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INTRODUCTION 

I, the Chairman, Committee on Public Undertaklnp, havtng been 
;authorised by the Committee to present the Report on their behalf, 
present this Twenty-Sixth Report on the Trombay Unit of Fertilizer 
Corporation of India Ltd. 

2. This Report is based on the examination of audit paras relating 
10 the Trombay Unit contained in Section n of Audit Report (Com-
mercial) 1968. 

3. The Committee took the evidence of the representatives of the 
Fertilizer Corporation of India Ltd. and the Ministry of Petroleum 
'" Chemicals (Department of Chemicals) on the 31st August, 1968 . 

... The Report was considered and adopted by the Committee on 
the 23rd December. 1968. 

5. The Committee wish to express their thanks ~ the omcera of 
the Ministry of Petroleum &: Chemicals (Department of Chemicals) 
.and the Fertilizer Corporation of India Ltd. for placing before them 
"the material and information that they wanted in connection with 
their examination. 

8. The Committee also place on record their appreciation of the 
assistance rendered to them in this connection by the Comptroller 
.& Auditor General of India. 

NEW Da.m; 
. FebnuJ,"lI 9, 1989 
.IIagM 20, lUG (S) 

G. S. DHILLON, 
Chtdnn4n, 

Committee em Public UftderlakiRg' . 



I 
INTRODUCTORY 

In April, 1959, the Government of India approved the establiaJa.. 
JlU!lDt of a fertilizer factory at Trombay to utilise the au available 
With Burmah Shell and Standard Vacuum Refineries. Two plants 
were to be set up under the origlnal Project, one for production of 
urea with a capacity of 97,500 K. tons (subsequently iDereased '0 
_,000 M. tons) a year and the other for production of nitrophoepbat 
wi1h a capacity of 2,M,OOO K. tons (subsequently iDcreued to 
3,30,000 M. tDn8) a year. . In Ilaeember, 1962 Govemment approved 
the addition of a Methanol Plant with a capacity of 3Oji)()() X. tou 
a year. 



II 
MlRJEIQ!NTS 

A. Apw ___ t for tile auppiy of Ammonia, Urea ... Nitrie Add 
PIMt. Para Z (a), pp. D-II. 

1.1. '!'be Trombay Unit eatered into an agreement with a foreil'J 
flml on 2tDd March, 1961, for the supply of Ammonia, Urea anel 
Nitric Acid PlaDta and for supervilory services for the imtaUattoJl.; 
st:an-up aDd teet runs and for fulftlmeat of the performance ~.~ 
rant... The e1fective date of the agreement was 27th June 1961, 
who the flnt 7-112 per cent. down payment provided for in flu!· 
~wumac:le. 

2.2. According to the agrepment, the finn was to furnish outline 
drawingl of foundations, dvil works, etc. between October, 1981., 
and April, 1962, in accordance with the "estimated schedule" laid 
down in clause 3.7 <a> and deliver machinery, equipment and mate-
rials within 18 months from the date of receipt of necessary import 
Ueencea. The agreement also provided that, if for no fault of th .. 
arm, the plant was not ready for initial operations within 48 months 
from the effective date of the agreement, the finn should be deemed 
to have aatisfted lts obUgation. 

2.3. There were de1a~ on the part of the firm ranging from 72 
to 258 days in the supply of civil works outline drawinpld.esif'NI 
and delays ranging from 7 months to 27 months in the deUvery 01 
the maehinery, equipment and materials, with the result that thf! 
plant was not ready for start-up operations before the expiry of 
the contract i.e., 27th June, 19t1S. 

1.4. For the delq in the supply of drawings and equipment by 
the ftrm, the Unit initially preferred a claim of $8,20,000 but sub-
leqUeDt1y withdrew it for the foUowlnI reuoDS:-

1. The firm was not contractually reapoasible for consequential 
or indirect damaa-

I. The contract did not provide for any penalty for thf't8 
delaya and the lChedule given for the scope drawings ... 
~ an "estimated" ODe. 

I. In 8D7 eMe, the plant could not have been eommiwlcmed 
tiD the middle of May. 1965. for want of power. 

2 



3. 

2.5. The Mini$.try ~C)rmecl AJldit in ~ber, ~, t~at'"reasona 
.for· clelay are many aDd. all of them cannot be attributed W the Plant 
~upplier and, the claiD;l of $8.20 lakhs on Mis. Chemi~, might not 
have been enfo~ even if the contract had a penal clause against. 
delays on the part of the contractors". 

2.6. The firm also contended in June, 1965, that since the plant 
was net ready for initial operations for reasons for which it was not 
responsible, fresh arrangementa should be made for the continuance 
of tis services. . . ; 

2.7. The Unit, by a supplementary agreement dated 27th J~e, 
1965, agreed to extend the period for start-up operations by 6 months 
i.e., up to 27th December, 1965, and to release the firm from its obliga-
tions if it demonstrated· the guarantees for only one instead 01· 8'll 
the streams of the plant as provided for in the original agreement. 
The Unit also agreed to bear the cost of stay (Rs. 26.36 lakhs) of 
the firm's personnel in India during the extended period.: 

2.8. The nrm, however, failed to demonstrate successfully the 
operation of Urea and Nitric Acid Plants eVen at the end of the 
~ended period and the Unit granted two further ex~nsions, the 
first up to 31st January, 1966, for both the plants, and the second 
up to 30th April, 1966,. for Urea Plant. The operation of 'these plants 
was demonstrated within these extended dates. . . 

2.9. The failure on the part of the ftrm to demonstrate guarantees 
in respect of the three plants by 27th December, 1965, resu1ted in 
an additional expenditure of Rs. 9.63 lakhs on the stay of its per-
sonnel for the period of the extensions which, in the absence of 
any penal proviSion in the agreement, was bome by the company. 

2.10. As regards ~e claim of $8,20,000 on Mis. Chemico the Gene-
ral Manager, Trombay, in a Memorandum dated 27-5-1965, requesting 
the Managmg Director to press certain claims with Mis. Chemico, 
bad observed as follows: . 

''In my view following claims can be pressed successfully. 
The expenses we have incurred on Chemico·. JIlell ataytn, 
here beyond June, 1964, the date. o~ which we would have 
completed the plant according to sched~. We might not 
~ave bad permanent power supply on that date which f8 
one of the pOints that Chemica is likely to urge but it is 
open to us to build the plant and wait for electric supply. 
In fact, such a course would ~ve been ~ our interest 
tiecause, after building up the pjant, we ~Ou1d have IIeIlt 
baCk a portion of Cbemfco·. supervi80rJ peiwImeL. 
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"To pveyou an idea and magnitude of our ciaims on Cbemico's 
.upervilOl'y pel'lOnnel remaining here lr'om June 19M. it 
works out to approximately $60,000 per month. So, for-
one year the extra burden we had assumed by Chemico's 
supervisory personnel staying here is about $720,000. We' 
might claim for one year but at least for six months, our 
claims in my opinion, is fairly strQng/' 

2.11. Later, to the claim of $720,000 indicated by the General 
Manager, $100,000 were added as being the elCC4!SS custom dutyl 
freight charges paid on account ot the enhancement of the customs 
duty etc. 

2.12. It was also stated that legal opinion of the solicitors was 
taken. about this claim before negotiating with. the firm. The rele-
v.nt extracts from their opinion are given below:-

liThe (Fel) would be entitled to such damages under the-
general law of contract as there is no provision speciftcaUy 
providing for liquidated damages for such a situation 
under the contract. It does not mean that unless there-
is a spec:iftc provision for liquidated ciamages laid down 
for any particular default, the party would not be entitled' 
to claim damages as in the absence of any such provisiol\ 
the agirieved. party would be entitled to claim damages 
UDder the Contract Act.. Under the circumstances, FCl's 
claim for damages would be tenable." 

If}n computing damages which the FCI has suffered. directly 
as a result of the above said breaches of Chemico, it would 
be most relevant and material to show to a court or an 
Arbitrator that additional expenditure had to be incurred 
by the FCI on having to retain Chemico's staft for a longer 
periodbeeause of the delay as well as the additional 
expenditure incurred by FCI on administrative cUrges 
and ftnancing charges becaUle of the delay and also in-
ereue in ocean freigbt, custom duty. which came into 
efteet on 1-8-1963." 

"Chemico cannot object to Fcrs claim for damages, it being 
demOll8trated that it had committed breach. of its obliga-
tions UDder clause 3.7 by contending that the delays were 
also due to certain defaults on the part of FCI. FCI, in 
any event, would be entitlal to claim d8mages and the 

~ "', onus would be entirely. on ChE!lPico to ~ve to what 
•• extent the q~tum of damages should,~, }mMiuced by 

.' , ~ of th~,delay .being .,..avatedby ~ _~ omissiOD_ 
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Furthermore, it would' be' pertinent to notethat~uch aeta 
. or omissions of Fertilizer Corporation 'of India which 
Chemico can rely on as being responsible for the delay 
must be specifically related to their obligations under 
clause 3.7(a) and (b), that is to say, that in the perform-
ance of their obligiltions under ~ub-elause 3.7(8) and (b) 
certain acts or omissions directly hindered or aggravated 
the delay in the supply of scope drawings and equipment: 
In our opinion, Chemic:o cannot get out of its liability to 
pay damages to Fertilizer Corporation of India for the 
brellCh of clause 3.7 by alleging that the ultimate commis-
sioning of the plant was delayed for non-availability of 
power." 

2.13. In spite of the observations of the General Manager, Trom-
bay, and the legal opinion of the solicitors the Corporation with-
drew the claim on Mis. Chemico. The main reason advanced for 
withdrawing the claim was that the cil'CUmlrtances prevailing at 
that time were such that some sort of compromise was inevitable 
unless either party was bent upon going to arbitration which would 
have jeopardised the smooth and orderly progress of the Trombay 
Project at its critical juncture. 

2.14. During evidence, the Managing Director Fertilizer Corpora-
tion of India, explained that one of the clauses of the contract with 
Mis. Chemico, which became effective on 27-6-tU provided that "in 
the event plant was not ready for initial operations for any reason, 
other than Chemico's fault, within 48 months, froin the etfective date 
of agreement, Chemico shall be deemed to have satisfied its obliga-
tions to the client and the amount of contract.price due on fulfilment 
of guarantees and any other unpaid amount shall become due and 
payable to Chemico." As the plants were not ready for operations-
within this period that meant that on the 21th June, 1965, M!s. 
Chemica were in a' position to walk aut of the contract and leave 
the Corporation completely in the lurch with the plant undemons-
trated and its capacity unproved. Since the Corporation was anxious 
to ensure that the obligation of the firm continued fQf demonstrating 
the capacities of the plant it was interested in the stay of the per': 
sonnel of the firm to carry out the demonstration tests. 

