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INTRODUCTION

1, the Chairman, Committee on Public Undertakings having been autho-
rised by the Committee to present the Report on their behalf, present this
Twenty-First Report on Rashtriya Chemicals and Fertilizers Ltd.

2. The Committee’s examination of the working o the Corporation was
mainly based on tiie Report of the Comptroller and Auditor General of India
Union Government (Commercial) 1978, Part III relating to Trombay Unit
of the Fcritilizer Corporation of India Ltd. (now part of Rashtriya Chemicals
& Fertilizers Ltd.).

3. The Committec took evidence of the represeatatives of Rashtriva
Chemicals ar.d Fertilizers Ltd. on 28 and 29 October and 4 November, 1980
and of thc Ministry of Petroleum, Chemicals and Fertilizers (Department of
Chemicals and Fertilizers) on 15, 16 and 20 December, 1980. The Com-
mittee also took evidence of the representatives of the Fertilizer Corpo-
ration of India on 29 October and 4 November, 1980.

4. The Committee considered and adopted the Report at their sitting
held on 21 April, 1981.

5. The Committee wish to express their thanks to the Ministry of Pet-
roleum, Chemicals and Fertilizers (Department of Chemical: and Fertili-
zers) and Rashtriya Chemicals and Fertilizers Ltd. for placing before them
the matcrial and information they wanted in connection with the exami-
nation of the Corporation. They also wish to thank in particular the rcpre-
sentatives of the artment of Chemicals and Fertilizers, the Rashtriya
Chemicals & Fertilizers Ltd. and the Fertilizer Corpuration of India Ltd.
who gave evidence and placed their considered views before the Commiittec.

6. The Committce also placc on record their appreciation of the assis-
tance rendered to them by the Comptroller and Auditor General of India.

BANSI AL,
Chairman

New DELHI : Committee on Public Undertakings.
April 24, 1981.
Vaisakha 4, 1903 (S).
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CHAPTER |
TROMBAY I1&11

A. Commission of Enquiry

The operations of the Trontbay I & 11 were reviewed in Sections {1-B
of the Audit Report (Commercial), 1968. The Committee on  Public
Undertakings cxamined this Audit Report in 1963-69 and inter wliu made
the following observations in paragraph 6.2 of their Twenty Siath Report
(Fourth Lok Sabha) :

“6.2 The Committec are constrained to obscrve that there were u
number cf procedural and functional lapses on the part of the
Management of which Government of India conld have taken
scrious note but do not appcar to have don: so or exercised
proper check and supervision. The Committee would urge that
as suggested by them in Paragraph 2.27 an enquiry should be
madc to ascertain the reasons for entering into such defective
agrcements which have resulted in huge financial losses and
continuous low production. Awarding of contracts to firms which
had neither capacity nor cxpericnce to undertake them is also
a sad affair. They would like to be ini:rnicd of the findings of
the enquiry, the names of the officers found responsible for
thesc lapses and the action taken against them.”

1.2 Government set up a singlc member commission (Bedi Commis-
sion) in August 1969, under the Commission of Enquiry Act, 1952, to
enquire into the matter.

The terms of reference of the Commission were as follows ;(—

(i) to determinc whether the then Managing Director or the Fertili-
ver Corporation of India Ltd. acted entircly in the interests of
Corporction so far as the agreement ent:ied into with M/s.
Chemical Construction Corporation for the supply of Ammonia,
Urea and Nitric Acid Plants was concerned; whether the drop-
ping of claims worth Rs. 57.50 lakhs against the said Chemical
Construction Corporation was justified and whether the terms
of agreement entered into with the firnr were in the best intercsts
of the Corporation and to determinc the responsibility for iapses.
if any, in this case.

(ii) to investigate the rcasons for awarding the contract for the Nitro
Phcl:?pkate Plant to M/s. Chemical and Industrial Corporation
of USA;

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

1.3 The Commission was to submit its report to Government within
3 menths ie., by November, 1969 but the Commission submitted its report
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in March, 1579. The regort was laid by Government on the Table of Lok
Sabba on 12 August, 1980.

1.4 On lscue No. (i), the Commission came to the conclusion that pll
normal procedural formalities to be observed in drawing up a contract with
My/s, Cgémical Construction Corporation of USA (Chemico) had, in prac-
tice, been observed. The selection of the contractor had been donc by a
technical committee; the contract has been drawn up in consultation with
the Company’s solicitors; the terms had been reviewed by the Board consisting
of 15 Members and Government had also scrutinised the terms and approved
of them. In the circumstances, even assuming that there were some short-
comings in executing the contract, the responsibility could not be fixed on
any particular individual. According to the Commission the Managing Dircc-
tor acted in the best interest of the Corporation.

1.5 As regards the latter part of issuc no. (i) the Commii-sion concluded
*T'o sum up, 1 hold that though thc amount of Rs. 57.50 lakhs (which the
FC! gave up) ostensibly seems to be huge, yet taking all the circumstances
into consideration, 1 am of the view that it was paltry one: the Supplemen-
tal Agrecment was cssential, and ultimately proved to bc beneficial to the
Corporation and thc dropping of the claims for the said amount ‘was
justified.”

1.6 On 1ssuc No. (ii) the Commission concluded that in view of the
findings on facts and circumstances, no action should be taken against
Shri B. C. Mukberji. cx-Managing Dircector of the Fertilizer Corporation of
India or any other respondent in regard to this issue and rccommendced
that the mratter should be dropped as “‘any further probe into it will  be
jutilc and worsc than useless”.

1.7 Government after carcfully considering the findings of the Commis-
sion, agreed with its conclusions, and treated the matter as closed.

1.8 One of the reasons why the Bedi Commission could not coinplete its
proceedings for as many as 10 years was a stand taken by the Fertilizer
Corporation of India on item No. (ii) of the terms of Rerference of Bedi
Commission. On 7th August, 1969 i.e. within 2 days of the issue of Govern-
ment’s Resoiution setting up of the Commission, the FCI approached Gov-
crnment suggesting deletion of aforesaid item. The Sccretary. Ministry of
Petroleum and Chemicals was not impressed by this plea and in his reply
dated 25 August, 1969 to the Corporation stated :

“We are, however, unable to understand why the cvidence you will
he czlled upon to produce before the Commission against item
(ii) of thc Commission’s term of refercnce should embarass you
in the pursuit of your claim against C&L before the arbitrators. ..
If, howcever, on further careful consideration, you continue to feel
that the enquiry into the circumstances of the C&I contract
would. in fact put vou up at a disadvantage. there is nothing to
prevent you from representing beforc the Commission against
the continuance of this part of the cnquiry and seek a postpone-
ment till after the disposal of the arbitration proceedings.”
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1.9 Ou 2§ October, 1969, the Fertilizer Corporation of India submitted
an application before the Bedi Commission for adjournment of enquiry on
.item (ii). Government pleaded before the Commission that “they do not
wish to take any ‘contentious attitude on this issue but prefc: te leave it to
the best judgement of the Commission since the FCl apprehends prejudice
to the aroitiztion proceedings.” Government also pointed out that the Com-
mission of Inquiry is not a court and it had been appointed for a limited
period only. The Commission passed the following order on 8 February,

1970 —

“From the gist of the pleadings of the partics given above it appeirs
that there is force in them. There is ro connection between the
terms of rcference  of the Commission  stated in  sub-
paras (i) and (ii) of paragraph 1 abovc. The parties to the
inquiry rclating to sub-para (i) are different from those in sub-
para (ii) of the terms of rcference in paragraph 1 above. The
amount involved is a few crorcs. Under the circumstances, it
would be appropriate to record the evidence in respect of inquiry
mcntioned in sub-para (i) of paragraph 1 above for the time
being, After that is concluded, | will consider how to proceed
with the inquiry mentioned in sub-para (ii) of paragraph |
above.”

1.10 The Committce wanted to know the basis on which the FCT thought
that enquiry by the Commission would prejudice its case before the Inter-
national Chamber of Commerce. The Secretary, FCI explained in cvidence
(October, 1980)

“It was on the basis of discrete enquiry by high powered Committce
under Dr. Hussain Zahcer that this award was given to them
(M/s. Chemical & Industrial Corporation of USA)....After
our dealing with them, they had miserably failed; they did not
provide a plant which was contracted for. So, before the Inter-
national Chamber of Commerce, we were telling rather pleading

before the Tribunal that C&L had failed.”

The witness added : —

“The Commission of Inquiry which was sct up under the act was a
public commission; and accidentally C& lawyer who was
appearing before the Tribunal was directly concerned with the
commission also—Mr, G. B. Pai. We had taken the advice at
that time of the Addl. Solicitor General of Indja—Shri F. S.
Nariman, whose advice was that if FCI deposes before the
Commission simultaneously alone with the proceedings, this is
going to prejudice its case....It was the considercd opinion
and conscious decision at the level of the Corporation's top
-nranagement that if we proceed simultaneouslv before the Com-
mission as well as thc Tribunal, because of the high stakes in-
volved to the tunc of crores of rupees, our intcrests would be
preiudiced.”

1.11 Asked whether FCI did not know carlier that item No. (ii) was
also to be enquired into. The Committee were informed by the Sccretary.
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FCl that the FCI were not consulted by Government before laying down
terms of reference of Bedi Commission. On a query whether at the un;e‘gf
finalising the terms of reference of Bedi Commission, the fact that .M,ls
dispute with C&I was pending with the ICC, Paris was taken into considera-
tion by Govt., the Sccretary, Department of Chemicals & Fertilizers satd
(December, 1980) :—

“Government were aware of the fact that this item was under arbit-
rction, but 1 find from the file that at the tme of appointing
the Commission, they did not specifically take this nto
account.”

1.12 When the Commis:ion wanted to takec cvidence of Shri B. C.
Muklierjee on issue No. (i) only, it was argucd on his behalf (July 1971)
that he would be put to inconvenience if he was cxaminad then so far as
contract with M/s. Chemico was concerned and then again when the contract
for nitrophosphate plant was enquired into. The Commission sustained this
objection and stated in its order of 31-7-1971 that though the parties in the
two references were different and the contract in each case was also diffe-
rent, Shri B. C. Mukherjee was common and important respondent in both
the cases. As such it would not be desirable to split the enquiry and report.

1.13 The Committee enquired whether Government and the Corporation
took any action to controvert the Commission’s impression that there was
sonic force in Shri Mukherjec’s argument. The Secretary, FCI :aid :—-

“The FCI and the Government did not take any further action on
Mr. Bedi’s order.”

1.14 As tl.c Corporation reportedly did not agree with Shri Mukherjee's
coutention, the Committee pointed out that it should hav: contested the
Commission’s order. The witness conceded saying “Apparantly, Yes”.

1.15 Department of Chemicals and Fertilizers intimated (Fcbruary 1981)
that they liad obtained the advice of the Ministry of Law cn the plea of
FCI that proceedings on item No. (ii) before the Bedi Commission would
przjudice theiir casc. The advice of the Ministry of Law was :

“Having regard to all the aspects of thc matter including the opinion
of Slui C. K. Daphtary, Counsel for the Fertilizer Corporation
of India, I think it would be in the fitness of things if term
No. (ii) of the terms of reference to thc Bedi Commission be
delcted, though that might in the circumstances cause some
embarrassment to the Government. This course commends iteclf
in the matter. if prejudice, which might otherwise be causcd 1o
the Corporation before Bedi Commission in respect  of ifs
heavy claim against C&I.C., and ultimately to the Government
of Indig, is to be avoided.”

1.16 On the basis of the advice of the Ministry of Law, Department of
Chemicals & Fertilizers issued a Resolution on 3rd June, 1972 omiting item
No. (ii) from the terms of reference of Bedi Commission.



1.17 In his application dated 30th July, 1972 Shri B. C. Mukherjee ob-
jected to the deleuon of item No. (ii) by Government and contended that
once a reference had been made to the Commission the entire jurisdiction in
the matter vested in the Commission, Bedi Commission sustained the ob-
jection raised by Shri Mukherjec and held that there was nothing in the
provisions of the Commission of Enquiry Act, 1952 which gave power to
the Government of India to withdraw, delete or amend a referencc made to
a Commission. As the Commission wanted to proceed with the enquiry
on issue Nc. (ii) also, Government of India and FCl moved scparate
writ petitions in October, 1972 in the Delhi High Court praying for issue
of writ of mandamus to the Commission. The writ petitions were admitted
and interim stay was granted on 1-12-1972 against the Commission’s order
to proceed with the enquiry on issue No. (ii).

1.18 The Committee wanted to know whether before filing writ peti-
tion in the Delhi High Court, the Corporation realised that the Commission
had been constituted by Government on the basis of the Parliamentary
Committec’s Report on Trombay Unit and that such a move would delay
and ultimately frustrate the whole process. In reply, Secretary, FCI, pointed
out in evidence that : —

“In this inquiry for all practical purposes, the FCI was being treated
as an accused. In spite of that, the Corporation did its best,
considered this aspect and it was dccided that we should not
Permit the commission to frustrate the cfforty made by the
Public Undertakings Committec. That is why we filed the writ
petition in the Delhi High Court.”

1.19 The Committee desircd to know whether instead of moving the
High Court in this matter it would not have been bztter for Government to
wind-up the Commission. The Seccretary, Department of Chemicals and
Fertilizers deposed :—

“This was considered but the Government (We) camec to the conclu-
<ion that this course would be less liable to criticism. In other
words, they thought that a more appropriate coursc would be
to file a writ petition.”

1.20 The Conmmittec were further informed that Government was aware
of the fact that Shri B. C. Mukherjee had left the services of the FCI and be-
come a General consultant. He had many parties as his clients. M/s. Che-
mico against whom the Corporation had preferred claims was one of them.

1.21 Despite the Government of India having withdrawn issue No. (ii)
and the Delhi agh Court having stayed the proceedinzs in regard to it,
the Commission did not agree to proceed and consequently therc was no
progress in the enquiry. It was only after the ICC, Pariz had finalised its
award and Government restored issue No. (ii) in the terms of reference of
the Commission vide its Resolution of 1st October, 1977 and withdrew the
petitions pending in the Delhi High Court that the Commission proceeded
l;:irthelr \\lngtg 9its enquiry into all the three issues and gavc its report on 29th

arch, 1979.
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1.22 The Committee desired to know when the ICC, Pans_had finalised
its award in carly 1976 (notified on 1-11-1976) why qid the FCI lakfa alrpost
1 year and 9 months to go to the Court for the vacation of the Interim Stay.
The Secrctary, FCI stated : “We were -waiting for the award”.

1.23 The Committee wanted to know the total cxpenditure incurred on
Bedi Commission. The Ministry in u note (October, 1980) intimated that.
in addition to the cxpenditure of Rs. 7.40 lakhs incutred by Government
on Bedi Commvission, the Fertilizer Corporation of India had incurred an
expenditure of about Rs. 2.82 lakhs making a total expenditure of about
Rs. 10.22 lakhs. It was clarified by a represcntative of FCI in cvidence that
the expenditure incurred by FCI was on account of rent paid by FCI for.
the Commission’s office.

B. Arbitration on Claims Against Plant Supplies

1.24 According to the Audit Report (Commercial), 1978, Part 11 ¢n
Trombay Unit of the Fertilizer Corporation of India (now part of Rashtriva
Chemicals and Fertilizers Ltd.) the claims against the plant supplicrs of
Nitro Phosphate Plant and Methanol Plant for non-fulfilment of guarantcgs,
defective equipment, design deficiency, etc. were rcferred to arbitration in
November, 1968 (Nitro Phosphate Plant) and October, 1968 (Mcthanol
Plant).

1.25 Rashtriya Chemicals & Fertilizers Ltd. intimated in a note (Fcb-
ruary, 1981) that the decision to refer dispute in respect of Nitrophosphate
Plant under 1.C.C. Rules was taken at the FCl’s Board meeting held on 29
Februaiy, 1968. The proceedings in respect of this plan: commenced on
24 May, 1971 and concluded on 4 December, 1975. The refcrence to Arbit-
ration under Indian Arbitration Act in respect of Methanol Plant was,
however, taken at the level of Director (Finance) and Managing Dircctor
and the position later reported to the FCI's Board on 20 July, 1971.

1.26 The total amount of claims preferred by the FCI against C & 1
in respect of Nitrophosphate Plant was for Rs. 4.23,14,03C.00 plus US
$ 260,192.10. Counter claims made against FCI were for US §
2,18,29,863.20. According to the Award dated 1 November, 1976 of the
Arbitration Tribunal (ICC, Paris), the FCIHRCF has to receive
Rs. 1,42,80,370.90 and US $ 15,482.40 and has to pay US $ 18,560.34 to
IDI Management which had taken over the interests of C & 1 on 1 July,
1970.

1.27 Explaining the delay in notification of the award of the Arbitration
Tribunal (ICC, Paris) the Secretary, FCI said in cvidence :—

“The date of award is 1st November, 1976. The award was rcady.
Administrative charges to the tune of US $ 21,965 wore
payable by the foreign party. They wcre not paying this and
finally they did not pay. We got a letter from the Sccrctary
General, 1CC, Paris, that he had the award in his custody and
that he could notify the award only if this amount was paid;
in case the FCI was interested in getting the award, they should
pay US § 21.965. This matter was considered by our
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Board of Directors and finally this amount was remitted by us
and the award was notified on 6th February, 1979.”

1.28 Though the award was unanimous, 1Dl Management did not pay
the amount of Rs. 143 lakhs. The FCI/RCF, therefore, initiated proceedings
in the USA Court in September, 1979 for enforcement of the award. but
IDI Management challenged the award. Dealing with the objections raised
by IDI, thc witness stated in evidence :—

“When the award came in our favour and we ftiled the proceedings
in the United States Court for the enforcement of the arbitral
award, they have now raized the objections in the US Court at
Cincenneti, Ohio that Mr. Sen, who acted as cne of the arbitra-
tors was associated with the FCI, that he had financial dcalings
with the FCI, and thcrefore, the award was perverse to that
extent and should not be cnforced. This is a very scrious point
according to the law of America and advised to us by the
American lawycrs, But we are trying to meet with this point
and we have alrcady met this point and we have taken the
opinion of the former Chief Justice, Mr. J. C. Shah that this
type of procedure is absolutely not wroug. We have filed Shah's
opinion in the Court of the USA, This is th: only issue, uc-
cording to our foreign lawycrs, which is standing in our way
and that is why we have to keep our fingers crossed for the
present as to how things take shape in the USA Court.”

1.29 The Committec enquired whether legal position about Mr. Sen
acting as« onc of the Arbitrators was not known to the FCI. The Sceretary,
FCT expluined :

“So far as thc legal position in India is concerned we follow the
English law and as far as UK i: concerncd, there is nothing
wrong in it. As you yourself know, today one is our advocate
and tomorrow if there is a dispute we nominate that advocate as
an orbitrator and particularly, in our legal history in India and
UK there is no objection to this type of arrangement because
the senior advocates have no direct links with the party.”

1.30 The Committee desired to know whether IDI had raiced any other
objection to the enforcement of the award. The RCF submitted in a note
(February, 1981) that the other objections raised by the defendants against
the .award of ICC, Paris were as under :—

(i) that petitioners’ award should not be recognised and enforced
as it has not become binding on the ies becanse the Indian
Courts are entitled to and are, reviewing the award on the
merits ; ‘

(i) that recognition and enforcement of the nitrophosphate award
must be refused. in so far as the Arbitrators awarded lost profits
to FCI as such an award is beyond the power of the arbitratars
ut?dfr the contract is irrational, and is in manifest disregard of
the law ;
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(iii) that the rules of the ICC do not bar IDI from ascertaining any
defence in this court ;

(iv) that petitioners arc not entitled to interest on any sum  which
they may recover after the date of the award ; and

(v) that petitioners are not cntitled to recover the sums they volun-
tarily paid to the ICC for Arbitration Ccsts.

