been selling the ammonium sulphate at prices higher than 
the ceiling fixed under the Fertilizer Control Order. When the ceil-
ing price ranged between Ks. 405 to Rs. 539 per tonne the consumer 
selling prices varied from Rs. 405 to Rs. 613 per tonne. The Com-
mittee are informed that it was on account of milOinterpretation of R 
letter issued on 20th September. 1966 by the Ministry of Agriculture 
which stated that "in accordance with their new policy of distribution 
of fertilizers. the Government of India have now decided that w.e.f. 
lst October, l~. the factories will be free to market 30 per cent of 
their production in the areas of their choice and at prices to be deter-
mined by them." The percentage was increased to 50 per cent from 
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lst October. 1967 to 100 per cent from lst October, 1968. The Com-
mittee are surprised that even when it was clarified by the Ministry 
of Agriculture on 11th March, 1968 and by the Ministry of Petroleum 
and Chemicals on the 19th March, 1968 that so long as the pool prices 
continued to be fixed by the Department of Agriculture, the public 
sector units should fix their F.O.R. destination prices so as not to 
exceed the pool prices, FACT continued to sell at the higher prices 
in TamU Nadu, Andhra Pradesh and Karnataka and make profits at 
the expense of the farmers. The Secretary of the Ministry admitted 
that there was some confusion about the price in the minds of the 
people in charge of FACT. The Committee regret to note that it took 
more than 2 years for the Ministry to get the mistakes rectified and 
even this was done only after the FACT made a representation to 
the Ministry of Food and Agriculture with a copy to the Ministry of 
Petroleum and Chemicals and the Ministry of Food and Agriculture 
issued a clarification in November, 1970 that the sale of any of the 
four nitrogenous fertilizers at a higher price was a punishable offence 
under the Essential Commodities Act. The Committee recommend 
that Govemment. should learn a lesson from this experience and 
evolve a suitable machinery to ascertain the prices fixed by the diffe-
rent indigenous producers so as to have a check that producers do 
not charge in excess of the prices fixed by the Ministry of Agricul-
ture under the Fertilizer Control Order. 

B. Marketing Organisation 

8.11. The Companys products are mostly sold in the States of 
Kerala, Tamil Nadu, Mysore and Andhra Pradesh. Till 1959, it had 
only a small sales department; the sales in the State of Kerala were 
organised through depots mostly owned by private agents 
while in other States, the sales were entirely arranged through 
agents. When the third stage expansion programme was taken up 
in 1963, the sales department was converted into a marketing divi-
sion to look after the sales of not only the Company's own products 
but also the products entrusted for distribution by the Government 
of Kerala. It was also decided to market the pesticides of other 
manufacturers and agricultural implements as part of a compre-
hensive sales-service organisation for the convenience of the agri-
cultural community. 

8.12.. The marketing organisatibn consists of two departments 
viz. chemicals department and fertilizers department. The chemi-
cals department deals with the marketing ot chemical products like 
Anhydrous Ammonia, Sulphur dioxide, ~onium Chloride, Sul-
phuric Acid, Sodium Fluoride, etc. The maJor task of the market-
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ing division is the sale of fertiliser which is arranged through the 
area manager in-charge of each State and regional managers in-
charge of each distriet or group of districts. Bulk sales to the fer-
Wizer mixing units, industrial consumers; and plantations are made 
from the head. office. 

8.13. The number of dealers in each State is decided on the ba!is 
of the quantity of fertilizers to be distributed in each State and the 
intensity of marketing operation in each State. Similarly the num-
ber ot these storage points are decided on the basis of the quantity 
of fertilizers to be handled in each State and the field storage re-
quirements in each State depending on seasonal demand and the 
need for convenient and timely supply to the dealers. 

8.14. One of the tasks entrusted to the marketing organisation is 
the popularisation of the use of different types of fertilizers pro-
duced by the Company. For the purpose the Company maintains 
soild testing laboratories and demonstration plots etc. 

8.15. The following table indicates the total expenditure incur-
red on marketing organisation vis-a-vis the margin provided for in 
the selling prices and the excess expenditure during 1970-71 to 
1972-73:-

Audit Memos P. 64 (Rupees in laths) 

1970-71 1971-72 1972-73 

Total marketing· expenditure 366'62 461 ' 33 268'59 

L! IS exp!nliture on chemicals which are aold ex- factory 9'20 8'87 9'01 

Net expenditure· . 357'42- 452'46 259'58 

H xpenditure to be incurred as per margin (fertilizers) 315'69 3°2'60 239'60 

41'73 149'86 19'98 

L:ls C,)!1l!1li~~ion from the Government of Kenla for 
t~e li Itribution of pool fertilizers 3'76 0'71 3'28 

Net euen expenditure 37'97 149' IS 16'7° 

8.16. While revieWing the performance of the marketing organi-
sation of Company in paras 4.1 to 4.19 of their 44th Report (4th Lok 
Sabha-April, 1969) the Committee on Public Undertakings ex .. 

• Bxcludes an estimated amount ofRs. 92'271akhs in 1970-71 Rs. 95, 82lakhs in 
1971-72 and Rs. 39' 881akhs in 1972-73 on acrou~t of commission in respect of areas other 
than J{l'ralaon the sale of products other th3n m'xtur~8. 
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pressed the view that the expenditure on the marketing organisa-

tion was on the high side and had increased at a fester rate than 
the increase in quantum of sales would justify. They, therefore, 
stressed the need for a critical study of the marketing organisation 

and the expenditure thereon. In their reply (November, 1969), the 

Government stated that the Committee of Directors which went into 

the working of the marketing organisation, procedures, costs, etc., 
felt that "the expenditure actually incurred by FACT in their mar-
keting operations cannot be considered excessive." It was further 

stated that the percentage of the marketing expenditure to sales 

value had come down from 12.37 in 1967-68 to 9.3 in 1968-69 and 
with the increased production during 1969-70 it was l'xpected to 
work out to 8.7 of the sales value. 

8.17. It will, however, be seen that the percentage of the mar-
keting expenditure to the sale value of fertilizers during 1968-69 was 

more than what was intimated to the Committee on Public Under-
takings and that it had not come down during 1969-70 to the ex-
pected level. 

8.18. On an enquiry of the Committee as to what was basis on 
which it was intimated to the Committee on Public Undertakings 
that the percentage of marketing expenditure to sale value during 
1968-69 was 9.3, when the percentage actually was 10,f;9, the FACT 
stated in a written note:-

"While it is correct that the Committee· of Directors' Report 
includes a statement that the marketing expenditure 
during 1968-69 had come down to 9,3 per cent, we have 
not been able to locate the basis on which this figure was 
worked out." . 

8.19. The details of marketing expenditure, the quantity of fer-
tilizers sold, the marketing expenditure per tonne of fertilizers sold 
and the percentage of xpenditure to sale value durinR 19'70-71 to 
1972-73 are given below:-

19'70-71 1971-72 1972-73 

Total marketing expenditure (excluding that on 
chemicals wing and the commission received from the 

353'66 451'75 256'30 Government of Kerala)-·Ra. in IBkhs. • 

Quantity offertilizen sold (tonnes) 4,28,949 ·4.59,;152 2,99,920 

Marketing expenditure per tonne (Ra.) 82'44 98'34 85'43 

Sale Value off'ertilizen eRa. in lakm) 3,033'47 3,2S4'19 2,IS4'16 

Percentage of marketing expenditure to tale value JI'56 13'88 1l,89 
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8.20. On an enquiry of the Committee whether in view of the 

observations made by the Committee on Public Undertakings in 
their 44th Report (1969) regarding the high expenditure of the 
marketing organisation of the Company, w hethel' any review was 
done particularly when there was no sign o£ improvement, the FACT 
.tated in a written note as follows:-

"The expenditure on the marketing organisation has ,been 
constantly under review (1) to ''rationalise'' products 
distribution in order to reduce freight, to keep godown 
space to the minimum, (2) to reduce field offices where 
warranted, (3) to keep down expenditure on publicity, 
(4) to rationalise commission and transport rebate, in 
order ~ keep down marketihg expenditure. We have 
also considerably reduced the credit period extended to 
our dealers with a view to cut down our expenditure 
towards interest charges. We were earlier extending cre-
dit upto 120 days to our dealers and to our major custo-
mers. With the changed market conditions, we have re-
duced the credit period to thirty days wherever required 
like co-operative institutions. We were also persuading 
our dealers to buy products other than Ammonium Sul-
phate and urea which is on cash and carry basis as far as 
possible since they could sell our products immediately 
on purchase under the present market conditions. It is 
relevant to mention here that with the present organisa-
tional set up we expect to be able to meet the anticipated 
increase in workload consequent to the expansion plans 
of the organisation-viz. Cochin Division Phase I and 
Cochin DiViSion Phase n-being completed with only 
marginal increase in expenditure. When full production 
is reached in CD I & CD n the incidence of fixed market-
ing expenditure is expected to come down considerably." 

8.21. The Ministry of Petroleum and Chemicals supplemented 
this note with the following information:-

"The expenditure per tonne incurred by FACT over ~he last 
five year has shown, an increase from Rs. 103.82 m 1969-
70 to Rs. 124.4 in 1973-74. The main reasons for the in-
crease are on account of the increase in the cost of estab-
lishment and travel, interest charges and fall in the turn-
over. While the establishment itself has not grown 
appreciably since 1969-7~ and not increased at all since 
the middle of 1971, the cost on the estabU<;hment has 
grown on account of the increase in pay and allow~. 

541 LS-10. 
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• • • The company has also reduced the clo;(iit period 
extended to its dealers with a view to cutting down its 
marketing expenditure. Company has also int.roduced the 
system of sales budget and marketing expenditure budget 
broken down to the level of rel{ions and the marketing 
efforts made by the various field offices are watched on 
the basis of these budgets. It is expected that with the 
conunissioning of Cochin I, incidence of fixed marketing 
expenditure will come down. 

It may be mentioned that the marketing expenditure incur-
red by FCI and FACT are not strictly comparable inas-
much as FACT does the whole sale function itself while 
FC! sells fertilizers ex-factory to whole sale dealerslco-
operatives. FACT have as many as 128 storage-cum-retail 
depots for the storage of fertilizers. FAOI' was also ini-
tially distributing pool fertilizers allotted to the Govern-
ment of Kerala on behalf of the Government of Kerala. 
In addition, FACf have 14 mixing centres and the ex-
penditure of mixing centres also forms part of the mar-
keting expenditure." 

8.22. Asked whether such a large marketing organisation was 
necessary specially in the present context of demand exceeding the 
supply, the Ministry stated in a written note:-

"It will be recognised that every fertilizer producer has to 
develop a suitable marketing organisation keeping in view 
the problems of marketing in particular areas within his 
economic zone, the nature and quantities of the products 
involved, 'Soil conditions, promotional aspects. etc. Such 
an organisation helps inter alia in maintaining the much 
needed nexus with the farmer in the field and his specific 
fertilizer needs. The organisation would have also to he 
suitably structured so as to be in a position to cope effec-
tively and in time with the various problems, as they 
arise. 

The FACT has been reviewing the size of the marketing orga-
nisation and marketing practices £,rom time to time with 
a view to rationalise the marketing expenditure and effect 
economies. " 

8.23. On the Committee pointing out during evidence that the 
marketing expenditure of FACT was on the high side, the Chair-
man-cum-Managing Director admitted as follows:-
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"With regard to expenditure being high, it is so because the 
organisation has been huilt up for a larger sale. It is also 
unfortunate that the market expansion was taken up 
rather prematw-ely." 

8.24. In regard to controlling and minimising the expenditure, 
the Chairman-cum-Managing Director stated:-

"In case of fixed expenditure-.that i'S on staff etc.-we cannot 
do very much, but even there, we have stopped recruit-
ment, etc. Where we can do it, we are doing so. What-
ever controllable items there are, we are controlling them 
and keeping the expenditure as low as possible. Increased 
turn over is the only solution. The bulk of the expendi-
ture is on establishment; the rest of the expenditure is 
fairly controlled and we have a tight budget for each area 
and we do try to control it to, the extent we can." 

8.25. The Committee regret to note that the FACT has not been 
able to fully recover the expenditure inCU1'1'ed by it on the marketing 
organisation from the margin provided therefor in the selling prices, 
and all over the years it has been spending more than the margin. 
The net excess expenditure rose steeply from as. 38 lakbs in 1970-71 
to as. 149 I~s in 1971-72 and then came down sharply to as. 16 
'lalms in 1972-73. Even on an earlier occasion, the Committee on 
Public Undertakings (1968-69) in their 44th Report (4th Lok Sab~) 
had recommended that "there was a need {or critical study of the 
marketing organisation and the expenditure incurred. on it." Gov-
ern~ent in their reply in November, 1969 stated that the Committee 
of Directors felt the expenditure actually incurred by FACT in 
their market operations cannot be considered excessive and the 
percentage of marketing expenditure IIaAJ come down from 12.37 In 
1967-68 to 9.3 in 1968-69 and with increased production in 1969·70 
it was expected to be 8.7. The Committee, however, find that the 
actual percentage during 1968-69 was 10.59. The Committee fail 
to understand as to how it was then intimated by Government that 
the percentage was only 9.3, while the adual was difterent. It is 
surprising that the FACT has not' been able to locate the basis on 
which the figure was worked out. 

8.26. The Committee regret to note that inspite of their earlier 
recommendation in the 44th Report (4th Lok Sabha) the percentage 
of marketing expenditure to sale value, instead of coming down, has 
lone up from 11.65 in 1970-71, 13.88 in 1971-72 and 11.89 in 1972-73 
and this is because, as admitted by the Chairman-cum-Man-
Bling Director, "the organisation has been bullt up for a larger sale. 
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It is also unfortunate that the market expansion was taken up rather 
prematurely." The Committee see no justification for such a pre-
mature expansion when the production was far behind the target and 
the demand for fertilizer was in excess of supply. The Committee 
find that in the case of the Fertilizer Corporation of India Ltd., the 
cost of marketing as a percentage of tum over is 3 per cent, exclusive 
of distributor's margin and freight. U these were also to be includ-
ed, the cost of distribution may work out to about 15 per cent of the 
tum-over value. The Committee are informed that the FACT has 
introduced a system of sales budget and marketing expenditure 
budget, broken down to the level of regions and the marketing efforts 
made by various field officers Was watched on the basis of these 
budgets. It was also stated. that within the commissioning of 
Cochin Phase I, the incidence of fixed marketing expenditure was ex-
pected to come down. The Committee feel that unless there is an 
increased turn-over due to higher production, the expenses on mar~ 
keting will prove to be burden-some to the FACT. The Committee, 
therefore, recommend that GovemmentfFACT should immediately 
undertake a critical analysis of the market expenses with a view to 
identifying the areas where economies could be effected so that ex-
peJUIes on marketing are kept to the minimum and in any case within 
the marginal provided for in the selling price. The Committee also 
recommend that it should be the endeavour of the marketing organi-
sation of the FACT to continuously review their system of distribu-
tion with a view to seeing that farmers, pariicu.larly marginal and 
1III18.l1 farmers get fertilizers and the agricultural inputs at the 
right time and in adequate quantities at fair prices. 

C. Mixing Centres 

8.27. The operations of marketing Division also include the run· 
ning of a number of mixing centres which prepare several types 
of fertilizer mixtures. Mixing operations were undertaking in 1960 
and as on 31st March, 1974, the Undertaking had 14 centres, 6 each 
in Kerala and Tamil Nadu and t~ in Karnataka. The scheme iIor 
supply of mixed fertilisers based on local needs was undertaken 
mainly to promote balanced fertilizers to suit various crops and 
agra.climatic conditions. The targets and actual quantities of mix-
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tures prepared at di1ferent centres during 197~71 to 1972-78 are 
given below:-

Mixing Centres 

1. Kerala 

Udyo81 a.andal. 
Palghar • 

Chingavanam 

Calicut • 

A11epy • 

Kazhakkottam 

2. Taim' Nailu 

Coimbatore 

Salem*' • 

Trichy • 

Vellore 

Tinnevcly 

Madhurai 

Cuddalrore 
.01 

3. Kartmalaka 

Man galorc*' 

Ho,pet • 

Bangalorc* 

HuSlJl 

Mysore" 

1970-71 

Targctl Actual TIIIJeta 
production 

25,000 

8,000 

12,500 

8,550 

6,000 

6,000 

5,000 

5,000 

7,000 

600 

5,500 

5,500 

13,329 25,000 

7,130 8,coo 

10,130 9,000 

7,502 8,000 

1,090 

133 

7,000 

6,000 

4,000 

5,000 

5,000 

7,000 

6,000 

7,000 

S.5°O 

5,500 

(Figures in tOMes) 

Actual 
producticn 

7,287· 

16,481 

8,590 

5,950 

3,952 

5,830 

8,231 

4,526 

Tragcts Actual 
production 

10,000 

6,2CO 

Is,ceo 

8,210 

7,000 

8,000 

7,COO 

2,500 

6,500 

5,CCO 

7,500 
I 

7,000 

4,500 

2,000 

6,585 

12,890 

7,391 

7,388 

4,776 

943 

5, 2S~ 

1,3H 

----------------------_._---

8.28. FACT has stated that in the case of some of mixing centres 
it was noted that 'the demand for mixtures from the area served by 
such centres was not suftlcient to keep the operation of the centre 
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eCODQm .... n~ viable. 'lberefore, FACT closed one centre iil Tamil 
Nadu and three centres in Karnataka. The other mixing centrea 
are stated to be currently operating satisfactorily. 

"The targets for mixture production for Mixing Centres are 
fixed on the basis of 'projected' demand for mixtures in 
the Area supplied by each Mixing Centre. However, 
-:ct~ production of mixtures in each Mixing Centre is 
limited to ready effective demand for mixtures registered 
by dealers of the Area from time to time because of the 
demand for mixtures being subject to vagaries of monsoon. 
Availability of ingredients is also a limitation in the pro-
duction. This situation arises for reasons mainly attri-
butable to transport bottlenecks railway movement res-
triction etc. in respect of movement of raw materials to 
the mixing centres." 

8.29. On an enquiry of the Committee that the actua] quantities 
of miXture prepared. at different mixing centres showned a declin-
ing trend, the FACT explained in a written note as follows:-

"A declining trend in the demand for mixtures was noticed 
in some of the areas. Based on this We had rationalised 
mixture production in these areas by reducing the num-
ber of centres operated and by extending the area served 
by the rest of the centres. We do not propose to operate 
new nuxing centres in any of these arell'S where such a 
declining trend in demand for mixtures is noticed." 

8.30. It has ueen stated that the undertaking is not working o"t 
the profit/loss made / incurred by the different mixing centres. The 
Ministry stated in March, 1972 that steps to evaluate the perform-
ance of each of the mixing centres were on hand of the Management, 
but the FACT stated as follows in a ~itten note. 

"The worKmg results of each Mixing Centres are not worked 
out annually because the pricing of mixtures is done in 
such a manner as to cover the full cost ot raw materials, 
mixing and bagging charges, transport and handling 
charges dealer margin, provision for wastage and mar-
keting ~verhead etc., apart from a clear proYi~ion of 6i 
percent profit margin. The cost of raw materIals forms 
about 80 percent of the cost of the finished product and 
cost of mixing would be less than 5 percent and other 

arteting overheads alone will account for 15 percent. 
~ny variation in the cost of any of these factors involved 
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Is immediately taken care of by the revision of prices for 
the mixtures. Therefore, the desirability of opening new 
Mixing Centres or retaining old centres is assessed on the 
basis of demand for mixtures in the areas served by each 
Mixing Centre." 

8.31. In regard to the economies on the mixing centres, the Chair-
man-cum-Managing Director stated during evidence:-

"If we use oW' ingredients for the mixtures, we generally got 
a slighUy better price for ourselves. About economies, 
the wages are completely out of control and productivity 
is low. In the matter of retrenchment of lahour or find-
ing other work for them, there will be difficulty; it will 
be difficult to reduce it or even close this." 

8.32. On the pointing out by the Committee that modern practice 
in the world is to manufacture mixed fertilizers in integrated plants, 
instead of manufacturing N.P. and K. nutrients separately and 
then mixing them in a certain proportion, the Secretary of the 
Ministry informed the Committee during evidence as follows:-

"The modern practice to manuf.acture mixed fertilizer in inte-
grated plants, I expect, is correct and that is what is being 
followed in FACT and what will be followed in Cochin. 
But I submit that there is also a case for mixing plants 
to exist in a country of our size with varied climate and 
lIOil conditions. The large integrated plants which make 
things less expensive depend on imported articles, It 
meant they can be set up only in ports like Cochin, Bom-
bay, Vi zag, Madras. Now, I do not think, it is a feasible 
propOSition, to meet the entire needs only from these 
plants. There may be a case also for mixing plants to 
look after the local demand. But this m~tter is being 
studied by the Ministry of Agriculture and after the 
results are known, we will act accordingly." 

8.33. The Committee note that the targets for the preparation of 
btxtu.res in the different mixing centres were not Ilchieved during 
1970-71 to 1972-73, except i~ a few cases. Not only have the targets 
been not "chleved, but the actual quantities of mixtures prepared at 
different centres also show a declining trend which has been attribu-
ted to lack of demand. Consequently, four centres had to be closed 
down during the last three years. The Committee are informed that 
the tarpts are based on projected demand for the mixtures in the 
area a'II.d .tuat production was limited to the ready effective demand, 



144 
for IllixtuNs registered by the dealerti of the area from time to time. 
'1'he ColDJllittee do DOt see any justification for keepi.uc a tarpt 
which is Dot related to the actual demand for the mixtures aDd why 
the FAcr should not have ascertained the demands first from the 
dealers and then fixed the targets. 

8.34., While the Committee see no justification for keepina' a tarlet 
unrelated to the demand, they would like FACT to examine critically 
the reasons for the declining trend. in the demand and whether is 
was due to the ineftectiveness Or any imbalence in the mixture. The 
Committee recommend. that the assistance of agricultural research 
institutes may be obtained in order to assess the suitability of the 
mixtures with reference to soil conditions particularly, when the 
modern trend in agriculture is more towards the use of mixed ferti. 
lisers. 

8.35. The Committee are surprised to note that a declining trend 
having set in the preparation of mixtures, the FACT has not taken 
any steps to evaluate the performance of each Centre in order to 
work out the profit or loss incurred by each Centre separat.ely. In 
the absence of the working results. the Committee are not able to 
appreciate the manner in which the financial viability of each Unit 
is being assessed at present. 

8.36. The Committee recommend that the operations of the Mixing 
Centres should be kept under continuous review and the number of 
mixing centres should be regulated with reference to the demand for 
the ~ of fertilizers and the financial viability of operations of each 
Centre· 

D. Sale of Oxygen 

8.37. On 22nd May, 1963 the Company entered into a long term 
contract for 30 years with Shri D. N. Khandke later substituted by 
MIs. Southern Gas Limited for the sale of oxygen @ Rs. 10 per 1000 
c.ft. for the first 24 million c.ft. and Rs. 8 per 1000 c.ft. for the next 
slab between 24 and 60 million c.f.t. The agreement, inter alia, 
provides that irrespective of the actual off-take, the party will be 
billed for a minimum quantity of 56,630 cubic metrea per month. 

8.38. The actual off-take by the party from the commencement 
of the supply up to 31st March, 1970 was substantially lower than 
the minimum quantity; the value of shortfall works out to Rs. 5.60 
lakhs. The party has not paid the amount 90 far (March, 1972) 
on the ground that the Company was not able to SUpPJV the gua-
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ranteed quantity of oxygen at the stipulated purity. The matter 
was stated to be under discussion with the party. 

8.39. Aaked about ·the justification for entering into a long term 
contract, it wu stated tbat:-

UNo formal notice inviting tenders was issued, but FACT 
entered into correspondence with the firms in the line 
including Indian Oxygen Limited who had quoted lowest 
and also Shri 'D. N. Khandke, promotors of Southern Gas. 
The price ultimately fixed was the price originally indi-
cated by the party when we entered into correspondence 
with them. 

The Kerala Government who had the controlling interest at 
that time were mainly instrumental in the Board taking 
a decision to enter into an agreement for supply o~ Oxy-
gen with the Promoters of Southern Gas Limited. The 
Board in deference to the views expressed by the Kerala 
Government rejected the offer of Indian Oxygen even 
though they had offered a higher price, for the reason 
that Indian Oxygen were not interested in setting up the 
project at Alwaye for compressing Oxygen, production of 
acetylene and electrodes." 

8.40. In regard to the quantities lifted by the Soutnern Gas 
Limited FACT stated in a written reply that MIs. Southern Gas Ltd. 
has not been lifting the minimum quantity upto 1973-74. The FACT 
had been claiming the minimum guarantee charges in respect of 
the shortfall as indicated below:-

Year 

1970-71 

1971-72 

'972-73 

1973-74 

.. __ .... _-.-
Annual min. Annual quar.-

quantity as tity 
per contract drawn 

679,60 ' 482892 

679,60 .. 3469'9 

679,60 u,6n 

6~,lc ~~.c317 

----
2718Z40 1239789 

Shortfall 

1,96,668 

3,32,'91 

r,,63,949 

3,8,,243 

14,78>4,1 
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8.41. The Southern Gas Ltd. contended that FAC!r faUed to 
suppl~ Oxygen and that f()r such periods when FACT failed to supply 
no mmimum guarantee was payable. During 1972-73. there were 
itrikes for about 60 days in FACT and for a longer period in South-
ern Gas Ltd. The periods were not concurrent. 1t was stated that 
the point raised by MIlS. Southern Gas Ltd. was being examined in 
consultation with FACT's attorneys and it was expected that a 
settlement would be reached by making due allowances for the 
period during which either party was not able to fulfll its obligation 
for supplying/drawing oxygen due to strike and force majoure 
conditions. If mutual agreement not reached, it would be settled 
by arbitration. 

8.42. In regard to the realisation of Rs. 5.60 !akhs FACT stated 
that the amounts billed were being disputed by the party on the 
grounds of purity of the oxygen supplied and interruptions in sup-
plies. There was some substance in the party's claims. The pro-
blem with regard to the purity of oxygen pertain to supplies before 
November 1967 after which oxygen of the required purity was being 
aupplied. The interruptions in supplies were on account of power 
failures, voltage dips, strikes, shut-downs tor maintenance of the 
plants etc. The quantum of adjustments to be made in the amounts 
billed was in discussions. The discussions held recently narrowed 
down the difference and it was expected that an amicable settlement 
with the party would be arrived at shortly. 

8.43. Asked whether FACT was in a position to SUpply the con-
tractual quantity, it was stated though FACT had adequate capacity 
to supply 300 CM per hour of oxygen there were limitations during 
the period prior to June 1973, since oxygen was needed for use in 
the Texaco partial oxidation plant. Hence FACT was able to im-
prove the Air Fractionation Unit and had been able to earmark 
upto 300 CMfhour against which MIs. Southern Gas had limi-
tations to draw beyond 200 CM/hour and not more than 16 hourse 
in a day of 25 days in a month. The drawal of oxygen by Mis. 
Southern Gas Ltd., shows some improvement from June, 1973 on-
wards. 

8.44. Asked whether FACT's supply was not of tile required 
grade, it was stated FAClr was not in a position to maintain, the 
purity till November, 1967. Since November, 1967 there has been 
no dispute with regard to the purity of oxygen supplied. 
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8.45. The Committee' note that the agreement entered into by 
FACT with MIs. -Southern Gas Limited for sale of 0XYleu provided 
that irresl",ctive of the actual off-take, the party would be billed for 
a miDimunl quantity of 56,630 c.m. per month. The actual off-take 
by the party from the commencement of supply to 31st March, 1970 
was substantially lower than the minimum quantity and the value 
of the shortfall was Rs. 5.6 lakhs. Even after 31st March, 1970, every 
year there had been shortfalls and from 1970-71 to 1973-74 the quan-
tity of shortfall was 14.78 lakhs c.m. valued at Rs. 5.4Iakhs. When 
the FACl' billed for the amount~ according to the agreement, the 
party had not so far paid the amount on the ground of <a> poor qua-
lity of the products (b) force majoures conditions, (c) failure of the 
FACT to supply the minimum quantity. The Southern Gas Limit.ed 
contended that since FACT failed to supply oxygen and therefore, 
for such p'~iods of failure no minmum guarantee was payable. It 
was also admitted by FACT that though the quality of gas suffered 
before Nov'ember, 1967 FACT was able to maintain the purity there-
after. Th"re were limitations in the supply prior to .June, 1973 as 
FACT was requiring the oxygen for its own plants. The Committee , 
are inforDlled that the question ~s being examined in consultation 
with the "ACT's attomeys and it was expected that a settlement 
would be reached by making due allowance for the period during 
which eithtlr party was not able to fulfil its obligations. If mutual 
agreements was not reached, it was stated that the matter would be 
settled by arbitration. The Commlttee would like to be Informed about 
the settlement. The Committee however, see no justification for FACT 
entering illto long term contract for 30 years at a stretch without 
even an esulation clause IlDd with terms and conditions wbich FACT 
could not enfroce especially when other parties were able to offer 
better pric4ls. The Committee are not sure whether financial impli-
cations of such a long-term commitment had been examined in depth 
keeping in view the utilisation of the capacity of the FACT plants 
and the CeJ,st of production. The Committee recommend that this 
matter should be thoroughly examined from all aspect- and the Com-
mittee informed of the results. 
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IX 

STAFF 
9.1. The sanctioned force for the Udyogamandal Division was 

fixed by the Management in April, 1965. After completion of, the 
third stage expansion the l\lanagement conducted a work study in 
1965 (the Project Report did not indicate the staff requirement) to 
.aScertain the staff requirement in all the departments and the stand-
ard for was worked out on the basis of full utilisation of the capa-
city. The utaff strength fixed by the Management, that was based 
on the w«»t atudy and discussions with unions and the actual staf! 
employed as on 31st March, 1970 to 31st March, 1974 are given 
below:-

·c ,t';!llry ofstaff S.nct- S~.n - Actwd 31-3-71 31-3-72 31-3-73 31-3-74· 
i'lned dard strength 
force fnrce as on 
fixed fixed 31-3-'70 

by by 
M.D. work 
(April, study 
1965) and dis-

cussions 
with 

unions 
(Oct. 
68) - - --c ___ 

(i) supmvis:r' 
Tecbnica JI6 276 276 269 274 264 312 

Non Technical 79 63 67 60 61 60 67 

<Ii)· Clerical . .po 3S4 354 3S1 349 342 306 

{iii) Skilled . 1,321 I,S09 1,5C9 1,537 I,S23 1,526 1,(("4 

(iv) S !rni-skiUed and 
1,263 uo.,tiUed 1,063 1,178 1.179 1,383 1,466 1,497 

, , , , I 

TOTAL • t3,199 3,380 3,385 3,600 3,673 3199 3,!S2 

D.ilY Qted labour 210 

Tem~mploJees on 
C.)QlO ated monthly 

126 rate -
3,59' 3,726 

tAt t:le time Or tactual verification PArCf int.ted that the faDcti<-n(d nrl ng h I f 
., If 'l·nA'lI.1 Divi~ion i. 3709· 

9.2. The 210 daily rated labourers 81 on 31st March, 1970 were 
stated to have been gradually absorbed as semi-skilled/unskilled 
labourers .. 
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9.3. A Committee of Directors examined the staff position in 
August, 1969; one of the reasons mentioned to justify the existing 
staff was the diftlculty in retrenching the unskilled workers enjaged 
for handling the fire wood, when the first plant was installed, even 
though the process' had been changed. The nwnber of unskilled 
wonkel's rendered surplus due to change in the process and the 
number since absorbed has not, however, been assessed by the 
Management. 