2.15. The matter was, therefore, discussed in a Joint meeting, witJ;J 
the representatives of the contractors on the 25th, .26th and 27tll 
June. 1965. The negotiations on behalf of Fertilizer Corporation of 
b)dia were can-ied. out by a Commit~ presided. over by th~ the~, 
~ging. Director of Fertilizer Corporation of India., AS.a result 
of theseDegotiations,it waS agreed that Ferliiizer'; Corpotatfml Of 
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1D4ia would Dot JUb 8Ay clailn, on MI •. Chemico fm:. ~ delivery 
.ef ICOpe drawings and, designs or late deliverY of equipment At 
the tame time Ills. Chemico also agreed not to raise aDY issue or 
claim in regard to delay in COMtiuctionlerect1on of the' factory (No 
cIetaila about the claims raised ·by MIs. Chemica have ... however, been 
fumial1ed to·the Committee). A.Sl,lpplemental agreement was also 
_*ed into ,as a result of these ~ot:i.ati~ With the firm extend-
q the period for start-1.lp operationa. by ti znonths. . 

. 2.16. The Committee were also i~ormed during evidence that Be-
-cording to overall settlement out of tot81 claims worth Rs. 62 lakhs 
Mis. Chemico agreed to pay only Jts~4.50 lakhs. Neither the General 
Manager of the Trombay Unit nor the Financial Adviser of the Cor-
poration was associated.in the negotiations as they were out of India 
to USA and. Paria, respectively, for about 16 days and it was not 
poea1ble 10" poMpcme the deliberations any further since the overall 
period of 4a month. from the eftective date of agreement was expir-
ing on the 27th June. 1965. 

i'w'tb8l', DeUber the Government nor the Board of Directors were 
COMUlted. by the Managing Director before agt'eeing to.wi,thdnlw 
the claims and entering into a supple.mentary agreement with thE! 
ftrm. 

2.17. T'be agreem~t concluded by the Managing Director wi~ 
Ills. Chemico on 27th June, 1965, was put up to the' Board of Direc~ 
10ra for their approval a~ their meeting held On 6th July, 1965. While 
-w.bmltttng the propoeal to the Board, the then Managing Director 
·observed u follows:-

"I do (not) consider the monetary aspect of the bargain so 
iD$ortant as the fact that the settlement enables us to 
continue the job to its completion in a peaceful aUIao.s-
phere unviUated by constant talks of claims and counter~ 
claims and mutual rec:rimin!ltiOD." 

I.Ie. 'nle Board noted and approved the supplemental agreement 
,. the best possible arrangement in the cfrt-umstances of the cue.' 

2.19. In a note dated 7th October, 1965, (after leaving the Corpo-' 
ration) the then Managing Director stated"l had permitted the 
~s to be raised even though I knew that most of them were iD-
founded, only be.!ause I intenelect to UIe them as bargal$g counters 
In what 1 foresaw waS going to' be a most diftlcult round of n~a
tloDs witbOleD).ico". He fUrther stated thee the volUJPiDous no •. 
neord~ by \be "*' GeDenl' )(anapr, Trombay l1Dit, ezp1afnmc 
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the Claims against the firm and the record note of his own discus-
sions with Mis. Chemico on 25th,26th and 27th of June, 1965." were 
pot deliberately placed before the Board or before Government in 
order that imdue importance may not be. attached to the issue of 
claims and counter-claims. In my private; and personal view it was: 
always a very minor issue compared to the need to get the job exe-
cuted efficiently and expeditiously at no extra cost to ourselves". 

2.20. The Committee are unhappy over the maDDer in whicll 
legitimate claimsamoUDtiog to $8,20,000 against Mis. Chemico were 
withdrawn by the Corporation in spite of the contrary View~ expres-
sed by the General Managm,-, Trombay UBit and the categoric:'8l legat 
opinion of 'the solicitors. They feel that there was no justification 
i.,r treatina' these valid claims merely as "bargaining counters" to 
arrive at an overall settlement with this firm which did not even-
tually turn out to be in the best interests" of the Corporation. 

2.21. It has been admitted by the Government that there was a, 
lacuna in the original agreement with this firm due to which Mj s. 
a.emico were in a poSitioBto"walk;ut of thee;;trac:t and to leave 
the Corporafloll completely ill the larch". This clearly IOes to prove 
that the legal aspects of the agreement were not fully considered 
before the contract was signed. The Committee are distresaecl to 
aote that the same lacunae continued to exist even in the supple-
mental agreements which were siped with this firm after a negotiat-
ed settlement. Due to this, the Corporation had to extend twiee the· 
period for startiDc up operations and for demonstration of guarantees 
which resulted. in additional .expenditure of as. '.83 lakhs On only 
the stay of the personnel of the firm. 

!.22. The Committee also find that para 8.4 of the original contract 
provided that the Corporation and Mis. Chemico shall consult each 
other regarding arnmgemeats for subsequent services to be furonish-
ed by the firm with respect to the plant as IIOOD .. it could be 
foreseen that the plant would not be ready lor initial operations 
within the specified time. It is, therefore, surprising that the negotia-
tions with the representatives of M / s. Chemico were commenced' 
only three days before the date 01 expiry of the contract and without 
associating the General Manapr, Trombay Unit and the Financial 
Adviser of the Corporation. The Committee see no justification for 
delaying the aegotiatioDs with the firm till the end of the period 
of the CGIltraet and for signing the supplemental agreement with 
the firm 011 the last date of the original coninet without prior con-
sultation Or approval of the Board of Directors and the Governmentp 



8 

2.23. The Committee were informed that, the then Managing 
Director who signed the supplemental agreement and withdrew tile 
claim in June, 1965, left the Corporation in September, 15165, and 
was appointed by M:s. Chemico as its consultant. The firm utilised 
his services in connection with the tender which it had submitted 
for the Madras Fertilizer Project and that contract was ultimately 
awarded to that finn. 

Z,Z4. The 'CommUtee take a serious view of retired seaior oflicials 
el puhUe underta1dnp taking up appoiDimenu or serviq iD _me 
eapadty private ...... with which they had Jarre fI.Iwada) deaIlDp, 
while in semce. TIley ftBd that this matter wai also raised iD 
ParUament in AUlUSt, 1"', when objeetiOD was ". taken hy Some 
memben to sach appoiDtments. The Prime MoUster had thea 
admitted that the matter deservecl a serious attention. It is repet-
tahle that eVeD after a lapse of more tIlan one year DO suitahle 
ru_ have been framed in this recant. The Committee desire that 
this should now be attended to immediately. 

2;25. It has been stated that the supplemental agreement wa.r; sent 
to Govemmentfor approval on 12th July 1965. The Committee 
enquired aboUt" the action taken by the Ministry when the agree-
ment W88 received by them. The Secretary of the Mini&try stated 
during evidence that: 

"The Government did go into this settlement at very great' 
lengths both in the M.in1stry of Petroleum and Chemicals 
and in the Ministry of Finance. In the end, after a great' 
deal of discussion with the FertUizer Corporation of ln~ili. 
the Government did approve of the settlement arrived at,-
though we did feel that some of the things could ha,·e 
been done in a better fashion procedurally. On the merits 
of the settlement we had no great misgivings, bu t we did 
feel that the things could have been negotiatp.ci proce-
durally in a better manner. I think the Government did 
satisf'y itself on the merits of the settlement. lhe settle-
ment itself was subject to Government's approval. That 
was one of the terms. U the Government were not satis-
fied, the terms of the agreement would have bE>en reopen-' 
ed; we would have advised the Fertilizer Corporation of 
India to do so." 

ue. The Committee, however, 8nd from the suppJemeatai agree-
meat entered into with the arm that it was 0Dly sultject to the 
approval of the Board of Dlredors and AID eonc:Wteilft. ften 



is no mention ill the agreement about its beiDg subject to tk 
approval of Government. In the circumstances, the Committee fail 
to undentand as to on what basis they were informed that the 
settlement was subiect to Government's approval and if they were 
not satisfied, the tenns of the agreement would have been re-opeaed 
and they would have advised. the Fertilizer Corporation of India to 
do so. In spite of the admission by the Secretary of the Ministry 
"that things eould have been negotiated proeedurally in a better 
manner", no records have been furnished to the Committee to show 
that any adion was taken by Govemment against the person con-
cerned for these procedural lapses. 

2.27. In view of the above circumstances, the Committee cannot 
lIeJp feeling that as far as the' agreement entered into with MIs. 
Chemico for the supply of Ammonia, Urea and Nitric Acid Plaats 
was concerned, the Managing Director did not act entirely in the 
iJaterests of the Corporation. They would, therefore, recommend 
that a more detailed enquiry ought to be conducted to find out 
whether the dropping of the claims worth Rs. 57.50 lakhs againSt 
MIs. Chemico was justified and whether the tenus of the agree-
ments entered into with this firm were in the best iuterests of the 
Corporation. They also desire that resp0D5ibiUty for various lapSes 
in this ease should also be fixed and suitable action taken against 
the persons conc:emed. 

2.28. As pointed out in subsequent paragraphs of this Report the 
Comm:ittee came across several other cases where there were lacunae 
in the agreements entered into by the Corporation and these did not 
contain adequate penalties of provisions to safeguard the interests 
of the Corporation. The Government also failed to detect the defects 
in these agreements when these were sent to them for approval. 
Asked about the steps taken by the Ministry in this rq!ard tile 
Secretary of the Ministry stated, during evidence, that tile present 
practice which had been established in the last two years was that 
both the Corporation and Government took legal opinion before 
finalising the terms of an agreemlent. The Corporations soL:gnt legal 
opinion before they ftn3lised the terms of agreement. When those 
agreements came to Government for approval, the Ministry con-
cerned also took the opinion of the Ministry of Law before conveying 
the Government's approval. 

2.21. The Committee hope that in future there will be closer 
scrutiny of the agreements entered into with the various parties te 
ensure that the terms of agreements adequately safeguarded tile 
interests of the public undertakings. 



It 
:8. Aareta-t for the Supply of Nitrophosphlate Plant.-Para Z(b),. , , ,p. 55-sa ' . . . 

. 2.30. The Unit awarded a contract on 8th May, 1~2, for the· 
design, engineering and supply of Nitrophosphate Plant, with a 
cJesigned capacity of 1100 M. tons of complex fertilizer per day by 
sulphonitric process or 900 M. tons per day by carbonitr;c· process, 
toa foreigD firm (Chemical and Industrial Corporation of U.S.A.) 
at a cost CJ: $39,76,140 plus charges for the construction and start-up 
supervisory services estimated at $1~02,OOO. 

2.31. According to clause 8.4 of the agreement, the successful 
demonstration of the operation of the plant was to be compJeted 
within 9 months from the date on which the finn notified the Uni, . .; " 

~t the plant was ~eady for initial operation. In the event of the 
plant not fulfilling ~e requirements of production capacity, th~ firm 
~as entitled to an extension of time up to 13 months from the date 
of start-up of the plant under clause 8.5 of the agreement . 

. ' 2.32. Although, the firm notified the Unit on 30th June, 196~ that.; 
the plant wu ready for initial operation, it subsequently expressed' 
Ita inability to demonstrate the performance by sulphonitrir. process. 
The Unit thereupo~ decided not to run the plant by that proce~. 
The payment of $2,50,000 (Rs. 12 lakhs) as licence f~ for incorpo-
rating the sulphonitric prQCeSS thus proved infructuous. BeSides, a 
sulphuric acid plant and an extra storage tank, which were installed 
at a total cost of Rs. 85.40 lakhs for this purpose, could not be fully 
utiliSed. 

