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INTRODUCTION

I. the Chairman of Standing Committee on Petroleum and Chemicals
(1993-94) having becn authorised to submit the Report on their behalf,
present this Third Report on the Ministry of Chemicals & Fertilisers
(Deptt. of Fertilisers) relating to ‘Production, Import, R&D, promotion
and Marketing of Fertilisers’.

2. The Committee took evidence of the representatives of Ministry of
Chemicals and Fertilisecrs (Deptt. of Fertilisers) on 19 and 20 October,
1993 and of Ministry of (Deptt. of Agriculture & Cooperation) on
20 Oct., 1993. The Committce also heard the views of representatives of
(1) Fertiliser Association of India, (ii) experts and farmers, (iii) recognised
unions/officers associations of HFC/FCI and PDIL, (iv) FCI and HFC, (v)
IFFCO and KRIBHCO on 19 August, 14, 29, 30 September and
19 October, 1993 respectively.

3. The Committec also reccived memoranda from several experts on the
subject which were considered by the Committee. The Committee consi-
dered and adopted the Report at their sittings on 9 and 10 December,
1993.

4. Fhe Committee would like to express their thanks to the officers of
the Ministrics of Chemicals and Fertilisers (Deptt. of Fertilisers), Agricul-
turc (Deptt. of Agriculture and Cooperation) and also others who
appeared and placed their considered views before the Committee on the
subject.

New DeL; SRIBALLAV PANIGRAHI
14 December, 1993 Chairman,
23 Agrahayana, 1915 (Saka) Standing Committee on

Petroleum & Chemicals.



PART I— BACKGROUND ANALYSIS
I. DEMAND AND PRODUCTION OF FERTILISERS

A. Role of Administrative Ministry

The Department of Fertilisers (DOF) in the Ministry of Chemicals and
Fertilisers in entrusted with the responsibility of sectoral planning, promo-
tion and development of fertiliser industry, planning and monitoring of
production, import and distribution of fertilisers, management of subsidy
for indigenous and imported fertilisers and administrative responsibility for
public sector undertakings and cooperative sector units engaged in produc-
tion of fertilisers. The work relating to assessment of requirement of
fertilizer nutrients, ensuring timely and adequate supply and promotion of
fertilisers, however, is the responsibility of the Ministry of Agricuiture
(Department of Agriculture and Cooperation).

1.2 The work of DOF has been broadly divided into four Divisions
dealing with (i) Fertiliser Projects and Planning; (ii) Fertiliser Import,
Movement and Distribution; (iii) Administration; and (iv) Finance and
Accounts. The following PSUs and cooperative units engaged in produc-
tion of fertilisers and related functions are under the administrative control
of DOF.—

Name of PSU Produced Category of
Fertilisers

@) Fertilizer Cooperation of India Nitrogenous
(F.Cl1)

(ii) Fertilizers & Chemicals Travancore Nitrogenous & Phosphatic
Lid. (FACT)

(i) Madras Fertilizers Ltd. (MFL) —do—

(iv) National Fertilizers Ltd. (NFL) Nitrogenous

(v) Rashtriya Chemicals & Fertilizers Nitrogenous & Phosphatic
Li«d. (RCF)

(vi) Hindustan Fetilizer Cooperation Nitrogenous
Lwd. (HFC)
(vii) Pyrites, Phosphates, & Chemicals Single Superphosphate
L. (PPCL) (and exploiting pyrites de-
posits)

(vii) Paradecp Phosphates Ltd. (PPL)  Phosphatic
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(ix) Project Development India Ltd. Areca of operation De-
(PDIL) sign, ecngincering and
consultancy services,

R&D, production of
catalysts and chemicals
and fabrication of equip-

ments.
Name of Cooperative
(i) Indian Farmers Fertilisers Nitrogenous and Phos-
Cooperative Ltd. (IFFCO) phatic
(1) Krishak Bharati Cooperative Nitrogenous

Lid. (KRIBHCO)

1.3 Besides the PSUs and cooperatives, there is a wide network
of fertiliser plants and units in private sector having total produc-
lion capacity of 2957,000 tonnes of nitrogenous and 1721,000 tonnes
of phosphates. Coordination between the public and private sectors,
whenever required is, provided by DOF at different form in respect
of diffcrent activitics. Production targets arc fixed by Government
at the beginning of the ycar after discussion with all companies.

