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PREFACE 

I. The accounts of Government Companies set up under the prov1s10ns of the 
Companies Act (including Companies deemed to be Government Companies as per 
provisions of the Companies Act) are audited by the Comptroller and Auditor General of 
India (CAG) under the provisions of Section 6 I 9 of the Companies Act, l 956. The 
accounts certified by the Statutory Auditors (Chartered Accountants) appointed by the 
CAG under the Companies Act are subject to supplementary or test audit by officers of 
the CAG and the CAG gives his comments or supplements the report of the Statutory 
Auditors. The Companies Act, 1956 empowers the CAG to issue directions to the 
Statutory Auditors on the manner in which the Company's accounts shall be audited. 

2. The statutes governing some Corporations and Authorities require their accounts 
to be audited by the CAG and reports to be given by him. In respect of five such 
Corporations vi~. Airports Authority of India. National Highways Authority of India. 
Inland Waterways Authority of India, Food Corporation of India 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 
a supplementary or test audit after audit has been conducted by the Chartered 
Accountants appointed under the statutes governing the Corporation. 

3. Reports in relation to the accounts of a Government Company or Corporation are 
submitted to the Government by the CAG under the provisions of Section 19-A of the 
Comptroller and Auditor General 's (Duties. Powers and Conditions of Service) Act, 
1971, as amended in 1984. 

4. The Audit Board mechani sm was restructured during 2005-06 under the 
supervision and control of the CAG. The Board, which is permanent in nature, is chaired 
by the Deputy Comptroller and Auditor General-(Commercial) and consists of senior 
officer of the CAG. Two technical experts arc inducted as special in vi tees. if necessary. 
The Assistant Comptroller and Auditor General {Commerci al) of the CAG 's Office is the 
Secretary of the Board. The Board approves the topics recommended for performance 
audit. It also approves the guidelines, audit objectives, criteria and methodology fo r 
conducting major performance audits. The Board finalises the stand alone performance 
audit reports after discussions with the representatives of the Ministry and Management. 

5. Annual reports on the accounts of the Central Government Companies and 
Corporations are issued by the CAG to the Government. For the year 2008, these are: 

Compliance Audit Reports (Yellow Series) 

Report No.CA 9 - Financial Reporting by Publ ic Sector Undertakings (PSUs): This gives 
an overall picture of the quali ty of financial reporting by PSUs and an appraisal of the 
performance of the Companies and Corporations as revealed by their accounts. 

IX 



Report No.CA I 0 - Information Technology Applications in PS Us: This gives an overall 
assessment of the use of infomialion technology in selected area of operations of 
elected PSUs. 

Report No.CA 11 - Compliance Audit Observations: This contain. observations on 
individual topics of interest noticed in the course of audit of the Companies and 
Corporations in all sectors other than the Companies in lhe Telecommunications Sector 
for which a separate report is prepared . 

Reporl No.CA 12 - Compliance Audit Observations: This contains the observations on 
individual lopics of interest noticed in lhe course of audit of the Companie in the 
Telecommunications Sector. 

Performance Audit Reports (Blue Series) 

Report No. PA 9: This contains reviews of selected activities of the Companies and 
Corporations. 

6. The cases mentioned in this Reporl are among those which came lo notice in the 
course of Audit during 2005-06 and 2006-07 as well as those which came to notice in 
earlier years but could not be reported. 

7. All references to 'Government Companies/ Corporations 6r PSUs' in this report 
may be construed to refer to 'Central Government Companies/ Corporations' unless the 
context suggests otherwise. 

x 



Report No. CA 11 of 2008 

OVERVIE\V 

I Introduction 

I. This Report includes importanl Audil findings noticed as a resu lt of test check of 
:transactions of Central Government Companies and Corporations conducted by the 
officers of Lhe CAG of India under Section 619(3) (b) of the Companies Act, 1956 or the 
statute governing the particular Corporations. The results of Information Technolog} 
Audit are included in a separate volume. 

'> The Report contains 94 paragraph!'. relatmg to .SO PSUs. The draft paragraphs 
~ere forwarded to Lhe Secretanes of the concerned Mimstnes/Departments under \\hose 
administrative control Lhe PSUs are working to give them an opportunit} to furnish their 
.replies/comments in each case within a penod of six weeks. Replies to 43 paragraphs 
were not received even as Lhis report was being finalised in November 2007. Earher. Lhe 
draft paragraphs were sent to Lhe Management of the PS Us concerned - in respect of one 
paragraph, they did not respond despite being reminded. 

