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PREFACE ) 

I . The accounts of Government Companie'> set up under the prov1s1on'> of the 
Companies Act (including Companies deemed to he Clovernment Companies as per the 
provisions of the Companies Act) arc audited by the Comptroller and A uditor General of 
India (C&AG) under the prov isions of Section 6 1 <) of the Companies Act, 1956. The 

account'> ce rtified by the Statutory A uditor<., !Chartered Accountants) appo inted b) the 
C&AG under the Companies Act arc subject to '>Upplcmentary audi t by offi cers of the 
C&AG and the C&AG give<, his comments or supplements the report of the Statutor") 
Auditor'>. Tn addition, these companies arc also subject to test audit h; the C&AG. 

2. The statutes governing some Corporations and Authori ties rec.iui re their accounh 

to be audited by the C&AG and reports to be gi ven by him. In respec t of five i.,uch 
Corporations 1·iz.. A irports Authority of India. National I lighway<., Authority of India. 
Inland Waterway<; Authority of India, Food Corporation of India and Damodar Valle} 
Corporation. the relevant statutes designate the C &AG as thei r <;ofe audi tor. In respect of 
one Corporati on l'i7. Central Warehousing Corporation, the C&J\G ha<; the r ight to 
conduct a supplementary or test audit after audi t IHl 'i been conducted by the Chartered 

Accountants appointee.I under the statute governing the Corporation. 

3. Report<; in relation to the accounts o f a Government Company or Corporation arc 

submitted to the Government by the C&AG under the prO\· isions o f Section 19-A of the 

Comptroller and Auditor General's (Dut ies. Power.., and Condition<., o f Service) Act. 
1971, as amended in 1984. 

4. The Aue.lit Board mechanism was restructured during 2005-06 under the 
supervision and control or the C&J\G. The Board. w hich is permanent in nature. i 1., 
chaired by the Deputy Comptroller and Auditor General (Commercial) and consi<>ts of 
senior officers of the C&AG. Two techni cal expert '> are inducted a~ spec ial in vi tee~. if 
necessary. The Principal Director (Commercial ) of the C&AG's Office is the M ember 
Secretary to the Board. The Board approves the topics recommended for performance 
audit. It also approves the guidelines, audit objectives. criteri a and methodology for 

conducting major performance audits. The Board finalises the stand alone performance 

audit report s after discussion<> wi th the representatives of the Mini <> try and Management. 

5. Annual reports on the accounts of the Central Government Companies and 
Corporation<, are issued hy the C&J\G to the Government. For the year 2009- 10. thc'>e 
are: 

Compliance Audit Reports 

Report No. 2 - Financial Reporting hy Public Sector Undertakings (PSUs): Thi s give' an 
overall picture o f the quality of financial reporting by PSUs and an apprai sa l ot the 
performance of the Companies and Corporations as revealed by their accounts. 

IX 



Report No. 9 - Compliance Audit Observations: This contains observations on individual 
topics of interest noticed in rhc course of audic of the Companies and Corporati ons. 

Performance Audit Reports 

Report No. I 0: This contains performance audit of selected act1v1t1cs and use of 
information technology in se lected areas of operations of the Companies and 
Corporations. 

6. The cases mentioned in this Report are among those which came to notice in the 
course of audi t during 2008-09 as well as those which came to notice in earlier year1.; hut 
could not be reported. Similarly, results of audi t of transactions subsequent to March 
2009 in a few cases have also been mentioned, wherever available and relevant. 

7. All references to 'Government Companies/ Corporations or PSus· in ch is report 
may be construed to refer to 'Central Government Companies/ Corporations' unless the 
context suggests otherwise. 
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Report No. 9 o/2009-10 

( EXECUTIVE SUMMARY ) 

I I _Introducti~ 

l. This Report includes important Audit findings noticed as a result o f test check of 
accounts and records of Central Government Compani es and Corporations conducted hy 
the officers of the C&AG of India under Section 6 19(3) (b) of the Companies Act, 1956 
or the statutes governing the parti cular Corporations. 

2. The Report contains 80 paragraphs re lating to 52 PSUs· under 20 Ministries/ 
Departments. The draft paragraphs were forwarded to the Secretaries of the concerned 
Ministries/Departments under whose adm in istrative control the PSUs are working, to 
give them an opportunity to furnish their replies/comments in each case within a pe riod 
of six weeks. Replies to 48 paragraphs were not received even as this report was being 
finali sed in November 2009. Earlier, the draft paragraphs were sent to the Management 
of the PS Us concerned - in respect of one paragraph"', the Management did not respond. 

3. The paragraphs included in thi s report re late to the PSUs under the administrative 
control of the following Ministries/Departments of the Government of India: 

Ministry/Department Number of Financial Number of 
(Total number of PSUs/ PSUs involved para- implication in paragraphs 
here) graphs the paragraphs in respect of 

(Rs. in crore) which 
Ministry 
reply was 

- ,_ _awaited -

l. Biotechnology (2/1) I 7.80 -- - -· -- - -
2. Civil Aviation (10/3) 8 43.91 5 ,_ -
3. Coal (12/7) 8 467.84 4 

- - - -
4. Commerce and Industrv ( 11/3) 3 1171.82 2 

5. Communications and Information 8 92.25 8 
Technolo!!v (7/2) 

6. Consumer Affairs, Food and Public 6 1275.25 4 
Distribution (3/1) -

7. Defence ( 10/3) 5 57.50 2 -
8. Fertili zers ( 10/1) 2 6. 14 - --
9. Finance ( 15/4) 6 34.5 1 2 --

•This i11cludes five PS Us whose paras have bee11 show11 u11der the Department of Public Enterprises as 
consolidated paras. 

• GAit (India) limited i11 respect of para no. 13.6.J 
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Report No. 9 of 2009-10 

IO. Heav Industries (54/2) 2 9.4 1 

11. Housing and Urban Poverty 0.00 
Alleviation {2/12 

12. Mines {4/12 _ 44.18 

13. Petroleum and Natural Ga'i {2 1 /72 12 2122.49 8 - --
14. Power (35/3) 3 29.90 ., 

~ -
15. 2 47. 11 Public Enterprises (1/2) 

-~----

16. Rai I W_!!}'S 14/2 3 43.96 - ---
17. Road Tran~ort and Highwa)'.S (2/1) 2 7.45 2 

18. Shpping (9/ 1) 17.82 
-~-- -

19. SteeJ ( 15/3 5 137.39 J 

20. Textiles ( 18/1 2.26 

Total (254/52 80 5618.99 48 -

4. The audit observations included in this Report arc broadly or the following nature : 

•!• Non- compliance with ru les. dirccti\'cs. procedures, terms and condi tion<; of the 
contract etc. involving Rs. 1847.71 crore in twenty eighc paras. 

•!• Non-safeguardi ng of fi nancial interests or organisation involving R" I "56 85 
crorc in thirty paras. 

•!• Defecti ve/deficient planning involving Rs. 177.81 crore in nine para'>. 

•!• Lack of faimes<;, tran'iparcncy and competitiveness 111 opcratmn., im olv111g 
Rs. l 634.7 1 crore in fou r paras. 

•!• Inadequate/deficient monitoring involving Rs.1 47 crore in six paras. 

•!• Non-reali sation/partial realisation of objecti ves in volving Rs.7.80 crorc 1n one 
para. 

•!• Rs.47 .11 crore were recovered at the instance of Aud it in one para. 

•!• Corrections/rectifications at the instance of \ ud1t in one para. 

1 All the PSU.\ are under the Department of Public Enterprise.\. 
1 Five PS Us covered i11 tile para are 1101 appearing i11 the respective Millistry/Departme11t. 

xii 



Report No. 9of2009-10 

II Highlights of the significant paras included in the Report are given below: 

1. STCL Limited, a company dealing in spices, entered a new business of trading in 
iron ore and metal scrap in 2004-05. The company undertook third country export of 
metal scrap with the help of Business Associates (Future Metal Private Limited and 
Future Exim (India) Private Limited). In this export. both the buyers and sellers were 
located overseas. Under the arrangement, the Company was to issue Letters of Credit 
(LCs) in favour of overseas sellers and release shipping documents to buyers on receiving 
remittances from them. 

The Company failed to safeguard its financial interests as it did not insist on back- to­
back LC from buyers. The Company did not appoint its own agenc) for pre-shipment 
inspection. The sellers exploited these weak linkages and dispatched inferior material 
(including sand and tyres) instead of proper metal scrap. The sellers recei\ed their 
payments as the Company had issued LCs in their fa\ our. As the buyers did not pay in 
f ult. the Company ultimately suffered a lose., of Rs.1167.48 crore. main I) during 2008-09. 

(Para no. 4.3. I) 

2. Oil and Natural Gas Corporation Limited had been valuing the condensate 
produced from its own Bassein gas field al gac., price. The Company was also Jointly 
operating the Tapti gas field as a joint venture with Reliance Industries Limited and 
British Gas Exploration and Production India Limited as per the Production Sharing 
Contract (PSC) executed in December 1994. The condensate produced from the JV gas 
field was retained by the Company in return of gas. Ministry of Petroleum and Natural 
Gas (MOPNG) had directed in May 1998 that condensate is to be treated ac., gas. A study 
conducted by Engineers India limited in February 2005 at the instance of MOPNG also 
concluded (March 2005) that condensate obtained from Tapti field could be treated as 
gas. Jn deviation of (i) the Company's own practice of valuing the condensate produced 
from gas field at gas price, (ii) directive of MOPNG and the study conducted by ElL. the 
Company treated the condensate produced from the Tapti gas field at crude oil price. This 
resulted in loss of Rs.853.09 crore (till March 2009) to the Com pan; . Considering the 
average price paid for condensate (i.e. US$69.56 per barrel), loss lo the Company over 
the remaining period of the contract is estimated at Re.,. I 091.58 crore. 

(Para 110. 13.5.1) 

3. Oil and Natural Gas Corporation Limited had assigned the operation and 
maintenance of its owned offshore vessels (OSVs) to two private contractors. Due lo 
failure of the Company to oversee compliance with the statutory require~ncnls by the 
operation and maintenance contractors for the operations of offshore supply vessels 
(OSVs), I of the 31 owned OSVc.; capsized during operation in July 2007. Following this. 
the Director General of Shipping reviewed the remaining 30 OSVs and ob.,ervcd that the 
OSVs were being operated without valid statutory certificates and, therefore, withdrew 
(July 2007) the Document of Compliance of the contractors. Subsequently defects were 
revealed in the remaining OSVc.,. As a result, a number of OSVs remained under repairs 
and dry docking after July 2007. As of May 2009. only 19 of the 30 OSVs were in 
operation. Short supply of the OSVs resulted in idling of 27 chartered and owned rigs for 
a total of I, I 61 days from July 2007 to May 2009 and con.,equcnt expenditure or 
Rs.576.29 crore on idling of rigs. 

(Para 110. 13.5.2) 
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4. · Food Corporation of India (FCI) procures rice through levy and custom milling 
for the Central pool. During storage rice loses weight due to loss of moisLUre. The 
Government of India issued instructions (April 1980) that FCJ should prescribe by 30 
September 1980, the limits of storage loss on account of loss in weight and deterioration 
of stock. No norms for storage loss have been fixed by FCJ till date and the storage loss 
was being accounted for on actual basis as the difference between the receipt weight and 
the issue weight. Storage loss account in Punjab region revealed that the average storage 
loss in rice during the period 2003-04 to 2007-08 was 1.02 per cent whereas in Haryana 
region where climatic condition was similar, the average storage loss in rice was 
observed at 0.33 per cent only. Thus, when compared to Haryana region, Punjab region 
incurred excess storage loss of 3.23 lakh MT valuing Rs.450.65 crore during the period 
2003-04 to 2007-08. 

(Para 110. 6.1.2) 

5. Indian Oil Corporation Limited (JOCL), a company dealing in petroleum 
products, planned the capacity expansion of its Barauni Refinery to six Million Metric 
Ton per Annum (MMTPA). This involved processing of one MMPTA high sulphur 
imported crude and five MMPTA low sulphur imported crude. Elimination of generation 
of Light Diesel Oil (LOO), a low value product, was also a part of project which was 
commissioned in December 2002. 

The Company, however, could not achieve the above objectives as it diverted 3.7 lakh 
MT High Speed Diesel (HSD) components for generation of LOO instead of production 
of HSD, a high value product, during the period from 2003-04 to 2007-08. Further, the 
refinery also could not process the desired quantity of High Sulphur crude due to 
metallurgical constraints of major equipment restricting the actual processing of HS 
crude lower than the design by 8. 12 lakh MT during the above period. Thus, the 
Company suffered loss of Rs.212.71 crore by diverting high value product components 
for generation of low value product (LOO) and also it could not process cheaper high 
sulphur crude due to the constraints in its processing unit resulting in additional 
expenditure of Rs.180.32 crore on account of costly Low Sulphur crude instead of 
cheaper High Sulphur crude. 

(Para no. 13.4./) 

6. Section 292 (3) of the Indian Companies Act, 1956 stipulates that delegation of 
powers to any committee of the company to invest surplus funds should specify the total 
amount up to which the funds may be invested by such committee. Neyvcli Lignite 
Corporation Limited while delegating powers to the Committee of General managers to 
recommend investment of surplus funds in commercial bank(s) up to one-year did not 
specify the total amount up to which the committee could invest. Tamil Nadu and 
Kaniataka State Electricity Boards prematurely redeemed (March 2007) power bonds 
amounting to Rs.1480.87 crore and the Committee, without apprising the Board of 
Directors of this unexpected receipt, invested (March 2007) this money in short term 
deposit with four banks. On maturity these funds were re-invested in short term deposits 
in February 2008 and in February 2009 without carrying out any commercial appreciation 
of the opportunities available for long term investments. Thus, the Company lost an 
opportunity to earn additional revenue of Rs.89.17 crore on the funds received from the 
State Electricity Boards by investing the surplus funds in short tenTI deposit. 

(Para no. 3.6.2) 
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7. Coal produced at Chitra mines of Eastern Coalfields Limited was mainly sold to 
Thermal Power Stations of NTPC Limited. In order to ensure supply of coal in required 
sizes and quality, the stones/ shales and extraneous material contained in the coal were 
picked out before crushing the same below 200 mm size. These activities were 
outsourced during 2004-05 to 2007-08. The Company adopted derived method (based on 
volumetric measurement) to check en-route shortage. This method involved human error 
as it gave approximate figures. Despite the fact that the local Company staff regularly 
reported pilferage of coal en-route between dump yard and railway siding to the local 
police, cost of negligible shortage of 542.19 tonne, i.e., Rs.0.11 crore was recovered from 
contractors' bills. The Thermal Power Stations deducted Rs.65.17 crore for grade 
slippage of coal (supply of stones/ shales etc.). The contractors were not made 
responsible for the amount deducted by the customers for grade slippage as well for 
supply of oversized stone. 

(Para no. 3.4.1) 

8. The Coal Preparation Plant (CPP) in Piparwar Area of Central Coalfields Limited 
receives raw coal for washing mainly from lower and upper Dakra seam of Piparwar 
Area. The washed coal of the CPP is supplied to Power Houses. The price of the washed 
coal supplied to Power Houses other than NTPC is unilaterally fixed by the Company 
taking into account the various input cost components viz. raw coal price, power tariff, 
diesel rate, All India/ Wholesale Price Index and other related factors . The price so fixed 
is subject to mid term revision if there is any change in the cost components. 

The coal of upper Dakra seam of Piparwar Area was declared as E grade in 2001-02 and 
the CPP started using both E grade and F grade coal from upper and lower Dakra seam 
respectively from 2002-03 onwards. However, while fixing the price of washed coal , the 
Company considered the raw coal price of cheaper F grade coal only, for the total 
quantity of coal fed to the CPP instead of considering the raw coal prices of both E and F 
grade in proportion to their quantity fed. It was seen that during 2004-05 to 2008-09, the 
ratio of E and F grade coal used in the CPP ranged between 27:73 and 49:51 and there 
was short realisation of revenue varying between Rs.40.50 to Rs.84.50 per tonne during 
the above period for washed coal supplied to Power Houses. This resulted in under 
realisation of revenue to the tune of Rs.67.83 crore for 11.02 million tonne of wac;hed 
coal sold to Power Houses. 

(Para no. 3.2.1) 

9. Bharat Sanchar Nigam Limited as one of the largest telecom operators has clear 
rules for the disconnection of telecom facilities in case of non payment by the 
subscribers. In 15 Secondary Switching Areas under Bihar, Madhya Pradesh, 
Maharashtra and Rajasthan telecom circles of the Company, the telephone/circuit 
connections of subscribers and STD PCO operators were not disconnected in spite of 
non-payment of bills even after the due dates. This resulted in accumulation and non­
recovery of revenue of Rs.16.09 crore out of which only Rs.0.86 crore could be 
realised/adjusted by the Company. 

(Para no. 5.1.2) 

10. Bharat Gold Mines Limited was referred to BIFR in 1992 as its net worth was 
fully eroded. The Company was closed in March 2001. The closure was upheld 
(September 2003) by the High Court of Karnataka with the recommendation to consider 
transfer/conveyance of the quarters/houses allotted to the employees at concessional rate. 

xv 
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The Company's inept handling of its estate after the closure of its production activities 
resulted in {i) unauthorised encroachment of 502.48 acres of land (valued a l Rs.26.27 
crore), (ii) of the 4410 quarters allotted to ex-employees, 433 1 allottces were irregular in 
payment of rent resulting in an overdue amount of Rs.4.93 crore from defaulters, anc.J (i ii) 
the transfer of the quarters/houses on the basis of plinth area excluding courtyarc.J/vacant 
land of the building instead of sital area resu lted in loss of Rs. 11 .26 crorc in respect of 
2829 houses handed over to ex-employees. 

(Para 110. 12.1.1) 

11. Container Corporation of India Limited, a company dealing in transportation of 
containers and logistics business, entered a new business of purchase, storage and trading 
of the apples in 2006-07. Before entering into the new business the Company had 
identified some risk factors associated wi th the frui t trading business like lack of 
expertise, exposure of the business to demand risk, price risk, cost risk and crop failure 
risk. However, the Company did not mitigate these perceived risks before entering into 
this business and consequently suffered losses of Rs.30.37 crore during the period 2006-
07 to 2008-09. 

(Para 110. 16.1.1) 
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[ CHAPTER I: DEPARTMENT OF BIOTECHNOLOGY l 
Bharat Immunologicals and Biologicals Corporation Limited 

I. I I lftulrrutilisatio11 of l'lant and \lacltinl'rJ 

Inadequate planning and implementation of Oral Polio Vaccine project by the 
Bharat Immunologicals and Biologicals Corporation Limited resulted in continuous 
underutilisation of plant and machinery besides infructuous capital expenditure of 
Rs.7.80 crore. 

Bharat Immunologicals and Biologicals Corporation Limited (Company) wac., 
incorporated (March 1989) under Department of Biotechnology (DBT), Ministry of 
Science and Technology with the objective of indigenous production of Oral Polio 
Vaccine (OPV) for National Immunisation Programme under National Technology 
Mission on Immunisation and Research & Development of new vaccines. The project 
was envisaged as an integrated project including formulation and blending (Phase-I) a<.; 
well as indigenous production (Phase-II) of OPV. As per Detailed Project Report (OPR), 
the estimated cost of the project was Rs.28.70 crore1

• The commercial production was to 
start from imported bulk vacc ine formulation (raw material) by way of blending and 
indigenous production of raw material was to be started concurrently. The production of 
OPV was to be switched over to indigenous production (raw materi al and OPV) 
completely based on domestic facil ity. Production from imported bulk vaccine 
formulation and indigenous production was to be commenced from 1990-91 and 1991-92 
respectively, which was revised (Ju ly 1992) to 1993-94 and 1994-95. 

The commercial production of OPV through imported bulk formu lation started in 1995-
96, after a delay of six years. The production capacity was I 00 mill ion doses for 
indigenously produced OPV and 600 mi ll ion doses2

, if OPV is produced through 
blending of imported form ulation. Indigenous production (Phase-IT) could not take off 
due to the conditions imposed by Ministry of Environment and Forests that monkeys 
required for production and testing should not be procured from contractors and should 
only be procured from Central Drug Research Institute (CORI), Lucknow or the 
Company should have its own breeding house. CORI expressed its inabi lity to supply 
required number of monkeys and the Company had not planned for any breeding house in 
initial project proposal. Since indigenous production of OPV could not take off, the 
Company conti nued blending process of imported bulk vaccine formu lation to produce 
OPV. 

In October 2002, World Health Organisation (WHO) revised criteria for Vaccine 
Supplier Qualification (VSQ). This was to be completed by the end of 2005. To meet 
WHO requirement the Company started (June 2006) upgradation of its infrastructure and 
completed the same in August 2007. 

1 Revised to Rs.37.70 crore in July 1992 
1 From 2002-03 and it was 480 million doses f rom 1999-2000 to 2001-02 
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It was noticed in audit that:-

• The utilisation of the blending capaci ty had been declining since 2000-0 I. It fell 
to nil in 2006-07 and thereafter ranged between a meager two and three per cent 
as could be seen from the following chart: -

Utilisation of installed capacity 
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• The Company made an investment of Rs.44.33 crorc (Gross Va lue of a-;<.,el\) in 
plant, machinery and other assets up to 3 1 March 2009 in both the pha1,es 
including an expenditure of Rs. 1.59 crore on construction of monkeys and animal 
houses in Phase-II, which was unfruitful , as Phase-II or the project could not 
begin. 

• The up-gradation I modification of plant in line with the WHO requi rement could 
onl y be completed in August 2007, after a delay or more than two years or 
deadline of 2005. Meanwhile, WHO removed OPV from it!-> priority list or 
vaccines resulting in entire capital expendi ture of Rs.6.2 1 crorc on up-gradation 
of plant becoming infructuous. 

• The Company wa unable to get adequate supply orders from Ministry of llca lth 
and Family Welfare (MOHFW) even after fulfi lling requirements or WHO and 
the Indian Drugs and Cosmetics /\ct, 1940 as could be seen from the following 
chart showing the total quantity of OPV purchased by the MOT IFW and share of 
the Company which was declining from 2004-05:-

2 
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Market Share of the Company 
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• The Company also failed to take timely action to diversify its product portfolio 
despite knowing the facts in March, 2000 that production of OPV was not viable 
because Polio virus was expected to be eradicated completely in next few years. 
Diversification of product portfolio was done after a delay of eight years in 2008, 
when it started producing di spcr1,i hlr /inc tahlets. 

In n~1,po11sc, the ~11111str) stated (~cptc111hc1 )()()1)1 the lollo\\ ing: 

• The Phase-IT activity of bulk procll1ction of OPV could not be started because or 
condition. imposed by Minic;try of Environment & Forests regard ing procurement 
of monkeys for production and test ing. 

• At the time of establishment of the Company. there were no private OPV 
manufacturers . Subsequentl y, private OPV manufacturers entered the market and 
started competi ng with the Company. runher, due to mandatory tendering 
procedure laid down by Government of India. the supply orders for full capacit> 
of the Company could not be obtai ned from MOHFW. 

• To increase the viability and profitability of the Company and to impose technical 
and professional competence, the DBT was considering transfer of Management 
lo I ILL Lifecare Limited which was another Public Sector Undertaking (PSU) 
under the admin istrative control of MO! IFW. 

Rcpl} nl the \lin1str~ is not com 111c111g 1n \ ic\\ nl the follow1np,: 

• There was lack of foresight on the part of the Company as we ll as Mini \ tr) "" 
basic issues like a\'ailahil ity or required number or monkeys and other animal., lor 
testing and development of bulk raw materi al for indigenou"i production and 
restriction. if any, from any other Mini 'ltry \i,,·cre not addressed properly in DPR, 
which not only resulted in abandonment of Phase-II, i.e., indigenous production 
of OPV but also non-achievement of the basic objective, for which the Company 
was incorporated. 

3 
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• The OPV blending capacity of 480/600 million doses remained underutilised 
since inception of the Company. Besides delay in fulfilling WHO requirement. 
entire expenditure of Rs.6.21 crore incurred on this account became infructuous in 
view of the fact that WHO removed OPV from its priority list of vaccines in 
January 2007. 

• The private players had entered the market in 1992-93 when the Company started 
producing OPV and to say that as a result of their entry supply orders for full 
capacity could not be obtained signifies that the Company was not able to produce 
OPV profitably even after so many years, and consequently, remained an 
inefficient producer of OPV. Also, diversification of product portfo lio should 
have been done much earlier than the 8 years taken by the Company. 

Thus, first due to lack of proper planning anti implementation llf the project for 
production or OPV. next tluc to delay in fulfilling \VHO n:quircmcnh and later. inahtl11~ 
to procure adequate suppl~ order" and lack of di\ cr-,1ficat1on of produLl portfolio. ,·1 kd 
the plant to remain under-utili..,ed since mccpllon. This resulted in inefficient capi tal 
investment of Rs.44.33 erore, of which Rs.7.80 crore was infructuous expenditure on 
construction of monkey houses (Rs.1.59 crore) and up-gradation/modification of plants 
(Rs.6.2 1 crore). 

4 
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CHAPTER II: MINISTRY OF CIVIL AVIATION l 
Airline Allied Services Limited 

