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INTRODUG.TION 

I, the Chairman, Committee on Public Undertakings having been 
authorised by the Committee to submit the Report on their behalf, 
present this Eighty-First Report on Action Taken QY Government 
on the recommendations contained in the Sixty-Seventh Report of 
the Committee on Public Undertakings (Fifth Lok Sabha) on Fer-
tilizers and Chemicals, Travancore Ltd· 

2. The Sixty-Seventh Report of the Committee on Publi·c Under-
takings was presented to Lok Sabha on the 30th April, 1975. The 
replies of Government to all the recommendations contained in the 
Report were received in batches and the last batch was received on 
17th January, 1976. Further information in respect of two recom-
mendations was called for from the Ministry of Petroleum and 
Chemicals on 22-10-75 and was received on 29-10-75. The replies 
I)f Government together with the draft Report were considered by 
the Committee at their sitting held ,on the 27th December, 1975 and 
the Chairman was authorised to finalise the Report and present it to 
Parliament. 

3. The Report has been di"vided into the following three 
Chapters: 

(i) Re)ort. 

(ii) Ret.:lmmendations that have been accepted by Govern-
ment. 

(iii) Recommendations which the Committee do not desire to 
pursue in view of Government's replies. 

4. An analysis of the Action Taken by Government on the re-
.commendations contained in the Report o~ the Committee is given 
in Appendix VII. It would be observed therefrom that out of the 
total number of recommendations made in the Report, 67.5 per cent 
have been accepted by the Government. The Committee do not 
desire to pursue 32.5 per cent of the recommendations in view of 
the Government's replies. 

NEW DELHI; 
MaTch 10, 1976. 
Phalguna 20, 1897 (S). 

NAW AL KISHORE SHARMA, 
Chairman, 

Committee on Public Undertakings. 

(vii) 



CHAPTER I 

REPORT 

This Report of the Committee deals with the action taken by' 
Government on the recommendations contained in the Sixty-
Seventh Report (Fifth Lok Sabha) on Fertilizers and Chemicals, 
Travancc:>re Ltd., which was presented to the Lok Sabha on the· 
30th April, 1975. 

1.2. Action Taken Notes have been received from Government in 
respect of all the 37 recommendations contained in the said Report. 

1.3. The Action Taken Notes on the recommenaations of the 
Committee have been categorised as follows:-

(i) Recommendations/Observations that have been accepted' 
by Government:-

Serial Nos. 2, 3 and 12, 4, 5, 6, 7, 13, 14, 15, 16, 18, 19,. 
20, 21, 22, 23, 26, 27, 28, 30, 32, 33, 34 and 37. 

(ii) Recommendati:ons/Observations which the Committee do. 
not desire to pursUe in view of the Government's replies: 

Serial Nos. 1, 8, 9, 10, 11, 17, 24, 25, 29, 31, 35 and 36. 

1.4. The Committee will not deal with the action taken by Gov-
ernment on some of their recommendations. 

A. Cryolite Plant and Dry Ice Plant 

Recommendations (Serial Nos. 18 and 19) 

1.5. The Committee noted that in order to perfect a ptbcess deve-· 
loped by the R&D Division for recovering flonrine from /phosphate-
fertilizers in the form of synthetic cryolite, which was a very valu-
able chemical required for ~luminium industry, the FACT after 
taking the approval of Government in prinCiple, set up a plant at 
a cost of Rs. 32 lakhs for producing 1650 tonnes of cryolite per 
annum. 

1.6. It was reported that cryolite was being im;?orted and this 
would be a substitute for the imported cryolite. The Chairman-
cum-Managing Director informed the Committee during evidence 
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that the development of this process was discussed with the Gov-
ernment of India and their 'general' approval obtained. It had been 
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 9?ecification avail-
able f<or the product and whatever FACT was hoping to produce 
would be acceptable to the Industry. The Committee were sur-
prised that such a 'general' approval was given by Government 
without any survey of the demand for the product or an examina-
tion of the economics of the projecl. 

1.7. The Committee were 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 im-
provements to reduce the silica content and had given the improved 
Pfoduct to an aluminium firm for trial the results of which were 
awaited. The Committee were 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 admitted during evidence that "what still remains to be 
done is that the quality of· the product should be improved in con-
sultation with aluminium manufacturers." He also admitted that 
"instead of a bigger plant it should have been a smaller (llant." The 
Committee did not appreciate the undue haste with which the FACT 
went about setting up the plant on such a big scale and started 
production of cryolite without making a demand survey of the pro-
duct and without finalising the specification of the product to suit 
the needs of aluminium industry. 

1.8. The Committee recommended that Government should in-
vestigate into the matter and fix responsibility for this unnecessary 
caQital investment and recurring expenditure thereon to which the 
FACT had been put. The Committee recoinmended 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 for aluminium industry before 
going in for large scale prodUction. 

1.9. The Committee also recommended that research institutes 
like National Metallurgical Laboratory of the CSIR might also be 
consulted in order to perfect the process for product improvement. 
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1.10. In their reply Government stated that Government would 
investigate into the circumstances in which an investment was made 
on the cryolite plant. The Committee's other recommendations re-
garding consultation with public sector units to settlG the specifica-
tions of, this product and requirements of the aluminium industry 
and Research Institutes in order to perfect the process for product 
improvement have also been noted for action. 

1.11. On an enquiry of the Committee as to what concrete steps 
had been taken to settle the specifications of cry:olite to suit the re-
quirements of the aluminimum industry, the Government informed 
that tite Company's R&D Division had undertaken a study for im-
proving the quality of product. A new technique was developed 
and samples of the product, obtained after carrying out modifications 
to the plant, were sent to Bharat Aluminium Company and oth,Qr 
letlding manufacturers for analysis and comments. The response of 
the map.ufacturers had been favourable and one of them had also 
asked for a larger quantity of the product for extensive trials. 

1.12. In regard to Dry Ice Plant the Committee noted that in its 
nnxiety to utilise the surplus carbon-dioxide recoverable from the 
oil gasification plant at the end of III stage eXQansion, the FACT 
set up a dry ice plant in May, 1969 at a cost of Rs. 8.15 lakhs, to 
produce six 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. It was envisaged that the 
dry ice would be used by the local fishing industry. The Committee 
were informed that due to the excise duty leviable on dry ice being 
high and due to the fact that the use of dry ice in fishing industry 
called for a new method involving additional expenditure, whereby 
the dry ice would not come into' direct contact with fish, the Qrice 
of, the dry ice did not prove to be economical to the fishing industry .. 
The result of all this had been that the plant could not go into com-
mercial production till now. The Committee were ruxvrised to find 
that "the Management is not able to locate a copy of the report" 
submitted by an officer of the Corporation on ihe basis of which 
this project was taken up. It had been admitted by the Chairman-
cu.m-Managing Director of the Undertaking that the entire expendi-
ture on the project ''is a waste". The Secretary of the Ministry had 
also admitted that the project had gone wrong because of one vital 
omission viz., aosence of a thorough market stUdy. The Committee 
desired the entire matter to be thoroughly investigated with a 
view to fixing specific responsibility for {he lapses and taking deter-
rent action. The Committee desired to be informed of the precise 
action taken in pursuance of it. 



1.13. The Committee were informed that the FACT was now ex-
ploring the possibilities of Marketing the dry ice in Bombay, which 
again was running into difficulties due to the transport problems. 
The Committee wanted Government/FACT to come to an early 
conclusion, as to whether this Qlant could at all be operated econo-
mically and if found otherwise, take an early decision to dispose of 
the plant in the best interest of the Undertaking. The Committee 
wanted to be informed of the action taken in pursuance of this 
recommendation within three months. 

1.1" In their reply Government stated that Government had 
decided to constitute a group to enquire into the matter relating 
in recommendations 4, 18 and 22. The composition of this com-
mittee. This group would also investigate into the matters covered 
in recommendations 4, 18 and 22. The Composition of this com-
mittee would be communicated to the Committee on Public Under-
takings early. 

1.15. As regards second para of the recommendation, FACT 
management had stated that efforts made to market and distribute 
dry ice in Bombay had not been successful. This was because the 
consumers at Bombay require delivery at very short notice, nor-
mally within a few hours. Even if the dry ice was trans;>orted by 
air, the flight timings and the transit time may not always admit 
of this consumer requirement being met in time. In addition, the 
material had otten to be stored overnight because of the timing. 
.f· the flights. The losses in transport could arso be very heavy. 

1.16. In view of these problems in marketing dry ice the FACT 
management was of the view that the plant/equ.'pments should be 
put to alternative use or disposed of to best advantage. Necessary 
action was being taken by FACT in this regard· 

1.17. On an enquiry from the Committee as to what was the 
final decision of the Mana&.ement in regard to disposal of the Dry 
Ice Plants, the Government replied that the company was exploring 
the possibility of using plant and eqUipment forming n.art of the dry 
ice plant in its other facilities. As soon as the exercise undertaken 
in this regard was completed, the company would'take action for 
diSpoSal of equipment which could not be put to other profitable 
use in the company itself. In a further reply Government stated 
that Government had further examined the matter and it was pro-
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:posed to have the matters covered by recommendations at S. No.4, 
18, 19 and 22 investigated internally in the Ministry. Thereafter, 
such f.urther action as is necessary would be taken. 

1.18. Although the Government have ac~ted the recommen-
-dations in principle, the Committee find that the action has not sO 

.far been initiated to implement the recommendations. The Com-
mittee recommend that Government should take action to investi-
gat4i the matter without any further delay and. report the result of 
the investigation to Parliament. 

B. Ambalamedu House 

Recommendation (Serial No. 22) 

1.19. The Committee noted that the FACT constructed one hosb~l 
-and another building (Ambalamedu House) for accommodating 
foreign technicians 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 lakhs respectively. The Committee noted that the maxi-
mum number of foreign engineers accommodated in the Ambala-
medu House was only 20 and the occupancy ratio was decreasing 
from 35 per cent in 1971 to as low as 5 per cent in 1974 (upto August, 
1974) . The Committee were informed that according to t.he con-
tractual obligation FACT had to provide for senior engineers first 
·class hotel accammodation of international standards or equivalent 
and if the stay extended beyond six months of the original eXp'ect-
ed period, they had to be provide family accommodation. The 
FACT had to incur an eJq)enditure Rs. 30,763 on hire charges of 
buildings taken on rent for the period October, 1968 t.o November, 
1972. In the opinion of the Committee accommodation provided in 
the Ambalamedu House was excessive in view of the low level at 
·occupancy, the FACT could have restricted the scale and type of 
1I.Ccommodation to the actual number of foreign technicians and 
.engineers expected to come under the agreement. The Committee 
recommended that Government should investigate the reasons for 
creating such large accommodation in exceSs of the requirements at 
.a cost of over Rs. 15 lakhs and fix responsibility for the lapses. The 
<Committee wanted to be informed of the action tateIL 

1.20. The Committee were Informed that the J'AC'r were ex-
ploring the possibility of accommodating the foreign technicians 
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under Cochin Phase II and also for utilising it as a hotel to meet 
the tourist requirements. The FACT was also stated to be enter-
ing into some arrangement with the Department of Tourism. The 
Kerala State Tourism Development Corporation was also stated to 
have evinced some interest. Since it was reported that no engi-
neer connected with Cochin Phase II was staying in Ambalamedu 
House, the Committee recommended that FACT should intenSify 
its efforts with the Department of TourismlKerala State Tourism 
Development Corporation and take suitable measures so that the 
Ambalamedu House could be put to more profitable use. 

1.21. In their reply Government stated that as recommended 
by the Committee the Government would investigate into the 
construction of the Ambalamedu House. The company was active-
ly exploring the possibility of putting the Ambalamedu House to 
profitable use. 

I.Z2. The Committee would reiterate tbeir earlier recommenda-
tion and urge tbat tbe investigation in tbis regard should be com-
pleted without furtber delay and Parliament informed oj the re-
suNs. The Committee also recommend that F ACT/Ministry should 
inteDsify their efforts with the Department of Tourism/Kerala State 
Tourism Development Corporation and take suitable measures SO 

that thEl Ambalamedu House could be put to profitable use. 

C. FACT Engineering and Design Organisation (FEDO) 

Reeommendation (Serial No. 25) 

1.23. The Committee noted that the FACT Engineering 
Design Organisation (FEDO) was formed in 1964 as per decision 
of the Government of India taken in September 1963 to construct 
at least three complete fertiliser 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 fertiliser' projects 
'(Cochin. Madras, Mangalore and Tuticorin), for which the project 
reports were prepared by FEDO, only the construction and manage.. 
'ment ,of the Cochin Project was entrusted by the Government to 
the Underta1dng in July, '1965, though it had undertaken planning, 
designing and construction of various other works since then by 
ttrs own effOrts. The Committee '!feted that the' income <ofRDO 
from eagineering services had gone down from Rs. 103,64 lakhs in 
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197'()"71 to Rs. 67.67 lakhs in 1003-74, and the profits of the organi 
sation had also gradually 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 of late FEDO ''was coming to a low level of utilisa-
tion. We have got a few orders recently. We expect ~ get some 
fresh orders also. Pr,obably we can get going in the next year. 
For the future it will depend on whether we could get more orders". 

1.24. The Committee were informed that five projects estimat-
ed cost about Rs. 60 crores were being d~e by the FEDO. In 
addition, some jobs including diversification programmes were also 
being undertaken by the FEDO. The FEDO was also considering 
the feasibility of taking up design and engineering work for chemi· 
cal industries other than fertiliser industry. It had been stated 
that FACT was considering the question of effecting economics in 
FEDO, taking all the factors into account. The Committee found 
that in addition to FEDO, the planning and development division 
of the Fertiliser Corporation of India, and the Engineers of Indi:l 
Limited were also engaged in design and engineering work for 
chemical and fertiliser industries. The Committee noted, that 
when the FEDO was originally conceived, 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, phosphoric acid and phosphate where as 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. Altho,ugh fertiliser capacity in the country was being 
developed to bridge the gap between demand and supply to cover 
the increased requirements and a number of plants were being 
set up based on different feed stock, according to Government 
there would be limitations in the different design and engineering 
prganisations developing well defined areas of specialisations with 
diBerent feed stocks. However, it had been agreed by the Minis-
try that all efforts were required to ensure that facilities available 
~ith the different design and engineering orga."'lisations were uti-
lised te best advantage and at the same time get the benefit of al-
Janative technologies. The C{)mmittee, therefore, recommended 
.that Government!FACT should examine the economics of continuo 
iJl&. this-or8llJli&ation with reference to the utility of the organisa • 
. Uon aDd. the volume of work to be handled by it and· take a dee!-
~ lOOn. 
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1.25. The Committee found that there were number of consult-
-aRcy design and engineering organisations 4n the field The Com-
mittee felt that there was need for Government to examine in 
·depth and decide the scope and area of consultancy of the different 
desfgn and engineering organisations. The Committee recommend-
'ed that a high powered Expert ~ittee should be set up to re-
view the role scope and area for consultancy, design and engineer-
lng in the fertiliser industry in public sector SO that the existing 
'expertise and the resources were utilised to the best advantage of 
the country. The Committee wanted to be informed of the report 
and the action taken thereon within six mQnt.hs. 

1.2& In their reply Government stated that they were constitut-
lng a High Powered Expert Committee to review the role, scope 
and area for consultancy design and engineering in the fertiliser 
industry in the public sector so that the expertise available with 
the different design and engineering organisations in the public 
sector was utilised to the '~untry's best advantage. In the light of 
the Expert Committee's recommendations the role, set-up and 
other aspects relating to FEDO will be examined. 

1.27. The Committee would like the Government to apprise 
Parliament of the recommendations of the High Powered Expert 
'Committee constituted to review the role srope and area for con-
sultancy design and engineering organisations in the fertilizer in-
lIustry together with the action taken on the recommendations of 
the High Powered Committee. 

D. Sale of Oxygen 

Recommendation (Serial No. Z9) 

1.28. The Committee noted that the agreement entered into by 
FACT with Mis. So.uthem Gas Limited for sale of oxygen provided 
that irrespective of the actual off-take the party would be billed for 
a minimum quantity of 56,630 CM per month. The actual off-take .. 
a mi'nimum quantity of 56,630 CM per month. The actual oq-take 
by the party from the commencement of supply to 31~t March, 19'1O 
was substantially lower than the minimum quantity and the Value of 
1he short-faU was Rs. 5.6 \akhs. Even after 31st March, 1970, every 
year there had been shortfalls and from i970-71 to 1973-74 the 
quantity of short-!al1 was 14.78 lakh c.m. valued at Its. 5.4 lakhs. 
WMn& FACT billed for the amount, according to the agreement, 
the party had not so far paid the amount on the ground of (_) poor 
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...,.uty, of the pl'oduct. (b) force majeure conditions. (c) Wlun of 

.. PACT to aupply minimum quantity. The Southern GM 1 •• tIIt 
contended that lince FACT failed to supply oXJgeB and tberefer., 
tol" such periods of failure DO minimum guarantee wu PlY-
able. n was also admitted by FACT that though the 
quality of gas suffered before November, 1"7 FACT.at 
able to maintain the purity thereafter. There were limi'tations 
ill the supply prior to June, 1973 as FACT was ~u~ the oxygen 
tor its own plants. The Committee were informed that the ques-
tioI1 was being examined in corurultation with the FACT's attomeys 
lind it was expected that a settlement would be reached by making 
dt1~ allowances for the period during which either party was not 
able to fulfil its obligatiWlS. If mutual agreement was not reached, 
it was stated that the matter would be settled by arbitration. The 
Committee wanted to be informed about the settlement. The 
Committee, did not find any justification for FACT entering into 
long term contract for 30 years at a stretch without even an· esca-
lation clause and with terms and oonditions which FACT could not 
enforce especially when other parties were able to offer better 
prices. The Committee were not sure whether financial implica-
tions 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 cost of production. The Cwnmittee recommended that this 
matter should be thoroughly examined from all aspects and the 
Committee informed. of the results. 

1.29. In their reply Government stated that the company was 
negotiating a settlement with Mis. Southern Gas. The compnay 
was being advised to settle the matter at the earliest by mutual 
negotiatio.ns or arbitration. The company was also being asked to 
critically re-examine the financial and other aspects of a long-
term contract with Mis. Southern Gas. 

1.30. The Committee w01l1d like this issue te be settled witb 
Mis. Schtthern Gas early. They would abo like to reiterate that 
tIte financial implieatiens of sueh a long term eommitment should 
be thoroughly eftlllinetl and Parliament informed of the results. 

E. Costing System and Analysis of Cost 

Recommendation (Serial No. 3%) 

1.31. The Committee noted that FACT was follo.wing the system 
of standard costs whi'Ch were fixed itt 1966 oil the basis of designed 
~L.S.-2. 
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GapacltttMi of ,the plants· and tile ratios of the conSUDlption. of ra~ 
matertauJ :aii :alsO stream· efficiency o~ 330 days in a .year. 'The'''Cotn;., 
mittee noted that.the Standard costs were tevised only in . Marcb~ 
19'11 after taking into account the attainable stream efficiency of 31'1 
days although the attainable stream efficiency was indicated by· 'tile 
Sharma Committee as early as April, 1968. The result was·the 
standard cost during the intervening period between 1968 to 1971 did 
oat Ilel'VC as the correct basis for judging the efficiency of operatioM 

1.32. It was clarified that the revision of standard costs was made 
110t only with reference to stream efficiency indicated by the Sharma 
Committee but also after standardi&ing the norms of consumption 
ratios. 

. 1.33. The Committee noted that the actual cost of propuction of 
dtfterent products except superphosphate and Sulphuric Acid was 
biiher than tlJe revised standards costs and the actual costs r~~ged 
from 121 per cent to 167 per cent of the revised standard costs during 
1971-72 to 1973-74. r. 

1.34. An analysis of the variations in costs during the period 19'71-
"12 to 1973-74 indicated that there had been huge variations between 
the actual fixed and variable cost over the revised stand~d costs 
while the increese in the variable costs were attributed to increase 
in price of raw materials, packing materials and increase in 'Price of 
Intermediate products, the increase in the fixed cost were mainly due 
to lower volume of production. The Committee found that though 
the increase in variable cost had been mostly attributed to increase 
in the cost of raw materials, there had been variances due to usage 
also thus indicating excessive consumption. 

I.SS. The Committee were informed that every month a variance 
report was prepared on the basis of information received from pro-
duction Departments and circulated to Plants for action. The Com-
mittee recommended that the management should introduce a 
sys~ of analysis of the variance reports with a view to identify-
ing the causes for such· variances and taking suitable remedial mea-
sures in time. .. 

