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1. The accounts of Government Companies set up urider the provisions of the 
Companies Act (including Companies deemed to be Government Companies as per the 
provisions of the Companies Act) are atldited by the Comptroller and Auditor General of 
India (CAG) under the provisions of 

1

Section 619 of the Companies Act, 1956. The 
I 

accounts certified by the Statutory Auclitors (Chartered Accountants) appointed by the 
I 

· CAG under the Companies Act are suoject to the supplementary audit by CAG whose 
I 

comments supplement the reports of the, Statutory Auditors. In addition, these companies 
are also subject to test audit by CAG. I 

2. The statutes governing some Cotporations and Authorities require their accounts 
to be audited by CAG. In respect of five such Corporations viz. Airport Authority of 
India, National Highways Authority of ~ndia, Inland Waterways Authority of India, Food 
Corporation of India and Damodar Valley Corporation, the relevant statutes designate 
CAG as their sole auditor. In respect! of one Corporation viz. Central Warehousing 
Corporation, CAG has the right to conciuct supplementary and test audit after audit has 
been conducted by the Chartered Accotlntants appointed under the statute governing the 
Corporation. I 

3. Reports in relation to the accou~ts of a Government Company or Corporation are 
submitted to the Government by 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. 

I 

4. Instances mentioned in this Repbrt are among those which came to notice in the 
course of audit during 2012-13 as welE as those which came to notice in earlier years. 
Results of audit of transactions subsequ~nt to March 2013 in a few cases have also been 
mentioned. ' 

I 
5. All references to 'Co:mpanies/<Corporations or PSUs' in this Report may be 
construed to refer to 'Central Gove~ent Companies/Corporations' unless the context 
suggests otherwise. 

6. The audit has been conducted J. conformity with· the Auditing Standards issued 
by the Comptroller and Auditor Generaljoflndia. 

I 
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[ EXECUTIVE SUMMARY l 
I I Introduction I 
1. This Report includes important audi t findings noticed as a result of test check of 
accounts and records of Central Government Companies and Corporations conducted by 
the Comptroller and Auditor Genera l of India under Section 6 19(3) (b) of the Companies 
Act, l 956 or the statutes governing the Corporations. 

2. The Report contains 40 ind ividual observations relating to 39 PSUs under 18 
Ministries/Departments. The draft observations were forwarded to the Secretaries of the 
concerned Ministries/Departments under whose administrative contro l the PSUs are 
working to give them an opportunity to furnish the ir replies/comments in each case within a 
period of s ix weeks. Replies to 23 observations were not received even as this report was 
being fi na lized in April 2014. Earlier, the draft observations were sent to the Managements 
of the PS Us concerned, whose replies have been suitably incorporated in the report. 

3. The paragraphs inc luded in this Report relate to the PSUs under the administrative 
contro l of the fo llowing Ministries/Departments of the Government of India: 

Ministry/Department (Number of Number of Number of paragraphs/ 
PSUs involved) paragraphs thematic studies in respect 

of which Ministry reply was 
awaited 

1. Atomic Energy l -
(UCIL) 

2. Chemicals and Fertilizers 2 -
(HOCL, RCF) 

3. C ivil Aviation l 1 
(AIL) 

4. Coal l 1 
(CCL) 

5. Commerce and Industry 2 2 
(MMTC, PEC, STCL) 

6. Consumer Affairs, Food and l 1 
Public Distribution 
(FCI) 

7. Defence l -
(HAL) 

8. Development of North Eastern l -
Region 
(NERAMAC) 

9. Ministry of Finance 2 l 
(OICL, NIAC) 

10. M ines 1 1 
(HCL) 

11. Petro leum and Natural Gas 10 8 
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(BPCL, HPCL, GAIL, IOCL, 
ONGC) 

12. Power 1 -
(NTPC) 

2 2 
13. Department of Public Enterprises 

(NALCO, BHEL, HUDCO, GAIL, 
NHPC, NTPC, PFC, PGCIL, 
SNN, THDC, IOCL, ONGC, 
MECON, REC, BDL) 

14. Road Transport and Highways 3 I 
(NHAI) 

15. Department of Scientific and 1 -
Industrial Research 
(CEL) 

16. Shipping 3 -
(SCL, DCIL, sen 

17. Steel 6 4 
(KIOCL, MSTC, SAIL) 

18. Textiles 1 1 
(NTC) 

Total 40 23 

4. Total financial implication of audit observations is ~ 2946.39 crore. 

5. Individual Audit observations in this Report are broadly of the fo llowing nature: 

•:• Non-compliance with rules, directives, procedures, terms and conditions of the 
contract etc. involving~ 766.22 crore in seven paras. 

•:• Non-safeguarding of financial interest of organisations involving ~ 1854.97 crore in 
22 paras. 

•:• Defective/deficient planning involving~ 321 crore in eight paras. 
•:• Non-realisation/ partial realisation of objectives involving ~ 4.20 crore in three 

paras. 

6. The Report also contains a para relating to recoveries of~ 115.53 crore made by 
eight PSUs and another para relating to corrections/rectifications carried out by four 
PSUs at the instance of Audit. 
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II Highlights of significant paras included in the Report are given below: 

Central Coalfields Limited, a subsidiary of holding company Coal India Limited (CIL) did 
not recover washery charges from 'e-auction' consumers, unlike the practice followed 
by Bharat Coking Coal Limited, another subsidiary of CIL, leading to loss of opportunity 
to earn~ 41 8.58 crore during April 2008 to December 201 2. 

(Para No. 4.1) 

The MMTC Ltd and PEC Ltd, both being trading members, since May 20 I 1 and December 
20 I 0, respectively, on National Spot Exchange Limited (NSEL), dealt in trading in spot 
contracts for purchase and sale of agro commodities with physical delivery of commodities 
which were settled on T+2 and T+25 days, respectively. Pursuant to directions issued by 
the Department of Consumer Affairs, GOI, vide letter dated 12 July 2013, the NSEL 
changed the settlement procedure for the trades. All contracts being settled so far by 
delivery and payment beyond 11 days were to be settled with effect from 23 July 20 13 on 
'T+ 1 O' days basis. Subsequently, due to reduction in trade at NSEL there was a mismatch of 
obligations and as a result it suspended (3 1 July 2013) trading and postponed the settlement 
of all one day forward contracts. 

An amount of ~ 218.53 crore was still recoverable (November 2013) by MMTC Ltd. from 
NSEL for the trading period of 26 June 2013 to 26 July 201 3 whereas PEC Ltd. was to 
recover ~ 123 .19 crore from NSEL for transactions fa lling between 25 June 2013 and 25 
July 20 13. The amount was recoverable due to the time gap between purchase payments 
and sa les realization as per trade practice on the exchange. NSEL defaul ted continuously in 
paying its dues to both the Companies from August 20 13. 

Audit observed that the Companies were trading and dealing on the NSEL which was a spot 
exchange under investment/financing mode where no effective delivery of goods was 
intended. Audit further observed that instructions for physical verification of stocks in 
NSEL warehouses were issued by MMTC Ltd. in December 2012 after 18 months of 
commencement of trading whereas PEC Ltd. did not do any physical verification of 
commodi ties at all. Neither of the Companies tried to ascertain the counter party details 
with whom they were entering into trade and there were no documents of title received 
either from NSEL or from counter party against the purchase of commodi ties. 

Thus MMTC Ltd. and PEC Ltd. continued trading on the NSEL in spite of deficiencies 
which resulted in blocking of~ 34 1.72 crore of the two Companies. From the chain of 
events, recovery of the same appears remote. 

(Para No. 5.1) 

North Eastern Regional Agricultural Marketing Corporation Limited fa iled to upgrade its 
processing plants and wipe out its accumulated losses as envisaged in the revival scheme 
due to diversion of funds of ~ 3.96 crore meant for meeti ng its capital expenditure towards 
working capital requirements and cash losses. Further the company could not achieve its 
main objective of providing marketing support to the farmers of the North-eastern region as 
it had to shift its focus from the procurement and sale of agro-horticultural products to 
supply of agricultural inputs under Government schemes due to shortage of working capi tal 
and lack of financial support from the Government. 

(Para No. 8.1) 
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Indian Oil Corporation Limited awarded (Feb 2010) contract for Captive Power Plant to 
Bharat Heavy Electricals Limited on nomination basis at a price higher than the estimate by 
17.4 I per cent and relaxed General Condition of Contract on price reduction for delay and 
mobilization advance. The extra cost attributable to the said relaxations was~ 194. l 0 crore, 
whereas the basic objective of timely completion of CPP by awarding the contract to BHEL 
on nomination basis at a higher value than estimates, remained unfulfilled. 

(Para No. 11.3) 

Foreign Trade Policy exempted the High Flash High Speed Diesel (HFHSD) from payment 
of excise duty under deemed exports for consumption in petroleum operations in eligible 
areas fa lling under petroleum exploration licence (PEL) I mining licence (ML) pre-NELP 
and ELP blocks, if such HFHSD was purchased through international competitive 
bidding(ICB). Oil and Natural Gas Corporation Limited (Company) purchased HFHSD 
during 2006- 13 for its petroleum operations in the eligible areas without resorting to ICB by 
paying excise duty and later through ICB with an option to the supplier to quote at a price 
inclusive of excise duty, stating that refund of excise duties would be claimed by the 
company on which no refund was received by it from DGFT. Such lack of awareness on the 
part of the Company was not justifiable, particularly when its failure to avai l of DEB in 
procurement of o il well cement under identica l provisions had been highlighted in C&AG's 
Report No 11 of 2007. The Company was also aware as PMTN was avail ing of such an 
exemption where the Company is hav ing 40 per cent participating interest. The avoidable 
expenditure due to non-avai ling of deemed export benefit was ~ 326.75 crore during 
2006- 13. 

(Para No. 11. 7) 

NTPC Limited (Company) awarded contracts to Mis. FGUP "VO" Technopromexport, 
Russia (TPE) and Mis . Power Machines (PM) for Main Plant Package (Part-A and Part-B 
respectively) at Barb Super Thermal Power Project (Stage-I). The contracts stipulated price 
escalation for both foreign and indigenous materials, subject to a ceiling of 20 p er cent of 
its contractua l value. TPE approached the Company for extension of the contractual 
delivery schedule and removal of price variation cei ling of 20 per cent due to delay by the 
Company in accepting change of legal status of TPE. PM also pursued the Company with a 
s imilar request on the ground of inflationary trends in material cost and unfavourable 
exchange rates.The Company sought permission from Ministry of Power (MoP) for 
termination of the contract on grounds of infringement of contractual provisions and to 
complete the contract at the cost and expenses of TPE. MoP directed the Company not to 
terminate the contract with TPE and to revise the completion schedule by removing price 
variation ceiling of 20 per cent since 2005. The Company, accordingly, amended the 
contracts wi th TPE and PM, by removing the above price variation cei ling retrospectively 
and extending completion schedules. These amendments resulted in extension of undue 
benefit to the contractors for which the Company had to bear an additional expenditure of 
US$ 31.53 million ~ 142.33 crore) and additional liability of US$ 3.5 1 million towards 
foreign materials supplied within the original contractual period. There was also denial of 
level playing field as removal of the important parameter on restriction to price variation 
conferred a post contractual advantage to TPE and PM. 

(Para No. 12.J) 

Five CPSEs's (NALCO, BHEL, HUDCO, GAIL and IOCL) leave ru les/ policy for 
enca hment of sick leave or of earned leave with HPL exceeding 300 days, on 
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superannuation, violated the DPE guidelines and resulted in irregular payment of 
~ 138.58 crore during the period January 2006 to March 2013. Further, seven CPSEs 
(BHEL, NHPC, NTPC, PGCIL, THDC, SJVN, PFC) made irregular contributions of 
~ 23.42 crore on account of provident fund in respect of leave encashment to employees 
during 2008 to 2012 and did not adjust excess contribution amounting to ~ 38.70 crore 
made prior to March 2008 in violation of the judgement (March 2008) of Hon'ble Supreme 
Court of India and instructions of Employees Provident Fund Organisation. 

(Para No. 13.1) 

Five CPSEs's (ONGC, MECON, RECL, BHEL and BDL) did not adhere to the DPE 
guidelines with respect to payment of PRP and made an irregular payment of ~ 202.95 
crore for the years 2008-09 to 2012-13. 

(Para No. 13.2) 

Against 45 days stipulated in National Highways Fee (Determination of Rates and 
Collection) Rules, 2008, for start of collection of toll from the date of completion, the toll 
collection at Allahabad Bypass project on NH-2 could be started after delay of about three 
years (November 2009 to July 2012) resulting in loss of revenue of ~ 150.09 crore. 

(Para No. 14.1) 

The Sethusarnudram ship channel project proposed to create a shipping channel along the 
territorial waters of India linking the Palk Bay and the Gulf of Mannar. The project 
envisaged reduction in the journey time for ships sailing between the east and west coasts 
of India and other countries. Sethusamudram Corporation Limited (SCL) was incorporated 
in December 2004 as a special purpose vehicle for the project and Tuticorin Port Trust 
(TPT) was nominated as nodal agency for undertaking the pre-project activities. 

The Supreme Court of India passed an interim order in September 2007 directing that "the 
dredging activity may be carried out, but the alleged Adams Bridge/Rama Setu shall not be 
damaged in any manner." The entire dredging work in Adams Bridge area was suspended 
from September 2007 onwards. The case is at present sub judice. Dredging work however 
continued at Palk Strait till Dredging Corporation oflndia (DCI) withdrew their dredgers in 
July 2009. Thereafter, there has been no activity in the project and an expenditure of more 
than~ 800 crore has been incurred on dredging partial quantity. 

The Project was conceived and approved on the basis of traffic projections which were not 
entirely realistic. The project was approved in May 2005 at a cost of~ 2427.40 crore with 
debt equity ratio of 1.5: 1. Equity through private placements and debt from the market as 
envisaged in the note to the Cabinet Committee on Economic Affairs never materialised. 
The revised cost of~ 4,504.09 crore as of December 2008 had not been approved and this 
could undergo further escalation. 

Dredging was the principal activity of the project. For the purpose of dredging, the stretch 
was divided into four Works A, B, C & D. 

Ministry of Shipping took the approval of the Cabinet Committee on Economic Affairs in 
May 2005 to award the Work 'D' on nomination basis to DCI in the interest of starting the 
project at the earliest. Not only the contract was awarded on nomination basis but even the 
rates were not finalised. 
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It was also noticed that due to lack of adequate soil data, the first round of international 
competitive bidding for Works A, Band C did not bear any fruit. DCl did not participate in 
the first round of bidding due to shortage of dredgers. In the second round, they participated 
as consortium with Dredging International for Work C at Palk Strait and A-B section at 
Adams Bridge area. 

Audit noted that TPT did not update the old estimates which were prepared in November 
2004 even in the second round of bidding in February 2006. This resulted in unrealistic 
evaluation of the reasonabil ity of the rates obtained in the second round of bidding. The 
second tender was also dissolved in July-August 2006 on grounds of high rates quoted by 
tenderers. 

Despite DCI's constraints in terms of the manpower, technology and equipment for 
executing dredging work in Adam Bridge area, the Ministry submitted the note for Cabinet 
Committee on Economic Affairs on 19 September 2006 seeking approval to the proposal of 
nominating DCI for dredging in all the sections within the revised escalated dredging cost 
of ~ 2171.40 crore. The Ministry awarded the entire work of dredging to DCI on 
nomination basis in October 2006. Thus the Ministry nominated DCI for Work D in June 
2005 and for all the remaining segments viz. Works A, B and C in October 2006 and the 
method of determination ofrates payable was "prevailing market rates" . 

DCI chartered dredgers through Transchart, the chartering wing of Ministry of Shipping. 
Transchart issued the specifications given by DCI to various agents, brokers and shipping 
companies and obtained their quotes. No tendering was resorted to and the price discovery 
process was based on negotiations by DCI with suitable dredgers and lacked transparency. 
Also the dredgers were engaged without fina lising the basic information for technical 
specifications and without analysing the reasons as to why the two attempts at international 
competitive bidding in which international firms had participated bad failed . 

The dredging completed was only 20 p er cent of the target of in-situ quantity of 48 million 
cum to be dredged in Adams Bridge area. This should also be viewed in the light of the fact 
that DCI also had confinned in its letter dated 16 September 2006 that for work in the 
Adams Bridge area, it had no equipment or manpower other than one CSD Aquarius. 
Dredger Aquarius also failed. 

Between February and September 2007, an in situ quantity of 9.52 million cum was 
dredged in the northern side of Adams bridge area and dumped in the channel alignment 
between chainage 30-35 km. Such dumping was unauthorised. 

The decision to dump the dredged material in the channel alignment itself was a violation 
of the conditions imposed in the environmental clearance. Dumping in a site that has not 
been assessed for environmental impact cannot rule out serious disturbances to the marine 
ecosystem there. It has been estimated that nearly 5 million cum out of 9.52 million cum of 
dredged and dumped material needs to be re handled. Therefore, further threat of 
disturbances to the eco system looms large. 

Work D in Park Strait area to be completed in July 2007 was completed in January 2009. 
For Work C in Park Strait area, only 38 per cent of the dredging work was completed by 
July 2009, when the work was stopped. 
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For Adams Bridge area interim survey, though stipulated in the MOU between DCI and 
SCL, wa not done by DCI for the period between February and September 2007 and the 
dredged materials were dumped in the alignment itself. 

After suspension of dredging work in July 2009 in Palk Strait area, NHO conducted survey 
in August/September 2009 and certified a dredged quantity of 18.9 million cum, as against 
dredged quantity of 21.43 million cum assessed by DCI in its survey in January 2009. This 
was due to the siltation process. 

The rate structure for DCI considered four per cent additional quantity, on the basis of 
Deta iled Project Report (DPR), to cater to siltation and over-dredging. However, the 
si ltation was later assessed to be I 0 per cent per annum by an expert engaged by DCI. 

Thus, preparation of DPR was not accurate. 
(Para No. 16.1) 

National Textile Corporation's decision to conclude the sale of land of Bharat Textile Mills, 
Mumbai (September 2010) at a rate lower than the sale concluded a week earlier for an 
adjacent land, without exercising the option of negotiation as per BIFR guidelines, resulted 
in loss of opportunity to earn~ 156.97 crore more from sale of land. 

(Para No. 18.1) 
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CHAPTER I: DEPARTMENT OF ATOMIC ENERGY 

Uranium Corporation of India Limited 

1. I Loss due to 11011-recol'e1)' of by-product 

Delay in setting up of By-product Recovery Plant for magnetite by Turamdih mill 
resulted in a loss of ~ 13.47 crore during the period from March 2009 to 
November 2013. 

Uran ium Corporation of India (Company), appointed M/s. Development Consultants Pvt. 
Limited (DCPL) as consultant for setting up a Uranium ore mine at Turamdih ( 1982) in 
the district of Singhbhum East, Jharkhand. The Detai led Project Report (DPR) prepared 
( 1984) by DC PL was approved by the Government of India (GOT) in April I 989, after the 
environment and forest clearances. The project work was started accordingly but in May 
1992, the activi ties of Turamdih mines were shelved by GOI after reviewing the overall 
nuclear power programme. The Company again received approva l during 2001 from GOT 
for re-opening Turamdih mine. The Company re-engaged DC PL for updating the 
Deta iled Project Report of the Turamdih Process Plant and its Board of Directors 
approved the updated report in December 2002. The constructi on work of the Uranium 
plant commenced from September 2003. The trial run of the plant began in June 2007 
and the plant was commissioned at a cost of~ 343.27 crore in March 2009. The ore fed 
in the plant for production of uranium also conta ined magnetite. The Company decided 
(November 20 I I) to invest a sum of ~ 20 crore fo r sett ing up a By-product Recovery 
Plant to recover magnetite from the tailings• genera ted from Turamdih mill wh ich was 
approved (May 2013) by GOI. 

ln this connection, Audit observed the fo llowing: 

• The Company had a lready commiss ioned a uranium plant at Jaduguda in 1968 in 
Singhbum belt of Jharkhand, the ore from w hich conta ined 3.2 per cent magnetite. Thus, 
the Company constructed a magnetite recovery plant in 1982 and further upgraded it in 
1984. Later in 2003, the ore mined out from Turamdih mine was used in the Jaduguda 
mill . 

• The delayed dec ision of setting up a magnetite recovery plant resulted in a loss of 
~ 13.4 7 crore due to non- recovery of magnetite from the tailings of Turamdih Plant 
during the period, March 2009 to November 20 13. Nationa l resources would continue to 
be wasted and the Company would continue to suffer losses for not being able to sell 
magnetite till commiss ioning of the magnetite recovery faci li ty, though it has a good 
market. 

• Tailings are materials left over after extraction of valuable minerals from ore. 
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I 

The Ministry in its reply (December 2013) inter-alia stated that: 
! ~, ·. 

i 

81 
I 

The inference of presence of magnetite ~n economically recoverable scale in the 
entire Singhbhum Thrust Belt spread over 150 km is incorrect. The economical 
recovery of any metal in a confined zone would depend upon proportionate 
distribution of various minerals. and its form. Turamdih process plant was 
commissioned in 2009. The presence of magnetite in the mineralogy of ore fed to 
Turamdih Process Plant was ascertained in ~O 11. _ 

• . It is necessary to confirm the availability of magnetite in the mining zone as well 
as in the solid stream after leaching (called tailings). This necessitated actual 
commissioning of the plant so that sample :from the operating plant for a larger 
period could be coUected for sampling and ~nalysis. This gives confidence for the 
economical justification of the commercial investment in true working condition. 

The Ministry's reply is not acceptable as: 

@ -I The Company was aware about the presenc~ of magnetite in Singhbhum Thrust 
! Belt and was also extracting magnetite from :its Jaduguda plant since 1982. 

<11 The ore mined out from Turamdih mine was used in the J aduguda mill between 
2003 to 2009 which establishes the fact that the Company was aware about the 

I 

· magnetite content in Turamdih Ore since 20@3. 

The trial run of complete process stream of Turamdih plant was started in June 
2007 and commissioned in March 2009. Given the fact that Turamdih Ore was 
being used in Jaduguda mill since 2003, th~ reply that the presence of magnetite 
in the mineralogy of ore fed to Turamdih Process Plant was ascertained in only 
2011 is not justified. · 

e GOI report which was published in 1937 titled "Mineral deposits of Eastern 
Singhbhum and surrounding areas" stated that magnetite was the most abundant 
material in the area and was present in almo,st every rock of Singhbhum. Further, 
the study report prepared ·in 1977 by the Company mentioned presence of 
magnetite in mineralised shear zone ofSinglibhum Thrust Belt. 

o From various studies undertaken since 193 7, the Company was well aware of the 
presence of magnetite on an economica~ly recoverable scale in the entire 
Sin:ghbhum Thrust Belt. After detailed stu_dies regarding the good demand for 
magnetite from coal washeries, economically recoverable scale etc, the Company 
set up a full scale magnetite recovery plant at Jaduguda in 1982. The Company 
fail~d to benefit from the knowledge and e~perience gathered over a very long 
period of time and take prompt decision to ~vest in the by-product recovery plant 
at Turamdih in order to reap the maximum possible benefit out of the investment. 

Th:us, delayed decision to set up the by-product reco;very facility at Turamdih led to a loss 
of I~ 13 .4 7 crore, which could have been avoided wi~h proper planning. 

I . 
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CHAPTER II: MINISTRY OF CHEMICALS AND FERTILIZERS 

Hindustan Organic Chemicals Limited 

2. 1 Irregularities in transfer of autonomous management of HOC school to 
Mahatma Education Society 

Hindustan Organic C hemicals Limited extended irregular and una uthorised 
favors to Mahatma Education Society for expanding its activities and also failed 
to recover lease rent of~ 6.54 crore 

Hindustan Organic Chemicals Limited (HOC) established (October 1966) a school to 
provide education to the wards of the employees. The school was run by HOC from 1966 
to 1974 . Thereafter the management of the school was transferTed to Deccan Education 
Society, Pune (DES) on a 40 years lease from 1974 onwards. However, the management 
of the school was taken back as notice for termination was served by DES (May 2000). 

HOC, initiated the tendering process (A ugust 2000) to entrust the autonomous 
management of the school to a suitable institution. The Board of Directors decided 
(March 2006) to transfer the management of the HOC schoo l to Mahatma Education 
Society (MES) selected through tendering process. HOC entered (October 2006) into a 
lease agreement with MES effective for 30 years from I June 2006. The agreement 
provided for payment of ~ 14.50 lakh per annum as lease rent for school 
building/premises and school ground (14.23 acres) and that MES would take over the 
li abil ity of teaching and non-teaching staff entirely (estimated sav ing of ~ 13.50 lakh per 
month). 

Subsequently, MES requested (October 2007) for grant of permission to start degree 
/profess ional courses li ke Polytechnic, Eng ineering, Management, etc. and also requested 
for a llotment of 40- 50 acres of land adjacent to the school premises fo r constructing new 
buildings for starting the courses. The Board of Directors decided (30 October 2007) that 
it was not in favo ur of re leasing any further land for putting up separate structures for the 
school purposes as such a course of action would invo lve many legal problems at a later 
stage. The Board, however, fe lt that any idle buildings which the Company fe lt may not 
be in a position to put into use in the coming years may be detained to the school 
management to provide fac ilities for starting add itional degree/profess ional courses at its 
own cost. The Board, however, while confi nn ing (24 January 2008) the minutes of their 
meeting held on 30 October 2007 modified the minutes and recorded that MES may start 
up degree/profess ional courses only w ithin the ex isting premises of HOC school and that 
no additiona l land w ill be made available to MES. 

Audit examination revea led that even before the Board took its decis ion, the Cha irman 
and Managing Director of HOC granted penn iss ion (26 October 2007) to M ES for 
construction of new bu ildings on the vacant area of the educational complex at the latter 's 
own expense. The lease rent in respect of the new buildings was to be fixed later. 
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Thereafter, on 29 October 2007, a corrigendum to the letter was is ued stating that the 
permiss ion granted would be subject to approval of the Board. A lthough the Board 
decided against the grant of permission to construction of new buildings, HOC d id not 
w ithdraw its letter and unauthorizedly allowed MES to construct new buildings over 
approximate ly 1 acre of vacant land in the educationa l complex. 

Audit further observed that there was considerable delay in fi xing of lease rent in 
November 2011. The rent fi xed was ~ 1.73 crore per annum from September 2010 
onwards and rent for academic year 2009- 10 for the profess iona l courses sta rted during 
construction period was 50 per cent of ~ l.73 crore i.e. ~ 86 lakh per annum fro m June 
2009 to August 20 I 0. Rent fi xed by HOC was di sputed (November 20 11 ) by MES on 
various grounds and the latter did not pay the lease rent of ~ 6.54 crore (for the period 
from June 2009 to March 20 14) so far (March 2014). 

In addition, HOC allotted it vacant residential quarters to be used by MES a hostel. 
According to the tender issued by HOC, re idential acconunodation was to be provided 
for the teaching/non-teaching staff in vacant quarters. However, while entering into lease 
agreement, HOC permitted MES to start residentia l school and sports academy in the 
ex isting school building and allotment of residential accommodation to staff and students 
ubject to availabili ty at preva iling rates. Accord ingly, on a request by MES, HOC 

allotted 56 res idential quarters (coveri ng about 27640 sq. ft) outside the school campus at 
rates be ing charged from others who hired quarters from HOC for residential purposes. 
The Management failed to gain advantage from the commercia l exploi tation of the vacant 
quarters by MES for the latter' s utilization as hostel for its students. 

The Ministry, based on a complaint, directed (December 2011 ) HOC to review the entire 
arrangement and if required, to revoke the lease agreement with MES. According ly, the 
Board of Directors constituted (March 201 2) a Board level sub-committee to go into the 
entire issue including scruti ny of Board papers to determine whether the dec ision of the 
then CMD were duly authorised by the Board. The Ministry (October 201 2) aga in 
expressed concern on inaction of the Board and sought final report by I 6 November 
201 2. The sub-committee of the Board (June 201 3) decided that the final dec ision would 
be taken after conclusion of the departmental enquiry proposed by the Ministry. Neither 
the HOC M anagement nor the Ministry had taken any decis ion despite the lapse of two 
years . 

HOC stated (December 201 3) that as there was no space available in the old buildings of 
HOC School for conduct of degree/professional courses, MES was required to construct 
the new buildings for the same as per the norms o f AICTE and UGC, within the existing 
premises of the educationa l complex o f HOC. It was further stated that the Company did 
not lease its land to MES but only lea ed buildings/premises. The Company saved 
~ 19 lakh per month (~ 2.28 crore per annum) which would have otherwi e been incurred 
by HOC in running the school. 

The reply is not acceptable as allowing MES to construct new buildings in an area 
admeasuring about l acre in the educational complex, amounted to leasing of land to 
MES. Also the contention that the Company made a saving of~ 19 lakh per month is not 
relevant as the arrangement was as per the agreement with MES, which was fina lised 
through tender. 
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The Mi ni try, in its reply (January 20 14), endorsed the v iews of HOC that there were no 
irregularitie in the arrangements wi th MES. However, it directed HOC (December 2011) 
to get the matter probed and dec ided (October 20 12) to conduct a departmental enquiry. 
Thus, the tance of Ministry wa se lf-contradictory. 

HOC chool had 1267 student prior to transfer of the management to MES. After the 
transfer of management, it had (October 20 13) 926 school students and 20 new 
engineering/management course catering to 3409 college students. The constructed area 
in the educational complex increased from 1.308 acres prior to trans fer to 2.30 I acres. 
Thus, the transfer of management of HOC chool gradua ll y turned into a private 
commercial venture by ME , due to extension of variou irregular and unauthorised 
faci li ties by HOC Management. Further, HOC could not even recover lease rent of 
~ 6.54 crore for the period from June 2009 to March 20 14. 

Rashtriya Chemicals and Fertilisers Limited 

2.2 Blocking up of ftmds 

Blocking up of~ 52 crore and operational loss of~ 12.92 crore due to inadequate 
assessment of project viability 

Rashtri ya Chemica ls and Ferti lizers Limited (RCF)'s Phosphori c Acid Plant of I 00 
metric tonne per day capacity at Trombay evict byproduct phospho gypsum (gyp um) 
at the rate of 4.30 metric tonne for the production of each tonne of Phosphoric Acid. 
Rapid Building System Private Limited (RBS), Australia approached (November 2004) 
RCF with an innovative technology to manufacture high quality pla ter and load bearing 
pane ls, etc. from gypsum. A Memorandum of Understanding was signed (October 2005) 
between RCF and RBS for the Rapidwall+ project. 

The Board of RCF approved (March 2006) ' Rapidwal l' project at a cost of~ 75 .70 crore 
which wa revi cd (August 20 I 0) to ~ 8 1 . I 0 crore. The project wa en vi aged to produce 
14 lakh qua re meter of ' Rapidwall ', 23 ,000 metric tons of wa ll pla ter and 6,000 metric 
tons of high quality wall putty per year. The project was expected to generate IRR of 
19.84 per cent with a payback period of 4.6 l yea rs. 

RCF entered (May 2007) into an agreement with RBS for a Rapid Flow Calciner Plant 
and Rapidwall Plant including general arrangement and layout, drawings and technology 
in the fon11 of equ ipment technical manuals, drawings for maintenance purpose, etc. at a 
cost of Australian Dol lars 92,8 1,400 (~ 30.80 crore at an exchange rate of I Aus $ = 

~ 33. I 9 in May 2007). The project commenced in May 2007 and RCF started production 
in March 20 I 0. Total cost incurred on the project was~ 82.30 crorc. 

The Company could not attain the ful l utilisation of capacity. Details of production from 
the plant during the years 20 I 0- 1 I to 20 13- 14 (upto October 20 13) are given below: 

.. Rapillwall is cm en vironmental friendly load bearing, low cost pre fabricated plaster and glass fibre 
reinforced walling system with broad construction applications 
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Product Unit Annual Actual Production 
capacity 2010-11* 2011-12 2012-13 2013-14 

Wan Square 14,00,000 10,944.0o· 12,024.00 6,156.00 4428.00 
I 

Panel Meter (0.78) (0.86) (0.44) (0.32) 
I 

wan Metric 23,000 864.55 ' 2047.20 8,153.55 4309.50 
I 

(3.76) (35.45) (18.74) Plaster Ton (8.90) 
Wall Metric 6,000 NIL 3 NIL NIL 
Fu tty Ton 
I . , 

*]from March 2010. Figures in 'brackets indicate percentage, utilisation 
I 

i 
Due to low capacity utilisation, the cost of production was very high and the Company 

. in6urred a loss of~ 12.92 crore after taking into consideration anticipated loss on the 
· · stdck remaining to be sold. The Company did not ~ecover even the variable cost as total 
re~lisation

1

was ~ 9.63 crore against the variable co~t of production of~ 11.91 crore. The 
Cdmpany was finding it difficult to sell its products in the market and hence it was 
producing only very little quantity of wall panels and plaster and there was no production 
o{wall putty. 

. I , 

Eiaminatibn inAudit revealed that there were sever~l critical factors which the Company 
di~ not consider before taking up the project. 

~uality of products was dependent on The raw i material parameters could be met 
~ollowing raw material parameters: only if the rock phosphate (raw material for 

1 phosphorfo acid) was of certain quality. 

! 

I 
Gypsum purity : >90 per cent 

I 

Moisture. content : < 20 per cent 
I . 
I 

!level of Phosphorous Pentoxide (P20s) 
: !Maximum 0.05 per cent 

Rapidwall technology was new to the 
I . 

c;ountry 
1 

and the builders, civil 
engineers and architects were not 
Having sufficient kp.owledge about the 
product. The size of the Rapid wall 
was 2.85 .X 12 meters. The loading and 
1'uloading of ·. Rapidwalls required 
skilled labour, hydraulic cranes, long 
darriers for transportation, etc. It also 
r~quired training of masonry workers. 

When RCF changed its source (overseas 
supplier) ·of rock phosphate, the raw material 
parameters also changed to: 
Gypsum purity : <90 per cent 

Moisture. content: 26 to 28 per cent. 
Level ofP205: ranged between 0.25 per cent 
and 0.60 per cent. 

The Company, in order to overcome the lack 
of expertise, entered into a joint venture with 
HM Consortium (Mis. Hiranandarni 
Constructions Pvt. Ltd. and Mis. Mahimtura 
Consultants Private Limited) to market 
products. However, this arrangement did not 
address the issue of acceptability of products. 
The N e:Xperiment was not successful as the 
product was not accepted by the market. The 
N was wound up. 
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- I 

As the investmentrequiredwas huge,:the Company should have considered above risks. 
I 

The Company stated (October2013) that: 

I 
G> It was predominantly using rock phosphate procured from Jordan as raw material 

for Phosphoric Acid. The qu~lity of byproduct gypsum was therefore based on 
this rock. The gypsum thus !produced was tested by technology supplier and 
recommended as suitable fqr manufacture of wall panels and other plaster 
products. Since rock from Jordan only was being used, gypsum produced by rock 
from other sources was not ehvisaged and was not available for testing. Due to 
non-technical and compelling: commercial reasons, rock phosphate from sources 
other than Jordan was procur~d. Although the alternate rock was suitable for its 
primary use in the manufactUre of complex fertilizers, the quality of byproduct 
gypsum thus produced was ~ound to be adversely influencing consistency of 

I 

-Rapidwall panel quality. Such changes in gypsum quality and consequent panel 
quality due to change in rock ~ource could not be foreseen. 

(i} The joint venture for marketiO:g ofRapidwall products was formed with renowned 
companies of builders and strhctural engineers. The joint venture partners carried 
out field tests and developed/ their own methodology for construction with wall 
panels. However, the joint venture was wound up, among other reasons, as the 

I 

partners demanded much hig~er discounts than was affordable. 

Training sessions were arran'ged for the civil engineers and architects of joint 
venture partners. On site defuonstration and training for masonry workers and 
labour engaged by builder wete organised. -

o Acceptance of the product in the market was established by a market survey 
carried out by AC Nielson-ORG Marg, a renowned consultancy firm prior to the 
implementation of the projectland was positive in all respects. 

Prior to implementation of tp.e project, a two storey residential bungalow was 
constru~ted in the Compai;iy's township with wall panels imported from 
technology supplier in Austj"alia. To witness the construction of the building, 
workshops were organised I where large number of builders and architects 
participated and all of theml expressed their desire to use the product in their 
projects. 

While endorsing (February 2014) thJ reply furnished, the Ministry stated that the facility 
for wall plaster costing about~ 30 ctore was in operation and generating revenue and the 
blockage on funds was approximatelt ~ 52 crore only. It further stated that: 

tll The Company has provided (or impairment loss of~ 48.74 crore in compliance of 
Accounting Standards whictl could be reversed in subsequent years based on 
improved production/ sales/c~sh inflows. 

The Company had taken decision with certain amount of business risk to convert 
a waste byproduct into a durable and cost effective alternative to -costlier and 

7 



ReportNo .. 13 o/2014 
I 
I 

scarce cement, sand and water, demand for which was expected to grow m 
coming years and funiished details of future plan of action. 

. ' ,· 

The reply of the Company/Ministry is not acceptable as: 
I . 
I 

c 
1 The Company tested suitability of only one source of rock phosphate. It should 

' 

I 
®I 

I 

@ 

I 
I 
I 

have considered other sources of rock phosphate and found out suitability as 
depending on only one source had an element of risk involved, which was proved 
right after the plant was set up; 

The Company could not even achieve one per cent of its installed capacity of the 
main product, wall panel, in the three years of the plant's operation and the 
Company could sell only 30 per cent of the quantify produced; 

The future plan made by the Company alsoi provided for production of only 7. 71 
and 15.43 per cent of the installed capacity of wall panel and 65 and 65 per cent 
of the installed capacity of wall plaster during 2014-15·and 2015-16 respectively; 

Annual profit expected from the projecti was ~ 10.78 crore, out of which 
I • • . 

~ 5.81 crore was from the sale of wall putty. The production of wall putty was 
only 3 MT during 2011-12.and there was np production in other years. As there 
was no production and sale of wall putty, which was expected to generate more 
than 50 per cent profit of the project, the viability of the project became doubtful; 

The project was expected to generate IRR of 19. 84 per cent with a payback period 
of 4.61 years. However, operation of the Rapidwall plant from March 2010 to 
Qctober 2013 resulted in a loss of~12.92 crore; 

The Company provided for impairment ldss of~ 48.74 crore for the project 
I 

during 2011-12 and 2012-13 since the exp~cted value in use was lower than the 
carrying amount. This indicated that the Cbmpany was not confident of future 
prospects of the project. In view of the continued under utilisation of capacity and 
loss during 2013-14, the Company would have to provide further impairment loss 
dudng 2013-14 and reversal of impairmentJ?ss already provided is uncertain. 

THus, inadequate assessment of risk factors of the pioject led.to the Company investing in 
a non-viable project resulting in blocking up of funds of~ 52 crore, which might be a loss 
to .the Company. Additionally, it alsq suffered operational loss of~ 12.92 crore. 

i . 

I 
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[-~~~c_HA~P_T_E_R_1_1_1:_M_I_N_1_sT_R_Y~O-F_c_1_VIL~-A-V_IA~T-IO_N~~~~l 
Air India Limited 

3. 1 A voidable expenditure 011 deadhead cost 

Air India Limited (Company) failed to increase the proportion of crew stationed in Delhi 
during 2011-12 and 2012-13 even as the proportion of nights from Delhi during the 
period increased significantly leading to additional deadhead expenditure of ~ 17.17 
crore in positioning Mumbai based crew in Delhi. 

A ir Ind ia Limited (Company) has to ma intain the required strength of di fferent categori es 
of cabin crew 1 at De lhi and Mumba i to operate its major international fl ights (Wide 
Body-WB) to fore ign destinations from the e tations. Cabin crew i e ligible for flying 
allowance as we ll as subsistence a llowance depending on the number of hours flown in a 
month. The crew is e lig ible fo r ixty fi ve per cent a llowances of the scheduled block 
hour in a particular month in case of positioning or trans-shipment for fli ght operation. 
Such expenditure incurred for positioning the crew is considered as 'deadhead' cost by the 
Company. 

The Company declared Delh i as a hub with e ffect from 'Winter 20 JO'. As a con equence, 
there was a change in the number o f scheduled 'Wide Body fl ights' to be operated from 
Delhi . With the declaration of Delhi a hub, the ex isting ratio of 67:33 (October 20 I 0) 
between flights originating from Mumbai and De lhi changed to 48:52 in November 20 10. 
The percentage of fli ghts origi nating fro m Delhi ranged from 5 1 to 63 per cent during 
December 20 10 to March 201 3. T he ratio of Mumbai:Delhi operation wa 46:54 a on 
March 20 13. 

Further, while operations of fli ght from De lhi increased signi ficantly from 33 per cent 
(October 20 I 0) to 54 per cent (March 20 13), the crew ma intai ned at Delhi did not 
increase to the extent required over the same period. This necessitated avoidable 
movement of crew from Mumbai to Delhi during 2010-11 to 201 2- 13. The Mumbai 
based crew travelled as Pax/Supy 2 as S taff on duty (SOD) to De lhi one day before fligh t 
duty, tayed in a hote l to provide one clear night and operated the flight the fo llowing day 
incurri ng additional expenditure. Following completion of duty, the crew e ither returned 
to Mumba i the same day or after a stay at De lhi fo r one or two days w hich added to the 
deadhead cost. 

Scrutiny of 'Crew Movement Deta il fo rm ' revea led that in 20 11 - 12 and 20 12-13, the 
Company's Mumbai based crew (Wide Body) had undertaken SOD trave l of 36,736 and 
28,059 hours and the Company pa id avoidable a llowances of ~ 6. 19 crore and 

1 Categories of Cabin crew-namely Jn-flight Supervisor/Cabin Crew Jn-charge, Flight Purser, Air 
Hostess and other cabin crew. 

2 Supy ref ers to travel by crew members in uniform from a station to another f or the purpose of next 
duty at an onwards station or coming back to base after co111pletio11 of duties assigned and e11titletl 
to passenger seat. 
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~ j3.86 crqre respectively during the above two yea,·s considering a cushion of six months 
frpm October 2010 to March 2011 to adjust the crew deployment at Mumbai and Delhi. 
Besides, the seats on which the cabin crew travelled were not available for passengers 
r~sulting in lower revenue generation, particularly! for a busy route like Mumbai-Delhi
Mumbai. Though all flights of the newly inducted! B-787 (Dreamliners) aircraft were to 
o~ginate from Delhi, 42 per cent of the cabin crew staff trained for its operation (as on 
June 2013) were based in Mumbai. 

i 
~ile accepting the fact that the number of flights ex-Delhi increased substantially and 
corresponding number of crew stationed in Delhi had not increased to the required level, 
t~e Comp~ny stated (October/November 2013) that;: 

! 

;, ' 

I 
I 

., 
I 

., ' 

SOD travel (deadhead hours) increased with the commencement of commercial 
operation of flights with 787 aircraft in September 2012. 

Assigning Flight Pursers' functions in a Wjide Body crew to other categories of 
cabin crew was not possible in view of noh-inter_.changeability of functions and 
also the same might be in contravention of various court judgments including two 
Apex Court Judgments and lead to contempt of Court. Further compulsory 
transfer of cabin crew to Delhi would lead to industrial unrest since the category 
was highly unionized. It would not have been a prudent and economical decision 

I I 

"to transfer crew to Delhi and reverse the movement at a later stage, once there 
were more flight operations from Mumbai pursuant to development of Mumbai 
Airport. 

Positioning at Delhi was carried out for all 'Airline Attendants' on contract and on 
voluntary basis for other cabin crew who wanted to seek a transfer to Delhi. 
Permanent transfer to Delhi could only ~e implemented after a clear transfer 
policy was in place which was being worked out. 

Operations from Delhi were enhanced bec~use of major work in progress at the 
Mumbai airport which did not facilitate adqitional flights whilst the Delhi airport 
had a brand new airport with all facilities and infrastructure enabling Delhi to 
handle more :flights. 