2.1 . I l on 011 accoullt of1un·mc11I t~f'idle lemt• n•11t 

A voidable expenditure of Rs.2.50 crore on payment of lease rent before l 
commencement of commercial operation of the leased aircraft. 

~~~~~~~~~~~~~~~~-

Airline Allied Services Limited (Company) tak.es aircraft on lease for its operations. The 
Company entered into a lease ag reement (March 2007) for leasing of ATR-42-320 
aircraft and Canadian Regional Jct aircraft (CRJ) during September to December 2007. 
As per the lease agreements signed with di ffe rent lessors, the lease rent was to be paid 
with effect from the date of deli very of the aircraft irrespecti ve of the date of 
commencement of commercial operations. 

The Company received the delivery of three ATR leased aircraft in September 2007 (VT­
ABE), November 2007 (VT-ABF) and December 2007 (VT-ABO) at monthly lease rent 
of US$63 ,500 (Rs.25 ,42,540)• per aircraft. The Company al so received the deli very of 
three CRJ aircraft in October 2007 (VT-RJB), January 2008 (VT-RJC) and Jul y 2008 
(VT-RJE) a t monthly lease rent of US$ I 86, 125 (Rs.74,52,445), US$175,000 
(Rs.69,40,500) and US$ l 75,000 (Rs.7,505,750) respecti vely. The total time taken by the 
Company for each aircraft, from its date of delivery to the date of commencement of 
commercial operation, is given below. 

Time taken in commencement of Commercial operation 

SI. Aircraft Date of Date of Date of Time taken in Delay in 
No. delivery/ arrival of commence- commencement commence-

acceptance Aircraft in ment of of commercial ment of 
of Aircraft India commercial operation from operations* 

operation receipt of 
aircraft in Jndia 
(Days) 

(I ) (2) (3) (4) (5)= (4)-(3) (6)= (5)- 10 
days 

I. ABEJ333 07.09.2007 10.09.2007 20.09.2007 10 -- -2. ABF/35 1 I 6. 11 .2007 18.11.2007 01.12.2007 13 1 -
3. AB0/406 14. 12.2007 17.12.2007 12.02.2008 57 47 
4. RJB/ 10217 

--e-
31. 10.2007 01.11.2007 17. 12.2007 46 36 -5. RJC/10052 14.01.2008 18.01.2008 22.02.2008 35 25 

6. RJE/10029 2-l.07.2008 26.07.2008 -30.08.2008 35 25 
Total 136 --

*Ten days taken by Aircraft ABE-J33 to commence the co111111erc1al operation has been taken a~ bcnchmarl; for other 
aircraft 

' Foreign Exchange rates taken are for (i) three ATR Aircraft and CRJ-VT RJB, US$= Rs.40.04 
(ai•eraged October 2007 to December 2007), (ii) CRJ -VT-RJC US$= Rs.39.66 (January 2008) and (iii) 
CRJ-\!T-RJE US$= Rs.42.89 (August 2008). 

5 
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Audit observed (May 2008) that: 

• The Company had paid lease rent amounting to Rs.2.50 crore for lhe id le period 
of 136 days without earning any revenue. 

• The delay in commencement of commercial flights was mainly clue to delay in 
completion of exterior/logo painting of ai rcraft and li very change etc. , which 
should have been planned to be completed within 10 days. 

The Management stated (April 2009) thal: 

• The pain ting work of other five aircraft was delayed due to non-availability of 
paint with Air India stores and there were procedural delays in ordering the paints. 

• The Company was first airline to induct CRJ aircraft in India and facilities like 
Stores, Tools & Spares, Quali ty Control and Expatriate Engineers were 
individually required to be approved by Director General of Civil Aviation 
(DGCA), which could be done after arri val of first aircraft. 

• These aircraft were leased from third parties and guidance/support was required 
from the manufacturers. 

The reply of the Management is not convincing as: 

• The Company has been in active airline business since 1996 with leased aircraft 
and is expected to be aware of the forma li ties required to be carried out in case of 
leased aircraft. The reply of the Management only confirms their deficiency in 
planning. 

• Even in case of CRJ ai rcraft, the Company should have made all the arrangcmcn1 s 
as per DGCA regulations before taking deli very of the aircraft. 

• There was no delay with regard to Certificate of Airworthiness from DGC/\ . 

Thus, the Company incurred avoidable expenditure of Rs.2.50 crore on paymcn1 of lease 
rent before commencement of commercial operations of the aircraft due to not taking 
appropriate action. 

Therefore, the Management should make all necessary arrangements hcforc taking the 
delivery of the aircraft lo amid the payment ol lease rent for idle period. 

The matter was reported to the Ministry in July 2009; their r~ply was awaited (November 
2009). 

Airports Authority of India 

2.2.1 Loss of revenue due to delay i11 fi11alisatio11 of ad~1ertiseme11t contracts 

Failure of the Authority to finalise exclusive advertisemc.rt" contracts at- various I 
airports within the stipulated period resulted in re_y~nuc loss of Rs.5.3~ cro!c. j 

Airports Authority of India (Authority) appoints agencies for licensing indoor and 
outdoor adve1tisement si tes at international and domestic airports, under its control , fo r 

6 
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an agreed fee. Jn terms of the prov1s1ons. contained in Commercial Manual of the 
Authority, the process of awarding a con tract for granting rights of advertisement is to be 
completed wi thin a maximum of 108 clays from the date of publication of Notice lnvit111g 
Tender (NIT). 

fn January 2004. the Authority invi ted tenders for licensing ri ghts of adverti semen t in it1., 
16 domestic and four international airport s. Only one techni call y acceptable bid from 
TDl International India Limited (TD[) was received. The Authority in its Board mee1ing 
held in April 2004 decided to re-invite tenders as special cons iderations would arise in 
view of privatisation/restructuring of Delhi and Mumbai international airports. The 
Authority also approved time to time cx lcn..,ion'i of the existing contracts and also 
awarded si te specific contracts for smaller periods at then existing lower rat es of licence 
fee. 

In persuasion of Board of Director' decision. fresh IT was publi shed in June 2004. In 
the meanwhile. the TOI filed a writ petition in Delhi H igh Court, which was dismissed by 
the High Court in October 200-t. On the dismissal of the petition, the TO I riled an appeal 
in the Supreme Court in November 200.+ The Supreme Court initially granted 'Staltts 

Quo', but vacated the same on 29 ovcmkr, 2006 and directed Authority, on the basis of 
undertaking given by it before the Court, to complete the whole process of awarding the 
fresh contracts for advertisement for remaining 18 airports by 28 February 2007. 

The Commercial Advisory Board (CAB) of the Authority decided (November 2006) to 
invite fresh tenders for advertisement rights individually for each airport. I lowever. due 
to delay in completion of variou<, acti vities in vo lved i n award of contracts, the CAB 
decided to shift the date for finali sation of tender 10 3 1 March 2007 against 28 Fcbn1ary 
2007 fixed by the apex Court. 

Audit obscn cd that: 

• In respect of eight airports. the delay of 88 to 218 days occurred, beyond 28 
February 2007, in final isation of the fresh contracts. 

• The delay was mainly due to unreasonable excess time taken by the 
Regions/Headquarters offi ce in processing of the tenders and final isation of the 
contracts. 

• The delay was also attributable to incorrect fi xati on of Minimum Reserve J ,icencc 
Fee. 

• Due to delay in finafi<;ation of fresh contracts for advertisement right1.,, the 
Authority has incurred a revenue loss of R1.,.5.39 crore due to charging of liccnc:c 
fee al lower than prevailing market rate-.. 

The Mini'>Lr) rcnhcd (September 200lJJ that : 

• The Commercial Manual of the Authority provides I 08 days 10 complete the 
bidding process from the date of publicati on of N CT till the evaluation of financial 
bid/ decision for award and not from the pre tendering formalities to award. 

7 
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• The Manual provides additional 15 days for completion of all the formalities hy 
the successful tenderer from the date of award and the apex court did not give any 
directions regarding the time frame for awarding of fresh contracts. 

• It was also mentioned that in respect of Pune Airport the delay was attributable to 
court petition fil ed by one of the tenderers and final ly contract could be awarded 
on 3 J July 2007. 

The reply of the Ministry is not acL·cptahle as: 

• The terms of the directives of the Supreme Court to complete the enti re bidding 
process by 28 February 2007 were ba ed on the undertaking given by the 
Authority in the Court. 

• The loss worked out in Audit is up to the date of award excluding 15 days allowed 
for completion of all fom1alities after issue of award letter. 

• In respect of Pune airport case, the High Court did not grant the stay, yet the 
financial bids were opened on 20 June 2007. Finally, t'le Court di sposed off the 
case on 2 1June2007. 

The Authority did not taJ..e appropriate steps to finalise fresh contr.tL'I'> concurrent ''1th 
the expiry the existing contracts. The i\uthori t) cou Id not even adhcrL to ti me '>ChL'du IL 
given by it to the Supreme Corn t. Non adherence to this time schedule resu lted in revenue 
loss of Rs.5.39 crore due to charging of licence fee at lower than market rate. 

2.2.2 Loss due to non-availing of Custom Duty concession 

Airports Authority of India incurred a loss of Rs.4.27 crore on import of Airfield 
Fire Fighting and Rescue Vehicles due to non-availment of customs concession 
under E ort Promotion of Ca ital Goods scheme. 

Airports Authori ty of India (Authority) decided (October 2006) to import 15 Airfield 
Fire Fighting and Rescue Vehicles (AFFRVs) for three airports' and one fi re traini ng 
centre

2
. These AFFRYs were being imported to replace the exist ing Airfield Crash Fire 

Tender (ACFr). It was observed that: 

• The Airfield Crash Fire Tenders were exempt from customs duty under Served 
From India Scheme (SFTS). This exemption of customs duty on vehicles was 
discontinued vide Government of India (GOI) notification of May 2006. 

• Export Promotion of Capital Goods (EPCG) Scheme was available since August 
2004 for import of capital goods. 

• As per para No. 5.1 of this scheme, import of capital goods for pre-production, 
production and post-production was allowed at five per cent customs duty 
subject to an export obligation3

. 

1 Airports namely Kolkata, Che1111ai and Thir11va11anthapuram 
2 Fire Training Centre at /GI Airport, New Delhi 
~ Equivalent to eight times of duty saved 0 11 capital goods imported under EPCG scheme to be fulfilled in 

eight years reckoned from authorisation issue date. 
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• As per Para 5.4 (i) of the scheme the export obligation '>hal l be fu l ri llcd h) 
ex port o f goods manufactured/serv ices rendered by the applicant. 

The first two consignments of '>ix /\FFRVS arri ved in Mumhai in 1ay and Jilly 2007. 
The Authority filed documents with custom s department for duty exemptions under 
SFIS w hich were rejected by the customs authoriti es as it w as not al lowable on vehicle-. 
as per the GOT notification o f May 2006. The consignments were c leared after pay ment 
of customs duty of Rs.5.05 crore. 

Authorit y changed the course of act ion for c learance of remain ing nine AFFRVs and 
dec ided (August 2007) to avail customs duty conce-;sion under EPCG Scheme. The 
Authority obtained (March 2008) authori sation under EPCG Scheme concessional du ty 
from Director General of Foreign Trade (J)GFf) . The EPCG Scheme wa1., u-;ed for the 
clearance of remaining nine AFFRVs (April 2008). As against the cu-;toms duty of 
Rs.7.28 crore, the Authority paid concessional duty of Rs. 1. 14 crorc on l) under FPCC 
Scheme and thereby saved Rs.6. 14 crorc. 

A udit observed (J.1nuary 2009) th.it si nce the exemption o f customs duty on the import 

of vehicles was not ava ilable under SFTS scheme from May 2006 the A uthority cou ld 

have opted for the import of fi rst two consignments of these vehicles under FPCG 
scheme avai lable during that time in order to ava il duty exemption. 

• B y not doing so, the Authority had paid Rs.5.05 crore as customs duty on import 
of first two consignments of /\ FFRVs. !lad the authority in itially approached the 
customs department for duty exemption/concess ion under EPCG scheme it 
would have pa id Rs.0.78 crore as duty and saved Rs.4.27 crore on import of rir<;t 
two consignments also. 

The Ministry 111 its repl) 1.,trtcd (Ju l; 0 009J th,H due Lo divergent views of two 

Government Departments i.e., Revenue and Commerce and urgent operational 
requirement, the Authority was forced to make full payment of the customs duty. 

T he reply of th1.. ~l inis try is not con\ incing as: 

• The Authority was getting the benefi t or exemption of duty on import of /\C'Fr 
under SFIS earl ier. It is the duty of the procurement agency to get thcmsclvc1., 
acquainted wi th the appl icability of duties anci ava i lahi l i ty of exemption or 
concessional schemes o f GO! on import or capi tal i tems to safeguard its fi nancial 
i ntercst. 

T he Authorit) shoul<l have first obtained the cl,1rilication on import or AFFRVs under 

SJ.JS and if this \\as not allo\1,.abk. then at least the Authority should hm e applied for 
import under FPCG scheme or concessional dut) (fi\e per cent) \\ell hcfore the custom 
clearance of the ~oods in Ma) 2007 so that tt could have saved customs dut; amounting 
to Rs.4.27 cron: . 

C) 
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2.2.3 Wasteful expenditure on constrllction of ill planned infrastructure facilities 

The Airports Authority of India incurred wasteful expenditure of Rs.3.24 crore on 
construction of civil and electrical works in spite of being aware that Begumpet 
airport would cease for all civil aviation operations in 2008. 

The Begumpet Airport at Hyderabad had nine parking bays for aircraft. Out of these nine 
parking bays, only four had aerobridges connected through a corridor. The Begumpet 
Airport proposed (November 2003) for a fifth aerobridge at domestic terminal to 
facilitate the rise in passengers traffic/aircraft. Accordingly, the security hold area on the 
ground floor of the domestic terminal building was proposed to be extended on western 
side of domestic terminal building to connect with an additional aerobridge to cater Lo the 
services of additional aircraft/passenger . The scope of work was approved in August 
2004 by the Airports Authority of India (Authority) and the work was awarded in 
November 2005 with scheduled completion period of five months, i.e., Apri l 2006. 
However, the construction work was completed in January 2007 at a cost of R .3.24 
crore. 

Audit observed (March 2009) that: 

• The Authority was well aware at the time of entering into (December 2004) 
concession agreement with the Ministry of Civil Aviation that Begumpet airport 
would be closed for all civil aviation operations with effect from March 2008 
consequent upon the commissioning of the Rajiv Gandhi International Airport at 
Shamshabad, Hyderabad. 

• As against this fact, the Authority proceeded with award of contract in November 
2005 for civil and electrical work by spending Rs.3.24 crore for installation of 
aero bridge. 

The Ministry stated (December 2009) that: 

• The construction of the additional aerobridge at domestic terminal was planned to 
meet the unprecedented traffic growth. Number of passengers had increased from 
28.5 lakh in 2004-05 to 57.4 lakh in 2006-07 registering a growth of I 02 per cent 
and the need was justified. 

• The requirement of aerobridge for Begumpet airport was linked to procurement of 
40 aerobridges required for other airports. Due to technical reasons, the 
procurement of aerobridge for Begumpet was shelved. The constructed area was 
put to public use and the area earmarked for fixed finger, which constituted only 
six per cent of the total area, was officially used for stores. 

The reply of the Ministry is not acceptable because: 

• The Authority was well aware in December 2004 that existing airport would cease 
for all civil operations on commissioning of the Rajiv Gandhi International 
Airport at Shamshabad. 

• The Authority contested that one more aerobridge was required to handle the 
unprecedented traffic growth in 2007. However, traffic was managed with the 
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then existing commutation facilities at the airport without procurement and 
installation of the aerobridge . 

The Authority, after award of construction work in November 2005, limited 
themselves to the civil and electrical works and not included the need for 
procurement of aerobridge for Begumpet airport while planning for procurement 
of 40 aerobridges for other airports. 

• The Authority's contention regarding its utilisation is also not convincing as the 
facility was created for installation of aerobridge and not for utilisation as stores. 

Thus, injudicious decision of the Authority to create infrastructure facility for installation 
of the aerobridge resulted in wasteful expenditure Rs.3.24 crore. 

National Aviation Company of India Limited 

2.3.1 Avoidable interest benefit to customer airlines 

Failure to raise invoices in time for the ground handling services rendered to the 
customer airlines and non levy of penal interest for the delay in receipt of payment 
as per contractual provisions resulted in avoidable loss of interest of Rs.9.83 crore. 

National Aviation Company of India Limited (Company) provided ground handling 
services to other airlines at different airports in India as per the Ground Handling 
Agreements (GHAs) entered into with them. As per the terms of the GHAs, the Company 
was to send the invo ices for the services rendered on monthly basis and the customer 
airlines were to settle the invoices within credit period of 30 days from the date of invoice 
as per terms of the GHAs. 

It was observed in Audit (August 2008) that during April 2005 to May 2009: 

• There were delays in raising invoices on six customer airlines"' which ranged 
between 5 to 181 days, considering 10 days from the end of the month as a 
reasonable period for raising invoices. 

• Even after the invoices were raised by the Company belatedly, the customer 
airlines did not make the payments within the credit period of 30 days. The delay 
in settlement of invoices after considering the 30 days credit period ranged from 5 
to 1325 days. 

• Of the six GHAs, the Company had incorporated a clause in two GHAs on ly for 
charging of penal interest for delayed payment beyond the credit period. 

• The Company did not charge any penal interest for the delayed payments on the 
basis of either the specific provisions of the GHAs or canons of sound financial 
propriety. 

"'Air Arabia, Deccan Aviation, Egypt Air, Go Air, Kingfisher Airlines and Paramount Airways. 
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The loss of interest due to delay in raising invoices and delay in receipt of payments 1 

from the six customer airlines during April 2005 to May 2009 worked out to Rs.9.81 
crore2

. 

The Management in reply stated (June 2009) that: 

• In order to minimise delay for payment, a system of regular fo llow up by its 
finance department was done which did not yield resu lts. Hence. a clause for 
charging penal interest was entered into the agreements. The Company had also 
started putti ng some customer airlines on cash basis. 

• Due to practical and procedural delays, it wa not possible to raise invoices within 
a period of I 0 days (as considered by audit). but general ly it takes not less than 10 
days from the end of the month to raise the invoice. 

• The delay i n signing the agreement with some customer airlines and dispute for 
security charges caused delay in billing. 

• The isolated cases of delayed payment and bi ll ing pointed out by aurlit may he 
v iewed from the commercia l point of view and loss of interest due to delayed 
payment was a part or the ground handling business deals. 

The reply of the Management is not convincing on account of the fo llowing: 

• The clause of penal interest was not included in all the contracts. Further, in cases 
where the clause was included, the Company fai led to invoke the same as no 
penal interest was recovered. 

• The period of not less than 30 days contemplated by the Management for raising 
invoices was not reasonable. The ground handling agencies who handle the 
Company 's nights at foreign stations rai se the invoices on the Company wi rhin 
seven to ten days from the closure of the bi lling cycle. 

• The action of placing customer airlines on cash basis was also delayed by the 
Company. 

• The cases point out failure of the Company to adopt a commercial approach by 
timely raising the invoices and reali sation of dues from cu.., tomer airline" for 
protecting its financial interest when the Company itself had been availing or 
working capital loans and was paying substantial interest on such loans. 

Thus, due to weak internal controls, there was a fai lure in the system of raising il1\ oicc" 
on time and collection of dues. Consequently, the financial interest of the Company c.;011ld 
not be safeguarded resulting in an avoidable loss of interest of Rs.9.83 crorc and an 
undue benefit to the customer ai rl ines. 

1 At the interest rate.I' provided in GI//\ for two airlines whiff' @18 per re11t penal i11terP.1·t rate for other 
four airlines. 

2 Due to delay in raising invoices-Rs.1.36 crore and delay in receipt of payments-Rs.8.47 f'l"ore 
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The matter was reported to the Minislry in June 2009: thei r reply was awa ited ( O\ ember 
2009). 

2.3.2 11 voidable expenditure 011 payme11t of late fee 

!Failure to ensure effective coordina tion among various departments fo r timel~ 
dispatch of unserviceable components resulted in avoidable payment of Rs.8.35 
crore during July 2006 to J anuary 2009. _ 

National Aviation Company of India Lirnited (Company) entered ( 16 May 2006) into a 
Component Support Agreement (CSA) with United Airlines (lJA) for spares support for 
its dry leased1 

8777-200 ER aircraft. /\'i per the CS/\, UJ\ wa" to provide e\chanµc 
services2 for the componems of 8777 aircraft operated by the Company. 

The Company was liable to pa) an exchange acces-; fee for each component exchan_t!cd al 
the rate of six per cent of the Current I .isl Price (('LP) in US Dollar .... ubjccl rn a rn1n1rnurn 

of US$250. The Company wa'i also 10 deli,e r at its own expenq~ and ri'i~. all 
unsen.iceable components removed from 8777 aircraft to the San Franci1.,1.:o repair fat:ilil) 
of UA within 10 days of rece ipt of a serviceable componenl. In the event or delay. a late 
fee 1 was to be paid by the Company. 

Audit ohsencd (June 2008) that there were delays in the return or unserviceable 
components ranging from 3 to 322 days with an a\'erage delay of 6'.' clays cluri11~1 Ju l: 
2006 lo January 2009. The CSA was terminated in January 20()<) hy which time 
expenditure amounting to Rs.8.35 crorc 1 was incurred towards pa) mcnt or late kc to l r I\ 
by the Company for delays in the return or un..;en iceahle componenh clue to incfl'ectl\ c 
i nlra-departmental coordination. 

The Management in rep!) st.1tccl (.June 2009) that · 

• The Component Exchange Program with ll/\ wherein the Company had to hear 
the repair cost of the failed components hcsides the return of the 11nservit:cahlc 
components within ten days \\as the hc<.,l option a\·ailahlc taking into acrnunt th <' 
costs and other term..;. 

• Several agencies were involved in move ment or the un 'icn iccahlc co111po1H'n l'> 
which led to delays and the follow -up wa-, con<;tra ined on account or the prc1,c111 
IT system which required rnodcrnisation. 

1 
Dry lease- a type of lease i11 wlticlt the aircraft i.1· taken 011 lease without tlt e operational crl'11' and cahi11 
crew. Tlte 111ai11te11a11ce, i11rnra11ce. etc., of lite aircraft i\ to be undertaken by tltl' Co111p<1111· wltil'lt takr1 
aircraft 011 leme. 

1 
Tlte term co111po11e11t exchange .1errice.\ rrfl'rv to serrirrs with respert to R777 aircraft 1·0111po11r1111 
operated by Buy<'I", wltic/1 arr rn11111w11 to U11ited '.1 ro111po11e11t1·. upon Ruyer\ order a11d l '11 it1•d'\ 
acceptance. Buyer will order serl'ices by i.1·rning if\ 11a11dard purclw.1·e order from till"' to ti1111• ll'hich 

1 
shall be rnbject to the tenm and co11ditio111 of lhl' 1\gree111e11t. 
Fur delay upto 18 days a11d 30 day1, a late fel' of 1.5 per cent and /ll'IJ per cent re.1p1•clfrl'ly 1~( tlt1• 
111a1111facturer 's (LI' 

•
1 

2006-07 (July 06 to l'vfarclt 07)-Ri·.3.0./ crore; 1007-08-1(1 . ./.72 crore; a11d 2008-09- NsJJ.59 crort' 
(April 08 to Ja11 09) 
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The reply of the Management is not convincing on account of the following: 

• After having selected the best available option taking into account the cost and 
other terms, the Management fai led to safeguard the financ ial interest of the 
Company by ensuring the timely dispatch of the unserviceable components within 
the time limit stipulated in the CSA. 

• Even with the existing IT constraints, which the Management was aware of at the 
time of entering into the CSA, the requi site co-ordination amongst various 
departments was inadequate. 

Thus, fai lure of the Company to ensure e ffective intra-departmental co-ordinati on resulted 
in avoidable payment of Rs.8.35 crore towards late fee for the dispatch of unserviceable 

components. 

The matter was reported to the Ministry in July 2009; thei r reply was awaited (November 

2009). 

2.3.3 Failure to revise contribution towards Contributory Medical Benefits Scheme 

Failure to revise contribution towards the Contributory Medical Benefits Scheme, 
despite recommendations of various Committees, resulted in under recovery of 
contribution of Rs.7.28 crore during April 2006 to March 2009. 

National Aviation Company of India Limited ' (Company) through a scheme known as 
Contributory Medical Benefit Scheme (CMBS) extends medical fac ilities to the 
dependent family members of its employees. The rate of contribution

2 
was Rs.13 per 

month per employee since 1994. The Company consti tuted (March 2002) a Committee to 
examine the possibility of obtaining medical insurance policies with a view to curtail the 
medical expenditure. The Committee stressed (October 2002) the need for rev ision in the 
contribution rate per employee. However, no further action was taken on the report of 

the Committee. 

The Company constituted (July 2004) another Committee to review the proposals of the 
earlier Committee. The Committee proposed (October 2004) increasing the existing 
amount of contribution from Rs. 13 per month to a percentage (0.55 per cent to one per 
cent) of the basic pay per beneficiary including the employee and suggested 
implementing its proposal during the negotiations of the next charter of demands. 
Meanwhile, the Medical Services Department of the Company proposed (February 2005) 
a revision in the rate of contribution towards CMBS to Rs.50 per month per beneficiary 
to generate more revenue in order to reduce the increased cost of medical treatment since 
the benefi t ceiling had been increased from Rs.8000 to Rs. 12000 per beneficiary in 1994 
without any increase in the contribution. In response to audit observation (November 
2005), the Company discussed (August 2006) the issue with Air India Employees Gui ld 
(AIEG) which accepted that the recovery should be a percentage of the basic pay. 

It was observed in Audit (December 2008) that: 

1 Erstwhile Air India LJmited 
2 The rate of contribution was irrespective of mtmber off amily members. 

14 



Report No. 9 of2009-10 

• The Company had signed nine agreements wi th various employees' unions for 
upward revision of the pay and allowances of employees from January 2005 till 
June 2008 but could not effect an upward revision in the contribution under 
CMBS. 

• The expenditure incurred on CMBS was Rs.46.82 crore1
, against thi s the 

contribution recovered from employees was only Rs. J .87 crorc2 during the period 
2006-07 to 2008-09. 

There was under-recovery of contribution under CMBS of Rs.7.28 crore.l during the 
period April 2006 to March 2009. 

The Management in reply stated (June 2009) that the issue of increase in the contribution 
under CMBS was taken up in various forums in the Management and with the employees 
unions. It was also discussed during negotiations of the Charter of Demands. Further, the 
unions/ Associations/Gui lds had demanded that the benefit ceiling per beneficiary be 
enhanced. However, even after protracted discussions, a consensus could not be reached 
and neither the benefits nor the contribution was increased. 

The reply of the Management is not convincing on account of the following: 

• The instructions of Ministry of Civi l Aviation (August 2004) to ful ly protect the 
interest of the organisation during wage negotiations with the Unions were not 
complied with. 

• The Company failed to include the matter regarding increase in the CMBS 
contribution at the time of negoti ations for wage revision. 

• The Company had been availing of working capital loan for its day to day 
operations carrying a high rate of interest. The gap in the total amount recovered 
through CMBS contribution and the actual amount spent for providing medical 
faci lities to employees f urthcr burdened the already strained resources of the 
Company. 

Thus, fai lure of the Management to increase the employees' contribution under CMBS 
despite the recommendations of its own Committees resulted in under-recovery of 
Rs.7.28 crore during the period April 2006 to March 2009. 

The matter was reported to the Ministry in July 2008; their reply was awaited (November 
2009). 

2.3.4 Wasteful expenditure on rent due to non-utilisation of leased premises 

Failure to surrender leased premises without usage for seven years resulted in a 
wasteful expenditure of Rs.3.05 crore lo\'rards lease rent. 

1 
The expenditure of Rs.46.82 crore pertains to erstwhile Air India Limited 

1 
Recovery of CMBS Co11tributio11 from employees 

.1 Based 011 lowest percentage i11crease of 0.55 per cent 0 11 the lowest grade of pay a11d al/owa11ces for 
Ge11eral Cadre of Officers (i.e. grade 25 with mi11im11111 basic pay of Rs.8550) 
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NaLional Aviation Company of India L imiLed (Company) occupied 444.80 square metres 
of the premises owned by The New India Assurance Company Limited (NJJ\CL) in 
Mumbai on monthly tenancy bas is since 1960. NIA CL intimated (February 200 I) its 
intenLion to terminate the tenancy and asked the Company to vacate the premises. The 
Company after obtaining permi ss ion from Secretary, Ministry of Civi l Aviation 
expressed (October 200 I ) its willingness to hand over the premises. The user clepartment

1 

of the Company vacated the premises in ovember 200 I but did not surrender it and 
claimed a compensation of Rs.six lakh rrom IJ\CL towards the fittings and rixt lln.:..; 
provided by the Company in the premises. NI /\CL issued (November 2004) a notice 
under Public Premises (Eviction of unauthorised occupants) /\ct. 1971 for unauthorised 
occupation and ev icti on of the prem ises besides demanding damages for the un;111thori-,ccl 
possession of the premises. The Company referred (2005) the matter to Cabinet 
Committee on Disputes (CCOD). 

The CCOD observed (M arch 2006) that the premises were not used by the Company and 
approached Central Public Work . Department (CPWD) for fixing the rent to be paid by 
the Company keeping in view the market rent of the area. CPWD assessed the rcvi<;cd 
rent at Rs.3,56,210 per month. Accordingly, the Company paid Rs.2.9 1 crore~ towards 
arrears of rent from November 200 I to September 2008 and thereafter setlled an amount 
of Rs.O. l 4 crore for the remaining period (October 2008 to January 2009). 

It was observed in Audi t that: 

• The Company had not used the premises for 86 months (November 200 I to 
December 2008) and also did not surrender the same. 

• The Company had to pay rent at the revised rate of Rs.3,56,2 10 per month w.c.f .. 
November 200 I without using the premises. 

• Despite permission (October 200 l ) from Ministry of Ci vi I Aviation to surrender 
the premises, the Company did not surrender it. 

• The Board approved the surrender (December 2008) of the premises in a routine 
manner but neither directed that responsibility be f ixect for the infructuous 
expendi ture nor did the Board instruct the Management to put in place an 
effective monitoring system in order to prevent such occurrences in future. 

This resulted in wasteful expenditure of Rs.3.05 crore towards lease rent by the 

Company. 

Whi le confirming the facts the Management stated (June 2009) that : 

Fresh plans for utilisation of the premises in the year 2004 were worked out and the issue 
of reoccupation of the premises was in continuous consideration at relevant times. 
However, NIACL initiated eviction proceedings on the grounds of requirement of space 

1 Commercial Department 
1 This excludes an amount of Rs.0.05 crore paid towards rent at the old rate for tire period from 

November 2001 to March 2007. 
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for self utilisation and the matter was referred to CCOD in 2005. The fina l deci-;ion to 
surrender the premises was taken by the Board in December 2008. 

The rcpl) of th1: l\lanagcmcnt is not l!lll\ i11c111g on .ILL'Olllll or the lolkm ing. 

• No action was taken by the Company to uti lise the premises after vacating it in 
November 2001. 

• The Company had not surrendered the premises even after the direction of CCOD 
in February 2008 to settle the issue with NIACL. 

• Tt was only after the matter was pointed out by audit (September 2008) that the 
Company proposed (December 2008) to the Board to expedite a decision in the 
matter and the premises were fina lly surrendered in January 2009. 

Thus, the lackadaisical approach of the Company in surrendering the premises which 
were not utilised for seven years since November 2001 resulted in a wasteful expenditure 
of Rs.3.05 crore towards lease rent. 

The matter was reported to the Ministry in June 2009; their reply was awaited (November 
2009). 
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[ CllAPl'ER W: MINISTRY OF COAL J 
Bharat Coking Coal Limit.ed 

3.1.1 Loss of revenue due to delayed implementation of revival scheme of Blwjudih 
Coal Washery 

Deshaling Plant commissioned at a cost of Rs.6.54 crore for feeding dirt free coal to 
the main washers was non-operational. Batac Jig, HM Bath and Process Control 
System malfunction caused migration of washed coal to middling. This impaired the 
improvement of quality of middling to qualify the same for sell as Power Clean Coal 
(PCC). The company sustained a loss of Rs.51.82 crore during 2007-08 to 2008-09. 
Renovation jobs of these portions of plants of Bhojudih Coal Washery were not 
completed even after a lapse of four years. 

Bhojudih Washery was set up in 1962 for washi ng of raw coal to produce washed coal 
(ash content between 18.5 and 20.9 per cent ) for supply to steel plants and al o to 
produce middling (ash content between 37 and 40 per cent) for supply to Power Houses. 
The washing section of the WasherY. consisted of mainly one 300 TPH1 Batac Jig and one 
250 TPH HM2 Shallow Bath (main washers of the plant). Subsequently, one Deshaling 
Plant was commissioned in March 1997 at a cost of Rs.6.54 crore for elimination of 
distinct dirt and shale materials from the raw coal before feeding to the main washers. 
Operation of the Deshaling plant was completely stopped by washery management since 
October 1999. 

Audit observed (March 2000) that the ash content of middling had improved (between 32 
and 35 per cent) during 1997-1998 when the Deshaling Plant was in regular operation 
and emphasised on operation of the plant regularly for quality improvement and 
obtaining better value. The Management agreed (June 2003 and September 2003) that ash 
content of middling would come down to the level of 33-35 per cent from the then 
existing level of 37-40 per cent by operation of the Deshaling Plant. This would qualify 
the product to sell under product name 'Power Clean Coal (PCC) wi th average ash 
content within 34 per cent' . Since sale price of PCC was much higher than the sale price 
of middl ing, there was scope to earn more revenue. Audit not~ced (February 2006) that 
despite agreement of the Management for operation of the Deshaling Plant, parts were 
removed from the Deshaling Plant (between June 2001 and November 2005) and utilised 
in the Main Plant. This cannibalisation left the Deshaling Plant unusable. 

The disabled Deshaling Plant could not feed clean raw coal to Batac Jig and HM Bath. 
The Batac Jig, HM bath, Process Control System were also malfunctioning for years. 
These weaknesses resulted in migration of washed coal to middling which on an average 
ranged between 5.8 per cent and 8.4 per cent during the last four years ending 31 March 
2009. 

1 Tonne per hour 
1 Heavy Media 
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The Management finall y decided (November 2005) to renovate all these portions of plant 
within a span of 10 to 15 months at a total cost of Rs.1.86 crore1 to ensure feeding of dirt 
free coal to washers and to arrest the migration of costlier clean coal to cheaper middling. 

The renovation work was not completed even after four years and the loss due to 
migration of washed coal to middling was Rs.48.26 crore during the period from 2007-08 
to 2008-09. Besides, the Company had also sustained a loss of revenue of Rs.3.56 crore 
for selling middling in place of PCC during the same period. 

The Management accepted (July 2009) the observations and stated that the proposal for 
renovation of Deshaling Plant had been freshly initiated and the renovation of Process 
Control System was also under active consideration. Loss due to migration could be 
minimised after successful implementation of the revival scheme. Steps had already been 
taken for implementation of the renovation schemes of Bhojudih Washery. 

The fact remains that the Management failed repeatedly (June 2007 and September 2008) 
in their assurances to audit to complete renovation. E\cn after a lapse of four years stnCL 

the apprO\al of the revnal -.cheme (NO\emhe 2(1()5). the Deshaling Plant is still idle and 
no fresh action has been initiated despite misplacing of the concerned ti les twice (April 
2006 and January 2008). Being a loss making company it cannot afford recurring revenue 
losses year after year due to inaction on appro-. ed renovation projects. 

Thus, due to non-implementation of the renovation jobs of Bhojudih washery, the 
Company had to sustain a loss of Rs.51 .82 crore during 2007-08 and 2008-09 along with 
idle investment of Rs.6.54 crore on Deshaling Plant. The Compan) should immediately 
implemenc the renovatlon JOb ot Bhojud1h \.\ 1S 1er~ to reduce the recurring losses. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 

Central Coalfields Limited 

3.2.1 Loss of revellue due to incorrect fixatioll of washed coal price 

Failure of the Company to fix correctly the washed coal price of Piparwar Coal 
Preparation Plant of Central Coalfields Limited resulted in a loss of revenue to the 
tune of Rs.67.83 crore on value of washed coal sold to power houses other than 
NTPC Limited during the period from 2004-05 to 2008-09. 

The Coal Preparation Plant (CPP) in Piparwar Area of Central Coalfields Limited 
(Company) receives raw coal for washing mainly from lower and upper Dakra seam of 
Piparwar Area. The washed coal of the CPP is supplied to power houses. The price of the 
washed coal supplied to power houses2 is unilaterally fixed by the Company, taking into 
account the various input cost components viz., raw coal price, power tariff, diesel rate, 
All India Consumer Price Index, Wholesale Price f ndcx and other related factors. The 
price so fixed was subject to mid term revision. if there was any change in the cost 
components. 

1 Deshaling Plant (Rs.72.40 Lakh), Batac Jig (Rs.70.30 /akh), HM Bath (Rs. 17. 9./ lakh) and Process 
Control System (Rs.25.59 Lakh) 

1 Power houses other than NTPC Limited 
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Audit noticed that from 2001-02 onwards, the coal of upper Dakra seam of the Piparwar 
Area was declared as E grade and the CPP started using both E grade and F grade 1 coal 
from upper and lower Dakra seam respectively from 2002-03 onwards. However, while 
fixing the price of washed coal, the Company considered the raw coal price of cheaper F 
grade coal only for the total quantity of coal fed to the CPP instead of considering the raw 
coal prices of both E and F grade in proportion to their quantity fed. It was seen that 
during 2004-05 to 2008-09, the ratio of E and F grade coal used in the CPP ranged 
between 27:73 and 49:51 and there was short realisation of revenue varying be1wecn 
Rs.40.50 to Rs.84.50 per tonne during the above period for washed coal supplied to 
power houses. This resulted in under realisation of revenue to the tune of Rs.67.83 crorc 
for 11 .02 million tonne of washed coal sold to power houses. 

Wh ile confirming the facts regarding use of hoth F and F grade coal of different coal 
scams for washing, the Management stated (December 2008 and July 2009) that: 

• The Area Management was billing to power houses on the hasis of composite 
feed to the CPP which was coming as F grade coal having ash percentage in the 
range of 38 to 40. 

• The parameters considered for fixation of washed coal notified price were price of 
F grade coal , capacity utili sation at 85 per cent and yield at 74 per cent. 

• Due to feeding of E and F grade coal in ratio, the actual yield was 83.86 per cenl 
and 86.96 per cent for 2007-08 and 2008-09 respecti vely and thereby, the 
Company had additional gain in terms of yield percentage and earned additional 
revenue for every tonne of coal fed every year. 

• The Company had not incurred any loss considering the rate of F grade coal in 

determining the washed coal price. 

The contention of the Management is not con\ incing in view of the following:-

• In two other non-colcing coal washeries of the Company viz., Kargali and Giddi, 
where the ash percentage of composite feed was comparable2

, the Company 
followed the weighted average price of the composite feed in the ratio of blending 
of E and F grade coal. 

• While the improved yield percentage had led to improved revenue, the Company 
cou ld have earned further revenue of Rs.67.83 crorc had the price of r grade coal 
was also taken in to account on weighted average basis in line with the 
methodology adopted for the same for other washeries ol the Company. By not 
doing so, the Company failed to protect its financial interests. 

Thus, due to incorrect fixation of price of washed coal of Piparwar CPP, the Company 
suffered a loss of revenue of Rs.67.83 crore during 2004-05 to 2008-09. The Compan) 
should take immediate steps to remove defo.:1cncy 111 its price fi\Jtion. 

1 E grade F grade- Different qualities of coal. E grade is superior than F grade 
2 Ash percentage ranged between 36.3 to 42.5 and 42.0 to 46.4 for Kargali and Giddi respectively during 

2004-05 to 2007-08 
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The maller was reported to the Ministry in August 2009; their reply was awaited 
(November 2009). 

I Coal India Limited I 
3.3. l , \ roidable payment towards prm•i<lent ji11ul contribution 011 leave enca.\·hment 

Coal India Limited and its subsidiaries deposited the employers share of Rs.17.26 
crorc towards provident fund contribution on leave encashment with Coal Mines 
Provident Fund Authority, though the same was not permissible as per extant law. 
Practice was not stopped despite specific Order of Supreme Court of India in this 
regard in another Civil Case. 

As per Coal Mines Provident Fund (CMPF) Scheme framed under Coal Mines Provident 
Fund Act 1948, provident fund contribution was to be made on total cmolumcnls a<; 
covered under the definilion of " Basic W.igcs" under lhe Scheme. The definilion of 
"Basic Wages and Tolal Emolumenls" under CMPF Scheme was similar lo Lhal defined 
in EPF1 scheme and did not include leave er ca. hment. 

As per compendium of Coal India' s Service Rules 1998 (Volume-I), leave encashment 
benefils are not reckoned as salary for the purpose of Provident Fund (PF), Gratuity and 
Bonus etc. 

Audit noticed (December 2008) that Coal India Limited (Company) and its subsidiaries' 
had p<11J Rs.17 .?.6 crnre tcm trd-. pro\ rtknl funtl contribution (cmp oycr's share ) on IL t\L 
cnc:ashmu1l for the period -rom \nnl ?008 Lo \11-ch 1 009. This was done Lo comply 
wilh the direcli ves issued by CMPF Commissioner (August I 988) on Lhe ground that 
leave salary was subject to prov ident fund deduction . lnstruclion was also issued by the 
authority to modify the ex ic;;ting inslruclions/rules of the Company accordingly. 

The Supreme Court of India in a judgement ( 12 March 2008) concerning contribution to 
PF on lea\ c cncashmcnt in another EPF case held that cncashmcnt of leave did not attract 
PF contnbution. 

The Managemenl stated Uanuan and Jul\ 2009) that CMPF Commissioner \I.as a . . 
statutory authority on the subject of CM PF and the Company \\a-. undu· oblii>ation lo 
abide b~ the in'\lruclion of thL Ct\lf>f' .wthllntrc-. They paid PF contribution on leave 
cncashment on the basis of Lhe opinion of their legal departmcnl and under the premise 
that the term emoluments, basic wages etc., carried different meaning under the CMPF 
Act from Lhe EPF Act. 

The Management 's view is not acceptable on the ground that the definilions of "Basic 
Wages" under CMPF Act and EPF Act were the same and did not include leave 
cncashment. The Management had the scope to approach CMPF Commissioner for a 

1 Emplnyees Provident Fund 
1 

Eastem Coalfields Limited, Central Coalfields Umited, Bharat Coking Coal Umited, Maha11adi 
Coalfields Limited, Northern Coalfields Limited, Southeastern Coalfields Umited, Westem Coalfields 
Limited and Central Mine Pla1111i11g & 1Jesig11 Institute Limited 
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review of the order dated 3 1 August 1988 and also challenge the decision of CMPF 
authority under the court of law which they did not avail of. 

Hence, PF contribution on leave encashment was not in order as per the extant law. The 
Company should immediately challenge the CMPF Commiss ioner's orders in line \'. llh 
the judgement of the Supreme Court of India. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 

~astern Coalfields Limited 1 

3.4.1 Loss due to pilferage of coal in trallsit and slippage in quality of coal supplied 

Chitra Projects under Eastern Coalfields Limited failed to sell coal in required size 
and quality to the thermal power stations of NTPC Limited. The Company had to 
sustain loss of Rs.65.17 crore in the form of grade slippage (supply of stone/shales 
etc. along with coal) during last four years ending 31 March 2008 as the contractors 
engaged in breaking of coal, picking out stone/shales, transportation and loading of 
coal into wagons at siding failed to conduct proper supervision, control and stop 
pilferage. 

Coal produced at Chitra mines of Eastern Coalfields Limited (Company) was mainly sold 
to Thermal Power Stations (TPS) of NTPC Limited (NTPC). In order to ensure supply of 
coal in required sizes and quality, the stones/shales and extraneous material contained in 
the coal were picked out before crushing the same below 200 mm size. These activities 
were outsourced. The contractors were also entrusted with allied jobs, i.e., maintenance 
of weigh-bridge at the siding, closing of door of wagons and guarding of coal at the 
sidings during 2004-05 to 2007-08. The Company paid Rs.48.55 crore

1 
for despatch of 

41.14 lakh tonne of coal to the contractors. 

It was noticed by Audit (May 2006 and May 2009) that the Company adopted derived 
method2 to check enroute shortage. This method involves human error as it gives 
approximate figures. Despite the fact that the local staff regularly reported pilferage of 
coal en-route between dump yard and railway siding to the local police, cost of negligible 
shortage of 542.19 tonne, i.e., Rs.0. 11 crore was recovered from contractors' bills. The 
TPSs deducted Rs.65.17 crore for grade slippage of coal (supply of stones/shales etc.). 
The contractors were not made responsible for the amount deducted by the customers for 
grade slippage as well as for supply of oversized stone as per terms and conditions of the 
work orders. 

The Management stated (June 2006, March 2009 and May 2009) that: 

• As per terms of work orders, any shortage beyond permissible limit had to be 
borne by the contractors. The payment to the contractors was done after 

1 Picking charges (Rs.1.20 crore), crushi11g charges (Rs. 1.85 crore), allied jobs (Rs.5.68 crore) a11d 
transportation atid loading charges (Rs.39.82 crore) 

2 The method adopted by the Ma11ageme11t to calculate the e11route shortage by deducting the ope11i11g 
stock of coal as per volumetric measurement at tile siding from the sum of closing stock of coal at 
siding and weight as recorded in the railway receipt for dispatch of coal. 
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considering the quantity of coal transported, de patched (R/R weighment) and the 
stock available which was the most dependable and scientific procedure to assess 
the quantity shortage. 

• Install ation of another weighbridge was under process to cross check any shortage 
beyond permissible limit for which recovery at double the notified value of coal 
would be possible. 

• The Management admitted that security arrangement was bare minimum. 

The Ministry stated (October 2009' that· 

• In open cast mine (like Chitra) some extraneous material along with coal was 
inevitable and as such there was no provision in the Coal Supply Agreement for 
quality deduction. During peak hours due to accumulation of stocks. to avoid 
demurrage and to ensure steady supply. oversized coal was supplied which 
resulted in grade slippages. 

• However, quality deduction had been reduced from 15.87 per cent in 2004-05 to 
6.95 per cent in 2007-08. The Company was also in touch with the District 
Administration for stoppage of pilferage of coal. 

Replies of the Management/ Ministry arc not con\ incing since: 

• The Ministry had itself agreed that oversized coal was supplied leading to grade 
slippage. 

• Inadequate security arrangements resulted in pilferage of coal, the present system 
of weighment, despatch by the contractors lacked control, as the shortage of 
supply of clean coal enroute was compen ated with stones/ oils etc. 

• The improvement in quality in 2007-08 wa due to supply of better quality coal 
and not stopping of pilferage. 

• A loss making Company should have ensured better management control and 
security in the despatch of coal to maximize its revenue. 

Thus, the Company had su rained a loss of Rs.65.17 crore in the form of grade sl ippage 
between 2004-05 and 2007-08. The Company should take immediate skps to strengthen 
the system of c;ecunty, weighment and despatch of coal to curtail its mounting losses. 

Mahanadi Coalfields Limited 

3.5.1 Improper ft11alisatio11 of purchase orders 

A purchase order for procurement of conveyor belts at a value of Rs.5.15 crore was 
finalised and issued to a firm but the contract could not be finalised. The Company 
had to purchase the same material from alternate source at an additional cost of 
Rs.3.50 crore but it couJd not enforce the risk purchase clause in the absence of a 
valid contract. 
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Mahanadi Coalfields Limited (Company) issued a purchase order to Firm A 1 on 30 
December 2003 for Rs.5.15 crore for procurement of 26 sets of Conveyor Belts for 
reorganisation of underground transport and loading system for its Orient Arca mine. 
This was to ensure reduction of cost of production of coal by Rs.404 per tonne. The 
supplier was to submit a performance bank guarantee (Rs.5 1.36 lakh). 

Audit noticed in October 2004 and Apri l 2008 that: 

• Firm A requested the Company at repetitive intervals on 12 January 2004. 27 
January 2004 and 19 February 2004 to accept in lieu of performance guarantee, 
its Omnibus Bank Guarantee for Rs.50.00 lakh submitted to the holding company 
Coal India Limited for work in its ubsidiaries. 

• Firm A withdrew their offer on I 0 March 2004. 

• Despite requests of Firm A, the Company issued an amended purchase order only 
on 29 March 2004. 

• The Company ultimately cancelled the Order on 25 October 2004 and resorted to 
alternate procurement at the risk and cost of Firm A and finalised the order 
(January 2006) through Firm B2 and Firm C3 for procurement of the same at the 
total value of Rs.12.22 crore. Firm B and C had offered similar type of items to 
SECL 4 in June 2006 at a price which was Rs.3.57 crore less. Hence price fall 
clause within Coal India Limited subsidiaries was applicable. 

Delayed action by the Company to finalise the contract led to placing of order at an 
additional cost of Rs.3.50 crore5

. 

In response. the Management ~tated (Jul~ 2009) chat: 

• Firm A had accepted the NIT clauses and never indicated non acceptance or the 
order before unilateral withdrawal of the offer. 

• The Orissa High Court opined that there was no completed contract with Firm A. 

• Comparison of the value of the orders placed on alternate sources with that placed 
on the Firm A and conclusion drawn by audit on extra expenditure was incorrect. 

The Ministry while reiterating the views of the Management (July 2009) stated that: 

• Firm A had not indicated any deadline to the effect that amendment for coverage 
of Omnibus Bank Guarantee was to be issued. 

• There was a completed contract between the Company and Firm A. 

1 Vi.shwa Industrial Company Private Umited 
2 Bengal Tools Limited 
3 Hind11sta11 Udyog Umited 
4 South Eastern Coalfields Umi1ed 
5 Rs.12.22 crore- Rs.5.15 crore-Rs.3.57 crore 
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• The performance Bank Guarantee was required after placement of the order and 
not necessaril y before the finalisation of the order. 

Replies of the Management/Ministry are not convincing in view of the following: 

• There is a contradiction in the stand of the Ministry and Company regarding 
ex istence of a completed contract. 

• As per Supreme Court of India there was no va lid contract. 

• The Company failed to finalise the contract with Firm A in proper time. Since the 
difference between the Bank Guarantees was only Rs.1 .36 lakh, the Company 
could have taken a quick decision. 

• Absence of a valid contract led to non enforcement of the risk purchase clause. 

The particular Area produced 6.54 MT of coal during the period from 2004-05 to 2007-
08. It could not reap the benefit of cost saving of Rs.404 per tonne of coal since four of 
the belts were still to be installed (November 2009) after a delay of over 54 months. 

Thus, the Company had to bear additional expenditure of Rs.3.50 crore for improper 
finalisation of purchase orders and also could not reduce the cost of production. 

I Neyveli Lignite Corporation Limited I 

3.6.1 l..oss of revenue and non-recovery of tax on income 

Neyveli Lignite Corporation Limited was deprived of additional revenue of Rs.8.14 
crore due to non-adherence to price clause in sale of lignite. It also extended undue 
benefit to a private party to the extent of Rs.141.46 crore due to non-recovery of 
taxes on income from supply of lignite. 

Neyveli Lignite Corporation Limited (Company) entered (April 1998) into a fuel supply 
agreement (FSA) with ST-CMS Electric Company Limited (buyer), engaged in 
generation and supply of electricity lo Tamil Nadu State Electricity Board, for supply of 
li gnite up to a maximum of l.90 million metric tonne per annum (MMTPA). The FSA 
was valid for a period of 30 years from the date of commencement of supply and lignite 
was to be charged at the pooled price* subject to a minimum amount as prescribed in 
Schedule IX of FSA. Such minimum price worked out to Rs . I 050.47 per metric tonne 
(excluding royalty) from I April 2002. 

The tariff for supply of electricity to State Electricity Boards (SEBs) consists of two 
elements viz., fixed and variable charges. Variable charges i.e. , pooled price include Fuel 
Price Adjustment (FPA) charges calculated on monthly basis for the variation in either 
the gross calorific value of the primary/secondary fuel actually received and burnt or the 
actual landed cost incurred for procurement of primary/secondary fuel and could be 
claimed/paid directly by the generating companies from/to the Electricity Boards. The 

• The annual weighted average price of lignite with respect tu stages I and II of Mines II, Mine IA and 
expansion and any other mine that may be developed in future at Neyveli and should be the same as 
applicable to the Electricity Boards of Southern Indian States. 
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Company commenced the lignite supplies to the buyer from Mine I from June 2002. 
After the Company developed Mine TA with three MMTPA capacity, supplies were made 
from this mine from September 2003. 

Audit scrutiny revealed that: 

• The monthly-poo led price of lignite including FPA element up to the year 2007-
08 was less than the minimum price of Rs. 1050.47 per MT. 

• The pooled price ranged between Rs. I 086.21 (August 2008) and Rs. I 130.36 
(December 2008) per MT during the year 2008-09 i.e., more than the minimum 
price. 

• However, the Company claimed its dues for supply of lignite only at Rs.1050.·17 
per MT instead of at poo ed price, leading to short claim of Rs.8.14 crnrc during 
April 2008 to March 2009. 

• Besides, the Company did not recover tax on income on the quantity of lignite 
supplied while such recovery was done from the SEBs as reimbursement of 
expenses. Income Tax recovery, thus , foregone amounted to Rs. I i I ..+6 crorc 
during 2005-06 to 2008-09. 

The Management stated (June 2009) as hdow: 

• There was no provision in the FSA for claiming FPA as it was a new development 
after introduction of Electricity Act, 2003 and the Central Electricity Regulatory 
Commission (CERC) Regu lations and hence embedding new concepts to the old 
agreement was not possible. 

• The Management further added that a" per the legal opinion ohtaincd. thnc "as 
no provision in the agreement to prefer the claim for reimbursement of ta\cs on 
income. and efforts were being made to alter the FSA for claiming both. 

The Ministry endorsed (September 2009) views of the Management. 

The contentions that there was no provision for claiming FPA is not acceptable as Article 
5.4 (a) of FSA provided for recovery for the lignite supplied to the buyer at the pooled 
price which is similar to the rate recovered from the SEBs of southern States from whom 
recoveries were made after FPA adjustments. Further, the Company and the buyer were 
aware of FPA adjustments as FSA (Schedule Vll) included March 1992 Gazette 
notification, which provided fo r such adju. tment in prices. After being pointed out in 
Audit, the Company has rai sed the demand for Rs.56.47 crore only fo r the period 2005-
06 to 2007-08. 
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Thus, non-compliance to FSA provisions in computati on of recovery price for lignite at 
par with the SEBs deprived the Company additional revenue of Rs.8. 14 crore and also 
resulted in extension of undue benefit of Rs. 141 A6 crore to the buyer. 

3.6.2 Irregular i11vestme11/ of.rnrplusfu11tl.\ 

Neyveli Lignite Corporation Limited did not comply with the provisions ofl 
Companies Act, 1956 in investmen t of funds. 

Section 292 of the Companies Act 1956 (Act) empowers the Board of Directors of a 
company Lo invest its funds by means of resolutions passed at Board meetings. Thi -. 
power can be delegated to any commitlee of Directors, the Managing Director, the 
Manager or any other Principal Officer suhjecr ro the provis ions in Section 292 (3) of the 
Act, which stipulates that such delegation should '>pecify the total amount up to which the 
funds may be invested and the nature of the investments which may be made by the 
delegate. Investment policy guidel ines of Department of Publ ic Enterprises, Government 
of India, inter alia. stipulated that a Public Sector U ndertaki ng cou ld. depenrling upon it<; 
fund requirements and with Board's approval. imest surplus funds in term deposi ts up to 
three years in any scheduled commercial hank having paid up capital of at least Rs. I 00 
crore. 

Neyvel i Lignite Corporation Limited (Company) delegated (December 2000) powers to 
the Committee of General Managers (Committee) to recommend investment of funds in 
commercial bank(s) up to one-year w i thout speci fy ing the total amount up to which the 
Committee could invest. 

Audit scrut111y revealed that: 

• Tamil Nadu and K arnataka State Electrici ty Boards prematurely redeemed power 
bonds amounting to Rs.1480.87 crore that were actually repayable in hal r yearly 
installments up to 20 16. The Committee invested (31 March 2007), the 
unexpected receipt of Rs. l..+80.87 crorc together with other surp lus funds of 
Rs. 19. 13 crore, Rs.1500 crore in short term deposits (STDs) with four banks for 
334 days at interest ranging from 10.77 to 11.68 per cenr per annum. 

• The Company re-invested (February 2008) the principal amount on maturity 
together w ith additional surplus funds of Rs. I 00 crore (total Rs. 1600 crore) for 
one year w ith three banks at interest rates ranging from 10.1 2 to I 0.78 per cent 
per annum. 

• The Company again invested Rs. 1600 crore in February 2009 in STDs with 
various banks at intere'it rates ranging from 5.5 to 7.5 per cent per annum. 

• T he unexpected receipt of a large sum was kept rolling in shm1 term deposits for 
three years w ithout carrying out any commercial appreciation of the opportun ities 
a\'ailable for long term inve'itmcnts. 

The Manar cmcnt stated (June 2009) that: 

• The Board's direct ion for regulating the rna\.imum deposit'' ith a parti cular hank 
was the ce iling up to '' hich the in\'cstmcnt decisions could be 1akcn hy the 
Committee. 

--- -- -
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• They further added that if the surplus funds were placed for a three year period 
and the deposits were closed prematurely, in case of need for ongoing/up coming 
projects, the banks would charge penal interest at one per cent resulting in 
financial loss . 

The Ministry endorsed (September 2009) the views of the Management and added that as 
bank deposits are not classified as investments, contravention of the provisions of 
Companies Act does not arise. 

These contentions were not convincing for the following reasons: -

• The Board was not apprised of unexpected receipt of Rs. 1480.87 crore from two 
electricity boards on account of premature redemption of power bonds for seeking 
appropriate directions. 

• The Company projected urplus of more than Rs.2000 crore during the past four 
annual cash budgets. 

• The Company neither had a policy differentiating between short and long term 
investments nor did it institute adequate internal control mechani sm in this regard. 

• Further, placement of surplus funds by the Company in fixed deposits with banks 
constitutes investment for the purposes of Sec. 292 (1 ) (d) of the Act as per 
ICAl's1 opinion. 

• The fact that out of STDs of Rs .21,580 crore cumulatively matured between Apri l 
2006 and March 2009, Rs.17 ,397 crore were re-invested for further periods 
varying up to 365 days proved that these funds were available for long term 
investment. The Company' s decision to invest in STDs deprived it of higher 
returns. 

Thus, non-compliance with the Act regarding prescribing aggregate amount up to which 
the Committee could invest led to irregular investment of surplus funds in STDs and 
deprived the Company an opportunity of generating higher revenues by exploring the 
avenues for long term investment. Thus, the Company lost an opportunity to earn 
additional revenue of Rs.89.172 crore (approximately) on the funds received from the 
State Electricity Boards alone. 

I Northern Coalfields Limited I 
3. 7.1 A voidable payment of service tax 

Northern Coalfields Limited issued contracts for removal of overburden and paid 
service tax of Rs.16.95 crore on the cost of explosives though no service in the form 
of blasting was provided by the contractor. 

1 Expert Advisory Committee of The lnstitute of Chartered Accountants of India 
2 Interest that could have been earned 0 11 Rs.1500 crore had it been invested for three years i11 March 

2007 less actual interest earned 011 this amount for the same perio. 
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As per Section 67 of Service Tax Act as amended in Finance Act 2006, the cost of the 
service provided by the service provider would be taken into consideration for the 
purpose of computation of service tax. 

Audit noticed (December 2007 and May 2009) that Northern Coalfields Limited 
(Company) entered into contracts with different parties for hiring of equipment for 
removal of overburden at different open cast projects during the period from December 
2006 t0 March 2008. The Company took decision in April 2006 that explosives wou ld be 
supplied by the Company on chargeable basis. But the contract was issued including cost 
of explosives required for bla ting though they wou ld be supplied by the Company free 
of cost. Blasting job would also be done by the shot firer/blaster of the Company, being a 
statutory requirement. The Company had to pay service tax of Rs.16.95 crore ti ll March 
2009 on cost of explosives recovered from the contractor. 

The Management stated (February 2008) that service tax would have to be paid as per 
Service Tax Act even if explosives be supplied free of cost by the department becau e of 
amendment to Section 67 of the Service Tax Act w.e.f., 19 April 2006. 

The contention of the Company 1s not com incing in view of the fact that sen ice tax \\as 
payable on the cost of sen-ice provided by the service provider onl). In this case. the 
Company arranged explosives for itself and also performed the job of blasting to fulfill 
the statutory requirement. Hence, no service tax was payable to the contractors as per 
Ruic 2 (p) of CENVA T'" Credit Ruic 2004. 

The Company, ultimately admitting the audit observation, decided (~fay 2009) to exclude 
blasting from contract price to avoid payment of sen ice tax on explos1\·cs. 

Thu , the Company had to bear the burden of service tax of Rs.16. 95 crore ti 11 March 
2009 for erroneous inclusion of cost of explosives in the contract price. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 

• Central Value Added Tax 
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( CHAPTER IV: MINISTRY OF COMMERCE AND INDUSTRY J 

Export Credit Guarantee Corporation of India Limited 

4.1. I flladequate due diligence during settlement of a claim 

Madurai branch of ECGC settled an inadmissible claim for R .2.20 crorc, ignoring 1 
the lapses committed by the bank officials. 

Export Credit Guarantee Corporation of India (ECGC) issued a Whole Turnover Packing 
Credit Guarantee (WTPCG) to a consortium of banks led by Canara Bank in respect of 
the exporter, Vijaykumar Mills Limited. WTPCG provided cover to the bank in re peel 
of pre-shipment advances given by the bank for manufacture. purchase. processin!! and 
packing of goods to be exported out of India. WTPCG covered the risks of insolvcnc) of 
the exporter and protracted default by the exporter to pay the amounts due to the hank. In 
the event of the bank lodging a claim, WTPCG required the hank to rurn i'>h 'Stall 
Accountability Certificate' stati ng that there was no act of omission and commission on 
the part of any bank official. 

Canara Bank preferred a claim for Rs.2.44 crore which was admi1ted (March 2004) for 
Rs.2.20 crore subject to receiving 'Staff Accountability Certificate· from the bank before 
releasing the claim amount. Canara Bank submitted the said certificate in May 2005 but 
subsequentl y intimated in November 2005 that major penalty action was taken again'>L 
two senior officials for their lapses in respect of the account of Vijaykumar Mills 
Limited. 

Thus, it became clear in November 2005 that the bank had not exercised due and 
reasonable care in granting advances to Vijaykumar Mills Limited. Thercf ore. the claim 
of the bank was not admissible. In sp ite of knowing the developments, ECG(' relca-;cd 
Rs.2.20 crore later in February and March 2006, contending that the lapses pertained to 
the post shipment part of the account such as discounting or foreign bill-; without 
permission and hence had no bearing on the claim. 

Audit observed that the contention of ECGC was not proper as the duty of the hank 
doesn' t end with grant of pre-shipment advances. The bank was required Lo exercise due 
and reasonable care and monitor the account till the advances were fully rccmered. 
Further, the bank's investigation against the officials also indicated lapses in respect of 
packing credit relating to pre-shipment. 

Thus, inadequate due diligence by ECGC resulted in irregular settlement of claim for 
Rs.2.20 crore. As per clau e 5 of Part II of WTPCG, payment made on inadmissible 
claim is to be refunded to ECGC within 30 days with intere t. The FCGC should claim a 
refund with interest and ensure proper due di ligence in future Lo safeguard its linancial 
interests. 
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The matter was reported to the Ministry in July 2009; their reply wa awaited (November 
2009). 

MMTC Limited 

4.2. J Los.'i due to delay in disposal <~f Zinc 

Inordinate delay in disposal of Zinc not lifted by the buyer resulted in an avoidable l 
cash loss of Rs.2.14 crorc. _, 

The MMTC Limi ted (Company) imports non-ferrous metals against the booking made by 
domestic buyers and sells them to domestic buyers on High Sea Sale basis (I JSS) at an 
agreed trade margin. The Company is required to sign a HSS agreement with the buyer 
for the agreed quantity of metal. 

The Company offered (October and November 2006) to se ll 164--l 13 1Ts 1 of ·rrimar} 
Special High Grade Zinc' to M/s Shank1 Services Company (bu)er) and the buyer 
accepted to buy the entire quantity. The buyer paid Earnest Money Deposit (EMD) of 
Rs.28 lakh in this regard. Though the Company entered into HSS agreement with the 
buyer for the sale of 80.23.5 MT of Zinc from ovember 2006 shipment. it did not enter 
into any such agreement for the balance quantity (84. 178 MTs). As per agreement: 

• The buyer wou ld have to deposit the full value of the goods (exc luding EMO) 
within seven days from the date of intimation from the sellers or two days prior to 
expected time of arrival of the vessel. whichever is earlier. 

• If the buyer fails to pay the full value, other charges and the interest (if any) 
before arrival of the \ essel, the Company has the right to forf cit the EM D of the 
buyer and clear the goods from the Customs in its own name. Jn such an 
eventuality, the Company shall have the right to recover from the buyer all 
consequential damages. 

Audi l ob-;c1 \ ed ! \lm cm her 2008) th,11. 

• The Company imported 80.235 MT<; of Zinc in November 2006 and 84.178 Ml\ 
of Zinc in December 2006 at the rate of US$4.3 I 2 (Rs. l .92.1002) and US$3.86 I 
(Rs. 1.72,008) per MT respectively valuing Rs.2.98 crore. 

• The Company requested the buyer to make the full payment of Rs.1.06 crore 
inclusive of its trading margin. The buyer did not make the payment on due elate. 

• The Company, however, made the payment to the foreign supplier for import-. in 
December 2006 and Janual} 2007. 

• The buyer lifted 19.862 MT of Zinc in Janual} 2007 after remitting Rs.40 lakh. 

1 Metric to1111e 
~ Adopting rate per US$ as Rs.-1-1.55 

JI 
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• The buyer neither paid the balance amount due to the Company nor took delivery 
of the balance quantity of Zinc viz. 144.55 1 MTs ( 164.413 MT - 19 .862 MT). 

As the buyer did not lift the baJance quantity, the Company placed (Apri l 2007) the 
material in Custom bonded warehouse. The total expenditure incurred by the Company 
on these imports aggregated co Rs.4.06 crore1

• 

Despite the buyer's fai lure to comply with the provisions of the agreement terms, the 
Company did not take any timely action to dispose of the unlifted quantity and recover all 
consequential losses from the buyer. The Company disposed of the balance quantity in 
February 2009 for Rs. l.24 crore and suffered a loss of Rs.2.14 crore2 on thi s import. 

The Management stated (September 2009) that: 

• It did not dispose of Zinc immediately after the buyer defaulted in payment as the 
market reports suggested that Zinc prices might reach upto US$4,600 
(Rs.2,04,930) per MT due to deficit in supply and that before selling the unlifted 
quantity to alternate customers, it was neces ary to give proper notice to the 
original customer. 

• It had initiated legal action to recover its losses from the defaulting customer. 

The Ministry endorsed (October 2009) the above reply of the management. 

The replies are not convincing as: 

• The Zinc prices which declined to around US$3,000 (Rs.1,33,650) per MT in the 
first quarter of 2007, improved in the second quarter of 2007 and were ruling 
between US$4, 150 (Rs. l ,84,883) per MT (April 2007) and US$3,800 
(Rs.1,69,290) per MT (July 2007). Thereafter, it steadily declined and wa · 
around US$1,150 (Rs.5 1,233) per MT in February 2009 when the Company 
eventually disposed of the balance quantity. The objective of the Company in this 
case should have been to recover its money quickly rather than speculate on the 
future price movements. 

• The Company's contention about giving proper notice to the original customer is 
also not acceptable as he never responded to the pleas of the Company to lift the 
balance quantity and all the communications addressed to him were recumed 
undelivered. 

• Further, the Company would not be in a position to recover any amount from the 
buyer as the detective agency engaged by the Company reported (August 2008) 
that the whereabouts of the buyer were not known and that no such Company 
existed. 

Thus, inordinate delay in disposal of zinc resulted in an avoidable loss of Rs.2. 14 crore. 

1Cost Insurance and Freight (CIF)( value -Rs.2.98 crore, custom duty- Rs.0.57 crore, handli11g, 
detention charges etc.- Rs.0.46 crore and godow11 rent- Rs.0.05 crore. 

1 Rs.4.06 crore - Rs.28 /akll (EMD) - Rs.40 lakh (amount paid by the buyer) - Rs.J.24 crore (sales 

realisation). 
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STCL Limited 

4.3.l Failure to devise internal cont rols in entering and executing contracts with 
Business Associates 

The Company entered into new line of business activity of third country exports of 
metal scrap in 2004-05 without finalising operational guidelines and without 
protecting its financial interests against defaults by overseas buyers. System 
deficiencies in entering into contracts with the Business Associates and failure to I 
devise internal controls led to loss of Rs.1167.48 crore. 

~~~~~~~~~~ 

Spices Trading Corporation Limi ted, a wholl y owned subsidiary of State Trading 
Corporation of India Limited, whose core business was trading in whole range of spices, 
amended (Ju ly 2004) the objects clause in the Memorandum of Association to include 
trading in iron ore and other metal scrap including third country exports' and renamed a 
STCL Limited (Company). The metal scrap trade increased from Rs.4.10 crore (0.94 per 
cent) of the turnover of the Company in 200-l-05 to Rs.1414.862 crore (65.19 per cent) in 
2008-09. 

Third country export of metal scrap by the Company is done through an arrangement for 
purchase and sale of metal scrap on back lo back contract with overseas sellers and 
buyers identified by the Company's Business Assoc iates (BA)3 from 2005-06. The 
Company establishes Letters of credits (LCs) in favour of overseas seller for a period 
ranging from 90 to 120 days and upon receipt of remittances from overseas buyers, the 
original shipping documents are released lo RA by endorsing the same to overseas buyers 
for taking delivery of goods. The Company acted as a faci litator for third country exports. 

Audit noticed that there were system deficiencies and major irregularities in third country 
export activity as discussed hereunder: 

System Deficiencies: 

• While the Company established LC on the foreign sellers for the purchase of 
metal scrap, it accepted the olfrr of getting sales proceeds through ·swift 
payment ' from the overscns buyers \\ ithout insisting for hack-to-h,1ck I C. 
Reasons/compulsions for accepting such payment terms which were not in the 
financial interests of the Company were not on record. The Compan~ 's action of 
exposing itse lf for Rs.2525 crnrc (2008-09) for a meager margin of 1.26 per cent 
(Rs.32.13 crore} without insisting for I C from buyers was fraught \\ ith the risk of 
default, which finally resulted in de\ ol\'ement of 134 I.Cs c.Juring the period 
September '.2008 to January 200<) valuing Rs 1320 crorc4 c.Juc to non remittances 
by overseas buyer-.. 

• Clause C- 9 of contracts of sale provided for pre-shipment inspection by SGS 
(inspecting agency) or any certification agency approved by Directorate General 
of Foreign Trade (DGFT) of India, who will conduct the pre-shipment inspection 

1 
/11 third country exports goods are shipped fro m one foreign country to another without entering India 

1 excluding devolved LCs of Rs. 1208.48 crore 
J Future Metals Private Limited, Bangalore and Future Exim (India) Private Limited, Bangalore 
4 

i11cludi11g interest of Rs. 152.84 crore up to November 2009 
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about weight and quality at load port at seller's expense and at discharge port at 
the expense of the buyer. As the inspection agencies were appointed h) the 
overseas sellers, there wa<.. no control on the inspection agencies by the Company. 
The sellers loaded iron ~crap as against nickel/copper scrap mentioned in the 
contracts and in 146 pn:-inspection certificates did not indicate the contents 
clearly. Failure of the Company in insic;,ung on the clear indication of the contents 
amounted to deliberately ignoring the most important control on the quality/nature 
of the material transacted. As a result. the sellers succeeded in getting the 
payment of Rs.1208 crore 

Other major irregularities: 

1. Entering into the new business without due diligence 

• The Company neither conducted any market survey/SWOT1 analysis before 
getting into new line of business nor framed guidelines/procedures for selection of 
BA and for trading in metal scrap (domestic/third country). 

• Based on the proposal (28 March 2005) of Future Metals Private Limited (FMPL) 
to be BA, the contract for sale with BA was entered into by the Compan/ on the 
same day without even waiting for the approval of Managing Director (MD). 
Further, the approval was given (May 2005) without verification of the i..:rcdentials 
of FMPL, which was in<;,orporated only in July 2004. Similar was the inclusion 
(April 2007) of Future Ex im (India) Private Limi ted (FEIPL), a group company of 
FMPL, as another BA. 

• The contract with overseas seller3 was entered on 25 March 2005 e\.cn before its 
incorporation (April 2005) and even before the receipt of business proposal from 
the FMPL on 28 March 2005. 

2. Disregard to the Board's directions 

• Even though the Company amended (July 2004) the 'Object' clause in the 
Memorandum of Association for trading in iron ore and other metal scrap, the 
modalities of operation in respect of iron ore only was deliberated in the Board 
while approving the Revised Market Plan for the year 2004-05. Board's direction 
(July 2004), while approving the Company's proposal , to seek guidance from the 
holding company i.e., The State Trading Corporation of India Limited (STC) on 
the issue was also ignored. Board discussed the modalities of operation for third 
country export of other metal scrap only during July 2007. 

• Board while approving (July 2007) Business Plan for 2007-08 directed to conduct 
periodical risk analysis of buyers and sellers on continuous basis by utilizing the 
services of risk analysts viz., M/s. Dun & Bradstreet (D&B). The Company 
obtained (July 2008 to August 2009) D&B reports on overseas buyers/sellers and 

1 Strength, Weakness, Opportunities and Threat 
2 Signed by the Chief Marketing Manager of the Company 
3 Mis Al-Mustaqbal FZC., UAE 

34 



Report No. 9of2009-10 

FMPL only after the commencement of the metal scrap trade which indiLated 
inter al1a that the linL ot bus1nc..,.., 1 omc of the O\er ... c,1.., bu)crs/sclk1s ''·•s 
undetermined anJ that the overseas ~cllcr,Jhu)ers were a"soL·iates of' BA. 