1.31 The Sccretary, FCI stated in evidence that thc prospects of re-
covery of the amount of the award of Rs. 143 lakns werc fifty-fifty. The
Committeec were informed that FCI/RCF had alrcady spent about Rs. 9.56
lakhs on enforccment proceedings in respect of award on Nitropnosphate

Plant.

1.32 In October, 1974, FCI had filcd a pctition in the Delhi  High
Court for setting aside the majority award given by the same tribunal on
Methanol Plant under which FCI was to pay Rs. 27.6 lakhs to the IDI. The
matter is stated to be pending with the High Court. Mcanwhile the IDI
Management had moved the Delhi High Court and obtained a moncy decrce
for that amount. FCI has dcposited the amount of Rs. 27.6 lakhs with the
Dclhi High Court.

1.33 Asked why FCI deposited the amount of Rs, 27.6 lakhs when the
same party i.c. IDI Management had failed to pay the award of Rs. 143
lakhs 1n respect of Nitrophosphate Plant, the witness explained that Delhi
High Court had already asked the IDI Management to furnish a Bank
Guarantec from a Nationaliscd Bank beforc drawing thc decrctal amount
so that it the FCI wins its appcal for setting aside the award. the \Bank
can, guarantec refund of that amount to the RCF.

1.34 The Planning and implementation of Trombay I & I Projects con-
sisting mainly of Ammonia, Urea, Suphala (Nitrophosphate), Nitric Acid,
Sulphuric Acid eand Methanol Plants commissioned during 1965-66 by the
Fertilizer Corporation of India, was reviewed by the Committce during
1968-69. The projects suffered from low production and losscs, The Com-
mittee had also noticed that agreements enfered into for supply of plants
were defective and that there were a number of procedural and func-
tional lapses on the part of the manugement. On the basis of recommenda-
tions of the Committee in their 26th Report (Fourth Lok Sabha), Enquiry
Commission (Bedi Commission) wes set up in August, 1969. The Commis-
sion went into the agreements entered into with M/s, Chemical Constrnc-
tion Corporation (USA) for the supply of Ammonia, Urea and Nifric Acid
Plants and the award of contract for the Nitro Phosphate Plant to M/s.
Chemicals and Industrial Corporation (USA). The Commission was expected
to report within three months, i.e. by November 1969. However, it was
only in March, 1979 that the Commission submitted its report, which was
laid before Parliament in August, 1980. Government nfter considering the
findings of the Commission agreed with its conclusions and treated the
matter as closed. Thus it has taken nearly 10 years to inform Parliament
of the outcome of the enquiry instituted on the basis of recommendation of
a Parliamentary Committee. Such delays could frustrate the purpose. An
expenditure of Rs. 10.22 lakhs was incurred on the Commission. The Com-
mittec are, therefore, constrained to deal with the delay.
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1.35 The Committee were informed that within two days of the setting
up of the Commission of Enquiry, the Fertilizer Corporation took up with
the Government, after taking legal advice, the advisability of postponing the
enquiry into one of the Commission’s terms of reference that related to the
contract with the supplier of Nitro Phosphate Plant, Chemical and !ndus-
trial Corporation (USA). This was on the ground that the Fertilizer Corpo-
ration’s claims against the supplier of the plant were under arbitration by
an Arbitral Tribunal sct up by the International Chamber of Commerce.
The reaction of the Governmeni was that the enquiry was not ngel.y. o
prejudice the arbitration proceedings and that it was open to the Fextilizer
Corporation to make a suitable submission to the Commission. In an order
passed in February 1970, the Commission was of the view that there was
force in the submission of the Corporation. However, when the ex-Manag-
ing Director, against whom the enquiry was directed, objected to the exclu-
sion of one of the issues from the enquiry, the Commission sustained the
objection (July, 2971). Thereafter fresh legal opinion was obtained by the
Ferdlizer Corporation and the matter was again taken up with the Govern-
ment. On consultation with the Ministry of Law, the Government withdrew
(June, 1972) the relevant issue from the terms of refcrence. This was con-
tended (July, 1972) by the ex-Managing Director stating tha¢ the Govern-
ment had no power to amend the terms of reference. The Commission again
sustained his objection, Thereupon the Government and the Fertilizer
Corporation had to file (October, 1972) separate writ petitions in the Delhi
High Court. The High Court stayed the proceedings of the Commission in
regerd to the isswe in question, but the Commission did not proceed with
the remaining issues. It was only after the arbitration award was finalised
and the Government restored (October, 1977) the relevent issue in the terms
of reference of the Commission and the petitions pending in the Dclhi High
Court were withdrawn, that the Commission proceeded further and gave its

report in March, 1979.

1.36 The Committee regret that the Government though aware of the
arbitration proceedings did not specifically consider the implications cither
on their own or in consultation with the Fertilizer Corporation before de-
ciding upon the terms of reference of the Enquiry Commission. This lapse
created all the delay and difficuliies bes’des cntailing considerahle wasteful
expenditure. Further, when the Commission did not agree to proceed with
the remaining Issues it was open to the Government to wind-up the Com-
mission and sct up a new Commission with limited terms of refcrence but
this option was understandably not exercised. The result of all this was
that the Commission which was expected to take 3 months took nearly 10
years to complefe its work. The Committee desire that learning a lesson
from this caid Experience Government should lay down suitshle guidelines
and clarify the legal position of Commission of enquiry to obviate such de-
lays and wasteful expenditure in future. ‘

1.37 Incidentally, although in terms of the arbifration award the plans
suppliers of the Nitro Phosphate plant were to pay Rs. v43 lLakhs, the award
has becn contested in a US court and the chances of recovery are not
rafed high. A su mof Rs. 9.56 lakhs has alrcady been spent on cenforcement
proceedings. The Committee would await the outcome. The Commiftee
recommend that in future contracts with foreign particy also should pro-
vide for arbitration enly under Indian Arbitration Law.

12 LSS/s81—-2



10

C. Supplemental Schemes

1.38 Trombay I & 1I Complex suffered from losses and low production.
To overcome the deficiencies, a Rehabilitation Scheme, a Debottlenccking
Scheme and a Diversification Scheme were taken up and implemented bet-
ween 1968 and 1979.

(i) Rehabilitation Scheme

1.39 The Ammonia, Urea, Nitrophosphate and Methanol Plants of
Trombay I and II Complex were functioning much below their rated capacity
mainly because of poor design, equipment deficiencies and certain operational
problems, various rchabilitatory measures were considered by the Corpora-
tion. In August, 1967, Board of the Fertilizer Corporation of India approved
the following proposals :—

(a) Replaccment, additions and modifications to the existing plants
at a total cost of Rs. 100.20 lakhs.

(b) Installation of a Phosphoric Acid Plant (Capacity 100 tonnes
a day; cost Rs. 150 lakhs) to eliminate import of di-ammonium-
phosphate.

(c) Creation of a Special Cell for implementation of the Proiject
(including Phosphoric Acid Plant) within three years.

1.40 According to the Audit Report (Commercial), 1978 at the ins-
tance of the Board, the progress of implementation of programme at (a)
above, was reported to the Board on 11 February, 1969. Thereafter prog-
ress and actual expenditure on this programme were not reported to the
Board, nor was thc consequent improvement in the performance of these
plants evaluated. The Ministry had informed Audit, that no further prag-
ress report was submitted as the same was not asked for by the Board and
there was no well developed management information system at that time.
RCF have admitted (October 1980) in a note that though they had at that
time a regular system of submission of status reports to the General Manager
of Trombay Unit, a system of reporting the progress to the Board/Central
Office of FFCI did not exist.

1.41 This programme was to be comgleted within 3 years ie, by
August, 1979. RCF intimated (October 1980) that 5 key items of the
programme involving a cost of Rs. 39.59 lakhs could not be installed by that
time. Actual date of installation of these items was as under :—

Date of completion
(1) Drive Unit for Naphtha Charge Pump . . . . March 1972
(Ammonia Plant)

(2) Protective Barrier or Relocation of Naphtha Charge Pump

(Ammonia Plant) . . . . . April, 1972
(3) Additional Boiler to increase Steam Generation Capacity  April, 1973
(4) Ncw Screens of highsr capacity and better design . . August, 1975
(Nitrophosphate Plant)
(5) One Steam drum in Gas Generation Scction . . . April, 1976

(Ammonia Plant)
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1.42 Asked if there was any delay in placing orders for these 5 items,
the Chairman & Managing Director of RCF revealed in evidence (October

1980) that :—

“All these items were ordered immediately after the cell was cons-
tituted in the first three years but actual installation took more
time becawse that had to be integrated with the shut down plan
of the units so that overall production did not suffer too much.”

1.43 As regards actual expenditure, on this programme, RCF have
reported in a note (October 1980) that they had spent Rs. 80.78 lakhs on
it. The reason why the expenditure has been less than the estimates, was
that certain items of the programme were later on dropped.

1.44 As regards installation of a 100 tonnes a day Phosphoric Acid
Plant at Trombay as part of the Rehabilitation Scheme, the Audit Report
had pointed out that while approving the Corporation’s proposal in August,
1968 for installation of a 100 tonnes a day (30,000 tonnes per annum)
Phosphoric Acid Plant at an estimated cost of Rs. 1.50 crores on turnkey
basis within a period of 20 months, the Ministry had desired that tenders
for supply of imported equipment should be invited only from Germany,
Japan, USA and UK. The Ministry had also made it clear that before
placing orders or making any foreign exchange commitment, FCI should
obtain from Government specific release of foreign exchange. Instead of
calling for tenders, for getting the job executed on turnkey basis, the FCI
decided in May 1969 to entrust installation of this Plant to the P & D Division.
Even though most of the Phosphoric Acid Plants operating all over the
World were based on the dihydrate process, the Corporation went in for
Nissan hemi-hydrate process by entering into an Agreement in May, 1970
for this process with the International Ore and Fertilizer Corporation. The
Agreement was approved by Government in November, 1970,

1.45 Defending the FCI's decision to entrust the job to their P & D
Division, the representative of FCI said in evidence :—

“The P & D Division was a division of the FCI and its main fun-
ctions are doing research and development work and enginecring
work for production of fertilizers and similar chemicals. It was
an effort to develop the indigenous know-how and technology.
Therefore, when we were thinking of putting up a ]ghosphonc
acid plant based on foreign technology, our P & D Division
said that they also know about it and why not try their techno-

logy.”

1.46 Thc Committece wanted to know if comparative economics of ins-
talling Phosphoric Acid Plant on turnkey basis by cngaging a foreign con-
sultant or having it built indigenously was worked out before awarding the
work to P & D, the RCF intimated (October 1980) in a note that “such
analysis was not done as P & D was part of the Corporation.” When the
Committee pointed out that the fact that P & D was part of FCI was ail the
more reason, why such an evaluation should have been got done through an
independent agency Chairman and Managing Director of RCF conceded
that “it should have been done”.
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1.47 Asked if it is open to a public sector undertaking to change the
scope of the project after it has been cleared by Government, the witness
pleaded that th change in scope was approved by the Board and the Ministry
was, however, informed of it in August 1969. The witness, agreed with the
Committee that such an intimation cannot be decemcd as formal approval of
Government. The Committee were informed that this matter was not for-
g;nlly referred to the Government till the contract with Inter Ore was

alised.

1.48 RCF intimated that FCI had gone in for Nissan process on the
consideration that by-product gypsum would be suitable for cement and
card board industries. This expectation had not materialised. Off-take of
gypsum is stated to be low because wall-board manufacture has not come
up in the country so far. Howecver, during the last three years (1977-78 to
1979-80), out of 263,185 m.t. of gypsum produced at this plant, RCF waus
abls to sell 81,533 m.t. only of net sales value of Rs, 16.31 lakhs to ccment
industry and for soil conditioning in Agriculture.

1.49 Audit reported that according to the tentative time schedule drawn
up in chtcmber, 1970, the Phosphoric Acid Plant was to be completed by
June, 1973. In January 1973, the P & D Division cstimated that the project
would be re for commissioning in May or June 1974, The Plant was
actually commissioned in January, 1975. The plant thus took over seven
years for completion after it was approved by Government in August, 1967.
Explaining this inordinate delay in commissioning, the RCF intimated
(October 1980) :—

“Delay was mainly due to late receipt of certain equipment i.c. gear
box for crystallizer agitator, diesel generating set for emergency
er and the lime caking unit for cffluent treatment. The delay
in the first 2 equipments was mainly due to late receipt of foreign
exchange, import liccnce which delayed the ordering schedule.
Lime slaking unit was not cnvisaged in the original design.
Subsequently when Bombay Municipal Corporation insisted on
stringent effluent regulations, it was decided to install this unit.
Order was placed after details of effluent treatment and disposal
was finalised. The Unit was received at site in November, 1974,
Erection was completed in December, 1974”.

1.50 Asked how Government kept a watch to see that projects were
commissioned on time, the Department of Chemicals & Fertilizers intimated
(March 1981) :—

“Government keeps a watch on the progress of implementation of the
projects from the periodical reports received from the under-
takings and by reviewing them in quarterly review mcetings.
The representatives of the Govt, who are on the Board of the
Companies also keep a watch on the progress of implemeatation
of the various schemes.”

1.51 1t was pointed out by Audit that under the Agreement entered
into by the Corporation with Inter Ore in May, 1970, Inter Ore was liable
to the extent of lump sum licence and know-how fees, if it failed to meet
performance guarantee attached to the Phosphoric Acid Plant. Performance
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guarantee tests were pot carried out within one year of guarantee i.e. by 1
January, 1976 because of deficiencies and repeated failures of equipment.
These test runs were not carried out even when two supervisory officials
from Nissan were in Trombay from 5/22 November, 1974 to 27 February,
1975. Test nims were, however, conducted from 5 to 8 January, 1976 i.c.
few days after the expiry of the guarantee period and the Board informed
that there was no limitation on the plant on account of system concept of
design for which Nissan alone could be held accountable.

1.52 The Committee wanted tc know whether conducting performance
Guarantee tests long after the commissioning of the plant had been the normal
practice with the Corporation and if so, what was the sanctity of providing
for such a clause in the contracts/agreements etc. for performance guaranteo
if it was not enforced. The RCF in a note furnished subsequently stated :—

“Performance guarantee tests can be carried out when the plant sta-
bilises after commissioning. When the stabilisation took longer
time than scheduled guarantee test got delayed, The normal
practice is to conduct guarantee test soon after it is demoanstra-
ted that the plant can run on sustained basis for some time as

per contract”.

1.53 RCF in a notc intimated (January 1981) that the original project
estimate of Rs. 1.50 crores (January 1968) of Phosphoric Acid Plant had
undergone as many as 5 revisions. Details are given below :—

(Rs. in lakhs.)

1. January 1968 TFR Estimate . . . . . 150.00 Approved by Govt.

2. November 1970 . . . . . . . 32204

3. September, 1971 . . . . . . 334.22 Approved by Govt.

4. February 1973 . . . . . . 387.05 Approved by Board and
noted by QGovt.

S. February 1978 . . . . . . . 503.38 Considered by the
Board.

6. February 1976 . . . . 504.40 Approved by Govt. on
28-2-79.

1.54 The escalation in cost from Rs. 1.50 crores to Rs. 5.04 crores
has been attributed to various causes including (i) change in scope (Rs.
0.96 crores), (ii) inadequate provision in the earlier estimates (Rs. 0.71
crores)), price escalation and the increase in financing charges, etc. (Rs. 1.84
crores).

1.55 Government was so much exercised about frequent revisions in
project estimates of this Plant that when in April, 1973, the Corporation
submitted to the Govt. a revised estimate of Rs. 3.87 crores refecred to
above, the Department of Chemicals & Fertilizers had to write to the FCI
on 5-2-1974 that in view of the delay involved in the commissioning of the
plant and the likely increase in the project cost, there was no point ,in
approving the cost of Rs. 3.87 crores. Thereafter, final cost estimate of
Rs. 5.04 crores was approved by the Government in February 1979,
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1.56 The Committee pointed out that in this case, the Corporation had
obtained approval to the final estimate of Rs. 5.04 crores in February, 1979
i.e. 4 years after commissioning of the Plant. Asked if this did not tanta-
mount to prescnting revised estimatc to Govt. as a fait accompli, the Chair-
man and Managing Director of RCF said in evidence :—

“What you have said is absolutely correct. There is one point there.
Every year an annual plan is made and got approved by the
government, The Government is aware that the expenditure is
going on.”

1.57 In this connection the Department of Chemicals and Fertilizers
intimated in a note that on 23 November, 1978 Government had issued
guidelines to avoid such situation of Government being taced with a fait
accompli and that the same are being followed now.

1.58 The object underlying the setting up of Phosphoric Acid Plant was
to eliminate the use of imported di-ammonium phosphate. This object had
not been fully achieved because as pointed out by Auwdit, the Plant has
failed to achieve the rated capacity of 30,000 tonnes per annum, year-wise
production at this Plant was as under :—

Year Production
(Tonnes)
1974-15 . . . . . 1,148
1975-76 . . . . . . 11,958
1976-77 . . . . . . 17,369
1977-78 . . . . . . 16,418
1978-79 . . . . . . . 20,032
1979-80 . . . . . . . . 20,534

——

1.59 In this connection, the Ministry had intimated (November '78)
Audit as follows :—

(a) But for the persistent failure of the rubber lining and other equip-
ment, the production of phosphoric acid would have been much
higher. While rubber lLining failure accounted for loss of pro-
duction to the extent of 24 per cent during 1975-76 to 1977-78,
the failure of other equipment was responsible for shortfall in
production to the extent of 30 per cent in 1975-76 and S per cent
1n 1976-77 and 1977-78.

(b) Trombay completely switched over to the use of indigenous
rock (Ugdeipur rock) which has higher silica content as com-
pared with the imported rock envisaged for plant. This has
resuvlted in a number of modifications and intensive maintenance.

1.60 Referring to the problem of failure of rubber lining, RCF in a
Note assured the Committee that “with improved technique of rubber lining
and the better experience, the rubber lining failures are on the decline.”
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(ii) Supplementary Gasification Scheme

1.61 According to Audit Report a Supplementary Gasification Scheme
was approved by the FCI’s board in Junc, 1969 and Government in Novem-
ber, 1969 to increase the capacity of the Ammonia Plant from 1.06 lakh
tonnes to 1.19 lakh tonnes per annum and that of Methanol Plant from
0.18 lakh tonnes to 0.375 lakh tonnes per annum at a total cost of Rs. 2.29
crores.

1.62 After implementation of this Scheme in February, 1974 it was
found that as against the anticipated increase in the capacity of the Ammeonia
Plant by 13,200 tonnes per annum based on gasification only 2642 tonnes
of Ammonia in 1974-75 and 1570 tonnes in 1975-76 was produced. Thus
the steps taken to rehabilitate the Ammonia Plant had not fructificd and
the plant remains de-rated.

1.63 In this connection thc Ministry had intimated (July, 1978) to
Audit that after thc commissioning of the Supplementary Gasification facility,
the Unit had the option to divert more gas to the Ammonia Plant for bring-
ing up the plant to the designed level but this could not bc donc because
fluctuation in frequency in power supply posed a major and continuing prcb-
lem from 1973-74. RCF has in a note intimated (October, 1980) that to
cope with this problem, the Corporation has since installed an Air Comp-
ressor at a cost of Rs. 64.95 lakhs. The order for this Compressor was
placed on BHEL in September, 1976.