1.36. The Committee found that inspite of the recommendation in 
paragraph 3.33 of their 44th Report (4th Lok Sabha) that it would 
"useful for a Public Undertaking to have comparative figures from 
()thet undertakings in the same industry on various aspects of their 
working. so far no system had been introduced to have a regular 
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exchange of iillormation~ The Committee ~ecommended th8~ ~ 
Bureau of Public Enterprises. should dev~se ways and means. of in;.. 
troducing such a system for the benefit of the . Public Undertakings .. 

1.37. In their reply Government accepted the recommendation, 
The FACT was taking action to analyse the variances, along with 
the remedi'al measures needed. 

1.38. As regards para 10.40, BPE had already tak~ up a project 
on inter firm comparison between fertilizer industries in the pubIie 
sector. ~s project also included certain units in the private sector 

1.3'. The Committee would reiterate their earlier recommeada-
don that the Bureau of Public Enterprises should devise ways u. 
meaDS of illtroclueing a system of regular exc",n,e of informatloa 
amonpt the Public Undertakings for their benefit. 

F. InventOTy ContToZ 

Recommendation (Serial No. 35) 

1.40. The Committee noted that the inventory of s1:Qres had shOWDI 
a decrease from Rs. 15.29 crores as at the end of 1970-71 to Rs. S.85-
crores on 31st March, 1974. The value of spares included in the-
inventory however showed an increasing trend from Rs. 108 lakbs. 
representing 42.8 months consum,ption as On 31-3-71 to Rs. 185 Jakhs. 
on 31-3-74 representing 71 months consumption. Even with reference 
to cost of machinery, the percentage of spares has indicated an in-
crease from 6.2 per cent to 7.9 per cent. The Committee were in-
formed that the records were not maintained to indicate the spare~ 
received with plant and machinery as distinct from those purchase 
later. Although the management had not consiaered it necessary to. 
do so, the Committee felt that in the interest of regulating purchase-
of spares such a segregation was essential. The Committee hOfPed 
that action would be taken to segregate the spares acrordingly. 

1.41. The Committee noted that out of 31,149 items on stock OD 
31-3-70 minimum li'mits had been fixed onJ,y in :respect of 2,500 
items. The Committee were informed that an Inv~ntory Control 
Committee was formed to :fix the maximum apd minimum levels for 
aU store items. This Committee had finalised the work relating to 
identification of obsolete and surplus stores and the otfier work was 
to be taken up. 
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La. The CollUllittee ~tood tbat a Review Committee ap-

_nted by the Chatrman-cum-Manaemg Director tdeDtifted ftIue of 
ef,iOlete' ana *""Pl~ .tore. on 30th september. 1m U' 20~81 takbi. 

l..a. The value of such surplua and obsolete items had been re-.ed to as. 120M lakha. The Committee were informed that the 
Inventory Control Committee were reviewing 'A' Value items to fix 
the maximum. and minimum. limits and also' to .locate the surplus. 
The Committee recommended that the Inventory· Control Committee 
lIlould finalise ita work soon and management should fix the maxi-
-.m and minimum limits for all the storN wlthoutdelay. The 
management should take! action to circula.te the list of surplus stores 
ttl all the publie undertakings including fertilizer producing units 
with a view to ~sing the surplJ.us ilema. 

1.44. The Committee also noted that the pertentgge of items 
physically verifietl to the total number Of items in store was 20.93 per 
cent on 31-3-7l, 32 per cent on 31-3-72 and 29.82 per cent 'on 31-3-73; 
The Committee regret to note that the value of items verified in any 
year is not available. The' Committee were surprised that the dis-
crepancies noticed as a result of verification had also been not ad-
justed in accounts from 1968-69 to 1972-73. The Committee however 
hoted that in respect of ~,229 items verified during 1972-73 a.nd 17268 
items verified during 1973-74 there had been shortage to the extent 
-of 1,047 items of value Rs. 9.76 lakhs in 1972-73 and 154 items valuing 
Rs. 3.77 lakhs in 1973-74 respectively. The Committee are informed 
that the Management was assessing the reason for the shortages. 
T.he Committee desired the manage~ent to investigate into the 
reasons for the shortages and fix responsibility therefor, and that 
they should betnformed of the results. 

J.45. The Committee also found that in regard to raw materials, 
wulphur and rock phosphate, the inquiry made by a Committee of 
Directors revealed 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 written off, and that the Gov-
ernment handed over the case to the Central Bureau of Investiga-
tion for inquiry. The Committee desired to know the findin8S of 
the inquiry and the action taken by the management in pursuance 
t~t. 

1.46. The Committee noted that as a result of review by a depart-
tIlebtal Committee in May, 1970, 8,700 items of stores and spares 
valued at Rs. 80.75 lakhs out of 30,596 items of stores and spares of 
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valJ4e of ~. ~ ~s ?er.e ~rte9 to hlve Dot moved f~r D years 
or ~l'f. . 

1.47. ~ of tbeee "ow]poving stores, il had been reporteltl ~ 
store:s va1~d a~ RI. 21.34 l!lkhs were declar~d obsolete by the ~ 
Committee. Even Jftef the ~le of some stores at a .oss of !ta. I.'" 
lakhs, there were still obsolete stores worth Rs. 18.58 laths. In re-
gard to, stores other than machinery stores and eeneral stores another 
departmental committee was reported to be gOillg into th~ question 
and its report was awaited It is unfortunate that no time limi't had 
been fixed for completion of the work by this Committee. 11le Com-
mitte~ QD Public Undertaking recommended that the Departmen~ 
Committee should be required to complete its work soon, identify 
items of surplus obsolete stores other than machinery stores aDd 
general stores so that management can take action for disposal of 
such stores by diverting them usefully to other public undertakings. 

1.48. The Committee were of the opin~on that the maintenance of 
store accounts and the inventory control in FACT had not been quite 
satisfactory. It was surprising that even the elementary require-
ments of fixation of maximum and minimum li:mit of stores for pur-
poses of control had not been takep care of. No action had been 
taken in respect of results of physical verification and there had been 
accumulation of obsolete and surplus stores resulting in blocking up 
of capital. It is only in 1973 that the management had thought of 
the Inventory Committeel to revamp the whole systAun. The special 
audit conducted in regard to stores had also revealed a number of 
irregularities. The Committee recommended that Government! 
FACT should critically examine the reasons for this state of affairs 
and take i'nto account the results of investigations by special audit 
and the suggestions given by them so that the entire store system 
could before long be put in proper order. 

1.49. In their reply Government stated that the company had 
already taken action to segregate the spares and it is understood that, 
except for a few items, spares have been segregated in Udyogaman-
dal and Cochin. 

1.50. Action was also on hand for fixation of norms for arriving 
at the maximum/minimum levels for spares taking iI)to account the 
consumption statistics and the lead time. This was likely to be com-
pleted by end June 1976. In regard to surplus stores, detailed lists 
were, as recommended by the Committee, being circulated by the 
company among other fertilizer producing units in the Public Sector. 
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~ J~~l. ~. mana.ement appointed a , . c~n:~~it.~ . ~., ~x~m~ne the 

-reasons for the shortages in stores and fut reisponslbOity "therefor. 
'Tbe committee's finding was that the shortages and surpluseS ware 
th,ecumplative effect of transactions spre~ng over a period from 
1965-66 onwards and that these were within reasonable limits. On 
tbli! rec~nimendation of this committee the shorU\ges have been writ-

> • " 

te~ off by the Company's Board as losses. The Committee was also 
of ~e view that it was not feasible to identify the U!asons for the 
ahortages/surpluses. The Committee was separately taking action 
tp' ,fix maximum and minimum levels for inventory items. 

1.52. In regard to the shortages in the stock of sulphur and rock-
phosphate brought out by th~ Special Audit carried out in 1972, de-
partmental actiop was initiated against the following siX officers of 
the Company:-

1. Shri A. H. Kurien 
2. Shri M. P. Narayana Pillai 
3. Shri P. E. Thomas 
4. Shri J. Ramachandran Nair 
5. Shri P. N. Menon 
6. Shri V. Sankaranarayanan 

Of the above officers, Shri Kurien and Shri Narayana Pillai had 
since resigned from the services of the company. According to 
terms and conditions o£ their appointment, these officers could leave 
the services of the cOIIll?any three months after tendering their resi-
gnations. The resignations of these officers were accepted after 
~nsulting CVC. Action in respect of t~ other four officers had 
since been completed, and with the approval of Central Vtgilance 
Commission, ~o of them viz. Shri P. E. Thomas and Shri J. Rama-
chandran Nair have been exonerated.· 

1.53. In re~rd to the then Managing Director and the then 
"Finance Manager, who have since reverted to their par~t cadres, 
the advice of the CVC, based on the recommendations of the CBI, 
had. been conyeyeid to the respective cadre authorities for initiating 
appropriate departmental action. 

1.54. The Company had now streamlined procedures for inven-
tory control and was taking action to put the entire store system in 

-At the time oCactual varification the Minittry of Chcmicals and Penilizcrs 
Intimated that the nature of penalty in relpect to the other twO ofIicen, il heir. 

decided. 



IJRper1 ,Qfde~ A system of physical verification of iIl:ventory ~ be 
completed within a cycle of two years, had been introduced., Th, 
occurrence of obsolescence and surplus being a continuous pheno:' 
menon, an Officer on Special Duty had been placed. in position to 
iIIeiltifysuch obsolete and surplus items on a continuous basi's and 
talte steps for their speedy disposal. 
~ . , 

. l.ii. The Committee regret to observe that thoUlh the manage-
1Iledtappointe4 a Committee to examine the reasons for shortqes in 
stores and fix responsibility therefor, that Committee was of. the 
view that it was not feasible to identify the reasons for shortages/ 
surpluses. According to that Committee the shortage and surpluses 
were. the ftlDlulative effect of transaction from 1965-66. The Com-
mittee are constrained to observe that lack of proper inveQtory con-
trol right from 1965-6& has led to this situation. 

1.56. The Committee recommend that the Managelllellt should 
~pedite the fixation of maximuaa and minimum levels for inventory 
items in the interest of efficient store manag~t. 

1.57. The Committee are surprised to fmd that when cases were 
under investigation departmentally, two officials connected. with 
the enquiry were allowed to resign and leave the undertaking. 'The 
Committee on Public Undertakings have already commented on 
this practice in para 8.74 of their Fiftieth Report (5th Lok Sabha) 
on Fertilizer Corporation of India Ltd. (Marketing and Distribu-
tion). They would like that ou~ .... ___ t chnnld inv",cti.,,.t ..... t,. 
hew officials concerned in this case, against whom departmental 
actiOn had been initiated for shortage,s in the stock of sulphur and 
-rock phosphate, were allowed to resign without being conclusively 
called to account. The Committee woutd like Government to plug 
1oopholes in rules and procelliures which allowed them leave the 
undertaking in the midst of departmental action aad thus escape 
accountability. 

G· Special Audit Report 

Recommendation (Serial No. aG) 

1.58. The Committee noted 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 of stores and 
Taw materials incl.uding sulphur and rock phosphate was conducted 
by associating technical members from the Ministry. The special 
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awtt ~ to light ~ Dumber of deftcieneies in the· ..... ~ 
eedure am! aCCOUlltll • 

. 1 ••• ~ CCDJDi~ were informed that the IMnagemeJlt .. 
taidDtI _tion OD the obierution/suggestioDl 01 spedal audit. ' .. 
Committee recommended that the managdllent should .., ... 
action OlD aU the points and furnish a report of compliance. The 
CcaJmaittee alIo recoDUll4!ncI that the FACT should streamliDe the 
......... of p1U'Ohase and store accountinli. adopt modem .-tboda 
.... ventol'1 ecmtrol a.nd take suitable measure 10 eDSUre that . .-
dIfaets pointed out do net recur. 'lbeCommittee emphaliBed ta 
.M for scientific 88lellDllent and proper accountal of sulphur aDd 
roek pbOlphate wlUch were obtaiDec:l through imports after expend-
tag huge foreign exchange. Since theae materials were recehl!d iID. 
boats, there should be regulu pre-slHpment aad a1ter..mpmmt 
surveys to ensure that the quantities loaded were actually received. 
The Committee wanted that the FACT should consider the matter 
and take suitable precaution to see that no portion of the rock 
phosphate was washed away due to lack of adequate storage-
facilities. 

1.60. The Committee were distressed to Xlote 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 investigaUng into the shortages. They wanted that 
this should be specially investigated and th~ rp~q\(m!';ihi1ity for this 
1"'1-'1* dAt\l. 

1.61. The Committee desired 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 notice of top management for Nmedial action. 
The Committee recommended that Government should keep a care-
ful watch on the implementation of the suggestions given in the 
special audit reports and ensure' that such irregulerities did not 
recur. The Committee also recommended that for purposes of uni-
formity in the procedure for accounting of sulphnr and rock 
phosphate which were the main raw materials in the manufacture of 
fertilizeT, Government should consider issuing suitable instructions 
In the matter and review from time to time the implementati'on of 
these instructions. The Committee wanted that the Central Vigi-
lanCe Commission to expedite the matter and FACT/Ministry should 
Communicate the results of investigations and the action taken in 
this and all other matters enquired into by CBI. 
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1.62. In their re,Ply Government said that u intimated to the 
Committee, the. company wu. taking action on the obaervations aDd 
recommendations of the speciel Audit. The COlQpany had been 
asked to draw up a time bound programme for the implementation 
of Ute various recommendations of the spedal audlt .and place a 
status report every month before the Board of Directors and a)so 
before Government so as to enable the Board/Govt. to monitor the-
action being taken. 

1.63. Action was also on hand to strengthen the Internal Audit 
so as to enable the unit to make a satisfactory check of stores account-
ing C and the working of other systems and procedures. 

1.64. In regard to the r~ponsibility for shortages, as the 
Committee was aware, the matter was investigated into by the-
CBI. On the basis of the report of the CBI and subsequent recom-
mendations thereon by the Central Vigilance Commissi'oner, depart-
mental action was initiated against the offices of the company found, 
prima facie to be responsible. As regards the then Mananging 
Director and the then Finance Manager of the Com9any, who have 
since reverted to their parent cadres, the recommendations of th. 
evc have been conveyed to the res?ective cadre authorities for 
initiating appropriate departmental action. 

1.65. In regard to the Committee's recommendation that uniform 
procedures for accounting sulphur and rock phosphate should be 
prcacribed by Govt., a committee was being constituteld to look into. 
all relevant aspects and make suitable recommendations. 

1.66. The Committee would like that the Conunittee appointed by 
the GoverDlllent to look into the question of procedure for account-
ing sulphur and rock phosphate should complete its work soon and 
GoverlUll4Ult should apprise PariiamelJlt of the recommendations of 
this CellUllittee and the action taken by Governmeqt on their re-
commendations. The Committee recommend that a report on the 
action taken on the observations/recommendaUons of the special 
Audit lIlay also be made to Parliament. 

1.67. The COJDIIlittee would also like that Parliament may be in-
formed. of the nature of departmental action taken against the olicers 
of the; company and the tben Managing Director and the Finan~e 
lfaDager in the iight of the reports of the CBI and the Central Vigi-
lance Commission. 
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CIIAP'l'Ea D 

. RECOMMENDATIONS WHICH HAVE BEEN ACCEPrED BY 
.\ GOVERNMENT 

i' . 

Reeommend.tion Serial No. Z (Paragrapb 3.Z1) 

The Committee regret to note that in spite of the assurancd given 
by the Kerala State Electricity Board that adequate power would 
be made available in time the trial runs for testini the capacities 
of the plants set up during the third stage expansion and the con-
s~ption 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 Undertaking could not claim the 
cost of replacement of defective parts from the suppliers but had to 
in<:..,ur 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 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 re-
iterate their earlier recommendation in Forty-Fourth Report (1968-
69-4th Lok Sabha) that "no project or expansion of a project should 
be ~dertaken in future unless power supply is assured with a gua-
rantee where it is to be supplied by another authority to the project.to 

Reply of Government 

The Committee's recommendations are noted. BPE have already 
issued necessary instructions to the various Ministries in this regard, 
a copy of which is enclosed. [See Appendix I] 

[Ministry of Petroleum & Chemicals C.M. No. M-37012 (2) /75-
. Fens. TIl dated 15-11-75.] 

Recommend.tiOll Serial No.3 (Paragraphs 3.zt to 3.31) 

The Committee note that the construction of the factory at 
Udyogamandal was started in August, 1944 ~d the plant having an 
annual capacity of about 44,500 tonnes of Ammonium sulphate went 
into production in August, 1948. The F Acr undertook the expan-
stan of existing capacity and creation of faciWies of new production 
in two stages with the result that by December, 1962 plants for manu-

18 
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facture of Ammonia (39600 tonnes), Ammonium Sulpha~ (~ 

-'es) , Ammonium Phosphate (83000 tonnes), . AnlmOrlium ChlO:-
ride (8250 tonnes), Sulph~c Acid (97650 tonnes), Phosphoric~Aci4 
(8250 tonnes) and Super Phosphate (44550 tonnes) had been instal· 
led Further expansion of these were undertaken in two more 
stages: The ftn'rdsiage of expansion was completed. at a cost of 
Rs. 13 crores by October, 1966. . 

At the end of III stage expansion, the designed capacity available 
was Ammonia-77550 tonnes, Ammonium Sulphate 198000 tonnes, 
Ammonium P.hosphat~ 132000 tonnes, sulphuric acid 26180 tonnes, 
Ammonium Chloride 24750 tonnes, Phosphoric Acid 41250 tonnes and 
Superphosphate 44550 tonnes. The Committee note that on the com-
pleti'on of III stage expansion, while the ammonia plant was expect-
ed 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 requirement of Ammonia in the ammonia con-
suming plants was 271 tonnes, thus creating a shortage of 36 tonnes 
per day. On the other hand there was a surplus ca,pacity 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 stablise the production at an economic level, the IV stage ex-
pansion 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 removed in the IV stage expansion by installation of additional 
capacity for ammonia, the FACT decided to use the surplus capacity 
of 35 tonnes of P205 in the manufacture of ammonia phosphate. The 
Committee regret to note that the imbalance in production and re-
quirement of intermediate products still perSists and there was de-
ficiency of sulphuric acid because of which the plants could not be 
run to capacity. It was stated that when a proposal for setting up 
an additional sulphuric acid plant was put up to the Board, the pro-
posal was deferred at the instance of Government on the ground 
that with the proposed eXQansion of Cominco Binani Zinc Smelter 
Plant, their by-product sulphuric acid would W availaJJle. The 
Committee were informed that the Kerala Government was interest-
ed in the Zinc Smelter Plant to be put up by Comi:nco Binani. Since 
the economic viability of the Zinc Smelter Unit depende(f on effective 
utilisation of sulphuric acid, the Kerala Government suggested to 
FACT to examine the utilisation of the acid aDd siD4e that by-pro-
duct 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 FACT's programme of production fell 
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~,q of ~*. ~q~iOll 01 a~i),bQ.iQ,pRHlu.va .anti ..... 
~. of 8lJ1~lH'ic: Jeid han .n deAlt wiQ! in. ~queat IiIectIIa 
of thil c:~~. 

- ....... (Serial ~o. U (Paqp". a~. tp a.le) 

Tbe Committee note tbat against the installed capacity of '146 
tonnes per day or 246,000 tonnel per year of sulpburic acid wbicb 
lDducled four plants, two small plants of 88 tonnell eacb (22, .... 0 ton-
Del per year), another of 160 tonnes (52,800 tonnes per year and tbe-
fourth of 450 tonnes (148,500 tonnes per ye~) the ~tual production 
durill, lInO-71, to 1973-74 was 1,25,193 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-'14. The Committee are informed that while the 450 tonnes 
plant working to full capacity, 160 tonnes plant bas Dot been operat-
Ing to full capacity and the other two plants are too old to give tbe 
desired capacity, with the r~ult that the ammonia capacity is only 
6&0 tonnes per day or 2,14,500 tonnes per year and the requirements 
fell short by about 130 tonnes per day. 

The Committee are informed that on account of the low utilisa-
tion of plants and as the full requirement was not being met, FACT 
had to purchase substantial quantities of sulphuric acid from Mis 
Cominco Binani with whom FACT entered into an agreement in 
1967 effective till 31st December, 1971 to supply 30,000 tonnes of Sul-
phuric Acid per year. The agreement is stated to have been auto-
matically extended for a further period of 5 years tin 31st December, 
197ft The Committee note that agai'nst the agreed quantity 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 tonne respectively, wben 
the variablet cost of production in FACT's own plant worked out to 
Rs. 129, Rs. 113 and Rs. 115 respectively. 

Tbe Committee feel that it should bave been possible for FACTI 
Government to so provide in tbe agreement that if FACT's require-
ments 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 manufacture of sulphuric acid in their own plants, it 
should have been possible for FACTIGovernment to ensure that the 
price paid was not hi'gher than that it would have cost FACT to 
produce it themselves. 

