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PREFACE

The accounts of Government Companies set up under
the provisions of the Companies Act 1956 (including
Government Insurance Companies and deemed Government
Companies ) are audited by the Comptroller and Auditor
General of India (CAG) under the provisions of Section
619 of the Companies Act. The accounts certified by the
Statutory Auditors (Chartered Accountants) appointed by
the Central Government on the advice of the CAG under the
Companies Act, 1956 are subjected to supplementary or
test audit by officers of the CAG and CAG gives his
comments or supplements the report of the Statutory
Auditors. The Companies Act, 1956 empowers the CAG to
issue directions to the Statutory Auditors on the manner

in which the Company’s accounts shall be audited.

2. The statutes governing some Corporations and
Authorities require their accounts to be audited by the
CAG and reports given by him. In respect of Airports
Authority of India, National Highways Authority of India,
Inland Waterways Authority of India and Damodar Valley
Corporation, the CAG is the sole auditor under the
relevant statutes. In respect of Central Warehousing
Corporation and Food Corporation of India, the CAG has
the right to conduct audit independently of the audit
conducted by the Chartered Accountants appointed under
the statues governing the two Corporations.

3 Reports in relation to the accounts of a Government
Company or Corporation are submitted to the Government by
the CAG under the provisions of Section 19-A of the
Comptroller and Auditor General’s (Duties, Powers and

Conditions of Service) Act, 1971, as amended in 1984.

4. Three annual reports on the accounts of the

B |




Companies and Corporations are issued by the CAG to the
Government .

‘Report No. 1 (Commercial) - Review of Accounts’
gives an overall appreciation of the performance of the
Companies and Corporations/Authorities as revealed by

their accounts and information obtained in audit.

‘Report No.z (Commercial)-Comments on Accounts’
contains extracts from the important comments of the CAG
on the accounts of the Companies and Corporations and a
resume of the reports submitted by the Statutory Auditors
(Chartered Accountants) on the audit of the Companies in

pursuance of the directions issued by the CAG.

‘Report No.3 (Commercial) -Audit Observations’
contains the observations on individual topics of
interest noticed in the course of audit of the Companies
and Corporations and short reviews on aspects of their

working.

5. Audit Boards are set up under the supervision and
control of the CAG to undertake comprehensive appraisals
of the performance of the Companies and Corporations
subject to audit by CAG. Each Audit Board consists of the
Chairman (Deputy Comptroller and Auditor General), two or
three whole-time members of the rank of Principal
Directors of Audit under CAG and two technical or other
experts in the area of performance of the Company or
Corporation who are part-time members. The part-time
members are appointed by the Government of India (in the
respective Ministry or Department controlling the Company
or Corporation) with the concurrence of the CAG. The
Reports of the CAG based on such performance appraisals
by the Audit Board and other reviews are issued to the
Government as separate reports in addition to the annual

reports.
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6. Extracts from some of the important comments Or
supplementary audit observations of the CAG made on the
accounts of Government Companies and other Public Sector
Undertakings for the year 1995-96 are given in this
Repoft. A resume of the reports of statutory Auditors
submitted to the CAG 1in compliance with the directions
ijssued to them under Section 619(3) (a) of the Companies
Act, 1956, covering the accounts for the year 1995-96 (to

the extent received) is also given in this Report.






OVERVIEW

L Comments on Accounts of Public Sector Undertakings
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the accounts
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were revised
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L Revision of Profit or Loss in Accounts

As a result of the test audit of the accounts of
Government Companies and deemed Government Companies by the
Comptroller and Auditor of India under Section €19(4)
of ‘the Companies Act and consequent revision of their accounts
by some of the companies, the impact on profits/loss shown in

the accounts for 1995-96 was as follows:-

No.of Companies Net Effect
(Re. in crores)

i) Increase in Profit 5 T7.81
ii)Decrease in Profit 13 42 .85
iii) Increase in Loss 11 19.27
iv)Decrease 1in Loss 3 0.51
(Paragraph 1.1)
III. Nature of Comments
The comments issued by the Comptroller and Auditor

General of India on the accounts of the Public Sector
Undertakings (PSUs) audited under Companies Act were of the
following nature.

i) On Balance Sheet

Assets as on 31 March 1996 were overstated by Rs.156.94

9
crores in 6 PSUs and understated by Rs.336.45 crores in 3

PSUs. Similarly, liabilities were understated by Rs.174.56
crores in B PSUs and overstated by Rs.5.92 crores in 1 PSU.

(Paragraph 1.2)

ii) On Profit or Loss

Had the PSUs revised their accounts on the basis of
comments made as a result of supplementary audit, the profits
for 1995-96 would have come down by Rs.1208.62 crores in 38

}

PSUs and would have increased by Rs. 3B4.47 crores in 3 PSUs.
Similarly, loss for 1995-96 would have been increased by
Rs.295.65 crores in 23 PSUs.

(Paragraph 1.2)

iii) On Capital Erosion

The paid up capital as on 31 March 1996 had been fully




eroded due to accumulated lésses in 27 of the

o
oot

SUs whogse

accounts were reviewed in test check.

(Paragraph 1.3)

iv) On Inventory

Inventory of raw material, stores, spares and finished
goods as on 31 March 1996 was abnormally high compared to
total consumption /sales during the year in respect of 7 PSUs.

(Paragraph 1.3)
V) Producing properties valuing Rs.128.95 crores as on 31
March 1996 did not produce any oil during the year due to
various technical and administrative reasons (ONGC) .

(Paragraph 1.3)

IV. Reports by Statutory Auditors

Some of the poaint:

U'J
o
0
1
2
o
3
'—T
®
48]
rt

atutory Auditors
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tions issued
by the Comptroller and Auditcr General of India under Section

619(3) (a) of the Companies Act, 1956 were of the following

nature: -
i) Lack of adequacy or effectiveness in the system of
financial control and accounts, non-reconciliation of books

and deficiencies in the maintenance of asset registers.
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iii) Defieciencies in cost 'control system.

iv) Inventory held in excess, 1 surplus or .obsolete
stores and sSpares or non-fixation 0L maximum and minimum

levels of stock holdings or non fixation of economic order
guantity.

v) No energy audit conducted.

vii) Non payment of loan instalments and interest and penal

interest due on Government loans by PSUs.
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CHAPTER 1

COMMENTS OF THE COMPTROLLER AND AUDITOR GENERAL OF INDIA ON
THE ACCOUNTS OF PUBLIC SECTOR UNDERTAKINGS (PSUs)

Under the provisions of the Companies Act, 1956 read
with special provisions in Section 619 of the Act relating
to the Government Companies, the Statutory Auditor of a
Government Company, appointed by the Central Government on
the advice of the Comptroller and Auditor General of India
(CAG of 1India), conducts the audit of accounts of the
Government Companies (including deemed Government Companies
under - Section 619-B of the Act). On the basis of
supplementary audit the CAG of India issues comments upon or
supplements the report of the Statutory Auditors. Statutes
governing some Corporations require their accounts to be
audited by the Comptroller and Auditor General of India and
a report to be given by him to the Government.

The number of Government Companies/deemed Government
Companies and Corporations of the Union Government whose
accounts for 1995-96 were received and audited by the CAG of
India are as under

Government Deemed Government Corpo- Total
Companies Companies rations
i) No. of 263 61 6 330

PSUs (List given
in Appendix I,
LI & 1III).

ii) No. of - 2 - 2
PSUs whose

accounts were

not due

for audit.

iii) No. of 2445 46 6 298
PSUs whose

accounts for

1995-96 were

received for audit.




iv) No. of 222 34 6 262
PSUs selected
for audit.

v) No. of PSUs 6 2 1 9
where audit was

in progress.

(upto February 1997)

As a result of the test check/supplementary audit of
accounts, 37" Government Companies and 4"* deemed Government
Companies revised their accounts for 1995-96. Comments were
issued on the accounts of 163" Government Companies and 17**
deemed Government Companies for 1995-96. Audit Reports on
the accounts of 5 Statutory Corporations were also sent to
the Government/Corporations.

*

Includes 21 Government Companies and 2 deemed Government
Companies which partly revised their accounts on which comments were
also issued.

1.1 REVISION OF ACCOUNTS

As a result of test check and consequent correctiou:
made in the accounts for 1995-96, the profit for the year in
the following Companies increased (+) or decreased (-) as
given below :-

Name of the Companies 1995-96
( Rs. in lakhs )

1. Andhra Pradesh Industrial Develop-
ment Consultancy Organisation Limited (-)7.57
18 Bharat Heavy Electricals Limited (+)739.43
. 1 Bharat Coking Coal Limited (-) 573.00
4. Bharat Dynamics Limited (+#) 21.54
5. Central Coalfields Limited (-)1711.00
6. Canbank Computer Services Limited (+)0.14
Te Dredging Corporation of India Limited (-)175.13
8. Eastern Coalfields Limited (-) 231.00
9. Hindustan Aeronautics Limited (-)64.00
10. Hindustan Latex Limited (-)107.97
11. HMT(Bearings) Limited (-) 33.43
12. Mahanadi Coalfields Limited (-)116.00
13. MECON (India) Limited (-)164.28
14. Mishra Dhatu Nigam Limited (+)13.57
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National Mineral Development

Corporation Limited (+) 6.66
16. Neyveli Lignite Corporation (-) 72.85
Limited.

Steel Authority of India Limited 1028.43

18. Vibank Housing Finance Limited (-)0.69

Total Increase(+)/Decrease(-) (+)781.34
(-)4285.35
In the following Companies, loss for the year increased

(-) or decreased (+) as given below

Bharat Gold Mines Limited (+) 2¢
Bharat Refractories Limited (-) 53.296

L9 ]

3 Bharat Opthalmic Glass Limited (-) 36.16
4, Coal India Limited (-3 410.77

Cochin Refinery Limited (=) 5:10

Hindustan Steelworks

Construction Limited (-)392.55
7. Hindustan Photo Films Manufacturing

Company Limited (-)136.33

8. Hindust
9

Heavy 1 Limited ) 146 .22
10. Indian Iron & Steel Compa Limited 207 .7¢

Lid: ITI Limited. ; 2. 01,

atie X1 > Corporation

(WBABO) Limited 61.82
13. Rashtriya Ispat Nigam Limited (-)431.92
14. Visvesvaraya Iron & Steel Limited (+) 22.56

Total increase(-)/decrease(+) (-)1926.92

(+)50.84
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1.2 COMMENTS ON BALANCE SHEET AND PROFIT & LOSS ACCOUNT

Extracts from some of the important comments issued on
the Balance Sheet/Profit & Loss Account of Government
Companies for 1995-96 are given below

MINISTRY OF AGRICULTURE

DEPARTMENT OF AGRICULTURE AND COOPERATION
1.2.1 . National Seeds Corporation Limited

Loans and Advances included claims of Rs.84.03 lakhs
recoverable from Government of India (Current year’s claim:
Rs.21.75 lakhs) on account of salary and allowances of staff
deployed in the Ministry for purposes other than for
National Seeds Project Monitoring Unit, which has not been
accepted by the Ministry. Hence the Profit for the year was
overstated by Rs.21.75 lakhs and Claims Recoverable were
overstated by Rs.84.03 lakhs.