However, the Ministry informed Audit in December, 1967 that 
the sulphuric acid was still requiTed for carbonitric proeess. 

2.33. In the carbonitric process the designed and guaranteed' 
capacity of the plant was 900 M. tons per day. Owing to various 
diftlculties and shortcomings, the plant could not h,owever, attain 
the designed capacity. According to an assessment of the Manage..., 
ment based on more than a year's experience the plant could produce 
only 600 M. tons a day on a sustained load provided modifications at 
a cost of Rs. 15.00 lakhs were carried out. 

2.34. According to clause 8 of the agreement, the firm was to pay 
penalties at stipulated rates subject to a maximum of $2,00,000 in 
the event of its failure to demonstrate the specified guarantees in 
respect of product yield and consumption of utilities. It was, how-
ever, free to dect any change deemed necessary by it to attain the 
designed protiuction and to demonstrate the stipulate guarantees .. 
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2.35. As the firm "failed to make any progress whatsoever either 
in the matter of bringing up the production capacity of the plant or 
in mitigating the damages", the Unit informed it on 28th June, 196'1, 
as follows: 

"We notify you that we shall take ove- the legal control and 
supervision of the Nitrophosphate Plant with effect from 
28th June, 1967, and remedy the defects of the plant andl 
or rehabilitate it entirely at your risk and cost with such 
modifications and/or changes of process as may be advis-
able in order to get the desired resultant production, re-
serving at the same time our right to claim from you the 
entire expenditure so incurred and the losses and damages 
a~ready suffered as well as those to which we may be 
entitled by reasOn of your continued breaches of the con-
tract and losses incurred by us during the period from 
1st December, 1966, upto the dale of taking over the plant". 

2.36. The juridical possession of the plant was taken over by the 
Corporation on 28th June, 1967. 

2.37. At the time of evidence the Comrmittee were informed that 
the question of failure of the firm to demonstrate successful opera-
tion of the Nitrophosphate Plant was in the process of being referred 
to arbitration as per Inter-national Chambers of Commerce Rules. 
Presently, the attorneys of the Corporation along with the Attorney 
General of India were seized with finalisation of Reference to Arbi-
tration. It was expected that during the current month (August, 
1968), the Reference would be ready to be filed with the International 
Chamlbers of Commerce. 

2.38. As regards the reasons for not taking prompt action in this 
regard it was explained that in terms of the Agreement, the contrac-
tors had to prove the performance by November, 1966, but they fail-
ed to do so. The Corporation had to give them reasoilable '.>pportu-
nity to discharge their contractual obligations prior to taking re-
course to legal remedy. The contractors a!so showed wilHngness for 
a negotiated settlement for which their executives arrived in India 
and had discussions with F.C'!. between February and May, 1967. 
Ultimately in May, 1967, the negotiations failed because of serious 
differences of opinion about shouldering the financial responsibiIity. 
Thereupon, after obtaining legal opinion, the Corporation took juri-
dical possession of the Nitrophosphate Plant from the contractors' 
local representatives on 28th June, 1967. If there was some de'ay 
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beyond November 1966, it was to make sure, after personal discus-
sion with senior executives of the contracting firm, that nothing fur-
ther could be clone by them to improve the performance of the plant 
and also to explOTe the possibility of a negotiated settlement. 

2.3t. The Committee are, however, aalaappy to note that evea 
after taId:ag- over jariclieal paaessioD in .J1IIle, 1967, it has takea the 
Corporau~" more thaa ODe year to refer the matter to arbitratioD. 
They clesire that remedial measures should be taken to avoid suda 
btordinate delays ill fat1n1e. 

2.40. Aa regards the production performance of the plant, the 
Committee were informed that based on the experience of operation 
of the plant for nearly one year under the supervision of the C. & I. 
personnel (the contractor), the Corporations assessment had been 
that the plant, at beat, could produce 600 metric tonnes per day by 
the carbo-nitric process against the design basis of 900 metric tonnee 
per day due to the basic design. deficiency in the plant. Even this 
production of 600 metric tonnes per day could be attained on a sus-
tained basis only after certain modifications/replacements were car-
ried out. The estimated cost of these modifications/replacements 
was Rs. 15 lakhs. These moditlcationslreplacements were now beine 
carried out and material had been ordered in accordance with the 
plans. ',"';" 

2.41. It was further stated that to step up capacity of the plant to 
an equivalent of 900 metric tonnes per day of carbo-nitric product, 
which was the rated capacity, there could be two alternative '8p-
proadles: 

(1) To retain the carbo-nitric process and provide additional 
plant and equipment, as for example, spherodizer screens, 
etc. to step up capacity from 600 metric tonnes to 900 
metric tonnes or roughly, addition of 50 per cent of the 
existing plant. 

(1) To make the best use of the equipment already provided 
and limit the additional capital expenditure to as little as 
possible and change the process to step up capacity in terms 
of the fertilizer nuthrients. 

2.42. The COrporation adopted the second approach and developed 
a new process. The carbo-nitric product has 13 per cent PIOI and 
16 per cent nitrogen. or a total of 29 per cent plant nutrients. Thus, 
3()t)2 (Aii) LS-2 
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with 800 tonnes per day production, the total daily nutrient capacity 
is 261 tonnes per day. The Committee have been informed that the 
new process produces a richer product with 20 per ceI\t nitrogen and 
20 per cent PtO~ i.e. total of 40 per cent .plant nutrients. It would 
only be necessary to produce 652.5 tonnq'"-, per day of the new product 
to equal the rated capacity of the plant of 900 metric tonnes per day 
-of carbo-nitric product. 

In actual practice, the new process is stated to have enabled the 
Unit to run the plant at this capacity and often higher at 700 metric 
tonnes per day and occasionally upto 800 metric tonnes per day. 

2.43. The new process however uses the imported dia-ammonium 
phosphate as a short term measure. This short-term measure was 
adopted in view of the fact that it would take at least three years to 
build a phosphori~acid plant which would be required to produce 
dia-ammoniuml :p~phate at Trombay-to substitute the imported 
D.A.P. The Government approved of the instal1ation of a phosphOric 
acid plant in September, 1968, and action was being taken to install 
the phosphoric acid plant at a cost of about Rs. 1.54 crores. After 
the phosphoric acid plant is installed, it would no longer be necessary 
to import D.A.P. 

2.41. During evidence, the Chairman of the Corporation informed 
the Committee that the nitrophosphate process was basically an 
European process and not an American process. In the U.S.A. there 
was no dearth or sulphur and, therefore, nitrophosphate was not pro-
duced. The American contractor to whom the contract wac; awarded 
had put up smaller plants but none of the size proposed at Trombay. 
The contract should, therefore, have been awarded to an European 
firm rather than to the American firmL But the difficulty was that 
the financial assistance for the plant was received from USAID and 
one of the conditions attached to it was that the contract should be 
placed with an American firm. 

2.45. The Committee take a serious view of this matter. The 
-availability of foreign credit no doubt has to be taken into con-
sideration in setting up 9.ny plant, but this should not have weighed 
'So heavily with the Government as to ignore such important factors 
as experience amd ability of the contractor to supply the required 
plant. Unsatisfactory working of the plant has not only resulted 
'in shortfall in production of fertilizers, loss of foreign exchange in 
import of materials and fertilizers, avoidable capital expenditure 
on Sulphuric aeid plant and storage tank but has also cost the 
exchequer an additional capital expenditure of Bs. 1.69 erores lor 

• 
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it. ..... biliiatioD. The Committee, therefore, desire that die ~ 
fer awarding the contract to this firm should alSo be investipW 'y 
the eequiry Committee 5 ... gested in para 2.27 of this Report. 

2.46. As regards the utilisation of the sulphuric acid plant and the 
extra storage tank installed for production of nitrophosphate, the-
Committee were informed that the Sulphuric Acid Plant was meant 
tor product~r>n of 200 tonnes per day of sulphuric acid. Since nitro-
phosphate on su~phonitrate route could not be produced, it had not 
been possible to utilize the full capacity of the plant. In order to-
use the maximum capacity of the plant the ma~ket for sulphuric 
acid had been developed as a part of the diversification programme 
being lo'lowed at Trombay. In addition to the internal use of the 
sulphuric acid about 10,000 tonnes of sulphuric acid was being sold 
for commercial usc in the western region. But presently, taking into 
consideration the outside sale and the sulphuric acid required for 
internal use the net requirements hardly exceeded 30--50 tonnes: 
a day. In view of the fact that it was not possible to. 
run the p'ant at such a low rate, it was being run on optimum rate 
for a few days in a month and the sulphuriC acid was stored in the 
storage tanks to be used for sale and local use. When the stock of 
sulphuric acid was suffiCiently exhausted, the plant was again run 
on an optimum rate for a few days and so on. 

2.47. The Committee are info:,mcd that in order to fully utilize the-
Sulphuric Acid Plant capacity, a scheme for the production of cOll~ 
centrated nitric add and phosphoric acid had been finalised which 
had 'also been approved by the Government of India. After thesE!' 
two plants are established, it would be possib~e to utilize the full 
capacity of the SulphUric Acid Plant. 

2.48. The CommIttee believe that there is sufficient demaad for 
sulphuric arid 1ft the cowdry and with greater efforts it should _ 
possible for the Corporation to seD larger quantities of this acid' 
in the open market. They ho~ that steps would be taken in this 
di~tion. 

C. Agreement for the supply of Methanol Plant-para 2(c), pp. 56-5'T 

2.49. The Unit awarded a contract on 12th February, 1964 on a 
"tum-key" basis for the designing, engineering, supply, erection and" 
commissioning of a Methanol Plant with a capacity of 100 M. tons 
per day tp a third foreign firm (MIs. Girdler Corporation of U.S.A.) 
at a cost of $60,44,890. Clause 8.09 of the agreement provided that 
the plant would be ready fa;:- commissioning within fourteen months 
from. thl! effective date of Ute agreement i.e. 1st September, 1964 • .. 
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'The erection of the plant was completed by 29th December, 1965, 
as against the date of 31st October. 1965. prescribed in the agree-
ment for Commissioning. 

2.50. Clause 8.01 of the agreement provided tllat test TU1lS for the 
,purpose of demonstration of guarantees would be conducted after 
the contractor had determined that the fully commissioned plant 
was ready for testing, but not until the plant had operated approxi-
mately on full load for at "least two weeks. The plant was commis-
sioned in October, 1966. and demonstration of performance guarantees 
"Was completed in March, 1967, i.e. after a period of fifteen months 
from the date of erection. 

2.51. The Managemlent informed Audit in December, 1966, that a 
plant- of this type ought to take only about 6 months for commissicm-
bur from the date of completion of erection. On this basis the extra 
"xpenditure incurred by the Unit on the salaries and wages of the 
operation and maintenance staff and overheads during the period of 
delay in commissioning the plant amounted to Rs. 12 lakhs. Besides, 
there was loss of production of 7,500 M. tons of methanol. 

2.52. After the demonstration of performance guarantee in March, 
1967, the firm claimed the balance of 5 per cent. of the plant price 
Which was payable on satisfactory demonstration of" perform.nce." 
.As the Unit had serious apprehensions regarding the refonner eata-
lyst it agreed to make the 5 per cent payment subject to the issue of 
a bank guarantee by the finn. When the guarantee was received it 
was found that two changes detrimental to the interests" of the COr-" 
poration had been made. As the firm did not execute the bank 
-guarantee according to the tenns of the agreement, the balance of 
:5 per cent. of the plant price has not been released by the Unit. 

