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INTRODUCTION

1, the Chairman, Committee on Public Undertakings having been
authorised by the Committee to present the Report on their behalf,
present this éxtnyfth Report on National Fertilizers Ltd.

2. The Committec also examined the Report of the Comptroller
and Auditor General of India, Union Government (Commercial) 1979,
Part III releting to Nangal Unit of the Fertilizer Corporation of India
Ltd. (now part of National Fertilizers Ltd.)

3. The Committee took evidence of the representatives of National
Fertilizers Ltd. on 19, 20 and 22 October, 1982 and of the Ministry of
Chemicals and Fertilizers on 25 and 26 November, 1982.

4. The Committee considered and adopted the Report at their
sitting held on 4 April, 1983.

5. The Committee wish to express their thanks to the Ministry of
Chemicals and Fertilizers and National Fertilizers Ltd. for plncmg be-
fore them the material and information they wanted in connection with
the examination of the Company. They also wish to thank in nﬂm
cular the representatives of the Ministry of Chemicels and Fertilizers
and National Fertilizers Ltd. who gave evidence and placed their con-
sidered views before the Committee.

6. The Committec also place on record their apprecmuon of the
assistance rendered to them by the Comptroller and Auditor General of
NeEw DELHL

India.
f) ' %
April 7, 1983 \!z?ﬂf
Chaitra 17, 1905 (8)
MADHUSUDAN VAIRALE.

Chairman,
Committee on Public Undertakings.

(vii)



CHAPT?( 1
OBJECTIVES AND/OBi.IGATIONS OF NFL

(a) Historical Background

National Fertilizers Ltd. (NFL) was incorporated on 23rd August,
1974 with the responsibility of implementetion of Bhatinda, Panipat
and Mathura Fertilizer Projects. The implementation gf Mathura Pro-
ject was deferred by the Government. With effec m 1st April,
1978, the fertilizer industry in the public sector was rcorganised and,
as a consequence thereof, Nangal Unit and Chandigarh Marketing
Office of Northern Marketing Zone of Fertilizer Corporation of Indie
were transferred to NFL. As on 31-3-82, the paid up capital of the
Company was Rs. 274.28 crores. In addition the Government had
given loans alnounting to Rs. 250.06 crores.

(b) Objectives and Obligations

1.2 Statement of Micro objectives were to be formulated by Public
Undertakings with the approval of Government as directed by BPE in
November, 1970. The basic corporate objectives of the Company
were approved by the Board on 31-12-80 and forwarded to the ad-
ministrative Ministry which had suggested incorporation of certain
modifications and holding of subsequent discussions with Bureau of
Public Enterprises. L

1.3 The Committee desired to know the preseat position in regard
to finalisation of objectives and obligations of the Co:npanv. The Man-
aging Director, NFL in evidence, during October 1982, stated thet the
Company had constituted a committee about two months ago headed
by Director (Finance) to review the objectives further. It was expected
that in two or three months period the Committee would be able to
submit their report.

1.4 The Committee enquired as to who were the other members

of the Committee besides Director (Finance), the witness stated that

_threc more Company Officials were members on the Committee. To

another query as to whether any experts had been associated with the

Committee, the witness stated that zfter the report of the Committee

was put up, they would discuss in with the experts as well as the Minis-
try before finalisation.

1.5 When the Committee pointed out that it would be impossible
for NFL to reach to any rightful conclusion in regard to projecting
future demand of fertilizers etc. without associating representatives
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from Ministry of Agriculture and Planning Commxssxon. the Managing
Director, NFL stated in ev1denqe

“Your suggestion will be thkcn into consideration. I will de-
finitely request. Agnculture Ministry to nominate a member
from that Ministry. .

1.6 Asked whether to avoid duphcanon of efforts, the adminis-
trative Ministry should also not be associated with the Commlttcc, the
witness stated :

“We will consult our Ministry as well as the A ncuhurc Min-
istry so that the report is finclised at the earliest.”

1.7 In the course of evidence of the representatives of the Ministry
of Chemicals & Fertilizers the Committee enquired about the modifi-
cations suggested by the Ministry in the Corporate objectives of the
Company, the representative of the Ministry stated :

“Fertilizer Industry Coordination Committee system provides
for a return of 12 per cent if a capacity utilisation of 80
per cent is achieved. If a higher capacity utilisation is
attained, the return goes up; otherwise gets reduced. With
90 per cent utilisation, the return would be more. . . . when
they initially wrote to us, they said the pre-tax return will
be 15 percent...... It should be 15 per cent post tax. .
We pointed out this to them. What we said has been
accepted by NFL.”

1.8 The Committee enquired the reasons for delay in formulation
cf objectives and obligations of the Company. The Secretary of the
Ministry_ stuled that in first 4 to 5 years, the Company was engaged in
the construction of the project and, therefore, at that time it was not
possible to frame the objectives. As soon as the Company started ope-
rating, this was brought to their notice and they finalised the objectives
sometime in 1980. This explained why even though technically the
Company was established in 1974, the framing of the ob]cctwes itself
could not be taken up for first S years which wes spent only in the cons-
truction and implementation of the projects.

1.9 Asked as to when the objectives were expected to be finalised,
the Secretary of the Ministry stated, “It will be finally approved by us and
I hope that m the next 3 or 4 months, it should be possible for us to
finalise them.”

1.10 One of the objectives of the Company as approved by the
Board is to attain a sales volume, to be among the top 3 fertilizer com-
panies in the country and reaching, about 90 per cent of the market share
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in the Northern Indian Market and 25 per cent in the total Indian mar-
ket. The Committee desired to know the share of NFL in total produc-
tion of fertilizers in 1981-82. The Managing Director, NFL in evidence
stated that the Company’s share of market for nitrogenous fertilizer in
India during 1981-82 was 15.5 per cent. As regards Company's share
in the Northern Indian market, in a written reply it has been stated that
the actual markct share of NFL during 1981-82 was as under :—

Quantity % share of

sold NPL in the
(tonnes) market
“@ Pumiab . . . . T .. 236074 a1.4
(b) Haryana . . 124 156 59.5
(c) Himachal Pradesh 9203 69.3
(d) Rajasthan . . 17541 16.4
(c) U P. . . . . . . . . . 70597 7.-8

1.11 Asked as to when thc Company expected to achlevc thc ob)ec
tives laid down by them, the witness stated that the fertilizer scene
in the market was changing fast and the capacity was increasing. The
objective of share in the market might therefore, have to be revised.

Elaborating it further, the witness added :

“Since we have formulated this objective, the demand has further
increased this year. Fertilizer requirements were also in-
creased considerably. So, we have to add to our capacity.
Government of India has accordingly taken a decision to in-
crease the capacity by permitting other industries to put up
their plants.”

1.12 The Committee desired to know from the Ministry the basis of
setting up the above objectives by NFL. The Joint Secretary (F) stated
in evidence :

. This is not z very correct approach. The demand of ferti-
h7cr is rising very rapidly and NFL has thc samc number
of plants. Therefore, to get 90 per cent of that market is
not realistic. The demand all over the country is rising
rapidly and to keep the figure of 25 per cent is unrealistic.”

1.13 In regard to the suggestion of the Committee to associate a re-
presentative of Ministry of Agriculture in the Committee set up to revise
the objectives of the Comp:ny, the witness stated :—

“I think the Committee has very rightly suggested that there
should be an association of the people from the Ministry
of Agriculture in framing this (marketing) objectives, and
that is what the NFL has done. That committee will look
into the marketing objective. What is more important for
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NFL is to see how to produce the maximum from the plants

and to market it in the area near about, so that as much as

90 per cent of the production should be marketed in the
‘primary area, so that the freight is kept to the minimum
. and farmers are able to buy more fertilizer.”

(¢) Corporate Plan

1.14 The Comnittee enquired as to whether there was any corpo-
rate plan for the Company duly approved by the Ministry. The Secre-
tary, Ministry of Chemicals and Fertilizers stated in evidence that they
had no corporate plan as such. The Ministry had been monitoring on
the basis of plan, annual and quarterly targets «nd reviewing the physi-
cal performance and marketing etc.

1.15 Asked about the desirability of having corporate plan besides
framing micro-objectives of the Company, the witness stated that it was
possible und was being done in_many. underakijngs. When pointed out
that a separate corporate plan, if irable, should be brought into
practice, the witness stated “We shall take notice of this”.

1.16 In this connection, the Committee also drew zttention of the
Ministry to the recommendation No. 5 contained in their 49th Report
(1981-82) relating to Public Undertakings—Management and Control
Systems, which stated : ,

“The Committee feel that it is essential to fix clear targets to
measure the performance there against. These targets could
be easily derived from the National Plans. In future plan
targets, both annually and for the plan period, should be
fixed for each updertaking by the administrative Ministry
in consultation with the Planning Commission. These
should be : (i) production in physical terms, (ii) value
added corelated to the sectoral rate of growth indicuted in
the plan, (iii) capital investment, and (iv) generation of
internal resources for capital investment corclated to the
resources forecast of the Plan. These targets and achieve-
ments should be clearly brought out in the Annual Re-
ports of the Undertakings with an explanation for the
shortfalls.” -

1.17 Asked about the action taken by the Ministry on the above
recommendation of the Committee, the Secretary, Ministry of Chemi-
cals and Fertilizers stated that the recommendation of the Committee
was being implemented. In their Sixth Plan, the targets for each ferti-
lizer Company had been worked out and the targets for every year were
also being fixed sometime before the end of the preceding financial
year. The yearly targets were also broken into quarterly targets and
they vary from one Company to another, depending upon the annual
shut down, which they plan during different periods either for the normal
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maintenance and oyerhaul of the equipment to be done periodically.

- 1.18 The Committec were also informed that generation of nter-
nal resources by the Company during the Sixth Five Year Plan and aso
been worked out. As regards the suggestion of the Company that tar-
gets for value added corelated to the sectoral rate of growth indicated
n the plan should be given, this will be done in future plan targets,
said the Ministry’s representative.

1.19 The Committee find that even after eight years of establishment
of National Fertilizers Ltd., the micro-objectives of the Company have
and yet been finalised. Belatedly, a statement of corporate objectives
as approved by the Board in December, 1980 was forwarded to the ad-
ministrative Ministry, which suggested certain modifications. The cor-
porate objectives in the light of modifications suggested by the Ministry
m April, 1981 are still under review by a Committce set up by the
Company. The Committee are distressed to note that such a long timc
bas been taken to finalise even the basic objectives of the Company.
They feel that no realistic and meaningtul evaluation is possible unless
the objectives for which a Company has been established are fally
known. They hope that as assured by the Secretary of the Ministry in
the course of cvidence, the micro-objectives of the Company, clcarly
laying down the obligations and objectives—financial and economic,
would be finalised soon.

1.20 The Committee also sanggest that the review Committce set up
by the Company should be broad-based. It should include a represen-
tative of the Ministry of Agriculture, which is concerned with the asses-
sment of demand for fertilizers in the country, so that a realistic objec-
tive could also be laid down in regard to the market share of the Com-
pany. To expedite review after finalisation of the objectives hy the
Review Committee, the Committee feel that representfatives of the ad-
ministrative Ministry, BPE and Ministry of Finance should also be as-
sociated with the Review Committee.

1.21 The Company does not have any corporate plan as approved
by the Ministry. The Committee desire that after the finalisation of the
micro-objectives of the Company its corporate plan should also be
drawn up early so that the performance of the Company could he jud-

ged against the set plan|targets.

1.22 The Committee would also invite attention in this connection
to the recommendation in Para 5§ of their 49th Report, wherein they
have recommended that in future plan targets, both annually and for
the plan period, should be fixed for each Undertaking by the adminis-
trative Ministry in consultation with the Planning Commission in regard
to (i) production in physical terms ; (ii) value added corclatel to secto-
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ral rate of growth indicated in the Plan; (fii) capital investment; and
(iv) generation of internal resources for capital investment corclated to
the resources forecast in the Plan. NFL targets for production had
been fixed both annually and for the plan period, the targets for gene-
ration of internal resources had been fixed for the plan period only and
no targets had been laid down for value added. The Committee hope
that action would be taken to fix various targets as suggested by them.
These targets and achievements should also be clearly brought out in
the Annual Report of the Undertaking with an explanation for the short-
falls, if any.



. CHAPTER II
PROJECT PLANNING AND EXECUTION

(4) Investment decision -

"The Estimates Committee were informed in October, 1'973 that
Government had decided in principle, setting up inter-alia the fertilizer
plants ¢t Bhatinda and Panipat. However, the investment decision for
Bhatinda was taken in August, 1974 and for Panipot Project in
Fcbruary, 1975. The Committee enquircd about the reasons for the de-
lay in taking investment decision on the two projects. The Secretary,
Ministry of Chemicals and Fertilizers, stated in evidence that the feasi-
bility report for them were prepared by Engineers Indiz; Ltd. in Febru-
ary, 1973, Thereafter, the investment proposals were processed after
consulting the Ministries concerned and the various agencies.

2.3 Of the ‘three projects taken up for execution by the Company,
report was considercd in the Mmlstry in an inter-departmental meeting
on 13th December, 1973 and the project was cleared zfter Cabmet sanc-
tion in August, 1974. The only sllght slip back was in respect of
Panipat which wzs considered agam in December, 1974 and cleared
in February 1975.

(b) Delays in Construction and Commissioning

2.3 Of the three projects taken up for execution by the Company,
the Nangal Expansion Project was commissioned in Novemer, 1978
while Panipat and Bhatinda Project were commissioned in Septcmbcr
and October, 1979 respectlvelv There have been heavy slinpages in
construction and commissioning in these projects with reference to
original %chedules as shown pelow :

Nangal Expansion Project :

Gi;iwul Actual

1. Zero date . . Mith73  March 73

2. Brection . . 20-10-75 30-6-77
‘(31 m) 51 m)

3. Commissioning . 20-1-76 6-1-78
(34 m) (58 m)

4. Productian . . . . . . . . 2-3-76 1-11-78¢
(36 m)

*Dy:lirsd thy havzgrnzivy 3rmnyrcial oryductisn from this date. Urea Plant commissio-
ned on 12th December, 1977.

Bhatinda Project:
Original Actual
1. Zero date . . . . . . . . . 26-9-74 26-9-74
2. Feed-in . . . . . . . . . 27-9-77 7-12-78
(36 ,m) (50 m)
3. Production . . . . . . . . 1-1-78 1-10-79*

* Dugalfeommyesial podustisa, Flest Joox > r1azed oa 2ad Juae, 1979,

7



Panipat Project
. Original Actual
1. Zorodate . . . 30-4-75 30-4-75
2. Feod-in . . . 15-5-78 2.9-78
(364 months) (40 months)
3, Production . . . . . . . . . 15-8-78 1-9.79¢

® Date of commercial production, first Urca production commenced on 10-4-1979.

. 2.4 The Committee enquired the reasons for the inordinate delays
in construction and commissioning of the three projects. They were
informed by NFL in a note that the extension of time schedule for
completion of the Nangal Expansion Project was caused by :

(i) Delay in completion of basic designs by M[s. Uhde be-
chuse of the change in the specification of the feed-stock.

(ii) Delay ranging from 6 to 8 weeks in receipt of basic de-
sign documents from M|s. Uhde and Technimont on ac-
count of delays in post.

(iii) Delay caused by revision of specifications by M]s. Uhde
and M|s. Lurgi for major equipment, such as rectisol
towers and instruments.

(iv) Inadequate response to global tenders, thereby necessitat-
ing re-floating of enquiries and a delay of 3 to 4 months
in ordering certain critical equipment.

(v) Failure of both indigenous and foreign suppliers to stick
to the committed delivery schedules. For the Bharat
Heavy Plates & Vessels Ltd., delay in respect of 63 items
of equipment due for delivery in April, 1975 was estimated
at 58 weeks.

(vi) The delivery of the equipment for Ammonia and Urea
Plants by M|s. Bharat Heavy Plates and Vessels Ltd. fur-
ther slipped to 93 weeks. Slippage of delivery schedules
had maximum impact of 19 to 26 weeks on the comple-
tion schedules of Ammonia and Urea Plants respectively.

(vii) Mi]s. Flexitallic Gasket Ltd., UK, supplied lens gaskets
for Ammonia Synthesis Section on 24th January, 1977
against original date of delivery i.e., 2nd November, 1975.
This delay had a direct impact of 23 weeks in the erection

of piping.

2.5 According to Audit, in addition to the delays mentioned above,
delay in completion of civil works by about one year was also a factor
respunsible fur prolongation of the schedule for completion. The
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delay was attributed partly to inadequate labour employed by the
contractor and partly to the management, because of delay in making
available the drawings (which were received late from (be P&D Depart-
ment of FCI). and ‘holds’ imposed temporarily by the site management.

The reasons for the delay in achieving ‘feed-in’ in Bhatinda Pro-
ject were siated to be the following :—

Impact on
- - project
schedule
(woeks)
(i) Delay in reccipt of documents from process licencers by TEC 6
(ii) Delay in delivery of indigenous fabricated equipments and instrumen-
°  tation by M/s. G. Binny, L & T, Anoop Engg., BHEL & M/s. Taylor, "
ote. . . . . . . . . . . . .
(iii) Delay in Stabilisation of Boilers . . . . . 9
(iv) Accident in Air Separation Unit resulting in major damage to the Cold
Box and ejuipments/piping . . . . . . D 36
61

L

2.6 As regaids the reasons for slippage of 15 wecks in Panipat
Project, it was explained that during construction phase, certain indi-
genous equipments suffered a serious set back, in Mls. L&T's works
in March, 1977 and subsequent lock out in the works of M|s. G. Binny,
on whom orders for Heat Exchanges, and Tall Towers had been
placed. The situation took such a serious turn that the equipment partly
fabricated by Mis. G. Binny had to be off-loaded to Mjs. KEL. The
last deliveries of equipment i.e. H.S Absorber were received from
Mis. Kaveri only in April, 1978. The ‘feed-in’ of fuel oil to gasifier
was achieved on 2-9-1978 with 15 weeks slippages.

2.7 In the course of evidence, the Committee enquired whether the
long delays in construction of the three plants did not indicate lack of
close monitoring and control on the progress of construction. The
Managing Director, NFL stated that all the three projects were equip-
ped with the project planning and monitoring cells. These cells were
headed by competent Engineers and they adopted PERT and CPM
techniques with regard to detailed monitoring. Delays in these pro-
jects were primerily due to external constraints. These were primarily
slippages in the delivery of equipment. Some of suppliers delayed
the equipment considerably. :

2.8 Asked if the assistance of the Ministry was sought in regard
to delays on the part of Public Undertakings, the Managing Director
NFL stated : .

“The assistance was taken of the administrative Ministry as
well as Industries Ministry by NFL for all the three pro-
jects to contain delay in the supply of equipments. In

31 LSS/82—2.
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1975 the Joint Secretary of the administrative Ministry,
Petroleum Chemicals & Fertilizers, visited Visakhapatnam
twice to request Bharat Heavy Plates and Vessels Ltd to
expedite the supply of equipments. Similarly, the Indus-
tries Secretary had a number of meetings to expedite the
fabrication and manufacture of the equipment. The Minis-
try was very much in contact with us and gave us assis-
tance whenever we could draw upon their resources. They
tried to put pressure and tried to help us wherever possi-
ble. In the case of delay in the engineering work, the
Additional Secretary, Industries, had a number of meet-
ings with the concerned people. So, assistance was forth-
coming from all of them, whenever we approached them.”