B. Importance of Fertilisers

1.4 Fertiliser plays a significant role in accelerating the growth of
agricultural production which is trcated as backbone of Indian
cconomy. There has been a steady growth in the consumption of
fertilizers since 1966-67 when the new agricultural strategy was
adopted. Nevertheless, the consumption of fertilisers is an important
index of the pace of agricultural output in India. Consistent with the
increased consumption of fertilisers, its production has increased
gradually. The prime objective of our planning has been to achieve
self-sufficiency in agricultural output. It is pertinent to mention that
the agricultural growth maintained uptrend except in some years
when it witnessed erratic behaviour of nature/monsoon etc. As a
result, the food production of 74.23 million tonnes during 1966-67
reached at 167.1 million tonnes in 1991-92 and expected to be about
181 million tonnes in 1992-93.

C. Requirements of Fertilisers

1.5 Thete are three main fertilizer nutrients required for various
crops. These are Nitrogen (N), Phosphate (P) and Potash (K). Out
of these, indigenous raw matcrial is available mainly for nitrogen.
The major requitement of phosphate cither in the form of raw
materials or finished fertilisers is imported; the indigenous phosphatic
ores are comparatively poor in quality and meant only 5% of the
total demand. The eatire rquirement of potash is also met through
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imports as there are no known, exploitable reserves of potash in the

country.

1.6 Different kinds of fertilisers which form part of nitrogen and

phosphates nutrients are:—

Nitrogen % of contribution in production
during 1992-93
(i) Urca 81.2
(ii) Complexes 8.7
(iii) DAP 6.3
(iv) Ammonium Sulphate 1.6
(v) CAN 1.8
(vi) A/ 0.4
Phosphates % of contribution in production
during 1992-93
(i) DAP 51.8
(ii) SSP 15.6
(iii) Complexes 32.6

1.7 Fertiliser Association of India (FAI) in a note furnished to the
Committee statcd that the National Informatics Centre (NIC) had worked
out the requirement of fertilisers yearwise upto the year 2005 A.D. while
preparing VIII plan Document. NIC estimates for the likely demand upto
2004-2005 alongwith estimated consumption during 1992-93 are as under:—

Year N P,0Oq K,O Total
in 000’ tonnes

1992-93 8,400 3,191 1,066 12,657

(Estimated

consumption)

1993-94 8,910 3,720 1.580 14,210

1996-97 9,930 4,220 1,760 15,910

(Terminal year of

VIII Plan period)

1999-2000 10,940 4,730 1,940 17,610

2001-2002 11,650 5,090 2,070 18,810

(Terminal ycar

of IX Plan period)

2004-2005 12,680 5,610 2,250 20,540

1.8 The demand of fertilisers as per the Govt. estimates is likely to
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grow appreciably during the 8th and 9th plans. Based on the recommenda-
tions of Working Group on Fertilisers for the 8th Five Year Plan, the
Planning Commission has prepared the Plan document wherein likely
demand of Nitrogen, Phosphate and Potash would be around 115.0 lakh
tonnes, SO lakh tonnes and 18 lakh tonnes, respectively during the terminal
year of the Plan (1996-97). The demand of Nitrogen in the country by the
end of 9th Plan (2001-2002) would be in the range of 134.5—137.3 lakh
tonnes, an increase of 19.5-22-3 lakh tonnes compared to the projected
demand for the terminal ycar of the 8th Plan.

1.9 During the course of examination of DoF, the Committeec wanted to
know the plans/strategy worked out by the Govt. to meet the wide gap
between demand and supply of indigenous production of fertilisers.
Secretary, DoF replied during cvidence as under:—

“The fertiliser production capacity that we have in terms of nitrogen
is presently 85.3 lakh tonnes. Some new plants are going to be added
by the end of 8th Plan, nearly 83% of the nitrogenous requirement
would be met locally. If you take phosphatic fertiliser, since our
country is short of the basic raw materials which are required for
manufacturing this phosphatic fertiliser, like rock phosphate, phos-
phltic' acid etc., we are self-sufficient to the tune of 70 per cent or so.
In the case of potash fertiliser, our country’s reserves are fairly
insignificant. Therefore, we are totally depending on imports. This is
the scenario and I suppose it will continue by the end of thc Eighth
Plan.”

