
Report of the 

Comptroller and Auditor General of India 

for the year ended March 2012 

-A (\ 
4 " m . ,71 -<-iter wn qc •:.'l -il ~ 

Laid o n the table of Lok Sabha on 

~ non qcc;r -q ~ ~ 1:1' -ft~ 
L~,J on the table of Rajay Sabha on 

Union Government (Commercial) 
No. 13 of 2013 

(Compliance Audit Observations) 



'\ 



I ! 

~/,llti~~~J@I 

CJHrAJP'JI'JERI sfiBmc'Il' JP'§U PAGJE 
lP'AJRAGJRAJPJH[ NO. 

lP'JREJFAClE m 
lE~CU'II.'fVJE§~ARY ftx 

I 

Cl!na]llltew :n: DElP'ARTMENTOJFA'II.'OMillClENERGY 
Ll v'~olation Qf eve guidelines and Nuclear Power 1 

loss due to not availing excise duty Corporation of India 
I • . 

Limited exemptiOn 
I 

I 
Cllnaptew 1U[ Moo§TRY OJF CJHIEMJICAJL§ AND FJEIRTTIJLJIZJER§ 
2.1 Assam Gas Cracker project Brahmaputra Cracker and 3 

I 

Polymer Limited 

I 

ClinaJP>tell" m MOO§'II.'JRY OJF CliVlllL A VTIA 'II.'liON 
3.1 Limd Management Airports Authority of 7 

I India 
3.2 Loss of revenue Airports Authority of 16 

I India 
3.3 Nbn-realization of due share in the Airports Authority of 17 

I re:venue of DIAL India 
3.4 Loss of revenue due to avoidable Air fudia Limited 19 

tehrunation of Ground Handling 
· Akreements 

3.5 Operations of Helicopters Pawan Hans Helicopters 21 
I Limited 
I 

Cllnaptew W MOO§'JI'RY OJF COAL 
4.1 N bn-revision of beneficiation Central Coalfields 27 

I cHarges Limited 
I 

Cllnaptew V MOO§'II.'RY OF COMMERCE AND :n:N]])l1IJ§'II.'RY 
5.1 Nbn-recovery of dues due to MM'fC Limited 30 

lapses in bullion transactions and 
calmouflaged accounting 

I 

5.2 hrlprudent investment ill Joint MMTC Limited 34 
V bnture with M/s fudiabuHs 
Fihancial Services 

I 



Clhtapter Vli MINISTRY OlF CONSUMER AFFAIRS, lFOOJD 
AND PUBLIC DJfSTRJrnUTION 

6.1 Non recovery of society Food Corporation of 38 
comnnsswn paid to State India 
Government and their 
Agencies 

6.2 Excess expenditure on handling of Food Corporation of 39 
food grains India 

6.3 Misappropriation of the amount of Food Corporation of 40 
Service Tax by the Contractor fudia 

Clb.~ter V.IDI M!NISTRY OF DEFENCE 
7.1 Imprudent decision to takeover a BEML Limited 42 

defunct company 
7.2 Defective terms of trading with an BEML Limited 44 

Iron ore trader 
7.3 Procurement, Production and Bharat Dynamics 45 

Supply of Konkurs-M Missiles Limited 
7.4 Signing of a contract with a firm of Bharat Electronics 51 

doubtful integrity Limited 
7.5 Undue benefit to a foreign vendor Bharat Electronics 54 

Limited 
7.6 Excess payment of Performance Bharat Electronics 55 

Related Pay Limited and Mazagon 
Dock Limited 

7.7 Delay in development and Hindustan Aeronautics 57 
production of Shakti engine for Limited 
Advanced Light Helicopter 

7.8 Execution of Intermediate Jet Hindustan · Aeronautics 64 
Trainer Project Limited 

7.9 Loss in sale of Advanced Light Hindus tan Aeronautics 76 
Helicopters Limited 

7.10 Irregular payment of incentive Hindus tan Aeronautics 78 
Limited 

Clhla)lllter vm DJElP'ARTMENT OF FERTILIZERS 
8.1 Improper estimation of cost in Rashtriya Chemicals and 80 

bidding Fertilisers Limited 

CIM!pter IX MINISTRYOF FINANCE 
(lllEPARTMENT OF FINANCIAL SERVICES = 

JINSURANCE DMSli:ON) 
9.1 Avoidable loss on account of General Insurance 83 

imprudent acceptance of Corporation of India 
reinsurance treaties 



I 

9.2 Aroidable loss in group health National Insurance 86 
insurance scheme Company Limited, The 

New India Assurance 
Company Limited, The 
Oriental Insurance 
Company Limited and 
United India Insurance 
Company Limited 

9.3 Loss due to excess retention of The Oriental Insurance 88 
riks in outward placements Company Limited 

9.4 Dbubtful recovery of loan due to PNB Housing Finance 90 
in1adequate scrutiny Limited 

9.5 Aroidable loss due to short SBI Cards and Payment 93 
payment of Service Tax Services Private Limited 

9.6 Aroidable expenditure on expired SBI Cards and Payment 94 
cards · Services Private Limited 

9.7 Settlement of fire claim arising The New India 95 
frbm acceptance of avoidable Assurance Company 
H1hility through imprudent risk Limited 
udderwriting 

I 

Ch.apterX MINISTRY OF PETROLEUM AND NATURAL GAS 
10.1 Abandoned E&P Projects GAIL (India) Limited 98 

I 

and Indian Oil 
Corporation Limited 

10.2 Investment by Hindustan Hindus tan Petroleum 110 
P6troleum Corporation Limited in Corporation Limited 

I 

wholly owned subsidiary HPCL 
I 

Biofuels Limited 
10.3 Aroidablie extra expenditure due Indian Oil Corporation 121 

to
1 

non-synchronization of Limited 
conversion of Gas Turbines with 
tHe Dadri Panipat Spur Pipe Line 
at! Panipat Refinery 

10.4 Aroidable loss due to not ensuring Indian Oil Corporation 123 
captive consumption of wind Limited 

I p0wer generated 
10.5 Extra expenditure due to Indian Oil Corporation 125 

u~derutilisation of cheaper source Limited 
I 

of power 
10.6 Lbss of revenue Indian Oil Corporation 126 

I Limited 
10.7 Avoidable hiring of rig m Oil and Natural Gas 127 

d6viation from standard tendering Corporation Limited 
I p:uocedure 

m 



10.8 Loss due to award of contract to an Oil and Natural Gas 129 
incompetent party based on forged Corporation Limited 
documents 

10.9 Non-receipt of credit and loss of Oil and Natural Gas 132 
interest due to delay in installation Corporation Limited 
of ABT meters 

Clb.a~p1l:er XI · MINJr§TRY OJF POWER 
11.1 Ash Management in Thermal Damodar Valley 136 

Power Stations Corporation. 
11.2· Irregular/ double payment Damodar Valley 144 

CofJ)oration 
11.3 . Jrrregular encashment of casual NHPCLimited 145 

leave and optional holidays 
U.4 Performance related payments and Power Finance 146 

perquisites to employees in excess Corporation Limited 
ofDPEnorms 

i 

Cllnarr#er Xll DlEJP ARTMENT OJF PUBLJrC JENTEJRJPRJJ:§E§ 
12.1 : Irregular payment towards Bharat Electronics 149 

encashment of Half Pay Leave and Limited, Bharat Heavy 
Sick Leave Hectricals Limited, 

Bokaro Power Supply 
Company Power 
Limited, Cochin 
Shipyard Limited, 
Dredging Corporation of 
fudia Limited, Ferro 
Scrap Nigam Limited, 
Hindustan Petroleum 
Corporation Limited, 
Mangalore Refinery and 
Petrochemicals Limited, 

/ MECON Limited, 
National Hydro Power 
Corporation. Limited, 
NTPC Limited, Neyveli 
Lignite Corporation 
Limited, NTPC SAIL 
Power Company Private 
Limited, NMDC Limited, 
Power Finance 
Corporation Limited, 
Power Grid Corporation 

' of fudia Limited, 
' 

.nv 



Rashtriya Ispat Nigam 
Limited, Rural 
Electrification 
Corporation Limited, 
SJVN Limited and Steel 
Authority of India 
Limited 

12.2 Recoveries at the instance of audit United India Insurance 151 
Company Limited, The 
New India . Assurance 
Company Limited, 
National Highways 
Authority of India and \ 

Food Corporation of 
India / 

12.3 Cdrrections/rectifications at the Steel Authority of India 152 
inJtance of audit Limited 

I 

Cllna~][JlteJr XIIIli MIINI§'JLJRY OlF §IBQ[JpPING 
13.1 Di1sposal of Vessels The Shipping 153 

I Corporation of India ' 
I 
I Limited I 

I 

Clhla~][JlteJr DV MJINJI§TIRY OF §11'JEEJL 
14.1 Idle investment NMDC Limited 169 
14.2 Excess payment in Performance Steel Authority of India 170 

I Limited Related Pay scheme 
14.3 Excess payment of allowances and Steel Authority of India 172 

pe~ks Limited 
I 

Clbta~][JlteJr XV M[l[NJI§'JLIRY OlF UllmAN [J)JEVJELOPMJEN'Jl 
15.1 Implementation of Airport Metro Delhi Metro Rail 1 4 

E~press Line Project through Corporation Limited 
PrlbHc Private Partnership 

Cllm][JlteJr XVII lF~llll({])W~UilJPl mn Amlliit IRen:mlrlts 183 
A~][Jlennldliix J[ 187 
A~lJllennm 1IJI .190 
A~lJllennldliix Jl]]][ 191 
Arrnnnem1res 195 





1. The accounts of Government Companies set up under the provlSlons of the 
I 

Companies Act (including Companies deemed to be Government Companies as per the 
provisions of the Cobpanies Act) are audited by the Comptroller and Auditor General of 
fudia (CAG) under I the provisions of Section 619 of the Companies Act, 1956. The 
accounts certified by the Statutory Auditors (Chartered Accountants) appointed by the 
CAG under the Cmnpanies Act are subject to the supplementary audit by CAG whose 
comments supplemeht the reports of the Statutory Auditors. In addition, these companies 
are also subject to tekt audit by the CAG. 

2 Th ·.1 · · C . d A th . . . h . . e statutes;govermng some orporatwns an u ont1es requrre t err accounts 
to be audited by the ICAG. fu respect of five such Corporations viz. Airport Authority of 
India, National HigHways Authority of India, fuland Waterways Authority of India, Food 
Corporation of fudi~ and Damodar Valley Corporation, the relevant statutes designate the 
CAG as their sole !auditor. In respect of one Corporation viz. Central Warehousing 
Corporation, the CAG has the right to conduct supplementary and test audit after audit 

I 

has been conducted by the Chartered Accountants appointed under the statute governing 
the Corporation. 

3. Reports in relation to the accounts of a Government Company or Corporation are 
submitted to the Go~~rnment by theCA~ under the provisions .o~ Section 19-.A of the 
Comptroller andl Al!lditor General's (Duties, Powers and Conditions of Serv1ce) Act, 
1971, as amended in11984. 

4. The cases mlntioned in this Report are among those which came to notice in the 
course of audit durihg 2011-12 as wen as those which came to notice in earlier years. 
Results of audit of ttansactions subsequent to March 2012 in a few cases have also been 
mentioned. 

5. All references to 'Companies/Corporations or PSUs' in this Report may be 
construed to refer t~ 'Central Government Companies/Corporations' unless the context 
suggests otherwise. 
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[ EXECUTIVE SUMMARY l 
f Introduction 

1. This Report includes important audit findings noticed as a result of test check of 
accounts and records of Central Government Companies and Corporations conducted by the 
Comptroller and Auditor General of India under Section 619(3) (b) of the Companies Act, 
1956 or the statutes governing the Corporations. 

2. The Report contains eleven theme based audit and 39 individual observations relating 
to 38 PSUs under 15 Ministries/Departments. The draft observations were forwarded to the 
Secretaries of the concerned Ministries/Departments under whose administrative control the 
PSUs are working to give them an opportunity to furni sh their replies/comments in each case 
withjn a period of six weeks. Replies to 36 observations were not received even as this report 
was being finalised in April 2013. Earlier, the draft observations were sent to the 
Managements of the PSUs concerned, whose replies have been suitably incorporated in the 
report. 

3. The paragraphs included in this Report relate to the PSUs under the administrative 
control of the following Ministries/Departments of the Government of India: 

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

studies which Ministry reply was 
awaited 

I. Atomic Energy 1 - -
(NPCIL) 

2. Chemical and Fertilizers - 1 1 
(BCPL) 

3. Ci vii Aviation 3 2 3 
(AAI, AIL, PHHL) 

4. Coal 1 - 1 
(CCL) 

5. Commerce and Industry 2 - 2 
(MMTC) 

6. Consumer Affairs, Food 3 - 3 
and Public Distribution 
{FCI) 

7. Defence 7 3 7 
(BEML, BDL, BEL, MDL, 
HAL) 

8. Department of Fertilizers 1 - 1 
(RCF) 

9. Ministry of Finance 7 - 5 

ix 
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(GICL, NICL, NIACL, 
OICL, UIICL, PNBHFL, 
SBICPSPL) 

10. Petroleum and Natural Gas 7 2 7 
(GAIL, IOCL, HPCL, 
ONGC) 

11. Power 3 1 4 
(DVC, NHPC, PFC) 

12. Department of Public 1 - 1 
Enterprises 
(BEL, BHEL, BPSCPL, 
CSL, DCIL, FSNL, HPCL, 
MECON Limited, MRPL, 
NHPCL, NLCL, NMDC 
Limited, NTPC, NTPC 
SAIL Power Company 
Private Limited, PFCL, 
PGCIL, RECL, RINL, 
SAIL, SJVN) 

13. Department of Shipping - 1 -
_{SCI} 

14. Steel 3 - -
(NMDC, SAIL) 

15. Urban Development - I 1 
(DMRC) 

Total 39 11 36 

4. Total financial implication of audit observations included in eleven thematic studies 
is ~ 9040.33 crore. 

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

•!• Non-compliance with rules, directives, procedures, terms and conditions of the 
contract etc. involving~ 1333.12 crore in 18 paras. 

•!• Non-safeguarding of financial interest of organisations involving ~ 1314.66 crore in 
16 paras. 

•!• Defective/deficient planning involving~ 202.06 crore in 3 paras. 
•!• Inadequate/deficient monitoring involving~ 23.91 crore in one para. 
•!• Non-realisation/ partial realisation of objectives involving~ 65.55 crore in one para. 

6. The Report also contains a para relating to recoveries of~ 121.86 crore made by 4 
PSUs and another para relating to corrections/rectifications by one PSU at the 
instance of Audit. 

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

Ministry of Defence sanctioned in July 1999, design and development of an Intermediate Jet 
Trainer (IJT) by Hindustan Aeronautics Limited (HAL) at a cost of ~ 180 crore to be 
completed by July 2004. Though the design and development of IJT was yet to reach the 
stage of obtaining approval for Initial Operational Clearance (IOC), the Ministry also 
sanctioned concurrent handling of Limited Series Production (LSP) (March 2006) and Series 
Production (SP) (March 2010) by HAL. Audit observed the following: 

IOC originally scheduled for March 2007 had not been achieved even after six years of 
delay. The development was beset with a number of failures at various stages. 

Set back to the scheduled timelines for different stages was due to non-freezing of engine 
design, change in weight of engine and experimenting with engine of inadequate thrust. 
Accidents to both the prototypes after completion of the prescribed number of flights 
re ulted in suspension of flight test activities and modifications for strengthening the 
structure of the aircraft. 

The prescribed procedure for fabrication and testing of the Structural Test Specimen 
whereby the basic airframe was to be tested to one-and-a-half times the designed load to 
prove the robustness of the design was not adhered to in respect of the first prototype. This 
resulted in cracking of specimen fuselage even at less load, leading to fabrication of another 
wing entailing extra expenditure of~ 38.78 crore. 

Since the Company could not achieve refinement of stall characteristics and spin testing, 
engagement of a consultant at a cost of~ 23.59 crore was done as late as in December 2012. 

Adoption of tentative purchase price for equipments /components while quoting for LSP 
re ulted in extra expenditure of~ 63.59 crore. 

Against the original sanction for development of ~180 crore, the project had already incurred 
an expenditure of~ 516 crore. 

Milestones set for release of funds to HAL were without linkage to definite and substantive 
physical progress. Against the sanctioned cost of~ 487 crore for LSP, the amount released 
by Ministry even before achievement of IOC was ~ 444 crore. In respect of SP, against the 
sanction for ~ 6180 crore, the releases amounted to ~ 3075 crore but the expenditure was 
only ~ 168 crore. 

Acceptance of reduced initial life of engine despite calling quotations for engine with 
unlimited total technical life and later seeking enhancement of life resulted in avoidable 
expenditure of~ 131 crore. 
Procurement of Line Replacement Units in advance of requirement resulted in warranty 
expired inventory of ~ 114.76 crore. 

On account of non-delivery of aircraft as per requirement, the intermediate stage training to 
the pilots of IAF was adversely affected as of March 2013. 

(Para No. 7.8) 
Bharat Dynamics Limited (BDL), was incorporated with the objective of manufacturing 
sophisticated Defence equipment required by the Armed Forces. BDL is a prime production 
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agency for Guided Missiles in India. The Bhanur unit of BDL established (1988) for 
manufacturing Konk:urs ATGM Systems and Unified Launchers was assigned with the 
production of Konkurs missiles since 1989 as a part of the contract entered into by the MoD. 
Since Konk:urs missile was not defeating the tanks fitted with ERA panel, Army recognized 
(1994) the need for induction of Konkurs-M missile which is an advanced version of 
Konk:urs and capable of defeating tanks protected by ERA. 

Audit observed that, the process of finalizing the contract took about eight years from the 
date of recognizing (1994) the need of improved version of Konkurs-M. Further, technology 
absorption took a longer time than anticipated and this led to delay in execution of the 
contract by three years and consequential delay in supply of 14,722 missiles resulted in loss 
of~ 283.72 crore besides levy of Liquidated Damages (LD) of~ 38.81 crore by the Army. 
The estimated loss for supply of the balance 13,278 missiles is~ 297.25 crore and the likely 
LD is~ 75.57 crore. BDL planned (August 2010) to enhance the capacity for production of 
missiles in two phases at a cost of~ 50 crore and~ 130 crore respectively. Phase- I was to be 
completed by March 2012 and phase-IT by March 2013. Though the first phase was to be 
completed by March 2012, the capacity remained at the same level of 3000 missiles per 
annum, even after spending ~59.27 crore till February 2013. 

Audit further observed that MoD, concluded a contract with M/s Rosoboron export for 
purchase of 10,000 Konkurs-M at a cost of~ 1223 crore for the Army on the ground that 
BDL had not been able to meet their contractual obligations due to problems in absorption of 
TOT. This indicates that the efforts of MoD to indigenize production of Konk:urs-M missiles 
to avoid dependency on foreign suppliers was defeated despite buying technology at a cost of 
~ ~49 crore from KBP under a contract concluded as early as in October 2002. 

(Para No. 7.3) 

Indian Oil Corporation Limited (IOCL) and GAll.. (India) Ltd (GAll..) entered into E&P 
activities (1999) and started investing in domestic/overseas E&P projects either by way of 
acquiring Participating Interest (PI) in existing E&P blocks through farm-in or by 
participating in bidding rounds for E&P blocks. IOCL and GAIL had acquired 77 E&P 
blocks (GAll.. 43 and IOCL 34) involving an expenditure of~ 5346.98 crore till 28 February 
2013 out of which, the Companies were operator I joint-operator in five blocks-:-and non
operator in the remaining blocks. The Companies had five E&P blocks under development 
and production, 43 under exploration/appraisal and 29 blocks had either been relinquished or 
decided to be relinquished on account of non-discovery of hydrocarbon. 

Even after an experience of more than a decade in this business, neither IOCL nor GAIL had 
defined/documented policy or prescribed procedure for E&P activities. GAll.. and IOCL had 
acquired E&P assets mainly by relying on technical assessment by other JV partners instead 
of conducting detailed due diligence or revalidation of reservations/limitations (expressed by 
consultants) at their end. Further, these Companies in most cases had not apprised their 
Board of Directors about the known risks/ limitations before acquiring the respective block. 
Inadequate analysis and interpretation of data and non-revalidation of 
reservations/limitations expressed by advisors had resulted in infructuous expenditure of 
~ 1258.46 crore. Further, despite having adequate provisions in Joint Operating Agreement, 
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GAll. and IOCL had not invoked non-operator's audit rights in 13 out of 40 E&P assets and 
18 out of 32 E&P assets respectively. 

(Para No. 10.1) 

With a view to increasing the availability of ethanol through in-house production, Hindustan 
Petroleum Corporation Limited (HPCL) decided to bid (18 December 2007) for four of the 
fifteen clo ed sugar mills offered (November 2007) for sale by the Government of Bihar and 
became successful (February 2008) in procuring two such sugar mills at Sugauli and Lauriya 
located in Ea t Champaran and West Champaran districts, respectively, in Bihar. HPCL 
decided to establish two integrated sugar, ethanol mills with co-gen power plants at these 
locations. Despite the fact that ethanol production was a new line of business for HPCL, it 
showed ha te in decision-making and did not carry out proper due diligence. Pre-bid 
consultant viz. IDBI appointed (10 December 2007) by the Company had cautioned it by 
stating that a successful bid would only result in acquiring land in interior Bihar a there 
were serious infrastructure constraints for ethanol production and that it had not carried out 
an independent verification of the information for bidding for the mills. 

Configuration Study Report (CSR) submitted (October 2008) by the HPCL's another 
consultant viz. Mfs MITCON had suggested three options for setting up the mills with 
alternatives for utilizing sugarcane juice for production of sugar and ethanol. However, CSR 
was not presented to HPCL Board for approving an appropriate option and prepare Detailed 
Feasibility Reports (DFRs). Instead, a team of functional directors and officials of Ministry 
of Petroleum and Natural Gas was reported to have chosen (30 October 2008) the third 
option that envisaged utilization of 50 per cent sugarcane juice in each mill for production of 
ethanol and remaining 50 per cent for production of sugar. Capacity of ethanol plants was 
decided accordingly. The projected Internal Rate of Return (IRR) - a vital parameter for 
capital inve tment decision - for this option was 10.25 per cent. 

DFRs prepared (February 2009) by M/s MITCON for setting up Integrated Sugar-Ethanol
Cogen power plants for the chosen option at each of the locations was based on a set of 
unlikely optimistic assumptions and projected a rosy picture for establishing the plants and 
indicated higher IRRs than those projected in CSR. Thus, the projects were made to appear 
viable though they were not. HPCL did not apprise the Board of the implementation 
mechanism for etting up integrated sugar, ethanol and cogen power plants though the 
proposal was approved (June 2009) by the Board. Proposal for formation of the subsidiary 
was also not submitted to the Board for approval. 

The ftrst year of operations of the mills, demonstrated that the option adopted for production 
of ethanol wa not financially viable. Due to this, HPCL Biofuels Limited - subsidiary of 
HPCL- through which the projects were implemented- decided (August 2012) to utilize 100 
per cent sugarcane juice for production of sugar. This would result in extra expenditure of 
~ 58.71 crore towards enhancement in the boiler capacity of the two sugar mills, idle 
capacity of ethanol plants at both the mills and consequent unfruitful expenditure of~ 28.45 
crore. Thus, the main objective of setting up the two sugar mills i.e. to increase availability 
of ethanol by in-house production was not achieved, despite the fact that investment of 
~ 715.21 crore had been made in the two sugar mill as of 31 March 2012. 

(Para No. 10.2) 
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The Government of India approved (April 2006) the Assam Gas Cracker Project for 
producing polymers at an estimated project cost of~ 5461 crore and accordingly a company 
named Brahmaputra Cracker and Polymer Limited (BCPL) was formed (January 2007) for 
implementing the project. Due to non-availability of natural gas in required quality and 
quantity, the production capacity of the project at 2.2 lakh TPA of ethylene was sub-optimal. 
The selection of the project site location, transfer of GAIL's LPG plant at Lakwa to the 
project and poor qualit) of detailed feasibility report prepared by M/ ElL further affected 
the viability of the company. There was considerable delay in appointment of Engineering, 
Procurement and Monitoring Consultant and selection of licensor for basic engineering 
process package due to which the project cost has been revised (November 20 II) to 
~ 8920 crore (including capital subsidy of~ 4690 crore). 

(Para No. 2.1) 

Bharat Electronics Limited (BEL) entered into a contract for procurement with a foreign 
vendor M/s Rheinmetall Air Defence, AG, Zurich (RAD) despite the fact that the CBI was 
investigating the firm's deals for alleged corrupt practices in earlier contracts which had the 
risk of the firm being blacklisted. As the firm was eventually blacklisted, this led to blocking 
of BEL's funds of~ 502.31 crore. 

(Para No. 7.4) 

Twenty CPSEs'(BEL, BHEL, BPSCPL, CSL, DCIL, FSNL, HPCL, MECON Limited, 
MRPL, NHPCL, NLCL, NMDC Limited, NTPC, NTPC SAIL Power Company Private 
Limited, PFCL, PGCIL, RECL, RINL, SAIL, SJVNL) leave rules/policy for encashment of 
sick leave or of EL with HPL exceeding 300 days, on superannuation, violated the DPE 
guidelines and resulted in irregular payment of~ 413.98 crore for the period from January 
2007 to November 2012. 

(Para No. 12.1) 

The Airports Authority of India (AAI) manages 122 airports and was vested with 52868.36 
acres of land as on 31 March 2012 spread across country. The Land Management 
Department of AAI was responsible to keep proper record, to establish owner hip of land 
vested with AAI. 

Audit however observed that the above department could not fully achieve the objectives for 
which it was created. Out of 37455.729 acres of land test checked in Audit, 14053.202 acres 
of land was not mutated in the name of AAI. Further, 888.44 acres of land was under 
encroachment (March 20 12) due to which AAI had to defer creation/operationalisation of 
certain facilities. 

A number of agencies were unauthorisedly occupying land at various airports. However, in 
absence of agreements with the parties AAI was unable to realise license fee/lease rent due 
amounting to ~225.78 crore. An amount of~ 181.11 crore was also outstanding towards 
compensation for assets transferred by AAI to Government agencies like Indian Navy and 
NHAI. 

(Para No. 3.1) 

In pursuance of DPE guidelines Steel Authority of India Limited introduced Performance 
Related Pay scheme for its executives. A Remuneration Committee headed by an 
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Independent Director of the company was to decide the PRP and policy for its distribution 
within the prescribed limit. The DPE guidelines inter alia prescribed that the company 
should (i) adopt a 'Bell Curve Approach' in grading the executives so that not more than 10 
to 15 per cent are graded as 'Outstanding/Excellent' and 10 per cent of executive should be 
graded as 'Below Par'. No PRP 'was to be paid to those achieving below par' rating (ii) the 
executives who got "Outstanding", Very Good". "Good" and "Fair" performance rating 
should get up to 100 per cent, 80 per cent, 60 per cent and 40 per cent PRP. Thus quantum 
of PRP was to be linked to the performance rating of the executives. 

Audit observed that (i) the company had not adopted 'Bell Curve Approach' in grading and 
paid PRP to all its executives (ii) the Remuneration Committee adopted a PRP formula 
wherein the multiplier for the weightage of Employee Performance Rating exceeded the DPE 
pre cribed limit. 

By not adhering to the DPE guidelines the company made an irregular payment to its 
executives amounting to~ 319.61 crore for the years 2007-08 to 2010-11. 

(Para No. 14.2) 

Hindustan Aeronautics Limited (HAL) signed (January 2003), a Co-operation Agreement 
(agreement), with Turbomeca, France (TM) at a cost of~ 878.08 crore for co-development 
and indigenou production of 320 Shakti engines in five phases (0 to 4) by 2013. The 
assembly kits for various phases were to be supplied by TM at the agreed prices subject to 
escalation (with 2002 as base year) valid up to the year of delivery. 

Audit observed that even after more than a decade, the self-reliance in manufacture of an 
engine to suit requirements of ALH has not been achieved as envisaged. The need for 
variants of engines to operate at different climatic conditions and altitude was not foreseen 
leading to frequent modifications requiring more investment in terms of time and money. 
HAL had to bear additional burden due to the failure of TM, indicating undue favours 
extended to the foreign partner in the development and production of Shakti engines. Failure 
to ensure compliance to offset obligation by the foreign collaborator has so far denied an 
opportunity to the Indian industry to contribute towards self-reliance. Acquisition of 
additional technical know-how without optimal usage of free technical assistance has further 
contributed to extra cost on the project. 

Thus, inability of HAL to absorb the technology and non-assessment of the available in
house capacity to manufacture Shakti engines impacted timely induction of ALH into 
Defence forces and also resulted in avoidable extra expenditure of~ 204.27 crore to HAL. 

(Para No. 7. 7) 

General Insurance Corporation of India 's reinsurance underwriting and profitability of 
treaties issued to Star Health and Allied Insurance Company Ltd (Star Health) covering 
Phase-! to V of Rajiv Aarogyasri Community Health Insurance Scheme was examined. 
Audit observed that imprudent acceptance of reinsurance treaties resulted in loss to GIC to 
the extent of~ 197.80 crore. The main observations are: 

Liability accepted by GIC was not commensurate with the premium since premium to 
liability ratio of Star Health ranged from 1 .09:1 to 1.02:1 as against premium to liability 
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ratio of GIC which ranged from 1:4.12 to I :5.54. Further, claim ratio of the GIC in three 
(2008, 2009 and 2010) out of five year exceeded 100 per cent of the earned premium. 

GIC in 2008 worked out a renewal premium rate of 21.73 per cent considering the claim 
ratio @ 104 per cent; however, it had actually charged only 12.63 per cent without justifying 
the reasons for reduction of premium rate. Further, GIC failed to safeguard it interest by not 
including a condition to charge higher premium rate in the event of the claim ratio exceeding 
104 per cent. 

(Para No. 9.1) 

Oil and Natural Gas Corporation Limited (Company) hired rig 'Actinia' from Reliance 
Industries Limited (RIL) for six months on assignment basis in deviation of standard 
tendering procedure citing requirement to drill at three locations. Actual deployment of the 
rig indicated that hiring of the rig was not necessary for drilling at any of the three identified 
locations. The entire expenditure~ 146.71 crore on hiring of the rig from February 2009 to 
July 2009 was, thus, avoidable. The rig idled for want of materials which resulted in 
unfruitful expenditure of~ 4.64 crore during February 2009. 

(Para No. 10.7) 

Indian Oil Corporation Limited failed to synchronize conversion of Gas Turbines at its 
Panipat Refinery, to use Re-liquefied Natural Gas, with the commissioning of Dadri Panipat 
Spur Pipe Line project that resulted in avoidable expenditure of~ l35.81crore on account of 
usage of costlier fuel for generation of captive power during August 2010 to March 2012. 

(Para No. 10.3) 

The New India Assurance Company Limited, National Insurance Company Limited, The 
Oriental Insurance Company Limited and United India Insurance Company Limited suffered 
a loss of~ 121.81 crore, during the period of four years ending June 2012, due to their 

• imprudent decision to enter into a co-insurance agreement with Star Health and Allied 
Insurance Company. Substantial part of claim was borne by the four PSU insurers who 
accepted the co-insurance in spite of low premium and without putting in place appropriate 
checks and balances to safeguard their financial interests. 

(Para No. 9.2) 

Oil and Natural Gas Corporation Limited (Company) awarded a contract on the basis of 
forged documents submitted by the bidder. The contract was terminated four years later 
owing to inability of the contractor to implement the project leading to a loss of ~ 114.78 
crore to the Company. 

(Para No. 10.8) 
¥MTC Limited imports and supplies gold, platinum and silver to exporters under various 
schemes as per Foreign Trade Policy of Government of India. MMTC also imports Gold and 
Silver for sale in domestic market under OGL Scheme. Trading of bullion is regulated in 
accordance with the instructions/guideline contained in the Precious Metals Procedural Drill 
(bullion drill) and internal Circulars issued by the Company from time to time. The bullion 
drill mandates obtaining of Foreign Exchange Rate Cover (FER C) to hedge against exchange 
rate nuctuations. The cost of such FERC is to be borne by the customer. Further, instructions 
issued on 18.12.2006 required each transaction to be treated as separate and squared off on 
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completion, so as to avoid bunching of transactions. Failure to adhere to the instructions on 
bullion trading, camouflaged accounting and ineffective internal control in MMTC Limited 
resulted in non-realization of dues amounting to ~ 295.99 crore from customers and 
avoidable loss of~ 53.27 crore (till December 2012) towards interest. 

(Para No. 5.1) 
GOI accorded approval for the Airport Metro Express Line (AMEL) from New Delhi 
railway station to Indira Gandhi International Airport (IGIA) (May 2007) I Dwarka (January 
2009) through Public Private Partnership (PPP) mode. A Special Purpose Vehicle vi z. Delhi 
Airport Metro Express Private Limited (DAMEPL) was incorporated with the consortium 
Reliance Energy Limited/CAP holding 100 per cent equity. As per Concession Agreement 
entered into (August 2008) between Delhi Metro Rail Corporation (DMRC) and DAMEPL, 
the work relating to design, installation, commissioning, operation and maintenance was 
undertaken through DAMEPL and civil work executed by DMRC. 

In contravention of guidelines (January 2006) of the Ministry of Finance restricting the 
quantum of financial support in PPP in infrastructure to maximum of 40 per cent of the total 
project cost, the concessionaire was allowed to contribute only to the extent of 46.17 per cent 
(13.92 per cent equity and 32.25 per cent debt) of the total project cost. 

DMRC failed to ensure the payments due to it and also withdrawals from the Escrow 
Account as per agreements. The operations were suspended on 8 July 201 2 due to defects in 
civil works. The Joint Inspection Committee constituted by the Ministry for examining 
defects in civil structure attributed them to poor workmanship and absence of proper 
inspection during construction as well as operation. Though the line has resumed operations 
from 22 January 2013 the Concessionaire has invoked arbitration under Clause 36.2 of CA 
on the grounds including sustainability/frnancial viability of the project. 

Further, the project has been executed using a unique model of PPP wherein the 
Concessionaire is operating a project of ~ 5697 crore with an insignificant equity of ~ one 
lakh. 

(Para No. 15.1) 

Pawan Han Helicopters Limited was set up (October 1985) with the objective of providing 
helicopter support services to meet the requirements of oil sector, to operate in hilly and 
remote terrain, connect inaccessible areas, operate charters for promotion of travel and 
tourism and provide intra-city transportation. The Company has a fleet of 45 helicopters 
(March 2012) which consists of 35 - Dauphin N & N3 (10 seater), seven - Bell (6 seater), 
two - B3 (6 seater) and one - MI-172 (26 seater). Audit reviewed the operation of 
helicopters in PHHL during the period April 2009 to March 2012 with reference to MOUs 
and Agreements entered into so as to assess the efficiency of its operations. 

The Company had shortage of average 22 to 18 Pilots during the period 2009-12 for its 
Dauphin fleet of helicopters at its Western Region from where operations to one of its largest 
customer viz. ONGC were catered to. ONGC deducted an amount of~ 16.98 crore, Fixed 
Monthly Charges (FMC) and liquidated damages, towards Aircraft On Ground of helicopters 
due to non availability of helicopters mainly for hortage of Pilots. There were instances of 
excess procurement of AS-4 kits, sliding doors, engines, delayed procurement of critical 
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items, resulting in loss of FMC which indicate the need for an efficient inventory control 
system. 

There was no system for timely recovery of debts due to which there was huge outstanding 
of ~ 171.87 crore as on 31 March 2012 necessitating implementation of credit control 
procedure. 

(Para No. 3.5) 

The Shipping Corporation of India Limited disposed off 30 vessels during the period 2009-
10 to 2011-12 and realized ~ 598.67 crore as net sale proceeds. Audit noticed following 
deficiencies in process of disposal: 

The process of disposal was carried out on the basis of guidelines which were not approved 

by Government. 

Deviations in preparation of techno economic study (TES) like inclusion of Management 

Expenses in TES and adoption of incorrect scrap rate forTES were noticed 

Delays in initiating proposals by Operating Division and non-revision of scrap rate in case of 

delay in sale were also noticed on account of which actual realization obtained by the 

Company was lower and resulted in less realization. 

Audit observed deficiencies in the process of tendering and restricted competition. There 

were also delays in processing tender leading to avoidable expenditure of standing charges. 

Deficiencies in Lhe system of collection of EMD, forfeiture of EMD and discrepancy 

between buyers and agency remitting the EMD and sale proceeds were observed. 

The perpetuation of the practice of one agent representing more than one prospective buyer 
and one agent bidding for two firms for the same vessel had the potential for cartel 
formation. 

(Para No. 13.1) 

The Theme Audit on "Ash Management in Thermal Power Stations of DVC" covering the 
period 2009-10 to 2011-12 highlights deficiencies concerning generation and 
evacuation/disposal and utilization of ash. Audit observed that except the year 2009-10, the 
Corporation could not utilize the generated ash fully. It was also observed that the bulk of 
ash utilization centered on mine fillings by incurring huge avoidable transportation cost. 

Failure of the Corporation to limit fly ash generation by way of beneficiated/blended coal 
resulted in loss of opportunity to save generation cost. It was observed that despite two of its 
thermal power stations being under the Ministry of Environment and Forests (MoEF) 
coverage to use beneficiated/blended coal, the Corporation continued to violate such 
stipulation of MoEF. 

The ash management situation aggravated due to considerable delay in acquisition of land at 
Bokaro Thermal Power Station (BTPS) and Mejia Thermal Power Station (MTPS). Audit 
also observed significant delays in installation of dry fly ash collection system in the thermal 
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power stations despite it being a mandatory requirement from pollution control angle. This 
has not only brought one of the thermal power station's (BTPS) unit to the brink of closure 
due to the discharge of ash slurry into the Konar river but also created serious health related 
problems for the local inhabitants, destroyed agricultural land and polluted adjoining darns 
near MTPS. Further, it was observed that the Corporation did not exercise appropriate 
control in either framing a sound and feasible qualifying requirement for tendering of 
evacuation of ash or exercised any due diligence before awarding of contract to Lafarge 
India Private Limited. 

(Para No. 11.1) 
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CHAPTER 1: DEPARTMENT OF ATOMIC ENERGY 

!Nuclear Power Corporation of India Limited! 

1.1 Violation of eve guidelines and Loss due to not availing refund of terminal 
excise duty 

NPCIL placed purchase order for End Shields on nomination basis instead of 
through competitive bidding in violation of guidelines laid down by the eve based 
on the judgement of Hon'ble Supreme Court of India and forfeited the benefit of 
refund of terminal excise duty resulting in a loss of~ 5.93 crore. 

Central Vigilance Commission (CVC) issued orders (July 2007) asking all Chief 
Vigilance Officers to appri e their respective Boards/managements about the 
observations contained in the judgemene of the Hon' ble Supreme Court on transparency 
in works, contracts and consultancy contracts awarded on nomination basis. The CVC re
empha ised that tendering process or public auction was a basic req uirement 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 ri ght to equality, which implies right to equality to all interested parties. 

According to the aforesaid judgement of the Hon' ble Supreme Court of India, contracts 
by the State, its corporations, instrumentalitie and agencies must be normally granted 
through public auction/public tender by inviting tenders from eligible persons. The 
judgement also laid down rare and exceptional circumstances e.g., natural calamities and 
emergencies declared by the Government, where the supplier or contractor has exclusive 
rights in respect of goods or services, in whi ch cases contracts may be awarded through 
private negotiations. 

The above instructions of the CVC were placed by the Nuc lear Power Corporation of 
India Limited (NPCIL) before the Board in its meeting held in December 2007 and were 
duly noted by it. 

Furthermore, as per Foreign Trade Policy (FTP) of GOI (effective from 27 August 2009), 
supplies made to Nuclear Power Projects would be eligible for benefits of deemed export 
in cases where procedure of competitive bidding was fo llowed. For availing the benefit 
of refund of excise duty in respect of supplies, it was necessary that the company invite 
competitive bids through public/limited tender. 

A test check of records of NPCIL revealed that for supply and manufacture of End 
Shields for RAPP 8/ the purchase order (PO) for~ 59.80 crore was issued on nomination 
basis to M/s L&T without inviting competitive bids though several firms/vendors were 
available in this field . This award of contract by NPCIL on nomination basis without 
inviting public tender from eligible per ons was in contravention of the judgement of 
the Hon ' ble Supreme Court of India and the CVC instructions. Besides, as a resu lt 
of such action, NPCIL forfe ited the benefit of refund of ~ 5.93 crore (~ 57.55 

1 Arising out of SLP (Civil) No. 10174 of 2006 
2 Rajasthan Atomic Power Project 8 

• 
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crote @ 10.3 per cent) paid towards terminal excise duty as provided under the 
par¥dause fbid. The PO was placed (March 20H)' on L&T at a negotiated price of~ 
57.55 crore ;(exduding delivery charges) for manufacture, inspection, testing, packing, 
supply and delivery of End Shields assemblies and associated components for RAPP 8. 

I ' 

Yn iesp~nse,;the Management (March 2012 & May 2012) stated that after considering all 
aspbcts such as cost of the proposed work, experience in manufacturing and salvaging 
probedure of sub assemblies, project schedule for delivery of End Shield, the Board sub
conhmittee approved (October 2010) placement of purchase order on nomination basis on 
Ml~ L&T. Qompetitive price was arrived at after negotiation based on the actual value of 
job! obtained .from competitive bidding carried out (Deeember 2009) on similar 
reqhirement' in KAPP 3"\ 4 and RAPP 7>Jt was further contended that it would not have 

. be~n · p:ope~ to issrie tender enquiry\ on. other fir_ms and reject them during .. technlcal 
evaluatiOn ~m. ground of them n,ot me\eting the time schedule merely for the sake of 
avdiling of fiscal concession. . 

I , 

Yt *as further stated (September 2012) b~ NPC][L that M/s. L&T was better placed to 
mebt the d~mand:ing delivery schedule of'June 2013 as per Master Control Network 

I . , . 
(MCN) of RAPP-8. Moreover, any firm other than· L&T would have to add or incur 

I I . . . 

additional cost of ~ two crore for transportation and packing . of partially manufactured 
nmfer sub-a~semblies of suspended TAPP-3 project lying at the Hazira compound of M/s. 
L8tT which was to be used for the proposed project. The additional financial implication 

I • I . 
of~ 5.93 crbretowards excise duty due on non-availment of fiscal benefit under FfP by 
NPCYL as pointed out by Audit would be considerably reduced, if the additional cost of 
~ tWo crorei that had to be incurred by firm other than L&T was .taken into consideration. 
Thb Ministry in its reply (November 2012) endorsed the view of the NPCYL. 

I 

Thb reply ofthe Management is not acceptable since the tendering process of NPCJIL in 
thd instant ~ase was in violation of the orders of the Hon'ble Supreme Court. f:urther, it . 
is 'ot dear ihow NPC][L without actually having gone in for~ompetitive bidding through 
public/limited tender, concluded (November 2010) that awarding contracno M/s L&T on 
nobnnationibasis for the said work would be more economical and technically acceptable 
fudn other fmns which had experience in. the field. The actual·· techno-commercial 
co~petitiv~ness of a company could have been discovered only by way of competitive 
biqding through publicfHmited tender. · 

I . 

A~dit also observed that though NPCYL selected M/s L&T on nomination basis on the 
pl~a that other firms would not be able to meet demanding delivery sc~edule of June 
20p as pe~ MCN, the delivery date was subsequently extended to April 2014 in favour 
ofM/sL&T. 

I 
I . 

~us, by a'farding contract on nomination basis without going infor competitive bidding 
pr0cess, N~CYL not only violated CVC instructions of July 2007 based on the judgement 
of ~~e Hon:ble Su~reme C?urt, but also. los~ the opportunity to avail refund of terminal 
excise duty as provJLded for m FfP resultmg m a loss of~· 5.93 crore. 

I 
I 

"' fwkrapar Atomic Power Proiect 3 I , :J 

I 

I 
I 
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CHAPTER II: MINISTRY OF CHEMICALS AND FERTILIZERS 

!Brahmaputra Cracker and Pol}mer Limite~ 

2.1 Assam Gas Cracker project 

2.1.1 Introduction 

The Government of India (Gol) approved (April 2006) the Assam Gas Cracker Project 
(AGCP) at an estimated project cost of ~ 5461 crore and Brahmaputra Cracker and 
Polymer LirrUted (BCPL, company) was formed (January 2007) for implementing the 
project with GAIL, Numaligarh Refinery Limited (NRL), Oil India Limited (OIL) and 
Government of Assam (GoA) as promoters 1• Due to non-availability of feedstock2 in 
required quali ty and quantity, the production capacity of the project as approved by Gol 
was 2.2 lakh TPA of ethylene, though found to be sub-optimal by representatives of some 
Ministries3 under Go I. During November 20 11 , the project cost was revised and 
approved by CCEA to ~ 8920 crore (including capital subsidy of ~ 4690 crore). An 
amount of~ 6032 crore has already been incurred for the project upto January, 2013 with 
physical completion of 88 per cent. Capital subsidy amounting to ~ 3702 crore was 
received by the company for this project from the Central Government upto January, 
2013. 

2.1.2 Auditfindings: 

2.1.3 Pre-project activities 

The pre-project activities of the project were not carried out efficiently and effectively 
which contributed to increase in the cost of the project which are discussed below: 

2.1.3.1 Site Location 

The project was originally proposed to be located at Tenhaghat village close to 
Duliajan (source of feed gas from OIL). T he Indian Air Force, however, did not give 
clearance for setting up the project at Tenhaghat as the same was close to Chabwa 
Air Force Station. Therefore, the site was changed (October 2000) to the present 
location at Lepetkata. As the selected site was located 50 km away from Duliajan 
and 45 km. from Lakwa, the project required an investment of~ 114.65 crore for 
transportation of gas through pipelines. It was also observed that the selected site 
was on an undulating terrain with a long stretch of low- lying area along the river 
bank which was also highly flood prone. It was observed that the site selection was 
made without any irutial topographical survey. The work for topographical survey 
and geotechnical soil investigation were awarded during November and December 
2007 respectively. An amount of~ 291.18 crore was estimated for development of 
such land and~ l 30.37crore had been incurred till January 2013. 

1 Sllareholding paltern- GAJL-70 per cent and OIL, NRL & GoA-10 per cent each 
2 Natural gas and naphtha 
3 MoCF, MoPNG etc 

3 



i . 
Management replied (February 2013) that alternative land closer to the source of 

J ! . . . . 

feedlstock was not indentified primarily for saving time of two to three years 
I ' . 

required foi land acquisition. 
I , I , 

Mkagemenfs contention for not identifying alternative land closer to the source of 
feeclstock iS not acceptable as there was delay of more than six years in acquisition 

I ' 

of fue enfue land· selected at Lepetkata. 
I ' 

2.1.!3.2 lw,sltbtUollfion of 1!1ldidillWnlflll glits processing fl!1ldlities lflllt lAkwlfll 
I , 

As fper the ;agreement with OIL (September 2007), BCPL would receive 60 lakh 
SqMD1 na~ral gas which would be processed in Gas Sweetening Unit (GSU)2 and 
Gas Processing Unit (GPU)3 to recover feed gas. The cost of both the plants was 
~ 4f9.19 crpre (GPU- ~ 418.08 crore and GSU - ~31.11 crore). There was also a 
profision iri the Detaliled Feasibility Report (DFR) for installation of another GSU and 
mopification ofthe existing LPG plant of GAIL at Lakwa to a GPU at an estimated 
cost of~ 250 crore for processing of 13.50 lakh SCMD gas from ONGC, Lakwa for 
recbvery oi feed gas. Hence, there was provision for two GSUs and two GPUs in 
twd different locations. Audit observed that the LPG plant of GAIL at Lakwa, 
corlnmssioJed in October 1998 with a capacity of 0.85 lakh 'fPA of LPG, was 
opJrated at 1a low capacity due to non-availability of adequate quantity and quality of 
gas! and was incurring huge losses. Therefore, the conversion of the existing LPG 
plapt of GAIL at Lakwa to a GPU and installation of new GSU could have been 
avoided. · 

Mkagement stated (February 2013) that it was decided (March 1997) by the 
I 

Cabinet to transfer the Lakwa plant of GAIL to the project. 
I . . 

It ~as further observed that though Gol had decided to transfer the LPG plant to the 
prdject at ~ price to be deternrined by an independent agency, no independent 
ag~ncy was, appointed to settle the price. 

'fh~ transfer of such loss making plant to the project would impact the economic 
viapility of:the project. 

2.1i.l3 Defi~iency in prreplflllflfllllion of DFJR 

En~ineers lhdia Ltd. cElL) prepared (December 2004) the Detailed' Feasibility Report 
(DFR) on the basis of the scope of·work and information provided by GAIL· (major 
prdmoter) tith an estimated project cost of ~ 3996 crore and scheduled completion 

I . . . . 

perjod of qO months. The project cost was subsequently revised {August 2005) by ElL 
and approv~d by CCEA at~ 5461 crore. ElL prepared the DFR in accordance with the 
infbrmationi provided by GAlL. It was noticed that though Front End Engineering Design 
CFEEDt shbuld have been prepared first to arrive at an accurate cost estimate, no such 
FEED prepfuoation was envisaged by GAlL. The DFR was prepared without pre-selection 
of required: teehnology and licensor for the project. The cost of the project was also 

I skndard C~bic Metre per Day 
2 Gas Sweetening Unit reduces the carbon dioxide from the feed gas before sending the same to 
do'wnstream Gas Processing Unit. 

3 E~lume/ !Pro~ane (CJ!C3) is recovered in the Gas !Processing Unit (GPU) a,",_d thereafter fed in the gas 
cracker plant. · 

4 R.Jbust plimhing and design early in a project's lifecycle at a time when the ability to influence changes 
in !design is ~elatively high and the cost to make those changes is relatively low. 

I , 
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estimated on the basis of in-house data with EXL avaHable without considering the non
standard capacity/si~e of the plant . Therefore, the DFR again had to be revised in 
December 2011 by E]L with an upward revision of project cost to~ 8920 crore. About 41 
per cent of the incrdase in project cost (~ 1412 crore) was due to changes in scope of 
work and engineerink design etc. which were not envisaged in the original DFR. The 
standing committee constituted 1 to look into the cost and time overrun in respect of 
AGCP also observdd (May 20U) that the DFR did not factor in the necessary 
technological/ engindering and utilities/ power requirement. 

While accepting the Jbove (February 2013) the management reply was however, silent on 
not providing the ne~essary information for detailed engineering by GAIL to ElL at the 
time of preparation of DFR. 

2.1.4 JPmject Exec~tion 
I 

The project was oqginally scheduled to be completed by April 2012. The project 
commissioning date has been revised to December 2013. The delay was mainly attributed 
to the following: j 

2.1.4.1A.ppoilntmel!llt of EJPMC 

Appointment of EJgineering, Procurement and Monitoring Consultant (EJPMC) is 
the first step in exebuting a project. As per the DFR finalised (December 2004) by 
ElL, the appointm~nt of EPMC should have been made 12 months prior to the 
project zero date. 1jhe CCEA approval for tile project was obtained in April 2006. 
The zero date of the project was considered as April 20072

. It was, however, 
observed that the cbmpany initiated steps for award of contract for EPMC only in 

I 
February 2007 and ~IL was appointed as EPMC on nomination basis in September 
2007 i.e. after a delfiY of 17 months from the date envisaged in the DFR/approval of 
the project, w~ich ful rther attributed to the overall dday in identification of licensor 
proJect executiOn. 

It was further obseryed that fees of ElL as EPMC was fixed in September 2007 at an 
initial amount of ~~257 crore on actual cost reimbursable basis with a ceiling in 
ut:i.Hsation of man hours instead of on a lump-sum basis which was against the 
standard industry practice of fixation of EPMC fees on lumpsum basis. Thus, the fees of 

I 

EPMC increased with the delay in execution of the project to ~ 464 crore. 

2.1A.2Fimdizatiol!lll of licensor 

As per the revised DFR, aU pre-project activities induding selection of licensor for 
availability of basib engineering process package was to be completed before the 

I 

zero date (April 2007) of the project. However, it was observed that after three 
months of appointn:ient (September 2007) of the EPMC, the tender for selection of 
Ethylene Cracker Uhlt licensor (ECU) was floated (December 2007) and the price bids 
were opened after bight months of floating the tender. After opening the price bid, 
another month was taken to evaluate the bids and to place the same before the Board of 
Directors. Due to thb high price bids, the Board decided (October 2008) on retendering. 
The same was re-flbated (October 2008), bids were opened (December 2008) and the 

I 
1 Under the chairmansAip of JS(PC) Deptt. of Chemicals & Petrochemicals with the representatives of 
Planning commission, Deptt. of Expenditure and Ministry of Statistics & programme ffmplementation 

2 Laying of foundation ~tone 
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wmk was awarded to M/s. Lummus Technology, USA in January 2009. The detailed 
agr~ement cdmprising terms and conditions was finalised in May 2009 and the process 
package for· Ethylene Cracker Unit (ECU) was received in November 2009 from the 
lice~sor which resulted in delay of project activities by more than two years from the zero 
date. 

I 

M~agement stated (February 2013) that the delay in finalization of licensor was due to 
sub.:.optimal capacity of the plant on account of feedstock constraints. 

2.1.5 Feasibility of Assam Gas Cracker Project 

Goi; recommended (June 1990) for setting up a petrochemical complex with a capacity of 
3 lakh TP A of ethylene with natural gas available in Assam through OIL and ONGC. A 
new company 'Reliance Assam Petrochemicals Ltd1 (RAPL)' was incorporated (October 
1994) for implementation of the project. However, as the issues relating to availability of 
adequate gas and its price were not resolved between RAPL and Gol, the project 
remained a ?-On-starter. Due to declining quality of gas, the extraction. of ethylene was 
als9 declining and the available gas Was sufficient to produce 1.58 lakh TPA of ethylene. 
Since, RAPL was reluctant for the project below 2 lakh TPA due to its sub-optimal size, 
Gol decided (February 2003) that GAIL would examine the feasibility of tiling up the 
project on its own. After examining the feasibility, GAIL intimated (July 2004) that it 
would implement AGCP based on the available gas in Assam and for ~chieving economy 
of s~ale, it proposed to set up an additional naphtha cracker plant by sourcing 1.60 lakh 
TP 4 of naphtha from NRL to produce 2.2 lakh TPA of ethylene. 

PIB recommended (September 2005) the proposed project to the CCEA for consideration 
of approval which was approved (April 2006) with a capital outlay of ~ 5461 crore · 
including capital subsidy of ~ · 2138 crore. Subsequently, Brahmaputra Cracker and 
Pol~mer Linllted (company) was formed (January 2007) for implementing the project 
with GAIL as major promoter. As already mentioned project cost was subsequently 
revised and approved (November 2011) by CCEA to~ 8920 crore. 

Audit observed the following: 
I • ·-
\. 

o 1 
· The required feed gas was not available due to which the size of the plant was 

a I 

sub-optimal (2.2 lakh TPA of ethylene) which was lower than the minimum 
economic capacity (3 lakh TPA) for petrochemical industry as considered by Gol 
in the year 1989. 

Maxi,mum capacity of AGCP would be limited to 1.93 lakh2 TPA of ethylene 
only which even was beiow than the projected capacity (2.2lakh TPA). 

The price of the feed stock has been considered much lower than the market price. 

The ;matter was reported to the Ministry in March 2013; their reply wa:s awaited (March 
2013). 

1 Shdreholding1 pattern of 11 per cent by AIDC, 40 per cent by Reliance Industries Ltd (RIL) and 
rettwining 49per cent by public. . · · 

2 I ', . • . 

01£- 1.30 kikh TPA and ONGC- 0.15 lakh TPA and naphtha would generate 0.48 lakh TPA of 
ethylene. 
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[~ ___ c_HA_ PT_ ER_ II_I _: MI_N_I_s_T_R_Y_O_F_C_IV_ IL_A_V_IA_T_I_O_N __ ___.] 

!Airports Authority of Indial 

3.1 Land Management 

3.1.1 Introduction 

The Airports Authority of India (AAI) came into existence on 1 April 1995 with the 
merger of International Airports Authority of India (IAAI) and the National Airports 
Authority (NAA) with the enactment of the Airports Authority of India Act 1994. The 
AAI manages 1221 airports and is vested with 52868.36 acres of land spread across 
country a on 3 1 March 20 12. Airport operations involve activit ies on air side as well as 
city s ide. On the air side, land is required for creation of runways, taxiways, aprons, 
hangars, perimeter roads, control towers, while on city side land is required for 
construction/development of terminal bui lding, car parking, approach roads, development 
of space to be allotted to various concessionaires, etc. 

The scope of the audit was limited to examination of records available at the five 
Regional Offices2 of AAI and at its Corporate Office for three years from 01.04.2009 to 
31.03.20 12. Detailed scrutiny of land records was a lso carried out at 133 selected airports. 
Audit reviewed the records relating to management of land, land acquisition, 
maintenance of land records, safeguarding of land , finali sation of land lease policy, 
execution of lease agreements and utilisation of available land for optimum revenue 
generation at the said offices. 

3.1.2 Audit Findings 

3.1.2.1 Planning 

The requirement of land at a particular airport is dependent upon factors such as types of 
aircraft proposed to be operated, topological conditions of airport, future expansion plans, 
requirement for airport licensing authority, leas ing of land to various parties for 
aeronautical/non-aeronautical operations, International Civil Aviation Organization 
(ICAO) guideli nes etc. For an agency like AAI, a 'Master Plan' is expected to set out the 
plans for the development of airport area covering aeronautical and non-aeronautical 
services, which would be updated depend ing upon the requirement of each airport. 
However, Audit observed that master plans were available, in piecemeal, only for 74 out 
of 122 airports. 

(a) Land Manual 

The AAI established in the year 2000, a Directorate of Land Management at Corporate 
Headquarters (CHQ) to ensure availability of ownership documents, proper land records 
management, to prevent encroachments, form ulate and implement land lease policy in 

1 Domestic and international Airports- 96, , Civil Enclaves - 26 
2 Eastem, North-east, North em , Southern and Westem Regional offices 
3Amritsar, Hyderabad, Jammu, }aipur, }ulw, Leh, Lucknow, Pant Nagar, Safdarjung, Srinagar, Tirupati, 

Varanasi, and Visakhapatnam 
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case· df commercial utilization of available land,. etc .. However, AAI did not prepare a 
manuM so that these important issues cou1d be addressed on regular basis, uniformly 
throughout the :organisation. · · 

I , . . . 
Management stated (March 2012) that the draft Land Manual has been prepared and was 
ready I for circulation. However, the Land Manual was yet to be approved (October 
2012)! 

I 

(b) I Cam:ellation of allotted land 
I , • 

Ministry of Urban Development (MoUD) allotted 2.0524 acres of land at Vasant Vihar, 
I , 

New Delhi (J~ly 1985) to AAI for construction of residential quarters in lieu of AAI's 
land ih the re~idential area in Lodhi Estate. While AAI took possession of the land in 
March 1987, as per the terms and conditions of allotment, it wasrequired to complete the 
constfction o~ the building within two years from the date of taking over possession. In 
spite 0f this stipulation, AAI neither put the land to use/made any plans for utilization of 
this l~d nor ~ought extension of time from the Delhi Development Authority (DDA). 
Resul}antly, ~oUD cancelled (September 2002) allotment to AAI. . 

Though AAI raised the issue with Committee of Disputes (COD); the COD confirmed 
(August 2009), the lapses on the. part of AAI in not constructing residential quarters in 
time 1and not seeking extension of time for almost 17 years. Though the COD 
recorr{mended~reconsideration of the .issue by the Secretary MoUD and also advised to 
see whether alternative suitable land could be allotted to AAI, as of March 2012, no land I . . . . . . 
had been allotted to AAI by MoUD. . 

I . 

Manakement while accepting the facts, stated (March 2012) that MoUD was to give 
alternate land to AAI as advised by COD for amicable settlement ofthe issue. Thus, due 
to nob-complifince of the terms and conditions of allotment, AAI lost 2.0524 acres of 
primelland at Vasant Vihar, New Delhi. .. . 

(c) 1 Nmz-u~lization of Begumpet Airpmrt at Hyderabad :, ·. . 
I . ! . • 

The cbmmercial operations of Begumpet Airport, Hyderabad (with an area of .7,90 acres 
of laJd) were ~hifted to the new greenfield airport constructed at Shamshabad· hi March 
2008.1 AAI incurred an expenditure of~ 2.18 crore during.2009 to 2012 on maintenance 
of the; airport. lfhe revenue earned in the preceding three years by AAI before •shifting to 
new airport was as follows: 

. • I 

i ~ 135.49 crore ~ 225~56 crore ~ 22221 crore 

AAI tlecided (April 2008) to utilize the existing infrastructure for establishing Civil 
Aviation Trai~ing Centre (CATC), creation and expansion of Maintenance, Repair and 
Overhaul (MRO) facilities, establishment of high speed rail link to Hyderabad 
futern:ational A.irPort, establishment of convention centre and conducting Aviation Expos, 
facilities for gyneral aviation aircraft, oth~r services and usage for aeronautical purposes. 

H waJ observ~d that only a 'Civil Aviation Training Centre' was created for organizing 
ATC (training,! air shows and the airport was being used for general aviation purposes. 
While the proposals of high speed rail link. was kept in abeyance by the Government of 
Anclhta PradeSh, proposal for MRO facility could not materialize and tendering was yet 
to coriunence Webruary 2013) in respect ofwork relating to Convention Centre. 

I ' 

I 
I 
I 
I 
I 
I 

! 
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Therefore, an airport with 790 acres of land in a prime locality of Hyderabad, which was 
generating revenucis of about ~ 200 crore per year was only being partially utilized. 
Management replidd (March 2012) that the proposal to further utiHze the existing space 
was under active c~nsideration. It was however noted in Audit that no concrete plan has 

I 

emerged to utilize the existing land at Hyderabad airport. 

3.1.2.2 illegal m:cJpatimm of space in excess of allotment 

AAI issued instruc~ions (May 2007) to aU Airport Directors to periodically inspect and 
measure the land ~llotted to the various allotteesllessees at particular· airports so as to 
ensure that no additional land has been occupied by the allottees/lessees other than. the 

I . 

land actually allotted to them. · 

In the following cakes test checked in Audit it was observed that the Directorate of Land 
Management did rlot take appropriate steps for removal of unauthorised occupants of 
excess area: I 

3.1.2.3 Excess occupation of umd by private parties 

(a) Fly Tech Ahation Limited (Fly Tech) at Nadirgul was allotted a hanger space of 
465 sqm for a period of 3 years from 01-3-1996 to 28-02-1999 with a license fee of 

I 

~ 2345 per month. The above lease was extended upto 28-02-2002 and thereafter no lease 
was granted in favbur of the agency. The agency continued with the occupation of the 
said hangar. In adaition, Fly Tech was also occupying land measuring 12132.69 sqm 
iUegally. AAI initiated proceedings in 4001 under Public Premises (Eviction. of 
unauthorised occu~ants) Act 1971 and issued eviction orders in April 2006 which were 
confmned by the High Court of Andhra Pradesh in July 2009. AM claimed~ 27 crore as 

I . . 

damages up to July Q.O 10 from the agency. 

Audit observed that though the eviction prder issued in April 2006 was confmned by the 
High Court of Anqhra Pradesh, the AAI, on the request (September 2009) of the party, 
appointed a Conciliator in December 2009 to settle the dispute between the parties. This 
led to further litigation which was still pending resulting in non-realization of damages of 

I 
~ 27.37 crore (Marfh 2012). 

Management stated (March 2012) that the findings of conciliator appointed (December 
2009) were not accfptab1e to AAI as the amount offered by the agency to AAI was very 
less as compared t0 the amount claimed. On the request of AAI, a panel of two former 
judges of High Cohrt has been appointed to examine the issue. The report of the panel 
was awaited. I 
The fact remained that AAI did not take timely action even after issue ofeviction orders 
in 2006 and confinPation of the same by the High Court of Andhni Pradesh and M/s Fly 
Tech continued with occupation of the land. 

(lbl) M/s Indam~r & Company was ,allotted a hangar measuring 1247.96 sqm in 
·January 1954 at Juhu Aerodrome by Director General of Civil Aviation (DGCA) and an 
agreement was exebuted. Though AM increased the rate of license fee from time to time, 
M/s. fudamer dis~uted the enhanced rate and continued to pay at 1996 rates. AAI 
initiated eviction ari.d recovery proceedings under PPE Act 1971 in December 2001. . The 
Estate Officer clos~d the case on 28 July 2004 and matter was reserved for pronouncing 
the judgment, but till date the same has not been pronounced. 

9 
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AAJ[ eonstitutf(d a committee in October 2010 and again in March 2011 to negotiate but 
the ~atter was still unresolved. This led to non recovery of~ 12.86 crore (March 2012) . 
outsdnding fiom Mls Indamer while unauthorized. occupation of hanger continued 
witho~t any vaiid. agreement. 

I . 

(c) : AAI ru~otted an area of 3252.79 sqm to M/s MESCO Airlines in April1993 for 15 
years I for construction of hangar at Juhu Airport. The party defaulted in payment of 
license fee anq royalty since November 1997. On initiation of proceedings by AAJ[ under 
the Nblic Preinises (Eviction of Unauthorised Occupants) Act, 1971 'the party moved the 

I ., . . • . 

High 
1

Court oftBombay. . 

In co~pliance; with the order of the High Court (January 2003), AAJ[ appointed an 
arbitrator (February 2003). The arbitrator gave award (August 2008) in favour of AAJ[ 

'· I . . . 

and d~ected MESCO to pay~ 1.27 crore towards license fee to AAI,. Accordingly, M/s 
MESCO paid :the same to AAI. While reviewing the statement of assessment, collection 
and dutstanding dues in respect of MESCO, submitted (June 2008) by AAJ[ to the 
Arbittator, AAI noticed (June 2011) that a sum of ~ 1.20"'· crore.,recoverable from 

I , 

MESCO was not included in the statement. Apart from the above an amount of ~ 2.06 
crore,l towards!interest for delayed payments was also not included by AAJ[ in its claim. 

ManJgement stated (March 2012) that the total outstanding amount due from the party 
was under examination. Audit, however, observed that the management did not take any 
concr~te actio~ either to finalise and recover the amolllnts due or to fix responsibility for 
the lapse in supmitting an incorrect statement to the arbitrator. 

3.1.2.~ Excess occupatiol!U, of ltmd by Gowemmel!U,t Agel!U,des I PSUs 
I , 

(a) ! AAI allotted (December 1995) land measuring2017.60 sqm to M/s Mysore Srues 
futerrlational Limited (MS:n:L) for air cargo complex at Bangruore Airport for a period of 
five ~ears. MS][L als? occupied 547.8 sqm of adjacent land un~uthorisedly. ~er expiry 
of a~eement, AM d1d not renew the agreement and MS]L contmued occupymg the total 
land tP.easuring 2565.4 acres without paying any license fee. ' 

I . 

To settle the issue, AAJ[ decided (August 2009) to charge 50 per cent of applicable rate of 
licen~e fee an~ entered into. (February 2010) another agreement with the party for the 
perio~ from 18 January 2001 to 31 March 2010. Even ~ter conclusion of agreement at 
reduced rate, Ws MS]L neither deared its. outstanding dues nor paid currrent lease rentals 
and ~as in un,authorized occupation of the space (March 2012). Efforts, made by AAJ[ 

for g~tting the! space vacated and to realise dues amounting to ~ 2.63 crore (March 2012) 
from MS:n:L, were not found em record. I , . . . 

Management ~tated (March 2012) that AAJ[ was contemplating legal actioinl eviction · 
proceeding against the party. Audit, however, noticed that 1;10 legru action, either to. evict 
or rea[ize the dues, was initiated against the party till October 2012. · 

(ll>) I BSF w~s in unauthorized occupation of Hangar No. 3 measm1i:Ig·:f.285.10 sqm.at · 
Safdapung airPort since. January 2005. AAJ[ c!~cided (January 2012); ~f$out realization 
of dues or an agreement for payment of dues frpm January 2005, to allot Hangar No.3 for 

'1,1 ., . ·,. . ···, 

,.· 
. , ; "'-',_,_· ,i 

I I - ~- ·-.. :··'· ·.'., . i v :._·I> 

"' (i) ~ 0. 76 cror~ considered as received, though the sam,tt, w~s: lJ'OI ~-~~ted ·to· the period of claim (ii) 
Instead of showing an amount of ~ 0.28 crore ·as opef~ing balance of license fee dues amount was 
sho~n as NfflL(iii) Amount of license fee billed shown lesser by" ('o.J6 crore. · 

I . . . 

I 
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a period of five years or upto the date of construction of hangar on the land to be allotted 
to BSF. Later on AA.I had withdrawn (November 2012) aUotment of above Hangar from 
BSF and aHotted the I same to Strategic Forces Command. 

Failure to enter into agreement or to realize the dues even at prevailing rates for a period 
of seven years resu1ied in revenue loss of~ 3.45 crore(January 2005 to March 2012) to 
AAL . I . . 

3.1.2.5 Maintenance of land records and safeguarding~~ land · 

The ownership of lbd is determined as per . the · tecords available with the revenue 
authorities of the cbncemed . State. It is, th~refore, essential tha~ all land ownership 
records are availablel properly maintained and updated at aU the airports. Further the land · 
available should ~lso be properly safegriarded from encroachments by timely 
construction of bouAdacy wall. The Land Management Department was responsible to 
liaise with the authdrities concerned to obtain the land ownership documents, wherever 

·•·I 
these were not available. 

I 
3.1.2.6 umd Records 

In view of discrepanbies between AAI land records and revenue records of the respective 
State Governments, ~s also difference in the land records maintained at various levels of 
AAI itself, AAI ins~cted (September 2007) all Airport Directors to take corrective steps 
for reconciliation and up-dation of records at aU the Airports. . . 

Audit scrutiny of rebords of 37455.729 acres land, (i.e. 70.85 per cent of total land of 
52868.36 acres) rev~aled that 14053.202 acres land was not mutated"" in the name of AM 

(March 2012). I .· . 

A test check of records at the following airports revealed discrepancies in the land 
records maintained ~nd land under actual possession as on 31.3.2012, as shown in the 
table below: 

(Land in acres) 
Nan[Jtlle ~j[ 

I 

As mn 3:1.3.2QH2 Diifferellllce 
§tatiimn 

lLannd lhlelld as pelt" AAli ACJtu:nan llatiOldl u:nnndler 
I 

]!ll~ssessiimn Jrec~Jrdls 

Amritsar I 1008.000 975.000 (-)33.00 
Dehradun I 250.080 326.420 76.34 
Goa I 48.495 54.770 6.275 
Jammu I 129.210 134.500 5.29 
Varanasi I 1120.202 632.770 (-)487.43 

I 

AAI stated (March 2012) that necessary instructions had been issued to the concerned 
officers to complete the land records at all airports. 

Audit scrutiny furthdr revealed that due to discrepancy in the ownership records AAl had 
to forgo possessio~ bf 7341 sqm of land at Lucknow Airport without any compensation. 
National Highways ~Authority of India (NHAJ[) approached (January 2001) AAI for 

I . 
"' The process of recording of land owners name as per the title in the records of State Government 

revenue authority 

I 
i -
I 

I 

I -
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transfer of 5600 sqm of land for construction of by pass at Lucknow Airport on payment 
basis a long with transfer of ownership. Although, as per AAI records the said piece of 
land was in their possession, ownership of land in the land records continued in the name 
of Defence Authorities, as it was not mutated in the name of AAI. 

In March 2003, NHAI wi thout any consent/permission of AAI broke the boundary wall 
of the above stated land and construc ted the road on the said land. The tota l land used by 
NHAI for construction of road was 734 1 sqm for which NHAI had shown its willingness 
to pay the compensation. However, in absence of proper documents AAI could not 
establish its ownership on thi s land and the matte r was still unresolved. 

Management stated (March 20 12) that the matter would be taken up further with NHAI. 

3.1.2.7 Boundary Wall 

AAI issued (March 2000) instructions for construction of boundary walls immediately 
after demarcation of land boundaries at all airports for safeguarding of AAI land from 
encroachment by local habitants.' 

Audit scruti ny revealed that even after lapse of more than ten years, construction of 
boundary wall at five a irports namely Lucknow, Aurangabad, Balurghat, Jharsuguda and 
Warangal was not completed due to non-demarcation of land, non-availability of clear 
site, obstruction by local habitants etc. 

Management stated (March 20 12) that necessary instructions for securing the land by 
construction of compound wall/security fencing to avoid encroachment had been issued 
to the Airports/Regional Headquarters. 

3.1.2.8 Encroachment 

The area under encroachment from March 2009 to March 2012 is shown in the chart 
given below: 

1200 
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b 100 

< 
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2001-09 
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.A 
111.44 

2011· 12 

Audit scrutiny revealed that due to encroachment of land, creation o f various facilities at 
airports was delayed or deferred as discussed ·under: 

(a ) The work re lating to the Construction of Fire Station (Cat-IX) and Emergency 
Medical Centre was awarded in August 2008 at Lucknow Airport. The same could not 
commence as the AAI was not able to provide encumbrance free land at the proposed site 
which was encroached by local villagers. As a result, the work awarded at a cost of 
~ 9.08 crore was foreclosed in August 2009. 
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Management 'in their reply (March 2012) stated that Engineering Department had been 
requested to ensure lari.d free ofencroachment for future constructions. However, the fact 
remained that the frrb station and emergency medical centre required could not be 

I constructed due to encroachment. 
I 

(lb) AAI paid~ 1.25 crore in May 1994 to the Government of Andhra Pradesh for 
. rehabilitation and evidtion of private parties from the encroached land of 96.06 acres at 
Hyderabad airport. Hdwever, as no action was taken by the State Government, therefore, 
AAI demanded (Augbst 2007) refund of its· amount after a lapse of 13 years. It was 
observed in audit thatlneither were the encroachments removed nor was the AAI able to 
realize the outstanding amount (October 2012). 

Management stated c¥arch 201_2) that the issue of removal of encroachment I realization 
of money would be taken up with the State Government 

((!!) The CAT-II Jghting facility, required by ICAO to enable the aircrafts to land 
during low visibility, tvas provided at Lucknow and Amritsar Airports at a cost of~ 5.18 
crore and~ 5.31 crord respectively during 2004 and 2008. However, the same could not 

I 
be operationalised till February 2011 and November 20H, respectively, due to non-
avaHability of encumHrance free land. 

Management in their lreply (March 2012) stated that Engineering Department had been 
requested to ensure lbd free of encroachment for future constructions. It was further 
intimated that the entroachment at Lucknow was mainly on account of relocation of 

I 

Mosque/Temple which took considerable time. At Amritsar Airport the delay was due to 
the requirement for decution of ORP/Blast Fence by Defence. 

The reply was not acbeptable as failure of management to make available encumbrance 
free land led to non-iristallation of CAT -II Hghting procured at a cost of~ 10.49 crore. 

3.1.2.9 Lapses i110, rmlwal /executio110, of agreeme110,ts . 

Audit scrutiny of kasl agreements revealed the foHowing deficiencies: 

3.1.2.10 Agreemmt 4w~ Public Sector Ul/O,dertakil/O,gs/Govt. Deparlm(mts 

(S~) Pawan Hans Helicopters Limited (PHHL) was required to pay lease rent at the 
prevailing rates1 for jthe land and hangar spaces occupied under different agreements 
entered with AAI at Juhu, Safdarjung, Rajahmundry and Guwahati airports. 

Instead of paying leaJe rent at prevailing rates, PHHL however, paid lease rentals at pre
revised rates2 on the bound that the rates demanded by AAI were excessive. 

To resolve the issue, MoCA appointed an arbitrator who gave the award in May 2003. 
As per the award, the PHHL was required to pay lease 'rent at pre-revised rates, during the . 
period up to March 2005 for Safdarjung, June 2007 for Rajahmundry, March 2008 for 
Guwahati and March i2009 for Juhu. Thereafter,. license fee was required to be paid as per 
rates approved by the Board of AAI. 

1 Juhu- f'660!-per squa~e meter per annu,;, ( psmpa), Safdarjung- f'240/- psmpafor land and f' 1001-
. psmpm for hanger, Raj~hmundry - r 9 psmpa for land and f' 78/d psmpa for hanger and Guwahati -

(1510/d psmpafor hanter 
2 Juhu - f' 3301- psmpa, Safdarjung -f' 85/d psmpa for land and r 301- psmpm for hanger, 

Rajahmundry- f'9 psmpa for land and Guwahati - f' 1200/- psmpa for hanger 
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Audit, howeyer, observed that AAI did not get fresh agreements si~ed"-with PHHL, 
incotporating a clause for charging licen.se fee at applicable rates with effect'from April 

I . '· ' ' 
200~ (Safdarjung), April 2008 (Guwahati) and Apri~ 2009 (Juhu). As '-.regards 
Rajahmundry airport, PHHL had signed revised agreement with AAI and was paying 
leasJ rent at rates as per the award. Consequently non-payment of dues as per arbitration 
awafd resulted'in dues amounting to~ 16.83 crore as on March 2012. However, as the 
issu~ was not resolved an arbitrator was again appointed (July 2012) by MoCA and 
awru;d was awaited (October 2012). 