The Committ~ are also informed that whee the proposal of set-
ting up an additional plant for sulpburic acid, based QD the require-
ments of acid in the IV stage expansion, was placed before the Board 
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in· lIno the proposal W88 deterred by the Board on the advice of Goy~ 
~t 1ft th~ Itgltt ot prospective availability of Acid tram this· ftrm. 

TDe Committee And that as against the agreed quantity of St¥,001 
tonnes per Jelat, the firm had been lupplying only 18,_, lao1 and 1m, tonAet duttng 1970-71, 1971-72 and 1972-73 respectively. In 
vi'ew of this performance, the Committee are not able to appreciate 
the deetsion of the Board in 1970 to defter the setting up of aetd plant 
or the action of the FACT in having extended the agreement .auto-
niliticllly.for 5 years. The Committee would also liKe to be inform-
ed of thet 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 
bonour the commitment,. why was no action taken against them. 

The Committee feel that Government should ~ up an expert 
Committee including a representative of Ministry of Finance wello; 
"ersed in costing to go Into the question of the relative economics 
of producing sulphuric acid by modemisattonlreplacement 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 compeltitive rates to meet fully 
the production requirements of FACT. 

Reply of Government. 

In the agreement between FACT and Cominco Binani it is stipu-
lated that M/s Cominco Binani shall not divert any quantity of add 
to any consumer other than FACT until the latter's requirement are 
fully met. The Agreement does not bind Cominco Blnani Ltd. to 
make good any shortfall in the quantities contracted; nor dqes the 
agreement provi'de for a penalty clause. FACT have reported that 
as M/s ComincQ Binani have in the past tried to fulfill the contractual 
-obligations to the best of their abilities, FACT did not consider it 
necessary to take any further action in the matter. 

Notwithstanding, FACT's position in this regard, the company 
is being asked to examine whether the contract with Oominco Binanf 
should be renegotiated to provi'de for s.uitable penalty/compensation 
in the event of shortfalls in supply . 

. Also, as recommended by the Committee, the question of tbe re-
lative eConomics of producing sulpburic acid by modernisation/re-
placement of the existing units in FACT or the purchase from other 
units in the area at competitive prices is being referred to a Commit-

-Not Vetted by Audit 
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'tee o~' DirttCtor,s t:o facUitate an Action Pl~' being dJ'awp~. fur 
ensUring adequate and un-interrupted supply of the acid at economic 
pric~ 

[MinUtry of Petroleum & Chemicals O.M. Wb. M-37012/2f15-
Ferts. In dated 21-lt-75.} 

. IIecoJDmeadatioa (Serial No. 4, Paragraphs 3.3t and 3.48) 

The Comm~\tee note that the estimates for the Fourth Stage J:x-
pansion which was approved by Government in September, 19~ for 
RI. 392 lakhs had to undergo three revi.sion~ne in November, 1966 
for RI. 500 lakhs, second in May, 19~9 for Rs. 575 lakhs and third in 
January, 1972 for Rs. 673 lakhs. The Committee, however, fin~ Jhat 
even after the last revision, the estimate is likely to be exceeded by 
another Rs. 5 lakhs. The actual expenditure upto 31st March, 19'74 
is already reported to be Rs. 673 lakhs. The increase has been main-
ly attributed ~ increase in finance and management expenses, in-
crease 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 approprite sanctions were issued at suitable times. The 
Committee would like Government to critically go into the relllOns 
for the frequent revisions of the estimates and their effect on cost 
of production and economics of the project and bring these specifical-
ly to the notice of the Parliament. 

The Committee note that although Fourth Stage ExpansioI) was 
to be completed by October, 1968 the date was revised to August, 1969 
(August, 1970 for Ammonia Plant). The Committee are informed 
that the Ammonia Plant was commissioned in October, 1971. The 
othe~ plants were either not commissioned Or the performance was 
not proved. It has been stated that in the case of 100 T.P.D., Am-
monium Phosphate Plant, though modification was undertaken at 
a cost of Rs. 3.45 lak.hs to produce 20:20 Ammonium Phosphate', the 
plant produced ammonium phosphate of that grade only upto 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 T.P.D. Plant 
to produce the 20:20 grade had largely proved to be infructuous. 
Tobe' Committee would like Government to in\Testigate the matter 

. and fix responsibility for the lapses. The Committee are also in-
formed that the modification to the existing 300 T.P.D. Ammonium 
Phosphate Plant to produce 20:20 grade is being reconsidered in the 
context of the proposed rationalisation or diversification scheme. 
The Committee also find that even after completing the work of 
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mOdification of the TOruiex Plant, the increaSe in production .ttaiDed 
was only 800 MBIhrs against the envisaged increase of 1000 MaIms., 
The Com.riti~feel that the FACT was rushed to the Fourth S.,. 
ExpanSion to set right certain imbalances and carrying out mddiftca-
tions without examining the full implications thereof. The Coni .. 
mittee would like the entire scheme of Fourth Stage' Expansion to 
be critically e~aminea with a view to analysing causes for the 
failUre of the aifterent modifications undertaken by FACT. The 
Committee would like to be informed of the results of the investiga-
tion: 

~ply of (;overnlDent· 

The recommendation of the Committee contained in para 3.39 has 
been noted for action. Government would also investigate into 
the extpenditure on the modifications to the existing 100 T.P.D. of 
the ammonium phosphate plant, as recommended by the Committee. 

As stated in Government's reply to recommendation No. 17,8 
Committee has been set up to examine various aspects relating to 
the diversification programme including the economics thereof and 
the effect of diversification on the overall profitability of the unit. The 
Committee is also being asked to examine the entire scheme of Four-
th Stage Expansion in the light of the Committee of Public Under-
takings recommendations.·· 

R«olDlDendation (Serial No.5, Paragraphs 3.53 &: 3.54) 

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 measureas for im-
proving the output and efficiency. According to the Brst Commit-
tee's Report in April, 1968 the Unit would not be in position to attain 
more than 294 days of stream efficiency could be increased to 317 
days. The Committee regret to note that none of the plants atta-
ched the stream ejiciency 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 Ammoni-
um Chloride Plant, 47 to 63 per cent in Sulphuric Acid Plant, 50 to 
69 per cent in Ammonium Phosphate Plant, 41 to 51 per cent in Am-
monium 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 

~ot Vetted by Audit 
··Please also see further reply to reCOmmendation at-So No. 22 
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recoauDeDCIation in the "th Report (4th Lot Sabba) that actioG bacil 
... t*a to implement all the rkommenclati0D8 .. the Sbarma 
0t*«iMtee. 'ftte- commtttee are 5Urpi'ified that in spite cit. tbiII the 
........ ., of 31'1 days has not been achieved. The Chairman-
Cl8Iii~g etreetor informed the Committee during evideilce 
tIIat aceOiding to his personal assessment it Was iIn~ble to attain 
the stream md8lcy of 315/317 days. What was possible, according 
10 him, wu • Itream eftlclency of 290-300 days. The Committee re-
eaametit that _ Government/FACT should examine the reasons for 
...-.chievement of even the stream efticiency of 317 days which was 
considered possible by the Sharma Committee and take suitable 
measures to rectify the position . 

. The Committee also find that the percentage of actual production 
to attainable production differs from the percentage of actual stream 
dClency to attainable stream effiCiency. The Committee are inform--
ed that stream eftlciency has been worked out with reference to 
the rated capacity of the plant while the perse1ltage of actual pro-
uuction has been with reference to attaInable capacity. The Com-
mittee are of the view that in order to judge the Qerformance of 
dle unit, there should be a proper co-relation between the stream 
e8lciency and production. The Committee recommend that FACT 
should examine this matter and arrange to determine the stream 
efticient:y on a reali1ltlc basis inorder to judge the performance on 
that basis. 

Reply of Government-

The Committee being constituted by the FACT Board to examine 
the subject matter of recommendation No. 17 relating to Udyoga. 
mandaI Expansion and FACT's diversiftcation Schemes will also 
examine the reasons for the non-achievements of stream efficiency 
of even 317 days which was considered Eossible by the Sharma 
Committee, and determine the stream efficiency on a realistic basis. 
(Ministry of Petroleum and Chemicals O.M. No. 37012 (2) !75IFert. 
III dated 29th October, 1975.) 

Reeommeedation (Serial No. 6, Paragraphs 3.62 to 3.U) 

The Committee note that the lack of raw materials, maintenance 
"other reasons" and "unaccounted factors" were mainly 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 46.6 per cent in case ot 
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!>een responsible for 
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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 pre-
blems promptly as and when they arise. 

The Committee recommend that there should be a proper sche-
dule of preventive maintenance and repairs and the management 
should ensure that the maintenance of the plants is done accordine 
to the schedule so that there may not be any loss of production on 
account of inadequate maintenance. 

The inability of FACT to achieve 330 days stream efficiency ac-
counts for shortfall in production over the designed capacity botill 

'under the heading 'other reasons' and 'unaccounted factors'. The 
Committee cannot appreciate the ratoinale of splitting up shortfall 
iD. prodUction due to lower stream efficie~cy under two different 
heads, namely, "other reasons" and "unaccounted factors". The 
Committee would like that the confUSing terminology of "other ren-
'sons" and "accounted factors" may be avoided and the shortfall on 
account of lower stream efficiency may be indicated under one head 
so that one can see all the facton;' inhibiting production in proper 
perspective. ... 

The Committee have given their separate recommendations in 
regard to determination of stream efficiency on a realistic basis and 
evaluation of performance with reference to such stream efficiency. 

Reply of ,Government 

The Committee's recommendations contained in paras 3.62 to 3.64 
'have been noted for actions. 

Further information called for by the Conunittee 
Has the schedule of preventive maintenance been laid down? 

What steps have been taken to see that the maintenance schedule 
is observed? 

(L.S.S. O. M. No. 16-PUj75 dated 27-12-75). 

Further reply of Government. 

A Master preventive maintenance schedule covering all plants 
and indicating the periodicity and nature' of inSpection for all the 
major equipments, has been laid down. Every effort is being made 
by the Company to adhere strictly to this schedule. 
(Ministry of Chemicals & Fertilizers O.M. No. M-37012 (2) /75-Ferts. 

eNot Vette,j by Audit 
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II dated 31-1-76) 
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a..ommeQdaDoD ~l No.7, ·Paragraph 3.889) .. ' 
The Committee note that shortfall in production in Amm~a 

Consuming Plants on the completion of 3rd stage Expansion was 
partly due to the lesser production of ammonia. While the' require-
ment of Ammonia for the Ammonia Consuming Plants was 271 ton-
neB 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 capacity. 
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 filat condit~ns inlu"biting the }:Croductfon 
in other units would be equally applicable to the new unit. Acco-
rding a uniform stream efficiency of 317 days have been adopted tor 
all the plants. A distribution pattern was decided upon by the ma-
nagement accordingly to which the production of ammonia would 
still fall short of requirements 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 imbalance 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 operating at the rated capacity on 
• daily basis, the plant put up ill the Third Stage Expansion could 
be operated only for 130 tonnes a day where the equipments require 
improvement. The Committee apprehend that unless the prodUC-
tion 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 Committee 
recommend that F Acr should take suitable measures to improve the 
efficiency of the Ammonia Consuming Plants as well as the Ammonia 
Producing Plant. 

Keply of Government 

Committee's recommendation contained in para 3.69 has been 
noted for action. 

Ministry of Petroleum and Chemicals O.M. No. 37012(2) 175-Ferts. 
m dated 28th October, 1975. 

Further iDfonnatioD eaIIed for by the Committee 

What measures have been taken to improve the efficiency of 
ammonia consuming plants and the ammonia producing plants? 

(L.S.S. O.M. No. 16-PU /75 dated 27-12-1975) 
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Further reply of Government-

Major areas, where loss of ammonia bas been taking place, have 
been identified. Remedial measures taken in respect of some of 
the major items are as under:-

(a) An improved type of cbadk filter is being procured for 
installation in the ammonia sulphate plant to reduce the ammonia 
loss in the chalk 

(b) With the replacement of the defective filter in the phosphoric' 
acid plant the phosphoric acid concentration will increase after which 
the amm~nia loss taking place in the manufacture of ammonia 
phosphate is expected to be reduced. 

(c) Considerable ammonia loss is taking pla~ in the manufacture 
of ammonia. cbloride, due to frequent interruptions in the HCl gas 
supply from the neighbouring TCC. This is expected to be reduced 
when the new 100 tpd. caustic soda plant of TCC is commissioned~ 
which would enable the TCC to maintain a steady supply of HCl. 

The following measures have been taken in case of ammonia 
producing plants: 

(a) In the composite ammonia plant, the RG boiler, which 
required frequent maintenance, has been replaced with a new one-
and this has helped to improve the stream efficiency. 

(b) Two of the nitrogen compressors in the ammonia plant have 
been in operation since 1947 and have outlived their ecooomic life. 
The limitation on this aiCcount will be overcome when a new 
nitrogen compressor of larger capacity is installed. 

(c) Another reason for low utilisation of ammonia capacity bas 
been inadequate refrigeration capacity. Steps aa-e being taken to 
instal a refrigeration C()mpressor of adequate capacity in the 
ammonia plant to correct this limitation. 

With the improvement in the stability of the power supply, the 
effiCiency of both the ammonia consuming plants and the ammonia 
producing plants is expected to improve. 

(Ministry of Chemicals & Fertilizers O.M. No. M-37012/2175-
Ferts. In, dated 31-1-76). 

·Not Vetted by Audit. 
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BeeoauDfJlulati_ (Serial No. 13, PuacraPIa 3.118) 

The Committee note that the attainable ratios of consumption 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 attain-
able rations were within 'the designed ratios. The Committee note 
that the actual ratios of consumption during 1970-71 to 197~74 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 deteriora-
tion ill ammo. could be attributed to power fluctuation 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 con-
sumption under sulphur was due to the poor Qerformance 
of the sulphuric acid plants and the excess consumption of rock 
phosphate and sulphuric acid was attributed to the poor performance 
of the phosphoric acid, slurry filters and pumps. The excess con-
sumption of ammonia was stated to be due to the low production 
level in the end plant. Although the Committee on Public Under-
takings 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 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 consump_ 
tion including process losses of intermediate products during the 
periOd 197()"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 consumption and 
the designed ratios or attainable ratios should be analysed to 
id~ntify 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 discussion 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 Ac-
counts 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 without ascertaining the reasons for short-
ages. The Committee therefore reiterate their earlier rcommenda-
tion and would like FACT to maintain constant watch over the con-
sumption ratios of various raw materials and to take prompt reme-
dial measures as soon as major variations are noticed as compared 
to the designed ratios. The Committee hope that at least now 
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serious note will be taken of their recommendatioDS in tbi'I 8JJd ear-
lier reports and concrete steps will be taken by the managemeat 
to save the FACT of the continuing losses on this account. 

llepl,. of Govenunent 

The Committee's recommendation contained in para 3.118 has 
been noted for B:ction. 

Furthel' information called for by the Committee* 

Have the areas of various between the actual ratios of 
consumption and the designed ratios or attainable ratios been 
identified? What action has been taken in the matter? 

(L.S.S. O.M. No. IS-PU/75 dated 27-12-1975). 

Further reply of Govermnent 

Areas of variation between actual ratio of consumption and 
attainable ratios have been identified. The study made in this 
regard has revealed that higher consumption takes place in the 
following equipment's: 

(i) Slurry filter of the 100 TPD Phosphoric acid plant; 

(ii) Chalk filter of ammonium sulphate plant; 

(iii) Monsanto Acid plants (due to intermitterent runs on 
account of ageing of tile plants); 

(iv) Stoppage of Texaco Gasification unit and 120 TPD Am-
monia plant due to power interruptions. 

Steps have been initiated by the c<>mpany to rectify the deficien-
cies in the above equipments. In regard to the Monsanto plant, the 
company's proposal is to scrap the plant altogether rather than resort 
to renovation. It way be mentioned that the excess consumption 
of raw materials was Rs. 42.07 lakhs only in the first three quarrers 
of the current year 1975-76 as compared to Rs. 88.74 lakhs during 
1974-75. 

It is expected that regular preventive mainta,nance, stricter 
process control and reliable power supply would result in further 
improvement in consumption ratios. 

(Ministry of Chemicals & Fertilizers O.M. No. M-37012/2/75 
Ferts. m, dated 31-1-76). 
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BeeOmmend __ (Serial: No. 14, Parqrapb.3.p$) 
• , 1 , ~ • 

The Ccmmittee DOte that besides excess consumption of raw 
materials there bad been losses due tlo wastage of hydrogen and 
atpmonia. In the case of hydrogen, the per-centage of wastage over 
the 'production had increased from 10 per cent in 1970-71 to 14.5 per 
cent iil 1973-74: and the corresponding lass in<:reased from Rs. 18 
lakhs in 197(}"71 to Rs. 30 loakhs in 1973-74. In the case of ammonia, 
the percentage of wastage over produotion increased from 1.5 per 
cent in 197(}"71 to 2.6 per cent in 19~73 and decreased.·to 2 per cent 
in 1973-74: and the corresponding loss increased from Rs. 4.5 lakhs 
in 19!7o-71 to Rs. 9.98 lakhs in 1972-73 and Rs. 10 lakhs in 1973-74-
The Committee would like Government to examine as ~ how 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 1973-74. 
The Committee are infurmed that the. percentage of wastage of 
ammonia has come down because of installation of recording instru-
ments and control of the consumption on ammonia It has also been 
s~ that a two per cent wastage was considered normal in the 
industry. The Cmnmittee would like that FACT should keep 
continuous watch over the consumption and ensure tbat the per-
centage of loss on account of wastage is within the prescribed norms. 
It was stated that the wastage of hydrogen was due to the quantity 
vented till the plant is stabilised after each start-up and restrictions 
due to refrigeration limitations. In 1973-74, t'he wastage was attri-
buted to the failure of, one of the high pressure air compressors and 
also shut-downs in the oil gaSification plant. The Committee would 
also like that the reasons for t'he increase in the wastage and conse-
quential loss thereof should be critically gone into so that suitable 
remedial measures are taken to avoid such wastages. 

Reply of Go'9M1lDlellt 

The recommendation contained in recommendation No. 14 para 
3.125 has been noted fOr action. 

(Ministry of Petroleum and Chemicals O.M. No. 37012(2) J75t 
Fert. III; dated 29th October, 1975). 

Further informatiOil called for by the Comattee. 

Have the reasons for the increase in wastage and consequential 
loss ,been criticaUy gone into? What remedial measures have been 
tabt1? 

(L.S.S. O.M. No. 16-PUJ75 dated 27-12-75) 
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Further reply of Go+el'llllllleat* 

lReaso~s for hydrogen wastage have been studied by the Company 
al'ICl it has taken the following remedial measures:-.. 

. (1) Whenevet the demand for ammonia is low, instead of keep-
ing the two Texaco plant on minimum load, one . 'of the plants is, 
shq.t down and the other plant is run at a higher load, thereby 
increasing the efficiency. 

, (2) Under plant operation improvement programme, a new 
refrigeration compressor is being ordered, this should eliminate 
h1drogen venting when ammonia gas drawn by end plans is low. 

(3) Reduction in the Shut dl{)wns due to break diOWn equipment 
by systematic preventive maintenance. 

Due to better methods of preventive maintenance and stricter 
process control, there is a reduction in the wastage. The percentage 
of hydrogen vented during 1974-75 has come down 1b 8.37 per cent 
as against 14.5 per cen~ in 1973-74 and during the current year 
it has further come down to 6.43 per cent. The refrigeration loss 
of ammonia' during the current year is around t~ level of 2 per 
cent. 

(Ministry of Chemicals & Fertilizers O.M.' No. M-37012/2/75-
Ferts. ill, dated 311-1-76). 

Recommendation (Serial No. 15, Para~ph 3.137) 

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 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 
aceounting of steam had been changed from 1971-72, no instru-
ments for recording of consumption of steam were installed till 
March, 1974. The procedure for allocation of steam to different 
plant 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 tonnes was pre-
sumed 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 

--._---
-Not Vetted by Audit. 
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steam was assumed to,have been transferred to the Steam consum-
ing Plant for each tonne of sulphuric Acid produced. The Com-
mittee are informed that meters have since been provided ill 
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 Com-
mittee, therefore, recommend that now meters haVe been instal-' 
led, figures of the consumption 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 nOl1D8 
for consumption of stieam and judge consumption of steam with 
reference to prescribed norms. 

Keply of Government· 

As the Committee is aware new steam meters have already been 
installed in the plant; the company has reported that the consump-
tion: of steam and allocation of cost is now being done according 
to meter reedings. The company will also now take action to fix 
standard norms for consumption of steam. 
(Ministry of Petroleum and Chemicals O.M. No. 37012(2) 1751Fert. 

III, dated 29th October 19'75.) 

