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( PREFACE 

A reference is invited to the prefatol) remarks in Report No 10 of 2006 - Union 
Government (Commercial) of the Comptroller and Auditor General of India \\here a 
mention was made that Report No 8 of Performance Audit contams re\le\\ s on some of 
the acllv1l1es of the Companies and Corporations other than Companies under the 
Telecommunications Sector 

This Report contains reviews on the following actl\'lties of selected PS Us 

Name of the Ministry/Department 

Department of Atomic Energy 

Mm1stl)' of Civil Aviation 

Department of Coal 

Title of the Review 

Electronics I Computer Education Division -
Corporauon of India Limited 

Fleet Uulisallon and Maintenance - Air India j 

1 
Limited 

a) Project Implementation, Performance of 
llEMM, Manpower Analysis, Fund 
t\lanagemenl and Environment Planning 

I Mahanad1 Coal fi elds Limited 

b) Buckel Wheel Exca\ ators Ney' eh 
Lignlle Corporation Limited I 
---- ---1 

Department of Hea\'y Industries 

M1nistl)· of Petroleum and Natural Gas 

Ministry of Power 

Ministr: of Steel 

-----

t\larketing activities of Tractor Bus~ress 

Group-HMT Limited _J 
a) Telecom Business-GAIL India Limited I 
b) A' ailab1hty and utihsal1on of critical 
equipment of oITshore installations in 
Mumbai Region - Oil and Natural Gas 
Corporation Limited 

a) Gas Based Power Stations-NTPC 
Limited 

b) Gas Based Power Stations - North Eastern 
Electric Power Corporation Limited 

a) Working of Bharat Refractories Limtted 

b) I hgh Seas Sale Acli\ ity-MSTC L1mtted 

c) Import of Coking Coal-Steel Authont\ of 

Ill 



Ministry of Textiles 

lndia Limited 

Trading Activities - Cotton Corporation of 
India Limited 

iv 
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( ) OVERVIEW 

This rnlume of Audit Report represents re' 1ews on 13 selected areas of operation 
involvmg 13 Public Sector Undertakings under eight Ministries. These areas were 
selected in audit for revie\\ on the basis of their relative importance m the functionmg of 
the concerned organisation. The total financial implication of these reviews 1s Rs.2744 63 
crore 

[ DEPARTMENT OJ; ATOMIC ENERGY l 
Electronics Corporation of Ind ia Limited 

•!• Computer Education Division 

• Electronics Corporation oflndia Limited started the business of computer education 
without conducting any obJectn e and detailed assessment of the business potential 
or its O\\TI strengths and weaknesses The Compan) did not formulate any policy 
with regard to appointment of franchisees and as a result faced problems m 
implementing the franchisee agreements. It had to cancel as many as 63 franchisee 
agreements during the first five years of operation ending March 2005 There was 
lack of effective mternal control due to \\h1ch the franclusees worked on their O\\n 

and exploited the name and repute of the Compan) In one agreement alone, the 
Company had to suffer a loss of Rs 67 13 lakh during 2001-02 and 2002-03. The 
Company also undertook school projects in different States wherein too, it worked 
through the franchisees Due to problems m controlling the functioning of these 
franchisees, the Company had to take a dec1s1on to not undertake such projects in 
future. The Company failed to achieve the target turnover and also suffered losses 
during the years 200 l-02, 2002-03 and 2004-05 m this business segment. 

[~~~~~~~~M~IN_1_sT_R~Y-O_F_·c_1_'_''_L_A_'_'•A~T1_o_N_'~~~~~~--JJ 
Air India Limited 

• 

• 

Fleet Utilisation and Maintenance 

Air India Limited had a fleet of 36 aircraft as on 31 March 2005, out of which 18 
were owned by the Company and remaining were on dry lease. No aircraft was 
purchased after 1996. The Company resorted to taking aircraft on dry lease for 
augmentation of fleet since the year 2000 due to absence of an effectn e fleet 
replacement policy. 

The Company cancelled/rescheduled the flights m 3.05 to 12.04 per cent cases and 
delayed 1t by more than 20 mmutes in 17 35 to 21 87 per cent cases during the last 
three years ended 2004-05, but it did not mamtain the indust~ data m regard to 
adherence to flight schedules for e\aluat1on of its O\\n performance vis a vis the 
other airlmes. The ut1lisat1on of the a,·a1lable fleet, however, \\as more than the 
industry ayerage as well as the planned hours m most cases. 

\' 



Report No. 8 of 2006 

• The Company incurred expenditure of onl) Rs. 6 14 crore m creation of repair and 
maintenance fac1ht) as aga.mst the capital budget of Rs 99.98 crore for the last three 
years ended 2004-05 As a result of non-setting up faciht1es and non-procurement of 
equipment as per the capital plan, it had to mcur a' oidable expenditure of Rs. 8 21 
crore on outside repairs in three cases 

• The Company had prescribed norms for completing rnrious checks prescribed by 
the Director General of Ct\ 11 A\ 1at1on, but the actual time taken for complet1on of 
the checks far exceeded the norms This resulted m excess grounding of aircraft and 
consequent loss of potential contribution amountmg to Rs. 93.04 crore based on the 
loss of flymg hours. 

• The Company sent 13 aircrafi for overseas repairs and spent Rs 57.37 crore on 
major maintenance such as ·c and ·o' checks durmg the last three years ended 
March 2005, on grounds of capacity constraints and lessor's requirement, despite 
hm mg the m-house capab1hl) to earl") out these ched.s There was shortage of 
technical manpower but no comprehensi\·e study was conducted to assess the long
term requirements of the technical manpower. 

• No case of accident was noticed during the last three years but there was scope for 
reduction in number of mc1dents. The Compan) did not have industry data for 
benchmarking its performance on the air safety aspects. 

[ DEPARTMENT OF COAL 

J 
Mahanadi Coalfields Limited 

•!• Project Implementation, Performance of HEMM, Manpower Analysis, Fund 
Management and Environmental Planning 

• The Compan) could not complete the implementation of advance action plan of 
seYen projects e\en after time°' er run of one to l O years leading to cost O\'errun of 
Rs.66.29 crore as on March 2005. Due to resistance from land oustees, the Compan:i. 
could not produce coal \alued at Rs. l 18.25 crore during 2004-05 m si..; projects of 
Talcher Coalfields 

• The Company incurred a\ 01dable extra expenditure of Rs.4 46 crore m 2002-03 by 
award mg the contract of hiring of surface mmer at a higher rate. 

• There was no scientific assessment of manpower requirement. The Company had a 
workforce of 21298 out of \\hich 66 per cent" as m unskilled category at the end of 
March 2005. The Compan) 's control on orert1me remained meITectlve and despite 
the negatn e grO\\th m OB removal, there ''as mcrease in O\ ert1me by Rs.8.73 crore 
and Rs.13 . 96 crore in 2003-04 and 2004-05 respectively 

• Despite holding huge surplus fund ranging between Rs. 29 37 crore and Rs 97 10 
crore per month from Apnl 2002 to Februaf'.\ 2004. the Compan) did not mvest the 
same with Coal India L1m1ted (CIL) and lost an interest of Rs.4.04 crore. 

VI 
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• The Company could not recover loading charges of Rs 17.34 crore up to March 
2005 m the absence of an~ agreement With the customers. Further, crushing charges 
of Rs.8 12 crore could not be recoYered from customers in the absence of a 
notification for revision of prices of coal produced through surface miner for the 
period from June 2000 to Janual) 200 I 

Neyveli Lignite Co1·poration Limited 

Ney' eli Lignite Corporation Limited (Corporation) was incorporated in November 1956 
with the mam objectiYe of excm atmg lignite in the Neyveli area and generating power 
therefrom The Corporation has three mmes "1th lignite excarnting capacit) or 24 
million tonne per annum and three lignite based Thermal Power Stations (TPS) with 
generating capacity of 2490 MW. Each TPS has a dedicated mme to meet 1b ruel 

req u1 rement. 

•:• Pe1formance of Bucket Wheel Excavators 

• The Hanumantha Rao Committee appointed b) the Government oflndia determined 
the norms in 1983 for operation of Bucket Wheel Exca' ators based on the data 
available for the penod 1969 to 1982 The Company subsequent!~ procured new 
Bucket Wheel Exca.,,ators with upgraded technology but adopted the norms already 
fixed for the old machines and thus ignored the technical superiority, "hich 
enhanced the designed capacities of the Bucket Wheel Excavators. 

• Neither the Hanumantha Rao Committee nor the Corporation fixed achievable 
capacities for the Bucket Wheel E:\carntors (BWEs) deployed in the lignite 
bench/bottom bench 

• The BWEs worked for more hours than norms but the output rate "·as lower than the 
achie' able capacity resulting m short remo\'al of o' erburden of 21.55 million cubic 
metres and short extraction of 12.22 MT lignite in Mme I and II during the fi\'e-ycar 
period ending March 2005 

• There was excess consumpt10n of power and teeth in operating the Bucket Wheel 
Excarntors amounting to Rs.17. 73 crore and Rs. 10.43 crore in Mme I and II 
respectiYely during the period under review. 

• The stoppages under the planned and breakdO\rn categories exceeded the norms and 
led to short extract10n of 24.27 MT lignite dunng the five-year period endmg March 
2005 

[.._ ___ n_E_P_A_R_T_M_E_N_T_o_F_H_E_A_vv_i_N_n_u_s_T_R_v ___ ] 

HMT Limited 

•:• Marketing activities of Tractor Business Group 

• The Tractor Business group (Group) comprises the tractor manufacturing division 
at Pinjore set up in 197 l, (with a licensed capacity of 25,000 tractors and an 
installed capacity of 18,000 tractors per annum), marketing diYision at Chandigarh 

Vil 
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and Area Offices. Marketing of tractors 1s done through a net work of dealers who 
are the only link \\1th the customers. 

• The Company's market share of tractors declined from 6.1 per cent (1999-00) to 
2. 9 per cent (2004-05) due to working capital constrarnts resulting from slO\\ 
reco\'ery of funds locked up in the market and production constraints. 

• The Group resorted to aggressive marketing techniques through advance of tractors 
to dealers through Area offices. Dealers in tum advanced most of the tractors to 
customers to show higher sales. The unsold tractors \\ith dealers were taken back 
irrespective of their physical cond1t1on and credit was g1\ en to the dealers 
accounting the same as sales return The sales returns, thus. amounted to Rs.3 68 
crore, Rs.17 .25 crore, Rs. 9 42 crore and Rs. I 18 crore representing 1.28 per cent, 
6.66 per cent, 5 76 per cent and 0 58 per cent of sales in 2001-02, 2002-03, 2003-
04 and 2004-05 respecll\'ely. Thus, the aggressive marketing practice of the Group 
ended up in huge sales returns. 

• The mounting Sundry debtors to tumo\'er of the Group (43 55 per cent in 1999-
00 to 89.59 per cent in 2002-03) were due to the injud1c1ous practice of dumping 
tractors on dealers resulting in cash crunch and subsequent low volume of 
production/sales. 

MINISTRY OF PETROLEUM AND NATURAL GAS 
11 

GAIL (India) Limited 

•!• Telecom business . 
• The Company started its GAIL-Tel project with an investment of Rs. 262 95 crore 

without preparing Detailed Project Report It also implemented Phase IIB of the 
project without considering the actual unsatisfactory performance of the pre\ 1ous 
phases. The project could not achieve its targets in terms of capacity sales or sales 
re\'enue during an) of the four years of its operations llll March 2005 The project 
had been incumng losses smce 2003-04 and the cumulatl\ e loss of the project llll 
September 2005 was Rs. 9.03 crore. 

• The Company also lost projected re\enue of Rs. 442.19 crore due to delays ranging 
from nine to 19 months in the completion of' arious phases of the project. Internal 
delays in the processing of tenders and placement of orders contributed to the 
project delay. 

• An imestment of Rs 36 66 crore on Dense Wa,·elength Ot\ 1s1on Multiple\.ing 
equipment, Rs 11 48 crore on the Optical Fibre cables and Rs 12. 99 crore on 
second duct made by the Company could not be put to fru1tf ul use. 

Oil and Natural Gas Corporation Limited 

•!• Availability and utilization of cr itical equipment of offshore installations in 
Mumbai Region 

• The production of Mumbai High OfTshore of ONGC compnsmg three fields 
(assets) made a s11eable portion of the country's hydrocarbon production For 

Vlll 
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ensunng uninterrupted production, ONGC had fixed targets of l 00 per cent system 
availability and 95 per cent equipment a\ ailability of critical equipment engaged in 
production in the offshore fields. 

• ONGC achieved the targeted system a\ailability of critical equipment in Mumbai 
Offshore but could not achieve the targeted equipment availability due to 
maintenance related problems. 

• There did not exist any policy in regard to maintenance, revamping and 
replacement of critical equipment, though the Management had since initiated 
corrective actions in this regard. 

• Non-adherence to overhaul and pre\'entative maintenance schedule of cr:~1cal 
equipment caused high tnpping, unplanned shutdown and pre-mature failure of the 
equipment. Deferment of producl!on re,enue m Mumbai High due to maintenance 
reasons amounted to Rs.61 crore m 2003-04 The delay in procurement of spares 
and shortages of maintenance manpower further led to high down time of 
equipment and consequent lower availability of critical equipment. 

• The utilisation of most of the equipment was below the mimmum run hours 
requirements due to changing behaviour and depletion of fields but the equipment 
requirements were not reassessed in time to ensure its optimum utilisation. The 
utilisation of turbine generators on lo\\ load factor revealed excessive fuel gas 
consumption as compared to norms 

• In Neelam field, the installed capacity of gas compression was belo\v the actual gas 
production since inception and delayed action for enhancement of gas compression 
facility resulted in flaring of gas rnlued at Rs.126.39 crore for the period 1998 to 
2005. 

[~~~~~'--~~~~1_•_N_1s_T_R_v_o~r-P_o_w_E_R~~~~~~~----J 
NTPC Limited 

• 

• 

Gas Based Power Stations 

The Company commissioned six gas-based plants at Anta, Aura1ya, Kawas, Dadri, 
Gandhar and Faridabad with generating capacity of 3657.64 MW. Though 14 17 
MCMD of gas was required to utili.le this capacity, the actual commitment from 
GAIL (India) Limited was for 12.75 MCMD only, which was sufficient to operate 
the plants at 66 per cent of the capacity Thus, even at the initial stage, there was a 
mis-match between the requirement of gas for generating capacity and the quantity 
tied up by the GOI. Further, GAlL did not supply gas even up to the committed 
level. The GOI, which was primarily responsible for assignment of requisite gas 
for power stations, did not ensure availability of requisite gas. 

As the quantity of. gas supplied by GAIL declined, the plants increasing!) 
depended on generation through alternate fuel of naphtha/ high speed diesel. As the 
variable cost of generation of power on alternate fuel was four to five times the 

IX 
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cost of generation on gas, the beneficiaries were reluctant to purchase costlier 
power resuJtmg in impairment of the efficient workmg of the power stations 

• In the agreement entered into with GAIL, the Company was reqmred to pa) for the 
mm1mum guaranteed quantity of gas m the event of short lifting of gas, \\hile there 
was no corresponding compensating clause m case of short supply of gas b\ GAIL. 
The Company's financial interests were not, thus, guarded 

• The tanff fixation policy of Central Electnc1ty Regulatory Comm1ss1on allowed the 
Company to recover full fixed charges based on declared capac1t), even when 
actual generated units were below the declared capacity. As a result, the 
benefic1anes had to bear an excessive charge of fi\.ed cost for Rs 123 .45 crore 
durmg 2003-04 

• Despite underutilizallon of the existing capacit) due to inadequate gas supply, the 
Company planned to expand the capacity of four gas-based plants in the IX Fn e 
Year Plan. As the beneficiaries declined to take costlier power generated on 
naphtha, it deferred the expansion after mcurnng an expenditure of Rs.23 68 crore, 
out of which the sum of Rs .17.56 crore was not hkeh to be util1/ed till the end of 
2011-12. 

North Eastern Electric Power Corporation Limited 

•!• Gas Based Power Stations 

• The gas supply agreements with GAIL (India) Limited /Oil and Natural Gas 
Corporation Limited did not pronde for wai,·er of Minimum Guaranteed OfTtake 
(MGO) payment due to lower generation m Agartala Gas Turbine Project (AGTP) 
arising out of grid failure and no/lo\\' grid demand over which the Corporation 
could not exercise any control As AGTP failed to dra'' consume e\ en the MGO 
quantity of gas due to e\ acuation constraints and low drawal of power by the 
beneficianes, the project had to incur infructuous expenditure of Rs. 3.16 crore 

• The Management failed to take timely initiati\'e to enhance the quantity of gas to be 
supplied keeping in \IC\\ the availability and future requirement While working 
out the gas requirement, the impact of steadily falling calorific value of gas O\'er 
the years and a higher actual heat rate higher as compared to the norm was not 
considered 

• The Assam Gas Based Power Project (AGBPP) could not achieve the target 
ava1lab1hty because of lack of lie-up for suppl] of gas m requ1s1te quantities As a 
result, there was under-recovery of fixed charges of Rs. 9 94 crore. 

• Mam causes for lower generation m AGBPP were transformation and transm1ss1on 
ltm1tallons in the North-Eastern Region (NER), lower generation schedule gn en b) 
North Eastern Regional Load Dispatch Centre and priority given to maximization 
of hydel generation during monsoon penod 

• Under-ut1hsat1on of capacity of AGBPP and AGTP was also due to non
arn1lab1hty of associated transm1ss1on lme and weak state-owned transmission 
system, import of power by Assam State Electricity Board from Eastern Region 
due to high cost of AGBPP power and commissioning of gas based power stations 
by Go' emment of Tripura durmg 2002-03 

x 
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• Despite the gas-based stations nol achieYing the normative auxiliary consumption 
as well as Gross Station Heat Rate, the Corporallon had not conducted any Energ~ 
Audit smce the commissiomng of the plants in July 1998. 

• The Corporation had not developed any documented maintenance pohcv 
incorporating its own inspeclton schedules and associated procedures as well as 
definmg responsibility of rnnous functions e\ en after seven years from the date of 
comm1ss1oning of the plants. 

• Manufacturer's recommended penodicity of preventive maintenance of the 
machines was not adhered to in AGBPP and AGTP. 

• Non-commissioning of the fire protection system and De-mineralised plant resulted 
m non-compliance of mandatory em 1ronmental requirements sllpulated b\ 'arious 
statutory authorities. 

MINISTRY OF STEEL ] 
Bharat Refractories Limited 

•!• Working of Bharat Refractories Limited 

• Bharat Refractories Limited (BRL) was incorporated in July 1974 as a Government 
Company. BRL and India Firebricks and Insulation Company (a subsidiary or 
BRL) were referred to Board oflndustnal and Financial Reconstruction (BIFR) in 
1992 The BIFR and the Government of India sanctioned three re' i' al schemes 
dunng the period January 1997 to June 2002 under which. apart from other 
concessions, the Company recen ed cash assistance of Rs 234 60 crore i1. the 
shape of loan and equity Despite these concessions, the Company did not ach1e\ e 
the targets of manpower reduction, production, sales and profitab1ht) set forth m 
the Techno-Econom1c Viability Report prepared by MECON Limited and it 
continued to mcur losses. The accumulated losses on 31 March 2005 "ere Rs. 
352.56 crore. 

• The oYerall production of refractories was only 39 and 87 per cent of the re
assessed capacity dunng 2001-02 to 2004-05 and the shortfall m producllon \\as 
l 19 lakh tonnes due to under-utilisation of capacity, non-availability of working 
capital leading to shortage of raw materials and excess manpower leading to 
increased labour cost of Rs. 9 crore annually. 

• The Company was supplying magnesia carbon bricks and slide gate refractory 
under performance guarantee clause to Bokaro Steel Plant, who reco\ ered/recen ed 
materials free of cost amounting to Rs. 6.33 crore and Rs. 1. 97 crore respectn el: 
due to non-achievement of the committed heats under the guarantee clause. 

• As against the re-assessed capacity of 12,000 tonnes of silica bricks at BRP. the 
plant actually produced only 1790 tonnes during 1999-2000 to 2004-05 and there 
was no production during 2003-04, though the product had good contribution 
margin and market demand. The management was silent on the issue and had not 
examined the reasons for negligible/nil production. 

XI 
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• The actual rejection of bricks in the process of manufacture from green bricks (un
burnt bricks pressed in Presses) to saleable bricks was much higher than 10 per 
cent considered in TEV report. The management neither fixed norms for rejection 
nor analyzed the reasons. 

• The utilisation of a 2500 tonne Sacm1 Press procured at a cost of Rs. 7 .53 crore was 
only 37 per cent during 2000-01 to 2004-05. A press of lower capacity of 2000 
tonne, which was considered earlier, could have well served the purpose 

• The Company could not implement the technology for manufacturing continuous 
casting refractories purchased from Japan in October 1991 at a fee of Rs I. I 2 
crore, rendering the expenditure infructuous 

MSTCLTD 

•!• Performance Audit of High Seas Sale Activity 

• The Company's International Market D1v1s1on was primarily engaged in ' back to 
back' sales and despite being planned m the MOU, failed to meet the target of 
ensuring that at least 20 per cent of the imports were for non-captive buyers 

• Specific profit contnbutton of High Seas sale to the O\erall financial performance 
could not be ascertained as no separate cost records for or allocat1on of overheads 
made to High Seas sale transactions were maintained by the Company. 

• During the last five years ending 31 March 2005 maximum business was derived 
from four to five items. Growth in O\'erall sales of the Company had been price 
driven and not volume driven. Concentration of sales on limited number of 
products and reliance on a single customer i.e. HPL involved attendant risk of loss 
of flexibility and sudden decline in \ olume of business m future. It also md1cated 
that the Company had failed to \v1den its market base and product basket despite 
the same being planned in the strategic plan. 

• The Company frequently failed to ensure adherence to the condition of the MOA 
by the customers. Due to deviation and relaxation given m the terms and cond1t1on 
of MOA to the parties, the Company had suiTered a loss of Rs.4 .85 crore. 

Steel Authority of India Limited 

•!• Import of Coking Coal 

• Steel Authority of India Limited (SAIL) does not have captive cokmg coal mines 
and is dependent on outside suppliers. Its main suppliers of indigenous coking coal 
are the subsidiaries of Coal India Limited. In order to improve the technical 
parameters through blending with indigenous coal and meetmg the gap between 
actual requirement and availability of indigenous coal, the Company had been 
importing coking coal since I 978-79. Such procurement was made through Long 
Term Agreements, Spot Tenders and Term Agreements 

XU 
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• Due to the shortage of imported coking coal, there was a decline of 12 per cent 
(0 31 million tonnes) m SAIL 's production of saleable steel for the first quarter of 
2004-05. 

• Failure by SAIL to take adequate and timely action through properly planned 
purchase of hard coking coal resulted m arnidable expenditure of Rs. 344 crore. 

• In view of SAIL ·s current time frame for spot tendering, its poor past record in 
tendering whereby only one per cent of the quantity tendered between No\ember 
2000 and December 2004 was actually received and lad. of adequate testing and 
quality assurance, it should consider spot tendering as the least preferred option for 
SAIL for meeting its planned or urgent requirements of col..ing coal. 

• SAIL incurred avoidable additional expenditure of Rs. 87 crore and Rs. 89 crore. 
by signing term agreements for hard and soft col.mg coal with two foreign 
suppliers \\hile simultaneously keeping deliveries under the Long Term 
agreements \\tlh them in abeyance. 

• Failure by SAIL to exercise the mutual option quantity of 0.150 million tonnes of 
sofi coking coal in the LT agreement with a supplier for 2003-04 resulted ma loss 
of Rs.32 crore. 

• Failure by SAIL to take advantage of existmg ofTers for hard coking coal and 
acquire O 46 million tonnes of hard coking coal in 2003-04, resulted in excess 
expenditure of Rs.232 crore on spot purchases of hard col..ing coals. 

[ MINISTRY OF TEXTILES l 
Cotton Corporation of Indil'l Limited 

•!• Trading activities 

• The National Comm1ss10n of Agriculture recommended (1975) that the 
Corporation should endearnur to purchase 25 to 30 per cent of the total cotton 
production of the country by strengthening its network of offices. Howe' er. the 
Corporation's market share durmg the six years ending March 2005 ranged from 
4.31 to 11. 91 per cent. 

• As per the textile policy (June 1985) of the Government of India, the Corporation 
has to undertake Minimum Support Price (MSP) operations without an\ 
quantitative limit. During the years 2001-02 and 2002-03, though the Corporallo~ 
undertook MSP operations, 1t purchased only nine lakh bales representing 8 2 per 
cent of the total reported production of I 09 lakh bales in MSP co,·ered areas. 

• One of the primary objectives of Corporation is to mal..e arnilable cottc'l at 
reasonable pnces to the textile mills and other end users. During the si\: vears 
ended March 2005 the Corporallon paid commission of Rs.35 89 crore to the 
commission agents m the regulated markets" here purchase of cotton through them . 
was mandatof) under the local APMC Act, thereb) increasing the cost of 
procurement The Corporation did not explore the possibility to get itself registered 

:\.Ill 
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as an agent m such regulated market yards in order to avoid payment of 
comnuss1on. 

• The review of the cost sheets of the Ahmedabad branch of the Corporation during 
the five years ended March 2004 revealed that it did not emphasise purchase of 
varieties with higher contributions. 

• Lapse on the part of the Corporation to obtain adequate security in the form of 
bank guarantee, letter of credit etc., resulted in non-recovery of Rs.111.53 crore on 
account of loss in disposal of unhfted bales at the risk and cost of the original 
buyers. 

• The Corporation's achievement in exports fell short by 35 to 97.6 per cent of its 
targets during the six years ending March 2005. 

XIV 
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[~~~~~-D_E_P_A_R_T_M_E_N_T_O~F_A_T_o_M_i_c_E_N_E_R_G_Y~~~~--') 
C HAPTER: I 

Electronics Corporation of India Limited 

Computer Education Division 

Higltlig ltts 

The Company had not done any detailed assessment of market before entering into the 
busmess of IT education It got mto the business of IT education '' ithout assessing its 

O\\ n strengths and '' eaknesses 
(Para 1.6. 1. 2) 

The Company did not obtain the app ro ' al from the Board of Directors be lore start mg this 
busmess acti,·ity. 

(Para / .6. 1.5) 

The Company did not fo rmulate any strateg> to meet the objecliYe of restructu ring and 
repos1tion111g the products. busmesses to emerge as a commercially and econo rrncall~ 
'1able Company and to match \\ith the al read:• established players in the field of 
computer education. h en the modest targets 11 set for itself could not be achie' ed and 
the Company suffered losses during the years 200 1- 02. 2002-03 and 2004-05 m this 

busmess segment. 
(Para J.6. 1.2 autl Para 1.6.2) 

The underlying rationale of sett mg up Computer Educat ion Di' ision "as to product!\ el> 
engage surplus staff of def uncl Tele' 1s1on DI\ 1s1on. Ho\\e\ er the Compan~ failed to 
e\ oh e any policy for utilisallon of this surplus staff due lo \\'hich onl> a small nu mber of 
surplus staff could e' entuall ~ be engaged 111 the Computer Education 01\ ision. 

(Para 1.6.3.2) 

The Company failed to reY1e\\ operations of Computer Education 01\ ision effec l1 \ el> 
during the fi\'e years ending 3 I March 2005 

(Para /. 6.3. J) 

It also fail ed to evolYe and implement an e!Tccli \ e cash cont rol mechanism. There \\ere 
no internal controls in place to monitor the f'unctioning of' the f'ranchisees. Due lo this. 
the franchisees operated on their O\\n and e' plo1tcd the name and repute of' the Company 

(Para 1. 6.3.3 ll/U/ Para 1.6.-1) 

Due lo problems in implementation of school projects, decision ''as taken to complete 
the e\:1sting school projects and not to undertake any ne\\ school pro.1ects. 

(Para 1.6.5) 
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Gist of Recomme11datio11s 

• ecessary steps to resolve the pending issues with the franchisees and Local 
emce Pro\'iders may be in1t1ated 1mmed1ately. All the school projects may be 

re\'1ewed and the dues from Business Associates may be collected as early as 
possible. 

• The Company has so fa r not been very success rul in achieving the obJecti\'es 
envisaged at the time or en tering into computer education business. This not being 
a core acti vity for the Company, it may rethink its strategy on continuing in the 
said business arter completion or its existing obligations. 

/ . I. flltroduction 

I . I . I The Electronics Corporallon or India L1m 1ted (Company) was incorporated in 
Apnl 1967 with the objectn e or generating a strong indigenous capability in the field or 
profoss1onal grade electronics It operates under the administrati ve control or Department 
or Atomic Energy. The Chairman cum Managing Director (CM D) IS the Chier Executive 
or the Company. Three fonc t1 onal directors heading technical. finance and personnel 
''in gs, respecti \'ely assist the CM D The financial performance of the Company for the 
past fi' e years ''ere as belO\\ 

Table I 

Rs. in crore) 

[ 2002-03 

~ 

Parameters 2000-01 2001-02 2003-04 2004-05 

Paid up capital 81 25 126 37 129.88 136 88 145 88 
~ 

Resen es & Surplus - 20 53 72.41 162 76 175 95 

Net Worth 30 79 146 11 201.68 299 28 32 1 54 

Sales 568 75 674 12 1000.56 934.55 770 67 

Profit arter Tax 11 8 1 69 29 1 53 .25 97 68 37 13 

Accumulated Losses 48 76 -- -- -- --

The operations of the Company arc broadly d1v1ded into four business groups and two 
sen ICC groups. The groups are rurther dl\'lded into 16 difTerent production dn 1s1ons for 
operational convenience. An Executive Director/General Manager heads each group The 
major products of the Company include antenna systems, telecom exchanges, Flight Data 
Processing Systems, control instruments, X-ray baggage inspection units for airports, 
computer hardware, electronic vo ting machines, CCTV, etc. 

/ . 1. 2 Computer Education Dil'isio11 

I . 1.2. 1 The Sortware Training mt (STU) or the Company was conducllng computer
trainmg courses for the customers or the systems marketed by the Company as part of 
customer support and after sales sen ice. In 1arch 2000, the Management decided to set 
up a rul l Oedged Computer Education On 1s1on (CED) for imparting computer education 
iased on a projection made by Di rector (Personnel) that the computer education business 
liad potenti al for 20 per cent growth in India as well as in the gulf countnes such as 
United Arab Emirates and Kuwait. The rationale fo r setting up the di\'ls1on was 

2 
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To repos1t1on the products. business to emerge as a commercially and econom1cally 
, 1able Company, by entering into computer education in a big way. and 

11. ECIL being a name to reckon with and kno\\11 as one of the IT players, 11 was time for 
11 to enter the market as one of the important players in Computer Education as II 

offered excellent opportunity both in terms of income and gro\\1h 

J. J.2.2 Accordingly. \\Ith the appro\'al of the CMD of the Company, a separate 
di' 1sion \'iJ:. CED was set up with effect from I Apnl 2000 by renaming STU. The CED 
had the following objectiY es 

1. To attain the status of a notable player 1n computer education ltke NllT (\\hose 
turno\ er was about Rs oOO crore ror I 999-2000); 

11. Reposition the products/businesses and help the Company to emerge as a 
commercially and economically 'iable Compan~. 

111. Undertake Research and De' elopmcnt 111 the lield of computer educatton and 
design appropriate courses 

" Establtsh franchisee operations both 111 urban and rural areas and design 
appropnate cost for franchising, and 

, . Operate 0\\11 computer education centers b~ using the ex isting branch offices 

J. J.2.3 The CED funct10ned under the O\ erall control of Director (Personnel) at the 
corporate office assisted by a Vice President engaged from the open market for a penod 
or three years from October 2002 An Assistant General Manager. three Deputy General 
Managers, two Se)1ior Managers and one Accounts Manager at corporate office and Ii\ e 
Deputy General Managers assisted the Vice President. The CED had a total staff strength 
of 72. of these 42 \\ere at corporate office and the balance in lield offices. 

/.1.2.-1 The Company offered \anous short-term and long-term courses in computer 
education under the brand name ECIT The short-term courses e g MS Office. Visual 
Basics. Oracle, Windows 'T. Accounting Tall~. etc. ranged from two \\eeks to three 
months duration Long-term courses e g Diploma in Computer Technology, Computer 
Appltcat1ons. Post-Graduate Diploma in Embedded Software. 810-mformatics etc. ranged 
from four months to one year Besides CED conducted courses m Computer Aided 
Design (CAD) and Computer Aided Management (CAM) since 2002 111 association'' 1th 
Central Institute for Tool Design, I lyderabad (CITO) 

/. 1.2.5 As on 31 March 2005 CED had 11 ... O\\n centers and 80• franchisees m lour 
1.ones This arrangement was similar to that adopted by other major players vi1.. NllT and 
APTECI I. Pm ate indt\ 1duals or corporate bodies operated centers as franchisees or the 
Company under the brand name ECIT This ''as done under an agreement for shanng 
the re\ enue ,,·ith the Company at agreed percentage The Company \\US responsible for 
designing of course. lixmg the fee structure, pro' 1dmg the course matenal. receipt books 
and the course diploma cert11icates to the students. The franchisees conducted the 

.. Nortlr - 1, East- 1, West - 3 and Soutlr - 6 

• Nortlr - 20, East - 20, West - 9 and Soutlr 31 
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courses, collected fee from the students and remitted the same in the Company's Bank 
Account and took tests as per the guidelines of CED. 

1. 2 Audit Objectives 

Audit sought to assess whether: 

1. the Company undertook the project of setting up Computer Education Division 
after due diligence; 

11. the project was implemented as per plan and with due regard to economy, 
efficiency and effectiveness; and 

111. the project achieved its objectives. 

1.3 Scope of Audit 

The review covers the overall performance of the CED for the past five years i e. from 
inception to 31 March 2005. 

1 . .J Audit Methodology 

Audit tried to seek evidence to support the expectation that: 

1. the decision of setting up of CED was based on some objective data I information 
such as market survey or study; 

11. the objectives of the project were clearly identified; 

111. if the project involved any capital expenditure, the same was justified by some 
generally accepted method of investment analysis; 

1v. the req uired legal and administrative structures were identified and worked out; 

v. the milestones (both physical and financial) were identified and listed; 

v1. there was a mechanism to monitor achievement of the milestones; and 

v11. the project was implemented with due regard to economy, efficiency and 
effectiveness . 

For this purpose, audit examined the records at the corporate office and fo ur zonal offices 
at Delhi, Kolkata, Chennai and Mumbai during October 2004 to March 2005. The branch 
offices at Bangalore and Jaipur were also covered with a focus on school project. 

I. 5 Acknowledgement 

In addi tion to examination of records and documents, a number of issues we re deliberated 
on for conducting this audit by the audit team. Audit acknowledges the co-operation and 
assistance extended by different levels of management at various stages of performance 
audit. 

1.6 Audit Findings 

I. 6. I Project launched without objective analysis 

Though the Company envisaged becoming an important player in computer education 
business like NIIT, the Company's efforts did not at any time match this goal. To begin 
with, the Company targeted a turnover of Rs.5 crore before the end of second year and 
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Rs 15- 20 crore before end of fourth year from this new bus111ess acti\ 1ty. Howerer the 
Company failed to achiere e'en these modest targets 

/. 6. 1.2 The Company undertook the project" 1th out a proper analysts ofopportunit1es in 
the area of computer education There \\aS no e\'tdence of any market sur\'ey or study 
based on \\'hich the Company decided to launch into the new business It did not ha\ e 
adequate appreciation of its own strengths and \\eaknesses in relation to the said venture 
It did not formulate any strategy to match up to the already established players like JJT 
and APTECH. The STU was renamed as CED and the manpower within the Company 
with no previous experience in imparting education was mobilised to assist 111 this 
acti \'ity Staff who were considered low performers but intelligent enough to absorb and 
deliYer the concepts related to the training \\ere to be utilised to run this dl\'lston. The so
called non-performers and mediocre performers were to be offered incenti\'es to molt\ ate 

them 

1. 6. / .3 It ''as projected that the business had potential to grow at 20 per cent in India 
and Gulf countries. Howe, er. no business strateg) /operational plan \\·as formulated to 
achte\ e the gro,,1h potential 

1. 6. 1.-1 The proposal only highlighted the mode of operations of llT. but the Com pan: 
did not work out the relatt\ e costs and benefits nor did it "ork out legally def ens1ble 
modaltties for franchisee arrangements . As the Company did not work out proper 
arrangements for franchisees, it had to face se\ era I problems, which are discussed under 
paragraphs l .6.3 to l.6.5 below. 

1.6.1.5 Considering that CED \\as set up \\Ith a \tew to be a big player in computer 
education and as part of restructuring the Company's products and businesses, the 
management should haYe taken the appro' al of the Board of Directors of the Compan) 
The Management did not approach the Board for approval at the time of ventunng 111to 
ne\\ business segment of CED and 1t ''as onl) in the year 2004 that the Board discussed 
the issue of collections of outstanding fees by CED after it "as pointed out b: the 
Statutory Auditor. 

The Management stated (September 2005) that 

1. Comparison "ith other notable players ''as to be a benchmark for only computer 
education. The bus111ess targets ''ere set by taking into account the market 
situation. The obJecti,·e of setting up CED \\as to utilise part of surplus man po,,er 
so that enough reYenue could be earned to CO\'er their wage btll , 

11 The proposal for setting up CED was based on special reports on education and 
detailed study of courses offered by other computer education players. Strategic 
plans were made based on the market conditions; 

111 CED operations including appointment of Vice President, were discussed tn 

se\'eral Board meetings, and 

t\' It agreed with audit observations about the target turno,·er being low cons1denng 
the lofty objecti\'eS of the project 

Management's reply is not tenable for follo\\lng reasons: 

1. The Management' s contention contradicts the projections made at the time of 
making the proposal While the stated ObJecti\'e of setting up CED was to be a 
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major player in IT education, the Management's present stand was that the 
objective was to utilise surplus manpower of TV di vision. Audit could not see 
evidence of any special reports or studies based on which the decision to set up 
CED was taken. 

11. The Management did not put before the Board the proposal to start CED much 
less obtain its approval and entered into a new business segment with the approval 
of the CMD alone. The fac t that the Board discussed performance of CED along 
with that of other divisions did not amount to approval. 

1. 6. 2 Poor fi11ancia/ performance 

The budgeted income vis-a-vis the actual income and the financial performance of the 
division during the last fi\'e years were as below: 

Table 2 

_ (Rs. in lakh) 

2000-01 2001-02 2002-03 2003-04 2004-05 

Budgeted Income - - 3600.00 1000.00 2500.00 

Actual Income 265.43 922.20 841. 0 I 2315.94 979.10 

Expenses 262.77 940 52 1080.99 2156.87 1252.04 

Profit (+)/Loss(-) 2.66 (-) 18.32 (-) 239.98 159. 07 (-) 272.94 

It can be seen from the above that the CED incurred losses during the years 200 1-02, 
2002-03 and 2004-05. The income fo r the year 2003- 04 included Rs.893.25 lakh towards 
supply of hardware and software made by Business Systems Division (BSD) of the 
Company in respect of School Projects undertaken in Karnataka. Similarly, expenses fo r 
the year included the expendi ture incurred by BSD amounting to Rs.684.35 lakh on the 
school projects. Thus the profit of Rs. 159.07 lakh for the year 2003-04 would in fact be a 
net loss of Rs.49.83 lakh as it included profit of Rs.208.90 lakh earned by BSD. 

The Management stated (September 2005) that if the income of Business System 
Dinsion was excluded, the corresponding O\'erhead (in expenditure) would also be 
reduced which would result in a marginal loss to the CED. 

I . 6.3 Own Centers and franchisee operations did not yield expected results 

/ . 6.3. J The Company decided to run its own centres at places where it had its own space 
and abili ty to manage the centres with its own staff, while for other places franchi see 
centres were established. As on 31 March 2005, the Company had 1 1 own centers and 80 
franchisees . This arrangement was similar to that adopted by other players viz., NllT and 
APTECH. The Company however, adopted these models irrespective of the place and 
type of course to be conducted. It had not reviewed the performance during the first five 
years of its operations to see which model was faring better in terms of place and type of 
courses. 

1.6.3.2 The TV Division (whose operations \\'ere di scontinued from 1996) branches were 
converted into own centers. As stated by the Management one of the objectives of 
entering into the area of IT education was utili sation of the surplus manpower. Howe,·er, 
the Company failed to evolve any policy for utilisation of the surplus manpower on 
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account of \\hich only a small number or surplus staff could e\entually be engaged 111 
CED Only 25 employees of the closed TV D1\ is1on could be utilised in CED and 258 
employees had to be deployed 111 other d1ITerent di\ is1ons Due to this the Company 
cont111ued to depend on market talent for runn111g CED bus111ess e\ en 111 its own centers 

The Management replied (September 2005) that a player in IT education market could 
not sun 1\ eon only one model to the exclusion of others Further, the Company had nO\\ 
decided that only high-end courses would be conducted through its own centers and other 
courses would be run through franchisees 

The Management further replied (September 2005) that CED would take steps to re\ 1e\\ 
the performance of its staff and consider suitable steps to motirnte them. The reply of the 
Company shows that it revie\\ ed the position only after five years 

1.6.3.3 The francl11sees are responsible for conducting the courses and taking tests as per 
gu1d el111es of CED, for collection of fees from the students and for rem1tt111g the same to 
the Company's Bank Account The folio\\ ing shortcomings \Vere noticed in the '' ork111g 

or franchisees · 

1. Pnrnte 111dividuals or corporate bodies operated centers as franchisee or the 
Company under an agreement for shanng of the revenues '' ith the Com pan) at 
agreed percentages The Company had not set any criteria for selection of a 

franchisee. 

11 The Company faded to evolve and implement an effective cash control 
mecha111sm. While the agreement \\1th the franchisees pro' 1ded for remittance or 
the fee collected from students '' 1th111 48 hours, there ''ere delays ranging from 
three to thirteen days, in remittance or rees by these franchisees 

111. In East Zone, the 1aster Franchisee agreement• \\ ith M/s RDL was terminated 
(July 2003) but the account had not been settled (November 2005) The Com pan) 
had not considered the risk or misuse and potential loss 111 franchisees std I hold mg 
some receipt books. course matenal. etc 

I\ One or the franchisees \ i1 .. Mis Maharaja Incorporates at Jamshedpur appo111ted 
(April 200 1) by M/s. RDL. the master franchisee, sold off (February 2002) its 
center to M/s. SIMS without prior appro' al. M/s SIMS continued the operations 
and collections made by M/s SIMS \\ere not deposited to the Company account 
Only 111 March 2003 the CED appro' ed the transfer of business bet,,·een M s 
MaharaJa and M/s SIMS and permitted cont111uat1on of operations by M/s SI 15 
subject to sign111g of an agreement I lowever, M/s SIMS neither execu ted the 
agreement nor paid dues amounting to RsA 64 lakh. Consequently the Company 
filed (February 200-1) a case for reCO\ cry of dues and the same is pend111g 111 the 
court. 

\'. The Company did not reconcile the number or the total receipts books pnnte<l. 
issued and balance re tamed bv O\\ n centers/franchisees S1mllarlv the course 
materials printed and disbursect' to O\\ n centers I franchisees \\ere n~t reconciled 

• Master fra11clri.fees appointed by tir e Co111pa11y were 1111tlrorisetl to e.stubliflr their m1•11 centres <U well 11v 
11ppoint s11b-fra11clrisee!J for i111parti11g computer ed11catio11. 
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with the total number of students (course-wise) who had undergone trai ning. 
There were no systems in place for routinely checking these matters . 

The Management rep lied (September 2005) that : 

1. Capacity to invest and experience in computer education fi eld were adopted as 
guiding principles for selection of franchisees in the beginning of the business. 
Further a set of detailed guidelines was issued in the year 2004. 

The Company had to cancel as many as 63 franchisee agreements, which shows 
the selection criterion was not stringent. The reply clearly indicates that the 
guidelines were adopted after four years. Had this been done earli er, the Company 
cou ld have avoided unproductive franchisee arrangements. 

11. It agreed with audit on the need to have an effecti ve internal control mechanism to 
oversee the functioning of franchisees. 

111. Action had been initiated to ensure that there was no risk of misuse of unused 
stationery by the franchisees whose agreements had expired. 

1v. CED had control over receipt books and the monitoring was being made more 
stringent. 

/. 6 . ./ Fallout of business tie-up with M/s Bureau of Data Processing Systems 

The Company in association wi th M/s Bureau of Data Processing Systems (BDPS), 
Mumbai started in December 1998 (i.e. prior to setting up of CED) computer training 
courses under the name of ECIL-BDPS. BOPS was responsible fo r imparting computer 
education. The Company was to receive I 0 per cent of the course fee collected by BDPS 
as royalty in respect of its own centers and 7.5 per cent in respect of centers under 
franchisees appointed by BDPS. In addition the Company was to receive a one-time 
payment for Licensee Fee (ranging from Rs.25,000 to Rs.75,000) for each center opened 
in rural, municipal and metropolitan area. The certificate for the completion of the course 
was to be issued by the Company in the name of ECIL-BDPS. The agreement was valid 
for five years.To overcome the various shortfalls in the agreement with BDPS such as 
lack of Company's control over business, non-reporting and non-payment of amounts 
collected by BOPS and to bring the business relationship on par with other franchisees 
after formation of CED, an amended agreement was entered into with BOPS in June 
200 I with retrospective elTect from 1 April 2000. BOPS did not adhere to the amended 
agreement and the Company suffered due to various shortcomings as detailed below: 

1. New Centers/Franchisees were started by BOPS without any tripart ite agreement. 
No data was furnished regarding students' strength, attendance, faculty, cost of 
compliance of all requirements etc., 

11. BOPS/franchisees were not remitting the amount in Company's account. BOPS 
even requested for postponement of presentation of the post-dated cheques issued 
byit. 

111 . BOPS had given new nomenclature to the courses and course material, reduced 
fee structure without any notice or permission and continued to issue their 
certificates instead of the Company's certificates. 

1v. BOPS did not in form the Company of the details of closed centers. 

8 
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,. BOPS failed to generate an~ business after .\ pnl 200 I 

The Compan: sen ed a sho\\-cause notice on 13DPS in October 200 I As there \\US no 
1mpro' ement. the Company termmated the agreement "1th effect from :\larch 2002 
statrng that all 111d1' 1dual franchisees under 11DPS \\Ould automat1call: come under the 
direct control of the Com pan) The Company sen ed a legal notice (June 2002) on BOPS 
to pay the dues "1thin 21 da) s along \\1th mtercst at the rate of 18 per cenr per annum 
failing "h1ch it "ould initiate appropnale legal proceedmgs BOPS 111t1mated 111 March 
2003 that Income Tax (IT) authonllcs had attached their properties on account of non
payment of the arrears for the) ear 2001-02 The Management stated (No' ember 2004) 
that resortmg to arbitration/legal proceedings. \\htch might cost Rs.3 lakh - Rs.4 lakh. 
was not prudent as the assets of BOPS \\ere sealed b: the Income Ta' Department It 
further stated (January 2005) that a registered notice demanding the pa) men ts due "as 

issued to BOPS 111 January 2005 

Hence. the Company 111curred a loss of Rs 67. 13 lakh • due to lack of adequate and ttmcl) 
steps for check111g the accounts at centers of 13DPS and franchisees al regular mten als 
and folio" -up of demand and collect1ons 

The Management further stated (September 2005) that after adjusting Rs 27 lakh to\\ards 
reimbursement of expenditure to BOPS. the Compan;. proposed to treat the balance 
Rs40. 13 lakh as irrecoverable 

The reply is not tenable as though the Company \\as incurring only O\ erhead 
expenditure. tl did not mean that 11 could allo\\ a pm ate operator to exploit its name to 
earn 111come for himself. The Company could ha' e m1111m1sed its loss had 11 realised the 

amount from the franchisee 

I. 6. 5 School Projects 

The CED undertook School Computer education projects under agreements "1th the 
Stale Go' em men ts from 2001 -02 The scope under these projects CO\ ered mstallallon 
and comm1ss10nmg of the infrastructure and pro' 1d1ng computer trammg 111 the school 
premises selected by the respec tt\ e Go' ernmcnts 

The Company had five school projects 111 dt!Terenl states operated through agreements 
"1th franchi sees I Business Associates (BAs) "ho 111 turn appomted Local Semce 
Pro\'iders (LS Ps) I sub franchisees to actually dell\ er the computer education 111 the 
schools The bus mess generated from these projects for the last four) ears is gi' en belo" 

Table 3 
(Rs. in lakh) 

Year 2001-02 200 

H1manchal Pradesh 2(> 7 65 
I-

Delhi 65 32 

2-03 2003-04 2004-05 

366 59 281 57 30 24 
102 85 82 85 45 75 

Ra1asthan --
Karnataka --

-
Uttaranchal -- -
Total 332.97 

'-

173 53 32(i 91 
215 00 490 07 

2 77 0 (J 7 

469A4 755.72 893.m 

•A' worked out hy tire Ma11age111e11t, tire /oH w11.1 R.v.13. 7.J fakir for 2001-02 and Rs. 53.39 fakir for 2002-

03 
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Audit observed the following: 

1. The Company relied totally on the local franchisee I BAs for execution of the 
project. Although, the Company had entered into agreements with Himachal 
Pradesh and Uttaranchal States in May/June 2001 and July 2003 for execution of 
School Projects, it appointed BAs/franchisees in August 200 I and October 2003 
respectively. Thus, there was a delay of about three months in implementation of 
the scheme. 

11. Franchisees/BAs collected the fee from the schools based on the number of 
students enrolled and in the first instance deposited the amount in the Company's 
account. The Company paid back the share of franch isee I BAs from the amounts 
collected by BAs from the customer as per the rates agreed However, in the 
absence of the details of the number of students in each class and school , the 
collections shown by the BAs could not be \'erified and the Company had to 
totally rely upon the receipts furnished by them along with the remittance. 

111. In Rajasthan, the BAs after receiving their share from the Company did not pay 
the amounts due to the LSPs. The LSPs \\'ere demanding their share from the 
Company. The Company although not bound contractually to pay the moneys due 
to LSPs, found itself in a fix because if it did not pay, the LSPs would stop 
providing the services and the Company \\'Ould be liable to the Rajasthan 
Government for deficiency in service. 

The Management replied (September 2005) that: 

1. The delays were because the sites \\'ere not ready or for other reasons; 

11. As for the absence of details of students enrolled and the correctness of the 
collection (revenue) the management offered no comments; and 

111. It was directly regu lating payments to LSP where the BAs had defaulted. 

On account of the problems faced, the Company had decided that it would not undertake 
any new school projects. 

Conclusions 

The Company had not conducted any objective and detailed assessment of the business 
potential and its own strengths before setting up CED. The modalities of franchisee 
arrangements were not worked out properly and as a result there were many problems in 
implementing the franchisee agreements. The foray into school projects also was not 
properly conceived and implemented. Thus, the CED failed to achieve the objectives \\'ith 
which it was set up . 

The review was issued to the Ministry in January 2006; its reply was awaited (February 
2006). 

10 



Report No. 8 o/2006 

[~~~~~~-M_INI~S_T_R_Y_O_F~C_IV_l_L_A_V_I_A_T_IO_N~~~~~~) 

CHAPTER: II 
Air India Limited 

Fleet Utilisati on and Maintenance 

H igltligh ts 

The Company did not purchase any new aircra ft after I C)9G and augmented its fl eet with 
dry leased aircraft since the year 2000 in the absence of effecti\'e fl eet replacement 
policy. The utilisation of the available fl eet \\US satisfactory and \\as more than the 
industry average as well as the planned hours m most cases The Company, howe\'er, 
cancelled/rescheduled the fl ights in 3.05 to 12 04 per ce/1f cases and delayed it by more 
than 20 minutes in l 7.35 to 21.87 per cent cases during the last three years ended 2004-
05. It did not maintain the industry data m regard to adherence to flight schedules for 
ernluation of its own perfo rmance vis a vis th e other airlines. 

(Para 2 . .J.J to 2 . .J . .J) 

The Company duly carried out vari ous checks on the aircraft to meet the requirements of 
Director General of Ci\' il A\'iati on. HO\\e\e r. the actual time ta\..en for completion of 
these checks far _exceeded the norms that led to excess grounding of aircraft and 
consequential loss of potential contribution amounting Rs.93.04 crore based on the loss 
of flying hours. The Company also resorted to outside agencies. on rnrio us grounds. for 
carrying out the major checks though it had the facil it ies to do the same in-house. During 
the last th ree years ended 2004-05, the Company made meager tn\'estment of Rs.Ci. 14 
crore in creati on of repai r and maintenance faci lity as against the capital budget of 
Rs.99.98 crore. Due to non-implementation or the schemes as per the capital budget. it 
incurred an expenditure of Rs 8.21 crore on outside repairs in three cases. 

(Para 2.5.J and 2. 5.3) 

Gist of Recommendations 

For optimal fleet utilisation and proper main tenance of ai rcraft the Company ma:
consider taking the foli o\\ ing measures. 

• firm up its future fl eet composition and deployment and formalise a policy for its 
systematic aircraft replacement m order to optimise on mai ntenance and operating 
expenditure; 

• use spec ialised soft\\·are fo r drawing the fl ying schedules instead or domg it 
manually and conduct market surveys periodically to assess/re-assess potential of 
\'arious routes to impro\'e the sen·ice. 

• identify accountability centres to mm1m1se flight cancellations. reschedul ing and 
delays which were due lo reasons of operati onal, in-fl ight and ground handling 
services; 
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• properly plan and implement its capital budget to augment its existing fac1ltties 
for repai r and maintenance in order to avoid outside repairs; 

• improve upon online information system among its various departments for better 
planning and coordination in order to avoid excess ground mg or aircraft; 

• analyse and optimise the manpower requiremen ts on a regular basis, fi x man hour 
standards for all routine maintenance actirities, reassess its inventory 
requirements and reduce its internal processing time in ordering or spares, 

• coordinate and initiate joint action al ong wi th Airport Authority oflndia and other 
civil authorities to reduce the number or incidents; and 

• acquire the industry data in regard to night delays/cancellations/rescheduling and 
the aircraft incidents and evaluate its performance for necessary corrective action. 

2. I Jntrod11ctio11 

2. I . I Air India Limited (the Company) had a Oeet or 36 aircraft as on 3 1 March 2005. 
out or \\h1ch 18 \Yere O\\ned by the Company and remaining were on dry lease"'. The 
Company utilised these aircraft mainly for international nights and a limited number for 
domestic nights . Fleet composition or the Company as on 31 March or 2003, 2004 and 
2005 \\'as as fo llows: 

Table- I : Fleet composition 

(In numbers) 
Aircraft type Average Fleet Strength 

No. age of As on 31 March As on 31 As on 31 March 

I. 

2 

3 

4 

5 

aircraft as 2003 March 2004 2005 
on 31 Owned Dry Owne 1 Dry Owned Dry 
March leased d leased leased 
2005 

Boeing 747- 25 4 - 4 - 2 
200 
Boeing 747- IG.3 2 - 2 - 2 
300 
Boeing 747- 12.4 6 I 6 3 G 
400 
Boeing-777- 6.7 - - - I - -
222 
Airbus 3 I 0-300 15 8 9 8 1 11 8 

-
20 I -Total 20 10 14 18 

O\'er the last three years" htle the aircraft taJ..en on dry lease increased from I 0 to 18, the 
O\\ned neet came dO\\TI from 20 lo 18 on account or disposal or t\\ O Boeing 747-200 
aircraft Financial performance or the Company duri ng the last three years ended 3 I 
March 2005 was as highlighted in Annexure- t . 

.. J)ry lease means the aircraft taken 011 letLfe without the operational and cabin cre11• 1111tl 111ai11te11a11ce 
to he 1111dert11ke11 by co111pa11y itself 
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2.1.2 Orga11isatio11al Set-up 

Operallons of the Compan: ''ere orga111sed and managed through 19 Departments 
located at 1umbai (Headquarters of the Com pan:) and he Regional Offices located at 

cw Yori-. (for USA and Canada). London (for l.'K and Europe). To\..yo (for far l:.asl). 
Dubai (for the Middle East & Africa). and t\lumba1 (for India and Sn Lan\..a) The 
Comrnerc1al Department of the Company \\as responsible for dra\\lng the !light 
schedules for operations. the Plannmg and International Department for planning 
espec1all) for lleet acquis1 t1on and mrnn1ain111g international relauons and the 
Engineering and Engine Q, erhaul Departments earned out the mamtenance of aircrart 
and ensured a1rnorthiness and safet: standards 

2. 2. Scope anti Objective of Audit 

The purpose of this Performance Audit \\as 10 re' It.:!\\ the utili sation of the lleel and 11s 
mamtenance b: the Company during the period or three: cars from 2002-03 to 2004-05 

\\1th the pnmaf) Objectire of cxam1111ng 

(1) \\hcthcr the arnilable lleet \\as utilised optimall: and 

(ll) \\hethcr the maintenance or llcet \\as earned out effecti\ cly and cconom1call) to 
ensure a\ ailabi lity of the required lleet ror planned operations 

2.3. Audit Metflotlology and Ack11owledge111e11t 

2.3.1 The records or Commercial. Pl an111 ng and lnternallonal, Eng1neenng and Eng111e 
O\'erhaul Departments fo r the last three years rrom 2002-03 to 2004-05 "ere examined 1n 
audit Guidel111es issued by Director General of Cl\ ii A\ iat1on (DGCA) for maintenance 
chec\..s. 111dustry data and norms f1'\ed b) the Company as \\e ll as their compliance \\as 
also exam111ed for ernluation of the Company's perl'ormance. The issues that emerged 
dunng the re\ 1e\\ process \\ ere discussed \\Ith the lanagement for clarificat1on Lisi or 
records e'\am111ed dun ng the audit 1s gl\ en 111 Annexurc-2 

2.3.2 Audit ta\..es this opportu1111: to than\.. the management and staff of the Compan: 
for their co-operat1on and assistance Ill the conduct of this performance audit 

2 . ./ Aw/it fi11rli11gs 011 Fleet Utili.wtio11 

2 . ./.1 Fleet acquisition a11d replace111e11t policy 

2 . ./. I. I The Company periodically assessed re\ 1e\\ed its llcet requirement but did not 
purchase aircraft to bring efficiency. economy and effect!\ cness in its operations. It was 
observed in audit that the last purchase or aircraft by the Company '' as in 19% In 
r ebruar:· 1992, the Ministr: of Cl\ II A' 1at1on com eyed its apprornl to the Company's 
adoption of ·Ten-Year-Roll Q, er Pohc) · 1n 11s future fleet planning While 
recommend111g the adoption or this policy. the Company had po1111ed out that to 
implement this policy 111 practice. 1t \\ ould be necessary to (i) drasllcally O\ erhaul the 
C'\isting lengthy and cumbersome procedures for the purchase/sale of ai rcraft 111 order to 
e'\plo1t the opportunities for profitable aircraft purchases. sales and. (ii) de' clop requisite 
111-house expertise 111 tradtng of used aircraft The Company further requested that Board 
of Directors be gi' en blan\..et appro' al to bu: sell aircraft.'' ithoul Go,ernmcnl appro' al. 
pro' ided the required im estment could be met\\ ithout any budgetar: support from the 
Go\ ernment. i e . through O\\ n re sources anJ commercial borro\\ mgs As the I\\ o pre-
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requisites were not put in place, the Company could not implement the above policy and 
no aircraft was purchased after 1996. 

2 . ./.1.2 In December 1996, the Company submitted a proposal for acquisition of three 
A3 I 0-300 aircraft, which was not cleared by the Ministry on account of availability of 
excess A320 aircraft with Indian Airlines Limited. Thereafter, even though acquisition of 
new aircraft was continued to be contemplated by the Company, the process was put on 
hold in view of the then on-going process of disinvestment. In January 2004, when the 
Company was fina lly taken off from the disinvestment list, it again sent a proposal to the 
Ministry for acquisition of ten Long Range aircraft and eighteen Short Range aircraft as 
phase-I of their acquisition plan. The Ministry directed (August 2004) the Company to 
revisit the proposal to offer competi tive products with suitable aircraft as the in troduction 
of low cost (low fa re) carriers was decided to be carried out under the brand name "Air 
India Express" through Air India Charters Limited (a subsidiary of the Company) with 
dry leased aircraft. In April 2005, a proposal to acquire 50 aircraft from M/s Boeing 
Airplane Company based on competitive bidding was approved by the Board of Directors 
and forwarded to the Ministry for approval. The Government approved the aboYe 
proposal in December 2005 Meanwhi le, since 2000, the Company took aircraft on dry 
lease for specific durations and added 18 dl)' leased aircraft to its fleet. Thus, the 
Company did not have a clear \'ision of its long-term fleet composition. As discussed in 
the subsequent paras it needed to firm up its future fleet composition at the earliest and 
formalise an aircraft replacement policy in order to optimise its operating and 
maintenance arrangements. 

2. 4. 2 Flig llt Sclled11/i11g 

2 . ./.2.1 Process of drawing Sclzedules 

The Company drew its schedules of operations twice a year viz., "Summer Schedule" and 
''Winter Schedule". The Commercial Department prepared the draft schedules after 
considering the previous schedules and current market requirements. While drawing the 
draft flying schedules, the Commercial Department obtained inputs from the Engineering 
Department regarding various mandatOl)' maintenance checks and from Operations, In
flight Ser\'ices and Ground Services Departments regarding availability of cockpit crew, 
cabin crew and ground handling facili ties at airports respectively. The draft schedules 
were discussed in the meeting of the Schedules Committee represented by all the 
concerned Departments before finalisation of the schedules by the Commercial 
Department. It was obser\'ed in Audit that this procedure was strictly followed and the 
final Schedules for Summer 2002 to Winter 2004 were drawn in time. 

2 . ./.2.2 M anual S clleduling 

Drawing of fli ght schedules depends on various factors like pattern of operations in 
previous schedules, market requirements, availability of aircraft, availability of slots at 
the destination ai rports, additions/deletions of frequencies depending upon competitors ' 
strategy, route profitability etc. Being a large Company and the national carrier, the 
Company had over 25000 flights per an num which were expected to increase further in 
view of proposed fleet acquisition. It was, however, noticed that the cumbersome process 
of schedule preparation and revisions was done manually. Taking into account the 
complexity of procedure, multiple agencies/departments involved and increase in 
activities, it would have been prudent for the Company to use specialised software fo r 
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drawing the flight schedules, as \\as being done by most of the premier International 
Airlines The Management while accepting the audit obsen ation stated (No\ ember 2005) 
that the Compan) might consider acqumng an integrated Planning and Schedulmg 
Software, after ernluating the rnnous a\'ailable options. as \\1th acquis1t1on of add1t1onal 
aircraft the scheduling would become too comple.\ to handle manually. 

2 . ./.2.3 Review of route.\· awl market .\11rvey 

Financial performance of each route was periodically reviewed through d1scuss1on with 
the executi\ es of Scheduling and Marl..etmg Sections of Commercial Department 
I lo\\'ever, the Company did not conduct any marl.. et sun ey periodically to assess or re
assess the market (route) potential It considered only performance reports gl\ en by 
Regional D1rectors/Stat1on Managers for addition or deletions of frequencies The 
Company prepared Market Sun e) Report only before starting any ne'' route. based on 
the mputs from the Regional Director Station !\tanager concerned. Dunng the penod 
from April 2002 to March 2005. the Company prepared such Market Sun ey Reports m 
respect of onl) the new routes. '' h1ch \\·ere added subsequently The Management 
agreed ( ovember 2005) \\'ith the audll obsen at1ons and stated that 1t should conduct 
marl.. et sur\'e) s periodically to reassess potential of' a nous routes and also for assessing 
and improving the service. 

2 . ./.3 Scltet/11/e adherence 

On time performance is a key indicator of operational performance of an airline Frequent 
delays not only harm goodwill of the airline but arc also a financial burden 

2 . ./.3.1 Cancel/atio11 and resc/zeduli11g 

The Company could not adhere to its Oying schedules in 3 05 to 12.04 per cent cases 
during the period from Summer 2002 to W111ter 2004 It had to cancel the 01ghts in 0 029 
to 1. 95 per cent cases and reschedule the flights in 3 02 to 10 I 9 per cent cases The cases 
of cancellation and rescheduling were mainly on account of commercial reasons '11..e poor 
passenger load factor or closure of airport due to repairs. re-carpeting of runway. etc, 
engmeenng factors such as technical snag de\ eloped 111 the aircraft. operational reasons 
'11..e non-a\ ailab1hty of cockpit or cabin crew, VVIP factors like aircraft being used fo r 
VVIP movement and miscellaneous factors such as weather problem, restrictions by Air 
Traffic Controller, etc. as shO\\TI 111 Anncxure-3. It \\'as observed in audit that the 
Company had a system of taking correct1\'e action by dramng succeeding schedules in 
such a way that the number of night cancellation/rescheduling was reduced considerably. 
The percentage of cancellation and the rescheduling of flights came do\\'n from 1.85 and 
I 0. 19 per cent respectively in Summer 2003 to 0 029 and 3 02 per cent respectively in 
the Winter 2004 

The Management stated (August 2005) that m Summer 2003, the Company \\'as forced to 
\\ ithdraw its flights for a considerable time due to outbreak of Severe Acute Respiratory 
Syndrome m South East Asia. It \\as obsened 111 audit that proper planning and effect1ye 
accountability system could reduce the flight cancellations/rescheduling, ''h1ch \\'ere due 
to operational reasons 
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2 . ./.3.2 Flight Delay!)· 

Flights were delayed by more than ·20 minutes in a large number or cases ranging from 
17.35 to 21 87 per cent of total Oights during the period under re\'iew The reasons for 
the delays \\"ere mainly commercial (delay in identification of baggage, passenger 
manifest reconcil iation etc.), ground servi ces (aircraft handling at airport), operational 
(delayed arrival or crew). engineering (last minute technical snags developed 111 the 
aircraft) and miscellaneous (delay in clearance from Air Traffic Control. 
Immigration/Custom related issues, weather conditions etc.) as shown in Annexure-4. 

The Company did not maintain the industl)' data in regard to the adhering to Oight 
schedules, for evaluation of its own performance vis a vis the other airlines . While the 
delays falling under categories like Commercial, Engineering and Miscellaneous 
categories \\"ere largely unavoidable, the delays due to non-availability of operating ere" 
or cabin crew al the last moment and non arnilability of ground sen ices could be arn1ded 
to some exten t by proper planning and effectn e control system. 

2 . ./ . ./ Utilisation of Aircraft 

The sched ule wise planned and actual utilisation of different types or ai rcraft vis a vis the 
industry average are given below: 

Table-2 

Average utilisation of aircraft 

Ill ours per C h day) 

Schedules 
Types of Aircraft 

I 8747-400 I n 747-3oo 8 747-200# A310-300 
--~ 1 Summer 2002 I 

Planned I 11.62 9.88 3 04 9.37 

Actual I 11. I 0 5.62 4 82 9.35 

Excess/(shortage) I (0.52) (4.26) I 78 (0.02) 

Winter 2002 
Planned I 11 .60 11 .52 3 00 9 50 

Actual 12.75 8.36 5.68 9.67 
- -

Excess/(shorlage) l. 15 (3 .16) 2.68 0. 17 

For the year 2002-
03 
Planned 11.6 1 10.70 3.02 9.44 

Actual I l l .93 I 6.99 5.25 9.51 

Excess/(shorta2e) I 0.32 (3. 7 t) 2.23 0.07 

Industry avera2e _\ l l.70 7.40 7.20 7.20 -
Summer 2003 I 
Planned I 12.28 10.52 3 25 9. 13 

Actual I 12.36 8.94 5 28 8.92 

0 Tlr e '20 111i1111tes' criterion in respect of tie lays is tir e practice followetl hy tire Company for pa.st se1•eral 
years. Delayed departure upto '20 111i1111tes' 011 l'llrious accounts is considered as normal a11tl lr e11 ce not 

co1111 ted a1:aimt act 11 al delays. 
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Excess/(shortage) () 08 ( I 58) 2. 03 (0. 21) 
Winter 2003 
Planned 12 39 I 0 59 4 06 9 80 
Actual 13 09 7 87 6.94 9 96 
Excess/(shortage) 0 70 (2 72) I 88 0.16 
For the year 2003-
04 
Planned 12 34 10 56 3.66 9.47 
Actual 12 73 8 41 G 11 9 44 
Excess/(shortage) 0.39 (2.15) 2.45 (0.03) 
Industry average 11 20 (> 90 7.20 7.30 
Summer 2004 
Planned 12 93 10 44 - 9 60 -
Actual 13 54 7 9 1 - 9.66 
Excess/( shortage) 0 6 1 (2 53) - 0.06 
Winter 2004 
Planned 13 21 10 58 - 9 54 
Actual 13 80 9 38 - I 0 04 
Excess/(shortage) 059 (I 20) - 0 50 
For the year 2004-
05 
Planned 12 84 10 50 - 9 94 
Actual 13 74 8 6 1 - 9 80 
Excess/(shortage) 0.90 (1.89) - (0.14) 
Industry avernge 11 90 7 50 7 70 
# 13747-200 aarcrall being vcr} old \\3S not considered for opcratmns from Summer 200-1 schedule. 

It may be obsen ed that the Company achieved the planned utilisation m respect of all 
aircraft and schedules except in respect of 8747-300 aircraft. However, even for 8747-
300 ai rcraft, the actual utilisation \\as more than the industry average, except for the year 
2002-03 

The Management stated (August 2005) that the actual utilisation of 8747-300 aircraft 
\\'as lower than the planned hours due to its ground mg for maintenance as per the 
maintenance cycle and on account of sudden technical snags and operational reasons. 

Thus, the performance of the Company in planning and uitilisation of the available fleet 
was satisfactory. However, there was scope fo r the increase in the fl eet avai labil ity for 
operations by carrying out the maintenance actl\ 1ty efficiently as highlighted in the 
succeeding paragraphs. 

2. 5 Audit fimlings on Maintenance 

2. 5.1 Capital expenditure 011 fleet mai11te11a11ce 

The capital budget vis a vis actual expenditure on creation o[ repair and maintenance 
facilities during the period from 2002-03 to 2004-05 ,,·as as under: 
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Table-3: Capital Expenditure 

(Rs. in crore) 
Year New Schemes Continuing Schemes 

Budget Actual Budget Actual 

Engineering Department: 
2002-03 5.02 0.05 13.70 1.90 

2003-04 4.56 0. 19 11 .36 1.80 

2004-05 3.88 0.04 17.59 0.28 

Engine Overhaul Department: 
2002-03 0.46 0.08 14.01 0.72 
2003-04 2.85 0.14 13.74 0.33 
2004-05 2.00 0.01 10.81 0.60 
TOTAL 18.77 0.51 81.21 5.63 

It may be seen from the above table that against the budgeted capital expenditure of 
Rs.99.98 crore for repairs and maintenance facilities during the last three years ended 
2004-05, the actual capital expenditure incurred for Engineering Department and Engine 
Overhaul Department was Rs.G.14 crore only. 

The Management stated (November 2005) that the balance budgeted amount for all the 
three years was deferred mainly due lo financial constraints. The reply is not tenable 
because the above schemes were intended lo bring economy and effectiveness in repair 
and maintenance activities and by deferring the implementation of these schemes, the 
Company had lo incur avoidable expenditure on outside repair as highlighted in the 
following cases. 

(i) Non-procurement of Air Cycle Machines 

The Company used to send Air Cycle Machines (ACMs) of B747-300, 8747-400 and A-
310 types of aircraft for overseas repairs, as the existing ACM Stand was capable of 
house repair of only B7 4 7-200 type of aircraft. In order to reduce the expenditure on 
overseas repair, an amount of Rs.3.47 crore was sanctioned in the capital budget of the 
Engineering Department for the year 2000-01 for procurement of Universal Cycle 
Machine stand. The payback period estimated by the Engineering Department in 
February 2000 was 2.5 years. However, the Company did not procure the equipment till 
date on grounds of space constraint. The Company incurred an expenditure of USO 1.50 
million (Rs.6. 76 crore) on overseas repairs during the period 2002-03 to 2004-05, which 
could have been avoided had the scheme been implemented as per Plan. 

The Management stated (October 2005) that on receipt of details of the equipment it was 
found that the equipment required a vertical expansion in order to accommodate a part of 
it but suitable space was not available and, therefore, the proposal was put on hold. The 
Management's reply reflects lack of proper planning and co-ordination among different 
units . 
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(ii) No11-proc11reme1tt of fuel test rig 

Due to ltm1tat1ons of the existing fuel test rig. the refuel defuel of vah es of B-74 7 and A-
3 I 0 aircraft ''ere sent outside for testing and repaH In the capital budget for the year 
2001-02, an amount of Rs.20 lai-h \\as sanc!Ioned for the procurement of a new fuel test 
rig for testing refuel/def uel vah es of B-74 7 and A-310 aircraft. HO\\ eYer, Engineering 
Department did not pursue the matter further for the next two years. Only in the capital 
budget for the 2004-05 an amount of Rs 68 lakh ''as again sanctioned towards the cost of 
the rig of increased capacity. Meam\ hile the Company continued to incur expenditure on 
outside testing/repairs and incurred an expenditure of Rs I 22 crore during the last three 
years ended 3 I March 2005 . 

The Management stated ( O\ ember 2005) that considering the cost of spares and the 
manpower in\'oh ed, there was an e:-.tra expenditure of only about I 0 to 15 per cent of the 
actual cost incurred on outside repair The fact , hO\\ e\ er, remains that by not procuring 
the fuel test rig as per the plan, arn1dable expenditure on outside repair was incurred 

(iii) Non- procurement of special tool for ol'erha11/i11g of compressor 

In December 2003, Accessories o, erhaul DI\ 1s1on (AOD) sent a proposal for 
procurement of special tool used 111 overhauling of compressors of chiller 1n A-310 and 
B-747-200 aircraft at an estimated cost of only Rs .6 83 lakh. The tool \\'as intended to be 
procured for sa\'ing the expenditure being incurred on sending the compressors overseas 
for repairs However, till date, the Company did not procure the special tool on the 
grounds of space constraint and incurred an expenditure ofUS D 51,696 (Rs.23.26 lakh) 
during the last three years ended 2004-05 on the overseas repairs in I I cases in respect of 
which data was made available to audit 

The Management stated (November 2005) that the equipment could not be procured due 
to non-availability of the required space for its installation. The Management's reply 
reflects lack of proper planning and co-ordmation among different units. 

Recommendation 

The Company should properly plan and implement its capital budget to augment its 
infrastructure maintenance facilities to minimise recurnng expenditure on outside repairs 

2. 5.2 Revenue expenditure 011 fleet mai11te11a11ce 

The detail s of revenue expenditure incurred on repairs and maintenance during the last 
three years ended March 2005 are given below: 
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Table - 4 

Total Revenue Expenditure on Maintenance 

(Rs. in crore) 
Year Size Opera!- Ex penditure on fleet maintenance Perce- Perce-

of ing Pay & Mate- Out- Other Total ntage ntage 
Fleet Ex pcncli- Allow. rial side exp. of of 

tu re repairs outside Exp on 
repairs fleet 
to T otal main!. 

to 
(6/8) Op e r-

ting 
exp. 
(8/3) 

(I) (2) (3) (4 ) (5) (6) (7) (8) (9) (I 0) 
2002 - 30 5465 .63 206 .37 282 .57 135 94 32.66 657.54 20.67 12.03 
03 
2003 - 34 6 104 .24 217 .68 279 .16 144.47 34.70 676.0 1 21 37 11.07 
04 
2004- 36 7538 .88 217 .50 394.0 1 118 .56 42.24 772 .31 15.35 10.24 
05 

It may be seen that the expendi ture on fleet repair and maintenance in proportion to 
operating expenditure had been decreasing. The decrease in in-house maintenance 
expenditure was due to the fo llowing reasons: 

(i) Grounding of old B-747-200 aircraft during the last three years and sale of old A-
300 aircraft which had incurred higher maintenance expenditure in the past; 

(ii) Induction of more new leased aircraft in the fleet and consequent reduction in in
house maintenance expenditure and. 

(iii) o proportionate increase in the technical staff against retirement/resignation vis-
a-vis increase in the fl eet si1.e. 