(b) \ AAI 'ras having long pending disputes with Air India (erstwhile Indian Airlines) 
relating to lisense fee for the space allotted to them. MoCA appointed (February· 2005) 
an atbitrator ! to adjudicate on the outstanding dues/issues. The arbitration award \vas 
pronbunced ih February 2009. As per the award, payment of license fee in respect ~f '. 

I ' 
lancLjspace allotted by AAI to Air India· at International Airports· Division (lAD) airports 
and National! Airports ·Division (NAD) airports should follow the Brahma Award and 
accotdingly adhere to 25 per cent hike every 3 years w.e.f.: 1.04.2001 at IAD airports and 
15 p~r cent hike every three years was to be adhered as per the agreement at NAD 
. I arrpqrts. 

I 
Audit observed that the AAI was not able to realise the dues as per the arbitration award 
resulting in outstanding dues of~ 161.16 crore as on 30 September2012. 

i ' . 

(c) 1 · AAI l~ased out (February 2005) land measuring 6766 sqm to NHAI for temporary 
traffic diversion during-the construction of Highway at NH-~, Mahipalpur, New Delhi for 
a period of six months which was later on increased for :one more year i.e. upto July 
20061. However, during joint survey conducted in June 2010, and subsequently in August 
2012l the aforesaid land was found in occupation of NHA1 without any renewal of the 

I • . . 

agreement or! payment of hcence fee. Consequently, .an :amount of~ 4.43 crore was 
outstbding forthe period from August 2006 to March 2012. 

I • 
I 

The AAI Hea~quarters instructed (January 2013) it's Regional Headquarters (NR) to take 
up mktter with NHAI. · 

I I .· . . 

(d) f At the:.five1 airports test checked, Central Public Works Department (CPWD) was 
found occupying land measuring 27416.88 sqm., without p~yilng any license fee. Though 
efforts were . made by AAI from time to time (through erstwhile National Airport 
Authbrity and! International Airports· Authority of India) to 1;ealise outstanding amount of 
licen~e fee or to get the land vacated, they could not succeed. Presently, as no agreement 
exist~ between AAI and CPWD for charging license fee at prevailing rates, the AAI was 
unab~e to enfotce license fee amounting to~ 8.29 crore2 (March 2012). 

I . . . , 
Man1g.ement ~t~ted (March 2012) that the recovery oflong pending license fee was not 
becommg possible. Management reply was not acceptable because as per AAI' s 
ratio~alized p~licy (2008) Government Departments were to be charged at 50 per cent of 
the Pfevailing:rate. The AAI, however, neither applied the above policy to CPWD nor 
contemplated action to get the land vacated. 

I , 
I , 
I I . 

1 Amritsar (8766.8 sqm), ]aipur (4047.0 sqm), Lucknow (3949.8 sqm), Srinagar (5823.0 sqm) and ·. 
I . . 

Vislifkhapatnqm (4830.28 sqm) • . . 
2 Amritsar- ('J.OO crore (1995 to 2012), ]aipur- ('2.08 crore (till March2012), Lucknow- {0.97 crore 
(till 'farch 20i2), Srinagar ~ { 0.82 crore (2008 to 2012) and Vis~khapatnam - {3.42 crore (till 
Octo,er 2012) · · 

I 
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(e) A plot of land measuring 4645.15 Sqm was allotted to CGHS at Hyderabad 
Airport for construcl

1

tion of dispensary on payment of license fee @~ 1 per annum for a 
period of W years with effect from 03 February 1981 to 02 February 1991. CGHS 
disputed revisions made by AAI in license fee for subsequent periods. 

To resolve the issueJ the Board of AAI accorded (September 2008) ex-post facto approval 
for renewal of leas~ for the period 03-02-1991 to 31-3-2008. The Board also approved 
extension of lease fbr further period from April 2008 to March 2011 subject to settling 
the outstanding due~. 
Management stated !(March 2012) that the Board of AAI approved the lease for further 
period from April ¥008 to March 2011 subject to payment of the outstanding dues. 
Accordingly, CGHS had deared the outstanding up to 31 March 2008. Management's 
reply was not accep~able as no agreement for the land under occupation was executed and 
the dues for subkequent period were not paid by CGHS. Consequently, of 
~ 3.29 Crore (upto March 2012) was outstanding against CGHS. 

I 

3.1.2.11 J/Jenefit to 1rivate Party at lllaipur ami lllam:hi Aiuports 

AAI decided (August, 2005) to charge license fee at the prevailing rate for aHotment ·of 
land to contractors bngaged in construction work at airports. Thereafter, in July 2008 a 
technical instructio~ (No.18) was issued in this respect. fu contravention of above 
instructions the tender documents relating to the work for construction of new terminal 
building at Raipur ~nd Ranchi airports were issued in June 2008 and October 2008, 
respectively, specitYing that the contractor would be allotted land within the airport 
premises in non-op:erational .area for installation of plant & machinery, storing and 
stacking of materials at a nominal license fee of~ 1 per annum. M/s KMB-ERA (JV) and 
M/s Ahluwalia Con~racts (India) Ltd. were awarded contracts in September 2008 and 
January 2009 for construction of new terminal buildings at Raipur and Ranchl 
respectively. 

AAI allotted a total area of land measuring 3984 sqm and 36781 sqm to the contractors at 
Raipur and Ranchi ~arts, respectively, at a license fee of only~ 1 per annum, instead 
of the prevailing Hcbnse fee. The above resulted in loss on account of non-recovery of 
license fee of~ 2.38jcrore (upto March 2012). 

3.13 Compensation pending with Govemment Department/Statutory Corpomtion 

3.13.1 Indian Nav) 

In compliance with ~he, sanction (January 1986) of Government of fudia to transfer the 
civil aerodrome at '-'ishakhapatnam for the use of Indian Navy, the AAI handed over 
(June 1987) land mdasuring 794.70 acres and structures thereon to the fudian Navy. AAI 
raised (July 1991) ~ claim of ~ 174 crore on Indian Navy, towards cost of land and 
structures of the aerlodrome. The amount was payable within one mo.nth failing which 
naval authorities wete liable to pay interest at the rate of 12 per cent per annum on the 
amount I 

AAI took up (January 2001) the issue with Ministry of Defence after lapse of 13 years. 
Thereafter, AAI soJght (December 2004 and January 2010) permission from MaCA to 
refer the case to the Committee on Disputes (CoD) to which MoCA did not respond. 

Management stated (March 2012) that the issue would be taken up with the naval 
authorities. 
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3.1.3.2 National Highways Authority of India 

AAI transferred (2006) land measuring 3881.40 sqm to National Highways Authority of 
India (NHAI) for construction of fly-over in front of Chennai airport and raised (January 
2008) a demand for ~ 7.11 crore on NHAI. The amount remained unrealized even after 
lapse of 6 years. 

Management stated (March 2012) that matter would be taken up further with NHAI. 

Conclusion 

The Land Management Department was responsible to keep proper record and to 
establish ownership of land vested with AAI. Audit however observed that the above 
department could not fully achieve the objectives for which it was created. Out of 
37455.729 acres of land test checked in Audit, 14053.202 acres of land was not 
mutated in the name of AAI. Further, 888.44 acres of land was under encroachment 
(March 2012) due to which AAI had to defer creation I operationalisation of certain 
facilities as detailed above. 

A number of agencies were unauthorisedly occupying land at various airports. 
However, in absence of agreements with the parties AAI was unable to realise 
license fee I lease rent due. 

Recommendations 
);;> Immediate steps need to be taken to ensure availability of complete land records 

in the name of AAI. 
);;> Efforts should be made to remove the unauthorized occupation and 

encroachments. 
);;> Efforts should be made to recover outstanding dues from defaulters. 

The matter was reported to Lhe Ministry in December 2012; their reply was awaited 
(March 20 13). 

3.2 Loss of revenue 

Loss of revenue of ~ 6.22 crore due to non-realisation of its due share by AAI in the 
electricity charges collected by DIAL from the concessionaires in excess of per unit 
rate charged by the service provider i.e. BSES Limited 

Airports Authority of India (AAI), in the capacity of state promoter, signed Operation, 
Management & Development Agreement (OMDA) with Delhi International Airport 
Private Limited (DIAL) , a Joint Venture Company (JVC), on 04 April 2006 and handed 
over Indira Gandhi International (IGI) Airport, Delhi to DIAL on 03 May 2006 on 'as is 
where is' basis As per OMDA, DIAL was required to operate and maintain IGI Airport at 
Delhi initially for 30 years, which was further extendable for another 30 years, on 
payment of upfront fee of~ 150 crore and an Annual Fee in the form of revenue share of 
45.99 per cent of revenue of DIAL for the year. In order to ensure credit of revenue share 
accruing to AAI, OMDA provided for appointment of an Independent Auditor by AAI in 
consultation with DIAL. The revenue share was to be calculated on the basis of quarterly 
revenue of DIAL as certified by the said Independent Auditor. 

Clause 1.1 of OMDA defines the revenue as under: 
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"Revenue means all pre-tax gross revenue of JVC, excluding payments made by JVC, if 
any, for the activities undertaken by Relevant Authorities or payment received by JVC for 
provision of electricity, water, sewerage or analogous utilities to the extent of amounts 
paid for such utilities to third party service providers". 

The Independent Auditors appoi nted in terms of OMDA highlighted in Audit Report for 
the quarter ended 31 March 2012 on the revenue of DIAL that as against ~ 6.47 per unit 
bei ng charged by the service provider i.e. BSES Limited for High Tension (HT) and Low 
Tension (L T) both, DIAL was collecting from the concessionaires electricity charges at 
the rate of approximately ~ 9.66 per unit in case of LT and at~ 6.9 1 per unit in case of 
HT. The Independent Auditor highlighted in its report that DIAL did not share with AAI 
an additional amount of~ 13.52 crore collected from various concessionaires, during the 
period April 2010 to March 2012, over and above the per un it rate payable to BSES 
Limited . 

As per the definition of revenue mentioned above, any recovery in excess of the amount 
paid to service providers sha ll be considered as revenue of DIAL. Accordingly, AAI was 
entitled to get its due share of 45.99 per cent in the above amoun t of~ 13.52 crore. 

DIAL stated (November 20 II ) that they were following the practice adopted by AAI of 
levying 27 per cent serv ice charges on electricity charges recovered from various 
concessionaires/Airlines at IGI Airport. DIAL further stated that the service charges 
levied on e lectricity charges was necessary to recover the huge costs incurred o n creation 
and maintenance of distribution lines and infrastructure within the Airport. 

The Ministry of Civil Aviation stated (March 20 12) that since, as per legal provisions, 
DIAL cannot make any profit from distribution o f electricity, it is imperative that both 
the parties (AAI and DIAL) hould not take any advantage on the electricity charges. 
Ministry further stated that they have issued in tructions to AAI and DIAL to resolve the 
issue in ri ght perspective. 

The reply of the Mini stry as well as DIAL was against the provisions and the defini tion 
of revenue stipulated in OMDA. Further, as the DIAL was also recovering 
uti lity/facil itation charge @ ~ 500 per sqm. per month from concessio naires I airlines for 
prov iding space equipped with all the faci lities, the contention of DIAL for levying 
service charges on electricity charges to recover the huge costs incurred on creation and 
maintenance of distribution line and infrastructure within airport was not acceptable. 

Thus, due to non-realisation of its due share by AAI in the amount of ~ 13.52 crore 
collected by DIAL towards electricity charges from concessionaires, in excess of per unit 
rate charged by BSES Limited, the AAI suffe red loss of revenue of~ 6 .22 crore. 

3.3 Non-realization of due share in the revenue of DIAL. 

Delhi International Airport Limited (DIAL) utilised the value of Duty Credit Scrip 
amounting to ~ 91.83 crore, earned under Served From India Scheme (SFIS), for 
payment of import duty but did not account for the same as 'Income'. This deprived 
the AAI from getting 45.99 per cent share of the above revenue, i.e. ~ 42.23 crore 
receivable as per OMDA. The AAI further sustained loss of ~ 9.84 crore (till 
January 2013) towards interest due to non- realisation of the above amount. 
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· Airpbrts Authority of fudia (AAI), in the capacity of stat~ promoter, signed Operation, 
Man~gement : & Development Agreement (OMDA) with· Delhi futemational Airport 
PrivJte Limit~d (DIAL), a Joint Venture Company (NC), ion 04 April 2006. As per the 
agre~ment, Af\I handed over fudira Gandhi futemational (I(JI) Airport; Delhi to DIAL on 
03 May 2006, on 'as is where is' basis. As per OMDA, Ji>IAL was re·quired to operate 
and rhamtain IGI Airport at Delhi initially for 30 years, which was further extendable for I , . 
another 30 years, on payment of upfront fee of~ 150 crore and an Annual Fee in the form 
of r9venue s~are of 45.99 per cent of revenue of DIAL. for the year. As per Clause 
11.1.Q..4 ofthe OMDA the revenue of DIAL was to be verified on quarterly basis by an 
Inde~endent 1~.uditor appointed by the AAI. · 

I -
D~ w~;ts entitled to custom duty scrip under Served From fudia Scheme (SFIS) of 
Foreign Trad~ Policy issued by the Government of fudia. Under .the terms of SFIS, 
servite provi~ers are entitled to duty credit scrip as a percentage of foreign exchange 
earn~d by the~ that can be utilized for payment of import duty in case of imports. 

I . ' - . 
The Independ¢nt Auditors appointed in terms of OMDA highlighted in Audit Reports oh 

I I ----

the revenue of DIAL for the quarters ended 31 March 20Vl and 31 March 2012 that an 
amorlnt of~ 91.83 crore of custom duty scrip was utilized(~ 65.01 crore during 2009-10, 
~ 24.:09 ~rore !during 2010-11 and ~. 2. 73 crore during 2011 ~ 12) by DIAL for payment of 
dut7[on I~po~s. Ho~ever, DIAL. d1d no~ a. ccoun_t for the ~bov~ amo~nt of. cus_t~m duty 
scnp while measunng the value of Fixed ·Assets, as requrred VIde provlSlons of 
Accounting S,tandard-10, 'Accounting for Fixed Assets', :and Accounting Standard-2, 
'V alrlation o£ Inventories', according -to which the cost :of purchase of fixed assets, 
consdmables, 'spares etc. should be recorded at their full value inclusive of the import 
dutie~ payabl~ thereon whether by way of cash or by way of utilisation of the duty credit 
entitl~ment, in order to provide the fairest possible. approximation to,the costs incurred in 
bringFg these: items to their present location and working c;ndition. I 

The ~tatutory! Auditors in their Statutory Auditors Report J>n the accounts of DIAL for 
the financial years ended 31 March 2011 and 31 March 2012 also opined that·DIAL 
should have recorded the aforesaid amount of custom duty scrip utilized by it for 
payrrient of d*y on imports, as income. · 

I r . 

This hlso deppved of the AAI from getting 45.99 per cenf share of the above revenue 
whicfu worked out to~ 42.23 crore (45.99 per cent of~ 91.83 crore). AAI also sustained 
loss 9£~ 9.84 crore (up toJanuary 2013) towards interest onthe ~bove amount. 

I . • 

On bping poipted out, Ministry of Civil Aviation stated (March 2012) that AAI had 
initiated the action to recover its share ofrevenue from DIAL. Audit, however, observ-ed 
that an invoic~ raised iri March 2012, for an amount of~ 40.98 crore, was J:lOt realized as 
of Jariuary 20~3. ' · · · · . ,.,;· 

I . . . ,·' '· .. · . -)·>-> I 

Desp,te accep~ance of the audit observation by the Minlstry ,; the· AAI'~o1Hd not realize its 
due share of revenue, amounting to~ 42.23 crorefio¢ .. DIAL tili:Jaiihary 2013. Delay in 
realiz~tion o(the above 'amount also resulted in loss . ofinterest' 6f f 9. 84 crore (up to 

I , '·. . . 
Januapr 2013):toAAI. 

! 

I 
I 
I 
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[1\ir India Limited! 

3.4 Loss of revenue due to avoidable termination of Ground Handling Agreements 

Air India Limited suffered loss of revenue of~ 12.21 crore from J anuary 2010 to 
March 2012 and would suffer a recurring revenue loss of ~ 8.53 crore per annum 
from April 2012 onwards due to termination of Ground Handling Agreements by 
three customer airlines at Mumbai Airport. 

Air India Limited (AIL) provides ground handling services to 'customer airlines.! at 
various airports in India. Depending upon the requirement of services by airlines, AIL 
enters into Ground Handling Agreements (GHA) with customer airlines for 
comprehensive handling2 or specific handling services as per standard prescribed by 
International Air Transport Association. GHA executed with the customer airlines are 
either specific period contracts or can remain valid for an indefinite period until 
terminated by either party after giving prior notice3 in writing to the other party. 

Audit scrutinized one year's daily Flight Handling Discrepancies Report (FHDR) of AIL 
in respect of Malaysian, Ethiopian and Saudi airlines and noticed that customer airlines 
had been complaining of substandard services provided by AIL. These deficiencies in 
services were also stressed upon by said airlines through e-mails to AIL. However, no 
timely corrective action was taken by AIL leading to termination of GHAs resulting in 
loss of ~12.21 crore during the period January 2010 to March 2012 and a recurring loss 
of revenue of~ 8.53 crore per annum from April 2012 onwards. Specific detai ls of three 
cases of termination of GHAs are given below: 

(i) Malaysian Airlines (MH): MH operates daily flights at Mumbai and had 
renewed an existing agreement with AIL from August 2007 to July 2010. MH terminated 
the agreement seven months before its expiry, citing prolonged and continuous 
deterioration of services provided by AIL and resultant difficulties faced by the former. 
Scrutiny of FHDR revealed that MH faced numerous problems with AIL because of 
shortage of loaders, improper handling etc. 

(ii) Ethiopian Airlines (ET): ET renewed GHA with AIL at Mumbai airport in 
September 2005 for a three year period which was further extended indefinitely with the 
provision that either party could terminate the agreement giving 90 days prior notice. 
Even after ET pointed out (August 2008) that the service levels of AIL were very low 
and stressed the need for drastic improvement and assurance by AIL for improvement in 
quality of services, AIL failed to take timely corrective measures and improve the 
standard of services to satisfy the airline. ET terminated the GHA in February 2010 on 
account of the poor quality of services rendered by AIL. 

(iii) Saudi Arabian Airlines (SV): SV renewed GHA with AIL for Mumbai airport in 
November 1999. The agreement was for an indefinite period with the option of either 

1 Customer airlines of AlL included Malaysian Airline (MH-from August 2007 to July 2010), Ethiopian 
Airline (ET- September 2005 till date of termination), and Saudi Arabian Airline (SV-28 November 
1998 till date of termination). 

2 Comprehensive handling comprises Passenger handling, Ramp handling, Cargo, Cabin Cleaning 
services, Flight Operations, Departure Control System, X-Ray of checked baggage and strapping, 
Baggage Reconciliation System and partial security services etc. 

3 Sixty days in case of Saudi Arabian airline and Malaysian Airlines and ninety days in the case of 
Ethiopian airline. 
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partY termimj.ting it with due notice. SV terminated ·the GHA for Mumbai airport in 
Mar6h 2012 <(iting, inter alia, lack of redressal of its complaints by AIL despite several 
follor-ups as a cause for termination. · 

Audit notice~ that section 4.6 of the operating manual of the Ground Services 
Depkment df AIL provided a procedure for holding review meetings with customers to 
sort but mutu:al problems in executing terms of contracts. However, .AIL did not produce 
any kecords in support of conducting regular periodical meetings with the customer 
airlirtes. · · . · · · 

I r I' 

Thus: lack of corrective action and seriousness of AIL in dealing with the deficiencies 
pointed out b:y the customer airlines resulted in loss of revenue· of~ 12.21 crore to AIL 
durirtg the period January 2010 to March 2012 due to termimi.tion of GHAs by the two 
ai.rli.rtes (MH fand ET) and a recurring loss of revenue of { 8.53 crore per annum from 

I • 

April2012 ori.wards owing to termination of GHAs. 
I I 

The tyianageril.ent in its reply (September 2012) stated tllat: 
I , 

® ! The cJ..iscrepancies raised by MH. and ET were due to certain deviations in GH 
services which were minor in nature and had not r~suhed in any delay in flights. 
Majority of these discrepancies were due to infrastructure problems mainly on 
accouht of space constraints and shortage of manpower at Mumbai Airport, which 
were beyond the control of the Management · 

With the change in GH Policy by the Government Of India, new ground h~ndling 
agent~ in Delhi were offering heavy discounts to customer airlines to grab 

1 

busin~ss. SV terminated GHA with AIL as per an arrangement between that 
I airline and M/s Celebi"'. As per the arrangement between the' two; the latter would 
I reduc~ handling charges at Istanbul, for taking over GH work at Mumbai. 

The rl eply is n,ot acceptable on the followiJ?.g counts: 

® Comp~aints made by MH and ET airlines through e-mails and FHDR and the note 

I 
of U~.der Secretary for Civil Aviation, Ministry 6f Transport, Government of 
Malaysia (October 2009) to the High Commiss~on of India, Kuala Lampur 

'I pointhig to difficulties faced by MH on account of <disruption in GH services as a 

I

. result iof ongoing industrial dispute between Air In,dia Management and its staff 
, indicated that the customer airlines terminated their GHAs with AIL due to poor 
! qualitt of GH services of AIL. The contention that these deficiencies were minor 
! show~d absence of seriousness in dealing with the <;:ustomer airlines which led to 
I • I • 

1 termmatwn of the GHAs. 
I Issues1 like space shortage ate common to all the ground handlers and are not 

unique to AIL alone. The fact remains that AIL failed to address these 
bottlenecks. 

The contention that SV terminated the GHA with. A][L pursuant to an offer made 
by M/s Celebi to SV for taking over latter's ground: handling work at Mumbai., is 
in itse:lf testimony to the fact that M/s Celebi was bffering better GH services at 
lower rates at Mumbai. It also points to the inability ·of A][L to compete effectively . . . 

"'" A. ~rivate party providing handling services at Istanbul inTurke; where SV is operating and a new 
en'trant in India in the business. I , 

I ( 
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in the altered business environment. The statement that with the change in GH 
Policy by the Government of India, new GH agents were offering heavy di scounts 
to customer airlines to grab business is also an admission of the poor services, 
high rates and resultant inability of AIL to retain customers for GH operations. In 
an era of intense competi tion, AIL failed to retai n existing customers by providing 
satisfactory services and taking effective steps to improve its GH services which 
resulted in loss of business as well as revenue for the company. 

The matter was reported to the Ministry in October 2012; their reply was awaited (March 
20 13). 

IPa wan Hans Helicopters Limited! 

3.5 Operations of Helicopters 

3.5.1 Introduction 

Paw an Hans Helicopters Limited (the Company) was incorporated on I 5 October 1985 as 
a Government Company under the Companies Act, 1956. As on 31 March 2012, the paid 
up share capital (~ 245.62 crore) of the Company was held by the Government of India 
and Oil & Natural Gas Corporation Limited (ONGC) in ratio of 51:49. The Company 
was set up with the objective of providing helicopter support services to meet the 
requirements of oil sector, to operate in hilly and remote terrain, connect inaccessible 
areas, operate charters for promotion of travel and tourism and provide intra-city 
transportation. The Company has a fleet of 45 helicopters (March 20 12) which consists 
of 35- Dauphin N & N3 (10 seater), seven- Bell (6 seater), two- B3 (6 seater) and one
MI-172 (26 seater). The Company earned a net profit of~ 35.59 crore and ~ 18.5 I crore 
in 2009- 10 and 20 10- 11 , respectively, while it had a Joss of~ 10.35 crore in 2011-12. 

Audit reviewed the operations of helicopters in PHHL during the period April 2009 to 
March 2012 with reference to MOUs and Agreements entered into so as to assess the 
efficiency of its operations. 

3.5.2 Audit Findings 

3.5.2.1 Operations with ONGC 

ONGC is the largest customer to which the Company has been providing helicopter 
services for off shore operations since October 1986. The Company earned ~ 522.44 
crore as revenue from ONGC operations during 2009-10 to 20 I I -12 which amounted to 
43.72 per cent of its total operating revenue for that period. Audit observed following 
deficiencies in operations with ONGC: 

3.5.2.2 Aircraft on Ground 

ONGC awarded a contract (October 2006) to the Company for hiring 12 Dauphin 
helicopters (eight N and four N3), including two on standby, to meet its offshore 
operations. The contracted helicopters were to be made avai lable on all days without 
delay and were not entitled to any Aircraft on Ground (AOG) days. The contract also 
provided for deduction of Fixed Monthly Charges (FMC) and levy of liquidated damages 
for AOG days of any of the contracted helicopters. 

The Company entered into two more contracts with ONGC in July 2010 for three N3 
helicopters & April 20 12 for seven N3 heli copters. T hese two contracts stipulated a 
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permissible AOG of two days per month per helicopter beyond which LD was to be 
recovered by ONGC and no payment of FMC was to be made to the Company for such 
days. 

Audit observed that while entering into contract with ONGC (October 2006), the 
Company was aware of the fact that it did not have sufficient number of pilots to fulfill 
its commitment under the contract. Even then the Company did not recruit desired 
number of pilots for its Dauphin fleet resulting in shortage of average 22 to 18 pilots 
during the period 2009- 10 to 2011-12 at Western Region, from where the ONGC 
operations were catered, 

Audit noticed that out of total 738.5 Aircraft on Ground (AOG) days over the period 
2009-l 0 to 20 ll-12 in operation of Dauphin fleet under the above contracts, 64 per cent 
of AOG days were attributable to shortage of pilots. The remaining 36 per cent of AOG 
days were due to non-availability of spares, delay in maintenance and shortage of 
engineers. 

ONGC deducted an amount of '{ 6.61 crore as FMC and '{ 10.37 crore as liquidated 
damages for AOG days during the period April 2009 to March 20 12 o n account of non
avai labi lity of helicopters. 

3.5.2.3 AS-4 retro fitments of Dauphin Helicopters 

As per Company's agreement (October 2006) with ONGC referred to above, eight 
Dauphin N helicopters were required to be Aviation Standard-4 (AS-4) 1 compliant. 

The Company awarded (A ugust 2005 to July 2007) three piecemeal contracts to M/s. 
Sofema, an authorized representative of M/s Eurocopter France, at a total cost of'{ 83.42 
crore ( 1356 1696 Euro) for retro fitment of its 17 Dauphin N, besides six Dauphin N3, 
helicopter as per Aviation Standard-4 (AS-4). 

Audit observed that only l 0 Dauphin N helicopter (considering 20 per cent maintenance 
reserve) were sufficient to meet the requirement of ONGC for eight AS-4 compliant 
Dauphin N Heli copters. However the Company went for retro fitment of 17 Dauphin N 
helicopters. Further, no other c lient of the Company had insisted upon AS-4 compliance 
nor it was mandatory requirement as per DGCA or the manufacturer of the helicopter. 
Moreover, with the introduction of vintage clause2 (July 2010) by ONGC future 
utilization of these AS-4 compliant Dauphin N he licopters with ONGC was also bleak as 
the entire fleet of Dauphin N helicopters was more than 24 years old as on 31 March 
20 12. 

Audit further observed that even after more than five years of delivery, AS-4 kits valuing 
'{ 9.94 crore were awaiting installation as on 31 March 2012. Thus, procurement of seven 
AS-4 kits for Dauphin-N helicopters was in excess of requirement which resulted in 
additional operational expenditure of~ 27.92 crore (March 2012). 

1 The AS-4 is a modiftcation kit required for safety in offshore operations introduced by ONGC as per 
requirements of its aviation advisors. 

2 The age of helicopter should not be more than Jive years as on the date of techno-commercial bid 
opening. 
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35.2.4 lbnvel!Ztmy Mcmagemmt · . . · 

Non-moving inventbry constitutes the items which have not moved for a period of more 
than three years. A~ on 31 March 2012, the Company had a total inventory of { 121.20 
crore, consisting of hores, spares, repairables, rotables etc. out of which {13.88 crore was 
non-moving. The ake wise analysis of inventory was not made available to Audit. ][twas 
noticed in Audit that inventory, spares and other major components of the helicopters 
valued at { 1.87 crote (March 2012) was blocked due to acceptance of supplies of either 
short, unsuitable o} damaged items etc. Management had failed to take necessary 
effective steps. j 

3.5.2.5 N(m~availability of spares 

The Company ente}ed into an agreement with the Government of Odisha (November 
2(Hl)forprovidingione MI-172 helicopter at Koraputl Bhubaneshwar at FMC of { 1.56 
crore for 30 hours xpinimum guaranteed flying and { 86,500 per hour beyond 30 hours. 
The agreement was for the period from 07 August 2011 to 31 December 2011, which was 
further extended up to June 2012. · 

I . 
It was observed in Audit that the helicopter remained unserviceable during the period 27 
May 2012 to 20 Junb 2012 (25 days) for want of a critical spare 'circuit breaker' and was 
made serviceable ohly after the spare part was obtained on loan basis from a Russian 
party. Although, thej Company had issued instructions during June 2010 for fixation of re
order level for all t~e inventory items but poor forecasting, non-fixation of re-order level 
and long lead time resulted in non-availability of critical spare at the time of need and the 

: . I . 
Company suffered a loss of { 1.98 crore on account of deduction of FMC and penalty 
charges. j 

Management stated (February 2013) that it made attempts to procure the .item 
immediately (30 May 2012) after the helicopter was on ground and the purchase order for 
the item was issued bn 14 December 2012. The receipt of the item was stiH awaited .. 

The reply of the Mahagement confirms its failure to manage inventory of the critical item 
as even after AOG situation, the Management took about seven months to place the 
purchase order. 

3.5.2.6 Negligem:e iliZpmcuremel!Zt of Rear left didil!Zg doors 

The Company placeh an order (November 2007) with M/s Vectra Aviation, an authorized 
I 

distributor of M/s ~urocopter, for supply of 10 rear left sliding doors of Dauphin N 
helicopters under Part.No. 365A87-3031-0003 for a value of{ 2.45 crore. The same were 
supplied (Decembe~ 2009) and payment was released during 2009-10. The Company 
placed another order (February 2008) with M/s Vectra Aviation under Part No.365A87-
3031-0206 for suppl~ of 10 rear left sliding doors of Dauphin N helicopters for a value of 
{ 2.40 crore. The same were supplied during December 2009 to January 2010 and 
payment of{ 2.20 ciore was released during 2010-12. 

Audit observed that]Part No.365A87-3031-0206 was ain alternate Part N~. for 365A87-
303l-0003, i.e., different code name for same spare/component. Realizing this fact the 
Company merely sedt a fax (July 2008) to M/s Vectra Aviation for cancellation of second 
purchase order and ~elied on 'OK' report of Fax transmission. H neither received nor did 
it make any attemp~ to obtain any formal acknowledgement from M/s Vectra Aviation 
regarding the cancellation of the order. The Company on receipt of the delivery raised 
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the i~sue of C¥1cellation of order with the supplier, who den~ed the r~ceipt of any fax. On 
repe~ted requests by the Company to take back the spares, the suppher conveyed that the 

I I .. 

10 doors supplied could not be taken back as these were specificaUy made on order for 
I ' , . 

the q:ompany1 and M/s Eurocopter had stopped manufacturing Dauphin N helicopters. 
Thusl, negligence in ensuring cancellation of order led to unnecessary purchase of 10 rear 
left Sliding d6ors for Dauphin N helicopters resuiting in wasteful expenditure of ~ 2.20 

I . 

crore. 
I , 

3.5.2l7 Radio~Altimeter Indicator 
I i 

'Mls Prime Industries supplied eight radio altimeter indicat0r (Part No. 9599-607-1.2185) 
, I I . 

for Dauphin N helicopters to the Company during 2009~10 at a cost~ 0.72 crore against 
the ~urchase brders issued during February 2009 to April 2009. On physical inspection 
(Julyl 2009) ~f the altimeters, it was found that an the eight altimeters (Part No. 9599- . 
607-12185) h'ad the graduations in meters. However, the altimeters already installed on 
DauphinN h~licopters and others.lying in the inventory had graduatiqn in feet (Part No. 
959~..:607-12~8~). As the installation of two different types of indicators on the helicopter 
would have r~sulted in chaos and miscommunication posing serious safety tl\reat and risk 
to h~licopter~, the Company got the -radio- 'altimeter indicator with meter graduations 

I , ' , 

·conv
1
erted into feet graduations from M/s D J Aviation at cost of ~ 0.24 crore during 

201~-11. ., 
I . 

Audit observ~d that M/s D J Aviation. was not authorized to make the required changes. 
In vibw of U.K Civil Aviation Authority's adyice (July 201~) to not install on aircraft the 
subjJct component, until further corrective action has been undertaken, the converted 
radid altimeter incliato'r bebime ~seless and 1resulted in loss of~ 0.96 crore. · 
. I , 
3.5.~.8 Float of Engines · 

1 

As o~ ~archf2012, the Company maintained float of differ~~t types ofhelic~pter engine 
as detruled below: · , · :.:t·"-- .. · · 

I • " ... 

[ . (As on Ma:r!Clln 2([])12) 
. I . ~ . 

Afi.lt'cralt'ts avafi.llalblle No. olt' ellllgfi.mues No. olt' el!llgfi.m~s lkeJlll1l: TyJllles olt' HellkoJlll1l:elt' 
I 

I fi.llllstanneiill Ol!ll Jrnoa11: 

Mfi.c~72 ' 

01 02 06* 

DaJJlllhlmlN I 18 36 19 
I , 

DallilJlllllnm N3 17 \ 34 04 
I 

Benn 07 07 02 
I· JBc31 i 02 02 N1L 

It w~s obserV-ed in Audit that the Company had not fixed any standard/norms for the 
minibum float of engines to be kept for various types of helicopters, high variation was 
notised in float of engine kept. The further observations are as follows: 

I 
3.5.2.9 Engine-for Mlcl72 HelicoU'Dter 

I it' I 

The Board a~proved (September 2010) procur€1bent of two new engines, over and above 
avai~able flo~t of four engines (including. one engine to be declared as beyond repair) for 
MI-172 helicopters, at aprice of~ 3.27 crore (US$ 6,95,800) for first engine and~ 3.41 
cron~ (US $740000 less 2 per cent discount) for second engine from M/s Kli~ov, Russia. 

I . :. 

! I 
i 
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Purchase agreemen~ for first engine was entered into in November 2010 and for second 
engine in October 2(]) 11. 

Audit observed tha~ after accident of one MI-172 helicopter at Tawang, Arunachal 
Pradesh on 19 April, 2011, the Company was left only with one MI-172 helicopter in 
their fleet. At that ~oint in time (April2011), though the Company had a float of five 
engines (including lnewly procured first engine received in March 2011), pur_chase 
agreement for secontl engine was signed in October 2011, which was delivered in March 
2012. Thus, decisi~n of the Management for procurement of second engine was 
imprudent. I 

3.5.3 Violation of A.ilrcraftRules 1937 , 

(a) Rule 78 (1) of Arrcraft Rules 1937 stipulates that, "No aerodrome shall be used as I 

regular place of landing and departure by a scheduled air transport service or for a series 
of landings and depahures by any aircraft carrying passengers or cargo for hire unless it 
has been licensed o~ approved by Director General as per conditions laid down under 
such license or approval". Further, Rule 78 (4) provides that "no person shall operate or 
cause to be operated !any flight from a temporary aerodrome or an aerodrome which has 
not been licensed or iapproved, as the case may be, under these rules unless it meets the 
minimum safety requirements laid down by Director General". 

Audit observed that ihquiry committee appointed by MoCA for probe in accident of MI-
172 helicopter at TaJrang had stated that Rule 78 was applicable not only to aerodromes 
but also to helipads and it was the responsibility of the . operator to ensure that its 
helicopter lands at licensed helipads. Further it stated that no airtieldlhelipad in 
Arunachal Pradesh was licensed or approved. On scrutiny of records, it was seen that as 
on 30 June 2012, th9 Company was operating helicopters from the airfieldslhelipads at 
Gangtok, Katra, Phata (Kedarnath), Amarnath, Portblair, Patna, Koraput and Gadchiroli 
without any license qr approval of DGCA. Thus, in the absence of requisite licence or 
approval, the safety of these aerodromelhelipads was questionable. 

Management in its rebly (February 2013) stated that the responsibility of approving the 
helipads lies with nqcA and operations from various helipads are being carried out as 
per standard operating procedures approved by DGCA. 

The reply of the maJagement was n~t acceptable as enquiry committee appointed by 
MoCA had emphasizdd that under Rule 78 it was also the responsibility of the operator to 
ensure that its helkopter lands at licensed helipads. 

(b) Audit fu'rth~~ op~ehed that in pursuance of elaborate procedure given in Section 5 of 
C.~.R on 'Air Safety' I issue?. b~ DGCA, proper records regarding Pre Flight Medical 
checks of crew were not mamtamed by the Company. · . 

. I 
Management stated (February 2013) that now they have started keeping the record at all 
bases. · I · 

In absence of any documentary evidence furnished to Audit the reply could not be 
substantiated in Audit. I · 

3.5.4 Blocking of Funds 

As on 31 March 2012,1 the amount outstanding from various parties was~ 171.87 crores 
out of which~ 42.22 Grore was outstanding for the period ranging more than one to 16 
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years against which the Company has made a provision of ~ 3.40 crore. Of the above 
amount, the Company could not recover an amount of ~ 3.84 crores from the 
Government of Arunachal Prade h and Punjab as service were provided to them 

without any formal contract. 

Audit further ob erved that the huge outstandings were due to lack of timely and 
vigorous follow-up by the Management with its debtors as there was no system in place 
for timely recovery of debts. The pos ition of outstanding was critical in view of the fact 
that the Company had to pay interest of~ 14.46 crore on loans of ~ 232.83 crore during 
20 ll-1 2. Thus failure of the Company to recover dues led to borrowings to fi nance its 
operations resulting in further outgo on account of interest. Audit noticed that the amount 
outstanding of~ 17 1.87 crore as on 31 March 2012 further increased to ~ J 92.10 crore by 

the end of December 20 12. 

The Management accepted (February 2013) in its reply that there was delay in signing of 
the contracts with State Governments of Arunachal Pradesh and Punjab and consequent 
non-realization of dues. It fu rther replied that consistent efforts were being made to 

recover the amounts outstanding. 

Conclusion 
The Company had shortage of average 22 to 18 Pilots during the period 2009-12 for 
its Dauphin fleet of helicopters at its Western Region from where operations to one 
of its largest customer viz. ONGC were catered to. ONGC deducted an amount of~ 
16.98 crore (FMC and liquidated damages) towards AOG of helicopters due to non 
availability of helicopters mainly for shortage of Pilots. There were instances of 
excess procurement of AS-4 kits, sliding doors, engines, delayed procurement of 
critical items, resulting in loss of FMC which indicate the need for an efficient 
inventory control system. 

There was no system for timely recovery of debts due to which there was huge 
outstanding of~ 171.87 crore as on 31 March 2012 necessitating implementation of 

credit control procedure. 
The matter was reported to the Ministry in February 2013; their reply was awaited 

(March 2013). 
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[ ___________ c_H_AP __ T_E_R __ IV_:_M __ ~ __ s_T_R_Y_O_F __ c_o_A_L ________ ~] 

!Central Coalfields Limited! 

4.1 Non-revision of beneficiation charges 

Central Coalfields Limited (CCL) introduced beneficiation charge of ~ 130/- per 
tonne in 2002 on non-core sector consumers picking big sized coal from railway 
siding. The amount of ~130/- was the difference between pit-head price per tonne of 
ROM and steam coal as in April 2002. Though the difference was enhanced to ~ 180 
in 2009-10 by Coal India Limited and implemented by another subsidiary, the same 
was not implemented by CCL resulting in revenue loss of~ 73.63 crore. 

The management of Central Coalfields Limited (CCL), a subsidiary of Coal India 
Limited (CIL), observed (200 1-02) that non-core sector consumers who were procuring 
coal under linkage/sponsorship by Rail indulged in heavy picking of big sized coal from 
the railway siding of CCL when rakes were placed for supplies. Local villagers were 
deployed for such picking and they were paid by the Handling Agents of consumers. 
Thus big sized coal was being selectively allowed to be lifted by consumers of non-core 
sector leaving behind extraneous material which was resulting into manual beneficiation, 
though later coal was loaded on the rakes by pay loaders. Hence an additional charge of 
'{ 130/-(beneficiation charge)** per tonne, equal to the difference between the pit-head 
price of Run Of Mine (ROM) coal and steam coal at that point of time, was approved by 
the CCL Board (April 2002) to be charged from its non-core sector rail sale consumers. 
Depending on the increase in the difference between pit-head ROM coal and pit-head 
steam coal beneficiation charges of road sale of coa l were enhanced by CCL to '{ 165/
per tonne of coal in 2004 and'{ 180/-per tonne in 2009- 10. "' 

Audit, however, observed that CCL did not rev ise the beneficiation charges at'{ 130/- per 
tonne for non-core sector consumers through rail sale since its introduction in 2002 (this 
issue never featured as an agenda of Board of Directors ' meeting after 19.04.2002) which 
continued at the rate of '{130 per tonne. It was seen in audit that in tandem with the 
revision of price by CIL in 2004 and 2009 enhanced charges @ '{ 165/- and @ '{ 180/
per tonne respectively were being imposed for road sale dispatches of ROM sized coal by 
CCL. Similarly, beneficiation charges were enhanced in Bharat Coking Coal Limited 
(BCCL), another subsidiary of CIL, from time to time in case of both road and rail sale of 
coal, in line with the enhancement of the differential between ROM and steam coal. Non
revision of beneficiation charges for rai l sale to non-core consumers resulted in under 
realization of revenue of '{73.63 crore in CCL during 2008-09 to 2010-1 1. 

The Management admitted the fact and replied (February 20 12 and November 20 12) 
that:-

"' **Clause no. 12 of price notification of CIL clearly states "For undertaking special sizing or 
beneficiation of coal, additional charges as may be negotiated between the purchaser and the producer 
may be realized over and above the pit-head prices". 
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o On the basis of recommendation of the committee constituted in August 2011, a 
decision was taken not to enhance beneficiation charge for the time being and the 
status of enhancement of beneficiation charge of Rail sale would be reviewed 

every quarter. 

o The amount incurred on account of 'Left behind charges" is borne by non core 
sector consumer themselves and by levying the beneficiation charges of ~130/
per tonne, CCL during the year 2008-09 and2009-l 0 did not only offset the loss 
but also earned ~2.77 crore during 2008-09 and~ 10.40 crore during 2009-10. 

e The amount realised on account of beneficiation vis-a-vis deduction due to grade 
slippage was assessed for the period April 2011 to December 2011 which 
indicates that the amount realised on account of beneficiation charges @ ~· 130/
per tonne is about ~ 18.06 crore whereas the quality deduction against residual 
coal for the same period has been found to be about ~ 13.90 crore. Hence 
enhancement of beneficiation charges was not justified. 

o In response to an Audit query, the Vigilance Department of C:IL intimated 
(December 2012) that the investigation by them revealed that apparent loss was 
sustained by CCL on account of non-enhancement of beneficiation charges due to 
increase of price difference as per notification of :C][L. It was further stated that 
the matter was forwarded (April2011) to Ministry of Coal (MOC) to accord 
permission to examine the serving Board Level Executives, which was awaited 

The reply of the Management i.s to be viewed against the following: 

(i) Beneficiation charges have not been revised by the management in case of Rail 
sale till date and it continued at the old rate of ~ 130 per tone. BCCL, another 
subsidiary of C][L, has been revising the coal beneficiation charge both in case of 
rail sale and road sale with the revision of price notification of coal. BCCL is 
charging~ 180 per tonne as beneficiation charge as on date, in case of supply of 
coal by rail. 

(ii)
1 

Though CCL earned a profit of~ 13.17 crore during 2008-09 to 2009-10 through 
levy of beneficiation charges @ ~ 130/- per tonne, the company was deprived of 
earn~ng additional revenue of~ 73.63 crore during 2008-09 to 2010-11 due to non 
revision of beneficiation charges from ~130/- to~ 165/- in 2004 and to~ 180/- per 
tonne in 2009-10. 

(iii? Grade slippage is concerned with quality of coal with reference to ash percentage 
only, and it has no connection with beneficiation charge. From the record note of 
discussion of High Power Committee of CIL held on 06.09.2006, it is clear that 
the management worked out the beneficiation charge at ~130/- per tonne, being 
the price difference of ROM coal and steam coal as was prevalent at that time and 
not \Vith reference to quality of coal and grade with reference to ash. 

(iv~ Though in the reply (February 2012) it was stated that the matter would be 
reviewed by a committee at regular intervals, no such review was done by the 

1 management after August 2011 in respect of revision of beneficiation charge of 
1 coal supplied to non-core consumer through rail sale. 

(v) It is pertinent to mention that enhancement of beneficiation charge would not be 
against the interest of the "Public at large" as such charge is being levied on non -
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core consumers and not on core sector consumers like power, steel, cement and 
fertiliser. I . 

(vi) Moreover, tliis case has been. referred by Cl!L vigilance wing to MOC for 
examination pf executives of CCL for fixing responsibility for the financial loss 
to the company. 

Thus due to non rlvision of beneficiation charge, the company sustained recurring 
I 

revenue loss of~ 73.63 crore. 

The matter was repohed to the Ministry in October 2012; their reply was awaited (March 
2013). 
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CHAPTER V: MINISTRY OF COMMERCE AND INDUSTRY J 

lMMTC Limite~ 

5.1 Von-rt•cm•ery of due~; due to lilp.\e\· in bullion tranwlcliom and cammi./laJ:etl 

accmwtinK 

Failure to adhere to the instructions on bullion trading, camouflaged accounting 
and ineffective internal control in MMTC Limited resulted in non-realization of 
dues amounting to~ 295.99 crore from customers and avoidable loss of~ 53.27 crore 
(till December 2012) towards interest. 

MMTC Limited (Company) imports and supplies gold, platinum and silver to exporters 
under various schemes as per Foreign Trade Policy of Government of India. MMTC also 
imports Gold and Silver for sale in domestic market under OGL Scheme. Bullion is 
imported either on con ignment basis or again t letter of credit/Standby Letter of Credit 
(SBLC). Trading of bullion is regulated in accordance with the instructions/guidelines 
contained in the Precious Metals Procedural Dri ll (bullion dri ll) and internal circulars 
issued by the Company from time to time. 

When the transaction is under the Buyers Credit system, the Company obtains Buyers 
Credit in foreign currency usuall y for 90 days against funds deposited by the cu tomer 
covering the value of gold plu incidentals. The amount recei ved from the customer i 
converted into a Fixed Deposit (FD) by the Company. On expiry of the BC period, the 
same is liqu idated by encashing the FD along with additional funds towards expenses or 
by availing of Loan Against Deposit (LAD). The interest and related costs of availing 
such LAD i ~ to be borne by the cu tomer. The bullion drill stipulates maturity period of 
FDs to be equivalent to the due date of the BC, which has been rei terated by instructions 

issued by MMTC from time to time. 

Under the SBLC scheme, credit is extended by the supplier of gold to MMTC on the 
basis of 180 day SBLC opened in his favour. The SBLC arranged by MMTC in favour of 
the foreign supplier is secured with the funds (FD in the name of the Company) placed by 
the customer with MMTC or a SBLC established in favour of MMTC by the customer. 

Under the Domestic Gold Loan scheme, the loan (credit) is provided by the supplier to 
the Company and the customer is required to furni h ecurity in the form of Bank 
Guarantee (BG) in lieu of cost of gold delivered on loan. Loan could be advanced for a 
maximum period of 90 days. A cei ling of 200 KG per customer has been fixed under the 
scheme. The BG is required to be encashed by Company on default of payment of value 
of gold by the customer. 

The bullion drill mandate obtaining of Foreign Exchange Rate Cover (FERC) to hedge 
against exchange rate nuctuations. The cost of such FERC is to be borne by the customer. 
Instructions issued in March and September 2008 mandated compulsory FERC for 
hedging all BCs in case of gold transactions. Further, instructions issued on 18 December 
2006 required each transaction to be treated as eparate and squared off on completion, so 
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as to avoid carry forward of balances. In other words, bunching of transactions was 
prohibited. · 1· .· 

Audit test checked tlie transactions of Regional Offices (ROs) at Chennai and Hyderabad 
I . 

and observed as under: 

Regn~mllll.alt Omce, Cl+llllllllai 

It was noticed in Audit that the Chennai Regional Office of the Company failed to adhere 
to the bullion drill, i~structions issued by the Company from time to time and the internal 
control measures in day to day operations which resulted in huge loss to the Company as 
discussed in succeeding paragraphs: 

I 

" The Chennai Regional Office of the Company entered into gold trading under the 
Buyers Credit system with M/s Shiv Sahai and Sons (M/s SSS) from 2007-08 
onwards. Ho~ever, it was observed that foreign exchange exposure was not 
hedged as thel forward cover was kept open. As per para 7(i) of the Agenda item 
No. 2 given in the 'Note for consideration of Audit Committee of Directors' for 
6ih meeting of the Committee held on 10 February 2012, the differential 
exchange rate and the buyers' credit expenditure to the tune of ~ 36.36 crore was 
not debited to the account of M/s SSS during financial year 2008-09. 

Further, as per instructions of bullion drill the total value received including the 
margin mond deposited by the customer should have been utilised to obtain a 
fixed deposit jin Company's name with maturity equivalent to the due date for 
p~yment under the buyer's credit. In contravention of these instructions, FDs 
pertaining to the above transactions with M/s SSS were placed with banks for 
periods Ionge~ (for one year and more) than the duration of the Buyers Credit for 
90 days. The Cl ompany took loans against deposits to liquidate BCs on the due 
date. Further, while M/s SSS was duly given credit for the interest earned on 
FDs, the inter~st paid by the Company on LADs was not debited to the account of 
M/s SSS. I . . 

It was only during September 2011 to March 2012 the Company raised Debit 
Notes for~ 811.61 crore on M/s SSS. M/s SSS disputed the Debit Notes raised by 
the Company rlnd filedcaveats in Madras High Court. 

Similarly, duribgthe period from 2007-08 to 2008-09, the Company traded with 
Mls Surana C~rporation Limited (M/s SCL) under SBLC scheme where the rate 
of gold was tol?e fixe~:at t.he time of se~t~ement of.the loan. I~ these tran.sactio.ns 
the Company Issued mvoices on provlSlonal basis at the time of delivery to 
facilitate M/s SCL to avail VAT credit When the price was finally fixed, the 
Company raisJd Debit Notes for .differential cost. M/s SCL, however, took the 
provisional in~oice as finally issued and did not consider the differential cost and 
other costs, a~companying SBLC transactions such as UBOR charges, 
withholding t~x, Lie charges etc. After a lot of correspondence exchanged 
between the Company and M/s SCL the Company sent a final demand of~ 18.21 
crore pertainin~ to 2007-08 to 2008-09 in June 2012 which has been disputed by 
M/s SCL. 

As mentioned in para 7(iv) of the Agenda i~em No. 2 given in the 'Note for 
consideration of Audit Committee of Directors' for 67th meeting of the Committee 
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' held on 10-02-2012, in both of the cases mentioned at (a) and (b) above, most of 
the accounting transactions had been routed through Suspense Account and that 
Suspense Account was nullified by passing consolidated entries to other vendor 
accounts. Since ·vendor accounts have huge credit balances, the above debits 
against the customers remained concealed . 

. Lack 'of Internal Control in the Company also resulted in an erroneous Debit 
balance of ~ 116.69 crore in Creditor Account (i.e. Vendor-M/s Natexis 
Commodity Markets- NCM) which included the erroneous/ camouflaged entries 
mentioned above. 

• Another instance of collapse of internal controls was noticed in failure of the 
· Management to reconcile bank accounts. As a result, un-reconciled FDs 

amodnting to ~· 17.99 Crore deposited in 2009-10 were transferred to Vendor 
Susp~nse Account in the same year. These FDs were later (2011-12) identified 
and ~ncashed after remaining out of books of MMTC for about two financial 
years. 

Thus due to non-adherence to the stipulated guidelines, undue benefits were 
extended to the customers in the. form of non realization of dues amounting to 
~ 99.82 crore. The Company also suffered avoidable loss of~ 38.56• crore (upto 
December 2012) towards interest on the above mentioned amount. The resultant 
losse~/recoverables from the customers were c<;mcealed by way of creative 
acc01,mting practices. These serious lapses were not noticed by the Corporate 
Office of MMTC till the end of 2011. 

Th~ Management while admitting the Audit observations regarding non debiting the 
int~rest on LADs to the customer's accounts and non posting the debit entries towards 
di~erential cost in the accounts of M/s SCL, replied (March & November, 2012) that: 

(i) As M/s Shiv Sahai & Soils expected that Rupee will appreciate, the forward cover 
was kept open. 

I 

(ii) Volu,me of bullion transactions at RO, Chennai were on a large scale and hence it 
was not possible to settle on transaction to transaction basis. 

I 

(iii) Bullion Trading System (BTS) has been upgraded to incorporate Buyer's Credit 
and ~BLC with effect from 04 July 2012. 

(iv) In the Bullion Trade, there have been the cases of pending recoveries from the 
customers on account of lack of commercial prudence and delay in booking of 
acco,unting transactions, delay in reconciliation of barik account, non maintenance 
of Broper record of financial securities (Fixed Deposits etc.), failure to seek 
peri6dical timely confirmation of balances from the customers, non accounting of 
intet;est and other expenses recoverable from the, customers, recovery of TDS 
from. the customers, wrong refunds to the customers, misuse of suspense accounts 
to n}anipulate vendor accounts which could not be pointed out . by professional 
Internal Auditors (CA) and Statutory Auditors. 

Reply of the Management was not acceptable in view of the following: 

I , 
"'"Interest@ 10 per cent 
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(i) Keeping FE¥-C open was in violation of the specific instructions mandating 
compulsory FERC requirement issued on 10 March 2008. . . 

(ii) The contenti~n of the Management that it was not possible to settle on transaction 
to transactiorl basis was not acceptable as it is contrary to company's own. specific 
instructions dated 18 December 2006 which required that each transaction be 
treated as se~arate and carry forward of balances be avoided. H further stipulated 
that any reledse of bullion to any of the customers was to be made only when the 

I . . 

party account was fully reconciled and should be upto date. 

(iii) The changes !effected in Bullion Trading System win be .. assessed in future only. 
The fact1 howl ever, remains that Company sustained losses due to poor internal 
controls. 

(iv) The reply was silent on the reasons due to which Corporate Office failed to 
monitor and implement the norms/principles of accounting. The primary 
responsibility of ensuring adherence to bullion drill and internal orders and 
preparation of true and · fair financial statements was that of the 
Management/Forporate Office of the Company. The company also did not 
provide any rfason for transferring unclassified/ unlinked entries from suspense 
account to vendors account. 

Thus failure in adhbrence by RO, Chennai to the instructions on bullion trading, 
camouflaged accounting and ineffective internal control resulted in non-realization of 
dues of~ 99.82 cror~ and avoidable loss of~ 38.56 crore (till December 2012) towards 
interest to the Company. 

I 

JRegJlomnll Offi![:e, JHfya:llell"albadl _ 

Audit test checked thb transactions of Regional Office (RO), Hyderabad, in March 2012 
I 

covering the period from 2010-2011 and 2011-12 (upto November 2011) and it was 
revealed that in case bf one of the customers viz. M/s MBS, the Company kept forward 
cover open without tfung additional security, in contravention of provisions of Bullion 
Drill and instructions bentioned above. Audit further noticed that shortfall in the amount 
of security given by Ws MBS increased from~ 19.04 crore in 2010-11 to~ 72 crore in 
November 2011. Despite bringing out the above position by Audit to the notice of the 
Management of RO, Hyderabad in March 2012 and the Corporate Office in April 2012, 
the Company did notltake any effective steps to makeup the deficient security from the 
customer and continued bullion trading with M/s MBS. 

Audit further observdd that during January 2012 the Corporate Office (CO) procured 
from its supplier vizl. Standard Chartered Bank (SCB) .500 kg gold valued at USD 
2,55,35,400 (in two tr~nches o£250 kg each on 11th and 13th January 2012) on loan for 90 
days repayable on tO 

1
and 11 April, 2012. This bullion was issued by RO, Hyderabad to 

Mls MBS group for ~ value of~ 142.10 crore in contravention to the prov:lsions of 
Bullion Drill and circrllars issued from time to time on trading of bullion; the bullion was 
delivered without adequate security from M/s MBS, no PERC was taken to hedge against 
foreign currency ·rate !fluctuations and quantity restriction of 200 kg per customer was 
flouted. I. 
While the said quantity of 500 KG Gold was handed over to M/s MBS in January 2012, 
the payment for the same was riot received on due dates i.e. 10 and 11 April, 2012. To 
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meet the obligation for repay ment of loan to SCB on due dates, the RO requested CO to 
transfer funds amounting to~ 140 crore. Though the said amount was transferred from 
CO to RO, Hyderabad on the due date of remittance of loan in April 201 2, yet RO 
Hyderabad repaid the loan by utilizing receipts from cash sales made to various other 
parties mainly M/s Chanda Anjaiah Parmeshwar and fres h Buyer's Credi t (BC) was 
taken again t tho e cash sales. T ill March 2013, an amount of ~ 196. 17 crore 
approximately remained unreaJised from M/s MBS towards loss on forward cover kept 
open , interest and bank/miscellaneous charge not booked to MBS and outstanding 
exposure shown as on 3 1 March 2012. The status of recovery of ~ 196. 17 crore from 
M/s MBS Group was not made available to Audit. 

The Management while reiterating the facts of the case stated (March 20 13) that as per 
request (April 20 12) of the RO, Hyderabad seeking fund of ~ 40 c rore for making 
remittance to the fore ign supplier and Buyers Credit liabilities due on I J and 18 April 
20 J 2 the matter was examined at CO. As per details given by RO, Hyderabad, against the 
total liabili ty of~ 2 10 crore, financia l security of ~ 167 crore was avail able with an 
exposure of ~ 43 crore in respect of M/s MBS Group. Under the c ircumstances, CO had 
no option but to transfer the required funds to effect the remittance as not doing so would 
have irrepairably damaged the credibility of the Company, as there had never been any 
instance of delay or default in payment to the foreign bullion suppliers. It was further 
stated that matter was under Audit by M/s KPMG and the Final Report was awaited . 

Management's reply tantamounts to acceptance of non adherence to the instruction on 
bullion trading, camouflaged accounting and ineffective internal control in the Company 
which resulted in non-realizati on of dues of ~ 196 .17 crore from M/s MBS and avoidable 
loss of~ 14.7 l crore1 (till December 20 12), towards interest thereon to MMTC Ltd. 

The above cases points to the utter failure of the Corporate Office and hi gher 
Management of MMTC to monitor and control the actions of its Regional Offices. The 
fac t that such improprieties were allowed to flourish fo r years together, in spite of 
warning signs such as un reconciled bank accounts, is a te lling comment on the quality of 
Corporate Governance in the Company. The Ministry of Commerce needs to take seri ous 
note of the transactions and prevent fa ilure of the control mechani sm in the Company. 

The matter in case of RO Chennai and RO Hyderabad was reported to Ministry m 
October 20 12 and March 20 13, respecti vely; their reply was awaited (March 20 13). 

5.2 Imprudent investment in Joint Venture with M/s lndiabul/s Financial Services 

Guidelines of Forward Market Commission2 issued in May 2008 (ahead of 
incorporation of the JV) had negated the main premise on which investment by the 
Company in the JV was considered viable. The Company did not revisit its decision 
of equity participation in the JV. Resultantly funds of~ 26 crore were blocked in the 
loss making venture. 

1 Interest @10 per cent for nine months from April 2012 to December 2012. 
1 A Regulatory Authority set up in 1953 under the Forward Contracts (Regulation) Act, 1952. 
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M/s fudia Bulls Financial Services Limited (IBFSL)"' approached (June 2007) MMTC 
Limited (the Compa~y) with a proposal to become strategic partner in an llntemational 
Commodity Exchange proposed to be set up for Spot and Future markets that would 
target commodities Such as agro products,, industrial metals & minerals, buUJi.on and 
precious metals and bnergy (gas and crude). The proposal envisaged incorporation of a 
Joint Venture with aJ equity capital of ~ 100 crore to which IBFSL and MMTC were to 
contribute~ 74 crore land~ 26 crore, respectively. 

The Company in response requested (June 2007) IBFSL to get the Detailed Project 
Report (DPR) and I Feasibility Study prepared by reputed consultant like Price 
Waterhouse Coopers (PWC), SBI Capital etc. The IBFSL engaged M/s PWC 
accordingly. The Bokd of Directors of the Company considered the feasibility report 
prepared by PWC in jits 350th meeting held on 07 September 2007. The Board approved 
the proposal to invest ~ 26 crore, subject to approval by the Government of fudia, for 
acquiring equity shai6s of Special Purpose Vehicle being created by ffiFSL. 

The advantages en~Jerated by the Company while seeking (September 2007) app~oval 
I 

of the Ministry of Oommerce arid Industry (MoCI), to the above proposal, interalia, 
included: I · 

o MM'fC would be able to trade in existing products such as gold, silver and 
. agricultural c~mmodities in the exchange and a turnover of minimum of ~ 500 
crore per yearjwas expected. The Company could also trade in commodities of its 
interest such as iron ore and coal. 

·The Compan)lll would be given 'most favoured customer' rates and treatment in 
the exchange and would be made a member without payment, which in tum 
wo~ld bring dfwn its costs of hedging/commodity trading considerably. 

Selecte1 warehouses of the Company would be declared designated warehouses. 

Tie up ~ith ~uality assurance services would help the Company to procure 
commoditi'es df the requisite standards I specifications. 

MoCI approved (Octdber 2007) the proposal for equity participation by the Company. 
I . 

Accordingly, on 18 tugust 2008 a JV in the name of International Multi Commodity 
Exchange Limited (nyJ[CEL)was incorporated. A 'Shareholders Agreement' (SHA) was 
entered into on 12 lfj'ebruary 2009 amongst the Company, ffiFSL and IMCEL. The 
Company invested ~ 26 crore (in March and May 2009). IDFSL had 40 per cent stake in 

I 

the JV while KRIBH<I:O, IDFC and Indian Potash and others held the balance 34 per cent 
of equity. capital. Thel n~~ of the JV was subsequently changed in July 20?9 to ~?ian 
Commodity Exchange Llnnted (ICEX). The Department of Consumer Affrurs, Mtmstry 
of Consumer Affairs, !Food & Public Distribution (MoCA F&PD) granted recognition to 
ICEX on 9 October 2009 and ICEX started its operations on 27 November 2009. The 
ICEX did not show prhfit since its creation and it had accumulated losses of~ 63.50 crore 
as of 31 March 2012.·· 

"'" A retail financial servic~s company in the business of consumer loans, commercial vehicle loans, home 
loans, brokerage and depositary serwices, for equities and commodities, distribution of mutual funds 

. I 

·and other third party products. 
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fu the meantime, the regulatory authority viz. Forward: Markets Commission (FMC) 
issubd (Mayl2008) 'Guidelines for recognition of new National Commodity Exchange'. 
Part 52 . of 

1 
the said ~uidelines stipulated that "the proposed exchange shall hav~ a 

demutuahsed structure I.e. the share holders of the Exchange shan·not have any tradmg 
interest either as a trading member or cliem at the Exchange." 

I I • 

Audit obseuved that the above guidelines of FMC were issued much ahead of 
incdrporation .of the JV and had negated the main premise on whi.ch the investment by the 
CorPpany in!the JV was considered viable. The Management, however, did not revisit its 
decision of ~quity participation in the JV in the changed scenario. 

llt ~as furth~r observed that as per the SHA and the revised guidelines issued by FMC on 
17June 20~0, equity investment in the commodity exchange was subject to a lock in 
period of three years, which could be relaxed by one year by the FMC in exceptional 
c~crmsta~cbs. As sue~ ~he minimu~ lock ~n period for an•equity investor was two years. 

D1sregardmg the provlSlons of lock m penod, IDFSJL on 2 August 2010 proposed to the 
Co+pany t~ induct M/s. Reliance Exchangenext (R-NEXT) with 26 per cent stake in 
ICEX as Anchor Investor• with MMTC JLimited and ffiFSJL each divesting 15 per cent 
andl11 per cent of their equity for a total consideration of ~ 4 7.35 crore (~ 9.10 for each 
shal-e of~ S). On 19 August 2010, ffiFSJL gave Right of; First Refusal to the Company 
wh6reby ffiJfSJL offered its 26 per cent holding in ICEX tp MMTC Limited on the same 
tenhs and c~mditions as offered to R-Next. The Company was to reply within 30 days. 
Mt~r receiving the offer from ffiFSJL, MMTC JLinrited engaged M/s IDB][ Capital Market 
Ser}rices Li¥ted to value the shares of the exchange and asked ffiFSJL to grant time till 
05 October 2010 for taking a decision. In any case as per the SHA, MMTC had time ti112 

I I . 

November 2010 to respond to the first offer and till 19 November 2010 to the ROFR I . 
offer. 

I 
Agrun, in b1atant violation of the SHA and FMC guidelines, 15 months before the 
co~pletion ~f mandatory lock in period, an application was made by ICEX on 27/31 
August 20W to the FMC to transfer the stake of ffiFSJL to R-NEXT. The FMC, within 4 
working days vide letter dated 6 September 2010, forwarded the application to the 
De~artnient 'of Consumer Affairs, MoCA F&PD, for its approval. · 

I • 
Th~ Departti:Ient of Consumer Affairs; MoCA F&PD, showing unusual alacrity, within a 
period of ti working days (including time taken for delivery of correspondence), in turn 
accbrded ap~roval to induct R-next into ICEX and informed FMC of its approval vide I . . 
1ett~r dated 23 September 2010. This enabled ffiFSL to transfer 26 per cent equity toR-
NEfT on il3 December 2010, i.e., within just B months of recognition of the 
Co1Jlllllodity :Exchange. 

As ~he Company could have accepted the offer of IDFSJL ~nd partly divested its equity till 
2l'tovembe~ 2010, the hasty decision of the Department of Consumer Mfairs, MoCA 
F&JPD to relax the lock in period denied the Company the opportunity of taking ·a 
decision to partly divest its holding in ICEX. . 

ThJ Manag~ment i.n its reply (March 2013) reiterated the facts of the case and stated that 
thei revised [guidelines of FMC were informed to the Board of Directors in its 358th 
meeting held on 23 July 2008. 

I • . 
I . . 

"'" A~chor llnv~r;tor is an investor who plays the lead role in managing a National Commodity Exchange. 
I 
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The above reply was not acceptable because despite being aware of ther:evised guidelines 
of FMC, before incorporation of the JV, the Mamigement did not revisit its decision 
which resulted in blbcldng of ~ 26 crore in an unfruitful venture. The hasty decision of 
the Department of Consumer Affairs, MoCA F&PD also denied the Company an 
opportunity to dilute its investment in the venture. 

The matter was reported to the Ministry in March 2013; their reply was awaited (March 
2013). 
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CHAPTER VI: MINISTRY OF CONSUMER AFFAIRS, FOOD 
AND PUBLIC DISTRIBUTION 

!Food Corporation of lndial 

6.1 Non recovery of society commission paid to State Government and their Agencies 

FCI paid society commission amounting to ~ 23.44 crore to State Government and 
their agencies for procurement of wheat/paddy without ascertaining whether 
Societies were actuaJiy engaged by these agencies during 2010-11. 

FCI makes direct procurement of wheat and paddy for the Central Pool and also through 
the State Governments and their Agencies. In tum, the State Government and the ir 
agencies can engage societies, Self Help Groups, and cooperative Societies for 
procurement of wheat & paddy. For this purpose, commiss ion to Societies was payable 
max imum @ two and 2.5 per cent of Minimum Support Price (MSP) for wheat and 
paddy during Rabi and Khari f Marketing Sea ons of 201 O- Il as per Gol instructions 
(March 20 I 0). Further, payment of commis ion to Societies/sub-agents shall be 
admissible only wherever they are entrusted with the task of procurement in terms of Gol 
instructions issued in March 2005. 

A test check of records of 19 district offices o f FCI Uttar Pradesh (UP) region revealed 
that ~ 23.44 crore was re leased under 'Commission to Societies' to various State 
Government Agencies (SGAs)• during 2010- 11 without verifying whether societies were 
entrusted with the task of procurement. While releasing the amount of society 
commis ion to SGAs, FCI did not exercise any check whether SGAs actually engaged 
any society for procurement. Thus, payment of ~ 23.44 crore as society commission 
without confirmation of engagement of such societies by SGAs was in violation of Gol 
instruc tions. 

While accepting that payment of society commission to SGAs was released without 
confirming the actual engagement of such societies, the Management stated (March 
20 13) that no pre-condition for payment of society commission was mentioned for paddy 
either in the cost sheet or Government instructions regarding principle for fi xation of 
incidentals/economic cost of wheat/rice. The Management, pursuant to the audit 
observatio n, has effected a recovery of~ 16. 12 crore out of total amount of~ 23.44 crore 
and stated that no commission was paid to the SGAs of UP from KMS/RMS 20 11 - 12 
onwards. 

Though, the Management intimated recovery of~ 16. 12 crore but re lea e of payment of 
society commissio n without confirming the actual engagement indicated lack of internal 
checks which exposed the FCI to ri sk of such payments being made in other States for 
which they had not initiated any action to establish mechanism to prevent recurrence of 
such instances. 

• State Food Deptt., UP Cooperative Federation, UP Agro, U.P.S.S., S.F.C, UP State Warehousing 
Corp., afed, Karamchari Kalyan Nigam. 
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While FCI stated to have di scontinued with the practice of releasing payments to SGAs 
in case of non engagement of societies, to protect the interest of the Government, FCI 
may review all payments of this nature across the country during the past five years and 
effec t necessary recovery in cases where payments were released in violation of GOI 
instructions. 

The matter was reported to the Ministry in August 20 12; the ir reply was awaited (March 
2013). 

6.2 Excess expenditure on handling of Joodgrains 

FCI (UP) Region paid handling charges of foodgrains to Handling and Transport 
contractors/DPS labour under incorrect clauses of tender rates, which resulted in 
excess expenditure of~ 6.48 crore during RMS/KMS 2010-11 and 2011-12. 

Wheat/rice procured by State Government of Uttar Pradesh (UP) and its agenc ies for the 
Central Pool for the Kharif Marketing Season/Rabi Marketing season (KMSIRMS) 2010-
11 and 20 11 - 12 was to be delivered at a designated storage platform of Food Corporation 
of India (FCI) for subsequent storage in godowns. The costs of transportation and 
handling charges for delivery of wheat/rice fro m mandi/ mills to the designated platform 
of FCI storage point were to be paid based on the rates prescribed in the cost sheet issued 
by Government of India (GOI) for RMS/ KMS 20 l 0-11 and 201 1- 12. Thereafter, 
handling of foodgrrun bags from the designated platform to the FCI godowns for storage 
was performed by Handling and Transport (H&T) labour and Direct Payment System 
(DPS) labour for which the payments were regu lated by H&T contract agreement entered 
into by FCI 1 and the schedul e of rates applicable for DPS labour laid down by Fee 
respectively. 

Scrutiny of records of 12 di trict offices3 out o f 19 district offi ces of UP region revealed 
that FCI wrongly paid higher rate of handling charges to H&T contractors under clause 
for ' unloading from tran port vehicles and stacking the foodgrain bags in godown' @ 

~ 45 per hundred bags4 instead of~ 27 per hundred bags5 for the work actually carried 
out for ' removing/collecting cattered bags of foodgrain from platform and stacking them 
inside godowns.' Thus, application of wrong c lau e under the agreement and payment at 
higher rates was not in accordance with the work actually performed by H&T contractor 
which re ulted in excess payment of~ 4.98 crore during RMS/KMS 20 lO-ll and 2011-
12. 

Similarly, for handling of the foodgrains, FCI UP region a lso wrongly paid DPS 
labourers under clause for 'unloading from transport vehicles and stacking them inside 
the godowns' @ ~ 226 per hundred bags6 instead of~ 137 per hundred bags7 for actually 

1 Model Tender Form Part II (20) a,b,c. 
2 Part II (20) a,b,c of Direct Payment System (DPS) schedule of rates. 
3Gorakhpur, Moradabad, Kanpur, Gonda, Varanasi, Bareilly, Lucknow, Faizabad, Sitapur, Shahjanpur, 
A llahabad and Azamgarh. 

4 Clause Part1(3) a,b,c of HTC mode/tender form. 
5 Clause Part II (20) a,b,c of the HTC model tender form. 
6 Clause Part/ (3) (a),(b),(c) of Schedule of rates and services for DPS Labour (Rates includes Above 
Schedule of Rate @2180 per cent). 

7 Clause Part II (20)( a), (b),(c) of Schedule of rates and services for DPS labour( Rates includes Above 
Schedule of Rate@ 2180 per cent). 
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'removing/collecting scattered bags of foodgrains and stacking them inside the godowns.' 
This resulted in excess payment of~ 1.50 crore to DPS labourers during RMS 2010-11 
and 2011-12. 

Audit further observed that such wrong payments of handling charges were made in 
violation of relevant clauses of the aforesaid contract and despite issue of instructions in 
this regard by Regional Office, Lucknow in September 2006 which indicates weak 
internal check. 

The Management in its reply stated (September 20 12) that observation was noted for 
future compliance and the field offices were instructed to ensure the payment of handling 
charges under the correct clause of Part II (20) for the handling work done in future. 

The reply of the Management is not acceptable as it neither furnished reasons for 
violation of the existing instructions issued in September 2006 nor intimated action taken 
to fix responsibility for applying wrong clause under the H&T contract/Schedule of rates 
applicable to DPS labour. The Management remained silent on the issue of recovery of 
excess payment from the contractors/labourers. 

Thus, due to irregular payment of handling charges against the wrong clause of the H&T 
contract and schedule of rates, FCI incurred excess expenditure of ~ 6.48 crore on 
payment to H&T contractors and DPS labourers during KMSIRMS 2010-11 and 2011-12 
which was yet to be recovered from the parties concerned. 

The matter was reported to the Ministry in October 2012; their reply was awaited (March 
20 13). 

6.3 Misappropriation of the amount of Sen•ice Tax by the Contractor 

FCI's failure to ensure compliance with the statutory/contractual provisions 
resulted in misappropriation of service tax amounting to ~ 5.37 crore by the 
contractor appointed for handling and transportation of imported wheat during 
2006-07 and 2007-08. 

Food Corporation of India (FCI), RO Ahmedabad appointed (August 2006) M/s. Kailash 
Enterprises as Stevedoring, Clearing, Handling and Transportation/Cargo Handling 
Contractor (Contractor) for handling the imported wheat during 2006-07 and 2007-08 at 
Kandla Port. As per clause XIII of the tender document for the SCH&T contract, the 
contractor was to produce records such as vouchers, receipts including statutory returns, 
etc., relating to execution of contract for verification by FCI. Further, as per Service Tax 
Rule 4A ( 1 )(i), every person providing taxable service shall issue invoice or bills 
containing interalia name, address and registration number of such person. 

Scrutiny of records revealed that FCI admitted the bills of the Contractor which did not 
bear service tax registration number though mandatory under the Service Tax Rules. 
After noticing that the Contractor did not produce any documentary evidence of 
remittance of service tax to the department concerned, FCI advised (December 2006) the 
Contractor to make immediate payment and furnish challans within three days. The 
Contractor failed to furnish the required documentary evidence/proof of remittance to 
FCI. Despite such failure on the part of the Contractor, FCI continued to entertain the 
claims submitted by the Contractor and released the payments subsequently. 
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Further, FCI released { 5.37 crore to the Contractor towards service tax during the years 
2006 to 2008 through 109 bills1 without verifying proof of remittance of service tax2 into 
Government accomh by the Contractor though enabling clause for verification of any 
document/record wJs stipulated in the tender document. 

The Management siated (January 2012) that although the onus of remittance of sel"Vice 
I . 

tax was on the SCH&T contractor, but in view of audit observations, they persuaded 
them to remit the th and submit challans as proof of payment. In the meanwhile, the 

I 
Management encaslied the bank guarantee of { 2.35 crore of the contractor and referred 
the matter of Iion iemittance of service tax to the Commissioner, Central Excise and 
Service Tax. . I _ 

'l'he contention of *e Management is not acceptable as encashment of the Contractors' 
bank guarantee of ~ 2.35 crore was meant for adjustment towards loss of gunnies, grab 
charges, shortages, ~enimurages, etc., amounting to { 3.29 crore and was not for making 
good the amount o:li service tax not remitted. Tax authorities confirmed (January 2012) 
that though the Corltractor had charged . and collected service tax from their clients, but 
failed to deposit the I same to Government accounts and also failed to declare such facts to 
the department at tlie relevant time. An offence case was booked against the contractor 
and was under invdstigation (January 2012) by the Commissioner, Central Excise and 
Customs. I ·. · • 

Thus, FCI' s failure to ensure compliance with the statutory/contractual terms resulted in 
. I . . 

misappropriation of I{ 5.37 crore by the H&T Contractor. 

The matter was re_gorted to the Ministry in November 2012; their reply was awaited 
(March 2013). 