1.10 Explaining it further, DoF stated in note furnished after the
evidence as follows:—

“The gas based fertilizer plants at Gadepan (Rajasthan), Babrala
(U.P.), Shahajahanpur (U.P.) and Kakinada (Andhra Pradcsh) were
to be commissioned during the 7th Plan period. However, all these
projects had been delayed. The Kakinada Plant was commissioned
during the Ist ycar of the 8th Plan. The other plants are expected to
be commissioned during 1993-94 and 1994-95. The likely production
of Nitrogen from the existing plants, as ‘also the projects under
implementation would be 88 lakh tonnes per year. Thus, there will be
a gap of 27 lakh tonnes of nitrogen at the end of the 8th Plan
between the demand and the likely production. However, if the
demand projection for phosphate (50 lakh tonnes) materialises at the
end of 8th Plan, additional quantity of 8 lakh tonnes of Nitrogen will
be available through phosphatic fertilizers. Thus, the net gap between
the demand and production of Nitrogen at the end of 8th Plan would
be about 19 lakh tonnes, which would be equivalent to about 41.3
lakh tonnes of urea”.

As a part of the strategy to bridge the gap between the demand and
supply of Nitrogen, a number of projects were identified. As natural gas is
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the most preferred feedstock for producing urea, new capacitics were
proposed based on gas, the requirement of which was estimated at
9.7 million cubic meters per day (MMSCMD). Aguinst this, only 4.1
MMSCMD of natural gas has been allocated for doubling the capacity of
the existing gas based urea plants at Vijaipur (NFL-Madhya Pradesh) and
Aonla (IFFCO-UP.) and one medium sized grassroot plant to be set up in
the Krishna-Godavari Basin. This would result in additional production of
7 lakh tonnes of Nitrogen (15.2 lakh tonnes of urea). The present
indications are that no more gas would be available for the fertilizer sector
for the 8th Plan. This will leave a gap of 12 lakh tonnes of Nitrogen (26
lakh tonnes of urea). Therefore, during the terminal year of the 8th Plan
there would be a need to import about 26 lakh tonnes of urea.

Accoding to the Working Group on Fertilizers for the 8th Plan, the
demand of Nitrogen in the country by the end of 9th Plan (2001-2002)
would be in the range of 134.5-137.3 lakh tonnes, a increase of 19.5—22.3
lakh tonnes compared to the projected demand for the terminal year of the
8th plan. Taking into account the gap of 12 lakh tonnes of Nitrogen at the
end of 8th Plan and a further gap of 21 lakh tonnes at the end of 9th Plan
would be of the order of 33 lakh tonnes, equivalent to 72 lakh tonnes of
urea. It is highly unlikely that such a massive quantity of urea would be
available in the international market for India alone as the total market-
able surplus of urea internationally is expected to be of the order of 60 to
70 lakh tonnes only. In view of the above, additional urea capacity will
have to be planned.

D. Production Performance

1.11 The following table gives the sector-wise targets vis-a-vis actual
production of nitorgenous and phosphate fertilizers during the year 1991-92
and 1992-93:—

Name of Sector 1991-92 1992-93

Target Actual CAP. Target Actual CAP.
('000MT)(*000MT) UTI("000MT) ("000MT) ;‘JTI
%

NITROGEN

(1) Public Sector

(A) Viable Units 26026 26835 819 26400 2567.0  88.0

(B) Loss-Making Units 637.1 4571 313 912 4547 311
Total (I) 3239.6 30206 690 32812 30217  69.1

(II) CO-OP. Sector 162.7 1785 1128 16466 .1705.4  111.3

(TII) Private Sector U876 25523 1088 2820 27032  106.7
Total (I+11+11I) 73500 73013 885 77000 74303  88.0

PHOSPHATE .

() PUBLIC SECTOR 7481 7T R4 7609 6564 8.9

(1) CO-OP. SECTOR 340.3 9.9 113.2 340.9 308.1 99.7
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() PRIVATE SECTOR 1561.6 1480.5 89.5 16483 13418 78.6
TOTAL (1+11+IO) 26500 2562.1 93.0 27500 2306.3 8.1

1.12 On the basis of the above table, the production of public sector
presented a dismal picture as compared to private scctor performance
during the last two years. The production target of nitrogenous fertilisers
in public sector had not been achieved during the last two years 1991-92
and 1992-93. The performance of coopemative sector has been remarkable
as their actual production went ahead of the target fixed for the year 1991-
92 and 1992-93. Overall, the output remained lower than the actual
demand.