2.53. The Management informed Audit in May, 1967, that the re-
fonner catalyst of the plant was not of the contracted quality, that 
it started showing signs of disintegration even before coDllIJlellcement 
of tests and that other sections of the plant were also defective. The 
plant was completely shutdown with effect from 21st April, 1967. 
'The plant was recommissi()Iled on 3rd May, 1967, but there were 
St:veral breakdowns in its functioning. On 8th July, 1967, the Unit 
took over the juridical possession of the plant and ran it with a new 
catalyst. Except for some failures on the refonner tubes, the plant 
was being nUl successfully on partial load between 50 per cent and 
~5 per cent. 

2.54. The Ministry again informed Audit in December, 1967, that 
"'the question of the incapacity of Methanol Plant to produce owing 
to poor catalyst perfonnance has been taken up actively by Fertilizer 
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Corporation of India Limited with MIs. Girdler CorpOration and it is: 
intended to take legal action". 

2.55. During evidence the Chairman of the Corporation informed 
the Committee that as in the case of Nitrophospbate Plant, this firm) 
also bad no previous experience of putting up a Methanol Plant of 
this size. 

2.58. A.<; regards the reasons for the delay in the commissioning 
of the MethaT'lll Plaut it has been stated that the reasons for failure 
and inordinately;10ng commission period were the break-down of a 
number of equipment, unsatisfactory performance of the reformer 
clltalyst, and design deficiency in the reformer furnace. The reforJl¥!r 
catalyst supplied by MIs. Girdler Corporation was disintegrating pre-
maturely and could not live its normal life as guaral1teed under the' 
contract. The normal life guaranteed under the contract is one year 
while the catalyst failed in many instances within a few weeks. The 
Corporation notified on 17th February, 1967 its apprehension to the 
contractors that on account of the short Ufeof reformer catalyst; 
the plant was not capable of sustained production and, therefore, the 
contractors had commlitted fundamental' breach of the contract. Ig-
noring the Corporation's above notice, the contractors rushed through 
a so-called guarantee test without the consent and participation of 
Fertilizer Corporation of India Ltd. and without having run the plant 
on. its full load continuously for a period of two weeks as envisaged 
under clause 8.1 of the contract prior to the commencement of trail 
runs. Thereafter the contractors' representatives arrived in March, 
1967, for a negotiated settlement, which was arrived at and executed 
on 21st ,March, 1967. However, certain obligations agreed to by the' 
coDtractors under the negotiated settlement were subsequently not 
fulJlUed by them, and hence the Corporation had to terminate the· 
settlement, and to go back to the original contract. ~r obtaining 
appropriate legal advice, the Corporation took over the juridkal pos-
letaion of the plant on 8th July, 1967, alleging fundamental breach' 
of the contract. The Corporation's attorneys had examined the con-
tractual position after taking over the juridical possession and for-
mulated claims against M/s. Girdler Corporation, which were pre-
sently under sn'Utiny of Attorney General of India. 

2.5'1. As to the steps taken to improve the working of the plant it 
was stated that after the juridical possession of the plant had been 
taken over from the contractor, the contractor's reformer catalyst,. 
which wu earlier frequently failing was replaced by another suit-
able foreign reformer catalyst. With the change of the catalyst, it. 
had been possible to steadily produce methanol but only upto about 
60 per cent of the rated capacity. 
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2.58. The Committee were informed during evic!ence that the 

P&D Division of the Corporation had now developed its own catalyst. 
It was expected that with the use of this catalyst after certain modi-
ications of the plant it would be possible to produce upto 100 per cent 
rated capacity of the plant. 

2.59. The Committee are constrained to observe that this is --
ether instance where the Corporation suffered loss due to the COD:' 
tnet having been awarded to a contractor who had no experience of 
putting up of such a big plant. :Further, according to Audit, DO time 
limit. for proving the guarantees was provided from the date of com-
pletion of erection. The contract provided the unuSually long perled 
ef 18 months for undertaking all necessary modifications for pre-
ying the guarantees of production and quallty from the date ef 
test runs whereas according to the Corporation's own estimate a 
plant of this type ought to take about IS months for commissioniDg 
from the date of mmpletion of erection. As a result no action 
could be taken against the firm before the expiry of this period nor 
oould any steps be taken by the Corporation to remedy tbe defect. 
in the plaBt. 

%.60. The Committee also regret to note that although it is now 
more than one year when the juridical possession of the plaut 
was taken over, DO claIms have been preferred .against the firm as 
the details thereof are still being finalised. The Committee hope, 
that immediate action would DOW be taken to finallse the claims 
against the finn and to recover the loss suffered by the CorporatiOD. 



m 
A. DeIa7. iD c-umeeioDiB&'; Para 3(8), pp. 58-5t 

TARGETS AND ACHIEVEMENTS 
1.1. The following table gives the scheduled dates of commillSiODI 

of· the vari.oue plants .. revised from time to time and the actual 
... of com"';pion!ng:-

---- -- .-----------.. --.---
Itt revisioa 2nd reriaion AClt'ai 

Name of the Plant 
0riPW 
Schedule {~ber, (December 

3fd revision 
(July. dates of 

(Jac, I r) of com-
1960) 196a) 1964) miaioniDl 

a 3 j ~ 6 

f. Am",OIlIe N09'enIber. Jaauary April. October. Iscb 
1963 1964 1964 1964 Oc:tober, 

I96S 

2. U,. Do. DO. Do. Do. 31S' 
October, 
1965 

J. NiIrie IICid DIt. Do. Do. DeoeftIIber • Do. 
1964 

.. Sulphuric Acid NovelllXt, Jqae. Pebruary, 3Ut 
1963 196(: .tI! ~. I,. 

S. Nitrophorpltate . Nowember. =. AQlUlt; PebnIuy, ,m 
19ft. '964 196s NONat.r 

196, 
6. MetbaDol November. 13th 

196.5 ()dober, 
19M 

U The delay in commissioning bas been attributed by the 
muapments to: 

(i) Delay in the award of contracts on account of re-invita1iMa 
of tenders from the U.S. sources as the foreign exchange 
requirement of the project was to be met out of U.S.A-
I. D. loan only and late shipment of equipment on account 
of strike in the port of embarkation; 

(il) diversion of some of the equipments to other ports on ac-
count. of congestion at Bombay pori, resulting in loss tJI. 
certain packages for replacement of which fresh orders ha4 
to be placed; 

(iii) Change in the product pattern of nitrophosphate on ac-
count of the investigation carried out by a technical team; 

1& 



19 

(iv) delay in the execution of engineering and erection work 
on account of heavy monsoon and delay in receipt of scope 
drawings from the plant suppliers; 

(v) delay in obtaining certificate from the Boiler Inspector, 
import licence, etc. 

(vi) delay in making arrangements fQt' carrying over-dimen-
sional packages from Bombay port to factory site; 

(vii) dispute between the management and plant suppliers re-
garding the quality of work of compressor foundation; 

(viii) non-availability of power and water for start up opera-
tions; and 

(ix) defects in the Air-liquefaction plant at the commencement 
of trial operations. 

3.3. The delay in the execution of the project had the effect of 
pushing up the cost estimates by RB. 236.54 lakhs (increase in the· 
expenditure on construction-&. 167.81 lakhs and employment of' 
staff in advance of the date of commissioning-Rs. 68.73 lakhs). 

3.4. The Committee were infonned that the delays that occurred. 
in the' execution of the Trombay Fertilizer Project had been syste-
matically studied by the Fertilizer Corporation of India in consulta-
tion with the experts of the Committee on Plan Projects of the Plan-
ning Commission. The Committee on Plan Projects made a speclal 
report on Trombay with the object of gaining experience and avoid-
:&nee of delays in future projects and'recommended steps for control 
of time schedule of the projects and the organisational set up. Cur-
rently in all the Fertilizer Corporation of India's projects, these step8 
had been introduced. For example, detailed critical path schedules 
for each of the activity were also drawn up to determine which were 
the items of activity which reqUire special attention, so that the 
()verall time schedule for completion of the project is, maintained. 

3.5. The Committee regret to note tbe inordinate delays in COD-
strudion and commissioning of the various plants at Trombay. 
Delay in the erection of complex plants, due to unforeseen circum-
1Jtau.eeS, to some extent is unavoidable, but a delay of two years as 
at Trombay can hardly be justified. What is worse, even after the 
~hedule, had been revised thrice, there were delays in commission-
ing the plants as compared to the last schedule drawn up as late as 
in July, 1964. Besides lose of production, the delays in the execu-
tion of the project had the effect of pushing up the con estimated by 
Rs. 230.54 lakhs. 

3.6. The Committee have already commented UPOD the delay in 
-constnJction on account of the failure on the part of the contracting' 
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..... in the earliel' paracraphs of this Report. '1'Ile delayS in COD-
atnIetioa .... eommi'sieniDg of various projeetsof tile Fertiliz« 
Corporation of India inclu.ing Trombay were also eousi.ered by 
the Committee OIl Public Undertakings (Third Lok Sabha) ad their 
obllervatioas are contaiDed in Chapter m of their Sixth Report of 
the Fertilizer Corporation of India. The Committee, therefore, do-
Bot .esire to re-namine in detail the reasons for delays in eonstruc-
tion. They truat that with the implementation of the recommenda-
tloa. eOlltaiDed in their Sixth Report (Third Lok Sabha), and the 
IUII.fio.. made by the Committee on Plan Projects, it would be 
PGHible fer the Corporation to avoid such delays in the e'onstruction 
(If future projects. 

B. Produe~on Performanee-Para 3(b)., ppi 59-68 
3.7. The project was commissioned in October, 1965; the produc-

tion guarantees in terms of the contracts were, however, demons-
trated for Ammonia Plant in December, 1965, for- Nitric Acid· Plant 
In January, 1966, for Sulphuric Acid Plant in February, 1966, for 
Urea Plant in April, 1966 and for the Methanol Plant in March, 1967. 
The performance guarantee in the case of Methaqol Plant bas not 
been accepted, as having been fulfilled, by the Management as the 
plantnas not achieved the rated capacity. In respect of Nitrophos-
phate Plant, the suppliers have not so far demonstrated the perfor-
mance. 

3.8. The following table gives the production capacity of the fac-
tory' and the production actually achieved there against during the-
period from November, 1965, to March, 1967. 

NlIIle olthe plaDt 

1 

Ammonia 
Urea 
Nitro-pbCllphate: 

(a) SulpbOllitric proc:eIS 

(b) CubOftkric process 
Nitric Idcl 
Sutpbric acid • 
M.ethanol 

(Piaurcs in M. tons) --------
Actual Production 

Rated 
Capacity 196,-66 1966-61 

(Nov. 1965 
March, 

1966) 

3 4 

Percentage of 
production to 

capacity 
1965-66 T~7 

(Nov. 1965 
to March. 