1 2006-07:98 bills amoknting to ~3.70 crore; l007-08: 11 bills amounting to n.67 crore. 
2 Service tax for 2006-0t was 12.24 per cent (service tax 12per cent and education cess 2 per cent) and 
for 2007-08 :12.36 per cent (service tax 12 per cent and education cess 3 per cent). 
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[ CHAPTER VD: MINISTRY OF DEFENCE 

!BEML Limite~ 

7.1 Imprudent decision to takeover a defunct company 

Imprudent decision of BEML to takeover Mining and Allied Machinery 
Corporation Limited without establishing its viability resulted in blocking of~ 59.41 
crore. 

M/s. Mining and Allied Machinery Corporation Limited (MAMC), set up in 1965, was 
manufacturing and supplying underground mining equipment to Coal India Limited 
(CIL) and other mining companies apart from Damodar Valley Corporation Ltd. 
(DVCL). MAMC had a history of incuning loss since its inception and was dec lared sick 
and referred to the Board for Industrial and Financial Reconstruction (BIFR) in 1992. It 
was closed in January 2002 due to lack of orders coupled with labour problems and was 
under litigation for nearly 15 years after it was refened to BIFR. In May 2007, Hon ' ble 
High Court of Calcutta decided that the assets, except the township which was to be 
handed over to the Government of West Bengal, would be the property of the High Court 
under the custody of official liquidator. In the meantime, BEML Limited (BEML) 
received an invitation (April 2007) from CIL to join a consortium to takeover and revive 
MAMC. The Board of BEML decided (May 2007) to evaluate the proposal of CIL. 
However, without the approval of the Board, BEML entered into a consortium agreement 
(September 2007) with CIL and DVCL and the consortium filed an application (October 
2007) in the High Court for revival of the defunct company. 

The High Court, which had published (September 2007) an auction sale notice, granted 
(October 2007) a stay order on the sale process and directed the consortium to file an 
unconditional corporate guarantee to pay the amount, falling short of ~ 150 crore at the 
resale of the assets of MAMC, in the event of consortium backing out of the proposal to 
revive MAMC. Accordingly, BEML filed (October 2007) the guarantee. However, as the 
revival proposal became unattractive due to unresolved outstanding liabilities, it 
terminated (October 2009) the consortium agreement. The decision to terminate the 
agreement was placed before the Board as an agenda item only in April 2010, requesting 
for ratifi cation of the Board. However, as BEML was legall y bound under the corporate 
guarantee, the Board decided (May 20 I 0) to take part in the auction process to secure the 
assets of MAMC by reviving the consortium agreement. 

Accordingly, a fresh consortium agreement was signed (June 2010) with CIL and DVCL 
to acquire the assets of MAMC. It was also decided to share all the expenditure and form 
a Joint Venture Company (JVC) to restart MAMC. The consortium bought (June 20 I 0) 
the assets of MAMC for ~100 crore in the auction sale, in which BEML's contribution 
was ~48 crore. With this acquisition, the Court discharged the liability towards the 
guarantee furni shed by the consortium. BEML had also incuned ~~ 1.41 crore towards 
other expenses. Further, BEML continued to incur recurring monthly expenses of ~8.55 
lakh from July 2012 towards private security arrangement. 
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It was also noticed that BEML independently formed (August 20 I 0) a wholly owned 
subsidiary company, without the consent of CIL and DVCL, in the name of MAMC 
Industries Limited on the plea that incorporati ng a new company involves a series of 
formalities and necessary amendments to the Memorandum and Articles of Association 
could be made subsequently to suit the requirement of a JVC. 

We observed serious deficiencies in the decision and action to purchase the assets of 
MAMC as mentioned in the succeeding paragraphs: 

• Without wai ting for the report of the Committee that had been formed (May 
2007) by the Board to evaluate the proposal and establ ish its viability, Chairman 
and Managing Director (CMD) BEML signed (September 2007) the consortium 
agreement to takeover MAMC. The report of the Committee was received in 
October 2007. The CMD informed the Board regarding the signing of the 
consorti um agreement in an Action Taken Report (October 2007); 

• Although MAMC had incurred losses since its inception (1965) and had not 
generated business beyond 10 per cent of its capacity , BEML signed (September 
2007) the consortium agreement without conducting due diligence; 

• The subsequent due diligence report obtained in November 2008, indicated that 
revival of MAMC would be viable if firm orders are received from CIL/DVCL. 
Even though firm orders were not obtained and there were no assurances on 
getting adequate return on investment, BEML went ahead with the proposal and 
invested '{ 48 crore; 

• An unconditional corporate guarantee for the amount falling short of'{ 150 crore 
was filed before the High Court without getting prior approval of the Board, 
despite the directives of the Board (May 2007) to revert to them for a final 
decision ; and 

• BEML formed a wholly owned subsidiary company without the consent of CIL 
and DVCL who were also the consortium members, which later on (September 
20 1 0) invited serious objections from them. Consequently, the JVC was still to be 
formed (November 20 12) and business operations of the subsidiary could not be 
commenced. 

Management stated (November 20 12) that (i) the Board was informed of all 
developments well in advance/periodically seeking necessary approval/ratification and 
that the signing of consortium agreement did not have any financial commitment; (ii) 
corporate guarantee was filed as per the court directives; (ii i) project was taken up on the 
assumption that demand for underground mining would increase and CIL/DVCL would 
bring synergy to the project; (iv) due diligence report obtained had also confirmed the 
stand taken by the management; and (v) the investment wou ld prove to be prudent from 
the long term prospective when the underground mining is revived by CIL. 

The reply counters the fact that the Board's approval was not sought as required by the 
Board, which also highlights poor corporate governance of the company. BEML ventured 
into the process of takeover of the defunct company even without a firm commitment 
from its consortium members, despite the caution in the due diligence report that the 
market for underground mining was not robust and was likely to remain so. 
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Thus, the imprudent decision of BEML to takeover MAMC without establishing its 
viability has ended in blocking of~ 59.41 "' crore (November 2012) with no foreseeable 
re turn. The decisions taken in this regard by BEML, without getting approval of the 
Board, were reflective of poor corporate governance of the company. 

The case was reported to the M inistry in December 2012; their reply was awaited (March 
20 13). 

7.2 Defective terms of trading with an Iron ore trader 

Failure to incorporate suitable clauses to obtain bank guarantee and adequate terms 
to safeguard the interest of BEML coupled with undue favour to a business 
associate resulted in non-recovery of~ 35.42 crore. 

BEML Limited (BEM L) entered (March 20 I 0) into a Memorandum of Agreement (MOA) 
for iron ore trading with M/s. Prasanna V. Ghotage, Belgaum, (PVG), a sole proprietary 
concern engaged in sourc ing, supply, export and trading of iron ore, besides providing 
logistics. In pursuance of the MOA, BEML entered into ni ne tripartite contracts during 
2010-20 12 valuing ~ 92.49 crore with PVG and M/s. Nord bell Commercial Limited 
(NCL), British Virgin Island (Buyer), for shipment of iron ore to China. As per the MOA, 
BEML will source the iron ore from PVG for which 80 per cent of the purchase value of 
the material de livered at the Port has to be paid based on inspection certificates issued by 
inspection agencies recommended by BEML. PVG was required to furnish a guarantee to 
perform all its obligations under the agreement and to indemnify BEML against all losses, 
damages, costs, claims, expenses, taxes/statutory levies whatsoever which BEML may 
suffer, pay or incur by reason of or in connection with any such default on the part of the 
supplier (PVG). PVG was also to give a cheque for ~45 crore as security towards execution 
of the contract. BEML, in tum, would receive payment from the oversea buyer. 

After execution of eight contracts, the trading acti vity came to a standsti ll consequent on a 
ban imposed (September 20 I I) by the Government of Goa on iron ore exports. 

Audit of the transactions revealed the following irregularities: 

• The due diligence exercise based on which PVG was selected did not cover core 
i sues such as trustworthiness, credibility, competence, commitment and 
dependability; 

• PVG furnjshed (March 2010) a deed of guarantee and an un-dated cheque for ~45 
crore in line with MOA. MOA was ab initio defective as an enforceable bank 
guarantee was not insisted upon; 

• BEML paid PVG ~ 17.93 crore in July 201 L towards 80 per cent for shipment of 
85,000 MT iron ore (55 per cent Fe grade) under the eighth contract. BEML also 
paid, in August 20 l l, ~ 8.57 crore to PVG towards the ninth contract to hip 
25,000 MT iron ore (58 per cent Fe grade). However, 55,000 MT of inferior Fe 
grade (45.02 per cent ) was actually shipped (January 2012) as against the required 
55 per cent Fe grade. The remaining quanti ty of 30,000 MT against the eighth 
contract and the entire quantity contracted under the ninth contract could not be 
delivered due to imposition of ban on iron ore export by the Government of Goa 
and the trading acti vity came to a standstill. By that time, PVG had a liability to 

• ( 48 crore + ( 11.41 crore. 
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pay back ~29.82 crore on account of unadjusted advances, recoverable duties, 
demurrages and other costs; and 

• BEML did not present the cheque for ~45 crore which PVG had given as security, 
to recover the amount due from PVG. 

Management stated (January 2013) that PVG was selected after assessing experience in 
iron ore trading and a guarantee was accepted as PVG expressed their inability to 
convince their bankers for issuing a bank guarantee. Progressive payments to PVG were 
released as per the terms of MOA. BEML did not mention the reasons for not presenting 
the cheque to recover the dues. 

In another case, BEML received a purchase order from PVG in September 2011 for 
supply of eight hydrau lic excavators and 20 wheel loaders, at a total value of ~8.09 crore. 
20 per cent was to be paid as advance and balance 80 per cent was to be deducted from 
the iron ore shipment bill. PVG gave two cheques (September/October 2011) for a total 
of n.84 crore towards advance payment and requested BEML (October 201 1) to 
withhold presentation of the cheques. BEML, therefore, did not present these cheques. 
PVG subsequently paid~ 0. 40 crore towards advance. 

On supply of the equipment (September to November 201 1 ), PVG gave a cheque for 
~ 7.36 crore as security for iron ore supplies due, by February 2012 against the balance 
80 per cent. BEML presented the cheque belatedly in June 20 12 although iron ore was 
not supplied within the stipulated period. The cheque bounced due to insufficient funds. 
Another cheque furnished by PVG (Jul y 2012) for~ 7.36 crore was presented (September 
201 2) which was also dishonored. BEML issued a legal notice under the Negotiable 
Instruments Act in September 2012 and lodged a criminal complaint in January 20 13. As 
assessed by the Management, an amount of~ 5.601 crore was due from PVG after return 
of two hydraulic excavators and eight wheelloaders2 due to quality issues. 
Management stated (January 20 13) that efforts were being made to take back the balance 
quantity. 

The replies are not acceptable as BEML fai led to recognize the inherent risk of not 
insisting on a bank guarantee and the terms for releasing progressive payments were 
inadequate to safeguard the financial interests of the company. The entire transactions 
which resulted in non-recovery of substantial amount from PVG, require independent 
investigation for fixing of responsibility. 

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

!Bharat Dynamics Limited! 

7.3 Procurement, Production and Supply of Konkurs-M Missiles 

7.3.1 Introduction 

7.3.1.1 Bharat Dynamics Limited (BDL), was incorporated in July 1970 under the 
admi ni strative control of Department' of Defence Production, Ministry of Defence (MoD) 

1 Excluding taxes and duties 
2 PVG returned two excavators and eight wheel Loaders valuing f 3.20 crore during September 2012 to 
December 2012. 
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I 

with\ the obj~ctive of manufacturing sophisticated Defence equipment required by the 
Armpd Force~. BDL is a prime production agency for Guided Missiles in fudia. 

'l.3.i.2· TheBhanur unit of BDL established (1988) for manufacturing Konkurs ATGM1 

Syst6ms and :,Unified Launchers was assigned with the production of Konkurs missiles 
sincJ 1989 as a part of the contract entered into by the MoD with the erstwhile USSR for 
prodhction of Infantry Combat Vehicle BMP-ll. Kon.kursmissile with single war head 
was bapable 6f defeating tanks and armoured personn.el carriers other than T80 UD tanks 
protJcted by' Explosive Reactive Armour (ERA) panels. BDL was producing 2000 
Konkurs missiles per annum and had orders upto March :2000. Since Konkurs missile 
was hot defe~ting the tanks fitted with ERA panel, Army recognized (1994) the need for 
induttion of Konkurs-M missile which is an advanced version of Konkurs and capable of 

I I 

defeating tanks protected by ERA. 
I , . 

'1.3.).3 BDL :had been interacting (1996) with M/s. KBP Instrument Design Bureau2
, 

I . 

(KBf)Tula, ~ussia, Original Equipment Manufacturer (OEM) for the manufacture of 
Konkurs-M Ihissiles. BDL proposed (April 1999) to MoD to manufacture Konkurs-M 

I . , 

missiles for 0ptimum utilization of their production facility. Accordingly, a transfer of 
I ' . . 

techll.ology (TOT) contract was entered into (October 2002) by MoD with KBP, for 
tran~fer of partial licence and technology for Konkurs-M: missiles, rendering technical 
assis~ance in ~etting up and augmentation of the existing facilities including sale of 4000 .. 
miss~les in va,rious stages3 of technological readiness at a total cost of US $ 54.37 million 
({ 249 crore) ito enable BDL to produce 24,000 missiles from component level. The TOT 
con~act was yalid for a penod of 15 years. MoD assigned (November 2002) the contract 
to BDL with the responsibility for its implementation. 

I . . 
'1.3.).4 Army' placed five indents (September 2003 to March 2008) on BDL for the 
nianbfacture and supply of 28,000 Konkurs -M missiles during the period March 2004 to 
Mar~h 2012. !Of these, 6000 missiles were to be supplied from imported fully finished 
miss~les (FP.jl500), semi knocked down (SKD- 1500) and complete knocked down 
(CKD - 3000) kits. The balance 22,000 missiles were to be manufactured from 
component level from October 2005. BDL had supplied 14,722 missiles up to January 
2013, leaving. a backlog in supply of 13,278 missiles. · 

I . 
'1.3.~.5 BDL ~dentified 431 coinmon components (CCs) used in Konkurs and Konkurs-M 
missiles. Kollirurs-M missiles had 133 uncommon components (UCCs) which were 
coveted in the TOT contract (October 2002). These UCCs were to be initially imported 
and [later indigenized. CCs and UCCs were to be integrated for the production of 
Konkurs-M nlissiles. 

I ' I , . . . 

'1.3.1.6 When! the integration of CCs with imported UCCs commenced in February 2006, 
BDU encountered a major reliability problem. Further, technology absorption took a 
long~r time tpan anticipated and the technical problems relating to integration of CCs 
with[uccs were fmally resolved in February 2009. This 1C1d to delay in execution of the 
contract by three years and consequential delay in supply of the missiles to the Army. 
The ~elay in ~upply of 14,722 missiles resulted inloss of{283.72 crore4 besides levy of 

1 And Tank GuMed Missile (ATGM); 
2 Konkurs was developed by KBP in 1962. 
3 1000 fully jinfshed, 1000 semi knocked down and 2000 complete knocked down. . · 
' ~ U the ""' "' intimated by BDL, being Ow difj..-ence lwtween co<tp'"" and .elling price 

I' 
I 
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Liquidated Damages (LD) of ~38.81 crore by the Army. The estimated loss for supply of 
the balance 13,2781missiles is ~297.25 crore and the likely LD is ~75.57 crore. More 
importantly, BDL could not completely supply the missiles as required by the Army for 

I . defence preparedness. 

7.3.2 Audit objec~ve, sc~pe altld methodology of audit 

The Audit objectivek were to examine the reasons for delay in execution of the contract, 
consequent loss and I impact on defence preparedness. The scope of audit included review 
of planning, procur9ment, production and supply of Konkurs - M missiles, covering the 
period from October

1
2002 to March 2012. The audit criteria were management decisions,· 

approval of the ad~nistrative ministry and the Board of Directors, pricing, delivery 
schedules, sales realization, and absorption of technology. The methodology involved 

I 

review of files at MoD, review of Board minutes, review of contract, Army indents, 
production records abd discussions with Management. 

7.3.3 Audit fimliltlks 

7.3.3.1 Delay illl finJlization of contlract 

The delay in enterinJ into contract was obseryed in the following stages: 

o Although Anhy recognized the need to induct Konkurs-M missile in 1994, the 
trial evaluatioh in Russia was conducted in 1998 after a lapse of about four years; 

Subsequent t~ trial evaluati~n in January 1998, the evaluation trials of Konkurs-M 
missile against ERA panels were completed in India in October 2001, after a 

I .. • lapse of about three-and-a-half years; and · 

6 Finally, the bo~tract ·was concluded in October 2002 after completion of 
. evaluation trials in India, after a lapse of one year. 

Thus the process ofl finalizing the contract took about eight years from the date of 
recognizing (1994) the need of improved version of Konkurs-M, which was not justified. 

MoD, while remainidg silenton the reasons for delay in finalizing the contract, stated 
(January 2013) that the contract was finalized by a committee consisting of 
representatives from by, Acquisition Wing of MoD, Defence (Finance) and DDP"'. 
Reply is not specific knd also does not addresss the issue on undue delay in finalization 
of the contract which 

1

adversely affected the defence preparedness as Army was deprived 
of the capability of defeating tanks protectecYby ERA panels. Army was. solely dependent 
on BDL for supply I of missiles as the contract was assigned to BD~ with the 
responsibility of absorption of technology and manufacture and supply of missiles. 

7.3.3.~ Deficiency ih coltltlf'act 

The ~OT contract pro~ided for transfer of technology in re~pect of ide~tified 133 .uccs 
and dtd not cover new components that would have to be mtroduced, If any. While the 
contract also provided I for updation of existing Konkurs documentation, it did not provide · 
the technology required for the core activity of integrating UCCs with CCs as discussed 
in the succeeding para~aphs: 

I 

I 
"' Department of Defence Rroduction 
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(A) ( A new/additional component, viz., Generator Assembly, was introduced (March 
2003) by KBP for resolving the technical snags in the first lot of imported fully finished 
(FF) hrissiles h~ceived in March 2003. However, KBP did not transfer its technology on 
the bound ~at this component was not covered under. the contract Subsequently, 
Generator Assembly was indigenized by· BDL (January 2010) through reverse 
engi~eering process entailing a delay of about five years. The contract signed was 
deficient as it! did not foresee the necessity to provide for transfer of technology for new 
components, if any, s~bsequently introduced by KBP. 

I I . 

(JB) [ The tiPrd indent (February 2004) placed by the Army envisaged production of 
missiles from component level ~and supply of 2860 missiles by OCtober 2005 which 

I ·! requifed integration of UCCs with CCs. Integration activity which commenced only in 
Febrhar)r 2006 in small lots to facilitate gradual technology absorption, encountered 
majdr reliabWty problems.The technical problems were als~ inconsistent from lot to lot 
whidh were finally resolved in February 2009, by which time supply of 9000 missiles 
agaihst the indents placed by the Army was pending. The contract did not provide for 
techhlcal support for integration and successful proof firing of the missiles. In the 
abse

1

hce of ~uch a clause, BDL could not insist upon KBP for technical support in 
resolving the integration problems. In the meantime (October 2005 to January 2009), 

I I BDiy had im~orted 7000 UCCs at a cost of ~241.24 crore for production of the Konkurs-
M rriissiles and supply to the Army. Thus the delay in resolving-the integration problems 

I ' resu~ted in !}On-utilisation of the importecLUCCs for periods ranging from 17 to 49 
moqths. · , . . · 

MoD, while replying (January 2013) did not comment on the absence of technical ! 

support for integration of UCCs with CCs. It, however, stated that in case of TOT 
contracts, OEMs give certain percentage of TOT documents and for balance items, the 
corripany resorts to indigenisation either through rev~rse engineering or through local 
dev~lopment agencies. The reply is liot acceptable as the contract did not provide for 
TOT of ne~/additional components and technical support for integration of UCCs and 
CC~ which led to delay in absorption of technology and execution of the contract. MoD 
wa~ also not specific as to what items can be transferredunder TOT. Thus the contract 
wa~ deficierit to this extent. 

7.3.1.3.3 Delay iil updatimn of technical documentation . · 

As !per the contract, KBP had to carry out an analysis of the technical documentation of 
Kohkurs mi~sile earlier transferred, to decide whether Konkurs documentation is useful 
forj Konkurs-M pr:oduction and to carry out necessary correction of design documents, 
without any charge. The technical analysis , (April 2003) by KBP indicated certain 
distrepanci4s in the technical documentation of Konkurs ~vailable with BDL, which was 
du6 to amendments made by KBP during 1992-2002 without the knowledge of BDL. 
BQL had also carried out modifications without KBP's knowledge. 

I , . 

Ac~ordinglt, KBP recommended .that various checks/inclusions· be carried out to the 
deSign and technology process documents and that the technical documentation common 

I . . - . I 

fori Konku~s and Konkurs-M be used in the manufacture· of Konkurs-M. As per the 
COljltract, KBP had to provide necessary corrections of design documents in resp~ct of 
cas. However, KBP declined to provide corrections to the design documents in respect 
of [two CCs viz., Launch Tube and Ignitor which had been fine tuned by KBP. Launch 
Tn:be was finally fine tuned (February 2009) and an altemative material for Ignitor was 

I 
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identi~ed by BDL.IThus, _th~ failure of BDL to enforce the contractual provisions led to 
delay m 'SUpply of rhe nnss1les by BDL to the Army. BDL stated (October 2011) that 
though the subject Ignitor is common for both Konkurs and Konkurs-M, a new control 
section introduced b the Konkurs-M missiles was not compatible with the same arid 
hence BDL took tHe initiative to find an alternative material. BDL added that in the 

I . . . 

absence of TOT, such delays were normal and unavoidable. MoD did not comment on 
this issue. I _ 

7.3.3.4 Failure to enhance capacity · 

In view of the accubmlated backlog in s~pplies, at the instance of MoD (February 201 0), 
BDL planned (Augpst 2010) to enhance the capacity for production of missiles in two 
phases, i.e., from 3000 missiles per year to 4500 missiles per year in phase-! and 6000 
missiles per year in lphase-U, at a cost of {50 crore and { 130 crore respectively. Phase- I 
was to be completecl by March 2012 and phase-U by March 2013. Though the first phase 
was to be completbd by March 2012, the capacity increased only marginally by 500 
missiles per annum,l even after spending {59.27 crore tiU February 2013. 

MoD stated (January 2013) that heavy investment was not planned initially and 
production was affdcted due to technical snags. The backlog was expected toj!e cleared 

"" by 2015-16 by enh~ncing production from the year 2013-14. Reply is not acceptable as 
the backlog remaided at 13,278 (January 2013) and even phase I of enhancement of 
capacity had not bden completed. Even with the existing capacity of 3000 missiles per 
year, on an averag~ only 1791 missiles per annum could be produced/supplied by BDL 
during the period 2009-12. · , · 

7.3.3.5 Levy of W I · ~. 
Against the indented quantity of 28,000 missiles, BDL had supplied 14,722 missiles to 
the Army till Jantiary 2013, leaving a backlog of 13,278 missiles. The delay in 
production/delivery I had resulted in levy of LD aggregating to {38.81 crore as of January 
2013 and the LD woUld be even hig!J.er when the remaining missiles are delivered as 
mentioned in paragtaph 7.3.1.6 above. . · 

7.3.3.6 Loss due to cost overrun 

The first four indents placed by the Army upto March 2006 for 12,860 missiles were on 
fixed price arrived ~t considering the costs involved and profit mark up estimated at the 
ti~e _of submitting lthe q~otati~n. The fifth indent (~arch 2008) for supply of 15,1_40 
M1sstles was on fixed pnce w1th an annual escalatwn of about 5 per cent. BDL has 

I 

incurred a loss of 1{283.72 crore in the supply of 14,722 missiles till January 2013 
(excluding LD). F-qrther, there is a likely loss of {297.25~ crore (excluding LD) in 
respect of balance 13,278 missiles yet to be supplied. 

MoD stated (JanuaJ, 20J3) that the price of Konkurs-M missiles was fixed based on the 
price of imported F1F missiles and the difference between the FF price and the price of 
SKD/CKD items plknned to be imported was allowed as value addition to BDL. Due to 
technological issuek encountered by BDL during execution of indent 03/2004, the 
deliveries of Konkdrs-M were delayed by a few years. The consumption of material in 
acceptance tests w~s ·also more than expected, besides increase in cost due to time 

I 

" The loss is as estimatJd by BDl. in February 2013. 
\ 
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overlun. MolQ's reply is an admi~sion of the failure of BDL to absorb the TOT to produce 
and ~upply t~e missiles as planne?, which had resulted In loss of ~283. 72 crore in the 
supply of 14,1722 missiles till Janu'ary 2013 (excluding LD), besides an estimated likely 
loss bf ~297 .25 crore in the committed supplies to be made to the Army against pending 

I , 

inde1,1ts. 
i . 

7.3.~.7 Additi,onal import of Konkurs-M 
I ' J ' • 

We [observed that MoD, in November 2012, concluded a contract ~ith M/s 
Rosqboronexport for purchase of 10,000 Konkurs-M at a' cost o~ ~ ·1223 crore for the 
Arm¥ on the ground that BDL had not been -able to meet theifcontractmil obligat,ons due 
to ptloblems ~n absorption of TOT. This indicates that the·efforts of MoD to indigenize 
prodhction of Konkurs-M missiles to avoid- dependency on foreign suppliers was 
defe~ted,despite buying technology at a cost of ~249 crore from KBP under a contract 

I , 

conc~uded as :early as in October 2002. 
I , 

7.3.l.8 Absence of monitoring by the J/Joard of Directors/MoD . . 

As per the DPE guidelines, (2003), the Government Director has a dual role, i.e. as a 
· Diretror of the Company and also as a representative of the Government. Even though 
BDll has a :Government nominated Director/Directors ·on its Board, the delay in 
impl~mentatibn of the contract due to various technical pr<j>blems and consequent delays 
in supplies were not seen and deliberated upon by the_Goveinment nominee. 

On-~ review ofagenda-and minutes of~he Board meeting, we observed_ that there was no 
specific age~da item related to monitoring of this major project. The Board did not 
queshon the slow progress of work relating to the project as evidenced from the fact that 
duri~g the period December 2002 to March 2011, 49 Board meetings were held and 
specific issues relating to integration· and delays in supplies were not discussed. Further, 
duriig 2011-:12 although eight Board meetings wer~"'held, only one Board meeting 
mentioned an agenda item relating to procurement of capital items for Konkurs-M. Thus 
the Jl3oard in I spite~ of a Government nominee/nominees, was found to be ineffective in 
monitoring the implementation of the contract. 

I I - ' -
MoD statedr (January 2013) that the Board had been regularly monitoring the · 
indigenization programme and technical reliability issue ~f Konkurs-M. The reply is not 
acceptable as! the agenda and minutes of the Board meeting~ did not provide any evidence 
of tlie fact tliat the issue was discussed, indicating weakness of corporate governance. 
Review/monitoring by the Board and also assistance/guidance from MoD for timely 
impl~mentatibn of the contract was not on record. 

I 

Conclusion 
I 

Alllls~rrnce l[]lf tedtmftcm SUllJ!DJ!»I[]Id Jt'm· ftrrntegll"atiil[]ln dlUlle tl[]l ldlefi~iierrndes iin TOT ICI[]IIffit!l"ad arrndl 
corrn~e<qUllentii~ll ]pll"l[]l!lJlllems iin afusl[]ll!']!Dtiimn 1[]1[ 1teclhlrrnl[]l[l[]lgy 9 ICI[]IUll]pilleail · wiitlhl ailellay iirrn 
Jlllll"l[]lid!Ulldiion!~Ull]!ll]pllly 1[]1[ 1tlhle mlisslilles Ihlas lleldl tl[]l a lll[]l§§ 1[]1[ ~~23 IC!l"i[]lll"le (iirrniCllUllWimg LJI))) mn 
]arrn~~llll"Y 2@1~9 lbesll.ldles arm expederll nl[]lss 1[]1[ ~297.25 !Cll"l[]lll"te ;nrrn tlhle CI[]IJlllllmii11:1tedl SUllJPlJPlnnes ,11:1[]1 
lllle ~adle tl[]l t)ble :thmy agaiirrnst jpltellllrlliirrng irrnidlen1ts. lFanll1Lill!"e oft' JB][)L to 'sUllJPlJ!Dlly tlhle mftssiilles 
iimlle\mteidl lilly! tllne All"llllllY9 l!"tesUllllteldl iirrn ICI[]IImdUllsliorrn 1[]1[ a -CI[]IIffit!l"ad ft'm· iim]pli[JIJ!"t oft' 1@9@«Jll[]) 

miis~Jl.lles at !a ICI[]Ist l[]lf -~ 1223 ICJ!"I[]Il!"e, dldeatiiHllg tlhle :vell"y o~jedlive l[]lf avoiimilllg 
ldlep~mllerrnce l[]llffi [l[]lll"teiigrrn SUllJPJP>lliiell" fl[]lll" 1tlhliis ammUllrrniitiimn. lFUllll"tlhlell" 9 tlhle ldlellay iirrn SUllJPlJPllly 
• I , - / / . 

50 



Report No. 13 of2013 

created a capability gap in the Army to fight tanks fitted with ERA panels, thereby 
impacting the Army's operational preparedness. 

IBharat Electronics Limite~ 

7.-1 Signing of a contract with a firm of doubtful integrity 

BEL entered into a contract for procurement with a foreign vendor despite the fact 
that the CBI was investigating the firm's deals for alleged corrupt practices in 
earlier contracts which had a r isk of the firm being blacklisted. As the firm was 
eventually blacklisted, this led to blocking of BEL's funds of~ 502.31 crore. 

Bharat Electronics Limited (BEL) concluded (December 2009 and March 20 I 0) contracts 
with M/s Rheinmetall Air Defence, AG, Zurich (RAD) for purchase of one set each of 
Technical Data Package (TOP) and Manufacturing Data Package (MOP) at CHF 
9 1,036,880 (equivalent to ~422.32 crore 1

) and CHF 39,643,679 (equivalent to 
~ 180.34 crore2

) to manufacture, assemble, integrate, test, support and sell in India the 
new technology and upgrade the existing systems for gun fire control. 

Under the above contracts, individual purchase orders were to be placed by BEL on RAD 
as and when requirements arose. Plac ing of purchase order requires the approval of the 
Procurement Sub-committee of BEL's Board. When the proposal for placing purchase 
order of the said systems was put up before the Procurement Sub-Committee (30 July 
20 I 0), the Joint Secretary (Electronic System-ES) of the Department of Defence 
Production (DDP), Mini stry of Defence (MoD), informed the Sub- Committee that 
procurement from the firm would need clearance of the MoD since procurements from 
the firm were under examination by the Ministry. The Chairman and Managing Director 
of BEL also agreed to the same. This was followed up (3 August 20 I 0) with a written 
communication from the Mini stry in which it was stated that the Central Bureau of 
Investigation (CBI) had recommended blacklisting of RAD and the matter was under 
MoD's examination and (hence) procurement needed its (MoD's) clearance. The Sub
Committee cleared the proposal subject to MoD's c learance. However, when BEL sought 
( 16 August 20 I 0) MoD's advice on whether it could go ahead with the procurement since 
no instructions had been received regard ing any ban on RAD, the Joint Secretary 
informed BEL (6 September 20 I 0) that it was not legally valid to blacklist a company in 
anticipation of actual blackli sting. He, therefore, advised BEL to take a deci sion as 
deemed appropriate. 

Thereafter, after obtaining approval (22 September 20 I 0) of the Chairman and Managing 
Director (CMD) BEL placed two purchase orders (22 September 201 0) on RAD for CHF 
93,652,880 (~ 434.45 crore) and also pa id interest free advance of CHF 14,047,932 
(~ 65.17 crore) on the same day . BEL placed two more purchase orders for CHF 
26,818,368 (~ 122 crore) on 20 October 20 10. Subsequently, the Board in its meeting on 
29 October 20 I 0 granted post-facto approval for placing the purchase orders and release 
of the advance. The remaining payments were to be made by irrevocable Letters of Credit 
(LC). Both the advances and LCs were covered by Bank Guarantees (BG) for 
II 0 per cent encashable in case of non-supply . 

1 At the Exchange rate of (46.39 per CHF as on 17 September 2010 
2 At the Exchange rate of r 45.49 per CHF as 011 29 October 2010 
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][n April 2012, when supplies agamst prnrchases ordered were still under way, 
MoD (Vigilmce) informed BEL of its decision to debar RAD from further business 
dealings with all its (MoD's) wings for a period of 10 years in view of filing of charge 
sheet in a case related to illegal gratification and imposition of penalties against RAD and 
requested strict compliance. Considering the progress of manufactrnre as also financiall 
implications1 if the company was to stop further mteractions with RAD, BEL requested 
MoD (17 April 2012) for continuance of technicall assistance and supplies from RAD for 
all ongoing contracts. However, MoD, after conslliltations with the Ministry of Law, 
advised BEL (2 ]my 2012) to termiumate allJl the existing contracts with RAD and to take 
all possible measrnres to recover the elt)ltire m;n:nount paid m.· consultation with the legal 
advisers. 

After consullting legal advisers, BEL intimated (28 August 2012) RAD about the 
intention to caned the contract RAD initiated (August/September 2012) legal 
pmceedings against BEL which were pending adjudication as of November 2012. 

We observed the following irregllilarities in signing and partiall execution of the above 
contracts: 

MoD had frozen business with RAD after it was named by the CB][ in a case of 
allllegatil()ln of kickbacks received from RAD by a former Drrector .. .Generall. 
Ordnance Factories (DGOF) in May 20092

• Therefore, ·the Joint Secretary's 
communication of September 2010 allowing BEL to take action regarding 
pmcrnrement from RAD as deemed appropriate was inappropriate. Frurilier, BEL's 
decision to enter into a contract with RAD was allso against ·the interest of the 
Company; 

According to BEL's Delegation of Powers, placing prnrchase orders for above 
~ 30 cmre and payment of any interest :free advance requires approval of the 
Board. However, BEL placed prnrc];lase orders in September/October 2010. for a 
total of~ 556.45 cmre and also made payment of interest free advance of ~65.17 
crore, even before obtaining the appro\rall of the Board; 

\ 

Though the procrnrement decisiolllls \ were placed before. the . Board on 
29 October 2010, the subject was not listed in the Agenda and was taken up as an 
unlisted item. Hence the background papers were not crrcwated among the 
Dfurectors before the Board met on 29 October 2010. Further, none of the two 
Government nominee Drrectors, including the ]oint Secretary (ES), alllld two 
Permanent Special mvitees was present at that meeting. ][n then absence, the 
post-facto approval of the Board for the procrnrements without the approval of 
MoD was questiollllable since procrnrement from the finn was under examination 
oftheMoD; 

1 !Lwrge walluae of UJIIIBliiSMk MellllBS, Vmge pwrt of smge ·paymeTJBts dlfiDVIIB from cUJIStomel!' becoming mm
FejliJIIB4iotbk, JfJGs IIBOt ellB-cl8SDuoble, lih!ly demauii/l fmr ndllB-IfecwruiTJBg eTJBgineeuing costs dUJie on proving 
.f'mt of the SJSllellllBS, aTJBd deli4ay illi SU/IflJflJlJ of 1/BeW SJSiellllBS aftelf dwefupment of alternate technology 
pllD!'tl!ielf, etc. 

2 Cminmei/Bt OIIB tUBe issUJies Yelmi~mg w tlke Jl1UBifc!kl8Ses following lllke Fegislllfmwn of a case by the CBl had 
. ygmllBSt the fmrmelf DOOJF Md bee~m mmk in Repmrt No JLS of 2@Jl(MJL of tlke Comptrollell" and Autlitol!' 
/ !GellBemi of llmlito. 
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The Central figilance. Commission had directed (December 2007) all the PUllblic 
Sector Underttaldngs (PSUs) to ensrure mdusion of suitable futegrity Pacts (IP) in 
theilr contracts; Onlly those vendors/bidders who have entered into such an liP with 
'the buyer JouM be competent to participate in tlne bidding. The Defence 
Procurement[Procedure (DPP) 2008 allso envisaged the signing of futegrity Pact at 
the time of submission of tender, a bmding agreement between the agency and the 
bidder for sp~cific contracts fum whlch tlne prurchasmg agency agrees that it will not 
accept bribe~ during the procurement process and the bidders allso agree that they 
will not offef bribes. At the time of signing of contracts with RADin December 
2009 and March 2010, BEL was yet to adopt liP; 

Though BEJ adopted liP for the orders/contracts of vallllle of ~ 20 crore and above 
I 

from July 2010, liP with RAD was signed oruy in October 2010. This Pact 
required an bndertaking from the bidder committing itself to take all measmes 

. necessary to I prevent corrupt practices, unfair means and illegal activities at any 
stage. WmJ~ the format of the liP prescribed in DPP covered ill contracts with the 
Governmentj, the pact signed by BEL with RAD made the commitment 
applicable tq only contracts with ilie Principal (i.e., BEL). On account of tlris 
modificationf, BEL was deprived of tile advantage of tenrniliation of the contract 
in cases of breaches by RAD of contracts with Government Departments without 
any liability to itself; · 

BEL also eltended (March 20H) concession in payment terms by illowing 
change of n\revocable Letter of Credit (LC) on 'simple invoice and proof of 
delivery' to LC on 'simple invoice with maturity date of U months from invoice 
date for payment', thus eliminating ilie proof of delivery dause. By thls 
amendment, IBEL accepted·RAD's request to enable it to raise funds for project 
implementation, which in effect amounted to making advance payment as it was 
de-linked frJm actual delivery. Moreover, BEL's credit limit came down by~ 
63.47 crore ~eing the amount of LC opened for RAD which was outstanding even 
as of November 2012. Further, BEL also conceded (September 201 1) the request 
of RAD for ,Jmendment of delivery schedule without Liquidated Damages. 

BEL was un~ble to encash BGs as the situation of non-supply had not arisen, and 
BGs were nJt linked to violation of W. Being irrevocable, even LCs could not be 
canceUed urlilaterally. ·.As the irutiru systems were still under integration and 
evaluation, iliost of the materials and documents received against the prnrchase 
orders becacle unusable. -Hence, BEL's funds of~502.3]? crore had been blocked 
for indefinitJ period. Further, it also could not cancel the purchase orders for the 
outstanding jupplies against RAD (November 2012). . \ 

1 

I I . 
The l!Jidder further undertakes that he has not given offered or promised ...... or having 'done any act in 
relation to the obtaining or execution of the contract or any other contract ...... to any person in relation 
of the contract or any other contract with the Government. · . '": 

. 
2 The l!Jidder further uJdertakes that he has not given offered or promised ............ or having done a~y 
act in relation to th~ obtaining or execution of the contract or any other contract with the 
Principal ............... td any person in relation of the contract or any other contract with the Principal's 
organisation. I . 

3 JIJEJL held (November 2012) inventory of { 347.84 crore, outstanding Advances of { 91 crore and 
irrevocable Letters of Credit (JLC)for {63.47 crore with RAJ) 
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Management stated (January 20 13) that it had followed all the required procedure , 
exerci ed all commercial prudence and obtained nece sary approvals keeping in view the 
time criticality of the project. lt further added that it had taken all precautions and 
afeguards and obtained nece sary approval of the Board and the Government. 

The above audit observations disprove the claim of the management. Further, MoD it elf 
had sought (July 20 12) explanation from CMD for not safeguarding the financial 
interests in view of the blacklisting of RAD recommended earlier. 

The signing of the contract with a firm, the credibility of which was under examination 
for alleged corrupt practices and placing purchase orders committing heavy li ability was 
hasty and without adequate assessment of the associated risks. This resulted in blocking 
of Company funds of~ 502.31 crore for an indefinite period. 

The case was reported to the Ministry in January 20 13; their reply was awaited (March 
2013). 

7.5 Undue benefit to a foreign ~·end or 

BEL showed undue favour to a foreign vendor by not claiming the reimbursement 
of~ 21.08 crore, being 80 per cent of customs duty, which the foreign supplier had 
offered to bear and instead recovered the entire amount from BSF. 

The Director General (DG), Border Security Force (BSF) requested (September 2009) 
Bharat Electronics Limited (BEL) to quote for supply of 6000 Passive Night Vision 
Weapon Sights (PNVWS) (model PR 1614F) manufactured by M/s Prizmatech, Israel 
(PT). BSF had accepted the model for induction as this was the only one that fulfilled all 
the parameters of qualitative requirements, during trial evaluation by the Ministry of 
Home Affairs. Accordingly, BEL obtained quotation from PT and accepted the 
negotiated rate of USD 5960 for upply of 3000 fully finished and USD 5810 for upply 
of 3000 semi knocked down PNYWS. During negotiations (October 2009), PT agreed to 
bear 80 per cent of the Customs Duty (CD) if the purchase orders were placed at 
negotiated unit rates. BEL, in tum, quoted (October 2009) unit price of ~ 3,58,537 
inclusive of CD but excluding other statutory levies for supply to BSF since BSF had 
reimbursed CD only on actual ba i against proof of payment. DG reque ted (October 
2009) BEL to give the breakup of the price howing the basic price and CD thereon. 
BEL ubmitted (November 2009) a revised offer quoting unit price of ~ 3,29,216 
excluding CD. During negotiation (November 2009) BEL revised the unit price to 
~ 3,08,000 excluding CD, which was to be reimbursed on actual basis. BSF revised the 
quantity to 8109 PNVWS and called for a fresh tender from BEL since there was an 
upward revision of the quantity. BEL quoted the same basic price (~ 3,08,000 plu CD). 
BSF accepted the quote and placed (June 20 I 0) a purchase order for 6000 PNVWS. ln 
July 20 I 0, BSF invited offer from BEL for supply of the remaining quantity of 2 109 
PNYWS for which BEL offered (October 20 10) a discounted rate of ~ 3,06,500. 
Accepting this offer. BSF placed (December 20 I 0) an order for the aid quantity for 
supply. BEL supplied the entire quantity by July 2012 and was reimbur ed ~ 26.35 crore 
paid as CD from BSF. 

We noticed in audit (November 20 12) that BEL did not ask PT to pay 80 per cent of 
actual CD pa id, i.e., ~ 21.08 crore, although PT had agreed to bear the arne. Thi has 
resulted in extending an undue benefit to PT, while depriving BSF of the same. 
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Management stated (January 2013) that the commitment from PT was considered by 
BEL only as an option for mitigating the business ri sk in case CD was not reimbursed by 
BSF and substantial reduction in price had been passed on to the customer. 

Management's contention is not acceptable as PT had agreed (October 2009) to bear 80 
per cent of the CD if the Purchase Orders were placed at negotiated unit prices and the 
orders on PT were placed at the negoti ated prices. 

Thus, BEL extended an undue favour to a foreign vendor (PT) and deprived the benefit 
(~ 21.08 crore) to its Indian customer (BSF). 

The case was reported to the Ministry in January 2013; their reply was awaited (March 
2013). 

!Bharat Electronics Limited and Mazagon Dock Limited! 

7.6 Excess payment of Performance Related Pay 

Inclusion of interest income in the profit for calculation of Performance Related Pay 
(PRP), in violation of Department of Public Enterprises (OPE) guidelines, resulted 
in excess payment/ liability of~ 49.29 crore towards PRP. 

The Department of Public Enterprises (DPE), Ministry of Heavy Industries and Public 
Enterprises approved (November 2008) payment of a Performance Related Pay (PRP) for 
each year from January 2007 for Board level and below Board level executives and non
unionised supervisors in the Central Public Sector Enterpri ses (CPSE). The quantum of 
PRP was to be directly linked to the profits of the CPSE for the year, the incremental 
profit over the previous year, and the performance of the executives. For this purpose, 
each CPSE was required to constitute a Remuneration Committee headed by an 
Independent Director to decide the annual bonus/variable pay pool and policy for its 
distribution across the executives, etc. within the prescribed limits. Further, while in the 
clarification by DPE on the e lements of Profit Before Tax (PBT) for computation of PRP, 
DPE stated (November 20 I 0) that profit of CPSEs is expected to come out from their 
specified objectives and through normal business core activities and that extraordinary 
items like valuation of stock, grants, waiver by Government, sale of land, etc (list of 
items is not exhaustive) will not be included in the calculation of PBT. 

Mention has been made in Paragraph 7.2 of Report No.8 of 2012-13 of the Comptroller 
and Auditor General of India about excess payment of PRP in Hindustan Aeronautics 
Limited due to the inclusion of interest income in the profit for computation of PRP. 

The Board of Directors of Bharat Electronics Limited (BEL) approved (June 2010) the 
distribution formula of PRP for implementation from 2007-08 and Mazagon Dock 
Limited (MDL) approved (October 2010) similar payment from 2009-10. 

We observed that for the purpose of the calculation of PRP, both the Companies 
considered the PBT as shown in thei r certified annual accounts which inter alia included 
interest income on short term deposit of funds received mainly as advances from the 
Ministry of Defence. This resulted in adoption of a higher base for deciding the quantum 
of entitlement of PRP. We further observed that in spite of the DPE clarification 
received after approval of the formula, the Companies did not review their policy of 
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inclJsio~ of ;such extra~rdinary income in their PBT and instead paid the PRP as 
I 

com~uted by ,them. ! 

The ~doption. :of a higher base for deciding the quantum of ~ntitlement of PRP resulted in 
·exce~s payment of PRP by BEL arid MDL. As agairl~t ~ 98.82 crore, BEL paid~ 122.28 
cror~ (for the!years 2007-08 to 2010-11) resulting in ~xcess payment of~ 23.46 crore. As 
·agin~t ~ 12.3:5 crore, MDL paid ~ 16.90 crore (for 2009-W to 2010-11) resulting in 
excess payment of~ 4.55 crore. For payment of PRP for the year 2011-12, BEL and 
MDIL had niade a provision of ~ 25.68 .crore and ~ 12.94 crore respectively. The 
payclents were yet to be made as of February 2013. The provision so made has an extra 
elembn.t of ~ ~13 .54 crore and ~. 7. 7 4 crore due to the inclusion of the interest income, in 
BELl and M)DL ·respectively. Thus the extra payment/commitment on account of 
improper computation of PRP aggregated to ~ 49.29 crore. · · 

I I ' 

BEL[ stated (October 2012) that: 
.11 ' 

):;> 1 as pe~ methodology specified for calculation of PRP, the PBT as per audited 
j accounts is to be the basis for calculation of ceiling for' PRP and no further 
1 s.egregation was required; 

):;> 1 interest income and dividend income are a part of normal business activity and 
I COUld llOt be treated as extraordinaTy items; 

.1 I , 

):;> custol1[l~r advances form only a part of the corpus ofishort term deposits; and 

):;> interest earned on customer advance is p~\ of the normal business operations 
since in absence of advance receipt, an equivalent (if not higher) amount would 

I have been added to the selling price. \\·\ I I . 

MD!j. stated (October 2012) that: , 

):;> I Depaqment of. Defence. Productio~ (DDP) had s?u~~t ~July 2012) i.n.formation 
, regard~ng the Issue of 1dle cash tJalances and d1stnb\lt1on of PRP m Defence 

CPSEs to which the company repl'ied (August 20~2) that considering the long 
I gestation periods of the ship building contracts, the; mil~1stone payments received 

by thel company were only during the initial periods of ship building and as such 
the c~mpany would be incurring negative cash flows during the later part of 
execution of the contra~t and ultimately would be left with a margin of 7.5 per 

1 cent of the contract price only; and 

):;> The Remuneration Committee constituted in Oc~ober 2012 also opined that 
management of funds was also one of the core activi#es. 

I [ 

The reply ofBEL and MDL is not acceptable since in the past, BEL had not taken into 
consideration i the interest ·income for computation of profits for' payment of Executive 
Perfdrmance !][ncentive Scheme, and MDL had not considered it for computation of 
Annrlal Performance Linked Incentive Scheme. The inadmissibility of PRP on the 
elembnt of piofit accrued from the interest income is also clear from the clarifications 
givert by the DPE in November 2010 that profit of CPSEs is expected to come out from 
their I specified objectives an.Cl core activities .. Investment of surplus funds on advances 
receiyed froni defence custo;mers is an incidental activity and not a core activity. Income 
so eaJued should not have been considered for computation of PRP. Hence, the decision 
of tHe Companies to include the interest income in the PBT for calculation· of PRP 
with~ut recei~t of final orders .of MoD was improper. 
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The case was reported to the Mini try in November 201 2; their reply wa awaited (March 
201 3). 

IHindustan Aeronautics LimitedJ 

7. 7 Delay in development and production of Shakti engine for Advanced Light 
Helicopter 

7. 7.1 Introduction 

The induction of 40 Advanced Light Helicopters (ALH) valuing ~ 1747 crore supplied by 
Hindustan Aeronautics Limited (HAL), in the Indian Army despite techno logical gaps, 
was commented upon in Report No. CA 17 of 2008-09 (paragraph 2. 1) of the 
Comptroller and Auditor General of Indi a. The sho rtcoming in the ALH were becau e of 
the limitation of their eng ines (B2). HAL had, therefore, undertaken development of a 
more powerful engine (Shakti) in collaboration with M/s Turbomeca, France (TM) to 
replace the existing B2 engines. The delay in induction of another I 05 ALH, with the 
Shakti engines, for which the Army had concluded contracts with HAL in 2007 for 
supply at a cost of ~ 9490.79 crore, was also commented upon in the Report. The results 
o f a Performance Audit on production and supply of ALH by HAL had been 
subsequently included in Chapter III of the Report No 10 of 20 I 0-11 of the Comptrol ler 
and Auditor General of India. A reported therein , delay in development of Shakti engine 
for ALH was one of the causes for delay in the supply of ALH. 

Further examination of the project of development and production of Shakti engines was 
conducted during the audit in November-December 20 II to ascertain causes for the 
delay. The resu lts thereof are di scussed in the succeeding paragraphs. 

7. 7.2 Salient features of the project 

HAL signed (August 2000) a Memorandum of Understanding (MOU) with Turbomeca, 
France (TM) for co-development of high power engi ne named Ardiden/Shakti 1• 

Following the signing of the MOU, HAL signed (January 2003), a Co-operation 
Agreement (agreement), with TM at a co t of ~878.082 crore for co-development and 
indigeno us production of 320 Shakti engines in fi ve phases (0 to 4) by 2013. Even though 
the MOU had envisaged a work share of 19 per cent for HAL, in the agreement HAL's 
share was reduced to I I per cent. The agreement also envisaged achievement of the 
stipulated work share of 11 per cent by progressively increasing from 16.7 per cent in 
phase 0 in 2009-10 to 73 per cent in phase 43

. The assembly kits for various phases were 
to be supplied by TM at the agreed prices subject to escalation (with 2002 as base year) 
valid up to the year of deli very. The Joint Airworth iness Authorities (JAA) certification 
of the co-developed engine was to be completed within 48 months starting from the date 
of design launch (January 2003). 

The objecti ves of the agreement were as fo ll ows: 

1 While Ardiden refers to turboshaft aero engine civil type certified by French Direction Generale de 
/ 'A viation Civile, Shakti refers lo turboshaft aero engine manufactured, assembled, tested and type 
certified in India by the Director General of Civil Aviation (DGCA) and Centre for Military 
Airworthiness and Certification (CEMILA C) 

2 Technology transf er fee: r 94.46 crore; Development: r 29.06 crore; Capital: r 69.66 crore; Test bed: 
m.50 crore; DRE: r29.25; crore Material: ('565.65 crore ; Labour: ('89.50 crore. 

3 Phase I - 18.85 per cent, Phase 2- 37.00 per cent, Phase 3 - 46.00 per cent 
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o TM would assist HAL in preparation of Shakti production programme, 
certification of the Shakti engine, supply. and updating of technical 
docu~entation, technical assistance in situ, training at TM and technical 
assistance throug~ correspondence; 

o I The profit estimated to accrue to HAL from the project was ~ 55 crore; and 

G Apart from exposure to modem designs and testing techniques, HAL expected 
· added benefits of production of Engine Gear Box and other parts for sale by TM 
to Eur\)pean customers and offset orders to the extent of 30 per cent of the value 
of the kits during the validity period of the agreement subject to conditions to be 
mutually agreed with regard to price, delivery and quality. 

7. 7.3 : Audit findings 

The extent of. achievement of the objectives and accrual of the benefits are discussed in 
the sqcceeding paragraphs. 

' 

7. 7.3.11 Engine development . 

(a) Delay in initiation of the pmject 
/ 

Pursuant to the MOU with TM, the Board sanctioned (January 2001) ~ 49.56 crore · 
I 

towaids HAL~s share of 19 per cent which included provision for development of dual 
chanriel Full Authority Digital Engine Control (FADEC). Even after two years, HAL was 

· not able to finn up the technical specifications for F ADEC and therefore anticipated 
delays in development of the engine with.consequential shortfall in delivery of ALH. As 
a result, in the: agreement signed in January 2003, FADEC was deleted from HAL's work 

I ' 

sharei thereby reducing it to 11 per cent. Thus, due to the failure to finalise the FADEC 
specifications, the visualized objective of acquiring expertise in a critical component of 
the engine development programme was not achieved. 

Management stated (December 2012) that the initial modules of the FADEC with limited 
' q~alification ~ere to be made available much before the c9mmencement of the project 
· (DecJmber 2006). It added that the time estimated was insufficient and in. order to avert 

I 

·cascading effect on timely execution of the project, FADEC development was not taken 
up. 

The reply of the Management is not acceptable as HAL had failed to obtain the technical · 
modules even: after a lapse of more than two years, although it was aware of the 
requJement in August 2000 itself; . 

(b) Performance lmpmvement Pack 

As part of the work share envisaged in the agree:r;nent, TM was to supply a high power 
engine meeting the specified requirements. However, the epgine (Ardiden 1H) supplied 
(Febrhary 2007) by. TM did not meet the operational requirements of cold/hot weather at 
high ~titude. TM, therefore, offered (July 2007) to modify it to improve its performance. 
The offer included changes in High Pressure Turbine (HPT) and development of new 
softw~e for FADEC, etc. which were entirely under the work share of TM. HAL 
accepted' (October 2007) TM' s proposal and signed (June 2008) a Memorandum of 

I . ; . . 
I 
I . 

"'HAf.'s responsibility was confined to Oil pump, Oil cooling system (OCS), Filter assembly, Oil and air 
piping and brackets 
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Agreement (MoA) with TM for a Performance Improvement Pack (PIP) on 
Ardiden lH- Shakti engine entailing an additional liability of~ 9.96 crore even though it 
was entirely the work share of TM. 

MoD, while accordi~g approval (October 2000) for co-development/production of Shakti 
(Ardiden 1H) engim~ had clearly indicated that no additional budgetary support or finance 
would be offered. Tfuus, acceptance of the additional development cost of PIP resulted in 
loss of~ 9.96 crore1 to HAL. 

Management stated !(December 2012) that there was no additional expenditure beyond 
the scope of 11 per cent, as originally agreed. 

The reply is not acc~ptable as the initial development cost of~ 49.56 crore was reduced 
to ~ 29.06 crore by deleting FADEC from the work share of HAL. Taking into 
consideration share I of the additional cost on PIP, the development cost increased to 
~ 39.02 crore (78 pe,r cent of the original development cost) without corresponding 
increase in work shate which has resulted in increased dependence on TM. 

7. 7.3.2 Engine pr~dkction 
(a) Delays in pr~duaction 
According to the teJtative output plan induded in the Project Report, 320 Shakti engines 
were to be manufacthred in four phases. The phase-wise achievement was as under: 

I 

'JI'eJmtm11:live oun1l:J!Dun11: J!DllaJm as J!Deir lP'rojec11: 
I ~eJ!Dor11: Ac11:unall oun1l:J!Dun1l: 

lP'ltnases 
I 

lH!All.Js 
Nunmlber oJ! 

Year sltnare Year Nunmlber oJ! eJmgfumes 
I (JpHerceJmtmge) 

eJmgli.Jmes 

0* 2006-07 16.70 60 2006-07 0 
1 200~-08 18.85 40 2007-08 0 
2 2ooa-o9 37.00 60 2008-09 0 
3 200Q-10 46.00 40 2009-10 0 
4 20H)-13 73.00 120 2010-11 60 
- -I - - 2011-12 40 

* Supply of completely ~ssembled and tested Ardiden lHl (Ardiden lH including PIP) engines 

Thus, production w~s behind schedule with there being no output during the first four 
years. I 

.. I 
Om scrutiny revealld the following: 

}:> EASA2 certification for the Ardiden lH engine due by December 2006 was 
obtained oru~ in December 2007. Since this did not meet HAL's specifications, 
TM carried but modifications and obtained EASA certification for the modified 

I 

version (Ardiden 1Hl) in March 2009. Thus, there was a delay of 27 months in 
I 

EASA certification of engine alone. Further as the Ardiden 1H1 engines failed 
during the dold soak and start tests (March 2009), there was further delay in 

I I . 
1.5 million Euro@('66.4()5per Euro as per the exchange rate prevailed on payment date 05.05.2009 

2 EA.SA-European Aviation Safety Agency 
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certification by the Indian authorities+, which was fi nally completed onl y in May 
201 0; 

Besides the delay in supply of engines by TM, the kits and assembly tools 
supplied by it were also not in conformity with the required drawings. In the 
course of production (December 2010 to September 2011 ) HAUlndian certifying 
authorities observed deviation in respect of front reduction gear casings, OCS 
drive shaft failure, oi l leakage due to suppl y of front casing without chamfer (all 
of which were part of HAL's work share) necessitating rework and resulting in 
delay in execution. Further, TM supplied many other parts with 
deviations/concessions. Though HAL took up the matter with TM, on the 
insistence of RCMNDGAQA, the latter declined to share the reasons for such 
deviations/concessions contending that it was solely responsible for those parts 
and rectified them. Total dependency on TM for these parts resulted in further 
delay in development of the engine; 

Even though the agreement signed in earl y 2003 had fixed the planned phases for 
execution, HAL failed to assess the requirements of raw materials/bought out 
fi ni shed (BOF) items after taking into account its in-house capacity. As a result, 
HAL had to assign (July 2009) part of its work share to TM, and commenced 
procurement activ ity for remaining items of Phase-! only in December 20 I 0, 
against the planned schedule of 2006; 

The procurement proces es for the next phases were also delayed. As agai n t the 
scheduled commencement of procurement acti vity of April 2008, April 2009 and 
April 2011 for Pha e-2, Phase-3 and Phase-4, respecti vely, the activity 
commenced in February 20 11, June 20 12 and October 201 2. Thus, HAL could 
not execute its work share effectively; 

).> TM ' non-adherence to the schedules committed in the agreement for production 
of engines had a cascading effect on the supply of ALH. On HAL's reque t 
(February 2009) MoD had agreed (March 2009) to extend deli very schedule of 
ALH to 2009- I 0 onwards (against the original schedule of 2008-09); 

HAL did not adhere even to the rev ised deli very schedule of ALH and the first 
batch of 22 helicopte r was supplied in 20 I 0- 11 , the next batch of 16 in 2011 -12. 
For the delayed delivery made up to 20 11 - 12, HAL had already uffered a lo of 
~ 62.36 crore on account of liquidated damages (LD); 

Despite the loss suffered by HAL on account of LD levied by MoD, it re lieved 
TM of the latter's li ability to pay LD for de layed supplies and also allowed the 
benefit compen ating for price escalations; and 

Against the e timated profit of ~ 55 crore from the contract for eng ines alone, 
there was already a los of ~ 62.36 crore in respect of 76 engines incorporated in 
38 ALH delivered out of 159 (with 242 engines) due. 

Management tated (December 20 12) that (i) the engine fai led to start after cold soak for 
reasons not attributable to defic iencies in engine; (ii) as per EASA Rules it is not 
mandatory for TM to provide minor conces ion data to customer and only major 

.. RCMA -Regional Centre for Military Airworthiness 
DGAQA -Director General of Aeronautical Quality Assurance 
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concession sheets were being provided along with bill o f material; (i ii ) there was no re
assignment of work share and procurement started in 2009 itself after EASA 
certification ; (iv) de lay in execution of the project was attributable to changes in the 
design due to operational requirement of the defence forces; and (v) as regards the 
recovery of LD, the issue of amendment to the contract had been taken up with the 
customer. 

The reply is not acceptable as (i) cold soak test results (March 2009) indicated that the 
engines start was aborted due to failure of Display Mission Computer which was rectified 
after resetting the FADEC which forms part of engine; (i i) by not sharing the details of 
the concessions, TM establi shes its control on the execution of the HAL's work share; 
(iii) HAL fai led to assess the procurement requirements and assigned the procurement to 
TM, c iting delay in obtaining quotes for small quantities under its scope of work; 
(iv) frequent design changes evidences overdependence on TM as well not freezing the 
design even when the operational requirement of Shakti engine was already known 
before signing the MoU; and (v) MoD has categorically stated (March 2009) that the LD 
clause would be applicable for any further changes even if delay in Shakti engine was not 
attributable to HAL. 

(b) Recovery of price for engine supplied in Phases-] and 2 

The prices indicated in the agreement (January 2003) were at base year 2002 and subject 
to escalation up to the year of de livery in accordance with the formula provided therein. 
On TM's request (Jul y 2007) for the reason that some of the cost indices included in the 
said price variation formula had become obsolete with French Government discontinuing 
their publication, HAL signed (June 2008) a MoA incorporating a revised escalation 
formula with base year as 2006. Though HAL had emphasized during the negotiations 
(October 2007) that the change of formula should not have additional financial 
implication, this had adversely impacted HAL's financial inte rests as brought out below. 

With the receipt (December 2007) of orders from MoD for supply of 159 ALH fitted with 
Shakti engines to be supplied from 2008-09 to 20 12- 16, the number of engines required 
rose from 320 ordered earlier to 411 (3 18 engines for 159 ALH, 86 engines as part of 
Manufacturer's Recommended List of Spares and seven engines to cater to contingencies 
such as type test, prove out, trial and rejections). HAL placed order on TM in August 
2009 for purchase of additional 90 engine kits and 75 raw materia l kits for Phases- I and 
2 according to the revised price escalation of June 2008. This led to an additional burden 
of~ 33.77 crore on HAL since the contract with MoD was at the rates as agreed in the 
pre-rev ised formula. The details are as given in the table below: 

(~in crore) 
Procurement Price quoted in 

Under-
Particulars cost at revised the contract 

prices with MoD 
recovery 

Engine kit (Phase l ) (15 kits) 47.43 42.48 4.95 
Engine kit (Phase 2) (75 kits) 187.47 168.8 1 18.66 
Raw Material kit (Phase 2) (75 54.12 47.55 6.57 
kits) 
Gear Box kit (60 kits) 20.04 16.45 3.59 

Total 309.06 275.29 33.77 
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Sinc.e another 2211 engines and 216 gear boxes are required for meeting the requirement 
I 2 

of the 159 ALH contract, there would be further under-recovery of ~ 88.10 crore 
(approx), leading to an overall under-recovery of .~ 121.87 crore, attributable to the 
acc~ptance of the revised pricing formula in June 2008. 

1 

Further, since the agreement of January 2003 had frozen the escalation formula for 320 or 
mor~ engine~ and delay in supplies was wholly attributable to TM, any payment over and 
abo~e the agreed prices was not justified and resulted in undue benefit to the supplier and 
loss,to HAL. Moreover, the agreement to revisit the escalation formula beyond 2012 
wo~ld lead to further erosion of profit on engines. 

Management stated (December 2012) that considering the life cycle cost of total Shakti 
eng~ne, the : expenditure would be recouped by substantial reduction ~n in-house 
manufacturing cost through outsourcing. 

Thej reply is not acceptable since the reasons given by HAL for substantial reduction is 
hypothetical'at this stage. ·· · . 

(c) A wailing of additional technical assistance 
I 

The agreement (2003) provided for 300 working days of free technical assistance by TM 
in h1dia to assist HAL to produce, .test, use and support the Shakti engine during a period 
of l 0 years ·from the date of certification. Cost for additional technical assistance, if 
required, was fixed on the basis of 10,000 Euros per man week for a period up to seven 
day~ and at Q,OOO Euros per man week beyond seven days, on pro-rata basis. 

In t~e quotation submitted to MoD, HAL had failed to factor in the possible requirement 
of additional technical assistance. Since HAL had used 264 days (88 per cent) of the 
traitlting by :March 2009, i.e., prior to certification and design freeze of the engine and the 
remaining.36 days between April and December 2009, HAL requested·TM for provision 
of ~dditiona~ 84 man weeks. Although the rate of 10,000 or 9,000 Euros fixed in the 
agreement was firm with no provision for escalation, TM demanded (June · 2009) 
11,178 Euros per man week (24.2 per cent escalation on 9,000 Euros) i.e., 938,952 Euros 
for ~4 man weeks. However, after negotiations, HAL accepted (April2010) an additional 
payment of 917,859.6 Euros (~ 6.15 crore) besides adjustment of 182,952 Euros against 
the offset obligation of TM, which was not permissible. · 

I • I . 

Thus, failure of HAL to utilise the free technical assistance towards the specified activity, 
resulted in additional expenditure of~ 6.15 crore,. which was avoidable. Besides, by not 
facf,oring the possibility of requirement additional technical assistance HAL had to incur 
additional cost. 

Ma~agement stated (December 2012) that the. exact requirement of training man days 
could not be envisaged at the time of preparation of Detailed Project Report (DPR). H 
further stated that off-set credit of 182,952 Euros was ·not afforded in favour of TM. I . . . 

1 22k=411 - 190 (i.e. 60 (direct supply by TM of Phase 0) + 40 (already procured for Phase 1) + 90 . 
(present procurement proposal for Phase 1 and 2). · 

2 Un,der recov~ry of ~30.18 crore (~4.95 crore+~ 18.66 crore+{6.57 crore)for 90 engine kits (Phase 1 
and 2); per kit {0.34 crore ({30.18 crore /90); for 221 engines {75.14 crore ({0.34 crore x 221) 
Ullfler recovery for 60 gear box was ~3.59 crore; per gear box ~0.06 crore ({3.59 crore/60); for 216 
gear boxes {12.96 crore (~0.06 crorex216) · 

I 
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The reply is not acyeptable as the 300 working days of free technical assistance was 
agreed by HAL in4003 and no additional requirement was foreseen as evidenced from 
non-incorporation 01 this requirement in the quotation submitted to MoD. 

(d) Offset obligaFm" not served by ~M/ 

The agreement (2003) obligated TM to achieve a level of offset in favour of HAL equal 
to 30 per cent of th~ value of the kits ordered during its validity period. Accordingly, 
with reference to orders for 219.44 million Euros placed by HAL as on 15.11.2011, offset 
obligation for 65.831 minion Euros had accrued on TM. Against this, export orders for 
0.26 million Euros ~0.39 per cent) only had been received. There was an unadjusted 
offset obligation of, 439.21 1 crore. 

Management stated ~December 2012) that TM had proposed (November 2011) a ramp up 
plan of export worMshop and also proposed high value package to achieve the offset 
obligation of 4 millidn USD per annum by 2015. 

I . 

Reply is not convincing as these orders have not materialized and the offset obligation for 
~ 439.21 crore agreea to by TM remains 1.mfulfilled. 

I . .. 

(e) Pmcuremen~ of additional technical know how 

According to the agreement (2003), TM was to transfer technology and know-how to 
I 

HAL including supply and up-dating of technical documentation, technical assistance on 
site, through corres~ondence and training at TM at a cost of ~ 94.46 crore (including 
taxes). j - . 

We observed that HifL had failed to utilise the documentation for manufacture of certain 
masters and purchasfd (May 2009 to-Jun~ 2010) various items (masters and tools) at a 
total cost of~ 3.932 crore from TM for which the technology had already been procured. 

Management stated tDecember 2012) that (i) since the design was not frozen at DPR 
stage, the requiremerh of masters/gauges was not analysed; (ii) manufacturing of masters 
was not envisaged; (iii) for Phase-1 manufacturing master/gauges loaned by TM were 
utilised. However, f~r remaining phases the same were purchased. 

The reply is not accebtable since, apart from ToT for technical know-how; documentation 
and technical assistatrce, masters were also received on loan basis to facilitate indigenous 
manufacture of the tdols during Phase-1. HAL could not assimilate the technology within 
the loan period. Moteover, the scope of technology transfer did not include 'excluded 
items' as defined in the agreement of January 2003. Our scrutiny revealed that the items 
which were separate!~ purchased were already covered under the agreement for ToT. The 
purchase was therefore irregular and resulted in additional burden of~ 3.93 crore. 

I . , 

(f) Failure of Oil Cooling System shafts . 

During August 2011,] the oil cooling system (OCS) shafts in both the engines of one ALH 
supplied to the Indian Air Force in Phase 0 failed due to fracture/ twist of the shear neck 
of the shafts. Subs~quendy, all the helicopters supplied in Phase 0 to MoD wete 
grounded. RCMA, tHerefore, directed HAL to ask TM for replacement of all OCS shafts 
of engines supplied~~ Phase 0 with improved manufacturing and qualily standards. TM 

I . . 
1 65.83 Million Euros - ~.26 Million Euros =65.57 Million Euros @ ~7 per Euro as exchange rate 
2 Total value of purchase orders- ri .56+0.96+0. 73 +0. 68 = (3.93crore 
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started replacement from October 2011 which lasted till February 20 12. Similar incident 
had occurred while the endurance test runs were held (January 20 11 ) for the Phase- 1 
engine and no conclusive cause for the failure had been established so far (September 
201 2). 

Management stated (December 201 2) that after the failure of OCS Shaft, TM had 
suggested to avoid nitriding 1 operation layer on the failure zone of the shaft and 
accordingly HAL had already implemented the suggested process since June 2009. 
Management further stated that OCS shafts supplied by TM for Phase 0 were replaced by 
TM without additional cost. 

The reply is not acceptable since even though the suggested process was stated to have 
been implemented since June 2009, fai lures in OCS were observed during January 2011 
in Phase- I engines also. These would show that the quality parameters have not been 
rigidly adhered to. 

Conclusion 

Even after more than a decade, the self-reliance in manufacture of an engine to suit 
requirements of ALH has not been achieved as envisaged. The need for variants of 
engines to operate at different climatic conditions and altitude was not foreseen 
leading to frequent modifications requiring more investment in terms of time and 
money. HAL had to bear additional burden due to the failure of TM, indicating 
undue favours extended to the foreign partner in the development and production 
of Shakti engines. Failure to ensure compliance to offset obligation by the foreign 
collaborator has so far denied an opportunity to the Indian industry to contribute 
towards self-reliance. Acquisition of additional technical know-how without optimal 
usage of free technical assistance has further contributed to extra cost on the 
project. 

Thus, inability of HAL to absorb the technology and non-assessment of the available 
in-house capacity to manufacture Shakti engines impacted timely induction of ALH 
into Defence forces and also resulted in avoidable extra expenditure of ~ 204.272 

crore to HAL. 

The case was reported to the Ministry in December 2012; their reply was awaited (March 
201 3). 

7.8 Execution of Intermediate Jet Trainer Project 

7.8.1 Introduction 

Flight training in the Indian Air Force (IAF) is structured in three stages viz., Stage-1 
Basic, Stage-U Intermediate and Stage-III Advanced. Based on the need projected by Air 
Headquarters (Air HQ) for induction of an Intermediate Jet Trainer (IJT) during 2004, the 
Ministry of Defence (MoD) sanctioned in July 1999 design and development of an IJT 
(HJT-363

) by Hindustan Aeronautics Limited (HAL) at a cost of ~180 crore to be 

1 A heat treating process that diffuses nitrogen into the surface of a metal to create a case hardened 
surface 

2 (9.96 crore+(6.15 crore+(3.93 crore+(62.36 crore+( 121.87 crore 
3 HJT -36 (Hindustan Jet Trainer) is the name of the Intermediate j et Trainer designed & developed by 
HAL. 
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completed in 60 months (July 2004). The delay in manufactu re and upply of IJT to IAF 
and it ramifi cations were mentioned in Paragraph 2.4 of the Report No.CA 18 of 2008-
09 of the Comptroller and Auditor General of India. In order to assess the causes for the 
delay in meeting the timely requirements of IAF, we conducted an audit of the design and 
development a peers covering development of prototype aircraft and concurrent handling 
of limited eries production (LS P) and series production (SP) in HAL. Our findi ngs are 
narrated in this Thematic Audit Paragraph. 

The development was being carried out at HAL' Airc raft Research and Development 
Centre (ARDC) headed by a General Manager. The progress of the project was being 
monitored, by the Board of Directors of HAL, and by an IJT Steering Committee"' set up 
(October 1999) by MoD. Even so, the project s lipped the target of July 2004 by nearly a 
decade and the target for completion was re e t a December 20 13 by HAL, for which 
MOD's approval is still awaited (March 2013). 

7.8.2 Physical progress 

7.8.2.1 Development phase 

The phy ical progress achieved towards project milestones tn re pect of development 
stage wa as under: 

Date by Actual date of 
Event/Milestone which to be achievement Additiona l information 

achieved of milestone 

First flight of October 2002 March 2003 Though the process for purchase of engines 
prototype I (PT- 1) was initiated in December 1998, order was 
(with Larzac 04H20 placed only in December 2000 and one 
engine) mockup engine was received in September 

200 I and roll out of the PT- 1 in December 
2002, first flight scheduled for October 
2002 was achieved in March 2003. 

First flight of PT-2 Apri l 2003 March 2004 Engine for PT-2 wa received in December 
(with Larzac 04H20 2002 against the scheduled date of January 
eng ine) 2003; roll out was in November 2003 and 

first fl ight in March 2004. 

Completion of 350 2006-07 February 2007 PT- 1 met with accident due to failure of 
flights of PT- 1 and canopy locking system during Aero India 
PT-2 2007. 

PT-2 also met with accident in February 
2009 due to fai lure of landing gear during a 
practice show for Aero India 2009. 

The Division continued to fly the PT2 
aircraft with Larzac engine till December 
2009. 

Qual ification testing/ November December With engine· life o f I 00 hours 
acceptance testing of 2006 2006 
AL-551 engine 

December 
After extension of engine's life to 300 

• Under the chairmanship of Secretary (Defence Production & Supplies) with Financial Adviser 
(Defence Services), Assistant Chief of Air Staff (ACAS)-Plans, Directorate General of Aeronautical 
Quality Assurance (DGAQA), and representatives of HAL, etc. as members. 
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2008 hours 

Certification of AL- January 2007 March 2012 Engine was received in January 2009 
55l engine by 
RCMA1 

Int~gration ~f PT -1 
with AL-551 engine 

Integration of PT-2 
withAL-55! engine 

Completion of flight 
\ tests of AL 55! 

I. 
engme 

Receipt of Initial 
Operational 
Cl6arance (IOC) 

June 2007 

March2007 

-

' 

February 2009 Fitted on retrieved PT-1 

-August2010 Fitted on retrieved PT-2 

February 2010. PT 1 met with accident in April2011; flight 
tests continued with PT-2 from February 

IOC not yet 
obtained. 
(February 
2013) 

2012 . 

Though targetdate for IOC was revised to 
June 2012, ARDC was to project a realistic 
date for achieving IOC after matching test 
points with rate of generation of flights. 
HAL has proposed December 2013 for IOC 
in the Draft Cabinet Committee on Security 
note submitted to MoD during September 
2012. 

The above table indicates that none of the milestones, except the completion of 350 PT 
I • 

flights with Larzac engines, had been .met within the stipulated timelines. Even though 
. 350!flights had been completed in February 2007, the accidents on PT-1 & PT-2 caused a 

set back to the programme. PT-1 aircraft met with an accident (February 2007) wherein 
it s~ffered n;Iajor damage to the wings, empennage, _landing gears etc., This resulted in 
discontinuance of all flights test activities planned on PT-L Apart from these, failure of 
the [Structural Test Specimen (STS) and CAT-1 accident on PT-1 in April 2011 led to 
further modification for strengthening the structure of the Aircrafts which also 
contributed to further delay in achieving of IOC. The project completion period had been 
ext~nded from July 2004 (60 months) to March 2007 (104 months) and HAL's requests 
for 'further extension to December 2011 (149 months) and to June 2012 (155 months) 
were pending with MoD. HAL's proposal for revised dates of IOC/FOC2 as December 
201!3 made in September 2012 was ~lso pending with MoD. 

Regarding the delays, Management (HAL) stated (December 2012) that: 
I 

E! due to various unanticipated factors, incidents/accidents which not only required 
major design changes but also interrupted the flight testing for long durations, the 
earlier envisaged dates for certification could not be met; 

Ell in this type of development activities it is anticipated that there would be 
additions/ specification changes which are to be incorporated in the Standard of 
Preparation (SOP); 

"' it was impossible to envisage all the activities with definite timelines in a design 
and :development environment and the problems need to be addressed and 
alternatives have to be evaluated to find solution to the problems during the 
design and development implementation; and 

'
1 Rif:MA- Region~[ Centrefor Military Airworthiness 
2 l(JC-llnitial Operation Clearance and FOC -Final Operation Clearance by RCMA.. 
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taking into ac<i:ount the modifications/design changes as an outcome of the Board 
of Inquiry intd PT -1 accident and pending tasks, the timeline for certification was 
revised to Dec:ember 2013 and the proposal forwarded to MoD for approval. 