3. The paragraphs included 111 this report relate to the PSUs under the 
administrative control of the following Ministries/Departments of the Government of 
India: 

Ministry/Department No. 
(Total number of PSUs/ PSUs in voh ed para­
here) graphs 

- -- -,__ 

I. At omic Energy (5/1) I 

2. Ba nking (7/4) 2 

' - '-

3. Ch emical and Petrochemicals ( J 6/2) 2 - .__ 

4. Ci 

f 5. Co 

vii Aviation (12/3) 14 

al (10/6) 5 

6. Co mmerce and lndustrt (12/1) I 

~ :. 
r-2:- Fe 

nsumer Affairs, Food and Public 8 
istribution (3/1) 

fence ( l 0/2) 5 

rtilizers (l 0/2) 2 

~Fin ance (6/4) 10 

.XI 

of I Financial 
implication 
in the 
paragraphs 
(Rs. in cror e) 

5.65 

22.24 

3.76 

124.23 

101.14 

119.14 

473.83 

28.58 

2.08 

19.03 

1 
Number Of1 
paragraphs 
in respect 
of \\hich 
Minis tr} 

reply w:..J 
awaited 

l 

1 

() ...__ -
13 - -
3 -
I 

4 

- _J 
2 

1 

4 



R eport No. CA
1
11 o/2008 

-
I I . Heavy Industries {54/2) 4 11 .89 4 - -
12. Mines (4/1) l 2.76 0 -
13. New and Renewable Energy (1/1) l 30.28 0 --- -
14. Petroleum and Natural Gas (20/6) --- 22 375.59 3 -

I 
15. Power (23/4) 3 9.66 1 -
16. Public Enterorises (1/2) I 20.71 0 ,_ -
17. Railways (1111) 1 3.39 I 

~,_ ---
18. Road Transport and Highways (2/1) 2 3.30 0 - - -
19. Shippin_g (9/3) 3 4.46 2 -
20. Steel (19/4) 6 42.60 2 -
21 . Textiles ( 13/13

) I 0 0.00 0 -
Total (247/50) 94 1404.32 43 l 

The audit observations included in this Report highlight deficiencies in the management 
or PSUs, which resulted in serious financial implications. The irregularities pointed out 
are broadly of the following nature: 

•!• Loss of revenue of Rs.465.39 crore due to non- maintenance of proper recordl>, non­
compliance of rules. regulations and control weakness etc., in 23 paras. 

•:• Violation of contractual obligations. undue favour to contractors etc .. amounting to 
Rs.378.84 crore in four paras. 

•!• Overpayments, wasteful, excess and avoidable expenditure etc., amounting Lo 
Rs.256.01 crore in 46 paras. 

•!• Irregular payment Lo employees, short accountaJ of inventory and non-dispo aJ of 
shares etc., amounting to Rs.250.46 crore in 17 paras. 

•!• Idle investment and blocking of funds etc., amounting to Rs.32.91 crore in three 
paras. 

•!• Rs.20.7 1 crore were recovered at the instance of Audit in one para. 

1 All the PS Us are under the Departmeut of Public Enterprises. 
PS Us covered ill the para are appeari11g i11 the respective Ministry/Department. 
Para has bem included i11 the consolidated para 011 'Reroveries at the instance of Audit'. 

xii 



Report No. CA J 1 of 2008 

II Highlights 

Gist of some important paragraphs included in the Report is given below: 

• Inclusion of 'miscellaneous/special clement' in the procurement price of lcv} nee 
resulted in undue benefit of Rs.326.21 crore being passed on to the rice millers 
by Food Corporation of India m Andhra Pradesh, Punjab and Haryana during 
2003-04 a nd 2004-05. 

(Para 7.1.1) 

• The State Trading Corporation of India Limited failed to ensure proper 
monitoring of the dispatches by a technically competent. independent agenc) 
resulting in non-recovery of Rs.119.14 crore. 

(Para 6.1.1) 

• Failure to upgrade and create facilities by Oil and Natural Gas Corporation 
Limited to contain the basic sediments and water content in the crude oil supplies 
within l imiL~ resulted in loss of revenue of Rs.96.96 crore during April 2004 to 
October 2007. 

(Para 14.7.]) 

• Implementation of a new 111centive scheme by Hindustan Petroleum 
Corporation Limited on the basis of performance already attained by the 
employees and paid for under an existing incentive scheme led to payment of 
unproductive incentive of Rs.76.26 crore during 2006-07. 

(Para 14..1.1) 

• Short accountal of l>torage gam in wheat valuing Rs.58.17 crore m food 
Corporation of India Punjab region as compared with Haryana region during 
2004-05 and 2005-06. 