2.9 In this connection, the Committee enquired {rom the Ministry
as to when were the delays in the supply of equipments especidlly on
the part of Public Undertakings came to their notice. The Joint Sec-
retary (F), Ministry of Chemicals and Fertilizers, in reply stated that
the Nangal Plant was with the Fertilizer Corporation of India because
‘NFL was not formed at that time and consultants were the P&D of
FCI. By February, 1975, when the matter became sufficiently serious
that it was likely to be delayed, it came to the Government level. Ela-
borating, the witness stated :

“It takes a little time before one can come to a conclusion as
to who is at fault. There are areas where the manufac-
turers can get over the initial delays. But when it
reaches the stage of being critical, then the delay becomes
critical.”

2.10 Explaining further the Secretary of the Ministry added, “Nor-
mally, the Company will deal with the problem and as long as there
is no serious problem envisaged by them, they do not keep the Minis-
try involved. They only report to us the implementation of the pro-
" ject and if at a particular time they are apprehensive that their efforts
may fail, from that time onwards we take it up to see to what extent
at the official level, the Ministerial level or inter-miristerial level the
“:jork can be expedited. This is the procedure which is being follow-
cd evey now.”

2.11 Asked about the reasons for the delay by BHEL in supplying
the equipment, the witness stated that BHEL faced some problems
because of oil crisis and this was partly one of the reasons attributed
by them for the delay in supply of equipment. The delay was con-
tained due to some active steps taken by the Ministry.
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2.12 As regards the delay of 36 weeks, in the case of Bhatinda
Project due to an accident in the Air Separation Unit resulting in
major damage to the cold box equipment piping, the Committee want-
ed to know whether the causa of accident was investigated. The Mana-
ging Director stated that a High Power Committee consisting of out-
side experts was constituted to investigate the cause of fire.- That
Commntittee came to the conclusion that the accident occurred when
a pipe in the cold box gave way during first cooling down. As a result,
the pipes got pressurised and many of the pipes and equipment got
damaged.

2.13 Asked about the additional expenditure incurred in rectify-
ing the damage to the equipment, the witness stated, “The Japanese
supplier replaced the equipment free of cost.”

2.14. The Committee desired to know as to whether any penalty
was charged from the suppliers for the delay in supply of equipments,
the Managing Director, NFL stated during evidence that they had
levied penalties on foreign and Indian manufactures both in the pri-
vate and in public sectors.

2.15 Asked about the amount of penalties realised, the NFL in a
note stated that the amount recovered in respect of the three units was

as under :— uf
Nangal . .. Rs.83.15lakhs
Panipat . , Rs. 48.20 lakhs
Bhatinda Rs. 22.48 lakhs

2.16 As regards the pc}centagc of penalty levied, the Managing
Director, NFL stated in evidence :

“We cannot levy penalty of more than S per cent of the con-
tract value. This 1¢ as per the terms of the contract.”

2.17 When the Committee enquired whether only 5 per cent d}:x:na]-
ty would be charged from the contractor|supplier even for long delays,
the witness stated : -

“If we feel that the contractor is not according to schedule we
can get the help of other contractors and other people, and
we can change the contractor. This five per cent is the
ceiling which is normally acceptable by firms.”

2.18 In the course of evidence of the representatives of the Minis-
try, the Committee enquired as to whether the provision of liquidated
damages to a maximum of 5 per cent of the contract value was suffi-
cient deterrent against delays in making supplies and was it the usual
penalty clause in such contracts. The Joint Secretary(F), stated that
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the normal practice in the commercial sector was to have liquidated
damage as penalty for delgy ‘of 0.5 per cent for every week of delay,
subject to a maximum of 5 per cent of the value of the contract and
this was the generally accepted practice.

In this connection, the Secretary of the Ministry added :

)

“If we insist on deviating from the normally accepted commer-
cial practice, if we start insisting on a higher penalty,
the danger is that they will jack up the prices while ten-
dering because they will have to cover this. This kind of

. apprehension is always there. So, in normal commercial
practice 5 per cent has been zccepted by and large as a
reasonable stipulation, so far as liquidated damages are
concerned.”

2.19 There was delay of over one year in starting commercial pro-
duction in Nangal Expansion Project even after completion of erec-
tion. It had been stated that it took longer time due to modifications
in fuel oil handling and gasification oil system to operate on LSHS, ex-
plosion in carbon slurry tank, teething troubles, fire in Nitrogen wash
section and trouble in synthesis gas compressor. -

2.20 Asked about the problem faced in synthesis gas compressor
and as to how was it overcome, the NFL in a note stated that the fol-
lowing problems-were faced and modifications were executed for Syn-
thesis Gas Compressor :—

(a) 5 No. valve plug of the main turbine of the Synthesis
Compressor at Nangal were replaced since one of them
was found to be broken. While replacing, the plugs were
also modified. The material was supplied free of cost
and no expenditure was incurred by NFL.

(b) The level control of the seal oil system was replaced with
an improved design.

2.21 The Committee desired to know the causes of fire in Nitrogen
Wadsh Section and whether any enquiry was held and report given. The
NFL, in a note furnished after evidence stated that an Enquiry Com-
mittee was set up to go into the cause of fire and suggesting remedial
measures. The fire was stated to be due to a leakage of hydrogen from
flange and a velve gland in the Nitrogen Wash Section. ‘

2.22 The Company had also taken longer time in commissioning
and testing of the Bhatinda and Panipat plants even after their crec-
tion. As per thc understanding with the contractor, production was
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to commence after 3 months from the “Feed in”. The actuzl dates of
“Feed in” and commercial production for both the plants was as

follows :—

" Feod in Production
7.1278  1.10-79*

2978 1-9-79%#

Bhatinda
Panipat

* Date of commercial production, first urea produced on 2nd June, 1979.
** Datc of commercial production, first urea production commenced on 10-4-1979.

.2.23 Asked about the reasons for longer time- taken for commis-
sioning and testing activities of these plants, the Ministry in a. note
stated that the principal reasons for the extra time taken for tesing
and commissioning of these plants were :

IR T o

Rectification work on Syn. Gas Compressors . . « 4 wocks 8 wooks

Closure due to non-availability of coal . . « 20 weeks 81 weoks

Power interruptions and voltage dips . e 54 weoks

24 wecks 22 woeks

2.24 The Committee also enquired whether the delays in construc-
tion and commissioning of the Plants resulted in expiry of the guaran-
tees and if so, what ‘was its effect. The NFL stated in a note that in
case of Bhatinda and Panipat Plants, the delay in construction and
commissioning did not result in expiry of the guarantees. In case of
Nangal Expansion Project, Ms. Uhde, who were the main engineer-
ing contractor, claimed extra payment for extension of guarantees and
that too without any liability for non-fulfilment of process guarantees.
As their terms were not acceptable to the Company, the Guarentee Tests
were performed and it was found that the plan could work within the
specified guarantees, except in the case of Air Separation Unit suppli-
ed by Mjs. Cryoplants, U. K. In the case of Air Separation Plant
also, the plant suppliers had quoted for 99 per cent oxygen purity
whereas the actual purity on test runs was found to be between 9P8‘ per
cent to 98.5 per cent. According to the terms of the contract, a penalty
of £ 20,000 was levied on M|s. Cryoplants, U. K. It may, however,
be mentioned that 98 per cent purity in oxygen is enough for produc-
tion of fertilizers. The plants are now working satisfactorily and giv-
ing more than 98 per cent purity oxygen. This had no affect on pro-
duction' in the Unit and all the plants have worked at or above rated

capacity. . Do g
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2.25 The Committee enquired about the value of loss of production
on account of delays in construction and commissioning of each pro-
ject. In a note, the NFL have stated that the value of loss of produc-
tion as a consequence of delay in cofimissioning of the three plants
was as follows :—- '

Rs. lakhs

Nangal . . . . . . . . . . 79715
Bhatinda . . . . . . . . . 8243
Panipat . . . . . . . . 5649
TOTAL . . . 21867

2.26 When the Committee during the evidence of the Ministry,
pointed out that due to' delay in implementation of the three projects,
there was a loss of over Rs. 200 crores of production, the Secretery
of the Ministry reacted :

“We do appreciate that for a fertilizer factory, delay means loss
of production. In the case of BHPV there was a. dis-
cussion for placing the order for air separation unit for
Panipat. After discussion it was agreed that they would
be able to deliver one equipment at one time and we were
advised to import another one. That was one step that
we took. But the fact remains that even today for many
of thesc supplies for which orders have been placed on
the public sector undertakings, a good deal of cffective
chasing has to be done by us.”

(¢) Cost over-run

2.27 There had been increase in capital cost of the projects as
compared to the original estimates as shown below :—

Project Original csti- Actual expandi-  Percentage
mates as appro-  ture/revised inzrease
ved by Govern-  estimates
ment

Nangal Expansion . . . Rs, 75.60 cr.  Rs. 132,50 cr. 5%

Bhatinda . . . . Rs. 138.40 cr.  Rs. 240.47 cr. 74%

Panipat . . . . . . Rs.139.73 ¢r.  Rs. 221.33 cr. 589

The escalation in cost on account of delay in constructionr 3‘(4)1-'16 was
Rs. 15.5 crares, Rs. 20.3 crores and Rs. 14.7 crores for Nangal ex-
pansion, Bhatinda and Panipat projects respectively.

2.28 As regards the reasons for the heavy cost overrun it was
stated that the Nangal expansion project was sanctioned by Govern-
ment in April 1973 at a capital cost of Rs. 75.60 crores (including



15

Rs. 39.05 crores in foreign exchange). These estimates were further
revised upward in November, 1975, to Rs. 118.58 crores. The revised.
estimates as approved by Government in October 1978 were Rs. 129.83
crores (F.E. component : Rs. 40.15 crores). The actual capital ex-
penditure on the project was Rs. 132.49 crores (with foreign exchange
component of Rs. 40.15 crores). - The cause-wise analysis for addi-

tional expenditure of Rs. 56.90 crores was as follows :—
(Rs. in crores)

X

Variation due to :

b
»

1..Change in scope 5.
2. Change in parity 11,02
3. Price escalation . . . . . . . . . 9.04
4. Items for which no provision was maJe in the original estimtes 5.26
5. Inadequate provision 6,67
6. Increase in financing charges 11.32
7. Increase in departmental charges . . 4.17
8. Increase in customs duty, sales tax. occan froight etc. 2,97
9. Other . . . 1.51
ToTAL . . . . . . . . . . . . 56.90

2.29 As would be seen from the above table, an increase of
Rs. 5.14 crores was due to change in scope of the project. The Com-
mittte enquired about the changes in scope of the-project after April,
1973. The Managing Director, NFL, in reply stated that in the
case of Nangal Expansion project it was originally envisaged that
three boilers each of 65 tonnes capacity would be required but, while
firming up the design, steam requirement was found to be higher. Thus,
increase due to change in the scope of this equipment worked out to
Rs. 2.6 crores and the balance Rs. 2.54 crores was due to increase in
quantum of pipe and pipe fittings.

2.30 As regards the ingrease of Rs. 11.02 crores on account of
change in parity, the NFL in a note furnished after cvidence stated
that the increase in cost due to change in parity affected nearly all the
imported cquipments, since large number of equipments came from
West Germany and the increase in the exchange rate of DM was to
the extent of 50 per cent from September, 1972 (when TEFR was
approved) to November, 1975. Asked as to whether this was due to
delayed payment, the NFL stated that the increase in the cost due to
change in parity was not due to delayed payients because as per
World Bunk procedure, letfers of credit were opened and payments
were drawn by the suppliers as per the terms of the Purchase orders
and letters of credit.

2.31 When the Committee referred to the increase of Rs. 5.26
crores due to items for which no provision was made in the original
estimates and enquired as to why no provision could be made in this
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regard in the original estimates, in a note, the NFL has stated that
the major items for which the provision could not be made in the
estimates were :—

(a) Construction equipments consisting of 200 tonnes crane,
30 tonnes crane trailers and bulldozers.

(b) Fire Protection System (Foam Tenders w«nd Mulsifiers
system).

(c) Oil support system for boilers, high pressure nitrogen
storage facility etc.

(d) LPG Handling System. .
(e) Other Minor items.

2.32 With regard to increase of Rs. 11.32 crores in financing
charges, the Managing Director, NFL stated in evidence :—

“The increase is due to delay in completion of projects—
Rs. 5.13 crores. Increase duc to increase in the cost of
prajects—Rs. 4.29 crores. Increase due to change in the
method of calculation of interests—Rs. 1.68 crores and
increase due to change in the rate.of interest Rs. 0.22
crores.” '

2.33 As repards the reasons for increase in estimates of Bhatinda
and Panipat projects, the Committee were informed that Bhatinda and
Panipat Fertilizer Projects were approved by Government on 23rd
August, 1974 and 10 February 1975 with estimated investments
respectively of Rs. 138.40  crores (foreign exchange component
Rs. 53.15 crores) and Rs. 139.73 crores (foreign exchange compo-
nent Rs. 50.60 crores). In line with BPE guidelines, these cstimates
were redefined within one year and were approved by the Board of
Directors in August, 1975 and August, 1976 respectively for Rs. 174.13
crores (foreign exchange component Rs. 56.19 crores) and Rs. 174.21
crores (foreign exchange component Rs. 48.21 crores).

Asked as to what were the unforeseen devclopments leading to
large increase in estimates within one year, the Managing Director,
NFL, stated in cvidence :

“As per the BPE's guidelines, the project authorities are re-
quired to firm ug the project estimates within 12 months
of the start of the work on the project. The cost esti-
mates of Bhatinda and Panipat projects were firmed up
in August, 1975 and August, 1976 respectively. taking
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- into account the increase in equipment cost that were
known at the time. The increases in equipment cost
were more than normal because of oil crisis which took
place in 1974-75. Both international and national prices
had exploded. The abnormal rise of prices in all the
three plants is actually due to this period of instability in
oil prices. And we could not foresee this escalation in
cost while preparing the feasibility report.”

4

2.34 Therc had been increase in  estimates to the extent of
Rs. 11.93 crores, Rs. 21.73 crores and Rs. 17.44 crores in the case
of Nangal Expansion, Bhatinda and Panipat projects respectively on
account of items for which there was no provision or inadequate pro-
vision in the original estimates. Asked why provisioning of items
costing huge sums could not be made in the estimates, the Joint Setre-
tary(F), Ministry of Chemicals and Fertilizers stated in evidence :—

“We can divide it into two categories (i) Nangal and (ii)
Bhatinda and Panipat. The experience of fuel oil plant
before Nangal was very limited. So therc were certain
provisions which were not made in the original estimates
and they had to be included later on. On the other hand,
at Bhatinda and Panipat the main reason for cscalation
was becausc there was no provision for commissioning
charges in the first estimates. The main element by which
the costs have gone up was on account of testing and
commissioning charges—Rs. 12 crores for Bhatinda and
Rs. 14 crores for Panipat. It was not as if this item was
not known at the time of the first estimates. The item
was considered, but a view was taken that the commis-
sioning costs, i.e. the cost of raw material, fuel-oil, coal
and power, the company will incur, but when they pro-
duce urea during the commissioning time, that urea can
be sold and certain credits will be given. This is a cor-
rect hypothesis in respect of other plants. For excmple,
in respect of naptha plant, there is no extra cost of com-
missioning. . But in fuel-oil case the number of sections
in this plant are much larger in the reformation process.
The commissioninf activities take longer time and in the
process there is also considerable amount of wastage of

-raw material. So, in actual practice, the carning from
the finished product was not what we expected in com-
parison with the utilization of raw material.”
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2.35 In reply to a further query whether it was not possible to
foresce all these things at the time of framing estimates, the represen-
tative of thc Ministry stated :—

“ It is possible only by long experience. What was available
in naphtha plant was not available in the case of fuel
based plant.”

2.36 As regards the expected cost of commissioning and testing,

it was stated that the total expenditure during that period estimated fot
Bhatinda and Panipat was as under :—

Bhatinda  Panipat
(Rs. [lakhs)
865.00 840.94

Expénditure during testing and commissioning
Value of production during testing and commissioning period 851.60 851.60
Net. . . . . . . . i . . (=340 (4)10.60

2.37 In regard to the value and the quantity of urca actually re-
covered during the commissioning period and also the basis of arriv-
ing at the value, it was stated that the quantity and value of urea re-
covered during testing and trial runs of the Nangal Expansion, Bhatinda
and Panipat Units of NFL was as under :—

~n
Qt. Mt. . Value (Rs./

lakhs)
Nangul Expansion . s . 49812 1131.13
Bhatiada . . . 4097 135.38
Panipat 24625 614.90

In addition, small quantities, of Ammonia and Sulphur was also avail-
able. as opening stock on the dates of commercial production of the
projects. The value of these products was also included above in the
value of urea. In regard to basis of valuation, the Ministry stated
that the basis of evaluation was the retention price prevalent on the
date of sale or commercial production in case of unsold stocks.” The
valuation of Ammonia and Sulphur was on the basis of cost of pro-
ductionlmarket price, whichever was lower.

- w—e

2.38 The Committee enquired as to what extent the cost of pro-
duction of urea had gone up due to increase in cost estimates of the
three projects. The NFL, in a note furnished after cvidence stated
that the elements of cost which were affected due to increase in capi-

tal cost were (a) depreciation and (b) interest on long term loans.
In casc of Nangal Expansion, Bhatinda and Panipat Projects, the in-
crease in the .cost was as under :—

e i ) (Rs.[crores)

Original/  Final cost  Variations
firmed up  of the pro-
Garm 1y e - ——— et e e e . e c“,ma‘eﬁ Jw'
Naugal Expansion . 1560 13250 56.90
Bhatinda . . ‘ L 188.48  240.47 51.99
Panipat . . /. . S 182.88 221.33 38.45
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2.39 The increase in the cost of production of urea per tonne as
a conSequence of increase in the cost of the project due to delay in
project at 80 per cent level and 90 per cent level at operation would
be as under :-—

(In Rupees)
Operation _ Level
ETYA 90°%
Nanght Lxpansion 296 263
Bhatindis . 175 155
Panipat . 129 L1s

2.40 In February 1973, Government had received feasibility reports
for Bhatinda and Panipat Projects, but investiment decisivns were tuken
after 18 and 24 months respectively. The Committee -regret that the
Ministry took an unusually long time. They hope instructions issued
by the Ministry of Finance (Plan Finance Division) in March 1982
pursuance of the recommendation of the Committee in their twenty-
Seventh Report (1981-82) wherein the Ministries have been asked to
ensure that clearance of a project does not normally take more than six
months have been noted by the Ministry and in future project approval
will mot take more than 6 months.

2.41 There have been heavy slippages ranging from 13 to 32 months
in the construction and commissioning of the Nangal Expansion,
Bhatinda and Panipat projects with reference to original schedules. There
were delnys both in civil construction work and in supply of equipments,
Even after mechanical completion, the time taken in commissioning and
commencement of commercial production was more than originally anti-
cipated. The delays in construction have resulted in cost escalation to
the extent of over Rs. 50 crores and loss of produciion valued at over
Rs. 200 crores. The Committee are perturbed over these delays in
implementation of projects which have proved to be very costly, These
delays, the Committee feel are mostly due to lack of management control
and monitoring of the projects both at the corporate and the Ministry
level. They would stress that these wings of the organisation should
he made more effective with a view to taking timelv remedial mea-
sures and to avoid such costly delays in future. The Committce would
like the Ministry/Company to ensure that schedules fixed for construct-
ing and commissioning of a plant are adhered to as far as possible.