2. 5.3 Utilisation of maintenance facility 

Fleet maintenance carried out by Engineering Departments and Engine Overhaul 
Departmen t was a key factor in determining the reliability and safety of flee t/passengers 
Any inefficiency in the maintenance of the fleet also resulted in delays/cancellations of 
flights and consequent loss of goodwill, besides financi al loss to the Company on account 
of operating revenue and maintenance cost. All the maintenance and O\'erhaul facilities 
\\ ere located around Chhatrapati Shivaji International Airport, Mumbai and the 
maintenance of aircraft was carried out as per DGCA 's prescri bed maintenance schedule 

Engineering Department and Engine Overhaul Department comprised eight shops, viz., 
Major Maintenance Division (MMD), Accessories Overhaul Division (AOD), 
Components Overhaul Di\'ision (COD), Instruments Overhaul Di\ ision (JOD), 
Electronics Overhaul Division (EOD), Line Maintenance Division (LMD) Equipments 
Facili ties Division (EFD) and JET shop. These shops carried out all the repair work and 
necessary periodic checks on the aircraft . 
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2. 5.3. J Sltop performance 

The number of items of \\Ork \\htch were a\\atting completion or pending for want of 
spares tn the vanous shops. at the end of the last three years ended March 2005, \\'as as 

under 

Table-5 

1op pe r ormance o. o pen m ) wor or ers 

Shop Year Opening Rcccip Completion Bi\cklog• W ithdrawn I 
Balance ts (Closing 

SI f (N f d' k d ) 

Stock) 

AOD 2002-03 11 26 12393 11954 1565 677 

2003-04 1565 13144 13111 1598 329 

2004-05 1598 12692 13462 828 305 

IOD 2002-03 569 6875 6900 544 127 

2003-04 544 632 1 6389 476 166 

I 2004-05 476 5958 6002 432 73 

EOD 2002-03 328 6147 6179 296 179 

2003-04 296 7348 7392 252 106 
-- -

2004-05 252 7524 7470 306 126 

COD 2002-03 1626 12670 13284 1012 602 

2003-04 1012 12374 12394 992 435 

2004-05 992 125 04 12500 996 293 

It is e\ 1dent from abo,·e that e\ ery year all the shops shO\\ ed considerable backlog as 
well as \\ tthdra,,n (i.e., pending fo r \\ant of spares) \\Ork orders. The Management stated 
(No\'ember 2005) that there \\ Ould always be a backlog of unsem ceable components in 
the ptpeltne a\\aiting repair fo r completion and certification, which could be around 3-4 
weeks of production includtng aro und 30 per cent for want of spares The Management 
added that shortage of manpower also contnbuted to some backlog. The reply, howe,·er. 
indicated a need to impro \'e upon manpower planning and in\'entory control. 

Recomme11datio1t 

The Company should fix the producti \ ity norms fo r routine maintenance acti nltes. 
reassess its inventory requirements and reduce its internal processing time in ordenng of 
spares. 

2. 5.3.2 Loss of contrib11tio11 due to delay ill co111p letio11 of c/iecks 

Production Planning Di\ 1sion (PPD) of Engineenng Department ''as responsible for 
planning and 1mplementtng the scheduled maintenance/ched.s of the aircraft to meet the 
requirements of DGCA This included major JObs like landing gear change, thrust re\ erse 
replacement, aircraft painting, \\ etgmng, cabin refurbishment. corporate modificat10n etc 
Da) s planned (norms) fo r groundtng of aircraft \\ere decided on the basis of statistical 
data of actual time taken for ' anous checks/maJor repair jobs in the past and the pro posed 
workload 

It was obser\'ed in audit th at dunng the years 2002-03 to 2004-05 the actual days of 
grounding of aircraft for the scheduled maintenance/checks far exceeded the planned 

.,. /Jack/og i11 elu des 11•it/11/n111·11 and ll'it/1 drall'n 111ea11s pe11 di11g f or 11•t111t of spares 
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grounding days due to shortage of spares (3 1 cases), limited manpower (6 cases), work 
starting late (32 cases) and multiple aircraft on the ground for checks ( 4 cases). The 
following table shows the cases where excess time of more than 20 days was taken over 
the planned days during last three years ended 2004-05. 

Table-6 

Excess time taken for aircraft maintenance work 
Sr. Aircraft Check Plan Actual Excess Reasons as per internal report 
No. type Days Days Days 
2002-03 
-~ - ~ 

I. VT-EJG c 47 97 50 Shortage of spares 
2. VT-EPW W+C 55 81 26 Delay in issue of transmission 

As~emblies - Non-availability of 
Engine 

" .) . VT-EJH W+C 58 102 44 Transfer of spares to other 
aircraft and diversion of 
manpower 

4. VT-EJJ c 67 90 23 Shortage of spares 
-c- - -

5. VT-EPX c 38 66 28 Not mentioned in Report 
6. VT-EJI c 32 62 30 Not mentioned in Report 
7. VT-EJK c 40 69 29 Delay at Major Maintenance 

Shop 
8. VT-EVH c 44 65 21 Shortage of spares. 
2003-04 
I. VT-EJK c 40 97 57 Shortage of spares and 

manpower. 
2. VT-ESN c 37 64 27 Shortage of spares. 

f---- --
3. VT-EJL c 27 104 77 Shortage of spares. 
4. VT-EVU A 3 41 38 Shortage of spares. 
5. VT-EVF A 3 23 20 Shortage of spares. 
6. VT-EGB 4A 13 46 33 Unplanned additional workload 
2004-05 
I. VT-EPX c 34 54 20 Multiple aircraft on ground and 

shortages of spares 
2. VT-EJI c 31 94 63 Unplanned additional work load 

and fuel leak 
3. VT-EGA 4A 13 36 23 Unplanned additional work load 
4. VT-EJL c 63 90 27 Shortage of spares and fuel leak. 

It may be seen that the excess time was taken in carrying out the 'C' checks• in 
maximum cases. Out of 48 'C' checks carried out during the last three years ended March 
2005 , there was delay of more than 20 days in 14 cases. This led to excess grounding of 
aircraft and adversely affected the fleet availability as well as adherence to the flight 
schedules. The loss of contribution due to the excess grounding of aircraft during years 

"Tlte cltecks were required to be statutorily carried out by tlte Co111pa11y after co111p/etio11 of tlte flying 
/t ours as prescribed by DGCAfor eaclt type of aircraft. 

22 



Report No. 8 of 2006 

2002-03 and 2003-04 was estimated at Rs 93 . 04 crore based on the loss of nymg hours as 
shown m Annexure-5 

The Management stated (November 2005) that the planning of maintenance \\'Ork. was 
done on the basis of certain assumpllons, but the maintenance as per the plan could not be 
carried out due to extensive unplanned \\Ork non-a' ailabil ity of spares, d1vers1on of 
manpower to other works and induction of more leased a1rcraft. The reply. however, 
renected lack of proper coordination and inadequate onlme information no\\ among 
various divisions of the Company. 

The Management further stated that there was no signdicant disturbance to night 
schedules as a result of the excess grounding because its re' enue services \\ere adjusted 
among the remaining A3 10 and 8747 aircraft, which \\as a normal airline practice The 
Management's reply is not tenable as the excess grounding affected the oYerall neet 
availability for operallons and the Company requ1red to tak.e adequate measures to tide 
O\ er the bottlenecks m maintenance work. for optimal m ailabili ty and ut1hsat1on of the 

neet 

2. 5.3.3 Major maintenance of aircraft curried out outside India 

The outside repair and maintenance \\as genera II) resorted to only if there did not exist 
in-house facility or if the operation \\as not economical Dunng the last three years ended 
March 2005, the Company sent 13 aircraft for 0\ erseas repairs and spent US$1 2. 7 5 
million (Rs 57.37 crore) on major maintenance such as ·c and ' D' check.s. It was 
observed m audit that the Company had the capacity to carry out simultaneously l\\'O 'C' 
checks and one · 4A' check, besides carrying out minor checks. The Company carried ou t 
the folio\\ ing in-house ' C' checks during last three years . 

Table-7 

N b f k ('C' h k) um er o ma1or c lee s c ec s 

Year In house External Reasons for external check 

2002-03 14 5 T\\O leased aircraft as per lessor's 
requirement One leased aircraft and two 
owned aircraft on grounds of capacity 
constraints 

2003-04 15 3 I Two leased aircraft and one O\\ ned aircraft 
on urounds of capacity constraints 

2004-05 9 2 I As per lessor's requirement m the 
agreement 

~ 

It may be seen from above that against 14 and 15 'C' checks carried out in-house during 
2002-03 and 2003-04 respectively, only nmc were carried out dunng 2004-05. The 
under-utilisation of the major maintenance fac l111les during 2004-05 \\as mainly due to 
phasing out of four O\.vned aircraft and 1ntroduct1on of fou r new leased aircraft that 
reduced the requirement of ·c check.s In some cases the lessor required the various 
checks to be carried out only by appro' ed external parties as per agreement and thus 
msp1te of ha\ mg sufficient in-house capaci ty to carry out maJOr checks, the Company had 
to send the aircraft to overseas parties for the check.s Also. one 'C' check \\as postponed 
during 2004-05 due to utilisation of the aircraft for 1 laJ operations. Further, m Apnl 2005, 
the Board of Directors of the Company appro\ cd a proposal for send mg nme aircraft for 
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major repairs to overseas parties at an estimated cost of US$ l 8 million (Rs. 81 crore) 
mainly on the grounds of in-house capacity constraints. • 

The Management stated (November 2005) that the aircraft were sent fo r outside repairs 
due to (i) multiple aircrafi falling due for major check during a shorter period, (ii) rapid 
induction of additional dry lease aircraft and no proportionate induction of additional and 
adequately qualified manpower, (iii) increased Haj operations by own fleet and 
manpower instead of outsourcing of the fleet, (iv) shifting of manpower from major 
maintenance to on-line maintenance on account of increase in number of stations and 
flight frequency and (v) shortage of spares in case of leased aircraft. 

The reply is not tenable as these are managerial problems and should have been resol\'ed 
with proper planning and coordination among its various departments. In order to meet 
the depletion in manpower of trained and qualified technical personnel due to 
superannuation, retirement, resignations etc., the Company recruited 53 graduate 
engineering trainees and 306 trainee service engineers during the year 2004-05. Other 
than this, the Management had no t undertaken any scientific study fo r reassessing the 
requirement of technical personnel and no concerted study was conducted on utilisation 
and additional requi rement of maintenance facilities. 

2. 5 . ../ Repeated repairs carried out at extemal facilities 

A scrutiny of records revealed that the Company sent the following items several times to 
overseas parties for repairs during the years 2003-04 and 2004-05 as detailed below: 

Table-8: 

R t d epea e d repair or ers 
Part No. and Purchase 2003-04 2004-05 
order No. No. of Total cost No. of Total cost 

occasions (USD) occasions (USD) 
parts were parts were 
sent to sent to 
overseas overseas 
repairs re1rnirs 

Nozzles 
9373M80 G25/35 6 305,500 7 385,900 
188 1 M20G27/39/ 15 12 1, 188,000 21 1,567,800 
2080M 19G27 II 9/07 /01/2 6 488,800 16 1,319,100 
5 
1646MI8Gl3 1 28,800 - -
1713M88Gl9/15 4 381 ,600 - -
92 I2M86G13/17 /29/ l 5 4 124,800 - -
Diffuser case 
501779 7 229,000 5 170,000 
501036 I 34,000 1 34,000 
Flight augmentation computer 
B352AAMI 13 709,787 - -

The Management stated (November 2005) that the Engineering Department did not have 
the capacity to carry out these modifi cations and hence outside repair was resorted to. 
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The reply md1cated that the Company neither e:-..plored the altemat1\ e repair facility 
within the country nor carried out an:- cost benefit analysis for creation of the m-house 
fac1hty for these repeated repairs 

2. 5. 5 Excess growuling due to ca1111ibalisatio11 of !)pares 

Removal or items to satisfy the need or another aircraft or items 1s k.JlO\\.n as 
cannibalisation of spares. During cannibalisation. spares are transferred from an aircraft 
undergoing mamtenance check to another ai rcraft scheduled for operation. This is 
generally done in the absence of spares in stores. A scrutiny of transfer listmg record 
showed the folio\\ ing during the years 2003-04 and 2004-05. 

Table- 9 

Particulars I 2003-04 I 2004-05·-
-

Number of cannibalisation 

--
Transfer for mamtenance com ernence 292 521 

Total transfers 1299 1602 

Percentage of transfer for mamtenance com en1ence to 22 48 32 52 

total transfers 

It may be seen that the instances or transfor including those made for maintenance 
convenience (i e despite avatlabihty of spares in stores) increased considerably in the 
year 2004-05 . Cannibalisation of spares required extra manpower as spares had to be 
removed from one aircraft by authori sed engineers and fitted to another aircraft In some 
cases instead of speeding up the work., the transfer or spares resulted in de\ 1at1on/delay 
from planned grounding days for mamtenance A re,, such instances are hsted below· 

Table- 10 

mpact o canm a 1sation o spares f ·b r f 

Name of aircraft Particulars 

VT-EPW 4A check done from 7-9-2003 to 25-9-2003 was delayed by 
IO days as LH l/B mid nap '"as transferred to VT-EGC 

VT-EVG 3 A+ COM check. done from 2- I 0-2003 to 23-10-2003 ''as 
delayed bv I I days due to transfer of spares to VT-EQS 

VT-EVH 3A+CDM check from 15-10-2003 to 4-11-2003 "as delayed 
by 7 days due to transfer of spares to VT-EVG 

The Management stated (November 2005) that cannibalisation was done to a\'oid delay in 
meeting the urgent requirement of the operating aircraft and the same was as per the 
industry practice This practice also helped keeping the high cost spares inventory to an 
optimum le\ el However, the reply did not explain the just1 fication for cannibalisations in 
the abo\'e three cases 

2. 5.6 Man power analysis 

The position of standard force as against actual strength m Engineering Department and 
Engine 0\'erhaul Departments for the last three years ended March 2005 is shO\\TI below· 
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Table-11 

M anpower post ion 
~ --

Category of Year Vacancy (Sanctioned strength)* Percentage of 
staff Engineering Engine Total vacancy to 

Department O\erhaul sanctioned strength 
Department 

Aircraft 2002-03 33 (475) 11 (87) 44 (562) 7 83 
Maintenance 2003-04 35(475) 11 (87) 46 (562) 8 18 
Engineers 2004-05 -3 (475) 8 (87) 5 (562) 0.89 
Service 2002-03 170( 1455) 5 I (303) 221 ( 1758) 12 57 
Engineers 2003-04 280 (1455) 69 (303) 349 (1758) 19 85 

2004-05 4 (1455) 81 (303) 85 (1758) 4 84 
Technical 2002-03 59 (373) 15 (87) 74 (460) 1608 
Assistants 2003-04 65 (373) 19 (87) 84 (460) 18 26 

2004-05 75 (373) 21 (87) 96 (460) 20 86 

• Sanctioned strength was fixed in 1997 

Jt may be seen that there "as shortage or technical manpower during the last three years 
ended March 2005. Human Resource Department (HRD) or the Company had fixed the 
standard force way back in 1997, which had not been revised till date ( ovember 2005) 
as no comprehensive study was conducted to assess the long-term requirements or 
manpower. The Engineering Department and Engine Overhaul Departments had 
conducted only a limited review or the manpower requirement considering the expansion. 
change in neet composition and dep letion or trained manpower due to retirements and it 
submitted a proposal for induction or additional manpower in July 200 l, which was 
sanctioned only partially. 

The Management stated (November 2005) that manpower issue was taken up with HRD 
regularly at the highest level but detailed exercise of manpower requirement was not 
carried out, as the neet composition changed frequently in the recent past and future 
composition was not clear. Hence, the recruitment was done on an interim basis to meet 
the night operational requirements only. 

The lack of adequate manpo,\'er study and consequent shortage of technical manpower 
thus adversely affected the aircraft maintenance work time and again With the process 
of acquisition of 50 aircraft under way, the future composition of the neet was expected 
to be clearer and the Company would be required to take corrective action to address the 
imbalance. 

2.5. 7 Air Safety 

2.5.7.1 An occurrence associated with the operation of an aircraft \\hich takes place 
between the time any person boards the aircraft and disembarks, in which any person 
suffers death or serious injury or the aircraft incurs damage or failure which adversely 
afTects the structural strength performance or flight characteristics or the aircraft and 
which would normally require major repair or replacement of the affected component is 
call ed accident. No accidents took place during the review period. 

2.5.7.2 An incident is an occurrence other than an accident associated with the operation 
of an aircraft or could affect the safety or operations. Aircraft Rules, 1937 require 
notification of incidents such as damage to an aircraft, injury to a person etc. to DGCA by 
the airlines within 48 hours of the occurrence. During the period 2002 to 2004, 439 
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111c1dcnts occurred and the Company 111currcd an C\.pend1ture of Rs 62.29 crore on 
rectification as a result of the 111c1dents as shO\\ n 1n the table belO\\ In add1t1on. the 
higher number of 111cidents led to higher rate of premium for insurance of aircraft The 
Company \\as required to im es ti gate all cases of 1nc1dents, which \\·as done by its Air 
Safety Department Number of 111c1dcnts occurred dunng the last three years ended 
December 2004 are g1\'en belO\\ · 

Table-12 

Number of Incident s 
~---------~---

2002 2003 2004 

10 14 15 -I Ground Incidents 
~-----~---

2 Incidents (e.g. , Pre cau11ona1J 8 8 5 
land111 abandoned take off etc) 
3 T) re cappmg coming of 111c1dents --- I ---

-- -l 2 -4 Tvre burst 111c1dents 
2-l 30 27 - -5 Bird hit 111clud111g bird ingestion 

6 Others (fuel spillage, windshield pro bl em etc ) 93 105 93 

Total 135 162 142 

7. Expenditure incurred on rect1ficat ion (H.s. in 3 74 23 19 35 36 

crore 

The position of incidents per I 0000 hours o!' night for the last three years endtng 
December 200-l is indicated belo\\ 

Tablc-13: 

Aircraft-wise incidents (in number of ner I 0000 I tours o f fl' 1ght 

of 2002 2003 Type 
Aircraft 

--'-'----f----~------
B -747 -300 
B-747-400 
A-3 10 ---

24 35 
9 48 
16 5 

30 
15 

95 
27 

3 2 

2004 Average 

-
28 .01 27 77 

14 .17 12 97 
13.26 14 32 

From the abo\ e, 1t 1s seen that the 111c1dents per I 0000 hrs of flight were highest for 
B747-300 type of aircraft. Further scrut111y of the 111rnlents to 8747-300 aircraft rc\'calcd 
that incidents of fuel spi llage \\bile fuelhng/rcfuellmg from \ent scoop I surge tank. were 
frequent. 

lhc Management stated (NoYember 2005) that incidents due to bird hit and most of the 
ground incidents were beyond the control of the Company and the rectifications carried 
out by the Engineering wing \\·ere mainly due to these incidents. Howe\'er, the 
Management did not explain the high 111c1dence of 111c1dent in 8747-300 aircraft. Due to 
non-a\'ailab11lty of comparable ind us ti) data\\ 1th the Company, its performance vis a vis 
the industry aYerage in regard to the 111c1dents could not bee\ al uated in Audit 

2. 5. 7.3 Action taken after fll cident!J 

Air Safety measures in an airl111e company could be analysed through re\ IC\\ of action 
tak.en on 111c1dents/accidents. Test scrulln) of im est1gat1on reports of the Company on the 
incidents for the year 2003 re\ ealed as under 
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Date of Incident details Investigation findings 
incident/ 
Type of 
aircraft 
31.10.2003 
A-310 

18.08.2003/ 
A-310 

25 .02.2003/ 
8747-200 

Fillet panel '47 IAL' located 
at forward end of out board 
side of LH pylon was ripped 
off and new panel had to be 
installed. 

Most probable cause for the incident 
was improper installation of panel. 
The fillet panel PIN- A545 l 52750040 
was removed for inspection during 
"3A" check on 29.10.03 

During take off engine Most probable cause for the engine 
throttle malfunctioned. Take throttle malfunction was interference 
off was abandoned and by some fo reign object lodged inside 
aircraft returned to bay. throttle control drum during 

installation in "C" check. Ne VT
EQT had undergone "C" check just 
prior to the incident flight. The said 
incident occurred on the second sector 
operated after "C" check. 

During take off roll, side Most probable cause for the departure 
clews from number 2 engine of cowlings was improper latching of 
departed and the cowlings the cowls. 
dropped on the runway. 
Another ai rcraft that landed 
on the same runway 
sustained substanti al 
damages due to presence of 
side cowl pieces on runway. 

In vestigation findings revealed that better maintenance cou ld have prevented the 
occurrence of certain incidents, indicating scope for further improvement in safety 
standards and eventual reduction in maintenance costs. 

The Management while accepting the above facts stated (November 2005) that in the 
above three cases appropriate punishment/warning letters were issued to the errant 
personnel. The Management also accepted that there was a scope for improvement to 
reduce the number of incidents, which were due to human error or deficiency in the 
system. It was observed in audit that there was also a need for vigorous efforts to 
coordinate with other agencies (such as airport authorities, civil authorities etc) to reduce 
number of incidents due to bird hit and ground incidents. 

2. 6 Conclusions 

(i) For the last several years, the Company did not have a clear vision of its long
term fleet composition due to infirmity till January 2004 in regard to its 
disinvestments by the Government and the non-implementation of 'Ten Year Roll 
Over Policy' for future fleet planning. As a resu lt of the unclear vision of the 
future fl eet composition, the requirements of manpower and inventory fo r repair 
and maintenance could not be ascertained in a systematic way and impacted the 
fleet maintenance and availability. However, with the proposed acquisition of 50 
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ai rcraft in phases under way, the neet composi tion on long-term basis \\as 
expected to be clearer 

(ii) The night schedules \\ere drawn m time and finalised as per the prescri bed 
system. Ho\\'ever, despite being a large airline earner. the Company continued lo 
dra\\/finalise the night schedules manually and mar!...et sur\'eys \\ ere not 
conducted to periodically assess/reassess the market potential on various routes 

(iii) The utilisation of the aircraft in terms of Oo\\·n hours per day was more than the 
industry average as \Yell as planned hours 111 most cases and the Company had 
appropriate system for ta!...1ng correct1\'e action fo r non-adherence to night 
schedules The performance 111 regard to the nigh t cancellation, rescheduling and 
delays could not be e\ aluated due to non-a\ atl abtl1ty of industry data \\1th the 
Company Howe\'er, there was scope for improvement by proper plann111g and 
effect1\ e control where the delays \\ere due to operational. in-night or ground 
handling services reasons 

(iv) on-procurement of certain equipment despite fu nd a\ ailabihty in the capital 
budget resulted in a\ 01dable expenditure of Rs 8 2 1 crore on outside repairs 111 
three cases during the last three years ended 1arch 2005 There was consisten t 
bac!...log 111 \'arious 111temal maintenance shops due lo shortage of manpO\\ e1 and 
spares. The Company also did not explore new areas for creation of 111-house 
repair and maintenance facilities despite cases of repeated repairs at e:-..temal 
faci lilies. 

(v) Though the Company had fixed norms for completion of rnrious chec!...s and 
earned out all the checks as per DGCA ·s req uirements. the actual time ta!...en for 
completion of the checks far exceeded the planned days and resulted 1n loss of 
nymg hours valued at Rs 93 0-1 crore based on loss of contribution per n~ mg 

hour 

(n) Desp ite ha\'ing in-house capabilities. a number of maJor checks \\ere earned out 
outside at a cost of Rs 57 37 crore during the last three years ended March 2005 
due to lack of proper planning and coordination among \'arious departments 

(vii) Manpower analysis was not done regular!~ despite increase 111 the number ai rcraft 
deployed by the Company. Can111bahsat1on of spares fo r maintenance 
com emence led to excess ground mg of aircraft m three cases 

(\ 111) In regard to air safel~ performance. no case of accident was noticed during the 
last three years. Howe\ er. there was scope fo r reduction in number of incidents. 
The Company did not ha\'e industry data for evaluating its performance on the 
safety aspects. 

2. 7 Auditee'.'i response 

The Company stated ( 10\·ember 2005) that the Audit recommendations had been noted 
and 1t \\ ould take suitable and necessary action \\here\ er possible afte r carrying out due 
process of laid do\m procedures, necessary cost benefit analysis, impronng product!\ lly 
through use of mformat1on technology systems and using industry practice and 
benchmar!...s wherever available for further 1mpro\Cment. 

The re\ 1ew \\as issued to the Ministry in January 2006, its reply \\as awai ted (February 
2006) . 
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( DEPARTMEN:T OF COAL ) 
C HAPTER III 

Mahanadi Coalfields Limited 

Proj ect Implementa tion, Per fo rmance of H EMM, Manpower Analysis, Fund 
Management a nd Environmental Pla nning 

Ii ighlights 

Implementation of Advance Action Plan for se\'en projects could not be completed even 
after one to I 0 years from the scheduled date of completion, with likely ad\ erse impact 
on the project completion schedule The Company would require add1t1onal funds of 
Rs 66 29 crore over and abo\'e the original sanclloned estimates in 1mplementat1on of 
these Plans because of the delays 

(Para 3.6. 1.1) 

Due to resistance from land oustees, the Company could not produce coal 'alued at 
Rs I 18 25 crore during 2004-05 m six projects of Talcher Coalfields 

(Para 3.6.1 . ./) 

The Company incurred a\'Oidable extra expenditure of Rs.4.46 crore in 2002-03 by 
awarding the contract ofhinng of surface miner at a higher rate. 

(Para 3. 6. 1. 7) 

The Kalmga project completed m March 2000 had a poor record in coal production and 
O\ er burden remo\'al. The backlog in O\'erburden removal stood at I 0 46 M cum as on 

tarch 2005 and \\'Ould further affect the \\'Ori.mg of the mine 

(Para 3. 7.1. 1) 

The underground mines incurred persistent losses over the years. The Company "as yet 
to take steps for phasing out of unviable mines 

(Para 3. 7.2. 1) 

The Company had a \\'Ork force of 21 .298 ou t of \\hi ch 66 per cent "as m unskilled 
category at the end of March 2005. There was no scientific assessment of manpower 
requirement 

(Para 3. 11.1) 

The Company's control on 'over time ' remained ineffective.Despite the negative gro\\1h 
in OB removal, there was increase in O\'er lime payments by Rs.8. 73 crore and Rs 13 96 
crore m 2003-04 and 2004-05 respecti\'ely O\ er lhe preceding year 

(Para 3.11.2) 

Despite holding surplus fund (monthly) rangmg between Rs.29 37 crore and Rs 97 I 0 
crore from April 2002 to February 2004, the Company did not invest the same \\tth Coal 
India L1m1ted (CIL) and lost an interest of Rs.4.04 crore approximately. 

(Para 3.12. 1) 
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The Com pan~ could not reco' er load mg charges or Rs 17 34 crore up to 1arch 2005 111 

the absence of an~ agreement \\1th the customers 

(Pam 3.12.2) 

Crush mg charges of Rs 8 12 crore could not be reco' ered from customers on coal 
produced through surface mmer for the penod from June 2000 to Januaf) 200 I due to 
dela) 111 approaching CIL for 1ssumg the necessaf) notdicat1on 

(Para 3.12.3) 

(ifat of Recommendatio11s 

• The requirement of land lor 1111nmg and other mfrastructure fac1lit1cs should be 
penod1call) re\ IC\\ ed cons1dcnng the fast depiction of ex1st111g mmes and the lead 
lime 111 takmg possession of land 

• After mtroducllon of ne" tcchnolog~ 1 e surface miner and m1pro' cd 'crs1on or 
I !FM 1, the target of coal production as \\ell as O\ er burden remO\ al should be 
assessed on real1st1c basis 

• Phasmg out programme for closure of um 1able mmcs should be chalked out and 
completion of ongomg underground mmes should be e:-.ped1ted 

• I l1sto ry Sheets for each l lEMM contam1ng data rcgardmg cost. operation and 
maJor repairs should be ma111ta111ed 

• A comprchensn e poltc) for 111troduct1on of surface 1111ner should be de\'1scd for 
present and future workmgs as \\Cll as for ()fOJCCts to be co,ered 

• Rejects produced should be e\ aluated and reclaimed ''here' er possible both on 
financial and em 1ronmental cons1derat1ons 

• The requirement of l IE IM should be re assessed and surplus Cl IP should be 
shifted to other places for ga1 nf ul ut1lisat1011 

• tcps should be taken for sc1ent1fic assessment of man po\\ er especially 111 'IC\\ of 
mtroduction of ne\\ technolom, outsourcmg of coal production. OB remO\ al and 
closure of mmes 

• The 111c1dence of surplus funds should be monitored at unit le\'el also so that these 
arc promptly transferred to I lead Office 

• Suitable agreement should be entered mto "1th the customers for reco' er\' of 
load mg charges at Belpahar OCP 

• The Company should re\ 1sc EM Ps and mining plans as desired b) MOEF 

3. I./. lnlrod11clio11 

lahanad1 Coalfields L1m1ted (Com pan)) "as 111corporated 111 Apnl 1992 as a "boll~ 
O\\ned subs1d1af) of 'Coal India L11111tcd (ClL) b~ transfenng two important Coalfields 
(IB Valle) and Talcher) of Onssa from erst\\hile outh Eastern Coalfields L1rrnted 
(SECL). also a subsidiaf)· ofC lL. l8 Valle) and Talcher Coalfields are spread O\er 2.723 
Sq Km and endowed \\·1th 'Cf) thick quarr: able scam 

l l 



Report No. 8 of 2006 

Against India's total reserves (January 2005) of 248 billion tonnes, these coalfields 
account for 60. 98 billion tonnes +(25 per cent). About 91 per cent of the coal produced in 
these coalfields is of thermal power grade, ranging from E to G category• with 
corresponding Useful Heat Value (UHV). The ash content in coal varies from 37 to 48 
per cent. Coal is extracted through Open Cast Projects (OCP) and Underground (UG) 
mm es. 

After incorporation, the Company completed 16 mining-projects, 13 projects were 'on
going' and five were under ' Advance Action Plan ' as on March 2005. The Company out
sourced almost its entire coal production and transportation in OCPs and only over
burden (OB) removal and operation of UG mines was done departmentally. There had 
been an influx of Heavy Earth Moving Machinery (HEMM) with higher configurat ion 
funded through World Bank loan between 1999 and 200 I. New technology of coal 
mmmg through surface-miner• on hire basis was introduced in a number of big OCPs. 

The Com~any made a total investment of Rs.2, 113.41 crore in these projects. It recorded 
a profit (before tax) ofRs.1,604.70 crore on a record production of 66.08 MT in 2004-05 . 

3. 2 Scope of Audit 

The scope of the performance audit was to assess the extent to which the coal sector 
reforms and thrust areas as identi fied by the Planning Commission (IXth and x'" Five year 
plans) as well as the Ministry of Coal through its various directives had been 
implemented by the Company 

3.3 Audit Objectives 

The performance audit of the Company was conducted with a view to assessing" hether 

(i) There was timely and realistic formulation and implementation of the Advanced 
Action Plan (AAP) and preparation of Project Reports (PR). 

(ii) The projects were implemented as per the Project Report in terms of costs, time 
period, infrastructure development, selection of technology etc. 

(ii i) The performance of the mines was as planned. 

(iv) The equipment functioned as per the stipulated performance standards fixed by 
Central Mine Planning and Design Institute Limited (CMPDIL). 

(v) Manpower analysis was conducted. 

(vi) Coal beneficiation (washing) was properly carried out in accordance with the 
directives of the Ministry of Environment and Forest (MOEF). 

(vii) The funds were optimally utilised. 

~ IB valley and Talc/1er accounted for 22.33 billion tones and 38.65 billion tones of coal resen 'f!s 
respectfrely . 

• E, F and G grade coal have UH V ra11gi11g from 3360 to 4200, 2400 to 3360 and 1300 to 2400 Kilo 
calorie /Kg respectively 

•Surface miner technology provided/or selective mi11i11g of coal by eliminating shale /5to11e i11 ba11ds (a.r 
rejects) during the process of extraction. Drilling and blasting were 1101 required thus making it 
environment friendly . 
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3..1 Audit Criteria 

The fundamental criterion used for assessing the performance " ·as \\ hether corporate 
obJect1\ es \\ere fulfilled by ut1ltsing the Compail) ·s technical and financial resources 
Judiciously The performance was further assessed \\1th reference to the 

(1) M1ss1on Statement and Corporate Plan o r the Company; 
(11) Targets of coal production and remo\'al of OB as fixed by the Company. 
(11i) Project Report and the norms for utili sation of HEMM as fixed by the Company; 
(iv) The norms fixed by World Bank for rcCO\ ery of Burnt OiL 
(v) Optimal utilisation of funds allocated for financing projects and related act1vit1es 

and 
(\'I) The Em 1ronment Management Plan (Ef\IP) as appro\'ed by the Go\ ernmenl of 

India and circulars issued by the MOFF from time to time. 

3. 5 Audit Methodology and Ack11owledge111ent 

3.5.1 Performance au di l \\'as conducted by test checi.. of records of the projects· 
Plannmg, E:xca\'ation, Commercial , Mari..etmg and Electrical and Mechanical 
departments for the last fi\e years endmg March 2005 The co\'erage \\as extended lo 
earlier years also wherever deemed necessary The main records studied 111 audit are 
listed at Annexure-6. 

The audit team made field \'isits to all projects and underground mines of the Company 
Physical inspection in associat10n \\Ith the concerned officials of Lakhanpur, IB val ley 
Arca on the working of surface miner, dragltnc and coal handling plants was also 
undertaken The data collected \\as classified . grouped and variations from app licable 
standards/ norms adopted by CIL ''ere analysed 

3.5.2 Audit takes this opportunity to than"- the management and staff of the Compan) 
for their co-operation and assistance 111 the conduct of this performance audit 

Audit Findings 

3. 6 Formulation and lmpleme11tatio11 of Projects 

The Company's project profile as on 31 March 2005 "as as under· 

Table I 

Dt>scription Capacity Capit al Outlay :\'umber of Ex p. 

(in :\H).., ( Rs. in crorc) :\ lines completion 
On 

( Rs. In crorc) 

OCI' lJG OCP uc; OC:P l 'G OCI' lJG -

Exp. up 
31.03.2005 
(Rs. in crorc) 

(){'I' UG 

to 

-

Comple ted 42.90 0.33 1696 54 17.95 IS 0 1 1323.72 9 12 1975 65 29 81 

P roiccts 

Existing mines 1.77 - - - 07 ... - - - l..J9 2.l 

Tota l 42 90 2 10 16965-1 17 95 15 08 9 12 1975.65 179 04 

(Com pleted 
I J23 72 

nro icct) 

¥' Million Ton 
"111ese mines i.e. Orient and Talcher ll'ere under rril'llte oll'nersh ip lo111: before t/1efor111atio11 of MCI.. 

A .r such , the san ctio11ed capital outlay ll'as 1w t aw1i/11hle 
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3. 6. 1 Proj ect Plan11i11g Procedure: 

Coal companies make plans to meet the requirement of coal by fo rmulating new projects 
or expanding the existing projects. The work of projects fo rmulation for the Company 
was entrusted to CMPDIL, a subsidiary of CIL. All projects costing Rs.50 crore and 
above were approved in two stages. The first stage consisted of approval of the AAP. At 
the second stage the PR was approved by the Government. The activities at the stage of 
AAP were as follows: 

(i) carrying out land survey in the mine area; 

(ii) acquisition of land including fores t land and payment of compensation to the land 
oustees: 

(iii) rehabilitation of land oustees including cost of resettlement; 

(i v) coll ection of environmental data and preparation of EMP; 

(v) construction of access road, power line, water line, temporary sheds fo r site 
office; and 

(vi) purchase ofHEMM 

Expenditure under AAP was limited to Rs.20 crore in respect of projects costing Rs. I 00 
crore and above. The time for implementation of AAP was 30 months. The PR was 
forwarded to the Empowered Sub-committee (ESC) of CIL Board, which considered the 
project after substantial progress was made in forest and EMP clearance. After approval 
by ESC, the PR was put up to CIL board for approval and thereafter to the Government 
fo r approval. The lead time for approval of draft PR from the Board of Directors of MCL 
to CIL (ESC) and the Ministry of Coal (MOC) ranged generally from three to five years. 
Thereafter till the project achieved 80 per cent production the same was treated as an 'on 
going project'. After this stage, a project was treated as completed. 

Audit noted the following regarding the planning and implementation procedure. 

3. 6. / . 1 Delay in implementation of M P 

The lead-time fo r approval of AAP from MCL Board to CIL (ESC) and the Ministry of 
Coal ranged from one to two years. Against the norm of 30 months in the implementation 
of AAP, there had been a time overrun of one to I 0 years (March 2005) with 
consequential additional fund requirement of Rs.66.29 crore in seven OCPs"' since 
inception. Despite time overrun of seven years and five years in Bhubenswari and 
Garjanbahal OCPs, the Company was yet to incur Rs.23 .25 crore out of Rs.38.45 crore 
on their respective AAPs. It was observed in audit that in Bubaneswari OCP time overrun 
was due to non settlement of land oustees and delay in creation of Railway siding. In 
respect of Garjabahal there was delay in obtaining forest and environment clearance. The 
AAP of Basundhara (W) OCP was completed in December 2003 after a time overrun of 
I 0 years . 

.. /Jasu11tllwra(J.V), (J/111be11swari, Garja11balwl, Kc111i/1a, Kulda, Gopalpra.rntl a11tl Talabira-IIJ 
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The tanagement stated (Jul) 200-1) that although 30 months had been g1\en for 
1mplementat1on of AAP for land acqu1s1t1on. forest clearance etc but 11 actual!) took. 
more than 30 months The rep!) of the 1anagemcnt ''as not tenable as the penod of 30 
months had been determmed b) the MOC and should ha\ e been adhered to 

J. 6. I . 2 Recasting of Proj ect Reports 

PRs lay down the road map and cnt1cal acl1\ 1t1es with detailed specifications and 
schedules for im plementation of projects These arc used as tools for planning and 
mo111tonng the implementation or the projects It was obser\'ed that changes m 
technology and other operational de\ clopments could necessitate major deviations from 
the PR In order to mamtam cohes1\'cncss m the project actl\ it1es and to mo1111or them 
eITectl\ el). 11 becomes necessary to recast the PR 111 the absence of \\ h1ch adhoc 
dec1s1ons may be tak.en that may result 111 '' astef ul expenditure and dela) s m 
1mplementat1on of the project as discussed 111 para 3 (1 I G (111). HO\\e\'er, the Compan) 
had no S) stem of recasting the PRs though this practice ''as adopted by other subs1d1anes 
ofCIL 

The Management stated (Jul) 200-1) that PRs \\ere prepared by C:\1PDIL and there \\as 
no recast mg of projects. 

3. 6. 1.3 /Jeficiencies in deter111i11atio11 of tire co111pletio11 cost of a project 

As has already been mentioned earlier the project \vas considered complete after 
ach1evmg 80 per cent of the targeted production I lowever, the Company did not ha\ e 
any system to as<.:ertam the stage of I 00 per cent physica l completion of the project and 
actual 1mestment there agamst The capital ou tlay of I G completed projects ''as 
Rs 1.71-1-19 crore (at 80 per cent production) as aga111st the actual expenditure of 
Rs 2.005 -1 (1 crore as on 31 l\ tarch 2005 or these I (1 projects declared complete. the 
completion reports \\'ere prepared 111 respect of Kahnga and Lak.hanpur OCP on!) For 
rema1111ng projects, though declared complete long back. from 1991 to 1995 (se\ en 
projects), I 9% to 2000 (fi\e projects) and 2001 to 2005 (one project). completion reports 
had not been prepared One project declared complete 111 March 198-1 had since been 
closed 111 200-1-05. In none of the abo' e projects I 00 per cent complct1on had been 
declared (2005). Thus. the actual C'\pend1ture mcurred to ach1e\e the I 00 per cent 
completion stage could not be asccrtamcd ''1th accuracy 

The 1anagement stated (Jul) 200-1) the completion reports \\ere bcmg prepared as per 
the guidance of the MOC The reply of the Management \\'as not tenable as the 
completion reports were prepared as soon as 80 per cent of the targeted production \\as 
ach1e\'ed and the 100 per cent com pletion stage and expend iture there against \\US not 
identified 

3. 6. 1 . ./ Lam/ acquisition 

Acqu1s1 t1on of land and rehab1htat1on of displaced persons mter-aha are cnt1cal for 
1mplementat1on of major projects The status of land acqu1s1t1on as on 31 March 2005 
''as as follows 
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Table II 

(Land in H ectarel) 

Description No. of Total Land Land to be Percentage of 

Projects r·equireme acquired acquired land to be 
nt of land acquired to total 

- -- -- requirement 

Completed 16 11 ,62 1 223 6,504 174 5,117 049 44 03 
Pro1ects 

On going 14 3,950.567 605.83 1 3,344.736 84.66 
Projects 

Ad\'ance 3 1,73 1 0 10 181 130 1,549 880 89 54 
action 
proposals 

Total 33 17,302.800 7,291.135 10,011.665 

It is e\ 1dent from above that performance of the Company in this area was extremely 
poor. For the completed projects, the Company was yet to acquire 44 per cent of total 
requirements even after 13 to 22 years from the date of sanction and three to 14 years 
from the date of completion of projec ts. 

The Management stated (July 2004) that the total land requirement for the life of the 
project was notified/acquired under Coal Beanng (Acq uisition & De\ elopment) Act. 
1957 at a lime whereas physical possession was taken as and when the concerned land 
was required for mining operation. Generally, processing for taking physical possession 
of required land was undertaken in every five years. 

Although the Company reviewed the requirement of land for mining purposes every fi\'e 
years, in practice, almost all the OCPs produce coal much more than the capacity 
determined by CMPDIL, resulting m faster depletion of land In v1e\\ of this. the 
Company \\as required to 1,.eep sufficient land physically available in adrnnce As on 
March 2005, out of land requirement of 15572 Ha for completed and 'on go ing projects ', 
the Company could take possession of 7110 Ha and 8462 Ha was yet to be ta!,.en 
possession of. It was noticed in audit that in six projects• at Talcher Coalfields (OCP) 
due to resistance from land oustees/villagers which led to delays in acquisition of land, 
the Company could not produce 2. 79 MT coal valued at Rs.118.25 crore during 2004-05. 
Delays in taking physical possession of land also led to consequential delays in 
de\ elopment of infrastructural fac1ht1es ''1th consequential cost O\ erruns and a\ 01 dable 
expenditure as discussed in para 3 6. 1.5. The Company stated (March 2005) that it was 
difficult to acquire large area of land 

• Jaggan11atli , A11a11ta, Kali11ga, Blraratpur, Hi11g11la a11d Li11garaj OCPs 
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3. 6. 1. 5 111atlequate i11frastr11ct11re tle1•elopme11t 

Project formulation and implementation rema111 incomplete without a time bound 
programme for de,·elopment of 'arious 111frastructural fac1ltties needed for runn111g a 
project. The 111frastructure consists mainl) of railwa) s1d111g, coal handling plants (Cl IP). 
workshops, procuremem of HEM 1 and induction of new technology. 

(i) Belated tlevelopme11t of Railway Siding Network 

For evacuation of coal, the PR of Kalinga OCP em 1saged construction of a railway 
siding scheduled to be completed in September 2000 at a cost of Rs. 19 65 crore Due to 
land dispute, the date of completion" as rescheduled to December 2005. Apart from time 
O\'errun of about !i\'e years, the delay resulted in a cost oyerrun of Rs. 5 12 crore Further, 
due to the delay in completion of this ratlway siding, the coal was dispatched through the 
ra1h,ay sid111g of Jagannath Area This led to an add1t1onal expenditure of Rs 13 crore 
annually that could ha\'e been a\'01ded had timely action been taken to complete the 

s1d111gs. 

Again, delay in acquisition of land, appro\'al of necessary drawings etc. contnbuted to 
time oYerrun from one year to four years and total cost OYerrun of Rs4 30 crore 111 
Basundhara (Rs 2 85 crore) and Jagannath Arca (Rs 1 45 crore) in deYeloping the railway 
infrastructure (March 2005). 

The Management stated (July 2004) that railway siding works got delayed due to non 
release of forest land in time. It was observed that ClL/subsidiaries ha\'e a Memorandum 
of Understandings (MOU) with the MOC to assist the Coal Companies in getting 
clearance for forest land by taking up the matter" ith the MOEF and the respecti\'e State 
Goyernments so that the land acquired under Land Acquisition /Coal Beanng Act 1s 
handed O\'er to the Company under a time bound programme. Although the Committee 
on Public Undertakings (COPU) urged CIL (Apnl 1992) for coordination between State 
Go\'ernment, Central Government and the Coal Companies, there \\ere delays 111 
acquisition of land indicating more concerted action mil have to be taken by the 
Company 

(ii) Setting up of Central Workshop (CWS) 

For the purpose of major repair and O\'erhaul of 1 IEMM and sub assemblies of Dragline, 
Shovel, Drill etc., the Company decided to set up Central workshops at IB Valley and 
Talcher coal!ields in 1989 with scheduled dates of completion as June 1993. While the 
Talcher workshop was officially declared complete in 1996 at a cost of Rs. l 6 16 crore, 
procurement of required machinery; was yet to be completed. Similarly the IB valley 
workshop also became functional 111 1993-94. Subsequently, augmentation works on 
these workshops were undertaken and completed in March 2004 with total cost 
capitalised on lB valley and Talcher Central Workshop being Rs.21 04 crore and 
Rs.36.48 crore respectively. Howe,·er, the Company ''as yet (March 2005) to build up 
the required skilled manpower to absorb the techmcal kno\\·-how for changed technology 
necessary for repairing upgraded HEMM This resulted in opting for outsourcing of 
repair work by both the workshops The Company 111curred Rs. 19.67 crore on 
outsourcing dunng the last fi\'e years ending March 2005 

The Company stated (July 2004) that e\ en 1f all infrastructure were available it was not 
possible to carry· out the entire job departmentally due to lack of skilled manpower, 
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change of technology of HEMM, cos t effectiveness, lack of technical know-how etc. The 
reply of the Company was not tenable in view of the fact that having created an 
infrastructure at a substantial cost of Rs.57.52 crore, the Company should have ensured 
development of matching manpower capabilities necessary for carrying out repairs in its 
own Workshops. 

3. 6. J. 6 lnjudicious purchase of HEMM 

Audit noted the following instances of injudicious purchases of defective/ incompatible 
HEMM : 

(i) Terex Dumper: The Company purchased three Terex Dumpers in August 1998 at an 
aggregate cost of Rs.3.96 crore for Kalinga OCP (one of 85 T capacity) and Lingaraj 
OCP (two of 50 T capacity). As a result of intermittent break down of these equipment, 
the average working hours for 85T Dumper was 18 per cent of the shift hours, while that 
of 50 T Dumpers ranged from 16 to 18 per cent. While the Company recovered Rs.21 
lakh from the suppliers as performance guarantee for poor performance in respect of 85 T 
Dumper, it did not take similar action against the supplier in respect of 50 T Dumpers 
despite existence of performance guarantee as the Company could not use these machines 
effectively due to non availability of adequate numbers of compatible equipment and also 
non-availability of spares. 

The Management stated (May 2004) that the Dumpers were imported and spares 
avai lability was poor and many of them were uneconomical. The efforts to dispose them 
off to CCL and NCL did not materialise. 

(ii) Sparr Drills: The Company purchased five Sparr drills between March 1991 and 
September 1993 at a cost of Rs. 1 .87 crore from Mis Sparr Equipments Ltd. The drills had 
extremely poor performance since commissioning. The Company could not effect any 
recovery from the supplier for such unsatisfactory performance as the supplier closed its 
operation in April 1995. Thus, the entire expenditure of Rs. I. 87 crore proved unfruitful. 
The Company had written ofT one dri ll in 1999-2000 due to uneconomic repairs and non
availability of spares. 

The Company stated (July 2004) that orders for live Sparr drills were placed by 
CIL/SECL. The overall perforn:ance of the machines was found to be poor in other 
subsidiaries also and further purchases of this type of drills were stopped. 

However, the fact remains that for the dri lls already purchased, the Company could not 
recover any sum from the supplier towards performance guarantee desp ite poor 
performance of the equi pment. 

(iii) Procurement of incompatible shovels and dumpers: Basundhara (W) OCP, an 'on 
going project' whose AAP was completed in December 2003, ordered one 1.8 Cum 
capacity shovel, six 85 tons capacit) dumper and one 250 mm• diesel drill. As the shovel 
did not match the 85 tons capacity dumpers, the Company had to transfer the dumpers to 
Kalinga OCP for utilisation. Thereaf ;er, the Company proposed to outsource the work of 
overburden removal for a period of three years initially at a cost of Rs. 14.15 crore. Due to 
such indecisions and non-availability of requisite equipment, the coal production fell 

• Milli Metre 
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short by 0.94 Mt and 0 84 M cum respectl\ely during the period from December 2003 to 
March 2005 

3. 6.1. 7 Hiring of surface mi11er 

The Company has given contracts for production or coal through surface miners at the 
rate of Rs 50 70 per cum. and Rs.50. 90 per cum for 2002-03 for Bharatpur and 
Lingaraj OCP respectively. In June and August 2002 it in\'ited tender for the \\'Ork uf 
extraction of 5.50 M cum. coal removal through surface miner at rates ranging bet\\ een 
Rs 50 70 and Rs 50.90 per cum. from different contractors. For similar wo rk CCL had 
recei\ed (May 2002) offer from a contractor at the rate of Rs.30 per cum against their 
tender Based on the above, the Board or the Company decided (June 2003) to no at open 
tenders to bring dO\\TI the rates to Rs.30 per cum The offered rates for 2003-04 for such 
\\ ork came dO\rn drastically to Rs 21 . 99 and Rs 26 per cum as a result of noating open 
tenders, indicating lack of initiali\ e by the Company and lack of coordination amongst 
the subsidiaries of CIL. The Company incurred an a\ oidable additional expenditure of 
Rs.4 46 crore for two works awarded fo r 2002-03 at Lingaraj and Bharalpur OCP 

The Company stated (July 2004) that the reduced rates in CCL were not a restrictl\ e 
parameter for tender process fo r it The Company further stated that the Industrial 
Engineering Department (JED) had conducted a study for ascertaining the operating cost 
of surface miner and was under process of find ing out a wo rkable rnlue 

Reco111111 e11daiivns 

• The Company should devise a mecharnsm to ascertain the I 00 per ce111 
completion stage or a project and expenditu re thereagainst 

• The requirement or land for mining and other infrastructure facili ties should be 
periodically re\'iewed considering the fast depletion or existing mines and the lead 
time in taking possession of land 

• A time bound programme fo r railway infrastructure should be undertaken for 
erncuation or coal. 

• Skilled manpower should be deployed in the central workshops to minrnuse 
outsourcing. 

• Procurement or HEMM should be need based and compatible wi th other 
equipment. 

3. 7 Prod11ctio11 

3. 7. 1 Ope11 Cast Projects 

The table below indicates the target and achieYement of production of coal, remO\ al of 
OB and output per man shift (OMS) during the last fi\'e years ending March 2005 

Table III 
--

Particula 2000-01 2001-02 2002-03 2003-0~ 200~-05 

rs -
Target Actual Target Actual J argct Actual Target Actual Tarl!et Actual 

Coal 41.40 43 .18 42 80 46.39 46 20 50.47 51.20 58.00 64 .06 63 90 
'-----
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(Ml} 

OB 46.60 49.61 50.00 50.56 53.00 54.05 55.60 52.70 63.00 49.81 
(MM3

) 

OMS 13.98 15.72 16.04 17.32 L6.32 19.59 17.75 19.89 20.39 19.51 
(tonne) 

It would be seen that the targets fixed by the Management in respect of coal production 
and OMS in all the years were not done realistically and were lower than the actual 
achievement. For removal of OB, the Company failed to reach the target for the years 
2003-04 and 2004-05, a factor that was likely to aITect the future workings of the 
Company. Out of six mega projects. records of three mega projects viz. Kalinga, 
Lakhanpur and Belpahar were examined in audit. While the performance of Lakhanpur 
and Belpahar was satisfactory, it was below the target in Kalinga OCP. The audit findings 
in respect of Kalinga OCP are discussed in the succeeding paragraph. 

As regards coal production, the Company stated (July 2004/March 2005) that targets 
were not fixed on the lower side but the actual achievements were higher than the targets. 
The reasons for negative growth of the overburden removal during 2003-04 were mainly 
due to ageing HEMM, land problem, rainfall and injunction from the Court for 
procurement of dumpers. 

The reply of the Company was not tenable in view of the fact that the Company had been 
putting more emphasis on production through surface miner, which could be worked out 
with accuracy and the Company should have revised the target of production accordingly. 
As for ageing of HEMM despite the introduction of 13 HEMM at the cost of Rs.76.86 
crore during 2004-05, there was a further fall of OB removal by 2.89 M cum in 2004-05 . 

3. 7. 1.1 Kali11ga OCP 

The Project was declared complete in March 2000 on achieving coal production of 6.4 1 
MT (80 per cent of capacity) after incurring an expenditure of Rs.232.47 crore. The 
mineable reserve had been estimated at 165. 79 MT with projected life of 27 years. 
Against yearly production of eight MT of coal and removal of 12 M cum of OB as 
envisaged in the PR, the annual target fixed by the Company and actual production fo r 
the last five years ending 31 March 2005 was as under: 

Table IV 

Year Coal (MT) OB (M cum) 

Taq~et Actual Tare et Actual 

2000-01 7.200 4.900 9.600 8.420 

200 1-02 6.000 5.276 11.000 7.737 

2002-03 8.000 5.20 1 11.000 8.511 

2003-04 7.800 4.028 10.000 8.000 

2004-05 7.500 4.83 1 9.200 7.67 1 

The project was not able to reach the targeted production of either coal or OB removal in 
any of the listed years, though the targets were revised downwards from time to time. 
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This was despite the fact that production or coal was done generally by outsourcmg 
th rough surface miner In the remo\ al or O\erburden (done departmentally), there \Yas 
gross underuti111:ation of all categories of HEi\ll\1 There was backlog m OB· remo\ al of 
IO 46 M cum during the last fi\'e years end mg 3 I March 2005 '' ith likely impact on the 
production of mine in future 

The Company stated (July 2004) that performance or the project had suffered due to land 
problem which was being sorted out and the project would produce at its targeted 
capacity 111 the near future. 

The reply indicates that the Company went ahead ''1th the project \\1thout reso lving the 
land acquisition issues. These problems should ha\'e been taken into account at the ti me 
of AAP stage of the project 

3. 7.2 Underground MiJw; 

3. 7.2.1 Performance of Under Ground (U(,J Mines 

As on 31 March 2005, the Company had eight completed underground (UG) mines The 
aggregate capacity of these mines was 2. I 0 Mn' • and the total im·estment in UG mmes 
was Rs 179 04 crore. While the capacity \\as kept constant at 2 I 0 MTY, the target of 
production of coal set by the Management \\.as 2 MT There was no significant mo\ e for 
proper mechanisation or the existing mines 

The mmes were incurring loss ranging from Rs 300 to Rs 5 16 per tonne during the fou r 
years ending March 2005 . The total loss during the year 2004-05 alone was Rs.23 54 
crore. It was observed in audit that UG mines "orkforce constituted 78 per cent of the 
total productive manpower of OCPs and \\aS a maJor contributing factor for incurring 
heavy losses The performance or the UG mmes was re\'iewed by the Board in March 
2004. \\herein it was stated that J-limgir Rampur Colliery and Duelbera Collieries \\ere 
incurring huge cash losses and "ere not econom1call~ \'iable 

The Company stated (July 2004) that UG mmes were allowed to conllnue despite losses 
from the point of conservation and to reco' er the fi,ed costs. The reply of the Company 
\\as not tenable as operation of um iable mmes resulted 111 losses to the Company 

3. 7.2.2 Opening of uew VG mines 

Of the eight UG mines that the Company had. only one had been de\'eloped by it (Refer 
Table I, Para 3 .6) since its fo rmation. It was obser\'ed in audit that \\'hi le there was a 
global trend to opt for highly mechani1.ed UG mmes with economies of scale on the 
grounds of quality and en\'ironmental consideration , it was only between January 200 I 
and February 2003 that three UG mine projects•" 1th aggregate capacity or 1.83 MTY 
were sanctioned. These were expected to be completed between March 2008 and March 
20 I 0 although it was anticipated that NataraJ UG Itself would start production from 2005-
06 

•Million Tons per year 

.. Ja1:a1111at/1 1 Talclter and Nataraj 

41 



Report No. 8 of 2006 

Recomme1ulatio11s 

• After introduction of new technology ie . surface miner and improved version of 
HEMM, the target of coal production as well as over burden removal should be 
assessed on realistic basis. 

• Phasing out programme for closure of unviable mines should be chalked out. 

• Completion of ongoing underground mines should be expedited. 

• The possibility of developing economically viable underground mines should be 
explored. 

3. 8 Capacity utilisatio11, productivity a11d p erformance of HEMM 

Utilisation of a mine's capacity is a very cri tical factor afTecting productivity and 
profitabi lity of mining operations. Mine capacity is the annual material handling capacity 
of an OCP expressed in million cubic metres (M cum). Capacity of a mine to produce is a 
function of inputs which include, inter-alia, machines, manpower, technology etc. 
Optimum utilisation of HEMM plays a vital role in the overall functioning of the mines. 
Instances of under utilisation of HEMM were noticed in audit and are discussed in 
subsequent paragraphs. 

3. 8.1 Under utilisation of HEMM 

The dragline, shovel, dumper, dozer and drill are the HEMM mainly used in open cast 
mines for removal of overburden and production of coal. These equipment work in a 
combination in coal mines. As on March 2005, the Company had seven draglines, 652 
shovels, 354 dumpers, 93 dozers and 91 drills valued at Rs. 980.55 crore. 

Status of major HEMM in difTerent projects of the Company revealed (March 2005) 
higher population of HEMM as compared to the projections in the PRs, both with regard 
to number and configuration of HEMM. There was excess deployment of 29 equipment 
m Lilari , Lajkura, Hingula-II and Basundhara (East) OCPs. 

The Company adopted CMPDIL's methodology of assessment of performance and 
utilisation of HEMM. Availability percentage of equipment was worked out considering 
idle hours plus working hours to shift hours and utilisation percentage was based on 
working hours lo shift hours. While availability of HEMM generally conformed to the 
norms prescribed by CMPDIL, the utilisation was far below the norms as detailed below: 

Table V 
m perce11 af!e 

Item CM PD IL Ut ilisa tion 

Norm of 2000-01 2001-02 2002-03 2003-04 2004-05 
.utili sation 

Draglinc 73 62 58 62 62 64 

Shovel 58 33 35 36 35 37 

Dumper 50 22 23 26 27 28 

Dozer 45 20 20 21 21 26 

Drill 40 16 16 16 17 20 
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As is evident from Table V, the ut11tsat1on of HE IM \\as ahYays lower than the norm 
The Company stated (July 2004) that the ut1ltsalton was hampered due to prox1m1ty of 
mines to res1dent1al areas, delay in clearance of land and frequent interrupt10n ofworl- by 
villagers. Although there were some 1mpro' em en ts in ut11tsatton, there was further scope 
of improvement which was impeded due to non avatlab1lt ty of work front for \\'Orking of 
dragline at Balancia, ageing of shovels resulting m frequent breakdO\\TI, land constraints 
in Jagannath, Anania and Kalinga OCP. extreme climatic conditions in summer seasons 

etc. 

The contention of the Company \\'as not tenable as the extreme climatic cond1t1ons in 
summer were also experienced by other subsidiaries or CIL but their performance was 
better than the Company. Availability of \\Ork front for the dragline should have been 
considered before its deployment Breal-do\\n of agemg sho\ els and other HEMM could 
have been pre\ ented through t1mel~ repairs and efficient management of spare parts 
could ensure better availability of the equipment In the Chairman cum 1anaging 
Directors' meeting in September 2004 also 1t was noted that the Company always ranl-ed 
lowest amongst ClL subsidiaries in ultll/al1on of I IE 1M 

The Standing Committee on Energy"' , in its Report also commented (February 2004) on 
the poor utilisation of HEMM equipment as against the liberal norms of CMPDIL and 
asked for an explanatory statement for such poor utilisation. The Committee 
recommended that major equipment should be transferred from one subsidiary to another 
for optimal utilisation. The suggestion also 111cluded that before procurement of HEMM , 
the expected utilisation should be considered specifically \\hile working out cost benefit 
ratio. Howe\'er, the Company had not drawn up any plan lo implement the 
recommendations of the Committee (December 2005) 

3.8.2 PO/, consumption vis-ii-11is usage of llEMlH 

Petrol . oil and lubricants (POL) const1tute a major element of expenditure for extracllon 
of coal and remo\ al of OB in OCPs The Company had been folio\\ 111g the Kap ti la 
Committee norms for the consumpt10n of POL Despite direclton from CIL (July 200 I) 
and the Audit Committee (June 2004) to mal-e 111-depth stud) . the Company had not been 
able to fix the normat1\'e consumption of POL so for ( 1ay 2005), though the mine 
conditions had improved and higher capacity equipment had been introduced in the 
mines . Three sectoral studies on the subject were conducted by Industrial Engineering 
Department (!ED) in June 2002. O\ ember 2004 and March 2005 but no concrete 
solution had emerged so far. The Company accepted the suggestion of Audit that there 
was a need to fix norms for consumption of POL for effect1Ye control and monitoring 

3. 8.3 Recol'ery of bumt oil of HEMM 

Extraction of coal in OCP is done b\' deploying hydraulic shovels, drills. do/ers, 
dumpers, dragline etc. Lubricating otl is used in engines of the abo\'e equipment and is 
required to be drained out after certain hours of run The burnt oil so drained out has 
disposable' alue and the Company has been selling it regularly. The World Bank Mission 
\'is11ed ( O\emberl 999) one Project of orthem Coalfields Limited. a Coal India 
subs1d1ary, and obsen ed that there "as "1de gap bet\\ een the consumption of lubricant 
otl and reco,ery of burnt oil. 

~A dep11rt111e11tally related Standing Committee set 11p by the P11rlia111e11t 
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The recovery of burnt oil was important both from financial and environmental 
considerations. The Company made (March 2004) a study on burnt oil and fixed the 
percentage of recovery at 50 and 55 per cent for the years 2004-05 and 2005-06 
respectively. Based on the above norm, the loss due to non recovery of burnt oil for the 
last five years ending March 2005 worked out to Rs.3.04 crore. 

3. 8. 4 !11.ju dicious maintenance contract for 10 cum shovel at K aliuga Project 

Coal India Ltd. entered into an agreement (August 1997) with MIS Harnischfeger Gmbh, 
Germany for purchase and maintenance of three electric rope shovels for Kalinga Area of 
the Company. As per agreement, the manufacturer was to maintain the equipment for a 
period of seven years from the date of commissioning with minimum guaranteed 
availability of 85 per cent. For thb u1e Company wou ld pay for supply of spares at the 
rate of US $ 60.87 per hour of actual utilisation from the initial year and labour and 
overhead charges at the rate of US$ 20. 15 per hour of actual availability. The equipment 
were commissioned between July and September 1998. 

It was noticed in audit that the Company did not maintain (except for Lingaraj OCP) 
machine-wise record of coal production and OB removal nor did it work out the 
economics of introduction of such equipment. Despite incurring Rs.20.65 crore towards 
spares and Rs.14.36 crore for labour from July 1999 to 31 March 2005 and the 
availability of the equipment from 86 lo 96 per cent, the utilisation of the machinery 
ranged between 43 and 55 per cent. There was no recorded reason for underutilisation of 
the machines. 

The Company stated (December 2003) that the purchase of shovel was done by. a high 
power committee of CIL and its subsidiaries considering the techno-commercial 
assessment of purchase. 

Recommendations 

• History Sheets for each HEMM containing data regarding cost, operation and 
major repairs should be maintained. 

• A conditioning monitoring cell should be set up to assess the health and condition 
of equipment. 

3. 9 Use of surface millers 

3. 9. 1 Introduction of 11.ew tecltnology 

Production of coal by surface miner technology was initially adopted in coal industries by 
the Company in its two projects e.g. Lakhanpur and Lingaraj OCP in June 1999. The 
technology provided for selective mining of coal by eliminating shale /stone in bands (as 
rejects) during the process of extraction. Drilling and blasting were not required thus 
making it environment friendly. Besides being cheaper to conventional production of 
coal, it was also expected to benefit the Company by bringing down the ash content of 
coal to less than 34 per cent which would enable the Company to supply coal to power 
houses situated more than I 000 KM from pit head. 

The target of coal production in 2005-06 and 2006-07 was fixed at 72 MT and 80 MT 
respectively and it was expected that the major share of incremental production would 
come from surface miner. 
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3. 9. 2 Carteli.w tion by contractors 

Although the surface miner technology \\as first introduced for selectl\·e mining of coal 
in l\\O OCPs ... in June 1999 and the Compan~ inducted th is m1mng procedure 
increasingly in its operations O\ er the years, 1t had so far not reviewed its impact on 
requirement of manpower, utilisation of existing I IEMM etc. in its projects. Besides, the 
Company continued to be dependent on contractors for provid ing this sen ice and had not 
been ab le to procure the equipment or absorb the technology amongst its O\\'n \\'Ork force. 
This could lead to a monopoly situation \\here the contractors could quote a higher rate, 
as discussed in paragraph 3.G. l 7. The Board of Directors also apprehended (June 2005) 
that contractors might de,·elop an understanding among them and form a cartel '' hich 
might put the Company in a d1sad' antageous posillon, even paralysing the coal 
production 1f their rates were not acceded to. 

3. 9.3 Performance of surface miner 

Surface miners \\ere in operation in s1i..; mines 1 e Kalinga. Belpahar. Hingula. Bharatpur. 
Lakhanpur and Lingaraj OCPs. Ei..;cepl Lakhanpur, other OCPs were using surface miner 
in combinat10n with conventional mining method 

The production by surface miner\ 1s-a-\·1s conventional method from 2000-2001 to 2004-

05 was as under: 

Table VI 
-

Year Production of Coal (in MT) Percentage of surface 

surface Co nvention Tota l 
miner production to 

miner a l 
total production 

2000-01 6.08 38 72 44 80 13 57 

2001-02 7.80 40 00 47.80 16 32 

2002-03 16. 19 36 04 52 23 30 99 

2003-04 22.54 37 .5 1 GO 05 38 03 

2004-05 29.23 36.85 66 08 44 23 
-

One of the main advantages of surface miner \\as improvement in quali ty of coal 
extracted. But the Company was not able to bnng dO\\TI the ash percentage of coal 
produced thro ugh surface miner to 34 per cent except in Kalinga OCP. 

3.9 . ./ Failure in reclamation of saleable coal rejects 

The Company did not explore the possibility of reclamation of saleable coal, if any, from 
the rejects produced through surface miner. Test check of data of rejects in audit at 
Lakhanpur OCP revealed that the rejects had Gross Calorific Value (GCV) ranging from 
2, 778 lo 3,024 Kcal /Kg Had the Company tned appropriate technology to reco\'er the 
saleable coal in the rejects thrown in dump, 1t could have earned some re\'enue 

4 
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The Company stated (July 2004) that there was no notified price for such coal (ungraded 
coal). As such, there was no possibility of sale of rejects. However, the Management 
agreed (March 2006), in principle, to explore the possibility of selling mining rejects on 
experimental basis. 

Recomme11datious 

• A comprehensive policy for introduction of surface miner should be devised for 
present and future workings as well as projects to be covered. If required, a 
strategic plan for procurement of surface mining equipment and developing 
necessary manpower should be formulated and in the interim, close interaction 
with other subsidiaries of CIL should be maintained in order to get competitive 
rates for surf ace mining contracts. 

• Rejects produced should be evaluated and reclaimed where\'er possible both on 
financial and environmental considerations. 

3.10. Under utilisation of Coal Ha11dli11g Plants (CHP) 

The year wise performances of CHP for the last five years ending 31 March 2005 was as 
under: 

Table VII 

Shift Mainte Id le time Break Working Percentage 
hours nance Down time hours 

hours Percent Percentage Availabi Utilisat 

Hou rs 
age of 

Hou rs 
of S hift. lity 2- ion 

Shift. Hr. I :·+3) (8/2) 
fi r. 

I- -- - --
2 3 4 5 6 7 8 IO 
278048 38545 78386 28.19 243 94 8.77 137236 77.36 49.36 
353400 47078 135250 38.27 30982 8.76 131 503 77.91 37.2 1 
391328 49196 152579 38.99 42522 10.87 127800 76.56 32 65 
384288 46977 16 1935 42. 13 40806 10.62 131015 77. 16 34 09 
396576 44245 17505 1 44. 14 4252 1 10.72 13065 1 78. 12 32 94 

It would be evident from above that the performance of the CHP was unsatisfactory as 
the utilisation showed a dO\vnward trend despite slight increase in availability over the 
years. 

Due to introduction of surface miner in some OCP, there was gross under utilisation of 
CHP capacity since surface miner had an inbuilt arrangement for crushing of coal and no 
further crushing of coal by the CHP was required. However, no concrete program was 
drawn for effective deployment of these CHP or their transfer to other 
projects/subsidiaries. Despite having spare capacity of CHP, the Company incurred an 
expenditure of Rs.2. 16 crore for construction of the fifth CHP at Lakhanpur project, 
which was commissioned in November 2000. The work order for the said plant was 
issued on September 1999 by which time two surface miners were already deployed 
(June 1999). This new CHP was declared surplus (November 2004). Although 
mechanical and structural portion was transferred to SECL (Gevra Project), the civil 
works valued at Rs. I. 06 crore proved infructuous due to defective planning. 

Despite having one feeder breaker of 2.4 MT capacity installed in June 2000, the 
Company installed another feeder breaker at a cost of Rs.2.35 crore in March 2001 at 
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Hingula Project. The latter had a poor performance since installation and became 
inoperative in November 2004. The procurement of the equipment thus proved 
infructuous as the existing facility was sufficient for the requirement. 

Recomme11datio11s 

• The CHP should be optimally utilised. 

• The requirement should be re assessed and surplus CHP should be shifted to other 
projects/ subsidiaries for gainful utilisation. 

3.11 Ma11power A11alysis 

3.11.1 Ma11power policy 

The Company did not have a structured manpower policy. As on March 2005, the 
Company had workforce of 21 ,298 as against 21 ,658 in the year of its formation The 
Company outsourced the entire work of coal winning and transportation in mid nineties 
and decided (2004-05) lo outsource the OB remo\ al also in new projects. Despite these 
developments, there was recruitment of 2, 121 persons smce 1998-99. The Company 
stated (July 2004) that such recruitment was necessary for tls expansion and growth. The 
Company had not made any scientific assessment of manpower so far considering 
changed technology of mining, use of higher configuration of equipment, faster depletion 
of coal reserves due to intensive mining in existing projects, technical and geological 
constraints and above all, outsourcing of production of coal and OB removal. The 
deployment pattern of workforce was based on the age-old practice in a mine and was 
mine specific. The norms for deployment of \\Orkers were yet to be devised by the 
Company through its IED although a study had already been conducted (February 2005) 
revealing surplus deployment of 152 executives. Considering average emoluments of 
Rs 20,000 per month per execuliYe, the Company would pay Rs. 3.65 crore annually 
towards salaries to the executi\'es identified as surplus. Further, Human Resource 
Department of the Company identified (March 2004) excess manpower of 627 employees 
who would be paid Rs. 7. 52 crore annually towards salaries at an average of Rs. I 0,000 
per month. 

As on 31 March 2005, 66 per cent of the workforce belonged lo unskilled category Since 
inception, it had recruited 6,027 persons ( 1,550 under NCW A• , 3,219 under land looser 
scheme and 86 as replacement against VRS of fem ale workers and outside recruitment 
I, 172). However, the Company was experiencing difficulties in deployment of manpower 
in respect of new recruits appointed from land oustees or through NCW A and also from 
existing manpower working in OCP as they were unwilling lo work in the underground 
mines. 

The manpower profile of the Company indicated that there was a shortage of operating 
personnel i.e. HEMM operators and statutory personnel like mine sur\'eyor, s1rdar, 
electrical supervisor and multi-skilled workers. The Company admitted that capac1l) 
utilisation was not up to the mark due to acute shortage of operating personnel and 
connected jobs pertaining lo maintenance of HEMM. The Company proposed (March 
2004) to fill up the shortage of 59 statutory personnel such as mirnng sirdar, junior 
overseer and deputy surveyor. 

• Natio11al Coal Wage Agreement 
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The Company inter alia stated (July, 2004) that the piece rated workers had been 
converted into multi-skilled category following rapid mechanization of under ground 
mines and the Company was seriously trying to balance shortage /excess manpower 
through various training schemes. 

However, the fact remained that no scientific assessment of manpower vis-a-vis 
requirement of skilled work force had yet been carried out. 

3.11.2 Increase in Overtime 

The Company's workforce was mainly engaged in removal of overburden and about 650 
persons (50 persons per OCP for 13 OCPs) were engaged in preparation of coal face. 
Coal winning and transportation was outsourced except for various operations in UG 
mining and OB removal in OCPs. The OB removal during the last two years ending 31 
March 2005 was 52.70 M cum and 49.81 M cum as against 54.05 M cum in 2002-03 
(refer Table Ill). Despite negative growth in OB removal in 2003-04 and 2004-05, the 
expenditure towards overtime payment for both OCP and underground production was 
Rs.46.19 crore, Rs.54.92 crore and Rs.60.15 crore in 2002-03, 2003-04 and 2004-05 
respectively. There were no recorded reasons for the increase of Rs.8.73 crore and 
Rs.13. 96 crore in 2003-04 and 2004-05 over the preceding year. As reported by the 
Directors in the Annual General Meeting (August 2005), operators of HEMM were paid 
unreali stic overtime allowance without having worked for such duration as revealed in a 
study conducted in one project. 

The Company had not fixed any norms for overtime so far. Despite the COPU's 
recommendation in April 1992, no perceptible reduction in overtime cost had been 
achieved though negative growth in OB removal was noticed during the last two years 
and 98 per cent coal production was achieved through contractual labour. 

Recommendatio11s 

• Immediate steps should be taken for scientific assessment of manpower especially 
in view of introduction of new technology, outsourcing of coal production, OB 
removal and closure of mines. 

• Training programme for unskilled worker should be expedited. 

• Norm for over time should be fixed, overtime cost should be reduced and 
supplemented by incentives scheme. 

3. 12 Management of fumls 

Though the Company earned substantial profits over the years despite shortfalls in 
production performance as discussed in the preceding paragraphs, Audit noted 
deficiencies in the management of funds in certain cases which are discussed in the 
succeeding paragraphs. 

3. 12. 1 !11.judicious management of funds 

Surplus funds of subsidiaries are invested with CIL at different rates of interest as fixed 
by CIL from time to time. From the monthly cash flow statements of April 2002 to 
February 2004, Audit noticed that the Company had surplus funds ranging from Rs.29.37 
crore to Rs.97.10 crore after meeting all probable expenditure. In spite of having 
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significant surplus fund, the Company did not 1mest the funds \\ith CIL or its 
subs1d1aries and, thereby, sufTered loss of 111terest of Rs.4.04• crore from April 2002 to 
February 2004 even after setting aside a sum of Rs 20 crore for meet111g essential time 
bound payments. From March 2004, the Company started in\'est111g the surplus fund 111 

current accounts, either with CIL or outside 

The Management stated (July 2004) that the Company's current accounts were tied up 
with Corporate Liquidity Term Deposit Scheme of different commercial banks from 
March 2004 for earning interest varying from 4 5 to 5.25 per cent depending upon the 
period of balance. 

1 lowe\'er, the fact remained that the Company could ha' e in\'ested surplus fund with CIL 
till March 2004 The Company also needed a proper fund management programme at 
Area le\' el Test check re\'ealed that Kalinga Area had kept bank balance of Rs.3 crore to 
Rs I 0 crore on a number of occasions during 2004-05 

3. I 2. 2 Non recovery of loading charges 

The Unit Train Load System (UTLS) was constructed (September 200 I) in Belpahar 
OCP at a total cost of Rs 42 25 crore for automatic loading of coal 111to wagons The 
Project Report stipulated reco\'ery of load111g charges of Rs.21 .33 per tonne from the 
customers for automatic load111g of wagons HoweYer, Audit noted that the Comp an) did 
not enter into any agreement for recovery of load111g charges and as such, could not 
recover Rs.17.34 crore on loading of 8.13 MT of coal up to March 2005 from customers. 

The Management accepted (July 2004) the audit obser\'ation. 

3. I 2.3 Non recovery of crushing charges 

The Company, while justifying the 111troduct1on of surface miner in ovember 1998. 
proposed recovery of Rs 21 per tonne as crush111g charges from customers for suppl) of 
coal of(-) 100 mm size The Company introduced the surface m111er at Lakhanpur and 
L111garaJ OCPs in June 1999 and December 1999 respectively, but did not approach CIL 
for nottficat1on of re \'1sed price of coal. The loss to the Company stood at Rs. 8. 12 crore 
for the period from June 2000 to January 2001 for not billing the crushing charges 1n 
respect of Lakhanpur and Lingaraj OCPs 

The Company stated (July 2004) that notification for levying sizing charges for(-) I 00 
mm coal was issued in February 2001 and charges \\ere levied from that date . Factors 
such as customers' reluctance, market competition, change in adoption of methods and 
technologies, etc. affected the decision for re\ 1sion of price earlier. 

The reply of the Company was not tenable as 1t could have approached CIL for issue of 
the not1ficallon well in time to safeguard its financial 111terest. 