The Management stated that the claim for the Salary and
Allowances of the staff of the Company posted- in the
Ministry was being raised as per the indication given by the
Ministry on 6 January 1989 to reimburse the expenditure for
the year 1986-87 onwards. The Corporation is constantly
claiming the amount from the Government of India.

The contention of the Management is not tenable as the
claims were being made every year since 1989-50 onwards
unilaterally without any acceptance by the Ministry; hence
these claims could not be treated as potential claims.

DEPARTMENT OF ATOMIC ENERGY
1.2:2 Electronics Corporation of India Limited

1) The sales were overstated by 'Rs.90.58 lakhs due to
accounting of sales in respect of an item for which the
terms of sales were FOR destination. In the instant case,
the 1tem was not despatched, the customer’s acceptance, as

provided for in Accounting Policy and final clearance, were




also not obtained; however, the sales were accounted for in

the book of accounts. This resulted in overstatement of
profit by Rs.39.50 lakhs.

The Management stated that revenue was correctly
recognised in terms of Accounting Policy of the Company.

The reply is not acceptable in view of the fact that
the revenue recognition was not as per the Accounting Policy
as the customer’s acceptance. after 1inspection was not

obtained.

2) The income from services did not include Rs.30.66 lakhs
being the amounts received/receivable in 1995-96, for the
service rendered during the year. As a result, income from
service as well as profit for the year was understated by a

similar amount.

The Management stated that necessary accounting would
be done during 1996-97.

1.2.3 Uranium Corporation of India Limited.

Profit of Rs. 0.51 crore for the year would change into
loss of Rs.14.57 crores on account of the following :-

(i) Anticipated loss of Rs.14.04 crores 1likely to be
incurred on the disposal of fixed assets and Capital work-
in-progress (CWIP) of abandoned Turamdih Project has not been
recognised in contravention of Accounting Standard 10 as the
price at which these assets were being disposed of was known

to the Company before finalisation of accounts.

The Management stated that assets relating to Turamdih
Project had not been put to active use. The project was
abandoned as per Government directives. Hence in their
opinion Accounting Standard 10 was not applicable as these
assets were not retired from active use. However, adequate
disclosure had been made in the Notes to Accounts.

The Management’s reply is not acceptable as, when the
Project had already been closed down and held for disposal,

e
he provisions of Accounting Standard 10 are applicable.

(ii) Over valuation of Closing Stock of by-products (Copper



concentrates) by Rs. 0.38 crore had resulted in
overstatement of profit, in contravention of the Accounting
Policy for wvaluation of by-products at cost or net
realisable value, whichever is lower.

The Management noted the audit comment.

(iii) Fixed Assets - Roads, Bridges and Culverts
included

Rs. 4.14 crores being the value of high level bridge not
owned by the Company. On this, depreciation of Rs. 0.18
crore had been charged in the current year’'s accounts. As
per Guidance Notes of Institute of Chartered Accountants of
India (ICAI), such expenditure should be written off over
the approximate period of utility or over relatively brief
period not exceeding 5 years, whichever is less.

Thus, undercharging of Rs. 0.66 crore from the 1/5th
amount of Rs.0.83 crore which should have been written off
during current year, had resulted in overstatement of profit
for the year.

The Company noted the audit comment.

MINISTRY OF CHEMICALS AND FERTILIZERS

DEPARTMENT OF CHEMICALS AND PETROCHEMICALS
1.2.4 Bengal Chemicals and Pharmaceuticals Limited

Loss for the year (Rs. 358.68 1lakhs) had been
understated by Rs. 367.82 lakhs on account of

(1) Non-writing off of the loss of pre-acquisition period
(Rs.202.56 1lakhs) and post-acquisition period (Rs.26.77
lakhs) shown under Miscellaneous Expenditure.

The Management stated that the pre-acquisition loss of
Rs.202.56 lakhs as well as post-acquisition loss of Rs.26.77
lakhs had been provided as per revival scheme approved by

oard for Industrial and Financial Reconstruction (BIFR).

The Management’s reply is not acceptable as no
provision had been made despite assurance given in the

previous year.




(ii) Non-provision of interest of Rs. 138.49 lakhs on

Government loans.

The Management stated that as per Modified Revival Plan
submitted to BIFR the entire non-plan and plan loans
provided by the Government of India should be interest free.
Accordingly, the Government of India had been approached to
convert all the loans under approved Revival Plan from 1
April 1994 as interest free loans. Hence, no provision of
interest had been made in the accounts.

As no waiver of interest has been given by the
Government of India so far, the amount should have been

provided.
1.2:5 Bengal Tmmunity Limited
1) Capital work-in-progress included Rs. 313.49 lakhs

being the value of Chloroquine Phosphate Plant installed in
1985, but not put into operation as it was found incapable
of being put into operation at the contracted capacity. The
value of the same has been assessed as Rs. 1 crore and
included in the claim of Rs.4.76 crores lodged with the
Arbitrator to be recoverable from the contractor on account
of loss and damages suffered by the Company. Non-provision
of Rs. 213.49 lakhs being the loss in value of the asset has
resulted in understatement of loss.

The Management stated that the contractor did not give
them completion certificate for the Project and the issue
had to be referred for arbitration. The case has not been
finalised. Hence, Company could not assess/provide for any

loss.

Even after expiry of 11 years the plant could not be
put to operation. Hence, there had been loss in value of the
agsset as shown in the CWIP. After adjustment of Rs. 1 crore,
being the difference in value between the plant agreed to be
purchased and the plant actually installed which was claimed
from the party, the balance amount of loss (Rs.213.49 lakhs)
should have been provided.




2) Loss had been understated by Rs.321.12 lakhs due to
non-charging of the loss of pre-acquisition period shown
under Miscellaneous expenditure to the extent not written
(o5 o F

The Management stated that this Miscellaneous
expenditure represented Nationalisation Adjustment Account
and was not a revenue expenditure, which had no impact
either in the Profit and Loss Account or in the Balance
Sheet. The provision for this amount had also not been
considered in BIFR Scheme.

The reply is not acceptable as in the sanctioned scheme
of BIFR, the amount was not considered for the purpose of
financing. Hence, this should have been written off.

3) Non-provision of interest of Rs. 38.81 lakhs payable to
the Trustee of Bengal Immunity Employees Provident Fund had
resulted in understatement of loss.

The Management stated that Rs. 38.81 lakhs was only an
estimated figure and not an audited figure and the Company
was awaiting the views/opinion of the Regional Provident
Fund Commissioner (RPFC) on this issue.

The reply is not acceptable as the request of the
Company had already been turned down (May 1996) by the RPFC,
and the Company was advised to make good the shortfall of
interest.

1.2:6. Hindustan Insecticides Limited

Other liabilities, under Current liabilities and
provisions did not include Rs.54.50 lakhs payable to M/s
Durgapur Chemicals towards supply of MCB(Monochloro
Benzene). The amount was incorrectly deducted from Advances
though no such advance was made to the party. Consequently,
Current assets, loans and advances was understated by
Rs.54.50 lakhs. (Udyogamandal Unit)

The Management noted the audit comment.




.27 Indian Petrochemicals Corporation Limited

Sundry Debtors included Rs.519 lakhs outstanding
against a firm towards supplies made during 1994-95 for
which a legal suit has been filed and winding up notice also
served. Neither any provision was made in the accounts for
this amount nor a disclosure made.

The Management stated that various alternatives for
recovery were being explored and adjustments, if necessary,
would be made at an appropriate time.

The reply is not convincing as the repeated attempts to
recover the dues from the firm yielded no results. Even
after invoking bank guarantee for Rs 1 crore, an amount of
Rs 5.19 crores remained due from the firm for which ‘criminal
suit was filed and winding up notice also served and,
therefore, recovery of this amount was doubtful.

1.2.8 Uttar Pradesh Drugs & Pharmaceuticals Company
Limited
1) There was a short provision of Rs. 0.97 lakh towards

premium payable to the Insurance Company for a gratuity
policy. This has resulted in understatement of other
liabilities as well as loss for the year by the same amount.

The Management stated that the revised demand was
received after the cut off date i.e.30 June 1996,

The Management'’s reply is not acceptable as the Company
should have made a provision based on revised demand since
the same was received before finalisation of the accounts of
the Company.

2) Interest liabilities amounting to Rs.5.96 lakhs payable
to the employees at the rate of 12 per cent per annum
towards Employees’ and Employer’s contribution to Provident
Fund (P.F.) amounting to Rs. 85.54 lakhs to be deposited
with P.F. Trust has not been provided for. This has alsc
resulted in understatement of loss by the same amount.

The Management stated that necessary provision would be
made during the current year 1996-97.

3) Interest of Rs.167.95 lakhs did not include interest




liabilities amounting to Rs.21.88 lakhs payable to the Bank
against ‘Advance Bills Account’. This has resulted in
understatement of loss to the same extent.

The Management stated that since the Bank did not
intimate the amount of interest against Advance Bills
Account, no provision was made.

DEPARTMENT OF FERTILIZERS
1.2.9 Fertilizer Corporation of India Limited

Loss had been understated by Rs.118.16 lakhs because of
non-provision of water charges due to Government of Orissa
for drawal of water from the Brahmani river for the period
1 November 1990 to 31 March 1996 on the plea that a request
was made to the State Government for exemption from payment.

The Management stated that earlier exemption by
Government of Orissa for payment of water charges expired on
31 October 1990 and the Company had approached Orissa
Government for extending the exemption from such payments
for further period of 10 years, which they hoped to get
shortly. Pending issue of Government'’s orders, -disclosure
had been made in the Notes forming part of Accounts.

The reply is not acceptable as there was no favourable
response from the Orissa Government to the request of the
Company. Hence, the liability should have been provided.

O PR ) Hindustan Fertilizer Corporation Limited

Loss for the vyear (Rs.474.41 crores) had been
understated by Rs.7.24 crores due to

(i) Under-charge of consumption of furnace oil for the year
to the extent of Rs.0.31 crore as the store receipt voucher
was not raised.

The Management stated that a railway rake containing 58
tank wagons of furnace oil was despatched by Indian O0il
Corporation(IOC), Vizag to Fertilizer Corporation of India

10




(FCI), Sindri Unit, which was later diverted to Barauni
Unit. As IOC could not furnish the despatch documents even
on 27 September 1996, this quantity had not been accounted
for.

The Management’s contention is not acceptable as the
materials had already been consumed though not charged to
stock.

(ii) Non-writing off of residual value (Rs.0.99 crore) of
Fixed Assets (Electrostatic Precipitator-ESP) which had
already been damaged and dismantled. Consequently, fixed
assets were overstated to that extent.

The Management stated that the damaged ESP was part of
Boilers of Captive Power Plant (CPP). The Insurance Company
rejected the claim for damage as ESP was not specifically
mentioned in the policy. As per the Accounting policy of the
Company, adjustments in the value of the damaged assets
would be made after its disposal.

The reply is not tenable as the exhibition of
dismantled assets under Fixed Assets and charging of
depreciation on the same were not as per accepted accounting
principles.

(iii) Non-provision of transport charges (Rs.5.94 crores)
as claimed by the Assam Gas Company Limited (Transporter)
for shortfall in minimum off-take of the natural gas by
Namrup Unit.