1.64 On completion of the Gasification Scheme, Methanol Plant was to
produce at total capacity of 0.375 lakh tonnes per annum. As against, the
plant produced 29,144 tonnes in 1974-75, 27,038 tonnes in 1975-76 and
35,956 tonnes in 1976-77. It was only in 1977-78, that the Plant could
achieve that capacity, production in 1977-78 being 41,610 tonnes. Low
capacity-utilisation in this Plant has been attributed by the RCF to low off-
take by consumers of Methanol und constraints like power shortage, credit
squeeze and increase in excise duty on the plastic material to the tune of
56 per cent.

1.65 The Committee have been informed by RCF in evidence that the
book value of Plant and equipment (old reformer section) in the original
Methanol plant which was rendered redundant as a result of implementation
of Supplementary Gasification Scheme was Rs. 11 lakhs.

1.66 This scheme was implementcd jointly by the Trombay Unit and
the P & D Division of the FCI. According to a note received from RCF,
P & D had in their tentative time schedule drawn up in September, 1968
indicated that the scheme would be executed within 30 months from the
zero date. Later after reviewing the progress of the scheme in November,
1970, P & D set forth March, 1973 as the date of completion. The scheme
was completed in February, 1974. As stated by Audit, the delay in com-
missioning had occurred due to : —

(i) abnormal pressure drops.

(i) failure of P & D catalyst which was found disintegrating during
operation and had thereforc to be replaced by two varieties cf
CCI'’s catalyst alongwith P & D catalyst.

(iif) damage to the gas duct of the waste heat refractory system.
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1.67 RCF in a note, intimated that there was a delay of 19 months on
part of the Bharat Heavy Plates and Vessels Ltd. in the execution of order
for supply of waste Hcat recovery system due to lock out, power out, etc.

1.68 As regards cost escalation on Supplementary Gasification Scheme,
Audit reported that the original project estimate of Rs. 2.29 crorcs was
revised to Rs. 3.06 in November, 1970. Actual expenditure on the Scheme
amounted to Rs. 3.46 crores and was approved by the Board in August,
1978 ie. 4-1/2 vears after the plant was commissioned. In a note fur-
nished to the Committee, RCF intimated (January, 1981) that though in
this case guarantee test was performed in February, 1974, it was only to-
wards the end of 1976 that the P & D after watching the sustained perfor-
mance of the plant, was satisfied that no further modification or addition
was called for in Ammonia and Methanol Plants P & D had prepared a final
estimate in May, 1977 but as their Head Office had desired to have further
information/clarifications, the estimate could be finalised only in April, 1978.

1.69 The final estimate after it was approved by RCF Board on 16
August, 1978 was forwarded to Government on 24-8-78. Before approving
the final estimate, the Ministry called for details of this scheme as per the
feasibility Report in November, 1978. The requisite information was given
to Government in October, 1980. Explaining delay of about 2 years in
furnishing information to Government RCF intimated :

“The TEFR called for by the Ministry was not readily available and
subsecjuently Ministry’s letter (calling for the information) was
misplaced in our office and therefore escaped attention.”

(iii) Debottlenecking Scheme

1.70 The Corporation prepared at the instance of World Bank, a Scheme
known as Debottlenecking Scheme to remove bottlenccks in achievement of
rated capacities of NPK and Urea Plants of Trombay I and II Complex.

1.71 As stated in the Audit Report the NPK plant was designed to

uce 2.70 lakh tonnes of Complex fertilizer by Carbonitric process and
3.30 lakh tonnes by sulphonitric process. The plant was taken over from
the contractor though it had not achieved its rated capacity and was re-
habilitated on the new process after modifications and replacement of certain
equipment so as to produce 2.10 lakh tonnes per annum of N, P. K. comp-
lex fertilizer with thc composition 15 : 15 : 15. Debottlenecking Scheme envi-
saged utilisation of the spare capacity in certain sections of the N, P. K,
Plant by adding two granulator dricrs with matching equipment and con-
nected civil works. The Scheme was intended to produce 40,500 tonnes of
complex fertiliser per annum additionally on the basis of surplus nitric acid
(13000 tonnes) available from the existing Nitric Acid Plant. This was to
be raised to 1.20 lakh tonnes when Nitric Acid Plant under Trombay IV
Exgamion Project was commissioned. The Scheme was approved by Board
in December, 1972 and by Government in Junc 1973 at an estimated cost

of Rs. 2.67 crores.

1.72 The Scheme was to be completed within 18 months (i.e. by Decem-
ber, 1974). It was actually completed in August, 1975 because of delay in
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placing orders for certain equipment such as venturi scrubber and motors
for the blowers. There was, however, no production till October 1975,
as the equipment werc on trial run and there were also frequent failures
of the equipment. No performance tests appear to have been carried out.
The actual expenditure on the scheme amounted to Rs. 2.04 crores (includ-
ing Rs. 0.36 crores in foreign exchange). According to the analysis of
componentwise expenditure furnished by the Ministry in November, 1978,
the saving in the actual outlay occurred under ‘Plant and equipment’ and

‘Financing and other charges’.

1.73 The composition of the complex fertilizer 15:15:15 was changed
after the commissioning of the debottlenecking scheme. Instead of Suphala
of 15:15:15 grade the product obtained was A.P.S.N. of 20:20:0 compo-
sition. The Ministry explained (November 1978) to Audit that the change
in the product was necessitated on account of the following factors :—

(i) At the time of commissioning of the debottlenecking scheme,
it was noticed that the existing Plant could fully utilise the avail-
able production of nitric acid from the old Nitric Acid Plant.
The debottlenecking section was thus available for alternative
use. Accordingly, a new product A.P.S.N. 20:20:0 was deve-
loped with the use of surplus dilute sulphuric acid from the
concentrated Nitric Acid Plant and phosphoric acid with the mar-
ginal use of nitric acid.

(ii) The proposal to produce A.P.S.N. was approved by the Buard
in March, 1976. new product cnabled the Plant to produce

more nitrogen and P:0s.

1.74 As regards delay in placing orders for certain equipments referred
to in the Audit Report, RCF intimated (October 1980) that :—

(i) There was slight delay in obtaining import licence for venturi-
scrubber, which was received on 25-5-1974.,

(ii) As regards electric motors for blowers there was change in lay-
out due to which the motor capacity had to be increased from 150
Horse Power to 200 Horse Power involving amendment of
order.

(iii) Due to change in layout, the static pressure of the blower had
to be revised involving placement of fresh order.

1.75 RCF further intimated that as there was no outside agency involved
with the design and layout of the debottlenecking schemes, no performance

test was carried out.

1.76 According to Audit modifications to the Urea Plant to increase
its designed capacity from 300 tonnes to 430 tonnes a day and to reduce
consumplion of ammonia and steam, were approved by Government in
June 1973. These modifications were sugzested after a study by
M/s. Technip for which a sum of Rs. 1.42 lakhs was paid to them. The
modifications were to cost Rs. 1.29 crores (including Rs. 0.54 crores in
foreign exchange). By the time (September 1974), it was decided that
1t wag possible to do. Government had approved the Trombay V Expansion
Scheme which made these modifications unnecessary.
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1.77 Asked if it was not possible to proceed with the modifications in
Urea Plant side by side with the implementation of Trombay V Project,
5o that the sum of Rs. 1.42 lakhs paid to M/s. Technip for Study under-
taken by them on modifications to the urea plant under the debqttlcncck-
ing scheme was not rendered infructuous, the RCF in a note pointed ouf
that :(—

“Since the Ammonia required for additiona] Urea production was
ultimately to come from the Trombay-V Ammonia Plant, the
question was to convert this into Urea either cntirely on the
Trombay-V Urea Plant or partly on ‘the deboitlenecked old
Urea Plant and partly on the new plant. It was considered
desitable to convert all the available ammonia in a standard
1000 MT Urea Plant.”

(iv) Diversification Schemes

1,78 Because of delay in stabilising production, the Plants were not
operating at full capacity, leading to losses. To improve the profitability
of the Trombay Unit, the following diversification schemes were launched
with the idea to market the surplus intermediary products of by-products
or converting marginal amount of intermediary products or byproduéts into
highlty remunerative industrial products for which thers was a ready
market :—

Sl. Name of plant under Date of Date of Uses
No. diversification pro- sanction completion/
gramme, commissioning
(¢)) (2) 3) @) (&)
1. Ammonium Bicarbonatc
Plant January September  Used in bakerics and phar-
1966 1968 maceutical industries.
2. Congentrated Nitric Acid February July Used by chemical industry.
Plant 1967 1972
3. Sodium Nitrite/Nitrate Plant June/ February Used in  manufacture of
September 1973 pharmaccuticals, glass,
1969 dyes, intermcdiatcs  ex-
plosives, etc.
4 Carbon Black Plant October December Used in the rubber industry
1966 1970 and for manufacture of
printing inks, paints and
dry cells.
5. Methylamine Plant November December Used in the manufacture of
1969 1974 rayon tyre cord and leather,

and in manufacture of
industrial chemicals.
6. Dimethylcther Recovery Plant April February A Dby-product from the
1970 1973 Methano] Plant used as a
replacement for methanol
in certain processes.

Note : The Dimethylether Recovery Plant commcnced Commerical prcduction in
October, 1975.
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1.79 According to the Ministry, the primary objective of Diversi-
fication Schemes was to productively utilise the intermediates, co-products,
where and when available after meeting the requirement of the fertiliser
manufacturing programme based on prevailing economics, market and plant
conditions. The attempt was to maximise contribution to the fixed cost

and ensure optimum profitability.
1.80 The Ministry further informed (November 1978) Audit that :

(i) As against a total investment of Rs. 315.69 lakhs the cumu-
lative profit earned upto 31st March, 1978 amounted to
Rs. 106.75 lakhs, after charging interest and depreciation.

(ii) Most of these plants are based on indigenous technology and
many of them needed extensive trials and experimentation.

1.81 The expectation that profitability would improve as a result of
diversification scheme did not materialise in the case of Mecthylamine Plant,
Dimethylether Recovery. Plant, Sodium Nitrite/Nitrate Plant and
Plants were able to earn cumulative profits of Rs. 43.54 lakhs and
lakhs, Rs. 9.85 lakhs, Rs. 15.31 lakhs and Rs. 50.71 lakhs respectively
upto- 1977-78. Ammonium Bicarbonate and concentrated Nitric Acid
Plants were able to earn cumulative profits of Rs. 43.54 lakhs and
Rs. 170.24 lakhs respectively upto 1977-78.

1.82 Since it was noticed from the Audit Report that in casc of
Ammonium Bicarbonate Plant, Sodium Nitrite Nitrate Plant, no guarantce
tests for plant capacity and consumption norms were conducted, thc Commit-
tee wanted to know why the preformance guarantee tests were not insisted
upon. The RCF in a note intimated that since these plants were based
on “In-house” (P&D) design and engineering, there werc no formal
guarantees to be proven.

1.83 In the various schemes implemented through P&D Division,
either no guarantee test was provided in the Memorandum of Understand-
ing or no such test was conducted. Asked if the argument that as no
outside agency was involved in the design and engineering of these plants,
no guarantee is necessary, is accepted, it could result in costly experiments
within the public sector without any one taking responsibility for it, the
Ministry, in a note pleaded (March 1981) :—

“Since the P&D Division was a part and parcel of FCI and its
services were availed of by operating units at cost without any
margins being allowed cither for covering risks or making
profits, it was not considered necessary to have formal
arrangements as between the two Divisions of the same com-
pary in the form of a contract stipulatine formal guarantces
and penalties. Memoranda of Understanding were drawn up
primarily to define division of responsibilities so that no
{mticular aspect of implementation plan was lost sight of.
n every case where engineering service; were provided, the
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expected performance and the design performance was also
doﬁz on commissioning each scheme¢ and P&D Division had
the obligation to sce that performance matched the design.

1.84 The Trombay I and I Complex suffered from losses and Low
production. In order to overcome the deficiencies, a 'l.lehahllimﬂon
Scheme, a Supplementary Gasification Scheme, a Debottlenecking  Scheme
and a Diversification Scheme were taken up. There were delays in im-
plementing these schemes. There were changes in scope without specific
approval of the Government. There were also changes in the processes
midway. All these had escalated the cost. The Schemes were iniplemen-
ted between 1968 and 1979. The production was still below capacity.

1.85 The Rehabilitation Scheme envisaged besides setting up a Phos-
phoric Acid Plant (cost : Rs. 1.5 crores), replacements, additions and
modifications to the existing plants at an estimated cost of Rs. 100.20
Iakhs (ote: revised to Rs. 83.61 lakhs). The schemz was approved by
the Board in August, 1967 and was to be executed within 3 years. A
review made in September, 1970 indicated that S key items involving a
cost of Rs. 39.59 lakhs had not been installed. Although a special ccH
was set ulp in 1967 to monitor the implementation of the scheme, it was
only on 11 February, 1969 and that too at the instance of the Board
that a progress report on implementation of this Scheme was submitéed
for the first time. Further progress was neither reported to the Board
nor called for by it. Thus after sanctioning the rehabilitation schemo in
1967, the Board did not bother to keep itself abreast of the progress
of this scheme. This lapse cannot but be deplored.

1.86 While conveying Government’s approval in principle to the imstal-
lation of Phosphoric Acid Plant of the capacity of 100 tonnes per day
of PAO: at an estimated cost of Rs, 1.5 crores on a turnkey basis within
a period of 20 months, the Ministry had desired that tenders for the
supply of imported equipment for the plant should be invited only from
Germany, Japan, USA snd UK. The Ministry had also made it clear
that before placing any firm orders or making any foreign exchange
commitment, FCI should obtain from Government specific release of
foreign exchanges. Instead of following this course of action, the Cor-
poration decided in May, 1969 to c¢ntrust installation of this plant to its
P&D Division. Even though most of the Phospheric Acid Plants
operating all over the world were based on dihydrate process, the Cor-
poration went in for Nissan’s hemi-hydrate process and entered into an
agreement with International Ore and Fertilizer Corporation (Inter Ore)
for that process without obtaining prior approval of Government. _The
Corporation should have made an g_s‘sess'm,,ent‘oi_ﬂm_comm_@'ﬁnr;@!_m'

tages of having the job ex turn-key basis th a foreign con-
actor ° The profect estimates of the sphoric

tr, . that.
Acid Plant were _revised by _the n as five times. The

project cost went up from Rs. 1.50 crores to res. There
was delay i_n__gommisﬂnﬁ the Plant. was commissioned in 1978.

The final cost estimate of Rs. 5.03 crores was approved by Government in

Fe:m.ary 1975. :herej:: thus been no cle nt in
an ecemeal ¢l onges ve faken place. Th ﬂhﬂy
costﬁlﬁr_@ _place _e_se had resulted jn ‘peedless
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1.87 Under the Agreement entered into by the Corporation with
Inter Ore in May, 1970 for Nissan hemi-hydrate process know-how the
Inter Ore was linble to the extent of lump sum licence and  know-how
fees, if it failed to demonstrate its performance guarantee. Performance
guarantee tests werc however not carried out within the guarantee period
of one year because of deficiencies and repeated failures of equipment.
Test runs were, however, conducted a few days after the expiry of the
puarantee period and the Bourd informed that there was no limitation
on the plant on account of system concept or design ofr which Nissan
alonc could be held accountable. The performance of the plant did not
bear out this. As agninst the rated capacity of 30,000 tonnes per annum,
the highest level of production achieved so far was 20,534 tonnes in
1979-80. The result was that shortage of Phosphoric Acid had to be
made good by the conmtinued use of imported diammonium phosphate.
Thus the object of sefting up this plant has not been achieved fully
so far. It is distressing that the plant was initially accepted without
performanct guarantee test and contractor absolved of linbility.

1.88 The Supplementary Gasification Schemc was taken up to restore
the capacities of Ammonia and Methanol Plants. Neither the cost estimates
nor the Schedule of commissioning was adhered to. The original project
estimates of Rs. 2.29 crores was revised in November 1970 to Rs. 3.06
crores. The actual expenditure was higher still i. e. Rs. 3.46 crores. It
was approved by the RCF Board in August, 1978, 40-1/2 years after
the commissioning of the plant. There was a further delay of 2 years in
furnishing information to Government as the Techno-economic Feasibi-
lity Report called for by the Ministry was not readily available and what
is worse the Ministry’s letter itself ws misplaced in RCF’s office. The
approval of Government is yet to be accorded. According to the Sche-
dule of commissioning, as dctermined in November, 1970, the facility was
to be established by March, 1973. There was however delay of about
a year before it became operational. The delay in commissioning was
mainly due to P&D Division baving used in the Reformer their own
catalyst which was found to be disintegrating during operation and "had
to be used along with two varietiecs of CCI’s catalysts. The initial expe-
riment thus did not prove to be a success.

1.89 The Dcbottlenecking Schemes prepared at the instance of the
World Bank to remove bottenecks in the existing NPK Plant was com-
pleted in August, 1975 instead of in December, 1974 as scheduled. The
dekay in this casc has been attributed to delay in placing orders for cer-
tain equipments. After the scheme was commissioned, the composition
of the complex fertilzer was chianged in March, 1976 from Sophala
15 : 15 : 15 to APSN 20 : 20 : 0. After a study made by M/s.Technip
for which a sum of Rs. 1.42 lakhs was paid, certain modifications to
the Urea “Plant at an estimated cost of Rs. 1.29 crores were proposed
and approved by Government in June, 1973. When in September, 1974,
Governient approved the Trombay V project, modifications to the Urca
Plant become unnecessary and the expenditure of Rs. 1.42 lakhs rendered
infructions. Here again a piecemeal approach fis clearly evident.

1.90 The Deversification Schemes wzs launched by the Corporation
to improve the profitability of the Trombay I and II Units. Of the six
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plants covered by this scheme, Ammonium, Bicarbonate and concentra-
ted Nitric Acid plants were able to earn cumuletive profits of Rs. 43.54
lakhs and Rs. 170.24 lakhs respectively upto 1977-78, the operations of
Methylamine Plant, Dimethylether Recovery Plant, Sodium Nitritc/Nit-
rate Plants and Carbon Recovery Plant resulted in cumulative losses to
the exten of Rs. 30.53 Ilakhs, Rs. 9.85 lakhhs, Rs. 51.31 lakhs and
Rs. 50.71 lukhs respectively upto 1977-78. No formal periormance
guarantees were provided in the case of certain plants as for example the
Ammonium, Bicarbonate and Sodium Nitrite/Nitrate plants on the plea
that these plants were based on “In-house (P&D) design and engineering”
amd that there were no formal guarantees to be proven. Now that the P&D
Division has become a separate company, in future the contracts with
them should provide for performance guarantee in order that there may
not be any costly experiments within the Public Sector any more.



CHAPTER I
TROMBAY IV AND V

A, Trombay IV Project

2.1 In July, 1970, Government of India approved the Trombay IV
Project for setting up a Complex Fertilizer Plant, Nitric Acid Plant, Stcam
Generation Plant and Water treatment Plant at an estimated cost of
Rs. 43.60 crores (including Rs. 10.03 crores in foreign exchange). The
Complex Fertilizer Plant was to utilise 1.79 lakh tonnes of imported
ammonia to produce 6.60 lakh tonnes of Complex Fertilizer (20:20:0 grade)
with 60 per cent of water soluble P°O, employing sulphate recycle
process developed by M/s. Stamicarbon of Holland.  The Corporation
paid a basic design fee of Rs. 8.64 lakhs to M/s. Stamicarbon for supply-
ing the basic package based on sulphate recycle process.