9.4. The Ministry however informed Audit in March, 1972 that 
the surplus manpower as subsequently determined was 50 super-
visors and 85 skilled personnel (Including ear-drivers and typists) 
in addition to 210 daily rated labourers. 

9.5. After the 2nd and 3rd stage expansions, the actual require-
ment of personnel was again assessed based on work-study. Though 
FACT fixed the strength on this basis, the Unions demanded mere 
men' pointing out an anomalies and inadequacies (according to 
unions). The matter was discussed with the unions and an agree-
ment was signed on 2nd October, 1968 fixing the number o~ men 
required. The strength fixed by conciliation agreement was more-
than that fixed by work-study. 

9.6. On an enquiry of the Committee as to how long this surplus 
staff is being carried over, the FACT submitted the following details 
of the men determined and settled through negotiations at different 
periods:-

Period 

1965 
(after lInd 
Stqe Bltpl'l.) 

,~ 1 
, ...... J 

1974 
~:t.le .) 

Filled Strength 

2572 

3375 
(Permanent 2733, 
Temporary 106, 
MUlter W 536) 

III Staae 
ezpansfoD 

35S0 
(Permanetnt 3354 
Temporary 196 

3441 

Reqts. as per W. Study 

2005 

2839 
(includJI2& Bltimatea 

for In state) 

} 3230 
(u per 2-10-68 

qreemdl.t) 
2894 (W.S.) 

3043 

Surplus 

56? 

330 

9.7. It has been stated that at the present rate of wages etc. the 
additional expenditure due to s.urplus staff is of the order of Ra. 72.4 
lakhs per year and the increase in cost of production due to surplus 
labour is abau·t two per cent. There is no loss of production due to 
surplus staff. 
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9.8. In the latest agreement dated 26th September, 1973 with the 
UniOll'S in Udyogmandal Division, FACT has included the following 
dauses for increasing productivity:-

"The Unions agree on the following with regard to increasing 
productivity:-

/ (a) Personnel strength in all the departments will be fixed 
by the Management on the basis of work-study con-
ducted by Industrial Engineering Department. 

(b) Work standardslpersonnel strength already established 
by work study will be maintained unless changed as 
provided under sub-clauses (c), (d), (e) and (f) of this 
clause and clause 13 mentioned below. 

• • • • • 
The Management agrees that beoore taking action on the 

implemf4Dtation of clause (12) they will consult the 
Unions and try to get their concurrence a'1d that the 
Unions shall have the right to raise Industrial Disputes 
on the issues on which their concurrence is not secured." 

9.9 It has been stated that surplus found in various categories 
are being transferred to Cochin Division according to requirements 
there. 

9.10. Wlien the Committee enquired during evidence whether any 
study had been made in pursuance of clause <a) of the agreement 
dated 26th September, 19'73 <mentioned in foregoing paragraph). 
the Chairman-cum.-Managing Director stated:-

"We have completed the stud;y of the udyogmandal and we 
have not yet attempted to ~ake the adjustments because 
we had considered it as an impractical step to m~e adjust-
ments through retrenchment, we are trying to find out 
some adjustments to the maximum extent by deploying 
people to Cochin Phase-II. But there are certain people 
who obviously will not be useable or cannot he employed 
in Cochin Phase II. We have taken up this matter and 
we shall try to resolve this i'Ssue." 

9.11. To an enquiry of the Committee, as to why the staff require-
ments were not indicated in the Project Report for the Third stage 
expansion, the Chairman-cum.Managing Di'rector informed the 
Committee during evidence as follows:-

"It has not been reported in the project report but it is not 
the case that we have not considered what the staff re-
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quirements would be. The application for industrial 
licence did indicate the staff requirements and it w. 
determined. It might not have been mentioned in the 
Project. report .......... My understanding is that the 
financial costs ot the staff was taken but the number of 
statf requirement was not defined in the project report. 

The staff requirements had been estimated, though not speci-
fically mentioned in the project report. Subsequently 
when we put the staff in position, there was resistence 
from the Union, there were discussions and negotiations 
and that had to be changed. But it is not that there were 
no estimates of the staff requirements." 

9.12. The Ministry of Petroleum & Chemicals stated in this re-
gard 88 follows in a written note-

"Normally staff requirements are mentioned in the project 
report although i.n the case of Udyogmandal III Expansion. 
this Rems to have been omitted. Additional requirement 
of stat! 110 account of projects is also sanctioned only after 
proposals have been scrutinised in detail by the Board of 
Directors, taking into account the financial implications 
thereof." 

9.13. On another enquiry whether omission of mention of the 
staff strength in the project report had led to over staffing, the 
Chairman-cum-Managing Director stated:-

"No. Because, the facts are that a certain number of staff was 
sanctioned by the management for this particular project 
when the plant were put up. These was resistance from 
the unions and the matter went to conciliation. In that 
conciliation there was an agreement in which even what 
the management considered reasonable had to be increa-
sed." 

It was not a labour tribunal or arbitration. Regarding the 
third stage expansion the workers raised a dispute about 
the number of posts. During my tenure also we have a 
similar dispute regarding the fourth stage. We considered 
a particular number of people adequate for a certain plant. 
The labour contested that. In the fourth stage they re-
fused to start the plant and the dispute was referred to 
adjudica~n. In the Udyogmandal the Unions insist on 
talking to them before the staff strength is fixed, a point 
which we are not able to get away from." 
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9.14. The Committee enquired from the Ministry, when this fact 
of surplus staff came to their notice and what action was taken by 
them, the Ministry stated in a written note as follows:-

"Government have been aware of the existence of surplus 
staff in FACT organisation and the need to find a solution. 
There were, however, certain difficulties in regard to the 
reduction in staifstrength on account of the opposition 
from the Labour Unions. In fact, the staff strength in the 
company had to be fixed by Concilliation Agreement with 
the Labour Unions and was therefore at levels higher thaD 
those suggested by Works Study. 

However, according to the agreement entered in~ with the 
workers of the Udyogmandal Division on 26-9-1973, the 
personnel strength of the Departments Will be fixed 'b1 
the management on the basis of the Works Study Conduc· 
ted by the Industrial Engineering Department. The sur-
pluses found in the various categories would be transferred 
to other Divisions in Coch1n-I and Cochin-II as required. 
The Company has also not resorted to any recruitment, 
except where absolutely necessary, since the middle of 
1971. The company has also introduced a voluntary 
retirement scheme to release the surplus labourers. 

In this note no reference has been made to the addition to the 
surplus labour which was effected at the time of introduc-
tion of Central Industrial Security Force at the instance 
of Government and the employment of 40 persons in Co. 
chin I Bagging plant after the strike in May, 1974. No 
reference has also been made to the fact that FACT has 
not ~en able to get rid of surplus teachers. A. in the 
above cases, the surplus labour had to be accepted due 
primarily to opposition from the labour unions, the gene-
ral reply as given above should be adequate." 

9.15. An analysis of the overtime payment. during the years 
1970-71 to 1973-74 is given below:-

1970-71 1971-72 1972--73 1973-74 

Production Departments 7'18 
(a. in LdhI) 

4' II 5'30 9'79 
Maintenance Department 7'91 8'74 7'80 14'46 
Other. Departments 10'18 8.03 9'31 12' 10 

TOTAL: , 22'20 23'95 22'41 36'35 
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9.16. The F AC'r has explained the payment of overtime as 

follows:-
"The total overtime paid during 1972-73 amounted to only 

Rs. 22.41' lakhs, compared to the amount of Rs. 23.95 
lakhs paid during 1971-72. In fact, because of the pro-
longed strike during 72/73, the overtime hours fell 
sharply. The overtime payment was less in 72/73 than 
the previous year, though the overtime hours as a per-
eentage has increased from 11 to 11.1 per cent of the 
regular hours. Another reason for the increase in the 
total amount is due to the higher D.A. payable by the 
Company consequent upon the increase in the cost of 
living index. 

"'!'he surplus people are in certain departments like Marine 
Transportation, Garage, Security personnel etc. Such 
surplus personnel cannot be utilised by the Production 
Departments or Maintenance Departments where consi-
derable overtime is necessitated due to absence on account 
of leave or sickness etc. Whenever employees in the 
Production Departments and Maintenance departments 
'attached to the plants avail leave, the company is com-
pelled to engage the men in the previous shift. This 
is because, according to the standard practice, the num-
ber of men to be present at each point at the plant have 
been mutually agreed between the Management and the 
Trade Union. It will not be incorrect to say that the 
employees are availing the benefit of overtime citing the 
practice introduced for the safety of the plant." 

'9.17. The Committee note that as against the sanctioned strength 
of 3199 fixed by the Managing Director in April, 1965 and the 
strength of 3380 finalised on the basis of works study and discus-
sion with unions inOdober, 1968, the actual strength was as 3385 
on 31st March, 1970. This increased to 3699 on 31st March, 1973 
but came down to 3552 on 31st March, 1974. The increase was 
quite marked in the semi-skilled and unskilled category where the 
strength on 31st March, 1973 was 1497 as against 1178 fixed as a 
J!esult of works study. The Committee of Directors which examined 
the staff position in August, 1969 justified the excess on the ground 
of difficulty in retrenching the surplus staff due to change in tbe 
process. The Comniittee are surprised to find that FACT was 
4:arrying a surplus even 'from 1965 when the surplus was 567 and 

111 At the time of factual verification FACT intimated that the sanction;:d strength 
oef Udyomandal Division is 3709. 
:541 L,S.-·II 
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after lInd Stage expansion it was 486 and lOrd stage 330 and 
after IVth stage-398. The additional expenditure due to the 
surplus staff was reported to be of the order of as. 72 lakhs per 
year and the increase in the cost of production was about Z per 
cent. The Committee are informed that though the Government 
were aware of the surplus staff and the need to find a solution, 
there were difficulties in reduction in strength on account of the-
opposition from the unions. The Committee are not able to appre-
ciate the logic in this argument and they do not see any justification 
for recruitment of staff in excess when they found that even as 
early as 1965 the surplus was as huge as 567. They feel that the 
situation should have been tackied even at that stage ~d staff 
recruitment should have been only with reference to the actual 
requirements. The Committee are surprised that the Project 
Report of the III stage EXJ*Dsion did not indicate the sta« 
strength, although it has been admitted by the Ministry that it 
was the normal procedure to show the strength in the project 
report. The Committee fail to understand as to why this omission 
was not noticed and rectified before the approval to the IlIrd 
stage expansion was .ven. The Committee are informed that 
in September, 1973 a settlement was arrived at for in1:reasing the 
productivity according to which the peJ.'lSonnel strength in all the 
departments would be fixed by the Management on the basis of 
works study conducted by Industrial Engineering Department. . It 
was stated that the attempts are being made to adjust the staff 
to the maximum exent by deployment in Cochin Phase U. But 
according to the Management there would still be certain people 
who obviously would not be fitted in. Management would be con-
sidering this matter and resolving the problem. 

9.18. The Committee have been pointing out in several of the 
reports that one of the maladies in public undel¢akings is recruit-
ment of staff in the initial stages in excess of requirements thus 
creating problems at the stage of operations. The Committee 
expect that at least now Government/Undertaking should learn a 
lesson and ensure that there is no recruitment of the staff at any 
level unless the surpluses are absorbed and proper norms are fixed 
for the Cochin Phase U and the future projects. The Committee 
n.eed hardly stress that the indications given in the DPR about 
the staff strength should always be taken as the maximum and the 
FACT should euure that these limits are not exceeded at any 
time without a full and detailed assessment by the Board. 

9.19. The Committee find that on the one hand, the FACT is 
carrying a large surplus involving an additional expenditure of 
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72 Iakhs per year, on the other hand, the overtime bill of the 
Corporation has- been mounting from Rs. 8.7 lakhs in 1967·68 to 
Rs. 36 lakhs in 1973·74. The Committee are informed that surplus 
are in certain departments like Marine, Transportation, Garage, 
Security etc. and could not be utilised by the Production or Main-
tenance Departments where the incidence of overtime is high. The 
Committee recommend that Government/Corporation should criti-
cally go into the reasons for abnonnal increase in overtime and 
fix suitable productivity norms so that the expenses on overtime 
are obviated. The Committee also suggest that special care should 
be taken to see that non-technical and supporting staft should be 
multifunctional capable of handling a variety of jobs and this 
will enable the problems of the type now felt by FACT being 
easily tackled. The Committee also recommend that there should 
be a system of inbuUt incentives in wages with a view to increas-
in~ the productlvtty. 
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FINANCIAL MA'M'ERS 

A. Capital Strudure 

10.1. The position as on 31st March, 1971, 1972, 1973 and 1974 
was as follows:-

A, Oft 

31-3-71 31-3-7:& 31-3-73 

(i) Authorised Capital ( lb. in 
croJ:CS) SO' 00 SO' 00 75 '00. 

(ii) Paid up ~tal • 
., @ l 

(Ra. in I ). ~263'98 3023'59 4998'54 

Contributed by : -
(Ra. in lakhs) 

Govt. of India 1918'00 2677'61 4652'97 
Govt. of Kerala 217'50 ~17'50 217'50 

Govt. of Tamil Nadu • 25' 69 25'69 25'69 

Govt. of Andhra Pradesh 14'76 14'76 '4'76 

Govt. of Karnatka . 0'55 0'55 0'55 

Private Parties 87'48 87'48 87'48 

2263'98 3023'59 4998'95 

10.2. The debt-equity ratio (including deferred credit 
ernment of India non-Project loans) is as follow:-

2' 26 : 1 al on 31-3-1971 

"89 : 1 Do. 31-3-1972 

1 '17 : 1 Do. 31-3-1973 

0'92 : 1 Do. 3'-3-1974 

31-3-74 

7S'00 

V 
6066'98 

5721'00 

217'SO 

2S'69 

14' 7 6 

0'55 

87'48 

6066'98 

and Gov-

NOTES :-1. 'Includes RI. 517' 00 lakhs representing amo\U\t received from Govt. of 
India pending allotment of Equity shares. 

2. @Includes Rs. 534' 61 laklls representins amo\U\t received from Govt. of 
India pending allotment of Equity shares. 

3. lIncludes Rs. 1,373 lakhs reprcsentmg loan converted into Equity Capital 
4· V Includes RI. 484' 47 laiths representing amounts received from Govt. 0 f 

India pending allotment of equity shares. 

IS6 
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10.3. It has been noticed that Government loans have been con-
verted into equity shares to bring down the debt-equity ratio. 

10.4. The Project wise position in respect of equity and loans 
is given below:-

Project 1-4-7~ (after effecting 
convenion 31-3-73 31-3-74 

Equity Loan (Ratio - Equity Loan (Ratio Equity Lean (Ratio 
when When when 

equity equity equity is 
is taken is taken taken 

as 1 as) as I) . 

VOL 1036 1036 1 1041 ~6~S 2'S2 1041 24IS 2'32 

COl 2545 2545 ~743 2913 1·06 30 6, 2787 0'94 

COlI 290 674 1420 

NOTB : (I) Working Capital and .hort -torm loans repayable within two years excluded, 
(~) In the cue of Cochin Phase II, as it was in the initial stages, the first 
releases were made in equity, 

It may be seen from the aboVe that the debt equity ratio in 
the case of Udyogmandal project has been again in favourable by 
the end of 1973-74 and this was due to the medium term loan of 
Rs. 1691.14 lakhs received by the Company in 1972-73, 

10.5. The Company was not able to repay the instalments of 
loans and interest falling due in 1969-70 and 1970-71. Hence on 
the basis of the representation of the Company, the Government by 
their letter No, 11541691Ferts, mI of 31-5-1971, allowed further re-
scheduling of the dues including the repayments falling due in 
1971-72 over a period of five years, starting from 1972-73. Accord-
ingly the position of repayments of Government loan and interest 
falling due (including the portion as per rescheduling) and that 
paid in the various years of period under review is as shown 
below:-

(Ra. in lalths) 

Loan Interest 

Due Outstanding Due Outatangir.g 

31-3-72 910'5S" 459'36-

31-3-7) 627'03 285'06 

31-3-74 . 1015' as 516'05 409'39 168'58 

-The due. fallen due upto 71-12 reseheduled dforthe neD five yean. 
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10,6, The repayments that had fallen due in 1972-73 were fully 
paid by the Company. However, in 1973-74 only a part of the 
dues of the year could be paid as the credit squeeze imposed by 
the Reserve Bank of India in early November, 1973 restricted the 
Company's cash credit facility (both the normal and the clean 
cash credit against Government guarantee) available from State 
Bank of India. 

It was, however, stated that in case Government finally decided 
to charge penal interest, the total penal interest would be as 
follows:- ! i f' ( 

(a) On loan instalments 

(b) on interest paymeata • 

B. WorkiDg Results 

Rs. 

32960 

13437 

46397 

10,7. The working results of the Company for the last four years 
are analysed below: 

(Rs, in lalths) 

Description 1970-71 1971-72 1972-73 1973-74 

lneorM : 
Sales lAd services 3173'88 3426'98 2327'°4 2f81'63 

Other Income • 22'64 23'73 27'67 35'72 
, TOTAL(A) 3196'52 345°'71 2354'71 2717'35 

B~ture: 

Materials 2°98'89 2131'77 1142'09 1185'63 
Labour 201'49 - 236' 14 233'75 326'36 

~uf~ringova~ 
(excluding depredation) 341'8S 37S'36 341'47 31S'58 

Direct cost of production 2642' 23 2743'27 1717'30 1827'57 
LIu : Difference in 0rt:g and 

c1osinastoc:k 0 finilhed 
products 46'60 (-)S2'09 (-)13 8' S3 (+) 25'87 
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Manu facturmg COlt of goods and 
services sold • • zS9S '63 z79S'36 188S'8S 18S3'44 

Administration & Other ov,rheads, 374'98 409'z8 3II'OO 459'47 

Interest on borrowings 167'07 ZII' 98 13Z'91 198'22 

Depreciation ISI'06 17Z'I8 160'6S 17z'78 

Bxciseduty . lOO'Z7 114'93 136 '59 ZZ9'60 

Total cost of goods & Services 
Sold (B) • 3389'81 3703'73 ZS97'OO Z913'SI 

Net Profit/Loss (A-B) • (-)193'Z9 (-)253'~ (-)242'29 (-)196'16 

Profit/Loss of FBEDO contracts (+) 2'93 (-)IS'64 (+ ) 2'62 (+) 3'66 

Prior period expenditure/income (+) 0'98 (-')II3' 75 (-,) 9'15 (-) 4' 13 

Deveiopmen,t Rebate Reserve with-
drawn (+)16' 36 

Profit/loss as per accounts (-)189'37 (-)382'41 (-)232'46 (-)196'63 

10,B, If the profit/loss made on purchases resold is excluded, 
the working results would be as under:-

Year Profit/Loss 

'-970-71 (-)158, 98 

1971-72 (-)299' 99 

1972-73 (-)2z8' 72 

1973-74 C (-)178'92 

10.9. The main reasons for the losses in the anove years are 
_ted to be due to the following:-

,. . ; 
'1' 

1970-71 

Ammonia production was adversely affected on account of 
power interruptions, maintenance work, major ovehaul 
of electrolysis and failure of certain sections of Gas 
Plants, Consequently Ithe production of All Ammonia 
based products has been affected, In addition to this, 
there was shortage of rock phosphate during the major 
part of the year and this had completely upset the pro-
duetion of Ammonium Phospha*e and Ammonium S~~ 
phate, In the case of Ammonium Chloride,productioD 
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was also affected due to restriction in HCL gas supply 
from Travancore Cochin Chemicals. 

1971-72 

There was heavy shortfall in production in the first half of 
the year because of maintenance problems and failures. 
of some critical equipments. There were 70 and 67 
power interruptions respectively in the 66 KV and no. 
KV systems in the year. These had resulted in substan, 
tial less in production as also heavier expenditure on 
maintenance plants. 

1972-73 

Because of the general strike in the Company from 3rd May. 
1972 to July, 1972 the plant and machinery had to be 
shut down and heavy maintenance was required. It 
took considerable time ;to get the Plants to operate at 
the normal levels of production. Further the loss of 
production on account of voltage drops and interruptions. 
in power supply continued in 1972-73 also. 

1973-74 

A major set back to the production programme of the year 
was the explosion of one of the high pressure compres-
sors in Tonnox Plant occurred in early November, 1973. 
Even though remedial action was initiated for replacing 
the damaged parts through imports, the entire work of 
replacement could not be completed during the year-
due to non receipt of the whole lot. This resulted in 
reduced production of Ammonia and consequently all 
the ammonia based end products suffered. There was 
also labour trouble in stacking sections and production 
had to be curtailed. In addition to these, there were 
power interruptions which contributed to thp. fall in 
production. 

10.10. During evidence the Committee pointed out that the 
company had been incurring huge losses on its manufacturing acti-
vities. Although the position improved in 1970-71, the loss was 
the highest in 1971-72 when the production was also the highest, 
except in one or two products. The loss came down in 1972-73 and 
there was also a fall in production. The Committee desired to 
know the reasons for this trend. The representative of FACT 
explained the position as follows:-
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Ie •••••• if you make certain corrections in each year's accounts 
which also include expenditure relating to the past years, 
if you _make corrections for that, which exercise We have 
done, the position is clarified. For example, higher loss 
despite better production in 1971 ... 72 as compared 
to 1970-71 is for the folloWing reasons: There is an item 
pertaining to previous years amounting 113.71 lakhs 
included in this year's accounts. Similar another item, 
bad and doubtful debts, of Rs. 43 lakhs is included. It 
relates to previous years, not to the particular year. 
These will add upto 156 lakhs. 

There has been increase in wages and salaries in subsequent 
years to the extent of Rs. 35 lakhs. If you make cor-
rections for all these the position becomes clear. 

We find the trend is there; when production is less, there 
is less loss. Actually speaking, the loss in 1972-73 was 
lower also due to another reason. We had taken several 
economy measures and a certain rationalisation of the 
distribution/and marketing function. This alone is quite· 
substantial. The tentative figure is around Rs. 50 lakhs. 
This is for 1972-73. So if you make a correction for all 
these things, there is a meaning full trend." 

10.11. The actual working results during 1970-71 to 1972-73 are 
compared below with these indicated in the Budget Estimates:-

Year (Project as per Budget Actual profit ( +) loss(-) 
Estimates based on accounts 

before charging 
depreciation 

(Rs. in laths) (Rs. in lalths) 

1970-71 352'49 .. (-) 37'52 

1971-72 425'80 (-)210'23 

1972-73 153'Hz (-) 71'83 

The actual working results as per accounts differed widelY 
from expectations made at the time of preparing the budget est 
mates. 

10.12. The main reasons for actual results at the end of the-
year varying from budgetted levels has been stated to br. due to-
the shortfall 1n production from levels anticipated. Apart from 
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the fact that power interruptions etc., could not be forecast, the 
resultant shocks to plant, increasing maintenance time and damage 
to plant cannot be assessed. Further, fixed element in cost was 
~xtremely high and these could not be controlled or varied with the 
level of production. This resulted in adverse position. 

10.13. Over the last couple of years, in preparing the budgets, 
detailed calculation of attainable production and detailed statement 
for items of expenditure are being prepared. lIn spite of these, the 
gap between the budgetted production and actual production has 
been big, but only for reasons beyond our control. 

10.14. Most, if not all the factors responsible for these varia-
tions could not be anticipated at the time of preparation of the 
annual budgets. Variations are regularly reviewed, and wherever 
possible, remedial action is initiated. 

10.15. The Committee regret to note that FACT has been incur-
ring huge losses on its manufacturing activities and the cumulative 
loss on 31·3·1974 is over Rs. 11 crores. The Joss has increased from 
Rs. 1.8 crores in 1970·71 to Ks. 3.8 crores in 1971-72 and it came 
down to Rs. 2.3 crores in 1972-73 and Ks. 1.8 crores in 1973-74. The 
main reasons for the losses have been attributed to low utilisation 
of capacity and consequential loss in production, maintenance 
problems, failure of some critical equipments besides power short-
age and labour troubles. The Committee are informed that the 
loss in 1972·73 came down because of certain economy measures 
and with certain rationalisation of the distribution and marketing 
function. The Committee are constrained to observe that in spite 
of the Four Expansion Schemes which FACT bad implemented, 
there had been gross under.utilis~tion of capacity, excess consump· 
tion of raw materials, losses on account of stores, surplus in man-
power and the manufacturing and marketing expenses were very 
much on the high side. The Committee, therefore, feel that unless 
some concrete and eonceried efforts are made to improve the per-
formance and reduce costs, rationalise the man-power and control 
consumption of materials, it will be difficult for FACT to come out 
of the red. The Committee would like to be informed of the 
measures initiated in this regard. 

C. Costing system and analysis of costs 

Costing system 

10.16. The Company follows the system of standard ~osts which 
were fixed in 1966 on the basis offhe designed capacities of the 
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plants and the ratios for consumption of raw materials as also a 
stream efficiency of 330 days in a year. The standard costs were 
revised only in March, 1971, after taking into account the attainable 
stream efficiency of 317 days for Ammonia Plant and the attainable 
consumption ratios 'for raw materials, although the attainable 
stream efficiency had been indicated by the Sharma Committee In 
April, 1968. During the intervening period, particularly after 
'April, 1968, the standard costs did not fully serVe as the correct 
basis for judging the efficiency of operations. 

10.17. To an enquiry of the Committee as to why the standard 
costs were not revised soon after the submission of Sharma Com-
mittee Report in April, 1968 which indicated the attainable stream 
efficiency of 317 days for ammonia and ammonia consuming plants 
instead (ltf designed efficiency of 330 days, the FACT stated in a 
written note as follows:-

"The Sharma Committee Report dealt only with the issue 
of attainable stream efficiency and came to the conclusion 
that stream efficiency of 317 days for ammonia and am-
monia consuming plants instead of a design efficiency 
of 330 days would be adequate and qualified the same 
by saying that the stream efficiency of 317 days could 
be achieved after making certain improvements and 
modifications. We have standardised the norms of con-
sumption on the basis of what is attainable with due 
regard to the design ratios. This exercise was under-
taken in October 1966 and reviewed again in early 1971, 
which is now being adopted for measuring the efficiency 
of our operation. 

The generally accepted stream days for chemical industry i5 
330 days. As such factors limiting the stream efficiency 
was not adopted for out of the standard costs since varia-
tions attributable to each of the limiting factors could be 
worke,d out from the standard costs Wtlrked in 1966. 

Proposal was submitted in 1969 for standard costs and revision 
were accepted by the Board in March 1971. The revised 
standard costs adopted in March, 1971 took into account 
the lower stream efficiency of 317 days and also attainable 
realistic norms of consumption ratios." 

10.18. The Committee pointed out that although the new ammonia 
unit u.\derthe fourth stage expansion scheme was commissioned in 



164 

October 1971, the standard costs for the composite expanded ammonia 
plant had not been fixed and enquired how the standard costs 
fixed in March, 1971 could be taken as basis for reviewing the actual 
COlt of production in the expanded plant. 

10.19. The FACT stated in a written note as follows: 

"After the commissioning of the new composite ammonia 
plant under the fourth stage expansion in October, 1971 
the standard norms of consumption showed an upward 
trend since production of ammonia by stream: reforming 
process will consume more naphtha than in the case of 
partial oxidation, In order to analyse the variance due to 
consumption, standard ratios have been taken at a figure 
almost equivalent to the design ratio for purposes of eva-
luating actual performance, Since 1972-73, (budgetted 
costs) based on the budgetted volume: of production and 
norms of efficiency are prepared as per 1971 standard 
costs, The actual cost of production compared with the· 
budgetted costs for evaluating monthly performances," 

A naZysis of costs! 
10,20, The following table indicates the costs of .production of 

different products during the years 1967-68 to 1970-71 as a percentage 
of standard costs fixed in 1966:-

Perceln.tage of actual costs to standard costs fixed in 1966 

Product 1967-68 1968-69 1969-70 1970-71 
• '. 

Ammonia 172'Z 144'3 181'4 183'32 
Ammonium Sulphate (Direct neuti-

rali_on procell) • 187'8 160'1 184'4 166'96-
AmmoniWll Sulphate (Gypsum , 

procell) • • • • 180'4 146'3 179'1 212'81 

Ammonium Phosphate 171'4 16S'2 192'6 184'46 

Aounonium Chloride • 211'0 204'6 213·6 207'83 
SuperpboIphate 126'0 141'0 146'S IS6'2a 

Sulphuric Acid 162'4 180·8 180'0 123' 9--NO'I1I : The dilltribution lOIS included in the actual COlt of ammonia baa been ex-
cluded u the standard coata did Rot pxovide for the same, 

10.21. The actual coats were always higher than the standard 
costs. The aetual costs during 1963-69 were less than those in 1967-68 
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except in respect ot superphosphate and sulphuric aC:...l. The costs, 
however, went up again in 1969-70 (except for sulphuric acid) and 
were generally higher than even those in 1967-68. 

10.22. The standard costs were revised in March, 1971. These 
revised costs were ift all caSef) higher than the original standard 
costs. The actual oost of production of different products during 
1971-72 and 1972-73 as percentage of the revised standard costs i8 
indicated below:-

Actual cost as percen:fe of revised 
standar cost 

Product ------
1971-72 1972-73 1973-74 

2 3 4 

1. Ammonia IS9'37 161'S3 166'8 

2. Ammonium Sulphate 
(A) Direct neutralisation process 129' 30 147'21 163'0 

(B) Gypsum process • 121·61 142 'SS lSI' 7 

3· Ammonium phosphate (16:20) 128'41 136'17 IS6'4 

4· AIIl:nonium Chloride 146'09 IS2'29 166'00 

s· Super-phosphate 99'S9 9S'S6 124'00 

6. Sulphuric Acid 86'66 100'SO IIS'OO 

10.22. The actual costs of all the products eiXcept Superphosphate 
and Sulphuric Acid were higher than even the revised standard 
costs. The fall in the cost of production of Superphosphate and Sul-
phuric Acid was mainly due to the downward trend in the' prices 
()f Sulphur and Rock-phosphate as shown below:-

Cost per tonne Actual average cost per 
assumed in toMe 
tbe revised 

standard 
costs 

Rs. 1971-72 1972-73 ---Rs. Rs. 
Sulphur 35°'00 3°8'21 327'61 
Rock-phosphate 25°'00 193'77 177'24 

10.24. In spite of the standard costs having been revised in the 
year 1971. there has been huge variations between the actual fixed 
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and variable costs over the standard cost fixed (in 1971) durina the 
periods 1971-72, 1972-73 and 1973-74, which is evident from the fol-
lowing figures: 

1971-720 19720-73 1973-74 

S.No; Products RI. in RI. per RI. in RI. per Rl.in RI.per 
lakha tonne lakha tOMe lakhs [Onlle 

I a 3 4 5 

1 Ammonia variance in fixed 
coats 22'81 51'61 16'70 44'19 26'94 70' 22. 

in variable costa • 94'71 2014'320 87'63 231'92 175'206 456'87 

117' 52 265'93 104'33 276 '11 202'20 527'09 

2 Ammonium Sulphate 
(i) Direct neutraUution 

variance in fixed COlt 1'93 1'77 12'22. 16'01 16'49 24'64 
variable coat . 104'93 96' 32 104'05 141'42 129'96 194' 16 

106,89 98'09 n6'27 158'°3 146'45 218'90 

(i ) ~sum process vari-
0'38 1'48 6'61 24'64 ance In fixed coat • 1'77 9'22 

variable coat 14'97 70 '67 28'20 u6'o6 58'62 156,66 --
15'35 72'44 29'68 132'67 67,84 181'3° 

3 Ammonium Phosphate 
variance in fixed COlt, 18'49 30'95 15'85 30 'S4 18'20 :n'82 
variable cost 77'22. 129'23 88'58 172'9S 180'40 275'78 ---

95'71 160'8 104'43 203'89 189'60 303'60 

4 Ammonium Chloride 
variance in'fixec' COlt 5'45 SS'SI 3'73 4S'I3 7'21 76'86 
variable cost 13'97 142'2S 14'82 179'24 20'S9 219'42 

19-42 197'76 18'" 224'37 27'80 296'42 

S Su~r CPhate variarce 
In COlt. • I' II 6, 82 (-)0' 30 (-)1' So (-)1' 97 (-)S' S2 
variable coit (-,)1' 31 (-)8' 04 (-)2' 36)(-)11' 63 (-)24' 73 69'24 -- -- -- - --

(-)0'20 (-)I'U (--)2'66 (-)13'13 u'I8 63'72 -- -- -
, Sulphuric Acid variance in 

fixed COlt •• (-)II'92 (-·)7'36 (+ )12'18 (+ )10'26 (-)9'IS (-)S' S6 
varlab1eCOlt (-)16'79 (-)10'37 (-)9'os (-)7.62 38'Sl 23-S3 
cmacc:ountofcrcditfor (-)2'96 (-)1'83(-)2-27(-)1'91 S-91 3-S9 
steam 

(- )31 '67 (-)19' S6 (+)0' 86 (+)0' 73 3S'S7 21.,6 
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10.25. The reasons for the. huge variations in the differences bet-

ween the actual fixed costs and variable costs and the standard costs 
in 1971-72, 1972-73 and 1973-74 over those in 1970-71 are stated to. 
be:- . 

