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"REPORT ON RETENTION PRICE OF AMMONIUM SULPHATE

1. In their letter No. Ferts. 1(15)/58, dated 16th March 1959 the
Government of India, Ministry of Commerce and Industry have asked
the Commission to undertake an inquiry into the

mﬁf’:‘;‘: production costs at Sindri Fertilizer Factory under
of reference. section 12(d) of the Tariff Commission Act, 1951,
and, inter alia, to include in the report a specific

réecommendation in regard to a reasonable retention price to be ailowed
to Sindri Fertilizers & Chemicals Ltd., for its ammonium suiphate by
the Central Fertilizer Pool. A copy of Government’s letter with its
annexures indicating the terms of rct};rcnce and its background is given
in Appendix I )

2.1. Letters' were issued in June 1959 to Sindri Fertilizers and
Chemicals Ltd. (referred to hereafter as Sindri) and Secretary, Ministry
of Food and Agriculture (Department of Agricul-
Method of inquiry ture) asking for the necessary memoranda on the
subject and also for information as regards Govern-
ment purchases of imported ammonium sulphate and the prices paid
during the period from 1956-57 to 1959-60. The Indian High Commis-
sions in the U. K. and Canada and the Embassies of India in U. S. A.,
Japan, West Germany and Italy were also addressed for information
regarding internal prices and export prices of ammonium sulphate in
those countries. ?

2.2. Shri K. R. P. Aiyangar, Chairman, Dr. S. K. Muranjan,
Shri J. N. Dutta and Shri R. S. Bhatt, Members visited the factory of
Sindri on 7th and 8th November 1959. Dr. Rama Varma, Secretary,
had visited the factory earlier from 27th to 29th July 1959. Shri U. R.
Padmanabhan, Cost Accounts Officer, visited the factory from 20th
July to Ist August 1959 and examined the cost of production of ammo-
nium sulphate.

2.3. The Commission held discussions at Bombay with the re-
presentatives of Ministry of Food and Agriculture (Department of Agri-
culture), Development Wing (Ministry of Commerce and Industry) and
Sindri Fertilizers on 23rd November 1959.

: 3.1. The fertilizer factory at Sindri owes its origin to the recommen-
dations of the Food Grains Policy Committee of 1943. In the light of
the Bengal Famine, the Committee expressed the

Brief history of view that low productivity of agricultural land in
factory. India and scarcity of food in relation to a fast
growing population—chronic conditions which whenever a natural
calamity overtook any part of the country brought on neat famine con-
:ditions—could be remedied only by enriching the nitrogen and phos-
“phorus content of the soil. The Committee estimated that India would
require between 2 and 3 million tons of artificial fertilizer per annum
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and recommended that, as a first step, immediate action should be taken
to establish production of nitrogenous fertilizers to the extent of 350,000
tons per annum. In view of the national importance of the industry,
not only its direct importance, but also its importance as the basis of
a heavy chemical industry and a defence potential for the production
of munitions and the heavy capital outlay involved in its establishment,
Government decided to set up a state-owned factory. A Technical
Mission consisting of three experts was invited from the United Kingdom
to advise on the best methods of establishing the industry in India and
following its recommendation as well as on balance of advantages,
the location was decided in favour of Sindri, a village ip Bihar. There-
after a mission was sent from India to the United Kingdom to investigate
the supply of plant and machinery. On the recommendation of this
Mission, the Chemical Construction Corporation (C.C.C.)) of New
York, a subsidiary of the well known American Cynamid Co., was en-
trusted with the designing. construction and supervision of the project
till it went into production. The Power Gas Corporation (P. G.C)), g
consortium of UK. Chemical Marnufacturers, was appointed for the
supply of certain speciality plant of their own manufacture and also
to act as Agents to the Government of India for the procufement of
other plant and machinery. Structural steel and considerable tonnage
of simpler items were made in India. The major construction was start-
ed at Sindri in 1947.

3.2. The factory went into production in October 1951, that is,
four years after construction started and ever since, the entire producs
tion of ammonium sulphate in the factory is being distributed through
the Central Fertilizer Pool administcred by the Ministry of Food and
Agriculture. The fertilizer factory at Sindri is worked by Sindri Ferti-
lizers and Chemicals Ltd. It is a Government company formed in
January 1952 of which all the shares are held by the President of
India. The Technical Mission’s estimate for the project, if located at
Sindri, was Rs. 1,053 lakhs while the actual cost debited by Govern-
ment at the time of handing over the project to the company was
Rdsd 2ci077 lakhs to which capitalised interest of Rs. 176 Iakhs was later
added.

4.1. The accounts of Sindri are closed on 31st March and for pur-
poses of our investigation the audited accounts for the year ending
31st March 1959 which have not yet been pub-

Fh:nﬂléh 4 r‘;mmﬂ lished were made available. The financial posi-
" uppraisal, " tion of the company at the end of 1958-59 and
since its inception has been set out in Appendix

1I to this Report which contains the following statements :— Ced

I—(a) Balance sheet analysis—liabilities for 1952-53 to 1958-59;
(b) Balance sheet analysis—assets for 1952-53 to 1958-59; -

H—Profit and loss accountsfaﬁalysis_ for 1952-53 to 1958-59-
11I—Fixed capital-expenditure for 1952-53 to 1958-59.
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' 4.2. The authorised capital of Sindri is Rs. 3,000 lakhs which s
made up of 3 lakh shares of Rs. 1,000 each of which 1-7 lakh ordinary
shares were issued as fully paid up in favour of the President. We are
informed that when the Government of India handed over the assets of
the original departmentally run project to Sindri, it was decided that
of the total expenditure on fixed assets as well as on current operations,
the consideration should be Rs. 1,700 lakhs in the form of share capital
and the balance of Rs. 749 - 58 lakhs as on 31st March 1953 as a loan
from the Government of India bearing an interest rate of 4% per cent
per annum and securcd by a floating charge on all the assets of the
company. .

4.3. From the beginning Sindri made arrangements with the State
Bank of India for cash credit up to the limit of Rs. 300 lakhs secured
by the hypothecation of stocks, stores and book debts of the company
to meet its needs for working capital. In the initial years the company
pursued a policy of reducing its capital liabilities by arranging for re-
payment of part of the secured loans from Government. By 1957-58 this
liability had been brought down from Rs. 749 - 6 lakhs to Rs. 292 lakhs.
During the same period the company had also written off development
expenditure to the extent of Rs: 11339 lakhs. After the company start-
ed functioning its gross block of Rs. 2,077 lakhs was revised upwards
by Rs. 168 lakhs on account of (a) capitalised interest during construc-
tion period amounting to Rs. 176 lakhs and (b) certain adjustments
resulting in a reduction of the value of assets by Rs. 8 lakhs. After
the plant was commissioned, in order to overcome teething troubles and
rectify certain imbalances in the plant, capital expenditure had to be
augmented. Additional provision for housing and welfare of workers
also became necessary. Further capital outlay was incurred on the origi-
nal ammonium sulphate plant itself to the extent of Rs. 330 lakhs on
expansion of its original plant and machinery, Rs. 350 lakhs for colony,
water and electricity services and Rs. 53 lakhs for railway sidings and
the gross block for ammonium sulphate now stands at Rs. 3,076 lakhs
inclusive of coke ovens but exclusive of assets pertaining to the expan-
sion schemes which have been commissioned. The largest single item
of addition to capital during this period has been the investment of
Rs. 283 lakhs in establishing a coke oven plant so as to avoid market
purchases of coke which was contemplated when the factory was design-
ed. Certain economies had been envisaged from this expenditure in the
cost of coke as well as from recoveries from the sale of processed by-
products. Later, the company, in implementation of Government’s policy
of producing different kinds of fertilizers, initiated a scheme for utilis-
ing 10 million cu. ft. of coke oven gas in the production of 70 tons of
urea and 400 tons of ammonium sulphate-nitrate per day. On this pro-
ject alone (described as the expansion scheme) so far over Rs. 800
lakhs has been spent. It also required additional expenditure on ancillary
services in the main sulphate plant. The resources for this purpose have
been found by the company by obtaining an unsecured loan from Gow:
ernment to the extent of Rs. 686 lakhs and by ploughing back part of
its reserves and the amounts set aside for depreciation provision. The
expansion scheme has been completed and the gross block of the com-
pany will then stand at over Rs. 4,000 lakhs.
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" 4.4. This pattern of expansion and diversification of production
was rendered possible by (a) the special facilities afforded by Govern-
ment in the matter of cheap loan finance, and (b) the fair margin in the
prices paid by the Fertilizer Pool from time to time in the past without
reference to meticulous calculation of actual cost of production. Sindri
has adopted the method of straightline depreciation on fixed assets
which 4s calculated on the basis of the estimated life of each type of asset
and makes annual provision of more or less equal amounts so as to
write off the value of the asset concerned within its estimated life. As
a concomitant it has also built up a reserve for special repairs to even
out the incidence on that account. The total profits (before depreciation
and interest) earned by the company up to the end of 1958-59 amount-
ed to Rs. 253341 lakhs which have been distributed as follows : —

g

Depreciation . . . . . . . . . . 1270-64
Paymeot of interest . . . . . . . . . 180-76
Development expenditure written off 5 ; . . . . 113-39
Roscrves for repairs less expenditure « 3 £ . . . . 255-85
‘General and other reserves . % ' X . . . . 168-00
Reserve for taxation including wealth tax . . . . . . 134-40
Development rebate reserve . & : 3 . . . . 37-80
Dividend paid . . . : X ¥ . . . . 357-00

' 15-57

Balance . . . . y > 3 . . .
‘The company has provided in the aggregate a sum of Rs. 127064
Jakhs as depreciation up to 1958-59. This provision is lower by about
Rs. 230 lakhs than the figure of depreciation computed for the first
and second shift allowances under income tax rates. Even after re-
payment of the loans, the reserves created by Sindri and payment of a
moderate dividend were made possible by the liberal margin in the
prices paid by the Pool and the lower provision for depreciation under
the straightline method.

4.5. Although the amount of depreciation actually provided under
the straightline method was about Rs. 1,270 lakhs at the end of 1958-59
when the gross block of the sulphate plant (exclusive of assets pertaining
to the expansion schemes which have been commissioned) stood at
Rs. 3,076 lakhs and the net block at Rs. 1,806 lakhs, the company, we
are informed has so far claimed for income tax purposes Rs. 2505 lakhs
by way of depreciation (on the basis of the written down value method)
and development rebate and can still carry over a claim of Rs. 152
lakhs before its tax liability begins on the old plant. We understand that
as the expansion plant has been commissioned from 1st October, 1959
the expenditure incurred on it has been added to the capital block and
on its new capital expenditure the company will be entitled to deprecia-
tion including the development rebate.
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5.1. Because of its location and having been designed before the

P. V.C. power supply could be commissioned, Sindri was from the
start provided with a self-<contained power plant.

The Sindrl Ferd- [is jnstalled capacity is 80,000 k.w. and the power
User Plamt and gro- 1 ,use plant comprises seven boilers and six tur-
bines. Some of the boilers are fitted with burners

to burn coke oven gas.

5.2.1. Besides the power house, the Sindri plant has the following
main sections : —

1. Coke oven plant ;

2. Gas plant;

3. Ammonia synthesis plant ;
4. Sulphate plant; and

5. Sulphate packing plant.

"The process for the manufacture of ammonium sulphate consists of
.reacting finely ground gypsum with a solution of ammonium carbonate
when ammonium sulphate solution and chalk are produced. After sepa-
ration of chalk by filtration, the ammonium sulphate solution is con-
-centrated and crystallised. The ammonia required for producing ammo-
nium carbonate solution is obtained by synthesizing a proportionate
mixture of nitrogen and hydrogen in the presence of a catalyst under
moderately high pressure. The synthesis gas mixture is obtained by
.gasification of coke in semi-water gas generators and subsequent con-
“version of carbon monoxide in the gas to carbon dioxide and purifica-
‘tion of the gases to the required specifications. The carbon dioxide gas
produced is later used in the manufacture of sulphate.

5.2.2 Water for the boiler feed and for sanitary and other uses in
‘the large and growing colony is drawn from the Damodar river and is
treated in the water treatment plant. The pump house on the river is
-designed during dry season to avail of water trapped in an infiltration
_gallery in the river bed. There is also a dam built by the company at
Gawai providing a reservoir to feed water into the Damodar during the
dry season. The large capital expenditure on these works which were
+designed without co-ordinating with the programme of D. V. C. project
has no doubt added to the company’s current capital at charge.

5.3. Coke oven plant—Originally when the factory was designed
it was expected to buy its coke for gasification. In order to meet the
“factory’s requirements of the quality and quantity of coke suited to its
need, it was later decided to set up a coke oven plant at Sindri itself
"which would make use of non-metallurgical coking coal to the maximum
possible extent. For this purpose the Carl Still coke oven plant was
:selected. It was commissioned in 1954 and consists of a battery of 60
«ovens with a rated capacity of 600 tons per day and is designed to use
the conventional top charge of filling process as well as the stamping
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process which would enable Jower grades of coal to be blended and uti-
lised. Coke from the plant is conveyed to the water gas plant by a system
of belt conveyors. Coke oven gas (about 10 million cu. ft. per day)
passes through two coolers for tar removal and subsequently a water
scrubber to remove ammonia and finally wash oil scrubbers for removal
of benzol and tar. The benzolised wash oil passes countercurrent in a
system of heat exchangers and gets progressively distilled to different
fractions in a series of stills. Benzol, Toluol and Xylo!l are obtained as
by-products. The residual gas, which is at present used as fuel for
heating coke ovens and also for firing the boilers, can be more profit-
ably utilized in the manufacture of fertilisers, such as double salt and
urea. Indeed, the company has, as stated in paragraph 4.3, implemented
an expansion programme at a projected capital cost of Rs. 1,320 lakhs..
These include plant for (a) augmenting its production of ammonia from
the original level of 270 to 459 tons per day. (b) producing the new
fertiliscr, double salt at 400 tons per day (a mixture of ammonium sul-
phate and nitrate) ; (c) the production per day of 70 tons of urea; (d)
installing a plant for production of nitric acid necessary for production
of double salt, and (e) a lean gas plant to substitute the I'lCh coke oven
gas for fuel uses.

5.4. Producer gas plant—The gas plant is designed to produce &
gas mixturc suitable for amonia synthesis. the generators used being
semi-water gas generators fitted with jacket boilers and hydraulically
operated control valves. For making the gas, steam from the Power
House is blowrr through an ignited coke bed to give blue water gas
(Ha plus CO) and some quantities of carbon dioxide. A carefully propor-
tioned supply of air in the ratio of 1:3 for nitrogen and hydrogen after
conversion and purification is passed through the bed to give the required
nitrogen content for the synthesis of ammonia. Raw gas from the
generators is washed in lymn washers with soda solution and subse-
quently passed over iron oxide beds for removing traces of hydrogen
sulphide. Gas is then reacted with steam in a gas conversion plant.
The conversion plant consists of primary and secondary heat ex-
changers and convertors holding a catalyst which consists of iron oxide-
and chromium oxide. Carbon monoxide is converted into carbon dio-
xide with the liberation of hydrogen and the converted gas is passed
on through a gas holder to the compressor house in the ammonia plant,

5.5. Ammonia plant.—In the ammonia synthesis plant the convert-
ed gas is compressed to about 5,200 Ibs. per sq. inch in a battery of 6
stage compressors. Carbon dioxide and carbon monoxide are removed
at intermediate pressures by washing with water, cuprous ammonium
formate solution and caustic soda solution. The purified gas consisting
of hydrogen and nitrogen in the ratio of 3:1 and under pressure of
5,200 1bs. is sent to the synthesis convertors. These arc mamtamed at
reaction temperatures of 500° C. and reaction proceeds in the
presence of a catalyst. A portion of the gas, usually about 16 per cent.
gets converted into ammonia. The outlet gas from the convertor contain-
ing amnonia is cooled in a water cooled condenser and subsequently
in an ammonia cooler condenser where amonia is liquified and separat--
ed. Liquid ammonia is either sent to sulphate plant or is stored in
horton spheres. The unconverted gases along with fresh synthesis gas.
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mixture is recycled through the circulator to a convertor and ammonia
is continuously recovered. The capacity of the original ‘plant was desiguoe
ed to yield 270 tons of ammonia per day.

5.6. Sulphate plant.—The sulphate plant consists of a gypsum crush-
ing and grinding :unit where gypsum is reduced to fine powder, a car-
bonation unit where ammonia and carbon dioxide are reacted to form
ammonium carbonate, a reaction unit where gypsum is treated with
‘ammonium carbonate to form ammonium sulphate, a filtration unit for
filtering the reacted liquor, an evaporation section and a drying and
cooling section. Finely ground gypsum is reacted with a solution of am-
monium carbonate to produce ammonium sulphate and calcium car-
bonate precipitate. The two are separated in rotary vacuum filters in
two stages, the chalk is slurried with water and pumped out to the
nearby cement works of the Associated Cement Companies Ltd., to
which it is.sold. Ammonium sulphate solution is concentrated and crys-
wallised. The crystals are separated in the triple effect evaporators and.
rotary drum filters and after drying and cooling are conveyed through
4 system of product conveyors to the storage silo or the sulphate pack-
ing plant. '

5.7. Packing plant.—The sulphate packing plant provides for
automatic filling, weighing and stitching of 20,000 to 30,000 bags per
day and the air conditioned silo of concrete has a capacity to hold
90.000 tons of salt. :

5.8. Maintenance and technical laboratories.—In addition, . the
company has well-equipped mechanical and electrical shops to under-
take major works of maintenance. Most of the running and routine
maintenance is attended to on site at the plants. There is an instrument
shop to carry out periodical check and calibration of the several instru-
ments installed. The company also maintains well-equipped labora-
tories to test all incoming raw materials and finished products. There is
a separate Technological Department whose main function is to attend
to all problems referred to it from the main plant and also to undertake
developmental investigations and research. Indeed, amongst the impor-
tant work done by this Department, mention may be made of (a) the
development of a catalyst from indigenous raw materials which the fac-
tory has been using since 1953, (b) a synthetic iron oxide product which.
is used for removing hydrogen sulphide gas from coke oven gases, and
(¢) tar distillation plant with a daily capacity of 6 tons of road tar and’
‘about 200 gallons of wash oil for debonzolisation of gases, etc. This
Department has also undertaken the design of the nitric acid and nitro-
limestone plant of the Rourkela Fertilizer factory. We are informed
that it is the intention of Government to develop it in course of time-
irto a Central Technological Institute for the fertilizer industry in India.