The Management stated that the amount had been shown as
contingent liability out of total claim amounting to
Rs.610.20 lakhs of Assam Gas Company Limited (AGCL) due to
non-availability of gas at the suppliers’ take off point.
The minimum demand charges claimed by AGCL had been -disputed
by the Company as per Force Majeure clause of the agreement
which included suspension of supplies by the suppliers due
to various reasons, rendering performance of transporters
impossible.

11




The Management’s reply is not acceptable as 1in the
agreement it was not clearly indicated that minimum demand
charges were not chargeable in the event of non-supply of
gas by IOC.

1.2.11 Madras Fertilizers Limited

1) Profit before tax of Rs.2107 lakhs has been overstated
to the extent of Rs.79.08 lakhs due to inclusion of finance
charges in the valuation of inventories.

The Company stated that as the interest on short term
loan forms a major item of direct expenditure, exclusion of
the same would not reflect the correct value of inventories
and that the AS 2 was still recommendatory in nature.

The Management’s reply is not tenable as the Company
had excluded the interest on long term loan from the
inventory valuation for the current year after this was
pointed out by Audit during the previous years. Similarly,
interest on short term loans should have also been excluded.
Further, all Accounting Standards are to be followed by
Public Sector Undertakings as per Government of India
guidelines dated 24 July 1991.

2) Claims recoverable Rs.71.61 crores included Rs.18.77
crores being unrealistic, rejected claims in respect of
depreciation (Rs.422 lakhs), interest (Rs.273 lakhs),
subsidy (Rs.980 1lakhs) and sales (Rs.202 lakhs), from
Fertilizer Industry Coordination Committee (FICC) .

The Company stated that it was under the impression
that the FICC would be allowing depreciation on the basis of
annual review of actual capital addition. As the retention
price for VI Pricing Period had not taken into account the
capital additions the Company had reckoned subsidy on the
basis of actual additions. Regarding interest, the Company
stated that FICC would review interest on short term loan
based on weighted average interest rates on actual basis. As
regards VI pricing subsidy, it was stated that the Company
accounted for the subsidy for VI pricing on the lines of V
pricing and the matter was under examination by FICC.

12



Further, claims relating to sales were stated to be under
active consideration of the Government of India.

The Company’s reply 1is not tenable as there is no
documentary evidence of admission of these claims nor any
commitment from FICC for settlement of thgse claims. Hence,
the accounting of these claims as recoverable was not in
order.

1:2:12 Paradeep Phosphates Limited

Profit for the year of Rs.222.19 1lakhs would get
converted into loss of Rs.88.61 lakhs due to

(i) Non-charging of loss of Rs.145.03 lakhs arising from
abandoned Low Sulphur Heavy Stock (LSHS) storage and
handling system.

The Management stated that alternative use of the LSHS
storage and handling system was being exaﬁ&ned. Appropriate
accounting treatment, if required, would be made in the
accounts after final decision on the project.

The reply is not tenable as after dismantling the
project in March 1996, the value of the usable materials as
assessed by the Management was Rs.60.87 lakhs. Thé balance
amount of Rs. 145.03 lakhs of Capital work-in-progress
represent value of missing stores, unusable materials and
erection cost. Hence, the amount should have been charged in
the Profit & Loss Account.

(1i) Non-provision of interest of Rs.26.19 lakhs for belated
payment of fixed berth hire charges to Paradeep Port Trust.

The Management stated that their request for waiver of
interest on delayed payment to Paradeep Port Trust (PPT) was

under consideration.

The above reply is not tenable, as Paradeep Port Trust
did not respond to the request of the company for waiver of
interest.
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(iii) Short provision of depreciation on Automatic Ship
Unloader by Rs. 52.47 lakhs.

The Management stated that depreciation had been
charged as per Schedule XIV of the Companies Act, 1956.
However, this would be re-examined during the current year.

(iv) Non-provision of interest of Rs.27.86 lakhs on excess
cash credit amount, though availed of by the Company.

The Management stated that their counter claim (Rs.75
lakhs approx.) with the bankers for non-accounting of
remittances in time as well as the aforesaid amount of
interest of Rs.27.86 lakhs as pointed out would be accounted
for on settlement/demand.

The fact remains that the interest should have been
provided without awaiting demand for the same from the bank
in view of the fact that the credit had already been availed
of.

(v) Non-provisionp, of penal interest of Rs.16.50 lakhs on
Government of India loan.

The Management stated that the matter was being taken
up with Government of India for waiver of penal interest.

The reply is not acceptable as the same had not vyet
been waived by the Government.

(vi) Write back of liabilities of Rs.42.75 lakhs based on
unilateral decision taken by the Company.

The Management stated that excess provision of
liabilities had been written back after careful evaluation
as a part of the regular process.

The reply is not tenable as the liabilities should have
been retained in the accounts till withdrawn by/settled with
the parties.

3:2:,313 Rashtriya Chemicals & Fertilizers Limited

1) Debtors unsecured and considered good included Rs.7.80
crores due from a State Government undertaking against
invoices raised during 1984-85 to 1989-90 and dues from a
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Public' Sector undertaking amounting to Rs.14.75 lakhs, for
which no provision has been made inspite of the fact that
these amounts were lying outstanding over seven years. This
resulted in overstatement of profit by Rs.7.95 crores.

The Management stated that as per Company'’s policy,
dues from Government Departments/Public Sector Undertakings,
were generally considered recoverable. However, efforts were
continuing to recover the amounts through legal process and
as a result, a sum of Rs.20 lakhs had been recovered during
1995-96. In the opinion of the Company, the amount was
considered good and recoverable.

The reply is not convincing as the progress in recovery
of dues was dismal.

2) Claims of Rs.109.77 crores included Rs.2.51 crores
claimed from Fertilizer Industry Coordination Committtee
(FICC) and pending for over five years towards subsidy on
purchase of Di-Ammonium Phosphate (DAP) in 1991. Though the
claim was outstanding for over five years, no provision has
been made. In the absence of FICC's approval/acceptance of
the claims and considering the age of the claims, the amount
was doubtful of recovery resulting in overstatement of
profit by Rs.2.51 crores.

The Management stated that as per Company’s policy,
dues from Government Departments/Public Sector Undertakings,
were generally considered as recoverable. Further, FICC had
already taken up the Company’s claim for scrutiny and the
claim was expected to be settled.

The reply is not convincing as there is no progress in
recovery of dues even in 1995-96.

3) Estimated amounts of contracts remaining to be executed
on capital accounts and not provided for included an amount
of Rs.1.12 crores towards purchases, which were paid and
capitalised during 1995-96. This has resulted in
overstatement of undischarged commitments on capital account
by Rs.1.12 crores.

The Management accepted the audit comment.
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4) An amount of Rs.88.58 crores was due from two '‘Public
Sector undertakings which have been referred to BIFR. Though
the amount is outstanding for periods ranging from three to
six years and have been considered doubtful of recovery by
the Company, no provision for doubt ful debts has been made
resulting in overstatement of profit by Rs.88.58 crores.

The Management stated that since the Company was
pursuing with the concerned companies and also through
Ministry of Chemicals & Fertilizers for recovery of dues, no
provision for doubtful debts had been made in the Accounts.
Further, it was stated that as these companies had been
referred to BIFR, provision would be made in due course as
required based on packages formulated by BIFR.

The reply is not tenable as the chances of recovery of
dues were remote on the date of balance sheet and hence,
suitable provision should have been made.

MINISTRY OF CIVIL AVIATION AND TOURISM
DEPARTMENT OF TOURISM
3.2:14 Hotel Corporation of India Limited

In terms of clarifications given in August 1987 by
Ministry of Civil Aviation, turnover tax to Airports
Authority of India (AAI) in respect of Centaur Hotels at
Mumbai and Delhi Airports has to be paid once the Company
starts making profits. Even though the Company earned
profit during 1994-95 and 1995-96, no provision for turnover
tax of Rs.206.74 lakhs was made on the plea that there was
no lease agreement between the Company and AAI and as a
result, ‘Other liabilities’ were understated by Rs.206.74
lakhs.

The Management stated that though the Ministry of Civil
Aviation had written in August 1987 i.e. over 9 years ago
regarding the turnover tax, the Company did not see
justification in Airports Authority of India (AAI) levying 2
per cent tax on the gross turnover of Centaur Hotels, Mumbai
and Delhi Airports over and above the 1lease rent.
Accordingly, the Company had taken up the matter with AAI
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and expected the same to be amicably settled shortly, after
which necessary treatment would be given in the books of
accounts. It was also mentioned that although the land was
given possession in 1971 for Centaur Hotel Mumbai Airport
and in 1980 for Centaur Hotel Delhi Airport there was no
lease agreement between HCI & AAI for these two properties
and hence it was Company’s stand that AAI could not
arbitrarily levy this charge which did not exist at the time

when the possession of the land was given to HCI.

The reply of the Management 1is not convincing as the

t
liability to pay turnover tax accrued because HCI started
making profit. The argument that there existed no lease
agreement between HCI and AAI does not absolve the Company

from meeting the liability.

1:2+45 India Tourism Development Corporation Limited

The turnover of Rs.5679.46 lakhs 1in respect of Ashok
Hotel, New Delhi c¢ould not be wvouched in audit due to
non-maintenance of adequate records by the hotel relating to
billing as observed during a test check of the bills. The
bills were not sequentially numbered, some of the bills were
missing and no authority in support of allowances, discounts
and special rates allowed to the customers was made
available to audit.

Similarly, the closing stock of inventory (Rs.1208.91
lakhs) of the Duty Free Shop at New Delhi of the Duty Free
Trade Division of the Company could not be vouched in audit
due to non-depiction of transfer of stock to various shops
and the resultant adjustments accurately, and also due to
non-carrying forward of closing balances in some months as

opening balances of the next months.

As regards Ashok Hotel, New Delhi the Management stated
that the front office operations including Billing System
was computerised during June 1995 and wherever records were
not computerised the same were maintained manually. It was
further stated that the computer system provides for all the

requisite control techniques and gives accurate and prompt

1.7




billing. The Management maintained that bill numbers are
automatically generated in the sequence by the computer
system on its first print and that the records and bills and
the files containing special rates, discount approval
statements and discount registers alongwith printed serially
numbered vouchers for allowances were maintained and were
shown to audit and as such the turnover (Rs.5679.46 lakhs)
duly audited by the Branch Statutory Auditors of Ashok Hotel
has been correctly shown in the accounts.

The reply of the Management is not tenable due to (i)
non-production of requisitioned records like bills,
authority pertaining to allowances, discounts and special
rates, (ii) lack of supporting vouchers for bills produced
to audit and (iii) non-numbering of bills sequentially.

As regards Duty Free Shop, New Delhi, the Management
stated that the closing stock of Rs.1208.91 lakhs has been
correctly shown in the Accounts after taking into account
transfer of goods to various shops and physical
verification.

The reply is not tenable as the Management failed to
explain the reasons for the discrepancies in the balances in
certain months as pointed out by audit and could not
reconcile the discrepancies. Also the Company should have
reflected the transfer of stock to tax-free shop on the
computer itself and carried forward the closing balances at
end of those months as opening balances of the next months.