2.42 For the delays in supply of equipment by the foreign and Indian
suppliers both in private as well as in the public sector, altheugh penalty
is stated to have been imposed on the suppliers it has been generally
limited to 57 of the contract value which was insignificant compared
to the loss suffered by the Company on account of delays in construction.
The Committee suggest that the liquidated damages should he related to
the loss to which the undertaking may be put on account of delays in
the discharge of the responsibility envisaged in the agrecment in repard
to the supplies and other aspects like commissioning of the plant etc. to
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ensure that the interest of the Government|public enterprises is ade-
quately safeguarded.

2.43 Besides the escalation in cost on account of delays in const-
ructlon, the estimates have also increased to the extent of Rs. 26.16
crores in Bhatinda and Panipat projects on account of absence of any
provision in the original estimates for testing and comissioning on the
assumption that actual expenditure on inputs and utilitics during this
period would more-or-less match with the sales value of production
achieved. These assumption, however, did not materialise. While the
expenditure was morc than originally anticipated, the production achiev-
ed was much lower. In any case the Committee suggest that the esti-
mated expenditure on testing and commissioning should be part of the
capital estimates to present a correct picture in regard to the cost of a
project and receipts during the construction period could he shown
scparately.

2.44 Heavy cost overrun, ranging from 58 per cent to 75 per cent
over the original estimates has also resulted in the increase of cost of
production of urea ranging from Rs. 129 to Rs. 296 per tonne. The
Committee feel that these results call for greater vigilance and alertness
on the part of all concerned to avoid such heavy cost overruns.

(d) Profitability Analysis

2.45 About the effect of increase in the cost estimate of Nangal
Expansion, Bhatinda and Panipat projects on the rate of financial return
on the investment made as compared to that anticipated at the time of
sanctlonmg of the pro;ect the NFL has fumished the following data :

Nangnl Fxpamlon """ Bhatinda Panipat

—.—

Original  Actual Original  Actual Original ~ Actual
estimate estimate cestimate

Rate of financial re-
turn on the invest-
ment at 90°; capacity
and beforo taxes . 10.93% 10.63°%; 19.9% 22.4% :'.0.7‘,‘.{, 22.6%,

2.46 The Commlttee cnquired as to how in spite of large increase
in the capital cost, the financial return on Bhatinda. Panipat has been
higher than originally assessed. They were informed by NFL that
the financial return for each project was based on actual cost of the
project. The retention price was so fixed that at 80 per cent capacity
utilisation of the factory therc was a return of 12 per cent post tax
taking into account the raw material, investment cost ctc.

2.47 Asked whether the present system of fixing of retention price
based on the actual cost of the project was eat:sfactory the Secrctary
of the Ministry stated in his evidence that prior to April 1981, the Re-
tention Pricc formula admitted the actual capital cost so long as they
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were approved by the competent authorities and the incentive to keep
-Jown the capital cost was not thet much evident. It was, however, ex-
plained that the retention price scheme was introduced from Ist No-
vember, 1977. For the projects completed before November, 1977 the
Comnipanies had no idea of retention price. Therefore, their udding any
amount to the cost after 1-11-77 to claim higher retention prices did
not arise. In order to correct the situation and to instil a sense of dis-
cipline in the project monitoring agency as well s the Company itself,
the decision had been taken by FICC that for new projects wherever
there was delay as compared to the origigal targets date, the actual ex-
penditure on financing, departmental and preoperative expenses would
be reckoned only up to the original date of commercicl production as
envisaged and balance disallowed from the capital costs for the pur-
pose of calculating financing charges and deprecixtion. The only ¢xcep-
tion made was in respect of equipment, wherever due to unforeseen
circumstances beyond their control the cost of equipment had gone up
because of delcyed deliveries or escalation in cost etc. To this extent
the retention pricing formula had been rationalised to ensurc some
measure of financial pricing formula had been rationalised to ensure
some measure of finahcial discipline so far as taking into account the
actuz] cost of construction was concerned.

2.48 The Committee desired to know whether there was any in-
centive under the present pricing formula to keep the capital cost on
fertiliser projects to the absolute minimum. The witness stated thae
“the incentive is in-built in the scheme itself to the limited extent that
they have to keep the cost down to reduceleliminate disallowance (of
additional capital costs). As it is, there is no other jncentive. Possi-
bly this is a thing which we have to consider—the question having
been posed.  As it is, incentive is in the operational area itself—by
efficient running of the plant and the benefits that it enjoys by way of
higher profits by making capacity utilisation higher than 80 per cent”.

2.49 Asked whether the Ministry had come across cases of signifi-
cant cost escalation of fertilizers projects in the private sector, the wit-
ness stated :

“We do not have at the moment any information so far as that
is concerned because in the recent years practically no
private sector project has come into existence and, there-
fore, comparisons are not possible to that extent. The
only one that is there is the Gujarat Narmada Valley
Fertilizer Company which is a joint enterprise of the
Gujarat Statc Government as well as the public financial
institutions and also the public. In the case of the Gu-
jarat Narmada Valley Fertilizer Company, the capital cost
is likely to go up from the original Rs. 220 crores to
Rs. 400 crores or so. Another one which has a very
marginal cost increase would be the Indian Explosives
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which have a unit in Kanpur; they haye an expansion
scheme; it was to cost about Rs. 70 crores but now it is
estimated to cost Rs. 80 crores or so. Barring these we do
not have any recent cases where comparisons with the
. private sector as such can be done to determine the order
of escalation.”

2.50 The Committee wanted to know as to how did the Ministry
guard against over-statement of capital costs, especially by private
sector units to secure higher retention price. In reply, the Secretary
of the Ministry stated during evidence :

“About the question how we safeguard against over-statement
of capital costs, especially the private sector units, to se-
cure higher retention price, I must mention here the pro-
cedure ghat is followed. So far- as the privatc sector
projects are concerned, the outlay of the project is not
approved by the Government. What thc Ministry does,
and through their jnstitutional mechanism, is only to re-
commend a licence for the establishment of a factory by
a 'private company in a particular place. But so far as
the cost of the project itself is concerned. it is for them
to take a view in consultation with the appraisal agencies,
The financing agencies like the IDBI and other appraise
the cost of the project and determinc whether the project
estimates -made are upto the mark and satisfactory from
their point of view. We do not have any mechanism to
scrutinise the cost of their project. The only safeguard
is this. Once the project is completed, they come under
the retention price scheme. If they say that their costs
have gone up and, therefore, the retention price should be
fixed on thé basis of the higher capital cost incurred, the
FICC technical experts go into that and find out the
reasons why they are asking for a retention price being
fixed on a higher capital cost of the project. These
matters are gone into and then a decision is taken as to
what is admissible and what is not admissible. The policy
decision which I have mentioned earlier does -~ not allow
taking into consideration changes in financing pattern and
other special reasons advanced in support of their
cleim for a higher retention price on the basis of
higher costs.’ ey are examined on merits both by the
financial experts and technical experts by the FICC and
then a decision is taken about the retention price. This
is the safeguard and we have got to see that they do not
paid up the costs to get a hlﬁ:?:r retention price.  This
scheme compels them to see that they keep the costs
down. So this broadly sums up the kmd of scheme that
we have”. Co e YRR
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2.51 The Committee enquired whether any econumic cost benefit
analysis was made at the time of sanctioning of the original estimates
and as subsequently revised in the case of Nangal Expansion, Panipat
and Bhatinda units and if so, how did the economic internal rate of
return change with the escalation of cost. In reply, the representative
of the Ministry stated :

“At first. when the three plants were approved, this system whs
not developed and LR.R. was not worked out for the
original cost estimates. However, when the cost was re-
vised for these three projects, LR.R. was worked out on

) economic basis. LR.R. for Nangal-] was 14.7 per cent
| with 25 per cent premium of foreign exchange and 10.3
per cent without premium, Bhatinda—19.7 per cent and
~15.2 per cent respectively and for Panipat the figures were
19.4 per cent and 15.8 per cent. These were the internal
' rate of return calculated by the Planning Commission,
While considering the economic rate, they take the landed
prices of the product and since it is paid in foreign ex-
change, a premium is given in calculation for producing

it within the country for saving foreign exchange.”

2.52 Asked if the BPE|Planning Commission undertake economic
cost benefit analysis of projects, do they keep the administrative Minis-
try and the public undertakings informed of the outcome, the Joint

Secretary of the Ministry stated :

“They do keep the administrative Ministry informed. In fact,
their evaluation is discussed with us. It is true NFL is
not aware of this. As a company it would look at the
financial return. When the proposal comes before Gov-
crnment, it should have an economic appraisal to see
which projects .are worth taking up.”

2.53 In this connection, the Secretary of the Ministry added that
normally chief executives of the public undertakings accompany them
when they go to PIB’s meetings. The note was no doubt sent to the
Ministry. The chief executives were informally aware, because the
note was a Government document. If they wanted to seek any clari-
fication, they talked to the chief executives.

2.54 The Committee enquired if there was a feedback of data
from the public undertaking to evaluate the actual economic return
and compare with the anticipations. The representative of the Minis-
try stated that the economic rate of return was usually applied for
appraising the projects and finding out the relative merit of different
projects, Once the projects were commissioned, the economic return
was no longer relevant. When pointed out that ifter commissioning
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there could be many changes such as variation in capacity utilisation
etc., the witness stated that once a project was approved and had gone
on stream, the financial return would only show whether the plant was
working efficiently and the economic return was relevant before the
project was approved. ‘ ‘

2.55 The Committee peinted out that in their 17th Report (7th
Lok Sabha) on Coal India Ltd., they had stressed that the analysis
of economic costs and benefits of the nationalised coal industry should
be undertaken on a scientific basis, in consultation with the Planning
Commission, at periodic intervals, in order to assure all concerned
that the industry was productive, simultaneously taking steps to eco-
nomise on the use of men, machinery and other inputs progressively.
In reply, the Government had stated that the analysis would be under-
taken by the Planning Commission periodically once in three|four
years in consultatidn with Coal India Ltd. On the Committee’s sug-
gestion that similar periodical analysis in regard to c¢conomic rate of
return could be done for fertilizer projects, the Secretary of the Minis-
try stated : “We will get in touch with the Planning Commission and
suggest this, because they have the people capable of doing it”. -

2.56 In spite of heavy cost overrun the rate of financial return based
on the revised estimates is stated to be almost the same¢ in the case of
Nangal Expansion and higher for Bhatinda and Panipat projects as com-
pared to that assessed originally. This is because the retention price for-
mula for the fertilizers provides for intercst and depreciation on the basis
of actual capital cost. As a result of increase in the ¢ost of the projects,
the retention price also went up. The difference between the retention
price and the ex-works selling price is paid as subsidy to the Companies.
With the result either the exchequer has to bear a higher subsidy burden
on account of cost overrun due to poor project management, of the con-
sumer has to pay the higher price. The Committee wer: informed that
in order to correct the situation a decision had been taken in April 1981
that for new projects :/herever there was delay in commissioning as com-
‘pared to the original target date the escalation in capital cost on account
of the delay will not be reckoned for the purpose of retention price except
escalation in respect of cost of equipment due to circumstances beyond
the control of project authorities. The Committee hope that change
introduced in the retention price formula will help in better project
management and financial control by the project authoritics. The Com-
mittee, however, find that there is no mechanism in the Ministry to
scrutinise the original capital costs of the fertilizer projects in the pri-
vate sector and the possibility of overstatement of the expenditure to
securc higher retention price cannot be ruled out. They therefore sog-
gest tha; suitable norms be evolved for determining capital costs of the
fertilizer projects for fixing the retention price with built-in incentive for
kecping down the cost.
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2.57 The Committec would also like to point out that in the case of
{ertilizer projects, having the retention price system, the financial rate
of return does not reflect the true economies of the Project. It is essen-
tiai to have -economic cost benefit analysis and the internal rate of re-
turn determined thereby. In the case of three projects of NFL. no such
analysis had been made originally but is stated to have been done when
the estimates were revised and the projects were found economically
viable. The Committee suggest that the economic cost benefit analysis
of the fertilizer projects in the public sector should be undertaken at
periodical intervals and the result of such analysis brought out in the
Annnal Report of the Department of Fertilizers as has been agreed to
by the Planning Commission in the case of coal industry in pursuance
of the rccommendations of the Committee in their 17th Report
(1980-81).

31 LsS/82—3.



CHAPTER 11

PRODUCTION' PERFORMAN CE

(2) Capacity Utilisation

3.1 The production performance of each of the three plants during
the last three years was as follows :—

-

(Fig. in 000" MT of ‘N

Year

Installed Actual  Capacity
capacity Produc-  Utilisa-

tion tion(%)
Nangal Unit (Over all) X
1979-80 . 232 1301, 56.1
1980-81 , N 22 123.2 53.1
1981-82 . 232 170.4 7.5
Panipat Unit*
1980-81 235 - 68.2 29
198182 . 235 182.1 7.5
Bhatinda*
1980-81 . . ¢ . 235 99.7 42.4
1981-82 . 235 133.7 56.8

* Commercial prodaction in l’;;lipat and Bhatinda commenced W.c.f. 1-9-1979 and
1-10-1979 rospactively, therefore production figures of thesc plaats are given only for two
complete years i.e. for 1980-81 and 1981-82. v

3.2 Asked about the percentage utilisation of each plant in
1982-83 (April to September), the NFL in a note furnished after
evidence stated that capacity utilisation of the 3 NFL plants during
April-September 1982 and upto December 1982 has been as

follows :—
Upro Upto
Septem- Dec.
ber 1982 1982
Nengal . _ e ... M3 16.0%
Panipat . e e« . . 50.8% 63.0%
Bhatinda . . . . . 4.6 56,7%
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3.3 The Committec werc informed that for the Sixth Five Year
Plan, target for the three NFL Units was 25 lakh MT of Nitrogen.
Individually unit wise targets are :—

lakh MT

of Nitrogen

Nangal - . . . . . . . . . . . 8.7
Panipat . . . . . . . . . . . . . 8.00
Bhatinda . . . . . . . . . . . 8,29

3.4 The Committee enquircd about targets fixed for production
during the Sixth Five Year Plan period and the actual achicvement
thereagainst. The NFL in a no‘e stated that for the first two years, i.e.,
year ld980-81 and 1981-82 targetted and aciual production figures were
as under :—

" Sixth Plan (000' MT N)
Year Nangal Panipat Bhatinda
‘ Targot Actual Target Actua! Target Actual
198081 . . .  1%6.9  123.2 9.7 68.2  97.9 99.7
170.0 170.4 165.0 182.1  184.9 133.7

1981-82 .

3.5 The Committee desired to know as to whether the Company
would be able 1o achieve the target of production set in the Sixth Five
Year Plan. The Ministry of Chemicals and Fertilizers stdated in a note
that it was now anticipated that the actual production might be of the
order of 24.27 lakh tonnes of nutrients details of which were as
-under:—

Lakh

tonnes -
Actadd pootactidadari gz 1930-81 4l 1951-32 . . . . . 1.17
Planaed for 1932-93 . . . . . . . . 3.14
1943-34 . . . . . . . 5.68
1934-85 . . . . B ' 5.68
24.27

3.6 When enquired about the reasons for low capacity utilisation
of the Plants, the Secretary of the Ministry stated in evidence that it
was now fuel oil technology as against earlier technology of naptha.
The 1st year’s production and capacity utilisation was worked out at
50 per cent, second year’s at 70 per cent, third year’s at 80 per cent
and so on.

3.7 Asked whether the Ministry were satisfied with the achieve-
ment in regard to production, the Joint Secretary of the Ministry stated
that the production had been low. There had been certain circumstances,
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Inputs like fuel oil and coal were not availcble. There were problems of *
equipment in the plants. These were the abnormal situations. Things
‘had improved since last year. .

- 3.8 When pointed out that the private sector had been able to
mchieve better results, the Secretary of the Ministry stated, “They were
wise enough to have a captive power plant right from the beginning”. It
was, however, clarified that in the States like Rajasthan, Goa etc. the
State Governments could not give any assurance regarding supply of
power. Therefore, the private sector plants in Kotg and Goa had to
go for captive power plants. In the case of Punjab, they could give a
reasonable assurance of power supply to the NFL units.

(b) Causes for low production

(i) Equipment Problems :

3.9 The Committee enquired about the production days lost due
to equipment problems during the last two years, In a note, the NFL
stated that during 1980-81 and 1981-82 the NFL Projects swdfered loss
of production due to equipment problems as under :

Production days lost 1980-81 1981-82
Nangsl .. . . .o 16 S8
Panipat . . . ; . 23 27
Bhatinda . . . . 115 76

3.10 Asked about the number of production days lost in 1982-83
(April-September) due to equipment problems, the Managing Direc-
tor, NFL informed the Committee during evidence that 32 days, 17
days and 5 days were last in Nangal 11, Bhatinda and Panipat Plants
tespectively between April-September, 1982.

3.11 When pointed out that the da-ys lost due to equipment prob-
lems were on the higher side, the Managing Director, NFL stated :

“That was because these are new sophisticated plants. With
dedicated effort, we have been able to overcome most of
the problems: We feel that we are now on a very good
footing to produce at higher levels”.

3.12 The Committec enquired about the problem régarding waste
Aheat boiler which affected the production in Nangal-II unit. The NFL
in a note stated that the original Waste Heat Boiler, which was procured
from West Germany (valued at about Rs. 2 crores) failed after about
18 months of operation, i.c., after the expiry of the guarantees. The
boiler was got repaired from West Germany, generally conforming to
the original specifications. This boiler, however, again failed within a
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‘period of about one month. The expenditure on repair of the boiler in
West Germany was Rs. 95.70 lakhs as per details given below :

, Rs/lakhs
1. Payment made to M/s. Borsig for repair of Waste Heat Boiler including

cost of new tubes (DM 10,50,000) . = . . . . . . . 47.89

2. Air transportation of Waste Heat Boiler to and fro . . , . 16.06

3. Customs Duty . . . . . . . . 31.19

4, Inland Transporgationu . 0.56

95.70

ToTaL . . . .
The boiler was subsequently repaired in India with the following
modifications :—

(i) the tubes material was changed ;
(ii) ferules were provided at the gas entry points;

(iii) additional scavanging arrangement from the surfacc of the
tube plate was provided.

The total expenditure incurred for repair of boiler was approxi-
mately Rs. 7 lakhs, The repaired boiler has been in 'service since Nov-
ember 1981 and has been working satisfactorily till date at 85 per
cent capacity. .

™~

3.13 The Committee enquired whether any investigation was
made in regard to the causes of failure of the boiler. They were in-
formed that carlier when the boiler failed in September, 1979, M|s.
Uhde of West Germany who designed the boiler studied the failure
and attributed it to the stress corrosion cracking of the tubes mainly
due to caustic alkali. Subsequently, when the boiler failed again after
repairs, an Expert Committec was appointed to investigate into the
causes of failure and recommend corrective measures which submit-
ted its report in October, 1981. In their Report the Expert Committee
stated inter-alia that the mechanical design of the boiler is such that a
4-6 mm crevice at the tubeltube-shect joint after the termination of
hydraulic expaasion, 18 unavoidable. if the crevice is absent in the
design, the tubes would not fail even perhaps with deviations in water
qgglity tll:at occured due to fairly good resistance of “Modified ‘alloy
800" tubes’.

3.14 Regarding the cause of failure, the Expert Committee had
concluded as follows :—

“The failure of tubes in the crevices is attributed to stress cor-
rosion cracking due to gaustic alkali. Chlorides or fluori-
des may also have contributed to the failurc, The pre-
sence of deposit in the crevices provided the mechanism
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for enrichment of the caustic alkali -present in water to
corrosive levels under the deposit where maximum resi-
dual stresses, high temperature, alternate drying and wet-
ting conditions already existed. More or less similar con-
ditions are expected at the crevice portions in the tube] -
tube-hole in baffles where cracks were observed”.