6.1. The Fertilizer Pool referred to in paragraph 3.2 started func-
tioning in 1944-45 and has been set up under the Ministry of Food and
Agriculture. Its supplies are now obtained from

Fertilizer Pool, indigenous units as well as from imports and
pooled for distribution throughout the country at

a uniform selling price, on the basis of f.o.r. despatching station plus-
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Treight prepaid up to nearest rail-head destination. The pool issue price
s fixed by the Ministry of Food and Agriculture taking account, inter
~ .alia, of the following factors : —

(1) purchase prices of (a) indigenous products from various units
and (b) of imported material including ocean freight ;

{(2) inland transport from source of supply in the case of indigen-
ous product and port of landing in the case of imported pro-
duct, up to rail-head destinations and an element of equated
freight charge being included in the pool issue price ;

(3) handling, storing and clearing charges at ports of imported
fertilizers ;

(4) departmental charges of purchasing organisations overseas ;
(5) sales tax on indigenous sulphate of ammonia ;

(6) interest on capital at the prevailing government rates for six
months on the imported material ; and

1 (7 incidentals including {expenditure for the staff employed,
shortages and rebagging etc.

6.2. The Pool supplies are despatched to the State Governments’
allottees in accordance with the allocations given by respective State
‘Governments. The latter employ generally for retail distribution of ferti-
lizers (i) co-operatives, (i1) private dealers, and (iii) departmental agen-
cies, that is, field officers of Agriculture Departments or Collectorates.
"The State Governments are allowed normally a margin of Rs. 30 per ton,
which is added to the pool price, for mecting their handling cost, in-
<luding freight charges for moving the material from rail-heads to con-
suming centres, storage charges, shortages in handling, commission for
retailers, etc. The price payable by the cultivators, therefore, works up to
the pool issue price with the addtion of Rs. 30 per ton. The prices charg-
ed to plantations and to manure mixers are fixed on a slightly different
basis and are somewhat higher.

6.3. The Pool was constituted with. the intention of running it on
“no profit no loss’ basis. However, an amount of profit or loss accrued
to the Pool every year on account of marginal adjustments of the Pool
prices. The extent of the profit or loss made in the purchases of chemical
fertilizers for the budget years 1944-45 to 1956-57 is given below :—

-

Year . Net profit/loss

1 2

Rs.
B2 6,71,583
B T (S 25,64,061

16647 . . . . ..o .o (=)A40016




1 [
194748« . e e e 14,29,857
194849 . 0 oo 141,639+
1YY NP L =
BSOS . . e e e 11,43,466.
R X R 444,621
195253 . . e e e e 3,40,158
195356 . . . e e 68,70,760.
195455 . . . e oL easeran2,
8886 . . e . e 8,75,985
9SEST . . e e e e e e 22,58,216
' ‘ TotaL .  1,37,17,363

D

The profits of the Pool are usually utilised to (a). subsidise the gool issue

price when it works out to a figure higher than the economic price to the

cultivators and (b) for granting rebate to State Governments on stocks:
held by them on a date when the pool price undergoes a downward revi--
sion, 50 as {0 enable them to sell the stocks, old as well .as new supplies,

at the revised lower prices. The Ministry of Agriculture have stated that,
in recent years the pool price is fixed having regard to the level at which,
it would be economical to the cultivator. At one time the Ministry

were of the view that only a price return from crop outturn of thrice the-
amount spent on fertilizer would attract the cultivator. With the pro-.
gress of the Grow Mare-Food Scheme, increased use of fertilizers and.
growing demand for it and obviously also on account of higher prices.
now obtaining for food grains, the cultivator appears to be attracted:
even by a prospect of increased return of 2 or 2} times the investment.
in future. To keep up this tempo # is considered that the final pricer
of fertilizer to the agriculturist should be kept as Jow as possible.

6.4. Price of Sindri ammonium sulphate paid by the Pool—The:
price paid by the Ministry of Food and Agriculture as the monopoly
procurers to the respective indigenous producers of fertilizers-is describ--
ed as the ‘retention price’. The statement below indicates the' pool price-
and the retention price for the ammonium sulphate produced in,

Sindri :—

Yoar Retention price of Sindri Pool price

f

3 ‘ [ ] 3

. Rst per Rs. per ton
on
1952 (J) Till Sept., 1952 . . . 350 380 f.o.r. despatching station, .
\
() From 1-10-1952 till end of 1952. 350 365 Ditto,
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‘1 2 ]

Rs.per  Rs. perton

ton
1953 285 290 f.o.r. Sindri.
1954 Equalised freight price from 19-1- 274 315 fo.r. rail-head destinations.
1954, (The arrangement was-to faci-
litate the availability of fertili-
zer to cultivators at prices not
e;ceodmg Rs. 345 per ton.)

1955 270 315 Ditto.

1956 270 31§ Ditto.

1957 - From 15-1-57 onwards . . 280 315 _Ditto.

1957 From 26-3-57 onwards . . 280 350 f.o.r. rail-head destinations.
(This will cnable State Govern-
ments to distribute fortilizer to
caltivators at prices not exceed-
ing Rs. 380 per ton.)

‘1958 From 1-4-1958 to 31-3-1959 290 350 Ditto.

1959 ' From 141959 on'wards 350 Ditto.

; (M!M) . o

1'

6.5. Prices .to other producers and import -prices—The basls on.
-which prices were paid to the other producers of ammoniuin suiphate in
the coliAtry by the Fertilizer Pool is indicated below :—

Price paid Basis on which this price was
fixod

Name of :the manufacturer u? to
1958-59

- —— s s s

. Ao Menufacturers producing ammonium sulphase
& a brpra uct—

1. M/s. Tata.Iron and Stee! Co 14d., 250
cutts. - | The price of Rs, 250 per ton
- fo.f. ‘works/Calcutta plyl:
3. Mjs. Indian:Iron and Stesl Co. Ltd., 250 | to manufacturers was fi
Calcutta.. % . in the year 1953 and has baen
o ' continned since then. - The
3. M/s. Barrakur Coal Co., Calcutta . 250 . prics fixed was' & mothtod
one.
4. M/s. Bararee Coke Co., Calcutta. . 250 | ' ‘
‘B. M/s. Pertilizors and Chemicals Travancore 368 : Thc prlco ‘of Rs. 365 pek’ ton
Ltd., (hereinafter referred to as FACT). . for. Alwaye was as

s result of examination, of the
cost of production of sulphate
of ammonia of FACT, Alwaye,
by the Chief Cost Awounu
Officer,: of  the ¢ °f

Finance oonduct n 9
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The following statement gives the purchase rates pet ton and th¢ ap-
proximate quantities-‘purchased from various sources of indigenous-

the six years commencing 1954-55 :—

supply as well as the average landed ‘cost -of importc}d ’supplies“dqdng

" "Purchase Qty.

Year Source of Supply ‘;ate ger chnur (.;.
n) Rs. prox.) Tons
995435  Sindrl . ‘215 336,800
FACT, Alwayo . 353 19,800
By product 250 14,900
Imported " (ande d3)00 67,000
1985.56  Sindri . 270 - 316,800
FACT, Alwaye - . 3 37,000
By product 250 27,500
Imported y . . (o digs 197,900
195657  Sindri . L 270 160,300
FACT, A_lwnyc 353 26,500
By product L. . 2% Z‘O,AIW
fmported : (n.}.a&‘;’ . md”
1957-53 Sindri 280 331,500
FACT, Alwaye 365 20,200
By product 230 15190
Imported " (lagd 30 341,600
1958-39 Sindri . 290 315,000
FACT, Alwaye 365 22,000
By product 230 20,000
Tmported : to %g 160,000
{landed)
99960  Sindrl . . 250
(Provislonal®
FACT, Always - Under
conside-
ration
By producs, 250
Impartdd ' -zso
R (C.&F)

(*effactive frorg 15-}-1957.)
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* 1.1, The rated capacity of Sindri is 1,000 tons of ammonium sule

ph‘l.te Jer d:y w:ich wgdrh out to 3501.(9)(53(2) gn; per&znnumi {f& acu»l
m wﬁo ¥ production since . as been as follows -no .'
. (In tons)
195293 . . . . . . . . . . T139.000 (for 14
19534 . . . . . . . . . . 25,000 mose
195458 . . . . .. ... 300,000
195856 . . . . . . . . . . 3600
1956-57 . . . . .« . . . . 33000
195758 . . . . . . . . .. . 332000
195889 . . . . .. . . . . . 33000

195960 (up to October, 1999) . . . . . . 164,000

The'above level of production near ceiling is likely to be maintained for
ammonium sulphate. _ -

'7.2. The new expansions meant for urea and ammonfum sulphate_
nitrate have just been commissioned. For our costing in order to distri-
bute overheads we have assumed a progressive increase in their pro-
duction.

8.1. While the extended use of fertilizers can demonstrably step
up the output of food and commercial crops, it is the price stimuli of
low cost manure  successfully used to obtain
Avatlabllley ofand  jncregsed crop yields which weigh with agricul-
nhem sulphate turists. Hence the need to produce and to make
available fertilizers at the lowest cost to ensure
success of the Plan. The First Plan envisaged expansion of capacity for
nitrogenous fertilizers from 78,670 tons in 1950-51 to 481,270 tons
in 1955-56 per year in terms of ammonium sulphate to be achieved
mainly by Sindri reaching full production and by expanding the output
of FACT (Fertilizers and Chemicals, Travancore Ltd.) and Mysore
Fertilizer factories. The expansion in the last two units did not, however,
materialise during the First Plan period. The higher targets for agri-
cultural production set in the Second Plan take into account the fact
that the scope for increasing the area under cultivation is limited, and
accordingly emphasised the need for stepping up output by intensive
Lultivation through increased use of suitable fertilizers.

8.2.1. The statement below shows the estimates made by the Minis-
try of Food and Agriculture of the demand for various types of fertilizers
during 1959-60 and 1960-61 and the steps contemplated to meet it. Our
enquiry concerns only one type of nitrogenous fertilizers, namely, ammo-
nium sulphate, but phosphatic and potassium based manures are also
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A e . [ e
jmportant for balanced agricultural,_ﬁcv.cjopmcnt,’.’, The overall asseds-
ment of demand is important to indicate the insufidien¢y ‘of available
supplies and the need to make the best use of them and to stimulate
internal production of fertilizers as we cannot without straining our
scarce foreign exchange resources continue to depend on imports.
Estimated supply and demand position of nitrogenous fertilizers for
b the year 1959-60

(In tons) - -

Sul. of Urea Cal. Amm. Amm.
ammonia pitrate  sul, nitrate
Demand . « e . . . 1,280,000 138,000 80,000 184,500
" indigenous production © . . . 415000 10,000 . $0,000
Deficit . . . . . 865,000 128,99_(_) 80,000 134,500

Imports:
Already arranged . . v » 125,000 57,000 39,000 32,000
Further imports likely to be arranged . 108,000 39,8001. 41,000 41,500
} 123,000 12,000 .. .

356,000 108,800 80,000 73,800

Estimated supply and demand go&c;n of nitrogenous fertilizers for
i ;

(Ia tons)

D odsoson b ek oy

imports

Sulphato of ammonia . . . . . . 1473063 456,000 1,017,068
Ured . -+« o+ e .. 193347 14400 178,947
" Ammonium sulphate nitrate ... . 25500 82800 142,700
Calcium ammonium niteate . . . . . 140,237 60,000 50,237
Total in'mms of sulphate of ammonin . . . 2311485 656040 1,655,448

The Ministry of Food and Agriculture have stated that the short-fall in
supply in 1959-60 and 1960-61 would be covered to the extent possible
by means of imports.

8.2.2. In the present foreign exchange shortage the Ministry have
expressed themselves unable to envisage the supply position in respect
of fertilizers during the Third Five Year Plan period, as that will depend
largely on the progress of implementation of the various fertilizer pro-
jects which are on hand. They have expressed the view that if the
present trend of increased demand continues, the deficit will persist and.
2--21 T, G, Bom./59 *
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imports may havg to be arranged. The targets of expected consump-
tion of various kinds of fertilizers during the Third Plan period have
been given by the Ministry as follows :—
N (In tons)

Nitrogen P,0,(Phos- K,O (Po-
Year phorus  tassium
pentoxide) Oxide)

1961-62 . . . . , . . 650,000 100,000 80,000

196263 . . 0 . . . . . 800000 175000 100,000
196364 . . . . . . . . 95,000 206000 130,000
196465 . . . . - .. . . . 1,100,000 281,000 160,000
196566 . . . .. . . . . 1,250,000 358,000 200,000

8.3. The prog?a'xhinc of development of fertilizer in 1956-61 covers
the following: —

Availabiliry
d—Public Sector :

(@) Scheme under implementation :

Increase in output o1 Sindri in terms of nitrogen content from
70,000 to 117,000 tons. The expansion plant was commis-

sioned in October 1959. . -

(b) New Projects :
(i) Nangal Fertilizers—Ammonia 90,000 tons, ammonium
gitrate.: 200,000 tons, ie., nitrolimestone as end-product
340,000 tons. The scheme may be implemented by 1960-
61; :
(i) Neyveli Fertilizers.—70,000 tons: fixed nitrogen in urea
155,600 tons. The project may be completed in 1962-63 ;

(i} Rourkela Fertilizers to produce 80,000 tons fixed nitrogen
in 442,000 tons nitro-limestone ; this project for which Sindri
are also consultants may be in production by 1962 ;

(iv) By-products in . Bhilai and Durgapur Steel Plants.—17,200

tons fixed nitrogen in 35,300 tons of ammonium sulphate ;

(v) Trombay Fertilizer Factory of Nangal Fertilizers with

Petroleum Refinery gas or fuel 0il.—90,000 tons fixed nitro-
gen of which half each will be in urea and nitro-phosphate ;

(vi) Fertilizer Factory at Kothagudam in Andhra.-—80,000 tons

Nitrogen of which 45,000 tons will be in urea and 35,000
tons in Nitro-phosphate.

{c) Factory in Assam with Naharkopye gas ;

32,500 tons nitrogen of which 22,000 tons will bc' in urea and
" - 10,000 tons in ammonium sulphate.
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12! Private Sector

' "Scheme, under implementation :
@) FACT.—Increase in ammonium sulphate. from 48,000 to

60,000  tons in 1958-59, 50,000 tons of -superphosphate and
33,000 tons ammonium phosphate. '

(b) Sahu Chemicals.—40,000 tons amiﬁoniutn chloride in con-
-, junction with soda ash ;

'%) TISCO & IISCO.—By-product—ammonium sulphate increase
- by 15,000 tons. ‘

On the basis of the progress of the above development schemes the
availability of nitrogenous fertilizers from domestic sources including
estimated production for 1959-60 and 1960-61 is as follows :— -

Annual capaci ,Mlgm -
af ﬁxnd!tuytm.an ' - Prodye-

Year 4 : tion

' Public . Private - Total '

sector sectar :

198657 - . . . . . .. 70000 15000 85000 85,000
195758 . . . .. . 78000 15000 85000 85000
195859 .. . . . .. . | 70000 . 25000 95000 85,000
195960 . . . t.0 .0 117600 - 38,000. 155,000 °. 100,000
196061 . . . . . . 187,000 38,000 225000 - 180,000

9.1. The principal raw materials used in the manufacture of ammo-
nium sulphate at Sindri are coke and gypsum. The U.K. Technical
Raw materinls, Mission advised that “to obtain the best and most

pewey and fuel efficient results the coke used for the production
L of semi-water gas should be metallurgical coke or
gas works coke of good quality. In either case the coke should possess
the following propcrties :— '

() The ash of the coke should have a melting point above
1200°C and preferably not lower than 1300°C since an ash
of low melting point gives clinkering trouble with consequent
serious reduction in output and efficiency. ©

(i) Physically the coke should be sufficiently hard to withstand dis-
intcgration during handling and storage and also to resist
being crushed in the deep bed employed in the semi-water-gas
generator.

(iii) The volatile content of the coke should be low to avoid the
formation of excessive quantities of hydro-carbons in the gases
produced. Without additional:'expensive equipment, hydro-
carbons are extremely difficult to remove compictely in the
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final purification of the gas for ammonia synthesis, aad.if: neg
removed they accumulate in the system and have to be purg-
ed with consequent loss of hydfogén and ‘nitrogen resulting
in a highdr consumption of coke. :

(iv) The sulphur content of the coke should be low in order to
reduce the cost of its subsequent removal and to avoid cor-
rosion.”

Although the Technical Mission recommended the use of metallurgicat
coke, Sindri, in accordance with approved policy and in order to-reduce
the drain on our limited resources of high grade metaliurgical coke, in-
stalled in 1954 a Carl Still Coke Oven Plant designed to make use of
blends of non-metallurgical coking coal to the¢ maximum possible ex-
tent. The intention was: that instead of d?ending on only one variety
of coal, the company will use a blend of different varieties of coal and
the best blend was obtained from Dissergarh and Poniatti coals which
are good guality non-metallurgical coking coals with high ash fusion
and low iron content. Till recently Sindri was obtaining its supplies of
coal from the nearby Lodna and Loyabad collieries, but these sources
were suddenly diverted, during 1958-59, to the Steel Plants, Railways.
and other consumers, and coal of inferior coking grade with low ash
fusion from distant collieries involving longer leads has been altottzd
to it by the Coal Controller. This has reduced plant efficioncy and
increased the percontage of breeze. There has been a significant drop in
the production of ammonia with consequent reduction in the output of
ammonium sulphate during 1959-60. The normal monthly requircments
of ths Ammeonium Sulphate plant of Sindri are :

12,000 tons of Dissergarh coal
8,000 tons of Loyabad coal
6,000 tons of Lodna coal.