By keeping the development stage open and by not freezing the design, HAL had to 
accommodate the indreasing demands of the customer for incorporation of latest and 
additional requiremerlts which led to delay in induction of aircraft into IAF for training 
requirements. I . · 

7.8.2.2 Cmncurrent pTduction 

. Though the design/derelopment was still in progress, in March 2006, MoD concluded a 
contract with HAL for concurrent production and supply of 12 HT aircraft under limited 

I 

series production (JLSP) at a cost of ~486.81 crore. fu March 2010, MoD concluded 
I 

another contract with HAlL for supply of 73 HT aircraft under series production (SP) at a 
cost of ~6180 cror~.~ While the delivery schedule of 2008-2010 for LSP fixed with 
reference to IOC da~e of March 2007 was revised (March 2009) to 2009-2011, the 
delivery schedule of 2012-2017 for SP fixed with reference to IOC target of June 2010 
for lLSP was yetto bJ revised. The first flight in respect of JLSP-1 and 2 was completed 
(January 2010 and M~ch 2011) and the remaining JLSP aircraft were in the production 
.Process as of Decembrr 2012. Since IOC for prototype itself had not been obtained, ~OC 
dates for JLSP and s:; have already been delayed and no single aircraft scheduled for 
delivery under JLSP orl SP had been handed over to the IAF (December 2012). 

Management while admitting the audit observation stated (December 2012) that on 
I 

achievement of IOC/FOC, a realistic schedule of delivery would be firmed up and 
proposal for contract Jmendment submitted to MoD.· 

Taking up LSP/SP df HT even while the prototypes were being flight tested was 
premature as large I number of design problems were encountered during the 
manufacturing. The c0nclusion of contracts by MoD with HAlL for. supply of 12 aircraft 
under lLSP and 73 airlbraft under SP when the prototypes were still under flight testing 
was also untimely. 

7.8.23 Testing of stll"uctuml specimen 

Fabrication and testin~ of the structural test specimen (STS) is one of the key tasks of 
operational clearance.~ fu this test, the basic airframe (without any equipment) is to be 
tested to 150 per cent 

1

of the designed load in order to prove the robustness of the design. 
The schedule of activities of HT stipulates that STS is to be tested prior to the first flight. 

We noticed that the dst flight of PT-1 integrated with AlL 55I engine took place in May 
2009 but STS was cpnducted only in August 2010. During the test, the specimen 
fuselage cracked open. in the rear region at merely 120 per cent of the designed load. 
Mter this, all flight t~sting was stopped till a new STS was fabricated, with identified 
design modifications I and revised drawings, and proof tested. These involved 
manufacture of detail parts and assembly of fuselage leading to increase in weight of the 
aircraft. The redesign! effm;t also entailed (i) retro-modification of structure of aircraft 
already flying/ready i.e., PT-1, PT-2, JLSP-1 to lLSP-3 and (ii) production standard 
modifications in all ithe remaining lLSP and SP aircrafts. These were completed 
(December 2010) incurring additional labour cost. Further, the wings which were earlier 
strength tested to 150 ~er cent of loads based on earlier estimated weights also required 
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to b.e re-tested on higher loads due to increase in weight. These called for fabrication of 
another wing entailing extra expenditure of~ 38.78 crore, which was stands included in 
the ~evised estimated cost of ~ 634.23 crore, and also contributed to the overall delay in 
achieving. KOC. 

Mop stated '(October 2012) that testing of STS was a prerequ~site to KOC but not to first 
flight and that failure of STS at less than 150 per cent was not an uncommon event. 
Su9sequently(December 2012), Management stated that th.e testil}g of STS and first flight 
with AL 55! engine had no correlation and considering that IIT fuselage was an all-metal 
construction of conventjonal design whose material properties and design parameters 
wet,e quite well d,efined in design literature and by HAL's own experience over the past 
many decades in such constructions, it was decided jointly with CEMILAC1/RCMA that 
the ;aircraft would be cleared initially for 4g2 on the basis of the reserves available by 
ana~ysis and STS testing would be taken up afte~ the structmal design was frozen. It 
added that there was a change in the structural design of LSPs from (hat of the prototype 
airqaft and therefore the STS testing was carried out on a sample fuselage to the standard 
ofLSP. 

The reply is not acceptable as the Procedure for Design, Development and Production of 
Milhary Aircraft and Airborne Stores- 2002 (DDPMAS) issued by the Department of 
Defence Production stipulates that the structural test analysis is to be conducted before 
the Jintegration testing at the criticall design phase itself in line with safe test analysis. ff, 
as stated, failure of STS was not an uncommon event, it was an the more necessary to 
have adhered to the prescribed procedures. Moreover, adherence to the prescribed 
procedure would have saved the extra expenditure and time involved in retro
modification of structure of aircraft already flying/ready i.e., PT-1,.PT-2, LSP-1 to LSP-
3. More importantly, the flow prescribed in the Schedule of Activities presented to the 
Ste~ring Committee was not adhered to. fu the Steering Committee Meeting held in 
September 2010, which discussed the failure of STS, the Chairman (ACAS-Plans) 
obs,brved that setbacks like the STS failure were likely during the design and 
development process but HAL should have had a professional approach in setting 
aci¥evable targets and realistic timeliness. 
Adherence to DDPMAS would have avoided an extra expenditure of ~38.78 crore 
incurred for fabrication of another wing. 

I ' 

7.8J2.4 Reji'tmemel!lt of stall chamcteristics ami spilll testilllg 

In July 2011, HAL Management brought to the Board's notice that the major activities 
pert ding fof' achieving IOC were refinement of stall characteristics3 and spin testing. n 
also brought out that in spite of various modifications carried out by HAL's designers 
over the past five to six years as per the literature available and other known aircraft, the 

I 

stall characteristics had not met the acceptable requirements. The Board thereupon 

1 Centre for Military Airworthiness and Certification 
2 R~fers to the extent of maneuvers, as for example, an observer on· board an aircraft performing a turn 

will see objects falling to the floor at four times the normal acceleration of gravity. 
3 A lstall is a condition wherein the angle of attack increases beyond a certain point such that the lift 
bek;.ns to detrease. Different aircraft types have different stalling characteristics. A benign stall is one 
where the nose drops gently and the wings remain level throughout. Slightly more demanding is a stall 
in i which otw wing stalls slightly before the other, causing that wing to drop sharply, with the 
possibilityof entering a spin. A dangerous stall is one in which the nose rises, pushing the wing deeper 
into the stalled state and potentinlly leading to an unrecoverable deep stall. 
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authorized the Management to obtain consultancy services from a reputed aircraft design 
I 

house/expert in the field of stall testing and spin testing on single tender/nomination basis 
. . f h I m v1ew o t e urgency. 

The issue was discJssed in the Board meeting held during May 2012 in which it was 
decided that considbring the vast experience in similar testing BAe Systems (UK) be 
selected as consultkt for the entire programme. The Board subsequently approved 
(December 2012) erltering into. contract by HAL with BAe for providing consultancy for 
stall and spin testing! of HT aircraft at a cost of ~23.59 crore and the work is scheduled for 
completion by Januky 2014. 

Since the refinemeJt of stall characteristics is to be based on the report/findings of the 
consultant, the target for obtaiiring IOC remained indefinite further delaying the 
indigenisation process. 

Management while I concurring with our observation stated (December 20l2) that the . 
terms and conditions of the contract with BAe Systems had since been approved and that 
the times projected to MoD for certification also considered the timelines agreed with 
them. 

The delayed action by HAL in their failure to address and rectify a crucial parameter 
resulted in extra expenditure of ~23.59 crore, besides adding to the delay in completion 
of the IOC. · I 

7.8.3 Finam:ial pTgress 

7.8.3.1 The financial progress in respect of Prototype, LSP& SP achieved up to March 
2012 was as under: 

(~ ihrn CJr~lt"e) 
lP'adiicunllal!"s IDesngllll & Umnltedl §ell"nes §ell"nes 

IDevelloJlllmellllll o[ 2 lP'll"odlundnollll lP'mdlundnollll 
lP'mltollYllJie (lP'T-1 &2) (12 Allll"Cl!"a[lt) (73 Alll!"Cll"mlt) 

Original Sanction I 180.00 487.00 6180.00 
Revised Sanction I 467.00#@ 0.00 0.00 
Release of Funds I 454.59 443.77 3074.83** 
Expenditure I 515.89 477.81 * 167.72 
Expenditure incurred in excess 48.89 0.00 0.00 
ofsanction I 

' # includes ~159 crore towards development of hlgher thrust engme 
@Draft CCS Note wa1 submitted (June 2011) by HALfor revision of cost to (644.16 crore against 

which Adviser (Cost) lhas recommended ( 634.23 crore for sanction. 
*Cost of completion estimated at ~738 crore 
**Before adjusting thel exchange rate variation (ERV) gain of rl8.14 crore 

Although an amount of ~ 3074.83 crore was released by MoD in respect of SP, a 
substantial amount bf ~ 2907.11 crore (95 per cent) remained unutilized; only an amount 

I 
of~ 167.72 crore was spent. 

I 7.8.3.2 Cost ovennm 

Analysis of the ex~enditure incurred revealed that in the quotation submitted to IAF, 
HAL had adopted tentative purchase prices for equipment/components to be procured 
from other vendor~, both within and outside the country. The prices at which such 
procurement eventJany happened significantly exceedled those adopted by HAL in the 
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I 

quqtat~on contributing to the cost overrun. Since the contract· was on a fixed and firm 
price oasis, HAL would have to absorb the consequential excess expenditure incurred 
over thb price quoted. A few such cases involving excess expenditure of ~63.59 crore are 

I , 
detailed in the AHll.HllteX1llllriec JI. 

I 
I 

M~D attributed (October 2012) the cost escalation mainly to: 

" the increase in exchange rate, labour costs, costs incurred towards customization 
of Line Replaceable Units (LRUs), additional items not envisaged in the original 
sanction and development, integration cost.of higher thrust engine, viz., AL55X, 

I, 

i \ 

increase in man hour rates (MHRs) for design and shop due to normal escalation 
and impact of wage revision from January 2007, escalation on materials and non
labour items and ERV; and 

iJ work relating to some of the items not envisaged in t11e initial sanction and 
unanticipated activities taking place during the development process and stated 
that the revisions sought in cost and.time could not be treated as overruns. 

Cost overrun of~ 48.89 crore has already occurred in design and development of PT. 
Since HAL has entered into (December 2012) a contract for resolution of issues related 
to stall characteristic;s and spin tests the cost overiun is set to increase further by~ 23.59 
crate being ~he valu~ of the consultancy contract. Since the XOC is yet to be achieved, 
therle is a likelihood of further increase in the cost overrun. As the overruns occurred due 
to ~voidable deficiencies in the assessment of the engine capacity, change in life of 
engine after tests/flights and suspension of flight testing for 10 months from April 2011, 
cost escalation is not wholly attributable to the reasons stated by the management. 

: . \ 

7.8.';3.3 Releiue of funds by MolD 
i 

The contract for supply of 73 UT aircraft valuing ~6180 crore concluded in March 2010 
by MoD with HAL m~ntioned that the delivery schedules specified were with reference 
to the expected achievement of XOC of LSP by June 2010 and in case of delay in 
obt~ning IOC the delivery schedule would be correspondingly postponed. The contract 

I I · ' 
furtper mentioned that stage payments for the aircraft for the fourth batch onwards 
(covering 35 aircraft and 11 reserve engines) would be released subject to XOC. Since the 
stage payments stipulated in the contract were linked only to commencement of an 
actiyity but not to physical progress of the activity and the fact of non-achievement of 
xoq was not considered while making claims by HAL, releases made by MoD were far 
in arvance of requirement and resulted in undue advantage to HAL. This is borne out by 
the fact that in terms of the contract executed (March 2010) with HAL for SP, MoD had 
already released up to August 2012 an aggregate amount of ~3074.83 crore against the 
milestones stipulated. Scrutiny of the claims preferred by HAL revealed the following: 

(~ iilllliCJrOJre) 

i 
I Date oft' Ammmt 

Miillesto!lllle 
daiim released! 

lRemarlks 

ForAiilriCJralt't 
On · signing of the 23.03.2010 926.15 Since the design of the engine itself was not finalized, no 
contract (15 per cent) mobilization efforts were due and hence the release of funds 

at this stage was premature. 
On !placement 'of first 23.03.2010 926.15 The claim was supported only by a single purchase order for 
purcpase order (15 per hardware and software worth ~6.62 crore placed in 
cent) September 2008, i.e., 18 months before signing of the 

contract. 
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Miliesttonne II 
][)atte of Amounnnlt 

R.emarlks · danm relieasellll 
IB'orAnrcmftt I 

On commencement o:fi 
production (30 per cent)l The total value of purchase orders placed up to February 
6 aircraft 18.02.2011 103.10 2011 was only ~0.94 crore, up to August 2011 ~1.50 crore 
14 aircraft 17.08.2011 240.55 and up to March 2012 {59.70 crore. 
18 aircraft 14.03.2012 309.28 
On start of structural The claim was supported by a certificate issued by the 
assembly (20 per cent) Regional Director, Aeronautical Quality Assurance under 
6 aircraft 14.03.2012 68.73 DGAQA which referred to six aircraft of IJT-LSP series 

production having commenced at the Kanpur Division. Since 
LSP was being handled only at Bengaluru and IOC for the 
prototype was yet to be obtained, the certificate was 
incorrect. 

lFor JR.esel!"Ve JEnngilllles ~ S][lares 
On release of firs~ These related to supply of Reserve Engines (~51.80 crore), 
payment to vendors (35 for Spares/MRLS & STE/SMT, etc. ~214.20 crore), for 
per cent) 09.03.2011 288.61 APTT & CPTT (~13.21 crore) and for Training (~1 crore) 

and for Technical Literature (~8.40 crore). All these were 
required after supply of the aircrafts which was nowhere near 
reality. 

On commencement o~ 09.06.2011 38.25 
Since this milestone did not take into account the progress of scheduled year 

ofl 
10.06.2011 6.72 

work and items to be delivered were meant for use after delivery(2012-13) (25 12.05.2012 81.50 
supply of the main equipment, the releases were unjustified. ver cent) 

lFor ][)JR.JE & ICalJllital I 

Final payments in Dec. 2011 74.00 Amount drawn by ARDC for DRE 
respect of Capital and 
DRE 10.08.2012 5.40 Amount drawn by Kanpur Division for DRE 

10.08.2012 6.39 Amount drawn by Kanpur Division for Capital works 

'fotal 
I 

3074.83 
ActuJrall rellease was ~056.69 crore after adljunstmennt oJt' a 
gafillll oJt'U8.141 crore inn exclbtannge rate variationn •.. 

The entire amount I of ~3056.69 crore released by IAF from time to time was initially 
received by the Kanpur Division. Of this, ~ 1637.36 crore were transferred to sister 
Divisions for their portion of work and~ 1419.33 crore retained by it The expenditure 
reported by aU the Divisions aggregated to~ 167.72 crore only during 2009-10 to 2012-
13 (up to Septembe~ 2012). Thus,~ 2907.11 w crore released by IAF remained unutilized. 

HAL stated (Dece~ber 2012) that the amounts were drawn in line with the provisions of 
the contract. I 

The reply does ~ot1 address the audit contention that milestones set for release of funds 
were without Hnkage to definite and substantive physical progress and releases were 
made far in advanbe of requirement, resulting in blocking of Government funds and 
undue advantage toj HAL. 

'1.8.41 Experimenting with engine of inadequate thrust 

The ASR specifiedjthat the AU Up Weight (AUW) of the UT aircraft should not exceed 
3500 kg. Accordingly, HAL estimated that the mass of the engine should be between 300 
and 400 kg and the j engine thrust between 1400 and 1800 kg with a thrust to weight ratio 
of 4.5. In December 1998, HAL issued Request for Quotation (RFQ) to seven engine 

I 

I 11 ~074.83 crore- rl67.72 crore (excluding El?.V gain). 
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I 

manJfacturer~ shortlisted, of which four responded. A Technical Evaluation Committee1 

set up (February 1999) by HAL assessed these proposals and found that (May 1999) that 
M/s ~necma's (France), Larzcic 04H20 engine met the criteria for a flight worthy, 
certified off-the-shelf engine which would enable the HT to comply with ASR and 
recorhmended the same for the project's development phase. These recommendations 
were I considered (July 1999) by the Negotiation Committee2 but approval was accorded 
by C~airman pf HAL only in July 2000. Meanwhile, HAL had reported (April 2000) to 
the Steering Committee that the engine was heavier by 150 kg and the diameter was 
larget by about 50 per cent and hence the clean weight r~quiremertt would exceed by 
nearly 500 kg. Further, the UT Steering Committee alsd viewed (September 2000) that 
the dment thfust level of Larzac 04H20 engine (1420 kg) would not be adequate and that 
therelwas like~ihood of a weight increase with consequent requirement of a higher thrust 
engi~e and as' a result, decided that the option of Russian engines for series production 
phase was als0 to be examined. , 

I 
Despite this, in November 2000, HAL entered into a contract with M/s Snecma for 
supply of one:mock-up engine, three flight test Larzac engines (FTEs) with prototype full 
authdrity dig~tal engine control (FADEC) system and. associated ground control 
equiBment (G~Es), spare parts, technical assistance, and documentation. The terms and 
condition.s of 1the contract envisaged payment of advance of two million Euros against 

I ' . . 

which three FTEs were to be loaned free of charge by Snecma up to six years, with an 
optioh to buy; them at the end of the development programme at a price of 2.94 million 
Euro~ (~ 12.35 crore, to be adjusted against the advance) and if, at the end of the 
development programme, Larzac engine was not selecteq for series production, loan 
charges of 0.9 million Euros (~ 3.78 crore) (@ 0.3 'million Euros per engine) and a 
comclensation: of additional amount of 1.1 million Euros (~ 4.62 crore) were payable by 
HALj to the sppplier. Accordingly, HAL placed (December 2000) a purchase order on 
Snecma for supply of one mockup and three Larzac engines and also paid the advance of 
two rhlllion Euros (~8.40 crore) in December 2000. The flight development programme 
progJessed with Larzac engines up to December 2006. Meanwhile, HAL decided to 
laun¥ the seqes production programme with AL55I engines of Russian origin. Since the 
supply of AL55I engines was expected to take some more time, HAL requested Snecma 
for ektending! the loan period of Larzac engines beyond D~cember 2006 for continuing 
the rnght programme of the aircraft which was agreed to by Snecma and the contract was 
subs~qu~ntly 'amended in August 2008/November 2009 .to cover the extended loan 
period. In terms of the contract, as amended, loan charges were payable from January 
2001j to Marcp 2007 for one engine and from January 2007 to December 2009 for two 
engines at 12,862.50 Euro (~ 5.40 lakh) per engine for each quarter. 

I , 

Accd
1
rdingty, HAL adjusted (December 2009) ~ 4.71 crore towards compensation and 

~ 3.69 crore tpwards lease rent (up to December 2006) from the advance of ~8.40 crore 
that liad been '

1
'paid to Snecma in December 2000. HAL was also liable to pay to Snecma 

I ' I 
the l0an charges of ~ 2.13 crore from January 2007 to December 2009 (charges for the 

I 
I /..__ 

1 Repliesented by members from Aircraft design, Engiizedesign and Test Pilots of the Centre for Military 
Airwprthiness :and Certification (CEMILAC) an4 the Regional Centre for Military Airworthiness 
(RCMA-Engines). 

2 Cmtzprising ll)irector (Corporate Planning), Director (Finance), Director (Design & Development), 
Ma~aging Di*ector (JJangalore Complex), Deputy Chief of Air Staff, and representatives from Design, 
Cofnmercial & Finance Wings. I 

I ' I 
I / 
I . 

! 
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period January to June 2010 were waived), of which it had paid (June and August2008) 
~ L42 crore. Afteri the loan period, the engines were returned to Snecma. The provision 
for payment of compensation in case of non-use of Larzac engines beyond the 
developmental pha~e was against the interests of HAL as it was already aware of the 
Steering Committe~'s recommendations on the engine's inadequate thrust. 

MoD stated (Octobller 2012) that the off-the-shelf engine was accepted only for starting 
the development process and payment of hire charges and compensation for 
discontinuing the use of Larzac engine helped HAL to start the design and development 
work on IJT prograkne without delay. 

The reply is not. ac~eptable due to the fact that HAL was already aware that the thrust 
level of Larzac engine would not be adequate and only one standard engine for the whole 
fleet was required By the customer. Further, the whole process of certification was to be 
completed for the I new engine. For these reasons, the agreement for payment of 
compensation was also not justified, resulting in delayed development of the aircraft and 
an avoidable extra ~xpenditure of~4.71 crore. 

7.8.5 Extra expekdiwure fmr iuu:reasing life of AIL 55][ engine 
I 

Pursuant to the decision (September 2000) of the Steering Committee to explore a new 
engine of higher thrhst from Russia in addition to continuing discussions with Snecma for 

I 

growth version ofj Larzac engines, HAL invited (January 2003) proposals from 
Rosoboronexport, Russia besides from Snecma for a new engine of higher thrust. The 
request for quotatidn (RFQ) called for unlimited total technical life of engines with "on 
condition" maintenlmce and the Technical Evaluation Committee found that both the 
vendors satisfied lthis parameter. After evaluation/selection process and detailed 
negotiations, AL55:I engine offered by Rosoboronexport was selected (April 2004): 
Accordingly, HAL ~igned a contract (June 2005) with Rosoboronexport for development 

I 

and supply of AL 551 engines and placed (July 2005) an order for five engines (inclusive 
of two mock up) at ~total valJie of 29.50 million USD (~132.93 crore ). 

However, contrary io the requirement of unlimited life specified in the RFQ, the contract 
. I 

entered into by HAll with Rosoboronexport stipulated a limited life of 100 hours each for 
the three engines fdr the development phase, which could be extended through complex 
life extension progrbune by entering into a separate contract for production phase. The 

I 

records made available to audit including the Technical Evaluation Report did not 
mention the reason~ for bringing down the life of the engine from "unlimited" to "100 
hours". 

Under the contract of June 2005, the supplier developed two prototype engines and 
conducted the qualification tests and flight tests in June-December 2006 during which 
problems were enc~untered. Subsequently in October/ November 2007 the suppiier made 
a detailed presentation on the problems encountered. HAL's records show that at this 
stage the supplier s~ggested extension of the initial assigned life of engine to 300 hours 
even for the two prbtotype engines. Thereafter, with the approval (September 2008) of 
the Board, HAL I entered (October 2008) into a supplementary contract with 
Rosoboronexport for carrying out works for establishing an initial assigned life of 300 

I 

hours at a cost of 26 million USD (~131 crore). The engines with the modified life were 
received in January Q009. 
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Thus,: acceptance of a reduced initial life of the engine and failure to negotiate and 
indude a specific clause in the contract entered into (June 2005) with Rosoboronexport 
for fuH life extension without any additional cost resulted in avoidable expenditure of 
'{ 131 trore and contributed to further delaying the completion of the project. 

Mo~ lstated (October 2012) that the life extension of engines was a time consuming and 
complex task involving thousands of hours of rig testing, analysis, design modifications 
and production of a number of components and as the lifing of the engines was achieved 
progressively as flight testing progresses, the initial assigned life of 100 hours for the 

I . 

AL550C engine would have been sufficient for the prototype stage, but a delay in lifing 
beyorld 100 hours would have adversely affected the LSP which was initiated 
·concJrrently and the SP programme which would follow. It also stated that the 
contractual terms were re-negotiated for extension of life froin 100 to 300 hours with a 
clause that there would be no further cost for further extension. of life of the engine. 

The r~ply is· not acceptable as HAL, in spite of having invited quotations for uruimited 
life of engines, entered into a contract accepting 100 hours life with no mention. of the 
finanCial implication for increasing the same beyond 100 hours. 

7.8.6 Change in weight of engine 

The technical :specifications agreed for the engine with life of 100 hours indicated the 
enginb weight' as 320 kg + '1 per cent with a note that the mass of first three engines 
would he marginally more than that figure and the final mass would be mutually agreed. 
How~ver, in October 2008, enhancement of engines' life from 100 to 300 hours for 
prototype and LSP was ordered and the weight of the engine supplied (January 2009) 
becanie 409 kg with accessories. While discussing (November 2010) plan for reduction 
of wdight of the engine to the final requirement of 320 kg in phases, JRosoboronexport 
mentibneq that reduction of weight to 385 kg would not affect the engine/aircraft 
interf~ces or engine performance but further reduction below that level could entail 
changes in engine/aircraft interfaces and affect engine performance. In view of a 
co~tment ~y HAL to ·deliver SP aircraft from: 2012-13 onwards and considering that 
any cpange in engine interface could cause considerable rework and delays, the Board 
appro,ved (July 2011) acceptance of the final weight of the engine to be 385 (+5) kg and 
for the corresponding revised technical specifications to be coordinated with 
Rosoboronexport. · 

I • 

Thus,! against the requirement of engine weight betweeti.JOO and 400 kg; specification of 
a tecHnically not feasible weight of 320 kg by HAL delayed final fixation of the engine's 
weight and receipt of supplies. 

Management stated (December2012) that the final weight of 385 kg was agreed to since 
reducfion below that would entail changes in the aircraft engine interfaces as well' as 
engine performance and not because the reductiUITLU 320 kg was not feasible. 

I ' 

Management added that ithad not caused any delay in receipt of supplies. 

This is incorrect as time taken for fmal fixation of weight had resulted in a delay of about 
eight months, i.e., from November 2010 to July 2011. 

I 

\ 
., \ 
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7.8.7 Warrounty 

The contract.;. for sttpply ofLSP aircraft ~Jipulated warranty period as 12 months or 240 
operational hams £rom the date of acc~ptance at stores or date of installation and . 
commissioning whithever was earlier. HAL placed pmchase orders for supply of line
replaceable units (URUs) from October 2007 for the entire LSP production programme 

I 

with staggered deliveries from March 2008 to March 2010 with warranty covering 
periods ranging frob 18 to 30 months from the date of delivery of the items by the 
vendors. I 

HAL received LRUs costing {114.76 crore from June 2008 up to March 2012. Thus, 
although HAL was ~et to receive IOC for IJT to start production, warranty for the items 
received during the period 2008 to 2009 had already expired even before delivery of the 
aircraft to the custofner. According to; HAL, in case any item found defective needed to 
be repaired at HALi' s cost, the status would be reviewed after achieving IOC/FOC and 
the matter referred to MoD for reimbmsement as part of the cost revision proposal. 

MoD stated (Octoblr 2012) that LRU ordering was initiated according to the amended 
I 

delivery schedule of the aircraft and that HAL made deferred supplies to the maximum 
extent so that the bbnefit of warranty would be available at the time of their fitment on 
the aircraft. It addbd that in respect of certain LRUs life could be extended while 
conducting pre-insdnation check within HAL. 

The reply is not acc~ptable since at the time of placement of the order in June 2007, even 
IOC scheduled for March 2007 had not been obtained. Moreover, the delivery schedule 
was amended only I in March 2009. Hence the ordering of LRUs far in advance of 
requirement and building up of time-expired inventory was avoidable. 

7.8.8 Impact of de~y in supply of IJT aircraft 
I 

As of May 2012, HQ Training Command at Bengaluru was in possession of 93 (only 90 
in use) Kiran Mk-I 1and 39 (only 38 in use) Kiran Mk-ll aircraft after grounding of 113 
HPT-32 aircraft froxh August 2009. While HPT-32 had been replaced by Kiran for basic 

I 

flying training, the flying syHabus for that stage had been reduced from 63 to 25 hours 
I . . 

per trainee. The flying syllabus for Stage-II (Fighters) had also been reduced from 94:10 
to 86:20 hours in j Kiran and many exercises of that stage transferred to Stage-m 
(Fighters) syllabus on Hawk aircraft. The reduction of 46 hours in total flying experience 
of trainee pilots bJfore their posting to operational commands was partly offset by 
training on simulatots. As against the authorized capacity of 142 pilots for IAF, only 120 
to 130 pilots were bbing accommodated. 

Thus, even after reldase of substantial payments by MoD, the intermediate training to the 
pilots of IAF continbed to be compromised. . 

Corrn!Cllunsiiorrn I 

'll'lhle pmjed sunffeJrei!ll :att eveJry st:atge of lits exe~Cuntlion. Wlhllille tlhle JP>ll:atnrrnhng went :atWll"Y 
wlitlln limlled.sliverrnes~[ :atlbout tlhle weligl!ut~ tllmrunst ami!ll lllife of tllne engiilllle :att tlhle design st:atge 
iitsenf~ tl::atlkiing unp lliimin.litei!ll seJries Jllll!"Oi!ll1llldiorrn :atmll se1rftes J!llll"mllunctl:lion sllmunllt:atneousHy witl:lln 
tl:llne i!llesiigirn!i!lleveRoJ!llfuerrnt wntlb.mlltl: olbt:atnrrnnnng imu1tn:atll OJ!ller:attiiorrn:atll dte:atll":atnnce ilii!llllllotl: sene 

I 

.. Entered into by the )oint Secretary & Acquisition Manager (Air), MoD with HAIL on 23 March 2006 
for supply of JLimited Series Production (JLSP) valuing r 486.81 crore 
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the objective of providing the aircraft to IAF which had projected a requirement 
way back in 1999. With a realistic date for obtaining IOC itself yet to be decided, 
efforts to attain indigenisation have remained unsuccessful even 13 years after 
initiation of the project. MoD bad also released ~ 3074.83 crore towards SP, of 
which~ 2907.11 crore (95 per cent) remained unutilised. 

7. 9 Vm· in !!ale of Adranccd I.ight 1/clicopten 

By selling Advanced Light Helicopters to Ecuadorian Air Force at below prime cost, 
HAL incurred a loss of ~ 52.64 crore. Besides the delay in supply of ALH also 
resulted in payment of penalty of~ 6.16 crore. 

Hindustan Aeronautics Limited (HAL), in response to a tender invitation by Ecuadorean 
Air Force (FAE), quoted (June 2008) US$ 45.20 million for supply of seven Advanced 
Light Helicopters (ALH) Mark-ll (Dhruv II), including tools and additional equipment, 
accessories, etc. While approving the price of US$ 45.20 million as a market penetration 
strategy for export, the Chairman had ordered (May 2008) that the Helicopter Division 
should plan recoveries of the difference between fu ll cost and price quoted 1 through sale 
of spares, equipment and services, if the bid was successful. Based on the quoted price, 
HAL secured the order and concluded a contract (August 2008) with FAE for supply of 
seven ALH and associated equipment between January 2009 and January 2011 at the 
quoted price. 

HAL supplied five ALH in March 2009 and two ALH in May 2011. As against the 
billed amount of~ 204.32 crore (US$ 44.84 million), HAL received ~ 155.89 crore (US$ 
36.08 million) as of January 2013. 

Our scrutiny of the sale revealed the following: 

• 

• 

• 

The Marketing Department of HAL had proposed (May 2008) a sale value of 
US$5.85 Million per helicopter (excluding optional equipment and other ) and the 
total contract value worked out to US$ 49.360 ·million. However, after the 
proposal was put up to the Chairman for approval, the basic value of the 
helicopter and the total contract value was modified to US$ 5.30 million and 
US$ 45.20 million respectively, without assigning any reasons. However, the 
Chairman had recorded that the price proposal had been reviewed and it was 
proposed to quote a package price of US$ 45.20 mmion; 
According to the powers delegated by the Board of Directors of HAL, the 
Chairman had full authority to offer any sale price which should not be less than 
the prime cost (direct material plus direct labour). The prime cost of production 
of the basic helicopter manufactured during 2007-08 for issue to the Ministry of 
Defence (MoD) was~ 29.06 crore and hence the Chairman was not competent to 
approve the price of~ 21. 12 crore which was less than the prime cost by~ 7.94 
crore2

; 

The price of the basic helicopter of US$ 5.85 million proposed by the Marketing 
Department itself was below the prime cost as the actual prime cost of helicopters 

1 Excluded profit and warranty, deferred revenue expenditure, cost of manuals, cost of training and 
ground/flight risk insurance 

2 (29.06 crore- (21.12 crore= (7.94 crore) 
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manufacturea during 2007-08 was US$ 7.25 million (~29.06 crore) resulting in· 
under-pricing by US$ 1.95 million per helicopter and US$ 13.65 minion for the 
contract as ~ whole. The Marketing Department, however, did not bring this fact 
to the notice I of the Chairman; 
The cost quoted to FAE in June 2008 induded prime cost of~ 21.12 crore as 
against the Jcmal pri~e cost of~ 29.06 crore1 incurred in manufacture of basic 
Helicopters tluring 2007-08. The under recovery with reference to actual prime 
cost of ~ 28.64 crore when the helicopters were delivered during 2008-09, 
amounted toj~ 52.642 crore; . 
The deHvel)[ of heHcopters had been delayed due to which FAE had recovered 
~6.16 crore towards penalty; 
The contrac~ stipulated integration of nine additional equipments on the Standard 
ALH Mark]][. All the additional equipments were required to be flight-tested and 

I 

deared by the Regional Centre for Military Airworthiness (RCMA) under the 
I 

Ministry of Defence (MoD) before integration. Search and Rescue (SAR) Homer 
and Traffic Collision Alerting System (TCAS) IT were expected to be certified 
only by Dedember 2012 and August 2013 respectively. None of the helicopters 
supplied, wete fitted with the required additional equipments before delivery; and 
While no exbort orders from any other customer had been received for ALH, the 
value of orders received for spares, etc., from FAE during 2010-11 to 2012-B 
was only~ 23.03 crore, the whole of which was much less than the loss incurred. 

Management stated :(January 2013) that 

o the figure of ~ 29.06 crore considered by the Audit was based on full cost of 
production rhich included cost of material and labour, deferred revenue 
expenditure amortisation, warranty provision, sundry direct charges, etc. and that 
the prime cdst in the quote to F AE was estimated at ~ 23.46 crore and the same 
was adopted! for quoting to F AE whiCh was on par with the unit price and did not 
necessitate sanction of the Board; and 

I ' 
@ it was confident of recovering the cost incurred towards warranty and other 

elements th1
1

ough the continued supply of spares /product support during the 
Helicopters' intended operating life of 20 years. 

The reply is, however, not acceptable as: (i) the actual average prime cost of~ 29.06 
crore for each ALHiconsidered by Audit was exclusive of the elements mentioned by the 
Management; and (ii) considering the low magnitude of orders received for spares, the 
expectation to recoJer cost even in the operating life of 20 years seems unrealistic. 

Thus, by accepting an unviable price and failure to meet the contractual obligation for 
timely supply, HAD has incurred a loss of~ 58.803 crore from the contract as of March 

2013. 1 

The case was reported to the Ministry in February 2013; their reply was awaited (March 
2013). 

1 Excluding amortizati~n, SDC & Others, warranty & liquidated damages 
2 ~28.64 crore--~21.12 crore=~7.52 crore x 7 helicopters=~52.64 crore 
3 ~2.64 crore (loss)+ ~.16 crore (penalty fordelay=(58.8() crore 
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7.10 Irregular payment of incentive 

The company paid incentive of ~ 25.98 crore to its employees without the approval 
of the Ministry, on perceived success of the inaugural flight of the demonstration 
model of Light Combat Helicopter which was being designed and developed by it. 
The payment of incentive lacked rationale since this milestone was achieved after a 
delay of 18 months and the Initial Operational Clearance which was due in 
December 2010 had been repeatedly extended. 

The Ministry of Defence sanctioned (October 2006) the design and development of a 
Light Combat Helicopter (LCH) by Hindustan Aeronautics Limited (Company) for the 
Indian Air Force (IAF), at a total cost not exceeding~ 376.67 crore. Till March 2012, the 
Company had incurred an expenditure of ~ 303.29 crore on the project, while it had 
received a total sum of~ 271.20 crore from the IAF. 

According to the major milestones stipu lated by the Ministry, the first flight of 
Technology Demonstrator (TD)-1 was to be achieved by November 2008, that of TD-2 
by March 2009 and the Initial Operational Clearance (IOC) was to be obtained by 
December 2010. The project was to be completed by December 2010. The progress of the 
project was, however, slow and the inaugural flight of TD-1 took place only in May 
2010, i.e, 18 months behind the schedule. There were 12 snags detected during this first 
flight. We observed that although the progress of the project was behind schedule and 
had revealed numerous snags, the Board of Directors of the Company approved (June 
201 0) payment of a one-time financial incentive, based on the pay scales of workmen and 
grades of officers, on the occasion of having conducted (May 2010) the inaugural flight 
to appreciate the efforts of the employees in the accelerated development and building of 
the first LCH. We further observed that the payment covered not only the employees 
actually engaged for the LCH project but all others across the Company. The Company 
paid (August/ September 2010) a total of ~ 25.98 crore on this account. This was in 
addition to the payment made to the Executives under Performance Related Pay Scheme 
and Monthly, Quarterly and Annual incentives paid to the workmen. 

According to the Delegation of Powers of the Company (2008-09), the powers of the 
Board in matters relating to wages, perquisites, bonus, incentive schemes, performance
linked payments and retirement benefits were not absolute but are subject to Government 
guidelines. The Department of Public Enterprises (OPE) had issued (November 1997) 
instructions to all Public Sector Undertakings (PSU) which stated that the employees of 
PSUs would not be paid bonus, ex gratia, honorarium, reward and special incentives, etc. 
unless the amount was authorised under a duly approved incentive scheme. The payment 
of the one-time financial incentive in August/September 2010 was not covered under an 
approved scheme and was therefore irregular. 

On this being pointed out, the Ministry stated (May 20 12) that the payment was made 
after the work was over and was in the nature of appreciation of efforts put in rather than 
an incentive for improved performance in future. Ministry also stated that the one-time 
payment went through the regular process of Board approval as required by DPE and 
which was within the powers reserved for exercise by the Board as a performance linked 
payment. The Ministry 's reply that payment was made after the work was over is not 
factual as the lOC was not yet obtained (due in September 2014). The reply is also not 
acceptable as according to the DPE guidelines any payment of such nature should be 
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made only with the approval of the competent authority in accordance with the prescribed 
procedure and in thi~ case, the. approval of the administrative Ministry was required. 

In view of the sigbcant delay in achieving the targeted stages of completion, the 
sanction of incentite by terming the inaugural flight of the LCH in May 2010 as 

I 

deserving appreciation was unjustified. Moreover, payment of incentive on an ad hoc 
basis, without a dul~ approved incentive scheme was irregular. . 

,,,·· 
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[ CHAPTER VIII: DEPARTMENT OF FERTILIZERS l 
IRashtri)a Chemicals and Fertilisers Limite~ 

8.1 Improper estimation of cost in bidding 

Improper estimation of cost in bidding for the contract of handling and sale of 
imported urea resulting in loss of~ 44.81 crore 

Department of Fertilizer (DoF) appointed (May 2007/November 2007) Rashtriya 
Chemicals and Fertilisers Limited (the Company) as Hand ling Agents (HA) for 
handling of vessels, bagging, standardi sa ti o n and distribution of imported urea in 
various States/Union Territories during the year 2007-08 in Kandla, Tuticorin and 
Dharamtar ports for the years 2007-08 to 2009-10 at ~ 690 per metric tonne (PMT), 
~ 674 PMT ~ 960 PMT" at their quoted rate on the basis of Notice Inviting Tender 
(NIT) is ued in April 2007. DoF extended (March 2010) the above contracts for 
two more years (i.e. up to 31 March 20 12) and subsequently (March 20 12) for two 
more months up to 3 1 May 2012. Apart from the aforesaid lump sum rates, the 
Company was eligible, as per NIT, to get reimbursement towards port dues, 
customs duty and inland freight charges. The Company quoted the above rate after 
estimating various expenses involved and profit of~ 50 per MT. 

During the period 2007- 12, the Company unloaded and handled imported urea from 
175 vesse ls and dispatched/distributed 56.77 lakh MT to various States/Union 
Territorie . For this activity the Company incurred an expenditu re of ~ 4368.05 
crore and cou ld claim an amount of~ 4323.24 crore only fro m DoF, resulting in a 
overall loss of ~ 44.8 1 crore against an estimated overall profit of ~ 28.39 crore 
(56.77 lakh MT being the quantity sold X~ 50). 

Audit observed that the estimation prepared by the Company for bidding was 
deficient as significant e lements of cost viz. inland freight charge , finance charge 
and hortage in handling and transportation were worked out incorrectly without 
de tailed analysis of NIT te rms and inc luded in the estimate. The Company, 
however, made some savings in other e lements of cost such a Custom Ho use 
Agents (CHA) charges wh ich brought down the net loss to ~ 44.81 crore. 

The following three elements mainly contributed under recovery of cost of~ 69. 14 
cro re as di cussed in succeedi ng paragraphs: 

(A) Even though, the inland freight charges from the ports to districts were 
reimbur able, the reimbursement was regulated a per the statement, which was enclo ed 
with NIT. The statement provided fixed freight rates for transport of urea from a 
particular port to different States. Irrespective of internal movements within a State, the 
reimbursement was allowed at the rate mentioned in the statement for transport of urea 
from a particu lar port to a particu lar State. Thus, the rate given in the statement wa 

• Quoted rate ( 966 
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expected to cover all the block level destinations in a State. With such a structure of the 
contract, districts add blocks in proximity to port in a State would be to the benefit to the 
HA, while district~ and blocks away from the port' would lead to loss. As actual 
movements were regulated as per the movement orders of the State and DoF, an amount 
of~ 54.72 crore remained unrecoverab~l from the DoF. 

Management repliJd (November 2012) that the districts which were far off in the 
State from the pott were to be supplied from the port and this resulted in huge 
underrecovery. I 

(B) The Company estimated~ 6/- PMT towards finance charges to be incurred for 
open~ng of_ Letter :~f Credit (LCs) i~ favour of ~oF. Even though, the Co~pany 
consideted m the estimate the LC opemng charges levied by the State Bank of India, the 
Compan_y's banker, lit did not consider _in the estimate the LC negotiation c~arges which 
was lev.1.ed by the State Bank of Patiala, the banker of DoF. Due to this lapse, the 
Company incurred 1an avoidable expenditure of ~ 7.36 crore towards LC negotiation 
charges. However, Jfter taking in to account the gain on account of LC opening -charges / 1 

I 

as compared to estimate, the net extra expenditure incurred by the Company towards 
finance charges wasr~ 5~87 crore. 1 

Management acce~ted (November 2012) that the LC negotiation charges levied by 
the State Bank of Patiala were not anticipated in the estimate. The extra 
expenditure of~ 5J87 crore could have been avoided had the Company ascertained 
full details of expehditure involved towards LC or had the Company opened a Bank 
account with the S~ate Bank of Patiala, Mumbai for LC. . 

(C) The Compa~y estimated~ 9 PMT towards shortages to cover handling and transit 
loss calculated at 0.25 per cent on the urea issue price which was at variance with 0.5 per\ 
cent allowed by ttle Company to CHA in. their back-to-back contract The actual 
shortages (including destination godown storage loss) were 0.81, 0.57, 0.22, 0.50 and 
0.44 per cent for 2007-08, 2008-09, 2009-10, 20H)-n and 20U-12 respectively. Thus, 

I 

the norms adopted by the Company for handling and transit losses were unrealistic. In 
rione of these year~ (except the year 2009-1 0) the actuaL shortages were within the 
estimated norms. The value of shortages in excess of the estimatewas ~ 8.55 crore which 
had to be absorbed Hy the Company. 

Management stated I (November 2012) that they have recovered losses on account of 
shortages above 0.5 per ·cent from the CHAs, and if percentage of shortages in the 
contract with CHAslwere kept at 0.25 per cent, it would have resuhedl in higher charges 
levied by them. Tfe above reply of the managements was not supported by any 
documentary evidence. 

The reply of the Mlnagement is not acceptable as the Company had not realized the 
unfavourable term~ in NIT and shoulid not have quoted with such thin margins. 
Further Company ~hould have also ascertained fuU details of ·expenditure involved 
towards LC negotiJtion charges before making estimates and provision should have 
be-en made for recbvery of actual shortage of handling of transit loss from CHA. 
through back-to-babk contract. · 

The Comp~ny, ho~ever, made some savings in other elements of cost s~ch as CHA 
charges whiCh brought oowrt the net loss to~ 44.81 crore. Thus, Company mcurred loss 
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of ~ 44.81 crore mainly due to excess expenditure incl!rred over estimates made in 
respect of inl~nd freight charges, finance charges and handling and transit losses. 

The I matter was reported to the Ministry in December 2012; their reply was awaited. 
(March 2013). 
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[~ _________ c_HA __ PT __ E_R_IX __ :~ _____ T_R_Y_O_F __ F_IN_A_N_C_E ________ ~] 

~eneral Insurance Corporation of Indial 

9.1 Avoidable loss on account of imprudent acceptance of reinsurance treaties1 

Imprudent acceptance of reinsurance treaties to cover ' Rajiv Aarogyasri 
Community Health Insurance scheme' issued by Star Health-resulted in avoidable 
loss of~ 197.80 crore 

Star Health and Allied Insurance Company Limited (Star Health) issued (March 2007) 
Rajiv Aarogyasri Community Health Insurance Scheme2 (Scheme) to Aarogyasri Health 
Care Trust, created by the Government of Andhra Pradesh . Star Health after recoverinS 
the incidental expenses for administering the scheme from the annual premium ceded 
(effected from March 2007) a share of it towards obligatory and voluntary cessions to 
General Insurance Corporation of India (GIC). For the balance, Star Health sought 
(February 2007) reinsurance cover from GIC on stop loss basis4 and the same was ;----, 
provided from I April 2007 by issuing five treaties for five phases of the Scheme. 

Star Health's retained premium ranged from 87.37 per cent to 9 1.50 per cent of 
Estimated Net Premium Income (ENPil As against the premium retained by Star 
Health, loss retention remained almost static at 80 per cent of the ENPI (except for the 
Underwriting Year 2011 where it was 90 per cent). However, GIC's maximum liability 
ranged from 35 per cent to 70 per cent of ENPI in excess of loss retention of Star Health, 

2 

An agreement between the ceding company and the reinsurer containing the contractual terms 
applying to the reinsurance of some class or classes of business, usually for a period of one year. 
Implemented in the State of Andhra Pradesh from I April 2007 covered population who live Below 
the Poverty Line, as enumerated atUi photographed on the Health Card/BPL Ration card. Scheme 
provided cashless coverage for meeting expenses for hospitalization and surgical procedures for the 
beneficiary members (floater basis to benefit family) up to (' 1.50 lakh per family per year in any of 
the network hospitals. 

Reinsurance cession pattern of Star Health: 

Gross Premium--less--> Incidental Expenses - less-> Obligatory cession to GIC - less->Voluntary Quota share cession to 
GIC 

= Estimated Net Premium Income 
---less- > Retained by Star Health (ranging from 87.37 to 91.50 per cent of EN PI) 

Balance EN PI to GIC for Stop loss Cover (ranging from 8.50 to 12.63 per cent of EN PI) 

GIC would protect Star Health against an aggregate amount of claims over a period, in excess of a 
specified percentage of eamed premium income. 
ENPI was the gross annual premium less incidental expenses of Star Health, obligatory and 
voluntary cessions to GIC 
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'durink the unqerwriting years 2007 to 2011 for a premium ranging from 8.50per cent to 
12.631per cent; of ENPt 

The dverall performance of the treaties from Underwriting Year 2007 to 2011 showed 
contiJuous los'ses of~ 197.80 crore as detailed below: 

I I 

I 
Nett Reslllllltts ruulli CllaJim RattJio of allllttreattJies of Ra.]Jiv Aaro2yasllnri Co~UJimnitty JH[eallttlln llimsUJIJrall1lce §cllnemie 

Treaty I Phase ~ Districts Net JResullilt 
N1llllllberofl I 

covell'ed in tllte 
me I Phase (Acceptances less cost of fuirther reillsnliJI'ance 3llld.incurred claims) 

(Dalteof I . lUillderwll'iting Yeall' ('{ ][n crore) 

commenceme
1
11t) 

2007 2008 2009 2010 20H Gr3llld1'otal 

: 
Anantapur, JResults -3.09 9.24 48.42 -15.75 21.42 

Mahaboobnagar, 
Cllaim ratio (per No 478 588 No 188 Sri II 

43788 Kakulam,Medak, cent) claim claim 60.24 
1 and 3' 

(01.04.07) YSR(Kadap), 
Karimnagar,SPS 
Nellore,Prakasa 

m I 

West JResults 11.15 10.94 19.71 32.30 Not 

45348 Godavari,East renewed 

2 Godavari,Chittor, Cllaim ratio ((per 74.:1.0 
(05.12.07) Nalgonda, cent)) 

209 209 265 253 
Rangareddy 

I 
I 

Medak,YSR(Kad Resullts 11.46 -13.47 

45566 I ap), 
Did not 

3 alone: Karirnnagar,SPS Cllaim ratio ((per exist 
-2.01 

(15.04.08) Nellore,Prakasa cent)) 
m 249 4 Clubbed with Phase I 

Kamool;Adilaba Results 6.48 14.87 43.35 -10.60 
45695 

4and5: 
d,Hyderabad,Viz 
ianagaram, Visha Cllairn ratio ((per 54.10 

(17.07.08) 
khapatnam cent)) 186 251 352 47 

I Nizamabad,Warr Results 22.46 -11.09 
45698 I angal,Khammam 

1 
.I 5 alone' ,Guntur, · Claim ratio ((per ll1.37 ' 

(17.07.08) I 

Krishna districts 
cent)) 

335 'No claim I I Clubbed with Phase IV 

I 
II I 

Source~ SAP JBW!Reports as on 31.3.2012 Minus indicates profit to GIC and+ indicates loss to Gl!C 

The ~fficacy bf underwriting and profitability of treaties was examined and audit 
observed that: ;. 

I. , . .. 
(i) 1 Provi<l.$g reinsurance cover to Health Insurance Scheme underwritten by Star 

i Health }Vas not obligatory and therefore GIC was free to fix appropriate premium 
: rate as well as terms and conditions. 
I ' 

@ i The pr~mium to liability ratio of Star Health ranged from 1.09: 1 to 1.02: 1 as 
! against :this, premium to liability rati.o of GIC which ranged from 1:4.12 to 1:5.54. 
( The chum ratioo\1 of the GIC in three out (2008, 2009 and 2010) of five years 
r exceed~d 100 per cent of the earned premium and pehlced to 588 per cent in 2009 
I whic~ ipdicated that the liability accepted by GIC was not commensurate with the 
1 prenuum. 

i 
I . 

"' (GIC(s llncurre'd claims/Premium earned)*lOO 

I 
I 

I 
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• Although, GIC in 2008 worked out a renewal premium rate of 2 1.73 per cent 
considering the claim ratio@ 104 per cent, it had actually charged only 12.63 per 
cent. This had also enhanced the loss ratio. GIC fa iled to safeguard its interest by 
charging a higher premium rate. 

The reply of the Ministry (February 2012) was as under: 

• GIC took a decision to accept the business with a long term perspective more so 
when the subject of coverage was mass health insurance to cover BPL population. 
It was a lso stated that Star Health was placing all the busi ness with GIC only and 
not selectively. 

• T he observation that GIC should have restricted its liability to the premium, goes 
against the very basis of insurance practice which was to take risk and not 
otherwise. Further, such a proposition would lead to the situation of GIC 
refunding unpaid portion of the premium to the insured which was not the basis of 
insurance. 

• Corrections viz. Inclusion of loss corridor of 5 per cent in excess of 95 per cent 
the year 2010-11 and increased to I 0 per cent from II 0 per cent to 120 per cent 
in the year 2011-12, were introduced at the time of renewals 

• The treaty was underwritten based on their experience with the client and with 
future outlook. The referred note was only a rough working sheet and had no 
relevance to the strength of the client, volume of the premium involved and the 
perpetuity of the scheme. 

• The rate charged was workable and attractive was substantiated in the rating of 
the scheme given to Kalignar Kapittu Thittam of Government of Tamil Nadu 
where GIC had charged 12.63 per cent and made a profit of ~30.47 crore. 

The contention of the Ministry was not acceptable for the following reasons: 

• Each ri sk was required to be evaluated based on its individual merits and 
demerits. Since reinsurance contracts being annual contracts and renewal is never 
guaranteed, the contention of underwriting for long term perspective is not valid. 
Further, considering the results of all fi ve treaties which were overall loss making 
at various phases, the acceptance was not prudent. 

• The original policy issued by Star Health included the condition of refunding the 
premium in the event of profit. Thus the contention of insurance practice is not 
valid . The premium to liability ratio was to be in tandem with that of Star Health 
in the interest of the Company. 

• As the scheme was ended in 2011-12, the introduction of loss corridor in 2010-11 
was at the end of the scheme. It could reduce the loss only by ~18.05 crore in the 
year 2010-11. Further, as against revision of loss corridor from 110 per cent to 
120 per cent in the year 2011-12, GIC increased its share from 90 per cent to I 00 
per cent. Hence, it was practically an ineffective measure. 

• GIC's contention that the premium rate calculation made as 2 1.73 per cent was a 
rough work is not valid as the working had a definite basis i.e. said calculations 
were made considering estimated claim ratio at I 04 per cent. Moreover, charging 
premium rate of 12.63 per cent for attracting the insurer is an after thought and is 
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not acceptable especially when there is no competitor for GIC in the domestic 
insurance market. 

• Kalaingar Kapittu Thittarn (KKT) was introduced by the Government of Tamil 
Nadu in the year 2009 was not exactly as the same as Rajiv Aarogyasri 
Community Health Insurance Scheme introduced in 2007. As already statedeach 
risk had to be evaluated based on individual merit. Hence KKT was not available 
for comparison in Underwiriting Year 2007. The Joss mitigation efforts during the 
succeeding years were not adequate as detailed above. 

Thus, imprudent acceptance of reinsurance treaties to cover 'Rajiv Aarogyasri 
Community Health Insurance scheme' issued by Star Health, a private general insurance 
Company, resulted in avoidable loss of~ 197.80 crore. 

National Insurance Company Limited, The New India Assurance Company 
Limited, The Oriental Insurance Company Limited and United India Insurance 
Company Limited 

9.2 A voidable loss ill group health insurance scheme 

Four PSU insurers suffered a loss of ~ 121.81 crore, during the four year period 
ending June 2012, due to their imprudent decision to enter into a co-insurance 
agreement with Star Health and Allied Insurance Company. 

In November 2007, the Government of Tamil Nadu (GoTN) invited bids from the general 
insurance companies to provide health cover (Insurance Scheme) to the employees 
(including their family members) of the government departments, state public sector 
undertakings, local bodies, state government universities and statutory boards under the 
control of GoTN. 

Star Health and Allied Insurance Company Limited (STAR), in association with ICICI 
Lombard, quoted (11 February 2008) lowest rate of insurance premium at ~ 675 per 
employee per annum. The four public sector insurance companies' (NIA, NIC, OIC and 
UIIC: PSU insurers) had also participated in the bidding by quoting a premium ranging 
from ~ 720 to ~ 7802 per employee per annum. After further negotiations with GoTN, 
STAR agreed to a final premium of~ 495 per employee per annum. 

Even though the premium quoted by the PSU insurers was much higher than finally 
agreed to by STAR, the four PSU insurers entered into a co-insurance agreement ( 18 
February 2008) with STAR as leader. According to the agreement, the four PS U insurers 
shared 15 per cent each in the Insurance Scheme. The premium, claims and agreed 
expenses were to be shared in the ratio of 2 J: 19:60 among STAR: ICICI Lombard: the 
four PSU insurers. Subsequently, STAR issued (June 2008) the Health Insurance Policy 
covering a period of four years ending June 2012. 

Under the scheme, for the period from June 2008 to June 2012, the four PSU in urers 
received premium of ~ 137.33 crore and accepted an expenditure of ~ 259. 14 crore 

1 (1) The New India Assurance Company Limited (NIA), (2) National Insurance Company Limited 
(NIC), (3) The Oriental Insurance Company Limited (OIC) and (4) United India Insurance Company 
Limited (UllC). 

1 NIC r780; NIA r7JO; OIC r725 & UIIC r720 
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towards claims, administrative charges and other expenses. The PSU insurers suffered a 
total loss of~ 121.81 icrore on thls insurance scheme as per details given below: 

lillettalllls I[])Jt' adunall ]pnremiiunm l!"eceftve«ll aJID.d daJ!ms accepte«ll agaiiJID.si 1§ peir ce-,u,t I[J)Jt' 
agl!"ee«ll sl!ual!"e 

(fr'igunl!"es: ~ iiJID. Cl!"'(Jll!"e) 
I NXA NKC OJIC UJIJIC '}['I[]) ~tan 

A. 
. I 

34.31 33.62 §lhtal!"e I[])[ lPil"emii.unm 
lB. §lhtal!"e I[J)Jt' cllanms lllni[])JID.i[J)l!Rl!"ed & l[])illnel!" 

34.04 35.36 137.33 

ex]J]lellllses I 64.50 62.87 62.75 69.02 2§9.].4! 
I lLI[])ss (A-lB) 30.19 29.25 28.71 33.66 ·uu~:H. I 

n was also observed in Audit that the PSU insurers agreed to STAR's rate of premium 
without any recorded I reasons and even without having the details regarding number of 
employees to be covered, composition of age group, previous medical history, morbidity, 
mortality of the persdns to be insured etc. The PSU insurers were not informed of the 
detaills of the actual nhmber of employees and their familly members to be covered as at 
the begimring of each ~olicy year, in the absence of which, the adequacy of the premium 
distributed by STAR !could not be verified. n was also noticed in Audit that the co:.. 
insurance agreement did not contain any provision for verification of the claims/costs 
allocated to PSU insuters by STAR and to withdraw from the co-insurance agreement I 

any time during the policy period by mutual consent. 

UTIC/ NllA stated (J_ul~ 2012/January 2013) that ~e ac~eptance of lower premium was on 
account of group d:1.scount and coverage of specific diseases only. NIC stated (October 
2012) that, as STAR Had experience and expertise to manage such large schemes, it was 
agreed to be a co-insui-er at the rate accepted by STAR.. OIC stated (September 2012) 
that, as was the practide, aU the PSU insurers signed a common co-insurance agreement 
with STAR. I 

The above reply was n0t acceptablle as: 
. I 

The decision of the four PSU insurers to undertake the co-insurance with STAR, 
at abnormally r~duced premium compared to their own· quotes, was not based on 
any documenteb analysis. In fact, they accepted a premium rate which was a 

I . negotiated one fuy STAR only. 

There were no bhecks in place to ensure that the premium, da:i.ms and costs was 
correctly aUocated by STAR to the PSU insurers. 

. I 
Although the sl:lare of 15 per cent was common to each of the four PSU insurers, 
surprisinglly, eabh PSU insurer had received varying amounts of premium and 
accepted differeht amounts of expenditure as indicated in the above table. 

In sum, a substantial pah of claim was borne by the four PSU insurers, who accepted the 
co-insurance in spite of!low premium and without putting in place appropriate checks and 
balances to safeguard tHeir financial interests. 

The matter was reporte~ to the Ministry in August 2012, their reply was awaited (March 
2013). I · 

I . 

I 
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frhr Oriental Insurance ( 'om pam Limited] 

9.3 Lo'\s due to exce'is retention of risks in outward placements 

The Company suffered a loss of ~ 17.67 crore due to excess retention of r isks in 
outward placements 

In urance Regulatory & Development Authority of India (IRDA) (General Insurance 
Reinsurance) Regulations, 2000 govern the re insurance arrangements in India. C lause 
3(4) of IRDA regulation stipulates that the re insurance programme of every insure r hall 
commence from the beginning of every fi nancial year and every insurer shall submit it to 
IRDA. According to the rein urance programme of The Oriental Insurance Company 
Limited (the Company), it cedes a specified percentage of the sum in ured (obligatory 
cession) to the Indian re insurer, which is General Insurance Corporation of India (GIC). 
Surplus after obl igatory cessions may be offered to the Indian insurer (intergroup 
cessions). Further, urplus after intergroup cessions are ceded in the treaties of the 
Company. Remaining balance of sum insured is pl aced facultati vely to the individual 
re in urers on 'case to case' basis at the time of issuance of policy for each risk a and 
when the same is underwritten by the Company. 

As per IRDA circular on Reinsurance Arrangement - Guidelines for good Corporate 
Governance (November 2004): 

• The authority to approve the reinsurance programme of the insurer shall rest 
sole ly with the Board of Directors. Any changes found necessary during the 
proces of placement of the programme or at a subsequent date should be reported 
immediately to the Board and their prior approval obtained for the changes. 

• The management shall not have the authority to increase the net retention of the 
insurer either throu.gh fai lure to place rein urance or through placement of 
reinsurance on terms different from the term of the original risk, without prior 
written approval of the Board of Directors. 

• An insurer shall 'not go on risk' without the required reinsurance having been 
full y placed. 

During a review of reinsurance operations of the Company, it was observed that the 
Company uffe red loss of~ 9.93 crore in one case due to excess retention of ri sks beyond 
the limits specified in rei nsurance programme and loss of~ 8.54 crore in another ca e due 
to underwriting the risk on terms different from that g iven by the reinsurers. The details 
of these two cases are as under: 

(i) The Company issued a special contingency policy to M/s Neo Sports Broadcast 
Private Limited covering the risk of loss of revenue in broadcasting three live One Day 
International (ODI) cricket matches between India and Australia held on 17 October 2010 
at Koehl, 20 October 2010 at Vizag and 24 October 20 I 0 at Goa. Two claims occurred 
under the po licy due to cancellation o f the fi rst and third ODI cricket matches at Kochi 
and Goa. 

Audit observed that the Company did not re insure the risks as per reinsurance programme 
for that year. As per reinsurance programme, the net retention of the risk in respect of 
first ODI cricket match should have been only 28.47 per cent while the Company 
retained 56.24 per cent of the risk in its net portfolio resulting in excess retention of risk 
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by 27.77 per cent without any recorded justification. Similarly, there was additional 
retention of risk by 23.33 per cent (47.62 per cent instead of 24.29 percent) in respect of 
third ODI cricket m~tch. This additional retention of risk in its account was in violation 
of lDRDA circular ori. Corporate Governance, 2004 according to which the Company 
should not have gonJ on risk without the required reinsurance having been fuUy placed. 
This. resulted in loss ~f~ 5.60 crore (27.77 per cent of claim amount of~ 20.17 crore) and 
~ 4.33 crore (23.33 pkr cent of claim amount of~ 18.56 crore) in respect offrrst and third 
ODI cricket matches,] respectively, totaling~ 9.93 crore. . 

Management accepted additional retention which was a result of policies being issued 
from two different ~~cations due to which accumulation of risk was not noticed at the 
time of inception of Hsk and added that to avoid recurrence of such errors, the Company 
had taken steps to cedtralise approvals for cricket matches. 

(fin) The Companfissued a Comprehensive Mega Risk Policy to M/s Krishak Bharti 
Co-operative Limited for the period 1 April 2006 to 31 March 2007 covering the risk of 
Material Damage vit Building, Stock, Plant & Machinery and Loss of Profit of the 
insured. There were jtwo claims under the policy viz. Material Damage (MD) and Fire 
Loss of Profit (FLOP~ for loss due to 'Flood' and 'Inundation' due to 'Heavy Rains' from 
8 August 2006 to 1 i August 2006 which were approved by the Company for ~ 15.87 
Crore(January 2009)1 and~ 13.33 Crore (November 2009) respectively. 

Audit observed that the Company issued the Policy containing terms that were different 
from that given by tl~e reinsurer for facultative support. As per 'reinsurance slip' of the 

I 

reinsurer, the deductible"' for MD was ~ 3.5 Crore and the deductible for FLOP was 
profit for 21 days. The Company issued the Policy with ~ 25 lakh as deductible for MD 
and profit for 14 day~ as deductible for FLOP. However, no justification for doing so was 
found recorded. No I prior approval of the Board of Direc!ors of the Company was 
obtained for such deviations which was in violation of lORD A circular· on Corporate 
Governance, 2004. j _ 

The Company settled both the claims mentioned above after deducting ~ 25 lakh and 
profit for 14 days ~om MD and FLOP respectively. Thus, the issuance of policy on 
different terms and eonditions of deductibles (MD and FLOP) resulted in loss to the 
Company aniountinglto ~ 3.25Crore (~ 3.50 Crore less~ 0.25 Crore) in MD claim and 
~ 5.29 Crore (~ 15.86 Crore, deductible of profit for 21 days as per Reinsurer less~ 10.57 
Crore, deductible of profit for 14 days as per policy issued) in FLOP claim totaling 
-~ 8.54 Crore. 

Management justifieo (September 2012) their decision of underwriting the risk with
changed terms of detluctibles as they had collected an additional premium of~ 79.78 
lakh, going by the 1spirit of the guidelines of lDRDA dated 28 September 2006 on 
collecting additional I premium commensurate with the additional risk resulting from 
variation of terms, though no specific guidelines were available at the time of 
commencement of risk on 1 April 2006. 

Reply of Managemedt that the~e were no specific guidelines, is not acceptable in view of 
the fact that lDRDA h~d issued the circular on Reinsurance Arrangement- Guidelines for 

. I . 

"" Deductible is the amou1t of expenses that must be paid 'out of pocket' by the insured befo~e an insurer 
pays any expenses 

I 
I 

I 

I 
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Good Corporate Governance in November 2004 i.e. well before commencement of risk. 
As per this circular, the Management of the Company did not have any authority to 
increase the net retention of the insurer without prior written approval of the Board. Thus 
the circular of September 2006, ibid, was subsequent to the policy. It directed the filing 
of full particulars, of such cases where insurer varied the terms from those quoted by the 
reinsurer, with IRDA, which was not done. Even after considering additional premium, 
the Company had suffered a loss of~ 7.74 crore in this case. 

Thus, the Company suffered loss of ~ 17.67 crore due to excess retention of risks in 
outward placements in the two cases. 

The matter was reported to the Ministry in November 2012, their reply was awaited 
(March 2013). 

IPNB Housing Finance Limited! 

9.4 Doubtful recovery of loan due to inadequate scrutiny 

Recovery of ~ 24.82 crore has become doubtful due to inadequate scrutiny of a 
secured asset, relaxing the debt equity norms for sanction, non compliance with pre
disbursement conditions and deficient monitoring of Escrow Accounts. 

PNB Housing Finance Limited (the Company) has been in the business of providing 
housing and non housing loans to individuals and corporate bodies since the last 25 years. 
During audit of construction finance at Corporate Office two instances of lapses came to 
notice because of which an amount of~ 24.82 crore has become doubtful of recovery: 

A. Loan to Aura Infrastructure Private Limited 

A term loan of ~ 16 crore was sanctioned (December 2007) for undertaking the 
construction of seven blocks of 280 flats (Phase- I) out of a total of 14 Blocks, under the 
banner "Aura Chimera" at Ghaziabad at an estimated project cost of~ 38.60 crore with 
scheduled completion by March 2009. The loan was disbursed in four instalments 
between December 2007 and September 2008. The borrower defaulted in repayment of 
loan instalments from the first instalment itself (due in October 2009) as well as interest 
payment from May 2010. Project construction came to a standstill in the second half of 
2009. As the loan account had become 'NPA' in January 2010, the Company took over 
possession of the secured asset (project land) in March 2010, but could not sell it because 
of involvement of third party interests who had filed a case against the borrower for non
delivery of flats booked. Work of construction was not completed till January 2013. 

Following deficiencies were observed in this case: 
• There was deficiency in assessment of the credit worthiness of borrower 

company, being recently incorporated (May 2006) at the time of sanction as 
corroborated by low net worth of~ 5.22 crore as compared to the total project 
cost of~ 38.60 crore. Also, the promoters were common to the other four group 
companies with a liability to complete 14 projects at hand. 

• The loan was to be disbursed subject to receipt of the specified amount of 
promoter's contribution and customer's advances. However, the second, third and 
fourth instalments of~ 4 crore, ~ 2 crore and~ 2 crore respectively were released 
despite the fact that promoters' contribution including advances from customers 
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I 

were short o~l the .spe~ifie~ amount by~ ~4.76 cro~~· ~ 13.0~ crore and~ 7.07 
crore respectively m vwlatwn of the prescnbed comhuon for dl:n.sbmsements. 

I . . . 
As per speci~ teirns and conditions of project loans, 'Debt Equity' ratio was to be 
maintained withiri ,2:1 during the period of loan. However, Company's treatment 
of unsecured lloan~as quasi capital instead of debt in violation of established 
accounting principles, resulted in sanction of loan at an extremdy high debt 

I . • 

equity ratio of 4.37:1. ~ 

As per the t~rms of . sa~i<m, an Escrow account was to be opened by the 
borrower for 1 depositing the sale~roceeds of the project, from which oruy a 
specified amount Wf!S permitted to be withdrawn. However, the Company failed 
·to monitor flbw of funds into and ~ithdrawals from the Escrow Account in 
violation of ttle sanction terms, which resulted in withdrawal of~ 17.32 crore (tin 

.,>.I . 
October 2009,) from the account by the borrower as against permissible limit of 
~ 8.03 crore. The Company did not ensure that the loan disbursed was utilized for 

I 

the earmarked project This was revealed during site visit by the officers of the 
Company (Mky 2010) for verification that the amount disbursed was utilised on 

. an blocks indluding those in phase-IT, instead of only seven blocks that were 
financed. I . 

Ma~mageme~mt stated (July 2012 and September 2012) that: 

G The credit wdrthiness and project evaluation was properly done before sanction. 

Q) DisbursemenJs were in order based on Chartered Accountant's and Architect's 
Certificates. I 

Cl Debt Equity Ratio (including quasi equity) was maintained at 2:1. 

o. Escrow Accdunt was managed effectively and that the maximum amount of 
. . ~ 15.18 crorejwas permitted for withdrawal therefrom. 

Reply of the Management is not acceptable i~m view of the followi~mg: 

o The credit Jorthiness of the borrower was not properly assessed, as being 
common prokoters, they were burdened with the liability to finish 14 other 
projects, besides servicing the present loan. 

The project sJage completion certification by the Architect (Aug 2008) as 79.4 per 
cent completb was incorrect, as the subsequent technical assessment by the 
Company (Dbcember 2010) revealed that the project was, approximately, 47 per 

I 
cent complete. 

"' Treatment of unsecured loans as 'equity' was not as per established accounting 
principles. 

~ 15.18 crore was only a projected amount of advance to be rece~ved from 
customers and could not be construed as the maximum permitted aniount to be I 
withdrawn fr~m Escrow Account. : \ \ . 

Ill JLoa~m to AJS kuilders: 
1 

A term loan of~ 4 c1ore was sanctioned (May 2008) for completion of const~btion of ai \ 
residential project ~hich had commenced in November 2005 in the name ~f "Media

1 
\
1 

\ 
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Majestic Towers" at Ghaziabad. The project was to be completed by September 2008. 
The loan was dis1:mrsed in two ihstahnents of~ 2 .crore each in May 2008 and September 
2098 respec,~vely .. Th~ bo~ower. defaulted in repay~ent of first instalment itself 
(November 2008), as well as m the mterest payments from July 2009. The Company took 
ove~ possessi6n ofthe projeCt land along with superstructure (July 2010). Aggrieved with 
the [ possess~on order; the flat allottees approached Debt Recovery Tribunal (DRT) 
(September f-010) in which the Company was made a respondent DRT vide order dated 
7 Aiug_ust 2012 set aside the possession of secured asset by the Company, as being bad in 
law!. Company filed an appeal against the order of DRT as well as a criminal case against I . 

the jborrower. 
I 

Following deficiencies were noticed in this case: . 

o I Loan was advanced in May 2008 whereas construction had come to a halt in April 
1 2007. The Company failed to verify the fact that the builder did not have 

1 

pernV,ssion to construct 9th and 1Oth floor as was revealed during proceedings of 
1 DRT (August 2012). · 
I 

o I The Company did not ensure fulfilment of pre-disbursement conditions on receipt 
of promoters' contribution and customer advances as there was a shortage of 
~ 88.71lakh at the time of release of first instalment. 

I 
I 

·As per the terms of loan sanction, the Company was to monitor the flow of funds 
into the Escrow Account. Though no deposits were made in the Escrow Account 
between May and September 20089 the Company released second instalment of 
~ 2 crore in September 2008. 

o [ Thodgh the building was already complete upto 9\h floor, the Company failed to 
1 verify status of the superstructure and later it was found that individual flats were 
1 alreaay mortgaged to other financial. institutions (May 2005) by the. buyers and 
I taking over of possession of site by the. Company under SARF AESI"' Act was 
l also quashed by the DRT (Augqst 2012).. · 

Ma:nageme~t stated (July 2012) that: 

o I Disbursements were made after receipt of promoters' contribution. 

0 • 

0 I 
I 
I 
I 

No amount was deposited in Escrow Account as payment of subsequent 
instalments by buyers could not materialise due to dispute between flat buyers 
and the Builder. 

The member's bookings did not create a mortgage in favour of banks who had 
given. them the credit. 

Ma+agement's reply is not acceptable in view of the following: 

c I There was a shortage of~ 88.71lakh at the time ofrelease of first instalment 

e [I An amount of ~ 43.57 lakh was received from customers between the two 
disbursements which were not routed through Escrow Account. The Company 

1 
overlboked this fact and released the second instalment. 

"" SeJuritisatio~ and Reconstruction of Financml Assets and Enforcement of Security llnterest Act 2002 

I 

I 

92 



Report No. 13 of2013 

• The Company's action of taking over of the possession of the secured asset was 
quashed by the DRT in respect of the flats already sold due to the fact that it did 
not receive any title in respect of the same. 

Thus, inadequate scrutiny of the secured asset's title, non compliance with pre
disbursement conditions and debt equity norm, deficient monitoring of Escrow Accounts 
and loan utili sation led to avoidable disbursement of loans of ~ 24.82 crore (Principal 
~ 19.9i crore and interest~ 4.852 crore) whose recovery is doubtful. 

The matter was reported to the Ministry in November 2012, their reply was awaited 
(March 2013). 

~BI Cards and Payment Services Private Limited! 

9.5 A voidable Loss due to short payment of Service Tax 

A voidable payment of interest of~ 23.91 crore on delayed payment of~ 61.40 crore 
towards service tax due to lack of internal control. 

SBI Cards and Payment Services Private Limited (the Company) is engaged in provision 
of Credit card services to the customers in India. The services provided by the Company 
were brought under the service tax levy from 16 July, 2001. The service tax was to be 
deposited with Service Tax Authorities on coll ection basis up to June 2011 and on 
accrual basis thereafter with the introduction of Point of Taxation Rules, 2011 3

. ln 
accordance with Rule 6 of Service Tax Rules, 1994, the service tax was payable within 5 
days of the month (6 days in case of electronic deposit of tax) immediately following the 
calendar month, in which payments were received for the value of taxable services up to 
June 2011 , and thereafter, in which the service is deemed to be provided in terms of the 
Point of Taxation Rules. In case of delayed deposit of service tax, interest was payable on 
delayed deposit at the rate of 18 per cent per annum (13 per cent p.a. up to March 201 1) 
as per Notification No.l4/20 11 - Service Tax dated l March 2011. 

The Company was making payment of service tax amount collected from its non
delinquent customer on receipt basis (till June, 2011) and reversing its income including 
service tax amount on customer becoming delinquent. The Company on receipt of 
payment from such delinquent customers was required to deposit the service tax amou nt 
payable on such receipts. 

The Company, however, failed to deposit service tax amounting to ~ 36.63 Crore 
collected from delinquent customers for the period 2008-09 to 20 l 0-ll which was 
deposited in April 20 11 along with interest of~ 7.01 crore on delayed deposit of service 
tax for the period 2008-09 to 2010-11 in May 20 II . The Company at the time of 
remittance of service tax (May 20 I I )informed the Service Tax Authority that it would 
investigate its IT system for any short payment of tax for the period 2006-08. The 

1 ri5.97 from Aura Infrastructure and (4 crorefrom AJS Builders. 
2 (2.86 crore from Aura Infrastructure and r 1.99 crore from AJS Buiklers 
3 As per Point of Taxation Rules, 2011 -Point of taxation was: 
(a) the time when invoice for the service provided or to be provided was issued or fourteen days 

from the date of completion of provision of service, whichever is earlier; 
(b) in case of receipt of payment by service provider before time specified in (a) above, the time 

when payment is received. 
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Company finally computed its service tax liabi lity for the period 2006-07and 2007-08 
based on audited financial statements and deposited the differential tax liability of 
~ 24.77 crore in March 2012 along with interest of~ 16.90 crore, on delayed payment of 
differential amount of service tax for the period 2006-07 and 2007-08, in April 2012. 
Thus the Company incurred avoidable expenditure on payment of interest of ~ 23.91 
crore (~ 7.01 crore + ~ 16.90 crore) due to delayed payment of~ 61.40 crore (~ 36.63 
crore + ~ 24.77 crore) towards service tax for the period from 2006-07 to 201 0-11. 

Management stated (September 20 12) that IT systems of the Company deployed for 
computing service tax were deficient and added (October 20 12) that it has duly rectified 
the process gap in IT systems which had resulted in involuntary short payment and had 
paid the applicable service tax liability from April 20 I I , in the normal course. 

It was noticed in Audit, however, that the Company failed to take cognjzance of 
continuously increasing trend in outstanding liability towards service tax appearing in the 
books of accounts (liabi lity on account of service tax was ~ 2.06 crore as on 31 March 
2002 and it stood at~ 65.39 crore as on 3 1 March 20 11 ) and defaulted in payment of 
statutory dues. Deficiency in IT system, if any, could have been remedied through 
internal audit of IT system had the Company made any attempt to ascertain the specific 
reasons for accumulation of liability towards service tax in the books of accounts. 