M~jority of the crew trained for B-787 1 aircraft were from Mumbai due to 
availability of training facilities and infrastructure in Mumbai and decision of 
previous Management to train cabin crew based on criteria which was primarily 
seniority and availability. 

In, all airline operations 'deadhead' cost was a common phenoI11enon in order to 
I I ·.. • 

conform to regulations framed by the regillatory body and also it was neither 
feasible nor economical to have bases at map.y locations to curtail deadhead cost. 

Keeping the operations in mind, various measures had been taken to ensure that 
deftdhead cost was kept to minimum. 
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i 
Reply needs to be viewed in the light bf the following: 

• During the period covered in audit i.e. 2011-12 to 2012-13, B-787 flights had 
been operated only in 5 month:s i.e September 2012 to January 2013. 

I 

The cabin crew were Hable ~o be posted outstation on any of the Company's 
routes or routes operated by as,sociates. 

I 

• Though the Company enhanc:ed flights from Delhi as Mumbai Airport was not 
able to facilitate additional ~ights, it failed to plan the availability of required 
number of Cabin Crew at Del* resulting in deadhead expenditure. 

I . ' 

• The decision of the Management to train and deploy cabin crew on B-787 aircraft 
based on seniority and availability further resulted in incurring of deadhead 
expenditure, even as flights w6re enhanced from Delhi. 

: 

• Despite the measures taken by the Company, the proportion of crew at Delhi to 
Mumbai did not increase proportionately. Though measures were being taken to 
reduce 'deadhead' cost, total f AX hours during the period April 2013 to August 
2013 showed an increasing trend from 1491.38 hours to 2706 hours (81 per cent 
increase). It is also noticed th~t the percentage of Delhi based cabin crew trained 

I 

in B-787s aircraft dropped fro~ 58 to 53 during June to October, 2013. 

While some deadhead cost may be ne~essary to meet operational exigencies, the situation 
reported above was avoidable which Tu.ad occurred due to crew shortage in Delhi vis-a-vis 
Mumbai even as the international htlb had shifted to Delhi. This was possible to have 
been corrected by the Company throu'gh suitable human resource management measures. 
This assumes greater importance in ~iew of the present financial difficulties being faced 
by the Company and emphasis laid by GOI on rationalisation of costs for turnaround, 
while granting financial assistance to the Company. 

Thus, inability of the Company to mkintain cabin crew in Delhi in proportion to flights 
originating from the station resulted in avoidable expenditure of~l 7. l 7crore on deadhead 
cost during 2011-12 and 2012-13. 1 

I 
The matter was reported to the Ministry in November 2013; their reply was awaited 
(March 2014). 

1 
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[ CHAPTER IV: MINISTRY OF COAL 

Central Coalfields Limited 

4. I Non-recovery of washery charges 011 sale through 'e-auction ' 

Central Coalfields Limited (CCL), a subsidiary of holding company Coal India 
Limited (CIL) did not recover washery cha rges from 'e-auction' consumers 
leading to loss of opportunity to earn ~ 418.58 crore during April 2008 to 
December 2012. 

l 

In accordance with the notifications issued from time to time by CIL, coal is classified 
into three categories such as Coking coa l, Non-coking coal and Semi and weakly coking 
coal. Only coking category of coa l is 'washery grade', and is further classified into grade
r, Il, III and IV based on percentage of ash contained. A higher grade of coal contains 
lesser percentage of ash. 

CCL, a subsidiary of CIL sold on MOU basis, washery grade coal to SAIL and RINL. 
CCL collects fixed cost components of the washery as washery recovery charges over 
and above notified price in respect of washery grades II, III and lV coal supplied to these 
consumers without washing of coal. 

Audit examination revealed that, even though the 'e-auction' notices contained a clause 
relating to recove1y of add-on ptice in addition to bid price, CCL had not been collect ing 
washery recovery charges from consumers purchasing coal through 'e-auction' on sale of 
coal of washery grades 11 , Ill and IV. BCCL, another subs idiary of C IL, had been 
collecting the same for all types of washery grade coal so ld through 'e-auction' over and 
above other statutory charges and levies by invoking the clause for recovery of add-on 
price (washery recovery charges) over and above the bid price. 

During April 2008 to December 2012, 'e- auction' consumers lifted 45.50 lakh tonne of 
washery grade coal from CCL, on which CCL failed to coll ect ~ 418.58 crore through 
levy of washery recovery charges. 

CCL stated (February 2012 & March 2013) that: 

• lt sold on ly that washery grade coal through 'e-auction' which could not be 
washed in a washery or was not acceptable to washery for washing. 

• BCCL washery grade coal is of superior quality compared to that of CCL. 

• The base price declared for 'e-auction' is at additional price of 30 per cent above 
the notified price and the rate received against such offer under 'e- auction' is 
considerably higher than the base price. The 'e-auction' prices are market driven. 

12 
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• New Coal Distribution Policy lor any other guideline issued by MOC/CIL did not 
stipulate that the · Raw Coking Coal left · in ·· stock after quantity supplied to 
washeries was to be sold at noiified price along with washery recovery charges. 

I 
I 

The reply is not acceptable in !view of the following:-

• BCCL has been levying washery recovery charge for washery grade coal through 
'e-auction' irrespective of wHether the coal was linked or not-linked to any 
washery for washing. CCL its~lfhas been raising bill for supply of washery grade 
coal on SAIL and RINL along! with washery recovery charges over and above the 
notified price. : 

I 

In terms of CIL price notification, washery grade coal sold through 'e- auction' by 
I 

both CCL and BCCL belong tq same category. 
I 

• New coal distribution policy qf CIL imposes no restriction in imposing washery 
recovery charges for washery ~ade coal sold through 'e-auction'. 

' 

On being pointed out in Audit, ccrJ has started collecting washery recovery chall"ges 
from January 2013 on e-auctioned ~uantity as an add-on charge which proves tthatt 
this could have been done earlier. ' 

I 

Thus, due to non recovery of washeryl' charges, on sale of washery grade coal through 'e-
auction' on the lines done by BCCL, CCL fost an opportunity to earn ~ 418.58 crore 
during April 2008 to December 2012. ! 

I 
! 

The matter was reported to the Min~stry in November 2013; their reply was awaited 
(March 2014). · 
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CHAPTER V: MINISTRY OF COMMERCE AND INDUSTRY 

MMTC Limited and PEC Limited 

5.1 Blocking of fimd.\ due to lack of ji11a11chll prudence 

Blocking of funds amounting to ~ 341. 72 crore due to lack of financial prudence 
while trading on National Spot Exchange Limited (NSEL) 

MMTC Limited and PEC Limited (Companies) were trading members on National Spot 
Exchange Limited (NSEL), Mumbai since May 20 11 and December 20 I 0, respective ly. 
Ministry of Consumer Affai rs Food and Pub lic Distribution (Department of Consumer 
Affairs) vide Gazette Notification dated 5 June 2007 exempted the Forward Contract of 
one day duration for sale and purchase of commodities traded on NSEL from the 
operation of the provision under Forwarded Contracts (Regulation) Act, l 952 ubject, 
inter alia, to the condition that no sho1t sa le by members of the exchange shall be 
allowed. NSEL offered spot contracts fo r purchase and sale of agro commodities 
with phys ical delivery of commodities which were settled on T +2 and T+25 days, 
respectively. MMTC and PEC both initially restricted the financial limits of trade to 
~ I 0 crore and~ 50 crore, respective ly, and dea lt in trading of pulses. However, within a 
period of one year, both the Companie diversified into trade in paddy, edible oi ls, 
wheat, etc. The overall trade limit was also ra ised to~ 250 crore by both the Companie . 
MMTC and PEC cont inued trading on NSEL up to 26 July 2013 and 25 July 2013, 
respectively . 

Pursuant to directions issued by the Depa1tment of Consumer Affairs, GOI, vide letter 
dated 12 July 20 13, NSEL changed the settlement procedure for trades with effect from 
23 July 20 13. As per changed procedure i ued by NSEL vide Circular dated 22 July 
2013, all contracts being ettled so far by de livery and payment beyond 11 day were to 
be settled with effect from 23 July 20 13 on 'T+ lO' days ba is. Subsequent ly, due to 
reduction in trade at NSEL there was a mismatch of obligations and as a result it 
suspended (3 1 July 20 13) trading and po tponed the settlement of a ll one day forward 
contracts. 

An amount of~ 2 18.53 crore was still recoverable (November 20 13) by MMTC from 
SEL for the trading period of 26 June 20 13 to 26 July 2013 whereas PEC wa to 

recover ~ 123.19 crore from NSEL for tran acti ons fa lli ng between 25 June 20 13 and 25 
Jul y 20 13. The amount was recoverable due to the time ga p between purchase payments 
and sales rea lization as per trade practice on the exchange. NSEL defau lted continuously 
in paying its dues to both the Companies from August 20 13. 

Audit observed that trade dealings of both the Companies with NSEL suffered from 
following infirmities and deficiencies: 

14 



ReportNo.13 o/2014 

® The Companies were trading and dealing on the NSEL which was a spot 
exchange· un~er 'investment!fiiiancing mode where no effective delivery of goods 
was intended. 1 

I 

" Within one year. of commeticement of their trading on NSEL the Companies 
raised their financial exposuie limit 5-25 times without any functional driU or 
standard operating procedure. i Subsequently,, MMTC prepared its Functional DriH 
on 30-11-2012 fortrading of agro products.cm NSEL. 

I . 
. I . 

(i) Instructions for physical verification of stocks in NSEL warehouses were issued 
I . 

by MMTC in December 2012 after 18 .·months of commencement of trading 
whereas PEC did not conduct 1any physical verification of commodities at all. 

i 
' 

No risk insurllnce review wa1s made while .~dertaking transactions with NSEL. 
As a result, no insurance covet was taken for the commodities traded on NSEL. 

Neither Company tried to ascertain the counter party details with whom they were 
trading. 

I 
There were no documents of title received either from NSEL or from counter 
party against the purchase of dommodities. 

The comments offered by the Companies (MMTC-November 2013 and PEC January 
2014) to the Audit observations were 1as follows: 

. I 

• MMTC replied that NSEL ~as counter guarantor for delivery and payment 
schedule. Similarly PEC repFed that for unsettled purchases, they were given 
delivery allocation indicating lthe warehouse receipt number, weight and location 
of warehouse which indicate1 that the _tra~~ was backed by physical goods and 
could be used to set out PEC's sales obligation.· 

' ! -
e Financial exposure limit for trkding at NSEL was enhanced stepwise to tap further 

risk free arbitrage opportunityi available in the market. 
I ·. . . 

MMTC admitt~d-that instruc
1

tions were is~ued in December 2012 for monthly 
inspection of warehouse wh~reas PEC replied that commodity and warehouse 
management were always witllln the purview and responsibility ofNSEL. 

I 

Companies -were assured that jinsurance ofc()mmodities was already taken up by 
NSEL and to avoid duplication, they did not go for insurance of the commodities. 

I -

e NSEL was the counter party/counter guarantor for delivery and payment 
settlement and it was not knmyn to them as to ~ho their counter parties were. 

The reply of the Companies is not acJeptable as: 

i 
0 'Buy' and 'sell' were done si~ultaneously with no supporting documents of title 

to underlying goods. Actual t~ndering of documents of title to goods covered by 
contracts was absent though e:ach buying and selling transaction was to be settled 
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on ' trade to trade' ba is resulting in compulsory delivery a per term and 
conditions of NSEL on settlement procedure. Such de li very logic would involve 
physical verification of stock by the Companies. 

• Increasing the financial exposure limit by 5-25 times within a small span of time 
wi thout any risk ana lysis was aga inst ord inary financial prudence. 

• The Companjes ne ither took any insurance cover fo r the commoditi es traded by 
them on NSEL nor requested NSEL for a copy of insurance undertaken by it. lt 
was only after the default, that the Companies requested the Exchange for the 
insurance documents of unsett led trade. 

• The Companies never tried to ascerta in the counter party details with whom they 
were entering into trade. An independent and credible assessment of the counter 
parties was required. 

From the above, it can be concluded that MMTC and PEC continued trading on the 
NSEL in spite of deficiencies which resu lted in blocking of~ 34 1.72 crore of the two 
Companies. From the chain of events, recovery of the same appears remote. 

The matter was reported to the Ministry in December 201 3; their reply was awaited 
(March 2014). 

The State Trading Corporation of India Limited 

5.2 Unwarranted tram/er of gain 

Failure to safeguard the interest of the Company resu lted in unwarranted transfer 
of gain of ~ 31.94 crore to Associate, on cancellation of Forward Contracts 

The State Trading Corporati on of India Limited (Company) imports bullion fo r its 
associates from vendors (suppliers) under various schemes. One of the schemes under 
bullion business is '90 days Usance Letter of Credit Scheme'. It requ ires open ing of 
Letter of Credit (LC) by the Company in favor of the foreign suppli er, after receipt of 
proforma invoice from the fo reign supplier for import of the quantity stated in the indent 
placed by the Company. 

Forward Contracts (FCs) are instruments to hedge against fluctuations in fore ign 
exchange rates. As per trad ing practice FCs are taken only after cry tallization of liability 
(i.e., amount due on remittance date as per proforma invo ice) in re pect of import of 
bullion. Further, FCs are taken only after opening of LCs by the Company on fore ign 
supplier on the bas is of LC value and LC maturi ty date. 

Import of gold was governed by the agreement dated 3 1 January 20 11 between the 
branch office of the Company located in Kolkata and Mis. Lichen Metals Private Limited 
(LMPL), an Associate of the Company. The trading practice of opening LCs after receipt 
of proforma invoice was reiterated in c lause 5 of the said agreement. Ml . LMPL placed 
an order dated 25 July 20 l l on the Company for import of 2000 Kg of duty free gold on 
' Usance LC/Stand By LC basis ' . Accordingly, the Company placed indent of I 000 Kg 
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i 
each on its foreign supplier's, viz. Mis.· Natixis Commodity Markets Limited (NCML) 
and Mis. MKS Finance (MKSF) otl. 25 ·and 26 July 2011 respectively with delivery 
period upto 30 April 2012. The Conipany purchased FCs from SBlon 26 July 2011 for 
USD 32 million (dates of remittance lfrom 10 July 2012 to 13 July 2012) and on 27 July 
2011for USD 68 million (dates of r~mittance from 16 July 2012 to 26 July 2012). The 
purchase of the above mentioned Fqs was confirmed by Mis LMPL on 26 and 27 July 
2011 specifying that profit/loss on purchase of FCs would be on their account. 

- I 
I 

Mis. LMPL cancelled the said inden~ and the booking of related FCs on 25 September 
2011. Accordingly, the C.ompany's iBranch Office at Kolkata cancelledits indent with 
the foreign suppliers on 26 Septembe~ 2011 on the ground that the Company had already 
arranged import of the said quantity bf 2000 Kg of duty free gold. The Branch Office at 
Kolkata also cancelled (26 Septemb~r 2011) the FCs by intimating to SBI that it had 
already imported the said quantity o~ gold. On account of cancellation of FCs, a gain of 
~ 35.73 crore occurred representing the difference between the cancellation rate and the 
booking rate as given in the table beldw: 

I 

;;., enl = ,-... .sa = ..... <.> .... -= = "'.:ti "'1<11 .... "' ..... Q ..... 
"' <II e 

I = <II :!2 .... <II <II "'!::l 'O !;:::: = = z Ref. No. <II Q ...... =·~ e e <II Q O:i==:::1 

"' = = 
0 <II ~~ "' "' "' "' <.> <II 

~ "' ~r c.:i ~ ~~ .~ > = <iiV = ~ u <II ii.. '-' I u 
I 
I 

0999811FS0000444 USD 40 46.4025 50.0470 145,78,000 13034645 1543355 2838 
I 
I 

0999811FS0000443 USD 40 46.4000 50.0470 145,88,000 13043586 1544414 2839 
I 
I 

0999811FS0000449 USD 80 46.3925 50.0570 293,16,000 26155646 3160354 2840 
I 
I 

0999811FS0000448 USD 80 46.3~75 50.0520 292,36,000 26112514 3123486 2841 

· lTSD 
I 

0999811FS0000447 80 46.4150 50.0495 290,76,000 25978985 3097015 2842 
I 
I 

0999811FS0000452 USD 40 46.4075 50.0620 146,18,000 13028043 1589957 2843 
I 
I 

0999811FS0000451 USD 80 46.4025 50.0595 292,56,000 26083305 3172695 2844 
I 
i 

0999811FS0000450 USD 80 46.3~75 50.0595 292,96,000 26128381 3167619 2845 
I 

0999811FS0000435 USD 80 46.6275 50.0395 272,96,000 24450378 2845622 2861 
I 

099981iFS0000434 
I 

24477153 USD 80 46.6225 50.0370 273,16,000 2838847 2862 
I . 

0999811FS0000433 USD 80 46.6l75 50.0345 273,36,000 24503948 2832052 2863 
I 

4o 
I 

1540755 0999811FS0000442 USD ·· 46.3~50 50.0445 145,98,000 13057245 2864 
i 

0999811FS0000441 USD 40 46.3~25 50.0445 146,08,000 13066190 1541810 2865 
i 

0999811FS0000436 USD 80 46.6575 
I 

50.0395 270,56,000 24226628 2829372 2866 
I 

0999811FS0000445 USD 40 46.4075 50.0495 145,68,000 13020998 1547002 2867 
I 
I 

0999811FS0000446 USD 40 46.4100 50.0495 145,58,000 13012060 1545940 2868 
I 

T01'AJL 100 ' 35, 73,GO,OOO 3119379705 379211295 I 
I 

Passed on Profit (319379705 Less f'12000 ckncellation charges= ('319367705 Credited on 28-09-2011 
! . 
i 
I 
I 
I 
I 
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! 

I 

SBI deducted ~ 3.79 crore on account of premium and margin on FCs and credited 
~ 31.94 crore to the Company. This said amount was transferred by the Company to Mis. 
Lfy!PL. 

Elamination in Audit revealed that the following itjegularities occurred in the booking of 
the above said FCs and transfer of gain of~ 31.94 crore to Mis LMPL by Kolkata Branch 
Office of the Company: 

! 

(i~ 
! 

(iiO 

I 

(iit) 
I 
! 

I 

The indent dated 25 July 2011 could not be processed as Mis. LMPL terminated 
th~. order. As the transaction was never cattied out due to default on the part of 
Mis. LMPL, transfer of the gain of ~ 31.94 crore on account of cancellation of 
FCs to Mis. LMPL was unwarranted and questionable. 

The Branch Office, .Kolkata made a false representation to the foreign suppliers 
for cancellation of indent for 2000 Kg goldi as well as to SBI for cancellation of 
FCs. Available records did not support import of 2000 Kg gold against the indent 
dated 25 July 2011 forLMPL. 

Clause 5 of the contractual. agreementWith M/s. LMPL refers to opening of LCs 
after receipt of proforma invoice. Not obtaining proforma invoice from the 
foreign supplier led to non-crystallization of liability for purchase of 2000 Kg of 
duty free gold. Despite non-crystallization of liability, the Branch Office, Kolkata 

i preferred to purchase FCs for USD 100 million. 

T~e Company did not agree with the audit observa~ions on unwarranted transfer of gain 
oft~ 31.94 crore on cancellation of FCs to Mis. LMPL in its reply (September 2013) on 

. th~ followTI;g grounds:. 

(i); 
I 

(ii) 
1 

I 
! 

(ii~) . 

Ptj.br to RBI circular dated 15.12.2011, ptoforma invoice could be submitted 
subsequent to booking of FC. Thus, FCs 'could be booked prior to receipt of 
proforma invoice. 

FCs were taken on specific request from the Associate. and all costs/incidental 
expenses were to be borne by the Associate.: STC was only to take a fixed trading 
margin on completion of transaction. 

The Associate, vide letters dated 26 July 2011 and 27 July 2011, confirmed that 
the exchange gain/loss on forward purchase would be on its account. As 
instructions of the Associate were acted upo~1, the same were part of agreement. 

The reason for cancellation of contract as rec~ived from the associate was 
communicated to foreign supplier & SBI. 

Reply is not acceptable in view of the following: 
I 

@ In the absence of proforma invoice, the v~.lue and dates indicated in FCs were 
without basis and hence speculative. Further, the agreement dated 31 January 
2011 did not provide for cancellation of indented quantity by Mis. LMPL. H 
provides for an option only to STC to canc~l the indented quantity on account of 
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ban, prohibition conditions, i~ any imposed by the Government on import of gold. 
Therefore, the cancellation of order by LMPL and consequent cancellation of FC 
was irregular. Failure to bbtain proforma invoice from the supplier and 

I 

subsequent cancellation of the indent and forward covers were, therefore not 
justified. I 

i 

Justification of the Compa*y by giving references to Mis. LMPL's letters 
regarding their accounting o'f profit/loss of forward purchase is irrelevant and 
outside the agreement dated! 31 January 2011. As such, remitting the gains on 

I 

cancellation of FCs to Mis. LMPL consequent on Mis. LMPL's irregular 
cancellation of indent was beyond the terms of agreement. 

I 

Mis. LMPL, at the time of c~ncellation of order, did not specify any reason for 
cancellation, whereas the Coihpany specifically intimated the foreign supplier and 
SBI at the time of cancellatibn of contract that it had already imported the said 
quantity of2000 Kg ofbullioµ, which was not true. 

The transaction points to speculativ6 trade rather than genuine bullion purchase. It also 
points to compromise with the finan6ial interests of the Company by its Branch Office at 
Kolkata as it failed in its treatment\ of gains in FCs under question which were taken 

I 
before the liability had crystalised and therefore outside the agreement. The Corporate 

I 

Office of the Company could have avoided occurrence of such lapses had it formalized 
I 

the procedure on FCs through the Bullion Drill/ Circulars. 
i 

Thus, remittance of Company's g~in to Mis. LMPL despite cancellation of indent 
resulted in undue benefit cif Z 31.94 ~rore to Mis. LMPL and foregoing of revenue by the 
Company to the same extent. ' 

The matter was reported to the Mini~try in October 2013; their reply was awaited (March 
2014). i 

I 
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CHAPTER VI: MINISTRY OF CONSUMER AFFAIRS, FOOD 
AND PUBLIC DISTRIBUTION 

!Food Corporation of In dial 

6.1 Excess payment 011 gunny depreciation 

FCI made excess payment of ~ 11.53 crore on gunny depreciation to State 
Government a nd their agencies during KMS 1 2010-11 to 2012-13 on purchase of 
Custom M illed Rice. 

Government of India (GOI) fixes the rates to be reimbursed by Food Corporation of India 
(FCI) to the State Government Agencies (SGAs) fo r Custom Milled Rice (CMR) 
delivered by them to the Central Pool. The rates include inter alia the e lement of gunny 
cost for two bags2 and gunny depreciation for another two gunny bags per quintal of ri ce 
delivered to the Central Pool. The rationale fo r allowing gunny depreciation @ 40 per 
cent of the cost of two new bags was that four bags of 50 Kg. each were required to be 
purchased for filling 150 Kg. of paddy to manufacture 100 Kg. of rice (67 per cenr out
turn ratio) as decided by GOI. Thus, two bags were to be de livered to FCI along with one 
quintal CMR and depreciation would be a llowed on the two bags remaining with the 
State Government/agencies/mi llers which could not be used for packing CMR. 

Examination in Audit revealed that the Government of Uttar Pradesh (GoUP), in its 
Paddy Purchase po licy for KMS 20 10- 11 to 2012-13, directed that 40 Kg paddy was to 
be packed in 50 Kg capacity gunny bags. Thus, when 40 Kg paddy is actually being 
packed in 50 Kg capacity gunny bags, then considering the out-tum ratio of 67 per cent, 
3.75 gunny bags would only be needed to fill paddy equi valent to one quintal of rice, of 
which the gunny cost of two bags used for fi lling one quintal rice and delivering the same 
to FCJ would be paid to SGA. However, for the remaining used gunny bags left with the 
SGA, gunny depreciation at the rate of 40 per cent would be payable for l .75 bags only 
thereby resulting in savings of gunny depreciation for 0.25 gunny bag per quintal of rice. 

Based on the orders of GoUP, a total quantity of 335.28 lakh quintal of rice had been 
delivered by SGAs to the Central Pool in Uttar Pradesh during KMS 20 10-11to2012- 13. 
Thus, a sum of~ 11.53 crore was paid by FCJ on account of excess gunny depreciation to 
the State Government of Uttar Pradesh and its agencies on purchase of CMR during 
20 10- 11 to20 12-13 . 

FCI stated (October 20 12) that payments were made as per the cost sheet of GOL 

The reply is not acceptable as the payment of depreciation on gunnies should be allowed 
on actual basis after arriving at the number of gunnies left with the State 

1 Karif Marketing Season 
Each bag was to be used to pack 50 Kg of rice 

3 Proportion of rice milled out of paddy 
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I 

Government/agencies and not at a fixed rate. FCI being the nodal agency of GOI, should 
have taken up the aforesaid matter wi.~hthe latter. · · · · 

I 

. I 

Thus, the excess amount of cost/depJieciation allowed on gunny bags based on the orders 
of the GoUP had led to excess paym~nt of~ 11.53 crore to the State Govermnentand its 
agencies on purchase of CMR duringi 2010-11 to 2012-13. · · _ 

The matter was reported to the Ministry in October 2013; their reply was awaited (March 
2014). 
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[~~~~~c_HA~P_T_E_R~v_n_: _M_I_N_IS_T_R_Y_O~F_D_E_F_E_N_C_E~~~----'l 

Hindustan Aeronautics Limited 

7. I Irregular encashment of casual leave 

Company paid attendance bonus of ~ 12.43 crore to its employees for the calendar 
years 2010 to 2012 on unutilised casual leave at the year-end in contravention of 
the DPE guidelines prohibiting its encashment and in contravention of the 
Administ rative Minist 's directions to com I with the said uidelines. 

Leave Rules 1967' and 19882 stipulated that the Company ' s supervisory staff and non
supervisory staff would be entitled to 7 and 12 days casual leave (CL) respectively in a 
calendar year to meet urgent/unforeseen circumstances or in the event of minor 
indisposition. The CL shall lapse at the end of the calendar year. [n August 19883

, the 
Company amended the 1967 Rules a llowing an attendance bonus of one day's basic pay 
for each unutili sed day of CL subject to it being not less than 4 and up to a maximum of 
I 0 days in a year. The Company amended the 1988 Rules in May 20 l 0 to allow the 
attendance bonus to all other employees from the calendar year 20 l 0. Thus, the Company 
had allowed encashment of Casual Leave. 

ln October 20 10, Department of Public Enterprises (OPE) clarified that CL should not be 
encashed and would lapse at the end of the calendar year. Allowing any encashment of 
CL would, therefore, be inconsistent with the policy guidel ines issued by OPE. However, 
even after receipt of DPE's clarifications, the Company did not revise its Rules and 
continued to pay attendance bonus to its employees. An amount of~ 9.064 crore was 
paid during 2010 and 20 11 . After the inconsistency was pointed out by Audit (Ju ly 201 2) 
to the Ministry, the latter, after consulting its Finance Wing, directed the Company 
(November 2012) to fo llow DPE guidelines and not to allow encashment of CL. The 
Ministry also asked the Company to furnish action taken report, urgently, in this regard. 

Notwithstanding the above directions issued by the Ministry, the Company made 
repeated requests (February/ April 201 3) to the M inistry for allowing continuance of the 
scheme in the interest of the Company's work as a special case and continued with the 
scheme. The Company had paid a sum of~ 3.375 crore during January/February 20 13 as 
attendance bonus for 2012 on the basis of unutilised CL, to both workmen and 
executives. 

Thus, the Company made a total payment of~ 12.43 crore during 2010-1 1, 20 11-1 2 and 
201 2-13 as attendance bonus to its employees in contravention of the OPE guidel ines and 

1 Personnel Circular No. 71Dated11December1967 
2 Personnel Circular No.582 Dated 15July1988for workmen 
3 Personnel Circular No.584 dated 30 A ugust 1988 
4 r 4.87 crore (workmen r 3.98 crore and executives r 0.89 crore) for the year 2010 paid during 

January/ February 2011 and r 4. 19 crore (workmen r 3. 19 crore and executives r I crore) for the 
year 2011 during January 2012. 

5 Workmen: ( 2. 50 crore and ex.ecutives: (0.87 crore 
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in contravention of the directions. of the Adniinistrative Ministry to comply with the said 
guidelines. · : 

After the audit observation was again1 pointed out (August 2013) to the Ministry on non
compliance of the latter's directions,! the Ministry stated (October 2013) that HAL had 
since discontinued the scheme in respect of officers with immediate effect and that in 
respect of workmen, the process as iper the provisions of the Industrial Disputes Act, 
194 7 was being initiated. 
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CHAPTER VIII: MINISTRY OF DEVELOPMENT OF NORTH 
EASTERN REGION 

North Eastern Regional Agricultural Marketing Corporation Limited 

8.1 Operational Pe1for111ance 

8.1.1 Introduction 

The North Eastern Regional Agricu ltural Marketing Corporation Limited (Company) was 
incorporated in March 1982 as a Government of India (GOI) Enterpri e. The Company is 
under the administrative control of the Ministry of Development of orth Eastern Region 
(Ministry). The Company has its Corporate Office at Guwahati, eight zonal offices1 in the 
North-Eastern reg ion and three proces ing units2

. The primary objectives of the Company 
are to support farmers/ producers of the North-East in getting remunerative prices for 
their produce thereby bridging the gap between fanners and the market, and to enhance 
the agricultural, procurement, processing and marketing infrastructure of the North
Eastem region of India. 

8.1.1.2 The Company was referred (December 1996) to the Board for Industrial and 
Financial Reconstruction (BIFR). On the direction of BIFR, the GOl approved (February 
1999) a revival scheme for the Company which was sanctioned by BIFR in June 1999. 
The financial performance of the Company during the last four years ended on 31 March 
2013 was as shown below: 

~in crore) 
Particulars 2009-10 2010-11 2011-12 2012-13 
Paid up capital 7.62 7.62 7.62 7.62 
Accumulated losses 6.29 4.81 3.81 6.63 
Net worth 0.86 2.33 3.46 0.66 
Cash and bank balances 5.40 5.48 5.92 5.73 
Sales 89.65 99.91 96.04 43.7 1 
Profit after tax 1.12 1.47 1.00 (2.82) 

Source: Annual accounts of tlte Company 

8.1.2 A udit objectives 

The audit was conducted to assess whether: 

• the directions of BIFR and the provisions of the revival scheme were complied 
with by the Company/GOI; 

• the Company was able to obtain necessary financial support from GOI for 
canying out its mandated activities; and 

• the Company carried out its activities with a view to achieving its main objective 
of providing marketing upport to farmers. 

1 8 zonal offices at Assam, Megltalaya, Tripura, Sikkim, Manipur, Mizoram, Nagaland and Amnachal 
Pradesh. 
Fruit Juice Concentrate Plant, Tripura; Cashew Processing Unit, Trip ura; and Ginger Processing 
Plant, Megllalaya. 
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8.13 Sources of audit criteria . I 

I 

• Policies and guidelines of the 9ompany relating to its marketing activities. 

• MOU with the Administrative !Ministry and plan implementation reports. 

• Corporate plan, study reports, ~irections of Board of Directors of the Company. 
I 

• Terms and conditions of the sales contracts. 

8.L4 Scope of audit 

' 

Audit reviewed implementation of ithe revival scheme of BIFR and marketing and 
processing activities undertaken by t~e Company during the period 2009-10 to 2011-12. 
The audit observations have been upd~ted to the year 2012-13. 

i 
8.1.5 Audit findings 

I 

8.1.5.1 Non-compliance of the BIFRldirections 
I 

The performance of the Gqmpany was unsatisfactory since inception due to _various 
factors such as lack of profession~! management and infrastructural facilities, poor 
capacity utilisation of plants, etc. The Company had accumulated loss·es of~ 12.74 crore 
as of March 1996 and was referred t~ BIFR in December 1996. A scheme for revival of 
the Company was approved (Februa~ 1999) by GOI which was sanctioned (June 1999) 
by BIFR at a cost of~ 26.70 crore comprising cash assistance of~ 10.36 crore for capital 
and other expenditure and non-cash ~ssistance of~ 16.34 crore for fmancial restructuring 

I 

of the Company. The Company/GqI did not comply with the provisions of revival 
scheme and subsequent directions ofBIFR as discussed below: 

. i 
I 

. 8.1.5.2 Shortcomings in implementdtion of revival scheme 
I 

FoHowing were the shortcomings ~n implementation of the revival scheme by the 
Company: I 

(i) 

(ii) 

Out of the funds (~ 4.22 ctore) released by GOI for capital expenditure on 
Pineapple Juice Concentrat~ (PJC) plant at Nalkata, Tripura, the Company 
utilised only~ 0.45 crore. The remaining amount of~ 3.77 crore was diverted to 
meet working capital requirefnents and cash losses incurred due to low capacity 

I 

utilisation, As a result, the ~ompany could not upgrade the PJC plant which 
continued to increase the accillnulated losses to the extent of ~ 3. 71 crore during 

. I 

the period 2002-03 to 2010-11 after which it was closed down (May 2011) for 
restructuring, which was yet tp be taken up (September 2013). 

I 
The Company did not utilise funds ~ 19 lakh) released by GOI for capital 
expenditure on Cashew Proc~ssing Unit (CPU), Tripura and diverted the same for 
meeting cash losses and working capital requirements. As a result, the Company 
could not increase the capacitY of CPU from 0.5 MT per day to 2.5 MT per day as 
envisaged in the BIFR scheme. 

. ! 
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I . 

TP.e Company stated (September 2013)that due to insurgency problems, it was decided 
td make minimum investment in the PJC plant so as to run the plant in day shift only. In 
rd,spect of CPU, they had a view to shift it to a new place. However, the same could not 
be done due to non-availability of site. 

I ' 
I 
I 

However, these decisions of the Company were in 1contravention of the provisions of the 
s~nctioned revival scheme. The revival scheme envisaged that the Company would incur 
ld,sses upto the year 1999-2000 and the same vrould be wiped off during 2003-04. 
However, the Company continued to incur losses upto 2006-07 and thereafter earned 
J,arginal profits during 2007-08 to 2011-12 but was not able to wipe out its accumulated 
losses which stood at ~ 6.63 crore as on 31 March 2013. 

I 
8.~.5.3 Non-implementation of recommendations 'of Consultant 

I 
I , 

BIFR discharged (August 2001) the Company frmn its purview as the net worth of the 
Cbmpany had become positive as on 31 March 2091. However, BIFR directed (August 
2001) that, the Company and the Administrative Mi1iistry should look into the reasons for 
crintinued losses incurred by the Company and tak~ appropriate action. Accordingly, the 
Administrative Ministry appointed (December 2003) Mis A.F. Ferguson & Co., Kolkata 

I i · 

(Qonsultant) to conduct a study for turnaroun4 of the Company. The Consultant 
submitted (January 2005) its report which project~d a requirement of ~ 11.13 crore for 
th~ activities proposed to be undertaken in the short/ medium-term and ~ 62 crore for 
ac~ivities to be undertaken in the long-term. Based on the report; the Company submitted 
(March 2005) its action . plan to the Ministry : and sought financial assistance of 
~ :10.02 crore mainly for meeting working capiital deficit, relocation and capacity 
expansion of Cashew Processing Unit. No further action on the Consultant's report was 
taken by the Ministry. · 

i 
I 

The Company accepted (August 2012 and March 2013) the audit observation. The 
I I 

Ministry endorsed (July 2013) reply of the compani 
! 

8.?.5.4 Nqn-release of sales subsidy by North Eastern Council 
i 

At the instance of the North Eastern Council (NE<C), the Company set up a Fruit Juice 
Cdncentrate plant at Nalkata, Tripura in 1988. As per the detailed project report (DPR), 
thb plant was economically viable only with an element of sales subsidy due to difficult 
tefil.ain and high cost of production. The plant was commissioned in June 1988. However 
sitlce its inception, it was running in losses due to n~n-receipt of sales subsidy from NEC. 
After sanction of the revival scheme by BIFR in fone 1999, the Company submitted its 
claim to NEC for sales subsidy of~ 4.41 crore for the period 1988-89 to 1992-93 which 
w~s released by NEC in 1998-99. Subsequently, in line with the directives (July 2001) of 
BifR for ~xtension of budgetary support. to financ~ cash losses, the Company requested 
NEC every year for release of sales subsidy. However, NEC stated (February 2009) that 
bu(j.get provision for release of sales subsidy to the 1Company had been done away with. 
A~ such; the claims of~ 8.66 crore pertaining to th~ period 1993-94 to 2008-09 had not 

. been released by NEC (September 2013) even after lapse of 4 to 19 years. 

Tl¥ Company accepted (August 2012 and Marc];i 2off:3) the audit observation. The 
M~nistry endorsed (July 2013) the reply. · 
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8.1.5.5 Lack of financial support from GOI 
- I 

i 
Since, the Company had a small capital base, it submitted proposals to the Administrative 
Ministry for increase in authorised s~are capital, working capital support and funds for 
enhancing infrastructure. Audit observations on the aforesaid proposals are discussed. 
below: 

I 

i 

8.1.5.6 Non-enhancement of authorfsedshare capital 
I 

The Company submitted (August 2~08) a proposal to the Ministry for increase in its 
authorised share capital from ~ 10 crbre to ~ 20 crore in order to subsequently increase 
the paid-up capital. The intent of the/ proposal was to implement its short-term plan for 
building marketing infrastructure and processing facilities in the North Eastern region. 
However, approval of the Ministry w~s still awaited (September 2013). 

8.1.5. 7 Lack of working capital supPiort 
i 

The Company projected its working capital requirements equivalent to 20 per cent of the 
turnover committed in the annual Memorandum of Understanding (MOU) entered into 
with the Ministry. Details of workirlg capital projected by the Company vis-a-vis the 
amount sanctioned by the Ministry dU:ring 2009-10 to 2012-13 were as below: 

Working capital Wo!l'hlng capital 
Sholl'tage of workliHng 

Year projected by the sancti~ned by the Date of sanction 
Company M~nistry 

CSJPIIlfail 

2009-10 4.83 
:o.67 19.05.2009 
ll.33 17.09.2009 2.83 

2010-11 5.07 
1

2.00 15.09.2010 3.07 

2011-12 5.33 :1.00 23.08.2011 3.33 

2012-13 5.59 2.00 10.09.2012 3.59 

I 
As may be seen from the table, the ~orking capital sanctioned by the Ministry was not 
adequate to meet requirements ofthe:Company. Though, the Ministry had directed (April 
2006) the Company to make effotts to raise funds through different sources, the 
Company failed to make any efforts In this direction. Consequently, the Company had to 

I 

shift its focus towards supplies of i agricultural inputs to farmers under Government 
schemes where lesser amount of working capital was required and thus the mandated 
activities of procurement and marketing were not carried out by the Company for want of 
working capital. I 

8,1,5.8 Lack offimmcial soapportfor collection and procurement centres 

With a view to providing post-harvest facilities like cold storage, grading and packing of 
agro-horticulturali produce of the fahners of the North Eastern Region, the Company 
submitted (July 2008) a proposal to! the Administrative Ministry. for setting up of nine 
collection and procurement centres in the States of Assam, Arunachal Pradesh, Manipur, 
Mizoram and Meghalaya at a total ctjst of Z.72 crore. The Planning Commission accorded 
(September 2008) 'in principle' approval for setting up these centres under the package 

I 
I 
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of ~ 500 crore announced by the then Finance Minister in the Budget speech for 
2008-09 for North Eastern Region. However, funds from the Mini try were awaited 
(September 2013). 

The Company agreed (August 2012 and March 2013) with the audit observations stated 
in para 8. 1.5.5. The Ministry endorsed (July 2013) the rep ly. 

8.1.5.9 Deficiencies in procurement, processing and marketing of products 

The primary objective of the Company was to provide market support to the farmers of 
the North-Eastern reg ion by procuring their marketab le surplus of agro-horticultura l 
products fo r subsequent sale. Audi t observations on the procurement and marketing 
activities of the Company are discus ed below: 

8.1.5.10 Inability to provide market support to farmers 

In order to achieve the objective of providing market support to farmer of the North
Ea tern region in getting remunerati ve prices for their produce, the Company needed to 
expand sales of processed products and trading products by procuring the marketable 
urplus of agro-horticultural products from fa rmers. However, the Company shifted its 

focus from sales of trading/processed products to supplies of agricultural inputs like 
seeds, fertilisers, etc. to the farmers under various schemes of GOl due to lack of working 
cap ital support. Detai ls of sales of trad ing/ processed products and the sa les under 
Government schemes during 2009- 10 to 2012- 13 were as shown in the table below: 

(~in crore) 

Particulars 2009-10 20 10-11 20 11- 12 2012-13 

Total sales (A) 89.65 99.9 1 96.04 43.70 

Sale of trading/ processed products ( B) 11 .50 5.63 2.10 1.40 

Sales under Government Schemes (C) 78.15 94.28 93.94 42.30 

Percentage of (B) to {A) 12.83 5 .64 2.19 3.20 

Percentage of (C) to (A) 87.17 94.36 97.81 96.80 

As may be seen from the above table, the percentage of sales o f trading and processed 
products in the total sa les reduced from the low level of 12.83 per cent during 2009-10 to 
an ins ignificant level of 3.20 per cent during 20 12-1 3. Thus, the Company had gradually 
shifted its focus from procurement and sale of agro-horticultural product to upp lies of 
agricultural inputs under Government schemes, thereby defeating the basic purpose fo r 
which it was established. 

The quantum of sales under Government chemes was dependent upon the receipt of 
orders from the State Government . The ales revenue was therefore, likely to vary 
according ly as may be seen from the udden drop in sa les during 2012-13. Thus, the 
Company needed to focus more on the portfolio of sales of trading products and ensure 
market support to the farmer . 

While accepting the audit observation, the Company stated (August 20 12) that in the 
absence of huge working capital required for procurement and marketing of agro-
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horticultural products,. it· mainly focused on business with State Governments under 
Central schemes. The Ministry endors:ed (July 2013) the reply. 

i 
8.1.5.11 Non-upgradation ofpineapp'lejuice concentrate plant 

I 

The Company established Pineapple I Juice Concentrate (PJC) plant at Nalkata, Tripura 
(1988), with an installed capacity of ~8 MT per day at a cost of~ 3.60 crore. The plant 
was incurring losses since inception ~ue to low capacity utilisation, low yield resulting 
from high fruit-to-juice concentrate rJtio, etc. The Company did not initiate any action to 
upgrade the plant to reduce losses a~d continued to keep it in operation upto the year 
2010-11. In May 2011, the Companyldecided not to produce PJC till restructuring of the 
plant was taken up and completed. A!ccordingly, the plant is not in operation since June 
2011. The detailed project report for modernisation and restructuring of the .plant was 
submitted (May 2013) by the Company to the Government of Tripura which was under 
its consideration. · 1 

' 
Examination in Audit revealed that t,he production of PJC was continued upto the year 
2010-11 despite the fact that the plant had outlived its life and was consistently incurring 
losses due to low capacity utilisation knd low yield etc. Non-upgradation of the plant and 
delayed decision to close it down rekulted in avoidable loss of~ 3.71 crore during the 

I 

period 2002-03 to 2010-11. Even after dosing down the plant, the Company neither 
terminated the services of the casual l~bour working in the plant nor relocated an workers 
to other plants/offices resulting in payment of idle wages and salaries of~ 79.16 lakh 

. I 

during the years 2011-12 and 2012-13. 
I 

I . 
The Company stated (August 2012) t,hat production of PJC was carried out during 2009-
10 and 2010-11 based on approval from the Board of Directors. which was also. apprised 
that the production would result in losses. The Ministry endorsed (July 2013) the reply. 