3. I 2 . ./ Non recovery of penalty for over :;ize coal 

The agreement with the contractors 111cluded a clause for sinng of coal to(-) 100 mm for 
which Rs. 50 per tonne was payable. llo" e\ er. there was no pro\'is1on for penalty for 
production of O\'ersized coal About 21 per cent of coal produced 111 Lakhanpur OCP b) 
surface m111er did not conform to the si1:e as reYealed in a screening test of coal in 2002-

• culculaled@ 7.5 per cenl up lo Murch 2003 and (ji'i 6.25 per cent thereafter up to February 2004 
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03 . Though in the absence of a penalty clause no action could be taken against the 
contractor, the Management had lo pay Rs.43. 75 lakh lo the contractor for siLing of coal 
as per agreement. 

3.12. 5 Discrepallcies ill the work of OB removal at Balallda 

The Company did not generate daily report for maintaining/ supervision of work done by 
the contractors in respect of OB removal. It transpired from records that in the year 1996-
97, alleged overpayment to a contractor al Balancia OCP for an amount of Rs.95.10 lakh 
was made for OB removal in excess of quantities actually removed by the contractor. 
Although a Bank Guarantee of Rs.50 lakh (revalidated) was obtained from the contractor, 
the Company leveled charge against the contractor in 2003 after a period of over seven 
years from the date of event. The party filed suit in the Court of Civil Judge (Senior 
Division) Sambalpur restraining the Company from encashing the Bank Guarantee. The 
case was sub-judice (October 2004). 

Recommelldatiolls 

• The incidence of surplus funds should be monitored at unit level also so that these 
are promptly transferred to Head Office. 

• Suitable agreement should be entered into with the customers for recovery of 
loading charges at Belpahar OCP. 

3.13 Euviroumelltal Pla1111iug aud Mallagemellt 

Exploitation of minerals creates enormous environmental challenges. The Government of 
India formulated the National Mineral Policy in 1993, emphasising the need to minimise 
adverse effect of mineral development on forest, environment and ecology. It also 
directed implementation of afforestation programme concurrently with acquisition of 
land and comprehensive programme for backfilling and biological reclamation of the 
mining areas. Accordingly, Environment Management Plan (EMP) was prepared by 
CMPDIL for each coalfield separately. 

3.13.J The Ministry of Environment and Forest (MOEF) made (June 1998) it mandatory 
that from June 200 I onwards thermal power stations located beyond I 000 KM from pit 
head or located in an urban area or critically polluted area or sensitive area, irrespective 
of their distance from the pit head, must use coal with less than 34 per cent ash. The total 
coal requirement for less than 34 per cent ash for distant power houses for the year 2006-
07 (terminal year of X Plan) would be 17.38 MT. Against that, the Company could 
supply 3 to 4 MT of coal annually during the last three years ending 31 March 2005. It 
would be difficult for the Company to meet such obligation in the absence of proper 
beneficiation (washing) programme. 

The Company stated (July 2004) that power houses were tailor made to use coal having 
ash content of more than 34 per cent also. The contention of the Company was not 
tenable as the Ninth and Tenth Five Year Plan emphasised on beneficiation of coal 
(washing) for compliance with MOEF directives. 

3.13.2 The Company was required to take a number of measures to protect and improve 
the environment which included afforestation and land reclamation. From the annual 
statement submitted by the Company to the Stale Pollution Control Board, it was seen 
that as against the excavated area of 2429.54 Ha as on 31 March 2005, area reclaimed 
was only 1518.75 Ha (63 per cen t) while biological reclamation was in 1044.89 Ha (43 
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per cent) only This indicated that mine management did not proceed as desired by the 
environment la\\'S and rules. 

The Company stated (July 2004) that because of lo\\ stripping ratio in MCL, the' olume 
of overburden to be backfilled was less in relation to total volume of excavation 
Moreover, a minimum area of de-coaled \'Oid was required to be left open at pit botto~ 
for safety and operational infrastructure like sump, haulage etc. As such, it was contended 
that mine management proceeded as deSlfed by the en\'lronment laws and rules. 

The fact remained that the EMP did not progress as per the project reports, resulting in 
disproportionate removal of o\'erburden \'is-a-\ is area reclaimed biologically. The 
Company was yet to submit re\'ised EMPs and mining plans in this respect as desired by 
the MOEF 

3. 13.3 The Company did not ha\ e a structured orgamsat1onal set up for mine closure 
\\hich could be properly built in the Emironment Management Plan itself \\1th cost 
estimates. It had not framed any comprehensl\ e programme for filling up the ultimate 
\'Oid of OCPs \\'hich \\'ere on the 'erge of exhaustion e g Balanda, Lilari etc. 

The Company stated (July 2004) that mine closure plans ''ere under preparation for the 
mines to be closed within a few years There had not been any major de\ iat1on from the 
stipulation of Project Reports of any mine includ111g Balanda OCP except in the residual 
voids of the mines to be filled up \\ith ash from power plants for which MOU between 
the Company and National Aluminium Company and National Thermal Power 
Corporation was under implementation. 

Reco11une1Ulatio11s 

• The Company should re\'lse EMPs and mining plans in this respect as desired by 
MOEF 

• Setting up of coal benefic1at1on plant either by the company or by its consumers 
for transportation of coal ''1th less than 34 per cent ash to distant pO\\er houses 
should be considered. 

Conc/11sio11 

Advance Action Plans of seven projects remained mcomplete even after periods of one to 
ten years from the scheduled dates of completion, '' hich is likely to ha\'e a cascading 
effect on completion of the Projects During implementation of projects, there were 
delays in development of related infrastructure resulting in avoidable expenditure. These 
were primarily due to problems in tai..ing physical possession of land required for mining 
operations. These resulted in loss of coal production and revenue. 

There was gross under utilisation of I IEMM and Coal Handling Plants The Company 
was yet to absorb new technology of surface miner in its HEMM and in the meantime, 
had not de\'ised a mechanism for ensuring that 11 hired the equipment at a reasonable 
economic rate o policy regarding reclamation of coal rejects produced from surface 
miner had been formulated Underground mines \\"ere incurring persistent losses The 
Company had not chalked out any plan for closure of un\'iable mines Scientific 
assessment of manpower was not made Despite poor production/remornl of O\'er burden 
and insignificant increase in coal production, the Company made si1.eable payments for 
overttme to its \\'orkers. The performance of the Company in refilling of open pits was 
short of targets and it was still to re\'ISe the EMP. 
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The review was issued to the Company/ Ministry in November/December 2005 ; their 
reply was awaited (February 2006). 

CHAPTER: IV 

NEYVELI LIGNITE CORPORATION LIMITED 

BUCKET WHEEL EXCAVATORS 

Higllligllts 

Neyveli Lignite Corporation Limited did not fix fresh norms for technically advanced 
Bucket Wheel Excavators (BWEs) procured after 1983 but adopted achievable capacities 
already fixed for old BWEs. 

(Para 4.6.2.2) 

HRC did not fix norms for achievable hourly output or annual effective working hours 
for BWEs deployed in lignite bench. BWEs deployed in the lignite bench thus worked 
without norms. 

(Para 4.6.2.3) 

Annual average shortfall of lignite extracted worked out to 5.10 MT (Mine I including 
Expansion) and 5. 12 MT (Mine II) when actual output of BWEs was compared with 
normati ve output. 

(Paras 4.6.3.J and ./.6.3.2) 

The transportation of lignite from Mine-I to Thermal Power Station II at a cost of 
Rs.21.61 crore during the period from 2000-0 l to 2004-05 to meet the shortage of lignite 
in Thermal Power Station II could have been avoided. 

(Para ./.6.3.3) 

Excess consumption of power and teeth was Rs.17.73 crore in Mine I including 
Expansion and Rs.24.99 crore in Mine II. Mis MECON conducted the Energy Audit of 
Mines II and gave its recommendations (November 2003), which were yet to be 
implemented. 

(Para 4. 7. 1.1 alld Para./. 7. 1.2) 

A total of 93,677 hours were consumed in excess over norms for the maintenance of 
BWEs during the period from 2000-01 to 2004-05 resulting in short excavation of 24.27 
MT ligni te in both Mine I including Expansion and Mine II. 

(Para 4.8.1) 

The downtime due to forced outages in respect ofBWE Nos. 1420 & 1421 was around 
20 per cent of the calendar hours during 2000-0 I to 2004-05 due to non-execution of 
overhaul in time. 

(Para ./.8.3) 

Boom head modification in BWEs MAN I and MAN II at a cost ofRs.20.53 crore did not 
produce the desired hourly output. 

(Para 4.8.4) 
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Gist of Recomme11datio11s 

• Norms ha' e to be (j,ed for old and ne\\ BWEs separate!) For the BWEs \\Orkmg 
m Bottom Bendu L1g111te Bench. HRC did not fix norm for achte\ able houri) 
output as well as annual effectl\e workmg hours for different capac1lles of BWEs 
The Corporation may fix norms for them for assessmg the performance of 
different BWEs in BB/LB 

• As there was shortfall m prod uct1 on or OB and ltg111 te 'is-a-vis ach1e' able 
capacittes, the Corporation may analyse the 'ariance 111 the actual production to 
1denllfy the reasons fo r ad' erse performance and i111tiate correctt\'e action 

• orms for hourly output and annual effect!\ e "orkmg hours should be re' te\\ ed 
penod1cally and should confo rm to the actual \\Orkmg hours of the BWEs 

• Depending on parameters for hard and soft strata of sot!, the norms for teeth 
consumption should be fixed separately fo r hard/son strata The actual 
consumption of teeth should also be recorded for hard and soft strata separately 
These norms should be re' 1ewed penod1cally 

• Energ) Audit needs to be conducted 111 1me I After 1mplement111g the 
recommendations of the Consultan t 111 ~11ne II. the energy consumption should be 
re' 1e\\ ed periodically 111 both the mmes 

• Allocation of hours for forced/planned stoppages made as per I !RC should be 
studied afresh and norms re- fi xed The norms should be reviewed penod1cally 
"1th reference to the \\Ork111g cond1 lions 

./.I /lltrod11ctio11 

./. / . I ey ' ell L1g111te Corporati on L1m1ted (Corporation) "as 111corporated 111 
No\ ember 1956 with the ma111 obJeCtl\ e of ex.ca' at111g ltg111te from the ltgmte deposits 
a\ atlable 111 the Ney,elt area and generating po\\ er there from The Corporation at 
present has three mines "1th ltgmte exca' at111g capacity of 24 mil It on tonne per annum 
(MTPA) The capacities and the year of atta111111g commercial production of these m111es 

are gt\ en below· 
Table I 

Ca acities of Mines 
.--~.--------~ 

SI Mines 
No 

Mine-I 

2 Mine-I First Ex ans1on 

3 Mine-I Second Expansion 

4 Mine-IA 

5 Mine-II Stage I 

6 Mine-II Sta 1e II 

Total Capacity 

Capacity (MTPA) Year of 

4 5 

2 () 

4 () 

3 () 

4 7 

5 8 

53 

10 5 

3 00 

10 5 

commercial 
Production 

1962 ,__ 

1984 ,__ __ 
2003 

2003 

199 1 
~--

1997 
----+-- -

24 () 
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The lignite excavated from Mine-I including expansion and Mine-II of the Corporation is 
exclusively meant for power generation in TPS-I an<:J TPS-II respectively . 

.J. 1.2 For mining operations, the Corporation deploys a system of Specialised Mining 
Equipment (SMEs) consisting of Bucket Wheel Excavators (BWEs), Mobile Transfer 
Conveyors (MTCs), Conveyor System and Spreaders for stripping of overburden and 
excavation of lignite. Conventional Mining Equipment (CMEs) like dozers, dumpers, 
pipe-layers, tipper lorries, trench cutters for executing preparatory and auxiliary works 
viz. front preparation, shifiing equipments/materials from one place to another are also 
used. 

4. 1.3 Overburden (OB) is removed in four stages called surface bench rsB), top bench 
(TB), middle bench (MB) and bottom bench (BB). Lignite is remov< the final stage 
called lignite bench (LB). One more stage called 'New Surface Bench (NSB) was also 
introduced in Mine I Expansion in August 2000. Each bench has one I two sets of SMEs 
and required number of CMEs as decided by the management. The Corporation makes 
forward preparation of mines by using explosives for blasting at required levels to loosen 
the hard strata before commencement of excavation. 

BWEs excavate the OB I lignite and transport it to the conveyor system in the bench. 
Every BWE has a cutting portion i.e., buckets with teeth fixed in a wheel which extract 
OB I lignite and drop it on the in-built small conveyor. The machine conveyor transports 
the OB/lignite to the independent conveyor system, which transports the OB/lignite to the 
dump yard/ground storage bunker. The performance of BWEs has a direct bearing on the 
lignite production and ultimately power generation in the downstream Thermal Power 
Stations (TPS) with a total installed capacity of 2490 MW. 

4.2 Scope anti Objectives of Audit 

A review of the performance of the Bucket Wheel Excavators used in Mine I including 
expansion and Mine II was taken up lo ascertain whether: 

(i) BWEs functioned efficiently with reference to the norms fixed; 

(ii) Production performance was planned and achieved; 

(iii) Norms were fixed for the consumption of utilities and the actual consumptions 
were within the norms; and 

(iv) Maintenance programme for each BWE was drawn up annually as per norms and 
executed without any deviation. 

The review was made with reference to production planning, actual working hours of 
BWEs, actual output and maintenance of BWEs for the years from 2000-0 I to 2004-05 . 
This review does not cover the performance of BWEs deployed in Mine IA as the mine 
was opened only in April 2003. 

The performance of BWEs 1400 and 700 only has been studied as these were deployed in 
Mines I & 11. 

4.3. Audit Metltodology 

The following methodology for the review of the performance of BWEs was adopted. 

(i) Discussion and interaction with concerned officers of the Corporation 
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(1i) Re\ 1ew of the documents such as Board minutes and agenda papers, Bud.et 
wheel Ex ca' ator wise production reports, etc., theoretical and achie\'able capacity 
from Hanumantha Rao Committee Report, Annual Performance Re\ iew of the 
production units and monthly production statements, overhaul related files, 
breakdown reports, Industrial Engmeenng Wing records 

(iii) Data relating to stoppages of BWEs was ob tained from the Corporation and 
analysed . 

./ . ./Audit Criteria 

The Corporation has four types of Bucket Wheel Exca\ at ors (BWEs) YiL , 1400 litre, 700 
litre, 500 litre and 350 litre with theoretical capacity of excavating 3766 M

3
/Hour, 1847 

M3/Hour, l 086 M3/Ho ur, 782 M3/Hour respectively The list of BWEs in the Corporation 
with their location in the mines 1s g1\'en in Annexure-7. Based on these capac1t1es and 
actual data, Hanumantha Rao Committee had fixed the achievable capacities, '' h1ch hm e 
been used in audit as norms for comparison of actual performance. 

4. 5 Acknowledgement 

In addition to examination of records and documents, a number of issues were deliberated 
on for conducting this performance audit by the audit team Audit acknowledges the co
operation and assistance extended by different le Ye ls of management at \'arious stages of 
conducting the performance audit. 

./. 6 Performance of Bucket Wheel Excavators 

./. 6. I The performance of the BWEs is discussed belO\\ after mine-wise grouping of the 
22 BWEs working in different benches of each mine 

./. 6. 2 Fixation of achievable capacity 

4. 6.2.1 Hanumantha Rao Committee (HRC) was constituted in September 1982 to 
determine bench-wise achievable capacities of the BWEs. HRC conducted a detailed 
study of Mine I and the operational constraints faced by BWEs during the period from 
1969 to 1982 while determining the achievable capacity of each type of BWE. The 
theoretical and achievable capacities of OB removal of the BWEs as fixed by the HRC 
are given below· 
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Table 2 

Th f eore 1ca an d A h. bl c 1eva e capac1 es o fBWE s 

S.No. Type No. ofBWEs Effective Theoretical Achievable 
of working Capacity capacity• per 
BWE Min c I Mine II hours per (M3/Hr) BWE 
(Litre) .annum 

per 
BWE (MJ/Hr) 

I 1400 6 5 4000 3766 2250 

2 700 5 6 4000 1847 739 

./. 6.2.2The HRC fixed (1983) norms for operation of BWEs based on the data available 
for the period 1969 to 1982. After the norms were fixed, new BWEs with advanced 
technical features were procured. Instead of determining the theoretical/achievable 
capacities of these new BWEs afresh, the Corporation adopted achievable capacities 
fixed by HRC for old BWEs procured prior to 1980. The technical superiority, which 
enhanced the designed capacity, was thus ignored . 

./. 6.2.3 Further, HRC had not fixed any norms for BWEs for extraction of lignite from the 
lignite bench. As the Corporation also had not fixed any norms, it could not assess its 
own performance in the LB. For the purpose of this study, Audit adopted norms, based on 
the formula adopted by HRC for BWEs on the OB bench, of 1425 MT• per hour for 
BWE 700 litre and 2272 MT• per hour for BWE 1400 to assess the perfo rmance of 
BWEs deployed in the LB. 

4.6.3 Shortfall bt Production with reference to Normative Output 

4. 6.3. 1Mine1 including Expallsio11 

The total hours worked by the BWEs, OB removed, OB that should have been removed 
as per norms fo r the actual hours worked (achievable capacity) and shortfall in OB 
removal is given in Table 1 of Annexure-8. rt was seen that 1400 Litre BWEs worked 
for more hours than the norms but the output was less than the normative level as the 
hourly output of the BWEs was less than the norm. The average annual short fall in OB 
removal was 11 .59 Mm3 resulting in short exposure of lignite to the extent of 2 .11 
MTPA. 

The Corporation stated (July 2004) that due to hard strata conditions prevailing at Mine I 
especially during the last few years the strain on the structural members wo uld be more if 

"Achiei•able capacity had bee11 calculated by HRC by multiplying Bucket size with ring factor, 1111111ber 
of discharges per 111inute and bench factor divided by swell factor. (Ring factor: Since the speed of the 
700 Litre BWE is higher tir e discount factor of. 75 was adopted by HRC for coveri11g tire possibility of 
bucket.s n ot getting filled fully. This was applicable to BWE 700 only. Bench factor: Discount factor 
given by the HRC on the output of the machine to cover the various operational and geological 
constraillt.s during operation. Swell factor: Tire discount factor give11 by HRC in each filling to cover 
the void occurri11g due to presence of bouldersAumps.) 

• Norms for ac/1 ievable capacity for excavatio11 of lignite has been calculated by Audit on tire sa111e bar is 
a.r adopted by HRC and 111entio11ed aJ above footnote. Tlte ben ch factor as .calculated by HRC for LB 
Ir a.r bee11 applied i11 the formula. 
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the BWEs worked at the rate fixed by the HRC which\\ ould lead to more forced outages. 
The Corporation also stated that to ttde O\'er the problem and to achie\'e the desired 
output, the BWEs \\'ere used for increased hours with marginal reduction in output per 

hour 

The reply of the Corporation is not acceptable because HRC had considered all 
geological and operational constraints\\ hile fixing the achie\'able capacity of BWEs. The 
contention of the Corporation that the reduction in hourly output of BWEs \\as marginal 
is not acceptable as the average annual shortfall in production of lignite worked out 2.1 I 
MTPA based on HRC norms for hourly output. 

Table 2 of Annexure-8 depicts the details of short production of lignite due to 
performance of BWEs below their achievable capacity in LB The annual average 
production of lignite for the fae years from 2000-0 I to 2004-05 was 8.59 MT only 
whereas the BWE had the normati\e capacity of exca\ ating 13.69 MT. Against this, the 
requirement of lignite for the do\\'nstream plants worked out to 9.2 MT considering the 
PLF achieved in fi\'e years from 2000-0 I to 2004-05 Therefore, surplus capacity of 
BWEs was a\'a1lable in Mine I including Expansion Considering the a\'erage annual 
shortfall of 5. 10 MT in production of lignite with a\ mlable BWEs, the total production of 
Mine I including expansion could go up to 13 .69 MT. thereby minimizing the losses of 
generation suffered by TPS I due to shortage of ligntle 

The Management stated (July 2004) that face length, bench height and width along with 
geo-mining conditions decided the excavation output. They further stated that out of two 
alternatives of either having more working hours \\'ith less output rate or operating at 
normative le\'el the Corporation opted for the former option to prevent strain on the 
machines 

The reply is not acceptable as the strength of the cntical components of the SM Es was 
determined in 'ie\\' of the terrain and other prevailing conditions of the mining area. 
Hence, production should not be afTected by the terrain Further, working of BWEs for 
more hours had the efTect of substantially increasing power consumption 

./. 6.3.2 MINE fl 

Though BWEs engaged in Mine-II \\'Orked fo r more than -lOOO hours, the actual output 
was less than the achievable output rate, resulting in shortfall in the removal of OB. Due 
to performance of BWEs belo\\ their achievable capacity, the average annual OB 
removal fell short by 9.96 Mm3 resulting in short exposure of lignite to the extent of 1.90 
MT as detailed in Table 1 of Anncxurc-9. The shortfall in production of lignite due to 
lower output rate per hour in Mine II has been depicted in Table 2 of Annexure-9. The 
a\'erage annual lignite production during the period 2001-02 to 2004-05 fell short by 5.12 
MTP A. The average lignite output for the five years period under review was 9.28 MT. 
Considering the average annual shortfall in production of 5. 12 MT of lignite with 
available BWEs, the total production of Mine II could go up to 14.40 MT which would 
be sufficient to meet the lignite requirement of I I 90 MT in TPS II even at a higher plant 
load factor of 85 per cent. This potential was not exploited and TPS II sufTered loss of 
generation of power due to shortage of lignite 

4. 6.3.3 To meet the actuai shortfall of lignite at TPS II, the Corporation transported 6 21 
MT lignite from Mine I to TPS II and incurred transportation cost of Rs 21.61 crore 
dunng the five-year period ending March 2005, which could no t be recovered as a part of 
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power tariff Had the Corporation achieved the normative rate fo r lignite extraction, the 
transportation of lignite from Mine I to TPS II to meet the shortage of lignite at a cost of 
Rs.21.61 crore during the period from 2000-01 to 2004-05 could have been avoided. 

The Corporation stated (July 2004) that BW.Es worked for longer hours at lower output 
rate to avoid any stress on the components and to improve productivity. 

The reply is not tenable because HRC fixed the normative hourly rate after considering 
vario us operational constraints that were duly accepted by the Corporation. Further, 
\\'orking of BWEs for more hours had the effect of substantial increase in power 
consumption. 

Recommendations 

• The Corporation adopted old norms for the new BWEs procured subsequent to 
l 983 and thus ignored the technical superiority of new machines. The norms for 
new BWEs may be fixed separately. 

• HRC did not fix norms for achievable hourly output as well as annual effective 
working hours for different capacities of BWEs working in BB/LB. The norms 
need to be fixed for these also fo r the Management to be able to realistically 
assess the performance of BWE deployed in these benches. 

• Variance in the actual output to norms needs to be extensively analysed to 
identify reasons for adverse performance and fo r initiating rectificatory action . 

./. 7 Consumption of Utilities by BWES 

4. 7. J. 1 Consumption of Power 

Power is consumed for operating Specialized Mining Equipment /other equipment and 
other activities including Ground/Storm Water control and maintenance. The Industrial 
Engineering Wing of the Corporation had fixed the overal l Specific Energy Consumption 
(SEC) at 31 . 79 kwhr I tonne of lignite for Mine I and at 33.66 kwhr I tonne of lignite for 
Mine II for the year 2002-03. The additional cost of production on account of excess 
power consumption over the above norms worked out to Rs.10.50 crore in Mine I 
including Expansion and Rs.2 1. 79 crore in Mine II as detailed in Annexure-10. 

The Corporation stated (July 2004) that the specific power consumption increased during 
the period 2000-01 to 2002-03 since power was consumed for development of Mine-I 
Expansion. In Mine II, the Corporation replied (July 2004) that the norm fixed for power 
consumption was only a broad objective and that it depended on mine movement, 
pumping lift involved etc. Further no scienti fic norms could be determined in view of too 
many variables and complexity involved. 

The reply of the Corporation is not acceptable since norms fixed should have been 
adhered to and the deviations minimised through suitable control over consumption of 
power. Further, though Mis MECON conducted Energy Audit of Mine II and 
recommended (November 2003) certain measures fo r energy conservation that would 
result in substantial savings in energy cost, the Corporation was yet (August 2005) to 
implement the recommendations. Energy Audit had not been conducted (August 2005) in 
respect of Mine I including expansion. · 
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./. 7. I. 2 Co11.\11111ptio11 of Teeth 

The ''orl,.111g life of teeth in the BWEs ma111ly depends upon the soil condition coupled 
with the forward preparation of the ground b) cffect111g systematic blasting programme. 

' The Corporation fixed the norms of 94 90 teeth per l\.1m dunng the year 2000-01 The 
extra expenditure due to excess consumption or teeth dunng the fi\'e years has been 
depicted in Anncxure-10 and '' orked out to Rs.7.23 crore Ill Mine I and Rs 3.20 crore 1n 

Mine II. 

The Corporation stated (July 2004) that the consumption of teeth depended on the strata 
conditions, sudden occurrence of rocl,.s etc and that there ''ere bound to be 'anations 
accord mg to the geological cond1t1ons 

The reply 1s not tenable because the Corporation prescribed suitable techrncal 
specifications for the quality of teeth depending on the geological conditions 

Reco111111e11 tla ti oil.\' 

• Depending on parameters for hard and soft strata of soi l, the norms for teeth 
consumption should be frxed separately to Judge the efficiency The actual 
consumption of teeth should also be recorded for hard and soft strata separately 
These norms should be re' IC\\ ed penod ically 

• Energy Audit has to be conducted Ill Mme I After implementrng the 
recommendations of the Consultant in Mine II. the energy consumption should be 
re\'ie\\·ed periodically in both the Mmes 

./.8 Mai11te11a11ce of BWEs AND DOWNTIME ANAi. YSIS 

-I. 8.1 The Corporation planned stoppage of SM Es for both pre\'enl1\ e ma111tenance 
apart from breal,.do\\'n stoppages I lours estimated fo r Da1ly/Weel,.ly planned 
ma111tenance, mspect1on & O\'erhaul. com eyor shifting and 'ulcani1.ing of come) or belts 
''ere classified under planned stoppages All other categones of stoppages such as 
machrne mechanical. con\'eyor mechantcal , elcctncaL operational and au-.:1ltary 
stoppages were classified as breal,.do'' n stoppages 

The ceilings of stoppages, mach111e \\ 1se I year '' 1se as fixed by the Management "ere 
not made a\'atlable to Audit. Hence Audit tool,. the recommendations of HRC for 
reference and dO\\·ntime analysis ''as done on that basis 

The stoppages under both the planned and the breal,.do\\ n categories \\'ere in excess O\'er 
the norms during the period from 2000-0 I to 2004-05 Ill respect of both Mine I including 
Expansion and Mine II. It may be seen from Anncxure-11 that excess hours O\ er the 
norms \\'orl,.ed out lo 93,677 and exca' at1on of OB to the extent of 131 .27 Mm' could not 
be carried out This resulted in short e:\Ca\ ation or ligrnte to the extent of 24 27 MT 

The Corporation stated (July 2004) that excess stoppages under one head would be 
compensated by curtailing stoppages under other heads and that as the ach ievable 
capacity as recommended by HRC ''as reached there \\'as no loss to the Corporation 

The reply 1s not tenable as excess stoppages had been \\Orked out after appl) 111g the 
O\'erall ceiling for all categories of stoppages 
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The Corporation further stated (July 2004) that they were following the recommendations 
of HRC in al l the years after taking into account operating conditions, OB to lignite ratio, 
availability of machines and requirement of downstream units. 

The reply of the Corporation is not acceptable as it had not fo llowed the ceilings 
prescribed by HRC fo r different categories of stoppages. This resulted in short excavation 
of lignite to the extent of 24.27 MT and avoidable loss of generation for want of lignite in 
TPS II. 

4. 8. 2 Analysis of the stoppages of BWEs for more than 24 hours for maintenance I 
repairs showed that on a number of occasions the repair/maintenance of the same 
component had to be attended to within two days to eight months indicating the repairs 
were not attended to properly, and 5,997 hours were lost due to such stoppages. A list of 
such stoppages is given in Annexure-12. 

4. 8.3 Overhauls of BWEs have to be carried out normally after 20,000 hours or after 
five years. During an analysis of breakdown of machineries fo r the past five years ending 
March 2005, it was observed that no major overhaul was conducted in respect of 1400 
litre BWE Nos. 1420 and 142 1. In respect of BWE No. 1421 , though majo r overhaul was 
planned to be carried out during 2000-0 l and 2001-02, no such overhaul was actually 
carried out. While in respect of BWE No. 1420, no overhaul was planned in any of these 
five years. It may be seen from Annexure-13 that the average forced stoppages of both 
the BWEs hovered around 20 per cent of the calendar hours (8, 760) during all the five 
years. 

The Corporation stated (July 2004) that due to production constraints the BWEs could 
not be released for overhaul. The Corporation further stated that the working hours were 
well above the norm of 4,000 hours and that the working hours of the BWEs depended on 
various operating conditions. 

The reply of the Corporation on production constraints is not tenable as the Corporation 
allotted 14 70 hours every year for each BWE towards overhaul before arriving at the 
targets. 

4.8 . .J Boom Head modification itt MAN BWEs 

The BWEs MAN I and MAN II were required to perform at the rate of 2250 m3/hour for 
4,000 effective hours per annum as per norms. Against this, they were giving average 
output of 1500 m3/hour. The work of Boom Head modification in these BWEs was 
proposed during the year 1998-99 and was to be completed within two years. The 
proposal fo r modification envisaged an incremental increase in the output by 750 m3/hour 
for each BWE i.e., equal to the hourly output fixed by HRC. The modifications were 
carried out at a cost of Rs.20.53 crore in the BWEs in 2002-03 (MAN II) and 2003-04 
(MAN I) and the Performance/ Load Tests (Take Over Tests) of BWEs MAN I and MAN 
II were conducted in July 2004 and December 2003 respectively which gave outputs of 
2565 m3/hour and 2507 m3/hour respectively. However, on deployment in Mine II, these 
BWEs gave reduced outputs of 1600 m3/hour (Man I) and 1760 m3/hour (Man II) during 
2004-05. The expected hourly output rate of 2250 m3 /hour as envisaged in the proposal 
was not achieved. 
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The Corporation stated (July 2005) that the rate per hour achieved was 1204 m
3
/hour for 

MAN I and 1313 m3/hour for MAN II before modification and that the rate had increased 
to 1700 m3/hour after modification 

The reply 1s not acceptable because the average performance at the time of planning the 
modification was around 1500 m3/hour and the execution of modification during 2000-0 I 
and 2001-02 was to result in output of 2250 m1/hour as envisaged in the proposal. The 
modification work was actually carried out only after further deterioration of output due 
to delay in taking up the work and the ou tput further decreased to around 1200 m

3
/hour. 

The modification resulted in only marginal improvement but failed substantially to attain 
the targeted level. Thus, the expenditure of Rs 20 53 crore had not brought out the results 
projected in the proposal. 

Recommemlatioll 

Allocation of hours for forced/planned stoppages made as per HRC should be studied 
afresh and norms re-fixed. The norms should be reviewed periodically with reference to 
the working conditions . 

.J. 9 Co11clusioll 

The achievable capacities for OB removal by BWEs were fixed by HRC after 
considering the actual performance data of the BWEs. \\hich had taken care of technical 
and operational constraints. The Corporation, however, could not adhere to these norms 
and there was shortfall in the production of OB and extraction of lignite. The Corporation 
had not analysed in detail the variance in the actual output from the norms to identify the 
reasons for adverse performance and initiate corrective action. Further, norms had also 
not been fixed for the BWEs working in the BB/LB In the absence of norms, the 
Corporation could not judge the efficiency of perfonnance of BWEs. The consumption of 
power and teeth in operating the BWEs also exceeded the norms and needed to be 
controlled 

The rev1e\\ was issued to the Ministry in January 2006, its reply was awaited (February 
2006) 
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[~~~~-D_E_P_A_R_T_M_E_N_T~O_F_H_E_A_VY~-IN_n_u_s_T_R_I_E_s~~~~J 
CHAPTER:V 

HMT Limited . 

Marketing activities of Tractor Business Group 

Higltligltts 

The Tractor Business group (Group) persisted with the higher and unrealistic targets set 
in Turnaround Plan (TAP) despite the downward markets trends. Even the revised 
/downgraded targets for the years 2002-03, 2003-04 and 2004-05 were not achieved. 

(Para 5.3.1.2) 

The Group's market share of tractors declined from 6.1 per cent (1 999-00) to 2.9 per cent 
(2004-05). Working capital shortage and quality problems contributed to the decline in 
the market share. 

(Paras 5.3.1.9 and 5.3.1.11) 

The Group was inflating sales by reso rting to aggressive marketing techniques through 
advancing of tractors to the dealers over and above their requirements without 
considering the operational and financial risks. Dispatches to dealers exceeded the 
requirement indicated by the Area Offices in the years up to 200 1-02, the excess ranging 
between I 02 per cent (1999-00) to 130 per cent (2000-01 ). Stock with the dealers at the 
end of each year ranged from 36 per cent (2004-05) to 82 per cent (2002-03) of the total 
sales during the last five years ending March 2005 . 

(Paras 5.-1.2.2 and 5.4.2.3) 

The financ ial soundness of the dealers was not ensured. As a result, the Company was not 
in a position to execute decrees arising out of arbitration awards for recovery of dues 
from dealers in 15 cases amounting to Rs. 5.54 crore. A dealer appraisal system after 
appointment/renewal of dealership was not in vogue. 

(Para 5.4.3.1) 

The unsold tractors with dealers were taken back irrespective of their physical condition 
and credit was given to the dealers (as sales return) amounting to Rs.3.68 cro re, Rs.17.25 
crore, Rs.9.42 crore and Rs. I. l 8 crore representing l .28 per cent, 6.66 per cent, 5.76 per 
cent and 0.58 per cent of sales in 2001-02, 2002-03, 2003-04 and 2004-05 respectively. 

(Para 5.4.3.3) 

Sundry debtors of the Group ranged from 43.55 per cent (1999-00) to 89.59 per cent 
(2002-03) of the turnover and doubtful debts rose from Rs.0.99 crore in 1999-00 to 
Rs.26. 76 crore in 2004-05 due to injudicious practice of dumping tractors on dealers. 

(Para 5. 7. 1.1 and 5. 7.1.2) 
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GL\t of Recom111e11datio11s 

• A l\1ar1'.eting Manual prescnbing the s~ sterns and procedures to be adopted b~ the 
Marketing Di\is1orv Area Offices needs to be prepared 

• Tractors need to be dispatched based on the genuine requirement projected b~ 
dealers 

• Memorandum of Understand mg entered llllO I renewed "ith dealers need to spell 
out annual target for off ta1'.e, credit penod, cred it limit, interest on delayed 
payment, priority or adjustments of pa) ment received etc The compliance or the 
abo' e condi tions need to be watched 1rrcspecti,·e of the status or the dealers 

• Area omces need to be mot1\ ated "1th suitable schemes based on performance 

• Dealer Appraisal System needs to be introduced to analyse the performance or 
each dealer \Yith regard to sales and collcct1on 

• As far as possible. demand drafts and letters of credit be accepted as pa) ment 
instruments. Secunty obtamed be prererabl~ in the form or ban1'. guarantee "11h 
timely renewals 

• The Group needs to llltroduce a S) stem of e' aluating the benefits accrumg out or 
mcentive schemes '1s-a-\ 1s cost incurred on the scheme. 

5. 1 flltrotl11ctio11 

5. 1.1 1 IMT Limited (Company). incorporated m 1953 to produce machine tools. later 
diversified mto production or \\atches and tractors etc. In terms of Turnaround Plan 
(TAP) implemented in August 2000, Machme Tools and Watch Business groups of the 
Company " ·ere converted into separate subs1d1anes and Tractor Busmess group (Group) 
\\US retained mth the Com pan) The Group compnses a tractor manufactunng di' 1s1on at 
P111Jore set up in 1971. (\\1th a licensed capac1t~ of 25.000 tractors and an mstalled 
capacity of 18.000 tractors per annum), mar1'.eting d1vis1on at Chandigarh and a networ1'. 
of dealers and Area Offices all O\er India 

5.1. 2 The decline in the turnO\ er or the group for the period 1999-00 to 2003-04 ''as 64 
per cent compared to 25 per cent in the mdustry dunng the aboYe penod. 1 lence. the 
marketing actl\ ities of the Group for the penod 1999-00 to 2004-05 were ta1'.en up for 
performance re\'iew with a' 1e\\ to assessmg the effectiveness or the strategies adopted as 
also reasons for accumulation of debtors. 

5.1.3 Scope of Audit 

The activ1t1es of the Group \\ere rev1e\\'ed based on the records/ information available 111 

Tractor Division, Pinjore. selected Arca Offices and Corporate Head office at Bangalore 

5. 1..I A udit Ohjectfres 

Performance audit \\as carried out to assess 

Whether the mar1'.eting act1\ 1t1cs in respect or tractors \\·ere efTect1' e 

11. Whether the targets fixed for turno' er were based on realistic mar1'.et potential 

111 Whether Area Omces could assess the mar1'.et req uirements and opllmally utilise 
the dealer networ1'. 
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1v. Whether the Company's dealer management techniques were eITective 

v. Whether the dealer appointment/ appraisal system in existence was efficient 

v1. Whether the credit policy, incentive schemes etc., resulted in recovery of debts 

v11. Whether effective internal control was exercised on realisation of debtors 

v111 . Action taken by the Company against defaulting dealers 

5. 1. 5 Audit criteria 

The following criteria were adopted for judging the performance: 

1. The policies and the guidelines issued by the Board of Directors of the Company 
regarding marketing activities and sales promotion, 

11. The credit policies followed by the Group, 

111. Various schemes introduced by the Group to boost the sales performance and 
recovery of debts, 

1v. The internal accounting guidelines and internal control procedures available, 

v. The guidelines for recovery of debts, and 

vi. Policy/procedure in appointing/ appraisal of the performance of the dealers. 

5. 1. 6 Acknowledgement 

The aud it programme and objecti ves were discussed in meetings during the course of 
audit with the Group General Manager (Tractors) and other officers of the Group. The 
audit findings were discussed with the Management in June 2005. The co-operation of 
the Group during the meetings and course of audit is acknowledged. 

5. 2 Performance 

5. 2. 1 Tractor Mark et iu Ill di a 

India, with an economy highly dependent on agriculture, has one of the largest tractor 
markets in the world. The industry is segmented on the basis of the power of the tractor 
engine expressed in terms of horse power (HP). Major factors that influence the demand 
for tractors are monsoon, land holding pattern, availability of credit, gro\\1h in income of 
farmers and level of implementation of scientific farming practices. The capacity of the 
tractor industry in the country grew from 1,50,300 tractors (1 992) to 4,75,000 tra.ctors 
(2000) (approximately) and ended up in negative growth since 2000-0 l . 

5.3. 1 Targets aud Acltievemellts 

5.3. 1. 1 The target and actual production, sales and profit of the Group during 1999-00 to 
2004-05 are indicated below: 
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--
Year/ Detail~ Production Sale\ Profit 

Actual Short Target Actual Short l Target Actual l Short Target 

fall fall fall 

(per (per (per 

cent) cent ) ce11tj 

1999-00 (111 22,500 16,335 27 40 22,500 15 ,488 31.16 - -

~os) --- -
485.00 337 52 30 41 •I 85. 00 \8<i 39 20.D 24 62 7 91 (i7.87 

(Rs 111 crorc) ._ - - -
2000-0 I (111 20,750 13,460 35 I\ 21,500 I 1,00 I W53 - -

~ 

Nos) -
(Rs 111 crorc) 436.06 293 40 :12 72 47·1 7(1 >·11 (i3 28 04 21 95 5 28 75.95 

1----·- --
2001-02 ( 111 18,000 9,800 ·15 5(> I 9 ,000 I 0,·1(17 44 91 - -

I 

Nos) 
(Rs 111 crnn:) 393.99 215 .15 45 39_ 5 3.1 50 28-1 (i3 46 75 19.06 I 85 90 2') -
2002-01 (111 14,000 6,3<il 5-1 Sri 14 ,000 6,802 51 41 - -

Nos) - --
(Rs 111 cron.:) 308 20 139 78 I 54 (15 (,()3 81 181 S(1 69 88 7 25 (-)41 7 1 702 'JO 

i ·140 ()()• 5867 -1 
2003-04 ( 111 14,000 5,601 59 9') 14,0()() 5.5(13 60.26 - -

Nos) -
(Rs 111 crorc) 316.00 126.01 GO 12 (,90 23 151 22 77 66 27 09 (-)5 1 09 2X8 59 

J18 00* 55 68 

2004-05 111 I 0,000 7,007 29 93 10,00(l 7,0:l2 2968 - -

~s) 
280. 35 183 97 3·1 38 78 1 <J i 201 Ii 74 28 (-) 840 (- )3 5 17 118"" 1 

(lb. in crorc) 
3.19 oo• 42 37 ____J --

•Tai gets rc\·1sctl in l·chruary 2002 

5.3. J.2Though the Group \\US U\\are of the market trend and \\'as not able to achieve the 
targets, yet 1t persisted \\1th higher and unreahsllc targets se t in the TAP \ 11 . Rs 4 7 5 
crore in 2000-01 progress1\el~ to be increased to Rs 782 crore in the ~ear 2004-05 
llo\\e\er, dunng the MOU negollall on meeting \\1th the Ministry for 2002-03. due to 
negat1\'e gro\\ th of the industf) since 2000-0 I. the Company \\anted (Februaf) 2002) 
mid course correct10n for the targets set Consequently, targets \\'ere scaled do\\n to 
Rs.440 crore, Rs.348 crore and Rs 349 crore for the Group, for the )ears 2002-03 to 
2004-05 respect1\'ely. The year 2003-04 \\as planned to be the year of ach1e\ ing the 
break even of the Company in 'IC\\ or the farnurable market cond1t10ns of its products 
vi1.. tractors Even the revised reduced targets \\ ere not achieved by the Group in the last 

three years. 

5.3. J.3 With the increase in capac1t1es and entry orne\\' players in the market, the supply 
had far outstripped the demand. forcing the suppliers to resort to aggress1\'e marketing 
practices such as dumping tractors to dealers and offe ring unl imited credit to the dealers 
who in tum ad' anced tractors to the customers, etc. Despite the abo\'e practices, the 
gro\\1h achie' ed by the Group was lo\\ 

5.3. J . ./The Management stated (October 2005) that ad' ancing or tractors to dealers and 
then putting pressure on them to liquidate the same\\ as a normal trade practice followed 
by all the tractor manufacturers all O\ er in India It further stated that the Company had to 
resort to high pressure selling to ach1e\ c set targets and its purpose \\'as ne\ er to innate 
sales figures 
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5.3.J.5 However, adopting industrial practice to achieve set targets which were higher 
and unrealistic compared to the market trend, without effecti ve dealer management and 
recovery mechanism in place, was not prudent and resulted in accumulation of debts and 
consequent working capital constraints. 

5.3.l.6The following graph depicts the turno\'er and profit/loss of the Group from 1999-
00 to 2004-05. 

Turnover and Profit/Loss of the Group 
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5.3. 1. 7Moreover, the actual performance has to be \iewed in the light of the practice 
followed by the Group till 200 1-02 of advancing tractors to dealers over and above their 
requirement without considering the operational and financial risks (Paras 5.4.2.2 and 
5.4.2.3 refer). 

5.3.J.8The Management stated (October 2005) that the increased sales during the year 
2004-05 resulted in bringing down the loss and it was hopeful of wiping out the losses 
during the coming years in \'iew of good monsoo~ and positive economic outlook, GDP ... 
growth at seven per cent and impetus given by the Go\'emment to agricultural sector and 
availability of bank finance with rela-.:ed norms and lower interest rates. 

The fact , however, remains that though the year 2003-04 was planned to be the year of 
achieving break even, yet it incurred losses of Rs 5 1.09 crore and Rs.35 17 crore in 2003-
04 and 2004-05 respectively mainly due to its failure to compete in the market. 

• Gross Domestic Product 
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5.3.J.9The Group's market share declined from 6 I per cent m 1999-00 to 2.9 per in 
2004-05 as indicated m A nnexure-14. Sales of tl1e Group ,·is-a-\ 1s !ndustry dunng the 
last six years end ing 2004-05 1s ind icated in the graph below: 

Industry and Group Sales 
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5. 3. 1. 10 Though the 111d ustf) shO\\'ed signs of reco' ery from 2003-04 and there ''as 
substantial improvement in 2004-05, the Group's performance 111 2003-04 ''as the 
lowest Despite marginal 1mpro' cment 111 sales m 2004-05, the market share of the Group 
has not increased significantly 

5.3. 1. 11 The Management staled (October 200-) that the production during 2003-04 
''as intentionally slO\\'ed do\\ n to a\'oid accumulation of stock. The reply contradicts the 
statement made in the Directors ' Report (2003-04) ''hi ch stated that the planned lerels of 
operations could not be ach1e\ ed due to se\ ere '' orkmg capital shortage on account of 
slo\\ reco\ery of funds locked up in the market and quality problems Morco,er, the 
Directors' Report also po111ted ou t perennial complaints of breakdown thereby implying 
that the Company's tractors ''ere not ma1ntammg high standards 111 quality 

5 . ./ Marketing set up 

5 . .J. 1 The marketing actl\ 1 t1es of the Group arc managed by the Market111g Department 
established in 1979 al Chandigarh \\ith 19 Area Offices which take care of24 temtones 
(March 2005) The Group has 279, 13. (i I and 17 operative dealers for 'tractors and their 
spare parts'. eng111es, spare parts and agros respect I\ ely (March 2005 ). 

Though 1 IMT has been 111 cornpeliti,·e bus111ess since 1970s ti has not prepared an~ 
Marketing Manual prescribing the S) stems and procedures to be adopted b~ the 
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Marketing DepartmenUArea Offices including procedures for marketing the tractors and 
realisation or the dues. 

The Management stated (October 2005) that well laid down existing system for 
marketing of tractors/operation or marketing offices, would be compiled in the form or a 
marketing manual as per audit suggesti on. 

Recommendation 

A Marketing Manual prescribing the systems and procedures to be adopted by the 
Marketing Division/ Area Offices needs to be prepared. 

5 . ./.2 Performance of Area Offices 

5 . ./.2. 1 The Area Offices collect the requirement or dealers in their terri tory on 
annual/monthly basis and submit the same to the Marketing department for obtammg 
tractors fo r onward sales to their dealers The Marketing department dispatches the 
tractors as per the requirement or Area Offices taking into account the a\'ailability of 
tractors. 

5 . ./.2.2 As a part or aggressive marketing practice adopted by the Group of advancing 
tractors to dealers, the requirement projected by the Area offices was more than they 
could sell, resulting in accumulation of stock with dealers during 1999-00 to 200-l-05 as 
indicated below: 

'l!!m·cs 111 num ers (F' b 
Year 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 
Requirement 15,239 10,034 10,400 8,077 7,095 7.289 
Dispatches* 15.488 13,001 10,467 6.802 5,563 7.032 
Dispatches as 102 130 IOI 84 78 96 
percentage of 

I 

requirement 
Stock with dealers 7,452 7,290 7,560 5,572 3,280 2,5 13 
at the end of the 

I year 
Stock at the year 6 7 9 10 7 4 
end tn terms of 
dispatches during 
the year (in 
months) 

• Dispatches to Arca offices who in turn sold to dealers 

5 . ./. 2.3 It wo uld be seen from the above that 

1. Apart from unrealistic projections by the Area offices, dispatches to Area offices and 
consequent sales to dealers exceeded even the requirement indicated by the Area 
Offices (maximum being in the year 2000-0 I). Dealers in tum sold these tractors by 
advancing them to the customers, and 

11. stock with the dealers at the end or each of the above years ranged between 36 per 
cent (2004-05) and 82 per cent (2002-03) of the total sales. 

5 . ./.2 . ./The Management stated (October 2005) that stock of tractors fo r a minimum or 
four months' requirement was to be maintained to continue the business cycle. 
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The fact , howe\'er, remains that the year end stock \\1th the dealers in terms of months· 
dispatches was ranging between 6 and 10 months dunng the years 1999-00 and 2003 -04 

5..1.2. 5 Out of 19 Area offices. Patna and Bangalore Area Offices contributed 
substantially to the sales dunng the years 1999-00 to 2004-05 e\'en though there \\'as 
reduction in absolute number of tractors so ld in line with the trend. The contribution by 
other Area Offices \\'as not substantial. Area Offices \\ere responsible for monitoring the 
sales and realisation of sale proceeds from the dealers The number of tractors sold by the 
Area Offices was not in line \\'ith the trend in the market and coll ection of deb ts were also 
unsatisfactory, leading to debts outstanding to the ex tent of Rs .31 .43 crore relating to the 
period prior to April 2003. o documentary e\'1dence was made available to Audit of the 
existence of any mechanism for assessing the performance of the Area Offices '' h1ch 
were not \'1able in terms of either sales or collection of debts with a \'iew to closing do\\ n 
non-performing Area Offices or re-locate the geographical areas to performing Area 
Offices. 

The Management stated (October 2005) that the assessment system was getting re\ amped 
in vie'' of recent changes obsened in marketing style of competitors 

5 . ./.2.6 Targets for collection of dues from the dealers \\'ere fixed to Area Offices by the 
Marketing Department only from 2003-04 onwards. An analysis of the targets and the 
actual for the years 2003-04 and 2004-05 re\ ealed that in these t\\'O years the 
achievement by all the Area Offices put together ''as on ly in the range of 60 to GS per 
ce111. The outstanding sundry debtors of Rs 12() 01 crore as at end of March 2005 
included Rs 31 .43 crore relating to the period pnor to April 2003 and Rs .19.33 crore 
relating to 2003-04. 

Recommemlatio11s 

• Area Offices need to be mot1,·ated \\'ith suitable schemes based on performance. 

• Tractors need to be dispatched based on genuine requirement projected by dealers. 

5. 4. 3 Performance of Dealers 

5 . ./.3. I On a re\'iew of cases relating to 5G out of total 364 dealers. the follO\\~ng '' as 
observed. 

1. The financial soundness of the dealers \\'as not ensured by verification of title/value 
of the property ind icated in the application for dealerships, verification from the 
bankers of the dealers ' financial status or sur\'ey reports from the Area Office. As a 
result. the Group could not execute decrees arising out of I 5 arbitration awards for 
reco\ ery of dues amounting to Rs .5.54 crore. 

The Management stated (October 2005) that the financial soundness of all the dealers 
appointed since 2003-04 was ensured by \'enticat1ons of their property titles. \'alue of the 
property etc. 

11 The IOU \\'ith the dealers ''as rene\\'ed periodically in a routine manner by 
specifying the territory allotted or minimum off-take \\'ithout incorporating the latest 
changes in the sales policy, credit policy. 1nclus1on of targets allo tted, increase in 
deposit etc. Though the MOU spelt out mode of payment as irrerncable revolr1ng 
LC/demand draft corering the full \'alue of minimum monthly off-take. yet hund1es. 
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bills of exchange etc., were accepted as mode of payment which in some cases were 
subsequently dishonoured. 

The Management stated (March 2005) that MOU from 2004-05 incorporated hundi ru, 

one of the modes of payment and possibil ity of covering hundi with bank guarantee in 
future was being examined. 

iii . Dealer appraisal system after appointment/renewal of dealership \\'as not in vogue. 
The existing Management Information System (MTS) report on dealers evaluated the 
dealer performance only with regard to the off take of tractors against the target fixed . 
A dealer appraisal system to assess whether the performance was based on the market 
potential of the area, the effectiveness in realisation of dues fro m the customers, 
quality of after sales service provided in respect of tractors sold, customer relations, 
sales practices adopted and other related issues like businesses, property assessment, 
change in partnership constitution, etc., was considered essential to provide essential 
information about the performance of each of the dealers. 

The Management stated (March 2005) that dealers' appraisal system would be made 
applicable from the year 2005-06. 

5 . ./.3.2 On account of the inadequacies in the agreement with dealers as brought out in 
the preceding paragraph, the Group could not protect its financial interests and had to 
reso rt to legal recourse to recover the dues from the dealers. As at the end of March 2005. 
41 dealers became inoperative, legal action had been initiated against 36 dealers and legal 
notices had been issued against 27 defaulted dealers for recovery of Rs.8.63 crore 
(Principal) and Rs .6.88 crore (Interest). 

The Management stated (October 2005) that MOU signed with the dealers was primarily 
an agreement between the Company and the dealer to continue business for the financial 
year and to achieve the set targets. It also stated that bad debts created by the d?;iler were 
due to either dealer's financial loss or bad intention of the dealer for not r.1aking 
payments to the Company \\'hich could not be foreseen and hence cou ld not be protected 
in the MOU. 

The reply of the Management is not tenable as there were deficiencies in the dealers ' 
appraisal system as mentioned in para 5.4.3. 1. 

5 . ./.3.3 The Group resorted to aggressive marketing techniques through advance of 
tractors to dealers through Ar~a offices as discussed in paras 5.4.2.2 and 5.4.2.3. Dealers 
in turn advanced most of the tractors to customers to show higher sales. The unsold 
tractors \\'ith dealers were taken back irrespective of their physical condition and credit 
was given to the dealers accounting the same as sales return. The sales returns, thus, 
amoun ted to Rs.3.68 crore, Rs.17.25 crore, Rs. 9.42 crore and Rs. 1.18 crore representing 
1.28 per cent, 6.66 per cent, 5. 76 per cent and 0.58 per cent of sales in 2001-02, 2002-03, 
2003-04 and 2004-05 respectively. Thus, the aggressive marketing practice of the Group 
ended up in huge sales returns. 

5.4.3 . ./ Out of the tractors returned, 275 old tractors (value-Rs.7.15 crore) were not in 
'sale worthy' condition and 80 tractors (value-Rs.2.08 crore) were of obsolete models. 
The total financial impact, to rectify the defects and sell these, was worked out by the 
Management as Rs. 1.48 crore. 
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5. -1.3.5 The Management admitted (October 2005) that their action of bringing high 
pressure on dealers resulted in certain bad deli' eries. Some of the dealers pulled back the 
tractors adYanced earlier to the customers from whom payments \\'ere not forthcommg 
and the Company had to help the dealers in liqu1dallng these tractors 

Recommendations 

• Dealer Appraisal System needs to be introduced to analyse the performance of each 
dealer \\'ith regard to sales and collection 

• As far as possible demand drafts and letters of credits be accepted as payment 
instruments. Security obtained be preferably 111 the form of bank guarantee and th~ 
same needs lo be got rene,,·ed regularly 

5. 5 Credit policy 

5.5. I A Committee headed by Professor S SundararaJan appointed by the Company to 
report on credit policy recommended (June 1995) 

• inclusion of the reco,·ery dead line. action options and reco\'ery responsibility tn 

credit policy, 

• ernluation of credit performance, 

• payment pattern approach showing the pattern of collection of debt and 

• strengthernng the credit policy'' ith regular marketing audit 

5. 5.1.1 The modus operandi of the transactions ''1th the dealers and the collections \\US 

laid dO\\TI 1n the credit policy of the Group appro' ed by the Board 111 the year 1995 
Ho,,e,·er, the appro\'ed credit policy did not consider the abo\'e recommendations of 
Professor Sundararajan Committee. E\'en subsequent modifications to the credit polic) 
during 2000-0 l to 2003-04 amended only the penod of credit and rate of interest and had 
not incorporated any mod1ficat1ons based on the abo\'e recommendations 

5. 5.1. 2 The Management stated (October 2005) that the credit policy of the Group 
appro\'ed by the Board of Directors in 1995 and subsequent changes/modifications ''ere 
based on the then pre\ ailing market conditions 

5.5.J.JThus, non implementation of the recommendations of Professo r SundararaJru1 
Committee led lo ineffecti\ e monitoring and accumulation of debts of the Group 
resulting in severe financial constraints. 

5.5.2.l A new credit policy ''as introduced (October 2004) to be applicable on in\'Oices 
raised \\'ith effect from l O\·ember 2004 According to the new policy. 

1. dealers were categorised into A, B and C based on the off take and payment agamsl 
bills in the previous three years. 

11 the credit period was fi xed as 90 days for category A, 60 days for category Band no 
credit for category C. 

iii . the dues against the dealers were not to exceed the credit limits fixed . 

5. 5.2.2The Management stated (October 2005) that under the new credit policy, before 
in\'oicing to any dealer, the a\ ailability of credit limit of the dealer and monthly account 
statement of each dealer \\'as Yerified to stop further billing as \\'ell as recovery of an~ 
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debt beyond limit. It also stated that, as suggested by Audit, new monthly MIS report of 
each Area Office for strict adherence to billing against credit to dealer was being 
explored. 

5.5.2.JThe efTectiveness of the new policy in regard to timely recovery of sales proceeds 
etc. would be applicable only to the operative dealers who con tinue lo li ft the tractors, ge l 
billed and pay as per the new credit policy These changes \\Ould have no efTect on the 
bad and inoperati ve dealers from whom reco\'ery was not fo rthcoming leading lo legal 
cases. 

5. 5.2 . ./ Based on the credit policy pre\'ailing in each year, the Group charged interest 
(Rs 59.24 crore) during 1999-00 to 2004-05 on the outstanding amount in the dealers ' 
accounts beyond the credit period. However, the dealers protested the charging of interest 
on the plea that the outstanding mainly related to tractors dumped on them. Considering 
the protests of the dealers, the Group waived interest of Rs.18. 76 crore which amounted 
to 32 per cent of the interest charged on the dealers in all the six years up to 2004-05 as 
indicated in the graph below: 
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5.5.2.5 The Management stated (October 2005) that interest waiver was a part of various 
collection mobilisation schemes offered to dealers duly sanctioned by the competent 
authorities during these years. 

The fact, however, remains that the interest of Rs. 18. 76 crore waived represents the 
interest on the locked up funds on tractors produced in excess of the demand. 

Recommendation 

Memorandum of Understanding entered into/renewed with dealers needs to spell out 
annual target fo r oIT take, credit period, credit limit, interest on delayed payment beyond 
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applicab le credit period, priority of adjustments of payment received etc The compliance 
of the aboYe conditions need to be \\ atchcd irrespect1\ e of the status of the dealers 

5. 6 /ncentive/ Payment mobilisation Schemes 

5.6.J The Group introduced and implemented many incentive schemes for 1mpro' ing 
the sales performance, collection and realisation of old dues since 1998-99 Some of 
these schemes introduced and implemented arc listed in Annexure-15. Howe\'cr, after 
completion of their duration, the schemes \\'ere not ernluated as to their eITect1vencss. 
Such evaluati on \\'Ould have pro\'1ded val uable inputs to the Management either for 
continuation of the scheme or introduction of ne\\ / similar schemes and to analyse 
whether the benefits derived by implementation of such schemes \\'ere commensurate 
'' ith th e expenditure/cost incurred on the scheme 

5. 6.2 The Management accepted (October 2005) the audit observations and stated that 
in future such incentive scheme would ha\ e cost/benefit analysis also. 

Recommendation 

The Group needs to introduce a system of cost-benefit analysis of incentn e schemes 

5. 7 Debtors Management 

5. 7. 1 Accumulation of Debtors 
5. 7. J. 1 The details of tumo\'er, sales returns and sundry debtors fo r the years from 
1999-00 to 2004-05 were as indicated below: 

(Rs. in crorc) 
-

Deta ils 1999-00 2000-01 2001 -02 2002-03 2003-0.t 200.t-05 

Turnover (net of sales 38639 341.6.l 284 61 18 1 86 154 22 20 1 11 

return) 

Sales returns 044 1.4 I .168 17 25 9 42 I 18 

Sundry debtors 168.28 174 98 202 14 162.93 123 73 126.0 1 

Interest booked 6.14 I I 77 20 4 2 I 1.54 4 24 sn 

Profit 7 91 5 28 I 85 (-) 43.7 1 (-) 5109 (-) 35 17 

PrcJ\ is ion for bad and 0.99 187 377 4 .6 1 23.69 26 76 

doubtful debts 

Percentage of Sundry 43.55 5 I 22 7 1 02 89.59 80.23 62 (>5 

debtors to Turnover 
(net of sal es return) 

Sundry debtors 159 187 259 327 293 229 

expressed in days of 
turnover 

5. 7. 1.2 E'en though there \\'as a contmuous decline in the turnover of the Group during 
the years 1999-00 to 2002-03 , there ''as a steady increase in the percentage of sundry 
debtors to turno\'er duri ng those years Sundry debtors expressed in terms of number of 
days of turno\'er ranged bet \\'een 159 ( 1 999-00) and 32 7 (2002-03) ''hi ch \\'as ind icati\ e 
of extension of credit beyond agreed credit period of 90 days. The prov1s1on to\\'ards 
doubtful debts increased from Rs 0 99 crore in 1999-00 to Rs.26. 76 crore in 2004-05, 
which could be attributed lo the 1nJud1c1ous practice of dumping tractors on dealers. 
Despite accounting fo r accrued interest of around Rs. 1 1. 77 crore and Rs.20 42 crore m 
2000-0 1 and 2001-02 respectiYely. the Group could show a meager profi t of Rs.5 28 
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crore and Rs. 1.85 crore only in these years. Mounting dues resulted in cash crunch 
consequent to low volume of production I sales and loss of Rs.43.71 crore for the year 
2002-03 . Even with increased sales in 2004-05 the Group suITered loss of Rs.35. 17 crore. 
Thus, the Group was caught up in a vicious circle of poor generation off unds leading to 
poor performance. 

5. 7. J.3The Committee appointed (August 2000) by the Government of India to ascerta:n 
inter aha the reasons for the decline in performance of the Company observed 
(November 2000) that the sundry debtors position of the Tractor Business group was 
alarming leading to severe cash crunch and the Corporate Management was not giving 
sufficient attention to this group. Despite the above there was no improvement and 
sundry debtors ranged from 63 per cent to 90 per cent of the sales m the last three years 
ending 2004-05 . The Company also admitted in the MOU negotiation meeting for the 
year 2003-04 that the sundry debto rs accumulation was mainly due to advancing of 
tractors to dealers. 

5. 7.2 Recovery o.f debts 

5. 7.2.J As per the agreements entered into with the dealers any dispute or diITerence 
arising out of or in relation to the agreement would be referred to a sole arbitrator to be 
appointed by the Group and \\'Ould be subject to the exclusive jurisdiction of Panchkula 
Court in the State of Haiyana As the number of inoperative dealers increased and the 
dues from them also increased, the Group had to take legal recourse for recovering the 
outstanding. The position of legal and arbitration cases as on March 2005 was as under: 

SI. Details No. of dealers Amount 
No due 

(Rs. in 
crore) 

I. Legal notices issued 27 I 0.40 

2. Arbitration award obtained between June 15 5.54 
1997 and August 2004 but yet to be executed 

3. Arbitration proceedings in progress 8 5. 19 

4. Cases filed for dishonour of cheques 12 4.26 

Even in fi ve cases where arbi tration awards had been obtained, the Group had to file 
execution petition for execution of the award. The filing of execution petition in the 
concerned courts of the area where the dealers were operating was getting delayed in the 
absence of details of property of the dealers as these were not collected at the time of 
their appointment. 

5. 8 Con clusions 

1. The Group did not have Marketing Manual prescribing the systems and procedures to 
be adopted by the Marketing Division/ Area Offices. 

11. The Group was inflating sales by resorting to aggressive marketing techniques and 
advancing of tractors to dealers without considering the operational and financial 
risks. 
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111 The Group did not hm e effect1\'e mechanism for assessing the performance of Area 
Offices 

1\' Tractors were supplied to a large nl;Jmber of dealers without taking into account the 
cred it \\Orthiness and '' ithout obtaining adequate security resulting in blocking up or 
funds and non-realisation of debts 

v The impact of many incentive schemes implemented by the Group fo r impro' mg 
sales performance and co llecti on of debts had not been assessed after completion of 
their duration. 

The revie\\· was issued to the Ministry in December 2005; its reply was awaited 
(February 2006) 
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( ___ M_IN_1_s_T_R_v_o_F_P_E_T_R_o __ LE_U_.;..M_ A_N_n_ N_A_T_u_RA_L_G_A_s _____ J 

CHAPTER: VI 

GAIL (India) Limited 

Telecom-Business 

llighligh ts 

The Company commenced the GAIL Tel project without Detailed Project Report and 
implemented subsequent phase (Phase fI B) without considering the actual performance of 
the previous phase. 

(Paras 6. 5.1 anti 6.5.3) 

The Company lost projected revenue of Rs.442. 19 crore due to delays ranging from nine 
to 19 months in the completion of various phases of the project. 

(Paras 6. 5. 1, 6. 5. 2 awl 6. 5 . ./) 

Internal delays in the processing of tenders and placement of orders was one or the 
reasons for project delay. 

(Paras 6.5.1, 6. 5. 2 and 6.5 . ./) 

Investment of Rs .36.66 crore on DWDM equipment, Rs. 11 .48 crore on the OFC and 
Rs. 12. 99 crore on second duct could not be put to frui tfu l use. 

(Para 6.6.1, 6.6.2 anti 6.6.3) 

Gist of Reco111111enrlatio11s 

• In view of the current scenario in telecom sector there is a need fo r the Company 
to strengthen its internal systems to avoid further delays in Phase JfJ 

• To explore the possibility of leasing the unused fibres 

• To formulate achievable market strategy based on available infrastructure and 
implement it strictly as per plan to avoid negative margin in future 

• There was also a need for a proactive action by the Company to assess 
marketability of GAIL-Tel. 

• Rationalisation of GAIL Tel assets may again be reviewed. 

6.1 Introduction 

6. 1. 1 GAIL (Ind ia) Limited (Company) had developed a network of five pipel ines• in 
the country for transporting atural Gas, Liquified Petroleum Gas and Regasified-Liquid 
Natural Gas for various consumers. 

• Hazira /Jijt1ip11r Jagdishpur (HIJJ) Pipeline, Gas Reh t1bilitt1tio11 t111d E>..pt111sion Project ((i REP) 
Pipeline, Ja11111t1gar Loni (Jl) Pipeline, Dt1hej Vijaipur (DV) Pipeline and Vizag Sec11/ll/erabad (VS) 
Pipeline. 
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6. 1.2 The Company had its telecom111un1cat1on systems along the pipcl111es for 
Commu111cat: m and Supen 1sory Control and Data Acqu1s1t1on (SCADA) to ensure their 
smooth operation. The 111it1al fac1ht1es \\ere prcdom111antly created for capti\ e use but 
had unut11ised capacities. Their further capacity augmentation \\·as possible at a relatl\ el~ 
low Ill\ estment. National Telecom Policy ( TP) 1999 permitted the Company to use its 
ex1st1ng telecom network for the purpose or national long distance data and mice 
communications. The Company decided (Janual") 2000) to conduct a detai led study 
within two-three months CO\ering market assess1nent. technology e\'aluations. entl")" 
options. potential strategic partners, compatlbilit: and reliabi lity aspects with capt1\ e 
commu111cation requ irements 

6. 1.3 The Company engaged Mi s Tata Consultancy Sen·ices (TCS) (March 2000) as 
consultants for evaluation or options for the Company's entl")' into Telecom sector 
Cons1denng the recommendations of M/s TCS. the Company decided (June 2000) to take 
up the project 111 three phases and completed (December 2003) l\\O phases of the project 
at a cost or Rs.262. 95 crore 

6. 1.-1 As a result of 1mplementalton of the project up to two phases the Com pan~ 
de\'eloped about 8494 km Optical Fi ber Cable (OFC) based net\\Ork equipped \\1th 
Telecom system haYmg Synchronous Transport Modules"" (STMs) and Dense 
Wa\·elength Division Multiplexing• (DWD~ l s) equipment of \\h1ch 3614 km \\US on 
pipelme routes and 4880 km on non-pipeline routes The network had 128 nodes• (GG on 
pipelme routes and 62 on non-pipeline rou tes) at differen t locations The designed 
capacity of the system was I GO Gbps", the 111stalled capacity \\as l 0 Gbps and the 
act1 \'ated capacity was 2. 5 Gbps 

6.2 Organization ~·et up of GAIL-Tel 

The GAIL-Tel (Telecom Busmess u111t of the Company) is headed by a General Manager 
(GAIL-Tel) at OIDA under the O\'erall control of Executi\'e Director and Director 
(Marketmg) General Manager (GAIL-Tel) 1s assisted by Dy General 1anager (O& I) 
\\ho looks after the operation and ma111tenance (O&M) \\Ork or the net\\Ork For 
marketmg of GAIL-Tel busmess, the Company recruited 11 marketmg officers dunng 
May 2002 and March 2004. The Company·s Telecom market related acti\'ities were 
undertaken by ten Zonal Offices (ZO) and their accounts are mamtained at three 
accounting units at NO IDA. Baroda and Mumbai 

6.3 Objectives of Audit, Audit criteria anti Ack11o wletfgeme11t.\' 

6.3. l A Performance Audit or GAIL-Tel business was taken up to rev ie\\ the 
implementation of the project and the performance of the business. The performance'' as 
evaluated in terms of the projections and mterna l targets fixed by the Company for time 
and cost of completion of the project, capacity sales and s~l es re\ enue. 

6.3.2 Audit takes this opportunity to thank the management and staff or the Company 
for their co-operation and assistance in the conduct or this performance audit 

.. equipment using standard tech11 ology for synch ro1101H d111<1 transmissio11 
• A fibre optic tra11smission techniqu e th at employ~· th e parallel transm ission of multiple data J.trewm 

11si11g light stream of different w111•elengths 01•er 11n optic11lfihre. 
• A place where teleco111 equ ipment are i11st11/led to cater tt:!ecom sen •ices 

• (iiga bytes per second 
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6 . ./Scope of Audit 

In order to review the oYerall performance of GAIL-Tel, audit reviewed the records fo r 
the period 2000-0 I to 2004-05 relating to -

1. procurement I laying of Telecom system, Optical Fibre Cables (OFC) and High 
Density Poly-ethylene (HOPE) ducts used in the development of ' OFC based 
Telecom Network ' 

11. marketing activities undertaken by eight out of ten zonal offices of the Company 
located at Ahmedabad, Bhopal, Chandigarh, Delhi, Hyderabad, Jaipur, Lucknow 
and Mumbai . Two Zonal offices at Chennai and Bangalore were not covered as 
GAIL-Tel had no business at these stations for want of telecom network 

6. 5 Audit findings 

Deficiencies i11 tile execution of GA/ L - Tel project 

6. 5.1 Delay in Phase-I 

After considering the initial recommendations of M/s TCS the Company decided (April 
2000) lo prepare a Detailed Project Report (OPR) through an external consultant, on the 
primary market survey and the strategy for the market entry, capacity sales, Operations & 
Maintenance and detailed linancial projections. 

The DPR was to be prepared in three phases, as below: 

1. Phase-I: Connecting Mumbai to Jamnagar-Loni Network for creating a Delhi
Mumbai interconnection. 

11. Phase-II: Upgradation of HBJ network to OFC based network to create a re liable 
network in the North-Western part of the country and extend the network towards 
North. 

iii . Phase-III: Implementation of OFC network along the Company's LPG pipeline 
networks in the Southern part of the country and their integration through Chennai 
and interconnection with North-Western network through Mumbai. 

The Company took up Phase-I Project work without preparation of the DPR. Phase I of 
the project was approved (June 2000) al a cost of Rs.60 crore, further enhanced to 
Rs.96.55 crore in December 2000, with scheduled completion date of June 200 1. The 
work involved obtaining licences from the authorities for conducting business, Right of 
Use of land for laying ducts, purchase of OFC and HOPE ducts, laying of ducts, sp licing 
of OFC and purchase of telecom equipment. Phase I was actually completed in April, 
2002 at a cost of Rs. 96.58 crore. 

It was observed in audit that the delay was due to lack of planning on the part of the 
Company as detailed below: 

The purchase order for procurement of OFC was placed in December 2000 as against 
September 2000 (as per plans) and the procurement was completed in September 
200 l resulting in overall delay of three months in the project. 

11 Though the scheduled completion date was June 200 I, the detailed engineering work 
for Phase-I was awarded to M/s Telecommunications Consultants India Limited only 
in May 2001. 
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111 The procurement of Telecom System \\US to be completed b) March 200 I but the 
Company invited tenders only in March 200 I and opened them in Apnl 200 I 1 he 
work ''as awarded in August 200 I 

Apart from the above, the delays in receipt of permissions for Right of Use (ROL:) of 
land also resulted in delay of the project \\h1ch resulted in loss of re\enue of Rs 58 17 
crore to the Company dunng July 200 I to March 2002 based on the projections or M s 
TCS 

The Management stated (November 2005/Decembcr 2005) that 

Going by the advantages pointed out by M/s TCS and to deri\'e the benefits or being 
the first company to operate in this sector. the Company did not \\a1t for the DPR 

11 The Company had timely and pro-actl\ el) taken steps to complete the \\Ork and dela) 
\\as almost entirely caused by the long time taken by the authont1es 111 according the 
ROU permissions and issuance of Infrastructure Provider-II licence 

111 Mi s TCS was primarily engaged to suggest ho\\ the Company should pos1t1on itself 
in the Telecom Business. As regards. the re\ enue and gro'' th of business, M s 
KPMG was subsequently engaged to dra'' the detailed business plan and their 
projection would be more relevant to make an) comparisons of actual with projected 
re\enues for delayed completion of Phase I 

The reply of the Management is not tenable because. 

1. Absence of DPR indicated lack of proper planning in going ahead with the project 

11 Delay in getting ROUs was in addition to the Company's own dela~·s as pomted out 
abo\e. 

111 The delay in the receipt of Infrastructure Pro\ 1der - Il Licence ''as due to clause 21 
inserted by the Company (September 2000) in its Memorandum and Articles of 
Association which was not in conform it) "1th the Indian Telegraph Act 1885 Further 
the delay in obtaining the licence also resulted in delay in gelling ROUs because 
ROU clearance was linked \Yi th issuance of licence. 

1\ The Company decided to execute Phase I of the project based on the report of the 
consultants M/s TCS and at that time M/s KPMG had not been engaged 

6. 5. 2 Loss of revenue due to delayed completimr of Plrase lf A Project 

M/s TCS recommended that the work of Phase-II be taken up by end 2000 and completed 
by mid-2001. The Company decided to take up Phase ll in two parts llA and 118 Phase 
llA mainly involved connecting Vadodara-V1jaipur through upgradation of HBJ and 
GREP pipelines to complete a ring for rehab1hty of network. While Phase-I "·ork ''as 111 

progress, the Company decided (February 200 I) to take up Phase-HA and complete 1t b) 
February 2002 (revised to May 2002) at an estimated cost of Rs. 99 W crore. Phase- II A 
was completed (December 2003) at a cost of Rs 87 22 crore. \\·ith delay of 19 months for 
the reasons indicated below: 

The work of laying of OFC scheduled to be awarded in O\'ember 200 I was actual I) 
awarded in March 2002 

11 The Company included the respons1b1hty of obtaining ROU penrnss1ons from 
authorities as well as payment of restoration charges in the scope of the work or 
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contractors. The contractors did not deposit the restorati0n charges timely resulting 
in delay in obtaining the ROU permissions and the contracts had to be terminated 
and re-awarded. In Phase I, the Company itself arranged ROUs and the phase \\'as 
delayed by nine months as against 19 months in Phase II A. 

The Management stated (November 2005 December 2005) that 

1. th e delay in release of order for laying work was due to receip t of 45 bids \\'hich 
resulted in long time for bid analysis. The bid qualification criteria had subsequen tly 
been made more stringent in Phase II 8 and many modifications in the con tract and 
purchase procedure were introduced to reduce the ordering cycle. 

11 The contractors to whom the incomplete \\'Ork was off loaded did not face difficulty 
in discharging thei r respons ibil ity relating to ROU permission in the1r scope. 
Similarly in Phase IIB, all contractors had ROU permiss ion in their scope and no 
"ork was delayed inordinately. 

111 There was no loss of business opportun ity and not a single order was lost The 
Company bagged the first order as early as June 200 I . The inadequacy in the 
network was addressed by band\\'idth S\\'ap \\'ith Rail Tel at an expenditure of Rs. 74 
lakh. 

The rep ly is not tenable because 

1. Deficiency in the contract and purchase procedure (including absence of dedicated 
contract & procurement and finance personnel in different working groups, non
preparalion of DPR and development of appropriate bid qualification cri te ria) shows 
lack of proper planning before taking up the work 

11 The scope of work of the contractors to \\horn the incomplete work of the original 
contractor (Mis Supreme Telecom) was omoaded was curtailed as they were not 
required to pay restoration charges lo obtain ROU permission. Phase JIB was also 
delayed by I 2 months. 

1i1. M/s Bharti Telesonic. a customer had asked for the capacity of I 0 EI "' (20 Mbps) on 
Delhi-Vijaipur route, 10 El on Delhi-Jaipur, 20 El for Delhi-Rajkot-Jamnagar by 
January 200 I, which the Company could not provide due to delayed completion of 
network. The connectivity on Delhi-Vijaipur to Bharti Telesonic was provided 1n June 
200 I and on Delhi-Mumbai in June 2002. The delay in completion of net\\'ork thus 
resulted in loss of business lo the Company during January 2001 to June 2001 . The 
Company also incurred an ad di tional expenditure of Rs. 74 lakh for inadequacy in the 
net\\ork. 