3.15 Action had been taken on some of the recommendations of
the Expert Committee. The Expert Committee, however, suggested
that the long term solution to the problem was to choosc altogether
a new boiler whose design eliminated crevice or the &mmonia loop sys-
tem design possibly be modified so as to bring down the gas exit tem-
perature from ammonia convertor to around 400°C. A study in this
regard had been entrusted to M|s. Haldor Topsoe.

3.16 'The Committee enquired whether the question of having the
boiler repaired in the country igstead of sending it to West Germany
was considered. The Managing Director NFL in reply, stated :

% o

“This was a proprietary equipment. -This was a very dillicult
piece of equipment and we did not have the experience
of handling it. When it was handled in German workshop,
we could put our engineers to learn it. After coming buck
we changed the technique to suit our requitements. .. ...
we found that repairing it requires special jigs and tools.
When we came back after learning of the jigs and tools
depioyed there ‘for their own redquirements, we also pre-
pared our own jigs and tools to meet our requirements.
Whenever we send the equipment for repairs. We also send
our engineers so that they could learn the job™.

3.17 When pointed out that while purchasing the boiler it should
have been ensured that their engineers learnt the job, the witness ex-
plaind that at that time it was a proprietary item cnd the manufac-
turers did not allow the NFL engineers to go into the details when
the fabrication was going on. They. however, made it a condition that
whenever they sent the equipment for repairs their engineers would be
associated with the job.

3.18 Asked as to whether there was no guarantee of satisfactory
service of the boiler after the modifications were carried out by the
suppliers, ‘the witness stated in evidence :

“For repair of the equipment the guarantee clausc is not in-
troduced. In this particular case it was not a fabrication
failure. It was due to bad quality of water used. .. ...
........ The equipment is of sophisticated nature. There-
fore, we had to change the type of muterial for fabricat-
ing the tube bundle ourselves, to safeguard against poor
quality of water.”
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3.19 The Committee wanted to know that during the period when
the boiler was sent for repairs, how was the plant working. The Mana-
ging Director, NFL stated in evidence that they had two alternatives,
either the plant should be closed down or work it to a partial capacity.
When the boiler was sent for repairs, they put a bye-pass connection.
By this method, they could work without the boiler upto 55 per cent
capacity. :

3.20 Equipment problems relating to Synthesis Gas compressors
were stated to have affected production in 1980-81 in Bhatinda Unit
‘also. The Committee desired to -know the natire of problems faced,
the loss of production on that account and whether any responsibility
could be gfixed for the unsatisfactory working of the compressors. In
reply, the Managing Director, NFL stated :—

“The major problem was with the gas compressor in Bhatinda
in 1980-81 and there was leakage in the inter-cooler on
a number of occasions as a result of which the Plant had
to be closed down. However, the supplier, the BHEL, has
given us necessary service to look into the problem and
try to solve it and we are trying to see that some proper
welding is done so that the leaks are plugged”.

3.21 During the course of evidence of the representatives of NFL,
the Managing Director of the Company suggested that it was their
consideréd view that indigenous suppliers of equipment should pay-
greater attention to the manufacture ‘and supply of sparc parts. With
increased indigenous content of equipment in the Plants, it was desir-
able that spares of requsite quality were available n time of neces-
sary maintcnance. Asked as to whether the matter was brought to
the notice of the Ministry by the Company, if so, when and what was
the action taken by the Ministry thereon, the Secretary of the Mimistry
stated:—

.

“So far as thc question of availability of spare parts is con-
cerned right from 1979 we have been in touch with the
Ministries concerned, and also BHEL—in January 1979,
February and March 1979. We have been continuously
in dialogue with them, to make the spare parts available.
The position has considerably cased. It was very bad two
years back. But I will not call it totally satisfactory now.
Rccently in July 1982, for the first time BPE, ourselves
and the fertilizer industry had a kind of tripartitc meet-
ing, scminar or workshop in Vigyan Bhavan, along with
all the leading manufacturers and sub-contractors together
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there. The whole question of standardization, availability
of spare parts, after-sales service by them and the ques-
tion as to who is responsible for what, etc. were consi-
dered. That hes been helpful in trying to focus Govern-
ment attention in particular for the manufacture, to serve
the industry better and to ensure spare parts, after-sales
services etc.” _

3.22 In this connection, the Committee enquired as to why the
BHEL was not taking interest in this regard, the Joint Secretaty (F),
Ministry of Chemicals and Fertilizers stated-in evidence that adequate
number of spare parts were not available and the stock and the inven-
tory which ought to be there was not there.

»

3.23 Asked as to whether they were having the capacity to manu-

facture them, thc witness stated in evidence:— <

“We cannot really accurately answer it. It is for the BHEL, to
say about it. They have got a number of customers. There
are certain constraints, but they have kept the plant run-
ning: and the matter is being taken up with them”.

(i1) Inadequate availability of coal.

3.24 The Committec enquired about the number of production
days and value of production lost due to coal problem during the last
three years. The NFL, in a note-stated that the number of produc-
tion days and value of production lost due to non-availabilitylinade-
quate availability of coal in Nangal Expansion, Bhatinda and Panipat
Plants during the period 1979-80, 1980-81 was as follows :—

. (Value in Rs, crores)

" Unit T T T T  em980 1980-81

Days  Value Days Value

" Nangal 11 T T s T 120 20.41
Panipht . . 120 47.53
Bhatinda 29 9.58 37 9.40 ,

Total 143 33.80 286 77.34

3.25 In 1981-82, due to improvement in supplies of coal, there
was no loss of production at three NFL ‘units dut to input constraints.

3.26 Asked about the reasons for non-availability of coal, the NFL,
in a note furnished after evidence, stated that the non-availability of coal
had been the main reason for low capacity utilisation of Nangal Ex-
pansion, Panipat and Bhatinda Plants right from inception. The basic
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problem was due to non-availability of infrastructuré for the move-
ment of coal. The matter was taken up at various levels with their
administrative Ministry and in turn with the Energy Ministry as well
as Railway authorities. From' November|December 1980 onwards the
railways as well as Energy Ministry was stated to have given an assu-
rance that NFL plants would not suffer for want of coal. Though even
after that their plants had remained closed but therc had been no
loss of production due to non-availability of coal.

3.27 In this connection, the Committee desired to know whether
there was any system of stocking, coal by NFL to avoid stoppage of
plants due to shortage of coal. The witness stated in cvidence that
they had no hesitation to built up the stocks. They had madea request
to the railways and they were doing their best. Elaborating. he stated :

“I do no. Aknow how far they cun move more coal supply to us.
They «lso feed the other industries. Naturally. the railways
must have enough capacity to move more rakes. That is
frankly the situation. Our requirement ranges from 1000

. to 1100 tonnes per day per plant. The increase percen-
tage wise is not substantiz]”.

3.28 Subsequently, in a note, NFL furnished the position of avail-
ability of coal vis-a-vis the requirement of the plants during 1980-81
and 1981-82 as under:—

(Figures in Tonnes)

p——vs e - e

Requirement Actual availability

1980-81 1981-82 1980-81" 1981-82
Nangal 216000 270000 180156 290238
Bhatinda 315000 324000° 197896 268183
Panipat 315000 324000 130902 298612

PGPS, [Sp— — et e - - it o+ i B e i

3.29 In regard to problem of inadequate supply of coal, the Com-

- mittee enquired as to when it came to the notice of thc Ministry and

what were the reasons for delay in solving the problem. In reply, the
Secretary, Ministry of Chemicals and Fertilizers stated in evidence :

“Actually the problem was highlighted in October 1980 or so

when we had this problem. The situation became more

serious so far as availability of coal was concerned. It

was at that time we thought that we should have a machi-

nery within ourselves so that we can coordinate on behalf

of the fertilizer factories because they are gll away from

the coal locations. There should be a coordinating
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machinery to ensure supply of coal as early as possible.
So FICC deployed officers whose job is particularly
to look into the requirements of the factories and
coal was the one. Now, the position in 1982 is™ fairly
under control and we do not have any serious problem
in so far as the availability of coal is concerned”.

3.30 In view of non-availability of coal, the Committec enquired
as to whether, LSHS was ever used as an alternative fuel. In reply,
the Managing Director, NFL stated in evidence that the boilers were
designed in 1974 icr coal firing. The oil support could be upto 30 per
cent only hut they could not work exclusively on oil because their de-
sign was such. The new boiler which they were going to instal would
be designed to work also on 100 per cent oil. In this regard, the re-
presentative of the Ministry also stated that the boiler section was cap-
able of using 30 per cent in term of fuel oil and that was the maximum
which could be used. The fuél oil was much more expensive than coal
and the cost would go up. -

3.31 On a query as to whether the NFL was using that combi-
nation, the Joint Secretary (F), Ministry of Chemicals and Fertilizers
in evidence stated that as the coal wzs available, they were not using
any fuel oil. But whenever, there would be coal problem, the combi-
nation of coal and fuel oil would be used.

3.32 During the coursc of cvidence, the Managing Dircctor, NFL
stated that the quality of coal which they were getting was not ood
and at thmes it contained about 45 par cent ash. Their plants were de-
signed for receiving coal with ash content not exceeding 35%, resulting:
in lot of wear and tear to the plant which reduced the life of certain
parts of the machinery. Besides, they werce also incurring additional
transportation cost. It was suggested that the coal companies be
requested to instal beneficiation plants like coal washerics at the pit
heads so that coal of good quality only was transported to the manu-
facturing units. This would mean lesser pressure on infrastructure of
Railways towards transportation costs and better lif2 and lower main-
tenance time of boilers.

3.33 Asked about the Ministry’s view in this regard, the Joint
Secretary (F) of the Ministry stated in evidence that the problem of
ash was there not only in the fertilizer plants but also in other plants.
There could be a solution by way of beneficiation through washeries but
they required huge investments. The witness added that after washing
coal, there was more moisture in the coal and that also created certain
difficulties.
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-In this context, the witness further stated :

“The quality of coal was very important. In some plants it is

_even used as a feed stock. When it is ased in boilers, we

will have to examine whether that .much investment is

possible, NFL is using-1 million tonnes of coal. Many

customers will require good quality coal. Tnvestment is
very high”. '

©3.34 Asked as to whether suitable design for boilers could not
be found for using higher ash content coal, the witness stated in evi-
dence, “We will have to have appropriate boilers”. He added thut so
far as the new boilers were concerned, they would bz baszd on proper
linkages and the likely ash content. But in respact of thosc already built
as in NFL, there was not much that could be done. To some cxtent
LSHS could help but it was more expensive.

3.35 In this connection, the Committée enquired whether there
had been any study conducted about the comparative cost which they
would incur on using LSHS as fuel oil and by getting repaired the
boilers due to great wear and tear in the equipment and machinery
because of poor quality of coal. In reply, the Joint Secretary (F),
Ministry of Chemicals & Fertilizers stated in evidence :-—

" “We have received no such suggestion from NFL, but LSHS
will be more expensive. Anyway, we can ask them to
- carry out a study.”

(iii) Power Problems

3.36 Production days and value of production lost at the three
Units of NFL dfring last three years on account of power problems
was stated to be as follows — ’

(Value in Rs. Croros)

Unit 1979-80 1980-81 19R1-82
Days Value Days Value Day Value

Nangal 1 4 0.85 4 0.72 1 2.84

Panipat 36* 11.18 74 29.95 30 12.61

Bhatinda . 9*s 3,00 7 2.46 49 23.95

e e

*w.e.f. 1-9-1979
w.ef. 1-10-1979
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3.37 Asked about the problems faced by NFL inAespect of power,
the company in a note stated that power problems which had been
affecting performance of NFL units could be largely divided into two
categories :—

(i) Power cut &
(ii) Voltage fluctuations & Power failures.

Complete power cuts as well as partial power cuts had been imposed
on different occasions for all the three NFL Units. Problems relating
to voltage fuctuations power failures had been affecting production
performance of NFL Units more often. These voltags fluctuations’
power faitures resulted in sudden tripping of the plant, which not
only resulted in loss of production, but was also risky for equipments
and human life. A number of equipment failures had already occurred
due to these problems. At Panipat Units, these problems had been
more severe right {rom the commissioning stage. = There was hardly
any month when production had not been interrupted due to thesc
types of problems. From August 1981 onwards, these types of prob-
lems had increased at Bhatinda also.

»

3.38 As regards the arrangements made for power supply to diffe-
rent units. Government decided in April, 1955 to set up a fertilizer-cum-
heavy water plant at Nangal on account of following considerations :—

(i) Availability of abundant and cheap power generated {rom
the Bhakra Power Complex.

(i) Fertilizer factory based on electrolytic hydrogen offered
an attractive opportunity for simultancous production of
heavy water at aweasonable cost for supply to the Depart-
ment of Atomic Energy.

3.39 In terms of the agreement (effective from January 1961 for a
‘period of 25 years) between the Bhakra Management Board and the
Fertilizer Corporation of India, the Corporation was-entitled to power
supply of 164 MW of power, with power cuts not exceeding 40 MW,
if the power generated in the Bhakra Complex was less than 392 MW.
The Unit was also entitled to claim a penalty at th2 rate »f Rs. 5.50
per KW per month on 50 per cent of the contract denwuil for the
period exceeding 200 minutes of interruptions in a month, if the
supply to the Unit was interrupted for reasons other than what has been
provided in the agreement.

. 3.40 The. Bhakra Management Board sipplied power to the Unit
in accordance with the draft agreement till May 1970, but in July
1970, the quota of power for Nangal Unit was pegged at 98 MW by
a notification issued by the State Government of Punjab under the
Indian Electricity Act, 1910.
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3.41 The Corporation contended that the power cut imposed was
not justified as the generation at Bhakra was more than the minimum
generation upto which no power cut could be imposed on the Nangal
Unit. This issue together with the question of payment of compen-
sation to the Corporation and the payment of emhanced rates was
considered at the level of the then Ministers bf Petroleum and Che-
micals and Irrigation and Power between September 1970 and January
1971 when the following decisions were taken :—

(i) Bhakra Management Board should supply 124 MW of
power to the Corporation and, from July 1971, it should
be possible for Bhakra Management Board to give 164
MW,

(i) The Bhakra Management Bourd should pay compensation
to the Corporation at the rate of 9 paise per unit for reduc-
tion in power from 98 MW to 60 MW,

3.42 The actual average supply of power, ranged between 75 and
148 MW from 1970-71 and 1977-78 resulting in loss of production
of CAN valued at Rs. 24.80 crores in addition to production of heavy
water valued at Rs. 1.54 crores.

3.43 A meeting was held in March, 1977 wherein the representative
of F.C.I, BBMB and the Ministry of Energy were pretent. An agree-’
ment was reached therein which provided as follows :

(i) the agreement shall remain in force till 31st December,
1985 or till the existing plant is retived whichever is

earlier.

(iii) the Board would supply 98 MW power at 100 per cent
load factor to the existing plant w.e.f. 1st January 1978
and the power supply would not be reduced below 72
Mw.

(iii) the following would be the tariff for supply of power :—-

(a) Till 31st December, 1977 when the new plant would be
deemed to have gone into commercial production

4.88 paise KWH

(b) with effect from Ist January 1978 when 98 MW at 100
per cent load factor would be made available -

5.859 paise KWH

(c) when su]:iply of power is less than 98 MW at 100 per
cent load factor but not below 72 MW, °
‘ 3.6 puise] KWH
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. (d) when supply is above 98 MW at 100 per cent load
factor

10.0 paise KWH for the excess power above 98 MW.

" The rates of power agreed to are exclusive of electricity duly levied
by the State Government. '

3.44 The position however remained unsatisfactory. Against 98
MW contracted, the actual average availability was—

1978-79 . . . ) ) . . . 110.99 MW
1979-80 . ) . . ) . e .. 96.78 MW
1980-81 . . . . . . . . ) . 84.60 MW
1981-82 . . . . .. . . . . 64.38 MW

3.45 The Committee enquired as to what was the action taken by the
Ministry to ses that BBMB honoured the commitment ' mads to the
Ministry and the power was supplied at least in accordance with the

revised agreement. The Joint Secretary (F), Ministry oi Chemicals and
Fertilizers stated in evidence :

“Yt 15 true that it is an agreement, but in the final analysis, it is
rcally a matter to sce how much water the reservoir has, and
there are conflicting claims like the claim by the agricultur-
ists for their agricultural requirements and these claims are
also important. So, a balanced view has to be taken. From
the Ministry’s side, right from 1970 the Ministry of Che-
micals and Fertilizers had meetings with the Ministry
nf Power and then there has been meetings with the Chair-
‘man of the Board in subsequent years. Later on there were
meetings at the Secretary’s level. These meetings were held
in order to protect the interests of the Nenpal Sertilizer
Plant, but there are conflicting clajms, these cannot be
ignored either.”

3.46 In this connection, the Committee desired to know the figures
of, generation of power by the Bhakra Management Board and the
quantity of power supplied to National Fertilizers Ltd. In a note, the
Ministry of Chemicals and Fertilizers furnished the folowing statement
of energy supplied to NFL for the period from 1964 to 1981 :

Qeneration of power Power made avail-
at Bhakra from 1964 able to Nangal Ferti-

Year on wards on year to lizer factory from
year basis in Million Bhakra for the same
Units period in Million units
1 2 3
1964 . . K . . . . 3041.1 1383.629
1965 . . . . . . . 3194.5 1246.018
1966 . R . . . . . 3553.9 1314.724

1967 . . . . . . N 3939.9 1406.028




39

1 2 3
1968 . . 4343.0 1363.075
1969 .. . 4983.0 1384000
1970 R L 4280.0 907.487
1971 7 . . . . . 4832.0 969.417
92 . .. .. 1852.037 941,017

1973 . .. . 5414.737 978.414
974 . .. ) 4465.76 633.642
1975 . . . . . 5146.8G8 1109.721
1976 . .. .. 5817.39% 1384.421
107 2 5108.783 854.4402
1978 6737.011 952.557
1979 . .. 0856.486 953.278
1980 . Y ... $849.8172 747.142
1981 L 598855 611.829

3.47 Asked as to whether the agreement provided for payment of
compensationlpenalty in case of failure to make supples a» per the
agreement, the NFL in a note furnished after evidence stated that there
was a penalty clause in the original draft agreement and the penalty was
enforced by not paying the bills at the enhanced rates 1o BBMB.

3.48 The issue of payment of compensation to the Corpor.tion and
payment of enhanced rate to BBMB was considered at the level of the
then Ministers of Petroleum and Chemicals and Irrigation & Power, As
a result of these discussions, thc agreement was reached in March 1977
and according to which a payment of Rs. 10.5 crores was mzde by FCI
tc BBMB in full and final settlement of their claims towards enhanced
rates after adjusting compensation of Rs. 3.89 crores.

3.49 The Committee pointed out that the agreement with BBMB
would remain inforce till 31st December, 1985 or till the existing plant
was retired whichever was eailier. Asked wheiher any study had been
undertaken to ascertain the remaining life of the existing plant. the NFL
stated in a note that among the Nangal old plants, Heavy Water and
Ammonia Synthesis Section were in very good heal.h. Electrolysis Plant
could also be continuously run though with incrzased maintenance.
The plants would produce to the extent of availability of power, At
98 MW power supply the plant would work at 60 per cent capacity
only. This was possible provided the new power rates werc reasonable

and economical.