The fertiliser industry is, in our view, no less vital to our economsy
than the steel industry. Use of coal with low ash fusion and/or wih
iron and sulphur content involves increased operational difficulties,
these difficulties becoming more and more pronounced with lower fusi
point until a stage is reached where for technical reasons operati‘onﬁ
the semi-water gas plant becomes difficult. The gravity of the situation
will be realised from the fact that during 195960, the production of
ammonium sulphate is not expected to be higher than 300,000 tons
against the installed capacity of 350,000 tons per annum. We recom-
mend, therefore, that Government should ask the Coal Controller to
take immediate steps to make available to Sindri such grades of coal
as would enable it to obtain the right blend for its coke regularly and
in adequate quantities from nearby collieries.

9.2. Gypsum.—This is obtained from the factory’s own mines at
Kavas in Rajasthan as well as.from the mines of Bikaner Gypsums Ltd.,
in that locality, the latter accounting for about 64 per cent of the sup-
olies. It was ropresented to us that the quality of gypsum both from
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the factory’s mines and from outside purchases has besp steadily deteri-
aratiog. Gypsum is used by several industries such as cement, plaster of
peris, etc., where high grade quality -is not essemtial. The fertilizer in-
dustry, on the other hand, requires superior grades of gypsum (86 per
cent and above of calcium sylphaie) and detériorstion in quality affects
gg)pt efficiency and output. In the thtcrests of cénserving ous resources

gypsum angd also of avoiding the use of High grade gypsum (above
§6 per cent calcium sulphate) in undertakings where inferior grades are
suitable, it appears that the industries consuming gypsum should be
dassified according to tire grades normally required by them and mea-
syres will have to be devised to ensure that high grade gypsum is not
ysed where a slightly lower grade can be used without any appreci-
able loss of efficiency. It may be recalled that the factory was designed to
use Pakistan gypsum of above 92 per eent purity. It was claimed that
even a blend of that quality with Bikaner gypsum improved the offi-
¢iency factors. As such, a bgosting of gypsum qua};tgeby having soch a
bkndy as a permanent feature may be considered. average rate per
tan of gypsumn worked out during 1958-59 to be Rs. 42°72 as indicated

Below i— -

. .

montally Purghamse
Batin of Gossumption: oporated  64%

niines
- Rs.por  Rs. per
toa ton
Basicrate . . .. . .. 5.97 1.77
RAIWeyfooight «  © o« o« « 0 . v . 3645  34.6
Handling charges L MmeeecRlE 0, -90.31 0.32
TFoTaL . 42.73 42.72

Wheighted average sate—Rs. 42,72 per ton

it will be secen from the above, table that the r3illway
z;iﬁlt on psum ~which falls -in category 325 of - the
Genepal  classification  fs vclz' high ‘in comparison with the
ex-mines cost and royalty. Indeed, the incidence of this freight per ton
of ammonium sulphate prodiiced during 1958-59 was Rs. 60 approxi-

tely (neardy 26 per cent of the works cost of production). Sindri has
ﬁ.lost a small freight concession allowed to it in the past by the Rail-
'ways. The representative of the Ministry of Food and Agriculture (De-
partment of Agriculture) informed us that rdilway freight on gypsumi
when it is used for agricultural ptirposes fas beén reduced.’ Paragraph
77 of the Repart of the Rajtway Freight' Stracture Efiquiry Committee
| Tact recommends grant of station-fo-station rate for gypsum used as
lizers for Usur lands, ‘to lower the héavy incidence of ordinary
wagon fates. In the Wider fitferests of e country’s ecomenry, freight
%s‘um despAtched Yo Sindri as' 4 taw material for ‘production of

zers hedds to be redveed Wt tecothmtefid- gt this - matter
e vigorousty puirstied by with ithe Ministry of Railways.
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9.3. Power ‘and fuel— -

9.3.1. As stated in paragraph 5.1, Sindri has a self-contained Power
House with 7 boilers and 6 turbines. It generates electricity both with
condensing turbines and back pressure turbines. The installed capdcity
of the plant is 80,000 k.w., but it was hitherto maintaining a level of
production of 40,000 k.w., only due to the fact that there was not enough
stearn available for generating power. The seventh boiler was added
recently to increase the supply of steam for the generation of addtionat
power of 15,000 k.w., but this, we are informed, will not be adequate
for the expansion plant that has been commissioned. The cost per
K.W.H. of power generated during 1958-59 werked out to 2.24 nP.
(exclusive of depreciation allocable to the Power House proper). It was
represented to us that at present Sindri is obliged to buy its additionat
requirements of power from D.V.C., but that it would be cheaper to
produce that power in the company’s Power House itself. It has not,
however, been possible for us to examine the company’s representatiot
in detail. We therefore suggest that Government should take steps, in
consultation with the D.V.C. to consider the matter further and that
if as a result of such examination Government is satisfied that the pro-
duction of power in the company’s power house will be cheaper and
will bring in appreciable economy in the cost of production of ammo-
nium sulphate, necessary measures should be taken to exempt the com-
pany from its obligation to buy additional power from D.V.C., and
also to enable it to generate that power itself. o

9.3.2. The average price of coal used in the production of coke
during 1958-59 was Rs.. 23 12 per ton inclusive of railway freight which
was Rs. 5:55 per ton. The boilers also used coke breeze and residual
coke oven gases. Coal is also used for ‘loce ~F the: company for its
internal transport and yard. .

10.1. It is observed from the statement in paragrapn ... .aat
during 1952 when the pool price ranged round Rs. 380 per ton f.o.r.
despatching station, the retention price allowed

R !f‘:nh‘ﬂoﬂ dof for Sindri ammonium sulphate was Rs. 350 per
tncvense T ¢ ton. In 1953 in order to step up consumption of
fertilizers the pool price was brought down to

Rs. 290 per ton f.o.r. Sindri, and the retention price of Sindri ammonium
Sulphate was also reduced to Rs. 285 per ton. The price of imported
ammonium sulphate at that time was about Rs. 310 per ton and the
retention price allowed to FACT at Alwaye was Rs. 360 per ton.
Subsequently the retention price of Sindri was brought down further
to Rs. 270 per ton in 1955. The following year the company approach-
ed Government for an increase in the retention price to enable it to
discharge its current and future commitments. It was stated that a
higher price had become necessary on account of number of additional
items of expenditure such as, return on capital invested by Government
in the company for its further expansion, the payment of an ad hd
monetary award ta its warkers for the first time in. 1956, increases| in
wages, coal prices,: freight and germinal charges as well as to build up
a taxation reserve. On thesg considerations Government allowed an
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ad hoc increase in the retention price from Rs. 270 tg Rs. 280 per ton
with effect from 15th January, 1957. In Februarv 1953 Sindri again
approached Government for further increase in the retention price on
the ground of substantial increased expenditure which had occurred
in circumstances beyond its control. (A copy of the company’s lettcr
to Government dated 15th February 1958 is given in Appendix D).

10.2. The company-instanced a number of items that were factors
beyond its control, such as the higher royalty levied by the Rajasthan
Government on gypsum which is one of the main raw materials, in-
crease in freight cﬁarges on gypsum and coal, higher prices of goal
ex-collierics due to enhancement of coal prices over a period,
etc. It also urged that it should not only be enabled to maintain the
present level of dividends on its share capital and be in a position to
pay the specified interest on the loan from Government, but should
have sufficient resources to pay it back and also build up reserves of
about Rs. 30 lakhs a year as it was from such reserves and deprecia-
tion that it was able to finance its cutrent expansion. Sindri has also
pleaded that the price of imported festilizer should not enter into the
fixation of its reterition price as throdghout i the past it was less than
import prices.

10.3. O we other hand, in their reference. to us. Government have
observed that while there might be some explanation for an increase in
price of the order of Rs. 20 to Rs;:22 per-ton over the price fixed in
January 1955 on account of rise in gosts of .a number of known items,
there were a large number. of items whose costs weré continuously
going up and which could be attributed either to:a drop in-efficiency
or undue increase in the number of personnél and labour employed. In
the context of the sharp decline during the last two years of the price
of imported fertilizers, which fell to Rs. 229: per ton c.if. in 1958.59;
the large price increase asked for required detailed examination. With
the possibility of fertilizer units springing up in the private sector an
enterprise in the public sector should be governed strictly by commercial
and business considerations. It was also stated that in fixing retention
prices of fertilizers *norms of performance’ for a plant of this type and
the cost of imported fertilizer could fairly be considered. A fair return
on Government investment and the need for the company to build up
adequate reserves are also relevant considerations. In the past the fixa-
tion of retention price of Sindri had been done purely on ad hoc consi-
derations after discussions with the parties concerned, namely, the
company and the Ministries of Commerce and Industry, Food and
Agriculture and Finince, It is in this background that the Government
have directed that a cost examination should be done by the
Commission. ' o

10.4. We would like to mention that while the matter was under
reference to us, and the company had been furnished for elucidation
the results of our Cost- Accounts: Officer’s appraisal of works cost '(ex-
cluding profit) of ammonium sulphate for 1938-59, Government an-.
nounced in-August 1959 [vide. the Ministry. of Food and .Agriculturs.
(Department of Agriculture) letter No. 329/59M,; dated .19th Au
19591, their decision to raise the. refantion price 0. Rs. 290 per ton four.-
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Sindri for“the vn'titfes of ammonium swiphate supplied by Sindri
during 1958-99 (1st April 1958 to 31st March 1959). As regards 1959-60,
the price has been fixed provisionally at Rs. 280 per ton pending the
advice of the Commission. :

I1.1. In the: context of the present cost examination for fixing a
fair retention price and making provision for a fair return on capital
: - after detailfed assessment of worl:sl cost, so(;ne fiac-
. tors will have to receive special consideration
o:;e .::m :.t' under the terms of reférence to us by Government,
ex-works  yide also paragraph 10.3 supre. Sindri is a fully
prices of Sindri Government owned company, and is the largest
producer of ammonium sulphate in the country.
The assessment of a fair return on capital for such a company and the
fixing of a fair price for a commodity like fertilizer which is a raw mate-
rial for agriculture raise many general issues. In the case of a Govern-
ment company should the pattern of return on capital follow the same
line as in the case of private concerns ? To what extent should the
reasonable price fixed carry an element for rehabilitation and expan-
sion of the plant and assist in building up reserves though the resujtant
increase in price is likely to fall on the consumer rather than on the
investor of equity capital ? Would a price increase be justified which
would constitute a burden on the agriculturist, who is the ultimate uset
of fertilizer, particularly when internal demand has to be met to a con-
siderable extent from imports and the import prices have become either
competitive or lower than that of the Sindri product ? How far should
the objective of keeping low the ultimate price for the agriculturist
regulate the enforcement of economy and performance norms on the
one hand in the working of the plant and entail scaling down the com-
pany’s demands for general welfare expenditure or the demands from
employees for a recurring bonus on the other?

- '11.2. The fertilizer industry is in the category listed in Schedule B
of the Industrial Policy Resolution of 1956, In the context of rapid eco-
nomic development and objectives of the national plan it has becn dec-
lared that the State would increasingly establish new industrial under-
takings in this category. of industries while the private sector either on
its own or with State participation would have the opportunity to deve-
lop in this field and that where there exist in the same industry both
privately and publicly. owned units, it would continue to be the policy
of the State to give fair and non-discriminatory treatment to both of
them. Indeed, it has also been the declared policy of Government when
setting up commercial enterprices to function under the organiza-
tional pattern of the Companies’ Act that such enterprises in the public
sector will not receive any more favourable treatment than those in the
private sector. It might, therefore, follow as a corollary that Government
companies should not be denied any of the privileges and facilities,
fistal or otherwise, that are open to other corporate organisations. A
simmilar view is expréssedt in Government’s reference to us, where it is -
mentioned  that ‘with the considerable expansion of the activities in
the public. sector dnd ‘with the possibilities of similar fertilizer units
coming up in the private sector in the fuwre, a stage has been-teached
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‘when the operation of industrial eutc:gnscs in the public sector through
«Government companies set up under the Companies’ Act of 1956 should
be regulated strictly on commercial and business lines’. We have, there-
fore, in the matter of costing of Sindri products—it is the first case of
costing a 100 per cent Government owned company in a line of pro-
«<uction which offers scope for private enterprise—applicd the same prin-
<iples as regards determination of costs and overheads as well as allow-
ifrg a fair return on capital that generally govern our investigation into
faiy prices of a private enterprise. The fact that a Government company
is subjected to tax liability and is also entitled to fiscal privileges in the
matter of depreciation and development rebate confirms our view that
it is Government’s intention to apply alike the same standards of busi-
ness principles to both enterprises in the public and private sectors. The
danger to which a pubiic enterprise is exposed are fram two sources
which contend for a share in the profit, namely, the consumer who
seeks lower prices and the workers who desire wage increases pro rata
with profits. Consumer’s claims can only be met up to a point as the
users of a particular commodity cannot become a privileged class. As
for claims of labour, barring incentive schemes which let a worker
earn extra for additional output to which he has contributed it is un-
justifiable to claim that the gains of an enterprise arise from labour of
workers only. The formation and successful working of a public enter-
prise depends on the energy and initiative of the community at large.

11.3. There are also some special features to be examined in the
context of the present costing of the Sindri Company. Firstly, the fac-
tory was designed originally to produce only ammonium sulphate but
now has expanded its capacity to produce other nitrogenous fertilizers.
The capital expenditure in this connection as well as expenditure on
internal services, general as well as specialised for the new plant have
risen steeply. It will be some time before the new expansion plants go
into full production and the resultant recoveries or economies, whether
proforma or otherwise, can be reckoned. It is also not possible at this
stage to assess fairly accurately the incidence of such eéconomies on the
cost of production of ammonium sulphate during the next three years
if it is notionally separated from other sections. Secondly, part of the
expansion of the integrated plant and general services is of a balancing
nature which has also added to the capacity of the sulphate plant, for
example, additions to power house and ammonia plant. The full effect
on sulphate price of overall economies on the above two accounts will
be realised only in course of time. In this context the alternatives before
us are (a) to'determine the ex-works cost as well as the fair retention
price for 1959:60 and to undertake a fresh examination of cost in July
or August- 1960 when a fair estimate of the economies achievable may
become possible, or (b) to allocate, between the several products, on the
basis of their nitrogen content or on the output price basis, the expen-

ftere on overheads and maintenance and detérmine the ex-works cost
and fair retention prices for the next three year period from 1959-60 to
1961-62. The firdt alternative brings in a measure 6f uncertainty: as
m' future' prices and will not be fair to either the industry or the
- ér. 'In "the matter of prices of fertilizers, a certain amount of
stability over a 'period ‘is not émly desirable but essential. The success
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of the Plan to step up agricultural production by increasing the use of:
fertilizers depends on helping to convince the agriculturists that by ite.
use he gets a worthwhile increase in output at a price for his crop-
which will more than meet his outlay on fertilizers. The Food and
Agriculture Ministry desire stable price over a period. Sindri has asked
for a price which may be stable for 3 to 5 years. We have, therefore, pre-
ferred the course of fixing prices over a three year period, subject to-
certain conditions and qualifications being obtained. It is desirable to-
have a review before the end of this period so that the prices of different
fertilizers can be re-assessed so as not to cast an undue burden on the-
consumer of sulphate or the Company.

11.4. At this stage we consider it necessary to comment on certain
disconcerting factors. One is the large inventory carried by the company
year after year. At the end of 1958-59, it amountcd to nearly Rs. 450
iakhs worth of stores of which only a quarter would represent the prin-
cipal raw materials required for the production of fertilizers. The balance-
of over Rs. 330 lakhs which represented the value of stores and spares
wals much in excess of requirements as will be clear from the statement
below :— ' ' '

- - e eem

Stock as~ Stock in

Year " Stocks Consumption percentage terms of

of mqnths’

consump-  consump-

tion tion

Rs. ‘Rs. %

195253 . . . . . 93,03,853 53,73,174 173.2 2f
195356 . . . . . 71,21,20918  $8,49,729 207.2 2
19545 . . . . . 1,51,80,756 77,42,686 196.1 %
1955-56 . . . . . 20622782 96,72,944 213.2 2
1956-S7 . . . . . 25980,134 1,03,26,244 251.6 3
195758 . . . . . 3,0651,687 9574475 320.1 3
19589 . . . . . 32959929 9512958 346.5 a2

A large number of items have hardly been utilised over a period of years.

Although consumption has remained more or less steady at about Rs., 96-
lakhs since 1955-56, Sindri has been adding to its inventory at the rate.
of about Rs. 50 lakhs a year. Since this affects the liquid resources of
the company, steps should be taken to review the stores inventories
properly and effect possible economies. The second is the considerable

increase in general labour cost due to very large increase in the number -
of personnel employed since 1954-55 although the level of sulphate pro~
duction is moreé or less maintained at an even level near the rated capa--
city. There has been in particular a considerable increase in expendi--
ture on welfare, colony and administration services. Though a good.
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portion of the ‘expenditure ‘on housing,  medical, sanitary and educa-
tional ‘facilities provided may be attributable to a Government under-
taking having to- fulfil its responsibility as a model employer, it still
leaves unjustified the scale of increases in the matter of colony and wel-
fare etc., and the increased cost on account of a general bonus or ad.
hoc payment to labour which are considered in detail later.

11.5. We have, however, taken account of such factors as are
beyond the control of Sindri, such.as cost of raw materials and freight..
The ‘company has also explained some of the drop in ‘norms’ of pet-
formance as due to poor quality of raw materials like coal and gypsum.
We have recommended that the Coal Controller should take steps to
keep the plant in steady supply with suitable grades of coking coal
We have also suggested that industries consuming gypsum should be
classified with/regard to the calcium sulphate countent required ang
that steps should be taken to ensure that the fertiliser industry is sup-
plied with the right type of gypsum. Apart from this, there i8 no justi-
fication at all for falling off in production . efficiency and we have,
therefore, set the’ target. of productiop for the price period on the
basis ‘of the output achieved with ordinary norms. This may involve
some cut in profit if efficiency falls. Both for stepping up the perfor-
mance of the company in' future by increasing its efficiency as well ag
in the interest of the consumer, this cut is justified on business consi-
deratiofts applicable to any production unit in the public or private
sector.