MINISTRY OF COAL
p Ao e I Bharat Coking Coal Limited

1) Loans & advances were overstated by Rs.9.94 crores due
to inclusion of advances given to different parties lying
unadjusted even after lapse of periods ranging from 10 to
19 years from the date of payment of advances.
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3) (i) Non-provision of full 1liability of Gratuity in

.

contravention of Accounting Standard 15
overstatement of net profit for the year
crores and understatement of Current liabilitie
provisions to the same extent. With this, the net profit of
the Company would convert into net loss of Rs.35.90 crores
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The fact, however, remains that the mandatory
provisions of Accounting Standard 15 were not followed fully

by the Company.
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L2370 Coal India Limited

1) Loss for the year was understated by Rs.5.57 crores due
to non-provision of full 1liability of Gratuity in
contravention of Accounting Standard 15. This had also
resulted in overstatement of Miscellaneous Expenditure (to
the extent not written off) by Rs.5.57 crcres.

The Management stated that till 19%4-95 (after which
Accounting Standard 15 was made mandatory) the Company and
its subsidiaries were charging gratuity on "cash-cum-
retirement basis". It further stated that because Coal
Industry in India was highly labour intensive and the
expenditure on wages and salaries constitute 52 per cent of
the total expenditure, if full 1liability of gratuity as
worked out on actuarial valuation for the past and current
period had been charged, the same would have been highly,
disproportionate to the current year'’'s revenue and
expenditure. Hence, Management took a conscious decision to
charge the current year’s liability in full and 1/5th of the
liability for the past period. Necessary disclosure to this
effect had been made in the Notes to Accounts.

The reply is not tenable as the Accounting Standard 15
issued by the Institute of Chartered Accountants of India
has become mandatory with effect from 1 April 1995. Hence,
full provision for gratuity should have been made on
actuarial basis.

2) Investment of the Company in share capital of Bharat
Coking Coal Limited (BCCL) and Eastern Coalfields Limited
(ECL) as on 31 January 1996 amounted to Rs.1122 crores and
Rs.1039 crores respectively. As BCCL had become sick as on
31 January 1995 and had been referred to BIFR, and ECL had
become potentially sick under the Sick Industrial Companies
Act, 1985, the fact of their sickness should have been
disclosed in the Notes to Accounts.

The Management noted the audit comment.
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O P ¢ Central Coalfields Limited

1) Equipment valuing Rs. 4.29 crores procured in 1983/1989
for a projeét turned out to be damaged/ obsolete in 1995-96
due to prolonged and inefficient storage in open space.
Since such abnormal losses are subject to amortisation at
the earliest not later than over a period of 3-5 years, non-
provision of at least 1/5th of the said abnormal loss had
resulted in wunderstatement of loss by Rs.0.86 crore,
understatement of Miscellaneous Expenditure (to the extent
not written off or adjusted) by Rs.3.43 crores and
overstatement of Capital work-in-progress by Rs.4.29 crores.

The Company stated that the issue had been dealt with
as per Accounting Policy followed by the Company. However,
matter would be taken up with the Holding Company for review
of the Accounting Policy.

2) Fixed assets were overstated by Rs. 3.33 crores due to
inclusion of expenditure incurred in 1989-90 for advance
action for development of Magadh OCP. As the NTPC’s Super
Thermal Power Station for which the Magadh OCP was
undertaken is not likely to come up, expenditure of Rs. 3.33
crores incurred on advance action should have been written
off instead of capitalisation of the same.

The Management stated that the benefit of this
expenditure would be derived as and when the Super Thermal
Power Station to be constructed by NTPC in North Karanpura
coalfields would be taken up for development. In view of
this, the Board, while approving for dropping the advance
action decided not to write cff any amount.

The Company’s reply is not tenable as the future of the
Magadh OCP is still uncertain and the amount should have
been written off.

3) Sundry debtors also included Rs. 805.18 lakhs
outstanding against Bihar State Electricity Board (BSEB)
since 1985-86. As per reply of the Management Rs. 548
lakhs received from BSEB in 1993-94 could not be adjusted
for want of linkage and adjustment. A sum of Rs. 265.84
lakhs is still pending for realisation from BSEB.
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The Company stated that linking and reconciliation work
had been taken up and adjustment would be carried out during
1986-97.

4) Loss for the year had been understated by Rs.84.23
crores due to non-provision of full liability of Gratuity in
contravention of the Accounting Standard 15. This had also
resulted in overstatement of Miscellaneous Expenditure (to
the extent not written off) by Rs. 84.23 crores.

The Company stated that provision for gratuity in
accounts based on actuarial valuation was a new obligation
as per Accounting Standard 15 and the policy in this respect
had been framed at holding company level. As such, the
stand of Audit was discussed with the holding company and it
was decided that in the labour intensive industry like Coal,
the whole impact of the new provision could not be borne in
one year Account and their policy of deferment was fair and
reasonable.

The Company’s reply is not tenable since the
Accounting Standard 15 has become mandatory with effect from
1 April 1995 for all Companies.

1.2.19 Eastern Coalfields Limited

1) Profit had been overstated by Rs. 150.40 crores due to
non-provision of full liability of Gratuity in contravention
of the Accounting Standard 15. This had also resulted in
overstatement of Miscellaneous Expenditure by Rs. 150.40
crores.

The Management stated that till 1994-95 (after which
Accounting Standard 15 was made mandatory) Coal India Ltd.
and its subsidiaries were charging gratuity on "cash-cum-
retirement basis". It was further stated that because Coal
Industry in India is highly 1labour intensive and the
expenditure on wages i.e. salaries constitute 52 per cent of
the total expenditure, if full liability of gratuity as
worked out on actuarial valuation for the past and current
period would have been charged, the same would have been
highly, disproportionate to the current year’s revenue and




expenditure. Hence, Management took a conscious decision to
charge the current year’s liability in full and 1/5th of the
liability for the past period. Necessary disclosure to this
effect had been made in the Notes to Accounts.

The reply of the management is not tenable as
Accounting Standard 15 issued by the ICAI has become
mandatory with effect from 1 April 1995. Hence, full
provision for gratuity should have been made on actuarial
valuation basis.

2) (1) An amount of Rs. 2.65 crores paid in October 1995
to the contractor as compensation for reduction in the scope
of work for construction of Coal Handling Plant (CHP) at
Sonepur Bazari Project was treated as deferred revenue
expenditure and Rs. 0.53 crore was charged to Profit & Loss
Account during the year. As a result, profit as well as
Capital work-in-progress had been overstated by Rs. 2.12
crores.

The Management stated that during construction of Coal
Handling Plant (CHP) the scope of work had been curtailed by
some modifications which resulted in savings of Rs. 20
crores. However, a compensation of Rs. 2.65 crores was paid
to the contractor to cover its losses on orders placed.
Since the nature of the expenditure was not normal, this had
been amortised in five years instead of charging in one
year.

The Management’s reply is not tenable since no benefit
could be derived by giving compensation of Rs. 2.65 lakhs to
a contractor during the succeeding years. Hence treating the
expenditure as deferred revenue expenditure was not correct.

(ii) Similarly, out of Rs. 32.25 lakhs incurred on civil
works relating to the truncated portion of above work, only
Rs. 16.12 lakhs had been provided as loss of assets. This
had resulted in overstatement of profit as well as Capital
work-in-progress by the balance amount of Rs. 16.13 lakhs.

The Management stated that as there was a scope for
recovery from the overhead bunker particularly from iron and
steel materials, which could be gainfully utilised in CHP
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construction job, as a measure of precaution, a provision of
Rs. 16.12 lakhs was considered adequate.

The reply of the Management is not tenable as the
Management had taken no action till date to gainfully
utilise the material.

(iid) Capital work-in-progress included one 125 HP
Man Riding Haulage System costing Rs. 1.29 crores purchaaed
in March 1988 and lying idle for want of special repairs.
The Company, instead of charging the full amount, charged
Rs.0.36 crore to Profit & Loss Account as provision for loss
of assets. Non-charging of full cost of the assets resulted
in overstatement of profit as well as Capital work-in-
progress by Rs. 0.93 crore.

The Management stated that though the equipment was
taken to site for installation in 1990-91, the commissioning
of machine was pending due to non-availability of the
requisite spares. Though the machine had not been put to
use, the provision of Rs.0.36 crore had been considered
adequate, since the machine was still considered useable.

The reply of the Management is not tenable as from
records it was noticed that the machine was beyond repair
and its further use was doubtful.

1.2.20 Mahanadi Coalfields Limited

Profit for the year had been overstated by Rs. 15.61
crores due to non-provision of full liability of gratuity in
contravention of the Accounting Standard 15 resulting in
overstatement of Miscellaneous Expenditure (to the extent
not written off) also by the same amount.

1252, Northern Coalfields Limited

1) Profit for the year had beén overstated by Rs. 11.93
crores due to non-provision of full liability of gratuity in
contravention of the Accounting Standard 15 resulting in
understatement of current 1liabilities and provision by
Rs.11.93 crores. '
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The Company stated that this was done as per policy
adopted by the Holding Company in this regard. The Company'’s
reply is not tenable since Accounting Standard 15 was made
mandatory and the - retirement liability should have been
provided fully.

2) Rs.75.85 lakhs being provisions made in earlier years
against doubtful advances were written back during 1995-96
on the ground that no such provision was required in case of
Government Companies. As during the year the Company ‘could
link up only Rs. 24.54 lakhs of such advances with receipt
of materials, writing back of the balance amount of Rs.
51.31 lakhs without such 1linking up had resulted in
overstatement of profit by Rs. 51.31 lakhs.

The Company stated that all efforts were being made to
link up and adjust remaining balance of Rs. 51.31 lakhs.

3) Current liabilities were understated by Rs.1.86 crores
due to non-inclusion of penalty charged and claimed by Uttar
Pradesh State Electricity Board (UPSEB) for late submission
of raw water charges for the period from November 1987 to
October 1995. As no formal protest for non-acceptance of the
charges levied by UPSEB has been made by the Company, the
provision for Rs. 1.86 crores should have been made.

The Company stated that formal protest would be made.
However, in view of substantial dues outstanding from UPSEB,
liability provision pending formal protest against their
claim was not considered.

The Management’s reply is not tenable because for
proper exhibition in accounts the liability should have been
provided for.

4) Contingent Liabilities included a sum of Rs.104 lakhs
representing supervision charges (24 per cent of
construction cost of Rs. 431.00 lakhs upto 1991-92 of Public
Works Department (PWD), Madhya Pradesh to whom the work
regarding strengthening/ construction of a road not
belonging to the Company was entrusted as a deposit work. As
PWD (MP) had already reduced its supervision charges from
24 per cent to 16 per cent in July, 1992 and no further
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reduction was agreed to by them, the liability on account of
supervision charges was a contractual liability and not

contingent- I'iability and, therefore, the same should have
been provided for.

Non-provision of liability on account of supervision
charges amounting to Rs. 75.20 lakhs (16 per cent of
construction cost of Rs. 4.70 crores upto 1995-96 adjusted
against grant of Rs. 5.10 crores received from Ministry of
Coal for that purpose) had resulted in understatement of
current liabilities for contractual capital expenses by
Rs.75.20 lakhs and correspondingly overstatement of current
liabilities on account of unutilised Government Capital
grant by Rs. 40 lakhs being the unutilised amount of grants
received for the work and also understatement of Loans and
advances amount due from Government of 1India for road
development grant by Rs. 35.20 lakhs.

