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INTRODUCTION 

I, the Chairman, Committee on Public Undertakings having heeD. 
authorised by the Committee to submit the Report on their behalf, 
present this 31st Report on Action Taken by Go,,{ernment on the • 
recommendations contained in the 21st Report of the Committee OD 
Public Undertakings (Seventb Lok Sabha) on Rashtriya Chemicala 
and Fertilizers Ltd. (Ministry of Petroleum, Chemicals and Ferti-
lizers, Department of Chemicals and Fertilizers). 

2. The 21st Report of the Committee on Public Undertakin81 
was presented to Lok Sabha on 28th April, 1981. Replies of Gov-
ernment to all the recommendations contained in the Repo~t were 
received by 19 February, 1982. The Replies of Government were 
considered by the Action Taken Sub-Committee of the Committee 
on Public Undertakings on 5 March, 1982. The Report was finally 
adopted by the Committee on Public Undertakings on 9 March. 
1982. 

3. An analysis of the Action Taken by Government on the re-
commendations contained in the 21st Report of the Committee fa 
given in Appendix. 

NEW DI:Lm; 
March 11, 1982. 
Phalguna 20, 1903 (Saka). 

BANSI LAL, 
ChtJinncm, 

Committee on Public U1ltUrlG1cingB. 

(vii) 



CHAPTER I 

REPORT 

The Report of the Committee deals with the action taken by 
Government on the rel!ommendations contained in the Twenty-liirst 
Report (Eeventh J.,ok Sabha) of the Committee on Public Under-
takings on Rashtriya Chemicals and Fertilizers Ltd. which was· 
presented to Lok Sabha on 28 April, 1981. 

2. Action Taken notes have been received from Government in 
respect of all the 25 recommendations . contained in the Rellort. 
These have been categorised as follows:"';' 

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

Serial Nos. 1 to 3, '5 to 9, 11 to 13, 15 to 22, 24 and 25. 

(ii) Recommendations/Observations which the Committee d() 
not desire to pursue in mew of Government's replies; 

Serial No. 10. 

(iii) Recommendations/Observations in respect of which Gov
ernment's replies have not been accepted by the Com-
mitt.ee: 

Serial No. 23. 

(iv) Recommendations/Observations in respect Of which final 
replies of Government are still aWClited: 

Serial Nos. 4 and 14. 

The Committee will now deal with the action taken by Govern-
ment on recommendation No. 28: 

Production Performance of Trombay I and II and Suppl~ntGl 
Schemes 

Beeomm.endation at 8L No. Z3 (Paragraph 4. 42) 

3. The Committee had pointed out that the implementation of 
TrombayI and IT and the supplemental schemes had not yielded the 
expected results and had recommended a critical study to improve 
the working results. 
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4. In their reply, the Department of Chemicals and Fertilizers 
have stated that the production performance and the working results 
()f the unitlcompany have been good in recent years. The Company 
has made a profit every year since 1976-77. The working results of 
the plants during 1978-81 furnished by the Department, however, 
indicate that the level of production achieved during 1980-81 in res-
pect of Ammonia Plant, NPK plant and Sulphuric Acid Plant was 
85.34 per cent, 79.7 per cent and 81.82 per cent of the capacity and it 
was less than that achieved in 1979-80. 

5. After eyarninin, the production perfol'llUUl,Ce of the Company 
especially in "lation to ammonia, NPK and Sulphuric acid plants 
and taJda, note of the highest production level reached in 1979-80. 
the Committee bad observed that the implementation of Trombay I 
and D and supplemental schemes had not yielded the expected 
results anel eaDecl for • critieal study to improve the working results. 
The Department of Chemicals and F~ aeems to have derived 
~atisfaetion from the fad that. the capacity utilisation Of these plants 
was not less than 79 percent in recent years and that the company 
has made on the whole profits since 1976-77. However, the fact re 
mains that the capacity utilisation 'Of these plants has recorded a 
decline in 1980-81. The Committee are, thejrefore, constrained 10 

reiterate that there is Beope for improving the utiliaation of the 
capacity and that necessary steps should be taken in this regard. 



CHAPTER n 

RECOMMENDATIONS THAT HAVE BEEN ACCEPTED BY 
GOVERNMENT 

Beeommendation Serial No. 1 (Paragraph 1.34) 

The Planning and implementation of Trombay I and II projects 
consisting mainly of Anunonia, Urea, Suphala (Nitro Phosphate), 
Nitric Acid, Sulphuric Acid and Methanol plants commissioned 
during 1~6 by the Fertilizer Corporation of India, was reviewed 
by the Committee during 1008-69. The projects suffered' from low 
production and losses. The Committee had also noticed that agree-
ments entered into for supply of plan,ts were defective and that there 
were a number df. procedural and functional lapses on the part of the 
management. On the basis of recommendations of the Committee in 
their 26th Report (Fourth Lok Sabha), an Enquiry Commission (Bedi 
Commission) was set up in August, 1969. The Commission went into 
the agreements entered into with MIs. Chemical Construction Cor-
~ration (USA) for the supply of Anunonia, Urea and Nitric Acid 
Plants and the award of contract for the Nitro Phosphate plant to 
MIs. Chemicals and Industrial Corporation (USA). The Commission 
was expected to report within three months i.e. by November, 19169. 
However, it was only in March, 1979 that the Commission submitted 
its report, which was laid before Parliament in August, 1980. Gov-
ernment after considering the findings of the Commission agreed with 
its, conclusions and treated the ,matter as closed. ThUs it has taken 
nearly 10 years to inform Parliament of the outcQJDe of the enquiry 
~tituted on the basis of recommendation of a Parliamentary Com-
mittee. Such delays could frustrate the purpose. An expenditure 
of RB. 10.22. lakhs was incurred on the Commission. The Committtee 
~, therefore, constrained to deal with the delay. 

Reply of the GoverDJDellt 

Government agree that there was delay in the submission of the 
report by the Trombay Fertilfe Commission of Inquiry. However, 
tbis was due to circumstances which could not have been foreseen. 

[Department of Chemicala & Fertilizers O.M. No. 102(17)1 
81-FDAII dated 26th November, 1981] 
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Recommendation Serial No. 2 (Paragraph 1.35) 

'!'he Committee were informed that within two days of the 
letting up of the Commission of Enquiry, the Fertilizer Corporation 
took up with the Government, after taking legal advice, the advis-
ability of postponing the enquiry into one of the Commission's terms 
of reference that related to the contract with the supplier of Nitre 
Phosphate Plant, Chemicals and Industrial Corporation (USA). This 
was on the ground that the Fertilizer Corporation's claims against 
the supplier of the plant were under arbitration by an Arbitral 'I'ri-
bunal set up by the International Chamber of Commerce. The 
reaction of the Govt. was that the enquiry was not likely to 
prejudice the arbitration proceedings and that it was open to the 
Fertilizer Corporation to make a suitable submission to the Commis-
Ilion. In an order passed in February 1970, the Commission was of 
the view that ~here WIIS force in the submission of the Corporation 
However, when the ex-Managing Director, against whom the enquiry 
was directed, objected to the exclusion of one of the issues :£rom the 
enquiry, the Commission sustained the objection (July, 1971). There-
after fresh legal opinion was obtained by the Fertilize!: Corporation 
and the matter was again taken up with the Government. On con-
sultation with the Ministry of Law, the Govt. withdraw (June, 19'12,) 
the relevant issue from the terms of reference. 'Ibis was contended 
(July, 1972) by the ex-Managing Diredor, stating that the Oovt. 
had no power to amend the terms of reference. The Comrnillsion 
again sustained his objection. Thereupon the Govt. and the Fetti-
lizer Corporation had to file c'Qct., 1M2) separate writ petitions in the 
Delhi. High Court. The High Court stayed the proceedings of the 
Commission in regar-d to the issue in question, but the Commission 
did not proceed with the' remaining issues. It was only after the 
arbitration award was finalised and the Govt. ,restored (Oct. 1m) 
the relevant issue in the tem1s of reference the CarnmisAion and the 
petitions pending in the Delhi High Court were withdrawn that the 
Commission proceeded furher and gave its report in March, 1979. 

Reply of the Government , 

This para describes the sequence of events since the inception, Of 
the J:nquiry Commission till the submission of its report and contama 
no specific reeommeDdation Cll1 which action is called for. 

[Department of Chemicals & Fertilizers OM. ~o. 102(17)1 
81-FDAlI dated 28th November, 1981] 



Recommendation Serial No.3 (Paragraph No. 1.36) 

The Committee regret that the Government though aware of the 
aftitration pr.oceeding& did not specifically consider the implications 
either on thi!ir own or in consultation with the Fertilizer Corporation 
before decidmg upon the terms of reference of the Enquiry Com-
mission.. This lapses created all the delay and. difliCulties besides 
entailing considerable wastful expenditure. Further, when the 
Commission did not agree to proceed. with the remaining issues it 
was open to the GQvt. to wind up the Commission and set up a new 
Commission with limited terms of reference; butthls option was 
understandably not excercised. The result of all this was that the 
Commission which was expected to take 3 months took nearly 10 
years to complete its work. The Committee desire that learning a 
lesson .from this sad experience .Govt. should lay down saitable 
guidelines and clarify the legal position of Cam.misSi.aas of enquiry 
to obviate such delays and wasteful expenditure in futur~. . 