12.1. The company maintains a system of cost accounting which
is related to and co-ordinated with the financial accounts, Though from
Costing the beginning monthly data relating to costs of

. production, of ammonium sulphate have beén
kept, the fixation of retention prices. of Sindri has from the beginning
been done, as stated in paragraph 10.3, purely on ad hoc considera-
tions and after discussions amongst the parties. concerned, namely,
Sindri, the administrative Ministry = of the Union Government (the
Ministry of Production or the Ministry of Commerce and Industry),
the Ministry of Food and Agriculture (who administers the Fertilizer
Pool) and the Ministry of Finance. Ad hoc increases have been allowed
from time to time on the basis of rise in cost of raw material, freight,
etc., without any detailed evaluation, the last increase raising the reten-
tion price from Rs. 280 to Rs. 290 having been allowed for one year
with effect from Ist April 1958, as against the increase from Rs. 25
to Rs. 40 per ton asked for by the comfpany in its letter of 15th Febru-
ary, 1958. Our present inquiry is therefore the first attempt by an out-
side agency to correlate a fair retention price with the actual cost of
production of Sindri. : C

12.2. The question of introducing standard costing was considered
by Sindri but not implemented on the ground that cost' control of coti:
sumption factors was difficuit on account of the principal raw materials
like gypsum and-coke hiot conforming to standard specifications, It was
explained’ that variations shown in the efficiency charts from time to
time are sometimes ‘distofted due to instrument errors. Variations in
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~cinsumption ‘of w wariety' of chamigals and skenes have alsa becn ex-
‘Piained ws not oapable of boing strictly iregwlatest, by norms. This was
to ‘be¢ Giffouls. particularly in. regard to consumption on spare
s in each plant where replaccments arq dus to wear and tear, cor-
osion and other snpredictable factoss. The company. therefore, stated -
that the only werthwhile contool thag the managoment can exercise, 18
by way of comparing the performance of various sections of the plant
.from month to month making due allowance for-any apecial factors and
' the counterchecking of cost statements maintained on.the basis of
-efficiency and performance by its mternal efficiency depastment. This,
1in our view, is not proper cost control. It is now recognised that finan-
«¢ial oontrol is 8 basic instrument of eontfol by managemeons. This can
be exercised only with a good system of accounts. The main “msnage-
ment accounting function”, however, is not a mere classification of
financial transactions and compilation of accounts, but a systematic
.calculation and organisation of costs and related data for the manage-
ment’s use, 36 as to correct inefficiencies or improve performance. In
1 plant which is highly mechanised, whose process of manufacture is
systematic and uniform, where plant performance specifications have
been prescribed by the manufacturers, and where - efficisney
on output and economy in. consumption of raw materials, fuel, eto,; &
ix essential that standards or normg should be set for proper prooess
costing at each stage. The management should not merety try to remiove
stackness and inefficiency in different sections of the plant at the end
of a month or other convenient period, but should continuously keep
an eye on the operational efficiency of each section while the cost ac-
countant should furnish all necessary cost data and process data for the
purpose. For the facility of comFany management in India, the manage-
ment accounting team of the Instituté of Chartered Accountanta had
Visited the U.S.A. under the sponsorship ¢f the Ford Foundation, and
made a study of the approach to this subject. We understand that im
mentation of their suggestions is 'under consideration by Govermm
A company like Sindri should be one of the first to which the tesults
of such a study should Be applied as ‘we feel that it will yield large
<conomies which only efficient internal ¢pntrol by a cost conscious
management can bring about.

13.1. Our Cost Accounts Officer had exgniined ¢he data relating
to costs for 1958-59 and has worked out the fair ex-warks ¢ost of ammo-
nium -;ulph&iic ‘produged’ hxn Sindri. %u;ing that
Cast of produc- year. For, this purpose’ cach process, department
ton during  958-39 been tregted as 4 scparate .¢;§§§ céntre dnd the
o aggregate works cost of produgtion (exclusive of
depreciation, etc.) has been computed. Before tabulating under’ group
haads the process costs of production have been worked aut for each
mw pawrml and stage of aroduction, so that the incid on. raw
matcnials, labour and establishment, repairs aad, cpnm&?em
waintenance services which are.commen and qvegheads js duly, cog
puted. The Repart of the Cost Ageomnds Officer ; q;.,z
dential eaclosure. The following statement coptsins .the, bpes

£
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works cost of productionr éf atnmosium sulphate during 1958-3% on am
outout Of 330,122 tohy

. Rs. g w0
1. Rtiw muterials Welsiing paeking nignetals
(@) Coal .00
) Gypmt: e e . 17.19
©Bags . . . . 12,34
Total Raw matecials . . .  106.3:
2; Pawer and Fuel
(#) Steam e e . e e e . 16258
B Electriclty . . +« . . . . . 1168
©Others . .+ + o« o« . . 2.2 35.87
3, Labour and Establishment . . . . . . . . 12.27
4, Comumable stores " v . . . . . I 390
S Repairsandstores . . 6 s e 4 e 6
6. Maimbomboosdevled . . - . .0 . 4 S.4L
7. Qvethedds - 25 8¢
9. Less evedlt . . . . . . . . . . . &AW
W NsTomt .« . . . ... 174.61
11, Depreciation on written down valte busis e . .. s
12 Works comtaf poeduction & e w . .+ . . . 2330

13.2 The following is an amlysis. of the several items of expendi-
ture veferred to above :—

13.2.1. Coal.—The consamption of coal per ton of coke produced
was 1-38 tons as against standard specification of 1:34 tons. -Righer
consumption has been attributed to the inferior grades of coal allotted
to the company. The resultant price of coke was Rs, 36'82 per ton
without depreciation and profit. When these two elements are added
the cost of production becomes higher than the control price of coke,
. other words, Sindri could not secure the economy which. was expected
from having its own coke oven plant.

13.2.2. Gypsum.—Consuniption of gypsum per ton of ammonium
sulphate amounted to 169 tons against C.C.C's. specification of 1 64
tons, The company has urged that the higher consumption 'was due .to
the-use of gypsum- of about 82/84 per cent purl%l:gimt 93 /94 per cent
purity assuried by the suppliers of nsachinery. higher consumption
of gypsum was also reflectod i higher consumption of ammonia
gas _0'2?' ton againat Msuppl&‘ﬁ ¢ation of 0°274 ton per ton of
sinmonium- sulphes
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13.2.3. ‘Depreciation.—In the table given in.paragraph 13.1., depre-
«iation has been calculated on the written down value of the block as
-on gst April 1958, at normal income-tax rates together with second shift
allowance where admissible. The company has, however, adopted the
straightline method of depreciation in its accounts (vide paragraph 4.4)
.and according to this method, the amount of depreciation worked out
during 1958-59 to a higher figure of Rs. 58'11, The question as to what
method of depreciation should be adopted for estimating the retention
_prices is discussed further in paragraph 14.3.

14.1, Before discussing the details of our estimates of future costs,
it would be useful to examine two items which have appreciable
.Overhends effect on costs. These are ‘overheads’ and ‘depre-

depreciation ciation’. They are dealt with in the following para-

graphs :—

14.2. Overheads—

14.2.1. Sindri has developed a very extensive and well laid out
colony with a network of asphaited roads and has laid down water,
electricity services and modern conveniences for a big staff colony.
Over 80 per cent of the permanent monthly rated staff has been: pro-
perly housed and we were informed that the policy was. to provide ac-
commodation for up to 80 per cent of the permanent daily rated staff
as well, a large percentage of whom has already been provided with
some kind of roofed accommodation as available. Naturally, in imple-
menting such a big housing programme, which is on a scale not usually
carried out by employers in the private sector, Sindri, as a Government
company, has doubtless been trying to set up a standard for labour
housing and welfare. The township has been provided with a large
100 bed hospital providing surgical and medical treatment on a com-
prehensive scale and equipped with up-to-date . appliances. Besides a
number of primary schools, theére are two high schools providing educa-
tion up to the S.S.L.C. and also fully catering for the education of girls.
Staff amenities provided include a subsidised air-conditioned canteen,
an officers’ club, a kalyan kendra for employees, markets, playgrounds
and patches of garden on a generous scale for all types of houses. All
this accounts for a very heavy capital expenditure on the colony for
which at present no separate capital or revenue accounts are being
maintained. On a rough computation, in a gross block (undepreciated)
of over Rs. 4,000 lakhs including the new expansion plant, the capital
expenditure on colony and auxiliary services will account for about
one-eighth of the expenditure. The net expenditure on colony and wel-
fare services after providing for recoveries totalling Rs. 153 lakhs in
the shape of rent for houses, water charges, income of subsidised can-
teens, etc., and education fees (primary education is free and hospital
treatment -is free including free diet for employees drawing below
Rs. 150 per mensem) amounts to Rs. 32:3 lakhs a year. Of these, over
Rs. 9 lakhs a year on hospital i.e. medical attendance is provided and
the scale of expenditure, we understand, is much in excess of the em-
ployer’s liability under the Employee’s State Insurance Scheme. The ex-
penditure for the township less an equivalent amount of about Rs. 12
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lakhs recovered as rent, etc., amounts to a net Rs. 11:4 lakhs a year.
Both the yearly depreciation on the capital cost of township as well as
the recurring expenditure on staff for maintenance services of the colony
aggregate to a substantial amount which could be placed at about
Rs. 15 per ton of ammonium sulphate. The social cost if the incidence
-of profit is also distributed between the factory and the colony will be
higher by Rs. 10 at least. It will be desirable if Sindri maintains separate
-accounts of its colony expenditure so that the full implications of these
social cost on the company’s annual output will be known.

14.2.2. Further, the expansion plant has just had its trial runs and
<an at best work at an initially low level of production for 3 to 4 months
during the current year. For the production of ammonium sulphate, the
normal direct costs would in no way be affected by the level of effi--
ciency of new units for producing the new fertilizers. But to the extent
that there are common services, for example, power, water, common
jmaintenance services, overheads like administration, colony, etc., and
epreciation, the common overheads expenditure will have to be rate-
ably borne by ammonium sulphate as well as the other fertilizers, The
atter cannot strictly be regarded as by-products of sulphate having re-
gard to the size of the output and the separate process of manufacture.
As the price of nitrogenous’ fertilizers is linked to the nitrogen content
‘of the fertilizer we have assumed that the price, that can be realised for
double salt which contains 25 to 26 per cent nitrogen and urea which
“contains 45 to 46 per cent nitrogen, will be more or less proportionately
higher per ton than the price of ammonium sulphate which contains 20
1o 21 per cent nitrogen. This, we understand, is the usual market prac-
‘tice -and is also a' technically fair basis. To the extent that these fertili-
“zetsare new, they may have initially to be priced proportionately. lower
to command a market. As far as the output of the new plant is con-
cerned, the figures mentioned are target figures which can only- be
reached gradually, We had asked the representatives of Sindri to give
us their estimates of production of urea and double salt in the next
“three years. In the light of this information we have assumed a rate of
efficiency of 40, 60 and 90 per cent for the years 1959-60, 1960-61 and
"1961-62. For the first year, as the period for working is only 3 to 4
months of the year, the effect would be as if the output level was only
10 per cent. On the above computation the average production of the
new fertilizers for three years may be estimated at 60 per cent of the
target of 600 tons equated ammonium sulphate at 90 per cent efficiency.
"For ammonium sulphate we have in view of the fall in production this
“'year due to factors beyond the control of Sindri computed the produc-
tion at -3,00,000 tons for 1959-60 and 3,30,000 tons for the next two
years. The production of the new fertilizers spread over the three year
period and equated in terms of ammonium sulphate will be roughly in
the ratio of 25 * 75 per cent for the other fertilizers and ammonium
‘sulphate. We have, therefore. decided to allocate overheads, deprecia-
tion and other common expenditure to be shared on the basis of this
ratio and made the necessary reduction from the price of ammonium
sulphate in the expectation that the performance of the expansion plant
would not fall below this level. '
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14.3. Depreciation—

14.3.1. The element of depreciation to be allowed in the cost of
ammonium sulphate produced at Sindri has raised .a problem. As.ex-
plained in paragraph 4.4, the company has from the start been follow-
ing the straightline depreciation method and its financial accounts up to
the end of 1958-59 show an aggregate provision for depreciation of
Rs. 1,270-64 lakhs. The Commission has in the past normally allowed
depreciation under ‘the diminishing balance method limited to normal
and second shift allowances, where necessary. On this basis a short-falk
in the actual depreciation provision made by the company is computed
o be of the order of Rs. 230 lakhs though it has other reserves.

14.3.2. In any approach to the question of depreciation as dft
element of cost, we take note of the fact that a departure is being made
for the first time in the Companies Act (Amendment) Bill, 1959 now
before Parliament, making the provision of depreciation a statutof
obligation before any dividend can be paid. Whatever the method o
depreciation a company may follow for its financial accounts it will
have to by and large adhere to it and make provision on the adopted
basis regularly in its financial accounts. For purposes of claiming ﬁ‘;cal
relief the income-tax law provides only for the diminishing balance
method but does not insist on the actual provision in the financial ac-
counts as a prior condition. For purposes of costing, however, it will be
necessary that this should be done particularly in the context of depre-
ciation becoming a legal obligation. :

14.3.3. The company represented that for purposes of costing it
should be allowed to continue the same basis of depreciation as it has
adopted for the purpose of financial accounts and pleaded that any
switch over at this stage would upset its financial planning and dividend
policy. While for costing purposes this does not appear to be a valid
argument in itself for adopting the method followed by the company,
we have considered the merits of the case having regard to the n
of an industrial unit like Sindri as well as the need to keep a flexible
and dynamic approach on the question of depreciation as a problem
of industry.

143.4. In view of the advantages of uniformity and oertainty in
the quantum of depreciation to be provided and the facility it offers for
proper budgetary forecasting and cost control the straightline method is
preferred by some large-sized capital intensive industrial units. With the
emergence of more large sized units in the public sector the scope
for extension of this method of providing depreciation would grow.
Sindri is a unit in the public sector and it appears to us probable that
few units in the fertilizer industry are likely to come up in future out-
side the public sector. In the light of conditions that are likely to pre-
vail with a large and growing unsatisfied demand for fertilizers and the
continuance of the Fertilizer Pool for an indefinite duration it would
seem that the fixing of fair prices for fertilizers is likely to be a long
term reéqjuirement. A method of depreciation which, as stated before,
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offers all the facilities of budgetary forecasting and cost control, also
extends the same advantages in the matter of maintaining price stability.
This is achieved by distributing a uniform burden on the average out-
put over the price period. Such stability is essential on the one hand
in regard to profitable working of a highly capital intensive industry
and on the other is essential for affording for a proper stimulus to the
agriculturist who uses fertilizer which is a raw material for stepping
up production. In the case of Sindri a switch-over from the straightline
to the diminishing balance method would not be possible at this stage
even if we gave our approval to the latter for purposes of costing. The
company having chosen the straightline method for depreciation will
have to continue to keep to that system and provide during the price
period a higher quantum at Rs. 213 lakhs (gross) per year as against
the average contribution at Rs. 145 lakhs (gross) which would be the
figure under the diminishing balance method in order that its objective
of fully recouping the original cost of the assets within the period of
their economic life can be achieved. If the provision of depreciation
as an element of cost is admitted only on the basis of the diminishing
balance method the result will be that the difference between this allow-
ance and the actual provision during the price period will have to be
met to the extent of Rs. 203 lakhs by making inroads into profit, which
in other words, would mean that the return on capital allowed by us
would, to that extent, be curtailed. This would indeed prove difficult
for the company.

14.3.5. Apart from providing depreciation there should be through-
out the economic life of the plant adequate provision for maintenance
and repairs on the basis of actual costs incurred under this head. Sindri
has set aside a separate provision for maintenance and repairs at the
rate of 5 per cent per annum less actual expenses incurred. The balance
under this head at the end of 1958-59 was Rs. 255 lakhs. However,
for the present price period we have allowed only the actual cost on
the basis of repairs in previous years which aggregated to only about
2% per cent. In the next three years the quantum of repairs and main-
tenance expenditure is likely to be much higher and will progressively
rise in succeeding periods. Therefore, this provision may turn out to be
inadequate if the lower element of depreciation under the diminishing
balance method were allowed. This would impose a further burden on
the company.

14.3.6. The straightline method as we have pointed out is a method
- which offers several advantages for cost control as well as for maintain-
ing stable prices for an essential product like the fertilizer. After careful
consideration of the various aspects of this issue we have decided, in
the interests of the producer company and the agriculturist alike, to
accede to the company’s request to admit the element of depreciation
in future estimates of cost on the basis of the straightline method
adopted by the company. :

14.3.7. Incidentally we observe that though the company follows
the straightline method of depreciation, it does not maintain sproper
history sheets of plant and machinery which would show, in particular,.
3—21 T. C, Bom./59



30

the date of purchase, cost, period of working, depreciation provided,
etc. Such a record is essential to obviate excessive claims for deprecia-
tion. We recommend, therefore, that Sindri should take immediate
steps to compile a proper plant register and to maintain it regularly.

, 15. In the light of efficiency charts maintained by Sindri which
have been shown to us we have considered it necessary to make some
readjustments when projecting the price for the
Application of norms  future years, having regard to ‘norms’ of perform-
for future prices ance which could be expected from a plant of
this type. This is as contemplated in the reference
to us. Thus the average consumption of coal per ton of coke was taken
at 1':34 which is a proper norm as against the figure of 1:38 to which
in recent months the plant has been working. The average nect con-
sumption of coke per ton of sulphate ranged between 0408 to 0-527.
The plant has also shown in the past a consumption even below 0-450
over a period. We have adopted an average of 0-471. As thc average
consumption of gypsum per ton of sulphate has ranged between 1'45
to 1-84 we have adopted the C.C.C/’s spccification of 1.64. We have
deemed it fair to accept the specifications. for the coke oven plant for
its capacity and coal = utilisation. For  higher  consump-
tion of coal in the production of coke and of coke
for gasification and of ammonia for sulphate, Sindri has ex-
plained that the poor quality of the raw materials is responsible for
higher consumption or relatively lower output as the case may be. It
has also suggested that instrumentation defects had contributed to distor.
tion of consumption figures. We have, however, thought it fit to make
suitable adjustments for moderating future prices based on consump-
tion norms fixed by the designers and manufacturers because we are
not satistied with the reasons given for not laying down or working to
standard costs. We cannot accept the contention in the case of a plant
which has been working at near-full level of production for a period of
four years, that normal production in the normal conditions which is
a pre-requisite for laying down performance standards has not yet been
reached. We have, however, advisedly kept in view in making these ad-
justments the standard specifications set by the designers of the plant
as well as the best performance of the plant in particular sections over
considerable periods. The management assured us that it would surely
maintain the level of plant efficiency and output if raw materials of re-
quired quality are made available to them. We agree that any hardship
caused by lack of supply of good grade raw materials, e.g. coal, should
be removed. In respect of the year 1959-60, since production has alrcady
fallen we have assumed an output of 300,000 tons only as against
330,000 tons ecach for 1960-61 and 1961-62.