I 

The reply is not convincing as coAtinuation of production inspite of losses without 
I 

up gradation of the plant and payment; of idle wages and salaries only caused accumulated 
losses to persist. ' 

8.1.5.12 Lack of effective marketin~framework 
. . ! . 

'I:he Company did not have the operational framework required to carry out its marketing 
operations in an organised manner as :discussed below: 

• The Company did not have· ~ny marketing manual laying down the policies and 
procedures for carrying out it~ trading and marketing activities. 

The Company noted (August 2012) the audit observation for compliance. The 
Ministry endorsed (July 2013j the reply. 

• As per its Memorandum of A~sociation and the Corporate Plan, the Company was 
required to develop market hltelligence network which would assist in collection 
and dissemination of market information related to demand-supply, prevailing 
market prices etc. Howev~r, the Company did not establish any market 
intelligence system. · 
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I .' • • • 

While accepting the audit obser\Tations; the Company stated (August 2012) that it was 
unable to fill the key positions like General Manager (Marketing), Marketing Managers, 
etc. due. to lack of approval from the Administr*tive Ministry. The Company further 

I I ' . : . : 

stated (September 2013) that they were making !efforts ·to put all officers on market 
I d1 . 1·· Slfrvey an, mtel igence; ·· 

' 
Conclusion 

i I . • .••. • 

The Company diverted funds received unde:r reyival scheme for capital expemlliture 
td meet, working capital requirement and cash !losses incurred due to fow capadty I . . , 
u¢ilisati.on. The Consulfant's report (January 20

1
05) for turnaround of the Oornrnpany 

pfoposed infusion of~ 73.13 crnre and! the comp~my submitted its action pfallll but no 
f~irtlher action was falken by the Ministry (Julyi 2013). North Eastern Collllndll allso 
diiirll not· release (September 2013) the sales subsiilly claims of~ 8.66 cm ire pe.rtalilllling 
tJ. tth.e period 1993-94 fo· 2008-09. Fl!ll.rther, ther~ was lack of financial support from 
G:o1 in the form of non-enhancement of the aut~orised share capital and d!efndency 
iil!ll sanctioning the working capital. Also, GOI d~d not release ~· 72 crore for setting 
u~ collection and procurement ceinltres ~espite ~in principle' approval accmrded !lJy 

. tl!ie Planrling Commissio!ll in 2(W8-09. Due tol~ck of working capital su.ppm:-t, the 
Chmpany shifted its foCUS from Sale Of proce~sed agro-horticultu.irnJl JlJl"IOHdl1!llctS to 
sJpplies ([})f agricultural fmputs to farmers illl t!jle region. Thus, the C([})mjplany was 
u~able to ·achieve its main objective l{)f prnviding market support fo farmen ([J)Jf the 

I 0 I ; 

regmn. 
I 

J?..ecommendations 

Jn view of the aforesaid audit findings, it is recommended that the Ministry may 
~onsider: · · · · · · · 

~ Re~iewing the operating performance oj· the Company and take remedial 
I measures to resolve pending issues for maliing its operations self sustainable. 

. . ·. i . 

):> Reyampinglphasing out loss-making plan(s in order to reduce unproductive 
i expenditure. · · · 

-1 

'~ · .. . . 
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[~~~~~C_HAP~_T_E_R~IX_:_MI~N_I_ST_R_Y~O_F_F_I_N_AN~C_E~~~~-l 

Oriental Insurance Company Limited 

9.1 Information Technology (TT) A udit of Integrated Non-Life Insurance 
Application Software (JNLIAS) 

9.1.J Introduction 

T he Orienta l Insurance Company Limited (Company) is one of the four public sector 
Genera l insurance Companies transacting general insurance bus iness in India with head 
office at New Delhi . As on 3 1 March 20 13, the Company had 27 Regional Offices (RO), 
three Corporate Business Regiona l Offices (CB RO), 346 Divis ional Offices (DO), 494 
Branch Offices (BO) and 596 One Man Offi ces in addition to serv ice centers and motor 
third party cla im hubs. During the year 20 12-1 3, the Company's Gross Direct Premium 
Income in India was ~ 6,737.66 crore and operating profit of the Company was 
~ 404.4 1 crore. T he Company has three ma in application softwa res fo r its operations viz . 
Integrated on- Life Insurance Application Software (INLIAS), Investment Software and 
Human Resource Management System (HRMS). 

The IN LJA S application is an integrated solution covering Underwriting, C la ims, 
Accounts, Reinsurance and re lated reports. In its scope it covers all the products and the 
entire business operations of the operating offices are handled by this application. lt is 
live in all the offi ces of the Company and its rol l out was completed in March, 2009. The 
system also generates consolidated reports fo r the RO as a who le as required. The 
application has an online integration w ith web portal and a lso has email and SMS 
integration fo r various events. The Underwri ti ng, C la ims and Accounts modu les catering 
to the requirements of operating offi ces and the RO 's have been fu ll y fu nctional since 
2009. However, parts of the Re- insurance modu le and HO Accounts conso lidati on were 
still under testing (February 20 14) by the respective user departments. T he B udget 
Modu le which was under deta iled testing has become operati onal and the Fixed Asset 
Modu le is being tested by the user department. The front end of the application is Oracle 
fo rms and Reports and Backend is Orac le I Og database. 

Though various modules have not yet been fi nalized by the Company, a test check of 
some of the modu les has been carri ed out by Aud it. Audit observed that there has been a 
considerable de lay in implementati on of Reinsurance and HO Accounts consolidation 
modules as the agreement fo r IN LIAS was signed in August 2002 and it was scheduled 
fo r completion within two years from date of agreement. 

The company incutTed ~ 68.29 crore ti ll June 2007 and ~ 232.90 crore fro m July 2007 to 
March 201 3 re lated to software and hardware procu rement perta ining to l NLlAS. 

9.1.2 A udit Findings 

Audit observations regarding lack of proper controls and va lidations in IN LI AS are given 
below: 
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I 

9.'J.2.1 Inappropriate underwriting validations in tJarine Cargo Policies 

As per Insurance Reglilatory and Developmen~ Authority of India (IRDA) Guidelines on 
'~ile & Use' requirements for general insurance prtjducts (September 2006), the premium 
ra~es that fire less than .~ 0.1 per mille1 on the sum: insured should be discussed with the 
F~nancial Advisor of the Company and his concurrence obtained to such rates based on 
soun:d technical reasons. In such cases, the Financial Advisor was expected to play the 
role of moderator to ensure that the terms were determined on a sound technical basis and 
not merely to meet competition in pricing regar4less of logic. During live tests for 
u~derwriting, Audit observed that there was no ! validation for approval by HO for 
utlderwriting the policies with premium rate below 0.1 per mille on sum insured. The 
s~stem did not prevent issuan,ce of policies by operating offices at premium rate lower 
than 0.1 per mille on sum insured without approval of competent authority. 

I 

i . 
Audit collected data for marine cargo policies issued by the Company during year 2012-
13, analysis of which revealed that 1317 policies out of total 1,20,843 cases of marine 
urlderwriting, were issued below the rate 0.1 per mi/le. In absence of required validation 
in1the system, premium collected was~ 9.56 crore against minimum chargeable premium 
oft ~ , 31.3~8 crore; This has resulted in short cpllection of premium amounting to 
~ p.82 crore and loss to the Company to the same ~xtent. 

Management stated (October 2013) that operating offices are being advised to ensure that 
prpper administrative control should be exercised while approving such proposals and the 
sahie should be done only when required approvall of the competent authority has been 
o~tained. The reply, however, is not acceptable in view of the fact that such control 

. shbuld be inbuilt in system to avoid manual intervention and adherence to IRDA 
guidelines. 

I . 

9.1.2.2 Inappropriate inputs in Marine Cargo policies 

Ttle Maririe Policy covers goods, freight and othe~ interests against loss or damage to 
gdods whilst being transported by rail, road, sea and/or air. These policies may be 
extended to cover war and SRCC2 perils as add on covers by payment of additional 
premium. Audit, however, observed that in the alhsence of appropriate input controls, 
sy~tem does not prohibit issuance of marine policies covering only War & SRCC without 
prpviding basic marine cover. 

Management agreed with the audit observation and. stated (October 2013) that they are 
ta~ing up the matter with 3i InfoTech for impleme;nting a control that coverage of War 
an~ SRCC risks are allowed only in conjunction with the Basic Cover. 

I 

t 

9.1.2.3 Inappropriate inputs in Marine Hull policies 

R~view of underwriting of Marine hull policies (D0-14 Mumbai) revealed that: 

~ The system allows any age of vessel without giving any alert above normal life 
for insurance. 

1 [Per thousand 
2 !strike, Riot or Civil Commotion 

I 
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Management admitted the au~it observation and stated (October 2013) that the 
operating offices would be ad{rised that all underwriting related parameters should 
be carefully examined befote approving the proposal in the application. A 
warning message/alert will be lduly incorporated. · · 

I . 

In preparing GUC"'" statement! for Marine Hull policies the dealing official has to 
manually feed details like ~ame of the vessel and sum insured in case of 
endorsement from the premi~m register as premium register generated through 
the system does not have these details. 

I 
Management agreed to audit obsezyation and stated (October 2013) that Technical 
Department is being requested to examine' format of Premium Register _of Marine Hull 
and provide additional fields if any to be added in the report and the same will be 
modified accordingly. 

i 
I 

9.1.2.4 Lack of appropriate validati~ns in Motor Policies 

During live test at claims servicb centre, Delhi, it was observed that a claim 
(2014/030599) under motor policy (2013/1586) issued by CBO X, Delhi that the system 
allowed passing of endorsement chatlging the registration number of the insured vehicle 
after occurrence of claim. Further, /even in the endorsement, the correct registration 
number, engine and chassis details as !per prescribed format were not mentioned. Thus the 
system without appropriate control le~ves a 'scope for manipulation. 

I 

Management stated (October 2013) that it was permissible to pass an endorsement on a 
policy after occurrence of the claim! due to some bonafide requirements. Management 
also stated that the operating offices -Were being advised to exercise due care and caution 
while passing any endorsement so i as to ensure that the same is correctly passed. 

I . 

Management assured that the system will be enabled for automatic generation of an 
·exception report highlighting all case~ of endorsements passed effective from a date prior 
to the date of passing of such endorsement which could be accessed by 
AuditorsNigilance. 

9.1.2.5 Non-deduction of administrative charges from co-insurers 

HO circular (October 2002) regardink settlement of co-insuranc~ tr~nsactions stipulated 
that the leader shall .. remit the co:-~nsurers their share of premium after deducting one 
percent from their share of premimti towards administrative charges, within 21 days of 
receipt of premium. i · 

Audit test checked journal vouchers I passed manually by CBRO, Delhi during 2012-13 
for recovering one per cent adminisnfative charges from the coinsurers. Since the system 
was not deducting the administrativJ charges automatically from the premium share of 
co-insurers, the entire premium was being remitted to the co-insurers in full. 
Administrative charges were being pursued manually for recovery from the co-insurers 
leaving a scope for short recovery/ n~n-recovery besides possibility of errors at the end of 
dealing officials of the Company. 

"' Group underwriting cell 
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During 20 12-13, the Company paid an amount of Z 427.76 crore to co-insurers under 
coinsurance arrangement for which it was required to deduct an amount of Z 4.28 crore 
(@ one percent of Z 427.76 crore). However, in absence of input control in INLIAS for 
deduction of admi nistrative charges at the time of remittance of premium, the Company 
could recover Z 1.39 crore only, resulting in short recovery of Z 2.89 crore from the 
comsurers. 

Management stated (March 2014) that in some stray cases administrative charges were 
not deducted at the time of payment to co insurers. Also, some of the offices were not 
aware of deducting administrative charges manually and wa overlooked and that 
administrative charges were now automatically deducted through INU AS at the time of 
underwriting outgoing coinsurance premium. However, the fact remains that de lay in 
incorporation of required validations to this effect Jed to loss of Z 2.89 crore to the 
Company. 

9.1.2.6 Inadequate validations for claims settlement 

Audit checked claims settled by Claim Service Center, Mumbai on 27 August 20 13. It 
was observed that a claim (2014/0304 18) under motor policy (20 13/59 18) was reported 
for the loss/damage caused through accident to a motor vehic le, which was approved 
twice with the same detai ls. The system did not give any a lert or message while 
approving the claim for second time. This lapse may lead to multip le payments against 
the same claim. 

Management stated (October 201 3) that the system does not a llow the same provision to 
be approved twice. However, the user can create another provision in the same claim, if 
required through the system. The reply is not tenable as even accepting another provis ion 
with same detai ls of loss is a lso irregular and needs to be rectified. lt i recommended 
that some va lidation, at least on key fi e lds of amount and loss date should be put in the 
system. 

9.1.2. 7 Mismatch of figures in Claims Outstanding Register and Trial Balance 

The System generated two different figures for the "F ire outstand ing c laims" as on 
3 1 March 201 3 in two reports viz. Claims Outstanding Register and Tria l Balance, 
resul ting in short provision and overstatement of profit by Z 2.45 crore as deta iled be low: 

~ in crore) 

Unit Cla im as per outstanding C laim as per Tria l Differ ence 
register of l NLIAS Balance (- )shor t 

provision 
CBRO Chennai J 1.32 10.30 (-) l.02 
CBRO Mumbai 50.70 49.27 (-) 1.43 
Total 62.02 59.57 (-) 2.45 

Management accepted the aud it observation (October 201 3) and stated that there was a 
mismatch in the figures as per Claim Outstanding Registers and the Trial Balance 
generated by INLIAS. Management further stated that efforts were being made to modify 
the INLIAS to remove the di screpancy of mismatch in the figures. 

34 



Report No. 13 o/2014 

9.1.2.8 N on generation of exception reports for compliance of /RDA Protection of 
Policyholders' Interests Regulations, 2002 

As per IRDA Protection of Policyholders ' Interests Regulations 2002, the c laims are to 
be settled within 256 days from the date of intimation of the same. Each insurer is 
required to set up a Policyholder Protection Committee which has to report directly to the 
Board. 

Audit co llected data of c laims settled by the Company during March 20 13, wherein it 
was observed that the Company settled 65,535 motor claims and s imi lar number non
motor claims out of which 22,798 claims fo r motor and 8,960 claims of non-motor were 
settled after more than 256 days v io lating sa id IRDA regulation. The management took 
35 to 8,954 days for settl ement of motor c la ims and 6 1 to 12,397 days for settlement of 
non-motor cla ims. The periodical stratification of these claims for period 257 days to one 
year, one to two years, two to three years, three to five years and more than fi ve years is 
given in the fo llowing table. 

Delay in settlement of claims from date of intimation 

Number of Up to 256 257 days to I to 2 2 to 3 3 to 5 above 5 Total 
cases days O ne year yea rs years years years 

Non-Motor 56575 4584 3197 646 350 183 65535 

Motor 42737 5959 6770 3223 3435 3411 65535 
Total 99312 10543 9967 3869 3785 3594 13 1070 

It is evident from table that there has been de lay in many cases in settlement of claims 
beyond the maximum permissib le limit fo r settlement of norma l cla ims. 

Though the maximum permissible limit for settlement of normal claims is 256 days as 
per IRDA regulation, no report for delay after such stipulated time period is being 
generated through system. Since the responsibi lities of the Policyholder Protection 
Committee included ensuring compliance with the regulatory requirements, a report for 
sa id de lays should have been generated and placed before Po licyholder Protection 
Committee to take required action for ensuring regulatory compliance. 

Management assured (October 201 3) that the feas ibil ity of generating the report shall be 
studied and if fo und feas ib le, the same shall be enabled in INLIAS. 

The matter was reported to the Min istry in December 201 3; their reply was awaited 
(March 20 14). 

The Ne'' India Assurance Company Limited 

9.2 Incorrect seff/ement of claim 

Incor rect settlement of claim due to lack of reasonable care by the insured -
~ 10.15 crore. 

The New India Assurance Company Limited (the Company) issued an annual turnover 
policy to M/s. Warts ii' (India) Limited (insured) for sum insured of~ 500 crore for the 
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period, 01 April 2009 to 3 1 March 20 10 covering inter alia, the insured's imports fro m 
anywhere in the world to va rious places in India by sea/air/ rail/road/courier. The insured 
imported two DG sets (January 2010) from M/s. Warts ila Ita lia for EUR 385 11 07.00 
(INR 25.47 crore) through Nhava Sheva Port. The cargo landed at Nhava Sheva Port on 6 
February 20 10. The consignment was cleared by the customs on 2 March 2010. 

When the cargo was being moved from the Port to Khopoli (2 March 20 l 0), the trailers 
met with accident resulting in rollover of the tra ilers caus ing damage. One DG set was 
declared as constructive tota l loss • , the other DG set was partiall y damaged and sent to 
M/s. Wartsila Italia for repair and brought back to India after repa ir. 

The Company deputed (March 2010) Mis. Trans Ocean Marine and General Survey 
Agencies as surveyor who, in the ir report (March 20 11 ), opined that the rollover of the 
trailers was due to unusua ll y top heavy load and the drivers could not control the vehic les 
which ro lled over on divider. The Surveyor provisionally assessed the loss at 
~ 9.76 crore. After deducting sa lvage va lue o f ~ 1 crore, the loss was provisionally 
arrived at~ 8.76 crore. 

The Head Office Claims Committee (HCC) of the Company approved (June 20 I I) on 
account payment of c laim for ~ 6.50 crore treating the loss as covered under Inland 
Transit (Rai l or Road) Clause (A) (All Risks) [lTC (A)]. The on account payment was 
made on 9 June 2011. The Company made further payment of ~ 3.65 crore on 16 
September 201 3. Thus tota l payment made was ~ 10.15 crore. 

The main cause of accident was overl oading of trailers to the tune of 9.05 MTs and 11.93 
MTs which worked to 32 per cent and 48 per cent respectively of the net cargo carrying 
capacity of the two trailers as shown in the fo llowing table: 

SI. No. Description Trailers Trailers 
No. MH No.MH 06 
06 AQ K6718 
1667 

1 Net cargo carrying capacity Kg. 28000.00 25000.00 
2 Weight of Cargo Kg. 32000.00 32000.00 
3 Weight of Container Kg. 5050.00 4925.00 
4 Total Weight (2+3) Kg. 37050.00 36925.00 
5 Overloading Kg. ( 4 - 1) 9050.00 11 925.00 
6 Percentage o f overloading to Net cargo carrying 32 48 

capacity (per cent of 5 over 1) 

The above clearly indicated that the vehic le deployed could not take the load of the cargo 
which showed that insured fa iled to exerc ise reasonable care in ensuring that cargo was 
carried in the right type of vehicle. 

The Company replied (September 2013) that: 

• tlte claim is for constructive total loss (CTL) as repairing value was more titan 85 per cent oftlie Sum 
Insured 
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i 
I . 

· o · The preliminary surveyor (Mis. A.S~ Desai) stated that the circumstances of the 
accident, which clearly sho~ed that the carrying tra:i.liers .had to apply sudden 
emergency breaks to avo:i.d accident with the vehicle in front, because of which, 
the drivers lost control of the frailiers. . 

I 

i 
o The surveyors (Mis. Trans pcean Marine & Generali Survey Agencies) had 

categorically stated that the !logistic contractors Mis. Glen Trans Shipping & 
Logistics (I) Private Limited were 'prima facie' responsible for overloading. 

I 
I 
I 

Litigation would be a long drawn process and would entail heavy legal costs; 
hence 25 per cent was deduct~d from final claim amount. 

i . 

The reply of the Company :i.s not donvincing. In the instant case, there was lack of 
reasonable care -on the part of the in~ured as it failed to ensure that right type of vehide 
was deployed. The Company cannot I take refuge that it was the logistic contractor who 

I 

was responsible for the overloading. ifhe insured who had insurable interest should have 
taken utmost care in ensuring thati the cargo was carried by a responsible logistic 
contractor. The Company should have repudiated the daim. Therefore, settlement of 
claim on 'compromise basis', was no~ in order. 

i 

The matter was reported to the Ministry in October 20B; the:i.r reply was· awaited 
(March 2014). 
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[ CHAPTER X: MINISTRY OF MINES l 

Hindustan Copper Limited 

10.1 Excess payment of royalty 

In respect of Kbetri mine where processing of mineral was carried out within the 
leased area, the Company paid royalty on metal-in-ore produced instead of metal
in-concentrate resulting in excess payment of royalty of~ 4.97 crore. 

Hindustan Copper Limited (the Company) has a copper mine along with a concentrator 
plant in its Khetri Mining Lease area located at Khetri Copper Complex, Rajasthan. Ore 
is extracted from the mines and the same is processed in concentrator plant to produce 
processed mineral (metal-in-concentrate). Copper is extracted after such concentrate is 
processed further in smelter and refinery. As per the provision• of the Mineral 
Concession Rules, 1960, in case the mineral is processed within the leased area, royalty is 
chargeable on the processed mineral removed from the lease area. However, the 
Company was paying royalty on the basis of metal present in the ore extracted from its 
Khetri mine and not on the metal-in-concentrate. This resulted in excess payment of 
royalty as the quantity of metal content in ore is more than that of metal-in-concentrate. 

Such excess payment of royalty was pointed out by audit in February 2013. The 
Company took rectification measures from March 2013 onwards and royalty is now 
being paid on the processed mineral (metal-in-concentrate). In the meantime, the 
Company produced 3887776 MT of ore from its Khetri mine during the period from 
April 2005 to February 2013 and paid royalty of~ 45.56 crore based on 37297 MT metal 
content in the ore instead of metal-in-concentrate of 33302 MT which resulted in excess 
payment of royalty amounting to ~ 4.97 crore during the above period. 

The Company stated (October 2013) that during April, 2005 to February, 2013 royalty has been 
paid on copper in ore produced as per Govt. of India Gazette notification nos. GSR 713 (E) dated 
12 September, 2000 & No. GSR 574(A) dated 13 August, 2009 and there was no excess payment of 
royalty. 

The contention is not tenable as the Gazette notifications dated 12 September 2000 and 
13 August 2009 pertained to rates of royalty whereas the audit observation relates to 
charging of royalty for minerals which are subjected to processing. Rule 64 B of Mineral 
Concession Rules, 1960 clearly specifies that in case processing of ore is carried out 
within the leased area, royalty is chargeable only on processed mineral. The excess 
payment of royalty was pointed out in audit in February 2013. The Company took 
rectification measures from March 2013 onwards. 

• Clause 1 of Rule 64 B oftlte Mineral Concession Rules, 1960 (as amended up to 26.07.2012) 
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Thus, the Company made an excess payment of royalty amounting to Z 4.97 crore for its 
Khetri Mines during the period, Aprilii 2005 to February 2013. · 

The matter was reported ·to the Mi~istry in November 2013; their reply was awaited 
(March 2014). 1 
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CHAPTER XI: MINISTRY OF PETROLEUM AND NATURAL 
GAS 

Bharat Petroleum Corporation Limited 

11. 1 A voidable expenditure 

The Company alongwith its subsidiary incurred avoidable expenditure of~ 8.23 
crore on procurement of PDS SKO from NRL at Budge Budge due to 
apprehension regarding payment of WBVAT. 

Bharat Petroleum Corporation Limited (the Company) was procuring PDS SKO from the 
Rajbandh Terminal of Indian Oil Corporation Limited (IOCL) by paying WBVAT 
@ 4 per cent which was being set off aga inst the WBV AT payable at the time of ultimate 
sa le to the customers. The rate of WBVAT on PDS SKO became ' nil ' with effect from 
01.09.2010. On the apprehension that the sale ofSKO between Oil Marketing Companie 
(OMCs) 1 would attract WBVAT @ 12.5 per cent, the loca l management of the Company, 
considered (August, 20 I 0) that the WBVAT payab le on procurement of SKO from lOCL 
would not be avai lable for setting off as the WBVAT on PDS SKO had become ' nil ' 
which could resu lt in under-recovery/loss to the Company. The local management, 
therefore, decided to procure SKO from its subsid iary Company2 Numaligarh Refinery 
Limited (NRL) at Budge Budge to avoid the above anticipated loss. As per the 
arrangement, NRL would deliver the product at Budge Budge by railway tank wagon at 
its own cost from where the Company would transfer the product to its Rajbandh depot 
by tank truck. The Central Sales Tax (CST) on thi s inter-state sa le would also be borne 
by NRL. lt was projected that the above arrangement would result in savings of 
~ 0.7 1 crore per month. The Company started procuring SKO from NRL as per the above 
arrangement with effect from September 20 I 0. 

The above decision was not realistic as the Company did not have to pay WBV AT for 
purchase of SKO from IOCL and as such the projected savings for the above 
arrangement were misplaced. Further, the above arrangement of transferring the product 
from NRL to Rajbandh resu lted in extra expenditure on account of freight and non
recovery of CST. After being pointed out in audit (December 20 I I), the Company 
stopped the above arrangement and resumed its earli er practice of taking SKO from 
IOCL at Rajbandh from January 20 12. In the mean time, 36047 KL of SKO was procured 
from NRL at Budge Budge during the period, September 20 I 0 to January 2012 for which 
the Company along with its subsidiary (NRL) incurred avoidable expenditure of 
~ 8.23 crore. 

The Company stated (October 20 13) that its apprehension regarding payment of WBV AT 
@ 12.5 per cent for procurement of PDS SKO from IOCL was based on the Demand 
from Sales Tax Authorities for not paying WBV AT @ 12.5 per cent on sale of SKO by 

1 IOCL, BPCL and HPCL 
2 BPCL held (31.03.2012) 61.65 per cent shares in NRL. 

40 



• 

Report o. 13of2014 

the Company to the o ther OMC in We t Benga l during 2006-07 and 2008-09. Ministry 
has also endorsed (February 2014) the view of the Company. The above apprehension of 
the Company/Ministry was not rea listic a after resumption of procurement of PDS SKO 
from IOCL (Rajbandh Termina l) , the Company has been pay ing WBVAT at ' nil ' ra te 
and not at 12.5 per cent. 

The Company further contended that N RL was dependent on it for sale o f SKO and if the 
Company had not resorted to thi s arrangement of taking SKO at Budge Budge, NRL 
wou ld have incurred fre ight and non recovery of CST for supplying such SKO to other 
location near Budge Budge. Mini try a l o agreed (February 2014) w ith the above 
contention. This contention is not tenable a it was observed that during the above period, 
IOCL brought SKO in Assam from out ide the state. There were al o in tance of sale of 
SKO by NRL to IOCL in Assam. Thu , N RL could have sold the above SKO to IOCL in 
As am in tead of supplying the same to BPC L at Budge Budge. 

Thus, the decis ion for procurement of SKO from N RL at Budge Budge was not 
financially prudent and the Company a longwith its subsidiary (NRL) had to incur 
avoidable expenditure of'{ 8.23 crore. 

Hindustan Petroleum Corporation Limited and GAIL (India) Limited 

I 1.2 Novel financing approach by Government Companies in Joint Ventures to 
secure status of Non-Government Companies to such Joint Venture Companies 

Hindustan Petroleum Corporation Limited (HPCL) and GAIL (India) Limited 
(GAi L) promoted two private joint venture companies (JV Cs) and fin anced their 
projects by extending free of cost funds of~ 89.96 crore1 ~ 44.98 crore each) as 
'application money pending allotment' and 'advances against equity' from March 
2004 to March 2012. The private J VCs had not converted the advances into 
equity. This ended up as extending of undue benefit by HPCL and GAIL to JVCs 
without receiving any interest or dividend as JVCs had not converted the advance 
into equity. Avoidable loss of interest to HPCL and GAIL on such funds was 
~ 66.49 crore2 from March 2004 to 28 February 2014. 

Hindustan Petroleum Corporation Limi ted (HPC L) and GAIL (India) Limited (GAIL) 
entered into two Joint Venture Agreement (JVAs) in November 2002 and November 
2005 for formation of two Joint Venture Companies (JVCs) for di stribution and 
marketing of environment fri endl y fue l (Green fuels3

) for use in transportation, 
domestic, commercial and industria l sector in the cities and towns of (a) Andhra Pradesh 
and (b) Madhya Pradesh, respecti vely. 

JVAs provided that both the JVC wou ld neither be Government Companie as 
en vi aged under Section 6 J 7 of the Companies Act, 1956 (Act) nor wou ld these be 
companies to which prov is ions of Section 6 I 9B of the Act apply. Accordingly, the 
Memorandum and Articles of Association (M&AoA) of both the private JVCs were 

r 44.98 crore each by HPCL and GAIL. 
2 f 33.23 crore to HPCL and f33.26 crore to GA IL. 

PNG, CNG and Auto LPG. 
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framed and the two private NCs namely Bhagyanagar Gas Limited (BGL) and Avantika 
Gas Limited (AGL) were incorporated on 22 August 2003 and 07 June 2006 respectively. 
The capital structure of the NCs as envisaged in N As (November 2002) and the actua l 
capital structure that emerged (Ju ly 20 13) was as fo llows: 

Date of Name of partners a nd their share as Name of partners and their 
Name of 

incorpor per a2reement Actual share 
the JV 

ation Name of partner s S hare Name of pa rtners S hare 

" 22.50 25 B .E HPCL and G AJL I-IPCL and GAlL 
N per cent each per cent each :.J N 

Cll )> 
ro ,,...., t:: Financia l so 0 -.:i (IQ 

..... 0 t:: I nsti tutions/pri vatc ro co ~ 
Mi s 00 '-' N parties/genera l public per cent Kakinada so ro 0 t:: 0 Seaports Limited ro 

613 
w Government o f per cent s (KSPL) 

ro Andhra Pradesh ..c 
co (GoAP) per cent 

22.SO 2S 
HPCL and GAfL HPCL and GAIL 

per cent each per cent each 

" 
Strategic so LL and FC 16.SO 

~ Investors/public/ Investment .E 0 per cent Managers Limited per cent 
:.J 

-..J Financia l Institutions 
'-

Cll 3 t:: 
ro ::l Mis IDBI 0 0 ~ 16.SO 
ro s N Trusteeship 
~ 

0 
0 Services Limited per cent ~ °' t:: 

co Government of > s 7 -ci:: Madhya Pradesh Mis IDFC Limited 
(GoM P) per cent per cent 

10 
Others 

per cent 

Both the private N Cs (viz. BGL and AGL), in each of which HPCL and GAIL had 
50 per cent stake jointly, were incorporated with paid up capital of~ 5 lakh each. HPCL 
and GAIL initiall y contributed ~ 1 .25 lakh in each of the JVCs towards paid up capita l 
and subsequently, placed funds to the tune of~ 89.96 crore+ (~ 44.98 crore in each N) in 
the JVCs towards 'application money pending alJotment' and 'advances against equity' 
(both referred to as advances hereinafter) during the period from March 2004 and March 
201 2. No shares were allotted nor share certificates issued by BGL or AGL against 
receipt of these advances ti ll 28 February 2014. As of February 2014, some of these 
advances were nine years old as can be seen from the table below: 

• r 9.96 crore as application mo11ey pending allotment plus r 35.02 crore advance against equity to 
BGL and{44.98 crore towards advance against equity to AGL. 
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I 

BGJL I AGJL 

i 
IDate of exteillldiil!D.g Advaimce agaitlnst Date AdvaID1ce agafurnst eqplllfify 

advam:e equity ~ i111 croire) ~ i111 ciroire) 

HPCL GAIL HPCL GAIL 

1 March2004 4.98 ! 29 November 2006 2.00 

13 March 2006 5.00 I 14 December 2007 11.50 

13 May2008 6.00 I 22 August 2009 8.99 I _ _,, 
-__ ...... . -

28 October 2009 5.00 ' 18 Mav2007 2.00 
i 

25 Februarv 2011 1.51 26 October 2007 11.50 
I 

Before 31 July 2005 I 4.98 18-August 2009 8.99 

10 March 2006 i 5.00 

03 Aoril 2008 - i 7.50 
' 10 August 2009 . 5.01 
I 

31March2012 0.0025 

Totall 22.49 I 22.419 Totall 22.49 22.419 
I 

In addition, HPCL also provided bridge loan of~ 90 crore to BGL during 2011-12. 
! 

Exam.inatfon D.rrn. Audlit JreveaRed that: 
I 

@ HPCL and GAIL did not foqow up the matter of delay in aHotment of equity 
shares and issue of necessary share certificates against the advances with the 
NCs (BGL & AGL) effectively. As a result, the entire amount of~ 89.96 crore 
paid by HPCL and GAIL tow~rds either 'application money pending allotment' or 
'advance against equity' to the8e private NCs had not been converted into paid up 
equity capital despite lapse o~ 2 to 9 years as of February 2014. This enabled the 
NCs to continue as non-government companies and utilise the pubHc funds, 
placed at . their disposal by t~e Government Companies viz. HPCL and GAIL, 
without paying any interest or ;dividend. 

I 
·:·:•., .. ;' . ,/ 

HPCL and GAIL extended the advances to these NCs without ensuring that other 
equity shareholders infused tHeir matching share of equity capital into NCs so as -
to maintain the share of each partner in paid up equity capital of each NC as per 
their respective M&AoA, resolution of the Boards of HPCL and GAIL with 
regard to formation of thbse NCs and shareholding agreements among 
contributing partners. Had the advances paid by either of HPCL or GAIL been 
converted the into paid up dpital, these NCs would have been converted into 
Government Companies within the meaning of Section 617 of the Companies 
Act, 1956. . 

The authorized capital of BGL was increased to ~ 20 crore from 12 December 
I 

2003 which was further incre~sed to ~ 100 crore from 21 September 2007. Hence, 
between December 2003 and September 2007, the Board of HPCL could have 

. . ' 
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resolved to invest equity capital of not more ~ 4.50 crore (its agreed share being 
22.50 per cent) into BGL and that too subject to call made by the latter for 
subscription towards equity to that extent. However, the Board of HPC L resolved 
(28 July 2005) to invest~ 18.20 crore in BGL though BGL had not made 'call' for 
investing funds into its equity to that extent as on that date. Interestingly, the same 
resolution of the Board was used by HPCL (without any fresh reference to Board) 
in extending the advances against equity to BGL wi thout ensuring that all other 
partners also contributed their matching share for maintai ning the percentage of 
their share into equity of BGL in accordance with the M&AoA of BGL, and 
shareholding agreement among all contributing partners. 

• The authorized capita l of AGL was~ I 00 crore since its incorporation on 07 June 
2006. HPCL Board made a one-time resolution (28 October 2005) to invest 
~22.50 crore (maximum of its share of 22.5 per cent) into equity capital of AGL, 
though demand on HPCL to invest fu nds as equity was not to that extent. In thi s 
case too, HPCL used the same resolution of the Board (without any fresh 
reference to Board) in extending advances against equity to AGL wi thout 
ensuring that all other partners also contributed their matching share in 
accordance with M&AoA of AGL, and the shareholding agreements among a ll 
contributing partners. 

• HPCL Board, thus, at the time of passi ng resolutions exerci sed its powers 
injudiciously under Section 292 of the Companies Act, 1956 for investment of 
funds in BGL and AGL as there were no ca lls from BGL and AGL for 
subscription towards their equ ity cap ital to the extent as di scussed in point (i ii) 
and (iv) above. These resolutions of the Board resulted in extending undue 
benefit to private JVCs through advances on which HPCL did not receive either 
any dividend (due to non-conversion of advance into equity) or any interest fo r 
the last 2 to 9 years, as of February 20 14. 

HPCL stated (August 2013) that: 

• Emai Is and letters on 12 January 20 I 0, 13 Apri I 201 I and 19 Apri I 2012 to AGL 
and emai ls/letters on 06 January 20 11 , 04 February 2011 , I 1 February 2011 to 
BGL were sent in respect of non-conversion of ' Advance agai nst Equity' to 
Equity; and 

• Equity Syndication process at BGL and AGL had not been completed yet due to 
low avai lability of gas in the country. As JV As entered into between HPCL and 
GAIL for BGL and AGL stipulated that BGL and AGL would each reta in the 
characteristic of a JVC and would not be a Government Company, no other 
option was left but to contribute the amou nt as advance against equity so that 
normal operations of BGL and AGL were continued. 

Reply of HPCL needs to be viewed in the context of following: 

• Communications to BGL and AGL regarding non-conversion of 'adva nces against 
equ ity' into equity had been sent by HPCL at the instance of Statutory Auditors, at 
the time of certification of quarterly accounts to seek information about the likely 
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date by which these advances would be converted into equity. HPCL continued to 
make payment of additional advances towards equity, though significant advances 
remained to be converted. 

• Non-conversion of the advances into equity by the private NCs promoted by 
HPCL and GAIL enabled NCs to use public funds without paying dividend or 
interest to Government Companies and continue to enjoy the status of private 
companies using public funds w ith impunity without any Government 
intervention. 

• Pending completion of equity syndication process, onus for funding the two NCs 
to cater to their operational requirements devolved upon al l shareholders. Hence, 
HPCL and GAIL should have ensured that other partners also extended such 
advances in proportion to their share. 

Thus, projects of two private sector NCs (viz. BGL and AGL) were financed by HPCL 
and GAIL by extending public funds in the form of 'application money pending 
a llotment' and 'advances aga inst equity' without ensuring matching equity infusion by all 
contributing partners. This resulted in extension of undue benefit of interest-free funds to 
these NCs with resultant blocking of fund ('t 89.96 crore) and avoidable loss of interest 
(~ 66.49 crore • ) to HPCL and GAIL ti ll 28 February 20 14. The undue benefit to the 
private NCs and resultant loss of interest would continue til l such time such advances 
are either converted into paid up equity capital or refunded back by NCs to HPCL and 
GAIL. 

The matter in respect ofHPCL was reported to the Min istry in December 2013; reply was 
awaited (March 20 14). The matter has a lso been taken up (March 2014) with GAIL and 
reply is awaited (March 20 14). 

Indian Oil Corporation Limited 

11.3 Extra cost attributable to relax ation in contract conditions 

T he objective of relaxation of contract conditions, which was to ensure timely 
completion of a captive power plant, was not fulfilled and led to avoidable extra 
cost of~ 194.10 crore. 

Indian Oil Corporation Limited (the Company) is in the process of setting up a 15 
MMTPA grass root refinery at Parad ip, Odisha (PDRP). To meet the requirement of 
power, it was decided (May 2009) to set up a Captive Power P lant (CPP) and Mis Bharat 
Heavy Electricals Limited (BHEL) was selected on nomination basis for CPP. BHEL was 
informed (July 2009) about the configuration of CPP and target for final commissioning 
was set as January 2012. 

BHEL stated that all efforts and endeavor would be made to meet the stated schedule. It 
a lso stated that it would, however, have to make huge financial commitments to its sub-

• Rate of interest of 12 per cent per annum (at average cash credit rate of interest) for the period from 
2002 to 2013 has been applied. 
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I 

~endors. \Interest free. a~-hoc advance of~ 120 :crore was.rel~ased (Aµ~st 2009) to 
e~able BHEL to place mtemal orders on its . suo-vendors for implementation of CPP. 
~ender d~cument containing General Contract Corditions (GCC) for CPP was issued to 
BHEL oii. 31 July 2009. BHEL submitted bid docµments in four parts during September 
Z009 to November 2009 and demanded (January] 2010) the following major deviations 

I ' ' 

fromGCC: . 
I 
I 

©I 

I 

©I 
I 
I 
I 

I 
I 
I 

I 
i 

Aµ hoc advance of { 120 crore already released by the Company may be 
converted into interest free mobilizatiort advance against BG. Mobilization 
advance was to be interest bearing accorc:li~g to clause 8.2.1 of GCC. . 

Maximum five per cent of contract value\may be deducted in case of delay in 
mechanical cornpletioi1 against clause4A.~.O (xxi) of GCC, which stipulated that 
in case of delay in mechanical completioµ, the Company. was entitled to price 
adjustment by way of discorint in works achieved at the rate of half a per cent of 
the contract value per week and the reduction should in no event exceed 10 per 
cent of contract value. 

I , . 
~HEL's demands were agreed to and contract for\CPP was awarded _(February 2010) to 
BHEL at { 3,348.30 crore (more than 17.41 per cent of the cost estimates prepared by 
P~oject Management Consultant) with the justifid

1
ation that the Company did not have 

ahy other alternative at that stage. The Company stated (October 2013) that since it was 
already d~cided by Board to implement CPP thro~gh BHEL on nomination basis, it was 
fJlt that iiiutual agreement for the deviations was the only alternative to freeze the issue 
at otherwise there was risk of putting the entire PD~ project schedule in jeopardy. 

I ' I 

Phase- I Qf CPP (one GTG and HRSG) was scheduled for completion by September 2011 . I , : 
and overall completion by November 2012. 'i 

' ' 
I ' I . , 

Oumulative progress achieved till September 2011 \(i.e scheduled month of completion of 
I I ' ! -

Phase I) (or CPP project was only 11.8 per c<;mt. J3HEL made one GTG and HRSG (i.e 
Phase I of CPP) ready in July 2012 and May 20(13 respectively against the scheduled 
chmpletidn in September 2011 :i..e with delay of 20 months. Further, overall mechanical 
c~rnpletidn schedule committed by BHEL was i:from November 2013 to June 2014 
against scheduled completion of November 2012. ' 

I 

i I 

E'xaminat~on in audit revealed that, on the one hard, the Company stated that delay in 
fi4alizatidn of CPP project had the risk of putting the entire PDRP project schedule in 
jeopardy, : and on the other hand the Company re~axed the specific condition that was 
m'eant to ensure timely completion of job by reducing ma~imum deduction that could be 
rriade in chse of delay in completion of project to 5 per cent from 10 per cent. Further, the 

I 

Cpmpanyi also failed to :insert a clause in the agre~ment to levy interest on mobilization 
acjvance iµ case of delay in project beyond a parti~ular timeline. Thus, the very pUrpose 
of awardihg this contract on nomination bas~s at a higp.er value than the estimate was 

dtfeated. • . ,),, ·_' Alf ft~~'.''.. ff'~· . 
The Company replied C?ctober?013) ~at ma1w ~~~~P,~~j~~p:qnade to pers~ade BHEL 
tq accept ·,the commercial cond1t10ns without. d,~v1~tlQ:;\$~'.;P1!:tJ1me was runnmg out and 
p~acement of work order for CPP was getting"dd~y~,4:\j\iso, 'BHEL's insistence on 

I . .,. . . 

! 
46 



Report No. 13of2014 

relaxing maximum price reduction to 5 per cent and interest free ad hoc mobilization 
advance of~ 120 crore was accepted to enable BHEL to start the work of C PP before 
forma l placement of an order. 

The reply needs to be viewed in light of the fact that in spite of deviations meant to 
ensure timely commissioning of C PP, the Company could not achieve the same. 

It lost~ 26.68 crore on account of extend ing interest free ad-hoc advance of~ 120 crore 
(ca lcu lated at the rate of 8 per cent on ~ 120 crore fo r a period September 2009 to 
September 2010 and on diminishing balance from October 20 10 to March 20 13). 
Unadjusted amount of advance was~ 80.45 crore (March 2013). 

If the Company had levied price reduction of I 0 per cent of contract val ue rather than 
5 per cent in case of delay in mechanical completi on, it could have recovered ~ 334.83 
crore from SHEL. However, a per re laxed condition, maximum amount that the 
Company might recover would be~ 167.42 crore only. 

The extra cost attributable to the sa id re laxations was ~ 194. I 0 crore (~ 26.68 crore + 
~ 167.42 crore). The basic objective of time ly completion of C PP, by awarding the 
contract to BHEL on nomination ba is at a higher value than e timates, remained 
unfulfilled . 

The matter was reported to the Ministry 111 ovember 201 3; their reply was awaited 
(March 20 14). 

I 1.4 Short realisation of sale consideration 

Sale of land below guideline value resulted in short realisation of~ 25.24 crore. 

Government of Tamil Nadu acqui red 153.20 acres of land at Ennore (Chennai) for Indian 
Oi l Corporation Limited (Company) in 1996 for setting up LPG bottling plant. The 
Company set up the plant in 200 I in 40 acres of land. 