"A. Variable costs: 

The increase in the variable costs are due to the following: 

(a) Increase in the price of raw materials, viz. Naphtha, Rock 
Phosphate, Sulphur, Furnace Oil, Packing materials, Jute 
bags and Liners, Caustic Soda etc. 

(b) Increase in the cost of intermediate ,Products, viz. Ammo-
nia, Sulphuric Acid and PhosphOric Acid due to the higher 
prices of raw materials, packing materials, operating sup-
plies etc. 

Fixed Cost: 

(a) Lower volume of production (as a percentage of the capa-
city) compared to 100 per cent capacity production for 317 
stream days assumed in the standard cost fixed in 1971. 

(b) Further, the fixed costs have also gone up due to increase 
in the price of stores and spares, increase in the wages 
and D.A. payable on the basis of higher cost of living 
index etc." 

10.26. The variable cost have gone up due to increase in the price 
of raw material and operating supplies as shown in the following 
table·: 

Naptha 

Sulphut' 

Rock 

RIW materials costs (Rs. per tonne) 

1971 ACluals 
Stanr'ard 197~' i'; 

co~t 

228 

320 

10.27. The total variance in the valuable cost per tonne of different 
products during 1971-72 and 1972-73 as mentioned above are analysed 
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below into usage variance and price variance:-

Ptoduction 

1 

Ammonia 

A1I'I.IMnium Sulphate 
(i) Direct neutrali-

sation process, 

(ii) Gypsum 
process 

Ammonium-pOOs -
phate , 

Amm .... nium 
C!\loride 

Super-phosphate 

s 11p~udc Acid, 

(Rupees per tonne) 
1972-73 

~---~ .... ,------
Total Usqe 

in variable variance 
cost 

2 3 

214'32 IS'I5 

96'32 9'22 

70'67 32'70 

129'23 11'29 

1,p'2S 4'18 

(-)8'04 0' I2 

(-)10'37 2'83 

Price Total USRIC 
variance variance variance 

invariable 
costa 

4 5 6 

199'17 231'92 11'23 

87'10 141',p II'85 

37'97 126'06 36'40 

II7'94 172 '95 20'40 

138'07 79'24 1'<9 

-)8'16 (-)n'63 1'75 

(-)13'20 (-)7'62 2' 13 

Price 
variance 

7 

220'£9 

129' ~7 

~9' £6 

IS2' 55 

177'7S 

(-)13'::8 

(-) 9'75 

10,28, On the Committee pointing out that the Company was not 
baving the system of analysing the reasons for excess consumption 
"Of raw materials over the designed/attainable ratios and in the ab-
sence of such a system what purpose did the analysis of variance in 
variable cost into usage variance and price variance serve the 
FACT replied in a written note as follows:-

"Every month a variance report is prepared on the basis 
of information received from the Production Departments 
and is circulated to plant superintendents inviting their 
comments for the variance, Their comments are received 
by the respective Dy, General Managers. The Dy, General 
Managers in turn in their weekly and monthly reports to 
Chairman and Managing Director bring prominently to his 
notice any matters of significance which warrant his at-
tention, This practice is in vogue since 1966, 

By installing matters and instrument in the case of ammonia, 
steam, rock phosphate, etc" it has been possible to control 
consumption to a certain extent. Major problems, like 
higher consumptions of Sulphur in the old plants, are 
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being solved by the several items of work taken up under 
the Debottlenecking Programme. Improvements to 160 
TPD Chemiebau Acid plant is well under progress and is 
expected to be completed during the current year. Till 1972, 
there was considerable loss of phosphoric acid due to leaks 
in the reaction tanks for which a new tank has been instal-
led and commissioned in May, 1972. This has enabled the 
company to avoid losses by way of leaks of phosphoric 
acid. While action has thus been taken to control adverse 
usage variances, it will be appreciated that the company is 
operating 25 years old plant, which would normally be 
scrapped in too frequent shutdown consequent to voltage 
drop and power failure. The company has been taking up 
this question with the State Electricity Board and also 
with independent authqrities like [ndian Institute of 
Science." 

10.29. In para 3.33 of their 44th Report (4th Lok Sabha-April, 
1969) the Committee on Public Undertakings suggested that it would 
be useful fur a public undertaking to have the comparative figures 
from other undertakings in the same industry about the various as-
pects of their working like consumption of raw materials, cost of 
production, overhead expenses, marketing expenditure, etc. in order 
to make a comparative study and to take proper remedial measures 
in cases where deficiencies were noticed. While noting the above 
suggestion, Government informed in January, 1970 that the Fertilizer 
Corporation of India Limited and the FACT had been advised suit-
ably. 

10.30. The Management informed in March, 1972 that necessary 
data with regard to the -operation of the various units in the fertilizer 
field including those of the F.C'!. Ltd., had since been collected and 
was being studied. 

10.31. The cost of production of ammonium sulphate in the Sindri 
Unit of Fertilizer Corporation of India Limited, as collected in Audit, 
is compared below with that of the Company:-

Year 

(Rs.per 
tonne) 

Company's cost 
of production 

as percentage of 
Sindri's cost. 

--.. _-- --------------- -------

541 LS-12. 
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10.32. The Data fur inter-firm comparison were collected in Sep-
tember/October, 1971. The data collected were primarily for the 
purpose of furnishing an inter-firm comparison to the Kerala Gov-
ernment for concessional rate in power tariff. The results of the 
study show the following: 

(i) The capital output ratio is favourable assuming 330 stream 
days. Unfortunately, this company has not been able 10 
achieve full stream days due to frequent power interrup-
tions, inter-dependence of 22 'small plants. 

(ii) Modem single stream plants at Madras, Baroda, Vizhaka-
pattanam, etc., operate only 4-5 process plants with larger 
capacity, better stream efficiency of 330 days a year, where 
the electricity grid is supported by finn thermal power. 

(iii) Udyogmandal unit produces phosphatic fertilizers for 
which the material cost will be about 40 per cent repres-
enting cost of sulphur and rock as against Urea produced 
by large capacity single stream plants for which the mate-
rial cost will be only 10 to 1-5 per cent of prices prevailing 
in 1971. 

(iv) Udyogmandal unit employs a larger number of workmen 
compared to other plants (excepting Sindri) and the per-
centage of labour cost at Sindri and Udyogmandal are 
higher than the other plants. 

10.33. It has been stated that no system has as yet been introduced 
in FACT to regularly exchange cost data etc. from other units in the 
public sector. 

10.34. To an enquiry of the Committee as to how the cost of pro-
duction of different products of the Glmpany during 1969-70 to 
1973-74 compare with the cost of production of similar products by 
Fertilizer Corporation of India Units and the reasons for difference 
in such costs. The FACT stated in a written note as follows:-

"The only product which is in common with FCI produced at 
FACT is Ammonium Sulphate. We got information relat-
ing to the total cost of Production of Ammonium Sulphate 
manufactured by the Sindri Unit of the FCI during the 
years 1969-70 to 1972-73 (4 years). We, however, did not 
get a break down of the cost of production into its consti-
tuent elements of cost. Their process is also different 



Year 

1969-70 

197:)-71 

1971-72 

1:972-73 

1973-74 
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from the process followed at FACT. The table below in':' 
dicates our cost of production vis-a-vis Sindri Fertilizers' 
for the 4 years for which we had obtained information 
from them. 

Cost per tODDe 

Acid Gyp~wn Wdghlld O)~t of 
Process. Process. aVI ragt" productio D' 

cost of of AmID 
production Sulplu. \( at 

ofAmm. Sindri. 
Sulpbat (' 
at FACT. 

&S. Rs. Rs. Rs. 

464'26 331'36 431'JO 4SS'09 

420'41 430'85 416'56 500 '119 
432 '84 407'73 428'75 60S '63 

492 '78 477'96 489 '33 7S2 'OI 

S53'55 516 '55 540'29 N.A. 

As will be seen from the Table, the cost of production of Ammo-
nia Sulphate of FACT, Alwaye was lower than the cost of production 
of the product at the Sindri Unit. Prima facie, the reasons for the 
lower cost of production at FACT seems mainly attribulable to fac-
tors such as (1) lower cost of gypsum which is a by-product and pric-
ed at the rate at which it is available at pit-heads near Trichinopoly 
whereas Gypsum is transported over long distance by the Sindri Unit 
and the delivered cost of Gypsum for them must be far higher; (2) 
we are using naphtha as feedstock as against ~al by Sindri Unit and 
Naphtha as a feedstock is a cheaper raw material than coal; and (3) 
the supply of power to FACT is from hydro-electric sources at much 
cheaper rates compared to the high cost of generation of power in-
cluding the generation of pOWer purchased from the n.v.G. grid by 
the Sindri Unit, During 1967-68 and 1968-69. the international Sul-
phur prices went up to phenomenal levels. As agains,t the cost of 
-Rs, 350/- per tonne of Sulphur used during 1966-67, the cost per tonne 
of Sulphur during 1967-68 and 1968-69 worked out to Rs. 563/- and 
"Rs. 584/- respectively. The incidence per tonne of Ammonium Sul-
phate on this account alone would be of the order of Rs. 63/- and 
lts. 100/- in the respective years. If an allowance is made for this, 
it would be apparent that our cost of production happened to be 
much higher during those years mainly due to reasons beyond out 
-control, At Sindri, their production is 100 per cent through Gypsum 
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process, whereas in FACT, during those relevant periods, the produc-
tion through Gypsum process was hardly 20 per cent. Since 80 per 
cent of OUr production was accounted for by the Acid process. Qur 
average cost of Ammonium Sulphate was higher. There is one other' 
reason which is attributable to the higher cost of production of Am-
monium Sulphate during these relevant years, viz., the low level of 
utilisation of capacity. We hardly utilised 40 per cent of our capa-
city in 1967-68 and 50 per cent in 1968-69. At Sindri, their utilisation 
was respectively 68 per cent and 75 per cent for 1967-68 and 1968-69. 
Consequent to the better utilisation in 1968-69, the increase in oost 
at FACT compared to Sindri Unit has fallen from 135.6 per cent to 
120.4 per cent." 

10.35. The Committee note that FACT is following the system oC 
standard costs which were fixed in 1966 on the basis of designed capa-
cities of the plants and the ratios of the consumption of raw materials 
as also stream efficiency of 330 days in a year. The Committee note 
that the standard costs were revised only in March, 1971 after taking 
into Kcount the attainable stream efficiency of 317 days although the 
attainable stream efficiency was indicated by the Sharma Committee 
as early as April, 1968. The result was the standard cost during the 
intervening period between 1968 to 1971 did not serve as the correct 
basis for judging the efficiency of operations. 

10.36. It was clarified that the revision of standard costs was made 
Dot only with reference to stream efficiency indicated by the Sharma 
Committee but also after standardising the norms of consumption 
ratios· 

10.37. The Committee note that the actual cost of production of 
different products except superphosphate and Sulphuric Acid were 
higher than the revised standards costs and the actual costs ranged 
from 121 per cent to 167 per cent of the revised standard costs during 
1971-72 to 1,973-74:. 

10.38. An analysis of the variations in costs during the period 
1971·72 to 1973-74: indicates that there had been huge variations bet-
weea the actual fixed and variable costs over the revised standard 
costs while the increase in the variable cost were attributed to in-
crease in price of raw materials packing materials and increase in the 
cost of intermediate products, the increase in the fixed cost were 
mainly due to lower volume of production. The Committee find that 
though the increase in variable cost has been mostly attributed to 
increase in the cost of raw materials, there have been variances due 
.to usage also thus indicating excessive consumption. 
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10.39. The Committee are informed that eve!:'y month a variance 
~eport is prepared on the basis of information received from produc-
tion Departments and circulated to Plants for action. The Commit-
,tee recommend that. the Management should introduce a system of 
.analysis of the variance reports with a view to identifying the causes 
.for such variances and taking suitable remedial measures in time. 

10.40. The Committee find that in spite of the recommendation 
in paragraph 3.33 of their 44th Report (4th Lok Sabha) that it would 
.be useful for a Public Undertaking to have comperative figures from 
.other undert.akings in the same industry on various aspect5 of their 
working, so far no system has been introduced to have a regular ex-
,change of information. The Committee recommend that the Bureau 
tOf Public Enterprises should devise ways and means of introducing 
such a system for the benefit of the Public Undertakings. 

D. Internal Audit 

10.41. The internal audit section functions under the control of the 
Finance Manager who scrutinises the internal audit reports and sub-
mits the same to the Managing Director. These reports are, however, 
'not submitted to the Board of Directors. 

10.42. The Internal Audit at present conducted does not cover 
items like cost accounts of the Udyogmandal Division and the basic 
Tecords maintained therefor in the various plants. 

10.43. The Company auditors in their report to the Board of Dir-
..ectors on the accounts fur 1969-70 stated that the existing system of 
internal check and internal audit was not adequate. 

'10.44. In January, 1969, the Board of Directors approved the 
"Strengthening of the inte/rnal audit section so as to cover the audit 
of all divisions. The full strength as estimated has, however, not 
'been positioned so far. 

10.45. The Ministry stated (March, 1972) that the organisation re-
·quired including the staff strength and the functions of the internal 
audit group and those of other groups is under review. "This matter 
has taken some time because of the change in the Managing Director 
of the Company." 

10.46. In March, 1973, the, Board of Directors considered a proposal 
for the re-organisation of Internal Audit and approved the creation 
Qf a post of Chief Internal Auditor. The incumbent· was appointed 
'in Jan., 1974. Proposals regarding staff strength and the internal 
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Audit Manual prepared by the Chief Internal Auditor in March, 1974-
~ aWl awaiting approval. 

10.47. The inadequacy of Internal Audit Department was again 
pointed out by the Company Auditors in their supplementary Report 
on the accounts for 1972-73 (submitted in March, 1974). Following. 
observations were made by them:-

"There is no proper Internal Audit Department in the Com-
pany. The small Internal Inspection team which functi()ns 
under the Finance Manager is not able to cover any area 
ot accounting properly .......... We reiterate our observa-
tion in last year's report that in an Organisation of the 
size we are of the view that there should be a proper In-
ternal A~dit Department which should function indepen--
dently and report directly to the top Management." 

10.48. To an enquiry of the Committee as to why there was delay 
tn establishing a proper Internal Audit Department after its strength-
ening had been approved in January, 1969 and by what time the De-
partment was expected to be strengthened the FACT stated in a 
written note as follows:-

"In 1969 consequential to the re-organisatkm of FACT into 
units and Head Office, the structure and scope of Internal 
Audit also had to undergo a change. For this purpose the 
Board in January, 1969 approved certain proposals mainly 
sanctioning staff who will in addition to routine items and 
sper:!ial hwestigations ordered by the Managing Director, 
also handle items of work like cheque payments, bank 
reconciliation and audit of contracts entered into by the 
working units, with a view to see how far the acoounting 
units are fulfilling the functions as also to pinpoint the 
bottlenecks in the compilation of accounts ptc. This re-
structuring of Internal Audit wing was a subject matter 
of discussion with the Statutory and Government Audit, 
and in our discussions with the Audit Board. itwas agreed 
that a comprehensive Internal Audit wing covering not 
merely the financial aspects but also the administrative 
audit will be set up. The matter was discussed in a meet-
ing of the Board held on 22nd October. 1971. when it was 
decided that the internal audit section be further strength-
ened and that arrangements for internal audit in some 
other public sector undertakings be examined. The Board 
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in its meeting held on 22nd March, 1973, based on the re-
port regarding the study on the arrangements for internal 
audit ill other public undertakings, decided that a compre-
hensive aUdit programme including management audit in 
addition to financial and proprietory audit be introduced. 
In the same meeting it was also decided that the detailed 
scope of the work to be done by the internal audit section 
be fixed after the Chief Internal Auditor is in poSition, for 
which a post in the scale of Rs. 1600-2255 was created. 
It was possible to post the Chief Internal Auditor only in 
January, 1974 after a number of attempts were made to 
find a suitable incumbent. The proposals submitted by 
him are under consideration. 

Some of the important internal audit functions are being per-
formed though a comprehensive system which is yet to 
be adopted. There has been delay because of changes in 
the Finance Manager of the Company. Since, 1971 there 
have been fairly rapid changes in the Finance Managers 
and there have been same periods where make-shift arran-
gements have had to be made. There have also been diffi-
culties in finding a suitable incumbent for the post of Chief 
Internal Auditor, as mentioned above. It will be seen that 
in reality there has not been any delay in establishing a 
proper Internal Audit Department. We were only trying 
to review the work and functions of the Department from 
time to time and have been taking appropriate steps to 
make it an effective management tool. 

The draft Internal Audit manual is to be approved by the 
Board and staff fQF Internal Audit is expected to be in posi-
tion by end of March, 1975." 

10 .•. The Committee regret to note that though the Board of 
Directors approv~d the strengthening of internal audit section as 
early as January, 1969, the reorganisation of the Intel'l1al Audit and 
the post of Chief Internal Auditor were approved only in March. 
1973, after over 4 years: The Chi~f Intemal Auditor was appointed 
about one year thereafter. The proposals regarding staft strength 
and intemal audit manual prepared in March, 1974 are still await-
ing approval. The Comudttee also note that the Company auditors 
have in their Report for accounts for 1972-73 remarked that-

"There is no proper Internal Audit Department in th.. Com-
pany ..... ' . we are of the view that there should be a 
proper Internal Audit Department which should function 
independently and report directly to the top Manage-
ment." 



10.50. The Committee are informed that the reorganisation pro-
posals were made after a study of the arrangements existing in other 
public sector undertakings. The Board decided that in addition to 
Financial and Proprietory audit, a compreheD&ive audit programme 
including management audit should be introduced. I't is stated tbat 
the draft internal audit m~nual is expected to be approved and staff 
would be in position by end of March, 1975. The Committee are not 
happy at the inordinate delay in strengthening up the internal audi't 
wing and finalisi:ng the Internal Audit Manual The Committee re-
commend that the company should lose no time in strengthening the 
Internal Audit Wing 'to evaluate a comprehensive audit including 
management audit being conducted in time and the results reported 
to management so that they can serve as an effective tool of manage-
ment. The Committee need hardly stress tha't the reports of intemal 
audit should receive serious consideration at all levels. 

E. Sundry Debtors 

10.51. The volume of Book Debts and the Sales during 1970-71, 
1971-72 and 1972-73 is given below:-

31-3-71 

31-3-72 

31-3-73 

A~ on 

(RL in IBkh:) 

Total Book Debts S.l~~ Percentage of 
, , (including debtrr! lc 

Considered Considered service~ Sal( s 
good doubtful renderrd) 

581 '33 

395'78 

300'78 

3.172'64 

3,426 '98 

2,322'35 

18 

13 

IS 

10.52. From the Annual Accounts for the year 1972-73, it is seen 
that debts outstanding for over six months as on 31-3-1973 amount to 
Rs. 217.91 lakhs. out of which Rs. 50.28 lakhs is provided for as 
"doubtful debts"-nearly 25 per cent. 

10.53. The Committee note that the volume of book-debts had 
come down from Rs. 581 lakhs on 31-3-1971 to Rs. 300 lakhs on 31-3-
1973 & in terms of turn-over from 18 per cent 'to 15 per cent. The 
Committee, hOWf'!Ver, find thllt the total amount on 31-3-1973 includes 
Rs. 217 lakhs outstanding for over six months and out of this Rs. 50.28 
lakhs ic c:unsidered as doubtful debts (25 per cent of the to'tal debts). 
In the opinion of the Committee this provision of nearly 25 per cent 
is on the high side FACT should take concerted measures to realise 
the amounts post-haste. 



XI 
A. Inventory CoDtrol 

11.1. The table below indicates the comparative position of inven-
tory and its distribution at the close of 1970-71, 1971-72 and 1973-74:-

(Rupees in l&klu) 

1970-71 1971-72 1972-73 1973-74 

(i) R I If ,n,t:rials (exclu iinll raw m.teriala 
in trusit).-

(/I) Own production 30s'89 164'73 61'03 86'00 
(b) Imp.>rted 201'98 86'02 81'13 144'00 

(ii) PI.r.rc:ha~ed material (Imported) 336'68 40'36 27'92 42'00 

(iii) Other Store • .....: 

.(a) G:aeral stores 157.82 167' i9 163'36 128'00 
(b) p"ckinl materials 23'20 18'26 19'52 22'00 

(c) S:or:s "'4th Plante 20'28 20'37 24'17 23'00 
(1) S:>r!5 W4th Clain Diy. 34'03 55'14 88'97 95'00 

(if) Spares 108'27 143.67 167'46 185 '00 

(f) Pi!1ish~d GJods 341'12 289'03 177'99 160'00 -- ---- ----
IS29' 27 984'77 8I1'SS 885'00 

11.2. The stock of raw materials (sulphur and rock phosphate) 
held in relation to production requiremeIlts in terms of months was 
as follows:-

1967-68 S'3 months 

1968-69 4'0 IIIOnths 

1969-70 2'7 months 

1970-71 6'8 months 

1971-72 3'1 months 

1972-73 3'7 months 

1973-74 2'6 months 

177 



178 

11.3. The Ministry stated in June, 1972 that the enquiry made by 
the Committee of Directors revealed shortages of stock of sulphur 
and rock phosphate valued at Rs. 113.53 lakhs during 1969-70 and 
1970-71 out of which shortages ofRs. 46.04 lakhs were written all 
and that the Government have handed over the case to the Central, 
Bureau of Investigation for enquiry: 

11.4. Purchased materials (Urea and Muriate of Potash) are maiD-
ly intended ,for re-sale and represented the sale in terms of montba 
as follows:- -

1967-68 8'S months 

1968-69 3'4 months 

1969-70 3" months 

1970 -71 3'0 months 

1971-72 o'S months 

1972-73 2'0 monthl 

1973-74 3'0 months 

11.5. It has been stated by FACT in a written note that whereas 
the sale of purchased (seeding programme) materials amounted to 
Rs. 1185 lakhs and Rs. 1045 lakhs in 1970-"11 and 1971-72, the figures 
for 1972-73 and 1973-74 were only Rs. 82 lakhs and Rs. 69 lakhs res-
pectively. This explain the variations in the above figures showing 
number of months of consumption/sales. 

U.S. The number of months' consumption of spares held at the 
end of 19'70-71 to 1973-74 is as follows:-

1967-68 126'1 months 

1968-69 89'3 months 

1969-70 74'S months 

1970-71 42'8 months 

1971-72 55'0 months 

1971-73 88,6 months 

1973-74 71 '0 months 

U7. The break up of spares indicating the value of items received 
with the plant and machinery and those purchased later on, is not 
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awailable with the FACT. FACT has stated that as part of the 
management reporting system they have not thought it necessary 
to do so. However, spares worth Rs. 35.29 lakhs are considered as in-
surance/critical items. 

11.8. It is noticed that the stock of raw materials both produced 
in the factory as well as imported, imported materials, stores and 
spares and finished goods as at the end of 1970-71 was comparatively 
much higher than that of the previous year. The FACT explained-
the position in a written as follows:-

(i) Raw Materials (own production in the factory) 

This includes Di-Ammonium Pho~hate purchased from Kerala 
State Government, which should have been classified under imported 
raw materials. Since the 1969-70 Report has included all items other 
than Urea and Muriate of Potash, the same basis has been adopted. 
The stock of Di-Ammonium Phosphate included under this head in 
1970-71 has contributed to the increase. 

(ii) Raw Materials (Imported). 

Imported materials, i.e., Rock Pho!;phate and Sulphur are supplied 
by STC/MMTC. The supply of these items are dependent on the 
availability of materials in international market, availability of ship-
ping vessels etc. As such, many times STC/MMTC are unable to 
adhere to delivery schedules and at times shipments are bunched. The 
stock was high at the end of 1970-71 since more ships were made 
available during that period. 

(iii) Purchased Materials (imported), 

Under this, 1969-70 Report included only Urea and Muriate of 
Potash. The stock of Urea for seeding programme for Cochin Divi-
sion Phase-I was very high at Rs. 303.49 lakhs in 1970-71, compared; 
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:to less than Rs. 61akhs in earlier and subsequent periods. 
,(iv) Stor.s &Spar.s 

General Stores 
Spues 

(Rupees in JIUths) 

J969-70 1970-71 
123.85 116 ·eo 
107'96 le8·eo 

From the above, it can be seen that there is no increase in General 
:Stores and Spares during 1970-71. 

(v) Finished goods 

The ,stock of finished goods in 1970-71 has not exceeded the ave-
:rage of the past 3 years. Subsequently, it has shown a downward 
-trend reflecting the higher demand, short supply and control for quic-
ker deliveries. 

11.9 The inventory of spares held had a certain relation to the 
number of plants in operation and over a period of time, there had 
.been additions to plant facmties and also additional plants due 
to diversification, nwdernisation, etc. The FACT has submitted 
,that it would be appropriate if the stock of spares held at the end 
-of a period is related as a percentage on the original cost of plant 
and machinery in use. The table below indicates the value of spa-
res held at the end of the respective accounting years as a percen-
tage of the original cost of plant and machinery: 

Yeu Orislnal Value of 
historical spares 
value of 
plant .00 
machinery 

Value of 
slares .. 
% of 
oriainal 
plant cost __ . __ • __ ..... __________ ,_J __________________ ---..-.., ____ __ 

1967-68 
1968-69 
1969-70 
19'70-71 
1971-77. 
1977.-73 
1973-74 

(Rs. 
in Webs) 

1,697 
1,714 
1,720 
1,735 
7.,167 
7.,187. 
7.·37.4 

(Rs. 
in Webs) 

97.'06 
108·08 
108'96 
108'00 
144'00 
163·00 
18S'00 

S·4 
6'3 
6·3 
6'2 
6·6 
7·S 
7·9 

11.10. Whereas the investment on plant acquired in earlier years 
remains constant, the value of spares bought out in recent years 
has been subject to price hike. This explains the reasons f0r the 
apparent upward trend in the absolute value of spares. 

11.11. The Ministry stated in March, 1972 that the Company had 
'''undertaken a review of stores/spares to identify surplus obsolete 



181 

items. So far, about Rs 28 lakhs worth of materials have been 
identified and these are being circulated to Plants before disposal 
action is taken." _ Asked whether this review had been completed,. 
the FACT stated in a written note as follows:-

"A Review Committee was appointed by Managing Director 
vide MD/IC/443/70 dated 7-5-1970, and they have complet-
ed their work by 30-9-70. The value of obsolete and surplus 
items as assessed by the Committee was Rs 20.83 lakhs. 
During 1973-74, a list of obsolete and surplus items were-
circulated among the consuming plants and they had 
suggested deletion of 199 items from that list, since those-
items could be utilised for maintenance. The value of 
obsolete the surplus materials kept at present for dis-
posal is Rs. 12.34 lakhs. In 1973-74, an Inventory Control 
Committee has been appointed to study ways and means. 
for controlling inventory. The Committee is at present 
engaged in reviewing 'N value items (i.e. items whose 
'cost' value is over Rs 10,000) to fix minimum and maxi-
mum levels and to locate surplus stock. The list of 
disposable surplus items has also been circulated to Co-
chin Division in February, 1974. at is /llso proposed to. 
circulate the list of other fertiliser units before. adver· 
tising for sale as scrap. 

11.12. The analysis of the stock of major items of finished goods 
(own products) during 1970-71 to 1973-74 is given below: 

1972-73 1973-74 
I 

Stock at No. of Stock at No. of Stock at. No. of Steck at NC'. of 
the end months the end months the end months thr cnd Jr.f nth~ 
of the sales of the sales of the sales of the sales 
year year year ~ar 

(tonnes) (tonnes) (tonnes) (tonnes) 
...... - -- I I 

Ammonium 
Sulphate ~IO.020 1'2 11,904 9'4 7S17 1'0 S982 0'9-

Ammonium, 
Phosphate 

16: 20 18,S38 4·8 12,033 2'2 4613 0'9 S436 I'S 

ao ;20 S4 0'4 IS S'3 2719 III 888 0', 
Ammonium 

Chloride 2,471 3'6 3,693 S'2 2S16 3'2 361 0'4 

Superphos phate 9,289 7'1 6,011 S'4 6148 S'S 4803 2·:1-

Mixtures . 12,898 1'4 9,107 1'0 3147 o'S 1131 o.a 

·Only a negligible quantity was sold during the last months. 
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11.13. It has been stated that the closing stock of superphosphate 

was equivalent to 5.4 mon1:hs' sale in 1969-70 in spite of restricted 
production during 1968-69 (28,338 tonnes) and 1969-70 (29,654 ton-
nes) due to fall in demand consequent on availability of imported 
Diarnrnonium Phosphate at a lower nutrient cost. In spite of this 
there was comparatively a high stock of superphosphate during 
1970-71 to 1973-74. The FACT explained this trend as follows: 

"The reasons for the comparatively high stock of Super-
phosphate was the declining trend in demand for super-
posphate as a low analysis and single nutrient phos-
phatic fertiliser in comparison to high analysis NP and 
NPK. complex fertilisers in the market. Since We were 
selling NP complex as Ammonium Phosphate 16: 20 and 
20: 20 and NPK both in the form of complex fer-

tilisers and mixtures, the demand for superphosphate 
from our dealers during the period under reference was 
limited. Even the limited demand was available only 
by linking sale of straight nitrogen with superphos-
phate. 