16.1. Based on the actuals worked out by our Cost Accounts Offi-

cer and with due regard to the considerations urged in paragraphs 14
Puture costs and 15, we have made the following estimate for
future cost of production of ammounium sul-

phate at Sindri,
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Average production in Tons per annum . . . .

1. Row materibls—
(@) Coal . .
{5 Gypsum . . .
(c) Bags . . .
2, Power and Fuel —
{a) Steam . . .

(b) Electricity . .
{c) Others . . .
3. Labour and Establishment
4. Consumable Stores
5. Repairs and Maintenance
6. Miscellaneous services
7. Overhcads
8. Total . . .

9. Less Recoveries and credits

. - - ) -

10, Net total cost without depreciation

11, Margin for contingencies at'S % on item 10

12, Depreciation on straight line method . - . .

Net works cost

.

.

.

320,000
Rs. por ton

22.00
72.73
12.34

15.45
15.74
1.94
12.97
4.29
6.91
5.87
22.57

192,81
29.11
163.70
8.18
60.22

T ka0

16.2. In constructing the above estimate, the following factors

have been taken into account.

16.2.1. Labour and establishment :
16.2.1.1. The total strength of supervisory establishment and labour

including monthly rated, daily rated and casual labour and their cost

for the years 1954-55, 1957-58 and 1958-59 are given below :—

1954.55 1957-58 1958-59

Staff Amount  Staff Amount  Staff Amount

as on paidin as on - paid in as on paid in

31-3-55 lakhs  31-3-58 - lakhs 31-3-59 lakhs

Nos. Rs. Nos. - Rs. Nos. Rs.
Factory « % 5065 81.26 6092 , 109.68 6083 117.44
Administration S 592 12.92 742 15.73 763 18.16
Town and Welfare o 1295 13.29 1527 .19.5. 1669 19.26
Expansion plants  « .. . 9 7.4 1161 19.74
Grand Total . 6952 107.47 8660 !52.71 9676 174.60
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There was during 1958-59 an overall increase of 12 per cent in establish-
ment strength over the 1957-58 level and 40 per cent over the 1954-55
level. Since 1956-57 when work on the expansion schemes commenced
there has been a steady increase in the labour force from year to year.
At present the staff for the new expansion plant stands at 1161 in a
total of 9676 and the expenditure at Rs. 19:74 lakhs against an overall
figure of Rs. 174:6 lakhs. For a highly technical chemical factory, the
overall labour strength should be considered very high. Despite this
view which was shared by the factory management in the course of
discussion there has been no cffective curb on the growth of establish-
ments. In a highly mechanised plant a limited increase¢ in the size of the
technical ‘supervisory and operating staff as well as technical employees
would not be a matter for serious concern as much as the expansion of
non-technical establishment. Some of the large changes in the deploy-
ment of labour in different departments have been noticed as due to
re-adjustments arising from organisation of a common materials hand-
ling department and to decasualisation of labour. Even so, the net in-
crease in staff for materials handling, common mechanical and electrical
maintenance services, administration including accounts and stores and
above all in town welfare services is on the high side. With the grow-
ing use of mechanical and labour saving devices the staff for general
administration services could be brought down if a lot of red tape
and rigid secretariat practices are eschewed. As for the possibility of
overstaffing, since we have neither had time nor the facility to pro-
perly assess it, we recommend that in the interest of overall economy
in the working of the factory, a proper time study should be made to
determine the fair strength for continuous operation of the plant, and
eschewing all factors affecting efficiency such as the conventional pyra- -
midical set up of labour for assisting each skilled worker, or organisa-
tional defaults in administrative procedures which are out of place in a
highly mechanised factory and opposed to business methods. For pro-
jecting the cost of sulphate in the future we have assumed a fair allo-
cation of labour cost as between the production of ammonium sul-
phate at established targets and production of other types of fertilizers
at fair estimated levels of plant performance, and on a pro-rata basis
in respect of indirect labour cost on common maintenance and other
serl\;ice departments as well as on general administration, colony and
welfare.

16.2.1.2. We understand that the staff and labour have already been
allowed interim increases in two instalments of Rs. 5 each towards
dearness allowance and this has been included in wage costs for 1958-
59. Though there is no regular system of annual bonus to the workers
and the introduction of a proper system of incentive bonus in cases
where such incentive would really step up outturn kas not yet come
into being, the company has been paying Rs. 16 lakhs per year in the
last few years as ad hoc payment to labour. In the case of a capital
intensive industry like the production of fertilizers and-for a fairly auto-
matic chemical plant the scope for incentive bonus is jtself limited. We
consider that in the case of a government company where conditions
of service, particularly those relating to wages and related matters, are
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equal to the best that is afforded to workers in departmental govern-
ment undertaking the payment of an ad hoc bonus to workers as dis-
tinguished from incentive bonuses as a regular method of augmenting
wages is not justified.

16.2.3. Recoveries and credits.—In regard to the coke oven plant
The expenditure under this head has been growing from year to year
¢ven after the plant has reached the full level of production. For the
future we have taken into account an increase of 109 over the level
of expenditure in 1958-59 to take care of price increase as well as greater
consumption on account of the aging of the plant.

16.2.3. Recoveries and credits.—In regard to the coke oven plant
by-products a net credit of Rs. 39-6 lakhs based on actuals was adopted
for 1958-59. At present about 40 per cent of the fuel gas which does
not go into by-product production is consumed for heating the coke
ovens and a part of the balance is used for under-firing the boilers.
When the entire coke oven gas is used in the production of ammonia
for urea and double salt and the by-products plant work nearer to full
capacity, the total credits due to the ammonium sulphate plant on
those accounts will have to be pitched at a higher figure. This has been
done in estimating future costs with suitable adjustments, Coke fines
are also usable in the boiler house which is designed to take 30 per
cent of the total charge in the form of coke fines and these are charged
at thermal value like coal and not at low statutory price for breeze. For
surplus coke also a suitable credit is taken. The sulphatg plant by the
disposal of its calcium carbonate (chalk) to the adjoining A.C.C.
factory gets a credit of Rs. 9 per ton as sludge. In costing for the price
period no increased credits other than on gas and sale of ammonia
to certain standing consumer$ have been assumed. The latter credits
‘for a full year will be higher than in 1958-59. This would still leave
a margin to the company on account of higher recoveries in future
which will arise from fuller exploitation of by-products.

16.2.4. Contingencies.——The allowance for contingency should in-
clude provisions for possible increases in the casts of raw materials and
stores as well as in salaries and wages. Taking into consideration these
factors and as we are not accepting the company’s request for escala-
ton we have provided a contingency allowance of 5 per cent on works
costs exclusive of depreciation.

. 17. The company has asked for an additional reserve for cost of
replacement which is likely to be heavy in the future and also putting
it in funds (as it had ample in the past), so that

t it could have internal resources for meeting future
. . expansion needs. We do not see any special neces-
sity to provide for it other than what is allowed already as a fiscal con-
cession to the company. After proper provision for depreciation has

reserve
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been made, the appropriation for this must come only from the profit
margin and not from the price as a cost element.

18.1. The company has asked for provision of a dividend of not
less than 5 per cent on Government capital which is only slightly in
excess of the interest paid to Government on the
Retura on capital secured loans. In comparison, the return allowed
on the investment in a commercial undertaking
of Government which has not assumed the company form, as for
instance the Railways or P. & T. would represent nothing higher than
the fair contribution to the general revenue of 1 to 13 per cent in excess
of the bank rate or average rate of Government borrowing. Being a
Government company, Sindri will have to pay taxes on the distribution
of the dividends and gross up the dividend of 5 per cent to a higher figure
of 9:1 per cent before taxation to give the requisite dividend to Govern-
ment. Government-owned enterprises cannot ordinarily consistently with
the objective of keeping low the cost of production, give a net margin
of profit much in excess of the interest on capital at charge.

18.2. As we have stated earlier the policy relating to Government
companies scems to be that in any competitive field where they func-
tion along with companies in the private sector, they should neither have
any special privileges nor be subject any disabilities. For legal and fiscal
measures they are treated alike. In the matter of costing their output
and affording a fair return on capital alsos we consider there should be
uniformity of treatment. We have in reccent inquiries allowed a return
on employed capital in preference to a return on block and interest on
working capital. In the case of high capital cost industries where the
proportion of paid up capital is low in relation to capital block, the
latter method is apt to give more advantage—even if the rate is scaled
down below that for the capital employed method. In the case of the
steel industry we have allowed a return of 8 per cent on block. In the
case of cement 12 per cent on employed capital has been allowed for
low cost units and 10 per cent and 8 per cent for high cost units. In
the case of paper and sugar which are chemical industries where the
plant is liable to rapid corrosion a rate of 12 per cent on employed
capital has been considered as adequate even to provide incentives for
building up reserves for rehabilitation. As a producer of an essential raw
material for agricultural development we considet that a  fertilizer
factory should by and large receive a lower return on capital. With a
high cost block built up to a large extent out of cheap borrowed capital
(as Government loans were obtained at low rates), the return on block
will in the case of a concern like Sindri spell a high dividend on share
capital investment. Even a rate of 8 per cent on block will be excessive
in the circumstances. Instead of 12 per cent allowed for low cost cement
units a rate of 10 per.cent will moderate the incidence of cost to the
agriculturist who is the ultimate consumer of sulphate. On this basis the
per ton incidence will be Rs. 56-42 for 1958-59 and Rs. 49-96 for the
future. For this purpose the element of working capital has been assessed
as equivalent to.four months' cost of production.
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19.1. Price for 1958-59.—We have stated in paragraph 13 that the

net works cost of ammonium sulphate manufactured by Sindri during

1958:59 as calculated by our Cost Accounts Offi-

Falr ex-works cer amounted to Rs. 223'30 per ton if deprecia-

f:ﬁ’oz'p:f;, tion was allowed on ‘the written down value

. method. On the basis of depreciation on the

straight line method the net works cost came to Rs. 232:78 per ton.

Return of 10 per cent on capital employed referred to in paragraph

18 comes to Rs. 5642 per ton and when this is added to the net works

cost of Rs. 232°78 per ton, the fair ex-works price or the retention price

for 1958-59 works out to Rs. 289°20 per ton or Rs. 290 per ton in

round figures. The retention price allowed by Government was also
Rs. 290 per ton.

19.2. Price for the future :

19.2.1. It will be seen from paragraph 16.1 that the net works
cost for the future amounted to Rs. 232-10 per ton. Adding Rs. 4996
being the return on capital employed at 10 per cent, the fair ex-works
price or the retention price comes to Rs. 28206 per ton or say Rs. 282
per ton. We recommend. therefore, that the retention price payable
to Sindri from the Fertilizer Pool should be Rs. 282 per ton. It is ex-
clusive of local taxes, if any. We also recommend that this price should
hold good from Ist April 1959 to 31st March 1962.

19.2.2. It is observed that the pool selling price is at present about
Rs. 70 per ton higher than the retention price for Sindri and although
the Pool is intended to be worked on ‘no profit, no loss’ basis, the
operation of the Pool has, by and large, been profitable and the total
net profit at the end of 1956-57 amounted to Rs. 137 lakhs. The State
Governments have also been permitted to add Rs. 30 per ton to the
pool selling price for meeting their handling costs, etc. We are inform-
ed that this amount was fixed some years ago when there was large
accumulation of stocks at Sindri and the demand was not as large. as
it is now. We have recommended a lower return for Sindri with a view
to cheapening its fertilizers, but the obligation of making fertilizers
cheaper does not rest with producers alone. It has not been possible
for us to examine how far the existing margin between the pool selling
prices and the retention price for Sindri or the margin allowed to State
Governments is justified. But we have no doubt that where economy
and sacrifice are called for, they should be enforced right through the
stages of intermediaries for handling, procurement and distribution of
fertilizers, so that the objective of keeping the ultimate price to the
consumer as low as possible is achieved. We recommend that the Minis-
try of Food and Agriculture should, in concert with State Governments,
take urgent steps in this behalf.

'20. In referring this case to us for investigation a statement has
been made that “the determination of the fair retention price should
take into account the estimated cost of produc-
tion having regard to ‘norms’ of performance
which could be expected from a plant of this’
type and the cost of imported fertilizers.” In estimating the future cost

Comparison with
import prices



36

of production we have made necessary adjustments where actual per-
formance fell short of the ratings of suppliers owing to circumstances not
‘beyond the control of Sindri. As regards imports, it may be stated
that because of lack of indigenous production, fertilizer imports have
been quite heavy in the past. We have looked into the price of fertiliz-
ers as they have been imported on Government account details of which
have been given to us by the Ministry of Food and Agriculture. The
average prices of imports of fertilizers from different countries even on
the pool account have not been uniform during the last four years and
have varied from year to year. A Statement showing the details is
appended to this Report (Appendix III). The average import prices for
ammonium sulphate from the principal sources of supply as on Govern-
ment account have fluctuated as follows : — :

1956-57  1957-58  1958-59  1959-60

(April-July)
Rs. Rs, Rs. Rs.

Italy . . . . . . 252FOB 302 C&F 247 C&F 202 C&F
Canada . . . . p i ot 186 FOB .. 209 FAS
Japan . . . . ; ; It .. 252 C&F 229 C&F
US.A. . . . . . .. 230 FOB 186 FOB

‘Germany (West) - . 4 & 307 C&F .. 202 C&F
Germany (East) . . . . . 243 FOB 228 FOB 213 FOB 210 FOB
USS.R. . . . . { ; i 219 CIF . 205 CIF

Taking one big exporting country, Japan, we are informed that the
retail or consumer price in that country was Rs. 300, Rs. 296 and
Rs. 186 per ton for 1956, 1957 and 1958 respectively while manufac-
turers’ or ex-factory prices were generally lower by about Rs. 20 per
ton. Export price (f.0.b.) varied for different years and for 1958 it fluc-
tuated between Rs. 231 and Rs. 285 per ton while despatches during
December 1958 to India were ‘at about Rs. 247:62 per ton C. 1. F. We
have not been able to obtain representative prices of ammonium sul-
phate produced in other countries, but from the statistics of fertilizer
prices contained in the publication of Fertilizers' Association, namely
‘Fertilizer Statistics of India, 1958'—(Pagés 86-87), it is seen that in
September 1958, the wholesale price of ammonium sulphate was
Rs. 20792 per ton in West Germany; in December 1958 it was
Rs. 168'97 per ton in the US.A,, and Rs. 15097 per ton in the U.K.
after allowing for a subsidy of Rs. 134 per long ton. On the ex-works
cost basis, the Sindri output compares favourably with the domestic
price of producers in the UK. and Japan as well as with the average
import prices for other sources of supply except U.S.S.R. in 1959 and
U.5.A. The reason for the fall in prices of sulphate in those two coun-
tries is not apparent as a continuing trend, as freight fluctuations cannot
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wholly explain the variation. It may be conjectured as due to a subsidy
-element in the price as is the position in U.K. or to diversification of
production of new fertilizers, rendering it possible to bring down the
price of ammonium sulphate in the event of its being found surplus
to domestic needs or the low pricing being due to its manufacture as
a by-product. The representative of the Ministry of Food and Agri-
culture informed us that last year the entire quantity of ammonium
-sulphate was imported from Japan at a low price of Rs. 229 per ton.
This year the competition of West European countries has brought
_prices down to Rs. 202 per ton. As monopoly purchasers with special
facilities for foreign exchange made available to them and being able
to get the T.C.M. aid and goodwill of supplying countries, the ‘Fertilizer
Pool’ cannot ask that the import price paid by them be regarded as
-a truly representative market price. Whatever be the position, there is
at present no import duty on fertilizers and if the usual revenue duty
for residual items of the tariff is levied, the retention price of Rs. 282
per ton for ammonium sulphate will be lower than the c.i.f. price cum
-duty of sulphate obtained from the cheaper sources of supply men-
tioned. The point has therefore been discussed not so much as a rele-
vant consideration for fixing the quantum of Sindri price for the future,
but because due to fluctuations in world prices, import prices in certain
instances may be found to compare more favourably than Sindri prices,
while the company may rightly claim, as it has done, that it was not
-allowed the benefit of charging the equivalent of import prices even
without advantage of a duty differential in the past and had been allow-
ed a lower price by the pool. We, therefore, do not consider that the
possibility of cheaper imports should be taken into account, at this
stage, for determining the retention price of Sindri Fertilizers which has
to be done sui generis having regard to a fair return for a growing
indigenous industry.

21. Our conclusions and recommendations are summarised

: Summary of conclusiens below :(—
and recommendations

1. Government should ask the Coal Controller to take immediate
steps to make available to Sindri Fertilizers & Chemicals Ltd., such
grades of coal as would enable it to obtain the right blend for its coke
production, regularly and in adequate quantities from nearby collieries.

[Paragraph 9.1]

2. In the wider interests of the country’s economy the question re-
garding reduction of freight on gypsum despatched to Sindri as a raw
material for production of fertilizers should be vigorously pursued by

"Sindri Fertilizers & Chemicals Ltd.. with the Ministry of Railways.

[Paragraph 9.2]
3. It is essential that standards or norms should be set for proper

“Pprocess costing at each stage, and Sindri should adopt a suitable system
~of management accounting.

[Paragraph 11.2]
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4. Sindri should take immediate steps to compile a proper plant.
register and to maintain it regularly.

[Paragraph 14.3.7]

5. In the interest of overall economy in the working of the factory,
a proper time study should be made to determine the fair strength of"
staff for continuous operation of the plant.

[Paragraph 16.2.1.1]

6. The retention price payable to Sindri from the Fertilizer Pool
for the future should be Rs. 282 per ton. It is exclusive of local taxes, .
if any. This price should hold good from 1Ist April 1959 to 31st March
1962.