The Board of Directors (BoD) of the Company accorded " in - principle approva l" in 
August 2007 for handing over of surplus (about 11 0 acres) land to Indian Oil Petronas 
Pvt. Ltd . (!PPL), a Joint Venture Company o f IOC L and Petronas of Ma laysia to set up 
import I export terminal project. Equity contribution of~ 134 crore was made as on 31 
March 20 13 towards Company's share for constructi on of the import terminal by !PPL, 
subject to adjustment of market va lue of land agai nst Company's share of 50% of equity. 
For va luation of land, Company appointed two Government approved va luer namely 
Guru Consultants and Capt. A . Kaliamoorthy. 

Guru Consultants valued (October 2007) the land measuring about I I 0 acre at 
~ 32. 14 crore inc luding the cost of existing compound wall and Capt. A. Kaliamoorthi, 
va lued (June 2008) the same at ~ 34.3 1 crore, after taking into account the merits and 
demerits of the land. 

After approval (January 2009) of BoD, the Company sold (June 2009) its surplus 
110 acres land at ~ 34.3 1 crore to !PPL. The Company subscribed (till Apri l 20 I 0) 
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'{ 134 crore, being 50 per cent of the tota l equity capital of'{ 268 crore in IPPL partly in 
the form of transfer of 110 acres of land at a cost of'{ 34.3 1 crore and ba lance sum of 
'{ 99.69 crore in cash. 

Audit examination revealed that: 

• As per Section 44-A of the Land Acquisition Act, 1894, no Company for which any 
land is acq uired under this part shall be entitled to transfer the said land or any part 
thereof by sale, mortgage, gift, lease or othen ¥ise except with the previous sanction 
of the appropriate Government. The Company did not obtain sanction of State 
Government for sale of surplus land. 

• BoD, while considering the revised cost of the project, directed (December 2008) that 
va luation of land needed to be critically reviewed considering changes in market 
dynamics, since the first estimate was worked out in August 2008. 

• The value of the land adopted by the second valuer (which was accepted) was based 
on the gu ideline va lue that prevailed in August 2007 and a period of about 20 months 
had lapsed before execution of the sale deed. The guideline va lue of the land at the 
time of sale in June 2009 stood at '{ 59.55 crore. However, the sale consideration was 
onl y '{ 34.31 crore, i.e., the value determined by the second valuer and duly accepted 
by the Board while approving equity investment in the N. 

Thus, by not reviewing the current guideline value, the Company lost an opportunity to 
sell at additional sale consideration of'{ 25.24 crore. There was also an undue benefit of 
'{ 12.62° crore to the private sector j oint venture partner, in the process. 

The Company stated (August 20 13) that (a) the issue of sale of the land was not taken 
up with the State Government since the land was being used fo r the purpose fo r which it 
was procured from State Government and (b) va luation of the land made by the second 
valuer who valued higher at'{ 30 lakh per acre was accepted. 

The reply of the Company is not acceptable in view of the following: 

• The Land Acquisition Act, 1894 required the Company to obtain previous sanction of 
the State Government, which was not done. 

• The Company relied on the report of the second valuer which was based on the 
guideline value of the land that prevailed in August 2007. The guideline value at the 
time of sale (June 2009) stood at '{ 59.55 crore. The reasons as to why the Company 
has not asked for '{ 59.55 crore as the sale consideration, were not forthcoming. 

Thus, the Company disposed the land in which it lost an opportunity to earn additional 
revenue of '{ 25.24 crore as consideration was not determined as per the guideline value 
at the time of sale. ln the process the company extended undue benefit of'{ 12.62 crore to 
the private sector joint venture partner. 

The matter was reported to the Ministry in December 2013; their reply was awaited 
(March 2014). 

• ((59.55 crore- '34.31 crore)* 501100 
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I 1.5 Loss due to uneconomic movement of product 

I The Compa ny suffered loss of~ 5.03 crore due to uneconomic movement of HSD 

As per cction 13(2) (a) of the Bihar Va lue Added Tax Act, 2005 (BY AT) read with 
Departmental notification No. S.O. 43 dated 4 May 2006, Value Added Tax (VAT) is 
lcviablc on High Speed Diesel oil (HSD) by the oil companies at the time of sale of such 
products to the retailers or direct consumers. However, no such VAT is leviable on sa le 
of this product between oil companies. As per Bihar Entry Tax Act , 1993 1 entry tax is 
paya ble on specified goods entering into Bihar from outside the state and the uch entry 
tax can be et off against the VAT liabi lity arising out of sale of good under the BY AT. 
Thu , in case HSD is so ld by one oil company to another oi l company by bringing the 
amc from outside Bihar, there i no cope fo r et off of entry tax paid by the ellcr. 

During August 20 11 , Indian Oil Corporation Limited (Company) old 266 18 KL of HSD 
to other oil companies2 from its Patna Terminal which included 9360 KL brought from 
outside Bihar i.e. Haldia, West Bengal for which the Company paid ~ 5.37 crore on 
account of Bihar Entry Tax. As no VAT was lcviable on sa le of 26618 KL of HSD to 
other oil companies, the above entry tax of~ 5.37 crore could not be set off by the 
Company. It was further observed that the Company had adequate stock of HSD at its 
Barauni Marketing Terminal in Bihar from where 9360 KL of HSD could have been 
upplied to the other oil companies at Patna even by incurring road transportation cost of 
~ 0.34 crorc3

. In this process, the Company could have saved~ 5.03 crore (~ 5.37 crorc -
~ 0.34 crore) even after absorbing the additional road transportation cost. 

The Company stated ( ovembcr 20 13) that there was low stock of I ISO of Barauni 
origin at Patna and there was no option but to supply HSD ava ilable at Patna to other 
OMC irrespecti ve of its origin. The contention is not tenab le as there was adequate tock 
of HSD at Barauni marketing terminal during the enti re month of Augu t 2011 from 
where 9306 KL of HSD could have been supplied to other oil companie at Patna. The 
Company further contended that road movement of HSD could not have been done in the 
ab cnce of contracted tank truck from Barauni to Patna. This is also not acceptable as 
considering the economy in product movement, the Company could have arranged road 
transportation of HSD and avoided loss of~ 5.03 crore. 

Thus, due to uneconomic movement of product, the Company had su ffered loss of 
~ 5.03 crore. 

The matter was reported to the Mini t1y in November 2013; their reply wa awaited 
(March 2014). 

1 Bilrnr Tax 011 Entry of Goods i11to local areas for co11.rn111ptio11, use or sale tlterei11 A ct, 1953 
20522 Kl to Bharat Petroleum Corporation limited a11d 6096 Kl to Hi11dusta11 Petroleum 
Corporatio11 limited. 

1 Road tra11sportatio11 expense between Pa111a and Barau11i (2 x 107 Km x 9360 Kl x f 1.6950 per Kl 
per Km = f 33.95 /aklt) 
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11.6 Dejicie11t procurement procedure leading to extra expenditure 

The Company placed repeat orders on vendors without considering their 
financial credentials and capability of fulfillin g obligations resulting in extra 
expenditure of ~ 30.68 crore and time overrun of two years 

Indian Oil Corporation Limited (the Company) framed a special set of procurement 
procedures (June 2009) to have smooth, effective and efficient placement of Purchase 
Orders for commissioning of Paradip Refinery in Odisha. As per this procurement 
procedure, Master Suppl iers List (MSL) submitted by Project consultant was to be 
finalised by the Company based on experience with vendors in respect of earlier projects. 
All suppliers on the approved MSL were to be considered capable for the item without a 
need for shop survey or assessment. 

Examination in Audit revealed that for placement of orders, no consideration was given 
to financia l credentials and concurrent orders in hand with the vendor. Further, while 
finalizing MSL, no monetary cei ling was fixed for placement of orders against each 
vendor to avoid bunching of orders. The Company placed repeat orders on same vendors 
without assessing financial credentials and capability of fulfilling supply obligations 
which resulted in extra expenditure as we ll as significant time over-run as follows: 

For procurement of Ai r Cooled Heat Exchangers (ACHE), MSL including I 0 vendors 
was finalised in June 2009. Limited tenders were invited (July 2009) from all vendors in 
the approved MSL. lord Engineers India Limited (JEIL) was one among ten vendors and 
had negative net worth from 2006-07 onwards. 

Considering the acceptance of technica l requirements and lowest bid offered by JEIL, 
Fax of acceptance (FOA) for supply of eight ACHEs was issued on 28 April 2010 for a 
value of~ 23.63 crore. Three more FOAs va luing Z 5.69 crore for seven ACHEs were 
also issued to JEIL ti ll 12 May 20 10. 

As per the tenns of FOAs, Perfom1ance Bank Guarantee (PBG) equivalent to l 0 per cent 
of the value of purchase orders was to be furnished by JEIL within 45 days from FOA 
and delivery was to be made in 9 to 13 months. Further, drawings were also to be 
submitted within 4 to 6 weeks. However, JEIL failed to furnish PBG and delayed 
submission of drawings in respect of all purchase orders. 

Despite JEIL's failure to furn ish PBG and drawings, three more purchase orders valuing 
Z 24.49 crore for eight ACHEs were placed on JEIL during September 2010 to December 
2010. Drawings of JEIL under Code 2+ were approved in September 2011 i.e. after 
expiry of delivery period for the first four orders. JEIL expressed financia l constraints 
and sought (October 201 1) additional financial ass istance through change in payment 
terms. This request was acceded to and the fo llowing add itional financial assistance was 
agreed: 

+ Approval of drawings under Code 2 were considered good enough for starting manufacturing 
activities 
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Submission of Performance jBank Guarantee by JEIL while claiming final 
payment of 10 per cent instead of within 45 days from FOA as per terms of 
Purchase Order. 

Relea~ing pro-rat~ payments tihough letter of credit (LC) for 80 per cent of order 
value against dispatch of docw:P.ents. 

Advance of~ 2.69 crore was ieleased (November 2011) on approval of drawings 
against existing bank guarantbe for plirchase order of Gujarat Refinery of the 
Company instead of submissiop of a fresh bank guarantee. 

Even after this financial assistance, JEIL failed to deliver ACHEs in complete shape and 
supplied only 42 fans which were ohly bought out items. Accordingly, the Company, 
after assessing.the availability of the rhaterial in the premises of JEIL and its capacity for 
executing orders, decided to offload all orders for balance material. Further, the 
Company conveyed (September 20 *) to its Board of Directors that the chances of 
recovery of extra expenditure were bleak though fresh orders were to be placed at the risk 

I 
and cost of JEIL. The balance workj was re-tendered and finally awarded (October to 
December 2012) at a value higher 

1 

than the original orders by ~ 21.75 crore. The 
Company made a claim of~· 33.46 ciore on JEIL (including cost of free issue materials 
provided to third party vendors by rdcL and cost of supervision). Payment against two 
invoices valuing ~ 9.44 lacs was no~ released and bank guarantee of~ 2.69 crore was 
encashed (November 2012) by the Co,lllpany. 

Despite its bad experience with JEIL,! on re-tendering the balance materials of air cooled 
heat exchangers, the Company placeq three orders (October 2012) valuing ~50.96 crore 
on GEI Industrial Systems Limited (GEIISL) for 14 ACHEs (out of 23 ACHEs ordered 
on JEIL) without considering their pbor performance in respect of all thirteen purchase 
orders placed during January 2010 tb January 2011. Seven POs valuing ~ 47.46 crore 
were pending delivery in August 2q12 despite a lapse of 10 to 18 months from the 
contractual delivery date. As GEHSIL could not supply the material in respect of fresh 
orders due to financial crunch, addittonal financial assistance such as adhoc advance of 
10 per cent of value of purchase otder, submission of Performance Bank Guarantee 
before release of final payment of id per cent instead of within 45 days from FOA and 
direct payment to sub-vendors was iextended. Even then, GEUSL did not supply· fuH 
material against any of the purchase Qrders till December 2013 though· scheduled delivery 
period was from March 2013 to June 2013. 

I 

i 
Ministry stated (January 2014) that-, 

I 

• No consideration was given t,o concurrent orders and fixing monetary ceiling in 
the Company as it lent a lot of subjectivity to the entire procurement process and 
was not very practical to oper~te in a public procurement environment on grounds 
of fairness and transparency 

I 
" Since there were only limited tvendors in this field out of which one vendor was in 

the process of being offload~d, it was not possible to further prune the list and 
ignore GEIISL. Moreover, rto adverse remarks, financial or otherwise, were 
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brought to the notice of the Company by the Managing Proj ect Management 
Consultant. 

• It was unfortunate that the vendor fai led to perform despite foll owing sound 
procurement procedure but in such large projects, it was not altogether possible to 
avoid getting into such s ituations. 

Reply of Ministry needs to be viewed against the facts that: 

• Capability of parties with regard to technical knowledge, availability of 
equipment, man power, financial position etc. are required to be assessed before 
including a vendor in the li st of registered vendors as per Company's Material 
Management Manual. Had the Company fo llowed the same, it could have avoided 
the situation. 

• The Company could have invited g lobal tenders to expand its list of vendors. 

• Preparation of MSL based only on previous experience of either the Project 
Consultant or the Company without any separate qualifi cation procedure led to 
placement of repeat orders which resulted in failure to suppl y or de lay in supp ly 
by vendors. 

Thus, a defi cient procurement procedure led to purchase orders being placed repeatedly 
without considering financia l credenti als and capability of fulfilling obligations by the 
vendor. This resulted in extra expenditure of~ 30.681 crore and materia l ordered was 
awaited (December 2013) despi te time overrun of two years. 

Oil and Natural Gas Corporation Limited 

J 1. 7 A voidable expenditure due to non-availing of deemed e.xport benefit 

Foreign Trade Policy exempted purchase of High Flash High Speed Diesel 
(HFHSD) from payment of excise duty under 'deemed exports' for consumption in 
petroleum operations in eligible areas falling under petroleum exploration licence 
(PEL)/ mining licence (ML), pre-NELP and NELP blocks, if such HFHSD was 
purchased through international competitive bidding(ICB). Oil and Natural Gas 
Corporation Limited purchased HFHSD during 2006-13 for its petroleum 
operations in the eligible areas without resorting to ICB tender by paying excise 
duty of~ 326.75 crore and failed to avail of deemed export benefit to that extent. 

Customs notifications of March 2002 exempts payment of customs duty on import of 
goods required in connection with petroleum operations in areas where PEL/ML 2 has 
been issued or renewed after l April 1999 and for operations in pre-NELP and NELP3 

blocks. Foreign Trade Policy (2004-2009) exempted payment of excise duty on purchase 
of such goods against International Competitive Bidding (ICB) under 'deemed exports'. 

1 ( f 33.46 crore - ( f 2.69 crore + f0.09 crore)) 
2 PEUML - Petroleum Exploration licence/ Mining l ease. 
3 NELP- New Exploratio11 Lice11sing policy. 
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While Central Excise Tariff Act, 19~5 (First Schedule - Notification No. 6/2006-CE) 
grants exemption from payment of basic excise duty levied on such'goods, additional 
excise duty was to be paid and refund! to be claimed from Directorate General of Foreign 
Trade (DGFT) as a deemed export bdnefit (DEB). Either the buyer or the supplier could 
claim the refund of additional exciseiduty from DGFT. Subsequently, even payment of 
additional excise duty was exempted fr.om March 2012. 

! 

Oil and Natural Gas Corporation Limited (Company) has been purchasing High Flash 
High Speed Diesel (HFHSD) for its phroleum operations in eastern and western offshore 
areas. While eastern offshore areas w6re solely PEL/ML or NELP areas eligible for DEB, 
the western offshore areas comprised both eligible and non-eligible areas. Thus, the entire 
purchase of HFHSD for eastern offsHore areas was eligible for DEB, while a major part 
of the western offshore areas were so eligible .. 

i 

The Company, however, purchas~d HFHSD from public sector Oil Marketing 
Companies (OMCs) on nomination ibasis during 2006-09 and incurred an avoidable 

I 

expenditure on excise duty of ~ 17. 72 crore for its eastern offshore areas. On western 
offshore, though 95.33 per cent of the ML area and entire PEL area of the Company was 
eligible for DEB, it paid excise duty qf~ 169.91 crore on purchaseofHFHSD during the 
same period. As separate storage facilities for bifurcation of consumption of HFHSD in 
eligible and ineligible areas in we~tern offshore areas was not available with the 
Company, Audit could not quantify the DEB foregone for the eligible areas in. western 
offshore. ' 

i 

In August 2009, Indian Oil Corpor~tion Limited {IOCL) informed the Company that 
HFHSD could be purchased without paying excise duty and DEB· could be availed of if 
purchase was done through ICB ten~er under the provisions of Foreign Trade Policy. 
IOCL also offered to supply HFH$D under these provisions. Tax Consultant of the 
Company also confirmed (Februacy/March 2010) availability of DEB under these 
provisions. Mining Lease for Mumbai High which is located in western offshore area was 
re., granted by the Government in October 2010 and, thus, the maximum area in western 

·- offshore became eligible for DEB. I* May 2010, the Company decided to initiate a ICB 
tender for purchase of HFHSD for eastern as well as western offshore areas and to . create 
separate storage tank facilities conchrrently for western offshore areas. However, the 

I . . - -

Company invited a combined ICB : tender for eastern and western offshore only in 
October 2011 after a delay of more ttiantwo years from the date IOCL had apprised it of 
the provisions for availing of DEB. 1 

• 

From August 2009 to October 20111, the Company continued to purchase HFHSD for 
eastern offshore and western offsHore areas without resorting to ICB tender, paid 
avoidable excise duty of~ 141.04 cro~e by foregoing the available DEB. 

! 

In response to invitation of offers :against ICB tender floated in October 2011, the 
Company did not receive any bids. IA likely reason for the lack of response from the 
suppliers was that it had placed the dnus of claiming refund of additional excise duty on 
the suppliers. The condition was in contrast to the practice in vogue in blocks operated by 
others including PMT block where t4e Company had the major participating interest as a 
joint operator, whereby refund for ex~:i.se duty was claimed by the buyers. 

I 
! 
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Subsequently in March 2012, the excise duty prov1s1ons were amended exempting 
payment of add itional excise duty along with the basic excise duty on HFHSD. The 
Company, however, did not take cognizance of the changed provisions and issued a 
revised ICB tender for eastern offshore and western offshore in July and November 2012 
respectively with an option to the supplier to quote for HFHSD at a price inclusive of 
excise duty, stating that refund of excise duties would be claimed by the Company. 

All the three public sector OMCs quoted a price inclusive of excise duty and the 
Company placed orders on OMCs for both eastern and western offshore in October 2012 
and April 2013 respectively. Though the Company had paid a price inclusive of excise 
duties for purchase of HFHSD, no refund had been received by it from DGFT till date 
(January 2014). 

From November 2011 to March 2013, the Company incurred avoidable expenditure of 
~ 167.99 crore towards excise duty on purchase ofHFHSD and could not avail of DEB. 
Subsequently, the Company's eastern offshore again floated (July 20 13) ICB tender for 
HFHSD. OMCs quoted in this tender without any excise duty, and the Company placed 
(30 September 20 13) orders on Hindustan Petroleum Corporation Limited (HPCL). 

Thus, the Company purchased HFHSD from OM Cs for eastern offshore (during 2006-07 
to 20 12-13) and for western offshore (during November 201 1-March 2013) for its 
petroleum operations by paying avoidable excise duty of~ 326.75 crore even though 
DEB was available. 

The Management stated (October 2013) that: 

• ICB tender was not floated prior to 20 I 0 because OM Cs never agreed to supply 
HFHSD without charging excise duty under administered rates and also did not 
agree to the standard terms and conditions of the tender. 

• Administered prices were lower compared to international prices and hence, there 
was no possibility of any foreign bidder participating in ICB tender. 

• Refund of claims had been suspended between March 2011 and May 2012 due to 
decision of DGFT about eligibility of fuel under DEB. Hence, the Company 
could not take any action from 15 March 20 11 to 17 May 2012 for avai ling of 
DEB. 

• The eastern offshore of the Company did not receive the refund claim from DGFT 
till date for the quantities of HFHSD procured up to March 2013 against the ICB 
tender of 2012 since as per DGFT Circular (15 March 2013), no refund of 
tern1inal excise duty was admissible where such supplies was ab-initio exempted 
from excise duty as per Central Excise Notification of 17 March 2012. 

Reply is not convincing in view of the following: 

• The Company admitted in its rep ly that it did not invite ICB tenders prior to 2011 
as it was unaware of DEB till intimation by lOCL in August 2009. The Company, 
thus, bad not explored this option with the OMCs at all and, hence, the question 
of OMCs' not agreeing to supply HFHSD without charging excise duty did not 
arise. Besides, the OMCs bad been supplying HFHSD to other parties (notably 
PMT-N) during this period, allowing such parties to claim refund of excise duty. 
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Lack of awareness on the part of the Company, being a major Exploration and 
Production (E&P) operator in India, is not convincing, particularly when its 
fa ilure to avai l of DEB in procurement of oil well cement under identical 
provisions had been high lighted in C&AG's Report No. I I of 2007+. 

• The contention that no foreign bidder would have quoted the administered price 
being low, is not justified as the requirement for avai ling DEB was invitation of 
ICB tender and not participation by/ procurement from foreign bidders. In ICB 
bids invited subsequently by the Company (in 20 12) no foreign bidders 
participated and yet orders were placed on OMCs to avail DEB. 

• Refund of exc ise duty was seamless ly available to eligible operators throughout 
the entire period (2006 till date). The contention of the Company that it could not 
take any action from March 20 11 to May 20 12 in view of DGFT's suspension of 
refund of exc ise duties during this period, has to be viewed in light of the fact that 
other E&P operators placed orders under ICB tender during this period to avail of 
the exemption benefit. Besides, the quoted Petrofed communication (November 
2011), itself confirmed that such refund was avai lab le in terms of para 8.2 (t) of 
Fore ign Trade Policy. 

• DGFT circular of I 5 March 2013 quoted by the Company in reply was only a 
clarification to the Central Excise Notification issued earlier on I 7 March 2012 
which had stipulated that no excise duty (Basic a well as additiona l excise duty) 
was payable on HFHSD purchased through ICB. As the Company had invited the 
tenders after March 2012 (in July 20 12 and November 2012 for eastern and 
western offshore respectively), the contract provis ions should have been suitably 
aligned to the tax notification that had a lready been issued in March 20 12. Refund 
claim submitted by the Company had not been honoured by DGFT in view of the 
fact that from March 20 12 excise duty'was not payable ab-initio. 

The matter was reported to the Ministry in January 2014; reply was awaited 
(March 2014). 

11.8 A voidable expenditure due to change in location of platform in Vasai East 
Field 

Due to change in location of a process platform in Vasai East Field and 
consequent prolonging of project duration, Oil and Natural Gas Corporation 
(Company) incurred an avoidable expenditure of ~ 79.48 crore comprising (i) 
payment of~ 55.85 crore to the Contractor due to deferment of installation and 
acceleration efforts put in by the Contractor including element of additional 
service tax and (ii) laying of temporary pipeline at a cost of ~ 23.63 crore to 
commence oil production pending comm1sswning of the project, besides 
sustaining loss of r evenue ~ 17.98 crore due to flaring of gas in the absence of 
facilities to handle it. 

The Vasa i East field is located in western offshore. In order to exploit the hydrocarbon 
potential , the Company planned to develop the field through installation of faciliti es. 

• Para 13.8. 7 of Report No.I 1 of 2007 of CAG - Union Govemme11t-(Co111111ercial). 
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I , , 
Accordingly, a contract for installation of Booster Compressor cum Process Platform 
(~CPA-'2) under Vasa:i. East Development (VED) Ptoject was awarded to a consortium of 
'MJs Samsung Heavy Industry Limited (SHI) and lV1fs. Larsen & Toubro (L&T)' ~jointly 
referred to as Contractor, in January 2006 with scheduled completion by April 2008. As 
pJr . contrcictual terms, SHI and L&T were to rec~ive separate payments for the work 

· cdrried mh by them respectively. The platform ~as to be installed. on the location 
mbntioned by the Company in the bid package. Tii:e Contractor commenced the detailed 

I • . I 

pr1e-engin~ering work in February 2006. Howeve~, focation of the platform ha:d to be 
clianged ahd new location was approved by the Company in July 2006. The Project was 

I .' ' . . ' I ', ' ' ' • 

actually completed in July 2009. During executioniof the Project, SHI submitted da1ms 
fo~ time and cost over run for the reasons attribu~able to the Company, The Company 
di~puted the claims and asked (December 2009) the contractor to submit its claims to an 
Ohtside Expert Committee (OEC) - a mechanism\ devised by the Company for speedy 
. r.e~olution 1 of commercial disputes. On accepting. (Jqecember 2011) the recommendations 
of: OEC, the Company paid (September 2012) the qlaim of SHI for~ 51.43 crore. Claim 
fof the same reason submitted.by L&T towards ad9itional service tax was paid (October 
2Ql2) by the Company at~ 4.42 crore. ' 

I . 

A~dlftt obseirvedl that: 
I . 

© I Location of the platform was decided by theiCompany and incorporated in the bid 
I 

I
i docmnients. Before award of the project ini January 2006;. there. was concurrent 
1 

activity of laying subsea pipeline under a i separate contract near the proposed 
I location of BCPA-2 platform. During initi~l survey conducted by the Company 
· for' deciding location of the platform and incorporation in the bid documents, the 

. : Cofnpany did not notice the interfacing pip~line. The project was, thus, awarded 
[ to the Contractor for execution of work at !a location~ the coordinates of which 

I 
wete hindered by an existing pipeline. Duri~g a review meeting (22 March 2006), 

· SHI informed the Company about the o~struction at the proposed platform· 
j

1 

loc~tion . caused by the pipeline. On the reqliest of the Company,· the . Contractor 
. proposed an alternate location which was accepted by the Company. This delayed 

j the'tproject by 3 to 4 months and deferment d,fwork across tWo seasons.· . 
I I , 

T~us, the platform was .. commissioned in July 200~ after a delay qf over a year. Due to 
change in focation and consequent prolonging of pmject duration, the Company paid an 
adtlitional ~mount of~ S 1.43 Crore to SHI for defeiment of installation an:d acceleration 

· efforts put in by it. . 
!· ' . ' .· ' . , I . ' .. 

® j Du~ to delay in completion ofthe Proj~ct, t~e Company decided (~arch 2008) to 
mak:e alternate arrangements for startmg production from Vasai East field by 

I processing the oil at the existing facility i at another complex. The alternate 
I arrangements involved installation of risers and laying of 8" pipeline. The 
\ Cor'.n.pany incurred an expenditure of~ 23.63 crore on laying temporary pipeline 
i for ~arly production. 

0 i The temporary · facilities had been created 1 for handling and processing fluids I , . 
I, almie. As there were no facilities for handling gas produced in the field, the entire 

I
, gas, (56.193 MMSCM) had to be flared.· This resulted in loss of revenue of 

~ 17 .98 crore from March 2008 to March 2009. 
I, I 

I 
I 
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Thus, change in location and creation of alternate fac ilities led to an avoidable 
expenditure of~ 79.48 crore and loss ofrevenue of~ 17.98 crore due to flaring of gas. 

The Company replied (January 2013) that: 

• 

• 

The claims of the Contractor were referred to OEC and the payment made to the 
contractor was accepted by the Company as reconciliation of the issue. 

By making alternate arrangement on fac ilities, oil production was started in May 
2008 from Vasai East well s. This was a proactive step taken by the Company 
and, therefore, though YEO Project completion was delayed, temporary laying 
of pipelines helped the Company to start early production of oi l. 

The reply is not convincing, as 

• The onus for dec iding the location of the platform was on the Company. 
Existence of the interfac ing pipeline ought to have been taken into consideration 
as the pipeline was also installed by the Company itself. 

• The delay attributable to the Company had contributed to excess expenditure in 
laying temporary pipelines and flaring of the gas produced from the field which 
were avoidable 

The matter was reported to the Ministry m February 2014; their reply was awaited 
(March 2014). 

11.9 A voidable flaring of gas 

Delay by Oil and Natural Gas Corporation Limited (Company) in upgrading 
Process Gas Compressors (PGCs) at Neelam Platform led to frequent tripping of 
PGCs resulting in flaring of 21.536 Million Standard Cubic Metres (MMSCM) of 
high pressure gas valuing ~ 16.54 crore during the period 2010-13. Tender 
finalization for flare gas recovery project was also delayed by the Company by 
one year which also led to avoidable flaring of 23.725 MMSCM low pressure gas 
valuing~ 18.37 crore during 2011-12. There was, thus, a total avoidable flaring of 
gas valuing~ 34.91 crore. 

Neelam Asset of Oil and Natural Gas Corporation Limited (Company) produces both oil 
and gas. Oil , water and gas mixture coming out of the wells is sent to a High Pressure 
(HP) separator for separating the oil, gas and water. While the gas coming out of the 
HP separator is diverted to the Process Gas Compressor (PGC) for compression, the 
liquid from the HP separator is sent to the Low Pressure (LP) separator. Gas from the 
LP separator being at low pressure has to be boosted by LP Booster Compressor 
to a pressure of 6 to 8 Kg/cm2 for feeding to Process Gas Compressors (PGCs) for 
further use. 

HP flare system is designed for safety of the platform. Any disruption in compression, 
either due to PGC shutdown/tripping/ process upsets, etc., leads to flari ng of HP gas. LP 
flare system is designed to fl are very low pressure process gas from Produced Water 
Conditioner, Gas Dehydration Units, etc. required for normal operation of p latform. In 
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the absence/non-functioning of LP booster compressor, LP gas has to be flared. The 
graphical presentation is given below. 

From WELLS 
Oil+ wate r + s:as 

Process Description 

W a t e r 

LP Fla re 

PRODUCED 
WATER 

CONDIT IONER 

~l•re 

- l~~-o"_;:_: ~> 

Oil 

~~-------- OIL TO URAN 
TERMINAL 

M OL PUMPS 

Source: Chart provided by the Company. 

A. Flaring of HP Gas: Neelam Process Complex had three PGCs insta lled during 1990 
to 2000. The compressors being old were running at lower efficiency leading to frequent 
tripping. As against the Company's vision of zero trips, instances of tripping of PGCs 
during 20 I 0 and 20 12 were 30 and 37. In 201 1, the instances of tripping increased to 80, 
as one of the three PGCs had to be shut down. 

The Company had a policy for replacement of PGCs after these machines completed 20 
years or more of their li fe . PGCs were installed during 1999-2000. However, even before 
completion of 20 years' li fe, PGCs were functioning poorly. A Multi Disciplinary Team 
(MDT) of the Company met in July 2008 to di scuss, inter alia, issues re lated to the hea lth 
of PG Cs. Considering the performance and availabi li ty of machines, MDT recommended 
(July 2008) a health check-up of systems and sub systems to enhance performance and 
reduce non-availability of machines. Health check-up of three PGCs in Neelam Complex 
was carried out by the Original Equipment Manufacturer (OEM) only in November 20 10 
i.e. after over two years of MDT's recommendation. As per OEM's recommendation, the 
Company was to take up up-gradation of the control system and starting system of PG Cs 
at the earliest. However, even after three years of the OEM's recommendation, the 
Company was yet (February 20 14) to award the job. During 2010-13 • , due to frequent 
tripping of the PGCs, 2 1.536 MMSCM of HP gas valuing ~ 16.54 crore had to be flared 
which was avoidable. 

The Company stated (September 201 3) that ( i) action was on hand to award the job for 
up-gradation of the control system and starting system to OEM, (ii) major overhaul of 
compressor and replacement of engine/accessory of PGC 'C' was completed in February 
20 13; (iii) s imilar overhaul of 'B' and 'A' PGCs was planned in October 20 13 and July 
20 14. It added that the first stage cooler revamp in all the three PG Cs was planned in 
20 13-14. 

• Considering two years time for corrective action 011 the MDT reco111111e11datio11s. 
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Reply· is not convincing as in respdnse to MDT's recommendation of July 2008 for 
carrying out the health check up of PGCs, the Company took more than two years to 
carry out the health check up. Evenl after three years of health check up, the job for 
upgrading the control system ·and starting system was yet (February 2014) to be awarded 
to the OEM. Meanwhile, avoidable flhring of HP gas continued. 

I 

B. Flaring of LP Gas: The avail~ble LP booster compressor in Neelam Process 
Complex, commissioned in 1994 ~as designed as per criteria based on the then 
envisaged production of the field. Holever, actual production of the field dedined faster 
than expected and the quantity of LP kas, thus, reduced. LP booster compressor could not 
be operated with less input volume I and lower molecular weight gas. Hence, LP gas 
released from the LP separator was/ being flared. To reduce flaring of LP gas from 
Neelam Process Complex, the Company conceptualised the Flare Gas Recovery Project 
(FGRP) in 2005-06 wherein it decidJd to install screw compressor. The Company also 
decided to replace the existing compr~ssor in another process complex viz. Heera Process 
Complex in Heera Asset with the strew compressor. Based on the drawings and bid 
package prepared (November 2006) Hy Saipem Triune (ST), the Company invited (April 
2007) tenders for FGRP. As only pne bid was received, the Company's Executive 
Purchase Committee (EPC) directed (lfebruary 2008) re-tendering. The Company got the 
scope reviewed (March 2008) by E1i.gineers India Limited (EIL) and after retendering 
placed Notification of Award (NOA); in March 2010 on Kirloskar Pneumatic Company 
Limited with scheduled completion by September 2011. FGRP was, however, 

I . 

commissioned in March 2012 in Neelam and May 2012 in Heera Complex. 
I 

FGRP was originally a part of tumaJound plan of Neelam-Heera Complex approved in 
May 2008 for completion by April 20/11. Considering that Neelam-Heera turnaround plan 
was at the nascent stage in 2006, the Company felt it prudent to fast track the project and 

I 

complete it by June 2008. While bid package and cost estimates were prepared by ST in 
November 2006, NIT was issued onlx in April 2007 after a gap of six months. The price 
bid was opened in September 2007 artd TC held negotiations in October 2007. On receipt 

I . . . 

(November 2007) of revised price, T<C submitted its recommendations for re-tendering to 
EPC after two months (January 2008)!. After EPC agreed (February 2008) to re-tendering, 
fresh tenders were invited in September 2009 against the planned schedule of February 
2009. The delay in invitation of fr~sh tender delayed NOA from July 2009 to March 
2010 and completion schedule from 0ctober 2010 to September 2011. This schedule too 
was not met and FGRP envisaged to!be completed in-June 2008, was finally completed 

. only in March - May 2012. The del:ay of one year in finalization of the tender led to 
avoidable flaring of gas valuing~ 18)7 crote". 

I 

The Company while explaining (sebtember 2013) the reasons for delay such as time 
taken for price negotiations, discussion for avoiding retendering, IRR calculations and 
details of Clean Development Mech~nism (CDM) benefit, stated that this was the first 
exercise of its kind and, hence, it took extra time. It added that before issue of NIT, there 
were apprehensions that hybrid sere~ compressors would be a better option compared to 
oil filled screw compressors. The cJse was referred to Mis. Hybon, USA (July 2009) 
which confirmed (August 2009) the s1iitability of the selected compressor. 

~ 

. I . 
"' Considering flaring of 23. 725 MMSCMJ! of gas that occurred during 2011-12. 

59 



Report No. 13 o/2014 

Reply does not offer any valid or acceptable explanation for delays in processing of 
tender, according administrative approval and financial sanction and delay in completion 
of Project. The Company unduly delayed the project that was planned in 2005-06 with 
scheduled completion in June 2008 and was completed on ly in March-May 2012. 
Further, the Company came aero s the option of hybrid screw compressor only in July 
2009 whereas the administrative approva l was accorded in June 2009 and it decided to go 
ahead wi th screw type compressors which does not justify the delay that occun-ed 
ab initio. Meanwhile, due to delay in fina liz ing FGRP and continued tripping of Process 
Gas Compressors, the Company had to flare 45.261 MMSCM of gas va luing { 34.91 
crore, which was avoidable. 

The matter was reported to the Ministry (October 201 3); their reply was awa ited (March 
2014). 

1 I.JO Extra e.'Cpenditure due to hiring rig beyond required capacity 

Oil and Natural Gas Corporation Limited hired a high capacity rig capable of 
drilling deep exploratory wells up to 7,000 metres and deployed it for drilling of 
wells wit h depth in the range of 4,525 metres to 4,817 metres which could have 
been drilled using lower capacity rigs at a lower cost. This led to extra 
expenditure of { 19.10 crore on account of higher hiring charges. 

Oil and Natural Gas Corporation Limited (Company) invited (May 2007) tender for 
hiring eight drilling rigs for onshore dri ll ing classified under Type-II to Type- IV on the 
basis of the ir spec ifications. A Type-III rig was capable of dri ll ing exploratory and 
deve lopment wells including high angle, multilateral and s ide tracking we lls up to the 
depth of 6,000 metres and Type-IV rig was capable of drilling exploratory well up to the 
depth of 7 ,000 metres. 

Executi ve Committee (EC) of the Company approved (August 2006) hiring of the Type
IV rig viz. ' Shiv-50 ' fo r the purpo c. As the rig was meant for drilling deeper (upto 
7,000 metres) exploratory wells, its hire charges were higher ({ 15.30 lakh/day) 
compared to Type-Ill rig ({ I 0.62 lakh/day). However, after hiring the rig, the Company 
deployed it to drill wells of a depth rang ing between 4,525 metres and 4 ,8 17 metres. 
Well s of this depth could have been drilled by Type-Ill ri g(s) at a lower cost. Thus, 
deployment of Type-IV rig fo r drilling locations on which Type- rII rig( ) resulted in 
avoidable extra expenditure of { 19. 10 crore, being the differential cost in their hiring. 

The Company replied (January 20 14) that one Type-IV rig ' Shiv-50' was hired to meet 
requirement of we lls proposed to be explored in deep horizons and basement of depth 
range of 4,500 metres to 5,200 metre . Many high drift/high angle well s in the depth 
range of 4 ,500 metres to 5,000 metre with high torque/high drag requirement were to be 
drilled. It contended that only a Type-[V rig was capable of drilling uch we lls smoothly 
with minimum complications and admitted that the hired Type-IV rig could not be 
deployed at such locations due to non-ava ilabi li ty of land clearance fo r drill site works 
and, hence, to avoid idling, the rig was deployed to drill deviated well s in complicated 
formation. 
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Reply needs to be viewed inthe light bf the fact that approval of EC to hiring of Type-IV 
rig was against the specific requirebent of indent placed in May 2007 by DriUing 
Technical Section of the Company. The indent specified that Type-III rigs were required 
for drilling high angle and horizohtal/multilateral/side track wells of depth up to 
6,000 metres and that Type-IV rigs tere necessary for drilling exploratory wens up to 
7,000 metres. The Company hired a 'Ilype IV rig despite the fact that suitable locations on 
which the rig was to be deployed wde not available and later used it elsewhere to avoid 
idling. i 

Thus, hiring of rig of higher capacil than required, led to its utilization in ·locations 
which could have been drilled by ~ lower capacity rig which resulted in avoidable 
expenditure of~ 19.10 crore, being thb differential cost of hiring ofthe two types of rigs. 

; 

The matter was reported to the Mini~try in November 2013; reply was awaited (March 
2014). . I 
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[~~~~~-c_H_A_P_T_E_R_x_1_1_:M~IN_1_s_T_R_Y_O_F~PO~W-E_R~~~~~l 

NTPC Limited 

12. J Additional expenditure due to amendments to contracts 

The Company extended undue benefit to contractors by amending contracts 
resulting in additional expenditure of~ 142.33 crore along with further liabili ty of 
US$ 3.51 million towards retrospective price escalation for foreign materials 
already supplied within the original contractual period. 

NTPC Limited (Company) awarded (March 2005) three separate contracts to Mi s. FGUP 
"VO" Technopromexport, Russia (TPE) for supply, erection and commission ing of 
Steam Generator and Auxiliaries of Main Plant Package (Part- A) at Barh Super Thermal 
Power Project (BSTPP) Stage-I (3 units x 660 MW) at a total contract price equivalent to 
~ 2066 crore1

• Simi larly, three eparate contracts for supply, erection and cornrni sioning 
of Stearn Turbine Generator and Auxiliaries of \!lain Plant Package (Part- B) were 
awarded (March 2005) to Mi s. Power Machines2 (PM) at a total contract price equi va lent 
to~ 1192.87 crore3

. The date by which contracts were to be completed for commissioning 
of the above units of BSTPP was January 2009 (Unit 1 ), July 2009 (Unit 2) and January 
2010 (U ni t 3). The contracts stipulated price esca lation for both fo re ign and indigenous 
materials, subject to a cei li ng of 20 p er cent of its contractual value. 

Meanwhile, TPE info rmed (March 2006) the Company about the change in it legal 
status and accordi ngly, the contract with TPE was amended (April 2007). TPE 
approached (January 2007 onwards) the Company for extension of the contractual 
delivery schedule and removal of price variation ceiling of 20 per cent due to delay by 
the company in accepting change of legal status of TPE. Mis . PM a l o pursued (October 
2007 onwards) the Company with a s imilar request on the ground of inflationary trend 
in material cost and unfavourable exchange rates. 

As TPE had raised issues relating to time extension, removal of 20 per cent cei ling on the 
price variation and delay in execution of work, the Company sought (September 2009) 
permission from Ministry of Power (MoP) for termination of the contract on grounds of 
infringement of contractual provisions and to complete the contract at the co t and 
expense of TPE with ubsequent ratification by the Board of Directors (November 
2009). 

MoP directed (May 20 I 0) the Company not to terminate the contract with T PE and to 
revise the completion schedule by removing price variation ceiling of 20 per cent since 
2005. The Company, accordingly, amended the contract (October 20 I 0) with TPE, by 

I @ r45.55 per USS 
Power Machines ZTL, LMZ, Electrosila, £ 11ergomaclie.xport, Russia and its assignee Mis. LMZ 
Energy (India) ltd., New De/Iii 

3 @ f 45.45 per US$ 
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I 

removing the price variation ceiling o] 20 per cent, retrospectively, for supply of foreign 
materials and also extended the completion schedules by 55 months to August 2013 
(Unit 1), February 2014 (Unit 2) and August 2014 (Unit 3). Similarly, to meet the revised 

I 

schedule with TPE, the contract with M/s. PM was also amended (March 2011) by 
, . I , , , 

removing the above price variation ceqing retrospectively and completion schedules were 
extended by 57 months to October 2013 (Unit 1), April 2014 (Unit 2) and October 2014 
(Unit 3). These amendments resultedj in additional liability of US$ 35.04 million1

, of 
which US$ 31.53 million2 (~ 142.333 brore) was paid iii respect of the foreign materials 
already supplied within the original co~tractual period (January 2009). 

I • , 

I 

T~e. Company stated (January 2~13_)1 tha~ the decis~~n for remo:al of ~rice ~ariation 
ce1hng of 20 per cent was taken m hq,e with the dec1s10n of MoP m the discussion held 
(March 2010) between the Company, ITPE and MoJ>. While endorsing (April 2013) the 
views of the Company, MoP further· stated that the Company subsequently decided 
(November 2010) to remove price v;l

1

ariation in the bidding documents for all future 
packages. , 

The reply needs to be viewed against! the fact that the contractors were irregularly paid 
for materials already supplied within the original contractual completion period, as price 
variation ceiling was removed retro~pectively. This resulted in undue benefit to the 
contractors. It was also denial of level playing field as removal of the important 
parameter on restriction to price variahon conferred a post contractual advantage to TPE 
and PM. i 

Thus, removal of price variation clalse in· the amended contracts (October 2010 and 
March 2011) in respect of the foreigu materials already supplied within the original 
contractual period (January 2009) wa~ irregular, for which the Company had to bear an 
additional liability of US$ 35.04 million (US$ 31.53 million equivalent to~ 142.33 crore 
was paid and US$ 3.51 million retainetl for performance guarantee). 

I . 