Reply of the Government ~ 

While finalising the terms of reference of the .Trombay Fertilizer 
Commission at Inquiry, GQvt. did not consider whether the arbitra-
tion proceedingi; pending before the Arbitral Tribunal would have 
any implications 'l,.js-a-vis item No. 2 of the terms of reference of 
the Commission. Govt. did not also consult the erstwhile Fertilizer 
Corporation of India in this regard. In future, care will be taken to 
see that concerned Departments/Untertall:lngs ar~ consulted unless 
such a course is specifically CQnsidered inadvisable or unnecessary 
while finalising the terms df reference of such 'a Commission. 'rile 
mstructions issued on the ~ubject are reproduced bel~w:-

Ministry of Petroleum, Chemicals & Fertilizers (Pepartment of 
ChemiCal and Fertilizers) Office Memorandum No., 86/3/&1-FDC 
dated the 25th November, 1981 from ShTi K. P. STi'IJasta.va, DiTector: 
to All Officers/Sections in the Department O'f ChemiCals and. Ferti
lizers regarding 21st Report of the Committee on MIS. Rashtriya 
Chemieal.s and Fertilizers Ltd. 

T'he undersigned is directed to say that the Govt. of India 
appo~ " :ed a single-member Commission under theCo~issions of 
Inquiry, Act, 1m in August, 1969 to enquire into certain transan~ 
tions relating to the Trombay Unit of the erstwhile Fertilizer Cor-
poration of India (FCI) , adversely commented upOll ~ ~~ee 
on Public Undertakings in its 2.eth Report (l~). The Com-
missi(t'\ was headed by Justic J. S. Bedi, a retired judge of the 
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Punjab/HaryaDa High Court and was required to submit its report 

within a period of .three months. Sublequently, at the instance of 

the FCI, the Government deleted one of the terms of reference of the 

Commjuion as the subject matter of this item was pending before 

the International Arbitral Tribunal and an enquiry into ihat issue 

could have prejudiced the FCI's case before the Tribunal. The Com-

mission however, held that Govt. had no power under the Com-

missions of Inquiry Act, 1952 to amend its terms of reference after 

its constitution. This led the Govt. to file a writ petition in Delhi 

High Court which stayed the enquiry by the Commission on the 

relevant teIm of reterence. The Commission ~ not agree to 

commence work on otner tenus of reference and could proceed with 

its work only after the award of the Arbitral Tribunal was finalised 

and the Govt. restored the relevant. term of reference. The above 

dispute resulted in IUbetantial delay in the submission of report by 

the Commission of Inquiry which submitted its report only in 
March, 19'19. 

The report of the Commission of Inquiry was considered by the 

Commi.ttee on Public Undertakings (1980-81). In its 21st Report on 

the Rashtriya Chemicals & Fertilizers Ltd., the Committee pointed 
out that Govt. though aware of the arbitration proceedings, did nc.t 

specifically consider its implication either on their own or in consul-

tation with the FCI before deciding the tenus of reference of Inquiry 

Commission. This lAPse delayed the enquiry by the Commission ana 

resulted in avoidable expenditure. The Committee, therefore, recom-

mended that Govt. should lay down suitable guidelines and clarify 

the legal polltion of the Commlsaton of Inquiry Act, 1952 to obviate 

such delays and wasteful expenditure. 

The above recommendation of the Committee has been considered 

in this Mbdstry, In ccmsul.tation with the l4inistry of Home Affairs, 

and the view taken is that it would not be appropriate to issue 

general guideUnes to meet dift'erent situations which may have to 

be consldered on their own merit. 

All oftleers in this Department are advised that, in future, the 

concerned undertaJdDgs/depal1Imen1*l should be consulted unless 

such a course is specifically considered inadvisable or unnecessarv· 

before finaUslng the terms of reference of a Commission of Inquiry 

so that such difficulties do not arise. 

[DepIrtmID.I of Cliemicals and Fertilizers O.M. No. 102(17)/81-::-
FDA. n dated 28th November, 1981; 
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•• Recommendation Serial No. 5 (PlU'1I&,l'1lph No;, 1.84) 

The Trombay I and II Complex suffered from. losses and low 
production. In order to overcome the deficiencies, a Rehabilitation 
Scheme, a supplemen':nry Gasification Scheme, A Debottleneckini. 
Scheme and a Diversification Scheme were taken up. There were 
delays in implementing these schemes. There were changes in scope 
without speclftc approval of the Government. There were also 
changes in the processes midway. All these had escallated the cost. 
The Schemes were implemented between 1968 and 1979. The pro-
duction was still below capacity. 

Reply of the Government. 

The observations of the Committee on some of the causes for cost 
escaUltions in the.schemes intended to make 'good the deficiencies on 
Tromh!ly I and n complexes, and to improve the profittability of 
these, haVe been considered carefully and appropriate remedial action· 
taken as indiCillted below. 

In regard to reducing the delays in the implementation schemes, 
there is now regul.ar and systematic review of the execution of 
various projects, expansions and other .schemes which are under 
implementation. Such reviews are taken at the level.of the Chairman 
& Managing Director of the Comp,any, the Board of Directors and 
Government. The review meetings monitor progress, identify delays. 
if any, and outline corrective action to be taken. 

Major changes in scope/process, if any, which may arise on sanc-
tioned ;projects ~ fu.ture, ,are required to be got apwoved by the 
competent authority well in time and before taking action in regard 
to them. 

In regard to the observations about low production at some plants 
the position hU Improved considerably as can be seen from the-
Table furnished in reply to the recommendation No. 23 on page 30 

[Deptt. of Chemicals & Fertilizers O.M. No. 102(17)/81-FDA. n 
dated 26th October, 1981.] 

Recommendation Serial No. 41 (Paragraph No. 1.85) 

The Rehabilitation Scheme envisaged besides setting up a 
Phosphoric Acid Plant (cost: Rs. 1.5 crores), replacements, additions 
and rnodifictions to the existing plants at an estimated cost of 
Rs. 100.20 lakhs (later revised to Rs. 83.611akhs). The scheme was 
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approved by the Board in August, 1967 and was to be executed with-in 3 yea-. A i'e'riew made in September, 1970 indicated that 5 key items involving a cost of Rs. 39.59 lakhs had not been installed. Although a special. cell was set up in 1967 to monitor the implemen-
tation of the scheme, it was only on 11th February, 1969 and 'that too 
~t the instance of the Board that a progress report Oft implementation 
of this scheme was submitted for the first time. Further progress was neither reported to the Board nor called for by it. Thus after sanctioning the reha.bilitation scheme in 1967, the Board ald not bother to keep itself abreast to the progress 'of this scheme. This lapse c82mCit but be deplored. 

Reply of the GoYel1lJDeDt. 

Action has been ta!ten to avoid in future the types of lapses pointed out by the Committee. Now, the Board. revia-w$ tte progress of implementation of all the projects. The progress of each project and scheme is also being reviewed every week in a meeting taken by the Chainnan and Managing Director. 
[Deptt. of Chemicals & Fertilizers O. M. No. 102(17)/81-FDA. II 

da.ted the 26th October, 1981] 

• Reeomm~ndation Serial No. 7 (ParllJl1r8ph No. 1.86) 

While conveying Government's approval in principle to the in-stallation of Phosphoric Acid Plant Qf the capacity of 100 tonnes per day of P205 at an estimated cost of Rs. 1.5 crores on a turnkey basis 
within a period of 20 months, the Ministry had desired that tenders ror the supply of imported equipment for .t~ plant should be invited only from Gennany, Japan, USA and U.K: The Ministry ~ also made it clear that before-placing any finn orders or making any foreign exchange commitment, FCI should obtain from Government specific release of foreign exehange. Instead of ·Wawing this course of action, the Corporation decided in May, 19169 to entrust inStallation of this plant to 1ts P & D Divison. Even though most of the Phos-phoric Acid Plants operating all over the world were based on dihydrate process the Corporation went in for Nissan's hemi-hydrate PIOCesS and entered into an agreement with International Ore and Fertilizer Corporation (Inter Ore) for that process without obtaining 
prior approval of Government. The Corporation sh?uld ba,:e made an 8SII8SSIIlent of the comparative advantages of haVIng the ~ exe-
cuted on turn kay basis through a foJeiga con~r. It fail«l to do that. The project ~ of tBe P~horic Acid P~ were Tevised by the Corporation as many as five times. The proJect cost 
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went up from Rs. 1.50 crores to Rs. 5.04 crores. There was delay 
in CO!pDlissioning af the Plant. It was cOmmissioned in 1975. The 
fulal cost estimate of Rs. 5.04 crores was approved by Government 
in February, 1979. There has thus been DO clear concept of the 
plant initially and piecemeal changes have taken place. These had 
resulted in needless co/¢ escalation. 