(Para 7.1.2) 

• Recovery of burnt oil below the achievable level of 47 70 per cent b) .,e,cn 
subsidiarie. of Coa l India Limited resulted in loss of revenue to the extent of 
Rs.55.30 crore during the period 2002-03 to 2006-07. Moreover. spilling of toxic 
waste would cause irreparable damage to the environment. 

(Para 5.3. 1) 

• The maintenance cost guarantee claims of Rs.51.74 crorc lodged in J a nuary 
2002 by India n Airlines Limited were rejected b) M/. . International Aero 
Engines as the Company failed to furnish cost records for material and labour 
consumed by the Company. 

(Para 4.3. J) 

XIII 



Report No. CA I I of 2008 

• Oil Markeling Companies viz.. Indian Oil Corporation Limited, Bharat 
Petroleum Corporation Limited, Hindustan Petroleum Corporation Limited 
incurred avoidable loss of revenue of Rs.47.14 crore on sale of liquefied 
petroleum gas at concessional rate to ineligible category of customers during July 
2002 to April 2003. 

(Para 14.6.1) 

• Indian Airlines Limited made an irregular paymenl of Productivity Linked 
Incentive of Rs.19.35 crore per a1111um to officers of lhe Company m violation of 
lhe scheme approved b~ the Board of Directors resulting in an extra financial 
burden on lhe Company or Rs.43.54 crore from January 2005 to March 2007. 

(Para 4.3.2) 

• Expenditure of Rs.43.29 crore incurred in March 2001 by Indian Oil 
Corporation Limited on infrastructure for production of Butene- I proved 
unfruitful due to failure to ensure the guaranteed quality of feed stock. 

(Para 14.5.1) 

• Actual period of custody and maintenance was not considered for fixation of 
interest charges for wheal procured by Food Corporation of India from State 
agencies in Punjab and Haryana resulling in avoidable payrncnl of Rs.38.68 crore 
during 2002-03 and 2003-04. 

(Para 7.1.3) 

• Indian Renewable Energy Development Agency Limited suffered a loss of 
Rs.30.28 crore between .February 2000 and April 2002 due to disbursement of 
loan to an ineligible borrower in contravention of its financial guidelines. 

(Para 13.1.1) 

• Central Coalfields Limited ~ustamed a revenue loss of Rs.29.27 crore during 
the years 2003-04 to 2006-07 due to shortfall in dispatch of raw coal feed to Gidi 
washery from the linked mines, thereby foregoing the price advantage in 
supplying washed coal. 

(Para 5.2.1) 

• Indian Oil Corporation Limited incurred a wasteful expenditure of Rs.28.44 
crore due to lack of due and diligent risk assessment before participating in an 
exploration and production joint venture in 2001. 

(Para 14.5.2) 

• Interest charges at 9.10 per ce111 in place of Food Corporation of India rate of 
interest at 8. 15 per cent was paid to lhe State Agencies for procurement of 

XIV 



Report l\ o. CA 11 of 2008 

Custom Milled Rice resulting in excess payment of Rs.26.03 crore during Kharif 
Marketing Season 200-&-05 and 2005-06. 

(Para 7.1.4) 

• Indian Oil Corporation Limited failed to assess the design parameters of 
available input., realistically resulling in idle investment of Rs .19.79 erore since 
November 2005 in Sulphur Recovery Uni t and an interest li ability of Rs.1.99 
crore on the investment. 

(Para 14.5.3) 

• During the years 2004 and 2007 the Steel Authorit) of India Limited made 
megular pa)ment of cash reward amounung to Rs.21.29 crore to its employt!es m 
contravention of the guidelines issued by Department of Public Enterprises. 

(Para 20.3.1) 

• Sixteen PSUs recovered Rs.20.71 crore during 2006-07 on account of non­
recovery, short recovery, undue payment, excess payment, excess allowance of 
discount etc., at the instance of Audit. 

(Para 16.1.1) 

• Food Corporation of India, I laryana suffered a loss of Rs.5.39 crore in disposal 
of bajra during 2003-04 due to delay m fixation of rates. An opportunity to realise 
Rs.9.57 crore more on sale of baJra during 2004-05 was also lost due to non­
consideration of market rates. 

(Para 7. 1.5) 
• 

• UTI Asset Management Compa ny Private Limited did not allocate indirect 
sales admintstration expenses of Rs.13.37 crore incurred by it during February 
2003 to March 2006 to the mutual fund schemes resulting in loss of revenue. 