~ iDformatioD caDed f_ by the Copmdttee 

When will the standard norms for consumption of steam be 
fixed? 

(LS.S. O.M. No. 16-PU!75 dated 27-12-75) 

Further reply of Government· 

Standard norms for consumption of steam in various plants are 
fixed at the time of commissioning. However these norms require 
revision due to the subsequent modifications carried out in the 
plants. A Staff Committee has been constituted to determine 
norms afresh, taking into account the present condition of the 
plants. The Committee is expected to submit their report by end 
of February, 1976. 
(Ministry of Chemicals & Fertilizers O.M. No. M.-3701212!15-Ferts. 

m, dated 31-1-76.) 

Recommendation (Serial No. 16, Paragraph 3.152) 

The Committee note that due to frequent power fluctuations 
the production perfromance of FACT has been seriously affected 
and the annual loss on this account was stated to be to the extent 

-Not Vetted by Audit. 
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of Rs. 150 lakhs. 'nle Committee also note that the proposal of 
having a separate captive plant for Udyogmandal Division his 
not been pursued as it was not found attractive economically. The 
Committtee were informed that a study team consisting of represen-
tatives of KSEB, Bangalore Institute and FACT studied the prob-
lem as far back as 1968, and as a result of implementation of molt 
of the recommenadtions of this group there was some improvement 
and only less than 20 per cent of the dips adversely aftected the 
plant. It was reported that KSEB implemented all the recommen-
dations excepting the one involving foreign exchange as according 
to them the expenditure on the implementation this was not com-
melnsurate with the results. The KSEB also felt that with the 
Iddikki power station commencing power supply the position would 
improve considerably. The Committeee 'would Uke Government 
to take up the question with the Kerala Sta1;e Government so that 
w~en the Iddijdd power station is commissioned. FACT is assured 
of adequate and stea,dy power supply for its plants in the interest 
of higher production of the much needed fertilizers. 

Reply of Gove,rnment* 

The Government of India, as recommended by the Committee 
on Public Undertakings, has taken up with the Government of 
Kerala the question of ensuring adequate and steady power supply 
to FACT. 
(Ministry of Petroleum and Chemicals O.M. No. 37012/12/75/Ferts. 

III daaed 28th October, 1975.) 

Further information called for by the Committee 

What is the outcome of negotiations wi1h the Government of" 
Kerala? 

(L.S.S. O.M. No. 16-PU/75 dated 27-12-75) 

Further reply of Government* 

As stated in Government's reply to Recommendation No. 16, 
the Recommendation made by COPU has been brought to the-
notice of State Government. The State Government have also 
been requested to advise the State Electricity Board to ensure that 
the supply of power to FACT unit is adequate ana stable. They 
have also been requested to issue necessary instructions to KSEB 
to finalise the contract and also ensure adequate steady power 
supply to Cocbin-l 

-Not Vetted by Audit. 
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The report of the action taken by the State Government in 
regard to the matW' is being awaited. The matter is being pursued 
wiU. the State Government. 
(Ministry of Chemicals It Fertilizers O.M. No. M-37012/2/75-Ferts . 

. III dated 23-2-76.) 

Recommendation (Serial No. 18, Paragraphs '&'IZ to '-16) 

; The Committee note that in order tot perlect a process developed 
by the R&D Division for recovering fiourinefrom phosphate fertili-
zers in the form of synthetic cryolite, which is a very valuable chemi-
-cal required for aluminium industry, the FACT after taking the 
approval of Government in principle, set up a plant s,t a cost Qf 
Rs. 32 lakhs for producing 1650 tonnes of Cryolite per annum. 

It was reported that cryolite was being imported and this would 
be a substitu.te for the imPOrted cryolite. The Chairman-('um-Man-
aging Director informed the Committee during evidence that the 
development of this process was discussed with the Government of 
India and their 'general' ar.?proval obtained. It has been admitted by 
the Chairman-cum·Managing Director that no 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 available for the product 
and whatever F AGT was hoping to produce would be acceptable to 
the Industry. The Committee are surprised that such 'general' 
approval was given by Government without any survey of the de-
mand for the product or an examination of the economics of the 
project. 

The Committee are infQl"tned 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 improve-
ments to reduce that silica content and had giv,en the improved 
product to an a,luminium firm for trial the results of which were 
awaited. The Committee are also informed that since a fair amount 
of suc~ss was achieved at laboratory scale, FACT did not seek the 
support of research laboratories. The Secretary of the Ministry 
admitted during evidence that "what still remains to be done is that 
tbe quality of the product should be lIII.proved in consultation with 
aluminium manufacturers". He also admitted that "instead of a 
bigger plant. it should have been a smaller plan4;." The Committee 

*Not Vetted by Audit. 
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do not. appl'8ciate the undue h85te With which the FACT' w~rit abou"t 
setting up the plant on such a- btg scale and started. production of 
cryoli~ without making a demand survey of the product and with-
o\!t finalising the specification of the product to suit the n,eeds ot 
Alumi'nium Industry. . 

The Committee recommend that Government should investigate 
into the matter and fix responsibility for this unnecessary capital 
investment and recurring expenditure there on 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 C~pany settle the specifications for this product 
and the' requirements for Aluminium Industry before going in for 
large scale production. 

The Committee also recommend that reS'earch institutes like Na-
tional Metallurgical Laboratory of the CSIR may also be consulted 
in order to perfect the pr~ for product improvement. 

Repiy of Government 

As already stated in Government's reply in recommendation 
No. 19 Government would investigate into the circumstances in 
which an investment was made on the cryolite plant. The Commit· 
tee's other recommendations regarding cQtlSuItation with public sec-
tor units to settle the specifications of this product and requirements 
of the aluminium industry and Research Institutes in order to per-
fect the process for product improvement have also been noted f01 
action.· 

[Ministry of Petroleum and Chemicals O.M. No. 37012i 2175-
Ferts. III dated 28th October, 1975.] 

Further Information called. for by the Committee 

What concrete steps have been taken to settle the specifications 
of cryolite to suite the requirements of the aluminium industry? 

[L.S.S. O.M. No. 16-PUI75 dated 27·12-75] 

FurtIIer reply of Govel'lUlleDt** 

The Company's Research and Development Division had under .. 
taken study for improving the quality of the product. A new tech. 

*Please also see further reply to reCommenda~ion at S. No. 22. 
**Not vetted by Audit 



• 
Dlque .. II developed and aamplel of the product, obtained after ear-
rying out mod1ftcations to the plant, were sent to Bharat Aluminium 
Company and other leading aluminium manufacturers for analysis 
and comments. The response from the manufacturers has been 

'favourable and ODe of them has also asked for a larger quantity of 
the product for extensive trials. 

[Ministry of Chemicals" Fertilizers C.M. No. M·3701212 17s.:' 
Ferta. III dated 31-1-76.] 

Commeat. of the Committee 

PIeue see paragraphs 1.5 to 1.18 of Chapter I of the Report. 

BeeommendatioD (Serial No. I', Paragraph. 5.1! and 5.13) 

The Committee regret to IlOite that in its anxiety to utilise the 
surplus carbon-dioxide recoverable from the oil gasification plant 
at the end of In stage expansion, 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. It was envisaged that the dry ice would be used by the 
local fishing industry. The Committee were informed that due to 
the excise duty leviable on dry ice being high and due to the fact 
that the use of dry ice in fishing industry called for a new m~thod 
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 not go into commercial 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 has been admitted by the Chairman-cum-Mananging Director of the 
Undertaking that the entire expenditure oa the project "is a waste". 
The Secretary at. the Ministry has also admitted that the project has 
gone wrong because of one vital omission 'Viz., absence ol a thorough 
market study. The Committee would like the entire matter to be 
thoroughly invefttigated with a view to fixing speciftc responsibility 
for the lapses and taking deterrent action. The C@UDittee would 
like to be t1afermed 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 Ilarketing the dry ice in Bombay, which again is 
running into difticulties due to the transport problems. The Cam-
mittee would like GovernmentfFACT to come to an early conclusion, 
as to whether this plant can at all be operated economically and if 
found otherwise, take an early decision tQ dispose the plant in the 
best interest of the Undertaking. The Committee would lIke to be 
informed. of the action taken in pursuance of this recommendation 
within three months. 

Reply of Govel'llDlent* 

Government have decided to c~stitute a group to enquire into 
the matter relating to the setting up of a dry ice plant as recommend-
ed by the Committee. This group will also investigate into the mat-
ters covered in recommendations 4, 18 and 22. The composition of 
this committee would be communicated to the Committee on Public 
Undertakings early. 

As regards second para of the recommendation, FACT manage-
ment have stated that efforts made to market and distribute dry ice 
in Bombay have not been successful. This is because the consumers 
at Bombay require delivery at very short notice, normally within 
a few hours. Even if the dry ice is transported by air, the flight 
timings and the transit time may Q(~t always admit of this consumer 
requirement being met in time. In addition, the material has often 
to be stored overnight because of the timing of the flights. The losses 
in transit could also be very heavy. 

In view of these problems in marketing dry ice the FACT manage-
ment is of the view that the plantlequipments should be put to alter-
native use or disposed of tQ best advantage. Necessary action is be-
ing taken by F Acr in this regard.. * 

[Ministry of Petroleum & Chemicals O.M. No. M-37012 (2) !75-
Ferts. III dated 30-9-1975.] 

Further information called for by the Committee 

What is the final decision of the Management in regard to disposal 
of the Dry Ice Plant? 

[L.S.S. O.M. No. IS-PU/75 dated 22-10-75.] 

-Not vetted by Audit 
-Please also see further reply to recommendatioa st S. No ... 
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Farther reply of Govemme1lt 

'The company is exploring the possibility of. using plant and eqti.i~ 
ment forming part of the dry ice plant in its other facilities. As soon 
as the exercise undertaken in this regard is completed, the company 
wOtUld take action for disposal of equipment which cannot be put to 
other profitable use in the company itself. . 

[Ministry of Petroleum '& Chemicals (Department of Chemi-
cals & Fertilizers) O.M. No. M-37012I 2/75-Ferts. In 

dated IS.U·75.] 

Commeats of the Committee 

Please see paragraphs 1.5 to 1.18 of Chapter I of the Report. 

Reeommendatioa (Serial No. 20, Paragraphs ,6.12 to 1.1f) 

The Committee note that the original estimates of the Cochin 
Phase I for Rs. 39.72 crores which were prepared and suhmitted to 
Government in August, 1966 were revised thrice in January, 1oe8, 
August, 1971 and F.ebruary, 1972 for Rs. 45 crores, 57 crores and 
RI. 63 crores respectively, the final revised estimates iadicating an 
increase of 60-per cent over the original estimate. The lait 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 Government so far. It is surprising that the FACT 
instead of getting the approved of revised estimates informed the 
Government in January, 1973 that it would approach Government 
for approval of the revised estimates after commissioning 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 cost estimates. The Committee 
are informed that the estimates of Rs. 63 crores worked out in 
February, 1972· were submitted to Government in December, 1972 
but as the date fixed for commissioning 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 Governu:r.nt 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. 
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The Committee note that there has now been an increase of M 

per cent over the original cost estimates which have been attributed 
by the company to various reasons. The increase over the origirlal 
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 commissioning. 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 into consideration the revised estimates 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 produc-
tion has. to be decided 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 comd-
derably. The Committee need hardly stress that the revi'Sed esti-
mates should not be assumed to be a mere completion report of the 
project but it is an instrument of financial control. The Committee 
recommend that Government should wifuout further delay, examine-
critically the reasons for the abnormal in<!reases in the cost estimates 
and the economics of the project before approving the revised et!Iti-
mates. In this connection, the Committee would like to invite 
attention of Government to their recommendation in paragra;>h 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 Committee expect that Ministry should 
before long bring to the notice of the Parliament the detailed rea-
sons for the increase in estimates, their effect on the cO'St of produc-
tion and the economics of the project. 

The Committee also note that there are no hard and fast criteria 
to determine when a fertilizer plant should be deemed to go into. 
commercial production and the question is decided by the Board. In 
the case of Trombay Plant, the date when the plant reached the 
rated capacity and proved the guarantees, was the date of commer-
cial production; but in the case of Gorakbpur plant, six to eight 
months were allowed after the commencement of production to en-
able the suppliers to make good some defects and prove guarantees 
and then the plant was put into commercial production. In. the 
opinion of the Committee such information should have been avail-
able in the DPR. The Committee feel that thQ date of putting a 
plant on commercial production is a very significant date and uni-
form set of criteria should be followed by all the undertakings in 
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Axing this date which should not be left entirely to the discretion 
of the Board of Management. They recommend iibst Gove1'DDlellt 
may lay down guidelines, if necessary, sector-wise for the benefit 
.of the Boards to help the detennine the dates for putting their plants 
on commercial production on a uniform basis. 

Reply of Govel'Dlllent 

Government have noted the recommendation of the Committee 
contained in para 6.13. As regards the recommendation contained 
in para 6.14, the BPE have already vide their circular No. BPEI 
1 (138) / Adv.Fin./70, 4th January, 1971 issued guidelines for fixing a 
date of commercial production and treatment of expenses incurred 
'during trial runs and, guarantee period performance tests. A copy 
of the guidelines is enclosed. [See Appendix II]. 

, '. [Ministry of Petroleum and Chemicals O.M. No. 37012(2) 1751 
Fert. III, dated 29th October, 1975]. 

Further information called for by the Committee 

Have Government examined the revised cost estimates? Are 
they satisfied with the reasons for abnormal increase? What is the 
.ffect of increase on the economics? 

[L.S.S. O.M. No. 16-PUn5, dated 27-12-75] 

Further reply of Government· 

The company are expected to finalise the revised cost estimates 
shortly. Government, while examining the revised costs, would go 
lnto the reasons for the increases and the effect of such increases on 
the ,o~erall economics of the project. 

[Ministry of Chemicals & Fertilizers O.M. No. M-37012/2!75-
Ferts.III, dated 31-1-76] 

Recommendation (Serial No. ZI, paragraph 6.3Z) 

The committee note that the original project report based on 
Japanese plant and equipment estimated a peri!>d of 27 months 
between the 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 

----------
-Not vetted by Audit 
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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 scheduled for commis-
sioning in ~tober, 1969. The Co~ittee 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 and the reform gas plants, which had to be rectified, the 
Ammonia and_U)"ea Plants could be commissioned only in April, 
1973. The Committee note that the collaborators had point.ed out 
in October, 1968 tliat the plant using centrifugal compressors could 
achieve greater effiCiency and produce cheaper ammonia, but 
cautioned that since such a plant was more complex, the commis-
sioning IPld, operational difficulties would be of much higher 
order. The Secretary of the Ministry had admitted during evid-
ence 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 cer-
tain 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 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 verifying whether a plant of this 
dimension had been in actual operation elsewhere and more so 
when no one in India was familiar with parameters of, the techno-
logy of this Plant. While the Committee are not averse to the use 
of forward technology in setting up of the projects, they would 
like that Government should satisfy themselves fully that such a 
technology 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 sup-
pliers, the main bottleneck was the c1elay in the supply and erection 
:of boilers and pressure vessels by Mfs. A. Vickers and Babcock Ltd., 
-Durgapur. Though the boilers were scbeduled to be supplied erect-
lied and commissioned 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 
penalty 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 Com-
mittee would like to be informed of the results. 
2393 L.S.---4 
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The Committee regret to nate that on account of the d'elay iD 
commissioning of the plant, thene had been a loss of production to 
the extent of 1.65 lakh tonnes of' Urea in the first year of operation, 
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 yeaT of operation and 80 per cent 
capacity in the third year of operation. It. has been admitted 
during evidence that the loss in production was to the extent of 
Ri. 10 crores in 1973-74. It bas been stated that the project is 
presently operating on a capacity of 51) to 60 per cent on an average 

. and the measures to step up productiOn are on way. The Com-
mittee 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 upto a load of 80 per cent without 
modification. The main constraints in acllieving 100 per cent rated' 
capacity are however stated to be insufficient superhead tempera-
ture of steam to the turbine and insufficient cooling in the amll"..onia 
synthesis loop. While in the case of the former item, responsibility 
h8'S been fixed on the suppliers and they have agreed to supply alI 
equipments necessary for rectifying the defects free of cost, in the 
latter case the matter has been taken up with the Fertiliser Corpo-
ration of India, who are the t:Jrocess guarantors and with their 
collaborators. The Committee need hardly stress that FACT bas 
already lost a valuable time in commissioning the plant and achiev-
ing the rated capacity. The Committee recommend that the FACT 
should lose no further time in rectifying the defects noticed in the 
plant and achieving the rated capacity. 

Reply Of Government 
Government accept the Committee's recommendation and would 

take adequate safe-guards to ensure that any new technology im-
ported into the country is a proven one and that there is no risk of 
experimentation at the country's expense. 

The claims of FACT against Mis. A. Vickers and Babcock Ltd., 
for delay in the supply of boilers have been settled taking into consi-
deration the counterlclaims of Mis. A VB and the legal opinion 
obtained by the company. As part of the settlement, the penalty 
was restricted to Rs. 63,013 and recovered from the bills which were 
withheld as indicated in the Ministry's reply dated March 197% 
referred to in para 6.24 of the report. The matter has tlius been 
settled finally.-

• At the time of actual verification Audit intimated that as Part of overall 
settlement. the FACT has &Feed to pay Rs. 40.000·'. as testing fee as. 
claimed by MIs. A. V.B. 
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As the Committee is aware, production in the Cochin unit o~ 
FACT has not so far stabilised at near-rated capacity due to mainly 
to defects in some of the equipments and design deficiencies. 
Although the plant is presently operating around 60 to 65 per cent 
of ~apacity, the company on the basis of a detailed survey has drawn 
up a time bound programme for carrying out modifications in the 
plant with a view to achieve and stabilise production at near 
rated capacity. The implementation of this programme is likely to 
take 18 to 24 months. Adequate provision has been made for financ-
ing these modifications. 

[Ministry of Petroleum and Chemicals O.M. No. 37012 (2) /75/ 
, Ferts. III, dated 15th November, 1975] 

Recommendation (Serial No. 22, Paragraphs 6.44 & 6.45) 

The Committee note that the FACT constructed one hostel and 
another building (Ambalamedu House) for accommodating foreign 
technicians and engineers, who were to come under agreements with 
foreign suppliers at a cost of Rs. 4.62 lakhs and Rs. 14.2 lakhs res-
pectively and these were furnished at a cost of Rs. 1.11 lakhs and 
Rs. 1.4 lakhs respectively. The Committee regret to note that the 
miximum number of foreign engineers accommodated in the 
Ambalamedu House was only 20 and the occupancy ratio was de-
creasing from 35 per cent in 1971 to as now as 5 per cent in 197,. 
(upto August, 1974). The Committee are informed that according 
to the contractual obligation FACT had to provide for senior engi-
neers first class hotel accommodation of international standards or 
eqUivalent and if the stay extended beyond six months of the origi-
nal expected period, they had to be provided family accommodation. 
The FACT had to incur an expenditure Rs. 30,763 on hire charges 
of buildings 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 
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 requirements 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 informed that the FACT are exploring that 
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 
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arrangement with the Department of Tourism. The Kerala State 
Tourism Department Corporation js 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 present the 
Committee recommend that FACT should intensify its efforb with 
the Department of Tourism/Kerala State Tourism Development 
Corporation and take suitable measures so that the Ambalamedu 
House could be put to more profitable use. 

Reply of Government 

As recommended by the Committee in para 6.44 the Govern-
ment would investigate into the construction of the Ambalamedu 
House. The company is actively exploring the possibility of put-
ting the Ambalamedu House to profitable use. 

Further Reply of Government in respect of Recommendations at S. 
Nos. 4, 18, 19 and 22-

In the reply to the recommendation No. 19, it was stated that 
the Government would be setting up a group to enquire into the 
matter relating to the setting up of a dry ice plant as recommended 
by the Committee and that group would also investigate into the 
matters covered in recommendation Nos. 4, 18 and 22. Government 
have further examined the matter and it is proposed to have the 
matters covered by recommendations at S. No.4, 18, 19 & 22 investi-
gated internally in the Ministry. Thereafter, such further action as 
is necessary will be taken. 

[Ministry of Petroleum & Chemicals (Deptt. of Chemicals " 
Fertilizers) O.M. No. M-37012/2!75-Ferts.III, dated 3-12-75] 

Further information called for by the Committee 

Please give details of proposals being pursued and the outcome. 
[.LS.S. O.M. No. 16-PU!75, dated 27-12-75] 

Final reply of Government-

The company's efforts to enter into arrangements with the India 
Tourism Development Corporation and Kerala Tourism Develop-
ment Corporation for utilising the Ambalamedu House as a tourist 
resort have not yielded any result. The company had also explored 
the ~bility of the Naval authorities at Cocbin utilising the 
Ambalamedu House. As these efforts did Dof; also prove fruitful. 
the company is at present exploring the possibility of renting out 

··Not vetted by Audit 
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the building for use as a hotel or in the alternative converting it 
into a training centre or residential accommodation for their officers. 