3. Violation of Delegation of Powers 

• The MD of the Company did oot have any delegated power when the proposals 
(March 2005) from the BA for metal scrap trading was received and every 
transaction was required to be approved by the Chairman or the Board. 

• By virtue of its increased turnover (major share from scrap trade activities) the 
Company was elevated from Grade "D" to Grade "C" in June 2005 but still the 
MD did not have the delegated power on business transactions. It was only in 
January 2006, the Board approved the delegation of power (DOP) according to 
which for non-fund based back-to-back contracts, the Managing Committee 
comprising of MD can enter into contracts upto Rs.20 crore only beyond which 
the proposals were to be approved by one Director/Chairman/Board. DOP \\ '" 
silent .lbout the maximum extent to \\ hlLh the MD can commit the Compan) b) 
entering into such contracts within his c.lelegatec.l powers. It was observed that 
each of the contracts cnterec.l 1nto \\ ith the BA was kept under Rs.20 crorc !unit of 
the MD. The value of contract entered in a single day varied from Rs.30.71 crore 
to Rs.279.29 crore, which indicated misuse of delegation of powers. In 11 5 cases, 
LCs valued Rs.927.07 crorc were opened without prior approval of MD. 
However, MD ratified these subsequently. 

• As per the DOP of Chairman, STC, the total amount of financial assistance at any 
time to BA should not exceed Rs.75 crore. The actual credit availed on this count 
was Rs. I 770.13 crore (out of Rs.1785 crore approved by Board) in respect of the 
present BA transactions. The fixation of maximum exposure on BA was 
overlooked while framing the DOP in January 2006. 

4. Meek acceptance of terms prescribed by the BA 

• As the consignments never touched the Indian shores in the third country 
contracts, constant and close monitoring was necessary. However, in the absence 
of any internal procedure in place, the Company relied on the BA. The exposure 
gradually increased from a mere Rs.4. J 0 crore in the first year (2004-05) of their 
association to a whopping Rs.2525 crore (approximately) in the fourth year 
(2008-09). The failures of the Company to read the nexus between the BA and 
sellers/buyers were fully exploited by the BA. It \va'> evident f'rom \.mom. 
contracts cntereJ into \\Ith the B \ th 1t the said sel lers 1 and buycrs2 were the 
associates of the BA. 

1 
Asia Metal & Commodities Pte Ltd. Singapore, Al-Mustaqbal Metal FZC, Dubai, American Metal 
Ma11ageme11/ lnc., New Jersy, USA 

2 
SitzoAsia Pacific (H.K) Ltd., Hong Kong, Haoweilai Ji11s11 Limited, Hong Kong, Haoweilai Ji11s11 
(H.K.) Limited 
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• Even though the BA had proposed for mutually agreed service charges to the 
Company, no record of discussions as to the basis/adequacy of the margin of 1.75 
per cellt of the carnage and freight value of the contract accepted by the Company 
was available. 

• Back-to-back contracts with the BA stipulated an amount equivalent to 10 per 
cent (which was later amended to 5 per cent during 2007-08) as security deposit 
(SD)/margin money (MM) to be provided in the form of DD/cheques before 
opening of the LC. On review of contracts. it was observed in 56 cases. the SD 
was mentioned as l 0 percent but the Company actual I] collected only 5 percent 
and in 12 cases the percentage of SD to be collected was not indicated in the 
contract. Justification for reduction in percentage of MM /SD \\as not on record. 
Considering the fact that an amount of Rs.70.73 crore were adjusted against the 
principal and dues by banks, the collection or I 0 per cent MM would have 
reduced the Company's financ ial burden by Rs.70.73 crore. 

• The Company reduced its margin of profit from l .50 per cent to 1.266 per cent in 
November 2006 at the request of BA on the grounds of increase in volume of 
business transacted. However, such reduction was not specifically brought to the 
notice of the Board nor was any justification for reduction duly recorded. This 
has resulted in reduction in profit by Rs.7.77 crore during 2006-07 to 2008-09. 

• In I 0 cases, the goods were sold on forward sale basis based on the letter from 
BA to the Overseas Buyers without entering into formal agreement. 

5. Pre-shipment inspection 

• Clause C-7 (K) of agreement with Overseas Seller provided certificate to be 
issued by BA at load port for having inspected the goods for qualily and quantity, 
which were stu ffed in containers as certified by inspection agency. It was 
observed that the date of Bill of Lading (57 cases) and invoices (12 cases) which 
were referred by BA in inspection certificates were after the date of inspection 
certificate of BA. 

• After devolvement of LCs, when the Company sought to take possession of the 
consignments in Busan (South Korea)Nietnam, it was found (March 2009) on 
opening the five containers that the contents were iron scrap and not nickel or 
copper scrap. Subsequently, under court directions 583 containers were opened 
(June /November 2009) and contents of all were also found to be scrap iron. The 
value of all the consignments (885 containers) was estimated to fetch 
approximately US$4.58 mi llion (Rs.22 crore) as against US$249.57 million 
(Rs.1208 crore) paid by the Company. As per the Busan court direction, aJJ the 
588 containers were auctioned and the realisation towards this was adjusted 
towards the pending port dues and storage costs. The details of disposal of 
balance 297 containers were not known. 

• The contracts provided for deputing Company's team (as a buyer) for in pection 
while loading the commodity. The Company officials visited abroad during 
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September/October 2008 after the Company noticed the first defau lt of payment 
by overseas buyer. 

• In I 08 cases, the pre-inspection certificates were prior to the date of entering into 
contract with BA and overseas sellers and in 54 cases, the bills of lading were 
prior to the date of entering into contract, indicating that the contracts were a mere 
formality. 

6. Failure to encash in time cheques given as guarantee 

• Clause 5. 1.2 of back-to-back contract provided for furnishing corporate/personal 
guarantee together with post dated cheques (dated two days prior to the due dates 
of LC) for the contract value, to safeguard against breach of contractual 
obligations by the BA. The reasons for accepting cheques as security without 
verifying the financial credentials of the BA were not on record. The Company 
collected undated cheques in all 134 cases from BA. The first default started by 
17 September 2008 and by end of September 2008, it was Rs.1 75 crore. The 
Company not only failed to encash the cheques furnished b) BA but also opened 
24 more LCs for Rs.152.95 crore between 18 September and 3 October 2008. The 
Company presented all the cheques (valuing Rs.1056.28 crore) only in January 
2009 which were dishonoured as the BA had issued 'stop payment' instruction to 
bankers. 

7. Failure to learn from past back-to-back deals 

• Even as the Company aligned with present BAs (FMPL & FEPL) during 2005-06 
for metal scrap trade, the Company found (March/April 2005) in the LMS (Light 
Melting Steel Scrap) trade, with another BA, that the consignment supposed to be 
of LMS actually turned out to be sand and used tyres. The consignment was 
certified by the nominated inspection agency from whom the Company finally 
recovered its loss. 

• Similarly, in another case relating to back-to-back contract for trading in pulses 
with RSR best commodities (P) Limited, Chennai, the Company relied on the 
certificates of the associates' nominated inspecting agency on the quality and 
quantity of pulses who certified that the inspection done at the Central 
Warehousing Corporation (CWC), Chennai. The Company did not verify the 
stocks at CWC Chennai despite having a branch office in Chennai and made the 
payment of Rs.5.25 crore to the associate/seller. As the associate fai led to sell the 
pulses under the contract, the Company decided (March 2008) to sell stock at 
CWC Chennai, on 'as is where is basis'. However, no publicity was given for the 
sale. There was no transparenq m the sale which was finally effected to a third 
part)- FEPL for Rs.5.25 crore and the payment was received from FEPL. Later it 
was found that there \l, as no stock. and the ewe receipts were fabricated and in 
this case too the associate (RSR) and the seller were group firms only. However, 
there was no financial loss to the Company as FEPL agreed to settle the issue with 
the RSR. Thus, despite being aware of the consequences in relying on the 
certificates of the associate's nominated inspection agency, the Company failed to 
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insist on appointing its own agency or satisfy itself about the contents of the 
material loaded in its dealing with the BA for the metal scrap trade. 

The Management in its rep!~ stated that: 

• The Annual Marketing/ Business Plan with modus operandi against import/export 
transactions are put up to the Board and approved, the business is carried out in 
line with the Board's approval. 

• No banker insisted for LC either orally or in writing from the overseas buyer for 
2"d leg of operation and if BA had been in the position to provide Bank 
Guarantee/LC from overseas buyers, they would have not utilised the services of 
the Company. 

• The Company's officials visited (September 2008) Dubai and were present while 
stuffing the copper scrap to containers; on verification, the stuffed containers were 
never shipped. 

• Consequent to global recession and the assurance given by BA in getting 
remittances from overseas buyers the Company opened LCs valued at Rs.43.72 
crore during 1st week of October 2008. 

• All the shipping documents including inspection report are in order where as the 
contents of the containers were Iron and Steel Scrap instead of Nickel & Copper 
Scrap. The present liability is only on account of the fraud committed by BA 
along with overseas sellers/buyers. 

Reply of the Management is not convincing as: 

• The approved Annual Marketing/ Business Plan for 2004-05 and 2005-06 did not 
specifically mention the modalities of operation of metal scrap trade. 

• The Company should have insisted for back to back LC or an unconditional bank 
guarantee from a well-rated scheduled bank to safeguard its financial interest. If 
that was not possible from BA, the Company should have resisted from doing this 
business. 

• The Company's officials visited abroad to oversee the stuffing of material into 
containers only after the Company noticed the first default of payment by the 
overseas buyers. 

• Although the Company noticed the first default of remittances from the over ea 
buyers on 17 September 2008 it still continued to open 24 LCs valuing Rs. 152.95 
crore between 18 September 2008 to 3 October 2008 which could been have 
avoided. 

• The pre-inspection certificate issued by inspection agency indicated the 
description of commodity as 'Metal Scrap' instead of 'Nickel/Copper Scrap' as 
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per the contracts. Moreover, the Company filed case aga inst the Inspection 
Agency for issuance of fabricated pre-inspection certificates. 

Had financial prudence in the business of third country exports of metal scrap been 
followed by protecting its financial interest against non -remittance by overseas 
buyers/BA, the fraud could have been avoided. The State Bank of India has al so issued 
notice on behalf of the Consortium of Bank for recovery of dues from the Company. 

Conclusion 

The Company entered into new line of business activity in 2004-05 by entering into third 
country exports of metal scrap without finali sing operational guidelines and without 
protecting its financial interest against defaults by overseas buyers. System deficiencies 
in entering into contracts with the Business Associates and failure to devise internal 
controls resulted in non-payment by overseas buyers and supply of iron scrap as against 
nick le/copper scrap, Jed to loss of Rs. I 167.48 crore •. 

The matter was reported to the Ministry in November 2009; their reply was awaited 
(November 2009) . 

• Rs.1208.48 crore total LC devolved Less margin Money adjusted Rs.41 crore 
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CHAPTER V: MINISTRY OF COMMUNICATIONS AND 
INFORMATION TECHNOLOGY 

Bharat Sanchar Nigam Limited 

5.1.1 Loss due to payment of advance income tax i11 excess of requirement 

Bharat Sanchar Nigam Limited paid advance tax of Rs.529 crore in excess of actual 
requirement for the financial year 2006-07. This resulted in loss of interest of 
Rs.23.21 crore on the excess paid advance tax. 

The Income Tax (IT) Act provides that a company has to estimate its income and pay 
advance tax every year in four installments of 15, 45, 75 and 100 per cent by June, 
September, December and March, respectively. The IT Depa1 tment charges penalty on 
short payment of advance tax and allows simple interest at six per cent on refunds, from 
April of the next financial year. Accordingly, it is the responsibility of the BSNL to 
estimate the income tax correctly to avoid penalty for short payment of advance tax or to 
avoid loss of interest on excess paid advance tax as BSNL invests its surplus funds in 
short term bank deposits at the rate of more than six per cent. 

Audit scrutiny of the IT returns of BSNL for the financial years 2004-05 Lo 2006-07 
revealed that the advance tax paid by the BSNL was far in excess of the actual income 
tax due during the years as below: 

Rs. in crore) 

Advance tax Excess paid Percentag e of 

Financial deposited including Income tax due Income tax Income tax p aid in 

ear TDS (Rs. Rs.) Rs.) excess 

2004-05 1173 796 377 47 

2005-06 1142 774 368 48 

2006-07 1524 995• 529 53 

Audit noticed that the estimation of advance tax for financia l year 2006-07 was done at 
the beginning of the year and paid in four equal installments instead of the proportion 
specified in the IT Act. There was excess payment of advance income tax of Rs.529 
crore for the financial year 2006-07, the refund for which was obtained from IT 
department in August 2008. 

On this being pointed out by Audit, the Management stated (March 2009) that: 

• There was no precise mechanism available to estimate taxable income and tax 
liabi lity thereon with I 00 per cent accuracy. 

• hlclusive of fringe benefit tax 
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• Further, BSNL, since its inception had yearly growth ranging from 4 to 24 per 
cent and based on this, advance tax of Rs.1,200 crore was estimated for the 
financial year 2006-07. However, the turnover became negative, which was never 
expected. 

• It was also stated that BSNL committed to pay Rs.1400 crore as advance tax lo 
get exemption from tax deduction at source. 

Thc reply of the Manaµemcnt j.., not convinc111g a .... : 

• BSNL had been paying excess advance tax of more than 47 per cent 
consecutively for three years , which indicates lack of proper planning and 
inadequate financial controls. 

• Further, the payment of income tax in four installments was permitted by IT Act 
to enable the Companies to assess and adjust the advance tax in accordance with 
the income and expenditure of the current quarter so that it matches the Income 
tax due for the financial year, which BSNL could not do and as stated there being 
no system in place to do so. 

Thus, failure to estimate the advance tax payments with reasonable accuracy resulted in 
its excess payment and the Company lost interest of Rs.23.21 crore 1 thereon 
(Annexure-1). 

The ~lanagemcnt needs to ensure better management of its advance tax payments -..o th.it 
advance tax docs not exceed rcasonahlc limits . 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 

5.1.2 Continuation of telecom facilities de\pil£' 11011-payment of duei; 

Secondary Switching Areas in four telecom circles of Bharat Sanchar Nigam 
Limited failed to discontinue telecom services to subscribers for non-payment of 
dues resulting in non-recovery of Rs.16.09 crore. 

Rules in Bharat Sanchar Nigam Limited (BS~L) provide that: 

• Telephone bills are payable by subscribers within 15 days from the dates of issue 
of their bills, failing which their telephones are liable to be disconnected by the 
35lh day from the date of issue of bills. 

• In case of STD/PC02s, bills are payable within four working days from the date 
of receipt of bills, failing which the connections are liable to be disconnected. The 
Corporate office of BSNL reiterated this provision in February and October 2003. 

1 
Calculated after allowing a variation of 10 per cent in advance tax payments against the actual 

Corporate tax paid 
2 Subscriber Trunk Dialing Public Call Office 
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• In respect of leased circuits, BSNL issued (November 2002) clarifi cation to all 
heads of the circles for recovery of advance annual rental. Accordingly billing and 
recovery of advance annual rentals of leased circuits should be made prior to 
expiry of the period for which rental had already been recovered. 

Audit scrutiny of records of 15 Secondary Switching Areas (SSAs) under Bihar, Madhya 
Pradesh, Maharashtra and Rajasthan te lecom circles revealed that despite non-payment of 
bills within the due dates, subscribers were allowed to continue with the telecom services 
without disconnection. This resulted in non-recovery of revenue of R .16.09 crore from 
subscribers during the period from March 2000 to March 2009, as shown in 
the Annexure-11. 

On this being pointed out by Audit SSA Munger stated (November 2008) that matter 
would be taken up with higher authorities, Deputy General Manager (Telephone 
Revenue) Patna slated (November 2008) that out of Rs.2.85 crore, an amount of Rs.0.58 
crore had been realised/recovered/adjusted. SSAs Indore, Amravati , Nagpur and 
Ahmednagar stated (between October and December 2008) that efforts were being taken 
to reali se the outstanding amounts. SSA Khamgaon stated (October 2008) that the matter 
had been taken up with field Sub Divisional Engineers for attending to the closed Advice 
Notes for finali sation of the outstanding cases. SSA Satara stated (September 2008) that 
delay in disconnection was due to migration from Trichur package to Dotsoft. Pune SSA 
attributed (October 2008) the delays in disconnection to slow and overloaded system and 
delay at post offices. Deputy General Manager (F&A II) of the office of the Chief 
General Manager Telecom, Jaipur whi le accepting the facts and figures, stated (June 
2009) that an amount of Rs.0.27 crore had been realised/adjusted . 

Therefore, despite clear directions from Corporate Office, SSAs failed to disconnect 
telecom services on account of non-payment of dues of Rs. 16.09 crore for the period 
from March 2000 to March 2009. Out of this an amount of Rs.0.86 crore had been 
realised/ adjusted by the BSNL. 

The recovery particulars of the balance amount of Rs. 15.23 crore were awaited as of June 
2009. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 

5.1.3 Loss of subsidy 

Failure of 17 Secondary Switching Areas under six telecom circles of Bharat 
Sanchar Nigam Limited to maintain fault free/functional Rural Household Direct 
Exchange Lines and Village Public Telephones led to loss of subsidy of Rs.15.42 
crore for the period from October 2003 to September 2008. 

Universal Service Obligation as envisaged in the New Telecom Policy 1999 (NTP-99) 
aimed at providing basic telephone services for all, includi ng people in rural and remote 
areas, at reasonable and affordable prices. Financial support in the form of subsidy was to 
be granted from the Universal Service Obligation Fund (USOF) by the Administrator, 
USOF, to eligible Universal Service Providers (USPs) for specified services, which 
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include provision/maintenance of Rural Household Direct Exchange Lines (ROEL&), 
operation and maintenance of Village Public Telephones (VPTs) and replacement of 
Multi Access Radio Relay (MARR) technology VPTs in specific areas as determined by 
the Central Government from time to time. Bharat Sanchar Nigam Limited (BSNL), as an 
USP, had entered into agreements with the Department of Telecommunications (DoT), 
for subsidy support from USOF for rural telephony. 

The subsidy from USOF for rural telephone services includes: 

• A front loaded component which is to be paid in the quarter that the service for 
which it is being given installed/made functional, and 

• An equated annual subsidy component, to be paid quarterly against claims raised 
Short Distance Charging Area wise by the USP within 30 days of the end of the 
quarter, up to a maximum period of validity of the relevant Agreement. I It we\ r. 
fan; of the RDELs \. P1' r ,11ncd I ml ) >r non tuncllonal r ·nore than seven 

days in a quarter, the equated annual subsidy payable would be reduced 
proportionately for the number of days they remained faulty or non-functional. In 
case the fault persisted for 45 da) s or more in a quarter. no subsidy for the entire 
quarter will be paid for the VPT/RDFI 

• Further, in the case of RDELs, in the event of non-achievement of roll out 
obligations/targets as mentioned in the agreements, the Administrator would be 
entitled to recover liquidated damages for the shortfall, up to a maximum of 10 
per cent of the front loaded subsidy payable for those RDELs. 

Test check of records of 17 Secondary Switching Areas (SSAs) under Chhattisgarh, 
Madhya Pradesh, Uttaranchal, Uttar Pradesh (East). Uttar Pradesh (West) and Tamil 
Nadu telecom circles of BSNL revealed that failure to maintain fault free/functional 
RDELs/ VPTs led to loss of subsidy of Rs. 15.42 crore for the period from October 2003 
to September 2008 as shown in the Amiexure-lll. 

On being pointed out by Audit, General Manager Telecom District (GMTD) 
Hoshangabad stated that huge lo s of Universal Service Obligations (USO) ubsidy wa 
due to zero meter reading. GMTD Gwalior stated that there were 1148 VPTs, out of 
which 667 were faulty. GMTD Bhopal stated the meter reading could not be increased as 
the villagers did not make any outgoing calls and only received the calls. The GMTD 
Raipur stated that efforts were being made for restoration of VPTs. All the SSAs of Uttar 
Pradesh (East), Uctar Pradesh (West) and Uttaranchal telecom circles stated that most of 
the VPTs remained non-functional and teps would be taken to maintain fault 
free/functional VPTs. Office of the CGMT+, Tamil Nadu telecom circle stated that an 
amount of Rs.46.67 lak.h had been disallowed by the USOF on account of billing detail s 
not available/disconnection due to non-payment/zero meter reading. 

Thus failure of the circles/SSAs to provide/maintain functional and fault free rural 
telephony led to loss of sub..,1d) of Rs .15.42 crorc for the period from October 2003 to 
September 2008. 

• Chief Ge11eral Ma11ager, Telephones 
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The matter was reported to the Ministry m August 2009; their reply wa awaited 
(November 2009). 

5.1.4 .Von-realisation of compensation charges for damages to optical fibre cable and 
under ground cable by oul\'ide agencies 

Failure of nine Secondary Switching Areas under five telecom circles of Bharat 
Sanchar Nigam Limited to realise compensation charges for damages to cables by 
outside agencies resulted in non-realisation of Rs.8.12 crore. 

Rules provide that when property of Bharat Sanchar Nigam Limited (BSNL) is damaged 
by an outside agency, compensation should be claimed from the concerned party. 
Further, the compensation should be levied, taking into account the actual cash outlay 
and value of stores utilised in repairing the damage, along with overheads. 

• The Corporate office of the BSNL liberalised the calculation procedure in 
January 2003 for damage charges by adopting the uniform rate of Rs. 1.50 lakh for 
each cut of optical fibre cable on each occasion irrespective of the location. 

• In October 2003, Company issued instructions to claim copper cable damage 
charges at liberalised rates from various external agencies per damage per 
occasion irrespective of the location of the copper cable. 

• The order of October 2003 was amended in October 2004 for cases of multi cuts 
requiring replacement of a section of copper cable in excess of five meters. 
additional cable cost in slab of I 0 meters length to be recovered over and above 
the cable damage. 

Test check of records of nine Secondary Switching Area (SSA) under Orissa, Punjab, 
Uttar Pradesh (East), Unar Pradesh (West) and Uttaranchal telecom circles between 
January 2007 and December 2008 revealed that on various occasions, while undertaking 
digging works, private service providers damaged the cables during 2004-05 to 2007-08 
at various locations. There was non-realisation of compensation charges of Rs.8.12 crore 
for the period 2004-05 to 2007-08 as shown in the Annexure-IV. The demand notes were 
issued by these SSAs to private service providers indicating the length /occasions of 
cables damaged by these private operators but the same had not been realised. 

On being pointed out by Audit, General Manager (Operation) of the office of Chief 
General Manager Telephones (CGMT), Orissa telecom circle stated that though the 
possibility of realisation appeared remote, the demand for Rs.1. 13 crore had been raised. 
Office of the CGMT, Punjab telecom circle stated that efforts were being made to realise 
the damage charges from various agencies. The Dehradun SSA stated that the letter had 
already been issued to circle office for recovery from concerned service providers. The 
Meerut SSA stated the cases of non-realisation had been sent to Deputy General Manager 
(Internal Audit) for realisation from the bills of interconnection usage charges. Bijnor 
SSA stated that efforts were being made to recover the damage charges as early as 
possible. Basti SSA stated that the letter was sent to General Manager - Network 
Coordination (NC) to club the damage charges with 'interconnection usage charges' for 
recovery of the amount. Partapgarh SSA stated that the matter would be pursued with 
General Manager (NC) Lucknow for taking suitable action. Raebareli SSA stated that the 
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cases had already been referred to General Manager (NC) Uttar Pradesh (East) telecom 
circ le. The Unnao SSA stated that the demand note had already been i sued for Rs.64.18 
lakh. 

Thu fai lure of the SSA' in ,1cti\c pursuit of the settlement of the compcn-;ation claim 
raised again t the ex tern.ti .igenc1cs and pm ate -.,en tee operators a-; \\ ell as ahsencc of 
joint mcchani-.,m const ituttng the SS \ -. and pri\atc agencies led to non-rcc.:mwy of 
Rs.8. 12 crorc. 

The matter was reported to the Ministry in June 2009; their repl y was awaited (November 
2009). 

5.1.5 ExceH procurement of cable!i 

Karnataka telecom circle failed to correctly assess the requirement of 50 pair cable, 
resulting in excess procurement leading to non utilisation of cable and idle 
investment of Rs.7.14 crore. 

BSNL Corporate office issued procureme1 t guidelines in June 200 l stressing that while 
procuring, existing inventory and inventory in the pipeline should also be accounted for. 
It was further emphasised that circles should take into account their consumption pattern 
while assessing their requirements and utmost care should be taken to avoid piling up of 
inventory. 

Audit scrutiny (August 2008 to May 2009) of the records of five Secondary Switching 
Areas· (SSAs) of Kamataka Telecom Circle revealed that they had procured 50 pair cable 
during 2007-09 without proper assessment of their requirement based on past 
consumption pattern. The average aggregate utilisation of 50 pair cables in these SSAs 
was 187 kms (Annexure-V) per year during 2004-07. Audit noticed that these SSAs, in 
spite of having adequate stock of 350 kms of cable in April 2007, procured 594 kms of 
cables at a cost of Rs.7.14 crore (A nnexure-Vl) during 2007-09. However, they could 
utilise only 146 kms, which could have been met from the opening stock of April 2007 
itself. Further. with the sh ift from landline telephony to mobile communication over the 
years, the requirement of cables would decline. The SSAs also failed to consider this 
factor and the average utilisation of 50 pair cable also came down from 187 kms per year 
during the years 2004-07 to 73 kms. per year during 2007-09. Thus, failure to consider 
the past consumption pattern and future requirements of 50 pair cables resulted in idle 
investment of Rs. 7 . 14 crore on procurement of 594 kms of cables. 

On this being pointed out by Audit, Bijapur and Raichur SSAs stated that the cables 
could not be utilised as cable laying tender could not be finalised and assured that in 
future existing stores will be taken into consideration while projecting cable requirement. 
Mangalore SSA accepted the facts and stated that the excess cable was proposed to be 
diverted to other units. Replies from Mysore and Mercara SSAs were awaited. 

Thus, failure of these five SSAs of Karnataka telecom circ le to assess requirement based 
on previous consumption pattern, future requirements and monitor the procurement of 
cables, resulted in idle investment of Rs.7.14 crore on unutilised cables, besides piling up 
of inventory of around 800 kms. of 50 pair cable as of March 2009. 

•Mysore, Mangalore, Raichur, Mercera, Rijapur 
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The matter was reported to the Ministry in Ju ly 2009; their reply was awaited (November 
2009). 

5.1.6 No11-recovery of i11terest 0 11 delayed remittances to the Collection Account 

Failure to realise penal interest for non-transferring of collection account balance to 
circle collection account on daily basis by the banks resulted in non-recovery of 
penal interest of Rs.3.34 crore in Andhra Pradesh and Rajasthan telecom circles of 
Bharat Sanchar Nigam Limited 

The Corporate Office of Bharat Sanchar Nigarn Limited (Company) entered (September 
2004, February 2006, September 2006, December 2006 and May 2007) into agreements 
with various banks at each level, i.e. , Corporate, Circle and Secondary Switchi ng Area 
(SSA) and issued guidelines to the circles for opening of accounts with these banks at 
circle and SSA levels. 

Clauses 2.3, 2.6 and 11 of the agreements pro\ ided that: 

• The revenue collections deposited into the collection account of the SSA should 
be transferred to the circle col lection account and from there to Corporate 
collection account on the same day, rounded to thousands of rupees . 

• Failure to do so would attract penal interest at prevailing bank rate plus four per 
cent per annum. 

Test check of records of the circle telecom accounts of Andhra Pradesh telecom circle 
(October 2007) and Ajmer, Banswara, Bundi, Jaisalmer, Jhunjhunu and Kota SSAs under 
Rajasthan telecom circle (December 2007 to May 2008) revealed that these units failed 
to recover penal interest for non-transfer of funds to circle accounts. This resulted in non­
realisation of penal interest of Rs.3.34 crore for the period from 2003-04 to 2007-08, as 
shown in the Annexure-Vll. 

On being pointed out by Audit, a recovery of Rs.8.32 lakh was made by the CGMT, 
Rajasthan circle. Chief Accounts Officer (Banking) of the office of the Chief General 
Manager, Andhra Pradesh telecom circle stated that the SSN unit had been instructed to 
prefer interest claims on the banks and sett lement thereof was under active pursuit by the 
circle office. 

The matter was reported to the Min istry in June 2009; their reply was awaited (November 
2009). 

Mahanagar Telephone Nigam Limited 

5.2.1 Irregularities in global tender 

MTNL failed to implement the policy formulated by Prime Minister 's office for 
promoting indigenous manufacturing of telecom equipment. Further, the Company 
extended undue benefit of Rs.16.18 crore to the vendor by waiving penalty in 
contravention of terms and conditions of the tender. 
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Consequent upon a decision taken by the Prime Minister's office. the Depa11ment of 
Telecommunications in July 2005 forwarded a proposal ro Mahanagar Telephone Nigam 
Limited (MTNL) to implement the policy regarding promoting manufacture of telecom 
equipment in India and the Board of Director<; of MTNL took a deci ion to implement the 
same. Based on this policy, MTNL issued a global tender in March 2006 for supply and 
installation of Broadband Access Network equipment. 

The terms and conditions of the l~ndcr prcn ided that : 

• The bidder should either be an Original Equipment Manufacturer (OEM) of TP­
DSLAM• or its Indian subsidiary if the OEM is a foreign company or be a 
registered Indian company having Transfer of Technology (TOT) agreement with 
OEM of IP-DSLAM. 

• The vendor should supply lP-DSLA 1 equipment having indigenou component 
of manufacturing in India with minimum value addition of 30 per cent. 

• If the vendor fails to supply the equipment after manufacturing in India ac; per the 
terms and conditions of the tender, then the Performance Bank Guarantee (PBG) 
and Manufacturing Bank Guarantee (MBG) shall be en-cashed/forfeited b] 
MTNL. 

In Apri l 2007, the tender was finalised and purchase orders were placed on Sterlite 
Optical Technologies Limited (SOTL) for supply and installation of SOOK ports 
broadband access network equipment on turnkey basis at a cost of Rs.169.89 crore. 

Audit scrutiny of the records of MTNL Corporate office revealed that the vendor 
requested MTNL in May 2008 to relax the tender condition regarding indigenous 
manufacturing on the ground that, new tenders released by MTNUBSNL were not 
having the clause relating to indigenous manufacturing. The MTNL Board accepted the 
request of SOTL in July 2008 and permitted it to supply the imported equipment. 

Thi<; resulted in: 

• Non implementation of the Government policy regarding promoting manufacture 
of telecom equipment in India even after three years. 

• Fai lure to get competitive price for the equipment as the terms and conditions of 
the Global tender were altered after finalising the tender and awarding the work to 
SOTL. 

• Undue benefit of Rs.16.18 crore to SOTL as the encashment/forf eiture of PBG 
and MBG was waived off although SOTL failed to adhere to the condition of 
indigenous manufacturing. 

On this being pointed out by Audit, the Management stated (May 2009) that relaxation of 
indigenous manufacturing was necessitated in view of the urgent requi rement of 

•Internet Protocol-Digital subscriber line access multiplexer 
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Broadband equipment for earning of revenue. MTNL was operating in a highly 
competitive environment and since competitor were installing equipment the Company 
could not delay the same. Moreover the objective of MTNL was to earn revenue from 
operations and not through penalties. 

The repl} is not com·incmg due to the following: 

• As there was no urgency for deployment of the equipment. The broadband 
connections were 2.05 lakh, 2.58 lakh, 1.35 lakh and 1.25 lakh in 2005-06, 2006-
07, 2007-08 and 2008-09 respectively. It declined by 1.23 lakh connect ions 
during 2007-08 and in spite of having this spare capacity, MTNL decided in July 
2008 to waive the indigenous clause and procure the broadband equipment on 
urgent basis. 

• MTNL Board had already considered the e hurdles and decided to have flexibility 
to obtain equipment from other sources, shou ld there be problems/delays in 
receivi ng equipment from indigenous manufacturers. 

• Further, penal ties are for ensuring compliance to tender conditions and 
safeguarding the business interests of the MTNL. Waiver of PBG and MBG 
would encourage the firms to seek relaxation in other tenders which would be 
detrimental to MTNL in the long run. 

Thus, sanctity of the tender was lost due to change in the terms and conditions after its 
fi nalisation, besides undue benefit of Rs.16.18 crore to the vendor. Further, the objective 
of meeting Government policy of promoting manufacture of telecom equipment in India 

was lost. 

MNL needs to ensure that the terms and con<litions of the tender are nor altered once the 

tender 1s finalised. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 

2009). 

5.2.2 Non-issue of ILD licence by DoT 

MTNL failed to submit an undertaking to DoT for clearing the outstanding dues 
towards frequency use and spectrum charges, resulting in non issue of ILD licence 
by DoT. This resulted in blocking of Rs.25 crore paid by the MTNL for obtaining 
the licence and consequent loss of interest of Rs.2.75 crore. 

International Long Distance (ILD) Licence is issued by the Department of 
Telecommunications (DoT) to establish, operate and maintain fLD network and to 
provide ILD service. T he ILD service is basically a network carriage service, providing 
international connectivity to the network operated by foreign carriers. 

Mahanagar Telephone Nigam Limited (MTNL) applied (May 2002) to DoT for licence to 
operate ILD services, and DoT issued (March 2004) a Letter of Intent (Lol ) to MTNL to 
sign the agreement by June 2004, for obtaining fLD licence. T he terms and cond itions of 
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LoT provided for deposit of one time enlr) fee of R'>.25 crore, performance hank 
guarantee (PBG) of Rs.25 crore and no due-; certificate from the Wirele-;s Planning and 
Coordination (WPC) wing of DoT. The Company paid the entry fee and submitted the 
PBG by June 2004. 

Audit scrutiny (April 2008) of the records of MTNL Corporate office rc\ealed that it 
cou ld not get the no due· certificate in respect of pending dues from WPC and hence did 
not get the ILD licence. Audit noticed that the WPC had requested the MTNL in August 
2004 to deposit pending dues of Rs.4.58 c.:rore. which MTNL disputed. As the matter 
could not be resolved, in October 2004 DoT asked for an undertaking from MTNL that 
outstanding amounts decided b} DoT would be paid, but the MTNL did not comply. 
Consequently, MTNL could not get the 'no objection ceni ficate'. Further. it was found 
that the Management, in a significant change of its earlier stand, gave an undertaking to 
WPC in February 2008, that dues as worked out b) WPC would he paid and was able to 
get the licence from DoT in June 2008. 

Thus, t,ulti.·L ot the t\.1.1nJ5 ...ri1Lnt 10 take a decision for four ~cars to prm ide ,m 
undcrt<1king to clear the WPC dues, led to denial of 11 D licence. This resulted in delay m 

commencing of ILD ser\i ices h) four years .tnd loss of revenue. Further Rs.25 crore paid 
by the Compan) as enll") fee rtTl.1111ul blod d lo 1,f) ~ears resulting in lo-,s of interest 
of Rs.2.75 crore calculated @ 5.50 per cent per annum. 

On this being pointed out by Audit, the Management stated (July 2008) that DoT had 
initially raised an ad-hoc demand of Rs. I 00 crore in 2002, which was revised to Rs.SO 
crore and in the absence of any details, MTNL could not make the payment. Hence no 
blanket undertaking could be given by the MT L. 

1 he repl)- i,, not c.om inung. 

• As adjustment of claims raised by DoT was a continuous process and submission 
of an undertaking b} MTNL to clear it-. dues was reasonable. 

• Further, MTNL decided (Pebruary 2008) after four years to give the same 
undertaking that it had not furnished earlier, and was able to get the ILD licence 
by June 2008. 

Thus, failure of the Management to complete the formalities and obtain the ILD licence 
resulted in blocking of entry fee and consequent loss of interest of Rs.2.75 crore. 

MTNL needs to ensure that all the mandator: licence:-. from Government agencies arc 
obtained v .. ithin a reasonable time '>O that ih operation" are not hampered. 

The matter was reported to the Ministry in June 2009; their reply was awaited (November 
2009). 
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CHAPTER VI: MINISTRY OF CONSUMER AFFAIRS, FOOD 
AND PUBLIC DISTRIBUTION 

Food Corporation of India 

6.1.1 Irregular payment of bouus 

Incentive bonus was released lo millers/ tale Agencies for paddy procured by lhcml 
during Kharif Marketing Season 2007-08 without ensuring the actual payment of 
bonus to the farmers which resulted in irregular reimbursement of bonus 
amounting to Rs.786.59 crore to miller /State agencies. --- _, 

Government of India (GOJ) vide letter dated 15 October 2007 announced an incentive 
bonus of Rs.50 per quintal for paddy procured by the millers during Kharif Marketing 
Season (KMS) 2007-08. Further, on 21 November 2007, additional incentive bonu~ at the 
rate of Rs.50 per quintal was announced by the GOI. In the orders, it was specified that 
the bonus would be paid to the millers/State Agencies by the Food Corporation of India 
(FCI) only on production of proof or payment to the farmers. Since the procurement 
season 1 was near over by then, the FCI issued instructions (November 2007) to all its 
Zonal Offices to ensure payment of bonus to the farmers whose paddy had already been 
procured by FCl/State Agencie . 

In Punjab Region 76.95 lakh MT rice was procured under levy and custom milled rice 
category during KMS 2007-08. The bonus for the paddy purchased was released to 
millers/State Agencies without en uring proof of actual payment of bonus to the farmers. 
on the basis of blanket certificates provided by the millers/State Agencies and District 
Food Supply Controller fDFSC) for levy rice. An amount of Rs .786.59 crore was 
reimbursed as bonus to the millers/State Agencie in Punjab Region2 without any 
documentary evidence for the same. Though the Zonal Office. North Zone, FCI 
instructed (September 2008) the concerned Area Managers to collect the actual proof of 
payment of bonus to the farmers from the concerned mi llers/State Agencies within 15 
days or recover the bonus already reimbursed, no action was taken by the District 
Offices. The release of incentive bonus to millers/State Agencies withou t ensuring the 
actual payment of bonus to the farmers, resulted in irregu lar reimbursement of bonus 
amounting to Rs.786.59 crore for paddy procured during KMS 2007-08. 

The \1anagement stated ("\member 2009) tll.11 : 

• The instructions were circulated to ensure release of payment as per direction of 
the GOI. 

1 Procurement season - September to November 
2 Excluding Jala11dhar District where the bonus paid was recovered from State Agencies due to 11011-

prod11ctio11 of evidence of payment of bo1111s to farmers. 
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• In compliance with the instructions most payment<; were made on the ha'ii.., of a 
certificate from the mi lie rs/State Agencic-. '.ta ting that the ho nus hacJ been pas-,ed 
on to the farmers. 

The repl) l)f ·~ e t\Lmagcn cnt 1, lot .1c.Lcpr 1hl Despite GO! instruction<;, the payment<; 
were released to the miller<>/State Agencies on the basis of blanket certificate suhmiuecJ 
by them without any document evidencing actual payment of bonu.., to the fa rmers. 

Thus, non-compliance with the instructions i'>sucd by GOI regarding release of incentive 
bonus resulted in irregu lar reimbursement of bonus amounting to Rs.786.59 crorc for 
paddy procured during KMS 2007-08 to mi ller<;/State Agencies. 

It is recommended that Lo avoid such irregular rcirnhursernent. the inccntivt:s/honus 
should he announced sufficient!) hdorc the start of the pr·1curement -,ea,on. 

The mailer wa-; reported Lo the Mini-,tr) in Jul)' 2009; their reply was a\\.aited (Nmernber 
2009). 

6.1.2 .r1ccounti11g of rice storage loss in exces~ 

~
torage loss in rice observed during the period 200J-04 to 2007-08 in Punjab region 
s compared to Haryana region was excess by 3.23 lakh MT valuing Rs.450.65 
rore. 

----- - - -- J 

Food Corporation of India (FCI) procures rice through levy and custom mi lli ng for rhc 
Central pool. During storage rice loses weight due Lo los<; of moisture. The Government 
of India (GOJ) issued instructions (April 1980) that FCI should prescribe by 
30 September 1980, the limits of storage loss on accoun t of loss in weight and 
deterioration of stock. Further, the Storage and Contract Manual of FCr lays do~ n that 
the Arca Manager shoul d fix the norms of storage shortages reasonable for each depot 
according Lo the local conditions. 

Emphasizing the need to contro l such losses FCI stated (J une 2002) that the norms for 
losses cannot be fixed and rei terated that the ex isting system of investigations into each 
and every case of loss be continued considering various factors responsible for losses 
inc luding the dereliction of duties by officials. The write off of the losses were Lo 
continue without prejudice to the pending/contemplated disciplinary action for fixing 
responsibili ty and recovery of the losses. 

No norms for -.torage loss ha\ c hecn fixed hy !·Cl till date and the stor.1gc loss \\as be111g 
accounted for on actual hasis .1s the difference bct\\CCn the rccc1p1 \l.C1ght and the i ... ..,uc 
weight. A rc\'iC\\ of storage Im., accoun t 111 J>unph region had re\ ca led that the ,1\ er.1gc 
storage loss in nee <luring the reriod 2003 04 to 2007-08 was 1.02 f'Cr cent whereas in 
Haryana region \\here climat1L u ndttHll \\ ' ' i ii 1 th1;. .t\ i:1«tgL o .1 L lo" 111 LL '' 

ohser\'ed as 0.33 pc r c1111 onl~ When compared to Haryana region excess storage losses 

• Para 13.3.2 
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of 3.23 lakh MT valuing Rs.450.65 crore was ob erved duri ng the period 2003-04 to 
2007-08 in Punjab region. No reasons were avai lab le on record for th is wide varia1ion in 
percentage of storage loss in the two neighbouring regions. Misappropriation of <,tocks 
cannot be ruled out in high percentage of storage lo<;s. 

The Management stated (September 2009) that: 

• Investigations were conducted and disciplinary action initi ated wherever 
abnormal storage losses were noticed. 

• In Punjab there wa more procurement , longer storage period and different 
storage conditions, its comparison with Haryana region cannot he made. 

• Due to different environmental and storage conditions in the Regions/different 
parts of the country the storage norm. could not be fixed. 

The Ministr)' endorsed (September 2009) the rcpl] of the Management. 

The reply is not acceptable Higher procurement does not imply higher percentage of 
storage loss. Further, though the cli matic conditions in both the regions were 1.,irnilar. 
there was difference of nearly 200 per cent in the storage loss in these regions. 

rt i'i recommended that the norms for storage shortages rcasonahk for each depot 
according to the local conditions ~e fixed . 

6.1.3 Unjustified payment of i11centive to departme11tal labour 

Not considering ' Manda!' a handling labour fo r payment of incentive resulted in ] 
unjustified payment of incentive amounting to Rs.16.59 crore to departmental 
labour during the five ye" .. period 2004-05 to _3._008-09 in Haryana region. 

In the Food Corporation of India (FCI), the handling operations1 at various depots and 
railheads are carried out by labour grouped into gangs. A standard gang has one Sanlar. 
one Manda! and 12 handling labour. As per the description of dutie prescribed by the 
FCT, the Sardar has to function as the leader of hand li ng labour and supervise various 
operations for speedy work ing of the gang. The Mandal is responsible for wcighment of 
bags of food grains and when there is no weighment, he has to work as a part of the gang 
and perform duties of a labour. 

In I Iaryana region, departmental labour are in existence in 22 depots. The depa11111cntal 
labour are full time employees of the FCI who are paid incen tive as per piece rate 
incentive scheme, in addition to their wages, in case the work rendered by labour on a 
given day exceeds the general norms of ou tput:! fi xed by the FCI. The rnccntive scheme 
al-;o pro\'ides that the Sarclar and the Mandal should be paid incentive equal to the 

1 Loading, unluadi11g, stacking, de-stacking etc. 
1 Ha11dli11g 105 bags weighing less than 66 kg per day 
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average incenri\'e earnings of the handling labour of the gang prO\ idcd the Sardar and the 
Mandal attend to the work on the gi\'c n da). 

With the introduction of weighment of bags through weighbridgcs in the clcpoh. there 
was no need or the 1andal during we ighmcnt and a'> per description of dulle<; prc-.cnbed 
by the FCL he had to work a" a handling labour. llowe\er, it \\as ohsened 1n _<\ud1t thJl. 
\\hi le wor1'.1ng out the incenti've p<1) mcn t lor work done in excess of the general norms of 
output. the ~tandal was not treated as a part of handling labour. This resulted in 
unjustified pa)mcnt of incentl\I! lor 105 h.1g per gang per day \\h1ch could hm c been 
h.1ndlcd hout pa)ment o lllLLn l\L 11 th \1 ndal \a., treated ,1-. a part o1 h mdli g 
labour. Further, incentive earning-; to the Sardar and the Mandal were calculated without 
including Mandal as handling labour which led to excess contribution of the FCI towards 
their inccnti\'e earnings due to unjustified apportionment of total incentiYe earnin!!s of a 
gang amongst the handling labourers only instead of apportioning them among. 1 handling 
labour and the Mandal. This resulted in un1u-.tilled payment of incentive of Rs.16.59 
crore to the departmental labour during the rive year-. period 2004-05 to 2008-09 in 
Haryana region. 

The Management stated !Jul) 200lJJ that. 

• The incenti ve scheme for departml'.ntal labour was framed ba. ed on an arbitration 
award of I 970 which pro' 1tkd fo r incenti' c \\age-. to the Sarclar and the Mandal 
ba-.cd on the output of an 111di\ idual worker 1n the gang. 

• Jn the arbit ration award. it wac; not mentioned that when the Manclal perform-. the 
duty of handling labour in the absence of manual weighment. he had to give 
outpm as handling labour. 

• The duties of the Manda! were identical to that of the Sardar in the absence of 
manual weighment and he worked as a '>lacker and ass i<;ted handli ng labour in 
placing bags on thei r back. 

The rcpl) is not acc.:cptahle a~ . 

• The incentive scheme based on arbit ration award provided that the per capita 
output was to be determined by di\'iding the total num ber of bags handled hy the 
gang b) the number of handling labour present in the gang. 

• The Mandal had to perform as handling labour in the absence or manual 
we ighment, the total carnmg -,hou ld ha\'e been apportioned inclusive of the 
Manda I. 

• The work relating to stacking and plac ing bags on the back etc., was a part of 
O\erall duties of handling labour and not di sti nctly assigned to the Manda( 
an),., here. 

Thus. by not considering the Mancia( for apportionment of total incen tives of a nano 
~ r ~ 

amongst the handling labour, unju'>tifi ed payment of incentive of Rs. 16.59 crorc was 
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made to departmental labour during fi ve years period 2004-05 to 2008-09 in I laryana 
region. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 

6.1.4 No11-recovery of revised sugar price 

Non-recovery of amount due to downward revision of levy sugar price from the ] 
sugar mills resulted in undue benefit to the sugar mills to the extent of Rs.6.89 crorc 
and loss of interest to the tune of Rs.2.33 crore. _ J 
The Government of India (GOT) fo llows a policy of partial control and dua l pricing for 
sugar. Under this policy, a certain percentage of sugar produced by sugar mi ll i'> 
requi itioned by the GOT a · compulsory levy at a price fixed by GOl in every sugar 
season 1 for distribution in the Public Distribution System. The non-levy sugar is allowcc.I 
to be sold as per the quantity released by the GOf under the free sale release mechanism. 

The GOI decided (April 2000) to revise the price of levy sugar for the production )Car 
1999-00. The price was revised to Rs. I 091 .51 per quintal from Rs. 1460.58 per quintal (a 
reduction of Rs.369.07 per quintal). A writ petition against the order was fil ed by some 
sugar millers in the Orissa High Court. On the basis of interim orders (June 2000) of the 
Orissa High Court, the mills charged pre-revised price of Rs.1460.58 per quintal for the 
levy sugar for sugar seasons 1999-00 to 2001 -02. 

Subsequently, the Orissa High Court dismissed (January 2001) the writ petition or the 
sugar mills. The sugar mills thus, became liable to refund the excess amount charged with 
interest thereon. The GOI while intimating the decision (April 2002) to the mills, directed 
to remit the excess realisation through demand draft and al o advised FCT. Regional 
Office Orissa (RO Orissa) to submit details of such excess payments made. However. the 
modalities of recovery to be effected from the sugar mi ll s, in case of non remittance by 
them, were not specified. Since the GOT and the FCI had no direct contact with the su~ar 
mills, it was imperative that the recoveries be effected by the FCJ from the Orissa State 
Civil Supply Corporation Limited (0SCSC)2 which prefers differential sugar hills on FCl 
and makes payments to the sugar millers. The OSCSC in turn recovers the amount from 

the sugar mill s. 

RO Orissa calculated Rs.6.89 crore as recoverable from the sugar mill s. It recovered the 
excess payment of Rs.6.31 crore till May 2005 from pending monthly claims of OSCSC 
and instructed OSCSC to realize the excess payment from concerned sugar mills on 
account of downward revision of levy sugar price. 

In the meantime OSCSC represented (February 2004) to the GOT that they had no scope 
to recover the amount from sugar mills as the levy sugar wa supplied by the mill s 
against advance payment. The GOI intimated (June 2004) the FCI that the recoveries 
from the OSCSC were not justified. The recoveries were to be made either hy the 

1 Means production year - October to September every year. 
2 A State Government Agency 
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Dcpartmcnt
1 

or by the FCI from the concerned sugar mi lls. Consequentl y, the FCI 
Headquarters directed (June 2005) RO Ori ssa to rdund the amount recovered to OSCSC 
under intimation to the GOI \vith the request to recover the amount di rec tly from the 
sugar mill'>. RO Orissa refunded the amount recovered to OSCSC. 