The Company stated that necessary rectification would
be made during 1996-97 to reduce contingent 1liability by
Rs.104 lakhs.

1.2:22 South Eastern Coalfields Limited

The profit for the year had been overstated due to
short provision of 1liability towards gratuity (Rs.85.02
crores) and non-provision of 1liability towards leave
encashment (amount unascertained) payable to the employees.
The Auditors, however, made a mention of non-compliance by
the Company in their revised report.

The Management stated that matter would be referred to
Coal India Limited, being a policy matter.

1.2.23 Western Coalfields Limited

Current 1liabilities and provisions were understated
with corresponding overstatement of profit by Rs.62.13
crores due to non-provision of full liability of gratuity
(Rs.61.83 crores) and liability as estimated by the Company
on account of leave encashment (Rs.0.30 crore) payable to
the employees.
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The Management stated that non-provision of full

liability of gratuity had been disclosed in Accounting
Policy and Notes to the Accounts, and as regards the
liability of leave encashment, it would be provided during
1996-97 after ascertaining the actual liability on actuarial
basis.

The reply is not acceptable in view of the fact that
the Company has to maintain their Accounts on accrual basis
under Section 209(3) (b) of the Companies Act, 1956.

MINISTRY OF COMMERCE

1.2.24 Export Credit Guarantee Corporation of India
Limited

1) The interest on claims paid for the period 1 January
1995 to 30 June 1995 amounting to Rs. 492.08 lakhs has not
been included in the accounts resulting in understatement of
Other Income to that extent.

The Management’s contention that as the payment of
interest was irregular and the recoverability was considered
uncertain, the Company had not accounted for the interest
income is not tenable as the interest pertaining to the
period 1 January 1995 to 30 June 1995 was actually received
by the Company on 25 June 1996 i.e. well before the approval
of Annual Accounts by the Board of Directors on 18 July 1996
and hence, could have been incorporated in the accounts.

2) The Company's practice of making provision for claims on
the basis of assessment of individual claims has resulted in
deviation from the established accounting practices and non-
provision for liability in respect of claims amounted to Rs.
8651.55 lakhs.

The Management stated that this method had been
consistently followed by the Company and that the cases
referred to in the comment had not been preferred on the
Company as on 31 March 1996. Hence, provision was not made.

The contention of the Company that no provision for
payment of claim was made as the claims have not been
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preferred on the Company as on 31 March 1996 is not tenable
as the liability to pay the claims had been established and
at the time of approval of Annual Accounts on 18 July 199s,
claims were preferred on the Company in three out of four
cases mentioned in the comment, and even in the fourth case,
the payment of liability has been confirmed by the Exim
Bank/Working Group of the Government, as detailed below:

(a) In regard to the claim by Exim Bank (Account Bank
Algerienne De Development) the Management accepted and
approved payment of claim amounting to Rs.5280.65 lakhs on
15 July . 1996 but provision was made for Rs.3451.42 lakhs,
leaving a balance of Rs.1829.23 lakhs.

(b) In another case of Exim Bank (Account Imexin, Cuba) ,
provision for liability amounting to Rs.235.48 lakhs was not
made stating that the claim was preferred only on 9 May 1996
even though the liability pertains to the period 20 July to
30 December 1995,

(c) Claim amounting to Rs.215.84 lakhs was not made by
the Company for want of certain documents even though there
was valid claim as on 31 March 1996.

(d) Under Iraqi Deferred Payment Claims, Exim Bank had
certified further receivables of US $ 59.818 million and the
Working Group appointed by the Government to study the case
had recommended (September 1995) payment of claims. ECGC
estimated its liability to the extent of Rs.6371 lakhs and
disclosed the same in the accounts for 1995-96 but no
provision was made in the accounts.

3) The estimated recoveries in respect of claims
paid/provided for had been overstated by Rs. 206.90 lakhs in
respect of two claims which were doubtful of recovery
resulting in overstatement of income.

The Management stated that they made recovery provision
on the basis of 75 per cent of the net realisable value
based on value impaired debts in London Market and the
recovery provision was considered realistic and
conservative.

The fact remains that the Company recovered a sum of US
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$ 1.9 million on the basis of an agreement between India
and Mozambique in 1989. Since then, no recovery was made
from Mozambique and the recovery agent appointed by the
Company could not recover any amount. In the case of
Zambia, no amount was recovered from that country since
1990. Hence in both the cases the recovery estimated by the
Company was doubtful.

4) The Company has not provided for arrears of salaries and
allowances due to staff on account of revision of pay scales
amounting to Rs. 190.76 lakhs.

The Management stated that approval of the Government
was received by the Company only on 18 July 1996 and the
process of working out the arrears had not been completed
and that provisions would be made in the next year.

The reply is not convincing as the Board had authorised
(January 1996) the C&MD to approach the Government that the
revised pay scales of Life Insurance Corporation of India
(LIC) be made applicable to the Company also. Since the
Government had approved the revised pay scales for LIC in
February 1996, the liability on this account for ECGC should
have been estimated and provided for.

5) The Company has not made provision for stamp duty and
fees payable amounting to Rs. 100 lakhs on account of
increase in its authorised capital to Rs. 30000 1lakhs
resulting in understatement of expenses by Rs. 100 lakhs and
overstatement of profit by the same amount.

The Management’s reply that the liability in this case
arose only when the documents were filed and executed with
the Registrar is not convincing as in the General Body
Meeting of the Company held on 25 March 1996, the authorised
capital was increased and the same was reflected in the
Accounts for the year 1995-96. Hence, the liability for
stamp duty and fees was known and should have been provided
for.

6) Contingent liability in respect of claim payable due to
Export Import Bank of India (Account Bank Algeriene De
Development) amounting to Rs.8355.30 lakhs has not been
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disclosed.

The Management stated that the amount of Rs. 8355.30
lakhs referred to by Audit had neither fallen due for
payment by Bank Algerienne De Development nor claimed by
Exim Bank from ECGC as on 31 March 1996. Therefore, question
of disclosing the same as Contingent Liability did not
arise.

The reply is not tenable as the Management accepted on
15 July 1996 its total 1liability to the extent of
Rs.13635.35 lakhs, out of which an amount of Rs.5280.65
lakhs was approved for payment. The balance amount of
Rs.8355.30 lakhs should have been disclosed as contingent
liability.

7) The Company has underwritten risks amounting to Rs.28447
crores as on 31 March 1996 as against permitted maximum
liability of Rs. 20000 crores, without obtaining prior
permission of the President of India in violation of the
Articles of Association of the Company.

The Management contended that the Board of Directors in
their meeting held on 10 July 1995 had resolved to request
the Government to enhance the liability from Rs. 20000
crores to Rs. 30000 crores and they had applied to
Government of India for the same. Further, they alsoc stated
that when the growth in export and advances had been
continuously risjing, it was not possible for the Company to
stop issuing policies and guarantees.

Had the Company taken timely action to get the limit
enhanced, the violation of provisions of Articles of
Association could have been avoided.

8) The Company has not disclosed in the Notes to Accounts
the total amount under default. Default reported by Delhi
Regional Office as on 31 March 1996 was Rs. 153.69 crores
and in respect of other Regional and Branch offices the

amount could not be ascertained.




stated that disclosure of the default

figure had not been made as there was no statutor
I juiremer to do so

iefault is the first indication of a likely claim
the and the Company and
lisc] the amount under of

Cransparency.

Taking into account the above comments of the C&AG of
India on the accounts of the Company for 1995-96, the net
profit of Rs.3909 khs shown by the Company would be

la
converted into loss of Rs.4748 lakhs.

10225 India Trade Promotion Organisation

The Income and Expenditure Account did not include
Rs.141.30 lakhs being the amount of customs duty payable on
12 display-aid units costing Rs.94.20 lakhs imported in
1982, resulting in understatement of expenditure by
Rs.141.30 lakhs and overstatement of excess of Income over
Expenditure by the same amount.

1

The Management stated that since the option of
re-exporting the system, for use in exhibitions abroad, was
under consideration, the question of making provision for
customs duty did not arise.

d

The reply is not tenable as it had already been decid
a

1

not to re-export the system and the request of the Company
for the customs duty exemption on the system had been turned
down by the Ministry in October 1993. The bonds have also

expired.

1.2.26 MMTC Limited

1) Current liabilities were understated due to non-
provision for Rs.271 lakhs payable to National Mineral
Development Corporation Limited (NMDC) in terms of an

agreement resulting in overstatement of profit.

The Management stated that the settlement with NMDC for
procurement of iron ore is an ongoing process each year and

as the agreement with NMDC was reached on 31 July 1996, the




effect of the same shall also be given in the current year
(1996-97) as in the past.

The reply of the Management is not tenable as all the
issues pertaining to NMDC for the period ended 31 March 1996
were finalised on 31 July 1996 but before the finalisation
of the accounts for the year 1995-96 and, as such, should
have been provided for as per AS-4.

2) Inventories were overstated by Rs.637.50 lakhs due to
non-adoption of realisable value in respect of closing stock
of DAP and MOP fertilizers resulting in overstatement of
profit.

The Management stated that stock of DAP and MOP have
been valued at lower of the cost and realisable value as on
1 April 1996 as per approved Accounting policy followed
consistently. Further, the realisable prices adopted by the
Company are also comparable and even lower on weighted
average’basis when compared with the realisable prices of
certain other competitors in the trade including some PSUs.
Also, the subsequent events have shown that the realisable
value of the stocks has gone up. Even the AS 4 on thais
subject recognises that adjustment for events occurring
after the balance sheet date may be made only for permanent
loss such as insolvency of a customer, destruction in fire,
etc. i.e. as if the loss is irreversible.

The reply of the Management is not acceptable as the
Regional Offices of the Company indicated that the
realisable value fixed by the Company as on 1 April 1996 was
unrealistic and no sale could be effected at that price.
Accordingly, the same was revised by the Company downward
effective 9 April 1996. As the first invoice for sale of the
fertilizers was raised after 9 April 1996 at the- revised
rate, the stock of fertilizers should have been valued at
the revised realisable value.

3) Sundry debtors were overstated by Rs.866.37 lakhs due
to non-provision for the following resulting in
overstatement of profit:

i) Overdue export bills (Rs.763.75 lakhs) in respect of
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export by jewellery exporters on "Account MMTC" basis for
which remittances were required to be made within 180 days
in terms of RBI regulations.

ii) Accrued interest(Rs.73.72 lakhs) accounted for in
respect of above export bills upto 1994-95.

The Management stated that out of total overdue export
bills of jewellery, the Company has since received
arbitration awards for Rs.3.85 crores and has also realised
Rs.75 lakhs. A provision of Rs.5 crores has already been
made 1in the accounts and since recovery proceedings are
ongoing in the remaining cases and are before various
enforcement agencies, no further provision was considered
desirable at this stage.

As regards accrued interest, the Management stated that
in view of uncertainties in the collection, no further
amount of interest has been accounted for on accrual basis
in and after 19%4-95 and that the same shall be accounted
for as and when realised.