(Para 2.2. 1) 

• Bokaro Power Supply Company (Private) Limited imported 0.46 lakh MT of 
coal during 2005-06 on the ground of acute shortage \\ithout reviewing the actual 
availability and consumption pattern, resulting in avo idable extra expenditure of 
Rs.12.31 crore. 

(Para 20. 1.1) 

• In disregard of the recommendations of the Committee on Public Undertakings. 
Air India Limited had not quantified the excess amount pa.id during the years 
1998-99 and 1999-2000 to a sales agent; continued to exrend undue favour co the 
same party; did not recover an amount of Rs.11.66 crore out of Rs.13.82 crore. 

(Para ./.1.1) 

xv 
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• Air India Limited did not finalise the tender for cabin crew accommodation 
despite securing a tender at rates lower than the rates payable as per the existing 
contract and consequent extension of prevailing contract for three years resulting 
in extra expenditure of Rs.10.87 crore for the period from December 2004 to 
November 2007. 

(Para 4.1.2) 

• 

xvi 
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[.__ __ c_HA_PT_E_R_•_=_D_E_P_A_R_T_M_E_N_T_o_F_A_T_o_M_1c_E_NE_R_G_Y_~] 

uclear Power Cor oration of India Limite 

I.I.I Avoidable loss due to short payment of advance tax 

[

The Company's failure to pay advance tax as per th·e provisions of the Income T ax 
Act in two years resulted in avoidable payment of Rs.5.65 cror e towards interest 
under section 234B and 234C of the Income Tax Act. 

---

Under Section 234C read with Section 208 of the Income Tax Act 196 1 (Act). if in an> 
financial year, the advance tax paid hy a Company on its current income on or heforc 15 
June is less than 15 per cent of the tax due on the returned annual income; that paid on or 
before l 5 September i~ l es~ than 45 per cent; that paid on or before 15 December is less 
than 75 per cent and the last instalment paid on or before 15 March is less than I 00 per 
cent of the tax due on the returned income. the Company shall be liable to pay interest al 
the prescribed rates on the shortfall. Further. the assessee is liable to pay in terest under 
Section 2348 of the Act if the total advance tax paid is less than 90 per cent of the 
assessed tax. 

Nuclear Power Corporation of India Li mited (Company) made short payment o f advance 
tax in all the 12 qu arters of assess ment years 2003-04 to 2005-06. The shortfall ranged 
between 6.93 per cen t and 34.43 per cent as per Appendix-I. Conseq uently. the 
Company had to pay interest of Rs. 20.7 1 crore. 

During Audit it was observed (December 2006) that the Company had incorrectly worked 
out the estimated profi t resulting in short payment of advance tax in the three assessment 
years 2003-04 to 2005-06. In response, the Depanment of Atomic Energy (Depanment) 
stated (August 2007) that the estimation of income for payment of advance tax differed 
due to the fo llowi ngs reasons: 

(i) Operating profit for the assessment year 2004-05 increased by Rs.460 crore due 10 

retrospective increase in tariff and reduction in heavy wate r price with 
consequential reduction in value of inventory at various stations. 

(ii) Delayed payment charges and interest thereon amounting to Rs.63 1.30 crore were 
collected in September-October 2003 as per the Ahluwalia Committee 
recommendations 

(iii) Tax reimbursements relating to earl ier years were received from State Electricity 
Boards as per Ahlu walia Committee recommendations to the extent of Rs.37.02 
crore, Rs.191.65 crore and Rs.254.38 crore respectively for assessment years 
2003-04 to 2005-06. 

For the assessment year 2003-04, reply of the Department was not tenable as the 
reimbursement of tax might had total impact of tax of Rs. 12.96 crore onl y while short 
payment of tax ranged from Rs. 15.09 crore to Rs.62.07 crore. For assessment year 
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2004-05 1
, the Company may be j ustified for short payment of advance tax, however. 

based on the experience for the assessment year 2004-05, it could have more correctly 
estimated its profit for the assessment year 2006-07 taking into account expected tax 
reimbursements. 

Thus, short payment of advance tax for the assessment years 2003-04 and 2005-06 
resulted in avoidable loss of Rs.5.65 crorc2 due to short payment of advance tax. 

1 lllterest payment for the assessment year 2004-05 have been excluded from the avoidable payment of 
interest 

1 The loss has been reduced by the amount of Rs.5. 97 crore 0 11 the assumption that the Company might 
have earned interest on short term deposits at the rate of six per cent per annum for the funds retained 
by it and also the tax implication of income of Rs.37.02 crore received in assessment year 2003-04. 

