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INTRODUCTION

I, the Chairman, Committee on Public Undertakings having been
.authorised by fhe Committee to submit the' Report on their behalf,
present this Thirty-Fifth Report on Action Taken by Government
on the recommendatlons contained in the Twenty-Sixth Report of
the Committee on Public Undertakings (Fourth Lok Sabha) on
“Trombay Unit of the Fertilizer Corporation of India Limited.

2. The Twenty-Sixth Report of the Committee on Public Under-
takings (Fourth Lok Sabha) was presented to the Lok Sabha on the
12th March, 1969. The repliés to the 23 out of 27 recommendations
<contained in the Report were received upto 31st December, 1971.
These were considered by ‘the Committee on Public Under-
takings (1971-72) at their sitting held on 6th March, 1972 and it was
decided that the Action Taken Report might pend till all the replies
and further information sought on certain points arising out of
the replies furnished by Government were received from the Gov-
ernment.

3. The remaining replies of Government and further information
asked for were received in batches and the last batch was received
on the 24th March, 1973.

The replies of the Government to the recommendations contained
in the aforesaid Report were considered by the Committee
on Public Undertakings on the 10th April, 1973 and the Chairman
was authorised to finalise the Report on the basis of the
decisions of the Committee and present it to Parliament.

4. The Report has been divided into the following five chapters:—
(i) Report .
(ii) Recommendations that have been accepted by Government.

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

(iv) Recommendations in respect of which replies of Govern-
ment have not been accepted by the Committee.

(v) Recommendations in respect of which final replies of Gov-
ernment are still awaited.

(vii) ‘



(viii)

5. An analysis of the Action taken by Government on the recom-
mendations contained in the Twenty-sixth Report of the Committee
is given in Appendix XVII, It would be observed therefrom that
out of the total number of recommendations made in the Report, 22
per cent have been accepted by Government. The Committee do
not desire to pursue 28 per cent of the recommendations in view of
Government’s replies. Replies of Government in respect of 19 per
cent of the recommendations have not been accepted by the Commit-
tee. Final replies of Government in respect of 33 per cent of the
recommendations are still awaited.

NEw DELHI; SUBHADRA JOSHI,

April 21,1973 Chairman
Vaisakha 1, 1895 (S). Committee on Public Undertakings.




CHAPTER I
REPORT

The Twenty-sixth Report of the Committee on Public Undertak-
ings (1968-69) (Fourth Lok Sabha) on Trombay Unit of the Fertilizer
Corporation of India Ltd. was presented to Lok Sabha on the 12th
March, 1969. Among other recommendations, the Committee had
recommended a detailed inquiry/investigation into the contracts
awarded by the Fertilizer Corporation of India for the supply of
Ammonia, Urea and Nitric Acid Planfs as well as a contract for the
Nitro Phosphate Plant for the Trombay Unit of the Cerporation.

2. Pursuant to the above recommendations, Government set up
a single Member Commission (Bedi Commission) in August, 1969
under the Commission of Inquiry Act, 1952, to inquire into the mat-
ter. The Committee find from the replies furnished by Government
that the recommendations of the Committee at Sl. Nos. 1, 3, 6, 9, 15, 19,
20, and 26 stand referred to the Bedi Commission. The Commission
was required to submit its Report within 3 months ie. upto 4th
November, 1969. Its tenure has, however, been extended from time
to time and the present extensjon is upto 30th April, 1973. The Com-

mission has not indicated as yet as to when it would be submitting
its report.

3. The Committee note that although it is more than three years
since the Commission was appointed, there is yet no indication as to
when the Commission would be submitting its Report. The Commit-
tee hope that the Commission would finalise its Report soon. The
Committee desire that the report of the Commission along with the

action taken thereon by Government may be laid before
Parliament.

Recommendation SI. No. 5 (para 2.26)

4. The Committee found from the supplemental agreement entered
into with the firm (M/s. Chemico) that it was only subject to the
approval of the Board of Directors and AID concurrence. There was
no mention in the agreement about its being subject to the approval
of Government. Tn the circumstances the Committee failed to un-
derstand as to on what basis they had been informed that the settle-
ment was subject to Governinient’s approval and if they were not
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_satisfled the terms of agreement would have been reopened and they

would have advised the Fertilizer Coropration of India to do so. In
. spite of the admission by the Secretary, of the Ministry “that things
.could have been negotiated procedurally in a better manner,” no
records had been furnished to the Committee to show that any action
had been taken by Government against the person concerned of
these perocedural lapses.

5. In their reply the Government have stated that “although
.there was no specific mention in the supplemental agreement that it
was subject to the approval of the Government, it was known to
Fertilizer Corporation of Indja that according to the prescribed pro-
-cedure, the agreement had to receive the approval of the Govern-
ment, as it was with a foreign party and besides, the original agree-
ment had been approved by the Government. The Corporation did
in fact come up to the government for approval of the supplemental
agreement which was duly considered in the concerned Department
of the Government of India and approval was eventually accorded.

6. While approving the supplemental agreement, Government
brought to the notice of the Corporation certain lapses in connection
with the agreement with a view to avoiding such lapses in future
and had also advised the Corporation to provide sufficient svfeguards
in contracts in future, so that the Corporation is not put to losses.
The Commission of Inquiry would go into these lapses, such further
action as may be required in this connection wili te taken on the
receipt of the recommendations of the Commission.

7. It is seen from the letter dated the 18th September, 1967 issued
by the Ministry that the approval of Government to supplemental
agreement was only ex-post-facto and not before entering into the

" agreements, the then Minister for Revenue and expenditure in the
Ministry of Finance, observed as follows:—

“The FCI's bargaining position was weakened by the fact that
Chemico had already been paid in the bulk of its dues and
non-renewal of the contract would perhaps have hurt the

. FCI more than Chemico. We must guard against such
"eventualities in other projects as well by insisting on mak-
ing a sizable final payment conditional on satisfactory per-
formance of the plant for a guaranteed period.

A very disturbing feature of this whole deal was the admitted
" over-involcing resorted to by Chemico. This rresumably
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enabled them to secure larger payment against shipment.
This is a serious lapse, and we must take steps to see that
this is not allowed to take place in the case of other pro-
jects.” ' : "

-8. It was also stated in the letter mentioned above that:—

“Considering that over-invoicing resorted to by Chemico, in
this case, constitutes an economic offence, the Deputy
Prime. Minister has further enquired what action was
taken by the Fertilizer Corporation of India when the
over-invoicing was detacted by them and what steps are
being taken or propose to be taken to prevent such occu-
rances in future. '

A careful study of the case shows that it is necessary to pro-
vide sufficient safeguards in contracts in future so that
the Corporation is not put to any losses on account of non-
compliance either with the time-schedule or performance
guarantees by the contractor.”

9. The Committee view with concern the various lapses mention-
-ed above. They have not been informed about the action taken by
the FCI or the Government to prevent the recurrence cf such lapses
in future. The Committee have been informed that the Commission
of Inquiry would go into these lapses. They desire that the Govern-
ment should apprise Parliament about the findings of the Commis-
sion of Inquiry the action taken against the persons responsible for
. the lapses, mentioned in this case.

Recommendation Sl. No. 12 (para 2.60)

10. The Committee regretted to note that although it was now
more than one year when the judicial possession of the Methenol
Plant was taken over, no claims have been preferred against the firm
as the details thereof were still being finalised. The Committee hoped
that immediate action would be taken to finalise the claims against
the firm and to recover the loss suffered by the Corporation.

11. In their reply Government informed the Committee that a

£q pajurodde usaq Ay SIOjeIIQIE PUE ‘G9I-QT-E UO BFPUI FO UON
-gz0d10)) J9ZI[13a9d Y} Aq UOREBIIIqIB UB 0} IpBWI U3DQ Sey aouarayaxd
M/s. Girdlers Corporation and the FCI since then. The umpire has
also been appointed on 11-5-70. The Government have stated that
the arbitration proceedings are still in the progress. Its next session
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which would be third one was to begin with effect from the 13th

February, 1973.. It is not certain as to when the award is likely to
be given by the arbitrators.*

12. The Committee find that although it is more than 3 years
since the Arbitrators were appointed, the .arbitration proceed-
ings are still in progress. The Committee view with concern the
inordinate delay in the matter. They hope that the arbitration pro-
ceedings would be finalised soon and further action taken by the
Corporation on the basis of award of the arbitration.

Recommendation Serial No. 17 (Para No. 3.31)

13. The Committee were concerned to note the high cost of
production of fertilizers at Trombay which was not only higher
than the cost of production of similar fertilizers in Sindhri and
Nangal units but also generally higher than the selling price. The
Committee realised that the low production at Trombay was one
of the main factors for this high cost of production and hoped that
with the increase in production by implementing the various re-
commendations of the technical Committees the cost of production
would come down. The Committee however, found that in case of
certain products e.g., urea, inspite of increase in production in 1967-
68 as compared to 1966-67, there had been an increase in cost of
production. They, therefore, felt that it was essential to maintain
a strict control over the cost of production of various products and
to make vigorous efforts to locate areas where economies could be

*At the time of factual verification the Fertilizer Corporation of India
limited informed as follows:—

“During the hearings the preliminary objections of the respondents to

the Arbitration were heard and disposed off under the Indian Ar-
bitration Act, 1940.

In the subsequent hearings the Corporation as well as the Respondents
led oral evidence on their various claims and issues involved. The
oral testimony of both the ‘parties, to the dispute on all technical

issues has been completed in the last hearing of February-March
1973.

Presently as directed by the Arbitral Tribunal the Corporation is seized
with its written submission on technical points and the extent of
breach by the Girdler Corporation which are supposed to be filled
latest by 10th May, 1973. Thereafter both the parties will exchange
their submissions and file their rejoinders, if any, by 10th June, 1973,

The Arbitral Tribunal will consider the entire written submissions and
rejoinders filled by both the parties and shall give their interim
award determining the extent of breach, if any.

It is expected that if FCI's case is accepted and the extent of breach is
determined in the interim award, FCI will be directed to prove its
claim at the next hearing of the Arbitral Tribunal scheduled to

) take place from 6th Nevember 1878 at New Delhi for a period of
3 weeks”. |
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effected. It needed no emphasis that if the Trombay unit had to
work profitably it should see that its cost of production was brougnt
down at least to that of the other units operating them.

14. In their reply the Government have stated that the FCI
have intimated that they are maintaining strict control over cost of
production of various products and will be making vigorous efforts
to locate areas where economies can be effected,

15. The Committee note that in their reply the Ministry have
stated that ‘the Committee’s recommendations to maintain a strict
control over cost of production of various products and to make
vigorous efforts to locate areas where economies can be effected, are
noted’ The Committee, however, find that the cost of production of
various products of Trombay Unit during 1969-70 and 1970-71 had
gone up further as compared to 1968-69. The Committee view with
concern that the cost of production has shown an upward trend.
The Committee, therefore, reiterate that there is need to maintain
a strict control over the cost of production of the various products
acd effective steps should be taken to reduce the cost of production.

Recommendation Serial No. 22 (Para 5.30)

16. The Committee were not satisfied with the explanation fur-
nished for the absence of any provision in the agreement entered
into with two private oil refining Companies about the minimum re-
lative density of the gas/naptha to be supplied by these companies
No records were furnished to them to show that the questions of
making specific provision in the agreements for minimum relative
density of gas/naptha to be supplied by the two companies was
considered at the time of entering into agreements with them in
1961-62.

17. The Committee, therefore, desired that the réasons for this
vital omission from the agreements with those two companies whici
had resulted in annual loss to the extent of Rs. 1.2 crores to the
Corporation should be examined and responsibility fixed.

18. In their reply the Government have stated that the matter
has been investigated and it has been found that there was actually
no necessity of providing for minimum specific gravity of naphtha
in the contract with M/s. ESSO. Regarding contrct for the supply
of Refinery gas, in the contract with M/s. Burmah-Shell attempts
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were made to provide for relative density but they were not pre-
pare& to bind themselves to vanatlon in relative density. The only
item” on which they were prepared to bmd themselves was the
calorific value and pressure which were duly provided in the con-
tract.

19. The ' Committeé ‘were 'also informed that M/s. Birmah Shell
had indicated normal variations in relativé density betwéen 0.9 ‘to
1.2 (air being). They had also indicated that these variationg would
not be sudden and notice could " bé giver of ‘thede variations ex-
cept in case of emergencies.

20. The ‘normal variations in relative density indicated by M/s.
Burmah Shell were brought to the notice of M/s Chemico during.
the coursé of negotlatxons for the contract and they were requested
to design the plant in such a manner as to take care of these nor-
mal variations. The compressors have in fact been sized for lower
limit of relative density.

21. Unfortunately, the variations in relative density of the gas
have been far too wide. The density of the gas currently available
from the refineries is also much lower than the lower limit of 0.0
indicated by M/s. Burmah Shell. The density is actually running
between 0.6 to 0.7. The lower relative density of gas has resulted
from the changes made by the refineries in their operations beécause
of change of product pattern and operation procedures. Besides,
the variations in density have also been found rather sudden. Be-
cause of these reasons, attempts to utilise the refinery gas for pro-
duction of ammonia have not been successful. There have, in fact,

been a number of explosions in the plant as a result of sudden varia-
tions in the quality of gas.

. 22. 1t might be mentioned that at the time whén the contract for
the ammonia plant based on refinery gas/naphtha was awarded to
M/s. Chemico, there were very few plants in the world working on
these feed-stock. As such, the experience available in processing
these feed-stock was very limited. Because of this reason, the plant
had to be designed with a considerable amount of flexibility. One

of the most important ﬂexlbllity prowded was that all the reactors
were designed in such a manner that they could operate only on
naphtha in case of refinery gas was not available or gave rise to
problems in processing.
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.28. M/s. Burmah ‘Shell have made consistent efforts to COntrol the-
qualqty of gas. They haye installed a number of new conttol instru--
ments, bpt msp:.te of these efforts, it has not been possible for thern
to. ensure uniform relative density of gas. They were, therefore,
keen to withdraw from their commitment to supply gas.

2o Receptly, M/S Burmah Shell have been persuaded to sup-
Ply, naphtha in lieu of part of the refinery gas and their commit-
ment to supply _rpﬁnery gas has been reduced to 25,000 torines per
year from 50,000 tonnes per year provided in the contract. They
have been further persuaded to permit the use of refinery gas as a
fuel which was not permissible in termg of the original agreement
This, has reduced the consumption of fuel oil in the Fertilizer P]ant
resultlng,in substantial savings to the Trombay Unit and the sav-
ing during 1970-71 amounted to Rs. 3.07 lakhs. The revised agree-

ment has since been executed with M/s. Burmah Shell and came
into force from 1-7-1970.

25. According to FCI it will be seen that Fertilizer Corporation
of India was conscious of the problem which might arise in pro-
cessing of the refinery gas and adequate provisions were made in
the design of the plant to take care of any eventualities.

26. 'l,‘he Committee are not satisfied with the reply furnished by
the Ministry. In view of the reluctance of M/s. Burmah Shell
to include any clause in the contract binding themselves regarding
the requisite relative density of gas, Government should have
taken the precaution of designing the plant to wprk only on Naphtha
to avoid the additional capital expenditure involved in designing it
to work both on gas and naphtha.

Recommendations Serial Nos, 24 & 25 (Paras 5.40—5.42)

27. The Committee regretted to note that the decision to im-
port a wagon tippler, costing Rs. 16.07 lakhs, was taken without
first assessing the economics of transportation by rail and road. The
import of wagon tippler not only led to the unnecessary spending
of foreign exchange, but also blocking the funds of the Corporation.

28, The Committee also desired that the question whether the
transportation of rock phosphate would be done by road or rail
should be decided expeditiously in the light of the experience gain-
ed. In case it is decided to continue road transportation, steps
should be taken to utilise the wagon tippler elsewhere or to dispose’
it of.
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29. In their reply the Government have stated that Fertilizer
Corporation of India have intimated that one wagon tippler was
imported in 1963 to handle movements of imported rock phosphate
from Bombay Port to Trombay Plant site for nitro-phosphate plant.
The specifications for tippler were approved by the Research De-
sign and Standard Organisation of the Ministry of Railways in
1963. By the time the tippler was installed in 1965 which was cap-
able of handling 4 wheeler wagons only. Railways had started mak-
ing increasing use of 8 wheeler wagons for transport of minerals
and other bulk materials, Railways also did not agree to charge
FCI on the basis of actual distance of 17 K.M. from Bombay Docks
to Trombay but insisted on minimum charges of 40 K.M., thus mak-
ing the use of wagon tippler uneconomical. These two factors com-
bined were responsible for its non-utilisation for some time. However
FCI have begun using the said wagon tippler at Trombay for some
time past. Now the rock phosphate is being regularly procured in-
digenously from Udaipur and Railways are supplying it in 4
wheeler wagons. Practically all FCI's supplies from Udaipur are
coming in 4 wheeler wagons enabling FCI to use the wagon tippler.

30. No log book was maintained for wagon tippler before Nov-
ember, 1970 as the use of wagon was very much limited and the
material was coming by road from Dock. It was, therefore, not
considered necessary to maintain the log book. The maintenance of

the log book was started from November, 1970 when the wagon
tippler was regularly used.

31. However, in reply to the recommendation of the Committee
that the question whether the transportation of rock phosphate
would be done by road or rail should be decided expeditiously in
the light of the experience gained, the Government have stated
that the FCI have intimated that they are conducting trial runs to
find out its suitability for operations in Trombay Factory. In case
this rock phosphates is found suitable, the Company will switch
over to indigenous material and the wagon tippler may be utilised
depending on the supply of suitable type of wagons.

32. The final decision regarding suitability and availability of
rock phosphate from Rajasthan will be known in the near future
after which it would be possible to determine whether the wagon
tippler could be used at Trombay or not.

33. The Committee find that one wagon tippler costing Rs. 16.07
lakhs was imported in 1963 to handle the movements of imported
rock phosphate from Bombay Port to Trombay Plant site. How-
ever, this was not being used for the intended purpose. The Com-
mittee have been informed that the wagon tippler was at present
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being used from November, 1970 for the rock phosphate received
from Udaipur by rail. The Commiftee, however, find that the
FCI is still conducting trial runs of Rajasthan rock phosphate to
find out its suitability for operations in Trombay Plant and it is
not yet sure whether it would be possible to fully utilise the wagon
tippler. The Committee desire that the decision in this regard
should be expedited. .

34. The Committee reiterate that the purchase of wagon tippler
was made without a careful assessment of the economics of trans-
_portation of rock phosphate by rail and road, resulting in unneces-
sary spending of foreign exchange and blocking of funds.

R
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1 CHAPTER I P

RECOMMENDATIONS THAT HAVE BEEN ACCEPTED:
BY GOVERNMENT

Recommendation Serial No. 2

It has been admitted by the Government that there was &
lacuna in the original agreement with this firm due to which M/s.
Chemico were in a position to “walk out of the contract and to leave
the Corporation completely in lurch”. This clearly goes tc prove
that the legal aspects of the agreement were not fully considered
before the contract was signed. The Committee are distressed to
note that the same Lacunae continued to exist even in the supple-
mental agreements which were signed with this firm after a nego-
tiated settlement. Due to this, the Corporation had to extend
twice the period for starting up operations and for'demnnstration
of guarantees which resulted in additional expenditure of Rs. 9.63
lalehs on only the stay of the personnel of firm. (Para 221).

Reply of Government

The observations of the Committee have been noted by the
Fertilizer Corporation of India for further guidance.

(Ministry of Petroleum and Chemicals O.M. No. 68(4)/69-Ferts.
II dated 14-10-70).

Recommendation Serial No. 7

The Committee hope that in future there will be closer scrutiny
of the agreements entered into with the various parties to ensure
that the terms of agreements adequately safeguarded the interest
of the public undertakings. (Para 2.29).

Reply of Government

The recommendation has been noted for future guidance and has
also been forwarded to the Bureau of Public Enterprises for ap-
propriate action.

[Min. of Petroleum and Chemicals O.M. No. 68(4)/69-Fert.
II dt 14-10-70)

10
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11 _
‘Supplementary information required on Recommendation No. 7.
The action taken by the Bureau of Public Enterprises in the

matter may please be indicated. _
(L.S. Sectt. OM. No 20-PU/69 dt. 11-2-1971).

Reply of Government
The following is the aetion taken by the Bureau in the matter:
ould be taken to ensure that the Public

The measures that sh ' ‘
, evant aspects, while entering 'in_tr;‘

Enterprises keep in view all the rel e ShE .

agreements with various parties, including those in respect of
_matters within their own purview, were recently considered. The.
instructions already issued in this area were also reviewed. in con-
.sultation with the Ministry of Law, with this end in view. Compre-
hensive guidelines have recently been issued to the administrative
Ministries and Public Enterprises vide Ministry of Finance O.M. No.
9(136) /69BPE(GM) dated 11-6-1971. Copy enclosed (Appendix I).

[Min. -of Petroleum and Chemicals D.O. letter No. 68(4)/69-
Fert. II. dated 31-12-1971].

Recommendation Serial No. 8

The Committee are unhappy to note that even after taking over
juridical possession of nitro phosphate plant in June, 1967, it has
taken the Corporation more than one year to refer the matter to
arbitration. They desire that remedial measures should be taken to
avoid such inordinate delays in future. (Para 2.39).

Reply of Government

In a dispute of this nature, where the amount of claim runs into
several crores of rupees each item of claim has to be framed with
wtmost care so as to ensure that the same will stand the scrutiny
both from financial and legal angles. Further the various points of
dispute referred to in the request for arbitration and every item
of claim have to be supported with documentary evidence. The
collection of the original documents from various sources, scrutiny
of the same and getting the same vetted by solicitors etc. necessarily
involves time. Having regard to the magnitude of the work involved
and the amount of the claim involved, the time taken to file the
request for arbitration in the present case, appears reasonable. The
case was finally referred to arbitration by the Corporation on 20-11-
68. Both the partic. have appointed their arbitrators, but the umpire
is yet to be appointed by the International Chamber of Commerce.
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2. This is the first experience of the Trombay unit of the Corpo-
ration in dealing with International Arbitration cases and complying
with the requirements thereof. In the light of the experience gained
in handling International Arbitration cases it would be possible for
tae Corporation to avoid delays should any occasion arise in future.
The Committee’s recommendations have also been noted by the Cor-
poration for future guidance,

[Min. of Petroleum & Chemicals O.M. No, 68(4)/69-Fert. II
dated 17-12-1970].