Reply of the GovemmeDt • 

The procedures for investment appraisals are now better defined 
than was .tbe case when the events referred to in the COPU report 
took place. All investment proposals which involve foreign exchange 
on licences, engineering and consultancy serviceS, etc. are invariably 
.appraised and cleared by the Special Committee of Secretaries on 
Fertilizer Projects. New investment proposals which are within the 
powers of :the Board of Directors of the public sector companies to 
sanction (where foreign exchange commitments are not involved) 
'are scrutinised by the Board on which the officers of the Department 
are also appointed. Such of tthe proposals which are beyond the 
powers of the Board to clear, are subjected to scrutiny and clearance 
by the Department of Chemicals and Fertilizers/the Expenditure 
Finance Committee/Public Investment Board. Before approving the 
proposals they are subjected to a detailed scrutiny in which the 
Planning Commission, the Ministries of Finance, Agriculture, Bureau 
of Public Enterprises, etc. are involved. After a scheme is approved 
its implementation is now being monitored closely by the Board of 
the Company as well as the Dept1t. of Chemicals and Fertilizers. 
The observations of the Committee have been brought to the notice 
of the public sector fertiiizer companies under the administrative 
control of this Department with a request to monitor the projects 
closely and to avoid piecemea1ness in approach. The instructions 
issued on the subject is reproduced below:-

Ministry of Petroleum, Chemic4ls and Fertilizers (Department of 
Chemicals and FertilizerS') letter No. 102/17/81-FDA-II dated 26th 
October, 1981 from Shri V. V. Ramasubba Roo, Director to the 
Chairman and Managing Directors of Fertilizer Corporation of India 
Ltd./RGshtriya Ch~micals and Fertilizers, Ltd./Fertilizers lind 
Chemicals Travancore Ltti./Fertilizers (Plmming and Development) 
India Ltti./Madras Fertilizers Ltd./NatJi.onal Fertilizers Ltd./ 
Pl/rites, Phosphates and ChemiCals Ltd. regaTding 21st Report ot 
the Committee on M/s. Rashtriya Chemicals and Fertilizers Ltd. 

The Committee on Public Undertakingi (1980 81) in their 21st 
Report on Rashtriya Chemicals & Fertilizers have, while dealing 
.3535 LS-2. 
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with the installation of Phosphoric Acid. Plant at Trombay, made the 
following observations: . 

"While conveying Government's approval in principle to the 
installation of 100 tonnes of Phosphoric Acid Plant, the capacity 
at an estimated cost of Rs. 1.5 crores on a turn-key basis within 
a period of 20 months. Government approved the proposal in 
principle and advised to follow the prescribed. procedure for 
tenders for the supply of imported equipment for the plant from 
Gennany, Japan, USA and U.K. However, the Corporation 
decided in May, 1969, to entrust installation of this plant to its 
P&D Division. Even though most of the Phosphoric Acid Planw 
operating allover the world were based on dihydrate proceslJ 
the .Corporation went in for Nissan's hemi-hydrate process and 
entered into an agreement with International Ore and Fertilizer 
Corporation (Inter Ore) for that process without obtaining 
assessment of the comparative advantages of having the job 
executed on turn-key through a foreign contractor. It failed to 
do that. The project estimates of the Phosphoric A"i.d Plant were 
revised by the Corporation as many as five times. The project 
cost went up from Rs. 1.50 crores to Rs. 5.04 crores. There wa. 
delay in commissioning of the plant. It was commissioned in 1975 
the final cost estimate of Rs. 5.04 crores was approved by Gov-
ernment in February, 1979. There has thus been no clear con-
cept of the plant initially and piecemeal changes have taken place. 
These had resulted in needless cost escalation." 

2. The above recommendation of the Committee is 'being brought 
to your notice with a request that you should take note of the above 
observations and ensure that while scrutinising the projects/schemes 
to be taken up by your Company all the aspects are fully considered 
so as to avoid piecemea1ness of approach. 

[Department of Chemicals and Fertilizers O.M. No. 102(17)/81-
FDA. II dated 26th October, 1981J 

Recommendation Serial No. 8 (Paragraph No. 1.87) 

Under the Agreement entered into by the Corporation with Inter 
Ore in May, 1970 for N"lSSIlll berni-hydrate process know-how the 
Inter Ore was liable to the extent of lump sum licence and knpw-how 
fees if it failed to demonstrate its perfonnance guarantee. Per-
f~ance guarantee tests were however, not carried out within the 
guarantee period of one year because of deficiencies and repeated 
failures of equipment. Test runs were, however, conducted a few 
days after the expiry of the guarantee period and the Boarc!Jnformed 
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that there was no limitation on .the plant on account of system con-
cept or design for which Nissan alone could be held accountable. 
The performance of the plant did not bear out this. As against the 
rated capacity of :ro,OOO tonnes per annum, the highest level of pro-
duction achieved so far was 20,534 tonnes in 1979-80. The result 
was that shortage of Phosphoric Acid had Ito be made good by the 
continued use of imported di-ammonium phosphate. Thus the object 
of seMing up this plant has nQtbeen achieVed fully so far. It is dis-
tressing that the plant was initially accepted without performance 
guarantee test and conN.-actor absolved of liability. 

Reply of the Government 

(a) In regard to the observation of COPU that the objectives of 
setting up the phosphoric acid plimt had not been achieved fully. 
RCF have reported that the output from the plant which was only 
20,534 tonnes (70 per cent of rated capacity) in 1979-80 has since 
improved to 24,4Il9 tonnes (82 per cent- of rated capacity) in 1980-81. 
which is considered, in the industry as a good level of production for 
such Plants. ' 

(b) In regard to thE' second observation· that the contractor was 
absolved of liability when the plant was initially accepted withou. 
a performance guarantee test, it has to be pointed out that the foreign 
consultant whose proprietary process was used in the plant was not 
contractually liable for selection, supply or performance of indivi-
dual equipment or the hardware which went into the plant. Thill 
responsibility was retained by the Corporation and its in-house engi-
neering services wing. The operating units did carry out a perfor-
mance test before taking over the plant from ~he engineering wing 
of the Corporat;on, but only after the items of equipment which were 
subject to repetitive failures were duly replaced or eft'ectively 
repaired. The flaws in the contractual arrangemelJ.ts which lead to 
mUltiparty responsibility have been duly noted. In order to define 
accountability clearly, ;the more recent contracts are being drawn 
up on the basis. of a simpler bipartite· allocation of responsibilities, 
whether the contracting parties be two Public Sector Undertakings 
(PSUs) or a PSU and an independent principal engineering 
consultant. 

[Deptt. of Chemicals & Fertilizers O.M. No. 102(17)/81-FDA II 
dated 26th October, 1981] 

-------_. --- ----
• At the time of factual verl1icatton,the Audit pointed out that this figure 

works out to be 81.63 per cent. 
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JIeoemmeNIatioD 81. No. t (Pa,ragnpIl No. 1.11) 

The $uplementary Gasification Scheme was takeJ;l up to restore 
the capacitiea of Ammonia IIld Methanol Plant. Neither the cost 
estimates nor the schedule of commissioning was adhered to. The 
or1gin.al project esUmates of Re. 2.29 crores was revised in November, 
11170 to Ra. 3.06 crores. The actual expenditure was higher still 1.e. 
1\8. 3.4i6 crores. It was approved by the ReF Board ,in August, 1978, 
~ years after the commissioning of the plant. There was a further 
delay of 2 years in furnishing information to Government as the 
Techno-economic Feasibility Report called for by the Ministry was 
not readily available and what is worse the Ministry's letter itseU 
was misplaced in ReF's office. The approval of Government is yet 
tD be accorded. According to the Schedule of commissioning, .. 
determined in November, 1970 the facility was to be established 1>,-
March, 1973. There was, however, delay of about a year before it 
became operational. The delay in commissioning was mainly due to 
P&D Division having used in the Reformer their own catalyst which 
was found to be disintegrating during operation and had to be used 
alongwith two varieties of GCl's catalyst. The initial experiment 
thus did not prove to be a success. 

Reply of the Government 

To avoid lapses of the type pointed out by COPU a system of close 
monitoring of the progress of various schemes under implementation 
has been introduc.ed and is being followed. Regular quarterly re-
views of the progress of schemes are being carried out by the 
Ministry. During these reviews it i51 checked that the companies 
have not exceeded the aPProved estimates of expenditure. Regarding 
the approval of the Supplementary Gasification Scheme, it has been 
given by the Board of Directors of RCF in March, 1981. Since the 
cost is' less than Rs. 5 crores, the RCF Board is competent to give its 
approval and government approval is not necessary. Though there 
was a limitation on the performance of this plant initially, the Scheme 
has enabled methanol production to be maintained at record leveb 
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as the tollowing performance figurell of the plant during the last 
three years indicate:-

Output 8tifi:itY 
Year ('000 

• tonneo) zation 

-------
1978-79 34-0 90·7% 
1979-80 40-0 106'7% 
1980-81 37-0 98-7* 

[Deptt. ot Chemicals & Fertilizers O.M. No. 102(17)/81-FDA. II 
- dated the 26 October, 1981.] 

Bec:ommen,diation Serial No. 11 (Paragraph No. 1.10) 

The Diversification Scheme was launched by _the Corporation to 
improve the profitability of the Trombay I and II Units. Of the six 
plants covered by this scheme, Ammonium Bicarbonate and concent-
rated Nitric Acid plants were able to earn cumulative profits of 
Rs. 43.54 lakh and Rs. 170.24 lakhs respectively up to 1977-78, the 
operations of Methylamine Plant, Dimethylether Recovery Plant, 
Sodium NitritejNitrate Plants and Carbon Recovery Plant resulted 
in cumulative losses to the extent of Rs. 30.53 lakhs, Rs. 9.85 lakhs, 
Rs. 15.31 lakhs and Rs. 50.71 lakhs respectively up to 1977-78. No 
formal performance guarantees were provided in the case of certain 
plants as for example the Ammonium Bicarbonate and Sodium 
Nitrite/Nitrate plants on the plea that these plants were based on 
"In-house (P&D) design and engineering" and that there were no 
formal guarantees to be proven. Now that the P&D Division has 
become a se!para1le company, in future, the contracts with them 
should provide for performance guarantee in order that there may 
not be any costly experiments within the Public Sector any more. 