The observation of the GOI that the recoverie<; from OSCSC were not justi fied was not 
prudent as neither the GOI nor the FCJ had direct contact w ith the sugar mi lls to enforce 
recovcr:i of excess payment. ln<>tead the act ion of FCJ to recover the excess payment 
from OSCSC should have been ratified. The amount sti ll stands unrecovered from the 
sugar mil ls. This has resulted in undue benefi t or Rs.6.89 crore to the sugar mi lls and los<; 
of interest to rhe tune of Rs.2.33 crorc up to December 2008 on the amount not 
recovered. 

I he ~11111 .... tr~ -;tatcd (September 2009) that: 

• No orders were issued by them to rcfunJ the amount recovered from OSCSC. 

• o such amount was rec.:ciYed hy the GOT. 

The rep!) 1.., 1101 acc.:eptahle as the amount rccmered from OSCSC was refunded only 
after recovery was declared as unjustified by the GOI. As such, excess amount paid cou ld 
not he recovered from the <;ugar mill s and in the absence of any direct contact of the FCI 
or the GOJ with the mills the chances of recovery of excess payment arc remote. 

Thus, by not recovering excess amount paid to <;ugar mills. undue benefit of Rs.6.89 crore 
was passed to sugar mills along with loss of intcrc<;t of Rs.2.33 crorc. 

6.1 5 Irregular release of.\ernrity deposit.\ 

r Security deposit was-;_eleased to tenderers without ensuring fulfillment of the terms 
Gind conditions of tender resulting in undue favour of Rs.7.01 crore to tendcrcrs. 

-- - - I 

Food Corporation of India (!Tl). Regional Office Punjab invited three tenders during the 
period June to October 2008 for sale of damaged rice fit for animal feed only belonging 
to crop year 200-l-05 lying in fi\ c di'itric.:t offices'. The quantity offered in three tenders 
was 160,433.506 MT1

. 

T he terms and conditions of the tenders stipulate that: 

• "Clause E (ii) - the earnest money or succcs<;ful tenderers wou ld be retained as 
security deposit for due performance of the contract and it wou ld be adju.,ted 
against all losses incurred h) the FCI. in case the renderers violate the terms of the 
contract. 

• Clause E (i i i) (a) and E (iii) (c.:) - I f the tenderer fai ls or neglects to perform any of 
his obligation<; under the contract. it <,hall he la\1,.l'ul for the FC' I Lo adju<;L either in 

1 
Depart111e11c of Food & Public Distributio11, Mi11ist1:i• of ('0 11su 111er Affairs, Food & Public Di.\·trib 11tio11, 
Go1•em111e11t of India 

~ Bl1ati11da, Faridkoc, Ferozepur, Moga and Sangrur 
1 
50930.915 MT, 66920.824 MT and 42581.767 MT 

.'i'i 
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whole or in its absolute discretion, the security deposit furnished by the tenderer 
or any part thereof. 

• Clause L - Particular cacegory of rice should be used only for the purpose 
indicated and no attempt should be made for adulteration or misuse of the stocks.'· 

Accordingly, the damaged rice o lifted was to be processed for animal recd in the 
buyer's premises/factory/plant and the buyer was to furni sh full account or 
utilisation/processing of the stock to the FCI. Fai lure on the part of the buyer to render 
full and satisfactory accounts of utilisation of the damaged stock would have constituted 
a breach of contract making the buyer liable to pay to che FCJ all the damages to he 

decided by the Area Manager. 

It was observed in Audit that against the quantities covered in the three tenders, the 
partie. lifted 66,980.782 MT• by January 2009. The earnest money retained as security 
deposit agajnst this quantity, amounting to R .7.01 crore, wa released by the FC'J on the 
basis of actual lifting by partie without ensuring its ultimate utilisation whereas the 
terms of the tender clearly provided that rice lifted by the parties should have been used 
only for processing for animal feed and complete account/record of the same should have 
been verified by the FCI before releas ing the security deposit of the parties to ensure that 
the stock was not used for adulterati on or recycled as Custom Milled Rice or levy rice. 
Thus, the release of security deposits of Rs.7.0 1 crore to tendcrcrs was irregular and 
against the terms and conditions of the tenders. 

The Management stated (September 2009) that : 

• No adverse report had been received regarding misuse of stock by any party. 

• All Area Managers were being asked to explain the reasons for release of security 
deposits without obtaining/verifying full account of utili ation and processing of 
damaged rice. 

The reply is not convincing as · 

After being pointed out by Audit, few firms were blacklisted by the FCl and batTcd from 
purchase of damaged foodgra in in future due to their fai lure in performance of the 
requirements of tender terms and conditions. 

Thus, release of security deposit amounting to Rs.7 .01 crore to tendcrcrs without 
ensuring the utilisation of damaged stock was irregular and agai nst the terms and 
conditions of the tenders. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 

2009). 

• 29067.990 MT, 24389.409 MT and I 3523.383 MT. 
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6.1.6 Aroidahle payment of ,·idi11~ cltargc,· 
- -

a ilurc to get the railway sid ings notified as independent stations resulted in 
oida ble payment of siding char ges of Rs.5.19 crore to ra il ways du r ing the period 
03-04 to 2008-09. 

--- -
According to Indian Railways Commercial Manual (Vol.- JI) , " If a siding has been 
provided with complete facilities for direct reception and dispatch of trains and such 
trai ns do not require to be dealt with at the station from which the siding takes off/serving 
station , but run through to or from the siding with railway locomotive or originate from 
or terminate in the peripheral ) ard prO\· ided by the siding holder, the rail~ ay 
administration will have the powers for levying freight charges on through distance basis 
up to the buffer end of the siding or the farthest point of the exchange yard instead of 
levying freight charges up Lo the scning -. talion and -;iding charge-. for haulage or ~agon-. 
over the siding." In order to avail the fac ility, it was required to get the sid ing notified a-. 
an independent station by the concerned Zonal Railways. 

The Food Corporation of India (FCI) had own railway sidings at Food Storage Depot 
(FSD), Kalyani and Orient Jute Mill (OJM), Budge Budge under District Office. Non 
Port Depot (West Bengal Region). As per · lorthcrn Rail ways Through Rates Circular 

o. 7 of 2002' , both these sidings cou ld handle train load traffic. Consignment of 
fooclgrains could be booked di rectl y to both the sidings on through basis up to the 
ultimate point. i.e., buffer point at siding and payment of siding charges could be arnidcd 
by gelling the -. idings notified as independent -.1ations. 

It was ohsen cd in Audit that: 

• The FCI had not initiated an) action to get these sidi ngs notified .ts independent 
st.it ion. 

• Paid sid 111 !! 1.:hargcs for the ra!--e .... hnol--ed up to the buffe r point at thes~ s1dirn-...., 
and C\en up to -;en ing rnih\.1) -;t.ilinn ol the-;e .... idings. 

An amount of Rs.5. 19 crore was paid as siding charges during the period from 2003-04 to 
2008-09 (up to September 2008) for the rakes booked up to the buffer point or serving 
rail\, ay station of these sidings. The payment of siding charges could have been avoided 
had the F'CT initiated action and got the sidings notified as independent stations and 
ensured that the rakes were booked by the consignor up to the buffer point of the FCI 
sidings. 

The Management in rcpl) contended l lkcemhcr 2009): 

• FSD Kalyani and OJM Budge Budge had not been notified for charging freight on 
through di stance basis. 

• The FCI was logically and lega lly bound to make payment of siding charges and 
shunting c_harges as per existing ru les. 

' l'ara 2517 

----- -- -- - -- --
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The rcpl) is not acceptable Though the c sidings could handle train load traffic as per 
Railways, the FCI had not initiated any action to get the sidings notified as independent 
stations to avoid payment of siding charges. 

Thus, failure of the FCT to get the siding~ notified as independent stations resulted in 
avoidable payment of Rs.5. 19 crorc as siding charges during the period from 2003-04 Lo 
2008-09 (up to September 2008) to Railways. 

The matter was reported to the Ministry in July 2009; their reply was awai ted (November 
2009). 
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[ CHAPTER VII: MINISTRY OF DEFENCE J 
BEML Limited 

7.1. J Rxtra expenditure due to amending the c11rrl'11cy n_f'payment 

~
he Company incurred a~ ;xtra expenditure of Rs.26.62 -~rore by agreeing to the 

eque t of the supplier for amending the currency of payment which wa in 
ontravention of the terms of the purchase orders. 

for meeting the supply order (March 2006) of the Ministry of Defence (MOD) for Tatra 
vehicles, BEML Limited (Company) placed (Jul~ 2006) a purcha.,e order CPO) on Tatra 
Sipox (UK) Limited (supplier). for suppl) of \emi knocked down (SKD-.) and complete 
knocked dov.n (CKDs) sets for different models of Tatra vehicles at a total order value of 
US$97.70 mil lion. As per terms and conditions of the PO, prices were firm on rOR 1 

European port basis in US Dollar anc..I payable b) irrevocable lelter of credit (LC') on sight 
basis. 

The supplier requested (December 2006) the Company to change the currency or 
payment from US Dollar to Euro for al l shipments to he made from January 2007. This 
was <>lated to be based on the insi.,tence of C1cch National Bank a-. the Czech Republic 
being a member of European Union was expectec..I to be in Euro Zone whereby all non­
US business had to be converted to Euro. 

The Company's request (December 2006) to adopt the cross currency rate prevailing on 
the date(s) of establishment of LC was not accepted by the upplier. Subsequently, a 
meeting was held on 6 February 1007 to ... eule the issue in which the proposal or the 
supplier for a fixed cross ctmency rate of US$ I .2936= I Euro2

, instead of cross currency 
rate as on the date(s) of payment was accepted by the Company. Accordingly, the value 
of supplies pending against the POs as of December 2006 for US$78.49 million v.as 
amended to Euro 60.68 mil lion. 

Audit ohsl'I' cd that: 

• Explicit rc:1..,ons/compub10n" on 1hc Com pan) to accept the I 1xcd com c1 ... ion r.1tc 
ol l S Dollar to Euro t)ll ,1 fixed d.1tc 1 c .. 16 J,muar) 2007 ''ere not on rel ord. 

• The Company had aho r 01 c ,. red ihlll i l'; cxchan l h. 11 llll.tt t 1 

t •' i r · 1f'i w\l • This had resulted in extra cash outflow of R .... 26.62 crore 
due to increase in rates of Euro in comparison to US Dollar in respect of pending 
supplies received between March 2007 and October 2008. In the absence of 
provision in the contract wi th the MOD for reimbursement of the rise in the 

1 
Pree 011 /Joard 

2 Rate as 011 16 January 2007 
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landed cost due to exchange rate fluctuation. the Company had to bear the entire 
extra expenditure. 

The Management stated (May 2009) that: 

• Despite highlighting the fact that the Company would lo e substantially if 
supplier's terms were accepted, the supplier was adamant and the Company hact 
no other option but to accept the fi xed cross currency conversion rate of US 
Dollar to Euro insisted by the supplier as the firm was the proprietary supplier of 

Tatra vehicles. 

• Had there been a stalemate with the supplier, the Company would not have met 
the committed deli veries to MOD. 

However. Audit observes that: 

• The contention of the supplier ahout the insi,tcncc h) the CzcLh Nation. I Rar k do 
not corroborate with the t.1ct as the supplier had accepted pa) ment in l ~ Dollar 
for order() placed after J.muary 2007 rnd ()Upplies mack .1t1er Fdm1.1r~ )()()..., 
Further, there was no evidence in the files made available to audit to indicate that 
the veracity of the Czech National Bank's insistence for change in currency for 
pending supplies as at the end of December 2006 was ensured by the 
Management. 

• E\en if the Compan) \\as 10 accept the change in the currency or pa) mcnt. it 
should have taken the safeguard to protect its financial interest b) taking 
hedging/forward CO\Cr 

Thus, the Company had to incur an extra expenditure of Rs.26.62 crore by agreeing to the 
request of the supplier for changing the currency of payment in PO from US Dollar to 
Euro and manner of its conversion in contravention of the 'firm' terms of the PO. 

The matter was reported to the Ministry in July 2009; their rep ly was awaited ( O\ ember 
2009). 

Bharat Electronics Limited 

7.2. I Loss in supply of solar home lighting ~ystem 

Failure to consider the in-house capacity constraints and current outsourcing cost ofl 
modules resulted in a loss of Rs.5.1 9 crore. 

---~~~~~~~~~~~~~~~~~~~~~~~~--~~ -
Bharat Electronics Limited (Company) quoted (August 2005) against a tender of Tripura 
Renewable Energy Development Authority (TREDA) for supply, in ()tallation. 
commissioning and comprehensive maintenance of 18000 Solar Home Lighting Systems 
(SHLS). Quotation was based on in-house cost val id for 120 days (November 2005). 
TREDA placed orders for 9000 SHLS in October 2005 and 9000 SHLS in February 
2007. 

The Company manufacture. olar cells from silicon wafers and manuf acturcs modules ... . 
As its in-house module manufacturing capacity was inadequate to meet the above onkr. 

• Module-a critical compo11e11t i11 a solar lighting system 

- - ---- ---------
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the Company had to outsource this work by issuing cells to module manufacturers. The 
Company fa iled to consider actual cost of outsourcing of modules whi le quoting. The 
first 9000 SHLS were executed by outsourcing 8 100 modules and the Company 
completed supplies by September 2007 with a meager margin (Rs. 10 lakh only). 

Audit noticed that:-

• 

• 

The Company accepted the sccoml order of 9000 SIIL~ ( f chruar.J 2007) lw,Jond 
\'alidity period (No\ cmlk·r 200:-i) \\ ithout considering the increased rnst of 
outsourcing. 
C'on~idering its cap.icn~ constr,1i nt, the Cl l n,111~ hould 1T' i. \ LLCptul "l 1•n 

rcn u1 cral°\C order br: (·id its ,,d1d1t). The Company lost Rs.5. 19 crore1 in 
execution of the second order. 

ThL \1" · ... rr· rL ·LL that the project was viable based on inputs available at the time of 
quotat ion and the Company i sued low cost cells from the available stock for module 
manufacture. 

The Ministry' reply is not correct 111cc ~ lan,1gcment confirmed <October 2009) th.tl the 
hm l'<hl Llll' 'Lrc dnc d o t ordc1s .t'> the second order of TRI·[)\ "a" dcl,t)Cd 

Thus, failure Lo consider the in -house capac ity constra ints and outsourci ng cost of 
modules for second order, while it was not bound Lo accept the lap<>cd commitment, 
resu lted in a loss of Rs.5. 19 crorc 

Hindustan Aeronautics Limited 

7.3. I Lock.in~ up of fund'\ du" to acceptw1n• of an 11111"iable drliPery \cllcdufl• 

[

Acceptance of an unviablc delivery schedule coupled with delay in submission of 
change order resulted in locking up of Rs.95.26 crore and consequent loss of in terest 
of Rs.16.62 crore. 

- -- -

Hindustan Aeronautics Limited (Company) rece ived (August 2000) a letter of intent from 
Ministry of Defence (MOD) for manufacture and supply of 20 Single Seater Jaguar 
Aircra ft to the Jaguar NavW ASS ' upgrade standard. The Company submitted (December 
2002) a quotation of Rs. I 13.82 crorc per aircraft based on the Standard of Preparation 
(SOP)

3
. During price negotiation 

1 
lAF5 insisted for revised SOP covering addit ional 

items/modifications and price was finali sed al Rs. I 09.50 crore per aircraft and the 
contract was signed in March 2006. As per contract. all 20 aircraft were to be supplied by 
2007-08 (six aircraft were co be delivered in 2005-06). Delay in supply attracted levy of 
liquidated damages subject to a maximum of five per f'ent. 

1 
Outsourced at Rs. 15,564 per module as against the quoted rate of Rs. 9,425 per module arrived at bmed 
011 in-house man11fact11ring cost of 2005-06, i.e. R~.8,841 per module. 

1 Nai·igation and Weapon Aiming Sub System 
1 

Standard of preparation represem s various items/compo11e11ts fitted in the aircraft 
1 October 2005 to March 2006 

·
1 Jndia 11 Air Force 
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Audit noticed that the Company a-:ceptcd unviahle tkli\cry schcduk dc-.pitc hcing :mar e 
at the time of . ignmg of the contract in March 2006 that the revised <;OP wa-; \ct to be 
finalised as the delivery was dependent on final SOP terms. . 

The revised SOP was finalised in March 2007 and the first aircraft was supplied in 1a) 
2007 and the supply of all 20 aircraft was completed by October 2009 with delay" 
ranging from I to 17 months. Accordingly, MOD recovered Rs.95.26 crore towards LD 
for delayed supplies. 

The Mini-.lr) replied (October 2009) that: 

• The delivery schedule for 20 strike jaguar contract was agreed to in view of the 
likely extra time that would have taken for fresh CCS • approval. However. a 
provision to rework through amendment in the delivery schedule was kept in the 
contract. 

• Consequemly, a consolidated change order was made by the Company and is 
currently under process. This was not moved earlier as insisting on amendment 
prior to delivery of completed aircraft was not considered a practical proposition. 

The reply of the Ministry is not convincing due to the following rca,ons: 

• The apprehension of the Ministry of li kely extra time that would have taken for 
fresh CCS approval is not borne out by facts as the delivery schedule stipu lated in 
the contract finali sed in March 2006, was different from what was originall ) 
approved by the CCS (December 2002) and was not reali stic as <>upply of aircraft 
could not be made without finalisation of SOP. 

• Further, the decision to submit consolidated change order, based on actual 
delivery of the aircraft, after completion of the supplies 1s not m tllL mtere't ot tk 
Compan) as the Compan) had not rcct1H.d ,m) .Khance ;1gain-.t thi-. cont1,1Ll an 1 
payments received \\.ere only ag,11n-,t completion of m1k. -.tom'' which has 
resulted in locking up of Company's fund in the form of LD recovered by MOD 
for delay in supplies. 

Thus, the acceptance of unviable deli very schedule despite being aware at the time of 
signing of the contract in March 2006 that the revised SOP was yet to be finalisc<l led to 
blockage of Rs.95.26 crore as payment of LD with consequent loss of interest of 
Rs.16.62 crore (October 2009). 

7.3.2 Avoidable loss due to 11011 provision of full maintenance expenditure 

Failure to include a provision towards full maintenance expenditure of prototype 
aircraft beyond scheduled FOC in the MOU resulted in avoidable loss of Rc;.5.26 I 
crore. J 
'--~~~~~~~~~~~~~~~~~~~~~ - -

• Cabi1tet Committee 011 Security 
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A tripartite Memorandum of Understanding (MOU) was entered (March 2002) amongst 
Defence Avionics Research Estahlishment (OARE)1

, Indian Air Force (IAF) and the 
Hindustan Aeronautics Limited (Company) for series upgradarion of 38 MIG-27M 
aircraft apart from two prototype aircraft with modern avionics system based on the core 
avionics computer developed by DARE at a total cost of Rs.204.25 crore to be funded by 
IAF. 

The first phase of the programme was to upgrade two prototype aircraft for which the 
Company was responsible for aircraft modification and maintenance of two aircraft upto 
Final Operational Clearance (FOC) which was scheduled in October 2005. The total 
amount sanctioned (August 2003) for the rir<; t phase programme was Rs.20.4 1 crorc 
(excluding contingency amount of Rs.2.04 crore) wh ich included Rs.74 lakh towards 
maintenance of two prototype aircraft. FOC' was ach ieved belatedly in December 2008. 
The Company incurred expenditure of Rs.6.30 crore over and above Rs.74 lakh provided 
in the MOU towards maintenance of two prototype aircraft ti ll the extended date of FOC. 

The Company requested (February 2008) Air Head Quarter's (AHQ) to reimburse the 
extra expenditure stating that the cost of R:-..74 lakh was only for maintenance support of 
new equipment integrated during up-gradat ion and not for full maintenance till FOC'. l'hl 
(L p.tn) <1d11llllLd th ll I ' , srcll \~, '- '1 l l,I 11 h 'OU~ hl Ill! 111 lhl' \ 1(){ Ill LO 

Jraltrng mistake. AIIQ rejected tht: t.:la1m of the Compan) stating (1\pril 2008) that tlH.: 
estimated co-;t fm maintenance of aircr,1ft 101 ,1 period of I <J month" was rtfkctcd 111 till: 
\\ ork<;hect nf ~10l ' ,1nd tht: extra expenditure projected he) one I planned FOC m the 
absence of an) other jus11fiL·,111on and prm is1nn 1n the f\.H HJ '' as 1101 ,1dm1ss ihlc 

The Company again requested (May 2008) for reconsideration of their claim, admi tting 
that delay in FOC was noL envisaged during price negotiations/MOU and hence the 
expendi ture towards full maintenance support was not provided. The ex tra expenditure 
was towards deputation of more number of specialists, material/spares and deployment or 
manpower towards maintenance of aircraft, snag rectification , modifications etc. 

In response, AHQ agreed (August 2008) to reimburse Rs. 1.04 crore as the last payment 
towards extended product support due to delay in FOC on the condition that no further 
element of expenditure would be considered in future. The subsequent request 
(November 2008) or the Company was also not considered (/\pri l 2009) by the AIIQ. 

T 1l \ l 111.i.;u11cnt \t1tLJ ( 1 rLh ()()lJ> that the total cost sanctioned was tentative. The 
AHQ's contention had nei ther been accepted nor had the payment of Rs.1.04 crore been 
accepted. Project is to be seen in totality and profitabi li ty cannot be viewed again-;t each 
element of cost. 

The reply is 1wt convinc111~ as the project cost -..111L l1 oncd \\a:-. nn ·not lo exceed 1.i-.i 1s 
pLr t'1L Ir partilc \10l 1 I ' ,.., no ct 1 The fact that even reimbur<;emcn t of 
Rs. I .O-i crore agreed by AHQ, is restricted to the available contingency amount:! provided 

1 a part of Defence Research Development Organisation/ Ministry of Defence 
1 Out of Rs.2.04 crore contingency provisions in tire contract, Rs.one crore was transferred tu DARE 

in January 2009 
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in the sanctioned projec t cost. Elemental cost assumes significance as savings on each 
element of cost contributes to the overall profitability of the project. 

Thus, failure to include a pro\ision towards ful l maintenance expenditure of protOl]pC 
aircraft during design and development phase beyond scheduled roe in the ~10lJ 
resulted in avoidable loss of Rs.5.26 crore. 

The matter was reported to the Ministry in June 2009; their reply was awaited (November 
2009). 

7.3.3 Failure lo enter into a formal contract with AHQfor MiG upgrade 

Company's failure to enter into a formal contract before accepting the upgrade 
work of MiG-BiS to MiG-BISON on annual overhaul task with explicit provision 
for rejections resulted in absorbing extra cost of Rs.3.81 crore. 

Hindustan Aeronautics Limited (Company) undertook (2001 -02) the series upgradation 
of 123 MiG BiS to M iG BISON aircraft under annual overhau l/upgrade task and no 
separate contract was concluded between the Company and Air Headquarters (AHQ). 
BiS upgrade was a customer project and the kits/materia l was to be supplied by /\ I IQ for 
upgradati on work. 

During upgradation (2002-03 and 2003-04), some spares supplied by AHQ were found 
unserviceable and were rejected. The Company assessed the additional spare pans 
required for upgradation of 123 aircraft and requested (February 2005) AHQ for thei r 
procurement from Mis. Rosoboronexport, Russia, supp lier of materi als/spares for the 
upgradation. AHQ indicated that they would only place a Repair, Maintenance and 
Supply Order (RMSO) and the Company shou ld purchase the items required. The 
Company decided to procure the spares considering the de li very schedule, the lead-time 
required for supply of the spare parts and to follow up with AHQ for issue of RMSO for 
regularising the procurement. 

The Company procured (November 2005) spares valued at Rs .15.58 crore. However, 
AHQ placed RMSO for Rs. I 0.78 crore only as AHQ did not agree (June 2006) to place 
RMSO for spares valued at Rs.3.8 1 crore ari sing out of shop floor rejections and for 
spares valued at Rs.0 .99 crore required to be stocked by the Company for f uturc 
requirement. The Company upgraded I 23 aircraft upto 2007-08 and absorbed the 
expenditure incurred on procurement of spares in 2006-07 and 2007-08. 

Audit observed that the Company failed to safeguard its commercial interest as thi-.. 
particular task was being execu ted by the Company under a different pricing procedure 
for the first time. Hence, the Company should have taken care to cover the cost or normal 
shop noor rejections through a formal contract or to get reimbursement of th..: cost or 
rejected spares separately. This failure of the Company resulted in absorbing extra cost of 
Rs.3.8 1 crore. 

The Management/Ministry admitted (November 2009) that pricing was separate ly done 
for the upgrade distinct from Overhaul and stated that the FPQ price excluded the 
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material cost. Considering the delivery schedule and consequent penalties, the Company 
procured the material and absorbed the cost. 

Audit, hm\C\Cf, ob enes that. 

• 

• 

As there was no 1nrmal contract, the AHQ refused to n:imbur c the cXpl·nd1ture in 
the absence of a mandate . 

:-.1i111stry of Defence being the admini..,ll,lli\c 1111111-;tr) should ha\C f,1cilna1ed 
reimbursement of cxll.t cost 111curred b) the Compan) . 

--------- -----
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[.__ ___ c _HA_ PT_E_R_v_n_1:_D_E_P_A_R_T_ME_ N_T_o_F_F_E_R_T_IL_1_z_E_R_s __ ] 

National Fertilizers Limited 

8. I . I Jrre1:ular payment of Jnce11thre\ 

Company paid incentives of Rs.4.11 crorc to workmen in contravention to the 
e agreement with unions and Government of India directions. 

As per the directions of Government of India (GOI ) (January 1999), public enterprise<, 
were required Lo enter into a wage settlement with workers for a period of I 0 )Cars. 
Accordingly, National Ferti li1crs Limi ted (Company) entered into a 10 1car \\age 
agreement th rough M emorandum of Undcr~tanding (M OU) with chc rccogni-;cd Unions 
of workmen employees (Unions) of the Company i n June 2000. The MOl 1 \\ "" 

applicable up to 3 L December 2006. In the MOU. the Union opted for production linked 
performance incentive as against profi t linked scheme. A ccordingly, from 2000-0 I 
onwards, the Company started pay ing performance incentive on the basis of prod11ction 
achieved. 

However, the Unions started demanding the <;hare of profit out of the arrears of '>llbsidy 
received by the Company from the GOI pertaining to the periods prior to introd11ction of 
the production l inked performance incenti ve scheme (June '.?.000). After negotiation..,. the 
Company made ad/we pa)mcnt of Rs.2.50 crore 1 as a good'hill ge..,ture in 2005-06. 
Again, Unions demanded for payment of incenti ve on profi cabi lity instead of production 
achieved on the contention that there was a wide disparity between the incenti ves paid to 
workmen and executives. The Company again made an adhoc payment of R<i. 1.6 1 crore ' 

as one time settl ement in 2007-08. 

Audit noticed (August 2008) that the total payment of Rs.4. J I crore mack h) the 
Company to its workmen during 2005-06 and 2007-08 was in addi tion to production 
l inked incentives. This resulted in payment of incentive to Union ised staff on the basis of 
dual criteri a i .e., production achieved as wel l as adl10c payment. Therefore. t hc~e 
payments were in violation of GOI's directi ons as well as MOU. which was valid for I 0 

years. 

The ~lanagcmcnt -.tatcd 1Scptcmbcr 2008 and May 2009 J the follm\ ing: 

• To maintain sanctity of the MOU. changing the incenti ve chcmc from production 

base to profit base was not agreed. 

1 Rs.7501 per employee 
1 Rs.5100 per employee 
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• A<; the Unions dcmamkJ for higher incentive on 1hc ha"i" of ch.1nged 
cm:umsrance-; apprm al of 1he Roa rd of D1 reel ors \\a<; ohtai neJ a ... \\ ,1.., Jone 1 n the 
in <; tant case aflcr negotiation\\ ith the llnion..,. 

The ~l ini'>tl) -..tatcd (Augu ... t 2009) the foll1m1ng: 

• The workmen· Unions reque ... tcd for raymen t nf incenti ve on profit ha'>is a ... there 
was huge disparity between the incentive given to executives and workmen and 
ad/we payment of incenti\ e was made in order to settle their grievances. 

• The Company had \an~d R'>. 15.76 crore h) limi ting the total incentive<; to 

executi,es to three /H!r Cl'lll of Profit after tax (PAT) against fi ve pa ce111 

permitted a<; per DPE guiJcl inc<; and payment or Rs.4. 11 crore a'> incent i' e to 
\\Orkmen was well within thi.., '>avi ng. 

The replies of the ~lana!!ement .md ~ l ini.,tr) .ire not com inc1ng -..m.:e: 

• A., per the MOU v. ith \\Orkmcn. the JXI) mcnt of incentive wa'> to he linked onl y to 
the production achieveJ. hut the actual payment was made in aJJ ition thereof . 

• The DPE guidelines onl y <;C t the maximum limit for payme nt of incenti ve and 
actual payment shou ld be on the basis of the 'incenti ve scheme' approved by the 
Company. I knu.: the u11ll 1111011 lll th· \ f 111,t~'l'ment \111 1 tr~ ll'••,ml 11 

..,, \ 1 .2 o the Comr.111~ C\ en .1tter p.1~ mcnt to \\orkmcn doc" not hold gnlld. 

Thus, the Company not only 'iolatcd the MO U, which was valid ao., per Government 
directions for 10 years but also succumbed to the demands of the Unions. I 111 1111 k ti 
cnt1rl prPllS\ ol \\._.~enc~ 't 1t n1 1 1 t\10l t t 1l '" rkmen llL, 1 r IL s. ull1111atcl) 
rcsultmg in irregular pa~ mcnt of pc1 tormam:c 11H.:cnti\ c to the tune ol Rs.4 .11 uore to 
\\ orkmcn. 

8.1.2 lrrl'~rtlar payment to cmplovce\ 

National Fertilizers Limited made irregular payment of ex-gratia amounting to 
I Rs.2.03 crore to its employees in contravention of OPE guidelines. 

The Depa11ment of Public Enterprises (DPE) issueJ instructions on 20 November 1997 to 
all public sector undertakings (PSUs), i111er olia, directing that the employees of rsu .., 
drawing wage/salary exceeding Rs.3,500 per 111e11se111 (increased to Rs . I 0.000 per 
111e11sem with effect from Apri l 2006) woulJ not be paid bonus, ex-gratia. honorarium. 
reward and special incentive etc., unless the amount was authorised under a dul~ 
apprm cd incenti\ e \cheme. 

The pa; mcnt of ex-gr(//ia b) 21 PSU <; to their ineligible employees \\a., pointed out 
earl ier in 10 Comptro ll er and Auditor General or lndia ·s Audit Report<; (Commercia lt of 
earlier years from 1994 to 200-l. II owe' er. no action was taken h~ thc<;c companic'>. The 

.. Reports of the Comptroller and Auditor General of India (Commercial) No. J of 1994, 1995, 1997 to 
2004 
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matter was referred (February 2005) to OPE for seeking clarification as to whether uch 
payment of ex-gratia was consistent with DPE's instructions. The OPE whi le clarifvin\} , e 

(December 2005) that the payment of ex-gratia to the ineligible employees was not 
allowed as per its instructions of 20 November 1997 intimated that there was no 
provision for OPE/Administrative Mi nistry to approve the payment of ex-grarialbonus to 
the ineligible employee in PSUs. OPE advised (December 2005) the Adminimative 
Ministry to take suitable action lo stop irregular payment. However, the PSUs continued 
to make payments of ex-gratia/cash award lo their employees irregularly ignoring the 
instructions issued by OPE in November 1997 and December 2005. The Comptroller and 
Auditor General of India again highlighted the irregular ity involving irregular payment of 
Rs.880.09 crore in the th ree Audit Report. 1 in respect of thirteen Companics2

. The maucr 
was again taken up in October 2008 with the OPE and concerned Acimini<;trative 
Ministries. In response, OPE directed (December 2008) Admi nistrative Minist ri e'i to take 
action to settle the audit para, however, no corrective action was taken b) the 
Administrative MinisLrie to control the irregular payment except in case of Electronic 
Corporation of India Limited which stopped such payment and ini tiated action for 
recovery of irregular payments. 

It was further observed (April 2009) in Audit that during 2006-07 to 2008-09 ational 
Fertil izers Limited paid ex-gratia of Rs.2.03 crore3 as a goodwill gesture to it-; all 
employees, which was in violation of the OPE guidelines as the payment of ex-8raria wa-; 
in addi tion to profit linked incentive paid to executives and prod uction linked incen1ivcs 
paid to non-executives. 

In response, the Management (June 2009) and the Ministry (August 2009) stated:-

• Ex-gratia payment in 2006-07 was announced by the Minister and all the 
payments were made with the approval of the Board of Directors and that DPE·-. 
guidelines of June 1999 permitted payment of perquisite and allowances up to 50 
per cent of basic pay, however, it adopted a policy of making payment at the rates 
from 40 to 50 per cent of standard pay. 

• The amount of ex-gratia paid to employees was considered against this margin 
available in the quantum of perqu isites and allowances. 

The repl) i-; not justified as :-

• The payment of ex-gratia was in addition to the approved incentive scheme and 
any ex-gratia payment over and above approved incentive scheme was not 
permitted as per OPE guidelines. 

1 Report No. 13 of2006, o 11 of2007 and No 24 of2009-IO 
1 Indian Airlines Limited, Pawa11 flans llelicopters Limited, NTPC Limited. Electronics Corporation of 

India Limited, Hindustan Petroleum Corporation Limited, Steel Authority of India Limited, Indian 
Airlines Limited, Garden Reach Shipbuilders and Engineers Limited, ME('O,V l.imited, eelaclwl 
!spat igam l.imited, A11da111a11 and Nicobar lslmuls Integrated Development corporation Limirw. 
National Buildings Constructions Corporation Limited, Engineers India Limited 

3 At the rate of Rs.1000 per employee in 2006-07, Rs.2 100 per employee i11 2007-08 and Rs. 1100 per 

employee i11 2008-09 
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• The Management's contention that the payment was made out of margin <l\ ailablc 
was not as per the OPE guidelines. 

• The Management and Administrative Mini cries are not authorised to override the 
OPE guidelines relating to payment of ex-gratia. 

Thus, the payment of ex-grarw amounting to Rs.2.03 crore as goodwill gesture to 
employees, in addition of profit/production linked incentive scheme, \\as irregular as per 
the guidelines of DPF 
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CHAPTER IX: MINISTRY OF FINANCE 
(DEPARTMENT OF FINANCIAL SERVICES­

INSURANCE DIVISION) 

National Insurance Company Limited 

9.1. l Loss due to breach of tariff in a petrochemical risk 

National Insurance Company Limited committed a breach of tariff in a 
petrochemical fire risk policy by undercharging premium of R .5.33 crorc. A a 
result, the Company paid penalty for an equivalent amount of Rs.5.33 to Tariff 
Advisory Committee. In addition, it failed to recover Rs.5.93 crorc (under re­
insurance arrangement) from The New India Assurance Company Limited against 
the policy towards fire loss due to breach of such tariff. -----

The Baroda Divisional Office (00) of National Insurance Company Limited (Compan)) 
issued fi re policies for Lhe period from I August 2004 to 31 July 2005 Lo Indian Oil 
Corporation (TOCL), covering material damage risk of IOCJ .'s Yadodara Petroleum 
Refinery for total premium of Rs.1 1.46 crore. The Company was the lead insurer sharing 
70 per cent risk while The Oriental Insurance Company Limi ted (OICT .) and United India 
Insurance Company Limited (UITCL) were the co- insurers for 12 and 18 per ce111 of the 
risk respecti vely. 

Re-insurance was statutory under this category as iL was a mega risk (sum in ... urcd 
Rs.5,735.92 crore). In re-insurance, a part of the risk along wi th proportionate premium i"> 
distributed to other insurance companies by the insurers. In the instant case, The 'c'' 
India Assurance Company Limited (NIACL) was the reinsurer for 14.41 per ce11r of los">. 
However the PSU companies have decided that such re-insurance cannot be automatic 
especially where there may have been underquoting of tariff etc. 

Audit noticed (May 2006) that on 29 October 2004, IOCL intimated a fire claim in Fluid 
Catalytic Cracking (FCC) unil of Yadodara Petroleum Refinery. The claim was approved 
(June 2007) for Rs.62.88 crore in which the Company's share of lose; was R<>.44.0 I crorc 
(70 per cent) and NIACL' s share of loss was Rs.6.34 crore. 

The Company committed a breach of tariff by undercharge of premium \vhile 
underwriting the risk and had LO pay (May 2005) a penalty of Rs.5.J3 crore equivalent to 
shortfall in premium to Tariff Advisory Committee (TAC). Nl/\CL did not agree for the 
re-insurance (March 2005) quoting breach of tariff. The Company also had Lo absorb 
NIACL's net share of loss of Rs.5.93 crore in the instant fire claim. Despite the fact of 
breach of tariff in December 2004, the Company did not prefer any upplementary bill 
fo r Rs.5.33 crore to the insured till May 2007 or adjust the same during the payment of 

claim. 
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The Co111pan) main!:;. contended (Jul) 2009) the tolltrn ing: 

• Representation wa.., made (May 2005) to TAC and the ri<.,k was asc;essecl h) Los\ 
Pre\·ention Agency (LPA). 

• The ri sk was inspec ted by a qualified engineer before quoting the rates who 
opined that TAC and LPA rates were not correct. 

• The Company accepted NTAC'L's refu<; al to accept statu tory cess ion for th ii.; 
policy fo r their share or claim. 

The contcnlron of the Comp.111~ i-; not com incrn!! !01 the follo\\ ing rc:t...,\Hh . 

• The Company was full ) aware that the rates quoted by them al the ti me of 
biddi ng were not in consonance \\ ith TAC rates. 

• The Company had al-;o paid a fine for breach of tari ff fo r the same risk in thc 
earlier period (2003-0-1- ) a-; a co-insner \\ ith UIICL. 

• The Company itse lf ca lculated (January 2005) the difference of Rs.three crore 
approximately between their rates and that of TAC. 

Thus, violation or tariff regulation caused the Company to suffer a total loss of Rs. 16.59 
crore1

• 

The matter was reported ro rhe Minislt"J 111 August 2009; their rep ly was awaited 
(November 2009). 

The New India Assurance Company Limited 

9.2. J Irregular settlement of claim 

j Acceptance of a n inadmissible claim towards car shells damaged during 
[ t ransportation resulted in loss of Rs. 1.2.t crore. 

Divisional Office 12 1400 under Mumbai Regional Office of The New India Assurance 
Company Limited (Company) issued a Mega Risk Policy to Tata Motors Limited (TMI,) 
for a premium of Rs. 11 .85 crore for the period () I April 2006 to 31 March 2007 Lo cover 
losses upto Rs.15300 crore

2 
by way of Property Damage (PD) and Bu iness Interruption 

(B l). The policy was co-insured with the Uni ted India Insurance Company Li mi ted and 
Tata AJG General Tnsuranct! Company Limited to the ex tent of .+O per cent and I() fJ<' r 
ce/lf respecti vely. 

As a result of a fi re al the Tata Motors Car Plant Paint Shop, Pune on 21 Scpte mhcr 2006. 
TM!. lodged (Sepremher 2006) a PD claim or Rs . .'."0.56 crore and a RI cla im of R-;. I -16 

1 
( Rs.5.33 crnre shorlf all i. e. 1111der rcc111•ery in pre111i11111 plus Rs.5.33 crore penal~v to TA.(' plu.1 
RS.5. 93 crore NIACL's net share of loss) 

1 
Property Damage for Rs. 12300 crore and ll11si11ess Interruption f or R.\·.3000 crore 
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crore with the Company. While the PD claim was settled (September 2009) for Rs.47.05 
crore, the BI loss was assessed at Rs.70.07 crore and settled (June 2008)

1
• 

The BI claim assessed at Rs.70.07 crore included Rs.2.48 crore towards loss on account 
of 789 passenger car shells damaged during transportation for painting from the TML 
plant at Pune to Kurla (in Mumbai) and back during the BI period, i.e., from 21 
September 2006 to 31 January 2007. The Company should have disallowed thi s loss as 
clause 6.5 of the policy2 expressly provided that insured would not be covered for any 
loss or damage that ought to have been covered by a marine

3 
policy. The Company, 

however, overlooking thi s fact accepted the loss of Rs.2.48 crore as a legitimate claim 
within the terms of the Mega Insurance Policy. This resulted in a loss of Rs. 1.24crore

1 
to 

the Company on account of the inadmissible payout to TML. 

The Management (May 2009) I Ministry (July 2009) contended the followinl! : 

• The surveyors had allowed the cost of the damaged body shel ls a increa. eel cost 
of working and not as transit damage. Had the insured taken separate marine 
policy only for the transportation of body in white, the) wou ld have claimed the 
premium for such policy as increased cost of working. The Company would have 
ended up reimbursing the premium as part of the Bl claim and also the transit 
losses under the marine policy. The marine policy, if any, would have been 
avai led from Company, as they are the major insurers fo r Tata Motors and also 
for the reason that the policy was to be taken arising out of the claim with the 

Company. 

• Shifting of body in white to Kurla Plant from the affected plant, i.e., Paint shop at 
Pune, was necessary to prevent the escalation of the BT loss. Hence, expenses 
incurred were considered as loss prevention measures or increased cost of 
working. By admitting the liabi lity, the Company had not been placed in any 
additional or avoidable financial burden. 

The contention of the Management/Ministry is not convincing for the follow rng reasons: 

1 Interim payments of Rs.JO crore, Rs.20 crore and Rs. JO crore in September 2006, February 2007 and 
February 2008 with final payment of Rs.30.07 crore in June 2008. In a situation where there is a lead 
insurer and co-insurer(s) as in this case, the leader shall decide admissibility of claim and the same 
shall be binding on the coinsurers. The leader shall comply with the law and practice govPrning 
ascertainment of extent of loss, liability under the policy and ensure payment of claim strictly as per 

terms and conditions of the policy. 
1 Clause 6.5 of the policy: "This i11sura11ce does not cover any loss or damage to property which, at the 

time of happening of such loss or damage, is insured by or would, but for the existence of this policy, 
be insured by any marine policy or policies except i11 respect of any excess beyond t/u> amount whic/1 
would have been payable under the marine policy or policies had this insurance 1101 been effected". 

3 Marine insurance "is concerned with the insurance of goods in tra11sit from one place to another by 
sea, by inland waterways, by rail, road and air .. .. " - extract from Chapter I of Marine lnsura11ce 
(First Edition- Reprinted in 2008) published by the Insurance Institute of India. 

4 NIA 's share at 50 per cent of Rs.2.48 crore. The payout was Rs.0.99 crore (40 per cent) by the United 
India Insurance Company Limited and Rs.0.25 crore (10 per cent) by Tata AIG General fllsura11ce 

Company Limited, the other two co-insurers. 
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• Clause 6.5 of the pol icy applies to both Section I-PD and Section II RI it 
specificall y excludes any claim on account of loss or damage, wh ich 'ihould 
normally have been covered by a marine policy. 

• I f the in'lured avai led such a cover of marine insurance in the normal course. he 
would be required lo pay the premium and as the claim did not fall under RI loss, 
the Company was under no obligation to reimburse the premium under BJ loss. 

• As per c lause 6 5 or the poliC), conJ1 tions (which is .111 CXL'l' pt inn cl.111 C'), 

damages to hod) hells \\ hi lc 111 tr,msport h> Kurl.1 anJ to P1111c lrom Kml.1 for 
Rs.2.4~ nore \\,ts not .111 item ul ad1111ss1hlc expenditure under incrca ... ccl cosl ol 
\\Orking. The damage-; are to he CO\ cred h) a separate lll.lfllll' pol1C\. \\ hich 
cm crs thr i n-.urance ol goods Ill tr.m!>1l Ir 0111 one place to .111othc1. 

Thu . the Company incurred an avoidable lmc; of Rs.1.24 crore on account of pa) rncnt of 
an inadmissible claim. 

The Oriental Insurance Company Limited 

9.3. J Short collection of premium in 1·iolatio11 of I Rl>A i11structio11s 

~
1 violation of Insurance Regulatory and Ocvelopmcrrt Authority 's instructions' the 
ompany allowed a discount of 22 per cent over and above the maximum 
ermissible limit of 51.25 per cent resulting in under recovery of insurance premium 
y Rs. l .50 cror_e._ _ ___ __ __ _ 

Tariff Ad vi ory Committee (TAC) had prcc;cribed rate of premium to be charged on 
various classes of business. From January 2007, TAC withdrew the prescribed tariff 
rates. Consequently rates. terms and conditions and regulations applicable were regulated 
by The Insurance Regu latory and Development Au thority (TRDA). JRDA asked (March 
2007) all General Insurers to ensure that the discount over and above erstwhile tariff 
rate

1
, even after introduction of de-Lari ff regime, should not exceed 5 1.25 per c<!nl for 

individual rated ri sks. 

/\. Delhi based branch of the Company issued an Erection Al l Risk Pol icy to Gujrat State 
l ·lcctrici ty Corporation Limited, A lstom (Swit7erland) Limited, Alstom Projects India 
Limited and all affiliated companies (Insured) for the peri od 8 November 2007 to 7 
January 20 10 for the sum insured of Rs.1097.75 crore coveri ng Material Damage. Third 
Party L iabili ty and other add on co\ers. 

Audit observed (September 2008) that the Company allowed an additional discount of 22 
per cent over and above the maximum limit (51.25 per cent) permitted by the IRDJ\ 
resulting in shore col lection of premium amounting to Rs.1.50 crore2. 

1 
Tariff rates that were applicable before withdrawal of the same by TAC in January 2007 

1 
plu.5 sen •ice tax at applicable rates 

- --- - - -- -~ ---- - - - --
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In response, the Management accepted (June 2009) the audit observation and asked the 
Insured to pay the differential amount. However, recovery of the amount wa awaited 
(October 2009). Thus, allowing excess discount in violation of IRDA instructions 
resulted in under recovery of premium of Rs. 1.50 crore. 

The matter was reported to the Ministry in June 2009; reply was awaited (November 
2009). 

United India Insurance Company Limited 

9.4. I A voidable loss due to incorrect claHificatio11 <~{policy 

Incorrect classification of a policy as ''non-risk booked" led to omission of r_c- j 
insurance arrangement and consequential loss of Rs.12.75 crore. 

Each insurance company cedes a part of the ri sk underwritten to other insurance 
companies so that in the event of loss, the los. could be apportioned among them on an 
agreed bas is. General Insurance Corporation of India Limited (GIC) frames such re­
insurance policy for each year in consultation with public sector general insurance 
companies. Accordingly, United lndia In urance Company Limited (Company) framed a 
re-insurance programme for 2007-08 for its field offi ces with directions to follow it 
without any deviation. The programme pre cribed that all marine policies with <.;um 
insured exceeding Rs.five crore should be class ified as ri sk booked (RB) and re-insurance 
arrangements made accordingly. 

Kolkata Divisional offi ce of the Company issued a marine cargo annual policy to ITC 
Limited (Insured) for the period from I April 2007 to 3 1 March 2008 fo r Rs.226 crorc a~ 
sum insured. The policy covered all transit risks with a per bottom limit of Rs.2.50 crorc 
and storage for 12 weeks whilst in store after reaching warehouse against the seven days 
normally al lowed. The Cl1mpany incorrectly classified the policy as Non-Risk Booked 
(NRB) on the basis of per bottom li mit. Hence, no re-insurance arrangement was made. 

Audit scrutiny n:\·calcd that: 

• While the stocks were under 12 weeks storage in a warehouse at Bhiwandi a fire 
occurred on 15 July 2007 which destroyed the stock of cigarettes, tobacco and 
personal care products valuing Rs.18.36 crore. 

• The Company settled the claim at Rs. 16.53 crorc as asses. ed by the surveyor. 

• The Company could recover Rs.2.48 crore only from GIC being the 15 1>er cent 

obligatory cession and absorbed the balance loss of Rs. 12.75 crore• due to 
incorrect classification of policy as NRB. 

The \1anagcmcnt <., lated (June 2009) ti., hclow: 

• Total claim Rs.16.53 crore-(obligatory cession to C IC Rs.2.48 crore+rete11tio11 by the company Us.0.36 
crore +excess retention of premium due to 11011-cession Rs. 0.94 crore) =I 2. 75 crore. 
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• The risk was classified as NRB on the basis of per bottom limit of R .... 2.50 crorc 
and that the claims in respect of storage extension under marine policies were 
very rare. 

• While noting the audit observation, they also added that necessary inc;tructions to 
operating offices were being issued for classifying the policies as RB or RB . 

The M 11mtr) '>l.Hcd ( Nll\ cmbu 1 009) that these types of losses during storage on 
completion of transit were not common and as such reinsurance wa. arranged on per 
bottom li mit. 

rhc contcnuon" .ire not aL\:cp .. hk as the underwriting office not only misc lassified the 
policy but al so deviated from the ban by the Company on <>torage extension for <>loci.. i..ept 
at fina l destination. Thus, absence of counter checking mechan ism for deviations in 
underwriting and non-compliance v.ith the '>lorage ban led Lo an avoidable loss of 
Rs. 12.75 crore. 

9 . .J.2 ,\ rnidable Ioli.\" due to delay in re-im11ra11ce arra11geme111 

I Non-finalisation of faculta tive a r rangement in time resulted in loss of Rs. J .43 crore 
to Public ector General Insurers. 
~- -~-

Division a I Office XI. New Delhi of United India Insurance Company Limited (Company) 
renewed (July 2002) a Group Personal Accident Policy for Indian Railways for the period 
from 0 I August 2002 to 31 July 2003 with lead insurance of 34 per cent and co-insurance 
of 22 per cent each with National Insurance Company Limited, The New India Assurance 
Company Limited and The Oriental Insurance Company Limited. The Company 
arranged an excess of loss (XL) cover, to protect its net account from claims, th rough a 
broker on 07 September 2002 \\ith deductible of R'>. two crore which co,·ered only 20 per 
ce/lf of the <;um insured. The Company did not take balance XL cover, as terms and 
conditions with brokers were not finaliseJ by then. 