The reply is not tenable as at the time of audit of the
accounts the Management confirmed that aggregate amount of
the debtors in question was Rs.1163.75 lakhs. The
arbitration awards(Rs.2.5 crores stated earlier by the
Management) were ex-parte decisions and no amount was
considered recoverable by the Law Department of the Company
itself 1in regard to such awards. Against the stated
provision of Rs.5 crores, the amount of packing credit was
to the extent of Rs.4 crores. Hence, taking into account,
the above factors, the balance of Rs.763.75 lakhs related to
exports for which remittances were overdue requiring
provision.

iii) Rent (Rs.22.86 lakhs) & security charges(Rs.6.04 lakhs)
shown recoverable from eight jewellery export units who have
defaulted in export of gold and payment of interest or have
ceased their operations.
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The Management stated that the liability for payment of
rent arose on 1 April 1988 after the completion certificate
was issued for the building and the liability referred to by
audit relates to the earlier period.

The reply is not relevant because the comment is in
respect of rent/security charges recoverable from the units
in Jhandewalan (New Delhi) which were already on defaulters’
list on account of non-export of gold and some of which have
closed their operations.

4) Sundry debtors also included Rs.1373.47 lakhs
recoverable from a foreign buyer for the wheat supplied in
1991-92. The receivable amount has neither been updated nor
interest earned accounted for since March 1992. Non-
provision for dues unrecovered for over four years has
resulted in overstatement of debtors and profit by
Rs.1373.47 lakhs.

The Management stated that they made exports against
irrevocable Letter of Credit (LC) confirmed by a Nationalised
Bank and the Government of the country of the foreign buyer
and their Central Bank had given guarantees for the amounts
payable under the contracts signed by their government
sponsored delegation. It was further stated that they have
taken up the matter at Goverament level and, therefore, no
provision was considered desirable.

The reply of the Management is not acceptable as
despite the efforts made by the Company at all levels during
the past four years it has not been able to realise the
outstanding dues. The Management by invoking the LC or the
guarantee of the Central Bank of the recipient country have
also not updated the debt at the current rate of foreign
exchange since 1992 inspite of approved Accounting policy in
this regard. The debts were, therefore, doubtful and should
have been fully provided for.

5) Notes to Accounts disclosed that the loans and advances
and sundry creditors included Rs.705.14 million (Rs.7051.40
lakhs) being notional value of 1620 Kgs. of gold belonging
to Union Bank of Switzerland (UBS) issued on loan basis. Out
of this 265 kgs. of gold (value Rs.1147.24 lakhs) issued to
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various units in Jhandewalan (New Delhi) and New Okhla
Industrial Development Authority (NOIDA) was not exported
for 1 to 4 years against the maximum specified period of 300
days in terms of Government of India’'s scheme cof 1988. The
liability in respect of this gold in default devolves on the

Company in terms of loan agreement with UBS.

The realisability of the value of this gold (Rs.1147.24
lakhs) in default is doubtful due to non-availability of
gold with the wunits on verification and should have,
therefore, been provided for. This has resulted 1in
overstatement of loans/advances and profit by Rs.1147.24
lakhs.

The Management stated that out of 265 Kgs. of gold, 93
Kgs. has already been recovered by the Custoéms and that,  for
the remaining quantity, the matter is being looked into by
various enforcement agencies. Accordingly, therefore, no
provision has been considered necessary.

The reply of the Management is not acceptable in view
of the fact that even if 93 Kgs. of gold has been recovered
by Customs as per Customs Act, the Customs Authorities have
first charge over confiscated gold to meet .the customs duty.
But under the agreement with UBS, the Company is fully
liable to make good the gold in default. Provision should,
therefore, have been made to cover the liability for gold in
default. The Company is not having any financial security to
recover the value of the balance quantity of gold in default
from EOU and EPZ units. The Company had discontinued the
operation of Associate Scheme from 1996-97 onwards.

6) A reference is invited to Notes to the Accounts. The
purchases and sales were overstated by Rs.7201 lakhs and
Rs.7269 lakhs respectively due to the inclusion of purchases
and sales of Associates, which is not in accordance with AS
9, as the Company received only service charges amounting to
Rs.68 lakhs on these purchases/sales.

The Management stated that they entered into
purchase/sale orders for Rs.5939.40 lakhs (purchase) and
Rs.5999.40 lakhs (sales) and only Letter of Credit (LC) was
assigned in favour of Associlates and, therefore,
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legitimately taken the same in its turnover. It was further
stated that for the remaining amounts also, the exports have
taken place with the assistance and involvement of the
Company and accordingly, purchases and sales have been
accounted for as per approved Accounting Policy.

The reply of the Management is not correct because the
accounting of the purchases/sales was in contravention of
AS-9 as the Company is entitled to a service
margin/commission only on these purchases/sales.

7) A reference is invited to the Statutory Auditors’
Report regarding customs duty demands amounting to Rs.138.10
million (Rs.1381 lakhs) payable for gold on default. In
addition to the amount of duty stated by the Auditors as
payable, as per the Company’s own calculation, Rs.3.83
crores was payable as customs duty on 122 Kgs. of gold given
on loan by the Company to jewellery units in Noida Export
Processing Zone (NEPZ) which is in default.

The Management stated that the Company is not liable
for any customs duty on 122 Kgs. of gold to the units in
NEPZ. The individual units are liable for the same by virtue
of the bonds executed by them with the Customs Authorities.

The reply is not tenable as customs duty of Rs.3.83
crores in respect of NEPZ units was based on the same lines
and conditions as of the customs duty demand raised by the
Customs Authorities in respect of Jhandewalan Units (New
Delhi) and has been worked out by the NOIDA unit of the
Company itself.

8) The Statutory Auditors in their Report have mentioned
that the Company has not maintained proper books of accounts
in respect of fertilizers at Sub-Regional Office (SRO)
Bhopal, Gold loan records at NOIDA/Jhandewalan and financial
records of goods received on consignment. The Report of the
Statutory Auditors did not bring out the fact that the
Company has not maintained financial records in respect of
gold loans for over seven months (from April-October, 1995)
during the financial year 1995-96 and that the Company has
not maintained party-wise details of gold loaned under
various schemes and the airway bill-wise details of exports
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made against each of these loans.

As against gold issued to the jewellery manufacturing
units, the Company ' could not produce the complete and
reconciled figures/details relating to the gold issued on
loans and export of jewellery party-wise.

In view of the above, the accuracy of the turnover of
the Company relating to gold transactions amounting to
Rs.1358.43 crores, as depicted in the trading account of the
Company, could not be vouched in audit.

The Management stated that (i) stock registers have
been maintained in various godowns located in several towns
of Madhya Pradesh; (ii) that complete financial records in
respect of gold loans for the financial year 1995-96 have
been and were being maintained by NEPZ/Jhandewalan offices,
alongwith the party-wise details of gold loaned, repaid and
exported and that such records are also maintained for gold
issued under all the schemes and that the details of export,
Bill of Entry-wise, have also been verified by Customs;
(iii) that they maintain complete records of gold issued to
the exporters under the various schemes of the EXIM Policy
and the quantity in stock was intimated by them to foreign
suppliers periodically; and (iv) that complete reconciled
figures/details branch-wise for the period 1988-89 to
1996-97 (upto-date) in regard to gold imported by the
Company, gold issued, gold exported and closing stock of
gold with the Company have been furnished to audit on 4
December 1996 and details in respect of all individual
exporters are available at the various offices of the
Company importing and supplying gold to the exporters.

The reply of the Management is not correct due to:

(1) The consolidated information claimed to have been
furnished by the Management in December 1996 does not match
with that shown in the annual accounts of the Company.

(i1) The Regional Office Santacruz Electronics Exports
Processing Zone (SEEPZ) of the Company which accounts for
about 30 per cent of gold imported/issued/exported by the
Company have already admitted that they did not maintain any
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record, whatsoever, to indicate the details of export of
gold jewellery by any of their units.

Taking into account the above comments together with
other comments of the C&AG of India on the accounts as per
the Annual Report of the Company for the year 1995-96, the
profit of Rs.5246.67 lakhs would be drastically reduced to
Rs.410.97 lakhs.

1.2.27 State Trading Corporation of India Limited

1) Investment (Rs.30657.26 lakhs) was overstated by Rs.300
lakhs due to valuation of investment in Tea Trading
Corporation of 1India Limited (TTCI), a wholly owned
subsidiary of the Company, at the carrying cost in disregard
of decline in the value of investment as required in terms
of Accounting Standard 13 as the net worth of TTCI was
negative. A

" 'The Management stated that in view of 1long term
involvement of the Company in TTCI and pending disposal of
tea. gardens of the latter with the approval of the
Government of 'India, no provision has been made in the
accounts for the probable decline in value of the investment
in TTCI and that suitable disclosure appeared in the Notes
‘to Accounts.

The reply .of the Management is not acceptable as
decline in the value of investment in such cases has to be
taken into account as per Accounting Standard 13.

2) Claims Suspénée Account (Rs.4735.63 lakhs) represented
claims, the recognition of income in respect of which has
not been made in Profit and Loss Account as per its
Accounting Policy thereby avoiding the necessity of making
provisions, for such claims as were not found recoverable.

The - Management stated that recording of uncertain
claims through suspense account was in accordance - with
Accounting Policy consistently followed by the Company.

The reply is not acceptable as the Company booked
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claims whicn are ap-initio doubtful of recovery under the
Claim Suspense Account and the Claims Recoverable were shown
net of Claims Suspense Account resulting in avoidance of
making provision for such claims through Profit and Loss
Account.

3) Provision for Doubtful Debts, Loans and Advances
(Rs.216.91 lakhs) was understated by Rs.8077.59 lakhs due teo
non-provision for the following resulting 1in overstatement
of profit:

(a) Bills of Exchange(Rs.42.15 lakhs), where the dates of
maturity have expired 3 years ago and the Company is
yet to initiate any action for enforcing recovery of
the amount.

The Management stated that the amount was duly secured
by an undertaking from the party and their bankers and that
since steps are being taken to realise the amount, no
provision is required at this stage.

The reply of the Management is not tenable as the dates
of maturity of all the Bills of Exchange have expired and
the Company 1is yet to 1initiate action for enforcing
payments.

(b) Rs.6033.44 lakhs shown receivable from the Government
of India towards interest on the dues relating to fatty acid
transactions for the period from 1988 to 1992-93. Since the
Company has expressed doubt about the recovery of the dues
by keeping an amount of Rs.1615 lakhs receivable during
1993-94 under Claims Suspense Account and did not recognise
the dues for 1994-95 and 1995-96, accounting for the amount
upto 1992-93 as <claims recoverable without adequate
provision was not in order.

The Management stated that the matter is still under
consideration of the Committee of Secretaries and pending
their final decision, no provision was considered necessary.

The reply of the Management is not acceptable as the
Ministry of Industry has clearly stated (October 1992) that
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-

the Company could not arbitrarily charge interest on
Government dues with retrospective effect and, therefore,
proposal for recovery of interest on Government dues was
unacceptable to the Ministry. Also in view of the fact that
the Company has kept an amount of Rs.1615 lakhs recoverable
during 1993-94 under claim suspense account and interest due
for 1994-95 and 1995-96 has not been recognised considering
it as doubtful of recovery, the recovery of interest of
Rs.6033.44 lakhs upto 1992-93 was also doubtful.