Ministry stated (December 20 12) that loss in the form of interest paid to the service tax 
authorities got compensated as the amount available in the Service Tax Payable Account 
contributed to the 'working funds' of the Company which resulted in a lesser bank 
borrowings and interest thereon. 

Reply of the Ministry is not tenable as statutory dues are not meant for meeting working 
capital requirements of the Company. 

Thus lack of internal control in ascertaining reasons for huge accumulation of liabi lities 
towards service tax in the books of accounts led to avoidable payment of interest of 
~ 23.91 crore due to delayed payment of service tax of~ 61.40 crore for the years 2006-07 
to 20 I 0- 11. 

9.6 A voidable expenditure on expired cards 

Company incurred avoidable expenditure of ~ 22.13 crore towards processing and 
management charges on expired cards 

SBI Cards and Payment Services Private Limited (the Company) was incorporated as a 
Joint Venture between State Bank of India (SBI) and General Electric Capital 
Corporation (GECC) for issuing, sale and marketing of Credit Card products in India, 
under the brand name and logo of SBI, with 60 per cent equity participation of SBI and 
40 per cent of GECC. The Company's responsibility was to develop a frame-work, 
strategy and policies for issuing Payment Products in consultation with GE Capital 
Business Process Management Services Pvt. Ltd. (GECBPMSL), the backend Company, 
which was formed as a Joint Venture simultaneously by SBI and GECC with 40:60 
equity participation to undertake processing activities. 

As per pricing agreement (June 2002) between the Company and GECBPMSL, the entire 
processing activities pertaining to Payment Products were to be exclusively undertaken 
by GECBPMSL. The Company was to pay a fixed amount per Card in Force (CIF) per 
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annum for specialized credit card processing service charges. In addition, the Company 
agreed to reimburse business process management service charges on actual basis upto 
February 2011 and at the rate of~ 387 per CIF from March 2011 to March 2012. The 
pricing agreement was renewed annuall y. 

The Company incurred excess expenditure of ~ 22. 13 crore towards processing and 
management charges on 1.40 lakh expired cards (1.03 lakh cards expired prior to April 
2008, 0.32 lakh cards expired during 2008-09, 0.004 lakh cards expired during 2009-10 
and 0.05 lakh cards expired during 2010- 11 ) during 2008-09 to 2011- 12 as detailed 
below: 

A voidable payment of back end charges on expired cards 

Particulars/ date of expiry of Prior to 2008-09 2009-10 2010-11 
cards April 2008 
No. of cards 102578 32390 376 4733 
Rate of payment (~) for backend 1702.55 1322.77 1035.99 713.64 
services"' ( a to f) ( b to f) (c to f) (d+f) 

Total avoidable payment (in ~) 17,46,44,174 4,28,44,520 3,89,532 33,77,658 

Management stated (September 20 12) that there was a 'valid up to' date mentioned on 
Credit Cards issued and as long as the customers continued to pay applicable fees, cards 
remained active till the date mentioned on the card. Avoidable payment pointed out 
above, however, is on account of cards whose validity had already expired. 

The matter was reported to the Ministry in December 2012, their reply was awaited 
(March 2013). 

ffhe New India Assurance Company Limited! 

9. 7 Settlement of fire claim arising from acceptance of avoidable liability through 
imprudent risk underwriting 

The New India Assurance Company Limited issued a Standard Fire and Special 
PeriJ Policy covering the finished goods stock of jute and hessian materials of the 
insured overlooking a vital requirement that jute god owns should be detached from 
process block, so essential for deciding on the eventual acceptance of risk, resulting 
in settlement of an avoidable claim of ~ 6.91 crore. 

Divisional Office - VIII, Kolkata of The New India Assurance Company L imited 
(NIACL) issued a Standard Fire and Special Peril Policy to M/s Hoogly Mills Company 

.. 
Rate of backend service charges per CIF/Year 2008-09 2009- 10 2010-11 20 11-12 
Specialized card processing excluding Service 338 260 260 260 
tax(ST) 
Business process management excluding ST - - 32.25 387 
Rate of Service Tax 12.36 10.30 10.30 10.30 

per cent per cent per cent per cent 
Specialized card processing including ST 379.78 (a) 286.78 (b) 286.78 (c) 286.78(d) 
Business process management inc luding ST 35.57 (e) 426.86 (f) 
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Limited (the insured) covering their stock of finished goods Uute and hessian materials) 
held at Gondalpara Unit for the period from 1 April 2008 to 31 March 2009. A claim was 
lodged by the insured for damage of finished goods stock held in 'Broad Loom Shed' due 
to fire on 14 May 2008 which was settled on 17 June 2009 for an amount of~ 6.91 crore. 

The policy covering stock of finished goods in various godowns and/or sheds within the 
mill premises for a sum insured value of~ 14 crore was issued subject to the stipulation 
that jute godowns be detached from process block. Add on cover for Spontaneous 
Combustion was also obtained by the insured under the stated policy. 

It was observed in audit that the entire mill was segregated into main mill block, raw 
material godown, finished goods godown (comprising separate units numbered 8, 9, 17, 
18 & 21), yam shed godown, and broad loom shed cum finished goods godown. The 
broad loom shed cum finished goods godown was under single common roof with no 
partition or demarcation. Though all the above godowns were separated from each other, 
50 per cent of stock of finished goods were being stored in a part of the Broad Loom 
shed . No demarcation/separation was there for the portion used as looming section 
installed with looming machinery. 

Final Surveyor had opined in his report that the Broad Loom shed was divided into five 
equal bays out of which two bays were occupied for storage of finished goods and the 
remaining three bays were in tailed with (a) conventional looms for weaving Quality 
Hessian Fabrics and for value added products and (b) precision winding machines for 
compact winding of yarn. It was also observed by the Surveyor that (a) the fire could 
have been caused by short-circuiting, (b) in three out of five bays being used for weaving, 
the fluff which had accumulated in the area had acted as a fuse for the fire to spread fast, 
and (c) the entire power distribution i.e. Power Cables, Distribution Boards and the 
Switche were totally damaged by the fire. 

Tariff Advisory Committee (TAC) accredited auditor, whi le calculating the probable 
maximum loss had observed from the stock position that 50 per cent of the total stock of 
finished goods was kept in the 'Broad Loom Shed' and the remain ing 50 per cent was 
stored in the other godowns and that in case of fire, the probable maximum loss of 
finished goods in the 'Broad Loom Shed' would be about 90 per cent whereas in the other 
seven godowns which were detached from the main mill block it would be around 75 per 
cent of the declared value of stock. 

It was also noted that even though the property was previously insured with United India 
Insurance Company Limited (UIICL), details of premium collected and claims lodged 
over the last three years were not obtained long before underwriting the risk or settling 
the claim. 

It is thu evident that underwriting of the risk wa imprudent on the following grounds:-

(i) the condition imposed in the policy that jute godowns be detached from process 
block was not capable of being met by the insured given the nature of 
construction of the 'Broad Loom Shed', 

(ii) risk was underwritten (w.e.f.l April 2008) prior to risk inspection (16 April2008) 
being carried out by the Tariff Advisory Committee (TAC) accredited auditor, 

(iii) claim experience detail s from the previous insurer (UIICL) were not obtained, 
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(iv) even though the risk inspection report mentioned that the probability of loss was 
higher in the case of finished goods stored in the 'Broad LoomShed', steps were 
not taken byl the insurer to intimate the insured to ensure . removal of the stocks 
from the 'BrJad Loom Shed', thereby minimising the probable risk. 

The Management stated (September 2012) that: · 

. o Underwritin~ of the risk was acceptable as the stocks mentioned in the policy 
were essenth~Hy' covered as they were stored within the prenrises of the jute mills 
which further estabHshes that godowns, irrespective of whether being attached to 
or detached from process blocks, are covered under the policy for which a rate of 
~3.15 per n¥ue was charged pursuant to Risk Code 111 of Section 4 of. the 
Company's Internal Guide Rates (applicable w. e. f. 01.01.2008). 

Even if audiJ observed some godowns as attached, acceptance of the risk was not 
rendered incbrrect since the rate charged was adequate for stocks located within 
the compoun~ of the miUs. 

0 

The reply of the Ma~agement is not acceptable in view of the following: 

o Vital factorsJ i.e. specific stipulation in the policy regarding detachment of jute 
godowns frok process blocks, timely conduct of risk inspection and consideration 
of past clainl[ experience were totaUy ignored prior to underwriting the risk. . 

The rate charged coupled with the rider provided in the form of detachment of 
jute miUs frbm process blocks did not in · any manner establish that godowns 
irrespective tf whether being attached to or detached from process blocks, were 
covered under the Policy as contended by the management. · 

Thus, imprudent unberwriting by NIACL without considering the related risk factors 
resulted in settlemerit of a fire claim for~ 6.91 crore, which could have been avoided had 
the policy not been Jnderwritten, given the layout of the 'Broad Loom Shed'. . 

The matter was repohed to the Ministry in October 2012, their reply was awaited (March 
2013). 
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CHAPTER X: MINISTRY OF PETROLEUM AND NATURAL GAS 

!GAIL (India) Limited and Indian Oil Corporation Limite~ 

10.1 Abandoned E&P Projects 

10.1.1 Introduction 

Oil and Gas industry comprises two ectors viz. 'upstream' i.e. Exploration & Production 
(E&P) of oil & gas fields/blocks and 'downstream ' i.e. refining and processing of crude 
oil and natural gas, their distribution and marketing of petroleum products. 

Govt. o f India (GOI), till 1999, had been awarding E&P blocks only to National Oil 
Companies (NOCs) viz. Oil and Natural Gas Corporation Limited (ONGC) and Oil India 
Limited (OIL) on nomjnation basis or to foreign and domestic private companies through 
competitive bidding with 30 per cent interest of NOCs. 

After award of Navratna status (1997) and introduction of New Exploration Licensing 
Policy (NELP) in 1999, TOCL and GAIL entered into E&P activities (1999) and started 
investing in domestic/overseas E&P projects either by way of acquiring Participating 
Interest (PI) in existing E&P blocks through farm-in"' or by participating in bidding 
rounds for E&P blocks. IOCL and GAIL had acquired 77 E&P blocks (GAIL 43 and 
IOCL 34) involving an expenditure of ~ 5346.98 crore till 28 February 2013 
(Annexure-ll & ill) out of which, the companies were operator/joint-operator in five 
blocks and non-operator in the remaining blocks. The comp_anies were having five E&P 
blocks under development & production, 43 under explo~atiOf\/appraisal and 29 blocks 
had e ither been relinquished or decided to be relinquished on account of non-discovery of 
hydrocarbon as shown in table/graph below: 

Status No. of blocks Amount (~ in crore) 

GAIL IOCL TotaJ GAIL IOCL Total 

Producing I 2 3 119.83 322.16 441.99 

Under Development 2 - 2 723.55 - 723.55 

Discovered I Appraisal 4 7 l l 91 1.51 804.08 17 15.59 

Under Exploration 22 10 32 353.80 348.9 1 702.7 1 

Relinquished I decided to be relinquished 14 15 29 925.47 837.67 1763 .14 

Total 43 34 77 3034.1 6 2312.82 5346.98 

• A n arrangement whereby one E&P Company "buys in" or acquires an interest in an existing E&P 
asset or lease or concession owned by another party. 

98 



Report No. 13 of 2013 

No. of Blocks & Expenditure (Rs.crore) for GAIL 

Aoinquoshed I Pl"oducn g 119.83 
o Produc•ng; 1 

o Development. 2 

o PiJpralsal: 4 

o E)CJ)Iorat:Jon 22 

• Relinqutshed/dec1ded to 
be rellnquashed: 14 

No. of Blocks & Expenditure (Rs.crore) for IOCL 

Relinquished I 

decided to be 
relinquished· 

837.67 

Producng 322.16 

10.1.2 Audit objectives, scope & methodology 

• Produc1ng: 2 

• Development 0 

0 01scowred I Appra•sal: 7 

• ElCJ)Iorat•on: 1 0 

• Rellnqu1shed/dec1ded to 
be relinquished: 15 

Audit of "Abandoned E&P Projec ts" of GAIL and IOCL was conducted to assess the 
adequacy of systems followed by these companies for identification, appraisal and 
evaluation of investment opportunities and internal control mechanism in these 
companies as non-operator. Audit covered the period April 2006 to February 20 13. 

Audit examined records of all 26 E&P blocks re linquished I decided to be relinquished 
(during the period covered by audit) by these companies after incurring an expenditure of 
~ 1760.41 crore out of a total investment of~ 5346.98 crore. Though the focus of Audit 
was on abandoned assets of GAIL and IOCL, views of ONGC and OIL have also been 
obtained and incorporated in respect of Blocks where these companies were lead players. 

In order to benchmark the audit findings with standard practices fo llowed by other E&P 
companies for acquisition of E&P blocks, Shri P.K. Chandra, former Vice Chairman and 
Advisor to ONGC, was engaged as technical expert for expert opinion on audit 
observations. 

10.1.3 Audit Findings 

Though IOCL and GAIL made an investment of~ 5346.98 crore (ti ll February 20 13) in 
E&P assets, these Companies neither had a defined/documented policy nor laid down 
procedure for their E&P activi ties. However, GAIL formulated "Criteria for evaluation of 
E&P opportunities' in 2006 only for preliminary selection of E&P opportunities but it is 
silent about the de tailed due diligence of selected E&P opportunities or revalidation of 
reservations/limitations expressed, if any, by in-house/outside consultants on block's 
prospecti vity . IOCL specifies year-wise benchmark hurdle rates of IRR for E&P 
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I 

I 
investment proposals but it is silent about the evaluation of E&P opportunities before 
participation. 

kregularities noticed in 11 relinquished blocks (inclusive of three· blocks common for 
IOGL and GAJ[L) are discussed in succeeding paragraphs: 

I 

10.L3.1!Loss of f47357 amre on account of avoidable exposure to risk- GAIL 

Consortium of GAJ[L and Gazprom was awarded Block 26 (NEG-OSN-97/1) in Bengal 
offshore with equal PI (50 per cent each) under NELP-I round for which Production 
Shapng Contract (PSC) was signed in October 2000. 

I 

AmJit observed that in order to participate in NELP, Board of Directors (Board) of GAIL 
in its 136th meeting had decided (February 1999) to acquire a moderate eight to 10 per 
cent PI in selective E&P blocks by participating with reputed E&P partners. Pursuant to 
48 E&P blocks being offered (January 1999) under NELP, GAIL's in-house team visited 
(March 1999) DGH's data room for carrying out a preliminary evaluation of offered 
blodks and recommended six E&P blocks for bidding which did .not include Block 26 

I . 

(NEC-OSN-97/1). However, as a follow-up action ofFifth Session of Indo Russian 
Working Group on Cooperation in Oil & Gas Sector and meeting of Petroleum Minister 
with vice Chairman of Gazprom in Moscow (October 1998), Board of Directors of GAIL 
acc0rded approval (July 1999) for submission of joint bid for two blocks (Block no. 25 
andl26) with Gazprom with equal PI of 50 per cent initially and also decided that GAIL 
wo~ld offload 30 to 35 per cent of its PI to third paity in the event of winning the bid. 
The consortium succeeded in getting one block i.e. Block 26. 

Audit examination also revealed that: 

0 Gazprom, in first Management Committee (MC) meeting, assigned operatorship 
to its subsidiary Zarubezhneftegaz (ZNG); 

o ZNG did not have exploration I operatorship expertise and largely depended upon 
Gazprom; 

OJ GAJ[L failed to make use of control mechanism stipulated in Joint Operating 
Agreement (JOA) as majority of decisions were taken unilaterally by ZNG at 
Moscow and GAIL was intimated through circular resolutions; 

o GAIL did not off-load a part of its PI to third party which was in contravention of 
Board's approval; 

o Against Minimum Work Programme (MWP) of drilling one well in Phase-II, 
ZNG drilled two weUs. The MWP of Phase-I and IT was completed with delay of 
9 and 11 months respectively due to various operational problems and Company's 
share in MWP expenditure increased drastically from { 81.65 crore to ~ 473.57 
crore. 

As hydrocarbon was not discovered in two drilled wens and MWP of Phase-IT was 
completed, GAIL decided (October 2007) not to enter into Phase-ill and exited from the 
bloqk. Thus,. due to non-adherence to Board's directive to offload a part of its stake to 
th:i.n;l party and partiCipate with an experienced partner, GAIL had to suffer a loss of 
~ 473.57 crore. · 

G.AlfL replied (December 2011 and January 2013) that the need to off-load part of its PI 
wasj not felt .as the block was perceived to be gas prone. Ministry endorsed (September 
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2012) the reply of G~ adding that the Management wanted to make gas discovery in 
the block before fa.mting out1

. . . 
I . : . 

GA][L/Ministry' s rep~ies are not acceptable as no other E&P player had submitted a bid 
for this block indicating that the block was not prospective. Further, decision of not off
loading part of PI ih view of prospectivity is· also not acceptable being against own 

I 

approved strategy of holding a moderate PI of eight to 10 per cent. · · 

Our technical expert bpined that being a new entrant in E&P business, GA][L should have 
restricted its participJtion. Further, ZNG was new in the Indian domain and also not a big 
operator. I 

10.1.3.2 wss of f'37J22 crmre due to JtWlll=7rewalidatimn of data= GAIL 
I 

Daewoo International Corporation (DIC) offered (July 2008) 20:10:10 farm-out PI out of 
its 100 per cent stakd in Block AD-7, Myanmar to ONGC Videsh Limited (OVL), GA][L 
and Korean Gas Cotporation respectively being its JV partners in Blocks A-1 & A-3, 
Myanmar. 

Audit observed that despite reservation of GA][L's in-house team regarding geological 
risk in the block in view of unproven G-7 sand in adjoining blocks A-1 & A-3, Board. of 
Directors accorded dpproval (October 2008) for acquisition of 10 per cent PI with an 
investment upto US$

1

' 8,926,825 (equivalent to~ 40.17 crore @ ~ 45 per US$) including 
'past costs' 2• . · 

Further, before participating in this block, GA][L had not carried out due diligence at its 
end and had relied m~ OVL' s decision of acquiring 20 per cent stake in this block which 
itself was deficient irl view of the fact that there was a difference of opinion between two 

I . . . 

technical teams of OfL on block's prospectivity. OVL's technical team of geoscientists 
had assessed (11 August 2008) potential reserves of 6.53 Trillion Cubic Feet (TCF) while 
G&G Group of OVL had opined (18 August 2008) that sands considered for reserv~ 
estimates had shaledl out in major part of A1/A3 block as a result of which established 
pools were not expected to be present and reserves eva]uated by the technical team were 
based on untested an~ un-established sand and on thin study. This was also pointed out :i.n 
Performance Audit Report No.28 of 2010-H on "Joint Venture Operations of ONGC 
Videsh Limited". H9wever, while informing its decision of acquiring stake in this asset, 
OVL did not share the above reservations with GAIL. 

Operator drilled two ]wells and decided to relinquish the block in view of 'no discovery'. 
Accordingly, GAIL also decided (January 2009) to relinquish the block. Thus, due to 

I 

non-revalidation ofdata and dependence on OVL, GA][L had to suffer a loss of~ 37.22 
crore. .[ · 

GA][L replied (September 2010, December 2011 and January 2013) that it did not think it 
necessary to carry mit its own due diligence as OVL was having significant experience in 
this field and was u~der the same Ministry. It had strategicaUy taken the risk as block 
AD-7 was adjacent tb A-1 & A-3 blocks and in case of even a small discovery, it could 

I 

have been developed in tandem with these blocks thereby improving the economics of 
the block. Ministry ebdorsed (September 2012) the reply of GA][L. 

I 

1 The assignment of a pa~ or all of an oil, natural gas or mineral interest. to a third party. 
2 fft refers to the cost which has already been incurred by the existing owner(s) and is intended to be 

I . 

passed on to the subsequent buyer. : 
I 

I 
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GAIL/Ministry's view point is not acceptable as GAIL is an independent entity with its 
own corporate strategy for E&P activities. The fact that OVL did not share information 
about difference in views of its two technical teams on. prospectivity of the block also 
underlines the importance of independent evaluation by GAJIL. 

Ou~ technical expert also opined that in case of high risk perceptions, the Company's 
owq or third party assessment was more important which was not done in this case. 

I 

1 0.1.3.3 Wasteful expenditure of r 47.37 crore due to non=revalidation of data- GAIL 

Miqistry of Oil & Gas, Sultanate of Oman had. announced acreage opportunity for five 
E&P blocks (i.e. Block No. 54, 55, 56, 57 and 58). GAJIL submitted joint bid (January 
20d6) for Blocks 56 & 58 with 25 per cent PI along with OJILEX (as operator), Videocon 

I . 

(bo~h with PI of 25 per cent) and HPCL/BPCL (both with PI of 12.5 per cent). However, 
the consortium was awarded only Block 56. 

Audit observed that after reviewing the data of offered blocks (i.e. Block No. 54, 55, 56, 
57 ~nd 58), GAIL's advisor had ranked Blocks 5hnd58higher than other blocks in terms 
of ~rospectivity. On the other hand, OJILEX through its consultant M/s Saitta Petroleum 
Consultants Pvt. Ltd. (SPCPL) evaluated Block 56 as more prospective than other blocks 
adopting non-conventional1 geological model. However, after discussion with 
SPCPLIOILEX, GAIL's advisor concluded that data of earlier drilled four wells in Block 
56 i:lid not substantiate SPCPL's hypothesis. Despite this, GAIL, instead of going for 
revJiidation of SPCPL' s hypothesis from an outside technical consultant, submitted joint 
bid iwith aggressive bidding strategy2 and heavy work commitment (i.e. drilling of 11 
wells in initial exploration period). 

Operator drilled seven wells and succeeded in discovering oil qnly in two wells. Mter 
analyzing data of drilled wells and quality of oil, :it was concluded that niain reservoir 
wasl absent, .oil was of heavy quality and the discovery was considered commercially 
unviable. The consortium decided (March 2010) to relinquish the block and GAIL also 
relinquished (June 2010) the block. Revalidation of data would have prevented wasteful 
.expynditure of~ 47.37 crore. 

I 

GAJIL replied (December 20U and January 2013) that opinions on the block had already 
beeri obtained by OJILEX and Videocon from two reputed consultants and therefore the 
need for another opinion was not felt. Ministry endorsed (September 2012) GAIL's reply. 

GAIL/Ministry's replies are not acceptable as GAIL should have gone in for revalidation 
of ~PCPL's hypothesis from an independent technical consultant instead of relying upon 
OI~EX's evaluation especially when its advisor had already cautioned that data of earlier 
drilled four wells did not substantiate OILEX's hypothesis about block's prospectivity. 

Our technical consultant opined that high risks should give high return whereas this block ' 
carried high risk with moderate returns and yet GAIL went ahead with aggressi~e 
bidding. GAIL, being new entrant in E&P, should have gone in for conventional model 
instbad of non-conventional geological model. Moreover, in high risk blocks especially 

I 

1 Co~ventional model evaluates the presence of individual elements quality and quantity based on 
presence of all the five elements (Source, Reservoir, Sea~ Entrapment and Migration) which~complete 
a 'Petroleum System'. Non-conventional geological model means that any of the above elements is not 
considered for prospectivity evaluation or deviation from generally acceptable principles. 

2 It ~s an investment strategy characterized by willingness to accept above-average risk in pursuit of 
above-average returns. 
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when initial assess~ent was not favorable, GAIL should have sought an independent 
assessment before vbnturing in the block. · 

I . 

10.1.3.4!Loss of (182.88 amre due to fourm~ioz ioz risky block -10CL 

Block CR-ON-90/lllocated in Cachar basin, lower Assam was awarded (1998) to 
consortium of Essari Oil (55 per cent PI with operatorship), HOEC (20 per cent PI) and 
TuUow Oil (25 per cent PI) prior to NELP. Later on, Premier Oil acquired (July 2002) 84 
per cent PI along ~ith 'carry finance'"' of Essar Oil's PI of 16 per cent. Subsequently, 
Premier Oil offered (February 2003) 35 per ce1Jt PI along with proportionate carry 
finance share of Es~ar Oil including 'past costs' to IOCL. Board of Directors of IOCL 

I 

accorded approval (January 2004) to acquisition of stake at a cost of US$ 16.01 million 
I 

(including Essar Oil's carry finance share of US$ 2.56 million) and agreement for the 
same was entered into in Aptil 2004. . 

Audit observed that'[l ti~ 198?, wells numbering seven (five by Bupnah Oil. and tw? by 
ONGC) had been drilled m the same structure but none was completed due to 
'overpressure~. Ho"']ever, while obtaining Board's approval (January 2004) for 'fann-in', 
the Board was informed aboutPremier Oil's offer, block's prospectivity, cost estimates 
and obligations etc.[ but was not apprised about the 'overpressure' problem and earlier 
drilling failures. Th~ operator did not acquire adequate seismic data even.after a lapse o! 
six years (1998 to 2004) before the 'farm-in' (2004) and was also not able to properly 
image the complex ~tructures or identify a robust prospect for drilling in Phase-IT. · · 

The operator drillek one well .but could not discover. hydrocarbons and decided to 
withdraw from th~ block: Accordingly, IOCL also decided (December 2007) to 
relinquish the blockJ Thus, due to inadequate due diligence, IOCL had to suffer a loss of 
~·182.88 crore. I 

IOCL replied (January 2012) that before faniring-in, it had appointed M/s PGS Reservoir 
Consultants (UK) ~d decision for 'farm-in' was based on prospectivity of block as 
advised by consultadt as well as its own geoscientists. 

I -
Ministry endorsed (September 2012) IOCL's reply. 

IOCL/Ministry's reJlies are not acceptable as IOCL had not considered the overpressure 
problem prevailing jin the block and was aware that operator did not have adequate 
seismic data. . · 

Our technical expeh opined that due diligence was lacking in view of the fact that 
commercial gas/oil possibility did not exist at such high 'mud pressure' and also stated 
that results of previ1us exploration of the block by ONGC were not encouraging. 

10.1.3.5 Loss of (5'4.76 cmre due to over~reliaozce on operator- OIL, ONGC, GAIL & 
IOCL. . ··-

-

Consortium of OIL (40 per cent PI with 0peratorship) and ONGC, GAlL & IOCL (20 
per cent PI each) was awarded (July 2001) block MN-ONN-2000/llocated in Mahanadi 

I 

. "'Carry finance is an ah-angement in which one party (carrying party) ~grees to pay for a portion or all 
of exploration and dJvelopment expenditure of another party (carried party) on a property. Carrying 
party would be able ~o recover specified amount of costs only in the event of production from the 
property. I 

I 

I 

I 

,· 
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basil}, Orissa. under NELP-U round. Subsequently, O][L offloaded 15 per cent share to 
M/s 

1

Suntera Resources Limited and retained only 25 per cent stake in the block. I . 
Audit observed that this block had been explored by OIL during late eighties and was 
relitiquished in view of low prospectivity. Further, this block was under Category-ill i.e. 
um-ptospective basin for hydrocarbon discovery and ecdnomic analysis of the block 
indidated that the prospects were not economically viable. O][L also could not inap the 
identified str'licturalleads with confidence due to poor quality of seismic data. I . . 

'fhe Iabove facts clearly indicated that the block was highly risky and needed detailed 
evaluation before participation especiaHy in view of withdrawal of KOCL's JV partner i.e. 
Predner Oil ·before bidding (March 2001) on the grounds that this block was not 
attrabtive enough. Despite this, C&MD approved (March 2001) submission of bid 
withbut detailed technical evaluation of prospectivity and project economics. Further, 
whilb obtaining Board's ex-post facto approval (May 20Q1) for submission of bid, the 
Cotrlpany did. not apprise the said facts except indicative techno-economic analysis and 
withfuawal of Premier Oil. 

I 
GAIL also submitted joint bids with approval (March 2001) of C&MD for this block 
withbut going in for detailed due diligence at its end despite the fact that its team of 
geospientists had reviewed the data of 25 offered blocks but had not recommended the 
block for bid~ing. Further, while obtaining Board's ex-post facto approval (April 2001) 
for ~ubmission of bid, the Company did not apprise the: said facts except that it had 
partibipated on the basis of offer of ONGC and O][L. 

I . . 
The iblock had to be relinquished (January 2009) due to non-discovery of hydrocarbons. 
An expenditure of { 13.85 crore, { 10.44 crore, { 16.62 crore and { 13.85 crore was 
incutred by KOCL, GA][L, OKL and ONGC respectively. 

I 

Bo~ GAKL and KOCL replied that. they had relied upon expertise of O][L. Ministry 
endorsed (September 2012) replies of GAJ[L and KOCL. ·. · .. 

1 
' 

I , 
G.Alq..IJ[OCL/Ministry's replies are not acceptable as revalidation of data from outside 
techmcal consultant was .essential rather than relying on experience of the operator 
espetially in view of no discovery in previous exploration efforts in the block. 

OKL I replied ; (September 2012) that earlier drilling efforts had shown hydrocarbon 
indications and development of structural and stratigraphic traps were also expected in 
the block. Frlrther, new generation data recorded and processed with latest technology 

I 
was expected to reveal the best prospects. 

I . 
0][L]s reply is not acceptable as its consultant had categorized (May 2005) the probability 
of success of two reservoirs under 'condemned' category, three reservoirs under 'very 

I ' 

poor[ and one reservoir under 'poor' category. Further, 0~ did not ensure application of 
stated better technology in capturing of 2D seismic survey and its interpretation. 

Our 1echnicai expert opined that though O][L had experience, it was not prudent for GA][L 
I , . .· , 

and ~OCL to rely upon their assessment without an independent assessment. 
I 
I 

i 
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10.13.6 lbnfnactuu;.J expeuulitwre of f'279.93 amre apaurt from LD of f' 30.07 cmre-
I 

ONGC & lOCL. 

Block MB-OSN-20~0/1, located in Mumbai basin was awarded (July 2001) under NELP
ll round to consortium of ONGC (as operator), IOCL and Gujarat State Petroleum 
Corporation (GSPC)Iwith PI of 75 per cent, 15 per cent & 10 per cent respectively. 

Audit observed that previously (1972 to 1995) ONGC had explored this block and drilled 
eight wells. Test rdults of four wens had shown marginal indications of hydrocarbon 
prospectivity and tHe block was relinquished due to lack of prospectivity. However, 

I 

ONGC acquired the block again presuming presence of source rocks and development of 
good reservoirs bas9d on earlier drilling results instead of revalidation of the same from 
outside technical consultant. IOCL relied upon ONGC' s assessment which was based on 
old data and did no~ go in for detailed due diligence at its end. Approval from C&MD 
was obtained (Mar~h 2001) for submission of joint bid without evaluating project 
economics. Further, Iabove facts were also not apprised to the Board while obtaining its 
ex-post facto approval (May 2001) for submission of bids. 

The operator driHedl only three wells as against a commitment of five wells in Phase-I. 
DGH imposed LD 0f USD 74,25,386 (equivalent to ~ 33.41 crore) in which share of 
IOCL and ONGC ~orked out to~ 30.07 crore. Mter obtaining extension, the operator 
drilled remaining wbns but due to 'no discovery' of hydrocarbon in any of the drilled 
wells; the consortiJm decided (August 2008) to relinquish the block resulting in 
infructuous expenditure of ~ 45.74 crore and ~ 234.19 crore by IOCL and ONGC, 
respectively, apart frbm LD payment of~ 30.07 crore. 

IOCL replied (Janhary 2012) that normally investment decision was based on 
I 

recommendation of ilead partner, represented in all cases by an experienced upstream 
player and did not t:hink it necessary to carry out independent due diligence. Ministry 

I endorsed (Septembew 2012) IOCL's reply. 
I 

IOCL/Ministry's replies are not acceptable as ONGC's assessment was based on old data 
I 

and the block was relinquished earlier due to lack of prospectivity. 

ONGC replied (Janub 2013) that though earlier drilHng efforts had not yielded success, 
it indicated presence I of source rocks and development of good/excellent reservoirs. 

ONGC' s reply is not
1 
acceptable as the test results of four of earlier driHed eight wells had 