Rajdhani Express met with an accident on 9 September 2002 in which 11 7 
(approximately) persons were ki lled and 207 \.\ere injured. The aggrieved pcr<>On'> 
preferred claims with the Railway Claims Tribunal. 

Audit scrullll) re\ i.:alcd that: 

• The Company had paid Rs.4.7-l crore up to March 2009 towards various claims 
for the said accident. 

• If the Company had finalised the XL cover in full on or before 31 July 2002. i.e. , 
prior to commencement of risk, it would have recovered R · .1.79 crore after 
adjusting obligatory recove1y and deductible under XL cover, but it could recover 
only Rs.36 lakh for the 20 per cent cover taken. Hence. the Company along with 
co-insurers had to bear balance claim., of R<,. I .43 crore. 

• Additional claims of Rs. 1.80 crore were ycc (June 2009) to be decided b) the 
Railway Tribunal. 

Wh1k .1Lceptmµ. lo ...... the \J,1n.u.!ClllLl1l \t,llul dune 1 009) th.11 · fn spite or thei r bc<>t 
efforts, full placements could not be ensured before the accident resulting in arnidable 
loss of Rs.48.62 lakh Lo the Company and Rs.94 .38 lakh to the other three p11 hlic sector 
general insurers. 
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The Ministry stated (November 2009) that considering the competitive scenario and the 
rate quoted re-insurance support on proportional hasis could not be completed. lt further 
added that the loss was well within the net retention of R .two crore. 

The replies are nor acceptable in view of the following facts: 

• The process for renewal had started (May 2002) well before commencement of 
risk (Ju ly 2002). 

• The Company had enough time to make arrangemencs for appropriate re 
insurance cover and failure to do so resulted in absorption of loss by Publ ic Sector 
General Insurers to the extent of Rs. l.43 crore (June 2009). 

• The Ministry's contention chat the loss was within the recention level of Rs.cwo 
crore is not correct as the rctencion is to be reckoned with ref erencc to the sum 
insured and not against the clai m paid. 

Thus, non-finalisation of re-insurance arrangement prior to inception of the risk resulted 
in loss of Rs. 1.43 crore. 

9.4.3 A voidable loss on re-insurance arrangement 

Under estimation of third party premium and non adherence to -;:c-insurance I 
programme resulted in avoidable loss of Rs.one crorc. 

Insurance Companies enter into re-insurance agreement with re-insurers to protect their 
interest from large claims. The re-insurance programme is drawn up by the Company in 
the beginning of each year to ensure appropriate re-insurance arrangements when policies 
are issued. The re-insurance arrangement is normally done in the fo rm of proportional 
treaty or non-proportional treaty. For proportional treaties the premium i" paid in 
proportion to the share of n.., k accepted by the re-insurer. In respect of non-proportional 
treaty like Excess of Loss! XL) cover, a Minimum Deposit Premium ( If DP) is paid to chc 
re-insurers based on the esti mated gross net premium income (G PI) . At the end of the 
fi nancial year, chc actual premium income i-; assessed and shortage of MDP. if any, 
would be paid to the re-insurer. However, excess premium, if any, would not be 
refunded. 

Instances of defecti ve estimation of premium for arnving at MOP and inadequate 
placement of risk with re-insurers resulting in avoidable loss noticed in the re-insurance 
department of United India lnsurance Company Limited (Company) are di scussed below: 

A. Excess payment of minimum deposit premium 

The re-insurance department of the Company took an XL cover for the year 2007 08 to 
protect its net account from the claims of motor thi rd party and workmen cornpen'>ation. 
The Company budgeted its premium at Rs. 1,460 crore, assessed the estimated G PI at 
Rs. I, 115 crore and paid Rs.8.27 crore as MOP. 

Audit ohsen ed llunc 2009) as under: 
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• The Company underestimated the outgo of Motor Thirty Party premium 
consequent upon introduction of Motor TP pool arrangement w.e.f., I J\pril 2007. 

• Enhancement in the EGNPf over budgeted premium from 71.42 per cent in 2006-
07 to 76.37 per cent in 2007-08 was not justified in view of introduction of Motor 
TP pool. The estimates for EG Pl for the purpose of MDP should have 
considered the actual GNPf for previou'> year and in doing so it would have savect 
Rs.0.75 crore. 

ThL \.11ni-.1r~ .., .1tul (:t\mu hLr 20fl9 th.it Actu.11 TP pool premium (Rs.<104 crorc) v. as 
higher than the estimate (Rs.1-+9 crore) for Gl\!Pf working and added that the actual 
premium earning would vary sometimes as wa1., in the present case. 

I he cpl_ .., I u.:cpl 1hl d -;{ 111 ll \ ll I rr pru I l (Rs.1-+9 crore) and 
adoption of higher estimated 1GPI for the yc.u 2007-08 was not justified. This resulted 
in execs-. pa) ment of Rs.0.75 crore1 as MDP. 

B. A voidable loss due to delay in re-it .surance ar rangement 

The Mumbai Di\ ision of the Company i.,1,ued a special contingency policy to EO 
Sports Broadcast (P) Limited cmering .,even 50 over international cricket matches 
between India and Australia 1.,tarting from 29 September to 20 October 2007. The sum 
insured was Rs.16.07 crore for each one-day match . 

Audit scrutiny re\ e.1lcd that: 

• The Company retained more risk ( 16.55 per cent as against 12.44 />£'1" cent) 
contrary to the re-insurance programme for 2007-08. 

• The first match \\as cancelled and the claim was settled for R'>.6.46 crorc by 
absorbing Rs. 1.07 crorc to their net account. Due to retention of addit ional ri'>k, 
the Company had to bear an additional loss of Rs.0.25 crorc.2 

fhe ;\fan.1gcrncm ..,t,1tcd (.lune 2009) th.it th1 <; \\,1 <hL to dcl,l\ 1 > t 1nint Cr n 1 

Jnqir,mcc Corporation.., .tpp ·m ti lor 1' 111 u1 11u upport. The Mini, try, while enctorsing 
the M,rna! cmull reply stated ( ovcmber 2009) that considering the busirress quantum 
which was likely to emanate from such event, the Company decided to retain a <;mall 
uncovered portion of the additional net. 

The reply is not convincing as retention or more risk was contrary to the approved 
re-insurance programme and resulted from the Company's failure to make timely 
arrangement up to the prescribed lc\el immccliatel) on underwriting the policy. 

Thus, the unda estimation of Motor TP premium and non adherence to re insurance 
prograrnnw resulted in avoidable loss or Rs.one crorc in the above cases. 

1 Rs. 1115 crore - Rs. 1016 crore = Rs.99 crore ,\' 0. 758 per cent=Rs. 75 lakh 
1 Additional absorption Rs.26.55 lakh - additional pre111i11111 retain ed Rs.82,000 
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( _ _ _ c_HA_ PTE __ R_x_:_D_E_P_A_R_T_ME_ N_T_o_F_HEA __ VY __ IND_u_s_T_R_IE_s_~) 

Bharat Heavy Electricals Limited 

10. I . I Loss due to inadequate i11temal co11trol\ and co-ordination 

Lack of coordination between the High Pressure Boiler Plant, Trichy and Boiler ] 
Auxiliaries Plant, Ranipet led to non-inclusion of Gates & Dampers in the 
budgetary prices and consequential absorption of unjustified expenditure of 
Rs.8.17 crore by BHEL. J 

The Power Plant Performance Improvement Business group (PPIB) of Bharat Ilea\) 
Electricals LinU ted received projec t enquiry for Renovation and Moderni sation {R&M) 
works relating to refu rbishi ng 5x200 MW OBRA project of U ~tar Pradesh Raj ya Yidyut 
Utpadan Nigam Li mi ted (Customer). PPIB instructed (August 2005) the Trich) unit to 
submit the budgetary price relating to their scope of work. The Trichy unit forwarded 
(August 2005) a copy of the instruction to the Boiler Auxiliaries Plant (BAP), Rani pet to 
submit budgetary prices for the scope of work falling under their product mix. 
Accordingly, BAP, Rani pet submi tted (September 2005) a budgetary price for Rs. J 29.59 
crore. 

The Trichy unit informed (November 2005) BAP, Ranipet that since the Gate.., and 
Dampers had been excluded from the scope of the Trichy unit, BAP, Ran i pet must submit 
revised prices to PPIB after including these items in its scope of work. However. BJ\P. 
Ranipet did not include the items Gates and Dampers in their budgetary prices, c,·cn at 
the time of subnUssion of revi cd budgetary prices to PPIB in February 2006. 

Based on the Letter of Intent received (May 2006) from the Customer, PPIB al located 
(August 2006) a price of Rs. 127.08 crore to BAP Ranipet according to their budgetary 
price. BAP, Ranipet later sough t (July 2007) an additional price al location of Rs. I 3.80 
crore for Gates and Dampers. However, PPIB rejected (July 2007) the claim stating that 
the offer had already been compi led based on the budgetary prices received from the 
Units. As a result BAP, Ranipet, executed the item Gates and Dampers in its scope or 
work though not included in its budgetary price. The Company had no choice but 
perforce absorb the expenditure of Rs.8. 17 crore towards the cost of Gates and Damper<\. 

The Ministry while accepting (February 2009) the lapse stated that: 

• The offer for this project was made during the transition period of the product 
from Trichy to Ranipet. 

• The price estimation for Gates & Dampers were overlooked due to lack of cope 
clarity between the Units, which had been resolved for sub equent orders vidc the 
meeting held on 30 June 2006 between Ranipet and Trichy. 
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• Now. system is in place to avoid such omi'>sions for future contracts. 

Thus, due Lo inadequate co-ordination between Trichy and Ranipet and lack of mternal 
control '> in submission of bids. the Gates and Dampers were not included in the budgetar1 
prices which resulted in unjustified ab'>nrpt ion of expenditure of Rs.8. 17 crorc. I lad the 
PPIB verified inclusion of all item:-, in the estimates before submiuing the bid. the error 
could have been detected at that stage. I hLrdnn: 11 1.., ·cc.:ommu1d d th.it thL ( 'omp.tn) 
-.. hou ld '\ 111\ L s~ ... rem of .1pprnp1 1 hl'ck of hid csttmatcs lwfore I!" ... 11hm1..,-,1n11 to 1hc 
customer. 

HMT Machine Tools Limited 

I 0.2. J Violation of tender cmulitiom in rnh• of' property and delay in completion of 
rnle 

The process of sale of property belonging to Praga Tools Limited suffered from 
certain deficiencies viz., (i) non compliance with the tender conditions in accepting a 
defective bid document and (ii ) failure to initiate timely action to shift the factory to 
the new premises resulting in delay in realisation of sale proceeds a nd consequent 
loss of interest of Rs.1.24 crore. 

Praga Tools Limited (PTL)"" a subsid ia ry Company of HMT Limited (l JMT) was 
declared as a sick Company during May 1999 by Board for Industrial and Financial 
Reconstruction (BIFR). The revi\'al scheme approved (November 2005) by the 
Government of India inter alia included sale of property (land & building) at Kavacli guda 
(Secunderabad) and shifting of plant and machinery at Kavadiguda to Balanagar Plant at 
Hyderabad. 

It \\a' oh'>Cl\Cd in Audit that the pmcc..,., of sale -,ufferecl from certnm 'hmtw111t11!'" on 
the p.1n of the Com pan) ,1 ch ussecl hckm. 

(i) Non compliance of tender cond1tH11i... 

The task of sale of property of PTL was entrusted (December 2005 and March 2006) to 
Asset Sale Commillee of HMT. Accordingly, lenders were invited (A pril 2006) by I !MT 
for sale of 8.56 acres of land and 1,89,927 sq. ft. building and structures: In response Lo 
the tender advertisement, Rajalaxmi Griha Nirrnan (P) l .imited (Rajalakshmi ) which 
quoted Rs.82.30 crore was considered as the highest bidder (HI ). 

Audit ob ... cncd th.it the tmnncral r1gurcs I e .. hnth the land \al uc .mcl the total btd \aluc 
were c.:0111plctcl) .ilterccl b) stnkmf! i>ff earl ier figurcc, in the bid document'> ,1nd the 
orig111al ... 1gn,11or) ol the bid chd not <1uthcnt1c.itc the corrcl'tion.., \d11ch \\ere 111 \ 111l.1t1on 
of the tender condition .... \..,the corrected hrd .imount of Rs.S2.>0 crorc \\ .1-; close to the 
re..,cnc price fixed b) the ComJMll\ 1 e .. R-, 80.96 c1orc. 1t create "LI p1cion about the 
amount \\htch \\.ts 011g111all) mclll1oned 111 the hid. the 1e.ison ... tor -.uch .tltcrat1on .md the 
nccc..,-,it) of ,1cccpting the s.unc. l'he hid \\ ,,.., not tCJCCtct.I anJ re te nde1111g '""' not 
rc-.orted to. 

•Merged with l/MT Machine Tools Limited w.e.f, I April 2007 as per BIFR orders 
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(ii) los'> of interest due to delay in completion of sale 

As per the conditions of the allotment letter and sale agreement, the Company should 
have executed the sale deed by handing over the peaceful posse sion of the property 
within three months, i.e. , latest by 25 October 2006. However, the C omp.111: C\CL UtLll Lill 

sale deed on 31 January 2007 after a further delJy of ahout three months due to delay tn 

the shifting of the factory . This resulted in consequent delay in receipt of balance )0 /)('f 

cent consideration of Rs.39.55 cron.: (after adjusting the Earnest V1one) Depo,1t amount 
of Rs.1.60 crore). wh ich \\as received on 29 January 2007, v.ith consequential loss of 
interest amounting to Rs.1.2..+ Lrore"' . 

The Management stated (July 2009 and Octoher 2009) that: 

• The tenders were opened by the Tender Opening Committee in pre ence of all the 
parties or their authorised representatives. The correction in the bid documents 
were done prior to submission of the bids by the parties or their authorised 
representatives. who were present during the tender opening process and no 
objections, were raised about the corrections by any of rhe other tenderers present. 

• Re-tendering would have seriously affected the implementation of the revival plan 
since the funding of the revival plan depended on fu nds generated from sale of 
land. 

• It was impracticable to work out the shifting of a running factory un less the deal 
was finali sed: The award of contract for shifting was also delayed and released in 
October 2006 and hence shifting could be completed by mid December 2006. 

The rcphes of the Management arc not convincing since: 

• If the correction in the bid ~as done prior to subnm.s1on of bid. authentication 
should have been with the initials of the original signatory: 

• Possible delay in imple111cntation of re'>ival plan is not a justific.:auon lor 
compromising on transparency. 

• The Company had initiated action (April 2006) for sale of land after live months 
of the approval of revival plan (November 2005) and the Company took three 
months in awarding (October 2006) the contract for 5h1ftmg of the machinery 
from the date of issue of allotment letter (25 July 2006) to the successful bidder. 
In the light of the fact that shifting the factory was completed within two monih" 
from the date of award of contract, proactive action to shift the factory soon after 
the deal was finalised in July 2006, \1.ould ha,·e avoided the delay. 

Thus, in spite of the unauthenticated corrections made in the bid document . the 
Company continued the process of sale in favour of the party which was in violation of 
the tender conditions and fai lure to initiate timely action to shi ft the factory to the new 

• calculated at 12 percent per annum (Bank Prime Lending Rate of interest for 95 days from 26 October 

2006 to 29 January 2007) 
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premises resu lted in de lay in realisat ion or -;ale proceeds and consequent lo<,<; of in tcrc<.;,t 
of R-,. 1.2-l crore. 

The matter ~ as reported to the Ministry in September 2009; their reply was awaited 
(November 2009). 

81 



Report No. 9 o/2009-10 

CHAPTER XI: MINISTRY OF HOUSING AND URBAN 
POVERTY ALLEVIATION 

Housing and Urban Development Corporation Limited 

II.I.I Non-adherence to the guidelines 

The Company did not adhere to the Reserve Bank of India guidelines and lacked 
control mechanism to monitor the utilisation of funds borrowed from banks fo r 
housing specific purposes. 

Housing and Urban Development Corporation Limited, (Company) provide'> long term 
finance for construction of houses and urban deve lopment programme'>. For thi purpo'>e. 
it raises fu nds through scheduled commercial banks (banks), financial insti tution'>, bonds 
and public deposits. 

During the period from April 1999 to March 2009, the Company borrowed fund'> 
aggregating Rs.6,535.25 crore from banks for housing purpo cs. The banks had lent 
fu nds to the Company subject to the guidel ines laid down by the Reserve Bank of India 
(RBI) which stipulated that term loans could be granted by the banks to hou..,in)! 
intermediary agencies"' against the direct loans sanctioned/proposed to be sanctioned by 
these agencies. Loans upto Rs. fi ve lakh per housing unit by housi ng intermediary 
agencies were to be treated a priority sector loans by the banks. 

Audit scrutiny of fund borrowed by the Company from banks for hou<;ing '>Cctor during 
April 1999 to March 2009 revealed the fo llowing: 

• The amount of Rs.6,535.25 crore borrowed from banks fo r housing sector lending 
(including Rs.5,031.25 crore for priority sector lending). was to be di..,bursect 
directly to the end users. The Company, however, disbursed only 
Rs.843.11 crorc directly to the end u ers (including Rs. 147.10 crorc for priority 
sector). Thus, the Company did not lend Rs.5,692. 14 crore as per RB I guidelines 
(which included Rs.4,884. I 5 crore meant for priority sector lending). 

• The Company had borrowed funds aggregating Rs.8,8 13.92 crorc during Apri l 
1999 to March 2009 but exact purpose for raising these loans was not specified in 
the respective loan agreements. The e loans were classi fi ed broadly as 'llou ing 
& Urban Infrastructure', 'Housing & Infra ·tructure, 'Ilousing & Social 
Infrastructure' etc. As housing loans were subject to eparate RBI instructions 
these loans should have been clas ified separately and not merged with other 
loans. 

•Like Housing and Urban Development Corporatio11 Limited 

82 



Report No. 9of1009-10 

• Funds amounting to Rs.77 1.76 crore disbursed by the Company for non-hcw .. ing 
schemes like construction of commercial complex, office complex, river front 
development, development of Golf course, etc, were classified as housing loan-.. 

The t\ lan.1gc:mc11t rnainl~ ~1.ucd 1~1.1) 2009) th.11. 

• The Company did not treat the bulk loans given to Government agencies for 
housing purpose as di ver ion of hou'iing funds. The Company was funding to 
priority sector through Government agencies and was adhering Lo criteria of 
priority sector as defined by the Ministry of Housing and Urban Poverty 
Alleviation and the Planning Commi sion, which varied from the criteria adopted 
by the RBI. 

• It would be difficu lt and imprudent proposition to maintain separate accounts 
(purpose-wise) for loans. 1 lowcver, due care was taken to ensure that the 
borrowings were deployed for the '>lated objectives. 

• Area Development Schemes, 1 ·i~ .. commercial and office complex, ri ver front 
development, development of Golf course, etc., for township arc being classified 
under ' llousing Schemes'. 

Tht: rep(\ of !he ~lanagcmcnt is not CU il\ 111ci11•, .i~ : 

• The Company had agreed to comply with the RBI instructions whi le borrowing 
funds from banks for housing purposes. Therefore , il should have ensured that the 
instructions of the RBI were fol lowed while utili sing such funds. The RBI 
confirmed (August 2008) that bulk loans disbursed by the Company Lo State 
Housing Boards, Urban Development Authorities and Private builders could not 
be treated as direct loans by the Company. 

• Absence of mechanism for monitoring sector-wise mobilisation and utilisation of 
funds led to diversion of priority cctor funds to non-priority areas and of fund. 
meant for direct retai l lending to bulk lending. 

• Schemes like construction of commercial complex, office complex, river front 
development, development of golf course, etc. , can not be treated as Housing 
loans. 

Thus, absence of a control mechanism in the Company to monitor the mobi lisation and 
utilisation of borrowings for the specified purpose led to lending of Rs.5692. 14 cmre in 
violation of the RBI guidelines of which Rs.4884. I 5 crore pertained to priority sector. 

As the Compart) would continue to hornl\\ funds for housing purpOSL'· Ill ruturt: .ll \ ll (<, 

re• 1 1 ndL'd 1h It proper monitoring mt:cham rn m.l) he st:t u 1 Lo ensure compliance of 
the RBI guidelines. 

The matter was reported lo the Ministry in July 2009; their reply was awaited (Nove mber 
2009). 
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(~~~~~C-HA~PT~E_R_x_1_1_:M~IN_1_sT_R_Y~O-F_M_IN~E-S~~~___.J 

Bharat Gold Mines Limited 

12. 1. 1 Ille pt lumdling of estate 

Company's action of entrusting the Management of it huge estate in the hands of \ 
skeletal contractual staff resulted in inept handling leading to encroachment/non­
collection of rent and los of financial benefit of Rs..t4.18 crore. 

Bharat Gold Mines Limited (Company) was incorporated in March 1972 and wao., one of 
the major producers of gold in India. Tt was referred ( 1992) to BIFR 1 a' it -; net worth '"1' 
fully eroded. Based on the orders (June 2000) of B JFR/AIFR~ . the product ion act1\ttic-., 
were stopped w.e.f., October 1000 and the Company was clo ed from I March 2001. The 
Employees Union of the Company challenged the closure in the High Court of Karnata ~a 
which upheld (September 2003) the closure and made certain recommendation-., to the 
Government of India (GO!) regarding estate of the Company. 

Audit noticed that, the Company's inept handling of its estate after the closmc of ih 
production activities resulted in: 

~ Unauthorised occupation/encroachment 

• The Company after a c;urvey (A pril 2009) of its Town ship at Kolar Gold held-.,, 
Karnataka, found that 502.48 acres of land1 (valued at Rs.26.27 crore @ R,. 12 per 
Sq.ft) encroached by outsiders. However, a similar exercise of surve1 ing the 
balance vacant land was not done. 

• 3609 quarters were under un-authorised occupation by outsiders/private agencie-.,. 
The annual recurring loss of rental income worked out to Rs.8.66 lakh 1

. 

,.. Inability to collect rentals 

• 44 10 quarters we re allotted to ex-employee on monthly rental basis hcl\\ccn 
198 1 and 2005. Only 79 allottees were regular in payment of rent. An amount or 
Rs.4.93 crore was overdue from defau lters as at the end of December 2008 
(against thi. a depo it of Rs. 1.9 1 crorc was held by the Company). Detail-., of 
demand and collection of rent from January 2009 we re not on record. The 
Company fail ed to evict the defaulters and take posses. ion of its property. 

1 Board f or Industrial a11d Fi11a11cial Reco11structio11 
1 Appellate A11tlrority for lnd11strial & Fi11a11cial Reco1ntructio11 
3 Out of total holding of 12187.30 acres of land, 10968.57 acres (cost price Rs.SS fakir ) was Hated to/!£• 

vaca11t 
" Based 011 the 111i11i11111111 rent of Rs.20 p.111. /quarter fixed f or quarters allotted by tire Co111pa11y i11 other 

parts of its tow11slrip 
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• T he Company lca-;ed commerc ial e'itab li 1,hments and re'iiJcntial accommnda11on 
10 777 out<.; ider '> on month I) ren1,i1 ba'ii'i of'' hich only I 00 panic.,\\ ere regular 111 
remillance o f monthly rent. The dues from the defaulter<.; t i ll December 2008 
amounted to R -;. 1. 10 cron:. The ba"i" for f i xing the monthly rental \\'a<; not on 
record. a<; the month!) ren tal<; wa<.; a-; low a<; Rs.0.50 per month. Detail<; of 
demand and collecti on of ren t from January 2009 were not on record. L ea-.e.., h<n e 
not been renewed. 

• 

• 

incorrect assessment of salr value of houo;cs 

/\..., per the recommendat ion ... (Septemlwr ~OOJ) o f the lligh Court or Karnataka 
the Central Government (l\1 ini'ilr) or I\.l 1ne-.) could consider tran-.fer/comc)ance 
or the quaner-;/house-, allo11ed 10 the ~mployees o f the Compan) on '>Ital area 
lxhl\ con-.idering thi-. a-. a ret i rement pacL1ge al a conces1,ional rate of R-,.10 per 
..,q.ft for -.ital area up to IOOO Sq.ft. ;(-..20 per .,q.ft for '>ital area bet\\Ccn IOOO 
,rnd 3000 -.q.ft. and R1,.JO per sq.ft 101 ... na l area above 3000 -,q.ft. The Court had 
al<>o recommended that nothing migl· t be charged towards the value o f 1,tructure<; 

a<; they \\'ere ver; old and in a r ilap1dated condition. T he Ministr) had the 
di-;cretion lo mod if) the n.:commenJation. T he Ministry accorded apprm al 
(August 2006) 10 implement the ru :ommendations o f the I !igh Court. Despite a 

clear recommendati on by the J ligh Court to charge ror sital area, the Company 
made an i<;sue or absc1,'-c or clarity on recommendation and decided (A pril 2007) 
to charge only for plinth area o f the building exc luding court) ard/\'acant land 
\\ i thou t gelling the is'>ue clarified leg,111 ::.. Accordingly . posses..,ion or 2829 
quarter.., \\a'i handcJ mer Lo Lhc retircd employees. 

Arter fi,c )Cars or IJ1gh Coun·s recommendation. the Compan) obtained a leµal 
opinion on the i'>'>Ue 1n :"\member 200h. \\ h1ch clari fied that sital area 111clude" 
court) ard/\ acant land. T hc 111accurac) 111 thc implementation of recommendation 
has not been informed Lo the i\1inistry for approval (November 2009). The amo11n1 
recm crab le for the vacant land/courtyard on 2829 houses handed over worked to 

Rs.1 3.52 crore where as onl) R<i.2.27 crore '' <1" worked out consideri ng 0 11 1::. the 
plinth area of the bu i ldings. This ha'> re<.;u ltcd in loss of revenue amounting 10 

Rs. I 1.26 crorc. Even out or Rs.2.27 crore due, the Company could recovcr/adju'>t 
only Rs. 1.65 crorc from the terminal benerits of the retiring employees leavi ng an 
overdue amount of Rs.0.62 crore. 

Thus, inept handl ing or the e'ltate re..,ulted in los.., of financial benefit of R1,.-t.f. I 8 crore 10 
the Comr any. 

·r I e C ornpall\ t kd Jul\ ... 0 > 

• That ''hen the operations were clo1,cd. there \\ere no functional department-. and 
contract personnel were inducted for admi n1-. tra1i, ·e work : 

• /\s regard~ sa le of quancr\. it wa-. stated that the ra tes ·01her than for the plinth 
area· \\Ould he deal t in due course before effecting the tran1,fer of ownersh ip. 11 
further stated (Nmcmber 2009) that a Chier Secu ri ty Office r (('SO) had been 
appointed rcccntl y to ward o f theft s and pi l ferage o f property and a proposa l wa-. 
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submitted to the GOI for appointing the CSO as the Estate Officer under Public 
Property Act to get the houses vacated under the provisions of the Act. 

The reply of the Company is not convincing as: 

• Company's action of placing the management of its huge estate in the h.1nds of 
skeleta l contractual staff rc.,ultctl in inept handling leading to encroachment/non 
renewal of rent rates and non collection of rent etc. 

• The Company failed to incorporate a suitable clause in the allotment letter" issued 
to the employees to the effect that the sale \\as ... ubject to the rate for ·area othe1 

than plinth area· . 

In view of soaring value of real estate, the Ministry/Cornpan) needs to tal\e concertL'd 
steps to sec that the Compan) · s property i" protected hy evict111g the encrnaclwr .... . An 
appropriate system to rcas.,c-.s the rent/lease amount/sale value of quarters sold should he 
enforced for collection of due'> ,md effective management of it'> real est.Ile. 

The matter was reported to the Ministry in August 2009; their rep ly was awaited 

(November 2009). 
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CHAPTER XIII: MINISTRY OF PETROLEUM AND NATURAL 
GAS 

Bharat Petroleum Corporation Limited 

13.1. I A roidablt• payment of leme premwm for regulari\atio11 of lea\e-/10/d pf of\ 

ilure to execute lea<;e agreement with CIDCO after making full payment of lease j 
emium resulted in extra expenditure of R<>. I 0.40 crore and an additional liability 
R .17.76 crore to\\ards allotment of alternate plot. __ __ __ · 

Bharat Petroleum Corporation Limited (Comrany) was allotted two plots of land hy the 
City Tnduc;trial Development Corporation 1,f Maharashtra Limited (CTDCO). one for 
commercial purpose (Nm·emher 1995) and tt mther for residential purpose (Janual) 1996) 
located al Kharghar, Na\ 1 Mumhai on a long term lease of 60 yearc;. /\s per the terms or 
allotment, pos<.,c<;sion of land" a.., to be han kd over to the Company after payment of full 
lca-;e premium and c\ccution of lea'lc a!!rccmcnt. Accordingly. the Company made a 
payment or R .... 1..i.02 crnre ... lO\\ard-; lca'lt rn.:m1urn for the two plot<; a-; per the 'ICheclule 
gi,cn in the terms of .dlotmcnt. In Ju i) 1997 and January 2000. CTDCO a-.1..ed the 
Company for execution of tl1L lca-;e agre~ment for the two plot<;. I Iowcver. the Company 
v.a-; lad.adai-;ical in takmg action for execution ol the lea'>e agreement. 

In t\ugust 2002, the M.111a~ement identified hoth 1he commercial and residential rlo1s as 
surplus to its req ui rements. /\!though the lease agreement for both the plots had not been 
executed. the Company offered the plots for -;ale through ne\\ spaper advertisements and 
also without having consulted its Legal Department. Since response to the aclvert1<;cments 
was roor, the Company decided to hold the plots for another two years. 

In July 20()7. the Company noticed that it'> rc-.idential plot had been occuried hy two 
pmate parties and filed (2007) a \Hit petition 1n the High Court of 1umbai re411cs1ing 
the Court lo direct CTDCO to execute a lease a!!recment in its (Company) favour as per 
the allotment. The Court decreed (Dccemher 2007) that both parties should re-.ohc the 
matter hy mmual negot1ation'i. The Company and the CIDCO agreed (January 2008) that 
the Com ran) v.:ould pay an additional lease premium of 
R -.. I 0.40 crore to regularise the allotment of the commercia l plot and request for the fresh 
allotment of a residential plot in Kharghar at market rates. Accordingly, the Company 
paid (NO\ember 2008) R'i.10.40 crore tO\\ards additional lease premium for the 
commercial plot and was in the process (August 2009) of executing the lease agreement 
with CIDCO. /\s regard<; the residi.:ntial plot. the Board of the Company approved 
(September 2008) rurcha-.e of an alternate plot by paying an amount of 
Rs. 17.76 erore 

Jo Towards co111111ercia/ p/ot- Rs. 10.35 crore and /Oll'ards re~idential plot -1?~.3.67 crore. 

- -----
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Audit observed that the Company did not: 

• Execute the lease agreement with CIDCO even after payment of the lcac.;c 
premium as per the terms of allotment. 

• Take requisite action even after CTDCO reminded the Company in Januar) 2000 
for execULion of lea e agreement for the plots for which the Company had paid an 
advance of Rs. J 4.02 crore to CIDCO in I 995-96. 

• Initiate action to execute the lease agreement till it was noticed chat the residential 
plot had been occupied by pri vate parties. This indicated poor monitoring hy the 
Management of its real estate activities. 

The ManJgement stated ( \1.1) 2009) that the fac tors leading to the purchase of the 
commercial and residential plots at Kharghar were on account of. inter cilia, an incrcac.;c 
in the activ ities of the Company over the years and lack of availability of su itable land 
for construction of an office building within the city of Mumbai at cheaper rates. 

In respect of the co111mcn.:1al plot, the Management fmthe1 o.;1atr d th.11: 

• The process of executing the lease agreement with CJDCO was delayed. amon~ 
other things, due to non receipt or clarification from CIDCO regard ing the effect 
of the Coastal Regulation Zone (CRZ) on the plot. 

• Delay in obtaining clarification sought from CIDCO as regard'> construction of 
training centre etc. 

• The additional lease premium and other charges have already been paid to 
CIDCO and the execution of lease agreement and registration is in proccs\ . 

As regards the n:sidential ph>t, th Ma iagcmenl st.lled that. 

• The matter regarding demarcation of the residential plot and execu tion or lease 
agreement was continuously fo llowed up with CJDCO and it was on ly in January 
2000 that CIDCO had requested the Company to come for execution of the lea..,c 
agreement. 

• The proposal for shifting of the offices and residential quarter. lo Kharghar was 
del iberated upon due to major changes in the job profiles at various level .... 
infrastructure around the area was inadequate and there ~a. no clarification from 
CIDCO about the applicability of CRZ on the plot. 

Tht ~1 nistr} while cn<lor ... ing the '1C\\ ot the \1.11.i_Ll11Llll -,1 lL ( k 11 her "' 
the recommendations of legal department were sough t for making payment'> as 
demanded by CIDCO as a normal process and payment effected therea fter. 
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The replies are not convincing on account of the following: 

• The Company had not sought the advice of its legal department before making 
the full payment of the lease premium. The applicability of CRZ or any other 
limitations/factors which might affect the development of the plot in future 
should have been ascertained by the Company before proceeding with the 
purchase of the plots. 

• Subsequent to making the fu ll payment of Rs. 14.02 crore for both the plots as per 
the terms of allotment, the Company vac illated in deciding their actual utili sati on 
and started taking into account other subsequent/ex traneous factors. As a result. 
during the period between 2000 and June 2007 the Company failed to take 
purpose ful action for execution of the lease agreement w ith CTDCO. 

• The Company proceeded to take action tov. ards executing the lease agreement for 
both the commercial and residential plot'i, only after it became aware that the 
residential plot had been encroached upon b) private parties. 

Thus, inadequate internal controls coupled wi th lack of timely action on the part of the 
Management in safeguarding the assets for which full lease premium had been paid to 
CJDCO, resulted in an avoidable expenditure of Rs. I 0.40 crore and an additional liability 
ofR~. 1 7.76 crorc. 

GAIL (India) Limited 

13.2.J Under realisation in Gas pool account 

on-implementation of Ministry 's directives for billing of gas utilised in production-, 
products other than fertilizer at the market rates resulted in under realisation of 
.40.48 crore in the Gas Pool Account besides avoidable extra burden on subsidy. 

1 

GATL (India) Limited (Company) was supplying atural Gas ( G) to its customers at 
pri ces determined by Government of India (GOl ). The pricing structure for sa le of G. 
effecti ve from 1 July 2005, restricted sale of NG at subsidised price 1 to power, ferti lizer 
sector and other eligible consumers for priority usage only. After considering the usaµc or 
subsidised gas by fertilizer companies like Rashtriya Chemicals and Fertili zers Limited 
(RCF) and Deepak Fertili zers and Petrochemicals Limited (Deepak Fertilizers) for 
production of chemicals not covered under the Government orders, the Ministry of 
Petroleum & Natural Gas (Ministry of Petroleum) directed (July 2006) the Company Lo 
charge market pricc

2 
of NG u<;cd for manufacturing products other than fcrt ili7ers by 

obtain ing the quantities so consumed from the consumers concerned. 

Audit noticed (September 2007) that despite correspondence w ith the RCF and Dccpak 
Fertili zers, the Company failed Lo obtai n the quantities of NG utili sed for production of 
non-fcrtili1cr products. Further, the Company did not evolve a mechanism for 
ascertaining the quantities of NG consumed for ferti lizer and non-fcrtili7cr products. 

1 
Rs.3200 per Million Metric Standard Cubic Meter per day 

1 
Market price of Regasified liquified Natural Gas(Rl.NG)for Rs.6899 per MCM 
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Consequently, NG consumed for non-fertilizer products continued lo be charged at 
subsidised rates. In April 2009, Ministry of Fertilizers and Chemicals assessed non­
fertilizer usage in respect of RCF, Trombay only at 20 per cent of total consumption and 
recommended for its implementation from January 2009. Ministry of Petroleum approved 
(October 2009) for billing as follows: 

• NG used for non-fertilizer purposes from January 2009 to be charged at market 
price. 

• As regards period prior to January 2009, financial implication of charging rate'> 
for chemicals, both for gas pool account and the Company in terms or re\ cnuc 
foregone, as well as for the government subsidy and losses to the concerned 
companies to be worked out by the Company and intimate the same to Mini <.;t ry of 
Petroleum. 

The Management in its reply stated (March 2008/August 2009) the fo llowing: 

• The Company would have implemented the order in letter and spirit, if the 
information would have been made available by the fertilizer un its. The same ~a<, 
communicated (June 2007) by it to the Ministry of Petroleum for advice on the 
issue, wh ich was awaited. 

• The Company has not caused any loss to the gas pool accoun t as the matter i'> to 
be resolved between the Ministry of Petroleum and Department of f ertili ?crs 
while the Company would act as per government directi ves. 

The reply of Management is not convincing a-;: 

• Being a custodian of Gas Pool Account, it was the responsibility of the Company 
to devise a system suitable to their requirement for correct billing and reali'>ation 
of the legitimate dues from consumers as per the directives of its Admini <.;trati \'e 
Ministry instead of taking shelter under the excuse of non-avai labi lit} of 
segregated quantity of NG used for purposes other than f erti I izers. 

• Misuse of NG for a purpose other than those prescribed in the aforesaid order of 
Ministry of Petroleum was indicative of sub-optimal managment or the gas pool 
account by its custodian, i.e. , the Company. 

Thus, lack of co-ordination between the two Ministries and laxity on the part of the 
Company in charging the market rate for NG used for purpo~es other than tho~e 
prescribed in Ministry's order resulted in loss of revenue estimated at Rs.40.48 crore• in 
the Gas Pool Account for the period 1 January 2009 to 3 I October 2009 in respect of 
Trombay unit of RCF only. The amount of under realisation in the Gas Pool 1\ ccount 
would be much more than this considering all the units using NG fo r non-fertili1cr 
purposes including RCF and Deepak Fertilizers. Also for the period prior to I Januury 

• 0.36 (20 per cent of NG allocatio11of1.8 MMSCMD) x Rs.3699 per MCM (Rs.6899-Rs.3200) x /000 x 

304 days 
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2009 (from July 2006 to December 2008). there was considerable revenue foregone by 
the Company/gas pool account as well as Government subsidy paid to these companies. 

The matter was reported to the Ministry in August 2009, their reply was awaited 
(November 2009). 

Hindustan Petroleum Corporation Limited 

13.3. I I oss of interest due to delay 111 amlirnR of rnslomr,; duty exemption 

loelay in utilisation of advance licence for availing exemption of import dul) 
[ resulted in borrowings and consequent loss of interest of Rs.8.43 crore. 

According to the Foreign Trade Policy (~TP)"" 200-1--09, an ad\ancc licence ma) be 
is'>ue<l to a manufacturer for dul) free import of inputs \\h ich we re ph)'>lcall) 
incorporated in the export product. The export obligation was required to be discharged 
within the period prescribed in the licence. 

The Mumbai Refinery. a unit or the Hindustan Petroleum Corporation I .imitcd 
(Company), imported crude and exports proccssetl petroleum products vi7., Purnacc Oil. 
Naphtha, LSllS , lfSD, llEXA E, etc . The Company was, therefore, entitled to custorm 
duty exempt ion on the crude import under the ,\ dvani..:e Licence Scheme. 

A scrutin y hy Audit of the advance liceni..:es obtained by the Company for the penod 
2003-0..J. to 2007-08 revealed dela) in the utili-.ation of advance licences obtained hy the 
Internati onal Trade and Suppli e'> Department of the Company for the unit. Eight ath ancc 
licences were obtained for customs duty e'\c111pt1on for import of crude during the period 
2003-0-l to 2007-08 for exports of fin ished products in the near future by the unit. DespiLe 
holding the li cences to claim custom dut) exemption benefit at the time of import of 
crude oil for its production requirements, the unit paid an amount of Rs.87.27 crore 
toward<., customs du ty during Lhe period Apri l 2003 to November 2006 without uu li..,ing 
advance licences in fi\e cases. The exemption from customs duty was. however. claimed 
belatedly against subsequent import-; of crude oi l. The delay in utilisation in respect of 
five out or the eight licence-.. ranged from 55 days to 627 days. Consequent!). •he 
Cnmpan) incurred loss of i1Hcre'>t of Rs.8.43 crore on the custom-, duty paid out or 
borrO\\·ed funds due to delayed utilisat ion of the advance licences. 

The Management 111 reply stated (.June 2009) that : 

• The refinery manufactured several joint products and due to operational 
constraints it was not possible to '>a tisfy the requirement of the FTP that the 
exported product was out of a part icu lar earmarked raw material. 

• The exports could not he planned in advance since export was onl y on the '>urplm 
production over domestic demand. 

~ Para ./.1.3 
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• Sometimes customs authorities do not allow uti lisati on of advance licences in 
order to protect their revenue collec tion target; and to impose penalt) in case of 
default in fulfi llment of export obligations. 

The reply is not convincing on account of the following: 

• The FTP does not specifically mention that the export products should be out of 
the earmarked raw material and the quantity. Value of imports and exports were 
worked out as per Standard Input Output Norms. 

• The Company obtains the advance licence only after getting intimation from rhe 
Mumbai Refinery of its intention to export the products. 

• There was nothing on record to prove that the Customs Authorities had denied the 
uti li sation of advance licences. The time provided fo r fulfill ing the export 
obligation under the Advance Licences ~cheme was 18 months to 24 months. 
Hence, the possibility of imposition of penalty ari sing in case of non-fu lfillment 
of export obligations was not convincing. 

• Despite advice by the concerned Ministry (April 2006) to streamline the 
procedure to avoid recurrence of delays in utilisati on of the advance licence, no 
efforts were made by the Company to formulate such procedure. 

Thu , due to weak internal controls the Company fa iled to ensure prompt utili sation of 
licences and avail the benefit of exemption from payment of customs duty on import ·. 
Consequently the Company resorted to borrowed funds for payment of customs duty 
resulting in avoidable lo s of interest of Rs.8.43 crore during the period 2003-04 to 2007-
08. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 

Indian Oil Corporation Limited 

13.4.1 Loss of revenue and addiJional expenditure 

Barauni Refinery suffered loss of revenue of Rs.212.71 crore by diverting high value 
product components for generation of low value product and also it could not 
process cheaper high sulphur crude due to the constraint in il'i proce ing unit 
resulting in additional expenditure of Rs.180.32 crore. 

Indian Oil Corporation Limited (Company) approved (February 1999) the capacity 
expansion of Barauni Refinery (refinery) to ix MMTPA •. This would involve 
processing of one MMTPA high sulphur (HS) imported crude and fi ve MMTPA low 
sulphur (LS) imported crude. Eli mination of generation of Light Diesel Oi l (LOO), a 
low value product, was also a part of project. The project was commissioned in 
December 2002. 

• Million Metric To11 per A111111m 
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(a) During the period from 2003-04 to 2007-08. the refinery di verted 3.7 lakh MT rTi gh 
Speed Diese l (HSD) components fo r generation of LOO instead of production of I ISD. a 
high value product. This di version of HSD components had resulted in revenue loss of 
Rs.2 12.7 1 crore1 to the Company. 

Accepting the diversion, the Management/ Ministry justified (June/ October 2009) the 
generation of LDO and stated that : 

• HSD components were di verted during 2003-04 and 2004-05 as secondary unit 
was not stabilised. 

• LOO was produced in later years to meet the requirement of customers (power 
plants) as per Supply Plan. 

The above contention is not convincing as: 

• The secondary processing unit was stable from 2003-04 as evident from its high 
capacity utili sation2

. 

• Supply Plan was f ormulatcd by the Company independently based on profit 
maximisation. 

• The design product pattern of the refinery after expansion does not include LDO. 
the realisable value of which is lower than cost of crude. 

There was no economic justification to generate LDO by sacrificing the production of 
high value HSD. 

(b) The refinery design required it to handle 20, I 00 MT of sulphur1 for process ing one 
MMTPA HS crude. During the peri od from 2003-0-l to 2007-08, the refinery could not 
process the desired quantit/ of I IS crude due to metallurgical constra int of major 
equipments5 of Coker A unit which were not modified to process HS crude res idues. Th is 
limited6 the ability of the refinery to handle the sulphur in the HS crude. The ac lllal 
processing of HS crude by the refinery was lower than the design by 8. l 2 lakh MT duri ng 
the period from 2003-04 to 2007-08. This was substituted by higher processing of J ,S 
crude. LS crude being costlier than HS crude, the refinery had to incur additional 
expenditure of Rs.1 80.32 crore during the above period. 

While accepting this the Management stated (June 2009) that: 

• Due to increased processing of LS crude the di stillate yie ld was higher than the 
design yield of 84.9 per cent resulting in a ga in of Rs.254 crore. 

1 
Difference in realisable Mlu e of HS/J and / ,DO less rnriable cost of further processing of llSD 
components in secondary processing unit 

2 99 per cent in 2003-04 and 101 percent in 2004-05 
3 2.01 per cent of I MMTPA 
.s 36,59,285 MT (Actual processed 28,47,030 MT+ Deficit in proce.ning 8, 12,255 MT) 
5 

Coke drum, Quench column, Kero stripper, J,/)0 stripper and CFO stripper 
6 Deficit in lta11dling of .wlpl111r ranged between 2207 MT and 4632 MT 
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• Action to remove the constraints 111 Coker A was not taken on economi c.: 
considerations. 

The contention of the Management is not c.:om inc.:ing due to the folio\\ 111g: 

• The Company has den ved the di still ate yield considering the production of I .DO. 
The design yield with which it has been compared docs not include LDO. 
Excepting in 2005-06, the refinery's di still ate yield did not increase beyond the 
design yield. 

• The Company will continue to incur the additional expenditu re on crude ti ll the 
proposed Coker A modifications are completed. 

Thus, di version of high va lue product components for gener:ilion of LDO resulted in 
revenue loss of Rs.2 12.7 1 crore and the Management's inaction cost the Company 
Rs.1 80.32 crore while also frustrating the refinery expansion objective of optinfr·, i n~ the 
processing of cheaper HS crude. 

The matter was reported to the Ministry in June 2009; their reply to the part (b) of the 
para was awaited (November 2009). 

13.4.2 A voidable payment of paralleling charges 

Lack of planning and foresightedness for synchronisation of demand and 
paralleling facility for electricity at the time of entering into a fresh contract \\ ith 
UPCCL resulted into avoidable payment of paralleling charges amounting to 

Rs.16.76 crore. 

Mathura refinery of Indian Oil Corporation Limited (Company). in order to meet its 
power supply requirement, entered into an agreement (January 1982) wi th the ere.,[\\ h1lc 
Uttar Pradesh State Electricity Board, now UP Power Corporation Limited (lJ PPCI .). for 
supply of 4000 KY A 1 power. Subsequently, wi th a view to ensuring unintcrruptl'd 
parallel power supply to the various processing units fed from its 37.5 MW

2 
thcrm,tl 

power station, the refinery entered into a supplementary agreement ( 1985) with the 
UPPCL which, inter alia, included clause S stipulating the terms governing paralleling 
charges providing for payment of Rs.22,05,900 per month as additional char~e . 
Meanwhile, the refinery installed two Gas Turbo Generators GT-I (1998) and GT-2 
( 1999); thereby increasing its installed power generation capacity to 78. 1 MW. With the 
enhancement in the power generation capacity, the refinery became self reliant, not 
requiring paralleling facility from UPPCL. Also, the Company decided to reduce its O\\'n 
contract demand from 4000 KV A to 3000 KY A in November 1999. 

Audi t noticed (February 2009) the fo llowing:-

• The very purpose for which parallel fac ility/operation was arranged with UPPCL 
was no longer requi red especially after enhancement in the power generation 

1 Kilo Volt Ampere 
2 Mega Watt 
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capacity in 1999; however, the Company while entering into a fresh agreemen t 
with UPPCL (November 1999) for reducing the contract demand to 3000 KV /\. 
failed to obtain deletion of clau..,e 5 of the agreement governing paralleling 
arrangement which therefore, remained in operation. 

• The matter of withdra\\ial or paralleling clause was taken up with UPPCL by the 
Company for the fir'>L time only in Augu..,L 200 I after it \\a<., pointed out by aud it 
:n March 2001. though in response thereto, the Company staled that paralleling 
faci lity was necessary for operational purposes. Provis ional approval for dele tion 
of the paralleling clau<,e was obtained ry the Cornpan) in December 2007. Thi.., 
resulted in avoidable expenditure or R .... 16.76 crorc. 

The ~h111a••cmcnt and t-.1i1mtn stated (June .111d October 20091 thc folio\\ ing: 
I:; " 

• The paralleling connection had nm lii 11g Lo do with se lf-sufficiency in power 
generation and it was in place right fro m incertion or the refinery even when 
rower generation \\a-. adequate . Ac' ion for deletion of clau<;e 5 was taken once 
the confidence about capability of ti c generat ing system wa<, gai ned. 

• The payment of paralleling charf e~ wa<; storped from January 2008 after the 
Chief Engineer. l ' PPCI. issued direction<; LO hi s officials for deletion or clause 5. 

The rLph or the tvlan.1..!ement and \ l ini-..tn -.. not mm inc1nr a-; the Company continued 
to pay para I le Ii ng charge.., from September 200 I, v. hen the Company i tsc l r tool- up the 
matter'' ith UPCCL for deletion of clause 5 ,1fter gaining confidence ahout its capability 
and could ha ve avoided by storping pa~ ment after giv ing one month's notice under 
clau -,c 19 of the agreement. 