The fall in the production of nitrogenous fertilisers, was due to frequent
breakdowns and fund constraints and restriction of gas supply to some
fertiliser plants. Similarly the production of phosphatic fertilizers had also
suffered due to substantial drop in consumption of phosphatic and complex
fertilizers consequent upon steep increase in the prices of these fertilizers
following their decontrol in August, 1992.

1.13 The Committee further pointed out that production targets of
phosphate fertilizers were not achieved even in private and cooperative
soctors. Asked about the reasons for the same, DoF replied in a note as
follows:—

“The production of phosphatic fertilizers has been affected occasion-
ally in the ‘past duc to shortage of phosphoric acid. This has also
affected the production of nitrogen which is produced as part of the
phosphatic fertilizers. After the de-control of plsphatic fertilizers
from 25.8.1992, the market price of phosphatic fertilizers showed a
steep increase as earlier these fertilizers were heavily subsidised. This
adversely affected the off-take of phosphatic fertilizers on the one
hand and production and viability of the phosphate producing units
on the other. The problems of the indigenous phosphatic units has
been accentuated duc to availability of cheaper imported DAP. Due
to substantial difference between the price of importcd DAP and the
local cost of production and the sluggish off-take of DAP in the
country, a number of DAP and complex fertilizer units either
suspended their” production or curtailed their production during the
period Apnl 1983 to June, 1993. With the announcement of special
concession of Rs. 1000 to the farmers on purchase of indigenous
DAP and proportionate concession on indigenous complex fertilizers
and SSP, the indigenous units havg resumed production, with the
exceptions on one unit. This has affected the production of both

phosphate and Nitrogen.”

1.18 Explaining the reasons for drop in phosphate fertilizers in the
indigeaous industry, a representative of Fertilizer Association of India
deposec before the Committee:
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“....During the last two years, various adhoc decisions have been
taken by the Govt. from time to time. Today, there is an utter
confusion in the fertilizer sector and consequently in the Agriculture
sector. In July, 1991, prices rose by 40 percent; in August, they were
reduced to 30 percent. An announcement was made that small and
marginal farmers will be exempted from this increase for whom the
State Government will administer subsidy. It has been stated by the
Government recently in reply to a Parliament question that only 3
percent of the farmers benefited from this scheme....

....If you look at the April-June production, the production of
phosphate is down, DAP production is down, super phosphate
production has gone down, complex production has also gone down.”

1.15 On being asked about the likelihood of setting up new plants to
meet the growing demand of fertilizers, the witness replied:—

“No sir, I can make a statement that there is no fertilizer growth of
industry that I am envisaging. For Aonla and Vijaypur Plants
expansion projects are to be taken up. No new nitrogen plant is likely
to start production early. No plant for phosphate is under construc-
tion. \ want to submit that unless the policy is definite and
appropriate atmosphere is made our dependence on import will go on
increasing.”

1.16 Some experts in the fetilizers industry in their evidence submitted
before .the Committee apprised the Committee that due to low returns in
the fertiliser industry, new investment including foreign investment was not
forthcoming. During the course of examination of the DoF the Committee
wanted to know about the efforts being made to attract foreign investment
in fertilizer industry, the Secretary DoF replied:

“Sir, so far as foreigners coming and setting up new plants in India
is concerned, today the possibility is very dim. They will be
interested only in gas based projects. But we really do not have
any extra gas at the present moment. So, there is no likelihodd of
any foreigner coming to India.”

1.17 When asked to eleborate it further, DoF in a note brought out the
following reasons for lack of foreign investment in the fertilizer sector in

India:
“(i) Fertilizer is a highly capital intensive industry. DeprcsscA
international market of fertilizers has made it possible to secure
fertilizers at cheaper rates in the international market as compared
to the domestic cost of production of fertilizers in the new plants.

(ii) After de-control of phosphatic fertilizers, investments in
phosphatic fertilizer industry appear prima facie unviable compared
to the cost of production in coutntries which have abundant raw
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materials like rock phosphate and sulphur. The indigenous phos-
phatic industry is largely dependent on imported raw material.

(iii) In the case of nitrogenous fertilizers, natural gas, which is
the most preferred and cost effective feedstock, is not likely to be
available atleast for some years to come.

(iv) So long as there is Retention Price Scheme for nitrogenous
fertilizers, the investment will be worthwhile. However, it is not
certain how long this scheme would continue. Once this scheme
goes, the market will not be able to absorb the high cost of
indigenous production from new plants.”