Recommendation Serial No. 11

The Committee are constrained to observe that this is another
instance where the Corporation suffered a loss due to the contract
having been awarded to a contractor who had no experience of put-
ting up of such a big plant. Further, according to audit, no time
limit for proving the guarantees was provided from the date of
completion of erection. The contract provided the unusually long
period of 18 months for undertaking all necessary modifications for
proving the guarantees of production and quality from the date of
test runs whereas according to the Corporation’s own estimate a
plartt of this type ought to take about 6 months for commissioning
ffom the date of completion of erection. As a result no action could
be taken against the firm before the expiry of this period nor could

any steps be taken by the Corporation to remedy the defects in the
plant. (Para No. 2.59).

Reply of Government

The observations of the Committee have been brought to the
notice of the Fertiliser Corporation of India for future guidance by
sending a copy of Ministry’s reply to this recommendation on 8-10-69.

[Min. of Petroleum and Chemicals O.M. No. 68(4)/69-Fert II
dated 18-12-70].

Recommendation Serial No. 14

The Committee have already commented upon the delay in cons-
truction on account of the failure on the part of the contracting firms
in the earlier paragraphs of this Report. The delays in construction
and commissioning of various projects of the FCI including
Trombay were also considered by the Committee on Public Under-
takings (Third Lok Sabha) and their observations are contained in
Chapter III of their Sixth Report of the Fertiliser Corporation of
India. The Committee, therefore, do not desire to re-examine in
detail the reasons for delays in construction. They trust that with
the implementation of the recommendations contained in their
sixth Report (Third Lok Sabha); and the suggestions made by the
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Committee on Plan Projects, it would be possible for the Corpora-
tion to avoid such delays in the construction of future projects.
(Para No. 3.6).

Reply of Government

The observations have ben brought to the notice of the FCI by
sending a copy of the Ministry’s reply to this recommendation on
8-10-1969.

[Min. of Petroleum and Chemicals O.M. No. 68(4)/69-Fert II
dated 17-12-1970].

Recommendation Serial No. 23

The Committee would urge that the question of supply of gas/
naphtha of required density should also be taken up by the Min. of
Petroleum and Chemicals with the two refineries to arrive at some
satisfactory arrangements to save the Unit from continuous heavy
loss on this account. (Para 5.31).

Reply of Government

The recommendation has been noted. The question of supply of
gas/naphtha of the required density has been taken up with the oil
refinery for suitable action, According to latest information oBtained
from the Corporation they have completed negotiations with Bur-
mah Shell who have agreed to supply 50 per cent of the contractual
quantity as straight run naphtha which is superior in quality.

[Min. of Petroleum and Chemicals D.O. letter No. 68 (4) |69-Fert IT
dated 7-12-1971].

Supplementary information required on Recommendation No. 23

It has been stated that the question of supply of Gas/naphtha of
the required density has been taken up with the oil refinery for
suitable action, Please state what has been the outcome.

(L.S. Sectt. 0.M. No. 20-PU/69 dated 11-2-1971).
Reply of Government

The negotiations with Burmah Shell have been completed and
they have agreed to supply 50 per cent of the contractual quantity
as straight run Naphtha which is superior in quality.

[Min. of Petroleum and Chemicals D.O. letter No. 68 (4) |69-Fert II
dated 31-12-1971].
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RECOMMENDATIONS WHICH THE COMMITTEE DO NOT DE--
SIRE TO PURSUE IN VIEW OF GOVERNMENTS REPLIES:

Recommendation: Serial No. 4

‘The Committee take a serious view of retired senior officials of
public undertakings taking up appointments or serving in some capa-
city in private firms with which they had large financial dealings,.
while in service. They find that this matter was also raised in Par-
liament in August, 1967, when objection was taken by some members.
to such appointments. The Prime Minister had then admitted that.
the matter deserved a serious attention. It is regrettable that even.
after a lapse of more than one year no suitable rules have been.
framed in this regard, The Committee desire that this should now:-
be attended to immediately. (Para 2.24).

Reply of Government

Noted. A copy of the instructions issued by the Ministry of
Finance (Department of Expenditure) in their O.M. Nb. 2(11)/68-
BPE(GM), dated 26-4-1969, is enclosed (Appendix II).

[Min. of Petroleum and Chemicals O.M. No. 68(4)/69-Fert IL
dated 14-10-1970].

Supplementary point on Recommendation to Serial No. 4

(a) Number of cases in which permission had been given to Gov~
ernment officers after their retirement from Government servire to
accept re-employment in commercial undertakings|private firms in
terms of Ministry of Finance (Department of Expenditure) Office
Memo. No. 2/11/68—BPE—(GM) dated 26-4-1969;

(b) The names of the officers who sought permission; r

(c) The names of the Undertakings/private firms in which they
were/are employed after retirement.

(d) The period from which they have/had been in service of the
Undertakings/private firms.

(L.S.Sectt. O.M. No. 20—PU/69 dated 21-3-72)
14
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Reply of Government

"The required information furnished by the Department of Person-~
nel vide their Office Memo. No. 29/4/73—Ests(A) dated 6th March,
1973 is attached (Appendix III).

(Min. of Petroleum and Chemicals D.O. letter No. 68(4) /68—Ferts.
. II dated 24-3-1973)

Recommendation Serial No. 10.

The Committee believe that there ig sufficient demand for sul-
phuric acid in the country and with greater efforts it should be pos-
sible for the Corporation to sell larger quantities of this acid in the
open market. They hope that steps would be taken in this directions.
-(Para 248)

Reply of Government

There are six competitors located in and around Bombay city
manufacturing sulphuric acid having total production capacity of about
16,000 metric tonnes per month, out of which about 8,500 metric
tonnes is in the nature of captive demand of the manufacturers and
the rest 7,500 metric tonnes is for sale. The local demand according
to the estimates made by the Marketing Department of the Company
is only about 4,000 metric tonnes per month. The average sales
-of Fertilizer Corporation of India during 1966-67 amounted to 479
‘metric tonnes only per month. In 1967-68 the average sales amounts
to only 419 metric tonnes per month. The slight decrease in sales
was partly due to limitations imposed in production due to sulphur
shortage in the country for a short period and may have also been
‘to some extent due to stoppage of press advertisements in respect
of Sulphuric acid. The press advertisements were stopped as the
Board of Directors of the Company considered that it was not worth
while to incur any further expenditure on advertisements due to re-
‘duction in price. The Sales, however, increased to 896
metric tonnes in 1968-69 and to 1182 metric tonnes in 1969-70.
"The Corporation has thus more than doubled its sale within two
years. In the face of severe competition the Company has been able
‘to capture aproximately 24 percentage of the local demand for sul-
phuric acid. The Company is unable to penetrate in up-country
markets as sulphuric acid plants are located in almost all industrial
zones of the country. The element of transport cost is a very im-
‘portant factor which limit the sales within a given radius. In view
-of the transport limitation and also the freight disadvantage, it is
not possible for Trombay to reach the market in distant places. In
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their efforts to increase the sales of sulphuric acid and in matching
with the market price, a progressive reduction in the average selling
price of sulphuric acid manufactured by the Corporation was brought.
about during the period 1966-67 to 1968-69. The market trend is be-
ing watched closely and every effort is being made to increase the
sales.
[Ministry of Petroleum and Chemicals O.M. No. 68(4) /69-Fert. II
dated 25-4-1972].

Supplementary Point on Recommendation No. 10

Government have stated in their reply that in the efforts of the
Company to increase the sales of sulphuric acid and in matching
with the market price, a progressive reduction in the average selling
price of sulphuric acid manufactured by the Corporation was brought
about during the period 1966-67 to 1968-69. The Market trend is
being watched closely and every effort is being made to
increase the sales. Please intimate year-wise the sales effected by
the Company during the period 1969-70 to 1971-72 and the selling

prices adopted yearwise and whether they were the same as in
previous years.

(LS. Sectt. OM. No 20-PU/69 dated 17/18-5-1972).

Reply of Government

The following particulars are given in the connection:
1. Yearwise sale of Sulphuric Acid.

Year Quantity in M.T. Value in
Lakhs Rupees
(Excluding
Excise Duty)
1969-70 14187 3559
1970-71 21-513 so- 82
1971-72 . . . . . . 24 411 56-43

I1. Selling Price adopted yearwise.

—

For Bulk supply. For small supply.

Rates effective from 28-7-68 per MT. . . . Rs.232-50 plus  Rs. 26500 plus

© excise duty. Excise Duty.
Rates effective from 1-9-1970 per MT. Rs. 215§- g:» plus Rs. 220 50 plus
. Excise Duty. Excise Duty.

[(Min. of Petroleum and Chemicals O.M. No. 69 (4)/69-Ferts. II
dated 18-12-1972].
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Recommendation Serial No, 13

The Committee regret to note the inordinate delays in construc--
tion and commissioning of the various plants at Trombay. Delay
in the erection of comrlex plants, due to unforeseen circumstances,.
to some extent is unavoidable, but a delay of two years as at Trom-
bay can hardly be justified. What is worse, even after the schedule,
had been revised thrice, there were delays in commissioning the
plants as compared to the last schedule drawn up as late as in July,
1964. Besides loss of production, the delays in the execution of the
project had the effect of pushing up the cost estimated by Rs. 230.54
lakhs. (para No. 3.5).

Reply of Government

The Fertilizer Corporation has been asked to Prepare a time-

schedule on a realistic basis and eliminate all avoidable delays in
future.

The observations of the Committee have also been brought to the-

notice of the Corporation by sending a copy of the Ministry’s reply on
8-10-1969.

[Min. of Petroleum and Chemicals O.M. No. 68 (4) |69-Ferts II
dt. 17-12-1970].

Recommendation No. 16

The Committee hope that with the rehabilitation of the plants,
production will be stabilised. They need not emphasise that the ex-

cess consumption of raw materials and power lead to higher cost in
production. (Para No. 3.24).

Reply of Government

The recommendation has been brought to the notice of the Ferti-
lizer Corporation of India by sending a copy of the Ministry’s reply
to this recommendation on 8-10-1969. The Company have noted it
for necessary action.

A statement based on the local verification done by the Chief
Auditor Commercial Accounts, Western Region, Bombay indicating
the guaranteed consumption of raw materials and power the standard
consumption as fixed by the Management and actual consumption
during 1967-68, 1968-69, and 1969-70 is enclosed (Appendix IV). The
Fertilizer Corporation of India have commented as follows on the
figures given in Appendix IV.
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Naphtha Consumption in Ammonia Plant:

The Naphtha consumption in Ammonia Plant during 1969-70 is
higher as compared to that of the previous year for the following

reasons: —

Between September and November, 1969, the product plants, viz.
Urea and Suphala (Nitrophosphate) had a number of breakdowns
of major nature resulting in poor consumption of Ammonia. The
troubles in the Urea Plant were in the ammonia. charges pumps and
carbamate pumps etc. whereas in the case of the Suphala Plant, there
were a number of break-downs on KCL handling system. In addition
there was DAP shortage. During October, 1969 there was labour
trouble affecting urea production as well as Suphala production.

Despite the restricted consumption of ammonia in Urea and
Suprhala Plant, the ammonia production in the Ammonia Plant could
not be curtailed pror-ortionately. This was because there was
shortage of 40 Kg. steam due to excessive leakage which could be
made up only by keeping the four reactors running in the Ammonia
Plant. This meant consumption of additional naphtha and the gas
produced and to be flared and could not be entirely converted to
ammonia.

In the meanwhile, to avoid flaring of gas an innovation was made
to divert ammonia gas for methanol production by laying a new pipe-
line and additional instrumentation. This modification was effected
opnly towards the end of December, 1969.

If the naphtha loss through flaring is quantified, the specific con-
sumption of naphtha in that case would work out to 793 KG|tonne
of ammonia, which is comparable to the standards.

Ammonia Consumption in Urea Plant:

Ammonia consumption in Urea Plant during 1969-70 works out to
759 Kg. per tonne. As indicated earlier, this was due to innumerable
breakdowns in Urea Plant between September and November, 1969
when ammonia charges pumps and carbamate pumps were breaking
down frequently. This had necessitated draining of carbanate solu-
tion from the absorbers. The question arose whether to keep the
plant completely shut-down or alternatively to produce urea with
some losses. The latter course of action was chosen since the
ammonia production in Ammonia Plant was already restricted and all
the four reactors had to be kept running with additional consumption
of Naphtha to make up the deficiency in 40 Kg. steam. The decision
to produce urea with some losses instead of complete shut down was
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taken according to the exigencies of the situation and the prevailing
circumstances and no records can be produced in support of the same.

In addition some shortage of urea was also noticed in the stocks
at the time of annual physical verification. The figure of 758 Kg. per
tonne has been arrived at after taking into account this shortage.

Ammonia Consumption in Nitric Acid Plant

The actual consumption of Ammonia for Nitric Acid in 1969-70
averaged to 318 Kgs. per tonne. This shows a marginal variation as
compared to 1968-69 average consumption of 316 Kgs. per tonne.

Nitric Acid Consumption in Suphala Plant:

The Nitric Acid consumption during 1969-70 works out to 479 Kg.
which is the final figure. The reasons for the excess in this case are
that during 1969-70 as many as five different formulations of Suphala
containing Potash were tried in this Plant.

The Nitrophosphate Plant was originally designed to produce
Nitrophosphate either by the carbo-nitric process or sulphonitric
process. The Plant supplier failed to prove the guaranteed perform-
ance of the plant even on Carbo-nitric process and the Sulpho-nitric
process was never attempted by the Plant Supplier. The Plant
could not reach anywhere its rated capacity in spite of innumerable
modifications made by the Plant Supplier and therefore, Fertilizer
Corporation of India had to take juridical possession of the Plant and
take steps to mitigate the losses. In order to achieve the rated
capacity of the Plant in terms of nutrients, several experiments had
to be conducted which ultimately resulted in the new product
‘Suphala’, which gave a total nutrient content of nearly 40 per cent
without potash and with potash as high as 45 per cent per tonne.
This period of experimentation continued during the entire period of
1969-70.

The frequent breakdowns in the Suphala Plant coupled with the
changes in the formulations as indicated above, accounted for increas-
ed consumption of Nitric Acid. Even the Tendulkar Committee had
stated that the norms for nitric acid consumption of Suphala formu-
lations have to be established after a number of steady and un-
interrupted runs. Besides this, experimentation was also carried out
with indigenous rock from Rajasthan, with a view to reduce the im-
port of Rockphosphate. This also contributed for some additional
use of Nitric Acid in the initial stages of experimentation.

Consumption of Ammonia in Suphala:

The same reasons as stated above holds good for excessive con-
sumption of Ammonia in Sulphala Plant.
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Power Consumption:

In the case of power, nearly 50 per cent of the power consumptiorn
is fixed irrespective of the production load and consequently consump-
tion per tonne will depend upon the level of production and is not
directly variable. The overall production during 1969-70 was slightly
lower than that achieved during 1968-69. This resulted in the higher
per unit consumption of power over that of 1968-69 due to fixed
element of power load on plants.

At the end it may be pointed out that the guarantee norms and
consumption can be achieved only in ideal circumstances and to the
extent to which these do not exist, deviations are bound to be there.

[Min. of Petroleum & Checials O.M. No. 68(4) /69-Ferts II dt.
18-12-1972].

Supplementary Point on Recommendation No. 16

The steps taken by the Fertilizer Corporation of India Manage-
ment in the matter may please be indicated.

(L.S. Sectt. O.M. No. 20-PU|69 dt. 11-2-1971)
Reply of Government

The problems in Trombay are technical Studies were systemati-
cally made and reviewed by a serious of high level committees
including a team of Engineers from TVA. USA to identify the areas
of deficiencies, to analyse the causes for such deficiencies and to work
out specific concrete remedial measures. The final recommendations
accepted as a result of these studies are under implementation and
are expected to be completed by 1972-73. In addition recently this
unit was also examined by the action Committee on Public Sector
Undertakings appointed by Government which has also made certain
recommendations for improving working of the Unit. These recom-
mendations are under examination of the Fertilizer Corporation. A
summary of the report is attached (Appendix V).

[Min. of Petroleum & Chemicals O.M. No. 68| (4) |60-Ferts II dt.
- 18-12-1972].

Recommendation Serial No. 18

The Committee have already discussed some of the factors affect-
ing the working results of the unit e.g. low production, increased
consumption of raw materials etc. in earlier paragraphs of this
Report. Onme of the reasons for the loss suffered by the Trombay
Unit, was accumulation of ammonium nitrate Phosphate because of
large imports of dia-ammonium phosphate. The Committee view
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with concern that while on the one hand there was drain of foreign
exchange on import of fertilizers, on the other hand the plant
suffered loss due to these excessive imports. They feel that such a
situation urgently called for a proper assessment of import require-
ments and for close coordination between the ministries dealing
with the import, production and distribution of fertilizers. Govern-
ment must ensure that imports are allowed only when they are found
to be absolutely essential after taking into account the indigenous
production. (Para 4.9).

Reply of Government

Import of fertilizers is the concern of the Ministry of Food and
Agriculture (Department of Agriculture). The position in regard to
recommendation No. 18 as given by the Ministry of Food and Agri-
culture is summarised below: —

The import requirement of fertilizers is assessed taking into account
the quantities required by the State Government, carry over stocks
and estimated local production. Purchases are only made to meet
essental requirements of the agricultural programmes which cannot
be met from indigenous production. A review made in February, 1968
soon after Rabi 1967-68, revealed there were large stocks of Super-
phosphate and ammonium nitrophosphate in the country and so the
planned import of 4,00,000 tonnes of Di-ammonium phosphate was
reduced to 1,00,000 tonnes. In 1968-69 the target of consumption was
about 6.5 lakhs tonnes of P.O, Taking into account
indigenous production imports were planned for 3.3 lakhs tonnes of
P, O, During this year, however, a number of ships which were
due to arrive during Rabi, 1967, missed the season and arrived in the
beginning of 1968-69 due to closure of Suez Canal thus causing a
temporary over supply position of phosphatic fertilizers. Early in
1968 therefore, the import programme of P, O; was out down to 1.36
lakhs tonnes only in view of this position.

Utmost care is taken in planning the import programme on a
realistic basis. Imports are arranged only for the net requirement
after taking into account the indigenuous production Care is how-
ever, taken to import adequate quantities so that the cultivators do
not have to undergo hardships in procuring the needed fertilizers.

It may be mentioned in this connection that although both ammo-
nium nitrophosphate and Di-ammonium phosphate are essentially
phosphatic fertilisers, they are not strictly substitutes for each other
‘because of their water solubility Ammonium nitrophosphate being
water soluble to a lesser degree, is suitable for acidic soils and for long
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duration crops and so commands only a limited market it may also
be mentioned that manufacturers have to pay a lot of attention to
promotion of fertilizer use. It has been impressed upon the manu-
facturers that there is need to adopt progressive business practices
to sell their produce and not always to depend upon the seller’s
market to which they have been used to in the past.

With regard to the need for close coordination between the Min-
istries dealing with imports, production and distribution of fertilizers,
it may be mentioned that the following administrative and other
measures ensure such a coordination with the Ministry of Petroleum
and Chemicals which deals with fertilizer production units: —

(i) There is a special Committee of Secretaries to scrutinise
applications from intending fertiliser manufacturers for
licences to set up factories and Secretary (Agriculture) is
a member on this Committee. The Department of Agri-
culture is consulted in this connection both on the existence
of the market for fertilizers in the economic marketing
zone of the proposed factory as well as the suitability of
the production pattern for crops in that zone.

(ii) Representatives of Agriculture Department were included
in the Working Group of the Ministry of Petroleum and
Chemicals on Development of fertilizer industry during
the IV plan.

(iii) Import of fertilisers is planned and executed only after
considering production estimates received from Ministry
of Petroleum and Chemicals. Import programme is re-
viewed and amended from time to time in the light of the
stocks with indigenous manufacturers and States,

(iv) Meetings are held frequently with manufacturers in order
to coordinate supplies to States from them and from the
Central Fertilizer Pool. Monthly production and stock
reports are received to ensure that States lift the stocks
with them. Manufacturers are also advised from time to
time about the shift in the farmer’s preference for ferti-
lizer and requested to change their production units to suit
the needs of farmers.
[Min. of Petroleum & Chemicals O.M. No. 68(4) |69-Ferts. II dated
14-10-1970].

Recommendation Serial No. 21

The Committee are not satisfied with the explanation furnished
for ertra payment for earth filling work. The main reason advanc-
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ed is that the increase of 124 per cent allowed to the contractor
over the tendered rates actually covered the deductions for voids
and the factor of shirinkage. It did not fully cover the loss due to
non-availability of free passage. The Committee however feel that
it was for the contractor to judge before 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 hinderance caused in work due
to frequent closure of the railway gate. (Para 5.17).

The Committee regret to observe that here too the management
failed to safeguard the interest of the Corporation and paid the
contractor more than the stipulated amount for considerations
which had already been taken into account at the time of awarding
the contract to him. (Para 5.18)

Reply of Government

The Contractor, M|s Union Land and Building Society Ltd.,
who had quoted the rate of 11 per cent above the estimated rate,
agreed to withdraw various conditions stipulated by them in the Ten-
der provided the tender rates were revised from 11 to 23.5 per cent.
The conditions stipulated by the Contractor were:—

(i) FCI would give free working area for the heavy equip-
ment making necessary arrangements with the railway
authorities and Bombay Municipality; and give a clear
passage from cutting site to the filling site at the cost of
the Company.

(ii) Each part would be taken over as soon as completed
and once the areas is filled it would be deemed to
be completed and the contractor shall not be responsible
for working on the same site after the monsoon season.

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

2. After the start of the work, the Contractors represented that
at the time they withdrew the condition mentioned at S. No. (i)
there understanding was that non-availability of passage will not
be a material factor which would hamper the work to be done by
them. They also pointed out that after the contract was concluded
stoppage at the railway crossing was found to be much more than
was anticipated earlier. The point was examined threadbare by
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FCI and it was accepted that the contractors contention was subs-
tantially correct. It was observed that the increase of 12.5 per
cent ‘given to the contractor covered only the following two factors
even though the tender committee had made a casual reference
that it would also cover the fact of fee passage not being available
to the Contractor:

(i) Deduction for voids 5%
(ii) Shrinkage 3%
I

The element on accourt of shrinkage is 74 per cent as can
be verified from the CPWD practice when a 13 per cent high
embankment is measured as 12” for the type of settlement provid-
ed in the contract with M|s Union Land and Building Society Ltd.