I 

I 

I 1 TPE- US$ 28.38 million and PM- US$ 6.6~ million 
2 TPE - US$ 25.54 million and PM - US$ 5.99 imillion 
3 TPE - f'115.53 crore and PM - f'26.80 crorej 
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CHAPTER XIII: DEPARTMENT OF PUBLIC ENTERPRISES 

National Aluminium Company Limited, Bharat Heavy Electricals Limited, Housing 
and Urban Development Corporation Limited, GAIL {India) Limited, NHPC 
Limited, NTPC Limited, Power Finance Corporation Limited, Power Grid 
Corporation of India Limited, SJVN Limited THDC India Limited and Indian Oil 
Corporation Limited 

13. I Irregular payment towards encasllment of Half Pay Leave/S ick Leave/Earned 
Leave as well as employer 's share of EPF contribution on leave encasllment. 

Encashment of half pay leave/sick leave/earned leave in deviation from DPE 
guidelines, resulted in irregular payment of~ 138.58 crore from January 2006 to 
October 2013. Further, CPSEs made irregular contributions of ~ 23.42 crore on 
account of provident fund in respect of leave encashment to employees during 2008 
to 2012 and did not adjust excess contributions amounting to ~ 38.70 crore made 
prior to March 2008 in violation of the judgment (March 2008) of Hon' ble Supreme 
Court of India and instructions of Employees Provident Fund Organisation 

According to the Department of Public Enterpri ses (DPE) instructions of April 19871, an 
individual central public sector enterprise (CPSE) may frame leave rules for its 
employees keeping the broad parameters of the policy guidelines la id down in this regard 
by the Government of India (GOI). 

GOI allowed encashment of half pay leave (HPL) and earned leave (EL) put together 
within the overall ceiling of 300 days with effect from 1-1-2006, on superannuation, 
which was an enhancement to the earlier ceilings on encashment of EL up to 240 days. 
Thus, in terms of DPE instructions of April 1987 ibid, CPSEs were a lso required to 
follow the overa ll ceiling of 300 days fo r encashment of EL and HPL for their employees 
on retirement. 

On a reference made by Ministry of Shipping DPE clarified to all CPSEs on 26 October 
20 I 02 that, they were not permitted to encash leave beyond the overall cei ling of 300 
days. In a further clarification of 17 July 201 23

, referring to its instructions of April 1987, 
DPE reiterated that sick leave could not be enca hed, though EL and HPL could be 
considered for encashment of leave on retirement subject to the overall limit of 300 days. 

A. Audit observed that the fo llowing CPSEs deviated from the DPE guidelines and 
made irregular payment of ~ 138.58 crore to their employees towards HPL/SL/EL 
encashment on superannuation over and above the ceiling of 300 days. 

OM No. 2(27)85-BPE(WC) dated 24 April 1987 
1 OM N o. 2(32)10-DPE(WC) GL-XXJII dated 26 October 2010 
1 OM No. 2(14)12012-DPE(WC) dated 17 July 2012 
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I Amount SI. Administrative Ministry Nam~o,CPSE Period 
No. CZ in crore) 

1 Ministry of Mines National I Aluminium Company January 2006 25.67 
Limited ](NALCO) to March 2013 

I 
2 Ministry of Heavy Bharat Heavy Electricals Limited April 2013 to 36.86 

Industries (BHEL) I October 2013 

3 Ministry of Housing and Housingland Urban Development January 2006 2.16 
Urban Poverty Corporation Limited (HUDCO) to October 
Alleviation I 2012 

4 Ministry of Petroleum and GAIL (IJdia) Limited April 2008 to 2.51 
Natural Gas I March2013 

I 
I 

5. Ministry of Petroleum and Indian <Dil Corporation Limited April 2008 to 71.38 
Natural Gas (IOCL) I March2013 

i 
138.58 TOTAL 

NALCO stated (August 2013) that[ DPE guidelines for encashment of HPL were 
applicable only to Central Government employees and PSU executives drawing salary on 
CDA1 pattern. The executives of thd Company drew their salary on IDA2 pattern of 
scales and no such guideline/directive ~as received in respect of such executives drawing 
salary on IDA pattern of scales. j . 

BHEL stated (January 2014) that ithere were no specific instructions from DPE 
prohibiting encashment of HPL during the service period. 

I 
I 

HUDCO stated (February/Novemberi 2013) that encashment of HPL was a conscious 
decision of the Company with a vievy to retaining efficiency and to get output without 
increasing the number of employees. [ . 

GAIL stated (October-2013) that commuted leave could be availed on medical grounds 
whereas half-pay leave was admissible on other grounds also. In oil industry, where the 
operations were round-the-clock, sucll type of absence adversely affected the operations 
and caused additional strain on its fina~ces. 

IOCL stated (October-2013) that itJ Board had allowed (1984) encashment of sick 
leave/halfpay leave as an operational [requirement with the objective that it should act as 

· a disincentive to proceeding on leaYe and curb absenteeism which were frequently 
resorted to in the last few years prior! to retirement by the individuals on one ground or 
the other. Therefore, leave rules had been framed in line with the flexibility for CPSEs 
under the DPE guidelines. AccordiJgly, payment towards leave encashment was in 

I 

compliance to the broader framewovk of DPE guidelines and within the rules of the 
Company. I 

Replies are not acceptable as leave entashment beyond the overall policy of GOI was not 
permitted as per DPE instructions ofjApril 1987. Further, DPE's circular of 26 October 
2010 clarified that CPS Es were not permitted to encash leave beyond the overall ceiling 

. I 
I • 

1 CentralDA 
2 Industrial DA 
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of 300 days. In another c larification issued in July 2012, referring to instructions of April 
l 987, OPE rei terated that EL and HPL could be considered for encashment on 
superannuation subject to overall limit of 300 days. Therefore, encashment of HPL to 
employees on retirement beyond the overall ceiling of 300 days was in violation of DPE 
gu ide lines and was, thus, irregular. 

B. As per Employees' Provident Fund (EPF) and Miscellaneous Provisions Act, 
1952, contribution to EPF included employer' s contribution at the rate of 12 per cent of 
the basic wages, dearness allowance and retai ning a llowance (if any) paid to an employee 
and an equivalent amount towards employee's contribution which was to be recovered 
from the employee ' s salary. The question whether the amount of leave encashment pa id 
to employees was to be reckoned as part of ba ic wages was contested by different 
stakeholders in various courts at various points of time. Bombay High Court' (September 
1994) and the Kamataka High Court (October 2003)2

, held that the leave encashment was 
to be reckoned as part of basic wages for the purpose of contribution to EPF. Employees 
Provident Fund Organization (EPFO) also advised (9 September 2005) its fie ld offices to 
enforce the recovery of EPF contribution on leave encashment. On subsequent 
adjudication of the dispute, Supreme Court dec ided3 

( 12 March 2008) that " basic wage 
was never intended to include amounts received for leave encashment" and directed that, 
"if any payment has already been made, it can be adjusted for future liabilities and there 
shall not be any refund claim s ince the fund is running one". In v iew of the j udgment of 
Supreme Court ibid, EPFO conveyed (May, 2008) to all its fi eld offices to di scontinue 
provident fund contribution on leave encashment with immediate effect and where 
provident fund contribution of the employer' s share had been received, the same should 
be adj usted against future liabil ities. 

Examination in Audit revealed (December 201 2 to September 20 13) that seven CPS Es 
viz., Bharat Heavy E lectrica l Limited (BHEL), NHPC Limited (NHPC), NTPC Limited 
(NTPC), Power G rid Corporation India Limited (PGCIL), THDC India Limited (THDC), 
SJVN Limited (SJVN) and Power Finance Corporation Limited (PFC), either continued 
to make employer's contribution to employees ' provident fund on the amount of leave 
encashment even after the judgment of Supreme Court or did not adjust the employer's 
share on leave encashment already paid against future liabilities. Details of employer's 
contribution on the amount of leave encashment paid by the above CPSEs are detailed 
below: 

In the case of Hindustan Lever Employees' Union vs. Regional Provident Fund Commissioner 
(RPFC) 

2 Jn the case of Manipal Academy of Higher Education vs. Provident Fund Commissioner 
3 Jn case of Manipal Aca<lemy of Higher Education vs. Provident Fund Commissioner- Appeal (Civil) 

No. 1832 of2004 
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No. 

1 

1 

2 

3 

4 

5 

6 

7 

Name of 
Company 

2 

BHEL 

NHPC 

NTPC 

PGCIL 

THDC 

SJVN 

PFC 

Total 

Month of Month I of 
discontinuation starting 

·payment of 
employer's 
share of EPF 
contribution 
on leave 
encashment 

3 

April 2005 

Feb 2005 

June 2001 

June 2003 .. 

May2005 

Aug2006 

April 2005 

I of employer's 
share of i EPF 
contribution on 
leave I 
encashme~t 

I 

4 i 
I 

May 20081 

Feb 2012 i 
I 

October 2008 
I 

October 2008 
I 

April 2012: 

Feb 2011 ! 

May20081 

! 
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~in crore) 

Total payment of Amount Amount 
employer's share of contributed by adjusted/ 
EPF contribution on employer after agreed to 
leave encashment date · of be 
excluding employees judgement adjusted 
retired before (included in by 
judgement of column 5) employer 
Supreme Court 

5 6 7 

15.16 0.72 Nil 

18.58 15.15 Nil 

20.91 3.37 Nil 

4.39 1.13 Nil 

3.08 2.37 Nil 

0.76 0:68 0.76 

0.23 0 0.23 

63.11 23.42 0.99 

It is evident from the above that (i) ~ix out of above seven CPSEs viz. BHEL, NHPC, 
NTPC, PGCIL, THDC and SNN coptinued making EPP contribution to the extent of 
t 23.42 crore on leave encashment eyen after the judgment (March 2008) of Supreme 
Court. Except BHEL and PFC, EPF contributions on leave encashment were continued 

I 

even a~er specific instructions of ER/FO (May 2008). (ii) Out of e~c~ss contributi~ns 
amountmg to t 39.69 crore ~ 63.11 crore less t 23.42 crore) pertammg to the penod 
prior to the decision of Supreme Co~rt, an amount oft 38.70 crore ~ 39.69 crore less 
t 0.99 crore adjusted/ assured to be adjusted by SNN and PFC) remained unadjusted. 

BHEL stated (September 2013) that ddjustment in respect of serving employees was not 
possible as different stand on the sabe policy issue could not be taken in respect of 
serving and retired employees for the ~ame period of service. 

I 
NHPC/Ministry stated (February 20l3/March 2014) that payment of EPF contribution 
on leave encashment was discontinubd when the auditors pointed out the irreguhuity 

I 

while fmalizing the annual accounts of 2010-11. 
I 

NTPC stated (October 2013) that th~ time taken in stopping provident fund deductions 
after Supreme Court judgment was onl account of procedures involved. 

PGCIL/Ministry stated (July 2013/March 2014) that they had implemented the decision 
of Supreme Court from October 2008.! 

I 
THDC/Ministry stated (October 2013/March 2014) that consequent upon decision of. 
Supreme Court, the matter was referr~d to legal consultant in view of legal complexities 
relating to its implementation and the practice was finally discontinued in 2012-13. 
Further, to avoid employee unrest it Jas decided not to adjust the excess contributions in 
future. I 
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SJVN/M inistry stated (June 2013/March 20 14) that instructions of EPFO of May 2008 
were received by them in January 20 11 and the practice was di scontinued from February 
2011. 

PFC stated (September 20 13) that action was being taken to adjust the amount of excess 
contribution against future contributions and to recover the amount from separated/retired 
employees. 

Replies are to be viewed against the fact that the decision of Hon'ble Supreme Court as 
well as in tructions of May 2008 of EPFO to discontinue provident fund contribution on 
leave encashment were applicable with immediate effect and also mandated adjustment 
of excess contributions already made against future liabi li ties. It was not open for CPSEs 
to postpone the applicability of EPFO directions or to avoid adjustment of the excess 
contributions already made. 

The matter was reported to the Ministry of Heavy Industries and Public Enterprises and 
Ministry of Power (November 20 13); their response in respect of BHEL, PFC and NTPC 
was awaited (March 20 14). 

Oil and Natural Gas Coryoration Limited, MECON Limited, Rural Electrification 
Corporation Limited, Bharat Heavy Electricals Limited and Bharat Dynamics 
Limited 

I 3.2 Irregular payment towards Performance Related Pay 

Due to non adher ence to the DPE guidelines with r espect to payment of 
' performa nce related pay', the CPSEs made an irregular payment of~ 202.95 
cror e for the yea rs 2008-09 to 201 2-13. 

The Department of Public Enterprise (OPE) issued instructions (November 2008) for 
regulating pay and allowances perquisites and performance related pay (PRP) to 
executives and non-unionised supervisors of CPSEs. The above instructions directly 
linked PRP to the profits of the Central Public Sector Enterpri ses (CPSE) and 
performance of Executives. These instructions and further clarifications issued thereon in 
November 2010 and July 20 11 inter alia laid down following conditions for payment o f 
PRP. 

(i) Each CPSE was required to adopt a 'Bell Curve Approach ' in grading the officers 
so that not more than I 0 to 15 per cent executives were graded as 
'Outstanding/Excellent' and 10 per cent of executives should be graded as ' Below 
Par'. DPE further clarified (July 2011) that each CPSE has to follow 'Bell Curve 
Approach ' strictly and ensure that I 0 per cent of executives be graded as 'Below 
Par ' and are not paid any PRP. 

(ii) PRP by CPSEs to their executives was subject to twin cei lings viz. (a) grade-wise 
ceilings ranging from 40 p er cent to 70 per cent of basic pay for executives below 
Board level and I 00 per cent to 200 per cent of basic pay for Board level 
executives and (b) an overa ll ceiling of 5 per cent of profit before tax of an 
enterprise. 
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(iii) Profit Before Tax (PBT) for C<:>mputa:tion of PRP was expected to come out from 
the specified objectives and cdre activities of CPSEs and that extraordinary items 
like valuation of stock, grantsYwaiver by Government, sale of land, etc., (list of 
items is not exhaustive) was *ot to be included in cakufation of PBT as far as 
PRP is concerned. ' 

I 

Audit observed that the following CPSEs deviated from the DPE guidelines and made 
irregular payment of~ 202.95 crore to their empfoyees towards performance related 
payments: 

§Il. A«llminnfistiratiiv Name 
ClP'SlE No. e Miinnfistry 

n 

3 

Ministry of Oil and 
Petroleum and Natural Gas 
Natural Gas Corporation 

Ministry 
Steel 

Ministry 
Power 

Limited 
(ONGC) 

of MECON 
Limited 

of Rural 
Electrification 
Corporation 
Limited (REC) 

I 

2010-11 to 
I 

2012-13 
I 

I 
2009-10 to 
2011-12 

I 
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Jrnegunllairfify 

While the Company graded 10 per 
cent executives as below ·par, it 
paid PRP to all the executives 
except 2 per cent during 2010-11 
and 0.132 per cent during 2011-12 
out of executives with 'Below Par.' 
grading. 

Company did not follow 'Bell 
Curve' approach and considered 
only two per cent of its total 
executives as 'Below Par'. 

Paid PRP to all its executives 
including two per cent who were 
considered Below Par during 2009-
10 and 2010-11. However, PRP for 
2011-12 was paid to 98 per cent of 
its total executives. 

The Remuneration Committee of 
Company had segregated all 
executives where performance of 
15 per cent of total executives was 
graded as 'Excellent', 45 per cent 
executives as 'Very Good' and 30 
per cent as 'Good' in line with the 
DPE guidelines. However the 
Company did not adhere to this 
segregation during 2009-10 to 
2011-12 and modified the 
performance rating of 17 to 24 per 
cent executives as 'Excellent' .and 
57 to 64 executives as 'Very Good' 
and 14 to 17 per cent as 'Good'. 

Remuneration Committee of the 
Company observed (December 
2011) that introduction of 
gradewise ceilings as per DPE 
instructions of November 2008 
resulted in average reduction of 68 
per cent in incentive payments to 
executives as compared to the then 
existing PRP scheme including ex
gratia payment in operation m 

Amounnnt 

~finn 
IC!l"OJre) 

117.10 

9.12 

51.68 
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4 

5 

Ministry 
Heavy 
Industries 
Public 
Enterprises 

Ministry 
Defence 

TOTAL 

of Bharat Heavy 
Electricals 

and Limited 

of Bharat 
Dynamics 
Limited (BDL) 

2008-09 

2007-08 to 
20 10-1 1 

REC. The company therefore paid 
an additional component 111 the 
form of ' baseline compensation' to 
executives to subject to a 
maximum of 66 per cent o f their 
basic pay and within overall 
ceiling of 5 per cent of profit of 
REC to partially compensate them 
against fa ll in the PRP. 

Remuneration Committee of the 15 
Company noted (January 20 I 0) 
that advance payment of PRP for 
2008-09 had already been made by 
the Company in excess of the PRP 
payable and recovery of exces 
amount already paid would 
demotivate the employees. The 
Company waived off excess 
payment already made to 
executives. 

PBT of n76.52 crore of the 
Company for 2007-08 to 20 I 0-11 
incl uded interest income of 
~474.29 crore earned on short tenn 
deposits of funds, received mainly 
as advances from Ministry for 
vanous projects entrusted to the 
Company. 

If PBT had been arrived at only 
from income related to the core 
activities of the Company 
excluding interest income of 
~474.29 crore, payment of PRP 
would not have arisen as there was 
no profit during the period 2007-08 
to 2010- 11 , for the purpose of 
payment of PRP. 

10.05* 

202.95 

*This apart, provisions of~ I 0.07 crore and ~ 10.64 crore towards PRP for the years 
201 1- 12 and 201 2- 13 respectively have also been made. 

Thus, the CPSEs made irregular payments towards PRP to their executives in 
deviation of DPE guidelines. 

ONGC stated (October 2013) that (a) DPE guidelines did not mention about zero (Nil) 
PRP payments to Executives. It only mentioned that 10 p er cent of the Executives were 
to be graded 'Below Par'. 

MECON Limited stated (December 20 13) that (a) it was not practically feasible for a 
consultancy, design and engineering organization like MECON to strictly identify 10 per 
cent executives as non-performer every year and grade them as Below Par; (b) DPE did 
not say that PRP should not be paid to Below Par executives; and (c) the excellent 
performers identified by the Company were only marginally more than 15 per cent. 

70 
, . 



Report No. 13 o/2014 

REC/Ministry stated (June 20 13/January 20 14) that payment of performance linked 
'baseli ne compensation' was made after carefully examining a ll aspects of the matter 
inc luding decline in incentive payments under the new set of rul es which had the 
potenti al of seri ous ly undermining the morale and motivation of the employees. 

BHEL stated (June 20 12) that s ince the PRP scheme was implemented retrospectively 
and payment on account of PRP advance for the year 2008-09 had been made earlier, it 
wou ld not have been appropriate to effect recovery as it would have created resentment 
as also de-motivated the employees. 

In respect of BDL Ministry stated (October 2013) that interest income was not an 
extraordinary income as it arose from the stage payments received under the contract 
which had specified milestones. The prices of defence equipment were finalised 
considering the payment of advances and hence interest income was to be considered as 
business income. 

Replies of CPSEs/Ministry are to be viewed against the facts that: 

(i) OPE Office Memorandum (OM) dated 06 July 2011 had c lear ly stipulated that 
I 0 per cent of the Executives had to be graded as ' Be low Par' and not paid any 
PRP". It is, thus, clear that DPE guide lines enjoin CPSEs not on ly to grade 10 per 
cent of the Executi ves as ' Below Par' but also to not pay any PRP to Executives 
thus identifi ed. 

(ii) OPE instructions of November 2008 did not provide protection of PRP being paid 
to executives prior to these instructions and hence the rationale of financial loss to 
employees was flawed. Further, grade-wise ceilings were fixed by DPE in 
addition to overall cei ling o f 5 per cent of di stributable profits and BoD was not 
empowered under DPE instructions to approve PRP in excess of these grade-wise 
ceil ings. 

(iii) Inadmissibili ty of PRP on the element of profit accrued from the interest income 
i clear from the c larifications g iven by the OPE in November 20 I 0 that profit of 
CPSEs is expected to come out from the ir specifi ed objectives and core activ ities. 
Investment of surplus funds on advances received from Defence customers is an 
incidental activity and not a core activ ity. Income so earned is not the income 
from business operations. 

Thus, due to non adherence to the OPE guidelines with respect to payment of 
'performance related pay', the CPS Es made an irregular payment of ~ 202.95 crore for 
the years 2008-09 to 20 12- l 3. 

Genera l Insurance Corporation of Ind ia Limited, Northern Coalfields Limited, 
Steel Authority of India Limited NMDC Limited, Qil and Natural Gas Corporation 
Limited, Bharat Heavy Electricals Limited, Food Corporation of Ind ia and Airports 
Authority of India 

13.3 Recoveries at the instance of audit 

During test check, several cases re lating to non-recovery, excess payment, irregular 
payment etc. were pointed out. In 20 cases pertaining to eight CPSEs, audit pointed out 
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that an amount of~ 140.76 crore was due for reco ery. The management of CPSEs had 
recovered an amount of~ 115.53 crore (82 p er cent) during the period 20 12-1 3 (upto Feb 
2014) as detailed in Appendix-I. 

National Highways Authority of India, Export Credit Guarantee Coryoration of 
India Limited, Steel Authoritv of India Limited, Bharat Heavy Electricals Limited . . 
13.4 Correctionsl rectificatio11s at the i11sta11ce of audit 

During test check, cases relating to violation of rules/regulations and ineffective planning 
in business operation were observed and brought to the notice of the management. 
Details of the cases where the changes were made by the management in ubsequent 
years in their policies/procedures etc. at the instance of aud it are given in Appendix-II. 
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CHAPTER XIV: MINISTRY OF ROAD TRANSPORT AND 
HIGHWAYS 

National Highways Authority of India 

14. / Loss of Revenue due to inordinate delay in commencement of toll operations 

Against 45 days stipulated in National Highways Fee (Determination of Rates and 
Collection) Rules, 2008, for start of collection of toll from the date of completion, 
the toll collection at Allahabad Bypass project on NH-2 could be started after 
delay of about three years resulting in loss of revenue of~ 150.09 crore. 

National Highways Authority of India (the Authority) executed the work of construction 
of Allahabad Bypass Road from 158.00 Km to 242.708 Km of NH 2 at a total cost of 
~ 1502.167 crore. The project was completed on 15 October, 2009. In accordance with 
the National Highways Fee (Determination of Rates and Collection) Rules, 2008, (toll 
rules), in case of public funded projects the co llection of toll shall commence within 
45 days from date of completion of the project. The Authority submitted (May 2009) the 
draft toll notification to the M inistry of Road Transport and Highways (MoRTH) for 
approval. The said draft notification was disapproved (2 1 August, 2009) by the MoR TH 
on the ground that the to ll rules needed to be amended. Consequently, amendments to 
National Highways Fee (Determination of Rates and Collection) Rules, 2008 were 
notified on 3 December, 2010 and 12 January, 20 1 J. The Authority sent the revised draft 
toll notification to MoRTH for approval on 24 January 20 11 , which was finally published 
on J 8 August, 2011 and agreement w ith the toll co llecting agency could be entered into 
on3 J July, 20 12. 

Examination in Audit revealed that toll operations could commence only after a period of 
about three years from the date of completion due to inordinate delays in taking timely 
action at various levels viz: 

• About 20 months delay on the part of MoRTH i.e. 14 months in notifying the 
amendments to toll rules and a further delay of six months in issuing toll 
notification. The issue of toll notification was held up till the publication of 
revised fee rules. No alternate mechanism was approved by MoRTH to avoid loss 
of revenue. 

• About 12 months delay on the part of NHAI i.e. delay of about six months due to 
poor response to the tenders invited for selection of toll collection agency as the 
Annual Potential Collection (APC) was fixed on higher side, delay of about four 
months in finali zing agreement with toll collecting agency from the date of 
receiving the proposal of the sole bidder and further delay in start of toll 
collection. 
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The above resulted in revenue loss of~ 150.09 crore out of which z 92.67 crore was due 
· td delay in issuance of toll notification by MoRTHiand z 57.42 crore was due to delay in 

to
1

ll collection by the Authority. 
I 

i . 
The Authority in its reply (June 2013) stated that it had submitted the proposal for toll 
notification to MoRTH well in time and the toll col~ection could start only after about one 
y~ar of toll notification due to change in its policy regarding the engagement of toll 
collecting agency and poor response to its efforts !or selection of toll collection agency 
thlough competitive bidding. It further stated that tlie loss pointed out in the para was not 

I . I. 

. th~ actual 'loss but only deferment of fee realizaqle because after the recovery of the 
c~pital cost through user fee, the fee leviable wouldibe reduced to 40 per cent. 

i . 

T~e Ministry while endorsing (October 2013) the reply furnished chronology of events 
justifying :delays at various levels/stages. It furt}ier replied (December 2013) that as 
ariiendments to toll rules were in the process, no alternative mechanism could be taken up 
for collection of user fee since the user fee collectii;m could be started only when the Jee 
ndtification for the instant stretch got notified. It also stated that APC is assessment of 
us~r fee collection on the basis of traffic survey and!it could not be altered arbitrarily. 

RJply of the Ministry/ Authrority is not acceptable in view of the following: 

· col 

i 
I . 

(ii) 
I 

. (iii) 
. I 

i 
(iv) 

The MoRTH did not take suitable steps, un'der NH Fee Rules 2008 in vogue, to 
avoid revenue loss during the period· while amendment to these Rules was in 
process. A proposal to consider applicabil~ty of existing NH Fee Rules 2008 
(pending the proposed amendment in Rul~s) was initiated in the Ministry in 
December 2009. However, the Ministry did not take any action on the proposal 
for 11 months, till the time the fee Rules wete modified. 

Mi:µistry's contention that APC is assessed o:µ the basis of traffic survey and could 
not be altered arbitrarily was in contradiction to the fact that annual traffic growth 
rate considered by NHAI as seven per cent :in 2011 was in itself arbitrary as the 
NHAI revised the same to five per cent per annum in 2012 while fixing APC. 

As regards recovery of the capital cost of z 1502.17 crore of the project, based on 
yearly APC of z 61.11 crore finalized by NijIAI with the contractor with five per 
cent yearly increase, the same was to be recqvered in the next 17 years. However, 
the said stretch being part of Golden Q~adrilateral (GQ) has already been 
approved to be upgraded into 'six lane' by Committee on Infrastructure (Col), 
Government of India (GOI) in 2006 on BdT basis and NHAI has included the 
same in its work plans for the years 2011-12: and 2012-13 for award of six laning 
on BOT basis. Other stretches like Agra-Eta\.ya-Chakeri, Etawa Bypass, Varanasi
Aurangabad, Aurangabad-Barwa Adda, !Barwa . Adda-Panagarh, Dankuni
Kharagpur of GQ had already been awarded for six-laning by end of March 2013 
i.e. within a span of seven years of Colapp~'oval for six lai:qing. Thus, on award 
of work of the stretch for six laining oh. BO!T, . the questiori bf any cost recovery 
through user fee did not arise. 

. . 

Poor response to bids for engagement of toll coU~¢fiqn agency was indicative of 
uim:(alistic fixing of APC by Authority. MoFeov~r, ther~'was no justification for 

' ,, ·.' .. : .. 
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entering into agreement with the toll collection agency after a delay of more than 
four month from the date of receipt of bid and a further delay of 14 days in 

collection of toll from the date of agreement. 

Thu , delay in taking timely action by MoRTH and the Authority, re ulted in lo of 
~ I 50.09 crore. 

14.2 Weak contract management resulting in short recovery of liquidated damages 

Undue benefit to the contractor by issuing completion certifi cate with 
retrospective effect and short recovery of liquidated da mages in contravention to 
the terms of contract resulted in likely loss of~ 35.63 cror e. 

The National Highways Authority of India (NHAI) entered into a contract (March 2002) 
with Ml PCL-SUNCON (JV) for four laning and strengthening of 76. 17 Km. of the 
existing two lane National Highway (NH) 2, Varanasi-Mohania stretch in the State of 
U. P. and Bihar at a total cost of~ 396.48 crore. The project was divided into three 
sections with overall completion period of 36 months ended on 30 March 2005. The 
project commenced from 3 1 March 2002 but work on none of the three sections was 
completed in time. Extension of time (EQT) granted for all the three sections with last 
EOT for the third section up to 20 July 2006. The project was actually completed on 20 
December 20 I 0. A per Clause 4 7 .11 and 4 7 .22 of the contract, the contractor was liable 
to pay liquidated damages fo r delay in completion of the work. Appendix to Bid 
stipulated the maximum amount of LO as I 0 per cent of the final contract price. 
Mis. LEA Associates South Asia Pvt. Ltd. wa the construction Supervision Consultant 
for the above work. 

Examination in audit in June 20 I I of records of Project Implementation Unit, Varanasi as 
wel I as subsequent fo llow up of the issue at HAI Headquarters, revealed that: 

• The Supervi ion Consul tant issued taking over certificate (TOC) on 4 October 
2007 indicating month of completion, retrospecti vely, as February and May 2006 
fo r lengths totaling 67.55 Km (comprising stretches from all the three sections). 
This gave additional time of 16 months (June 2006 to October 2007) to complete 
the balance work unjustifiably which amounted to an undue favour to the 
contractor. 

1 Clause 47.l: Jf tlte contractor fails to comply with tlte time for completion for whole oftlte works or, 
if applicable, any section wit/tin tlte relevant time prescribed then tlte Contractor shall pay to tlte 
Employer tlte relevant sum stated in the Appendix to Tender as liquidated damages for sucll default 
and not as a penalty, for every day or part of a day wllich sllall elapse between the relevant time for 
completion and the date stated in Taking Over Certificate of the whole of the works or tlte relevallf 
section, subject to tile applicable limit stated in the Appendix to Tender. 

2 Clause 47.2: If before tlte time for completion of the whole of the works or, if applicable, any section, 
a Taking Over Certificate has been issue</ for any part of the works or of section, tlte liquidated 
damages for delay in completion of the remainder of the works or of tit at section shall, f or any period 
of delay after the date stated in such Taking Over Certificate, and in the absence of alternative 
provisions in the contract, be reduced in tlte proportion which the value of the part so certified bears 
to tlte value of the whole of tile works or section, as applicable. Tlte provisions of this sub clause shall 
only apply to the rate of liquidated damages and shall not affect tile limit thereof 
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Against the above completed road stretch of 67 .55 Km., MoRT &H issued tol l fee 
notification on dated 7 September 2007 for reduced road stretch of 57 Km only, 
considering NHAI 's clarification dated 7-9-2007 to MoRT&H that some portion 
of the stretch would not be completed in near future. This ra ises doubts regarding 
the correctness of actually completed length as mentioned in TOC. 

• The length of road remained incomplete as on EOT date of 20 July 2006 was 
8.62 Km (76. 17 - 67.55) on which liquidated damages (LD) were to be calculated 
and levied for each day or part thereof of delay till completion of the whole work 
as per contractual prov isions, the amount of which worked out to ~ 38. 13 crore. 
However, the Supervision Consultant assessed (2008) LO amounting to 
~ 2.5 crore by restricting the LD to 10 per cent of ~ 25 crore being the assessed 
va lue of the balance work considering the incomplete stretch to be 3.96 Km. onl y. 
This was in violation of contractual provisions and led to short recovery of LO by 
~ 35.63 crore. 

Thus, issuance of TOC with retrospective date and short recovery of LD by~ 35.63 crore 
raises doubt about the intention of Supervision Consultant being bona fide. 

NHAI after the audit observation was issued, imposed addi tional LD of ~ 34.29 crore 
(June 201 3) on the contractor. In its response, the contractor submitted disagreement 
(July 201 3) and obtained a stay order from the Delhi High Court. 

NHAI stated (Jul y 20 11) that LD was deducted on the recommendation of the 
Supervis ion Consul tant and in the interest of work. Despite fo llow up of the matter with 
the Management in January 20 13 and again with the Ministry/Management in December 
2013, reply with regard to j ustification fo r issuing TOC after 16 months of stated date of 
completion and short recovery of LD was awa ited. 

Recovery of balance LO from the contractor in the near future seems doubtful as the 
contractor has moved the Court. Thus, weak contract management coupled with delayed 
action by NHAI has resulted in an undue benefit to the contractor and likely financial loss 
to NHAI, of~ 35.63 crore. 

The matter was reported to the Ministry in December 201 3; their reply was awaited 
(March 2014 ). 

14.3 Undue favour to Contractor 

Undue favour was extended to a Contractor due to non-termination of the 
agreement coupled with payment of escalation charges of~ 10.56 crore and non 
recovery of liquidated damages of ~ 7.06 crore during the years 2006 to 2009, in 
deviation to the terms of agreement despite substantial time and cost overrun for 
reasons attributable to the Contractor. 

The National Highways Authority of India (Authori ty) entered into an engineering, 
procurement and construction (EPC) agreement with Bhagheeratha Engineering Limited, 
Kochi, (Contractor) in June 2001 for four laning on Km 180 to Km 199 .20 of Bangalore
Salem-Madurai section on NH - 7 [Contract Package No.NS-26/TN] at a cost of 
~ 70.6 1 crore (Revised to ~ 76.19 crore in January 2005). The due date of completion of 
the project of 29 August 2003 was extended up to 3 1 December 2009 by Authority 
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Headquarters, New Delhi from time t? time. The work was completed by the Contractor 
on 31 December 2009 at a final cost of~ 95.33 crore. 

I 
The terms and conditions of agreement inter alia, stipufated that: 

• For delay in completion of Jork the Contractor shall pay liquidated damages 
(LD) at 1/2000 of the initial eontract price per day subject to the maximum of 
10 per cent of initial contract pbce. · · 

' . I 

11 Authority, . without prejudice tb any other method of recovery, could deduct the 
LD from any amount due or to lbecome due to the Contractor. 

Payments shall be adjusted fo~ deductions for advance payments, retention, other 
recoveries in terms of contract rnd taxes at source as applicable under the law. 

If the Contractor stopped the ~ork for 28 days without authorisation by engineer, 
the Authority could terminate tpe contract for fundamental breach of contract. 

• Price adjustment shall apply for the work done from the start date up to the end of 
the initial intended completion\date or extension granted and shall not apply to the 
work carried out beyond the stipulated time for reasons attributable to the 
Contractor. [ 

There was time overrun of 76 mo~ths (more than six years) and cost overrun of 
~ 19.14 crore in execution of the highiay project. As per decision of Authority, the delay 
of 1370 days from April 2006 to Dedember 2009 was attributable to the Contractor for 

I 
which the maximum LD recoverable from the Contractor worked out to~ 7.06 crore i.e 
10 per cent of the initial contract pricel. 

I 
Authority (HQ) granted (June 2005) \interim extension of time (BOT) up to July 2005 
reserving the right to levy LD at the time of consideration of final BOT. The final BOT 
up to December 2009 was grantedi in August 2012 with levy of LD for delay in 
completion of the ,project attributable to the Contractor from April 2006 to December 
2009 along with freezing of indices~ for price adjustment from April 2006 onwards. 
When the Authority claimed LD amokt of~ 7 .06 crore, the Contractor did not settle the 
LD amount and intimated that they J.ould refer the matter to Arbitration as per terms of 
contract. The Contractor was yet to nobinate an Arbitrator (March 2014). 

Audit examination revealed the follo~ing: 
Delay in approval EOT [ 

The Project Implementation Unit (PW), Salem of the Authority submitted proposals for 
approval of Authority at periodical intervals between January 2007 and October 2009 for 
BOT and review of levy ofLD and ptlce escalation adjustments at the time of final BOT. 
Authority issued orders against the Jroposals only in August 2012 i.e. after a delay of 
seven years from the date of interim Jxtension of time upto July 2005. In fact, Authority 
took almost tfuee years (October 2do9 to August 2012) to decide on the Pill's final 
proposal for BOT. As most of the bill~ of the work were settled by August 2012, because 
of delayed decision of Authority, the rru could not recover LD till date (March 2014). 
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I rregular payment of escalation charges 

PIU settled ~ 92.39 crore towards Contractor's work bills (~ 76.27 crore) and price 
escalation bills(~ 16.12 crore) till December 2009, but did not recover LD of~ 7.06 crore 
wh ile making payment of bills. Authority i ued orders in Augu t 20 12 for freez ing of 
indice from April 2006 fo r price escalation. By that time PlU, in antic ipation of approva l 
of EOT a long with price escalation and based on the recommendation of superv is ing 
con ultant, re leased payment of ~ I 0.56• crore towards price e calation for the peri od, 
April 2006 to December 2009, in deviation to the terms of agreement. The Authori ty has 
not worked out the differential price esca lation to be recovered from the Contractor so fa r 
(March 2014 ). 

Non recovery of LD 

Though the Contractor delayed the work for 1,370 days due to the ir financia l problems 
and LD could have been recovered, Authority did not recover LD from the running bi ll . 
As the proj ect suffered substantial time & co t overrun due to the reasons attributable to 
the Contractor, it was not a prudent deci ion to release the payment of the bi ll without 
recovering the LO . 

Non termination of contract 

The consultant to the project, Mukesh & Associates, had intimated the Authori ty in May 
2007 that the Contractor stopped the work beyond 28 days and recommended termination 
of contract and execution of the balance work through any o ther agency, in accordance 
with the terms of the agreement. Authority, however, a llowed the Contractor to continue 
the work on grounds that termination of contract and invitation of fresh bid wou ld 
involve cost estimates higher than existing contract rates. 

PTU stated (September 20 13) that due to cash flow problems, the Contractor stopped 
activities at the site; that the authori ty approved financial upport to the ex isting 
contractor in the interest of work to avoid any substanti al co t / time overrun; that 
recovery of LD from Contractor ' s fina l bill wa not recommended by the consultant. 

The Mini try stated (January 2014) that they proposed to initiate action again t the 
consultant for his misconduct; that further action taken would be intimated after the 
outcome o f arbitration process invoked by the Contractor. 

The above reply of the Management/Mini try is not acceptable a the Authority did not 
terminate the contract in May 2007 despite the recommendation of the consultant, which 
was in accordance w ith the tem1s of the agreement. However, on the ground of a 
subsequent recommendation of the consultant, PI U released payment towards exces price 
escalation and did not recover LD, which wa in deviation to the tem1s of the agreement 
and an undue favour to the contractor. There was substantia l delay in decisions by the 
Authority on the proposals of PlU which suggests an undue favour to the Contractor. 

Audit is of the view that the case merit investigation with a view to fi x responsibili ty 
and to rectify systemic defi cienc ies, if any, o that such events do not occur in future. 

• From April 2006 to March 2007 indices as per prevailing indices, April 2007 to S eptember 2008 
based 011 March 2007 a11dfro111 October 2008 to December 2009 at 75 per cent of prevailing indices. 
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CHAPTER XV: DEPARTMENT OF SCIENTIFIC AND 
INDUSTRIAL RESEARCH 

Central Electronics Limited 

15.1 Violation of eve guidelines and extra expenditure f or the purchase of silicon 
wafers 

CEL placed purchase order for silicon wafers on nomination basis instead of 
competitive bidding, in violation of guidelines laid down by eve based on the 
judgement of Hon ' ble Supreme Court of India and made changes in the sales 
contract as finally entered into which were in variance with the approval of the 
Board. 

Central Vigilance Commission (CVC) issued orders (July 2007) advising all Chief 
V igi lance Officers to apprise their respective Boards/managements about the 
observations contained in the judgement1 of the Hon ' ble Supreme Court on transparency 
in works, contracts and consultancy con tracts awarded on nomination ba is. The Hon 'ble 
Supreme Court of India had held that contracts by the State, its corporations, 
instrumentalities and agencies should normally be granted through public auction/public 
tender by inviting tenders from eligible persons. In rare and exceptional cases, for 
instance during natural ca lamitie and emergencies declared by the Gove.rnment; where 
the procurement is possible from a ingle ource only; where the supplier or contractor 
has exclusive rights in respect of the goods or services etc. , this normal rule may be 
departed from and such contract may be awarded through private negotiations. 
Accordingly, the CVC in its order re-emphasised that tendering proces or public auction 
was a basic requirement for award of contract by any Government agency as any other 
method, especially award of contract on nomination basis, would amount to a breach of 
Article 14 of the Constitution guaranteeing the right to equality , which implies right to 
equal ity to all interested parties. 

Central Electronics Limited (Company) floated (April 20 I 0) a global tender for 
procurement of 20 Jakh mono cry talline silicon wafers2 in response to which six bids 
were received . After technical evaluation five firms were found to be eligib le. The LI 
bidder was awarded the contract but after supplying one lakh sil icon wafers @ USO 
1.98, it expressed inability to make further supply. Subsequently, the Company awarded 
(December 20 l 0) a contract on nomination basis to Mis Jiangxi LOK Solar Hi-tech Co. 
Ltd. (supplier) for the supply of one lakh silicon wafers per month for USO 27, 15,000 
(~ 13.2 1 crore) for one year from January 2011 to December 20 11 . 

1 A rising out of SLP (Civil) 110 101 74 of 2006 
1 125 111111 x 125 111111 
3 Mis Cltemplast San111ar limited. 
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· . I h. •· · d. b d th fi n · ~nl1 t 1s connection, au it o serve e o ow11:1g: 

~ . The Company awarded the contract on, nomination basis without inviting 
1 

competitive bids though several firms we~e available in the field. This was in 

I

I contravention of the eve instructions or July 2001 based on the judgement of the 

I 

©I 
I 
I 

I 
I 

=·@I 

I 
I 

I 
! 
I 

Hon'ble Supreme Court ofindia. 

The Company took an in-principle approva~ from the Board of Directors and the 
CN1D for undertaking the procurement of silicon wafers. Later, while awarding 
the contract on nomination basis, the Comp'any changed the terms and conditions 
of the contract without obtaining the final approval of the BOD/CMD. 

I • ! 
I 

Further, it was observed that the price va~ation clause as stipulated in the sales 
contract was deleted by the Company even ~hough it was specifically provided for 
in the model sales contract. It was· also ob~erved that the price of silicon wafers 
ranged between USD 2.20 to USD 1.95 frqm 2009-10 to 2010-11 (ie before the 
coritract was executed) . and the prices ;started deelining drastically in the 
international market to USD 0.55 but due tq deletion of the price v.ariation clause, 
the Company had to purchase the silicon ~afers at an exorbitant fixed rate from 
the supplier. Later, during June 2011, the ~upplier offered an additional quantity 
of: 30,000 silicon wafers at a price of USD 1 which was accepted by the 
Company. Dilling the same month, the ~upplier again offered an additional 
quantity of 30,000 silicon wafers at a price ofUSD 0.55 but the deal could not be 
finalised due to financial constraints in the ¢ompany. 

Undue benefit was extended to the suppli~r as the requirement of Performance 
Bank Guarantee which was stipulated in tije model tender form was waived off 
and instead in an unusual departure the buyer viz CEL itself provided the bank 
guarantee to the supplier for USD 4,52,000 (~ 2.03 crorea) 

; 

The procurement was made without propei assessment of the requirement based 
on past consumption pattern. It was obse~ed that the average wafer utilisation 
from 2009-10 to 2012-13 ranged between; 29,400 wafers to 49,620 wafers per 
month. However, the Company procured ll.30 lakh wafers in 2011 which led to 
accumulation of stock. . , 

In September 20 U, the General Manager (PV) opined that due to drastic 
reduction in the global prices of wafers, tiie procurement and processing of the 
wafers was highly unviable even afteri foregoing the ·bank guarantee of 
~· 2.03 crore as the production cost for the 

1
remain:i.ng quantity worked out to be 

more than the market price and hence it w~s proposed to foreclose the contract. 
Inspite .of this, the Company continued with the aforesaid contract to avoid the 
consequences arising out of non compliance of contract, despite having financial 

I • • • 

constramts. 

Thus, the imprudent decision of purchasing one laikh wafers per month at an exorbitant 
ti:ked price (ranging from USD 2.35 to 2.20) l~d to accumulation of raw material 
re~suhing in blocking of funds to the tune of ~ i.65 crore (March 2013). Due to the 

I 

· 1 USDJ~N5 
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aforesaid accumulation of inventory, I the Company d:i.d not place any purchase order for 
procurement of silicon wafers till October 2013. lFUrther, the improper assessment of 

· · inventory and awarding the contract qn nomination basis after deleting the price variation 
clause had also led to an extra expenditure of ~ 5 .14 crore. 