E. Factors for Production

1.18 Overall production has been below the installed capacity in the
recent years. Apart from poor production performance of FCI and HFC
plants (which has been discussed cleschwere in the Report) the other
factors adverscly affecting the production performance of fertilizers indus-
try have been mainly due to shortage of gas power and coal. The natural
gas is most preferred and economical feed stock for fertilizer plants. All
new plants arc gas based as the cost of production of this these plants is
cheaper. The present allocation of gas for fertiliser industry is about
27 million cubic meters per day, which works out to about 36% of the total
allocation of natural gas for all sectors. For the VIII Five Year, Plan
considering the likely demand/supply gap in nitrogen, the Department of
Fertilizers had asked for allocation of 9.7 million cubic meters of natural
gas per day to set up additional capacitics. The actua! allocation was,
however, limited to 4.1 million cubic meters per day.

1.19 In this connection, the Managing Director of KRIBHCO deposed
before the Committee that they were not getting the required quantity of
gas.

1.20 Similarly, representatives of other PSUs like HFC/FCI brought to
the notice of the Committee that there was acute power shortage in some
of their plants. Even one or two second power failures/distruption causes
production losses running into several lakhs.

1.21 During the course of evidepce it was pointed out that/contents in
the coal supplied to coal based plant was on higher side and adversely
affected the production performance.

When Commitee enquired whether the issues regarding availability of
coal/gas/power etc. were taken up the concerned Ministries’Governments/
Department at the Ministry level, the Secretary, DoF replied:

“So far as gas is concermed there is what is called the GAS
Linkage Committee. The Committee attends to gas linkage and
also attends to any difficulties in between. So far as Coal
Department is concerned, in fact, our requirement is very margi-
nal. Coal is not a major input in this placc T~ *he casc of
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Railways, we again have, with thc Railways, a tic-up that we meet
periodically. In our own officc we have got a movement division
and we take officers from the Railways there.

There is also a Committee in the Cabinet Secretariat. The
Secretary Coordination is the Chairman of the Committee. Nor-
mally it looks into the problems of soordination between Coal,
Railways, and Ministries like Industry etc. for purposes of cement,
power, steel etc.

There is an Infrastructural Committee which looks into our
problems also. So there is coordination among them.”
1.22 When asked whether coordination between various Deptts. of the
Government was working satisfactoriley the witness replied:

“We have no problem. When we -have major differences with the
Ministry of Petroleum & Natural Gas then this is taken up with the
Committce of Secretaries and with the Cabinet Secretary.”



II. IMPORTS OF FERTILISERS

2.1 Currently, the indigenous production of Nitrogen (N) and Phosphate
(P) meet about 85% and 70%, respectively of the country’s requirement.
The total requirement of potassic fertilizers has to be imported as the
country does not have any known and exploitable reserves of potash. The
gap between demand and indigenous production of N & P is also met

through imports.
2.2 The following table shows the consumption, production and quantity
and value of imports of fertilisers during the last 5 years:—

Year Consumption production Imports  Cost of Subsidy on

Imports Imported

fertiliser

(in lakh tonnes) (Rs. in Crores)
1988-89 110.40 89.64 16.08 644.53 200.70
1989-90 115.68 85.43 3114 1538.77 771.10
1990-91 125.46 90.45 27.58 1335.8 659.33
1991-92 127.28 98.63 27.69 1934.19 1299.60
1992-93 121.53 97.36 29.76 2216.01 996.11

2.3 On the basis of available trends in the table above it may be stated
that the imports of fertilisers would continue during 8th and 9th Plan
periods to fill the gap between demand and supply.

2.4 The Committee desired to know about the concrete steps taken by
Govt. from time to time to reduce the imports which were increasing year
after year, DoF in a written note informed the Committee that:

“The gap between indigenous production and demand is to be met
through imports. Indigenous raw materials for phosphatic fertilizers
account for negligible portion only. There are countrics in the
middle-cast, North and West Africa and US Gulf where good
quality rock phosphate is abundantly available. The Indian com-
panies arc being encouraged to set up joint venture projects for
phosphatics in these countries. On such joint venture for phospha-
tic production in Senegal has been in operation for the past ten
years. Another joint venture between an Indian company and a
Jordanian company for producing 2 lakh tonnes of phosphoric acid
per annum is currently under implementation. Efforts are also
being made to explore whether running concerns for phosphatic

10
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production in US Gulf can be acquired. These joint ventures, if
realised, will ensure continuity of supply of phosphatic raw
materials and finished fertilizers at a competitive price.”