3. In view of this position ‘a detailed study was conducted by
FCI to find out the extent of loss of time due to non-availability
of free passage and it was found that the tqtal loss of time was a
little over 11 per cent. Excavation and transport portion of the
contract calculated on the basis of departmental excavation
formed 60 per cent of the total work and the timne lost was, there-
fore, 60 per cent of 11 per cent i.e. 64 per cent of the total contract
rate. Keeping in view the time lost on account of non-availability
of free passage due to increase in the flow and consequently shut
down of the Railway crossing Gate more frequeftly than could be
anticipated at the .time of negotiations, increase of 6} per cent was
-allowed by FCI to the Contractor and their latest rates, therefore,
worked out to 30 per cent above the estimated rate.

4. It would be observed from the above that the increase given
to the Contractor was allowed after a thorough examination of
their contentions and after FCI had been fully satisfied on a scien-
tific manner as to the extent of increase which could be allowed.
Incidentally it may be stated that even with the increase of 6%
per cent in the rates of M|s Land and Building Society Ltd., they
were still the lowest which leads to the only conclusion that the
increase given to the party was not without any foundation or
reason. The rates quoted by the other parties are given hereunder
for comparison:

For work to be done with
earth cut out from FCI’s estate

‘M/s. Bharat Sewak Samaj, Dethi . . . . 74 89% above
‘M/s. Bharat Sewai Samak , Bombay . . . 33-1/3% above
‘M/s. K.G. Construction . . . . . 65-85%, above
M/s. Steelcrete . . . . . 37329 above
M/s. Hindustan Construction Co . . . 100 00Y% above

M /s, Patel Bngineering Co. . . . 110- 00%, above.
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5. It may aiso be pointed out that the discussions. in regard to
the signing of the contract were heéld at Nangal where the Head
Qﬂice of the then Hindustan Chemicals and Fertilizers Ltd. was locat-
ed and it was naturally not possible to visualise the extent to impe-
@iments like frequent closing of railway level crossing at Trombay

which hamper the progress of work and come in the way of
Smooth operation of the work.

Comments of the Audit

The present reply is almost a repetition of the evidence tender-
ed before the Committee on Public Undertakings which was duly
considered by the Committee before making their observations.
[Min. of Petroleum and Chemicals OM. No. 68(4)|69-Ferts II

dt. 17-12-1970]
Supplementary point on Recommendation No. 21

Many factors that the Fertilizer Corporation appear to have
taken into consideration in order to justify the concession which,
they extended to the cbntractors, were not implied in or arise out
of the terms of the contract that had been entered into. It would
appear that Fertilizer Corporation of India in order to justify their
lapse were depending upen extra contractual inferences and consi-
deration. The Committee, therefore, desired that Government
should take some penal action.

[L.S. Sectt. O.M. No. 20-PU-69 dt.-21-3-1972].

Reply of Government

In this connection it is stated that ds already indicated earlier
‘the discussions in regard to the signing of the contract were held
at Nangal and it was not possible at the time of signing the con-
‘tract to visualise the extent of impediments like frequent closing
of railway level crossing at Trombay which could hamper the
progress of work and come in the way of smooth operation of the
work. The increase given to the contractors was allowed after
‘thorough examination of their contention and after Fertilizer Cor-
poration of India have been fullv satisfied as to the extent of in-
crease which would could be allowed. It may be added that even
after allowing the increase in the contract with M|s. Union Land
and Biulding Society, the prices were the lowest. In the light of
these considerations the question of taking penal action in this
case does not appear to arise.

TMinistry of Petroleurn ahd Chemicals O.M. No. 68(4)[69-Fert. II
dt. 15-2-1973].

204 (Aii) LTS3



26
Recommendation Serial No. 27 (para 6)

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

Reply of Government

The recommendation has been brought to the notice of the
Bureau of Public Enterprises on 28-3-1969. In this connection
the Bureau has drawn attention to reply given by them to recom-
mendation No. 10 contained in the 12th Report (4th Lok Sabha) of
the Committee on Public Undertakings (copy enclosed) Appendix
VI

[Ministry of Petroleum and Chemicals O.M. No. 68(4) |69-Ferts IL
. dt. 14-10-1970}

Supplementary point on Recommendation No. 27

The action taken by the Bureau of Public Enterprises in the
matter may please be indicated.

[L.S. Sectt. O.M. No. 20-PU|69 dt. 11-2-1971}.

Reply of Government

The following are the remarks offered by the Bureau of Public
Enterprises.

Government have already accepted the following broad policy
principles for ensuring that the Public Enterprises achieve their set
objectives: —

(1) In order to enable these undertakings to work with grea-
ter autonomy, there should be sufficient delegation of
powers to the Public Enterprises and also within the

enterprises.

(2) Simultaneously, every effort should be made to assist
the enteprises to secure suitable managerial talent.

(3) In addition, measures have to be taken and guidelines
laid down for improving management techniques in

! its various aspects in these enterprises.
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(4) There should be an effective machinery for periodical
review and appraisal of their performance so that defects

may be put right as speedily as possible.

Guidelines have also been laid down for responsibilities of
Boards of Public Enterprises, with regard to policy formulation,
managerial control and co-ordination, etc., particularly to high-
light the important areas relating to the management of the con-
cerned enterprises, which should receive the attention of the
Boards. Finance Ministry’s O.M. No. 2(9)|70-BPE(G.M.I.) dated
24th January, 1970 refers. (Copy enclosed) Appendix VII. It was,
of course, clarified in this context that these areas were not exhaus-
tive. Finally Government have issued, and will be issuing, guide-
lines in important area of working of these enterprises.

[Min. of Petroleum and Chemicals O.M. No. 68(4)/69-Ferts. II
dt. 18-12-1972].

Supplementary point on Recommendation No. 27

The progress made for streamlining the procedure for scrutiny
of the agreements in respect of Public Enterprises may please be
intimated and Parliament be informed also in the matter.

[L.S. Sectt. O. M. No. 20-PU|69 dt. 21-3-1972]

Reply of Government

Instructions for streamlining the procedure for scrutiny and ap-
proval of Agreements entered into by Public Enterprises were fina-
lised by the Bureau of Public Enterprises in consultation with
Ministry of Law. These instructions are contained in the Ministry
of Finance, Bureau of Public enterprises office Memo. No. 9 (136) /69~
BPE (GM) dated 11th June, 1971 (copy enclosed) Appendix I.

[Min. of Petroleum and Chemicals O.M. No. 69(4)|69-Ferts. II
dated 18-12-1972].



. CHAPTER IV

RECOMMENDATIONS IN RESPECT OF WHICH REPLIES OF
GOVERNMENT HAVE NOT BEEN ACCEPTED BY THE
COMMITTEE

Recommendation (Serial No. 12)

The Committee also regret to note that although it is now more
than one year when the juridical possession of the Methanol plant
was taken over, no claims have been preferred against the firm as
the details thereof are still being finalised, The Committee hope,
that immediate action would now be taken to finalise the claims

against the firm and to recover the loss suffered by the Corporation.
(Para No. 2.60) .

Reply of Government

The reply furnished by the Fertiliser Corporation of India in
regard to this recommendation is attached (Appendix VIII) Re-
ference to the arbitration was made by the Corporation on 3-10-
1969 and since then arbitrators have been appointed by both the
parties. The umpire has also been appointed on 11-5-70. The Corpo-
ration’s rejoinder and reply to counter claims were filed on 30-7-1970.

{Min. of Petroleum and Chemicals O.M. No. 68(4)/68-Ferts. II
dt. 17-12-1970].
Supplementary information required on recommendation No. 12

The latest position of the cutcome of the arbitration may please
be indicated.

[L.S. Sz2ctt. O.M. No. 20-PU|69 dt. 21-2-1972]

Reply of Government

The arbitration proccedings are still in progress and the out-
come of the arbitration will re intimated to COPU as soon as the
award is given by the arbitrator. It is not possible so say at this
stage when the award will be given.

[Min. of Petroleum and Chemicals D.O. letter No. 69(4) /69-Ferts. TI
dt. 31-12-1971].

28
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Supplementary point on Recommendation No. 12

The latest position of the outcome of the arbitration may please
be indicated.

It may also please be indicated whether there was any mention
of arbitration clause in the agreement which had been mention-
ed in the contents to the Government reply.

[L.S. Sectt. O. M. No. 20-PU|69 dt. 21-3-1972]

Reply of Government

The latest position of the arbitration in the case of dispute with
Mis Girdler Corporation is that the Arbitral Tribunal consisting of
Retired Hon'ble Lord Devlin (Umpire), Mr. J. Russel Vilson
(Arbitrator) and Mr. B. Sen (Arbitrator) had two sessions under
the Indian Arbitration Act. The first session was from 24th of
May to 3rd of June 1971 and it was held .in New Delhi. During
this session certain Preliminary points were discussed and issues
framed. The second session wgs in New Delhi from 29th November,
1971 to 13th of December, 1971 both days inclusive. During this

session FCI opened its case and the evidence of its witnesses
started.

The next session is to begin from 12th February, 1973 when the
evidence of the remaining witnesses of Fertilizer Corporation of
India would be taken up and thereafter the Girdler Corporation
(now known as I.D.I. Management) would open its case.* In regard
to the arbitration clause in the agreement, it'may be mentioned

*At the time nf factual verification the Fertilizer Corporation of India Limited infor-
med -as follows :—

“During the hearings the prelimipary objections of the respondents to the
entire refetence to the Arbitration were heard and disposed ' off under the Ihdian
Arbitration Act, 1940. :

In the subsequent heatings the Gorporation as well as the Respondents led oral evidence
on their various claims and issues involved. The oral testimony of both. the paities
to the dispute on all technical issues has béen complétéd in the last hearing of Fébruary-
March 1973.

Presently as directed by the Arbitral Tribunal the Corporation is seized with its
written submission on technical poin's and the extent of breach by the Girdler
Corporation which are supposed to be filled latest by 1oth May, 1973. Thercafter both
the parties will exchange their submissions and file their rejoinders, if any, by roth
June, 1973.

The Arbitral Tribunal will considér the entire written submissions: and rejoinder

filled by both the parties and shall give their interim award determining the extent of
breach, if any.

It is expected that if FCI’s casé is accepted and the extent of breach is determined
in the interim award; FCI will be directed to prove its claim at the next hearing of  the
Arbitral Tribupal.scheduled to take .place from 6th November 1973  at New. Delhi
for a period of 3 weeks.”*
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that in the contract with M|s Girdler Corporation the following
clause in regard to the arbitration was incorporated: —

“Except as otherwise provided in the agreement, all disputes
and differences between the Contractor and the Corpo-
ration shall be referred to arbitration, each party appoin-
ting an Arbitrator, and the two Arbitrators nominating
an umpire, as the first step before consideration of any
specific issue referred to them. The decision arrived at
unanimously by the two Arbitrators, on their failure to
reach unanimous decision the award of the Umpire shall
be accepted as final and binding upon both the parties.”

“The provisions of the Indian Arbitration Act, 1940 shall
! govern the said arbitration proceedings. The venue of
the arbitration shall be New Delhi. The parties hereby
expressly submit to the jurisdiction of the courts
at New Delhi for all disputes arising out of the Agree-
ment. The arbitration proceedings and the enforcement

of any award that may be made therein.”

[Min. of Petroleum and Chemicals O.M. No. 68(4)|69-Ferts. II
15.2.1973)

Comments of the Committee
Please see paras 10 to 12 Chapter I of the Report.

Recommendation (Serial No. 17)

The Committee are concerned to note the high cost of produc-
tion of fertilizers at Trombay which was not only higher than the
cost of production of similar fertilizers in Sindri and Nangal units
but also generally higher than the selling price. The Committee
realise that the low production at Trombay is one of main factors
for this high cost of production and hope that with the increase in
production by implementing the various recommendations of the
technical Committees the cost of production will come down. The
Committee however, find that in case of certain products e.g. urea,
in spite of increase in production 1967-68 as compared to 1966-67,
there had been an increase in cost of production. They, therefore,
feel that it is essential to maintain a strict control over the cost of
production of various products and to make vigorous efforts to
locate areas where economics can be effected. It needs no
emphasis that if the Trombay unit has to work profitably it should
see that its cost of production is brought down at least to that of
the other units operating at present. (Para No. 3.31)
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Reply of Government

The FCI have intimated that they are maintaining strict control
over cost of production of various products and will be
making vigorous efforts to locate areas where economies can be
effected. In this connection a copy of the reply furnished by the
FCI is attached (Appendix IX).

2. The C.A.G. while vetting the reply contained in para 17 have
commented as in Appendix X. The comments of the Corporation
on the points raised by CAG are contained in the Corporations
reply at Appendix XI.

3. Government confirm that the facts as analysed by the Cor-
“poration are in order and do not have any further comments to
make in the matter.

[Min. of Petroleum and Chemicals O.M. No. 68(4)/69-Ferts. II
dated 31-12-1971.]

Comments of the Committee
Please see paras 13 to 15 of Chapter I of the Report.

Recommendation ASerial No, 22)

The Committee are not satisfied with the explanation furnished
for the absence of any provision in the agreements entered into with
two private oil refining companies about the minimum relative den-
sity of the gas/naphtha to be supplied by these companies. No
records have been furnished to them to show that the question of
making specific provision in the agreements for minimum relative
density of gas/naphtha to be supplied by the two companies was
considered at the time of entering into agreements with them in
1961-62. The letters written by the two companies 2-3 years earlier
at the planning stage can hardly prove that the companies were not
agreeable to such a provision in the agreements entered into with
them. In fact the plant was designed on the basis of the feed stock
data supplied by the refining companies.

The Committee, therefore, desire that the reasons for this vital
omission from the agreements with those two companies which have
resulted in annual loss to the extent of Rs. 1.2 crores to the Corpora-
tion should be examined and responsibility fixed. (Para No. 5.30).

Reply of Government
The circumstances under which the omissions occurred in the
agreements have again been examined by carefully going through
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the records and also by checking up the position with the oﬁicg;;_of
the Corporation, who, were dealing with the contracts for the supply
of reﬁpery gas and nap}ha As a result of those investigations, it' has
beep, four;d that, there was actually no necessity of pmwdmg for
m.lmmum spe,cxﬁc gravity of naptha in the eontract with My/s. Esso
Regarding contract for the supply of Refinery gas, attempts were
made to provide for relative density in the contract with M/s Bur-
mah Shell but they were not prepared to bind themselves to varia-
tions in relative density. The only item on which they were pre-
pared to bind themselves was the calorific value and pressure which
were duly provided in the contract. In this connection a detailed
note prepared by the Corporation clarifying the entire position to-
gether with copies of the relevant correspondence is enclosed.
(Appendix XII).
[Min. of Petroleum and Chemicals O.M, No. 68(4) /69-Ferts. II
dated 19-10-1972]

Recommendation (Serial No. 22)

The result of the studies and the appropriate action taken in the
matter may please be indicated.

(L.S. Sectt. O.M. No. 20—PU|69 dt. 11-2-1971)

Reply of Government

The Comments of the Fertilizer Corporation of India in the mat-
ter are attached (Appendix XIII) . Government agree with the view
expressed by Fertilizer Corporation of India.

[Min. of Petroeum and Chemicals O.M. No. 68(4)[69—Ferts II
dt. 18-12-1972].

Commentg of the Committee
Please see paras 16 to 26 of Chapter I of the Report.

Recommendation (Serial No. 24)

5.40. From the facts furnished to the Committee it appears that

the Management decided to provide the wagon tippler mainly for
’ exgendx,t:ious unloading and to avoid accrual of demurrage charges.
No records have been furnished to the Committee to show whether
the economies of transporiation of rock . phosphate by road and rail
were considered by calculating the estimated charges by road. and
the management decided to provide the wagons tippler mainly the

~ rgil and the likely demurrage charges if any,.in both cases. It was
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. " . PR .. . 'y . :
only on receipt of tenders that it was found that the. transportation:
of rockphosphate by road would be cheaper than by rail.

5.41. The Committee regret to note that the decision to import.
a wagon tippler, costing Rs. 16. 07 lakhs, was taken without . first.
assessmg the economics of transportatxon by rail and road. The
import of wagon tippler hag not only led to the unnecessary spend-
ing of foreizn exchange, but also blocking. the funds of the Corpe-
ration, (Paras Nos. 5. 4Q q.p.d 541),

Reply of Government

This recommendation has been brought to the notice of the Cor-
poration by sending a.copy of the Ministry’s reply to the Corporar
tion on 8-10-1969.

[Ministry of Petroleum and Chemicals O.M. No. 68(4) /69-Ferts.
II dated 17-12-1970].

Supplementary information required on Recommendation No. 24

The action taken by the Trombay Unit of Fertilizer Corporation -
of India on these recommendations may please be indicated.

[L.S. Sectt. O.M. No. 20-PU|69, dt. 11-2-1871]. .
Reply of Governmept

The Fertilizer Corporation of India has.stated.as follows: —

One. wagon. tippler was imported-in'1063 'to handle movements:
of imported. rock-phospnate from Bombay Port to Trombay Plint.
site: for Nitro Phosphate Plant. The specifi¢ations for tippler were-
approved by the Research, Deésign and Standsrd Organisation of
the Ministry of. Railways in 1863. By the time the tippler was
instailed in 1965 which was capable of -handling 4-wheeler wagons
only Railways had startéd making increesing use of 8-wheeler
wagons for transport of minerals and other bulk' matertals. Rail-
ways also did not agree to charge us on the basis of actual distance-
of 17 Km. from Bombay Decks.to Trombay. but insisted on. mini-
mum, charges. of 40 Km., thus making the use of the wagon tipple
un-economical. These two factors combined were responsible for
its nopsutitization -fox..sama.time,

Howewver, we have begun usihg the said -wagon tippler at Trom-
bay fot some. time past. Now the rock phosphate is being regu-
larky - proquved | jndigenausly; from Udatpur and Railways are sup-
plying it in 4-wheeler wagons. Practically all our supplies from:-
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Udaipur are coming in 4-wheeler wagons emabling us to use the
wagon tippler.

No log-book was maintained from wagon tippler before Novem-
ber, 1970. This is because the use of wagon tippler was very much
limited as most of the material was coming by road from Docks.
It was, therefore, not considered necessary to maintain the log-book.
However, when we started getting rock from Udaipur by rail,
wagon tippler was regularly used and thus the maintenance of the
log-book was started from November, 1970,

[Ministry of Petroleum & Chemicals, O.M. No. 68(4)|69|Ferts.—1I,
dated 18-12-72].

Comments of the Committee

Please see paras 27 to 34 of Chapter I of the Report.

Recommendation Serial No. 25 (Para No. 5.42)

The Committee, desire that the question whether the transpor-
tation of rock phosphate would be done by road or rail should be
decided expeditiously in the light of the experience gained. In
case it is decided to continue road transportation, steps should be
taken to utilize the wagon tippler elsewhere or to dispose it of.

Reply of Government

Fertilizer Corporation of India have intimated that they are con-
ducting trail runs of Rajasthan rock-phosphate to find out its suit-
ability for operations in Trombay factory. In case this rock phos-
phate is found suitable, the company will switch over to indigenous
material and the wagon tippler may be utilised depending on the
supply of suitable type of wagons. The final decision regarding
suitability and availability of rock-phosphate from Rajasthan will
be known in the near future after which it would be possible to
determine whether the wagon tippler could be used at Trombay
or not.

[Ministry of Petroleum and Chemicals O.M. No. 68(4)/69-Ferts.
II dated 14-10-1970].

Supplementary point Recommendation Serial No. 25

The latest result of the experiment at Trombay Unit for the
suitability of the Rajasthan Rock-phosphate may please be indicated.

(L.S. Sectt. O.M. No. 20-PU/69 dt. 21-3-72).



3

*Reply of Government 7

Till recently FCI have been using Rajasthan Rock phosphate for
production of suphala and its use was fairly alright. Even though
it was posing some problems of inconsistency on P, O, content and
moisture content. However, FCI have now discontinued using the
Rajasthan Rock Phosphate because of problems of irregular supply,
high cost, huge loss in transit, inconsistency in quality particularly
the P, O, content and the size and inability on the part of the mine
authorities to provide moisture free material during rainy season.
During monsoon and heavy rains the moisture is as high as 10 to
11 per cent making it impossible for FCI to use the rock in the plant.
FCI's product and process of production is planned on rock contain-
ing 35 per eent P, Oy Any variation in the P, O; upsets the opera-
tions particularly when the variationg are Spasmodic and Erratic.
The mine authorities at Udaipur have guaranteed only 30 per cent
P, O, as against FCI's requirement of 35 per cent. There are also
very heavy transit losses i.e. the weight recorded in the R/Rs and
weight actually received at Trombay is different. In the month of
April, 1972 the shortage was as much as 12 per cent. The average
shortage is about 8 per cent, This makes the use of Udaipur rock
phosphate at Trombay most uneconomic.

[Min. of Petroleum and Chemicals D.O. letter No. 68 (4) |69-Fert II
II dated 26-2-73].

Comments of the Committee
Please see paras 27 to 34 of Chapter I of the Report.

*Reply yet to be vetted by Audit.



CHARTER V.

RECOMMENDATIONS IN RESPECT OF WHICH FINAL REPLIES
OF GOVERNMENT ARE STILL AWAITED.

Recommendation Serial No. 1

The Committee are unhappy over the manner in which legitimate-
claims amounting to $8,20,000 against M/s. Chemico were withdrawn
by the Corporation in spite of the contrary views expressed by the
General Manager, Trombay Unit and the categorical legal opinion
of the Solicitors. They feel that there was no justification for treating
these valid claims merely as ‘Bargaining counters’ to arrive at an
overall settlement with this firm which did not eventually turn out.
to be in the best interests of the Corporation. (Para 2.20).

Reply of Government

The amount of dollars, 8,20,000 is part of the ‘claim amounting to
Rs. 57.50 lakhs referred to in recommendation No. 6 (Para 2.2%). Pur-
suant to recommendation No. 6, Government have set up a single
member: Commission of Inquiry under the Commissions of Inquiry
Act, 1952 to enquire into the matters referred to therein, and as
such the claim amounting $8,20,080° will comé within the scope of
enquiry. The report of: the Commission is awaited.

[Ministry of Petroleum and Chemicals O.M. No. 68(4) /69-Ferts.

II dated 14-10-70].
Comments of the Committee

Please see paras 1 to 3 of Chapter I of the Report.

Supplementary information required on recommendations Nos. 1,
3,69, 15,19, 20 & 26.

It has been stated by the Government that a single Member
Commission of Inquiry under the Commission of Inquiry Act, 1952
to enquire into the matters have been set up. It may please be indi-
cated when the Commission is likely to submit its report. Five
copies of the Report of the Commission of Inquiry when submitted
together with Government decisions thereon may be furnished to
this Secretariat for information of the Committee,

(L.S. Sectt. O.M. No. 20-PU/69 dt. 11-2-71)
%
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‘Reply .of Government

The Commission was appointed in August, 1969 for a period of
three months. Its life has been extended from time to time and the
present extension is upto 31-3-72. Further extensions will also be
required, as the Commission has not yet completed its work. It is
not possible to indicate at this stage precisely as to when the Com-
mission will submit its report,

Five copfes of the Report, when received, will be sent to COPU.