1966) 
5 6 ----------

1,15,500 12,274- 57,8SS 
99.000 8,065 53,188 

50'09 
53'73 

],30.000 The Plamlbas Dot been opented on this 
proceu for the re&lCIIII mentiOllCd. in ... 2(b). 

2.70,000 16,39:1 70,613 14' " 26'12 
1,05.600 6,703-- 27,581 15'23 a6·15 
66,000 I,:a~ 8.)40 11.6 12.65 
30.000 Commis- 2,416 16· n 

alCIDed in 
October, 
1966 
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It will -be seen therefrom. that none of the plants could achieve-

the rated capacity during the above period. 

3.9. The management attributed the shortfall in production to the· 
following factors: 

(i) Ammonia: technical defects in the Ammonia Plant; 

(ii) Urea: non-availability of Ammonia; 

(iii) Nitrophosphate: under-capacity of Nitrophosphate Plant; 

(iv) Nitric acid: Lower producetion of Nitrophosphate; 

(v) Sulphuric acid: failure of sulphonitric process in the Nitro-
phosphate Plant, affecting the production of sulphuric acid; 
md I 

(vi) Methanol: serious defects in the Reformer Catalyst of the 
Methanol Plant. 

3.10. Delay in the commissioning of the fertilizer group of plants 
by about 2 years and failure to achieve the rated capacity dUring the 
period from November, 1965, to March, 1967, resulted in a total los., 
of production of 2,76,997 .M. tons of urea (1,98,000 M. tons on accoont 
of delay in commissioning and 78,997 M. tons on account of failure to 
achieve the rated capacity) and 10,40,495 M. tons of Nitropbosphate 
(6,60,000 M. tons on account of delay in cOmmissioning and 3,80,495-
M. tons on account of failure to achieve the rated capacity). 

3.11. The General Manager informed the Committee during evi-
dence that even in a normally well designed plant it took between 
2 to 3 years to over come the initial operating problems and teething 
troubles. The Trombay plant had basic deficiencies in design and 
engineering and for that reason the production in the first year had 
been of a low order. 

3.12. The Committee. however :find that even in 1967-68. the pr0-
duction in all the plants was much below the rated capacity. The 
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productiOb performance in 1967-68 as against the rated capacity was 
.as folloWl:- . 

Plant. 

J. Ammonia 

3. Urea 

3. Nitro-pbotph8te 

-t. Nitric Acid 

S. Sulpbqric Acid 

·6. Methanol 

Rated Actual production Percemaae 
Capacity -------pcrformmce of 

1967-68 IpiDst 
1966-67 1t67-68 rated capIICity 

MT MT MT 
115.500 51,85S 65.958 

99,000 S3.188 57>436 SS'OO 

370PJO 
(16:13) 

70,613 22,'5S 

or 
180,000 ?O.E3~ 

(20:2CI) 

37'7S 

~),OOO 9,631 .. 3Z'07 

----_.-.. _------------- ---
3.13. As to the reasons for short tall in production in 1967 .... it 

'"hu been stated that the production of nitric acid and sulphurfc add 
was restricted to the requirements for production of nitrophosphate 
for which no production performance could be demonstrated by the 
plant contractor. The other reasons for short fall in production dur-
.tnl 1967-68 were as under:-

(1) Ammoma 

(a) Lower density of naphtha than specified in the design. 

(b) Break-down of certain eqUipment. 

(c) Frequent start-ups and shut downs due to voltage varia-
tions or trip out by safety devices, and other operational 
causee. 

(d) Power limitation and damage caused to plant due to earth-
quake in December, 198'7. 



(ii) Urea 

(a) Ammonia limitations. 
(b) Break-qown in moving machinery like pumps, evapora--

tor motors, etc. 

(iii) NitTophosphate 

After taking juridical possession of the plants on. 
28-6-1967, the plant was on experimentation to produce-
a new and upgraded product viz. ammonia nitrate phos--
phate (20.20) from October, 1967). 

(iv) Methanol 

(a) Failure of original reformer catalyst supplied by the-
plant contractor at frequent intervals resulting in loss-
of production and damage to the plant. 

(b) Mechanical troubles. 

3.14. As to the steps taken to improve the working of the plant, 
the Committee were informed that the management had been trying-
during the last one year to overcome the various handicaps relating 
to poor design, equipment deficiencies and certain operational pro-
blems with which this plant started. A number of investigations 
had been made by in-plant persons as we~l as by outside experts to 
suggest remedial measures. A Committee of Engineers of Trombay 
unit itself was appointed in the first instance. On the receipt of re-
commendations of that Committee, another high level Committee 
which included engineers from several other units and an outside 
General Manager, was appointed to go into the recommendations of 
the Committee of Engineers. The recommendations of the latter 
Committee were considered by the Board of Directors and the Gov-
ernment. Two experts from T.V.A. were also invited to go into the 
working of the plant. These Committee's main finding was that the 
shortfall in production was due to design deficiencies and the low 
qualit,- of the feed stock. The defects existed mainly; in the plant 
itself and not so much in its operation. The Committees recommend-
ed certain modifications and alternations in the existing equipment 
and additions of new equipment The accepted r~oaunendations of 
the Committees were in various stages of implementation. 

3.15. It was further stated that the required capital expenditure 
in foreign exchange and in Indian currency had been sanctioned by 
Government A provision of as. 30.64 lakhs was made in -the Budget 
Estimates fo1' 1968-69 for this purpose. Out of this a total amount 
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'Of Rs. 16.10 lakhs had been incurred or committed upto 31-7-1968. 
During the year 1969-70, a provision of Rs. 84.08 lakhs including 
foreign exchange component of Rs. 7.90 lakhs has been made for im-
plementation of the recommendations. of the committees. 

The Committee were informed that the plant was now reasonably 
well on the road to rehabilitation. 

3.16. TLa Committee regret to note that the production in VariollS 
plants at Trombay is much below the rated capacity. As admitted 
durb.. evidence before the Committee and as also pointed out in 
the l'eports of Committees of experts. the reason.'I for low production 
are deficiencies in d~igning, engineering and material in the plant 
itself. On the other hand, the Committee find that the production 
guarantees for Ammonia a~d Urea plants were demonstrated by 
supplJers (M/s. Chemico) and these were accepted by the manage-
ment. With all the existing defeds in the'le plants, the Committee 
fail to understand as to how these plants coul .. produce upto the 
rated capacity during the performance tests. Had proper guarantee 
tests been carried out, there was no ~!'Ion why theSe defects ill 
the plants should not have come to light at that st;ure. Apparently 
the management failed {o fully satisfy itsf-If that the plant conld 
produce upto the rated capacity on 8 sustained load before discharg-
ing the contractor of his obligations under the contract. The Com-
mittee would like the Government to look into this matter 
thoroughly and take suitable action against the individuals foUDd 
I'esponsible for this lapse. 

(C) Consumption of raw materials and power-para 4, pp. 10-81. 
3.17. The contracts for the supply of plants contained certain 

guarantees in respect of consumption of raw materials and power. 
Though the firms had demonstrated fulfilment of sueh guarantees for 
some of the plants, these were not fulfilled in actual operation during 
1966-67. 

3.18. The excess consumption of raw materials and power resulted 
in extra expenditure of Rs. 22.15Iakhs during 1966-67. 

3.19. In this connection, the Ministry informed Audit in Decem-
ber, 1967, as follows:-

f'Owing to the various troubles in the Plant resulting in fre-
quent shut-doWDS, the plants have not stabilised. UJilell 
the plants are stabilised. it is not possible to get the best 
effi.ciency. The guarantee test runs are conducted for 132 
hours under very favourable conditions. The production 
and efficiency during this selected period cannot be ex-
pected to continue over the whole year. All attempts are 
being made to achieve this ideal condition". 
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3.20. The Committee find that the position about the ConsumptiOD 
of raw materials and power continued to be unsatisfactory during 
1967-68 also. The excess consumption of raw materials and power 
-over the guarariteed figures resulted in extra expenditure of Rs. 82.57 
lakhs during 1967-68. A table indicating the percentage of excess 
consumption of raw materials and power over the guaranteed con-
sumption and the amount of extra expenditure incurred on this ae-
-count during 1967-68 in respect of each plant is given in appendix I. 

3.21. It has been stated by the management that the figures of 
guaranteed consumption are those which are applicable for working 
of the plant at full rated capacity and in a sustained steady load. 
When the plarits are run at a lower capacity and/or under unsteady 
conditions, which is the case at present, the rate of consUllllption 
would be. higher than the guaranteed figures. Another reason for 
increase in the rate of consumption of Power and ammonia is the 
frequent start up and shut downs of the plant. 

3.22. As regards the steps taken to stabilise the production in the 
plants in order to avoid excess consumption of raw materials and 
power the Committee were informed that the recommendations of 
the technical Committees were in various stages of implementation. 
After the implementation of these recommendations, production 
would stabilise and the losses in consumption of ammonia and power 
would be minimised. The plants were expected to be rehabilitated 
by 1971. 

3.23. It had also been decided by the Board of Directors to install 
a higher capacity reformer furnace for bringing the production of 
methanol to 100 tonnes a day. With the installation of a higher 
capacity reformer furnance, the existing furnances would be avail-
able to supplement gas supply to the Ammonia Plant. 

3.M. The Committee hope that with the rehabilitation of the 
plants,:n'oductioD will be stabilised The. need not emphas!se that 
the excess consumption of raw materials and power loads to higher 
eost in production. 

D. Cost of production para 5, p. 61 

3.25. The excessive consumption of raw materials and various 
·other factors have resulted in high cost of production of various pro-
.ducts. The following table gives the cost of production as estimated 



28 

from time to time and the actual cost. of production duriJ)g the yea. 
1866-8'7: 

(COlt of production per M. ton of product) 

1. Ammonill 

2. Urea 

3. Nitric acid 7. 

4. Nitrol'h,)sp!utc 

~. S'dp'loric acid 

6. M:rhan ". 

A~ Asper 
es imated fint 
by the lIanc:tioned 
Trombay project 
Fertilizer estimate 
Project 
Committee 

2 3 

Rs. Ra. 

325'00 4°1'00 

36,:)'00 434· Ko 

[57"0':) [83'00 

232' .x> 248'3° 

96 .54 

Mper 
revilOj 
project 
estimate 

4 

Rs. 

449'00 

483.70 

207-20 

286'9:> 

IOJ'5:) 

-_ ... _ ..... _---------------
.ProJu.:.i()n commcnc:cd in October, 1966 only. 

---_._----
Asper Actual 
bu:tge[ (1966-
(11}66- 67) 

67) 

-_ .. _-
5 6 

Rs. Ra. 

590'62 875' 56-

612·°3 818-4[ 

396-06 619-93 

545'52 7°4'88 

186·18 327'86 

75<3·29 2,648· 31 

NOTIl:-Figures aglin'lt nitropho,phate unler c)bmns 2, 3 an::! 4 relate [0 ferlilizer-
of 11·9: 11·9 In:!e by Sulphonitric proct!ss and th"se under columns 5 and 6-
rdnte to f~rtilizcr of 16:13 grade hy Caroonitric process. 