not shown significant indication of hydrocarbons prospectivity. Our technical expert also 
opined that absence pf hydrocarbons in the basin due to 'no mature source rock' should 
have been concluded much earlier when ONGC had data of earlier drilled eight wells i.n 

~~~ . I .· 

10.13.7 lnfructuwu's expenditure of { 74.64 cmre on acquisition of a risky block 
I 

having no history of hydmca:!J'bon discovery- ONGC & lOCL. . 

ONOC (70 per cen~ PI with operatorship) and IOCL (30 per cent PI) were awarded 
(April 2001) block GV-ONN-97/1 in Ganga Valley, Uttar Pradesh by Govt. of India 
under NELP-I round) 

I 

Audit observed that pus block had already been explored by ONGC (1962 to 1992) and 
five wens had been orilled but no discovery could be made. Further, ONGC and IOCL 
were aware that thel Ganga Valley Basin had not shown any indication of oil despite 
having been explored for the last 40 years. Ganga Valley basin data was analyzed 
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·(November 2000) by IOCL' s technical team which had also conduded the above facts 
apart from mentioning that each stratigraphic unit needed to be mapped in detail 
thtoVghout the area. However, IOCL relied upon ONGC' s assessment and did not go in 
for qetailed due diligence. 

I . 

Aud~t also observed that the operator decided to enter into Phase-Ill, without completing 
the drilling of first well in Phase-IT, which entailed drilling of one more well in Phase-ill 
ther~by increasing commitment cost that too without appraising the drilling results of the 
first[well. D~e to 'no discovery of hydrocarbon', the block had to be relinquished (July 
200~) rendering wasteful an expenditUre of~ 22.01 crore and~ 52.63 crore by IOCL and 
ONiffiC respectively. 

I : -
IOCJL replied (January 2012) that_ normally its investment decision was based on 
reco'mmendation of lead partner, represented in all cases. by an experienced upstream 
playk MinistrY endorsed (September 2012) IOCL's reply. 

! . . 

IOCL/Ministry' s reply is not acceptable as conducting proper due diligence was 
imp~rative in view especially of poor history of hydrocarbon discovery in the area. 

I 
I 

ONGCreplied (January 2013) that indications of oil as well as gas in earlier drilled wells 
stre~gthened the belief of presence of petrole~m~ system in this play dl>of Ganga Basin. 
ONffiC as a National Oil Company had the dual role of carrying out profitable business as 
wellj as venturing into high risk frontier areas l!ke Ganga Valley. _ 

ON~C's reply is not acceptable as it had drawn two different conclusions on the same 
data) Further, indications of oil and gas in earlier drilled wells were not such as to justify 
bid~ng for this block. 

I 

Our ftechni~al expert opine~ tha~ during in~tial yeats, IO~L should have obtained proper 
expert advice before ventunng mto such nsky blocks and IOCL should have been more 

I • ' 

prudent to safeguard public money. 
I . 

HJ.1l3.8 infructuwus expemlitaare of f' 276.87 cmre (J/Jlocks MJ/J"'OSN-2()()4/1 & MJ/J-
1 OSN-200412)- iOCJL & GAiL . 

Con~ortium of IOCL, GAIL, GSPC, Petro gas and HPCL with equal PI i.e. 20 per cent 
. each was a~arded (2007) two blocks viz. MB-OSN-2004/1. and MB-OSN-2004/2, 
located in Mumbai Basin under NELP-VI round, with operatorship to GSPC and 
Petrbgas respectively. 

I 
Audit observed that: 

initially (August 2006) IOCL had formed consortium with Medco futemational 
Petroleum Limited (lead partner), KJWair--Energy KCS and .Kuwait Foreign 
Petro~eum Exploration CompanJVf6r submitting joint bids. Accordingly, it 
purchased basin and well data-dockets and engaged Gaffney, Cline & Associates 
(GCA) for detalile4. technical evaluation; 

o GCA -pointed out that many 'parts of the basin had earlier been explored intensely 
but no hydrocarbon discoveries·, had been made except for some indiCations of · 

. i hyorocarbon; prospects identified were considered 'high risk' as it was difficult to 

Q Aniar~a i~'whi~~ hydrocarbon accu,;,ulations o~ prospects of a_~iwen type occur. 
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identify stratigraphic prospects from existing 2D seismic data and no zones had 
been tested so far; 

e Medco, after studying GCA's findings, informed (August 2006) block-wise 
reservations tcp IOCL and expressed its inability to participate in any of these 
blocks. Therefore, it withdrew from the consortium along with other partners. 

In view of the withJawal of its initial consortium partners, IOCL, without disclosing 
Medco's reservation~, approached (September 2006) GAIL for joint participation in 
blocks MB-OSN-200f11 & MB-OSN-2004/2 and formed a new consortium with GAIL, 
GSPC, Petrogas and ¥PCL. IOCL, while obtaining Board's approval (February 2007) for 
signing of PSC for. these blocks, had not apprised the latter about the risks/limitations . 
expressed by its consrtltant GCA or its earlier lead partner (i.e. M/s Medco). 

GAIL had engaged I M/s Exploration Consultants Limited (ECL) as consultant for 
preliminary study of the blocks offered under NELP-Vl ECL short-listed the above-said 
blocks but recoll1IQ.~rlde<i detailed evaluation of these blocks before bidding. However, 
instead of conducting! the same it relied on study cafried out by IOCL through GCA but 
without revalidating [the reservations as expressed by GCA and acceded to IOCL's 
belated/hurried reque~t for joint participation. . 

Consortium drilled three wells in each block but did not discover hydrocarbons and 
I 

decided (March 2012) to relinquish the blocks. Accordingly, IOCL & GAIL decided to 
relinquish the blocks rendering an expenditure of ~139.12 crore (~ 68.09 crore and 

I 

~ 71.03 crore) by IOCL and~ 137.75 crore (~ 66.43 crore and~ 7L32 crore) by GAIL 
wasteful. I · 

IOCL replied (November 2012) that it had not shared Medco's reservations with its new 
consortium partners I as the same would have prejudiced/biased their independent 
technical opinion. GJ\.IL replied (November 2012) that it had considered the studies 
carried out by IOCL 4nd did not go in for separate study in order to save time and cost on 
the second stage detailed evaluation study. 

I 
Replies of both IOCL and GAIL are not acceptable as not parting with crucial 
information by IOCU restricted GAIL from taking an informed decision. GAIL should 

I 

have conducted detailed evaluation instead of relying on studies carried out by IOCL. 

10.1.3.9 Non=revalid~timn of data 
. I 

(a) National Oil Corporation of Libya invited bids (2004) for 15' E&P blocks from 
International Oil Coci.panies. For participating in the bid, IOCL formed consortium with 
OIL (as operator) with equal PI (i.e. 50 per cent each). M/s. ECL was engaged by the 
consortium for pre-icquisition detailed technical study of short-listed eight blocks. 
Accordingly IOCL srtbmitted a joint bid with OIL and succeeded in award of one block 
i.e. Block-86. I 

Audit observed that F wells were drilled earlier in the area but no major oil shows had 
been recorded on the Uaddan platform, the only exception being 'shows in good 
porosity/low permea,tlility' in the B1-10 well of Area 86. M/s ECL had also pointed out a 
number of exploratidn risks i.e. limited charge volume from the kitchen; prospectivity 
limited to extreme eJstem portion of the area; probably minor source rock kitchen area 
and possibility that lshallower reservoirs on the U addan Platform· were flushed with 
meteoric waters. Ho~ever, IOCL participated in this block without revalidating these 

I 
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risks/limitations at its end and also, while obtaining ex-post facto approval from the 
Bo~d, had apprised only about submission of bid, technical evalluation as carried out by 
E9L but did not apprise the Board.aboutthe reservations expressed by ECL.. 

Operator drilled two wells and found no hydrocarbon. The block was relinquished 
re~dering i~fructuous the expenditure of { 91.68 crore and { 96~31 crore by IOCL and 
OIL respectively. 

I 
(lb): 43 E&P blocks were offered (2005) by National Oil Corporation of Libya under 
sedond round of EPSA-IV bidding. IOCL and its consortium partner viz. OIL, after 
re+ewing t~e available geological information, short-list~d 10 blocks and engaged ECL 
for1 detailed technical evaluation. ECL recommended six blocks for bidding. However, 
IOfL, subriritted joint bids with OIL (as operator) with equal Pl{i,e. 50 per cent each) 
fori tw? bl~cks viz. Block 102/4 & Block 81/2 and succeeded (October 2005) in one 
Bl0ck I.e. 102/4. . 
Au~dit obsetved that previously (1963 & 1984) two weils were drilled in the area apart 
frofl1 drilling (1975 and 1981) of two wells nearby. Due to 'no discovery' of 
hyclrocarbon, all these were plugged and abandoned. Further, M/s ECL had pointed out 
se~eral expioration risks i.e. biodegradation and flushing risk, shallow structures with. 
possibility of loss of charge due to breaching, or flushing by meteoric waters and 
'su

1
spect' top seal. ECL had also expressed the possibility ·that shallower reservoirs on the 

Ua~dan platform edge in North of the block may have been flushed with meteoric waters. 

while obt~ning Board's ex-post facto approval (October 2005) for submission of bids, 
~hej Company informed ~bout t~e ?id~able parameters and financial analysis but did not 
mform about the reservatiOns I linntatwns expressed by ECL. 

Opbrator drilled. one well but due to no discovery of hydrocarbon, relinquished the block 
reridei:ing wasteful the expenditure of ~ 56.83 crore and ~ 57.59 crore by IOCL and OIL 

I . 
respectively. · 

I 
IOCL replied (September 2011 and January 2012) that certain risks were always 
asspciated with any. exploration opportunity and the same could be validated only after 
dri~ling a well. Further, normally investment decision was based on the recommendation 
of lead partner, represented in all cases by an experienced upstream player. Ministry 

I 

endorsed (September 2012) IOCL's reply. 
I . 

OIL replied: (September 2012) that exploration risks envisaged by ECL were taken into 
cognizance considering it as 'under explored exploration venture', Despite exploration 
ris.Ks, blocks were considered prospective in view of positive factors such as world class 
peti.-oleum basin, high regional prospectivity with well defmed generation, migration and 
endapment 'elements and it was expected that all potential elements for oil and gas 
ge~eration '~10uld be present viz. source kitchen generation cum migration, reservoir, seal 
and trap elements. 

Re~ly is not ~cceptable as OIL did not go in for recapturing data and I or revalidation of 
the)limitati~ns expressed by ECL. Reasons given for acquiring the block were also not 
based on re~listic grounds as ECL had specifically mentioned in its evaluation report that 
theiblocks carried limitations/reservations. Moreover, the positive points highlighted by 

I 

OllL did not justify participation in the bids as the same basically centred around concepts 
I • 

w~ch had upiversal application and which were generally evaluated prior to participation 
in the bids, Where IOCL was concerned, it had not gone for revalidation of the 

I 

' 
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reservations expresse~ by ECL, but had relied on OIL. As E&P business is risky and 
capital intensive, XOGL should have got an independent evaluation carried out before 
investing in the assets! 

I 10.13.10 brtemal Cont!rol System 

(a) !Lack ofprope~ monitoring of E&P activities . 

E&P activities requirb constant monitoring of the progress of E&P blocks due to the 
natlite of complexity Jnd risks involved in this business. Hence, it was essential for GAIL 
and XOCL to regularly monitor the progress of E&P blocks in order to safeguard their 
financial interests es.Recially in view of their being non-operator in most of the E&P 
blocks. I . 

Auclit observed that XOCL had not devised any system to apprise the progress of E&P 
activities to its Board ltm April 2008 after which it started submitting Quarterly Progress 
Reports for information of the Board. 

GAIL did not have an~ system of apprising its Board about the progress of E&P activities 
other than circulating Monthly Progress Reports on physical progress of E&P blocks only 
to its C&MD and fundtional directors. 

(b) Non~exercise ~!partners' audit rights . . 

As XOCL and GAIL lare non-operators in majority of E&P assets, .it was essential to 
ensure that the decisions taken by operators were based on adequate technical and 
economic justificatiori and the assets acquired through JV s were secured. Therefore, the 
rights, powers and ~eriodicity of partners' audit as defined in the Joint Operating 
Agreements should ihave been timely and effectively exercised by the former. 
Deficiencies noticed ib this regard are mentioned below: 

(i) 

(ii) 

I 

XOCL and GA][L did not have any fixed periodicity for conducting non-operator's 
audit and had ~lso not conducted partner's audit at all in 13 out of 40 E&P assets 
and 18 out of 32 assets respectively. Further, there was a delay of two to six years 
in conducting !non-operators' audit in six E&P assets by GAIL and two to nine 

I 

years in ten E&P assets by IOCL. 

Review of nod-operator's audit of block MB-OSN-2004/2 carried out by GAIL 
revealed that c~sh calls of~ 68.30 crore remained idle with operator as GAIL had 
released the f~nds without ascertaining due date/schedule date for payment to 
ensure proper ~tilization of the same. 

I 

(iii) IOCL had carried out its first non-operator's audit covering the period April 2008 
to March 20111 for block MB-OSN-2004/1 only in 2011 and observed that 
operator had dot deducted LD of ~ 4. 73 crore in two cases and also released an 
excess paymerlt of~ 4.56 crore in violation of respective contractual clause. 

GAIL replied (Octob~r 2012) that non-operator's audit of E&P blocks was carried out 
periodically after con~iderihg the risk profile of the blocks giving priority, among other 
things, to E&P blocks !with private operators. 

Reply is not acceptable as GAIL had not fixed specific periodiCity/time-frame for non-
1 . 

operator's audit of E&P blocks acquired by it resulting in non/delayed detection of 
irregularities in operatbr's decisions. · 
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Conclusion 

Even after spending more than a decade in this business, both IOCL and GAIL 
neither had defined/documented policy nor prescribed procedure for E&P 
activities. GAIL and IOCL had acquired E&P assets mainly by relying on technical 
assessment by other JV partners instead of detailed due diligence or revalidation of 
reservations/limitations (expressed by consultants) at their end which was 
imperative as the Companies are separate business entities having own investment 
philosophies and lead partners do not always share critical information regarding 
blocks' prospectivity. Further, these Companies in most of the cases had not 
apprised their Board of Directors about the known risksfljmitations before 
acquiring the respective block. As a result, the Companies had to relinquish 29 E&P 
blocks. Thus, inadequate analysis and interpretation of data and non-revalidation of 
reservations/limitations expressed by advisors resulted in infructuous expenditure 
of ~ 1258.46 crore (excluding investment of ONGC and OIL). Despite having 
adequate provisions in Joint Operating Agreement, GAIL and IOCL had not 
conducted non-operator's audit at all in 13 out of 40 E&P assets and 18 out of 32 
E&P assets respectively. 

Recommendations 

Based 011 the audit findings as discussed above, the following recommendatio11s are 
made. The Companies may: 

, formulate a documented policy/procedure for E&P activities; 

, apprise the Board of Directors about risks/limitations expressed by in-house 
experts/technical consultants before acquisition of stake in respective E&P 
blocks for making an informed decision; and 

, strengthen internal audit and control system and put in place a time bound 
L__ __ a_c_tion plan for audit of }Vs in view of significant investment as non-operator. 

IHindustan Petroleum Corporation Limited! 

10.2 Jm·e\lment by llindtl\tau l'etroleum Corporation l.imited 111 wltolly ml'nl'll 
Hth\idiary II PC/. Hiofuel\ I imill'd 

10.2.1 Introduction 

In October 2009, Hindustan Petroleum Corporation Limited (HPCL) inve ted in a wholly 
o~ned sub~idiary. HPCL Biofuel.., Limited (HBL), to establ ish and operate integrated 
.... ugar, ethanol and co-gen plants at Sugauli and Lauriya in the State of Bihar. 

HPCL owned I 00 per cent equity stake in HBL, with a total investment of 
~ 205.52 crore as on 3 1 March 2012 which included an amount of~ 49.17 crore towards 
pre-incorporation and preliminary expenses incurred directly by the HPCL before 
incorporation of HBL. The net worth of HBL as on March 2012 was ~ 152 crore. The 
financ ial statements of HBL (as on 31 March 20 12) indicates long term borrowing of 
~ 434 crore (of which ~ 80 crore was a bridge loan from HPCL) and hort term loan 
amounting to ~ 142 crore (of which ~ J 07 crore was another bridge loan from HPCL). 
HBL initiated its production in December 20 I J and had a turnover of~ 4.87 crore. The 

110 



Reporl No. 13 of2013 

financial statements of 2011-12 depicted a loss of ~43.60 crore which was under-stated 
by~ 12.57 crore duJ to non-accountal of net Deferred Tax Liability. 

The decision makidg process in HPCL leading up to such significant investment in an 
I 

entirely new line of business was examined in audit with a view to: 

(i) assessing the rdtionale for investment in the venture; and 
I 

(ii) verifying whether the intended objectives of these investments have been achieved 
I 

or are likely to be fruitful. 
I 

1 0.2.2 Audit FiPldings 

Relevant records aJ Project & Pipelines Department, Secretarial Department and Joint 
Venture Departmen~ of the HPCL at Mumbai and records of HBL at Sugauli were test 
checked. The minutbs of the Board meetings of the HPCL and HBL and replies furnished 
by the Management to the various requisitions were also scrutinized. Audit· findings are 
enumerated in the s~cceeding paragraphs. 

10.2.2.1 Hasty ma"Hlkgement decision without considering altematiwes 

Government of BiJar (GoB) issued (in November 2007) a 'Request for Qualifications' 
(RFQ) offering 15 d1osed sugar mills for sale belonging to Bihar State Sugar Corporation 
Limited. The Patmt! Regional Office of the HPCL purchased the RFQ documents and 
intimated the corpJrate office of such purchase referring to a communication (e-mail 
dated 29 NovembJr 2007) between Industry Development Commissioner, GoB and 
Chairman and Marlaging Director of the HPCL. The intimation was received by the 
Company only on 3: December, 2007, 17 days before closing of the bid (bid closed on 20 
:December 2007). The HPCL decided to bid for four miHs (Hathua (Gopalganj), Motipur 
(Muzaffarpur), Sugauli (East Champaran), Lauriya (West Champaran) for setting up 
integrated sugar, etfuanol and cogen plants in Bihar by 18 December 2007. Thus, within a 
span of 15 days (3 tb 18 December), the HPCL took a decision to enter a new un-planned 
business line. I . 

It was noticed that the HPCL had appointed IDBI (10 December 2007) for carrying out 
financial, technical land legal due diligence for seven mills initially shortlisted. IDBI was 
allowed less than sbven days to carry out its assessment. It was aliso noted that GoB did 
not provide any doduments or data to IDBI for analysis and the IDBI report was based on 
the viability report~ prepared by SBI Caps for GoB. The HPCL took the decision to bid 
for the four mills d8 December 2007) based on this report. 

SBI Caps Limited Jppointed as consultant to GoB had stated that sugar industry in Bihar 
has been on a declii~e due to lack of sufficient quantity of sugarcane on account of lack of 
infrastructure such 1as main and village link, lack of irrigation facilities, non-availability 
of power, water logging problems in the absence of drainage etc. and non-availability of 
good sugarcane vaqeties on a regular basis. Besides, IDBI, a pre-bid consultant to HPCL, 
had pointed out to' the company that it was not feasible to operate the existing mills under 
offer and that the srtccessful bidder would have to set up a completely new manufacturing 
facility. It was alsq stated by IDBI that a successful bid would only result in acquiring 
land in interior Bihar having a set of serious infr~structure constraints for ethanol 
production. I 

Considering that ills was a new line of business for the HPCL, a more comprehensive 
planning exercise ~ith more detailed original analysis by the consultant and evaluating 
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alterbatives would have b~en prudent. Besides, integrated sugar, ethanol and co-geil 
plants were not an intended area of investment as seen in the HPCL's investment plans 
undet 11th Plan outlay (2007-2012) and hence the desirability of proper due diligence 
befo*e foraying into this new area. · 

I . 
The Management replied (December 2012) that all seven sites were extensively surveyed, 
discdssions held with concerned people and various parameters were assessed in the due 
diligbnce exetcise. · 

Repl~ of the Management needs to be viewed in the context of the facts that (a) there was 
no sllr'vey report, presentation and record of discussions available with HPCL in support 
of si~es surveyed or selected for bidding in the records produced to audit; (b) selection of 
the s,ites was , done within a short span of seven days available with the consultant for 
condhcting due diligence on seven miUs at different locations and (c) disclaimer of the 
consbltantthat they relied on the viability and legal reports prepared by SBI Caps for 
GoBJ IDBI also stated in the report that they have not: carried out any independent 

I 

verification of the information even though they conducted limited surveys. 
I . 

10.2.~.2 Selection ofnon~viable option without the approval of the Board 

Folldwing de¢laration of the HPCL as the successful bidder for Sugauli and Lauriya 
sugat mills, HPCL appointed M/s MITCON (September 2008) for preparing a 
conffguration study to evaluate possible options of implementing integrated sugar, 
ethru1,ol and co-gen power plants so as to ·maximize ethanol production and ensure 
economic viability. M/s MITCON, in its report, put forward three options: 

I . 

Optii.?Jrn~I: , Conventional integrated projects with sugarcane crushing capacity of 3500 
Tons! per Day (TCD) where 100 per cent sugarcane juice would be used for 
manlffacturing sugar with 45 Kilo litre per day (KLPD) capacity Ethanol plants based on 
own/}:>rocured;molasses and 20 Mega Watts (MW) capacityco-gen power plants; 

, I . 

0]pltnJm~!li: Integrated projects with 3500 TCD sugarcane crushing capacity where 100 
per dent sugarcane juice would be used for ethanol production along with 120 KLPD 
capatity Ethanol plants and 20 MW capacity co-gen power plants; 

I 
Optn?Jrn~ID: Integrated projects with 3500 TCD sugarcane crushing capacity with 50 
per cent sugarcane juice going to Ethanol production and 50 per cent for sugar 
prod~ction along with 60 KLPD capacity Ethanol plants and 20 MW capacity . Co-gen 
plants. · 

i 
Inter?al Rate, of Return (JORR), debt equity ratio, payback period and debt service 
coverage ratio for each option were as under: 

.I 

snJ l?aJramneteJrs 0]pltlli{])Jm 1I Optni{])Jrn lii 0]pltni{])Jrn Ilil 
Nl{])~. cn.oo per (:Jl@O per cent (50 per cent jl!llftce Jfoll" 

I 

' cent junn<r:e junii.ce Jfi(J)Jr sunganr 51{]) per cent 
I 

I fl{])ll" §1lll2a!ll") etbaJrnl{])ll) .]1lllftce Jfi(J)Jr etllnaJrnl{])ll) 

1! Internal Rate of Return 16.04 7.46 10.25 
I (per cent) 

21 
I Debt Equity Ratio 1:1 1:1 1:1 

31 
I 

Payback Period 6-7 10-11 9-10 
I (years} I 

4] Debt 1 Service 1.88 (Avg.) 1.28 (Avg.) 1.47 (Avg.) 

U2 
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2.22 (Max.) 
1.09 (Min.) 

The Configuration Study Report (CSR) of MITCON and the three possible options were 
not presented to the !Board. Audit observed that Option HI was selected for preparation of 
Detailed Feasibility !Reports (DFRs) for the two mills, even though IRR for the selected 
option was not the optimum i.e. only 10.25 per cent. 

The Management re~lied (December 2012) that a detailed presentation was made by the 
consultants on 30 pctober 2008 to the Functional Directors along with officials of 
MOPNG. The decis~on to pursue Option III was taken at this meeting. 

Despite repeated reguests, the HPCL failed to make available the minutes of the said 
meeting. Besides, the reply did not address as to why the Board was not allowed the 

I· . . 

opportunity to select the most desirable from among the three options presented by the 
consultant. Besid~s, on implementation, the selected option was found to be actually 
non-viable leading t9 a reversion to Option-! in August 2012 (utilization of 100 per cent 
sugarcane juice for S

1
ugar production). 

HJ.2.2.3 UnderstatJd cost and optimistic revenue assumptions pmjecting apparent 
• Tl.."l.ty I VUlvl Z 

M/s. MITCON prep:ared Detailed Feasibility Reports (DFRs) in February 2009 for two 
sugar mills to be installed at Sugauli and Lauriya as per the selected option. While 
preparing DFRs, M(!s. MITCON made various optimistic assumptions in respect of 
working capacity, number of crushing days, rate of sugar recovery, sources of finance, 

' . 

revenue and expenditure which helped to project a higher viability of the projects. It was 
noticed that the sale brice of power was assumed to be higher in the DFR as compared to 
the CSR by assigning reason which was not justified. In addition, a subsidy on ethanol 
was assumed whicH was not actually available. These factors contributed to a higher 

I 

viability (IRR of 15.?7 for Sugauli and 15.79 for Lauriya) as compared to the CSR which 
projected an IRR ofl10.25 per cent. The reasonableness of these and other assumptions 
made in the DFR ar9 discussed in the succeeding paragraphs. 

(a) Unrealistic assumption of working capacity in initial years 
I 

DFRs prepared by MITCON assumed a working capacity of 95 per cent for both the 
sugar mills in the firh year of operation and 100 per cent working capacity in subsequent 
years. However, Autlit observed that In Bihar, intensity of sugarcane production is not as 
high as compared tJ other sugarcane producing states in north India. For such a high 

I 

working capacity, aqequate supply of sugarcane would be essential which is unlikely as 
the intensity of cane in Bihar is low. Of the total cultivable area.in Bihar, a sizeable 
portion is low-lying, which, in the absence of drainage facilities, is not suitable for 
cultivation of sugar~ane. Hence, the assumption of working capacity for both the new 
sugar plants at 95 pe

1

r cent :i.n first year itself and 100 per cent from second year onwards 
was over ()ptimistic. 1 

'I 

The Management replied (December 2012) that GoB had highly supportive policies for 
development of sugarcane in the State in 2006-07 and there had been perceptible 
improvement made by GoB. in the drainage and irrigation facilities in north Bihar to 

I . 

stimulate the cultivation of the sugarcane :i.n the area. Therefore, by taking up extensive 
cane development p~ogramme the sugarcane crushing up to 90 per cent capacity in first 

I 
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year[ and achieving 95-100 per cent thereafter is possible. The Management also agreed 
that the utilisation level was optimistic although not over optimistic. 

! ' ' 

The ]reply does not consider that at both the locations the existing sugar factories had 
been closed for a number of years resulting in farmers having shifted to crops other than 

I . . . 

sugarcane' and that substantial efforts were necessary to inculcate sugarcane farming 
cul~re again within the command areas which were expected tp take a longer period of 
3-5 years as' had been stated in the CSR report prepared by M/s MITCON. Hence, 
envisaging 100 per cent capacity utilisation in the second year of production was over 

I 

optimistic. 
I 

(b) ! Assumption of higher number of crushing days 
I . 

The I number of crushing days was assumed to be 130 days per year from the first year 
onw~ds at both the sugar plants. Audit noticed that the crushing seasons in Bihar had 
red~ced to o;nly 81- 82 days in the years 2003-04 ·and 2004-05 (as pointed out in the 
viability report of M/s SBI Caps Ltd.). Coupled with the uncertainty of cane availability 
(poihted out at 10.2.2.1 above) it indicates that the projection of 130 days crushing days 
froni the first year of operation was also over optimistic. ·· 

I . , 

The !Management replied (December 2012) that sugarcane is a cyclic crop and there is a 
dip of sugarcane availability for 2 years within a 7 year cycle. The assumption of 130 
avetage Season days at both the locations was based on the potential and committed cane 
devJlopment: program of HBL, as well as, the average crushing days of 134 days of some 
of tlle good adjoining sugar factories. · 

I 
I 

The] reply is not acceptable the cyclicality of sugarca;ne availability had not been 
considered in the DFRs which assumed a fixed 130 season days every year. Besides, 
adopting the .crushing days of adjoining well-established sugar factories as benchmark for 
new! sugar factories in the initial years was not justified .. It was also noticed that the HBL 
Management itself sought approval of the Board for. 70 days of crushing in its MOU 
targ~ts for tqe year 2012-13 Citing that the average crushing in Bihar for the last few 
yemjs had been around 70-75 days. 

I , 

(c) i Optimistic sugar recovery rate 

The! sugar r~covery rate was assumed as 10 per. cent every year. However, the same 
report of M/~ MITCON presented performance parameters; of operating sugar factories in 
Bih~r indicating an average sugar recovery rate of 9.55 per cent, 9.47 per cent and 8.66 
per ~ent during 2004-05, 2005-06 and 2006-07 respectively. Besides being lower than the 
10 P,er cent assumption, the sugar recovery rate also showed a declining trend. . ·. 

I 

The! Manag~ment r~plied.(Decembe: ~012) that recovery of sugar depends on a la:ge 
nur~ber of factors mcluding the vanet1es of sugarcane grown as well as. the operatmg 
pert;ormance of the sugar factories in terms of juice extraCtion efficiency, sugar losses in 
bagasse, molasses and unaccounted losses. Further, the latest cane preparation and 
difrpser techP,ology employed by HBL is unique which gives juice extraction efficiencies 
of 18,per cent, compared to 95 to 96 per cent for conventional milling technology. The 
adjoining private sugar factories have achieved over 10 per cent sugar recovery on a 
nun:iber of occasions. Considering this, the assumption .of average 10 per cent sugar 
recdvery in the DFRs is justified. 

I . . 

~ l 

'., 

··: 
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I 

Reply is not acceptable as the HBL Management had itsellf sought approval of the Board 
I 

for a recovery rate of 9 per cent for its MOU targets for the year 2012-13 citing the sugar 
I 

recovery trends in Bihar. Moreover, as per the viability report prepared by Mfs. SBI Caps 
Limited for GoB, thb recovery rate :in Bihar since 1997-98 onwards had never.been W 
per cent. For 2003-0~ and 2004-05 (the two immediately preceding years for preparation 
of DPRs), the recov~ry rate had been 9.33 and 9.58 per cent respectively. Further, the 
HBL Managementhad submitted to the Board (meeting held on B March 2012) that the 
HPCL (HBL) had adrueved a sugar recovery of only 8.25 per cent in Sugauli plant and 
7.08 per cent in Lawiiya plant. 

(il) Unfm.a~mileil Retemae !Pmjectiom 
I 

The DFRs considere~ escruated sale price of ethanol at ~ 23 per litre as againstthe then 
existing sale price of1~ 2L50 per litre. Similarly, the sa1e price of surplus power (from the 
captive power pliant~) was considered to be ~ 5 per· KWh (Unit) as against the then 
prevailing rate of~ 3j.o2 per Unit 

I 

The Management replied (December 2012) that the promotional policy scheme from 
GoB for sugar, co-~en power and ethanol sector, announced in 2006-07 had dearly 
specified the subsidy of ~ 1.50 per litre for ethanol production. Hence, consideration of 
the same for ethanol tate at ~ 23 per litre was justified. 

I 

As regards escalated rate for power, the Management contended that Central Electricity 
Regulatory Commis~ion's Tariff Orders of November, 2009 stipulated a tariff of~ 5.14 
per Unit for an the States induding Bihar and, hence, consideration of the tariff of~ 5 per 
Unit at the DFR stagb was justified. 

Reply of the Managbment is not acceptable as there was no specific mention of subsidy 
of ~ 1.50/ litre for bthanol in the policy of GoB for sugar, co..:gen power and ethanol 
sectors. The consuhimt assumed a higher ethanol price in the DFRs stating that such a 
subsidy was 'likely' to be provided by GoB. · 

I 

Tariff Orders of CERC are not binding on the State Electricity Boards. As such, 
consideration of mudh higher rate of ~ 5 per Unit in DFRs for power sale as against the 

I • 

then existing rate of ~ 3.02 per Unit without any commitment from the Bihar State 
Electricity Board ml writing, was not justifiable. Moreover, the latest power purchase 
agreement entered into by HBL with Bihar State Electricity Board provides for sale of 
electricity at the rate iof ~ 4.57 per Unit only. · 

(e) Ass7!i,mptio~m of higher 1fJ17/i,otsi elfjj7/i,ity loa~m 
I . 

Kn DFRs, M/s MITIITON had assumed a quasi equity loan of ~ 4L57 crore for ethanol 
plant from Sugar n6velopment Fund (SDF), Ministry of Consumer Affairs and Public 
Distribution, GoK, Nbw Dellii. The loan carries a subsidised interest rate of 4 per cent, 
thereby lowering th~, cost of capitall of the project. However as per eligibility conditions, 
such quasi equity ldan is available for ethanol plants orny :in respect of production of 
ethanol from moliass~s. A~ the intention, as per selected option, was to use 50 per cent 
sug~cane juice fo~ e~anol plants, the e~tire _ethanol pliant was ~ot eligible ~or SDF quasi 
eqmty loan. Conslldenng the SDF quasll eqmty loan for the enture production ·of ethanol 

. I 

without proper anal)lsis of eligibility conditions was incorrect and raises question on the 
envisaged internal rate of return of the project. 

I 
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. Thb Management replied (December 2012) that SDF guidelines do not indicate whether 
SQF loan for ethanol projects is for juice to ethanol or only for molasses as the feedstock. 

Addit; how:ever, noticed that Clause 22(1)(c) of Chapter XI of SDF Rules, 1983 (as 
andended in 2004) dearly specified that a sugar factory would be eligible to apply for a 
lo~n from ~he Fund under this rule if the sugar factory having an installed capacity of 
2500 Tonnes crush per day or higher was implementing a project appraised by a 
Fhlancial IVstitution or a Scheduled Bank, 'for the production of anhydrous alcohol or 
et~anol from molasses' and had been approved financial :assistance by the said Financial 
Institution or Scheduled Bank. This has been further confirmed from communication 
redeived from SDF authorities in October 2011 stating that only an amount of~ 22.88 
crdre was under consideration of the Standing Committee as SDF loan for ethanol plants 
of the subsidiary company. 

(f) I Assumption of higher Carbon aedit 

M/s MUCON considered an amount of~ 283.78 crore towards revenue from sale of 
·I : 

Enjission reductions for a duration of 15 years :i.n DFRs (February 2009). However, as 
per the Clean Development Mechanism (CDM) guidelines, the benefits from sale of 
emission reductions can be availed for a period of 10 years only. 

Thb Management replied (December 2012) that the CDM Authorities have most of the 
ticles exte~ded the period from W years to next 10 'years and the scenario in the 
international market for CDM fluctuates widely. · 

Thb reply of Management is not acceptable as it goes against common prudence, given 
thdt the guidelines prescribe a shorter period of benefit of 10 years only. It is also 
petrlnent to mention that M/s. MITCON in the CSR (October 2008) had considered 
petiod of 10 years only for CDM benefits. The assumptiop. of a longer duration translated· 
to 1an additional amount of ~- 95.60 crore towards sale· of emission reductions in DFR I . 
(F(;(bruary 2009). 

I . . 

(g)l Under estimated cost of EPCC Contracts 

Artdit observed that the actual value of Purchase Orders (PO) awarded to three 
Enkineering Procurement Construction and Commissioiring (EPCC) Contractors were 
higher than the estimated value of EPCC Contracts projected by consultant M/s. 
M~TCON b;y ~- 73.33 crore (i.e. 15.22 per cent) as shown below: 

! l?alt'~i.cuRllaurs S1lllgaullii lLami.ya Totall 
I 
I S1lllglllll' JEtllnallmn ·cogeJm S1lllgalt' !EtllnlllJmOll Coge1m I 

Pll'ojeded vall1llle of EPCC 101.59 47.72 89.13 106.03 47.86 89.35 481.68. 
CoJb.tlt'ads lilly M/s. Mll'lfCON 
('{ lib Cll'Oll'e) 
Act1llllllll vall'ille of EPCC 112.24 59.85 103.28 115.15 59.85 104.64 555.01 
Co~tll'ads awall'Glled 
('{lib clt'olt'e) 
Perr'ce~mttage lbly whldn admtl 10.48 
Pd Vlllll1llle waS hlgilnell' · 

25.42 15.88 8.60 25.05 17.11 15.22 

Thb Management replied (December 2012) that the DFR figures were an estimate and 
thdre is bmind to be' a difference in the actual tendered amounts vis-a-vis DFR. Further, 
thd tenders were floated and purchase orders were finalized after a substantial gap of time 
frob preparation of DFR and, hence, there is a natural tendency for variance :i.n the rates. 

I 
! 

I 
I 

! 
i 
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Reply is not acceptable as the time gap between DFR (February 2009) and opening of 
tender (September 2009) was only 7 months and such a high variation in the range of 8 
per cent to 25 per cent cannot solely be attributed to time gap. 

Thus, assuming overJoptimistic revenues ami understating costs (as at para HJ.2.2.3 (a) 
I 

to (g)), the DFR depfcted a better viability for the pmject than .actual. The projected 
IRR in the DFJIJ.s for Sugauli and Lauriya sugar mills were 15.57 and 15.79 
respectively, considerpbly higher than the earlier CSR estimate of 10.25 per cent. This 
apparent project viiu.bility informed the investment decision. As the underlying 
assumptiom were faiuJty, the actual profitability of the venture was much lower than 
pmjections leading to an injudicious investment decision. 

1 0.2.2.4 Irregularities in implementation 

The proposal of the ~artagement for investment of~ 613.54 crore in the project was 
approved by the Board in June 2009. Afterwards, on 16 October 2009, based on approval 

I . • 

of the Committee of Functional Directors (CFD), HPCL Biofuels Limited (HBL) a 
I 

whoUy owned subsidiary company of Hindustan Petroleum Corporation Limited was 
incorporated. The Bo1-d approved advance against equity of HBL in January 2010. 

I 

(a) Appmval of Board despite non-compliance of its directives 

While seeking approval for initial pre-project investment, the HPCL had informed the 
Board (May 2008) that the mechanism for implementation of the project, i.e. through 
SBU/ subsidiary/ N would be firmed up after the DFR was ready. The DFR was ready 
by February 2009. The Board enquired about the implementation mechanism with 
particular regard to aspects like control, transfer pricing of ethanol, taxation and other 

I 

related issues in April 2009 when the proposal (based on DFR) for setting up integrated 
sugar, ethanol, co-ge~ power plants was submitted to it for approvaL However, no such 
details were provideq to the Board. The Board, however, approved the proposal in its 
next meeting (June Z009) without having been apprised of the cost benefit analysis of 
different implementation modes prior to entering a new business line (Ethanol 
Production). 

The Management's reply (December 2012) is silent in this regard. 

(b) Formation of,subsidiary without appmval of the Board 

Various financial and administrative powers had been delegated to the officers of the 
HPCL by the Board through 'Limits of Authority Manual' (LAM). As per General Notes 
to the LAM, "Any ite'm which is not covered in the manual and is outside the policy, shall 

I • 

require approval of Board, unless otherwise specijiecf'. Incorporation of new subsidiary 
I 

was neither covered in the LAM nor does the HPCL have a policy in this regard. Hence, 
incorporation of the :subsidiary viz. HBL should have been with prior approval of tlle 
Boatd. 

Audit noticed that the proposal for formation of a subsidiary HPCL (HBL) was not 
submitted to the Board. Instead, the proposal was approved by the Committee of 
Functional Directors (CFD) (meeting of 14 September 2009). The CFD is only one of the 
subcommittees of the Board and does not have the authority for the said approval. It was 
noticed that the minures of the CFD meeting was also not submitted to the Board. · 
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The: Management replied (December 2012) that the HPCL's Memorandum before 
amendment suitably covered clauses relating to 1.mdertaking any new activity. The reply 
is npt relevant as the audit observation relates to the approval accorded by a sub
committee of the Board without having specific authority in this regard. 

I . 
' . . 

(c) i Misleadi~g i~fmrmatio~ to Board 

The[ M~agement approached the Board in January 2010 for advance to HBL against 
equity. While responding to a query from the Board regarding formation of HBL, the 
Marlagement informed that the Board had approved, interalia, formation· of the subsidiary 
HPGL, HBL, in June 2009. This, however was incorrect as in June 2009 the Management 
had sought approval of the Board for setting up integrated Sugar, Ethanol, Co-gen plants 
at Sugauli and Lauriya and not for formation of a subsidiary. As pointed out earlier, the 
forniation of the subsidiary company HBL, did not have the approval of the HPCL 
Board. Thus, the appro'val of the Board for advance against equity to HBL in January 
2010 was based on erroneo1.lls information. In fact, even now, no approval of the Board 
for formation of HBL is available on the records. 

The iManagement's reply (December 2012) is once again silent with regard to the above 
audit observation. · 

I . 

(d) '; Ma~ageme~t dedsio~ agai~st mod:uklr impleme~tatio~ 

The OFRs had recommended that the HPCL should proceed with implementation of one 
of ilie projects out of the two selected (Sugauli and Lauriya). The second project could be · 
taken up later after gaining suitable experience. However, the Management decided to 
implement both the projects simultaneously even though this was a new line of business 
and ~onsequent lack of experience and understanding for the HPCL. 

The Management replied (December 2012) that as per RFQ and the lease agreement the 
plants were to be commissioned within 3 years from the date of take over failing which 
BanR Guarantee would have been encashed by GoB. Moreover, theire was cost benefit 
due to commonness of the estabHshment/mobilization cost for the bidders. · 

. I . . 
The reply is not acceptable. Even though the RFQ (November 2007) mentioned that the 
biddbr would commence operations within 3 years from signing of the transfer 
agre6ment, this requirement was changed while signing the lease agreement. As per 
clau~e 2 of Part-IT of terms and conditions of the lease agreement (January 2009), only 
necessary effective steps within the period of 3 years were required to be taken to 
estaqlish the industry. In case construction activities commenced on the factory sites 
within 3 years, question of breach of terms and conditions of lease agreement would not 
arise. 

Kee~ing in view the terms and conditions of the lease agreement signed in January 2009, 
it w~s logical that the consultant in ·its DFRs of February 2009 recommended 
impl~mentation of the projects in phased manner. Moreo~er, while seeking approval in 
June I 2009 ' from the Board, the Management itself had stated that 
cons~ction/commissioning of one of the projects may be phased out by a year, if found 

I 
nece~sary. 

l 

(e) ',Waiver ofinterest 

The payment terms in the RFQ documents specified that "GoB shaH transfer the unit free 
from all encumbrances to the successful bidder within three months from the date of 

U8 



Reporl No. 13 of 2013 

award of the unit and the initial' payment received by GoB failing which GoB will have to 
pay an interest of 15 per cent per annum for nextthree months on the amount received 
from the investor". However, GoB could not handover the units within three months from 
the initial payment (31March 2008). GoB requested (25 August 2008) the HPCL not to 
insist on payment of interest with effect from the date of award and instead consider the 
period as three months after signing the lease agreement. The Committee of Functional 
Directors (CFD) agreed to GoB's request. This led to HPCL forgoing interest of~ 35.63 
lakh as of June 2008 which was against the financial interest of the HPCL. 

The Management replied (December 2012) that because of the ·goodwill generated with 
GoB it was successful in getting a waiver ofregistration and stamp duty of~ 950 lakh on 
registration of leases which was higher than the interest foregone. 

Reply is not acceptable as the HPCL was eligible for the exemption on stamp duty and 
registration fees as a part of the general policy of GoB for sugar industry in Bihar. 

10.2.2.5 Non-achievemmt of objective and resultant additional expenditure 

(a) The objective of the HPCL in this project was to increase availability of ethanol 
for internal consumption by in house production. HBL commenced operation of both the 
projects in December 2011. After barely two and half months of operations, the 
Management of HBL submitted (13 March 2012) to its Board that both the projects were 
operating on a negative gross margin. The reasons attributed to the negative gross 
margin included, inter-alia, over ambitious assumption in the DFRs as (i) actual average 
cane crushing season in Bihar was for 80 days against 130 days assumed in the DFR and 
(ii) ten per cent cane trash (bagasse) assumed to be used in the co-gen power plants was 
not actually available from the sugarcane, and bridging the gap in supply attracted 
additional expenditure. 

(lb) fu the first year of operation itself, the selected option (50 per cent juice to sugar 
and 50 per cent to ethanol) was found to be financially unviable. The HBL Board asked 
(March 2012) M/s. MITCON to study the ethanol plant design and submit its 
recorn,mendations. 

(c) In its report (April2012) M/s MITCON pointed out shortfalls in the plant design, 
planning, implementation and operation responsible for unsatisfactory performance of the 
projects. The reasons for shortfaU, included: 

(i) Negative contribution of juice to ethanol route; 

(ii) No. of season days assumed as 130 days whereas crushing season in Bihar lasts 
for about 100 days; 

(iii) Sugar recovery at 10 per cent assumed in the DFRs as against actual recovery of 
8.6 per cent in Sugauli and 7.11 per cent in Lauriya project; 

(v) Off season days assumed as 170 with captive bagasse while captive bagasse from 
the projects was insufficient to run the captive co-gen power plant; and 

(vi) Non-availability of cane trash for procurement as it was used as a fuel in Bihar. 

It is pertinent to note that M/s MITCON did not mention any reasons as to why these 
aspects were not considered by them in the DFRs of February 2009, as the same were not 
dependant on actual perlormance of the project and pertained to facts that were already 
ascertainable at the stage of DFRs. 
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(d) j Based on the recommendation of M/s MITCON, HBL Board approved.(August 
2012) proposal of the Management to utilize. 100 per cent sugarcane juice for sugar 
prodhction. This was, in fact, the most viable option as had, been earlier projected in the 
CSRI and had 'been rejected in favour of the less profitable s~lected option. 

I 
(e) [ In order to utilize 100 per cent juice for sugar production, the boiler capacity in 
the sugar plants had to be enhanced. Accordingly, theHBLissued purchase orders worth 
~ 54.128 crore during September 2012to February 2013 for expanding the boiler capacity 
froml1750 TCDto 3500 TCD at both the plants. As of March 2013, placing of purchase 
ordets for ~ 3.43 crore was in process. The decision of HBL Management to utilize 100 
per· bent juice for sugar production also led to idle capacity of 15 KLPD for ethanol 
plan~s at both the locations resulting in unfruitful expenditure of~ 28.45 crore. Selection 
of uri viable option (option Ill of CSR) thus necessitated subsequent changes leading to 
additional expenditure, idle capacity and impairment of :intended objective of higher 
ethartol production. As of 31.3.2012, HBL had invested funds to the tune of~ 715.21 
crorJ in establishment of the two Integrated sugar-ethanol-cogen power plants. 

I 
The Management replied (December 2012) that even with rputing of 100 per cent juice to 
sugal-, there would be molasses generated during the process which will be used for 
prodpcing ethanol. HBL had taken up the issue with GoB for allotment of additional 
molasses for .utilization of the balance capacity to meet the growing demand of ethanol, 
sincJ private sugar mills in Bihar were not venturing into ethanol production on a 
sigrn!ficant scale. The. Management also stated that the expenditure for boiler capacity 
expapsion w~s to improve the financial viability of HBL. 

Repl~ is not :acceptable the option of 100 per cent juice to manufacture sugar had not 
been! selected by the Management earlier since ethanol production through this option 

I , . . 

would be lower, considering that the primary objective of the investment was backward 
intebation increasing in house ethanol production. The statement that private sugar mills 
in B~ar are not venturing into ethanol. production on a significant scale also indicates 
that ethanol production from molasses is not a commercially viable activity 0 

I 

The ;matter was reported to the Ministry in December 2012; reply-was awaited (March 
2013). 

Cmnblusimzs · 

<o .I 
I 

(lin) 

HPCL demonstrated rnmdue haste in pursmng the linvestmerrnt proposall Jt'or 
setting up two illlltegrated sugar, ethanol and co~gen power pllall1lts fin Biliar 
(subsequnently impnemented th:rm.11.gh wimllly owned subsidiary viz. HPCL 
Bfto!fulells Limited). The estimated fi.l!llancialls of the projects wllrlch ·formed 
lbasii.s ;oft' the mvestment decision were based Ollll. a set of mnllftkely optii.mistnc 
assmnhptimns projected hlghe:r project vnabiiity than actual. SfurnmntsJrneous 
implle~.Jl]Jimtatnollll of both the projects lin contrast to the modullar. approach 
sunggesteldllbly the col!llsullumt aRso precempted sub~equent couective actnmn. 

The fnrst year of operatnons, · iitsellf, demonstrate~ that the route adopted .for 
maxli.~isiing procllucll:ion of ethanol was not :fil!lianciaUy viable. Hence a 
deciision was taken to adopt an eadier discarded: option. leading to additional! 
capital! investmel!llt fm." sugar plant and likely id~e capacity of ethanol pHanlt. 
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(iii) Besides undue haste on part of the Management, audit noticed serious 
internal control failures leading to undermining of the authority of the 
Board. 

Recommendation 

>- The investment proposals of the HPCL, particularly those relating to non-core 
areas need to be implemented after appropriate due diligence based on realistic 
assumptions. Prior approvals of competent authorities should be on record to 
ensure that the financial interest of the HPCL is secured. 

The matter was reported to the Ministry in December 2012, their reply was awaited 
(March 2013). 

~ndian Oil Corporation Limited! 

/0.3 A voidable extra expenditure due to notz-synchronization of conversion of Gas 
Turbines with the Dadri Panipat Spur Pipe Line at Panipat Refinery 

Failure of the management to synchronize conversion of Gas Turbines to use RLNG 
with the Dadri Panipat Spur Pipe Line at Panipat Refinery resulted in avoidable 
expenditure of~ 135.81 crore. 

Panipat refinery of Indian Oil Corporation Ltd. (the Company) has a Captive Power Plant 
(CPP) consisting of 5 Gas Turbines (GT) and 3 Turbo Generators having a power 
generation capacity of 227.77 MW. These power utilities were originally designed to 
operate using Naphtha/ High Speed Diesel (HSD). 

Panipat Naphtha Cracker Project (PNCP) of the Company was scheduled for 
commissioning by November 2009. To fulfill the fuel requirement of PNCP, work of 
Dadri Panipat Spur Pipeline (DPPL) was also taken up by Company, to supply re
liquefied Natural Gas (RLNG), with scheduled commissioning by December 2008. It was 
also estimated by the Company that with the commissioning of Naphtha Cracker Unit, 
there would be sh01tage of Naphtha for the Cracker Unit and the Company decided to 
replace Naphtha in five GTs with RLNG, so as to utilize the surplus Naphtha as feed for 
the Cracker Unit. 

A proposal was sent to Refineries Division (April 2008) for conversion of all the 5 GTs. 
The Company, however, decided (July 2008), to convert only one GT (GT no. 5) out of 
the 5 GTs to RLNG mode on the ground of uncertainty in availability of RLNG. 
Conversion of GT 5 scheduled for completion by November 2009 was completed in 
September 2010. 

Board of Directors approved (October 2009) the proposal for conversion of remaining 
four GTs to RLNG mode by October 20 II. The conversion of these GTs was completed 
between December 20 II and May 2012. 

It was observed that the Company failed to synchroni ze, the conversion of all five GTs 
with commissioning of DPPL (Jul y 201 0). The refinery could not, therefore, use RLNG 
as fuel for generation of power in its CPP and consumed Naphtha for CPP till May 2012 
which was costlier than RLNG, resulting in avoidable extra expenditure on fuel of 
~ 135.81 crore as detailed below: 
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Partklllllars 
1) <Cost of Naphtha in generation of power 

I 

KWH) 
I 

at Refinery ('{/ 

2) dost of RLNG in generation of power ("{/KWH) 
I 

3) :qiffereric~ (1 - 2) 

4) Power gerierated at PR in 2010-11 from August 2010 to 
M~ch 2011 and for 2011-12 by using Naphtha (in crore KWH) 

5) Extra fuel cost (3 X 4) ('{in crore). 
I 

2010~H 

(JFmm. A1!llglllls11 
20Ull) 

5.43 

2.54 

2.89 

35.72 

103.20 
6) Exll:ra expemllitllllre i!llue ll:o Il110il1l~connversnmn oft' GTs ll:o lRlLNG moi!lle ("{ nll1l 

I ' crore) · 
7) In case of non-availability of RLNG, cost of Spot RLNG in 

I , 

generation of power ("{/ KWH) 3.04 I 

8) qifference( 1- 7) ·2.39 
9) Extra fuel cost in worst scenario of non-availability of 

I . 

RL~G ('{in crore) (4*8) 
85.22 

10) ,Extra expendlitllllre dlllle ll:o !l1lO!l1l~co!l1lversli.on oft' G'fs to gas nimoi!lle ("{ lill1l crore) 
( Oll1l the basis ,of §poll: 2as pll"lice) 

I 

20H~12 

5.92 

3.85 

2.07 

55.25 

H4.35 

2]'7.55 

5.00 

0.92 

50.59 

135.81 

Ma?agement stated (October 2012) that the proposal for conversion of Naphtha fuel to 
RLNG fuel in GTs of Refinery was put up to Planning & Project Committee (Board of 
Dirbctors) in June 2008 for synchronizing the conversion of GTs with PNCP. Though the 
proposal was economically very attractive, due to uncertainty in the availability of gas, it 
was1 decided to initially go in for conversion of only one GT in the first phase as the 
conipany had got assurance of 1.5 rnmscmd1 

( + 10 per cent over drawal) from GAll, in 
whiph only 0.2 riunscmd was to be allocated to the Refinery for operation of one GT. . 

Martagemeni's reply is not acceptable as the fact remains that the Refinery received and 
. I ' 

consumed 0.53 mmscmd (RLNG-0.53 mmscmd an.d Spot gas - nil) to 3.47 mmscmd 
I 

(RUNG 1.28 mmscmd and Spot gas 2.19 mmscmd) of gas during August 2010 to 
September 2012 as per requirement. This shows that the Company had got the gas as per 
reqJirement 'either through RLNG contract or from purchase of Spot cargo. Flllrther, the 
Co~pany was well aware of the shortage of Naphtha ansing after commissioning of 
PN~P. Hence, keeping in view the envisaged benefits, non-acceptance of the proposal 
maqe in April 2008 for conversion of aU five GTs to RLNG mode on the ground of 
uncertainty in availability of gas was not justified. ' 

I 

Th~ Company while approving the proposal in Juliy 2008 for only one GT considered 
~of 61 per cent ba~ed on last ?ne year average rate of gas at $1,J.41 per mmbtu2

. The 
rates of Spot.gas dunng the penod August 7Q10 to Sept~mber 2012, however, ranged 
betteen $ 9 and $ 17.44 per mmbtu. ·. · . . · · · 

Th~s, duet~ non-synchronization of conver~ion o(five GTs with the commissioning of 
DP~L proje<;:t, the Company incurred avoidable extra expenditure on fuel to the tune of 

I 
I ,, 

I 1 Mi{liion metric standard cubic metre per day 
2 Million Metric british thermal unit 

I 
I 
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~ l35.8 lc rore on account of costlier fuel for gene ration o f captive power duri ng August 
2010 to March 20 12. 

The matter was reported to the Mini stry in January 20 13; the ir reply was awaited (March 
2013). 

10.4 Avoidable loss due to not ensuri11g captive comumption of wind power 
generated 

Failure to maximize captive consumption of wind power generated resulted 
avoidable loss of ~ 21.44 crore to the Company between January 2009 and 
November 2012. 

Indian Oil Corporatio n Limited (Company) decided (July 2008) to se t up a wi nd power 
project with an installed capacity o f 2 1 MW in the State of Gujarat at a cost of ~ 13 1.66 
crore. The power generated from this project was to be injected into the State grid. The 
local energy distribution companie (DISCOMs) would then wheel the power to the 
identified 'recipient units' of the Company for capti ve use. 

The Project Appraisal Note prepared (June 1998) by the Company had highlighted that 
viability o f the project depended critically on I 00 per cent capti ve consumption of the 
entire power generated and projected an Internal Rate of Return (IRR) of 12.98 per cent 
for the project as against the approved benchmark IRR of 16 per cent for non-core 
project . The Company conside red capti ve consumpti on of entire power generated in 
order to maximize the project benefit. One of the j ustifi cations for implementing the 
project was the rate of~ 5.48 per Unit charged for grid power which was expected to go 
up in future. 

The Company commissioned 14 (Nos.) Wind Turbine Generators (WTGs) of 1.5 Mega 
Watts each in December 2008/January 2009. While ente ring into (April 2009) 
agreements with DISCOMs of Gujarat State for wheeling of power with an arrangement 
for capti ve power con umpti on, the Company grouped the WTGs in three groups, s igned 
a separate agreement for each group and attached o nly fi ve 'recipient units' (i. e. locations) 
for capti ve consumption out of nine pipe line and 12 marketing locations in the Gujarat 
State . 

As per the agreements with DISCOMs, any surplus power after set-off against monthly 
consumption at recipient units wa considered as sale to DISCOMs. The agreed rate for 
sale of such surplus wind power was ~ 2.86 pe r Unit. 

Audit observed that: 

• Right from commissioning of the WTGs, the five locati ons identif ied by the 
Company and de ignated as rec ipient unit under the agreements were unable to 
con ume the entire power generated by the WTGs between January 2009 to 
November 201 2, leaving a surplus of 5,5 1 ,04,577 units which had to be treated as 
sale to DISCOMs as per provisions of the agreements. 

• The Company was realiz ing only ~ 2.86 per Unit fro m the DISCOM for surplu 
power sold whereas it paid the DISCOMs at an ave rage rate of~ 6.75 per Unit 
during the same period for the power consumed by its othe r pi peline locations 
which had not been designated as recipient units unde r the wheeling of power 
agreements. Thi resulted in net loss of ~ 2 1.44 crore [5,5 I ,04,577 Units x (~ 6. 75 
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minus ~2.86)] to the Company on account of sale of surplus 5,5 1,04,577 Units of 
power to DISCOMs that could not be captively consumed. 

• The Company had additional 16 locations in Gujarat State whose average 
monthly consumption of power was around 15 lakh Units as against an average 
monthly surplus of L L.72 lakh Units sold to DISCOMs. This confirms that entire 
power generated by the WTGs could have been captively consumed and sale of 
surplus power to DISCOMs and resultant loss avoided. 

• It was imperative for the Company to judicious ly identify the locations to 
maximize the recipient units for ensuring I 00 per cent captive consumption of 
power. The Company failed to review and identify Locations which could have 
been designated as recipient units for captive consumption under the wheeling of 
power arrangement to ensure that no surplus remained for sale to DISCOMs at 
un-remunerative rate. 

In reply, the Management (September 2012) agreed that the intent was to captively 
consume the entire power generated by the WTGs and highlighted the following issue : 

• While signing the agreement , Gujarat Energy Transmission Corporation Limited 
(GETCO) allowed attachment of only two locations per WTG group. 
Accord ingly, five locations with maximum power consumption were selected and 
attached with the WTGs. The estimated annual power consumption of the five 
location was 4,33,77,588 Un its as against the e timated average annual 
generation of 4,04,71,200 Units by WTGs and, hence, these locations could 
consume the entire power generated, though not uniformly in all months due to 
wide variation in power generation over the year. 

• Captive consumption of the entire power generated by the WTGs was not 
possible as the peak generation from WTGs was of the order of 72 lakh Units 
whereas peak demand of all locations of Pipelines and Marketing Divi ions in 
Gujarat was of the order of 51 lakh Units. 

• The Company had already taken up the matter with GETCO in writing on 0 I 
January 2011, 06 January 2012, 15 May 2012 and 27 August 2012, seeking 
permission to attach more locations per WTG group but no response was received 
and that the Company was contemplating filing of a petition before Gujarat 
Electricity Regulatory Commission in the matter. 

• During the first year (2009-1 0) of commissioning of WTGs, total captive power 
consumption was 50 per cent, which increased to 77 per cent in 20 11- 12 and that 
in 2011-12 (8 months), the entire power generated by WTGs was fully consumed 
in the fi ve locations attached to the WTGs. 

Reply of the Management is not acceptable in view of the following: 

• The contention that the five attached locations were sufficient to draw the entire 
power generated does not hold good as data indicated that there wa substantial 
sale of wind power from January 2009 to November 2012. 

• The contention that captive consumption of the entire power generated was not 
feasible needs to be viewed in the light of the fact that feasibility of the WTGs 
depended critically on I 00 per cent captive consumption of power. The feasibility 
report had indicated the commissioning of all WTGs would have IRR of 12.98 
per cent, much lower than the benchmark of 16 per cent when 100 per cent 
captive consumption was assumed. In the proposal put up to the Board for 
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approval, the expected IRR was lowered to I 0 .33 per cent with expected net 
annual generation of 4,0 I ,75,7 14 Units and I 00 per cent capti ve consumption . 
However, actual generation of power during 20 I 0-1 I and 20 11 - 12 was much 
lower (3,48,16,586 - 3,38,26,779 Units respecti vely) compared to estimates, 
except marginal higher generation during 2009- 10 (4,12,39,435 Units). Despite 
this, the Company failed to consume the entire power generated captively and had 
to sell the power as surplus to DISCOMs at un-remunerati ve rate. This could have 
been avoided had the Company attached rec ipient units commensurate with the 
power generated. 

• The Management's contention that the entire power generated in 2011 - 12 
(8 months), had been fu lly consumed in the five locations needs to be viewed in 
the light of the fact that 76,95,763 units (-23 per cent of the total generation) 
were sold in the year 20 I 1- 12. The sale had increased to 34 per cenl (87 ,58,685 
units) in the subsequent year 20 12- 13 (By November 20 12). 

The matter was reported to the Mini stry in December 20 12; reply wa awaited (March 
20 13). 

Jll" 1 •~ • ,."""nifure dul to undt rutt/1\atwn of /, "' 

Panipat refinery incurred an avoidable expenditure of~ 12.02 crore due to drawing 
energy from its Captive Power Plant instead of utilising cheaper source of energy 
from Uttar Haryana Bijli Vitran Nigam Limited. 

In order to ensure uni nterrupted power supply, Pan ipat refinery oflndian Oi l Corporation 
Limited (the Company) instal led a Captive Power Plant (CPP) comprising 5 Gas 
Turbines and 3 Turbo Generators having generation capacity of 227.77 MW. Uttar 
Haryana Bij li Vitran Nigam Limited (U HBVNL) erstwhi le Haryana State Electric ity 
Board also sanctioned (October 1996) contract demand for permanent power supply of 
10 MVA (8500KW/10000 KVA) through a 132/11 KV line. As per the contract the 
refinery could draw a max imum of 744.60 lakh KWH per annum assuming 8,760 hours 
(365x24) of operation per year. 

It was observed in audit that the variable cost of power generation in own CPP was 
higher than the cost of power drawn from UHBVNL by the company during the Ia. t four 
year. i.e. 2008-09 to 2011 - 12. The tariff of power supplied by UHBVNL (excluding 
fixed charges) was ~ 4.41 per KWH (2008-09 and 2009-1 0), ~ 4.32 pe r KWH (20 I 0- 1 I 
and 20 11- 12) and ~ 4.9 1 per KWH from Apri I to December 201 2 whereas variable cost 
of power generation in CPP was ~ 7. 12 Per KWH in 2008-09, ~ 6.33 per KWH in 2009-
10, ~ 6.92 pe r KWH in 2010- 11 and~ 8.33 per KW H in 2011 - 12+. 

The Company did not draw power from UHBVNL at optimum level despite avail abil ity 
of the same below the variable cost of power gene rated from its CPP and continued to 
feed even its non essential services like township and construction activities from C PP. 
The power consumption from UHBVNL ranged between 0.01 lakh KWH per month 
(April 201 1) and 19.70 lakh KWH per month (September 20 11 ) against the maximum 
available power of 62.05 lakh KWH per month . The company failed to draw optimum 
quantity of power from the cheaper source which resulted in extra expenditure of~ 12.02 

.. Variable cost of power generation in CPP per KWH for the period April 12 to December 12 was not 
available as cost records for the period were yet to be prepared. 
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crore from April 2008 to December 20 12 being the difference between the variable cost 
of power drawn from UHBVNL and power generated in CPP. 

Management in its reply (September 20 12) stated that to draw some amount of grid 
supply on continuous basis, it was req uired to segregate essential and non-es. entiat loads 
of the refinery and feed non essential load separately from State Grid Supply. 
Management also stated that it was identified that the refinery township and construction 
supply for project jobs are such loads which can be fed from UHBVNL supply. 
Segregation of township upply and provision of UHBVNL grid suppl y to feed township 
separately could be made avai lable in June 20 11 and thereafter township supply was fed 
from UHBVNL supply. 

Management's reply is not acceptable as identification of non-essential services could 
have been done in 1998 itself (setting up of Refinery) and UHBVNL supply could be 
utilised in such services as it was more cost effective. Thus the Company failed to avail 
grid power upto the level of full requirement even for non essential services such as 
township, and construction activitie etc which resulted in extra expenditure to the tune 
of~ 12.02 crore from April 2008 to December 20 12 ( inc luding~ 4.44 crore for the period 
June 20 II to December 20 12) and non-utilisation of full sanctioned load of UHBVNL. 

Further, de pile the reply of the Management that segregation of township upply and 
provi ion to feed township separately was made possible in June 20 II , it wa noticed in 
Audit that the company wa still not drawing maximum power as required from 
UHBVNL for using in non-essential services even during 2012- 13 as drawal of power 
from UHBVNL was 48.58 lakh KWH only again t the actual usage for non-essential 
services of 150.53 lakh KWH upto December 20 J 2. 

The matter was reported to the Ministry in December 20 12; their reply wa awaited 
(March 20 13). 

10.6 l .o.•.;s fd revenue 

Company's failure to share A TF pipeline with other OMCs resulted in a recurring 
loss of revenue which amounted to ~ 8.86 crore for the period from November 2008 
to June 2012, besides adverse impact on the environment. 

Indian Oi l Corporation Limited (Company), Bharat Petroleum Corporation Limited 
(BPCL) and Hindustan Petroleum Corporation Limited (HPCL) have their terminals at 
Devangonthi, Bangalore. These companies transport Aviation Turbine Fuel (A TF) for the 
aircrafts operated at Bangalore Airport by trucks from their respective terminals. 
Consequent on formation of Bangalore International Airport Limited (BIAL), the airport 
operations were to be hifted in 2008 to the new airport at Devanahalli, which i about 36 
KM from the terminals. 

The Company, therefore, proposed in June 2006 to construct a pipeline project with a 
installed capacity of 0.66 MMTPA • from its terminal at Devongonthi to BIAL in order to 
reduce quality control activities while loading/unloading, e liminate chances of 
contamination/pilferage, and effect economy in transportation by earning revenue by 
sharing the faci lity with other Companies. 

• Million Metric Ions per annum 
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The pipeline was commissioned in October 2008 at a co t of'{ 27.29 crore and was put to 
operation from November 2008. Contrary to the projection made in the proposal, the 
Company fai led to share the faci lity with BPCL and HPCL. On completion of the project, 
the Company demanded charges of'{ 260 pe r KL which was not accepted by BPCL and 
HPCL on grounds that they incurred only '{ 126 and '{ 177 per KL respecti vely for 
transportation of A TF through hired trucks. Belatedly, B PCL and HPCL agreed to a rate 
of'{ 260 per KL in June 20 11 and January 20 13 respectively. However, the work on hook 
up facil ity to transport the fue l from BPCL and HPCL terminals to IOCL pipeline was yet 
to start (March 20 13). 

During the period from November 2008 to June 20 12, the Company transported 585048 
MT of ATF through the pipeline and the capacity utilisation ranged between 18 per cent 
in 2009- 10 and 32 per cent in 20 I 1- 12. During the same period, BPCL and HPCL 
transported 265 124 KL and 75836 KL of ATF respecti vely from their terminals to Fuel 
Farm Facility by incurring a truck transportation co t of'{ 4.70 crore. 

Thus, Company 's fa ilure to share the infrastructure among the PSUs, under the same 
Mini try, resulted in recurring revenue loss apart from adverse effect on the environment. 
The revenue foregone by the Company during November 2008 to June 20 12, as per the 
rates of'{ 260 per KL worked to'{ 8.86 crore. 

The Company, while agreeing with audit on the adverse impact on the environment, 
stated (August 20 12) that they were prepared to share the pipe line with the two OMCs 
but HPCL had initially not agreed to the rate of'{ 260 per KL. Though BPCL agreed to 

the rate in June 20 11 , they requested for detailed eng ineering/estimation for hook up 
faci li ties fro m their terminals to TOCL pipeline which had been approved onl y in August 
20 I 2 to enable them share the pipe line. The Company furthe r stated that the rate of'{ 260 
per KL quoted by it wa reasonable as besides the truck transportation charges, the 
transportation by truck involves a number o f additional cost e lement like contracting, 
loadi ng/unloading, transit loss, manpower cost etc. 

The fact remained that there was avoidable delay in sharing the pipe line which led to loss 
of revenue and adverse impact on environment. The modalities for sharing the pipeline 
could have been finalized during project planning and its implementation, particularly 
when the project' s economic viabili ty envisaged the revenue from sharing of pipeline 
with other OMCs. The differences on the issue of rate of transportation could have been 
sorted out by OMCs through their Administrati ve Mini stry. 

The matter was reported to the Ministry in October 20 12; their reply was awaited (March 
20 13). 

ion and Natuntl Gas Corporation Limited 

10.7 A voidable hiring of rig in deviation from standard tendering procedure 

Oil and Natural Gas Corporation Limited (Company) hired rig 'Actinia ' from 
Reliance Industries Limited (RIL) for six months on assignment basis in deviation of 
standard tendering procedure citing requirement to drill at three locations. Actual 
deployment of the rig indicated that hiring of the rig was not necessary for drilling 
at any of the three identified locations. The entire expenditure '{ 146.71 crore on 
hiring of the rig from February 2009 to July 2009 was, thus, avoidable. The rig idled 
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Oi~ and Natural Gas Corporation Limited (Company) received (November 2008) an offer 
frJm Reliance fudustries Limited (RllL) for sharing latter's hired rig 'Actinia' along with 
ad~itional services/equipment on assignment basis for a period upto 1 July 2009. The rig 
ha1~ a: capac;:ity to drill wells upto a water depth of 600 meters. RJ[L had hired the rig at an 
Operating pay Rate (ODR) of US$ 190,000 from Transocean.Offshore International 
V~nture Lihrited (TOIVL) for a firm duration of 1,020 days ending 01 July 2009 or for 

I , .. . . . ·. 

drilling 14 firm wells subject to completion of well in progress then, whichever is later. 

oh receip~ of the offer of RJ[L, the Company, evalu~ted its ~ork commitments and 
a~ailability of rigs and assessed (December 2008) that there was a 'need for hiring Actinia 

I ' ' . 

rig for drilling three wells in nomination blocks at the foUowing locations: 
I . 

(a) KD-12-AA (302m)· to be drilled before 31 January 2009; 

(bD GDP-3 (600 m) to be drilled by 14 May 2009; and 
I . I •. 

(c9 Vashishtha S-1 (244 m). 

Abcordingly, the Company hired the rig Attinia from RJ[L in January 2009 at an 
Operating Day Rate (ODR) of US$ 190,000/day on assignment basis for a period of six 
mbnths at .the same ternis and conditions that RIL had agreed with TOIVL. A tripartite 
as1signment agreement (TPA) was entered(signed in August 2009) among the Company, 

I . . . . ·. . 

RJ[L and TOIVL. The rig reached the Company's site on 12 February 2009. 
I . 

Audit observed that: 

(1) As :against drilling of three wells at three locations identified by the Company to 
l justify hiring of therig, the rig was deployed at only one location viz. KD-12-AA 

! 

I 

(H) 
I 

I 
' t· 
I 

I 

i 

Cs) 
I 

I 

(d) 
I 

. upto July 2009. Drilling of well at second location (GDP-3) was carried out by rig 
. 'Discoverer Seven Seas' while drilling of weH at the third location(S-1) was 
· corinnenced much later by another rig (Nobel Duchess) in August 2012. 

Even for location KD-12-AA at which rig Actinia was deployed, the Company, 
. before receipt of offer from RJ[L, had originaUy .decided (March 2008) to deploy 
rig>Energy Driller'. However, the Company, diverted rig Energy Driller to KK
OSN-,2001/2 and KK-OSN-2001/3 blocks in Kerala Konkan basin for drilling 
from 17 December 2008 instead of deployingit ~:tt location KD-12- AA. This was 
despite the fact that the Ministry of Petroleum and Natural Gas (MOPNG) had 
already directed (October 2008) the Company to relinquish both the blocks (KK
OSN~200112 and KK-OSN-2001/3) and pay for the unfinished work programme. 

Rig Actinia was hired without calling for competitive bids. Hiring ofrig was not 
justified as the rig was not necessary for drilling any of the three identified 
loc'ations. The entire expenditure of~ 146;71 crore on hiring of the, rig and 

· deviation from the standard tendering procedure was, thus, avoidable. 

Rig Actinia idled from 12.00 hours on 16 February 2009 to 17.00 hours on 22 
February 2009 for want of material supply. Dufing this period, standby day rate 
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with crew was payable for the rig, which resulted in unfruitful expenditure of 
'{ 4.64 c rore"" . 

The Management replied (September 20 12) that: 

• Though the location KD-12-AA was relea ed for dri lling in January 2008, the 
same could not be taken up for dri ll ing due to non availability of a rig at that point 
of time and, hence, the Company decided to hire rig Actin ia in November 2008, 
three months before the expiry of PEL cyc le of the block i.e. January 2009. 

• The rig idling from 16 Febmary 2009 to 22 February 2009 was due to non 
availability of 'subsea wellhead' which had to be arranged from RIL. During the 
above period, preparatory jobs were carried out for spudding the wel l. 

Reply of Management is not tenable in view of the following: 

• The Company, in March 2008, itself planned to dri ll a well at KD- 12-AA location 
as a first location by rig Energy Driller which, however, was not done. In fact, 
the rig Energy Driller planned originally for this location was used during the 
same period (when rig Actinia was deployed on KD- 12-AA) for drill ing in blocks 
which the MOPNG had directed to surrender. 

• The rig was waiting for 11 9.75 hours during February 2009 for want of materials, 
for which stand-by rates were paid by the Company. 

The matter was reported to the Mini stry in October 20 12; their reply was awaited (March 
2013). 

10.8 Lon due to award of contract to an incompetent party based 011 forged 
document\ 

ONGC awarded a contract on the basis of forged documents submitted by the 
bidder. The contract was terminated four years later owing to inability of the 
contractor to implement the project leading to a loss of'{ 114.78 crore to ONGC. 

Oil and Natural Gas Corporation Limited (ONGC) awarded a contract in November 2007 
to M/ NaftoGaz India (P) Limited (NaftoGaz India, the contractor) at a lumpsum price of 
Euro 129.69 mi llion ('{ 724.84 crore) for Offshore Grid Interconnectivity Power to 
Electrical Submersible Pump Project (OGI Project)• in western offshore. The project was 
scheduled to be completed in March 2010. As per contract conditi on , ONGC obtained 
from the contractor a Performance Bank Guarantee (PBG) of Euro 12.969 mi ll ion, being 
10 per cent of the contract value. 

As per the Bid Evaluation Criteria (BEC) of the tender, offers of tho e bidders, who 
themselve did not meet the experi ence and financial capabi lity criteria as stipulated in 
the BEC, could also be considered, provided the bidder was a 100 per cent subsidiary 
company of the parent company only if the parent company itself met the experience and 
financial capability criteria stipulated in the BEC. NaftoGaz India qualified as an eligible 

"'For 119.75 hours*US$ 186,000 per day*/ 19.75 hours/24 /tours. r'50=US$. 
• Installation of Electrical Submersible Pumps for sustained production of oil for which an integrated 

power network from process platform to a group of well platforms was required to be laid down using 
submarine composite cable for electric power and communication. 
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bi4der on the strength of M/s. NaftoGaz of Ukraine (NaftoGaz Ukraine) of which the 
f?filer claiined to be a 100 per cent subsidiary. 

Since award of the work, there were persistent delays by NaftoGaz fudia in project 
ex~cution due to its poor project management and financial constraints. ONGC made 
re~erences !during Octpber · 2008 to November 2009 to NaftoGaz Ukrairie and the 
cdnsulate Oeneral of Ukraine to seek its help. in mqtivating Naftogaz Ukraine for 
prbviding financial assistance and project management support to NaftoGaz India, being 
a ~holly owned subsidiary of the Ukraine based company as per documents. NaftoGaz 
~aine in~ormed (F~bruary 2010) ONGC that NaftoGaz India was not its subsidiary. A 
subsequenticorporate search instituted by ONGC brought to light (corporate search report 
of!March 2010) that-the documents submitteq _:viththe te~der by NaftoGazindia claiming · 
its

1 

incorpo:ption on 14 June 2005 with the Registrar of Companies (ROC), Delhi and 
Haryana w~re forged. It was also confirmed that N aft6Gaz India was never incorporated 
asIa wholly, owned subsidiary of NaftoGaz, Ukraine .. 

T~e contra~t was, thus, awarded by ONGC toNaftoGaz fudia based on forged documents 
submitted by the former. Subsequent to the discovery that the doetniients submitted by 
NMtoGaz India were forged, ONGC constituted a ·High Level c·ommittee1 (HLC) in 
S~ptember i2010 to examine technical, financial and legal issues ~d n'icommend the way 
forward. ·· HLC in its report ( 11 November 201 0) recommended· that a final chance be 
giten to NaftoGaz fudia by extending the contract provisionally upto May 2011 subject 
to lfulfilmel).t of a set of conditions by NaftoGaz India including (i) opening of a separate 
E~crow Adcount for this contract to be operated as per theinstructioris of ONGC, (ii) 
intestmentffinancing of ~ 50 crore to the Escrow Account with· SBI for funding of the 

I · i . \ . , 

project to help payment to suh:·vendors/sub-contractors ~ithin 15 days from the date of 
is~u~ of e~tension, \~ii) submis_sion of additi~nal ~BG· of _Euro 6.5 million to. q~o~ · 
within 21 days from t~e date of Issue of extensiOn, (1v) opemng of Letter of Credit Within 
211 days, (v) mobilization of resources (men, materials, and barges) within 30 days from 
th~ issue of extension letter by ONGC, failing which the contract would be terminated 

. anh PBG o,f the contract~r forfeited. As NaftoGaz India' failed to fulfil these conditions, 
th~ contract was terminatt;d on24 February, 2011. Atthe time of termination of contract, 
59 per cent of the project \was completed and ONGC h~d released ·payment of~ 239.14 
cr?re .. Fol~owing termination, the tender was re-invit~d and the work was awarded 
(March 2012) to another contractor, with scheduled completion by May 2013. 

I . . . 

T~rminatio,n of contract resulted in a net loss of nl4.78 icrore2 to ONGC considering the 
calsh paidAuring the period April2008 to February 2010: againstthe assets created by the 
contractor. i Besides, the OGI Project was for providing power to the· Electrical 
Srlbmersible Pump (ESP) Project. The completion of the OGI Project was vital for 

I ' . . . , • . . 

t?rfancing ; the . produ~tion · from westerri offshore .. Due:. to t~rmination . and subs~quent 
a'fard of fresh contract (March 2012), there would be a delay m completiOn of proJect by 
thlee years·. 

I . 
i 
I 
I 

1 : • .: . ~,_~;· 
1 An internti,l Committee - comprising of Executive Director (As!fet Manager Mumbai High Asset)as 

Head of Committee; Executive Director (Chief Offshore Engin,eering Se,ryi~es) as Conyener; Group 
General Manager (Chief Offshore Engineering 'Services), Group G~~'iMit;'Manage~'~(J,;i#(lizde and 
fccounts) ;afid General Mtznager (MaterialManagement- Offsho~e LiJ~~{tj?i:'flcf~up) {ls Melizb(m;. 

2 After forfeiture of 10 per cent PBG worth f'80.76 crore in February 20lt.' ~'::: .. : . . ·· .. 
I . ., .. ·• 
i . . . 

I 
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The Management stated (August 2012) that: 

The contract was awarded to NaftoGaz India based on technical experience and 
financiall strength of the parent company i.e. NaftoGaz, Ukraine. As a guarantor, 
NaftoGaz of Ukraine had submitted to NaftoGaz India MOU· and a parent 
company guarantee to provide project management, financial and technical 
support to NaftoGaz India to discharge :its obligation as per contract. 

o As per the BEC, the j>idder fulfilled aU the criteria, viz., technical, commerciall 
and fmancial criteria1considered necessary for award of work. The contract was 
awarded after due diligence and on bidder meeting all the criteria i.e. technical, 
commercial and fmancial criteria necessary for award of work. 

The Management further stated that the contract was terminated due to non
fuliilment of .the conditions/milestones and transgression of Integrity Pact~. The 
fact that th~~~J. was of no shareho1ding of N aftoGaz Ukraine beyond 2005 was 
never infon:lled,to ONGC either at the time of tender or thereafter tin March 2010. 

o While confirming the net loss of ~114.78 crore ineurred due to termination of the 
contract, ONGC stated (August 2012) thaf the Company :i.n consuhation with its 
Legal Section has taken up the issue of recovery of losses from NaftoGaz India. 

Reply is not acceptable in view of the fact that: 

0 

0 

0 

ONGC awarded the contract to NaftoGaz India without carrying out the requisite 
due diligence through an independent verification of the genuineness of the 
documents submitted by the latter claiming to be a wholly owned subsidiary of a. 
foreign company which was vital to ensure that the bidder quaHfied as per the 
criteria. ONGC also faHed to verify the correctness of the parent company's 
shareholding in the subsidiary company as on the date of award of the contract. 
Thus, as a prudent Corporate, ONGC failed in safeguarding its financial interest 
and awarding the contract to a competent party. 

BEC of the tender also did not contain a clause reserving the right of ONGC to 
conduct independent verification of documents to ascertain authenticity of the 
documents submitted by the bidders so as to serve as a deterrent. The fact that the 
said bidder had submitted forged documents to secure award of the contract was 
revealed only in March 2010. This indicated that ONGC did not have a system of 
proper verification of the documents ofthe bidders. 

Despite having sustained a substantial loss in the instant case as a result of 
fraudulent act on the part of N af~oGaz fudia, ONGC had neither reported the 
matter to its Board of Directors nor filed any First Information Report with the 

·.Police so far (December 2012) for investigation of what appears to be a criminal 
matter. 

The whole situ.l:ltion arose because ONGC instead of carrying out verification of 
the documents furnished by the bidders in regard to their fulfilling qualifying 

• An instrument signed between the Principal and the bidder for ensuring gr.eater public oversight over 
possible corruption in government organisation and to bring in transparency and integrity in the 
bidding process. 
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criteria i.e. experience and financial capability at the initial stage, relied upon the 
face value of the documents after obtaining MOU and a Corporate Guarantee 
signed by the bidder and its parent company wherein the parent company 
undertook obligations of the subsidiary towards providing Project Management, 
Financial and Technical Support to the subsidiary for successful accomplishment 
of the contract. Secondly, the documents submitted initially by NaftoGaz India at 
the time of bidding ought to have been verified before award of the contract. 
These were verified by reference to the parent company viz. NaftoGaz Ukraine 
after award of the contract to NaftoGaz India in November 2007. The verification, 
however, revealed that the documents submitted by the India based company 
claiming to be a wholly owned subsidiary of the foreign company were forged. 

The matter was reported to the Ministry in August 2012; their reply was 
awaited (March 2013). 

10.9 Non-receipt of credit and /o.u of interest due to delay in installation of ,\81' 
meter.~ 

Delay in installation of the ABT compatible meters by Oil and Natural Gas 
Corporation Limited led to non-receipt of credit of ~ 72.83 crore from power 
distribution companies of Gujarat State towards power wheeled to 'recipient units' 
and consequential loss of interest~ 23.12 crore. 

Oil and Natural Gas Corporation Limited (Company) was operating Co-gen Captive 
Power Plants (CCPPs) at Ank.Jeshwar Asset and Hazira Gas Processing Plant (HGPP), 
Surat. The power generated in these CCPPs was utilized for the plant operations and the 
surplus was supplied to nine 1 'recipient units' for consumption as open access users under 
wheeling of power agreement signed2 by the Company with Gujarat Energy 
Transmission Corporation Limited (GETCO). All the 'recipient units' drew power for 
consumption from Uttar Gujarat Yij Company Limited (UGYCL) - power distribution 
company, except one viz. Ankleshwar LPG Plant which drew from another distribution 
company-Dakshin Gujarat Vij Company Limited. The power tariff was related to change 
in power frequency by 0.5 Hz and the meters recorded the power transmitted/consumed 
with change in frequency by 0.5 Hz within a 30 minutes time block. 

In August 2006, Gujarat Electricity Regulatory Commission (GERC) issued an Order 
stipulating that all intra-State open access users should have Availability Based Tariff 
(ABT) compatible inter face meters. The purpose was to measure the net power 
transmitted/consumed in each 15 minutes time block of real time alongwith change in 
average frequency by 0.2 Hz. The tariff for power transmitted/consumed was proposed to 
be revised accordingly. Accordingly, UGVCL intimated (February 2008) the Compani 

1 Six 'recipient units' from CCPPAnkleshwarand three from HGPP: 
Ankleshwar: 1. Central Tank Farm (CTF) Navagam, 2. CTF Kalol (Ahmedabad), 3. Santhallnsitu 

Phase I (Mehsana), 4. Balollnsitu Phase I (Mehsana), 5. Group Gathering Station 
(GGS) cum CTF South Santhal (Mehsana) and 6. Ankleshwar LPG Plant; and. 

HPGG I. CTF Mehsana, 2. Balol lnsitu Main (Mehsana) and 3. Santhal lnsitu Main 
(Mehsana). 

2 From June, 2002 in respect of HGPP and from November 2000 onwards in respect of Ankleshwar 
CCPP. 

3 Ahmedabad AsseL 
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the methodology to be adopted for billing by power distribution companies in case of 
open access and requested the Company to install AB'f compatible meters so as to start 
billing based on demand recorded. However, no action was initiated by the Company 
despite two reminders issued by UGVCL in April 2008 and May 2008. UGVCL again 
reminded and directed the Company in January 2010 to instaH the meters within two 
months. On 1 April2010, GERC issued another Order, with amendment to the Order of 
August 2006, for implementation of its previous Order issued in August 2006 and 
stipulated that the intra-State AB'f with all its commercial aspects would be fully 
implemented in Gujarat from 5 April2010. 

The Company di.d not comply with the instructions of UGVCL till 5 April 2010. On 3 
May 2010, UGVCL.:i.ntimated the Company that credit for sale of surplus power under 
the wheeling of power agreement would not be afforded due to Company's inaction 
towards installation of the said meters at the premises of its recipient units. 

Due to non-installation of ABT compatible meters, UGVCL and DGVCL stopped giving 
credit adjustment facility1 against the wheeled power in respect of aU 'recipient units' 
from 5 April2010. As of March 2012, the Company had not received credit of~ 122.86 
crore from UGVCJL/DGVCL for the period 5 April 2010 tin installation of AB'f meters 
at the. recipient units. 

The Company took up the matter with Gujarat Urja Vikas Nigam Limited (GUVNL) -