Thus, delay in award of \\'Or ks and including payment of restoration charges for obtaining 
permission for ROU in th e scope of \\'Ork of th e contractors resulted in delay in project 
and consequent loss ofre\'enue of Rs.270.12 crore for the period June 2002 to December 
2003 based on the projections made by TCS 

.. I E/=2Mhps 
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6. 5.3 Decision for impleme11ti11g P/w!}e 11 JJ without co11.\·ideri11g actual performance 

in earlier phase.'i 

The Compan~ appointed (March 200 I) M/s K.Pl\IG to prom.le consultanc~ sen ices for 
detailed business plan for GAIL Tel , financial feas1b1ht~. operations & e:-.;pans1on 
strateg) along" 1th reYised pncing strategy for Phase I and Phase 11 '1/s KPMG 
submitted their reports during May 200 I to Januar: 2002 

Mis KPMG projected a re\'enue of Rs 8 30 crore for the year 2001-02 for the project after 
completion of Phase IIB which ma111ly 1n\'Ol\'ed upgradation of Vijaipur-Kanpu1 and 
creation of an alternate path to GREP It ''as. ho\\·e,·er. noticed that as against the 
projected net re' enue of Rs. 8 30 crore for 2001-02. the actual re\'enue earned by the 
Company dunng April 200 l to December 200 l (1nclud111g adrnnce billed for the quarter 
October-December 200 I) \\as onl~ Rs. I 29 crorc The Company did not consider the 
actual re\ enue earned vis-a-\ 1s the KP 1G proJcct1 ons at the time of dec1d111g ( 0\ ember 
2001) lo proceed \\1th the Phase 118 at a cost of Rs l)9 30 crore. 

The Management stated (No' ember 2005/Decembcr 2005) that 

1. The deliberation by Board of Directors on the actual reali1.at1on not matchmg 
KPMG ·s projection 111 the 1111tial penod \\as not warranted because 1111t1al 
e:-.;perience of few months could not ha' e been so significant as to 111nuence a 
major decision of going ahead \\1th Phase 118. 

11. Phase IIB was a complementation or Phase ll A in the sense that only Phase IIB 
completion would lead to the completion of redundancy in the Delhi-Mumbai 
route As such the project could not ha' e been left incomplete after Phase II A 

The reply of th e Management 1s not tenable as the Company went ahead " ·1th the prOJCCl 
without deliberating on further remedial steps required to be taken before committmg 
funds for the ne:-.;t stage "hen the actual re\ enuc earned \\·as onl> one fifth of the 
projections 

6. 5 . ./ Delayed execution of Phase I /IJ of the Project 

Phase II B of the GAIL-Tel Project estimated to cost Rs 99 30 crore \\US scheduled to be 
completed 111 December 2002 but "as actually completed 111 December 2003 at a cost of 
Rs. 79. 15 crore. Audit noti ced the followmg reasons for the delay: 

1. The Company invited bids for OFC purchase in April 2002 but due to time taken 
in tender processing the work \\as awarded 111 October 2002 as against the 
schedule of June 2002, resulting in delay of fou r months. 

11 . The order of procurement of HOPE duct \\as schedu led to be a\\'arded 111 June 
2002 but \\'as actually placed 111 August 2002 The supply of the HOPE duct \\as 
completed m March 2003 as against the target date of October 2002 The delay m 
completion of work ''as due to dela~ on the part of the Company to suppl> 
granules for duct, supply of the bank guarantee format and issue of Form-31 to 
the contractor apart from the delay on the part of contractor. 

111. The work of laying of OFC ,,·as scheduled to be a\\arded in Jul~ 2002 but \\as 
actually a\\arded in October 2002 The la~ mg of OFC \\Ork \\aS planned to be 
completed by January 2003. "hereas 11 \\'as actually completed in December 2003 
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(except some minor works) for the following reasons mainly attributable to the 
Company: 

• Delay of seven months (after issue of otice Inviting Tenders for the work of 
laying of HOPE duct and OFC) in signing of agreement to lay network by the 
Company with Government of Maharashtra, 

• Delay of up to 39 days in paying fees or bank guaran tees to authorities for 
ob taining ROU/ROW"' clearance 

• Delay in issue of the OFC/HDPE duct to the contractors. 

• Delay in finalization of nodes by 143 days. 

1v. The order of telecom equipment \\'as scheduled lo be a\\'arded in August 2002 but 
it \\'as actually placed in March 2003. The supply of the equipment was completed 
in May 2005 as against the scheduled date of February 2003. 

The Management stated (November 2005) that : 

1. The delay in the project to some extent was caused by delay in placement of 
order. The Company had ta!..en many initiatives such as independent and 
dedicated staff in the Contract & Procurement and Finance \\'Orking groups (July 
2004) in order to reduce the ordering cycle. As a result the Company had 
succeeded in completing the tendering and award process of Phase Ill in 49 days. 

11. There were other reasons which led to the delay in completion of Duct/OFC 
laying works, such as hiring of node accommodati ons and signing of agreement 
with State Government. These were not entirely due to reasons attributable to the 
Company but were attribu table to availability in market and priorities of State 
Government. 

The reply of the Management is not tenable because: 

1. There were internal delays in the system of placement of orders. 

11. Despite facing tender processing delays in Phase IIA during ovember 2001 to 
March 2002, the Company allocated the strength of Contract and Procurement 
and Finance working groups exclusively for Telecom work only in July 2004 after 
completing Phase II B in December 2003. 

111. Despite the completion schedule approved by the Board of Directors and also the 
problems faced during the implementation of Phase I & IIA project work, the 
Company did not initiate the project work for Phase JIB in time. 

1v. Signing of agreement wi th Government of Maharashtra \\'as delayed by the 
Company. After issue of notice inviting tenders for the work of laying the ducts 
(March 2002) the Company requested Government of Maharashtra for agreement 
after seven months in October 2002 which was signed within two months 
(December 2002) 

~Right of Use/Ri1:ht of Way 
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On account of delays in completion of the Phase 118 the Company suffered a loss of 
revenue of Rs. 113 .90 crore dunng January 2003 to December 2003 as projected by 1 s 
KPMG. 

6. 5. 5 Payment of Rs. 1.80 crore to Mis TC1L for co11.\·tructio11 management without 
comme11s11rate benefits 

The \\Ork of engineering consultancy sen ·ices including supen ision fo r Phase-II A of 
GAIL-Tel Project was awarded (Febru ary 2002) to Telecommunicat1on India L1m1ted. 
New Delhi (TCIL) on single nomination basis \\'ith the approval of Executive Purchase 
Committee of the Company for Rs. 2.50 crore (Sen ice Tax extra) 

After issuance or the letter or award to TCLL the Company modified the scope of contract 
from construction supervision to construction management and increased the fees by an 
amount or Rs. 1.80 crore (Serrtce tax extra). Tl11S \\'as done to ensure total respons1b1hty 
of construction management by TCIL to achte\'e completion targets and minim1Le 
problem in coordination, ensure smooth and ltmely completion or construction acll\ ities 
by contractors and prompt decision making at site including those related to any 
contingency measures. 

It was obser\'ed that the \\'Ork for laying of HOPE duct was a\\arded to six contractors 
(March 2002) with a scheduled completion date of September 2002. The contractors 
could not complete their work as per schedule The wo rks awarded to three contractors 
had to be terminated by the Company due to non-starting or the\\ ork or non-completion 
of the work with in scheduled or extended time and the left over works \\'ere awarded to 
other parties. The works were actually completed by the contractors in December 2003 

Thus, TCIL cou ld not manage the work\\ ith the contractors or other concerned agencies 
for timely completion or the Project as per schedule. 

The Management stated ( ovember 2005/ December 2005) that Phase-IIA project got 
delayed main ly due to poor performance of the contractors which was beyond the control 
of TCIL and the Company. The project management role was played by TCIL and 
progress of works was continuously monitored by them for which extra fees of Rs.1.8 
crore ''as paid to them 

The rep ly of the Management is not tenable because the additional payment or Rs 1.80 
crore was made to TCIL with a view to entrust total responsibility of construction 
management to them and ensure timely completion of construction activ1t1es b~ 

contractors. TCIL was not able to minim tLe the problem or coordination, smooth and 
timely completion of construction acti\lties ''ith contractors. The payment of the 
additional fees or Rs.1.80 crore to TCIL fo r construction management work could not 
produce the desired results 

6. 6. Dei•elopment of excess capacity ;,, tile network 

6. 6.1 Excess capacity due to procurement of ltiglt capacity D WDMs 

For developing the GAIL-Tel network the Company procured Telecom system from 
Nortel, Smgapore (for Phase-I and Phase-II-A) and from M/s Fibcom India (for Phase
llB). The Telecom system comprised four t~·pes of DWDM+s and three types of 

.. DWDM ( I cha1111el)= JO (,"hp5 
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STMs• . By using DWDM/STM equipment. the Company created a nel\\Ori. hm ing 
designed capaci ty of up lo 160 Gbps Out of this, the capacity installed was only I 0 Gbps 
and the capaci ty acti\'aled \\as 2.5 Gbps (2500 Mbps•) (September 2005). It \\aS noticed 
1n audit that the Company did not utili1.e (March 2005 and September 2005) e\ en the 
acl1\'ated capacity of 2500 Mb ps, indicating that the high capacity equipment \\ere not 
fruitfully utilized. 

Further scrutiny of the capacity sold in EI s/DS3 • /ST Ms (September 2005) revealed that 
111 one link the Company sold the capaci ty to the maximum of one STM- 1, in four links 
the capacity so ld ranged between one DS3 to two DS3 and in other 162 cases the 
Company sold the capacity ranging between one EI to 23 EI s 

Thus the capacity so far utili1.ed fo r commercial usage and cap Li\ e usage by the Company 
ne\'er exceeded the capacity of STM-16 and the expenditure on DWDMs 'aluing 
Rs 36 66 crore incurred by the Company could not be fruitfully uttl11ed 

The Management stated (No\ ember 2005 December 2005) that 

1. the system as designed and installed \\"aS on the basis of esl1mal1on of traffic 
projections. On the basis of the projections from the Consultants and marl.el, 1l 
was considered reasonable lo go for a DWDM system imtially equipped for 2.5 
Gbps capacity (equivalent Lo STM- 16) and upgradable to I 0 Gbps wi th minimum 
expenditure, the ultimate capacity being I GO Gbps. 

11. The network capacity had to be determined from the maximum aggregated traffic 
no wing in any leg. Right from the 'ery beginning, the aggregated traffic (actual 
and projection) \\'as more than STM-4. In the Gas Rehabilitation and Expansion 
Project (GRE P) pipeline secti on , there was the need to enhance capacity beyond 
STM-1 G (2.5 Gbps) lo cater to total requiremen t of commercial and captl\ e 
traffic. Therefore, the decision of ha\' ing a minimal DWDM- STM- 16 system \\'as 
quite correct and the installed capacity of the systems ''as necessary for the 
amo unt of traffic lo be handled. 

111 The investment was made for capacity of only 2.5 Gbps and not for I 0 Gbps or 
160 Gbps. 

The reply of the Management is not acceptable because: 

1. Out of the activated capacity of 2.5 Gbps the Company was able lo util i1.e only 
209 J Mbps (2.09 l Gbps) (March 2005) and 2256 Mbps (2.256 Gbps) (Sep tember 
2005). 

11. Even in GREP li nk, the total traffic ranged between the capacity of STM - 4 and 
STM-1 G from December 2003 lo December 2005. The actual total traffic in 
December 2005 in GREP li nk was only 13.2 STM-1. 

111. With the present business scenario 11 might not be possible for the Company to 
utilit:e even the installed capacity of l 0 Gbps whereas the system ''as designed 
for a capaci ty of 160 Gbps. 

' S 'JM-1 (155 Mbps) , STM-4 (622 Mbp.1~ a11 tl STM- 16 (2.5 Gbps) 
" Mega bytes per secon d 
• DSJ= 45Mbps 
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t\ The DWDM system had a pro' 1s1on for handling the capactl) of I 0 Gbps per 
channel and I GO Gbps Ill all ror '' h1ch the Company had already made an 
1m estment of Rs 36 o(i crore 

Thus. the GAIL-Tel nel\\orl,. \\as de,eloped \\Ith high capacity equipment (DWDl\.l s) at 
a cost of Rs 3o (j(j crorc but ''ere not r1u1trull: uttl11ed 

6.6.2 Avoidable exp enditure 011 proc11re111e11t <f2./ core Optical Fibre Cable 

For the pu rpose of creatmg the GAIL-Tel nel\\Ork the Company procureu OFC anu othe1 
equipment The Company purchased OFC for (1-l·Hl l,.111 (5250 l,.m or24 core and 1190 l,.m 
or 12 core) during the penod December 2000 to '\!o\ ember 2002 

Out or 12 or 24 core OFC laid m the nel\\ Or"-. the Company used (December 2004) on!~ 
four to eight fibers for both commercial and capt I\ e usage. E\ en \\1th a I 00 pu n 111 

bacl,.up for the fibres 1n use 1 e fore\ er: pa tr or fibre used for crcatmg the net\\ ork one 
add1ttonal pair kept as standby. the spare fibres a\ atlablc all across the net\\Ork rangeu 
bet\\een four to lo (except GREP route \\here the Company had onl~ SI'\ fibre net\\ Orl,.) 
The Company had thus laid e-.;cess core OFC \\htch ''as not uttl1sed The C'ompan~ could 
ha' e sa' ed Rs 11.48 crore 1r 1t had procured on l~ 12 core OFC 

The l\. lanagement in their reply (No\ ember 2005) stated that 

1. Though at that point of time 1.e. four years earlier, the di!Tcrencc 111 cost \\as more 
significant, in the present scenario. the cost or the OFC. duct and equipment had 
significantly got reduced The cost d1ffercnt1al bet\\een 12 fibre to 24 libre \\aS 
only Rs.7 per meter at present ''ith sa' mg to the extent of not more than Rs 2 to 3 
crore. 

11 umber of fibers required along the trunl,. route might' ar: from t\\O to eight m 
different sections Constdenng that some fibres \\'Clll bad and became um\orth~ or 
use. 12 fibre should be necessar: for capt1\ e use. 

111 E-.;plo1tation of the cable mfrastructure applications ltl,.e lease of fibre (\\htch 
could fe tch handsome returns) \\Ould on l~ be possible through a higher cable s11e 
than 12 fibre. 

I\ It \\aS the pre\atl111g practice or all operators includ ing probabl) 13SNL anu Oil 
and Gas sector to lay OFC of minimum 24 fibres. 

The reply or the Management 1s not tenable as 

at the time of procunng the cable (October /November 2002) for the net\\Orl,. 
there was a difference or Rs 2 1 88 per metre bet\\een the rates of the 12 fibre and 
2-l fibre OFC 

11 the Company "htle ta!,. mg a dec1s1on to obtain In frastructure Pro\ ider-1 l1ccnsc 
(December 2004) noted that 1t had I (i spare fibers in more than 3700 l,.m or 
nel\\Orl,. laid along the h1gh\\ays and up to eight spare fibers Ill the spur routes 
(approximate!) I 000 l,.m) This 111d1catcd that the Company'' as us mg eight fibres 
in 24 fib re and four fibers in 12 fibre ore 

111 The Company had not so far (NO\ ember 2005) leased its fibre 

I\ Indian Oil Corporation had also late.I ore up to a ma'\lmum or 12 fibres for Its 
pipelines commurncat1on and SCAD:\ 
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Thus, expenditure of Rs. l l.48 crore on the procurement of 24 fibre OFC was avoidable. 

6. 6. 3 Wasteful expenditure on laying of Second (spare) duct 

The Company decided (December 2000) to lay a spare duct to 

1. enable laying of higher grade OFC in future without disturbing existing system. 

11 avai l optimum utility of the trenching work which had a significant cost element 
(30 per cent of the project cost) and 

111. improve the reliability of the system in case of interruption due to cable failure. 

The Company laid a spare duct on the 5600 Km network at a cost of Rs.12. 99 crore 
(December 200 l to March 2003) 

It was, however, noticed that the second duct was not utilized till November 2005 by the 
Company as the need did not arise due to a\'ailability of four to sixteen spare fibres out of 
the OFC laid in the first duct. Accordingly, in \'iew of the spare fiber availability the 
chances of utilization of second duct laid at a cost of Rs. l 2. 99 crore were remote and the 
expenditure or Rs.12. 99 crore incurred on laying of spare duct was not gainfully utilised. 

The Management stated (November 2005 /December 2005) that 

1. There was no plan to use second duct but under IP-I license the duct might be 
required to be used in the fu ture. It could be leased out or sold at profit. 

11. At any time in future the second duct might need to be used when the main duct 
or OFC therein became unserviceab le. The Company already faced such a 
situation in Delhi -Meerut sec tion when OFC became fau lty and the main duel was 
unserv iceable because of sludge. New OFC was blown in the affected section and 
traffic lo customer was res tored. 

The reply of the Management is not tenable because 

1. After obtaining IP-I license (June 2005) the Company was not able to execute any 
business under this license (November 2005) and nor did it have any future plan 
to use the second duct. 

11. The incident indicated by the Management was an isolated incident that did not 
justify the investment of Rs 12.99 crore over the second duct. The affected section 
could be replaced to recti fy the defect instead of laying a spare duct on the entire 
network. 

6. 7 Operational Performance 

6. 7. I Performa11ce analysis vis-a-vis targets for sales and revenue 

The position of business undertaken by the Company vis-a-vis the projections made by 
the consultant KPMG and internal targets of the Company during the last four years 
ended March 2005 were as uQder: 

. 
Canacin- Sales (Mbns Sales re\'enue <Rs. in Crore) 

Year 2001-02 2002-03 2003-04 2004-05 2001-02 2002-03 2003-04 2004-05 

KPMG Targets 650 13 16 2369 3453 9.8 87.80 122.60 149 20 
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Company's . 1550 1772 21 07 3.5 29 .50 28.50 35.22 

Internal Targets 

Actual 20 627 1149 1347 1.83 11.71 20.51 1 8 .9~ 

Percent o f Actual vis· J 07 -17.6.t 48 50 39 18 .67 133] 16 .72 12 68 
a-vis Kl'MG 
Projected Targets 

Percent of Actual . .io ..i5 (1..t 84 6] 9 52.28 ] 9 69 71 96 53 71 
vis·a·\1s Company's 
Internal Targets I 
Pro lit Loss ( · ) 1.00 0.99 (· ) 9.02 (·) I ..t 3 

From the abo\'e, it was obser\'ed that: 

1. The Company could neither achie\'e the KPMG targets nor its O\rn internal targets 
in terms of capacity sales and sales re\'enue during any of the las t four years 
ended March 2005. 

11. Financial performance of GAIL-Tel \\'as not satisfactory during 2003-04 as the 
Company suffered a loss of Rs.9.02 crore. 

The main reasons for decline in losses during 2004-05 were: 

1. rationalization and transfer of the GAIL-Tel business assets \'aluing Rs.203.63 
crore to Company's_gas business and 

11. apportionment of common expenditure on O&M in GAIL-Tel business and other 
business segments in the rati o of usage of OfC with effect from Apri l 2004 \\hich 
was earlier apportioned between GAIL-Tel and other businesses in equal ratio 

Even after rationalization, there were losses from GAIL-Tel business amounting Rs. I 43 
crore during 2004-05 and Rs.0.57 crore (dunng 2005-06 upto September 2005). Audit 
observations on rationalization of accounting are separately dealt \\·ith in Para 6 8 I 
below. 

The Management stated (No,·ember 2005/December 2005) that : 

1. th ey had set targets based on the net\\'ork readiness, prevailing competition and 
the available manpower in the region 

11. The slippage was due to delay in launch of services by cellular service pro' 1ders 
in new circles, Bharti and VSNL \\ere building their O\\TI OFC network for 
meeting captiYe requirements, delay 111 receipt of permission by the customers 
from BSNL to load capacity in the Company's network, reYersal of Government 
decision to grant National Long Distance licence to Mahanagar Telephone 1gam 
Limited. 

The reply of the Management is not tenable because: 

1. despi te fixing of internal targets keeping in consideration various fac tors as stated 
above, the Company\\ as not able to achie,·e them. 

11. Reasons for non-achieyement of targets c1 led by the Company are factors faced in 
a dynamic business scenario and need to be addressed by app ropriate strategic 
planning. 

87 



Report No. 8 o/2006 

6. 7. 2 Zo11e/Accou11ti11g unit-wise performance of GA/ L Tel b11si11eH 

The pos111on of business e:\ecuted by 1.ones accounting uni ts during the last three ) ears 
ended March 2005 \\ as as under -

Actual Targets -Year Zone/ Ca pacity Re,·enue Capacity Re\ cnuc St:1ff 
Accounting Sold earned (Mbps) (in crorc) dcplll) Cd 
unit (M bp~) (in crore) -

2002-03 No1da 286.664 5.53 600 - 6 
Mumbai 267 640 6.05 600 - 2 -- -
Buro<la 72 704 I 0. 34 350 - I - -

I Total 627.008 11.92 1550 - 9 -
I I 

I- ---2(XJ\-04 , Noida 260.352 I ..J 69 678 9 20 7 --
I Mumb:.11 730 592 13 55 777 11 54 2 -I Baroda I 57 .888 2 16 31 7 4 8 1 I - -I Total 1148.832 I 20.40 1772 28.55 Ill - -

I -2CXM-05 I No1da 530 0 12 5 25 887 14 82 8 
Mumbai 381 048 I 9.03 694 11 60 1 - -

435 904 I Bu rod a 4 21 526 8 80 I 

r Total 1346.964 I 18.49 2107 35.22 14 -
IL " as observed that · 

either the capacity nor the sales revenue targets were ach1e\'ed by any accounti ng 
unit (except Mumbai \\'here re\'enue target was achieved during 2003-04) 

11 Further analysis disclosed that during 2004-05 the zonal offices at Hyderabad, 
Chenna1 and Bangalore did no business Chandigarh and Bhopal 1onal offices so ld 
capacity of 2 Mbps only and the re\ enue earned was only Rs 0 13 lal..h and Rs 7 00 
lal..h respeclt\'ely against the target of Rs 82 lakh and Rs I 00 crore respectn el) 

111 Three Marketing Officers deployed at Chandigarh, Chennai and Bangalore could not 
e:\ecute any business fo r GAIL-Tel as such the expenditure of about Rs 49 Jal..h on 
account of staff cost prO\ ed unfruitful 

t\ Further the following marketing constraints \\'ere intimated to Audit (July 2005 to 
O\'ember 2005) by the zonal offices: 

• The Company's OFC network was arnilable in the outskirts and not within the 
major cit ies like Hyderabad , Vijayawada and Visakhapatnam. The Company had 
limi ted coverage of Western Madhya Pradesh and Rajas than. 

• o presence of the Company's network in cities like Kola, Ganganagar, 
Jai salmer, Bikaner, Barmer, Bhilwara, Hanumangarh, Dholpur, Karaul1 Mohall, 
Panchkula, Yamuna Nagar, Rewari , Baddi which had good business poten11al 

• Competitors ltke Bharti, VS L, BS L, Shyam Telelink, Reliance and RAIL-Tel 
were already having thei r presence in most of the cities 

• There was non-availabil ity of ring network in Thane-Pune-Solapur section of 
Maharashtra region, Delhi-Chandigarh net\\'ork, Andhra Pradesh region, Bhopal, 
Indore and G\\ altor 111 Madhya Pradesh 

The Management stated (No\ ember 2005/December 2005) that 
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the Marketing Officers at Chandigarh. Chenna1 and Bangalore had been deplo) ed 
for other jobs h\..e Gas Polymer lar\..etmg. MIS, IT. getting Band\\tdth 
connecti\ ity. The Chandigarh Zonal orticc Ill 2005-06 had acquired busmess or 
more than 30 EI s ((>0 Mbps) The onicers at Chenna1 and Bangalore Zonal 
Offices \\'ere doing the preparatory \\ ork tn \IC\\ or the Southern e~pansion 

11. There was delay in completion or Phase I & 11 network and the Company lost the 
first mo\'er ad\'antage Further the Compan: \\as a ne\\ entrant in the fi eld The 
telecom operators \\ho \\ere ta\..tng bu! k capacity had built their O\\n net\\ ork 
The glut in Band\\ 1dth mar\.. et led to rall 111 demand. 

111 Addressing the shortcommgs in ncl\\ Ork such as pomt of presence in outskirts. 
!meanly of network absence ofncl\\Or!.. \\HS a contmuing process 

The reply of the Management indicated that dela) s 111 execution of projects had affec ted 
the Company's business and the Compan) ·s nCt\\Ork \\as not yet broad-based enough to 

meet the market requirements 

6. 8. Accou11ti11g and co11trol a.\pects 

6. 8. I Ratio11alizatio11 of telecom assets and related expe11.'\es 

Based on the recommendations or consultants ~ 1/s Mckinsey. the Company decided 
(Apnl 2005) to rat1onali1e GAIL-Tel assets and related expenses bet\\een GAIL-Tel and 
other segments of the Company on the basis of usage\\ 1th retrospeclt\ e effect rrom Apnl 
2004 \\hi ch had the follo\\·ing sal 1ent features -

1. All DWDM equipment \\ere booked 111 GAIL-Tel. 

11 All assets (OFC net\\or\.. and equipment up to STM 16) along the gas p1pel111es 
and linkages\\ 1th Company's offices\\ ere booked in Gas/LPG business 

111. Common expenses related to the assets and their mamtenance \\ere booked in the 
Gas LPG and GAIL-Tel busmess Ill the ratio of fibres allocated (5 I) on the basis 

of technical estimates 

t\ Accordmgly. the Compa.t1) segregated the total assets of GAIL-Tel \ alu111g 
Rs 262 95 crore as on Apnl 2004 11110 Gas Business of Rs 203 <>3 crore and 
GAIL-Tel Business of Rs 59 32 crore The expenses of the Gail Tel \\ ere al so 

accordingly segregated 

It \\as obser\'ed th at: 

1. The allocation and raltonali1.ation of assets and expenditure was done by the 
Company with an obJect1vc or re-aligrnng the telecom assets and expenditure 
between gas busmess and GAIL Tel based on actual usage pattern so that the 
respeclt\'e bus mess segments re0ected the true and fair\ iC\\ of their pcrformanCt.! 
At the time of allocallon. the Compan) noted that the actual usage bel\\CCn gas 
business and GAIL-Tel \\US 7· I 3 (1 e O 54 I) but 11 allocated the assets in the rallo 
of 203 63 . 59.32 (1 e 3 43 I) due to allocatton of high capactl) equipment to gas 

bus mess 

11 The actual capactl) usage for captt\ c purposes on rnrious lin\..s ranged bet\\Cen I 
EI to 16 EI s (32 Mbps) (September 2005) winch could ha\ e been met b) Tl\!- I 
( I SS Mbps) a.11d did not require high capacity equipment lt\..e STM-4 ((j22 I\ I bps) 

89 



Report N o. 8 of 2006 

or STM-1 6 (2.5 Gbps). Thus, the Company allocated high capacity equipment 
(STM-4/STM-1 6) to gas business \\here these were not required . 

111 . Network created fo r linking the Company offi ces, also formed part of GAIL-Tel 
business project because the network was created for marketing GAIL-Tel 
business and earning revenue. The Company's offices did not requi re high 
capacity equipment for linking. 

n·. The Company was utilizing fou r to eight fibres (including standby) (December 
2004) OFC both for captive as \\'e ll as commercial usage. Accordingly, the 
allocation of 20 fibres for gas business out of total 24 fibres was not justified as 
these were not being used there 

The Management stated ( ovember 2005) that' 

Even before the Company's entry in telecom business, OFC \\'ith six fibers in 
GREP and subsequently 12 fi bers in Jamnagar-Loni Pipeline had been used for 
networks for entirely cap tive use by the Company. As per the practice follo,,·ed in 
oil sector, 24 fibres OFC \\'ere used in .new pipelines after Jamnagar-Loni 
Pipeline. The cable size would be 24 fibers notwithstanding any consideration of 
its use only for the Company's internal applications or dual use (internal and 
business). 

11. Even in Jamnagar Loni Pipeline, which was established much earlier to the entry 
of the Company in telecom business, STM-1 G equipment were used to meet 
increasing possibi lities of new appl icati ons like video conferencing, and ERP 
applications. 

111. Based on allocation as suggested by Audit the loss would be Rs.20. 77 crore as on 
March 2005. 

The justification given by the Management \\'as not tenable because: 

1. For the purpose of captive usage. the requirement of 24 fibres OFC and high 
capacity equipment lik.e STM-1 6 was not necessary as even before going for 
telecom business the Company" as meeting its requirements in the case of GREP 
with six fibres OFC and microwave system. The high capacity STMs/DWDMs 
were required keeping in view the projected business of the GAIL Tel and not for 
captive usage. Even after implementation of video conferencing fo r all offices and 
the Enterprise Resource Planning system (August 2005), the actual capacity usage 
for captive purposes for any link did not exceed STM-1 (September 2005). 
Accordingly, allocation of tclecom assets like STM-4/STM-l 6 to gas business 
appeared to be without adequate justification. 

11. Installation of STM-1 6 with 12 fibers OFC on Jamnagar Loni Pipeline created 
high capacity on the pipeline which had not been utilized (September 2005) 

111. Indian Oil Corporation Limited had also installed only STM-1 /STM-4 for their 
pipelines with 12 core OFC f0r moni toring and communication systems. 

6. 8.2 Doubtful recovery of outsta11di11g dues 

As of March 2005 debts of Rs. 1.21 crore were outstanding from six customers out of 
"h1ch five had closed the business lin ks \\'i th the Company as per detai ls below: 
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-
S.No. Name of the party Debts outstanding Date of closures of 

(March 2005) (Rs. in Jinks 
lakh) 

I. VSNL 51 90 Not closed 

2. D2V 7 75 01 09 2003 

3. Data Access 58 37 14 I 2 2004 -

4. faatt net I 51 13 . I 2.2004 

5 Em sons 0 05 01 .0 1 2004 

6 KYM I 33 04 11 2004 ...__. - -

Total 120. 91 
~ 

IL ''as noticed that 

Out of fi, e customers ''ho had stopped busmess terms \\'ith the Company, the 
dues of three customers (Data Access, faatt net and D2V) \\ere under lttigat1on, 
one customer (Emsons) ref used lo pa) and one customer (KYM) had '' 1thheld the 
payment due to their financial problems 

11. An amount of Rs.51.90 lakh \\US due to be reco\'ered from VSNL O\\lng to non
reconciliation of accounts by the Company ''1th them (November 2005). 

The Management stated (November 2005) that 

1. For the amount of Rs 69 0 I lakh remaining outstanding against fi,e customers 
pet1t1ons had already been filed in Telecom Disputes Settlement and Appellate 
Tribunal and their legal department '' as pursumg the cases 

11. Out of the total oulstandmg amount from VS L the Company accepted and 
treated Rs 29.62 la!..h as non-reco\erable Another Rs.19.90 la!..h \\as owing to 
do\\'nt1me mismatch and the data \\US to be reconciled \\ith VS L. The balance 
amount of Rs.2.38 lakh \\as fully reco\'erable from VSNL. 

On the facts accepted by the Management 1t 1s added that the Company \\US required to 
ob tain the monthly/quarterly adrance payments from the customers as per the agreed 
terms. The outstanding in these cases could ha\e been avoided by obtaining advance 
payments. 

6. 9 Co11clusio11s 

The Company was not able to achte\ e its targets from Telecom business even after 
making in\'estment of about Rs 263 crore on the de\ elopment of its 8494 kms OFC based 
networ!.. and 11 sufTered a loss of Rs 9 03 crore smce its entry till September 2005 
Further· -

The Company lost projected re\enue of Rs 44219 crore due to delayed 
implementation of rnnous phases of the project 

11. The Company commenced the project'' ithout DPR and implemented subsequent 
phase (Phase IIB) without considering the actual performance of the pre\'1ous 
phase. 
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11 1. There were internal delays in the processing of tenders and placement of orders. 

I\ The Company made investment of Rs.36.GG crore on high capacity DWDM 
equipment, Rs 11 48 crore on the high capacity OFC and Rs. 12. 99 crore on 
second duct without any fru itful use. 

v. The Company could not achieve targets in terms of capacity sales and re\ enue 
during any of the last fo ur years ended March 2005. 

The review was issued to the Ministry in January 2006; its reply was awaited (February 
2006). 

CHAPTER: VII 

Oil and Natural Gas Corporation Limited 

Availability and Uti lisation of Critical Eq uipment of ofTshorc installations 

Highlights 

The system availability in all the assets 111 Mumbai Offshore was satis factory and there 
was an overall improvement in the last three years. However. equipment availab1lity ''as 
lo\\'er than the targets due to old aged equipment, maintenance related problems and 
absence of maintenance/replacement policy of equipment. 

(Para 7. 5) 

The Compa.'1y did not adhere to its plan of O\'erhaul/p reventi\'e main tenance leadmg to 
high nu mber of unplanned shutdowns and tripping of critical equipment. Deferment of 
production/revenue due to maintenance reasons amounted to Rs GI crore during 2003-04 
111 Mumbai High Asset. There'' as shortage of manpower and \\'a1tmg time for spares \\as 
more than the norm prescribed, reflectmg that due importance was not gi \ en to 
maintenance activitfos. Coordinated efforts \\'ere intensified recently to ensure timely 
completion of the maintenance \\'Ork and a replacement po licy for old aged equipment 
was also under finalisation 

(Para 7.6) 

There was under utilisation of criti cal equipment bu t the requirement of operatmg and 
standby critical equipment \\as not reassessed to ensure their optimum utilisation. The 
Company was working on hiring of 'Domain Expert ' to assess the condition of 
equipment and reassess the operational requirement in order to mmimise the operating 
cost. Turbine generators \\ ere operated on low load fac tors resultmg 111 higher rate of f uel 
gas consumption compared to norms prescribed by manufacturer and the Company had 
i111tiated a project study for improving the load facto r by an under-\\ater elec tric net\\ Orl-. 
and supply of excess power to the shore. Actual utilisation of crude oil handling and gas 
compression facility'' as also much belO\\ the installed capacity, except gas compression 
facility at leelam field \\here the Company flared gas worth of Rs 126.39 crore during 
1998 to 2005 for want of sufficient gas compression facility. 

(Para 7. 7) 
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Gist of recommendations: 

• Policy for rernmp111g, replacement of equipment should be completed urgent!~ to 
ensure the reliabilit~ of the system 

• O GC should folio\\' ong111al equ1ment manufacturer" s (OEM) norms for 
oYerhauling of cnllcal equipment pec1fic extension to O\erhaul schedules. 1f 
"arranted, should be spelt out clear!~ for ma1nta111ing the reliability of the system 
and for the longeYity of the eqwpmcnt Pre\ entativc Mamtcnance Schedule 
should be adhered to and monitored regularly to reduce the instances of 
unplanned shutdo\\n and tripping Documentation of the same should be ensured 
for reference Ul}d correct1\'e action 

• Opera1ional and Ma111tenance contracts for equipment ma111tenance should be 
resorted to only after cost-benefit analysis of outsourc111g v1s-a-v1.\· ii:i-house 
ma111tenance through add1t1onal man po" er • 

• Lead-time for procurement of mamtenance spares should be streamlined so as to 
a\ 01d delays 111 finalisation of purchase order and curtail do\\ nt1me of cnt1cal 

equipment. 

• The requirement of the equipment should be reassessed urgently so as to ensure 
their optimum utilisation and reduction 111 operating expenditure on the 
equipment. The Company should rnal-.e all efforts for utilisation of excess power 
capacity a\'ailable in Yarious assets. 

7. 1 J11troductiou 

7. 1. I Oil and Natural Gas Corporallon (ONGC) d1sco\'ered hydrocarbon in Mumbai 
offshore 111 1974 and started production m t\1umba1 High in 1976. Subsequently other 
"es tern offshore fields ''ere d 1sco' ered and production from these fields started bet" een 
1983 and 1999. 

7. 1. 2 0 GC's share of crude oil and natural gas production to the country's producllon 
for the last three years end111g 2004-05 \\as about 78 and 75 per cent respective!) Out of 
the total production of 0 GC. production of crude oil and natural gas from offshore 
field s dunng the same penod ,,·as about 68 and 76 per cent respecl1\ ely ma!-.mg 1t a 
s11eable portion of the countr: 's hydrocarbon production. 

7. 1.3 In Mumbai High Offshore there \\ere three fie lds (assets) in total viz. Mumbai 
High (Ml I), Neelam & Heera (N I I) and Basse111 & Satelli te (B&S) having total 12 
process complexes''', 25 production platforms• and five well-cum process platforms'" 
The maJor equipment mstalled on these offshore facili ties \\ere broadly classified b~ 

· /)etailr of l'llrio11s fields fl/Ill years in 11'/i ich pru1/11ctiu11 1tarte1/ is gil'e11 i11 A1111 exure- J 6 . 
.. Pruce:;:; Cump/exe.1· are thofe platfonm 11'/iere 11'1!11 f111itl1 from the co1111ectetl protl11ctio11 p latfonm are 

collected, processed anti 1·egregatetl in to crutle oil, 11at11ral g<Lr anti ll'llter. The crude oil 11111/ nall/ral 
gm ir then tran rn1ittetl thro11gh 1eparate trunk. /ine1 tanker tu 011.1/wre termi11al(r). In .\I/ell co111p/exe1 
tire water i11jectio11 anti lfri11g quarter facilities are alrn al'Uilahle. 

• Protl11ctio11 Platforms are tho1e platfomL\' ll'lrere 11'1.!ll jluim from all con11ectetl well1 are col/ectetl w11/ 
tr1111rportetl tlrrouglr jloll' li11e.1 to tire nearhy proceH platform for rcgregatio11 into crude oil, n11t11r11I 

g1L1 tmtl 11•ater. 
• We/1-rnm proce.l's platform i1 a protl11ctio11 ,·11111proce11 platform where 11'ell fluid i1 proce.Hed fro111 tire 

111111e platform con~tructetl 011 "ll'e/l 
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ONGC into two categories, viz., critical equipment and essential equipment. Critical 
equipment were those equipment, which directly contributed to oil and gas production 
and \\'ere meant for un-interrupted operation. Essen tial equipment were those equipment, 
which did not directly contribute to oil and gas production but \\'ere essential for 
supporting operations relati ng to it. The graphical presentation of a typical processing of 
\\'ell fluid at offshore process platform is given at Annexure-17. 

7. 1...I In the Mumbai Offshore of ONGC the category-wise total number of critical 
equipment as on 31 March 2005 and its functi on were as under: 

Table- I 
Cri tical equipment Function Total I 

population 
Turbine Generator (TG). Generate power to run the platform 42 
Process Gas Compressors Injection of lift gas and dispatch gas 38 
(PGC) I Booster Pumps to shore/ To increase the pressure of 
(BP)# gas from well head for transmission 

to shore terminal 
Main Oil Pumps/ Crude Dispatch oil to shore 34 
Transfer Pumps 
(MOLP/CTP), including 
condensate oil pump 
Main (Water) Injection Inject treated water into reservoir (s) 34 
Pumps (MIP), to boost oil production 
Sea Water Lift Pump Service pump for water injection 27 
(SWLP) and other utility 
Total (including 57 nos. 175 
as standby) 

# BP were installed at f3&S Asset so as to increase gas pressure 

7.2 Scope aud Objective of audit 

7.2. 1 The purpose of this performance audit \\'as to review the availability, maintenance 
and utilisation of critical equipment in Mumbai Offshore of ONGC covering the period 
of three years ending 31 March 2005. Audit was conducted during the period from May 
2005 to July 2005. 

7.2.2 Performance Audit was undertaken wi th the objective of examining the following 
issues with reference to essentiality of the critical equipment in the production of crude 
oil and natural gas. 

• The extent to \\'hich the ' system availability'+ and 'equipment availability ' • of 
critical equipment did not meet the targets and resulted in loss of crude/gas 
production . 

.. Tlte term 'system availability' of any critical equipment denoted 'availability of equipment (botlt 
operating and standby) f or uninterrupted flow of production '. 

• The term 'equipment availability' of any critical equipment denoted 'tlte availability of tit at particular 
equipment for operating purposes'. 
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• Whether there existed appropriate policies 111 regard to O\ erhaul 'ma111tenancc and 
replacement of cnt1cal equipment and ho\\ far the same ''ere efTectl\ ely 
implemented to bnng econom) and effic1enc) 111 production 

• The e:\tent of adherence of planned O\ crhaul maintenance and the impact or non
adherence 111 terms of tnpp111g, breal-.do\\11 premature failure of cnt1cal equipment 

• I lo\\ far the shortage of manpower and the dela~ 111 procurement of spares affected 
the mamtenance work and a\ atlabtl 1ty of cnt1cal equipment. 

• Whether the requirement of cnt1cal equipment \\US re\'1ewed reassessed for their 
optimum ullhsation and what \\as the e:\tent to ''h1ch there \\as under-uttl1sat1on of 
cnt1cal equipment resulting 111 mcreased operatmg cost 

7.3 A udit Criteria 

The ·s) stem a\ ailabiht_:, · and ·equipment a\ atlabtl1t_:, · of cnt1cal cqwpmcnt \\as 
exammed \\Ith reference to the target fi,cd b) the Compan_:, and analysis or the 
acl11e\ ement and shortfall \\as made so as to ascertam the reasons and 'en~' the action. 11' 
an). tal-.en during the penod of audit co' erage The e'\1stence of 'anous polices 'u 
O\ erhaultng. pre\ entail\ e mamtenance & replacement. and !Is 1mplementat1on \\ere 
generally exammed. Vanous Management Information S)stems/Reports and production 
pro Ii le \\ere also exammed for 'enlicat1on or ut1ltsat1on of cnt1cal equipment \\1th 
reference to the specific planned capacity 

7 . ./ Audit Methodology and Ack11owledge111e11t 

7 . .J. I A meeting was held \\Ith the Management representati' es (!\ larch 2005) for 
appnsmg the purpose of the Performance Audit and to understand the f unct1on111g and 
importance of cnt1cal equipment 111 offshore production act1\ 1t1es The month!~ 

performance and actn 11_:, reports of each asset for the last three ~ears conta111111g the 
equipment-\\ 1se data of a\ atlab1ht_:, under 'anous profiles \\'ere collected This data \\as 
fed manually m e:\cel slieets and mterrogated \\ 11h the help of CAAT (Computer Aided 
Audit Techmque) tool E:\cel b) \\a) of filtering the data from the month!~ reports The 
audit team also \'isited one of the offshore platforms for \\'itnessmg the runnmg of the 
cnt1cal equipment. understanding its funct1onmg. record maintenance and reportmg 
procedures The team scrut1111sed the records of repair/o' erhaul cases and 
1m est1gat1on/enquHy reports related to premature failures It also '1s1ted the Equipment 
Management Cell at Dehradun and discussed 'anous issues/polices relatmg to 
mamtenance acll\ ities of cnt1cal equipment The m-house Techmcal. Energy. Safety. 
Em 1ronmental and Internal Audit Reports. Agenda, 1mutes of Board of Directors and 
the mmutes of the meetings of the Executl\ e Committee of the Com pan) \\ere exam med 
and \\here,·er rele\ ant. the issues \\ere discussed \\Ith the Management representatl\ es 
The draft audit report contam111g the aud it obsen at1ons on \'arious issues \\'US 1ssutd to 
the Management in August 2005 The Management reply to the draft audit report "as 
recel\ ed 111 January 2006 and the draft audit report. mcorporating the 1anagement's 
'1e,,s thereon. was issued to the l\l1111stf) of Petroleum and atural Gas 111 Januaf)· 200Ci 

7 . ./. 2 Audit ad no\\ ledges the co-operation and assistance extended by all le\ els of 
Management at 'arious stages for t1mel) completion of the Performance Audit 
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7. 5. Audit findings on U l 1ailability of critical equipment 

7.5. I System availability of cntical equipment ''as of vital importance as the chain or 
equipment required for uninterrupted now or production needed to be in operating 
cond1t1on throughout the year. Whi le setting the production targets the system availability 
or 1 00 per cent was assured to the extent that the equipment down ume was less than 
equipment standby time Equipment a\'ailability was taken care or by the standby 
equi pment during the penod or its maintenance and repairs. Considering this philosophy, 
0 GC had set the target or I 00 per cent for system availability and 95 per cent for 
equipment availability. 

7. 5. 2 The following table indicates the O\ erall system and equipment availability or 
cnt1cal equipment or all three assets in Mumbai O!Tshore of ONGC for the last three 
years end ing March 2005 

Table -2 
(Figures in pe r cent) 

r Yea r I Target Mumbai High Neel am & Basse in & 

(Mii ) Heera Satellite 
(N H) <B&S) 

System EQ uip System I Eq ui1l System EQ uip System EQ ui p 

2002- 100 95 99.20 86. 18 97.75 A 99 50 A 

03 
2003- l CO 95 99.78 87 .37 99.80 92.4 100.00 86.40 
04 -
2004- 1 (;0 95 100.00 91 0 1 99 58 89.3 100.00 88 02 
05 I 

Source Co111pilatio11 1!( 1110111/il; data prowdecl b~ the Comptull 

It ma~ be seen from abo\e that in all the assets of 1umbai OfTshore there ''as O\ erall 
1mpro\ ement in system a\ ailab1ltty dunng the last three years. attaining the targeted le\'el 
or 100 per cent in MH and B&S by 2004-05 However, during 2002-03 and 2003-04 all 
the assets, except B&S in 2003-04, could not attain the system a\ ailability or I 00 per 
cent that adversely afTected production. The O\erall equipment ara1lability \\ as IO\\er 
than the target or 95 per cent in all the assets and showed a dO\\TI\\ard trend in NI I Asset 
dunng the last three years. 
The equipment-wise availability or critical equipment of each asset during the last two 
years was as given below· 

Table-3 

(Fi er· cent) 
Critical Mil NH B&S 
Equipmen t t 2003-04 

2003-04 2004-05 
2004-05 

2003-04 2004-05 

TG 9 1.47 97 16 92.5 88.2 87 26 81.12 

PGC 86.57 92 99 93 6 94. 1 99.79 97 24 

IOL 88.9 92 34 99 7 98.8 78 83 9 1 89 

MIP 77.85 84 27 81 9 99 6 * * 
SWLP 92.39 85 42 94 2 64.8 79 72 81 82 

• Equipment not mstallc<l 
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It may be seen from the abo\ e that the equipment a\ adabilit) during these two years'' as 
largely belO\\ the target of 95 per cent Ho,,·e , er. there ,,·as an overall 1mpro\'ement 111 

the equipment arndabili ty of cnucal equipment m 2004-05 in MH except 111 case of 
SWLP In 11 and B&S Assets. there was a mixed trend 111 the equipment a\ adab1hly 

For system a' ailab1hly. the Management of MH Asset slated (January 2006) that \\bile 
selling the production target the assumption of system a\ ailabi lity of nearly 100 per cent 
was considered as long as the estimated eq u1 pm en t down lime ''as less than the 
equipment standby provision. The Management of NI I Asset slated (January 2006) that 1f 
there were four equipment in a system and 11' run111ng of l\\'O equipment fulfilled the 
system availability e\'en though the other two equipment \\ere down. still the system 
a' ailabil1ty ''as I 00 per cent bul the equipment a\ ailabilit) ''as less. 

It ''as obsen ed 111 audit that the high system a\ ailabilit) could be ach1eYed either b) 
ma111laimng the targeted availabilil) of the eqwpment or b) pulling 111 higher than the 
required number of eqwpment 111 the production S) stem As discussed 111 subsequent para 
7 7. there ''as significant under util1sat1on of the a\ailable equipment. as compared to 
their m111imum operating run hours requirements This 111dicaled that the system 
arni lability \\·as maintained due lo existence or higher than the required number or 
equipment. ,,·h1ch, in tum, led to increased operating cost 

For IO\\ er equipment availability, the Management of MH and B&S Assets staled 
(January 2006) that 95 per cent equipment availability "as expected lo be ach1e\'ed by 
the year 2007-08. The Management of NI I Asset stated that equipment a\'ailability in NI I 
''as down due lo considerable lead-lime in procurement of spares and that maJOr capital 
overhauls of critical equipment ''ere taken 111 th e year 2004-05. The Management of B&S 
Asset also stated that most of the equipment \\ere outsourced from different companies 
and different places and equipment \\'ere 'ery old As a consequence. all the maJOr 
equipment \\'ere becoming due for maJor O\erhauhng It \\as predom111antly due to this 
reason that do\rn time of critical equipment had increased During the recent past there 
had been a change 111 process of procurement and h1nng of sen· ices as a consequence of 
1mplemcntal1on of SAP (System Application and Programming for data processing) 
system Once the system matured the spares procurement and the equipment do\\ n lime 
\\·ould be reduced In addition, lo ach1e\ e the target of 95 per cent equipment a\ adabilily 
111 future, an exhausli\'e plan had been made for replacement and O\'erhaul111g of 
equipment. 

Audit noticed non-adherence lo O\'erhaul and pre\'enlali\'e maintenance schedule of 
critical equipment, \\hich caused high tripping/unplanned shutdown/pre-mature failure of 
the equipment. The delay in procurement of spares and shortages of maintenance 
manpower further led lo high dO\rn time of equipment and consequent lower arnilabili ty 
of critical equipment There also did not exist any policy in regard lo maintenance/ 
re\ amping/replacement. though the Management had since initialed correct1\'e actions 111 
this regard, as discussed in the folio\\ mg paragraphs 

7. 6. All(/ it fimli11 gs 011 mai11te11a11ce activities 

7. 6. 1 Mai11te11a11ce Policies 

In 1999, 0 GC 111iliated Project IMPETUS (Implementing Maintenance & Procurement 
Efforts Through Upgraded System) as a resu lt of bench marking study conducted by M/s 
AT Kearney L1m1ted in 1998. The study recommended development of maintenance 
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policy, redesign of procurement process and implementation of redesigned maintenance 
practices/systems. The aim of the Project IMPETUS was to improve upon operational 
efficiency and asset utilisation. 

The overall objective of the maintenance policy was to provide a consistent set of 
guidelines in order to achieve superior operational effectiveness in terms of system 
availability, safety, equipment life and operating cost relative to production requirements. 
Project IMPETUS had been integrated with Project ICE (Information Consolidation for 
Efficiency) for ensuring organisation wide uniformity for maintenance and procurement 
for maintenance. The Maintenance Policy Module for specific Asset, Rig & Plant had 
been prepared and was being implemented in a phased manner. As the recently 
implemented IMPETUS was yet to stabilise, the effectiveness of the System could not be 
assessed in audit. Further, documented policies on the equipment of offshore installations 
were reported (October 2005) to be under preparation by constituting a special task force, 
the recommendations of which were still awaited. 

7. 6. 2 Replaceme11t policy 

Framing a policy for replacement of critical equipment was under consideration of the 
Management since 2002, when the issue of low availability of rotating equipment was 
discussed in Engineering Services Review meeting (November 2002). The entire 
maintenance activities were reviewed and an action plan was drawn up for replacement 
of equipment/floats for major assemblies. Approval of the Executive Committee was 
sought for procurement of floats/ replacement of equipment at an estimated cost of 
Rs.75.53 crore. Executive Committee desired (May 2004) that the criteria for 
replacement policy should consist of a ne.ed for replacement where average annual 
equipment availability was less than 75 1¥' cent, increase of fuel energy consumption 
was more than 30 per cent during the last three years and the expenditure on overhaul 
exceeded 50 pe.r cent of the estimated replacement cost. The replacement policy and 
these criteria were discussed in the Executive Committee held in July 2005, but the same 
was yet to be approved. As such, no replacement policy was in existence in the 
organisation. 

The Management stated (January 2006) that a Committee had been constituted and policy 
for replacement/refurbishment would be worked out. 

The reply reflected absence of systematic approach in the past in regard to the 
replacement of equipment with likely· impact on the long-term interest of the Company. 

Recommendati011 

Policy for revamping/replacement of equipment should be completed urgently to ensure 
the reliability of the system. 

7.6.3 Delay in carrying out overliaul 

The following table indicated the overhaul ing schedule of main components of the 
critical equipment and their implementation during 2004-05 in respect of all the three 
assets of Mumbai Offshore. 
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Table-4 
Plan and actual overhaul in 2004-05 

(in numbers) 
Asset Gas Power Gear Low/High High Main rrotal 

Generator Turbine Box Pressure Tension Injection 
Compressor Machine Pump 

Overhaul due 12 7 14 15 16 9 73 
MH Overhaul 11 3 4 5 7 4 34 

carried 
Shortfall 1 4 10 10 9 5 39 

Overhaul due 6 4 4 8 3 9 34 
INH Overhaul 5 3 0 2 l 5 16 

Carried 
Shortfall 1 1 4 6 2 4 18 

Overhaul due 1 1 0 3 1 6 12 

IB&S 
Overhaul 1 1 0 1 1 6 10 
carried 
Shortfall 0 0 0 2 0 0 2 

It is evident from the above table that there had been substantial deviation in the plan and 
actual overhaul implementation. The MH and NH Assets had carried out only 47 per cent 
of planned overhaul whereas B&S Asset had carried out 83 per cent of planned overhaul. 
Further analysis of the pending cases where overhauling was not completed revealed that 
in MH Asset, out of 73 due cases, only in 34 cases the overhauling was carried out. Out 
of the balance 39 cases, 15 cases could not be released for overhaul due to operational 
reasons and in the remaining 24 cases action was initiated for overhaul. Similarly in NH 
Asset out of 18 due cases pending, 10 were still with the asset and not released for 
overhaul for operational reasons. Action was initiated in respect of the balance eight 
cases. The two pending cases of B&S Asset were not overhauled for want of spares. 
Instances of delays in overhauling of critical equipment were also brought out by the in
house technical audit of ONGC in its several reports. Technical audit had also suggested 
that the policy for overhaul and postponement of overhaul needed to be spelt out for 
reliability of the system. 

The entire maintenance activities were reviewed by Executive Committee in April 2004 
and an action plan was drawn up to improve equipment availability and it was decided 
that the recommendations of OEMs were to be followed for overhauling of equipment. 

The Management of all the assets of Mumbai OITshore accepted (January 2006) that the 
maintenance performance in terms of major equipment overhauls was not satisfactory 
due to procedural delays and in operational interest. They furth1!r stated that it had 
intensified co-ordination effort for timely completion of the planr.ed jobs to meet the 
overhaul target. 

The fact however remained that there was significant deviation with the overhaul 
schedule, which adversely affected the equipment longevity and increased the risk in 
production process. 
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Recommendatimz 

0 GC should fo llow OEM norms for O\'erhauling of critical equipment. Specific 
extension to overhau l schedules, if warranted, should be spelt out clearly for maintaining 
the reliability of the system. 

7.6 . ./ Preventative Maintenance Scltedule (PMS) 

The scrutiny of planned vis-a-vis actual implementation of PMS in MH revealed that in 
mos t of the cases PMS had been fo ll owed . However, in case of NH and B&S Assets, 
audit observed the non-adherence of PMS in a number of cases. In B&S Asset at BPB 
platform adherence to planned overhaul schedule was limited to 85 to 90 per cent during 
the year 2002-03 and 2003-04. 

The Management stated (January 2006) that manpower shortage was responsible for non
adherence to PMS schedule and that it had taken step to fill this gap by awarding the 
various operational and maintenance (O&M) contracts fo r equipment so as to maintain 
PMS schedule. 

However, the Management did not explain the rationale for opting fo r O&M contracts 
instead of putting in adequate in-house maintenance resources. 

Recommendation 

Operational and Maintenance con tracts for equipment maintenance should be resorted to 
only after cost-benefit analysis of outsourcing vis-a-vis in-house maintenance through 
additional manpower. 

7. 6. 5 Premature failure,. of critical equipment 

The Equipment Management Cell (EMC) at ONGC's Headquarters at Dehradun had 
issued instructions to all the assets and Basin Managers to report cases of equipment 
failures for proper analysis of causes of failure with the objective of issuing guidelines/ 
instruction to avoid recurrence of failure and dissemination of in formation to different 
users. Three cases of premature failu re pertaining to Mumbai Region (two in MH and one 
in NH) during the years 1997 to 2005 were reported to EMC whereas the actual 
premature fai lure were nine in MH and two in NH during the last three years. This 
indicated that there was no proper reporting to Headquarters. Thus, proper analysis of 
causes of fail ure and dissemination of information to the different users with the 
objective of issuing guidelines/ instruction to avoid recurrence of failures was defeated. It 
was also noticed that the three cases reported to EMC during 1997-2005 were on account 
of maintenance fai lure. Non-reporting of the cases to EMC had thus deprived the 
Management of an ·opportunity or taki ng corrective action. 

The Management of MH Asset assured (January 2006) that as per recent instructions of 
EMC all major failures would be reported in time in future. 

4 FClil11re of Clll equipme11t/co111po11 e11t before tla e expiry of Life prescribed by Origi11Cll Eq11ip111e11t 
Ma1111fClct 11rer. 
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7. 6. 6 Unplanned slwtdmvn - : 

Proper rnamlenance s~ sterns should aim at uninterrupted operation of the plant "1thout 
encounlenng any trippmg or shutdO\\ ns The efficiency of the rnamtenance system of an 
organ11:allon is gauged by number of shutdO\\ ns du ring a penod The graph belO\\ tn 

respect of all three assets md1catcs the mc1dence of shutdo\rn dunng the last three years 

Graph- I 
Unpl1nn1d shu1down 
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The defermen t of production and re' enue due to maintenance reasons as presented b) 
MH Asset m the Technical Meet of 2004 ''as as tabulated belo\\ 

Table-5 
Year 200 1-02 200 2-03 2003-04 
Gas Loss (MMSCM) 51 8 47 2 31 4 
OJI Loss (m lakh bbls) 84 2 9 I 9 
Dailv Loss (Rs in lakh) 38 2 -- -

J Percentage of loss to sales re' enue l) 85 0 
I 17 

----i 

65 (} 50 

It ma) be seen from abo' e that though maintenance related production loss \\as reduced 
gradually O\ er a penod of urne. the dail) production loss (deferment of re' enue) of Rs 17 
lakh. \\h1ch amounted to Rs (i I crore m the year 2003-04, \\as still a signi ficant amount 
Efforts needed lo be made to reduce the same to the barest m1111mum 

The deferred revenue 1n terms of quantlt) and 'alue due lo unplanned shutdown m 
respect of NH and B&S Assets is given belo\\ 

Ta ble-6 
Year NII B&S 

Quantity (oil/ Quantity (gas/ 
bar-rels) Rs. in cro1·e MMSCM) Rs. in crore 

2002-03 3981 0 28 3 664 (} 77 

2003 -04 3312 () 23 6 581 I 39 

' Shutdo11'11 of the plant/equipment becllu\e of any un expected tripping due to proce.1s m alf unction or 
control system or saf ety system malfi111cti011/actuation by f lllse lllarm. 
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2004-05 125972 8 79 3.618 0.76 

Total 133265 ~ 9.30 13.863 2.92 
~ 

Note. One MT is equal to 7 S barrels, Value of one MT was taken as Rs.5236 being the average 
net realisation price of 2003-04, Gas price was taken as Rs. 2 I I 6/1000 cm of gas 

The Management of MH and NH Assets stated (January, 2006) that a key reason for un
planned shutdowns was the ageing of package peripherals. During the last three years 
considerable efforts in system revamp had been put in which resulted in significant 
reduction in equipment failures and the same trend of performance impro' ement would 
continue. 

The Management had since initiated corrective action for formulating 
revamping/replacement policy for offshore equipment, \\hich was under finalisation. 

R ecommen da ti on 

Preventati,·e Maintenance Schedule should be adhered to and monitored regularly to 
reduce the mstances of unplanned shutdown and tnpprng. Documentation of the same 
should be ensured for reference and correct!\ e action 

7. 6. 7 Tripping of critical equipment: 

The details (numbers) of tripping of critical equipment during the last three years and 
target set for 2005-06 was as under. 

Tablc-7: 

Number of tripping 

Year MH NH I B&S 

2002-03 438 NA I 9 

2003-04 312 NA I 14 

2004-05 226 42 I 65 

2005-06* 180 35 I 35 - __._ -

•rargel sel as per inlernal service level agreemenl. 

The number of tripping during the period from 2002-03 to 2004-05 were higher as 
compared to the target set up as per 'service level agreement' (2005-06) except in B&S 
Asset in 2002-03 and 2003-04. The number of tripping during 2002-03 and 2003-04 in 
respect of NH Asset though assured \\'as not made available to Audit. 

The Management stated (January, 2006) that number of tripping and associated loss was 
gradually reducing due to significant maintenance efforts in this direction and all efforts 
would be made to improve performance in this regard in future . 

7.6. 8 Delay in procurement of spares 

Scrutiny of data on procurement of spares revealed that during the period from October 
2003 to March 2005, the time taken for placement of supply order from the date of issue 
of purchase requisition was on an average 100 days whereas average time taken for 
receipt of goods from the placement of supply order during the same period was 19.07 
days. Purchase Manual of ONGC stipulated finalisation of tender within I 20 days from 
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the date of tender im 1lation Analysis or the data re\ ealed that the actual time tal-.en in 

respect of 2489 cases ''as more than l 20 days and in I 090 cases it tool-. more than 180 
days This represented 3 l. 19 and 14 per cent or the total number of purchase cases 
processed during October 2003 to March 2005 Audi t re\ ie\\'ed sample cases or non 
aYailabI11ty of crit ical equipment of B&S Asset during 2003-04 and 2004-05 and 
obsen ed that in the folio'' ing cases \\ailmg time for spares was responsible for non
m ailabilit;. of equipment for 18 (,3 to 100 per cent of total equipment hours in a year 

Table-8 

Platform Year Equipment Tag no. Percentage of non availability of 
equipment to total equipment hours 
due to waiting time for spares 

BP A 2003-04 CP P264 I C I 00 1-----+----~-~~~~- ~-~--------------l 

BPB 2003-04 TG G 11700 55 74 1--------------
B PB 2003-04 CP 

BPA 2004-05 SWLP 

BPA 2004-05 SWLP 
---+----~--

BP B 2004-05 I TG - ----+-_ _ _ _,___ _ _ 

2004-05 1 TG BPB 

P670A 
P2611A_j,__ ______ 3_9_ 45 

I r261 t&= 
GI l 70A 29 04 

--------~ 

GI 1708 18 63 ---------

29 06 

The Management of B&S Asset stated (January 2006) that the delay 1n repairs to 
condensate pump number P264 l-C and TG-G 11700 was on account of revarnpmg and 
further stated that all the equipment listed abO\ c ,,·ere operational no\\ and all efforts 
\\ere being made to reduce the procurement cycle for spares. 

The reply of the Management ''1th regard to condensate pump and TG referred abo\ e 
''as not acceptable as the audit observation \\as based on the data of ·,,ailing for spares· 
for these equipment as made arnilable by the :vtanagement. HO\\e\er. Audit noted that 
the Management had since taken necessary· steps to reduce lead-time of procurement of 
spares by entering into long term equipment O\ erhaul contract on turnkey basis ''1th 
OEM/OES"' and long term spare parts contracts ''1th OE Ms. 

Recommendation 

Lead-time for procurement of maintenance spares should be streamlined so as to a\ oid 
delays m finalisation of purchase order and curtail downtime of critical equipment 

7. 7. Audit findings on utilisation of critical equipment and production facilities 

7. 7.1 Utilisation of equipment 

7. 7.1.1 The utilisation of cnt1cal equipment m terms of percentage of running hours to 
the mm1mum operating run hours requirement dunng the last years 2003-04 and 2004-05 
\\as as g1\ en m Annexure-18 ll may be seen from the annexure that m Ml I and B& the 
actual ut11Isat1on of cntical equipment, as compared to minimum operating run hours 

.. Ori1:i11al eq11i111e11t supplier 

101 



Reporl No. 8 o/2006 

requirement, was considerably less in respect of all equipment except TG. In Neelam 
Asset, while the actual run hours of TG/PGC/MIP was higher than the minimum 
operating run hours requirement, the actual run hours of MOLP/SWLP was considerably 
Jess. However, the actual utilisation of critical equipment in Heera Asset was largely 
satisfactory being more than 96 per cent of the minimum operating run hours requirement 
in all the cases except SWLP. ' 

The Management of MH stated (January 2006) that most of the critical equipment were 
over 12 to 21 years old. These equipment were originally installed as per field reservoir 
conditions during that time and that there had been a considerable difference in the field 
conditions, which determined the optimum utilisation of those equipment. Further, they 
proposed (June 2005) to hire the service of ' Domain Expert' to look into this aspect for 
optimum utilisation of existing equipment. 

It was noticed in audit that in Mumbai Offshore there were 175 critical equipment in total 
consisting of 118 for minimum operating requirement and 57 as standby. These 
requirements were envisaged long back at the time of development of the respective 
fields but the same was never reassessed to ensure optimum utilisation of the equipment. 

Recommendation 

The requirement of the equipment should be reassessed urgently so as to ensure their 
optimum utilisation and reduction in operating expenditure on the equipment. 

7. 7. 1.2 Though the TGs largely met the minimum operating run hours requirement in all 
the assets, these were operated at lower load factor compared to the installed capacity. 
During 2004-05, the TGs were operated on 8.13 to 70 per cent load at the various 
platforms of all the assets as detailed in Annexure-19 . The utilisation of TGs on low 
load factor resulted in higher fuel gas consumption per unit of power generated and the 
total excess gas consumption, compared to OEM's norms, worked out to Rs.5.12 crore 
during 2004-05. 

The Management stated (January 2006) that the TGs with higher capacity were required 
to meet the peak demand while starting high tension/low tension motors and that ONGC 
had since initiated (May 2004) a project study to have an underwater electric network 
(gas to wire project) to share the buiier power available with each platform and supply 
the excess power to shore, which was likely to increase the load factors of TGs and also 
reduce the fuel consumption rate. 

Audit recommends that all action for supply of the excess power to shore needs to be 
taken expeditiously. 

7. 7.1.3 ln B&S Asset, ONGC had installed four condensate pumps (CP) in BPB field in 
1989 having replacement value of Rs. six crore during 2002 and three booster compressor 
pumps (BCP) in 1999 at a cost of Rs.615.86 crore to pump the condensate and gas into 
trunk line. As the reservoir pressure of gas was adequate to push the production quantity 
without the use of these pumps, the same were not required till the year 2002. However, 
when the requirement of these pumps was felt in 2002-03 due to the decline in reservoir 
pressure, these could not be used due to various technical problems with CPs, and the 
BCPs could not be operated without running of the CPs. After rectification of CPs, 
ONGC started using these CPs and BCPs only in 2004-05. Thus critical equipment 
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(pumps and compressors) which were installed in 1989/1999 could not be utilised till 
2003-04 and were also not kept well maintained affecting their availability. 

7. 7.2 Utilisation of oil handling and gas compression facilities 

7. 7.2.J The utilisation of minimum operating crude oil handling facility and the gas 
compression facility in various assets is given below. 

Table-9 
Crude oil 

Complex Inst a Production Utilsation Past Max. Max. Max. 

Neel am 
Jlecra 
'MJ I 

Asset/ 
Complex 

MH 
B&S 
Neelam 
Heer a 

lied peak utilisati produ utilisa 
cap a produc OD at ctioD tioD in 
city ti on peak as per future 

producti LTOP 
(MM1) (percentage) (MMT) OD (MM (%) 

(%) 1) 
(MM 
T) 02-03 03-04 04-05 02-03 03-04 04-05 
6.252 1.335 1.280 1. 143 2 1.35 20.47 18.28 3.807 60.90 1 16.00 

6 2.429 2.489 2.268 40.48 41 48 37.8 3 .842 64.03 2.54 42 .33 

36.5 11.378 11.646 12.593 31.17 31.90 34.50 20.085 55.02 7.34 20.11 

Natural Gas 
Installed Gas compression Utilisation Past Max. Max. Max. 
capacity peak utilisa- comp re utilisa-

comp re tioD at -ssion tion in 
ssion peak as per future 
(MMS comp re LTOP 

(MMSC (MMSCMD) (percentage) CMD) ssion (MMS 
MD) (%) CMD) (%) 

02-03 03-04 04-05 02-03 03-04 04-05 

44. 18 29.49 30.54 32.97 66.75 69. 12 74 .63 NA NA NA NA 
30 3 1.04 29.17 27.96 103.5 97 23 93 .2 32.38 108 26.45 88. 17 
3.84 3.12 3.66 3.68 81.25 95.3 1 95.83 3.00 78. 12 NA NA 
4.8 4.2 1 4.29 4.37 87 .70 89.37 9 1.04 4 .766 99.29 NA NA 

It is evident from the above table that the utilisation of crude oil handling facility and gas 
compression facility during the last three years in all the assets, except B&S Asset, was 
much below the installed capacity, even after considering peak production/compression 
achieved in earlier years and future peak production envisaged in the Long Term Oil 
Production (LTOP) and Long Term Gas Production (L TGP) profile 's drawn by ONGC in 
August 2000. 

The Management of NH Asset stated (January 2006) that the facility was developed for 
maximum crude and gas handling. Presently the system was able to handle the crude and 
gas capacities from the field and the process gas compressors (PGCs) were upgraded. 

From the reply it is evident that the actual utilisation of crude handling and gas 
compression facility was below the installed capacity. Considering the decline in the 
production the possibili ty of utilising the installed capacity in future was remote. 

7. 7.2.2 While the utilisation of gas compression facility during the last three years was 
below the installed capacity, since inception (1994) the gas from Neelam field and entire 
gas production from B-l 73A satellite field that was hooked up to Neelam field was being 
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nared for want of sufficient gas compression facility . Audit had already pointed out loss 
due to naring of gas worth Rs 48.80 crore during the period from 1994-95 to 1997-98 in 
the Comptroller and Auditor General 's Audit Report no.4 (Union Govemment
Commercial) of 200 I. Ho\\'ever, ONGC took action for up-gradation of gas compression 
facility in January 2001 and the up-gradation work was completed in 2004-05. 0 GC 
continued to suffer gas-naring loss, which worked out to Rs.126.39 crore during the years 
1998 to 2005. 

7.8 Co11clusions 

1. ONGC achieved the targeted system availability of critical equipment in Mumbai 
Offshore but could not achieve the targeted equipment availability during the 
period of audit due to old aged equipment, maintenance related problems and the 
absence of equipment maintenance/replacement policies 

11. Though the equipment had become old, in the absence of laid down documented 
policies in respect of replacement/rernmping, the work of major maintenance/up 
gradation/revamping "as undertaken on a need basis and not in a systematic 
manner. 

111 There was non-adherence to orerhaul/preventative maintenance schedule of 
equipment mainly due to operational reasons and shortage of manpower. This 
caused high tripping/unplanned shutdown/pre-mature failure of the critical 
equipment, which adversely affected their longevity and resulted in deferment of 
production/ revenue. Deferment of production/revenue in MH due to maintenance 
reasons amounted lo Rs.61 crore in 2003-04. The delay in procurement of spares 
and shortages of maintenance manpower further led to high down time and 
consequent lower equipment availability 

1v. The utilisation of most of the equipment was below the minimum run hours 
requirements due to changing beha\'iour/depletion of fields but the equipment 
requirements were not reassessed m time to ensure their optimum uti lisation The 
utilisation of TGs on low load factor revealed excessive fuel gas consumption as 
compared to OEM norms leading to extra fuel gas consumption valuing Rs.5 12 
crore during 2004-05 . 

v. In Neelam field , the installed capacity of gas compression was below the actual 
gas production since inception ( 1994). Delayed action for enhancement of gas 
compression facility resulted in naring of gas valued at Rs 126.39 crore for the 
period 1998 to 2005. 

v1. The Company had since initiated steps for timely ·completion of planned 
maintenance, framing of the maintenance/revamping/replacement policy and the 
optimum utilisation of the critical equipment. 

The review was issued to the Ministry in January 2006; its reply was awai ted (February 
2006). 
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MINISTRY OF POWER l 

While 14. 17 MC 10 of gas was required 10 u1il11e the generating capacity of 3657.64 
MW created al six gas-based power projects. the actual arnilability of gas ''as 12. 75 
MCM D, sufficient only to operate the plants al 66 per ce111 of the capacity. 

(Para 8.8. 7) 

The Company entered into an inequitable gas supply agreement \\'ilh GAIL \\hich cast an 
ob ligation on it to pay for a minimum guaranteed ofT take of gas "hereas no 
corresponding li abil ity [ell on GAIL for short supply of gas. This made the Company 
li able for an amount of Rs. 12.09 crore 

(Paras 8.9.1.1anti8.9. J.2) 

Considering ulili Lalion factor of 80 per c:en r or· gas-based plants, generation capac1 t::.· or 
375.68 MW remained unutilised 

(Para 8. 10. I. 2) 

The tarifT lhat1on poli cy o[ CERC allo\\ed the genera1111g company lo reco\ er full fixed 
charges based on declared capacit). eYen though ac tual generation ''as belo\\' the 
declared capaci ty. As a resull. the benefic1anes had to bear an excessi\ e charge or fi:xed 
cost 10 the lune or Rs. 123.45 crore 

(Para 8. /{) . ./ . ./) 

The Company sustained a loss of Rs.157.57 crore due lo nol achie\'ing the qualifying 
requirement by Gandhar station fo r recorery or full fixed charges. 

(Para 8.10.5.2) 

Despite underutilisation of the exis1111g capacity due lo ·inadequate gas supply. the 
Company planned 10 expand the capacit::. of fo ur gas-based plants in the 9th Fi,·e Year 
Plan. As beneliciaries declined lo lake costl 1er power generated on naphtha. the Company 
deferred the expansion after incurnng an e'\penditure of Rs 23.68 crore. out of ,,hich the 
sum of Rs.17 56 crore \\'as not likel~ to be uttli1ed ttll the end of 20 11 -12. 

(Paras 8. I 1.2 anti 8.1 / . ./) 

Because or change in technology of Ka) amkulam project, land measuring 81 1 acres 
became surplus. resulling in bloc k111g of funds amounting lo Rs.25.29 crore. 

(Para 8. 13. 1.3) 
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G'ist of Recommendations 

• There was an urgent need for the nodal Ministries to ensure that the availability of 
gas was realistically assessed, the committed quantity was supplied and interests 
of the Company were safeguarded. 

• In view of the precarious state of a\ atlability of gas and the underutilised capacity 
of existing gas-based plants, the Company's plans of expansion of existing gas
based plants require a re-look. 

8. 1. Introduction 

8. 1. 1 NTPC Limited (Company) was incorporated on 7 November 1975 as a wholly 
O\\ ned company of the Central Government with the objecli\'e of planning, promoting 
and organi1.ing an integrated and efficient developmen t of thermal and hydel power: 
including construction, generation, operation, maintenance. renovation and 
modernization of power stations in India and abroad. 

8. 1.2 In pursuit of these objecti\'es, the Company had programmes of establishing 
power plants in the country. As on 3 I March 2005, the Company was operating 13 coal
based power plants and se\'en gas-turbine based power plants all over the country with a · 
total generating capacity of 23435 Mega Watt (MW). Apart from this, the Company 
planned ca~acity addition of 9370 MW in the l oth Five Year Plan (2002-07) and 17052 
MW in 11 1 Five Year Plan (2007- 12) by establishing new thermal and hydro-electric 
power plants in addi tion to expansion of the capaci ty of some of the existing power 
plants. 

8. 2 Scope of Audit 

The review covers the operational performance of all the seven gas-based power plants of 
the Company (Anta, Auraiya, Kawas, Dadri, Gandhar, Faridabad and Kayamkulam) 
during the period of five years from 1999-2000 to 2003-04. 

8. 3 Audit Objectives 

The audit objectives were to examine: 

(i) The economic prudence of conceptualization, planning and setting up of the gas-
based power plants. 

(ii) The operational efficiency of the gas-based plants. 

(iii) The expansion plans of four gas-based plants. 

8..1 Audit Criteria 

In order to achieve the aforementioned audit objectives, fo llowing criteria were fixed : 

(i) Conceptualization Stage: Consideration of availability of primary fuel , water, 
appropriate technology, financing of the projects and suitability of location. 

(ii) Operation Stage: Actual achievements against no rms of operation including the 
norms of target availability and plant load factor (PLF) prescribed by the Central 
Electricity Regulatory Commission (CERC); renovation and modernization pf the 
plants. 
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8. 5 Ack11owledgeme11t 

Audit is thankful for the co-operation rece1\ ed from the Management 111 obta111 ing 
111format1on. data. clarifications to the queries raised from time to time and for arrang111g 
d1scuss1ons "1th the concerned officers of the Company as and when the qeed \\as felt 
Without their co-operation it \\Ould not ha Ye been possible to complete the re' 1e'' "1thin 
the gi\'en time frame. 