[Ministry of Chemicals & Fertilizers O.M. No. M-3701212.j75-
/ Ferts.III, dated 31-1-76] 

Comments of the Committee 

Please see paragraph 1.19 to 1.22. of Chapter I of the Report. 

ReCommendation (Serial No. 23, Paragraph 6.55 and 6.56) 

The Committee note that Government approved the project 
report flf Cochin Phase-II excluding Ammonium sulphate and Bag 
making plant at a cost of Rs. 35 crores in 1970. The cost was re-
assessed in October, 1972 ~ and the project cost revised to Rs. 45 
crores. It was stated that the revised estimates were prepared 
after getting more reliable data from the collaborators. The Com-
mittee 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 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 prepared after taking 
into account all the foreseable items of expenditure and the outlay 
should be indicated as accurately as possible. The Committee see 
no reason why the revised estimates should not have been consi-
dered making provision for escalation in cost of equipment and 
construction as far as could be reasonably mown instead of delay-
ing the sanction and thus defeating the purpose of sanction of an 
estimate. The Committee recommend that Gov~rnment 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 re4asons for the increase in estimates and 
their effect on cost of production and the economics of the project 
before Parliament. 

The Committee note that Cochin Phase-II was originally ex-
pected to be commissioned in September, 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 197'1-78 and 4,85,000 tonnes in 1978-79. The Com-
mittee would like that the Government/FACT should ensure that 
the capacity utilisation as planned is adhered to. The Committee 
also recommend that in view of the delay in commisSioning of the 



46 

plant, the GovernmentlFACT should 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 
contributing to delay in the execution of the project, the story of 
Cochin Ph.ase-I might be repeated in this case also leading to 
escalation of cost estimates and heavy loss :in production. The 
Committee, therefore, recommend that Government!F ACT should 
monitor the progress of this project concurrently and ensure that 
the revised schedules of completion by July, 1975 are adhered to. 

Reply of Government 

Government is already closely monitoring the progress of imple-
mentation of Cochin n. Every possible step will be taken in con-
junction with the company to ensure that the project is completed 
at the earliest As recommended by the Committee, the company 
is also exploring the possibility of getting the relevant guarantees 
suitably extended. 

[Ministry of Petroleum and Chemicals O.M. No. 37012(2) 1751 
Ferts.m, dated 15-11-75] 

Recommendation (S. No. 26, Paragraph No. 8.10) 

The Committee are shocked to find that for over 4 years the 
FACT had been selling the ammonium sulphate at prices higher 
than the ceiling fixed under the Fertilizer Control Order. The 
Committee recommend that Government should learn a lesson from 
this experience and evolve a suitable machinery to ascertain the 
prices fixed by the different indigenous producers so as to have & 

check that producers do not charge in excess of the prices fixed 
by the Ministry of Agriculture under the Fertilizer Control Or-
der. 

Reply of Government* 

Ministry of Agriculture is already getting Quarterly reports 
from the State Governments showing the prices a't which fertili-
zers are being sold to farmers. A copy of the proforma prescribed 
for the Quarterly report is at Appendix m. At present, the infor-
mation in respect of sale by m~ufacturers is not being obtained 
from the manufacturers themselves regularly and is obtained as and 
when need for it arises. Under the Fertilizer Control Order, 1957, 
the responSibility for checking black-marketing in fertilizers and 
for launching prosecutions etc. nes with the State Governments, 
who have been given vide powers to deal with the offenders. The 
Fertiliz* Control Order has beeJl declared as a Speci'al Order 
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to enable .a summary trials of Yiolaters of the prOvisions of the 
Fertilizer Control Order. NevertJ1eless in order to keep a bigger 
£heck that manufacturers do not charge prices in excess of those 
statutory fixed under the Fertilizer Control Order and in pursu-
.ance of the observations made by the Committee on Public Under-
takings, the Government have decided to prescribe a fortnightly 
return of prices at which fertilizers are being sold by the domestic 
manufacturers. This information will be monitored and due check 
kept for any violation of the statutory control on prices of urea, 
ammonium sulphate and calcium ammonium nitrate or any other 
fertilizer:. the maximum selling prices of which comes to be sta-
tutorily controlled. Any such basis will be immediately brought 
10 the notice of the State Government for suitable action in ac-
cordance with "the law. 

[Ministry of Petroleum and Chemicals O. M. No. M-37012/ 
3/75-Fertilizer III dated 6-12-75.] 

Recommendation (Serial N~. 27, Paragraph 8.25 and 8.26) 

The Committee regret to note that the FACT has not been able 
1.0 fully recover the expenditure incurred by it on the marketing 
organisation from the margin provided therefor in the selling pri-
ces, and all over the years it has been spending more than the 
margin. The net excess expenditure rOSe steeply from Rs. 38 lakhs 
in 197()"71 to Rs. 149 lakhs in 1971-72 and then came down sharply 
10 Rs. 16 lakhs in 1972-73. Even on an earlier o~asion, the Com-
mittee on Public Undertakings (1968-69) in their 44th Report (4th 
Lok Sabha) had recOIlUllended 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 exces-
1rive and the percentage of marketing expenditure had come down 
from 12.37 in 1967-68 to 9.3 in 1968-69 and with inc-reased produc-
tion in 1969-70 it was expected to be 8.7. The Committee, however, 
find that the actual percentage during 1~9 was 10.59. The Com-
mittee fail to understand as to how it was then intimated by Gov-
ernment that the percentage was only 9.3 while the actual was diffe-
rent. It is surprising that the FACT has not been able to locate the 
basis on which the figure was worked out. 

'nle Committee regret to note that in spite of their earlier re-
commendation in the 44th Report (4th Lok Sabha) the percentage 
of marketing expenditure to sale value, instead of coming down, 
has gone up from 11.65 in 197()"71, 13.88 in 1971-72 and 11.89 in 



48 

1972-73 and this is because, as admitted by the Chairman-cum-Ma-
tnaging Dir~tor, "the organisation has been built up for a larfler 
sale. It is also unfortunate that the market expansion was taken 
up rather prematurely." The Committee see no justifie.ation for 
such a premature expansion when the production was far behind 
the target and the demand for fertiliser was in excess of supply. 
The Committee find that in the case of fertiliser Corporation of 
India Ltd., the COM of marketing as a percentage of turn over is 
3 per cent, exclusive of distributor's margin and freight. If these 
were also to be included the cost of distribution may work out to 
about 15 per cent of the turn-over value. The Committee are in-
formed 1hat the FACT has introduced a system of sales budget 
and marketing expenditure budget, broken down to level of re-
gions and the marketing efforts made by various field officers was 
watched on the basis of these budgets. It was also stated that with 
the commissioning of Cochin Phase I, the incidence of fixed mar-
keting expenditure was expected to come down. The Committee 
feel that unless there is an increased turn-over due to higher pro-
duction, the expenses on marketing will prove to be burden-some 
to the FACT. The Committee, therefore, recommend that Govern-
ment/FACT should immediately undertake a critical analysis of 
the market expenses with a view to identifying the areas where 
economies could be effected so that expenses on marketing are 
kept to the minimum and in any case within the margin pro,'ided 
for in the selling price. The Committee also recommend that it 
should be the endeavour of the marketing organisation of the FACT 
to continuously review their system of distribution with a view 
to seeing that farmers, particularly marginal and small farmers 
got fertilizers and the agricultural inputs at the right time and in 
adequate quantities at fair prices. 

Reply of Government-
Government accept the recommendation of the Committee con-

tained in para No. 8.26 and are advising FACT to constitute a high 
level committee to undertake immediately a critical analysis of 
the market expenses with a view to identifying areas where eco-
nomies could be effected. 

The Company has also been advised to review the system of 
distribution with a view to seeing that farmers, particularly mar-
ginal and small farmers, obtain fertilizers at the right time and in 
adequate quantities at fair prices. 

;~"'i;;', [Ministry of Petroleum and Chemicals O. M. No. M-37012/ 
2f75-Ferts. III dated 21-11-75]. 

-Not vetted by Audit. 
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Recommendation (Serial No. 28, Paragraph 8.33 to 8.36) 
The Committee note that the targets for the preparation of mix-

tures in the different mixing centres were· ,not achieved during 
1970-71 to 1972-73, except in a few cases. Not only have the targets 
been not achieved, but the actual quantities 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 in-
formed that the targets are based on projected demand for the 
mixtures in the area and actual production was limited to the 
ready effective demand for mixtures registered by the dealers of 
the area f~om time to time. The Committee do not see any justifica-
tion for keeping a target which is not related to the actual demand 
for the mixtures and why the FACT should not have ascertained 
the demands first from the dealers and then fixed the targets. 

While the Committee see no juS'tification for keeping a target 
unrelated to the demand, they would like FACT to examine criti-
cally the reasons for the declining trend in the demand and whe-
ther it was due to the ineffectiveness or any imbalance in the mix-
tures. The Committee recommend that the assistance of agricul-
tural research institutes may be obtained in order to assess the' 
suitabUity of the mixtures with reference to soil conditions parti-
c,ularly, when the modem trend in agriculture is more towards the-
use of mixed fertilisers. 

The Committee are surprised to note that a declining trend 
having set in the preparation of mixtures, theF ACT 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 separately. 1n 
the absence of the working results, the Committee are not able to 
appreciate the manner in which the financial viability of eacb 
Unit is being assessed at present. 

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 reference to the demand 
for the type of fertilisers and the financial viability of operations-
of each Centre. 

Reply of Government· 
The Company has examined the reasons for the declining trend 

in the demand for mixtures and it is their assessment that the de-

-Not vetted in Audit 
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··cline is not due to the ineffectiveness or any imbalance in the mix-
ture. The Company lis further of the view that this fall in demand 
is mainly due to increased availability of NP and NPK complex 
fertilisers of various grades. As recommended by the Committee, 
the Company is ob~g the assistanCe of Agricultural Universi-
ties and Research Institutions, etc., for assessing the suitability of 
various types of mixt1U'es manufactured. for various crops and soU 

. conditions. 

The recommendati.o~ i>f the Committee in para 8.36 is accepted. 

[Ministry of Petroleum and Chemicals O. M. No. M-37012/ 
2f75/Fert. ill dated 15-11-1975]. 

BecommeadatiOD '(5erial No. 30, Parapaphs 9.17 to 9.19) 

The Committee nO,tetpat 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 discussion 
with unions in October, 1908, 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 re-
sult 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 the 
process. The Committee are surprised to find that FACT was car-
rying a surplus even from 1965 -when the surplus was 567 and after 
lInd Stagle expansion it was 486 and mrd stage 330 and after IVth 
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 production was about 2 
per cent. The Committee are informed that though the Govern-
ment were aware of the surplus staff and the need to find a solu-
tion, there were d.ifticulties in reduction in strength on accoWl'!: of 
the opposition from the unions. The Committee are not able to 
appreciate the logic in this argument and they do not see any jus-
tification for recruitment of staff in excess when they found that 
even as early as 1965 the surplus was huge as 567. They feel that the 
situation should have been tackled even at that stage and staff re-
cruitment should. have been only with reference to the actual re-
quirements. The Committee are surprised that the Project Report 

• At the time of factual verifteatlon FACT intimated that the sanctioned 
strength of Udyofmandal·diviaion ~u 3798. 
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ItOf the llIrd stage Expansion did not indicate the staff strength, al-
~though it has been admitted by the Ministry that it was the normal 
procedure to show the strength in the project report. The Com-

.mittee fail to understand as to why this omission was not noticed 
and rectified before the approval to the lnrd stage expansion was 

. .given. The Committee are informed that in September, 1973 a set-
·t1ement was arrived at for increasing the productivity according 
to which the personnel 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 extent by de-
ployment in Cochin Phase II. But according to the Management 
there would -still be ~erta1n people who obviously would not be 
fitted· in. -Management -would be considering this matter and re-

'solving the problem. 

The Committee have "been pointing out in several of the reports 
-that oDellf the maladies in public undertakings is recruitment of 
staff in the initial stages in excess of requirements thus creating 
problems at the stage of operation. The Committee expect that at 
least now Government -Undertaking should learn a lesson and en-
SUI'f" that there is no recruitment of the staff at any level unless 
the surpluses are absorbed and proper norms are fixed for the Co-
chin Phase II and the future projects. The Committee need hard-
ly stress that the indications given in the DPR about the stat! st-
rength should always be taken as the maximum and the FACT 
should ensure that these limits are not exceeded at any time with-
out a full and detailed assessment by the Board. 

The Committee find that on the one hand, the FACT is carry-
ing a large surplus involving an additional expenditure of 72 lakhs 
per year, on the other hand, the overtime bill of the Corporation 
has been amounting from Rs. 8.7 lakhs in 1967-68 to Ra 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 maintenance Depart-
ments where the incidence of overtime is high. The Committee re-
commend that Government/Corporation should critically go into 
the reasons for abnormal increase in overtime and fix suitable pro-
ductivity norms so that the expenses on overtime are obviated. The 
Committee also suggest that special care should be taken to see 
that non-tecbnical and supporting staff should be multifunctional 
capable of handling a variety of jobs and this will enable the prob-
lems of the types now felt by FACT being easily tackled. The 
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Committee also recommend that there sould be a system of inbuilt 
incentives in wages with a view to increasing the productivity. 

Reply of Government· 
The recommendation of the Committee that the staft strength-

given in the DPR should not be exceeded at any time without a full 
and detailed assessment by the Board, is accepted. The norms in 
regard to the staft requirements of Cochin-Phase 11 are being fix-
ed and the company, will to the extent possible be re-deploying the 
surplus personnel from Udyogmandal and the Head Office. Rec-
ruitment from outside will be resorted to only in cases where sui-
table hands are not available from amongst surplus staft. FACT' 
have also taken action to control expenditure on overtime by fix-
ing up maximum hours for every department for overtime work,. 
depending on the nature of work in each department. 

The recommendation of the Committee that the non-technical 
and supporting staft should be multi-functional, capable of handl-
ing a variety of jobs and that there should be a system of inbuilt 
incentives in wages for increasing productivity, has been brought 
to the notice of the company for implementation suitably. 

[Ministry of Petroleum and Chemicals O. M. No. M-37012[ 
2/75/Ferts. III dated 15-11-1975]. 

Recommendation (Serial No.3%, Paragrapbs 10.35 .to 10.40) 
The Committee note that FACT is following the system of stan-

dard costs which were fixed in 1966 on the basis of designed capa-
cities of the plants and the ratios of the consumption of raw mate-
rials as also stream efficiency of 330 days in a year. The Commit-
tee note that the standard costs were revised only in March, 1971 
after 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 period between 1968 
to 1971 did not serve as the correct basis for judging the efficiency 
of operations. 

It was clarified that the revision of standard costs was made 
not only' with reference to stream efficiency indicated by the Shar-
ma Committee but also after standardising the norms of consump-
tion ratios. 

The Committee note that the actual cost of production of difte-
rent products except Superpbosphate and Sulphuric Acid were 
bigber than the re-vised standard' costs and the actual costs ranged 

-Not vetted by Audit. 
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.from 121 per cent to 167 per cent of the revised standard costs dur-
ing 1971-72 to 1973-74. 

An analysis of the variations ill costs during the period 1971-72 
to 1973-74 indicates that there had been huge variations between 
the actual fixed and variable cost over the revised standard costs 
while the increase in the variable costs 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 w.ere main-
]y 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 u~age also thus indicating excessive consumption. 

The Committee are informed that every month a variance re-
port is prepared on the basis of information received from produc-
tion Departments and circulated to Plants for action. The Com-
mittee recommend that the Management should introduce a sys-
tem of analysis of the variance reports with a view to identifying 
the causes for such variances and taking suitable remedial mea-
sures in time. 

The Committee find that in spite of the recommendation in pa-
ragraph 3.33 of their 44th Report (4th Lok Sabha) that it would 
be useful for a Public Undertaking to have comperative figures 
from other undertakings in the same industry on various aspects 
of their working so far no system has been introduced to have a 
regular exchange of information. The Committee recommend that 
the Bureau of Public Enterprises should devise ways and means 
of introducing such a system for the benefit of the Public Under-
takings. 

. Reply of Govel'Dment* 

The recommendation in para 10.39 of the RepOrt is accepted. 
. The FACT is already taking action to analyse for the variances, 
. along with the remedial measures needed. 

As regards para 10.40, B.P.E. have already taken up a project 
on inter firm comparison between fertilizer industries in the pub-
lic sector. This project also includes certain units in the private 

: sector. 
(Ministry of Petroleum and Chemicals O. M. No. M-37012/ 

2f15fFerts. III dated 15-11-1975]. 
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Comments of tbe Committee 

Please see paragraphs 1.31 to 1.39 of Chapter I of the Report .. 

Beeommendation (Serial No. 33, Paragraphs 10.49 to 10.51) 

The Committee regret to note tha'I: though the Board of Direc--
tors approved the strengthening 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 ab- . 
out one year thereafter. The proposals regarding staff strength and ... 
Internal Audit manual prepared in March, 1974 are still awaiting 
approval. The Committee 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 the Com-
pany ...... we are of the view that there should be a 
proper Internal Audit Department which should func-
tion independently and report directly to the top Ma-
nagement." 

The Committee are informed that the reorganisation proposals 
were made after a study of the arrangements existing in other pub-
lic sector undertakings. The Board decided that in addition to Fin-·· 
ancial and Proprietory audit, a comprehensive audit programme· 
including management 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 Com-
mittee are not happy at the inordinate delay in strengthening up·· 
the internal audit wing and finaliSing the Internal Audit Manual. 
The Committee recommend that the company should lose no time 
in strengthening the Internal Audit Wing to evaluate a comprehen-
sive 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 Committee need hardly 
stress that the reports of internal audit should receive serious con-
sideration at all levels. 

Beply of Government 

The Committee's recommendation is accepted and action has al-· 
ready been taken to streamline the procedures for conduding com-· 
prehensive Internal Audit and timely issue of Internal Audit Re-. 
ports to the management. A procedure has also been introduced to. 
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ensure that action taken by the various units at Division level. 
watched at Division Head Level and reported to Management. 

Action has also been taken to reorganise Internal Audit keep .. 
ing in mind the overall staff requirements of FACT including Cochin 
Phase II and also the need for exercising the utmost economy. 

Ministry of Petroleum and Chemicals O.M. No. M-37021/ 
2/75fFerts. nI dated 15-11-1975]. 

Recommendation (Serial No. 34, Paragraph 10.53) 

The Commiitee 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 
and in terms of turn-over from 18 per cent to 15 per cent. The 
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 lakhs is considered as doubtful debts (25 per cent of 
the total debts). In the opinion of the Committee this provision 
of nearly 25 per cent is on the high side FACT should take concert-
ed measures to realise the amounts post-haste. 

Reply of Government 

Recommendation of the Committee is accepted. 

[Ministry of Petroleum and Chemicals O. M. No. M-370121 
2/75/Ferts. III dated 15-11-1975]. 

RecOlDlDePdation (Serial No. 37, Paragraphs 12.13 to 12-~) 

The Committee regret to note that as against the contractual 
amount of 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 putting up the structures by another sub-contractor of 
the T.T.C. The Committee regret that in the absence of an escala-
tion or any other suitable clause in the contract (to protect the in-
terest 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 because of whom the main work got delayed was not 
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under FEW but under the party for whom the work was undertaken. 

Yet another case where the FEW had to incur a lOBS of about 
rOne lakh, was in the contract with MIs. T. T. Products for fabrica-
tion and supply of converter. 1Ii this case while the contracted 
.amount was only Rs. 86,381 the actual cost was Rs. 1,88,837. 

The Committee feel that FEW should on the basis of experien-
~e in these works, learn a lesson and private suitable safety clauses 
ing the agreements with parties to protect the interests of FEW 
. .against such losses. 

Reply of Go\1ernment 

The recomD}endation of the Committee contained in para 12.13-
'12.15 has been noted. 

[Ministry of Petroleum and Chemicals O. M. No. M-37012/ 
2/75/Ferts. III dated 15-11-1975]. 

Further information called for by the Committee 

Please state the action taken in the matter. 

(L.S.S. O.M. No. 16-PU /75 dated 27-12-75) 

Further reply of Government-

The company has taken action to include appropriate escala-
tion/penalty clauses in their quotations to safeguard FEW's inte-
rest. In some cases, the customers have not accepted these clauses 
and have insisted on their withdrawals as a pre-condition for con-
'Sidering their offers and in such cases these condtions have had to 
.'be relaxed in the best commercial interests of FEW. 