the holding company of UGVCL and DGVCL in July 2010 referring to inability 
expressed by GE'fCO in May 2010 in installing the meters for want of stock along with 
GE'fCO's suggestion for the distribution companies for purchase of such meters as per 
required specifications. The Company requested for an: interim arrangement for credit 
adjustment pending installation of meters. In August 2010, UGVCL reiterated its earlier 
stand and stated that the Company had to procure and provide AB'f compatible meters 
for installation at its recipient units and declined to afford credit tiH such meters ·were 
installed. 

The Company initiated action for procurement of meters in December 2010 and the 
meters were installed muchlater2

• Following repeated correspondence on the subject, a 
meeting between GUVNL and the Company was held inMarch 2012. It was decided in 
the meeting that from April 2010 till installation of AB'f meters, UGVCL would pay the 
Company for the power wheeled at the rate (~ 2.25 per Unit) at which GUVNL 
purchased surplus power.from the Company, instead of anticipated average rate of~ 5.49 
per Unit for the power wheeled during this period. By November 2012, the Company had 
received ~ 50.03 crore from UGVCL at the rate of ~ 2.25 per Unit for the power sold 
under the arrangement. ·Though the Company had initiaHy protested against the lower 
applicable rates, it was not followed up with UGVCL. 'fhe balance amount of~ 72.83 
crore·had not been realized by the Company till March 2013. · 

'fhus, delay in complying with the GERC Regulations/Orders and instructions of the 
power distribution company resulted in short receipt of~ 72.83 crore with consequent 

1 7l'he credit towards power wheeled from the power plant of Oil and Natural Gas. Corporation Limited 
would be adjusted from the total amount payable by the recipient units for consumption of power for 
the respective month. 

2 At four recipient units under Mehsana Asset in August 2011; two recipient units under Ahmedabad 
Asset in December 2011, January 2012; LPG Plant under Ankleshwar Asset in August 2012~ 7l'wo 
installations ceased to be recipient units. 
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l@ss of interest of~ 23.12 crore over the -period May 2010 to March 2013. No credit 
adjustment had been received till March::2013 in respect of Ankleshwar LPG plant. 

The Management replied (September 2012) that: 

~ 1 Irnp'Iementation of ABT regime . was under fluid state till implementation of 
GERC's final Order of April 2010 and that as per GERC's Order of August ·2006, 
implementation of intra-State ABT system was on trial run (as a mock exercise); 

Gil GERC Order of August 2006 did not cover Open Access Users and applicability 
ofthe Order extended to such users on issuance of GERC Order of April 2010 
which amended the previous Order; 

oi Letters dating back to 2008 from UGVCL had not been received by the Company 
and UGVCL was informed of this on 15 March 2010. GERC in its Order of April 
2010 stipulated that the ABT meters would be provided by State Transmission 
Utility viz. GE'fCO. In May 2010, UGVCL had shown its inability to install the 
ABT meters; technical details for the meters were intimated to the Company only 
in October 2010. GETCO in its letter of 27 May 2010 had requested to take 
further necessary action of replacing ABT meters at 8 locations; and 

ta Set off/adjustment against power wheeling has been in the range of 65-70 per cent 
on an average and not 100 per cent as assumed by Audit and, therefore, the 
fin;ancial implication of funds blocked and interest loss would be less than the 
projected figures. 

JReply of the Management is not acceptable in view of the following: 

I 

The contention that Intra-State ABT was to be operated initially on trial run (as a 
mock exercise), is not acceptable as clause 20 of GERC Order No. 3 -of 2006 
stipulated that the intra state ABT o/as·to be operated. asa~'trial run' only for a 
period of three months (upto 30 November 2006). GERC's _resolve/decision to 
implement the Intra-State ABT compatible meters was already recorded in the 
Order of August 2006. The Order of April 2010 was only to clarify/streamline 
certain provisions of the earlier Order and to decide its actual implementation. 
H~nce, as a prudent Open Access User, the Company should. have taken 
necessary steps to install the meters in response to GERC Order of August 2006. 
The Company initiated necessary action to liaise with the State Power Utilities for 
procurement of the meters only after UGVCL stopped credit for wheeled power 
from 5 April2010. 

i As per clause 14(a) of the GERC's Order of August 2006, aU the Open Access 
Users specified under clause 8 and 9 of the Order included Open Access Users 
and were required to provide ABT compatible interface meters according to the 
Cep.tral Electricity Authority (Installation and Operation of Meters) Regulations 
2096. Clause 16(f)(iii) of the said Order stipulated that since energy accounting 
under ABT/Unscheduled Interchange (UI) mechanism would be for each block of 
15;minutes, such open access consumer's demand would be worked out based on 
15 minutes integrated period. Thus, Open Access Users were covered under 
GJS:RC's Order ofAugust 2006 and was a sufficient cause for the Company to 
initiate action for procurement/installation of the meters right from August 2006, 
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although a specific mention of the category was made in Annexure I to GERC's 
Order of April2010 as an amendment to the Order of August 2006. 

3. Though GERC's Order issued in April 2010 stipulated that inter face ABT 
compatible meters of requisite specification would be provided by the STU at the 
periphery of an intra-State entities (including the open access users) in lieu of 
expenses to be reimbursed to the STU by the entity/consumer concerned, it was in 
the interest of' the Company to initiate action for procurement/installation of the 
requisite meters in response to directions ofUGVCL before such an amendment 
was issued by GERC in April2010. The Company did not take the desired action 
between August 2006 and April 2010. Even if the Company's contention based on 
GERC's Order of April 2010 that it was responsibility of the STU to install the 
meters at tP.e premises of the recipient units is considered valid, the Company on, 
issuance of GERC's Order of August 2006 and should have proactively processed 
the matter with the respective distribution company as: 

(a) affording of credit for the power injected into the State grid by the generating 
units and 9onsumption of power by the recipient units under wheeling of 
power arrangement were inter-related issues; and 

(b) timely instaHation of the meters for recording the exact units of power 
consumed by the recipient units under the ABT tariff system was in the 
overall interest of the Company to ensure that it gets timely credit for the 
power sold to the State Power Utilities under the arrangement. 

4. The outstanding amount was calculated by the respective profit centers towards 
power wheeling amount receivable and recognized in the Accounts for the 
relevant period. This amount was calculated by the respective generating units 
after allowing the wheeling loss and other issues applicable under the ABT billing 
system. 

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

135 



Report No. 13 of 2013 

[ CHAPTER XI: MINISTRY OF POWER 

loamodar Valley Corporation! 

11.1 Ash Management in Thermal Power Stations 

11.1.1 Introduction 

J 

Ash is the residue after combustion of coal for generation of power in coal-based thermal 
power stations. A part of the ash, around 20 per cent, is collected as 'Bottom ash' at the 
bottom of the furnace. The other part is collected as 'Fly ash' in the Electrostatic 
Precipitators (ESP1

). This has to be collected and di sposed of without letting it out in the 
atmosphere. 

There are two ways of disposal of ash - the dry system and the wet system. Bottom ash is 
disposed of by using the wet system i.e, in the form of slurry whereas fly ash is collected/ 
disposed of by using either ' the wet' or ' the dry ' system. Dry fly ash is collected by 
means of dry fly ash collection system (DFACS2

) and conveyed/transported from buffer 
hoppers to the storage silos located outside the plant boundary. 

Dry fly ash is a valuable resource/raw material for cement, concrete and many other 
valuable high value added applications. Utilization of fly ash as part substitution of 
cement in concrete/mortar etc necessitate setting up of a system of dry fly ash collection 
which is the most efficient system in utilization of ash in a most economic, effective and 
eco-friendly manner. 

Ash Management in thermal power plants indicates limiting ash generation by reducing 
the ash content of coal used in power generation and also enhancing utilization of ash so 
generated. 

11.1.2 Scope of Audit 

A review on "Ash Management in Damodar Valley Corporation (Corporation)" covering 
the period from 1997-98 to 200 l -02 was incorporated in the Audit Report of the 
Corporation for the year 2002-03. Similarly, a long paragraph on "Ash Management of 
DVC Thermal Power Plants" was included in the Audit Report of the Corporation for the 
year 2008-09. The significant issues highlighted in the above reports were: 

~ High generation of ash due to non-usage of blended coal and use of coal with high 
ash content: 

~ Poor Ash Handling system; 

~ Inadequate evacuation and disposal of ash; 

~ Violation of pollution control norms. 

1 Precipitators (ESP) is a device that removes suspended dust particles from a gas or exhaust by applying 
a high-voltage electrostatic charge and collecting the particles on charged plates. 

2 A dry fly ash collection system ensures collection of ash from the ESP and transportation of the same 
to the storage silos located outside the plant boundary. 
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The Action Taken.Note on these issues has not .been received so far (January 2013). In 
the meantime, with the increased generation of power in the thermal power stations of 
DVC, the generation of ash has increased substantially. fu the above backdrop, a follow 
up audit on Ash Management system in four thermal power stations (MTPS, DTPS, 
CTPS and BTPS

1
) of the Corporation was undertaken which covered a period of three 

years (2009-10 to 2011-12). 

11.1.3 Audit Objectives 

The Theme Audit was carried out to assess whether: 

o the g~neration of .ash was regulated and managed efficiently as per norms set by 
Ministry of Environment and Forest (MoEF); 

v an efficient mechanism was in place to evacuate ash; 

€) ash evacuated was utilised effectively in accordance with the guidelines of MoEF 
and the Corporation; 

an efficient and environmental friendly mechanism was in place for disposal of 
ash. 

11.1.4 Audit Criieria 

The criteria for assessing the effectiveness of ash management were derived from: 

o norms fixed by Central Electricity Authority(CEA) for blending of coal; 

o norins fixed by MoEF/ MoP/ TIFAC/ CPCB/S PCB2; 

o estimated and actual generation of ash; 

® industry best practice. 

11.1.5 Audit findings 

11.1.5.1 Genemtion of Ash 

The Corporation with an installed thermal capacity of 4210 MW (June 2012) generated 
1~.86 MTPA of ashand disposed of 14.74 MTPA of ash during the period from 2009-10 
to 20H-12 as detailed below: 

'JL'I[Jimll Aslin gelllltell"1illtlil[)lnn1i!lnnldl1Utlillfiz1i!ltnl[)lnn 
(F ·n ) !gures m nu on ton per annum 

211119.-111 211111-U 211U-12 

Average Gerneratiolll Utilization Avel!'ageper Gelllel!'ation l[JtiJizatiOlll Avel!'age Generatiorn l[Jtillization 
percent oil' cent oil' ash percent oil' / 

ash corntent in asln 
conte11t in coal! content in 

·coal! collSume!ll coal 
COilSllllllei!ll consumed 

'• 

B'll'PS'B' 45.7 1.81 1.80 49.29 1.45 1.45 48.87 1.49 1.79 

. . 
1 M~]ia Thermal, Power Station (MTPS), Durgapur Thermal Power Station (DTPS),· Chandrapura Thermal Power 
Sta/.iOn. (CTPS), Bokilro Thermal Power Station (BTPS). 
2 

Ministry of !Environment and Forests/Ministry of Power/Technology Information, Forecasting and Assessment 
Council/Central Pollution Control Board/State Pollution Control Board. 
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Cl'IPS 

Jl)l'PS 

Ml'PS 

Total 

I 

45.33 0.61 0.62 48.57 0.83 0.39 50.79 1.17 

42.62 0.64 0.86 43.15 0.56. 0.86 45.55 0.72 

38.5 1.65 1.81 43.63 2.64 1.70 45.49 3.29 
i 

i 
4.7:1. 5.09 5.48 4.40 6.67 

It was observed that except for the year 2009-101
, ash generated was not fully utilized. 

Management stated (December 2012) that utilisation of ash in its power plants (87.28 
perceht).was better in comparison to other power utilities of the country. Audit however, 
obserWed that the '"ash so utilise<;! was mostly dumped in the ash ponds in slurry form (89 
per ~ent of total utilization) for subsequent utilisation in mine filling by incurring 
transportation cost instead of utilizing the same in an eco-friendly manner. 

11.1.S.2 Nmn-usage of beneficiated and blended coal . 

(al) I Cl{]):atll berrnefritciiatii.mn: It is a process by which the quality of raw coal is improved 
either by reducing the extraneous matter from the mined coal or by reducing the 
assoCiated ash or both. It is a broader term used to describe the complete process of 
sizing, handling and washing of the run-of-mill coal. Use of beneficiated coal leads to 
vario~s improvements in the performance of thermal . power plants, which contribute 
towatds reduced carbon dioxide emission and hence allowed as credit under Clean 
Dev~lopmerttiMechanism2 (CDM). The Environment (Protection) Act, 1986 under which 
the *OEF notifications are issued, empowers· the Government to impose penalty for 
contraventions of the rules, directions etc~ As per the MoEF notifications (1997, 1998 
and 2001), any thermal power station falling under a critically polluted area should rise 
beneficiated coal with an ash content not exceeding 34 per cent. CEA identified BTPS 
and DTPS ofDVC which were among the 39 thermal power stations requiring the use of 

I ' 

blended/beneficiated coal. · 

(b) Thus, non-usage of beneficiated coal in the above two power stations was not 
only ·in violation of the MoEF norms but also resulted in loss of opportunity to save the 

I 

cost of generation during the period from 2009-10 to 2011-12 in those TPSs. · 

Man~gement :replied (December 2012) that it had taken up with the coal companies for 
supply of ben~ficiated coal but had no choice but to accept the quality of coal supplied by 
them. This is not acceptable in view of the fact that the Corporation should have explored 
the p:ossibility of setting up of washeries of their own. \ 

0.76 

0.50 

2.20 

5.25 

(c} i · Bllerrni!:lliirrng I{])[ Cl{]):atll: It is also an importanttool of ash management since it entails 
mix4Ig of low ash content imported coal with high ash content indigenous' coal to ensure 
the ~equired heat value and to generate lesser amount of ash in flue gas. Bgiler _!Ul:>e 
leakages due to ash erosion can also be .avoided by lowering ge1,1eration of ash.. The ',. 
committee constituted by the Corporation for studying/analysing . the infrastructural 

I I • : • • '-.. --. • • 

1 Du1ng the year 2009-10 the utilisation of ash was more than ash geneu;aff!d ~~ (:Ti!S, DTJEW and 

2 
M~P~ due to ;clearance of accumulated balance 'of ash generated in the prev{o~s years. /'';'i! · · ; · 
The Clean Development Mechanism (CDM) is a flexible arrangement under .the Kyoto Protocol for 
international cooperation in reducirzg green house gas emissions. CDM allows emission-reduction 
proJects in de,veloping countries to earn certified emission reduction (CER) credi~s,1·each equivalent to 
on~ ton of C02. CERs can be traded and sold and used by industrialised countries to meet a part of 
the it targets for reducing emission. '\ I • . . 
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facilities available at Badarpur Power Station of NTPC for blending of imported coal 
recommended (June 2008) various measures like instaHation of high pressure fire 
hydrant, revamping of in-motion railway bridge, blending by dozer operation etc. Audit 
observed that there. were no blending facilities installed in the four power stations of the 
Corporation under review. There were instances of boiler tube leakages (15717.5 hours) 
in the power stations during the period from 2009-10 to 2011-12 on account of ash 
erosion resulting in' generation loss of 2407.28 MU. This loss could have been avoided by 
blending of imported coal with indigenous coal. 

Management accepted (December 2012) that blending of coal could not be done due to 
infrastructUral shortcorrll.ngs of the plants. 

H was further observed that due to high ash content in coal in DTPS, the performance of 
its ESP was affected resulting in emission of black smoke. The emission exceeded from 
439.59 mg/Nm3 (10 September 2009) to a maximum of 5403.45 mg/Nm3 (2Qth December 
2010) against the ;,norm of 150 mg/Nm3. Consequently, the West Bengal Pollution 
Control Board (WBPCB) imposed (September 2011) a pollution cost/penalty of { 20 1akh 
on DTPS and ordered to submit a bank guarantee of similar amount as an assurance to 
comply with the environmental norms~ The Corporation paid (October 20U) the penalty 
and submitted the bank guarantee to WBPCB. 

11.1.5.3 Absence of initiatives on Clea~n pewelopme~nt Mechanism 

The power stations need to adopt methodologies which increase efficiency of generation 
and improve the overall plant heat rates. Use of fly ash in construction of bricks and 
cement, installation of DFACS and ash water recirculation system are included in CDM 
qualified projects. Keeping in view the above benefits and requirements, the Corporation 
decided (September 2007) taking up CDM projects and expression of interests for the 
above projects was invited. Although some parties responded, the management neither 
took any further action nor apprised the Board. The Board also did not monitor this issue 
further. 

Management in its reply (December 2012) did not mention any reason for not taking any 
initiative on CDM. 

11.1.5.4 Absence of a comprehe~nsiwe Ash Ma~nagement Policy 

MoEF directed (September 1999) to gradually phase out dumping of fly ash cin land. H 
was observed that after a lapse of 10 years, the Corporation formulated (June 2009) a 
policy for dry fly ash utilization. The salient feature of this policy was centered on the 
utilisation of ash in dry form by cement industries so that the Corporation could save 
transportation cost to the tune of 80 per cent on account of ash evacuation and to comply 
with the environmental .norms set by MoEF as welt The MoEF through its notification 
(November 2009) mandated the thermal power plants to allocate dry fly ash to all 
manufacturers/agencies/entrepreneurs. The Corporation, however,. took nearly two years 
(September 2011) to include other manufacturers and agencies for utilization of ash. 

(a) Dry Fly Ash Collectio~n System \ 

H was envisaged in the policy of June 2009 that 80 percent of the total ash generated in 
the power stations could be collected through DF ACS for supply to user agencies. The 
status of installation/commissioning of DFACS in the units is given below: 
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I 

TPS "1Unnit 1l.'21JI"ge1t Date Present position 

BTPS 1,2 &3 April to July Unit 2- commissioned but lying inoperative 
2009 

Unit -1 & 3 not yet commissioned 
tTPS 1,2&3 Dec-10 Tendering stage 
DTPS 3&4 Dec-10 Construction stage 
MTPS 1to6 Units 1 to 3-Silo already connected to LIL 

Silo of Unit 4, 5 & 6 operational 

nJe to non-installation of DFACS, the Corporation had to evacuate ash from the ash 
pon;tds and dump the same into the open cast mines by incurring transportation cost. It 
was observed that during the year 2009-10 to 2011-12 the Corporation had to incur 

I 
~ 219.40 crore on transportation of ash (142.67 lakh cubic metre) and therefore lost the 
opportunity to save ~ 175.50 crore (80 percent of ~ 219.40 crore)~ The above 
trahsportation expenditure is recurring in nature and not reimbursable through tariff. 

Management stated (December 2012) that the Corporation had already installed DFACS 
in ~11 its n.ew units and initiated action for installation of the same in old units. It was 

I I 
observed that DFACS had not been commissioned in one of the new units (unit# 7) of 
Cl[PS. It was further observed that the DFACS had not been installed in the old units 
(December 2012). 

Management's contention that there was no loss due to non-installation of DFACS was 
not acceptable as the savings in transportation cost was envisaged by the management 
its~lf while 'framing the policy in June ~009. ·. · 

(b)! Ash 
1
disposal initia.tives 

There was poor off-take of ash from the Corporation's premises. The reasons for poor 
o~--take in ~TPS, the station. equipped with DFACS, were non- availability of operators 
at the dry fly ash silo, congestion as well as time restrictions at the gate of MTPS. The 
Coq>oration did not take suitable action to remove the above bottlenecks. 

Th~ contention of the management (December 2012) that due to non-availability of fly 
ash takers the ash had to be dumped in ash ponds was not acceptable as poor off-take of 
as~ was due to non-availability of infrastructural facilities for supply of ash to the 
prospective ash takers. 

(c) Undue contJractzaal benefit to the user agency 
I 
I 

As per the MoEF notification, the thermal power stations should facilitate the ash user 
ag~ncies by making them available lail.d, electricity etc. and provide access to the ash 
lifqng area for promoting and setting up of ash-based production units in the proximity of 
the; area where<ash is generated. The Corporation entered into an agreement (April 2005) 
with Lafarge India Private Limited (LIL) for collection of dry fly ash for an estimated 
qufutity of 1200 tonnes (+/- 25 per cent) per day (TPD) free of cos.t from the three units 
of MTPS (U # 1, 2 and 3) for its cement factory which was to be set up at MTPS 
prdmises. As per the agreement, the Corporation leased out 78 acres of land at MTPS on 
a 1/)ng tenn basis for 30 years, agreed to share 66 percent of the initial capital cost 
incurred bY. LIL for installation of collection, classification, storage and transportation 
sys

1

tem for fly ash within the power plant and 60 percent of the operation and 
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maintenance (O&M) cost of the above system to be incurred by UL. The Corporation 
also allowed LJDL. to share common :i.nfrastrucmre facilities like its lone captive railway · 
line for bringing the coal at MTPS. 

H was observed that the terms and conditions of ilie above agreement with LJDL were 
prejudicial to the financial interests of the Corporation on tlle following grounds: 

o Sharing of initial capital cost incurred by LJDL in respect of coHection, 
classification, storage and transportation system for fly ash within the power plant 
is not financially ptudent since there is no stake of the Corporation in LJDL; 

The cement plant is operated by LJDL exdusively without any profit sharing dause 
in the agreement 'Thus, sharing of O&M expenditure by the Corporation dming 
the entire period qf agreement (30 years) lacks commerc:i.rujust:i.fication. 

i 
Allowing LJDL to' use the dedicated lone captive railway of MTPS has been 
frequently hindering the inward coru rake movement leading to loss of generation 
of power. During November 20H, Unit 7 ofMTPS could not generate power due 
to such hindrances and suffered contribution loss of~ 3.28 crore. 

o Extending such undue facility to LJDL was not in line with ilie MoEJP directives. 

On commissioning of the cement plant (April 2009), LJDL submitted its daim for 
reimbursement of~ 16.36 crore of Corporation's share (capital expenditure of~ 12.22 
crore and 0 & M cost of~ 4.14 crore). Another daim amounting to~ 1.12 crore had been 
submitted by LJDL towards relocation of its plant at MTPS. These dai.ms were under 
scrutiny of the Corporation (September 2012). 

Management has accepted (December 2012) the audit observation. 

Audit further observed that the agreements entered into by NTPC with the user agencies 
for supply of ash from its power stations did not contain any clause for sharing of capital 
andO&Mcost 

11.1.5.5 !Evou:Tlltatimm of Ash 

(a) Tihulier perforrmauu:e of the !Electro Static !Precipitator mull Ash Hamulilttmg lPTklzll1tt 

Electro Static Precipitator (ESP) is installed in thermal power plants to entrap the flying 
ash emerging from the boiler and flush out the same through the hopper forming part of 
the Ash Handling Plant (AHP). As per the Technical Audit Report of the power stations, 
functioning of ESPs in BTPS, MTPS and DTPS were affected due to poor ash evacuation 
from th~ AHP hoppers. Thus, inadequate evacuation of ash by ESP and AHP resulted in 
load restriction and consequent generation loss of 402;3 MU in the three. thermal power 
plants during the period from 2009-W to 20 H -12 and the Corporation had to suffer 
contribution loss of~ 64.96 crore. 

Management stated (December 2012) that ESPs' performance of BTPS & DTPS was 
hampered due to hlgh ash content of coal. The reply of management is not acceptable as 
the generation loss could have been avoided by regular maintenance of ESP and AHP. 

(b) Limited Ash Poll1td Capacity 

Of the four thermal power stations, the Corporation has limited ash pond capacity in 
BTPS and MTPS. In BTPS, both bottom ash and dry fly ash of BTPS 'B' (3X210 MW) 
are discharged into the existing ash pondl near river Konar. The area of the ash pond is 
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12.07 hectares which is not sufficient to accommodate the ash generated. Continuous 
evacuation of such ash from ponds to the abandoned mines is, therefore, required. It was 
observed that based on the Jharkhand High Court order (July 2006), the Jharkhand State 
Pollution Control Board (JSPCB) was directed to take appropriate action against BTPS-B 
or order closure of the unit for causing pollution to river Konar and other tributaries 
including river Damodar. BTPS committed (January 2007) to construct a new ash pond at 
a distant place with zero discharge system and abandon the existing ash pond. The work 
for construction of the new ash pond at Noorinagar in Govindpur area (about 4 KM away 
from BTPS) was awarded (November 2008) to Hindustan Steelworks Construction 
Limited (HSCL) at a cost of ~ 48.50 crore with scheduled date of completion of 18 
months i.e. March 2010. The scope of work was subsequently revised (November 2011) 
which resulted delay in completion of work. The cost of work increased to ~ 76 crore and 
the completion period extended up to June 2012. However, the work was not completed 
(December 20 12). Thus, the efnuents continued causing pollution and sedimentation in 
the rivers. In the meantime, JSPCB issued notice (December 2009) to close down the 
operation of Unit# I of BTPS-B. The Corporation appealed (January 20 I 0) to the JSPCB 
for reconsideration of the matter and committed for early construction of permanent ash 
pond, which was still pending (December 20 12). 

(i) Delay in acquisition of land resulted in environmental degradation 

The ash ponds in MTPS with an area of 600 acres and holding capacity of 220 lakh m3 

were constructed to meet the requirement of Units # 1, 2 & 3 (3 X 210 MW). 
Subsequently, five more units were commissioned in 2005, 2008, 2011 and 2012 
respectively"' without acquiring any additional land for construction of ash ponds. 
Further, the work for evacuation of ash from ash ponds to the abandoned mines was 
delayed. Evacuation started only in 2009 when the ash ponds were filled with 175.08 
lakh m3 of ash. Ash evacuation rate (i.e. 2.25 lakh MT per month) was not commensurate 
with the rate of accumulation of ash in the ash ponds (i.e. 3 lakh MT per month approx) 
resulting in filling up of ash ponds. It was observed that there was restriction on 

movement of vehicle for lifting of ash from the ash ponds due to absence of passage for 
vehicle movement owing to non-acquisition of land by the Corporation. As a result 
spillage of ash slurry took place in the nearby paddy fields (exhibited above), affecting 

"" Unit-4- 210 MW, Unit-S & 6-2 X 250 MW and Unit-7 & 8- 2 X 500 MW. 
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neatly 300 acres of land. Till 2009-10, the Corporation had to pay avoidable crop 
compensation to the tune of ~ 1.74 crore for 150 acres of land {January 2012) and 
compensation fot the remaining 150 acres was to be paid {August 2012). Due to breach 
(March 2012) in the ash pond, the nearby dams (Jamgari Dam and the upper MaHara Jor 
Bundh) of West Bengal were affected due to huge deposition of fly ash on the bed of the 
dams which reduced the capacity of the dams considerably and created problems in 
irrigation in the command area. Block Development Officer, Govt. of West Bengal 
observed (08 June 2012) that Maliara Jar Bandh was fully covered with ash and that the 
water was destroying the agricultural land nearby; that fly ash was getting deposited on 
residences and causing breathing trouble among the inhabitants. The Corporation is 
Hable to bear the cost of cleaning of the above dams. 

Management stated (December 2012) that the process of acquisition of land for 
additional pond had been taken up with the MoEF. The belated action for acquisition of 
land lacked justification and resulted in environmental degradation. 

11.1.5.6 De.ficimcy illl tendering pmcess for evacuation of ash 

The Corporation had restricted (November 2006) the Qualifying Requirement (QR) of 
tenders for evacuation of ash from the ash ponds to only those contractors who had 
experience in "evacuation and dumping of ash in power stations" instead of industry 
practice of keeping the QR as "ash or earth evacuation", a practice which had been 

I 

followed by DVG prior to 2006. The contracts awarded accordingly were due to expire 
and the Corporation invited (March 2010) fresh tenders based on the above restrictive 
QR. The action led to cartel formation among the qualified bidders violating the 
provisions of the Works and Procurement Manual of the Corporation and CVC 
guidelines. Subsequently, the Corporation modified the QR, at the behest (August 2010) 
of the Ministry of Power, and made it more competitive by reverting to the norm 
prevailing prior to November 2006 i.e. "ash or earth evacuation". Fresh tenders were 
issued (September 2010) by cancellation of tenders issued in March 2010. The apex 
Court gave an interim order (December 2011) in the case filed by existing contractors 
stating that the Corporation may process the new tender based on the modified QR, but 
the order could be placed only after the case was decided and the case was pending as of 
December· 2012. H was observed that the L1 bidde'rs with respect to fresh tenders (with 
relaxed QR) (September-October 2010) of BTPS, DTPS and MTPS were found to be 
lower by 24.8 per cent, 23.3 per cent and 2.85 per cent respectively than the estimated 
rates. Thus, due to restrictive QR in 2007 the Corporation could not avail of competW.ve 
market rates and had to incur extra expenditure" of~ 32.84 crore on transportation of 
145.43 lakh M3 during the period from 2008-09 to 2011-12. 

While accepting the above observation, the management stated (December 2012) that the 
modified QR was finalised in line with the Works & Purchase Manual and CVC 
guidelines. 

11.1.5.1Utilization/Disposal of Ash 

(a) Loss of glm!/tation due to l!lOl!l-adherence to envimnmel!ltal norms 

Ash generated in BTPS-B plant is dumped in the abandoned mines of Bokaro & KargaH 
area of Central Coalfields Limited (CCL). ][n terms of the recent agreement (December 

"earlier tender r~tes ~~ U47.87(DTPS), !(222.41(MTPS) !(136.29 (CTPS) and (115.96(JBTPS) 
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20 J 0) with CCL, BTPS is to take necessary measures for compaction of fly ash regularly 
with dozer, reclamation of the top with soil etc to avoid pollution. It was, however, 
observed that despite repeated cautioning by CCL, BTPS did not take necessary action in 
this regard. CCL disallowed BTPS from disposing of ash in its mines for 4J days 
( 11.05.2012 to 20.06.20 12) due to which the ash could not be evacuated from its ash 
ponds for dumping into the mines of CCL. Consequently, BTPS had to forcefully shut 
down its units for 316 hours (from 08.06.2012 to 15.06.20 12) leading to generation loss 
of 46.669 MU and loss of contribution amounting to~ 8.40 crore. 

Management replied that shut down of BTPS during the above period was not due to 
non-compliance with environmental norms. This contention was not acceptable as the 
correspondence of the BTPS management with its headquarters and with CCL, JSPCB 
and Jharkhand State Electricity Board revealed that generation was disrupted during the 
above period due to non-evacuation of ash from ash ponds. 

Conclusion 

Managing ash bas been a long standing problem for the Corporation. The MoEF 
and pollution control boards had issued directions from time to time for reduction 
of ash generation, collection, evacuation and utilisation of the same in an effective 
and ceo-friendly manner. Underperformance of the ash handling system, non
installation of dry fly ash collection system in all the power stations, poor 
management of ash ponds and further dumping in abandoned mines led to loss of 
generation, r iver and dam pollution and damages to paddy fields. Huge avoidable 
cost on transportation of ash continued to be incurred. The corporation needed to 
develop a clear strategy for utilisation of ash in an ceo-friendly manner through 
CDM projects. 

The matter was reported to the Ministry in December 2012; their reply was awaited 
(March 20 13). 

11.2 Irregular/ double payment 

Non-observance of proper procedure and misuse of official capacity and absence of 
security and other safety measures led to irregular/double payment of~ 58.95 lakh. 

Damodar Valley Corporation (Corporation) follows a standing procedure for issue of 
work order and payment of bills thereof. The proposal for work are forwarded by the 
concerned user section with detai led scope of work, estimated cost, completion schedule 
to the appropriate authority as per the delegation for obtaining admini strative approval to 
undertake the proposed works prior to the floating of enquiry and finalization for issue of 
work order. The work bills are submitted by the contractor to the concerned user section 
which then certifies the work done and sends the bill to the Accounts Section for 
payment. If the bill is fou nd to be in order, it is passed for payment by the officers of 
Accounts Wing. After receipt of the passed bill , voucher no. and date are given in Bank 
Payment Register. Thereafter the cheque and the passed bill are submitted to the cheque 
signing authority for issuing the cheque and making payment to the contractor. 

However, instances of irregular release of payment during the period from August to 
October 20 II at Bokaro Thermal Power Station (BTPS), a unit of the Corporation, were 
noticed by audit which was in violation of the existing procedure for sanction and release 
of payments. A total sum of~ 39.03 lakh was released by the Accounts Section in fi ve 
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instances against which no work orders were issued, no jobs were executed and vouchers 
were missing, indicating violation of the existing procedure to be followed before 
relea ing payments. 

In additional five instances a tota l payment of~ 19.92 lakh was released against bills for 
which payments were already released earlie r. It was observed that after making 
payment, the existing practice of recording such payment on the back side of the 
Agreement/work order was not followed and no contractor-wise ledger was maintained. 
It was also noticed that most of these bill s were e ither photocopies or scanned copies of 
previous bills and there were instances of mani pulation like overwriting, changing the 
date of the work done etc. In all the above five cases, the bills were passed for payment 
by the head of the Accounts Section violating the existing procedures. 

During the course of audit during May 201 2, management contacted (May 20 12) the 
concerned parties for refunding irregu lar/ double payment of~ 58.95 lakh (~ 39.03 lakh + 
~ 19.92 lakh) as stated above. Thereafter, five parties refunded a sum of ~ 33.40 lakh 
while audit was in progress. Earlier, CBJ has filed (April2012) an FIR of criminal 
conspiracy agai nst a party to whom an amount of~ 8.27 lakh were released without any 
service being provided by the party. The case is under investigation till January 20 13. 

Thus due to non-observance of the exi ting system, payments were released to the parties 
for no work/job. It was further ob erved that important accounts and records/documents 
were not kept under lock and key and were stored in open publ ic places. Bank payment 
books for the period September and October 20 11 were burnt and severely damaged in 
Apri l 2012 by chemical burning as detected by the inspection team of the management. 

Thus, non-observance of proper procedure, absence of security and other safety measures 
led to irregular I double payment of~ 58.95 lakh (~ 39.03 lakh + ~ 19.92 lakh) . Although 
such irregular payments were made from August 20 II onwards, action was initiated by 
the management to recover the loss on ly after commencement of audit in May 2012. 
Whi le accepting the above irregularities, the management stated (November 20 12) that 
no disciplinary action could be taken till receipt of advice from CVC to whom the case 
was referred. 

The matter was reported to the Ministry in October 2012; their reply was awaited (March 
20 13). 

INHPC' Limitt:dl 

11.3 Irregular encashment of casual/eave and optional holidays 

NHPC Limited made irregular payment of ~ 20.32 crore to its employees on account 
of encashment of casual leave/optional holidays during 2001-10. 

As per instructions of Department of Public Enterprises (OPE), leave rules are framed by 
CPSEs with the approval of their Board of Directors keeping in view the broad 
parameter of the policy/guidelines laid down by the Government of India. OPE has not 
issued any specific instruction /guidelines permitting encashment of casual leave and 
optional holidays. Other CPSEs like NTPC Limited, Power Grid Corporation of India 
Limited, Power Finance Corporation Limited, Rural Electrificati on Corporation Limited 
and SJVN Limited are also not provid ing facility for encashment of casual leave/optional 
holidays to their personnel. 
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Though there were no guidelines of DPE and no practice in other CPSEs indicated above 
for encashment of casual leave and optional holidays, a proposal was put up (December 
2000) by the Management of NHPC to their Board of Directors (Board) to allow 
encashment of casual leave and optional holidays. The proposal was justified to curb 
tendency amongst employees to avail casual leave/optional holidays during the last 
quarter of the year leading to absenteeism which adversely affected the office work. 
Board approved the proposal in December 2000 and the scheme was extended to 
employees and executives from calendar year 2001. The Government nominee director 
who attended the meeting of the Board did not express any disagreement to the proposal, 
as noticed from the minutes of the meeting. 

It is pertinent to mention that while clarifying on the issues raised by Ministry of 
Shipping, Government of India, DPE stated (October 20 I 0) that casual leave must not be 
encashed at all and unavailed casual leave must lapse at the end of the calendar year. In 
compliance of this clarification of DPE, NHPC discontinued the scheme for encashment 
of casual leave/optional holidays with effect from January 20 I J with approval of 
Chairman and Managing Director, NHPC. But the amount of'{ 20.32 crore paid to its 
employees on account of casual leave/ optional holidays encashed during January 2001 to 
December 2010 was however, not recovered. 

The Management stated (October/November 2012) that the benefit of encashment of 
casual leave and optional holidays was allowed to arrest the trend of absenteeism during 
the months of October-December which adversely affected the office work. 

The reply is not tenable as casual leave/optional holidays were neither encashable under 
any instructions/policy of the Government nor NHPC obtained specific approval of DPE 
in this regard . 

Thus, payment of ~ 20.32 crore to employees on account of encashment of casual 
leave/optional holidays during the years 200 I to 2010 was irregular. 

The matter was reported to the Ministry in November 2012; their reply was awaited 
(March 2013). 

!Power Finance Corporation Limited! 

11.4 Performance related payments and perquisites to employees in excess of DPE 
norms 

PFC made performance related payments and allowed perquisites aggregating to 
~ 21.63 crore to its executives during April 2007 to March 2012 in excess of the 
ceilings prescribed by the Department of Public Enterprises. 

Department of Public Enterprises (DPE) issues instructions inter alia for regulating pay, 
allowances, perquisites and performance related payments by Central Public Sector 
Enterprises (CPSEs) to their personnel from time to time. Decision of Government to 
revise pay and allowances of executives of CPSEs with effect from 1 January 2007 was 
conveyed (26 November 2008) by DPE. This was followed by a Presidential directive 
(30 April 2009) by Ministry of Power to Power Finance Corporation Limited (PFC) to 
revise the pay and allowances of their personnel strictly as per DPE guidelines. 
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Audit examined implementation of these instructions by PFC and observed that following 
payments were made by PFC in excess of the prescribed guidelines: 

JP>erf~IT"llllll2lmHce ~rellaterll JID21YllllllieJm1ts 

DPE guidelines of 26 November 2008 ibid permitted performance related payments 
(PRP) by CPSEs subject to a maximum ceiling of 5 per cent of di~tributable profits of an 
enterprise. In terms of these guidelines, PFC, with approval of their Board of Directors 
(Board), was paying PRP and annual reward to their executives at varying rates from 
time to time subject to ceiling of 5 per cent of distributable profits. 

DPE guidelines of November 2008 ibid, however, introduced maximum ceiling slabs 
ranging from 40 to 70 per cent of basic pay of executives below Board level and 100 per· 
cent to 200 per cent of the basic pay for Board level executives for PRP. These ceilings 
were in addition to the over~U maximum ceiling of 5 per cent of distributable profits of 
an enterprise. 

A Remuneration Committee was\onstituted (January 2010) by the Board to look intothe. 
issues pertaining to PRP and annual bonus. Remuneration Committee observed that 
different levels of executives up to Board levei were being paid PRP (including annual 
reward) at the rates ranging from 121 per cent to 130 per cent of basic pay and would be 
adversely affected by implementation of revised guidelines of DPE which restricted PRP 
to maximum of 40 to 70 per cent. Remuneration Committee recommended payment of an 
additional component in the form of 'Baseline Compensation' subject to a ceiling of 66 
per cent of the basic pay as well as 5 per cent of distributable profits of PFC to partially 
compensate the executives against fall in ilie revised PRP vis a vis pre revised PRP. The 
recommendations of Remuneration Committee were accepted by the Board (March 2010) 
and were also approved for Board level executives. The government nominee directors 
on the Board who attended the Board meeting where the recommendations of 
Remuneration Committee were approved did not express disagreement on the issue, as 
was evident from the minutes of the meeting. 

In October 2011, Ministry of Power sought details of PRP payments and 'Baseline 
Compensation' disbursed/proposed to be disbursed by PFC after the applicability of 
revised DPE guidelines. In response, PFC informed (November 2011) Ministry that as 
DPE guidelines led to an overall loss with regard to PRP to personnel, a 'Baseline. 
Compensation' was approved by the Board which had been empowered by DPE OM 
dated 26 November 2008 to decide on annual bonus and policy of its distribution across 
the executive and non-unionised supervisors within the prescribed Hmits of 5 per cent of 
profit before tax. Ministry forwarded the letter of PFC to DPE for information and 
necessary action. Response of DPE was awaited (March 2012) by the Ministry. 
Meanwhile PFC paid 'Baseline Compensation' amounting to ~ 20.52 crore to its 
personnel during 2009-10 and 2010-11 o4> on the basis of approval of their Board. 

The Management stated (August 2012) that 'Baseline Compensation' was introduced 
based on incremental growth and also keeping in view the fact that the employees had 
been imt to financiaJ loss on account of payment of PRP and 'Baseline Compensation' 
was within the overall ceil:i.ng of 5 per cent of distributable profits. As every employee 

""Payments for 2011-12 were yet to be made (December 2012) 
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con'tributed to incremental growth of the corporation,: 'Baseline Compensation' was 
ext~nded uniformly across all levels including Board level functionaries. 

I 

Th~ reply is not tenable as DPE guidelines did not prescribe protection of PRP drawn 
earlier by the employees and hence the rationale of financial loss to employees put 
forivard by·t the Remuneration Committee and approv~d by the Board was . flawed. 
Fu~er, gradewise ceilings were fixed by DPE in addition to overall ceiling of 5 per cent 
of qistributaple profits and Board was not empowered under DPE instructions to approve 
PRP in excess of these gradewise ceilings. I . . 

Th*s, PFC made payments of PRP/'Baseline Compensation' in violation of the guidelines 
ofiDPE. 

Pa~~menn1l:s t~wa~ll"idls J!llell"I!JlUllisii.tes inn excess 1[])1( IDPJEceillii.nngs 

Insiead of '!prescribing a fixed set of allowances and perquisites, DPE permitted 
(Ndvember ,2008) CPSEs to follow 'Cafeteria approach' allowing executives to choose 
frofu a set of perquisites and allowances (other than house rent allowance and leased 
accbmmodation which were regulated separately) subject to a maximum ceiling of 50 per 
cen1t of basic pay. Accordingly, PFC identified (November .2009) .· 15 perks and 
andwances 1to be included in the basket forming part :of the cafeteria out of which 
exebutives were permitted to choose perks and allowances subject to their aggregate 
beib.g limited .to 49.9 per cent of their basic pay. Balance 0.1 per cent of the basic pay 
wa~ ineant for monetization of operational expenses for rupnirtg of canteen. _ .. 

I . ' 
Auilit observed that in addition to the identified perks and allowances aggregating to 50 
per[ cent o{ basic pay, PFC has been providing interest subsidy on housing loans to 
employees. ;The benefit in respect of interest subsidy on housing loans to executives 
which was beyond the maximum ceiling of 50 per cent, of basic pay of executives as 
fix1dby DPE,aggregated to'{ LU crore during 2007~12. · 

Mapagemerit stated (August 2012) that interest subsidy on housing loan had not been 
included in the 50 per cent cap because housing as a perquisite has been kept out of the 

. I '· 

ceiling of 50 per cent by DPE in their instructions of November 2008. 
I ' . ' . I . 

Th~ reply is not convincing as DPE guidelines had laid down that all perks and 
alh~wances except four specified allowances viz. North-East allowance limited to 12.5 
peri cent of basic pay, allowance for underground mines Ximited to 15 per cent of basic 
pa~, Specia~ allowance up to 10 per cent of basic pay for' serving in the difficult and far 
flung areas and Non practicing allowance limited to 25 per cent of basic pay for medical 

I , ' . 
offi;cers, we~e to be within the overall ceiling of 50 per cent of basic pay. This was· further 
claili:fied by; DPE (June 2011) on questions raised by some Ministries that no other 
alldwance or perk would be kept outside the SOper cent ceiling. Further, housing in the 
fonh of house rent allowance and leased accommodation are not comparable to interest 
subbdy on housing loan. 

ThJ matter was reported to the Ministry in October 2012; their reply was awaited (March 
20~3). . 

I 
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CHAPTER XII: DEPARTMENT OF PUBLIC ENTERPRISES 

Bharat Electronics Limited, Bharat Heavy Electricals Limited, Bokaro Power 
Supply Company Power Limited, Cochin Ship)ard Limited, Dredging Corporation 
of India Limited, Ferro Scrap Nigam Limited, Hindustan Petroleum Corporation 
Limited, Mangalore Refiner) and Petrochemicals Limited, 1\lECO!'. Limited, 
National Hydro Power Corporation Limited, NTPC Limited, Nep:eli Lignite 
Corporation Limited, NTPC SAIL Power Compan) Private Limited, Nt\IDC 
Limited, PO\\er Finance Corporation Limited, Power Grid Corporation of India 
Limited, Rashtri)a lspat '\igam Limited, Rural Electrification Corporation 
Limited, SJVN Limited and Steel Authority of India Limited 

P. I Jrn·~ular paym£'111 toward\· £'11Cll\hment of 1/a/f Pay Lem•e and Sick Leave 

Encashment of half pay leave/sick leave in deviation from DPE guidelines, resulted 
in irregular payment of~ 413.98 crore from January 2007 to November 2012. 

According to the Department of Public Enterprises (OPE) in tructions of April 198i, an 
individual centra l public ector enterprise (CPSEs) may frame leave rules for its 
employees keeping the broad parameters of the policy guideline laid down in this regard 
by the Government of India (Gol) . 

Gol 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 OPE instructi ons of April 1987 ibid, CPSE were also required to 
follow the overall cei ling o f 300 days for encashment o f EL and HPL for the ir employees 
on retirement. 

On a reference made by Ministry of Shipping OPE clarified to all CPSEs on 26 October 
20 I 02 that, they were not permitted to encash leave beyond the overall ceiling of 300 
days. In a further c larification of 17 July 20 123

, referring to its instructions o f April l987, 
OPE reiterated that sick leave coul d not be encashed , though EL and HPL could be 
considered for encashment o f leave on retirement subject to the overall limit of 300 days. 

A. Audi t observed that the following CPSEs dev iated from the OPE gu idelines and 
made irregul ar payment of~ 39 I .3 1 c rore to their employees towards HPL encashment 
on superannuatio n over and above the ceiling of 300 days. 

Sl. Administrative Name of CPSE Period 
No. Ministry 

1 Ministry of Neyvcli Lignite Corporation January 2007 to 
Coal Limited (NLC) 20 12 

2 Ministry of Bharat Heavy Electricals January 2007 to 

1 OM No. 2(27)85-BPE(WC) dated 24 April 1987 
2 OM No. 2(32)10-DPE(WC) GL-XXlll dated 26 October 2010 
3 OM No. 2(14)12012-DPE(WC) dated 17 July 2012 
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Heavy Industries Limited (BHEL) 201 2 
3 Ministry of Hindustan Petroleum Apri l 2007 to March 2012 0.50 

Petroleum and Corporation Limited 
Natural Gas (Visakh Refinery) (HPCL ) 

4 Ministry of NTPC Limited April 2007 to September 43.6 1 
Power 2012 

5 Ministry of Power Grid Corporation of April 2007 to November 13.28 
Power India Limited(PGCIL) 201 2 

6 Ministry o f NHPC Limited April 2007 to September 10.97 
Power 201 2 

7 Ministry of Rural Electrification November 2008 to 1.67 
Power Corporation Limi ted (REC) Septe mber 20 12 

8 Ministry of Bokaro Power Supply January 2007 to March 2012 1.22 
Power Company Private Limited 

9 Ministry o f Power Finance Corporation April 2007 to March 2012 0.60 
Power Limited (PFC) 

10 Ministry o f NTPC SAIL Power January 2007 to March 20 12 0.39 
Power Company Private Limited 

11 Ministry o f SJV N Limited April 2007 to September 0 .14 
Power 20 12 

12 Ministry of Dredging Corporation of April 2007 to March 20 12 1.1 9 
Shipping Ind ia Li mi ted (OCI) 

13 Ministry of Steel Steel Authori ty of India January 2007 to March 2012 144.19 
Limited (SAIL) 

14 Ministry of Steel MECON Limited January2007 to March 20 12 6.40 
15 Ministry of Steel Rashtriya Is pat Nigam April 2007 to March 2012 6. 13 

Limited (RINL) 
16 Ministry o f Steel NMDC Limited April 2007 to March 20 12 4 . 19 

17 Ministry of Steel Ferro Scrap Nigam Limited January 2007 to March 20 12 0.36 
(FSNL) 

TOTAL 391.31 

BHEL stated (November 20 12) that Chairman & Managing Director had approved the 
provision of HPL encashment and that the service conditions of Central/State 
Government and the CPSEs were different. 

SAIL, NTPC, NTPC SAIL Power Company, FSNL stated (October2012/February 
201 3) that encashment of HPL was as per the Company's leave rules. PGCIL stated that 
scheme was adopted from NTPC and continued in PGCIL and approved by Board of 
Directors which comprised representation from Ministry of Power a lso. 

MECON stated (January 2013) that OPE directi ve of 26 October, 2010 related to 
encashment of EL and separate instructions for enca hment of HPL on superannuation 
was not issued by DPE. 

NHPC, SJVN, Bokaro Power Supply Company, REC, PFC, NMDC, RINL, DCI 
and HPCL (Visakh Refinery) stated (October-December 20 12/February 2013) that HPL 
encashment scheme was introduced with the approval of the Board of Director , in 
conformity with the policy followed by several other CPSE , and it was not obligatory to 
strictly adopt Gol leave rules. 

NLC did not provide reply to the above audit ob ervation. 

Replies of CPSEs are not acceptable as the leave encashment beyond the overall policy 
of Government of India was not permitted as per the DPE instructions of April 1987. 
Further, OPE's circul ar of 26 October 2010 clarified that CPSEs were not permitted to 
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encash leave beyond the overall ceiling of 300 days. In another c larification issued in 
July 2012, referring to instructions of April 1987, DPE re iterated 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 overaJI ceiling of 
300 days was in violation of DPE guidelines and was, thus, irregular. 

B. Audit further observed that the following CPSEs deviated from the DPE 
guidelines as they paid to the ir employees toward sick leave, which resulted in irregular 
payment of~ 22.67 crore, as per detail s given below: 

Sl. Administrative CPSE Period 
Amount 

No. Ministry (~in crore) 

I Ministry of Bharat Electronics Limited Apri l 2007 to June 2012 21.49 
Defence 

2 Ministry of Cochin Shipyard Limited December 2007 to 0.94 
Shipping November 20 12 

3 Ministry of Mangalore Refinery and November 20 I 0 to March 0.24 
Pelroleum & Petrochemicals Limited 20 12 
Natural Gas (MRPL) 

Total 22.67 

BEL stated (September 20 12) that by implementi ng such encashment it was able to 
acrueve lower attrition rate and recruit/retain trained manpower for production. 

Cochin Shipyard Limited stated (February 20 13) that OPE's c larification on sick leave 
encashment was issued only in July 2012 and, as they proposed to obtain further 
directi ves from DPE, the employees who retired from service si nce November 2012 had 
not been paid encashment of sick leave. MRPL did not furnish the repl y (March 2013). 

The above replies are not acceptable as DPE's clarification of July 201 2 specifically 
disallowed encashment of ick leave and the clarification was applicable to all CPSEs. 

In sum, the above CPSEs' leave rul es/policy for encashment of sick leave or of EL with 
HPL exceeding 300 days, on superannuation , violated the DPE guidelines and resulted in 
extra expenditure of~ 413.98 crore for the period January 2007 and November 2012. 

l nitcd India lnsunmrc C'umpan~ Limitl•d, Thl· ;\;l''' India \s,urann• Cumpan~ 
Limited, l\atiuna1 High\\a~s \uthnrit~ of India and Food Corporation nf India. 

12.2 Recoveries at the instance of audit 

During te t check, several cases relating to non-recovery, short recovery excess payment, 
short charging of premium etc. were pointed out. In 21 cases pertaining to four CPSUs 
audit pointed out that an amount of ~ 152.97 c rore was due for recovery. The 
management of PSUs had recovered an amount of~ 121 .86 crore during the period 2011 -
12 as detailed in Appendix-!. 
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Steel Authorih of India Limited 

12.3 Corrections/rectifications at the instance of audit 

During test check, cases relating to deficiencies in the systems, policies and procedures 
etc. were observed and brought to the notice of the management. Details of case where 
the changes were made by the management in their policies/procedures at the instance of 
audit are given in Appendix-H. 
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[ _______ c_H_A_P_T_E_R_xm __ :_MIN __ IS_T_R_Y_ O_F_S_HIP_ P_IN_ G ___ ~] 

ffhe Shipping Corporation of India Limited! 

13.1 Disposal of Vessels 

13.1.1 Introduction 

The Shipping Corporation of India Limited (Company) was formed in October 1961 by 
amalgamating Eastern Shipping Corporation and Western Shipping Corporation. 
Government of India conferred (August 2008) 'Navaratna' status to the Company which 
owns and operates around one third of the Indian tonnage and provides various kinds of 
marine trade services such as tanker, bulk, liner, etc. 

The Ministry of Shipping, Government of India prescribed (April 1995) economic life of 
vessels of various categories, according to which tankers and bulk carriers could be 
scrappecl/disposed off after the completion of 20 years and 25 years of economic life 
respectively. The Company disposed off 30 1 vessels (Annexure-IV) during the period 
2009-10 to 2011-12 and realized ~ 598.67 crore as net sale proceeds as detailed below: 

Table 1 
( r in crore) 

Year No of vessels DWT2 (MT) Sale Proceeds 

2009- 10 8 453540.00 122.52 

2010-1 1 9 520426.90 200.97 

2011- 12 13 568657 .1 4 275. 18 

Total 30 1542624.04 598.67 

13.1.2 Scope of audit 

Audit examined during the period June 2012 to October 2012 records pertaining to the 
sale of 30 vessels disposed of by the Company during the years 2009-10 to 2011 -12. The 
records in the Mercantile Mari ne Department (Ministry of Shipping) relating to de
registration of disposed vessels were also examined. 

13.1.3 A udit Objectives 

Audit study was undertaken to assess whether: 

1 Vessel M. V Dr. Nagendra Singh, sold during the year 2011-12 was not considered in audit as 
the vessel was declared as Constructive Total Loss (CTL) due to fire and the Company got 
full insured value of the vessel. The sale was conducted on behalf of the underwriters. 

2 Dead Weight Tonnage (DWT) is the displacement of any loaded condition minus the lightship weight. 
It includes the weight of crew, passengers, cargo, fuel, water and stores. 
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prudent norms"" were uniformly applied for preparation . of Techno Economic 
Study (TES) to ascertain the useful life of the vessel so as to arrive at an 
apptopriate decision to either sell or for further tr~ding. 

~: basis of estimation of the economic life and base; price of sale, had considered all 
correct and relevant parameters arid were correctly and uniformly applied. 

I 
I 

~I there existed a competitive and robust bidding process. 

~~ 
I 

rules and · regulations including instructions of Government of India were 
con;plied with and terms and conditions of sale were adhered to. 

I 

13.1.4 Audit Criteria 

TJe systenifor disposal of vessels was examin~d against the criteria derived from: 

~ i Guidelines issued by Government of India relating to disposal of vessels; 
I 
! 

~~ 
: 

Guidelines issued by the Company and the decisions taken by the Board; 
I 

~I Ter;ms and Conditions in the tendering documents; 
I 

I 

~I / Best practices adopted in the Industry. 
i 

13.1.5 Audit Methodology I . 

TJst check of the records pertaining to preparation of Techno Economic Study (TES) to 

arBve at th~ economic value of the vessels was carried out along with related instructions 

in I this regard. Cases of individual sale of vessels were test checked with reference to 

tetrns and ~onditions as per the agreement entered and the guidelines issued. Process of 

bi?ding an? award of contract for sale were seen keeping in view the guidelines that had 
been drawn rip by the Company. 

I ' I 
I . 

13
1

.1.6 !P!l'o,cess of Disposal 
I ful terms of Article 150 (2) (d) of Articles of Association of the Company, the Board of 

Dyectors was empowered to take decisions for disposal of ve&sels which . were 

ecpnomically not viable. As per the GOI's OM dated 16:April1990, the Company had to 

fo~low the guidelines issued by Ministry of Surface Transport, Goverment of India .. 

TJe flow chart depicting the steps in the process of di~posal is as under: 
I 

I. 
I 

I 
! 

. I 
"I 

I 
I . . . • • 

"'· TES is beihg conducted to arrive at a decision whether to sell· or operate the vesselfurther by. using 
uhiform no~ms such as highest scrap rate published in the last three months in the Clarkson weekly, 
elpected future earnings for three years as published in Drewry ~mqgazine, estimated expenditur,e' for 

I ' .,. 
next three years, etc. ' · · ·· 

I 
I 
I 

I 
I 
: 

I 

''.:,·., ··: 

154 



Report No. 13 of2013 

Identification ofthe vessel for disposal by ()penlting Division 

T echno-Economte Study by Operating Division 

" crap Value vi s NPV of future·~ 

I 

Call for tenders (Sales Committee) 

13.1.7 Audit Findings 

13.1. 7.1 Process of disposal carried out on the basis of guidelines which were not 
approved by Government 

The Ministry of Surface Transport had prescli bed (April 1990) the guidelines for the 
sale/scrapping of the ships. The Company revised (A ugust 2000) the guidelines and 
Ministry of Shipping also had approved (June 200 I ) the same. The Company again 
revised the guidelines, and submitted (April 2004) to the Ministry for approval. The 
Ministry, whi le refusing the proposal (December 2004) directed the Company to follow 
the existing guidelines/procedure in letter and spirit. However the Board of Directors 
approved the revised guidelines (May/July 20 I 0) and thereafter, fo llowed the new 
guidelines. This was, however, sent to the Ministry only for information (October 20 I 0) . 
No specific approval of the Min istry was obtained . 

The Management/Ministry stated (November 20 12/February 20 13) that SCI Board during 
its meeting (April 2009) observed that SCI wa bestowed upon the "Navratna" status on 
OlAugust 2008 by the Government of India and therefore recommended SCI to revise the 
existing di posal guidelines. Subsequently, the "Guidel ines for disposal of SCI's vessels" 
were revised and was approved by SCI Board (Ju ly 20 I 0). 

The Ministry further stated (February 20 13) that the Ministry of Shipping (MoS) had 
nominated two Directors on the SCI Board and at least one director was present during 
the Board meetings when the subject was being discussed and deliberated upon. 
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Therefore, the views of the MoS were conveyed I considered by the Government 
Directors on SCI Board. 

The reply needs to be considered in the light of the fact that the Joint Secretary (Ministry 
of Shipping), one of the Government Directors on the Board of SCI had clarified 
(November 2011) that any change in disposal guidelines required the approval of 
Government. This fact was ignored by the Board and the new guidelines were followed 
without approval by the Government. 

Major changes between the guidelines of 2001 and 20 I 0 were given below: 

Table 2 

Subject Guidelines of 2001 Guidelines of 2010 

Sale price In principle approval was In principle approval was obtained for the 
obtained for the disposal disposal of the vessel at a realizable sale value 
of the vessel at a as concluded in the TES. In addition to this, 
realizable sale value as the Board would authorise CMD to di spose the 
concluded in the TES. vessel upto (-) 10 per cent of the Board 

Re-
tendering 

Final 
approval 

In case the tender was not 
finalised due to offer 
being lower than the 
Board approved price, H I 
backing out, etc., re
tendering was to be 
conducted. 

The recommendations of 
the sales committee will 
be first put up to the CMD 
and thereafter to the Board 
of Directors for their final 
approval. 

approved sale price. Thus, the net realisable 
sale value was allowed to be reduced by 10 per 
cent of the value as concluded in the TES. 

In case H 1 bidder backs out, the Sales 
committee with the concurrence of the CMD, 
will have the option to invite all the 
participating bidders (except the Hl bidder) to 
submit fresh bids within a short span of time, 
say within 24 hours, instead of going for re
tendering. 

If the HI bid is within the pnce band 
authorized by the Board, then the CMD was 
authorized to approve sale of the vessel. 
However in case the price is lesser than the 
price band, the proposal is put up to the SCI 
Bqard for final approval. 

Audit observations with reference to the above were as follows: 

In the 2010 guidelines, it was inserted that in case Hl bidder backs out, the Sales 
committee with the concurrence of the CMD, had the option to invite all the participating 
bidders (except the HI bidder) to submit fresh bids within a short span of time, say within 
24 hours, (snap bids) instead of going for re-tendering. Since the rates quoted were 
known to all the bidders (at the time of opening the tender), the chances of obtaining 
better rates were restricted and the existing tenderers were observed to be quoting a rate 
which was always less than the HI of the original tender. It was also observed in the case 
of four vessels where snap bids were invited from existing bidders, the prices realized 
were less than the HI price by~ 3.39 crore as given below: 
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'l!':ailbllle 3 
sn. N21me ([j)f tllne IB!l ]p>Jrll(!!le JP'rice Dillffell"elffi(!!e JExclhlannge ~ lilill nalklhl 
N([J). vessell fum ltlhle lffill"s11: ll"eruiiseall ll"alte 

1l:errn«llell" llllll: snnaJPl 
bid 

(USD fum ll~) 
1 Rishikesh 40.82 39.42 1.40 51.77 72.48 
2 J adunath Singh 38.34 36.50 1.84 46.58 85.82 
3 Piru Singh 39.40 37.51 1.89 47.06 89.15 
4 Lok Rajeshwari 30.10 28.07 2.03 44.96 91.20 

'f®1l:all 338.((ii5 ({])II" 

3.3~ 

Cl!"®l!"e 

][f the intention behlnd snap bid was speedy salle, this was defeated as the process of snap 
bid itself was initiated after considerable delay ranging between 14 and 33 days after the 
opening of the original bids. 

The Ministry stated (February 2013) that the inordinate delay in snap bids was caused 
due to the Hl bidder backing out or dishonouring his H1 bid. 

· The reply was factual. Such delay also entailed avoidable expenditure on standing 
charges to the extent of ~3.51 crore as detailed below: · 

'JI'albllle 4 

sn. Nmne .oJf the lDlellay linn Sttam1Jiinng 'li'ofull 
No. vessel callillllg slffiaJPl cllnall"ges JPler 

biii!lls (days) mellllll 
1 Rishikesh 33 0.03 0.99 
2 J adunath Singh 18 0.04 0.72 
3 lPiru Singh 31 0.04 1.24 
4 · Lok Ra]eshwari 14 0.04 0.56 

'l!'®tl:Slll 96 @.15 3.51 

][n contrast, in four cases where retendering had to be done due to quotes received being 
, lower than the price band, the company could complete the retendering process much 

' ' faster than the snap bild process as would be seen in the following table: 

'lfanbne 5 

§ll. N:aumne ®Jftt:Hne IDlatt:e ®11' Dune Date Tenni!llel!" 'Jfenni!llel!" Jl)att:e ®Jf N®. ®Jf«llays 
N@. Vessell fum'Vlitt:att:ii®nn ®1!'Tenn«llell" ®Jlllennfumg ®Jlllennfumg salle 11'1mm«llnne 

- ®ftt:enn«llell" «llatt:ef®ll" i!llatt:e 1!'®1!" «llatt:e.®Jl' 
2nn«ll tt:enn«llell" 3l!"i!ll tt:enn«llell" tt:e!in«llell"tt:® 

.. 
allatt:e®halle 
(Vl!li - lTV) 

][ n- ill J[V v Vll vnn vm 
1 Havildar 02-Aug-10 12-Aug-10 24-Aug-10 08-Sep-10 27 

Abdul Hamid 
2 Lance Naik 02-Aug-10 09-Aug-10 17-Aug-10 24-Aug-10 07-Sep-10 29 

Karam Singh 
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3 

4 

i 

*taliputra, 19-Jan~12 30-Jan-12 09-Feb-12 17-Feb-12 · 18 

Nirmaljith: 
I ' 

13-Jan-10 25-Jan-10 · 04-Feb-10 lO~Feb-10 16 
Singh Sekhon 

' 

Refomme1l¢otlimn No.1: The existiUlg · guaideliUles may be /J'eviewed dualy eoiswring 
ll'equisite appll'owals. 

. . I I 

·. 13t7.2 Te~hm;-Ecmn~mic Study 

TES is being conducted to arrive at a decision whether to ,sell or further operate the vessel 
. by I using umform norms. Audit noticed deviations in preparation of TES as discussed 

below: · 
I 
I'' 

(A) 1Uld~sion of MounagemeUlt Expenses in TIES 
I . . 

As/ per the. practic_e followed by the Co~pany for preparat~on of TES, the management 
expenses w,ere bemg exduded and bas1c cost of dry. docki.ng were taken as ~ 5 crore. 
Artdit obsefved that :i.n case of vessel M V Kanpur, Company considered management 
expenses o~ ~ 2.86 crore and basic cost for dry docking of~ 6 crore instead of above, and 
redommended for immediate scrapping. J[f the management expenses were exduded and 

I I 

~ 5 crore considered as the basic cost for dry docking the result was in favour of further I . I . . ' ' 

operation. Audit observed that management expenses were excluded in all other cases 
siJce the sake was to be spread over to the remaining ves~els. 
Thb Ministry stated (February 2013) that this was as per 'the earlier practice of including 

. Mkagemeilt Expenses in preparation of TES. The reply :i.s factually incorrect as the 
Cofpany ~ad exduded Management Expenses while p~eparlng (March 2009) the TES 
fo~ vessel~ V Lok Prakash. sold prior to vesse~ M.~:Kanpur as the same would ~e 
borne by th,e Company's other vessels. Thus, the mdus1.on of management expenses m 
ca~e of vesSel M V Kanpur was improper and to that extent projections were not correctly 
forecasted. 

I . 

(B). Ado~tion of incorrect saap mte foll'TJES . · . . · 

. ][n lorder to !assess the viability of the vessel for further operation or to be :immediately 
dis~osed o:f, the prevailing scrap rate was compared with the NPV of further operation. 
As/ per the ·procedure of the Company; the highest' scrap rate/JLDT1 as published :i.n the 
Clfkson Weeldy in the three months preceding the :rES date was to be adopted. 
However, \}'e observed that in 25 cases, the rate adopte,d for 'fES was less by 0.55 to 
23~36 per qmtthan the rates as published in Clarkson Weeldy which resuhed :i.n fixation 
of ~ower ba~e price by an amount of~ 60.48 crore and :i.n four2 cases, the rate adopted for 
T~S was higher by 2 to 5.26 per cent which resulted iRfixati~nof higher base price by 
~ 4.21 crore as given in AllllllllteiDlllJrtecV. . I . : 
Thps, the ssrap rates adopted for working out the realizable scrap value lacked uniformity 
ancl consist~ncy and resulted :i.n fixation of lower hase prite in 25 cases by the Board and 

I ' • 
in four cases a higher base price by the Board . 
. I , . . 

I . 
I . : 

1 Light Displticement Tonnage defined as the weight of the ship as built. 
2 Vfssels M 11, Havildar Abdul Hamill PVC, M T !Lance Naik Karam Singh PVC, M T li.Rama Raghoba 

Rane PVC, M T J!Jharatidasan, 
I . 

I 
I 

I 
I 
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The Management stated (November 2012) that the scrap rate taken was the highest 
during the last three months as per the Clarkson Report according to the directives of the 
Board of Directors. Reply also contained the vessel-wise date Of TES proposal along with 
scrap rate applied with reference to the· date of Clarkson Report. The Clarkson report 
referred to was the latest report considering the date of the TES proposal and not the 
highest in the preceding 3 _months of the date of TES. 

However, the Ministry stated (February 2013) that the Company considered the average 
weekly demolition scrap rate published in the Clarkson Weekly report for TES till the 
Board directed (December 2011) that the highest scrap rate in the preceding two months 
should be considered to arrive at the NPV calculation.· 

The fact remained that the directions of considering tl;le highest scrap rate as given in the 
Clarkson report preceding 3 months was disregarded by the Management while preparing 
theTES. 

Recommeuulatimn No.2: The procedure for preparation of the Techno Economic Study 
Report needs to be dearly defined and its adherence regularly monitored. 

13.1.7.3 Delays in initiating pmposals by Operating Division and non revision of scrap 
rate in case of delay in sale 

TES conducted by the Operating Division taking into. consideration the date of expiry of 
economic life of vessels and expiry of licenses were submitted to the Technical 
&Operation Division (T&OS) for obtaining 'in-principle' approval from the Board. The 
time frame allowed in the approved guidelines for disposal was as foUows: 

~ 30 days to complete the TES and to obtain the approval of CMD after 
identification of the vessel for disposal by the Operating Division 

~ five days for preparation and submission of the proposal by T &OS Division to 
Board for in-principle approval; 

~ 80 days from in-principle approval to final disposal of the vessel 

The scrap rate considered for TES was based on the highest scrap rate published in the 
Clarksons weekly during the last three months at the time of preparation of TES. The 
market rate was influenced by various factors such as supply/demand of scrap· tonnage, 
labour issues, change in government rules/regulations, steel/metal market price etc. and 
was highly volatile. . . 

When the scrap rates were so volatile and published on a weekly basis, fixation of 80 
days in· the guidelines prevented the company from obtaining a value which was having a 
mark to market value and this was further compounded by the fact that even the 80 days 
limit was not adhered to in 13 out of 30 cases and actual sale was transacted after a period 
ranging from 86 days to 211 days from the date of 'in principk' approval by the Board. 
During this period,. several changes in the scrap rates were communicated in Clarkson 
Weekly. fu all these cases except vessel M V. Devprayag, actual realization obtained by 
the Company was lower by an amount ranging between. USD 8.64/LDT and USD 
89.47/LDT when compared with prevalent scrap rates published in Clarkson Weekly and 
iresuhed in less realization of~ 19.94 crore after taking into account the gain in one of 
the vessels. (AI!lllffieX1lllJre~ Vll) 
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The Management stated (November 2012) that the existing guidelines for the disposall of 
vessJls did ~ot specify the time period for individual ~ctivity from the date of ·'in 
prindiple'· approval to the date of tender. The 80 days llinit was not applicable if the 
vessJ1 was commercially employed. The reply further stated that detailed clarification 

I ' , 
and the proce~s of attending to queries took some time; · . · · · · 

The }eply als~ admitted there was delay in the initiation of TES and the criteria of 115 
days j were nqt complied with. and ensured future compH~ce. However, the MinistrY 
stated (February 2013) that the proposal for disposal towards most of the vessels was 
initi~ted timely by the Operating Division and was approved ·by the Management 
appr6ximatel~ two months prior to disposal. I I .· . 

The reply was not acceptable as the decision to dispose of the vessel Was taken based on 
the sbrap rat~ published at the time of preparation ofrnS. Since the scrap rate was 

I . .· ,. .. . 

volatile, the ~ompany should have considered revision of the scrap rate when the sale 
was doncluded after 80 days from the 'fES date. I I . . .. 

13.1.7.4 Delay illl p7rocessilllg temlelf aml avoidable expemlit,ualfe of standilllg chalfges 

As pbr guidelines/procedure for disposal of vessels, final disposal of vessels had· to take 
place: within 80 days from in-principle approval by the B.oard. The. guidelines did not 
specifY the n~mber of days required for each step such as invitation of tender, evaluation 
of offers recei:Ved, fmalization of tender etc. · 

Combany h~4 not prescribed any milestones for intema,I activity. However, it was 
obsetjved that !in eight cases tenders were invited after the ,vessel was laid up, incurring 
avoidable exp~nditure of ~ 2.24 crore on standing charges. ,This period ranged from one 
to 171 days as ~ould be seen from Anmmrexamrre.:. VlDL Since invitation of tender and response 
of the bidder invariably also involved inspection of the vesr:;el by prospective bidder, the 
Company in brder to avoid these standing charges should ~ut the delays by issuance of 
tender noti:fic~tion in and around arrivall of the vessel for lay up by effective planning. 
Any \~nexpecred ~e~ay in ~val of vessel could be ·compensated by commensurate 
extensiOn m subnnsswn of bids. · · • 

Th~ ~9mpant agreed (November. 2012) that the existing guidelines for ilisposal of 
vessels did not specify the time period for individual activities from the date of in-

. I ; .. . . . . 

princfpk app~oval to the date of tender and further, stated that it was practically not 
possible to co~plete all the preliminary tendering procedmes before lay-up of a vesset 

j. ' . . 

13.L?.5ll!ldN!l~iol!lof excess fuel oil 

The·. ;co.nip~y ob~ained. (November 2011) cl~fi~ation~ from yarious intem~tionru 
publicatiOnS :mduding .. Clarkson Weekly regardmg mclus10n of cost of bulli<:ers m the 
reported ship! disposal prices. As per the clarifications received, the internationally 
reported prices were inclusive of minimum bunkers on l:Joard. Accordingly; the Ship 
Disp~sal Sub~Corinnittee (SDC) recommended (December 2011) minimum q~mntity of 
140 MT of Heavy Oil (basis 24' MT/day consumption x 5 days plus 15-20 tons 

' .. 1 , I . , , , , , 

unpumpable) and75 MTofDiesel Oil (basis 2.5 MT/day consumptiolli30 days). Board 
in its\ meeting: held on 13 .lfanuary 2012 directed that the •:•management may set above 
bencfunark for the quantity of bunker to be maintained on the vessels put up for 
dispo~als' ' . 

I 
I 
I 

I 

\ 

,, 
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Taking into ac~ount the_ .• nnmmum -· quantity . fixed, Audit applied these norms 
retrospectively ;to,assess the extent to which the value of scrap obtained got reduced on 
account of excess bunker quantity in the previous disposals and observed that in 12 cases 
(Allllllllemlt"e-VID) there was excess bunker available at the time of delivery which 
resulted in redpc_tiQn of sales realization to the extent of~ 8.63 crore. 

, I 

The Management/Ministry stated (November 2012/February 20B) the consumption of 
bunkers practically varied from vessel to vessel depending upon its .age, size and the 
condition of its equipments~-This fact was also recognized by the SDC while revising the 
guidelines for disposal. 

The fact remained that Company had not set any benchmark for the quantity of bullicer to 
be maintained on the vessels put up for disposal. 

13.1.7.6l1Jefidencies in process of tendering 

As per the guidelines approved by the Company in the year 2010, tenders were to be 
processed by a Tender Processing Committee (TPC) comprising officers not below the 
level of Genera! Manager from the Divisions of Finance, Operation ~nd Technical and 
Off shore Services. Th~ details of the vessels which were put up for disposal were to be 
advertised in Indian/foreign newspapers with communications to ][NSA, MSTC; .various 
ship brokers in the list of SCl The tenderers would be asked to deposit the tender along 
with EMD in the tender box which would be unlocked and the tender. documents 
removed after giving the seiial numbers and initialed by the TPC members or their 
nominees. Scrutiny of 159 such tender documents against sale of 30 vessels revealed the· 
following deficiencies: 

(i) Tender Register _was not maintained to record the details of the. tenders received 
for individual vessels. 

The Management noted (November 2012) the above f~rfuture compliance. 

(ii) Although the guidelines stipulated that the agents were allowed to participate on 
behalf of the Principal on the basis of a specific authority letter issued by the 
Principal, in 36 tenders submitted by agents, proper authorization from Principal 
were not found to be attached with the tender documents. The authority letter 
needed to be attested by a Notary which was not found to have been done while 

· submitting the tenders. 

The Management stated (November 2012) that the authorization letters submitted by e
mail were not kept in the file. H was further stated that the requirement of receiving 
notarized authorisation letter was not mentioned in fu,e existing guidelines. The reply was 
not acceptable as the authorisation letters duly signed by a Notary should -have been 
attached to make it legally valid. 

(iii) Eight out of 159 tender documents did not have the signature of tenderer in the· 
. form. In case of vessel M T Sabaiirilala, though the vessel was sold to M/s Anisa' 
Shipping, the tender documents had remained unsigned, - Besides violation . of 
guidelines, this· had serious implications in case of backing out resulting in non-
finalisation of tenders; · 

The Management noted (November 2012)the above for future compliance. 
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(iv) i M/s Kalthia Ship Breaking Ltd. had submitted. their offer for vessel M T Havildar 
Abdu~ Hamid PVC in the form purchased for vessel M T Lance Naik Karam 
Sin:gh: When the acceptance letter was sent to the firm, the Company stated 
(August 2010) that they neither paid EMD nor quoted for the vessel M T Havildar 
Abdul Hamid PVC instead the offer was made for the vessel MT Lance Naik 
Karani Sigh PVC. However, in view of the 'long term cordial relations' the 

1 .Company accepted the offer. 
I I . . ' 

The !Managel):lent accepted the observation and stated (November 2012) that this was 
don~ in the interest of the Company to avoid further delay in re-tendering. 

I . ! , . 

(v) 1l Over iand above this, 26 tenders· submitted did riot mention the name of the 
signatpry, in 53 ~ases seal of the tenderer was not found to· have been affixed in 

I the refjuisite space provided and the address of witness and/or signatory was not 
I menti9ned in 95 cases. In 73 cases neither the D;ame nor .the signature of the 
j witness were found to be affixed and in 26 cases, the details of EMD. were not 
1 furnis1J.ed. 

The IManagetnent accepted (November 2012) the observation and noted the same for 
futurl

1
e .compli~nce. · · ' · . 

(vi) As per the guidelines, all the corrections and overwritings in the tender documents 
I were required to be initialed by the members ·Of the 'fPC. However, it was . 
I obserVed that in 16 cases even when there were corrections in the most important 
1 

detail~ i.e., in respect of the amounts that were quoted, these were not found to 
I have peen initialed by the 'fPC. The instruction , in respect of initials on the 

corrections on the tender form was an important control instruction to prevent 
I 

malpractice and to milintain transparency and its non-compliance indicated that 
I the process was significantly impaired. 

The Management stated (November 2012) that the corrections were countersigned by the 
TPCI members/representatives and in .certain cases the· same had been missed out 
inad\rertently; 

(vii) In cas~ of vessel M V Hardwar, offer forms for vessel M V Kanpur were used by 
M/s Holbom Shipping Inc. In case of vessel)¥ T:Nirmaljit Singh Sekhon, M/s 
JRD ~ndustries used the form for "Further Trading" but quoted for ''Scrapping"· 
the V(:(Ssel and the tender form submitted by Mls! Ashapura Logistics Ltd. was 
not s~gned by TPC members as· stipulated in the Guidelines for Disposal of 
Vessels. M/s Rossmere submitted their tender for the vessel M T Lance Naik 
Karam Singh in the tender form purchased for vess~IM T Havildar Abdul Hamid. 
For vyssel M V V aranasi, M/s Holbom Shipping Ihc., Marshall Islands used the 
tende~ forms purchased for vessel M V Maridakini. All these tenders ·were treated 

,u~d · · 
The I Management admitted (NoveiJ1ber 2012) that M/s. Holbom Shipping Limited 
sub~tted th~ tender form meant for vessel M V Kanpur and this· was brought to the 
noti~e of the !party and corrections were made and signed by the TPC. We observed that 
the dorrections were counter signed only by the witness.With regarcfto tender submitted 
by Mts Ash~pura Logistics, the Management stated (Nbvember 2012) that this was 
inadyertently: not initialed by the 'fPC members.The change of form in respect of vessel 
V ar~nasi by pidder M/s ijolbom, the Management stateci that the bidder inadvertently 
used! the form of 'Mandakini'. for Varanasi. I . 

I 

.. !, ~ . 
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The Ministry s tated (February 20 13) that the Company has progressed to the e lectronic 
auction methodology for better transparency and smoothening of disposal processes. 

13.1. 7. 7 Restricted competition on account of deficient practices 

(A) Repeated Snap bids on account of backing out by H1 

Tenders were invited (September 2009) for the disposal of vessels MT Naik Jadunath 
Singh PVC and MT CH Piru Singh PVC against which three and four offers were 
received respectively. Since HI backed out in both cases, by obtaining verbal consent 
from CMD (21 October 2009) the Company invited Snap Bids (one in case of Vessel MT 
Naik Jadunath Singh PVC and two in case of Vessel MT CHM Piru Singh PVC). The 
details of offers received are given below: 

Table 6 

Vessel MT Naik Jadunath Singh PVC 

First tender (29-09-2009) Snap bid (22-10-2009) 

Bidder's name Amount 
Agent's Amount quoted 

quoted in'{ Remarks Remarks 
/(USD) 

name ('{) 

Global I 8,41 ,0 1,000 Sandeep 
Backed out* 

Shiptrade. (38,34,239) Mehta 

Marianna 16,85,80,665 Chandrakant 16,35,24,825 

Shipping (35, I 1.000) Oza (35, I I ,000) 

Sea Maritime 17,38,62,3 15 Pramod 16.99.98,750 

Corp. Gade 
Sold (Oct. 09) 

(36,2 1 ,000) (36,50,000) 

Vessel MT CHM Piru Sin~h PVC 

First tender (29-09-2009) Snap bid (22- 10-2009) Snap bid II (05-11-2009) 
Bidder 's 

name Amount quoted 
Agent's name Remarks 

Amount 
Remarks 

Amount 
Rema rks 

in ~ /(USD) quoted m quoted m 
Global 18,92,00,000 Backed 

Ship[rade (39,40,435.28) 
Sandeep Mehta 

out* 

Excel 18,24 ,57,000 17.69,85.000 Backed 
lntemational (38,00,000) 

Brahmadatt out* (38,00,000) 

Marianna 16,85,80,665 16.35.24 ,825 17,65,45,521 Sold (Nov. 
Chandrakanl Oza 

Shipping (35, 1 1 ,000) (35 , 11 ,000) (37.5 1' 100) 09) 

Grand 17,96,24, 11 5 17,23.27,500 17 ,60. 70.165 

lntemational 
Pramod Gade 

(37 ,4 1 ,000) (37.00.000) (37.4 1 ,000) 

*EMD of (20 lakhforfeited and blacklisted fo r three years 

It could be seen from the above that, in both tenders, all bidders except Shri Pramod 
Gade and Shri Chandrakant Oza, backed out and these two Agents (Pramod Gade and 
Chandrakant Oza) got one vessel each. Thus the chances of formation of cartel could not 
be ruled out. Even though M/s Global Shiptrade Pvt. Ltd represented by Shri . Sandeep 
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I 

MJhta was :blacklisted by the Company for. three years, the finn participated· in eight 
tenders1 thereafter, in the name of M/s Holbom Shipping Inc. and got one vessel (M V 
Pa$putra). 

The Management stated (November 2012) that since Shri Sandeep Mehta wa::; merely 
I I: . ' 

acting as tlie buyer's agent in both the cases, there was no legal reason to stop M/s. 
Holbom Shipping from participating in scr s. tenders. 

The above reply is not acceptable. as Shri Sandeep Mehta of M/s Global Shiptrade Pvt. 
Ltq. participated in the tender for vessel Jadunath Singh as Managing Director. m case of 
another ves'sel (M V Hardwar), Shri Sandeep Mehta participated as Director of M/s. 

I ' . 

Holbom Shipping me. The address, phone No, fax number and e-mail address were same 
forlboth the:Companies. 

Thy Ministry stated (February 2013) that M/s. Holborn Shipping Inc:, buyer of M V 
Pa~aliputra was neither blacklisted nor kept on hold from participating in the Company's 
tenl:Ier for s~e of ships. The reply further stated that a completely different entity cannot 
be ~enied participation for sale of ships because one of its Directors is also on the Board 
of~ blacklisted Company. 

However, the fact remained that the Company failed to verify the credentials of the 
bid

1
ding fJ.ID?.S and the very purpose of blacklisting the firm was defeated. Further, Shri. 

Salideep Mehta was. not merely the Director of the Company but was participating in the 
ten~ers by s1igning the tender forms on beha]f of both. the Companies. . 

(.B) The guidelines required giving wider publicity for disposal of vessels through 
int,mation to ][NSA, MSTC and ship breakers association. Despite all the efforts as stated 
to have been done by the Company for enlarging the field for competition, it was 
ob~erved that out of 30 vessels sold during the period, 3 agents cornered 13 vessels. Shri 
Sh~shank Agarwal submitted 13 offers representing eight2 firms and got six vessels, Shri 
Pramod Gade submitted 14 offers representing five3 firms and got four vessels and Shri 
Rashmin Sharma submitted six offers representing four4 firms and got three vessels. 

Reriew in f!Udit of disposal of 30 vessels revealed that out of 159 tenders that were 
received, 79 offers (50 per cent) were submitted by agents of which 33 offers were 

I I . 

suBmitted by 3 agents who had cornered 13 vessels out of30. 

P.. · Shri Pramod Gade represented both lhe bidders viz., M/s Kahhi.a Ship Breaking 

~I 
I 

on 17 August 2010 and M/s Rossmere International Ltd. on 24 August 2010 for 
vessel Karam Singh. 

Shri Shashank: Agarwal and Slhri Pramod Gade :were the tWo agents who had 
participated in the tenders for the vessels Hamid and Karani Singh on behalf of · 

I ' 
1 Devprayag, Hardwar, Kauwur, Mauulakini, Murshidabad, /P'ataliputra, llJttarkashi, Varimasi 
2 Mariauma $hipping !Ltd., Anisa Shipping JLtd.(two vessels), Joplin Owelf'seas lfnvestment !Ltd. 
(~o vessels), Natalia Shipping !Pvt !Ltd, Karina Shipping !Ltd. and Gmnd lfnternatWl!Wl 
S~ipping C~. 

3 R.L.Kalthia Ship !Bl!'eaking !Pvt. !Ltd., Glf'and lfnternatUmal lLtd., Sea Maritime, !Poweufu4l 
lfntermational and Rossmel!'e lfnternatiol!WllLtd. · . 

4 K~rina Shipping !Ltd., Natalia Shipping !Pvt. !Ltd., Sea JLwn Marine lLtd. and Joplin Owel!'eas 
lfn~estments Pvt JLtd 
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four different parties and grabbed one vessel each; indicating chances of cartel 
formation. 

These three agents were found to be representing different firms of M/s. GMS Jrnc., Dubai 
and M/s Wirana Shipping Corporation, Singapore. We further n6t1bed that out of 30 
vessels sold, M/s GMS Inc. and M/s Wirana Shipping Corporation, Si~gapore, Cash 
Buyers

1 
acquired 16 vessels and four vessels respectively by representing through six2 

(GMS) and three3 (Wirana) finns. 

Thus, limited members of firms/agents defeated the aim of fostering competition. 

The Management Stated (November 2012) that bidders such as M/s GMS Inc. and M/s. 
Wirana Shipping Corporation operate through many subsidiary companies registered in 
various countries across the world. Bidder representatives were merely representing their 
respective subsidiary/sister companies during various tenders of the Company. Although 
the companies are different by name and registration, · they belong to the holding 
company. 