[Min. of Petroleum and Chemicals D.O. letter No. 68 (4) [69-Fert IT
dated 31-12-1971].

Additional Information required on recommendation Nos. 1, 3, 6, 9,
18, 19, 20 & 26.

The single member Commission under the Commissions of In-
‘quiry Act, 1952 is likely to submit its repert to the Government by
the 31st March, 1972, Five copies of its Report when submitted may
please be furnished to enable the Committee on Public Undertakings
to finalise their Action Taken Report.

(L.S. Sectt. O.M. No. 20-PU/69 dated 21-3-72).
Reply of Government

The present term of the Commission expires on 30-4-73. The Com-
mission has not indicated yet as to when it would be submitting the
report. Five copies of the report when received will be forwarded
‘to the Committee on Public Undertakings.

[Ministry of Petroleum and Chemicals O.M. No. 68(4)/69-Ferts.
II dated 18-12-72].

Comments of the Committee
Please see paras 1 to 3 of Chapter I of the Report.

Recommendation Serial No. 3

The Committee find that para 8.4 of the original contract pro-
vided that the Corporation and M/s. Chemico shall consult each
other regarding arrangements for subsequent services to be furnish-
ed by the firm with respect to the plant as soon as it could be fore-
seen that the plant would not be ready for initial operations within
the specified time. It is, therefore, surprising that the negotiations
with the representatives of M/s, Chemico were commenced only
three days before the date of expiry of the contract and without as-
sociating the General Manager, Trombay Unit and the Financial Ad-
viser of the Corporation. The Committee see no justification for
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delaying the negotiations with the firm till the end of the period of
the contract and for signing the supplemental agreement with the
firm on the last date of the original contract without prior consulta-
tion or approval of the Board of Directors and the Government.

(Para 2.22).

Reply of Government

The Commission of Inquiry referred to in reply to paragraph
2.27 will also enquire into this aspect of the matter. A copy of issue
framed by the Commission of Inquiry is enclosed (Appendix XIV).
Item 11(iii) of the issues may particularly be seen. The findings of
the Commission are awaited.

[Ministry of Petroleum and Chernicals O.M: No. 68(4) /69-Ferts.
II dated 17-12-70].

Comments of the Committee
Please see paras 1 to 3 of Chapter I of the Report.

Recommendation Serial No. 5

The Committee, however, find from the supplemental agreement
entered into with the firm that it was only subject to the approval
of the Board of Directors and AID concurrence. There is no mention
in the agreement about its being subject to the approval of Govern-
ment. In the circumstances, the Committee fail to understand as to
on what basis they were informed that the settlement was subject
to Government’s approval and if they were not satisfied, the terms
of the agreement would have been re-opened 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 could have
been negotiated procedurally in a better manner,” no records have
been furnished to the Committee to show that any action was taken
by Government against the person concerned for these procedural
lapses. (Para 2.26).

Reply of Government

Although there was no specific mention in the supplemental
agreement that it was subject to the approval of the Government, it
was known to Fertilizer Corporation of India that according to the
prescribed procedure, the agreement had to receive the approval of
the Government, as it was with a foreign party and besides, the
original agreement had been approved by the Government. The
Corporation did in fact come up to the Government for approval of
the supplemental agreement which was duly considered in the con-
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cerned Department of the Government of India and approval was
eventually accorded.

While approving the supplemental Agreement, Government
brought to the notice of the Corporation certain lapses in connection
with the agreement with a view to avoiding such lapses in future-
and had also advised the Corporation to provide sufficient safeguards.
in contracts in future so the Corporation is not put to losses, vide
d. o. letter No. 10(22)—&65, Ferts II dated 18-9-67 (copy enclosed)
Appendix XV. The Commission of Inquiry would go into these lapses,.
such further action as may be required in this connection will be
taken on the receipt of the recommendations of the Commission.

Recommendation No. 5

Comments of Audit

In the absence of the prescribed procedure which has not been
made available, it is not possible to verify in Audit the correctness
of the facts mentioned in the first sentence of the reply. The only
letter produced to Audit in this regard was that of Min. of Finance
(Deptt. of Economic Affairs) dated 5th May, 1971 (along with enclo-
sures) in which the Finance Ministry admitted that they were un-
able to lay their hands on any Circular requiring agreements with
foreign parties to be submitted for Government approval.

[Min. of Petroleum and Chemicals O.M. No. 68(4)/69-Ferts. II
dt. 25-4-1972].

Supplementary peoint on Recommendation No. 5

The Audit in their comments have pointed out that in the absence
of the prescribed procedure which has not been made available, it
is not possible to verify in Audit the correctness of the facts men-
tioned in the first sentence of the reply. The only letter produced
to Audit in this respect was that of the Ministry of Finance, Depart-
ment of Economic Affairs dated 5th May, 1971 (along with enclo-
sures)in which the Ministry of Finance admitted that they were
unable to lay their hands on any circular requiring agreements with
foreign parties to be submitted for Government approval.

A copy of the reply furnished to Audit indicating the authority
under which the approval of Government was necessary in cases of
agreement with freign parties, may please be supplied to this Sectt.

[LS. Sectt. O.M. No. 20-PU|69 dated 17/18-5-1972]
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Reply of Government

No additional material was furnished by Government to Audit in
this regard.

[Ministry of Petroleum and Chemicals O.M. No. 68(4)/69-Ferts.
II dt. 18-12-1972].

Comments of the Committee
Please see paras 4 to 9 of Chapter 1 of the Report.
Recommendation Serial No. 6

In view of the above circumstances, the Committee cannot help
feeling that as far as the agreement entered into with M|s. Chemico
for the supply of Ammonia, Urea and Nitric Acid Plants was con-
cerned, the Managing Director did mot act entirely in the interests
of the Corporation. They would therefore, recommend, that a more
detailed enquiry ought to be conducted to find out whether the drop-
ping of the claims worth Rs, 57.50 lakhs against M|s. Chemico was
justified and whether the terms of the agreements entered into with
this firm were in the best interests of the Corporation. They also
desire that responsibility for various lapses in this case should also

be fixed and suitable action taken against the persons concerned.
(Para No. 2.27).

Reply of Government

Pursuant to the above recommendation, Government has set up
a Single-Member Commission under the Commissions of Inquiry
Act 1952 to inquire into the matters referred to in this paragraph.
A copy of the Resolution No. Ferts, II|55(17)69 dated the 5th August,
1969 setting up the Commission is enclosed (Appendix XVI) for
reference. The Commission was required to submit its report
within 3 months i.e. upto 4th November, 1969. The period of the
‘Commission is however, being extended upto 31st March, 1972.

[Min. of Petroleum and Chemicals D.O. Letter No. 68 (4) |69-Ferts.
II dated 22-1-1971).

Commenits of the Committee
Please see paras 1 to 3 of Chapter I of the Report.

Recommendation Serial No. 9

The Committee were informed by the Chairman of the Corpora-
tion during evidence that nitrophosphate protess was basically an
Puropean process and not an American process. In the US.A. there
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was no dearth of sulphur and, therefore, nitrophosphate was not
produced. The American contractor to whom the contract was
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 firm. But the difftculty
was that the financial assistance for the plant was received from
USAID and one of the conditions attached to it was that the con-
tract should be placed with an American firm. (Para No. 2.44).

The Committee take a serious view of this matter. The availabili-
ty of foreign credit no doubt has to be taken into consideration in
setting up any plant but this should not have weighed so heavily
with the Government as to ignore sueh important factors as experi-
ence and ability of the contractor to supply the required plant. Un-
satisfactory working of the plant has not only resulted in shortfall
in production of fertilisers loss of foreign exchange in import of
materials and fertilizers, avoidable capital expenditure an Sulphuric
acid plant and storage tank but has also cost the exchequer an addi-
tional capital expenditure of Rs. 1.69 cror~= for its rehabilitation.
The Committee, therefore, desire that the ressons for awarding the
contract to this firm should also be investigated by the enquiry Com-
mittees suggested in para 2.27 of this Report, (Para No. 2.45).

Reply of Government

The Commission of Inquiry referred to in the reply under para-
graph 2.27 will also investigate the reasons for awarding the con-
tract for the nitrophosphate plant to M/s. Chemical and Industrial
Corporation of U.S.A.

[Min. of Petroleum & Chemicals O.M. No. 68(4)/69-Ferts.
IT dated 14-10-70].

Comments of the Committee
Please see paras 1 to 3 of Chapter I of the Report.

Re'commendation Serial No. 15

The Committee regret to note that the production in various
plants at Trombay is much below the rated capacity. As admitted
during evidence before the Committee and as also pointed out in the
reports of Committees of experts the reasons for low production are
deficiencies in designing, engineering and material in the plant itself.
On the other hand, the Committee find that the production guaran-
tées for ammonia and Urea plants were demonstrated by suppliers
(M/s Chemico) and these were accepted by the management. With

404 (Aii) LS—4
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all the existing defects in these plants, the Committee fail to under-
stand as to how these plants could produce upto the rated capacity
during the performance tests. Had proper guarantee tests been
carried out, there was no reason why these defects in the plants
should not have come to light at that stage. Apparently the
management failed to fully satisfy itself that the plant could produce
upto the rated capacity on a sustained load before discharging the
contractor of his obligations under the contract, The Committee
would like the Government to look into this matter thoroughly and
take suitable action against the individuals found responsible for
this lapse. (Para 3.16).

Reply of Government

It has been pointed out by the Fertilizer Corporation of India that
all the defects in the plant will not show up during the performance
tests, which are run for a very brief period ranging from 3—5 days.
Had these defects been known at the time of performance test runs,
the plant would not have been accepted. Wherever the defects
were known they were rectified before production guarantee tests
was started. It has been further, pointed out by the Corporation
that as per terms and conditions of the Contract and Agreement as
then existing, acceptance of production guarantees for Amonia and
Urea could not be avoided. The Corporation has also stated that in
future contracts, it is being provided that production guarantee tests
would not be started so long as the plants have not run on sustained
load for a period ranging from 7 to 60 days depending upon the type
of plant and that if the plants are run on a sustained load of say, 60
days, the defects would show themselves up and would be rectified
before the production guarantee tests are performed by the plant/
Process know how suppliers.

[Min. of Petroleum & Chemicals D.O. letter No. 68 (4) |69-Ferts.
II dt. 7-12-1971]

Comments of the Committee

Please see Paras 1 to 3 of Chapter I of the Report.

Recommendation Serial No. 19

The Committee are unhappy to note that even after the instal-
lation of additional equipment at an extra cost of Rs. 5 lakhs, 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 produc-
tion to justify the payment of bonus. They feel that there was no
justification for agreeing to judge the performance of the entire
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plant by the working of one stream only. The Committee observe
that this ig another instance where the provision made in the sup-
plemental agreement with M/s. Chemico was to the disadvantage
of the Corporation. (Para 5.6).

Reply of Government

The Commission of Inquiry referred to in reply to paragraph 2.27
will go into this matter. In this connection, a copy of the issues
framed by the Commission is enclosed (Appendix XIV). Item 7
of the issues may particularly be seen. The findings of the Com-
mission are awaited.

[Ministry of Petroleum and Chemicals O.M. No. 68(4)/69-Ferts.
II dt. 17-12-70].

Comments of the Committee

Please see paras 1 to 3 of Chapter I of the Report.
Recommendation Serial No. 20

The Committee also note that the change in the clause relating to
the payment of bonus is stated to have been agreed to by the Cor-
poration across the table during the negotiations with M/s. Chemico.
This further strengthens the impression that the negotiations were
conducted by the then Managing Director in an arbitrary fashion
without safeguarding the interests of the Corporation, (Para No.
5.7). i

Reply of Government

A Commission of Inquiry referred to in reply to para 2.27 will
also inquire into this aspect of the matter. In this connection, a
copy of the issues framed by the Commission is enclosed (Appendix
XIV). Item 7 of the issues may particularly be seen,

The findings of the Commission are awaited.
[Ministry of Petroleum & Chemicals, O.M. No. 68(4)/69/Ferts.
II dated 17-12-1970].

Comments of the Committee

Please see paras 1 to 3 of Chapter I of the Report.

-

Recommendation Serial No. 26

The examination of Audit Paras relating to the Trombay Unit of
FCI in the Audit Report (Commercial) 1968 has revealed several
unsatisfactory features.
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4“4

The Commitiee are constrained to observe that there were a
number of procedural and functional lapses on the part of the
Management of which Government of India have taken serious note
but do not appear to have been done so or exercised proper check
and supervision. The Committee would urge that as suggested by
them in Paragraph 2.27 an enquiry should be made to ascertain the
reasons for entering into such defective agreements which have
resulted in huge financial losses and continuous low production.
Awarding of contracts to firm which had neither the capacity nor
experience to undertake them is also a sad affair. They would like
to be informed of the findings of the enquiry, the names of the officers
found responsible for these lapses and the action taken against them
(Paras 6.1 and 6.2).

Reply of Government
The Commission of Inquiry mentioned in the reply under para-
graph 2.27 will go into the matter. The Commission's report will
be forwarded to Lok Sabha Secretariat in due course.

[Min. of Petroleum & Chemicals O.M. No. 68(4)/69-Ferts.
II dt. 14-10-1970].

Comments of the Committee
Please see paras 1 to 3 of Chapter I of the Report.
New DELHI: SUBHADARA JOSHI,

April 21, 1973 Chairman,
Vaisakha 1, 1895 (S) Committee on Public Undertakings.




APPENDIX 1
(Vide reply to recommendation at Sl. No. 7 & 27)
No. 9 (136)|69-BPE(GM)
GOVERNMENT OF INDIA

MINISTRY OF FINANCE
BUREAU OoF PuBLIc ENTERPRISES

New Delhi, the 11th June, 1971.
OFFICE MEMORANDUM

Sussect: Scrutiny and approval of agreements entered into by
Public Enterprises.

Government’s decision on the A.R.C’s Report on “Public Sector
Undertakings” envisage that the powers to approve agreements
involving foreign collaboration proposed to be entered into by
these enterprises, and to approve purchases and contracts of major
nature involving substantial capital outlays, which are in excess
of the powers delegated to them, vest with the Government, In
September 1960, instructions had been issued listing out some of
the important factors|principles which have kept in view, in the
context of finalisation of consultancy|collaboration agreements.
These guidelines, covering such aspects as defining the responsi-
bility of the consultants, remuneration payable to them, phasing of
the remuneration, ete.,, which require careful consideration at each
stage, before the agreements are finalised, were reiterated in this
Ministry’s O.M. No. 2(68/67-F.I dated the 28th September, 1967. It
has, however, been noticed that the agreements entered into by
some Public Enterprises with foreign collaborators or with local
parties contain lacunae, which will ultimately involve the concerns
in heavy losses either directly in monetary terms or indirectly on
account of poor quality of machinery or technical services supplied.

The matter has been considered further with a view to making
the guidelines issued in this area earlier more comprehensive for
use by the enterprises even in respect of agreements may be signed
within their own power. The guidelines indicated in the Annexure
to this O.M. are accordingly circulated to the Ministry of Steel
and Mines etc., for being forwarded to the Public Enterprises under
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their administrative control. These guidelines have been drawn
up in the consultation with the Ministry of Law and also incor-
porate the general principles circulated by the Department of In-
dustrial Development for facilitating processing of foreign invest-

ment|collaboration cases, as the same will be relevant in this regard
as well.

sd|-
(P. K. BASU)

Director, Bureau of Public
Enterprises,

To
All Ministries|Deptts. of the Govt. of India.

ANNEXURE

i“actors|Princ‘iples to be taken into account while entering into
agreements with foreign collaborators|local parties.

(i) Some of the items of work may have to be done in the coun-
try while others may have to be done outside. It is necessary
therefore, that a clear indication in regard to both should be avail-
able so as to determine the quantum of remuneration. It would also
be useful to include in the agreement a list of the staff that would
be posted within the country so that no confusion or dispute arises
at a later stage.

(ii) Certain facilities may have to be made available to the con-
sultants in regard to residential and office accommodation, travelling
allowances both from the parent country to India and within India,
provision of vehicles, equipment, medical facilities, etc. When
assessing the remuneration, the incidence of such facilities should
be clearly borne in mind.

(iii) There should be a clause for premature determination of a
consultancy agreement in case the work is found to be unsatisfac-
tory or not suitable, and there should be an indication in regard to
the payments involved in case of such a contingency arising. As
far as possible, the quantum of remuneration should approximate
to the quantum of work actually done and legitimate expenses in-
curred by the consultants. It should also be clearly laid down that
whatever work has been done by the consultants shall be the pro-
perty of the employer and all papers, drawings and design etc.
should be secured in suitable form before final payments are made.
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(iv) The consultancy agreement should also provide a safeguard
to the employer in the contingency of any infringement of patent
rights during their employment or in future and the consultants
must be required to guarantee indemnification for all time.

(v) The taxation aspects in respect of the remuneration, salaries
etc. paid should be kept in mind and not left open, as otherwise
foreign consultants are likely to claim tax remissions later.

(vi) In the case of certain consultancy agreements, utilisation
of some patent rights may be involved, which may require payment
of royalty or fees for several years to come. As far as practicable,
such perpetual payments should be avoided unless justified on finan-
cial grounds.

(vil) The foreign exchange aspects should also be kept in view,
and as far as possible, the consultants should be required to work
within India with the help of local personnel so as to reduce pay-
ments in foreign currency.

(viii) When payments are to be made in foreign currency it
would be better to deposit the rupee equivalent in a bank in India
nominated by the consultants and remittance facility allowed.

(ix) A clause for recovery of liquidated damages should be made
(in addition to the right to determine the agreement ip case of delay
in execution of unsatisfactory performance and also a right to post-
pone the payment of every instalment in such a situation should be
secured. It may also be desirable in many cases to have a perform-
ance guarantee bond being directly enforceable by the enterprise,
with regard to the functioning of the equipment and the like. In
cases of delay in execution, it would be necessary for the enter-
prise to attempt to make a genuine pre-estimate of the damages
likely to be suffered by reason of delay and the like and to make a
provision for liquidated damages on that basis.

(x) Remuneration for consultancy service:

(a) Fixation of remuneration as a percentage of the total
cost of the project or as a percentage of the cost of plants
and machinery, is open to objection as the incentive for
economy in designing is lost thereby. Secondly, it would
be difficult to know in advance what the commitments
on account of the consultants’ fees would be. Thirdly,
it might result in unintended benefit on account of the

.
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increase in cost of work due to extraneous reasons like
contractors’ delays and failures. In order to avoid these
difficulties, the fee as far as possible, when based on a
percentage, should be calculated on the basis of the esti-
mated cost and expressed in the consultancy agreement
as a definite figure by negotiation if the scope of the pro-
ject is changed and, as a result, a substantial change
occurs in the actual cost.

(b) Where a fixed fee payable either in lump sum or in in-

) stalments is agreed to and where the consultants require

a portion of the fee within a few days of the agreement

being signed, it would be necessary to limit the payment

to as small an amount as practicable, The payment of

the remaining amounts may be fixed in instalments, e.g.

at the submission of the project reports, at the submission

of the drawings and designs, during erection period and

when the plant has gone into production and given satis-

factory performance. It would be necessary that the last

instalment should be as substantial as possible as in case

of serious defect or failure, it would be possible, to with-

hold the last instalment. The quantum of the instalments,

as far as practicable, should be based on the amount of
work done.

(c) In regard to fee for patented rights and processes, it
should be considered whether it would be advantageous
to buy such rights outright or to make paymenis on year-
1y basis.

(d) In all cases, the interests of the projects should be suit-
ably safeguarded.

(xi) The contracts, particularly those with foreign parties should
contain an express provision as to the law by which they are to be
governed. It would be desirable to say that the contracts are
governed by Indian Law. A Provision might also be made that dis-
putes are to be settled by arbitration in India according to Indian
Law or should be the subject matter of proceedings in Indian Courts.

(xii) The enterprises should take competent legal advice for en-
suring that the agreements are properly drafted.

(xiii) The general principles circulated already for facilitating
processing of foreign investment collaboration cases vide part 6 of
Deptt. of Industrial Development OM. No. ID&FC-5/(26)/68-II,
dated '25-1-689, extracts in the enclosure, may also be kept in view.
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ENCLOSURE

Extracts from O.M. No. ID’FC-5(26) |68-1I dated 25-1-1969 regarding
foreign collaboration policies and procedure—guidelines

* L] » * -

6. The following are some of the general principles to be borne
in mind while dealing with foreign investment|collaboration cases:

(i) Even when the principle of foreign investment in a parti-
cular industry is accepted, it is important to ensure that to the
maximum extent possible, effective control in a joint venture rests
in Indian hands. That is why foreign equity participation beyond
49 per cent is accepted in only exceptional cases. It is probable that
in view of the Indian shareholding being divided, the foreign colla-
boratory may be in a position to exercise effective control on the
basis of a holding of less than 49 per cent. In view of this, all cases
with foreign holding in excess of 40 per cent should be looked at
carefully and, where approved, such steps as may be practicable
(such as insistence on majority Indian Directors) should be taken
to ensure that effective control remains in Indian hands. In judg-
ing the relevance of foreign equity holding to effective control, it
would also be pertinent to distinguish between cases where the
foreign equity holding belongs to a single group of management (or
closely related groups of management) and those where it is shared,
particularly with foreign financial institutions including Inter-
National Institutions. Cases involving foreign capital participation
will, however, be decided at the levels indicated in Annexure IIL
{Not enclosed).

While our policy is to encourage foreign private investment in
the industries which we desire to develop, one of the criteria for
judging such proposals wculd _e related to the profitability of a
particular industry. While considering proposals for foreign equity
participation in industries where the profit margin is substantially
high, Ministries should taken into account the quantum of dividends
which will have to be remitted abroad in a relatively short period
and relate this to the likely earning or saving of foreign exchange.

(ii) Normally royalty is expressed as a percentage of the ex-
factory selling price of the product, minus the landed cost of the
imported component including ocean freight, insurance, customs
duties payable thereon etc.

In appropriate cases the alternative of expressing royalty as a
fixed amount per unit of production may be considered. This may
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be particularly appropriate in cases where the Indian price of a
commodity is expected to be very high as compared to the Inter-
national price.