[Paragraph 19.2.1]

7. The Ministry of Food and Agriculture should, in concert with-
State Governments, take urgent steps to enforce economy and sacrifice
where they are called for, right through the stages of intermediaries
for handling, procurement and distribution of fertilizers, so that the ob-
jective of keeping the ultimate price to the consumer as low as possible
is achieved. :

{Paragraph 19.2.2]
22. We wish to convey our thanks to the representatives of Sindri-
Acknowledgments Fertilizers and Chemicals Ltd., who furnish-

ed us with detailed information and gave evidence-
before us in connection with this inquiry. .

K. R. P. AIYANGAR,
Chairman. .

S. K. MURANIJAN,

Member. .
J. N. DUTTA,

Member. .
R. S. BHATT,

Member. .

RAMA VARMA,
Secretary.
BowmBaY ;
Dated 19th December, 1959.



APPENDIX 1
(Vide paragraph 1)
GOVERNMENT OF INDIA
MINISTRY OF COMMERCE AND INDUSTRY

No. Ferts. 1(15/(58.
' 16th March, 1959,
25th Phalguna, 1880. :

- New Delhi, the

FroMm
Shri K. V. Venkatachalam,
Joint Secretary to the Government of India.

To
The Secretary,
Tariff Commission,
Central Government Office Building,
101, Queen’s Road,
BOMBAY—1.

SuBiECT :—Inquiry into the cost of production of Ammonium -Sulphate at the Sindri
Fertiliser Factory.

Sir,

I am directed to say that Government desire that an inquiry should be under-
taken into the production costs of ammonium sulphate at the Sindri Fertilizer Factory with
a view to enable Government to determine a fair retention price to be allowed to the Sindri
Fertilizers and Chemicals Private Ltd.

2. As you may be aware, the Fertilizer Factory at Sindri is managed by the Sindri
Fertilizers and Chemicals Private [.td. which is a Government Company of which all the
shares are held by the President of India. The Factory went into production in Qctober
1951 and ever since then the entire production of ammonium sulphate in the factory is
being distributed through the Central Fertilizer Pool administered by the Ministry of Food
and Agriculture. The object of the Pool is to ensure equitable distribution of the available
supplies in the country at the minimum possible cost to the consumer and thus increasa the
use of fertilizers so vital for increased agricultural production. Almost the entire produce
tion of ammoninm sulphate in the country is purchased by the Pool ; imports to bridge the
gap between the demand and the indigenous production are also made on Government
account and distributed through the Pool.  The entire quantity of ammonium sulphate
procured from the various sources at different prices is pooled to-gether and distributed
to the ultimate cosumers at a uniform selling price which is arrived at on the basis of the
average cost.

3. A statement showing the Pool price and the retention price for the ammoniumb
sulphate produced at Sindri during the last few years is attached (Annexure I). It will be seer
that during 1952 the Pool price ranged between Rs. 365/- and Rs. 380/- per ton f.o.r. dess
patching station and the retention price for Sindri ammonium sulphate was Rs, 350/- per-
ton. In the beginning of the year 1953, it was considered essential to reduce the
Pool price substantially in order to step up the consumption of the fertilizer, Accordingly,
the pool price was reduced to Rs. 290/~ f,0.r. Sindri and the retention price of Sindri ammonium.
sulphate was reduced to Rs. 285/- per ton, Sindri being the largest supplier to the Pool. The
price of imported ammonium sulphate at that time was Rs. 310/- per ton and the retention.
price allowed to the factory at Alwaye was Rs. 365/~ per ton. In subsequent years the rex
tention price of Sindri was gradually reduced further until in 1955 it was brought down to.
Rs. 270/ per ton, In the year 1956, the Sindri Company approached Government with
a request for suitable increase in the retention price to enable them to discharge their current
and future commitments. It was urged that an increase in the retention price was necessi-
tated on account of a number of additional items of expenditure, such as return on the capital
invested by the Government in the Company, the payment of an ad-hoc monetary award to
the workers for the first time in 1956, increase in the price of coal consequent on the awared
of the Collierics Tribunal, raising of the wages of some of the Sindri workers as a result of
an Arbitrator's award, increased freight and terminal charges on coal, need to build up a
Taxation Reserve to meet the first impact of income-tax due to be paid from 1960-61 onwards
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and nced to build up an adequate General Reserve to meet future contingencies and for further
expansion. After conridering all aspects of the question it was decided to raisc the reten-
tion price to Rs, 280/- per ton with effect from the 15th January, 1957.

4, Earlyin 1958 the Sindri Company again approached Government for a further increase
in the retention price on the ground that substantial increases had occurred in the annual ex-
rendlture of the Company owing to reasons beyond their control. A copy of the Company's
etter No. Scctt. G.11 (I)/Vol.I1, dated the 15th February 1958 together with its enclosures
setting out the case for increasc, is attached. (Annexure II).

5. Tt will be secn that the present request for an increase in price is based on the fact
‘that there has been increase in the incidence of a number of items owing to factors beyond the
control of the Sindri Management, such as higher royalty levied by the Rajasthan Govern-
ment on gypsum, increase in the frsight charges on gypsum and coal, higher price on coal
ex-collieries etc. In examining the case for a price incrcase, it was felt that there were a
number of items whose costs were continuously going up and which could be attributed either
to drop in efficiency or increase in the number of personnel and labour employed to an extent
which may be considered more than actually necessary. After going over all these issues,
it was generally felt that there was a case for some increase in price of the order of Rs. 20/-
to Rs. 22/- per ton over the price fixed in January 1957, on account of the additional incidence
on a number of known items. On the other hand, the prices of imported fertilizers have re-
gistered a sharp decline during the last two years. The price of ammonium sulphate pur-
ch_atge,d i?i ld957-58 averaged Rs. 253/- per ton c.i.f. landed and in 1958-59 Rs. 229/- per ton
c.if. landed.

. The question, however, came ug whether the basic price over which the increase is now

being sought on account of the higher incidence of expenditure had at any time been deter-
mined on the basis of fair costs. It should be explained . in this connection that the fixation
of the retention price of Sindri during all these years has been done purely on ad hoc consi~
derations and after discussions amongst the parties concerned, namely the Sindri Company
the Administrative Ministry of the Union Government, the Ministry of Food and Agricul-
ture and the Ministry of Finance. There has been no serious attempt at any time to closely
correlate a fair retention price with the actual cost of production at Sindri.

6. Government consider that, with the considerable expansion in the activities in the
public sector, and with the possibilities of similar fertilizer units coming up in the private
sector in future, a stage has been reached when the operation of industrial enterprises in
the public sector through Government Companics set up under the Companies Act 1956
should be regulated on strictly commercial and business lines. It might be argued that,
the Sindri Company being a fully Government-owned Company, Government is free to
fix the retention price of the Factory's produgts taking into consideration all the relovant
factors such as return on Government's investment, need for the Company to build up ade-
quate reserves, need to make the fertilizer available to the ultimate conswmer at as cheap a
price as possible, subsidising the sale if necessary, etc. . It is, however, felt that the deter-
mination of a fair retention price should take into account the estimated cost of production
having regard to *‘norms” of performance which could be expected from a plant of this type
and the cost of imported fertilizers.

7. Inthe circumstances, T am to request thatthe Tariff Commission may kindly be moved
to undertake an inquiry into the production costs at the Sindri Fertilizer Factory under Sec-
tion 12(d) of the Tariff Commission Act 1951 and furnish a report to Governfnent as soon
a8 possible which may, infer alia include specific recommendation in regard to a reasonable
;‘eter.x]t_ion %ric? to be allowed to the Company for its ammonium sulphate by the Central

esrtilizer Pool.

. 8. A number of statements and publications which will provide background information
about the working of the Sindri Company are enclosed together with a list thereof (Annexure
11I). Any additional information that the Commission may require may kindly be obtained
direct from the Managing Director, Sindri Fertilizers and Chemicals Private Ltd., P.O.
Sindri, Distt. Dhanbad, Bthar.
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ANNEXURE I

Statement Showing the *Poolprice” and “‘Retention price” for the Ammonium Sul-
phate produced in Sindri

Rs. per Ton .
Year Retention price of Sindri Pool prico
1952
(i) till Sept. 1952 . . . 350 380 F.O.R. despatching station.
(ii) gfggm 1-10-1952 tillend of 350 365 Do.
1952,
1953 285 290 F. O.R. Sindri.
1954
Equalised freight price from 275 315 F.O.R. railhead destina-.
19-1-54 tions. (The arrangement was
to facilitate the availability
of the fertilizer to cultivators .
at prices not exceeding Rs.
345/- per ton.)
1955 270 ” » "
1956 270 » » "
1957
From  15-1-1957 onwards 280 Do.
From 26-3-57 onwards 280 350 F.O.R. railhead destinations

This will enable State Govern-
ments to distribute the ferti-
lizer to cultivators at prices.
not exceeding Rs. 380/-per:

ton). -

ANNEXURE II
Sindri Fertilizers and Chemicals Private Lid,

Ref : No. Sectt. G-11(I)/Vol.1I Dated, Sindri the 15th Feb.’58.

“The Secretary to the Government of India,
Ministry of Commerce and Industry,
NEW DELHI.

DEAR SIR,

1 have been directed by the Board of Directors of the S.F.C.P.L. to approach the Governe.
ment for an increasc in the retention price of ammonium sulphate now paid to the S.F. C.P.L.
The proesont retention price is Rs. 280/- per ton and this became effective from the 15th Janu~
ary 1957.  Attention is invited to correspondence resting with the late Production Ministry’s
telegram No. Fy.L.(1)/56 dated the 7th February 1957 in which this price, which was an in.
creaso over the then existing price of Rs. 270/- was sanctioned.

2. Subsequent to the fixation of the price at Rs. 280/- per ton, substantial increases in
annual expenditure of S.F.C.P.L. have occurred due to reasons beyond their control. The
purchase price of gypsum from the Bikaner Gypsums Ltd. has had to be increased from Rs,
3/14/- per ton to Rs. 7/8/- per ton with effoct from October 1957 on account of increase in the
royalty paid by B.G.L. to the Rajasthan Government and other inevitable increases in their
cost. Similarly, increased royalty has become payable on gypsum mined in the Company’s
own mine at Kavas as a result of the amendment to the relevant mining rules. ? It is esti«
mated thatin a full year, on 5.6 lakh tons of gypsum the additional expenditure would be ab-
out Rs, 6 lakhs. There has been an increase of Rs. 1/8/- per ton in the basic price of coal with
effect from 1st July 1957 and the annual increased expenditure on this account is estimated at
Rs. 9 lakhs. The increase in the supplementary charges on railway freight from 61 per cont.



42

20 12 per cent, effective from July 1957, wiil cost Rs. 13 lakhs in additional freight on raw
materials alone. The application of the Emfloyces Provident Fund Act and the Employees
‘State Insurance Scheme to the S.F.C.P.L. will impose an additional burden of about Rs. 2°4
lakhsina year. In addition, as the Government are aware, an ad hoc payment of Rs. 16 lakhs

has been made to the staff this year also. While the question of substituting this by some in-

centive payment scheme is under examination, it seems reasonable to assume that in one form

-or another amounts of this order will have to be disbursed year by year to the staff.

~ 3. In addition to the increased expenditure referred to in the preceding paragraph,Central
-salestax payable on raw materials,stores, etc. is anticipated to,costRs.3.6 lakhs and the Wealth
tax will account for another Rs. 7 lakhs. This year it has been assessed at Rs. 4.3 lakhs
and is being paid; in future years it will incredse some what and Rs, 7 lakhs would appear
to be reasonable. 1tis also anticipated that greater advantage will have to be taken during
the coming years of the arrangement with the State Bank by which they afford the Company
a cash credit upto Rs. 3 crores and the additional interest payable on account of the greater
with-drawals and also the increase in the bank rates is estimated at Rs. 10 lakhs per annum
Finally in addition, expenditure on staff is likely to go up by at least Rs. 5 lakhs when the
discussions which are now procecding regarding the grant of interim relief are finalised.

4. All this anticipated expenditure specified in the preceding paragraphs will throw an
-additional burden of Rs. 72 lakhs per anaum on S.I°.C.P.L. This, on a production of 330,000
tons of ammonium sulphate per annum would mean an incidence of Rs. 22 per ton.

5 Further burdens are likely to be thrown upon the S.F.C.P.L. when the revision of the
railway freight structure is finalised. 1t is not known whether the final freight rates would
increase the existing expenditurc on freight by 20 per cent or 25 per cent,but it is believed that an
increase of this order would be imposed. 1ftheincrease is limited to 20 per cent an additional
expenditure of Rs. 43 lakhs per annum would be incurred by S.F.C.P.L. whereas if the in-
crease is 25 per cent the additional expenditure would be Rs. 54 lakhs per annum. In other
words if the freight increases also take place, the total increased expenditure to S;F.C.P.L.
including the items referred to in the preceding paragraph would be cither Rs. 115 lakhs or
Rs. 126 lakhs per annum, which would mean an incidence of Rs. 35 or Rs. 38 per ton respecti-
vely. All these figures have been sct out in detailin the attached statcment,

6. It will, therefore, be clear that if the present financial position of the Company is to
remain unimpared, an increase in the price of amumonium sulphate is inevitable. Govern
ment will hage noticed that the Company has declared a dividend of 5 per cent on its share
capital for the year 1956-57 and has also paid interest at specified rates on the loans from
Government. In addition they have been able to put aside Rs. 45 lakhs in reserves. The
Board of Directors feel that it is necessary to maintain the finances of the Company at this .
Jevel, including the provision for general reserves which in fact has enabled the Company
uptil now to find nearly 4 crores for being ploughed back in expansion,

7. Another factor which will tend to further inflate the expenditure will be any further
increase in the price of coal as a result of the deliberations of the committee considering this,
As no indication is available of the probable trond of decisions on this matter, no figure can
be put to the increcased expenditure in which this will result. 1n the request for additional
retention price made bslow this factor has not been allowed for ; further additions will, there-
fore, become necessary if the price of coal is further increased.

- 8. One consideration sought to be applied in dealing with the fixation of price of ammo-
nium sulphate is the Ianded cost of the imported material. Apart from the fallacy which
can be introduced in this argument by uncertainty regarding the clements which go to make
up this landed cost, therc would appear to be an inequality of treatment when appeal is
made to the landed cost only in circumstances which would result in a depression of the in-
ternal price. As far as is known uptil now the landed cost of ammonium sulphate has been
greatly in excess of the price given to Sindri; therefore fixing the retention price for-Sindri
without reference tothe landed cost has in fact resulted in Sindri being unable to take advan-
tage of the higher prices and building up its own reserves. It, therefore, secems manifestly
incorrect to invoke this consideration when the result of doing so is likely to be adverse to

Sindri.

9. In order to mect the additional expenditure falling on Sindri, I am directed to request
that Government may be pleased to sanction an addition of Rs. 25 per ton on the retention
price of ammonium sulphate paid to the S.F.C.P.L. on the understanding that should the
-revision of the freight structure referred to in para 5 becomes effective, the increase will be
revised to Rs. 36 or Rs. 40 per ton respectively, and if coal prices are further increased, a
further corresponding increase will be granted. I am to request that the most favourable
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~consideration may be given to this as early as possible as the Board of Directors feel that
without immediate action to raise the price, the finances of the Company are likely to be placed

"in jeopardy very soon. 1 am further to request the orders of Government may be commu-
nicated to me at a very early date,

Yours faithfully,
FOR & ON BEHALF OF

SINDRI FERTILIZERS AND CHEMICALS (P)LTD.
. S$dj- (V. Nilakantan)

Managing Director.

APPENDIX ‘A’
Additional Burdens Thrown Upon the Finances of Sindri

(Since January 1957) )
Rs. in  Rs in

N . lakhs, lakhs.
RAW MATERIALS
BAYIC RATES,
-GYPSUM .
Increase in the purchase price of Bikaner Gypsum (3-36 lakhs)
tons from 5-14-0 to 7-8-0- w.e.f. October 1957 & rise in
Royalty for mined gypsum (2.24 lakhs tons) ~ . . . 6.00
COAL
Increase in basic rate by 1-8-0 w.e.f. July 1957 on 6 lakh tons . 9.00 15.00
RAILWAY FREIGHT 4
Incre?;%in supplemengtary gharges from 6} % to 12} % from July
Gypsum (on average rates) . £ s By . . . 10-00
Coal (on average rates) . 3 L . . . . 3.00 13.00
LABOUR
Increase in Company’s contribution to Provident Fund due to ap-
plication of Employee’s P,F. Act. to SFCPL . . . 140
Contribution to ‘Employees’ State Insurance Scheme . . 1-00 ‘
Ad-hoc payment . . . . . . . . . 16:00 18.40
"TAXES
Central Sales Tax
Coal . . . . . . . . 1.50
Stores . . . . . . . ' 0.80
Gypsum . .« . e e 0.30
Packing materials . . . . . . 1.00 3.60
Wealth Tax . . . . . . . . . . 7.00 10.60
JNTEREST
Interest on Cash Credit due to heavier drawal and rise in bank
rate . . . . . . . . . . 10.00
*
ToTAL . 67.00
Anticipated burdens
Increase in cost of labour due to application of interim relief
of Rs, 5 in DA, - . . . . . . 5.00

ToTAL Burpen . 72.00
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APPENDIX ‘B’
Rs. Rs. Rs.
in lakhs in lakhs in lakhs

Increase anticipated in Railway Freight as per
Freight Rate Revision Committee’s recommendations.

(a) @ 20%, increase

Gypsum . . . . . . . . 36.00
Coal . . . . . . . . . 7.00 43.00
) @ 25 9, increase
Gypsum . . . . . . . . 45.00
Coal . . . . . . . . . 9.00 54.00
Burden as per Appendix A . . . . . 72.00 72.00
ToraL BURDEN —I;S_OOT——I-ZW

, Increase of 20%, and 25%, on railway freight rates has been calculated on current rates
which include the 1219, supplementary charges.

APPENDIX ‘C’
Total Incidence
(Rs. in per Ton
lakhs) Rs,
Additional burden atcurrent rates . o . . . 72:00 23-00
Taking into account 209, increase on current fre:ght rates . . 115-00 35-00
Taking into account 25%, increase on current freight rates . . 126-00 38-00

ANNEXURE HI
List of Papers enclosed :
1. A cogsy7c§1§h of the Annual Reports of the Sindri Company for the years from 1952-53
to 1957-38.