8. 6. Audit Findings 

8. 6.1 The performance audit of the gas-based po" er plants or the Company re\'ealcd 
th at avai lab11tty of committed supply of primary fuel \\as not ensured at the t11nc of 
conccptual11at1on of the plants and actual suppl~ \\US much less than the quantity assured 
by the Go' crnment of India (GO!) Despite ha\ mg e-.;perience of failure 1n getting 
assured suppl) of primary fuel. e-.;pans1on of four projects \\'as underta!..en by the 
Company. "1thout ensuring m ailab11tt~ of pnmal) fuel On the other hand. the cost of 
underuul1sat1on of capacity due to non a\ a1l ab11tt~ of gas go t passed on to the 
benefic1 anes by tak111g benefits of the present tariff system 

8. 6.2 The find111gs of audit are detailed 111 the succeed111g paragraphs. 

8. 7 Conceptualization of Gas Based Power Projects 

8. 7.1 Use of natural gas in the count!)' "as i111ttally restncted only for the purposes of 
fertili1.er, petro-chemicals and extraction of liquefied petroleum gas. Howe' er, discovery 
of natural gas 111 the early 8C)'s in large quantity in the Western off-shore region 
inOuenced GO! to consider utiltsation of this gas fo r power generation The question of 
coal-oil-gas subst itution, including allocat1on of hydrocarbon fuels for po\\er generation. 
\\as di scussed (February I 984). 111 a meet111g comened by the Economic Ad\'isory 
Council "1th folio'' up meetings by the Department of Po\\ er and the Planning 
Commission Based on these meet111gs. a " or!..111g group, under the com enorsh1p of 
Advisor (Energ) ). Planning Comm1ss1on. submi tted a report in June 1984. regarding the 
a' a1labtlity of lean gas from the Western offshore fields for power generation The group 
concluded that approximately four to SI'\ million cubic meters per day (MCMD) of lean 
gas could be made aYailable for po\\ er generation on a comb111ed cycle us111g gas turbines 
and steam turb111es. This quantity of gas'' as considered sufficient to sustain po'' er plants 
of I 000 - 1500 MW capacity in a combined cycle mode of operation On the basis of 
these recommendations, GO! requested the ( ompan) to set up three Combined Cycle 
Power Projects Based on the availability of four to six MCMD of gas as indicated by the 
Ministry of Petroleum and Natural Gas (MOP& G). the Company took up ( 1985) the 
work of three gas-based power projects namely, Ka\\aS (600 MW) in Gujarat. An ta (430 
MW) in Rajasthan and Auraiya (GOO MW) in Uttar Pradesh. \\'ith a total capacity of I 630 
MW 

8. 7.2 As MOP& G confirmed (December 1985) a\ ailabi lity of only four MCMD of 
gas against requirement of six MCM D. the Company decided that Anta and Auraiya 
\\Ould operate as base load stations on gas with faciltty to switchover to naphtha m case 
of contingencies and Ka\\'aS would operate on naphtha till gas was a' ailable for all the 
three projects 

8. 7.3 GOI confirmed (January/Februal)' 1986) naphtha linkages of 0 75 million ton per 
annum fo r Ka\\'as and gas linkage of only 3.75 MCMD (I 50 MCMD for Anta and 2.25 
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MCMD for Auraiya). Further gas linkage of2.25 MCMD to Kawas project was accorded 
subsequently in September 1990. Based on further gas commitmenU linkage by the 
Government, projects at Dadri, Gandhar and Faridabad were taken up by the Company 
subsequently. Thus, during the period from 1989 to 1999, the Company commissioned 
seven gas-based plants at Anta, Auraiya, Ka\\'as, Dadri, Gandhar, Faridabad and 
Kayamkulam as given in Annexure-20. 

8. 8. Incorrect Assessment of Gas Requirement 

8. 8.1 For obtaining supply of primary fuel of gas, the Company is dependan t upon the 
Gas Authority of India Limited (GAIL). GAIL supplies gas to the power stations at Anta, 
Auraiya, Kawas, Dadri and Faridabad through the l la.1.ira-Bijaipur-Jagdishpur (HBJ) gas 
pipeline. Gandhar power station was initially to get gas supply only from Gandhar gas 
fields through Jhanor gas pipeline and was not designed to operate on alternate fuel. 
Subsequently, due to depletion of Gandhar gas fi elds, this station \\'as also pro\'ided a 
linkage to HBJ pipeline (August 2000) through Kawas station resulting in sharing of gas 
committed for Kawas between the two stations. GO! has no t taken any concrete action to 
provide gas linkage to Kayamkulam Power Station so far (August 2005) 

8. 8.2 The plant-wise position of requirement, availability and shortage of gas during the 
period from 1999-2000 to 2003-04 is given at Annexure-2 1. Based on thi s data, the 
performance of the gas-based plants along '' ith the resultant observations are given in 
succeeding paras. 

8.8.3 Anta , Auraiya and Kawas gas-based power plants 

8. 8.3. 1 The gas stat ions at Anta, Auraiya and Ka was were commissioned ( 1989 to 1992) 
with 1738.89 MW capacity, which required gas supply of 9.17 MCMD to operate at 100 
per cent PLF. According to the Management. the annual utili.1.ation factor of gas plants 
was 73.5 per cent after taking into account maintenance period (planned and unplanned) 
and grid demand pattern. With this, 6. 74 MCMD of gas was required to operate these 
three plants at 73.5 per cent PLF. However, the Company had a commitment from GAIL 
for supply of 6.43 MCMD of gas which meant that even ab-initio , PLF would only be 70 
per cent i.e. less than the utilization factor. This gap in requirement of gas resulted in ab
initio underutilisation of the capacity of Auraiya plant by three per cent and Ka was by 14 
per cent, making these plants inherently dependent on alternate fuel to operate them up to 
the utilization factor. 

8.8.3.2 The GOI is primarily responsible fo r assignment of requisite gas fo r power 
stations. However, nei ther the GOI, nor the Company took measures to properly assess 
avai lability of gas at the initial stage of DPR/FR to effectively control cost in the interest 
or the beneficiaries. 

8.8 . ./ Dadri gas-based power plant 

8. 8 . ./.1 Dadri gas-based power station was estab lished ( 1992) with generating capacity of 
829.78 MW and a gas requirement of 4.38 MCMD fo r 100 per cent PLF. Taking into 
consideration the annual utilizati on factor of 73.5 per cent, 3.22 MCMD of gas was 
required to utili ze the installed capacity of this plant against which commitment of only 
three MCMD was taken from GAIL. Therefo re, this plant was also created with inherent 
underutilisation of capacity by 6.83 per cent (,,·ith reference to 73.5 per cent PLF) and 
was dependent on al ternate fuel. During 2000-01 , actual average supply of gas was 2.72 
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MCMD, \\htch further depleted to 2.45 MCMD during 2003-04 increasing thereb) its 
dependence on al ternate fuel. This pushed up the cost of generallon. as the per unit 
variable cost of generation on alternate fuel (high speed diesel) \\'as much higher in the 
range of Rs 2.45 to Rs.4 I 0. as compared to the cost of generation on gas ranging 
bet\\'een Re 0. 80 to Re 0.88 dunng the fi, e years ending 3 1 March 2004 

8.8.5 Ga11dlzar gas based power plant 

8. 8.5. I Gandhar gas-based po\\'er station \\'as set up (1994) with a capacity of 657 39 
MW and a gas requirement of 3.47 MCMD fo r I 00 per cent PLF. At 73 .5 per cem 
utiltsat1on factor, the requirement of gas ''as 2 55 MCMD, against which the 
commitment by GAIL was fo r 1.50 MCMD \\ h1ch was sumcient to operate the plant up 
to a PLF of 43.22 per cent As the plant \\as solely dependent on gas and \\'as not 
designed to run on alternate fuel, the plant\\ as created \\ ith a potenllal underutilisation of 
capacity In 2000, the gas supply to Gandhar plant \\'aS augmented b) connecting 1t ' ' 1th 
Kaw as station, fo llo\\'ing \\ h1ch the gas suppl) 1111t1ally committed to Ka was was shared 
\\ ith Gandhar, increasing the dependence of Ka\\ as on alternate fuel 

8.8.5.2 The Management stated (August 2005) th at necessity of creating alternate fuel 
faciltty fo r Ka\\'as plant was re\ ie\\ ed as suggested by the Central Electricity Authon t) 
(CEA) Based on thi s re\'te\\ . the creallon of alternate fuel fac1~tv \\as deleted \\htle 
finali sing the feasibility report for Gandhar power plant. 

The reply 1s not con\'incing as even the ass ured supply of gas ( 1.50 MCMD) \\ as 
suffi cient fo r running the plant only at 43 22 per cent PLF, which called for availabdit)· 
or fac11tty in the des ign of the plant for using alternate fuel. 

8.8.5.3 The Management further stated (August 2005) that the Company did its best to 
augment the generation but time and again GAIL showed its inab1ltty to augment gas 
suppltes citing reasons of depletion of gas fields in the Gandhar belt They added that due 
to persistent foll ow up as also due to the Ka was link, gas suppli es to Gandhar imprO\ ed 
to about 3 03 MCMD in June 2005, \\hich corresponded to almost 90 per cent PLF le\ el 

8. 8. 5 . ./ The reply is not tenable. as the stated improvement in gas supplies to Gandhar 
\\ as due to di version of gas supplies meant fo r Ka\\as, which increased the dependence 
of the latter on costlier fuel (naphtha) Further. the availability of gas \\'as assured b) the 
GOI at the time of apprornl of power plants \\ hi ch in fact did not happen and pro\ cd to 
be incorrect. 

8. 8. 6 Kayamkulam plant 

8. 8.6. I Kayamkulam plant'' as commissioned in 1998 with install ed capacity of 359 56 
MW Though the plant was designed to be operated on naphtha, \\ ilh the provision fo r 
operation on gas, no linkage for supply of gas " as ensured for more than seven years 
since inception. 

8.8.6.2 The Management stated (August 2005) that since there \\as no gas supply 
infrastructure in the region. the question of taking gas linkage did not arise at the 
inception stage and al so th at gas procurement was 111 process. 

8. 8. 6.3 The reply is not com·incing since the cost of power generation by use of naphtha 
was much higher than th at of gas During the years 2002-03 to 2004-05, the plant 
capaci ty \\ as grossly underuttl1sed due to lack of generation schedule from the 
beneficiaries as they declined to take costlt er po\\'er The position was worst during the 
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year 2004-05 when three units of the plant had to be shut do\\TI fo r 5463 hours, 4 703 
hours and 5305 hours respectively and the plant could not be utili1.ed at all dunng the 
penod from July 2004 to December 2004 due to unwillingness of beneficiaries to accep t 
cost lier power. Hence, availability of gas for this plant should ha\'e been envisaged nght 
from inception to overcome such eventualities while changing the mode of operation 
from coal to naphtha. 

8. 8. 7 From the above analysis it can be seen that while the capacity created by the 
Company was 3657.64 MW (excluding Kayamkulam plant) and 14. 17 MCMD of gas 
\\ as required to run the six gas-based plants at 73.5 per cent PLF, the actual commitment 
from GAIL for supply of gas was only 12. 75 MCMD which was sufficien t to operate the 
created capacity at only 66. 1 per cent PLF. Thus, even at the initial stage, there ''as a 
mis-match bet\\'een the requirement of primary fuel for generating capacity and the 
quantity tied up by the GO! for various gas based power plants of the Company. As the 
GOI "as primarily responsible for assignment of requisite gas for power stations. 11 
needed to ensure availability of requisite gas to cater to the generation capacity created by 
the Company. The Company also needed to properly assess a\'ailability of gas at the 
initial stage of DPR/FR to effectively control cost in the interest of the beneficiaries 

8. 9 Gas Supply Tie Ups 

8. 9.1 /11eq11itable agreement 

8.9. J. J The Company executed agreements with GAIL for station-\\'ise supply of gas. In 
terms of the agreements, the Company had to pay for actual quantity of gas supplied by 
GAIL subject to minimum of 80 per cent of the agreed quantity !known as minimum 
guaranteed off-take (MGO) quanti ty of gasl. As such, if the quantity actually lifted by the 
Company fell short of MGO, it had to pay fo r quantity of gas not drawn by it. Howe' er. 
there \\as no reciprocal clause for payment of any penalty by GAIL in the e\·ent of its 
fai lure to supply gas as commilled in the agreement. Thus, the Company failed to 
safeguard its interest by not insisting on incorporating a penalty clause in the agreements 
for short supply of gas by GAIL against the committed quantities. 

8.9.1. 2 The Company became liable to pay an amount of Rs.12.09 crore to GAIL 
towards MGO charges in respect of Anta and Gandhar po\\'er plants for the period fro m 
March 1 994 to March 200 I. 

8. 9. 1. 3 The Management stated (August 2005) that the mailer regarding le\y of penalty 
was taken up with the Ministry of Petroleum and Natural Gas. 

8. 9. 1 . ./ There is an urgent need for the nodal Ministries to ensure that interests of the 
Company were safeguarded. 

8.9.2 Short supply of gas 

8.9.2.J Analysis of data regarding supply of gas by GAIL to each plant (Anncxure-21) 
during the period from 1999 to 2004 indicated that: 

(i) The shortfall in supply of gas to Dadn plant ranged between 9-18 per cent and to 
Faridabad plant between 19-67 per cent. The combined sup ply to Kawas and 
Gandhar plants fell short by I 0-34 per cent. 
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(u) The shortfall in respect of Anta plant during the years 2000-01. 2002-03 and 
2003-04 ranged bet\\'een 3-16 per cenr In Aura1~ a. the short supply dunng the 
) ears 2000-0 I to 2003-04 ranged bet\\ een 4-16 per cent. 

(111) The quantity of gas committed by GAIL \\as al\\ays less than the respect1\e 
requirement of Aura1ya, Dadn, Gandhar and Ka\\'aS plants for generation at 
utilt1ation factor of 73 5 per cenr GAIL did not generally supply gas e\ en up to 
the committed level. '' h1ch mcreased the dependence of the plants on costlier 
fuel 

8.9.2.2 The Management stated (August 2005) that the generation \\ilh alternate fuel \\as 
not against the concept of economic power generation 

8. 9.2.3 Tl11S is not acceptable as the 'anable cost of po\\er generated on alternate fuel 
\\US significantly higher than that of gas due to \\h1ch the beneficiaries did not buy c;uch 
power and genera110n capac1t1es created by the Company remained under-ut1l1sed dunng 
the penod under re,·iew. Besides. the Com pan~ could not effectt,·el~ take up ''1th the 
GO! for meeting shortfall in suppl~ of gas 

8. J() Operational Efficie11cy 

8. I 0.1 UJl{/emtilisatioll of generation capacity 

8. W.1.1 The position of PLF ach1e\'ed by \'arious gas-based stations dunng the period 
from 1999-2000 to 2003-04 is g1\'en at Anncxurc-22. II may be obser\'ed that the gas
based stations could operate only up to PLF ranging between 39.5 per cenr (Gandhar, 
1999-2000) and 87 1 per cenr (Aura1ya, 1999-2000) of the respecti,·e installed capacity 
during the penod from 1999-2000 to 2003-04 • On an a\erage, 29.74 per cent of the total 
installed capacity over a penod of fi,e years \\as not utilized, leanng an unutilised 
capacity of 1179 1 I MW This mainly resulted because of lesser supply of gas than the 
quantity assured by the GO! 

8.10.1.2 The Management stated (August 2005) that the difference between 100 per 
cent and the actual annual PLF could not be termed as under-uttl1sat1on and co~t of 
under-ut11tsed capacity as excess in\estment They added that CERC had notified 
reasonable utilization factor as 80 per cenr I lo\\ e\ er. e'en if the ut11t1.ation factor of 80 
per cenr is considered, the under-uttl11ation dunng last fi' e years ended 3 1 March 2004 

came to 375 68 MW. 

8. /{). 2 Loss of generation due to operatioll of plants OIL naphtha 

8.10.2. I As the quantity of gas supplied by GAIL gradually declined. the plants 
increasingly depended on generation through alternate fuel of naphtha 

8. Io. 2. 2 There \\'aS lo\\'er generation 0 f pO\\ er \\hen operated on alternate fuel 
(naphtha) due to higher auxiliaf) power consumption lem·ing less units of power for sale 
Accordingly. due to operation of the gas plants on alternate fuel, there ''as loss of 
generation of 5727 20 MUs of po\\ er dunng the penod from 1999-2000 to 2003-04. of 
\\h1ch maximum loss of 3393 69 1Us \\'as attnbuted to Auraiya plant Analysis of the 

• PLF of Faridabad at 32.9 per cent and of Kaya111J.11/a111 111 50 per cent ac/1ie1•e1J in 1999-200() 1111.v not 
been considered, being tlte perfor1111111ce of tlte part of tlte year of co111111issio11i11g. 
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loss of generation showed that the loss increased from 813.81 MUs in 1999-2000 lo 
1290.24 MUs in 2003-04. 

8.10.2.3 The Management stated (August 2005) that there was no loss of capacity with 
alternate fuel. The reply did not take into account the fact that the number of units 
available for sale got reduced due to higher auxiliary power consumption. 

8. 10.3 Loss of generation due to grid re!.·triction 

8.10.3. 1 The plant-wise comparati ve cost of generation using gas and alternate fuel are 
placed at Anncxure-23. While the variable cost per unit of power generated on gas in 
various stations during the period from 1999-2000 to 2003-04 was within a range of 
72.43 paise/unit (Gandhar, 1999-2000) and I 17 paise/unit (Faridabad, I 999-2000), the 
variable cost through alternate fue l was in the range of228.93 paise (Kayamkulam, 1999-
2000) and 410 paise (Dadri, 2003-04). Thus, the variable cost of generation of power on 
alternate fuel (naphtha/HSD) was two to four times the cost of generation of power on 
gas. 

8.10.3.2 As the generation of power on alternate fuel was costlier than generation of 
power on gas, the beneficiaries had least preference for costlier power generated on 
alternate fuel as per the least cost merit order, according to which the beneficiaries had 
the option of choosing the cheaper power and gave first preference to hydro stations and 
the last preference to liquid fuel generation (naphtha, high speed diesel, etc.). Non 
acceptance of the costlier power by the beneficiaries resulted in operating the plant at a 
PLF lower than the machine avai lability/ declared capacity (Annexure-24). During the 
period from 1999-2000 lo 2003-04, such loss of generation was 13586.85 MUs. Analysis 
of this loss showed that this trend was increasing in each gas plant with the total loss 
increasing from 152 l.l 8 MUs in 1999-2000 to 5056.73 MUs in 2003-04. 

8.10.3.3 The Management staled (August 2005) that low generation from gas stations 
was on account of low schedules given by the beneficiaries due to their demand I supply 
position. They added that cost of power from these stations was much lower than the 
rates al which power was availab le fro m other sources such as unscheduled interchange"' 
(UI) route and purchase through trading company. 

8. 10.3../ The reply is not acceptable, as beneficiaries offered their schedule keeping in 
view the least cost merit order for power. This is :ipparent from the data for year 2003-04 
given in Annexure-25 which indicates that the beneficiaries preferred to place their 
schedule for generation capacity declared by plants on cheaper fuel 1.e. gas and never 
placed schedule for whole of the capacity declared by the Company on alternate fuel. 
Further, the beneficiaries would no t normally purchase costli er pO\ver through Ul route 
and trading option by giving up their allocation in generation of power stations. 

8. 10. 4 Recovery of f1Xed charges wit/tout attaining normative plant load factor 

8.10.4.1 The tariff as fixed by CERC for sale of electricity comprised of ann ual fixed 
charges and variable charges. The lixed charges consist of interest on loan capital , 
depreciation, return on equity, operation and maintenance expenses and interest on 
working capital. The variable charges cover fuel cost. 

.. Represe11ted 11ariatio11 between actual ge11eratio11/ tlruwal a11d scl1etluled ge11eratio11/ drawal 
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8.10 . .J.2 In 2002-03 , CERC introduced the A\ ailabdi ty Based Tanff (ABT) system 
CO\'enng all the generating stations (except Fandabad and Kayamkulam). Under ABT 
system, the recovery off ull fixed charges depended upon declaration of arnilabtlity equal 
to 80 per cent or above by a generating station While each generating station ,,·as 
required to declare its generating capacity to the Regional Load Dispatch Centre m 
advance, the beneficiary placed schedule on the generating station for purchase of po,,·er 
by applying the least cost ment order preference 

8.10 . .J.3 Analysis of performance of the gas stations (Annexure-25), \\'here ABT" as 
implemented, for the year 2003-04 re\ealed that all the gas-based stations (except 
Faridabad and Kayamkulam) recovered full fi'>ed charges on the basis of their declared 
capacity, though actual generation ranged from 62 5-75 per cent The actual PLF attained 
by these stations \\as lower than the normati\ e PLF of 80 per cent mainly because the 
benefic1anes did not buy po\\'er generated on costlier fuel due to non-arn1lability of gas 

8.10 . .J . .J Thus, the tanff fixation policy of CERC allO\\ed the generating company to 
reco\ er full fixed charges based on declared capacity, e\·en though actual generated units 
were belo\\' the declared capacity. As a result. the beneficiaries had to bear an excessive 
charge of fixed cost to the tune of Rs. 123 45 crore dunng the year 2003-04 . This issue 
needs to be re,·1s1ted b) the GOI 

8. 10. 5 No11-rectJ11ery of ftxed charges 

8.10.5. l Gandhar gas station could not ach1e,·e the qualifying requirements for 
recovery of fixed charges in full and consequently failed to recover fixed charges 
amounting to Rs I 15 19 crore from the benefic1anes dunng 1999-2000 and 2000-0 I. 
mainly because of inadequate gas supply to operate the station up to the normat1\e PLF 
and absence of facility in the design of the station to use alternate fuel 

8. 10.5.2 In order to facilitate reco\ Cf)' of full fixed charges by the Gandhar plant. a 
special arrangement was allo\\'ed by CERC for considering the combined PLF of this 
plant \\1th that of Ka\\'as gas plant. which continued from July 2002 to the end of 2003-
04 After cessation of this arrangement from the) ear 2004-05, the Gandhar plant again 
failed to recover fixed charges to the extent of Rs 42 38 crore dunng the year 2004-05 
due to inadequate gas supply Thus, Gandhar station could not recoYer fixed charges 
amounting to Rs . 15 7. 5 7 crore dunng the last s1-.; ~cars ended 3 I March 2005 . 

8.11 Expa11sio11 of eJ.:isti11g plants 

8.11. J Despite underutilisation of the existing capacity due to inadequate gas supply, the 
Company planned (1997) to add a capacity of 2WO MW during the 9111 F1Ye Year Plan 
( 1997-2002) by \\'ay of e'pans1on of the e\.tsting capacit) of An ta, Au rat) a, Gandhar and 
Kawas gas-based po\\'er stations by 650 MW each. The proposed expansion was on the 
assumpllon that the add1t1onal capaci ty would be run on naphtha till add1t1onal suppl~ of 
gas became a\ atlable, though the prices of naphtha in Apnl 1997 and the ant1c1pated 
variable cost per unit of electnc1ty generated on this fuel was 2 07 to 2 70 times the 
vanable cost of energy on gas as shO\\n in Annexure-26. E\ en then. the Company \\ent 
ahead ''1th the expansion of these plants and obt:11ned techno-cconom1c approval of the 
Central Electnc1ty Authonty 

8.11.2 Subsequently 1n 1998. the Com pan) ant1c1pated that the , anable cost of 
generation mth naphtha \\Ould be Rs.2 04 per unit. \\hich was expected lo increase lo 
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Rs.3.33 during the year 1999. The Project Sub-Committee or the Board of Directors 
recommended (October 1999) that no investment approval and contract for plant and 
equipment should be awarded before signing Power Purchase Agreement (PPA) with the 
customers. However, the Company continued to incur expenditure in connection with the 
additional capacity installation beyond October 1999 withou t signing PPAs with the 
beneficiaries. The Company incurred an expenditure of Rs.23.68 crore till August 2003 
on the expansion programmes or the four projects that had been deferred. 

8. 11.3 The Management stated that the recommendati ons were not applicable to the 
advance expenditure to be incurred for facilitating faster implementation or the project 
for \\ hich the Board had delegated powers separately. The contention is not tenable as 
advance expendi ture was also an integral part of the total investment/expenditure likely to 
be incurred on a project. 

8.11.4 Further, in the revised capacity addition programme for I oth (2002-07) and 11th 
(2007-12) Five Year Plans, the Company did not consider expansion of Anta and Auraiya 
plants though a substantial expenditure of Rs.17.56 crore had been incurred for expansion 
of these plants, thus leaving no prospects or utilizing this expenditure till the end of 2011-
12. The Management stated (August 2005) that expansion of Ania and Auraiya could be 
considered in ruture subject to availability of basic inputs and fuel and confirmation by 
the beneficiaries. The fact, however, remained that the Company did not contemplate the 
revival of the expansion of these plants even up to the end of 2012. 

8. ll.5 The Management stated (August 2005) that the Company planned to add 
additional capacity in line \\'ith the GOI plan for gas based power generation capacity to 
increase to 20 per cent of total install ed capacity as against the current figure of about I 0 
per cent. 

8.11.6 In view of non-availability or gas and the rising trend of cost of gas, the 
Company's plan to add another 4550 MW in the I 01

" and I I th Plans. on gas, may require 
re-look given the present scenario. 

8. 12 Renovation and Modernization of Plants 

8.12. 1 The Company framed a renovation and modernization policy (May 2002) for the 
gas-based power plants \\'ith a view to extend useful life or plant equipment/ systems. 
The policy provided that the renovation and modernization (R&M) of gas plants \\'Ould 
begin on completion or 80,000 hours or operation to sustain the expected production/ 
generation level. 

8. 12.2 Status of completion or equivalent operating hours (EOH) as on 31 March 2004 
by diITerent units of all the gas power plants and expected date or their becoming due for 
renovation and modernization in the light or the guidelines are given in Annexure-27. It 
may be seen that units of Anta, Auraiya, Dadri and Kawas stations became due for R&M 
after completion of 80,000 EOH by November 2004. However, despite finali1.ing 
renovation and modemi.1.:ation policy in May 2002, the Company could not implement 
R&M schemes at these stations due to delay in initiating action for obtaining clearance 
from CERC (October 2005). 

8.12.3 The Management stated (August 2005) that the Company prepared guidelines 
based on operating experience and manufac turer' s recommendation and that as per GOI 
notification or January 1992 fo r depreciation of assets, the lire or gas turbines was 

I 16 



Report No. 8 of 2006 

considered as 15 years. According!~ , R&M or Anta and Auraiya plants became due from 
2004 om,ards. The reply is not acceptable as Anta and Auraiya plants had already 
completed more than 80,000 EOI I by December 2000 and as such implementation or 
R&M at these stations had already been dela) ed as per the Company's own policy 

8. 12 . .J The Company needs to carry out the repair and maintenance of the gas-based 
power stations \\ithout any delay in accordance mth its policy of May 2002. 

8. 13 Setting up of Kayamkulam project 

8.13. 1 Blocking offwuls 

8. 13. 1. 1 Kerala State Electricity Board (KSEB) originally conceiYed a po\\'er project at 
Kayamkulam based on coal arnilabihty from Talcher coalfields. Subsequently, the 
Ministry of Po\\'er (MOP), assigned (June 1994) this project to the Company for 
implementation in the Central sector as resources \\1th the State Go\'ernment for this 
purpose \\'ere not sufficient. 

8. 13. l .2 The Company concel\ ed the project mth ultimate capacity or 2420 MW On 
finding the estimated capital cost or t\\'O units (21 O MW each) at Rs 168 1 85 crore and 
cost or generation at 283.21 pa1se per unit, MOP desired (September 1994) to explore 
more economic modes or pO\\er generation Accordingly, the cost or generation for a 
Combined Cycle Plant based on imported naphtha \\'as assessed to be the lo\\est and a 
power project of 400 MW \\as approved (September 1996) by GOI at a cost of 
Rs.131 0.58 crore and the plant \\·as set up \\'ilh a capacity or 359.56 MW at a cost or 
Rs. I 125 .3 1 crore 

8.13.1.3 Before swi tching O\er to naphtha based plant, the Company had acquired 
1166 acres or land for the coal based plant for Rs 36 36 crore. Ho\\'e\'er. because or 
change m the technology and scope or the project. the land actually utih1:ed \\as 335 
acres Of the surp lus 83 1 acres land. 20 acres \\ere transferred to Power Grid Corporation 
of India Limited (PGCIL) in March 1999 for S \\ 1tchyard at a cost of Rs 42 lakh, payment 
for \\hich had not been recei\ed so far (October 2005). Thus, an amount or Rs 25 29 
crore, paid tO\\ ards cost of the surplus land or 81 1 acres. remained blocked (December 
2005). 

8. 13. l..J Further, the objecti\'e of changing the technology and scope of the project 
could not be reali1:ed as the cost per MW or installation could not be reduced 
significantly as 1t came down from Rs4 crorc per MW for a coal station to Rs.3. 13 crore 
for a naphtha based station. Besides, the cost of generation on naphtha remained higher m 
the range or Rs.3.34 to Rs.4.08 dunng 1999-2000 to 2003-04 as compared to the cost or 
generation of Rs.2.83 per unit of thermal po\\'er stations. This uneconomic cost of power 
generated by the station depmed the State of full benefits of the power plant, besides 
bearing the unfruitful fixed charges 

8. 13. 1.5 The Management stated (August 2005) that the acquired land would be 
utili1:ed as stage- II (1950 MW) or the project \\as to be developed on the surplus land 
Ho\\e\ er, no tie up for gas-linkage for this project had been firmed up so far 

8. 1 .J Co11clusio11s 

8. J.I. 1 While 14. 17 MCMD of gas \\as required to utilize the generating capacity of 
3657 .64 MW created at six gas-based power projects, the actual commitment from Gas 
Authority or India Limited \\'as for 12 75 MCMD gas only, which was sufficient to 
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operate the plants at 66 per cent of the capacity. Further, GAIL did not supply gas even 
up to the committed level. As a result, the Company was forced to depend on alternate 
fuel of naphtha/ HSD, which in tum led to a cascading effect on the cost of generation. 
The beneficiaries were reluctant to purchase costlier power generated on naphtha 
resulting in impairment of the effi cient working of the plants. The GOI, which was 
primarily responsible for assignment of requisite gas for power stations, had obliviously 
failed in this regard. 

8.1./.2 In the agreement entered into with GAIL, in the event of short lifting of gas, the 
Company was req uired to pay for the minimum guaranteed quantity of gas. While there 
was no corresponding clause in case of short supply of gas by GAIL The Company's 
finan cial interests were not, thus, equally guarded. 

8. 1./.3 The tariff fixation policy of CERC allowed the generating company to recover 
full fixed charges based on declared capacity, even tho ugh actual generated units were 
below the declared capacity. As a result, the beneficiaries had to bear an excessive charge 
of fixed cost to the tune of Rs.123.45 crore during 2003-04. 

8.14 . ./ Despite underutilisation of the existing capacity due to inadequate gas supply, the 
Company planned to expand the capacity of four gas-based plants in the 9th Five Year 
Plan. As beneficiaries declined to take costlier power generated on naphtha, the Company 
deferred the expansion after incurring an expenditure of Rs.23.68 crore, out of which the 
sum of Rs. 17 .56 crore was not likely to be utili1.ed till the end of 20 1 1-12. 

The review was issued to the Ministry of Power and the Ministry of Petroleum and 
Natural Gas in December 2005 ; their replies were awaited (February 2006). 

CHAPTER IX: 

North Eastern Electric Power Corporation Limited 

Gas Based Power Stations 

H igllligllts 

In case of Agartala Gas Turbine Power Project (AGTP), gas supply agreements with 
GAIL/0 GC did not permit waiver of MGO payment due to lower generat ion arising out 
of grid failure and no/low grid demand over which the Corporation could not exercise 
any control. As AGTP failed to draw/consume even the MGO quantity of gas due to 
evacuation constraints and low drawal of power by the beneficiaries, the project had to 
incur infructuous expenditure of Rs.3.1 G crore. 

(Para 9. 6.1.1) 

The impact of steadily falling calorific value of gas over the years and actual heat rate 
higher than the norm was not considered while \\'Orking out the gas requi rement and the 
Management failed to take timely initiative to enhance the quantity of gas to be supplied 
keeping in view the avai lability and future requirement. 

(Para 9. 6.1. 2) 

During post-ABT period (November 2003 to March 2005), Assam Gas Based Power 
Project (AGBPP) could not achieve the target availability because of lack of tie-up for 
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supply of requisite gas As a result, there ''as under-reco\'ery of fixed charges of Rs 9 94 
crore. 

(Para 9. 6. J . ./) 

In none of the years (2000-01 to 2004-05) A GB PP could achieve its Design Energy 
AGTP also could not achieve the Design Energy during 2000-0 1. 

(Para 9.6.2.1) 

Main causes for lower generation m AGBPP ''ere transformation and transmission 
limitations m the NER. lower generation schedule g1\'en by NERLDC and priority in 
max1m11:at1on of h) del generation during monsoon period 

(Para 9.6.3.1) 

on-availab1ht) of associated transmission line and \\'eak state-o\\'ned transmission 
S)stem, import of pO\\er by ASEB from Eastern Region due to high cost of AGBPP 
power and commissioning of gas based pO\\er stations b) Go\'ernment of Tripura during 
2002-03 also led to under-ut1hsat1on of capacity of AGBPP and AGTP 

(Paras 9.6.3.2 to 9.6.3.3) 

Both AGTP and AGBPP failed to restrict the au,tliary consumption \\llhin the norm 
fixed by CERC during 2000-0 I to 2004-05 Loss due to excess auxiliary consumption 
during the said period \\'Orked out to and Rs 3.43 crore for AGTP and Rs 10.24 crore for 
AGBPP 

(Para 9.6.4) 

Gross Station Heat Rate (GSHR) for both the plants \\as much higher than the norm fixed 
by CERC leading to excess gas consumption 

(Para 9.6.5) 

Despite the gas based stations not ach1e\ mg the norm at I\ e auxiliary consumption as \\ell 
as GSHR, the Corporation did not conduct any Energy Audit since comm1ss1oning of the 
plants in July 1998 

(Para 9.6.6) 

In the absence of determination of the sanctioned strength for O&M Projects, the 
deployment of manpower at both the plants exceeded the Man/MW rallo of 0.61 set by 
National Po\\'er Plan (I 985-2000) Man/MW rallo in both the plants \\'as consistently 
higher \ arying from 1.20 to 1 33 in case of AGBPP and from 1.69 to 2 0 in case of 
AGTP. 

(Para 9. 6. 7) 

Expenditure incurred in operation and maintenance of both the gas based generating 
stallons \\'as substantially higher than the normal!\ e O&M expenses reco\ erable as a 
component of Annual Fixed Charge 1n the tariff 

(Para 9.6.8) 

Though both the gas based power plants \\ere commissioned seven years back, the 
Corporation had not developed an~ documented maintenance policy incorporating its 
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own inspection schedules and associated procedures as well as defining responsibility of 
various functions e.g. Operations, Maintenance, Stores etc. 

(Para 9. 7.1) 

Recommended periodici ty of preventive maintenance of the machines was not adhered to 
both in AGBPP and in AGTP. 

(Para 9. 7.2) 

Non commissioning the fire protection system and OM plant resulted in non-compliance 
of environmental requirements~ stipulated by various statutory authorities 

(Para 9.8) 

Gist of Recommendations 

• Terms of the agreement entered into with GAIL and OIL fo r supply of gas to 
AGTP and AGBPP need to be amended to incorporate a clause allowing waiver 
of MGO payment due to lower generation arising out of grid fai lure and no/low 
grid demand, factors over which the Corporation had no control. Accordingly, the 
issue may be taken up appropriately through the MOP. 

• The Management needs to explore the possibility of including a clause in the 
agreement with AGTP as it was done in the recent agreement with AGBPP 
(January 2005) to provide for supply of additional quantity of gas (at same price 
and other terms and conditions) required by the Corporation for fall in calorific 
value of gas supplied. 

• One of the two Double Circuit (DIC) 132 KV lines proposed for construction by 
NEEPCO from the Tripura Gas Based Power Project (280 MW), Monarchak, to 
Agartala Sub-Station may be considered for looping in and looping out at AGTP 
which will provide additional facility for evacuation of power from AGTP and 
a\'oid hindrance in the existing system. 

• Corporation should create its own internal Energy Audit Group consisting of 
adeq uate skill ed manpower fo r conducting regular energy audi t at the earliest. 

• The Corporation should immediately assess ~he requirement of manpower in 
difTerent categories for its 0 & M projects and get the same formally approved. 

• The Corporation should also take effective steps to bring down the Man/MW ratio 
in both the gas based power plants to conform wi th the manpower norm set in the 
National Power Plan (1985-2000). 

• Both the power stations may initiate steps for limiting the O&M expenses within 
the level set by CERC to avoid under-recovery on this count. 

• The Corporation should strictly follow the prudent maintenance practice 
recommended by OEMs. The Corporation may manualise the ' Maintenance 
Policy' of each plant defining responsibilities of various functional wings e.g. 
Operations, Maintenance, Stores etc to ensure accountability and to further 
improve productivity, plant availability and safety. 

• Compliance with environmental requirements as stipulated by various statutory 
authorities should be given high priority. 
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• To aYoid mismatch between the construction of generation system and eYacuat1on 
and distribution, it is imperative to share information at the planning, 
implementation and operational stages and on monitoring and progress of 
generation as well as matching transmission projects by the generation and 
transmission utilities and beneficiaries\\ ith active part1cipationlintervent1on of the 
Ministry concerned. 

9. I lntror/11ctio1t 

North Eastern Electric Power Corporation Ltd., (NEEPCO) was incorporated in April 
1976 as a \\holly O\med Government of India Enterprise under the Ministry of Power 
with mandate to plan, promote, inYest1gate, survey, design, construct, generate, operate 
and maintain hydro and thermal power stations 111 the North Eastern Region (NER). The 
installed capacity of the Corporation \\as 1130 MW 111 March 2005,which was equivalent 
to 48. 87 per cent of the total 111stalled capacity in ER (2312.06 MW). 

Though large oil and gas fields are located 111 Upper Assam Valley. due to lad, of 
consumers. the demand for gas had not p1d,cd up 111 the NER even during m1d-e1ght1es 
This led to Oaring of around 52 per cent (2 94 m1ll1on M 1) of gas produced ( 1984-85) 111 
Assam. For utilisation of the associated gas. which was be111g Oared up. setting up of gas 
turbine power station al Kathalguri m Assam, by EEPCO, gestation period for \\hich 
was quite IO\\·, was considered necessary by the GoYernment of India It \\US also 
envisaged (April 1986) that as the NER was expected to have a comfortable power 
supply position, it would be necessary to evacuate power available from this power 
station to the Eastern Region (ER) lo meet the shortages in that region. Some of the basic 
considerations for selection of site for the proposed Gas Based Combined Cycle Power 
Station at Kathalguri, Assam \\ere the proximity of the gas gathering stations and 
existence of basic infrastructure such as railways and roads, and proper approach to the 
site It was estimated that about one million standard cubic metre gas per day (with an 
average calorific \'alue of 10000 K.callM~) would be available from Oil India Ltd. (OIL) 
at a pressure of about 7.7 Kg/CM2 To transmit the power generated. Kathalguri Power 
Station would be connected by a double circuit (DIC) 220KV transmission l111e \\1th 
400KV parameters to the proposed M1sa Sub Station ofNEEPCO. One c1rcu11 of the said 
DIC transmission line would be bussed at Mariam Sub-station of ASEB For this 
arrangement 11 was proposed to have a 220KV S\\ 1tchyard \\i th a duplicate bus system at 
Kathalguri. The Combined Cycle Assam Gas Based Power Project (AGBPP) with 
3x2x33 .5 MW Gas turbines and 3x30 MW Steam Turbines (totalling 29 1 MW) was 
approved by the Government of India (GO I) in November 1987 at an estimated cost of 
Rs203 . 17 crore The Project, scheduled to be commissioned by March 1992, was 
commissioned in July 1998 after a delay of 76 months at a cost of Rs.1513.64 crore 

Subsequently, GO! approved (December 1994) the Open Cycle Agartala Gas Turbine 
Power Project (AGTP) ofNEEPCO '' ith an 111stalled capacity of 84MW (4x2 l MW) at an 
estimated cost of Rs.294.05 crore to be comm1ss1oned during February to May 1996 As 
per the Detailed Project Report (DPR) (December 1992) of AGTP, 1t was en\'lsaged, 
mter-alia, that the main source of gas would be Baramura Gas fields and approximate!~ 
20Km pipeline \\Ould have to be laid by Oil and atural Gas Corporation (ONGC)/ Gas 
Authority of India Limited (GAIL) Gas linl-.age of 0.75 MCMD for the project was 
already available at concessional rate The proposed 84 MW Plant would be 
comm1ss1oned in time to oYercome the chronic shortage of power in Tripura, M1zoram 
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and South of Assam. The project scheduled lo be commissioned by May l 996, was 
commissioned in July 1998 after a delay of 24 months al a cost of Rs.322.55 crore. 

Beneficiaries of the above two gas based stations were the seven slates of the NER 
namely Assam, Meghalaya, Tripura, Arunachal Pradesh, Nagaland, Manipur and 
Mizoram. 

9.2 Scope of Audit 

The Performance Audit reviewed the Operation and Maintenance (0 & M) of the 
AGBPP and AGTP, the two gas based Power Stations of NEEPCO for the last fi ve years 
from 2000-0 l lo 2004-05 . 

9.3 Audit Objective 

The audit was conducted to assess whether: 

• adequate and assured availability of gas al a reasonable price was ensured for the 
plant; 

• the gas based Power Plants cou ld be operated and maintained efficiently; 

• adequate and timely co-ordination existed between the Corporation and 
multilateral Government agencies for generation and evacuation of power; 

• adequate and timely steps were initiated by the Corporation to 
overcome/minimize the operational inefficiencies/constraints; 

• the beneficiaries/constituents of NER could get adequate and reliable power at a 
reasonable tari fT; 

• the Corporation complied with the stipulations prescribed by the Ministry of 
Environment and Forest (MOE&F), GOI and Stale/Central Pollution Control 
Boards for thermal projects and 

• the gas based power plants served the purpose that was envisaged in the DPR. 

9 . ./ Audit Methodology 

Bt'sed on initial study, a discussion paper containing preliminary observations of audit 
"' 1s issued lo the Corporation in August 2005. Further detailed study al field level was 
cu ducted during August - September 2005 when major findings were also deliberated 
with the Head of the Projects as well as the Management al corporate level. Finally, an 
fart Conference was held on 28 September 2005. 

9. 5 Ack11ow/edgem e11t 

For conducting this performance aud it, the audit learn visited both the gas based power 
plants (AGBPP and AGTP) as well as the Corvorale Office. Audit acknowledges the co
operation and assistance extended by all levels of Management at various stages for 
timely completion of the Performance Audit. 

9. 6 Audit findings: 

9. 6. 1 Gas supply agreement 

The Corporation entered into agreements with OIL and ONGC/GAIL for supply of gas lo 
AGBPP and AGTP in March 1994 and September 1995 respectively Audit observed that 
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certain unfavourable terms in the gas supply agreements entered into by the Corporation 
had an adverse impact on the performance of the two gas based plants as discussed 

below: 

9.6.1.1 Payment ou account of Mi11imum Guaranteed Off take (MGO) and failure to 
amend terms of the contract 

In case of AGTP, gas supply agreements with GAIL/ONGC did not permit waiver of 
MGO payment due to lower generation arising out of grid failure and no/low grid 
demand, factors over which the Corporation could not exercise any control. As AGTP 
failed to draw the MGO quantity of gas due to evacuation constraints and low drawal of 
power by the beneficiary states (refer to para 9.6.3) the project had to incur avoidable 
expenditure of Rs.3.16 crore (non- consumed MGO quantity being 21770983 SCM) 
during 2000-01 to 2004-2005. This could have been a\'oided, if the agreement with 
GAIL/ONGC had been drawn in line \\ith the agreement of AGBPP with OIL (March 
1994) which allowed waiver of MGO clause in the event of non evacuation of gas due to 
grid restrictions. It was also kn0\\11 to the Management that it was unable to generate 
power as per the design capacity of AGTP due to low gnd demand/pO\Yer evacuation 
problem since commissioning of the units, but there was no effort till October 2003 to 
amend the contract by reducing the contracted quantity of gas I modifying other terms of 
contract. It was further observed in Audit that while the MOU (March 1994) for supply of 
gas to AGBPP between OIL and the Corporation provided for such waiver throughforce 
majeure clause, as per the latest agreement (January 2005) entered into with OIL such 
provision was not incorporated which could prove to be to the detriment of the 
Corporation in future. The Management contended (September 2005) that the agreement 
for supply of gas was more or less a standard one and the gas supplier remained reluctant 
to deviate from the standard terms Ho\\'evcr, the Management on its part made no effort 
to take up the issue through the Ministry of Power (MOP) explaining the constraints over 
which it had no control and seek remedy. 

9.6.1.2 Fall in calorific value of gas 

The average calorific value of gas supplied to AGBPP by OIL fell steadily from 8612 
Kcal/SCM to 8307 Kcal/SCM between 1996-97 to 2004-05 . While the agreement had a 
provision for adjustment of price i.e premium to be paid to the supplier for more calorific 
value and rebate on gas price for lower calorific value of gas actually supplied, the gas 
supply agreements with OIL for AGBPP and with GAIL/ONGC for AGTP and 
subsequent amendments made thereto did not provide for supply of additional quantity of 
gas (at same price and other terms and conditions) required by the Corporation for fall in 
calorific value of gas supplied. In case of supply of gas with calorific value at the lower 
end of the scale, the requirement of gas increased, a factor that was to have an adverse 
impact on generation. 

9. 6. 1.3 Lack of control over flow of gas 

Running of the units of AGTP at partial load was due to lack of control over now of gas 
as the Flare stack was installed at ONGC/GAIL end \\'ho operated the gas valve once a 
day as per agreement. 

123 



Report No. 8 of 2006 

9. 6.1.4 Failure to arrange for adequate quantities of gas supply 

In AGBPP, prior to the introduction of Availability Based Tarifr (ABT) regime in 
November 2003, gas tie up was restricted to 1.00 MMSCMD• to meet the requirement of 
gas for operation at design Plant Load Factor (PLF) of 68.49 per cent. This was 
enhanced (January 2005) to 1.4 MMSCMD of gas to attain post-ABT normative 
availability of 80 per cent based on the design heat rate of 2167 Kcal/Kwh and original 
average net calorific value of 8500 Kcal/ SCM• . It was observed in audit that the quantity 
of gas supply arranged for under the agreement was deficient ab initio as it did not reckon 
the fo llowing factors: 

(i) With the implementation of the ABT regime, the gas quantity required for 
maintaining normative availability of 80 per cent was 1.52 MMSCMo•. Further 
to meet the MOU target of 92 per cent availability, 1. 75 MMSCMD of gas was 
required. 

(ii) The proposal did not reckon that to run one combined cycle (CC) module at part 
load or even one Gas Turbine (GT) on open cycle commensurate with the varying 
schedule given by NERLoc• , the heat rate would always be higher than the 
designed heat rate. The plant had also been recording a higher heat rate 
consistently from 2000-0 l to 2004-05 (Refer Annexure-29). A higher heat rate 
implied greater consumption of gas to generate each unit of power at the same 
calorific value. 

(iii) The impact of steadily falli ng calorific value of gas over the years (from 8614 
Kcal/ SCM in 1997-98 to 8122 Kcal/ SCM in December 2004) was not 
considered while working out the gas requirement. 

Further, the Corporation being a proponent of implementation of ABT in NER since July 
2000 should have been able to anticipate the need for enhanced gas commitment to 
maintain availability at 80 per cent. Therefore, it should have taken timely action to enter 
into a revised agreement with OIL to meet the enhanced requirement but the agreement 
with OIL was revised only in January 2005 . 

Due to under assessment of requirement of gas and lack of timely tie-up for supply of gas 
in requi si te quantities, AGBPP could not achieve the target avai lability and it resulted in 
under-recovery of fixed charges amounting to Rs.9.94 crore during the post ABT 
period•. An early initiative to enhance the required quantity of gas based on realistic 
assessment could have avoided generation loss thereby improving the Corporation's 
revenue as well as reducing the cost of generation considerably . 

.. A 11ailability Based Tariff (A BT) system , t/r e tariff as ji.xed by CERC comprised a111111 al ji.xed charges 
and 11ariab/e charges. Full recovery of ju:ed charges depe11ded upon tire declaratio11 of 80 per cent or 
above plant availability. While each pla11t was required to declare its ge11erati11g capacity for tire 
Regional Load Dispatch Center i11 advance, tire be11eficiary placed schedule 011 tire pla11tfor purchase of 
power. 
• Millio11 metric standard cubic meter per day 
• Sta11dard Cubic Meter 
• Cal.culated on the basis of expected average 11et calorific value of 8250 Kcaf/SCM and tire normative 

heat rate of 2250 KcaVKwh 
•North Eastern Regional Load Dispatch Centre 
•November 2003 to March 2005 
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The Management, inter aha, contended (December 2005) that prediction of trend of 
calorific value was not possible as gas supplier maintained confidentiality about its 
source and gas was a mining product. However, the fact of declining calorific value was 
evident from the monthly gas bills of the Corporation and records re\'ealed that this fact 
was also known to the Management but it did not take any remedial measures. 

The Management further stated that they had taken necessary steps to enhance contracted 
quantity to 1.4 MMSCMD in April 2003 , well in advance of implementation of ABT. 
However, it was observed that the request for 1.65 MMSCMD gas was made only in 
December 2004 after 14 months of implementation of ABT and the Ministry of 
Petroleum & Natural Gas (MOP & NG) intimated (June 2005) the inability of OIL to 

supply the same 

Recommendations 

• Terms of the agreement entered into \\llh GAIL and OIL for supply or gas to 
AGTP and AGBPP need to be amended to incorporate a clause allowing wa1\'er 
of MGO payment due to lower generation arising out of grid failure and no/low 
grid demand over which the Corporation had no control. Accordingly, the issue 
may be taken up appropriately through the MOP. 

• The Management needs to explore the possibility of including a clause in the 
agreement with AGTP as it was done in the recent agreement with AGBPP 
(January 2005) to provide for supply or additional quantity of gas (at same price 
and other terms and conditions) required by the Corporation for fall in calorific 
value or gas supplied. 

• Terms of the gas supply agreement need to be re\'ised if necessary through the 
concerned Ministry, to make GAIL/0 GC contractually liable to operate the gas 
val\'e to suit the \'arying schedule of generation enforced by grid authorities to 
meet grid demand and maintain grid d1sc1pline The Possibility of installation of 
remote control device to control gas no" during odd hours at GAIL/ONGC end 
also needs lo be explored. 

• The MOP & NG needs to explore all possible means to supply the additional 
requirement of gas to AGBPP in the interest of the project and the ER 
beneficiaries as the project was taken up (1987) lo utilise the associated gas nared 
at that time in upper Assam valley 

9. 6. 2 Operational Per/ orma11ce 

The Installed Capacity, Design Energy, MOU target of generation, Plant Load Factor 
(PLF) and other performance indicators in respect of AGBPP and AGTP during 2000-0 I 
Lo 2004-05 given at Annexure-28 and 29 re\ealed the following: 

9. 6.2. l Non-ac/zieveme11t of Design Energy 

AGBPP could not achie\'e its design energ) bel\\ een 2000 and 2005 The project could 
not e\'en achieve the MOU generation target agreed with the MOP, \\hich was much 
lower than the design energy till 2002-03 AGTP also could not achieve the design 
energy during 2000-0 I. The Management in !ls reply (December 2005) stated that 1l 
would not be correct to relate actual generation with design energy for arriving al a 
decision on performance. However, as the installation of a power plant entails huge 
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public investment, the plants are expected to achieve the design energy level as stipulated 
in the DPR. Audit observed that this could not be done because of various controllable 
and non-controllable factors which have been discussed in para 9.6.3. 

9. 6. 2. 2 Lower Declared Capacity 

During monsoon in the NER which was generally from May to October every year, hydel 
generation was utilised to the fullest extent and planned maintenance was carried out in 
thermal units. During the non-monsoon period (November to April) maximum 
availability from thermal units of AGBPP/AGTP was required to ensure optimum benefit 
for NER. In fact, maximum output from NER thermal units during non-monsoon period 
\\'Ould have ensured minimum Unschedule Interchange (VI)" .. import from Eastern 
Region (ER) thereby reducing financial burden on NER States. However, since 
commencement of ABT in NER, average Declared Capacity (DC) of AGBPP during 
non-monsoon period (November 2003 to April 2004) was around 225 MW only (against 
installed capacity of 291 MW). During non-monsoon period of 2004-05, although DC 
marginally improved (226 MW to 231 MW), it was still far less than the installed 
capacity. Less DC, due to lack of appropriate gas tie-up at times resulted in UI/contracted 
import from ER, putting additional burden on NER States. 

9.6.3 It was observed in audit that a number of factors resulted in low generati on of 
power, some of which like lower industriali sation and consequential low demand and 
lower generation schedules given by beneficiaries were not in the control of the 
Corporation. However, the following factors that contributed to lower generation could 
have been controlled, if not completely avoided, by taking appropriate action at the level 
of the Corporation or the other agencies working in the power sector through proper co
ord ination. 

9. 6.3. I Tramformatio11 and transmission constraints 

There were transformation and transmission limi tations in the NER power evacuation 
system as connectivity among the major load centres within NER system was far from 
adequate. There were constraints in state-owned 132 KV transmission system leading to 
overloading of lines and Inter-Connecting Transformer (ICTs). Evacuation constraints 
also existed in the inter-regional transfer of power beyond NER. 

Further, though simultaneous setting up of AGBPP and inter- regional transmission line 
from Kathalguri to Maida was approved by the GOI in November 1987, Kathalguri to 
Maida transmission line was commissioned only in October 1999. However, power could 
not be exported to Eastern Region prior to November 2000 due to delayed approval 
(August 2000) from Northern Eastern Regional Electricity Board. Though the plant at 
Agartala was commissioned in July 1998, the associated transmission system was 
commissioned only in November 2000. Prior to that, the only transmission line available 
for evacuation of power from AGTP was a I 32KV DIC Line (Line I and II) of the Power 
Department, Government of Tripura which was more than 30 years old at the time of 
commissioning of the units ( 1998-99). This restri cted flow of power to 20-25MW only. 
With the commissioning of Line-III by Power Grid Corporation of India Ltd (PGCIL) in 

ovember 2000 the scenario improved. However, even after that evacuation was 

.. VI for generating station sit all be equal to ii.)· actual generation minus its scheduled generation. VI for 
beneficiary shall be equal to its total actual drawal minus its total scheduled drawal 
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restricted upto 50 to 60 MW for a considerable period of time because of frequent outage 
of line due to tower collapses, conductor snapping and pilferage of tower members. Only 
from September 2004, PGCIL allowed AGTP to evacuate upto 70 MW through Line- III. 

Although the Inter-Disciplinary Group of Ministry of Power in their report (March 2001) 
stressed upon quick establishment of transmission links on priority basis for inter
regional flow to ensure that all under-utilised capacities in any region were utilised lo 
meet power demand in other regions, there was absence of time bound concerted efforts 
by the Central and State level organisations lo overcome the evacuation constraints and 
facilitate export of surplus power in NER. Early action by the Corporation, PGCIL and 
Assam State Electricity Board (ASEB) to make the 220 KV Samaguri-Balipara line 
operational, \\hich was done as late as in May 2004, although AGBPP and AGTP were 
operational from July 1998, would have helped in improving the system redundancy, 
provided stronger connectivity with ER system and allowed additional export of power. 

9.6.3.2 Higlt cost of AGBPP power 

There was net import of power in ER from ER during 1999-00 to 2002-03 (ranging 
from 292.978 MU to 752.898 MU ma year) when there was surplus capacity available in 
NER. Net export from NER to ER commenced only m 2003-04 (191.20 MU) onwards 
with the implementation of ABT in NER. Import of power to the extent of752 898 MU 
from NTPC units of ER was resorted to by ASEB for meeting its power requirement, as 
NTPC power was cheaper compared to that of AGBPP and transmission charges for 
NTPC power were nil as against 35 paisa per unit for AGBPP power. Non-drawal of 
major portion of allocated power by the beneficial)' stales was due lo high cost of 
AGBPP power compared to the cost of power of other EEPCO projects. ASEB resorted 
lo merit order scheduling preferring drawal of cheaper power from the available sources 
Accordingly, the tariff being the highest, AGBPP power got the lo,,est pnorily in the 
order of recei\'ing schedule from ASEB. High cost of AGBPP power was primanly 
because of abnormally high capital cost, \\hich was Rs.5.20 crore per MW compared lo 
Rs 2.70 crore to Rs.3.63 crore per MW in respect of gas I Naphtha based combined cycle 
power projects cleared by CEA around 2000-01 High capital cost of the project was 
stated (December 2005) to be due to adverse la\\ and order situation prevailing in the 
region, geographical remoteness of the project etc 

9.6.3.3 Commissioning of new ge11erati11g 1111its by Govemme11t o/Tripura 

Baramura Gas Based Thermal Power Project (21 MW) was sanctioned by the 
Government of India in October 2000 under Northern Eastern Council funding when 
there was already substantial under-utili1.ation of the capacity of AGTP due to lack of 
demand and evacuation facilities. The project was scheduled to be completed in two 
years. The power station was commissioned in NO\ ember 2002. The arnilable power was 
to be shared among the states of Assam, Tripura and Mizoram in the ratio of 2.1 I. 
Further, one 21 MW unit was commissioned in Rokhia Gas Based Power Plant ofTripura 
Government in July 2002. Consequent to commissioning of these units, the drawal of 
power by the Government of Tripura from Central sector generating units fell drastically 
from 344.29 MU (2002-03) to 146 12 MU (2003-04) This indicated poor planning m 
development of generating capacity by the authorities concerned. The Corporation had 
also not taken up the issue appropnately with the concerned authorities. 
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Recommendations 

• One of the two Double Ci rcui t (DIC) 132 KV line proposed fo r construction by 
NEEPCO from the proposed Tripura Gas Based Power Project (280 MW), 
Monarchak, to Agartala Sub-Station may be considered fo r looping in and looping 
out at AGTP which will provide additional facility for evacuation of power from 
AGTP and avoid hindrance in the existing system. 

• The Corporation should vigorously pursue to ensure that PGCIL takes adequate 
steps to remove evacuation constraints and take up with NER states (through 
NEREB/NEC) for strengthening thei r transmission network. 

• The Corporation along with beneficiaries of NER should vigorously pursue with 
CERC/MOP so that transmission tariff is brought down to the level of other 
regions to make export of surplus NER power commercially viable. 

• To avoid mismatch between the construction of generation system and evacuation 
and distribution as happened in case of AGBPP, AGTP and RHEP• , it was 
imperative to share the information on monitoring and progress of generation as 
well as matching transmission projects by both the generation and transmission 
utilities with active participation/intervention of the Ministry concerned in the 
appraisal process. Further, closer co-ordination and interaction among concerned 
authorities like MOP, MOP&NG, CEA, CPS Us (NEEPCO, PGCIL, NTPC•, 
GAIL1

, OIL, ONGC) North Eastern Regional Electricity Board (NEREB), State 
Governments/State Electricity Boards etc. was required with constant fo llow up at 
the planning, implementation and operational stages to ensure optimum 
operational efficiency of power projects. 

9.6.4 Auxiliary Consumption 

Both AGTP and AGBPP failed to restrict the auxi li ary consumption• within the norm· of 
one and three per cent respectively during 2000-01 to 2004-05. Loss due to excess 
auxiliary consumption during the said period worked out to Rs. I 0.24 crore for A GB PP 
and Rs.3 .43 crore for AGTP. Reasons fo r such excess auxiliary consumption were not on 
record. In reply (December 2005) the Management stated that excess auxiliary 
consumption was due to operation of the units at partial loads/ Full Speed No Load 
(FSNL) at ti mes because of restriction in demand from the beneficiaries. However, the 
Corporation did not explain the link between partial load/FSNL and higher auxil iary 
consumption. No analysis in this regard was also made by the Corporation . 

.. Ranganadi Hytlr~Electric Power Project owned by NEEPCO 
• National Tlrermal Power Corporation 
I GAIL (India) Li111ited 
• ;,, relation to any period, 111eans tire ratio, expressed as a percentage, of energy in Kwlr generated at 

Generator terminal.s 111in11s energy in Kwlr tleli1'ered at tire Gen eration Station s111itc/1yartl to gross 
energy in Kwlr generated at tir e Gen erator terminals. 

'Fixed by CERC 
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9.6.5 Gross Station Heat Rate 

Gross station Heat Rate '(GSHR) for both the plants \\as much higher (ranged between 
236 to I 036 Kcal/Kwh) than the norm* fixed by CERC and resulted 111 excess 
consumption of heat in A GB PP (496302 I million Kcal) and AGTP ( 11 63762 million 
Kcal) during the penod co\ ered under audit 1mpl) mg excess gas consumption In case of 
AGBPP, the higher GSHR was stated (September 2005) to be due to part load and open 
cycle operation of the units while 111 case of AGTP. higher GSHR was because of the part 
load operation of the machines and runnmg of the machines at FS L condi tions under 
compelling circumstances in pre-ABT period \\hen the beneficiaries did not draw their 
allocated shares for various reasons The Management contended (December 2005) that 
the situation 1mpro\'ed \\'Ith 1mplementat1on of ABT \\'Ith efTect from O\'ember 2003 
I !owe\ er. e\ en \\1th the 111troduct1on of ABT. the heat rate \\as still higher (ranged 
bet\\een 442 to 556 Kcal/K\\h) than the norms 

9. 6. 6 Energy Audit 

Despite the gas-based stations not ach1e\ mg the normat1\ e auxiliary consumption as\\ ell 
as GSHR. the Corporation did not conduct any encrg~ audit since comm1ss1on111g of the 
plants (Jul) 1998) In fact. comprehens1\ e energ) audit from llme to time to ident1f~ 
potential areas of savmgs and toe\ oh e and implement app ropriate action could lead to 
significant sa\lngs in the cost of generation Accordmgly. the Inter-D1scipl111ary Group 
(IDG) (March 2001) of the M1111stry of Power. adnsed the po\\'er stations to create 
mtemal Energy Audit Group and also expose their \\orl,.mg from time to time to outside 
experts. to critically analyse and e\ aluate \'anous actions Howernr. the Corporation 
neither created Energy Audit Group nor conducted energy audit through outside 
agency/experts (December 2005) 

9. 6. 7 Man/MW Ratio 

Although both the projects \\ere commiss10ned 111 Jul~ 1998, the sanctioned manpower as 
fixed dunng the construction stage \\US not re\ 1sed to correspond to the requirement of 
the po\\'er plants 111 Operation and Mamtenance (O&l\l) stage. fa en after se\ en years, the 
Corporation \\US unable to firm up manpO\'ver requirement at 0 & M stage power plants 
In the absence of any sanctioned strength, the deployment of manpower at \'anous 
projects exceeded the limits set b~ Nallonal PO\\er Plan (1985-2000) \\herem the norm 
for Man/MW ratio for gas based power plants \\as fixed at O.G l. The Man/MW ratio \\as 
consistently higher varying from 1 20 to 1 33 111 case of AGBPP and from 1 69 to 2 0 111 

case of AGTP as shown in Annexure-29. In reply (December 2005) the Management 
stated that the reason for such high Man/MW ratio \\as smaller urnt s1Le of the machines 
which increased the number of machines compared to projects in other parts of the 
country Ho" e\ er. this contention "as not tenable 111 \ ie\\' of the norm fixed by CERC 
for reCO\ e~ of 0 & M expenditure for small gas based plants. 

'The head produced in Kcal input required to generaJe one KWh of electric energy at (ienerator 
Terminals. 

* 2250 KcaVKwhfor AGBPP and 3580 KcaVkwl1for AGTP 

129 



Report No. 8 of 2006 

Recommendations 

• The Corporation should immediately assess the requirement of manpower in 
diITerent categories for its 0 & M projects and get the same formal ly approved. 

• The Corporation should also take eITective steps to bring down the Man/MW ratio 
in both the gas based power plants to conform to the manpower norm set in the 
National Power Plan (1985-2000). 

9.6.8 Operatio11 a11d Mai11te11a11ce (0 & M) Expe11diture 

Expenditure incurred on O&M of both the gas based generating stations was substantially 
higher than the normative O&M expenses recoverable as a component of Annual Fixed 
Charge in the tariff. Of the total O&M expenditure, Corporate Office expenses 
constituted 21 to 31 per cent in case of AGBPP and 17 to 35 per cent in case of AGTP. 
These alongwith increased repair and maintenance cost for AGBPP led to under-recovery 
of 0 & M expenses. In case of AGBPP, the inventory (spares) level in terms of months of 
consumption ranged from 50 months (2003-04) to an abnormally high level of 385 
months (2001-02) leading to blocking up of working capital . While CEA had indicated 
inventory level for each power plant at around 2.5 per cent of capital cost, it ranged from 
3. 7 to 5.5 per cent in A GB PP. 

Recommendations 

• Both the power stations may initiate steps for limiting the O&M expenses within 
the level set by CERC to avoid under-recovery on this count. 

• The Corporation should take steps to bring down inventory levels within 2.5 per 
cent of capital cost. 

9. 7 M ai11te11ance of Gas based power pla11ts 

9. 7. I Maintena11ce Policy 

The inspection routines for maintenance of gas turbines of diITerent make were laid down 
by the Original Equipment Manufacturers (OEMs) in their maintenance manuals which 
emphasised the importance of developing a schedule of inspection intervals and 
maintenance procedures based on the utilization of the equipment and the experience 
accumulated during its operation. The CEA also highlighted that maintenance 
management function was as important as generation and stressed upon the power plants 
the necessity of having a written down Maintenance Policy. Though both the gas based 
power plants were commissioned seven years back, the Corporation had not developed 
any documented maintenance policy incorporating its own inspection schedules and 
associated procedures as well as defining the responsibility of various functions e.g. 
Operations, Maintenance, Stores etc. 

9. 7.2 Non-adllere11 ce to scheduled i11spectio11s 

9. 7.2.J As per recommendations of the OEM the scheduled inspections were required to 
be carried out fo r AGTP machines for first Combustion Inspection after 8000 hours, Hot 
Parts Inspection after 24000 hours, second Combustion cum Baroscopic Inspection after 
36000 hours and Major Inspection after 48000 hours. ln most of the cases, the scheduled 
maintenance could not be conducted as per the recommended time schedule and were 
actually conducted after 8388 to 10179 hour, 24192 to 29300 hours, 38148 to 40422 
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hours and 54233 to 54240 hours respecll\'ely As such, the units at AGTP had to be 
operated O\'er a considerable penod or ti me on · nsk hours '. This increased the probability 
of malfunctioning and under-performance of the machines The machines were also 
subjected to raster'' ear and tear due to e:xcess use '' 1thout proper maintenance 

9. 7.2.2 Maintenance of tlte Units i11 AGJJPP 

As per recommendations or the OEM, the first and second I lot Parts Inspection (HP!) or 
the gas turbines of Units I to IV of /\GBPP \\ere required to be earned out after the 
machines completed 9000 and 28000 runnmg hours respect!\ el) Against the 
recommended I IPI to be earned ou t after 9000 hours, the first such inspection in respect 
of all the four units was delayed by 3347 to 7529 hours Further. nrnJor inspection for 
these machines ''as earned ou t dunng non-monsoon penod ''hen gas turbines ''ere 
expected to be utilised to the f ullesl e:xtent to meet the po\\er requirement or the 
NER/other regions. 

Similarly the Combustion Inspection or the gas turbines in Un its V and VI were to be 
earned out after 8000 fired hours as per the man ufacture 's recommendation Ho\\e\ er. 11 
\\·as earned out after 21465 and 14879 hours respecll' ely I lcnce. in AGBPP too the units 
operated on ' nsk hours' for a considerable penod of time 

9. 7.3 lmpection of 'Generators' am/ 'Ex citen' 

The ·Generators' and "E:xc1ters· of M1tsub1sh1 make Gas Turbines \\ere to be inspected 
after one year from initial start up or when operation exceeded 300 starts Simil arly, the 
·Generators· and ·Exciters· or Bl IEL make Gas Turbines " ere to be inspected after one 
year or comm1ss1oning or on complct1on of 8000 running hours The said inspections 
had, howe\ er, not been earned out, " 1th allendanl nsk of high restoration cost and loss of 
generation in case or any forced breakd own or the machines 

Thus, recommended penod1c1l) or pre' enll\ e ma111tenance or the mach111es was not 
adhered to stnctly 111 conformity \\'Ith the respect1\ e OEM's gwdel111es There \\'as no 
justification for non-adherence to the prudent mamtenance practice recommended by the 
manufacturers as there was no pressing demand for cont111uous operation or plants 111 the 

ER 111 \ 1e\\ of the lo\\' demand 

The Management stated (September 2005) that dcla)S in maintenance or the machines 
be)ond OEM 's recommended period1c1ty \\'as due to high lead-llme 111 procurement of 
imported spares, requirement or un foreseen spares and necessity for approral or 

ERLDC EREB for shutdO\\ n programme etc The reply 1s not tenable as forn arding 
or indents fo r planned outage Jobs lo the material management department well in 
ad' ance (say 24 months as recommended b) CEA). commencement or outage planning 
12-18 months 111 ad\'ance (as also recommended b) CEA) could ha\ e a\01ded delays 111 
earl") ing out recommended mamtenance inspect1ons 

Recommendations 

• The Corporation should stri ct!) folio'' the prudent maintenance practice 
recommended b) 0Ei\1s 

• The Corporation ma) consider manualtsmg the ' Mamtenance Poli cy' of each 
plant defining respons1b1ht1es or 'anous functi onal \\tngs e g Operations. 
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Maintenance, Stores etc to ensure accountability and lo further improve 
productivity, plant availabi lity and safety. 

9.8 Ecology and E11 viro11menl . 

No n-compliance of statutory stipulations 

The Ministiy of Environment and Forest (MOE&F) accorded provisional clearance for 
AGTP in January 1992 and Tripura Stale Pollution Control Board (TSPCB) issued 
(December 1991) No Objection Certificate (NOC) lo the project, subject to fulfilment of 
some stipulations which included, mter-a/1a, installation of Fire Protecti on System (FPS) 
and commissioning of OM water plant for controlling NOX emission level Ho\\ever, 
e'en after seven years of commissioning of the project the FPS for the plant and OM 
plant could not be commissioned due lo selection of non-performing \'endors Besides, 
the project was yet (August 2005) to comply wi th the requirements in regard lo the ofT
s1te Emergency Plan called for ( 1992) by the MOE&F. The issue had , ho'' e\ er. been 
taken up with the State GoYemment 

Recommendations 

Compliance with environmental requirements as stipulated by various statutory 
authorities should be gl\ en high priority 

9. 9 Conclusion 

Although the machine availabil ity of both the power stations in the pre-ABT period was 
enough to meet the power req u1rements of NER, comparatively high cost of generation 
alongwith transmission and transformation constraints in the region hmlled the 
generation. of power from these stations and its drawal by the beneficiaiy states In the 
post-ABT period, AGBPP was unable to generate upto its installed capaclly, as 
demanded by the beneficiaries, due to lack of adequate gas tie-up ''1th Oil India Ltd 
\\ h1ch, in tum, increased cost of power drawn by them from AGBPP. Though at the time 
of conceptualisation and approval of the projects, the need for parallel development of 
evacuation infrastructure was planned, the same was not implemented simultaneously 
resulting in bottlenecks. Further, the Management failed to time its maintenance activities 
in the monsoon period so as to generate maximum power during the non-monsoon period 
to optimise its operations. There was an absence of a well planned and time bound effort 
by all the multilateral agencies involved in the sector for removal/minimisation of 
constraints in generation and evacuation of power in the NER. Such concerted efforts will 
also minimise wastage of scarce and exhausti ble natural gas and under util isation of gas 
based power plants in the NER co(lstructed at considerable cost. 

The review was issued to the Ministl)' in December 2005; its reply was awaited 
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[~~~~~~~~M_I_N_1s_1_'R_v~o-F_s_T_E_E_L~~~~~~--J 
CHAPTER: X 

BHARAT REFRACTORIES LIMITED 

Working of Bharat Reftactories Limited 

H igltligltts 

Despite receipt of concessions and cash assistance of Rs 234 60 crore dunng 1995-96 to 
2004-05, the Company did not ach1e\ e the targets of manpo\\'er reduction, production, 
sales and profitability set forth m the TEV report 

(Para 10.3) 

The O\erall production of refractones \\as onl:- 39 and 87 per cent of the re-assessed 
capacity d unng 200 1-02 to 2004-05 and the shortfall m production was 1 19 lakh tonnes 
due to under-utilisation of capacity, non-a\'ailabil1ty of \\O rking capital leading to 
shortage of ra\\' materials and excess manpo\\er lead mg to increased labour cost of Rs 9 
crore annually 

(Para 10 . ./. 1.1) 

The Company was supplying magnesia carbon bricks and slide gate refractory under 
performance guarantee clause to Bokaro Steel Plant , ''ho recovered/rece1\ ed matenals 
free of cost amounting to Rs 6 33 crore and Rs I 97 crore respectl\·ely due to non
achie\'ement of the committed heats under the guarantee clause. 

(Paras 10 . ./.2 and 10 . ./.3) 

As against the re-assessed capac1t:- of 12.000 tonnes of sil ica bricks at Bhila1 Refractones 
Plant (BRP). the plant actually produced onl) 1790 tonnes dunng 1999-2000 to 2004-05 
and there \\US no production dunng 2003-04 The Management was silent on the issue 
and had not examined the reasons for negltg1ble/ni 1 production. 

(Para 10 . ./ . ./) 

The actual rejection of bncks in the process of manufacture from green bncks (un-burnt 
bricks pressed in Presses) to saleable bncks was much higher than l 0 per cent considered 
in TEV report. The Management neither fixed norms for rejection nor analysed the 
reasons. 

(Para I OA. 5) 

The Company consumed coal and furnace oil 'alumg Rs 5 2 1 crore at IFCORP m excess 
of the required consumption 

(Para 10.4. 7) 

The Company supplied refractory matenals to a pm ate company [ ~1 ·s Otto India (P) 
Limited] on credit, without any secunty, resulting in loss of Rs. 1.23 crore. 

(Para 10.5.2) 
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The Company awarded (August 1999) the work of conversion of three units of coke
based gas producer plants to coal-based to achieve economy in firing of bricks at BRP, 
which had not been completed so far (December 2005). One unit completed at a cost of 
Rs. I crore in July 2004 indicated increased fuel cost by Rs.206 per tonne. 

(Para 10.6 . .J) 

The utilisation of a 2500 tonne Sac mi Press procured at a cost of Rs 7 53 crore was only 
37 per cent during 2000-0 I to 2004-05. Alternatively, a press of lower capacity of 2000 
tonne, which was considered earlier, could have well served the purpose. 

(Para 10.6.5) 

The Company could not implement the technology for manufacturing continuous casting 
refractories purchased from Japan in October 1991 at a fee of Rs.1.12 crore, rendering the 
expenditure infructuous. 

(Para 10.7) 

The labour producti\ ity of the Company remained in the range of 8 30- 56.40 tonnes per 
man per year as against 58 tonnes per man per year envisaged in the TEV report 

(Para 10.8) 

The Company had no internal audit department The last internal audit \\'as conducted by 
an outside firm in the year 1999-2000 

(Partl I 0. I 0) 

Gist of Recommendations 

• The Company should take the follO\\ mg steps to bring improvement m its 
productivity and profitability: 

• cut dO\.\TI its ,,·ork. force by separating 393 employees as per TEV 
recommendations to avoid recurring re\'enue expenditure of Rs 9 crore per 
annum. 

• enhance capacity utilisation to the le\ el of I 00 per cent of the capacity reassessed 
in the TEV report. 

• establish the production of silica bnck.s at least to an economical level at BRP and 
increase demand and enforce proper quality con trol on production of MCB sets at 
RRRP, if necessary by appointment of experts/consultants. 

• reduce the rates of rejection during process, excess consumption of raw materials 
and fuel etc. For this purpose, the management should approve suitable norms for 
operation, ra\\' materials and fuel consumption, analysis of idle lime of presses so 
as to avoid excess idle time and overall increase in production. 

• decision on implementation of AMR schemes should be taken after careful study 
of the project and taking into account the techno-economic study made by some 
expert agency in the field To amid delay in implementation of the capital 
schemes, a proper monitoring system should be evol\'ed 

• start a standard and uniform costing system after getting a costing manual 
prepared. 
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• strengthen the internal audit system \\ tthout loss of time. 

Further, with almost all maJor steel producers, e g. SAIL, TISCO etc. increasingly 
switching over to I 00 per cent continuous castmg of steel , the Company has to gel into 
manufacture of the entire swle of refractories for this process, especially since these are 
high contnbullon products Unless 1mmed1ate action was taken on this project. the 
medium to long-term viab1hl) of the Company would be in doubt 

J 0. J flllroduclio11 

JO. J. J Background 

Refraclones are processed substances that are able lo withstand high temperatures 
\\ilhoul melting It is used in the iron and steel mcluslry to make linings inside co"c O\en 
batten es, furn aces, foundnes and hot metal/slag ladles etc. 