It may also be added that the closing stock of superphosphate 
includes quantities which are produced, but could not 
be despatched before the curing time is over. Techni-
cally these stocks are not in a saleable condition, but 
have always been shown as clOSing stocks as a matter 
of convention and past practice. The curing time is 
about a fortnight and about 2,500 tonnes of production 
will always be in the pipeline in the curing stage and 
this is inevitabl~. If anQ allowance 1.s made for this 

faetor, it will be apparent that the stocks we hold are 
not high." 

11.14. The following are the deficiencies in the system of inven-
1:0~ comrol:- ,'ff 'Jr 

(i) Out of 31,149 items of stores as on 31st March,· 1970, 
minimum limits of stock have been fixed only· for 
14,500 items; the maximum limits in respect of these are 
yet to be fixed. 

11.15. On an enquiry of the Committee as to what was the 
position in regard to fixing the minimum limits of stocks for 

-At the time ot factual verification FACT intimated that presently mini-
mum levels have been flxed for 2500 items approximately. 
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31,149 items of stores as at the e;nd of 197()"'71, 1971-72, 1972-73 and 

'1173-74 and whether the maximum limits of the items of stor. 
had since been ftx~, the FACT replied:-

"In November, 1973 an Inventory Control Committee was 
formed to fix maximum and minimum levels for all 
the stores items. Formerly the maximum and minimum 
levels had been fixed by departments and this Commit-
tee is to review and fix maximum and minimum levels 
for all stores. This Committee has just finalised the 
work relating to identification of surplus and obsolete 
stores at present in stock and the other work is yet to 
be taken up. It may be incidentally added that the 
work of identification of surplus and obsolete stores is 
a continuous work and is being done concurrently with 
the other exercise. 

(ii) The position in respect of phvF:ical verification of stores 
and spares during the years (1967-68 to 1973-74) is indi-
cated below:-

Year 

1967-68 

1968-69 

1969-70 

1970-71 

1971-72 

1972-73 

1973-74 

Total No. 
of items 

29,988 

30,596 

31,149 

25,954 

25,972 

27,831 

No. of Percent~e 
items of No. of 
physically items ' 
verified verified to 

total 
items 

497 1'66 

1.312 4'29 

736 2'36 

S,2IS 20'93 

8,S44 32' 89 

8,229 29'82 

13,368 

11.16. Value-wise details of verified items in any year are not 
available. The discrepancies noticed as a result of physical veri-
fication during 1968-69 and 1969-70 had not been adjusted upto 
the close of accounts for 1970-71. The discrepancies noticed as a 
result of physical verification during 1970-71 to 1972-73 have a110 
Dot been adjusted. 
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11.17. The Committee enquired the reasons for which all the 

items of stores could not be verified at least in a year and whether 
there were any items which had not been verified at all during 
the last three years, the FACT stated in a written note as follows:-

"Though value of items verified are not available, the value 
of discrepancies noticed on physical verifica1:ion from 
1968-69 to 1973-74 were duly reported to the Management. 
The same is furnished below:-

Year No. of No. Value No. Value No. Value 
items of of of 

verified items items items 
Rs. Rs. R,s. 

1968-69 13111 295 13j151' 17 349 6,728' 33 +54 -6A~2'1I4 

1969-70 736 74 II,32S'19 62 II,lll' 14 -12. -1°7'04 

1970-71 52.I5} 169 41,535' III 256 75,216' 38 +117 + 33,680' 57 
1971-72 8544 

1972-73 8229 1517 12,01,7110' 71 470 (2,25,3115' 31 -1047 -976,395'40 

1973-74 16268 2391 13,12,225' 23 797 9,35,1911' 03 -1594 -377,027'20* 

.. Provisional. 

11.18. One full round of verification of all the items has been 
completed and the net shortage noticed during 1973-74 is Rs. 3.77 
lakhs (provisional). The reasons for the shortage/excess are being 
,assessed. 

11.19. We are carrying an inventory of about 25,000 items and 
it is difficult to complete the physical verification of all the items 
in one year. However, every effort is being made to verify at least 
the high value items once in a year. The intention is to have 
one full round during the course of two years. 

11.20. The physical verification of all the items excluding obso-
lete/surplus items kept separately have been completed during the 
one round of verification from 1972-73 till the end of July, 1974-

11.21. Adjustments for discrepancies from 1968-69 to 1971-72 
were not made due to the following reasons:-

(1) The discrepancies noticed during 1968-69 and 1969-70 
were negligible and were well within the Stores Reserve 
balance given in sub-para (iv) below. 
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(ii) The difference noticed during 1970 .. 71 and 1971-72 shows 
an excess of Rs. 0.33 lakh. 

(iii) It was -considered that only after the completion of one 
round of verification the real shortage/excess could be 
ascertained, since the Stores were shifted to a new 
building. 

(iv) The Reserve available in the books was sufficient to 
cover the difference upto 1971-72 and a provision to 
cover the balance amount had been made during 1972-73. 
Suitable provision to cover shortage/excess noticed dur-
ing 1973-74 will be made during the closing of 1973-74 
Accounts. The Stores Reserve available in the books 
of the Company from 1968-69 to 1973-74 is given below:-

Reserve 
(Rs. in lakh~) 

1968-69 2'65 

1969-70 7'05 

1970-71 9'31 

1971-72- 12'56 

1972-73 13'97 

1973-74 (provisional) 16'05 

--Though the number of items verified during 1968-69 & 1969-
70 were not satisfactory, in subsequent years, there has 
been substantial increase in the number of items physi-
cally checked. The balance in Stores Reserve Account 
was considered adequate to cover any discrepancies that 
might be noticed. It may be noted that the stores value 
shown after deducting the said reserve had ensured the 
accuracy." 

Slow moving stores 

11.22. As a result of the review made by a Departmental Com-
mittee (May, 1970), 8,700 items of stores and spares valued at 
Rs. 30.75 lakhs (machinery stores-Rs. 13.54 lakhs and general 
stores-Rs. 17.21 lakhs) were reported to have not moved for five 
years or more. These were out of 30,596 items of stores and spare~ 
valuing Rs .. 336.67 lakhs (machinery stores-Rs. 108.08 lakhs and 
general stores-Rs. 228.59 lakhs) at the end of March, 1969. 
541 LS.-13. 
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11.23. Out of the above slow moving stores, stores valued at 
Rs. 21.34 lakhs (machinery stores-Rs. 8.41 lakhs and general 
stores-Rs. 12.93 lakhs) were declared obsolete by the same Com-
mittee. The Company has since assessed stores valuing Rs. 0.80 
lakh as usable and has sold 330 items of general stores valued at 
RI. 1.96 lakhs at a loss of Rs. 1.74 lakhs, leaving obsolete stores 
worth Rs. 18.58 lakhs still on hand. 

1l.2-i. AI regards other slow moving store5 (Rs. 9.41 lakhs), 
another Departmentta~ Committee has been appodnted (Septem-
ber, 1970) to review the position, its report is still awaited. 

11.25. It is stated that the Committee could not make any pro-
gress to review the slow moving items pending classification of 
the insurance items. No time limit was fixed for completion of 
work by the said Committee. The insurance items nave since 
bf:en listed in 1973 and the present Departmental Committee is 
reviewing slow-moving and non-moving items, a good portion of 
which includes insurance item&. 

11.26. An analysis made by the Machine Accounts Section of 
the Company of non-moving items of stores and spares as on 
,31-3-1973, revealed the following position:-

Spares General Stortt 

No. of Value No. of Value 
items Rs. items RI. 

Betwoca I to 2 yean 866 41,06,976 1744 23,82,293 

Between 2 to 3 years 367 9,65,295 I022 9,22,005 

Between 3 to 4 years 250 6,29,229 777 7,28,638 

Between 4 • to 5 years 417 13,52,954 "4 6,82.357 

Between 5 to 6 years 623 8,68,723 895 5,24,346 

Between 6 to 7 years 358 3,44,152 735 5,30,188 

Between 7 to 8 yean 1194 9,26,060 72I 2.090474 

Between 8 to 9 years 729 2,83,833 414 1,66,183 

Between 9 to 10 ye$l'8 270 3.53,747 z68 8~.594 

Between 10 co II yean 189 1,6a,~ 28S 96.123 

Between II to 12 years 1238 23,79,842 2644 JI,S4,S09 
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11.27. To an enquiry of the Committee wh.ether the Manage-
ment has accepted this position and if 1iO, wh~t action was taken 
or was proposed _to be taken to reduce the burden of these non-
moving items, the FACT stated in a written note as follows:-

"The analysis made by the Machine Accounts Section of the 
Company on non-moving items has assumed that items 
for which last date of movement are not given belong 
to categories of items which have not moved -'or 9 years 
or more. This assumption was found to be not correct. 

The Inventory Control Committee appointed in 1973 is now 
taking up the work of fixing the minimum/maximum 
levels for high value items. 

A special team cODs~tillg of. technical staff under Superin-
tendent, Company Standardisation appointed m 1972 
have completed in 1973 one round of phF~al verificatwn 
of all stores and spa .... 

Recently we have added ullder the Expansion Scheme quite 
a few plants and the value of sp~res has aJJp corres-
pondingly increal;led. Every tinJ.e one item of spare ~s 
consumed we haye got to immed~te~y orqer replace-
ment. The replacement cost tends to be high. Even 
thollgh we may be replacing item for item in quantita-
tive terms, the pq,rch~se value of these items tends to 
be high due to inflation in the ~vel of prices." 

11.28. None of the obsolete itelll5 has been disposed off till 
March, 1974. Two items have been disposed off in 1974-75. The 
list of obsolete/surplus items have been circuia1ed to the Cochin 
Phase4II project authorities. 

U... The ~ittee aote that tJae inveator')' of stores laas 
awn a decl'ease hom Ri. 16.28 £l"Ol'es&s at the end fJf 1870-71 
to .... S.85 crol'es on 3bt II ..... , 1174. The v~ of spareoS includ-
M iD. tJae inventory however showed. aD Wtrea.:Qg tJ'eD4 frOID 
as. LOS lakhs represeDt:ng 42..8 aontlts CQUSJIPJPtipn .. OD 31-3·1971 
to •. 185 lakN on 31·3-1874 repr~tiIag 71 ~h. eqJUI.p~ •. 
Bven with ref~e to cost gf ~~, tbe preceu.tage of 

o\F spares has indicated B.n increase from _.2 p,er ~W to 7.9 per cent. 
The Committee are informed that the records are not maintained 
~. ind~ate the spares receiv,et;i with plant and machinery '8S dis-
tiDct from those purchased later. Altho~1t the maaapmeat has 
Dot considered it necessary to do so, the Committee feel that in 
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the interest of regulating purchases of spares such a seggregatioD 
is essential. The Committee hope tbat action would be taken to 
seggregate the spares accordingly. 

11.30. The Committee lIegret to note that out of 31,149 items 
on stock on 31.3.1970, minimum limits have been fixed only in 
respect of *14,500 ttems. The Committee are Informed that an 
Inventory Control Committ.ee was formed to fix the maximum 
and minimum levels for all store Items. This Committee has just 
finalised the work relating to identification of obsolete and sur· 
plus stores and the other work is yet to be taken up. 

11.31. The Committee understand that a Review Committee 
appointed by the Chairman-cum·Managing Director identified value 
of obsolete and surplus stOftS on .3Oth September, 1970 as 20.83 
lakhs. The ''BlUe of such surplus and obsolete items has been 
reduced to Rs. 12.34 lakhs. The Committee are informed that 
the Inventory Control Committee are reviewing tA' Value items 
to fix the maximum and minimum limits and also to locate the 
surplus. The Committee recommend that the Inventory Con.trol 
Committee should flnaUse Its work soon and management should 
fix the maximum and minimum llmlts for all the stores without 
delay. The management should take action to circulate the list 
of surplus stores to all the public underiakings including fertilizer 
producing units with a view to disposing the surplus items. 

11.32. The Committee also note that the percentage of items 
physically verified to the total number of items in store was 
20.93 PCI' cent on 31-3-1971, 32 per cent on 31··3-1972 and 29.82 per cent 
on 31-3-1973. The Committee regret to note that the value of 
items verified in any year is not available. The Committee Bl'e 
surprised that the discrepancies noticed as a result of verification 
have also been not adjusted in accounts from 1968-69 t.o 1972-73. 
The Committee however note that in respect of 8,229 items veri"-
fled during 1972-73 and 17.268 Items verified during 1973-74 there 
h9d been shortages to the extent of 1,047 items of value Rs. 9.76 
lakhs in 19'72·'73 and 154 items valuing Re. 3.77 lakh~ in 1973-74 
respectively. The Committee are informed that the Management 
i!ll assessing the reason for the shortages. The Committee would 
like the management to investigate into the reasons for the short-
ages and fix responsibility therefor. The Committee would like 
to be informed of the results . 

• At the time of factual verification FACT intimated that presently minimum levels have 
been fixed for 2~OO items approximately. 
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11.33. The Committee also find that in regard to raw materials, 
sulphur and rock phosphate, the inquiry made by a Committee of 
Directors revealed shortages of stock of sulphur and rock phos-
phate valued Rs. 113.53 lakhs during 1969-70 and 1970-71 out of 
which shortages of value Rs. 46 lakhs were written off, and that 
the Government handed over the case to the Central Bureau of 
Investigation for inquiry. The Committee would like to be infonn-
eel of the findings of the inquiry and the action taken by the 
management in pursuance thereof. 

11.34. The Committee note that as a result of review by a 
departmental committee in May, 1970, 8,700 items of stores and 
spares valued at Rs. 30.75 lakhs out of 30,596 items of stores and 
spares of value of Rs. 336 lakhs were reported to have not moved 
fOl' 5 years or more. Out of these slow moving stores, it has 
been reported that stores valued at Rs. 21.34 lakhs were declared 
obsolete by the same Committee. Even after the sale of some 
stores at a Joss of Rs. 1.74 lakhs, there are still obsolete stores 
worth Rs. 18.58 lakhs. In regard to stores other than machinery 
stores and general stores another departmental committee is report-
ed to be going into the question and its report is awaited. It is 
unfortunate t hat no time limit has been fixed for completion of 
the work by this Committee. The Committee recommend that the 
Departmental Committee should be required to complete its work 
soon, identify items of surplus and obsolete stores other than machi-
nery stores and general stores so that management can take action 
for disposal of such stores by diverting them usefully to other public 
undertakings. 

11.35. From the foregoing, the Committee are led to conclude 
that thtl maintenance of stores accounts and the inventory control 
in FACT has not been quite satisfactory. It is surprising that even 
the elementary reqtt.rements of fixation of maximum and minimum 
limit of ston' for purposes of control has not been taken care of. 
No action has been. taken in respect of results of physical verifi-
cation and there had been accumulation of obsolete and surplus 
stores resulting in blocking up of capital. It is only in 1973 that 
the management has thou&'ht of the Inventory Committee to revamp 
the whole system. The special audit conducted in regard to stores 
has also revealed a number of irregularities. These have been 
dealt with In a separate section. The Committee recommend that 
GovemmentJFACT should critically examine the reasons for tl,is 
state of aftairs and take into account the results of investigatiOll 
by special audit and th.e suggestions given by them so that the 
~". store system can before loD.&' be put In propel' __ . 
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B. Special Audit Report 

11.36. On the request of the Ministry of Petroleum aDd Chemi-
cals, a special audit (covering the period from 1-4-1967 to 31-3-1972) 
of high value items of stores and raw materials (including sulphur 
and rook phosphate) was conducted in 1973 with the assistance of 
two Technical officers nominated by the Ministry. 

T!'te result of the special audit are summarised below:-

(A) Payment for raw materials received 

11.37. Sulphur and rockphosphate constituted the two most' im-
portant raw materials required by the Company. The value of con-
sumption of rockphosphate and sulphur during the five years end-
ing March, 1972 was Rs. 1970.03 lakbs representing about 40 per 
cent of the total manufacturing expenses. Both the raw materials 
were imported. They were received at Cochin by the Shipping 
Officer of the Company who arranged for. El draft survey, got the 
cargo unloaded through conttactots and despatched the materials 
in boats to the factory site. On completion of the unloading opeI'a-
tions, the Shipping Office prepared a report indicating the boats 
in which the materials were despatched to the factory and the 
approximate quantity carried in each boat. Nb weighment 
of the raw materials carried by the boats to the factory was done 
and the quantity indicated in the bills of lading was shown as tully 
received. 

Payments to the suppliers were made on the basis of the weights 
lodieated in the bills of lading. The weights shown in the bills of 
lading and the weights as determined at Cochin by draft survey 
were not reconciled. Though the Company accepted the weight 
shown in the bills of lading, the rebafe of Rs. 6,70,758 secured by 
the Minerals and Metals Trading Corporation of India Limited. 
through whom the materials were imported, during July, 1967 to 
March, 1972 from the foreign supplier (Rs. 4,69,884 for acceptance 
of the bill of lading weight and Rs. 2,00,874 for extra moisture con-
tent) was not obtained by the Company. 

Materials Receipt Reports for receipt of sulphur and rockphos-
phate shipments were iS9U~d after Considerable delay, ranging even 
up to on~ year. Postings of receipts in the ledger were also not made 
in chronological order. The Company did no~ therefore, have 
l'eliable up-to-date figures of stock of the raw materials at any time. 

(B) Issue of ra.w materials 

11.38, ~ulphur and rockphosphate fed into the plants were not 
weighed. ''theoretical cotlsuirtption rtittdlwete adopted from time 
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to time including in some cases, extra quanttUes to cover handling 
and other losses. Extra quantities were added in rockphosphate 
bags despatched f_rom Cochin Harbour direct to the mixing centres 
to cover handling losses. This quantity was not, however, charged 
in the accounts. The stock of Udyogmandal had, therefore, been 
overltated in the accounts to this extent. The quantity not reflected 
in the accounts during the period January, 1971 to March, 1973 
w~ of the order of 300 tonnes. j 

11.39. (C) Storage of Raw Materials 

(i) Rockphosphate was reported to have been washed down the 
river due to the collapse of a retaining wall. No steps were taken 
to ascertain the quantity lost although remarks were made from 
time to time that rookphosphate was being washed down the river. 

(ii) Whenever there were disputes in regard to the quantity 
supplied to or received from other fertilizer manufactureres, ad 
hoc settlements were made. 

(iii) In view of the deficiencies mentioned above, book balances 
were not always complete and reliable. 

(iv) On many occasions sulphur was kept in the open in heaps. 
Similarly when the stock was large, rockphosphate was also stored in 
the open in heaps, large quantities of gypsum were dumped in 
various parts of the township. 

(v) Monthly surveys were being made to determine, on voluttte-
trjc basis, the actual stock, Surveys were made even on occasions 
when incoming raw materials were being unloaded and got mixed 
with existing heaps, from which raw materials were also being drawn 
for consumption simultaneously. Varying density factors were adop-
ted from time to time in deriving, from the volume, the quantity 
of raw materials. The methods of survey were not thus free from 
defects. The measurement books containing measurements in res-
pect of the surveys conducted up to 5th January, 1971 were not made 
available to Audit as they were not traceable. The loss of the mea-
surement books has not been investigated. Errors in calculation were 
notic'ed in the measurements recorded after 5th January, 1971. The 
measurements were also mostly recorded in pencil in the books and 
there were many unattested corrections and overwritings. 

(iv) Even though monthly surveys of sulphur and rockphosphate 
indicated wide discrepancies between the survey figures and t'he 
book balances the differences were ignored. These differences were - , 
widely known and even though notes were exchanged amongst. 
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various authorities ef:1:IIe o..pany, no action was taken to reconcile 
the discrepancies. 

(vii) The Company has gone on maintaing that the survey 
figures were not dependable and accurate estimates could be made 
only when the stocks came to a low level. Even when the stocks 
came to a low figure, the entire shortage was not investigated and 
wr'itten off. For the purpose of annual accounts, the Management 
certified that the book figures represented the actuals even though 
they knew that the differences were too large (exceeding 19.94 per 
cent.in March 1968 and 38 per cent in March 1969) to be ignored. 
When Audit pointed out in April 1969 the wide variations between 
book balances and monthly survey balances and the absence of a 
regular system of verification of the stock of sulphur and rockphos-
phate and suggested remedial measures, the Company noted the 
com~ent and promised to do the needful. However, instead of ad-
justing the book figures to the physical stock, as ascertained by survey, 
part adjustments 'Were made in the' accounts for 1969-70 and 19'70-71 
vey, part adjustments were made in the a(~counts for 1969-70 and 
1970-71 and the survey report figures were inftp.ted to agree with the. 
book inflated figures were furnished to the Statutory Auditors. By 
this proces~, the write off was deferred and spread over a· number of 
years partly in the form of consumption of the subsequent years. 

(viii) The computed shortages (at the average issue rates) aris-
ing in different years on the basis of book balances reconstructed by 
.Audit and survey figures of different years are indicated below: 

(Figura in rupees) 

Year Shortage (-)1 Shortaae )-Jj Total 
Bxceaa (+) of Excess (+ 
rock-pholphate lulphur 

1967-68 (-) rI3,77,791 (-)1,03047,088 (-)1,17,24,879 

1968-69 (-)U,71.282 (+ )22,75,819 (+)1I,Q4,587 

1~70 (+)9,835 (-)2..45,211 (-)2,350376 

1970-71 (-)23,34,316 (-)9,51,380 (-)32,85.696 

1971-72 (+ )3,92,817 (-)1.20,301 (+ )2,72,516 

( -)44,ar.,687 (-)93,88,161 (-)I,::8,68.B48 
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(ix) As against the above, the value of shortages written off in 
-the accounts in the three years ending 1971-72 were as follows:-

Year Rockphosphate stock Sulphur ~tock written Total 
written off off 

Rs. Rq. 

1969-70 12,06,070 8,52,227 20,58,297 

1970-71 17,80,919 7,55,809 25,36,728 

1971-72 21,61,332 43,61,308 65,22,640 

'Total value of short- 59,69,344 
ages written off . 51.48,321 1,11,17,665 

It would appear from the, above that as against Rs. 1,38,68,848 
being the value of shortages arising in the relevent years, the amount 
written off up to the end of 1971-72 was Rs. 1,11,17,665. Thus while 
the full quantity found short was written off, a sum of Rs. 27,51,183 

was written off less in the value account (in view of falling pri:es) 
of the releventyears by deferring the written off; the difference was 
~harged to the accounts as value of consumption of the years 
following. 

(x) Even allowing for inefficiency and the age of the plants, 
the following consumption ratios were considered as realistic by 
the Technical Officers associated with the Audit:-

Sulphur to Shilphuric Acid 

Rockphosphate to Phosphoric Acid (with a recovery of 85%) 

On the basis of these ratios the sulphur and rockphosphate that 
should have been consumed from 1st April, 1967 to 31st March, 1972 
and that charged to the accounts including writes off are compared 
below: 

Quantity Quantity Difference Value 
charged that should 
to the have been 
accounts CODSumed 

u 
oonlumed 
inC:1~ wnte 

(M.T.) (M.T.) (M.T.) (Ra. in 
lakba) ---Sulphw 2>48.719 2.32.728 15.991 43'2, 

Roc:IIpbOl'''lte • 2,60.440 2.42,676 17.764 31'&" 
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The difference might have been occasioned by various factor. 
like: 

(1) Pilferage/loss of raw materials; 

(2) Loss in the process Of manufacture; 

(3) Accountal of less finished products than actual production 
leading t'o loss/pilferage of the finished products. 

In view of the defective maintenance of record~ relating to-
recei.ets and issues, the defective system of physical stock talking~ 
absence of management control and failure to take action at the 
appropriate time when the discrepancies were noticed, it was not 
possible to determine how the shortages actually arose. 

(xi) Considerable quantities of gypsum, a by-product of the 
Phosphoric Acid Plant and raw material for the manufacture of 
Ammonium Sulphate, were dumped around the factory area and the 
township. For several years it was shown in the books at a certain 
value even .though it was not in fact available. Eventually the 
value of Rs. 6,11,540 was written off in March, 1970. 

(xii) There was no periodical review of the consumption of raw 
materials and efficiencies by test runs as the efficiencies were assum-
ed aU along at ad hoc figures. The dimunition in stock as revealed by 
monthly surveys was also not taken note of. There was no effective 
system of internal check on raw materials· and efficiencies in their' 
usage and on finished products. 

11.40. (0) Purchase of Raw Materials 

(i) There was no proper system for assessing I'aw material re-
quirements and for planning purchases So as to optimise the inven-
tory holdings with the objective of avoiding high inventory and 
stock-outs at' the same time. It has been stated by the Management 
on more than one occasion that the stocks of sulphur and rockphos-
phate as determined by physical survey were taken into account only 
for purchase planning and not for adjusting the account figures as 
the survey figures were unrealiable except when the stocks were 
low. It was, however, noticed that the Management had, in fact, not 
acted on the basis of survey figures for the purpose of stock planning. 
Ad hoc procedures appeared to have been followed on different 
occasions, e.g. book figures were adopted on some occasions and 
independent estimates on others. Absence of proper conttol resulted 
in excessive stocks and near stock-outs from time to time. Book 
stock of sulphur I'eached an all time high in April' 1968 (aboUf M,OO& 
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M. tons when the normal stock limit was about 18,000 M. tons only) 
foUowing massive purchases. By the middle of 1971, the stocks reach-
ed 1~\V levels and by the e~d of the year, the stock was alarmingly 
low (1,200 M. tons). 

(ii) During the 7 month period upto December, 1967 the Com-. 
pany placed orders for purchase of 1,14,000 M. tons of sulphur on 
various firms. 

(a) One of the purchase orders was placed on a Bombay firm 
for 10,000 M. ton at Rs. 580 per M. ton CIF Cochin on the 
basis of a telephonie offer followed by a telegram dated 

24th May, 1967. In July, 1967 the firm asked for an increase 
in price on account of increase in freight rate arising from 
the closure of the Suez Canal. The Company agreed to' 
increase the price by Rs. 20 per M. ton and amended the 
order to read as Rs. 600 per M. ton CIF, without scru-
tinising the reasons justifying the increase. While the 
initial price was related to U.S. $77 per M. ton CIF, the-
higher price was related to U.S. $80 per M. ton CIF. It 
was, however, noticed from the invoice issued by the-
American suppliers on the Bombay firm that the latter 
Were charged only at the original price of $77 per M. ton 
C&F Cochin for a quantity of 11,823.668 M. tons. The Com-
pany thus paid about Rs. 2.36 lakhs over and above th~ 
quoted price without any justification. 

(b) Four orders were placed on another firm during Septem-
ber to December, 1967. The firm was paid a commission 
of Rs. 10 per M. ton against the usual commission of Rs. 7 
paid to another established firm resulting in payment of 
additional commission of Rs. 1,40,161. The supply against 
one of the orders which was due for shipment in Decem-
ber 1967 was shifted without adequate justIfication, at 
the'instance of the Company to February, 1968 for which 
it had to pay (as escalation) $1.25 per M. ton resulting in 
increased price of Rs. 1,21,270. 

11.41. (E) Stores and tools and Plants 

The important points noticed in the course of checking of store. 
acc-ounts are indicated below:-

(1) For none of the stores items maximum limits had beeD 
fixed; 

(Ii) Stores ledgers were in arrears; postings were made only 
once a quarter; 
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(iii) 6,000 bin cards were maintained for stores and spar. 
which were no longer in stock with the company; 

(iv) Out of 25,400 items, st'ock balances in respect of 4,000 itema 
_were shown without indicating their values; 

(v) Though there was a system of perpetual stock verification, 
only a small number Of the total items was covered in 
anyone yeaI'. The total shortages and excess noticed dur-
ing 19&8-69 t'o 1971-72, amounted to Rs. 64,989 and Rs. 92,796 
respectively while the value oIf shortages and excesses 
noticed in 1972-73 were Rs. 10,89,744 and Rs. 2,23,034 res-
pectively. Shortages and excesses noticed even during the 
limited verification are stated to be still under investIga-
tion and no adjustments have so far been made. 

(vi) The posit'ion of non-moving stores as on 31st March, 1972 
was as follows:-

Description 

Machinery spares 

General spares 

Total 
Value 

Ra. 
1.49,96. lIS 

2,73,s:2.484 

Value of non-
moving storeS 

RI. 

67,23.340 

SO.9S,662 

Non-moving stores constituted 28 per cent of the total value or 
stores. 

(vii) A Committee cQ·nstituted to review the surplus and 
obsolete items of stores and spares repotted in September, 
1970 that the company was having 1,350 items valued at 
Rs. 7.89 lakhs which were obsolete and 381 items valued 
at Rs. 12.94 lakhs which were surplus to requirements. 
No action has been taken on the Committee's report so 
far. There was no systematic procedure in vogue for 
review of the stores items from time to time for the pur-
pose of locating surplus and obsolete stores; 

(viii) ABC analysis of the stores items was not done regularlYi 
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(ix) The Internal Audit Cell of .the Company had not conduc-
ted audit' of the records of the Stores Department; 

.<x) No reconciliation of the bin card balances was being made: 
with the stores ledger balances; 

(xi) The accounts of tools and plant were not properly recon-
ciled. Over 2000 items of tools had not been returned to 
the tool crib even though they should have been returned 
at the end of the shift. Physical verification of tools was. 
not conducted up to 1971-72; 

(xii) The accounts of ammonia cylinders were not maintained 
satisfactorily. One thousand cylinders purchased in 1968-
were not taken in the accounts. The Company has not yet 
reconciled the cylinder accounts and the number of cylin-
ders not accounted lor by customers has not yet been, 
determined. 

11.42. (F) Finished Produ.cts 

Physical verification of finishe dstocks in the custody of central 
dep<?ts, buffer godowns and mixing centres was conducted by a 
centralised stock taking and vigilance wing. The verification reports 
of the depots, centres etc. were forwarded to the Depot Officer( 
Ofticer-in-charge of mixing centres and the Regional Managers con-
cerned as soon as the verification was completed. ~t' was, however, 
observed that the verification reports were not pursued centrally 
with the result that the shortages had not been regularised. The' 
value of shortages of finished products awaiting investigation and-
regularisation as on 31st March, 1972 was Rs. 28,80,777. 

The Ministry intimated in March, 1974 that the whole matter was 
investigated by the CBI and based on their report, departmental 
actioJ;.l had been init'iated against some of the officers of the Company. 
CBI report in so far as it pertained to the involvement of the then. 
Man,pging Director and the Finance Manager was also under consi-
deration in consultation with the Chief Vigilance Commission. 

On the request of the Committee, the FACT submitted the follow-
ing statement on various points raised in the special audit report 
covering stock verification, review on surplus and obsolete items, 
verification of loose tools and the gypsum in township, reconciliation' 
on amm,onia cylinders accounts etc. 
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RECOMMENDATIONS GIVEN BY SPHCIAL AUDIT AND STATUS OF 

IMPLEMENTATION OF THE SAME 

Recommendations/observations of Special 
Audit 

.(1'1) M'l'Isurmtlnt of Quantity rICeifJr4: 

Boats should be ·marked with lines for 
various wciahte. 8xiatiq linee of 
maxim\Ull we.ight marked by port 
could also be made use of. 

.(b) Bulk storage at the Dock and trans-
port by road should be considered. 

<c) ~ 1M' rcIIII fffIIUritJls : 

P.pDeDt~d be IJl8Ck after :CQIiIIP.IIr~ 
lng bill of lading weia:ht with draft 
survey weiJht at Codiia port. 