3.26. The high cost of production during 1966-67 was attributed by 
the management to: 

(i) shortfall in production; 

(U) variations in cOnsumption ratios of raw materials and utili-· 
ties; 

(iii) variations in price of raw materials and utilities; and 

(iv) increase in fixed cost (i.e_ depreciation and interest 
charges) due to devaluation. 

3.27. In reply to a question whether the factors which aftected cost 
of produetion could not be foreseen at the time of preparation ()f blld--
get estimates, the Ministry have stated that 'being first whole year-
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.of production imm~cuaLe.ly after commissioning and testing, the pr0-
duction bottleneCks' could not 'be foreseen.' Further, 'buciPta were' 
.conipiled at the bEyrinning of the year taking the priCes of J1lW mate-
rials prevailing at that time. Since devaluation of currenci on 6.6,66, 
the prices went up. These could not be flreseen and provided for 
in the Budget.' 

3.28. The Committee, however, find that the position was not satilr 
1actory better even in 1967-68. Statements showing comparison of 
the actual cost of production with standard cost~ for the year 1967-68 
(worked out at the time of preparation of budget estimates) the 

.average selling prices during the year, the cost of production in other 
units of the Fertilizer Corporation of India (Sindri and Nangal) and 
.imported price are given in Appendices n & In. It will be seen there-
.frOm that the actual cost of production at Trombay was higher than 
the standard cOst and the cost of production in Sindri and Nanga! 
Units. The cost of production was also higher than the selling pri~' 
:for all the major products except for ammonia and nitric acid. 

3.29. The Committee were informed that the standard cost was. 
separately worked out for the 1st half and the 2nd half year, based 
·on the fixed cost and the targets of p~uction taken in the Budget. 
The production in the first balf of 1967-68 was estimated at 58 per cent 
.and the second half at 78 per cent of the rated capacity 

3.30. The main reason for the bigher cost of produetion was stated· 
-to be low production. Efforts were being made to increase the pro-
·duction by removing the existing diftlculties. It was expected that 
'with the increase in production level during 1968-69 it would be possi-
'ble to improve the working results towards economic viability. 

3.31. The Committee are concerned to note the high cost of pJO-
lIW!tion of fertilizers at Tromb9v which W85 not only higher thaa 
·the cost of production of simH~r fertilizers in Sindri am' Naugat 
units but also genera1Jy hjgh~l" the.n the selling price. The Com-
mittee realise that the .OW m·oriuction at Trombay k one of tile 
main factors for this high cost of production and ho}l'e that with the 
increase in production by implementing the various recommend.-
·tions of the teehnical Committees the cost of productien wiD come 
-down. The Committee however, find that in ease of certain prod1Ids 
-e.g. urea, inspite of inctease in produet!on in 1967-68 as compared 
to 1966-87, there had been an increase in eost of production. '.1'IIeyp 

·therefore, feel that it is essential to maintain a stl"ict control oyer 
:3062 (aii)lS-3. 
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the . cost of ,l'Odaetlon of various products and to make v1prOUS 

dorts to locate areaa where ecODomies can be effected. It needs-

laO emphasis that if the Trombay unit has to work profitably it 

Ihould see that its cost of production is brought down at least 1. 

that of (he other unit~ operatinlr at present. 
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FINANCIAL RESUL'l"S 

Para 8, pp. &Z-63 

4.1. The table below summarises the financial position ot the Tram-
bay Unit under broad headings for the three years ending 31st March, 
116'l: 

l.iabiJiri« 
(a) lnter Unit ACCIOUDu 

(b) Borrowings : 
ei) Forei,m credit 

(ii) Cash Credit , 

(c) Current liabilities aDd proyi.icma . 

TOTAL 

AIBets: 
(d) Gress block 

(e) Less : DePreciation 

(f) Net fixed assets . 

(g) Capital worb-in-progress (including 
.tores earmarked for capitll jobs iDdudiJIg 

(Rupees in Jakhs) 

1964-65 1965-66 

1,980'60 2,680'69 

1,356'62 1,177'08 
4'74 72 '69 

142'89 304'96 

3,484'85 4,235'42 

443'75 3,360'67 

36'28 142'93 -
407'47 3,217'74 

1966-67 

2,708'80 

1,797'26 
51'54 

354'28 ----4,911'88 

4,558'33 

442'37 --4,n5'96 

in-trIJ1sit) . 2,176' 95 

(b) Construction period apeuses pending 
eIIoattion . 

ti) Current assets, loans and advancee (in-
c:ludiIllt invcltments) . 

(j) MixdJaneous espenditure . 

TOTAL . 

Capital (lr.plo~d . 

573'86 

17'59 

740'01 

39'38 
-;:;;;:£7 

--- ----- -----
573'56 

-------------.-----------------------------
Non: Capital emp.ro,ed represeDt.I DOt fixed IISIItis plus working Capital. 

4.2. The unit commenced produ.etion from October, 1965 and ~

eurred a 10iiS. of Rs. 190.48 !aIms during 196D-66 and Rs. 407.75 1akhs 
during 1966-6'7. 

29 
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4.3. The Committee were wormed that there had been some im.-
provement ill the 1lnancial results of the unit during 1967-68. It 
suffered a lots of RI. 18t.19 lakhs as against a loss of Rs. 407.75 IaJm. 
Buttered in 1866-8'1. 

4.4. The reasons for the loss suffered at Trombay during 1967-88 
were stated'" to,> be mainly as follows: 

(1) Low production. 
(2) Increase in bed cost due to devaluation. 
(3) Heavy incidence of interest charges due to comparatiwIJ 

larger proportion of Loan to Capital. 
(4) Excess consumption of raw materials and power due to 

low and unsteady production. 
(5) Accumulation of stock of the newly developed products. 

viz. ammonium nitrate phosphate (20: 20: 0) due to less 
offtake on account of easy availability in TrombaY-. 
marketing zone of dia-ammonium pbospba~bnported 

by Government. 
(8) Increase in price of naphtha on account of devaluation. 

4.5. As regards the steps taken to improve the profitability of the 
Trombay unit, the General Manager informed the Committee during 
evidence that eftorts had been made to develop market in the indus-
trial fteld for some of the products which could be produced at Trom-
bay without incurring any additional capital expenditure or with a 
little more of capital expenditure. For instance it had been foUnd 
that by altering slightly the operating conditions, the Urea plant could 
produce urea suitable for plastic industry which would fetch a higher 
price. It was proposed to divert 5 per cent of production for this pur-
pose. The unit was also selling nitric acid, sulphuric acid, ammonia 
and earbon dioxide which were surplus to the present requirements 
of the unit because of difficulties in the various plants. The General 
Manager felt that during the current year the operational problems 
would not be such as will prevent the plant from making a profit. 

4.6. The Committee were, however, informed subsequently in a 
writtftn reply that if a forecast was to be made on the basis of pr0-
duction alone, the Trombay unit should make a profit durl~ the 
current ftnancjal year. But due to the uncertainties of off take of 
certain pX'Oc;lu('ts. it was difBeult. to make a prediction. Because of 
the drought in Andhra. Mabarashtra and Mysore which constitute 
the natural marketing zone of the Trombay factory and heavy accu-
mulatior. r imported fertmzers in his zone. the current off take of 
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ammonium nitrate phosphate 'Suphala' was not what it should have 
been and there had been accumulation of stocks in Trombay godoWDS. 
Unless the accumulated stocks were cleared early, production of 
'Suphala' might have to be reduced. 

4.7. Similarly, off take of methanol was also stated. to be below 
expectations. Some import licences were issued to Formaldehyde 
manufacturers (who are largest consumers of methanol) because at 
uncertainties of methanol production last year. These had limited 
the cOllSumption off indigenous methanol. It was, however, stated 
that efforts were being made with the Formaldehyde manufacturers 
to surrender their unutilised licences. 

4.8. The Committee regret to note that even after more than two 
years of commencement of production the plant was not able to reach 
the break-even stage and had suffered a loss ot Rs. 181.191akhs In 
1967-68. 

4.'. The Conunittee have already diseussed some of the factors 
affecting the working results of the unit e.g. low produeUon, incre ..... 
ed consumption of raw materials etc. in earlier parapoaphs of this 
Report. One of the reasons for the loss suffered by the Tromba,. 
anit, was accumulation of ammonium nitrate Phosphate because of 
large imports of dia-ammonium phosphate. The Committee view 
with concern that while on the ODe hand there was drain of foreign 
exchange on import of fertilizers, on the other hand the plant suJfer-
ed loss due to these excessive imports. They feel that such a 
situation urgently calls for a proper asseSsment of import require-
ments and for close coordination between the ministries deali .. 
with the import, production and distribution of fertilizers. Gov\!rn-
ment must ensure that imports are allowed only wht'!R they are 
found to be absolutely essential after taking into accounts the IDdi-
... OUS proda~tion. 
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OTHER TOPICS OF INTEREST 

A. Pa1lDeJU of bonus to the suppliers (Para 7a (ii), p. 6.J) 

5.1. Claus~ 8:8 (a) of the agreement with Mis. Chemico provid-
ed for the payment of bonus for production in excess of 105 per cent 
of the guaranteed production in all the streams. In the Urea Plant, 
the unit however, agreed to release the firm from all the obligations 
if it demonstrated the guarantee for one stream only. Accordingly, 
the firm demonstrated the operation of one stream of the plant only 
ud claimed bonus of 4,500 CRs. 4.54 lakhs) in respect of all tb.~ 
streams. The amount was paid by the unit in ApiiI, 1968. 

5.2. In this connection, the Chief Engineer of the plant had re-
ported as follows; 

"The plant, when all the three streams are run, cannot pro-
duce (126.57x3) 379.71 tonnes of Urea. The main bottle-
neck is Co2 purification section ...... The Co2 purifica-
tion as it is designed cannot supply Co2 to make 380 
tons of Urea. Without adequate capacity of this section, 
the capacity of subsequent section to produce 126.51 per 
cent of designed capacity is only of academic interest. 
and is not eligible for production bonus". 

5.3. The Committee enquired the reasons for making payment of 
bonus to the firm on the basis of the performance of one stream 
only. They were informed that according to the original contract. 
the guarantee performance was to be achieved by the plant as a 
whole, but in the supplemental agreement it was stipulated that it 
would be sufficient for the contractor to demonstrate only the first 
stTe8m to its fuU capacity and to bring the other two streams to 
Initial production. The justification given for it by the then Chair-
man and Managing Director in the memorandum which he submitted 
to the Board was that since identical equipment has been installed 
In aU streams of the plant. this change "does not, I believe, entan 
any material disadvantage from our po1nt of view." Government 
have stated that obviously this suggestion was made by Mis chemiCC'. 

32 
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and accepted oy the Fertilizer Corporation of India across the table 
.during the riegotiatioD& In view of this 8ltered methOd of d~ 
tiati6n the bOnus payment became due under the cOntract. 

5.4. ,In regard to the objection raised by the Chief Engineer 
(Production) Tro~bay to the payment ofbonWJ the Ministry have 

:stated: ' 

''The Chief Engineer (Production) Trombay. objected to the 
payment of bonus on the ground that Co2 purification 
Section could not produce Co2 to make 380 tonnes of 
Urea. Without adequate capacity of this Section the 
capacity of the subsequent sections to produce 126.57 
tonnes of the designed capacity of Urea would not be 
possible. When this point was pressed before Chemico 
they agreed to supply the foreign equipment to increase 
the capacity of Co2 purification Section. This equip-
ment had been installed and the capacity of the Co2 
purification section augmented. Highest actual produc-
tion so far achieved in a single day is ,340 tonnes of 
Urea. The Trombay engineers expect that the capacity 
of the Co2 purification section will no longer be the 
limiting factor." 