Explaining it further, Secretary, DoF stated during his evidence:—

“One strategy which we are actively pursuing and exploring is to
set up joint ventures abroad in the neighbouring countries like
Qatar. Our people visited Qatar and they have identified the sites.
But a little work needs to be done to sign Memorandum of
Understinding. The second country is Oman and the third is,
recently, we had sent a team to Iran -South of Iran - where there
is a place called Qeshm Island where they have set up a free zone
and all that. Also, some effort is being made to locate a plan in
Brunel which has a very rich source of gas. The idea is to bring the
fertilizers from therc on a buy-back arrangements. Another
strategy is to set up ventures abroad cither on our own or in
collaboration with the locals depending upon the local laws and
regulations and then get the fertilizers back into this country. So,
this is the kind of strategy that we are trying to adopt and trying to
promote.”

2.6 Various experts and also FAI submitted before the Committee that
the international prices of fertilisers were presently on lower side and did
not reflect the cost of production. Multinational companies can enhance
the prices after capturing the market in big countries like India and China.

2.7 In reply to a question about dumping of fertilisers by advanced
countries, M.D., IFFCO stated during his evidence:—

“About dumping by the Americans, I would say that when we lock
at the industry, we may feel bad that they are dumping DAP.
DAP is basically produced by the USA. The phosphoric acid is
produced by North African countries like Morocco, Tunisia. The
ammonia is produced by former Soviet Union, FSU especially
Ukrain which has the largest capacity of exporting ammonia. So,
supplying DAP cheaper to India does not mean much to us as far
as productivity of agriculture is concerned because the farmer will
be getting it cheaper. I think the game was to create a panic
situation in countries like Morocco, Tunisia, Sencgal etc. where
the total economies are dependent on their phosphonc acid
production. The price of ammonia has shot up by 40 dollars
because Russia has stopped the gas supply to Ukrain. They were
not able to meet the price and they were not able to make the
payment to Russia because before this ammonia was available very

a
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cheap. This is more to do with international marketing strategies.
In India we closed down for three to four months. Now, it is
running successfully. This helped in getting the raw materials prices
reduced.”

2.8 On being asked about the possibilities of use of bio-fertilisers with a
view to reduce the imports of chemical fertilisers, a representative of
Deptt. of Agri. & Cooperation stated:—

“I would like to give the example of China, because of the
compulsion of the situation and also because of various other
factors, there should be a constant endeavour to find out alterna-
tive sources. China is successfully experimenting with bio-fertiliz-
ers. We are also planning a scheme for effective demonstration
before our farmers about he efficacy of other sources of nutrients
like organic and bio-fertilizers.”



III. REVAMPING OF FCI AND HFC PLANTS

3.1 The table delincated below shows the comparative production
performance of various PSUs/Cooperative units and private sector as a

whole during the years 1991-92 and 1992-93:

Name of Installed Production % capacity
the plant capacity utilisation
as on 1991-92 1992-93
1.12.1992 1991-92 1992-93
A. Public Sectcr
L F.CI 806.0 247.1 235.2 30.7 29.2
II. HF.C 654.0 209.9 21.6 321 339
III.  N.F.L. 1036.0 1067.6 1034.0 103.1 9.8
IV. FACT 346.0 256.0 2379 74.0 688
V. R.C.F 1000.0 840.6 923.1 84.1 92.8
B. Cooperative Sector
L 1IFFCO 864.0 946.5 929.5 109.5 107.6
II.  KRIBHGO 668.0 782.1 775.8 7.2 116.1
C. Private Sector
2623.0 2552.3 2703.2 108.8 106.7
~ Total (A+B+C) 8531.0 7301.3 7430.3 88.5 88.0

3.2 From the above table, it is observed that capacity utilisation of
Cooperative Sector (IFFCO and KRIBHCO) and the private sector as well
has been quite encouraging during 1991-92 and 1992-93. However, in some
of the PSUs, such as NFL and RCF, the production performance wes
satisfactory whereas it was very poor in the case of HCF and FCI during
1991-92 and 1992-93 as is evident from the plant-wise production trends

given in table given below:—

Name of the plant Installed Production % Csp. utilisation
capacity (000'MT) po
as on 1991-92 1992-
1.12.92 1991-92 1992-93
(000'MT)
F.C1l
Sindri 219.0 105.6 135.9 48.2 6.1
Gorakhpur 131.0 0.0 0.0 0.0 0.0
Ramagundam . 2280 88.1 58.0 38.6 254
Talcher 28.0 53.4 41.4 234 18.2
Total F.C1. 806.0 47.1 235.2 30.7 2.2
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HFC.