In respect of the engineering industries, a provision should be
made in all collaboration agreements to the effect, that if a readily
identifiable component is, made by the same Indian party in colla-
boration with another foreign party, on a royalty basis, the cost of
such a component should be deducted from the ex-factory price of
the final product for the purpose of computation of royalty. Simi-
larly, if the same foreign collaborator is associated with the manu-
facture of the final product and also any of the identifiable com-
ponents, even if the Indian partners are different, the cost of such
components should also be offset from the value of the final product
for the purpose of the computation of royalty.

(iii) For the purpose of these guidelines royalty has been group-
ed into two ranges, a low range upto 3 per cent and the other upto
5 per cent. All royalties are subject to Indian taxes. The Minis-
tries and the Departments of the Government of India should not
as a rule negotiate on the basis of payment of fees to foreign colla-
borators free of Indian taxes but should insist on such payments
being fixed subject to applicable Indian taxes.

The question has been considered whether in cases where mino-
rity foreign investment is allowed, the rate of royalty applicable
should be something less than what would be admissible if there
is no equity participation. A view has been expressed that in so
far as the foreign investor gets a share in the profits of the company,
there is a justification for a reduction in the royalty rate. On the
other hand, the foreign investors have often taken the stand that
their participation in the equity risk should not be a ground for
denying payments which would otherwise have been made. Gov-
ernment had accepted this position. It is felt that we should not
take a rigid stand that there should be an appreciable reduction in
the percentage of royalties on account of equity participation parti-
cularly as this may act as a disincentive to investment. In the
interest of quick decisions, it does not seem desirable to have too
much a refinement to regulate the rate of royalty according to the
quantum of minority investment.

(iv) In the very limited number of cases where majority foreign
participation is agreed to the royalty payments to the foreign colla-
borators should be on a substantially reduced basis.
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Proposals for majority foreign participation in new enterprises

should be

considered only when one or more of the following main

criteria are satisfied: —

(2)

(b)

(c)

the main contribution of the project is in a fleld of tech-
nology where Indian has made little progress and where
great deal of initial or additional development is neces-
sary.

the amount of foreign exchange needed for the project
is such that unless the foreigner is allowed to have
majority share holding we shall ourselves have to find a
substantial amount of the foreign exchange for the pro-
ject no alternative methods of long term finance being
practicable; and

an essentially export oriented scheme.

(v) There should generally be no provision for payment of a
stipulated minimum amount of royalty related to turnover.

(vi) In the case of payment of royalties to overseas concerns by
fully-foreign-owned or majority-foreign-owned Indian companies,
the following procedure should be followed:

(a)

Collaboration between a wholly-owned subsidiary of a
foreign company in India and the parent company.
Ordinarily no royalty payments to the parent company
will be agreed to but payments towards technical services
and fees for contribution towards research expenditure
may be considered on merits in individual cases.

(b) Collaboration between a wholly-owned foreign subsidiary

(c)

in India and a foreign company other than the parent
company.

As a general policy collaboration between wholly-owned
subsidiaries in India and a foreign party other than the
parent company should be discouraged.

Payment of royalty in joint ventures in which the foreign
collaborator has a majority holding.

In cases of companies with majority foreign equity parti-
cipation it will not be practicable to take the stand that
there should be no royalty payments at all. The existing
policy of allowing a substantially lower rate of royalty than
would other-wise have been agreed to will continue to be
followed.

(vii) Royalty payments should normally be restricted to a period
of 5 years from the date of agreement or 5 years from the date of
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commencement of production provided production is not delayed
beyond 2 years of signing of agreement (i.e., a maximum period of
seven years from signing of agreement).

(viii) In all cases of Government approval to foreign collabora-
tion proposals it should be specifically stipulated that the royalty
terms were being approved for a particular quantum of production
(viz.,, upto the capacity licensed or proposed to be set up, and 25
per cent in excess thereof and in that case of production in excess
of that quantum the prior approval of Government would have to
be obtained regarding the terms of payment of royalty in respect
of this extra production.

(ix) The fact that foreign investment is allowed should not be
a ground for allowing import of capital goods which would other-
wise not have been allowed. There should be appropriate scrutiny
from the indigenous availability angle to ensure that the maximum
possible fabrication of indigenous machinery is insisted upon. It is,
in general, desirable for investment to be in the form of cash, with
purchase of equipment from the cheapest source. Where the invest-
ment is in the form of equipment, care should be taken to see that
the prices charged are reasonable. Where the capital participation
exceeds the value of imported machinery, the balance should be
brought in cash.

(x) There should be no stipulation that raw materials, compo-
nents etc. will be obtained only from the foreign collaborator. The
Indian parties should have freedom of choice in this regard.

(xi) With a view to promote exports of non-traditional products
the following points should be kept in view:

(a) When existing collaboration agreements which limit ex-
port franchise, come up for renewal, the restrictions
should be totally eliminated or substantially removed. In
the event of the foreign collaborator not agreeing to this
course of action, renewal of agreements should not be
permitted;

(b) Further agreements should be stringently scrutinised to
eliminate export restrictions, the approach being that the
agreement should allow free export to all countries
except perhaps the country of the fareign collaborator or
‘the countries where the foreign collaborator is having
: joint ventures in the same field of production;



(c) in low-priority or non-essential fields of production
where foreign collaboration is not generally allowed,
a relaxation be made where the foreign collaborators agrees

to undertake a major share of the production for exports;
and

(d) the existing policy of not allowing foreign collaboration
in trading activities may be relaxed where such collabora-

tion is exclusively aimed at augmenting our export
sales.

~ The Ministries should ensure that the export clause in the colla-

boration agreements gives correct and definite information regard-
ing the countries to which exports will be specifically permitted or
disallowed and this information should be clearly indicated in the
Notes|Summaries prepared for consideration of the Foreign Invest-
ment Board or its Sub-Committee.

In considering applications for foreign investment|collaboration
in low priority and non-essential fields, no specific percentage can
be rigidly enforced in regard to the quantum of production to be
underwritten by the foreign collaborator for export potential of
each product. Before putting up such cases to Foreign Investment
Board Ministry of Commerce should be consulted and their views
obtained in each case.

(xii) Where an indigenous “know-how” capable of commercial
exploitation is available, importation of know-how is not normally
permissible.

(xiii) The importance of avoiding repetitive import of know-
how for the same or similar product or process should be kept in
view. Also to the extent practicable fresh entrants should be
asked to obtain the knowhow imported by those already in the
field.

In fields of manufacture where a number of collaborations have
already been approved and new application is received for appro-
val of foreign collaboration in the same field, steps should be
taken to explore whether it is possible for the new applicant to
obtain the know-how from one of the parties who are already in
possession of it. In many of the existing agreements there is a
secrecy clause. In future agreement the Ministries should ensure
that there is a provision to the effect that the technical know-how/
product design|engineering design can be passed on to another
Indian perty, should it become necessary, on terms as mutually
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agreed to by all the parties concerned, including the foreign colla-
borators and subject to the approval of Government,

In flelds where there is likelihood of 3 or 4 units of the same
industry being set up at about the same time and all of them are
likely to require foreign collaboration, it should be ensured that
negotiations for acquisition of knnw-how for these units are con-
ducted in a co-ordinated manner, with selected foreign parties,
rather than permit each Indian party to negotiate individually and
independently of each other Economics of scale would make
themselves felt in such a case of negotiation on a multi-plant basis
and result in lowering of royalty rate and lump-sum fees for the
first as well as every subsequent unit.

(xiv) In appropriate cases and to the maximum extent practi-
able there should be provision for Indian scientific technological
and engineering institutions being associated with the foreign colla-
boration, so that the foreign ‘know-how’ is absorbed in our economy
as quickly as possible and further developments could take place
within the country. While approving a case of foreign collabora-
tion, stress should be laid on the development of indigenous “know-
how” as early as possible, so that it may be possible to discontinue
the collaboration after the period of validity of the agreement.

(xv) With a view to ensuring maximum possible utilisation of
Indian Consultancy Services wherever Indian consultancy is avail-
able it should be utilised exclusively and if foreign consultancy is
also required, Indian consultants should also be associated and, as
a rule, be the primary agency employed for consultancy. From
amongst the Indian consultancies, preference should be given to
agencies in which the predominent interest is Indian.

Clearance of the Foreign Investment Board should be obtained
by the concerned Ministry|Department before consultancy services
involving payment in foreign exchange of Rs. 50 lakhs or more are

agreed to.

(xvi) Suitable provision should be made for the training of
Indians in the field of production and management.

(xvii) The question of use of foreign brand names|trade marks
should be examined from the view points (i) whether any additional
payments is envisaged for the use of such foreign brand names; and
(if) whether the use of such names would adversely affect the small
scale sector or the indigenous industry. In such case the use of
foreign brand names should not be allowed for products manufac-
tured under foreign collaboration and meant for the Indian market.
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There should, however, be no objection to the use of foreign brand
names on the products meant for export.

(xviii) A predominently foreign owned company with agency
functions operating in India should be called upon to redifine its
functions, wherever it proposes to associate Indian capital or, in
other words, reduces foreign equity.

(xix) Cases of 100 per cent foreign owned Indian companies or
predominently foreign owned companies seeking to take over ano-
ther predominently foreign owned Indian Company or any other
category of Indian company (a) by cmplete merger or (b) by mak-
ing intercorporate investments, within the ambit of Section 372 of
the Companies Act, should be brought before the Foreign Invest-
ment Board|Sub-Committee. All cases of merger of two Indian com-
panies which will result in the merged company having a direct cum
beneficial non-resident shareholding in excess of 40 per cent of the
equity capital should also be brought before the Foreign Investment
Board.



APPENDIX II
(vide reply to recommendation at Sl. No. 4)

No. 2(11) |68-BPE (GM)
GOVERNMENT OF INDIA

Ministry of Finance (Deptt. of Expenditure)

New Detlhi, the 26th April, 1969.
OFFICE MEMORANDUM

SusJEcT: Restrictions on dealings by Public Enterprises with pri-
vate firms where former top executives of the concerned
enterprises have joined after retirement.

There are at present restrictions on employment of retired offi-
cers of Government in private commercial undertakings. Thus if a
pensioner, who immediately before his retirement was holding post
of a sufficiently, senior level in Government, wishes to accept any
commercial employment before the expiry of two years from the
date of his retirement he has to obtain the prior sanction of the Gov-
ernment to such acceptance. Pension for a specified period is not pay-
able to the pensioner who accepts a commercial employment with-
out such sanction. The question has been under consideration for
some time whether the restrictions at present applicable to officers
of Government should apply to officers of Public Enterprises also.
After considering all the aspects of the question, it has been’ decid-
ed that if a top executive (and not only the Chief Executive) of a
Public Enterprise on his retirement joins a private firm, no con-
tract should be placed with that firm, without the approval of the
Board of the Directors of the concerned enterprise, for a period of
two years following the retirement of that officer.

2. In cases where a Government officer after retirement from
Government service accepts re-employment in a commercial under-
taking within a period of two years from the date of his retirement,
the following procedure will be followed:

(a) As far as the retired officer is concerned, the existing pro-
cedure, under which the period of two years as laid down
under Article 531-B, CSRs, would commence from the
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date of retirement of the officer concerned, would continue
to apply; and

(b) So far as giving contracts to the private firm which em-
ploys the officer in question after his retirement from the
Public Enetrprise is concerned, contracts with such firms
should be entered into by the Public Sector Enterprise in
question only after approval from the Board of Directors
of the enterprise is obtained—this restriction will be effec-
tive for a period of two years from the date of retirement
of the officer concerned from the public sector enterprise.

3. Ministry of Steel and Heavy Engineering, etc. are requested to
suitably address the enterprises under their control in this regard.

Sd|- A. N. BANERJ],

Addl. Secretary to the Govt. of India and
Director Gene'ral, Bureau of Public Enterprises.

To

All Ministries|Department of the Govt. of India.
Copy to: —Heads of Expenditure Divisions in the Deptt. of Expdt.

(ii) Production Divn|Adviser (C) Adviser (F)|DS (1&R)|D.S.
(BPE), Bureau of Public Enterprises.

Sd/- (P. K. BASU),
Director, Bureau of Public Enternrises.

404 (Aii) LS—5. o



APPENDIX III

(mde reply to recommendation at Sl. No, 4—Supply. point)
. No. 29/4/13-Est. (A)
GOVERNMENT OF INDIA
Department of Personnel & A. R.
New Delhi, the 6th March, 1973
OFFICE MEMORANDUM

SusJECT: Action taken by Government on the recommendation
contained in the 26th Report of the Committee on Public
Undertakings on Trombay Unit of the Fertilizer Corpo-
ration of India.

With reference to the correspondence resting with the Ministry
of Petroleum and Chemicals letter No. 68(4)/69-Ferts. II dated the
8th February, 1973, on the above subject, the undersigned.is directed
to say that the Bureau of Public Enterprises’ O.M. No. 2(11)/68-
BPE (GM) dated 26th April, 1969, imposes certain restrictions in
the matter of placing contracts with private firms in which any re-
tired officer of the Public Enterprise might be employed. It does
not relate to the grant of permission to Government officers for
taking up commercial employment after retirement.

2. Cdses relating to post-retirement commercial employment
within two years of retirement of Class I officers who at the time of
their retirement drew pay of Rs. 1500 and above p.m. and who are
governed by rule 10 of the C.C.S. (Pension) Rules, 1972 (pre-
viously article 531B, CSRs) are required to be referred to this De-
partment for concurrence. Information is available in this Depart-
ment in regard to such officers and is given in the attached State-
ment for the period from 1.5.1969 to 31.12.1972. Two of them were
employed in public sector undertakings at the time of retirement
from Government service. They retired simultamreously from the
Public Sector Undertakings also and sought permission to take up
commercial employment which was granted. vide items 24 and 28 of
the Statement. Information in relation to Central Government offi-
cers employed in Public Sector Undertakings who took up commer-
cial employment after two years of their retirement from Government
service is not available with this Department as such cases do not
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fall within the purview of Rule 10 of the CCS (Pension) Rules 1972
(previously article 531B, SCRs) .

. Sd/- P, S. VENKATESWARAN,
Under Secy. to the Govt. of India.

Ministry of Petroleum & Chemicals,
(Shri A. A. Vasudevan, Under Secy.),
New Delhi. ,

"STATEMENT

(a) Number of cases in which per- 45
mission had been given with the :
concurrence of Deptt. of Per-
sonnel & Administrative Re-
forms to Government officers
for accepting post retirement
commercial employment during
the period from 1-§-69 to

31-12-72.
(b) The names of the officers con- 1. Shri C.G. Devaya, Retd. Additional Director
cerned; and (Mechanical) (Ministry of Railways) with

M/s Tube Products of India Ltd. Madras.
(¢) the names of firms in which

they were employed after retire- 2. Shri S.C. Bose, Retd. Dy. Director
ment. General, (Department of Civil Aviation)
with M/s Acres Intertel Ltd., Canada.

3. Shri 1.J. Bhadwar, Retd. Director of Mines
Safety, Ministry of Labour & Employment
va::h clM/s Hindustan Lalpet Colliery,

anda.

4. Shri D.D. Sarin, Retd. Project Officer,
C.P.C., A.LR., (Ministry of Information &
Broadcasting) with M/s Southern Switch
gear Ltd. Madras.

hri S.K. Tandon, Retd. Ambassador of
India to Ireland, (Mnistry of External
Affairs), with M/s Binny & Co. Ltd.
Madras.

1

Shri D.V. Reddy, Retd. General Manager,
Chittaranjan Locomotive Works (Ministry of
Railways), with M/s Seshasayee Paper and
Boards Ltd., Erode. [

Shri K.S.J. Dalal, Retd. Public Relation
Officer, Central Railway (Ministry of Rail-
ways), with M/s Selvel Syndicate.

8, Shri Gyan Chandra, Rerd. Addl. Chicf
‘Director, Directorate of Sugsr and Vanaspati
(Deptt. of Food), with National Federation
of Co-operative Sugar Factories Ltd.,
New Delhi.

9. Shri R.R. Panje, Retd. Director of Indian
Instt, of Sugarcane Research, (Department
of Agriculture) with M/s Godavari Sugar
Muills, Bombay.

6
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10. Shri K.V. Padmanabhan, Retd. Ambassador
of India, Ministry of External Affairs, to
join the Systems Consultants of India,
Bombay as a partner,

11, Shri B.C. Sinha, Retd. General Manager,
Gr. I Rifle Factory Ishpore (Ministry
of Defence), with M/s, Indian Paper Ma-
chinery and Engineering Works Private
Limited, Calcutta,

12. Shri P.S. Nilakantan, Retd. Dy. Chief
Engineer, A.L.LR., (Ministry of Information
& Broadcasting) with M/s Brown Bvoeri &
Co., Baden, Switzerland.

13. Shri S.K. Bhattacharya, Retd. Chief En-
ineer (Electrical), C.P.W.D. (Ministry of
orks and Housing), with M/s. K.G. Khosla

& Co. (P) Ltd., New Delhi,

14. Shri Uma Shankar, Retd, Member of P&T
Board, (Ministry of Communication), with
M/s Bennet Colemn & Co. Ltd. Bombay,

15. Shri AK. Sengupta, Retd, Dy. Director,
N.M.E.P,, (Department of Health), with
M/s Bombay Chemicals Ltd., Bombay.

16, Shri P.N. Sewake, Retd. Dy. Director of
Inspection (Income Tax and Audit), (De-
partment of Revenue and Insurance), with
M/s Geep Flash Light Industries, Ltd.,
Allahabad.

17. Shri A.C. Bose, Retd. Joint Secretary,
(Deptt. of Comﬁany Affairs), to accept
membership of the Board of Directors of
five companies viz.—

(1) M/s Straw Board Papers Mills Ltd,

(ii) M/s Hindustan Building Society Ltd.
Calcutta.

(iii) M/s Bird Investment Lta., Calcutts

(iv) M/s Kumar Dhuby Engineering Works
Limited. Calcutta,

(v) M/s Ballarpur Paper Co. Ltd.

18. Shri C.D. Mirchandaney, Retd. Chief
Mecharical Engincering, Eastern Railway
(Ministry of Raijlways), with M/s, J.B. Advani
& Co. Ltd., Bombay.

19. Shri O.P. Mathur, Retd. Suptdg. Engineer
C.P.W.D,, (Ministry of Works and Housings,
l‘Dml‘l; M/s Arvind Construction Ltd., New

cinl.

20. Shri N.R. Law, Retd. Urder Secretary
Gr. I Officer of CSS (Ministry of Petroleum
and Chemicals), with M/s  Hindustan
Samachar Cooperative Society Limited®
New Delhi.

21. Shri G.W. Balchandsni, Retd. Deputy
Secretary, (Minstry of Home Affairs),
with M/s Indian Rubber Industries, Associa-
tion, Bombay.
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22, Shri P.K. Bardhan, Retd, Officer of Indian
Audit & Accounts Service, with Naskarpara
Jute Mills Limited.

23. Shri S.T. Raja, Retd, Officer of the Indus-
trial Management Pool (Deptt. of Mines),
with M/s Premier Avtomobiles Ltd. Bombay.

24, Shri B.C. Dass Mathur, Retd, Officer of
the Industrial Management Pool, Divisional
Manager, MMTC, (Ministry of Foreign
Trade), with M/s Shalimar Wircs & Indus-
tries Ltd., Calcutta,

26. Shri S.R. Bhashyam, Retd. General Manager,
Projects, P& T ﬁepartmem), with M/s
Easun Enginecrirg Co. Ltd.. Madras.

26. Shri Naubh Singh, Retd. Officerof .A.&.A.S.
retired as O.S.D., (Minietry of Finance)
with M/s. Geep Flash Light Industries.

27. Shri D.S., Bakshi, Retd. Deputy Secretary
(Department of Parliamentary Affairs), with
M/s Surrindra Steip Malt Ltd.

28. Shri C.V. Ramachandran, Officcr of I.A.&A.S
retired as Findncial Adviser in the Food
Corporation of India, (Miristry of Finance),
f{itl; te1\‘/;/; Mangalore Chemicals & Fertilizers

imited.

29. Shri V.S.K. Raman, Retd. Superirtending
Bnginecr, C.P.W.D. (Ministry of Works &
Housing), With M/s Prynne Abott Davis.

30. Shri R.R. Sukhrani, Retd. Development
Adviser, (Ministry of Shippirg & Trarsport),
;it_h Mis Dastur and Co. and M/s Mahendra

aj.

31, Shri J.D. Hingorani, Retd. Workshop
Superintendent, Selction Grade in the EME
Directorate (Army  Headquarters), with
M/s William Jacs & Co. Ltd., Bombay.

32. Shri A. Purushotham, Retd, Director Biolo-
gical Research, (Miristry of Education),
with M/s Indian Plywood Manufacturing Co.

33. Shri Anthony G. Maneses, Retd. Ambassador
of Ireland, (Ministry of External Affairs)
with M/s Arbor Acres Farm.

34 Shri S.C. Gupta, Retd. Director, National
Sugar Instt. (Department of Agriculture)
with M/s Miwani Sugar Mills, Kenya.

35. Shri S.N. Mohan, Retd. Dy. Firancial
Husbandary Commssioner in  1.CA.R.
(Department of Agriculture), with M/S
Foremost Diaries Ltd.

36. Shri M. Raghavachar, Retd. Dy, Chief
Engineer, A.I.LR., (Ministry of Information
& Broadcasting) with M/s Bastern Electronjcs
(Delhi), Private Limited,
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37. Shri R.N. Jani, Retd. Member C.B.R.)
(Deparrment  of Revenue & Insurance
with M/s Dalton Cables Industries, Delhi.

38, Shri T.R. Vishwanathan, Retd. Commissioner
of Income Tax (Deptt. of Revenue &
Insurance), With M/s Sri Ram Fibres
Madras,

30, Shri A.R. Shanmugam, Retd. Collector of
Customs and Excise (Deptt, of Revenue &
(Ins.), with M/s Patco Agencies.

40. Shri S.K. Ghosh, Retd. Dy. Chauman,
Calcutta Port Commissioners, (Ministry of
Shipping & Transport), with M/s Himalaya
Shipping Company.

41. Shri C.B. Mathur, Retd, Dy, Secretary
(Deptt. of Steel), with Engireering Associa-
tion of India, Calcutta,

42. Shri P. Sitaraman, Rerd. Dy. Secretary,
(Ministry of Industrial Development), with
M/s J.K, Synthetic Ltd. a::d M/s Raymond
Wollen Mills.

43. Shri Y.L.P. Kohli, Retd. Superintending
Engineer C.P. W.D., with M/s Prem
Nath & Co.

44. Shri K, Raja Ram, Retd, Deputy Secretary

gMinistr of Industrial Development), with

mith Kline and French (India) Limited,
Bangalore.