Reply of the Government 
The recommendation of the Committee is accepted by Govern-

ment. A letter has been issued (reproduced below) to all the Public 
Sector fertilizer companies under the adminisflrative control of this 
Department advising them that while entrusting any schemes to 
public ~r engineering companies like Fertilizer (Planning and 
DeyeloP!Jlellt ) India Limited (FPDIL) , FACT Engineering and 
Design Organisation (FEDO), Engineerl India Ltd. (ElL) etc. they 
abould enaure that they enter into fonna! agreements which provide, 
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amongbther things, meaningful performance guarantees backed by 
.uitable penalty clauses to that costly experiments within the PubU.: 
Sector are avoided. 

Ministry of Petroleum, Chemicals and Fertilizers (Department 01 
Chemical and ~ertilizcrs) letter No. 102/17/81-FDA-II dated 26th 
October, 1981 from Shri V. V. Ramasubba Rao, Director to the 
Chainrum and Managing Directors of Fertilizer Corporation of India. 
Ltd./Rashtriya Chemicals and Fertilizers Ltd./Fertilizers and 
Chemicals Travancore Ltd./Fertilizers (Planning and Development) 
India. Ltd.j'Ma.dra.~ Fertilizers Ltd./NatiOnal Fertilizers Ltd./ 
Pyrites, Phosphates and Chemicals Ltd. regarding 21st Report ot 
the Committee on Mis. Rashtriya Chemicals and Fertilizer~ Ltd. 

The Committee on Public Undertakings (1980-81) in their 21st 
report on Rashtriya Chemicals and Fer1Xilizers have, while di~russing 
the Diversification Scheme of RCF, observed as follows:-

The Diversifiration Scheme was launched by the Fertilizer 
Corporation to imprq.ve the profitability of the Trombay I 
and II u'lit.s. Under the Scheme, Ammonium Bicarbonate 
and Sodium Nitrite/Nitrate plants were entrusted to P&D 
Division of FCI for designing and Engineering. No 
·formal performance guarantees were, however, provided 
in the rase of these plants on thi plea that these plants 
were based on "In-house (P&D) design and engineering" 
and that there were no formal guarantees to be proven. 
The Committee, therefore, recommended that now. that 
the P&D Division has become a separate company, in 
future, the contracts with them should provide for pel' 
formance guarantee in order that there may not be any 
costly experiments within the Public Sector any more. 

2. The above recommendations of COPU has been accepted by 
Government. Your campany may be entrusting some of 
your schemes to Public Seetill:: Companies like Fertili-zer 
(Planning and Development India Limited, (FPDIL) , 
FACT Ellgmeering and Design Organisation (FEDO) , 
Engineers India Limited (EIL). You are requested to 
ensure that whenever you entrust your schemes to any 
such compa'lies you enter into formal agreements with 
the companies which provide for among other thiIlgs. 
meaningful· performance guarantees backed by suitable 
penalty . clauses. Such provisions would result in avoid-
ing costly experiments, at the cost o'f your company. 
within the Public Sector. 

[Deptt. of Chemicals & Fer1ilizers O.M. No. 102(17)/81-FDA. n 
dated the 26 October, 1981.] 
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Recommendation sanal No. J% (Paragraph No. %.13) 

Trombay IV project covering mainly Nitric Acid and Ammonium 
Nitrophosphate Plants was approved by Government in July, 1970 
.at an estimated cost of Rs. 43:60 crores to produce 6.60 lakh tonnee 
of complex fertilizers (NPK 20: 20: 0) with 60 per cent water soluble 
P205 by employing sulphate recycle process developed by Stami-
carbon of Holland. The project was to be based on imported 
.ammonia. As assessment made by the Corporation in October, 1971 
placed the capital requirements of this project at Rs. 57.68 crores. 
Government posed this project to the World Bank for financing in 
view of the substantial foreign exchange involved. How unsound 
was this Project as formulated by the Corporation and initially 
approved by Government can be gauged from the fact that an ap-
praisal mission of the World Bank came to the conclusion that the 
project was not suitable for financ:ng due to complexity of the pro-
cesses, high capital cost, difficulties of marketing a relatively low 
nutrient product with low phosphate water solubility and low econO-
ric return. It is clear that the Fertilizer Corporation did not 
explore the possibility of increasing production i.n the existing NPK 
and Urea plants which were working at 60 to 65 per cent of the 
capacities instead proposed to instal additional capacities at a heavy 
~st to the exchequeJio. The Committee note that it was only after' 
the World Bank Mission had made a suggestion that the Corporation 
finalised the debottlenecking scheme for Trombay I & n. The result 
was that the size of Trombay IV project could be pruned, the intake 
of imported ammonia reduced and the project cost cut down. The 
revised Trombay IV envisaged production of 3.75 lakh tonnes of 
-complex fertilizers per'annum at a cost of Rs. 37.5 croTes excluding 
the capital outlay required for ammonia terminal facilities. The 
revised project was to use crystalisation p~ess. As a result of the 
cllange from the sulphate recycle process to crystallization prll<'ess 
for production of the complex fertilizers, the basic de'll!,," fee of 
Rs. 8.64 lakhs already paid by the Corporation to MIs. Stamicarbon 
of Holland became infructuous. 

Reply of the Government 

An observation has been made by COPU that the project originally, 
formulated by FCI was unsound since, according to the World Bank, 
the processes used were complex, capital cost high, marketing diffi-
culties likely to crop up as nutrient content was low and phosphate 
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water solubility was Jow. The following particulars are relevant 
in this context:-

Product output 
Product gr_ 
% waller solubility of P205 in product 

Capital outlay . 

Procell LiCCIllOr 

FCI propolllli 
(original) 

6· 6 Iakbs tofyr 

'1J)/ZD/O 

. 60% 
Ra. 57· 68 aoreI 
(at 1971 es~) 

. Stamicarbon 

Scheme aa:epted 
by World Bank 

3· 75 Iakh to /y 
'1J). 4/20' 4/0 to 

zi 121/0 depending 
00 rock !ad 

110% 
RI. 37· S ero"," 

Stamicarboo for 
NP. Friedr;ck Uilde 
for Calcium Nit-
rate conversion. 

It can be seen from this that water solubility remained the IIIlIIW 
(60 per cent) in the original scheme not approved by the World 
Bank and the final scheme approved by the World Bank. There is 
no significant change between the two schemes in the product grade 
either. The malin objection of the World Bank to the original 
scheme was that for one of the steps. viz., re-conversion of the 
precipitated. calcium sulphate to ammonium \sulphate for recycle 
in the sulphate recycle route selected by the' Company, there was 
'no operating unit where the p~ess had been commercially estab1i~ 
ed. FCI, therefore, re-examined the proposal and changed the route 
from sulphate recycle to the calcium nitrate crystalization route. It 
also reduced the output from 6.60 lakh tonnes per annum to 3.75 lakh 
tonnes per annum. 

[Deptt. of Chemicals & Fertilizers O.M. No., 102(17) 181-FDA. n 
dated the 26 October, 1981.] 

KeeommenclatioD Serial No. 13 (Paragraph No. 2.14) 

It is indeed distressing that there is hardly any plant or project 
at Trombay which was commissioned on time or within the esti-
mated cost. Trombay IV project which was scheduled to commence 
commercial production in April, 1977 could not start even trial pro-
dl..ction by that time. The trial. production started a year later and 
commercial production 9 months thereafter. The projcet estimate 
was revised from Rs. 37.5 crore£ to as. 44.01 Cl'OlWJ.. In November, 
1975, the project cost was again ~ to as. 76rT crores. 



Reply of the GoVeI'DIIleIlt 
"-

Regular monittoring of implementation of the projects is now 
being carried out to ensure that there are no avoidable cost and time 
over runs. Greater scrutiny is also being made of the estimates to 
ensure that they are as realistic as possible and there is no under 
estimation or over estimation of the costs. 

[Deptt. of Chemicals & Fertilizers O.M. No. 102(17)/81-FDA. II 
dated the 26th October, 1981] 

,Recommendation Selrial No. 15 (Paragraph No. 2.31) 

Yet another project which suffered from time· slippage and cos1i 
escalation was Trombay V fertdlizer project. According to the ap-
proval accorded by the Government in October, 1974, Trombay V 
which envisaged setting up of a 900 tonnes per day Ammonia plant 
and 780 to 860 tonnes per day Urea plant at an estimated cost of 
Rs. 111.40 crores was to commence commercial production in April, 
1978. The Ammonia Plant was to be based on fuel oil as feed stock. 
Later it was decided to have a plant primarily to process naphtha 
but capable of changing over to Bombay High gas as feedstock. The 
cost of the project was revised to Rs. 169.97 crores in August, 1976. 
The variation between 1974 and 1978 cost estimates works out to 
Rs. 79.72 crores on the basis that the original estimate for the gas-
based project would have been Rs. 90.25 crores. The revised esti-
mate was approved by Government only in April, 1980 by which 
time the actual expenditure vastly exceeded the approved original 
estimate. The Committee deprecate this tendency on the part ot 
public enterprises to exceed the sanctioned costs and present a fait 
to flccompli to Government. This tendency should be curbed. 