0.1 0.2 05 1.0
Namrup-1 21.0 35.9 n2 26 153
Nameup-T1 152.0 9.1 13.4 50.9 64.1
Namrup-1II 177.0 ®9 342 28 2s
Durgapur 152.0 3.0 484 23 31.8
Barsuni 152.0 209.9 219.4 21 335
Totsl H.F.C. 654.0

3.3 The equity basc of both FCI and HFC has been totally eroded by
losses as will be secen from the following data as on 31.3.1993:—

Company Paid-up Equity Accumulated Net Worth
and Reserves Losses

FCI 828.49 1836.76 (=) 1212.27

HFC 686.04 1861.12 (-) 1175.08

“As regards the reasons for sickness in HFC and FCI, DOF stated
that various units of FCI and HFC have become sick due to a
varicty of factors like technological deficiencies, equipment
imbalances, infrastructure problems, over-staffing and in some
cascs unfavourable industrial relations, resulting in losses. Mount-
ing losses over the years have created a vicious cycle for these
companics, with paucity of funds not permitting even essential
maintcnance of plant and equipment, lecading to frequent break-
downs in production, compounded by inability to purchase even
raw material all contributing to still heavier losses.”

3.4 Gorakhpur unit of FCI is not operating since June 1990. Similarly,
all units of HFC .except Namrup-IIl had stopped operations since
1st September, 1993. On account of poor production performance which
have caused heavy losses, both FCI and HFC have been declared sick units
and have been referred to BIFR for consideration for revival.

3.5 Explaining the rcasons for sickness in FCI/HFC plant and expert
(ex-CMD) of Paradeep Phosphet Ltd. stated as follows:—

“As far as some technology adopted is concerned they were not
proven technology whether be it thing of Haldia or Barauni or
other affected factories. The Government of India had formed
aumber of Committee’s which had givca recommendations as to
what should ‘be ddne. But those recommendations have not been
adopted. That is the rcasons why the companies over the years
have gone sick.”

Asked about the possible ways to revive these of plants the witness

stated:—



15

“It will not be worthwhile now to put some more money in those
old plants; instead of that, it is better to set up new plants. If a
plant is set up in Gorakhpur, it will be cost effective also
production wise. There will be no problem.”

3.6 In their anxiety over the fate of about 18000 employees working in
FCI and HFC units (FCI 8719 and HFC 9244) representatives of the
recognised workers unions of different fertilizer plants and officers associa-
tions presented their views on the reasons for sickness in these two
companies and their possible revival.

3.7 The above representatives brought out the following reasons for the
present situation of FCI and HFC plants:—

(i) The reorganisation of FCI/NFL in 1978 was un scientific and less
efficicnt plants were grouped together and given to HFC and FCI
together as on date of reorganisation HFC/FCI inhcrited accumu-
lated losses to the tune of Rs. 80.94 crores and Rs. 110.08 crores

respectively.

(ii) FCI/HFC plants were of un-proven technology, some of them
being quite old like Gorakhpur unit which has outlived its life.

(iii) Ramagundam and Talcher plants of FCI are coal based and the
cost of production/operations is more as comparcd to new
generation gas bascd plants.

(i?r) FCI/HFC whose capacity utilisation was low and on account of
this, they were not getting even the cost of production. Govt. has
not derated the capacity of these PSUs and they are discouraged to
produce as more production means more loss.

(v) Acute power shortage in several plants.

(vi) No action on recommendations of various Committee appointed by
Govt. to go into the problems of HFC/FCI plants.

(vii) Failure of management to keep pace with the advancement of
technology.

3.8 On being asked by the Committee about the suggestions for making
FCI and HFC viable PSUs workers representatives submitted the following
suggestions:

(i) Govt. should approve revamping proposals peading Govt. approval
in respect of several plants.

(ii) Govt. should examine and consider the Techno-Economic Revival
Plan submitted by Workers Federation / Officers Associations.

(iii) Govt. should get the BIFR study expedited and production should
not be stopped in any of the plants.
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(iv) Some of the FCI/HFC plants could be taken over by financially
sound companies like NFL, RCF, IFFCO and XRIBHCO. In this
connection they gave the instances of merger of New Bank of
India with Punjab National Bank and likely merger of Vayudoot
with Indian Airlines.