2.2 The capital requirements of this project were re-assessed by  the
Fertilizer Corporation of India in October, 1971 at Rs. 57.68 crores
(including Rs. 16.43 crores in foreign exchange). In view of substantial
foreign exchange involved Government posed this project to the World
Bank. An Appraisal Mission of the World Bank examined this project in
December, 1971 and concluded that the “Project was not suitable for
financing due to complexity of the process, high capital costs, difficulties
of marketing a relatively low nutrient product with low phosphate water
solubility and low economic return.”

2.3 Accordingly, the scope of this Project was revised. There was no
change in the percentage (60) of phosphate water solubility but the projejct
now provided for crystallization process. The result was that the basic
design fec of Rs. 8.64 lakhs already paid to M/s. Stamicarbon for sulphate
recycle process became infructuous and was written off by the Board in
June, 1975. The revised project envisaged a Nitric Acid Plant and a
Niwophosphate Plant to produce 3.75 lakh tonnes per annum of complex
fertilizers (20:20:0 grade) by utilising one lakh tonnes of imported
ammonia and using Crystallization process. The capital cost of the revised
project was estimated by the Corporation at Rs. 37.5 crores (including
foreign cxchange component of Rs. 13.80 crores) excluding the capital
outlay required for Ammonia terminal facilities. Later the projejct cost
was revised by the Corporation to Rs. 44.01 crores (including foreign
exchange component of Rs. 18.99 crores) and approved by Government
in October, 1974. In June, 1974 the World Bank had agreed to give
$ 33 million as loan for Trombay IV.

2.4 In November, 1975, 'the project cost was again revised from
Rs, 44.01 crores to Rs. 76.27 crores. The revised estimate was approved
by the Board in July, 1977 and by Government in October, 1978. The
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project cost has, thus escalated by Rs. 32.26 crores ie. by about 75
per cent.

2.5 The Department of Chemicals and Fertilizers  intimated
(March, 1981) that before approving thc revised project estimate of
Rs. 76.27 crores in 1978, Government had analysed the reasons for the
aforesaid escalation in the project cost. These reasons are :

(Rs. in lakhs)
(i) Chang: in scop= like increase in Boiler capacity and pressure and
consequsnt increase in the water treatment facilities, augmentation
facilities for storags, effluent treatment fcr facilities etc. 540.00
(ii) Chi1g:in parity in Foreign Bxchangs .. . . 383.00
(i) Price escalation . . . . . . . . . 1538.00
(iv) Provision not made for in the carlicr estimate .o . . 15.00
(v) Provision to cover inadequacics in the earlier estimatcs . . 83.00
(vi) Variation in working capital . . . . . . 160.00
(vil) Variation in financing charges . . . . . " . 172.00

(viii) Variation in customs duty, taxes, handling charges and freight . 335.00

TorAL 3226.90

2.6 Actual expenditure incurred on Trombay IV upto June, 1980
amounted to Rs. 75.43 crores. As regards economic viability of Trombay
1V Project the Department of Chemicals & Fertilizers has pointed out
that Techno-economic feasibility-cum-detailed project Report was prepared
for Trombay 1V and V together in April 1974 and approved by Govern-
ment in October, 1974. This report had provided for a return on capital
of 9.8 per cent and internal rate of return of 13.16 per cent. As against
this, final estimates of Trombay IV envisaged a return on capitul of
18.5 per cent and internal rate of return of 17.5 per cent.

Delay in Commissioning

2.7 After the offers of various international firms were evaluated by a
Technical Committee, the Board accepted the offer of M/s. Udhe both for
Nitric Acid and Nitrophozphate Plants, Subsequently at the instance of
World Bank, the Corporation re-invited in March, 1973 tenders from firms
carlier contracted to update their bids. M/s. Udhe was selected for
Nitrophosphate Plant and M/s. Davy Power Gas, Berlin fer Nitric Acid
Plant. According to the approved project Report, Trombay IV was to
commence commercial production in April, 1977. A review of the pro-
gress n;ade in August, 1975, however, indicated that the commercial
production would start from November, 1977 due to delay in delivery of
certain major cquipment for the Nitric Acid, Nitrophosphate and Steam
Generation Plants. The Plant started trial production from 1 April, 1978
and went into commercial production from 1 January, 1979.
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2.8 Department of Chemicals & Fertilizers claimed (March, 1981)

at they were regularl ed with monthly reports on the status of the
:)l:oject grepared by Tr%nm authorities in a format apgt:ovcd by the
World Bank for submission to them. This gave information on the pro-
gress of various activities, in comparison to accepted project schedule, the
slippages, if any, and their impact on schedules, the finance statements and
expenditure progress with deviations and likely effects on costs, ctc. The
progress report it has been stated, was based on PERT/CPM tchnique.
In addition to scrutiny of thesc reports and rendering assistancc to the
project ‘o the extent Government help could be of use, review meetings
were held in the Ministry, generally every quarter, wheré the progress of
the project was critically reviewed and appraised. Despite these mcasures,
commissioning of the project, it will be seen was delayed by 1 year and

8 months.

2.9 During the coursc of commissioning of the Trombay IV Project,
it was observed that Ammonium Nitrate Phosphaic Plant would be able to
achieve only 66 per cent of its capacity because of design dcficiencies in
certain areas viz., refrigeration capacity, Mud Filtration and crystailizer
capacity and centrifuge performance. A rehabilitation scheme was, there-
fore, drawn up by the corporation in consultaiion with the Contractors
(M/s. Udhe) at an estimated cost of Rs. 280 lakhs. The contractor agreed
to bear Rs. 126 lakhs in foreign exchange (out of total cost of Rs. 280
lakhs) and provide free engineering and supervisory services. The Com-
mittec have been informed by the RCF that under the contract liability of
‘the contractor was only DM 541,800 (Rs. 22.78 lakhs) plus DFL 400,000

(Rs. 15 lakhs).

2.10 Chairman and M.D. of RCF admitted in evidence that though
responsiblity for these deficiencies is that of the contractor, who it was
stated, was not liable to meet the entire expendiure because the contract
entered into with them in this case had provided for only a limited liability.
The witness added “The total cost of the contract in the sense of license
fee, know how and basic engineering fees is about Rs. 1.6 crores. He
(1r.e. contractor) is alrez;lpy paying Rs. 1.26 crores by way of charges for
equipment, which are deficient.”

2.11 Asked why a provision for only a limited liability was madec in
this contract the witness said : :

“Till recently all the contracts have been limited. In recent times,
we found that consultants are agreeing to unlimited liability.”

2.12 In the Guidelines issued by the BPE on 10 April, 1967 it was
provided that “Government should make suitable provisions in futurc
agreements with the consultants so as to fix their liapility for defective
designs and bad workmanship.” The Committee wanted to know why
while entering into this contract, the FCI did not go by the BPE guide-
lines. The Department of Chemicals and Fertilizers, in & Note, furnished

after evidence stated :

“The contracts entered into by FCI do contain provisions for such
liability while issuing Notice Inviting Tenders. FCI asked the

12LSS/81—3
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bidders to quote thc maximum liability, thcy were wil‘ging tu
take. Evaluation was made keeping in view the offers.”

2.13 Trombay IV project covering mainly Nitric Acid and Ammonium
Nitrophosphate Plants was approved by Government in July, 1Y/U at an
estimated cost of Rs. 43.60 crores to produce 6.60 lakh tonnes of com-
plex fertilizers (NPK 20:20:0) with 60 per cent water sojublc P:Os by
employing sulphute recycle process developed by Stamicarbon of Holland.
The Project wus to be based on imported ammonia. An assessment made
by the Corporation in October, 1971 placed the capital requirements of
this project at Rs. 57.68 crores. Government posed this project to the
World Bank for financing in view of the substantia] foreign exchange in-
volved. How unsound was this project as formulated by the Corporation
and initially approve ed from the Tact thaf an
appraisal mission of the World Bank came to the conclusion thaf the
project g due to complexity of the processes,
high Capit g a relatively low nutrient preduct
' Jow economiic return. s clear”
¢ T COrpo xplore the possibilily of increasing
production in the existing NPK and Urea plants which were working at
60 to 65 per cent of the capacities, instead proposed to insta] additional
cepacities at a heavy cost to the exchequer. The Committee note that it
was only after the World Bank Mission had made a suggestion that the
Corporation  finalised the debottlenecking scheme for Trombay I
and II. The result was that the size of Trombay IV project
could be pruned, the intake of imported ammonia reduced and the project
cost cut down, The revised Trombay IV envisaged production of 3.75
lakh tonnes of complex fertilizers per annum at a cost of Rs. 37.5 crores
excluding the capital outlay required for ammonia terminal facilities. The
revised project was to use crystallisation process. As as result of the
change from the sulphate recycle process to crystalization process  for
production of the complex fertilizer, the basic design fee of Rs. 8.64 lakhs
already paid by the Corporation to M/s. Stamicarbon of Holland hecame
infructuous.

2.14 It is indeed distressing tha¢t there is haydly any plant or project
at Trombay which was commissioned on time or within the estimafed cost
Trombay IV project which was scheduled to commence commercial pro-
duction in April, 1977 could not start even trial production by that time.
The trial production started a year later und commercial production 9
months thereafter. The project estimate was revised from Rs, 37.5 crores
to Rs. 44.01 crores. In November, 1975, the project cost was again
revised to Rs. 76.27 crores.

2.15 The Ammonium Nitrophosphate plant was not expected to
achieve the rated capacity beyond 66 per cent because of design deficien-
cles in certain areas. The Committee have been informed that 2 Rs. 280
hakhs rehabilitation scheme has already been drawn up by the Corporation
in consultation with the contractor. The Committee, however, note that
the contractor will bear Rs. 126 lakhs (in foreign exchange) as against
fces aggregating Rs. 160 lakhs payable to him and the liability limit of
Rs. 38.22 lakhs under the contract. That the contractor could uccept a
liability far in excess of the limit luid down in the contract tells its own




such
the Committee would stress that the guidelines Issued
April, 1967 in regard to contractual Lability for defective designs und
workmanship should be strictly adhered to. '

B. Trombay V Project

Project-Cost

2.16 Trombay V Project comprising of a 900 tonnes per day ammonia
plant and 780 to 860 tonnes per day Urea Plant based on fuel oil as
feedstock, at an estimated capital cost of Rs. 111.40 crores (including
foreign exchange component of Rs. 27.80 crores) was approved by Gov-
crnment in Ociober, 1974. Later there was switch over {from Fuel Oil
to Naptha and then to Bombay High gas as feed stock on the basis of
which the original project cost would have been Rs. 90.25 crures. The
project cost was, however, revised to Rs. 169.97 crores and approved by
RCF Board in August 1978 but Government accorded approval in April,
1980 for Rs. 166.09 crores (including a foreign exchange component of
Rs. 45.07 crores).

2.17 The Department of Chemicals and Fertilizers intimated (March,
1981) that before giving their approval to the revised cost estimate. Gov-
ernment had analysed the reasons for increase in the cost from Rs. 90.25
crores 10 Rs. 169.97 crorcs. These rcasons are :—

(i) Price Escalaticn . . . Rs. 62.57 crores
(ii) Parity Charges . . . . . . Rs. 145 crores

(iii) Change in scopc . . . . . Rs. 7.19 crores
(iv) Changes in Taxcs, freight ctc. . . Rs. 1.94 crores
(v) Inadequatc provisions . . . . . . Rs. 223 crores

(vi) No provision madc earlier but found necessary subsequently . Rs. 4.34  creres

ToOTAL : Rs. 79,72 c¢tores

2.18 The RCF intimated that the expenditure of Rs. 156.77 crorcs has
been incurred on this Project upto 30-9-80. Department of Chcmicals
and Fertilizers indicated (March, 1981) that the Project is cxpected o be
completed within the sanctioned estimate of Rs. 166.09 crorcs.

2.19 The Committce pointed out that incurring of exoenditure in
cxcess of the original project cstimate year after year without Govern-
ment’s approval cven after the projeet cost had escalated by as much as
60 per cent was irregular and against the procedurc laid ‘down by the
P.I.B. The Chairman and M.D. of RCF conceded:

“I agree with you that it was not all right but this is what is
happening.”
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2.20 The Witncss pointed out that while preparing project cost esti-
mates, no provision to take care of forward cscalation is made. He added :

“As far as we know in all eur estimates, this defect is theres . ..
we have made it known to the Ministry also......... ...The
issue has not been taken up by us formally”.

2.21 As regards economic viability of the Trombay V Project, Depart-
ment of Chemicals and Fertilizers has intimated (March, 1981) that an
analysis carried out by the Project Appraisals Division of thc Planming
Commission had indicated an economic internal ratz of return of 13.9 per
cent with a Urea price of $210 and without any Premium on foreign ex-
change. It was stated that despite thc aforesaid increase in cost estimates,
the profitability of Trombay V is expected to remain the samec because
of existence of retention price system scheme under which cost of the
plant is taken into account while fixing 'the retcntion prices.

2.22 Asked if the Ministry agreed that retention price formula cover-
ed up the imefficiency of a fertilizer project, ‘the Department of Chemicals
and Fertilizers stated :

“While thc capital cost of the Project is taken into account by the
Fertilizer industry coordination Committec (FICC) for fixing
the retention prices of the products of a company, it does not
mean that FICC accepts the cost cstimates approved by
Government as sacrosanct. .

FICC carries out its own examination to satisfy itself that thc cost
of thc project is justified and does not cover inefficiencics. If
it is not satisfied about inclusion of certain items in the esti-

mates, it could disallow them while calculating the retention
prices.”

2.23 In this conacction, the Committcc have been informed (March,
1981) by the Department of Chemicals & Fertilizers that while approving
the revised cost estimates of a Project, the Cabinct had taken a serious
notice of the fact that the expenditure above the originally sanctioned
amount had been incurred without obtaining Cabinet approval and that
expenditure sanction had been issued from time to time without such
approval, with the result that the Cabinet was faced with a fait accompli.
The Cabinet therefore had directed that such a situation must not be allow-
ed to recur in futurc. Suitable instructions were issued by the Ministry

of 7Financc (Department of Expenditure) in this rcgard on 14th June,
1978.

2.24 On 31st May, 1980 the Ministry of Finance is stated to have
addressed a letter to the Secretary, Department of Chemicals and Ferti-
lizers pointing out that :—

“The increasing number of cases in which the cost estimates of
projects have had to be significantly revised upwards for vari-
ous reasons has been adversely commented upon in the meetings
of the Informal Consultative Committee and in other forums.



29

The Finance Minister has also expressed unhappincss over
this development and has cmphasized the need for a morc
thorough appraisal of projects before approval is accorded. 1
am writing this lctter to you to seek your cooperation in a rea-
listic assessment of the costs of projects referred to 1IFC and
PIB so that cases requiring large cost revision become only
exceptions and not the rule.”

Commissioning of the Project

2.25 In the implementation plan drawn up by the FCI in June, 1975,
it was stipulated that the prime agency for execution of Trombay V project
would be the P&D Division of FCI assisted by a Foreign Consultant, who
would supply the licence, basic, design documents, supervision for prepa-
ration of detailed engmeering, construction, commissioning and other
similar services. The Plan had recommended that for Urea Plant, enquirics
should be made from six firms viz Snam Progetti of Italy, Fredrich Udhe
of West Germany, Kelogg continental of Holland, M/s. Heurtey of France,
Toyo Engineering Corporation of Japan and Technimont of Italy.

Govt. (Nov. 1975) after considering FCI's technical asscssment that
Urea process of Snam Progetti has an edge over other processes and that
this Company had won the contract for the Urca Project at Phulpur
(IFFCO) on the basis of competitive quotations, and also of the need to
put through the project at the maximum speed and rcvival of the Italian
Credit, informed the FCI of the Govt.'s decision that FCI may now recom-
mence ncgotiations with Snam Progetti for the process know-how and engi-
neering portion of the Urea Plant of Trombay V project and obtain a written
undertaking that thcy would buy Engineering services and zquipment for a
value of 10 million dollars over a 3 years period for export.

2.26 While agreements for technical know-how were finalized with M/s.
Snam Progetti, Hallor Topsoe and Benfield, thosc for design, enginecring
and procurment had been cntered into with Snam Progetti avd Fertilizer
(Planning and Development) India Ltd. The Committce were informed
that no fresh competitive offers were necessary from these companies as
FCI already had know-how contracts with them for the carlier plants with
sliding scale of fees for subsequent plants. Becfore selecting the SNAM
process for urea for Trombay V, a comparative evaluation of thc capital
costs and production costs of generally accepted technologies at the time
was made by the Committee of Directors of FCI. Following were the
evaluation figures based on a thousand tonnes per day urca plant.

Technolegy Capital Cests Production costs
(in Rs. lakhs) (without profit ele-
ment)
(in Rs. per tonne/
Urea)
Techaiment . . . 2040 895/891
SNAM . . . . . 1972 866

Stamicarben . . N . . . 2008 908
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2.27 According to the Project Report approved by the Ministry in
October, 1974, Trombay V Project was to commence commercial prod!:c-
tion in April, 1978. The Chairman and M.D. of R.CF. revealed during
evidence that the Project is now likely to be commissioned in July, 1981.

228 In a note furnished after evidence, Department of Chemicals and
Fertilizers have attributed (March, 1981) the main reasons for delay of
more than 3% years in the commissioning of Trombay V Project to the

following :
1. delay in basic engincering by the foreign cngineering contractors;

2. delay in the detailed engineering by FPDIL, the Indian Engine-
ering Contractor;

3. delay in procurement of raw materials [or fabrication of indi-
genous equipmen?s;

4. delay by thc contractors in ordering a number of imported and
indigenous items; and

5. delays in receipt of imported and indigenous cquipment duc to
strikes, lock outs, power cuts, ctc. in vendor shops.

2.29 Asked if contract with Snam had provided for penalty in the
event of delay in supply of basi¢c engincering for this project, Chairman
and M.D. of R.C.F. said in evidence :

“There are penaltics for delays and also for not fulfilling the capa-
city requircments but there is a ceiling on penalty”.

2.30 As regards delay on the part of the BHEL the witness stated :

“The BHEL was to_give all the compressors by Scptember—Decem-
ber, 1979. They will now complete the delivery schedule by
. February, 1981. So about 14-17 months’ delay is therc.”

?;211 Yet tnt,lgtherbproj‘e,ct which suffered from time slippage and cost
escalation was Trombay V fertilizer project. According to the approval
accorded by the Government in Octobzr, 1974, Trombay V which envisag-
ed settling up of a 900 tonnes per day Ammonia plan and 782 to 860
tonnes per day urea plant at an estimated cost of Rs. 111.40 crores was
to commence commercial production in April, 1978. The Amonia Plant
was to be based on fuel oil as feed stock. Later it was decided to lmve
a plant primarily to process naptha but capable of changing over to Bom-
bay High gas as feed stock. The cost of the project was revised to
Rs. 169.97 crores in August, 1978. The variation between 1974 and
1978 cost estimates works out to Rs. 79.72 crores on the basis that the
original estimale for the gas based project would have been Rs. 90.25
crores. The revifed estimate was approved by Government only in April,
1980 by which time the actual expenditure vastly excceded the approved
*At the time of factual verification, RCF intimated that contract for Trombay V project
was not placed for a Fuel Oil based plant but insted, subscquently, a contract baséd on
Naphtha/Gas was awarded stipulating completion by July, 1980. On the basis of
completion as given in this contract, the delay would be more than cne ycar
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origina] cstimate. The Committee deprecate this tendency on the part of
public enterprises to exceed the sanctioned costs and present a fait accom-
pli to Government. This tendency should be curbed

2.32 Incidentslly the Committee note that the cost estimates preparcd
from time to time do mot provide for amy escalation element and that
these are at constant prices applicable to the year in which the estimates
are prepared. The Committee feel that while this procedure will hold
good for prepuring feaswbility report as it could be assumed that im an
inflationary situation both project costs and benefits would increase more
or less in the same order. But while preparing the detailed cost estimates
a iair approximation of the cost over the entire construction period has to
be attempted. This would obviate frequent revision of the estimates. This
question should therefore, be gone into by the Ministry of Finance.