Statui of Implementation 

Proposals were not found pr.a;icablc. Feasi-
bilitY of introducing a form of draft survey 
taking the difference in heights of boat 
above water, before and after unloading 
wu studied and found that accurate results 
are not ob~ble. However, the matter is 
being pursued. Various n¥thods includ-
ing .dectroDlc weightment with the help of 
equipment by rai.l .weitJlt lnc. were ex-
amined and found not practicable. 

The ~ wcr.e aIGlined au.d 1hc 
proposal is found to be un-economic II it 
involves double handling and entaiJa an 
exa:a of RI. 28 per ~e. 

BiU of ladiDt ~ supported :by weiahtDlCDtl 
jlurvey certificate given at the port oJ egt.-
barkation anti is more lCCUrate. Procedure 
hal been laid down for CO=OD 01. the, 

weights by the shipping. Ip~ 
ofticer to be reporte4' and examineo by die 
Finance Wing anll DiYieicmal M.anapr wJao 
record whether the difference is acceptable. 

Cd) Delay. in preparation of R/Rs should Remeciial intltructions have been iaeuecI ud 
be avoided. the position hu improved. 

(,) Ilebate received by MMTC for Freight rebate is being "given by MMTC 
~ Ihouldbe pUled on by after 1-4-1'72. 
~TC to FACT. 

2. StorQII, 0' rtIfJJ ml'ltll'ials : 

(a) A will should be erected in rook The pt'OPOlal 18 not feasible due to practical 
phosphate storage dividing it into one difficulties. 
with an opening in the rear, 10 that 
Ul-eqming Jl¥pmmtl CQUldbt acored 
~lU:ately jlDd previoUIIstocJt exha\l8-
teCl before clrawfna material ftom new 
con.aipment. " . 

(b) Raw materials should not be stored They are now stored in covered godownl. 
in the open. 
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Recommendations/observations of Special 
Audit 

Status of imrlcmentation 

---------------------------------------------------
3· Issue/consumption oj rdw materials: 

(.) MliJsurlmellt t/ ... phosphate: 

(a) The 3 bin, for feeding rock phos-
phate shQuldbe used succ:ctllively 10 
that rock phosphate being charded 
could be mellured. 

(a) Rock is weighed and fed into plants. 
All the 3 bins are in use. Huge consign-
ments cannot be received in the 3 
bins, each of which holds 800 tonnes 
only. However, trials are being made 
using two bins alternatively. 

(b) Measurement oj Sulphur : 
Bins or hoppen of 20}2S tonnea c:ap- (b) Practical difficulties owing to various 
acity sh01!ld be installed 80 that the limitation. induding the system of ,torage, 
quantity charged could be llcertained. lack of space or fldlities for measure 

ment etc. stand in the way. 

(c) Consumption ratios • 

c.reful tri,als l'WlS should be conduct- (c) Triall'UDl were conducted uaina u:aume-
ed for each plant feedmg accurattly ly weighed quantities of BWP \If. But 
weighed quantities under controlled due to practic:al diJIIc:u1ties in bllsClling 
conditions at lellt once in 3 months the levels of molten lulphur in the 
10 that achievable consumption rat- sulphur melter pit, the results obtlilled 
ios could be determined. were not accurate. 

. -
Conaumption ratio of 0'3S for 
Bulphw to sulphuric acid and 3' 676 
-rock phoapbBe to phosphoric acid arc! 
l'OCOl1UDCnded. 

The ratio of o' 3S will be realistic oab'f« 
the Simon-Carves plant but not for the 
other acid plants. The ratio of 3' 676 
for rock phOtptatc to phosphoric acid ia 
pracdcabJe. 

... Pu rchau of raw marerials : 
There should be better planDing of 
proQJt"eDumt SO that there is no 
over stocking or insuflKlicncy of 
stock. 

Purcbaaea are now being planned and in-
timated to MMTC in advance 
and purchaaes are stagaered 80 tha t 
stock-piling docs not occur as for as 
poeai.ble. However, due to pt'OCUI'IDIeut 
ditBcultieB MMTC has expressed their 
helplessness. 

$. Physical survey of raw materials: 
Determination of volume of raw 
materials heaps should be made more 
lCCUl'ately by theodolite measure-
ment. The contents of the heap 
should be carefully charted on graph 
paper and the volume should be arri-
ved at therefrom. The grid for the 
purpose of taking mellurement 
should have smaller intervals (say S 
meters) in both directions. More 
readings (not less than 10) should be 
taken for determining density. The 
container should also be consolidated 
by tapping. Survey should be taken 
by a Committee of 3 or 4 officers be-
longing to diiterent departments. 
Measurement books with machine-
printed palC8 should be kept. A prel-
cribed percentage of the measure-
ments .bould be counter cheeked by 
:Supdt. (Civil Maintenance). Arith-
metical accuracy of the calculations 
should.be checked by the Finance Dept. 

Theodolite measurements are not PRcti-
cable because of _ huae bulk of.ulphur 
IUldrook dumped in ,torage which 11 of 
irregular shape. The other recommend-
ations havo been implemented. 



Recommendations/Observations of 
Special Audit 

6. Finished Product~ : 

Further improvements by way of test 
checks and surprise imp:ction sh:luld 
be considered. 

The 3 tanks for storage of phosphoric 
acid should be used successively 80 
that the quantity produced could be 
ascertained easily. 
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Status of Implementation 

Surprise inspections ~ being made. Random· 
checks are also being made by Marketing 
and by Traffic separately. Every outgoing 
lorry is weighed. Two CIST are poIted at 
the loading point. 

Quarterly surveys of loose superphosphates 
lying in storage have been arranged from 
April 1974. 

As the quantity of phosphric acid not being 
ascertained and average strength of acid 
bad to be adopted owing to varying 
strengths obtained from time to time, the 
recommendation regarding the 3 tank5-. 
did not appeauo be necessary. 

,. Loss of sulphur during start-up should Procedure has been laid down for calculating 
be correctly worked out. the losses correctly. 

8. StCWBS and Spares : 

Control over stores and spares requires 
improvement. Maximum and min-
mum limits for stock should be fixed. 
Non-moving items constitute 38% 
which is very high. Perpectual veri-
fication should cover more items. 
Shortages and excesses should be 
adjusted. Internal Audit should 
audit Stores Account. Indents of 
stores should be properly controlled. 

Maximum lintits of 8tores have been fixed" 
Cardox cards are opened for all material 
and cards containing nil balance for more 
than 3 years are removed. Provision 
for shortage on estimated basi. has been 
made in 1972-73 accounts. complete cycle 
of stock inventory has since been done •. 
Steps have been taken to make a complete· 
reVIew of the obsolete and surplus items 
ABC analysis is now done regularly on the 
computer. 

Stores and spares of the same descrip- This is being done. 
tion should be stored at one place. 

9. Loose T 0(>1 S : 

Accounts of loose tools must be recon-
ciled. Many items have not b:!eD 
returned. Physical verification should 
be conduC'ted. 

10. A mmonia Cylinders : 

Adjustments for 72-73 have already been-
made, and adjustments for 73-74 will be 

made. As the Ma'1tenance crew and 
,taff worl<ing in all the 3 shifts i. very lar~' 
the daily return of all tools is not pracu-
cable. Physical verification of. tools baa. 
been completed, in 1973-74. 

Accounts of Ammonia cylinders should This is being done. 
be properly maintained. 

11.43. The Ministry informed the Committee in a written not& 
after the evidence that every effort was being made by the manage-
ment to rectify the defects/lapses pointed out by Audit. Govern-
ment would also ensure that the recommendations made by the 
special Audit were suitably implemented the latest position of the 
CBI case was as follows: 
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'-rhe CDI submitted its report to Government on 30th July, 

1973 in regard to involvement of the then Managing Direc-
tor and Finance Manager in the alle6ed irregular trans-
actions. In the opinion of the CBI th~ allegations agai:lst 
these officers stand proved; they have been ac::ordin~)y 
recommended regular Departmental action against' them. 
Consultation with the Ce~tral Vigilan e Commission 
(CVC) under the rules is necessary before any action Is 
taken against the officers. The Comments of Government 
on the investigation report of CBI were sent to the CVC 
on 31-10-73 and the Commission's advice is awaited." 

11.44. In reply to a question as to what investigations had been 
made to locate the reasons for shortages and to fix responsibility, 
the Ministry stated when serious shortages in sulphur and rock 
phosphate came to the notice to the BJard of Dire::tors of FACT in 
early 1972, the Board constituted a Committee of Directors to en-
quire into the matter. On the basis of this Committee's report, the 
Board desired tliat an enquiry should be conducted into these short-
ages and requested Government to arrange for a Spe ial Audit. 
Government accordingly requested ComptI'oller and Auditor Gene-
ral, to have a special Audit conducted and also referred the mat~ 
to the CBr for investigation. On the basis of CBl's rCCCIlmenda-
tions, a deoartmental enquiry was instituted against some of the 
officers. The Enquiry Officers report, has just been received and is 
presently under the consideration of the F.A.C.T. management. 

11.45. The Committee note that on the req;'e!lt of M:ni!ltry of 
Petroleum & Chemicals, a special audit (covering the period from 
lst April, 1967 to 31st Marcb, 1972) of h_gb value items of stores and 
raw materials including sulphur and rockphospbate was conducted 
by associating technical members from the Ministry. The special 
audit has brought to light the following deficiencies in the store" 
procedures and accounts:-

(1) No weighment of the raw materials carried by the boats 
to the factory was done and the quantity indicated 13 the 
bills of lading was shown as fully received. Payment., to 
suppliers were made on the basts of the wei,hts Indicated 
In the bills of lading. WeJ,hts shown in the bUls of lading 
and the weights originally determined on arrival were 
not reconciled. 

(2) Materials Receipt Reports for receipt of lulpbur and rock 
phosphate shipments were Issued after CODsiderable delay 
ran ... efta upto ODe year. 

'g41 1&-1 .. 
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tSj Entries in stores Iqers have not been made in chroliG-

losical order. 

(4) Theoretical consumption ratios were adopted from time 
to time including in some cases extra quantiti~s to cover 
handling and other losses. This quantity was not however 
charged in the accounts. The stock at Udyogmandal bad 
therefore been over stated in tbe accounts to this extent. 

(5) Rock phosphate was reported to have been washed down 
river due to collapse of retaining wall. No steps were 
taken to ascertain the quantity lost although remarks were 
made from time to time that rock phosphate was being 
washed down tbe river. 

(6) The methods of survey adopted for measurement of sul-
phur were not free from defects. The measurement books 
containing the measurements in respect of surveys con-
ducted up to 5th January) 1971 were not traceable and tbe 
loss of measurement books bas not been investigated. On 

many occasions sulphur and rock phosphate were kept in 
open heaps and large quantities of gypsum were dumped 
in various parts of the township. For several years it was 

&hOWD in the books although it was not physically avail-
able. Eventually a value of Rs. 6.12 lakhs was written otl 
in accounts of MaI'ch, 1970. 

(7) Discrepancies noticed between survey figures and book 
balances were not reconciled. The management went on 
certifying the book figures inspite of these being widely 
different from the actuals for pUl"pOse of annual accounts. 
It has been reported that the survey report figures were 
b18de to agree with the book figures. 

(8) As against sbortage of Rs. 1.38 crores rupees both in regard 
to rock pbosphate and sulpbur during tbe period 1967·68 to 
1971-72, the value of stores written off in the accounts for 
1969-70 to 1971-72 was Rs. 1.11 crores only although the 
quantity of shortage bad been written off in full. 

(9) The quantities cbarged to accounts as consumed are higher 
tban those calculated on the basis of reasonable consump-
tion ratios for consumption of sulpbur and rock phosphate, 
resulting in a lOIS of Rs. 43.25 lakbs in sulpbur and Rs. 
37.83 lakhs in rock phosphate. The difference might have 
been due to factors like pilferage/loss of raw materials, 
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1088 in process manufacture, accounta) of less flnisbeci pre. 
ducts than actual production. 

(10) There was no effective system of internal check on raw 
materials and efficiencies in their usage aDd. on finished. 
products. 

(11) There was no proper system of assessing the raw material 
requirements and for planning purchases which resulted 
in excessive stocks. 

(12) In regard to stores and tools and plaltt (a) for none of tht 
items maximum limits were fixed, (b) Stores ledgers were 
in arrears, (c) bincards for about 6,000 spares and stores 
were continued to be m,aintained though the stores were 
not physically available. Balarlces in respect of 4~OOO Items 
were shown withoUt valu~s. 

(13) In spite of a system of per~etual stock veriftclition, onl7 
a small number of the total items was covered in an)' olle 
year. The value Of shortages in 1972·73 was of the order of as. 10.89 lakhs and excess RB. 2.23 lakhs. The shortages 
and excesses noticed are still stated to be under inveati-
,at ion and no adjustments have been made. 

(14) Non-Moving stores which constituted 28 per cent of total 
value of stores accounted for more than as. 118 lakhs 8S 
on 31-3-1972. There was no systematic procedure in vogue 
for review of store items from time to time for purpol. 
Of locating surplus and obsolete stores. 

(15) No reconciliation of bin card balances with ledger balancel 
was done. 

(16) Accounts of tools and plant were not properly reconciled. 

(17) Physical verification reports were not pursued centralJy 
with the result that shortages had not been regularised. 
'the value of such shortages as on 31·3·72 was as. 23.88 
lakhs. 

The Committee Dote that the whole matter was investiga-
ted by the cm and based on their report departmental 
action had been initiated against some of the ofIicers of the 
company. In so far as they pertain to the Managing Direc-
tor and Finance Manager, the matter is stated to be under 
the consideration of the Central Vigilance Commission. 

11.46. The Committee are infromed that the management is taking 
action on the observations/suggestions of special audit. The Com-



iIlittee recommend that the management shouM finalise action Od 
all the points and furnish a report of compliance. The Committee 
also recommend that the FACT should streamline the procedures 
of purchase and lltore accounting, adopt modern methods of inven-
tory conUot and take suitable measures to ensure that the defects 
pointed out do not recur. The ec;mmittee also emphas'se the need 
for ac:ientiftc lI.sameat and proper accounta. of sulphur and rock 
phospbate which are obtain through imports after expending huge 
foreign enhance. Since these materials are received in boats, 
there should be regular pre-shipment and after-shipment surveys 
to ensure that the quantities loaded are actually received. The 
CollUDittee would ne that the F Acr should consider the matter 
and take suitahle p~al1tion to see that no portion of the rtH:k 
phosphate is washed away du~ to lack of adequate storage facilities. 

The Committee are distressed to note that the management went 
on certifying the book balances for purpose of annual accounts in 
spite of the wide differences between the actuals and the book figures 
without investigat"ng into the shortages. They would like that this 
should be specially investigated and the responsibility for this lapse 
fixed. 

11.47. The Committee desire that the internal audit should also 
as a part of their work conduct a regular check of the store accounts 
and the working of systems and procedures, bring the defects and 
deficiencies to the not" ce of top ~anagement for remedical action. 
The Committee recommend that Government shOUld keep a careful 
watch on the implementation of the suggestiom given in the special 
audit report and ensure that such irregularlt.ics do not recur. The 
Committee also recommend that for purposes of uniformity in the 
procedure for accounting of sulphur, and rock phosphate which are 
the mlin raw materials in the ~anuf8cture of fertilizer, Govern-
ment should consider issuing suitable instructions in the matter and 
review from time to time the implementation of these instructions. 
The Committee would like that the Central Vigilance Commiss'on 
would expedite the matter. The Commjttee would also like FAc::r/ 
Ministry to communicate the resu~ts of investigations and the action 
taken in this and all other matters enquired into by CBI. 
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FACT ENGINEERING WORKS (F'EW) 

In order to provide fabrication and erection services to the various 
winp of the Company and to outsiders the Company took up, on 
commercial basis, the steel fabrication and ere. tion work in 1965-66. 
A boilet repairini and testing unit was also set up during 1968-69. 
These items of work formed part of the Udyogmandal Division UP 
to 1968-69 and a separate division, FACT Engineering Works. has 
r.een set up in 1969-70. 

12.2. The table below indicates the capacity developed in FEW 
and its utilisation with percentage: . 

Year Capacity in tonnes PerC¢Dt8gl' 

Developed Utili!iCd 
Tonne~ Tonnes 

J967-68 700 500 7J 

Jp68-69 900 800 88 ... 
1969-70 f200 noo 92 

1970-71 1200 863 72 
.. f •• A 
1971-72 1200 J036 86 

1972-73 1200 lotil 88 

1973-74 (provi~ional) . 1200 1125 9.; 

12.3. It will be seen from the table that the utilisation Is more 
than 80 per cent and for a jobing shop as the FACT EngineerinR 
Wor~s, this could not be considered as under-utmsation of capacity. 
The capa-it'y indicated is in terms of the total business of FEW in-
cluding the output in the plant and the value of orders executed 
in FEW oWn works and jobs executed through sub contr'actors would 
not ~nform to any definite pattern for a variety of reasons such as 
technical and economic advantages in executing jobs at lo"ations 
through sub contractors rather than in our own works etc. 

12.4. The working results of the Division indicated a profit 01 
Rs. 1.43 lakhs during 1970-71 and Rs. 1.77 lakhs during 1972-73. It 
iRCUrred a loss of Rs. 5.60 la1khs during 1971-72 which was mainly 
due to increase in expenditure on material, labour and overheads 
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in respect of_major outside works completed during the year and 
also the work-in-progress as on that date vide details given below:-
(a) Fabrft:ation and erection of tanks & vessels..MIs Travancore 

Titanium Products Ltd. 
12.5. The work was awarded to FEW in August, 1969 for Rs 15.96 

lakhs on the basis of estimates prepared in January, 1969 and was 
fo be cDDltieted by June, 1970. Out of 600 Tonnes of Steel required. 
100 tonnes could be procured. at estimated rate, another 100 tonnes 
at reimbursed prices and the balance at higher rates. Further the 
progress of the work had to be kept slow on account of delay in 
putting up the structures by another contractor thereby entailing 
heavy overhead expenditure on site office. The delayed completion 
also resulted in increase in labour cost, material cost etc. The work 
was 'ultimately completed at a cost of Rs. 19.13 lakhs, thus resulting 
in a loss of Rs. 3.17 lakhs. 

12.6. The above work was secured by competitive funder and fur-
ther negotiations. 

12.7. Asked why suitable safeguards were not provided for in 
the contract to enable the Company to recover such increased in 
expenditure from the customer, the FACT stated t'bat:-

"Under the normal circumstances. suitable safer;n.tard to hedlle 
against increases in costs is to demand a suitable escalation 
dause. In February 1969 when FEW was negotiatin,! with 
Power Gas Corporation to secure this contract. order for 
steel plates had been placed on Hindustan Steel and this 
could have been one of the considerations that mav have 
wei'!hed with the Mana,'!ement for not insistinj! upon the 
inclusion of such a clause. The ~upplie~ from Hindustan 
Steel did not materialise even after a lapse of two years 

and we had to /let this material on loan from the Fertiliser 
Corporation of India to execute the order and replace it 
with imports." 

12.8. As reQ'ards the delays. it was stated that the supplies did not 
materialise from Hindusta~ Steel for quite some time and that t.he 
delays in supplies bv Hindustan Steel was a factor. which was oot 
anticipated. Since t.he experience had been that whatever items were 
intended on HSL, FACT got that more or less regularly. 

12.9. Claims were prepared in the intermediate stages and Rs. 1.50 
lakhs was pa~d extra by TrP due to certain reasons. 

12.10. Asked about action taken against the contractor for the de-
lay in putting up the structure on account of which there was in-
crease in overheads, it was stated that FACT could not take any 
action against the contractor since the contractor in question was 
engaged directly by PCC and h~ was not under FACT control. 
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(b) Fahrication and supply of Converter-Travancore Titanium 
products Ltd. 

12.11. The work was awarded to FEW fur Rs. 86,381 on the basis 
of estimates prepared in 1969. The foundation for the converter was 
ready only in March, 1971 and the work could be commenced by the 
Company in the later part of 1971 on account of labour trouble at 
site. It was completed at a cost of Rs. 1,88,337. In the absence of 
escalation clause in the contract, the increase in material cost, labour 
cost, etc. could not be reoovered from the customer. 

12.12. Explaining the reasons whl: escalation clause was not pro-
vided, FACT stated in a note that-

IlFEDO had quoted Rs. 162.73 lakhs for 300 tonnes per day Sul-
phuric Acid Plant to be supplied on turn-key basis to MIs. 
Travancore Titanium Products Ltd. It will be obvious that 
they had to reduce the contract figure to Rs. 101.20 lakhs 
from an earlier quotation of Rs. 162.73 lakhs, in order to 
secure this order against stiff competition from MIs. Simon 
Carves and Krebs, whose quotations were lower. If we 
had insisted on any escalation clause. we may not have got 
the order/about which we were very keen for reasons 
mentioned in the Note to the Board referred to above." 

12.13. The Committee re.rret. to note that as a2'ainst the contrac-
tual amount ot Rs. 15.96 lakhs for the work of fabrication and erec-
tion of tanks and vessels undertaken by FEW on behalf of MIs. T. T. 
Prod~lcts Ltd .. FEW completed thp work at a cost of Rs. 19.13 lakh!l 
resulting in a loss of Rs. 3.17 lakhs. The Committ.ee are Informed 
that the loss was due to the delayed completion of the work which 
entailed increase in cost of labour material which in turn was due to 
delav in putting UP the st.ructures by another sub-contractor of the 
T.T.C. The Committee reJn'et that in the ahsence of an escalation or 
anv other suitahle clause in the contract (to protect the interest of 
FEW against such delays) and to enable recovery of such increase in 
costs from the customer. the FEW could not recover the excess over 
contract amount from the party. Moreover, the sub-contractor be-
cause of whom the main work got delayed was not under FEW but 
under the party for whom the work was undertaken. 

12.14. Yet another Case where the FEW had to incur a loss of about 
one lakh. was in the contract with M/s. T.T. Products for fabrication 
and supplv of converter. In this case while the contracted amount 
was onlv B.s. 86,381 t.he actual cost was Rs. ] ,88,837. 

12.15. The Committee feel that FEW should on the hasiR of expe-
rience in these works. learn a lesson and private suitable safet,. 
claulles in the agreements with p~rtlf!J tq pro~~ct *I!e interests of 
FEW ~~ltiDst such loses. 
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CONCLUSION 

The Committee no~e that the Fertilizers and Chemicals, Travan-
core Ltd. was incorpora·~d on the 22nd September, 1943 with the 
Government of the then 'r 'livancore State as a substantial share 
holder. It was only in July, ~963 that FACT became a Central Gov-
ernment Company, when Government of India acquired major inter-
est in the Company. Since acquiring the majority shr.e, the Govern-
ment of Inella manage the Company and at present hold 93 per cent 
of shares. 

13.2. The construction of the factory started at Udyogmandal on 
14th Augu~t, 1944 and the plant went into commercial production in 
August, 1948. Since then several additions/alterations in its equip-
ment and plants have been made. 

13.3. The Committee note that during the period 1969-70 to 1973-74 
FACT's contribution to all India requirement of fertilizers has b:en 
in the case of nitrogen, about 2.4 per cent and in the case of P2 O~ 
phosphate fertiliser. FACT started with about 5 per cent and in the 
year 1973-74 FACT contributed about 3.6 per cent. When the Cochln 
Phase II Plant goes into production FACT's contribution a~aln'Jt the 
all India requirement is expected to be by the end of the Fifth Five 
Year Plan, about 5 per cent in the case of nitrogen and 8 per cent 
in the case of PO" 

13.4. The Committee find that FACT has expended through four 
cWlerent stages of expansion and it developed or was expected to 
develop the undermentioned capacities at the end of each Itage. 

(In tonnes and @ 330 days of stream efficiency) 

Name of the Plant 

Ammonia 
Ammonium Sulphate 
Ammonium Phosphate 
Amm~nlum Chloride 
Sulphuric Acid 
Phosphoric Acid 
~uperphoapbate 

1st and end Italtel DesilUled capacitY 
completed Dec. 1962 as at the end of III 

Ital{e expanlion 
Daily Annual Daily Annual 

Capacity Capacity 

120 39,600 23~ 77,550 
300 99,000 600 1.98,000 
100 33,000 400 1,32,000 
25 8.250 75 34.750 
~~ 97/8 , 746 2046.18 ) 
25 8,250 125 41.25° 
13~ 4~.550 135 44.550 
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Op"lcity at the end 
of the 1st stlge txpan-

lio;} 
Dally Arm 181 

340 1.1 ~,200 

600 1,9 1.000 

500 1,81.500 
7~ 24,75 ' 

746 2,,6,18 ) 
125 4', 5 ' 

13( 4'·550 
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13.5. The Committee find on eompletion of the third stage expan-

sion there were imbalances in the Ammonia Plant and the Phosphoric 
Acid Plant. In order to remove the 1mbalanees and 10 stabilise the 
entire production on an economic level, the Company launched the 
Four!h Sta~e Expansion in April, 1966. Though the imbala'1ce In 
Ammonia Phnt ha; been removed, the imbalance in produc1ion and 
requirem:nt of intennediate products still persists and there is defi-
ciency of sulphuric acid. Many of the plants set up in the Fourth 
Stage have either not been commissioned or the performance was 
not proved. 

13.6. Since the designed stream efficieney of 330 days for the 
Udyo~and~l Plant was not achieved, a Technical Committee which 
examined thh question opined that the Unit would not be in a posi-
tion to attain more than 294 days of stret1m efficieney and with N!r-
tain modifications the efficiency could be ~"creased to 317 days. AI-
thO'l~h recommendations of this Commlt~ had it is ~tated, b~n 
implemented, none of the Plants have been able to achieve this re.-
duced stream efficiency. 

13.7. The percenta~e of actual production during 1970-71 to 
1973-74 to the attainable capacity (@317 days stream efficiency as 
against designed efficiency of 330 da}"!) was of the order of 42.07 to 
67.55 per cent in Ammonia, 62.30 to 84.49 pel' eent in Ammonia SuI-
ph1te, 41.92 to 65.39 per cent in Ammonia Phosphate, 75.17 to 89.25 
per cent i'1 Ammonia Chloride, 45.27 to 80.20 per cent in Superphos-
phate, 48.23 to 66.83 per cent in SulphUriC Acid and 29.64 to 45.40 per 
cent phoo;phoric acid. The remIt of operating on lower level of 
stream efficiency has been lower production during all these years. 

13.8. Due to frequent power fluctuations the productJO'l perform-
ance hlls been seriouslv affected and the ann1lall08l on this account 
was stated to be to the extent of Ita. 150 lalths. 

139. The aHainable ratiM of consumption of raw materl~1s as 
fixed by the management wel'e generally hi~hl!r than the desIgned 
ratios. In the case of sulphutic a('id required for production of am-
monhm sulphate and superphosphate the attainable ratb! were 
withh the d"!,i~ed ratios. The actual ratios of consumption during 
1970-71 to 1973-74 were not onlv hi~her than the designed ratios bu\ 
were al~ 0 higher than the attainable ratio'J except in a few cases. 
The value of excess consumption 1neluding proeess losses of lnter-
mediate products during 1970-71 to 1973-74 iDcreued from Ra. 30 
18khs in 1970-71 to Rs. 85 lakhs in 1973-1'" 
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Besides excess consumption of raw materials there had been losses 

due to wastage of hydrogen and ammonia. In the case of hydrogen 
the percentage of wastage over production increased from 10 per 
cent in 1970-71 to 14.5 per cent in 1973-74 and the corresponding loss 
increased from Rs. 18 lakhs in 1970-71 to Rs. 30 lakhs in 1973-74. In 
the case of ammonia the percentage of wastage over production 
increased from 1.5 per cent in 1970-71 to 2 per cent in 1973-74 and 
corresponding loss increased from Rs. 4.5 lakhs in 1970-71 to Rs. 10 
lakhs in 1973-74. 

13.10. The Cryolite Plant, which was set up at a cost of Rs. 32 
lakhs in September. 1971 for producing 1650 tonnes of cryolite per 
annum, has not been producing cryolite suitable to the requirements 
IOf aluminium industry. There is need for product improvement. 

13.11. The FACT set up a dry ice plant in May, 1969 at a cost of 
Rs. 8.15 lakhs to produce 6 tonnes per day of dry ice without a proper 
demand survey and without taking into account the full effect of 
excise duty on the price structure of the product. The Plant could 
not go into commercial production till now. 

13.12. The Committee note that in order to ensure economJc viabi-
lity, production of industrial chemicals that could carry higher costs 
of intermediates and still run profitably was proposed to. be introduc-
ed and old and inefficient plants close down. Methanol was one such 
product unde,r this diversification scheme. 

13.13. The Committee note that FACT has its own Enwneering and 
Design organisation. set up in 1964. The Government of India decid-
ed in S~ptember, 1963 that the Company should plan, design and 
construct at least three complete fertilizer plants before the end of 
the Fourth Five Year Plan. The Committee find though the orders 
were suflldent to keep the organisation busy, they were coming to 
a low level of utilisation. 

13.14. The Committee note that the marketing organisation of 
FACT was built up for a larger sale and that its expansion was taken 
up rather prematurely with the result the percentage of marketing 
expenditure to sale value increased from 11.65 in 1970-71 to 11.89 in 

13.15. The FACT are carrying surplus staff since 1965 when the 
surplus was 567 and after II stage expansion it was 486 and III stage 
330 and after IV stage 398. The additional expenditure due to sur-
.plus staff was rePorted to be Rs. 72 lakhs per year and the increase 
in cost of prodUction was ~bout 2 per cent. 
1972-73. 
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13.16. The Special Audit Report has brought to light a number of 
defici~ncies in stores procedures and accounts, besides the following:-

(i) As againsf the shortage of rock phosphate find sulphur 
worth Rs. 1.38 crores during 1967-68 to 1971·72 the value 
of stores written off in the accounts for 1969·70 to 1971-72 
was Rs. 1.11 crores, although the quantity I)f shortage had 
been written off in full. 

(11) The quantities charged to accounts as consumed were 
higher than those calculated on the basis of reasonable 
consumption ratios for consumption of sulphur and rock 
phosphate resulting in a loss of Rs. 43.25 lakhs in sulphur 
and Rs. 37.83 lakhs in rock phosphate. The difference 
might have been due to factors like pilferage/loss of raw 
materials, loss in process manufacture, accountal of loIS 
tinished products than actual production. 

(iii') There was no proper system of assessing the raw material 
requirements and for planning purchases which resulted in 
excessive stock. 

(iv) In regard to stores and tools and plant (a) for none of the 
items maximum limits were fixed, (b) stores ledgers were 
in arrears, (c) bincards fur about 6.000 spares and stores 
were continued to be maintained though the stores were 
not physically available. Balancca in respect of 4,000 to 
items were shown without values. 

(v) In spite of a system of perpetual stock verification, only a 
small number of the total items was covered in anyone 
year. The value of shortages in 1972-73 was of the order 
of Rs. 10.89 lakhs and excess Rs. 2.23 lakhs. The shortages 
and excesses noticed are still stated to be under investiga. 
tion and no adjustments have been made. 

(vi) Non-moving stores which constituted 28 per cent of total 
value of stores accounted for more than Rs. 118 lakhs as 
on 31st March, 1972. There was no systematic procedure 
in vogue for review of store items from time to time for 
purpose of locating surplus and obsolete stores. 