. Statement showing the increase in cost per ton of ammonium sulphate as between.
January 1957 and October 1958,

. Statement giving an analysis of cost trends and surpluses.

. Statement showing tho increase in the basic rates of raw materials,

. Statement showing the increase in railway freight on raw materials.

. Statement giving an analysis of cost of labour.

. Statement giving details of capital block dcbentures and interests.

. Statcment giving details of miscellaneous income and sale of subsidiary products.
. Statement giving an analysis and reconciliation of cost and financial accounts.

. Statement showing rough reconciliation of profit as per. cost trends with financiak
accounts.

. Statement showing figures of production of ammonium sulphate month by month
from April, 1952 to December, 1958.

12. Statement showing consumption of gypsum per ton of sulphate of ammonia.
13. Statement showing consumption of ammonia per ton of sulphate.

14. Statement showing consumption of coke (net) per ton of sulphate.

15. Statement showing consumption of coke (gross) per ton of sulphate.

16. Statement showing consumption of fuel per ton of sulphate.

17. Statement showing the consumption of steam coal per ton of sulphate.

18. Statement giving expenditurc on amenities to employces.

QO O gRN bW ~N

—

-t
-

*Not reproduced.
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SINDRI FERTILIZERS & CHEMICALS (PRIVA'I_'E) LTD:

Increase in cost per ton of ammonium sulphate as between January’ 57 and October’ S8.

Rs. Rs.
Raw Materials :
Gypsum . . . . . . . . 3
Coking Coal . . . 4
Steam Coal. . . . . . . 7
Stock losses . . . . . . . . 2 16
Freight increases :
Gypsum . . . . . . . . . . 11
Coking Coal . . . . . . . . . 1
Steam Coal. . . . . . . . . . 2
—_— 14
Total increase on materials account 2 : \ . 0
Labour :
Factory . . . . o e J . . . 6 .
Town & Welfare . . . p . . . . 1 7
Depreciation . . . . .o, L1
Interest . . . . : : 3 . . . 3
Expenses . . . . . . . . . 2
Provision for repairs - . ‘ . . . . 1
GRAND ToTAL . . . . . . 48
Increaso in credits . . . . . . . . 9
Net increase per ton . . . . . . . ——3_9—
NoOTES :

1. In January, *57 retention price of Ammonium Sulphate was raised from Rs. 270/-
to Rs. 280/- per ton.

2. In October, *58 freight rates were increased from 1-10-58 and Coal prices were
reduced from 17-10-58.

3, Effect of Interim Relief of Rs. 10/- per employee is Rs. 3/- per ton of Sulphate,
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SINDRI FERTILIZERS & CHEMICALS (P) LTD.
Increase in Railway Freight on Raw Materials

Prior to  1-4-56 15-10-56  1.7-57  1-10-58
1-4.56 (6%t  (Shortdis- (124%
supply tance supply
chagres) charges) charges)

Rs.nP. Rs. nP. Rs, nP. Rs. nP. Rs. nP.

RLy. FREIGHT PER TON
Steam Coal . . . . 250 2:69 437 4-62 506
Coking Coal . . . . 4:00 4-25 5)-82 613 625

Gypsum :

Purchased (Jamsar)
Via Agra East Bank . . 28-12 29-86 .. 31-62 34-84
Via Delhi Sarai Rohilla . 28-25 30-00 .. 3175 35-12

Mined (Kavas & Ultterlai)

Via Agra East Bank . . 29:12 30-94 .. 32-75 35-9¢4
Via Delhi Sarai Rohilla . 31:25 33-19 .. 3512 38-68
Average Freight . . . 28:92 31-40 e 32:29 35-15

SINDRI FERTILIZERS & g&%&gICALS PRIVATE LIMITED,

Analysis of cost of labour

>

1955-56 1956-57 1957-58 1958-59
(Estimate)
Production of Sul-

phate in tons .  3,26,062 3,33,705 3,32,031 3,30,000
Labour : Rs.in Cost Rs. in  Cost Rs.in Cost Rs. in Cost
lakhs per lakhs per lakhs  por lakhs  per
Ton Ton Ton Ton
Rs. Rs. Rs. Rs.
Factory . o 99 30 99 29 107 32 115 K}
Administration . 12 3 15 5 16 5 16 5
Town & Welfare. 18 6 19 6 22 6 24 7
129 39 133 40 145 43 155 47
Provident Fuad . s 2 6 2 7 2 1, 2
134 41 139 42 152 45 162 49

Interim relief of Rs. § per employee per month has been sanctioned with effect from
1-7-57. Additional Interim Relief of Rs. 5 r employee per month has been sanctioned
with effect from 1-1-1958. Full incidence of both the reliefs is felt in 1958-59 effecting an
increasc of Rs. 10 lakhs per annum or Rs. 3-00 per ton of Sulphate.
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SINDRI FERTILIZERS & CHEMICALS (P) LTD.
Details of Capital Block, Debentures & Interest

Asset 1955-56  1956-57  1957-58 Incroase

Rs. in Rs. in Rs.in  Rs. in
lakhs lakhs lakhs lakhs

Land . . L . . . 73 73 73

Buildings—Factory . . . . 458 463, 488 +30
Buildings—Colony . . . . 109 136 156 +47
Plant & Machinery . . . . 1,505 1,528 1,548 +43
Coke Oven Plant . . . . 258 263 281 +23
Elect. Installations . . . . 53 60 2 +19
Railway Sidings . . . . . 60 71 87 +27
Water System . . . . : 153 162 172 +19
Furniture & Fixtures . . : k 13 17 20 +7
Roads & Culverts. . . . : 24 30 32 +8
Transport Vehicles . . . . 71 12 +5
Miscellaneous . . . . ; 10 12 13 3

2,723 282 295  +231

Debentures . . . . X 500* 300 300
Interest on Cash, Credit & Debentures . 24 14 15

* Refunded Rs. 200 lakhs in October, 1955.

SINDRI FERTILIZERS AND CHEMICALS PRIVATE LTD., SINDRI
Details of Miscellaneous Income and sale of Subsidiary Products

1955-56  1956-57 1957-58

Miscellaneous Income . . . . . . 0-69 1-75 299
Rent, Water, etc. . . . . . . 7:32 8-92 10-88%
Income from Misc. Sources . . . . . 2-94 4:96 9-61
Interest . . . . . . . . 0-83 1-85 0-04
Sale of Power to D.V.C, - . . . 3-92

Sale of Canteen Products etc. . . . 1-87 3-06 3-02

17-57 20-54 26-54
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1955-56  1956-57 1957.58
Sale of subsidiary Products
Chalk Sludge 7:61 24-36 22-96
« Coal Tar . . . . . 11-12 12-04 15-24
Benzol . . . . . 2-16 2-13 0-85
Benzene . . . . 8:08 2-92 604
Naptha 0-13 0-65 0-85
Xylene . 0-08
Pitch . . . . . . 004 0-02
Toluene . . 0-58 0-51
Soft Coke . . . 0-44 053
Toulol 1-08
24-10 43-24 48:08
SINDRI FERTILIZERS AND CHEMICALS PRIVATE LTD., SINDRI
Analysis and Reconciliation Cost and Financial Accounts
1955-56 1956-57 1957-58
Quantity Rs. in  Quantity Rs. in  Quantity Rs. in
(Tons) lakhs (Tons) lakhs (Tons) lakhs
Raw materials :
Gypsum . . . 5-27 182 5-25 201 5-35 212
lakhs lakhs lakhs
@34-54 @38-52 @39-85
Coking Coal . . 2-41 47 2-51 56 2-52 67
Jakhs lakhs lakhs
@19-58 @22-35 @26-46
Steam Coal . . 2-38 38 2-38 43 2.50 55
lakhs lakhs lakhs
@l15-89 @18-43 @21.86
267 300 334
Coking coal for sales of
Coke shown as ad;ust-
ment © . . 11 12 14
Shorsages ; . . 7 7 10
" 285 319 358

Raw Materials as por
accounts . 285 319 358
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1955-56 1956-57 1957-58
Rs. in Rs. in Rs. in
fakhs iakhs . lakhs
Stores ;
As per Accounts 97 103 96
Less Issues outside cost 27 33 26
0 70 BED)
Wages & Salaries :
As per Accounts (Sche-
dule (iv)) . 135 144 162
Ag% ' Confribut?on t? s 6 g
10 150 170
Less Wages Relating to
G.D.O’s Oﬂice as Ca-
pital . 6 11 18
Wages as per cost 134 _E; ———1-5.5-
Stock verification losses:
Power Plant Coal (4+)0-30 (—)0+43 (4)1-67
Coking Coal (+)1+41 (+)2-83 (+)0-39
Gypsum . (—)6:54 (—)9+46 (—-)10°08
Sulphate (—)2- 2:1 ((:)); ; g 5:}56’ 2(3)
ToTAL . —_E-—--‘)F'T_O‘; m —(-:);(.)*E-

SINDRI FERTILIZERS AND CHEMICALS PRIVATE LTD.

Rough Reconciliation of profit as per cost trends with Financial Accounts

1955.56 1956-57 ' 1957-58
Rs. in Rs, in Rs. in
lakhs lakhs lakhs
Production (in Tons).,  3,26,062 3,33,705 3,32,031
«Cost per ton as per
statement of cost : .
trends . . 224 234 248
Retention Price . . 270 210 280
Profit Margin perton . 46 36 32
Profitas per cost trends. 150 120 106
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1955-56 1956-57 1957-58
Rs. in Rs.in Rs. in
lakhs lakhs lakhs
Add Adjustment due to
increasein Retention
price by Rs. 10 per
ton for 24 months . 7
Adjustments relating to
past periods in finan-
cial accounts but not
in cost . . (—)12 9 10
Effect on profits due to
variations in sales .
Sales
(in tons) _3,17,093 3,61,082 3,29,629
Production
(in tons)  3,26,062 3,33,705 3,32,031
(—)8,969 27,371 {(—)2,402
Rs. 270-176 270-109+6 208-183-31
Profit margin
per toni.c. ie. 79'4 i.e. 9669
()8 22 [~2]
Repairs shown only in
appropriation ac-
count in Financisl
Accounts . . 29 32 33
Wealth tax not shown ;
inFinancial Accounts . 11 .
Development Reserve
not taken in cost . .e é__;s
-—)2
Reserve for bad and
doubtful debts not
taken in cost . . .
159 201 139
Profit as per Financial
Accounts . . 164 205 143
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:SUPPLEMENTARY REPORT ON THE FIXATION OF FAIR
RETENTION PRICE OF AMMONIUM SULPHATE PRODUCED
BY SINDRI FERTILIZERS AND CHEMICALS LTD.

A Report on the fixation of Fair Retention Price of Ammonium
Sulphate produced by Sindri Fertilizers and Chemicals Ltd. was for-
warded to Government with our letter No. TC/ID/
e enry 1 P(16) dated 19th December 1959. Since then a
. quiry communication dated 7th October 1960 was rcceiv-
ed from Government drawing attention to the fact
that while the retention price recommended by us
in paragraph 19 of our Report was based on the estimated production
of ammonium sulphate and the proportion which the output of new
fertilizers would bear to it, the latest advices which Government had
received showed that these estimates are not likely to be achieved.
Government have also sent us copy of a report from Dr. Hussain
Zaheer, who is also a Director of Sindri Fertilizers and Chemicals
Ltd., on the low production of synthesis gas at Sindri and the steps
‘needed to remedy it. We were also furnished with copies of the re-
levant minutes of the Board of Directors of Sindri Fertilizers and
Chemicals Ltd, indicating the Board’s submission to Government on
our Report, as well as the action that is proposed to be taken on
Dr. Hussain Zaheer’s report. We have now been asked whether in the
light of the information conveyed to us we would like to modify the
proposals in regard to the retention price.

2.1. The Board of Directors of Sindri has requested that
:Scope of this Report

“(a) In view of the fact that production for 1959-60 was only

285,000 tons as against the 300,000 tons assumed by the

Commission, the figure of an average of 320,000 for the three

years 1959-60 to 1961-62 will not be realised. On account of

the deterioration in the condition of the generators in the Gas

Plant during the period the bad coal was used, it is not likely

that even with the good qualities of coal as recommended by

the Commission the production for the two remaining years

of this 3 year period will exceed 285,000 tons per year. For

attaining even this reduced target it is absolutely essential that

good qualities of coal as recommended by the Commission are

made available to Sindri without interruption. An adjustment

of the works cost of ammonium sulphate as worked out by the

Commission on the basis of an average production of 320,000

tons to an average production of 285,000 tons is, therefore,
justified.

(b) The Tariff Commission have apportioned the common over-
heads and the depreciation of common assets on the basis of
75 per cent for ammonium sulphate and 25 per cent for urea
and double salt. This was based on the estimates of pro-
duction then made available to the Commission. The
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production for urea and double salt has since been reestimat- -
ed on account of considerable difficulties which are being met
with, and it is considercd that on a realistic appreciation of
the levels of production an apportionment on the basis of 90
per cent to ammonium sulphate and 10 per cent to urea and
double salt would be more correct.”

We called for detailed statements showing production of Sindri.
month by month since the beginning of 1958 in order to find out the
reasons for the steep drop in production in 1959 after the represcnta--
tives of the company had given evidence before us. At our invitation
Shri K. Ramachandran, the present Managing Director, met us on 7th.
November 1960 and offered further clarification.

2.2, As stated in paragraph 1, we have bcen asked to review our-
recommendations in the light of Dr. Hussain Zaheer’s report and dis-
cussions thereon at the meeting of the Board of Directors of Sindri
Fertilizers and Chemicals Ltd., on 22nd July 1960. These papers re-
fer to fall in production, allocation of common overhcads between the
old and the new plant, uninterrupted supplies of proper grades of coal
and overhaul of machinery.. They do not refer to any revision of prices
duc to rise in prices of fuel, ctc. which was urged before us by the:
present Managing Director. Indeed, it would not be proper to revise:
“the prices by taking into account the rise in rates that took place sub-
sequent to our inquiry in 1959 without making due allowance for eco--
nomies, if any, resulting from the expansion of plant. Such revision.
would involve a fresh detailed inquiry into the operation of the com--
pany which is not the intcntion of the present reference to us. Wc¢
have, therefore, confined ourselves in this report to an examination of:
the case as regards (a) the level of production likely to be achieved.
during the price period, (b) allocation of common overheads between
the old and the expansion plant and (c) revision of price duc to (a):
and (b). Accordingly, we did not call a fresh meeting of the represen-
tatives of the Ministry of Agriculture, Development Wing and other
interested organisations of Government.

3.1. In order to maintain the target production of ammonium
sulphate of 1,000 tons per day, a production of about 270 tons of
ammonia is required, which in turn calls for a daily

Basis of claim production of 33 to 35 million c.ft. of raw semi-
for price revision  water gas, for which is needed a regular supply of
about 450 tons of coke per day of certain specifica-

tions. The critical items in the coke specification are—volatile matier
not less than 0.6 per cent, ash not more than 24.1 per cent. high ash
fusion range between 1370°—1410° Centigrade and hard coke lumps.
of broken sizes between 25 to 75 millimetres. Dr. Zaheer has pointed
out that coke produced from the Dissergarh coal, although hard and
dense, clinkered in the S.W.G. generators creating mecchanical trou-
bles. High volatile coals of Dissergarh type were, however, required
for optimum gas yields for the new expansion plant. After the coke
ovens were commissioned in 1954, tests were carried on with various.
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grades of coal to find out a suitable blend which would prevent clinker-
ing troubles in the generators and also yield adequate gas for the-
expansion plant so that coke oven gas can be fully utilised by substitut-
ing lean gas for under-firing ovens. It was found that a blend of 55 to
60 per cent Jharia A with a maximum of 40 to 45 per cent of Dissergarh
coal is the best for both the objectives in view. However, since the
beginning of 1959 coal of requisite specifications has not been reccived
by Sindri resulting in production of poor quality of toke which has also
led to excessive clinkering and consequent stoppages in the gas genera-
tors as well as to malfunctioning of the lean gas plant. The eight
S.W.G. generators although theoretically capable of working 70,080
hours per year can, after allowing for annual overhaul, -ash discharge
and running maintenance, actually work only to about 70 per cent
capacity, i.e., about 51,000 S.W.G. hours per yéar. Since 1955, due to
the troubles mentioned, the raw gas production per generator has been
steadily falling and it was only by working all the generators that
production was being maintained and this was apparently being donc
without giving adequate time for annual overhaul or running main-
tenance for generators. Dr. Zaheer has accordingly recommend that
(a) complete overhaul of all the eight generators should be attempted
and completed within eighteen months, (b) coal and coke handling in
the plant should be re-designed and improved and (c) greater control
and supervision of blending opecrations at night time is nccessary to
obviate the troubles. His main recommendation is that in order to.
maintain the high level of production and to get the gencrators in good
shape Jharia coal (Loyabad and Lodna washed) 16,500 to 19,500 tons .
and Dissergarh coal 10,000 to 12,000 tons per month should be regular--
ly made available to the company.

3.2. In the course of his evidence before us Shri K. Ramachandran
further explained the background of the fall in Sindri’s output. He
agreed that under normal conditions there was sufficient flexibility in
the capacity of the cight S.W.G. generators and that if a proper main-
tenance schedule had been prescribed and carefully worked out, 6
to 64 ‘“‘theoretical” generators in a year would be able to furnish
the full gas requirements of Sindri. Even seven generators could
theoretically be commissioned on occasions to boost up production.
But what was apparently done at Sindri in an effort to prevent the
level of production from falling since 1955 was to work the generators
continuously for a longer time by cutting into the period necessary for
annual overhaul and running maintenance. Thotgh in the initial stages
operational techniques regarding steam, air pressure, etc. could have
been manipulated to prevent clinkering and other troubles in the plant,
the curtailment of maintenance time cventually.led to reduction of
operational flexibility. This resulted in a lowering of efficiency of the
plant as well as of the total output of gas. Prompt steps are now
stated to have been taken to remedy the situation. Onc generator has
already been reconditioned and put into use and is working to full
original capacity. A proper schedule has been drawn up for com-
pleting the reconditioning of the other generators. Orders have been
placed for essential replacement parts which, if received in time, would
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-enable the work to be completed in the course of about six months
so that the actual output for the last months of 1960-61 would improve
slightly and that for 1961-62 might well begin to approach normalcy.
This is of course dependent upon satisfactory arrangements continuing
for the supply of proper grades of coal for the manufacture of coke.
In this respect the position is stated to have improved since March
1960. The Managing Director also explained that within its own
resources Sindri will take steps to improve coal and coke handling.
Effective steps are also reported to have been taken to improve the
efficiency of maintenance staff and to introduce what was described as
preventive maintenance.