2.33 The Committee have been informed that Trombay V project is
likely to be conunissioned only in July, 1981. This delay of more than 3
years has been attributed to delay on the part of foreign engineering con-
tractor 5 delay in the detsiled engineering by FPDIL, the delay in procure-
mem$ ef raw materials for fabrication of mdigenous equipment, delay in
reeeipt of imported and indigenous equipment etc. The Commitiez note
that the Amnonia to be produced in Trombay V was to be partly used
for the Ammonium Nitrophosphate production in Trombay IV, it is,
therefore, unfortunate that the commissioning of Trombay V is delayed
and the Ammonia continues to be imported for Trombay IV.

2.34 After rcviewing the implementation of Trombay 1 & II projects
in 1968-69 and examining now the execution of the supplemental schemes,
whieh were taken up to overcome the deficiencies of Trombay I & 11 units,
and the expansion projects, Trombay IV & V, the Committee are lefs with
an impression (hat the project formuaition and implementation were marked
an winquitous piecemealness of approach. The Authorities have not cvi-
dently learnt much from the past experience. Lack of foresight and coordi-
nation, wrong cheice of technology, defective contracts, ahsence of moni-
torimg and confrol of physical and financial progress  of projects, non-
enforcement of performance guarantce and disregard of financial discipline
are somc of the outstanding features of the style of their functioning and
These bave endured, The Committee’s findings should, there fore, be carc-
fully studied and improvements in the system made. This should be the
responsibility of the Administrative Ministry. It should be particalarly
ensured that in future projects are completed under time bound programme
in order to uvoid cost escatation and less of production. The Commiitee.
would urge immediate action in this regard as the prestigious Projects like
Thal Vaishet Project, which ertails an outlay of Rs. 889 crores, have been
taken up for implementation. Any lapse of the kind noticed earlier would
prove to be very costly indeed.



CHAPTER 1lI
THAL VAISHET PROJECT

3.1 The project consists of two 1350 tonnes per day Ammonia Plants,
three 1500 tonnes per day Urea Plants, three 275 MT|hour steam generation
plants and a captive power plant of 30 MW capacity. The process plants are to
be based on Associated|natural gas from Bombay High and Bassein offshorc
Gas Fields. It was tlaimed that this will be the biggest fertilizer plant in India
and will be the largest single producer of Urea from any one location in the
world. The world Bank had agreed to finance the foreign exchange component
of $ 250 million for the Ammonia and Urea Plants. The Project was sche-
duled to be completed within 45 months of signing the agreement with
Eagineering contractors for the Ammonia plant. The expected completion
date was indicated as March, 1983. The Project was approved by Governincnt
in May, 1979.Therc were initially delay in project formulation. The delay
was mainly due to difficulties in thc location of the site which was initially
identified as Rewas/Mandwa and changed to Tarapore and finally to Thal
Vaishet after selection of Tarapore was opposed by the Maharashtra L.cgis-
lature.

3.2 In August, 1977 a Working Group set up by Govt. on 23rd July,
1977 under the Chairmanship of Shri K. C. Sharma, then Chairman and
M. D. of the Fertilizer Corporation of India (assisted by Shri Paul Pothen.
M. D. IFFCO, Shri B. B. Singh, C & MD NFL, Shri Ramaswamy R.
lyer, JSFA, Department of C & F and Shri S. Sunder, Director, Depart-
ment of C & F) recommended that tenders for licence know-how basic
design and engineering for two gas based fertilizer plants proposed to be set
u;}), South of Bombay should be invited from overseas engineering consultant
who are willing to :

(a) Avail of the services of P & D in detailed engineering and the
at same time be willing to take responsibility for the timely com-
pletion and satisfactory performance of the plants.

(b) Provide the process know-how, basic engineering package on' the
basis of a sliding scale of fees and supervision for detailed cn-
gineering to P & D on an agreed basis for repetitive use in future.

(c) Together with P & D, to entcr into a consortium Agreement with
the owncr company guarantecing timely completion and satis-
factory operation of the plants.

3.3 Another working group was set up in October, 1977 under the Chair-
manship of Shri L. Kumar at that time Adviser (Planning Commission) (assis-
ted by Shri S. M. Kelkar, Shri Ramaswamy R. Iyer, Joint Secretaries,
Shri Paul Pothen, M. D. IFFCO, Shri K. C. Sharma, C & MD, FCl and
Dr. S. K. Mukherjee as Members to “short list” international consultants
for setting up the Ammonia and Urea plants to be erected South of Bombay.
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After reviewing a list of 40 enginecring Consultants prepared by the FCI,
the Group recommended in their Report  submitted to Government in
December, 1977 that the bids be invited from following 6 consultants for
Ammonia Plants :

1. Pullman Kcllogg (USA)

2. Toyo Engineering Company (Japan)
3. C. F. Braun (USA)

4. Technimont (Italy)

5. Haldor Topsoe (Denmark)

6. Humphreys & Glassgow (UK)

3.4 In August, 1978 a separate working group under the Chairmanship
of Shri L. Kumar (and consisting of S/Shri Paul Pothen, B. B. Singh,
Duleep Singh, H. H. Jethanandani, D. G. Rao, S. M. Kelkar and
Ramaswamy R. Iyer). was asked to draw up thc procedures for selection
of the consultant including the paramcters to be considered and the criteria
for evaluation of the bids. The Group gave its report in two parts. The
Group suggested that for evaluating bids, “the sclection will not be goverr-
ed solely by the quantum of fees quoted but will,also depend upon the
other equal or more important factors that affect the operating life of the
plant”. Thesc included besides the quoted fee, the cost of setting up the
plant, on the basis of the process and know how package to be supplied
by the bidder, the cost of opecrating the plant for a period of 10 years,
any adjustments needed to provide the diffcrence in the completion time
lg)uaran}:eed by the different bidders and the on-stream efficiencies likely to

e achieved.

3.5 The bids 1eceived from fle atorcsaid six engineering consultants for
ammonia plants were evaluated by a Negotiating Committec set up under the
Chairmanship of Shri Paul Pothen, M. D. (IFFCO) and Chairman, FPDIL
(and consisting of Shri Dulecp Singh, C & MD, R CF, Shri B. B. Singh,
C & MD, NFL and Shri H. H. Jethanandani, Exocutive Director, FPDIL).
Negotiations were held with three lowest bidders viz. M/s. C. F. Braun,
M/s. Pullman Kelogg and M/s. Toyo Engineering Corporation and the bids
re-cvaluated.

3.6 On the basis of the aforesaid evaluation, the Negotiating Commt-
tec recommended in March, 1979 that the bid of M/s. C. F, graun may
be accepted because (a) theirs is the lowest offer (b) Braun technology
represents the lowest energy consumption and (c¢) the technology enables
conversion of almost all the ammonia produced into urca.

3.7 Thereafter Department of Chemicals & Fertilizers made its own
cvaluation. After taking into consideration all the rclevant facts, the Spe-
cial Committee of Secretaries endorsed on 16 June, 1979 the recommen-
dation of the Paul Pothen Committee to award the contract for the ammo-
nia plants at Thal Vaishet to M/s. C. F. Braun and desired the Depart-
ment of Chemicals & Fertilizers to direct the owner R C F and the Indian
Engineering Company (FPDIL) to negotiate and finalise a formal agreement
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with M/s. C. F. Braun keeping certain aspects in view. The Committee was
ot the view that Department of Chemicals & Fertilizers should ensure that
the offer for the second set of plants (i.c. Hazira) was availed of th]n_n the
validity period and that if necessary, the validity period should be suitably

extended.

3.8 On 20 August, 1979, the Department of Chemicals and Fertilizers
sent the following 'I'elex Message to Chairman & M. D. of RCF :—

“Government have approved of the proposal to award the contract
for the Ammonia Plants of Thal Vaishet to M/s. C. F.
Braun subject to certain conditions. Conditions are being Com-
municated scparately. Pleasc arrange for commencement of
contract negotiations with Braun at thc earliest.  Negotiating
team would include rcpresetatives of the Ministry, RCF and
IFFCO. Constitution of a team would be finalised on  23rd
August.”

3.9 Asked if the aforesaid decision was for 2 ammonia plants of Thal
Vaishet or for 2 ammonia plats of Hazira as well, the Secretary, Depart-
ment of Chemicals and Fertilizers said :

“My understanding was that the technology of CF Braun had bcen
accepted for all the 4 plants.”

3.10 The conditions subject to which Government had approved award
of contract to M/s. C.F. Braun were spelt out by the Department in theic
N.O. letter dated 21 August, 1979 to Chairman & M.D., R.C.F. These
conditions inter alia were :—

(1) The transfer of technology agreement should be suitably worked
out so that there is complete transfer of tcchnology to FPDIL.
The transfer of technology agreement should also spell out the
sliding scalc of fee; basis for expatriate assistance etc. for
subsequent plants, i. e. plants from the fifth plant onwards.
Altempts should be made to see that FPDIL is in a position to
set up plants entirely on its own without any external assis-
tance so that no fec becomes payable to C. F. Braun after a
certain number of plants are set up.

(2) In negotiating the contract, the owner/FPDIL should attempt
to reduce the provision for man-months of expatriate assistance
and therqby. the cost of such assistance, taking into ac-
count special expertise that may be  available without diluting
Braun’s responsibility for timely completion and satisfactory
commissioning of the Project. The agreement should provid.:
that the payment towards man-months of expatriate assistance
should be only for the actual man-months utilised and subject
to a maximum of agrced man-months.

3) The owner/FPDIL should ensure that the terms and condi-
tions for expatriate assistance were in accordance with the guide-
lines laid down by the Special Committee of Sccretarics.
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(4) The contract in respect of licence and know-how should pro-
vide for the transfer .0f information in respect of improve-
ments/modifications carried out in the Braun tcchnology for as
long a period after commissioning as possible and for a periodi-
cal review of such developments.

(5) The contract should ensure that rectifications/modifications in
the plant to be carricd out at the contractor’s cost in the cvent
the guarantees are not fulfilled are completed within a specified
time limit. The contract should also contain suitable provisions
that would permit the owner to withhold rcasonable significant
part of the fces to be paid to Braun till all the guarantees inclu-

» ding the guarantees in respect of consumption efliciencies are
proven and the plants accepted, and if, for this purpose, modi-
fications, arc carried out, till after they arc carried out and the
guarantces are proved. Thc question of obtaining a bank gua-
rantee in addition or the loss of production during the period of
modifications undecrtaken to prove the guarantecs may also be
cxamined.

(6) RCF should ensure that the bids of M/s. Toyo and M/s. Puil-
man Kellogg, the ncxt two lower parties remained valid till nego-
tions with Braun were concluded.

(7) In short-listing supplicrs of plant and equipment in consultation
with the cengineering consultants, RCF should ensure that the
maximum opportunity is afforded to Indian partics.

(8) In determining the extent of design and cngincering that will
be caried out by Braun overseas, effort must be made to maxi-
mise the use of all domestic design and cnginecring capabilities.’

3.11 Accordingl;wR.ashtriya Chemicals & Fertilizers negotiated a final
draft contract with M/s. C. F. Braun and scnt it to Government on 18
December, 1979. The Government, however, felt that several aspects of the
recommendations made by thc Committce of Secrctarics for awarding the
contract to C. F. Braun for both the scts of plants needed further consid:ra-
tion. Accordingly, Government of India constituted an Expert Committce
under the Chairmanship of Shri B.B Singh, Cairman, IFCI, for advising on
the selection of consultants for the ammonia plants of the gas based fertilizer
projects, to be sct up at Thal Vaiset and Haziru. Other Members of this
Bxpert Committee were Sarvashri D. C. Gami, M. D. GSFC, Dr. S. S. Baijal,
Ex-Chairman, FAl, K. V. Raghavan, C&MD of EIL, Duleep Singh, Chairman
& M.D. of RCF, Paul Pothcn, M. D. IFFCO, K. S. Sarma, C&MD, FPDII..
The Expert Committee was requested to examine the point whether taking
all rolevant factors into consideration, it would be desirable to choose the
same consultant for both sets of plants i.c. Thal Vaishet and Hazira.

3.12 On 19 April, 1980, Government of India enlarged the terms of
reference of the Expert Gommittce and directed that this Expert Committce
should also assess the relative merits of all the six parties who had offered
bids for the ammonia consultancy.
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3.13 The B. B. Singh Committee was unanimous in recommending the
selection of C. F. Braun for onc set of plants (Thal). The Committee, had

concluded inter clia ;

“However, the said negotiated draft contract would rcquirc impor-
tant improvement in regard to (a) legal commitments for per-
formance guarantee, penalties, brecach of contract, etc. and (b)
non-dilution of TOT even if no commitment is made for more
than two plants i.e. one complex”.

3.14 There was difference of opinion among the members of the Singh
Committee regarding relative grading of three other consultants, namely,
Topsoe, Kelogg and Toyo. *

Details arc given below :

Members Grading
1. Shri B.B. Singh

1. Topsoe 2. Toyo 3. Kelogg
2. Shri Sarma J
3. Shri Raghavan . 1. Kelogg 2, Topsoe 3. Toyo
4, Shri Baijal
5. Shri Paul Pothen

1. Kelogg 2. Toyo 3. Topsoe
6. Shri Gami

7. Shri Duleep Singh

3.15 The B. B. Singh Committee was also divided on the question of
desirability of having one consultant for both Thal and Hazira Complexcs.
The majority view in the Committee (Shri B. B. Singh, Bijal, Gami and
Raghavan) was that taking all factors into consideration the risk invol-
ved in having one consultant for both thg emploxcs was not of an accep-
table degree. Other Members of the Group felt that the risk involved was
not such which would negate concgetc advantages likcly to accruc from
having one consultant,

3.16 The Expert Committee’s report was received by Govt. on 13 June,
1980. The matter was thereafter referred to a Committce of Ministers on
29 July, 1980. According to the Press Note issucd by Government on
17 Septcmber, 1980, the Committee of Ministers (it was clarified in cvidence
that this Committee was erroncously referrcd to as Cabinet Sub-Committe in
the Press Note) acccpted the majority view point of the B.B. Singh Com-
mitce and recommended that two consultants may be appointed for the
two complexes separately. The Committee also felt that with sufficient gas
reserves now established to support a large number of such plants it would
be advantageous to have two of the most advanced ammonia technologics
for application in future plants at nominal license fee. The Committee were
of the view that this consideration' should outweigh any possible financial
savings that may result from having one consultant for the two complexes.
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3.17 The following reasons were advanced by thc Committee of Minis-
ters for not accepting that B. B. Singh Committce's recommendation for en-
gaging C. F. Braun as consultant :—

(i) The recommendation of the Expecrt Group for giving one set of
plants to C. F. Braun suffered from several drawbacks. The
main consideration in recommending C. F. Braun was thc low
energy consumption in the technology offered by them. Even in
this respect the manncr in which Braun agreed to undertake res-
ponsibilities and liabilities virtually looscned this foundation.
Thus Braun’s responsibility in the failure to achicve rated capa-
city was limited to the extent that such failure was attributable
to “the Consultants ncgligence.” In cftect this was no guarantes
of the efficacy of the technology or ils performance.

(ii) Braun have had no experience of having built and operating a
plant in India. This was a mattcr of considcrable significance
as earlier proven technologies had floundered in Indian con-
ditions.

(iii) The contract offered by Braun suffered from several legal lacu-
nac. Braun refused to take responsibility for overall project
schedule and limited thcir responsibility to only aspects arising
out of their negligence. Their offer in respect of transfer of
technology, in case only one set of plants was awarded was
equivocal. .

(iv) the technology offered by Braun was devcloped by them in the
carly sixties and further progress in the field of ‘forwaid look-
ing’ technology could not be expected from them. This was
particularly so in the context of its acquisition by Santa Fc Inter-
national a large oil drilling and related construction firm, when
it future in the field of ammonia consultancy would be uncertain.

(v) According to information available, out of the 19 ammonia pro-
jects, around the world in the last two ycars, Braun was invi-
ted only once, Kellogs 11 timcs and Topsoc 16 times.

3.18 Of the rcmaining five bidders, Technimont did not respond to the
invitation by the Expert Group for revised bids and the Group had unani-
mously graded Humphreys and Glasgow as last. This left the choice to three
bidders, mamely, Haldor Topsoe, Pullman Kellogs and Toyo Engineering
Corporation. The offer of Toyo was based on Pullman-Kellogs technology
who had themselves put in a bid and the Committec of Ministers felt that
it would be more advantageous to deal directly with Kellogs.

3.19 The Evaluation Committec set up carlier had not recommended
Topsoe ‘mainly on tlie ground that they had not involved a strong cnginecring
contractor and their alternative offer of serics 200 ammonia technology
involving low energy consumption had not been put to commercial use,
The Committee of Ministers noted that now Topsoe proposed to join
Snamprogetti, a strong contractor, for undertaking the Bombay High pro-
jects. Snamprogetti had already been given the contract for the Urea Plants
at Thal-Vaishet and if Topsoe were to be given the ammonia contract then
there would be much better coordimation.
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3.20 The Committee of Ministers was also stated to have taken notc
of the fact that working experience, now available, of the series 200 Ammo-
nia technology also offered better future prospects. Pullman-Kellogs, the
other consultants selected, have considerable experience of working in Indian
conditions and have designed and completed ammonia plants at Coro-
mandel, Kalol and Phulpur. They have an involvement in almost 75 per
cent of the present day large plants to their credit and the Evaluation Com-
mittee had recognised their credentials as eminent engineering contractors
in the ammonia industry. They have successfully transferred technology to
third parties.

3.21 The Committee wanted to know if the Secretary, Department o
Chemicals and Fertilizers had received any letter from Delhi representative
of Toyo Engineering India Ltd., in which a reference about political changes
in India had been made the witness stated :

“There ccrtainly was a message from Toyo about reconsideration.”

3.22 In a note furnished after evidence, the Department furnished a copy
of letter dated 22 March, 1980 from the Director of Toyo Engincering India
Ltd., addressed to the Secretary, Department of Chemicals &  Fertilizers
quoting a telex message from Pullman Kellogs, USA sent to the President of
Toyo Engineering Corporation, Japan. An extract from the telex message
is reproduced below :—

“It is our understanding that the subject project is undergoin:y a
new breath of life. I also understand that the present political
changes in India may favour Toyo and Pullman Kellog compe-
titive position. 1 hope for both of us that this is correct. And
whilst I naturally hope that my company would be awarded the
contract, I would wish that no chances are missed for your com-
pany to have an equal opportunity. It is with this in mind that
1 wish to confirm to you that if your company should entcr into
ncgotiations for or be awarded Ythis contract, Pullman Kellog
will supply to your customer the portion of thc contract con-
ccrning the transfer of technology, and I would be most grate-
ful if your representative in' India would be so informed.”

. 3.23 Asked if the aforesaid letter was brought to the notice of the
Minister, the Department of Chemicals and Fertilizers intimated in a note
furnished after cvidence that:—

“Since the letter did not warrant any action, it was filed. It was not
brouglit to thc notice of the Minister.”