[Ministry of Petroleum and Chemicals O. M. No. 14-37012/ 
'2n5-Ferts. III dated 31-1-76]. 

-Not vetted by Audit. 
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RECOMMENDATIONS WHICH THE COMMITTEE DO NOT 
DESIRE TO PURSUE IN VIEW OF GOVERNMENT'S REPLY 

BeeommeDdatioD (Serial No.1, Paragraph 2.21) 

The Committee note tha~ there is gross under-utiliSation of ca-
pacities of different fertilizer plants in the country. Against the in-
.stalled capacity of 19 lakh tonnes in all the plants put together, the 
actual production has been only a little over 50 per cent i.e. 10.' 
lakh tonnes. Some of the constraints in achieving a higher rate 
of production are stated to be non-availability of adequate power, 
..sufficient quantity of coke-over gas and proper grade of gypsUlll 
-and obsolete technology or as in the case of Cochin and Durgapur 
the Indian engineers had ~lected larger parameters with whica 
they were not familiar. The Committee would like that each of 
these causes for the under-utilisation of capacities should be criU.. 
-cally analysed with a view to correcting them at the earlier iA 
the interest of achieving the maximum production. The Commit-
tee are surprised to find that even in respect of the projects in the 
Fifth Five Year Plan although action has been initiated in setting 
up projects, priority in taking up plants, nature of product-mix 
-and tying up with finances are still to be finalised.- The Commit-
tee expect that a decision on these aspects will be taken without 
any further delay and the experiences gained so far in the COD&-
truction and maintenance of the plants already set up will be uti-
lised to ensure that the new projects come up in time and the tar-
gets set for them are adhered to. The Committee need hardly streu 
that, in view of the World wide shortage of fertilizers and the phe-
nomenal increases in the import price of fertilizers, import of fer-
tilizers, would become more and more difticult in the comin, 
-years. 

Reply of (Jovermnent-' 
Government has been constantly endeavouring to maximise ca-

pacity utilisation and thereby augment indigenous production. To-
wards this objective, fertilizer production is elosely monitored. 
This is done on a weekly basis to facilitate timely action being ta-
ken to reduce plant outage and maximise production. It is submit-

eNot vetted by Audit. 
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ted that the capacity utilisation of fertilizer plants needs to be-
viewed with reference to the spread of investment over a period 
of time. 

The performance of fertilizer plants would broadly fall into 
three distinct categories:-

1; Extremely old plants with ageing equipment and feed-
stock and tecbnological constraints. 'ntis category would 
include plants such as those at. Sindri, Udyogamandal. 
Rourkela, Neyveli, Varanasi and Ennore. 

2. Plants which are modern and stabilised such as the ones 
at Nangal, Gorakhpur, TroD1bay, Namrup, MFL, Baroda 
Goa and Kota. 

3. New plants, which have recently been commissioned anel 
are yet to be stabilise production. 

2; 'I1le capacity utilisation of the various fertilizer plants as 
ctivided ill the above three categories over the last five years is 
brought out in the statement at Appendix IV. It would be seen 
from the statement that the average utilisation of capacity in each 
.f the categories has DeeD. as under:-

Cat~gory r 
Category II 

Category III 

45 to 48% 

71 to 82% 

17 to 26% 

3. In Appendix V, a co~arative statement of capacity utili:-
sation in respect of nitrogen production in different couptries ha$ 
been provided. It would be seen from the statement that the ca-
pacity utilisation in India in Category IT compares very favourably 
With Worid Standards. Even the cumulative average of capacity 
utilisation of all three categories in India for the year 1970, 1971 
and 1972 is higher than the World average. 

4. ~eral renovation/debotUenecking/modernisation measures 
as are necessary are nevertheless undertaken to bring up tbecapa-
ety utilisation in Category I and also to improve the performance of 
the plants in Category U. Some schemes in this regard have already 
been implemented or are under implementation (details given in 
Appendix VI). 
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5. In addition, Government have negotiated a lo.an for 17 million 

U.S. dollars with the IDA to take measures for plant operations im-
provement. Various schemes for irpproving the performance of 
plants both in the private and in the public sectors are being taken 
up under this Plan Operation Improvement Programme. Govern-
ment is also negotiating a further loan with the World Bank in the 
nature of a sectoral loan to finance debottlenecking and renovation 
programmes in the fertilizer industry. It is hoped that with these 
measures, the performance of operating units WQuld improve sub-
stantially and stabilise as close to rated capacity as is possible. 

6. Apart from maximising production in the operating units, Gov-
enunent have also launched a large programme for setting up addi-
ilonal fa-tiliser capacity. The details of the various fertilizer pro-
jects envisaged in the public sectQr in the Fifth Plan hl'e given 
below:-

(1) Bhatinda and Panipat Projects 

These projects, sanctioned in August, 1974 and February, 1975, 
respectively, envisage a capacity each for the manufacture of 2.35 
lakh tonnes of nitrogen per annum in the form of Urea. The plants 
would use fuel oil as feedstock. Major portion of the foreign ex-
change component of these projects is being financed from Japanese 
Credit. National Fertilizers Ltd., the new public sector undertak-
ing set up to implement the projects in N.W. part of the country, 
have entered intQ necessary contracts for process licences, design 
engineering, etc. for the two projects. Progress 9f construction of 
the two projects is satisfactory. The scheduled dates of completion 
of the projects are: Bhatinda: October, 1977; Panipat: February, 
1978. 

(2) Trombay IV Expension Project 

This project envisages the setting up of facilities for the manu· 
facture of 3,61,000 tonnes per annum of nitro-phosphate&. The pro-
ject is financed under IDA credit of 33 million dollars and is expect;.. 
ed to be completed by April, 1977. FCI have already ordered most 
of the equipments required fQr the scheme and the same are under 
erection. 

(3) Trombay V Expansion Project 

This project has been conceived mainly to supply the ammonia 
required for the Trombay IV Expansion Project and Urea. FeI 



haTe already issued invitation to tender for the ammonia plant ~ 
pl"e-selecled partJee. 

(4) Nangal E%p4mion 

The project envisages the setting up of additional facilitip.s ia 
existing unit at Nanga! for the manufacture of urea. This expan-
sion is to be based on fuel oil as feed-stock. The project is financed 
under a credit from IDA, and is expected to be completed in mid 
1977. 

In the private sector, Mis. GSFC have been issued a Letter of 
Intent for setting up another unit fQr the manufacture of 4.45 lakha 
tpa of ammonia and 5.28 lakhs tpa of urea. This project is based Oil 

fuel oil as feed-stock. A letter of Intent has also been issup.d to 
Mis. Shaw Wallace & Co. for setting up a plant for manufacture of 
-l.45 lakh tpa of ammonia and 6.6 lakh tpa Qf urea. This project ia 
based on fuel oil as feed-stock. Mis. Sri Ram Chemicals have beea 
issued a Letter of Intent for setting up of additional facilities at 
Kota Rajasthan, tor the manufacture of 4.45 lakh tpa of ammonia 
and 6.61akh tpa of urea, based on fuel oil as feed-stock. M/s.IFFCO 
have been issued a Letter Qf Intent for setting up a plant in U.P. 
for manufacture of 4.95 lakh tpa of urea. 

Government shares the concern of the Committee that additional 
fertilizer capacity should be set up in the country on a crash basis 
SO that the import of tertilizers to meet the country's demand is pro-
gressively reduced and the country becoJnes as near self'sufficient 
in fertilizers as possible at an early date. In any appraisal of the 
growth of the fertilizer industry, it would have to be appreciated 
that the industry is highly capital intensive with a long gestation 
period. A plant of the standard size, i.e., with a capacity of 900 
tonnes based on naphtha would cost anything around Rs. 150 crores; 
the QUt-lay on a plant based on fuel oil or coal would be even more. 
In this situation, the building up of additional capacity would neces-
sarily be to a large extent influenced by the resources position. It 
would, however, be the constant endeavour of Government to aug-
ment fertilizer ca~city with due regard to the availability of re-
sources. 

[Ministry of Petroleum and Chemicals O.M. No. M-32012/ 
2/75fFerts. m dated 15-11-1975]. 
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Recommendation (Serial No.8, Paragraphs 3.75 and 3.76) 

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 Tra-
vancore Cochin Chemicals Limited, no formal agreement was sign­
ed by the FACT with the Travancore Chemicals Limited for the ad-
ditional supply of hydrochloride 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, 6,880 tonnes in 1971-72, 5,936 tonnes in 1972-73 and 6,749 
tonnes in 1973-74 respectively. Thus, actual supply Qf 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 stated to be in dispute. 
The Committee are infqrmed that the expansion of FACT was 
undertaken to take care of further production of hydrochloric acid 
plant expansion of TCC and since Hydrochloric acid was causing a 
disposal problem to TCC, a decision was taken between Kerala Gov-
ernment and the FACT authorities tq expand the plant and an 
understanding was anived at that further acid prodticed by TCC 
would be made available to FACT. Although the production of 
TeC is now stated to have improved, the price of hydrochloride acid 
to be charged by TCC to FACT still remains a serious problem. The 
Co.mmittee are informed that negotiations for arriving at an ami-
able solution have so far eluded settlement. The Committee fail 
to appreciate the reasons which prompted. FACT to feel so much 
concerned about the further production of hydrochloric acid by 
TeC as to agree to expand its qwn ammonium chloride plant at a 
cost of Rs. 19 lakhs even without entering into a finn 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 
anived at either in regard to the price or an assured supply. The 
Committee should be informed of the results. The Committee ra-
ernmend that the Ministry should take up the guestion of settle-
ment of price with the Government of Kerala and resolve the dead-
lock so that FA~ may be assured of its supply of hydrochloric 
acid regularly at the agreed price. 
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Reply of QovernmeDt* 

The dispute between FACT and TCC has already been referred, 
with the consent of the Government of Kerala, for arbitration to 
Shri K. Ba1achandran, former Secretary, Department of Fertilizers 
and Chemicals. As the matter is already under arbitration, it is not 
considered appropriate at this stage to take up this question directly 
with the Government of Kerala. 

[Ministry at Petroleum and Chemicals O.M. No. M-37012j2175-
Ferts. III, dated 29th October, 1975]. 

Further information caned for by the Committee 

When is the award expected to be received? 

[L.S.S. O.M. No. 16-PU\75, dated 27·]2-1975]. 

Further reply of Govel'DlDent· 

The arbitration proceedings have commenced, but it is difficult 
to indicate at this stage, when exactly the award is expected to b& 
received. 

[Ministry of Petroleum and Chemicals O.M. No. M-32012! 
2f15/Ferts. III dated 15-11-1975]. 

ReCGIDIDendatioD (Serial No. I, Paragraph 3.88) 

The Committee note that ammonium sulphate is produced by 
two ~esses-300 tonnes per day by gypsum process and 300 tonnea 
per day by direct neutralisation process. Although the Sharma 
Committee recommended production of ammonium sulphate hy gyp-
18m 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 
Committee note that a Committee of Directors recommended in 
August, 1969, the direct neutralisation process because of the conti.; 
nued operation of the gypsum process plant at low efficiency and so 
long as sulphuric acid was available at reasonable prices. The Com-
mittee have given their comments separately in regard to the per-
formance of sulphuric acid plants. The Committee find that the-
cost of production of ammonium sulphate by the direct neutralisa-
tion process during the years 1970-71 to 1973-74 was more than by 
the gypsum process. While the cost of producti.)n by gypsum pro-

··Not vetted by Audit 
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-cess was Rs. 400 during 1970-71, Rs. 408 during 1971-72 and Rs. 471-
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 neutrli-
lisation process decreased from Rs. 350 in 1970-71 per tonne to Rs. 327 
per tonne in 1972-73. The Committee find that inspite of fall in the 
average price of sulphur during 1970-71 to 1972-73, the cost of pro-
duction of direct neutralisation process is higher than that by the 
gypsum process. The Committee are, therefore, not able to appreci-
ate the justification given for taking to neutralisation process on the 
ground of reasonable price of su1?hur/sulphuric acid. The Commit-
tee recomrp.end 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 will enable 
prodution of ammOlllium sulphate at an economic price. 

Reply of Government 

As recommended by the Committee, FACT has worked out the 
relative economics of the production of ammonium sulphate by 
direct utilisation and gypsum route and has found that the gypsum, 
route is mwe economical. However, the company has so far not', 
been able to maximise production of ammonium .ulphate through 
the gypsum route on account elf inadequate availability of the right 
quality of gypsum and the constraints in the chalk filters. The com-· 
pany is initiating action to oVeI'CClDle these constraints with a view 
to maximising ammouium sulphate production through the gypsum 
route. 

[Ministry of Petroleum and Chemicals O.M. No. 37012/2175/ 
Ferts. III, dated 15-11·75]. 

Recommendatioa (Serial No. 10 Paragraph 3489) 

The Committee note that FACT has been importing rock phos-
phate from Morocco on the plea that the experiment of using rock 
phosphate from Rajasthan was tried in 1969-70 but not found econo-
mical. Moreover the production of rock phosphate in Rajasthan was ' 
'limited'. The Committee understand that the mining of rock phos-
phate has been taken up in a big way by a State Undertaking under 
the Rajasthan Government 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 ~ feel that with the advance in technology it should 



lIave been possible to modify, if necessary, the existing plants so as 
tb'-tttiliie the indigenous rock phosphate even if marginally inferior 
rather than expend scarce foreign exchange in imports. 

Reply of Government. 

Government fully share the concern expressed by the Committee 
over the need ~ utilise to the maximum extent possible the indige-
nous deposits of rock-phosphate. Government have, taken concerted. 
measures to step up the utilisation of indigenous rock-phosphate for 
the'manufacture of phosphatic fertilizers in India and it is expected 
that as a result 01. the various measures, the phosphatic manufactu-
rers would obtain at least 50 per cent of their requirement of rock-
~' n 
p~hate. from Rajasthan. In view of the physical and chemical 
ch8;~Cterlstics of,the Rajasthan rock-phosphate such as High Silica 
content, low r~~ctivity, hardness etc., Rajasthan rock cannot by itsel' 
be used for the manufacture of ph~phatic fertilizers and has to be 
blended in suitable proportion with high grade imported rock. 

:. his relevant to mention here that even when the production of 
rock-phosphate from Rajatthan is stepped up from its present level 
of 41akh tonnes to about 7.5 to 8lakh tonnes of rock phosphate per 
annum, the country would still have to import a substantial portion 
oI.1ts requirement from abroad It is envisaged that l>y 1978-79, the 
tOtal reqUirement of rock-phosphate would be about 30 lakh tonnes 
while the prq:luction of beneficiated. rock phosphate from Raj asthan 
would be of the order of 7.5 lakh tonnes per annum. Nevertheless. 
Government would take all possible steps to exploit the indigenous 
resources fully so as to reduce imports to the minimum level pos-
sible. 

[Ministry of Petroleum and Chemicals O.M. No. 37012/21751 
Ferts. III, dated 15-11-75]. 

Berommendation (Serial No. 11, Paragraph 3.90) 

Since the demand for ammonium sulphate for agricultural pro-
duction is going up, the Committee would like Government to tho-
roughly examine the feasibility and economics of achieving higher 
production in amroonium sulphate either by expansion of the exist-
ing units in FACT etc. or by location of new units near the source 
of roek phosphate which is raw material for this industry. The Com-
mittee understand that this matter has been long pending with the 
ftlious Departments of the Government of India and they recom-

-Not vetted by Audit 



mend that a High P~wered Committee of technical experts, includ-
ing 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 action within six to nine months. The 
Committee would like to be informed of the precise actio,n taken in 
pursuance of the above recommendation. 

RepI)' of Government· 
In planning the creation of additional fertilizer capacity, the pro-

duct pattern is kept in view with due regard to factors like plant 
location, availability of raw material and the agronomic reqUirements 
of the economic marketing zone that the particular plant is iutE-nded 
to se~e. Thus -while planning additional capacity if it is found that 
ammonium sulphate is necessary to meet the agronomical require" 
ments of a particular crop area, due consideration is given to, this. 
aspect. It may, however, be mentioned that ammonium sulphate is 
a low nutrient fertilizer (i.e. with 21 per cent nitrogen content fixed 
in high cost sulphur) and the cost of production is also relatively 
high. Hence, there is a general preference for high analysis ferti-
lizer like urea which contains 46 per cent nitrogen. Further" it is 
economical to produce and transport high analysis fertilizers. rather 
~an a low nutrient fertilizer like ammonium sulphate. 

2. In regard to the Committee's observation about the, new plants 
near a source of rock-phosphate which is a raw materia! for this indus-
try, it may be mentiqned that ammonium sulphate can be produced 
either through the direct neutralisation process or through the by-
product gypsum route. Rock phosphate is not, therefore,' dircctly 
used for the manufacture of ammonium sulphate and is relevant for 
the production of ammonium sulphate only to the extent t.bat by-pro-
duct gypsum is obtained from the production of phosphoric acid 
based on rock phosphate. In choosing the process for the manufac-
ture of ammQDium sulphate, factors such as the location of tlle plant, 
the nature of the products to be manufactured and the source of raw 
materials etc., will have to be taken into account. 

3. As stated separately in reply to Recommendation No. 10, the 
country's requirements of rock phosphate cannot be met entirely Oiut 
of the indigenous deposits and substantial imports would, theref<lre, 
have to continue. Nevertheless, the expeditious and efficient exploi-
tation of indigenous depoSits at Jhamarkotra is being taken on hand. 
As substantial deposita of iron pyrites are also located in the Saladi-

----------
-Not vetted by Audit 



66 

pura area of Rajasthan, Government is also considering the possi-
bility of setting up a fertilizer complex in Rajasthan based on Rajas-
than rock and on sulphuric acid derived from the pyrite deposits of 
Saladipura. In planning the fertiliser complex, consideration would 
also be given to the possibility and the desirability of manufacturing 
ammonium sulphate as product. 

4. An Expert Group has been constituted to plan the strategy for 
advance action on the VIth Plan Fertilizer Programme and to sug-
gest the location of additional capacity, pr~duct pattern etc. taking 
into account inter a.lia the availability of raw material, the agronomic 
requi'rements region-wise and availability of infra-structure facilities. 
The Committee's reco,mmendation to set up additional facilities for 
the manufacture of Ammonium Sulphate would be placed before the 
expert group for consideration while drawing up the blue-print for 
the YIth Plan. 

[Ministry of Petroleum and Chemicals O.M. No. 37012/2175/ 
Ferts. m, dated 15-11·75]. 

Recommendation (Serial No. 17, Paragraphs 3.16% to 3.178) 

The Committee note that in view of the present uneconomic work-
ing of FACT due to very low level of production in some of the 
old plants, heavy over-heads, bijh maintenance cost and low streun 
4!fticiency, a scheme for diversification of production at an estimated 
cost of Rs. 2811 lakhs (including a f()reign exchange element of Rs. 
482.5 lakhs) has been formulated in order to improve the profitability 
()f the FACT. 

The Committee further note that this diversification 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 vari-
ous intermediate products so as to make the Udyogamandal unit 
economically viable. but none of with seem to have achieved the 
desired results· 

The Committee were informed that the need for diversification 
also arose because the conditions which were visualised in the fourth 
stage expansion when it was planned in 1969, had changed consi-
d~rably since then and the economics of manufacture of fertilizers 
had also chlmged due to technological changes. 

The Committee feel doubtful whether the expansion schemes 
have been correctly formulated at all after analysing all the defi-
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ciencies and taking into consideration the condition of the plants and 
their capacity for production. 

The Committee are informed that the Udyogamandal units "pro-
duction 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-dependence of as many as 20 plants of different vintages 
with varying capacities and different process routes all of which 
have to operate simultaneously to avoid constraints of raw material 
sUQply but their efficient working simultaneously is the biggest pro-
blem before the unit. The Committee are not sure whether addi-
tion of some more plants under the diversification proposal to the 
chin of 20 inter-dependent plants will be able to improve the situa-
tion and in the context of the past history of this unit the diversifi-
cation scheme will not m~ the same fate as the earlier schemes. 

The Committee are informed that according to the feasibility 
report prepared in AQril, 1971 the diversification proposal to produce 
Methanol involved an expenditure of Rs. 348 lakhs (including fore-
ign exchange element of Rs. 78.5 lakhs) and the overall profit of 
the Udyogamandal Unit was expected to iniprove by Rs. 563 Jaldis in 
the case of heavy petroleum feed stock and in other case the impro-
vement in profit is expected to be Rs. 350 lakhs with an investment 
of Rs. 250 lakhs. 

The Committee are not sure whether the results of the feasibility 
study conducted in April, 1971 will still hold good in view of escala-
tion in cost of labour, feed stock, etc. The Committee 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 Divi-
sion after making sure about the availability of raw materials and 
the demand tor the product in the country at this stage. The Com-
mittee also recommend that the full details of the scheme along with 
the economics thereon may be brought to the notice of Parliament. 