(vii) Physical verification reports were not pursued centrally 
with the result that shortages had not been regularised. 
The value of such shortages as on 31st March. 1972 wa, 
23.80 lakhs. 
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13.17. The FACT hal been incurring hup 10llMS on Its manufac-

turing activttlee and the cumulative loss on 31at March, 1974 18 over 
Rs. 11 crona. 

13.18. The Committee .trongly emphasise the need for a determin-
ed effort being made by the Fertilizers and Chemicals Travancore 
Ltd. to uvercome the inblhitions of lIow utilisation of capacity and 
consequential loss in production, maintenance problems, fallure of 
critical equipment, power shortage, labour troubles and surplus staff. 
The best service that FACT can render at the present juncture is to 
maximise production, develop fertilizer-mix suitable to requirements 
of the farmers. 

NEW DELHI; 
April 28, 1971). 

V wakha 8, 1897 (S). 
NAW AL KISHORE SHARMA 

Chai'rm4n, 
Committee on P1.t.blic Undertakings. 



APPENDIX 

Summary and conclu.sionB/recommendati.ons of the Committee on 
Public Undertaking, contained in the Report. 

S.No. Reference to 
para No. 

Summary of conclusion i 
recommendat.on 

--~.----------------------

(1) (2) (3) 

.-------------------------------------------
1 2.21 The &rrunittee note that tbere is gross under-

utilisation of capacities of different fertilizer 
plants in the country. Against the installe:i 
capacity of 19 lakh tonnes in all the plants put 
together, the actual production had been only a 
little over 50 per cent i.e. 10.6 lakh tonnes. Some 
of the constraints in achieving a higher rate of 
production are stated to be non-availabiU'y of 
adequate power. sufficient quantity of cok~-oven 
gas and proper grade of gypsum and obsolete 
t.eclmIOlogy or as in the case of Cochin and Dur-
gapur the Indian engineers had selected larg:r 
parameters with which they were not familiar. 
The Committee would like that eac:t of til 'se 
causes for the under-utilisation of ('apaci~ies 
should be critically analysed with a view to cor-
recting them at the earlies~ in the interest of 
achieving the maximum production. The Com-
mittee are surprised to find that even in respect 
of the projects in the Fifth Five Year Plan al-
though action has been initiated in setting up 
projects. priority in taking up plants. nature of 
produc~-mix and tying up with finances are still 
to be finalised. The Committee expect that a 
decision on these aspects wiU be taken without 
any further delay and the experiences gained so 
far in the construction and maintenance of the 
plants already set up will be utUisei to ensure 
that the new projects come up in time and the 
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2 

3 

(2) 

3.21 

3.29 
to 

3.31 

ii4 
(3) 

targets set for them are adhered to. The Com .. 
mittee need hardly stress that, in view of the 
world wide shortage of fertilizers and the pheno- -
menal increase in the import price of fertilizers, 
import of fertilizers, would become more and 
more difficult in the coming years. 

The Committee regret to note that in spite of 
the assurance given by the Keraia State Electri-
city Board that adequate power w~uld be made 
available in time the trial runs for testing the 
capacities of the plants sct up during the third 
stage expansion and the consumption ratios of 
raw materials and utilities, as provided in the 
agreements, could not be conducted due to non-
availability of power at the appropriate time 
within the guarantee period, with the result that 
besides loss of production, the Undenaking could 
nOlt claim the cost of replacement of defective 
ports from the suppliers but had to incur an ex-
penditure of more than Rs. 8 lakhs for replace-
ment of the defective equipments. The Commit-
tee further regret to note that in the absence of 
any formal agreement between KSEB and FACT, 
the latter was not able to claim any damages 
from KSEB for non-fulfilment of the assurance. 
The Committee would like to reiterate their 
earlier recommendation in Forty-Fourth Report 
(1968-69--4th Lok Sabha) that IIno project or 
expansion of a project should be undertaken in 
future unless power supply is assured with a 
guarantee where it is to be supplicd by another 
authority to the project." 

The Committee note that the construction of • the factory at Ddyogmandal was started in 
August, 1944 and the plant having an annual 
capacity of about 44,500 tonnes of Ammonium 
sulphate went into production in August, 1948. 
The FACT undertook the expansion of existing 
capacity and creation of facilities of new produc-
tion in two stages with the result that by Decem-
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(1) (2) (3) ------.----- -----

ber, 1962 plants for manufacture of Ammonia 
(39600 tonnes), Ammonium Sulphate (99000 
tonnes) Ammonium Phosphate (33000 tonnes), 
Ammonium Chloride (8250 tonnes), ~ulphuric 
Acid (97650 tonnes), Phosphoric Acid (8250 
tonnes) and Super Phosphate (44550 tonnes) had 
been installed. Further expansion of these were 
undertaken in two more stages. The third stage 
of expansion was completed at a cost of Rs. 13 
crores by October, 1966. 

At the end of III stage expansion, the design-
ed capacity available was Ammonia-77550 
tonnes, Amnwnium Sulphate 198000 tonnes, Am-
monium Phosphate 132000 tonnes, sulphuric acid 
246180 tonnes, Ammonium Chloride 24750 tonnes, 
Phosphoric Acid 41,250 tonnes and Superphos-
phate 44550 tonnes. The Committee note that on 
the completion of III stage expansion, while the 
ammonia plant was expected to have a capacity 
of 260 tonnes of ammonia daily, (subsequently 
reduced to 235 tonnes) in order to reduce the 
power requirement it was stated that the require-
ment of Ammonia in the ammonia consuming 
plants was 271 tonnes, thus creating a shortage 
of 36 ronnes per day. On the other hand there 
was a surplus capacity in the Phosphoric acid 
plant. The Committee note that in order to re-
move the imbalances in Ammonia Plant and the 
phosphoric acid plants and to stablise the pro-
duction at an economic level, the IV stage expan-
sion was launched in April, 1966. 

The Committee were informed that while the 
imbalance in the capacity of Ammonia and the 
three ammonia consuming plants had been re-
moved in the IV stage expansion by installation 
of additional capacity for ammonia, the FACT 
decided to use· the surplus capacity of 35 tonnes 
of PzO, in the manufactut'e of ammonia phos-
phate. The Committee regret to note that the 
imbalance in production and requirement of in-
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termediate product. still persist! and ther~ wu 
cIeflcleDCJ of sulphuric acid because of which 
the plants could not be run to capacity. It was 
,ta:.ed that when a propo:al for setting up an 
additional sulphuric acid plant was put up to 
the Board, the proposal was deferred at the in-
stance of Governmmt on the ground that with 
the proposed expansion of Cominco Binani Zinc 
Smelter Plant, their by-product sulphuric acB 
would be available. The Cummlttee were in-
formed that the Kerala Government was interest-
ed in the Zinc Smelter Plant tG be put up by 
Cominco Binani. Since the economic viability 
of the Zlne Smelter Unit depended on effective 
utilisation of sulphuric acid, the Kerala Govern-
ment suggested to FACT to examine the utilisa· 
tion of the acid and since that by-product acid 
was suitable to FACT, it was agreed to buy the 
acid from Cominco Binani. The latter, however, 
failed to give the assured supply with the result 
that FACTs programme of production fell short 
of target. The question of avail a bilP.y , produe. 
Uon and pruchase of sulphuric acid have beeD 
dealt with in a subsequp.nt Sectioo of this 
chapter. 

The Committee note that the estimates for the 
Fourth Stage Expansion which was approved by 
Government in September, 1966 for Rs. 392 lakhl 
had to undergo three revisions-one 1n N ovem· 
ber, 1966 for Rs. 500 lakhs, second in May, 1909 
for Rs. 575 lakhs and third in January, 1972 for 
Rs. 673 lakhs. The o,mmittee, however, find 
that even after the last revision, the estim.ate is 
Ukely to be exceeded by another Rs. 5 lakhs. 
The actual expenditure upto 3l!!t March, 1974 
is already reported to be Rs. 673 lakhs. The in-
crease has been mainly attributed to increase in 
finance and management expenses, increase in 
equipment cost and services. It was stated by 
the representative of the Minl~try that the pro-
ject was all the tir~ ~ under review and appro-
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prite sanctions were issued at suitable times. 
The Committee would like Government to criti-
cally go into the reasons for the freC)l.lent revi-
sions of the estimates and their eft'ect on cost of 
production and economics of the project and 
bring these specifically to the notice of the Par-
liament. 

The Committe note that although Fourth 
Stage Expansion was to be completed by Octo-
ber, 1968 the date was revised to August. 1969 
(August, 1970 for Ammonia Plant). The Com-
mittee are informed that the Ammonia Plant was 
commissioned in October, 1971. The other plants 
were either not commissioned or the performance 
was not proved. It has been stated that in the 
case of 100 T.P.D., Ammonium Phosphate Plant, 
though modification was undertaken at a cost of 
Rs. 3.45 lakhs to produce 20:20 Ammonium Phos-
phate, the plant produced ammonium phosphate 
of that grade only up to June, 1970 after which 
it was being used for production of 16:20 grade 
only and it was not found possible to produce the 
20:20 grade without improvements to equip-
ments. The Committee are led to conclude that 
the expenditure on the modification to the exist-
ing 100 T.P.D. Plant to produce the 20:20 grade 
had largely proved to be infructuous. The Com-
mittee would like Government 110 investigate the 
matter and fix responsibility for the lapses. The 
Committee are also informed that the modifica-
tion to the existing 300 T.P.D. Ammonium Phos-
phate Plant to produce 20: 20 grade is being re-
considered in the context of the proposed ratio-
nalisation Or diversification scheme. The Com-
mittee also find that even after completing the 
work of modification of the Tonnex Plant, the 
increase in production attained was only 800 
MS /hrs. against the envisaged increase of 1000 
M'/hrs. The Committee feel that the FACT was 
rushed to the Fourth Stage Expansion to set right 
certain imbalances and carrying out. modifications 
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without examining the full implications thereof. 
The Committee wolud like the ~ntire scheme of 
Fourth Stage Expansion to be critically examIn-
ed with a view to analysing causes for the failure 
of the different modifications ,mdertaken by 
FACT. The Committee would like to be inform-
ed of the results of the investigation. 

The Committee note that the present daily 
designed capacities of the various plants were 
based on stream efficiency of 330 days. In the 
case of Udyogmandal Unit since the stream 
efficiency attained was very low, two Technical 
Committees examined the reasons for shortfall 
in production and suggested the remedial mea-
sures for improving the output and efficiency. 
According to the first Committee's Report in 
April, 1968 the Unit would not be in a position 
to attain more than 294 days of stream efficiency 
and with certain modifications the efficiency 
could be increased to 317 days. The Committee 
regret to note that none of the plants attained 
the stream efficiency of 317 days during 1970-71 
to 1973-74 and the actual efficiency during this 
period had been only of the order of 43 to 67 
per cent in .AmmDnia Plant, 34 to 41 per cent in 
Ammonium Chloride Plant, ·~7 to all per cent in 
Sulphuric Acid Plant, 50 to 69 per cent in Am-
monium Sulphate Plant, 41 to 51 per cent in 
Ammonium Phosphate Plant, 34 to "15 per cent 
in Super-phosphate Plant and 26 to 45 per cent 
in Phosphoric Acid Plant. The Committee were, 
however, informed by Government in 1970 in 
reply to their recommendation in the 44th 
Report (4th Lok Sabha) that action had been 
taken to implement all the recommendations of 
the Sharma Committee. The Committee are 
surprised that in spite of this the stream effi-
ciency of 317 days has not been achieved. The 
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Chairman-cum-Managing Director informed the 
Committee during evidence that a(cording to his 
personal assessment it was impossible to attain 
the stream Efficiency of 315/317 days. What 
was possible, according to him, was a stream 
efficiency of 290-300 days. The Committee re-
commend that Government/FACT should 
examine the reasons for non-achievement of 
even the stream efficiency of 317 days which was 
considered possible by the Sharma Committee 
and take suitable measures t~ rectify the posi-
tion. 

The Committee also find that the percentage 
of actual production to attainable production 
differs from the percentage of actual stream 
efficiency to attainable stream efficiency. The 
Committee are informed that stream efficiency 
has been worked out with reference to the rated 
capacity of the Plant while the percentage of 
actual production has been with reference to 
attainable capacity. The Committee are of the 
view that in order to judge the performance of 
the Unit, there should be a proper co-relati.)n 
between the stream efficiency and production. 
The Committee recommend that FACT should 
examine this matter and arrange to determine 
the stream efficiency on a realistic basis in order 
to judge the performance on that basis. 

The Committee note that the lack of raw 
to materials, maintenance "other reasons" and "un-

3.65 accounted factors" were mainly responsible for 
shortfall in production over the designed capa-
city. On account of maintenance problems 
shortfall in production was as high as 54.1 per 
cent in case of sulphuric acid and 46.6 per cent 
in case of phosphoric acid; in a number of other 
cases too the shortfall was considerable on this , 
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account. The Committee are distressed to find 
that 'maintenance problems' in FACT have been 
responsible for shortfalls of such high magnitude 
in production of various items. In the opinion 
of the Committee it should not be beyond the 
ingenuity of the management of the FACT to 
attend to the maintenance problems promptly 
as and when they arise. 

The Committee recommend that there should 
be a proper schedule of preventive maintenance 
and repairs and the management should ensure 
that the maintenance of the plants is done ac-
cording to the schedule so that there may not 
be any loss of production on account of inade-
quate maintenance. 

The inability of FACT to achieve 330 days 
stream efficiency accounts for shortfall in pr0-
duction over the designed capacity both under 
the heading 'other reasons' and 'unaccounted 
factors'. The Committee cannot appreciate the 
:rationale of splitting up shortfall in production 
due to lower stream efficiency under two difter-
ent heads, namely, "other reasons" and "un_ 
accounted factors". The Committee would l1ke 
that the confusing terminology of "other 
reasons" and "accounted factors" may be avoid-
ed and the shortfall on account of lower stream 
efficiency may be indicated under one head 80 
that one can see all the factors inhibiting pro-
duction in proper perspective. 

The Committee have given their separate re-
commendations in regard to determination of 
stream efficiency on a realistic basis and evalua-
tion of performance with reference to such 
stream efficiency. 

The Committee note that shortfall in pro-
duction in Ammonia Consuming Plants on the 
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completion of third Stage Expansion was partly 
due to the lesser production of ammonia. While 
the requirement of Ammonia for the Ammonia 
Consuming Plants was 271 tonnes per day, the 
ammonia plant was capable of producing only 
235 tonnes per day. This imbalance was sought 
to have been removed in the Fourth Stage Ex-
pansion by installing additional capacity. The 
daily production capacity of Ammonia Plant 
after the Fourth Stage Expansion will be 355 
tonnes per day. Although the Fourth Stage Ex-
pansion was designed for 330 stream days in a 
year, the Management explained that conditions 
inhibiting the production in other units would 
be equally applicable to the new unit. Accord-
ingly a uniform stream efficiency of 317 days 
have been adopted for all the plants. A 
distribution 'pattern was decided upon by the 
management according to which the production 
of ammonia would still fall short of require-
ments by 7385 tonnes per annum. The actual 
shortage would, however, depend on the extent 
of utilisation of Ammonia Consuming Plants. 
The Committee are informed that with the im-
balance having been removed in the Fourth 
Stage, there will not be any limitation in the 
supply of ammonia to the Ammonia Consuming 
Plants. It has, however, been stated that while 
the old Ammonia Plants are capable of operat-
ing at the rated capacity on a daily basis, the 
plant put up in the Third Stage Expansion could 
be operated only for 130 tonnes a day where the 
equipments requiTe improvement. The Com-
mittee apprehend that unless the production 
performance of the plant put up under Third 
Stage Expansion is improved and wastage of 
ammonia is controlled the imbalance claimed to 
have been removed, might reappear. The Com-
mittee recommend that FACT should take suit-
able measures to improve the efficiency of the 
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Ammonia Consuming Plants as well as the 
Ammonia Producing Plant. 

The Committee regret to note that though 
Ammonia Chloride Plant was expanded on the 
basis of an anticipated availability -and supply of 
hydrochloric acid under the expansion scheme 
of Travancore Cochin Chemicals Limited, no 
formal agreement was signed by the FACT with 
the Travancore Chemicals Limited for the addi-
tional supply of hydrochloric acid by the T.C.C. 

As against the anticipated supply of 16,500 
tonnes of hydrochloric acid per year, the actual 
supply of acid was only 6,616 tonnes in 1970-71, 
6880 tonnes in 1971-72, 5936 tonnes in 1972.-73 
and 6749 tonnes in 1973-74 respectively. Thus, 
actual supply of acid by the TCC was far less 
than the total requirements during the years 
1970-71 to 1973-74, with the result there has 
been a loss of production of ammonium chloride 
in the FACT. Not only this, the price of hydro-
chloric acid to be charged by the TCC was stat-
ed to be in dispute. The Committee are inform-
ed that the expansion of FACT was undertaken 
to take care of further production of hydro 
chloric acid plant expansion of TCC and since 
Hydrochloric acid was causing a disposal prob-
lem to TCC, a decision was taken between 
Kerala Government and the FACT authorities 
to expand the plant and an understanding was 
arrived at that further acid produced by TCC 
would be made available to FACT. Although 
the production of TCC is now stated to have 
improved, the price of Hydrochloric acid to be 
charged by Tee to FACT still remains a serious 
problem. The Committee are informed that ne-
gotiations for arriving at an amicable solution 
have so ·far eluded settlement. The Committee 
fail to appreciate the reasons which prompted 

-- , .. _-----
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FACT to feel so much concerned about the fur-
ther production of hydrochloric acid by TCC as 
to agree to expand its own ammonium chloride 
plant at a cost of Rs. 19 lakhs even without en-
tering into a firm agreement with TCC for the 
supply of acid at a reasonable price. The result 
is that FACT funds itself in quandry and even 
now no settlement has been arrived at either in 
regard to! the price or an assured supply. The 
Committee should be informed of the results. 
The Committee recommend that the Minjstry 
should take up the question of settlement of 
price with the Government of Kerala and resolye 
the deadlock so that FACT may be assured of its 
supply of hydrochloric acid regularly at the 
agreed price. 

The Committee note that ammonium sul-
phate is produced by two processes-300 tonnes 
per day by gypsum process and 300 to,nnes per 
day by direct neutralisation process. Although 
the Sharma Committee recommended production 
of ammonium sulphate by gypsum process on the 
ground that 1 tonne of sulphur can produce more 
end products if sulphuric acid made out of it is 
utilised for production of ammonium phosphate 
and gypsum which is a by-product can be used in 
the production of ammonium sulphate, the Com-
mittee note that a Committee of Directors recom-
mended in August, 1969, the direct neutralisation 
process because of the continued operation of the 
gypsum process plant at low efficiency and SO 

long as sulphuric acid was available at reasona-
ble prices. The Committee have givl)n their com-
ments separately in regard to the performance 
of sulphuric acid plants. The Committee find that 
the cost of production of ammonium sulphate by 
the direct neutralisation process during the years 
1970-71 to 1973-74 was more than by the gypsum 
pl':lcess. While the cost of production by gyp-
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sum process was Rs. 400 during 1970-71, Rs. 408 
during 1971-72 and Rs. 478 during 1972-73, the cost 
of direct neutralisation process was RI. 420 in 
1970-71, Rs. 433 in 1971-72 and Rs. 493 in 1972-73. 
The Committee are informed that the average 
price of sulphur used in direct neutralisation 
process decreased from Rs. 350 in 1970-71 per 
tonne to Rs. 327 per tonne in 1972-73. The Com-
mittee find that inspite of the fan in the average 
price of sulphur during 1970-71 to 1972-73, the 
cost of production of direct neutransation pro-
cess is higher than that by the gypsum process. 
The Committee are, therefore, not able to appre-
ciate the justification given for taking to neutra-
lisation process on the ground of reasonable pri-
ce of sulphur/sulphuric acid. The Committee 
recommend that FACT should consider the eco-
nomics of the production of ammonium sulphate 
by the two processes taking into account all the 

. relevant factors and adopt a process which will 
enable production of ammonium sulphate at an 
economic price. 

The Committee note that FACT has been 
importing rock phosphate from Morocco on the 
plea that the experiment of using rock phosphate 
from Rajasthan was tried in 1969-70 but not 
found economical. Moreover the production of 
rock phosphate in Rajasthan was 'limited'. The 
Committee understand that the mining of rock 
phosphate has been taken up in a big way by a 
State Undertaking under the Rajasthan Govern-
ment and in fact they are looking out for users 
for consumption of this important raw material. 
The Committee feel that when rock phosphate 
deposits are available within the country there 
is no reason to spend precious foreign exchange 
on its import. The Committee also feel that with 
the advance in technology it should have been 
possible to modify, if necessary, the existing" 

- ._-_._------ - - -_ .•.. ----. 
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plants so as to utilise the indigenoUs !rock pho&-
phate even if marginally inferior rather than ex-
pand scarce foreign exchange in imports. 

Since the demand for ammonium sulphate 
for agricultural production is going up, the Com-
mittee would like Government to thoroughly 
examine the feasibility aDd economics of achiev-
ing higher production in ammonium sulphate 
either by expansion of the existing units in FACT 
etc. o,r by location of new units near the source 
of rock phosphate which is raw material for 
this industry. The Committee understand that 
this matter has been long pending with the va-
rious Departments of the Govt. of India and they 
recommend that a High Powered Committee of 
technical experts, including repreSentatives of 
the Planning Commission and the Ministry of 
Finance may be constituted to go into the matter 
in all its aspects and give a concrete plan of ac-
tion within six to nine months. The Committee 
would like to be informed of the precise action 
taken in pursuance of the above recommendation. 

The Committee note that against the installed 
capacity of 746 tonnes per day or 246,000 tonnes 
per year of sulphuric acid which included four 
plants, two small plants of 68 tonnes each (22,440 
tonnes per year), another of 160 tonnes (52,800 
tonnes per year and the fourth of 450 tonnes 
(148,500 tonnes per year) the actual production 
during 1970-71, to 1973-74 was 1,25,193 tonnes in 
1970-71, 1,61,932 tonnes in 1971-72, 1,18,749 tonnes 
dn 1972-73 and 1,64,760 tonnes in 1973-74. The 
Committee are informed that while the 450 tonnes 
plant is working to full capacity, 160 tonnes plant 
has not been operating to full capacity and the 
other two plants are too old to give the desired 
capacity, with the result that the ammonia capa-
city is only 650 tonnes per day or 2,14,500 tonne! 

-- -------------- ._--- ---_._--_._------_._--
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per year and the requirements felI short by 
about 130 OOnnes per day. 

The Committee are informed that on account 
of the low utilisation of plants and as the full 
requirement was not being met, FACT had to 
purchase substantial quantities of sulphuric acid 
from ·M/s. Oominco Binani with whom FACT 
entered into an agreement in 1967 effective till 
31st December, 1971 to supply 30,000 tonnes of 
SulphUric Acid per year. The agreement is stat-
ed to have been automatically extended for a 
further period of 5 years till 31st December, 1976. 
The Committe note that against the agreed quan-
tity of 30,000 tonnes, the FACT purchased 16,936 
tonnes in 1970-71, 16,501 tonnes in 1971-72, 19,279 
tonnes in 1972-73 at an average price of Rs. 129 
per tonne, Rs. 132 per tonne and Rs. 144 per 
tonnes respectively, when the variable cost of 
production in FACT's own plant worked out to 
Rs. 129, Rs. 113 and Rs. 115 respectively. 

The Committee feel that it should have been 
possible for FACT/Government to so provide in 
the agreement that if FACT's requirements were 
not met fully by their OWn plant'!. then they 
could buy from Mis. Cominco Binani. As FACT 
had detailed knowledge of the cost of manufac-
ture of sulphuric acid in their own plants, it 
should have been possible ror FACT IGovernment 
to ensure that the price paid was not higher than 
that it would have cost FACT to produce it 
themselves. 

The Committee are also informed that when 
the proposal of setting up an additional plant for 
sulphuric acid, based On the requirements of acid 
in the IV stage expansion, was !llaced before the 
Board in 1970, the proposal was deferred by the 
Board on the advice of Governmf'nt in the light 
of prospective availability of acio from this fann. 

The Committee find that as against the agreeti 
--------------
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quantity of· 30,000 tones per year, the firm had 
been supplying only 16.936, 16,501 and 19,279 
tonnes during 1970-71. 1971-72 and 1972-73 res-
pectively. In view of this performance. the Com-
mittee are not able to appreciate the decision of 
the Board in 1970 to defer the setting up of aciri 
plant or the action of the FACT in having ex-
tended the agreement automatically for 5 years. 
The Committee W'Ould also like to be informed 
of the reasons for which the FACT did not insist 
for the supply of the stipulated quality and in the 
event of the firm's failure to honour the commit-
ment, why was no action taken against them. 

The Committee feel that Government should 
set up an expert Committee including a represen-
tative of Ministry of Finance we ll-versed in cost-
ing to go into the question of th~ relative econo-
mics of producing sulphuric acid by modernisa-
tion/replacement of the old units in FACT or by 
purchase from any other unit already working 
In the area preferably in the public sector, which 
could supply this vital input on assured basis 
and on co.mpetitive rates to meet fully the pro-
duction requirements of F'ACT. 

The Committee note that the attainable ratios 
of consumption of raw materials as fixed by the 
management were generally higher than the de-
signed ratios. In the case of sul!,huric acid re-
quired for production of ammonium sulphate and 
super-phosphate, the attainable ratios were with-
in the designed ratios. The Committee note that 
the actual ratios of consumption during 1970-71 
to 1973-74 were not only higher than the design-
ed ratios but were also higher than the attainable 
ratios except in a few cases. It was stated that 
while the plant was designed to operate at cer-
tain ratios, these ratios were achievable only 
under optimum conditions. While deterioration 
in ammonia could be attributed to power fluctua-

._-------- ------_ .. _---_ .... _-
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tion which upset the efficiency ratio, the quality 
of rock and sulphur also affected the ratios for 
acids. In addition, it was stated that the excess 
consulllPtion under sulphur was due to the poor 
performance of the sulphuric acid plants and the 
excess consumption of rock phosphate and sul-
phuric acid was attributed to the poor perform-
ance of the phosphoric acid. slurry filters and 
pumps. The excess consumption of ammonia 
was stated to be due to the low production level 
in the end plant. Although the Committee on 
Public Undertakings in their 44th Report of 
1969-70 and in their 59th Report on Action Taken 
thereon recommended that a constant watch over 
consumption ratios of various raw materials 
should be kept and whenever any major varia-
tions were noticed as oompared to designed 
ratios, prompt steps should be taken to locate the 
reasons for higher consumption, the Committee 
find that the value of excess consumption includ-
ing process losses of intermediate products dur-
ing the period 1970-71 to 1973-74 increased from 
Rs. 30 lakhs in 1970-71 to Rs. 85 lakhs in 1973-74. 
The Committee would like that the reasons for 
the variations between the actual ratios of con-
sumption and the designed ratios or attainable 
ratios should be analysed to identify the areas 
where there had been higher consumption of 
raw materials so that suitable remedial action 
could be taken. It is also evident from the dis-
cussion relating to findings of special Audit (in 
paragraph 11.45 of this Report) that the figures 
of consumption of materials like sulphur and rock 
phosphate as shown in the Accounts did not have 
any relevance to the realities of the situation. 
This had led to substantial unaccounted shortage, 
which had to be written off subsequently with-
out ascertaining the reasons for shortages. The 
Committee therefore reiterate their earlier re-
commendation and would like FACT to maintain 
constant watch over the consumption ratios of 

---------.----------------------------------
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various raw materials and to take prompt reme-
dial measures as soon as major variations are 
noticed as compared to the designed ratios. The 
Committe.e hope that at least now serious note 
will be taken of their recommendations in this 
and earlier reports and concrete steps will be 
taken by the management to save the FACT of 
the continuing losses on this account. 

The Committee note that besides excess con-
sumption of raw materials there had been losses 
due to wastage of hydrogen and ammonia. In 
the case of hydrogen, the percentage of wastage 
over the production had increased from 10 per 
cent in 1970-71 to 14.5 per cent in 1973-74 and the 
corresponding loss increased from Rs. 18 lakhs in 
1970-71 to Rs. 30 lakhs in 1973-74. In the case of 
ammonia, the percentage of wastage over pro-
duction increased from 1.5 per cent in 1970-71 to 
2.6 per cent in 1972-73 and decreased to 2 per cent 
in 1973-74 and the corresponding loss increased 
from Rs. 4.5 lakhs in 1970-71 to Rs. 9.98 lakhs in 
1972-73 and Rs. 10 lakhs in 1973-74. The Commit-
tee would like Government to examine as to how 
far the increase in loss in terms of value is justi-
fiable when the wastage has come down from 
2.6 per cent in 1972-73 to 2.0 per cent in 1973-74. 
The Committee are informed that the percentage 
of wastage of ammonia has come down because 
of installation of recording instruments and oon-
trol of the consumption on ammonia. It has also 
been stated that a two per cent wastage was con-
sidered normal in the industry. The Cammittee 
would like that FACT should keep continuous 
watch over the consumption and ensure that the 
percentage of loss on account of wastage is with-
in the prescribed norms. It WRS stated that the 
wastage of hudrogen was due to the quantity 
vented till the plant is stabilised after each start-
up and restrictions due to refrigeration limita-
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tions. In 1973-74, the wastage was attributed to 
the failure of ODe of the high pressure air com-
pressors and also shut-downs in the oil gasaiftca-
tion plant. The Committee would also like that 
the reasons for the incl'P.ase in the wastage and 
consequential loss thereof should be critically 
gone into so that suitable remedial measures are 
taken to avoid such wastages. 

The Committee regret to note that during the 
year 1969-70, out of total quantity of 3,24,000 
tonnes of steam produced, only 2,17,000 tonnes 
were accounted for. Even allowing for a 10 per 
cent wastage in production the Committee find 
that 23 per cent of the total production '~alued 
at Rs. 12 lakhs was not accounted fOf. This was 
stated to be due to lack of instrumentation in "some 
of the plants. The Committee note that though 
the procedure for accounting of steam had been 
changed from 1971-72, no instruments for record-
ing of consumption of steam were installed till 
March, 1974. The procedure for allocation of 
steam to different plants was not uniform from 
year to year. While up to 1970-71, for every 
tonne of sulphuric acid produced 1.2 tonnes of 
steam was assured to have been produced. Out 
of this, 0.2 tonne was presumed to have been 
consumed in the Sulphuric Acid Plant itself 
and the balance one tonne was treated to have 
been transferred to other. Consuming Plants 
from 1971-72 a quantity of 0.8 tonne of steam 
was assumed to have been transferred to the 
Steam Consuming Plant for each tonne of Sul-
phUric Acid prQCiuced. The Committee are in-
formed that meters have since been provided in 
several plants for recording accurately Rteam 
consumption. The Committee regret to observe 
that due to the absence of meter:>, the allocation 
of steam consumption has not been unifonn. The 
Committee, therefofe, recommend that now 
meters have been installed, figures of the con-

-----" ._-_._.- .. _--
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sumption of steam should be on the basis of meter 
readings and allocation of cost done accurately. 
The Committee also recommend that FACT 
should fix standard norms for consumption of 
steam and judge consumption of steam with re-
ference to prescribed norms. 