Reply of the Government 

The Recommendation of the Committee that the tendency on the 
part of some public sector undertakings to exceed sanctiO~d costs 
and present a fait-accompli to Government should be curbed is ac-
eepted by Government. A letter has been written to all the public 
sector fert.i.l.izer companies under the administrative control of this 
Ministry advising them to ensure that the previous sanction of Gov-
ernment is obtained before incurring any expenditure exceeding the 
cost estimates approved by Government. The text of the letter is 
reproduced below. 
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It may be added here that tibis is not a case of ~ Company p~ 
senting a fait-accompli to Government. In view of the then promise 
{)f the availability of gas as feedstock, Government wanted to have 
a fresh look at the feedstock of the plant. When firm indicationa 
were given about the availability of gas, Govt. decided to switch 
·over the feedstock to gas. It took some time for Govt. to arrive at 
the decision to change the feedstock and this had resulted in 
escalation. 

MinistTy of Petroleum, Chemicals and Fertilizers (Department Of 
Chemicals and Fertilizers) letter No. 102/17./'31-FPA-II dated 26th 
October, 1981 from Shri V. V. Ranwsubba Rao, Director to the 
Chairman and Managing Directors of Fertilizer Corporation of 
India Ltd.tRashtriya Chemicals and Fertilizers Ltd./Fertilizers and 
Chemicals Travancore Ltd./Fertilizers (Planning and Development) 
India Ltd./MaD.ras F'ertilizers Ltd./National Fertilizers Ltd./Pyrites, 
Phosphates and Chemicals Ltd. regarding 21st Report of the Com-
mittee on M /Il. Rllshtriya Chemicals and Fertilizers Ltd. 

The Committee on Public Undertakings (1980-81) in their 21st 
Report on Rashtriya Chemicals & Fertilizers Limited have, while 
dealing with the Trombay V Project, made the folliwing 
.observatiOOlS:- r ) 

_ "Yet another project which, suffered from time slippage and cost 
escalation was Trombay V fertilizer project. Accomrding to the 
approval accorded by the Government in October, 1974, Trombay 
V which envisaged setting up of a 900 tonnes per day Ammonia 
plant and 780 to 860 tonnes pe'r day urea plant at an estimated 
cost of Rs. 111.40 crores was to commence commercial production 
in April, 1979. The ammonia plant was to be based on fuel oil 
as feedstock. Later it was decided to have a plant prim'lrilv to 
process Naphtha but capable of changing over to Bombay High gas 
as feedstock. The cost of the project was revised to Rs. 169.97 
crores in August, 1978. The variation between 1974 and 1978 cost 
estimates works out to Rs. 79.72 crores on the ba$i.s that the original 
estimate for the gas based project would have been R~. 90.25 
crores. The revised estimate was approved by Government only 
in April, 1980 by which time the actual expenditure vastly ex-
ceeded the approved original estimate. The Committee deprecate 
this tendency on the part of public enterprises to exceed the sane-
tioned costs and present a fait accompli to Government. Thi8 
tendency should be curbed." 
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2. Government have accepted this recommendation. As you are 

aware Government have issued instructions from time to time laying 
down the circumstahces under which the cost estimates of the pro-
jects/schemes of a company have to be got approved by the Gov-
ernment. Nevertheless, it has been noticed that sometimes the 
undertakings incur expen~ture far in excess of the approved esti-
mates and later on approach Government with a fait accompli. AJJ 
observed by the COPU this tendency must be curbed.. You are, 
therefore, requested to enusre that jn all such oases where the actual 
expenditure is likely to exceed the approved estimate and the revised 
e<timate requires Government approval, you obtain prior and timely 
approval of Government to the revised estimates. Yo" "'-"111d 
ensure that no expenditure is incurred any time in excess of the 
approved estimates. It may be added that no funds would be releas-
ed by Government to incur expenditure in excess of the approved 
estimates. 

[Deptt. of Chemicals & Fertilizers O.M. No. 102(17)/81-FDA. n 
dated the 2~th October, 1981.] 

Reeommendation Serial N.o 36 (Paragraph No. 2.32) 

Incidentally the Committee note that the cost estimates prepared 
from time to time do not provide for any escalation element and 
that these are at constant prices applicable to the year in which the 
estimates are prepared. The Committee feel that while this proce-
dure will hold good for preparing feasibility report as it could be 
assumed that, in an inflationary situation, both project cost and 
benefits would increase more or less the same order. But while pre-
paring the detailed cost estimates a fair approximation of the cost 
over the entire construction period has to be attempted.. This would 
obviate frequent revision of the estimates. This question should, 
therefore, be gone into. by the Ministry of Finance. 

Reply of the Government 

This recommendation of the Committee has been examined by 
the Ministry of Finance who have the following comments:-

The need for revision of estimates arises on account of variOUI 
reasons including escalation in prices, change in scope, omission to 
provide for Or inadequate provision at the time of preparation/ 
finalisation of estimates, variation in the exchange rate, change in 
the statUtory levies like custom duty, etc. The current practice is to 
-make broad estimates at the time of preparation of feasibility 
Teport by relying on the prices ruling near about the date of taldng 
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investment decision with the provision that the estimates are 
firmed up within a period of one year on the basis of a detailed 
project report. A provision of 5 per cent for COl\tingency on plaat 
and machinery and 3 per cent on other works is allowed. It is 
true that no forward escalation is provided for either at the time 
of preparation of feasibility report or at the DPR stage. This is 
on account of the fact that it is not possible to anticipate with 
reasonable appro~tion the escalation which is likely to take 
place in the course of imp1eDJ.entation of the project. Even by 
providing for forward escalation, the revision of the project cost 
cannot be eliminated altogether on account of time over-run or 
changes in the levies etc. 

In order to avoid frequent references to Expenditure Finance 
Committee/Public Investment Board and the Cabinet, the Ministry 
of Finance have delegated powers for the approval of excess over 
firmed-up cost estimates upto (i) 10 per cent for the projects esti-
mated to cost upto lis. 50 crores (Ii) Rs. 5 crores or 71 per cent of 
the project cost whichever is higher where the projects Costing 
more than Rs. 50 crores but below Rs. 200 crores (ill) Rs. 15 ('''''res 
or 5 per cent of the project cost whichever is higher where pro-
jects estimated cost is Rs. 200 crores and above. In view of the 
above, the existing provisions seems sufficient to take note of the 
recommendation of the Committee. 

[Deptt. of Chemicals & Fertilizers O.M. No. 102(17)/81-FDA. II 
dated the 2l6th October, 1981.] 

Beeommendation Serial No. 17 (Paragraph No. 2.33) 

The Committee have been informed that Trombay V project HI 
likely to be commissioned only in July, 1981. This delay of more 
than 3 years has been attributed to delay on the part of foreign 
engineering contractor; delay in the detailed engineering by FPDIL, 
the delay in procurement of raw materials for fabrication of indi-
genous equipment, delay in receipt of imported and indigeneous 
equipment, en:. The Committee note that the Ammonia to be pro-
duced in Trombay V was to be partly used for the Ammonia Nitro-
phosphate production in Trombay IV. It is, therefore, unfortunate 
that the commissioning of Trombay is delayed and the Ammonia 
continues to be imported for Trombay IV. 

Reply of the Government 

The Trombay V project has been completed mechanically. The 
Bombay MUDicipal Corporation have given clearance to this project. 
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The c011)missioning activities have been taken on hand. Urea WII8 
produced (with ammonia aDd CO2 from Trombay IV· plant) on 
9th October, 1981. The commissioning of the ammonia plant 111 
tmder way. The plant is expected togo into commercial production 
shortly. 

[Deptt. of Chemicals and Fertilizers O.M. No. 102(11) j81 ... FDA.n 
dated 26th October, 1981] 

Bec:cmuneadation !teriaII No. 18 (Paragraph No. 1.3(.) 

After reviewing the implementation of Trombay I and II project. 
in 1968-69 and examining now the execution of the supple-
mental schemes, which were taken up to overcome the deficienc~ 
ot Trombay I and II units, and the expansion projects, Trombay IV 
and V, the Committee are left with. an impression that the project 
formulation and implementation were marked by ubiquitous piece-
meanless of approach. The authorities have not evidently learnt 
much from past experience. Lack of foresight and coordination,. 
wrong choice of technology, defective contracts, absence of moni-
toring and control of physical and financial progress of projects, 
non-enforcement of performance guarantee and disregard of financial 
discipline are some of the outstanding features of the style of their 
functioning and these have endured. The Committee's findings 
should, therefore, be carefully st!ldied and improvements in the 
system made. This should be the responsibility of the Administra-
tive Ministry. It should be particularly ensured that in future 
projects are completed under time bound programme in order to 
avoid cost escalation and loss of production. The Committee would 
urge immediate action in this regard as the prestigious Projects like 
Thal Vaishet Project, which entails an outlay of Rs. 889 crores, have 
been taken up for implementation. Any lapse of the kInd noticed 
~arlier would prove 4:0 be very costly indeeg. 