3.3. We enquired why even as late as November 1959 the re-
presentatives of the company had not informed us about thc correct
position regarding the steep decline in the output. Had this been done,
there would have been no occasion for our estimates, which were bas-
ed on data furnished by the company, going wide of the mark. The
Managing Director told us that apparently the authorities of Sindri
at that time underrated the seriousness of the trouble. They presum-
ably wanted to maintain the level of production and they were perhaps
optimistic of the results. He also mentioned that though the level of
production of Sindri for 1959-60 was given to us as 285,000 tons of
ammonium sulphate, this included about 45,000 tons produced from
~ammonia diverted from the expansion plant. Accordingly, the pro-
duction of the old plant in 1959-60 was only 240,000 tons of ammonium
sulphate. His present estimate of production of ammonium sulphate
in the old plant from its output of ammonia for 1960-61 and 1961-62 is
of the order of 290,000 tons and 300,000 tons respectively. This would
amount to an average of less than 280,000 tons per year as against the
average of 285,000 tons which the Board, of Sindri has in its resolution
urged us to adopt. The Managing Director mentioned to us that a
ninth S.W.G. generator is under manufacture in the country and will
be erected before the end of 1961-62.

3.4. In a note submitted to us the Managing Director stated that
-additions to price of sulphate would also have to be made on account
of the increased consumption of raw materials, namely, coke and gyp-
sum due to their poorer quality, higher costs of these two materials,
gencral increases in price of fuel and higher provision for repairs and
replacements. He claimed that a higher rate of return at 12 per cent
on capital employed as has been allowed in the case of industries like
sugar and paper where the incidence of corrosion is equally high should
be allowed. The Managing Director further pressed the Board’s re-
quest for altering the ratio of apportionment of overheads between the
-old and new plants of Sindri from 75:25 to 90:10.

3.5. While dealing with these specific requests we have carefully
considered the report of Dr. Zaheer, the data about production at Sindri
since our last report and the explanation furnished by the Managing
Director.
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In paragraph 9 of our Report we had already referred to the signi-
ficant drop in production of ammonia at Sindri as a result of the sup-
Basis of our origin- Ply of coal of inferior quality for coking. Conse-
al recommendation quently, as stated in paragraph 15, since production
had already fallen at the time we concluded our inquiry in 1959, we
had assumed an output of 300,000 tons for 1959-60 as against 330,000
tons for each of the years 1960-61 and 1961-62. On this basis our esti-
mate of average production was 320,000 tons per year for the price
period of three years. The management had then told us that as far
as the old ammonium sulphate plant was concerned the main cause for
fall in output was the deficiency in coal supply and they assured us
that the level of plant efficiency and output could be maintained if
raw materials of required quality were available. We had, therefore, .
recommended that this should be done and Sindri’s production being
essential, allocation of coal needed by it should receive prior considera-
tion. As far as the expansion units are concerned, it was brought to
our notice that they were hardly in production for three months and
could not be said to have got out of the teething troubles and that it
would take them a long time to attain full production. Certain specific
difficulties were mentioned regarding the production of double’salt and
about the inadequacy of supply from the lean gas plant which was.
needed to boost up the release of cokeoven gas required for raising
gas output of the expansion plant from 6 million to 10 million c.ft. per
day. In paragraph 14 we have also explained the basis on which it was
decided to distribute the overheads between the ammonium sulphate
plant (old) and the expansion plant in the ratio of 75:25 and why it was.
decided to leave out from costing the output of the expansion plant.

5.1. On the basis of information now furnished to us it is noticed
that during the first nine monthsd of the year 1960 the old plant at

s or Sindri had produced 55,321 tons of ammonia and
§§:§’,§.’;‘ex;’m§.‘$‘f 180,671 tons of ammonium sulphate while the new

plant had produced 21,509 tons of ammonia, 5,578
tons of urea and 24,894 tons of double salt. As the ammonia produced
in the new plant could not be fully utilised because of stoppages
in the working of urea and double salt plants, some quantity of ammonia
was diverted to the old plant accounting for a further production of
ammonium sulphate of 26,214 tons. We are informed that while the
production of ammonijum sulphate for the year 1959-1960 in the old
plant as now clarified stood at 240,000 tons, it is likely to be of the
order of 290,000 tons during 1960-61 owing to the several measures
already taken to improve its operation. Nevertheless, even if the over-
hauling of all the S.W.G. generators was completed and the level of
production for 1961-62 was restored to the norm of 330,000 tons per
year, the average production for the price period of 320,000 tons that
we had originally envisaged would not be attainable. In view of the
improvements that have already been carried out and with the com-
missioning of the ninth generator in 1961 an average output of about
285,000 tons seems feasible. The Board of Directors of the Company
has also suggested that prices could be fixed on an average production:
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-at no higher figure than 285,000 tons per year. Wc are satisfied that this
figure of 285,000 tons on an average may be adopted for the price
period 1959-62,

5.2. As regards the ratio of distribution of overheads, there is no
basis for Sindri’s request for altering the ratio from 75:25 to 90:10. On
the basis of actual production in the old and new plants during the
first nine months of 1960, the ratio of nitrogen content in the end
products worked out to 73:27. This has been achieved despite the fact
that the new expansion plant was working below capacity. We. there-
fore consider that the ratio we have assumed is reasonable.

5.3. The Managing Direcior of the Company agreed that despite
the adverse conditions which have developed affecting the production
of fertilizers'in the new plant, it was possible to maintain a degrec of
flexibility in the plant as a whole to overcome diseconomies in pro-
-cess and output. Ammonia could be used further for stepping up the
production of urea. It could be diverted to a greater extent for pro-
duction of ammonium sulphate in the old plant, if due to opcrational
difficulties in the double salt plant there would be surplus of ammonia.
He said that manual handling and packing donc immediately after pro-
duction will avoid some of the difficulties in storage and distribution
of double salt. The Managing Director, however, mentioned that price
cuts had been made for urea and double salt by the Agriculture Ministry
on a basis which appeared to depart from that related to the nitrogen
parity with ammonium sulphate, which alone should furnish a fair
index for fixing prices and this was making the position a little diffi-

cult for Sindri.

5.4. As we have not taken up costing of urca and double salt,
we have ndt examined the possibilities of accelerated improvement in
production in the expansion plant which can result from proper func-
tioning of the lean gas plant as well as overcoming of the technical
problems in the manufacture of double salt. On the basis of relative
outputs of the old and new plants, we do not find any need for changing
the ratio of distribution of overheads of 75:25 which we have suggested
for the present price period. In fact, on their present relative per-
formance this ratio would appear to be more to the advantage of the
expansion plant than to the old ammonium sulphate plant.

6.1. On the basis of an estimated annual production of 285,000
Revised cost es- tons of ammonium sulphate we have worked out the

timates for ammo . : .
nium sulphate estimate of cost of production as under:—

Rs.
1. (a) Coal . . . . . . 22.00
(b) Gypsum . . . . . . . . . 72.73
(c) Bags .. . 12.34

‘2. Power and fuel*
(a) Steam . . . . e e . . e . 15.45
(b) Electricity . . . . . . . . . , . 5.74

(c) Others . . . . . . . . . ) . 1.94
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Rs.
"3, Labour and Establishment . . . . . . . . 14.56
4. Consumable stores . . . . . . . . . . 4.82
5. Repair stores . . . . . . . . . . 7.76
6. Miscellaneous setvices . . . . . ) . .ot 6.59
7+ Overheads . . . . . . . . . . 25.34
Total . . . . . . . . . . . - T%T27 -
8. Lesscredit . . . . . . . . . . . 29.11
9. Net total works cost without -
depreciation . . . . . . . . . . . 170.16
10. Depreciation** . . .t . . . . . . 66.52
11. Works cost with depreciation . . . . . . . o 236.68' -
‘12, Profit at 109, on capital employed . . . . . PN 55.11
13. Total works cost of producticn . . . . . . 291 ?
14. Margin for contingencies at 5%
onitem 9 . . . . 3 i . . . . 8.51
15, Fair ex-works price . . J ; g . . . . m_

or roundly Rs  300.30

Note :*—Consequent on the assumption of production at 285,000 tons as against 320,000

tons originally estimated there would be surplus generation of steam which could be

utilised for generation of more electricity for use in the expansion units or for export to

géc l).V.dC. grid. No change in the rate pzr unit of stcam and electricity has, thercfore
cn madc.

**QOn straight linc method adopted by the Company.

7.1. It is not usual to consider revision of fair prices for a com-
Special  consider. MOdity merely on the basis of fall in performance
ations for a price re- Of an individual unit. But the circumstances of
vision the present case are exceptional. It was the specific
casc of Sindri which was referred to us. If not the sole producer,
:Sindri is the largest single producer of ammonium sulphate and ac-
counts for nearly 90 per cent of indigenous production. The fall in
its output since we madec the assessment in November 1959 is not
marginal but fairly heavy. It is also not usual for us to allow any
‘revision of prices unless this is called for by circumstances beyond the
control of a costed unit. In the original reference to us, Government
‘had directed that we should take into account the estimated cost of
production having regard to the norms of performance which could
be expected from a plant of this type. In fact, we had kept that in
‘mind in determining the prices in our last Report and have criticised

“Sindri for not working to standard norms of performance.

7.2. For these reasons we have not accepted the claim for price
increase on account of higher consumption of raw matcrials like coal
aand gypsum. Since we have already included in the cost structure



76

a margin for contingencies at 5 per cent on net total works cost.
without depreciation, we are unable to consider in detail claims on
account of higher cost of coal and gypsum, increases in price of fuel,
etc. As we have alrecady allowed for cost of maintenance and repairs
on the basis,of previous year’s actuals and part of the increased ex-
penditure on account of repairs and replacement mentioned by the
Managing Director would appezar to be a legitimate charge against
Repairs and Renewals reserve, we have not agreed to consider in-
creases in cost on this account. If these individual items were to be
investigated it would involve a much more detailed inquiry. These
matters should also in fairness have to be discussed with consumers
and other interests represented by the Ministry of Agriculture. For
these reasons we have decided only to make a recalculation of the
price on the basis of the revised estimate of production of Sindri.

7.3. The report of Dr. Zaheer also brought out the fact that while
ihe fall in output has been due to poor coal supplied, the incfficient
working of the S.W.G. generators was in the main due to bad main-
tenance, and working conditions were probably affected by inadequate
control over blending of coal particularly at night. These inefficiencics
could not all be described as beyond the control of an efficient manage-
ment and increases in cost resulting from short fall in production due:
1o it cannot be made good by raising the fair price to be fixed. We,
therefore, recommend that fair price of ammonium sulphate produced
at Sindri may be fixed at Rs. 300 per ton. The price should hold
good for the period from 1st April 1959 to 31st March 1962. The.
price is exclusive of local taxes, if any,

8.1. In allowing this price we have retained the return at 10 per
cent on capital employed as per our original recommendation. The
Other matters rate of 12 per cent asked for by Sindri is not justi--

fied, as it is quite usual to moderate the return in

case of a high cost unit. Further, the case of ferti-
lizer which is an essential commodity for the agriculturist is not com-
parable with that of consumer goods like sugar or paper.

8.2. The Company’s accounts for 1959-60 are yet to be passe: by
the Board and have not yet been certified by the auditors. In the cir-
cumstances we¢ have not found it possible to examine them in detail.
We are, however, generally satisfied that if the output envisaged is
maintained, Sindri will, on the basis of the price now recommended,
be in a position. after making provision for depreciation and taxation,
to meet the following further commitments (a) payment of bonus to
workers; if necessary, at a reduced rate, (b) full interest on secured
Government loans, (c) the interest on cash credit account in full, (d)
a return of not more than 4 per cent as dividend on its share capital.
This will however leave no margin for providing reserves. It should
be remembered that about Rs. 10 crores are invested in the fixed assets -
of the expansion plant which is still in the stage of establishing pro-
duction. No new unit in this stage can be expected to pay a dividend.
Since losses on account of new fertilizers have arisen, they cannot be
taken into account for revising the price of ammonium sulphate so as.
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EN " .
o enable maintenance of full level of dividend for the Company as
heretofors. We shouid also reiterate that it is not usual to allow 2
bonus like that mentioned at (a) as ordinary working expenditure, If
it is a profitskating bonus it should primar y be based on the workers
contribution to output. In the case of an automatic chemical plant
this may a least be related to wages earned and regular attendance of

staff.

K. R. P AIYANGAR,
Chairman

3. K. MURANIJAN,
Member

J. N. DUTTA,
Member

R. S. BHATT,
Member

RAMA VARMA,
Secretary.

BoMsay,
Dated 11th November, 1960.



"REPORT ON RETENTION PRICE OF AMMONIUM SULPHATE

1. In their letter No. Ferts. 1(15)/58, dated 16th March 1959 the
Government of India, Ministry of Commerce and Industry have asked
. the Commission to undertake an inquiry into the
mm‘“‘:’;ﬁ production costs at Sindri Fertilizer Factory under

of reference. section 12(d) of the Tariff Commission Act, 1951,

and, inter glia, to include in the report a specific

recommendation in regard to a reasonable retention price to be allowed

to Sindri Fertilizers & Chemicals Ltd., for its ammonium sulphate by

the Central Fertilizer Pool. A copy of Government’s letter with its

annexures indicating the terms of reference and its background is given
in Appendix I

2.1. Letters were issued in June 1959 to Sindri Fertilizers and
Chemicals Ltd. (referred to hereafter as Sindri) and Secretary, Ministry
of Food and Agriculture (Department of Agricul-

Method of inquiry ture) asking for the necessary memoranda on the

subject and also for information as regards Govern-

ment purchases of imported ammonium sulphate and the prices paid

during the period from 1956-57 to 1959-60. The Indian High Commis-
sions in the U. K. and Canada and the Embassies of India in U. S. A,,

Japan, West Germany and Italy were also addressed for mformauon

regarding internal prices and export prices of ammomum sulphate in

those countries.

2.2. Shri K. R. P. Aiyangar, Chairman, Dr. S. K. Muranjan,
Shri J. N. Dutta and Shri R. S. Bhatt, Members visited the factory of
Sindri on 7th and 8th November 1959. Dr. Rama Varma, Secretary,
had visited the factory earlier from 27th to 29th July 1959. Shri U. R.
Padmapabhan, Cost Accounts Officer, visited the factory from 20th
July to 1st August 1959 and examined the cost of production of ammo-
nium sulphate.

2.3. The Commission held discussions at Bombay with the re.
presentatives of Ministry of Food and %ncu]ture (Department of Agri-
culture), Development Wing (Ministry of Commerce and Industry) and
Sindri Fertilizers on 23rd November 1959.

‘ 3.1. The fertilizer factory at Sindri owes its origin to the recomrmen-
dations of the Food Grains Policy Committee of 1943. In the light of
the Bengal Famine, the Committee cxpressed the

Brief history of vyijew that low productivity of agricultural fand in
factory. India and scarcity of food in relation to a fast
growing population—chronic conditions which whenever a natural
calamity overtook any part of the country brought on neat famine con-
-ditions—could be remedied only by enriching the nitrogen and phos-
'phorus content of the soil. The Committee estimated that India would
require between 2 and 3 million tons of artificial fertilizer per annum
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and recommended that, as a first step, immediate action should be taken
to establish production of nitrogenous fertilizers to the extent of 350,000
tons per annum. In view of the national importance of the industry,
not only its direct importance, but also its importance as the basis of
a heavy chemical industry and a defence potential for the production
of munitions and the heavy capital outlay involved in its establishment,
Government decided to sct up a state-owned factory. A Technical
Mission consisting of three experts was invited from the United Kingdom
to advise on the best methods of establishing the industry in India and
following its recommendation as well as on balance of advantages,
the location was decided in favour of Sindri, a village inp Bihar. There-
after a mission was sent from India to the United Kingdom to investigate
the supply of plant and machinery. On the recommendation of this
Mission, the Chemical Construction Corporation (C.C.C.) of New
York, a subsidiary of the well known American Cynamid Co., was en-
trusted with the dasigning, construction and supervision of the project
till it went into production. The Power Gas Corporation (P. G.C.), &
consortium of U.K. Chemical Manufacturers, was appointed for the
supply of certain speciality plant of their own manufacture and also
to act s Agents to the Government of India for the procutrement of
other plant and machinery. Structural steel and considcrable tonnage
of simpler items were made in India. The major construction was start-
ed at Sindri in 1947.

3.2. The factory went into production in October 1951, that is,
four years after construction started and ever since, the entire producs
tion of ammonium sulphate in the factory is being distributed through
the Central Fertilizer Pool administered by the Ministry of Food and
Agriculture. The fertilizer factory at Sindri is worked by Sindri Ferti
lizers and Chemicals Ltd. It is a Government company formed in
January 1952 of which all the shares are held by the President of
India. The Technical Mission’s estimate for the project, if located at
Sindri, was Rs. 1,053 lakhs while the actual cost debited by Govern-
ment at the time of handing over the project to the company was
Rdsd 2d,077 lakhs to which capitalised interest of Rs. 176 lakhs was later
added.

4.1. The accounts of Sindri are closed on 31st March and for pur-
poses of our investigation the audited accounts for the year ending
31st March 1959 which have not yet been pub-

Floanclal ~_ structwre lished were made available. The financial posi-

' abpraiani. | T ™" tion of the company at the cnd of 1958-59 and
_ ] since its inception has been set out in Appendix
U to this Report which contains the following statements :— s

I—(a) Ba'i‘ance sheet analysis—Iliabilities for 1952-53 to 1958-59;
(b) Balance sheet analysis—assets for 1952-53 to 1958-59,

TI—Profit and loss accounts—_aﬁalysis, for 1952-53 to 1958-59;,51_!1‘6
TlI—Fixed capital -expenditure for 1952-53 to 1958-59. el
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