The Committee note that due to frequent power 
fluctuations the production performance of FACT 
hal been seriously affected and the annual loss 
on this account was stated to be to the extent of 
Rs. 160 lakbs. The Committee also note that the 
proposal of having a separate captive plant for 
Udyogmandal Division has not been pursued as 
it was not found attractive economically. The 
Committee were informed that a study team 
consisting of representatives of KSEB, Bangalore 
Institute and FACT studied the problem as far 
back as 1968, and as a result of implementation ot 
most of the recommendations of this group there 
was some improvement and only less than 20 per 
cent of the dips adversely affected the plant. It 
was reported that KSEB implemented all the 
recommendations excepting the one involving 
foreign exchange as according to them the f.xpen-
diture on the implementation of this was not 
commensurate with the results. The KSEB also 
felt that with the Iddikki power station com-
mencing power supply the position would im-
prove considerably. The Committee would like 
Government to take up the question with the 
Kerala State Government sO that when the lldik-
ki power station is commissioned. FACT is as-
sured of adequate and steady power supply for 
its plants in the interest of higher production of 
the much needed fertilizers. 

The Committee note that in view of the 
present uneconomic working of FACT due to 
very low level of production in some of the old 
plants, heavy over-heads, high rr..aintenance cost 



232 

(1) (2) (3) 
--- -----------------

and low stream efficiency, a scheme for diversi'-
fication of production at an estimated cost of 
Rs. 2811 lakhs (including a foreign exchange ele-
ment of Rs. 482.5 lakhs) has been formulated in 
order to improve the profitability of the FACT. 

The Committee further note that this diversi-
fication proposal has been mooted after four 
stages of expansion each one of which especially 
the last two, had been planned and implemented 
to make the FACT correct the imbalance in the 
demand and supply of various intermediate pro-
ducts so as to make the Udyogmandal unit econo-
mically viable, but none of which seem to have 
achieved the desired results. 

The Committee were infonncd that the need 
for diversification also arose because the condi-
tions which were visualised in the fourth stage 
expansion when it was planned in 1969, had 
changed considerably since then andethe econo-
mics of manufacture of fertilizers had also 
changed due to technological changes. 

The Committee feel doubtful whether the ex-
pansion schemes have been correctly formulated 
at all after analysing all the deficiencies and tak-
ing into consideration the condition of the plants 
and their capacity for production. 

The Committee are informed that the Udyog-
mandaI units "production performance has been 
at a relatively low level of capacity utilisation 
during the past 7 to 8 years even though during 
this period two expansion programmes have been 
completed", because of the inter-de~ndence of 

~ 

as many as 20 plants of diflerent vintages with 
varying capacities and different process routes, 
all of which have to operate simultaneously to 
avoid constraints of raw material supply but their 
efficient working simultaneously is the biggest 
problem before the unit. The Committee are not 
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sure whether addition of some more plants under 
the diversification proposal to the chain of 20 
inter-dependent plants will be able to improve 
the situation and in the context of the past his-
tory of this unit the diversification scheme will 
not meet the same fate as the earlier schemes. 

The Committee are informed that according 
to the feasibility report prepared in April, 1971 
the diversification proposal to produce Methanol 
involved an expenditure of Rs. 348 lakhs (includ-
ing foreign exchange element of Rs. 78.5 lakhs) 

. and the overall profit of the Udyogmandal Unit 
was expected to improve by B.s. 563 lakhs in the 
case of heavy petroleum feed stock and in other 
case the improvement in profit is expected to be 
Rs. 350 lakhs with an investment of Rs. 250 lakhs. 

The Committee are not sure whether the re-
sults of the feasibility study conducted in April, 
1971 will still hold good in view of escalation tn 
cost of labour, ~d stock, etc. The Committ~e 
would, therefore, like that the Government 
should before going ahead with the scheme have 
a second look at the economics of the project in-
cluding its effect on the over-all profitability of 
Udyogmandal Division after making sure about 
the availability of raw materials and the demand 
for the product in the country at this stage. The 
Committee also recommend that the full detatls 
of the scheme along with the economics thereof 
may be brought to the notice of Parliament. 

The Committee thus find that the FACT has 
been taking up schemes for expansion in succes-
skm with a view to correcting the imbalances 
and in spite of this, utilisation of the plants had 
been low and the imbalances still persist. Be-
fore consolidating the position taking into ac-
count all the expansion schemes, the FACT is 
now going in for diversification. The Committee 
would like that there should be no further ex-
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pansion scheme till the production in the pre-
sent set up stabilises. 

The Committee recommend that Government 
should consider appointing an Expert Committee 
to critically go into the causes of the failure of 
the Udyogmandal Unit even after the different 
stages of expansion, and also examine the vari-
OUs aspects of diversification schemes including 
the economics thereof and thE" effect of the diver-
sification on the over-all profitability of the Unit. 
The Committee would like to be informed of the 
aetion taken in pursuance of the recommendation 
within three mqn.ths of the Report. 

The Committee note that in order to perfect 
a process developed by the R&D Division for 
recovering flourine from phosphatic fertilizers in 
the form of synthetic cryolite, which is a very 
valuable chemical required for aluminium indus-
try, the FACT after taking the approval of Gov-
ernmeftt in principle, set up a plant at a cost of 
Rs. 32 lakhs for producing 1650 tonnes of cryolite 
per annum. 

It was reported that cryolite was being im-
ported and this would be a substitute for the im-
ported cryolite. The Chairman-cum-Managing 
Director informed the Committee during evi-
dence that the development of this process was 
discussed with the Government oi India and their 
'general' approval obtained. It has been admit-
ted by the Chairman-cum-Managing Director 
that IlP specific study about the demand for the 
product in the country was made. It was assum-
ed that generally the market was there. It was 
also admitted by the Chairman-cum-Managing 
Director that when the project was taken up, 
there was no firm and fixed specification avail-
able for the product and whatever FACT was 
hoping to produce would be acceptable to the in-
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dustry. The Committee are surprised that such 
a 'general' approval was given by Government 
without any survey of the demand for the pro-
duct Ol' an examination of the economics of the 
project. 

The Committee are informed that, on actual 
production on a bigger scale, the silica content 
was found to be more than what was acceptable 
to the industry and therefore FACT made some 
improvements to reduce the silica content and 
had given the improved product to an aluminium 
firm for trial the results of which were awaited. 
The Gommittee are also informed that since a fair 
amount of success was achieved at laboratory 
scale, FACT did not seek the support of research 
laboratories. The Secretary of the Ministry ad-
mitted during evidence that what still remains 
to be done is that the quality of the product 
should be improved in consultation with alumi-
nium manufacturers. He also admitted that "ill· 
stead of a bigger plant, it should have been a 
smaller plant." The Committee do not appre-
ciate the undue haste with which the FACT went 
about setting up the plant on such a big scale 
and started production of cryolite without mak-
ing a demand survey of the product and without 
finalising the specification of the product to E:uit 
the needs of Aluminium Industry. 

The Committee recommend that Government 
should investigate into the matter and fix respon-
sibility for this unnecessary capital investment 
and recurring expenditure thereon to which the 
FACT has been put. The Committee recommend 
that at least now the FACT should in consulta-
tion with Public Sector enterprises like the 
Bharat Aluminium Company settle the specifica-
tions for this product and the requirements for 
Aluminium Industry before .going in for large 
scale production. 

--------------------------------------------------.----
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The Committee also recommend that Iesearch 
institutes like National Metallurgical Laboratory 
of the CSIR may also be consulted in order to 
perfect the process for product improvement. 

19 5.12 The Committee regret to note that in its 
and anXiety to utilise the surplus carbon-dioxide re-
5.13 coverable from the oil gasification plant at the 

end of III stag~ expansion, the FACT set up a 
dry ice plant in May, 1969 at a cost of Rs. 8.15 
lakbs, to produce 6 tonnes per day of dry ice 
without a proper demand survey and without 
taking into account the full effect of excise duty 
on the price structure i)f the product. It was 
envisaged that the dry ice would be used by the 
local fishing industry. The Committee Were in-
formed that due to the excise duty leviable on 
dry ice being high and due to the fact that the 
use of dry ice fishing industry called for a new 
method involving additional expenditure, where-
by the dry iCe would not come into direct con-
tact with fish, the price of the dry ice did not 
prove to be economical to the fishing industry. 
The result of all this ha~ been that the plant 
could not go into c9mmercial production till now. 
The Committee are surprised to find that "the 
Management is not able to locate a copy of the 
report" submitted by an officer of the Corpora-
tion on the basis of which this project was taken 
up. It has been admitted by the Chairman-cum-
Managing Director of th~ Undertaking that the 
entire expenditure on the project "is a waste". 
The Secretary of the Ministry has also admitted 
that the project has gonE' wrong because of one 
vital omission viz., absence of a thorough market 
study. The Committee would like the entire 
matter to be thoroughly investigated with a view 
to fixing specific responsibility for the lapses and 
taking deterrent action. The Committee would 
1!ke to be informed of the precise action taken in 
pursuance of it. 

------------------------- .----------------------------
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The Committee were informed that the FACT 
is now exploring the possibilities of marketing the 
dry ice in Bombay, which again is running into 
difficulties due to the transport problems. The 
Committee would like Government/FACT to 
come to an early conclusion, as to whether this 
plant can at all be operated ('conomically and if 
found otherwise, take an early decision to dis-
pose of the plant in the best interest of the Un-
dertaking. The Committee would like to be 
informed of the action taken in pursuance of this 
recommendation within three months. 

The Committee note that the original esti-
mates of the Cachin Phase I for Rs. 39.72 crores 
which were prepared and submitted to Govern-
ment in August, 1966 were revised thrice in Janu-
ary, 1968, August, 1971 and February, 1972 for 
Rs. 45 crores, 57 crores and Rs. 63 crores respec-
tively, the final revised estimates indicating an 
increase of 60 per cent over the original estimate. 
The last revision was done on the basis that the 
plant would go into production by January, 1973. 
The Committee regret that none of the estimates 
was approved by Governn1ent so far. It is sur-
prising that the FACT instead of getting the ap-
proval of revised estimAtes informed the Govern-
ment in January, 19'1~i that it would approach 
Government for approval of the revised estimates 
after commisc;ioning of the plant. It is equally 
surprising that the Ministry also allowed the 
FACT to proceed with incurring expenditure 
without the sanction of estimates and awaited 
the final oost estimates. The Committee are in-
formed that the estimates of Rs. 63 crores work-
ed out in February. 1972 were submitted to Gov-
ernment in December. 19'72 but as the date fixed 
for commissioning had slipped, a review was un-
dertaken bv FACT to ascertain estimated addi-
tional cost 'that would be incurred to bring the 
plants on commercial production. On the as-
sumption that the commercial production shall 
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start by August, 1974, the estimated cost is now 
expected to be about Us. 76 crores. The Commit-
tee are inf~med that instead of examining the 
revised ~timates Government had paid an 
amount of Rs. 10.5 crores towards equity capital 
and Rs. 20.45 crores as loan up to 31st March, 
1970 for this project. 

The Committee note that there has now been 
an increase of 84 per cent over the original cost 
estimates which have been attributed by the 
CQrnpany to various reasons. The increase over 
the original estimates was stated to be on account 
of revision of the process scheme originally 
adopted, change from Japanese quotation filr 
supplies to Italian suppliei besides increase in 
cost of equipment, land and· township and delay 
in commissioning. The Committee are distress-
ed to note that Government in spite of increase 
on several accounts did not g.o into economics of 
the revision but only stated that they took into 
consideration the revised estima~ for their 
budget proposals. They are surprised that even 
at this stage there is no finality of the cost of 
project as still a date for commercial production 
has to be decided although the Revised Estimate 
was based on the aasumption that commercial 
production would start by August, 1974. The 
Committee feel that the netire procedure displays 
laxity of financial control both on the part of 
FACT and the Ministry with the result that the 
expenditure on the project has increased con<;i .. 
derably. The Committee need hardly stress that 
the revised estimates should not be assumed to 
be a mere completion report of the project but it 
is an instrument of finanCial control. The Com-
mittee recommend that Government should 
without further delay, examine critically the rea-
sons for the abnormal increRscs in the cost esti-
mates and the economics of the project beforE' 
approving the revised estimates. In this connee· 
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tion, the Committee would like to invite atten-
tion of Government to their recommendation in 
paragraph 2.20 of their 39th Report (5th Lok 
Sabha) on Pyrites, Phosphates and Chemicals 
Ltd., requiring that wherever there is a materia) 
deviation from the original estimates, the matter 
should be brought to the notice of Parliament 
The Committee expect that Ministry should be. 
should be brought to the notice of Parliament 
the detailed reasons for the increase in estimates, 
their effect on the cost of production and the eco· 
nomics of the project. 

The Committee also note that there are no 
hard and fact criteria to determine when a ferti-
lizer plant should be deemed to go into commer-
cial production and the question is decided by 
the Board. In the case of Trom bay Plant the 
date when the plant reached the rated capacity 
and proved the guarantees was the date of com-
mercial production; but in the case of Gorakhpur 
plant, six to eight months were allowed after 
the commencement of production to enable the 
suppliers 110 make good some defects and prove 
guarantees and then the plant was put into com-
mercial production. In the opinion of the Com-
mittee such information should have been avail-
able in the DPR. The Committee feel that the 
date of putting a plant on commercial production 
is a very significant date and a uniform set of 
criteria should be followed by all the undertak-
ings in fixing this date which should not be left 
entirely to the discretion of the Board of Man-
agement. They recommend tnat Government 
may lay dOWn guidelines, if necessary, sector-
wise for the benefit of the Boards to help them , 
determining the dates for putting their plants on 
commercial production on a uniform basis. 

The Committee note that the original project 
report based on Japanese plant and equipment 
estimated a period of 27 months between the 

---------~--------------
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anticipated date of signing the contract and the 
date of commissioning (June, 1969). At the time 
the contemplation was to finance the project out 
of free foreign exchange. Later, Government of 
India decided that due to non-availability of free 
foreign exchange, negotiations should be made 
with France, Italy and other countries. Consequent 
on the availability Of Italian credit, the last con-
tract was signed in February, 1968 and the period 
was reduced to 20 months and the plant was 
scheduled for commissioning in October, 1969. 
The Committee regret that because of the delay 
in the supply of plant and equipment by the 
foreign as well as indigenous suppliers and be-
cause of certain defects in the synthetic and the 
reform gas plants, which had to be rpctified, the 
Ammonia and Urea Plants could be commis-
sioned only in April, 1973. The Committee note 
that the collaborators had pointed out in Octo-
ber, 1968 that the plant using centrifugal com-
pressors could achieve greater efficiency and 
produce cheaper ammonia, but cautioned that 
since such a plant was more complex, the com-
missioning and, operational difficulties would be 
of much higher order. The Secretary of the 
Ministry has admitted during evidence that "this 
new technology was just coming into operation 
in other parts of the world. So we started on 
this and we have to pay a heavy price for this. 
We put up the plant according to certain higher 
parameters as against the lower parameters with 
which we had been familiar. The only mistake 
we made was that we selected certain parameters 
with which no one was familiar", which even-
tually led to all the troubles in the plant and 
delayed the commissioning. The Committee are 
sUI}>rised that the FACT should have accepted 
the Plant without verifying whether a plant of 
this dimension had been in actual operation else-
where and more So when no one in India was 
familiar with parameter of the technology of 
this Plant. While the Committee are not averse 
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to the USe of forward technology in setting up of 
the projects, they would like that Government 
should satisfy themselves fully that such a tech-
nology has been successfully put up in operation 
elsewhere so that no experiment is done at the 
cost of the country. 

The Committee are informed that among the 
indigenous suppliers, the main bottleneck was 
the delay in the supply and erection of boilers 
and pressure vessels by Mis. A. Vickers and Bab-
cock Ltd., Durgapur. Though the boilers were 
scheduled to be supplied erected and commis-
sioned by July, 1969, the erection work was got 
done by FACT at the cost of the suppliers through 
another contractor and the boilers commissioned 
only in October, 1971. The FACT's claim for 
liquidated damages was also not accepted by 
Mis. A. Vickers and Babcock Ltd. and the legal 
opinion was also not in favour of pressing the 
claim. The Committee understand that the penal-
ty leviable on MIs. A. Vickers and Babcock Ltd., 
for delay in supply worked out to Rs. 6.5 lakhs 
against which an amount of Rs. 7.4 lakhs had 
been withheld from· the bills and the question 
of levy of penalty is still under consideration of 
Company. The Committee would like to be in-
formed of the results. 

The Committee regret to note that on account 
of the delay in commissioning of the plant, there 
had been a loss Of production to the extent of 
1.65 lakh tonnes of Urea in the first year of ope-
ration, 2.31 lakh tonnes in the second year of 
operation and 2.64 lakh tonnes in the third year 
of operation on the basis that the plant would 
be working on 50 per cent capacity in the first 
year of operation and 70 per cent capacity in 
the second year of operation and 80 per cent 
capacity in the third yeaI' of operation. It has 
been admitted during evidence that the loss in 
production was to the extent of Rs. 10 crores in 
1973-74. It has been statea that the project is 
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presently operating on a capacity of 50 to 60 
per cent o? an average and the measures to step 
up production are on way. The Committee are 
informed that even now the biggest bottleneck 
is on the waste heat recovery system and after 
a review of the design of the plant has been 
undertaken the defects had been identified and 
the plant is now capable of going up to a load 
of 80 per cent without modification. The main 
constraint's in achieving 100 per cent rated capa-
city are however stated to be insufficient super-
head temperature of steam to the turbine and 
insufficient cooling in the ammonia synthesis 
loop. While in the case of the former item, res-
ponsibility has been fixed on the suppliers and 
they have agreed to supply all equipments neces-
sary for rectifying th" defects free of cost, in 
the latter case the matter has been taken up wIth 
the Fertilizer Corporation of J,ndia, who are the 
process guaranteers and with their collaborators. 

The Committee need hardly stress that FACT has 
already lost a valuable time in commissioning 
the plant and achieving the rated capacity. The 
Committee recommepd that the FACT shOUld 
lose no further time in rectifying the defects no-
ticed in the plant and achieving the rated capa-
city. 

The Committee note that the FACT construc-
ted one hostel and another building (Ambalamedu 
House) for accommodating foreign techni~ians 

and engineers, who were to come under agree-
ments with foreign suppliers at a cost of Rs. 
4.62 lakhs and Rs. 14.2 lakhs respectively and 
these were furnished at a cost of Rs. 1.11 lakhs 
and Rs. 1.4 lak'-1s respectively. The Committee 
regret to note that the maximum number of 
foreign engineers arcommodated in the Ambala-
medu House was only 20 and the occupancy ratio 
was decreasing from 35 per cent in 1971 to as 
now as 5 per cent in 1974 (upto August, 1974). 
The Committee are informed that according to 
the contractual obligation FACT had to provide; 
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for senior engineers first class hotel accommoda-
tion of international standards or equivalent and 
if the stay extended beyond six months of the 
original expected period, they had to be provid-
ed family accommodation. The FACT had to 
incur an expenditure Rs. 30,763 on hire charges 
of buildings taken on rent for the period Octo-
ber, 1968 to November, 1972. In the opinion of 
the Committee accommodation provide4 in the 
Ambalamedu House was excessive in view of the 
low level of occupancy. The FACT could have 
restricted the scale and type of accommodation 
to the actual number of foreign technicians and 
engineers expected to come under the agreement. 
The Committee recommend that Government 
should investigate the reasons for creating such 
large accommodation in excess of the require-
ments at a cost of over Rs. 15 lakhs and fix 
responsibility for the lapses. The Committee 
would like to be informed of the action taken. 

The Committee are infonned that the FACT 
are exploring the possibility of accommodating 
the foreign technicians undtU' Cochin Phase II 
and also for utilising it as a hotel to meet the 
tourist requirements. The FACT is also stated 
to be entering into some arrangement with the 
Department of Tourism. The Kerala State Tour-
ism Development Corporation is also stated to 
have evinced some interest. Since it is reported 
that no engineer connected with Cochin Phase II 
is staying in Ambalamedu House at presen(, the 
Committee recommend that FACT should inten-
sify its efforts with the Department of Tourisml 
Kerala State Tourism Development Corporation 
and take suitable measures So that the Ambala-
medu House could be put to more profitable use. 

The Committee note that Government approv-
ed the project report of Cochin Phase-tI exclud-
ing Ammonium sulphate and ~ag making plant 
at a cost of Rs. 35 crores in 1970. The cost was 
re-assessed in October, 1972 and the project cost 
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revised to Rs. 45 crores. It was stated that the 
revised estimates were prepared after getting 
more reliable data from the collaborators. The 
Committee regret to note that though the revised 
project cost estimates were submitted to Govern-
ment in February, 1973 they have not So far been 
approved on the ground that the estimates would 
have further to be revised in view of the recent 
escalation in equipment and construction costs. 
The Committee have already recommended in 
paragraph 6.13 that cost estimates should be pre-
pared after taking into account all the foreseable 
items of expenditure and the outlay should be 
indicated as accurately as possible. The Commit-
tee see no reason why the revised estimates 
should not have been considered making provi-
sion for escalation in cost of equipment and con-
struction as far as could be reasonably known 
instead of delaying the sanction and thus defeat-
ing the purpose of sanction of an estimate. The 
Committee recommend that Government should 
critically examine the reasons for excesses and 
also their effect on the economics of the project 
before sanctioning the revised estimates and 
bring the detailed reasons for the increase in 
estimates and their effect on cost of produc-
tion and the economics of the project before Par-
liament. 

The Committee note that Cochin Phase-1I was 
originally expected to be commissioned in Sep-
tember, 1974 but due to certain reasons it is not 
likely to be commissioned before 1975. The Com-
mittee also find that the plan are expected to 
reach a production level of 1,62,000 tonnes by 
1975-76, 3,41,000 tonnes by 1976-77, 4,22,000 tonnes 
in 1977-78 and 4,85,000 tonnes in 1978-79. The 
Committee would like that the Government! 
FACT should ensure that the capacity utilisa-
tion as planned is adhered to. The Committee 
also recommend that in view of the delay in com-

.. missioning of the plant, the GovernmentlFACT 
should take immediate steps to get the period of ------------_ .... -. 
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guarantee extended suitably. The Committee 
feel that unless steps are taken right from now 
to deal with the factors contributing to delay in 
the execution of the project, the story of Cochin 
Phase-!' might be repeated in this case also lead-
ing to escalation of cost estimates and heavy loss 
in production. The Committee, therefore, re-
commend that GovernmentlFACT should moni-
tor the progress of this project' concurrently and 
ensure that the revised schedules of completion 
by July, 1975 are adhered to. 

The Committee also note that the project is 
based on imported ammonia for which an agree-
ment had been signed with Mis. Norsk Hydro of 
Norway. The Committee were infoI"med that 
offers for supply of liquid ammonia were orgi-
nally handled by the Fertilizer Corporation of 
India from where they were transferred and 
Chairman and Managing Director of FACT was 
authorised in April, 1972 to directly negotiate 
with the foreign firm. Accordingly, negotiations 
were carried out from June, 1972 and acceptance 
was given to the foreign firm in October, 1972. 
When the {oreigll firm suggested that the con-
tract be formally signed in November, 1972, this 
c.:>uld nc t be adhered to due to certain diff.cuWes 
in the worJPng of. the Udyo~:mdal Unit and 
therefore a date c('nvenient to both parties was 
fixed in February, 1973. The Committee find that 
in January, 1973 the foreign firm intimated that 
the terms settled E'arlier had not been accepted 
by their Board of Dil ectol's and a revised offer 
was given by them in March, 1973. This revised 
offer was not, however, acceptable to the Board 
of Directors of the FACT but later they had to 
accept the rates in the over-all national interest 
on the advice of the Ministry and the contract 
was concluded. It was stated that the earlier 
settlement with the foreign firm had a provision 
that it was subject to the approval of the res-
pective Board and therefore even jf FACT had 
accepted the offer in November, 1i172, it would 
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not have made any difference. The Committee 
however find that even after the finalisation of 
the contract, the foreign firm (Mis. Norks Hydro 
of Norway) was unable to supply ammonia at 
the agreed rates and had asked for an escalated 
price and stated that they were not bound by the 
contract because of the wol'ld situation in petro-
leum and petroleum products. The Committee 
feel that in view of the escalation in prices of 
ammonia the cost of production and the econo-
mics of the project would be adversely affected. 
The Committee recommend that Government 
should make use of the good offices of the IDA 
to pUr'Suade the foreign firm to supply ammonia 
at the already agreed price and also ensure time-
ly and assured supply of ammonia in future. 

The Committee note that the FACT Engineer-
ing and Desi.gn Organisation (FEDO) was formed 

in 1964 as per decision of the Government' of 
India taken in September, 1963 to construct at 
least three complete fertilizer plants before the 
end of Fourth Five Year Plan (1966--71). In 
pursuance of this decision the organisation was 
gradually developed and it became a full fledged 

division of FACT in 1966. But of the four ferti-
liser projects (Cochin, Madras, Managalore and 
Tuticorin), for which the project reports were 

prepared by FEDO, only the construction and 
management of the Cochin Project was entrus-
ted by the Government to the Undertaking in 
July, 1965, though it had undertaken planning, 
designing and construction of various other 
works since then by its own efforts. The Com-
mittee note that the income of FEDO from en-

gineering services has gone down from Rs. 103.64 
lakhs in 1970-71 to Rs. 67.67 lakhs in 1973-74, 
and the profits of the organisation have also 
gradualy decreased from Rs. 1.50 lakhs in 1970-
71 to a bare Rs. 8,000 in 1973-74. As admitted by 

the Chairman-cum-Managing Director, though in 
the beginning FEDO had enough work-load, but 
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of late FEDO "was coming to a low level of 
utilisation. We have got a few orders recently. 
We expect to got some fresh orders also. Probab-
ly we can get going in the next year. For the 
future it will depend on whether we could get 
more orders." 

The Committee are informed that five pro-
jects estimated to cost about Rs. 60 crores are 
currently being done by the FEDO. In addition, 
some jobs including diversification programmes 
are also being undertaken by the FEDO. The 
FEDO is also considering the feaatbility of 

taking up design and engineering work for che-
mical industries other than fertilizer industry. 

It has been stated that FACT is considering the 
question of effecting economies in FEDO, taking 
all the factors into account. The Committce 
find that in addition to FEDO, the planning and 
development division of the Fertilizer Corporation 
of India, and the Engineers India Limited are ah:o 
engaged in design and engineering work for che-
mical and fertilizer industries. The Committee 
note that when the FEDO was originally concei-
ved, it was contemplated that this organisation 
would specialise in the design, engineering, con-
struction and erection of ammonia plants based 
on naphtha as feed stock, as also, the plants for 
production of items like sulphuric acid, phospho-
ric acid and phosphate whereas the Planning and 
Development Division of the FC! would concen-
trate their efforts in the field of other feed stock, 
ammonia synthesis, manufacturc of urea, etc. Al-
though fertilizer capacity in the country is being 
developed to bridge the gap between demand 
and supply to cover the increased requirements 
and a number of plants are being set up based on 
different feed stock, according to Government 
there would be limitations in the different design 
and engineering organisations developing well 
defined areas of specialisations with different 
feed" stocks. However, it has been agreed by the 
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Ministry that all efforts are required to ensure 
that facilities available with the different design 
and engineering organisations are utilised to best 
advantage and at the same time get the benefit 
of alternative technologies. The Committee, there-
fore, recommend that Government/FACT should 
examine the economics Of continuing this orga-
nisation with reference to the utility of the orga-
nisation and the volume of work to be handled 
by it and take a decision soon. 

The Committee feel that FEDO should have 
been built up from a sound nucleus organisation 
and allowed to expand only after most careful 
assessment of the work-load from time to time 
in order to obviate overstaffing and frustration 
creeping over the staff. 

The Committee find that there are number of 
consultancy, design and engineering organisa-
tions in the field. The Committee feel that now 
there is need for Government to examine in 
depth and decide the scope and area of con-
sultancy of the different design and engineering 
organisations. The Committee recommend that a 
high-powered Expert Committee should be set 
up to review the role scope and area for con-
sultancy, design and engineering in the fertili-
zer industry in public sector so that the existing 
expertise and the resources are utilised to the 
best advantage of the country. The Committee 
would like to be informed of the report and the 
action taken thereon within six months. 

8.10 The Committee are shocked to find that for 
over 4 year the FACT had been selling the ammo-
nium sulphate at prices higher than the ceiling 
fixed under the Fertilizer Control Order. When 
the ceiling price ranged between Rs. 405 to 
Rs. 539 per ~e the consumer selling prices 
varied from Rs. 405 to Rs. 613 per tonne. The 
Committee are informed that it was on account 
of misinterpretation of a letter issued on 20th 
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September, 1966 by the Ministry of Agriculture 
which stated that "in accordance with their new 
policy of distribution of fertilizers, the Govern-
ment of India have now decided that w.e.f. 1st 
October, 1966, the factories will be free to market 
30 per cent of their production in the areas of 
their choice and at prices to be determined by 
them." The percentage was increased. to 50 per 
eent from 1st October, 1967 to 100 per cent from 
1st October, 1968. The Committee are surprised 
that even when it was clarified by the Ministry 
of Agriculture on 11th March, 1968 and by the 
Ministry 01. Petroleum and Chemicals on the 19th 
March, 1968 that so long as the pool prices conti-
nued to be fixed by the Department of Agricul-
ture, the public sector units should fix their 
F.O.R. destination prices so as not to exceed the 
pool prices, FACT continued to sell at the higher 
prices in Tamilnadu, Andhra Pradesh and Kar-
nataka and make profits at the expense of the 
farmers. The Secretary 01. the Ministry admitted 
that there was some confusion about the price in 
the minds of the pepole in charge of FACT. The 
Committee regret to note that it took more than 
2 years for the Ministry to get the mistake recti-
fied and even this was done only after the FACT 
made a representation to the Ministry of Food 
and Agriculture with a copy to the Ministry of 
Petroleum and Chemicals and the Ministry of 
Food and Agriculture issued a clarification in 
November, 1970 that the sale of any of the four 
nitrogenous fertilizers at a higher price was a 
puniehable of!en.ce under the Essential Commo-
dities Act. The CMlmtttee recommend that Gov-
ernment should learn a lesson from this experi-
ence and evolve a suita.ble machinery to ascer-
tain the prices fixed by the different indigenous 
producers so as to have a check that producers 
do not charge in excess of the prices fixed by the 
Ministry of Agriculture under the Fertilizer 
Control 0rcW-. 
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The Committee regret to note that the FACT 
has not been able to fully recover the expenditure 
incurred by it on the maI'keting organisation 
from the margin provided therefor in the sell-
ing prices, and all Olver the years it has been 
spending more than the margin. The net excess 
expenditure rose steeply from Rs. 38 lakhs in 
1970-7l to Rs. 1491akhs in 1971-72 and then came 
down sharply to Rs. 16 lakhs in 1972-73. Even 
on an earlier occasion. the Committee on Pub-
lic Undertakings (1968-69) in their 44th Report 
(4th Lok Sabha) had recommended that "there 
was a need for critical study of the marketing 
organisation and the expenditure incurred on 
it." Government in their reply in November, 
1969 stated that the Committee of Directors felt 
the expenditure actually incurred by FACT in 
their market operations cannot be considered 
excessive and the percentage of marketing ex-
penditure had come down from 12.37 in 1967-68 
to 9.3 in 1968-69 and with increased productton 
in 1969-70 it was expected to be 8.7. The Com-
mittee, however, find that the actual percentage 
during 1968-69 was ]j(). 59. The Committee fall 
to understand as to how it was then intimated 
by Government that the percentage was only 
9.3, while the actual was different. It is sur-
prising that the FACT has not been able to lo-
cate the basis on which the figure was worked 
out. 