The Committee thus find that the FACT has been taking up 
schemes for expansion in succession with a view to correcting the 
imbalances and in spite of this, utilisation of the plants had been 
low and the imbalances stilll;>ersist. Before consolidating the posi-
tion taking into account all the expansion schemes, the FACT is now 
going in for diversification. The Committee would like that there 
should be no further expansion scheme till the production in the 
present set up stabilises. 
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The Committee recommend that Government should consider ap-

pointing an Expert Committee to critically go into the causes of the 
failure of the Udyogamandal Unit even after the different stages of 
expansion, and also examine the various aspects of diversification 
echemes including the economic thereof and the effect of the diversi-
Acation on the overall profitability of the Unit. The Committee 
would like to be informed of the action taken in pursuance of. the 
recommendation within three months of the Report. 

Reply of Government-

An Expert Committee set up by the F.A.C.T. management is al-
ready looking into the technological, managerial and other problems 
limiting production in the Udyogamandal unit, as also the measures 
needed to overcome them. This Committee has so far examined the 
working of the phosphoric acid, sulphuric acid arid ammonia Qhos-
phate plants of the Udyogamandal Division. The Committee is ex-
pected to complete its work shortly. 

Another Committee has also been set up by the F.A.C.T. Manage-
ment to examine the various aspects relating to the diversification 
programme, including the economics thereof and the effects of diver-
sification on the overall profitability of the unit. This Committee 
is also being asked to look into the various considerations that led 
to the adoption of the debottlenecking scheme in the Udyogamandal 
Division and their impact on production, etc. 

[Ministry of Petroleum and Chemicals O.M. bIo. 37012(2) /75-
Fert. nl, dated 30th September, 1969] 

Further information eaIIed for by the Committee 

A specific reply to the recommendation that there should be no 
further expansion till production is stabilised may be given. 

[LS,S. O.M. No. 16-PUf75 dated 22-10-75] 

Further reply of Government· 

Government share the concern expressed by the Committee over 
the need to stabilise production in the existing plants of the com-
pany and are already taking steps in this direction. As the com-
tnittee is aware, production in the Udyogamandal unit of FACT has 
!lot been at the optimum level due mainly to the ageing condition 
of the plants and inter-dependence of a large number of plants, some 
ol which are very old. Various measures have been taken by the 
-------------------------------------------------Not vetted by Audit. 
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-company to improve production management and maintenance wiUl 
a view to maximising production; renovation of some of the equip-
ment is also being planned under the Plant Operation Improvement 
Programme financed by the IDA. Government have also sanctioned 
the establishment of facilities for the production of methanol as 
part of the diversifica.tion programme intended to optimise' ijte utiU-
sation of facilities at Udyogamandal and revamp the economics of the 
Unit. 

Production in Cochin I unit of FACT has also been low due t. 
technological constraints and equipment failures. A time-bound 
progr8.¥1me has been drawn UQ to to carry out modifications in the 
plant and equipment to overcome these constraints and achieve and 
stabilise production at near rated capacity. These modifications 
which are being financed under the Plant Cooperation Improvement 
Programme are expected to be completed within 18-24 month. 

Government is conscious of the compelling need to stabilise pro-
-duction in the existing facilities. As recommended by the com-
mittee, an expert committee is bein~ asked to critically examine the 
'Overall economics of the various stages of expansion in the Udyoga-
mandaI unit as also to have a hard look at the economics of further 
diversification schE~mes, including methanol. The company is als. 
being advised to with-hold the implementation of the methanol pro-
ject until the report of the expert committee becomes available and 
~ final decision thereon is taken. Expansion schemes are sanction-
~d only after a critical examination of the economics of the scheme 
and all other relevant factors. Before sanctioning further expan-
sion scheme for FACT, Government would also take into considera-
tion the report of the expert committee and will also ensure that 
the expansion scheme apart from being advantageous does not ill 
allY way affect the process of stabilising production at optimum 
levels in the existing facilities. 

[Ministry of Petroleum and Chemicals O.M. No. 37012/2175/ 
Ferts. m dated 15-11-75] 

Reeommendation (Serial No. 24, Paragraph 1.63) 

The Committee also note that the project is based on imported 
~mmonia for which an agreement had been signed with Mis. NorslE: 
Hydro of Norway. The Committee were infonned that offers for 
'su,ply of liquid ammonia were originally handled by the Fertilizer 
-Corporation of India from where they were transferred and Chair· 
man and Managing Director of FACT was authorised in April, 1972 



to directly neogotiate with the foreign firm. Accordingly, negoti-
ations were carried out from June, 1972 and acceptance was given 
to the foreign firm in October, 1972. When the foreign firm 
lilu,Bgested that the contract be formally signed in November, 
1972, this could not be adhered to due to certain difficulties in the 
working of the Udyogamandal Unit and therefore a date convenient 
to both parties was fixed in February, 1973. The committee find 
that in January 1973 the foreign firm intimated that the terms set-
tled earlier had not been accepted by their Board of Directors and 
a revised offer was given by them in March, 1973. This revised 
offer was not, however, acc&?table 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 conclud-
ed. It was stated that he earlier settlement with the foreign firm 
had a provision that it was subject to the approval of the respective 
Board and therefore even if FACT had accepted the offer in November 
1972, it would not have made any difference. The Committee how-
ever find that even after the finalisation of the contract, the foreign 
firm (Mis. Norks Hydro Norway) was unable to supply ammonia 
at the agreed rates and had asked for an escalted Qrice and stated 
that they were not bound by the contract because of the world 
situation in petroleum and petroleum products. The Committe~ feel 
that in view of. the escalation in prices of ammonia the cost of 
production and the economics of the project would be adversely 
affected. The Committee recommend that Government should make 
use of the good offices of the IDA to pursuade the foreign firm 
~ supply ammonia at the already agreed price and also ensure 
timely and assured supply of ammonia in future. 

Reply of Govenunent 
FACT have entered into a contract with M/s. Norsk Hydro of Oslo 

for the purchase of ammonia for a period of four years commencing 
!rom 1st January, 1975. According to the contract, the supply of the 
contracted quantity of 45,000 tonnes of ammonia,:±: 10 per cent at the 
buyer's option, during 1975 was to be at a fixed price of Qatar Rials 
183 per tonne; the prices for the sUQplies to be effected in the sub-
sequent years was to be negotiated between the two parties prior to 
the beginning of each year. Towards the end of the year 1974,. 
Norsk Hydro gave Dotice to FACT to the effect that due to the 
escalation in the world market price of ammonia and due to the 
delays in the commissioning of the Qatar ammonia plant from where 
the supplies were to be effected, Nork Hydro would not be in a posi-
tion to fulfil the contract. Theredter, prolonged negotiations were-
held between Norsk Hydro and FACT. In April, 1975, when the 
first shipment was due far loading strictly according to the contr-
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act, Norsk Hydro informed FACT that the Qatar Govt. had banned 
the export of ammonia from Qatar Ammonia Co. at the original 
contract prices and that the price would therefore have to be rene-
gotiated in accordance with the- then existing market condition. 
Therefore, the advisability of insisting upon the strict implementa-
tion of the contract and, if necessary, taking the ma-tter for interna-
tional arbitration as against the advantages of buying ammonia at 
reasonable prices lower than the above ruling prices were consider-
ed both at the level of the company and by Government. It was 
felt that in view of the direction from the Qatar Government, Norsk 
Hydro may be in a position to resort to the force majeure clause and 
frustrate any IPove to obtain redress in an international court of arbi-
tration.' Accordingly, FACT was asked to negotiate the most fav-
ourable terms possible for the quantity of ammonia required dur-
ing the year. After prolonged negotiations the company signed an 
addendum to the original contract providing for supply of 18()()()O 
tonnes ± 10 per cent of ammonia by Norsk Hydro during the year 
1975 at a price of 330 Qatar Rials per tonne FOB (83 to 88 dollars). 

It would be appreciated that the international price then rul-
ing was around 400 dollars per tonne of ammonia with the sharp 
escalation in the price of ammonia and finished fertilizers allover 
the world consequent upon the oil crisis, many of the suppliers had 
gone back upon firm contracts and there was a situation of uncer-
tainty in the world ma.cket In this situation, it was felt that no use-
ful pun;>ose would be served by insisting on strict compliance of the 
contract. Government of India in fact agreed not only torenegoti-
ate this contract but many other contracts for the purchases of fin-
ished fertilizers. 

As stated earlier, MiS. FACT have a long-term contract for pur-
chase of ammonia from Norsk Hydro and is assured of, regular sup-
plies. Government of India would ensure that the price for the 
supplies to be made each year, which is to be negotiated at the-
beginning of the year, would be reasonable. 

[Ministry of Petroleum & Chemicals O.M. No. M-3701212!75-
Ferts. III dated 15-11-75J 

Recommendation (Serial No. 25, Paragraph 7.20 to 7.22) 

The Committee note that the FACT Engineering and Design 
Organisation (FEDO) was formed in 1964 as per decision of the 
Government of India taken in September 1963 to construct at least 
three complete fertiliser 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 
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in 1966. But of the four fertiliser projects (Cochin, Madras, Man-
galore and Tuticorin), for which the project reports were prepared 
by FEDO, only the construction and management of the Cochi. 
Project was entrusted by the Government to the Undertaking m 
July, 1965, though it had undertaken planning designing and con-
struction 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 gradual-
ly decreased from Rs. 1.50 lakhs in 1970-71 to a bare Rs. 8,000 i. 
19'73-74. As admitted by the Chairman-cum-Mananging Director 
though in the beginning FEDO had enough workload, but of Bate 
FEDO "was coming to a low level of utilisation. We have not a few 
orders recently. We expect to get some fresh orders also. Probably 
we can get going in the next year. For th future it will depend 
on whether we could get more orders". 

The Committee are informed that five projects estimated to cost 
about Rs. 60 crores are currently being done by the FEDO. In ad-
dition, some jobs including diversification programmes are also be-
ing undertaken by the FEDO. The FEDO is also considering the 
feasibility of taking up design and engineering work for chemical 
industries other than fertiliser industry. It has been stated that 
FACT is considering the question of effecting economics in FEDO, 
taking all the factors into account. The Committee find that in ad-
dition to ROO, the planning and development division of the Ferti-
liser Corporation of India, and the Engineers India Limited are alae 
engaged. in design and engineering work for chemical and fertiliser 
industries. The Committee note that when the FEDO was originally 
eonceived, it was contem,lated that this organisation would speci-
aUse in the design, engineering, construction and erection of am-
monia plants baaed on naphtha as feed stock as also, the plants for 
production 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 fertiliser c8Q8City 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 speciali-
sations with dUferent feed stock. However, it has been agreed by 
the Ministry that all efforts are required to ensure that facilities 
available with the different design and engineering oTp:anisations 
are utilised to best advantage and at the same time get the benefi~ 
-of alternative t~nologies. The Committee, therefore, recommend 
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th~t Government/FACT should .examine ihe economics of continu-
ing this organisation with reference to utility of the organisation 
and the volume of work to be handled by it and tak~ 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 workload 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 organisations in th~ field. The Committee 
feel that now there is need for Government to examine in depth 
and dectde the scope and area of consultancy of the different 
design and engineering organisations. The Committee recommend 
that a High Powered Expert Committee should be set Uf.? to review 
the role scope and area for conSUltancy, design and engineering in 
the fertiliser 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. 

Repl'Y of Government· 

Government are constituting a High Powered EXI?ert Committee 
to review the role, scope and area for consultancy design and engi-
neering in the fertiliser industry in the public sector so that the ex-
pertise available with the different design and engineering organi-
sations in the public sector is utilised to the country's best advant-
age. In the light of the Expert Committee's recommendations the 
role, set up and other aspects relating to FEDO will be examined. 

[Ministry of Petroleum and Chemicals O.M. No. M-37012 (2)/75-
Fert. III dated 15th November, 1975]. 

Comments of the Committee 

Please see paragraphs 1.23 to 1.27 of Chapter I of the Report. 

Recommendation (Serial No. 29, Para 8.4&) 

The Committee note that the agreement entered into by FACT 
with Mis. Southern Gas Limited for sale of oxygen provided that 
irrespective of the actual oft-take, the party would be billed for a 

-Not vetted by Audit. 
2393 LS--6. 
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minimum quantity of 56,630 C.ID. per month. The actual oft-take by 
the party from the commencement of aupply to 31st March, 1971) 
was substantially lower than the minimum quantity and the value' 
of the shortfall was RB. 5.6 lakhs. Even after 31st March, 1970, every 
year there had been shortfalls 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 amount, 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 conc\itions, (c) failure of 
the FACT to supply the minimum quantity. The Southern Gas 
Limited contended that since FACT failed to supply 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 thereafter. There 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 examined 
in consultation with the FACT's attorneys and it was expected that 
a settlement would be reached by making rl.ue allowances for the 
period daring which either party was not able to fulfil its obligations. 
If mutual agreement was not reached, it was stated that the matter 
would be settled by arbitration. The Committee 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 coulrl. not enforce especially when otlier 
parties were able to offer better prices. The Committee are not 
sure whether financial implications 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 cost of production. The Com-
mittee recommend that this matter should be thoroughly examined 
from all aspects and the Committee informed of the results. 

Reply of Government 

The company is still negotiating a settlement with MIs. Southern 
Gas. The Company ts being advised to settle the matter at the 
earliest by mutual negotiations or arbitration. The company is also 
being asked to Critically re-examine the financial and other aspects 
of a long-term contract with M1s. Southern Gas. 

[Ministry of Petroleum and Chemicals O.M. No. M-37012f2J75-
Ferts. m, dated 15th November, 19751 
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CommeJlts of the Committee 
Please see paragraphs 1.28 to 1.30 of Chapter I of the Report. 

BecolDDlendation (Serial No. 31, Paragraph 10.15) 
The Committee regret to note ~at FACT has been incurring huee 

losses on its manufacturing activities and the cumulative loss on 
31-3-1974 is over Rs. 11 crores. The loss has increased fliOm 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 utilisation of 
capacity and consequential loss in production, maintenance problems, 
failure of some critical equipments besides power shortage and 
labour troubles. The Committee are infonned that the loss in 1972-
73 cam~ down because of certain economy measures and with certain 
rationalisation of the distribution and marketing function. The 
Committee are constrained to observe that inspite of the Four 
Expansion Schemes which FACT had implemented, there had been 
gross under-utilisation of capacity, excess consumptioQ, of raw mate-
rials, losses on account of stores, surplus in man-power and the 
manufacturing and marketing expenses were very ml\ch on the high 
side. The Committee, therefo:r:e, feel that unless so~e concrete and 
concerted efforts are made to iIIlQrove the performance and reduce 
costs, rationalise the man-power and control, consumption of mate-
rials, it will be difficult for FACT to come out of the red. The 
Cqmmittee would like to be informed of the me~sures inittated in 
this regard. 

Reply of Government 
The Government and the company share the concern expressed 

by the Committee over the need to improve performance and reduce 
cost. The company has already initiated action in this regard and 
has taken steps to improve production management and maintenance 
programming. ,With improved mair.~lJdr£e arid cwse process 
control, excess consumption of raw material has already been reduced 
to a considerable extent and this trend is being maintained. With 
progressive improvement in plant operation and plant maintenance, 
it is envisaged that the ratios of consumption of raw material would 
be maintained within the budgetted limits. The procedure for 
studying variations between actual consumption and attainable! 
designed consumption has been stream-linen and is being rigidly 
followed. Periodical variance reports are also prepared and sub-
mitted to various authorities for ensuring better control.· 
--. At the time of factual verification Audit intimated that periodicai 
analysis of variances is made between actual consumption and budgetted 
consumption, the latter being bigberthan designediattainable ratioes fixed 
in March, 1971 and not between actual and designediattainable as 
stated. 
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On the basis of .works Study carried out by the Industrial Engi-
neering Deptt., the surplus staff in the Udyogamandal Division has 
also been, identified and action is being taken tore-deploy the surplus 
staff in the other units so as to arrive at a rational ann economic 
organisational structure. The management organisation is also .being 
suitably restructured to bring about better results. 

The Ministry is also closely monitoring the production perform-
ance of all the fertilizer units including FACT with a view to offering 
all possible assistance to overcome constraints and maximise ferti-
lizet production. With the measures initiated by the company and 
assistance rendered by the Ministry from time to time, it is expected 
that the company would succeed in optimising capacity utilisation 
and redUCing cost. 

[Ministry of Petroleum & Chemicals,O.M. No. 
M-37012/2f75-Ferts. m, dated 15-11-75] 

Recommendation (Serial No. 35, paragraphs 11.29 to 11.3S) 

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 on 31st March, 1974. The value of spares include fn the inven-
tory however showed an increasing trend from Rs. 108 lakhs repre-
senting 42.8 months consumption as on 31-3-71 to Rs. 185 lakhs on 
31-3-74 representing 71 months consumption. Even with reference 
to cost of machinery, 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 purchased 
later. Although the management has not considereci it necessary 
to do so, the Committee feel that in the interest of regulating pur-
chase of spares such a segregation is essential. The Committee hope 
that action would be taken to segregate the spares accordingly. 

The Committee regret to note that out of 31,149 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 Inventory Control 
Committee 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 surplus stores and the other work 
is yet to be taken up. 

*At the time of factual verification FACT intimated that presently 
minimum levels have been fixed for 2500 items approximately. 
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The Committee understand that a Review Committee appointed 
by the Chairman-cum-Managing Director identifiecl. value of absolete 
and surplus. stores on 30th September, 1970 as 20.83 lakhs. 

The value of such surplus and obsolete items has been reduced 
to 12.34 lakhs· The Committee are informed that the Inventory 
Control Committee are reviewing 'A' Value items to fix the maximum 
and minimum. limits and also to locate the surplus. The Committee 
recommend that the Inventory Control Committee should finalise 
its work soon and management should fix the maximum. and mini-
mum. limits for all the stores without delay. The management 
should !ake action to circulate the list of surplus stores to all the 
public undertakings inclucl.ing fertilizer prod~cing 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 
31-3-71, 32 per cent on 31-3-72 and 29.82 per cent on 31-3-73. The 
Committee regret to note that the value of items verified in any 
year is not available. The Committee are surprised that the dis-
crepancies noticed as a result of verification have also been not 
adjusted in accounts from 1968-69 to 1972-73. The Committee how-
ever note that in respect of 8,229 items verified durihg 1972-73 and 
17268 items verified during 1973-74 there had been shortage to the 
extent of 1,047 items of value Rs. 9.76 lakhs in 1972-73 ancl. 154 items 
valuing Rs. 3.77 lakhs in 1973-74 respectively. The Committee are 
informed that the Management's assessing the reason for the short-
ages. The Committee would like the management to investigate 
into the reasons for the shortages and fix responsibility 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 
revealed shortages of stock of sulphur and rock phosphate valued 
Rs. 113.53 lakhs during 1969-70 and 1970-71 out IOf 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 informed of the findings of the inquiry 
and the action taken by the management in 'pursuance thereof. 

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. 80.75 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. 



78 
Out of theaIe slow moving stores, it has been reported that stores 

valued at Rs. 21.34 l.akhs were declared obsolete by the same Com-
mittee· Even after the sale of 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 another depart-
mental committee is reported to be going into the question and its 
report is awaited.. It is unfortunate tbat 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 obsolete stores 
other than machinery stores 841d general stores Si() that management 
can take action for disposal of such stores by diverting them usefully 
to other public undertakings. 

From the foregoing, the Committee are led to conclude that the 
maintenance of store accounts and the inventory control in FACT 
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 iOf. No 
action has been taken in respect of results of physical verification 
and there had been accumulation of obsolete and surplus stores 
resulting in blocking up of capital. It is only in 1973 that the man-
agement has tl'\ought 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 reoommend that Government! 
FACT should critically examine the reasons for this state of affairs 
and take into account the results of investigations by special audit 
and the suggestions given by them so that the entire store system 
can before long be put in proper order. 

Reply of Government· 

The company has already taken action to segregate the spares and 
it is understood that, except for a few items, spares have been segre-
gated in Udyogamandal and Cochin. 

Action is also on band for fixation of norms for arriving at the 
maximum/minimum levels for spares taking into account the con-
sumption statistics and the lead time. This is likely to be completed 
by end of June 1976. In regard to surplus stores, detailed lists are, as 
recommended by the Committee, being circulated by the company 
among other fertilizer producing units in the Public Sector. 

The management appointed a committee to examine the reasons 
for the shortages in stores and fix responsibility therefor. The 

'Nnt vetted by Audit. 
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Committee's finding was that the shortages and surpluses were the 
cumulative effect of transactions spreading over a period from 1960-
66 onwards and that these were within reasonable limits. On the 
recommendation of this Committee, the shortages have been written 
off by the Company's Board as losses. The Committee was also of 
the view that it was not feasible to identify the reasons for the 
.shortages/surpluses. The Committee is separately taking action to 
fix maximum and minimum levels for inventory items. 