3.50 During the course of evidence, the Committee were also in-
formed that CAN plant based on production of Ammonia by Electroly-
sis process had & capacity of 300 tonnes of Ammonia per day and the
Nangai LCxpansion Unit had a capacity of 900 tonnes of Ammnionia per
day. Out of that, 600 tonnes was to be used for urea production and
the balance sent to the old plant and if necessary, the old plant could
be closed down. Further, & proposal whether to close it down or to go
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in for rehabiliation was stated tg have been put up by the Company. The
Committec desired to know the decision taken by the Ministry in this
regard. In reply, the representative of the Ministry stated in evidence :

“We have not taken the decision to discontinue it. This year,
the plant is not working. But there is no decision .taken
that this plant should be shut down permanently. . . . They
(NFL) cre anxious to diversify it.”

3.51 Asked in cese it was decidedto continue to run the old plant,
how was it proposed to utilise the surplus ammonia that would be avail-
able from new plant on its working upto full capacity, the National Fer-
tilizers Ltd. stated in a note that the Company had already entered into
an zgreement with M|s. Punjab National Fertilizers (a State Govern-
ment Undertaking), for supply of 70 MT of Ammonia per day for their
Unit coming up at Naya Nangal. About 50 Te|day would be utilised
for production of methanol for which a plant was being set up by the
Company at Nangal. Balance quantity was proposed to be sald to
other consumers.

3.52 The Committee wanted to know the position in regard to power
supply for Nangal II, Bhatinda and Panipat Plants. The NFL stated
that contracted power for each plent was as follows :—

Nagui 11 77 T3 e MVA T
Panipat 35 MVA

Bhatinda 30 MVA

3.53 As regards source of supplies, the Managing Director, NFL
stated in evidence that the Nangal II & Bhatinda Plants got power from
the Punjab State Electricity Board and Panipat got power from Har-
yena Electricity Board. There was no formal agreement for power supply
to these plants.” The Company had applied for required power and the
same had been sanctioned by the respective Electricity Boards for
supply against normal tariff and other usual conditions.

3.54 The Committee enquired about the steps taken by the Manage-
ment to overcome the constraint in regard to power supply. They were
informed that the problem regarding power had been actively persued
from time to time with the concerned authorities. The latest accord was
arrived at in a meeting held under the. Chairmanship of Cabinet Coordi-
nation Secretary, at Nangal on 15th Februcry, 1982, where it was con-
firmed that as per agreement reached with HSEB in April, 81, quota
of power to NFL Panipat would be segregated from the rest of the State
quota. In case of overdrewal by Haryana State, it was agreed tha NFL
supply should not be cut in view of the continuous nature of the plant
operations. During this meeting it was also agreed that :.

(i) In view of the very high priority accorded by the Central Gov-
ernment to maximise production of fertilizers, the PSEB would review
its priorities and consider according priority to fertilizer ynits next only
to Agriculture.
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(ii) Even in the event of power cuts becoming imperative in  the
Punijab Stute, PSEB(BBMB would reduce the power in stages  from
Narigal (old) and redistribute power to enable both Nang:l (New) and
Bhatinda units to continue production in consultation with the NFL
authorities. Cut on supply of power to Nangal (New) und Bhatinda
Plants would be imposed only as a last resort when even after curtail-
ment of supply to the old plant further cuts became imperative to meet
the demand of agriculture sector. )

3.55 Power cuts and voltage fluctuations were stated to be still con-
tinuing to affect performance of Bhatinda and Panipat Units. The Com-
pany hud therefore, decided to instal 25 MW Captive Power Units each
at Bhatinda and Panipat.

3.56 To another query as to when were captive power plants for
Bhatinda and Panipat Units sanctioned, the Managing Director, NFL
stated in evidence that their Board of Directors had approved the instaila-
tion of captive power plants in their meeting held in July 1982. The
plant« were likely to cost Rs. 50 crores cach. They had sent the proposal
to Government for sanction and in the meanwhile they were discussing
with the prospective suppliers about the plants. In this connection the
Secrctary of the Ministry stated in evidence that the proposals regarding
capiive power plants for Bhatinde and Panipat were received in Sep-
tember-October and they would try to expedite the pronnsals but it would
require at least 4 months.

3.57 Asked in view of the experience of Nangal 1 Unit. would it
not have been prudant to have sanctioned captive power plants for those
Units from the very beginning, the Joint Secretary (F), Ministry  of
Chemicals and Fertilizers stated in evidence that they had experience of
N:ugal where there were difficulties in getting adequate power. The
case of Bhatinda and Panipat was different from Nangal, as in Nangal
it was raw-material requirement in others it was power requirement.
Elaborating, the witness added :

“At the time when Bhetinda and Panipat were put up, discussions
were held with State Government’s, Electricity Boards. They
promiced the required quantity of power. Power problem
s of two Lkinds; ‘quality’ and ‘quantity’. Ammonia plant
is such a sensitive plant that even a minute’s interruption
results in lot of dislocation and it takes 24 to 36 hours to
set them right. Even small interruptions assume import-
ance. Therefore Bhatinda and Panipat have now to gc
in for captive units.”

3.58 When enquired why was it not thought of earli:r, the witness
stated that at earlier stages power cut was not there and alsn captive
power plant was also an expensive proposition because resources cons:
traint had alweys been there. A few year’s experience had shown then

31 LSS/82—4.
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that it was not correct for a sensitive fertili

at it ertilizer plant to depend #gpon
grid power. Therefore, the decision was taken to have internl captive
power generation.

The Secretary of the Ministry, added :

“To put it in a nut-shell, the fertilizer comes nowherejcompared
to other units. Now in view of our expgrience and in view
of emerging trend of power requirements and the require-
ments of our country itself, in so far s generation trend
and consumption trends are concerned, ] think even from
the economic point of view, to cover the ammonia end,
through the captive plant and not the urea end as not much
damage is done to the urea plants. But ammonia produc-
tion process is extraordinarily a sensitive process und inter-
ruption for & minute causes damages in various sections of
the plant. These damages are very costly. It has huppened

in Bhatinda Unit and it took 3 or 4 days to rectify the
defects.” ‘

3.59 The Committee enquired as to when the power plants were
likely to be set up and how the power requirements ware proposed to
‘be met till then. In reply, a representative of the Ministry stated in evi-
dence that it would take 3 years after wpproval for installation of the
power plants in Bhatinda and Panipat. As regards alternatc arrange-
ments till then, the witness stated :

“It is constant exercise. For Panipat there is a sepurate power
line trom Bhakra. This avoids certain problems. Scparate
circuits are used. There are some solutions which help
to some extent.”

3.60 Asked as to whether the power supply position to Nangal
Units was satisfactory then, the Managing Director. NFL stated
that the supply position was not satisfactory. They. therefore, had
to close down Nangal-I on 30th September, 1982 but they were conti-
nuing to run the Nangal-II Plant.

3.61 The Committee enquired about thr control of the Centre on
the BBMB. The representative of the Ministry of Chemicals and Ferti-
lizers stated in cvidence that the BBMB was an autonomous body created '
by a notification under the Punjab Reorganisation Act. The Chairman
of the Board was a nominee of the Central Government and  other
members of the Board were representatives ‘of the partner States viz.
Punjab, Haryana and Himachzl Pradesh. This Board was under .the
Ministry of Energy.

_3.62 He added that Bhakra was only a producer of cnergy and the
institution which supplied the power was Punjab State Electricity Board.
Technically, they were only a consumer. The Indian Electricity Act
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empowered the State Government to restrict or increase the supply of
power to the consumer. The Punjab Government had invoked that
power, which was available to them under the Electricity Act, and
treated them as a consumer.

3.63 Asked whether there were any instances of Central Govt. in-
tervening regarding supply of power to NFL, the Secretary of the
Ministry in evidence stated :

“So far as power supply is concerned, the arrangements  ate
always both on formal and informal plane. Whenever we
are having the problem, we have been taking up the matter
either at the Secretary’s level or the Minister’s level. To the .
extent possible, all possible arrangements are made. If not
total, at least some restricted power supply is made avail-
able. We seek the help of Department of Power and the
Department of Atomic Energy also. These are being done
to the extent possible. On two or three occasions we have
taken up the matter with the State Government also.”

3.64 In reply to a question the representatives of the Ministry stated
in evidence :—

“We will have to divide our power requirement into two parts.
One is for the old Nangal plant, where electricity is used as
a raw-material. There the requirement is very high, 164 *
MW. For Nangal expansion, Panipat and Bhatinda the
requirement is only 20 MW for general purpose, not as a
raw-material. In the Nangal expansion plant the capacity
is so fixed that adequate smmonia for both the old and-
new Nangal fertilizer plants can be provided by from the
plant. When we are talking about power availability from
the point of view of fertilizer production the most important
thing is power availability for Bhatinda, Pznipat and Nangal
expansion, which is not so high, 20 MW, today it is
assured. Today because there is no power for the old plant,
it is shut down and there is no ammonia production. The
real issue is that the haavy water plant gets closed once the
fertilizer plant gets closed down, which is fer more im-
portant than fertilizer. Only if the electricity is used for the
‘old Nangal plant we can produce ammonia, part of which
produces heavy water. Another point is that the tariff for
that power is very low, only 13 paise per unit, as against the
prevailing 30 or 35 paise. If the power tzriff goes up, then
the production of ammonia from this plant becomes ex-
horbitantly expensive. So, then it is not worth producing
ammonia. But keeping the power tariff low has implications
for the State Electricity Board. This is an overall problem
which has to be sorted out, taking into account the require-
ment of heavy water and other things.”
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3.65 The Committee note that the average capacity utilisation
of ‘the three plants of NFL—Nangal, Panipat, Bhatinda, had been only
42 per cent in 1980-81 and 70 per cent in 1981-82 against the set
objective of 90 per cent. Achicvement in the first half of the Sixth
Five Year Plan period was also only 38 per cent of the targets fixed
which were aimed at achieving on an average only 70"~ capacity. It has,
however, been stated that on the basis of production planned during
the yemaining Plan period, 95 per cent of the targets laid down would
be achieved. The Committee are distressed to note thar achicvement
kas been much less than the targets, They feel that failure to reach
the targets in such a vital commodity make the national economy suffer
on two counts, first lower financial return from sizeable investment
and secondly heavy drain of forcign exchange on import of substantial
quantities of fertilizers to meet the country’s requicements.  The
Committce are also unhappy to find that no scrious cforts had heen
made either by the Company or the Ministry to overcome the problems
and achieve the targets fixed.

3.66 The major constraints in achieving higher production have
been stated to be cquipment problems, inadequatc availability and poor
qualiy of coal and irregular and short supply of power. During the last
. two ycars, production days lost on account of equipment problems alone
were 74, 50 and 191 in Nangal, Panipat and Bhatinda Units respectively.
The position was thus particularly bad in Bhatinda Project. The probiem
is still continuing and the equipment problems have accounted for a
loss of 54 days production during April-September 1982, The Com-
mitice regret to noie that even after three years of the commencement
of commercial production the plants continue to suffer from cquipment
problems and management has failed to solve those problems which
are causing heavy shortfall in production. They would stress the
necd for immediate action to identify and remove the deficiencics.

3.67 Inadequate supply of spares of requisite quaiity by the indi-
genous suppliers is stated to be another problem faced by the Company.
The Committee have already stressed the need for better attention by
BHEL in regard to after-sale service and manufacturing of adequate
spares and their timely delivery in their 44th Report on BHEL. They
hope that the recommendation would be implemented in letter and spirit,
They would also like the NFL to assess its requirements in advance
and place orders sufficiently before the time of requirement.

3.68 Incidentally, the Committee find that on an imporicd * waste
heat boiler at Nangal II costing about Rs. 2 crores an expenditure of
Rs. 96 lakhs was incurred for repairs abroad and the boiler failed again
after one month of its recommissioning. An Expert Committec
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appointed after second failure of the boiler to investigate the causes of
the failure and to recommend corrective measures found inter-alia
design deficiencies in the boiler. On the basis of the recommenda-
tions of the Expert Committee the boiler was subsequently got repaired
in India and was stated to be working satisfactorily but at reduced
capacity. The Committee feel that the detailed inquiry into the
causes of failure of the boiler and the remedial measures needed for
its satisfactory working should have been conducted hefore sending it
for repairs abroad. In the absence of it, they fail to understand how
was it ensured that the boiler would work satisfactorily on re-commis-
sioning. The Committee desire that the matter be cxamined further
and responsibility tixed for the design deficiencies in the hoiler and
for incurring infructuous expenditure on its repair abroad.

3.69 Another factor which seriously affected the production of
the three plants in 1979-80 and 1980-81 was inadequate availability
and poor qualily of coal. The value of production lost in two years
on this account estimated at Rs. 111.14 crores. The Conunittce
find that the boilers of the plants are designed to use 30 per cent of Low
stock heavy sulphur as fuel. However, inspite shortage of coal, the
use of low stock heavy sulphur was not resorted to. The Committee
fcel that had there been better coordination with the Railways and
other measures like use of low stock heavy sulphur taken well in
time, the production loss on account of shortage of cogl could have

- becen avoided to a great extent.

.70 The higher ash content in the coal for which the plants were
not designed has created problems of greater wear and tear and reduc-
-ed the life of certain parts of the machinery. The Committee suggest
that the question of installing beneficiation plants at the pit heads to
upgrade the quality of coal, which would not only help in better life
and lower maintenance time of the boilers, but would also reduce the
transportation cost should be considered seriously.

3.71 The Conunittee view with concemn the loss of production to
the extent of Rs. 87.56 crores on account of power cuts as well as
powcr failuresvoltage fluctuations during 1979—82. The problems
is particularly serious in Nangal Unit 1 where electricity is the main
feed stock and the shortage of power not only affects the production of
fertilizers but ulso of heavy water. Power is drawa from Bhakra
but uctual distribution is controlled by the Statc Government.
Though demands of various consumers for power are expected to be
kept in view by the State Governntent, while the quantum of power genc-
rated in 1981 in Bhakra has doubled as compared to 1964 the Com-
mittec note that the power made available to Nangal Fertilier Plant was
even less than 507 of that supplied in 1964. In spite of the mater hav-
ing been taken up ot various Rvels and the fertilizer plants included
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-

in the priority list for supply of power, the Company is facing serious
power problem. —

3.72 The Committee have been informed that with the comunission-
ing ‘of Nangal Expansion Plant, having surplus ammonia capacity
which can meet the requirement of Nangal 1 unit the problem of pro-
duction of fertilizers of Nangal Unit I has becn largely solved. How-
cver, in the event of closing down of the electrolysis plant on account
of inadequate power supply, there will be stoppage of production in
thec heavy water plant also. The Committee desire that the matter
should be examined soon by Government and in case the production -
of beavy water at Nangal Unit is considered to be economically viable,
immediate steps should be taken to ensure regular supply of .|du|uate
power to the Nangal Plant.

3.73 In the case of Panipat and Bhatinda units, in view of the
fact that in ammonia|production process, power interruptions cause
heavy damages, belatedly, a decision had been taken by the Company
to have captive power plants of 25 MW at cach of the plants. It would,
however, take 3 years to set up the power plants after the approval
of the proposal by Government. In the meantime, in order to avoid
hcavy losses on account of power problem the Committee stress the
need for persuading the State Governments to implement the decision
taken at the meeting with the Cabinet Co-ordination Secrefary in
February 1982 and the supply of power to fertilizer plants be accorded
priority mext only to agriculture.  The - Committee hopc that the
Central Government will be able to make the State Government realize
their obligation to the Public Undertakings in their state and ensure
regular and uninterrupted power supply to them.



CHAPTER IV
FINANCIAL PERFORMANCE
(a) Cost of Production

4.1 The NFL in a note to the Committee have stated that the
sclling price (Consumer Price), Retention price fixed by FICC and the
actual cost of nroduction of urea during the period 1978-79 to 1981-
82 in regard to their plants, was as under :—

(Rs, Per tonne)

As on As on As on As on

Urea

33279 33RO 33RE IN3R2
Narngal
Consumer Price . 1450 1450 2000 2350
Retention Price . 1741 \ 2160 2327 2601
Cost of Production . 2414 2532 2737 2365
Panipat
Consumer Price . . .Y 1450 1450 2000 2350
Retention Price . . 2012 2649 2873 . 3276
Cost of Production . . N.A. 3137 932 2314
Bhatindu
Consumer Price . . . . 1450 1450 2000 2350
Rctention Price . . . . 2130 2729 2975 12
Cost of Production . . . e N.A. 2080 169 3192
Notes :

* 1. Nangal Expansion Plant started commercial production from 1-11-78. The cost of
production of the year 1978-79 was thus the average cost of production for § months
period November 78—March 1979.

2. Panipat Plant started commercial production w.c.f. 1-9-79. The cost of production
for the ycar 1979-80 was thus for 7 months period from September 1979 10 March 1980

3. Bhatinda Plant started commercial production w.c.f. 1-10-79. The cost of production
for the year 1979-80 was thus for 6 months period from October 79 1o March 80.

4.2 As regards the reasons for higher cost of production. the NFL
stated that the consumer prices of fertilizers were statutorily controll-
ed; the real comparison of the cost of production should be with the
retention prices. The principal reasons for cost of production bein
higher than thc retention prices of fertilizers during the peri
1970—82 were :

(i) Operation of plants at a lower level due to :—
\ (a) Non-availability inadequate availability of coal;
(b) Power cuts; and a large number of voltage dips;

v

A} 47



48

(¢) teething troubles; Nangal Expansion Plant was under
stabilisation during 1978-79 and Bhatinda and Panipat
Plants during 1979-80.

4.3 The prices of ammonium sulphate and calcium ammonium
nitratc (CAN) had been decontrolled by the Government with effect
from 8th Junc 1980.

4.4 Asked as to how did the selling price of CAN during 19%0-
81 and 1981-82 compare with the cost of production, NFL in « not
stated that after the issuc of notification decontrolling the price of
Anmonium Sulphate and CAN w.e.f. 8th June, 1980, an Iritormal
meeting was arranged in the Department of Chemicals and Ferukezers,
to discuss as to how the prices of these two products be fixed vy the
various manufacturers in the country, so that the prices were reason-
able and also thore was no unhealthy competition amonyg the-:manu-
faciurers. In this ineeting, it was decided that the manufacturens of
CAN in the country would sell their products at Rs. 1600 per towne.
The price of Rs. 1600 per tonne meant the cx-factory realisation of
Rs. 1250 per tonne of CAN.

4.5 As against the ex-factory price of Rs. 1250 per tonne the actual
cost ol production during 1980-81 and 1981-82 was :—
1980-81 . . . . . . . . . Rs. 1044.20 per tonne
1981-82 . . . . . . . . Rs.1263.06 per tonne

4.6 The lollowing were stated to be the reasons. for actual cust of
production being higher than the ex-factory realisation in 19§1-82 :

1. Increase in Electricity Duty by Punjab Statc Goverament
w.ed.  1-7-81, its impact on cost of production being
Rs. 132 per tonne of CAN.

CAN is also produced from Ammonia taken from Nangal

Expansion Plant. Increase in the cos: of ccal, 1.SHS,

clectricity duty has also affected adversely the - cost of
~ production of CAN from Expansion Ammonia.

)

3. Apart from the above, railways have increascd freight
from time to time and all these increases have affected the
profitability of CAN. Morcover, the equated freight was
originally fixed by Government for the supply of fertitizer
upto Block headquarters, whereas actually the fertlizer
has to be transported to the more distant- centres.  This
has_also had an inroad into the profitability of CAN.