I 

The Management stated (January 20*) the following: 

Q Almost all wafer ·manufactur~rs globaHy at that time had switched over to the 
production of less th'an 200 mf cron wafers. In this situation it was very difficult to 
get quotations/availability of420+-20 micron wafers. · 

' 

The Company had procured 11 lakh wafers for which.ther~ was sufficient.capacity 
to process and the same w~s based on orders booked and expected orders. 
However, the Company could not process the wafers procured due to automation 
issues, lack of training to labdurers and mishandling of the wafers which resulted 
in increased breakage. Due tb these reasons, utilisation-of wafers for processing 
was stopped and the require*1ent of the Company was met by outsourcing the 
modules and cells. 

Performance Bank Guarantee :(PBG) was given to ensure that CEL would meet its 
commitment to buy the material. Obtaining a. PBG from the supplier was not 

I . 
considered necessary and hen9e was not stressed upon. 

i 

The Ministry in its reply (January 20~4) endorsed the view of the management. 

The reply of the Ministry/Manageme~t is not acceptable as: 
I 

0 

. I 
The award of the contract to the supp her was undertaken on the nomination basis 
in violation of the instructiorls of the eve of July 2007 which is based on the 
judgement of the Hon'ble Supteme Court .. 

I 

The reply of the Ministry/Mlnagement fails to explain why the price ~~riation 
dause was deleted at the tirrie of entering ·into the contract even though it was 
specifically provided for in I the model sales contract. This deletion of price 
variation clause also did noth;:ive the approval of the competent authority. 

I ·~ 

Though the.Board of DirectJrs in their minutes has authorized ~ntering into an 
agreement with a down paym6nt of 10 per cent of the value of the contract, while 
entering into the contract an Jnusual departure was made whereby the buyer viz. 
CEL remitted a Bank Guarantbe to the supplier. 

! 
I 

The reason for procuring wafcirs during 2011, far in excess of the actual utilisation 
during the preceding years, t~ereby leading to large stock accumulation and pay 
outs has also not been explain~d. 
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[~~~~~C-HA~P_T_E_R~x_v_1_:M~IN-I_s_T_R_Y_O~F-S_HI_P_P_IN~G~~~~~l 
Sethusamudram Corporation Limited 

16.1 Sethusamudram Ship Channel Project 

16. 1.J Introduction 

The Sethusamudram channel project proposed to create a shipping channel along the 
territorial waters of India linking the Palk Bay and the Gulf of Mannar. The project 
envisaged reduction in the journey time for ships sailing between the east and west coasts 
of India and other countries and reduction in the cost of operation. At present, the ships 
have to circumnavigate the Sri Lankan coast due to the presence of shallow waters in the 
Palk Strait area and a reef known as Adams Bridge. 

The length of the shipping channel was to be 167 kilometres (km). To make this a 
continuous navigable channel, dredging was required in the Palk Strait area for 54 km 
and in the Adams Bridge area for 35 km. 

The Sethusamudram ship channel was to be from point G (Gulf of Mannar) to point E4 
(Palk Strait) as in the map. Dredging was required in the Adams Bridge area viz. between 
G, A, B and C and in Palk Strait area viz. between E and E4. The Palk Bay area between 
C, D and E did not require dredging as it has adequate natural depth. 

ltAY CU 01 NC .Al 

SCL alignment 300m width cha nnel 
G-A Adams Bridge 4.37 Km India - Srilanka Medial Line 
A-B Adams Bridge 17.30 Km 
B-C Adams Bridge 13.38 Km 
C-E0 Palk Bay 77.92 Km (Dredging not required) 
E0 - E4 Palk Strait 54.25 Km 
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16.1.1.2 Agencies involved 

i . 
Apart from the Ministry of Shipping: of Government of India, the following agencies 
were involved in the execution of the project: 

I 
lil Tuticorin Port Trust (TPT), !nominated as the nodal agency for pre-project 

activities 
I 

@ Sethusamudram Corporation I!..,imited (SCL ), a special purpose vehicle for the 
• . I 

project 

e Dredging Corporation of India !Limited (DCI), carrying business of dredging and 
! . 

0 Transchart, the chartering wi:µg of Ministry . of Shipping for making shipping 
arrangements 

I 
16.1.1.3 Current status of the project, 

i 

The Supreme Court of India passed an interim order in September 2007 directing that 
"the dredging activity may be carried but, but the alleged Adams Bridge/Rama Setu shall 
not be damaged in any manner." The entire dredging w_ork in Adams Bridge area was 
suspended from September 2007 on~ards. ·Dredging work however continued at Palk 
Strait till Dredging Corporation oflnd~ia withdrew their dredgers in July 2009, 

I 

DCI in its balance sheet had exhibited an expenditure of ~ 928~23 crrnre on this 
project so far (March 2012). They! had receivedl ~ 701.94 C!roire (inchu:llfog service 
tax) ·from Setllmsamudram Corpotatirnm Limited. SCL · on 11:.b.e ·other haumd~ lhladl 
reported allll. expenditure including prnvisions of~ 828.92 croire up to March 2~:11.2. 

' 
I 

Ministry stated (October 2012) that there was a difference of opinion between DC! and 
SCL over the rate to be paid for f/:1.e dredged quantity which was reflected. in their 
respective books of accounts. These disputes over the claims needed to be reconciled. 

i 
The expenditmre has been met largely frnm the equity fimmcing of Setlu.11saimmdnllm 
Corporation Limited by the Goverhmen.11: of India and other Governmennt aigencies. 

I • 

Equity through. private placement~ as ailso debts to !be raised from the mai.rket as 
envisaged in the note to the Cabinet Committee on Economic Affairs (CCEA) onn tlhie 
basis of which, the project was apptoved did not materialise, · 

. I 

No dredging activity had takeui place since Jully 2009. An expendii1l:u.re of 
~ 928.23 cm.re had been incurred /by DCI on dredging partial quantJlfy and the 
future of the project was u.ncertain.1 

I 

Ministry stated (October 2012) that all dredging work in the projectwas stopped in July 
2009 as the contract with DC! had expired and the litigation persisted without any final 
orders. The reply further stated the matter was sub Judice in Supreme Court. 

i 

16.1.1.4 Audit objectives 
i 

Audit was undertaken to examine 1whether adequate preparations were made before 
launching the project and sound prin'ciples of project management were followed. It has 

I 
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endeavoured to evaluate whether adequate val.ue . for public money spent has been 
tealized: The audit objectives, therefore, were to ~ssess whether: · 
\ I i , 

® the Detailed Project Report (DPR) covered technical and economic viability issues 
! ' ' 

I 
® 

I 
@ 
I 

I 

the estimates and projections considered for formulating the project were realistic 
and' adequate . · . 

there was transparency, fairness in tendering ~nd award of contracts and 
~ I , 

controls existed for efficient execution of the1project particularly keeping in view the 
environmental concerns 

I • 
16.1.L5 Audit scope and methodology 
I 

.{\udit covered project planning, dredging and d
1
oncomitant activities of the Company 

from its inception to March 2012 and excluded from its examination matters which are 
I I I 

fU.b judice. . . 

The audit was conducted by examining records like Board Minutes, Expert Committee 
·. Reports, Statutory cle.arances and MIS at the coq)orate office of the Company. We also 

examined relevant records at the Ministry and DCI, Vishakhapatnam. We held an entry 
6onference w:i.th the Management of SCL on 14 September 2011 to understand and 
discuss the various issues. We held the exit Cohferences on 3 February 2012 and 28 
fylarch 2013 and·.presented the Audit findings to

1 

the Management of SCL. Ministry's 
~eply was received in0ctober2012. 

1 

l 

· i 6.1.2 Project Planning and Execution 
I . . 

.. ·16.1.2.1 Project initiation 
I 

Tuticorin Port Trust (TPT) being the closest. major port to the project location was 
nominated as the nodal agency for undertaking pre project activities. TPT assigned the 
studies relating to Techno Economic feasibility of the project and detailed Environment 

I 

Impact Assessment (BIA) to National Environmental Engineering Research Institute 
(NEERI)~ Nagpur in 2002. NEERI submitted their study report in July 2004. 

I 

'Uhe Cabinet approved the formation of the Sethusamudram Corporation Limited (SCL) 
as the Special Purpose Vehicle (SPV) on 2 September 2004. The Company was 
i:i;icorpora:ted on 16 December 2004. 

i ' 
i6.1.2.2 Detailed Project Report 

I 

i I 

Fjllrther t~ the studies conducted by NEERI, TPT ~ppointed in July 2004 L & T Ramboll 
Consulting Engineers Limited for preparation of :Qetailed Project Report (DPR) for a fee 
of~ 24.30 lakh. The consultant submitted the re,port in February 2005. DPR covered 
t~chnical ·and financial viability issues, means of finance, and traffic projections besides 
e:µvironmental and social impact analysis arising upon disposal of dredged material. 
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I 

The Techno Economic Feasibility Report for the project prepared-by NEERl in 2004 
-considered creation of navigational channel to suit different • draft1 requirements viz. 
9.15 metres, 10.7m and 12.8m reqhiring dredged depth of lOm, -12m and 14m 
respectively. Keeping in view the cbst factor and environmental sensitivity, NEERI 
recommended a depth of 12m Chart D~tum (CD2

}. -
I 

The DPR considered the above param~ters and recommended the following channel and 
vessel design dimension for the Project. 

I 
Channel and Vessel dimension 

Channel type ! Two way 
Channel width ' 300m I 

Channel depth I -12m. CD 
Permitted draft of vessel i lOm 
Beam i 33m 
Length Overall (LOA) I 215m 

I 
. I . 

The typical dimensions indicated in ~he DPR of the recommended vessel size were as 
follows: 

Vessel Size (DWT3
) 

I Length Overall{iµetre) Beam (metre) Draft-(metire) 

30,000 190 i 30 10.5 

40,000 215 I 33 u.o 
! 

50,000 267 33 12.5-
I 

The DPR also recommended a mininium under keel clearance of 1.95 metres while ship 
is in motion and a maximum under /keel clearance of 2 metres. In other words, for a 
conceived dredged level of(-) 12 nietres CD, the maximum draft of ship navigation 
would be 10 metres. Thus from the f~cts and formulations made in the DPR itsdf it was 
evident that even vessels of 30,000 qwT may have found it difficult to safely navigate 
the dredged channel of 12 metres depth. 

I 

Wh~le making traffic and revenue p~ojections, the DPR analysed the various economic 
and technical aspects and observed th¢ following: 

Traffic projection 
I 

DPR stated that the traffic projection ,~as made on the basis of vessels existing as well as 
ordered in global market, vessels ca~ling at I going out of Indian ports and vessel sizes 
proposed in the vessel trend review I done by NEER!. DPR took into consideration all 

. I 
vessels of 20,000 DWT, 75 per cent 9f 30,000 DWT vessels, 10 per cent of 40,000 DWT 
vessels and 5 per cent of 50,000 DWjT vessels and projected an annual increase of 5 per 
cent in the traffic. DPR further stated that the size of the vessels with 10 metres draft 

I 

requirement generally would be 30,000 DWT. 

i 
1 Draft means the depth of water needed t~ float a ship 
2 Chart Datum means sounding datum dstablished by National Hydrographic Office after observing 

tidal observations in appropriate locations covering Palk Bay, Palk Strait and Gulf of Mannar area. 
3 D WT: Deadweight Tonnage: It is a mea~ure of how much weight a ship can safely carry. . 
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! 

·Audit noted that this projection needed to be cc,msidered in the context of the typical 
draft of the vessel of 30,000 DWT size being! 10.5 metres. With a requirement of 
fuinimum under keell clearance of 1.95 metres, :vessels of 30,000 DWT may not have 
I . . I 

found it totally safe tO navigate the channel. 
1 

From the study of different types of vessels plying in the oceans or currently in the 
i\µarket along with future orders made for manufa~turing new vessels, the DPR indicated 
that "from the existing and future ordered overali vessel distribution, it is observed that 
the futur~ trend is for larger vessels." · _ · 
I I • • 

Indeed, Secretary (Expenditure) during the meeting of Public Investment Board (PIB) 
questioned the rationale for keeping the depth at: 12 metres when larger ships requiring 
qeeper dpft were increasingly being employed i~ international trade. The representative 
of the Pfan Finance Division of Ministry of Fina:iice also mentioned in the meeting that 
the traffk projection factored foreign vessels he~vily and hence was unrealistic as the 
· ihtemational cargo movement was increasingly in large vessels. 

I 

1h reply to audit, SCL stated (February 2012) that as 73 per cent of vessels were within 
40000 DWT, there was still scope for manufachuing and operation of vessels up to 
40000D)'VT. 

In this context, it should be noted that in the eommercial risk analysis prepared by 
Ministry of Shipping in September 2009 in the Pre-PIB papers for revalidation of the 

I : • I 

.· 'Ilraffic Forecast and Financials, it was observed th'at "the vessel sizes are increasing both 
af the g19bal and national arena. The proposed 1 p m navigable draft would n_ot attract 

· bigger vessels. The bulk vessels such as coal and iron ore would demand more than 12 m 
draft as many East coasts ports are planning to dre'dge their channel up to 12.5 m draft at 
least." 

I 
I 

It would thus be seen that traffic prnjection, olil the basis of whklll the piroject was 
sknction~cll, was not entiirely realistic and this lfact was sufficiieimtly obvfouns tint the 
qme of tlbte sanction of th.e project. 

Ministry stated (October 2012) that 30, 000 D WT v~ssels could negotiate the channel with 
the assistance of pilot tugs and VTMS?. During high tide, extra cushion of about one 
nietre in the channel would enable the vessels navigate freely even without the assistance 
of pilots. 

! 

Ministry's reply is an afterthought and ignores tl1e fact that the cost of deployment of 
I . 

pilot tugs for the entire stretch of the channel and the restriction of high tide were not 
c~nsidered in the DPR. 

i . i 
Ministry also stated (October 2012) that as per DPR summary of vessel size review, it 
wps clear, that 73 per cent of vessels called in ni,ajor ports were within 40,000 DWT. 
Further, worldwide still 44 per cent of vessels having the age of 5-9 years were having 

I I 

si~e up to 30,000 DWT, which showed that thene was scope for manufacturing and 
OReration of vessels up to 30,000 DWT. I . 

I 
• I Vessel Traffic Management system 
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I 

· · Analysis of data available with Indian fort Association, New Delhi in Audit in June 2012 
revealed that the trend towards less than 30,000 DWT vessels was on the decline. DPR 
ii:dicated ~hat any attempt to increase /t~e dredge~ depth to accommodate higher vessel 
sizes required a large amount of dredgmg even m the Palk Bay and would render the 
project unvia:ble. 1 

Economic viability 

DPR worked out that the payback pebod would be 16 years and the economic rate of 
return (ERR) would be 16.9 per cent. ! The pre and post tax internal rate of return (IRR) 

I . 

for the project was worked out at l0.2per cent and 9.lper cent respectivdy. Though the 
rate of return was below the benchmark of 12 per cent, the note to the Cabinet justified it 

· on the basis of the externalities that thi~ project could generate. . . 

The PIB meeting held in April 2005 concluded that the project was "not financially 
I 

viable" but went on to recommend the project for consideration by the Cabinet. "The 
project" PIB observed "was likely to1 have significant externalities which could not be 
fully anticipated or calculated at this stage." 

Ministry stated (October 2012) that th~ project should be examined with economic rate of 
. return (ERR), as different from IRR, which takes into account all the direct and indirect 
financial and social benefitsflowingfeom the project including the intangible ones. 

I 

Projected Cost 

DPR projected a cost of Z 2233.40 I crore for the project excluding financing cost of 
~ 194 crore, which was the cost appr~)Ved by the Cabinet (May 2005). Out of Z 2427.40 
crore, ~ 1719 .60 crore was to be the I cost of dredging. The cost was worked out on the 
assumption that the project would be bompleted in three years. 

! 

The dredging cost increased to Z 217;1.40 crore as a result of delayed commencement of 
project and was approved by the Caoinet in October 2006. The estimated cost escalated 
to~ 4504.09 crore as of December 2008 mainly due to increase in fuel cost, introduction 

I 

of Service Tax (June 2005) on dredgifig, change in the method of calculating the dredged 
quantity with effect from 01 January 2008 and increase in other onshore and offshore 
infrastructure expenditure. 

DPR projected the maintenance dredging requirement for the channel to be 2 million cum 
per year for the first two years and l.~ million cum per year for the next two years, which · 
would stabilize to 1.4 million cum fr~m the fifth year onwards. The estimated annual cost 
of maintenance was projected in the range of~ 20 crore in the first two years, Z 17 crore 
for the next two years and~ 14 crore from the fifth year onwards. For this purpose, DPR 
indicated that a dredger would be required. At the time of suspension of work at Palk 
Strait area in July 2009, an expert e*gaged by DCI had assessed the siltation level to be 
much above the DPR projection. · 

The revised cost of ~ 4504.09 crorb had not been approved as on date and this could 
undergo further escalation. 
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16.1.2.3 Projectfinancing 

The project was approved at a cost of~ 2427.40 crore wh ich was to be tructured on a 
debt equity ratio of 1.5: 1. The equity portion was to be ~ 971 crore and domestic and 
foreign loans were to be raised for ~ 1456.40 crore. The debt was to be backed by 
guarantee by Government of India. 

Equity financing 

Out of proposed equity of~ 971 crore, ~ 495 crore was to be contributed by Government 
of India, ~ 250 crore by Port Trusts, DCI and Shipping Corporation of India and the 
balance of ~ 226 crore was to be raised through initial public offer ( IPO)/private 
placements/users. SCL received the equity contribution of~ 495 crore from GOI and 
~ 250 crore from other Ports/PSUs between March 2006 and March 2009. The Company 
however, could not ra ise the equity of~ 226 crore through private placements or public 
offer. Thus the assurance g iven to the Cabinet on thi s issue could not be honoured and 
equity contribution was by Gol and by PSUs and Port Trusts working under the control 
of Ministry of Shipping. 

Failure of debt financing efforts 

SCL appointed UTJ Bank Limited, Mumbai in August 2005 as the sole fund raiser for the 
project. The total debt component of ~ 1456.40 crore comprised 25 per cent as Rupee 
Term Loan (RTL), 35 per cent as Foreign Cun-ency loan and 40 per cent Zero coupon 
Bonds. Six Banks accorded sanction for RTL of~ 425.00 crore at the interest rate of 
7 .5 per cent. The sanctions of the Banks lap ed in August 2006 and the tendering process 
and award of contracts were not fi nalised by then. Two foreign Banks sanctioned a loan 
of US$ 1 10 million. Due to delay in execution of the project and in getting GOT 
guarantee, the loan agreements a lso cou ld not fructify. Thus, the entire efforts taken to 
meet the project finance through domestic and foreign debt did not materialise. 

SCL stated (Februa1y 2012) that fail ure to achieve financial closu re for the project was 
due to delay in execution of the project owing to legal impediments. 

The reply of the Company should be considered in the light of the fact that the 
financing arrangement and work execution were never properly coordinated. When 
the tendering process began in J uly 2005 and went on till October 2006, SCL had 
received~ 146.28 crore only as equity from GOI, Ports, SCI, EPL and DCI. Later, 
DCI stalled their work in the Palk Strait area in July 2009 on account of financial 
constraints as recorded in the Ministry's noting dated 21 August 2009. 

Minist1y stated that all SPV partners had given their full contribution. DCJ stopped work 
in Palk Strait in Ju~\' 2009 no! on account of financial constraints; the dredgers were 
al/ol-ved to be withdrawn on the expi1) 1 of the contract period and the pending court cases 
were not concluded and the impugned interim stay was not vacated. There were no 
financial constraints on the part of SCL or DCJ. Borrowings were not raised as there was 
no requirement of funds at that stage and would have been raised as and when the need 
arose. 
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otwithstanding the above repl y, the fac t remains that the project cost had esca lated in 
December 2008 and wou ld undergo substantial revision which would impact the IRR and 
ERR ca lculated . 

Failure of Tendering Process and eventual Nomination of DC/ 

16.1.3.J Tendering process 

Dredg ing was the principal activity of the project. The capital dredging• of the project 
cons i ted of excavation of hard and soft material in four work segments by deploying 
dredgers as detailed below. 

Work A 

Work B 

Work C 

Work D 

....... 
"' .. . .. 

.... 
• - · 

C hainagc 

0 to 11 Km (Adams Bridge) - GA & part o f AB 

I I to 35Km (Adams Bridge) part of AB & BC 

(E to E3) Palk Strait 

(E3 to E4) Palk Strait 

• .. .. • ·- -ft'-l•it-(~fl:__"":t,! IJA• ~..t' U -

-:.·:::~~JJ:=- ·~· .... ........ --- I _ __.... .. 
INT>IA 

~in crore) 

Estim ated cost as per 
DPR 

612 

444 

l 
J 559 

,.,. r 

__ .,. 

., I 

Ministry of Shipping took the approval (May 2005) of the Cabinet Committee on 
Economic Affa irs to award the work in re pect of segment ' D ' on nomination basis to 
DCI " in the interest of starting the project at the earliest, a stretch of the channel 
involving dredging work of 12 to 13 million cubic metre in Palk Strait area adjoining 
Bay of Benga l be permitted to be assigned to Dredging Corporation of lndia, a Mini 
Ratna PSU, under the Ministry o f Shipping, subject to conditions as proposed in Para 12 
of the note". 

Para 12 of the note read "In the interest of tarting the project at the earliest, a stretch of 
the channe l involving dredging work of 12 to 13 mi llion cubic metre in Palk Strait area 
adjoining Bay of Bengal is proposed to be assigned to Dredging Corporation of India, a 

• Capital Dredging means new dredging as opposed to maintenance dredging 
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Mini Ratna PSU, under this Ministry on nomination basis, at rates comparable to the 
rates quoted by firms awarded contracts on the basis of global bidding in due course and 
8ubject to DCI guaranteeing completion of the work as per agreed work schedule." 

'fhe Mil1listry's order dated 1 June 2005 stated that "the rates payable to DCI for 
this work Win be the prevailing market rates." Not only the contract was awarded 
tin nomillation basis but even the irates were riot finalised. As future events would 
prove, no contract could be awarded :fo:r any of the chainage on the basis of global 

. competitive tender and DCI finally was atwa:rded all stretches on nomination basis. 
the rates for dredging work done were deter*1tined on the basis of enquiry-cum
riegotiation. and by a two member committee constituted by Government. 

Even though Ministry submitted the note to the Cabinet on 13 May 2005, it would be 
apparent that terms of engagement were far from:certain even then. In a letter dated 30 
May 2005 addressed to the Joint Secretary(Ports ), Department of Shipping, the 
Ghairman-Tuticorin Port Trust- the coordinating: agency of the project- expressed the 
v1iew that the work to DCI on nomination basis should be given only after completion of 
further subsoil investigation as desired by DCI. The "inevitable conclusion that emerged 
during the discussions in your chamber is that the ncr is trying to take advantage of the 
need for early commencement of the work by manipulating the terms to their advantage, 
which could have a snowballing effect on the bidd~rs in the global tender ....... " One of his 
suggestions was· that "the formal ceremony of' inaugural function can be held as 
scheduled dearly mentioning that the actual dredging work will commence in October 
2005 after inviting global bids." 

However, a memorandum of understanding was signed between the Chairman TPT and 
Chairman DC! on 25 June 2005 to enable "DCI (to) initially commence dredging in 
Stretch E3 to E4 (Palk Strait) in_a length of approximately 13.57 Km with an estimated 
ql!lantity of 13.55 million cum to attain a depth of(..!) 12 m below Chart Datum". TPT was 
to. pay D8l a monthly payment of~ 4.5 crore/ ~ 'i/.5 crore·as interim payment towards 

. 4500 I 7400 cum Dredger to be adjusted as per the final agreement to be entered into 
between the DCI and TPT after finalization of contiact based on international competitive 
biddillg (ICB). The Project was inaugurated 6n 2 July 2005 .. · . 

I • : • • • '• .; ~ -

Eventually theJCB contract could not be finalised' al1djhe:·rates had to be decided by a 
committe~ comprising Additional Secretary and Finari9talAdvisor, Ministry of Shipping 

· and Chief:Advisbr (Costs), Department ofExpeJ:!.diture; l\1inistry of Finance. 
! 

Ministry replied that it was not correct to say that awarding the dredging contract on 
n~mination basis to DC! was unusual. The extant d1iedging policy of Ministry of Shipping 
permitted award of contracts to Dc;I on nomination ·basis in public interest . . , 

Mfnistry's reply is in cotlt:ravention of its own letter No P0-28015/ 8/2000-DRG dated 17 
Fepruary 2004 laying down the dredging policy for all major ports. Except for 
m~intenance dredging for Kolkata Port Trust, all ports were required to "invite bids for 

! . 
D~edgiilg and DCl shall have the first right of refusal if its rate were within 10% of the 
lo"'est -:echnically qualified offer." The nominatioI). of DCI for all dredging works was 
done in 2005 and 2006 when this policy of the Ministry was in vogue. 

I • 
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i 
For the works A, Band C, TPT invite? global tender for dredging in July 2005. The last 
date fixed for receipt of tender was 31 August 2005, which· was extended to October 

I . 
2005. In the estimates put to tender, t~e total dredging cost for Adams Bridge area was 
worked out as ~ 940.84 crore (exclu~ing mobilisation and demobilisation cost) for the 
estimated quantity of 48.04 million cum, calculated at the average rate of~ 150/cum for 
work-A and~ 237/cum. for work-B. As regards work-C of Palk Strait area, the estimated 

I 

cost was~ 351.97 crore@ ~ 168/cum for an estimated quantity of 20.95 million cum. 
I 

Eleven tenderers purchased documents for all the works. In addition, one tenderer each 
purchased tender documents for work! 'A' and work 'C' only. TPT convened a pre-bid 
meeting in August 2005 wherein the participants informed that it was difficult to provide 

I 

a realistic bid in the absence of deta~led, adequate and reliable soil information. Thuis 
basic information regarding soil co*ditions was not available at the time of calling 
for tenders. ' 

I 
As regards data on soil conditions, DPR had suggested that at least 20 marine boreholes 
up to a depth of (-) 16m each in Adamk Bridge area were required to be dug. Against this, 
NIOT"' excavated 4 boreholes at the !time of finalisation of DPR. NIOT excavated six 
more boreholes before issue of tender. In view of the inadequacy of geo technical data 
furnished in the tender, the tenderers r~quested four to six weeks time after receipt of full 
soil information for submission of bids. 

I 

I 

In July 2005, TPT appointed Mis.DBM Geo Technical Corporation Private Limited, 
Mumbai to conduct soil investigation/at a cost of~ 87.54 lakh. The consultant submitted 
the report in November 2005. The res'1lts of 41 boreholes including 21 covered in Adams 
Bridge area were posted in the Port's web site. 

In response to the tender, the following five firms submitted their tender documents for 
all three works on 3 October 2005. · 

SI. Name of the tenderer Remarks 
No. I 
1. Mis.Jan De Nul and M/s.Boskalis; b.v. Joint venture company 

I EMD-submitted 
2. Mis Dredging International N V I EMD -submitted 
3. Mis Hyundai Engineering & Construction Company Ltd. EMD -submitted 
4. Mis Van Oord Dredging and Manne Contractors b.v. EMD -submitted 
5. l\1/s Jaisu Shipping Company (P)[Ltd. EMD-notsubmitted 

The tender committee of TPT opene~ the technical bids on 3 October 2005 and did not 
consider the bid submitted by the tenderer at Sl no.5 for want ofEMD. TPT requested the 
remaining four valid bidders to subtnit revised quotes before 26 October 2005 due to 
changes in the following bid conditioris: 

I 

"" National Institute of Ocean Technology.I TPT entrusted the marine borehole work to NIOT. 
! 

! . I 
I 
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0 Cost of work stoppage up to 15 days_ would be_ on the contractor's account~ 

o Cost of additional. soil investigation would be allowed only to the successful 
bidder. 

The tender committee did not consider the offers ;of SL no.2 and 4 for evaluation on the 
bound that the format of their bank. guarantees: did not safeguard the Port's interest. 
Hence, the bids submitted by Mis.Jan De Nul and M/s.Boskalis b.v. and Mis Hyundai 
J=+:ngineering & Constniction Company Limited: were considered for evaluation and 
further discussion. 

i 

As a precondition for opening of price bids, it was necessary that the tenderers withdrew 
an conditions put forth by them in the techniCal bids other than those agreed to by TPT. 
With this end in view, one to one discussions were held with the two bidders on 5 and 6 
November 2005 and the tenderers were asked to withdraw all conditions which were not 
specifically agreed to by the Port. In their respo~ses in November 2005, however, the 
tenderers instead of withdrawing the conditions put ·forth by them stipulated new 
cbnditions. While Mis Jan De Nul and Mis Boskalis b.v, had imposed a large number of 
cpnditions, the othertenderer, Mis Hyundai stipulated the following major conditions: 

G! The schedule of rate for soil conditions over 10 Mega Pascal (Mpa) (hardness up 
to.104 Kg. per sq. cm.) should be fixed before signing of the contract. 

(!.) 

I 

They had reviewed the work methodology to lessen the environmental 
di~turbance and indicated that it would involve additional cost impact. 

They had indicated that if work 'B' and· 'C' were awarded to them together, 
mobilization of additional dredging equ~pment was inevitable, resuhing in 
additional cost. 

TfT did 1not accept the conditions put forth by both the tenderers and decided in 
cqnsultafam with the Ministry to open the price bids of both the pre-qualified tenderers 
with the stipulation, that, if their price bids were the lowest in respect of any work, all the 
cdnditions other than .those specifically agreed to by the Port ·till then, have to be 
withdrawn. TPT opened the price bids on 19 December 2005 without· obtaining a written ·.· 
cqnfirmation from th~< tenderers regarding the acceptance of the above mentioned 
stipulation. Mis Hyund~i Engineeri11g Coilstructio:iµ. Company Limited was found to be 
thb lowest bidder atZ 1925.39 crore. This included ~he following additional claims which . 
w~re not included in th¢.pnce bid submitted in Octqber 2005: i . . • . ... ,. . ' i 

e · Additional claim of~ 178.68 crore in respect of work in Adams Bridge .. 

@ 

11 
In case theyfac~·-harder soil strength of 10~.4 kg/cm2

, further extension of time 
with additional cost ofZ 20.93 crore. · 

0 Additional cost of~ 44.03 crote for taking up works of 'B' and 'C' together. 

0 Customs Duty on import of equipments/spares. 
i 

The tender committee on 10 January 2006 recomniended to TPT to dissolve the tender 
dub to rates higher than estimates. · · ! . . .. 

Ministry of Shipping coinmunicated ( 6 February 20©6) to SCL and TPT that the Ministry 
wa'.s in agreement with the recommendations of tender committee regarding dissolution of 
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i 
I 

the tender. They also stated that adequ~te sub-soil data through borehole study was to be 
generated, in order to remove uncertainties in the technical specification of the work, to 
be incorporated in the tender document? while re-inviting the tenders. 

It was noted in Audit that: i 

DPR suggested· that in order: to arrive at reasonably accurate estimates @:If 
capital dredging which is ess~ntial to compute capital dredging c@st for ttllle 
project, it was necessary that bathymetry data on a much finer Jres@lutiiollll 
than those used in the study by NEERI and NHO 11 be obtained by cionducttiilllg 
additional survey. : 

I 

In the meeting convened by ~he Ministry in December 2005, SCL sugges11:edl 
the necessity of 210 borehole~ including 115 in Adams Bridge area ittseRf s@ 
that the estimation of soil wit~ higher hardness could be made. 

I 
TPT held a pre tender meeting in January 2006 with the four firms to arrive at a 
consensus on geo~technical investigatibn especially in Adams Bridge area. It was agreed 
that additional 50 boreholes would be; required for correct estimation of the quantum of 
work. 1 

i 
I 

Accordingly, the contract for geo techlncal investigation, by conducting tests in 50 bore 
holes in Adams Bridge area at a cost qf~ 3.13 crore, was awarded by SCL to Mis Fugro 
Geotech, Mumbai in February 2006. iThough the scheduled date of completion of the 
report was 15 May 2006, they submitted the report in January 2007. 

. I 
Second Round of tendering dissolved 

1 

I 

! 
Even before receipt of the above report in its entirety, TPT retendered on 24 February 

. I 

2006 by issuing global notice for participation in the pre-qualification for the dredging 
work divided into two part~ i.e. Adams Bridge (merging of works 'A' and 'B') and 
Southern Part of Palk Bay/Palk Strait (work 'C'). In response to the tender, seven parties 
submitted documents. DCI participate~ in this tender as a consortium with Mis Dredging 
International. The tender committee r~commended (May 2006) to pre-qualify four firms . 
including the DCI consortium. The tender documents were issued to the above firms on 

. . I 

18 May 2006 with the last date as 30 fane 2006 and pre-bid µieeting was held on 1 June 
2006. Technicai and price bid werb opened on 30 June 2006 and 17 July 2006 
respectively. In respect of Adams Briclge works, Jan De Nul nv and Boskalies bv N was 
the lowest bidder at a cost of~ 2817 .$4 crore and for Palk Strait segment, DI & DCI N 
quoted the lowest rate of~ 922.92 prore. These rates included mobilization and de
mobilization charges in addition tol capital dredging cost. With reference to DPR 
estimates, the rates were in excess by 189 .20 per cent for Adams Bridge work and by 
153.25 per cent for Palk Strait. 

1 

Audit noted that TPT did not update the old estimates which were prepared in November 
2004 even in the second round of bidding in February 2006. This resulted in unrealistic 
evaluation of the reasonability of the r~tes obtained in the second round of bidding. 

! 

• National Hydrographic Office, Dehradu~ 
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JPT decided to dissolve the tender (29 July, 2006) due to high rates quoted by the 
tenderers by referring the matter to the MmiStry~ Based on: the recommendations of the 
tender committee, the Ministry dissolved (Augl!lst 2006) the tender and entrusted the 
entire work on nomination basis fo DCI in October 2006. / 
I ' 
I 

ff PT embarked on the second .round of bidding in February 2006 for dredging at 
Adams Bridge and Palk Strait even before the receipt of the full borehole te§t report 
~n January 2007. Ministry's instructions on removing the uncertainties were not 
~arried : out and TPT was allowed to proceed with the tendering leaving the geo 
technical aspects . as uncertain as before. Ministry also did not take any acll:ion to 
·ensure that its ins1l:rl!lctions were followed. 

~CL stated (February 2012) that TPT had succ~ssfully completed rock dredging strata 
inore or less similar to that existing in the Adams !Bridge area. Besides, the implementing. 
~gency, TPT, had a strong technical background ~nd knowhow to carry out major works 
including dredging in offshore condition. Sufficient care had been taken to incorporate as 
many technical details as required for dredging works. 

~CL furt;her stated that the time gap between the first and second round of tendering was 
only seven months and thus did not warrant any updating of estimates. 
I 

Management's contention above is not acceptable as the physical quantity and cost 
estimations were formulated on insufficient data: as detailed. Further, the time gap was 

·. ~ore than 12 months between DPR (November: 2004) and second round of tendering 
~February 2006) . 
·! . 

Aidlmitterllly, ft11: was a dftffi.cID1i1l: ll:enuler with :limited! wimllows q]lf calm weatnneir. 
JHfowever, ll:llne prepmrafory geq]) ll:eclb.llll.ical Wl!)rk irequiired 11:0 manage s1!llclhl a c«J>mple:x 
~ender was J!Iltl])ll: dollll.e. 'JI'Ilne lb!a:llders lkepll: illll.sisti.tjg l[))iil more illllformatioim Illill respect of 
lb.line srn1ll colllldlill:io!llls a!lllllll 'Jf PT had 1l:o enfarge tlhie scope of soill investi.gall:ionn. As per 
IDJPR, all: Ileasll: 21[]) marlinne lborelhloYes were to !be' dug illll Adams Bridge area, agaftnsll: 
wilnklhl mnlly ].@ lborelhlolles were dug !before iss1ll!e iof Jfi.rsll: rnumrll 1l:eJIBdlers. As Sllllclln, the 
~ecommel!lld!all:iiol!Il illll ll:lhle DPR will:lhl regard 1l:oi the llll.umber of lboreholles was l!lloll: 
al11:1l:ellllid!edl 11:0. 'JI'lhte seciomll 1rn1lll1rndl oJf lblidldlil!Ilg agail1f based mrn i111.conip!ete irllafa llnaidl to !be 

I . ' 
dftssiolved id!lll!e 11:0 the higiln rnll:es G[1lllG1l:erll. 'JI'o e:xpecll: lbiidders 11:0 come up will:lln accepfall>le 
ll:eclbm.Ilcal allll.dl pirftce bftds lll!Illlidler ll:lmese cftrc1!llmsfa!lllces was ovedy optlimiisll:k. illllsll:eaidl of 
aidldlressftng ll:lhlese Jiss1llles, ll:llne Mftmuisll:ry 1l:oolk ll:llne dledsiion oJf awardii.JID.g 1l:lbte el!Illl:ire woirlk 
~Jf dlredgnllll.g 11:(1) DCJI ol!ll J1Romii.J111.ati.ollll. lbaslis. · · · 
I . ·'. ·~ 
I • •. ·. 

}.finistry in its reply stated that TPT, the Nodal Agency for Implementing SSCP while 
dalling the !CB tender had duly updated the f!S}imates by considering various factors 
prevailing at that time. The rate for dredging was; hot an item available in the approved 
sphedule pf rates and the same was influenced by prevailing marketforces of demand 
drzd supply, availability of dredgers and other fact9rs, The TPT while floating the second 
!CB tender had considered all the above factors prevailing at that point of time and 
decided not to update the estimates since the gap between the ]81 !CB and the 2nd !CB 
t¢nder was only seven months and did not warrant ~my updation of estimates. 
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Ministry's reply should be seen in thel context of the fact that the total estimated cost of 
~ 974 crore and t 364 crore (includin~ mobilisation and demobilisation cost) for Adams 
B_ridge and.Palk Strait respectively w1~s not changed b¢tween ICB I and ICB Il When 
viewed agamst the L 1 rate for that area of~ 2817 crore for Adams Bridge and ~ 923 crore 
fpr Palk Strait ~~ring ICB II, it wouldlbe apparent that the estimated cost was way below 
the Ll cost. Mimstry or TPT never analysed the reasons for such a difference. Moreover, 
DCI consortium was L4 during ICB nlfor Adams Bridge area. -

Ministry further stated that TPT had Jken the initiative to call all the prospective bidders 
before preparation of tender documehts for !CB 1 to understand the bidder's view and 
incorporate in the tender documents tq avoid ambiguitj in execution of works: During the 
meeting, a presentation was given by Port detailing the work A, B & C and the details of 
the soil investigation carried out by thk Port through NIOT 

Since bidders wanted additional dltailed soil investigation, TPT suggested for a 
I - . 

combined soil investigation with costl sharing by the prospective bidders subject to the 
condition that the cost of investigati9n be reimbursed by the successful bidders as was 
done in the case of dredging of Pana111a Canal. _ 

Since there was no _ understanding Among the bidders, port conducted additional 41 
Borehole investigations covering thJ entire length of the dredging area spread over 

_ . Adams bridge area and Palk Strait. / _ . 

These soil investigation results were/ hosted in the port website for easy acc~ss to the 
prospective bidders. Bidders were also permitted to witness the soil investigation at site 
to have a better understanding. / 

During the second round of bidding, /the results of 37 out of 50 boreholes investigations 
wer~ supplied to the_ bidders. In this! particu~ar case, the execu!ing agency TPT, m~de 
available al{ the available documents! to the bidder~ as hard copies and through website. 
Hence it is not correct to say that inadequate soil data was the stumbling block in the 
culmination of tender procedure. I 

However, the fact remained that the brst round of tendering resulted in conditional bids 
due to lack of data. The necessify for more boreholes for correct estimation was 
recognised before the second round :of tendering, but comprehensive results of such an 
exercise were not utilised for ICB-H indicating indifference towards essential information 
necessary to obtain actionable bids. I 

I 

M«J>Jre iimJpH!JlJrtam_ll:ny~ ii.11: llll.teedls 11:({]) lbieJ C([J)l!ll.SiidleJrei!:ll ll:lbl.2111: ll:lbl.e i!:llJredlgiillllg w«11Jrlk foJr mill! the 
sedfonns was awmri!:lled fo JD>(][ @nn nn«J>mftnnati([J)nn basfts a[ll:eJr Calbiflnell: apprnvall. The iiss1llle 
([j)Jf fiadk l!ll:!f adeq1llla11:e dlafa on sunlbi s~iin C([J)JID.i!:lliill:iil!l>l!D.§, was nnever Jresiillnveirll and\ ii.11: was rrmt 

I . 

expfaiinnedl 11:@ the CabJ1nne1l: as fo llnl!l>W llJlC![ wm1tnd be m@Jre successfan a1!: rlhredgiinng at a 
I 

mudl:n nesseJr costt ttllnan 1l:lffie innll:ernnall:~([J)Jman biidrdlers il!ll viiew ({])[ ttllne faclk ([J)Jf adle«J]_1llla1l:e s11llb 
soi1n idlafa. i 

i 

I_ 

I 
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l6.1.3.3 Nomination of DCI 
! 
The Ministry nominated DCI for work D in ,:June 2005 alllld for all the 1rem21illlling 
segments viz Wo!l"ks A, 1B and C in October 20016 and the method of determilllation of 
rates payable WaS ''JPlreVafilng market Jrmtes". I 

i ' 

DCI did not participate in the first round of bidding by TPT due to shortage of dredgers. 
In the second round, they participated as consortium with Dredging International for 
Work C'and A-B section at Adams Bridge area. iOn 16 September 2006, in reply to an 
enquiry from SCL, DCI wrote back in unequivocal terms that they have "constraints in 
ferrris of the manpower, technology .and equipment for executing dredging work in 
Adams Bridge area." - · . . · 
I 
I 

The Planning Commission also expressed (15 September 2006) its reservation and stated 
'(due to inadequate capacity of DCI, award of the contract on nomination basis may result 
in time and cost overrun. Furthermore, award of1 the contract to DCI may result in the 
cost of the project becoming open ended." 
! 

SCL itself commenting on the capacity of DCI had noted on 16 September 2006 that 
'~DCI will have to rely to a very large extent on outsourced equipments and expertise 
which can be forthcoming through chartering of equipments and engagement of experts 
besides the possibility of joint ventures/ sub c<imtracting which are both woddwide 
~henomena ..... Admittedly DCI has limitations of own equipments and expertise but these 
c;an be remedied through outsourcing." -

I 

More interesting, however, was DCI's own letter dated 16 September 2006 addressed to 
S,ecretary (Shipping), Government of India. DCI C(ltegorically stated that for Work A and 

· B- Adam's Bridge area, "DCI has no equipment or manpower, other than one Cutter 
Suction Dredger i.e. Aquarius, which currently :is on charter overseas." DCI further 
ppinted out inter-alia that "due to time constraints~ DCI may have to take on nomination 
tq.e above vessds, which involves deviation from the prescribed procedures." 

I 

:Qespite these uncertainties, the Mim1.stry submitted the note fo:r Cabinet Committee 
l!)l!]. Economic Affairs on 19 September 2006 s¢eking approval to the prnposail of 
l!ll~minati.ng DCI for the packages A, B & C Within the revised escalated cost of 
.~12].71.4Ull crn!l"e. 

l 
Ministry finaHy issued order on 13 October 2006 nominating DCI for dredging contract 

I . 

. fqr packages A, B and C as well. 
Afinistry replied that in spite of the known limitations of the DCL the Government 
d<fcided to award the SSCP work to DC! as it was the only viable option available under 
th,e circumstances. DCJ's capadty was allowed to 1 be enhanced by chartering dredgers, 
gi

1
ven the. magnitude of the dredging involved: and DC! utilized the services of 

TJ?.ANSCHART for chartering dredgers. 