2 
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[-~~~-C-HA~PT~E_R_n_:_D_E_P_A_R_T_M_E_N_T_o_F_B_A_N_KIN~-G~~~---] 

Industrial Investment Bank of India Limited 

2.1.1 Loss due to no11-dispo:rn1 of slwres 

The Company lost an opportunity of recovering at least Rs.8.87 crore, the principal I 
amount of a non-performing asset, by not selling the shares in time. 

Industrial Investment Bank of India Limited (Company) extended three loans 10 Kothari 
Sugars and Chemicals Limited (KSCL) aggregating Rs. 18.05 crore in 1990 and 1997. 
KSCL had been defaulting in repayment of the outstanding amount since June 1998 due 
to adverse operating conditions. In May 1999, the Compan) recalled the loans and filed 
an application with the Debt Recovery Tribunal for recovery of its dues. KSCL had been 
referred to BIFR1 in March 1999 and wa. declared 'sick' in August 1999. In line with the 
approved (June 2004) Draft Rehabilitation Scheme of AA1FR2

, KSCL proposed a 
separate rehabilitation-cum-One Time Settlement (OTS) proposal which was approved 
(July 2004) by the Company. As per the OTS, the Company received Rs.6.5 1 crore 
upfront and 38,43,800 equity shares of KSCL at a face value of Rs. 10 per share as full 
and fi nal settlement against the outstanding dues of Rs.50.83 crore3 as on 15 May 2004. 
KSCL allotted the equity shares in Novemher 2004. 

KSCL shares were listed in the stock exchange on 13 December 2004. The share price 
clo ed at Rs. 11 7 .30 on 14 December 2004 but thereafter it fell and recorded a high/low of 
Rs.84/67 per share on 16 December 2004. Taking cognisance of the sharp downward 
mo\'ement of the share price, the Corporate Management Team (CMT) recommended on 
16 December 2004 that the share should he sold within five days at market related price 
but in no case less than Rs.25 per share. It further recommended that the Company 
should initially sell such number of share so as to recover Rs. nine crore, which was 
enough to cover Rs.8.87 crore, the unrecovcred principal component of the loan. 

Audit observed (November 2005) that despite the recommendation of CMT, the 
Company did not move into the share market for sale of shares and lost the opportunity to 
sell the share at a high value. The share price steadily fell to Rs.61 per share on 3 1 
December 2004 and reached Rs.32.25 by 3 1 January 2005. The clo ing share price of 
KSCL as on I October 2007 was Rs. 13.80. As the effective cost of acqu isition was 
Rs.23. 104 per share, it was an attractive exit opportunity. 

The Management stated (April 2007) that the Company decided to wait and watch the 
buoyant position of the market before disinvestment of any part of the equit) portfolio 

1 Board for industrial and Financial Reconstruction 
~ Appellate Authority for industrial and Financial Reconstruction 
1 Principal of Rs.15.38 crore, interest of Rs.27. 78 crore and liquidated damage of Rs. 7.67 crore 
4 Principal outstanding Rs.8.87 crore (Rs. 15.38 crore less Rs.6.51 crore) divided by 38,43,800 sliarel 

allotted 
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due to its comfortable liquidity pos1t1on. In the intervening period the share price of 
KSCL declined below Rs.25 and the Company could not sell the shares at the price fixed 
by Lhe CMT. It also stated that sugar is a cyclical industry and the s ituation wi ll improve 
with the buoyancy and better performance of the sugar industry. 

The contention of the Management was not tenable. Despite a clear recommendation of 
the CMT, the Company failed to avail of the opportu nity to recoup a part of its non­
performing asset and cut losses . This assumed special importance in the context of the 
decline in the Company's fi nancial position and its decision to foc us o n recoveries from 
non-performjng assets and ex iting from assets under stress as stated in the Chairman and 
Managing Director' s message in the Annual Report 2003-04. 

Thus, by nor offloading the share during the opportune period the Company failed to 
recover at the least the principal dues of Rs.8.87 crore in December 2004. 

The matter was reported to the Ministry in May 2007 ; reply was awaited (November 
2007). 

UTI Asset Management Company Private Limited 

2.2.1 Non-recovery of contractual dues 

The Company did not allocate indirect sales administration expenses of Rs.13.37 
crore incurred by it during the period from February 2003 to March 2006 to the 
mutual fund schemes resulting in loss of revenue. 

UTl Asset Management Company Pri vate Limited (Company) was engaged (December 
2002) as asset manager by UTI Trustee Pri vate Limited to manage the funds under its 
various mutual fund schemes (schemes). As per clause 8. 1 (a)(v) of the investment 
management agreement, the Company was to charge to the schemes all expenses, fees, 
concessions, remunerations and charges paid by it, as necessary and where possible to 
identify, before distributing the income from the schemes to the unit holders. Further, as 
per SEBI's Mutual Fund Regulation 1996 (Chapter Vil, Section 52(4)(b ), the Company 
was also permitted to charge the schemes for recurring expenses like marketing and 
selling expenses, agent's commission and brokerage. 