4. After the fixation of the above price, there has been in-
creasc in expenses on salaries, maintenance and over-heads
which could not be recovered as the price once fixed
has not been revised so far.
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4.7 The Committee were also informed that whereas fertilizer pool
cqualisation charges and excise duty were removed from Urea and
other fertilizers w.ef. the date of decontrol, these two charges con-
tinued "to .be lcvied on Ammonium Sulphate and CAN. The inci-
dence of these two charges per tonne of CAN amounted to Rs. 213.44,

4.5 Turther keeping in view the present sale price of CAN at
Rs. 1600 per'tonne and Urea at Rs. 2350 per tonne, the price per kg.
of nutricnt content in CAN cost' the farmers Rs. 6.40, compared to
nitrogen per kg. in Urea at Rs. 5.11.  This disparity in the price was
making CAN unfavourable, where Urea and CAN, hoth were equally
useful to farmers.  With reduction in  démand for CAN in NFL's
normal cconomic zone, the Company had ventured to sell the products
in distant arcas, which meant higher expenditure on f{reight.

4.9 Asked about the total loss suffered by the company in the
sale of CAN during 1981-82, the Managing Director, NIFL. stated in
evidence. “During 1981-82 the loss suffered for production and sale
of CAN was Rs. 1.35 crores.” When the Committec wanted to know
the mecsures proposed to be taken by the company to reduce cost and
to ensure {air return on the production of CAN fertilizers, the witness

stated

“We have given two suggestions. CAN is produced by two
firms in India. We have requested that this should be
brought under retention price.  If it is not possible. then
do not levy any excise duty and fertilizer pool equalisation
charges. We have taken up with thc Govermnent und
the Government are actively considering our request. We
arc meeting the loss 'by increasing the production of Urea.
The Urea production is 81 per cent now, su that at least
the unit can continue to make profit”.

4.10 During the course of evidence of the Ministry, the Committee
desired to know .the reasons for decontrolling the prices of ¢mmonium
Sulphate and CAN from June, 1980. In reply, a representative of
the Ministry stated

"These were particularly used for raising the cash crops. It
) was felt that they would be able to sustain higher prices
i in the market. If the prices had been statutorily controll-
v ed it would have become necessary to give a  retention
price to the manufacturers and bring the products under

thc retention prices.”

4.11 The Committee pointed out that the cost of production of
CAN.in NFL was about Rs. 1263 in 1981-82 and enquired as to how
was it justified in informally pegging the ex-factory price at Rs. 1250
cven after decontrol of the price of CAN. The witness stated that
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immediately after decontrol the company earned some profit out of
the price but gradually the price of naphta as well as other raw mate-
rial went up with the result the cost of production of CAN increased.
The only possible way to make up for the increased raw material costs
was to raisc the selling price to the farmer. But since the bulk of fer-
tilizers like urea was statutorily controlled, there was a limit beyond
which the price could not be raised.

4.12 Asked about the decision faken by the Ministry on the NFL
suggestion regarding bringing of CAN under the retention price-for-
mula, the Secretary, Ministry of Chemicals and Fertilizers stated in
evidence, “The proposal has come from NFL. One more plant, the
Rourkela Steel Plant, is also now producing CAN. We arc examin-
ing it.” ’

When pointed out that while cxamining the above proposal of
NFL, the higher cost of production and excise duty' on CAN might
also be considered so that the examination could be complete, the
Joint Secretarv(F), Ministry of Chemicals and Fertilizers stated. “It
is examined by the Ministry, and the third angle is the subsidy paid.”

4.14 The Committee wanted to know the reasons [or doing away
with excise duty and fertilizer pool cqualisation charges on fertilizers
other than CAN und Ammonium Sulphate. In replv, the Séctary
of the Ministry stated :

“Earlier there was excise duty on all fertilizers. But once it
was brought under statutory control. Government had
to refund to the company the money, which had  been
collected as excise duty, as subsidy under retention price.
That is why, the excise duty has been abolished. In the
case of CAN since there is no retention price, the excise
duty collected by them, does not have to be refunded to
the manufacturers.”

4.15 In this connection, the Committee noted that in thc Budget
proposals for 1983-84 presented to Lok Sabha by the Minister of
Finance on 28th February. 1983, the production of CAN and Ammo-
nium Sulphate had been fully exempted from excise duty.

PROCESS EFFICIENCY

(i) Consumption of Materials

4.16 The Committee enquired about the basis of fixation of norms
for raw materials and utilities by Fertilizeér Industries Coordination
Committec and how did the actual consumption compare with the
norms. The Ministry stated in.a note, that the technical oflicers of
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Fertilizer Industries Coordination Committee visited the manufactur-
ing units for study on the date of actual behaviour of the plant. They
collected data regarding the consumption norms actually achieved
during Guarantee. Pest Runs of the plants as well as the actual con-
sumption norms achieved during continuous run of the plant for a
rcasonable period and at a capacity above 80 per cent. Based upon
these and providing a allowance for start-ups and shut-downs, con-
sumption norms figures were arrived at by FICC.

4.17 The actual consumption in respect of important items com-
pared with the norms fixed by FICC for the year 1981-82 and 1982-
83 (April to December) in respect of the three plants of NFL. werc
stated to be as under :—

) Nangal Panipat Bhatinda
Feedstock for 1onne of Ammoniain MT »

F1CC nortns . . . 0.839 0.843 0.843
Actusls for 1951-82 . . 0.88S 0.899 0.933
Actuals for 1982-83 . . 0.873 0.943 0.894
(April 1o December)

Ammenia per tonné of Urea in MT

FICC norms . . . . . . . 0.614 0.592 0.592
Actuals for 1981-82 . . . . . 0.590° 0.590 0.599
Actuals for 1982-83 . . . . . 0.591 0.591 0.599
(April to Dec.) ’

As regards reasons for . variations, the Ministry stated that the
‘principal reason for higher consumption of feed-stock per tonne of
Ammonia was_ frequent and sudden shut-downs and start-ups conse-
quent upon power failure and voltage dips.

(ii) Labour productivity

4.18 The Committee desired to know whether the justification for
the ievel of manpower and expenditure thereon had becn examined
with refercace to volume of work. The NFL stated that when the
Plants at Nangal Expansion, Bhatinda and Panipat were nearing comp-
letion an Expert Committee consisting of Experts from Fertilier Cor-
poration of India, Madras Fertilizers Ltd., Gujarat State Fertilizer Cor-
poration and National Fertilizers Ltd., was constituted to study the
manpower requirements of various UnitsOffices of thc Company bas-
ed upon workload and operational requirements. The report sub-
mitted by the Committee in June, 1978 was considered by the Board
in their meetings held on 10-7-78 and 9-8-1978. The Board of
Directors approved the set up and authorised the M.D. to make suit-
able modifications in ‘levels’ and ‘number’, keeping in view the opera-
tioza! requirements. As and when proposal for additional posts was
received {rom "departmental heads the same was cxamined in  detail
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keeping in view the expenditure involved before the sanction was
accorded by the Competent Authority. As a result of the above pro-
cedures the Company had been able to keep the staff strength within
the overall sanctioned limit. : :

4,19 Asked as to how did the manpower compared with the re-
quirements assessed by the Committee for each of the 3 plants, the
NFL in a note furnished, has stated that the manpower recommmended
by th¢ Committee, and in position were as under :-—

Nangal  Panipat Bbasinda
R&ummcndéd by lh~é- -(—,‘onﬁ;nincc . 3086* 1253 125
3337 1123 1047

1 position
*Excluding manpower for Public Relations Deptt. which was not under the  scope of
the Committce. .

4.20 The Fazal Committee had pointed out that thc manpower
engaged in Nangal Project was excessive and would need a substantial
reduction and had therefore, suggested an immediate study by the
Company and the Department of Chemicals and Fertilizers. The Com-
mittee cnquired, was any such study made and if so, what were its
findings and what was the action taken thereon. The Ministry of
Chemicals and Fertilizers stated in a note that a Committee consisting
of NFL Officers wes constituted during 1981 (1-7-81) for the review
of manpower requirement as suggested by Fazal Committec. The
Ofticers’ Commnittee had already submitted its report on 16-10-1981
and the same was under review by the NFL Management.

4.21 The Committee enquired about the number of casual labour
contract labour emploved by the Company during the years 1980-%1
and 1981-82 and the cost thereof. The NFL have furnished the
following information :

198081 198182
Unit R No. of Total  No. of Total il
’ mandays amount mandays amou

~ (Rs. lakhs) (Rs. lakhs)
Napgal . 13656 1.57 14489° 1.92
Panipat . . . 17023 2.65 12657 1.86
Bhatinda . . ., 16504 2.14 17861 L
Head Office . . . . 6558 - 0.7 7530 N1
Marketing Office, Chandigarh . 759 0.07 1030 (0S|

‘In.ad\.lilion 16130 mandays of Casual/Contract Labour were engaged durin'gh thc_.:\tca- for
chipping of hard set CAN and handling of off-grade Urea for reprocessing.
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4.22 The Committee desired to know as to how did the NFL ex-
plain large number of casualicontract labour especially in Nangal
Unit which was already having surplus manpower. In reply, the
Mancuging Director of NFL stated in evidence :

“We require extra labour or contract labour for doing some
hard type of works like scrapping of dust which gets de-
positéd in the machines etc. The job is casual in nature.
The quantum of work is fluctuating. Therefore, cvery
factory does employ people for such type of jobs. Be-
causc they are not of regular nature, we do not havc re-

gular employees.”

4.23 The Committece desired to know the measurcs taken by the
Company to elicit the cooperation of the labour in increasing produc-
tivity and efficiency. The NFL in a note inter-alia stated that reco-
gnising the importance of involving workers in the improvement of pro-
ductvity and cflicicncy of the organisation, the Company had introduc-
ed a productivity-linked incentive scheme, broad features of which
were —

(a) Incentive becomes payable zfter a reasonallc rate of pio-

duction had been achieved and the rate of incentive went
on increasing with increase in the level of production.

(b) increase in efliciency by improvement in the consumption
of materials; and

(c) Man-power factor to encourage attendance and reduce
overtime!absenteeism.

4.24 Thc Commitiee enquired, since when was the scheme in opera-
tion and what had been the results achieved in terms of increased labour
productivity of the Company. The Managing Director. NFL stated

in evidence :

“Productivity-linked scheme of Nangal Unit has been there
for some time. But after Nangal Expansion, Bhatinda
and Panipat, we formulated new production-linked scheme
with the agreement of the Union. This scheme has three
basic parameters. One is that when the production is
70 per cent or more, they start getting incentive. When-
ever they achieve norms better than what we fix as the
minimum achievable, they start getting more incentive as
a result of achievement. Those who are attending and
those who are not absenting, are getting increcsed
incentives. This incentive scheme was introduced by
us for units w.e.f. 1st April, 1981. This has yielded very
good results. It applies not only to the workers. This
incentive is payable upto Deputy General Manager level.
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They have become more conscious of secing that produc-
tion is increased because they lose money whenever there
is wastage. This has a very good effect on the working
of the plant.”

4.25 In reply to a Committee's query, whether any special targets
had been fixed for 1982-83 as 1982 has been declared ‘Productivity’
year, thc Managing Director, NFL stated that the Company hud in-
creased targets by about 17 per cent.

4.26 Asked what were the exact results that had been achieved in
terms of increase in labour productivity and profitability of the Com-
pany after the introduction of the productivity-linked Incentive Scheme,
the witness stated that in 1981-82 the production was much better
than in the previous year. Subsequently, in a note thec NFL has
stated that the increase in productivity during 1981-82 compared to
the immediately preceding year had been of the order of 67 per cent.
However, there were a number of factors contributing to increased
productivity and the entire increase cannot be attributed to the incen-
tive scheme alone. As a matter of fact, none of the plants of the
Company suffered production loss during 1981-82 due to non-avail-
ability of coal. There was a definite improvement in the supply of
power as well.

4.27 The impact of the Incentive Scheme was that the employecs
were keen to bring back the plémt in line at the earliest, after a shut-
down. They were also concerned about the wastages of materials,
because the consumption of raw-materials also constitute an important
factor in the calcuiation of incentive payable to the employees.

(b) Working Results

4.28 As against the set objective of 30 per cent gross return on
capital employed and 15 per cent net profit post-tax, the working re-
sults of the Company for 4 years period 1978-79 to 1981-82 were as
under :— .

(Rs./Crores)
Year Operating  Past period Net pmﬁtf
profit adjustments loss
w879, . . T 2.9 3.23 0.94
1979-80 . . . . R . . . (14.26) (0.05) (14.3D
1980-81 . . . . . . . . (41.62) 0.5 (42.13)
1981-82 . . . . . . . . 38.29 21.46 59.75

Note:—Figures in brackets represent loss or debit adjustment,

4.29 The Committee enquired about the reason for Josses suffered
by the Company in spite of the fact that the retention price system pro-
vided for 12 per cent post tax return on net worth. The NFL has
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stated in a note that FICC provided for 12 per cent post-tax return
at 80 per cent capacity utilisation on normative basis. The price for
Nangal Expansion had been fixed at capacity utilisation of urea at
90 per cent. The losses incurred by the Company during 1979-80
and 1980-81 were primarily due to lower capacity utilisation resulting
from inudequate{non-evailability of coal and power interruptions and
voltage dips. During the year 1981-82, when coal was not a cons-
traint in operating the plants, the Company earned an operating pro-
fit of Rs. 38.29 crores and a net profit after taking into account the
past period adjustments of Rs. 59.75 crores. Thus during the year
1981-82, the Company had wiped off all the accumulated losses and
had in fact generated a reserve of Rs. 4.32crores.

4.30 Asked as to what would have been the profit earned by the
Company had its production been in accordance with the retention
pricc formula i.e. 80 per cent of the installed capacity, the Ministry
stated that the profit before tax in 1981-82 would have been at
Rs. 75.43 crores. The Committee were informed that the subsidy
paid to NFL during the last three years was as follows :—

Rs. in crores

197980 . : . 44.48
1980-81 . . . 46.20
1981-82 . : : 86.50
Total 177.18

(c) Sundry Debtors

4.31 The volume of book debts and sales for the last three yeélrs
were as follows :— ‘

(Rs. in lakhs)

- e —— .« < e e e 0 . ————— - A————— & \ o e + 3 s . oo ot o, ¢ S 0 Shemy mgh e 1§ & - *
As on 31st' March Total Book Debts Total- Sales Percentage
: of debtors
Considered Considered to sales
goods doubtful
1980 . . 37178 4.5 2381.99  13449.13 1771
1981 2533.87 15.63 2549.50 15586.87 16.36

1982 . . . 8681.07 14.36 8695.43 31969.48 27.20

4.32 The sundry debtors represented 2.1 months turn-over during
1979-80, 1.96 months in 1980-81 "and 3.3 months in 1981-82. The
amount outstanding for more than six months as on 31-3-1982 was
Rs. 469.89 lakhs.
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4.33 The Committee were also informed that an amount of Rs. 139
lakhs was due from Ministry of Agriculture which represented reim-
bursement due for thc price of CAN sold to the Fertilizer Pool hy
Nangal Unit during the period 1966 to 1969.

4.34 The Committee enquired as to when was the claim put-up
by the Company and what were the reasons for the delay in payment.
Inreply, the Ministry have stated in 2 note that the Company initial-
ly put up a claim in January, 1972 for Rs. 157.24 lakhs on account of
increasc in the cost of production due to the revision of electricity tariff
by the BBMB. This was stated to be not actually due to the Nangal
Unit, because the same had not been paid to the BBMB then. The
payment had not been made because the increase in the tarift of clec-
tricity was disputed by the Nangal Unit. The payment to the BBMB
was made in Februvary, 1978 after the dispute was settled. Thereafter.
claim was sent (o the Department of Expenditure, Cost Accounts
Branch which certificd the dues et Rs. 139.68 lakhs. The claim was
lodged immediatcly thereafter with the Ministry of Agriculture and
pursued.

4.35 The Ministry of Agriculture had responded on 21-2-80 that
thc matter was under examination. The chronology of events ulat-
ing to the case was  as under :—

(1) Ministry of C&F referred the matter to the Department
of Expenditure in November, 1978,

(2) Depaitment of Expenditure replied admlssnb lity of claim
of Rs. 139.68 laukhs on 31-1-79.

(3) Ministry of C&F referred the claim to the Department of
Agriculture on 19-4-79,

(4) Reference of the letters made by Ministry of C&F to De-
partment of Agriculture, 19-4-1979. 4-7-1979, 2-8-1979,
25-10-79, 24-11-79, 19-2-80. 25-4-80, 9-9-81, 22.10.81.
20-9-82. .

It has been stated that the matter was being puisued vigorously
with Ministry of Agriculture.

4.36 The Committee find that against the set objective of 30 per
cent gross return on capital employed and 15 per cent nct profit post-tax,
the NLF.J.. had suffered operational losses to the cxtent of Rs. 55.88
crores in 1979-80 and 1980-81 @Rs. 14.26 crores 'in 1979-80 and
Rs.-41.62 crores in 1980-81). Even during 1981-82, the opcrating
profit was Rs. 38.29 crores or 6.74 per cent of capiral employed. The
working results are poor despite the fact that Government had paid
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subsidy (o the Company to (he extent of Rs. 177.18 croves during the
last three years. The cost of production was high at the three plants of
NKL mainly duc to low production.  Consumption of feed sfl?ck
per tonue of ammonia was also higher as compared to Fertilizer
Indnstrics Coordination Committee norms, which can not be attiibuted
only to power fuilures and voltage dips. The Committee urge that
the Company and the Ministry should constantly review the perior-
mance of the three fertilizer plants, with a view to removing the cons-
traints that itzpede the production and cost cfficicncy.. Unless frequent
reviews are made and timely corrective measures are taken, the Com-
mittee are afraid that the financial objectives set by *he Company will
not he possibie to achieve,

4.37 Thce manpower at Nangal Unit was ulio high. It was about
three times that at Panipat 4nd Bhatinda. In spite of excessive man-
power, a largze number of casual labourers have been employed. The
Committee regret that although a departmental Comniitiee constituted
" to review manpower requirement had submitted its report in Octuber
1981, no action had been taken on the report and this was stated to
be «ill ‘onder review’ by the management. The Committee would
urge the need for taking effective steps to employ the surplus mun-
power productively and to exercise greater control over employment of

casual lubour,

4.38 The Committee are glad to note that the Company has intro-
duccd productivity-linked incentive scheme which is stated to  have
produccd good results. They would however, emphasise the .need for
fixing suitable norms for earning incentive not only for level of produc-
tion but also for consumption of material based ox F.LC.C. rorms.

4.39 Although the prices of ammonium sulphate and CAN had
been decontrolied w.ef. June 1930, the price of CAN fertilicrs had
“heen informally pegeed at Rs, 1250 per tonne resulting in a loss of
Rs. 1.35 crores to the Company in 1981-82. The Committee note in
this comneciion the proposal made in the Budget for i983-84 fully
exempiing ammoninm sulphate and CAN from exclce duty which would
partly help in reducing their cost of production, The Cammittee do
not think tiat informal price pegging of the producis af an unrennmera-
tive level is appropriate. This arrangement theeefore reguire looking
into in case the position has not been reviewed after the pranting of
the duty exemption,

4.40 The volume of book dcbts has also fone up and were cquip-
valent to 27.20 per cent of sales in 1981-82 as against 16.36 per cent
_in (e previous year. The Committee would stress (e need for taking
effective sieps to realise the debts outstanding for lone. Incidently the

31 LSS /R2..-5,
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Committee find that an amount of Rs. 136.68 lakhs was outstanding
agpinsi the Ministry of Agriculture for more than three years. The
claim in respect of rcimbursement due for fertilizers sold to the fertilizer
pool, sent to the Ministry in April, 1979 after the admissibility of claim
had beenr ceitified even by the Department of Expendituce, has not
been settied so far. The Committee cannot but vigret such inordinate
delays in scitling of claims by a Government Departinent which besides
financial coastraint causes avoidable loss to the undertaking which has
to pay heavy inferest to commercial banks on the amountt borrowed to
meet the working capital requircinents. They hope that the payment
waunld He made by the Ministry of Agriculture to the Company without
any further delay.