The Ministry further stated (February 2013) that whim the wodd's largest and second 
largest buyers of ships have·competed in the Company's tenders for disposal and emerged 
successful, it is a testament to the fact that the Company's tenders have had global level 
of competition. Hence, the Company has not limited the. competition. 

However, the fact remained that the buyers of ships participating through the same set of 
agents restricted the scope for competitive quote. · · 

13.1.7.8 Collection of EMD 

(A) Deficiencies in the system of collection of EMD 

The guidelines stipulate that the tenderer has to submit EMD up to 5 per cent of the 
expected sale value as per TES or ~50 lakh whichever is lower. 

Clauses 5 (ii) and 8 of General Terms and Conditions of tender prohibits the Company 
from adjusting any EMD paid for earlier tenders and EMD had to be either refunded to 
unsuccessful tenderers or adjusted as Security Deposit for the successful tenderer. 
However, the Company violated the rules as EMD paid by one bidder was adjusted for 
the bidding by another. The genuineness of the requests for changes/adjustments made by 
the agents was not verified by the Company with the principals. 

The Company had not maintained any register for watching receipt ofEMD and transfer 
of EMD as Security Deposit/adjustment towards other tenders/refund etc. In the absence 
of proper documentation, whether EMD was collected in an cases could not be ensured. 
Some of the illustrative cases highlighting deficiencies in the system of collection and 
reassignment of EMDs are highlighted below: 

(i) We observed that in 16 instances, the tenderers wanted the Company to adjust the 
EMD paid for earlier tenders and was accepted by the Company in all cases. 

1 
The term Cash Buyers in the ship breaking industry refers to companies that possess the financial 
strength to pay the value of the ships upfront without utilizing any kind of credit .. 

2 
Marianna Shipping Ltd., Anisa Shipping Ltd., Karina Shipping Ltd., Joplin Overseas Investment Ltd, 
Natalia Shipping Pvt. Limited and Sea Lion Marine Ltd. 

3 
Grand International Ltd., Sea Maritime and Powerful International. 
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(ii) M/s Delmer Group PTE. Ltd., whi le submitting their offer for vessel M V 
Hardwar, attached a copy of swift payment (dated 14 Oct 20 11) at New York as 
proof of EMD. However, the same was credited to the Company's account only 
on 2 1 October 20 I I. TPC accepted this offer while opening the tenders (14 
October 20 II ) and the vessel was sold to M/s Delmer Group. 

The Company stated (November 201 2) that the above was accepted as an exceptional 
case and in the be t interest of the Company. The above reply was not acceptable a the 
same is agai nst Clause 5 (i) of the General Terms and Conditions of Tender. 

(ii i) In respect of vessel Raghoba Rane, M/s Gurudev Enterprises submitted cheque 
for ~ 50 lakh instead of demand draft/pay order which was to be credited to 
company's account before c losing of tender submission. The tender was however, 
accepted. 

The Management/Ministry stated (November 2012/February 2013) that the guidelines 
and tender conditions are silent on the acceptance of cheque toward EMD; hence the 
cheque was accepted as an exception in this case. The reply was not acceptable as the 
guidelines clearly specify that the EMD could be paid e ither by way of a Demand 
Draft/Bank' Pay Order or by way of a Bank Guarantee. As such, acceptance of cheque 
towards EMD was against the guidelines. 

(iv) In respect of vessel Raghoba Rane, another tenderer M/s. Grand International 
Shipping Company, Singapore did not remit the full amount of EMD in USD, 
instead requested to adjust balance amount from EMD remitted towards earlier 
tender not refunded. The amount available, however, was insufficient. But the 
tender was accepted by the Company 

We observed that the swift payment was done by the firm on 2 August 20 I 0 at 11:54 hrs 
at London (1ST 16:30 hrs) after the tender was opened at 15:30 hrs. Thus, the Company 
allowed the offerer to participate in the tender without making the payment of EMD and 
avoided retendering and attached the swift copy with the tender form after opening of the 
tender. The nonpayment of EMD was qualified by the Internal Auditors al o, however, 
the same was not considered by the TPC. 

The Ministry stated (February 2013) that the time 11:54 Hrs (GMT) refers to the time of 
confirmation of swift payment by the bank and not the exact time of remittance. 
However, the fact remained that the swift payment was received by the Company well 
after the tender opening time of 15:30 Hrs (1ST). Further, acceptance of EMD which is 
credited to Company's account after completion of tendering process defeated the very 
purpose of collection of EMD to qualify as a bidder. 

(B) Forfeiture of EMD 

As per Clause 11 of General Terms and conditions of tender, the EMD of the tenderer 
wou ld be forfeited in case the offer of acceptance was rejected by the tenderer. We 
observed that in six cases"', the Company forfeited the EMD due to non-acceptance of the 
offer. In addition to forfeiting the EMD, the bidders were blacklisted for 3 years in case 

• Mls MV Shiptrade for vessel M V Lok Rajeshwari, M/s Attar Ud and M/s Grand International for 
vessel M V Rislzikesh, Mls Global Shiptrade forM T Naik )adunath Singh and M T CHM Pint Singh 
and Mls Excel International forM T CHM Piru Singh) 
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of vessels J adunath Singh and Piru Singh and one year in case of vessel M V Lok 
Rajeshwari and in the other two cases, the. Company decided to forfeit the EMD without 
blacklisting the firms. We further observed that in case of M/s. Attar Ltd. the forfeited 
amount was lying in customer's 

1
account without accounting for it as Company's income 

and in case of l\Vs -Grand.Jntemational, the forfeited amount was refunded resulting in 
loss of~ 50 lakh. 

The Management/Ministry had not furnished any reply. 

Recommeuulatimn No.3: 1'/he pmcedzaTre fmr l!'eceipt aUld accmmtilllg of EMD llleeds to be 
elllfoll'ced. 

(C) Discll'epalllcy illl buyell's aUld agelllcy l!'emittilllg tlhe EMD aUld-sale pmceeds 

Audit observed that in 23 cases, the EMD was paid by a party other than the offerer. The 
details are given in _t\mneXllllll"ecJIX 

Audit further observed that in five cases the sale proceeds were paid by a party other than 
the buyer as given below: 

(lln USD) 
§ll. Namei[J)Hllne Name I[J)Jt'allne lBUllyer Paymennll: Payer 
NI[J). vessell reiCeliveldl 
1 M V Hardwar (for M/s Delmer Group Pte. 65,58,694 M/s Ariel Maritime PTE. 

further trading) Limited, Singapore Limited, Singapore 
2 M v Uttarkashi Mls Grand 49,06,870 M!s Wirana Private 

(for further llntemational Limited, Limited, Singapore 
trading) Singapore 

3 M v Lok M!s Mickey Shipping 31,60,159 Part payment of US$ 
Rajeshwari (for Limited, Liberia 280690 made by M/s 
scrapping) Mickey Metal and 

balance by Alloys 
Trading 

4 M T Major Dhan Mls Grand 41,09,329 M/s Dragon Well 
Singh Thapa (for International Limited, Corporation, Samoa 
scrapping) Singapore 

5 MT Major Powerful International 30,65,075 M/s Dragon Well 
Somnath Sharma Corp. Pvt Ltd. Corporation, Samoa 
(for scrapping) 

The Management agreed (November 2012) that some sale proceeds were received from 
parties other than the buyers. However, the proceeds, had been received through proper 
banking channel and the management did not see any :money laundering aspects in these 
cases. 

The reply was not acceptable as the payment from a party other than the buyer was in 
contravention of the provisions ·contained in the tender form as well as the Memorandum 
of Agreement which stipulated that the buyer had to ipake the payment. This also has 
legal and taxation implications with attendant reputation .risk to a Government Company. 

Recommmdatiolll NoA: System needs to be evolved to establish the idtmtity of buyeli'S to 
elllSNal!'e tmnspall'elllcy aUld to avoid legal aUld taxatiolll issues havilllg advell'se implicatiom 
Olll l!'eputatiolll of the compallly. 
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Co~clusimz · 

'.II'llll~nngllll 1tlllle . CmlmlJllmrrny llllas to l[][nslJllose oft' 1tlllle vessells 1tllllat llllmve Jllla!Ssel[][ tllllenlt" ecorrnmmc 
llnfr'e ito lkeelJll a ll"olbuns11: younrrng ft'lleet9 1tlhle ][llmcel[][unlt"es fr'oll" l[][nslJllosall neel[][s 1to !be nnolt"e 
1tlt"mm\s]Jllalt"ent; Tlllle nnetllllol[][ oft' Jllllt"epalt"a1tnmn oft' TE§ rrneel[][s to !be cllealt"lly l[][ocunnnerrn1tel[][ 
anl[][lunnill'ormlly Jt'oHllowel[][. A 1tnmdlt"mnne rrneel[][s 1to !be ev@llvel[][ Jt'olt" 1tlhte errntnll"e Jlllll"ocess foll" 
vairnOlillS nnftllestorrnes fr'll"OIIn tlllle nn ]JlllrniTnd]Jlllle a]Jll]JlllWVall lill]Jll1l:O everrn1tumll l[][nS]JllOSall. ])lellays nun 

I 

nm1tnatnrrng JlllrOJlllOSru for salle arm![][ Jllllt"ocessnrrng oft' terrnl[][elt"s sllllounlll[][ !be mvonl[][el[][9 so ms to 
fr'e1tcllll nnufumiunnn Jllllt"nces. Tlllle ]Jllell"Jllle1l:una1tnorrn of tlllle JP>lt"2dnce oft' orrne mgerrn11: lt"te]]lllt"teserrn1tnng 
nno~e 1tllllarrn ~rrne Jllllt"OS]]lltednve lbnnyelt" mrrnl[][ orrne agerrn11: fulJ11[][1[][J1mig ft'olt" two ftlllt"nns ft'olt" 1tlllle smnne 
vessell Jlnml[][ 1tlllle po1l:errntnall ft'olt" llnnnft11:D.ng conn]Jlletn1tnorrn. Tllllen! wms a rrneel[][ 1to punt nun pllace a 
sys1t~nn 1to pllung tlllle l[][efr'iderrndes llnlke accounrrntirrng oft' EMID Jt'olt" orrne vessell agmnrrnst 
arrnotllllell" ani[][: ft'llmglt"mrrn11: rrnon~conn]Jllllnarrnce 1to terrnl[][elt" Jllllt"Ocel[][nnlt"e~ 

I 
. i 

I 

I. 
I 
I 
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jN\1DC Limitcdj 

J.J.J Idle inl'e\tmenl of (65.55 crore 

Failure to secure forest clearance led to idling of the entire investment of ~ 65.55 
crore made on wind energy farm for over 24 months and consequential non
realisation of revenue of ~13.20 crore. 

NMDC Limited (the Company) decided (April 2006) for setting up of I 0 Mega Watt 
(MW) wind mill so that the generated energy can be wheeled to the Karnataka e lectricity 
grid and banked as per the requirements of Donimalai Iron Ore Project. It engaged 
(March and September 2008) M/s Suzlon Energy Limited (Suzlon) to execute the project 
on a turnkey basis. Suzlon completed the work and commissioned the Wind Energy 
Generators in respect of six units (9 MW) in September 2008 and the balance one uni t 
(1.5 MW) in March 2009 with total installed capacity of 10.5 MW at a tota l cost of 
~65 . 55 crore. All these units located at Anehalu village in Karnataka were connected to 
the Grid through 33 KV transmission lines. These li nes passed through the Jogimatti 
Reserve Forest in Chitradurga District, Karnataka. Wheeling and banking agreement for 
wind and mini hydel projects was approved by Karnataka Electric ity Regulatory 
Commission in July 2008. But, since NMDC had to take aJI the approvals afresh if it had 
to go for wheeling and banki ng agreement and as Suzlon declined to facilitate wheeling 
and banking anangement for captive use, NMDC entered (July and November 2009) into 
two Power Purchase Agreements (PPAs) with Bangalore Electricity Supply Company 
Li mited (BESCOM) for sale of power from the wind energy farm at a rate of 
~ 3.40 per kil owatt ho ur (kwh) unit of power. Accordingly, the Company earned ~ 13.45 
c rore from September 2008 to September 20 10 from the sale of power of 395.78 lakh 
units. 

Meanwhile, the Range Forest Officer, Chitradurga Range, Chitradurga lodged a forest 
offence case, for want of forest clearance for the 33 KV transmission lines laid (without 
approval) in the forest land (from wi nd energy farm to Grid) in Jogimatti Reserve Forest, 
in August 2009 before the Judic ial Magistrate Fi rst Class, Chitradurga. Subsequentl y the 
operations were stopped (October 20 I 0) by the Forest Authorities as Suzlon continued its 
unauthori zed 33 KV power supply acti vities without obtaining due permission from 
Government in the Forest area. Later, Suzlon filed (April 2011 ) a writ petition with the 
High Court of Karnataka for interim stay and the case is still pending (September 20 12). 
Meanwhile, Suzlon is also making efforts to obtain the necessary approvals for re-routing 
the power evacuation from NMDC wind farm. 

In this regard, audit observed that the project involved laying of HT lines in reserved 
forest which require the prior approval of the Ministry of Envi ronment and Forest 
(MoEF) under Section 2 of the Forest Conservation Act, 1980. Further, as per Para 4.8 
of the procedures laid under Forest (Conservation) Amendment Rules, 2004, if a project 
involves forest as well as non- forest land, work should not be started on non - forest land 
till the approval of the Central Government for release of forest land has been given. 
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Though a prov1s1on is made in the contract that Suzlon shall have to arrange for 
necessary statutory clearances/ approvals on behalf of NMDC, the Company did not 
satisfy itself that all statutory clearances were obtained before the start of work of wind 
energy farm. This shows that the Company had not exerc ised due diligence in ensuring 
that the required clearances are in place before the start of the work. The Company had 
taken up (January 2011 ) the issue of obtaining of the forest clearances with Suzlon only 
a fter the Forest Authorities had given orders not to ene rgize the plant and lines. 

The Ministry in its reply (November 201 2) stated that strict due diligence required as per 
the scope of the work was done by NMDC before awarding the work for setting up of 
wind farm. Immediate emphasis was mainly on restoration of wind farm and necessary 
action will be taken by NMDC against Suzlon to recover the losses once the wind farm is 
started. Meanwhile, Suzlon has set up an alternative evacuation route and the approval of 
the Chief Electrical Inspector to Government (CEIG), Govt. of Karnataka had been 
obtained (August 20 12). Subsequently, Suzlon has forwarded the draft supplemental PPA 
to be ente red by NMDC with BESCOM. 

The fact remains that NMDC has not ensured whethe r Suzlon had obtained the necessary 
statutory approvals required from the Forest Authorities and thus, failed in exercising due 
diligence leading to idling of the entire in vestment of ~ 65.55 crore leading to 338.35 
lakh units of power not getting generated and consequentia l non-reali sation of revenue of 
~ 13.20 c rore" due to stoppage of power generation during Octobe r 20 I 0 to September 
201 2. 

lstccl Authorit~ of India Limited! 

I 4.2 Excess payment in Performance Related Pay scheme 

SAIL management did not adhere to the OPE guidelines with respect to payment of 
' performance related pay ' and made an irregular payment of~ 319.61 crore during 
the period from 2007-08 to 2010-11 

In pursuance of the OPE guidelines contained in OM No. 2(70)/08-DPE (WC)-GL
XVI/08 dated 26 November 2008 and OM No. 2(70)/08-DPE (WC)-GL-IV/09 dated 9 
February 2009 Steel Authority of India Limited (the company) introduced PRP scheme 
for its executives. A Remuneration Committee headed by an Independent Director of the 
company was to decide the PRP and policy for its distribution within the prescribed limit. 

The Audit noted the following irregularities in implementation of the OPE gui delines 
which resulted in excess payment of PRP to the company' s executi ves from 2007-08 
onwards totaling~ 3 19.61 crore up to the financial year 2010- 11. PRP for the year 2011 -
12 was not paid (March 20 13). 

I. The above OPE guide lines required that the company should have a robust and 
transparent pe rformance management system (PMS). It should adopt a 'Be ll Curve 
Approach' in grading the executives so that not more than I 0 to 15 per cen.t are graded as 
'Outstanding/Excellent' and I 0 per cent of executives shou ld be graded as 'Below Par'. 
No PRP was to be paid to those achieving ' below par' rating. The company however did 

" Non realisation of revenue= 388.35 lakh units (calculated based on average generation of the seven 
units in a month during September 2008 to September 2010) X ( 3.40 per unit as per the PPA 
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not adopt 'Bell Curve Approach' in grading and paid PRP to all its executives in 
violation of the DPE guidelines resulting in avoidable payment of { 87.45 crore1 for the 
years 2007-08 to 2010-11. 

Management stated (June 2012) that the Remuneration Committee had finalised the PRP 
scheme; grading the performance of 10 per cent of its executives as 'below par' should 
not be insisted for a 'Maharatana' company like SAIL and actual distribution of 
performance grading was almost 'Ben Curve Shaped'. 

Management reply is not acceptable as (a) while finalizing PRP for the year 2007-08 and 
2008-09 in its 5th meeting held on 8 July 2010, the Remuneration Committee headed by 
an Independent Director of the company established a five tier executive performance 
rating system including rating 'Minus C' for non-performers with no entitlement of PRP 
and (b) there was J10 relaxation for the 'Maharatana' companies and DPE vide OM No. 
(21)/11-DPE (WCr--GL-Jq:W2011 dated 6 July 2011 reiterated its previous guidelines as 
"it should be ensured that 10 per cent of the ,executives and non-unionised supervisors in 
a CPSE have to be graded as 'below par' and not paid any PRP". 

2. The DPE guidelines prescribe the basic formula for PRP payable to an executive. 
The Remuneration Committee however adopted a PRP formula wherein the multiplier for 
the weightage of Exexutive Performance Rating (EPR) exceeded the DPE prescribed 
limit which was irregular. As a result an excess payment of PRP was made to the 
company's executives from 2007-08 onwards totaHng ~ 232.16 crore up to the financial 
year 2010-U as shown in Table. 

Tinegunllsur ]!llatymennt l[])it' JPRJP> lb>y §AIDL 

20117-08 2008-011)1 2009-10 2010-11 
(a)EPR rating A B c A B c .A B c A B c 
categories 
(b )Corresponding 80 60 40 80 60 40 80 60 40 80 60 40 
DPE prescribed 
PRP multiplier 
for EPR (per 
cent) 
(c) PRP 98.5 97.0 95.5 98.5 97.0 95.5 98.0 96.0 94.0 97.5 95.0 92.5 
multiplier for 
EPR adopted by 
SAIL (per cent) 
(d) Excess of (c) 18.5 37.00 55.5 18.5 37 55.5 18 36 54 17.5 35 52.5 
over (b) (per 
cent) 
(e)PRP payment . 48.93 98.88 . 27.41 77.83 84.97 12.50 109.49 130.16 9.20 59.78 76.09 . 3.64 
made2 

(e) Irregular 9.19 37.71 15.92 14.62 32.41 7.27 20.11 48.81 5.29 10.73 28.03 2.07 
Payment ~ in 
crore) 
'll'otall ~ 232.16 C]['O]['e 

Management stated (June 2012) that: (a) the scheme was finalized by the Remuneration 
Committee which considered the physical and financial performance of the company and 
its plants/Units and performance of the executives as an individual and as a member of 
the team; (b) appropriate weightage was assigned in accordance with the peculiarity of 

1 Calculated on basis of percentage of total PRP payment 
2 Calculated on basis of90 per cent (10 per cent commented in point 1) of total PRP distributed among 
A,B, and C category of executives in proportion to their number in total employees 
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the working of the Steel Industry and (c) the PRP payment was made within the amount 
avai lable from the PBT and within the ceil ing prescribed by DPE. 

The management reply is not acceptable as DPE OM dated 26 November 2008 required 
the Remuneration Committee to decide the PRP and policy for its distribution within the 
prescribed limit. In its reply DPE has confirmed (April 8, 2013) that the powers 
delegated to Maharatna CPSEs do not cover the matters relating to Pay/PRP. 

The IFD of Ministry of Steel agreed (March 2013) that the company should have adopted 
a 'Bell Curve Approach' in grading the executives so that 10 to 15 per cent are graded 
Outstanding/Excellent and 10 per cent of executives should be graded 'Below Par'. It also 
stated that the Remuneration committee adopted a PRP formula in which the multiplier 
for weightage of EPR exceeded the DPE prescribed limit which was irregular. 

Thus, SAIL management did not adhere to the DPE guidelines applicable to it with 
respect to payment of ' performance related pay' and made an irregular payment 
amounting to ~ 319.61 crore for the years 2007-08 to 20 l 0-1 1. 

SAIL under valued the monetized value of recurring expenditure on infrastructural 
facilities attributable to the company's executives resulting in excess payment of 
perks and allowances amounting to ~ 98.61 crore up to 31 March 2012 

Steel Authority of India (the company) implemented the revised pay scale for its Board 
Level and below Board Level Executives in accordance with the guidelines contained in 
Department of Public Enterprises (DPE) Office Memorandum (OM) No.2/70/2008-DPE 
(WC) dated 26 November 2008 and No.2/70/2008-DPE (WC)-GL-VII/09 dated 2 April 
2009. The Board of Directors also approved the revised perks and allowances for 
executives with effect from 5 October 2009. 

According to DPE guidelines (a) the Board of Directors would decide on the allowances 
and perks admissible to the different categories of executives subject to a maximum 
ceiling of 50 per cent of the basic pay; (b) Instead of having a fixed set of allowances, the 
CPSE may follow 'Cafeteria Approach' allowing the executives to choose from a set of 
perks and allowances; (c) Where CPSE has created infrastructure such as hospital, 
colleges, schools, clubs etc. these facilities should be monetized for the purpose of 
computing the perks and allowances; (d) For the purpose of reckoning the val ue of 
infrastructure facilities, the recurring expenditure on maintaining and running the 
infrastructure facilities alone would be taken into account and the said amount shall be 
restricted to l 0 per cent of the basic pay of all executives and non-unionised supervisors 
within the overall limit of 50 per cent of basic pay; and (e) This recurring expenditure 
attributable to the executives should be computed based on the propoltion of total basic 
pay of executives and the total basic pay of workmen. 

Audit observed that the monetized value of the recurring expenditure of the company 
attributable to the executives on the infrastructure faci lities consisting of education, 
medical and clubs etc. was greater than 10 per cent of their total basic pay during the 
years 2009-10,2010-11 and 2011-12. Therefore, according to the DPE formula, the perks 
and allowances under the 'Cafeteria Approach ' should have been restricted to 40 per cent 
of executives' total basic pay. However, the company paid the perks and allowances to its 
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executives to the extent of 44 to 46 per cent of their basic pay resulting in total excess 
payment of~98.61 crore for the period from 5 October 2009 to 31 March 2012. 

J •. 

Management stated (November 2012) that the payment of salaries and wages should not 
be considered as recurring expenditure for reckoning the val.ue of the infrastructural 
facilities like hospital and schools and only recurring expenditures like consumption of 
medicines, stores & spares, repair & maintenance, power & fuel, misceUaneous 
expenditure and depreciation were reckoned which was 3.8 per cent of executives' total 
_basic pay. 

While agreeing with the Audit observations, Ministry stated (March 2013) that employee 
remuneration and benefits on medical and education are absolutely fixed cost for· the 
Company. 

The reply of the Managemen1:/Ministry is not acceptable as expenditure on salaries and 
wages being essential to provide the services and exdusion of such expenditure from 
reckoning the value of infrastructure such as hospitals etc. was against the DPE 
guidelines. 

Thus, by undervaluing the monetized value of recurring expenditure on infrastructural 
· facilities attributable to the company's executives the company has paid excess payment 

of perks and allowances amounting to ~ 98.61 crore up to 31 March 2012 and may 
further increase. 
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IDl'lhi Metro Rail Corporation Limih.•(ij 

I 5. I Implementation of \ irport \l('tro Expn•li.li Lin<' Project through Puhlic Primte 
Part11er\hip 

15.1.1 Introduction 

Delhi Metro Rai l Corporation Limited (DMRC) is a Joint Venture company of 
Government of India (GOI) and Government of National Capital Territory of Delhi 
(GNCTD). GOI accorded approval for the Airport Metro Express Line (AMEL) from 
New Delhi railway station to Indira Gandhi Internatio nal Airport (IGIA) (May 2007) I 
Dwarka (January 2009) through Public Pri vate Partnership (PPP) mode. A Special 
Purpose Vehicle viz. Delhi Airport Metro Express Pri vate Limited (DAMEPL) was 
incorporated with the con ortium Re liance Energy Limited/CAF holding I 00 per cent 
equity. As per Concession Agreement ente red into (August 2008) between DMRC and 
DAMEPL the work re lating to des ign, installation, commissioning, operation and 
maintenance was undertaken through DAMEPL and civil work executed by DMRC. The 
project covering 22.7 k.ms was completed at a total cost of~ 5697 crore (~ 28 12 crore by 
DMRC and ~ 2885 crore by DAMEPL). As on 3 1 March 20 12 paid up equity of 
DAMEPL was just ~ one lakh against long term borrowings of ~ 2752.05 crore (secured 
loan 1932. 10 crore and unsecured loan ~ 8 19.95 crore). The accumulated loss of 
DAMEPL as o n 31 March 20 12 was ~ 341. 13 crore. As per Concession Agreement an 
Escrow Agreement was entered into on 30 April 2009 between DAMEPL, Axis Bank 
and DMRC to streamline appoi ntment of Escrow Agent, Establishment and Maintenance 
of Escrow account"' . Operating Procedures (deposits and withdrawals) to aid in project 
execution. 

Commercial operation of AMEL commenced with effect from 23 February 20 I I. The 
operation was suspended on 8 July 2012 due to defects in civi l works. On rectification of 
defect by DMRC, DAMEPL recommenced operations of AMEL on 22 January 2013. 

The audit covered basis of selection of PPP model, the Concession Agreement (CA) and 
execution and operation of the A MEL. 

15.1.2 Audit Findings 

15. 1.2.1 Planning 

Airport Authority of India (AAI) antic ipated in 2004 a steep rise in air tra ffi c at JGIA due 
to Commonwealth Games to be he ld at New Delhi in October 20 lO and proposed for a 
metro link to connect IGIA to Connaught Place. AAI decided (July 2004) to assign the 
work of feas ibility study to DMRC and DMRC in tum assigned the work of preparation 

.. Means an account which the concessionaire shall open and maintain with a Bank in which all inflows 
and outflows of cash on account of capital and revenue receipts and expendihlres shall be credited 
and debited, as the case may be, in accordance with the provisions of Concession Agreement. 
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of Detailed Project Report (DPR) to RITES Limited. The DPR considered three models 
for financing of the project and recommended the PPP modet 

Under the PPP Model civil costs outside Airport were to be borne by GO! and GNCTD 
equally as equity contribution with the balance cost including roHing stock to be 
contributed by the concessionaire with a Debt:Equity ratio of 7:3. The cost of civH works 

. within the airport was to be contributed by the Airport Operator as grant. 

Empowered Committee<::? and GOI accorded approval in August 2006 and May 2007, 
respectively, for AMEL from New Delhi RaHway Station to IGIA. The 'Expression of 
Interest' (EOI) for selection of bidders for development of AMEL was called for in 
January 2007 through international competitive bidding process. All the five consortia 
who responded to EOI were pre-qualified for Request for Proposal (RFP) stage. 
However, only two consortia viz. Reliance Energy Limited /CAF and Larsen & Toubro 
Infrastructure Development Project Limited/ GEITPL participated in RFP. The bids were 
evaluated on the basis of financial and technical criteria (prior experience in developing, 
operating or maintaining urban transport system, minimum networth of ~400 crore, 
average annual turnover of~ 1200 crore etc.) and the bid of M/s Reliance Energy, inter
alia, offering concession fee of~ 51 crore, was evaluated as the highest bidder. Letter of 
Acceptance was issued (January 2008) to M/s Reliap.ce Energy Ltd., which incorporated 
a Special Purpose Vehicle (SPV), viz. Delhi Airport Metro Express (Pvt.) Ltd. 
(DAMEPL) to design, instaU, commission, operate and maintain the. AMEL from New 
Delhi railway station to Dwarka Sector 21, for a concession period of 30 years and the 
Concession Agreement (CA) for the same was entered into between DMRC and 
DAMEPL on 25 August 2008. Upon termination of the CA the Concessionaire is 
required to , deliver forthwith actual or constructive possession of the Airport Metro 
Express Line free and clear of all encumbrances. Upon termination by DMRC on account 
of a Concessionaire's event of default during the operation period, DMRC shall pay to the 
Concessionaire an amount equal to 80 per cent of the Debt Due. fu case of termination by 
the Concessionaire on account of DMRC event of default, DMRC shall pay to the 
Concessionaire an amount equal to debt due, 130 per cent of the adjusted equity and 
depreciated value of the project assets, if any, acquired and installed on the project after 
the lOth anniversary of the COD. Upon termination on expiry of the Concession Period by 
efflux of time, no termination payment shaH be due and payable to the concessionaire 
what so ever, provided that in the event, any project assets is acquired and installed on 
the project within five years of the cessation of the Concession by normal efflux of time, 
with prior written consent of DMRC, then an amount equal to the depreciated value of 
such project assets shaH be made by DMRC to the Concessionaire. 

Auditobserved that: 

o Cabinet Committee on Economic Affairs (CCEA) had mandated (October 2005) 
that aU projects having capital cost or underlying value of assets more than ~ 100 

· crore would .. be brought before the Public Private Partnership Appraisal 
Committee (PPPAC) and after clearance by PPPAC, the project would be put up 
to the competent authority for final approval. However, the Company did not 
obtain PPPAC approval at any stage of AMEL. 

17 Consisting of Cabinet Secretary, Secretaries of Ministry of Urban Development, Road Transport and 
Highways, Railways, Civil Aviation, Home Affairs, GNC7f'D, Planning Commission, ASll, Revenue, 
/Expenditure, and MD DMRC. 
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DMRC replied (November 2012) th~t the Mass Rapid Transit System projects 
were not routed through PPPAC as the same were ·reviewed by Empowered 
Committee and EGoM. 

Thei reply was not acceptable as the instant project was a PPP project and hence 
compliance to the GOI directions in this regard was mandatory. . 
c 

1 

In contravention of guidelines (January 2006) ·of the Ministry of Finance 
restricting the quantum of financial support (VGF) in PPP in· infrastructure to 
maximum of 40 per cent of the total project cost, the GOI approval for the 
project considered contribnution by concessionaire to the extent of 46.17 per cent 
(13.92 per cent equity and 32.25 per cent debt) of the total project cost as against 
60 per cent required as per above glllidelines. 

DMRC stated (November 2012) that AMEL was having a different structure of 
financing which was approved by EGoM. The reply was not acceptable as AMEL 
was J?.Ot an exception and when all the envisaged benefits of PPP projects were 
available to the private partner, Government instructions on VGF should allso 
have been followed. 

"' The criterion for selecting PPP model was that only through this mode the AMEL 
could be completed in time i.e. before start of Commonwealth Games. The 

· objective however was defeated as the project could be completed five months 
after the Games. 

11,) Against ridership of 42500 passengers per day projected in the DPR for the year 
2011, actual average ridership during 17 months operation of AMEL ranged 
between 5344 and 17794 passengers per day. The DPR projections were based on 
certain assumptions; however, jlllstification for adopting such assumptions was not 
avail4ble in· the DPR. Thus correctness of methOdology adopted to work out 
projected ridership could not be verified in audit. 

i 

I 

It was seen that the DAMEPL had requested for deferment of concession fee for 
five years and invoked arbitration (October 2012) under sustainability/financial 
viability clause. 

15.1~2.2 Filtuunci~mg pattem of the project 

Public Private Partnership is an arrangement between a Government owned entity oh the 
one i side and a private sector entity on .the other with well defined alllocation of risk 
betireen the !parties. fu the present project, civil works including HT sub-stations were 
built by DMRC and balance work (i.e. procurement, installation and commission of 

I . 

systems, rolling stock etc.) were provided by the concessionaire. It was, however, 
observed· that the essential element of allocation of risks was absent in the project, as 
discussed below: 

i 

(a) I No~m i~mclusio~m of Debt: !Equity ratio i~m the Co.~mcessioin Agreeme~mt / 

As ~tipulated in the DPR and also approved by t]Je Ministry vide its· order dated May 
2007, the Concessionaire's contribution was to be maintaiiled in the debt equity ratio of 
7:3. 1Accordingly, the Concessionaire was to fund~ 2885 crore i.e.~ 865.50 crore by way 
of equity arid balance of ~ 2019.50 crore as debt. Audit, however, obse.rved that 

I I 

Ministry's orders for maintaining debt-equity ratio of 7:3 were neither incorporated in the 
Contession Agreement nor complied with by the Concessionaire. · 
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Audit observed that the concessionaire brought in equity capital of only ~ 1 lakb. at the 
time of incorporation (April 2008) and an amount of~ 61 L95 crore was infused as Share 
Application Money pending allotment(~ 373.90 crore in 2008-09, ~ 93.05 crore in 2009-
10 and ~ 145 crore in 2010-H). This Share Application Money was subsequently 
converted into interest free unsecured sub-ordinate debt in 2010-11. Thus although 
authorised capital was ~ 870 crore, the paid up capital remained at only ~ 1 lakh, which 
was the minimum requir~ment as stipulated by Section 3 of the Companies Act, 1956 for 
a private company. 

Audit observed that reasons for conversion of share application money into sub-ordinate 
debt were not on record. 

Audit further observed conversion of share application money pending allotment into 
interest free subordinate debt, aided the concessionaire to operate a project of ~ 5697 
crore with an insignificant risk of~ one lakh. 

DMRC replied (November 2012) that debt-equity ratio was the subject matter of 
'financing documents' and monitoring the same was in the interest of senior lender. It 
further mentioned that share application money pending allotment was to be included in 
equity while calculating debt equity ratio. It aiso stated that the subject matter of 'equity' 
and 'debt due' comes into play only at the time of termination of CA and only 
subordinate debt disbursed by lenders is considered part of debt due. 

It should be noted that compliance to EOJJfinancing parameters was to be ensured by 
DMRC. Also share application money pending allotment does not form part of equity 
unless allotted. Instead of insisting upon the Concessionaire to maintain the defined debt
equity ratio, the DMRC merely asked (June 2012) the Concessionaire to clarify on 
conversion of share application money into subordinate. debt, that too after 15 months of 
the event (March 2011). 

DMRC did not furnish any justification for non-incorporation of debt equity ratio in the 
Concession Agreement. Clarity in the matter is necessary to avoid the eventuality of 
DMRC bearing major share of risk. 

15.1.2.3 Non=completion of punch list items 

Clause 17.6 of the CA states that if the Independent Assessor (CMRS ~) certifies the tests 
of the Project systems to be successful and the project can be legally, safely and reliably 
placed in commercial operations, then the consultant . may at the request of .. the 
Concessionaire issue a provisional certificate of completion (Provisional Certificate) as 
per schedule 'K'. Such a Provisional Certificate would be appended with a list of 
outstanding items (Punch List) signed jointly by the Consultant and the Concessionaire. 
AH punch list items were to be completed by the Concessionaire within 90 days of the 
date of issue of such Provisional Completion Certificate. In case of delay beyond 90 
days, the Concessionaire was allowed an additional 60 days to complete the work, subject 
to payment of damages of~ 2.00 lakh per week of such delay. Failure to complete the 
punch list items entitled DMRC to terminate the CA in accordance with provisions of 
clause 29.2 of CA. 

o Commissioner of Metro Rail Safety 
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Provisional Completion Certificate (PCC) was issued on 22 February 2011 with 
Commercial Operation Date (COD) as 23 February 2011. Punch list items appended 
therewith included major work such as two stations out of six stations i.e., Dhaula Kuan 
and Delhi Aero city stations, side platforms at New Delhi and IGI Stations, down 
platform at Dwarka Sector-2 1, check-in facilities and Baggage Handli ng System, etc. 
Audit, however, observed that punch list items required to be completed within 90 days 
(23 May 2011) remained incomplete even after lapse of 22 months period from the date 
of PCC (from 22.02.2011 to 3 1.12.2012). Out of damages of~ 1.88 crore (upto February 
2013) levied as per clause 17.6 of the CA an amount of ~ 1.19 crore was recoverable 
from DAMEPL (February 20 13). The final completion certificate has also not been 
issued to the Concessionaire so far (February 2013). 

15.1.2.4 Non-receipt of payments due to DMRC as per CA 

As per Article 8 of the CA, DMRC was entitled to receive from the Concessionaire (i) 
license fees of~ 10,000 per year during the term of the agreement, to be paid in advance 
within 90 days of the commencement of the year to which it is due and payable (ii) yearly 
Concession Fee of~ 51 crore from COD (with 5 per cent escalation every year), to be 
paid in advance within 90 days of the commencement of the year for which it is due and 
payable; and (iii) share of gross revenue (@ 1 per cent from 1st to 51

h year, and increasing 
subsequently) with DMRC. Share of gross revenue was to be remitted on a quarterly 
basis within I 0 days of the end of each calendar quarter. 

Further, sub-clause 23.2. 1 of Article 23 of the CA directs the Concessionaire to instruct 
the Escrow Bank to pay all dues to DMRC, prior to debt servicing payments. 

Audit noticed that since commercial date of operation to 31 March 20 12 the 
Concessionaire had paid an amount of ~ 51.37' crore towards Annual Licence Fee, 
Annual Concession Fee and share in revenue. However, as on November 20 12, following 
amounts were outstanding against the Concessionaire: 

• Annual License fee of~ 10,000 from August 20 12, 

• Annual Concession Fee, for the year 20 12- 13 amounting to~ 53.55 crore (due 
w.e.f. 23.05.2012); and 

• 1 per cent revenue share amounting to~ 11 lakh for the months of April & May 
2012. 

Audit further observed that the CA did not contain any penal clause to act as a detenent 
for delay in payments by the Concessionaire. Further, the Management a lso did not 
enforce its right to receive payments through Escrow accounts. Thus, apart from non 
realisation of payments of~ 53.67 crore, DMRC suffered los of ~ 3.30 crore towards 
. 2 mterest . 

DMRC replied that although they had the option to receive the amounts directly out of 
the Escrow account, but considered it prudent not to take further action at that stage as 
there was no income to the Concessionaire due to stoppage of operations. The reply was 
not acceptable as on the due date of annual concession fee i.e. May 20 12, the line was 

I license Fee r 30, 000 for years 2009-11, Concession Fee r 51.00 crore for the year 2011-12 and 
Revenue share of (0.36 crore upto quarter ended 31 March 2012. 

2 @ 8 per cent (upto February 2013) 
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operational and was stopped only :in July 2012. Moreover, DMRC should have protected 
its financial interests by including a penal clause in theCA for delay :in payments. 

15.1.2.5 Nmm=momtitmimtg of JEsaow acccollltmtt 

Memorandum of Operating Procedure (MOP) for operation of escrow account was 
executed (April2009) between DAMEPL and Axis Bank: Limited wherein Para 1.2 of 
MOP defmes 'Authorised investment' which are as follows:-

® Government of India securities 

o futerest bearing deposits with bank:s/financiall institutions acceptable to the · 
Lenders 

0 Short term senior debt instruments or certificates of deposit or instruments rated 
at least AA, of investment grade by CRIS][L or KCRA or CARlE or any other 
reputed credit rating agency 

Any scheme of a mutual fund that invests only in gHt and or debt :instruments of 
:investment grade rated at least AA by CRJ[S][L or KCRA or CARlE or any other 
agency and wh:i.ch is freely redeemable and 

Any oilier instrument as may be approved by the Lender's Agent from time to 
time. 

Audit, however, observed that during the period 2009-12, investments ofDAMEPL were 
limited to a particular set of mutuall funds as detailed below: · 

S11:211:el!llll~ennt sJ!n([J)'WJinng fumvestmmennll:s 

§]ffi([])rt 'Jl'em fuvesll:mmennll:s 2@®~=1® 2®Mll=lili 2®H=li2 
Reliance Money Manager JPund 599.99 0.51 0.54 
Institutionall- Daily Dividend Plan 
Reliance Liquid Fund - Treasury Plan - 0.18 0.19 24.02 
fustitutional Plan 

Reliance Liquidity Fund 1.07 22230.25 30.46 
'Jf([J)tall fumves11:llllllennll:s (()@1.24 2223®.~5 55.®2 

DMRC replied (November 2012) that if the Concessionaire or escrow agent had entered 
into any practices which were not permissible, action shaH be taken as pemriUed under 
CA. H was further stated that DMRC had decided to appoint a speciall auditor· to 
thoro11ghly review all the investments and all transactions under the escrow account and 
had also served a default notice to the Concessionaire in tlris regard. 

The fact remained that the management had failed to monitor the escrow account 
-transactions timely. 

1 Audit observed that~ 285.43 crore was released from escrow account by the DAMEPL 
to its Group. Companies, i.e., Utility Energytech and Engineers Private Limited and 
Reliance Utility Etigineers Private Li.nilited during 2009-12. While verifying their 
relationship with Reliance fufra it was noticed that paid up equity share capital!. of 
Remmce Utility· Engineers Private Limited as on 31 March 2011 was held by Spice 
Commerce and Trade Private Li.nilited (an associate of Reliance fufra) and Space Trade 
Enterprises Private Li.nilited. The above two companies (M/s Spice and M/s Space) had 
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the same registered office address and the domain address for email was that of Reliance 
Infra. The above findings revealed a complex ownership structure of these companies. 

It was further observed that although ~ 58.70 crore was released during 20 I 0-1 I, out of 
escrow account, to Utility Energy Tech Private Ltd. Audit was unable to understand as to 
how the fu nds were released from escrow account to Utility Energytech when it was not 
in existence during this period (2010- 11) as it had changed its name to Reliance Utility 
Engineers Private Limited as per fresh certificate of incorporation issued on 26 October 
20 I 0 by Registrar of Companies. Further, DAMEPL also contravened provisions of 
Accounting Standard 18 - ·Related Party Disclosures' issued by Institute of Chartered 
Accountants of India (1CAI) as it did not disclose 'related party' in respect of the above 
transaction in their accounts during the years 2009-10 to 201 1-12. In the absence of 
details, aud it could not verify the purpose and validity of such releases. 

DMRC intimated (November 20 12) that spec ial auditor was being appointed to 
thoroughly review all transactions under the escrow account . 

It is apparent from the above that DMRC did not keep a vigi l as per Article 25 'Accounts 
and Audit' of CA, on payments released from the escrow account and thus failed to 
ensure proper monitoring of escrow transactions. 

15.1.2.6 Compliaflce with Operation a11d Maifltenance clauses 

As per Article 19.1 (a), (e) and (g) of theCA the Concessionaire was to provide suitably 
trained personnel for O&M activities at all times, undertake routine maintenance 
including prompt repairs of any wear or damage found and undertake major maintenance 
work uch as track replacement, repair to structures etc. Further, Section 4.1 of the 
Operation and Maintenance manual mandates monthly inspection. Article 20 of the CA 
enjoin DMRC to inspect the project atleast monthly and send its O&M Inspection 
Report to the Concessionaire. The Concessionaire was required to remedy the defects and 
deficiencies set forth within 30 days of its receipt and submit a compliance Report. 

Audit ob erved that DMRC wrote to DAMEPL that the Concessionaire failed to carry out 
(ti ll May 20 12) any in pections (Routine, Principal and Special inspection) of viaduct and 
bearings as per the provisions of the O&M Manual. Moreover, the Concessionaire was 
not equipped with the inspection infrastructure required to carry out the inspection as per 
the manual. Although the Concess ionaire did not comply with CA clau es but they 
appointed a consultant viz. M/s Shirish Patel & Associates Consultants Pvt. Ltd. (SPA) 
with the approval of DMRC to investigate defects in the DMRC works and on the basis 
of defects a brought out in the report (June 2012) of SPA, suspended the train services 
from 8 July 2012. In a meeting held on 4 July 2012 under the Chairmanship of the 
Secretary, Ministry of Urban Development, a Joint Inspection Committee (JIC) was 
constituted for inspection of the bearings and structure of the line. JIC's report (July 
2012) identified certain defects such as (a) bearings provided at improper locations, (b) 
defects in cross levels (c) bearing material damaged etc., and concluded that poor 
execution of bearing seating work and poor workmanship during construction were the 
reason for problems in bearing area. Further, it also opined that secondary reason for the 
present state of affairs was absence of proper inspection of the girders, especially in the 
bearing area, both before commissioning and during initial stage of train operatwns. 

Audit further observed that though DMRC carried out monthly inspection but failed to 
detect any major defects in civi l construction . DMRC in its monthly inspection carried 
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out in March 2012 had pointed out certain defects during inspection of viaduct, which 
were not taken to any logical conclusion because they were stated to be as per the design 
of viaduct. The defects were later confirmed by nc. . 
The line came to a halt in July 2012>·within 16 months of commissioning. DMRC had 
carried out the repair work valuing~ 15 crore at the risk and cost of the civil contractor 
and operations resumed w.e.f. 22 January 2013. As the civil structure was buHt by 
DMRC and balance works as ·well as O&M were the responsibility of the Concessionaire, 
each party was holding the other responsible for the· defects in the civil structure and for 
improper mai11tenance. The Concessionaire invoked arbitration (October 2012) under 
clause 36.2 of Concession Agreement on the grounds including sustainability/ financial 
viability of the project. DMRC had not taken any action, except is~uing notices to civil 
contractor for poor workmanship and Consultant for poor quality' of inspection during 
construction period of the project. The final report of the enquiry committee appointed by 
the Ministry of Urban Development was pending (February 2013). 

15.1.2.7 ·Undue advantage to DIAL due to relaxing payment conditions 

AMEL was envisaged by the Ministry of Civil Aviation (MoCA) in the year 2004 and 
MoCA agreed that DIAL would pay an upfront fee of ~ 350 crore as grant towards civil 
jobs for the metro line inside the Airport, which was approved by the EGoM. 
Subsequently, DIAL requested (July 2007) DMRC to add one more station near NH-8 to 
serve its commercial areas for which it agre~d to bear the additional cost of~ 98 crore to 
be paid in advance. Commercial rights of the two stations viz. NH 8 and at Airport were 
given to DIAL vide an agreement dated April 2009. However, on the request of the 
Secretary MoCA, DMRC allowed DIAL to make payment of ~ 448 crore in four 
instalments (1 June 2009, 1 September 2009, 1 December 2009 and 1 March 2010).· 

Audit observed that allowing DIAL to make payment in four instalments was in 
contravention of GOI approval for the payment of construction costs upfront. Further, 
DIAL did not make the payment even as per the agreed schedule and an amount of 
~ 54.43 crore was outstanding (February 2013). Further, records relating to cost-benefit 
analysis of the expected revenues from the commercial rights of the two stations as 
against investment made by DIAL were not available with DMRC. 

DMRC replied (October 2012) that this payment was beyond DIAL's agreement with 
MoCA and there is no favour or undue advantage to DIAL. The reply does not clarify 
why stage payments were accepted, when it was very clear from the conception stage of 
the project itself that this payment was to be made upfront. 

15.1.2.8 Concession in Customs Duty 

DAMEPL requested (3 March 2009) DMRC to forward the letter of recommendation for 
availing concession on custom duty to Ministry of Urban Development (MoUD). Audit 
observed that instead of seeking recommendation of MoUD, the Chief Project Manager 
(Airport Line) of DMRC directly issued a recommendation letter to the Customs 
Authorities. Audit further observed that cost approved for this project by EGoM was 
inclusive of taxes and duties. Hence, issue of a recommendation letter by DMRC to 
enable concession in the customs duty for capital goods valued at~ 991.08 crore gave an 
undue advantage to Concessionaire. 
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DMRC rep I ied (November 20 12) that it had issued only a recommendation lett..!r and not 
any certificate to customs. The reply was not acceptable as on the basis of DMRC's letter 
a benefit of ~ 29.56 crore in form of concession in customs duty was availed by the 
contractor, which ultimately benefited the Concessionaire. 

Conclusion 

In contravention of guidelines (January 2006) of the Ministry of Finance restricting 
the quantum of fmancial support (VGF) in PPP in infrastructure to maximum of 40 
per cent of the total project cost, the concessionaire was allowed to contrib te only to 
the extent of 46.17 per cent (13.92 per cent equity and 32.25 per cent debt) of the total 
project cost. Further, the project has been executed using a unique model of PPP 
wherein the Concessionaire is operating a project of ~ 5697 crorc with an 
insignificant equity of~ one lakh. DMRC failed to ensure the payments dUl' to it and 
also withdrawals from the Escrow Account as per agreements. 

The operations were suspended on 8 July 2012 due to defects in civil works. The 
Joint Inspection Committee constituted by the Ministry for examining def(!cts in civil 
structure attributed them to poor workmanship and absence of proper inspection 
during construction as well as operation. Though the line has resumed perations 
from 22 January 2013 the Concessionaire has invoked arbitration under Clause 36.2 
of CA on the grounds including sustainability/financial viability of the project. 

The matter was reported to the Ministry in February 20 13; their reply wa'i awaited 
(March 2013). 
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[~ ________________ c_H_A_PT __ E_R_x_~----------------~l 

Fulhm -up o•1 \ udit Reports 1 Commerch1P 

Audit Reports of the CAG repre ent the culmination of the process of scrutiny of 
accounts and records maintained in various offi ces and departments of PSUs. It is, 
therefore, necessary that appropriate and timely response is e licited from the executive on 
the audit findings included in the Audit Reports. 

The Lok Sabha Secretariat requested (Ju ly 1985) a ll the Ministries to furni h notes (duly 
vetted by Audit) indicating remediaUcorrective action taken by them on various 
paragraphs/appraisals contained in the Audit Reports (Commerc ial) of the CAG as laid 
on the table of both the Hou es of Parli ament. Such notes were required to be subrrutted 
even in re pect of paragraph /apprai als which were not selected by the Committee on 
Public Sector Undertakings (COPU) for detailed exarrunation. The COPU in its Second 
Report ( 1998-99-Twelfth Lok Sabha), whi le reiterating the above instructions, 
recommended: 

• setting up of a monitoring cell in each Ministry for monitoring the ubrrussion of 
Action Taken Notes (ATN ) in respect of Audit Reports (Co mmerc ial) on 
indi vidual Public Sector Undertilings (PSUs); 

• setting up of a monitoring cell in Department o f Public Enterprises (OPE) for 
monitoring the submission of ATNs in respect of Reports containing paras 
relating to a number o f PSU under diffe rent Mini stries; and 

• submission to the Committee, within six mo nths 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 pre ented to Parliament. 

While reviewing the follow up action taken by the Government on the above 
recommendations, the COPU in its First Report ( 1999-2000-Thirteenth Lok Sabha) 
re iterated it earlier recommendation that the OPE should set up a separate monitoring 
cell in the OPE itse lf to monitor the follow-up action taken by various 
Ministrie /Department on the ob ervations contained in the Audit Reports (Commercial) 
on individual undertilings. Accordingly, a monitoring cell i functioning in the DPE 
since August 2000 to monitor the follow up on submission of ATNs by the concerned 
adrrurustrati ve Ministries/Departments. Monitoring cell s have also been set up within the 
concerned Mini tries for ubrrussion of ATNs on various Reports (Commercial) of the 
CAG. 

Further, in the meeting of the Committee of Secretaries (June 2010) it was decided to 
make special efforts to clear the pending ATNs/ATRs on CAG Audit Paras and PAC 
recommendations within the next three months. While conveying this decision (July, 
2010), the Mini try o f Finance recommended in titutional mechanism to expedi te action 
in the futu re. 

A review in Audit revealed that despite rerrunders, the remedia l/correcti ve ATNs on the 
transaction audit/compliance audit paragraphs/reviews contained in the Ia t five years' 
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Audit Reports (Commercial) relating to the PSUs under the administrative control of 
various Ministries, as detailed in Appendix-III, were not received by Audit for vetti ng. 
No ATN has been received in respect of 4, 5, 7, 11 and 44 transaction audit/compliance 
audit paragraphs/reviews contained in Audit Reports (Commercial) of 2007, 2008, 2009, 
2010 and 2011 respectively. Further 47 transaction audit/compliance audit 
paragraphs/reviews contained in Audit Reports presented in Parliament during May to 
September 2012 was al o awaited. 

Out of 118 paras/reviews on which ATNs were awaited, 22 paragraphs related to PSUs 
under the Ministry of Finance (Banking and Insurance Division), 14 paragraphs related to 
PSUs under the Ministry of Heavy Industries & Public Enterpri es, 13 paragraphs related 
to PSUs under the Ministry of Petroleum & Natural Gas and I 0 paragraphs related to 
PSUs under the Ministry of Defence. 

New Delhi 
Dated: 10 May, 2013 

New Delhi 
Dated: 10 May, 2013 

(USHA SANKAR) 
Deputy Comptroller and Auditor General 

and Chairperson, Audit Board 

Countersigned 

(VINOD RAI) 
Comptroller and Auditor General of India 
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Miiltllnstry/ 

lDepall"tmel!llt 
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Division 

Road 
Transport 

Consumer 
Affairs Food 
and- lPublic 
Distribution 
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JRecoveiriies at tllne lll!ll§~ll1l.ce oft' AUllrll.iit dmuriing 2@].Jl~Jl.2 

Nameolt' Aundiit olbservatiimns iiiDl bll"iid 

tllne lP'SU 

United India Insurance Outstanding co-insurance premium from ICICL 
Company Limited 

'fhe New India 
Assurance Company Excess settlement of daim. 

Limited 
Incorrect Application of 'fariff .,... Short CoHection of 

lPremium. 

National Highways Short recovery of concession fee. 
Authority of India 

FCI lPunjab Region A voidable payment of gunny depreciation. 

FCI DO Chandigarh Undue benefit to rice miUers due to non-recovery on 
short delivery of levy rice crop year 2008-09. 

FCI DO Ferozepur Over payment on account of gunny depreciation to 
State Government agencies on procurement of rice 
(2009-W). 

(Refenred to i~n pour(D, 12.2) 
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c FCI, DO Patiala 

FCI, DO 

Sangrur 

-- -

Loss due to non recovery of cost of foodgrains from 
ESWC. 

Blockade of funds due to non recovery of cost of 
foodgrains from PSWC and loss of interest. 

Loss on acceptance and disposal of BRL rice. 

Excess payment to State Agencies on account: of 
storage gain on wheat procured under central pooL 

Loss of interest due to gunnies given on loan to State 
Government agencies. 

Excess payment to State Agencies on account of 
storage gain on wheat procured under central pooL 

Unjustified payment of carry over charges on BRL 
wheat by State Government agencies. 

Extra payment of carry over charges payable to State 
agency due tt:o failure of agency to load specials. 

~hort recovery of trans_it loss from ilie transport 
contractors. 

Non-recovery for unloading and stacking charges 
from State Government/Rice Millers. 

Undue burden on GO! due to un-authorized charging 

of Mandi Shulk on Sales under Mid Day Meal 
Scheme. 

Non-recovery of 'fransit losses of fertiHzer from 

CWC/SWC. 

38.00 
-

485.72 
--

1113.76 

702.00 

61.87 

226.00 

41.44 

26.04 

1.86 

548.00 

59.67 

22.59 
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ConectimJJ.s/Rectt:iifn~eatJ1.mJJ.s at thennstance of Aruudliitt: 

Name off the Name off tlbte Audit obsell"vatfiolliS1lllgges1t:limn in brief 
MD.nftstt:ry I departmellllt PSU 

Steel Steel Authority Loss of ~ 4.29 crore due to lack of due 
of India Limited diligence and deficiency in procurement of 
(SAIL) RH refractory 

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

(Referred to i~m pam 12.3) 

(Amoumtt: ~ RID! JLalkh) 

Actlimll talken by the Mallllagemellllt 

The management induded a 
perfonnance guarantee dause in the 
purchase order 
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§ltaltemmellllt sllnowfumg tlhle ~etsuills off Allll~ii.t Reporlts prim· to 2([])]_2 (Cmmunmerdall) ffor wllnii.(Clhl. 

Adnollll'lralkellll Notes are JpHellll~illllg 

Noo & year off Name off !Report Para Noo 
.!Re]plort 
Depa:rrtmellllt off JRlio~ 'Jfecllnl!lloll({])gy 

11 of 2007 Compliance Audit Para 3.1.1 
9 of 2010 Compliance Audit Para 1.1.1 
IDepartmel!llli: off Atomii.(C lEllllergy 

8 of2012 Compliance Audit Para 1.1 
Miillllii.stry off Roa~ 1l'rallllsport & JH[ftgllnways 

11 of2008 Compliance Audit Paras 18.L1 
9 of2010 Compliance Audit Para 17.L2 
3 of20U Compliance Audit Para 15.1 
8 of2012 Compliance Audit Paras 13.1, 13.2,13.3 

and 13.4 
Mnllllnstry ([])ff Smppii.B:ng 

8 of 2012 Compliance Audit Paras 14.1, 14.2 and 
14.3 

10 of 2010-11 Performance Audit of activities of selected Chapter IX 
PSUs 

5of2011-12 Performance Audit on Management of 
Vessels by Shipping Corporation of India 
Limited 

Mii.lllliistry ([])ff ClbtellllllJ1.(Calls alllldllFer1tii.llii.zers 

11 of2008 Compliance Audit Para 9.2.1 
PA 9 of2008 Review of Activities of selected PSUs Chapter K 

24 of2009 Compliance Audit Paras 13.2.1(a) and 
13.2.l(d) 

10 of 2010-11 Performance Audit of activities of selected ChapterN 
PSUs 

3 of2011 Compliance Audit Para 8.1 and 8.2 
Mii.lllliistry ([])ff Chill A vnatnmn 

CA 23 of2009 fuformation Technology Applications in Chapter K 

PSUs 
3 of2011 Compliance Audit Para 2.3 
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I 

N~. & y<eall" ~it' Namrn<e ~it' lR<e]pii[])Jrlt 
JR<e]pl~Jrlt 

8 of2012 Compliance Audit 
. : . 

' 

Miinnilsltcy ~Jr.C~2lll 

3 of20U CompHance Audit 
9 of20U-12 Performance Audit Report on Corporate 

I Social Responsibility of Coal India Limited 
10 of 2Ch 0-11 Performance Audit of activities of 'selected 

' PSUs 
8 of2012 Compliance Audit 
Miiimns1trr"fY I[J)Jt' C~nnsunme1r A[[aftJrs~ lF~mll anntdllPunlbllliite Diis1tdlblun1tnonn 

I. 

3 of20111 Compliance Audit 
i 

8 of 201;2 Compliance Audit 
Mftnniis1t1ry ~it' Deit'<ennte<e ,, . ' 

I 

24 of2d,09 Compliance Audit 
9 of 201'0 Compliance Audit 
W of2010-11 Performance Audit of activities of selected 

I PSUs 
3 of20111 Compliance Audit 

' I 
I 

4 of20N-12 Performance Audit of Procurement System in 
Bharat Electronics Limited 

8 of 20m Compliance Audit 
Miinnnsl!:Jry ~Jr lFiilmsl!llte<e (Jinnslll!raJrnte<e Diivilsii~llll) 

11 of2007 Compliance Audit 

24 of2009 ·Compliance Audit · 
10 of 20110-11 Performance Audit of activities of selected 

' PSUs 
9 of2010 • .. Compliance Audit 

3 of 20111 Compliance Audit 
I 

! 

8 of2012 Compliance Audit 

Miinnlis1t1ry ~it' Fiinnanntee (BannlkJinng Diivfisiil[])llll) 
I. I 

CA 10 of2008 : Information Technology Applications in 
I PSUs I 
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JP>a1ra N~. 

Paras 2.1, 2.2, 2.3, 2.4 
and 2.5 

Paras 3.2 and 3.3 

Chapter J[V 

Paras 3.1 and 3.2 

Paras· 6.1 ,6.2,6.3,6.4 
and 6.5 
Paras 6.1 ,6.2 and 6.3 

Para 6.1.3 
Para 7.1.1 
Chapter][V 

Paras 7.2, 7.3, 7.4 and 
7.5 

Paras 7.1 and 7.2 

Paras 102.1, 10.3.4 
and 10.4.3 
Par11s l.L 1 and 8.2.1 
ChapterV 

Paras 9.2.1, 9.4.1, 
9.4.2 and 9.4.3 
Paras 9.2, 9.3, 9~;!, 9.5 

· and 9.6 "'\, · 
Paras 8.2, 8.3,8.4 all~ 
8.6 

Chapter J[V 

I' 

I 
(' 

I 
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No. & ye~ll." oft' N~mme oft' IReJlllOlr~ P~r~ No. 
:lllte]p)Olr~ 

11 of2008 Compliance Audit Para 2.2.1 
8 of 2012 Compliance Audit Para9.4 
Mlillllns~ry oft' IHieavy Jl:mlluns~ries & JPunbllnc Ellll~erJllldse 

24 of2009 Compliance Audit Para 9.3.1 
9 of20W · Compliance Audit Paras 15.1.1 and 

'. 15.2.1 
10 of 2010-11 Performance Audit of activities of selected Chapter llV 

PSUs 
3 of20U Compliance Audit Paras W.l, 10.2, 10.3, 

14.1, 14.4 andl4.5 
8 of 2012 Compliance Audit Paras 9.1, 9.2, 9.3 and 

9.4 
Mnllllns~ry oft' IHiounsll!tng allll([]l1IJrbarrn JP>oven.·ty Allllevna~nmn 

3 of2011 Compliance Audit Para11.1 
Mnrrnns~ry oft' JP>e~rolleunmm allll.([]l Na~unrall <Gas 

9of2010 Compliance Audit Para 13.6.1 
3 of20U Compliance Audit Paras 12.3 and 12.9 
8 of2012 Compliance Audit Paras 11.1, U.3, 1L4, 

11.5, 11.6, U.7, 1L8, 
11.9 and 11.11 

U of2012-B PA on Hydrocarbon Exploration efforts of 
ONGC Limited 

Mnrrnns~ry oft' Power 
11 of2008 Compliance Audit Para 20.1.1 
22 of 2010-11 NTPC Limited-Capacity Addition Programme 

Project Management 
3 of20U Compliance Audit Para 13.5. 

8of2012 Compliance Audit Paras 12.1, 12.2 and 
12.3 

10 of2012-B PA on Capacity Expansion in Hydrro Power 
Sector by CPSEs 

Mlims~ry oft' §~eell 
27 of20W-11 Performance Audit Report on Corporate 

Social Responsibility of Steel Authority of 
India Limited and Rashtriya llspat Nigam 
Limited 

3 of20U Compliance Audit Paras 17.2 and 17.7 
8 of2012 Compliance Audit Paras 15.1 and 15.2 
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No. & ye211r oit' N2lllllllte l!liit' R.te]!llOIT't 
lR.te]p)I!J)IT't: 
Miilllliistmy oit' 'Jl'extiilles 

I 

9 of20l0 Compliance Audit 
10 of2QW-U Performance Audit of activities of 

PSUs 
8 of2012 Compliance Audit 
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Para 20.1.1 
selected Chapter·x 

Para 16.1 



Amnmexmure-JI 

(JR.ell'enedl to nJID Jlll3Ir!ll 7 .8.3.2) 

Reporl No. 13 of 2()13 

§mtemeJIDt sllnownJIDg IC3lses nJIDvollvftJIDg excess ex]p)eJIDdlntuue nJIDcunrredlover tllne Jlllirnce «JllillOtedl 

(~nliD emre) 

Nruneolf Date of Name of N1lllmlber 'll'otaU Acruall lPilice lEx cess 'll'otall lRemarlks 
item purchase supplier ofmllits amo1lllll1lt pllice ftlllldmlled ftJlllcuned excess 

ori!ller M/s oll'i!llererll paid/ cllnargea- ill1l aline perumt 
payalblle lbUe per quotatnoliD 

rmia lby JH[AJL 

IIJ)er1lllmt 
Reservoir October APPH 14* 1.56 1.56 0 1.56 1.56 *Including 
and Relief 2007 (Bolton), two as float 
Valve England 

Company 
failed to 
include their 
cost in the 
quotation 
though the 
.technical 
specifications 
provided by 
IAF required 
them 

AMLCD October Thales 15* 23.21 1.93 1.36 0.58 6.90 *Including 
instruments 2007 Avionics, three as float 

France 
Calbill1l March Liebherr 14* 1.46 0.13 O.Dl 0.12 1.33 *Including 
lPJress1lllre 2008 Aerospac two as float 
Controll e, France 
Vallve 
(JP'ressuilre 
lRegl.Ullator) 
llimtegraterll January GE 14* 21.49 1.79 1.28 0.51 6.12 *Including 
Avftomcs 2008 Aviation, two as float 
System UK 
(J[A§) 
lEjectioJlll April Martin 14* 26.23 1.46 0.69 0.77 9.24 *Including 
§eat aJlllrl! 2009 Baker two as float 
spares Aircraft 

Co., UK 
Oxygel!ll February lntertechn 14* 6.90 0.58 0.27 0.31 3.72 *Including 
System 2008 ique, two as float 
with France 
aecessories 
AlL 55][ October Rosoboro 6 43.10 5.81 3.64 2.17 34.72 *Including 
_engill1les 2008/ nexport, four as spares 

Russia 10* 49.86 
-

IDTO, 92.96 

----=-- Kanour 
'll'otan 63.59 

195 

I 
I. 
I 



I 

Report No. I3iof2013 

I 

AnmteXll.llli"te·lill 

(lReJ!ened ti[J) nlrll Jlllarr:a 1dU.li) 

Detanns I[J)Jt' E&lP' lbnoc!kS I[J)Jt' liOCJL as I[J)Irll' 28Jll2:21!DB 

§ll. ·r 
liOClL's 

No. 
JBliodk Status Pllnllllper Opeirator & fits PI nllllper cent 

cent 
1. 

I 

Carabobo Project- 1 Producing 3.5 Petro-Carabobo S.A. (Mixed 
Companyh60 

2. 
I Rose Producing 10 Carrizo Oil & Gas Inc I 

3 I AAPcON-9411 Discovered 43.55 HOEC-40.32 
I 

4. I OML 112, Nigeria Discovered 17.5 Summit Oil-30 

5 I Farsi Block, Iran Discovered 40 OVL-40 
I 

6 I BK-CBl\1-2001/1 Discovered 20 ONGC-80· 

7 I NK-CBM-2001/1 Discovered 20 ONGC-80 
I I I 

8 I MN-OSN-2000/2 Discovered 
' 

20 ONGC-40' 
' 9. I AA-ONN-200112 Discovered 20 ONGC-80 

10.1 Shakti, Gabob Exploration 45 OIL-45 
I 

11. I Area 95T96, Libya Exploration 25 Sonatrach-50 

12.1 Block 82, Yemen Exploration 15 Medco-45 

13.1 Block 83, Yemen Exploration 15 Medco-45, 

14. 1 CB-0~-2005/2 Exploration 100 IOC-100 

15. 1 CB-0~-200517 Exploration 100 IOC-100 

16. 1 
KG-D"'1N-2005/1 Exploration 20 ONGC-70 

17. I 
I 

GK-OSN-2009/1 Exploration 20 ONGC-40· 

18. I GK-OSN-2009/2 Exploration 30 ONGC-40 
I 

19. i CB-0~-2010/6 Exploration 20 ONGC-80 • 
I 

20. \ MB-DWN -2000/1 Relinquished 15 ONGC-85 
I I in 2006-07 
I I 

21. I MB-DWN-2000/2 Relinquished 15 ONGC-50 I 

I I in 2006-07 
I 

22. 
I 

MB-OSN-97/4 Relinquished 30 ONGC-70 

I 
in 2006-07 

23. 

I 
CR-ON.;90/1 Relinquished 35 Premier Oil-29 

in 2007-08 
I 
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Expenufuitumre 
~iillll Cll"Oiri!!) 

210.93 

111.23 

177.28 

76.59 

162.29 

39.03 

31.67 

291.52 

25.70 

165.14 

64.10 

11.88 

21.54 

17.71 

20.06 

16.30 

12.99 

19.19 

0.00, 

13.93 

14.66 

46.87 

182.88 
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§t 
]0ClL's Ex]lllelllldi.tmre 

No. 
Blioclk §tta1tuns IP'ITlillllper O]lllel!"a1tor & i.ts JP'][ lillll per cent (~lillll crore) 

cent 

24. GV-ONN-97/1 Relinquished 30 ONGC-40 22.01 
in 2008-09 

25. MB-OSN-2000/1 Relinquished 15 ONGC-75 45.74 
in 2008-09 

26; MN-ONN-2000/1 Relinquished 20 OIL-25 13.85 
in 2009-10 

27. WB-ONN-2000/1 Relinquished 15 ONGC-85 0.42 
·in 2003 

28. GV-ONN-2000/1 Relinquished 15 ONGC-85 0.71 
in 2003 

29. Block-K, Timor Relinquished 12.5 REPDMCC-75 97.31 

Leste in 2011-12 

30. WB-OSN-2000/1 Decided to be 15 ONGC-85 111.66 
relinquished 

31. Area 86, Libya Decided to be 50 OIL-50 91.68 
relinquished 

32. Area 102/4, Libya Decided to be 50 OIL-50 56.83 
relinquished 

33. MB-OSN-200411 Decided to be 20 GSPC-20 68.09 
relinquished 

34. MB-OSN-200412 Decided to be 20 Petrogas-20 71.03 
relinquished 

'll'otali 2312.82 
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I 

.I 

I 
§[. I J!Uoclk 
No. 

I 
i 
i 
I 

1. CB-ONN-200011 
' ' 

2. ~N~OSN-200012 

3. AY-\-ONN-200211 
I I 

4. C¥-OSI2 
I ' 

5. CB-ONN-200312 
I 

6. Atl, Myamnar 

7. AtJ, Myamhar 
8 .. Af'r-DWN-2009113 

9. AN-DWN-2009118 
' ' 

10. A~-DWN-:~00312 

11. A.f\.-ONN-200311 

12. cy -DWN-200411 

13. cy-DWN-200412 

14. cy-DWN-200413 

15. cy -DWN-200414 

16. cy -PR-DWN-200411 

17. cy-PR-DWN-200412 

18. K9-DWN-2004/l 

19. Kp-DWN-200412 

20. KG-DWN-~00413 

21. K9-DWN-200415 
22. K9-DWN-~00416 

23. RJ-ONN-200411 
I . 

24. K{!-ONN-2p0412 

25. CB-ONN-2010111 

26. AA-ONN-201012 
' 

27. GK-OSN-2<;>1011 

28. G~-OSN-2010/2 

Amurnexumre-][][JI 

(1Re1t'eneirll11:o lil!llJPiall"a l@.U.) 

IDebnlills oJt' lE&lP' fullodks oJt' GAlllL as Oll1l 28.dll2.20i3 

§11:a11:nns GAlilL's 0]plell"a11:o!l" & li11:s JP'J[ 

lP'Hil1l lill1lper cent 
per cent 

Producing 50 •GPSC-50 
' 

Discovered I Appraisal 20 'ONGC-40 

Discovered I Appraisal 80 JOGPL-20 

Discovered I Appraisal 25 HEPI-75 

Discovered I Appraisal 20 GSPC-50 

Development 8.50 :Daewoo-51 

Development 8.50 paewoo-51 

Exploration 10 :oNGC-70 

Exploration 10 ONGC-60 

Exploration 15 Eni India-40 

Exploration 35 JOGPL-10 

Exploration 10 ONGC-70 

Exploration 10 ,ONGC-70 

Exploration 10 ONGC-70 

Exploration 10 :oNGC-70 

Exploration 10 ;ONGC-~70 

Exploration 10 ONGC-70 

Exploration 10 :ONGC-70 

Exploration 10 ONGC-60 

Exploration 10 ONGC-70 

Exploration 10 ONGC-50 

Exploration 10 ONGC-60 

Exploration 22.225 .GSPC & GAIL-

22.225 each 

Exploration 40 OSPC-40 

Exploration 25 GAIL-25 

Exploration 20 OliL-40 

Exploration 10 ONGC-60 

Exploration 10 ONGC-90 
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lExJP1e!l1lirllli11:nn!l"e 
(~llll1l Cll"O!l"e) 

119.83 

290.59 

445.60 

126.63 

48.69 

723.55 

1.52 

1.53 

59.22 

17.53 

11.16 

10.86 

13.03 

10.70 

23.57 

13.03 

18.23 

18.52 

8.99 

13.20 

22.41 

49.17 

33.82 

0.10 

0.00 

0.08 

0.08 



29. CY -ONN-2005/1 Exploration 

1Q. Mt'f-OSN/97 /3 Relinquished in 2007-08 

31. · ~C-OSN/97 11 Relinquished in 2007-08 

32. AD-7 Myanmar Relinquished in 2008-09 

33. MN-ONN-2000~1 Relinquished in 2008-09 

34. Block-56 Oman Relinquished in 2010-11 

35. -CY-ONN-200211 Relinquished in 2010-11 

36. GS-DWN-2000/2 Relinquished in 2006-07 

37 .. MBc.DWN-2000/2 Relinquished in 2006-07 

38. KK-DWN-2000/2 Relinquished in 2004-05 

39. RM-CBM-2005/Ill Relinquished in 20 10-11 

40. MR-CBM-2005/ill Relinquished in 2010-11 

41. TR-CBM-2005/ill Relinquished in 2011-12 

42. MB-OSN-2004/1 Decided to relinquish 

43. MB-OSN-2004/2 Decided to relinquish ,. 

1l'oltall 
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GAIL-40 27.05 

ONGC-85 26.09 

Gazprom-50 473.57 

Daewoo-60 37.22 

Oll...-25 10.44 

Oilex-25 47.37 

JOGPL-30 141.02 

ONGC-85 13.51 

ONGC-50 10.87 

ONGC-85 1.60 

Arrow Energy-35 4.54 

Arrow Energy-40 9.21 

Arrow Energy-35 1228 

GSPC-20 66.43 

Petrogas-20 71.32 

3®341.Jll!'ii 
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I 
Annnnexnnirec W 

(JR.eft'eJrJreidl tl!ll inn JPaJra BJ .• :U.)-

IQletanlls l!llft' 3~ vessels sl!llllidl dlnnrnnng tlhle pernl!llidl 2~~~J)c].«JJ tl!ll 2~H c :ll.2 

Sll. I NameloHille Type of Year of Yearolf lLID'][' oftllle, IDWTohille IDate olf salle 
No. 

I Ve~sell vessell _ disposall !milt vessell (lL '][') - vessel (MT) 

1 

I 
M V Lok ,Prakash Bulk 2009-10 1989 7191.18 . 26790.00 7/May/09 

2 

I 
MTMajor Crude 2009-10 1984 1:3062.00. 67225.20 26/May/09 
Sornnath Shiuma, 
PVC I 

3 

I 
M T Naik~Jadunath Crude 2009-10 1984 13271.40 : 67169:40 29/0ct/09 
Singh, P~C 

4 I MTCHMPiru Cru!ile 2009-10 1984 13143;oo 6716!:30 17/Nov/09 

I Singh, PV:C 

5 MTCaptrun Crude 2009-10 1984 13117.10 67167:00 17/Nov/09 
Gurbachan Singh 
Salaria, P}'C 

I 

6 

I 
M T Major Dhan Crude 
Singh Tbcipa, PVC 

2009c10 1984 13133.00 67153.00 17/Nov/09 

7 I M T Ninnaljit Product 2009-10 1985 10206.45 45485;00 10/Feb/10 

I 
Singh Sekhon, 
PVC I 

8 I MTLt. Arun Product 2009-10 1985 10238.22 45452.20 12/Mar/10 
! Khetarpal; PVC 
I 

9 

I 
MTHaviidar Crude 2010-11 1985 13113.50 67164.10 8/Sep/10 
Abdul Hainid, 
PVC 

10 

I 

M T Lance Naik Crude 2010-11 1985 13108.00 67153.00 7/Sep/10 
Karam Si~gh, PVC 

11 I MTLt.Rama Crude 2010-11 1984 13052.00 67153.00 9/Aug/10 
I Raghoba Rane, 
! PVC 

12 

I 
M T Major Shaitan Crude 2010-11 1985 13092.65 67185.30 29/Jun/10 
Singh, PV:C 

13 

I 
M T Colonel A B Crude 2010-11 1985 13153.44 67123.00 20/Sep/10 
Tarapore, ;pvc 

14 I MTSubedar Crude 2010-11 1984 13140.26 67167.90 10/Dec/10 
Joginder Singh, 

I PVC 
15 I MTMajor Product 2010-11 1985 10269.60 45420.90 18/May/10 

I Hoshiar Singh 

16 

I 
MVLok' Bulk 2010-11 1988 7367.80 26639.00 20/Dec/10 
RajeshwaH 

17 

I 
M T Lance Naik Product 2010-11 1985 10218.75 45420.90 2/Jul/10 
Albert Ekjca 

18 I M T Bharatidasan Product 2011-12 1991 6961.10 29754.70 23/Jun/11 
i 
I 

19 I M T Tirurhalai Chemical 2011-12 1991 8831.00 33088.00 14/0ct/11 
I 
I 

20 I MVHardwar Bulk 2011-12 1986 10084.60 47311.08 31/0ct/11 
I 
I 

I 

200 

IDate of 
i!llellivecy 

13/May/0 
9 

1/Jun/09 

5/Nov/09 

23/Nov/09 

23/Nov/09 

24/Nov/09 

13/Feb/10 

18/Mar/10 

16/Sep/10 

17/Sep/10 

14/Aug/10 

1/Jul/10 

28/Sep/10 

15/Dec/10 

21/May/1 
0 

31/Dec/10 

9/Jul/10 

28/Jun/11 

20/0ct/11 

24/Nov/11 
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21 MVKanpur Bulk 2011-12 1986 10218.50 47175.04 19/0ct/11 28/0ct/11 

22 MVVaranasi Bulk 2011-12 1987 10044.47 47351.84 21/Nov/11 29/Nov/11 

23 M V Alaknanda Bulk 2011-12 1986 10172.54 47221.76 21/Sep/11 28/Sep/11 

24 M V Uttarkashi Bulk 2011-12 1986 10171.44 47222.88 1/Dec/11 9/Dec/11 

25 M V Rishikesh Bul,k 2011-12 1986 10080.00 47315.80 16/Dec/11 24/Dec/11 

26 M V Mandakini Bulk 2011-12 1986 10198.65 47195.23 21/Nov/11 29/Nov/11 

27 M V Devprayag Bulk 2011-12 1986 10046.90 47349.00. 19/Dec/11 2.8/Dec/11 

28 M V Murshidabad Bulk 2011-12 1987 10083.31 47311.85 10/Feb/12 17/Feb/12 

29 M V Pataliputra Bulk 2011-12 1987 10091.10 47303.96 17/Feb/12 9/Mar/12 

30 M T Sabarirnala Chemical 2011-12 1992 8862.81 33056.00 2/Mar/12 9/Mar/12 

Vessel M.V []lr. Nagendra Singlln, solld dmring the year 20H-12 was not colllSidererll in alllrllit as tllne vessell was 
decllared as Constructive 'll'otallJLoss (C'll'JL) d111e to fnre and the Compailly got lt'uill illlSlllred vallllle of tlhie vessell. 'll'ille 
sale was collldillcted Oill li:Jellllllllf of the umderwriters; 
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N 
0 
N 

I Sl. 
No. 

1 

I 

2 

3 

4 

s 
6 

7 

8 

9 

Name of the r- Ty1>e of 
Vessel vessel 

2 3 

M T Major Crude 
Shaitan Singh 
PVC 
M TColonel Crude 
A B Tarapore 
PVC 
M T Subcdar Crude 
Jogindcr 
Singh PVC 

M V Kanpur Bulk 

M V Hardwar Bull. 

M V Varanasi Bulk 

MV Bulk 
Alaknanda 
MT Chcmtcal 
Tirumalat 
MV Bulk 
Uttarkashi 

Annexure-V 

(Referred to in Para 13.1.7.2 (B)) 

Statement showing the ditl'erence between rate to be adopted for TES and the highest $/LDT as per 
Clarkson Weekly in the 3 months preceding TES date 

LDTof Date of Cla rkson $/LDT Cla rkson Per cent Money value Money value of Difference ~ 
the vessel TES Highest r eport consider report DiJTeren or indicative highest $/LDT (12-11 ) 

$/LOT dated ed for date ce price per LOT as pe r Clarkson 
as per TES adopted by between ($) (as Weekly in the 3 
Clarks Company columns considered for months 

on 6 and 8 TES) (4x8xl4) preceding TES 
Weekly date (4x6xl4) 
in the 3 
months 
precedi 
ngTES 
date• 

4 5 6 7 8 9 10 II 12 13 

13092.65 13-Jan- 10 400 8-Jan-10 370 8-Jan-10 -7.50 223.5 I 5.102.27 24 1.637.948.40 18. 122.846. 13 

13153.44 2-Jun-10 505 16-Apr- 10 400 28-May-10 -20.79 244,60 I ,370.24 308,809,229.93 64.207,859.69 

13 140.26 8-Sep- 10 470 27-Aug- 10 465 3-Sep- 10 -1.06 28 1 ,070,161 .40 284.092,421.20 3,022,259.80 

10218.50 22-Mar- 11 535 11 -Fcb- 11 500 18-Mar-1 1 -6.54 240, 134.750.00 256.944, 182.50 16,809,432.50 

10084.60 8-Jul- 11 550 27-May-1 1 490 1-Jul- 11 -10.9 1 232,248,338.00 260,686,91 0.00 28,438,572.00 

10044.47 27-Jul- 11 550 22-Jul- 11 525 22-Jul- 11 -4.55 237,300,603.75 248,600,632.50 11.300.028.75 

10 172.54 4-Aug- 11 550 22-Jul- 11 525 NA -4.55 240.326,257 .so 251.770,365.00 11.444. 107.50 

883 1.00 23-Jun- 11 576 6-May-1 1 450 NA -2 1.88 177,556.086.00 227,271,790.08 49.715,704.08 

1017 1.44 16-Aug-11 550 22-Jul- 11 525 12-Aug- 11 -4.55 240.300.270.00 25 1,743, 140.00 11 ,442,870.00 

Exchang 
c rate 
(~) (on 

the date 
ofTES) 

14 

46.1 4 

46.49 

46.00 

47.00 

47.00 

45.00 

45.00 

44.68 

45.00 

!::1::1 

~ 
0 
~ 

~ 
~ 
<...,) 

~ 
N 
~ 
~ 
<...,) 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

MV 
Rishikesh 
MV 
Mandakini 
MV 
Pataliputra 
MV 
Murshidabad 
MT 
Sabarimala 
MVLok 
Prakash 
MTMajor 
Soinnath 

I . 
Sharma, PVC 
M'l'\Naik 
Jadunath 
Singh PVC 
MTCHM 
Piru Singh, 
PVC 
MTCaptain 
Gurbachan 
Singh Salaria, 
PVC 
MTMajor 
DhanSingh 
Thllpa, PVC 
M T Nirmaljit 
Singh Sekhon 
PVC 
MTLt.Arun 
Khetarpal, 
PVC 
MV 
Devprayag 
MTLance 
NaikAlbert 
Ekka 
MTMajor 
Hoshiar Singh 

Bulk 

Bulk 

Bulk 

Bulk 

Chemical 

Bulk 

Crude 

Crude 

Crude 

Crude 

Crude 

Product 

Product 

Bulk 

Product 

Product 

10080.00 23-Aug-11 550 22-Jul-11 

10198.65 30-Aug-11 550 22-Jul-11 

10091.10 22-Nov-11 548 9-Sep-11 

10083.31 28-Nov-11 548 9-Sep-11 

8862.81 15-0ct--11 610 2-Sep-11 

7191.18 9-Mar-09 280 30-Jan-09 

13062.00 3-Apr-09 355 3-Apr-09 

13271.40 28-07-2009 323 3-Jul-09 

13143.00 3-Apr-09 355 3-Apr-09 

13327.00 25-08-2009 360 7-Aug-09 

13133.00 3-Apr-09 355 3-Apr-09 

10206.45 26-12-2009 375 13-Nov-09 

10238.22 26-12-2009 375 13-Nov-09 

10046.90. 17-0ct-11 548 9-Sep-11 

10218.75 11-Jan-10 375 13-Nov-09 

10269.60 11-Jan-10 375 13-Nov-09 

----L_-

525 19-Aug-11 -4.55 238,140,000.00 

505 NA -8.18 231,764,321.25 

420 NA -23.36 203,436,576.00 

473 NA -13.69 228,931,470.24 

545 NA -10.66 231,851,109.60 

275 NA -1.79 98,878;725:00 

300 27-Mar-09 -15.49 195,930,000.00 

275 17-Jul-09 -14.86 176,277,370.50 

300 27-Mar-09 -15.49 197,145,000.00 

280 14-Aug-09 -22.22 182,324,021.60 

300 27-Mar-09 -15.49 196,995,000.00 

340 23-Dec-09 . -9.33 161,710,993.80 

340 23-Dec-09 -9.33 162,214,357.68 

545 NA -0.55 262,826,904.00 

370 8-Jan-10 -1.33 174,452,456.25 

370 8-Jan-10 -1.33 175,320,557.28 
L_ - - - -- ---

249,480,000.00 11,340,0~0.00 

252,416,587.50 . 20,652,26f"25 

265,436,294.40 61,999,718-.40 

265,231,386.24 36,299,916.00 

259,503,076.80 27,651,967.20 

100,676,520.00 1,797,795.00 

231,850,500.00 35,920,500.00 

207,045,784.26 30,768,413.76 

233,288,250.00 36,143,250.00 

234,416,599.20 52,092,577.60 

233,110,750.00 36,115,750.00 

178,357,713.75 16,646,719.95 

178,912,894.50 16,698,536.82 

264,273,657.60 1,446,753.60 

176,809,921.88 2,357,465.63 

177,689,754.00 2,369,196.72 

45.00 

45.00 

48.00 

48.oo I 

48.QQ I 

I 

50.00 

50.00 

48.30 

50.00 

48.86 

50.00 
-· 

46.60 

46.60 

'48.00 

46.14 

46.14 

~ 
~ 
~ 

~ 

~ 
"""" w 
~ 
N 
~ 

"""" w 



TOTAL 604,804,507.37 

MTHavildar Crude_ 13113.50 6-Apr-10 418 19-Mar-10 440 26-Mar-10 5.26 ~~59,647,30_0,00 . _ 24_6,6_64,93~.illL _--=.12,9.82,365.00. 
- ·--~--· 

1 Abdul Hamid- -~---
-- ~ ~ - -- --~ ------ -

PVC 
MTLance Crude 13108.00 6-Apr-10 418 19-Mar-10 440 26-Mar-10 5.26 259,538,400.00 246,561,480.00 -12,976,920.00 

2 NaikKaram 
Singh PVC -- -- -- --

MTLt.Rama. Crude 13052.00 6-Apr-10 418 19-Mar-10 440 26-Mar-10 5.26 258,429,600.00 245,508,120.00 -12,921,480.00 
3 Raghoba 

RanePVC 

4 
MT Product 6961.10 19-Apr-11 500 25-Mar-11 510 8-Apr-11 2.00 166,857,567.00 163,585,850.00 -3,271,717.00 
Bharatidasan 

TOTAL -42,152,4182.00 

NA: Not Available 
*JHIJiglnest $/JLD'][' as per Clarksol!l Weekly illl tine 3 molllths precedi111g tiiJe 'll"ES date luas illeel!l Wilken illy colllSiderilllg llie montln i111 willich tille TJE:S was condllldei!ll as tlue ltiirst month. 
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45.00 
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Sl. 
No. 
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8 

9 
10 
I I 
12 
13 

Annexure -VI 

(Referred to in Para 13.1.7.3) 
Statement showing the revenue loss due to non-consideration of the scrap rates prevailing during the period of sale 

Name of the LOT of the Date of 'ln- Board Date of Days from Prevailing Differ ence Exchange Sales Difference Price 
vessel vessel principle approved Delivery In principle market r a te ra te on the realisation Difference m I 

approval' rate per approval to at the time (8·5) date of sale (including (8-11) 
LOT (in date of of sale ({) bunker ) (3xl0xl 2) 

USD) delivery (6- ($/LOT) ($/LOT) 
4) 

2 3 4 5 6 7 8 9 10 II 12 13 
M V Hardwar 10084.60 13/Aug/11 490 24/Nov/11 103 512 22 49.05 605.44 -93.44 -46,220,06/.43 
Piru Singh 13 143.00 27/Apr/09 300 23/Nov/09 2 10 307 7 47.06 296.62 10.38 6,420,129.44 
Dhan Singh Thapa 13 133.00 27/Apr/09 300 24/Nov/09 2 11 307 7 46.45 297.75 9.25 5,642,757.61 
M T Major Shaitan 13092.65 02/Mar/10 370 0 1/Jul/10 12 1 400 30 45.66 391.36 8.64 5, 165,081 .85 
Singh PVC 
M T Lance Naik 10218.75 30/Jan/ 10 370 09/JuUIO 160 400 30 46.48 380.00 20 9,499,350.00 
Albert Ekka 
M TLt.Rama 13052.00 22/Apr/10 440 14/Aug/10 114 440 0 46.15 420.43 19.57 II ,787,985.59 
Raghoba Rane 
PVC 
M T Lance Naik 13108.00 22/Apr/10 440 17/Sep/10 148 470 30 46.74 380.53 89.47 54,815,398.80 
Karam Singh PVC 
M T Havi ldar 1311 3.50 22/Apr/10 440 16/Scp/10 147 470 30 46.74 381.22 88.78 54,415,480.61 
Abdul Hamid PVC 
M T Tirumalai 883 1.00 07/JuUI I 490 20/0ct/ 11 105 508 18 49.46 468.00 40 17,471,250.40 
M V Kanpur 10218.50 20/May/1 1 500 28/0ct/11 161 515 15 49.08 454.17 60.83 30,507,703 .70 
M V Varanasi 10044.47 13/Aug/11 525 29/Nov/11 108 495 -30 49.62 452.74 42.26 2 1,062,662.98 
M V Rishikesh 10080.00 22/Sep/ 11 540 24/Dec/11 93 492 -48 5 1.77 462.56 29.44 15,363,016.70 
MT Jadunath 13116.72 11 /Aug/09 275 05/Nov/09 86 320 45 46.58 297.9 1 22.09 13,496,477.90 

Total (net) 199,427,234.1 6 
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N 
0 
0'1 

Sl. 
No. 

1 

I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 
-

Nameofthe 
Vessel 

/ 

2 

Havildar 
Abdul Hamid 
Lance Naik 
KaramSin_gh 
Rama 
Raghoba Rane 
Major Shaitan 
Singh 
ColoneiAB 
Tarapore 
Major Hosiar 
singh 
Tirumalai 

Hard war 

Kanpur 

Varanasi 

Alaknanda 

Rishikesh 

Mandakini 

Devprayag 

Murshidabad 

Patli.liputra 
~ -

Date of 
invitation 
of tender 

3 

02/Aug/10 

02/Aug/10 

26/Jul/10 

08/Jun/10 
04/Sep/10 

26/Apr/10 

29/Aug/11 

24/Sep/11 

14/Sep/11 

17/0ct/11 

19/Aug/11 

10/0ct/11 

17/0ct/1'1 

24/Nov/11 

25/Jan/12 

19/Jan/12 
- -

Anmexnnirl~= VJD[ 

(Relfeirire~ ~I[!) finn lP'aira :ll.3J .• '1 Al) 
--~· 

§~~emenn~ slhti[J)wnnng lloss ~nne ~l[j) ~ellay finn snnlblmfissfii[J)nn l[j)f ~enn~eir ann~ fnnnallfi:dnng ~lhte salle 

Due Date Due Date of Date on No of No of Stand- Date of Differenc Differeuc Total No. 
of'Il'ender retendering which the days days ing sale efrom efrom of days 

vessel was from lay- ·delay Charges-· ·date of date of 
.. 

(8-i-12) 
laid up up to (7-7 ~ tender to tender to 

date of days) date of date of 
tender sale (10-4 sale 
(4-6) or 10-5) minus 10 

days(U-
10 days) 

4 5 6 7 8 9 10 u 12 13 

12/Aug/10 24/Aug/10 08/Aug/10 4 413000 08/Sep/10 15 5 5 

09/Aug/10 24/Aug/10 31/Jul/10 9 2 528800 07/Sep/10 14 4 6 

02/Aug/10 24/Jul/10 9 2 501600 09/Aug/10 7 2 

10 3 427000 8 3 
21/Jun/10 11/Jun/10 29/Jun/10 
13/Sep/10 03/Sep/10 10 3 501600 20/Sep/10 7 3 

07/May/10 27/Apr/10 · 10 3 303600 18/May/10 11 I 4 

03/0ct/11 26/Sep/11 7 0 243729 14/0ct/11 11 I I 

14/0ct/11 29/Sep/11 15 .8 288011 31/0ct/11 17 7 15 

10/0ct/11 25/Sep/11 15 8 364789 19/0ct/11 9 8 

09/Nov/11 20/0ct/11 20 13 304337 21/Nov/11 12 2 15 

09/Sep/11 
01/Sep/11 

8 I 284307 
21/Sep/11 

12 2 3 

31/0ct/11 16/0ct/11 15 8 284307 16/Dec/11 46 36 44 

09/Nov/11 25/0ct/11 15 8 282395 21/Nov/11 12 2 10 

07/Dec/11 07/Nov/11 30 23 283452 ·. 19/Dec/11 12 2 25 

02/Feb/12 
24/Jan/12 

9 2 288011 
10/Feb/12 

8 2 

30/Jan/12 09/Feb/12 04/Jan/12 26 19 288259 17/Feb/12 8 19 
- - -- - -

Loss~ No. of 
(13x9) days 

from date 
of 

invitation 
of tender 
to lay up 

- date (6-3) 

14 15 

2065000 6 

3172800 -2 

1003200 -2 

1281000 3 

1504800 -I 

1214400 I 

243729 28 

4320165 5 

2918312 II 

4565055 3 

852921 13 

12509508 6 

2823950 8 

7086300 -17 

576022 -I 

5476921 c15 

'!l'otal 
avoidabl 

e 
expendi-
tore~ 

inlakh) 

16 

0 

31.72 

10.03 

0 

15.04 

0 

0 

0 

0 

0 

0 I 

0 I 

0 

70.86 

5.76 

54.77 

~ 
~ 
--~-

~ 
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N 
0 
-.l 

17 

18 

19 

20 

21 

22 

23 

24 

,._ --- ~-- -~~~~~-~-----

Sabarimala 15/Feb/12 

Lok Prakash 31/Mar/09 

Somnath 30/Apr/09 
Sharma 
Jadunath 07/Sep/09 
Singh 
Piru Singh 07/Sep/09 

G .S .Sa!aria 12/0ct/09 

Dhan Singh 30/0ct/09 
Thana 
M T Nirrnaljit 13/Jan/10 
Singh Sekhon 

24/Feb/12 14/Feb/12 10 3 

15/Apr/09 05/Apr/09 10 3 

15/May/09 7 0 
08/Mav/09 

29/Sep/09 22/0ct/09 19/Sep/09 10 3 

29/Sep/09 05/Nov/09 23/Sep/09 6 

03/Nov/09 31/0ct/09 3 

. 09/Nov/09 14 7 
26/0ct/09 

25/Jan/10 04/Feb/10 15/Jan/10 10 3 

TOTAL 

-.. -'. 

238249 02/Mar/12 7 3 

408219 07/May/09 22 12 15 

438852 11 1 1 
26/Mav/09 

415860 29/0ct/09 7 3 

443349 17/Nov/09 12 2 2 

409934 17/Nov/09 14 4 4 

414438 8 7 
17/Nov/09 

316800 10/Feb/10 6 3 
.. 

203 

714747 -1 

6123285 5 

438852 8 

1247581 12 

886698 16 

1639736 19. 

2901066 -4 

950400 2 

66516448 

7.15 

0 

0 

0 

0 

0 

29.01 

0 

224.34 

~ 
~ 
§. 

~ 
~ 
Y.l 

~ 
~ 

~ 
Y.l 



N 
0 
00 

AnnnneXUllll"le= vm 
(Reft'eued 11(]1 linn IP'atll"al B.li. 7 .5) 

-~~~- --~--~ -~-~~-. •~~~§mtem.ennt-sllni(]IWJlnng·fim][llatteh)Jf-excess bnnnnlkeJrJinn-tl!ne sa~fte-Jlllll"fiee 

Sll. JL][J)'][' olt'tllne Qillal1ltity Excess JH[eavy oill Vallllleof lRate Jilelt' Adlllal suap 
No. · vessel (i111 ofJH[eavy I!Jllllal1ltity oft' rateJ[lerM'll' excess JL][J)'][' (i111 rate ol!Jtai111e(][ 

- - - ----
lloi!Ug t()]lls) _ -- _Qill_(il!!- lll~vy:j)ij_;nfj!l_r - _ii111!JS$ ___ IJlllllllllltity oil'__ -- llJS$) --- _ (incllmlli111g _ _ 

M'll's) co111Siallering lflllell oil (in - (713) cost' of fuell 
ilie mimmllllm llJS $) (5x6) oill) i111JL][))'][' 
smllllallardl oft' illllllJS $) 

ll411JM'll's 
fixed! (iml M'll's) 

:1. 2 3 4 5 6 7 8 9 

1 M T G.S.Salaria 13117.1 229.20 89.20 733.25 65405.90 4.99 314.16 

2 M T Lok JPrakash 7191.18 179.59 39.59 473.22 18734.78 2.61 365.85 
MVLok 427.03 

3 Rajeshwari 7367.80 397.52 257.52 513.50 132236.52 17.95 

4 MVHardwar 10084.60 311.47 171.47 996.25 170830.97 16.94 605.44 

5 MVKanpur ** 10218.50 229.95 89.95 830.18 74674.69 7.31 454.17 

6 M V Uttark!lshi 10171.44 143.24 3.24 712.50 2308.50 0.23 486.69 

7 M v Rishikesh 10080.00 575.27 435.27 824.06 358688.60 35.58 462.56 

8 M V Mandakini** ' 10198.65 275.40 135.40 733.50 99315.90 9.74 449.73 

M V Devprayag 
-·. ----

9 10046;90 600.00 
--·-

460.00 793.00 364780.00 36.31 454.60 

10 M V JPataliputra** 10091.10 425.00 285.00 784.50 223582.50 22.16 418.90 

11 M V Murshidabad 10083.31 220~78 80.78 831.50 67168.57 6.66 465.33 

M.T.Somnath I 13062 
12 Sharma 397.50 257.50 522.73 134602.98 10.30 244.00 

** AJP>JPI!l"OVetll rates Jt"or Clllftnna fts mlkenn as tllle vessells were solldl finn Cllnftrrna 

Adlllal Exc!na111g 
SCil"lll][l e·rate 

_rate ~- ___ __ aallopteall 
exclllllallillllg· ~-
vallille of 
excess 
flllell oill 
(per JL][J)'][' 
i1111!JS $) 
(9-8) 

Jl() 1ll 

309.Il7 46.41 
363.241 .50.02 

' 410!1).08 44.96 

588.50 52.10 

41416.86 48.76 

4186.416 52.00 

4126.98 51.77 

4139.99 51.90 

4lll8.29 52.84 

396.741 49.22 
4158.67 49.00 

233.70 
47.47 

--

~ 
~· 
~ 

_;t~~"~~-
-~- ~ 

~ llmpactof 
. excess ilJilll1llker 
i111.~ (7xlll)_ 

ll2 

3035487.82 

937113.69 

5945353.94 

8900293.67 

'3641137.93 

120042.00 

18569308.63' 

5154495.21 

19274975.20 

11004730.65 

3291259.93 

6389603.22 

8626380Il.88 

~ 
w 

-~·

~ 
tty 

~ 
w 



Repmt No. 13 of 2013 

(IR.elt'euerll lt([]) ibm lPal!'a li3.:R.7.~ (C)) 

§tatemerrnt sllmwftrrng IEMID paiid by a pall'ty ([])tlhlell' tlhlalffi tlbJ.e ([])fr'fr'ell'el!' 

§ll. Name ([J)Jf ttllne vessell Name ([])f[ tl!ne ([])Jt'fr'ell'ell' JPayeir 
N([]), 

1 M T CHM Piru S:i.ngh M/s Grand llntemational M/s Dragon Well 
Limited, Singapore Corporation, Samoa 

2 M T Captain Gurbachan M/s Gnind llntemational M/s Dragon Well 
Singh Salaria Limited, Singapore Corporation, Samoa 

3 M T N aik J adunath Singh Mls Sea Maritime Corpn. M/s Dragon WeU 
Corporation,. Samoa 

I 

4 MT Major Somnath Sharma Powerful llntemational Corpn. M/s Demo llntemational ! . 

Ud., 

5 M T Ninnaljit Singh M/s Grand llntemational M/s Sea Charm Shipping 
Sekhon Linrited, Singapore llnc., Singapore 

6 M T Lt. Arun Khetarpal M/s Grand llntemational M/s Sea Charm Shipping 
Limited, Singapore fuc., Singapore 

7 M T Major Dhan M/s Grand llntemational M/s Dragon Well 
Singh Thapa Limited, Singapore' Corporation? Samoa 

8 M T Bharatidasan M/s Grand futemational M/s Dragon Wen 
Limited, Singapore Corporation, Samoa 

9 MTCoLAB M/s Rossmere llntemational M/s Dragon WeU 
Tarapore Limited, Singapore Corporation, Samoa 

w M V Alaknanda M/s Grand futemational M/s Dragon Well 
Limited, Singapore Corporation, Samoa 

u MVKanpur M/s Grand futemational M/s Dragon Well 
Limited, Singapore Corporation, Samoa · 

12 M V Rishikesh M/s Grand futemational M/s Dragon Well 
Limited, Singapore- Corporation, Samoa 

13 M T Tirumalai M/s Grand llntemational M/s Mars Navigation, 
Limited, Singapore Monrovia 

14 M V Mandakin:i. M/s Grandfutemational M/s Mars Navigation, 
Limited, Singapore Monrovia 

15 MVHaridwar M/s Grand llntemational M/s Mars Navigation, 
Limited, Singapore Monrovia 

16 M V Uttarkashi M/s Grand futemational M/s Mars Navigation, 

209 
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·Limited, Singapore Monrovia 
17 ! M T Major Hoshiar M/s Grand International M/s Dragon Well 

i Singh Limited, Singapore Corporation, Samoa 
18 i M T Lance Naik M/s Grand International M/s Dragon Well 

I Albert Ekka · Limited, Singapore Corporation, Samoa 
19 I M·T Sh~itan singh Mls Rossmere International M/s Dragon Well 

Limited, Singapore Corporation, Samoa 

20 I M T Havildar Abdul M/s Rossmere International M/s Dragon Well 
I Hamid. . Limited,· Singapore Corporation, Samoa 

21 ! M V Lok Rajeshwari M/s Grand International M/s Dr·agon Well 
Limited, Singapore Corporation, Samoa 

22 'MTSubedar M/s Gran.d International M/s Dragon Well 
i Joginder Singh Limited, Singapore Corporation, Samoa 

23 I M TLt.
1

Rama M/8 Grand International · M/sDragon Well 

1 Raghob~ Rane Limit~d, Singapore C~rporation, Samoa 

I I 
I . . . . . . . . 

'fllne EMJI)) paftdl foll" mne vessen· was aidljnnstedl Jfoll" annotllnell" onne as givenn bellow: 
I 
i [ 

. Jl) I M T C.IHIM JP>iru sinngllnirof M T Ca]!lltailfn Gnnl!"lbiacllnann Sinnglln Sallall"fia 
2) ; M T Nir;malljit Sinngllii Selkllnonn foll". M T JLt. Arunn Kllnetal!"Jlllall 
3) · M V Allalknnalrn«lta foll" M V lKannpnnll" anndl tllnenn foll" MV IDsllnilkeslln 
4l): M V lLoklRaje8llnwal!"i. foll" M T Snnlbledlal!" .]"ogfumdlel!" Sfinnglln 
5) • M T Tirnnmallru foll" M V Manndlalkinnfi 
6) : M v JB!airi.dlwal!" foll" M v lUttal!"lkashl 
7) · M T Majoll" Hosllni.all" Sfinnglln foll" M T lLannc~ Nailk Alllbiell"t Elklka 
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