Reply of the iGovernment 

'lhe findings of the Committee have been carefully stUdied. 
Under the improved monitoring system now in force in the Depart-
ment, a close ~onitoring is carried out of the projects under imple-
mentation. This is particularly so in respect of major projects like 
the ThaI Fertilizer Project. The Government Directors from this 
Department on the Boards of the companies also keep a close watch 
in the Board on the progress of the projects. A special procedure 
fIM purchase of equipment hBj been evolved for the Thal Project 
so that RCF can take expenditious action in the matter. Special 
endelwours are being made by the Department to see that the pro-



jects are implemented in a time bound, cost bound manner and 
avoidable cost and time over rune are not incurred. 

[Deptt. of Chemicals and Fertilizers O.M. No. 102(17)j81-FDA.n 
dated 26th October, 1981} 

&ee.mmenclatioDa Serial Nos. 19 to 2Z (Paragraph NeIls. 3.~.43) 

The gas-based ThaI Vaishet Fertilizer Project, which would be 
the world's largest single producer of urel from anyone location, 
was approved by Government in May, 1979 at a cost of RB. 511.34 
crores. The project mainly conSisting of two 1350 tonnes per day 
Ammonia plants and three 1500 tonnes per day urea plants waa 
expected to be commissioned within 45 months of signing of engi-
neering contract for the Ammonia Plants. There was, however, 
inordinate delay in selection of Engineering Consultants and accord-
ing to a revised estimate the project would cost RB. 889 crore8. 
The Committee, therefore, went into the delay. 

A need for foreign engineering consultants having been felt for 
this project as well as the project at Hazira, six international engi-
neering concerns were identified (December, 1977) for inviting bids 
for the ammonia plants. These were Mis. C. F. Braun (USA), 
Holddor Topsee (Denmark), Humphreys and Glassgow (U.K.), 
Uullman Kellogg (USA), Tecbniment (Italy) and Toyo Engineering 
Company (Japan). Bids were invited from these parties for the 
two ammonia plant3 to be set up at ThaI Vaishet. The parties wt're 
also asked to quote their fees in case the two plants at Hazira were 
also awarded to them. 'The bids reCeived were examined by a Nego-
tiating Committee which was assisted by an Evaluation Co~ttee. 
Thereafter negotiations were held with the three lowest bidders and 
the bids re-valuated. The intention then seems to have been to 
have the same technology for both ThaI Vaishe1 and Hazira plants. 
The Department of Chemicals and Fertilizers also made its own 
evaluation. All the evaluations showed that the offer of Mjs. C. F. 
Braun was the lowest. The matter was then considered by the 
Special Committee of Secretaries on Fertilizer Projects which re-
commended (June, 1979) selection of Mis. C. F. Braun as the con-
sultants. The recommendation was accepted (August, 1979) by 
Government. A draft contract was also finalised (December, 1979). 

There was, however, a reconsideration of the issue by the Gov-
ernment after January, 1980. An expert committee was set up to 
consider the relative merits of all the six parties and to examine 
whether it would be desirable to choose the same consultant for 
both sets of plants. All the parties were then asked to update their 
bids. The Expert Committee wrole recommending (June, 1980) 
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that Mis. C. F. Braun be selected as the consultant for planta at 
Thal Vaishet, felt that he negotiated draft contract would require· 
improvement in regard to legal commitments for performance 
guarantees, penalties, breach of contract etc. and non-dilution of 
transfer of technology even if no· commitment was made for more 
than two plants. The majority view of the committee was that 
taking. all factors into account the risk of having one consultant fOT 
both Thal Vaishet and Hazira Projects was not of an acceptable 
degree. The whole matter was then referred (July, 1980) to a Com-
mittee of Ministers. The committee accepted the majority view of 
the Expert Committee but the unanimous decision that MIs. C. F. 
Braun should be selected as the consultant for ThaI Vaishet plant.. 
was turned down mainly on the ground that Mis. C. F. Braun had 
no experience of having built and operated a plant in India and tile 
proposed contract suffered from legal lacuna. They were of the 
view that Haldor Topsoe should be selected for ThaI Vaishet project 
and Pullman Kellogg f~r Hazira project This was accepted by the 
Government (September, 1980). 

The matter has . already been discussed in Parliament. The 
Committee note that there are important policy issues involved. 
The anxiety of the G<lvernment seems to have been to balance the 
economy consideration against the reliability of the technology in 
Indian conditions and the need for a choice between forward look~ 
ing technologies for future application. The Committee also note 
that according to Government there will not be any financial loss 
in accepting the final offer of Haldor Topsoe and rejecting that of 
Mis. C. F. Braun. The Committee trust that this has been borne 
out by an expert evaluation. However, the fact remains that on 
account of the delay of nearly 2 years in fixing up the consultant 
the cost of the Thal Vaishet project has considerably increased. 
The Committee, thE-refore, desire that there should be a clear 
policy and a well designed procedure for selection of foreign con-
sultants to enable expeditious decisions. The Committee trust that 
the claims of Haldor Topsoe especially in regard to construction: 
costs would actually materialise. A strict watch on the performance 
would be necessary and any further tie up with them should bft 
decided on the basis of this performance. 

Reply of Govemm~t 

The Committee's views on the policy and procedure for selection 
of foreign consultants are noted. Government have all ~long been 
keen to obtain proven and reliable ~ology and make arrange-
ments for transfer of that technology to Indian Engineering parties 
to enable them to set up similar plants in future in Iadia. Ac:aIrd-
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iQgly, two proven and reliable techDologie5 hav~ been choseQ for 
. the ThaI and Hazira plants and arrange~~ made for traDs'fer d 
technology to Indian public sector engineering com~~ A strict 
watch will be kept on the performance of the foreign consultant. 

-chosen in this case. 
[Deptt. of Chemicals and Fertilizen O.M. No. 102(17)/81-FDA.n 

dated 26th October, 1981] 

BerommeDdation Serial No. 24 (Paragraph No. 4043) 

Ail on 31st March, 1980, the cumulative profits of RCF after adj.ust. 
ing is held and documents are sent to the shareholders sufficiently 
to believe, after examining the working of RCF, that the profits are 
there because of the retention price for fertilizer. There should be 
a machinery to ensure cost efficiency of fertilizer units. Of the 
products of RCF, urea is clearly unprofitable. The cost of produc-
tion in old Ammonia and Urea plants are stated to be high because 
the plants are based on t~hnologies of the sixties. and do not have 
the economies of scale available iri current Ammonia and Urea 
Plants. The company is following a system of process costing for 
ascertaining the cost of production of various products and interme-
diate products but profit or lass on each product is not worked oul.. 
Estimated costs of production are based on the reven!).e budget for 
a given volume of production for a particular period. The Commit-
tee have been informed that the Management is now considering 
using a Standard Cost System based on the retention price norms. 
The Committee des iT!' that the system should be settlea in consulta-
tion with the C & AG of India. 

Reply of the (Govemment 

The retention price is fixed in such a manner that the company 
rr.akes a profit only when the capacity utilisation and efficiency of 
operation are reasonably good-. The profi1l> made by R. C. F. indicate 
its good performance. 

Standard cost based on retention price norms has been adopted 
from 1981-82. C & AG is a~90 being consultedt. 

[Deptt. of Chemicals and Fertilizers O.M. No. 102(17)/81-FDA.n 
dated 26th October, 1981] 

• At the time of factual verification the Audit pointed out that the above 
statement is .not borne out by the particulars .of capacity utilisation 
(given in the table in reply recom- mendation No. 23) which remained 
almost static during all the 3 years 1978-79, 1979-80 and 1980-81 though 
profit has increased from lfII. 14 crbres in 1978-79 to 18.59 crores in 1988-&1. 

tAt the time of :taCtual verification the Audit intimated that no refer8lCe 
has been receive« ill- their oftIce SO far; 
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Recommendation Serial No. 25 (Paragraph No. 4.44> 

The Annual General Body Meetings were held either at short 
notice or without circulating of documents in advance along with 
the notice. The Company obtained ex post facto consent 0'£ the 
Shareholders. For the meeting held on 29th August, 1979 the docu-
ments were handetl over to the Shareholders at the meeting. The 
Committee expect meaningful participation by the shareholders in 
the General Body Meetings. They would therefore stress that ad~ 
quate notice should be given and the documents should be circulated 
sufficiently in advance. 

Reply of the Government 

Government accept the above recommendations of the Commit-
tee. A letter has Jeen written to all the public sector fertilizer 
companies under the administrative control of the Department of 
Chemicals and Fertilizers advising them to ensure that adequate 
notice is given to the shareholders before the Annual General Meet-
ing is held and documents are sent to the shareholders sufficiently 
in advance so that there could be a meaningful participation in the 
meeting. The text of the letter is reproduced below: 

Ministry of Petroleum, Chemicals and Fertilizers (Department of 
Chemicals and Fertilizers) letter No. 102117181-FDA-II dated 26th 
October, 1961 from Shri V. V. Ramasubba Rao, Director to the Chair-
man and Ml1naging Directors of Fertilizer Corporation of Iildlia Ltd.1 ' 
Rashtriya Chemical!: Travancore Ltd./Fertilizers (Planning and 
Development) India Ltd./Madras Fertilizers Ltd./National Fertili7f'J:s 
Ltd.jPyrites, Phosphates anel Chemicals Ltd, regarding 21st Report 
of the Committee 0n Mjs. Rashtriya Chemicals and Fertilizers Ltd, 

The Committee on Public Undertakings (1980-81) in their 21st 
report on Rashtriya Chemicals and Fertilizers hav~ while dealing 
with the issue of holding of Annual General Meetings, made the 
following observation:-

''The Annual General Meetings were held either at short notice 
or withont drculating of documents in advance alongwith 
the notice. Th<;! company obta'ned ex post facto consent 
of the Sh,ueholders. For the meeting held on 29th August, 
1979, the documents were handed over to the Share-
holders at the Meeting. The Committee expect meaning-
ful participation by the Shareholders in the General Body 
Meeting. They would therefore stress that adeOhlte 
notice should be given and the documents should b~ cir-
culated sufficiently in advance." 