3.24 The Committee drew attention to the fact that even the B.B. Singh
Committee in their Report, submitted to Government on 13 June, 1980, un-
animously recommended acceptance of the offer of C.F. Braun for fertilizer
plants at Thal and desired to know what happened thercafter to warrant
a change. In reply, the witness explained that:—

“On 21st June, the Department recommended to the Minister of Pet-
roleum & Chemicals to accept the unanimous view (i.e. C. F.
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. Braun for the first set of plants). On 24th June, the Petroleum
& Finance Ministers said, ‘let it go to the Cabinet’. On 7th
July, the Department submitted a note. The Cabinct considered
it and decided that the matter should be looked into by a Com-
mittee of Ministers. On 29th of July, a Committcc of Ministers

was appointed.”

*3.25 The Committee desired to know if beforc placing the matter
before the Cabinet, views of the Ministers of Agriculture and Finance were
obtained, In reply the witness disclosed :—

“The Agriculturc Ministry had said in their note that for Hazira they
were in favour of Braun. The Finance Ministry made no recom-

mendation.”

However, according to the Department of Chemicals & Fertilizers a copy
of the draft note as approved by Minister Petroleum, Chemicals & Fertilizers
was simultaneouly sent to the Ministry of Agriculturc for their concurrence
to the note. In reply to this the Ministry of Agriculture wrote that thcy
had no comments to offer at the stage but the Minister for Agriculture would
offer Ris views at the meeting of the Committee.

3.26 The Committec asked that as offer of C. F. Braun was not accep-
table to the Committee of Ministers because they had no cxperience of having
built and operated a plant in India, did Haldor Topsoe whose name had
been recommended by that Committec have any such experience in India.
In reply the witness rccalled .

“There are plants starting from Shri Ram Chcmical Plant Kota,
Nangal, Panipat, Bhatinda, Trombay-5 and Namrup-3 which is
the latest wherc Topsoe technology has been associated and
Topsoe have worked.”

3.27 To the Committee’s query if Topsoe had set up any plant in India
independently, thc witness admitted :—

“Topsoes have not constructed any plants on their own.”

3.28 Referring to the plca of Committce of Ministers that the technology
offered by Braun was developed by them in the carly sixties and further
progress in the field of forward looking technology could not be expected
from them especially in the context of its acquisition by Sonta Fe Inter-
national, a large oil drilling and related construction firm, the Committee
desired to know if it is a fact that even Topsoc whose offer had found

*At th- time of factual verification “the Department of Chemicals and Fertilizers pcintcd
cut that the views of the Ministry of Agriculture were reccived after the Nc te, gs fireliscd
had been submitted to th: Cabinet Secretariat. The views cf the Ministry of Agriculture
were also sent to that Secretariat for being placed before the Cabinet ccmmittee on

Eccnomic Affairs.
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favour with the Committee of Ministers, is owned by Snam Progetti. The
witness said :

“50 per cent shares are owned by Snam Progetti. Snam is also the
ufca comsultancy contractor. It is also engineering concern. Tn
“this particular offer they had arrangements with Snam.”

3.29 The Committee also wanted to khow if Pullman Kellogg had been
purchased by Wheelabrator Fry and if so how is it that while such a point
was considered as a minus point in the casé of Braun but was ignored in the
case of Pullman Keclogg. In reply witness stated :

“It did not come about at the time of consideration, it came later.”

3.30 Asked if Government would consider this point cven now, the
witness replied in the negative.

3.31 The Committec asked how the offer of Haldor Topsoc was found
to be “comprehensive and attractive™ and whether the Committee of Ministers
had the advantage of any swperior tcchnical advice. All that the witness could
say was :

“I can’t say ‘superior technical advice’, they have gone into what I may
” say weighty non-technical reasons”...The Cabinet decision
mercly accepts the recommendations of the Committee of
Ministers which say : “The offer by Topsoc for transfer of techno-

Jogy is comprehensive and attractive.”*

3.32 As regards comparative cconomics of Braun & Topsoe on the basis
of protovisions contained in the proposed contract between Braun and RCF
and approved contract betwcen Haldor Topsoe and RCF, thc Department
has pointed out that '—

1. The gross fecs payablc to Haldor Topsoe are less by about
5.05 million US dollars than the fees payable to C.F. Braun.

2.  Thc energy consumption in the case of Haldor Topsoe is less
];)y 0.011 million kcals per tonne of Ammonia than that of
raun.

3. However, the guarantees works cost of Haldor Topsoc is higher
by Rs. 6.65 per tonne of ammonia.

4. There is no appreciable difference in the other performance
guarantees.

5. CO: avuilabilities guarantced by Haldor Topsoe and Braun is
1700 tonne per day and 1740 tonne per day respectively. The
CO: availability in both cases is stated to be adequate to convert
ammonia to the rated urca output.

®At the time of factual verification , Department ¢f Chemicals and Fertilizers pointed
out thit Secretary was not asscciatid with ¢11 the discussicns cf the Committee of
Ministers and that the cvidenct qu« t ir.p  3.31 abcve was given by him in the con-
text of the reasons given in the Press N te « rly™.
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6. Transfer of technology in the case of Haldor Topsoe will te
simultaneous with the work on Thal Project. Braun, on the
other hand, had in thcir letter dated 30 May, 1980 to the
B. B. Singh, Committec stated, inter alia, that “the degree and
depth of this transfer will depend on the number of plants for
which we obtain contracts”.

3.33 The Department of Chemicals and Fertilizers further explained
that :

“The Guaranteed works cost of Haldor Topsoe for the Thal Vaishet
Project comes to Rs. 561.80 per tonne of ammonia against a
figure of Rs. 555.15 pci1 tonnc of ammonia guarantecd by C.F.
Braun. The difference between the two at 80 per cent capacity
utilisation works out to about Rs. 47.40 lakhs per annum and
the discounted value of this over a ten year period is about
Rs. 3 crores. As against this, the gross fees payablc to Haldor
Topsoe are lower by about Rs. 5.05 crores comparcd to the
5“; fess payable to C.F. Braun for the two plants at Thal

aishet.

3.34 As regards project estimates of Thal Vaishet the Committee wanted
to know the latest estimate. In reply Chairman & M.D. of RCF stated in
evidence :

“June 1978 cstimate approved by the Government was Rs. 511.34
crores. Our latest estimate bascd on Zero date of 1, January, 1981
is Rs. 889 crores.”

3.35 The Committee wanted to know if the revised estimate of Rs. 888.5
crores has been approved by Government. In reply, the Secretary,
Department of Chemicals & Fertilizers stated in evidence (December, 1980) :

“It has not yet come to Government. It has not been scrutinised by
the Government.”

3.36 In a note furnished after cvidence, the Department of Chemicals
and Fertilizers intimated the following reasons for cost escalation :—

Extent of increase

(Rs. in crores)
1. Escalation in the cost of certain items due to change of the Zero date

from 1-1-79 to 1-1-81 . . . . . . . . . 91.4
2. Change of scope particularly in the service Boiler . 29.3
3. Under provision on certain items in the carlier estimate . 51.2
4. Bscalation during construction . . . . 121.4
S. Increase in finance charges . . . . . . . 35.0
6. Payment towards railway line . . . . 9.3

7. Increase in contingencies (Calculated at 10.2%)) . . . 41.7

12 LSS/81-~4,
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3.37 It has been pointed out by the Department that if on the basis
of the norms adopted by Government and the PIB no provision is made
for escalation during construction and the provision for contingencies is limi-
ted to the same percentage as in the approved estimate, the estimated cost
of the project would work out to Rs. 732.6 crore only.

3.38 The World Bank had agreed tc finance the foreign exchange compo-
nent of 250 million (about Rs. 200 crores) for the Ammonia and Urea Plants
of Thal Vaishet. The project Agreement dated 20th August, 1979, between
the World Bank and RCF had provided among other things, that in order to
assist RCF in the process design and engineering, procurement, construction
and start-up of the ammonia and the Urea plants under the project, and
design of pollution control mcasures RCF shall obtain licences and plant
design and employ consultants whose qualifications, experience and terms
and conditions of employment shall be satisfactory to the Bank.

3.39 In a note furnished after evidence, the Department of Fertilizers
and Chemicals have intimated to the Committec that :

“The World Bank did not accept the selection of Haldor Topsoe as
consultants because according to them, the proposed arrange-
ments did not ensure satisfactory and timely completion of the
project with an acceptable degree of risk, since Haldor Topsoe
did not, according to the Bank, have demonstrated expericnce
in terms of prime responsibilities for the construction of a
compositc ammonia plant of the capacity. The Bank, therefore,
held that the condition regarding appointment of consultants
rcmained unfulfilled and the loan agrecment stood terminated
after December, 1980.”

3.40 The gas-based Thal Vaishet Fertilizer Project, which would be the
world’s largest single producer of urea from any one location, was appro-
ved by government in May, 1979 at a cost of Rs. 511.34 crores, l’l;'he
project mainly consisting of two 1350 tonnes per day Amumonia plants
and three 1500 tonnes per day urca plants was expected to be commis-
sioned within 45 months of signing of engineering contract for the Ammonia
Plants. | There was, howsver, inordinate delay in selection of Engineering
Consultants and according to a revised estimate the project would cost
Rs. 889 crores.| The Committee, therefore, went intc the delay.

3.41 A need for foreign engineering consultants having been felt for
this project as wcll as the project at Hazira, six international engineering
concerns were indeitified (December 1977) for inviting bids for the ammonia
plants. These were M/s. C. F. Braun (USA), Haldor Topsoe (Denmark),
Humphreys & Glassgow (U.K.), Pullmzan Kellogg (USA), Techniment
(Italy) and Toyo Enginecring Company (Japam). Bids were invited from
these parties for the two ammonia plants to be set up at Thal Vaishet.
The parties were also asked to quote their fees in case the two plants
at Hazira were also awarded to them. The bids received were examined
by a Negotiating Committee, which was assisted by an Evaluation Committee
Thereafter negofiations wiere held with the three lowest bidders and  the
bids reevaluated. The intention then seems to have been to bave the same
technology for both Thal Vaishet and Hazira plants, The Department of
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Chemicals & Fertilizers also nmde its own evaluation. All the evaluations
showed that the offer of M/s. C. F. Braun was the lowest. The wmatter
was then considered by the Special Committec of Secretaries on Fertilizer
Projects which recommended (June 1979) selection of M/s. C. F. Braun as
the consultants. The recommendation was accepted (August 1979) by Go-
vernment. A draft contract was also finalised (December 1979).

3.42 There was, however, a reconsideration of the issue by the Govern-
ment affer January 1980, An expert committec was set up to consider
the rclative merits of all the six partics and to examine whether it would
be desirable to choose the same consultant for both sets of plants. All the
parties were then asked to update their bids. The Expert Committee while
recommending (June 1980) that M/s. C. F. Braun be selected as the con-
sultant for the plants at Thal Vaishet, felt that the negotiated draft contract
would require improvement in regard to legal commitments for performance
guarantees, penalties, breach of contract etc. and non-dilution of transfer
of technology even if no commitment was made for more than two plants,
The majority view of the committec was that taking all factors info account
the risk of having one consultant for both Thal Vaishet und Hazira pro-
jects was not of an acceptable degree. The whole matter was then refer-
red (July 1980) to a Committee of Ministers. The committee accepted
the mmjority view of the Expert Committee but the ungnimous decis‘on
that M/s. C. F. Braun should be selected as the consultant for Thal Vaishet
plants was turned down mainly on the ground that M/s. C. F. Braun had
no experience of having built and operated a plant in India and the pro-

contract suffered from legal lacunae. They were of the view that

aldor Topsoe should be selected for That Vaishet procct and Pullman

Kellog for Hazira profject. This was accepted by the Government (Sep-
tember 1980).

3.43 The matter has already been discussed in Parliament. The Com-
mitee note that there are important policy issues involved. The anxiety of
the government seems to have been to balance the economy consideration
against the reliability of the technology in Indian conditions and the need
for a choice between forward looking technologies for future application.
The Committee also note that according to government there will not be
any financial loss in accepting the final offer of Haldor Topsoe and rejec-
ting that of M/s. C. F. Braun. The Committee trust that this has becn

borne out by an expert evaluation. HMLM-MM"‘MM
[ p_delay of nearly 2 years in fixing up the consultant the cost
proc 0 nsul enable ditious decisiops.
Committee trust that the claims of Haldor Topso ially in regard
to comstruction costs would actualy materialise. A  strict watch on the
performance would be necessary and any further tie up wilh them should be ”
decided on the basis of this performance.




CHAPTER IV
WORKING RESULTS

A. Production Performamce
(i) Plant-wise Production Performance

4.1 The production performance of various Plants of Trombay Unit
during the last 5 years was as under : —

S. Plant Annual Rated Actml Production (Lakh tonnes)
No. Capacity
(Lakh tonnes) 1975-76 1976-77 1977-78 1978-79 1979—80

1. Ammonia Plant 1.16
1.06 (From March 1969)
0.81 1.03 1.03 1.02 1,04
1.19 (From Feb. 1974)

2. Urea Plant 0.99 0.80 104 1,06 103 1,07
3. N.P.K. Plant 15:15:15
Grade _
2.10 (Bxisting Plant) 1.81 1.82 2,14 2.65 2.65
3.30 (From August Nil
1975 after DBN)
20:20:0
1,80 (Bxisting Plant) 0.22 0.5% 0.13 0.04 Nil
(APSN—DBN) 0.13 0.29 0.15 - e
4. Nitric Acid Plant 1.056 0.8s 106 098 0.62 0.41
S. Sulphuric Acid  0.66
Plant —_— ]
0.99 0.43 0.5 0.69 0.84 0.86
(From June 1977)
6. Mecthanol Plant  0.18
0.378
(From Feb., 1974) 0.27 0.3 0.42 0.3 04

4.2 It will be seen from the above table that while production in Ures,
and Methanol Plants has picked up in recent years, Ammonia, N.P.K. and
Sulphuric Acid Plants have not achieved their rated capdoity in any year
so far, despite implementation of Rehabilitation, Supplenientary Gasification
and chottleneckmg Schemes in the case of Nitric Acid Plant, capaclty was
achieved in 1976-77. These schemes have been discussed in detail in the
carlier Chapter of this Report.

4
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(a): Amironia Plant

_ 4.3 The Corporation tiad informed Audit (February, 1977) that apast
from low enquipment performancs, break downs and longer time taken for
maintenance, power problem was another factor which was responsible for
low production in Ammonia plant, Note furnished by RCF indicates that
though power problem had surfaced in 1973-74 and continued for the subse-
quent two years, FCI placed order for an additional air compressor with
BHEL only on 18 September, 1976 and for the expansion engines with a
firm in Japan on 25 May, 1976. These items were received and installed in
February and April, 1977 respectively.

4.4 The RCF have admitted (October, 80). that low Ievel of production
at Ammonia Plant had resulted in :

(i) Loss of production of Urea and Complex Fertilizers-on account
of Ammonia feed limitation. The logs of Urea was 228 tonnes,
2,059 tonnes and 382 tonnes in 1975-76, 1977-78 and 1978-79
respectively and loss of Suphala 915 tonnes and 132 tonnes in
1975-76 and 1978-79, rcspectively.

(ii) Import of Ammonia, Forcign Currency equivalent of imported
ammonia consumed during the years 1973-74 to 1979-80
amounted to 14.29 crores.

(b) Urea Plant

4.5 According to the agal sis madc by the Trombay Unit, the ma‘;oi'
factors responsible for shortfall in production in Urea Plant upto 1975-76
were lack of ammonia: and, Carbon-dioxide (when Anmimonia’Plant trippo’df
and break down of equipment.

4.6 As pointed out by Audit higher production of Urea in 1975-76 was
because ammonia limitation was overcome by purchase of Ammonia from
external sources viz. imports and indigenous ammonia bought from Indian
Farmers Fertilizer Cooperative Ltd, Production .in, 1976-77 and 1977-78
exceeded the rated capacity on account of over-titéd production on certait,

days.
(¢) N.P.K. Plarit

4.7 As against the original capacity of 900 tonnes a day of 16 : 13 : 0
grade and 1,100 tonnes a day of 12.9 : 12.8 : O grade, the capacity of NPK
Plant with thc new process of 15 : 1§ : 15 grade was fixed in 1972-73 at 700
tonnes a day for 15:15: 15 grade (or 2.10 lakh tonnes per agnum) and
60O tonnes a day (or 1.80 lakh tonnes 20:20: 0 grade on the basis of
stréam_efficiency of 300 days in a year). FCI jaformed Audit that. the
attalnable capdcity was determined on he best judgement of the Manage-
ment dnd no Committec was constituted to study and fix the capacity.

4:8 That aforesaid reduction in the capagity of N.P.K. was not-warranted
could b¢ clear from the fact that as pointtd out in the Audit Report, the
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plant had budgeted from 1972-73 to 1974-75 for production of 15 : 15 : 15
grade at a level higher than the capacity of 2.10 lakh tonnes and in fact pro-
duced 2.46 lakh tonnes in 1972-73. Production and Efficiency report for
January, 1974 has also indicated that for determining production plans, the
capncit)y of the Plant had been rockoned at 800 tonnes a day (or 2.40 lakh
tonnes).

4.9 The Committee, therefore, wanted to know if the capacity of NPK
Plant whicl) was fixed by the Management on “best judgement” needed to be
re-assessed RCF, in a note, maintained that :

“A study of the production achieved over the years would indicate
that the estimate of achievable capacity was reasonable keeping
in view the achievable stream days and rate of production.”

4.10 The Committee enquired if the expectation that with the Debottle-
necking Scheme (discussed 1n the earlier chapter), the capacity of N.P.K.
Plant could increase from 2.10 lakh tonnes to 3.30 lakh tonnes of 15 : 15 - 15
grade had materialised, RCF intimated (January, 1981) :—

“It was expected that after debottlenecking the capacity will increase
from 210,000 to 330,000 MTPA. However this, expectation has
not been realised. The debottlenecking so far done is not adequate
to give the desired substantial increase in capacity. The best
achievement so far is 270,000 MT in 1978-79.”

4.11 The shortfall i production in N.P.K. during 1978-79 and 1979-80
has becn attributed by RCF to (i) power dips and failures, (ii) process water
shortage, (iii) shortage and bad quality of raw materials, (iv) Shortage of
Intermediate, (v) equfpmcnt break-downs and material handling limits and
(vi) process problems.

(d) Nitric Acid Plant

4.12 Audit Report ted out that Nitric Acid Plant had not achieved
‘the rated capacity of 1.056 lakh tonnes in an rear except in 1976-77.
‘The shortfall in production was ascribed to (i) failure of nitric acid supply
Enulmps and line, (ii) poor performance of turbo compressor and (iii) Leaky
tail gas heater and poor absorption efficiency on account of plugging of
cooling coils in the absorption towers.

(e) Sulphuric Acid Plant

4.13 As stated in the Audit Report, the Unit has entered into a contract
in 1974 with the Design Engineering Division of the Fertilizers and Chemicals
Travancore Limited (FACT) for conversion of the Sulphuric Acid Plant to
double absorption system for pollution control and at the same time for
increasing the capacity of the Sulphuric Acid Plant to 300 tonnes a day
(or 99,000 tonnes per annum), The scheme estimated to cost Rs. 136.54
lakhs (including foreign exchange of Rs. 27.94 lakhs) was sanctioned by
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Government in March, 1975, This estimate was further revised to Rs. 155.86
lakhs (including foreign ex of Rs. 38.18 lakhs) which was sanctioned
by the Ministry in November 1977. The scheme was completed and com-
missioned in June, 1977 at a cost of Rs. 143.59 lakhs.

4.14 Despite conversion of the Sulphuric Acid Plant to double absorption
system in June, 1977, the Plant has noi been able to achieve the enhaaced
rated capacity of 0.99 lakh tonnes. The production was 0.69 lakh tonncs in
1977-78, 0.84 lakh tonnes i 1978-79 and 0.86 lakh tonnes in 1979-80.