In regard to the shortages in the stock of sulphur and rock-phos-
phate brought out by the Special Audit carried out in 1972, depart-
mental action was initiated against the following six officers of the 
·Company:-

1. Shri A. H. Kurien 
2. Shri M. P. Narayana Pillai 
3. Shri P. E. Thomas 
4. Shri oJ. Ramachandran Nair 
5. Shri P. N. Menon 
6. Shri V. Sankaranarayanan 

Of the above officers, Shri Kurien and Shri Narayana Pillai have 
since resigned from the srevices of the company. According to terms 
and conditions of their appointment, these officers could leave the 
'services of the company three months after tendering their resigna-
tions. The resignation of these officers were accepted after consulting 
evc. Action in respect of the other four officers has since been 
c~mpleted and with the approval of Central Vigilance Commission 
two of them viz. Shri P. E. Thomas and Shri J. Ramachandran Nair 
have been exonerated.· 

In regard to the then Managing Director and the then Finance 
Manager, who have since reverted to their parent cadres, the advice 
of the CVC, based on the recommendations of the CBI, has been 
conveyen to the respective cadre authorities for initiating appropriate-
departmental action. 

The Company has now streamlined procedures for inventory 
control and is taking action to put the entire store system in proper 
order. A system of physical verification Of inventory to be completed 
within a cycle of two years, has been introduced. The occurrence 
of obsolescense and surplus being a continuous phenomenon, an 

• All the time of factual verification the Ministry of Chemicals and Ferti-
lizers intimated that the nature of penalty in respect to the other two 
officers is being decided. 
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Officer on Special Duty has been placed in position to identify such 
obsolete 'and' surplus' items on a continuous basis and take steps for-
their speedy disposal. ~ 

[Ministry of Petroleum It Chemicals O.M. No~ 
M-37012/2/75-Ferts. III, dated 30-12-751 

Comments of the Committee 

Please see paragraphs 1.40 to 1.57 of Chapter 1 of the Report. 

Recommendation (Serial No. 36, Paragraphs 11.45 to 11.47) 

The Committee note that on the request of Ministry of Petroleum 
" Chemicals, a special aucUt (covering the period from 1st April~ 
1967 to 31st March, 1972) of high value items of stores and raw 
materials including sulphur and rock phosphate was conducted by 
associating technical members from the Ministry. The special audit 
has brought to light the follOwing deficiencies in the stores 'proce-
dures 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 received. Payments to 
suppliers were mane on the basis of the weights indicated 
in the bills of lading. Weights shown in the bills of 
lading and the weights originally determined on arrival 
were not reconciled. 

(2) Materials Receipt Reports for receipt of sulphur and rock 
phosphate shipments were issued after considerable delay . . rangmg even upto one year. 

(3) Entries in stores ledgers have not been made in chrono-
logical order. 

(4) Theoretical consumption ratios were adopted from time 
to time including in some cases extra quantities to cover 
handling and other losses. This quantity was not bowever 
charged in the accounts. The stock at Udyogamandal had 
therefore been over stated in the accounts in 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 pbosphate was 
being washed down the river. 

(6) The methods of survey adopted for measurement of 
sulphur were not free from defec:ts. The measurement-
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books containing the measurements in respect of surveys 
conducted up to 5th January, 1971 were not traceable anI'! 
the loss of measurement books has 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 shown in the books although it was not physically 
available. Eventually a value of Rs. 6.12 lakhs was written 
off .in accounts of March, 1970. 

(7) Discrepancies noticed between survey figures and book 
balances were not reconciled. The management went on 

, certifying the book figures in spite of these being widely 
different from the actuals for purpose of annual accounts. 
It has been reported that the survey report figures were 
made to agree with the book figures. 

(8) As Btgai'nst shortage IOf Rs. 1.38 crotes both in re-
gard to rock phosphate and sulphur during the 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 
althuogh the quantity of shortage had been written off in 
full. 

(9) The quantities charged to accounts as consumed are higher 
than those calculated on the basis of reasonable consump-
tion ratios for consumption of sulphur and rock phosphate, 
resulting in a loss of Rs. 43.251akhs 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 less finished products 
than actual production. 

(10) There was no effective system of internal check on raw 
materials and efficiencies in their usage and on finished 
prot\ucts . 

. (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 pIant (a) for none of the 
item maximum limits were fixed, (b) Stores ledgers were 
in arrears, (c) bincards for about 6,000 spares and stores 
were continued to tie maintained thougli the stores were 
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not physically available. Balances in respect of 4,000 
items were shown without values. 

(13) III spite a system of perpetual stock verifications, 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 short-
ages and excesses noticed are still stated to be under investi-
gation and no adjustments have been made. 

(14) Non-Moving stores which constituted. 28 per cent of total 
value of stores accounted for more than Rs. 118 lakhs as 
on 31-3-1972. There was no systematic procedure in vogue 
for review of store items from time to time for purpose of 
locating surplus and obsolete stores. 

(15) No reconciliation of bincard balances with ledger balances 
was done. 

(16) Accounts of tools and plant were not properly reconciled. 

(17) Physical verification reports were not pursued centrally 
with the result that shortages had not been regularised. 
The value of such shortages as on 31-3-1972 was Rs. 23.80 
lakhs. The Committee note that thl' whole matter was 
investigated by the CBI and based. on their report depart-
mental action had been initiated against some of the 
officers of the company. In so far as they pertain to the 
Managing Director and Finance Manager, the matter is 
stated to be under the consideration of the Central vigi-
lance Commission. 

The Committee are informed that the management is taking 
action on the observations/suggestions of special audit. The Com-
mittee recommend that the management should finalise action on 
all the points and furnish a report of compliance. The Committee 
also reCommenri that the FACT should streamline the procedures of 
purchase and store accounting, adopt modern methods of inventory 
control and take suitable measures to ensure that the defects pointed 
out do not recur. The Committee also emphasise the need for 
scientific assessment and proper accountal of sulphur and rock 
phosphate which are obtained through imports after expending huge 
foreign exchange. Since these materials are received in boats, there 
should be regular preshipment and after-shipment surveys to ensure 
that the quantities loaried are actually received The Committee 
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would like that the FACT should consider the matter and take suit.-
able precaution to see that no portion of the rock phosphate is washed 
away due 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 investigating into the shortages. They would like 
that this should be specially investigated and the responsibility for 
this lapse fixet\. 

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 defi-
ciencies to the notice 'Of top maonagement for remedial action. The 
Committee recommend that Government shDuld keep a careful watch 
on the implementation of the suggestions given in the special aumt 
reports Mld ensure that such irregularities do nDt recur. The Com-
mittee also recommend that for purposes of UnifDrmity in the· pro-
cedure for accounting 'Of sulphur amd rock phosphate which are the 
main raw materials in the manufacture 'Of fertilizer, Government 
shDuld consider issuing suitable instructiDns in the matter and review 
from time tD time the implementatiDn 'Of these instructiDns. The Com-
mittee would like that the Central Vigilance CDmmissiDn wDuld expe-
dite the matter. The Committee would also like FACT/Ministry to 
cDmmunicate the results 'Of investigations and the actiDn taken in this 
and all other matters enquired intD by CBI. 

Reply of Government* 

As intimated to the Committee, the company is taking action 'On 
the 'Observations and recommendati'Ons 'Of the special Audit. The 
company has been asked tD draw up a time-bound programme fDr the 
implementation of the variDUS recommendatiDns 'Of the special audit 
and place a status report every mDnth before the Board 'Of Directors 
and also befDre Government SD as to enable the BDard/GDvt. tD moni-
tor the action being taken. 

As stated in reply to recommendation N'O. 33 actiDn is also 'On hand 
~ strengthen the Internal Audit so as tD enable the unit tD make a 
satisfactory check of stores aCCDunting and the working of 'Other 
systems and procedures. . 

In regard to the responsibility fDr shortages, as the CDmmittee is 
aware, the matter was investigated into by the CBI. on the basis of 
the report Of the CBI and subsequent reoommendations there-
'On by the Central Vigilance <?<>mmissioner, departmental acti'On 

·Not Vetted by Audit. 
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is being initiated against the officers of the Company 'found, prima 
JtWie, to be responsible. As regards the then Managing Director 
and the then Finance Manager of the Company, who have since 
reverted to their parent cadres, the recommenadtions of the cve 
have been conveyed to the respective cadre authorities for initiating 
appropriate departmental action. 

In regard to the Committee's recommndations that uniform proc-
dures for accounting sulphur and rock phosphate should be pres-
cribed by Government a committee is being constituted to look into 
all relevant aspects and make suitable recommendations. 

[Ministry of Petroleum & Chemicals O.M. No . 
. M-37012f2/75-Ferts. III, dated 21-11-75] 

Further information called for by the Committee 
Please indicate the nature of departmental action taken against 

each IOfficer of the company in the light of the report of the CBI and 
Central Vigilance Commission. 

Also please state the nature of departmental action taken against 
the then Managing Director and the Finance Director by the autho-
rities of the Cadres to which they belong. 

(L.S.S. O.M. No. 16-PUI75, dated 27-12-75) 
Further reply of Govemment 

The then Managing Director Shri M. K. K. Nayar, is being prose-
cuted under the Prevention of Corruption Act 1947 in the Court of 
Special Judge, Ernakulam. The Cadre Authority (in Department 
of Personnel & Administrative Reforms) has stated that the Central 
Vigilance Commission have agreed to the Departmental action being 
deferred till Coutt proc;eedings are completed. As regards Shri T. C. 
Krishnan, the then Finance Manager is concerned, the Comptroller 
and Auditor General, has stated that an enquiry officer has been 
appointed to enq,uire into the charges against him. Further deve-
lopments are awaitef\. 

Show cause notices have been issued by the FACT to the two 
officers of the company. The company has intimated that final 
decision is expected to be taken shortly. 

[Ministry of Chemicals & Fertilizers O.M. No. 3701212/75-
Ferts. m, dated 15-11-75] 

Comments of the Committee 
Please see paragraphs 1.58 to 1.67 of Chapter I of the Report. 
NEW DELHI; NAWAL KISHORE SHARMA, 

March 10, 1976. Chainnaft, 
Phatguna 20, 1897 (8). COmmittee Oft Public Undertakings. 



APPENDIX I 
[vide reply to recommendation of Serial No. 2] 

Mini3try of Fifl4nce BUTeau of Public Enterprises (Production Divi­
sion) O.M. No.211/7O-Prodn., dated the 17th August, 1970 regard­
ing: Fifty-ninth Reort of Committee on Public Undert&kings on 
Fertilizer and Chemicals, Travancore Ltd. 

The undersigned is directeil. to say that while going through the 
working of the FACT the Committee on Public Enterprises have 
observed as follows: 

"In the context of inadequacy or lack of power supply faced 
by FACT, .the Committee suggested that no project or 
expansion of a project should be undertaken, in future, 
unless power supply was assured with a guarantee, where 
it was to be supplied by another authority to the project." 

2. In view of the above recommendation it is requested that the 
Ministry of Petroleum & Chemicals, Mines and Metals,· Department 
of Industrial Development, etc., while sanctioning new proposals or 
expansion proposals, may keep in mind the power supply factor anil. 
unless power supply is assured with a guarantee no sanction for new 
project or expansion of a project may be given. 

Receipt of this letter may kindly be acknowledged. 
Sd/-

(S. JAGANNARAYANAN), 
Under Secretary to the Govt. of India. 



APPENDIXD 

[vide reply to recommendation at S. No. 20] 

Ministry of Fi1l4nce Bu.reau of Public Enterprises O.M. No. BPE/1 
(l38)/Adv. Fin. 70 d4ted the 4th Jantl41"y, 1976 regarding Fixing 
of date of commercial production and treatment of expemes in-
CUffed during trial TUns and, guarantee period performance tests: 

In anY' project requiring a prolonged construction period selection 
of a 'cut-oft' date based on the date when the project is officially recog-
nised as being ready for commercial production has to be specific. 
This is necessary to decide the treatment of expenses incurred during 
trial runs and guarantee period yerformances particulalI"ly in case of 
process industries in public sector. 

2. It has been suggested that the profit or loss sustained during 
the trial runs and guarantee period performance tests, should not De 
trea.ted as commercial profit or loss account should be prepared only 
from the date from which the unit is deemed to have gone into com-
mercial production. Another view has been expressed that the date 
of commercial production may be linked with physical output of the 
plant i.e. on achieving a certain percentage of installed capacity pro-
duction, say 66 2/3 per cent. or more. Yet another suggestion has 
been that the date of commercial production be reckoned six months 
from the date of the initial trial runs or on the completion of the 
guara.ntee period, whichever is earlier. 

3. General principles which should assist in the de~rmination the 
appropriate date when the company can be said to be ready for com-
mercial production have been under consideration of the BPE in 
consultation with the CAG. It is recognised that a formula cannot 
be prescribed for all public enterprises. However, general guidelines 
for determining the date of commercial production and treatment of 
the expenditure during the period of trial runs and guarantee period 
performance te~ts could however be prescribed. 

4. The term 'Commercial production' refers to production in 
commerCially feasible quantities and in a commercial practicable man-
ner. 

From the moment the plBllt is completed and commissioned and 
is ready for commercial production, all expenditure of a revenue 
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nature must be charged to the profit and loss account. It is for this 
reason that is important to determine 'the cut-off date' based on the 
date when the plant is ready for C'Ommercial production, with pre-
cision. The crucial date will be when the plant is ready for com-
mercial production and not the date when the plant actually com-
mences commercial production. Therefore, if the plant has been com-
pleted and commissioned and is ready for commercial producti'On and 
the company for one·reason or the other, does not start commercial 
production immediately thereafter, the expenditure incurred during 
that period must be treated as revenue expenditure and may not be 
capitalised. This rellows from an importa.nt rule both of accounting 
principle as well as of economic theory viz. that only those eXp'enses . 
should be capitalised as part of the cost of an asset which relate to the 
acquisition or constructiJOn of the asset Or which add anything to the 
value 'Or utility of the asset. 

5. In case the guarantee period is very long, the date of commercial 
production may be reckoned on the basis of completion of the trial 
runs or six months whichever is earlier. 

6. All expenses incurred during the period of trial runs or guaran-
tee period perfunnance tests may be treated as development expen-
diture. U it results in a profit, it may be utilised to write off the--
debit balance of deferred revenue expenditure, preliminary expenses, 
developmental expenses etc. If after writing off these intangible 
assets, surplus, if any, available may be credited to capital reserve 
account. 

7. In a multi-product process plant, normally, the commercial 
production in the different units would start more Or less simultane-
'Ously. However, sometimes this may not happen and it may then be-
come necessary to determine the date of commercial production fur 
each unit instead of for the entire plant for all the products. The 
principle as laid down in paragraphs 4-5 above can be applied in deter-
~ning this date for each unit. 

8. The Ministry of Industrial Development etc. are requested to 
bring the contents of this O.M. to the notice of the public sector en-
terprises under their administrative control. 

Sd/- A. M. Banerji,. 
Addl. Secretary & Director p 

Central Bureau of Public-
Enterprises~ 
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(Villi reply to recommrnct.ti<'n ., s. Nc . .: 

ToUll ,,;tr0lm ClJpeiIy utiliMtUm in '01M S41ecud reliom oj the fJ){~ld. 

Per cent capacity utilisation 
Region ---------1967 1968 1969 1970 1971 1972 

------~--------------
India- SS 61 S3 63 62 70 

North Ame,-ica . 52 59 58 61 65 66 

West B UTope 68 69 68 58 56 55 
East Ruro~ ct USSR 63 69 66 68 69 65 
Japan 86 93 96 63 52 43 
Israel 16 79 85 91 40 47 
South Africa 33 2.4 38 54 53 49 
Oceania 16 30 26 43 43 59 
Latin Ame,oica 57 48 46 47 So 47 
Developin, Africa 134 115 36 27 34 35 
I>evelopin, Asia 26 40 51 50 34 43 
Othet- Asia 48 51 54 59 69 88 
World 59 63 63 60 61 60 

·PiallrcS are on April-March basis. 

R'I: World Fcrtilizn- Market Review and Outlook, TVA, 1974; p. 4 I, 43.-So\l1 cc-
P.A.I. 



APPENDIX VI 
(Vide reply to recommendation S. No.1) 

MEAS1]JmS TAKEN/OR BEING TAKEN TO AUGMENT PIIODUC-
. TION IN OPERATING UNITS 

(i) At Sindri: Installation of a supplementary naphtha gasifica-
tion unit; introduction of naphtha into coke oven gas reformation 
section to supplement availability of gas; efforts made by Ministry 
of Petroleum & Chemicals to maintain the continuity of supplies of 
Kargali coal for improved production; a Rationalisation programme 
for the manufacture of phosphatic fertilizers replacing at the same 
time the poor quality gypsum now obtainen from Rajasthan by the 
by-product gypsum from the phosphoric acid plant is expected to 
be implemented by the end of 1975-76; a long-term programme for 
modernisation of the Sindri plant to be implemented by April 1978 
so as to replace the aged plant and process technology now in use 
for ammonia production by a switch-over to the use of heavy petro-
leum fractions as feedstock. 

(ii) At Nangoi.: An expansion project is under implementation; 
this includes change-over from electrolysis to fuel oil as feedstock, 
thus reducing the power requirements to 36 MW as against the exist-
ing 164 MW. 

(iii) At Trombay: Extensive modification to remove design and 
engineering deficiencies; change-over of the carbon dioxide recovery 
system to modified Benfield process; installation of a supplementary 
naphtha reformation unit; additional steps for debottlenecking the 
complex fertilizer plant to be implemented by the end of 1976-77. 

(iv) At Alwaye: Installation of spare phosphoric acid reactor; 
installation of a thickner for gypsum slurry used for manufacture of 
ammonium sulphate; replacement of acid coolers, drying and absorp-
tion tower in oln sulphuric acid plant and creation of additional 
grinding facHities for rock phosphate. 

(v) At Rourkela: 

(a) Modification for release of coke oven reformer fuel with 
naphtha. 
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(b) Installation of a new screw compressor for the coke oven 
gas supply. 

(c) Release of coke' oven gaS' for fertilizer production by 
meeting energy requirements in the steel plant with fuel 
oil in plac of coke oven gas, wherever possible . 

. (d) A proposal for the creation of additional' facmti~ to 
supplement the gas availability for full utilisation of 
capacity has reently been approved. It will take 30-36 
months for implementing the scheme after all the 
approvals are given. 

(vi) At Neyveli: The following steps have already been taken: 

(a) Installation of benzene absorbers and completion of 
certain other modifications in various sections of the plant. 

(b) Implementation of a phased repaid and maintenance pro-
gramme on an extensive scale. 

(c) Change-over to fresh vetro-coke solution for carbon 
dioxide recovery. 

Besines. a programme envisaging switch-over to the use of fuel 
oil instead of lignite as feedstock and modifi'cation in the carbon 
dioxide recovery system is also proposed to be undertaken. During 
the five months April-August 1975, the capacity utilisatoon in 
Rourke1a and Neyveli has been better than in the past. 

(vii) At Durg:lpur and Cochin: An end-to-end survey of Durga-
pur pl3lllt was carried out by Technimont of Italy. Based on their 
report. various modifications are to be carrien out in both these 
plants which are. presently faced with a number of problems includ-
Ing defective equipments supplied from abroad. Appreciable im-
provement in their performance can be expected only after these 
modifications have been carried out. 



APPENDIX VD 

(VUle para 4 of Introduction) 

Analysis of action taJrm by Gowrttnlent of tIN recommendations CDIJIIJiINd in ,IN Su,ty-S,/J8tJlh 
Report of the Committ8' on Public UtJlkrtallings (FIlth Loll Sabba) 

I. Total number ofrecomendations made 37 

II. R:comm!ndations that have been accepted by Government (vide 
recommendations at S. Nos.:.a, 3 and l:.a, 4, S, 6, 7, 13, 14, IS, 16, 
r8, 19, :.ao, 21, :.a2, 23, 26, 27, :.a8, 30, 3:.a, 33, 34 and 37). •• 2S 

Percentage to Total 67.5 

III. Recommendations which the Committee do not desire to pursue in 
view of Gavernment's reply (fJitU recommendations at SI. Nos. 
1,8, 9, 10, II, 17, 24, 25, 29. 31, 3$ and 36) . I2 

Percentage to total 32..5 

IV. Recommendation in respect of which replies of Government have not NIL 
~ accepted by the Committee. . . . . . . 

Percentage to total NIL 

V. Recommendations in respect of which replies of Government are 
awaited NIL 

Percentage to total NIL 
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