45. Shri B.N, Banerne, Retd., Chairman Tariff
Commission, (Ministry of Foreign Trade),
with M/s Indo—Mach (P) Ltd.

(d) The period from which they have/ Not available.

had been in service of the
Undertakings/private firms.
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APPENDIX V
(vide reply to recommendation at Sl. No. 16-Supplementary Point)

Summary of report on Trombay Unit of the Fertilizer Corporation
of India

The Action Committee on Public Sector Enterprises visited the
Trombay unit of the Fertilizer Corporation of India and held dis-
cussions with the Production and Marketing Director and the Plant
Management.

The output of phosphatic fertilisers reached the rated levels in
1971-72; although production of N, improved during the last 3
years, it is currently at aout 76 per cent of the installed capacity.

The plant management are well aware of the need to remove the
bottlenecks in the plant which have arisen out of the faulty designs
of some sections, inadequate maintenance, and a change in the
characteristics of the feedstock. They are taking a number of steps
by way of providing balancing equipment to remove these bottle-
necks. Of these, the three most important are the supplementary
gasification unit, the Ammonia Terminal project for imported liquid
Ammonia and balancing facilities for the “Suphala” complex ferti-
lizer plant. The gasification unit and the Ammonia Terminal Pro-
ject have been approved by Government and the Committee has re-
commended ways in which this work can be expedited. The balan-
cing facilities for the complex plant estimated to cost about Rs. 2.5
crores has high potential for increasing overall performance and
needs to be examined by F.C.I. on priority basis for rapid imple-
mentation.

The Committee has also recommended measures for improving
the organisation of maintenance and for developing management.

As a result of these steps being taken, the output of this unit
should reach rated capacity by mid 78 and production of both nitro-
genous and phosphatic fertilizers will exceed these figures by about
10 per cent by mid 74. The arrangement for the imports of NH
should be finalised by the Governmvent of India as soon as possible.
The Committee commends the general competence and resourceful-
ness displayed by the present management in tackling their prob-
lems energetically. They are settling down will in working to-
gether as a team and should be left undisturbed as far as possible.
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APPENDIX VI
(Vide reply to recommendation at Sl. No. 27)

Statement showing the action taken on the recommendations|con-
clusions contained in the Twelfth Report of the Committee on Pub-
lic Undertakings (Fourth Lok Sabha)

Summary of conclusions/recommendations (Sl. No. 10 in Appendix
IV—para No. 54)

The Committee hope that future agreements to be entered into
with foreign parties for the establishments of projects in the public
sector will receive the utmost care and attention of Government. In
this connection, the Committee would suggest that Government
should also examine the creation of a permanent agency in the Gov-
ernment to advise in the negotiations with foreign parties setting up
projects in the public sector.

Reply of the Government

This aspect has been considered recently in the extent of a pri-
vate Member’s bill in the Lok Sabha also which sought to provide
that all agreements to be entered into by the Public Enter-
prises involving value above a certain limit, should be scruti-
nised and approved by Finance Ministry. It was, however, noted that
even at present it has been stipulated that the powers to approve the
agreements involving foreign collaborations proposed to be entered
into by the Public Enterprises and also purchases and outlays which
are in excess of the powers delegated to them vest with the Gov-
ernment. The steps to be taken to streamline the procedure for
scrutiny of agreements in respect of the Public Enterprises are under
consideration.

A



APPENDIX VII
(vide reply to recommendation at Serial No, 27—Bupplementary
point).
No. 2(9/70-BPE (GM-I)
GOVERNMENT QF INDIA
Bureau of Public Enterprises

New Delhi, the 24th January. 1970.
Office Memorandum

Sussect: Broad guidelines for responsibilities of Boards of Public
Enterprises with regard to policy formulation, manage—
rial control and co-ordination, etc.

Various decisions have recently been taken by Government on
responsibilities of Public Enterprises regarding policy formulation,
managerial control, etc., pursuant to the recommmdatmns of various
Commissions and Comnuttees as well on the periodical reviews
undertaken by Govenment on the performance of Public Enterpri-
ses. It may be mentioned that the Government policy underlying
these decisions may be broadly defined as follows: —

(1) It is recognised that in order to enable these undertakings
to work with greater autonomy there should be sufficient
delegation of powers to the Public Enterprises, It is ex-
pected that the delegation would not stop there, but will
travel down the line; and greater delegation of power,
authority as well as of responsibility would be made to
various management levels right down to the lowest ma-
nagement level.

(2) As far as the Govt. are conoetmed Govt. would only be
concerned with the accou.ﬁtablhty of the Board of Direc-
tors in regard to the responsibilities given to an enterprise
for the proper discharge of such responsibilities.

(3) Every effort would be made by Govt. to assist the enter-
prises to secure managerial talent,

86
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(4) Measures would have to be takén and guidelines laid down
for improving managerial efficiency in all its various as-
pects in these enterprises.

(5) There should be an effective machinery for periodical re-
view and appraisal of their performance so that defects
may be put right as speedily as possible.

In other words, Govt. have delegated substantial powers to the
Public Enterprises relating to financial & Administrative matters.
It may, however, be remembered that such powers are a means to an
end; the end being the proper discharge of responsibilities given to
various Boards of Directors for efficient functioning of the enterprises
which would include proper formulation of policies, proper exercise
of managerial control commensurate with delegation of authority
down below the line, proper coordination of various activities of the
enterprises, etc.

2. For exercising the powers delegated to the enterprises within
the framework of their accountability to Govt. & Parliament, the im-
portance of introducing a system of “Management by Objectives” in-
tegrating on the one hand, the Long Range Plan and the Annual
Plans of the enterprises and on the other the Manager’s needs and
the methods and techniques to be adopted to satisfy these needs, has
already been emphasised in the d.o. letter of Additional Secy. &
Director General, Bureau of Public Enterprises vide No. 2(9)|70-
BPE (GM-I), dated 20.1.1970 to the Chief Executives of Public En-
terprises (copy enclosed). All efforts should be made to introduce
“Management by objective” Plan in Public Enterprises.

3. In this background, the following vital areas relating to the
Management of an enterprise should receive particular attention of
the Board. These are circulated with a view to facilitating the
functions of the Board and are not intended to restrict the Board's
responsibilities only to the items enumerated.

Production Management and Materials Management:

(1) Setting of targets of production in terms of quantity and

value for the plant as a whole as also for the constituent
° sections.

(2) Review of the actual production vis-a-vis targets and
identification of the principal major causesfactors respon-
sible for short-fall, determination of the trends and also
the short and long term corrective measures.
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Assessment of under-utilisation of capacity by determin-
ing attainable production vis-a-vis firm orders|projected
demand, taking into account the achievable capacity and
the interim development of installed capacity in respect
of such units which may be considered to be in the ges-
tation phase; determination of the long-term plan for uti-
lisation of surplus capacity, and also breaking down the
same into immediate as well as long term objectives as
well as the indentification of the agencies responsible for
achieving these objectives and review of the results
achieved, at fixed intervals.

Definition of the overall productivity ratios of the enter-
prise as well as of the plants and sections and examina-
tion of the actual performance in terms of these ratios
and taking of suitable corrective measures.

Prescription of standards of equipment utilization, maxi-
mum permissible equipment down time and maximum
costs of maintenance (corrective as well as preventive
maintenance) as also examination of the actual perfor-
mance against these standards and initiation of corrective
action.

Prescription of broad targets of levels of inventory in
terms of costs and months of stock for different groups
such as production materials, maintenance spares, mate-
rial in process, finished stock, etc., as also of major ope-
rating norms based on cost of storage, cost of ordering,
cost of failures etc. and measuring the actual performance
by these yardsticks at fixed intervals and taking correc-
tive steps.

Management:

Organisation of a competent Finance Division at the time
of the project stage itself for rendering expert advice
and guidance regarding the various proposals available
to the management in the planning stage.

(2) The specification of the matters which may have to be re-

served for the concurrence of the Finance, and also which
will be reserved for consultation with the Finance.

(8) Close scrutiny of feasibility studies/detailed project re-

ports of scheme and projects proposed to be taken up for
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implementation under the powers vested with the Board,
or proposed to be sent to Govt. for approval.

In this context, the following points should require special exami-
nation: —

(i) Assessment of demand: It will be appreciated that in the
event of the demand projected in the project reports not
materialising in practice, surplus capacity will be created,
resulting in low profitability.

(if) Basis and assumptions relating to the selling price of the
product and anticipated salesjturn-over.

As regards sales|turnover, this will have to be worked out
for the various levels of production such as 70 per cent,
80 per cent, 90 per cent production, as well as at the level
of full capacity production.

(iii) Break-even point and cost benefit analysis.

(4) As regards revision of capital cost estimates, laying down of
procedures to ensure that expenditure beyond the prescribed limits
are not incurred, and where sanction of Government is required, the
same is obtained before incurring the excess expenditure. In such
cases, the Board should study the profitability of the project|scheme
after the revision of project cost estimates.

(5) Monthly profit and loss account and a cash flow statement,

If there is no Board meeting during any month, these could be
circulated to the Board members. It should be ensured that the
quarterly financial review and the quarterly profit and loss account
and other reports are prepared in time and these are used for mana-
gerial decision making instead of treating the same as purely statis-
tical documents.

(6) Ensuring that manuals such as accounting manual, budget
manual, internal audit mam;al. etc., are prepared.

(7) Introduction of performance budgeting or business type of
budgeting, as also undertaking of monthly review of sales and pro-
duction at each plant and unit.

(8) Preparation of realistic budget estimates, and also justification
for variations between original and revised estimates.
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Construction Management.

(1) Ensuring that abnormal delays do not occur in the completion

of projects and construction costs do not escalate beyond normal
limits,

Delays in completion schedules and escalation in costs had taken
place in the past in many cases owing to non-availability of expert
advice on design and engineering technology at the DPR stage.

(2) Drawing up a realistic programme for the construction, if ne-
cessary by constituting a Sub-Committee of the Board of Directors,
or with the assistance of an expert body. For such programming it
may be necessary to resort to such techniques as PERT or C.P.M.

(3) Institution and critical examination of periodical reports from
the management furnishing information on the actual progress of
construction, highlighting delays that have occurred or anticipated,
likely effect of the delays on the overall targets, and the steps pro-
posed to be taken to obviate or minimise the effect of such delays.

(4) Proper phasing of construction of residential accommodation
and staff amenities—in these regards, guidelines already laid down
snould be followed.

(5) Institution of periodical progress statements of expenditure
with a view to assess and control construction expenditure within
sanctioned limits.

. The Board should obtain periodical statements from the manage-
ment indicating the expenditure under main items of the estimate
and whether such actual expenditure is commensurate with the phy-
sical progress of construction. These statements should also high-
light items where expenditure is likely to exceed the sanctioned
amounts, so that timely action could be taken to restrict expenditure
elsewhere, in order to keep the overall expenditure within the sanc-
tioned limits.

General Management,
(1) Organisational Planning and Structure.

The organisational structure in its various aspects in Public En-
terprises needs continuous planning and review. This organisational
planning should be done taking into account the profit centres, the
cost centres and the responsibility centres. The organisational struc-
ture should also take into account the communication systems with
in the enterprise. '
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(2) Ensuring that no managerial gap develops at any level.

It is essential that all the managerial posts, including those at
the top level, to which appointments have to be made by Govt. are
held by suitable incumbents, and these posts do not remain vacant
for long. In the case of posts which are within the competence of
the Board of Directors, the latter should take steps to locate in time
suitable talent for this purpose. Even with regard to posts at the
top level the Board could ensure that such posts are not vacant for
any length of time, by keeping in touch with the Govt.

(3) Management Development and Training.

The appointment of a Senior Management Development Advisory
Committee at the Board level to whom problems in the areas of or-
ganisational efficiency, management development, training, etc., could
be referred for direction and guidance, has been commended to the
enterprises. Each enterprise has already been advised to indentify
a Senior Executive to be in charge of management development and
training who should report direct to the Chief Executive. The need
for continuous training at the induction stage followed up by re-
fresher course for managers of Public Enterprises at various levels

cannot be over-emphasised.

(4) Formulation df rational and objective system of appraisal for
managers.

" An appropriate incentive scheme as also a system for disincentive
should be in-built in the appraisal procedure to improve operational

results.
(5) Management control and information system.

The institution of modern information and reporting system, to
facilitate the communication within the enterprise, and also top
management control, should be given high priority.

(6) Marketing Management.

Many Public Enterprises have suffered over the past couple of
years owing to inadequacy of marketing organisations and insuffi-
cient planning in regard to marketing. The steps to streamline the
marketing organisations of the enterprises should be comprehensive,
covering the market research units sales organisations, evaluation of
sales performance, sales promotion efforts (likg advertising media,
sales incentive schemes, financial incentive systems, entertainment
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allowance, etc.), training and development of marketing executives,
and formulation of long-term marketing strategies.

Sd|- P. K. BASU,
Director, Bureau of Public Enterprises,

To
All Ministries|Deptts. of Govt, of India.

Copy to:—The Comptroller & Auditor General of India
(ii) Production Divn.|Adviser (C) |Adviser(F)|I&R Divn|D.S.
(BPE), B of P.E.

(iii) Heads of expdt. Divns in the Dept. of Expenditure (with 2
spare copies) .



APPENDIX VIII
(Vide reply to recommendation at Sl. No. 12)

Reply of the Fertiliser corporation of India Ltd. to recommendation
No. 12 (Para 2.680)

1.0. Juridical possession of the Methanol plant was taken over by
FCI on 8th July, 1967.

2.0. After taking over juridical possession of the plant the first step
necessary (was to determine the technical status of the plant. This
determination had to be done in a methodical way by listing all the
equipments, their capacities deficiencies, changes additions necessary
etc. This job was taken up on a top priority basis and was completed
nn 21st August, 1967.

3.0. The work relating to raising claims on the contractor there-
fore could be started after 21st August, 1967,

3.1. Since these claims were of important nature and did not de-
pend merely on one or two documents, a proper study of the basis of
the contract and subsequent correspondence had to be undertaken.

3.2. The result of the so called guarantee test had also to be analys-
ed and carefully studied.

3.3. In the case of Methanol Plant, action had to be taken to study
the working of each of the equipment in detail and also analyse the
causes of low production over a long period.

4.0. In this particular case the main failure was of their former
catalyst and the furnances. A new catalyst was tried in August, 1967
and before we could make a claim, it was considered necessary to
watch the performance of the new catalyse.

5.0. It was only by the end of the year 1967 that we could estab-
lish technically the performance of the new catalyst and detail our
claims with certainty regarding the deficiencies in the old catelyst
and the furnance.

6.0. Inmediate action was taken in the beginning of 1968 to serve
through all the basic records like daily production record, plant log

T3
404 (Aii) LS—6.



(L]

sheet, plant log book etc. The seiving through of these records was
an enormous job. We had to go through individual plant log sheets
and plant log book of each day and each shift and isolate
and analyse |the causes of low production, attempt to quantify the
loss of production or loss of operating time on account of the faults
of contractor or FCI. We had also to study and convince ourselves
that there was no defect in the quality of raw materials which could
account for precipitate fall in production of methanol.

6.1. Going through these records and coming to a judgement and
quantifying this in terms of loss of production and loss of capacities
involved 2 to 3 months.

6.2. The analysis prepared was shown to Attorneys and this was
suitably modified, changed and re-processed on the advice of the
Attorneys. Thereafter a draft claim was made and was submitted to
the solicitor for their perusal. This claim was also submitted to the
Attorney General of India for his approval. The Attorney General
of India also required time to study the case and understand the
implications. This was under discussion with the Attorney General
from April to June, 1968 and in June, 1968 the Attorney General ap-
proved our claims. After obtaining the approval of the Attorney
General in principle, time of 4 to 5 months was taken to prepare the
claim by supporting it wi‘h detailed documents, such as original log
sheets, original purchase vrders, original vouchers from the Accounts
Department etc. This preparation took time as each detailed item of
the claim had to be supported by original documents. The entire
rlaim was broken into three parts (i) loss of production (ii) defective
equipments, and (iif) payments due to and from Girdlers. The claim
on account of loss of production involved supporting loss of each hour
of production, by a detailed analysis of the log books of each shift and
specifying the loss production due to the time lost on account of fac-
tors within F.C.1.’s responsibility such as failure to supply raw mate-
rails, failure to mawntain uninterrupted supplies of utilities and power
and other causes.

6.3. The claim on account of defective equipments had to be sup-
ported by the expenditure, which FCI had to incur in bringing the
plant to its rated capacity which involver visualising the equipments
necessary, finding out its cost by inviting ,uotations from abroad etc.
This also needed a detailed study of the expenditure already incurred
by us on various modifications and supporting the cl>'m by materials,
wages and salaries, overheads payments to civil contrac..  payments
to other contractors etc.
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7.0. The request for arbitration was completed by end of October,
1968 and our attorneys informed M/s. Girdlers of our intention to
refer the matter for arbitration under the Indian Arbitration Act.
We also nominated simultaneously Mr. B. Sen as our arbitrator and
requested Girdlers to appoint their Arbitrator.

8.0. Ms. Girdler Corporation have appointed vide their letter of
18th December, 1968 Mr. J. Russel Wilson as their Arbitrator.



. . APPENDIX IX
(Vide reply to recommendation at Sl. No. 17)

Reply of Fertilizer Corporation of India Ltd. to Recommendation
No. 17 (Para 3.31)

The higher cost of production at Trombay is on account of low
production. The increase in cost of production attributed to low pro-
duction for the three years 1966-67, 1967-68 and 1968-69 is as shown
below:—

Items 1966-67 1967-68  1968-69
Rs./te Rs./te Rs./te

1  Ammonia 299°05 23811 139° 19
2 Urea . 267-56 300°04 16042

3 Nitrophosphate

(16 : 13) 30807 26617 —
(20 :20) . . . . -_— 147°38 106°12
(18- :18.9) . . . . . . —_ — 114°12
(15 : 15 : 15) . —_— — 12880
4 Nitric Acid . 37558 18791 111-49
Sulphuric Acid . 203°74 216434 7777
6 Methanol . . . . . 177168 69386 322-56

Efforts a;é being made to graduaﬁy increase production level.
The comparative figures of production in terms of percentage capa-
city of each plant during the year 1966-67, 1967-68 and 1968-69 are as
follows:—

1966-67 1967-68 1968-69
Products 9%of Ra- 9, of ¢ of Ra- %ot Yof Ra- % of Att-
ted capa- Attajnable ted capa- Attainable «d Capa- ainatle
city capacity  city Capacity city capacity
t Ammonia . 50-09 54°79 §7-11 6246 6736 7367
2 Urea . 53°73 §3:73 s8-00 §8-00 6920 6920

3 Nitrophosphate  26:15 28-44 44°37 48°26 5628 61.21
4 Methanol . 16°11 26-84 32°07 §3°45$ $0°32 83-87
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Regarding the cost of production of Urea in 1967-68 as compared to
1966-67 the main reasons are two-fold

1. The cost of productmn ﬁgures in 1966-67 included the effect
of devaluation for 10 months only ie. from June, 1966
while in 1967-68, the effect of devaluation has been includ-
ed for the entire year.

2. The basis of allocation of fixed cost of Ammonia Plant has
been streamlined on a proper acceptable cost accounting
basis in 1967-68. In 1966-87 the allocation was based on
project estimate ratios while in 1967-68, the allocation was
based on actual figures of consumption. It is only in
1967-68 that the unit started streamlining its costing pro-

cedure.

The Committee’s recommendations to maintain a strict control
over cost of production of various products and to make vigorous
efforts to locate areas where economics can be effected, are noted.

Incidentally it may be mentioned that the Trombay Unit has
turned the corned first time in 1968-69 and have shown a small profit

of Rs. 40 lakhs.



APPENDIX X
(Vide reply to recommendation at Sl. No. 17)
Comments of the C.A.G.

Recommendation Ne. 17

The local verification done by the Chief Auditor, Commercial Ac-
counts, Bombay indicate the following facts:—

(Rupees/Merric Tonnes)
Product 1966-67  1967-68  1968-69  1969-70

1 Ammonia Total Cost . . . 87556 859°79  766°30 B62-31

Less increase in cost on account of
low ‘productioh . . . 299°0§ 23811 139°19 202°43

576-51 62168 62711 659 88

2 Urea Total Cost . . . . 878:41 985-21 84739 1016 84

Less increasc in cost on account of
low production . . . 26756 30004 160- 42 2v4. 40
610°85 68517 686.97 742- 3§

e e R —

3 Nitric Acid Total Cost . . 619°93 423°07 360- 4T  400- 40

Less increase in cost on account of
Jow production, . . . 37553 187-01 11149 149- 54

244°40 235°16 248-92 25086

4 (i) Nitro-phosphate . (16 : 13:0)
Total Cost . . . 70488 58614 — —
Less increase in cost on account of
fow production ., . . . 373°64 28617 — -
331-24 299°97
(ii) 2:20:0 Total Cost . . . 77746 703°41 76338
Less increase in cost on account of low 147°38 106°12 136°52
production . . . .
630-08 $9;. 29 626. 86
uny 18:18:9 Total Cost. . . 69779
Less increase in cost on account of
of low production . . . 114-12 136°52
55367 942°41
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(Rupees per Metric Tonnes)
Product 1966-67 1967-68  1968-69  1969-70

(iv) 15 : 15: 1§ Total Cost 646°13 723442

Less increase in cost on account of 128-80 136°52
low production
517°33 586-90

(v) 14:10:5:14 Total Cost . / 89426

Less increase in cost on account of low
production . . . . 136°83
757°74

s Sulphuric Acid Total Cost . 327-86 379°94 214°23 252°41

Less increase in cost on account of
low production . . . 203°74 216°34 77°77 73°51

124°12 16360 13646 178:90

6 Mecthanol To:al Cost . . 2648-31 1389-48 9B89-s0 157014

Lessincreasein cost on account of low
production . . . . I771-68 69386 322:56 .638:97

87663 69562  666°94  931°17

It will be seen that the net cost of production of various products
during 1868-70 was more than that in 1068-69. The cost attributable
to low production was also more than that in 1968-69 (except in the
case of sulphuric acid). The plant suffered a loss of Rs. 302.30 lakhs
during 1969-70, as against a profit of Rs. 40.46 lakhs during 1968-69.

As regards the comparative costs of production of similar pro-
ducts produced at other units of the Company, the clarification now
given may be incorporated in the note (so far as Nitro Phosphate/
Suphala and Methanol are ¢oncerned). The comparative costs im
respect of other products viz. Ammonia, Urea, Nitric Acid and Sul-
phuric Acid may, however, be given in the note.