4.15 Asked if the problems standing in the way of achievement of rated
capacity of Sulphuric Acid Plant had been identified, and attended to, RCF
intimated (October, 1980) in a note, that :—

“The problems identified were mainly repalr and replacement pro-
blems and have since been attended to and the plant is capable
of full capacity production.”

4.16 RCF have informed the Committee (January, 1981) that as pro-
duction in Sulphuric Acid Plant from 1974-75 had beenr less than the
requirements of Sulphuric Acid for other plants viz. NPK Plant, CNA Plant
and Phosphoric Acid Plant, the Unit had to purchase Sulphuric acid to meet,
their requirements, Extra expenditure involved in erchasing Sulphuric Acid
from outside during the years 1976-77 to 1979-80 instead of producing it
at the Sulphuric Acid Plant amounted to Rs: 61.60 lakhs,

4.17 In this connection, RCF, however, pointed out that had Sulphuric
Acid been not purchased from outside production of concentrated Niric
Acid and phosphoric acid would have suffered and that the loss in production
on this account would have been to the tune of Rs. 203.56 lakhs.

(f) Methanol Plant

4.18 An analysis of the reasons for shortfall made in the Production and
Efficiency Report indicated that process troubles and stabilisation, low cqui
ment performance, leaks in the reformer and harp assembly and high stocE;
of methanol (in 1974-75 and 1975-76) wcre mainly responsible for non-
attainment of capacity upto 1975-76 in Methanol Plant.

The Ministry informed (July 1978) Audit as follows :

“The main problem in the Methanol Plant was the capacity limitation
of the reformer and the unsatisfactory nature of the catalyst. The
reformer has design dcficiencies- and even with the best catalyst
available in the market, only 60 per cent of the capacity utilisa-
tion was possible. With supplementary gasification, the plant is
producing to full capacity.”

4.19 RCF have intimated (Janvary, 1981) that as production at Metha-
nol Plant was less than the rated capacity they had imported 32,181 tounes
of Methanol of the total value of Rs. 3.38 crores during the period 1969-70
to 1976-77.
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4.20. led Cost per tpnne of imported methanal as compared:to the
cost of production of methanol at Trombay was as.follows.:—
. - : t ctio, ded cost per tonne
Yo et tonme (R 2 F imporiod méthanol
~ in Rupees )
196970 L0 L, 1,514.00 1,494.00,
g7t . o . .. 1,175.00 .
9n72 . . 0L 1,141.00 1,202.00
9723 . . . . . -
197374 . . . . . 1,515.00 1,438.00
197478 .- . .. . 2,435.00, 3,260.00
197876 . . . o 2,523.00, .
197677 . . . . . 2,377.00 1,970.00
1977‘78 [J [} . . : . 2’192-m LA
9718 . . . . . 2,684.00 . 2,176.00

B. Financial Results

4.21 Rashtriya Chemical & Fertiliers Ltd. was incor%orgtcd on 6 March,
1978 ‘on  the re—‘c:}iqisaﬁon of the erstwhile Fertilizer Corparation of India
and National Fertilizers' Ltd. The paid up capital of the company was .
Rs. 167.48 crores as .on 31 March 1980, The cumulatjve profits of RCF-
after adjusting the 10sses as on 31 Match, 1980 amounted to Rs. 45.83 crores.

4.22 Net profit earned since 1975-76 has been as under :—

Year Net profit after past
period adjustment

) o .o ‘ (Rs./Crores)
1975-76 . . . . . . . . . . (—)1.39
197677 «  « o e e e e e (+)7.59
19778 . . . . . oo oo (+)6.87
1978-79 . . [N . . . . . . (+)8.14
197980 e e e Co. (+)11.04

(Note : Information upto $977-78 relates to Trombay Unit of erstwhile Fertjlizer Corpora-
tion of India and that for 1978-79 and 197%80 relates to RCF as a whole).

furnished by the Ministry in November, 1978 indicated the following trends

4.23 Profit or loss for each product is not worked out by the unit.

However, profit/loss statement as preparcd on the basis of final accounts and
in the" pr%ﬂtdb’iﬁt&“ of different products :

Profit(+)/Less(—) (Rs. in lakhs)

Products 1972-73  1973-74 1974.75 1975-76 1976-77  1977-78
(1) Fertilizers

(@) Urea . ()69 (P31 (D3I ()46 (D139 (—)d4

(ii) Suphala . 536 549 700 106 403 1238
(2) Industrial Pfoducts

‘(H ‘Methanol . 91 85 32. 276 303 368

(i) Othérs . 250 247 o6 12 167 229
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4.24 The Corporation intimated that the principal reason for losses des-
pite Urea Plant having produced more than the rated capacity in 1976-77
and 1977-78 was that the net realisation could not cover the cost at the pre-
vailing controlled selling price fixed by the Government. Retention price for
Urea was introduccd only from November, 1977 and since then Urea Plant
has been making profits. It has been pointed out that the cost of production
is high as the plants are based on Yechnologies of the sixties and do not
have the economics of scale available in current Ammonia Urea plants.
There was, it has been stated, no increase in cost due to imported ammonia,
as it was cheaper then Unit’s own production.

4.25 As regards declining trend of profitability of Suphala, the Corpora-
tion have stated that decline 1n profit for 1975-76 was mainlﬂ due to payment
of excise duty on Complex Fertilizers (about Rs. 400 lakhs), reduction in
the selling price of Suphala from July 1975 and higher cost of imported
ammonia due to payment of customs duty.

4.26 The profit, cost and other dctails in respect of Suphala for the years
1977-78, 1978-79 and 1979-80 are giver: below :—

Profit 1977-78 1978-79 1979-80
(Rs. in lakhs)
Suphala 15 : 15 : 15 172.81 160.12 1.02
Suphala 20 : 20 : 0 64.97
APSN 20:20:0
237.78 160.12 1.02
Net Realisation (Rs. per MT)  for Suphala
15:15:15 . . . . . . 1294.26 1289.40 1447.12
Cost of Sales (Rs. per MT) for Suphala
. . 1225.15 1209.32 1446.77

15:15:15 . .

4.27 The Corporation stated, in a note that as far as the year 1979-80
which had fully year’s impact of retention prices is concerned, the profitability
of fertilizcrs should be considered as a group and not product-wise, since the
basis adopted by FICC for distribution of inputs among the products is not
the same as was adopted by the Company. The combined profitability of the

fertilizers is as follows :—
(Rs. lakhs)

Profit
1977-78 1978-719 1979-80

Urea . . . . . . . . (4392 36.14 23.01
Suphala. . . . . . . . 2118  160.12 1.02
ANP . . ... . 137.97  47.05

193.86 334.23 471.08

12 LS§/81
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4.28 The Corporation has claimed that their production plan is optimiscd
to maximum profit. The decision to makc only Suphala 15 : 15 : 15 as against
a combination of grades, to make APSN in thc debottlenecking section, to
maximise use of phosphoric acid to discontinue production of Sodium Nitrate/
Nitrite, etc. are stated to be examples of this effort.

4.29 The Corporation has intimated that it has taken the following steps
to improve the profitability of the various fertilizers produced at Trombay

plant :—
1. Maximisation of production.
Revamping of plants,
Control over consumption of materials and utilities.
Improvements in inspection and maintenance practice.

bl ol

C. Cost Control

4.30 Conirol System.—The Audit reported that as in the case of other
Units, Trombay Unit is also following a system of process costing for
ascertaining the cost of production of the various end products and inter-
mediate products.

4.31 The following features of the system deserve mention : —

(a) While the product-wise costs are worked out profit or loss s not
worked out for cach product and reconciled with the profit or
loss shown in the financial accounts. The Corporation has stated
(February 1977) that whencver there was any significant change
in the input or output, the product-wise profitability was worked
out invariably.

(b) Based on the plan of production as mentioned in the original
budget estimates and the revised cstimates, the variable and
fixed costs of each product are estimated and actual costs based
on actual production are compared inter se. The estimates of
cost so drwn up are treated as standard costs. In certain cases,
standard costs differ from these estimates on account of the
adoption of a different volume of anticipated production.

4.32 As stated above, the estimated costs of production are based on
the revenue budgets for a given volumc of production for a particular pericd.
The establishment of standard cost, based on the attainable capacity and
norms of consumption for raw materials and utilities, and the calculation' of
variances between these standard costs and the budgeted and actual costs,
would serve as a more effective managerial tool for purposes of cost control.

4.33 The Commitiee desired to know whether the management considers
that establishment of standard cost would serve as a more effective managerial
tool for purposes of cost control and if so, what steps have been taken in this
direction. The Corporation have in a notc intimated : —

“Management presently controls cost by controlling the quantity of
production and physical consumptions of materials and utilities
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for which standards have been liid down. However, this leaves
out the unit price of inputs which though generally beyond the
control of management, can be taken into account by having the
system of Standard Cost. Management is now considering using
a Standard Cost System based on retention price norms.”

4.34 The Committec enquired that in respect of cach product, what were
the areas which offer scope for control or reduction in cost and whether the
management was satisfied with the mcasuves taken and results obtained. The
Rashtriya Chemicals & Fertilizers Lid. in a note furnished by them stated
that the major areas of cost reduction in all products were increased
tion and reduced consumption of raw materials and utilities. It has been
claimed that continuous day-to-day monitoring of production and consumption
with reference to targets is being done. Wherever production was affected due
to market constraints, continued efforts, it has been stated, are being made
to explore new avenues/outlets for use of their production, It has, however,
been pointed out that as the plants were ageing, rebabilitation plan has been
wourked out for all key plants to prolong life and in the process also upgrade

technology.

D. Amnual General Meetings

4.35 The First Annual General Mceting of the Rashtriya Chemicals and
Fertilizers Limited i.c. for the year 1975-79 was held on 29 August, 1979.
The notice for this meeting was issued on 8 August, 1979. The Committec
noticed that the accounts and the statutory auditors as well as Director’s
Report were 1caly on 28-8-1979. The comments of the Comp-
troller and and Auditor General of India under Section 619(4)
of the Companies Act, 1956 were available only on 29-8-1979.
The Commiitee was intimated by the Corporation that the consent
for sending the documents less thun 21 days before the meeting to be held
on 29-8-1979 under Section 171(2) and 219(1) was obtained on 17-8-1979
from the shareholders.

4.36 For the Sccond Annual General Meeting (1979-80) the notice was
issued on 15th September, 1980 for the meeting to be held on 24th September,
1980. The conscat for shorter nolice and shorter notice for Agenda was
obtained by the Corporation from all the shareholders on 22nd Septembxr,
1980 under Section 171(2) and 219(1) of the Companies Act, 1936.
Although the meeting was held on 24th September, 1980 but as the accounts
werc not ready by that time, the meeting was adjourned to be held again
on 15th October, 1980.

4.37 During both the years i.c. in 1978-79 and 1979-80, the Corpora-
tion obtained the consent for issuing shorter notice and shorter notice for
agenda, after they had issued notices for the Annual General Meetings, al-
though the Companies Act stipulates obtaining of the consent before issuing
notices for the Annual General Meetings.
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'4.38 Asked why there was a laxity on the part of the company in dealing
with the General Body Meetings and presenting the accounts in time, the
C.M.D. RCF assured during evidence : —-

“We would avoid it in future.”

4.39 The Committec desired tu know whether there was any difliculty
in preparation and presentation ol accounts in time. The representative of
Corporation explaincd that this year (1979-80) they had difficulty because
the retention price for the fertilizer was not announced then and it was
announced only on 10th September, 1980. He further stated that they had
to take into account the price for the year starting from April 1979,

.4.40 It was intimated to the Cominittce that for taking into consideration
the profits for the year the announcement of retention price by the Govern-
ment was very important. The Committce pointed out that a note could have
been added to the accounts that they are subject to announcement of reten-
tion price by Government and the profits adjusted in the next year’s accounts
instecad of withholding them. The Chairman and Managing Director of RCF
reacting to this statement said :—

“We had in fact presented the accounts. But the Board of Dircectors
mentioned that since it was a major thing, the accounts should
be prepared only after the announcement of the retention price.
That is why we got this difficulty.”

4.41 The Committee pointed out that although the Indian Companies Act,
1956 provides that with the consent of the shareholders shorter notice and
shorter agenaa could be issued, but at least sufficient time should be given to
the shareholders to study the documents for contributing fruitfully for the
vencfit of the Corporation. The witness stated :—

“We have taken note of it, and in future, we will give 21 days notice.”

4.42 The production performance of the Company is not quite satis-
factory. The rated capacity of the old Ammonia Plant vas reduced from
1.16 lakh tonnes per annum to 1.06 lakh tonnes per annum in March,
1969. Even this reduced capacity has not been achieved in any year so
far, despite the fact that the Supplementary Gasification Scheme completed
in February, 1974 was expected to raise the capacity to 1.19 lakh tonnes
annually, The Committee recall here the assurance held out by the then
management in 1969 (vide para 3.14 of 26th Report of Commlitce om
Public Undertakings (Fourth Lok Sabhe) that the Plant was reasonably
well on the road to rehabilitation. Unfortunately this assurance has not
been kept up. Slippage in production has been attributed to low equip-
ment performance, break downs, longer time taken for maintecnance and
power problems. The shortfall affected the production of urea until
terminal facilities for handling imported Ammonia were ready in 1973-74.
During the period 1973-74 to 1979-80, Ammonia was imported at a cost
of Rs. 14.29 crores. Although it was expected that after debottlenecking
the capacity of the NPK plant will internnce from 2.10 lakh tonnes fo
3.30 lakh tonnes per annum, the best achievement so far has heen 2.70 lakh
tonnes in 1978-79. Similarly the expected increase in capacity for Sulphuric



Acid production also did mot materialise. This caused procurement of the
acid from outside to the exteiit of Rs. 61.60 lakhs during 1976—80. Thus
the implementation of Trombay I and II and the supplemental schemes
Bave not as yet yiclded the expected results. The position calls for a cri-

4.43. As on 31st March, 1980, the cumulative profits of RCF ufter
adjusting the losses were Rs. 45.83 crores. The Committee have reasons
to believe, after examiniig the worldng_of RCF, that the profits are there

because of the retention price for fertilizer. % should be 8 machinery
to e cost i i products of RCF, urea

is clearly unpro . cost of production in old Ammonia and Urea
Plants are stated to be high because the plants are based on technologies
of the sixties, and dp not have the economieés of scale available in current
Ammonia and Urea Plants. The company is Iollowing a system of process
costing for ascertaining the cost of production of various end

products and intermediate products b, ss on each
. Estimated costs of production are on the rcvenue

ot worked
hﬁ for a given volume ‘of production for a particslar period. The Com-
mittee have been informed that the Management is now considering using
of Standard Cost System based on the retention price norms, The Commit-
tee desire thai the system should be settled in consultation with the C &

AG of India.

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

BANSI LAL,

Chaoirman,
Committee on Public Undertakings

Vaisakha 4, 1903 (S)

New Delhi,
T\
April 24, 1981



APPENDIX

Summary of Conclusions/Recommendations of the Committee on
Public Undertakings contained in the Report

S. Para Conclusions/Recommendations

No. No,

1 2 3

1 1.34 The planning and implementation of Trombay I & II

projects consisting mainly of Ammonia, Urea, Suphala (Nitro
phosphate), Nitric Acid, Sulphuric Acid and Methanol plants
commissioned during 1965-66 by the Fertilizer Corporation
of India, was reviewed by the Committee during 1968-69.
The projects suffered from low production and losses. The
Committee had dlso noticed that agrcements entered into for
supply of plants were defective and that there were a number
of procedural and functional lapses on the part of the manage -
ment. On the basis of recommendations of the Committec
in their 26th Report (Fourth Lok Sabha), an Enquiry Commis-
sion (Bedi Commission) was sct up in August, 1969. The
Commission went into the agreements entered into with M/s.
Chemical Construction Corporation (USA) for the supply
of Ammonia, Urea and Nitric Acid Plants and the award
of contract for the Nitro Phosphate plant to M/s. Chemical
and Industrial Corporation (USA). The Commission was
expected to report within threc months, i.e., by November
1969. However, it was only in March, 1979 that the Commis-
sion submitted its report, which was laid before Parliament in
August, 1980. Government after considering the findings of
the Commission agreed with its conclusions and treated the
matter as closed. Thus it has taken nearly 10 years to inform
Parliament of the outcome of the enquiry instituted on the
basis of recommendation of a Parliamentary Committee. Such
delays could frustrate the purpose. An cxpenditure of Rs.
10.22 lakhs was incurred on the Commission. The Committee
are, therefore, constrained to deal with the delay.

2 1.35 The Committee were informed that within two days of
the setting up of the Commission of Enquiry, the Fertflizer
Corporation took up with the Government, after taking
legal advice, the advisability of postponing the enquiry into
one of the Commission’s terms of reference that related to
the contract with the supplier of Nitro phosphate plant,
Chemical and Industrial Corporation (USA). This was on the
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ground that the Fertilizer Corporation’s claims against the
supplier of the plant were under arbitration by an Arbitral
Tribunal set up by the International Chamber of Commerce.
The reaction of the Government was that the enquiry was not
likely to prejudice the arbitration proceedings and that it
was open to the Fertilizer Corporation to make a suitable
submission to the Commission. In an order passed in
1970, the Commission was of the view that there was force
in the submission of the Corporation. However, when
the ex-Managing Director, against whom the enquiry was
directed, objected to the exclusion of one ol the issues from
the enquiry, the Commission sustained the objection (July
1971). Thereafter fresh legal opinion was obtained by the
Fertilizer Corporation and the matter was again taken
uF with the Government. On consultation with the Ministry
of Law, the Government withdrew (June 1972) the relevant
issue from the terms of reference.  This was contended
(July 1972) by the ex-Managing Director stating that the
Government had no power to amend the terms of reference.
The Commission again sustained his objection. Thereupon
the Government and the Fertilizer Corporation had to file
(October 1972) separate writ petitions in the Delhi High Court.
The High Court stayed the proceedings of the Commission in
regard to the issue in question, but the Commission did not
proceed with the remaining issues. It was only after the
arbitration award was finalised and the Government restored
(October 1977) the relevant issue in the terms of reference
of the Commission and the petitions pending in the Delhi High
Court were withdrawn that the Commission procecded further
and gave its report in March 1979.

The Committee regret that the Government though aware
of the arbitration proceedings did not specifically consider
the implications cither on their own or in consultation with
the Fertilizer Corporation before deciding upon the terms
of reference of the Enquiry Commission. This lapsc created
all the delay and difficulties besides entailing considerable
wasteful expenditure. Further, when the Commission did not
agree to proceed with the remaining issues it was open to the
Government to wind up the Commission and set up a new
Commission with limited terms of reference; but this option
was ununderstandably not exercised. The result of all this was
that the Commission which was expected to take 3 months
took nearly 10 years to complete its work. The Committee
desire that learning a lesson from this sad experience Govern-
ment should lay down suitable guidelines and clarify the legal
position of Commissions of enquiry to obviate such delays
and wasteful expenditure in future.
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Incidentally, although in terms of the arbitration award
the plant suppliers of the nitro-phosphate plant were to pay
Rs. 143 lakhs, the award had been contested in a US court
and the chances of recovery are not rated high. A sum
of Rs. 9.56 lakhs has already been spent on enforcement
procecdings. The Committee would await the outcome. The
Committee recommend that in future contracts with foreign
parties also should provide for arbitration only under Indian

Arbitration Law.