(¢) Rs.2002 lakhs shown recoverable from Newsprint Industry
as (i) there was no recovery from them during the last 3
years, (ii) both the Newsprint Industry and the Information
and Broadcasting(I&B) Ministry have not responded to
reimburse the amount to the Company and chances of ‘recovery
appeared remote.

The Management stated that the matter has been taken up
with the Ministry of Commerce/I&B for receipt of devaluation
loss of Rs.1568 lakhs. Regarding recovery of Rs.434 lakhs
being deficit on newsprint operations for
1991-92, it was stated that efforts were being made for
recovery of the same.

The reply of the Management is not tenable as there was
no recovery from the Newsprint Industry during the last 3
years and with the decanalisation of Newsprint in 1992, the
chances of recovery of the amount are remote.

Taking into account the above comments together with
other comments of the C&AG of India on the accounts as per
the Annual Report of the Company for the year 1995-96, the
profit of Rs.3266.96 lakhs would be converted into a loss of
Rs.5135.69 lakhs.

MINISTRY OF COMMUNICATIONS
DEPARTMENT OF TELECOMUNICATIONS
j I e 2 Mahanagar Telephone Nigam Limited

1) The Company had been providing depreciation on cables
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and lines and wires at the rate of 11.31 per cent instead of
at the rate of 5.28 per cent prescribed in Schedule XIV of
the Companies Act, 1956 for the last 3 years i.e. from 1993-
94 to 1995-96 although there 1s no change in their life as
fixed by the Department of Telecommunications. This had
resulted in understatement of profit by Rs.320.77 crores
(prior period-Rs.215.58 crores and current year Rs.105.19
crores) and understatement of net fixed assets by the same
amount .

The Management stated that depreciation on cables,
lines and wires etc. were charged at higher rates as the
Company felt that the rates prescribed in the Companies Act
were not adequate.

The Management’s reply is not tenable as their decision
for charging higher rates of depreciation was not based on
any sound technical assessment and neither approved by the
Board of Directors nor by the Telecom Commission. The
Company has, however, now agreed to carry out a fresh
technical evaluation in this regard.

2) Fixed assets as on 31 March 1996 were understated by
Rs.12.92 crores due to non-capitalisation of completed works
and fixed assets were overstated by Rs.6.65 crores due to
non-transfer of the residual value of decommissioned
exchanges from fixed assets to inventory (Rs.3.87 crores),
spill over items of apparatus and Plant (Rs.1.25 crores) to
inventory and inclusion of scrapped cable (Rs.1.53 crores)
in fixed assets, with consequential understatement of
inventory by Rs.2.63 crores.

The Management stated that necessary adjustments would
be carried out in the accounts for 1996-97 after receipt of
confirmation of completion of works from the concerned
executing authorities.

3) Non-provision for doubtful debts against absconding and
non-traceable subscribers resulted in overstatement of
sundry debtors by Rs.58.79 lakhs and overstatement of profit
by that extent.

The reply of the Management that the cases were under
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investigation and necessary adjustments would be carried out
on its completion 1s not tenable as the police authorities
had already declared these subscribers untraceable.

4) Non-provision of liability for sales tax of Rs.23.46
crores for the years 1988-89 to 1992-93 on the plea that the
Company had gone in for appeal after making payment of
Rs.1.39 crores against the total demand of Rs.23.46 crores
as raised by the Sales Tax Authorities for unauthorised use
of 'C’ forms in the purchase of goods/material for use in
the generation or distribution of electricity had resulted
in overstatement of profit by Rs.23.46 crores and loans &
advances by Rs.1.39 crores. For want of details of purchases
made during 1993-94 to 1995-96, the impact on profitability
of such sales tax liability could not be ascertained.

The reply of the Management that the sales tax payments
from 1988-89 onwards are still under appeal and payment of
Rs.1.39 crores was made for going in appeal in the Tribunal
is not tenable, as the Company was in no way engaged in the
generation and distribution of electricity and also the fact
that the use of ‘C’' forms was stopped by the Company from
1996-97.

5) Advances recoverable in cash or in kind or for value to
be received were understated by Rs.259.71 lakhs due to non-
inclusion of Rs.221.88 lakhs being the cost of
equipment /material inclusive of all other charges
transferred to various units of DOT, and Rs.37.83 lakhs
relating to 391 cases of loss due to theft of fixed
assets/work-in-progress under investigation by the Police.

Further, the advances were overstated by Rs.6.01 crores
due to non-adjustment of advance against the supply of 25K
lines D-Tax exchange equipment commissioned in July 1995,
but a separate liability of Rs.8.02 crores was created while
capitalising the said equipment. This also resulted in
understatement of profit by Rs.0.76 crore, overstatement of
work-in-progress by Rs.1.75 crores and current liabilities
by Rs.5.92 crores.

The Management stated that the bills were issued to the
concerned circles of DOT and necessary adjustment would be
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carried out during 1996-97. In respect of non-inclusion of
cost of items under theft cases, the Management stated that
these cases would be reviewed after obtaining the details
from the units concerned. As regards, non-adjustment of
Rs.6.01 crores, the Management stated that necessary
adjustment could not be carried out for want of fixation of
rates by DOT. The reply is not tenable as the net liability
pf Rs.2.01 crores should have been shown in the accounts
after adjusting advance of Rs.6.01 crores.

6) Approval of the Government to the adoption of
Industrial Dearness Allowance(IDA) pattern and related
scales of pay to the Executives (below Board level) and non-
executives of the Company recruited directly on or after 1
January 1989 was received by the Company in February 1996
but provision for arrears of Rs.46 lakhs (Approx) being firm
liability on this account was not made resulting in
understatement of expenditure and overstatement of Profit
for the year.

The Management stated that IDA scales and related
benefits were still under finalisation.

The Management’s reply is not tenable as the revised
scales in respect of non executives were implemented with
effect from 1 August 1996 before signing of annual accounts.
As such, provision should have been made on estimation
basis.

7) The Company had been allocating establishment charges
to self constructed fixed assets and capitalising work-in-
progress as a percentage of capital expenditure in terms of
their Accounting policy even though these expenses were not
directly related/allocable to specific assets. This is
contrary to the AS-10 of the Institute of Chartered
Accountants of India. The expenditure so capitalised during
the year 1995-96 was Rs.78.44 crores.

The Management stated that Rs.78.44 crores was
attributable to capital works in general and allocable to
the specific assets on the basis of percentage fixed by DOT

43




every year. This policy was being followed since the
inception of MTINL and they have maintained consistency with
the past. However, the Company stated that a Committee would
be set up to give a fresh look into this question.

8) Understatement of Current liabilities due to non-
provision of network charges payable to DOT for use of
National Net Work in respect of two zones in Mumbai resulted
in overstatement of profit by Rs.49.41 lakhs

The Management accepted the facts and agreed to examine
the cases for carrying out necessary adjustments during
1996-97, if found necessary.

9) Understatement of lease rentals resulted in
overstatement of profit by Rs.87.47 1lakhs due to non
provision of the same as payable to Industrial Finance
Corporation of India Limited (IFCI) under lease finance
agreement.

The Management stated that lease rental was provided
taking into account different periods on which advance was
capitalised by IFCI and was as per MOU between MTNL and
IFCI.

The reply is not tenable as the Company was liable to
pay interest on overdue lease rent as per the relevant
clause of the agreement between MTNL and IFCI.

1.2.29 Videsh Sanchar Nigam Limited

1) Profit was overstated by Rs.499.70 lakhs due to:

(i) non-provision of Rs.188.89 lakhs on  account
of network charges being the rent on land/lines
payable to Department of Telecommunications (DOT) ;

(ii) non-provision of Rs.36.63 lakhs on account
of maintenance charges for optical fibre cable and
VSB-LNSB link;

(iii) understatement of consumption of stores by
Rs.22.92 lakhs due to omission of customs duty
paid on imported spares; and

(iv) non-provision for Euro-issue expenses of
Rs.251.27 lakhs, for which bills were received by
the Company.
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2) Cash and Bank balance in Current Account was overstated
by Rs.84.27 lakhs being the amount of interest claimed by
the Company but not ‘credited by the Banker.

3) Rent receivable was overstated by Rs.279.37 lakhs with
consequential overstatement of current year’s profit by
Rs.22.45 lakhs as in the absence of agreement with DOT/MTNL
for charging of rent from DOT/MTNL for the premises occupied
by them, revenue recognition was unceftain and indeterminate
at this stage.

MINISTRY OF DEFENCE
DEPARTMENT OF DEFENCE PRODUCTION AND SUPPLIES
L2 30 Bharat Dynamics Limited

1) The Cash & Bank Balances were overstated by Rs.50 lakhs
due to non-accounting of a cheque dishonoured, about which
the Company received intimation in March 1996. This resulted
in understatement of loans and advances - deposits with

companies.

The Management stated that the Company received back
the dishonoured cheque in the month of April 1996 after
closure of Bank book. Hence the Bank balance as on 31 March
1996 was correctly shown and the fact of dishonour has been
amplified by way of a Note.

The dishonouring of the cheque was known to the
Company in March 1996 itself as indicated in the comment.
Hence, the amount should not have been included in the cash
& bank balances.

2) During the current year, the Company introduced a new
Accounting Policy amending the existing policy, to the
effect that the gratuity payable to eligible emplbyees is
administered by a separate Trust which has taken a policy
with Life Insurance Corporation(LIC), effective from 1 April
1996.

As the new Accounting policy is effective only from 1
April 1996, it has no bearing on the Accounts for the year
1955-96.
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As a result of giving effect to the new Accounting
policy in the current year itself, the profit for the year
was overstated by Rs.130.53 1lakhs being the difference
between the provision written back and the contribution paid
to LIC.

The Management stated that gratuity liability has been
assessed on actuarial wvaluation basis by the LIC of India,
upto 31 March 1996 and@ that liability has been transferred
to LIC by making a payment of Rs.647.27 lakhs during 1995-
96, so that the LIC would start making the gratuity payment
as and when due to the employees through "BDL Employees
Group Gratuity Trust". In view of the above, the balance of
provision for gratuity lying in books as on 31 March 1996
had been written back. Hence, the treatment given in the
books was in order.

Since the 1liability of LIC for gratuity payment
commenced from 1 April 1996 the withdrawal of the existing
gratuity provision was not proper. The new Accounting policy
was also not applicable for the current year. Therefore, the
Management.’'s reply is not tenable.

1.2.31 Garden Reach Shipbuilders & Engineers Limited

The profit for the year 1995-96 was overstated by
Rs.244.07 lakhs due to non-provision against advance
(Rs.68.22 lakhs) lying with the Income Tax Department which
became time-barred for refund claim, and due to non-passing
of the credit of Rs.175.85 lakhs on account of sales of
scrap to the customer.

The Management accepted the audit comment.

DEPARTMENT OF ELECTRONICS

1.2:32 CMC Limited
1) Work-in-progress (at cost) included Rs.70.80 lakhs
relating to the period upto March 1995. The above items

comprised equipment/software for customers and considering
Company’s inability to raise bills, it could not be
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ascertained whether these represent genuine work-in-
progress.

The Management stated that this represented work-in-
progress not billed to the customers as in most cases the
installation and commissioning had not been completed as per
the conditions of the contract. Acceptance certificates from
customers were awaited in some cases. The Management had
already initiated process of review and expected the
billing to be done in the financial year 1996-97.