5.5. The Committee were also informed that the additional im-
ported eqUipment had been supplied free of cost by Mis Chemico. 
'However, the cost borne by the Fertilizer Corporation of India for 
indigenous procurement and installation of entire equipment WIl8 
'Rs. 5 lakhs (approx.) The cost of indigenous procurement and ins-
tallation of entire eqUipment was borne by the Fertilizer Corpora-
tion of India in terms of the decisfon arrived at in the meeting held 
on 22nd April, 1966, between representatives of the Fertilizer COl'-
poration of India and MIs Chemico. 

5.8. The Committee are unhappy to note that evert after the instal .. 
lation of additional equipment at an extra cost o~ Rs. 5 Jakhs, the 
highest actual production achieved so far in a single day is only 340 
tonneS' of Urea as against 380 tonnes which was the required pro-
duction to justify the payment of bonus. They feel that there w_ 
no justification for agreeing to judge the performance of the entire 
plant by the working of one stream only. The Committee observe 
that this is another instance where the provision made in the sup-
plemental agreement with Mis. Chemico was to the disadvantage 
,of the CorporatiOJl. 
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5.7. The Committee also Dote that the change in the claUSe relat~ 
ing to the pa~nt of bonus is ~tated' to have been, apeed to by t}Je' 
Corporation across tlie table during the negotiations with Mis. 
Chemico. This further strengthens the impression that the negotia-
tiOllS were eonducted by the then Managing Director in an arbitrary 
fashion without safeguarding the interests of the Corporation. 

B. Extra payment for earthfilliDg work-Para 'l(ili), pp. a.M. 
5.8. Whil~ awarding the work of earth filling in the factory area 

to a firm on ~4th December, 1960, the unit agreed to increase the 
tendered rate by 12! per cent. in consideration of the finn agreeing 
to waive certain conditions put forward in its tender. One of these 
condhtions was that "the unit should make necessary arrangements 
with Railway authorities and Bombay Municipalty; and give a clear 
passage from the cutting site to the filling site". 

5.9. In August, 1961, the firm represented for increase in rates on 
the ground that its transport cost had increased considerably owing 
to the small width of the railway gate which also remained closed 
for 4 to 5 hours a day as against 1 to I! hout's expected. Although 
lhe unit was not contractually liable to increase the rates (since such 
a condition had been waived hy the finn earlier) it agreed in June, 
1963 to pay the :i:'m an increase of 6! per cent, over the approved 
t<.>ndered rate on account of hindrance caused in its work due to 
frequent closure of the railway gate. The extra expenditure on this 
aecount worked out to Rs. 1.10 lakhs. In this connection, the 
management have stated as follows:-

"The payment was allowed so long as impediment of the rail-
way passage continued and the moment the railway 
overhead was constructed, the benefit of the additional 
increase was withdrawn." 

S.1o. In this connection, the Financial Adviser and Chief Account. 
OfRcer of the Corporation observed on 25th September, 1962, u 
JoDows:-

"I have gone through the notes put by C. F. " A. O. and G. M. 
Trombay. While I am inclined to agree that there is 
some case of compensation to the .contractor, I find it 
hard to agree that compensation on the entire loss of 
time due to the passage of trains on thf> level crossing 
should be made good by the Corporation. He cannot 
have 8 claim contractually as he has withdrawn stipUla-
tions previously made on an increase of 12;5 per cent, 
being allowed unconditionally. 
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However, it would not be unreasonable to allow for loss af 
time due to increase in traffic which on the lJasis of the 
information collected in Septetnber, 1961 ~ould be of 
the order a{ 5 per cent. 

I would, therefore, recommend an .. increase of 5 per cent only· 
being allowed, the percent lie over N.L.T. being raised 
from 23.5 per cent to 28.5 per cent". 

5.11. The Committee enquired about the considerations which . 
. ·wcighed with the management in granting to the firm an increase 
. of 6l· per cent over and . above the 121 per cent of the tendered rate· 
at the time of accepting the tender. rrhey were informed that the 
contractor Mis. Union Land & Building Society Ltd., quoted a rate 
11 per cent above the estimated rate on the following conditions:-

(i) The Corpol'ation should give free working area for' heavy 
equipment, make necessary arrangements with the Rail-
way authorities and Bombay Municipality and give a 
clear paSJage from the cutting site ·to filling site-at the 
cost of the Company. 

(ii) Each part should. be taken over as soon as completed and 
once the ai.'ea is filled, it should be deemed completed 
and the contractor shall not be responsible for working 
after the mon:;oon again. 

(iii) No reduction of 5 per cent should be made for voids. 

5.12. The Corporation informed that these conditions were not' 
acceptable and that the works and the modes of measureml'nt etc., 
mall be· as specified in the NIT. . 

5.13. The contractor agreed to withdraw all the above conditions. 
provided that the tender rates were revised from 11. per cent to 23~ 
per cent above the estimated rates for all the 4 parts. 

5.14. The contractor later on argued that when he accepted the' 
Withdrawal of condition at (i). there was an understanding that non-
availability of passage will not be a material factor which would 
exist and also pointed out that after the contract was concluded 
stoppage at the ratlway crossing was found to be much more than 
was anticipated. This point was thoroughly examined and it was 
accepted that the contraetor was substantially correct in his stand. 
The tender Committee which recommended the increase from 11 per 
cent to 23.5 per cent bad indicated that 5 per cent of the increase 
was towards deduction for voids and the remaining percentage was. 
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for coverm, "sbriDkage" and ~ gen~y cover the fact of free 
passage Dot being available. In actual fact the remaining 71 per 

,est covered only the factor of 'shrinkage' as can be verified from 
the CPWD practice when a 13" high embankment is measured as 
12" for the type of settlement provided in the present contract In 
view of this position, figures were worked out to ftnd out the extent 
of 108S of time d~e to non-availability of free passage and it was 
found that tht; total loss of time was a little over 11 per cent. Ex-
cavation and trandport portion of the contract calculated on the basil 
of departmental excavation formed 60 per cent of the total work and 
the time lost was therefore 60 per cent of 11 per cent, namely about 
66 per cent of the total contract rate. 

5.15. It was contended that with the grant of above increase of 
61 per cent, the rate went upto 30 per cent over the estimated rate 
of the NIT. The rates of other contractors from whom quotations 
were received for the same were 8ubstantially hIgher and even with 
thIs increase of 6~ per cent it was found to be the 'owest and there-
fore reasonable,. The rate of Mis. Land & Building Society and of 
other parties are tabulated hereunder: 

.. --.- ... ,,------, ---

Bhartt Srw.1i: Sarna;, D<-Ihi • 
Bharat Senk Sarnal • Bomaby. 
X.G. Construction 
SteelCftte • 
Hindu,tan Construction Co. 
htel Bngineering Co. . 
Union Land 4& BllildiDi Society Ltd. 

For wort to 
be done 

with earth CUt 
out from 

Fel'! estate. 

74'89% ~ 
33' 1/3% above 
65'8S% above 
37' 3z% .~)(MI 

100' 00% a'love 
no' 00% above 
II' 00% a;,ove 

with 
conditiors. 
zJ';Q % 

ab:>vebrtbe 
removal of 

conditions. 

5.16. The decision of giving the increase of 6t per cent was arriv-
ed at after careful observation and analysis. It was also added that 
the discussions in regard to signing of this contract were held ae 
Nangal where the head office of the then Hindustan Chemical" 
Fertilizer Ltd.. was located and it was just not possible to yjsualize 
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the full extent of impediments like frequent closing of railway level 
<:rossing at Trombay which could· h~per the progress of work and 
~ome in the way of smooth operation of the contract. When the 
difficulties were realised at site, it was considered equitable to alloW' 
the increase of 6i per cent. 

5.17. The Committee are not satisfied fith the explanatiOll 
in this case. The main reason advanced is that the increase of 121 
per cent allowed to the contractor over the tendered rates actually 
covered the deductions for voids and the factor of shrinkage. It d:d 
not fully cover the loss due to non-availability of free passage. The 
Committee however feel that it was for the contractor to judge be-
fore agreeing to withdraw the stipulations previously made, whether 
Or not the increase in rates covered adequately the loss due to these 
factors. Having agreed to unconditionally withdraw the stipulations 
including the one to ''make necessary arrangements with Railway 
authorities and Bombay Municipality; and give a clear passage from 
cutting site to filling site" the contractor had contractually no claim 
for any increase in rates on the ground of binderance caused in work 
due to frequent closure of the railway gate. 

5.18. The Committee regret to observe that here too the manage-
ment failed to safeguard the interests of the Corporat;on and paid 
the contractor more than the stipUlated amount for considerations 
which had already been taken into account at the time of award.iq 
the contract to him. 

c. Defective agreements for the supply of refinery gas and naphtha 
(para 7-b, pp. 64-65). 

5.19. On 22nd April, 1961, and 1st January, 1962 the Unit entered 
into agreements with two private oil refining companies for the 
supply of refinery gas by one and naphtha by the other for the Am-
monia Plant. The agreements did not specify the minimum relative 
density of the gaslnaphtha though the plant was designed (on the 
basis of feed stock data supplied by the refining companies) for the 
consumption of gas having a relative density of 0.92 to 1.47 with 
an average of 1.12, and of naphtha having a relative density ot 0.752. 

5.20. Out of the four reactors of Ammonia Plant, commissioned 
an 15th October, 1965, three were designed for the consumption of 
either J!!iS or naphtha and the fourth for the consumption of naphtha 
only. The Unit, however, decided to use freftnery gas on two reac-
tors and naphtha on the other two. 
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5.21. In., actual operation the gas supplied by the refining com-

pany was found to be 01 a low~r relative density (0.65) which a1fect-
ed the production of the plant adversely and also caused explosions. 
On the' matter being taken up by the Unit with the refinery com-
pany, the latter stated on 16th February, 1966, that ''We expect the 
relative density to average 0.6 but would recommend that any new 
equipment should cater for an estimated minimum relative density 
ef 0.5".' 

5.22. As the supply of gas was much below the required specifica-
tions, the unit switched over to the use of naptha from 9th May. 
1966, in aU the four reactors. The actual relative density of the 
uphtha supplied by the refining company ranged from 0.6527 to 
0.'7487 as against the required specification of 0.752,. with the result 
that the production .... apaclty of the plant was reduced by about 10 
per cent. 

5.23. The loss of ammonia production on account of the supply of 
... and naphtha of lower density was estimated by the management 
at 16.891 M. tons during the period from October, 1965, to March, 
1981. o-;'~ 

5.24. In the absence of any sti·pulation in the agreements regard-
ing the minimum relative density of gas and. naphtha, the manage-
ment could not take any action against the private refining compan-
ies. 