APPENDIX XI
(Vide reply to recommendation at Sl. No. 17)
Recommendation No. 17

1. Audit in their Note referred to in the Ministry of Petroleum &
Chemicals letter No. 68(4)/69-Ferts II (III) dated 14th October, 1970
have brought about the following points:—

(i) The cost attributable to low production in 1969-70 was
more than that in 1968-69 except in the case of Sulphuric
Acid.

(ii) The net cost of production of various products * during
1969-70 was more than that in 1968-69.

(iii) The Unit suffered a loss of Rs. 302.30 lakhs during 1969-70
as against a profit of Rs. 40.46 lakhs during 1968-69.

2. Regarding points (i), it may be pointed out that increase in cost
attributable to low production in 1969-70 is mainly due to the fact
that production during 1969-70 had fallen short of the production in
1988-69 in respect of major products. The comparative figures of
production in terms of percentage capacity during the year 1968-69
and 1}968-70 are as under:—

Products 1968-69 1069-70

% of ra- % of % of ra- % of

ted ca- attainable ted capa- attainable
pacity capacity  city capacity
1 Ammonia . . . . 67:36 73:67 60° 50 6617
2 Urea ., . . . . . 69-20 69-20 58-35 58:35
3 Nitrophosphate* | . . §6°28 61-21 5988 65-12
4 Methanol . . . . . 50°32 83°87 42°92 71°53

M‘T'l"?enbercentage productien ﬂgurés in respect of Nitrcphosphate (complex Ferti i-
xets) ate worked cut on the tasis of plant Nutijent in various grades produced.
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2.1. It would be seen from the above that the overall level of pro-
duction during 1969-70 was lower than that achieved during 1968-69.
Even though there was marginal increase in the production of Nitro-
phosphate in 1969-70, on account of increase in the fixed cost expen-
diture over that of 1968-69 in 1969-70, the cost attributable to low
production was more in 1968-70.

3. The increase in per tonne cost of the various products during
1969-70 is attributable to the following factors:—

(i) Increase due to increase in prices of raw materials and
utilities.
(i) Increase in fixed expenditure.

(iii) Increase due to higher norms of consumption of raw mate-
rials and utilities over that of 1968-69.

3.1. During the year 1969-70, the Unit incurred extra expenditure
of Rs. 86.93 lakhs on account of increase in prices of raw material and
utilities over that of 1968-69. This increase has ultimately been re-
flected in the cost of production. The prices of raw material and
utilities for 1968-69 and 1969-70 are indicated below:—

S1. No. Item Unit 1968-69  1969-70
Rs. p. Rs. p.

1 Rockphosphate . . . . M.T. 271422 215°72
2 Diammonjum Phosphate » 773°40 1,018:62

3  Murite of Potash 9 313°92 40412

4 Sulphur . . . »”» 33150 411°77

5§ Naphtha . . . . » 9670 9835

6 Refinery gas . . » 11§28 137°01

7 Fuel Oil . . . » 210°24 21314

8 Power . . . . . . MWH 6810 7470

3.2. On account of frequent breakdown of the equipments, there
was increase in maintenance expenditure by about 39 lakhs during
1969-70 over that of 1968-69. There was also increase in the expen-
diture relating to salaries and wages consequent on increased pay-
ment of Dearness Allowance and normal increase in staff expendi-
ture. The increase in fixed cost expenditure during 1968-70 has,
therefore, resulted in increase in the per tonne fixed cost of the vari-
ous products.



3.3. The norms of consumption of raw materials and utilities of
1968-89 was not maintained during 1969-70. There was extra expen-
diture of Rs. 44.54 lakhs on this account alone. Frequent breakdown
of the equipment and the resulting stoppage of ‘plants had caused
excess consumption of raw materials and utilities. Apart from this,
the large number of complex fertiligers formulation manufactured
during 1969-70 to meet the market demand had resulted in excess
consumption since it took some-time before the plant could be stabi-
lised in the manufacture of the new grades.

4. In view of the circumstances explained above, the year 1969-70
had closed with a huge loss of Rs. 23847 lakhs as against the marginal
surplus of Rs. 48.51 lakhs. The balance of Rs. 63.83 lakhs is attribut-
able to the adjustments of the previous years.

5. Effective action has been implemented to improve the consump-
tion efficiencies in the various plants. The consumption efficiencies
in the months of August and September, 1970 have shown significant
improvement and in many cases, the actual performance is better
than even the standard norms of consumption. The production per-
formance during the current year has shown definite improvement
after the initial setbacks due to the explosion in the Ammonia Plant.

8. The major products which Trombay produces are Nitro-phos-
phate (Brand Name Suphala) and Methanol. These are not produc-
ed in other units of the Corporation and are therefore not compara-
ble. Apart from the above, Trombay also produces urea, ammonia,
nitric acid and sulphuric acid. The cost of production of these pro-
ducts in Trombay for the year 1970-71 is compared below for same
products in other Units of the Corporation:

(Rs./M.T.)
Product Trombay Sindri Nangal  Gorakhpur Namrup
Urea . . 911 Mm@ — 675 907
Ammonia . . 847 674 632 644 (301
Nitric Acid . 378¢° 170*  279** - -
Sulphuric Acid . . 187 .e ag8

@Provisional:

®This is for §37% Acide

**This is on 100°,Acid basis.

Note : Cost of production does not include Excise Duty and Freight on ssles.



APPENDIX XII
(Vide reply to recommendation at Sl. No. 22)

There are two contracts; one with M/s. Burmah Shell for the sup-
ply of refinery gas and the other with M/s. STANVAC (now ESSO)
for the supply of naphtha.

Burmah Shell contract was entered into on 22nd April, 1961, The
discussions and correspondence with Burmah Shell about the supply
of refinery gas was started in the year 1958 and continued until the
signing of the contract. There is ample evidence on record to show
that sufficient efforts were made to get firm specifications in regard
to characteristics of the refinery gas for incorporating in the contract.
Reference in this connection is invited to the following relevant
letters:—

. Burmah Shell’s letter of 9th March, 1959;
. F.C.1's letter of 18th March, 1969;

3. Burmah Shell’s letter of 14th April, 1859;

4. F.C.I's letter of 31st March, 1960;

5. F.C.l.’s letter of 31st March, 1960;

6. Burmah Shell’s letter of 22nd April, 1960.

(S

In their letter of 9th March, 1958, M/s. Burmah Shell had indicat-
ed the specifications of the gas. The range of variations in various
constituents of the gas were also indicated. In regard to the specific
gravity, M/s. Burmah Shell gave the range of relative density as 0.92
to 1.47 (with air as 1) and average relative density of 1.12. In Ferti-
liser Corporation of India’s letter of 18th March, 1959, M/s. Burmah
‘Shell were requested to give the exact composition and claorific value
of the gas corresponding to the lower and higher relative densities.

In their reply dated the 14th April, 1959, they explained the varia-
tions in the gas composition in the following terms:—

“the composition of the gas is affected by many factors includ-
ing nature of the feed stocks to the various gas produc-
ing plants, the method of operation of these plants and the
number of plants in operation. The possible number of
combinations of these factors and other, is eonsiderable

a3
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and in arriving at our estimates of the variations in the
proportion of each component we tried to take as many
of them as possible into account. The result has been the
wide ranges given in our letter which were intended to
indicate the range of the maximum variation and not the
normal daily variations which should be smaller. The
limits of daily variations, however, cannot be forecast at

this stage.”

With regard to Fertiliser Corporation of India’s request for com-
position of gas corresponding to lower and higher relative densities,
M/s. Burmah Shell’s reply was as follows:—

“With regard to your request for gas analyses corresponding
to the relative densities of 0.90 and 1.47 it would be pos-
sible to have several gas compositions meeting these re-
quirements. In the appendix we give two analysis cor-
responding to these relative densities but it must be em-
phasized that these analyses can only be taken as indica-
tive and do not form the limits of gas compositions that

may occur.”

In Fertiliser Corporation of India’s letter of 31st March, 1960
information was sought on the frequency with which these varia-
tions would occur. Their reply contained in the letter of 22nd April,

1960 was as follows:—

“as you know, we have already expressed willingness to bind
ourselves in the contract to a variation of 4- 10 per cent
in the calorific value as expressed in kilocalories /kg.

Normally variations in gas composition, specific gravity and
calorific value will not be frequent or sudden and nor-
mally notice can be given of these variations. However,
emergencies could occur, some time outside our control
(such as power failures), which could cause a sudden
variation in quality or even in complete cessation of

supply.”

Earlier M/s. Burmah Shell had (in one of the draft contracts)
indicated a variation of 4 25 per cent in calorific value expressed
in kilocalories per cubic metre and 5 kg. in pressure. As these
variations were to wide, M/s. Burmah Shell were pursuaded to
agree to varitions of + 10 per cent in the calorific value but express
as kilo-calories per kg. and 0.25 kg. in pressures. These were the
only variations which M/s. Burmah Shell were prepared to bind
themselves to and were duly provided in the contract. From the
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foregoing it would be seen that all necessary attempts were made to
get firm specifications incorporated in the contract. The last letter
on record is of 22nd April, 1960 and thereafter the discussions were
continuing on the draft of the contract. The results of these discus-
sions were incorporated in the final draft which was finalised in
April, 1961. It would not therefore, be correct to say that non-provi-
sion of “minimum” and “maximum” relative density of the gas ir the

contract was a lapse on the part of any official.

Regarding contract for the supply of naphtha, the same was
concluded on 1st January, 1962, although the discussions and corres-
pondence with M/s. ESSO, had been initiated in early 1959. M/s.
ESSO in their letter of 28th May, 1959 gave the specifications of
naphtha. In regard to specific gravity they indicated a range of 65
to 80API gravity at 60° F, typical API gravity was indicated as 75.
These correspond to specific gravity range of 0.72-0.67 and typical
specific gravity would be 0.685 in the same letter M/s. ESSO obser-
ved as follows:—

“As regards the properties of the naphtha that we would sup-
ply you, please note that these are liable to vary from
time to time as operational changes. We hope that
the attached typical naphtha analysis will be adequate for
your planning purposes but it should not be taken as a
guarantee on our part.”

Uptodate specifications of naphtha which were to form basis of
design for the amonia plant and which were also incorporated in
the contract with M/s. ESSO, were furnished by M/s. ESSO in their
letter of 15th September, 1960. While furnishing these specifications,
M/s. ESSO observed as follows:—

“Since we are now approaching a mere final stage of our
negotiations in regard to the supply of feed stock to the
fertiliser Plant. We are attaching our most uptodate pro-
posed specifications based on the various crude mixture
our refinery expects to process in the foreseeable future.”

In these specifications, M/s. ESSO indicated the range of carbon
to hydrogen ratio as 5 to 6 and molecular weight betwecn 90 to 120,
In regard to specific gravity, M/s. ESSO, indicated only the minimum
API gravity of 55. This figure corresponds to maximum specific
gravity of 0.759. With higher specific gravity the calorific value of
naphtha comes down, its consumption per tonne of ammonia goes
up und the requirement of oxygen also increased. For the
purpose of process design the only relevant and materials specific
gravity is the highest specific gravity. As the specific gravity of



naphtha reduces, its “quality” improves inasmuch as it has a higher
calorific value and its consumption per tonne of ammonia as well as
requirement of oxygen is less. Once a plant is designed to take care
of highest specific gravity naphtha, it should have no difficulty in
processing naphtha with lower specific gravity provided the feed

pumps have the necessary capacity.

It is, therefore, submitted that the omission of lower limit of
specific gravity of naphtha (or maximum API gravity) was not
an important or material omission. As such the question of fixing
the responsibility for the so called lapse should not arise.

However, the problem which has occurred is not because of non-
provision of minimum specific gravity of naphtha in the ESSO con-
tract, but because of the omission of the work ‘minimum’ against
API gravity, specified in the Chemico contract. M/s. Chemico had
earlier in the NIT been given a range to API gravity of 65—80
with typical figure of 75 for the purpose of design. These figures
were based on M/s. ESSO’s letter of 28th May, 1959 quoted earlier.
The revised specifications of naphtha were brought to the notice of
M/s. Chemico on November 9, 1960. In their letter of November
10, 1960 M/s. Chemico stated as follows:—

“The revised specifications for naphtha will be forwarded to
New York and referred to Shell. Apart from the sulphur
content of the feed stock none of the revisions should
warrant any design changes. The quantity of naphtha re-
quired per tonne of Ammonia may be changed slightly,
but this change will not be significant. These specifica-
tions changes will not affect the cost of the plant.”

In the meeting with M/s. Chemico held on 30th January, 1961
and 3rd February, 1861, the same was confirmed and extract of the
record note of the meeting which was signed by the Vice President
of Chemico Mr, David Pulton, is reproduced below:—

“The specifications for petroleum naphtha to be used as
feed stock have since been revised and M/s. Chemico were
informed the revised specification vide questionnaire 3 of
the 9th November, 1960. Chemico representatives were
asked to use these revised specifications in their design.
The revised specifications are as follows:—

Carbon/Hydrogen ratio between § and
Average molecular * eight 90 and 12§
API gravity at 60°F (min) 55

(specific gravity Maximum) 0:759

Total sulphur (max) wt. o- 1§

Gross heating value 19,500



ASTM: Distillation Min. Max.

5% recovered 90% -
9, recovered - 350°F

F.B.P, . . . - 430°F

“The Chemico re;;;é;éntative agreed that these revised speci-
fications will be used in their design with no change in

price.”

Although the NIT gave the range of 65—80 API gravity with a
typical of 75, M/s. Chemico had prepared their original tender on
naphtha having a typical API gravity of 75 corresponding to specific
gravity of 0.685. Their revised tender also quoted typical API
gravity of 75. However, after the above changes in specification
were conveyed to them and agreed to by their Vice President on
3rd February, 1961, they communicated their revised proposal in
the form of Appendix covering 7 sheets. In one of the sheets, the
revised specifications of naphtha were also reproduced. In these
specifications, M/s. Chemico quoted the figures of 55 API gravity
omitting the word “minimum” before this figure. This Appandix
was incorporated in the final contract as such. Unfortunately, the
omission of the word minimum was noticed. Only when the plants
were commissioned, it was found that M/s, Chemico had specified
the naphtha charge pumps for API gravity of 55 assuming this to
be typical rather than minimum. For the purpose of specifying
the pumps, the maximum API gravity or at the most the typical API
gravity should have been the basis and not the minimum API gra-
vity. It was not open to M/s. Chemico to assume that minimum
API gravity indicated to them was also the typical API gravity.
Thus the mistake was indeed made by M/s. Chemico but because of
the omission of the word ‘minimum’ it was not possible to hold
them responsible for supplying lower capacity pumps.

The omission of the word ‘Minimum’ seems to be only inadvertant
and cannot be fermed as a lapse on the part of any single officer of
the Corporation and as such the question of fixing the responsibility
does not arise.

It will not be out of place to point out that this inadvertant
omission (or lapse, if it is so desired to be called) is not of much
great significance. The naphtha charge pumps installed at Trombay
are fitted with variable speed gec ~nd by changing this gear (at
nominal cost) the speed and consequ atly the capacity of the pumps
can be improved to take care of lower specific gravity of naphtha.
The capacity can also be increased b installing variable speed



motors having adequate speed. In fact action to instal variable
speed motors has already been taken by the Trombay Unit.

BURMAH SHELL OIL STORAGE AND DISTRIBUTING
COMPANY OF INDIA LIMITED

MS.1(FR)/R’ BOMBAY 1, 9th March, 1959.
Dear Mr. Mukharji,

Fertiliser Project at Trombay.

We refer to your letter of 12th December, 1958 and to the meeting
you had in Delhi on 2nd February, 1959 with our representative, Mr.
Trenear-Thomas and Mr. Pender of Burmah-Shell Refinerjes. The
following are our answers to the various points raised:

Gas Analysis and Cglorific Value

We give in the appendix an estimate of the average gas analysis
to be expected from the normal operation of the refinery and also
the minimum and maximum proportions to be expected for each
component. You will appreciate that the range are for the individual
components and do not constitute a complete gas analysis,

The appendix also includes data on ealorific value of the gas.

Pressure

BSR will design equipment to deliver the gas at the north boun-
dary of the refinery at a pressure of approximately 1 kg./cm2

Sulphur

We appreciate your remarks on the sulphur content of the gas
but we do not think there would be much value in B.S.R. carrying
out regular weekly analysis of the gas. Variations of the order
given would normally only occur when there is a change in the
number of gas producing plants.

Continuity of Supply

We confirm that on our present programme of 50,000 tons
year gas availability for your fertiliser project, the period of low
gas production mentioned in our previous letter, 30 days at 100 tons/
day would be continuous. However we do not eliminate the possi-
bility of other isolated occasions when gas production might be
limited and during plant emergencies there may be a sudden reduc-
tion or complete cessation of supplies. Moreover, future develop-
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wments could alter materially the total quantity of gas produced at
this refinery.

Volume Rate of Gas Production

This will depend on the analysis of the gas and it is found that
the relative density of the gas can vary from 0.92 to 1.47 depending
on the producing plants. For the average composition given, rela-
tive density 1.12, the gas rate would be about 3.3.x108 cft/day at NTP.

We trust that this information answers your queries.
Yours faithfully,
Sd/-
For Burmah Shell Co.

for General Manager.

Appendis.
. ‘ Refinery Gas Composition
Component Average Range
Component Average Composition
A 9% Vol. by Wt by Vol.
H,$ CO, . . . . 5 4 1°'0—~9 1:'0—6
H, . 15 24 1°0—3 8—39
N, - . 3 4 0—6 0—§
O, . traces - 0—I'0 O==I
co . traces — 0—1 o—4
CH, . . . . . 4 8 2—6 49
CH, . 1 1 0—2 0—2
CH, . . 9 10 7—I1 9—1I13
CyH, . . . 9 7 o0—21 0—12
CH, . . 22 16 15—30 8—21
CH . e 5°s 3 o011 0—s
CHy . . . . 40 23 20—57 8—30
100 100

404 (Aii)LS—7.
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1 Molecular Weight 32:§
Relative density 1°12 (Air-1)
2 Calorific Value
Weight basis
BTU/Ib Keal/Kg
Gross . . . 20589 11439
Net . . . 18932 10518
3 Calorific value
Volume basis BTU/cft  Keal/M3
8) @60°F & 30" Hg Gross . 1766 15726
Elso C & 760 mm l-?g) Net 1623 :i46o
(b) @32°F & 30” Hg Gross 1864 16589
(0°C & 760 Hg) N . 1714 15253
PPO-5(6) /2284 18th March, 1959.

The General Manager,
Oil Storage & Distribution Co. of India Ltd.
Burmah Shell House, Bombay 1.

Dear Sir, )

This will acknowledge with thanks the receipt of your letter No.
MS. 1(FP) 'K’ dated 9-3-1959.

We have noted the average composition of the Burmah Shell
refinery gas and also the limits of variations of each component of
the gas as indicated in the Appendix to your above letter. The
average composition as indicated now is very much different from
what was given variation of each component of the gas is very large.
For example the extent of variation of Proplene Butylene and
Butans are stated to be 0-21 per cent, 0-11 per cent and 20-57 per
cent respectively. Obviously it will be very difficult for us to lay
down correctly the specification for the ammonia synthesis gas
generation section of the proposed Trombay Fertiliser Project.

It has been stated in the last para of your letter that the relative
density of the refinery gas will vary between the limits 0.92 to 1.47
depending upon the producing plant. We will appreciate if you
kindly let us know the exact composition and the gross and net
calorific value of the refinery gas when the relative density is 0.92
and also when the relative density is 1.47. This will give us some
idea of the twc sxtreme limits,

In the gas composition, the hydrogen sulphide content of the
refinery gas has not been indicated separately and only the combin-
ed percentage of H2S and CO? is given in your earlier letter No.
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S|F|Con|D|O| dated 21-11-58, percentagés of various sulphur com-
pounds in the refinery gas were stated to be as follows:—

% by wt. of total gas

Hydrogen Sulphide . . 3—38
Carbonyl Sulphide 0° 00§
Mercapans . o'I app.

In the present letter the range of combined H,S and CO,content
is indicated to be 1.09 per cent by weight. We would like to know the
percentage of various sulphur compounds present in the gas.

_An early reply to this letter will be appreciated.

Yours faithfully,

Sd/- K. C. SHARMA
Project Planning Officer

CC Managing Director for favour of information.

Burmah-Shell 14 April, 1959,
No. MS. 1(PP)/R’

Nangal Fertilizers & Chemicals Pvt. Ltd,
Naya Nangal, Nangal.

Dear Sirs,
Fertilizer Project

We refer to your letters of 18-3-PPD-5(6)/2284 dated 30-3-1958
PPD5(6) /2681.

We appreciate your difficulty regarding the wide ranges of gas
composition given in our letter of 9-3-1958, but as was explained at
the meeting in Delhi on 2-3-1959, the composition of the gas is
affected by many factors including nature of the feed stocks to the
various gas producing plants, the method of operation of these
plants and the number of plants in operation. The possible num-
ber of combinations of these factors, and others, is considerable and
in arriving at our estimates of the variations in the proportion of
each component we tried to take as many of them as possible into
account. The result has been the wide ranges given in our letter
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which were intended to indicate the range of the maximum varia-
tion and not the normal daily variations which should be smaller.

The limits of daily variations, however, cannot be forecast at this
stage. f

With regard to your request for gas analyseg corresponding to
the relative densities of 0.90 to 1.47 it would be possible to have
several gas compositions meeting these requirements. In the appendix
we give two analyses corresponding to these relative densities but it
must be emphasized that these analyses can only be taken as in-
dicative and do not form the limits of gas compositions that may
occur. )

The figures given for the range of proportions of sulphur com-
pounds were meant to indicate the extreme limits to be expected
whereas the figures given in our letter of 21st November, 1958, give
the variations to be expected during normal operations and we
suggest you use the earlier figures in your design calculations.

We do not have any information on the presence of No. in the
Refiner gas would expect it to be negligible. The most likely source
would be the catalytic creacker, at present shut down for mainten-

ance, and when it is in operation we shall try to determine the No.
content of the gas.

We shall be prepared to supply any further information you may
need, if it is available.

Yours faithfully,
BURMAH SHELL OIL STORAGE &
DISTRIBUTING OF INDIA LTD.
Sd/-
for General Manager.