The Company appointed chief representatives (CR) to promote di strict level sale of unit. 
of the schemes and availed the services of brokers for launching the schemes. However. 
Audit noted (October 2006) that the Company did not allocate the recurring indirect sales 
administration expenses (expenses) towards payment to CRs and brokers during the 
period from February 2003 to March 2006 to the schemes despite SEBl's directions and 
aggregate amount not charged amounted to R . 13.37 crore. 

On being pointed out by Audit, the Company started to allocate the expenses to the 
schemes with effect from April 2006 and had recovered Rs.5.4 1 crore from the income of 
indi vidual schemes prior to distribution of dividend till June 2007. In respect of earlier 
period (from February 2003 to March 2006), the Management stated (June 2007) that it 
was not possible to recover the expenses for the period prior to April 2006 from the 
schemes as accounts of the schemes relating to those years had already been fi nalised and 

4 
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circulated to unit holders. The Ministry endor ed (October 2007) the reply of the 
Management. 

Thus, the Company by not allocating the indirect ales administration expenses to the 
schemes it managed, suffered a loss of Rs. 13.37 crore. 

5 
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CHAPTER III: DEPARTMENT OF CHEMICALS AND 
PETROCHEMICALS 

Hindustan Insecticides Limited 

3. 1.1 Irregular paymmt to employees 

The Company made irregular ex-gratia payments of Rs.3.10 crore to its employees 
for the period 1998-99 to 2005-06. 

As per the DPE's instruction (20 ovember 1997), no ex-gratia, honorarium, reward , 
etc., was to be paid by the Public Sector Enterprises (PSEs) to their employees, over and 
above their entitlements under the provisions of the Payment of Bonus Act, 1965 unle s 
the amount was authorised by the Government under a duly approved incentive scheme. 

In November 1998, the Company decided to discontinue with its existing1 PU scheme 
and introduce a revised scheme. However, the Company continued to make arr annual ex­
gratia payment at a flat rate of Rs.2,000 per employee during 1998-99 and 1999-2000 
calling it 'Festival allowance/non-recoverable advance' and between 2000-01 to 2002-03 
as 'PU advance' aggregating to Rs .2.08 crore. In March 2004 the Board of Director of 
the Company decided that since the Company had been referred to BIFR2 it wou ld not be 
possible to introduce or review any incentive scheme at that stage. The payments already 
made in the interim were however, regularised. However, the Company continued to 
make an ex-gratia payment at the same rate to all employees during the period 2003-04 
to 2005-06 aggregating to Rs.1.02 crore. 

It was observed in Audit (February 2006) that the Board in approving the payment of 
' Festival Allowance' for the year 1997-98 as a special case, observed that such payments 
in future would be made only on the basis of approved PU scheme. Despite the 
observations of the Board and abandonment of the original scheme in 1998 followed by 
the decision of the Board not to introduce a new or revised scheme the Company 
continued to make irregular ex-gratia payments to its employees amounting to Rs.3.10 
crore during the period 1998-99 to 2005-06. 

The Management stated (June 2007) that the Company had a duly approved incentive 
scheme in operation since 198 l . The revi ed scheme was under consideration of the 
Board and it had not rejected (March 2004) the PU scheme. It felt that the proposal could 
be reviewed afresh only when the performance of the Company improved and the 
Company would be in a position to pay PLI. The Ministry endorsed (July 2007) the reply 
of the Management. 

The reply was not tenable as the scheme of 1981 had been discontinued from 1997-98 
due to change in operations of the Company. The payment of ex-gratia was approved by 

1 The PU scheme had been in operation since 1981 
1 Board for Industrial and Financial Reco11structio11 
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the Board of the Company (January 1999) as a special case with the condition that in 
future no such payment would be made otherwise than on the basis of approved PU 
scheme. The payments were irregular as these were neither made under any approved PU 
scheme nor were the recipients covered under the Payment of Bonus Act. 1965. 

Thus, the ex-gratia payment of Rs.3.10 crore made by the Company to its employees was 
irregular. 

Indian Drugs and Pharmaceuticals Limited 

3.2.l Avoidable expenditure due to 11011-reductio11 in Contracted Maximum Demand 
from CPDCL 

Failure on the part of the Management in taking timely decision for reduction of 
Contracted Maximum Demand resulted in extra expenditure of Rs.66.39 lakh 
towards the minimum billing char~es from April 2004 to May 2007. 