The reply is not tenable as the inability of the
Company to raise bills even after a lapse of considerable
period of time raises doubt about genuineness of work-in-
progress. As regards equipment,‘it could not be ensured that
the items have actually been delivered. The defect 1is
fraught with the scope for serious irregularities.

2(a) Profit of Rs.12.66 crores for the year is to be viewed
in the light of the fact that profit on sale of office space
(Fixed Assets) at Mumbai of Rs.24.79 crores is included
under "Other income" in Profit & Loss Account.

The Management accepted the audit comment.

(b) An amount of Rs.617.67 lakhs has been written off
towards obsolescence against stores and spares. In the
computation of obsolescence surplus items having a unit
value of more than Rs.1,000 (worth Rs.86.68 lakhs) have not

been taken into account. As obsolescence is not wvalue
related, items having unit wvalue greater than Rs.1,000
should also have been written off. This has resulted in

overstatement of profit to the extent of Rs.86.68 lakhs.

The Management’s reply that the obsolescence/surplus
items in respect of stores and spares was determined on the
basis of the recommendations of the Inventory Advisory
Committee (IAC) 1s not tenable because the method of
determining obsolescence 1s based on values and has no
relation with actual obsolescence. However, the Management
stated that they have started reviewing the parameters and
would make necessary changes.
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MINISTRY OF FINANCE
1-2:33 General Insurance Corporation of India

1) Interest, Dividend and Rents (Rs.36665.50 lakhs)
included Rs.98.87 lakhs due to accounting of interest on
debentures/term loan outstanding for more than two quarters
which is in contravention of its Accounting policy/Reserve
Bank of 1India (RBI) norms. Consequently profit was
overstated by Rs. 98.87 lakhs.

The Management accepted the point. The amount ‘disputed
by the Company is also required to be provided for as a
prudential measure as it was outstanding for more than two
guarters.

2) In four BIFR cases, RBI guidelines on classification of
agsets were not observed, resulting in overstatement of
profit by Rs. 100.65 lakhs and also overstatement of value
of Debenture stock to the same extent.

The Management stated that the interest payments were
being received by the Corporation. Hence no provision was
considered necessary.

The reply is not tenable as the guidelines stipulate
that once an asset has been declared as non-performing, the
classification has to be continued for two more years even
if payments have been received subsequently.

3) The Company and its four subsidiaries did not have an
adequate system of reconciliation of balances due to/due
from each other and huge amounts were lying unreconciled in
their accounts for long. A test check of the accounts of
New India Assurance Company Limited (NIA) revealed that an
amount of Rs. 2530.26 1lakhs was receivable from the
subsidiaries of General Insurance Corporation (GIC) which
had not been confirmed by them. However, on the other hand,
the accounts of subsidiaries of GIC revealed that they had
to receive
Rs.4505.06 lakhs from NIA which was also not confirmed.
Thus, there was a difference of Rs. 7035.32 lakhs between
the companies.

The Management stated that they were seized of the
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matter and were making all efforts to reconcile the account
and elaborate guidelines had been issued to the companies
and despite all efforts, some o0ld balances remained
unreconciled. It added that there was bound to be some
overlapping due to time lag in the schedule of closing of
accounts aﬁong the operating units of various companies.

4) The profit of the GIC and its subsidiaries was to be
viewed in the context of the fact that the RBI
guidelines/prudential norms regarding income recognition,
asset classification, provisioning and other related matters
have not been adhered to. Had the above guidelines been
observed, the profit would have been less by Rs. 249.99

crores.

The Managements of GIC and its subsidiaries have
stated that RBI guidelines were not applicable to insurance
industry, which was regulated by provisions of Insurance Act
1938. Further, as regards investments in Government
securities are concerned, there is no need for change in
current practice as the securities are held to maturity and
also that the market wvalue of Government securities is
disclosed in Form AA.

The replies are not tenable as Section 45-I of RBI Act
defines financial Institutions to include insurance
companies also. As per Section 45-L of the said Act, RBI
has been given powers to issue guidelines to financial
institutions. Further the investment activities of GIC and
its subsidiaries are similar to that of other financiﬁl
institutions who are to adopt the prudential norms so as to
reflect the true value of their assets. Mere disclosure of
market value in Form AA is not adequate. The Companies
should have provided for the entire depreciation to reflect
the true and fair view of their assets as on 31 March 1996.

1.2.34 National Insurance Company Limited

1) The profit of the Company is to be viewed: in the
context that outstanding claims provisions were reduced by
Rs. 10035.34 lakhs after verification of accounts by the
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Divisional offices, which were not unanimously accepted by
the Divisional Auditors.

A test check of some of the outstanding claim
provisions revealed inadequate provision/unjustifie
reductions amounting to Rs. 1230.89 lakhs.

The Management stated that the revision of provision
was considered necessary in view of some major deviations
from standard norms and guidelines observed in the provision
made by Divisional offices. It was also stated that the
Company was satisfied that the total provisioning was
adequate to take care of liabilities of the Company.

The reply is not tenable as test check in audit
revealed cases of unjustified reductions resulting in
overstatement of profit. The Management’s contention that
reductions or revisions were not made without the
concurrence of auditors hides the fact that where Divisional
Auditors refused to agree to the reductions, the revisions
were got approved from the Regional office Auditors.
Repeated revisions were also made in the case of some
Divisional offices’ accounts.

1.2.35 New India Assurance Company Limited

1) The profit is overstated by Rs. 198.82 lakhs as the
equity shares in respect of certain companies having
negative net worth were not written down in accordance with
the accounting policy of the Company.

The Management stated that in the nine cases referred,
it was Company’s considered opinion that all the four
criteria adopted at Industry level for write off/write down
of equity shares were not applicable and, therefore, no
write off/write down was considered necessary during the
year.

The reply is not tenable as the net worth of the
companies had been eroded and investments should have been
written down as a prudent measure.

2) Profit of the Company was overstated on account of :-
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i) Excess booking of opening and closing balances of
outstanding claims pertaining to Japan Branch by
Rs. 243.75 lakhs and Rs.41.89 lakhs, respectively,
resulting in overstatement of profit by Rs. 202 lakhs.

The Management stated that necessary corrective steps
had been initiated to strengthen the system.

ii) Excess booking of commission on re-insurance by
Rs. 1806.72 lakhs.

The Management accepted the comment and stated that
this would be rectified in 1996-97 accounts.

iii) Non-provision for outstanding claims to the extent of
Rs. 235.22 lakhs.

The Management stated that corrective steps had been
initiated to streamline the system.

iv) Inclusion of Rs. 498.45 lakhs being the amount of
interest charged under 1Income Tax Act as deductible
expenditure for computation of Taxable income in the year
1994-95 and consequent under provision of income tax to that
extent.

The Management’s contention that they were hopeful of
getting the refund is not tenable as income tax liability is
not affected by the refund.

1.3.36 United India Insurance Company Limited

1(i) Accounting for the recovery of claims from the
reinsurers twice had resulted in understatement of. loss in
Miscellaneous Revenue Account and consequent overstatement
of profit by Rs.165.26 lakhs.

The Company admitted the fact and stated that this
would be taken care of in the statement to be rendered to
reinsurers.

(ii) Non-provision for arrears of lumpsum Domiciliary
Medical Grant of Rs.149.25 lakhs paid to employees during
April 1996 has resulted in understatement of loss in
Miscellaneous Revenue Account by Rs.149.25 lakhs.
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The Company took note of the audit comment.

(iidi) Non-inclusion of additional premium of Rs.724.91
lakhs recoverable from New India Assurance Company Limited
towards Staff Medi-Claim Scheme resulted in understatement
of Reserve for Unexpired Risk by Rs.362.45 lakhs and
overstatement of loss in Miscellaneous Revenue Account and
consequent understatement of profit by Rs.362.45 lakhs.

The Company replied that pending Industry level
decision, the additional premium, if any, due from New India
Assurance Company Limited under the Staff Medi-Claim policy
on account of adverse claims experience had not been
recognised.

The Company’s contention is not tenable as any
alteration/modification of the scheme had to be got approved
by Government of India. As per the terms of the Staff Medi-
Claim Scheme, additional premium of Rs.724.91 lakhs was to
be recovered.

(iv) Non-inclusion of additional premium of Rs.543.11 lakhs
payable towards Staff Medi-claim Scheme and Rs.7.96 lakhs
towards Group Personal Accident (GPA) Policy to Oriental
Insurance Company Limited resulted in understatement of
Management expenditure to that extent. Since Sundry debtors
did not include Rs.181.04 lakhs (one third of the premium)
recoverable from the employees in this respect, the profit
of the Company was overstated by Rs.370.03 lakhs.

The Company’s contention that pending Industry 1level
decision, it had not recognised the demand of the Oriental
Insurance Company Limited towards additional premium payable
under staff Medi-Claim and Group Personal Accident policy
does not take into account the fact that the
modifications/alterations in the Staff Medi-Claim Scheme and
Group Personal Accident policy needed approval of Government
of India which has not been obtained.

2) Loans included Rs.488 lakhs, being the interest accrued
but not due (Rs.157 lakhs) and interest receivable for the
year 1996-97(Rs.331 lakhs) on certificate of deposits and
bills rediscounting made during the year resulting in its
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overstatement. This has also resulted in overstatement of
sundry creditors by Rs.331 lakhs.

The Management stated that the practice followed by
them with regard to interest received on certificate of
deposit/bills rediscounted 1is an accepted accounting
practice and is consistently followed over the years.

The Management’s reply 1is not tenable as no such
amount (Rs.331 lakhs for 1996-97) towards interest had
actually accrued.

3) Against Rs.103.27 crores being the contributions made
to Pension fund, the actual liability as per the actuarial
valuation made as on 31 March 1996 was Rs.113.73 crores.
This had resulted in short-provision of Rs.10.46 crores and
consequent overstatement of profit by the same amount.

The Management drew reference to Notes forming part of
Accounts for the year ended 31 March 1996, where the balance
actuarial liability was rounded off to Rs.10.00 crores.

The Management’s reply is not tenable as the liability
to the extent required has not been provided for and only
the fact of non-provision of liability has been disclosed in
Notes. Further, the actuarial liability of Rs.10.46 crores
has been rounded off to Rs.10.00 crores which was incorrect
as all figures in the accounts were furnished upto two
decimals.

MINISTRY OF INDUSTRY
DEPARTMENT OF HEAVY INDUSTRY
1.2.37 Braithwaite & Company Limited

The loss for the year 1995-96 was understated by
Rs.90.51 lakhs due to under-provision of lease rent payable
to the Government of West Bengal.

The Management stated that yearly rent has been
enhanced by more than 92 times over the earlier rent by the
Government of West Bengal at the time of renewal of lease.
The Company considered the enhanced rent as arbitrary and
irrational, and accordingly has moved the appropriate
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highest authority in the Government of West Bengal
highlighting the background and the special merits for
correct determination of the yearly rent. The purported
increase in the annual rent, therefore, has been considered
under contingent liability pending final decision in the
matter.

The Management’s reply is not acceptable as pending
acceptance by the Government of West Bengal the liability
for lease rent should have been provided at the revised
rate.

1.2.38 Bharat Ophthalmic Glass Limited

The loss for the year 1995-96 1is unders