The Committee regret to note that in spite of 
their earlier recommendation in the 44th Report 
(4th Lok Sabha) the percentage of marketing 
expenditure to sale value, instead of com\.ng 
down, has gone up from 11.65 in 1970-71, 13.88 
in 1971-72 and .11.89 in 1972-73, and this is be-
cause, as admitted by the Cha!rman.cum-Ma-
naging Director, "the organisation has been built 
up for a larger 8ale. It is also unfortunate that 
the market expansion was taken up rather pre-
maturely." The Committee see no justification 

----_._-_ .... _---------------
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for such a premature expansion when the pro-
duction was far behind the target and the de-
mand for fertilizer was in excess of supply. 
The Committee find that in the case of Fertilizer 
Corporation of India Ltd., the cost of marketing 
as a percentage of turn over is 3 per cent, ex-
clusive of distributor's margin and freight. It 
these were also to be included, the cost of dis-
tribution may work out to about 15 per cent 
of the turn-over value. The Committee' are 
informed that the FACT has introduced a 
system of sales budget and marketing expendi-
ture budget, broken down to level of regious and 
the marketing efforts made by various field om-
cers was watched on the basis of these budgets. 
It was also stated that that with the commis-
sioning of Cochin Phase I, the incidence of ftxed 
marketing expenditure was expected to come 
down. The Committee feel that unless there II 
an increased turn-over due to higher produc-
tion, the expenses on marketing will prove to 'le 
burden-some to the FACT. The Committee, there-
fore, recommend that GovernmentlFACT should 
immediately undertake a critical analysis of the 
market expenses with a view to identifying the 
areas where economies ('QuId be effected so that 
expenses on marketing are kept to the minimum 
and in any case within thf' margin provided for 
in the selling price. The Co.mmittee also recom-
mend that it should be the endeavour of the 
marketing organisation of the FACT to continu-
ously review their system of distribution with a 
view to seeing that farmers, particularly margi-
nal and small farmers got fertilizers and the agri-
cultural inputs at the right time and in adequate 
quantities at fair prices. 

The Committee note that the targets for the 
preparation of mixture!'l in the different mixing 
centres were not achieved during 1970-71 to 
1972-73, except in a few cases. Not only have the 
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targets been not achieved, but the actual quan· 
tities of mixtures prepared at different centres 
also show a declining trend which has been at. 
tributed to lack of demand. Consequently, 
four centres had to be closed down during the 
last three years. The Committee are infonned 
that the targets are based on projec~ demand 
for the mixtures in the area and actual produc. 
tion was limited to the ready effective demand 
for mixtures' registered by the dealers of the 
area from time to time. The Committee do not 
see any justification for keeping a target which 
is not related to the actual demand for the mix-
tures and why the FACT should not have as-
certained the demands first from the dealers 
and then fixed the targets. 

While the Committee see no justification for 
keeping a target unrelated to the demand, they 
would like FACT to examine critically the rea· 
sons for the declining trend in t~ demand and 
whether it was due to the ineffectiveness or any 
imbalance in the mixture. The Committee re· 
commend that the assistance of agricultural re-
search msti tutes may be obtained in order to 
assess the suitability of the mixtures with refe-
rence to so11 conditions particularly, when the 
modem trend in agriculture is more towards the 
use of mixed fertiliers. 

The Committee are surprised to note that a 
declining trend having set in the preparation of 
mixtures, the FACT has not taken any steps to 
evaluate the performance of each Centre in or-
der to work out the profit or loss incurred by 
each Centre separately. In the absence of the 
working results, the Committee are not able to 
appreciate the manner in which the financial 
vtabiUty of each Unit is being aSHSled at pre-
sent. 
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The Committee recommend that the opera-
tions of the Mixing Centres should be kept 
under continuous review and the number of 
mixing centres should be regulated with refe-
rence to the demand for the type of fertilizers 
and the financial viability of operations of each 
Centre. 

The Committee note that the agreement en-
tered into by FACT with MIs. Southern Gas 
Limited for sale of oxygen provided that irres-
pective of the actual off-take, the party would 
be billed for a minimum quantity of 56,630 
c.m. per month. The actual off-take by the party 
from the commencement of supply to 31st 
March, 1970 was substantially lower than 
the minimum quantity and the value of the 
shortfall was Rs. 5.6 lakhs. Even after 31st 
March, 1970, every year there had been short-
falls and from 1970-71 to 1973-74 the quantity 
of shortfall was 14.78 lakhs c.m. valued at Rs. 
5.4 lakhs. When the FACT billed for the am-
ount, according to the agreement, the party had 
not so far paid the amount on the ground of (a) 
poor quality of the product, (b) force majoure 
conditions, (c) failure of the FACT to supply 
the minimum quantity. The Southern Gas Li-
mited contended that since FACT failed to sup-
ply oxygen and therefore, for such periods 
of failure no minimum guarantee was payable. 
It was also admitted by FACT that though the 
quality of gas suffered before November, 1967 
FACT was able to maintain the purity there-
after. 'nlere were limitations in the supply 
prior to June, 1973 as FACT was requiring the 
oxygen for its own plants. The Committee are 
informed that the question was being examin· 
ed in consultation with the FACT's attorneys 
and it was expected that a settlement would be 
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reached by makjng due allowances for the pe-
riod during which either party was not able to 
fuUU its obligations. U mutual agreement was 
not reached, it was stated that the matter would 
be settled by arbitration. The Commitee would 
like to be informed about the settlement. The 
Committee however, see no justification for 
FACT entering into long term contract for 30 
years at a stretch without even an escalation 
clause and with terms and conditions which 
FACT could not enforce especially when other 
parties were able to offer better prices. The 
Committee are not sure whether financial im-
plications of such a long-term commitment had 
been examined in depth keeping in view the uti-
lisation of the capacity of the FACT plants and 
the cost of production. The Committee recom-
mend that this matter should be thoroughly exa-
mined from all aspects and the Committee in-
formed of the results. 

The Committee note that as against the 
sanctioned strength of 3199 fixed by the Mana-
ging Director in April, 1965 and the strength of 
3380 finalised on the basis of works study and 
discussion with unions in October, 1968, the ac-
tual strength was as 3385 on 31st March, 1970*. 
This increased to 3699 on 31st March, 1973 but 
came down to 3552 on 31st March, 1974. The in-
crease was quite marked in the semi-skilled and 
unskilled category where the strength on 31st 
March, 1973 was 1497 as against 1178 fixed as 
a recnlIt of works study. The Committee of Di-
tectors which examined the st8ft position in Au-
gud 1969 juc;tified the excess in the ground of 
difAI'111ty in retrenching the surplus staff due to 
chl'lT' "e in the process. The Committee are sur-
p";"N~ to find that FACT was carrying a sur-
pIn ('v~n from 1965 when the surplus was 567 

·Attbe time of &"tl1al' Ii,-arion FACT intimated that the sanctioned sttenlth 
, ""vnmtandlll ~lvt.l()n i' "'l, 
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and after lInd Stage expansion it was 486 and 
IIIrd stage 330 and after lVth stage-398. The 
additional expenditure due to the surplus staff 
was reported to be of the order of Rs. 72 lakhs 
per year and the increase in the cost of produc-
tion was about 2 per cent. The Committee are in-
formed that though the Government w:ere aw-
are of the surplus staff and the need to find a 
solution, there were difficulties in reduction in 
strength on account of the opposition from the 
unions. The Committee are not able to appre-
ciate the logic in this argument and they do not 
see any justification for recruitment of staff in 
excess when they found that even as early as 
1965 the surplus was as huge as 567. They feel 
that the situation should have been tackled even 
at that stage and staff recruitment should have 
been only with reference to the actual require-
ments. The Committee are surprised that the 
Project Report of the HIre stage Expansion did 
not indicate the staff strength, although it has 
been admitted by the Ministry that it was the 
normal procedure to show the strength in the 
project report. The Committee fail to under-
stand as to why this omission was not noticed 
and rectified before the approval to the IIIrd 
stage expansion was given. The Committee are 
informed that in September, 1973 a settlement 
was arrived at for increasing the productivity 
according to which the personnel strength in all 
the departments would be fixed by the Manage-
ment on the basis of works study conducted by 
Industrial Erigineering Department. It was sta-
ted that the attempts are being made to adjust 
the staff to the maximum extent by deployment 
in Cochin Phase II. But according to the Ma-
nagement there would still be certain people 
who obviously would not be fitted in. Manage-
ment would be considering this matter and re-
solving the problem. 
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The Committee have been pointing out in se-
veral of the reports that one of the maladies in 
public undertakings is recruitment of staft in 
the initial stages in excess of requirements thus 
creating problems at the stage of operation. 
The Committee expect that at least now Gov-
ernment Undertaking should learn a lesson and 
ensure that there is no recruitment of the staff 
at any level unless the surpluses are absorbed 
and proper norms are fixed for the Cochin Pha-
se II and the future projects. The Committee 
need hardly stress that the indications given in 
the DPR about the staff strength should always 
be taken as the maximum and the FACT should 
ensure that these limits are not exceeded at any 
time without a full and detailed assessment by 
the Board. 

The Committee find that on the one hand, 
the FACT is carrying a large surplus involving 
an additional expenditure of 72 lakhs per year, 
on the other hand, the overtime bill of the Cor-
poration has been amounting from Rs. 8.7 lakhs 
in 1967-68 to Rs. 36 lakhs in 1973-74. The Com-
mittee are informed that surplus are in certain 
departments like Marine, Transportation, Ga-
rage, Security etc. and could not be utilised by 
the production or Maintenance Departments 
where the incidence of overtime is high. The 
Committee recommend that Government/Cor-
poration should critically go into the reasons 
for abnormal increase in overtime and fix sui-
table productivity nonna so that the expenses 
on overtime are obviated. The Committee also 
suggest that special care should be taken to see 
that non-technical and supporting stat! should 
be multifunctional capable of handling a varie-
ty of jobs and this will enable the problems of 
the typs now felt by FACT being easily tackl-
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ed. The Committee also recommend that there 
should be a system of inbuilt incentives in wa-
ges with a view to increasing the productivity. 

The Committee regret to note that FACT has 
been incurring huge losses on its manufacturing 
activities and the cumulative loss on 31-3-1974 is 
over Rs. 11 crores. The loss has increased from 
Rs. 1.8 crores in 1970-71 to Rs. 3.8 crores in 1971-
72 and it came down to Rs. 2.3 crores in 1972-73 
and Rs. 1.8 crores in 1973-74. The main reasOns 
for the losses have been attributed to low utili-
sation of capacity and consequential loss in 
production, maintenance problems, failure of 
some critical equipments besides power shortage 
and labour troubles. The Committee are in-
formed that the loss in 1972-73 came down be-
cause of certain economy measures and with 
certain rationalisation of the distribution and 
marketing function. The Committee are cons-
trained to observe that in spite of the Four Ex-
pansion Schemes which FACT had implemeD-
ted, there had been gross under-utilisation of 
capacity, excess consumption of raw materials, 
losses on account of stores, surplus in non-po-
wer and the manufacturing and marketing ex-
penses were very much on the high side. The 
Committee, therefore, feel that unless some con-
crete and concerted efforts are made to improve 
the performance and !reduce costs, rationalise 
the man-power and control, consumption of ma-
terials, it will be diftlcult for FACT to come out 
of the red. The Committee would Uke to be in-
formed of the measures initiated in this regard. 

The Committee note that FACT is following 
the system of standard costs which were fixed 
in 1966 on the basis of designed capacities of the 
plants and the ratios of the consl:lmption of raw 
materials as also stream efficiency of 330 days 
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in a year. The Committee note that the stan-
dard costs were revised only in March, 1971 af-
ter taking into account the attainable stream 
efficiency of 317 days although the attainable 
stream efficiency was indicated by the Sharma 
Committee as early as April, 1968. The result 
was the standard cost during the intervening pe-
riod between 1968 to 1971 did not serve as the 
correct basis for judging the efficiency of opera-
tions. 

I t was clarified that the revision of standard 
costs was made not only with reference to stream 
efficiency indicated by the Sharma Com-
mittee but also after standardising the norms. 
of consumption ratios. 

The Committee note that the actual cost of 
production of different products except super-
phosphate and sulphuric Acid were higher than 
the revised standatd costs and the actual COlts 
ranged from 121 per cent to 167 per cent of the-
revised standard costs during 1971-72 to 1973-74. 

An analysis of the vadation in costs during 
the period 1971-72 to 1973-74 indicates that there 
had been huge variations between the actual 
fixed and variable costs over the revised stan· 
dard costs while the increase in the variable 
cost were attributed to increase in price of raw 
materials, packing materials and increase in the 
cost of intermediate products, the increase in 
the fixed cost were mainly due to lower volume 
of production. The Committee fioo that though 
the increase in variable cost has been mostly 
attributed to increase in the cost Of raw mate-
rlals, there have been variances due to usage 
also thus indicating excessive consumption. 
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The Committee are informed that every' 
month a variance :report is prepared on the ba-
sis of information received from production De-
partments and circulated to Plants for action. 
The Committee recommend that the Manage-
ment should introduce a system of analysis of 
the variance reports with a view to identifying 
the causes for such variances and taking suitable 
remedial measures in time. 

The Committee find that in spite of the re-
commendation in paragraph 3.33 of their 44th 
Report (4th Lok Sabha) that it would be useful 
for a Public Undertaking to have comparative-
figures from other undertakings in the same in-
dustry on various aspects of their working, so. 
far no system has been introduced to have a re-. 
gular exchange of information. The Commit-
tee recommend that the Bureau of Public En-
terprises should devise ways and means of in-
troducing such a system for the beneftt of the· 
Public Undertakings. 

The Committee regret to note that though 
the Board of Directors approved the strengthen-
ing of internal audit section as early as January, 
1969, the reorganisation of the Internal Audit and 
the post of Chief Internal Auditor were approved 
only in March, 1973, after over 4 years. The 
Chief Internal Auditor was appointed about one 
year thereafter. The proposals regarding staff 
strength and internal audit manual prepared in 
March, 1974 are stm awaiting approval. The 
Committee also note that the Company auditors 
have in their Report for accounts for 1972-73 re-
marked that-

"There is no proper Internal Audit Depart-
ment in the Company ......... we areoii" 
the view that there should be a proper 
Internal Audit Department which should' 
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function independently and report dir-
ectly to the top Management." 

The Committee are informed that the reorga-
nisation proposals were made after a study of 
the arrangements existing in other public sector 
undertakings. The Board decided that in addi-
tion to Financial and Proprietory audit. a comp-
rehensive audit programme including manage-
ment audit should be introduced. It is stated 
that the draft internal audit manual is expected 
to be approved and staff would be in position by 
end of March, 1975. The Committee are not 
happy at the inordinate delay in stlengthening 
up the internal audit wing and finalising the In-
ternal Audit Manual. The Committee recom-
mend that the company should lose no time in 
strengthening the Internal Audit Wing to evalu-
ate a comprehensive audit including management 
audit being conducted in time and the results 
reported to management so that they can serve 
as an effective tool of management. The Com-
mittee need hardly stress that the reports of in-
temal audit should receive serious consideration 
at all levels. 

10.53 The Committee note that the volume of 

11.29 
to 

11.35 

book-debts had come down from Rs. 581lakhs on 
31~1971 to Rs. 300 lakhs on 31.3.73 and in terms 
of turn-over 18 per cent to 15 per cent. 'nle 
Committee, however, find that the total amount 
on 31-3-1973 includes Rs. 217 lakhs outstanding 
for over six months and out of this Rs. 50.28 
lubs is consi4ered as doubtful debts (25 per eent 
of the total debts). In the opinion of the Com-
mittee this provision of nearly 25 per cent is on 
the hlgh side FACT should take concerted mea-
sures to realise the amounts post-haste. 

The Committee note that the inventory of 
stores has shown a decrease from Rs. 15.29 
crores as at the end of 1970-71 to Rs. 8.85 crores 

--------------------------------------------------
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011 31st March, 1974. The value of spares 
included in the inventory however showed an in· 
creasing trend from Rs. 108 lakhs representing 
42.S months consumption as on 31.3.1971 to Rs~ 
185 lakhs on 31.3.74 representing 71 months con-
sumption. Even with reference to cost of mach-
inery, the percentage of spares has indicated an 
increase from 6.2 per cent to 7.9 per cent. The-
Committee are informed that the records are not 
maintained to indicate the spares received with 
plant and machinery as distinct from those pur-
chased later. Although the management has not 
considered it necessary to do so, the Committee 
feel that in the interest of regulating purchase of' 
spares such a seggregation is essential. The-
Committee hope that action would be taken to 
seggregate the spares accordingly. 

The Committee regret to note that out of 31,1~ 
items on stock on 31.3.70, minimum limits have-
been fixed only in respect of ·14,500 items. The 
Committee are informed that an InvE'lltory Con-
trol Committee was formed to fix the maximum 
and minimum levels for all store items. This 
Committee has just finalised the work relating to 
identiftcation of obsolete and surplus stores and 
the other work is yet to be taken up. 

The Committee understand that a Review Com-
mittee appointed. by the Chairman-cum-Mana-
ging Director identified value of obsolete and 
surplus stores on 30th September, 111'70 as 20.8$ 
lakhs. 

The value of such surplus and obsolete itemS 
has been reduce to 12.34 lakhs. The Committee-
are informed that the Inventory Control Com-
mittee are reviewing 'A' Value items to fix the 
maximum and minimum limits and also to lo-
cate the surplus. The Committee recommend 
that the Inventory Control Committee should 

tl .. um 
• At tho time of factual verification FACT Intimated that prcscn y mlftlm 

levels have been ftxcd for 2500 items approximately. 
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finalise its work soon and management should 
fix the maximum and minimum limits for all the 
stores without delay. The management should 
take action to circulate the list of surplus stores 
to all the public undertakings including fertIl-
izer producing units with a view to disposing the 
surplus items. 

The Committee also note that the percentage 
of items physically verified to the total number 
of items in store was 20.93 per cent on 31.3.'11, 
32 per cent on 31.3.72 and 29.82 per cent on 31.3.'13. 
The Committee regret to note that the value of 
items verified in my year is not available. The 
Committee are surprised 'that the discrepancies 
noticed as a result of verification have also been 
not adjusted in accounts from 1968-69 to 1972-73. 
The Committee however note that in respect ot 
8,229 items verified during 1972-73 and 17288 
items verified during 19'73-74 there had been 
shortages to the extent of 1,047 items of value 
Rs. 9.76 lakhs in 1972-73 and 154 items valuing 
Re. 3.77 lakhs in 1973-74 respectively. The Com-
mittee are informed that the Managing assessing 
the reason for the shorta'ges. The Committee 
would like the management to investigate into 
the reasons for the shortages and fix responsi-
bility therefor. The Committee would like to be 
informed of the results. 

The Committee also find that in regard to 
raw materials, sulphur and rock phosphate, the 
inquiry made by a Committee of Directors re-
vealed shortages of stock of sulphur and rock 
phosphate valued Rs. 113.53 lakhs during 1969-70 
and 1970-71 out of which shortages of value Rs. 
46 lakhs were wiritten off, and that the Govern-
ment handed over the case to the Cf.'ntral Bur-
eau of Investigation for inquiry. The Commitee 
would like to be informed of the findings of the 
inquiry and the action taken by the management 
in pursuance thereof. 
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The Committee note that as a result of re-
view by a departmental Committee in May, 
1970, 8,700 items of stores and . spares valued at 
Rs. BO.75 lakhs out of 30,596 items of stores and 
spares of value of Rs. 336 lakhs were reported 
to have not moved for 5 years or more. 

Out of these slow moving stores, it has been 
reported that stores valued at Rs. 21.34 lakhs 
were declared obsolete by the same Committee. 
Even after the sale oj some stores at a loss of 
Rs. 1.74 lakhs, there are still obsolete stores 
worth Rs. 18.58 lakhs. In regard to stores other 
than machinery stores and general stores ano-
ther departmental committee is reported to be 
going into the question and its report is awaited. 
It is unfortunate that no time limit has been 
fixed for completion of the work by this Com-
mittee. The Committee recommend that the 
Departmental Committee should be required to 
complete its work soon, identify items of surplus 
obsolete stores other than machinery stores and 
general stores so that management can take 
action for disposal of such stores by diverting 
them usefully to other public undertakings. 

From the foregoing, the Oommittee are led 
to conclude that the maintenance of store acco-un. and the inventory control in F AC':r has not 
been quite satisfactory. It is surprising that 
even the elementary requirements of fixation 
of maximum and minimum limit of stores for 
purposes of control has not been taken care of. 
No action has been taken in respect of results of 
physi-cal verification and there had been accumu-
lation of obsolete and surplus stores resulting in 
blocking up of capital. It is only in 1973 that 
the management has thought of the Inventory 
Committee to revamp the whole system. The 
special audit conducted in regard to stores has 
allo revealed a number of irregularities. These 
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have been dealt with in a separate section. The 
Committee recommend that Government/FACT 
should cri ticaUy examine the reasons for this 
state of affairs and take into account the results of 
investigations by special audit and; the sugges-
1lions glJven by them so that the entire store 
system can before long be put in proper order. 

The Committe note that on the request of 
Ministry of Petroleum & Chemicals, a special 
audit (covering the period from 1st April, 1967 
to 31st March, 1972) of high value items o:fi stores 
and raw materials including sulphur and rock 
phosphate was conducted by associating techni-
cal members from the Ministry. The special 
audit has brought to light the following defici-
encies in the stores procedures and accounts:-

(1) No weighment of the raw materials 
carried by the boats to the factory was 
done and the quantity indicated in the 
bills of lading was shown as fully re-
ceived. Payments to suppliers were 
made on the basis of the weights indi-
cated in the bills of lading. Weights 
shown in the bills of lading and the 
weights originally determined on arri-
val were not reconciled. 

(2) Materials Receipt Reports for receipt of 
sulphur and rock phospbate shipments 
were issued after coDBiderable delay 
ranging even upto one year. 

(3) Entries in stores led«erl have not been 
made in chronological order. 

(4) Theoretical consumption ratio. were 
adopted from time to time including in 
some cases extra quantities to cover 
handling and other lones. This quan-
tity was not however charged in the 
accounts. The stock at Udyogmandal 
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had therefore been over stated in 'the 
accounts to this extent. 

,-5) Rock phosphate wa'S reported to have 
been washed down river due to collapse 
of retaining wall. No steps were taken 
to ascertain the quantity lost although 
remarks were made from tjme to time 
that rock phosphate was bf'mg washed 
down the river. 

\ fJ) The methods of survey adopted for mea-
surement of sulphur were not free from 
defects_ ~e measurement books can,.. 
taining the measurements in respect of 
surveys conducted up to 5th January, 
1971 were not traceable and the loss of 
measurement books has not been investi-
gated. On many occasions sulphur and 
rock phosphate were kept in open heaps 
and large quantities of gypsum were 
dumped in variou'S parts of the town-
ship. For several years it was shown 
in the books although it was not physi-
cally available. Eventually a value of 
Rs. 6.12 lakhs was written eft in acco-
unts of March, 1970. 

(7) Discrepancies noticed between survey 
figures and book balances were not re-
conciled. The management went on 
certifying the book figures in spite of 
these being widely different from the 
actuals for purpose of annulil accounts. 
It has been reported that the survey re-
port figures were made to agree with 
the book figures. 

('8) As against shortage of Rs. 1.38 crores 
rupees both in regard to rock phosphate 
and sulphur during the period 1967'- to 
1971':'72, the value of stores written off in 
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the accounts for 1969-70 to 1971-72 was 
Rs. 1.11 crores only although the quan-
tity of shortage had been written off in 
full. 

(9) The quantities charged to accounts as 
consumed are higher than those calcul-
ated on the basis of· reasonable consum-
ption ratios for consumption of sulphur 
and rock phosphate, resulting in a loss 
of Rs. 43.25 lakhs in sulphur and Rs. 
37.83 lakhs in rock phosphate. The diff-
erence might have been due to factors 
like pilferage!loss of raw materials, loss 
in process manufacture, accountal of 
less finished products than actual pro-
duction. 

(10) There was no effective system of inter-
nal check on raw materials and effici-
encies in their usage and on finished 
products. 

(11) There was nO proper system of assessing 
the raw material requirements and fOT 
planning purchases which r'!sulted In 
excessive stocks. 

(12) In regard to stores and tools and plant 
(a) for none of the items maximum 
limits were fixed, (b) Stl)r~s ledgers 
were in arrears, (c) bincards for about 
6,000 spares and stores were continued 

. to be maintained though the stores were 
not physically available. Balances in 
respect o~ 4,000 items were shown with-
out values. 

'~13) In spite ·a system of perpetu91 stock 
verifications, only a small number of the 
total items was covered in ahy one year. 

..; , ... '. The value of shortages in 1972-73 was 
of the order of Ra. 10.89lakhs and excess 
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Rs. 2.23 lakbs .. '.The· ahortages and exces-
es noticed are still ·stated to be under 
investigation and no adjustments have 
been made. ';', 

<14) Non-Moving stores which constituted 28 
per cen t of total value of stores accoun-
ted for more than Rs. 118 lakhs as on 
31.3.1972. There ~as no systematic pro-
cedure in vouge 'tor review of store items 
from time to time' for purpose of locat-
ing surplus and ob~olete stores. 

(15) No reconciliati.on· of bincard balances 
with ledger balahces was done. 

(16) Accounts of· tools and plant were not 
properly reconciled; 

'17) Physical verifica~io~ reports were not 
pursued centrally' with the result that 
shortages haQ., not, been regularised. 
The value of such,~hortages as on 31.3.72 
was Rs. 23.80 lakhs, The Committee 
note that the whole matter was investi-
gated by the Cl:3I and based on their re-
oort departmen'talaction had been init-
iated against some' of the officers of the 
company. In s6. far a's they pertain to 
the Managing"Director and Finance 
Manager, the matter is stated to be un-
der the considerlition of the Central 
Vigilance Commission. 

The Committee are informed that the man-
agement is taking action on the observations I 
suggestions of special audit. The Committee re-
comMend that the management should finalise 
action on all the points ' and. furnish a report of 
compliance. The Committee also recommend that 
the FACT should str,eamline the procedures of 
'purchase and 'store ,accouuting, aJ30pt modern 
methods of inventory ,qontrol and take suitable 

.'." '-- ' ...... - ....... -:..:. 
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measures to ensure that the defects pointed out. 
do not recur. The q>mmittee also emphasise 
the need for scientific assessment and proper ae-
countal of sulphur and rock phosphate which 
are obtained through imports af,~er expending 
huge foreign exchange. Since these materials. 
are received in boats, there should be regular 
pre-shipment and after-shipmelnt surveys to, 
ensure that the quantities loaded are actually 
received. The Committee would like that the 
F Acr should consider the matter and take suit-
able precaution to see that no portion of the rock 
pbOBpbate is washed away due to lack of ade-
quate stora'ge facilities. 

The Committee are distressed to note that the 
'management went on certifying the book balances. 
for purpose of annual accounts in spite of the 
wide differences between the actuals and the 
book figures without investigating into the 
shortages. They would like that this should be 
specially investigated and the responsibility for 
this lapse fixed. 

The Committee desire that the internal audit 
should also as a part of their work conduct a .. 
regular check of the store accounts and the work-
ing of systems and procedures, bring the defects 
and deficiencies to the notice oS top managernent 
for remedial action. The Committee recom-
mend that Government should keep a careful 
watch on the implementation of the suggestions-
given in the special audit reports and ensure that 
such irregularities do not recur. The Commit-
tee also recommend that for purposes of unifor-
mity in the procedure for accounting of sulphur 
and rock phosphate which are the main raw 
materials in the manufacture of fertilizer, Gov-
I!I'nment should consider issuing siutable 
i lstructions in the matter and review from time-
w time the implementation of these instructioDl. The Committee would like that the Central Vi'f,i-
Janee Commission would expedite the m .. tter-• 
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The Committee. would also like FACTIMinistry 
. to communicate the results of investigations 
and the action taken in this and all other matters 
enquired into by CBI. 

37 12.13 The committee regret to note that as against the 
contractual amount ot; Rs. 15.96 lakhs for the 
work of fabrication and erection of tanks and 
vessels undertal!len by FEW on behalf of Mis. 
T. T. Products Ltd., FEW completed the work 
at a cost of Rs. 19.13 lakhs resulting in a loss of 
Rs. 3.17 lakhs. The Committee are informed 
that the loss was due to the delayed completion 
of the work which entailed increase in cost of 
labour material which in tum was due to delay 
in putting up the structures by another sub-
contractor of the T.T.C. The Committee regret 
that in the absence of an escalation or any other 
suitable clause in the contract (to protect the 
interest of FEW against such delay) and to en-
able recovery of such increase in costs from 
the customer, the FEW could not recover the 
exce9S over contract amount from the party. 
Moreover, the sub-contractor because of whom 
the main work got delayed was not under FEW 
byt under the party for whom the work was 
undertaken. 

12.14 Yet another case where the FEW had to in-
cur a loss of about one lakh, was in the contract 
with Mis. T. T. Products for fabrication and 
supply of converter. In this case while the con-
tracted amount was only Rs. 86,381, the actual 
cost was Rs. 188337. 

12.15 The Committee feel that FEW should on the 

1541 LS.-19. 

basis of experience in these works. learn a lesson 
and provide suitable safety clauseo; in the agree-
ments with parties to protect the interests of 
FEW against such losses. 

--_. __ ... _----- -- -----
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contractual amount ot Rs. 15.96 lakhs for the 
:work of fabrication and erection of tanks and 
vessels undertaken by FEW on behalf of Mis. 
T. T. Products Ltd., FEW completed the work 
at a cost of Rs. 19.13 lakhs resulting in a loss of 
Rs. 3.17 lakhs. The Committee are informed 
that the loss was due to the delayed completion 
of the work which entailed increase in cost of 
labour material which in turn was due to delay 
in puttilng up the structures by another sub-
contractor of the T.T.C. The Committee regret 
that in the absence of an escalation or any other 
suitable clause in the contract (to protect the 
interest of FEW against such delay) and to en-
able recovery of such increase in costs from 
the customer, the FEW could not recover the 
excess over contract amount from the party. 
Moreover, the su~ontractor because of whom 
the main work got delayed was not under FEW 
bwt under the party for whom the work was 
undertaken. 

12.14 Yet another case where the FEW had to in-
cur a loss of about one lakh, was in the contract 
with Mis. T. T. Products for fabrication and' 
supply of converter. In this case while the con-
tracted amount was only Rs. 86,381, the actual 
cost was Rs. 188337. 

12.15 The Committee feel that FEW should on the 
basis of experience in these works, learn a lessoD.. 
and provide suitable safety c1aun~ ~~:~ 
ments with parties to p~:"t~ fWre"tIOQ)~~ 
FEW against such losse;:;U,bTs,ry ,t \,nbl,ica.t•1 

______ ,'__ . ___ ~t,ra\ G~~ ~/ 
, ... I'o. Bo)~·<-:·l::l 
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