96 



Report No. 13 o/2014 

16.1.3.4 Chartering of dredgers thro!ugh Transchart 

Transchart, the chartering wing o:f Ministry of Shipping for making shipping 
arrangements, deals with imports and exports of Government cargos. In a meeting in 
February 2009 of the Standing Comtiiitte·e of the Ministry to fix 'responsibility of time 
and cost over run for the project, the representative of the Chartering wing of the 
Department of Shipping explained thb methodology adopted by them for chartering the 
dredgers on behalf of DCI. "They explained that at the request of DCI, they issued the 
specifications given by DCI to various agents, brokers and shipping companies and 
obtained the quotes. The suitability df the dredger· was examined basically by the DCI 
who finally selected a ·suitable dredger. No tendering process was resorted to while 
chartering the dredger as chartering wing of the ·Ministry is not in a position to invite 
tenders for dredgers etc. but was oply assisting DCI to invite interested parties for 
dialogue/ negotiation with a view to suitable dredgers." 

I 
' 

In practice, DCI intimated its requirements of dredgers to Transchart who floated 
enquiries to shipping companies and tirokers. The responses were communicated to DCI, 

I . . 

who inspected the dredgers and negot
1
iated the price. DCI took the approval of SCL who 

in turn would get it approved by its !Board. They would then intimate Transchart who 
entered into contracts for the dredgers) · 

Transchart floated nine global Jnquiries during 2006-2008 to 100 shipping 
companies/brokers and received 34 offers of which 7 offers were accepted by DCL The 
suitability of dredgers was examined by DCI prior to chartering. The terms and 

I -
conditions were prepared by DCI anq forwarded to Transchart which signed the charter 
party on behalf of DCI. 

' 
The principles of prncurement in !Government were nm!: followed. The pll"ke was 
decided based on negotiations and lacked ll:ransparency. Afso tine rllteclgel!"s wel!"e 
engaged without finalising tl:he lb~sk infrnrmation for technical speciifncat!:Jiilllnns as 
discussed above and without!: anal~sing ll:he l!"easons as to wlb.y the two attempll:s at 
international competitive bidding ill)l which iJmternatfonal firms had pa!l"tl:kipfilll:erll llnadl 
faille ell. : 

Payment terms to DCI for dredging rork kept open 

On the failure of the retendering in FJbruary 2006, the Ministry entrusted the entire work 
I 

to DCI on nomination basis in Octofuer 2006 with the payment terms kept open. In the 
note to Cabinet Committee on Ecqnomic Affairs dated 19 September 2006, it was 
proposed that the "rates to be paid to IDCI may be arrived at by way of mutual discussion 
between DCI and SCL based on benbhmark of rate quotes used for estimation purposes 
while preparing the DPR and also ! taking into account the estimated cost based on 
utilization of the chartered equipmen~s and/or DCI's own equipments within the revised 

I 

calculated cost of~ 2171.40 crores." , 

i 
It was noted in Audit that the "ibenclllmall"k of rate quotes used fol!" est!:Jimmatl:Jitmnn 
purposes while preparing the DFR" was not rate quotes. At cu.nenn1t Jllll!"ices inn 
October 2004, the DPR consultant kirrived at!: a capital cost estimates of~ 2233 Cll"Ol!"e 
by ad.opting foul!" methods: nam~Ily, (i) budgetary quotes am.rll idlisc1111ssim:n wi1tlln 

I 
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I 

~uppliers (ii) rates taken from cunent works of similar nature (iii) updating rates of 
rorks of similar nature completed in the recen~ past and (iv) consultant's estimates. 
I 

In its letter dated 13 October 2006 conveying the sanction of the Ministry to the award of 
the works A, B and C to DCI on nomination basis, the Ministry further ordered that in 
order to impart transparency to the process of determination of the amount to be paid to 
DCI, a two member committee comprising Additional Secretary & Financial Advisor, 
Department of Shipping and Chief Advisor (Cosi), Department of Expenditure, Ministry 
pf Finan~e be constituted to determine the amount to be paid to DCI. 

The award of major works involving more than ~ 2000 crore to DCI on nomination 
·basis thus kept open'tlie question of rates at wh:ich DCI would be paid. 

I 

. Ministry stated (October 2012) that Chartering wing in the Ministry of Shipping makes 
~hipping arrangements for and on behalf of Government, Departments/PSUs primarily 
for movement of cargo and provides assistance as and when requested by indenting 

I ' 

Departments for specialized requirements. 
I 
Chartering Wing does not float tenders for inviting shipping offers for Indian/foreign 
lhipping lines. The methodology adopted is Often Enquiry-cum-Negotiation mode of 
ehartering which has been in vogue for the pastlfive decades, in line with the industry 
practice., The Wing floats enquiries based upon the requirements of the indentors/projects 
tmd all these are widely circulated in the Inter}iational market, a fact well known in 
shipping circles. 
I 
for cargo requirements, Transchart float enquiries directly to Indian Ship owners and 
among the panel of shipbrokers for inviting offers from foreign ship owners from 

. ~nternational market. Offers finalized based dn negotiations are conveyed to the 
irzdentin~ Department for their approvals. Once approvals are conveyed Transchart 
concludes shipping fixtures and signs an agreement (Charter party) for all terms and 
sonditions including freight rates for and on behalf of concerned indenting Department. 

In the case of specialized requirement of DC! for dredgers also, the above procedure was 
followed for floatation of enquiries to Indian Ship :owners and foreign ship owners in the 
InternatiDnal market. Since Transchart is not fully conversant with in-chartering of 
dredgers, the offers received by Transchart we~e forwarded to DC! for ascertaining 
technical suitability/ workability and also acceptability of charter hire rates. DC! after 
i~spection of the concerned Unit conducted meeting with the respective dredger owners, 
dlongwith TRANSCHART officials for arriving at final charter hire rates and 
t~rms/conditions of agreement. Once an agreement is reached, DC! took the approval of 
S,SCP and its Board of Directors before conveying the same to Transchart for final 
confirmation to the ship owner. Draft Charter Party received from owners was 
ferwarded to DC! for· their vetting before same if ere signed by Trans chart for and on 
behalf of DC!. 

! • 

SSCP floated tenders in the open market invitin15i bids from owners world over on the 
bbsis of the specifications decided for the project. Since sufficient numbers of suitable 
. offers were not received by SSCP despite re-tende17ing, the Ministry was requested to use 
the office of the TRANSCHART for inviting offers for TSHDs (Trailer Suction Hopper 

! 
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I 

. I 
Dredger). Since the available units ofii equipment for which offers were received were not 
meeting the entire requirements of D<EI for SSCP on the request of DC!, Indian Missions 

. . . abroad were also requested to approbch dredger owners/interested parties to offer their 
equipment. Advertisements were alsol1 inserted in foreign newspapers through the good 
offices of some of the Indian Missions 

1

abroad. · 
I 

No published benchmark/trend was I available to ascertain the charter. hire rates for 
dredgers unlike cargo charters wher4published indices, ·like Baltic IndexforDry Cargo 
and Tankers for various types/sizes qf vessels are .available and Transchart was being 
guided only by DC! in this regard for .

1

1charter hire and terms/conditions depending on the 
type/suitability of dredger. 

I . . 

Chartering Ff;ingplayed a role of facif itator in case of charteringof dredgers for DC! for 
the prestigious project of national importance namely Sethusamudram Ship Channel 
Project. DC! being experts in the field of dredging, chartering wing utilized th'e.expertise 
of DC! and the rates finalized in eaJh case depended mainly upon the availability, the 

I . 

specific nature of the equipment and the urgency involved vis-a-vis requiremencof DC!. 
I . 

. . I . 
Since the rates discovered through the global tenders was considered to be very high 
including the. rate quoted by DC! as lpart of a consortium during the second invitation, 
the rates payable to DC!, had to I be worked out through a different mechanism. 
Therefore, the Government constituted a two member Committee comprising AS &FA, 
Ministry of Shipping and Advisor (Co~t), Department of Expenditure, Ministry of Finance 
to determine the rate payable to DC!. The arrangement was as per the decision 
communicated by the Ministry in OctJber 2006. 

I 
Ministry's reply above acknowledgek that competitive bidding was not adhered to. As 
acknowledged by the Transchart re~resentatives, no tendering procedure was adopted. 
The chartering was entirely carried ~ut on the basis of enquiries and negotiations. H is 

I 

also important to note that TRANSQHART has no experience to charter dredgers as its 
responsibilities do not indude chartehng of dredgers. The issue of rates payable to DCI 
was kept opt:<;n in the note to the cdbinet and subsequently. As the later events would 
prove, no reconciliation had been dotle between SCL and DCI regarding payment to DCI 

I 
on account of deployment of dredger!" 

i 
16.1.4.1 Commencement of dredging work 

I 

The DPR had indicated that dredging hrea in Adams.Bridge consisted of hard strata soil for 
I 

a quantity of 18 million cum and required deployment of cutter suction dredger (CSD). The 
geo-technical investigations througH borehole tests confirmed ·the presence· of hard 
materials such' as sand stone and calchrenite in addition to medium to dense sand in Work 
A, particularlyin stretch 0 to 12.5 ~in this area. Hence, it was well known that dredging 
in the Adams Bridge area would be far more challenging than the Palk Strait area. 

. I . 
i 

H had been specifically brought out in the-DPR that the starting point of the project was 
South of Adams Bridge which coclprised GA (4.322 km) and AB (17.267 km). The 
deliberations of PIB meeting (April'l

1 

2005) also indicated that proposed channel would 
start from Gulf of Mannar and end in, the Bay of Bengal. 

i 
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I 
*espite ~his evidence, award oLwullrlk n ftn. Pall~ &trait area on nominati(j])llll basis to 
DCK andl faking u.p tthe work as eady as J.n July! 2005 :vyithmd tying up woll"k Illlll. otther 
~ections iwas inj1lll4idm11s. -If the .wunrk had cmpmenced :first in the Adams Bddge 
-~rea, th~ inadequacy of DC!. could. have come. to light earlier thaID. ftt did· and cmmrse I . ' . . . • . 

. c@nectirnm. attempted. [ · 

~e Co~pany stated (February 2012) that the ]programme of completing the entire 
dredging works . in Paik Strait was linked with tne completion of other segment of the 
dhannel Le. Adams Bridge. . . 

I 
' . 

- ,, -" . ! ·.. . ' ' . 

The Minrstry in its reply of October 2012 termed the conclusion that if the work had I ·' - . ., ., •', . ·.· I . . 

commenced in Adams Bridge. area first,· the inadequacy of DC! would have come to light 
. I , . ' . 

asfac,tuqlly incorrect .. The Ministry stated that s~nce DC! could execute sand dredging 
. _ Jfficien(ly and as it did. not own high power cuttrr suction dredgers and knowing fully 

·.· Well the limitations of DCL a portion of work at f alk Bay I Palk Strait which consisted 
\•Jnly of sand dredging was awarded to DCI Si~ultaneously, TPT took action to invite 
·ilobal tenders to award other portions of dredging at Gulf of Mannar and Bay of Bengal. 

I ', ·. 
1£,6.1.4.2 ;Work ad Adams Bridge area 
I : . 
~or ~redging at Adams B_ridge area, deplo_YIDent o;f CSD and TSHD was vit~l as the area 
9ons1sted .. of hard ma.tenals. Therefore, m order~ to commence the dredgmg work at 
Adams Bridge area, DCI mobilized its own CSD ?\,quarius (built in 1977) from Spain in 

I ' ' 
October 2006 by foreclosing its existing charter p:arty with Dredging International. IDCil: 

, nhiittfalilly ~Il31ftmedl fJl"l[])m SCL alllll. ammmt @lf ~ 3] cirl!lln ttowa1rds mf!DlbmsatfoIIB @f CSD 
A1IJ11ll!all"ii.1ll!s Jfrnm Spaiil!ll ti[]) Jrnu:llfa amll c@mpensatii~llll payabfo 1tl[]) Cllllarttel!" party OWilll.eirs 

I ' . . 

dl1ll!e tto JP!lrematt11.ue d@s1ll!ire of agireemellllt. Thnsj at 1the behest @f ttllne MiiJmiistiry was 
ir:edl1l.llcedl ~® ~ 15.:Il.5 cmre~ lF1lll1r1!:he:r, IDCI illllc1lllirire~ mm expemlliit1lllll"e @f ~ 3@.69 CJrl[])re Jin 
o,perntinng thfts C§Jl) l[])ril\ §CL prnjectt. ' · 
I I ! 

]his dredger commenced operation on 17 Decem~er 2006 in the southern side of Adams 
I . . I 

Bridge which had to be stopped on 26 December 2006 as the auxiliary spud of the CSD 
b~oke and feU into the dredging area in the sea. D~I' s efforts to retrieve the broken part 
obhe sp-qd failed and the broken part is stiU lying iµ the dredging area of the channel. 

I 
, . , . " I , I . . I ' " 

-9CI rede~loyed the dredger after repair on Match! 27, 2007 but suspended the operation 
on April \13, 2007 itsdf due to heavy sweH conditions. Thereafter, DCI did not deploy 
ahy CSD! in the Adams Bridge area. During the[ brief period, DCI dredged a meagre 
q~antity of 83917 cuni, wllnklh\ was dlunmped il!ll tt~e sidle @:If the channnneil anndl l!Il@tt at the 

I •JI.. I ,,l! "1t ' 
JP>/l"leSC!l"ll.iuiew Sil e. 

1 
• _ 

I : i 9c1, h_owever, contin~ed the dredging operations [in northern side of Adams Bridge by 
deploymg four TSHDs from February 2007. Out of these four, three we~e owned by DCI 
~hereas.one (Prof Gorjunov) was chartered. It sus~ended the entire operations by middle 
of Septentber 2007 after Supreme Court's orders. puring this brief period, DCI dredged 
a~ in-situ'1 quantity of ~nly 9 .52 miHion cum. Th~ dumping of this dredged material is 
dbalt wit4 in the subsequent paragraph. From the point of view of navigation of the 
cb.annel, dredging on the northern side would be fufructuous if the southern side of the 
A1dams Bridge was not .dredged. ' 

I , . 

I 
I 
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It would thus be seen· that dredging in the most difficult area was carried out 
without dredgers of required numb~r and type. The dredging completed was only 
20 per cent of the target of in-situj quantity of 48 million cum. to be dredged inn 
Adams Bridge area. This should alsl!ll be viewed in the light of the fact that DCI alsc 
had confirmed in its letter dated 16 [September 2006 for work in the Adams Bridge 
area, it had no equipment or manpower other than one CSD Aquarius. Dredger 
Aquarius also failed. 1 

It is to be noted that in several parts! @f the :reply of the Ministry to this audit rep@irll:, 
it has been claimed that the prnjecll: was being implemented well before ]11.11dl1.cfall 
intervention. The above facts will however indicate that the dredging w@rk inn ll:lhle 

I .. ····· . 
Adam's Bridge area never really took @ff and a very smaH amount of dnedgiillll.g W1i!lS 
canied out. The reasons for suclhl l~ck of progress were not ~my llegall i.1m.pedftmenn11: 
bmt Rack of ca]plabilities and pireparatfons @n the pa:rt of DCI to cany out ll:l!ne w@rk. It 
reinnforces the 1illcknowledged posfttfo~ ®f DCI that it fackeidl cap1illdty. 

:ra was also nn@ll:iced in. Au.diit that/ ll:!ne wmrlk. was sttarted wii.11:hl!ll11ll11: siiglllliilffig MOU 
between SCL 1illllld IDCI for the work,JiJID. Airllams Briidge a:rea. Tlhle MOU was siignned @JID. 
29 November 2007, even later 11:h1illn ~toppage l!llf WOlJrk iillll September 2G07 C«DJID.seqprneJID.11: 
mm jU11dgmellllt l[J)Jf the Apex Cml!rt. 1fllll~re wais nnl[]) melllltfom @f n1lllmber @f idlireidlgers fo lb>e 
depfoyedl illll tlhle MOU. The MOU ~1ills JID.ever collllverll:ed iint([) allll agreeme!lllll: 1illS was 
drnme ftllll. case l[J)Jf Palk Strait aire1i!l. · 

I , . 

The Ministry replied (October 2012) t!zat DC! and SCL agreed to the effect that the MOU 
. would be construed as a part the agr¢ement which was signed between SCL and DC! for 
the dredging work at Palk Bay/Palk !Strait. Due to Hon 'hie Supreme Court's order, no 
separate agreement could be entere4 for Adam's Bridge works as die work had to be 
suspended. The Ministry reply added lthat normally SCL was not to point out the number 
of dredgers to be deployed by DC! land that DC! had to deploy the require(;! number 
under a clause in all the agreements/JrfOU. 

As regards the audit observation re~arding dumping of dredged materi~l on the side of 
the channel and not at the prescriqed dumping site, Ministry stated that during the 
working of CSD Aquarius, TSHD VII was deployed to convey the dredged material fr.om 
South of Adam's Bridge to designated dumping site. . ··· · . . · 

. I . 

Ministry's assertion ~ontradicts Note/to the Agend~ Item 224/8 of DCI Board meeting on 
28 November 200Tin which it was stated that "it has also been observed that the material 

. dredged by Dredge Aqua~ius, and i side casfud with floating pipeline could not be 
rehandled by TSHDs because the material consists of sandstone and calcarenite". 

I 
16.1.4.3 Dumping of dredged materiFl 

The environmental clearance for tI;ie project was accorded subject to the following 
conditions for dumping of dredged materials. 

I 

• The dredged material will be disposed of in the identified sites in the sea. No 
dredged material will be dispbsed of on land. 
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• During dredging and disposal activities, monitoring marine environment quality 
should be done periodically and necessary navigational steps should be taken up 
in case of increase in turbidity beyond the prescribed limits. Environmental 
monitoring cell was to be constituted to monitor al l the environmental parameters 
associated with the project. The environment management plan recommended by 
NEERI should be implemented. 

The DPR identified two dumping sites viz Dumping site 1, which was 25 - 30 kilometres 
away from Adams Bridge area at the Gulf of Mannar and Dumping site 2, off shore in 
Bay of Bengal as indicated in the map below. The dredged material was to be disposed of 
in the sea at a depth of 25 to 30 metres. 

DCI commenced dredging work at the southern side of the Adams Bridge in December 
2006 but the work was affected adversely due to insufficient depth across the Adams 
Bridge for manoeuvrability of the dredgers. DCl informed (July 2007) the Ministry of 
Shipping that due to shallowness in segment A of Adams Bridge area, it was not possible 
to dump the material in the identified dumping site viz Dumping site 1. TPT also sought 
(July 2007) clearance/approval for an additional dumping site on the Northern side of 
Adams Bridge from Ministry of Environment & Forests . Ministry of Environment & 
Forest accordingly granted necessary environmental clearance in August 2007 for a third 
dumping site Viz. Dumping site 3 in Palk Bay at specific geographical coordinates. 

A pictorial presentation of the three dumping sites is shown below: 

I : Southern side of Adams Bridge 
2: Palk Strait in Bay of Bengal Area 
3: Palk Bay 

Before getting MoEF clearance for an addi tional dumping site, SCL and TPT decided to 
shift the dredgers to the north of Adams Bridge and commence dredging there from 
February 2007. They decided that the dredged material could be dumped within the 
channel alignment itself in the ex isting depth of 9- 12 m. Between February and 
September 2007, an in situ quantity of 9.52 mill ion cum was dredged and dumped in the 
channe l alignment between chainage 30-35 km. 
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i 
The .decision ti{) dump the dredged ~aterial in the channel alignment itself was a 
vfolatfon of the conditions imposed iin the environmentai clearance. Dumping ftn 31 

site tlliat has not been assessed for ~nvironmental impact cannot iruie out serious 
disturbances to the marine eco syst~m there. It bas been estimated that neariy 5 
million Cfillm ml!t of 9.52 million cum ~f dredged and dumped material needs to be re 
handled. Therefore, further threat o~ disturbances to tlie eco system looms large. 

i 
SCL accepted (February 2012) that the dredged materials were dumped in the alignment 
of channel itself as per the decision! taken by the then Chairman. It added that the 
dredging site on the southern side of 4dams Bridge area was not accessible due to sand 
dunes and other dumping site identified was in the Northern side about 160km away. 

I 

Audit observed that SCL and TPT soJght approval for an additional dumping site after 
commencement of dredging and dud.ping dredged majerial in the channel alignment 
unauthorisedly. Further, they kept th~ir unauthorised deed of dumping in the channel 
alignment itself under wraps and dia not disclose it to the Ministry while seeking 
approval for an additional site. ! 

The Ministry did not provide specific !reply to the audit observations. It however stated 
(October 2012) that the Ministry had constituted a High Powered Committee under the 
chairmanship of Prof S Ramachandrak the then Vice Chancellor of Madras University, 
which had monitored the environrhent management plan and . the environmental 
parameters. It further stated that "while the dredging site on the southern side of the 
alleged Adam's Bridge area was not Jccessible due to presence of sand dunes, the other 
dumping site identified in the norther~ side was about 160 kms away from the dredging 
location. Since SCL had engaged DC! for carrying out the dredging on cost plus basis, 

I . 

the dredger had to traverse nearly about 320 kms up and down to dispose one load of 
I . 

. dredged material. In· other words, the !cost of dredging would have gone up nearly 6 to 8 
times of normal dredging. Hence a #ecision was taken by the then Chairman TPT to 
dump the dredged material only in t~e alignment of channel where depth of the water 
was between 9-12 metres for rehandling by TSHD ...... Had the work continued ....... , the 
material dumped.in.the.channel alignPient would have been removed and transported to 
the identified dumping site at a later ~ate. " · 

• • I 

The reply added th'at collecting of materials in one particular location for rehandling can 
neither be termed :as , disposal of Jnaterials nor would tantamount to violation of 
environmental stipuiatfons. ·A contin~ous independent monitoring was resorted to till 
stoppage of all dredging activities and it was ensured that there was no exceeding of the 
permissible limits. ' 

The Ministry's position was that when dredging and dumping activities were in progress, 
it was ascertained by the Environmental Monitoring Committee that there was no impact. 
Since there was no dredging and durhping activity beyond July 2009, there may not be 
any possibility of further impact on aqcount of dredging and dumping already completed. 

i 
i 

Ministry's reply confirms lack of plhnning and preparation. If avoidance of additional 
cost was the main factor behind this ~ecision, the rehandling cost was not assessed. 

! 
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I 

J6.J.4.4 Work atPalk Strait 

'f\gain, from the. point of view of navigation of the channel, both the stretches viz Adams 
Bridge area and Palk Strait area would have t0 be available. While, the dredging in 
1\dams Bridge area was stopped in September 2007, the same commenced in Palk Strait 
area in July 2005 and continued up to July 2009 much after the work at Adams Bridge 
I 
~rea had. stopped. . 

.k total of 13 dredgers ( 6 owned by DCI and 7: chartered) were deployed at different 
points of time. DCI dredged an in situ quantity ~f 30.18 million cum from July 2005 to 
July 2009 against the targeted in situ quantity of 34.50 million cum. In July 2009, DCI 
-Withdrew all its dredgers as SCL had not extencled the agreement with DCI and there 
were disputes in the amount claimed and paid. 

)ffl,greements with charterers 

Transchart entered into agreement with the charte:uers on behalf of DCI. The five dredgers 
engaged with guaranteed production failed to achieve the guaranteed production. The 
three others· did not have any provision of guaranteed production. The position was as in 
the table below: i . 

' St Dredger Name Expected Prnductimn as p~r Actual Shortfalil Per cent of 
i No. Guarantee (mcm) Production (mcm) sB:nortfaRn 
I 

(mcm)* 
i 1 Prof. Goriunov No Guarantee 

2 PaCifique - Phase I No Guarantee 

I Pacifique - Phase II 1.769 1.526 0.243 13.73 
3 SagarHansa No Guarantee 

I 4 Triloki Prem 3.915 2.486 1.429 36.51 
5 Banwari Prem 4.816 2.759 2.057 42.72 

I 6 Daryamantan 3.719 3.675 0.044 1.18 I 

7 Bhagvati Prem 2.670 1.706° 0.964 . 36.10 
I • 

*These are net hopper quantities and as such, will not tally with the in situ quantities indicated in the 
table below. 
! 

S~rangely, dredgers we.re chartered on daily ~lire rate basis while DCI was t~ be 
p1and by SCL on. quantity dredged!. It was calculated in Audit that DCI suffered 
h~avy losses on account of chmrtered dredge.rs :.as would be evident from the table 
b~low: . . 

SI. Dredger Name Actual· Paynie'nt Payment receivable Profit(+)/ 
i No. Production mad() from SCL Loss(-) 
I (mcm in-situ) ~in cro.re) ~in crore) ~in crore) 
I 1 Prof. Gorjunov . 7.105 129!06 191.88 + 62.82 

2 Pacifique - Phase I 1.349 37108 33.77 -3.31 
I Pacifique - Phase II 1.131 39J63 32.37 -7.26 
I 3 Sagar Hansa 1.511 43)83 37.85 -5.98 
I 4 · TrilokiPrem 1.912 64.:93 53.69 -11.24 I 

5 Banwari Prem 2.036 71.
1

,03 57.96 -13.07 
I 6 Darvamantan 2.637 133.M 75.37 -57.93 

7 :Bhagvati Prem 2.016 71..88 57.71 -14.17 
1'ota1 . -50.].4 

I 

• 

1 

This includes quantity dredged upto April 2009. The dreqger was also deployed after April 2009 upto 
! July 2009 for which no performance guarantee was obtained. 
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I 

It would be seen that on account of s:even dredgers, DCI suffered a loss of~ U2.96 
crore, which was partially offset by ! a profit of ~ 62.82 crore on account of Prnf. 
Gorjunov, resulting in a net loss of~ 50.14 crore. · · 

. I 

Out of seven chartered dredgers, five &edgers were flying the Indian flag. DCI however, 
settled payments in foreign currency t~ four out o~ the fite dredgers stated above. As a 
result, SCL had to bear avoidable exchange rate. variation of~ 29.41 crore claimed by 
DCT. I 

I 
The Ministry did not offer any remar~ regarding loss sustained by DC! on account of 
engaging the chartered dredgers. ' . . 

Deployment of dredgers I 

DCI had deployed 13 TSHDs including 7 chartered dredgers of various hopper capacities 
from July 2005 to July 2009 (3506 days utilized). DCI did not choose to charter more 
dredgers because of additional tax liabi~ities in case its chartering exceeded 50 per cent of 
its own dredgers Though the numbei of dredgers deployed (13 dredgers of different 
capacities) was as per the requirement 9f SCL (September 2006), all these dredgers were 
not utilised throughout the four year penod i.e. from July 2005 to July 2009. 

I 
Against the available dredging of 1~550" days, DCI actually deployed its @Will\ ~llllidl 
chartered dredgers for 3506 days onily which worked out to 265 per cent. W rnrlk JI) nllll 
Palk. Strait, which had to be compteted in July 2007, was completed illll Jm:nu~1ry 
2009. For Work C, only 38 per cen,'t of the dredging work was completed lb>y Junily 
2009, when the work stopped. 

SCL stated (February 2012) that the p~ogramme of completing the entire dredging works 
Jin Palk Strait is linked with the compietion of other segment of the channel i.e. Adams 

. Bridge. When there was a stay and an alternative alignment was under consideration, 
their decision not to persuade DCI for aeployment of more dredgers was in their financial 
interest. 

i 
When the work at Adams Bridge was, suspended based on Supreme Court's orders, the 
Company continued dredging at Paljk Strait and expended ~ 325.27 crore between 
September 2007 and July 2009 in resp;ect of four dredgers for which contract was signed 
after September 2007. This was not a 1considered decision after examining the economic 
wisdom of the options viz. continuan9e or abeyance of dredging in the light of the fact 
that channel cannot be operated in segments and there would be continuous siltation. In 
fact, the interim survey conducted through NHO in September 2009 itself showed 
negative dredging output, indicating sihation even then. 

I 

The Ministry replied (October 2012) ~hat assuming the Court cases would be completed 
in short period, dredgers were engag~d on the north side of Adam 's Bridge to complete 
the dredging works as much as possible. The reply added thai siltation was a common 
phenomena and that maintenance d~edging would have commenced on· completion of 
capital dredging. · 

I 
" (.July 2005 -September 2006)1500 days t (October 2006-: .July 2009) 11()5() days = 12550. 
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Had the dredging work in Palk Strait Area been stopped along with the work in the 
Adam's Bridge area, there would have been reduction in the expenditure to the extent of 
~ 325.27 crore which was incurred between September 2007 and July 2009. 

I 6. 1.4.5 Surveys 

Adams Bridge: The Company's MoU with DCl stipulated that interim survey would be 
carried out by DCI along with SCL's representative utili zing DCI's own survey resource. 

Though pre-dredging survey was done by NHO in Adams Bridge Area in November 
2006 - January 2007, no progress survey was done by DCI for the period between 
February and September 2007 and the dredged materials were dumped in the 
alignment itself. 

Minist1y replied (October 2012) that from Februwy lo September 2007, since much work 
was not carried out at A darn 's Bridge interim survey was not carried out and thereafter 
based on the Hon 'ble Supreme Court's order, the work at Adam's Bridge was 
temporarily suspended. 

Palk Strait 

As per the agreement (March 2007) between SCL and DCT, the entire channel of 
54.24 km stretch in Palk Stra it was to be handed over by DCI to SCL after completing 
the entire dredging and the post urvey. After su pension of dredging work in July 2009, 
NHO conducted survey in August/September 2009 and certified a dredged quantity of 
18.9 million cum, as against dredged quantity of 21.43 million cum assessed by DCI in 
its survey in January 2009. This was due to the siltation process. 

16. 1.4.6 Incorrect computation of siltation factor in the cost estimate 

Based on the inputs fumi hed by DCI, the AS&F A committee, in the rate tructure, 
considered four percent additional quanti ty to cater to siltation"' and over-dredging. 
However, the siltation was later (November 2009) asses ed to be 10 per cent per annum 
by an expert engaged by DCI. Considering the DCI's experience of more than three 
decades in dredging activities in general and of more than two years in the 
Sethusamudram Project, DCT could have fo reseen the siltation pattern. 

DCI did not bring the siltation factor to the notice of A &FA committee. DCI 
suffered siltation of more than 30 per cent (in four yea rs) for which no 
compensation could be claimed under the terms of the agreement with SCL. 

The Ministry slated (Nov 2012) that initially , AS &FA Commillee considered siltation 
factor of 4 per cent on the basis of DPR. As the actual iltation was much more, it was 
agreed 01121.I0.2008 that the in-situ lo hopper conversion f actor will be 0. 7for dredging 
for the period commencing from 1.1.2008 and that this will be 0.8 upto 31.12.2007. 

Thu , preparation of DPR wa not accurate. 

.. Egress of sand and silt into the dredged area d11e to 11nderwater c11rrents and wave movement 
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Dredging Corporation oflndia Limited 

16.2 A voidable loss 

Acceptance of dredging assignment without adequate assessment of site conditions 
and availability of suitable dredging equipment for executing the work resulted in 
avoidable loss of~ 4.99 crore and blocking of revenue of~ 36.07 crore. 

Dredging Corporation of India Limited (DCIL) was awarded (Ju ly 2009) the work for 
maintenance dredging for three years viz. 2009, 20 I 0 and 201 1 and capital dredging in 
2009 at a price of { 141.30 crore ({ 91.35 crore for maintenance dredging and 
{ 49.95 crore for capital dredging) on lowest tender basis by Mormugao Port Trust 
(MPT). As per the work order, the capital dredging was scheduled to be completed by 
January 20 l 0. Accordingly, DCIL took up capital and maintenance dredging work at 
MPT as per the terms of the agreement. 

In this regard, Audit observed that: 

• DCIL was unable to complete the assigned work of capital dredging within 
scheduled time i.e. Jan 20 I 0, which remained incomplete till December 201 1. 
MPT accordingly withheld capital dredging charges of{ 36.07 crore. 

• DCIL did not have clarity regarding availability of dredgers, while submitting the 
quotation. DR XVIII - Cutter Suction Dredger which was proposed to be used 
for the capital dredging work was not available with DCIL at the time of 
submitting the quotation. Further, DR V-Trailer Suction Hopper Dredger(TSHD), 
proposed to be deployed in MPT was a committed dredger as per contract with 
Kolkata Port Trust. Moreover, there were questions on the availability of 
Professor Gorjunov, TSHD, due to repairs and technical limitations. 

• MPT did not accept the contention of DCTL that delay was due to external factors 
like soil conditions, presence of water debris etc. MPT took the view that DCIL 
should have inspected and acquainted themselves with the dredging site 
conditions as stipulated in the ' tender instructions ' . Consequently, DCIL's bank 
guarantee of { 4.99 Crore was encashed by MPT (November 2011) and the 
contract for capital dredging was terminated (December 2011) at the risk and cost 
ofDCIL. 

DCIL in its reply stated (December 2013) that: 

• Capital dredging was delayed mainly due to presence of hard sea bed conditions 
such as boulders, wreck and other foreign materials, which were beyond the scope 
of work of normal capital dredging. 

• Dredger-XVIII was planned for deployment expecting its availability in 
September 2009 since initial trial of Dredger was already done at the time of 
bidding; but the dredger was actually delivered to the Company only in April 
20 I 0. Another planned Dredger-V was sent to Haldi a Port since Dredger-XVIII 
was not available. Other dredgers were thus deployed for the work. 
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• By December 20 11 , 76 per cent of the capital dredging was completed when 
MPT took decision to terminate the contract and execute the same at the risk and 
cost of DCIL. 

Ministry reiterated (January 2014) the views of the management furnished in December 
20 13. 

DClL 's reply needs to be viewed in the light of the following: 

• Its failure to complete the capital dredging work within scheduled time was 
clearly attributable to avoidable deficiencies in appreciating the importance of 
instructions to bidders issued by the Port and to submitting quotation without 
even avai lability of dredgers. Clauses 5, 8 and 14 of "instructions to bidders" 
clearly stipulated that quote should be submitted after inspection of the dredging 
site, thoroughly acquainting with the soil and other conditions, restrictions about 
frequency of shipping movements , underwater obstructions, and delays/damages 
due to any unforeseen reasons. Presence of hard sea bed, wreck and other foreign 
materials were not such as could not have been anticipated by the management 
before quoting the bid. 

• DCIL was itself aware at the time of submission of quotation that Dredger-XVIII 
was not available and therefore the expectation about the availabi li ty of the 
dredger by September 2009 was without any valid basis. 

• In the minutes of the meeting held (July 2009) before the award of the contract, 
MPT categorically stated that requests for time extensions would be examined 
only on merits. MPT rejected the Company's reasons for the delay quoting 
contractual provisions and tender conditions, which were not factored in by DCIL 
while quoting the bid. 

Thus, accepting the dredging assignment without adequate assessment of site conditions 
and availabi li ty of suitable dredging equipment for executing the work resulted in 
avoidable loss of ~ 4 .99 crore and blocking up of capital dredging revenue of 
~ 36.07 crore. 

The Shipping Corporation of India Limited 

16.3 Impleme11tatio11 of SAP ERP System 

Deficiencies in implementation of SAP ERP System in the Shipping Corporation 
of India Limited, Mumbai 

16.3.1 The Shipping Corporation of India Limited (the Company) had gone into 
computerization as early as 1967. ln the year 2000 all the applications were converted as 
per HP Unix MF COBOL requirements. The system had constraints like delay in 
availability of external data, non-digital data and non-existence of integrated information 
from heterogeneous data sources, legacy technologies, scattered applications, outdated 
man machine interface and lack of workflow. In view of the constraints, the Board 
decided (August 2007) to implement SAP ERP System at a budgeted cost of ~I 00 crore. 
The project had been named as SCI 's Enterprise Transformation through Infonnation 
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Technofogy (SET-IT). The Company cdvered its entire operations through three modules 
. viz. Financial Accounting through s1\F FICO, Personnel Information and Payroll 
through SAP HCM (except fleet HCl';i) and Material/Inventory Management through 
SAP MM Module. The Company also implemented two more m9dules viz. SAP Project 
System (PS) and Plant Maintenancd (PM) and adopted shipping specific COTS 
applications viz. DANAOS 1 and AFSYS2

. The system was being made operational in a 
phased manner. Al~ finance related andl other business processes in SAP, DANAOS and 
AF SYS were fuUy llmplemented by F ebtuary 2011. 

· 16.3.1.2 Total cost incurred on the prdject as on 31March2013 was Z 7L27 crore. The 
Company also incurred recurring e:kpenditure of Z 30.51 crore towards annual 

I 
· maintenance cost of SAP licenses, data centre managed services, support services, wide 
·area network charges, internet chargesJ etc. from October 2009 to 31 December 2013. 

Audit reviewed the implementation o1f SAP ERP system and noticed the following 
deficiencies. I 

· 16.3.2 AU1tdid findings I 
I 

16.3.2.1 Orgcrnisadimmol and Manage~end Controls 
. I 

I 
There were no appropriate policies and procedures in relation to retention of 
electronic records. I 

There was no rotation of staff ib key areas· where uninterrupted functioning was 
essential. Job rotation allows other staff to perform a job normally carried out by 
another person and can lead [to the detection and identification of possible 
irregularities and also acts as a preventive control. 

I . 

The Management stated (December ~OB) that as every area of operation in IT was 
highly specialised in nature, it was vecy difficult for SCI to rotate the trained officers to 
other areas. Presently, only a few offibials (one or two officials in each area) from SCI 
were dedicated for support and development activities and hence rotation of staff in key 
areas became difficult. i 

i 
The Ministry stated (March . 2014) I that the back.:.up policy was approved and 
implemented and also stated that rotation of staff was difficult to implement. 

. I 
16.3.2.2 Absence of JTSecuaridy Polidy 

I 
·The Company did not have any approved security policy which defined logical and 
physical access. This may lead to secmjty breaches, data loss, fraud and errors. 

. . I 
The Management stated (December 2013) that security audit for the data centre was 

· carried out (June'2012 to February 20113) and some of the recommendations have already 
been implemented and rest would be #npleimented based on the Management approval. 

I 

I , , , . , I 
1 Domaos Management Cmasu.ltant S.Al. - luased by the Operations Divisions of Bualk & 'JI'a1nker and 

Technical & Offshore . i · . .. -
2 Information Dynamics L.L. C. -Agent C1ntrol System uased in the Li1ner Division 
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\n further stated ~hat a comprehensive policy on the IT security would be prepared and put 
!up to the Management in due course. · · · · 

\The Ministry explained (March 2014) the security measures adopted by SCI, and stated 
ithat SCI has not exp~rie~ced any securi~ breach !aft~r implementati~n of the system. The 
!Ministry also fixed bmelme for completion of corpphance as 3 0 Apnl 2014. 
I . , , 

i ' 
!Verification of reply in audit revealed that IT sequrity policies relating to Email, Internet 
'.and Mobile Computing were approved (Febfµary 2014) by the Management and 
~implemented . . I 
I , : 

IJ 6.3.2.3 Password change policy 
I . , 
[fhe Company does not have a separate passwor~ policy. However, every six months a 
~ail is qeing sent to active directory users for ch~nge of password. It was noticed that out 
pf 1,129 active users as on 16 September 20~3, 1,070 users had not changed their 
password ·for more than 180 days. Not changing the password for. a prolonged time 
fnhances the risk of unauthorised access and man~pulation of the system. 

I . 
1fhe Management stated (December 2013) that a password policy document would be 
prepared and the same would be put up to the management for approval. 
I . 
'[he Ministry stated that SCI was in the proces~ of implementing a password change 
policy and fixed time line for completion of compltance as 31 March 2014. . 
I 
I . 
Verification of reply· in audit revealed that password protection policy was approved 
(Februacy 2014) by the Management and implemented. · I I • 

I 
16.3.2.4 ; A.ccmmts Receivable 
I . 
I , . 
The Co:qipany went live with the new IT system from February 2011. However, while 
~ploading the legacy data in the new system: the data was not cleaned. Freight 
f;econciliation in the old legacy system was not co1:npleted for the earlier years at the time 
Of data migration to the new systY.W· . As such,. a~l open items were also migrated to the 
rtew syst,em without indicating the 'date :from whtch the· amount was due. The amount 
ttansferred from legacy system to the new systerp. was {' 672.62 crore as on 31 March 
2011 an4 the amount outstanding as on 31 Marc4 2013 was { 296.75 crore. It was thus 
4ot possible to obtain age-wise analysis of 'Sunqry Debtors' of legacy period :from the 
system. The Company was analyzing this outside the system thrpugh manual process. I , , , , . , 
I " , " .: . 

J;'rade re<?eivables of { 886.41 crore as on 31M~rch2013 were arrived at after netting 
advance received :from customers amounting to { 340.21 crore 011 a global basis, without l I l·· - · 1. , .. •: ·· 

a,ny reconciliation. The Company should introdu~~ a syst,ein whereby trade receivables 
.. are adjusted against pending adv~ce. ' ... 

I ; . 

The Manflgement stated (December 201 ~}t~at th~ jdate for the transactions of legacy data 
Jploaded: was recorded as 31 Januazy,;~Pll ·· !Regarding netting of advances from 
cpstomers on global basis; the Manageili~lf{~t~t~d that liner freight reconciliation was 

I 
' - .... ' . : ._- ~i: . ·'~. 

I 
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' 

completed to the tune of 99 per cent and for Technical and Offshore Services Division it 
: - ' 

was under reconciliation and expected to be completed by 31 March 2014. 

While endorsing the reply of the Ma*agement, the. Ministry stated (March 2014) that 
outstanding of Sundry Debtors pertain*1g to legacy period as on date was z 157.95 crore 
and fixed a timeline for completion ofi compliance as 31 March 2014 for Liner Division 
and Technical and Offshore Services Division and September 2014 for Bulle Carrier and 
Tanker Division. . 

Verification of reply in audit revealed 1~hat sundry debtors of legacy system in respect of 
Liner Division and Technical and Offshore Services Division are yet to be completed and 
in respect of Bulk Carrier and Tankdr Division, the clearance was in progress (April 
2014). ; -

I 

16.3,2.5 Delay in reconciliation ofpa~able accounts 

Following deficiencies were observed. in approvals, disbursement and settlement of 
accounts submitted by agents and acco4nts payable: 

Accounts payable transferred! from legacy period to the new system was 
Z 163.24 crore (credit) as on 31March2011 which became~ 77.64 crore (credit) 
as on 3 January 2014. The! Management should have uploaded the legacy 
balances only after maximuml possible reconciliation. Further, as a-. result of 
uploading of lega~y data withbut dates, ageing analysis of accounts payable of 
legacy period was not possible from the system. 

. I 

Due to dependence on manual intervention for clearance of Final Disbursement 
I 

Account entered into the system by the agents, there was delay in approval and 
adjustment of advances given Ito the agents. Audit observed that as on 2 April 
2013, only 72.12 per cent o'f total 146735 lines items (monetary value not 
provided by the Company) perlaining to 2011-12 and only 20.34 per cent of total 
103767 line items pertaining t6 2012-13 were approved and cleared. As a result, 
trade payables ofz 803.58 crote as on 31March2013 was arrived at after netting 
advance to vendors amounting to z 1499.39 crore on a global basis without any 
reconciliation. In order to ovdrcome this situation, the Company should upload 
tariff or contract rates in th~ system, wherever available and clear the same 
through the system like goods teceipt I invoice receipt clearance. 
When a new advance was released, the earlier outstanding balances were not 
adjusted. 

' 
I 

The Management stated (December 2G13) that: 

@ The legacy period advances ib.cluded vendors of all locations I departments, the 
list would be given to each department for review; 
The agency contracts were i already uploaded for majority-· of- the agents. 
Validation of contracts and the · rates were being tested and expected to have 
system generated validation irl respect of agency remuneration payments shortly. 
A similar exercise was being ip.ade in respect of statutory dues and port dues. All 
the above features are part of the Phase II of SET-IT project and would be 
implemented progressively aft~r due testing. 

i 
I 
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The Ministry stated (March 2014) that at the time of implementation of the new system, 
there was a backlog of about two years and after implementation of the new system, 
~9 per cent of scrutiny of accounts for 2011-12 was completed and considerable progress 
has been made for the financial year 2012-13. The Ministry also fixed timeline for 
~ompletion of compliance as 31 March 2014 for :Indian Ports and Bills Department and 
31 July 2014 for Foreign Ports. 