Refractories are of two types, shaped and monohth1c or unshaped (also called 
Masses/Mortar). The shaped refractories are manufactured through the process of (1) 
crushmg and gnnding of ra\\ materials (u) 1111'\ing of raw materials in the required ratio 
(1u) pressing into d1fTerent Siies and shapes (I\) drying of pressed bric"s and (v) finng of 
dned bncks in the J..ilns The unshaped refractories undergo the process of crushing. 
gnnding and mixing ra\\ materials on ly 

JO.J.2 Company profile 

Bharat Refractones L1m1ted (Company) ha\ ing its corporate office at Bokaro Steel City 
was incorporated in July 1974 with l 00 per cent Government hold111g lo manufacture and 
deal in refractory products It has four manufacturing urn ts \ 11 (1) Bhandandah 
Refractones Plant (BHRP), (11) Ranchi Road Refractories Plant (RRRP), (111) Bhda1 
Refractones Plant (BRP) and (i\) India Firebnc"s and Insulation Company Refractory 
Plant (IFICORP), who supply their products mainly to steel plants of Steel Authont) of 
India L1m1ted (SAIL), Indian Iron and Steel Company L1m1ted (llSCO), Rashtn)a !spat 

1gam L1m1ted (RINL), Neelachal !spat in the public sector and some other steel plants 
like Tata Metalhks Limited (TML), MESCO. TISCO etc. in the pnvate sector. 

JO. 1.3 Capital Structure and Profitability 

The authonsed/paid up share capital of the Company as on 31 1arch 2005 \\as Rs 246 
crore and Rs 215. 79 crore respecllvcly As on that date the Company also borrowed 
Rs. 161.50 crore from the Go\ ernment of India The Company had also ta"en cash crecl1t 
loan short-term loans from Ban"s and the amount outstanding, as on 31 March 200'i was 
Rs ..i9 18 crore The Company was incurring contmuous losses and the accumulated 
losses as on 3 1 March 2005 stood al Rs 352 5(> crores. The accumulated losses of the 
Company had al read) eroded the entire paid up capital and a substantial portion of the 
loan rece1\'ed from the GoYemment of Ind ia The Company 1s a sic" company and got 
three re\'1val schemes b) the Board of Industrial and Financial Reconstruction (BIFR) 
over a penod of fi,·e years from January 1997 to June 2002 

JO. / . ./ Orga11isatio11al Setup 

The Company 1s managed b) a Board of Directors compnsmg of a full lime Chairman
cum Managing Director (CMD) and fi\e Directors The Managing Directors of Bokaro 
Steel Plant (£30SP), Bhilai Steel Plant (BSP) and Rour"cla Steel Plant (RSP) of Steel 
Authonty oflnd1a Limned are on the Compan) ·.,Board. 
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The CMD is the chief executive of the Company, assisted by one Additional General 
Manager (HRD), three Deputy General Managers holding charge of Finance, Personnel 
and Administration and Material Management at Head Office. All the four plants are 
headed by one Deputy General Manager-in-charge each. 

I 0. J. 5 Audit Objective 

The primary objective of the performance review was to assess the extent of achievement 
of the targets specified in the Techno-Econom1c Viability (TEV) study prepared by 
MECON in July 2001 as part of BIFR revival scheme and identify and analyse the 
reasons for shortfall in achievements. 

I 0.1. 6 Scope of A udit 

The re\ 1ew seeks to evaluate production & sales performance of the Company specially 
the contrasting performance of its different plants, technological advancements and 
capital expenditure projects. It covers assessment of financial and operational 
management m the areas of utilisation of equipment, working capital management, 
budgeting and business planning, costing system, management information system and 
internal audit for the period from 2001-02 to 2004-05. 

Audit scrutiny covered the following aspects relating to the performance of the various 
plants of the Company: 

• Lower production performance of refractory bricks. 

• Negligible/nil production of si lica bricks 

• Huge rejection of manufactured bncks. 

• Delay in completion of capital schemes. 

• Management control system, costing system and internal audit 

• Non-realisation/delayed realisation of sundry debtors. 

JO. I. 7 Audit Methodology 

An entry conference was held with the Management on 12 April 2004. After a 
preliminary survey and collection of background information, guidelines for the audit 
review were finalised . The test audit was conducted during August-October 2004 
covering visits to the Head office as well as all the four plants. The audit findings are 
based on the documents and records as well as information f umished by the 
Management. 

The draft performance audit report was issued to the Management on 7 April 2005, and 
was discussed in the exit conference held on I 3 May 2005 . 

The Management provided a written reply on 26 May 2005 to the draft audit report. Their 
comments have been considered and included appropriately in this report. The draft audit 
report after incorporating management 's reply and audit's further comments was issued 
to the Ministry of Steel in October 2005. The reply of the Ministry was received in 
February 2006. 
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JO. I. 8 Ack11owledgeme11t 

Audit takes this opportunity to thank. the management and staff of the Company for their 
co-operation and assistance in the conduct of this performance audit 

10.2 Bf FR Revival Schemes 

Pursuant to the amendment to Sick. Industrial Companies (Special Provisions) Act 
(SICA) 1985, the Company and I FICO, (a subs1d1ary of the Company since 1978). came 
under the pun iew of section 3(1) (0) of SICA and \\ere referred to BIFR in 1992 The 
BI FR/Cabinet committee of Economic Affairs (CCEA) sanctioned a re\ t\ al scheme for 
the company in January 1997. According to the scheme. (1) interest amountmg to 
Rs 61 64 crore accrued on loan as on 3 I March 1995 was "an ed (u) 50 per cent of the 
loan of Rs 79 52crore1 e Rs 39 7(1 crore ''as comerted into equ1t:. and non-plan loan of 
Rs 12 05 crore was com erted into preference shares (1i1) cash credit ltm 11 of Rs 14 crore 
from bank \\as allowed against go\emment guarantee (n) !FICO ''as merged and 
became a plant of the Company in October 1997 and (\) Stale Bank. of India ( Bl) ''as 
appointed to conduct a tech no-economic 'iabtl11y (TEV) stud~ of the four plants to 
explore possibility of their recO\ enng all costs 111 the long run 

As this scheme failed due to delay m its 1mplementation. under-uttl1sat1on of capac11~. 
lo\\' manpower utilisation, mcorrect in111al projections etc and there \\as also a dcla~ 111 
conductmg techno-econom1c v1abtl1ty stud) . Go,emment of India apprO\ ed a second 
scheme in 1999, under which, the Company got (i) grant of Rs 4 crore fo r re\'ls1on of 
wages, (1i) interest free working capital loan of Rs 16 crore. (iu) Go' ernment or India 
guarantee for cash credit and letter of credit upto Rs 24 crore from bank.s. (t\) 111tcres1 
holiday till 2007-08 on loan paid upto 31 larch 1999 and (\) four years moratorium 
period upto 2003-04 on repayment of loan 

In pursuance of the first re\ t\ al scheme of the ~ear 1992. S BI appointed (April :mo I) 
MECON L1m1ted to conduct TEV stud~ \1ECON Limited submitted its report 111 Jul~ 
200 I, '' h1ch, considenng the m atlable 111frns1ruclure 111 each plant. re-assessed the 
ex1st111g annual installed capacity from 1.35.500 tonne to 75.645 tonne for all the four 
plants of the Company The TEV report also recommended reduction m manpO\\ er from 
3,0 13 to 1,3 11 by March 2002 and est1mated the cost of rehab1lttat1on as Rs I 8(1 crore 
Accordingly, the Government of India sanctioned the th ird re\ 1val scheme in June 2002 
under which (i). loan of Rs.97.89 crorc was comerted into equity, (u) further equity of 
Rs 35 crore \\'as sanctioned for addition. mod1ftcat1on and replacement (AMR) schemes 
to be released over a period of five years at the rate of Rs 7 crore per year and (1u) 
work mg capital loan of Rs 30 crore was allO\\ed against Government guarantee'' 1thout 
guarantee fee 

Apart from the financial packages mentioned abo\'e, the Company received total cash 
assistance of Rs.234.60 crore"' from GO\ emment of India dunng the penod 1995-96 to 
2004-05 against the estimated rehabilitat1on cost of Rs.186 crore. 

10.3 Audit Findings 

It \\US observed in audit that msp1te of \\al\er of accrued interest of Rs.61.64 crore. 
::on version of total loan of Rs I 49. 70 crore into equity/preference shares, cash receipt in 

• Rs.219.63 crore in the shape of loan and Rs.14.97 crore in the shape of equity 
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the shape or loans and equity amo unting to Rs.234.60 crore and Government guarantee 
for raising working capital loan fro m banks upto Rs.30 crore without guarantee fee, the 
Company could not achieve the targets set forth in the TEV report as below: 

• Three hund red ninety three employees \\ere yet to be separated to achieve the target 
of 1,3 11 employees recommended in TEV report, resulting in excess wages payment 
or Rs. 9 crore per annum as discussed in paras No. 10.4. 1.1 and 10.8. 

• The actual production was only 46 per cent during the second year (2002-03) against 
the target of 90 per cent or reassessed capacity and 87 per cent in the fourth year 
(2004-05) against the target or I 00 per cent or the re-assessed capaci ty as discussed in 
para No. I 0.4. 1.1 

• The net sales were only Rs.58 28 crore (2002-03), Rs.86.41 crore (2003-04) and 
Rs. I 09.35 crore (2004-05) as against Rs.116.86 crore as per TEV report as discussed 
m para No.10. 5.1. 

• The Company was to achieve net profit aner prior period adjustment/YR or 
Rs.11.95 crore. But it incurred loss orRs.74.51 crore, Rs.9.40 crore and Rs.5.21 crore 
m the years 2002-03, 2003-04 and 2004-05 as discussed in para No 10.5.1 

JO . ./ Productio11 Performa11ce 

In the TEV report, the annual requirement of refractory materials by the steel industry of 
the country duri ng 200 1-02 was assessed at 2 57 lakh tonnes of bricks and 0.56 lakh 
tonne or masses/mortar. Against this, the reassessed production capacity or BRL was 
0 76 lakh, which also remained underutilised as discussed in the subsequent paragraphs 

10..1. I Product M ix & Capacity 

In the TEV report, the production capacity and product mix or the four refractory plants 
\\as re-assessed on the basis of physical status or infra-structures a\'ailable and demand 
for the product as under: 

ame of Product Mix Capacity as per TEV 
Units study (in metric tons) 

Bricks Masses Total 

BHRP Fireclay bricks & Masses (trough mix , 10060 14500 24560 
Castable, Mud Gun Mass etc 

RRRP Magnesia Carbon Bricks (MCB) for 8200 2200 10400 
converters and lad les & Masses 

I Fl CORP F1reclay bricks, Hi-Alumina bricks and 20725 160 20885 
Slide Gate Plates & Accessones and 
Masses 

BRP"' MCB, MCH, CHM, MGT (basic 17000 2800 19800 
bricks), Silica bncks & Masses 

Total 55985 19660 75645 .__ 

• 111a1111fact11 ring magnesia carbon bricks f or fJSP 011 con version cost basis. 
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10 . ./. 1.1 Sltortfal/ ill production 

The actual production of bricks and masses for the years 200 1-02 to 2004-05 compared to 
the re-assessed capacity (TEV) and the target fixed by management was as under 

(quantity in ton ne) 

Plant/capaci Year Target Actual 
I 

Shortfall I Achievement 
ty as per 

I 
(in 

TEV percentage) 

TEV Target I TEV I Target 
- • t 

BHRP 01-02 24900 I (i325 8235 8575 66 (16 
-- - l 

(24 560) 02-03 19648 19833 4912 +185 81 IOI 
I 

03-04 22104 23974 58(i +1870 98 108 

04-05 24560 236 I (i 944 944 96 96 

RRRP 01-02 9400 4147 6253 5253 I 40 44 

(10400) 02-03 8320 4477 5923 3843 43 54 

03-04 9360 5125 I 5215 4235 I 49 J 55 

04-05 10400 5037 I 5363 5363 148 48 

I FI CORP 01-02 20580 6882 14003 13698 33 I 33 

(20885) 02-03 16708 9472 11413 7236 45 57 
-

I 
03-04 18797 13636 7249 5161 65 73 

04-05 20885 19644 1241 124 1 94 94 

I BRP 01-02 38400 2068 17732 36332 10 5 

( 19800) 02-03 15850 1378 18422 14472 7 9 
->- ~ 1 

03-04 17820 10381 94 19 7439 52 58 
t 

2613 J g7 04-05 19800 17 187 2613 87 ,____ 

BRL (as a 01-02 93280 29422 46223 63858 39 32 
whole) 02-03 60526 35 160 40485 25366 14(1 58 
(75645) 03-04 68081 5311 6 22529 14965 70 78 

I 

04-05 75645 65484 I 10161 10161 87 87 

From the abo\'e, it may be seen that the production of BRP \\'as abnormally poor at 10 
and 7 per cent of the re-assessed capacit) dunng the years 2001-02 and 2002-03 and 
there \\as an O\'erall shortfall in production (Bnd.s and Masses) of 1 19 lakh tonnes 
dunng the last four years ending 2004-05 as compared to TEY projections Further, the 
overall production of bricks and masses was in the range of 39 and 87 per cent against 
the re-assessed capacity and between 32 and 87 per cent compared to targets as per 
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Annual Plan during the years 2001-02 to 2004-05. The main reasons for under-utilisation 
of capacity were (i) non-availability of working capital leading to shortage of raw 
materials and (ii) excess manpower leading to increased labour cost of Rs 9 crore 
annually. 

While accepting the facts, the Management staled (May 2005) that late release of dues by 
the majority of customers, acute power crisis, sanction of loan with high interest burden 
as against grant-in-aid en\'isaged in the TEV report and un-remunerative selling pnce vis
a-vis all round increase in rate of critical inputs were the main reasons due to which the 
Company could not achie\'e the TEV targets. 

The contention of the management is not acceptable as (i) the clients were giving advance 
towards raw materials of 50 per cent of cost of purchase orders placed (ii) the Company 
had received the full amount of non-plan loan assistance with interest subsidy from the 
Government of India for reduction of the excess manpower, but the manpower was not 
reduced and (iii) the Government of India had sanctioned non-plan interest free loan of 
Rs 16 crore for meeting working capital in addition to guarantee for Rs 30 crore for 
raising cash credit limit The conversion cost scheme al BRP in\'Ol\'ed no expenses on 
raw materials by BRL and the matter regarding high interest rate on loans should have 
been taken up with the Government of India for reduction in the rates in view of low 
interest rate prevailing in the market. Further, selling goods on un-remunerati\'e pnces is 
a failure on the part of the management in taking commercial decisions 

Audit noted that the main problems were that of quality and opera tional issues, as 
described in the subsequent paragraphs. 

10 . ./.2 Performance Guarantee System for MCB (RRRP) 

Ranchi Road Refractories Plant (RRRP) received (March 2000 Lo January 2005) nine 
Purchase Orders from Bokaro Steel Plant (BOSP) for supply of Magnesia Carbon Bricks 
(MCB) required for relining of converters in its two Steel Melting Shops (SMS) The 
purchase orders provided for a performance guarantee clause, under which each set of 
MCB supplied was required to achieve a minimum number of heats"' and rate of payment 
was graded to the number of heats achieved The Company could not achieve the target 
of 1231/1232 number of heats in respect of 20 sets out of 22 suppli ed for SMS-I. 
Similarly it did not achieve the target of 1300/ 1600 number of heats in respect of three 
sets out of five sets supplied for SMS-II. Thus, against the total Q.f 30928 numbers of 
achievable heats for the total 27 sets supplied during 2001-02 to 2004-05, the Company 
achieved 243 84 number of heats only. As such there was a total shortfall of 6544 number 
of heats. As a result BOSP recovered from the company a sum of Rs.5.65 crore as 
penalty for non-achievement of desired heats and also recovered Rs.O 68 crore towards 
cost of materials supplied by the purchaser in order Lo complete the sets and for 
maintaining the sets in operating condition. Thus, the Company sufTered a loss of Rs 6.33 
crore in the supply of MCBs under performance guarantee system due lo non
achievemenl of prescribed heats. 

The Management stated (May 2005) that RRRP was totally dependent on orders from 
BOSP and hence had to accept the pnce and estimated hfe fixed by BOSP. The hfe of 

.. Heat indicates the number of operation cycles of SMS con1•erter achieved by each relining of co111-erter 
with MCB set. 
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com erter. depended on operational parameters. "h1ch \\'ere poor in case of SMS-1, and 
hence the target ltfe could not be achieved 

Management's reply is not tenable as (i) it was fo r the Company to take a commerc1all) 
viable decision to accept BOSP's orders for supply of MCB sets for SMS-1, espec1all) 
when other manufacturers \\'ere not w1lltng to suppl) sets for SMS-1. (it) due to poor past 
performance, the Company was no longer recet\ mg orders from BOSP for MCB sets for 
SMS-11, which \Vas more lucrative and (iii) the Company had not investigated the reasons 
for non-achievement of prescribed heats of the MCB supplied to BOSP 

The Ministry stated (Februaf) 2006) that RRRP achieved guaranteed 800 heats m all 
converters except in two cases which was due to operational reasons and committee set 
up by BSL confirmed the same and recommended for full per heat pa) men! 

Ministf) ·s reply 1s not tenable since estimated heats could not be achie\ ed and payments 
were limited to the number of heats achieved, resulting m loss to the company. As 
regards full payment in respect of two cases. the same has not yet been received by the 
Company (February 2006) 

10.4.3 Performance guarantee system i11 Slide Gate Refractories (I FICO RP) 

Bokaro Steel Plant (BOSP) placed eight purchase orders on India Firebricks and 
lnsulat1on Co Refrac!Of)' Plant (IFICORP) between April 2000 and March 2004 for 
supply of Sh de Gate (SIG) Plates and accessories In the e' ent of non-achievement of 
estimated heats, the purchase orders provided for reco' ery of penalty m the form of extra 
SIG refractOf)' to be supplied by IFICORP free of cost. SIG Refractory supplied by 
IFICORP failed to ach1e,·e the estimated heat guarantee in respect of all the purchase 
orders due to \\h1ch 1t supplted ex tra refractory materials\\ orth Rs I 97 crore free of cost 
during 2002-03 to 2004-05 . 

The Management stated (May 2005) that IFICORP ''as buying back used SIG Refractof) 
at Rs 25/- per plate, the appltcation of which. along \\1th introduction of other technical 
measures, had reduced the batch cost without sacrificing the quality of end product. Thus. 
if IFICORP had supplied certain materials free of cost, it could save money through 
reduction in batch cost 

Management's reply is not tenable as the qualit) of IG refractOf)' produced in IFICORP 
was not up to the mark and the Company did not produce figures of purported savings. 
nor could Audit work this out tn the absence of anv record 

M1nistf)' stated (Februaf)' 2006) that though IFICORP had to supply some material free 
of cost It could sa\ e Rs I 43 crore during 2000-01 to 2003-04 b) opt1m1sing the cost of 
production with reduction of raw material cost and introduction of other technical 
measures 

M1mstf)•'s reply 1s not tenable since the Compan) . by opt1m1sat1on of cost of production. 
could have achieved impro\ ed margin in supply of SIG refractory It could not ach1e\e 
this due to poor quality of SIG refractory supplied and consequently had to supply it free 
of cost 

10 . ./ . ./ Negligible Production of Silica Bricks (URP) 

Initially the production capacity of si lica bricks at BRP was 20000 tonnes, whi ch ,, as 
reassessed under TEV report to 12000 tonnes Against this production capacity, the actual 
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production after rejections during the years 1999-00 to 2004-05 was only 1790 tonnes, 
and no silica bricks were produced during 2003-04. 

Further, during the physical veri ficat ion of stocks for the year 1999-2000 to 2001-02, 
1525 tonnes of silica bricks were fo und to be short due to which the Company suffered a 
loss of Rs.1.31 crore. 

The Company also suffered a loss of Rs.59 lakh due to excess consumption of raw 
material (quartzite). During the years from 1999-2000 to 2004-05 it consumed on an 
average three tonnes of quartzite for every tonne of silica bricks against the norm of 1 05 
tonne envisaged in the detailed project report (DPR). This resulted in excess consumption 
of 3484 tonnes of quartzite valuing Rs 59 lakh. 

The Management stated (May 2005) that since inception, silica bricks could not be 
produced at a stretch due to various reasons and hence quality norm could not be 
substantiated. The reply of the Management is however, silent on the issues of reasons for 
negligible/nil production, abnormally high rejections, heavy shortage during physical 
' erifications and abnormally excess consumption of raw materials 

Ministry stated (February 2006) that BRP never had sufficient orders, as such quality of 
bricks could not be established and the norms of raw materials fixed in the DPR were not 
practical. 

Ministry's reply is not tenable since it could not succeed in obtaining orders and 
improving the quality. Moreover, no norms were fixed by the Company even though the 
norms fixed in the DPR were not practical. 

10 . ./. 5 Excess Rejection of Bricks 

Rejection of bricks occurs at two stages viz. (i) green rejects which cover rejects till the 
firing stages and (ii) burnt rejects which cover fired bricks rejected during sorting/ 
inspection 

The company had not fixed any norms for either of the two rejections. However, the TEV 
study implied a total rejection rate of I 0 per cent. The actual percentage of rejection of 
bricks at IFICORP, BHRP and BRP was as follows · 
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1999- 2000- 2001- 2002- 2003- 2004- Averag 

00 01 02 03 04 05 e 

• IFICORP 15% 20% 27% 14% 19% 16% 19% 

• BHRP 35% 37% 38% 30% 34% 21% 35% 

OBRP 76% 64% 82% 77% 60% 72% 

I• IFICORP • BHRP 0 BRP I 
Nole The figures for prntluctwn of g.11.:cn bncJ..s" <Ultl rciccls for baste bricks al IWRI' for the pcrmtl 
1999-00 to 2002-03 arc not m atlablc \\tlh management, anti ha\·c thus nnt been consttlerctl 

The total excess rejection of bricks beyond I 0 per cent during the period 1999-00 to 
2003-04 at these three plants amounted to 20, 115 tonnes, resulting in ex tra operating 
costs of Rs.20.74 crore Smee the Management did not furnish details of production of 
green bricks by the three units during 2004-05. the extra expenditure on recycling the 
rejected bricks during 2004-05 could not be \\Orked out It \\Ould be noticed that e\en in 
BHRP. \\here the quality or masses and castables \ms being maintained, the process for 
production of bricks ''as unsatisfactory 

The Management did not analyse the reasons for such high rejections and also did not 
off er their comments on the issue. 

I 0 . ./. 6 Poor Utilisation of Presses 

One of the reasons for shortfall m production or bricks and lo\\'er production or green 
bricks \\US poor uttl1sat1on of presses mstalled m the Plants as detailed 111 the folio\\ mg 
table 

Percentage Average Productivity as per I 
Utilisation Prod UC t ivi ty TEV Study 

(To nnes I machine (Tonnes/machine hr.) 
hr) 

IFICORP (Figures in hours) 

2001 -02 26 () 54 () 67 

2002-03 26 () 56 

2003-04 36 () 58 

2004-05 44 0 56 
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BHRP (Figures in shifts) 

2001-02 23 1. 76 3. 13 

2002-03 19 1.36 

2003-04 17 2.28 

2004-05 NA* NA* 

RRRP (Fi!!ures in shifts) 

2001-02 35 4.16 6.67 

2002-03 36 4.68 

2003-04 39 5.00 

2004-05 44 4.8 

BRP (Figures in hours) 

2001-02 

2002-03 

2003-04 47 1.00 1.02 

2004-05 30 NA* 

Note: Management did not furnish the figures for production of green bricks and 
running hours of presses. Hence, productlVlty of presses for 2004-05 could not be 
ascertained. 

It was observed that : 

• Only IFICORP maintained records of downtime by reason, which revealed that 
out of the 56 per cent - 74 per cent downtime during 2001-02 to 2004-05, only 
6.5 per cent was on account of external reasons such as power failure. Other units 
did not have records of downtime by reason. 

• BHRP and RRRP maintained records of utilisation only in shifts (and not in 
hours), which did not indicate whether the shift was fully utilised or not. 

• BRP maintained records for working hours only from 2003-04 onwards 

Thus, the utilisation of presses was poor during the period of report and the production in 
tonnes/machine hour was further lower than the TEV projections. In the absence of 
detailed records and reasons for downtime, Management would be unable to analyse the 
data and take effective remedial action. 

The Management neither analysed the reasons for poor utilisation of presses nor 
furnished their comments on the issue. 

10..1. 7 Excess Consumption of Raw Materials and Fuel 

The Company produces vari ous types of refractories for which different raw material s are 
required . However the Company had not fixed norms for consumption of each type of 
raw material for each product. On an average, the actual consumption of total raw 
materials (excluding quartzite for silica bricks) varied from plant to plant. The 
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consumption of raw materials was in the range of I 044-1104 kgs per tonne of refractones 
in BHRP, 996-1039 kgs per tonne of refractories m RRRP, 373-1176 kgs per tonne m 
BRP and 1054-1267 kgs per tonne in IFICORP. There was no reason on record either fo r 
the wide variations in consumption of raw materials in different plants when one tonne of 
refractOI)' was produced with 996 Kg of raw material in RRRP and 373 Kg of raw 
material in BRP. 

Similarly, no norms were fixed for consumption of fuel (coal/coke and furnace oil) at any 
of the plants. As a result, management had no yardstick against which to properly manage 
consumption of fuel , or check excess consumption. However, in a proposal for 
modification/modernisation of ex isting producer gas plant from coke based to coal as 
feed stock, the Management projected the consumption of coal and f um ace oil as 24 7 Kg 
and 53 litres respectively per tonne of refractory on an approximate basis in one of the 
units of IFICORP. 

Based on the above consumption pattern, Audit estimated the excess consumption of coal 
and f umace oil at IFICORP during the penod 1999-00 to 2004-05 at Rs.5.21 crore. The 
unit also consumed 284 KL HSD oil \aluing Rs 64 lakh during 2003-04 & 2004-05 m 

addition to the furnace oil. 

Though the reply (May 2005) of the Management was silent on the issues of non-ftxauon 
of norms as well as for wide variations in actual consumption by various plants, 1t. 

however, contended that the norms of consumption pattern of coal and furnace otl as 
pointed out by audit could not be achieved as the unit was running with a very low le\'el 
of production due to lack of sumcient order for high value product and the position 
improved with increase in production during 2003-04 and 2004-05. 

The Management' s reply is not tenable as the consumption of furnace oil and coal was 86 
litres per MT and 282 Kgs per MT respectt\ ely during the year 2004-05 which was sttll 
substantially higher than the consumption pattern indicated above even though the 
production was increased to 94 per cent of reassessed capacity during that year. 

Ministry (February 2006) agreed to audit's \'tew point fo r fixation of norms of raw 
material and assured to take up the matter \\'tth the Company to form ulate norms for 
consumption of raw material 

I 0. 5 Fi11a11cial perform a11ce 

I 0. 5. I Sa/es/Profitability 

The order balance at the end of the year, target vis-a-vis actual sales in quantity and value 
and gross/net margin in respect of all the four plants for the years 2001-02 to 2004-05 are 

. . th D 1 . bl given m e ol owmg ta e: 

Plant Year Target Actual Value of Gross Net Profit Order 
sales sales Sales (Rs. Profit (Rs. in balance 

(MT) (MT) in crore) (Rs. m crore) the end 

crore) the year 

(MT) 

BHRP 2001-02 24900 162 15 22.5 1 (7.60) (8.68) 197 11 

2002-03 19648 19970 29.72 1.20 ( 11.34) 15726 
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2003-04 22104 24018 36 08 5.24 I 13 16161 

2004-05 24560 23616 36.94 4.64 0 15 24239 

As per TEV re11ort 26 13 4.75 3.47 

RRRP 2001-02 9400 4503 13 .89 (2.13) (5 22) 3171 

2002-03 8320 4844 14.17 (1.03) (7.39) 1677 
-- - --

2003-04 9360 4522 15 .68 1.21 (1.46) 3596 

2004-05 10400 532 1 17.03 1.79 (3. 75) 2767 

As per TEV report 28.43 3.38 2.00 
BRP 2001-02 38400 2119 2.80 (23 .68) (27.46) 42403 

2002-03 15840 19 14 2.30 ( 12.63 ) (30 72) 15628 

2003-04 17820 9526 11 .99 (0.83) (7.64) 21593 

2004-05 19800 16697 24.39 4. 17 (2 42) 7827 

As 1>er TEV report 28.77 6.85 3.48 

IFIC 200 1-02 20580 85 11 10.80 (20.32) (21.99) 15858 
ORP 2002-03 16708 100 19 12.09 (7 .55) (25 .06) 2 1029 

2003-04 18797 13332 22.66 1.33 (1.43) 2 1593 

2004-05 20885 19019 30.99 410 0 81 26313 

As per ~V r~ort 33 .53 5.0 1 3 00 --
BRL 2001-02 93280 55145 50.00 (53 .73) (63 .35) 81143 
as a 2002-03 60516 36747 58.28 (20.01) (74 51) 54060 
whole 

2003-04 64585 51398 86.41 6.95 (9 40) 56636 

2004-05 75645 64653 109.35 14.70 (5.21) 6 1146 

As rer TEV report 116.86 19.99 11.95 

It may be seen from the above that though one plant viz. BHRP met the sales target for 
the years 2002-03 and 2003-04, the Company as a whole could never achieve the same 
th roughout the period covered in audit. In terms of value also, the company remained 
much behind the projections envisaged in the TEV report in all the four years ending 
March 2005. 

Evidently the pe rformance of sales remained poor despite the fact that all the fo ur plants 
of the Company had sufficient order quantities yet to be executed al the end of each year 

Though, the Company earned operational profits (Gross profit) of Rs 6.95 crore and 
Rs 14 70 crore during the years 2003-04 and 2004-05 respectively, it incurred net losses 
of Rs 9.40 crore and Rs.5.21 crore during the above years, mainly due to high incidence 
of interest burden of Rs. 12. 97 crore and Rs. 14.85 crore coupled with labour cost of 
excess manpower. 
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The position of sundry debtors for the penod 200 1-02 to 2004-05 was as fo llows. 

Year Sales Sund1 ·y 
r Deb to s 

(Rs. in crore) 

Debtors in Provision 
terms 
month's sale 

2001-02 58.10 38.93 8.04 12.56 
- - -- -

2002-03 68 00 44 40 7.84 14 23 

I 2003-04 
. 

I 00.48 57 34 6.84 14 58 

2004-05 127 34 68 23 6.43 16 02 

It may be seen from the abo\'e that sund~ debtors always remained more than 50 per 
cent of sales during the period of report Doubtful debts also increased from Rs 12 56 
crore in the year 2001-02 to Rs 16 02 crore in the year 2004-05. Though the debtors Ill 

terms of months sales decreased during the period of report but the same, equ1ralent to 
6.43 months sales was still on the high side. 

One major outstanding debt was from Mis Otto Ind ia (P) Ltd ., a prirate customer \\ho 
placed purchase orders on RRRP for converter bottom lining and MCB refractories for 
work relating to SMS-rI of BOSP. Out of Rs I. 70 crore payable for the work. the 
customer paid only Rs 0.47 crore and the balance of Rs.1.23 crore remained outstanding 
since March 2003 though Mis Otto India (P) Ltd. received full payment from BO P 
Thus prospect of reco\'e~· of the amount remained bleak. 

On the issue of huge outstandings, the Management did not f um1sh any comments in 
thelf reply (May 2005) Howe\ er, on the issue of outstanding from Mis Otto India. 1t 
stated that the matter was being pursued ''1th the party for early release of the payment 
and they also filed a case in the Jhar!..hand l l1gh Court for appointment of an arbitrator 

Ministry stated (February 2006) that the Company had drawn up a plan for realisation of 
dues from public sector steel plants and efforts \\ere being made through out-of court 
settlement, apart from legal action, for realisation of dues from Mis OTTO India (P) Ltd 

10.6 Execution of Addition Modification and Replacement (AMR) Schemes 

10.6. l Utilisation of AMR F1111d.\· 

Between 1999-2000 and 2004-05, the Go\ emment released a total of Rs.37.50 crore 
(Rs 23 50 crore as plan loan, and Rs. 14 crore as equity) for executing AMR/capital 
schemes. Out of this the Company d1stnbuted (upto 2004-05) only 25.45 crore to its 
units The amount distributed to its various units and the utilisation of the amount on 
AMR schemes by the units are g1\'en in the follO\\ing table: 

l·w1d rece1vedfro111 Govt ef -
Fund d1stnl111ted to the wuts Frmds spent hy 11111/s 

(Rupees in crore) 

India 
Year !'Ian Equity BllfU> RIV?!' /JIU' IFICORP Bl/RP RRRP /JRP IF/CORP 

Loan 
1999-00 3.50 00 0.17 1.83 (} 00 1 50 0.34 0 55 0 II 023 
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2000-01 3.50 00 000 0 00 2.00 1.50 o.u 0.27 0.30 0.25 
2001-02 3.50 00 1 00 1.00 0.00 1.50 0.11 0.04 0.21 0 51 
2002-03 5.00 00 1 15 0.45 0.20 3 15 0.25 0. 73 0 53 0. 17 
2003-04 500 7.00 000 0.00 0.00 0.00 2.27 0.00 1.53 1. 71 
2004-05 3.00 7.00 2.00 3.75 1.75 2.50 0.01 0.29 0.57 1. 76 
Total 23.50 14.00 432 7.03 3.95 JO 15 3.12 J 89 3.U 4 63 

Grand 37.50 25.45 12.88 
Total 

It may be seen from the above that out of the total funds ofRs.25.45 crore distributed by 
the Company for AMR schemes, the units invested Rs.12.88 crore only on these 
schemes. Thus, out of the total Rs.37.50 crore meant for AMR schemes, a sum of 
Rs. 12.88 crore was invested for the purpose leaving the balance amount of Rs 24.62 
crore, which was inappropnately diverted to other revenue expenses. 

Management did not f umish any comment on this issue. 

Ministry stated (February 2006) that funds received from the Government under AMR 
schemes had been utilized for AMR purpose only. However, the Company would verify 
booking and classification of expenditure. 

Confirmation of booking and classification of expenditure is awaited (February 2006). 

It was observed in audit that the Company took hasty and injudicious decisions in 
procurement and installation of plant/equipment valuing Rs. I 0.02 crore on the major 
projects under the AMR scheme. The cases are discussed below. 

10.6.2 Purchase of an llltensive Mixing Machine by RRRP 

While Ranchi Road Refractories Plant (RRRP) had existing mixing capacity of 38,000 
tonnes per annum (pa.) against the requirement of only 12,000 tonnes p.a as per the 
TEV report, the plant placed a purchase order in April 2002 for an intensive type counter 
current mixing machine at a price of Rs.29 lakh against a purchase indent of April 1999. 
The machine was received only in March 2003, and commissioned in November 2003. 

The mixing machine was procured for using Novalac resin, in place of the existing resole 
resin. According to Management, a gain of Rs.29 lakh ·per annum on account of this 
machine was envisaged in 2000-0 I, when the life of the BOSP converter linings was 
between 900 and l 000 heats; however, as the life had gone up beyond 2000 heats, the 
gain would come do\rn. In fact, another PSU viz Bum Standard Company Limited, 
having the same machine, had indicated in October 2000 that even after considerable 
rectification, the performance of this type of machine was unsatisfactory. Out of the 
available 568 shifts for the period November 2003 to August 2004, the mixing machine 
was used for only 42 shifts (seven per cent). Thus the investment in the machine was 
in Judicious. 

The management stated (May 2005) that efforts were made to establish the technology 
for manufacture of bricks through use of Novolac resin but the same was delayed as the 
nght specification of Novolac resin had not been developed by its suppliers so far 

The reply 1s not tenable as the purchase of the mixer was made before establishing the 
technology and development of the required specification of Novolac resin to be used. 

Ministry stuted (February 2006) that the Mixer would be put into more effective use 
which would ensure proper mixing and better performance. 
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Further action is awaited. 

10.6.3 lllstallatiou of Shuttle Kiln at IF/CORP 

In May I 998, India Firebricks and Insulation Co. Refractory Plant (IFICORP) obtained 
administrative approval for installation of a LOO-based 40 tonne batch capaci ty Shuttle 
Kiln to achieve firing temperature of 1600 degree centigrade (0 C) at an estimated cost of 
Rs.1.50 crore. Since the bids received were much higher, the project was shelved, but 
was re-opened in 200 I. 

In December 2002, a letter of intent for 20 tonne capacity Oil Fired Shuttle Ki ln to 
achieYe firing temperature of 1550°C was issued to the lowest tenderer at a cost of 
Rs.1.82 crore for completion by September 2003 . As of May 2005, the kiln had not been 
completed, and a total of Rs. I. 20 crore had been paid to the contractor 

IFICORP had an existing coal gas fired tunnel kiln. \\1th a capacity of21,200 tonnes per 
annum, against which the actual maximum production was 65 per cent and 94 per cent 
during the years 2003-04 and 2004-05 respect!\ ely The new Shuttle Kiln would thus be 
redundant. Further, its operation, using costly LOO, would be expensi ,·e, as compared to 
the coal-gas fired kiln. The expenditure of Rs I 82 crore on the kiln \\'as thus injudicious. 

Management stated (May 2005) that they had planned to go in for high value products 
like high performance S/G plates with 7.irconia inserts, mullite bricks and Zirmul for glass 
industries, Lero cement castables suitable for fusion case blocks etc., \\hich were highly 
remuneratiYe. These products required high temperatures (I 500°C to I G00°C), which \\'as 
not possible in the existing Tunnel Kiln. Hence. 1t \\'as decided to construct a shuttle kiln. 
There was delay in starting the project due to delay in handing O\'er the site, in 

dismantling and cleaning of old construction. in ci\ II works etc. 

The Management 's reply is not acceptable as the technical specification ind icating the 
firing temperature of the Kiln originally planned for I G00°C \\'as later changed to I 550°C 
and the existing Coal based Tunnel Kiln could achieve the required temperature. The 
project had not been completed even after seven years. 

JO. 6 . ./ Modification of Producer Gas Plant at BRP 

Bhilai Refractories Plant (BRP) decided to mod if\' its coke-based three - unit Producer 
Gas Plant (PGP) to a coal-based PGP. As per the techno-economic analysis, the estimated 
investment of Rs. I .80 crore would generate a net annual saving of Rs. 1.9\J crore. 
primarily through replacement of costly f um ace oil being consumed in the tunnel ]..ilns 
for production of basic bricks with producer gas. Accordingly a \\'Ork order at a total 
price of Rs.1.85 crore for all three units \\as issued in August 1999 on Mis India 
Industrial Enterprises (IIE); the work was to be completed by July 2000, with the first 
PGP unit by February 2000. 

Analysis in audit revealed that the first PGP was modified and commissioned in July 
2004. However, a number of complaints \\'ere reported which required rectification. 
Modificati on of second PGP had not been taken up so far (March 2005). In August 2003. 
the modification of the third unit was diverted to lFICORP at the same rates, terms and 
conditions. 

There was a delay in commissioning of I G months from March 2003 due to the failure of 
the Company to procure coal; this was finally procured from BSP. In this connection 
Audit observed as under: 

149 



Report No. 8 of 2006 

• A comparison of fuel costs for July 2004 and September 2004 (after connection of 
the PGP gas line) for production of basic bricks in the tunnel kiln indicated that 
the fuel cost/tonne had gone up from Rs.1,355 to Rs. 1,561, an increase of 
Rs.206/tonne as against the envisaged reduction. 

• The contractor was paid Rs . I crore upto June 2005. There was no progress on the 
modification of the other two units. 

• The expenditure on modi fication of the PGP had thus become infructuous 

The management has not furnished any comment. 

Ministry stated (February 2006) that the complaints had been rectified and PGP was 
running smoothly. The contractor was paid as per the payment schedule which was linked 
\\'Ith the progress of job. 

Ministry howe\'er. had not given its comments about non-completion of the mod1ficat1on 
of the other two units although Rs I crore had already been spent on the project. 

10.6.5 Purchase of Sacmi Press 

Ranchi Road Refractories Plant (RRRP) installed a new 2500 tonne Sacm1 hydraulic 
press at a cost ofRs.7.53 crore in December 1999. The 2500 tonne press was purchased, 
as against a global tender for only a 2000 tonne press initially, on the grounds that the 
larger press would be able to make larger si1.ed MCBs. However, during the period 2000-
0 I to 2003-04, the average capacity utilisation of this press remained at 37 per cent of the 
production capacity of 4800 tonne of bricks per annum. As such, this press on \\hich 
expenditure of Rs. 7.53 crore was incurred was grossly underutilised 

The management stated that if they had procured the 2000 T press, 800 X 125 mm and 
900 X 125 mm brick could not have been produced at RRRP. The reply is not tenable, 
since as per the proposal for purchase of the press, e,·en a 2000 T press could produce 
bncks of the above sizes. 

Management further contended that pro\'ls1on fo r producing 1000 X 125 mm bricks in 
future was made. This is also not tenable, since no order for the above si1.ed bricks had 
been received even after five years of installation of the press. 

10. 7 Other points of interest 

I 0. 7.1 Continuous Casting Project 

In order to develop the capacity for manufacturing refractori es for con tinuous casting of 
steel, BRL entered into three collaboration agreements in October 199 1 with Shinagawa 
Refractories Company, Japan (S RC) for transfe r of technology/know-how for sett ing up a 
3000 tonnes p.a. plant at a lump sum royalty of 63 million yen (equivalent to Rs.1.45 
crore) . Between 1992 and 1997, the company paid Rs.1.12 crore to SRC on this account. 

The Board of Directors also appro\ ed setting up of a refractories project in December 
1992 for continuous casting of steel at an estimated capital cost of Rs.19.88 crore. While 
Government of India sanctioned and paid Rs.20 crore for this project between 1997-98 
and 2000-0 I , these funds were utilised fo r replacement/revamping of obsolete machinery. 
Subsequently, the Company signed an MOU with Monnet Ispat Limited in May 1999 for 
setting up this project as a Joint Venture (JV) at an estimated cost of Rs.35 crore, and the 
Board of Directors also approved the fo rmation of the JV Company in February 200 I. 
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Ho\\'e\'er. till date, no action had been taken to set up this project . and the expenditure of 
Rs I 12 cro re on technology transfer had become 111fructuous. 

The Management stated ( 1a) 2005) that the project \\as not implemented for \\ant of 
resources. Budgetary support of Rs.20 crore earmarked for the project was utilised on 
other schemes fo r replacement/re' amping of obsolete mach inery It also stated that the 
Company\\ as pursuing the sett111g up of the project at the earli est 

The reply 1s not tenable s111ce. despite the technolog) transfer agreement with SRC be111g 
signed in 199 1, the project has not yet been started (May 2005). especially \\hen large 
number of manufacturers hm e entered the market It \\as doubtful" hether a 15 Years old 
technology \\Ould be fruitful at thi s juncture. rendering the expenditure of Rs. I 12 crore 
incurred infructuous 

10.8 Manpower 

The TEV Study recommended a reduction 1n total man po" er from 3013 as or r-.1arch 
200 I to 1311 by March 2002. HO\\ ever. e\ en as of March 2005. the total manpo\\er "as 
1704. \\ hich was in excess of the TEV norm b) 393 employees 

According to th e TEV Stud), the projected reduction 111 manpo\\er \\Ould ha\'e ensured 
that BRL's labour producll\'lt)' \\Ould go from 11 tonnes per man per year to 58 tonnes 
per man per year, as compared to the a\·erage or (10-70 tonnes per man per year for Indian 
refractory· producers and I 00-300 tonnes per man per year for fore ign producers The 
pos1 t1on of each unit\\ as as follo\\'s· 

60.00 

50.00 

40.00 

30.00 

20.00 

10.00 

0.00 

• IFICORP 

• BHRP 

•RRRP 

OBRP* 

2001-02 

8.30 

24.70 

15.60 

2.04 

(Producti\lt) 111 tonnes per man year) 

2002-03 2003-04 2004-05 

20.30 29.40 42.90 

45.40 56.40 56.00 

23.40 27.30 26.90 

1.96 28.80 39.40 

1 • IFICORP • BHRP • RRRP D BRP* I 

Note For the abc.>\'e ealculat1ons, casual workers engagcJ by urn ls have also bcm 1ncluJcJ 

• Labour pro<luct1v1ty m BRP for 2003-04 & 200-1-05 has been worked out cons1tlcnng conversion Joh or 
MCB also 

With the improvement in their capac ity utilisation. Bl IRP also substantially impro\ed its 
labour productivity. though 1t \\as sti ll belo" the TEV projections The pos1t1on in other 
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units, particularly RRRP, was much below the TEV projections. Production at BRP 
increased substantially but labour producl1\·ity indicated was less due to excess strength 
of manpower. 

Ministry stated (February 2006) that productivity of RRRP had reduced due to lack of 
working capital and orders and there was increase in labour productivity during 2005-06. 

Audit observed that although there was improvement in the labour productivi ty, yet it 
was far below the industry norm. 

10.9 Business Pla1111i11g and Financial Ma11ageme11t 

I 0. 9. 1 JJ11 sin ess Pl an 

At its 140 meeting in September 2004, the Board of the Company asked for a Business 
Plan for five years. In response, the Company prepared and submitted a production plan 
for live years, with the following noteworthy features : 

• The plan did not cover investment and pro!itability aspects No increase in 
capacity had been indicated, nor any techno-economic studies conducted. 

• The plan indicated I 00 per cent capacity utilisation for 2005-06 and 2006-07 
(except RRRP) and more than I 00 per cent capacity from 2007-08 to 2009-10 In 
particular, it projected BRP's production of bricks al 14,000- I 6,000 tonnes pa., 
against the re-assessed capacity of 19800 tonnes. 

• It projected the production of Concast refractories at IFICORP from Rs. I 0 crore 
to Rs 15 crore during 2007-08 lo 2009-I 0, although no action to set up this project 
had yet been taken as commented upon in para No. I 0. 7. I. 

The opt1m1stic projections m the plan, \\ithout detailed JUSti !ication, \\as indicati' e of the 
Management's lack of serious interest in the planning process 

The Management stated (May 2005) that the Board of Directors desired preparation of 
business plan through an outside agency. Accordingly, preparation of business plan was 
under progress by MECON. 

Ministry stated (February 2006) that business plan had since been prepared by MECO 

10. 9. 2 Costing and Budgeting System 

The Company did not prepare any costing manual, nor had it adopted any proper costing 
system (with standard and actual costs) for the purpose of cost accounting and cost 
control. As stated in para No 10.4.7, no norms were fixed for consumption of raw 
materials and other inputs like fuel and electricity. Cost of production was worked out on 
a rough basis for a group of products, primarily for valuation of inventory. While original 
and revised budgets were prepared annually, variance analysis of actual vis-a-vis 
budgeted expenditure \\as not conducted. Thus, the Company's controls over budget and 
cost were weak. 

Ministry stated (February2006) that the Company was in the process of setting up a 
Costing and Budgeting department for the purpose of cost accounting and cost control. 

I 0.10 11ltemal Audit set up 

The last internal audit of the Company was conducted by an outside firm for the year 
1999-2000 for four units. The company had no internal audit department, and the post of 
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Chief Internal Auditor was vacant Though a Chief Manager (Finance) ''as appointed as 
Chief of Internal Audit in August 2005, no internal audit team had been conslltuted as yet 
(December 2005) 

Ministry stated that during 2002-03, a large number of finance execut1\ e and staff opted 
for \'olunlary retirement and the present strength was fully utilized in accounts job. The 
Company ''as contemplating transfer of staff from departments other than finance for 
setting up the internal audit department. Considering the cost and present linancial cns1s, 
engagement of outside parties might not be desirable. 

Further action 1s awaited (February 2006). 

JO.II Couclt1sio1t 

The Company received three re\ I\ al packages dunng the years 1997 to 2002. "herein 1l 
got \'anous concessions like \\aJ\ er of interest on loans uplo March 1995, grant of 
interest free working capital loan, interest holtda) upto 2007-08, four )ears moratonum 
for repayment of loan, con\'ers1on of loans into equity and cash assistance of Rs 234 60 
crore m the shape of loan and equit) 

Despite these substantial concessions, the Com pan) could achieve maximum 87 per cent 
of the reassessed production capacity of 7 5645 tonne per annum due lo under ul1ltsat1on 
of presses, excess rejection of bncks, lower demand of MCB sets on account of poor 
quality, negligible production and abnormally higher rejection in case of stl1ca bricks at 
BRP. The Company managed to earn operational prolit of Rs.6.95 crore and Rs 14 70 
crore during 2003-04 and 2004-05 rcspect1\ cl) as against TEV projection of Rs. 19 19 
crore and Rs 19 23 crore for the third and fourth year of the revival scheme respecti,ely 
I lowe\'er, 1t could not earn net profit and tnslead tncurred net loss ranged bet\\een 
Rs. 7 4 51 crore and Rs.5.2 1 crore dunng the ) cars 2002-03 and 2004-05 respect!\ el) 
against the TEV projection of Rs I I 95 crore The accumulated loss on 31 March 2005 
\\aS Rs 325 56 crore which had eroded the entire paid up capital and a substantial portion 
of loan recel\ ed from Go\ emment of India The main reasons for non ach1e' emenl of 
profit targets \\ere lower production. negltg1ble producllon of silica bncks. production or 
poor quality of MCB sets. S G refraclof) , e:-..cess manpower leading to e:-..cess 
expenditure of Rs 9 crore per annum, non realtsat1on of sundry debtors and excess 
consumplton of raw materials 

The Company had taken a number of hasty and injudicious decisions for procurement 
and installation of equipment/plant etc. resulting in blocking up of capital and loss of 
interest. The Company could not achieve the desired results from inslallat1on of Mixing 
machine, gas producer plant, Sacm1 press etc and the same were lying un-utilised/under
utilised. 

The mechanism of managenal control in the company like costing and budgettng system, 
internal audit system etc. was \\eak The Management had not fixed operational norms. 
norms for consumption of ra'' matenals and fuels etc against which it could measure its 
performance. The Company had also not prepared and approved manuals for purchase, 
contract, stores. costing, accounting etc 
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CHAPTER: XI 

MSTC Limited 

High Seas Sale Activity 

H iglzliglzts 

During 2002-03 the Company surpassed the targets of turnover and was also rated 
' Excellent ' in terms of MOU; however, it failed to meet the target of ensuring that at least 
20 per cent of the imports were for non-captive buyers. 

(Para 11. 7. 1.1) 

The specific contribution of High Seas sale activity to the overall financial performance 
could not be ascertained as no separate cost records had been maintained for allocation of 
overheads made to this activity. 

(Para 11. 7.1.2) 

During the last five years ending 31 March 2005 maximum business was derived from 
four to five items. Growth in overall sales of the Company had been price driven and not 
volume driven. Concentration of sales on limited number of products and a single 
customer i.e. HPL involved attendant risk of loss of flexibili ty and sudden decline in 
volume of business in future. 

(Para 11. 7.1. 3) 

Internal audit of International Marketing Division was conducted by an external agency 
from 2002-03 onwards. However, Board was not apprised of major internal audit 
findings. 

(Para 11. 7.2.1) 

Scrutiny of records did not reveal any process of verification of rates of the suppliers with 
the prevailing market price to ensure acceptance of competitive rates 

(Para 11. 7. 3. I) 

As em·isaged in the Strategic Plan (2003-07), the Company had not developed the market 
research function till October 2005. 

(Para 11. 7.3. 2) 

The ex isting Manual fo r Import of the Company does not provide fo r scrutini1.ing 
credentials of new buyers and foreign sellers through independent rating agencies. 

(Para 11. 7.4.2) 
Deviations from the terms and conditions of MOAs e.g. terms of lifting of goods, 
provision of bank guarantees, storage of goods in Company controlled warehouses and 
stockyards, issue of goods at prices less than provisional issue prices, etc. were noticed in 
several cases. 

(Para 11. 7.4.3) 

As a result of allowing waiver of third party inspections and quality and quantity 
certification by the supplier in the MOA with Reliance Silicones (India) Pvt. Ltd ., the 
Company incurred a loss of Rs.4.03 crore. 

(Para 11. 7 . ./.5) 
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Non-inclusion of adequate safeguards in the MOA entered into with Shamon lspat 
L1m1ted (SIL), a I 00 per cent EOU client led to waiver of interest of Rs.82.00 lakh. 
which was otherwise recoverable as per MOA 

(Para 11. 7 . ./. 6) 

Gist of recomme1Ldatio11s 

• Operational Plans need to be drawn up based on data analysis specify ing the concrete 
measures/actions to be taken and quantifying the levels of various activities required 
to achieve the MOU targets 

• 

• 

• 

• 

Cost Records may be maintained so that product-wise/ segment-\\1se 
(1mport/export/domestic)/act1vity-\\ 1se (trading/selling agency) performance 1s 
ascertainable which mil pro\'lde the management with information for control and 
decision making and also help in deYeloping Strategic Business Umt (SBU) concept 

Management should derelop competence in the area of procurement of materials at 
competitive cost to be able to carry out full-fledged trading actiYity as envisaged in 
the Strategic Plan. 

To ensure its emergence as a diversified trading house, the Company needs to 
actively identify buyers' needs and attune the activi ties of its Marketing Di\ is1on to 
the market trends. 

The Company should insist on adherence to the conditions of MOA by the customer 
Relaxation may be permitted only after amending the MOA after approval b) the 
competent authority 

11. 1 llltroductioll 

11.1.1 MSTC Limited (formerly knO\m as Metal Scrap Trade Corporation Limited) was 
incorporated under the Companies Act, 1956 in September 1964 under the administrat1\ e 
control of the Ministry of Steel The Comp an) became a subsidiary of Steel Authortt) of 
India Limited (SAIL) m February 1974 In the year 1982-83. it was converted into an 
independent Company by transfer of its shares from SAIL to the President of India It 
was declared a Mini Ratna Company in 200 I 

11.1.2 The Company has two major spheres of activities vi1.; selling and marketing As a 
selling agency, the Company undertakes disposal of fe rrous scrap and. other secondary 
arisings generated in integrated steel plants and disposal of scrap. surplus stores, etc from 
other public sector enterprises and government departments including the Ministry of 
Defence. In the area of marketing, the Company imports material required by large 
industrial houses on back-to-back basis and transfers the same to the buyer through High 
Seas sales Under High Sea Sales system. buyer app roaches the Company ''1th the 
purchase requirement and a Memorandum of Agreement (MOA) is entered into'' 1th the 
buyer The Company then floats the tender on its website and obtains quotes, the offers 
are sent to the buyer for their comments and acceptance and after recen ing the buyer's 
acceptance, the Company finalises the Purchase Order fo llowed by opening of Foreign 
Letter of Cred it after acceptance of Purchase Order by the seller. After receipt of Bill of 
Entry from the foreign supplier the Company sells the entire quantity of material to the 
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buyer on High Seas Sale basis prior to arri\ al of the ship at the unload mg port and takes 
post dated cheques for the mvoice amount On the basis of that sale, the buyer files the 
8111 of Entry with the Customs authority and pays the customs duty The buyer pledges 
the materials to the Company and stores it in a stockyard controlled by its authorized 
custodian and takes delivery of the material as and when required after making necessary 
payments to the Company. The items imported include petroleum products, Low Ash 
Metallurgical (LAM) coke, Coking coal, Direct Reduced pellets, Hot Rolled (HR) Coils 
and melting scrap. The International Marketing Division at the Corporate Omce in 
Kolkata looks after the High Seas sale operations. Marketing activity also includes di rect 
trade in items within the country 

11. 2 Organisations Structure 

The Management of the Company is \ ested ''1th the Board of Directors headed by the 
Chairman cum Managing Director (CMD) The members of the Board are nominated by 
the Ministry of Steel. Though the Memorandum of Association stipulates a minimum of 
three Directors, the actual number was l\\'O from May 2003 onwards The f unct1onal 
areas of the Company are looked after by executive omcers of the rank of Chief General 
Manager/General Manager 

11.3 Scope Of Audit 

Performance Audit was conducted to re\ iew the performance of the company on account 
of the marketing operation wi th reference to the strategic plan/MOU targets and the 
process and transactions on account of High Seas sales. The thrust areas of aud it were 
contract management and effectiveness of the process for High Seas sale and related 
internal controls. Audit examination covered 63 MOA the Company had entered into 
\\1th 21 parties during the period Apnl 2000 to March 2005 and other records/files related 
to High Seas sale. 

11 . .J Audit Objective 

Performance Audit of High Seas sale activity was taken up to ascertain whether 

1. the goals set in the operational plans/MOUs were consistent with the strategic 
plan of the Company and same were achieved: 

11 internal control and accountability '' 1thin the Company pro,·idcd sunlc1ent 
assurance for safeguarding the financial interest of the Company; 

111 systems and procedures for entering and executing MOA for High Seas sales 
ensured protection of the Company's financial interests. 

11. 5 Audit Methodology 

Audit methodology involved detailed examination and analysis of MOA files and records 
relating to High Seas sale fo r the period Apnl 2000 to March 2005 and a comparative 
analysts of best practices followed by other similar Public Sector undertaking engaged in 
similar business like MMTC Limited (MMTC) and State Trading Corporation (STC) 
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11.6 Ack11 owledgem e11t 

For conducting this performance audit, the audit team visited the Corporate Office of the 
Company at Kolkata as well as the Southern Regional Office at Chennai. Audit 
acknowledges the co-operation and assistance extended by difTerent levels of 
management at various stages of the Performance Audit. 

1/.7 A udit Fiudi11gs 

11. 7. 1 Achievem ent vis-a-vis corporate goals 

11. 7. 1. 1 The Strategic Plan (2003-07) while highlighting the areas of concern for the 
fu ture as well as identification of new business areas, set out the objectives for the year 
2002-03 also. The fo llo\ving act1vi11es, inter-aha. were envisaged to achieve the financial 
goals of the organisation. 

1. drawing up of an operational plan by February each year 

11. development of risk management module to undertake trading in the true sense 

111. conducting market sur\'ey to assess customer satisfaction 

The Company also entered into a Memorandum of Understanding (MOU) with the 
Min is try of S tee! each year. 

It was observed in audit that no operational plans were prepared by the Company 
Documentation of the planning process to attain slated goals was not on record . The 
Management contended (October 2005) that no separate operational plan needed to be 
drawn up as MOU was signed with the Ministry of Steel based on the Strategic Plan 
(2003-07). However, while Strategic Plan/MOU indicated the larger objectives and 
strategy to be followed in a broader perspecti\'e, the detai led operational plan was 
required to further break do\rn the major obJecli\'es/goals and specify the concrete 
measures/actions to be taken and quantify the le\ els of various acl1\'ities required to 
ach1e\'e the MOU targets. Mere fulfillment of maJor MOU targets was not adequate as 
dunng 2002-03 the Company surpassed the targets of turnover and gross margin and was 
also rated ·Excellent' in terms of MOU; ho\\'e\'er, 1t failed to meet the strategic target of 
ensuring that at least 20 per cent of the imports were for non-capti\'e buyers. The 
Management contended (December 2005) that the target of importing for non- capti\ e 
buyers was considered keeping in view the proposed introduction of VAT which had not 
yet happened. The contention of the management is not tenable since this target was not 
related to introduction of VAT. The Company categorically stated in its strategic plan 
(2003-07) that the idea behind setting the target of at least 20 per cenl of the import for 
non- captive buyers was basical ly to import without a back to back contract and 
undertake trade in the real sense Fai lure to ach1e\'e this target reflected inability of the 
management to develop competence in the area of procurement at competitive cost \\hich 
was also one of the strategic obJecti ves . 

I 1. 7. 1.2 While the Company's financial performance was ' excellent' vis-a-vis the 
MOU target during the period 2000-2001 to 2004-2005 as given at Table I below, the 
specific profit contribution of High Seas sale to the overall fi nancial performance could 
not be ascertained as no separate cost records for or allocation of overheads made to High 
Seas sale transactions were maintained by the Company. 

157 



Report No. 8 of 2006 

Table- I 
(Rs. in crore) 