3.9 During the course of evidence of the representatives of FCI, the
Committee wanted to know the reasons for FCI's poor production/
financial performance. CMD, FCI stated as follows:

“Fertilizer Corporation of India, National Fertilizer Ltd. group of
companies were reorganised in 1978 into five companics viz. FCI,
HFC, RCF, NFL and PDIL. FCI at that time had one plant in
operation at Gorakhpur. Sindri Talcher and Ramagundam were in
the project stage. Sindri Plant started modernisation, rationalisa-
tion and commercial production from October 1979 and commer-
cial production at Talcher and Ramagundam which were coal
based plant started in 1980 November. Right from the start all
these units have been running in loss on account of low capacity
utilisagion.”
3.10 On being pointed put by the Committee that Talcher and Rama-
gundam were new plants and these should have done well, the witness
stated:—

“Coal based plant at Ramagundam and Talcher are first gencration
plants with four gasifiers first time uscd in the wesld and soon after
commissioning in 1980 these plants did not operate upto the
desired level due to equipment imbalances and design deficiencies.
Even during the last 13 years of operation the performance has not
been satisfactory. Again the main reasons are non-availability of
additional gasifier and power problem. Immediately after the start
and during operation problem started from gasifier as these plants
have got Ammonia based on coal gassification and although coal
was successfully converted into gas, yet down stream equipment
i.e. waste heat boiler failed resulting in non-production of high
pressure stcam thus 70 tonnes of steam per hour were lost.
Therefore problem remained with separation units. Capacity of the
plant was de-rated to 2/3rd but problems continued.”

......... “The revamping proposal in respect of Ramagundam and
Talcher are under coasideration of the Government.”

3.11 As rcgards the Sindri plant the witness stated:—
“Sindri unit was the pioneer plant in the Country which started in
1951. This plant was modecrnised in 1979. It has although a proven
technology there is the problem in the air scparation unit.”
3.12 When asked about the reasons for stoppage of Gorakhpur plant
Since Junpe, 1990, the Chairman & Managing Director, FCI replied:—
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“This plant was commissioned on 1.1.1969. Over the years the
plant has aged and the health of the plant deteriorated. In this case
also revamping proposals has been submitted to the Government
which amounted to Rs. 66.65 crores. The proposals was approved
in 1990 Junc and conveyed to us. However, unfortunately there
was an accident in the plant on 10.6.1990 where one of our
engineer died. When the Government of UP desired that a third
party survey must be done and remedial measures taken before the
piant is restarted. FCI engaged PDIL, FEDO and SPIC for this
task. They submitted a report based on which for the restart of the
plant an investment of Rs. 130 crores was required and for
revamping of the plant Rs. 228 crores investment was required.
With Rs. 130 crores investment the production level would be
1,60,000 tonnes against the rated capacity of 2,85,000 tonnes. With
the revamping plant after an investment of Rs. 228 crores our
capacty will go to 2,42460 tonnes against 2,85,000 rated capacity.
However, we felt that in both the cases the cost of production as
well as the retention price was high. It was found therefore
inviable. We then submitted a proposal to the Governmeni that
since this technology is obsolete and this plant had already lived its
life, and also because of its high energy consumption, we should go
in for a new plant as we have got the infrastructure available in the
plant. Therefore, a proposal for 900 tonnes Ammonia and 1500
tonncs Urca was submitted at a cost of Rs. 879 crores. This
~  proposals is under active consideration of the Government.”

3.13 Asked about the other reasons of sickness apart from low capacity
utilisation, CMD, FCI stated:

“Our plants are not working to the full capacity, FICC fixed the
norms at 80 percent which we were not achieving and hence
rcimbursement of the cost.”

3.14 In the same context, the CMD, HEC also stated, as follows:

........ I produce the cheapest Urea in the World,4#it I am called
in cfficient. Namrup II Urea is the cheapest in the World. In
Namrup II, my cost of production should be around Rs. 3000 per
tonnes. Government says that I should have run at 85 percent of
design capacity. I should have produced at'R8. 2533 per tonne and
sold at Rs. 2750 per tonne. So I should retura to -Government Rs.
200 per tonne. I produce and I lose and pay the Government
also.”

3.15 In the context of some of the plants running at over 100% capacity
utilisation, CMD, HFC stated before t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>