Thu'>. the Company not 0111) erred in the first place by incorporating a paralleling clau..,c 
in the re\'1'>cd agreement but al>io failed -..uhs.equcnt l) to take timcl) appropriate remedial 
mea-.urcs in the best intercsh or the Com1Mn) lc<td1ng [('I an U\ 01dahlc pa~ mcnt nl 

R-.. .16.76 crorc. 

Oil and Natural Gas Corporation Limited 

13. 5. I Los.\ due to purchase <~f condensate at crude oil price 

Company's decision to buy condensate produced by the Tapti Joint Venture at 
crude oil price instead of gas price resulted in a loss of Rs.853.09 crore from April 
2005 up to March 2009. 

The Tapti gas field is a joint venture (JV). jointly operated hy Oi l and Natural Gas 
Corporation Limited (Company), Rel iance Industries Limited (RIL) and Briti sh Gas 
Exploration and Product ion India Limited (8GEPIL) as per the Production Sharing 
Contract ( PSC) execu ted in Dccc111hcr 199-l. The production of ga" from the field started 
in June 1997. The field is al'io producing condcn'ia tc• along \\'ith ga<;. The PSC. howe,er. 

• 'Co11de11sate ' is the low l'apnur pressure hydrocarbon obtai11ed from 11al111 al gas tit rough co11de11.rntio11 
or extractio11. 
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did not provide for the di sposal of Tapti condensate (JV condensate) and the Government 
or India (GOI) also did not appoint its nominee for purchase of the condensate. At the 
instance of the GOI, an 'interim arrangement' was made (May 1998) whereby the 
Company retained the JV condensate and in turn deli vered its own gas to GA fL (Tnd iaJ 
Limited' on energy (MMBTU2

) equivalent ba is. GAIL wa paying for the total 
MMBTU of gas to the JV a per the PSC gas pricing mechanism. The Company in turn 
was using the JV condensate for extraction of va lue added products (V /\Ps) 11i: .. 
Naphtha, Superi or Kerosene Oi l (SKO), Liquified Petroleum Gas (LPG) etc., at its own 
plant at Hazira. This arrangement continued till 31 March 2005. 

The Company was the transporter and processor of JV gas and its issues on fi xation of 
transportation and processing charges were outstanding with the JV. Other two JV 
partners (viz., RIL and BGEPIL) insisted on valuation of condensate at crude oi l price 
insteatl of gas price as a precondition for settlement of these issues. In December 2005, 
the Company entered in to a 'settlement agreement ' 3 (effective I Apri l 2005) with Panna 
Mukta and Tapti(PMT) JV on pricing of condensate at crude oil price including other 
related issues li ke fixation of transportation and processing charges and delivery point 
etc. The Company appri sed (March 2006) its Board of Directors (Board) that on va luing 
the condensate at crude oil price, the Company would gain Rs. 13 1 crore (US$29. l l 
million) in terms of value of V APs to be extracted from the condensate production profile 
of 2.021 MMT for the period from April 2005 to 20 19. The proposal to value condensate 
at crude oi l price under the 'settlement agreement' was approved by the Board in March 
2006. 

Audit observed (June 2008) that: 

• The decision of the Company to purchase condensate at crude oil price wa~ 
inconsistent with the directives (May l 998) of Ministry of Petro leum and atural 
Gas (MOPNG) to treat the condensate as gas. MOPNG had reiterated it s decision 
in November 2003 and informed the JV that the existing system would continue. 
Further, a study conducted (February 2005) by Engineers India Limited at the 
instance of MOPNG also concluded (March 2005) that conden ate obtained from 
Tapti fi eld could be treated as gas which was accepted (April 2005) by the 
MOPNG. Besides, the Company was valuing the condensate generated from its 
own Bassein gas fi eld4 at gas price and paying royalty' as applicable to gas. 

1 Gail (India) Limited - Government nominee f or purchase of gas 
2 Million Metric British Thermal Unit. 
3 'Settlement Agreement'- Tapti and Panna-Mukta J V gas is being transported through Company's 

pipeline from offshore to onshore at 1-/azira. Further, JV gas is also processed at Company's Hazira 
onshore plant before re-delivering to GAIL i.e. Government nominee. The production from these J V 
fields comme11ced from 1997 and 1998 respectively. 1-Iowever, the transportation tariff a11d processing 
charges for Tapti gas and processing charges for Pa1111a-Mukta gas could not be finalised due to 
disagreement between JV and ONGC over its calculation. Company also could not get tra11sportatio11 
charges for Pa1111a-Mukta gas due to dispute between JV and GAIL (Buyer) over delivery point of gas 
as PSC did not indicate any delivery point. After allowing tile direct marketing rights to J V to sell J V 

_gas to private domestic parties, a settlement agreement was entered into between J V (seller) and 
Company (transporter) on transportation charges and processing tariff. Jn the settlement agreem ent 
Company also agreed to purchase the JV condensate at crude price. 

4 The gas as well as condensate of Company's Bassein gas field and JV's Taptifield is transported in co­
mingledform through Company's tmnk line from offshore to onshore and processed at Hazira. 
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• The Company's decision to treat condensate as crude was imprudent as it had 
resulted in a loss of Rs.853.09 crore2 (upto March 2009) to the Company. 
Considering the average price paid for condensate (i.e., US$69.56 per barrel), loss 
to the Company over the remain ing contract period (2009-20 19) was estimated at 
Rs. 109 1.58 crore3

. The net gain of Rs. 13 1 crore on the VAPs apprised to the 
Board was in fact loss of Rs.202 crore (US$45 million) as the Company had not 
considered the subsidy element on domestic LPG and SKO which it was bearing 
as per the Government directi ves. 

The Management m reply stated (~1<1y 2009) that : 

• A comprehensive package deal was conceptuali sed to address all pertinent issues 
of JV partners involving transportation and tariff of PMT gas and Panna-Mukta 
processing charges which involved sale/purchase of Tapti condensate at a bench 
marked condensate price; 

• All the details of the 'settlement agreement ' were informed to the Ministry and 
Directorate General of Hydrocarbons (DGH) by the PMT-JV in January 2006; 

• The valuation of Tapti condensate was deri ved from the provision of PSC which 
stipulated the mechanism for the va luation of crude oil and also that determination 
of price of sale of crude oil would apply 111waris murandis to condensate; 

• While seeking approval of Board, the estimated benefit to accrue was 
provisionally assessed based on past average crude oil and condensate price index 
and that the subsidy element was independent of the quantum of production of 
crude; and 

• The GOI had benefited by sale of condensate as liquid as its share of profit 
petroleum and levies were greater than before. 

Reply of the ~1anagement is not convincing in view of the following: 

• The decision of the Company to purchase condensate at crude oil price was not in 
accordance with the GOI's directives. Further, the reply of the Management docs 
not address the inconsistency in the pricing of the condensate being produced 
from the Company's own Bassein gas field and that from the Tapti fi e ld under the 
JV. 

• The intimation by the JV in 2006 to the GOI was silent as regards the pricing of 
condensate. As per the PSC, the JV was a 'contractor' and GOI is the owner of JV 
fie ld. The GOl had onl y given the mining lease to the contractor to explore and 
exploit hydrocarbon resources on certain terms and conditions. The JV which is 
the seller and the Company which is the buyer cannot independently decide the 

1 
In case of crude oil both royalty and cess are payable, whereas, in case of gas, only royalty is payable. 

1 
Considering the differential price of crude oil and price of gas 

3 
Under the settlement agreement, the loss upto March 2009 and for the remaining contract period 
would be Rs.825.21 crore and Rs.1093 crore respectively. 
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pricing of the hydrocarbon resources, including that of condensate. I Icnce. the 
Company, being a buyer of JV condensate, should have sought the approval of the 
GOI before agreeing to purchase the condensate at crude oi l price. 

• As per Article 1.1 8 of the PSC, for the condensate produced from an oil field. the 
provisions of the PSC shall apply to such condensate as if it were crude oil. Tapti 
being a gas bearing fi eld, the provision of Article 19.1 1 of the PSC on valuation 
of oil did not apply to condensate. 

• The valuation of the Tapti condensate at crude oil price was a pre-condition of the 
JV partners for resolution of transportati on charges and processing fees through 
the ' settlement agreement'. Therefore, it wa<; necessary for the Company to ac.,sesc., 
the incremental benefit considering the differential in the existing pre-settlement 
and revised post-settlement tariff/process ing charges on the basis of pricing the 
condensate at crude oil price. However, the Company apprised the Board only to 
the limited extent of the likely revenue that would accrue in 'iew of the re' i<>cd 
transportation/processing charges and benefits from extractiun of va lue added 
products from purchase of condensate at crude oi I price. 

• The net loss to the Company, even afler taking into account the additional benefit 
of Rs. 154.35 crorc till March 2009 which accrued to the Government by sale of 
condensate as liquid, works ou t to Rs.670.86 crore. 

Thus, the decision to buy condensate produced by the JV at crude oil price instead of gas 
price from April 2005 was in contravention of the GOI directi ves which benefited the 
private parties of the JV at the cost of the Company. 

The matter was reported to the Mmistry in July 2009, their reply was awaited (November 

2009). 

13.5.2 Loss due to suspension of operations by the Directorate Ge11cral of Shipping 

Failure of ONGC to oversee compliance with the statutory requirements hy thcl 
operation and maintenance contractors resulted in suspension of operations of 
offshore supply vessels by the Directorate General of Shipping and consequent 
expenditure of Rs.576.29 crore on idling of rigs. 

The operational requirements"' of offshore install ations and rigs of Oi I and Natural Gas 
Corporation Limited (Company) were being met by a fl eet of 59 (3 1 owned and 28 hired) 
offshore supply vessels (OSVs). The Company had awarded (May 2007) Lhe Operation 
and Maintenance (O&M) contract fo r its owned OS Vs to SI CAL LogisLics ( 17 
Samudrika series OS Vs) and HAL Offshore ( 14 Sindhu series OS Vs) for a period of 
three years. The OSV, Samudrika- 10, after being put in operalion had capsized in July 
2007. Consequentl y, the Directorate General of Shipping (DGS) reviewed all the other 30 
OSVs and observed that the OSVs were being operated without valid statulory 

• The OSVs 1111dertake supply duties (supply of cargo, equipment, water, fu el etc) rig towing, anchor 
Laying, transport of crew, inter-field transfer of men and material, fire fighting and standby duties. 
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certificates and, therefore, withdrew (July 2007) the Document of Compliance (D0C)
1 

or 
both SICAL and IIAL. Due to suspension or the DOC, the Company recalled (July 2007) 
all the 30 OS Vs from the operators. 

The Company assigned (October 2007) the O&M contract of the 16 Samudrika series 
OSYs to The Shipping Corporation or India Limited (SCI) on nomination basis. SCI took 
over the vessels from SICAL after attending to the preliminary defects brought out in the 
Handing Over Taking Over Note during November 2007 and April 2008. Howe\'er. the!'>e 
vessels could not be fully put into operation till May 2009 as they were sent for repairs. 
scheduled annual survey and statutory dry docking. The Company decided to continue 
the contract with HAL for the Sindhu series OSVs. HAL could get the cert ificate 
renewed only for 10 out of 14 OS Vs. Howe\'er, 10 vessels were under repairs and dry 
docking. Thus, all the 30 OSYs were on downti me since July 2007 and as or May 2009 
only 19 ( 14 Samudrika and 5 Sindhu series OS Vs) were in operation. 

The short supply of the OS Vs resulted in idling of 27 chartered and owned rigs for a total 
or 27,875 hours (1.161 days) from July 2007 to May 2009. The los<; due to idling of rigs 
on account of non availability of OS Vs was Rs.576.29 crorc. 

It was observed (January 2008) in Audit that· 

• Both SICAL and HAL1 had not obtained the interim Safety Management 
Certificate (SMC) for the OSYs resulting in invalidation of DOC by DGS. 
Though SlCAL was required to obtain an interim SMC for 10 vessel<;, it had a 
valid SMC for only four vessels as on the date or issue (July 2007) or show cause 
notice by the DGS. Similarly, in respect of the 14 Sindhu series vessels, HAL had 
an interim SMC only for one vesse l. The interim SMC/Ship Security Certi fi cate 
for nine vessels was obtained during rebruary 2008 and September 2008. SMC 
for the remain ing fi\'e vessels was yet (l\1ay 2009) to be obtained as these were in 
dry dock. 

• Both SJCAL and HAL had subcontracted the Master and crew for the OSYs 
through non DGS registered firms. As per the contract, the operators were to 
furnish along with the monthly invoices a list of crew deployed on board the OSV 
indicating, inter-alia, Continuous Discharge Certificate number3 assigned by the 
DGS. The list wa to be signed by the operators and countersigned by the in­
chargc of Nhava Supply Base of the Company. The operators were submitting the 
li st after a delay of three to four months. The Company, however, failed to ensure 
the timely submission or the li st of the Master and crew for verif) ing the 
credentials of the crl!w. 

1 DOC is a document issued to a company which complies with the requirements of ISM (lnter11atio11al 
Safety Management) Code, 2002 which prm•ides an international standard for the safe ma11age111e11t 
and operation of ships anti for po/111tio11 prevention. 

1 As per the Bid Evaluation Criteria the bidders immediately after award of the contract and before 
taking over the OS Vs from the pre1•io11s operator were to obtain a11 interim SMC for the OS l's. 

3 Conlin11011s Discharge Certificate-cum- Seafarers Identity Doc11me11t shall apply to persons, who f11ljill 
the eligibility co11ditions for employ111e11t as seamen (as defined under c/au .ve (./2) of section 3 of tire 
l'.1erchant Shipping Act, 1958), 011 board the ships. 
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• As of May 2009, only 19 of the 30 owned OSVs were in operation. Though the 
Company hired (October-November 2007) an additional eight OSVs to meet the 
operational requirement, as per the Company's own assessment on an average. 
there was a shortfall of 29 vessels which adversely affected the operations of rigs 
resulting in idling expendi ture of Rs.576.29 crore. 

The Management stated (May 2009) that: 

• The vessels were allowed to sail only after obtaining written confirmation from 
the Master of the vessel for full compliance of crew on board and ensuring that 
machinery and equipment in operation and all certificates were val id. It was the 
responsibility of the operator to ensure compliance to DGS requ irement. The 
Master of the vessel, however, gave a false undertaking and the operator did not 
bring it to the knowledge of the Company. 

• To be more vigilant, the Company had reinforced the vessel checking by 
appointing an international third party inspection agency and also by posting a 
safety officer to ensure safety and statutory requirements before sailing of the 
vessels. 

Reply of the Management is not convincing in \ icw of the following: 

• The Company cannot absolve itself of the respons ibility of exercising due 
diligence to ensure that its vessels were seaworthy at the time of sai ling. 

• The Company did not insist upon the timely submission of the li st of crew on 
board the OSVs and countersigned the same without verifying the credentials of 
the crew on board the vessels. 

• The Company also iid not verify posse sion of an interim SMC by the operators 
which led to suspension of operations by the DGS. [n respect of the tenders for 
hiring of vessels, the bidders were required to submit the SMC within I 0 days 
from the date of notification of award of the contract. The Company failed to 
incorporate a simi lar condition in the O&M contract for the owned OSVs. 

• Though the Director (Offshore) had desired in June 2006 that a mechanism be 
developed for monitoring the health of the owned OSVs, the Company finalised 
the contract for Third party inspection only in August 2008. Timely action wou ld 
have prevented the suspension of operations by the DGS. 

Thus, fai lure of the Company to effectively oversee the operations of OSVs by the O&M 
operators resu lted in suspension of operations and consequent rig idling expenditure of 
Rs.576.29 crore on account of non availability of OSVs. 

The matter was reported to the Ministry in June 2009; their reply was awai ted (November 
2009). 
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13.5.3 I <H.'i due to llOll recm·ery <~f terminal clzarge'i from Oil \.farkelillK Companies 

Failure to bill terminal charges to oil marketing companies despite incurring a 
corresponding cost incidental to supply of LPG to them resulted in a loss of 
Rs.78.50 crore to the Company. 

In view of the proposed dismantling of the administered price mechanism from l April 
2002, a Memorandum of Understanding (MOU) on sharing of LPG 1

, infrastructure and 
facilities was signed on 3 1 March 2002 between Oil and Natural Gas Corporation 
Limited (Company) as 'seller' and Oil Marke ting Companies (0MCs2

) singularl y or 
co ll ecti vely as 'buyer' under the direction of the Ministry of Petroleum and Natural Gas 
(Ministry). As per the MOU, supply of LPG by the Company and di stribution thereof 
amongst OMCs was lo be decided in the monthly industrial logistic plan meetings. The 
Company was to supply LPG from its Uran Plant direccly to all the OMCs. As per the 
minutes of the meeting (March 2002) held by the Ministry, terminal charges1 were 
payable to the seller in addition to the import parity price (IPP) of the LPG. The MOU 
stated that the cerminal charges would be governed by the directi ves of the Govern ment 
of India. 

Based on the MOU, the Company supplied LPG to the OMCs. However, as the Company 
was not hav ing its own facil ities for hand ling, storage and operations for transportati on of 
LPG to OMCs at Uran, it had hired the terminal fac ilities of BPCL under a 'safe keeping 
agreement ' since April 2002. The safe keeping agreement also provide for payment of 
terminal charges by the Company a~ per the direc ti ves of the Ministry. 

Audit obsencd ( .'\pril 2007) that as per the minutes of the meet ing held by the Ministry 
in March 2002, the terminal charges were to be recovered by the Company from the 
buyers of LPG over and above the lPP. Without re~o l vi ng the matter in consultation ~ ith 
the Ministry regardi ng terminal charges to be bi lled by the Company to the OMCs under 
the MOU, the Company billed the OMCs on the basis of IPP price which did not include 
terminal charges. While HPCL and IOCL remitted the amount as per the invoices. BPCL 
deducted Rs.2 10 per Metric Ton (MT) towards terminal services provided by it under the 
'safe keeping agreement'. Thus, though the Company was incurring terminal charges of 
approximately Rs.JO crore per annum at the rate of Rs.210 per MT, it fail ed to bill the 
same to the OM Cs. From 2002-03 to 2009- 10 (upto August 2009) the Company had 
suffered a loss of Rs.78.50 crore by incurring expenditure on hiring of the facilities 
without recovering the same from the OMCs. 

fhc \fanagcmcnt in its rcpl} (Jun ?007) did not offer any comments on its failure to 
approach the Ministry for directi ves on the terminal charges to be recovered from OMCs 
soon after entering into an MOU in March 2002. However. based on the audit 
observation, the Ministry convened (November 2007) a meeting of all the oil companies 
and advised the Company and BPCL to enter into an appropri ate commercial 
arrangement for hi ring/leasing of BPCL fac ilities at Uran Plant , negotiate the rates for 
terminal charges and recover the same from the OMCs including BPCL for the use of 

1 Liquified Petroleum Gas 
1 

Bharat Petroleum Corporation Limited (BPCL), Hindustan Petroleum Corporation Limited (11PCL) 
and Indian Oil Corporation Limited (IOCL) 

·
1 
Charges for receipt, storage, loading and ha11dli11g of LPG 
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hired/leased facilities. As the Company was yet to resolve the issue despite lapse of two 
years, the matter was again referred to the Management/Ministry (September 2009). 

The Management stated (December 2009) that: 

• The terminal charges in the safe keeping agreement are inter linked to the 
terminal charges to be reimbursed by the OMCs and that the Management was 
taking steps with al I concerned for early resolution of the matter so that the 
charges are recovered from the OMCs at the earliest. 

• OMCs continued to maintain that terminal charges were payable to refineries and 

not to the fractionators• . 

Reply of the Management is not convincing since: 

• The Company fai led to resolve the matter in consultation with the Ministry on the 
terminal charges to be recovered from OMCs from April 2002 onwards. Advice 
of the Ministry to the Company and the OMCs, at the instance of audit. did not 
yield any results as no agreement as per the Ministry' s advice had been entered 
into so far (December 2009). The Company had suffered loss of Rs.60.26 crore 
from April 2002 to November 2007. Even after the advice by the Ministry. the 
Company suffered further loss of Rs.1 8.24 crore from December 2007 to Augu">t 

2009. 

• The MOU and the directive of the Ministry of March 2002 did not specify that 
terminal charges were not recoverable by fractionators/the Company. It wa. 
logical that the cost incurred by the Company towards usage of BPCL' s terminal 
facilities for supply of LPG to the OMCs (including BPCL) should have been 
bi lled to the buyers (OMCs) in addition to IPP. 

The matter was reported to the Ministry in September 2009 again, their rep ly was awaited 

(November 2009). 

13.5.4 Extra expenditure due to re-te11derirrg 

Incorrect cost estimation and consequent decision to go in for re-tendering rcsultecl 
in an extra expenditure of Rs.35.42 crore. 

Oil and Natural Gas Corporation Limited (Company) invited (May 2007) a limited tender 
for acquisi tion of 81,822 line kilometres (LKM) of 2D seismic data and onboard 
processing in the Krishna Godavari and Cauvery offshore areas during the field seasons 
2007-08 and 2008-09. The Company prepared (May 2007) the cost estimate at US$60.5 l 
million based on budgetary quotes received from five parties. The Company rccci\'ed 
three offers. The offer of LI bidder was at US$94.99 million. On finding the LI offer 

• Includes U11it/plants of the Company 
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higher than the cost estimates by 57 per cent. the tender committee (TC) of Lhe Company 
held (August 2007) negotiations wiLh LI bidder who offered a discount of 3 per cent and 
also intimated (28 August 2007) chat ils offer would be valid till 7 September 2007. 

Due to the urgency of work. TC decided to accept the offer and asked (7 September 
2007) LI bidder to extend the validity or the offer upto 6 October 2007 which wa'i not 
accepted by the bidder who however. informed that its original offer, i.e., without 
discounl, was valid uplo 6 October 2007 as stipulated in the bid. The TC inferred that the 
bidder might not mobilise the vessel by the stipulated date ( 15 November 2007) and. 
therefore. decided (September 2007) lo cancel the lender and re- invite the tender after 
di stribut ing the volume of work inlo two -;cctors to ensure larger participation and 
competition. 

Accordingly, the Company im ited (October 2007) limited tenders ~ ith the volume of 
work distributed into two '>ectors"' for data .tcquisition and on-board processing during 
the field seasons 2007-08 and 2008-09. OL L or four bids received. the offer of SeaBird 
Exploration (SeaB ird) was L-1 at US~.+5. 1 2 million for Sector r and US$59.77 million 
for Sector 11. Although the quoted ratL s were higher Lhan the ini ti al estimates of 
US$60.5l million (May 2007), the TC '> uhmittecl the case to the Execu Li ve Purcha-;e 
Committee (EPC) recommending awa:·c.J of contract to SeaRird for both sectors 
considering Lhe market trend. sleep incru'le in crude oil price and scarci Ly or vessel<, in 
the world market. On the sugge..,tion or EPC', the TC held (December 2007) negotiations 
with SeaBird who, however, refused to offer any discou nt. Con ·idering the urgency of 
the work and no guarantee of reduction in price<; after re-Lcndering, the Company 
awarded the contract to SeaBird for Sector I and II al a total co<>t of l 1S$ I 04.9 1 million. 

'\ml t oh"' ncd tOctolkr 1 )0 that a<; the last purchase rate was two years old the 
Company had called for budge tar~ quotes from fi\ e parties. The cosl estimates prepared 
were based on the lowest quote. i.e., USS60.5 l mi llion although there were wide 
variations in the budgetary quotes ranging from 6.5 to 75 per cent with refere nce to the 
lowest quote. Hence, the rationale of the Company in taking the L I budgeLary quote to be 
the cost estimate does not appear Lo be reasonable. The fact that the party (GS!) whose 
budgetary quote was LI, and was taken to be the basis for the cost estimate, did not 
participate in the tendering process itse lf. This indicated that the said party did not submi t 
a realistic budgetary quotation. The said party (GSI) also did not participate even in the 
re-invited tender which was further rdkctive of it-; credibil itv vis- -vis the tenderino , e 
process. The Company had. however, asse ... sed the rates received in the tender lx1'ied on 
the budgetary quote of GSI \\ hich \\ere found to be unrealistic and. hence. not 
comparable. 

Due lo incorrect cost estimation. the Company cancelled and re-ill\ rted the tender. A<, a 
result of difference of USS I 0 million in the quotes between the two tenders of May 2007 
and October 2007, the Company had to incur an extra expenditure or Rs.35.42 erorc. 

• Sector 1 -35262 LKM and Sector 11--16560 /,KM 
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The Management stated (May 2009) that: 

• Based on the data available at that time the budgetary quotes of GS J were 
considered reasonable and, hence, need for reassessing was not fe lt; 

• It was expected that the Letter of Award (LOA) would be issued before the bid 
validity of 6 October 2007 had L I bidder of May 2007 tender extended the bid 
validity of the revi sed offer. Though the tender document mentioned 60 days for 
MOD clearance, generally the c learance was given in 30-45 days; and 

• The Company had been awarding seismic acquisition contracts for three decades 
and possessed fair knowledge of rate vari ation and estimates thereof and, hence, 
no need was felt for a consultant. 

The reply of the Management is not sati sfactor) on account of the follms,:ing: 

• The Company did not assess the reasonableness of the budgetary quote of GS! 
and had directly taken the same for estimating the cost. As GSI did not partic ipate 
in the orig inal tender, the Company should have exercised greater caution before 
firming up the cost estimates on the basis of the lowest budgetary quote received 
from GSI. The EPC also observed (December 2007) that the cost estimates were 
unrealistic si nce the rates quoted against both the tenders were quite high. 

• The Company stipulated the mobilisation period of the vessels as 15 November 
2007 with expected date of LOA in October 2007, although the minimum time 
required for clearance by the Ministry of Defence was 60 days. A test check of six 
tenders"' invited during May 2005 and June 2008 also revea led that the Company 
had stipulated 60 days for mobi lisation. The LI bidder party of May 2007 tender 
had accordingly requested for placement of LOA by 7 September 2007. However, 
the Company asked that bidder for an extension on 7 September 2007 itself. 

• A test check of the six tenders ibid also revealed that the Company had estimated 
the cost e ither by escalating the last purchase price ranging from 5 to 20 per rent 
or by inviting budgetary quotes. Consequently, there were variations ranging from 
(+) 8.5 to 167.7 per cent in five tenders and(-) 29 to 43 per cen t in one tender in 
the cost estimates. Despi te find ing the offers higher than the cost estimates even 
after re-inviting the tender, the Company had justified acceptance of the offers 
citing reasons such as non avai lability of the vessels, increasing trend in market 
price etc., which was indicative of adhocism in the preparation of cost estimates. 

• The Company was unable to prepare the cost estimates on its own and had to rely 
on the budgetary quotes given by outside parties. The budgetary quotes of those 
parties were not found comparable with the offers received in the tendering 
process. Hence, vetting of the cost estimates by a consultant on the pattern 
adopted by the Engineering Services of the Company would have made possible 
the estimation of the cost as per the rates prevailing in the international market. 

The matter was reported to the Ministry in June 2009; their reply was awaited (November 

2009). 

"'Tender Nos. LT/99/EB 2088, EB 2094, EB 2105, 2136 P96DL 07004, 2134 P96DL 07002 and PULT-

805 
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I 3.5.5 Extra expenditure due to incorrect co\t estimation and consequent re-teudering 

correct cost estimates by ONGC and failure lo engage a consultant for vetting of 
e estimates resulted in re-tendering and consequent extra expenditure of Rs.15.49 1 
ore due to cost escalation. 

Oil and Natural Gas Corporation Limited (Company) invited (May 2007) a global tender 
for installation of a bridge between two offshore platforms (MNW and BHF) for 
providing support services at the standalone platform NA on removal of the rig Sagar 
Samrat"' . Engineering Services of the Company had estimated (June 2007) the cost of the 
work'> at US$2 l.9 l 4 mi Ilion. The Company opened (August 2007) the price hid'> and 
found that the price of the LI bidder. after negotiations, was US$36.~40 million. as 
again. t the cost estimate of US$2 l .9 l..J. million. On finding that the rates were not 
~ ~ 

comparable. the Company decided (Nm·ember 1007) to close the tender and to re-im ite 
the same. The Executive Purchase Committee (EPC). keeping in view that in-house 
estimates were not being drawn accurate I). recommended (July 2005) that Engineering 
Services. Mumbai should engage a con..,ultant for vetting of the cost estimates for all its 

~ ~ ~ 

upcoming projects. This was rei terated in the Virtual Corporate Board Meeting held in 
August 2006, whi le approving amendments lo the cos t estimate methodology. 

The Company re-invited (December 1007) the tender and subsequently, after vetting by a 
consultant, prepared (April 2008) rev ised cost estimates at US$40.50 mi llion. On opening 
the price bids, the rates (US$40.59 million) were found comparable with the revised 
estimates and the Company awarded the contract (May 2008) to the LI party at the 
negotiated cost of US$40. l 87 million. The difference in the cost of the closed tender and 
that awarded in May 2008 was Rs .15.49 crorc. 

Scrutiny in Audit revealed the following: 

• As per the cost estimate methodology (August 2006), the rates of the material and 
fabrication cost were to be updated periodically. The cost estimates of June 2007 
were, however, incorrect with regard to the installation barge, ..,tccl and 
fabrication cost. As per the two recently awarded contracts (Heern project-January 
2007) and. (NQ project- June 2007) the rate of 2,000 ton capacity in'itallation 
barge was US$320,000 and US$395,000 respectively. The Company, however, 
considered (June 2007) the day rate of the instal lation barge as US$ I 75,000 for 
1,000 ton capaci ty even though deployment of 1,000 ton capacity barge was not 
economical for small projects. The variance in cost est imates on thi s account was 
to the extent of US$3.72 million. 

• Similarly, as against the estimated (June 2007) cost of material and fabrication of 
US$7.53 mi llion, the rate quoted by LI bidder was US$ l 2.01 million, i.e., a 
difference of USS4A8 million (Rs. 18.30 crore). Thus. the estimates of the 
Company were not correct. 

.. Tiie Bf/N Process Platform was lost in a fire incident in July 2005. Tii e BHF platform which ll'a.1 

adjacent to Bl/N platform was also damaged in the fire. Bf/F platform was located between MN H' 
(constructed 1111der Mumbai lligh North Rede1·elopme11t plan) and NA platforms. Jack-Up Ri1: 'Sagar 
Samra/' was deployed at NA platform for pro1•idi11g support and utility services after the loss of Rl/N 
platform. As this rig was to be moved from NA platform for its co11l'ersio11 to a mobile off~lwre 
production 1111it, lay ing of a bridge between MNlV and BH F was proposed to facilitate pro1•isio11 of 
support facilitiel'from MNlV to NA platform which was already connected by a bridge to Bl/F. 

105 



Report No. 9of2009-10 

• 

• 

The in-house eslimates for Hcera and B- 193 projecL were got vetted by a 
consulLanL in November 2006 and December 2007 respecLive ly. The Company. 
however, fail ed to do the same for the tender inv ited in May 2007 for construction 
of the bridge. The Company subsequenlly got Lhe estimates for the re-im itcd 
tender of December 2007 vetted Lhrough a consultant. On the sugge<>ti on of the 
consultant, the estimates were revised to US$40.50 million which were found 
comparable with the quotes received. 

The rates of installati on barges increased from US$395,000 per day in June 2007 
to US$440,000 in March 2008 i.e .. a total increase of USS-l50J)00 (R .... 1.81 crore) 
and that or stee l and fabrication rates had increased from US$1--l.06> to 
US$ 14,845 per ton i.e .. an increase of US 3.068,752 (Rs.12.37 crore) for 1426 
tons. This resulted in a higher quote by US$4.25 million in the re-invited tender ai., 
compared to the earlier tender or May 2007 and consequent ex tra expendi ture of 
Rs. 15.49 crore to the Company. 

The Management stated (April 2009) that: 

• The estimates were prepared considering the barge capacit) of 1.000 ton a., the 
single largest weight required to be lifred \\. as not more rhan 600 ton. Howe\ er. 
for the revised estimates the consultant conveyed that availabil ity of 1.000 ton 
capacity barge for small duration may not be practicable. 

• For the barge, being the ma in component of cost, the rates were taken from an 
ex ternal agency whereas the project cost being low, mai nl y the e<>timatcs were got 
vetted internally. 

• Vett ing of cost by an external consultant would not have changed the estimate 
substantiall y and, hence, was not requ ired. 

Reply of the Management is not convincing on account of the fo llowing: 

• The insrallation barge comprised only one of the clements of the cost esti mation. 
Moreover, as deployme nt of barges with a capacity of 1,000 ton \\as not 
economical fo r projects of small duration, ascertaining the rates for <; uch barges 
was ill-considered. The Company had abo not specified the requi rement or 1.000 
ton capac ity barge in the tender document . In rhc finally awarded contract, the 
contractor offered barges of 2,000 ton capacity as well as less than 1.000 ton 
capacity at the same rates. This was accepted hy the Company. 

• The cost estimates prepared by the Company in June 2007 in respect of steel and 
fabrication cost were not based on the then prevai ling rates and. hence, the rates 
received varied by approx imately 60 per cent leading to decision for re-tendering. 

• Notwithstanding the low cost of the project. the Company had got the cosc 
estimates for the re- invited tender vctLcd by the consul tant and revised the 
estimates from US$31.42 million to US$40.50 million. These were found 
comparable with the quotes received i.e .. US$40.59 million. 

The matter was reported to the Ministry in June 2009; their reply was awaited ( member 
2009). 
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13.5. 6 A voidable payment of hiring charges 

Delay in finalising the contract by the Company for revamping of own compressors] 
resulted in hiring of compressors and consequent payment of hiring charges of 
Rs.8.14 crorc. 

Oi l and Natural Gas Corporati on Limited (Company) was using gas lift as one of the 
modes of arti ficial li ft for oil producti on in Mehsana Asset for which it was requi red to 
inject about four lakh cubic meter (M3

) of compressed gas into the gas li ft wells. The 
requirement of two lakh M·' of compressed gm, was being met by the Company through 
hired compressors, fo r which a contract valid upto July 2007 had been entered into with 
an Ahmedabad based private party in July 2004. For meeting the req uirement of the 
balance two lakh M3 of gas per day, the Company decided Lo modify three of its idle air 
compressors into gas compressors. The proposal was approved in August 2005 and the 
job awarded (August 2005) to the Original Equipment Manufac turer (OEM) viz. Dresser 
Rand (India) Private Limited on nomination basis. In June 2006. the Company moved 
another proposal for modi fication of additional three air compressors into gas 
compressors which was envisaged to be completed before expiry of the existing hi ring 
contract i.e., by July 2007. The contract 1,.\as. however, awarded in December 2007 wi th 
scheduled date of completion by October 2008. 1eanwhile, the Company continued with 
the hiring contract extended in July 2007. 

Audit observed (February 2008) that whi le the administrati ve approval for modification 
of the second batch of compressors was obtained on I July 2006, the Company took more 
than three months ( 16 October 2006) to constitute a Committee for obtaining expenditure 
sanction and finalisation of Request for Quotation (RFQ). The Committee submitted the 
case fo r expenditure sanction in February 2007 which was approved by the Director 
(Onshore) stating that the conversion of compressors be taken up only after asses<;ment of 
sustainable service and benefit of first three compressors. The Compan y submitted the 
perfo rmance report in July 2007. Thereafter, other activities like cal ling for RFQ/tender, 
technical assessment of offer, obtaining of approval of Director (Onshore) and Execu ti ve 
Committee were carried out during August and November 2007. The contract was fi nal ly 
awarded to the OEM only in December 2007 i.e., after 18 months from date of initiating 
the proposal. 

Thus, due to delay in awarding of the contract, the second batch of modified gas 
compressors could be made available onl y in October 2008. Consequently, the contract 
with the private party for hiring of compressors had to be re-entered into for the period 
from July 2007 to October 2008 which led to avoidable payment of hiring ch arge~ of 
Rs.8. 14 crore• . 

The f\.tanagcment in rep!) (June 2008) stated that: 

• Initially there were failures/breakdowns in the compressors modified in the fi rst 
batch which required repairs. 

• Hiring charges for compressors for the period from August 2007 to October 2008 = Rs 9.38 crore less 
operation and maintenance charges (Rs.1.24 crore) of modified compressors. 
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• The delay was on account of exploring better options, assessment of sustainable 
service and benefit of the first three air compressors after th ei r conversion into gas 
compressors. 

The reply is not convi ncing in view of the following: 

• The total running hours (May 2006 to May 2007) of the three compressor' 
modified in the first batch were 18843.32 hours as against the available 190(1:, 
hours i.e. , shortfall of onl y one per cent. This was on account of liquid cari-y u\L'' 

in the third compressor and not because of any defect in modification. 

• The contract for the first batch of conversion of air compressors into gas 
compressors was placed (30 August 2005) on the OEM by taking less than a 
month 's time from the date ( 10 August 2005) of administrative approval. 
Whereas, in the second batch of conversion of compressors, as against the 
envisaged time of two months, the Company took 18 month '> in finali sing the 
contract on the same party i.e., the OEM. 

The reply doe not address the delay of three months (J uly 2006 to October 2006) after 
adrnini trative approval in setting up the committee for obtaining expenditure sanction 
and finali sation of RFQ despite the instructions (July 2006) of the Executive Director­
Asset Manager to fulfill the actions on a fast track. 

Further, the Committee, set up in October 2006, submitted the ca e for expenditure 
sanction only in February 2007 i.e., after four months despite the Executive Director­
Asset Manager reiterating (October 2006) that since considerable time had already been 
lost further action be taken on a fas t track. This delay has also not hcen addressed in the 
reply. 

The Director (Onshore) while approving the proposal had directed (February 2007) to 
assess the performance over a ·ustainable period. However, by th is time the compw.;<,or'> 
were running uccessfull) for over 10 months. 

At the time of proposing the first batch of conversion of air compressors, the Company 
had already made a cost benefit analysis of hiring of compressors versus owning and 
conversion of compressors and had concluded that it was much cheaper to convert the 
idle ai r compressors. 

The matter was reported to the Ministry in June 2009; their reply was awaited (No' ember 
2009). 
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GAIL (India) Limited, Indian Oil Corporation Limited and ONGC Videsh 
Limited 