The Synthetic Drugs Plant (the unit) of the Company had a power supply connection with 
a Contracted Maximum Demand (CMD) of 5.000 KV A. As per the tariff applicable, 1f 
the actual consumption was less than 80 per cent of the CMD, there was a liability to pay 
demand charges for a minimum of 80 per cent of CMD. The unit applied (March 2002) 
for reduction of CMD from 5,000 KVA to 1,500 KVA which was approved by the 
Central Power Distribution Corporation Limited of Andhra Pradesh (CPDCL) in 
December 2003 with effect from January 200-l. During the period April 2002 to March 
2004 the actual consumption showed a further declining trend. The actual consumption 
decreased from l, l 84 KV A to 388 KV A. Despite the declining trend the Company did 
not assess its power requirement/consumption and did not initiate action to further revise 
the CMD to 500 KV A before Apnl 2004. 

The monthly consumption bills during the period April 2004 to March 2007 revealed that 
the actual consumption of electric It) ranged between 219 KV A to 370 KV A, far lower 
than 1,200 KV A• and the Company im.:urred an avoidable expenditure of Rs.66.39 lakh 
considering the CMD as 500 KV A. 

The Ministry in its reply stated (Ju ly 2007) that: 

(i) rev ival of the plant was being contemplated by Government; and 

(i i) Government of Andhra Pradesh had agreed to waive outstanding dues of the unit 
to the extent of Rs.206.77 crore, including Rs.140.05 crore to be paid to CPDCL. 

The Ministry reply was not acceptable in view of the fo llowing: 

(i) The unit has very few employees on its rolls. The revival of unil when undertaken 
would be over a period of time including recruitment and start of any substantial 
activities. As such notwithstanding the revival plan the Company had a 

· Eighty per cent of Contracted Maximum Demand of 1,500 K VA 
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compelling need to reduce CMD as there was continuous decline in its demand 
for e lectricity and thereby save on avoidable expenditure. 

( ii) The CMD charges have already been paid and hence could not be part of 
outstanding arrears. The benefit of waiver of dues cannot logically be extended to 
payments already made. 

The Company had subsequentl y applied (May 2007) for reduction in CMD from 1,500 
KY A to 500 KY A to CPDCL. 

Thus, failure to take timely action for reducti on o f CMD resulted m avoidab le extra 
expenditure of Rs.66.39 lakh. 

8 



Report o. CA I I of 2008 

(..._ ___ c_HA_PT_E_R_1v_:_MIN __ 1_sT_R_Y_ O_F_c_IVIL __ A_VIA __ T_Io_N __ ~] 

Air India Limited 

4.1.1 Continued undue favour to a firm and undermining of Parliamentary control 

I •n disregard to the recommendations of the Committee on Public Undertakings, Air 

l
lndia Limited did not quantify the excess amount paid during the years 1998-99 and 
1999-2000 to a sales agent and continued to extend undue favour to the party. 

Paragraph 3. 1.1 of the Report of the Comptroller and Auditor General of India, Union 
Government (Commercial) (No. 3 of 2002) brought out the case of undue favour by way 
of excess payment of Rs.57.02 crore extended by Air India Limited (Company) to its 
General Sales Agent viz .. Mis. Welcome Travels appointed for UK during 1987-2000. 
The excess payment included Rs. 13.82 crore paid during the three years 1997-98 (GBP£ 
0.65 million), 1998-99 (£ 0.69 million) and 1999-2000 (£ 0.69 million) which wa!> not 
admis!>ible due to application of incorrect principle of calculation. 

The matter was examined by the Committee on Public Undertaking!> (COPU), I 31
h Lok 

Sabha, in detai l. The COPU in its Ninth Report (2002-03) had recommended (April 
2003) that the Government shou ld: 

(i) in the first instance, quantify the amount of excess payment made to the GSA; 

(ii) Make all out efforts for recovery of the excess payment; and 

(iii) Terminate the existing arrangement with Mis. Welcome Travel in case the party 
did not agree to repay the excess amount. 

The COPU also recommended that the report of an ' internal committee' appointed by the 
Company to explore alternative means of marketing and distribution should be finalised 
and implemented within two months from the date of presentation of the Report. 

The Company appointed (July 2000) Mis. Welcome Travel, Mis. Travelpack and Mis. 
Somak Travel Limited as consolidators and switched over the sales arrangement through 
the consolidators with effect from July 2000. 