Yerification of reply in audit revealed that reconcpiliation of accounts payable in respect 
M Indiari Ports and Bills Departments are yet to Tue completed and in respect of Foreign 

I I 

Ports, the reconciliation was in progress (April 2014). 
\ 

~6.3.2.6 Business continuity and disaster recove1y 

! ' 
Eusiness

1 
Continuity Planning (BCP) is the onliy effective protection against serious 

I , 

disruption on account of earthquake, storm, lightening, flood, terrorist attack, internal 
~abotage, vandalism, human error, etc. to the business. BCP outlines plans and 
procedures to keep business operations ongoing following any disruption. The goal of 
BCP is to ensure maximum availability and ,least downtime of the applications, 
t¢chnology and infrastructure ensuring continu~ty of the business. BCP cannot be 
r1~stricted to technology alone, but needs to cover :important facets like people, processes 
and infrastructure of the organization. 

SCI categorised priority requirements for the IT a~plication systems as high, medium and 
lbw. High priority requirements are in the areas iof infrastructure applications, finance, 
~oyage management, fleet management, charterilig, repairs and maintenance, medium 
priority requirements are in the areas of cargo operations, port operations, sales and 
tiiarketing, equipment control, materials manage1p.ent, vessels operations, fleet human 
rfsources and low priority requirements are in'. the areas of insurance claims and 
p

1
assenger booking. 
I 

I 

'Dhough the Company prepared (March 2007) ta Business Continuity and Disaster 
~ecovery Plan, it was never reviewed or updated. !Documents of the system and disaster 
recovery plan were not appropriately backed up, \the back-up and recovery procedures 

I . "f ere not; appropriately tested and there were no procedures to update the business 
continuity and disaster recovery plan. The business continuity plan for the information 
system should be tested and I or exercised periodically (at least annually) using test and I 
m; exercise scenarios to determine the effectiveness: and readiness to execute the plan. 

' 
I 

The Management stated (December 2013) that• a disaster recovery site was being 
cbnstructed at Kolkata Office and that servers were installed and the operating system 
w'.as being implemented. 

The Ministry stated (March 2014) that the disaster recovery site was prepared, all the 
sclrvers, operating system were installed, applications were being installed, data was 
bJing migrated and the disaster recovery site would be ready soon. The Ministry also 
fiied timeline for completion of compliance as 30 April 2014. 
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Verification of reply, in audit reveale~ that major activities pertaining to the disaster 
recovery site have been completed but jdisaster recovery drill scheduled by 30 April 2014 
has been postponed to 31May2014 due to account closing activity. 

! 

Conclusion 

I 
The Company needs to address the deficiencies mentioned above and strengthen the SAP 
ERP system so that the intended benefits accrue properly and completely. 

I 
I 

The Ministry stated (March 2014) thatithe processes implemented were stabilized and by 
and large there was no critical system jissue with respect to the processes that have gone 
liw. i . 
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KIOCL Limited 

17. l Injudicious expenditure 011 Pig Casti11g Machine i11 Blast Furnace Unit 

Kudremukh Iron and Steel Company Limited (KISCO), Bangalore, a joint venture company 
promoted by KIOCL Limited, MECON Limited and MSTC Limited, was establ ished with 
the objective of producing low sulphur low phosphorous pig iron and to convert a part of it 
into ductile iron spun pipes (DISP). 

KISCO was incurring contin uous los es from the very first year of it operations (2001 -
02). It became (June 2006) wholly owned subsidiary of KIOCL and was fi na lly merged 
with KIOCL w.e.f. 1 April 2007 becoming a unit of K.IOCL, i.e., Blast Furnace Unit 
(BFU). Even after merger, BFU continued to incur losses and wa shut down from 5 
August 2009. 

In the meanwhile, KIOCL decided (August 2008) to set up a third Pig Casting Machine 
(PCM) a downstream equipment fo r BFU. This was in addition to the ex isting two 
PCMs. The decision on the third PCM was on the advice of MECON Limited 
(October 2007) to attend to the breakdowns of existing machines wi thout exposing 
workers to the hazards and also improve productivity by continuously running the BFU. 
KJOCL placed (September 2009) a work order for design, manufac ture, suppl y, 
construction, erection, testing and commissioning and perfo rmance guarantee tests of 
PCM at a cost of ~ 3.89 crore. KIOCL incurred ~ 4.20 crore towards procurement and 
installation of PCM. 

Examination in Audit revealed that: 

( i) Though the Board decided (July 2009) to stop production at BFU from August 
2009, KIOCL issued (September 2009) work order for third PCM which was not 
commissioned (March 20 13). 

(ii) The existing two PCMs were operating below 65 per cent of their capac ity in 
6 years and about 7 5 per cent in rest of the years. 

(iii) The Board decided (March 20 10) to keep the operations of BFU su pended till 
integration of both backward (Coke Oven Plant) and forward operations (DISP 
Plant). DISP Plant was to get its input from PCMs and was proposed (October 
20 11) to be set up in partnership through a Special Purpose Vehicle (SPY). The 
gestation period for setting up a DI SP project was to be 24 month from the issue 
of Letter of Intent. As of March 201 3, KJOCL was yet to identify the partner for 
implementation of DISP project. In this scenario, the third PCM which was 
already idle for 26 months from January 2011 would remain idle fo r a minimum 
period of another 24 months until the DISP project was completed. 
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The Company stated (July 2013) it had, at the ti me of taking decis ion to install a third 
PCM, examined all aspects viz. increase of productiv ity, safety of workforce, easy 
mai ntenance etc. However, due to recession in the market fo r pig iron, which was beyond 
its control, operations of BFU had to be suspended and it was making a ll efforts to restart 
the operations of BFU. With the operation of two PCMs, continuity in production at B FU 
was getti ng affected, besides leading to overlook ing of safety aspects. Further, there were 
technological improvements in the des ign of thi rd PCM and metal handli ng system. The 
new PCM had much improved techno logica l aspects. 

T he reply is not acceptable in view of the fol lowing: 

• The fi nanc ial consultant, in his appra isa l note on KISCO (June 2000), had opined 
that pig iron operation is not viable on a standalone basis. CMD of KIOCL 
also noted (August 2008) that there was no ready market fo r pig iron already 
manufactured and it was lying in stock. Disposal o f stock was a lso cited as the 
reason for shutdown of BFU in the first instance. The closing stock of pig iron 
for the year 2006-07, 2007-08 and 2008-09 was 20348 MT, 5845 MT and 
43462 MT respectively. In this scenario, with the stock ly ing unsold, procurement 
of additiona l machinery to increase productivity lacked j ustification. The 
Company could not succeed in sett ing up SPY fo r DISP making the uti lity of 
PCM doubtf-t.11. 

• Continuity in BFU product ion was not a viable reason for installation of thi rd 
PCM as it was noticed that BFU was a lso shut down during 2008-09 owing to 
clearance of pig iron stocks. Technological improvements needed to be viewed in 
the background of time elapsed between decision to install the third PCM in 2009 
and the time that would be needed to actua lly put it to use. 

Ministry in its rep ly (September 20 13) reiterated the views of the Company and stated 
that BFU was sti ll shutdown and the Company was pursuing the establishment of OISP 
Plant and Coke Oven Plant, which were yet to materialise. 

Hence, despite knowing that BFU was not viable on standa lone basis and having c losed 
its operations, KTOCL ordered fo r sett ing up a third PCM which has been id le fo r the past 
26 months and wou ld remain id le for a minimum of another 24 months from the issue of 
letter of intent, which has also not been issued so fa r (September 20 13). This has resu lted 
in idling of funds and inj ud icious expendi ture of ~ 4.20 crore. 

MSTC Limited 

17.2 loss due to 11011 recovery of dues 

Financing of import of scrap when market price was falling, coupled with 
unrealistic increase of exposure limit and imprudent action of return of 
documents resulted in loss of ~ 60.56 crore 

MSTC Limited (the Company) acted as a fac ilitator to its customer Sesa International 
Limited (Sesa) and financed its imports. As per the terms of the agreement (November 
2006) the Company would endorse the purchase order as fac il itator for imports as per the 
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indent of Sesa. The Company would also open Letter of Credit (L/C) with the bank. The 
materials so imported were to be pledged with the Company and to be lifted by Sesa on 
'cash and carry' basis. 

ln March 2008, Sesa approached the Company to facilitate import of 5000 MT shredded 
scrap of UK origin valuing { 10.25 crore. The proposal was accepted and L/C was 
opened by the Company in March 2008 through Indian Overseas Bank (JOB). The 
original shipment date of April 2008 was subsequently extended to September 2008 by 
Sesa. Out of the total consignment of 47 18 MT, Sesa accepted (September 2008) only the 
fi rst two consignments of 2632 MT and refused to accept the remaining 2086 MT 
(October 2008) of scrap on the plea of non-compliance of the related documents with the 
revised terms of L/C. 

Thereafter, Sesa again approached (August 2008) the Company to finance import of 
22000 MT steel scrap valuing ~ 56.45 crore aga inst eight contracts. Though scrap from 
previous proposal remained unlifted and price of ferrous shredded scrap started fa lling in 
the international market since August 2008, the Company enhanced (August 2008) the 
existing exposure limit of ~ 60 crore to ~ l 00 crore for accommodating the current 
proposal. However, between October 2008 and December 2008, Sesa again refused to 
accept 16398 MT of scrap on similar grounds of non-compliance of the related 
documents with Ls/C. 

Examination in audit revealed that even while the Company di scussed the minor nature 
of the discrepancy, it acceded to the request of Sesa and returned the documents to lOB 
with whom Ls/C were opened. Ul timately, JOB had to pay (Apri l 2009) { 52.7 1 crore to 
two suppliers as per order of the High Court in London through their negotiating banks ' 
and recovered (between April 2009 and February 2010) the same (~52.7 1 crore) from the 
Company alongwith interest and legal charges of { 0.6 l crore and { 8.57 crore 
respectively. The Company, in turn, preferred a claim (March 2010) on Sesa for 
~ 57.08 crore excluding interest @ 12.5 per cent on the said amount from March 2010. 
Sesa, however, refused to entertain such claim stating that they had returned the 
documents to the Company for necessary action and did not receive the materials. 

Kolkata Port Trust auctioned the steel scrap not accepted by Sesa that lay at Haldia Dock 
Complex and sent (September 20 I 0) an amount of~ 2.23 crore to the Company. Further, 
sale proceeds for balance material amounting to { 1.02 crore was kept with the receiver as 
fixed deposit as per Court order. Due to the unrealistic increase of exposure limit as well 
a the imprudent action of return of documents based on admittedly minor di screpancy, 
the Company had to suffer a loss of~ 60.562 crore (December 2013) due to non-recovery 
of dues. 

The Company stated (December 201 2) that exposure limits of Sesa were increased based 
on long business relationship. It was also stated that the Ls/C were opened when the price 
of scrap was increasing in the international market. The reply admits that exposure limit 
was enhanced not on the basis of commercial justification. Further, the exposure limit 
was enhanced in August 2008 (from ~ 60 crore to { 100 crore) though, the prices of scrap 

1 Standard Chartered Bank of Dubai and Fortis Bank of London 
2 r 62. 79 crore - r 2.23 crore 
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had started fa lling in international market. The Company further contended that 
discrepancies in documents pointed out by Sesa should have been pointed out by the 
banker at the time of rejection of such documents. The Company has, however, failed to 
protect its financial interests while dealing with discrepancies in documents presented 
with the terms and conditions of L/C. 

The matter was reported to the Ministry in September 2013; the ir reply was awaited 
(March 20 14). 

17.3 Loss due to failure to safeguard financial interests 

T he Company suffered a loss of ~ 55.48 crore due to faiJure in safeguarding its 
financial interests while financing the procurements on behalf of Tirupati Fuels 
Private Limited 

MSTC Limited (the Company) acts as a facilitator to its customers for 
import/procurement of materials. The Company fi nanced procurement of coking coal by 
Tirupati Fuels Private Limited (TFPL) since 2007-08 without entering into any formal 
agreement or fi xing any exposure limit. Further, the Company did not assess the 
performance of TFPL nor did it obtain any credit rating of TFPL from the external 
agencies. During the period, 2007-08 to 2008-09, the Company financed procurement of 
91116.28 MT of coal but TFPL lifted only 43634.78 MT. The Company further approved 
(February 20 l 0) additional financing of ~ 33.61 crore to TFPL for procurement of coal 
though coal valuing ~ 136.56 crore procured earlier was lying unlifted which increased 
the total financing to ~ 170.17 crore. TFPL lifted only 49 per cent of materials procured 
till 2009-10 leaving unlifted stock valuing ~ 9 1.26 crore. The Company, however, fixed 
( 10 June 20 10) an exposure 1 imit of ~ 200 crore for TFPL for 20 l0-1 1 . The Company 
entered ( 18 June 2010) into a formal agreement with TFPL on import/procurement of 
LAM Coke and Coking Coal from indigenous and international sources. The agreement 
was valid for a year. The exposure limit for 20 11-12 was fi xed on 13 May 2011 at 
~ 175 crore. 

The Company continued to finance TFPL for procurement of coking coal on various 
occasions (till November 2011) though materials remained unlifted. TFPL registered 
itself with the BIFR • in November 2012 for determination of its sickness where it did not 
acknowledge dues to the Company. BIFR, however, dismissed the reference of TFPL in 
December 2013 . The Company also tried to e-auctiojn un lifted materials on two 
occasions (March 20 13) but failed to attract any participant in such sale. In the 
meanwhile, the Company received (March 20 13) an order from the High Court of 
Calcutta stating that no coercive action should be taken by the Company against TFPL 
without the consent of BIFR. As on February 20 14, ~ 65.64 crore remained unrecovered 
from TFPL against which security deposit of only~ 10.16 crore was avai lable. 

The Company stated (December 2012 and February 2014) that efforts were being made 
to realize the dues and further acknowledged (February 2014) that it fi led an application 
before the High Court for recalling of the latter's order and approached BIFR for sale of 

•Board for Industrial and Financial Reconstruction 
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materials. The Company was, however, unable to sell unlifted ageing stock of TFPL and 
recover its outstanding dues, rea li zation of which amounting to ~ 55.48 crore

1
, appears 

remote. Thus, the Company fai led to safeguard its financial interest and thereby uffered 
loss of ~ 55 .48 crore due to additional financing to TFPL without evaluating its 
performance. 

The matter was reported to the Ministry in September 20 13; their reply was awaited 
(March 20 14). 

I 7.4 Non-recovery due to 1111realistic ji11a11ci11g of imports 

Financing imports for a customer with unsatisfactory financial performance 
leading to non-recovery of~ 28.73 crore. 

MSTC L imited (the Company) acts as a fac ilitator to its customers for importing 
materials. On being approached (June 2008) by MeherKiran Enterprises Limited 
(MKEL) the Company, despite being aware of the fact that MKEL had liabilities of 
~ 28.62 crore as against own fu nd of ~ 11.72 crore as on 3 1 March 2008, dec ided 
(August 2008) to finance procurement of imported coal valuing ~ 55 crore without 
signing any agreement wh ich was in violation of the provisions of its Marketing Manual. 
The Company financed (August 2008) ~ 60 crore being the value of coal (27500 MT) 
imported by MKEL which, however, lifted on ly 1825 MT of coa l valuing ~ 4.15 crore 
and did not li ft the balance quantity on the plea of drastic fa ll in the market price of coal. 

The Company subsequently entered (July 2009) into a Memorandum of Agreement 
(MoA) wi th MKEL for further financing of import of coa l a well as to regularize 
financ ing of coal imported earlier (August 2008). The basic objective of the MoA was to 
reduce the average price of the high value imported coal procured in August 2008 and 
conversion of such coa l into coke at an agreed conversion charges of ~ 2000 per MT 
payable by the Company to MKEL. The entire sa le proceeds of such converted coke were 
to be rece ived by the Company in order to liquidate the out tanding dues. 

The Company financed procurement of 50448 MT coal valuing ~ 57.22 crore between 
November 2009 and November 2010. Though the entire quantity of coal procured in 
August 2008 and 47052.26 MT2 procured subsequently was lifted and converted into 
coke, the sa le proceeds of the same were not adequate to rea lize the entire dues from 
MKEL. Further, the Company had paid ~ 4.54 crore towards payment of conversion 
charges to MKEL (September 20 12). 

The Company further financed procurement of 23666 MT of coa l valuing ~ 26.18 crore 
by MKEL during the period, August 20 12 to February 20 13, out of which 15842 MT 
was ly ing unlifted as on Janua1y 20 14. Total outstanding dues of MKEL stood at 
~ 56.59 crore (January 20 14). The Company had pledged coa l3 of~ 13.91 crore in 
addition to security deposit of~ 11.95 crore furnished by MKEL and mortgage of land 
valuing ~ 2 crore (approximately) as collatera l security. Thus, the Company stares at a 

I f65.64 crore - f 10.16 crore 
2 50448MT - 3395. 74 MT ly ing 1111/ifted 
3 r 12. 91 crore for coal all(/ r I crore for coke 
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financia l loss of~ 28.73 1 crore (January 20 14) as prospect of rea lisation of dues from 
MK.EL are remote. 

The contention of the Company (December 2012) that there was no financial loss as coal 
had remained pledged with the Company is not acceptab le as the va lue of coal lying at 
the customer's premises was not sufficient to recover the total outstanding dues from 
MK.EL. Thus, unrealistic financing of the imports of MK.EL despite being aware of its 
unsatisfactory financial performance, has led to non-recovery of~ 28.73 crore. 

The matter was reported to the Ministry in September 2013; their reply was awaited 
(March 20 14). 

Steel Authority of India Limited 

17. 5 A voidable freight expenditure 

Due to delay in completing the required documentation to avail concessional Class 
180 rate for transportation of iron ore from captive mines to ISP Burnpur, the 
Company had to incur avoidable higher freight of ~ 10.74 crore. 

Railway Board notified the Rate Circular (RC) no. 36 of 2009 stipulating Class 180 rate 
for train load movement of iron ore meant fo r domestic consumption in the manufacture 
of Iron and Steel. It a lso stipulated that the distance based charge on the traffic would not 
be levied, if the fo llowing conditions were fu lfilled: 

( i) O ne time submis ion of documents2 

( ii) Submission of certified copies of the relevant Month ly Excise Returns on a 
quarterly basis. 

IISCO Steel Plant, Bumpur (ISP) of Stee l Authority of India Limited (SAIL or the 
Company) uses the services of Indian Railways to transport iron ore from captive mines 
for consumption in steel plants. ISP should have fulfilled the above condition to avail 
the benefits of Class 180 rate effective from 6 June 2009. 

Examination in Audit revea led that ISP did not fu lfill these conditions despite repeated 
reminders from Indian Railways in March 20 11 , June 201 1 and July 20 11. Indian 
Ra ilway finally de-notified ISP from Clas -1 80 from 18 September 2011 and charged 
higher fre ight rate applicable on exports resulting in ISP incurring avoidable expenditure 

f 56.59crore - (f12.91 + r1.00 +r11.95 + ?'2.00) crore 
2 including Industrial Entrepreneur Memorandum (I EM) or certificate from Joint Plant Committee 

under Ministry of Steel indicating the licensetl capacity of the plant or copy of Mo U between the PSU 
and the associated Ministry; Consent for operation from Pollution Control Board for the current 
year; Factory license for the current financial year; Certificate of registration under Contract Labor 
Act; Central Excise Registration Certificate; Monthly Excise Return for the month prior to the 
current month; Affidavit 0 11 non-judicial stamp paper in prescribed format certify ing that only iron 
ore for domestic consumption will be received in their siding; and a stamped indemnity note to 
indemnify the Railways against mis-declaration of export iron ore as domestic iron ore or any other 
misuse of rules prescribed by the Railways from time to time, etc. 
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of ~ 10.74 crore between from 18 September 2011 and 22 October 201 l. Indian Rai lways 
al lowed Class 180 rate to ISP vi de message dated 2 1 October 20 11 after ISP management 
completed formalities required under RC-36. 

Management stated (December 2013) that it did not take action to submit the required 
documents during June 2009 to March 2011 as RC-36/2009 was a modified circular of 
RC-24/2008; documents/returns required to be submitted as per RC-36/2009 were the 
same as those required as per RC-24/2008; need for re-submission of the documents was 
not mentioned in the revised RC; appropriate action was taken on each correspondence 
received from Indian Railways during March-July 2011; and it had claimed for refund of 
the excess deduction made. Ministry reiterated (February 20 14) the views of the 
Management. 

It is evident from the reply that the ISP/Company did not take prompt action to comply 
with the conditions as stipulated in circular dated I June 2009. Belated action of ISP also 
was not complete. Affidav it and Indemni ty Bond submitted to the Ra ilways on 26 July 
20 11 were returned by the latter on 4 August 2011 as the documents were not in the 
prescribed form. Request of ISP for refund of the excess freight deducted had not yet 
been accepted by the Rai lways (December 20 13). 

Thus, due to delay in completing the required documentation to avail concessional Class 
180 rate for transportation of iron ore from captive mjnes to ISP, Bumpur, the Company 
had to incur avoidable higher freight of~ l 0.74 crore. 

17.6 Delay in commissioning of Reheating Furnace at VISP/SAIL 

Deficiencies in pla nning and technical due diligence in deciding the scope of work 
delayed commissioning of new RHF by over 58 months. Visualized savings of 
~ 28.36 crore from new RHF on account of lower scale loss and furnace oil 
consumption were not achieved even after incurring an expenditure of ~ 9.85 
crore. 

Yisvesvaraya lron and Steel Plant (VISP), Bhadravati, Kamataka, of Steel Authori ty of 
India Limited (SAIL) has two re-heating furnaces (RHFs), each having a rated capacity 
of 15 tonne per hour (TPH) to cater to reheating and rolling requirements of primary mill. 
These RHFs insta lled in 1965-66 had outlived their life; had inherent design limitations 
leading to abnormal generation of scale (more than 2.5 per cent); and were consuming 
furnace o il of more than 75 litre/tonne of the output as compared to about 50 litre/ tonne 
consumed by modem furnaces. 

Centre for Engineering and Technology (CET), an in-house consultancy wing of SAIL 
prepared a feas ibility report and recommended (January 2006) replacement of two RHFs 
with a new RHF of 30 TPH capacity which would be more energy efficient consuming 
53 litre furnace oil per tonne besides increasing overall y ield of primary mill by I per 
cent due to decrease in scale loss. CET estimated capital investment of~ 8.79 crore and 
total savings that would accrue to VISP from the project at~ 9 crore per year. 

YISP placed an order (March 2008) on Mis. Wesman Engineering Co. Pvt. Ltd., Kolkata 
(the contractor) for design, supply, erection, testing and commissioning of the RHF at a 

120 



\ 

ReportNo .. 13 o/2014 

firm contract price of { 10 crore (ne~ of CENV AT). The contractor was to commission 
the facilities in twelve months i.e. by :f8 February 2009. The new RHF, however, was not 
commissioned as of 31 January 2014, 1,even after lapse of 5 8 months. 

' 

Examination in Audit revealed delay 0f 22 months in finalisation of drawings,. 16 months 
in rectification of defects noted in the lfirst hot trial, and 8 months to rectify defects noted 
in the second hot trial. Further scrutiny of the records revealed that CET feasibility report 
and provisions of the contract had prdvided four months for submission and approval of 
detailed design, engineering and dra~vings documents. VISP, however,-took three and 
half months just to hold the kick-offlmeeting to finalise the protocol for submission of 
drawings and approval. As a result, ! VISP continued to incur higher scale losses and 
furnace oil consumption. 1 

Management attributed (January 201~) delay in submission/approval of drawings and 
commissioning of the project to inefficient project management of the contractor and 
modification and changes in the desig~ after preliminary acceptance and hot trial. · 

I 

Reply does not deny the fact that th~re was inordinate delay in completing the project 
which deprived VISP of the benefit of energy efficient RHF. Faulty planning and lack of 

I 

technical due diligence on part of C)ET in concluding the scope of work necessitated 
modification and changes in the desi~ after preliminary acceptance. 

I 
Thus lack of proper planning, technical due d:iJigence and coordination . between 
contractor and VISP resulted in non-bommissioning of RHF within the stipulated time. 

I 

As a result, visualized saving of { 28.136 crore from new RHF on account of lower scale 
loss and furnace oil consumption w~s not achieved despite incurring expenditure of 
{ 9.85 crore. 

I 
The matter was reported to the Ministry in February 2014; their reply was awaited 
(March 2014). 
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National Textile Corporation Limited 

I 8. I Non- availing option of negotiation resulted in sale of land at lower rates 

National Textile Corporation concluded the sale of land of Bharat Textile Mills at 
rate lower than the rate for a sale concluded a week earlier for an adjacent land 
resulting in loss of opportunity to earn~ 156.97 crore more in sale of land 

As per approved Revival Scheme, 2002 of Board for Industrial and Financial 
Reconstruction (BIFR), Bharat Textile Mills and Podar Mills (Process House), two 
adjacent mills of National Textile Corporation Limited (the Company), located in Upper 
Worli Mumbai , were identified as unviable mills and were ordered to be closed and sold 
in order to fund the revival of other viable mills. The reserve price for Bharat Textile 
Mills was fixed at { 750 crore based on the highest rate considered by Government 
approved valuers on commercial usage basis. Reserve price for Podar Mills was 
{ 250 crore. E-auction was conducted from 29 July - 31 July 20 l 0 for sale of 2.39 acres 
land of the Podar mills (Process House) and from 4 August - 6 August 2010 for sale of 
8.38 acres land of the Bharat Textile Mills. 

BIFR approved (September 2010) the sale of land of Podar mill s (Process House) for 
{ 474 crore (at the rate of { 198.32 crore per acre) in favour of Indiabulls Infratech 
Limited and Bharat Textile Mills for { 1,505 crore (at the rate of{ 179.59 crore per acre) 
in favour of Indiabulls lnfraestate Limited, the H-1 bidder in both e-auctions. No reasons 
for accepting a lower unit rate for Bharat Textile Mills were found on record. As per 
BIFR guidelines (August 2009), the bid of the highest acceptable responsi ve bidder was 
normally to be accepted. However, if the price offered by that bidder was not acceptable, 
negotiation could be held with that bidder only. In case such negotiation did not provide 
the desired result, reasonable or acceptable price could be counter-offered to the next 
highest responsive bidder(s). 

Examination in Audit revealed that-

• The Company, instead of exploring the option of negotiating with the highest 
bidder, concluded (September 2010) sale of land of Bharat Textile Mills at the 
rate of { 179.59 crore per acre despite having received a rate of { 198.32 crore per 
acre in the then recently concluded sale of land of Podar Mills (Process House) 
only a week ago. The Company, thus, lost an opportunity to earn { 156.97 crore• 
more in sale of land . 

• rr 474 crore/2.39 acres x 8.38acre!!.) - r1505 crore = r/56.97 crore 
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,. ! . 
co Ignoring the option, of negotiation was not a. prudent decision especiaUy :in view 

of the fact that Bharat Textile~ Mills and Podar Mills were adjacent miUs and H-1 
I 

bidders of both the land sales }vere from the same group company i.e. India BuUs. 
I 

The Company stated (February 2014)! that: 
I 

I 
@ BIFR guidelines state that bid of highest reasonable responsive bidder should 

I 
nonnaHy be accepted. ! 

I 
@ The Company had got a verylgood price for the property being more than double 

the reserve price and as such *ever thought of negotiating anymore. 

(l) NormaHy smaU pfots are sold lat higher price vis-a-vis big chunk ofland. 

Reply needs to be viewed against the !following facts: 
i 

(!) Though BIFR guidelines state that bid of highest reasonable responsive bidder 
I 

should normaUy be accepte4, right to negotiate has also been provided in the 
guidehnes as wen as tender I conditions (Clause 9). The Company had a valid 
ground in this case for negoti~tion in view of the fact that it had received a higher 
price for the adjacent land on1y a week ago. 

i 
The Reserve Price was fixe? considering the valuations done by Government 
approved valuers based on the currently existing Floor Space Index (FSI) of 1.33 
only. As per clause 1.3 (vi) '1of the Tender, however, min land had higher FSI 
potential for various usages., This was not considered for fixation of Reserve 
Price. Further, the very fact that Company received more than double the reserve 
price in auction indicated thatl reserve price did not reflect fair market value. 

@ The Company had received lpost-bid offers of upto ~ 1602 crore for the land 
which confirms that this land had potential to realize higher value. 

I 
Thus, the Company's decision to coiliclude the sale of land of Bharat Textile Mills, at a 
rate lower than the sale concluded! a week earlier, without exercising the option of 
negotiation as per BIFR guidelines, tesulted in loss of opportunity to earn~ 156.97 crore 
more from sale ofland of Bharat Textile Mills. . I 

i 
The matter was reported to the M*istry in November 2013; their reply was awaited 
(March 2014). 1 
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Follow-up on Audit Reports (Commercial) 

Audit Reports of the CAG represent the culmination of the process of scrutiny of 
accounts and records maintained in various offices and departments of PSUs. ft is, 
therefore, necessary that appropriate and timely response is elicited from the executive on 
the audit findings included in the Audit Reports. 

The Lok Sabha Secretariat requested (July 1985) a ll the Ministries to furnish notes (duly 
vetted by Audit) indicating remedia l/corrective action taken by them on vari ous 
paragraphs/appraisals contained in the Audi t Reports (Commercial) of the CAG as laid 
on the table of both the Houses of Parliament. Such notes were required to be submitted 
even in respect of paragraphs/appraisals which were not selected by the Committee on 
Public Sector Undertak ings (COPU) for detailed examination. The COPU in its Second 
Report (1998-99-Twelfth Lok Sabha), whi le re iterating the above instructions, 
recommended: 

• setting up of a moni toring cell in each Ministry for monitoring the submission of 
Action Taken Notes (ATNs) in respect of Audit Reports (Commercial) on 
individual Public Sector Undertakings (PSUs); 

• sett ing up of a monitoring ce ll in Department of Public Enterprises (DPE) for 
monitoring the submiss ion of A TNs in respect of Reports containing paras 
relating to a number of PSUs under different M inistries; and 

• submission to the Committee, within six months from the date of presentation of 
the re levant Audit Reports, the fo llow up A TNs duly vetted by Audit in respect of 
all Reports of the CAG presented to Parliament. 

While reviewing the follow up action taken by the Government on the above 
recommendations, the COPU in its F irst Report (1999-2000-Thirteenth Lok Sabha) 
reiterated its earli er recommendations that the DPE should set up a separate monitoring 
cell in the DPE itself to monitor the follow-up action taken by various 
Ministries/Departments on the observations contained in the Audit Reports (Commercial) 
on individual undertakings. Accordingly, a monitoring cell is functioning in the DPE 
since August 2000 to monitor the follow-up on submission of ATNs by the concerned 
administrative M inistries/Departments. Monitoring cell s have also been set up within the 
concerned Ministries for submission of A TNs on various Reports (Commercial) of the 
CAG. 

Further, in the meeting of the Committee of Secretaries (June 20 l 0) it was decided to 
make specia l efforts to clear the pending ATNs/ATRs on CAG Audit Paras and PAC 
recommendations within the next three months. While conveying this decision (July 
20 I 0), the Ministry of F inance recommended institutional mechanism to expedite action 
in the future. 
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A review in Audit revealed that des~ite reminders, the remedial/corrective ATNs on the 
transaction audit/compliance audit p~ragraphs/reviews contained in the last five years' 
Audit Reports (Commercial) relatin~ to the PSUs under the administrative control of 
various Ministries, as detailed in AppellD.dlll:-TIIITI, were not received by Audit for vetting. 
No ATN has been received in respedt of 3, 3, 8, 12 and 25 transaction audit/compliance 
audit paragraphs/reviews contained i~ Audit Reports (Commercial) of 2008, 2009, 2010, 
2011 and 2012 respectively. FurthJr ATN for 4.0 transaction audit/comphance audit 
paragraphs/reviews . contained in Au~it Reports presented in Parliament during May to 
September 2013 was also awaited. · 

Out of 91 paras/reviews on which lrns were awaited, 24 paragraphs related to PSUs 
under the Ministry of Finance (Bankihg and msurance Division), 11 paragraphs related to 
PSUs under the Ministry·of Petrole~m & Natural Gas, 10 paragraphs related to PSUs. 
under the Ministry of Defence and 6 paragraphs related to PSU s ·under the· Ministry of 
Heavy Industries and Public Enterprises. · 
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(Referred to in para.13.3) 

Recoveries at the instance of Audit during 2012-13 

(Amount ~ in lakh) 

Name of Ministry/ Name of the PSU Audit observations in brief Amount of Amount 
Department recovery recovered by 

pointed out by the 
Audit Mana2ement 

Finance/Insurance General Insurance Non recovery of Service Tax in respect of Life 21.83 23.93 
Division Corporation of India Reinsurance Business. 

Limited 

Coal 
Northern Coalfields Excess payment to Forest Department. 1874.29 69.47 
Limited 

---- -- - - - ---· -- - Steer Autliorify-of1ndia- -Nciii~recovery-- ofamciunfior medfoal treatnienf -- 36:oJ 
--·· 

33.29 
--

Limited/ISP, Buinpur, to outsiders. 
Steel Authority of India Irregularities in contract labour payment. 5.62 5.62 

Steel Limited NISP, 
Bhadravati 
NMDC Limited Irregular payment of leased accommodation to 9.94 9.94 

Chairman-cum-Managing Director. 

Oil and Natural Gas Non-recovery of house rent, Electricity and Gas 1.57 1.57 
Corporation Limited charges from the contractor. 

Payment made to contractor in force-majeure 25.00 25.00 
conditions. 

Petroleum and Non recovery from supplier towards demurrage 67.00 34.00 
Natural Gas paid and Non-recovery of advances granted to 

employees. 
A voidable loss incurred due to failure in getting 34.00 29.00 
Essentiality Certificate· (EC) on time from 
indenter. 
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Airpo rts Authority of Vio lation of GO I 's orders rega rding l 522.00 1522.00 

Civi l A v ia ti o n 
India expenditure from Passenger Service Fee 

Escrow account by Mumbai International 
A irport Ltd , resulting in loss to Government. 

Heavy Industries Bharat Heavy Non receipt of mate ri a l from fa bricators for 151.86 66.9 1 
and Public E lectricals Limited , more than two years. 
Ente rprises Jhans i 

FCI, DO Ludhiana Undue benefi t to rice mi llers due to non recovery on 
account of short delivery of levy rice. 463.00 462.77 
Over payment of carry over charges of interest on 
wheat. 31.96 31.96 

FCI DO Kurukshetra Non recovery of abnormal storage loss/gain. 93 .54 1.00 
Non recovery of weighing charges of private hired 

Consumer affairs godowns. 3.60 3.60 
food and Publ ic Excess payment to State Agencies on account of 

distribution storage gain on wheat. 23.48 23.48 
FCI DO Moga Non recovery from Director of Food and Supplies 

and Consumer Affa irs Department (DFSC) on 
account of non deliverv of levv rice crop. 552.00 552.00 

FCI DO Ja llandhar Excess oavment of storage charges to CWC. 13.71 13.71 
FCI DO Kapurthala Short del ivery of levy rice -non recovery of forfeited 

amount 630.00 630.00 
FCI Excess oavment of Mandi Labour Charges. 8516.00 8014.00 

Total 14076.43 11553.25 
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(Referred to in para 13.4) 

Corrections/Rectifications at the instance of Audit 

Name of the CPSE 

National Highways 
Authority of India 

Audit observations/suggestions in brief 

(Amount ~ in lakh) 

Action taken by the 
Management 

National Highways Authority of India irregularly On being pointed out by Audit 
paid ~ 40.68 crore on account of ren~lease rent (April/May 2013) NHAI got the 
facility to its employees on the basis of draft Notification of National 
NHAI Regulations, which were not lai~ befo~e Highways Authority of India 

_ . h_oth_the__H_Ql!Ses 9_f_ PJld!!!_IJl~nt aJ.!d __ pu~!1sh_~4_ 111_ -(-HRA- _____ -&- _____ Leased_,___ __ _ __ _ __ 
the official gazette as required under NHAI Act Accommodation) Regulation, 

1988. 1997 along with its amendments, 

Further, based on approval obtained from NHAI 
Board of Director's (October 2000 and February 
2011 ), the NHAI was paying two months' rent 
per annum to its employees towards petty repairs 
of leased accommodation. The payment made on 
this account during the same period worked out to 
~l .83 crore which was in violatfon of DPE 

guidelines of June 1999. 
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published in the Gazette of India 
No. 329 dated 23-12-2013, with 
retrospective effect. 

NHAI further informed vide 
letter 21-3-2014 that the 
aforesaid Gazette Notification 
dated 23-12'-2013 has been 
forwarded vide letter dated 13-
01-2014 to the MORT&H for 
laying before each House of the 
Parliament. 
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C ommerce 
Industry 

and I Export Credit Guarantee 
Corporation of India 
Limited 

Steel 

Heavy Industries and 
Public Enterprises 

Steel Authority of India 
Limited (SAIL/ISP 
Burnpur) 
Bharat Heavy Electricals 
Limited 

Bharat Heavy Electricals 
Limited, Trichy 

As per ECGC's circular, the payment of premium Company revised its circular to 
in respect of shipments under claim after the due the effect that no condonation of 
date of payment/occurrence of default/ the lapse shall be allowed by the 
insolvency/ repudiation of contract was Board, the c laim has to be 
considered as category 'A' lapse, which was regretted. 
condoned by deducting minimum 10 per cent 
from the claim amount. The Board could not 
condone the violation of Act. 
Loss of 't 37.12 lakhs due to under recovery of 
diet charges from patients. 

BHEL realized the rent on leased accommodation 
to executives at the s lab rates fixed by it by 
ignoring the DPEs instructions according to 
which it had to realize the rent @ 10 per cent or 
standard rent whichever is lower resultantly there 
was short recovery of 't 35.58 crore during the 
period Apri l 2004 to March 2012. 
Audit observed that due to ineffective planning in 
off loading the consignments, BHEL incurred 
avoidable extra expenditure on dcmurrage to the 
extent of 't 11 3.10 lakh. 
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Diet charges have been enhanced 
from 't 20.00 to 't 40.00 for 
entitled patients. 
The issue of recovery of rent has 
been rectified by the company 
by issuing instructions on 
3.1.20 14 to recover rent @ 10 
per cent of basic pay or actual 
rent whichever is lower. 

Effective strategy for avoidance 
of demurrage has been finalized 
by way of system of proper 
monitoring of entry of wagons, 
smooth, safe and quick 
unloading operations involving 
the executives, supervisors and 
workmen. 
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I 

(Referred to in Chapter XTIX) 
I 

Statement showing the details of Audit Reports prior to 2013 (Commercial) for which 
Action Taken Notes are pending 

No. & year of Name of Report ! Para No. 
Report 
Department of Atomic Ener~ I 

13 of2013 I Compliance Audit : Para 1.1 
I 
I 

I 

Ministry of Coal 
I 
I 

' 3 of2011-12 Compliance Audit Para 3.2 

10 of 2010-11 Performance Audit of aqtivities of selected Chapter IV 
PSUs : 

i 
8 of2012-13 Compliance Audit i 

I 
Paras 3.1 and 3.2 

13 of2013 Compliance Audit 
: 

Paras 4.1 and 12.1 

Ministry of Commerce and Industry 

13 of2013 Compliance Audit 
I 

Para 5.1and5.2 

Ministry of Consumer Affairs, Food and Public Distribution 
I 

13 of2013 Compliance Audit Para6.3 

Ministry of Chemicals and Fertilizers I 
10 of 2010-11 Performance Audit of a~tivities of selected Chapter IV 

PSUs 
3 of2011-12 Compliance Audit Paras 8.1 and 8.2 

13 of2013 Compliance Audit i Para 8.1 i 

Ministry of Civil A via ti on 
I 

I 

8 of2012-13 Compliance Audit : Para2.1 
13 of2013 Compliance Audit Paras 3.1, 3.2, 3.3, 3.4 

' and 3.5 ' 
I 

Ministry of Defence I 
I 
I 

24 of 2009-10 Compliance Audit Para 6.1.3 

9 of2009-10 Compliance Audit 
! 

Para 7.1.1 
' 

10 of 2010-11 Performance Audit of a6tivities of selected Chapter IV 
i - PSUs I 
I 

3 of2011-12 Compliance Audit ! Para1.2· 
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4of2011-1 2 Performance Audit of Procurement Sy tern in 
Bharat Electronics Limited 

8 of2012-13 Compliance Audit Para 7.2 

13 of2013 Compliance Audit Paras 7.1, 7.2, 7.3 and 
7. 10 

Ministry of Finance (Banking Division) 

CA 10 of2008 Information Technology Applications in Central C hapter IV 
PS Us 

CA 11 of2008 Compliance Audit Para 2.2.1 

Ministry of Finance (Insurance Division) 

24 of 2009-10 Compliance Aud it Para 8.2. l 

IO of2010-l I Performance Audit of activities of selected Chapter V 
PS Us 

9of2010-ll Compliance Audit Paras 9.2.1, 9.4.1 and 
9.4.3 

3 of201 l-12 Compliance Audit Paras 9.2, 9.3, 9.4, 9.5 
and 9.6 

8 of201 2- 13 Compliance Audit Paras 8.1 , 8.2, 8.3, 8.4 
and 8.6 

13 of201 3 Compliance Audit Paras 9.1, 9.2, 9.3 , 9.4, 
9.5, 9.6 and 9.7 

Ministry of Heavy Industries & Public Enterprise 

24 of 2009-10 Compliance Audit Para 9.3.1 

3 of201 I-1 2 Compliance Audit Para 14.1 

8 of 201 2- 13 Compliance Audit Paras 9.1 , 9.2 and 9.3 

13 of201 3 Compliance Audit Paras 12. l 
Ministry of Minority Affai rs 

8 of20 12- 13 Compliance Audit Para 9.4 
Ministry of Petroleum and Natura l Gas 

8 of201 2- 13 Compl iance Audit Para 11.6 
11 of2012-13 PA on Hydrocarbon Exploration efforts of 

ONGC Limited 
13 of20 13 Compliance Audit Paras I 0.1 , 10.2, I 0.4, 

I 0 .5, I 0.6, I 0.7, I 0 .8, 
10 .9 and 12.1 

Ministry of Power 
11 of 2008 Compliance Audit Para 20. 1.1 

10 of2012-13 PA on Capacity Expansion in Hydro Power 
Sector by CPS Es 

13 of20 13 Compliance Audit Paras 11.4and1 2. 1 
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Ministry of Road Transport & Highways 
i 

8 of2012-13 Compliance Audit i Paras 13 .1 and 13 .3 I 

Ministry of Science and Technology ! 

8 of2012-13 Compliance Audit 
' 

Para 9.4 
Ministry of Shipping 

! 
! 

13 of 2013 Compliance Audit Paras 12.1 and 13.1 

Ministry of Social Justice and Empowerment 
I 

8 of2012-13 Compliance Audit i Para 9.4 
Ministry of Steel ' ' 

! 

8 of2012-13 Compliance Audit Para 15.l and 15.2 
20of2012-13 PA on Production and sale of Iron Ore by 

NMDC Limited I 

13of2013 Compliance Audit Paras 12.1 and 14.3 
Ministry of Textiles 

10 of 2010-11 Performance Audit of adtivities of selected ChapterX 
PSUs 

i 
i 

8 of2012-13 Compliance Audit 
I 

Para 16.l I 

Ministry of Tribal Affairs 

8 of2012-13 Compliance Audit Para 9.4 
Ministry of Urban Development i 

i 

13 of2013 Compliance Audit i Para 15.1 
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