The Trombay 1 and Il Complex suffered from losses
and low production. In order to overcome the deficiencies,
a Rehabilitation Scheme, a supplementary Gasification Scheme
a Debottlenecking Scheme and a Diversification Scheme were
taken up. There were delays in implementing these chemes.
There were changes in scope without specific approval of
the Government. There were also changes in the processes
midway. All these had escalated the cost. The schemes
were imrlcmcnted between 1968 and 1979, The production
was sull below capacity.

The Rehabilitation scheme envisaged besides setting up
a Phosphoric Acid Plant (cost: Rs. 1.5 crores), replacements,
additions and modifications to the ex:sting plants at an estimated
cost of Rs. 100.20 lakhs (later revised to Rs. 83.61 lakhs).
The scheme was approved by the Board in August,
1967 and was to be executed within 3 years. A review made
in September, 1970 indicated that 5 key items involving a
cost of Rs. 39.59 lakhs had not been installed. Although
a special cell was set up in 1967 to monitor the implementa-
tion of the scheme, it was only on 11 February, 1969 and that
too at the instance of the Board that a progress report on
implementation of this scheme was submitted for the first
time. Further progress was neither reported to the Board
nor called for by it. Thus alter sanctioning the rehabilita-
tion scheme in 1967, the Board did not bother to keep itself
abreast to the progress of this scheme. This lapse cannot
but be deplored.

While conveying Government's approval in principle
to the installation of Phosphoric Acid Plant, the capacity
of 100 tonnes per day of P,0s at an estimated cost of Rs.
1.5 crores on a turnkey basis within a period of 20 months,
the Ministry had desired that tenders for the supply of im-
ported equipment for the plant should be invited only from
Germany, Japan, USA and U.K. The Ministry had also made
it clear thar before placing any firni orders or making any
foreign exchange commitment, FCI should obtain from
Government specific release of foreign exchange. Instead
of following this course of action, the Corporation decided
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in May, 1969 to entrust installation of this plant to its P & D
Division. Even though most of the Phosphoric Acid plants
operating all over the world were based on dihydrate process
the Corporation went in for Nissan’s hemi-hydrate process
and entered into an agreement with International Ore and
Fertilizer Corporation (Inter Ore) for that process without
obtaining prior approval of Government. The Corporation
should have made an assessment of the comparative advant-
ages of having the job executed on turn-key through a foreign
contractor. It failed to do that. The project estimates of
the phosphoric Acid plant were revised by the Corporation
as many as five times. The project cost went up from Rs.
1.50 crores to Rs. 5.04 crores. There was delay in commis-
sioning of the plant. It was commissioned in 1975. The
final cost estimate of Rs. 5.04 crores was approved by Govern-
ment in February 1979. Therc has thus been no ¢ con-
cept of the plant initially and piecemeal changes have taken
place. These had resulted in needless cost escalation.

Under the agreement entered into by the Corporation
with Inter Ore in May, 1970 for Nissan hemi-hydrate
process know-how the Inter Ore was liable to the extent of
lump sum license and know-how fees, if it failed to demon-
strate its performance guarantee. Performance guarantee
tests were however not carried out within the guarantee period
of one year because of deficiencies and repeated failures of
equipment. Test runs were, however, conducted a few days
after the expiry of the guarantee period and the Board in-
formed that there was no limitation on the plant on account
of system concept or design for which Nissan alone could be
held accountable. The performance of the plant did not
bear out this. As against the rated capacity of 30,000 tonnes
per annum, the highest level of production achieved so far
was 20,534 tonnes in 1979-80. e result was that shortage
of Phosphoric Acid had to be made good by the continued
use of imported di-ammonium phosphate. Thus the object
of setting up this plant has not been achieved fully so far. 1t
is distressing that the plant was initially accepted without
performance guarantee test and contractor absolved of

liability,

The Supplementary Gasification scheme was taken up to
restore the capacities of Ammonia and Methanol plants.
Neither the cost estimates nor the schedule of commissioning
was adhered to. The original project estimate of Rs. 2.29
crores was revised in November 1970 to Rs. 3.06 crores. The
actual expenditure was higher still i.c. Rs. 3.46 crores. It
was approved by the RCF Board in August, 1978, 4-1/2 years
after the commissioning of the plant. There was a further
delay of 2 years in furnishing information to Government as
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the techno-economic Feasibility Report called for by the
Ministry was not readily available and what is worse the
Ministry’s letter itself was misplaced in RCF’s office. The
approval of Government is yet to be accorded. According to
the schedule of commissioning as determined in November,
1970, the facility was to be established by March, 1973.
There was however delay of about a year before it became
operational. The delay in commissioning was mainly due
to P & D Division having used in the Reformer their own
catalyst which was found to be disintegrating during
operation and had to be used along with two varieties of
CCPD’s catalysts. The initial cxperiment thus did not prove
to be a success.

The Debottle-necking Scheme prepared at the instance of
the World Bank to remove bottlenecks in the existing NPK
Plant was completed in August, 1975 instead of in December,
1974 as scheduled. The delay in this case has been attri-
buted to delay in placing orders for certain equipments.
After the scheme was commissioned, the composition of the
complex fertilizer was changed in March, 1976 from Suphala
15:15:15 to APSN 20:20:0. stetAfter a study made by M/s.
Technip for which a sum of Rs. 1.42 lakhs was paid, certain
modifications to the Urea Plant at an cstimated cost of
Rs.1.29 crores were proposed and approved by Government
in June 1973. When in September, 1974, Government appr-
oved the Trombay V Project, modifications to the Urea
Plant became unnecessary and the expenditure of Rs. 1.42
lakhs rendered infructuous. Here again a piecemeal app-
roach is clearly evident.

The Diversification Scheme was launched by the Cor-
poration to improve the profitability of the Trombay I and
I Units. Of the six Plants covered by this scheme, Ammonium
Bicarbonate and concentrated Nitric Acid Plants were able
to earn cumulative profits of Rs. 43.54 lakhs and Rs. 170.24
lakhs respectively upto 1977-78, the operations of Methylamine
Plant, Dimethylether Recovery Plant, Sodium Nitrite/
Nitrate Plants and Carbon Recovery Plant resulted in cumu-
lative losses to the extent of Rs. 30.53 lakhs, Rs. 9,85 lakhs,
Rs. 15.31 lakhs and Rs. 50.71 lakhs respectively upto 1977-
78. No formal performance guarantees were provided in
the case of certain Plants as for example the Ammonium
Bicarbonate and Sodium Nitrite/Nitrate Plants on the plea
that these plants were based on *“In-house (P & D) design and
engineering” and that there were no formal guarantees to
be proven. Now that the P&D Division has bcome a
separate company, in future, the contracts with them should
provide for performance guarantee in order that there may not
be any costly experiments within the Public Sector any more.



13

3

2.14

Trombay IV Project covering mainly Nitric Acid and
Ammonium Nitrophosphate Plants was approved by Govern-
ment in July, 1970 at an estimated cost of Rs. 43.60 crores
to groduce 6.60 lakh tonnes of complex fertilizers (NPK
20:20:0) with 609, water soluble P,0, by employing sulph-
ate recycle process developed by Stamicarbon of Holland.
The project was to be based on imported ammonia. An
assessment made by the Corporation in October, 1971 placed
the capital requirements of this project at Rs. 57.68 crores.
Government posed this project to the World Bank for finan-
cing in view of the substantial foreign exchange involved.
How unsound was this project as formulated by the Corpor-
ation and initially approved by Government can be gauged
from the fact that an appraisal mission of the World Bank
came to the conclusion that the project was not suitable for
financing due to complexity of the processes, high capital
cost, difficulties of marketing a relatively low nutrient product
with low phosphate water solubility and low economic re-
turn. It is clear that the Fertilizer Corporation did not ex-
plore the possibility of increasing production in the existing
NPK and Urea Plants which were working at 60 to 65 per-
cent of the capacities, instead proposed to instal additional
capacities at a heavy cost to the exchequer. The Committee
note that it was only after the World Bank Mission had made
a suggestion that the Corporation finalised the de-bottleneck-
ing scheme for Trombay I & II. The result was that the size
of Trombay 1V Project could be pruned, the intake of imported
ammonia reduced and the project cost cut down. The
revised Trombay IV envisaged production of 37.5 lakh tonnes
of complex fertilizers per annum at a cost of Rs. 37.5 crores
excluding the capital outlay required for ammonia terminal
facilities. The revised project was to use crystalisation
process. As a result of the change from the sul‘phntc recycle
process to crystalization process for production of the complex
fertilizer, the basic design fee of Rs. 8.64 lakhs already paid
by the Corporation to M/s. Stamicarbon of Holland
became infructuous.

It is indeed distressing that there is hardly any plant
or project at Trombay which was commissioned on time or
within the estimated cost Trombay IV project which was
scheduled to commence commercial production in April,
1977 could not start even trial production by that time.
The trial production started a year later and commercial
production 9 months thereafter. The project estimate was
revised from Rs. 37.5 crores to Rs. 44 .01 crores. In Novem-
ber, 1975, the project cost was again revised to Rs. 76.27
crores.
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The Ammonium Nitrophosphate plant was not expected
to achieve the rated capacity beyond 66 per cent because of
design deficiencies in certain areas. The Committee have
been informed that a Rs. 280 lakhs rehabilitation scheme
has already been drawn up by the Corporation in consultation
with the contractor, The Committee, however, note that
contractor will bear Rs. 126 lakhs (in foreign exchange)
as against fees aggregating Rs. 160 lakhs payable to him and
the liability limit of Rs. 38.22 lakhs under the contract.
That the contractor could accept a liability far in excess of
the limit down in the contract tells its own story. The Commi-
ttee desire that the Ministry of Law should be consulted in-
the matter and if their examination shows that there is any
lacuna in the contract such lacuna should be avoided in fu-
ture. Further, the Committee would stress that the guide-
lines issued by Government in April, 1967 in regard to con-
tractual liability for defective designs and workmanship
should be strictly adhered to.

Yet another project which suffered from time slippage
and cost escalation was Trombay V fertilizer project. Accor-
ding to the approval accorded by the Government in October,
1974, Trombay V which envisaged setting up of a 900 tonnes
per day Ammonia plant and 780 to 860 tonnes per day urea
plant at an estimated cost of Rs.11].40 crores was to commence
commercial production in April, 1978. The Ammonia
plant was to be based on fuel oil as feed stock. Later it
was decided to have a plant primarily to process Naphtha but
capable of changing over to Bombay High gas as feed stock.
The cost of the project was revised to Rs. 169.97 crores in
August, 1978. The variation between 1974 and 1978
cost estimates works out to Rs.79.72 crores on the basis
that the original estimate for the gas based project would
have been Rs. 90.25 crores. The revised estimate was appro-
ved by Government only in April, 1980 by which time the
actual expenditure vastly exceeded the approved original
estimate. The Committee deprecate this tendency on the
part of public enterprises to exceed the sanctioned costs and
present a fait accompli to Government.  This tendency
should be curbed.

Incidentally the Committee note that the cost estimates
pieparcd from time to time do not provide for any escalation
clement and that these are at constant prices applicable to
the year in which the estimates are prepared. The Committee
feel that while this procedure will hold good for preparing
feasibility report as it could be assumed that in an inflationary
situarion boih project costs and benefits would increase more
or less in the same order. But while preparing the detailed
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cost estimates a fair approximation of the  cost

over the entire construction period has to be attempted.

This would obviate frequent revision of the estimates. This

g_l_xostion should therefore be gone into by the Ministry of
inance.

The Committee have been informed that Trombay V
project is likely to be commissioned only in July, 1981. This
delay of more than 3 years has been attributed to delay on
the part of foreign engineering contractor ; delay in the
detailed engineering by FPDIL, the delay in procurement
of raw materials for fabrication of indigenous equipment,
delay in receipt of imported and indigenous equipment
etc. The Committee note that the Ammonia to be produced
in Trombay V was to be partly used for the Ammonium
Nitrophosphate production in Trombay IV. It is, therefore,
unfortunate that the commissioning of Trombay V is delayed
i‘\';d the Ammonia continues to be imported for Trombay

After reviewing the implementation of Trombay I & II
projects in 1968-69 and examining now the execution of
the supplemental schemes, which were taken up to overcome
the deficiencies of Trombay 1 & 11 units, and the expansion
projects, Trombay IV & V., the Committeec are left with
an impression that project formulation and implementation
were marked by ubiquitous piecemealness of approach. The
authorities have not evidently learnt much from the past ex-
perience. Lack of foresight and coordination wrong choice
of technology, defective contracts, absence of monitoring
and control of physical and financial progress of projects,
non-enforcement of performance guarantee and disregard
of financial discipline are some of the outstanding features
of the style of their functioning and these have endured. The
Committee’s findings should, therefore, be carefully studied
and improvements in the system made. This should be the
responsibility of the Administrative Ministry. It should
be particularly ensured that in future projects are completed
under time bound programme in order to avoid cost escala-
tior and loss of Production. The Committee would urge
immediate action in this regard as the prestigious projects
like Thal Vaishet project which entails an out lay of Rs. 889
crores, have becn taken up for implementation. Any lapse
pfdtl:g kind noticed earlier would prove to be very costly
ndeed.

The gas-based Thal Vaishet Fertilizer Project, which
would be the world's largest single producer of urea from an.
one location, was approved by government in May, 197
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at a cost of Rs. 511,34 crores. The project mainly consisting
of two 1350 tonnes per day Ammonia plant and three 1500
tonnes per day urea plants was expected to be commissioned
within 45 months of signing of engineering contract for the
Ammonia Plants. There was, however, inordinate delay in
selection of Engineering Consultants and according to a
revised estimate the project would cost Rs. 889 crores. The
Committee, therefore, went into the delay.

A need for foreign engineering consultants having been
felt for this project as well as the project at Hazira, six in-
ternational engineering concerns were identified (December
1977) for inviting bids for the ammonia plants. These were
M/s. C.F. Braun (USA), Haldor Topsoe (Denmark), Ham-
phreys & Glassgow (U.K.), Pullman Kellogg (USA), Techni-
ment (Italy) and Toyo Engineering Company (Japan). Bids
were invited from these parties for the two ammonia plants
to be set up at Thal Vaishet. The parties were also asked to
quote their fees in case the two plants at Hazira were also
awarded to them. The bids received were examined by a
Negotiating Committee, which was assisted by an Evaluation
Committee. Thereafter negotiations were held with the
three lowest bidders and the bids reevalvated. The intention
then seems to have been to have the same technology for
both Thal Vaishet and Hazira plants. The Department of
Chemicals & Fertilizers also made its own evaluation. All
the evaluations showed that the offer of M/s. C.F. Braun
was the lowest. The matter was then considered by the
Special Committee of Secretaries on Fertilizer Projects which
recommended (June 1979) selection of M/s. C.F. Braun as
the consultants. The recommendation was accepted (August
1979) by Government. A draft contract was also finalised
(December 1979).

There was, however, a reconsideration of the issue by the
Government after January 1980. An expert committee was
set up to consider the relative merits of all the six parties and
to examine whether it would be desirable to choose the same
consultant for both sets of plants. All the parties were then
asked to update their bids. The Expert Commitiee while
recommending (June 1980) that M/s. C.F. Braun be selected
as the consultant for the plants at Thal Vaishet, felt that the
negotiated draft contract would require improvement in
regard to legal commitments for performance guarantees,
penalties, breach of contract etc. and non-dilution of trans-
fer of technology even if no commitment was made for more
than two plants. The majority view of the committee was
that taking all factors into account the risk of having and
consultant for both Thal Vaishet and Hazira projects was
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not of an acceptable degree. The whole matter was then
referred (July 1980) to a Committee of Ministers. The
committce accepted the majority view of the Expert Committee
but the unanimous decision that M/s. C.F. Braun should be
selected as the consultant for Thal Vaishet plants was turned
down mainly on the ground that M/s. C.F. Braun had no
experience of having built and operated a plant in India and
the proposed contract suffered from legal lacunae. They
were of the view that Halder Topsoe should be selected for
Thal Vaishet project andPullman Kellogg for Hazira project.
This was accepted by the Government (September 1980).

The matter has already been discussed in Parliament.
The Committee note that there are important policy issues
2volved. The anxiety of the government seems to have been
to balance the eccnomy consideration against the reliability
of the technology in Indian conditions and the need for a
choice between forward looking technologies for future appli-
cation. The Committee also note that according to govern-
ment there will not be any financial loss in accepting the final
offer of Halder Topsce and rejecting that of M/s. C.F. Barun.
The Committee trust that this has been boine out by an expert
evaluaticn. However, the fact remains that on account of
the delay of nearly 2 years in fixing up the consultant the
cost of the Thal Vaishet project has considerably increased.
The Con:mittee, therefore. desire that there should be a clear
policy and a well-cdesi¢ ned procedure for selection of foreign
consultants to enable expeditious decisions. The Committee
trust that the claims of Haldor Topsoe especially in regard
to construction costs would actually materialise. A strict
watch on the performance would be necessary and any further
tie up with them should be decided on the basis of this per-
formance.

The production performance of the Company is not
quite satisfactory. The rated capacity of the old Ammonia
Plant was reduced from 1.16 lakh tonnes per annum to 1.06
lakh tonnes per annum in March. 1969. Even this reduced
capacity has not been achieved in any year so far, despite the
fact that the Supplementary Gasification Scheme completed
in February, 1974 was expected to raise the capacity to 1.19
lakh tonnes annually. The Committec recall here the assur-
ance held out by the then management in 1969 vide para
3.14 of 26th Report of Committee on Public Undertakings
(Fourth Lok Sabha) that the Plant was reasonably well on
the road to rehabilitation. Unfortunately this assurance has
not been kept up. Slippage in production has been attri-
buted to low equipment performance, break downs, longer
time taken for maintenance and power problems. The
shortfall affected the production of urea until terminal
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facilities for han8ing imported Ammonia were ready in
1973-74. During the period 1973-74 to 1979-80, Ammonia
was imported at a cost of Rs. 14.29 crores. Although it
was expected that after debottlenecking the capacity of the
NPK plant will increase from 2.10 lakh tonnes to 3.30 lakh
tonnes per annum, the best achievement so far has been
2.70 lakh tonnes in 1978-79. Similarly the expected increase
in capacity for Sulphuric Acid production also did not materi-
alise. This caused procurement of the acid from outside to
the extent of Rs. 61.60 lakhs during 1976—80. Thus the
implementation of Trombay I and Il and the supplemental
schemes have not as yet yielded the expccted results. The
position calls for a critical study to improve the working
results.

As on 31st March, 1980, the cumulative profits
of RCF after adjusting the losses were Rs. 45.83 crores. The
Committee have reasons to believe, after examining the
working of RCF, that the profits are there because of the
retention price for fertilizer. There should be a machinery
to ensure cost efficiency of fertilizer units. Of the products
of RCF, urea is clearly un-profitable. The cost of production
in old Ammonia and Urea Plants are stated to be high be-
cause the plants arc based on technologies of the sixties, and
do not have the economies of scale available in current Ammo-
nia and Urea Plants. The company is following a system of
process costing for ascertaining the cost of production of
various end products and intermediate products but profit
or loss on each product is not worked out. Estimated cost
of production are based on the revenue budget for a given
volume of production for a particular period. The Committee
have been informed that the Management is now considering
using of Standard Cost System based on the retention price
norms. The Committcc desire that the system should be
settled in consultation with the C & A G of India.

The Annual General Body Meetings were held either
at short notice or without circulating of documents in advance
along with the notice. The Company obtained ex post facto
consent of the Shareholders. For the meeting held on 29
August, 1979 the documents were handed over to the Share-
holders at the meeting. The Committee expect meaningful
participation by the Shareholders in the General Body
Meetings. They would therefore stress that adequate notice
should be given and the documents should be circulated
sufficiently in advance.
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