MOU Tar el Achievement 
f--~~~~-""-~~+-~~~~~ 

Total Sales Total Sales High Seas sale 
220 324. 19 324.03 2000-0 I 

~~~--+~~~~~ 

285 200 1-02 
2002-03 400 
2003-04 1835 
2004-05 2645 

422.77 421.98 
-+~~~~~~~~-; 

2045.69 1468.68 
-+~~~~~~~~-; 

3292.62 2566.75 
-+~~~~~~~~-; 

4870.80 4611.08 
--'-~~~~~~~~--' 

11. 7. 1.3 Analysis ofT11mover 

As sho\\n in Table I, the year wise percentage of High Seas sale to total sales varied from 
72 per cent lo I 00 per cent during the period April 2000 lo March 2005. A review of the 
item-\\ ise quantity sold during the last five years revealed that maximum business was 
derived from four to li\e items namely, Heavy Melting Scrap, Pellet, I IR Coils, 
Coke/Coal and Naphtha. These contributed 78 per cent to 96 per cent of the total 
turno\'er during the period 2000-0 I lo 2004-05 Of the above li\e Items, trading in 
Naphtha for Haldia Petrochemicals Limited (HPL) contributed 46 per cent to 55 per cent 
of the total turnover during the period 2002-03 to 2004-05 . Factors contributing to 
increase in turnover are indicated in Table Ir below: 

Year 

2000-01 

Total Turnover 
(Rs. in crore) 

324.19 

O\·er previous 
year 

Table II 

Increase in Turnover (per cent) 

O\'er previous year on 
account of HPL 

-

I 

Over previous year 
on account of other 

factors • 

-
2001-02 422.77 30.4 1 - 30.41 
2002-03 2045.69 383.88 253 44 130.44 
2003-04 3292.62 60.95 35.91 25.04 
2004-05 4870.80 47.93 13.05 34 88 

! 
g ... 
0 
0 
!" 
.i; 

5 

ll 

• Note: Other factors include increase in the international prices of heavy melting scrap, Pellets, 
Coke/Coal, and I IR Coi ls. 

1200 

1000 

800 

600 

400 

200 

Product-wise Turnover Quantity 

Heavy Melbng Pellets HRCois Coke/Coal 
Scrap 

Analysis of turnover of commodities 
other than Naphtha shows that huge 
surge m price of commodities and 
industrial raw materials during 2002-
03 to 2004-05 (average pnce of 
coke/ coal increased by 24.30 per 
cent to 64.55 per cent over the 
preceding years whi le similar 
increase in case of HR coils was 
24.25 per cent to 52.33 per cent) had 
resulted in this growth in the value. 
Volume of business in quantitative 
terms increased only in case of coke/ 
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coal and HR coils while in case of Heavy Melting Scrap and Pellets there had been no 
steady growth in volume. Thus. growth in sales (excluding the sales made to HPL) had 
been basically price dri\'en and not volume dm en As the Company excessively relied on 
limited number of products and a single customer 1.e HPL there was attendant loss of 
flexibility and risk of sudden decline in volume of business in future and in the event of 
commodity market stabihnng at lower price levels. the existing volume (in value terms) 
would shrink drastically. The Management accepted the risk involved in banking on a 
few large customers but was silent on other issues 'i1.. spreading of risk, growth in sales 
only due to price rise and lack of steady growth 111 \'Olume of heavy melting scrap and 
pellets during the period 2000-0 I to 2004-05 The Management also stated that the 
resource constraint primarily m terms of manpo\\er was more acute for MSTC than 1t 
\\as for other trading concerns The Management"s contention of manpo\\er constraint 
for I l!gh Seas Sale is not acceptable as the Management can alwa) s consider deployment 
of skilled personnel, 1f warranted by its bus111ess plan 

Recomme11datio11s 

• Operat10nal Plans need to be dra"n up specifying the concrete measures/actions 
to be taken and quanl!fymg the le\ els of' arious activities required to ach1e\ e the 
MOU targets. 

• Management should de\ el op competence m the area of procurement of materials 
at competitive prices to be able to carry out full-fledged trading acti' lly as 
em isaged in the Strategic Plan 

• Cost Records may be maintained so that product-wise. marketing/selling agency 
"ise perfonnance 1s ascertainable "h1ch ''ill pro\'ide the Management with 
111formation for control and dec1s1on-makmg and help in de' eloping Strategic 
Business Unit (SBU) concept 

• The Company needs to di\ ers1fy its products basket and widen its customer base 
to spread risk 

1 J. 7.2 Co11trol E11viro11me11t 

I J. 7. 2. 1 Intemal Audit Departme11t. 

Although the company has been 111 existence s111ce 1964, no Internal Audit manual, 
guidelines or standards had been prepared (August 2005). Internal audit for regional and 
branch offices was earned out departmentally but there was no full-fledged Internal Audit 
\\mg Internal audit of International Market111g Division (IMO) \\US conducted bv an 
e:--ternal agency from 2002-03 onwards The find111gs of Internal audit were discuss~d m 
Annual Regional Managers meeting. Howe' er. the Board was not apprised of the maJor 
find111gs Further, no follow up action for remedy mg the weaknesses/deficiencies was on 
record till 2003-04. The Management (August 2005) stated that preparation of Internal 
Audit manual was in progress 

I I. 7. 2. 2 Delegation of Power 

Act!\ 1l1es of the IMO were mainly carried out b) the Corporate Office situated at Kolkata 
'' ith hm1led assistance for folio'' up action from the Regional Managers/ Branch 
Managers All financial po" ers were vested tn the CMD. The Company made no 
adequate and appropriate delegation to officials at different lernls. This was con tra!)· to 

159 



Report No. 8 of 2006 

the fundamental rule of internal control that the work of one person should be 
independently checked and authorised by another. The Management stated (May 2005) 
that delegation of po.wer of the Company was under revision. 

I 1. 7.2. 3 Ascertainment of deal-wise Cost 

In the absence of costing records the Company could not segregate costs incurred in 
respect of each consignment or compute profit/ loss on consignment-to-consignment 
basis Proper consignment wise costi ng was necessary to exercise financial control over 
the \'anous deals and to determine the profit trend , viability of a deal and scope for 
1mpro\ement. This could also facilitate future planning on a realistic basis The 
Management stated (October 2005) that this was followed as cost of materials plus actual 
expenses other than overhead plus markup was the issue price for each consignment. 
HO\\ever, in the absence of a system for ascertaining and allocating the incidence of 
actual overhead costs, budgetary control could not be made meaningful and control
onented. The Management further stated (December 2005) that in \'iew of the number of 
contracts executed annually, consignment \\ISe apportionment of indirect costs like 
O\'erheads including salary and wages might not be possible. The Management's reply is 
not acceptable as proper consignment \\ise costing 1s necessary to exercise financial 
control O\'er the various deals and to determine the profit trend, Yiab1lity of a deal and 
scope for improvement 

11. 7. 2 . ./ Nou-mai11te11ance of Order Book and quantity records 

The Company did not maintain any records/statistics of total quantity of orders received, 
quantity of orders executed, quantity of orders not executed and the reasons thereof. The 
Management was also aware of the fact that the records were not readily m.ailable 
especially those pertaining to the earlier periods As such MIS and maintenance of 
records was an area of weakness This was important for analysing the performance on 
indindual transaction. The Management stated (October 2005) that order book position 
was maintained customer wise in the form of a stock statement. A review in audit 
revealed that the order book quantity vis-a-vis orders executed was not maintained and 
the same was also confirmed by the Management (September 2005). The Management 
'' hile reiterating its reply of October 2005 further stated (December 2005) the accounts 
department also maintained a customer ledger The reply is not acceptable as the records 
maintained by the Company do not show the details of orders received but not executed. 

Recommendations 

• Delegation of powers should be so densed that a single authority cannot initiate, 
authorise and conclude a transaction. 

• Costing system needs to be devised so that consignment-wise prolitability is 
ascertainable. 

• Data and records of orders received and executed may be compiled in a systematic 
manner for the information of the top management and for use in fixation of target, 
evaluation of performance of suppliers etc. Necessary format may be devised in 
consultation with peer organisati ons/outside consultant. 
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/I . 7.3 Market i11tel/ige11ce and aware11e.u of em •iro11me11t 

I J. 7.3. J Selection of seller 

As per the prescribed procedure tender inqumes \\ere hosted on the Company's \\ebs1te 
for procurement of material Scrutiny of records did not reveal existence of any process 
of \erification of rates quoted by the suppliers with the prevail111g market price to ensure 
acceptance of competiti\'e rates While the Management remained sil en t on the issue of 
methodology fo llowed for ensuring compet1t1ve rates, it contended (October 
2005/December 2005) that s111ce the Com pan:- \\ orked on the basis of cost plus mark up. 
the cost of materials \\'Ould not affect the performance of the Company Further. since the 
orders ''ere placed after tak111g concurrence of the buyers to the rate quoted. It \\as 
reasonable to expect the buyer to negotiate the best price. The reply of the Management is 
not tenable as dependence on the buyer to negotiate the best pnce would h111der the 
capabiltt) of the Compan: to procure at compet1ti\'e rates \\h1ch is \'ttal for its 
de\ elopment as a direct trader It \\as also obscn ed that PS Us like the State Trad111g 
Corporation subscribed to Reuter Termmal. Coal portal etc. to obta111 111ternat1onal prices 
or maJor commodities Further. non-compet1l1\ e procurement of material \\'Ou ld make it 
difficult to find altematl\e buyer 1fthe ongmal bu:-er failed to lift the material. 

11. 7.3. 2 Formation of Market Re.\·earc/1 Team 

One of the objecti\'es in the area of marketmg as per the Strategic Plan (2003-07) "as to 
do import trade in at least eight items \\h1ch \\ere to be chosen e\ery year because 
demand supply equation and imported \'ersus 111d1genous material pnce equation change 
'er: fast. Accordingly. it ''as em 1saged in the strategic plan to further de\'elop the 
market research f unct1on 111 order to compete. anal: se real time 111formation and select 
eight items for import Howe\ er. the com pan:- had not de\'eloped the market research 
function till October 2005 While 1nd1cat111g resource constraints m conducting market 
research the Management (December 2005) noted the audit \ iews for compliance 

11. 7. 3. 3 No11-m ai11te11 a11ce of C11.\·to111er dataha.\e 

The Company had not de\ eloped any customer database for sale of' arious products In 
case of buyers failing to lift imported material. such a database would help the Compan:
in ident1f)·i ng alternate buyers Management contended (October 2005) that it \YnS not 
always possible to find alternate buyers as the Company imported ra\\' materials for 
industry and the specifications \\·e re oft en custo11111ed. The main strategy was to secure a 
deposit in advance to co,·er any possib le consequence of varia ti on 111 the market pnce m 
the short-run The Management fu rther stated (December 2005) that the in fo rma!lon 
about cus~omers was easily obtamable and the resources required to mamta111 and update 
an all India customer base might not be JUSt1fied in view of its possible scant use. 
Management's reply is not tenable as M1\ITC. one of the Trading Houses m the Public 
Sector adopted (January 2005) a po lic) of conductmg preltminar:· study of the mode of 
disposal to alternate buyers users 111 case the ongmal buyer failed to lift the matenal 
'' 1th111 the prescribed penod and mcorporated the same in the purchase proposal "hile 
taking approval from competen t authont:- As the commodity market is \'Olatile and 
procurement cost is not always co111pct1l1\ c. book111g customi1.ed materials \\'ithout am 
altemat1\'c buyer invoh es an element of nsk Management "bi le accepting the aud;t 
contention repl ied that the leYel of risk mherent 1n the bus iness \\as acceptab le to it 
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Recommendations 

• A Market Research Team needs to be formed for addition/deletion of items approved 
in the Import List keeping in view the changes in the business environment 

• A list of alternate customers should be prepared for products imported. Pnor to 
dealing in new items the Company should develop knowledge base and ascertain 
availability of alternate customers. 

• To obtain international pnces of all major commodities, the Company may subscribe 
to Reuters Terminal, Coal portal etc. \\hich 1s being done by the other PS Us ltke STC. 

• Sound mechanism needs lo be developed to ha\'e constant vigil on the mo\ emenl of 
prices of materials in the market. 

1 /. 7 . .J Contract Management 

Whtie reviewing the MOA's entered into by the Company the following deviations from 
best practice, prescribed manuals and the terms and conditions of the MOA 's were 
obser\'ed in audit : 

11. 7 . .J. 1 Delay in revalidation of MOA 

The Company entered into MOA wi th buyers generally for one year and revalidated the 
same in the succeeding year, 1f the buyer so desired. It was noticed in seven cases• 1s that 
the revalidation of MOA was not done in time which was an indication of lack of 
adequate follow up and con trol over documentation Although as per Contract Act, 
continued performance by both the parties ipso facto connotes continuation of the 
contract, delaying the revalidallon of MOA was not desirable as it did not conform to 
sound business practice. 

I I. 7 . ./.2 Deficiency in Manual/or Import 

The practices for High Seas sale followed by the Company and the Manual for Import as 
adopted 1n January 200 I did not provide fo r· 

1. Establishment of credentials of new buyers through a renO\\Tied credit rating 
agency before entering into any MOA '' ith them. 

11. Checking of the credentials of the foreign sellers through independent rating 
agencies like Standard & Poor, Dunn & Bradstreet, etc. 

111. Manual did not specifically indicate occasions/ situations where issue of lender 
for procurement of materials from overseas was not to be resorted Rather it left 
the decision to initiate action for procurement of the items from overseas sources 
for tendering or otherwise to be "mutually agreed" upon between the 
Management and the customer. 

• Uslra /spat, /Jalasore Industries, Jlaldia Petroclr emicals L/11, Utta111 Gafra, /spat Industries, 
Malraraslrtra Steel Rolling Mills and Malr eswari Brotlrers 
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Although the necessity for re,·is1on of the Import 1anual (200 I) \\as felt in March 2003. 
re\'lsed manual became a' ailable only in September 2005 . E'en the re\ ised market111g 
manual introduced ,,·as silent on the necessity for establishment of credentials of ne'' 
buyers through a renowned credit rating agency, a practice that \\Ould reduce the 
transaction nsk before entenng 111to MOA "1th these organisations MMTC adopted this 
practice 111 January 2005. 

J J. 7..1.3 Audit obserred that the Company frequently failed lo ensure adherence to the 
cond1llon of the MOA by the customers The details of important cases in which such 
irregulant1es were noticed in audit are g1,en 111 para 11 .7.4.4 to 11 7.4 7. A summary of 
such deviation from MOA terms is gi' en belO\\ -

As per MOA terms subsequent orders \\ere to be placed only after regular lift111g 
of goods receired 111 current consignment I lo\\'ever subsequent order \\US placed 
111 six cases• before regular lifting of current consignment 

11. As per MOA the matenals \\'ere lo be'' a rehoused in stockyards controlled b~ the 
company but the goods ,,·ere kept at the buyer· s premises in three cases• 

111 o bank guarantee \\US taken in four cases• and in one case · it was not sufficient 

1\ o third party inspection of matenal ''as done leading to dispatch of \Hong 
material in one case (RS IL) 

v As per the MOA, the goods were issued initially at a provisional price and the 
final price \\'US decided taking 111 to consideration the actual cost of matenal 
overheads and margins. In two cases• it was observed that materials were issued 
at a price lower than the provisional issue price at the request of the buyers 

Further. the following irregulanties \\'ere also obserred in the execution of MO As 

Post dated cheques recel\ ed from bu~ er towards payment for goods bounced 111 
four cases• 

11. The Company did not obtain compet1t1\ e pnce and placed contract on L-2 bidder 
at the 111stance of buyers m l\\'O cases0 

I I. 7 . ./ . ./ Important cases of individual 1rregulanlles in executing and implementing the 
MOA are detailed below. 

11. 7 . ./.5 Reliance Si licones (India) p, t Ltd (RSIL) approached (May 2002) the 
Company to import Volatile Silicone Cyclic Mixture (Hyper pure) from RMSP (UK) 
Limited and MOA was signed in July 2002. The selection of RSMP (UK) and \\'ai\'er of 
cntical conditions of third party inspection and certificate of quality and quantity g1\'en 
by the seller \\'ere done at the instance of RSIL Material worth Rs 5 97 crore imported m 

• Reliance Silicones (RS/l), S!tamon /spat (SJ/,), Sarbati Steel Tubes Ltd (SSTL), Mukuntl Lttl (ML) 
a11d Marmagoa Steel Ltd (MSL), Yese5 lntemational Ltd (YIL) 
• SSTL, YIL, Us/ta /spat Limited (VIL) 
• RSIL, Sf/,, Uttam Gafra Steel Limited, YIL 
• SSTL 
0 SSTL a11d YIL 
• RSIL, SIL, SSTL, YIL 
0 RS//, a11d U(r'SL 
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three shipmen ts was cleared under advance license. The material was no t lifted by the 
buyer. Subsequen tly, it was observed that the actual material dispatched was d1fTerent 
from what was intended to be bought. In fact , in the petition filed in the High Court by 
the Company (May 2004) for recovery of outstanding dues, the Company stated that the 
material purchased was nothing but water Consequently the Company failed to recover 
the dues and provided as bad and doubtful debts an amount of Rs.4.03 crore in the annual 
accounts of 2004-05. Deficiencies/lapses committed by the Company in this transaction 
were as follows : 

1. o third party inspection was carried out leading to dispatch of wrong material 

11. Credit report of RMSP (UK) Ltd. was not obtained through bank tho ugh the issue 
was raised internally. 

111. Although the material of first shipment was not lifted, second and third shipments 
were imported which was contrary to the pro\ isions of MOA (clause 4.9). 

t\' . The Management relied entirely on the buyer in respect of the price of the 
imports. 

This case is an example of managerial failure at the ini tial stage itself where the 
credentials of bo th the buyer and seller had not been checked prior to placement of 
purchase order. 

The Management, inter alia, replied (December 2005) that the allegations regarding the 
quality of the cargo in the Affidavi t were made as a part of legal strategy. This indicates 
lack of business ethics and absence of professionalism. Further. the Management's 
content10n regarding acceptance of liability by RS IL is not tenable as the buyer (RSIL) 
had clearly denied the liability in its letter to Chairman cum Managing Di rector (June 
2004) 

11. 7 . .J. 6. An agreement was entered into with Shamon !spat Limited (S IL), a 100 per 
cent Export Oriented Unit (EOU), for import of I IR coils in December 2000 As per 
clause 2 2.2 of MOA quantity to be ordered and placement of subsequent orders would 
depend on regular lifting by SIL. I lowever, the progress of lifting of the material by the 
customer \Yas not satisfactory from th ird shipment onwards resulting in accumulation of 
HR coils. This aspect was not considered by the Company while placing further orders 
leading to furthe r piling up of stock. The material coul d not be sold to alternati\'e buyer 
as it was purchased fo r a I 00 per cent EOU and was cleared under advance licence•. This 
issue was no t considered while entering into MOA with SIL. Post-dated cheques obtained 
from SIL bounced. The Bank Guarantee was encashed to cover material val ue and part of 
interest. The Company finally settled the case by waiver of interest of Rs.82.00 lnkh The 
Management's contention that there was no loss as principal together with interest had 
been recovered from SIL was not tenable as interest of Rs.82.00 lakh recoverable as per 
MOA had to be waived. The Management further stated (December 2005) that 
adjustment of in terest was a common commercial practice to be adopted depending on 
the changing realities of the market situations. The Management did not however, gn e 

• M aterials cleared ag ainst admn ce Licen ce are to be used for protl11ctio11 of ite11Lr for export hy t/i c 
in 1/ivid11al / organisation clearing t/i e g ood.f 1111tler rnc/i License 
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any explanation for the lapse that occurred due to de,·iat1on from the lifting clause of the 
MOA and the remedial action being considered to put in place adequate safeguards 
required in dealing with EOU clients. 

11. 7 . ../. 7 The Company processed (April 2003) an indent from Uttam Gah a Steel Ltd 
(UGSL). requesting it to noat a tender for I 0000 Metric Tonne (MT) HR coi ls for supply 
in April May, 2003 The tender" as hosted on -I April 2003 on the Company's ''ebs1te 
Three parties participated and the bids ''ere opened on 16 April 2003 The lowest price 
was quoted by Vinar O'erseas Trading p, t Ltd at US $ 290 per MT CFRLO (Cost 
Freight Liner Order). 1umbai I lowever. UGSL ad,·ised acceptance of bid of Europa 
Import Export Ltd . \\hO \\as L-2 \\1th a bid price of US$ 360 per MT Although the 
Company did not suffer an~ loss, this deal resulted in additional outgo of foreign 
exchange of US $ 690183 The 1anagement. inter-aha, stated that Vinar Orersea~ did 
not agree to extend the 'alid1ty or the offer and the same had expired before purchase 
order ''as placed in 3 May 2003 In this context. it may be stated that in the 'olatile 
commodit) market no supplier keeps its ofTer open for long Accordingly. Strategic Plan 
(2003-07) of the Company noted '" hile noat1ng the tender, gire a definite commitment 
that the decision "ill be communicated '' ithin a certain date preferably ''1th in t\\ o days· 
Despite that the Management took a lackada1s1cal approach and took one month 111 

finali sation of the purchase order. 

11. 7 . ../.8 Modus operandi for High Seas sale pro' ides that after efTecting High Seas 
sale the materials are to be warehoused in stock) ards controlled by Company authorised 
custodians Ho,,ever. in case or Usha !spat Ltd (UIL), the material ''as shirted from 
dock) ard into their plant d1rectly instead or unloading and storing the same at the 
warehouse managed by Ferro Scrap 1gam Limited (FS L). a subsid iary or the 
Company Such de,iat1ons from contracts may complicate matters in case of default b~ 
the buyers \\hen possession or goods IS not \\1th the Compan) The Management 
contended (October 2005) that material was kept in the premises or UIL but under 
custod) of FS L I I owe' er. such custody ma~ not be 'ery efTectl\ e as the Corn pan: ''as 
not in full control of the materials that might make 1t difficult to dispose of the materials 
to alternat1\·e buyers 1f the ong1nal buyer defaults The Management further contended 
that no buyer might be mlltng to incur the additional transportation cost and rent 
in\'Oh ed 111 keeping the material out of premises of the buyer. In this regard 11 IS stated 
that in terms or the MOA general!:-" entered 11110 b~ STC with its buyers. STC may keep 
pledged materials at a stockyard plot/godo" n nominated by the buyer and accepted b: 
STC under physical control of Central Warehousing Corporation. State Warehousing 
Corporatton or any other agenc:· to be nominated by STC The Management st 11ed 
(December 2005) that as the Compan) recel\ ed full payment from UIL. there ,, :_s no 
issue This undermines the need to frame a sound policy to a\ 01d recurrence o' such 
practices 111 future. 

R eco111111e11 datio11 s 

• The Company should be stringent 111 compliance of terms of MOA especially 
"hile dealing ''1th nc'' customers 

• The adherence to the lifting schedule as per the MO/\ should be strictly obscr~ ed 
and a penal interest needs to be lened on expiry of the lifting schedule as per 
MOA 
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• The Company should put m place a system for checking the credentials of ne'' 
associates as well as Lhe foreign sellers through reno\\ned rating agencies 

• Performance Guarantee Bond as required to be obtained as per manual had not 
generally been obtained from foreign vendors, as the terms of Purchase 
Agreement did not provide for such requirement. As such bonds confirm the 
performance of contract the Company should strictly follow the manual in this 
regard. 

• Suitable additional safeguards to protect the interest of the Company in case of 
failure to lift material may be incorporated in the MOA in the case of I 00 per cent 
EOU clients. 

• The option of paying the warehousing charges to the custodian of the goods from 
the Company's O\m corpus and recovering the same from the buyers to ha\ ea 
direct and better control over the act1 vi ties of the custodian should be explored 

• Pledged material should not be stored at the customer's premises. 

• Credibility of the buyer, their past track record, market share in the industry 
concerned and volatility of the commodity market determine the nsk 1nvohed 
The quantum of Bank Guarantee as security should be decided accordingly 
Additional safeguard in the form of increasing the quantum of Bank Guarantee m 
case of decrease in pnce of material to cover the fall in price may be pro\'lded in 
the MOA 

Co11clusio11 

It was observed that the main function of I 1D was facilitating import i.e calling bids, 
placing orders, opening Foreign Letter of Credits, arrangement of Foreign Banks' Credit, 
etc. Excessive rehance on back to back sales in a few products and \\1th limited 
customers was to the detriment of marketing acli\'ity like sourcing of product at 
intemationally competitire rates and pronding \'alue added sen ices like port clearance 
acll\ 1t1es and stevedoring The Company could find 1t difficult to maintain its\ olume of 
business/gro,,1h in the days to come unless It elevates itself from the role of an import 
facilitator to that of one carrying out marketing activities in the true sense. To ensure its 
emergence as a diversified trading house, the Company needs to actirely identify buyers ' 
needs and attune the activities of its Marketing Division to the market trends. 

The review was issued to the Ministry in December 2005; its reply was awaited 
(February 2006). 

CHAPTER: XII 

Steel Authori ty of India Limited 

Import of Coking Coal 

Higllligllts 

Due to the shortage of coking coal, there was a decline of 12 per cent (0 31 mtlhon 
tonnes) in SAJL's production of saleable steel for Lhe first quarter of2004-05 

(Para 12.3.2) 
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Between Noy ember 2000 and December 2004, SAi L Ooated 13 spot tenders fo r 3.625 
million tonnes for different types of coal. but recei\'cd only 45,000 tonnes of coal, which 
represented just one per cent of the tendered quantity 

(Paragraph 12 . ./.2. 1) 

Failure by SAIL to take adequate and timely action through properly planned purchase of 
hard col.ing coal resulted in a\'oidable expenditure of Rs 344 crore. 

(Pa ra 12.4.3.2) 

In view of SAIL 's current time frame for spot tendering, its poor track record in 
tendering, and lack of adequate testing and quality assurance, it should consider spot 
tendering as the least preferred option for meeting its planned or urgent requirements of 
coking coal 

(Para 12. 4../. 1) 

SAIL incurred avoidable additional expenditure of Rs 87 crore and Rs 89 crore, by 
signing term agreements for hard and soft coking coal \\ith Xstrata/ MIM and Xstrata/ 
Oceanic respecti\'ely, and simultaneously keeping deli\'eries under the Long Term 
agreements m abeyance. 

(Para 12. 5. 1. 2 aml 12. 5.2 . .J) 

SAIL did not obtain adequate e\'idence to indicate that the impact of force majeure \\as 
borne proportionately by other customers of Xstrata/ MIM. and SAIL did not have to 
bear an undue burden. 

(Para 12.6.2 . .J) 

Failure by SAIL to exercise the mutual option quantity of 0.150 million tonnes m time m 
the LT agreement '' ith Xstrata/ Oceanic fo r soft col.mg coal for 2003-04 resulted m a 
loss of Rs 32 crore 

(Para 12.6.3 . .J) 

Failure by SAIL to take ad\'antage of existing offers for hard coking coal at a low price. 
resulted in excess expenditure on spot purchases of hard coking coals of Rs 232 crore 

(Para 12. 6 . ./. 2) 

Gi.\·t of Reco111me11datio11s 

• SAIL should take adequate and timely decisions to ensure adequate supply of 
col.mg coal as per the desired specifications in a cost-eff ecti\'e manner. 

• The policy and associated procedures for import of coal should be re\'lewed in the 
light of the practicab1lit~ of the altematn e procurement options especially spot 
procurement. 

• The use of term agreements to purchase col.mg coal from suppliers" ith ex isting 
LT agreements should be re\'iewed. 

• All coking coal, irrespecll\ e of the mode of procurement, should be subjected to 
the same standards of industrial testing and quality assurance. 
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12.1 Background 

12.1. l Coke and Coking Coal 

12. l. l. l Blast Furnace (BF) based iron making, which is the technology used in 
SAIL' s Integrated Steel Plants (ISPs), in\'oh es the conversion of iron oxides to iron in 
liquid form. This is achieved through the use of coke - a form of carbon - which serves 
t\\ O primary purposes· I 

(i) acts as a reducing agent for reduction of iron oxide to iron. 

(ii) provides the heat for the reduction reaction. 

12. /. l. 2 Coke is created from coking coals, by heating suitable blends of such coals to 
a high temperature in a coke oven battery SAIL produces almost all its requirements of 
coke internally•. 

12. l. l. 3 Howe,·er, not all coals will form coke. which is suitable for iron-making 
purposes. The quality of coke is determined, among other things, by the quality of coals 
used Very few individual coals possess all the required properties for making BF coJ..e of 
the desired quality. DifTerent coals are thus blended together in the desired proportion . 
formulated on the basis of the coke quality requirements. Depending on the strength or 
the coke produced, internationally, coking coals are broadly categonsed into hard coking 
coals (''hi ch are crucial for producing high strength coke) and soft coking coals. Indian 
coking coals are broadly categorised into prime coking coals (equivalent to hard coking 
coals), medium coking coals and semi-coking or blendable coking coals. 

12.1.2 SAJL's Requirements of Coking Coal 

12.1. 2.1 SAIL has no capti\'e coking coal mines and is dependent on outside suppliers. 
While SAi L · s main suppl iers of indigenous coking coal are the subsidiaries or Coal India 
L11111ted (CIL), it has been importing hard coking coal since 1978-79 The import of hard 
coJ..ing coal ser\'es two purposes: 

(i) meeting the gap between actual requirement of coking coal and indigenous 
availabil ity; and 

(11) impro\'ing the technical parameters of the coking coa 

12.1.2.2 The follO\\ ing table depicts the rising trend in 
coking coal by the four ISPs of SAIL over the period 2001-0 

2001-02 2002-03 

6.83 Imported 5 89 
f---=---~~~~~~~~~--+-~-

l n <l 1 g c nous 4 85 
f----=~~~~~~~~~--+-~~ 

Total Consumption I l 74 
f--~~~~~~~~~~--+-~~ 

Imported -Percentage in f31cn<l 51% 

4.38 

11.20 

6 1% 

12.1. 3 Procurement M etllods 

1 blend 

consumption or imported 
2 to 2004-05 : 

2003-04 2004-05 

7 16 7 06 

4.77 4 15 

11 93 II 21 

60% 63% 

12.1.3.1 SAIL procures imported coking : oal using the following methods: 

.. £.n·ept for D11rgap11r Steel Plant, 11'/riclr p11rclrases Lim •ed quantities of coke from D11rgap11r Projects 
Limited (a West Bengal Go11ern111ent 1111tlertaking) 
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(i) Long Term (LT) agreements- These are agreements \\'ith international supplters 
for established brands of coal• The agreements are typically for three years. 
extendable for t\\O more years, and rcne\\ed thereafter Whtie the agreements 
specify the annual delnery quanti ties• . the prices are fixed on an annual basis 
through negotiations: no tendering 1s 111\ oh ed The deli\'ery penod 1s from July to 
June of the next year 

(a) As of200 l , SAIL had six LT agreements for a to tal annual base quantity 
of 4.4 million tonnes and 0 54 million tonnes of hard and soft coking coal 
respecti \'ely 

(b) Subsequently, bet\\'een October 2003 and March 2004, SAIL finalised 
three additional LT agreements"' . resulting in a total annual base quantity 
of 5.75 mtllton tonnes and 0 84 million tonnes of hard and soft cok111g 
coal respectl\ ely 

(i1) Spot Tenders - These are short-term purchases of coking coal. \\ h1ch are procured 
through Global Tenders 

(iii) Term Agreements - This method of procurement coyers supplies of imported 
coking coal for only one delt \'ery penod (1 e. one year) or for one trial shipment• . 
\\'ith a view to broad-base suppi1es and/or meet urgent require ments Term 
agreements do not 111\'0I \ e tendenng 

12. J . .J Orga11isatio11al Str11ct11re 

12. l . .J. J The Coal Import Group (CIG) of the SAi L Corporate Office is responsible for 
ensunng timely con tracting of the required quantities of the materials, ensuring broad 
bas111g of supplies, and prO\ 1dmg market mg 111format1on to assist in decision making 

12. 1 . ./. 2 However, actual decis1on-mak111g (JO\\ ers \'est in t \\ o Comm1 ttees of 
Directors. 

(1) Committee of SAIL Directors (SOC). \\ h1ch is responsible for Spot Tenders. Tnal 
Shipments and Term Agreements. and 

(u) Empo\\'ered Joint Comrrnttee (EJC). \\h1ch includes Directors of RINL0
. this 

Committee is responsible for LT agreements of both SAIL and RI L. 

12. J. 5 Coal Import Policy 

12. / .5.J Prior to January 1999, SAIL did not ha\'e a prescribed policy for import of 
cok111g coal. The SAIL Board at its meeting held on 30 January 1999 appro\ ed a 
procurement policy for import of coking coal Tl11S po licy \\'as re\'ie\\'ed and amended 1n 
October 2000 and August 200 I. A comprehensi\ e amendment of the policy for import of 

• fa tablis lred coals are tlr ose coals 11'/r iclr lu11•e u11d11rgo11 e i11dmtrial te~ti11g in SAii. (i.e. 11ct1w/Jy been 
1Hed i11 lfre coke 01•e11s i11 SAii. plants) t11ul been fo un d lUitable. By contrast, pre-qualified coal\ are 
tlr ose coals, wlriclr /ra w! passed pilot coke oi•en testing witlr a quantity of 500 k~. 

• Base qua11tities are specified, ge11erally witlr tolera11ce (i.e. quantity mriation in perce11tage tenm) at 
eitlrer tire buyers ' option or mutual optitm (agreement of hotlr buyer an d seller) 

.. One /, T agreement for 0. 15 111illio11 ton11 e.\' of lwrd coking coal Ir ad expired 
• Fur a 11e w or pre-qualified coal, tire fir.~t slrip111e11t i \ to be treated cu a trial slr ipment. 
0 Rtulrtriya flpat N igam Umited, anoth er PSU un der tir e Mi11 istry of Steel 
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coal and coke took place in March 2004, with further changes taking place in December 
2004 and January 2005. 

12.1.5.2 The main features of the current policy for import of coal and col..e are 
summansed below: 

(i) Annual requirement of imported coal for the ne:xt financial year would be decided 
by Director (Technical), preferably by October of the current year. 

(ii) SDC/EJC would decide the quantities to be procured under Long Term 
Agreements (with efforts to have optional quantities), with the balance to be 
procured through Spot Tenders and Term Agreements.+ 

(iii) SDC may decide to procure up to 15-20 per cent requirement in order to build up 
stocks and/or take care of contingent s1tuat1ons 

12.1. 6 Audit Scope and Methodology 

12. 1. 6.1 A field audit of the purchase of imported coal covering the penod from Apnl 
2002 to October 2004 was conducted during ovember 2004. The objective of this audit 
\\ as to \enfy \\hether SAIL's policies and procedures fo r import of coking coal ensured 
the following 

(i) Adequate supply of coking coal as per the desired specifications, with a\ IC\\ to 
maintaining continuity of production; 

(ii) Broad basing the number of suppliers as well as coal brands; 

(iii) Cost-effectiveness of coal supplies; and 

(iv) Quick and timely response in cases of une\en supplies as well as disruption of 
suppli es, with specifi ed stocl.. levels at ports and plants triggering correct1\ e 
action e.g. emergency procurement. pressure on foreign suppliers, expediting 
local logistical issues 

12. 1.6.2 Preliminary audit findings were issued to Management on I 7 December 2004, 
and the response was received on 24 March 2005 The draft audit report was issued to 
SAIL on 31 May 2005. An interactive meeting \\i th SAIL top management was held on 
20 July 2005, and a detailed response dated 8 August 2005 was received from SAIL 

12.1.6.3 The report was issued to the Ministry on 7 October 2005; thei r response \\as 
received on 14 February 2006. The responses of the Management and Ministry have been 
incorporated, as appropriate, in this report. 

12. 2 Cllro11ology of Events 

12.2.1 A brief chronology of selected events related to the import of coking coal during 
the penod under review is as follows: 

Date Category Coal Type [\ent Audit Findings 
Paragraph 
Reference 

Apnl/ May LT Agreement !lard Coking Offers for hard coking coal received 12 6 4 I 
2003 Coal from RAG and AIIP (lllawarra), no 

.. Prior to March 2004, the policy specified the ratio of LT Agree111e11ts to Spot Purchases as 80:20, nritlr 
buyer's option of+/- 20 per cent in the LT A1:ree111ents 
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-
Date I Category Co:il Type Event Audit Fin<lings 

Paragraph 

I Reference 

I action taken 

June/ Jul) 1 LT Agreement I !arc.I Coking First force maJeure c.leclarec.I by 12 6 2 I 

2003 Coal Xstrata/ MIM 
September L I' Agreement Soll Coking Internal appro\'al for e:1.erc1s111g 12 (d .2 

2003 

j Spot 

Cnal mutual opt1nn with Xstrata/ Oceamc 
obtamec.I, but not commumcatec.I 

Coke Order placed on MMTC for 10,000 
October tonnes or cnkc 
20<H Term I lard Cokmg Term agreements for 140,000 tonnes 12 6 4 I 

Agreement Coal on R~<i anc.I Bl IP (lllm,arra) 
No\'ember LT Agreement I lard Cokmg Second forcl! 111nje11re declared b) 12 6.2 I 
2003 I Coal Xstrata/ MIM 
Januar) LT Agrc.,-cment Soft Coking Mutual npllon mth Xstrata/ Oeeamc 12.6 3 2 
2004 Coal exerc1sec.I, not successful 

I Spot Coke Ore.leis plaeec.I for 165,000 tonnes of 12.7 

Apnl 2004 
coke 

lerrn son Cokmg Term Agreement \\1th Xstrata/ 12.6.3 3 
Agreement Coal Oceamc for 130.000 tonnes 

Apnl - Jul) I 12 per cent shortfall 111 proc.lucllon c.lue Ill shortage or coal 12 32 
2004 -
Apnl - Spot I lard Cokmg 0 77 mil lion tonnes purchased 120. l 
September Coal 
2004 
June 2004 Term Son Cokmg Term agreement for 0 .70 mil hon 12.5 2 

Agreement Coal tonnes "1th Xstrata/ Oceanic 
-

Jul; 2004 Term I !arc.I Cokmg Term agreement for. 0 .50 nulhon 12 5 I 2 
Agreement Coal tonnes \\Ith Xstrata/ MlM 

12.3 Loss of Production due to Shortage of Coking Coal 

12.3. 1 The following table depicts the shortage of coking coal, arising out of the 
mismatch between requirement and actual import for the delivery period 2003-04 : 

(All figures in millions of tonnes) 

Ll 

Annual Rec~ipt 

Requirement LT , Spot ttotal 
!arc.I Coking Coal 7.00 j 5 31 · 0 1(1 67 J .33 

Soft Coking Cool I 00 1 0.88 .88 0. 12 

Shortfall 

12.3.2 Due lo shortage of coking coal, there was a decline of 12 per cent (0.31 million 
tonnes) in SAIL's production of saleable steel for the first quarter of2004-05. 

12.3.3 In response, Ministry/ Management stated th at 

(i) Immediately after finalising LT deli\'eri es for 2003-04 in September 2003, global 
tenders were issued in September 2003 itse lf. 

1 
Including 0. I 95 111illio11 to1111es of C/J/ (Coal /J11Jt lnjectio11) coal 
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(i1) Arising out of the second MIM force majeure, the coking coal situation was 
reviewed in the Chief Executives meeting held on 28 ovember 2003 and it was 
decided to make an action plan to improve availability of coking coal. 

(iii) On I 0 December 2003, the SAIL Board decided that the procedures for purchase 
of coal be reviewed to fac ilitate faster procurement, and a revised policy for 
import of coal and coke was approved on 17 March 2004. 

(iv) A high level team visited Austral ia in February 2004 to explore the possibility of 
procurement of additional coal, but no firm commitments for supply of coal could 
be obtained. 

(v) In view of the continuing shortage aggravated by force majeure, SAIL made all 
efforts to procure coal and coke on spot basis. Even then they were fo rced to 
curtail production. 

12.3../ This reply is not tenable. As evident from audit ' s comments in the subsequent 
paragraphs, SAIL did not take adequate and timely action after the declaration of the first 
force majeure by Xstrata/ MIM in June 2003 to counter the shortage of coking coal and 
suffered a substantial loss of production and profit margins, at a time of upswing in the 
iron and steel industry. 

12 . ./ Spot Tendering for Coking Coal 

12 . ./.1 Impracticable Timeframe 

12 . ./. 1.1 As per the experience of the Company, the li kely time required by SAIL to 
move a trial shipment of coking coal to the plant, in the case of procurement through a 
spot tender is indicated in the following table: 

Floating of global/ limited tender, receipt and opening of offers 2-3 weeks 
Bid evaluation and placement of orders 3-4 weeks 
Submission of PG bond by Supplier 3 weeks 
Making the ship available and loa~ of coal by the su~p~p_lie_r _ ___ --+_4 weeks 
Time required fo r the ship to reach Indian ports from China/ Australia/ 2-5 weeks 
USA 
Time re uired after ship discharge and for the wagon to reach the plant 
Tota l 

I week 
15-20 weeks 

12 . ./.1.2 In its response, Ministry ad mitted (February, 2006) that even after 
compressing the schedule for all activities related to tendering, the minimum time 
required was 15 weeks for coal to reach SAIL plants fro m the issue of a tender enquiry. 

12 . ./. 1.3 In short, without cons idering addi tional delays in the procurement process, 
even an urgent procurement through tendering (without industrial testing) would take 
I 05-140 days from start to finish . If tes ting \\'as also included, the total period from start 
to finish would take 135-200 days. 
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12 . ./.2 Poor Record iu Spot Te11deri11g 

12 . ./.2.1 Bet\\een o\'ember 2000 and December 200-L SAIL Ooated 13 spot tenders 
for 3 625 million tonnes• for different types or coal. but rece ived onl) 45.000 tonnes or 
co1• coal. \\hich represented just one per cent or the tendered quantity 

12 . ./.2.2 Out or the 13 tenders (details available in Annexure - 30). 

(i) no \'alid offers were rece1 Yed in fo ur cases. 

(ii) in one case, the offer \\'as found to be technicall:-.· unsuitable; 

(ii i) in t\\'O cases, offers were received, but management decided to re-tender 

(iv) 1r1 four cases, offers \\ere recel\ed, but 0rders \\'ere no t placed. 

(v) in one case. the order'' as placed for 50 per cent or the offered quanllty 

12 . ./.2.3 In response, Ministl} stated that: 

(i) Ir the offers did not meet the coal spccdicat1ons or other terms and cond1t1ons. 
SAIL had no option but to reject the offers and scrap the tender 

(ii) Further, 1f the prices offered \\ere higher than the prevailing market pnccs, orders 
,,·ere not placed. 

(iii) Poor response against SAIL tenders had nothing to do with SAIL but was due to 
the prerniling market conditions. 

12 . ./.2 . ./ The reply or the SAIL Management is not tenab le, si nce repeated tendenng 
without finalisation or orders clearly indicated failu re or the procurement processes By 
contrast. other Central PSUs like 1MTC and STC ''ere able lo act as tradmg agents for 
supply or coking coal. and , in fact. supplied coking coal to SAIL, ''hen SAIL foiled to 
procure coking coal on its O\\ n through spot tenders 

12 . ./.J A voidable Exp e11tlit11re <~{ Rs. J ././ c:rore 

12 . ./.J. I The spot purchases or hard coking coal made from Apnl 2004 \\ere as 
fo ll ows· 
S uppl ier 

MMTC 

/\MCI 
STC 

I I .ogan 
Total 

Country of Shipment 
Origin of Period 
Coa l 
US/\ __ Apr-/\ug 0-1 

US/\ /\ug-Scp 0-1 
Poland/ USAJ\Pr-0-1 

00\\Urtb 

US/\ ___L!.ug-0-1 

I 
Quantit~ 

(MT)• 

228.21 I 

126,·17 I 
3-15,M7 

71,2 I 7 
I 771,s66 

C IF Rate Total Amount 
(USS)/ MT 

$ 198.85 $-15,379,909 
I I $160.00 , $20,235,360 

l 
$200.0 I __ ,_. $69, 135,360 

$160.00 $1 I ,39-1,720 
S l 89.41 S l-16, 1-15,3-19 

12 . ./.J.2 In contrast, the highest rate for 200-l '05 deliYenes under LT agreements did 
not exceed US$ 60.00/MT FOB 1 e. US$ 88 IT CIF• . Thus fa il ure by SAIL to take ' .. 

.. Th is quantity excludes one tender ll'ith open quantity option , anti one tender H'ith mriable q11 1111tity 

• CD! coal is n on-coking coal meant for Coal /Jiut flljectio11 in /Jla.~t F11maces. 

• MT stands for Metric Tonnes 
• An ai•erage difference of USS28/ to1111 e between CIF 1111tl FOB price.s has been 1111ifor111/y 11s.111111ed 

t/1ro111:hout tire review. 
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adequate and timely action of entering into LT agreements through properly planned 
purchase of hard coking coal resulted in avoidable expenditure of Rs 344 crore."' 

12 . ./.3.3 In response, Ministry/ Management stated that 

(i) There was a sudden global shortage of coking coal, and comparison of LT prices 
settled in January - February 2004 with spot market prices settled later in a rising 
market would not be correct. 

. (ii) The C&F prices of US origin coals shou ld not be compared with Australian origin 
coals, as the freight rate from USA to India was about US$ 20-25 higher than 
freight rate from Australia to India. Hence, the loss worked out by Audit was 
notional. 

(1u) These quantities were tied up when other measures failed to improve the coal 
availability and the safety of plant and equipment was at stake; further, the 
Ministry of Steel had, in Apri l 2004, approved the decision to go ahead for spot 
purchases at prevai ling rates. 

12 . ./.3.4 The reply is not tenable for the following reasons: 

(i) The fact that in October 2003 RAG and BHP were willing to supply only 0.14 
million tonnes against their original ofTer of 0. 60 million tonnes shows that the 
Ministry's claim of sudden global shortage after Jan- Feb 2004 is incorrect. 
Clearly, SAIL failed to take adequate and timely decisions to counter the shortage 
of coking coal . 

(ii) SAIL actually purchased US origin coals and paid the higher freight rates , hence 
the calculation of losses by audit is not notional. 

12. 4. 4 Conclu.!iion 

12.4.4. 1 In vi.~"' of SAIL 's current time frame for spot tendering (I 05- 140 days), its 
poor past recorci in tendering, and lack of adequate testing and quality assurance, spot 
tendering has to be the least preferred option for SAIL for meeting its planned or urgent 
requ1rements of coking coal. The policy and associated procedures for import of coal 
should be reviewed in the light of the suitability and economics of the alternative 
procurement options to LT agreements. 

12 . ./.4.2 In response, Ministry appreciated the suggestions given by aud it and agreed 
that spot tendering was not a practicable choice for meeting SAIL' s planned 
requirements. Substantive action by Management on this issue is awaited (January 2006). 

12. 5 Term Agreements 

12. 5.1 Term Agreements with Xstrata/ M!M3 for Hard Cokim: Coal 

12.5.1.1 As part of the annual negotiations for 2004-05 under LT agreements, in 
January 2004, Xstrata/ MIM ofTered to supply 0.50 million tonnes of Oaky Creek brand 
of hard coking coal at an FOB price of US$ 65.65/MT. Further, it confirmed its ofTer on 
22 March 2004, with validity up to end-March 2004. However, the EJC considered the 
price too high, and no agreement could be reached. 

~ An exchange rate of Rs.44 I USS has been uniformly assumed throughout the review. 
1 Mount Isa Mines Ltd., subsequently acquiretl by Xstrata Pie, an international mining group. 
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12.5. 1.2 In July 2004, SAIL signed a term agreement with Xstrata/ MIM for the same 
quantity of 0.50 million tonnes of the same brand @ US$ I 05/MT FOB, keepmg 
deli \'eries under the LT agreement in abeyance. reasons for which were not on record 
Had dell\ eries under the LT agreement been finalised (a US$ 65. 65/MT FOB, additional 
expenditure of US$ 19 68 million (Rs. 87 crore) could have been arn1ded 

12.5.1.3 In their response. Mm1stry/ Management stated that the pnce indicated b~ 
Xstrata/ MIM was much higher than the FOB pnce of US$ 57.00-57 75/MT settled \\Ith 
the other two LT suppliers and had the higher pnce of Xstrata/ MIM been agreed to in the 
same EJC meeting for del1\'ery during the same year, it would ha\'e jeopardised 
settlements under the LT Shortage of cokmg coal fo rced SAIL to conclude a separate 
Term Agreement\\ ith M IM outside the LT frame\\ ork, as the final price of US$ I 05 MT 
FOB \\US not m line \\ith the LT pnces settled \\llh other suppliers 

l 2. 5. l . .J The response is not tenable. smce effectively, the term agreement \\1th 
Xstrata/ MIM \\as in complete substitution of deli' en es under the LT agreement If the 
signing of the Term Agreement '' ith the same supplier for the same quantity and for the 
same deli\'ery period al a pnce nearly double that of the deliveries under LT agreement 
with other suppliers, could ha\ e no impact, Management did not make it clear ho\\ 
agreeing to a rate of US$ 65 65/MT under the LT agreemen t would hm e jeopard11.ed 
negot1at1ons "1th other LT suppliers 

12.5.2 Term Agreement.\ with Xl·tratal Oceanic" for Soft Coking Coal 

12. 5.2. 1 Discussions were held with Xstrata/Oceanic on 15 March 2004 to finalise 
quantities and prices for deli\'enes during 2004/05 under the LT agreement The mmutes 
of the EJC meet mg indicated that the supplier had mentioned a rising trend m the price of 
soft cokmg coal and offered a pnce before the EJC. \\hich considered II too high and 
requested the supplier to bnng do\\n the offered pnce In its letter dated 22 March 2004. 
Xstrata/ Oceanic reiterated the pre\ ai ling tight market condition and again requested 
SAIL to consider the offered pnce. \\hich was hO\\e\'er again not considered by the EJC 

12.5.2.2 However, the minutes of the EJC meetmg were silent about the specific pnce 
offered by Xstrata/ Oceanic This lack of transparency in documentation was not an 
isolated case. Even in the case of the minutes of the EJC Meetmg of 14, 15 and 22 
January 2004. the price offered by Xstrata/ 11 1 for hard coking coal had not been 
documented in the final minutes although a draft copy of the mmutes mentioned a 
specific offer of US$ 65 65/tonne 

12.5.2.3 In response, Mm1stry/ Management 111d1cated that the supplier did no t indicate 
a firm pnce or a price band during the meetmg. and only main tained its stand of seel-..ing a 
high pnce. This was not documented in the EJC meeting as no firm pnce or price band 
was indicated in the EJC meetmgs b:\' the supplier Audit howe,·er noted that the minutes 
of the meet mg stated that ·· M ·s Xstrata indicated a pnce for soft cokmg coal ''hi ch'' as 
also considered by the Committee to be ,·ery high and falling in the spot market pnce 
range .. .. clearly indicatmg that a price was mentioned. but for reasons not on record. the 
fact was not documented. 

12.5.2 . .J This lack of transparency in negotiation and documentation assumes further 
significance in view of subsequent e\'ents as fo ll o\\S 

4 
Ocea11ic Coal A ustralia Ltd. , s11bseq11e11tly acquired by )(1trutu 
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(i) Two Term Agreements were signed by SAIL with Xstrata/ Oceanic in April and 
September 2004, keeping 2004/05 LT deliveries in abeyance. These agreements 
were for 0.13 and 0.70 million tonnes at the considerably higher FOB prices of 
US$ l 02/MT and US$ 81 /MT respectively, as against the price of US$ 33/MT 
FOB for 2003/04 deliveries under the LT agreement kept in abeyance. 

(ii) Even for 2004/05 deliveries under the LT agreement signed with another supplier 
(BHP) in July 2004, the rate was only US$GO/MT FOB. Vis-a-vis the actual BHP 
prices of $60/MT, the additional price paid for the term agreements wi th Xstrata/ 
Oceanic worked out to US$ 20. I G million (Rs. 89 crore) . Clearly, there was no 
logic in signing a term agreement for a total quantity of0.83 million tonnes of soft 
coking coal, keeping in abeyance 2004/05 LT deliveries of a nearly equal amount. 

12.5.2.5 In response, Ministry indicated that the logic of signing a term agreement was 
a commercial decision, keeping in view the overall interest of SAIL. ln case, no 
settlement had been reached with MIMI Oceanic/ Xstrata, SAIL would have been forced 
to buy these required quantities at still higher prices. Consequently, the loss worked out 
by audit was notional. 

12. 5. 2. 6 The reply is not tenable for the following reasons: 

(i) The loss worked out by aud it is not notional, but was calculated on the basis of 
the high prices actually paid under the Term Agreement with Xstrata/ Oceanic. 

(ii) The calculations were on the basis of actual payment and no further comparison 
with higher prices that may have been paid was made by audit. 

(iii) The benefit to the overall interest of SAIL of such a commercial decision was not 
clearly spelt out by Management/ Ministry. 

12. 5. 3 Co11clusio11 

12. 5. 3. 1 In efTect, SAIL purchased coking coal under term agreements from the 
existing LT suppliers for 2004-05 at higher prices (closely linked to spot prices) for the 
same delivery, but without resorting to tendering, by keeping in abeyance equivalent 
delireries under the LT agreement. 

12.5.3.2 Management/ Ministry stated that these quantities were tied up to meet 
emergent requirements due to disruption in supplies; at that stage, running of the plants 
and health of the equipment was of more importance than the ruling market price. The 
responses indicated SAIL's failure to take planned, adequate and timely action to counter 
the shortage of coking coal. 

12. 6 Long Term Agreement . ., 

12. 6. 1 Background 

12.6.1. l As of July 2004, SAIL had eight LT agreements in place· 

Supplier Coal Type Base Quantity (Ml) 

131 IP Bil liton, A ustralia llard Coking Coal 2.50 
(Goonyclla B, Malvern and Barwon) 

131 IP l3 1lliton - Illawarra Coal I lard Coking Coal 0.50 
(lllawarra A) 

Anglo Coal Australia Pty Ltd I lard Coking Coal I.SO 
(German Creek/ Isaac) 
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Xstrata/ MIM I lard Coking Coal 0.50 

(Oakv Creek) 

RAG Australia Coal Pty Ltd I lard t oking Coal 0.50 

(Red I 1111) 

Solid Fnergj Ne\\ Zealand Ltd. I lard Coking Coal 
(New l.ealand Cokmg C\"lal) 

0.25 

Xstrata/ Occamc Soft Coking Coal 0 54 

Cl era Iba Prcnmnn) 

131 IJ> l31!11ton Soft Coking Coal 0.30 

(Blaekwall.:r) 

12.6.2 Force Majeure by Xstrata/MIM for Hard Coking Coal 

12.6.2.l In respect of11s LT Agreement of ~lay 2003 valid from 2003-04 to 2005-0(>. 
Xstrata/ MIM declared fo rce maJeure on account of natural clamity in respect of its Oa\..~ 
Creek mine from 26 June 2003 to 21 July 2003 and again from 8 No' ember 2003 to 19 
December 2003. As per the LT Agreement. Xstrata/ MIM was requ1red to supply 

(i) 1.5 million tonnes in the first dehery penod (July 2003 to June 2004). and 

(ii) 0 5 million tonnes in the second and subsequen t deli' ery penods, subject to a 
purchaser' s option or 20 per cent 

12.6.2.2 As a result of the force majeurP, declaration, the contracted quantity of I 5 
m11l1on tonnes was not e' enly supplied dunng the first delivery penod Al the end of the 
first deli\'ery period, there \\US a backlog quantity of 0.55 million tonnes 

12.6.2.3 Audit obsened the following: 

(1) Despite the outstandmg quan tity on account of the force maJeu re, Xstrata/ l\1 Il\1 
offered to make supplies of 0.5 m1ll1 on tonne under a term agreement, "hich "as 
entered in to in Jul) 2004 for the dell\ e~ penod July 2004 to June 2005. 

(11) As per the detailed tour report of the ' 1sit of the high-le' el SAIL team to 
Australia in Februa~· 2004, the likely shortage during the contractual period from 
July 2003 to June 2004 \\Ould be appro"\1mately 0.4 million tonnes. No further 
force majeure declarations took place. >ct SAIL ended \\ ith a backlog of 0 55 
m1ll1on tonnes as of end-June 2004. amounting to 37 per cent of the LT agreement 
quantity. 

12.6.2 . ../ The extent or force majeure declared by Xstrata/ MI 1 \\as thus not 
proportionate to the suspension of deli\'enes by Xstrata/ MIM to SAIL Further, SAIL did 
not ob tain adequate e,·idence to indicate that the impact or force majeure was borne 
proportionately by other customers of Xstrata/ MIM and 1t \\"US not passed on 
d1sproport1onately to SAi L 

12.6.2.5 In response. t-.lm1st~ / Management stated that 

(1) The high le\'el team \\US in formed that the total shortfall in production dunng the 
penod July 2003 to Jan ual)' 2004 \\as 40 per cent. also operations \\'Ould not 
show a significant 1mpro\'ement till the panel change in April/ May 2004. 

(ii) Against the production shortfall of 40 per cent, the shortfal l in supply to SAIL 
durmg the period Jul) 2003 to June 2004 \\US 37 per cent. \\h1ch indicated that the 
reduction in suppl~ to SAIL "as less as compared to their proportionate loss of 
producti on 
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(ii i) Several letters were written to the suppliers, including some letters wherein SAIL 
indicated its rights under the agreement 

(1v) The high level team noted that the impact of force maJeure had alTected supplies 
to all customers. Further, the contract did not provide any right to obtam evidence 
of equitable treatment from the supplier as long as the supplier fulfilled its 
contractual obligations. It was not commercially prudent to take legal action as 
the supplier was honouring the contract Any legal action at that stage would hare 
jeopardized the supply of backlog quan tities at the old rate of US$ 46 19 
deli \'e ries, and sett lement could also not ha' e been reached'' 1th them for 2004-05 
delivenes. 

12.6.2.6 The responses of Ministry/ Management are not tenable for the follo,,ing 
reasons 

(i) The force majeure duration was for a total of just 72 days between June 2003 and 
December 2004. 

(11) The shortfall of 40 per cent in production for the period July 2003 to January 
2004 indicated by the supplier to the high le\ el team ''as for a penod of se' en 
months, as compared to the shortfall in supplies to SAIL of 37 percent for the 
entire delivery period of twelve months from July 2003 to June 2004 

(iii) As regards 2004-05 deliveries, in fact , no settlement took place against the LT 
agreement, and SAIL ended up with a term agreement @ US$ I 05/ MT - a pnce 
based on spot market prices rather than LT prices. 

(i\') Supply of balance quantity of 0.55 million tonne at the old rate by the supplier 
''as only a fulfilment of the contractual obligation and not a concession to SAIL 
by the supplier 

(v) The fact remains that SAIL did not ask Xstrata/ MIM for details of proportionality 
of impact on other customers. Further, SAIL 's action on Xstrata/ MIM 's force 
majeu re was grossly delayed (February 2004). In fact, the short duration of the 
fo rce majeure penods- 26 days and 46 days, as indicated by SAIL, \\'as not 
commensurate \\1th the impact by Xstrata/ 11M on its deh\'enes to SAIL 

12.6.3 Delay in exercising Mutual Option for Soft Coking Coal 

12. 6.3. I In pursuance of the LT Agreement ''1th Xstrata/Oceanic for soft coking coal. 
a total quantity of 0. 75 million MT at an FOB rate of US$ 33/MT was finali1:ed for the 
dell\ ery period 2003-04, with an additional mutual option quantity of 0.150 m1ll1011 
tonnes 

12.6.3.2 Although internal approval within SAIL for exercising the mutual option 
quantity for the 2003-04 deliYery period was obtained m September 2003, the option was 
communicated to the supplier only in January 2004 (after more than four months) 
Xstrata/ Oceanic turned dO\\TI (February 2004) SAIL's request for exercise of the mutual 
option quantity on the following grounds: 

(i) SAIL had failed to respond to their requests during September and October 2003 
to exercise the mutual option; 
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(ii) Smee the market had become tight and the quanti ty had already been placed al 
higher rates, it \\'Ou ld not be possible for them to supply the mu tual opllon 
quantity to SAIL. 

12.6.3.3 Subsequently, SAIL signed t\\O term agreements for 0 130 and 0.70 m1ll1on 
tonnes at FOB rates of $102/MT and $81 / l\tT m Apnl and September 2004 respect1\'el~ 
Of this. a quantity of 0 130 million tonnes a $I 02. MT FOB was actually shipped m :\la~ 
2004. i e. dunng the 2003/04 deli\'el)' period Itself. 

12.6.3 . ./ Thus. failure to exercise the mutual opllon quantity ofO 150 million tonnes by 
SAIL resulted in an estimated loss of Rs.32 crore"' 

12.6.3.5 In response, Ministry stated that 1t \\US decided that the option would be 
exercised after assessing the responses against the global tender on soft co\..ing coal The 
tender ''as issued on I 7 September 2003: the techno-commerc1al bids'' ere opened on 5 

O\ ember 2003 and assessment of the offers \\US completed on 9 Janual)' 2004, and 11 
was noticed that no responsi' e offer \Yas rece1Yed Thereafter. appro\'al was obtained on 
19 Janual)' 2004 and the option was exercised In ,·iew of the pre\ ailing easy marl-et 
conditions. 1t \\'as a prudent commercial dec1s1on to sec the outcome of global tender 
before exercising the mutual option 

12.6.3.6 The reply of the Ministl)' is not tenable for the fo llo,,ing reasons 

(1) The fact that it too\.. SAIL nearly four months after the issue of a global tender to 
conclude that no responsive offers ''ere received to the tender ind icates SAIL's 
failure to take qu1c\.. and tnnely dec1s1ons 

(n) As explained in paragraph 12.6.4.4. the pre\ ailmg marl-et cond1t1ons al that tune 
\\ere no longer eas~ Despite that. SAIL showed no urgenc~ to settle the issue 

12. 6 . ./ Delay in taking ad1•antage of al'l1ilable <~ffenfor hard coking coal 

12.6 . ./. l In April/May 2003, two offers for hard coking coal \\ere received from RAG 
(Red Hill) and BHP (Jllawarra) for a total quan tity of 0.04 mi llion tonnes in 2002-03 and 
0.60 million tonnes in 2003-04. These two brands \\'ere also found to be suitable for 
SAIL plants. '' ith BHP's Illa\\ arra - A already being an established coal 

(1) o action was ta\..en on these offers till September 2003. 

(it) After fail ing to recel\ e any response to its global tender (September 2003) for 
procurement of hard coking coal, SAIL called RAG and BI IP for negotiations. 
and signed term agreemen ts for dell\ ery of 0.09 (\\'ith RAG) and 0.05 mil lion 
tonnes (with BHP) up to June 2004 al the rate of US$ 46 30/ tonne FOB. \\h1ch. 
according to SAIL Management. was the maximum quantity offered durmg 
negotiations. 

12.6 . ./.2 Thus SAIL lost an opporluntty to acquire 0.46 million tonnes of hard col-mg 
coal m 2003-04 at a Jo,, pnce of US$ 46 30/ tonne FOB. Compared with the a\ erage 
price of US$ 189/MT Cir 5 which SAIL subsequently paid fo r spot purchases or hard 
coking coals, the estimated loss worked out to Rs 232 crore . 

.. T/1 ir calc11 lation is comen •at fre an d i1 based on the lower rate of USS 8 // MT rather th an S J 02 ,\,IT. 
5 Assuming a tliffere11 ce between CJ Fanti FOB rate.1 of USS 281 tonne, the comparable FOil rate worJ..1 
out to USS I 6 // to1111 e. 
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12.6 . ./.3 In response, Ministry stated that immediately after settlement of LT deli\'eries 
for 2003-04 in September 2003, a global tender was issued, against which no off er was 
recei\'ed . Thereafter in October 2003, contracts \\ere negotiated with RAG and BHP. The 
response is not tenable, since 94 per cent of LT deliveries for 2003-04 were finalised on 3 
Apnl 2003 itself and particularly in view of the declaration of the first force majeure by 
Xstrata/ MIM in June 2003, SAIL fai led to take adequate and timely action on these 
offers 

12. 6 . ./ . ./ Ministry also stated that the supplies from RAG and BHP \\'ere contracted at 
the same prices as those settled in March 2003 \\'ith BHP, indicating that there \\'as no 
shortage of coking coal in October 2003. The response is not tenable, since the fact that 
the quantity of 0 .60 million tonnes offered in April/ May 2003 came down lo only 0. 14 
million tonnes by October 2003 indicates that there was indeed a shortage of coking coal 
at that time. 

12. 7 Spot Purchase of Coke 

12. 7. 1 Dunng the period from October 2003 to September 2004, SAIL purchased from 
MMTC and China Coal and Coke Holdings Limited a total of 0. 158 million tonnes of 
Chinese metallurgical grade coke at an a\'erage CIF price of US$ 386.G 1 /MT. Ho\\'e\'er. 
this coke was not tested by SAIL, before procurement/supply. The multiple handling of 
coke at the coke oven, ship, ports, railways and plant was likely to result in creation of 
additional coke breeze from coke, and consequent deterioration of coke. The entire 
quantity of imported coke, after having been procured at very high costs, was neither 
dispatched nor used within a reasonable period of time for iron-making, as detailed in 
Annexure -31 . 

12. 7.2 In response, Management/ Ministry stated that : 

(i) Availability of coke for uninterrupted Blast Furnace operation was more 
important than hypothetical comparison of prices. 

(ii) The coke received was dispatched and consumed at SAIL plan ts in the normal 
manner. 

12. 7.3 The reply is not tenable since the occurrence of handling loss has been 
confirmed in the Ministry's response. 

12.8 

12.8. I 

Other Issues 

Broad basing of Suppliers 

12. 8. 1. I In October 200 I, the Committee of Directors (COD) decided to further broad
base the number of suppliers, in view of the gradual increase in the requirement of coking 
coal However, SAIL failed to act at a time when the coking coal market was soft and 
only in October 2003 did it finalise two new LT agreements. 

12. 8.1.2 In response, Management/ Ministry stated that development of vendors and 
broad-basing of suppliers was a continuous process and took time. SAIL had been 
making efforts through various means to broad base suppli ers, which yielded results in 
due course. As a result, new LT agreements were finali sed in 2003-04 fo r three brands, 
besides trial orders for two brands. 

12.8. / .3 The response is not tenable since SAIL's lack of efficiency in broad basing is 
borne out by the delay of more than two years in developing new sources. 
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12.8.1../ SAIL needed to substantially 1mpro'e its processes for broad-basing of 
suppliers in a time-bound manner. \\1thout compromising on testing. trial shipments and 
quality requirements. In response. management stated that while all out efforts were made 
to broaden the supplier base, the suggestions g1Yen by audit ''ere appreciated 
Substanll\ e action by Management on this issue 1s awaited 

12.8.2 /lltemal Controls 

12.8.2. l Audit had pointed out that the Coal Information Group (CIG) of SAIL did not 
ha\'e processes and systems to ensure co-ordinated availability of current and updated 
information on all coking coal related aspects In response. SAIL Management 
appreciated the suggestions of aud it, and stated that they had started preparing a 
comprehensi\'e monthly report. after collecting information from other Departments 

12.8.2.2 Audit also obsened that m1mmum and optimum stock le,els at different 
plants and ports had not been fixed Subsequently. SAIL management stated (August 
2005) that they had fixed the mimmum and optimum stock le\'els of coking coal to be 

maintained at plants and ports 

12. 9 Co11c/11sio11s 

12.9.l Due to its failure to take adequate and timely decisions. SAIL suffered an 
estimated loss of Rs. 858 crore. on account of loss of production. spot purchases of hard 
coking coal at higher rates, failure to exercise mutual option for soft cokmg coal, and take 
advantage of available offers for hard coking coal 

12.9.2 SAIL suffered a further loss of Rs 17<> crore through signing term agreements at 
higher prices, by keeping the corresponding LT agreements in abeyance. 
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[-~~~~~~M~INI~s_T_R_v_o_F_T_E_x_T_I_L_E_s~~~~~-----"J 
CHAPTER XIII 

Cotton Corporation of India Limited 

Trading activities 

Highlights 

The ational Commission of Agriculture recommended ( 197 5) that the Corporation 
should endeavour lo purchase about 25 to 30 per cent of the total production of the 
country by strengthening its network of offices. However, the Corporation's market share 
during the six years ending March 2005 ranged from 4. 31 to I 1. 91 per cent. 

(Paras 13.6.1aw/13.6.J.J) 

Forty nine and 58 per cent of the cotton produced during the fi\e years ended March 
2004 remained outside the purchase pun-iew of the Corporation, as it never reached the 
regulated markets where the Corporation undertook its commercial activities. 

(Para 13.6.J.2) 

During the years 2001-02 and 2002-03, though the Corporation resorted to MSP 
operations, it purchased only nine lakh bales (8.51 lakh bales in financial year 2001 -02 
and 0.49 lakh bales in the financial year 2002-03) as against the total reported figure or 
I 09 lakh bales (excluding Punjab, Haryana and Maharashtra \\here there \\ere no MSP 
operations) thus limiting the coverage of the MSP operations. 

(Pam 13.6.2.2) 

During the six years ended March 2005 the Corporation paid commission of Rs.35.89 
crore to the agents in the regulated market in the procurement from the cotton gro\\ ers 
thereby increasing the cost of procurement. 

(Para 13.6.3) 

In the procurement or cotton. the Corporation had not considered the marginal 
contributions/profit or each variety to enhance profitability th rough product-mix. The 
Corporation surTered a loss of Rs.0.87 crore during 2002-03 due to non-procurement of 
varieties where marginal contribution was higher. 

(Para No. 13. 6 . ./) 

In the erent of the failure of a party to lift the cotton bales within the period agreed in the 
contract of sale, the Corporation pursued a policy of resell ing the contracted bales to a 
third party al the risk and cost or the failed party. The losses so recoverable from the 
parties accumulated to Rs. 111 .53 crore at the end of March 2004. 

(Para No. 13. 7. 1.2) 

Gist <~{recommendations 
• Market share of the Corporation needs to be increased to 25 lo 30 per cent of the 

indigenous crop as recommended by the National Commission of Agriculture. 
This would help the growers to get remunerative price as well as quality supply at 
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reasonable prices to the user mills 

• The local APMCs and State go' ernments should ensure through further spread or 
regu lated markets or 1f necessary through legislation, that all cotton produced 1n 
the country is traded in regulated markets 

• The Corporation may re\ IC\\ the policy for setting up of the procurement centres 
''1th a \'iew to optimise its market share 

• The Corporation should explore the poss1b1ltty of enrolling themselves as agents 
111 the regulated market yards for dealing '' ith Cotton grO\\ers directly and 
a\ oiding payment of commission 

• The Corporation for max1m1s111g its profits should ensure selection of an optimal 
product mix based on mid term or monthly re\ iew of profitabiltty. cost-\\ 1se and 
rnnety '' ise breakeYen anal~·s1s of each 'anety of cotton 111 '' h1ch 1 t deals 

• Dunng the periods of MSP operations. the Management should ensure 
max1m1sation of procurement actn 11~ in order to achie\ e the object!\ e or 
extend111g remuneratl\·e pnces to the largest possible population of effected cotton 
gro\\ers. 

• When sales are made under GSf scheme. it should be ensured that adequate Bank 
Guarantees are taken to CO\ er the financial nsk of the Corporation 

• The Corporation should stn\'c to acl11e' c more exports, as its e.xports arc a ma.1 or 
tool for stabilisation of pnces 

13. I lntroductio11 

The Agricultural Price Comm1ss1on cons1dcnng the erratic fluctuations 111 the pnccs or 
cotton recommended (l\1ay. 1969) the se1t111g up of an agency in the publtc sector charged 
\\Ith the responsibility of ensuring equitable d1stnbut1on of cotton among the different 
constituents of the 111dustry and also for purchas111g and selling domestic cotton for 
d1 sc1pl111111g the prices The Go\ emment of India accepted the recommendations and 
constituted (October. 1969) a Com1111ttec to prepare a detailed scheme for establtshment 
of such a public sector agency. The Committee recommended (February 1970) the 
establishment ofa full-fledged 111dependent Corporation. which \\as to de,elop necessary 
skill and operational expertise to enable it to progressively replace the cotton traders 111 
course of time. The Goremment accepted the Committee ' s recommendations and set up 
Cotton Corporation of India Limited (Corporation) in July 1970. 

The adm1111strative control of the Corporation 'ests mth the M111istry· of Textiles. The 
Corporation f unct10ns through its Head office and l\\enty branch offices located all O\ er 
India The Branch Offices \\1th purchase centres under their control are responsible for 
purchas111g. arranging for g111n111g, pressing. storage and deli\ ery of cotton to customers 
under the O\ erall control of the Head Office The Chairman-cum-Manag111g Director 1s 
assisted by t\\O functional Directors. head111g F111ance and Purchase and Sales acll\ 1t1es 
respecll' el} 

13.2. Scope of Audit 

Dunng the course of the performance audit of the trad111g acti\ it1es of the Corporation. 
test check of records relating to the procurement and marketing of cotton of six out of the 
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15 maJor branches of the Corporation covering a period of six years from 1999-2000 to 
2004-05 was conducted with a view to assess the efficiency, economy and efTectt\ eness 
of these operations. 

13.3 Audit Objecth•es 

Performance audit of the trading actl\'lttes du ring the review period covered the 
commercial operations of purchase and sale of cotton undertaken by the Corporation and 
a critical review of Minimum Support Price (MSP) operations undertaken on behalf of 
the Government of India (GOl) with a \'te\\ to assess whether : 

• Targets fixed were realistic and in tune ''1th the role envisaged in the textile 
policies of the Government of stabilising the prices and of increasing its marl,.et 
share. 

• The Corporation efTect1 vely implemented price support operations on behalf of 
the Government, 

• Cotton growers could get remuneratt\ e prices for their produce. Cotton was made 
available at reasonable prices to the texttle mtlls and other end users. and 

• Purchase and sales operations \\ere tal,.en up ensuring commercial \'!abili ty both 
in domestic and international market as contemplated in the Memorandum of 
Understanding (MOU). 

13 . ../. Audit Criteria 

Performance of the Corporation 's trading activities was assessed vis a vis internal targets 
for procurement of cotton, the share of the Corporati on in procurement of cotton in the 
total production of cotton. its export performance in terms of its share in the total cotton 
export of the country E\ aluat1on of the achte\ ements of MSP operations was also done 
\ 1s a vis the directives of the GOl in this regard 

13.5 Audit Methodology 

Files relating to purchase/sales act1\'it1es \\tth reference to purchase and sales policies 
approYed by the Corporatton from time to time '' ere re\'lewed Besides, sta t1st1cs from 
independent sources relating to textiles industry were collected and analysed 

13. 6. Audit findings: 

13. 6. 1 Procurement Activity 

The National Commission on Agriculture recommended ( 1975) that the Corporation 
should endeavour to pu rchase about 25 to 30 per cent of the total cotton product ion in the 
country, if necessary by strengthening the net\\ or!,. of its offices. The Corporatton through 
its 20 branch offices controlling 244 procurement centres (March 2005) in \'arious 
agricultural markets undertook the procurement of co tton. A re\'le\\ of the performance 
of the procurement activity revealed the following 

13. 6. J. I Performance vis a 11is purchase targets. 

The Corporate Office fixed purchase targets every year based on an in-depth interaction 
' '1th all the Branch Heads in the form of an annual Branch Managers' (BMs) conference 
\\'herein likely cotton scenano in the country as well as at global level were discussed in 
detail These deliberations were mainly on crop prospects, anticipated price behaviour, 
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demand fo r cotton from the mill sec tor and lt"el~· imports and exports. Based on these 
deliberations and availability of in frastructure in different branches, tentative purchase 
targets \\'ere fixed for each branch. Depending upon crop estimates, arrival patterns. price 
beha\'lou r, demand etc. these targets were also re\ ised if necessary during the course of 
the season. Table I below indicates the total production of cotton, procurement 
projecti ons as per corporate plan, re,·ised target and actual purchase of cotton there 
against during the six cotton seasons ended 200-1-05 . 

Table I 
uanhty 111 a 1 a es (Q . I kl b I ) 

Year Total Projections Target fi xed Actual CC l's 
Producti as per for Purchases Market 
on corporate purchases in Share 

plan BM (In 
Conference Percentage) 

I. 2. 3. 4 5. 6 
1999-00 118.00* 4. 88 7.00 5.08 -1. 31 
2000-01 I 09.23* 8.50 -- # 6.03 5.52 
2001-02 124.50* 10 00 8.50 9.67 7.76 
2002-03 136.00 9.00 8 35 5.99 -1. 40 
2003 -0-1 167.50 9.00 12.00 9.00 5.37 
2004-05 232.00 9.50# --# 27 .63 11.91 

(Source· l3ranch Manugcr's Meet mg & Coqxiratc Pluns of' respective Ycurs) 
* Excluding production of Muharashtra Stale where Maharushtra Collon Markctmg Federation 11as the 

monopoly procurement agency up lo the cotton season 2002-03 
II No target as there was M1nunum Support Price (MSP) opcra11on 

Table I re\'eals that against the recommendation of the National Commission on 
Agriculture that the Corporation should endem our to purchase about 25 to 30 per cent of 
the total cotton production in the country. the targets fixed by the Corporation and its 
market share in the procurement of cotton during the six years ended 2004-05 ranged 
bet\\'een 4 .31 and 11 .9 1 per cent. Further, the actual procuremen t of cotton du ring all the 
four years excluding two years• in which MSP operations ,,·ere undertaken was belo\\ 
the targets fixed in the corporate plan and re\'1sed m the BMs conference. 

The Management stated (August 2005) that dependi ng upon the cotton production. 
expected price behm iour. performance of the textile mills and expected demand in any 