I 3. 6. I Short recovery of house rellt 

r 
Three central public sector undertakings short recovered rent from employees 
provided with leased/self-leased accommodation in viola tion of OPE guidelines 
resulting in extra expenditure of Rs.68.70 crore. 

~~~~~~~~~~~~~~---" 

Department of Public Enterpri ses (OPE) issued gui de lines (June 1990) fix ing the cei ling 
for leasecl/<;e lf-leased accommodation provided by the Public Sector Enterprises (PSEs) 
to its executi ves and recover~ of rent at the rate of 10 per celll of the basic pay. On 
revi'iion of pay scales with effect from I January 1997, OPE provided (June 1999) that 
the ren t recovery on leac;ed accommodation would be computed on revised bas ic pay al 
the percentages in practice before I Janu~1 r1 1997 or on the basis of <; tandard rent lo be 
fi xed by the Company. In October 2003, OPE clari fied that in all cases where company 
provide<; leased accom modati on or even allows self leased accommodati on to its 
executi ves, the Board of Directors mu<;t li x the plinth area and cei ling in terms of values 
which such area might attract keeping in \icw the categories of the cities. 

Audit obscned that in violation of the aforesaid guidelines of OPE, th ree PSUs viz. 
GAIL (India) Limited. Indian Oil Corporation Limited (IOCL) and ONGC Yidesh 
Li mi ted had been recoveri ng rent since August 199 1 on slab rates depending upon the 
pa) sca les of the executi ves which were fa r be low 10 per rent of basic pay resu lting in 
short recovery of rent amount ing to R s.68. 70 crore du ring the last three years period 
ending March 2009, as detai led below:-

' SI. No -
Name of the PSU Amount of short recovery 

(Rs. in crore) 
I. Indian Oil Corporation Limited -

66. 10 - -
2. GAIL (India) Limited 2.40 
3. ·-ONGC Videsh Limited 0.20 

Total 68.70 
-

The Management of GAIL (lndia) I imitcJ did not furni:-.h an) reply "hik the 
i\ tanagcmcnt of IOCL and ONGC Yitk~h Limited stated the following:-

• 

• 

The Ministry of Petroleum and atural Gas conveyed (J une 199 1) that rent 
recovery woul d be made at I 0 per cent of revi<;ed basic pay or <; lane.Jard rent. 
which ever is lov.er. 

The principle of rent recover) on fi\ed rates had been adopted with in the 
fl ex ibili ty provided b) the DPE guide lines of June 1999. 

In rc,pect of 10( I , the \11n1'>trv in ih r..:pl~ stated ( \ugu:-.t 2009) that as per OPE 
guic.Je lines elated 4 Apri l 1990, rent recovery, in respect of housing accommodation 
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provided by the PSE from executives was to be made at the rate of 10 eer cent of the 
revised basic pay or standard rent, whichever was lower and it approved the same in case 
of accommodation provided by IOCL Lo it employees. 

The replies are not conYincmg in view of the following:-

• The standard rent was applicable in respect of township accommodation only 
'7ile the Company fixed slab rates for recovery in respect of leased 
accommodation, which was again t the spi rit of the OPE instruction '. This i-, 
f urther corroborated by the fact that when a reference was made by Audit. DPE 
clarified (November 2009) that in ca e of accommodation pro\ ided on lease basis. 
rent wou ld be recovered at the rate of 10 per cent of revi -cd ba-,ic pa~. an<l 
confirmed that audit observation wa full y justi fied. 

• The nexibility provided in OPE guidelines of June 1999 was with reference to 
fixation of entitlements for executive\ leased accommodation depending on 
classification of city and not for recovery of rent, which had not been complied 
with by the Management. 

Thus, GAIL (India) Limited. IOCL and ONGC V1desh Limited short recovered rent from 
the employees provided with leased/self-leased accommodation in violation of OPE 
guidelines resulting in extra expenditure of Rs.68.70 crore. 

110 



Report No. 9 of 2009-10 

[~~~~~C_HA~P_TE_R~X_IV_:_MIN~-IS_T_R_v_o_~FP~OWE~R~~~~) 

NHPC Limited 

14. J. J A voidable expenditure 011 preparation of Detailed Project Report of an um•iable 
Project 

[
The Company incurred Rs.8.29 crorc on repeated feasibility studies of an unviable 
Project includin avoid~ble expenditure of H.s.5.03 crorc on pr~aration of DPR. 

Gm·crnment of Jndia. M1nistr) of Power cntru<;ted (May 2001) • IJPC I imitcd 
(Company). the work of '>Ur\C) and ill\cst1gation of Bav Hydro Electric Project '>taµc II. 
in Konl--an region of Mahara..,htra. The Company conducted the feasibility <.,tudics for the 
Project as detailed below: 

• In Jul) 2002 it submitted the Pca ... ibilit) Report (FR) of the Project for 50 MW 
(2\25 MW) at a le\elli'icd tariff or R'>.7.3..J. per unit to Central Flectricity 
Authority (CEA) for financial conrnrrcnce. C'EA considered the per unit cost very 
high and adv i<.;cd for re\ ie\\ of the Project to bring down the co<.;t lo a reac.;onable 
le\ cl. 

• In April 2003. the Company again submitted a revised rR of the Project \\ ilh the 
same insta lled capacil) at a lc\cllic.;ed tariff of Rs.5.59 per unit which \Vas al'-.o not 
found (May 2003) commen.: iall) \ i<1hle. 

• In January 2004 the Com pan) scalctl dcrn n the capacity of the Project to 20 MW 
and submitted the FR \\ith the lcvcll1scd tariff of Rs.3.65 per un it. CEA 
considered the project a1., 'iable but made it clear that the viability wa:-i based 
solely on the input<., of co:-it and energy C'ltimate~ prepared and subm iLtcd by the 
Company. ft also cautioned that in case the project wac; not found commercially 
viable again on the basi'> of the Detailed Project Report (DPR) prepared hy the 
project authorities, the entire expenditure incurred wou ld become infructuous. 

• In f\larch 2006 the Compan) submitted IWR Lo CEA at the le\elli<..cd tariff of 
R-..6.53 per unit. CEA felt that the bclli'>ed tariff was \Cry high making the 
Project commercia lly Liil\ iahlc. 

Sub-.c4uentl). the Com pan) approached the MahJra1.,htra State Gm'Crnmcnt (June 2006 
and Augu1.,t 2006) for purchas111g the power to \\hieh the Stale GO\ernment did not ngrce 
r i\u~ust 2006) '>tat111g that as per Maharashtra State Regulatory Commi ... "lion Guidelines. 
the tariff for rhe Project be low 25 MW had already been de termined at Rs.2.84 per unit 
with annual increase by Rs.0.03 per unit till the 1()11 year. 
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The Board of Directors (BOD) of the Company ultimately decided ( 1ay 2007) to clo. c 
the Project after incurring an expenditure of R .8.29 crore on various fea<,ihility -;tudic.., 
and preparation of Detailed Project Report. 

Audit observed that: 

• The Company continued to incur expenditure on investigations and studies on the 
Project that was commercially unviab lc ob-initio. 

• The State Government intimated in March 200-l that tariff should be maintained at 
or below Rs.2.75 per KWH. The Company, however, went ahead and prepared a 
DPR in April 2006 incurring a cost of Rs.5.03 crore. 

• While conducting the fea. ibility of the 2Xl0 MW Project. the Company did not 
exercise due diligence with regard to the various cost clements. re ulting in 
increase in the cost between FR (Rs.97.78 crore) and DPR (R .167.04 crore) on 

account of the following: 

(a) The status of the land was not ascertained properly and the land which wa!-1 
assessed to be forest/state land was actually a private land (Rs.7.02 crore). 

(b) Gated spi llway structure and consequential increase of other items of work 
was not envisaged in FR (Rs.7 .16 crore). 

(c) Height of the Dam was envisaged 27 m in FR against the DPR provision of 

36 m (Rs. 15.39 crore). 

Had the Company exercised due diligence while conducting the feasibility -;tudy. it could 
have avoided an expenditure of Rs.5.03 crore spent on preparation of OPR of an unviable 

project. 

The Management in their reply (April 2009) contended that the power tariff was to he 
determined by the Central Electricity Regulatory Commission and Mahara-.htra 
Electricity Regulatory Commission had no role to play in the tariff fix ation. 

The reply of the Management is not convincing as the Government of Maharashtra was 
the sole beneficiary of the project and the Company decided (May 2007) to close the 
Project because the Government of Maharashtra was not willing to purcha ·e power at a 
higher price. The Company was already aware of this fact before taking up the work of 

preparation of DPR. 

Thus, repeated studies on a project, which was commercially unviable ab-initio, resulted 
in wasteful expenditure of Rs.8.29 crore. Further, the Company could have avoided an 
expenditure of Rs.5.03 crore on preparation of DPR if it had taken due care. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 

2009). 
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NTPC Limited 

J.J.2. I Wrongful rete11tio11 of i11tert'\ / ca m ed 011 tit<' funds o,f bem:ficiarh'' 

The Company did not pass on the benefit of interest income of Rs.16.58 crore 
earned by it on the funds of beneficiaries withheld by it. 

As per the Central Electricity Regulatory Commission (Terms and Conditions of Tariff) 
Regulations, 2004 (Regulation), Tariff for sa le of electricity from thermal power 
generating stations inter-a/ia consi'i t'> of energy (variable) charges which include the 
landed cost of coal, royalty, taxes and duties as applicable. A ccording ly. any taxes and 
duties payable by a Generating company to the coal suppliers arc recoverable from the 
beneficiaries as part of tariff. 

The power plants of the NTPC Limited (Corn pan)) located at Rihand. Yindhyachal and 
Singrauli meet their coal requirement from the mines of Northern Coalfields Limited 
(NCL) located in Madhya Pradesh. In March 2005. the Government of Madhya Pradesh 
notified M adhya Pradesh Gramin Avsanrachna Tatha Sadak Yikas Adhiniyam 2005 (Act) 
whereby the Coal Companies. 'W ith effect from September 2005, were required lo pay 
five per cent tax to the Stale Government on the value of coal sold. Accordingly, NCL 
preferred (April 2006) a claim of Rs.69.88 crore on the Company for the period 30 
September 2005 to 3 1 March 2006 and thereafter till March 2008 th rough monthly 
invoices for coal supplied. M ean\.\hi le, lligh Court. Jabalpur on a petition fil ed hy the 

CL on the legality and va lidity of the ta x, passed an order (April 2006) directing the 
Government of M adhya Pradesh not lo take any coerc ive measures to recover this tax and 
also not to impose any penalty for non-payment of tax. 

Taking th is into account, the Company did not pay the subject cax to the NCL. Tt. 
however. continued to recover the same from the beneficiaries (State Electricity Roards 
and other power purchasers) as a part of fuel cost which accumulated to Rs.384.-l7 crore 
till March 2008. 

Audi t observed that, the Company ultimately credited the amount recovered in the 
accounts of the beneficiari es in June 2008 but did not pass on the interest income of 
R'i. 16.58 crore• earned thereon for two years to the beneficiaries. 

The Man,1 LlllLnt -..t Hcd ( \pnl 1 l l<J that imposition of tax had not been stayed and on ly 
it'i coercive collecti on was stayed by the Court. Therefore, to protecc the interest of its 
beneficiaries, the amount of tax billed by NC'L was w ithheld and wa<; credited to 
benefi ciaries on subsequent development. 

Howc\1.:1 the Company only credited the amount of tax recovered and not the interc t of 

Rs. 16.58 crore earned by it thereon. \ t 11' .. 11 '- t 1' _rscd b~ 1t. hL 111.t.:rL t thLrLon 
\t.ds .tl-.o rt.:qu1rcJ LI he ucdllL I t i hL hcnefiLi,uic<;. 

Thus, the benefi ciaries were deprived of the interest of Rs. 16.58 crore on the amount 
collected from them and wi thheld by the Company. T 1L C nmpa11:- ,hould pa.,, on thL 

• Minimum rate of interest of 3.5 per cent 011 i1111estments i11 bank 
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interest earned by it lo the heneficiarie" (Slate Electric it) Boards and other ptm er 
purchasers). 

The matter was reported to the Mini try in August 2009; their reply was awaited 

(November 2009). 

Power Grid Corporation of India Limited 

14.3. 1 Changes in terms and conditions af ter opening of bids 

Transparency of the bidding process was compromised by the Company/Mini. tr~ 
by changing bid conditions from Build Own Operate Transfer (BOOT) to Build 
Own Operate (BOO) in two projects after opening of bids. 

Power Grid Corporation of India Limited (Company) decided to execute the following 
two transmission projects through pri vate sector participation on Build, Own. Operate 

and Transfer (BOOT) basis: 

• Part of transmission system for Parbati-TI & Koldam hydro project (Project 1) b) 
forming a Joint Venture Company (JVC), and 

• Projects B and C of Western Region System Strengthening Scheme-Tl (Project 2) 
by selecting Independent Private Tran<;mission Company (lPTC). 

Bids for Projects I and 2 were invited in February 2004 and November 2005 through 
international competiti ve bidding. In case or Project I the transmission service charges as 
determined by Central Electrici ty Regulatory Commission were to be paid for operation 
and maintenance of the lines to the JVC formed with the successful bidder. The bidding 
tem1s provided for buy out during the implementation and operation a'i well as al the end 
of the licence period of 2) years at the price fo rmula defined in the draft agreement. 
Reliance Energy Limited (REL) was adjudged (September 2004) as <;uccess ful bidder for 
Project l based on the technical. financial and managerial criteria fixed by the Company 
and letter of selection was also issued to them in December 2005 . 

ln case of Project 2 the bidders were required to quote the Annual Transmiss ion Service 
charges and buy out price for the Company at the end of the licence pe riod of 25 year<;. 
The bidding condition also provided for the buyout during the licence pe riod as per the 
price formula fi xed in the draft agreement. The bidder with \owe t sum of PVs of the 
annual transmission service charges and the discounted buy out price was lo he awarded 
the project. Reliance Energy Transmission Limited (RETL) emerged ( ovember 2006) 

as the lowest bidder. 

Meanwhile, the Government of Lndia issued (January 2006) guidelines for Public Private 
Partnership (PPP) projects which required clearance of Public Private Partner~h ip 
Appraisal Committee (PPPAC) for PPP projects with capital costs exceeding R'\. 100 
crore. On enquiry by the Company regarding applicabi li ty of these guidel ine-. to the 
power ector transmission projects, Ministry of Finance clarilied (Jan 2007) that 
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clearance by PPPAC was nece..,..,ary if the project.., entailed any contingent liahilit} on the 
company b) way of buy-out. etc. 

Against this background, Ministry or Power const ituted (May 2007) an in house 

committee headed by Shri A.K. Khurana. Additional Secretar) to loo"- into varioLh 
aspects of competitive hidcling for tran<;mission projects. The Khurana Committee 
suggested (May 2007) deletion of huy-out provi-;iono.; (duri ng conc;truction and operation 
peri od). 

Suhc.,equently, in a meeting taken hy Secretary (Po'Aer) (6 August 2007), it was decided 

that if the bidder agreed to the deletion of the buyout provisions, the ca ... e may not require 
PPPAC approval. Re-tendering was ab-.o not con-;iJered necessary as deletion or buy-out 
provisionc., was seen as hardening of contract conditions for the bidder<;. Accordingly. the 
Ministry reque<;ted the Company to hold discU'i'>ion wi th the bidder<; in the light of the 
recommendations of the Khurana Committee. The negotiation-; were held hy the 

Company with the bidder<; on 29 Augu'il 2007 \\herein it wa<; agreed to change the 
project model from BOOT to BOO without an) change in bid price. 

Aud11 ohscn cd that the h1dding prnce<.,s \\ih 'iuatcJ on acu)lrnt of change of bid 
condition" after opening of till' financial h1ds/-,clectinn of JV p<1rlner. Though the 
Khurana Cllmm11tee did not recon11111.'1HI dckt1on ot buy out prn\ l'.ion at the end ur the 
licence period. this was done hy the Compan: hy chang ing the projects from BOOT 
model to BOO model hy negotiating \\'1th RI· l'I /REI after opening the bids. 

The ~1111i-;tr~ mainly contended (December 1 00S .ind \ugust 2009) that: 

• Buy-out was deleted in line\\ ith the intent of the Khurana Committee report. 

• Since no relaxation from the notified conditions was made and removal of buy­
out provisions was only a hardening of the comract condition<;, re-tendering wac; 

not considered. Complete transparency was maintained by the Company a<; a Bid 
Coordinator under the direction of CERC. 

• Under BOOT model, the Company wou ld have been required to include a 
contingen t liability to the tune of Rc.,.1275 crore in the financial statement<; 
towards transfer of as<.,et in the event of default at a later elate. 

• By not going in for retcndering and making the LI bidder accept BOO contl1tion<; 
at it-; quoted price. the benefit of extremely competiti ve price, w hich is in the 
intere~t of power utilitieo.; and public at large. had been retained. 

The rcpl) 1<; not com incing as : 

• The Khur.rna Committee rccommenclcJ deletion of hu)Ollt prO\ i'iinn 0111) dunno 

1 r t L • l md p · 1 p1 r >d 11 I 111 t u ti L u1d o ti L ' 1.1 t pu·1 1 The 

decision to delete the buy-out condition at the end of the licence period wa'> taken 
by Ministry/Company. Thu. , there wa-; no <;uch intent of Khurana committee. 
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• Changing the project from BOOT model to 800 model afk1 npcning of 1hc hid-.. 
\.\ ,1s a s1gmficant Lh,inge 111 !he h1dd111g cnnd1t1ons ,ind compromised nn 1hc 
tran"parenc~ of the bidding prncc'>s. It \\as not a hardening of conditions hccau-..c 
it also conferred permanent mvncrship of a1.,1.,cts 10 the bidder/JV( at the expir~ of 
the licence period. 

• Invitation of bids on BOO basis could have led to wider participati on in the 
bidding process in view of prospect of retention of perpetual ownership of assets 
with the successful bidder and the possibility of the Company getting a better 
pnee. 

Thus, by changing the bidding term after opening of bids the transparency of the bidding 
process was compromised. It 1s recommended th,1t the tender terms and condi turn 1., should 
not he changed after opcllln!! of the hids 'iO us to maintain transparcnc~ . 
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CHAPTER XV: DEPARTMENT OF PUBLIC ENTERPRISES 

Airports Authority of India, Bharat Heavy Electricals Limited, Bharat 
Sanchar Nigam Limited, Eastern Coalfields Limited, Food Corporation of 
India, Goa Shipyard Limited, National Aviation Company Limited, Narmada 
Hydroelectric Development Corporation Limited, National Insurance 
Company Limited, National Minerals Development Corporation, Nationa 
Textiles Corporation Limited, The New India Assurance Company Limited 
The Oriental Insurance Company Limited and United India Insurance 
Company Limited 

15 I.I RectH'erie'i at the imta11ce of tudit 

During test check, several case re lating to non-recovery, short recovery, loss in purchase 
due to poor planning, exces payment/expenditure, excess refund etc. by central public 
sector undertakings (PSUs) were po inted out. In 30 such cases pertaining to 14 PSUs, 
Audit po inted out that an amount of Rs.63. 15 crore was due for recovery. The 
Management of PSUs had recovered an amount of Rs.47 .11 crore during the year 
2008-09 as detaj led in Appendix-I. 

15.1.2 Correctiom/rectificatiom at the instance of Audit 

Bisra Stone Lime Company Limited, Bharat Heavy Electricals Limited, Oil and 
Natural Gas Corporation Limited, Rashtriya Ispat Nigam Limited, UTI Trustee 
Company Private Limited 

During test check, cases relating to deficiencies in the systems, policies, procedures etc., were 
observed and brought to the notice of the Management. Details of cases where the chan:,;e 
were made by the Management of the PSUs in their policies/procedures at the instanc~ of 
audit are given in Appendix-II. 
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[-~~~-c_HA~PT~E_R_x_v_1_:_M_I_N_1s_T_R_Y_o_F~RA~IL-W_A_Y~S~~~~l 

Container Corporation of India Limited 

16.1.1 Injudicious decision to take up an unprofitable business 

The Company suffered a loss of Rs.30.37 crore by venturing into a cold chain 
business without requisite expertise and without mitigating perceived risks. 

With a view to explore the posc;i bi lity of expansion in the cold chain sector, Container 
Corporation of India Li mited (Company) decided (March 200-l) to enter into a Joint 
Venture and appointed consultant · (SSKI Corporate Finance Private Limi ted (SSKI) and 
M/s. Deloitte Haskins & Sell s) to assess the feasibility of the project. The Board of 
Directors (Board) noted (December 2004) that against the requi red return of 28 to 30 per 
cent on the equity, the project was expected to give a return of only 19.2 to 2 1.9 per Cf' llt. 

The (BOD) was also apprised of the fol lowing risks associated with the project: 

• The Company had no experti se in trading business whereas this project involved 
enteri ng into sourcing agreements with farmers/cooperatives for frui ts which was 
quite different from the Company's core competence i.e. , rail haulage and 
container terminal management. 

• Absence of firm tie-ups with state governments fo r procurement. collection. 
transportation and safeguarding needs of farmer ·. 

• The business was exposed to demand ri'>k. price risk and cost ric;k. 

• Dependence on apples and a fai lure of apple crop in a parti cular year could 
adversely affect the operations or the Company. 

Accordingly, the Company decided (December 2004) to abandon the project. 
Subsequently, on request (March/July 2005) of Government of Haryana and Mini stry or 
Commerce (GOI) for reconsideration of the project in the interest of farmers and 
consumers of agro products, the Company reviewed its earlier decision and decided (July 
2005) to revive the project. The Company got fresh studies conducted hy SS KT to 
revalidate the financial viability, assessing the ri k factors and sugge ting risk mitigation 
mechanisms. The report submitted (October 2005) by SSKI envisaged dealing by the 
Company in apples and mangoes initially and estimated Project IRR• and Equ i1y TRR as 
25.7 per cent and 33.3 per cent, respectively. The BOD approved the proposal (Qc1ober 
2005) and a new subsidiary company namely Fresh & Healthy Enterpri<;cs Limited 
(FHEL), wholly owned by the Company, was incorporated in February 2006. The Project 
was commiss ioned (2006-07) at Rai, Soncpat (1 laryana) at a total cost of Rs.8 1 crorc . 

.. fltternal rate of return 

-------- -------------- -------
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Aue.lit obsenec.l that the Company embarked on th is ,·enture without mitigating the ri'>k'i 
which led the Company to abandon thi s Project earlier a'> detailed belO\\.: 

• The Company did not identify a suitable joint venture partner to mi tigate the ri'ik 
of lack of expertise and entered into thi s business all by ihelf. 

• FHEL was solely dependent on apple-; instead of apples and mangoes a'> per the 
project report of the consultant. 

• The return on equity in the project report wai.; based on the projected margins or 
R-;.25.80 per Kg. (approx imately) on apples. However. the Company failed to 
achieve the desired margin and consequentl y suffered IO'>S righl from it\ 
inception. 

The !\lanagerncnt stateJ (J·cbr liar) 2001)) that. 

• The Project was tak.cn up a-; it \\as an important business opportuni ty in one of the 
priority sectors. The project is a di ve r~ ifi cat ion into fresh produce logistics \\hich 
benefit<> mil lions of farmers/farms workers and consumers. 

• They were compelled to sell mo-; t of the fruits through traditional mandis u'i inl! 
the auction mode which was dcpenc.knt upon the trust and goodwill of marketing 
as<.,ociates. The price of apple was also dependen t upon a number of factor<; and 
could \ary from da) to da). 

• The Company was mak.ing all efforts required to improve its performance a<., a 
re ... ult of which it rs expectec.l th at c.lunng 2008-09 there would be '>igniricant 
imprO\cment in its financia l performance. 

The \1ini tr) furnished (October 20091 a ..,1111ilc1r repl) . 

In thi'> regard. Audit obsen c-.. that: 

• The Company had a'isessec.l that they did not have adequate experti 'ie in trading 
perishable commodities '"hi ch v. a'> different from its core competence area 1·i;::. 

rail haulage and contai ner terminal management. Therefore. the Company -;hould 
have entered into the project only after properly mitigating thi s ri sk possibly by 
joining a joint venture with a partner havi ng adeq uate expertise in this area. 

• The reply indicates that the Company die.I not appropriately mitigate the market 
and price ri<>ks assessed h) it. 

• The Company has incurred IO'>'> of R-..12.05 crore during 2008-2009 C\ en after 
tak.ing steps to impnne performance. 

The projections of IRR di e.I not materiali se and the Company suffered a loss of R-;.30.37 
crore during the peri od 2006-07 to 2008 09. 
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Thus, by venturing into a new area without having the requisite expertise in the field and 
without adequately mitigating the perceived risks the Company suffered losses 
amounting to Rs.30.37 crore. 

Indian Railway Catering and Tourism Corporation Limited 

16.2. 1 Loss due to deflciellcy in agreeme11t 

IRCTC would lose revenue of Rs.7.63 crore due to non-inclusion of clause in the ] 
agreements for proportionate increase in concession fee with the increase in the 
passenger carrying capacity of trains as a result of increase in number of coaches. _, 

Indian Railway Catering and Tourism Corporation Limited (IRCTC) manages catering 
services on running trains through private entrepreneurs appointed by bidding process. 
The bidders are required to offer lump sum concession fee to TRCTC for the tenure of 
licence. This concession fee i based on the passenger carrying capacity of trains. The 
capacity can increase due to: 

• Increase in the frequency of trains, and 

• Increase in the number of coaches in the trains. 

Logically, the lump sum concession fee receivable by fRCTC should increase wi th the 
increase in passenger carrying capacity. Therefore, the agreements between JRCTC' and 
caterers provide for pro-rara increase in the conces ion fee on account of inc rea<;c in the 
frequency of trains. However, the agreements do not provide for such a hike in ca. c of 
increase in the number of coaches in the trains. The agreements, thus, are deficient to 
that extent and do not safeguard the financial interests of IRCTC in the event of increa c 
in the number of coaches. 

Audit observed that the Indian Railways increased passenger carrying capac il y (ranging 
from 6 per cent to 80 per cent) of five Rajdhani and fi ve Shatabdi trains 1 by adding 
coaches with effect from 26 May 2007. In the absence of an enabling clause, lRC'TC 
could not raise the concession fee on thi s account and hence would suffer a loss of 
revenue of Rs. 7 .63 crore2 by the end of these contracts. 

The Ministr) mainly contended (October 2009) the following:-

• The coaches are attached/detached according to the volume of pas enger traffic. 

1 Bangalore Rajdhani (Train No 2429-30), Triva1ulrum Rajdhani (Trai11 No.2431-32), Secu11derabad 
Rajdhani (Train No. 2437-38), Jammu Rajdhani (Train No 2425-26) and Chem1ai Rajdha11i (Train o 
2433-34) and Kalka Shatabdi (Trai11 No 2011-12), Amritsar S l1atabdi (Train No. 2013-14), Lucknow 
Shatabdi (Train No 2003-04), Kalka Shatabdi (Train No2005-06), Amritsar Shatabdi (Trai11 o. 2029-
32) 

1 Proportionate concession fee recoverable 0 11 the basis of enhanced passenger carrying capacity of the 
trains for the period from May 2007 to the end of the contract period (ranging from August 2010 to 
October 2012) in respect of JO catering contracts covering five Rajdlzani and five Shatabdi trains. 
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• Attachments/detachments were not related to concess ion fee and the caterers are 
paid on the basis of actual occupancj of the trains. In the event of 
enhancement/reduction of capac ity, the concession fee remains stati c as the 
agreement provides that "the train may run with fewer/more number of coaches. 
frequency and timings were subject to change in future". Therefore. bidder-; take 
such eventualities/fluctuations into consideration while bidding. 

The contention of till \1ini .... tr) "'not LOil\ inciTH! a .... the grnund real itic .... \\Crc different as 
explained belO\\: 

• The increase in number of coaches, effective from May 2007. was a long te rm 
arrangement to augment the train capac ity and not a temporary/<>easonal stop gap 
arrangement. 

• The agreement has a prov1s1on which requires the caterer<> to proportionately 
increase the conces<>ion fee if the frequency of trains increa es. This implies that 
the conces<>ion fee quoted hy the caterer<; was ba ed on the existing capac ity and if 
the capacity increases. they wou ld according!) be paying more. This 'Wa'> al'>o 
logical considering the fact that increased capacity of passenger<> wou ld bring 
them increased business. However, the -1,grLC!llLlll .\as dcf1ucnt ,\s 1t did not tak.l: 
into ,IClnunt the increase Ill passl' ngcr capacit) hj \\ay of permanent incrca'>C in 
the number of coaches. 

Thus, JRCTC would lose revenue of Rs.7.63 crore by the end of these con tracts. \ s 

c,1paut) cnh med lLnt throu~ I n 1 "c 111 n11111h· • _.J 1d c.., 1.., not n I d Ju t m tu lrl 
I\ rewrnn I d1 l ti l !RC re l th '\1<.;llllp. deficiCllC) in the ,1gree111c 11t <;()that it-; 
financial intere ts get protected in future. 

16.2.2 l .m.\ of rei·enue due to imprudt11t rt•w •wal of licr11ces 

e Company would suffer a loss of revenue of Rs.5.96 crore due to renewal of 
cring licences at lower rates ignoring the receipt of higher rates through 

mpelitive bidding on the same/similar routes. 

Indian Railway Catering and Touri <>m Corporat ion Limited (Company) provides catering 
and on board services on Indian Railway trains through various licencees appointed by 
bidding proce<>s. 

The Catering Licensing Policy of the Company provided (March 2002) that the licence 
would normally be awarded for a period of five years to the highest bidder and was not 
rcncwahle unless spec ifica ll y provided in the agreement. The agreement entered into 
with the licencees provided for renewal of li cence for further fi ve years at the so le 
di scretion of the Company. On renewal of licence, licence fee was to be increased on the 
basis of actual Sales Turnover subject to a minimum increase of IO per cent of the 
prevai ling licence fee. 

Audit observed that though the Company had rece ived a licence fee rangi ng from 
Rs.0.65 crore to Rs. I. I I crore for two trains on two routes1 through competitive bidding 
(October 2005 and December 2006), it did not in vite fresh bids for other two trains on the 

1 
P1111e-llowrah and Chemwi-Coimbatnre 
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same/similar routes1 after expiry of the tenn of their agreements and extended their 
agreements (Apri l 2008 and June 2008) for another term by increasing licence fee" 
nominalty3. Consequently, the Company lost an opportunity to earn an add itional revenue 
estimated at Rs.5.96 crore4 by renewal of li cences in. tead of ca ll ing fresh bids. 

The Management stated (July 2009) that: 

• At the time of framing policy guidelines, the then Board of Directors (ROD) of 
TRCTC was of the vie~ that tenure of licences awarded as per Company" s 
Catering Policy 2002 hould be fo r I 0 year-;. 

• The agreement contained a one time renewal clause a~ part of terms and 
conditions. 

The reply of the Management is not convincin,!! a-;: 

• There were no recorded minutes to support that the BOD wa-; of the v1c~ th at 
tenure of licences awarded hould be I 0 years. 

• As per renewal clause. the licence could be renewed for another tenn of five )Car-; 
at the sole discretion of the Company. Therefore, the Company was under no 
obli gation to renew the li cences after expiry of five years particularly when the 
bidding yielded much higher revenue than renewal. 

The Company wou ld thus lose additional revenue estimated at Rs.5.96 crore over the five 
years term of the licences (commencing from February 2008 to June 2008). The 
Compan~ ... houkl cn-;ure that 11 futurL till liLcncL" .trL rL lC\\ed on!~ .1ftc1 LOn..,1dcrn . .::- the 
f111t1ncial interests or the Company. 

The matter was reported to the Ministry 111 Augu t 2009: their reply was awaited 
(November 2009). 

2 Pu11e-Howralr and Clren11ai-Coimbatore 
3 Rs.16.33 lakh to Rs.17.96 lakli fo r train No. 2129130 and Rs.5.5. fakir to Rs.6.05 fakir for train .\'o. 

2679180 
' Difference in tire licence fee obtained tlrrouglr competitive bids 011 similar/same routes and licence fees 

obtained tlrro11glr renewal of licences calculated m•er tire fi1•e year term of tire licences rn111111e11ci11g 
from February 2008 to June 2008. Tire loss would be more if tire seating capacity of the trains is 
considered beca11se the seating capacity was lriglrer in trains where the licences were rr11 Pwed ns 
compared to tire trai11s where Licences were awarded after competitive bidding. 
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CHAPTER XVII: DEPARTMENT OF ROAD TRANSPORT & 
IDGHWAYS 

National Highways Authority of India 

17.1. I Lo.n of toll rei·enue due to \ etti11K up Toll Pla:a at inappropriate location 

National Highways Authoril} of India set up a toll plaza at inappropriate location 
which resulted in cumulative loss of toll r evenue of Rs.5.37 crore upto 31 March 
2009. 

ational High\\ ay-. Authoril) of India (/\uthoril)) completed the work or four lanninµ 
and strengthening or an exi-.ting tv.o lane -.ection or NH-8 knov.n a'> UG-111 pad.age 
(from km. "' 388.400 to km. 443.000) at Udaipur-Ratanpur-Gandhinagar -;tretch in January 
200-L /\':. thi-. c.;ection \\'Cl<; toll hac.;ed. the Go\'crnment of India i-.sucd a Ga1c11c 

otifi cation on 23 June 200.+ for the collection of toll. The Authority c.;tarteu collection of 
toll \.\ith effect from 9 July 200-+. To ll collect ion point (to ll pla1a) on thi '> secti on wa1., 
located at km. 416.000 (Vi ll age Vauan ta ). 

Audit ohscn cJ (August 2006) that: 

• There i.., a uiversion on thi-. -.tretch at 1-m 399.000 (Shyamlaji) throul!h .i -.tatc 
highway anti the toll plan.1 for UG- 111 package of H-8 is located at km. 416.000. 
at a point after ui\'er'>ion. 

• The road users who used the road for 10.600 1-m. (km. 388.400 to km. J<)9.000) 
stretch of UG-III package on the tolled ational Highway got easily diverted 
without paying any toll. 

As per the o.;ur\'ey report or the Detailed Project Report consu ltant (December 2000). 
daily traffic 1110\'ement at km. 399.000 (at diversion point) was only 58 per cent of the 
total Passenger Car Units (PCUs), while the balance -+2 per cent of the total PCUs got 
diverted \\ ithout payment of toll. Tint<;. 37.18.398 PClh (-+2 per cem of the total PCU-. 
88,53,328 during the period July 200-+ to March 2009) were estimated to have been 
diverted through c; tate highway after using 10.600 km. of stretch without paying toll. Thi'> 
resulted in the loss of toll revenue lo the ex tent of Rs.5 .37 crore during the said period. 

The Man tgL n nt -.t.1ted ( Jur 1 00S1 th.it the traffic diverti ng at km. 399.000 is 11sing 
small portion of thi<> stretch v.i1hnu1 payment of u1.,cr's fee. 

The ~l anagcmcnt h.1-. acccpk I tin• ll•l'e t I 1 J ih r ,tl 1-m '\<JI) ( 1 10 :., ·1si , th 
rnad \\ ithnut p.t) mcnt of to Jl ad the toll pla1a on lJG-JIJ package been located at ,111 

.. Km. - Kilometer 
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appropriate location, i.e., just before the diversion point (km. 399.000), loss of toll 
revenue to the extent of Rs.5.37 crore (upto March 2009) could have been avoided. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 

17. 1.2 Loss on construction of aflyo ~·er in "So Construction Zone " 

National Highways Authority of India incurred an infructuous expenditure of - I 
Rs.2.08 crore on the construction of a flyover in "No Construction Zone" at Jhansi, 
Uttar Pradesh. 

National Highways Authority of India (Authority) awarded (September 2005) a contract 
for the construction of Jhansi Bypass (package East West - II, UP 3) at an estimated co t 
of Rs. 115.24 crore on the basis of Detailed Project Report (DPR) prepared by the DPR 
Consultant. The construction of the Oyover, which was the part of the project. 
commenced on 22 April 2006 and an amount of Rs.2.08 crore wa spent on the part 
construction of the flyover upto March 2009. 

Audit observed ( l\pri l 2008) tha the si te of the flyover was located near Jhansi Airport 
and it lies in the "No Construction Zone" as notified vide Government of India, Ministry 
of Civil Aviation Notification No. S0988 dated 5 January 1988. 

The Jhansi Airport was being administered by the Army Aviation Squadron. Since the 
Defence Authorities noticed the construction activities in the "No Constmction Zone". 
they convened a meeting with Authority representatives in October 2006 and asked the 
Authority to stop the construction work of the fl yover. Later on when the Authority 
approached the authorities concerned for No Objection Certificate (NOC) for the 
construction/completion of the flyover, the Defence Authorities as well as Airports 
Authority of India communicated in October 2006 and September 2007 respectively no 
permission to the Authority for construction of fl yover on the ground that the site lies in 
"No Construction Zone" of Jhan i Airport. The construction of fl yover was suspendccl on 
13 October 2006. 

During the period from April 2006 to October 2006, the Authority had already incurred 
Rs.2.08 crore on the part construction of the flyover. As the Authority or the DPR 
consultant did not seek/obtain the prior clearance from the concerned authorities, the 
amount of Rs.2.08 crore incurred on the construction of flyover proved wasteful. 

The Management stated (August 2008) that: 

' 

• The DPR was initiated in the year 2003 and no objection was rai sed during the 
land acquisition which was given wide publicity in local newspapers. 

• The matter of NOC for construction of flyover was referred to the Department of 
Road Transport & Highways for convening a meeting with Ministry of Defence 
and Ministry of Civil Aviation. 
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Audit, ho\\C\Cr. oh\Cr\L"' the fol low1ng: 

• The DPR consultant wh ile preparing the DPR failed to take into account the 
Gazette Notification dated 5 January 1988 which led to the wasteful expendi ture 
to the tune of Rs.2.08 crore. 

• No action was initiated by the Authority against the DPR consultant. 

• Ministry of Road Transport and Highways could not obtain NOC so far (July 
2009). 

Thus, due to not taking the prior clearance for the construction of nyover from the 
concerned authorities, Authori ty suffered ::i loss of Rs.2.08 crore on account of 
infructuous expenditure on construction of nyover in 'No Construction Zone'. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 
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[..__ ___ c_HAPT __ E_R_x_v_1_n_:_D_E_P_AR_TME _ _ N_T_O_F_S_IIlP_P_IN_ G _ ___ ] 

The Shipping Corporation of India Limited 

18.1.1 Loss due to delay in deci.i;ion making 
---

The Company incurred an avoidable loss of R .1 7.82 crorc due to delay in taking a 
decision to terminate the loss making India - US IDX service. 

The Shipping Corporati on of India Limited (Company) entered (Apri l 2006) into Vessel 
Sharing Agreement with Emirate'> Shipping Lines (ESL), Zim Lines and Mac /\ ndrews to 
commence a India-The United State of America(LJS) wee kl y service to take henefit of 
growing US containeri sed trade. The new markctinµ venture was conceived assuming a 
growth of India-US containeri '>ed trade at 15- 17 eer cent annual ly. In the rn'i t henclit 
analysis, the Management had a pessimistic profit projection of R-..2.78 crore and 
optimistic projection of Rs.28.87 crore based on estimated 85 per cent capac ity uti lisation 
(95 per cent during peak season of June-October) of west bound traffic and 60 per cent 
east bound in the first year of operation. The service was launched on 25 May 2006 with 
eight vessels {the Company two vessels inchartered for 35/37 months. ZIM three vesse l<> 
(subsequently reduced to two), ESL two vessels and Mac Andrews one vesse l} having 
capacity of 2500 to 2600 TEUs ... each. 

Mac Andrews, a partner in the service, withdrew from the IDX ·ervice in January 2007 
after eight months of operation due to mounting losses. Two new lines. Orienl Ove r<;ca<; 
Container Linc Limited (OOCL) and Italia Maritt ima were inducted into the c.:on<;ortium 
with one vessel each. 

As per Article 7.5 of the Vessel Shari ng Agreement, the service could be terminated at 
any time by unanimous written consent of the parties. As the service " as making huge 
losses, an emergency Princ ipals meeting was held on 16 Ju ly 2007 wherein the partners 
opined to terminate the service in view of the adverse market conditions. The Company 
proposed rationalisation of the service to reduce costs and to wait ti ll sit uation impro\'cs. 
The Company desired to continue the service till alternate arrangements were made to 
serve the India US market. As the service was making huge losse , it wa'> proposed (July 
2007) for withdrawal/termination of the service as earl y a<, possible, <;tati n!! that '>i nce the 
time of starting the IDX service, three other lines/consortiums ·tarted se rvice'> from 
Indian sub-cont inent to USA , resulting in operational loss of Rs.33.53 crorc during the 
year 2006-07 as against projected profit of Rs.2.78 crore and for the year 2007-08 the 
anticipated loss was Rs.41 .3 I crore. In the proposal, it was foreseen that (i ) the lead time 
requ ired for repositioning of containers already in pipeline was around three to four 
weeks, (ii ) notice period to be given to termi nals (iii ) to put into operation the evacuation 
plan for evacuating the residual empties and (iv) alternate plans to use the in-chartered 
ships for other services. However, the proposal wac; not approved by the Company 

~TE Us-Twenty f oot equivalent units 
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stating that in liner busine<,s continuity 111 a 'ien tee \\a<, \Cf} \ital and it would he a lo..,.., 

of face for the Compan}. the national carrier. to get into a liner track am! v.all-- off ti 
agatn. The request of the partners was agreed to \\ith a condition that the Compan) 
wou ld have the right to <.;uc the partners for damage particular ly if there was an} YSA­
ILA pension liability on the Company. 

A nother meeting of the partners was held on 17 October 2007 wherein the partners <.;lated 
that the: \\'ere forced to continue in the <.;crvicc due to the conditional approval of the 
Compan) and \\anted unconditional con-;ent to terminate the ser\'ice. The partner-; further 
<,lated that the) would he forced to '' ithdraw their vessels to cu t losses in case the 
Company maintained their conditional con-;ent. In 'iew or the stand tal--en b) the 
partners. the Company considered (October - O\ember 2007) another proposal \\herein 
it was foreseen that the serv ice wou ld be tenniilated in a planned phased manner enabling 
all partner<.; to give sufficient notice to the trade and customers. It was decided ( 12 

ovembcr 2007) to terminate the sen ict:. Accordingly. the <,en ice ''a-; \\ ithdra\\ n 
gradual I) b) January 2008. During the operation of the sen ice from May 2006 to 
January 2008. it incurred a loss of Rs.74A6 crore '' hich included lo. of Rs.23 .15 crore 
incurred from August 2007 to Januar) 200l-> after the Company decided to con tinue in the 
service. Out of the loss of Rs.23.15 crore. loss of R ..... 17.82 crore pertained to the period 
from O\cmber 2007 to January 2008. Thi-; los1., cou ld have heen avoided had the 
Company dec ided to terminate the service in July 2007 and gradually completed it by 
October 2007 as the normal C)ck nf the service was three months. 

The :\hm~H!cment cnnlended (Juh 200CJ/\:mcrnht>r ,(Hl9l that · 

• 

• 

• 

• 

• 

• 

• 

Excess tonnage in the marke t and drop in the freight ratc.,/high bunl--cr co-.t 
resulted in the operation incurring lo-;<;e ..... A lso. rhe trade growth Lo the US 
sudden!) '>lowed down. 

Compan) wanted to be sure that there \\ould not be any repercussions on earlier 
w ithdrawal and wa<; of the v iew that continuity in a se rvice was very vita l and 
entering and ex iling from a particular service or region only leads to a los-; of face 
for the National Line . 

There was a large inventor") lying in the US w hich had Lo be brought back. o 

line was wi l l ing to offer any slots on their service (as the ves<;e ls were coming ful l 
EB) to Company to bring back their empty containers . 

The Company had signed agreements with the terminals and had to look into the 
repercussions, if the contract was terminated before the expiry. 

The Company would ha\'e Lo pay for the NYSA-ILJ\ Pen<.;ion Trust Fund . 

The Company had signed service contract-;'' ith the clients for the w holt; )Ci.Ir and 
tcnrnnating the sen tee .... \\ ithou t an) nouce migh t result in ha\ ing to pay penalties 
for not prm iding '>en ice to them. 

The service cannot be term inated in the middle o f a cycle as there were i<;sucs 
about '>IOL exchanges, payouts in case of vesse l sk ipping a ca ll , etc. The cyc le in 
the ID X service was o f about three months. 
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• It would have incurred additional cost of Rs.50.80 crore (Rs.22 crore towards 
premature withdrawal of two vessels and Rs.28.80 crore towards build down and 
repositioning cost of empty containers) in case of unconditional termination in 

July 2007. 

The reply of the Management is not convinc111g on account o r the fo llowing: 

• At the time of tak ing decision to continue the service in Jul y 2007 or to terminate 
the service in November 2007, there was no reported change in the position or the 
service. Almost all the implications or termination of the service remai ned the 
same in July and November 2007. The delay in taking decision to terminate the 

service resulted in avoidable loss of Rs. 17 .82 crore. 

• The Company had proposed utilisation of the two in-chartered ve sets for other 
services both in Jul y 2007 and November 2007. The Company had also utili-;cd 
the two vessels in other ervices w.e.f., November 2007 and March 2008 and 
redelivered these vessels only arter completion of the charter period on 2 October 
2009 and 5 November 2009 respectively. Since the vessels were effectively 
utilised in other services, the loss of Rs.22 crore estimated by the Company for 
premature withdrawal of the vessels did not occur. Further, even ir the vessels 
were not utilised in other services o r the Company, the vessels could have been 
chartered out at charter hire rates of US$24,000 to US$28,000 per day per vesse l. 
which were the charter hire rates of similar vessels prevalent in the market. 

• Regarding build down and repositioning cost of empty containers estimated at 
Rs.28.80 crore, the Management itself stated (November 2009) that there wa<; no 
empty evacuation after the termjnation of the service as all the container · were 
repositioned using the Company's service. Had the Company taken the decision 
in July 2007 also, the Company could have utilised its service till October 2007 
(cycle period of three months) for repositioning the container . 

• The pension fund liability still exists and the Company had made a provision or 
Rs. 17.87 crore towards this liability in the account for the year 2008-09. 

• While taking the decision in July 2007 to continue the service or in November 
2007 to terminate the service, cost implication of Rs.50.80 crore for withdrawing 
from the service as stated by the Company in November 2009 had neither been 
worked out nor reported to the Management to enable it to take a considered 
decision . How the Company has now worked out such a probable loss and ir it 
was a fact, then why such a vital information was kept away from the 

Management remained an enigma. 

Thus, delay in terminating the service resulted in an avoidable loss of Rs. 17 .82 crore. The 
Company should streamline the decision makmg process to ..-.afeguar<l its fi nancial 

interests. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 

2009). 
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[ CHAPTER XIX: MINISTRY OF STEEL l 
KIOCL Limited 

19.1. 1 Extra expenditure due to payment <~f higher tariff and conge.~tion surcharge on 
transportation of iron ore 

Failure of the Company to get its railway siding declared as 'other than l 
stations/sidings serving port' immediately on starting the operations resulted in 
payment of higher tariff of Rs.6.05 crore and surcharge of Rs. 73.15 crore on 
transportation of iron ore. _ __ 

1 

KJOCL Limited (Company) transported Iron ore from NMDC Limited's mines at 
Doni malai (Karnataka) to Panamburu railwa; -.i ding through south western railway<, 
(SWR) & Bailadila (Orissa) from Kirandu l railway siding of east coast railways mCR) 
through Vizag via ship to Mangalore. 

As per Railways tariff, Panamburu siding was a port serving siding which attracts higher 
tariff than the iron ore transported for 'other than Port serving siding'. The Company's 
own siding at Panamburu station became operational w.e.f., January 2006, hence the 
Company was e ligible for a lower tariff for tran<> portation of iron ore. The Railways 
levied Congestion Surcharge (CS) w.e.r .. I April 2007 as a percentage of base freigh t 
which varied from time to Lime and was abol ished from 22 May 2008. As per Rail way<,, 
CS was not applicable for iron ore transported to independent sidings and for domestic 
use. 

Audit ob<;er\'ed that : 

• The Company took up\\ ith Rai lways for declaration of its siding as 'independent 
sidmg' (other than stations/sidings -;en ing port) only in June 2007 and Railway' 
dec lared 1t as <>uch onl) w.c f. I l\L1rch 2008. This delay in gelling its siding 
dec lared as independent siding resulted in payment of higher tariff of Rs.6.05 
crore from 14 January 2006 to 3 1 March 2007. The Company did not prefer a 
formal claim with Railways for refund of the ex tra freight even as on date 
( ovember 2009). 

• Though the Com pan) \\as eligihlc for non kvy of CS hut due 10 <le lay in gelling 
its siding declareJ as independent -;iding. it paid Rs 68.78 crorc towards CS from 
I April 2007 to 21 Ma) 2008. 

• Despite reduction ( 15 Apri l 2008) in surcharge to 30 per cem of ba-;c freight in 
respect of transportation to servinµ pnrh for domestic consumption purpose, the 
Company continued to pa; 11 at higher rate of I 00 per cent in re<;pcct of 
transportation from K1randu l siding to Vi1<1g port siding during 15 J\ pnl 2008 to 
21 May 2008 resulting an extra payment of Rs.4 .:n crore. 
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The Managemen!/Ministry stated (November/December 2009) that: 

• There was no delay in taking action and the benefit of reduced rate of CS in 
respect of Kirandul siding could not be availed immediately as documents were 
required to be submitted to Railways. 

• The Company had to pay higher tariff as the tariff class ification was decided by 
Railways. 

The replies arc not convincing since: 

• 

• 

Despite be ing aware that Panamburu was not declared as an independent siding 
11nmediately on opening in January 2006. the issue for declaration a-. 111dependent 
siding was taken up \1,ith the Railway'> only in June 2007. Failure on the part of 
the Company to vigorous!} pursue with rail\\a}s to get official decla1at1on of its 
mckpcndcnt sid111g as such from date of operation not only depm ed till Company 
