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Uttam Gupta says that the bogey of loss-making units is only a ploy to deny autonomy to public sector cos

S the pleture about the urea import
A:r:mﬁ:u'hnln carried out by National

Fertilisers Limited (NFL), a govern-
ment undertaking, becomesclearer, thereis
a strong possibility that the undertaking
will have toabsorbastageering lossolabout
Rs 133 crore. Thiswould seriously erode its
prajfitabllity and has dire implications for
continued production.

In [act. theimpending liquiditv crunch is
already evident: NFLreportedly defaulted in
its pavment ohligation of Rs 30) crore to 10C
towards purchase of fuel ail. This has led to
suspension of supplies and consequential
stoppage of production at two ol its plants
Le. Panipat and Nangal. The erosion ol
NFL's profitability will afTect its entire inter-

nal resonrce structure, especially in view of

the recent decision of the Government
requiring all profit-making PSUs to give o
minimum of 201 per cent of the equity as div-
b idend. Lenders may now be unwilling to
dccept fresh exposures in NFL at least until
the uncertaintics generated by the urea
scam are cleared. This willimpede the pace
ol implementation of on-going projects
including expansion at Vijalpur and
revamp of Nangal,

Moreover, important decisions may be
postponed due to the absence of a full-time
Chiel Executive (presently. the CE of HFC
is holding additional charge of NFL).
suspension of the project execution activ-
ities is inevitable: this will lead to cost
escalations and altimatelv affect NFL's
vinbility,

Such a situation is unfortunate; NFL is
amongst the few profit-making PSUs which
has consistently contributed good revenue
o the Government by wav ol dividend and
arious taxes and duties. Additionallv, the
Government has garmered substantial sums
by way ol disinvestment of a portion of its
equity holding and using them for reducing
its overall budget deficit. NFL also has-a
strong prescnce on the national fertiliser
scene, confribuling about 2.3 million
tonnesout ofatotalurea productionof 153.8
million (1995-96), Besides, the cost ofurea
supplied from NFL plants (Bhatinda.
Panipat, Nangal and Vijaipur) islower than
the industry average and substantially
lower than the cost ol imported urea. On a
weighted average basis. the farm-gate cost
of NFL urea is about Rs 3,300 per tonne
as against the industry average of about
Re 6.000 per tonne and cost of imported
urea at about Rs 9.510) per tonne.

Considering that the selling price of urea
is controlled at a low level and the excess of
the reasonable cost of production and dis-
tribution over this level is reimbursed as
sabsidy by the Government under the
Retention Pricing and Subsidv Scheme
REPS). the subsidy outgo on supply of NFL

PSUs must be

unshackled

urea is also lower, Thus any adverse elfect
on the ability of NFL to maintain its present
level of production or add to its installed
capacity will inevitably result in non-avail-
ability of reasonably priced urea lor the
farmers. This will directly allect [oodgrain
production at low cost. Attempts tomake up
[or the shortfall through imports will entail
avoidable outgo of foreign exchange and
higher pavment of subsidy.

The NFL case demonstrates the wide
range of adverse repercussions on the entire
economy thanks to the NFL management’s
blunder in deciding to make advance pav-
ments in full for 2000000 tonnes of pro-
posed urea imports. from a little-known
supplier. and thattoo without any guaran-

tee. Clearly, this could not have been an
independent decision of the CE and his
team. Being a governmment-owned com-
pany. NFLcomes under the watchlul evesof
a number of agencies such as the Chemical
and Fertilisers Ministry, government-
appointed internal auditors. CAG and par-
llamentary committees. and it also has a
Board of Directors constituted by nominees
of the Government. Thus there is a mini-
government sitting right in the boardroom
of NFL. Andvet.ifthere are lapses of the kind
seen in the urea import deal. these arise not
because ofthelack ol a svstem of checks. but
in spite of them.

Widespread and deep-rooted govern-
ment controls alse inflict huge costs on
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Pslls through time and cost overruns

caused more often by endless delavsin gets

ting the green signal from the Government

rather than the inefliciency of the project

implementing authorities. For all projects

involving an investmeni of Rs 30 crore and

above, the approval of the Pubhlic

Investment Bodrd (PIB) s mandatory,

which takes o minimum of a vear or two.

Pleadings [rom varous PSUs 1o get the

investment limit raised. not to mention dis.

pensing with the requiremenmt of PIB

approval irrespective of the project size.

have fallen on deal ecars. Recentlyv, the

Commitiee of Secretaries (COS) s reported

to-have rejected this demand from PSUs in

the ol and gas sector on the ground that |
such a decision will have to cover all PSUs,
There is no reason why all PSUs could not
be covered by the decision, Moreover, even
projects involving investment of less than

Rs 30} crore renot spared.

The COS has hinted that the
Governmaent may wish to retaln control on
loss-making PSUs. But the latter are pre-
cisely the ones which need much greater
autonomy and professional management |
to undertake timely investment lor rehabil-
itation and modernisation. The bogey of !
loss-making PSUs is only a ploy to deny the
management of PSls — especially the
profit-making ones — the freedom to take
investment decisions. During the last five
vears, the only significant action 1o liberate
PSUs was the Government's decision (in |
1992) to reconstitute the Board of Directors
by inducting professionals as nominees of
the Government. But this also remains
unimplemented so far.

PSUs have a predominating presence in
core sectors like crude, oil, POL, gas, chem- |
icals. fertilisers. steel. and In Infcastruocture
such as power. It i becoming obvious that
continued government ownership and:
management control make it difficult for
PSUs to remain healthy. Not too long ago.
the Government was looking at NFL (a
cash-rich PSU} to help in rehabilitating the
loss-making plants of FCT and HFC, but now
NEL itsell is in trouble.

The Restructuring Group (R-Group) has
recommended disinvestment of Govern-
ment’s holding up to 51 per cent for PSUs in
the oll sector. That such a suggestion has
come [rom the burcaucracy itsell is a wel-
come sign. The Government should put its
seil on this recommendation, and extend its
scope (o all profil-making PSUs. There are
enough  instances where the State
Government is a minority pariner. e.g.
SPIC. GSFC and GNFC. toprove that thisdis-
pensition would waork.

Thie atithior is Cliel Econroniist,
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