crop year, the Corporation decided on procurement targets. It further added th at due to 
ad\'erse market conditions the Corporation could not enhance the target but continued its 
operations depending on commercial viability and expected demand from the mill sector 

The abo\'e contention of the Management \\'as not tenable as the Corporation had fixed 1ts 
targets keeping all the factors listed in the reply and also re\'ised them concurrently. 
Hence. the shortfall in achiering them indicated either the targets ''ere unrealisti c or the 
implementation was faulty . A possible reason \\as creation of insufficient num ber of 
centres due to \\hich CO\'erage of the mar"et yards where cotton \\'US traded \\'as 
inadequate (refer para 13.6. 1.3) 

~ 2001-02 anti 2004-05 
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Recommendation 

Effective measures should be taken by the Corporation to increase its share in the 
purchase of indigenous cotton. 

13. 6.1. 2 The Corporatio11 's access to the cotto11 production of the country 

The Agriculture Produce Marketing Committees (APMC), which are bodies constituted 
under the APMC Act of the respective State Governments, regulate marketing of cotton 
in the markets authorised by it. While many traders in the private sector resort to village 
buying or buying outside the market yards and pay lower prices as well as avoid levy of 
cess or market fees payable to APMC, the Corporation had to make purchases of cotton 
in the regulated markets. The cotton is sold in the regulated markets either in an open 
auction or by way of in vi ting open tenders. The total production of cotton in the country 
and quantity received in the regulated markets where the Corporation operates its centre 
were as under: 

Table 2 
(Quantity in lakh bal es) 

Particulars 1999-00 2000-01 2001 -02 2002-03 2003-04 

Total production in the Country 156.00 140.00 158.00 136.00 167 50 

Total arrivals m regulated 65.04 71.82 71.75 58.37 78.90 
markets 

Percentage of arrival m 42.00 51.00 45.00 43.00 47.00 
regulated markets to total 
production. 

Table 2 above shows that out of the total production of the country, the arrivals in 
regulated markets ranged from 42 to 51 per cent during the last fi ve years ended March 
2004. The remaining produce ranging between 49 to 58 per cent was sold by the growers 
mainly through unregulated markets. 

The Management while accepting the facts stated (August 2005) that the Corporation as a 
policy carried out its purchase operations only in the regulated market yards in the 
presence of APMC officials and was rather deprived of a large part of the crop 
production, from its purchase purview, which was sold directly at vi llage levels or out 
side the market yards. 

Recommendation 

The local APMCs and State governments should ensure through furth er spread of 
regulated markets or if necessary through legislation, that all cotton produced in the 
country is traded in regulated markets 

13.6.1.3 Trading Infrastructure 

The trad ing (i.e., purchase and sale) acti vi ties of the Corporation are carried out through 
244 purchase centres under the administrative control of the 20 branches of the 
Corporation. The main function of the purchase centres is to participate in the auction of 
cotton conducted in the regulated market yards set up by the respecti ve State 
Governments to purchase cotton from the cotton growers. The table given in Annexure-
32 contains statewise data of the purchase centres, the total production of cotton and the 
cotton procured by the Corporation in each state during the three years ending 2004-05 . 
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Scrutiny of the data given in Annexure-32 revealed the following : 

1. The National Commission on Agriculture recommended that the Corporation 
should strengthen its network of offices with a view to achieve procurement of 25 
to 30 per cent of the total production of the cotton in the country,. The 
procurement centres in only two states• could procure more than 25 per cent of 
the cotton produed during the year 2004-05 During the years 2002-03 and 2003-
04, in none of the states the Corporation run centers could achie\'e this level. 

11. Against the 400 regulated markets trading in cotton situated throughout India, the 
Corporation had set up only 244 centres up to March 2005. 

111. The wide variations in the ratio of cotton produced to the number of centres in 
each state (ranging from 185714 bales of cotton per centre in Orissa to 45652 per 
centre in Rajasthan for the year 2004-05) indicated that the opening of_purchase 
centres by the Corporation in various states was not in proportion to the total 
production of the cotton in the respective States. 

1v. Further, variations in the ratio of procurement of cotton and the number of centres 
in each State ranged from 2857 bales per centre in Orissa to 17420 bales per 
centre in Andhra Pradesh in the year 2004-05 indicating a need to rationalise the 
spread and operations of the centres. 

In the absence of any laid down criteria for the opening of purchase centres and '' 1de 
variations in procurement of cotton by each centre the viability of the opening of the 
purchase centre could not be analysed in Audit 

The Management stated (August 2005) that besides the total production, factors like 
availability of market yards, warehousing facilities, ginning and pressing factories etc 
were also considered in determining the location of the purchase centres and accordingly 
numbers of centres were established. 

The Management 's reply was not acceptable because if the Corporation were to optimise 
its market share and to serve the farmers by ensuring remunerative prices for cotton 
produced by them, the network of procurement centres had to be comprehensive and 
rationally created which could not be done without a laid out policy of opening centres 
and reviewing their performance and impact 

Recommendation 

The Corporation may review the policy for setting up of the procurement centres ,,;th a 
view to optimise its market share. 

13. 6. 2 Remunerative prices to the farmers 

13.6.2.J While endorsing the recommendations of National Commission on 
Agriculture mentioned in para 13.6. I , the Committee On Public Undertakings (COPU) in 
its 93 report submitted to the Seventh Lok Sabha on 27 April 1984 recommended that by 
endeavouring to purchase about 25 lo 30 per cent of the cotton produced through a large 
network of procurement centres, the Corporation would also ensure remunerative prices 
to the farmers and stabilisation of the cotton prices for general welfare of consumers 

.. Rajast/ia11 a11d A11d/1ra Pradesh 
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This should also be the obJeCll\'e or the Corporation though not explicitly laid dO\rn in its 
Memorandum or Association 

As the market share or the Corporation during the last six years ending March 2005 
ranged from 4.31 to 11 91 per cent only, the Corporation could not have played any 
significant ro le in the stabilisation or prices and in ensuring remunerative prices to the 
cotton growers One or the reasons for non-ach1c\'emcnt could be allributed to not 
creating a network or centers to actively participate in all the markets created by the talc 
Go' em men ts under the APMC Act 

In reply. the Management stated (August 2005) that the Corporallon conducted 1ls 
operations only through its continuous presence in the regulated market yards and not 111 

the yards "hi ch were non runctional and \\'here infrastructure facilities \\'ere not 
aYailable It rurther slated that the regular presence or the Corporation in the market) ards 
helped the cotton growers to get compel1ll\ e and remunerall\'e prices. 

E'en 1r the con tention of the Management \\as accepted, the Corporation 's success in 
ensuring remunerali\'e prices \\'Ould be limited only to the markets in "hi ch it had its 
centres 1 e. only in 244 centres in 400 markets I Iencc, the Corpora lion "as not 111 a 
pos1t1on to ensure remunerall\ e prices to large numbers of cotton producers "ho sold 
their produce either in irregular markets or in markets \\here the Corporation did not ha,·e 
a presence 

R ec:o mmen da tion 

The Corporation in order to ensure remunerati\'e prices to the co lion growers should take 
the 1mt1atl\ e to strengthen its network of purchase centres 

13.6.2.2 Minimum Support Pric:e Operations (MSP) 

The Corporation under the Textile Policy of June 1985 ''as required to undertake price 
support operations \\'lthout any quantitat1\ e hm11, '' hene\ er the market prices or cotton 
touched the support prices announced by the Government of India. Accordingly, the 
Corporation undertook Minimum Support Price Operations in the crop year 2001-02 and 
purchased nine lakh bales (8.51 lakh bales in financial year 200 1-02 and 0 49 lakh bales 
in the financia l year 2002-03) as against the total reported production or I 09 lakh bales 
(excluding production or Punjab, I laryana and Maharashtra), representing 8 2 per cent of 
total production. Thus, the remaining quantity of I 00 lakh bales remained outside the 
pun 1e\\ of the Minimum Support operations or the Corporation Due to non-receipt of 
remuneral1\'e prices for their produce during the year 2001-02, the collon gro\\ers 
di' crsified to other crops This resulted in reduction 111 area under cul ti\ ation for cotton 
crop The Collon Advisory Board attributed the reason for fall in area under collon 
cultl\ at ion from 87.30 lakh hectares in 2001-02 to 7 4 lakh hectares in 2002-03 due to 
non-receipt or remunerati' e prices in the MSP year 2001-02 

13.6.3 Purclwse through commi.\'Siou agents in regulated markets 

In the at1onal Textile Pol1c1es or 1985 and 2000, \\ hile ensuring remunerati\ e prices to 
the cotton growers, making avai lable cotton at reasonable prices to the tex tile mills and 
other end users was also stipulated as an objecll\ e The Corporation participated 111 the 
aucllons cond ucted at the APMC markets throughout the season and thereby ensured 
remunerative and competitive prices lo the cotton growers by eliminating formation of 
cartels by traders. Its part1c1pat1on in the aucllons also ensured non-exploitation of mill 
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owners by the traders. While certain states like Punjab, 1-laryana and Rajasthan. the 
APMC Act provided for purchases through commission agents against payment of 
commission/dami by the buyers. in other states like Gujarat. Andhra Pradesh and 
Kamataka the practice of direct purchases from the farmers and through commission 
agents pre\'ailed. In states like Maharashtra and Madhya Pradesh there" as no system of 
pa) ment of commission and purchases ''ere done directly from the farmers. '' h1ch 
reduced the cost of purchase to the extent of commission and 111creased volumes of 

purchase 

During the last six years ended 2004-05. the Corporation paid commission of Rs.35 89 
crore as Commission/dam1 to the agents and traders on the purchase of cotton 111 the 
regulated markets thereby 111creasing the cost of procurement. 

In reply the Management stated (August 2005) that the comm1ss1on agents \\ere the 
license holders under the APMC Act authorised to transact business on behalf of the 
cotton growers and hence the Corporation had no option other than to procure through 
them and pay commission. 

The abo\ e contention of the Management \\US not tenable because the Corporation 
should ha\ e explored the poss1b11ity of enrolling itself as agents 111 the regulated market 
yards dealing wi th purchase, sale of cotton 1f so mandated 111 order to procure d1rectl~ 
from the growers and a\'01d payment of commission This \\'Ould ha\'e also helped the 
Corporation to compete eITecti,ely m th the traders 111 the regulated markets. 

Recomme11datio11 

If mandated by the APMC Act in the State. the Corporation should explore the poss1bilit~ 
of enroll111g itself as agents 111 the regulated market for procuring cotton directly from the 
gro'' ers at reasonable pnces 

13.6 . .J Maximization of Profit a bility of produ ct mix 

A re\'le\\ of the cost sheets prepared by the Ahmedabad branch of the Corporation dunng 
the last fi\'e years ending March 2004 reYealed that the branch \\US purchasing S-6 super. 
S-6 A. S-6 GA and S-6 GAB \arieties of cotton Table 3 belo\\· summan1es the quant1t1cs 
purchased and profit made thereon as depicted 111 the said cost sheet -

Table 3 

S-6 Su e r S-6 A S-6 GA S-6 GAB 

Staple Le!!_gth 28 mm 27mm 26mm 25mm 

PURCI IASES (Qtv 111 lakh bales*) 

1999-2000 () 92 I 25 0 24 0 06 
... 

2000-200 I 0 91 2 29 0.4 1 0.34 
+ ... 

200 1-2002 0 20 I 68 2.91 I l 00 

2002-2003 I 00 2 94 0.83 I 0.21 
I ... 

2003-2004 2 90 I 95 l l 21 0 31 

l 
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PROFIT/CONTRIBUTION (Rs. Per candy**) 

1999-2000 1034 

2000-2001 745 

2001-2002# NA 

2002-2003 1231.1 5 

2003-2004 975 
Source : Cost sheet 
•one cotton bale= A lint of 170 Kgs 
•• One candy= 355.62 Kgs. 

738 

751 

NA . 
921.09 . 

592 

# Dunng 2001-02, MSP opcrallons were taken up 

--
610 880 

(-)131 845 

NA NA -
1370 2390.77 -
193 984 

It would be seen that the Corporation did not emphasise purchase of varieties with higher 
contributions. While S-6 A generally contributed less, it was purchased in higher 
quantities as compared with S-6 Super and S-6 GAB. For instance, the Corporation by 
makmg lesser purchase of S-6 Super variety (which had a higher contribution) as 
compared to S-6 A variety during 2002-2003, had to forgo an opportunity of earning a 
higher contribution of Rs.0.87 crore. 

In reply the Management stated (August 2005) that the volume of purchases under 
particular grade depended upon the quality of arrival in various markets, demand for 
cotton and market sentiments and that simply for higher margins in particular 
varieties/grade purchases of other grade could not be restricted. 

The reply was not acceptable, as the Corporation should have explored the possibility of 
changing the product mix of cotton to increase its profitability. It was noticed in Rajkot 
Branch of the Corporation that on 26 February 2004 that out of total arrival of 6.66 lakh 
bales of S-6 super variety of cotton, which had a higher contribution, the Corporation 
purchased only 1.94 lakh bales. 

Recommendation 

The Management should undertake mid term or monthly reviews of profitability, cost 
wise and variety wise breakeven analysis. 

The Management accepted audit's suggestion. 

13. 7. Sales 

13. 7.1 Domestic sales operatiou 

The following are the salient features of the Corporation 's objectives in carrying out 
marketing operations: 

1. Domestic sales operations at negligible margin in order to pass on larger benefit 
to cotton growers. 

11. Increase supplies of contamination free cotton in a phased manner to meet the 
growing demand of textile mills, especially the 100 per cent Export Oriented 
Units (EOUs), and 

111. Supply cotton to textile industries and other users at reasonable prices. 
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With a view to accomplish the marketing objectives, the Corporation undertakes the sales 
operations under the following three heads. 

1. Spot sales: Buyers are allowed to hft the pressed bales against I 00 per cent 
payment. 

11 Godown Storage Facility (GSF) Scheme. Started in 1985-86, the Corporation 
under this scheme enters into sales contracts after collecting five to ten per cent of 
the value of cotton as earnest money from the buyers. 

The sale price of the cotton bales and the terms and conditions of sale were fixed by the 
purchase and sales (P&S) committee constituted at the Corporate Head Office. 

13. 7.1.1 Sales Targets and Acllieveme11ts 

The sales targets were initially decided in the Corporate plan keeping in view the cotton 
scenario envisaged by the Cotton Adviso ry Board and subsequently revised and re 
revised in the BMs conference. Table 4 summarizes the target so fixed and the 
achievements there against during the last six years ending 2004-05: -

Table 4 
(\.lf' '. m 1aKn oa1es) 

Years I As per As per BMs Conference Achieve- Percentage of Percentage 

ment Achievement to Achievement 
uf 
to Corpora! 

e Plan corporate plan Re-revised Target 
Target -----

Original Revised Re-revised 
- -----

; - -

1999-00 6 00 08.00 9.23 I 4 95 82.50 53.62 
- - ~ -

2000-01 7.00 10.45 9.60 5 65 80.71 58.85 

- r 9 63 * 
c-- - · 

2001-02 8.00 8.50 9.50 120.37 101.36 - - -
2002-03 11.30 12.50 8.10 j 5 96 52.74 73.58 

- - --
2003-04 9.00 15.60 12.25 8 37 ~ 68.32 - -- ~ -

2004-05 10.00• -- -- 10 57* 105 .70 --

*This figure included MSP Operations therefore target 1s irrelevant. 

Except during the year 2001-02 and 2004-05, in which MSP operations were earned out, 
the achievement with reference to sales targets fixed under corporate plan ranged from 
52 74 to 93 per cen t. With reference to the re\ 1sed targets fixed under BMs conference. 
the achievement ranged from 53.62 to 73 58 per cen t 

In reply, the Management stated (August 2005) that the achievement in each year ''as 
mcreasing as compared to the previous year therefore the performance of the Corporation 
was rated as Very Good in terms of MOU targets 

The above con tention of the Management \\as not tenable as the targets set \Vere ne,er 
achieved indicating more concerted efforts were necessary in this direction. 

Recomme/U/ation 

Though the growth in sales over the years 1s commendable but the Corporation needs to 
make further concerted efforts in its sales function so that the targets set can be achie\ ed 

13. 7.1.2 Loues 011 resale of un-Jifted bales 

If the parties which agreed to lift the cotton bales ,,·1thin a stipulated time period, backed 
out for reasons of lower market prices, the Corporation as per terms and conditions of the 
sale contract could resort to resale of the un-hfted bales at the risk and cost of the ong1nal 
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bu"er Table 5 below indicates the sector-\\'ISe details of the parties which defaulted in 
lifting the contracted quantllles of cotton bales sold to them and the differential amount 
and carrying charges etc. , recoverable from them as at the close of 31 March 2004 

Table 5 
(Rs. in crore) 

S r. Sector Price Carrying Other Interest Total 
No DifTerence Charges Expenses 

I. Cotton Seed 0 23 0 20 - 0 11 0 54 
Parties 

+ 

2 TC Subsidiaries 2.15 2 48 0.0 I 23 48 ~ 28.12 -- --
3 Private Mills 5.65 14 50 0.22 =-J 17.79 38. 16 

l -------r 
4. . Export 5 73 4.31 - 8 99 19.03 

I . 
5 Institutional 2 94 4 41 () 01 18 32 25 68 

r 
Buyers - Io 24 r 111 53 TOTAL 16 70 25 90 68 69 

Source Branch summary of Resale losses furnished b) thc Manngcmcnt 

The lapse on the part of the Corporation to include a suitable clause in th e sale contract 
for obtaining adequate securi ty in the form of bank guarantee, letter of cred it etc., in the 
e\ ent the original buyer backed ou t resulted in non reco\'ery of Rs I I I 53 on accounts of 
loss sustained by it in the disposal of unlifted bales at the nsk and cost of the original 
buyers The Corporation had initiated ht1gat1on arbitration proceedings against the 
concerned parties. Further, de\ elopments in the matter were a\\'aited (December 2005) 

R ecom 111 ewla lion 

When sales are made under GSF scheme, it should be ensured that adequate Bank 
Guarantees arc taken lo cover the financi al risk of the Corporation 

13. 7.1.3 Cotton seed sales 

Cotton purchased is ginned to rcmo,·e seeds and other impurities and the lint obtruned 1s 
pressed into bales. The cotton seeds so obtamed in the course of ginning arc sold in the 
market by the BMs depending upon the demand and the supply position. The BM of each 
centre decides the price of the cotton seeds sold but the methodology of determining the 
pnce 1s not recorded. 

Sale proceeds realised from the disposal of cotton seeds dunng the six) ears ended March 
2005 ''ere Rs I I 8. 16 crore, Rs I 6 I 03 crore, Rs I 89 53 crore, Rs 200 25 crore, Rs 255 98 
crore ru1d Rs 486.33 crore respecti\'ely and ranged bet\\een 21 and 33 24 per cent of the 
total turno\'er of the Company Despite the high volume of cotton seed sale, no 
methodology was adopted for fixing the selling prices for proper transparency of 
transactions, especially in cases of finalisation of sales offers telephonically by the centre 
in charge. 

192 



Report No. 8 of 2006 

Reco11wie11dation 

A clear cul policy for determination and documentation of the procedure for fixing the 
sale price of cotton seeds should be implemented. 

13. 7. 2 Export sales 

Prior to July 200 I export of cotton from the country was based on export quotas released 
by the Government al the beginning of cotton season lo various Central/State 
Government institutions as well as private traders. With the opening of the export 
window in July 200 I, the Corporation had to compete with the local agents in the open 
market The table given below summarises the export sales executed by the Corporation 
vis-a-vis total export of raw cotton during the fiYej·ears ending 2003-2004. 

Table 6 
EXPORT 1999-00 2000-01 2001-02 2002-03 2003-04 2004-

05 
Target fixed (in lakh l.25 2.50 2 00 l.00 I 00 1.20 
bales) 

-+-

Achievements (in lakh 0.07 0.06 0 23 0.04 0.65 0 27 
bales) 
Shortfall er cent 94.40 97.60 88 50 96 35 77 50 
Total Export of 77.07 224. 13 42.69 50.49 65 76 NA 
Cotton-Including 
waste @s. In crores 
Total Export turnover 7.22 7.82 13.76 14.36 23.48 I 0 52 
b CCI (Rs. in crores 
Percentage of CCI 9.37 t 3.49 

32 23 28.44 35.70 NA 
Ex ort to total Ex ort 
Profit I Loss in Export 0.23 0.25 -0 93 -0.18 I 82 NA 
(Rs. In crores2 

Source Monthly statistics or Foreign Trade or lmita DG&S, Kolkata Branch Manager' s conference and 
Annual Rud gets of the Corporation 

Note. From 1999-00 to 2000-01 , Export quota allotted 

It would be seen from the above tables that the Corporation could not achieve its export 
targets in quantitative terms m any of the six years ending March 2005 and the shortfall 
in the exports during the six years ended March 2005 ranged from 35 per cent to 97.60 
per cent. The export turnover of the Company which gradually increased from Rs. 7 .22 
crore in 1999-2000 to 23.48 crore in 2003-04 came down to Rs. l 0.52 crore in 2004-05. 

In its reply the Management staled (August 2005) that reasons for not achieving the 
export targets were attributable to the following factors: 
1. Disparity in prices of the Indian cotton \'.IS-a \'is comparable foreign growth in the 

international market; 
11. Fluctuations in exchange rates, at times making the Indian cotton more ex pens!\ e 

in international market, 
111 Beller price realisation in the domestic market; and 
1v. Indian cotton is considered more contaminated as compared to international 

cotton. 
The above contention of the Management was not acceptable as targets were fixed only 
after considering these factors . 
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Reco11u11e11datio11 

Since export is a major tool for stabilisation of prices, the Corporatjon should strive to 
achieve more exports and make all out efforts to improve the quality of cotton at the time 
of its processing. 

Co11c/11sions 
• Against the recommendation of the National Commission of Agriculture in l 97 5 

that the Corporation should buy 25 to 30 per cent of the indigenous crop, the 
actual purchases were less than eleven per cent of the national production, 
showing under performance of the Corporation in the field of procurement 
activity. 

• 

• 

• 

Purchase network was created to cover only up to 51 per cent of the national 
production of cotton which arrived in regulated markets. The Corporation could 
not thus, ensure remunerative prices to 49 per cent farmers whose produce was 
lnainly marketed through cotton traders Further, against the 400 regulated 
markets trading in cotton situated through out India, the Corporation had set up 
only 244 procurement centres up to March 2005. 
An amount of Rs. 111 .53 crore was locked up in litigation being the amount of 
loss on resale including interest and carrying costs under the GSF scheme. The 
Corporation· did not protect its financial interest by taking ban~ guarantee, letter 
of credit etc., from the original buyers. 
Under export activity, no significant achievements were made during the period 
under review although exports were a major tool for stabilization of prices 

The review was issued to the Ministry in December 2005, its reply was awaited 
(February 2006). 

New Delhi 
The 

New Delhi 
The 

(A. BASU) 
Deputy Comptroller and Auditor General 

cum Chairperson, Audit Board 

Countersigned 

.2. fv Al L006 
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Annexure-1 
(Referred to in para 2. 1. 1) 

Financial Performance during 2002-03 to 2004-05 

2002-03 
I Revenue: 

i) Operatin,g 5275.91 
ii) Non-operating 381. 96 

Total Revenue 5657 .87 

II Expenses: 
i) Operating 5465 .63 
ii) Non-operating 80.24 
Total Expenses 5545 .87 

Ill Operatin2 Profit/(Loss) ( 189.72) 
IV Non-Operatin2 Profit/(Loss) 30 1.72 
v Profit before tax 112.00 
VI Profit after tax 133.86. 

(Rs. in crore) 
2003-04 2004-05 

5987.98 7588.17 
255.01 41 82 

6242.99 7629.99 

61 04.24 7538 88 
124.36 40.97 

6228.60 7579.85 
(116.26) 49.29 

130. 65 0. 85 
14.39 50. 14 

92 33# 96.36(g 
* Profit Before Tax less Provision of Taxation for Current year (Rs. 10.00 crore) and for 

earlier year (Rs.0.15 crore) Plus Deferred Tax Benefit (Rs.32.01 crore) 

# Profit Before Tax less Provision of Taxal!on for Current year (Rs. 1.14 crore) Plus 
Deferred Tax Benefit (Rs. 79.08 crore) 

@ Profit Before Tax less Provision of Taxation for Current year (Rs.0.18 crore) Plus 
Deferred Tax Benefit (Rs.46.40 crore) 
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List of records examined 

Annexure-2 
(Referred to in para 2.3.1) 

(A) Following records of Planning and International Department, Scheduling, 
Marketing, Market Research Sections of Commercial Department and Revenue Budget 
Section of Finance Department for the period 2002-03 to 2004-05 were examined: 

• Correspondence files with the Ministry of Civil Aviation regarding purchase 
of aircraft and Project Reports of aircraft acquisition proposals. 

• Draft schedules prepared by Commercial Department, feedback received from 
Engineering, Operations, In-flight Services and Ground Services Departments 
as well as the minutes of Scheduling Committee Meetings and the Final 
Flying Schedules. 

• Market Survey Reports for operation on new routes. 

• Monthly Reports regarding cancellation/rescheduling of flights. 

• Route wise profitability statements containing item wise information 
regarding cost of operation and revenue generated. 

• Statements of schedule-wise frequencies operated on various routes and 
information regarding schedule wise planned utilisation of various types of 
aircraft. 

(B) Following records of Engineering Department and Engine Overhaul Department 
for the period 2002-03 to 2004-05 were examined: 

• Details of periodic maintenance plan periodic inspections carr(ed out by the 
Company and DGCA to ensure compliance and quality. 

• Details of actual maintenance carried out vis-a-vis planned and the reasons for 
deviations. 

• Manpower required vis-a-vis actual availability. Effect on maintenance 
schedule/required checks due to shortage of manpower of maintenance staff 

• Details of outsourcing of maintenance works and reasons for outsourcing. 

• Statistical data published by manufacturers of the aircraft regarding utilisation 
of different types of aircraft. 

• Fleet Performance and Engineering Statistics Reports. 

• Safety instructions issued by DGCNMinistry of Civil Aviation. 

• Minutes of Safety Committee meeting. 

• Safety Audit Reports and their compliance. 
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Annexure-3 
(Referred to in para 2.4.3 . l) 

Number of Flights Scheduled, cancelled and rescheduled during 2002-03 to 2004-05 

Reasons for cancellation/ Comm- Ope rat- Engineering VVIP 
rescheduling ercial ion al 

Summer 2002 Total flights Scheduled 7056 
(International flights only) 

No. of flights Cancelled 6 0 120 4 

No. of flights Rescheduled 77 9 381 28 

Winter 2002 Total flights Scheduled 5280 
(International flights only) 

No. of flights Cancelled 14 I 0 2 4 

No. of flights Rescheduled 45 22 95 4 

Summer 2003 Total flights scheduled 8232 
(International flights only) 

No of flights Cancelled 119 0 2 0 

No. of flights Rescheduled 98 87 163 7 

Winter 2003 Total flights schedule 6160 
(International flights only) 

No of flights Cancelled 0 16 5 0 

No. of flights Rescheduled 43 3 116 3 

Summer 2004 Total flights scheduled 9072 
(International flights only) 

No of flights Cancelled 44 0 2 0 

No. of flights Rescheduled 97 19 109 0 
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Misc Total 

8 138 

126 619 

42 62 

321 487 

31 152 

484 839 

0 21 

291 456 

2 48 

110 335 

Percentage 
cancellation/rescbedulement 
total flights scheduled 

1.95 

8.77 

1.18 

9.22 

1.85 

10.19 

0.34 

7.41 

0.53 

3.70 

of 
to 

I 
I 

I 

I 
I 

I 
I 



Winter 2004 Total flights scheduled 6680 
(International flights only) 

No of fl ights Cancelled 0 0 2 0 0 2 0.029 

No. of flights Rescheduled 18 4 32 I 147 202 3.02 
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Annnurc-4 

(Referred 10 111 para 2 4 3 2) 

Flights dcht) ~ b) more than 20 minutes during 2002 -03 to 2004 -05 

Commercial I Ground Operational I Engineering 

Sen ice 

Summer l"otal !lights 14225 

--
1 Mi\c. Total 

I 

Perccn- ] 
lagc uf 
tl ighl\ 
deb)' 
to total 
fli ght\ 

ti 

200_2___ Operated# 

------i--N_o;..::.o~f.:...cll'-1g_'h_b_· +----6-54 __ _._ __ 3_9 1~> ~I __ 1 11 __ __.._l _i2M1311 2 .~ 1.87 -Delaved _ . _L _ 
Winter Iota! ll1ghts 10855 I 

~
operate 

200=.2 ___ 1-'-'0.L:..:pc·r~a.:..:te~d--+-----------..-------,--
[ No of 411 3•1 17 93 

!lights 
Dela\ cd 

15780 

1797 

[ 
Summer Iota! ll 1ghts 

1--2_0t_l3 ___ +_()~1D_e_ra_te_·d_--1-----~-~ ~-----~-----~-
' No of 416 31 11 103 2157 

ll 1ghts 
Delayed 

11920 1-----
Winter 

2J52 

2738 

2003 
I otal 11 ights 
Operated 

------~-----~--->-! l(,j I 2138 

Summer 
2004 

No of 
l11ghts 
Delayed 
rota! l11ghts 
Operated 

381 25 I 0 91 

I 
18636 

J 21.6c. 

I 

-
l-- -

17.93 

.__ 

No of 
!lights 
Delayed 

536 50 21 16-1 3435 18.43 

Winter 
2004 

13787 

I 
449 -~74 

Iota! ll 1ghts 
Operated 
No of 
!lights 
Delayed 

27---'---l-1_9 __ .l__l_9_·\)_-_.._2_C._1 _4__.l~'"·'' j 
# 111cludes all departures, at ong111at111g and 111tennetltatary slojrovers also 

l 
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Annexure-5 
(Referred to m para 2.5 3 2) 

tatement showing loss of contribution 2002-03 

Aircraft Re\enue Variable Contributio Excess A\'g. 
Type per block Cost per n per block grounding utilizat ion 

hour block hour(A) days (B) per day 
hour (Block 

hrs.) (C) 
(Rs.) (Rs.) (Rs.) (Nos.) 

8747- 6. 18.004 4.88.227 1,29,777 20 4 72 
200 

8747- 6.28.037 4.31.635 1.96.402 70 6 55 
300 

8747- 5,96,540 4,30.998 1.65.542 42 11 - -
400 

AJ IO 3.83,889 2.40.999 1,42,890 225 9 33 

2003-04 

8747- 5.87,929 5.16.275 7 1,654 25 5 80 
200 -

8 747- 6, 11 ,507 4,41.072 1,70,435 32 8 36 
300 

8747- 5,92,479 4,59,958 1.32,52 1 54 12 03 
400 

-~- -
AJ IO 3,67.296 2.45,874 1.2 1.422 274 9 19 

Excess 
hrs. (D) 
(B*C) 

(Nos.) 
94.4 

458.5 

485.1 

2099.25 
Total 

145 

267.52 

649.62 

25 18.06 
Total 

Total (2003-04 and 2004-05) = Rs.48.25 .67.522+ Rs.44. 78.20. 774 - Rs 93.03.88.296 
Sa" =Rs.93.04 crorc 

200 

Loss of 
contribution 
(A* D) 

(Rs .) 
1.22,50.948 

9.00,50,31 7 

8,03 ,04,424 

29,99,61,833 
48,25,67,522 

1,03,89,830 

4,55,94,77 1 

8,60,88,292 

30,57,4 7,88 1 
-U ,78 ,20,774 



Records examined in Audit 

AnneAm·e-6 

(Referred to in para 3 5 I) 

• Annual Repo rts or MCL, CIL and other C' IL subsidianes, MIS report. MCL/CIL 

Board papers, papers relating to CMD's meet 111 CIL 

• Records or the projects mines, along ''1th annual plan/long term plan. status ol" 

projects. Log boo!..s. plants records. perrormance records or I IEMM Cost 

sheets,financral records. internal audit reports or the projects 

• Assessment reports or outside agenc) lt!..e Coal Controller Orga.111sat1on Report 

2003-04. C 1PD1Ljournals, KPMG (CIL consultants) Report on CIL 111 2002 

• Preltmmru: replies or the management to audit questionnaires issued in course or 

audit 
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Annexure-7 
(Referred to in Para 4 4) 

List of BWEs deployed in Mine I and Mine II 

BWE Capacity Date of Make Location 
No in Litre Commissioning 

~line I - -- -- --
1447 1400 10.06.2000 KRUPP, GERMANY NEW SURFACE 

BENCH - - - -
1448 1400 10 07 .2000 KRUPP, GERMA Y NEW SURFACE 

BENCH ._ - -- -
1440 1400 31 .05.1995 0 & K, GERMANY FLOAT I SPARE 
1355 1400 28 08 . 1978 0 & K, GERMANY SURFACE BENCH 
1356 1400 0 1 05 .1979 0 & K, GERMANY TOP BENCll 
1357 I-WO 28 12 1979 0 & K, GERMANY MIDDLE BENCI I 
11 93 700 09 02. 1966 LMG, GERMANY LIGNITE BENCI I 
1145 700 19 05 1961 LMG, GERMANY LIG ITE BE CH 
1144 700 18 10 1960 LMG, GERMA Y BOTTOM BE CH -- -
1574 700 05 05 1989 BUCKAU WOLF, LIG ITE BE CI I 

GERMANY 
1573 700 15 06 2002 BUC KAU WOLF. BOTTOM BE CH 

GERMANY 
~line II 

MA I 1400 14 04. 1983 MANTAKRAF, TOP BENCH 
GERMA Y 

MA 1400 24 03 . 1984 MA TAKRAF, MIDDLE BENCI I 
II GERMANY 
1420 1400 09 05 1990 O&KGERMANY SURFACE A DTOP 

BENCH 
1421 1400 20 07 1991 0 & K. GERMA Y SURFACE A DTOP 

BENCH 
1422 1400 1501.1992 0 & K, GERMANY SURFACE, TOP AN D 

MIDDLE BENCH -
1571 700 26. 12. 1990 KRUPP, GERMANY LIGNITE 
1572 700 21 12.1990 KRUPP, GERMANY LIGNITE 
114) 700 19 05 1961 LMG, GERMANY BOTTOM/MIDDLE 

BENCI I 
11 93 700 02 02 1966 LMG, GERMA Y BOTTOM/MIDDLE 

BENCH 
14 6 700 07 05 1983 BUCKAU WOLF, BOTTOM BENCH 

GERMANY 
147 700 0 1 12 1983 BUCKAU WOLF MIDDLE BENCH 
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Annexure-8 
(Referred to m Para 4 6 3 I) 

MINE I including expansion 

Table 1. Shortfall in OB Removal 

Year Total Hours I OB removed- Achievable 
worked for OB Actual capacity for the 

removal (Mm3
) actual hotll"S 

(Mm3
) 

Shortfall 

(M m3
> 

-
1400 700 1400 700 1400 700 1400 700 Tota l 

litre litre litre litre 

2000-0 I I 24298 9857 47 00 7% 
f-

2001 -02 292 12 9960 57 04 9 06 
~ -

2002-03 2899 1 41 62 45 93 3 07 

4 25 

litre 
-

54 67 
I-

(15 72 

60 64 

53 25 

Ii i re litre litre 

8.25 7.67 () 29 

12.38 8 68 3 32 

3.57 14 7 1 
---~-

5 80 10 47 

7% 

12 00 

15 21 

12 02 2003-04 24898 548 1 42 78 

0 50 

I 55 

0. 23 
'--

2004-05 23 10 1 7781 I 41 20 5 76 5 1 75 5.99 10 55 10 78 

Total i 57 97 
-Ann_u_a~l _A_v_e-ra-1g~e----+----ll.....__5(_9_M_1~n-,- l 

Short exposure of lignite (OB-Lignite ratio of 5.5: I) 2. 11 MT -
Achicrnhlc rnpacity of a 1-HIO BWE is 2250 111

3 
per hour and 700 BWE is 739 m

3 
p er hour. 

Table 2. Sho11fa ll in lignite prnduction 
-
Year I Total Hours 

1 
Actual output Ac hie' able output Short fall (l\IT) 

\\Orked for (MT) (l\1T) 

I 
Lignite 

ncavation 
..--

Jt400 
- -

700 350 1400 700 350 1-HIO 700 350 1400 700 350 
1

Tulal 

BWE BWE BWE BWE BWE BWE B\\ E BWE BWE BWE BWE BWE 
- - l 

2000-0 I - 7203 2~ _ 6.94 0.0 1 - I 0.26 0.02 - 3 32 0.0 I 13 33 

200 1-02 I 0 I 93 12 - () 15 7.30 - 0 23 13. 12 - I 0 08 5.82 - 5 <)O 
- --

2002-03 - 7786 - I - 7 95 - - 11.42 - I - 3.4 7 - 3 47 

I I 
'- -

2003-04 3 10695 - - 10 2 1 - - 15 26 - - 5 05 - 5 05 - -- + -

2004-05 3404 7302 - 13 68 6 (i9 - 7 73 I 0 40 - 4 05 3 71 - 7 76 ---
I Total ~T) 42.93 68 44 25 51 

-· --

I Ann ual Averaj.!e(MT) 8 59 13.69 5 10 I 
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Year 

2000-0 I 

200 1-02 

2002-03 

2003-04 

2004-05 -

Annexure-9 
(Referred to m Para 4 6 3 2) 

Table 1. ho1·tfall in OB Removal (Mine II) 

Total Effective I Actual OB OB Removal for 
hours worked removed actual hours at 
for OB (Mm3

) achievable 
removal capacity 
1400 700 I 1400 700 1400 700 litre 
litre litre litre litre litre 

2 1905 13243 I 40.92 11.78 49 .28 11.69 

2477 1 10072 44 .79 9.66 55 .74 8.49 
I 

20284 12509 34.07 10 25 45 64 11 02 

18810 18577 33 74 15 16 42 33 16 99 

19 17 1 17824 35 .69 14 92 43 14 16.46 

Average 

Total 

Short exposure of lignite (OB: lignite ratio 5.25 : I) 

Table 2. Shortfall in Lignite Production (Mine II) 

Year Total effective Actual lignite Production for the 
hours BWEs 700 produced (MT) actual hours worked 

for lignite (@ 1486 t/hr) 
production achievable capacity 

2000-01 11 529 10 70 17. 13 

2001-02 11 239 10 25 16.69 

2002-03 10414 9.80 15.47 

2003-04 7867 7.95 11 .69 

2004-05 7388 7.68 10.98 

To tal 46.38 71.96 ,_ - --
- Annual Average 9 28 14.39 
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Sho1·tfall in 
Mm3 

1400 700 
litre litre 

8 36 -0 09 

10.95 -I 17 

11.57 0 77 

8 59 I 83 

7 45 I 54 -
9.38 () 58 

9.96 

1.90 

Sh ortfa ll in 
ligni te 

Production (MT) 

(i 43 

6 44 

5.67 

3.74 

3.30 

25 58 - -
5 12 -



Anncxurc-10 
(Referred to in Paras 4 7 I I and 4 7 1.2) 

Excess Consumption of Po\\ er and Teeth 

Year Mine I - Power Mine I - Teeth 

Excess Unit E~tra I E"cess Unit Rate I Extra Expendi-

Consumption Rate Expenditure Consumptio (Rs) lure 

(MU) Rs. Rs. in crore n Nos . Rs. in crore 

2000-0 I 2 1.88 1.6642 3 (,4 1605 307 1 0 49 - -
200 1-02 19.46 1.8586 3 62 3205 3122 I 00 

2002-03 52 .69 1.8205 9 59 5637 3722 2 I 0 

2003-04 - 1.8205 - 40 71 4398 I 79 -
2004-05 - I 8205 - 3657 5074 I 85 

16 85 7.23 

Year Mine II- Power Mine II - Teeth 

Excess Unit Extra Excess Unit Rate \ Extra E~pcndi- ] 
Consumption Rate fapendi- Consumptio tu re 

(MU) Rs. tu re n Nos. Rs. in crore 

I Rs. in crore 

-2000-0 l - 1.36 -I 904 3 157 () 29 
'---- ~ 

200 1-02 6.46 l 4 1 () 91 --- 3369 ---
._____ -

2002-03 28.9 1 l 41 4 08 1528 2763 () 42 
--

2003-04 82.3 1 1.52 12 51 2474 3807 0 94 
-- -

2004-05 11 3.84 I 52 17 30 35<)4 4318 l 55 
-

Total 34 80 3.20 
-

l\1 inc I 
Years Excess Energy Share of Unit E~cess 

consumption Percentage 
(MU) OB & L 

in nccss rate expenditure 
IC consumption (Rs . in cror c) 

benches --
2000-0 I 21 .88 65 72 

2001 -02 19.46 59 72 

2002-03 52 .69 (i2 02 

Total 

I 
-

14 .38 1.6642 2.39 

11 .62 1.8586 2 16 

32 68 l.8205 5 95 
10.50 

~ -_] 

-
Mine II 

Years Excess Energy Share of Unit EHess 
consumption Percentage in excess rate expenditure 

(M U) OB & LIC consumption (Rs. in crore) 
benches -

200 1-02 6.46 6 I 0-l 3 94 I 41 0.56 -
2002-03 28.9 1 63 76 18 43 I 41 2 60 -
2003-04 82 3 1 (i5 4 1 53 84 I -.., ) ~ 8 18 

2004-05 11 3 84 60 -l 2 68 78 1.52 10.45 -
Total 21.79 --
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Annexure- 11 
(Referred to in Para 4.8. I) 

Excess Hours consumed over nonns 

Mine I 
Ycai· 1400 700 BWE 

BWE 
2000-0 1 2788 1409 1 

2001 -02 4080 6524 

2002-03 3746 2622 
2003-04 8902 1838 

2004-05 8464 3255 

Total Hours 27980 28330 
--OB that co uld have been removed 62.96 20.94 

Total OB 83 .90 Mm·' 

Ligni te that could ha\ e been excavated 15.25 MT - -- -
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Mine II 
1400 700 

BWE BWE 
850 -

850 3173 

3743 6650 

3857 741 0 

3775 7059 

13075 24 292 
--

29.42 17 95 

47.37 Mm1 

9.02 MT 



Stoppages of BWEs 

Annexure- 12 
(Referred Lo m Para 4 8 2) 

-------
MINE II 

f-------r-----.-------~ 

Sep 
2002 

1420 

1421 

MAN-I 

MAN II 

146 

147 

157 1 

Jul 2003 

May 
Sep 
2000 
May-Jul 
2002 

Mar/Apr 
2004 

Jun-Oct 
1998 
Jun 2002 

Oct 
2002-

0\ 

2003 

Sep 
200 1 

Sep-Nov 
2002 
Dec 
1998-
Apr 
1999 
Sep-Oct 
2001 

240 Rotary Plate Dec 2002 
Di' erter and Wall 

96 

1---~ 

2988 

1092 

1296 

2877 

206 

9504 

235 

1360 

2424 

944 

Plate work and 
bearing chan.gin.g. 
Rotary Bal l race 
inspection/ 
changing 
O\'erhaul 

Orerhaul 

O\"erhaul and 
Boom 
Modification 

O\"erhaul 

Hollow Shaft 
changing. 

Boom 
Modification \\Ork 
and 0 11 

Hollow Shaft 
Bearing/ Inspection 
changing 
O\'erhaul 

O\'erhaul 

o, erhaul 
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Aug 2003 
O\' 2003 

Feb 2004 
Oct ov 
2000 
Dec-
2002-

Jan- Feb 
2003 
Apr-May 
2004 

Apr 1999 

Aug 2002 

Jan 2004 

I 
l\ lar-May 
200-t 

Oct 
2001 

Jul 2003 
Jun-Jul 
1999 

Dec 
2001 

Apr -

I May 
2002 

124 

48 
48 
91 

296 

1-t I 

518 

183 

326 

218 

171 

1430 

147 

108 

320 

113 

148 

Changing of Rotary 
Plate Gear Bo\: 

--do--
--do--
--do--

I---

BW & Gear Box 
Trouble 
Discharge 
Pivot 
Inspection/ 
changing 

Belt 
Beanng 

Discharging Boom 
Ball Race changmg. 
Rotary Plate Ball 
Race changing _ 
Discharging Boom 
Ball Race changing 
BW Bearing 
Slieve dislocated. 
Rotary Plate 
changing. 
Loading/discharge 

I 
I 

I 
Boom sle\\ mg Ball I 
race changmg 

Hollow Shaft 
Bearing/ Inspection 
changing 
--do--

Rotary Plate 
Di\'erter Wall Plate 
\\'Ork 

I 
-

BW GB Unusual 
sound/o\'erhaul 
mspection 
BW Fork/Free end 
Bearing changmg 



1572 May-. 2400 Overhaul Aug-Sep 113 BW GB Unusual 
Aug 1999 sound/a, erhaul 
1999 inspection 

11 93 Jul-Sep 1200 Overhaul Jan 2004 299 Hollow Shaft 
2004 Bearing changing 

Jun-Jul 198 Loading/Discharge 
2004 Boom Sle\\'ing Gear 

Box remo\ al and 
changing. 

1145 Jan 2005 173 Rotary Plate May- 729 BW fork/Free end 
bearing changing June bearing changing 

2003 Main Sle\\ /Bull 
Gear 

Jul-Aug 1064 Ball race changing. 
2003 

Sep-Oct 379 Rotary Plate 
2003 Diverter Wall Plate 

and Bearing 
Nov- changing 
Dec 629 
2003 Loading/Discharge 

Boom works 
Feb 156 
2005 Rotary Plate bearing 

changing 
6067 Total hours 5997 
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Annexure-13 
(Ref erred to in Para 4 8 3) 

Overhaul Stoppages 
~ -

BWE Date of Overhaul I Total wo1·king Actual Working Foncd 
commissioning completion hours logged Hours Stoppages 

date after 011 
(upto 31-03-

,..__ 2005) 
1420 09-05- 1990 29 05 .1995 51755 2000-0 1 5253 2000-0 1 145 1 

200 1-02 4334 200 1-02 1806 

2002-03 467 1 2002-03 203 1 
-

2003-04 4632 2003-04 1666 
-

2004-05 4886 2004-05 1665 

1421 20-07 -1 99 l 30-01 -1 995 46895 (from 2000-0 1 5274 2000-0 1 1379 
30 OJ 1995 to 200 1-02 4637 200 1-02 1745 

8 G 2004) 
2002-03 4714 2002-03 1850 

30-09-2004 2478 2003-04 4864 2003-04 2368 

(from 2004-05 3132 2004-05 1428 
1 10 2004 to 
3 1-03-2005) 
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Market Share 

Year 1999-00 
Sales of 
Tractor (in 
Nos) 
Industry 2,54,900 
Company 15,488 
Market share 6.1 
(per cent) 

Annexure-14 
(Referred to in para 5.3.1.9) 

2000-01 2001-02 2002-03 

2,49,566 2,15,025 1,60,969 
13,001 10,467 6,802 
5.2 4.9 4.2 
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2003-04 2004-05 

1,9 1,141 2,46,596 
5,563 7,032 
2.9 2.9 



Annexure-15 

(Referred to in para 5.6.1) 

List of Schemes introduced with of CM D's sanction 

SI. PROPOSAL 
No. 
I Incentive scheme for customers for 

. . 
increasing 

Tractor retail sales dunng festive penod 
2 Implementation of Quantity Linked Scheme for 

increasing offtake during February /March 200 I 
3. Implementation HMT Watch Incentive Scheme fo r 

increasing sales of Tractors Under Government. 
Subsidy Scheme during 200 1-02 

4 Proposal for pavment mobili1.ation scheme 
5 Proposal for credit period for Tractors sales and 

modifications of mcenti\'e scheme already 
approved vide Sanction No.5/78/0 1 dt 28.09.0 I. 

6 Proposal for mobilising payment collection 
7 Proposal for streamlining of recel\ ables from the 

dealers of Tractor Business Group to enhance 
coll ection 

8. Proposal for Incentive Scheme. 
9. Proposal for incentive scheme (1 st August to 31 SI 

October 2003) 
10 Proposal for payment mobilisation Scheme 
11 Incentive Scheme to improve collectlon of dues and 

achievement or sales targets --
12 Amendment of Incentive scheme to improve 

collection or dues and achievement or sales targets 
o[ earlier schemes dated 02 09.200 I 

13 Proposal for incentive scheme to improve 
collection of dues from dealers and Performance 
Linked Incentive Scheme (Interest waiver scheme) 

21 1 

CMD'S SANCTION 
NO. 
S/20/99 dated 16. I 0 1999 

S/9/00 dated 15.02 .200 I 

S/5/01 datea 19 07 200 1 

S/1 1/02 dated 30 0 I 2002 
SI 18/0 I dated I 6 03 2002 

2/15/02 dated 18.0 1 2003 
S/I/03 dated 25.04.2003 

S/2/03 dated 14.05 2003 
Sanction dated 30.07 2003 

S/30/03 dated 18.03 2004 
S/8/01 dated 28.09 200 1 

S/9/0 1dated12.12 2001 

SI l 3/02 dated 03 12 2002 



Annexure-16 
(Referred to in para 7. 1. 1) 

Statement of commencement of production in oil fields 

Field Production started 
Mumbai Hi,gh 1976 

Ratna# 1983 
Hccra 1984 

,_ Panna* 1986 
Basscin (Vasai Gas) 1988 

Neel am 1990 
Mukta* 1990 

S-1 Gas" 1992 
South Hccra 1995 
B 121/1 19" 1997 
B 173 A"" 1998 

B 55" 1999 
#Awarded for J oint Venture Operation, Contract yet to be signed 
• P resently under J oint Venture Operation since 22"d December 1994 
" Small satellite Field hooked up to Mumbai High, "" Small satellite Field hooked up to 

Neelam Field 
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PI 
Local 
Producers 

Receivers 

Annexure- 17 
(Referred to in para 7 I 3) 

Typical Process Diagram 

Gas Lift Line 

H.P Flare 
Com res ;or 

.-_, L.P FlarEf C 
v 

"u1 !-!l'!~@ MEJa·n oil ump @@ 
Tank =!::::=-.;..,o:;:.: ._ .... 11',l,) I 

J 

1-~•F"-R_e_c_o_v.,. ed oil r 

Oil 
Well fluid 

Water Quality: 

Produced water Less than. 
treatment plant 25 ppm 011 

Sump Sea level 

Gas lift 
To URAN 

- Gas 
Prod. water 
lrtj water 

More Details Available in P & ID 

FI: Flow Indicator, Tl : Temperature Indicator, PI: Pressure Indicator, FCV: 
Flow Control Valve, SVC: Steam Control Valve 
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Source Jata pro• iJcd by O:'\GC 

Annexurc-18 
(Ref erred lo m para 7 7 1. 1) 

M b"H"h um a1 II?. 

2003-04 2004-05 
Critical Total Minimum Actual Percentage Total Minimum Actual Percentage 
equip men hours operating run of actual hours operating run of actual 
t run hours hours utilisation to run hours houn utilisation to 

minimum minimum 
operating operating 
hours hours 

TG 217591 137002 145287 106.05 236213 148726 151824 102 
PGC 201634 159627 146232 91 61 210232 166433 157001 94 

-~-

MOLP 258074 172049 107415 62 43 258984 172656 99689 56 
MIP 174816 131112 90576 69 08 201972 168777 94425 56 
SWLP 104639 69759 62792 90.01 120484 80322 64755 81 --
Bassein and Satellite 
TG 70272 43920 42369 96.47 70080 43806 42030 95 95 
BCP 52704 35136 16245 46 23 52560 35040 29074 82.97 
Cl' 79056 43920 24566 55.93 78840 43800 32672 74 59 
SWLP 52704 35136 246 17 70.06 52560 35040 19934 56.89 
Neelam Field 

TG 26346 17564 17489 99.57 26208 17472 17296 98.99 
l'GC 26390 17593 2567 1 145 91 26208 17472 24000 137 36 
MOLP 26379 17586 8813 50 11 26208 17472 8675 49.65 
MIP 43869 17548 24508 139 67 43680 17472 18765 107.40 
SWIP 26352 17568 16867 96 01 26208 17472 10315 59 21 
Heera field 

TG 35040 17520 16922 96.59 35016 17508 17648 100.80 
PGC 44649 35719 34949 97 84 43774 35019 35085 100.19 
MOL!' 35040 17520 17503 99 90 35040 17520 17414 99.51 
MIP 35034 17517 17792 101 57 35040 17520 17427 99.47 
SWl P 26280 17520 13842 79 OJ_ 25610 17073 16135 94 so - --- - -
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Annexure-19 
(Referred to in para 7 .7. 1.2) 

Utilisation o" Turbine Generators during 2004-05 
Name of Equipment Design Capacity Actual Power 
Platform Name MW Generation/Gas-

MW 
BHN TG-G770 2.4 

BHN TG-G775 2.4 
MNW TGA 8.4 

MNW TG B 8.4 

MNW TGC 8.4 

NQ TG-1810 2.75 
NQ TG - 1820 2.75 

NQ TG - 1830 2.75 

NQ TG - 1840 2.75 

WIN TG-5120 10 
WIN TG-5130 10 

WIN TG-5140 10 

BHS TG-1610 15 

BHS TG-1620 15 

BHS TG-1630 15 

IC TG-2710 10.8 

IC TG-2720 10.8 
IC TG-2730 10.8 

SHQ TG-1610 2.75 

SHQ TG-1620 2.75 

SHQ TG-1630 2.75 

SHQ TG-1640 2.75 

SHG TG- 5010 12.5 

SHG TG- 5020 12.5 

SHG TG- 5030 12.5 
NE ELAM TG - 5010 12.3 

NE ELAM TG - 5020 12.3 

NEELAM TG - 5030 12.3 

HEE RA TG G-8160 8.32 
HEE RA TG G-8170 8.32 

HEE RA TG G-8180 8.32 
HEE RA TG G-8190 8.32 

BPA BPA TG A 2.4 

BPA BPA TG B 2.4 
BPA BPA TG C 2.4 
BPA BCPATG 2.4 
BPB TG G-1170 2.7 
BPB TG G-1170 2.7 
BPB TG G-1170 2.7 
BPB TG G-1170 2.7 

215 

% utilisation % 
redundancy 

1.3 54.17 45.83 

1.2 50.00 50.00 

1.9 22.62 77.38 

1.9 22.62 77.38 
1.9 22.62 77.38 
1.7 61 .82 38.18 

1.5 54.55 45.45 

1.6 58.18 41 .82 
1.3 47.27 52.73 

7 70.00 30.00 

7 70.00 30.00 
7 70.00 30.00 

9 60.00 40.00 

9 60.00 40.00 

9 60.00 40.00 

5.5 50.93 49.07 

5.5 50.93 49.07 
5.5 50.93 49.07 

1.7 61.82 38.18 

1.5 54.55 45.45 

1.5 54.55 45.45 

1.7 61 .82 38.18 

6.9 55.20 44.80 

6.8 54.40 45.60 

6.8 54.40 45.60 
4 32.52 67.48 

4 32.52 67.48 

1 8.13 91 .87 

5 60.10 39.90 

5 60.10 39.90 
5 60.10 39.90 

5 60.10 39.90 

1.5 62.5 37.5 

1.5 62.5 37.5 
1.5 62.5 37.5 
1.5 62.5 37.5 
1.5 55.55 44.45 
1.5 55.55 44.45 
1.5 55.55 44.45 
1.5 55.55 44.45 



Annexure-20 

(Referred to para 8.7 .3) 
Details of gas based power plants commissioned by the Company 

Initial 
Name of gas approved cost 

SI. 
plant 

Location as per Date of Year of 

No. 
(Installed 

(State) Feasibility sanction commence 
Capacity in Report by GOI ment 
MW) 

(Rs. in crore) -

/\nta 21 
I Rajasthan 265 03 October 1989 

(419.33) 1986 

-

/\ura1ya Uttar 
21 

2 
Pradesh 

371 37 October 1989 
(663.36) 1986 

Ka was 21 
3 Gujarat 373.98 October 1992 

(656.20) 1986 

Dadn Uttar 30 June 
4 

Pradesh 
783.44 

1989 
1992 

(829. 78) 

Jhanor- 13 
5 Gandhar Gujarat 1656.30 Feberuary 1994 

(657.39) 1992 

Kayamkulam 18 
6 Kera la 13.10.58 September 1998 

(359.56) 1996 

Faridabad 25 July 
7 Ilaryana 11 63.60 1999 

(431.59) 1997 

Total Installed Capaci ty 401 7.21 MW 
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Beneficiaries (S tate Elect. 
Boards, etc.) 

--
Uttar Pradesh, Uttaranchal, 
Chandigarh, RaJasthan, 
I Iaryana, Punjab, Ihmachal 
Pradesh, Janunu & Ka~hm1r 

and Delhi 

Uttar Pradesh, Uttarancha, 
Chandigarh, RaJasthan, 
I laryana, Punjab.,! hmachal 
Pradesh, Jammu & Kashmir, 
Railways and Delhi 

Gu1arat, Maharashtra, Goa, 
Daman &Diu, Dadra & Nagar 
I laveh , Madhya Pradesh and 
Chhat1sgarh 

Uttar Pradesh, Uttaranchal, 
Chandigarh, RaJasthan, 
Ilaryana, Punjab, Dcllu, 
I hmachal Pradesh, Jammu & 
Kashmir and Railways 

GuJarat, Goa, Daman & D1u, 
Dadra & Nagar llaveh , 
Madhya Pradesh, Maharashtra 
and Chhat1sgarh 

Kcrala and Tamil Nadu 

I laryana 

.. 



Annexure-21 

(Referred to in paras 8.8.2 and 8.9.2.1) 

Plant-wise position of requirement, availability and shorta2e of gas 

SI. Particulars Gas supply position 
No. 

Period Anta Auraiya Dadri Gandhar Kaw as Farid a Kayamkul 
bad am 

I Installed capacity 1999- 419 33 663 36 829 78 657. 39 656.2 43 1. 59 359 56 

(MW) 2004 
-

2 Quantity of gas 
required per day (in 
million cubic metres 

1999-
i.e. MCM) to run the 

200..J 
2.21 3 50 -1 38 3.47 3 46 2.27 NA 

plant at I 00 per cent 
PLF as mtimated by 
the Management 

3. Quantity of gas 
required per day 
MCM) to run the 1999-

1.62 2 57 3 22 2.55 2 54 I 67 NA plant at utili1.ation 2004 

factor of 73 .5 per 
cent 

4 Quanti ty of gas 1999- I 75 2 49 3 00 1.5 2.19 2.00 NA 
supply per day 2004 
committed by GAIL 
(MCM ) 

5 Quant It) of gas 1999- 69659 982 34 949 -1 462.29 757 83 239 90 NA 
supplied by GAJL 2000 
(MCM) during 
year 

the 
2000-0 I 621 53 870.79 991. 1 560.35 534 68 59103 NA 

2001-02 655.94 875.51 986.6 71 2 7 1 28-16 585.05 NA 

2002-03 567 03 81 4 22 9515 705. 14 274 64 570.35 NA 

2003-04 54 1 19 762.67 898 19 660.52 233 93 559.30 NA 

6 Average Quantity 1999-00 I 90 2.68 2.59 1.26 2 07 0.66 NA 
(MCM) of gas 

2000-0 I I 70 2.39 2 72 1.54 I 46 1.62 NJ\ supplied by GAIL 
per day during the 2001-02 1.80 2.40 2 70 1.95 0.78 1.60 NJ\ 
year 

2002-03 155 2.23 2 6 1 1.93 0.75 I 56 NJ\ 

2003-04 I 48 208 2 -15 1.80 0.64 I 53 NJ\ 
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7 Shortfall ( per cent) 1999- No No NA 

in availability of gas 2000 shortage shortage 19 50 19 6 1 
(MCM) durin g the 

2000-0 I No NA 

year w.r. l. 73 .5 per shortage 7 16 40 42 3 

cent PLF util isation 200 1-02 No NA 
shortage 7 16 23 69 4 

2002-03 4 13 19 24 70 6 NA 

2003-04 9 19 24 29 75 8 NA 

8 Per cent shortfall of 1999- No No NA 

actual supply w.r.t. 2000 shortage shortage 14 16 5 67 

conuni tment 
2000-0 I 3 4 9 No shortage 33 19 NA 

200 1-02 No NA 
shortage 4 10 No shortage 64 20 

2002-03 II 10 13 No shortage 66 22 NA 

2003-04 16 16 18 No shortage 71 24 NA 

9 Loss of generation 1999- 45.74 6 12.74 33.72 • 92 29.61 NA 

due to shortage of 2000 
gas (MUs) i.e. 2000-0 1 42.99 727.2 4.28 • 84.08 45.58 NA 
inherent loss of 
generation during the 200 1-02 202.54 703.67 324.37 • 213.87 211.8 NA 
period the plant was 

2002-03 172. 12 568. 48 34.0 1 • 190.06 211.8 NA operated on alternate 
fuel 2003-04 27.15 781.6 103.4 1 • 365.98 12. l NA 

10 Loss of generation 1999- 119.84 286. 82 535.59 22.22 349.98 33.15 173.58 

(MUs) due to grid 2000 
restriction i.e. 

2000-0 1 127.6 1 357.76 4 14.58 0. 31 307.28 132.89 624.81 
generation for which -

no demand was 200 1-02 144.86 439.3 1 399. 42 29.15 447.88 169. l 557. 23 

received though 
2002-03 2 11.40 870.23 577.97 8.55 507.34 234.9 446. 36 

olTered to 
beneficiaries. 2003-04 426.24 962. 12 1336.57 80.23 1110.2 7 16. 1 425.27 
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Annexure-22 

(R ~ e erre d to m oara 8 1 0 1.1 ) 

T otal PLF Achieved -
Average 

Capacity 
under- Cost (Rs. Average 

Average under- utilised in crore) 
Capaci- estimated 

PLF( per utilisation ty (in 

1999-2000 2000-01 2001-02 2002-03 2003-04 cent) per of capacity 
(MW) on as per MW) as 

cost in 

( per cent) 
an latest per FR 

Rs.crore 
year average estimates per MW 

Station Capacity 
per year , oer vear 

I 

Ant a 419 33 86 3 781 83 1 75 1 75 3 79 66 0 34 1 43 4 18 97 413 1 0 1 

- - - --- - --- -~ 

i 
- - -

Auraiya 663 36 87 1 806 80 6 73 5 72 9 78 94 1 06 I 7 03 678 77 652 1 04 

Dadri 829.78 70.2 77 6 78 8 71.7 69 4 71 54 6 46 I 53.60 I 960.35 8 15 1 18 

- - - - -- -- -

Gandhar 657 39 19 5 48 5 62 8 68 5 65 8 57 02 22 98 151 07 2500 650 3.85 

Kawa~ 656.2 76.5 81 7 65 3 73.1 67 5 n 82 7 18 47 12 1599 57 656 2 44 

-- - -- - - - --.---- ,_ ·- -
- -- ·~ 

Not 
cons1<lered 

Faridabad 431 58 (32.9) 60.6 75 7 7 1.5 73 6 70 15 9 65 4 1 65 

1 

1048 17 432 2 43 

- ,_ - - -- - -

Not I 
considered 

Kayamkulam 359.56 (50) 61 7 41 8 67 3 67 1 59 48 20.52 73 78 11 89 94 360 3 3 1 

9.74 375.68 
Total : 

2 19 



Annexure-23 

(Referred to in para 8. 10.3 . J) 

Variable cost (in paise ) per unit of power generated on gas and altemate fuel 

Station 

An ta 

Auraiya 

Dadri 

Gandhar 

Kaw as 

Farid a bad 

Kayamkulam 

AF> Alternate Fuel 
NA> Data not available 

1999-2000 

Gas AF 

81.87 318.59 

82.00 249.00 

80.00 245.00 

72.43 -
101.28 234.12 

11 7.00 NA 

- 228.93 

2000-01 2001-02 2002-03 

Gas AF Gas AF G as AF 
87.38 326.2 1 86.55 3 16.77 86.93 307.84 

91 .00 30 1.00 89.00 288.00 9 1.00 268.00 

86.00 3 17.00 86.00 327.00 87.00 360.00 

92.40 - 96.6 1 - 99.92 -
99.79 330.12 97.88 283.68 100.65 293.83 

115.00 NA 81.00 NA 83.00 355.00 

- 296.85 - 269 64 - 266.66 
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2003-04 

Gas AF 

90.35 329.07 

93.00 3 10.00 

88.00 4 10 00 

99.05 -

102.60 306.10 

82 00 333.00 

- 26 l.1 6 



Annexure-24 

(Referred to m para 8.10.3.2) 

Declared Capacity and Schedule of Generntion 

2003-04 

Mode of per cent of Genera ti 
Insta lled operation Declared DC w.r.t. on 

Sta tion Cap acity Capacity (DC) lnstd. Schedule 
(MW) in ~1Us (GS) in 

Capacit) l\tus 
- -

Anta 419.33 Gas 2272 62 2163 

J\F 826 22 40S - -
T ot al 3098 8.t 2568 

Auraiya 663.36 Gas 32SO S6 3107 - -
AF 1788 31 98S 

Total 5038 86 4092 
- - - - - - - --

Dadri 829.78 Gas 4021 SS 3784 

AF 21 7S 30 999 --
Total 6196 85 4783 

G andhar 6S7 39 Gas 3228 S6 0 --- --- --

AF 0 0 0 

Total 3228 56 0 - -- --
Ka was 6S6 2 Gas ll S3 20 11 44 

J\F 37S2 6S 269S 

T otal 4905 85 3839 

AF stands for alternate fuel 

22 1 

per cent per cent 
of GS Actual of AG 
w.r.t Generation w. r.t. 
. l nstd (AG) in ~Ills Instd . 

Capacity Capacity 
~ 

S9 2348 64 

II 424 12 
-

70 2772 75 

S3 3383 S8 - f--

17 866 IS 

70 4249 73 
- f-- -

S2 4064 56 

14 996 14 

66 5060 69 

0 3220 S6 
- -

0 0 0 

0 3220 56 
f-

20 1127 20 

47 2762 48 --
67 3889 67 



Annexure-25 
(Referred to in paras 8. 10.3.4 and 8 10 4.3) 

Achievement of lower PLF in 2003-04 as compared to the declared capacity for recovery of fixed charges 

Fixed 
Fiied cost Fixed cost Total Higher cost 

Declared per cent of 
charges 

Actual per cent of per t:nit (in Paise) Increase in Fixed cost borne by 
InstaUed Mode ol Capacity DCw.r.t. 

(Rs. In 
Generation AGw.r. t. (in Paise) per Unit per Unit in paise due t<J beneficiaries on 

Station Capacity 
operation (DC} in Ins td. 

crore) 
(AG) in Instd. on the based on lower PLF than DC lower generation 

(MW) 
MUs C apacity 

reco,·ered 
MUs Capacity basis of Actual than DC (Rs. In 

on the basis 
of DC DC P LF crore) 

. Paise per cent 

Gas 2272 62 2348 64 

AF 826 22 424 12 

Anta 419.33 Total 3098 84 79.49 2772 75 25.66 28.68 3 02 11 76 8 .36 

Gas 3250 56 3383 58 

AF 1788 31 866 IS 

Auraiya 663.36 Total 5038 86 145.11 4249 73 28.80 34. 15 5.35 18 .57 22.73 

Gas 4021 55 4064 56 

AF 2175 30 996 14 

Dadri 829.78 Total 6196 85 210 96 5060 69 34 05 41 .69 7.64 22.45 38.68 

Gas 3228 56 3220 56 

AF 0 0 0 0 

Gandhar 657.39 Total 3228 56 478.93 3220 56 148.37 148.74 0.37 0 25 1.1 9 

Gas 11 53 20 1127 20 

AF 3752 65 2762 48 

Kaw as 656.2 Total 4905 85 253.41 3889 67 51 .66 65.16 13.50 26. 12 52.49 

G rand Total 123 .45 -
AF stands for alternate fuel 
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Annexure-26 
(Referred to in Para 8 11 1) 

Comparison of variable cost 
--

Station Price of Anticipated variable Variable cost 
naphtha cost of energy on of energy on 
per tonne naphtha as reported gas during 

(Rs.) to Board 1996-97 

(PaiseJKwh) (PaiseJKwh) 

An ta 9765 59* 179 78 68 96 

Auraiya 10245.59* 188 62 I 70 00 

Gandhar 8938.59** I 164 55 I 60.97 

Ka was 8870.59** I 163 30 
I 

78.78 

*Ex-Kand la **Ex Mumbai 
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-

Ratio of 
variable cost 
on naphtha to 
variable cost 
on gas 

2.GO 1 

2.69 I 

2.70 1 

2.07 1 



Annexure-27 

(Referred to in Para No.8. 12.2) 

Status of completion of equivalent operating hours 

SI Plant Date of EOH completed as on 31 March 2004 
No completion 

(likely 
completion) GT-1 GT-2 GT-3 GT-4 
of 80000 
EOH by.any 
of the unit 

l Anta December 1, 14,883 1, 13,474 1, 10,053 -
1999 

I I 
2 Auraiya December 1,04,532 1,03,946 96,018 99,529 

2000 

3 Dadri November NA NA NA -
2002 

4 Gandhar April 2008 44275 36932 40574 -
5 Ka was GT-lA GT-lB GT-2A GT-28 

June 2004 77300 78409 77800 76300 

6 Faridabad August 20 10 43157 40706 - -
7 Kayamku January 2005 49 156 531 62 - -

lam 
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R&M I R&M proposal 
due to initiated in 

be 
initiated 

I 
May May 2002 
1996 

I 
April I March l 999 and 
1997 finally in 

November 2002 

May July 2004 
1997 

- -

Novemb May 2002 
er 2000 

- -

-March -NA 
2004 



Annexure-28 
(Referred to in para 9.6.2) 

Performance indicators (Installed capacity, gross energy generation and Auxiliary energy consumption) of gas-based power plants 

2000-01 2001-02 2002-03 2003-04 ~ 2004-05 
ITEMS AGBPP AGTP AGBPP AGTP AGBPP AGTP AGBPP AGTP AGBPP AGT 

p 
Installed Capacity 

29 1 84 291 84 291 84 291 84 291 84 
(MW) 
Design Enel'l!Y (MU) 1746 504 1746 504 1746 504 1746 504 1746 504 
Machine Availability (Percent) 

As pcr
2
GOI/CERC' NA 3 NA 3 NA 3 NA 3 NA 3 NA 3 80 80 80 80 

no1ms 
Actual achievement 77.40 86. 30 84.90 91.10 79.38 98.66 79.60, 90.33 , 77.46, 89.82° 
Under-recovery of fixed 

NA NA NA NA NA NA 0.74 Nil 9.20 Nil 
Charges (Rs Crorc) 
Plant Load Factor (Percent) 
As per GOI/CERC norms 
6 NA 3 NA 3 NA 3 NA 3 NA 3 NA 3 77 77 80 80 

Actual aclucvement 48 38 58 28 s 1.93 75 30 39.66 76.79 62.43 76.60 63 47 77.73 
MOU Generation 

1346 360 1400 450 1425 575 1550 510 1550 510 
Target (MU) 
Actual Generation 

1233.44 428.83 1323.7 1 554.1 1 1010.95 565.06 1591.00 565.00 1617.00 572.00 
~U) 
Short fall in Generation (MU) 
With reference to Design 

512.57 75 17 422.29 Nil 735 OS Ntl 155.00 Nil 129 00 Ntl 
Energy 
With reference to MOU 

112.57 Ni l 76.29 Ni l 414 .05 9 94 Nil Nil Nil Nil 
Ta:-get 

Note: l. a) Design Energy = Design Energy of the power plants is based on 6000 hours of operation (i.e. at 68.49 percent PLF) in a year as envisaged in the 
DPR. 
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b) Design Energy in MU = Installed Capacity (in MW) X 6000 hours I !000. 

2 a) Norm of Target availabillly = 80 percent for recovery of full fixed charges. For lower actual ava ilability than nonnative, pro-rata fixed charges shall 
be deducted from total fixed charges. [As per CERC notification dated 26.03.2001 (for 0 1.04 .00-31.03.04) & nollficat1on dated 26.03. 2004 ( for 
01.04.04 -31.03.09)]. 

3. NA = Not Applicable as norms for availability was not applicable before introduction of J\BT. 

4. ABT (Availability Based Tariff) was introduced in NER w.c.f. 0 1. 1 I .2003. 

5. CERC availability. 

6 . Incentive is receivable provided PLf, based on scheduled generation, exceeds the nonnat ive levels [ 77 percent (for 2003 -04) or 80 percent (2004-05 
onwards)] and up to a maximum PLF of 100 percent as per CERC notification mentioned above. 

7. CERC = Central Electricity Regulatory Commission, authorised to fix tariff of Central Sector Power Stations. 
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Items 2000-01 

AGBPP AGTP 

Installed Capacity 
291 84 

i MW)-'----------l-----+--
G ross energy 
Generation at 
generator 
terminal.(MU) 
Energy sent out ex
bus at s"itchyard 
(MU) 

1233 44 

I 

1185 90 

Auxiliary Energy Consumption 

428 83 

421.01 

Norm (MU) 37 OOU 4 2883 

Annexure-29 
(Referred to in paras 9 6 2 and 9 6 7) 

Periormance indicators of gas based po" er plants 
2001-02 2002-03 2003-04 2004-05 

----i 

AGBP AGTP AGBP AGTP AGBPP AGTP AGBPP AGTP 
p p 

291 ~ 

JOJO 951 

291 84 

554 11 1323.7 1 

84 

565 06 

291 84 291 
-----------

1617 00 

- -

1591 00 565 00 

84 

572 00 

1278 70 544.94 970.00 I 553 35 1544 33 555 48 1549 06 565 12 

39 7113 5 5411 303285 5(1506 477300 56500 485100 I 57200 
Actual (MU)' 47 5400 7 8200 45 0100 

5 2987 
9 1700 
3.6289 

409500 117100 4(1(17 95200 679400 (18800 
L;..ccss(MlJ) 10.5368 35317 I 0 5215 1 6 059-4-1---N-il--1--,-, -87-(-)()-+--1,-9-4-3(-)(-) _1 ___ ! 1600 

Gf"Oss Station Heat Rate (Kcal/Kwh) J 

Nonn " 2250 3580 
Actual 

3174
.
65 

4305 5 
6 

l ~xccss 

Cost of generation 
(Pai~a/kwh) 

924.65 725.56 

269.00 209.00 

2250 

3009 38 

759.38 

249.00 

3580 2250 3580 
3815.96 

• 
3956.48 

• 3286.22 

376.48 1036 22 235 96 

111.00 301 oo I 151 oo 

- I 90_00_~225 00 _1 __ ~_90 00 Tariff (Pairn/ kwh) 225 00 190 00 225 00 
_..__._ --

Manpower 
Sanctioned 

Actual• 
89 day basis 
Man/MW rat10 (Norm) 
Man/MW ratio (Actual) 
6 

Manpower for 0 & M stage not sanctioned 
385 168 388 160 377 
01 34 01 34 Nil 

0.61 0.61 0.6 1 0.61 0 61 

I 32 2.00 U3 1.90 I 30 
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167 
I 34 

0.61 

I 99 

2250 3580 2250 I 3580 

2806.08 4036 19 • 2797.33 4022.19 . 

556.08 456 19 547.33 I 442 19 

154.00 180.00 174 00 159 00 

206.00 5 185 00 5 

-~ --
222 00 5 1 176 00 5 

364 142 348 142 
Nil 35 Nil 36 

0.61 0.61 0.61 I 0.61 

I 25 I 69 I 20 I I 69 



Operation & Maintenance Expenditure (Rs. crore) 
Norms-,: 
Actual 
Excess 

Note. 1. 

2. 

NA NA NA NA NA NA 25 .20 10.35 27.53 7.95 
27.846 11.101 31.253 l l .893 36.952 16.323 53 .595 15.959 46.809 13.658 

- - - - - - 28 .395 5.609 19.279 5.708 

a) Aux. Consumption= Energy generated at Generator terminal minus energy delivered at switchyard (Ex-Bus) vide CERC order dated 26.03.2001 

b) Normative Aux Consumption = I percent (Open Cycle)/ 3 percent (Combined Cycle) percentage of Gross Generation at Generator terminal. 

Nonnative 0 & M expenditure is as per CERC order dated 26.03.2004 (2004-05) and order dated 22.08.2005 (2003-04) for AGBPP and order dated 
09.09.2005 (2003-04) for AGTP. 

3. Gross Station Heat Rate.= Gross heat consumed (in Kcal) for generation of one unit (in Kwh) of Electricity. 

4. Normative Gross Station Heat Rate (GSHR) - Norm fixed by CERC vide notification dated 05.02.2003 for the year 2003-04 onwards has been 
considered as the benchmark for earlier years also. 

The heat rate figure furnished for AGTP was based on 'Net Calorific Value' except for 2000-01. Net Heat Rate as furnished has been multiplied by 
conversion factor 1.103 to arrive at the GSHR except for 2000-01 . (Refer to para 20 of CERC order dated 25.09.2002) 

5. Based on two part tariff rate. 

6. Actual manpower showing regular employees only. Man fM:W ratio has been calculated based on regular employees only. 
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Annexure-30 
(Referred to in para 12.4.2.2) 

Global Coal Tenders by SAIL from November 2000 to December 2004 

S. No. Tender Date Coal Quantity Outcome 
Type (MT) 

1. 08.11 .2000 Hard ] 0,00,000 No offer was received 

2. 08.11 .2000 Soft 8,00,000 No offer was received 

No global tender issued during 2001-02 

3. 4. ] 2.02 CD! 1,00,000 Offer received but management 
decided lo re-tender 

4. 14.02.03 CD! 90,000 Off er received but management 
decided to re-tender 

5. 9.04.03 Anthracite 45 ,000 Offer received but not found 
technically suitable. 

6. 10.09.03 CDI 90,000 Order placed only for one 
shipment (45,000 MT) against 
offered quantity of 90,000 MT. 

7. 10.09.03 Anthraci te 45.000 Offer received but no order 
placed 

8. 11.09.03 Hard 8,70,000 No offer received 

9. 17 .09.03 Soft 1,35,000 No valid offer received --
10. 28.05.04 Hard Qty. Offer received but no order 

Option placed since price (US$ 184.50 
Open /MT CIF) was considered high 

by soc m its meeting of. 
05 .07.04. The average cost of 
procurement was US$ 198.85 
/MT CIF dunng April-Sept. 04 in 
spot. 

1 I. 06.07.04 CD! 1,00,000 Offers recei ved but price quoted 
(US$ 76.50 /MT FOB) was 
considered lo be high as against 
term agreement finalised at the 
same time at US$ 81 PMT FOB. -

12. 28.] 0.04 CD! 100,000 - No order was placed since LI 
150,000 price (US$ 90 /MT FOB) was 

found to be higher. 

13. 29.12.04 Hard 3,50,000 Orders were placed for full 
quantity, but suppliers fai led to 
supply the coal, and the orders 
were finally terminated. 
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Supplier 

MMTC 
MMTC 

-
MMTC 

MMTC 

--
CC&CH 

Annexure-31 
(Referred to in para 12. 7 . I) 

Position of Receipt, Despatch and Utilisation of Imported Coke 

Contract no & Quantity Date of Date by Delay 
Date Receipt receipt which entire in 

materia l days 
dispatched to 
plant 

GO 1/3 dt.22 . 10.03 3 1,320 31. 10.03 25 .11.03 25 --
603/04 dt.30.4 04 33,000 09.05 .04 31 .05.04 22 

---
604/04 dt.30.4.04 33,000 06.06 04 08 .09.04 92 

-- -- --
605/04 dt.30.4 04 30,823 02.0G 04 30.06.04 28 

-
606/04 dt. 24.8.04 31,371 24.09.04 12.12.04 78 
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Monthly 
consumption 

Not f umished 
May 04 - I 6,364 

June 04 - 29,536 

July 04 - 49,467 
Aug. 04- 2,833 

Not furn ished 



Annexure-32 
(Referred to in para 13. 6. I. 3) 

Statement showing the details the purchase centres 01lerated in each state, the total production of cotton in the country, the cotton available for 
procurement hy each centre and the cotton actually procured there against by each centre of the Corporation state-wise during the three years ending 
200-l-05. 

(Quantit~· in lakh bales) 

State Total Produc ti on :'\o. Total Purchase by CCI :'\o. of Centres 
of 
Bra 
nche 
s 

,\\'erage cotton a\'ailable in 
each centre in the s tate 

( bales in number) 

An•rage cotton 
purchased by each 
centre 

( balerin 1iiiinl)c;°) 

Percentage of cotton 
purchase by CCI to 
cotton available in the 
state 

02-0J O.l-0-1 0-1-05 02-0.1 03- 0-1-05 02- 03- 04-05 0"'-03 03-04 04-05 02-03 03-04 0-1-05 02-03 03-0-1 04-05 
04 01 04 

PunJab 8 00 10.50 16 50 0 .09 0.24 I 51 08 11 14 

Ilaryana 8 50 11_0_0 _ _ 1_5._oo _ __ _,._o_._0_3 _ _,_.o_._11_,_1_6_6 _ _,_0_5 __ o_)_- __ 11 

Rajast_h_a1_1 _ _ 4 50 7.50 ___ 1_0_5_0 __ 2_-1· 0.26 ---+_o_.8_4--+ 2.82 16 20 23 

(luprat 10.50 1 46 00 62.00 2 I 63 2.30 4 68 29 28 46 

Mahara~hlra 24 00 3 I 00 52.00 2 2.03 3 28 I 70 
-1 

48 82 18 

MaJh,a 
l'raJcsh 

18 00 16 00 16.00 0.39 

J\ndlira 
Pradesh 

20.00 26 00 32.50 3 I 29 

K:unatal..a 6.00 4 00 9.00 i .. 0.22 

0.26 I 54 16 15 17 

I 82 12 02 39 46 69 

0.11 I 46 

100000 

170000 

95455 

220000 

117857 

136363 

1125 

600 i 28125 37500-t 45652 1625 

_ 1 05172~64286 _ 13-1782 I 5621 

50000 37805 116842 4229 - " . 
112500 106667 9-1117 2418 

51282 56522 3308 

2182 10785 I 12 2 29 

2200 15090 0.35 1.00 

4200_-+-1_1_3_9_1-+-)_-__ 78~20 
82 14 10113 5.34 [ 5 oo 

4000 4473 8 46 10.58 

1713 9058 2 16 I 62 

3957 11420 6.45 I 1.00 
I 

9 15 

11 .07 

26.85 

7 55 

3 27 

9 62 

36.98 

16.22 

Tarrnlnadu 4.00 
-i 

We\! Bengal 

Omsa 12 50 

I OTJ\I 116 00 

----~ -----..,---~-

] 50 5 50 

12 .00 

((17 50 

() 81i 

noo 

232 .00 

2* 

19 

0 00 0.00 

1 0 002 I 0 00 

0 05 004 i 0 24 

5 992 9.00 27 63 

16 _ 17 _ _..__19 __ _,_l _3_7_50_0_~ 23529 • 473(>8_~_13_7_5_..--6_47 7684 3.67 2.75 

j :
1 
~--1 --::-1 -2 ' ~'.,,,~1 ::"' __ 4====~_:_)_-0_"""1_:_:_34_""" .. _2_8_57 _ _..r-_:_:_o _ _.r .... :_~_3 __ 3~~=~~=1~._8-4_-~_: 
0 227 244 -

Source 
# 

Indi an Cotton Profile 2003-0-1 Published by CCI and information furnished by the corpora tio n. 
Delhi is a liaison office is not included in abon 
Onl~· sales made through these branches. 
In one out of thc~e three hranche~ on ly sale transactiom lake place. 
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GLOSSARY OF ABBREVIATIONS 

AAP Advance Action Plan 
ABT Availability Based Tariff system 
ACM Air cycle machine 
AGTP Agartala Gas Turbine Project 
AOD Accessories Overhaul Division 
ASEB Assam State Electricity Board 
B&S Bassein & Satellite 
Bas Business Associates 
BCP Booster Compressor Pumps 
BDPS Bureau of Data Processing Systems 

BF Blast Furnace 

BHRP Bhandaridah Refractories Plant 

BOF Basic Oxygen Furnace 

BOSP Bokaro Steel Plant 

BP Booster Pumps 
BRP Bhilai Refractories Plant 

BSD Business Systems Division 

BSP Bhilai Steel Plant 

CAAT Computer Aided Audit Technique 
CCEA Cabinet Committee on Economic Affairs 

CEA Central Electricity Authority 
CED Computer Education Division 
CERC Central Electricity Regulatory Commission 
CHP Coal Handling Plant 
CIG Coal Import Group 
CIL Coal India Limited 
CMPDIL Central Mine Planning and Design Institute Limited 
COPU Committee on Public Undertakings 
CP Condensate Pumps 
DGCA Director General Civil Aviation 
DHEP Doyang Hydro Electric Project 
DM De-mineralised 
DPR Detailed Project Report 
DSP Durgapur Steel Plant 
DWDM Dense Wavelength Division Multiplexing 
EJC Empowered Joint Committee 
EMC Equipment Management Cell 
EMP Environment Management Plan 
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EOH Equivalent Operating Hours 
EOU Export Oriented Unit 
ER Eastern Region 
ESC Empowered Sub Committee 
FSNL Full Speed No Load 
GBPS Giga Bytes Per Second 
GCV Gross Calorific Value 

GREP Gas Rehabilitation and Expansion Project 
GTG Gas Turbine Generator 
HBJ Hazira-Bijaipur-Jagdishpur 
HDPE High Density Poly-Ethylene 
HEMM Heavy Earth Moving Machinery 

HGPI Hot Gas Path Inspection 
HP Hoarse Power 
HPl Hot Parts Inspection 
ICE Information Consolidation for Efficiency 
ICT Inter-Connecting Transformer 
IED Industrial Engineering Department 
TFJCROP India Firebricks and Insulation Co. Refractories Plant 
TlE India Industrial Enterprises 
IMPETUS Implementing Maintenance & Procurement Efforts Through 

Upgraded System 
TSPs Integrated Steel Plants 
Kcal Kilo Calorie 
KV Kilo Volt 
Kwh Kilowatt Hours I Unit . 
LC Letter of Credit 
LDO Light Diesel Oil 
LOT Letter of Intent 
LSPs Local Service Providers 
LTGP Long Term Gas Production 
LTOP Long Term Oil Production 
MBPS Mega Bytes Per Second 
MCB Magnesia Carbon Bricks 
MCMD Million Cubic Meters Per Day 
MGO Minimum Guaranteed Off-Take 
MH Mumbai High 
MIP Main (Water) Injection Pump 
MIS Management Information System 
MMSCMD Million Metric Standard Cubic Meter per day 
MOA Memorandum of Agreement 
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MOLP/CTP Main Oil Pump/Crude Transfer Pump 
MOU Memorandum of Understanding 
MT Million Tonnes 
MTY Million Tonne per Year 
MU Million Unit 
MW Mega Watt 
NCWA National Coal Wage Agreement 

NEC North Eastern Council 
NER North Eastern Region 

NEREB North Eastern Regional Electricity Board 
NERLDC North Eastern Regional Load Dispatch Centre 
NH Neelam & Heera 
NOX Nitrogen Oxide 
O&M Operation & Maintenance 

OB Over Burden 

occ Operation Co-ordination Committee 
OCP Open Cast Projects 
OEM Original Equipment Manufacturer 
OFC Optical Fibre Cable 
OMS Output Per Man Shift 

PGC Process Gas Compressor 
PGP Producer Gas Plant 
PLF Plant Load Factor 
PMS Preventive Maintenance Schedule 
POL Petrol Oil and Lubricant 
PPA Power Purchase Agreement 
PPD Production Planning Division 
PR Project Report 
R&M Renovation and Modernisation 
RCE Revised Cost Estimate 
RHEP Ranganadi Hydro- Electric Power Project 
RISL Reliance Silicones (India) Pvt. Limited 
ROU Right of Use 
RRRP Ranchi Road Refractories Plant 
RSP Rourkela Steel Plant 
SARS Severe Acute Respiratory Syndrome 
SBU Strategic Business Unit 
SG Slide Gate 
SMS Steel Melting Shop 
SRC Shinagawa Refractories Company 
STMs Synchronous Transport Modules 
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STU --
Sof1ware Training Unit 

WLP Sea Water Lif1 Pump >-

TAP Turnaround Plan 
TCC Technical Co-ordination Committee 
TCS Tata Consultancy Services 

>--

TEV Techno-economic Viability >--

TGBPP Tripura Gas Based Power Project >-

TML Tata Metalliks Limited --UG Under Ground 
UHV Useful Heat Value .___ 
Ul Unscheduled Interchange 
UTLS Unit Train Load System 
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GLOSSARY OF TECHNICAL TERMS 

Term Description 
AC Alternating Current (AC) IS electric current that alternates 

between a positive maximum value and a negative maximum 
value at a characteristic frequency, usually 50 or 60 cycles per 
second (Hertz). 

Auxiliary energy In relation to any period, means the ratio, expressed as a 
consumption (AUX) percentage of energy in kwh generated at Generator terminals 

mm us energy m kwh delivered at the Generating Station 
Switchyard to gross energy in kwh generated at the Generator 
terminals. 

Availability Availability of thermal generating station for any period shall be 
the percentage ratio of average Sent Out Capability (SOC) for all 
the time blocks during that period and rated soc of the 
generating station 

Backfill Material used to replace soil and earth removed during mining 
operations, and generally to fill a mined out slope 

Base load The minimum amount of electric power delivered or required 
over a given period of time at a steady rate. 

Base load Capacity The generating equipment normally operated to serve loads on a 
round-the-clock basis. 

Bus Bars Bus Bars are rectangular copper or aluminium bars that connect 
the output of the generator set circuit breakers to the transfer 
switches, circuit breakers, or fusible switches that transfer power 
to the load. 

Combined Cycle An electric generating technology m which electricity IS 

produced from otherwise lost waste heat exiting from one or 
more gas (combustion) turbines. The exiting heat is routed to a 
conventional boiler or to a heat recovery steam generator for 
utilization by a steam turbine in the production of electricity. 
This process increases the efficiency of the electric generating 
unit. 

Current Current is the flow of electric charge. Its unit of measure is the 
ampere 

Cycle A cycle is one complete reversal of an alternating ·current or 
voltage from zero to a positive maximum to zero again and then 
from zero to a negative maximum to zero again. The number of 
cycles per second is the frequency. 

Declared Capacity (DC) In relation to any period or time block means the capability of 
the generating Station to deliver ex-bus Mwh declared by the 
generating company. (The DC shall not exceed installed 
capacity). 

Frequency Frequency is the number of complete cycles per unit of time of 
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any periodically varying quantity, such as alternating voltage or 
current. lt is usually expressed as (Hz) Hertz or CPS (cycles per 
second). 

FSNL Full Speed o Load - During FS L condition no electricity is 
generated but gas is consumed. I Grade The relative quality or percentage of metal content 

I Gross Calorific Value The heal produced in KCal by complete combustion of one kg. 
(GCV) of solid fuel or liquid fuel or one standard cubic meter of 

gaseous fu el, as the case may be. 
Gross Station Heat Rate The heat energy in KCal input required to generate one KWh of 
(GSIIR) electric enen..w at Generator Terminals 
Indicated reserve A mineral resource sampled by drill holes, underground 

openings, or other sampling procedures, at locations too widely 
spaced to ensure continuity, but close enough to give a 
reasonable indication of cont inuity and where gee-scientific data 
are known with a reasonable level of reliability. 

Inferred reserve An estimate inferred from gee-scientific evidence, drill holes, 
underground opening or other sampling procedures, and before 
testing and sampling information is sufficient to allow a more 
reliable and systematic estimation. 

Installed Capacity (IC) In relation to a Generating Station means Rated Capacity or the 
contracted capacity as the case may be. 

Least Cost Merit Order State power utilities work out their demand for power from the 
generating stations on the basis of least cost merit order 

Mineable Reserves Reserves which can be technically extracted afler providing fo r 
reserves blocked up due to surface constraints viz township 
villages, etc and sub surface constraints i e. abandoned water 
logged working, mine fires etc. 

Operation and Maintenance In relation to a period means the expenditure incurred 111 
(O&M) Expenses operation and maintenance of the generating station including 

manpower, spares, consumables, insurance and overheads 
Outage The period duri ng which a generating unit, transmission line, or 

other facility is out of service. 
Overburden Wastes sitting above mineral body 
Plant Load Factor In relation to a given period, is expressed as the percentage of 

total Kwh generated at generator terminals to Installed Capacity, 
expressed in kilowatts (Kw) multiplied by number of hours in 
that period. 

Proved reserve Those measured mineral resources of which detailed technical 
and economic studies have demonstrated that extraction can be 
justified at the time of determination and under specific 
conditions. 
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1 Scheduled Generation I Means schedule of generation (in MW) ex-bus given by the I 
Regional Load Despatch Centre to a generating station for any 
period or time block 

Sent Out Capability ( SOC) Sent Out Capability of a Generating Station means the capability 
to deliver ex-bus Mwh based on which 'availability' shall be 
worked out. 

-------+-- ----
Stripping ratio The ratio of overburden and waste to ore/mineral in an open 

-----~._Pi_t/cast operation 
Unschedule Interchange Ul for Generating Station shall be equal to its actual generation 
(UI) minus its scheduled generation. UI for beneficiary shall be equal 

I I to its total actual drawal minus its total scheduled dra\_va_I ___ _, 
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