5.25. During eVidence, the Committee were informed that the 
agreements with the two private oil refineries were also entered into 
by the then Managing Director of the Fertilizer Corporation of India 
who entered into agreements with the other foreign firms for the 
supply of plant and machinery etc. The contracts With the two 
companies were defective as they did not provide for the minimum 
density of gas/naphtha but only specified the calorific value in the 
gas to be supplied.. In the circumstances legally no action could be 
taken against these firms. There was also no alternative in Bombay 
but to deal with one of these two companies. 

5.26. The Committee were also informed that the production loss 
Gue to lower density was about 12000-15000 tonnes of ammonia per 
annum, the annual sale value of whieh would be about Rs. 1.2 crores. 
'nle Corporation had taken certain steps to minimise the loss in this 
regard. In case of naphtha, they had tried to get nephtha of higher 
deruri.ly by discussions with ESSO. Occasionally they b:;cd also sue-
eeeded in ft. As regard, refinery gas they had several discussiol1l 
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with th~ Burmah Shell and at the instance of the Corporation the 
comp~ny b~ installed additional equipment to ensure the supply 
of gas ,with steady density. The position had improved to some 
extent but not qp to the expectations of the Corporation: Witb.ba 
the plant also the Corporation had changed • :he size' which would 
also partly make up the loss in this regard. 

5.27. The Committee also enquired, during evi\ience, whether IiLDY 
respOnsibility hed been fixed for the vital omission in the agreements 
in not providing for the minimum relative density of gas/naphtha. 
The Secretary of the Ministry stated that the Corporation had not 
so far considered the question of responsibility but th' s woul'd be 
done now . 

. 5~28. The Committee were, however, informed subsequently in a 
written reply that every effort was made to bind the Befining CO~ 
panies to the specific gas composition. The refining companies, 
however, ind;cated that the composition of the gas wa~ affected by 
many factors including nature of feedstock to the various gas pro-
ducing plants, the method of operation of these plants and the 
number of plants in operation. They also indicated that refining 
operations were primarily directed to the production of ~troleum 
products an'd the refinery gas was a by-product. Under the cir-
cumstances, they were unable to guarantee any specific composition. 
'The Refining companies only agreed to specific calorific value of 
refinery gas with a permissible variation of 10 per cent. 

5.29. Similarly, Mis. ESSO indicated that specific gravity of 
Naphtha was liable to vary from time to t;me as operational chang-
es OCCUr and the properties of crude change and they were unable 
to gu,Hantee the same. In support of their contention the Corpora-
tion h:we furnished to the Committee only three letters from 

STANVAC and BURMAH SHEEL sent by them in 1959. 

5.30. The Committee are not satisfied with this explanation. 
No records have been furnished to them to shl)w that the ~sti_ 
of making specific provision in the agreellJents for minimum reJatift 
density of gas/naptha to he snpplied by the twoeompanies was 
eonsidered at the time of entering into agreem~nts with them ill' 
It81. and 1962. The letters written b,' the two companies Z-3 years 
earlier at the planning stage can hardly pTove that the companies 
were Dot agreeable to such a provision ;n the agreements entered 
into with them. In fact the plant was de§ignecl on the basis of tile 
feett stoek elata, Supplied by tbe refining companies. 
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TIle c.-ittee, therefore, desire that the Ieuolll for this vi&l 
... inion from the all'eemea.ts with these two eompanies whicJl 
have l'eI1IJted iD Ullaal loss to the eXte.at of as. u crores to the 
Co!poratioa IIaoaId lie namined aad respoDsibiHty bed. 

UL Tbey would arp that the questioD of supply of gas/naphtha 
.f required deasity should also be taken up by the Ministry of Pct-
roIeum 8Ild Chemicals with the two refineries to arrive at some 
.. tisfactory arrangemeDt to save the Unit from eoatinuous heavy 
lea on thJa Bee01lDt. 

D. Idle Plant, Para 7(c), p. 65. 

5.32. In June, 1963, unit imported a wagon tippler costing. 
Rs. 16.07 lakhs for the purpose of unloading rockphosphate received 
in Railway wagons. The tippler was erected in February, 1965, at 
a cost of Ra. 6.35 lakhs. 

5.33. On receipt of: the first shipment of rockphosphate in May,. 
1965, the unit invited tenders for transporting the material from 
docks to the rockphosphate storage. On the basis of the tenders 
receiveil it was found that the transportation of the material by 
road was more economical than by rail. This resulted in the wagon 
tippler remaining unutilisetl sinCe the date of its installation. 

5.3i. In this connection, the Ministry informed Audit in Decem-
ber, 1967. that "whe.l ;t was decided to have this wagon tippler it 
was intended that the phosphate rock would be received by wag·:ms. 
At pr<nent it is, however, cheaper to transport rockphosphate by 
road. This is u.e reason why wagon tippler hlS not been used. li'ur-
ther, the Central Rai:way has not been able to place wagons at the 
disposal of Fertilizer Corporation of India. Negotiations are in pro-
gress with Railway authorities in this regard". 

5.35. The Committee enquired whether the economics of trans-
portation of rockphosphate by road and rail and the question of the 
availability of wagons was considered before the import of wagon 
tippler. They were informed that a stu\:ly was made by the Trom-
bay Project Organisation whether the onward movement of rocJt 
phosphate from the ships to the factory s:te should be by barges or 
toad transport or ropeway or railways. The annual requirement of 
nlCk phosphate was estimated at 1,26,000 tonnes and of sulphur 25,000 
lannes. It was envisaged that the shipment of rock pho3p::'ate 
wou1d be in ship-loads of 10,000 tonnes at a time which worked out 



to, on an average, one ship per month. The ship would have to be· 
unloaded within the free t~me of about 6 days which meant a dally' 
clearance of 1500 to 2000 tonnes. It was not consideted pract'cable 
that such a large' quantity could be conveniently handled by road 
transport. Since th~ wagons arriving at 1)"oubay wouM have to be 
unloaded expeditiously to avoid accrual of demurrage, provision of' 
a wagon tippler was considered essential. Accordingly arrange-
ments were made for providing a wagon tippler wh'ch couhi handle 
one--4 wheeler wagon, either open or covered, at a time. When 
between 1959-61 the Railway authorities were consulted on the· 
question of availability of w:agons for the movement of rock phos-
phate from Bombay Docks to Trombay, they advised that the wagons 
required would be supp)ied 

5.36. After deeMing for the ins!allat;on of the tippler, the desigft 
and pattern was also got approved by the' Research Designs and 
Standards organisation of the Indian Railways. 

5.37. However, when the question of import of rockphosphate 
actually arose, it was fountl that its transportation from dock to 
Trombay factory was cheaper by road than by rail. .In the case of 
its transportation by road, the charges worked out to Rs. 7.56 per' 
tonne, whereas by rail the charges worked out to Rs. 10:58 per tonne. 
'!be break-up of these charges is given hereunder:-

----
Bv-l\£'d Rf. By Rail Rs. 

----
Loading charges 1'25 Loading charges 1'90 

Transport Charges 4'94 Railway freight 5'50 

Weighment Charges 0'12 B.P.T. Sidin~ charges 0'89 . 

Unloading Charges 1'25 Q.:.r. siding charges O'I~ 

Packing charges 0'35 

Weighment. c~ 0.35 

Unloading charges 1"47 

7'56 10'58 

------
5.38. The Committee were informed that the ralway freight was;; 

based on the haulage distance of 30 Ions., whereas the actual dis-·· 
tance between Bombay Dock and the place of discharge is 17 kms. 
only. If Railways agree to charge on the basis of the actual dis-
tance, the freight charges would wodk out to Rs. 7.42 per tonne and 
would, therefore, be cheaper from road transport by 14 paise per 
tonne. RailWays had, however, informed that dUf> to ch~nge in the 
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Dperat.ing condihons Jll U!~ Bombay region on account of very heavy: 
trafic of imported food-grains movement taking place and. the inc~
dence of enhanced movement of crude oil from Gujrat, it was not 
possib' e for the railways to undertake the movement of rockphos-
phate from Dock to Trombay factory. The Management had again 
taken up with the railways for grant of station to station rates based 
on the actual ?istance and also to provide 4-wheder wag"ns~ for 
,which the tippler'~installed at Trombay is suitable. 

5.39. In regard to provision of 4-wheeler wagons, the Central 
Railway viti'e their lette!' of 5th January, 1968, agreed that in view 
of very special circumstances, 4-wheeler wagons (open and cover-
ed) would be provided for clearing traffic of phosphate lits and when 
the next consignment arrives. The question of application of,station 
to station rates based on the actual distance, was, however, still 
under the consideration of the Ministry of Railways .. 

5.40. From the factlO furnished to the Committee it appears that 
1he Management deeided to provide the wagon tippler mainly for 
.expeditious uraloadil1l and to avoid accrual of dem1lrl1Jge charges. 
No records have been furnbhed to the Committee to show whether 

. the eeoaomics of transportation of rockphosphate by road and rail 
were considered by calculating the estimated charges by road and 
the Management decided to provided the wagons tippler mainly for 

:rail and the likely demurrage charges if any, in both eases. It was 
only on receipt of tenders that it was found that the transportatiOa 

,·of rockphosphate by road would be cheaper than by rall. 
; 

5.41. The Committee recret to note that the decision to import • 
wagon tippler~ costing Rs. 16.07 lakhs, was taken without fint 

.assessing the economics of transportation by rail and road. The 
import of wagon tippler has not only led to the unnecessary spad-
ing of foreign exchange. but also blocking the funds of the Cor-
lloration. 

5.-12. The Committee, desire that the questiu"! whether the trans-
pJration of I"O(:kphospbate would be dODe by road or rail should 
be decided expeditiously ill the Ugbt of the experience gained. In 

-case it Is decided to continue rO'ln transportation. step;; s~ould be 
,taken to utilize the wagon tipp]cr elsewhere or t~ dispOse it of. 
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CONCLUSION 

•. 1. The examination of Audit Paras relating, t? the Trombay Unit 
of F.C.L in the Audit Report (Commercial) 1968, in the preceding 
pages has revealed several. unsatisfactory features . 

•• 2. The Committee are constrained to observe that there were a 
number of procedural and functional lapses on the part of the Man-
agement of which Government of India could have taken serious 
.ote but do not appear to have done so or ·exercised proper check 
IIDd . supervision. The Co~ittee would urge that as suggested by 
them in Paragraph 2.27 aD enquiry should 'be made to ascertain the 
reasons for entering into such defective agreements which have re-
sulted in huge financial losses and continuous low production. 
Awarding of contracts to firms which had neither the capacity nor 
experience to undertake t'hem is also a sad affair. They would like 
to be informed of the findings of the enquiry, the names ~f the offi-
cers found responsible for these lapses and the action taken against 
them. 

6.3. In conclusion the Committee would like to stress the need 
for laying down necessary guide-lines f~r avoiding such lapses in 
future. They feel that the autonomy enjoyed by an undertaking 
should not be constmed to mean that its Management is free to make 
commitments without regard to, financial propriety and procedural 
requirements. 

Naw DBLm; 
FebnuJrll 9, 1969. 
Maghcl 20, 1890 (Saka). 

3062 (AU) IS4. 

G. S. DHILLON, 
Chairman., 

Committee on Public Unde~akinglf. 
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