of lower basic freight but also pa) ment oJ congestion surcharge \ lnrmal claim 
for refund of CS on tran-,portation to own siding is yet to be made. 

In respect of extra payment of CS for Kirandul siding. the repl) on lack of proper 
documentation could be attributed to the fai lun.: of the intern.1! con trol system in 
the Company. 

Thus, fai lure of the Company resulted in payment of higher tariff and surcharge of 
Rs.79.20 crore· on Transportation of iron ore. 

Rashtriya lspat Nigam Limited 

I 9.2. I Loss of revenue dul' to ca11cellatio11 of tender.for export of pig iron 

The cancellation of tender fo r export of pig iron despite huge stock level resulted in I 
loss of revenue of Rs.3.63 crore. ---------- - - -- ------

Rashtriya !spat Nigam Limited (Company) issued (March 2008) a Global Tender for 
export of 25,000 MT of pig iron in May 2008. In response, the Company received (April 
2008) offers from three parties of which the highest off er was for Rs.26,400 per MT 
(US$646. l 6). The Company cancelled (April 2008) the tender without any recorded 
reasons. Resultantly, no export of pig iron took place despite sufficient stock level. The 
revenue loss in the process worked out to Rs.3.63 crore being the difference between the 
export price and the domestic price of pig iron during the same period. 

The ~1anagcmcnt in its rcpl) (January 2009) mainl) contended the following: 

• The export tender was cancelled in view of the guidelines (Apri l 2008) of the 
Mini stry of Steel to steel manufacturers to exercise self restraint in exports to 
ensure availability of stocks in the country. 

' Rs.6.05 crore 011 basicfreight+Rs.68.78 crore on CS, Panamburu+Rs.4.37 crore 0 11 CS kira11d11l 
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• The stock of pig iron sudden ly rose to alarming levels by June 2008 with very 
little movement in domestic market and therefore the Management sought 
permission from Ministry for export of 50.000 MT pig iron which was accepted 
(June 2008). 

The Ministry endorsed (NO\'Cmbcr 2009) the \'IC\\ ... or the Management. 

The contention of the Managemcnt/t\. lin istry i-.; not convincing in \'iC\\ or the fol Im\ 1ng: 

• There was a suggesti on from the Ministry of Steel to exercise se lf restraint in 
export and not a directllln to the Comp.Ill\ to -;top the export. 

• Further. the pig iron stock was 91,.551 MT in May 2008 which declined to 
70.973 MT in June 2008 when the Company sought the permission or Ministry to 
export 50,000 MT of pig iron. Th 1" 1t ' Hild have been .1ppropnate 101 tht 
Con p.tn) to go in for c x port 111 ~ L1y 2008 when the stock le\ cl \\as high. 

Thus, the cancellation of export tender despite hav ing huge stock leve l resu lted in loss or 
revenue of Rs.3.63 crore. It 1s rccornmemkd th.it thL Company should .tn.11) sc ri nanu.tl 
impl1cation before making any decision relating to export. 

Steel Authority of India Limited 

19.3. l Irregular payment to employel'.\ 

The amendment to the L TC rules was n;rollowed uniformly across the Comp; ny. ] 
The Durgapur Steel Plant (DSP), Alloy Steel Pla nt (ASP) and Bhilai Steel Plant 
(RSP) of Steel Authority of India Limited in devia tion to Company's rules allowe~ 
their employees to avail the faci lity of air travel while availing LTC to Andaman & 
Nicobar Islands for the second time resulting in an irregular expenditure of Rs.42.46 
crorc. 

Steel Authori ty of India Limi ted (Company) amended Leave Travel Concession (LTC) 
ru les on I March 2008 providing that the facili ty of air travel wh ile avai li ng LTC to 
Andaman & icobar Islands would be allowed only once in the service period or the 
employees. The amendment effecti ve from I March 2008 is applicable to all the 
employees whether en ti tled to travel by air or not and includes all the previous journeys 
performed by them to Andaman & Nicobar Islands on LTC, if any. 

Jn this regard Audit observed the lollowing: 

• The ahtne amendment to the I TC rule" ''a" not fol lo\\cd umtonnlv acro\s the 
Compan) . DSP, ASP and BSP ol the Comp.In) allowed their cmplo; ces to ,1\ ail 
the facilit~ of air tr;nel \\ h1k a\'aili ng I IC to Andaman & "irnh.ir Islands for the 
second time. On the other hand, Rourkcla St.:cl Plant (RSP) of the Cmnpan) did 
not allow it. 
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• Those employees (4134) who had been paid L TC advance before I March 2008 
or where control number had been generated before I March 2008 but advance 
had not been released, were allowed to perform journey to Andaman & Nicobar 
Islands for the second time. 

• The above deviation to Company's LTC rules by DSP, ASP and BSP resulted in 
an irregular expenditure of Rs.42.46 crore. 

The Management in its reply contended (June 2009) that: 

• The decision was taken to avoid industrial relations problems. 

• Further, no employee was allowed (sanctioned) L TC to Andaman & Nicobar 
Islands for the second time after 1 March 2008. Only those employees, whom 
L TC had already been sanctioned on or before 1 March 2008, were permitted to 
perform the journey. 

The contention of the Management is not convincing in view of the following: 

• The industrial relation problem is an after thought of the Management as other 
units of the Company did not allow their employees to perform journey on LTC to 
Andaman & Nicobar Islands second time after 1 March 2008 and there was no 
industrial relation problem as such in these units. In RSP of the Company, 
employees who had already drawn advance prior to issue of the above circular 
refunded the advance. 

• Since the rules as amended by the Company were applicable with effect from 
I March 2008 equally to all the units of Company and it was not justified on the 
part of the Management of DSP, ASP and BSP to relax the L TC rule. 

Thus, relaxation of Company·s LTC ru les h) DSP. BSP and ASP rc~uhcd in an irregular 
expenditure of R<.;.42.46 crore. IL is recommended thJt the policies. rules and regulations 
of the Compan) should be fo llmvcd uniform I) across the Compan). Jn case of deviation'\. 
the concerned officials be held accountable. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 

19.3.2 Irregular payment of reward to the employees 

Steel Authority of India Limited made irregular payment of reward of Rs.8.60 crore 
to its employees in contravention of the guidelines issued by Department of Public 

Enterprises. 

The Department of Public Enterprises (DPE) issued instruction on 20 November 1997 to 
all public sector undertakings (PSUs), inter alia, directing that employees of PSUs 
drawing wage/salary exceeding Rs.3500 per mensem (increased to Rs. I 0000 per mcnsem 
w.e.f. , April 2006) would not be paid bonus, ex-gratia, honorarium, reward and special 
incentive etc unless the amount is authorised under a duly approved incentive scheme. 
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Audit obsern~d that: 

• Steel Authority of India Limited (Company) organised fo undation stone laying 
ceremony for mode rn i~ation and expansion projects at Bokaro Steel Plant (BSL) 
and Salem Stee l Plant (SSP) on 22 April 2008 and 5 September 2008 respectively. 
On both the occasions. Min i..,ter of Steel. Chemicals & Fertih?cr announced 
granting of Rs.3000/- to each employee of Company. 

• To give effect to the announcement thus made, the Board of Di rectors (Board) of 
the Company approved (October 2008) a proposal to make one ti me payment of 
Rs.3000/- to each employee of BSL and SSP. The Board also approved a 
guide li ne for one time payment of Rs.3000/- as Moti vational Reward to the 
employee of a plant/mine wherever foundation stone would be laid under the 
moderni sation and expansion plans for a period of one year with effect from 
l April 2008. 

• The Company paid Rs.8.20 crore to tl1e employees of BSL in September 2008 i.e .. 
before approval of the Board. The payment of Rs.40 lakh wa<> made to the 
employees of SSP in January 2009. This was in addition to the pe rformance 
linked incentive paid regularl y. The payments were not based on any performance 
related incentive scheme but were udhoc in nature, wh ich was prohibited as pe r 
the above guidelines of OPE. 

The Managcmclll in its rcpl ;, contended (May 2009) that. 

• The payments were made as one time incent ive to the employees of BSJ. and SSP 
to boost the ir morale and motivate them for better performance although the name 
to the scheme wa... kept as "Motivational Reward for Modernisation & 
Expansion··. 

• As per OPE guidelines dated 25 June 1999. PSUs were al lowed to pay perquisites 
and allowances including incenti ves to reward its employees up to the ceiling of 
50 per cent of bas ic pay. 

The contention of the Mana~e111cnt is not con\ incing in\ iew of the fo ll m' ing: 

• An incentive is paid fo r achievement of specific target and not fo r belier 
performance in future . However, the scheme approved by the Board was not 
based on any specific cri teria and was odhoc in nature. The scheme approved by 
the Board in October 2008 was evident to give effect to the announcement made 
by the Minister of Stee l, Chemicals & Fertil izer and not to achieve any milestone. 

• OPE guidelines quoted by the Management in its reply are not relevant in thi s case 
as the payment of reward docs not come into the ambit of perq uis ites or 
allowances. 

Thus, payment of reward of Rs.8.60 crore to the employees in contravention of the 
guidelines issued by OPE, was irregular. It 1s recommended that the ( ompan) should not 
\ iolatc DPF ·s 111 structions \\ h1lc maJ...1 11 ~1 p.1y111c11h to its employees. 
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The matter was reported to the Ministry in Jul y 2009; thei r reply was awaited (November 
2009). 

19.3.3 Extra expenditure due to delay in taking action 

The failure of the Company in taking timely action during the pendency of the 
contract to get the supply of material as per the delivery schedule and delay in 
taking legal action against the supplier, resulted in an extra expenditure of Rs.3.50 
crore on procurement of 1103 MT of Silico Manganese at higher rate. 

Steel Authority of India Limited (Company) , placed purchase order (September 2006) on 
Bishwanath Ferro Alloys Limited, Kolkata for procurement of 2,000 MT of Silico 
Manganese at a price of Rs.23,300 per MT with deli very period from September 2006 to 
February 2007. As per the te rms of the purchase order, the price was firm and the 
quantity was subject to a tolerance of plus/minus 10 per cent at buyer's discretion . Jn case 
of fa ilure by the seller to deli ver the materials or any consignments thereof, the Company 
had the option to cancel the contract either fully or partly and to purchase the material at 
the ri sk and cost of the sell er. Jn December 2006, the Company increased the quantity 
from 2,000 MT to 2,200 MT and extended the delivery schedule to March 2007. 

Audit noticed the following: 

• The supply of material was not as per the schedule right from beginning and out 
of the total quantity of 2,200 MT, only 1,097 MT was supplied till March 2007 
leaving a balance of I , I 03 MT pending for delivery. 

• The Company did not take timely action during the pendency of the contract to 
get the supply of material as per the deliver> schedule. 

• The seller refused (June 2007) to supply the balance quantity stating that the 
contract ceased to subsist and there was no question of any supply under such 
lapsed contract. The Company went (June 2007) in for risk purchase action under 
the terms of purchase order and purchased (December 2007) the shortfall 
quantity (1,103 MT) from an alternate source at a higher price of Rs.49,80 1 per 
MT, which resulted in an extra expenditure of Rs .3.50 crore. 

• The supplier had given a bank guarantee (BG) for Rs.29.39 lakh wh ich was valid 
up to 31 May 2007. However, the Company did not encash the bank guarantee 
and lost the oppornmity of compensating the loss by Rs.29.39 lakh. 

• The Company acted belatedly in taking legal action against the supplier to recover 
the extra expenditure incurred by the Company. 

The Management in reply contended (August 2009) the following: 

• Contractual delivery of the material remains spread over a period of several 
months and as such practically it was not feasible to take Risk Purchase action 

agai nst defaulted quantities on monthl y basis. 
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• The BG submitted by the supp li er, was of limited value of five per cent and was 
valid for a period of three months from the date of last supply. Tn any case. the 
loss on account of non-supply was of much larger value. Also to avo id any future 
possibility of non-encashment of BG, a procedure had been devised for dealing 
with BGS submitted as Security deposit or Performance Guarantee. 

• A money suit had been fil ed on 20 April 2009 at Chas court, Bokaro against the 
~upplier. 

The Reply of the Management ts not con\ incing in' ie'' of the follcrn ing: 

• As the supply of material was not as per the schedule right from beginn ing, the 
Company should have taken timely action during the pendeney of the contract to 
get the supply of material as per the Jelivery schedule by invoking risk purchase 
clause. 

• The Management failed to encash the BG within its validity and lost an 
opportunity to reduce the loss by Rs.29.39 lakh. Though the BG was of small 
value, the Management should have shown prudence in encashing it in time. The 
Management's fa ilure in this regard also indicates weakness in its internal control 
and monitoring. 

Thus, the Company incurred an extra expenditure of Rs.3.50 crore in procurement of 
Silieo Manganese due to delay in taking action against the supplier. 

rt is recommended that the Company should monitor the performance of urntract 
regularly and take prompt remedial action\\ here\ er delays arc noticed. 

The matter was reported to the Ministry in September 2009; their reply was awaited 
(November 2009). 
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[ CHAPTER XX: MINISTRY OF TEXTILES l 

National Textiles Corporation Limited 

20.1. I Excess payment of customs duty 

Failure to claim concessional rate of custom duty under 'Project Imports' for 
machinery imported for expansion of mills resulted in excess payment of customs 
duty by Rs.2.26 crore. 

As per Chapter. 98 of the Customs Tariff Act, all machinery imported for the initial 
setting up of a unit or for substantial expansion of an existing unit would be classified 
under the head 'Project Imports' and eligible for concessional rate of import duty, 
provided the expansion in capacity was not less than 25 per cent. However, for availing 
the benefit of concess ional rate of duty, the importer had to apply for registra1ion of the 
contract at the port where the goods were to be imported or where the duty was to be 
paid. 

National Textile Corporation Limited (Company) decided (August 2007) to moderni se it s 
two mills, i.e., Tata Mi ll s and United India Mill No.5 at a cost of Rs.90.79 crore. The 
modernisation of the mills involved the installation of new machinery and component 
parts which were imported during the period July 2007 to September 2008. /\ftcr 
installation of new machines, the installed capacity of the Tata Mills registered an 
increase of 38. 12 per cent (from 25,080 spindles to 34,640 spindles) and United India 
Mill No.5 registered an increase of 49.75 per cent (from 26,048 spindles to 39,008 
spindles). 

It was observed in Audit that despite being eligible for concessional rate of import duty , 
the Company did not register the contract for purchase of machinery with the Custom 
authorities at Mumbai port. The Company thus paid custom duty at normal rate (effective 
rate of 28.64 per cent) under the tariff head applicable for textile machinery insteao of the 
concessional rate of import duty under Chapter 98 (effective rate of 20.75 per cent). The 
cost of machinery and spare parts imported was Rs.39.68 crore and import duty of 
Rs.8.58 crore was paid by the Company as against the concessional duty of Rs.6.32 crore. 
Thus, failure on the part of NTC to register the contract for import of machinery with the 
Customs authorities resulted in excess payment of customs duty amounting to Rs.2.26 

• crore. 

The Management in respect of Tata Mills, stated (July 2009) that the increase in capacity 
of the mill was only 21.12 p er cent from 28,600 spindles to 34,640 spindles. 

• Rs.8.58 crore minus Rs.6.32 crore. 
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The repl) is not acceptable. The Modernisation Plan of Tata mill<> and Annual /\ccourm 
for the year 2008-09 of the Company shO\\ that the installed capacit) had actual!} 
increased from 25.080 spindle-, to 34.640 sp indles b) 38. I 2 per ce111. 

Thus. failure to claim concess ional rates or custom duty for machinery imported for 
expansion of mills resulted in excess payment of customs duty by Rs.2.26 crorc during 
the period July 2007 to September 2008. 

The matter was reported to the Ministry in July 2009; their reply was awaited (November 
2009). 
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Follow-up on Audit Reports (Commercial) 

Audit Reports of the Comptroller and Auditor General of India (C&AG) represent the 
culmination of the process of scrutiny starting with initial inspection of accounts and 
records maintained in various offices and departments of PS Us. It is, therefore, necessary 
that appropriate and timely response is elicited from the Executive on the Audi t findings 
included in the Audit Reports. 

The Lok Sabha Secretariat requested (July 1985) all the Ministries to furnish notes (duly 
vetted by Audit) indicating remedial/corrective action taken by them on various 
paragraphs/appraisals contained in the Audit Reports (Commercial) of the C&AG as laid 
on the table of both the House of Parliament. Such notes were required to be submitted 
even in respect of paragraphs/appraisals which were not selected by the Committee on 
Public Sector Undertakings (COPU) for detailed examination. The COPU in its Second 
Report (1998-99-Twelfth Lok Sabha), while reiterating the above instructions, 

recommended: 

• setting up of a monitoring cell in each Ministry for monitoring the submission of 
Action Taken Notes (A TNs) in respect of Audit Reports (Commerc ial) on 
individual Public Sector Undertakings (PSU ); 

• setting up of a monitoring cell in Department of Public Enterprises (OPE) for 
monitoring the suhmis ion of ATNs in re peel of Reports containing paras 
relating to a number of PSUs under different Ministries; and 

• submission to the Committee, within six months from the date of presentation of 
the relevant Audit Reports; the fol low up A TNs duly vetted by Audit in respect of 
all Reports of the C&AG presented to Parliament. 

While reviewing the fo llow up action taken by the Government on the above 
recommendations, the COPU in its First Report ( 1999-2000-Thirteenth Lok Sabha) 
reiterated it earlier recommendations that the OPE should set up a eparate monitoring 
cell in the OPE itself to monitor the fo llow-up action taken by variou 
Ministries/Departments on the observations contained in the Audit Reports (Commercial ) 
on individual undertakings. Accordingly, a monitoring cell is functioning in the OPE 
since August 2000 to monitor the follow up on submission of A TNs by the concerned 
administrative Ministries/Departments. Monitoring cells have also been set up within the 
concerned Ministries for submission of A TNs on various Reports (Commercial) of the 

C&AG. 

A review in Audit revealed that despite reminders, the remedial/corrective A TNs on the 
transaction audi t/compliance audit paragraphs/reviews contained in the last five years' 

138 



Report No. 9 of 2009- 10 

AudiL Repons (Commercial) relating Lo Lhc PSUs under the administrative conLrol of 
variou~ Ministries. as detai led in Appendix-Ill , were not received by Audit for vcuing. 
No AT has been recei ved in respect of 16, 19, 22, 26 and 66 transaction 
audit/compliance audit paragraphs/reviews contained in Audit Repons (Commerci al) of 
2004, 2005, 2006, 2007 and 2008 respecti vely. 

For Audit Reports (Commerc ial) of 2009- 10 which were presented to Parliament in Jul y, 
2009, ATNs on 150 out of 166 transaction audit/compl iance aud it paragraphs/reviews 
were awaited from vari ous Mini <; tries as of 20 November 2009. 

Out of 299 paras/rev iews on v. hi ch ATNs were awaited, 65 paragraphs related to PS Us 
under the Departmenl of Telecommunications, 41 paragraphs related to PS Us under the 
Ministry of Finance (Insurance Division) and 35 paragraphs related to PSUs under the 
Ministry of PeLroleum and Natural Gas. 

New Delhi 
Dated: 1 4 111 

M A Y 2010 

New Delhi 
Dated: · 4 MAY 2010 

/:-­
~:v:::A) 

Deputy Comptroller and Auditor General 
and Chairman, Audit Board 

Countersigned 

(VINOD RAI) 
Comptroller and Auditor General of India 
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APPENDIX -I ) 
(Referred to in para JS.I.I ) 

Amount (Rs. in lakh) 

Name of Name of the Audit observation in brief Amount of Amount 

PSU Ministry/ recovery recovered by 
Department pointed out the 

by Audit Management -
Eastern Coal Non recovery of service tax 72.10 30.00 

Coalfields on leasing out of Captive 
Limited Power Plant on rental basis 

to Mis. Dishegarh Power 
Supply Company Limited 

Airports Civi l (i) Non-recovery of 102.00 97.67 

Authority of Aviation licence fees and royalty 
India from the licencee of the 

duty free shops - Mis. 
Flemingo International 
Limited 

(i i) Non recovery of cost of 151.00 85.50 

spare parts of X-ray 
machines transferred to 
private operators at 
Delhi Aimort 

(iii) Incorrect application of 67.85 8.56 

tariff resulted in short 
billing of revenue 

National Civil Overpayment to a ground 13.74 13.74 

Aviation Aviation handling agency 
Company 
Limited 
Bharat Telecom mu- (i) Non/short billing by the 1245.27 1044.63 

Sanchar nications Company tn 14 

Nigam Secondary Switching 

Limited Areas 
(ii) Penal interest on 612.00 612.00 

outstanding advance 

Food Consumer (i) Non recovery of excess 120.09 120.09 

Corporation affairs, food incidental charges paid 

of India and public to MPSSCSC 
distribution 

(ii) Discrepancy m 115.8 1 238.80 

claiming of rent for 
godown let out to 
National Collateral 
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Amount of Amount 
recovery recovered by 

pointed out the 
by Audit Management 

~------+-----"------t 

Management services 
Limited 

(iii) Excess payment of self 
lease rent to an 
employee 

(iv) Excess expenditure on 
gunnies due to payment 
of gunny cost based on 
35 Kg fil ling instead of 
40 Kg baµ-; 

~----

(v) Excess payment to the 
A PSCSC towards 
co111111i ~sion to the 

0.50 0.58 

24.49 24.49 

-
28.36 28.36 

Goa 
Shipyard 
Limited 
The New 
India 
Assurance 
Company 
Limited 

societies 
f-------+-----~1-- ------~-------1---------1 

on recovery of penalty Defence 

National 
Insurance 

Finance 

1.54 
from M/s. Kidde Fenwal Inc 

(i) Non-recovery of dues 1.43 
from terminated 
employee 

~-----1-------+--

( ii ) Undue refund of 1.68 
,__ Q_rem1um 

(iii ) Excess 
claim 

--t---

payment of 

- ---
(iv) Short charging of 

premium under floater 
group policy - M/s. AB 
I Iotels 

(v) Short charging of 
premium due to wrong 
application of tariff -

0.49 

0.48 

0.59 

_ ,_ 

1.54 

I .51 

1.68 

0 .49 

0.48 

0 .59 

M/s. R.K. Electricals 
1--- ---'--+------~---

(vi) Undercharge of 
premi um- Today's 
writing products private 
Limited 

(vi i)Exce-;s refund on 
cancellation of Motor 

2.94 

0.47 

Finance 
- -+-----·-- _pol icies 

~----1-------
U nde rc ha rg in g of premium 0.49 
under Anirnal Driven Cart 

14 1 

3.03 

0.47 

0 .49 

-

-

-

-
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Name of 
PSU 

Name of the Audit observation in brief 
Ministry/ 
Department 

-
Amount of Amount 
recovery recovered by 

pointed out the 

r------+------+------------+---'b~1y~A'--=u~d~it'------I Managcmc!!!._ 
Company 
Limited 

The Oriental Fi nance 
Insurance 
Company 
Limited 

United India Finance 
Insurance 
Company 
Limited 
Bharat 
Heavy 
Electricals 
Limited 

Narmada 
Hydroelectric 
Development 
Corporati on 
Limited 

Heavy 
Industri es 
and Public 
Enterprises 

Power 

National Steel 
Minerals 
Development 
Corporation 

Insurance 

Loss due to non loading of 
premium for adverse claim 
ratio of Fire Policy - M/s. 
Jindal Steel Power Limited 

Excess payment of flood 
claims 

- (i) Non pref crment of 
foreign exchange rate 
variation (ERV) claims 
on the customer despite 
contractual terms 

(ii) Non-recovery of 
charges on account of 
short blasting done at 
BHEL, Trichy from a 
private vendor (M/ . 
PSL, Chennai) 

(iii) Short recovery of CST 
from a pri vate party 
(M/s. Jindal Stai nles 

29.63 

0.26 

---·-
146 1 

0 

16.05 

-
29.63 

0.2 1 

---
1754 

3.22 

16.92 

Limited) 
f------'-------+------+---~ -

(iv) Short claim due to 
inclusion of lesser rate 
of Education Cess on 
the countervailing duty 
from Tata Power 
Company Limi ted 

Non realisation of capacity 
index incenti ve 

Payment of Rs. 122.36 lakh 
to Forest Department for 
acquisition of land at doub le 
the rate of Net Present 
Value and handing over the 
land to a private partv (M/s 
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10.10 10.10 

2 11 2.00 459.00 

122.36 122.36 



--
Name of Name of the Audit observation in brief 
PSU Ministry/ 

Department 

-
Essar) without claiming 
refund of the above amount 

National Textiles Irregular paymen t of service 
Textiles tax by Mis Pioneers 
Corporation Spinners, a unit of NTC 
Limited 

1-- ....___ 
TOTAL 
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Amount of 
recovery 

pointed out 
by Audit 

e---

0.74 

-1-

----, 

Amount 
recovered by 

the 
Manag_ement 

0.74 

- ,_ 
6315.46 4710.88 
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APPENDIX ·D ) 

(Referred to in para 15.1.2) 
Corrections/rectifications at the instance of audit 

Name of Name of the 
PSU Ministry 
UTI Trustee Finance 
Company 
Private 
Limited 

Bharat Heavy Heavy 
Electricals Industries 
Limited 

Audit observation in brief Action taken by the 
mana2ement 

Failure to include a clause in The Board of Directors of the 
the offer documents of Company passed the resolution 
various MF schemes for (August 2009) to charge 
charging of trusteeship fee to trusteeship fee @0.2 bps of the 
the Mutual Fund schemes, as weekly average net assets to 
provided in the trust deed, the schemes of UTI Mutual 
resulted in a loss of revenue Fund with effect from l '

1 
April 

of Rs.21.31 crore. 2009. 
Failure in claiming service 
tax on freight charges from 
customers due to absence of 
system of identifying the 
freight expenditure incurred 
project wise on Direct to Site 
COTS) items 

The Company has developed a 
new system with help of ERP 
team wherein the DTS freight 
bills are tagged with their 
customer number while the 
bi lls are processed in Finance 
w.e.f., I Apri l 2008. 

Oil and Petroleum and The company owned Geo- The matter was deliberated at 
Natural Gas Natural Gas technical Vessel (GTV) its Virtual Corporate Board 
Corporation Samudra Sarvekshak was meeting in September 2009 
Limited designed to carry out geo- and a decision was taken to 

technical investigations and discontinue the maintenance of 
was also capable of carrying di vi ng vessel and keep the 
out diving jobs. The system system in Preservation mode. 
was not in operation since The saving estimated by the 

Rashtriya 
!spat Nigam 
Limited 

Steel 

October 2003. An Company was Lo the tune of 
expenditure of Rs. I 0.44 Rs. I .20 crore every year while 
crore was, however, incurred only a one time expenditure of 
by the Company during Rs. one crore will be required, 
October 2003 to March 2009 if vessel is deployed in diving 
to maintain skeletal mode at a later stage. 
manpower to keep the GTV 
in working condition. 
Undue benefit to private 
party by allowing carry 
forward of tolerance quantity 
to the subsequent shipments 
at prices lower than the 
prevailing levels due to 
incorporation of a clause 
'option of tolerance on 
quantity delivered allowed 
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The Company has modified 
(December 2008) the terms 
and conditions of agreement 
for export of pig iron by 
modifying the clause as 'No 
tolerance in contracted 
quantity is permissible' 
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Audit observation in brief 
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Action taken by the ] 
management , 

I 
1--~~~~-+-~~~~~-+--in~th_e~sa le~e_e_rn~e_n~t.~~~+-~~~~~ 

The Company authorized its The Company has revised the I 
CMD to operate Bank system of operation of Bank 
Accounts individuall y up to Accounts fro m 'individually 
an amount of Rs. 12.00 crore by the CMD' to 'jointly by 

Bisra Stone Steel 
Lime 
Company 
Limited 

Bisra Stone Steel 
Lime 
Company 
Limited 

for a single payment. Tt was CMD and any one of the Sr. 
pointed out by audit that Manager (F) & CFO, Dy. 
since operation of Bank Manager (F) and the Company 
Account rs sensitive rn Secretary'. 
nature, a single officer 
should not be allowed to sign 
a cheque of such a high 
value. 
The Company, engaged rn 
the mining of limestone and 
dolomite, had no approved 
norms for handling loss of 
limestone and dolomite. 
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Lump 2.5% of production and 
Fines 5.0% of production for 
Limestone and Dolomite with 
the approval of the Board of 
Directors in June, 2009. 
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APPENDIX -ID ) 

(Referred to in Chapter XXI) 

Statement showing the details of Audit Reports (Commercial) for which Action Taken 
Notes are pending (As on January 2010) 

No. and Year of Name of the Report Para No., if any 

Report 

Department of Bio-Technolo~v 

1. No. 11 of 2007 Transaction Audit Observations Para 3.1. 1 

Department of Fertilizers 

I. PA 9 of 2008 Performance Audit on working of Paras 1.7.1.1 , 1.7.1.2, 1.7.2, 

Udyogmandal Division of FACT l.7.3.1, 1.7.4.1 , 1.7.5. l, 

Limited. 1.7.5.2, 1.7.5.3, 1.7.5.4. 
1.7.5.5, 1.7.5.6, 1.7.5.7, 1.7.6, 
1.7.7, 1.7.8. l and 1.7.8.2 

2. No. 11 of 2008 Compliance Audit Observations Paras 9.1.l and 9.2.1 

Ministry of Civil Aviation 

I. No. 12 of 2006 Transaction Audit Observation Paras 4.1.1 and 16.2. 1 

2. No. 11 of 2007 Transaction Audit Observations Paras 4.1.1, 4.2.2 and J 5. l.l 

3. No. 11 of 2008 Compliance Audit Observations Paras 4.1. 1 and 4.2.4 

Ministry of Coal 

I . No. 3of2005 Transaction Audit observations Para 4.2.1 

2. No. 11 of 2007 Transaction Audit Observations Para 15.1.1 

Ministry of Commerce and lndustrv 

1. No 11 of 2007 Transaction Audit Observations Para 15.1.1 

Ministry of Communications and Information Technology 
Department of Telecommunications 

1. No 9 of 2006 Chapter-II (Performance Audit of Paras 2.13.1. l and 2.16.2 

Human Resource Mgt. in BSNL) 

2. No. 13 of 2006 Transaction audit observations 

Chapter-IV Para 4.19 

Chapter-Y Para 5.5 
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No. and Year of Name of the Report Para No., if any 
Report 

,_____ Chapter-VT Para 6.2 

3. No. I 0 of 2007 Information Technology 2.J (i ntroduction), 2.7 (finding) 
Applications 111 PSU (Material Paras 2.7. 1, 2.7. l. I ( i ), (ii ), 
Management and Inventory 

(iii ), (iv), 2.7. 1.2. 2.7.1.3, 2.7.2. 
Accounting in ITI Limited) 

(i), (i i), (iii). (iv). (v), (vi), (vii). 
(vii i) , (ix), (x), (xi), 2.8, 2.9. 
2. 10, 2.11 (conc lusion), and 

4. No IO of 2007 Cel lular Mobile Telephone Services 

2. 12 (recommendation) 

Paras 1.12.4 and l .12.5 I 
in BSNL 

~ 

Billing and Customer care in MT L 3. l to 3.7 (introductory) 

Paras 3.8. 3.9, 3. 10. 3. I I. I. 
3. 11.2, 3. 12. 1, 3.1 2.2, 3.12.3, 
3.1 3. I, 3. 13.2. 3.13.3, 3.14. 1. 
3. 14.2, 3.15. 1, 3. 15.2, 3.15.3 
and 3. 16 (conclusion) 

5. 12of2007 Telecommunications Sector Para 4. l 
Transaction Audit Observations 

6. PA 9 of 2008 Performance Audit of Revenue Paras 3.7. J, 3.7.2, 3.7.3. 3.7.4. 
earn ings from leased line services 3.7.5. 1, 3.7.5.4, 3.7.5.5. 3.7.5.6 

and3.7.7 ~ 
7. CA I 0 of 2008 TT reviev. of BS L Paras 1.6.1. I, 1.6.2.1 , 1.6.2.2 

and l .6.2.4 I 

8. CA 12of2008 Compliance Aud it Observations I 

Chapter-11 Paras 2. 1, 2.4 and 2.8 

Chapter-III Paras 3.4, 3.6, 3.I0,3. 12and 
3.1 4 

Chaoter-V Paras 5.2, 5.4, 5.6, 5.7 and 5.8 

Chapter-VI Paras 6.1, 6.2, 6.4, 6.6 and 6.7 

Chaoter-VII Paras 7.1, 7.2 and 7.3 

Chapter-VIII Paras 8. 1 and 8.2 

Chapter-IX Paras 9.1 , 9.2 and 9.4 

Ministry of Consumer Affairs Food & Public Distribution 

I. No. 3of2005 Transaction Audit Observations Para 6.1.12 
-·-

2. No. J 2 of 2006 Transaction Audit Observations Paras 7.1.2 and 16.2. 1 

Chapter- VJT 
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Report 

3. No. 11 of 2007 Transaction Audit Observations Para 15.1 .1 

4. No. 11 of 2008 Compliance Audit Observations Para 7 .1.7 

Department of Defence Production and Supplies 

1. NO. 3 of 2005 Transaction Audit Observations Paras 7.4. 1, 7.4.2, 7.4.3 and 
7.4.4 

2. No. 4 of 2005 Reviews on BEL Paras 6.1, 6.2, 6.3, 6.4, 6.5, 6.6, 

Chapter - VI 
6.7 and 6.8 

3. No. 4 of 2005 Chapter - VIII Paras 8.1, 8.2 and 8.3 

(Garden Reach Shipbuilders & 
Engineers Limited.) 

4. CA 10 of 2008 IT review of Garden Reach Paras 2.8. 1, 2.8.2. 1, 2.8.2.2, 
Shipbuilders and Engineers Limited 2.8.3. 1, 2.8.3.2, 2.8.3.3, 

(ERP system in material 2.8.3.4, 2.8.4. 1, 2.8.4.2, 

management) 2.8.4.3, 2.8.4.4, 2.8.4.5, 
2.8.4.6, 2.8.4.7, 2.8.4.8, 2.8.4.9 
and 2.8.5 

5. CA 10of2008 IT review of HAL (Financial Paras 3.7.1. 1, 3.7. 1.2, 3.7.2.1, 
module under ERP package) 3.7.2.2, 3.7.2.3, 3.7.2.4, 

3.7.3. 1, 3.7.4, 3.7.5, 3.7.6, 
3.7.7, 3.7.8 and 3.7.9 

Ministry of Finance (Banking Division) 

1. No. 3 of 2004 Transaction Audit Observations Paras 9. 1. l, 9.2.l , and 9.2.2 

2. No. 3 of 2005 Transaction Audit Observations Paras 1.1. l , 1.2. l and 1.2.2 

3. No. 12 of 2006 Transaction Audit Observations Para 2.1.1 

4. No. 11 of 2007 Transaction Audit Observations Para 2. 1.1 

5. CA 10 of 2008 IT review of BRBNML Paras 4.7. 1.1 , 4.7. 1.2, 4.7. 1.3, 

(Distribution and Manufacturing 4.7. 1.4, 4.7. 1.5, 4.7. 1.6, 

Modules under ERP) 4.7.2. l , 4.7.3, 4.7.4, 4.7.5.1 and 
4.7.5.2 

6. No. 11 of 2008 Compliance Audit Observations Paras 2.1. l , 2.2. l and 16. 1.l 

Ministry of Finance {Insurance Division) 

I . No.3 of 2004 Transaction Audit Observations Paras 8.2.2, 8.5. 1, 8.5.3 and 
8.5.4 

2. No.3 of 2005 Transaction Audit Observations Paras 9.2.1 and 9.6. 1 
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3. No. 4of 2005 Review of Insurance Division Paras I 0. 1, I 0.2 and I 0.1 I 

4. No. 12 of 2006 Transaction Audit Observat ions Paras 11.2. 1, 11 .2.2, 11.4.2, 
11.7. 1. l l.7.2, 11.7, l l.7.5 and 
16.2. 1 

5. No. I 0 of 2007 In formation Techology Applications Paras 3. 1.1, 3. 1.2. 3.5. 1.1, 
in PSU 3.5. l .2, 3.5. 1.3, 3.5.2, 3.5.2. 1. 

3.5.2.2. 3.5.2.3, 3.5.3. 1, 
3.5.3.2, 3.5.3.3, 3.5.4, 3.5.4. 1. 
3.5.4.2, 3.5.4.3, (i), (ii). (i ii). 
3.5.4.4, (i), (ii), (ii i}, (iv). (v), 
3.6 (conclusion) and 3.7 
(recommendation) 

6. No. I I of 2007 Transaction Audit Observations Paras 10. 1.1 , 10.2.1, 10.2.2. 
10.3.1, 10.3.2, 10.3.4. 10.4.3. 
I 0.4.4 and 15.1.1 

7. No. CA 10 of IT review of OICL (Integrated non- Paras 5.5.3, 5.5.4, 5.5.5, 
2008 life insurance company limited) 5.5.6.1 , 5.5.6.2, 5.5.6.3. 

5.5.6.4, 5.5.6.5, 5.5.6.6, 
5.5.7. l , 5.5.7.2, 5.5.7.3, 
5.5.8.1 , 5.5.8.2, 5.5.8.3, 
5.5.8.4, 5.5.8.5, 5.5.9. 1, 
5.5.9.2, 5.5.9.3, 5.5.10. 1, 
5.5. 10.2, 5.5. 10.3 and 5.5. 10.4 

8. No. 11 of 2008 Compliance Aud it Observati ons Paras 10. 1.l , 10. l.2, 10.1.3, 
10.4. 1, 10.5 .1 , and 16. 1.I 

9. PA 15 of 2008 General Insurance Companies Paras 2.3. 2.4, 2.5, 2.6, 2.7. 2.8, 
2.9. 2.1 o. 2. 11 , 2. 12, 3.6. 3.7, 
3.8, 3.9, 3. 10, 3. 11 , 3. 12. 3. 13, 
3.14, 3. 15, 
3. I 6(a),(b),(c),(d),(e), 3.17. 
3. 18, 3. 19, 4.3, 4.5. 1, 4.6, 4.7, 
4.8, 4.9, 4. 10, 4. 12, 4.13, l.14, 
5.4, 5.5, 5.7, 5.8, 5.9, 5. 10, 
5. 1 I, 5. 12, 5. 13, 5. 14, 5. 15 and 
5. 16 

Ministrv of Health & Family Welfare 

I. No.3 of 2004 I Transaction Audit Observations Para 10.1. 1 
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Report 

M inistry of Human Resource Develooment -
I. No.3 of 2004 Transaction Audit Observati ons Para 12. l.1 ·-
Ministry of Heavy Industry & Public Enteror iscs 

I. No. I I of 2008 Compliance Audit Observations Paras I I. I. I and 11.2.1 

Minist ry of Petroleum and Natural Gas 
-

I. No. 3of2004 Transaction Audit Observations Para 14.4.3, 14.6.6. 14.6.8 
and 14.7.2 

2. No. 4 of 2004 Review on GA IL Paras 8.1 and 8.2, -
3. No.4 of 2004 Review on Oil India Limited Paras 9.1. 9.2, 9.3, 9.4. 9.5 , 9.6 

and 9.7 

4. No. 6 of 2005 Tran action Petroleum Sector Para 2.5 
Profile Para 4.5.4 
Chapter -2 

Chaoter -4 -- -
5. No. 12 of2006 Transaction Audit Observation Paras 14.7.6, 14.7 .8 and 14.8. 1 

Chapter-XIV 

6. No. I I of 2007 Transaction Audit Observation Paras 13.4.1,15.1.1 

7. PA 9 of 2008 Performance Audit of Operation of Paras 5.7.1, 5.7.2, 5.7.3, 
Haldia Refinerv-IOCL 5.7.3 .1 , 5.7.3.2, 5.7.4 and 5.7.5 _ 

8. PA 9of2008 Performance Audit of Marketing of Paras 6.7 . 1, 6.7.2.1 , 6.7.2.2, 

petroleum products to bulk 6.7.3(i), 6.7.3 (ii), 6.7 .5(i), 

customers- IOCL 6.7.5.1 (i), 6.7.5. 1 (ii), 6.7 .5. 1 
(iii), 6.7.5.1 (iv), 6.7.5.1 (v), 

6.7.5.1 (vi), 6.7.6, 6.7.6.l , 
6 .7.6.2, 6.7.6.3 (i), 6.7.6.3 (ii), 
6.7.7, 6.7.8, 6.7 .9, 6.7.9.1 , 
6.7.9.2, and 6.7.10 

9. PA 9 of 2008 Performance Audit of ONGC Paras 7.7.1, 7.7.1. 1 (i), 7.7. 1.1 
Limited- Deep Water Exploration (ii), 7.7. 1.2, 7.7.2. 1 (i), 7.7.2. 1 

(ii)(a), 7.7.2. 1 (ii)(b), 7.7.2. 1 
(ii)(c), 7.7.2.2, 7.7.3.1 (i), 
7.7.3.1 (ii ), 7.7.3. 1 (ii i), 7.7.3. 1 
(iv), 7.7.3.2 (i), 7.7.3.2 (ii), 
7.7.3.2 (i ii), 7.7 .3.3 (i), 7.7.3.3 
(ii), 7.7.4. 1, 7.7.4.2, 7.7.4.3. 
7.7.4.4 (i), 7.7.4.4 (ii). 7.7.5.1, 
7.7.5.2 (i), 7.7.5.2 (ii ), 7.7.6. 1 - -
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Reoort 

--·-
and 7.7.6.2 

10. CA I 0 of 2008 IT review of ONGC (Financial mgt Paras 7.5. I (i) , 7.5. 1 (ii), 7.5. 1 
module under ERP) (iii). 7.5. l (iv), 7.5.2( i). 7.5.2 

(ii), 7.5.3(iii) , 7.5.4 (iv), 
7.5.3(i), 7.5 .3 (ii), 7.5.3 (iii), 
7.5.3 (iv), 7.5.3 (v) and 7.5.3 
(vi ) 

11. CA 10 of 2008 IT review of Oil India Limited Paras 8.6. l . 1, 8.6. 1.2, 8.6. 1.3. 
(material management system) 8.6. 1.4, 8.6. 1.5, 8.6. 1.6, 

8.6.1.7, 8.6. 1.8, 8.6.2.1, 
8.6.2.2, 8.6.2.3, 8.6.2.4, 
8.6.2.5, 8.6.2.6, 8.6.2.7, 
8.6.2.8, 8.6.3.I , 8.6.3.2, 
8.6.4. 1, 8.6.4.2, 8.6.5. 1, 
8.6.6. I, 8.6.6.2, 8.6.6.3, 
8.6.6.4, 8.6.6.5, 8.6.6.6, 
8.6.7.1, 8.6.7.2, 8.6.7.3 and 
8.6.7.4 

12. No. 11 of2008 Comoliance Audit Observat ions Paras 14.5.2 and 14.7.3 
-

Ministry of Power 

I. No. 3 of 2005 Transaction Audit Observations Paras I 6.1.1 and 16.2.1 
-

2. No. 12 of 2006 Transaction Audit Observations Para 16.2.1 

3. No. I I of 2007 Transaction Audit Observation Paras 14.2.1 and 15. 1.1 
-

4. No. 11 of 2008 Compliance Audit Observations Paras 15. 1.1, 15.3. 1 16. 1.1 and 
20. 1. I 

Ministry of Railwa ~s 

I. No. I 0 of 2008 IT review on Konkan Railway Paras 9.5. 1, 9.5. 1.1 , 9.5.1 .2, 
Corporation Limited. (Financial 9.5.1.3, 9.5.2, 9.5.3, 9.5.4 and -
Accounting Module of ERP) 9.5.5 

-·-
Denartment of Road Transnort & Ilighwa s 

I. No. 11 of 2008 Comoliancc Audit Observations I Paras 16. l.l , 18. 1.1 and1 8. 1.2 

Ministry of Science and Technolo_gy 

I. o.1 2of2006 Transaction Audit Observation Para 19.1.1 
Chaoter-XIX - - --

Denartment of Space 
- -- - -

I. PA 9 of 2008 Performance Audit of Antrix Paras 9.7. 1.1, 9.7.1.2, 9.7.1.3. 
corporation Limited 9.7. 1.4. 9.7.2, 9.7.3. 9.7.4. 1, 

- 9.7.4.1 (i), 9.7.4.1 (ii ), 9.7.4.2 
- --
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{i), 9.7.4.2 (i i), 9.7.4.2 (iii). 
9.7.4.2 (iv), 9.7.4.2 (v), 9.7.4.3. 
9.7.4.4, 9.7.4.5, 9.7.5. I , 
9.7.5.2, 9.7.5.3, 9.7.5.4, 
9.7.5.5(i), 9.7.5.5 (ii ), 9.7.5.5 

___ _.__ _ _ _________ __.__,_(i_ii !.2.), ...::...9.:....:..7...::....6::....:.. . .:...!l ,....::...9.7 .6.2 and 9.7 .6.3 

I. PA 9 of 2008 Performance Audit of lWAI 

Ministr of Textiles 

l. No. 4 of 2005 Reviews 

Mini tr of Urban Develo ment and Povert Alleviation 

I . No.3 of 2004 Transaction Audit Observations 
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Paras 8.2. 1, 8.2.2, 8.2.3. 
8.3. 1.1 ,8.3.1. 1 (i), 8.3. 1.1 (ii), 
8.3.1.2, 8.3. 1.3, 8.3.1.4. 
8.3. 1.S(i), 8.3. 1.5 (ii ), 8.3.2, 
8.4. 1, 8.4. I. I , 8.4 .1.2. 8.4.2. 
8.4 3. 1, 8.4.3.2, 8.4.4.1. 
8.4.4.2, 8 4.4.3, 8.4.5. 1. 8.5. 1, 
8.5.2. 1, 8.5.'.? 1, 8.5.2.3, 8.6. 1, 
8.6.2, 8.7, 8.8. 1, 8.8.2, 8.8.3. 
8.8.4 and 8.8.5 

Paras 14. l , 14.2 and 14.3 

Para 20.1. 1 

1 
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Annexure-1 

(Referred to in Para 5. 1 .1) 

Report No. 9 of 2009- 10 

Statement showing loss of interest due to excess payment of advance tax during 
financial year 2006-07 

·--
Month/ Excess paid Rate of interest Rate of interest Difference in rate I .oss of 

Year advance tax earned by BSNL received from of interest in per intere t (Rs. 
(Rs. in in per cent IT Dept. in per cent in crore) 
crore) -- cent 

Jul-06 100 7.58 0 7.58 0.63 ---
Aug-06 100 7.34 0 7.34 

'-
0.61 -- - --

Sep-06 100 7. 18 - 0 7.18 0.60 

Oct-06 200 6.90 0 6.90 1.15 -- -

Nov-06 200 6.78 0 6.78 
~ 

1.1 3 --
Dec-06 200 7.57 0 7.57 1.26 -- -
Jan-07 300 9.05 0 9.05 2.26 - -

Feb-07 300 6.47 0 6.47 _.__ 1.62 

Mar-07 400 9.52 0 9.52 
~ 

3.18 -
Apr-07 400 9.74 6 3.74 1.25 -- -- -

May-Ql__ 400 9.62 6 3.62 1.21 

Jun-07 400 8.79 6 2.79 0.93 -
Jul-07 400 8.44 6 2.44 0.8 1 

Aug-07 400 7.40 6 l.40 0.47 

Sep-07 400 7.36 6 1.36 0.46 -
Oct-07 400 7.42 6 1.42 0.47 -
Nov-07 400 6.97 6 0.97 0.32 

Dec-07 400 7. 19 6 1.19 0.40 -
Jan-08 400 7.14 6 1.14 0.38 

Feb-08 400 5.56 6 -0.44 -0. 15 

Mar-08 400 9.73 6 3.73 1.24 ----
Apr-08 400 8.32 6 2.32 -~0.77 

May-08 400 8.05 6 2.05 0.68 --I- ~ 

Jun 08 400 8.05 6 2.05 0.68 

Jul-08 400 8.54 6 2.54 0.85 -- ..__ ---
23.21 -

Note 

Rs. in crore 
Advance tax actually paid for 1524 

Corporate tax actually oaid for PY 2006-07 995 

Add 10 per cent variation 100 -
1095 1095 

Excess paid advance tax after considering 10 
per cent variation 429 -- L.. -

Roughly Rs.400 crore 

-- --- ----- --------
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Annexure-11 

(Referred lo in para 5.1.2) 

Continuation of telephone facilities despite non-payment of dues 
(Rs in lakh) 

SI. Name of Number Period of non-recovery Amount of Recovery/ Balance 
No. circle/ SA of sub - non- Adjustment amount to 

cribers recovery made be 
recovered 

Bihar telecom circle 

1. PGMT Patna 247 April 200 1 to March 2009 284.63 58.47 226.16 

2. TDM Munger 12 April 200 I to March 2009 62.40 0.00 62.40 
Sub-Total 347.03 58.47 288.56 

Madh va Pradesh telecom circle 

I. General 119 March 2000 to October 248.45 0.00 248.45 
Manager 2008 
Telecom District 
Indore 

Sub-Total 248.45 0.00 248.45 

Maharashtra telecom circle 

I. Khamgaon 638 April 2005 to March 2008 56.94 0 56.94 

2. Na1mur 1001 Apri l 2005 to March 2008 76.92 0 76.92_ 

3. Pune 5667 April 2005 to March 2008 597.66 0 597.66 

4. Satara 38 April 2005 to March 2008 17.58 0 17.58 

5. Amravati 467 April 2005 to March 2008 41.35 0 41 .35 

6. Ahmednagar 2205 April 2005 to March 2008 182.18 0 182.18 
Sub-Total 972.63 0.00 972.63 

Raiasthan telecom circle 

I. GMTD Kota 353 January 2006 to January 4.83 4.50 0.33 
2007 

2. TDM Barmer 499 September 2006 to 4.19 1.92 2.27 
September 2007 

3. GMTD Nagaur 56 January 200 I to June 2007 9.60 7.43 2.17 

4. GMTD Udaipur 35 Apri l 2004 to 1.23 0.94 0.29 

March 2008 

5. TDM Banswara 659 July 2007 to November 4.90 2.40 2.50 
2008 

6. GMTD Jodhpur 667 October 2006 to May 15.77 9.95 5.82 
2007 

Sub-Total 40.52 27.1 4 13.38 

Grand Total 1608.63 85.61 1523.02 --
Say Rs.1 6.09 crorc 
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Annexure-111 
(Ref erred to in para 5.1.3) 

Details of loss of ubsidy due to non- provi ion of RD ELS and maintenance of fault­
frcc and functional VPTs 

SI. Name of the ci 
No. 

Chattis!f-ai:!!_!elecom circle 

I. l GMTD Rai ur 

Sub-Total ---

-
rcle/SSA 

-

Madh a Pradesh lclecom c ircle 

1. GMTD. Hoshanga bad 
Bharuch 

2. GMTD Bhopal 

3. GMTD Gwalior 

Sub-Total --- --
Uttaranchal telecom circle 

I. TOM New-Tehri --
2. GMTD Almora 

3. GMTD Nai nital 

Sub-Total 

Uttar Pradesh (East) telec om circle 

I. TOM Parta oarh 

2. GMTD Basti 

ur --3. TOM Shahjahanp 

4. TOM Jaun ur 

5. TOM Hami ur 

6. TDM Banda 

7. TDM Behraich 

Sub-Total 
--

(Rs. in lakh ) 

I 
=iAmount of -Period 

loss 

I fanuan 2007 to M,irch 2008 38.82 
-'-- -

38.82 

- -
October '.!007 Lo September 2008 70.57 

~ 

Aoril 2006 to March 2008 38.10 

Jul ) 2007 to March 2008 39.81 -
148.~ 

--
June 2007 to June 2008 106.10 

June 2007 Lo December 2007 52.36 

June 2007 to June 2008 47.27 

205.73 - -

--
October 2003 to March 2008 242.09 --
Aoril 2007 to March 2008 204.36 -
April 2005 Lo June 2008 20 1.41 

Januarv 2006 Lo March 2008 11411.._ --
April 2006 to June 2008 88.37 

March 2007 to March 2008 28.88 

April 2007 to March 2008 50.52 

930.36 ·-
Uttar Pradesh (West) telec om circlc-VPTs 

April 2007 to March 2008 28.08 -I. TOM Rampur 

Jan~ 2006 Lo Sc.[>Lember 20.Q.§__ 143.64 
-

2. GMTD Aligarh 

Sub-Total 171.72 - - -
Tamil Nadu telecom circle -

-- J June 2005 l.2__ December 2006 ,_ 46.67 -I. CGMT, Chennai 

Sub-Total 46.67 -- ---
Grand Total 1541.78 -- --- --

Say Rs.15.42 crore 
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Annexure-IV 

(Referred to in para 5.1.4) 
Non-realisation of compensation charges for damages to optical fibre 

cable and under ground cable by out side agencies 

(Rs. in lakh) 
~ 

SI. Name of the Period of Compensation charges -No. SSA/Circle damage/ 
replacement 

Due Realised Balance 

Orissa telecom circle 
-

I. GMTD Rourkela March 2007 11 2.50 0 11 2.50 
lo 

May 2007 

Sub-Total 112.50 0 112.50 

Punjab telecom circle 

I. GMT Patiala October 2004 23.33 0 23.33 
to 

Jan uary 2007 

Sub-Total 23.33 0 23.33 

Uttar Pradesh (East) telecom circle 

I. TOM Partapgarh 2007-08 52.95 0 52.95 

2. GMTD Basti 2006-08 37.93 0 37.93 

3. TOM Unnao 2007-08 64. 18 0 64.18 

4. TOM Raebareli 2007-08 410.63 0 4 10.63 

Sub-Total 565.69 0 565.69 --
Uttar Pradesh (West) telecom circle 

I. GMTD Mcerut 2006-08 24.47 0 24.47 

2. GMTD Bijnor 2004-05 75.83 0 75.83 

Sub-Total 100.30 100.30 -
Uttranchal telecom circle 

I. GMTD Dehradhun August 2007 10.50 0 10.50 
to 

April 2008 ·-
Sub-Total 10.50 0 10.50 

Grand Total 812.32 0 812.32 
Say Rs.8.12 crore 
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Annexure-V 
(Referred to in para 5.1.5) 

Report No. 9of2009-IO 

Year wise utilisation of 50 pair cables 

Name of the SS 

Mangalore M 'Sor~ 
I 0.657 161 .43 I 6.06 1 

1-----+--

13. I 72 124.027 17.6 18 1--..:....::..:...:....c..=._+._ 

2006-07 17 .363 72. 727 36.408 ;____,__~:..=_J._ 

Year Bi'a ur 
2004-05 

2005-06 

Total 

J\ 

Mercara 

23.692 

30.578 

15.893 

F' . KMs. uwrcs 111 

-
Raichur 

11 .835 

16.638 

1.634 

r 

21 

20 

14 

55 

fotal 

3.676 

2.033 

4.025 

9.734 
A vcrage utilisation per year based on utilisa tion during the last 

three year-; 

Annexure-VI 

(Referred to in para 5.1.5) 

18 6.578 

Statement showing the details of Cables received and utilised as on 31.03.2009 

Name of the j Year Opening 
SSA Balance 

I 
Km. 

Mysore 2007-08 0 
2008-09 47.972 

Man galore 2007-08 213.095 
2008-09 377.685 

Raichur 2007-08 49.046 
2008-09 122.248 

Mercera 2007-08 37.188 
2008-09 72.47 1 
2007-08 50.202 
2008-09 96.529 

Totals 

Total O£.£ni~ balance 349.531 

Quantity 
purchased 

Kms. 

55.996 
79.90-l 

205.773 

0 

f r:o~ t 0 
purch 
quanl 

ased 
ily 

Rs. 

65 1 
1054 

2393 

35 15 
6934 
5844 

0 
74.98-l __:.__.:..:..:....::....:_i1- 8 7 4 6985 

() 

39.960 
65.285 

71.966 

0 

593.868 

157 

0 

7 158 

11 98 

460 

864 
837 4096 

0 

7136 5730 
I-

Utilisation r Closing 
Balance 

Kms. Kms. 
-

8.024 47.972 
7.022 120.854 

.i I. 183 377.685 
20.244 357.441 

1.782 122.248 

c losing 
alance of 
008-09 

B 
2 

Kms. - _ __, 

120.854 

~ 
357.44 1 

_.._ 

2.922 
4.677 

20.58 1 
25.639 
14.205 

146.279 

119.326 

72.47 1 
11 7. 175 

96.529 
82.324 

119.326 

11 7. 175 

82.324 
797.12 
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Annexurc-Vll 

(Referred to in para 5.1.6) 
Statement showing non-reali ation of interest on delayed transfer to funds collection 

account to Corporate collection account. 
(Rs. in lakh) 

SI. Circle/SSA Period Bank Interest Amount Total lo 
No. due reali ed be 

realised 
Andhra Pradesh telecom circle 
I . CGMT, Andhra 2003-04 to State Bank 86.84 0.00 86. 4 

Pradesh 2007-08 of India 
State Bank 200.04 0.00 200.04 
of 
Hyderabad 
IC ICI Bank 27. 17 0.00 27.17 
Corporat ion 0.16 0.00 0.16 
Bank --

Sub-Total 314.21 0.00 314.21 
Rajasthan telecom circle 
l GMTD Ajmer December Punjab 2. 19 0.55 1.64 

2004to National 
September Bank 
2007 

2 GMTD November do 4.37 2.24 2.13 
Banswara 2004 to 

March 2008 
3 TOM Bundi November do 2.44 0.78 1.66 

2004 to 
October 
2007 

4 TOE Jaisalmer November do 2.03 0.74 1.29 
2004 to 
January 
2008 

5 GMTD November do 4.00 0.68 3.32 
Jhunjhunu 2004 to 

January 
2008 

6 GMTD Kota November do 5.00 3.33 l.67 
2004to 
March 2008 

Sub-total 20.03 8.32 11.71 
Grand Total 334.24 8.32 325.92 

Say Rs.3.34 crorc 
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AFFRVs 

AHQ 

BA 
BAP 

BOD 

BOO 

BOOT 

CGMT 

CIDCO 

CMBS 

CMPF 

CPP 

cs 
CSA 
DGS 

DoT 
OPE 

DPR 

EL 

EPC 

EPCG 

FMPL 

FOC 

FPA 

FR 

FSA 

GHA 

GMTD 

GNPI 

GOI 

HS 

HSD 

IRDA 
JV 

LCs 

LOO 

LPG 

• 
f · -

GLOSSARY 

Airfield Fire Fighting and Rescue Vehicles 
Air Headquarter 

Business Associates 

Boiler Auxiliaries Plant 

Board of Direc tors 

Build Own Operate 

Build Own Operate Transfer 

Chief General Manager Telephones 

Report No. 9 of 2009-10 

City Industrial Development Corporation of Maharashtra Limited 
Contributory Medical Benefit Scheme 

Coal Mines Provident Fund 

Coal Preparation Plant 

Congestion Surcharge 

Component Support Agreement 

Directorate General of Shipping 

Department of Telecommunications 

Department of Public Enterprises 

Detailed Project Report 

Excess of loss 

Executive Purchase Committee 

Export Promotion of Capital Goods 

Future Metals Private Limited 

Final Operational Clearance 

Fuel Price Adjustment 

Feasibility Report 

Fuel Supply Agreement 

Ground Handling Agreements 

General Manager Telecom District 

Gross Net Premium Income 
Government of India 

High Sulphur 

High Speed Diesel 

Insurance Regulatory and Development Authority 
Joint Venture 

Letters of credit 

Light Diese l Oil 

Liquified Petroleum Gas 
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LTC 
MD 

MDP 
MMPTA 

MOU 
MT 

MW 

NG 

NIT 

O&M 
OEM 
OMC 

OMDA 
OPV 
osv 
PF 
PO 
PPIB 

PPP 

PSC 
PSU 

RBI 

SFIS 
SHLS 

SMC 

SOP 

SSAs 
STD 
TAC 

TC 
USOF 

VPTs 

WHO 

WTPCG 

Leave Travel Concession 

Managing Director 
Minimum Deposit Premium 
Million Metric Tonne per annum 

Memorandum of Understanding 
Metric Tonne 

Mega Watt 
Natural Gas 

Notice Inviting Tender 

Operation and Maintenance 

Original Equipment Manufacturer 
Oil Marketing Companies 
Operation, Management and Development Agreement 
Oral Polio Vaccine 

Offshore Supply Vessels 
Provident Fund 
Purchase Order 
Power Plant Performance Improvement Business 

Public Private Partnership 

Production Sharing Contract 

Public Sector Undertaking 
Reserve Bank of India 
Served From India Scheme 

Solar Home Lighting Systems 

Safety Management Certificate 

Standard of Preparation 

Secondary Switching Areas 
Short Term Deposits 
Tariff Advisory Committee 
Tender Committee 
Universal Service Obligation Fund 

Village Public Telephones 
World Health Organisation 

Whole Turnover Packing Credit Guarantee 
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