The above recommendation of the Committee has been accepted 
by Government. You are requested to ensure that adequate notice 
is given to the shareholders. before holding the Annual General 
Meeting. The provisions of the Articles of Association of the Com-
pany law should be followed scrupulously. The documents should 
also be circulated sufficiently in advance so th:lt the shareholders 
can have meaningful participation in the General Body Meeting. 

[Deptt. of Chemicals and Fertilizers O.M. No. 102(17)J81-FDA. II 
dated 26th October, 1961] 



CHAPTER III 

RECOMMENDATIONS WHICH THE COMMITTEE DO NOT 
DESIRE TO PURSUE IN VIEW OF GOVERNMENT'S 

REPLIES 

Recommendation Serial No. 10 (Paragraph No. 1.89) 

The Deoottlenecking Scheme prepared at the instance of the 
World Bank to remove bottlenecks in the existing NPK Plant was 
completed in August, 1975 instead of in December, 1974 as sche-
duled. The delay in this case has been attributed to delay in placing 
orders for cerLin equipments. Mter the scheme was commissioned, 
the composition of the complex fertilizer was changed in March, 
1976 from Suphala 15:15:15 to APSN 20:20:0. After a study made 
by Mis. Technip for which a sum of Rs. 1.42 lakhs was paid, certain 
modifications to the Ure) Plant at an estimated cost of Rs. 1.29 
crores were proposed and approved by Government in June, 1973. 
When in September, 1974, Government approved the Trombay V 
project, modifications to the Urea Plant became unnecessary and 
the expenditure of Rs. 1.42 lakhs rendered infructuous. Here again 
a piecemeal approach is clearly evident. 

RePly of the Governmenf 

Production of APSN 20:20:0 was in addition to whatever Sup-
hala (15:15:15) could be made out of the available Nitri: Acid and 
thus the change in the plan was towards better use of the new 
facility. 

The Qnly difference between a 15:15:15 product and a 20:20:0 
product is that the former contains the potash as a nutrient in 
equal proportion to nitrogen and phosp"norus, whereas in the latter 
no potash is present and nitrogen and phosphorus alone are fur-
nished in equal proportions. As a matter of fact, if potash is added 
to APSN to make up its content to the same proportion as nitro-
gen and phosphorus, the resultant product would be suphala. No 
changes in equipment assembly are needed. There are crops and 
areas where potash application is re:-ommended and others where 
none is needed. Presentation of these two grades, therefore, is in 

. conformity with the pr~ciple that a costly 'and 'imported input 
like potash need not be wasted where it is not needed. 



In a dynamic Industrial situation, several schemes for improve-
ment and growth are under various stages of consideration and 
implementation. Till a scheme actually takes shape in the field, 
it should be subject to change for better and more optimum solu-
tio~s as the future unfolds. This is what has happened in the 
caSvof the modifications to the Urea plant. 

[Deptt. of Chemicals and Fertilizers O.M. No. l02(17}/81-FDA. II 
dated 26th October, 19111] 



CHAPTER IV 

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

COMMITTEE 

Recommendation Serial No. 23 (Paragraph No. 4.(2) 

The production performance of the Company is not quite satis-
factory. The rated capacity of the old Ammonia Plant was re-
duced from 1.16 lakh tonnes per annum to 1.06 lakh tonnes per 
annum in March, 1969. Even this reduced capacity has not been 
achieved in any year so far, despite the fact that the Supplemen-
tary Gasification Scheme completed in February, 1974 was ex-
pected to raise the capacity to 1.19 lakh tonnes annually. The Com-
mittee recall here the assurance held out by the then .manage.-
ment in 1969 (vide para 3.14) of 26th Report of Committee Gn 
Public Undertakings (Fourth Lok Sabha) that the Plant was rea-
sonably well on the road to rehabilitation. Unfortunately this as-
surance has not been kept up. Slippage in production has been 
attributed to low equipment performance, break downs, longer 
time taken for maintenance and po)'Ver problems. The shortfall 
affected the production of urea until terminal facilities for handl-
ing imported Ammonia were ready in 1973-74. During the period 
1973-74 to 1979-80, Ammonia was imported at a cost of Rs. 14.29 
crores. Although it was expected that after debottlenecking 
the capacity of th'" NPK plant will increase from 2.10 lakh tonnes 
to 3.30 lakh tonnes per annum, the best achievement so far has 
been 2.70 lakh tonnes in 1978-79. Similarly the expected increase 
in capacity for Sulphuri~ Acid production also did not materialise. 
This caused procurement of the acid from outside to the extent 
of Rs. 61.60 lakhs during 1976-80. Thus the implementation ot 
Trombay I and II and the supplemental schemes have not as yet 
yielded the expected results. The position calls for a critical study 
to improve the working results. 

Reply of the Govemment 

The production performance and the working results of the 
unit/company have been good in recent years. The capacity uti-
lisation of most of the plants is between 80 and 100 per cent. The 
company has made a profit every year since HI76-77. The working 

!!9 
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results of the plants during 1980-81 are given in the Table repro-
duced below: 

PRODUCTION FROM 1978-7~ TO 19t19-U AGAINIiT RATF.DCAPACI'IY 

S.No Pia".t Annual Rated (Actual I'I'ooLUetioll in Iakhs 
Tonot:s) . Capacity in 

Lakh to",..., ----------------1978-79 1 979-SO 1980-81 
.------

, 

1. AmmoLia Plant 1·16 1'00· 104 099 
(111'20%) (8~Hi6%) (115'34%) 

2. Urea Piant 099 1.03 1·07 103 
(104 04%) (U)8'08%) (104 04%) 

3. N.P.K. PlaBt 330 2·66· 2·56· 2·63 
Comp"" Fl"ftiliz"'" (SO.6t %) (77-58 %) (79·70%) 

4. Nitric Acid 1.056 (x) 0·62 (x)O 41 (x) 04S 

, 

(~6. '11%) (38 89 %) (4261 %) 

Sulpburic Acid Plant 099 084 0'86 081 
(84'85%) (86 87"10) (8192%) 

6. Mr.thanol PlaT, t 0375 0'34 040 037 
('" 67%) (166 67%) (98,61%) 

7. Phosphoric Acid 0.30 0·20 021 02~ (66'67%) (70 00 ~~) (8. '63 0). 

8. A.B.C. 004 003 0'04 ons 
(7'%) (100%) (l2' %1 

9. Sodium Nilrat~ I 004 002 003 004 
Nitrate (59%) (75%) (1811' ~o) 

C.N. Arid 0·20 0·18 0·18 O'J9-10. 
(90 %) t90 %) (95 %) 

n. Methyluninel - 0·04 (xx) 0.009 «xx) 0'10 (xx) 0·01 
(71·' %) (25 %) (lS %) 

NOTE:. Figun:s in bracut i"dicates """,,,nlaiC oI'actuai production .0 rated capacity. 
2. (x) The Nilric Acid Plant iI partly operat~ aa the main recruilJDt'nl is mrl 

ft.... II.. til,)'" E1&icqt and 1_ poIluR"g Plaftt. In tile Earl .... )'eIIn 
old Planl hMI prod~ betw"".. 80 I ... 1001'10 ...,..,ity. 

3. (n) TIoe PIa'lt i. run Intermittantly to suit demanct. 

Profit@(net) 8·14 11·04 l8· 53 
(Ita. ero .... ) 

[Deptt. of Chemicals and Fertilizers OM. NG. 182117) f81-FDA. n 
dated 26th October, 1981] 

c-meftta of tile CoanIdttee 
(Please see Paragraph 5 of Chapter I of the Repan) 

---- - -'-~--- --
·These figures are e.s given byAudit at the time Qf f.actaal veri8cll-

tlon on the basis of the Annual R~port.s or the company. 
@At the time of factual veriflcatiin, the Audit pointed out that the 

profit is alter taking into account priOr period e.djustments. 



CHAPTER V , 

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

Reeemmeadatiun Serial No. 4 (Paragraph No. 1.37) 

Incidentally, although in terms of the arbitration award the plant 
suppliers of the nitro-phosphate plant were to pay Rs. 143 lakh~, 
the award had been contested in a US court and the chances of 
recovery are not rated high. A sum of Rs. 9.56 lakhs has already 
been spent on enforcement proceedings. The Committee would await 
the outcotpe. The Committee recommend that in future contracts 
with foreign parties also should prov!de for arbitration only und~r 
Indian Arbitration Law. 