Page IV—2. The composition of the Burmah Shell Refinery Gas
was changed to the following:—

Composition %Wt %Vol.
1 2 3
R A
MN, . ’. . . . 30 3°48

H, . . . . . s 2437
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1 . 2 3

CH, . . . . . . . 4°0 012

C:H, . . 1'0 11§

GH, . . - 90 974

CsH, . 9°0 6:96

C,H, . . 220 16°24

CH, . 55 319

CHjo . . . . . . . 40°0 2240

PPD,/TP-5(10) /6466 Naya Nangal 31-3-60
Dear Mr. Tew,

We had some time back requested you te send us the percentage
of No., COS, CO2 etc., present in your refinery gas and the likely
variations. You had, however expressed that since you had, never
analysed the gas with this end in view, you were not in a position
to give us the information. This information is, however, very
essential for our designs. We would, therefore, be obliged if you
could kindly make detailed analysis of the gas twice a week for a
period of 12 months or so. This would give us some idea of the
likely variations on the basis of which the plant can be designed.
We are prepared to reimburse you all expenses incurred on account
of these special analysis. I would, therefore, request you to kindly
let me know if you would be prepared to undertake this work at
our cost and if so, what will be approximate cost of each analysis.
On hearing from you, I would take up the matter with our manage-
ment and write to you further in the matter.

The detailed analysis should include the determination of hydro-
carbons, hydrogen, nitrogen, oxygen, hydrogen sulphide, carbonyl
sulphide mercaptans, carbondioxide, carbon monoxide and Nitrous
gases (NO and NO,).

Yours sincerely,
Sd/- R. S. KACHWAHA.
Mr. P. D. Tew,
General Manager,

Burmah Shell Oil Storage & Refineries Ltd., - I
Bombay. . ) B



R. S. Kachwaha,

Trombay Project Officer.

PPD/TP-5(10) /6464 Naya Nangal 31st March, 1960
Dear Mr. Tew,

In the earlier discussions and correspondence regarding the spe-
cifications of Burmah Shell refinery gas, you had indicated to us
that the composition and consequently the calorific value of gas is
likely to vary within the wide range. So as to enable us to design
our plants suitably, it is necessary for us to know how frequently
the gas composition, specific gravity and calorific value are likely
to vary, i.e. whether the variation is very eratic and the quality
of gas may vary widely all of a sudden and frequently and whether
we can assume that over a period the composition of the gas would
be constant (and there will be a variation only when the feedstock
or operating conditions in the Refinery are changed). I would be
obliged if you could kindly reply to this the earliest.

Yours sincerely,

Sd/- R. S. KACHWAHA.
Mr, P. D. Tew,
General Manager,
Burmah Shell Oil Storage & Refineries Ltd.,
Burmah Shell House, : |
Bombay.

BURMAH-SHELL
REF: IP: OP:T:CON 22nd April 1960.

Dear Mr. Kachwaha,
I am writing in answer to two of your letters as follows:—

Ref. PPD/TP-5(10) /6466 of 31st March, 1960.
Ref. PPD/TP-5(10) /6469 of 31st March, 1960.
and further to my letter of 1st April.

(1) Analysis of Refinery Gas: Reference your letter PPD/TP-5
(10)/6466 of 31st March, 1960, Burmah Shell Refineries very much
regret they cannot make a detailed analysis of their Refinery Gas
twice a week for a period of 12 months for two reasons:

(a) This analysis is a very lengthy one and time-consum-
, ing. It would overload their laboratory staff and occupy
time on equipment required for the Refinery’s own routine

‘ purposes, and
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(b) Detailed analysis carried out now will not necessarily

give an accurate knowledge of the composition of the Re-
finery Gas in 1964

Referring to (b) the fact that various projects are now under
consideration and are at present in some what unpredictable dis-
cussion state and it is quite impossible to predict how the composi-
tion of the Refinery Gas will vary from its average present compo-
sition. If any of these projects are implemented, the actual compo-
sition of the gas will vary from the present one thus cancelling
out the usefulness of any series of tests which may be carried out
in the next 12 months.

They agree, however, to make one or two analysis of trace com-
ponents such as carbonyl sulphide, carbon dioxide, carbon monoxide
and nitrous gases etc. For the rest, we suggest that you work on the
approximate average composition already supplied to you together
with the possible fluctuations of each of the components, we believe
that this information plus the extra information to be obtained re-
garding trace components, will be sufficient for your design pur-
poses. It is very strongly felt here that any more detailed analysis
of our present gas is likely to mislead you rather than help you and
we naturally could not accept responsibility for this.

(2) Your letter PPD|TP-5(10)6469 of 31st March, 1960:
Calorific value:

“As you know, we have already expressed willingness to bind
ourselves in the contract to a variation of—10 per cent in the calori-
fic value as expressed in kilocalories|kg.

Normally variations in gas composition, specific gravity and calo-
rific value will not be frequent or sudden and normally notice can
be given of these variations. However, emergencies could occur
sometime outside our control (such as power failures), which could
cause a sudden variation in quality or even in complete cessation of
supply.” In this connection we can give following details of total
power failures:—

Date Duration
27-5-55 . . . § hn
6-6-55 . . 2 mins.
4-4-56 . . . . 33 mins.
5-5-57 . . . . . 2 mins.

2-16-59 . .+« 35 mins.
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‘Apart from these, there have been no other emergencies in the:
Refinery in the last five years.

I hope that the above information will be sufficient for your
needs. i
With kind regards.
Yours sincerely,
Sdj-
Mr. R. S. Kachwaha, Esq.,
Trombay Project Officer,
Hindustan Chemicals & Fertilizers Ltd,,
Bombay. f

STANDARD-VACCUM'REFINING CO. OF INDIA LTD.
POST BOX NO. 355 BOMBAY NO. 1

John B. Hanna Tel: 62281(10 Lines)
MANAGING DIRECTOR Telegram: STANVAC
Refinery Office,
Mahul, Bombay-38.
May, 28, 1959

In reply please refer to
1355/5630/HKJ

Mr. R. S. Kachwaha,

Nangal Fertilizers & Chemicals 1td.,

Naya Nangal (Punjab).

Dear Sir,

This has reference to your letter No. PPO-5(6)|3732 dated April
28, 1959. A copy of preliminary sketch we had prepared indicating-
modifications that may be necessary to enable us to supply gas to
the Trombay Fertilizer Project was sent to you at your Bombay
address as an attachment to our letter 1355/5630HKJ of April 28,
1959. We trust you have received the same by now.

As regards the properties of the naphtha that we would supply
you, please note that these are liable to vary from time to time as
operational changes occur and the properties of the crude change.
We hope that the attached typical naphtha analysis will ve ade-
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quate for your planning purposes but it would not be taken as a
guarantee on our part.

As we wrote to you earlier we do not normally determine ‘No’
content of our fuel gas. However, we will try to analyse the same
and inform you the results as soon as they are ready.

The H. S. content of our current gas production varies between.
2.5 to 3.5 and averages about 3 per cent. In addition, there are other
sulphur compounds like mercaptans, thiophenes which we do not
normally analyse. We are, therefore, carrying out additicnal ana-
lysis for total sulphur content and will revert to you as soon as the

results are ready.
Very truly your,
JOHN. B. HANNA.
Sd/- RAM DEV,

Ag. Technical Superintendent.

Properties of Naphtha
Range Typical

1 APl Gravity at 60°F

65—80 75.

2 Kinematic Viscosity @100°F centistokes . 048
3 Molecular weight . 93

4 Carbon/Hydrogen ratio (weight/weight) 528
8pprox.

s Gross Heating Value BTU/Ib . 20,300°20 700,20° 500

6 Total Sulphtir wt 9/ . 0°'04-0°08 00§
7 ASTM Distillation OF

IBP . . . . . 100

6% Point 110

50%, Point 170
95% Point . 290
FBP . ‘340

May 27, 1959.
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STANDARD-VACUUM OIL COMPANY
(Incorporated in U.S.A. with Limited Liability)
Marketing Operations
Post Box No. 355

Bombay-1.
J. W. Sinclair Telephone 249151
General Manager Telegrams ‘STANVAC’

SEPTEMBER, 15, 1960
In reply please refer to 5680JJB

Mr. B. C. Mukheriji,
Hindustan Chemicals & Fertilizers Ltd.,
Naya Nangal (Punjab).

Dear Mr. Mukherji,

We wish to acknowledge your letter PS|MD-60(Misc-B) dated:

‘24th August, 1960. We will be replying to this letter in the very
near future.

In previous correspondence we have given tentative specifica-
tions of the naphtha we would be in a position to supply. Since we
.are now approaching a more final stage of our negotiations in re-
gard to the supply of feed stock to the fertilizer plant, we are at-
taching our most up-to-date proposed specifications based on the va-
rious crudes|crude mixures our refinery expects to process in the
‘foreseeable future.

In addition to the attached proposed specifications, we realise you
will need additional data to be used in designing your plant. We
provide the following for your guidance in this regard.

(a) Carbon/Hydrogen Ratio based on—To range between 5
& 6 based on crude now anticipated to be run during con-
tract.

(b) Average Molecular Weight—To range between 90 ard 125.
In conclusion, we wish to extend our kindest regards.

Yours sincerely,
Sd/- J. J. BROWN,
TPC|STD will please examine. Are the revised specifications al-
tight?
Sd/- B. C. MUKHERJI,



%
PROPOSED _SPECIFICATIONS FOR NAPHTHA TO
PLANT

FERTILIZER
Characteristic Requirement Test Methoa
Min. Max.

1 API Gravity @F. . 60°ss .. ASTM-D 287
2 Total sulphur, wt.9%, — o'1§ ASTM-D 1266
3 ASTM Distillation §%, recovered, °F 90 e ASTM-D-86

90%, reovered, °F . . 350

FBP °F . 430

4 Gross Heating Value BTU/1b 19,500 . ASTM-D-240

Sept. 6, 1960



APPENDIX XIII

(Vide reply to recommendation at Serial No. 22—Supplementary
point)

The Committee desired to know the result of the studies and the
appropriate action taken in the matter. In this connection, it is stat-
ed that it has not been possible to persuade M|s. Burmah Shell to
guarantee the relative density of the gas in the contract for the sup-
ply of refinery gas. They had, however, indicated normal varia-
tions in relative density between 0.9 to 1.2 (air being). They had
also indicated that these variations would not be sudden and notice:
could be given of these variations except in case of emergencies.

The normal variations in relative density indicated by M|s. Bur-
mah Shell were brought to the notice of M|s. Chemico during the
course of negotiations for the contract and they were requested to
design the plant in such a manner as to take care of these normal
variations. The compressors have in fact been sized for lower limit
of relative density.

Unfortunately, the variations in relative density of the gas have
been far too wide. The density of the gas currently available from the-
refineries is also much lower than the lower limit of 09 indicated
by M|s. Burmah Shell. The density is actually running between 0'6
to 0:7. The lower relative density of gas has resulted from the
changes made by the refineries in their operations because of change
of product pattern and operation procedures. Besides. the varia-
tions in density have alsp been found rather sudden. Because of
these reason, attempts to utilize the refinery gas for production of
ammonia have not been successful. There have, in fact, been a
number of explosions in the plant as a result of sudden variations
in the quality of gas.

It might be mentioned that at the time when the contract for
the ammonia plant based on refinery gasjnaphtha was awarded to
M|s. Chemico, there were very few plants in the world working on
these feed-stock. As such, the experience available in processing
these feed-stock was very limited. Because of this reason, the plant
had to be designed with a considerable amount of flexibility. One

100 .. e
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of the most important flexibility provided was that all the reactors
were designed in such a manner that they could operate only on
naphtha in case the refinery gas was not available or gave rise to
problems in processing.

M|s. Burmah Shell have made consistent efforts to control the
quality of gas. They have installed a number of new control in-
struments, but in spite of these efforts, it has not been possible for
them to ensure uniform relative density of gas. They were, there-
fore, keen to withdraw from their commitment to supply gas.

Recently, M|s, Burmah Shell have been persuaded to supply na-
phtha in lieu of part of the refinery gas and their commitment to
supply refinery gas has been reduced to 25,000 tonnes per year from
50,000 fonnes per year provided in the contract. They have been
further persuaded to permit the use of refinery gas as a fuel, which
was not permissible in terms of the original agreement. This has
reduced the consumption of fuel oil in the Fertilizer Plant resulting
in substantial savings to the Trombay Unit and the saving during
1970-71 amounted to Rs. 3:07 lakhs. The revised agreement has
since been executed with M/s. Burmah Shell and came into force
from 1st July, 1970.

From the foregoing, it will be seen that Fertilizer Corporation
of India was conscious of the problem which might arise in proces-
sing of the refinery gas and adequate provisions were made in the
design of the plant to take care of any eventualities.



APPENDIX X1V
(Vide reply to recommendation at Serial Nos. 3, 19, and 20)

Issues framed by the Trombay Fertilizer Commission of inquiry

1. Whether the then Managinig Director acted entirely in the
interest of the Fertilizer Corporation of India Ltd., (FCI) so far
as the main agreement dated 22-3-1961 entered into with M]s.
Chemical Construction Corporation (M|s CCC) for the supply of
Amonia, Urea and Nitric Acid Plant was concerned?

2. Whether the then Managinig Director acted in the interests
of the FCI so far as the Supplemental Agreement dated 27-6-65
with M|s. CCC was concerned and was there any necessity for it?

3. Whether  dropping of claims worth 57|50 lakhs against
M]|s. CCC was justified? If not, who was responsible?

4. Whether alternation of certain words in Art. 8.4 of the main
agreement dated 22-3-1961 and modification of footnote under Art.
7.1(a) thereof as mentioned in paragraphs 1 and 2 of the Supple-
mental Agreement dated the 27th June, 1965 were necessary and
whether these were not to the advantage of the FCI? If not, who
were responsible?

5. Whether the delays in the execution of civil works and|
or erection of equipments by the FCI or delays in the supply of
drawings and eqipments by M|s. CCC were the reasons for plants
not being ready for initial operations before the “Suprlemental
Agreement was entered into and who were at fault?

6. Whether the change in Clause in the main Agreement reia-
ting to the payment of bonus to M|s. CCC was affected by modifi-
cation of footnote under Article 7.1(a) of the main agreement by
paragraph 2 of the Supplemental Agreement?

7. Whether payment of bonus of Rs. 4.54 lakhs to M|s. CCC on
the demonstration of operation of one stream of the Urea Plant
instead of three streams was justified? If not, who was responsi-
ble?

8. Whether in absence of penal clauses and provisions of penal-
ty against delays in supply of drawings and equipments and per-
formance of gaurantee by Mls. CCC in the main Agreement, Mis..

102
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CCC could walk out of the contract and leave the FCI completely
in the Lurch? Was the absence of such clauses in the agreement
intentional? If so, who was responsible?

9. Whether the absence of similar provisions as enumerated in
issue No. 8 in the Supplemental Agreement dated 27-6-1965 resulted
in additional expenditure of Rs. 9.63 lakhs and who was responsible?

10. Whether in the then prevailing circumstances holding back
of 5 per cent of contract price till fulfilment of gaurantees on the
final completion of the contract job provided in Art. 7.1(a) of the
main agreement was a sufficient gaurantee?

11, Whether the following acts of omission and commission were
committed, and if so, do they amount to lapses—procedural or
functional—in negotiation and execution of the Supplemental
Agreement dated 27-6-1965:— .

(i) failure to stipulate conditions in the Agreement regard-
ing prior consultation with and prior approval of the
Government of India and the Board of Directors to the
Supplemental Agreement.

(ii) failure to associate the then General Manager of the
Trombay Unit and the Financial Adviser of the FCI with
the negotiations with M/s. CCC during June, 1965, the
supplemental agreement was executed;

(iii) Did the Managing Director taking into consideration pro-
visions of Art. 8.4 of the main agreement start the negu-
tiations with M|s. CCC before entering into the Supple-
mental Agreement sufficiently in advance;

(iv) failure to submit the record of discussions during nego-
tiations to the Board of Directors and the Government.

(v) treatment of claims worth Rs. 62 lakhs as ‘bargaining
counters’: and who were liable for the lapses?

12. Whether the following acts of omission and commission
were committed, and if so, whether they amount to lapses in con-
ﬁl}xsding the contract for Ammonia, Urea and Nitric Acid Plants

isteru}:;: CCC on 22-3-1961:
Cornoratiofdilure to call for fresh tenders when the original Global

tender did not attract sufficient response from American
parties;
(ii) failure to work out details of spares to be ordered along
with the main equipment at the time of entering into the
N contract with M|s. CCC;
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(iii) failure to settle, arrange for or predicate with the Oil
refinery or any other appropriate source for the purchase
of raw material (feed stock) for the plant before en-
tering into the commitment for purchase of the equip-
ment for the plant; and who were liable for the lapses
and to what extent?

13. Whether additional expenditure of Rs. 26.36 lakhs incurred
on the personnel of M|s. CCC during the extended period of six
months was not negotiated and with what result?



M. Ramakrishnayya,

Joint Secretary.
(Vide reply to recommendation at Serial No. 5)

D.O. No. 10(22)|66-Ferts. II
NeEw DELHI
September 18, 1967.

My dear Satish Chandra, !

Please refer to the correspondence resting with your letter
No. PS|MD|65(B)-XI dated the 23rd July, 1966 about the supple-
mental agreement entered into by FCI with M|s Chemico in connec-
tion with the Trombay Plant. A formal 1letter according ex-post
facto approval to the agreement is separately under issue.

2. While approving the agreements, the Minister for Revenue
and expenditure in the Ministry of Finance, has observed as

follows:—

“The FCI's bargaining position was weakened by the fact
that Chemico had already heen paid the bulk of its dues and non=
renewal of the contract would perhaps have hurt the FCI more than
Chemico. We -t guard against such eventualities in other pro-
jects as well by TnsiSting on naking a sizable final payment condi-
tional on satisfactory performance of the plant for a guaranteed
period.

A very disturbing feature of this whole deal was the admitted
over-invoicing resorted to by Chemico, This presumably enabled
them to a secure larger payment against shipment. This is a seri-
ous lapse, and we must take steps to see that this is not allowed to
take place in the case of other projects.”

3. Considering that over-invoicing resorted to by Chemico, in
this case, constitutes an economic offence, the Deputy Prime Min-
Ister has further enquired what action was taken by the Fertilizer
Corporation of India when the over-invoicing was detected by them
and what steps are being taken or propese to be taken to prevent
such occurrences in future. ‘

404 LS—s8. s
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4. A careful study of the case shows that it is necessary to pro-
vide sufficient safeguards in contracts in future so that the Corpo-
ration is not put to any losses on account of non-compliance either
with the time-schedule or performance guarantees by the contrac-

tors. Would you kindly let us know what steps you propose to take
in this regard?

I will be thankful for an early reply of all the points mentioned
above.

As desired I am enclosing herewith a copy of the note recorded
by you on 30-4-1967 in our file and the relevant note of the
Finance Ministry on which your comments were invited.

-

\ Yours sincerely,

Sd|- M. Ramakrishnayya.
Shri Satish Chandra,

Chairman and Managing Director,
Fertilizer Corporation of India,
NEW DELHI.



APPENDIX XVI
(Vide reply to recommendation at Serial No. 6)
(TO BE PUBLISHED IN THE GAZETTE OF INDIA PART I,
SECTION 1)
GOVERNMENT OF INDIA
MINISTRY OF PETROLEUM & CHEMICALS &
MINES & METALS
(DEPTT. OF CHEMICALS)

5th August, 1969
' 14th Sravana, 1891 (Saka)

RESOLUTION

New Delhi

No. Ferts, I155(1769

Audit paras relating to the Trombay unit of the Fertilizer Cor-
poration of India Ltd. contained in Section II of the Central Gov-
ernment Audit Report (Commercial 1968) were examined in the
Twenty-sixth Report of the Committee on Public Undertakings
(1968-69) (Fourth Lok Sabha), which was placed before the Par-
liament on 12th March, 1969. Among other recommendations, the
Committee have recommended a detailed inquiry|investigation into
‘the contracts awarded by the Fertilizer Corporation of 'India for
supply of~Awmmonia Urea and Nitric Acid plants as well as a con-
tract for the Nitro Phosphate Plant for the Trombay Unit of the
Corporation. In view of the recommendations made by the Com-
mittee and considering the interest. shown in the matter by the
General public and Members of Parliament, the Government of
India have decided to set up a Single Member Commission under
the Commissions of Inquiry Act, 1952, under the Chairmanship of
Shri J. S. Bedi, Retired Judge, Punjab and Haryana High Court.

2. The terms of reference of the Commission will be as
follows:—

(i) to determine whether the then Managing Director of the
Fertilizer Corporation of India, Ltd., acted entirely in
the interests of the Corporation so far as the agreement
entered into with MJs. Chemical Construction Corpora-
tion for the supply of Ammonia, Urea and Nitric Acid
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Plants was concerned; whether the dropping of claims
worth Rs, 57.50 lakhs against the said Chemical Construc-
tion Corporation was justifiel and whether the terms of
agreement entered into with the firm were in the best
interest of the Corporation and to determine the respon-
sibility for lapses, if any, in this case.

(ii) to investigate the reasons for awarding the contract for
the Nitro Phosphate Plant to M|s. Chemical and Indus-
trial Corporation of USA;

(iii) Arising out of (i) and (ii) above, to recommend the action
that may be taken.

3. The Commission will be assisted by special consultants wher-
ever necessary if the Commission so desire.

4, The Commission will devise its own procedures. It may call
for such information and take such evidence as it may consider
necessary, The Ministries|Departments of Government of India
will furnish such information and render such assistance as may
require by the Commission.

5. The Commission will submit its report within a period of 3
months,

ORDER

Ordered that the Resolution be pubhshed m the Gazette of Indie.
Part I, Section I.

«

.Ordered also that a copy of the Resolution be communicatea to
all Ministries|Departments of Government of India.

Sd|- (B. Mukher;ji)
Secretary to the Government of .India.



APPENDIX XVII
(Vide para 5 of Introduction)

Analysis of the action taken by Governmsnt on the recommendations contained in the
Tewenty-Sixth Report of the Committee o1 Public Undertakings (Rourth Lok Sabha).

1. Total number of recommendations. 27
3. Recommendations that have been accepted by Government (Vide recom-
mendations at Sl. Nos. 2, 7, 8, 11, 14 and 23)
Number 6
Percentage of total 2%
3. Recommendations which the Committee do not desire to pursue in view
of Government’s reply (Vide recommendations at S1. Nos. 4,10, 13, 16,
18, 21 and 27) . .
Number 7
Percentage of total 267,
4. Recommendations in respect of which replies of Government have not
been accepted by the Committee (Vide recommendations at Sl. Nos.
12, 17, 22, 24 and 25)
Number . . . . . . . 5
Pescentage of total 19%
8. .Recommendations in respect of which final replies of Government are
still awaited (Vide recommendations at Sl. Nos. 1, 3, §, 6, 9, 15, 19, 20
and'26) - -
Number . . 9
Percentage of total . . . . . . . s ’ 33%
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