CHAPTER.V _
INVENTORY CONTROL

5.1 The value of inventories at three Units of NFL as on 31-3-82
is indicated below :—

(Rs./lakhs)
Sl Items ‘ Nangal Bhatinda  Panipat’
No.
1. Raw-materials 308.96 329.31 216.10
2. Coal & Fuel Oil . . . . . . 12.37 58.69 77.00
3. Chemicals & Catalyst . . . . 263.57 85.10 77.11
4. Packing Materials . . . . 46.97 1.68 34.33
5. Finished Goods . . . . . 730.36 118.41 582.20
6. General Stores . . . . . . 289.95 312.51 295.96
7. Spares . . . . . . 1012.43 1272.63 1212.0
8. Surplus Mltemls . . . . . 166.45 .. .
/ . 3
Total . . . . . . . 2831 .06 2178.33 2494.70

5.2 The Committee enquired whether any norms had been fixed
for inventory holdings. The NFL stated in a note that the norms fixed
by FICC which was the pricing authority for the fertilizer industry

were as follows i—

Raw-materials : One Month

Fuel Oil for Boilér : One month

Chemicals & Stores : Two months

Spare Parts : Three years

Catalysts : One charge for each catalyst
Packing Material : Six weeks stock

Finished stocks , : 22 days

5.3 . When asked about the value of stores aud spares on 31-3-82
at Nengal which had not moved for 3 years and moze, the NFL, in
reply furnished the following information :

(Rs./lakhs)
Total Indigenous Imported
Spares . . . . . . . 267.81 T1.58 196.26
General Stores . . . . « 191.29 88.61 102.68
459.10 160.16 298.94
59
31 LSS/82—6.
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The above value of Rs, 459.10 lakhs included insurance spares
valued at Rs. 138,39 lakhs.

5.4 Asked as to what were the reasons for over-provisioning, the
Company have in a note stated that the inventory of spare parts
included certain insurance spares which moved only in case of
a break-down. The insurance spares and stand by assemblies, had
to be maintained in order to ensure un-interrapted operations of the
plants to the extent possible.

5.5 The Committee pointed out that the stock of Chemicals and
Catalysts was also much higher (Rs. 263.57 lakhs) in Nengal Unit as
compared to Bhatinda (Rs. 85.10 lakhs) and Panipat (Rs. 77.11 lakhs)
and asked reasons for the same. The NFL in a note has stated thet
the stock ol catalyst was always one full charge and for chemicals two
months consumption. At Nangel, there were two umits i.e, Nangal old
and Nengal Expansion and accordingly, the numnber of catalysts and
chemicals were more. Unit-wise break-up of Chemicals and Catalysts
in respect  of three Plants was stated to be as under :—

(Rs. Lakhs)

Nangal - Bhmtinda Panipat

Chemicals . . . . . 141.58 39.09 48.04
Catalysts . . . .o 100.75 46.01 29.0T7

242.33 85.10 77.11

At Nangal, there were 5 catalysts compared to only two catalysts
at Bhatindz and Panipat.

5.6 In regard to finished goods, the Committee desired to know
the reasons for higher stocks in Pampat and Nangal units. In reply,
the Managing Director, NFL stated in evidence :

“Our Bhatinda plant was closed down during March 1982 due
to certain repairs and hence it did not produce enough urea
during that month. As on 31-3-82 actual stocks of finish-
ed goods was 15 days, 1-1|2 days and 8 days production
at Nangal, Bhatinda and Panipat Plants respectively. This
is not abnormally high. As per the FICC norms nor-
mally 22 days’ inventories of the finished goods can be
kept. The norm is accepted by most of the fertilizer in-
dustries. Bhatinda’s inventory was much low because it
had not produced fully during March 1982", |
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5.7 The Committee enquired about break-up of surplus materials
of Rs. 166.45 lakhs in Nangal Unit into imported and indigenous
materials znd also justification for import of these items as well as
other surplus stores by the Company. The Managicg Director, NFL
in evidence, stated :

“The break-up of surplus stores in Nangal is :

Indigenous materials . . . Rs. 73.95 lakhs
Imported material . .. . . . . . . Re.92.50Iakhs

Rs. 166.45 lakhs

This surpfus has zrisen as a result of execution of Nangal Ex-
pansion project costing Rs. 132 crores. Most of the
material which are pipes and fittings and some of the other
malerials aré bulks in nature. They were indented on
estimates which cannot be 100 per cent accurate.......
These are erection surpluses which are generated as a result
of the execution of the project”.

5.8 On another query since how long did they remain surplus and
what was the present position of their utilisatior, the witness stated
that after going into commercial production in 1978 they had sold
out materials worth about Rs. 28 lakhs. He added : “This material
is lying with us for 1-1[2 years and we are making efforts to reduce
| SO We will be able to dispose it off or we will use it in our
projects because this is a material most of which can be consumed”.

59 The Committee pointed out thzt the Fazal Committee in their
Report, had made various recommendations in regard to materials .
and maintenance management. Asked as to how far those had been
implewnented by the , In a note the Company has stated that the
Fuzal Committee Report in respect of Materials and Maintenance
Management has been considered at the Board level and most of the
recommendations have been implemented. The Committee were also
informed that in order to keep the inventory level to the minimum, a
Committee called ‘Materials Management Review -Committee’ had
‘been constituted under the Chairmanship of a General Mannf , Nan-
gal, This Committee reviewed the inventory periodically. The
Committee had instructions to take special care with regard to the
inventory of stores and spares.
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Physical verification of stocks

5.10 Year-wise value of shortages.noticed &5 a result of physical.
verification in each of the units during 1979—82 was as under :—

(Rs. lakhs)
Year Nangal Panipat Bhatinda Total
1979-80 . . . . . 10.27 33.55 10.60 54.42
1980-81 . . . . 52.70 42.93 0.05 95.68
" 1981.82 . . . . 19.31 153.34 40.52 213.17

5.11 It was stated that the major portion of value of shortages
represented shortages of coal and finished products. In case of all
the umis. the losses were well within the limits of hendling loss approv-
ed by the Board of Directors, based upon a detailed study of such losses
conducted by FCI. .

5.12 Asked as to when was the study conducted by FCI and what
were the norms of handling losses suggested by them and on what
basis, the Managing Director, NFL, stated in evidence that in 1975
FCI had appointed M|s. A. F. Fergusson & Co., Chartered Ac-
countaats of Bombzy for reviewing the procedure for identification of
"or reduction of stocks|shortages at Trombay. After receipt of their
report, the FCI management decided to appoint the General Mana-
ger of Trombay to go through the report and collect the materials and
10 rccommend the maximum limit of norms of shortages in finished
products and raw materials for the whole of the Company. The
report was submitted in 1978 and it was referred to another Sub-Com-
mittec of Directors. The Board of Directors decided to accept the
following handling losses :

Coal
Transit loss 2%
Handling loss 2%
Total 4%

For urea, the handling loss was fixed at 1.5 per cent.

. 513 To another query as to what were the norms adopted by the

Company, the witness stated, “These norms were zdso- considered by

“:dc antigo‘;gal Fertilizers’ Board and we have adopted these norms in
ay ",
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5.14 Asked as to whether the Company had ever compared the

/ quantity of coal indented and actually received at site, the Meanaging
Director, NFL, stated “...... This can be done on the basis of test
check of the wagons. If the whole of the rake is to be checked, then
the company may have to incur the demurrage. . . .But we do the test

check and we will give the figures also.”

5.15 The Committee enquired whether any investigation was
mzde of the shortages noticed and responsibility fixed, the Managing
Director stated :

“We are exercising control continuously to bring it down further.
1 have appointed another Committee consisting of a Deputy
Generzl Manager and an Internal Auditor to go into
losses, and suggest further action”.

5.16 Asked zs to what were the reasons for shortages to the extent
of Rs. 153.34 lakhs in Panipat Plant during 1981-82, the witness stat-
ed that in Panipat loss due to coal was Rs. 22 lakhs and that due to
urca was Rs. 1.31 lukhs. Panipat had the maximum pruduction in that

year. e

5 17 In this connection, the Committee desired to know from the
Ministry as to whether they had enquired into the reasons for shortages
in Panmipat Plant having gone up from Rs. 42.93 lakhs in 1980-81 to
Rs. 153.34 lakhs in 1981-82 and from Rs. 0.05 lakh to Rs. 40.52
Jakhs in Bhatinda Plant during the same period. In reply, the Secre-
tary of the Ministry stated that thefts end pilferages were regularly re-
portad to the Board of Directors, where the Governnient were also
represented.  The Ministry by itself was not coming into the picture
in an operational way te find out what exactly was happening. unless
something was brought to the notice of the Ministry by the Manage-
ment. The Board examined the circumstances in which those pil-
ferages were taking place and took corrective or remedial measures
which were necessary, either for investigation or rectification.

The witness added :

“I undepsténd that the Managing Director of NFL has ap-
pointed a Committee to go into transit and handling losses

in respect of coal. The matter is under investigation”.

5.18 The Committee enquired the reasons for heavy shortages of
finished goods eis0. The Joint Secretary (F) of the Ministry stntcf:l that
therc were always certain losses which were inherent in handling.
Usually certain norms were fixed as to what were the admissible losses.
In respect of fuel oil based plants, they had appointed a Committee to
determine the norms for the losses and it had yet to give lts findings.
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5.19 Wien the Committee pointed out that their main concern
was that the losses due to shortzges had gone up steeply. The witness
stated, “Yes, we shall look into it”.

5.20 The Committee find that the total value of inventories in the
three plonts of NFL was Rs. 81.75 crores at the end of 1981-82. The
stock of raw materials, stores and spares was equivalent to about 5.32
months’ consumption. There was need for improvement in inventory
control particularly at Nangal Unit where the value of chemicals and
catalysts was more than the combined stock of these items at Panipat
and Bhatinda units. Further, general stores and spares valued at Rs. 4.59
crores (including imported items worth Rs. 2.39 croies) had not moved
for more than 3 years. In addition, surplus construction materials
worth Rs. 1.66 crores were lying undisposed for long. The Committee
need hardly point out that the excessive inventorics not only result in
locking up of funds but also entail heavy carrying cost. ' They hope
that the Materials Management Review Commiitee constituted by the
management would thoroughly review the inventory of various items
and effective steps would be taken on the basis of the sugpestions of
the Review Committee to reduce the inventories to thc minimum. The
Committee would suggest the formation of such Review Committees at
Bhatinda and Panipat Plants also.

5.21 The physical verification of stocks has vevealed heavy shor-
tages which have gone up from Rs. 54.42 lakhs in 1979-80 to Rs. 213.17
lnkhs in 1981-82 showing a four-fold increase within two years as
against 135 per cent increase in the value of production. The Committee
regret {0 note that in Panipat Unit alone the shortages amounted to
Rs. 153.34 lakhs out of which loss of urea was to be cstent of Rs. 131
lakhs. The Committee would like to be informed -of the findings of
the Departinental Committee set up by the management to go into
these losses and the action taken on the basis thereof, .

5.22 Shortages have also been noticed in the coal received at the
thrce plants. The Committee were informed in cvidence that test
checks of coal wagons was being done to check the quantity of coal
received and a Departmental Committee had been appointed by the
Company. fo go into transit and handling losses. They hove that the
Departmental Committee would undertake a detailed investigation and
suggest effective means to minimise losses due to transit shortages and
handling losses.



CHAPTER V1
ORGANISATIONAL MATTERS
Delay in filling up the post of Chief Executive

~ .6.1 The Ex-Chairman & Managing Director of the Company re-
linquished charge w.e.f. 19th October, 1979. The present Manuging
Director was appointed only on 16-5-81. In between that period, there
was nc Managing Director in the Company. Asked about
the reasons for mot appointing the Managing Director in NFL for
over 14 years, the Secretary, Ministry of Chemicals and Fertilizers
stated during evidence :-— .

“Shri B. B. Singh was the Chairman of NFL, who was_ ap-
pointed for a period of five years, wita effect from 1-4-78.
But before he could complete his term, he was relieved
of his assignment because he was appoiated as Chairman
of IFC w.ef. 19-10-79. Since the decision to zppoint
him as Chairman of IFC was taken suddenly, no advance
action was taken to fill up the post. The PESB was
asked to make suitable arrangement. In December, 1979
Mr. R. Subramanian, who was then the CMD of the
Hindusten Fertilizer Corporation was recommended for
appointment as CMD, NFL till 31-8-1980, which was also
the date of his superannuation. The proposal was process-
ed after getting the approval of the concerned Minister,
It was referred to the processing authority for obtaining
the approval of the Appointments Committee of the Cabi-
net. But the approval wes not received and the change of
Government took place. After the change of Govern-
ment we were advised to seek fresh approval from the new
Minister. The proposal was again processed but the approv-
al of the ACC was not received. In the meantime, PESB
was reconstituted. A recommendation was made that the
suitable candidate would be Mr. Devarajan, who was
the CMD of the Hindustan Organic Chemicals. When this
recommendzction was placed before the Minister Incharge,
he felt that Mr. Devarajan would be more useful in HOCL
itself, and he need not be disturbed. Since it wzs a pro-
motion for him, it was considered that the post of Chair-
man HOCL had to be upgraded to accommodate Mr.
Devarajan and to continue him therc. Then we approached

65
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PESB suggesting the appointment of Mr. U.R.W. Pande,
Director (Tech.), NFL to the post of CMD till superan-
- nuation. PESB did not accept this recommendstion, ins-
tead they recommended the appointment of Shri Kakkar
who is the present M.D. to the post. At that time Mr.
Pande was over-seeing the work of Mr. Kakkar and it
was not considered administratively desirable to appoint
Shri Kakkar. It took about four months to get this issue
sorted out. Since 16-5-81, Mr. Kekkar has been serving

as M.D. of the Company.”

6.2 The Committee pointed out that during the period when
there was no Chief Executive in the Company, it incurred heavy losses.
Asked whetier the absence of CMD affected the performance of NFL
during that period, the Secretary of the Ministry stated in evidence
that in tie years 1979-80 and 1980-81, not only NFL plants but the
entire northern area suffered from major infrastructural problems like
movement of coal, movement of oil becausc of agitation in Assam etc.
The situation improved all over from the first quarter of 1981. The
witness added, “You will find that 1981-82 has been a good year,
So. these arc essentially infrastructural problems, which are responsible

for lesser production.”

6.2 In this connection, the Joint Secretary (F), Ministry of Che-
micals and Fertilizers also stated during evidence :

“The infrastructural problems were very genuine at that time.
Certain problems like fuel oil availability could not be
sorted out by any Managing Director, because the Barauni
Refinery was closed. But the presence of the Managing
Director end Chief Executive would make a difference. The
Company was managed by the Board. There was Techni-
cal Director. Certainly, the presence of the Managing
Director would improve the position. It is not our idea
that we should under play this.... ...1 do not want to
make a value judgement about the Managing Director.”

6.4 The Committee regret to note the absence of a Managing
Director in the Company for 14 years during the crucial period of
its nperation (October 1979 to May 1981). Admuittedly the absence of
the Chief Executive affected the working of the Company. The Com-
mittec would invite attention in this connection to their recommenda-
tion in para 7 of their Eighth Report and would reiterate that the

procedure for sclection and making appointments to the post of Chief
Executives of public undertakings should be strecamlined and steps

taken to sce that the vacancies for whatever reasons are not allowed to
remain wafilled for long. '



CHAPTER VII
GENERAL .
(a) Agro-Service centres

7.1 One of the objectives of the company is stated to be to parti-
cipate in the marketing of other farm inputs and services, which could
yield a minimum profit of 10 per cent on the investment. In this
connection, the Committee desired to know as to what were the other
farm inputs and services marketed by the Company. The Managing
‘Director, NFY. stated in evidence that their company produced only
"nitrogenous fertilizers, even though they bad plans for producing
phosphate fertilizers also. They had recently taken steps to market
Di-ammonium phosphate (DAP) and were also considering proposals
of matketing pesticides and insecticides by meking suitable arrange-
ments with SPIC Travancore and FCI ctc.

7.2 When the Committee pointed out that this was one of the
obiectives finalised in 1980 and asked about the reasons for inordinate
delay in this regard, the witness stated in evidence that it could not be
said that they had not acted on this. They had established 12 agro-
service centres, where pesticides, insecticides and other farm inputs were
available. These things were available because of their zgro-service
centres. Otherwise their availability was not there in those arcas.

7.3 Asked about the return on investment on these activities, the
witness stated that these were self-sustaining service centres, because
they were not incurring additional costs on the centres in giving the
services of implements znd other inputs. To another query as to how
much percentage per product was being sold through the Agro-Service
Centres, the witness stated :

“Wc have put up these centres in backward and remote areas.
As regards the percentage of sale it is very nominal”.

7.4 The Company has taken up the marketing of pesticides and
insccticides through agro-service centres set up in backward and remote
areas. The Committee would emphasise the necd for more vigorous
efforts for the sale of these items by opening more such centres and
educating the farmers about the method and advantages of their use.

67
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68
(b) Production of Phosphatic Fertilizers

7.5 The Committee had enquired as to what were the main require-
w nts that were wanting for better and more eflicient working of the
Company. The NFL stated that it was producing only straight nitroge-
nous lertilizer in the form of urea and CAN. The requirement of culti-
vaters in this area was for balanced fertilizers. It was therefore neces-
sary that the Company should produce phosphatic fertilizer so as to
meect tiic requirement of farmers. The Committee desired to know
in the course of evidence of NFL the decision tzken in this matter. The
Managing Director, NFL stated that regarding production of phosphate
fertilizers the Company had taken a decision to install some new
machinery. Nitric Acid plant was already existing in Nangal and a
proposal had been sent to the Government for some more machinery.

7.6 Asked about the decision taken by the Ministry in regard to
production of phosphate fertilizers by NFL, the Secretary, Ministry of
Cheinicals and Fertilizers stated in evidence that they had received the
proposal for setting up a phosphate plant recently. It was under
examination: in consultation with the Planning Commission and it was
estimated to cost about Rs. 60 crores.

7.7 The Committee hope that an early decision will be taken in
regard to the manufacture of phosphatic fertilizers by the Company.

New DELHL; >
April 7, 1983,

| L0
Chaitra 17, 1905(S) A ??3{33( ~7

HUSUDAN VAIRALE,
Chairman,
Committde on Public Undertakings.



APPENDIX

Statement of ConcIdEx’ons/Recommdaﬂons of the Committee on
Public undertakings contained in the Report

SL
No.

Reference Summary of Conclusions/Recommendations
_to Para

No. in the

Report

2 < 3

1.19 The Committee find that even after cight years of
establishment of National Fertilizers Ltd., the micro
objectives of the Company have not yet been finalised.
Belatedly, a statement of corporate objectives as appro-
ved by the Board in December 1980 was forwarded
to the administrative Ministry, which suggested certain
modifications. The corporate objectives in the light of
modifications suggested by the Ministry in April, 1981
are still under review by a Committee sct up by the
Company. The Committee are distressed to note that
such a long time has been taken to finalise even the
basic objectives of the Company.- They feel that no
realistic and meaningful evaluation is possible unless the
objectives for which a Company has been established
are fully known. They hope that as assured by the
Secretary of the Ministry in the course of evidence,
the micro objectives of .the Company, clearly laying
down the obligations and qbjectives—financial and
economic, would be finalised soon.