Reply of the Govenment 

In negotiations betw~en Indian parties and foreign parties it has 
been notked that while the Indian companies prefer the contract 
to be subject to Indian Law, the foreign party prefers the law of 
his' own land. While in some cases it would be possible to make 
the foreign party agree to Indian_ laws, some times, mainly because 
of lack of familiarity with the Indian laws, the foreign parties do 
not agree to subject the contract to Indian laws. As a compromise, 
they tend t() agree t() the laws of tHe UK and arbitration by the Inter-
national Chamber of Commerce. Nevertheless, all the Public Sector 
Fertilizer companies have been advised (text of the letter is repro-
duced below) to endeavour to subject such contracts to Indian Arbit~ 
ration LaWs. 

Ministry of PetrOleum, Chemicals and Fertilizers (Department of 
Chemicals and Fertilizers) letter No. 102/17/81-FDA-II dated 
26th October, 1§8l froM· Shri V. V. Ramasubba Rao, Director to the 
Chairman Imd MWl4.ging Dire.ctDrs of Fertili3er Corporation of 
1001« lMl./RashtriY'l Cltemicals and Fertilizers Ltd./Fertilizers and 
Chen~iCals Tf"avanCOre Ltd/Fertilizers (Planrting ilnd Development) 
India Ltd./Madras Fertilizers Ltd./National Fertilizers Ltd./py·rites, 
Ph!J.tlphates and Chemicals Ltd. regarding 21st Report of the Com
mittee on M/s. Rashiriya Chemicals and Fertilizers Ltd. 

31 
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The Committee on Public Undertakings (1980-81) in their 21st 
Report on Rashtriya Chemicals and Fertilizers, have, while dealing 
with a contract entered into by RCF with a foreign party, observed 
thus:-

"Incidentally although in terms of the arbitration award the 
plant suppliers of the nitro-phosphate plant were to P!lY 
Rs. 143 lakhs. the award has been contested 'in a US court 
and the ch~~ces of recovery are not rated high. A sum 
of Rs. 9.56 lakhs has already been spent on enforcement 
proceedings. The Committee would await the outcome. 
The Committee recommend that in future contracts with 
foreign parliCl:) also should provide for arbitration only 
under Indian Arbitration Law." 

2. The above recommendat'on of the Committee is being brought 
to your notice with a request that while entering into contracts witl.1 
foreign contractors you should make all efforts to ineorporate a 
suitable provision in the contracts that where there is a dispute which 
is to be settled through arbitration, it shall be under the Indian 
Arbitration Laws. 

[Department of Chemicals and Fertilizers O.M. No. 102(17)/81-
FDA. II dated 26th October, 1981] 

FlI11her information called for by the Committee 

What has been the outcome of ihe USA Court proceedings on the 
enforcement of the award of International Chamber of Commerce, 
Paris in respect of Nitro Phosphate Plant? 

(L.S.S. O.M. No. 62/2/l-PV 181 dated 10-2-1982) 

Further Reply of the Govelnunent 

The matter is still pending in the U.S.A. Court. 

[Department of Chemicals and Fertilizers O.M. No. 102 (17) /Rl-
Fert. D(AII) dated 15-2-82] 

Recommendation Serial No. U (PlIl'8gI'aph No. 2.15) 

The Ammonium Nitrophosphate plant was not expected to achieve 
the rated capacity beyond 66 per cent bec;ause of design deficiencies 
in certain areas. The Committee have' been informed that a Rs. 280 
lnkhs rehabilitation ~cheme has already been drawn up by the Cor-
poration in consultation with the contractor. The Committee, how-
tver. note that the contractor will bear Rs. 126 lakhs· (in foreign 
exchange) as against fees aggregating Rs. 160 lakhs payable to him 
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and .~ liability limit of :&. 3U3 lakhs under the CQPtract. That 
1he contractor could aceept liability far in excelS of the limit Wd 
down in the contract tells tts own story. The Committee desire that 
the Ministry of Law should be consulted in the matter and if their 
examination show. that there is any lacuna in the contract such 
lacuna should De .'ioidetim future. . Further, the Commit1lee would 
~ tbat the auidelinea issued by Government in April, 1977 in 
xeprd to CIDIlfln.c1ua1lli1bility for defective desians and workmanship 
ahould be *ictly acn..d to. 

~ ., dae Goflnuaeat 

. A copy of t1be fUidelinee issued by the Bureau of Public Enter-
. prises 011 loth April, lSB'1 regarding contractual liability for defective 
-deap !lad workmanship lias been circulated to all the fertilizer 
llnder1aki1lft under the control of Department of Chemicals and 
Fert.i.limra f.or atriet compliance. The eircular is reproduced below. 
The other part of the recommendation is being examined in consul-
ution with Ministry of ~. and a further communication will be 
~nt to the COPU. 

,Ministry oj Petroleum, Chemicals and ~rtilizers (Department of 
Chemicals and Fertil~7.ers) letter No. 102/17,fBI-WDA-ll dated 19th 
FebT'1Ulry, 1982 from Sh,Ti V. V. Ramasubba. Rao, Director to the 
Chairman and Managing Directors O'f Fertilizer Corporation of India 
Ltd./Rashtriya Chemicals and Fertilizers Ltd./Fertilizers and. 
Chemicals Travancore Ltd./Fertilizers (Planning and Development) 
India Ltd./Madras Fertilizers Ltd.,National Fertilizers Ltd./Pyrites, 
Phosphates and Chl'micals Ltd. regarding 21st Report of the Com
mittee on MiS. Rashtriya Chemicals and Fertilizers Ltd. 

The Committee on Pub!i~ Under~akings (1980-81) in their 21st 
Report on Rashtriya Chemicals and Fertilizers Ltd. have stressed 

that suitable provisions should be made in the contracts with con-
su1tant~ far Habili ty for· defective design. bad worm'lnship etc. 'The 
C.:Jmmittee poin~ed out that the guidelines issued by the Bureau of 
Public Enterprises on 10th April. 1967 providing therein that: Gov-
ernmentshotild make suitable provisions in future agreements with 
the c9nsu~ants so as to fix their liability for defective design and 
bad workmanship, should be strictly adhered to. 

2. The above recommendation of the Committee i!' being brought 
to your notice with a request that you shou~ strictIy a<lhere to the 

guidelines issued by the Bureau of Public Enterprises on 10th April, 
1967 (reproduced below) to incorporate in future agreements with 

consultants contractual liability for defective design and bad work-
manship of p:ant and machinery. 
3535 LS-II. 
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'Act~'t4ken by 1heGoVt,Oft .u.e 'R~tiqns contained in 
, tire' 11th: Report 'Of the Committee· OIl', Public Undtr.mkings. ~ 

Rowicelu Slael Plimt 
. -, .~. . 

At. 81, No. 23 in their 11th Report gn the Rourkela Steel' Plant 
. the COII1mittee OS Publ.icUndeJ;Hwns~ -o~.~ Un~r:~ . , - . -.', .. 
, . "The Committee are unable toappieei1iteas t<j hew tlie~n

~ultailt6 have actepted defective eonStrrietioR of :reftAc-
tory lining of the blast fubn~~'~ilnd· permitted iMtalla-
tion of mil.OhiDes.'.MQl ~Gefective--ciI!signs in. the slabbing 
@d Cold Rolling Mills. It is unfortunate, that no res-
ponsib'ilify could be fixed 'oii tile, crinsnliants' for"these 

defects ~lthpullh they w~i~" 'respOnsible' for.the pl'O~r 
:, comrois310IJiJ1t(01thVtihlIft,' til: vteW6f -this; the' Com-

",mittee 5ugg(>si that Governmenf'$h0111d" niake'-suit1lble 
,provisions 'in future agreements witht'he 'Consultants so 
as to fiktheir li~bflity 'for defective' ,designs 'and ,bad 
workmanRhip." '.' . 

. - . . 
2t 'ftIe above recommendation has been considered and the under-

:, !>jg~ ill directed to i'~uest that the Ministry ofJndustrial Develop-
. IDem and Company Affairs. ek rna,. kindly issue instructions to. the 
,Publie Enterprises under their administrative control in regard to 

•. making suitable 'provi6ions in 'future agreements with consultants 
about their liability f(lr defective design and bad workmanship of 
plant anei machinery. [BPE No. 13(290) /66-FI dated 10th April, 
1807.] 

[Department of Chemicals and Fertilizers O.M. No. 102(17) /81-
FDA, II dated 19th February, 198Z]. 

NKW DIua; 
lIfCll"Ch 11, 1982. 
Ph41rJUnft 20,-1903 (Saka). 

BANSILAL 
ChAinncm, 

Committee on Public UndertakingN_ 



APPENDIX 

(Vid< P .... a 3 of Introduction) 

Analywil of action taken by Government on the recommendation. co n taj !ltd in tloe 
Twenty-Fine Report of the Committee on Public llndertakings 

(Seventh Lok Sabha) 

I. Total number of rocommendation. made. 2$ 

JI. Recommendations that have been accepted by Government (Vitk 
recolIllDLndationl at S. Nos. 1-·3, 5-9, 11-13, .15-22, 24 & 
~) n 
Percen cage to total 

In. Rocoaam'nd~tions which the Committee do not desire to pursue in 
view of Government's reply (Vide recommendation at S. No. 10) 

p..rcentage to total 

IV. Recommendations in ....,.peel of whirll replies of Government haW' nnt 
been accepted by the Commiu,"" (Vide recommendation at S. No. 23). 

Percentage to total 

V. Recommendations in n-opect of which final replies of Government are 
still awaited (Vide recommendation. at S. Nos. 4 & 14 ) 2 

Percentage to total 

35 
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