1.20 The Committee also suggest that the review Commit-
tee set up ‘by the Company should be broad based. It
should include a representative of the Ministry of Agri-
culture, which is concerned with the assessment of de-
mand for fertilizers in the country, so that a realistic
objective could also be laid down in regard to the market
share of the Company. To expedite review after finali-
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1.21

1.22

2.40

sation of the objectives by the Review Committee,
the Committee feel that representatives of the admini-
strative Ministry, BPE and Ministry of Finance should
also be associated with the Review Committee.

The Company does not have any corporate plan as
approved by the Ministry. The Committee desire that
after the finalisation of the micro objectives of the Com-
pany itg corporate plan should also be drawn up carly
so that the performance of th Company could be judged
against the set plan targets.

The Committec would also invite attention in this
connection to the recommendation in Para 5 of their
49th Report wherein they have recommended that in
future plan targets, both annaually and for the plan
period, should be fixed for each undertaking by the
administrative Ministry in consultation with the Plan-
ning Commission in regard to (i) production in physical
terms; (ii) value added corclated to sectoral rate of

growth indicated in the Plan ; (iii) capital investment;

and (iv) generation of internal resources for capital in-
vestment corelated to the resources forecast in the
Plan. NFL targets for production had been fixed both
annually and for the plan period, the targets for genera-
tion of internal resources had been fixed for the plan
period only and no targets had been laid down for value
added. The Committee hope that action would be

. taken to fix various targets as suggested by them. Threse

targets and achievements should also be clearly brought
out in the Annual Report of the Undertakmg with an
explanation for the short falls, if any.

In February 1973, Government had received feasi-
bility reports for Bhatinda and Panipat Projects, but
investment decisions were taken after 18 and 24 months
respectively. The ‘Committee regret that the Ministry
took an unusually tong time. They hope instructions
issued by the Ministry of Finance (Plan Finance Divi-
sion) in March 1982 in pursuance of the reccommenda-
tion of the Committee in their twenty-seventy Report




1

N

3

2.4]

2.42

(1981-82) wherein the Ministries have been asked to
ensure that clearance of a project does not normally
take more than six months have been noted by the Minis-
try and in future project approval will not take more
than 6 months. '

There have been heavy slippages ranging froq 13 to
32 months in the construction and commissiomng of
the Nangal Expansion, Bhatinda- and Panipat projects
with reference to original schedules. There were delgys
both in civil construction work and in supply of cquip-
ments. Evcn after mechanical completion, the time
taken in commissioning and commencement of co.mmcr-
cial production was more than originally anticipated.
The delays in construction have resulted in cost escala-
tion to the extent of over Rs, 50 crores and loss of pro-
duction valued at over Rs. 200 crores. The Com_lmltw
are perturbed over these delays in implementation of
projects which have proved to be very costly. T!“-‘\‘-‘;
delays, the Committec feel are mostly due to lacl'( ol
management control and monitoring of the projects
both at the corporate and th: Ministry level. They
would stress that these wine: . 1'.¢ organisation should
bec made more cffective with a _view to taking timely
remedial measures and 1o :void such costly delays in
future. The Comimittee would like the Ministry/Com-

“pany to ensurc that :ched iles fixed for constructing and

commissioning of a plant are adhered to as far as possible.

For the delavs in supply of equipment by the foreign
and Indian supplicrs both in privatc as well as in the
public scctor. u!though penalty is stated to have been
imposcd or: the supplicrs it has been generally limited to
57, of the contract value which was insignificant com-
pared to the loss suffered by the Company on ascount
of delays in construction.” The Committee suggest that
the liquidated damages should be related to the loss
to which the undertaking may bc put on account of
delays in the discharge of the responsibility envisaged
in the agreement in regard to the supplies and other as-
pects like eommissioning of the plant etc. to ensure
that the interest of the Government/public ente rpriscs
is adequately safeguarded. '
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2.44

2.56

Besides the escalation in cost on account of delays in
construction, the estimates have also increased to the
extent of Rs. 26.16 crores in Bhatinda and Panipat
projects on account of absence of any provision in the
original estimates for testing and commissioning on the
assumption that actual expenditure on inputs and utili-
ties during this period would more-or-less match with
the sales value of production achieved. These assump-
tion, however, did not matcrialise. While the expen-
diture was more than originally anticipated, the produc-
tion achieved was much lower. In any case the Commit-
tce suggest that the estimated expenditure on testing
and commissioning should be part of the capital esti-
mates to present a correct picture in regard to the cost
of a project and receipts during the construction period
could be shown separately.

Heavy cost overrun, ranging from 58 9 to 75% over
the original estimates has also resulted in the increase
of cost of production of urea ranging from Rs. 129 to
Rs. 296 per tonne. The Committee feel that these re-
sults call for greater vigilance and alertness on the part
of all concerned to avoid such heavy cost overruns.

In spite of heavy cost overrun the rate of financial
return based on the revised estimates is stated to be
almost the same in the case of Nangal Expansion and
higher for Bhatinda and Panipat projects as compared
to that assessed originally. This is because the reten-
tion price formula for the fertilizers provides for interest
and depreciation on the bdasis of actual capital cost. As
a result of increase in the cost of the projects, the re-
tention price also went up. The difference between
the retention price and the ex-words selling price is paid
as subsidy to the Companies. With the result either
the exchequer has to bear a higher subsidy burden on
account of cost overrun due to poor project manage-
ment, or the consumer has to pay the higher
price. The Committee were informed that in
order to correct the situation a decision had
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2.57

3.65

been taken in April 1981 that for new pro-
jects wherever there was delay in commissioning as
compared to the original target date the escalation in
capital cost on account of the delay will not be reckoned
for the purpose of retention price except escalation in
respect of cost of equipment due to circumstances be-
yond the control of project authorities. The Commit-
tee hope that change introduced in the retention price
formula will help in better project management
and financial control by the project authorities.
The Committee, however, find that there is no
mechanism in the Ministry to scrutinise the original
capital costs of the fertilizer projects in the private segtor
and the possibility of overstatement of the expenditure

- to secure higher retention price cannot be ruled out.

They therefore suggest that suitable norms be evolved for
determining capital costs of the fertilizer projects for
fixing the retention price with built-in incentive for
keeping down the cost.

The Comnittee would also like to point out that
in the case of fertilizer projects, having the retention
price, system, the financial rate of return does not reflect
the true economics of the Project. It is essential to have
economic cost benefit analysis and the internal rate of
return determined thereby. In the case of three projects
of NFL no such analysis had been made originally but
is stated to have been done when the estimates were
revised and the projects were found economically viable.
The Committee suggest that the economic cost benefit
analysis of the fertilizer projects in the public sector
should be undertaken at periodical intervals and the
result of such analysis brought out in the Annual Report
of the Department of Fertilizers as has been agreed to
by the Planning Commission in the easc of coal industry
in gursuance of the recommendations of the Committee
in their 17th Report (1980-81).

The Commiittee note that the average capacity utili-

sation of the three plants of NFL—Nangal, Panipat,
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Bhatinda, had been only 429/ in 1980-81 and 70% in
1981-82 against the set objective of 90 %,. Achievementin
the first half of the Sixth Five Year Plan period was also
only 389 of the targets fixed which were aimed at achiev-
ing on an average only 70%; capacity. It has, however, been
stated that on the basis of production planned during
the remaining Plan period, 95% of the targets laid down
would be achieved. The Committee are distressed to
note that achievement has been much less than the tar-
gets. ‘They feel that failure to reach the targets in such
a vitul commodity make the national economic suffer
on two counts, first lower financial return from sizeable
investment and secondly heavy drain of foreign exchange
on import of substantial quantities of fertilizers to meet
the country’s requirements. The Committee are also
unhappy to find that no serious efforts had been made
cither by the Company or the Ministry to overcome the
problems and achieve the targets fixed.

The miajor gonstraints in achieving higher produc-
tion have been stated to be cquipment problems, inade-
quate availability and poor quality of coal and irregular
and short supply of power. During the last two years
production days lost on account of equipment problems,
alone were 74, 50 and 191 in Nangal, Panipat and
Bhatinda Units respectively. The position was thus
particularly bad in Bhatinda Project. The problem is still
continuing and the equipment problems have accounted
for a loss of 54 days production during April—September
1982, The Committee regret to note that even after three
years of the commencement of commercial production the
plants continue to suffer from equipment problems and
Management has .failed to solve those problems which
are causing hecavy shortfall in production. They
would stress the need for immediate action to identify
and remove the deficiencies. "

Inadequate supply of spares of requisite quality by
the indigenous suppliers is stated to be another prob-
lem faced by the Company. The Committee have al-
ready streised the meed for better attention by BHEL
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in regard to after-sale service and manufacturing of
adequate spares and their timely delivery in their 44th
Report on BHEL. They hope that the recommendation
would be implemeated in letter and spirit. They
would also like the NFL to assess its requirements in
advance and place orders sufficiently before the time
of requirement.

incidcntally, the Committee find that on an imported

- waste heat boiler at Nangal I costing about Rs. 2 crores

an expenditure of Rs. 96 lakhs was incurred for repairs
abroad and the boiler failed again after one month of its
recommissioning. An Expert Committee appointed after
second failure of the boiler to investigate the causes of
the failurc and to recommend corrective measures found
inter-alia design deficiencies in the boiler. On the basis
of the recommendations of the Expert Committee the
boiler was subsequently got repaired in India and was
stated to be working satisfactorily but at reduced capa-
city. The Committee feel that the detailed inguiry into
the causes of failure of the boiler ani the remedial mea-
sures nceded for its satisfactory working should have
been conducted before sen ding it for repairs abroad. In
the absence of it, they fail to understand how was it
ensured that the boiler would work satisfactorily on
re-<commissioning. The Committeec desirc that the
matter be examined further and responsibility fixed for
the design deficiencies in the boiler and for incurfing in-
fructuous expenditure on its repair abroad.

Another factor which seriously affected the produc-
tion of the three plants in 1979-80 and 1980-81 was in-
adequate availability and poor quality of coal. The
value-of production lost in two years on this‘account was
estimated at Rs. 111.14 crores. The Committee find
that the boilers of the plants are designed to use 30%
of Low stock hcavy sulphur as fuel. However, inspite
of shortage of coal, the usc of low stock heavy sulphur
was not resorted to. The Committee feel that had there

»
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been better coordination with the Railways and other
measures like use of low stock heavy sulphur taken well
in time, the production loss on account of shortage of
coal could have been avoided to a great extent.

The higher ash content in the coal for which the
plants were not designed has created problems of greater
wear and tear and reduced the life of certain parts of
the machinery. The Committee suggest that the ques-
tion of installing beneficiation plants at the pit heads to
ﬁpgrade the quality of coal, which would not only help
in better life and lower maintenance time of the boilers,
but would also reduce the transportation cost should be
considered seriously.

The Committee view with concérn the loss of produc-
tion to the extent of Rs. 87. 56 crores on account of power

“cuts ‘as well as power failures/voltage fluctuations during

1979—82. The problem is particularly serious in Nangal
Unit T where electricity is the main feed stock and the
shortage of power not only affects the production of fer-
tilizers but also of heavy water. Power is drawn from
Bhakra, but actual distribution is controlled by the State
Government. Though demands of various consumers
for power are expected to be kept in view by the State
Government, while the quantum of power generated in
1981 in Bhakra has doubled as compared to 1964 the
Committce note that the power made available to Nangal
Fertilizer Plant was ecven less than 50 9 of that supplied
in 1964. 1Inspite of the matter having been taken up at
various levels and the fertilizer plants included in the
priority list for supply of power, the Company is facing
serious power problem. ' ;

The Committee have been informed that with the
commissioning of Nangal Expansion Plant, having sur-
plus ammonia capacity which can meet the requirement
of Nangal I unit the problem of production of fertili-
zers by Nangal Unit I has been largely solved. 'However,
in the event of closing down of the electrolysis plant on
account of inadequate power supply, there will be stop-
page of production in the heavy water plant also. The
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‘Committee desire that the matter should be examined
" soon by Government and in case the production of heavy

water at Nangal Unit is considered to be economically

"viable, immediate steps should be taken to ensure regu-

lar supply of adequate power to the Nangal Plant.

~In the case of Panipat and Bhatinda units, in view
of the fact that in ammonia production process,
power interruptions cause heavy damages, belatedly, a
decision had becn taken by the Company to have cap-
tive power plants of 25 MW at cach of the plants. It
would, howcever, take 3 years to set up the power plant
after the approval of the proposal by Goverament. 1n
the meantime, in order to aveid heavy losses on account
of power problem th: Committee stress the necd for
p rsuading the State Governments to implement the
decision iaken at tte meeting with the Cabinet Co-ordi-
nation Sccretary in February 1982 and the supply of
power to fertilizer plants be accorded priority next only -
to agriculturc. The Committec hcpa that the Central
Government will be able to make the State Government
rezlize their obligation to the Public Undertakings in
their state and ensure regular and uninterrupted power
supply to them.

The Commitice find 1l at against the set objective of
30 9 gross return on oapital employed :.nd 15 9} net profit
post-tax, the N.F.L. had suffered operationul losses to
the extent of R.. 55.88 orores in 1979-80 and 1980-81
(Rs. 14.26 crores in 1979-80 and Rs. 41.62 crores in
1980-81). Even during 1981-82, the operating profit
was Rs. 38.29 crores or 6.74°%, of capital employed.
The working results are poor despite the fact that Govemn-
ment had paid subsidy to the Company 10 the cxtent
of Rs. 177.18 crores during the last three years. The
cost of prcduction was high at the three p'ants of NFL
mainly duc to low production. Consumption of feed
stcck per tonne of ammonia was also higher as compared
to Fertilizer Industries Coordination Committee norms
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which can not be attributed only to p>wer failures and
voltagé dips. The Committee urge that the Company
and th: Ministry should constantly review the p:rfor-
mance of the three fertilizer plants, with a view to remov-
ing the constraints that imp:de the production and cost
efficicncy. Unless frequent reviews are made and timely
correative measutes are taken, the Committec are afraid
that the financial obj.ctives set by the Company will not
be possible to achicve,

The manpower at Nangal Unit was also high., 1t
was about three times that at Panipat and Bhatinda.
Inspitc of excessive manpower, a large number of casual
labourers have been cmployed. The Commiittee regret
that although a departmental Committice constituted to
feview manpower requirement had submitted its report
in October 1981, no action had been taken on the report
and this was stated to be still ‘under review’ by the mana.
gement. The Committee would urge the nced for taking
effxctive steps to employ the surplus manpower pro-
ductively and to exercise greater control over employ-
ment of casual labou:,

The Committee are glad to note that the Company
has introduced productivity-linked incentive schome

- which is stated to have produced good results. They

would however, emphasise the need for fixing suitable
norms for carning incentive not only for level of produc-
tion but also for consumption of materials based on
F.I.C.C. norms.

Although the prices of ammonium sulphate and CAN
had been decontrolicd w.e.f. June, 1980, the price of CAN
fertilizers had been informally p:gged at Rs. 1250 p:r
tonne resulting in a loss of Rs. 1.35crores to the Company
in 1981-82. The Committec note in this connection the
p- prsal made in the Budget for 1983-84 fully exempting
ammonium sulpiate and CAN from excise duty which

would partly help in reducing their cost of p.oductiv n,
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The Commntt«.c do not think that informal price psgging
of the products at an unremuncrative level is appr. priate.
This arrangem.nt th:refore requires looking into in
case the position has not been ruviowed after the grant-
ing of th: duty exemption,

The volume of book debts has also gone up and were
equivalent to 27.209; of sales in 1981-82 as against 16.369;
in the previous year. The Committee would stress the
need for taking effective steps to realise the debts out-

standing fo1 long. Incidentally the Committee find that an
amount of Rs. 136.68 lakhs was outstanding against the
Ministry of Agriculture for more than tnree years. The
claim in 1espect of reimbursement due for fertilizers sold
to the fertilizer pool, sent to the Ministry in April, 1979
after the admissibility of claim had beep certified even by .
the Department of Expenditure, has not been settled so

far. The Committee cannot but regret such inordmate

delays in settling of claims by a Geverniment Depart-

ment which besides financial constraint causes avoidable
loss to the undertaking which has to pay neavy interest
to commercial banks on the amount borrowed to meet the
working capital requirements. They hope that the pay-

ment would be made by the Ministry of Agiioultpre to the

Company without any further delay.

The Committee find that the total valuc of inventories
in the three plants of NFL was.Rs. 81.75 crores at the
end of 1981-82. The stcck of raw materials, stores and
spares was equivalent to about 5.32 menths’ consump-
tion. There was need for improvement in inventory
control particularly at Nangal Unit where the value of
chemicals and catalysts was more than the combined stock
of these items at Panipat and Bhatinda units. Further,
general stores and spares valued at Rs. 4.59 crores (inclu-
ding imported items worth Rs. 2.39 crores) had not moved
for more than 3 years. In addition, surplus construction
materials worth Rs. 1.66 crores were lying undisposed for
long. The Committee need hardly point out that the
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excessive inventories not only result in locking up o
funds but also entail heavy-carrying cost. They h)p:
that the Materials Management Review Committe:
* constituted by the management would thoroughly review
the inventory of various items and effective steps would be
taken on the basis of the suggestions of the Review Com-
mittee to reduce the inventories to the minimum. The
Committee would suggest the formation of such Review
Committees at Bhatinda and Panipat Plants also.

The physical verification of stocks has revealed heavy
shortages which have gone up from Rs. 54.42 lakns in
1979-80 to Rs. 213.17 lakhs in 1981-82 showing a’four-
fold increase within two years as against 1359, increase in
the value of production. The Committee regret to note
that in Panipat Unit alone the shortages amounted to
Rs. 153,54 lakhs out of which loss of urea was to the
extent of Rs. 131 lakhs. The Committee would like to
be informed of the findings of the Departmental Com-
mittee set up by the management to go into these losses
and the action taken on the basis thereof.

Shortages have also been noticed in the coal reccived

" at the three plants. The Committee were informed

in cvidence that test checks of coal wagons was being done
to check the quantity of coal received and a departmental
Committee had been appointed by the Company to go into
transit and hgndling losses. They hope that th: depart-
ments] Committee would undertake a detailed investiga-
tion and suggest effective means to minimise losses due
to transit shortages and handling losses.

The Committee regret to note the absence of & Mana-
ging Director in the Company for 1} years during
the crucial period -of its operation (October 1979 to May
1981). Admittedly the absence of the Chief Executive
affected the working of the Company. The Committee
would invite attention in this connection to their recom-

. mendation in para 7 of their Eight Rzport and would
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reiterate that the procedure for selection and making
appcintments to the post of Chiel Executives of public
undertakings should be streamlined and steps taken to
see that the vacancies for whatever reasons are not allcwed
to remain unfilled for long.

The Company has taken up the marketing of pesti-
cides and insecticides through agro-service centres set up
in backward and remote areas. Tae Committee would
emphasgise the need for more vigorous efforts for the sele
of these items by opening more such centres and educating
the farmers about the method and advantages of their
use.

The Committee hopt that an early decision will be
taken in regard to the manufacture cf phosphatic ferti-
lizers by the Company.

GIPRRND—31LS8/82—14-4-83—1,155
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