The COPU (fourteenth Lok Sabha) in its Fourth Report (2004-05) on 'Action Taken by 
the Government' (A TR), on this matter expressed displeasure on the evasiveness and 
delay in implementation of its recommendations by the Company as well as the 
Government and recommended (Apri l 2005) once again that the Company shou ld 
vigorously pursue the case and make all out efforts for expediting the recovery of the 
exces payment from Mis. Welcome Travel besides developing alternative marketing 
channel within a definite time frame of two months of these recommendations. 

9 
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Audit review (March 2006) revealed that the Company recovered (February 2006) an 
excess amount of only £ 0.27 million (Rs.2. 16 crore) which had been paid to Mis. 
Welcome Travel for the year 1997-98 and had been established by Central Bureau of 
Investigation and had made no efforts to quantify and recover the excess amount for the 
remaining two years period 1998-99 to 1999-2000. 

From December 2005, the Company appointed fi ve consolidators viz .. Mis. Welcome 
Travels. Mis. Southall Travels, Mis. Travelpack, Mis. Somak Travel Limited and Ml . 
Brightsun Travel for UK region. The Consolidators were to provide a bank guarantee 
again t their projected sales. Based on the recommendations of the Company's internal 
committee, all the consolidators were advised by the Company's sales office at London in 
December 2005 to report their sales through Bank Settlement Process (BSP). 

Initially when the revised arrangement came into force in December 2005, or the five 
consolidators, only Mis. Welcome Travel continued to issue manual tickets obtained 
from the Company and settle the accounts separately through cheques outside BSP, while 
the others reported their sales through BSP. The Company issued manual tickets to M/s. 
Welcome Travel from its stock without obtaining any extra bank guarantee. However, 
later two more consolidators vi::. .. Mis. Somak travel and Mis. Travelpack besides 
reporting of their sales through BSP al o slatted obtaining manual tickets from Air India 
Limited and settle the accounts separately through cheques. Other two consolidators vi;:,., 
Mis. Brightsun Travel and Mis. Southall Travel were reporting sales through BSP only. 

Thus, in total disregard to the recommendations made by COPU, the Company fai led to 
quantify the excess amount paid to M is. Welcome Travel during the years J 998-99 and 
1999-2000 and recover it. Further, the Company continued to extend further undue 
favour to Mis. Welcome Travel by allowing them to follow a different set of procedures 
in issuing tickets and settling payment. 

In reply, the Management stated (December 2006) that there was no excess payment due 
for recovery from Mis. Welcome Travel beyond 1997-98. The Company however, did 
not provide the basis on which it had concluded that no further amount was due for 
recovery from Mis. Welcome Travel and, hence, the reply was not acceptable. Further, 
while the Company's internal committee suggested the manner of developing a lternative 
market channels, Mis. Welcome Travel was allowed to follow a manual settlement 
procedure. The Management was silent on this issue in its reply. 

The matter was reported to the Ministry in June 2007; reply was awaited (November 
2007). 

4.1.2 Extra expenditure due to not finalising the tender for cabin crew 
accommodation 

Air India Limited did not finalise the tender for cabin crew accommodation despite 
securing a tender at rates lower than the rates payable as per the existing contract 
and consequent extension of prevailing contract for three years resulting in extra 
expenditure of Rs.10.87 crore. 

10 
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Air India Limited (AIL) entered mto an agreement (December 2002) with 
Intercontinental Hotel, Frankfurt for cahin ere\\ accommodation at Euro 99 per room per 
day. The rate was subsequently (June '.WO.+ ) reduced to Euro 9.+.36. As the agreement \\as 
to end in December 2004, AIL floated tender for cabin crew accommodat10n in 
August/September 2004. In response to the tender. eleven hotels quoted and on the ha 1-. 
or the services offered. capacity to provide required number of rooms, etc. A IL short 
listed eight hoteb. The Hotel Evaluation Team ( l!ET) of AIL comprising representatives 
from Inflight Services Department, Finance and All lndia Cabin Crew Association 
(A ICCA) along with the Airport Manager. Frankfurt inspected the eight hotels in 

ovember 2004. 

The HET found four of the eight short h'>ted hotels as technically suitable. I lowever. 
AICCA representati\e gave a dissent note on technical suitability of two of the four 
hotels stating that these hotels did not h;ne proper lighting arrangements, 24 hour.., coffee 
shop. room senice and availabi lity of lmltan meals in the vicinity of the hotels. etc 
These issues had also been considered h) the other members of the HET and b,1.,ed on 
their observation that sufficient eating outlet<., -were available within the walking d1st,1nce 
and the concerned hotel had given an a1.,surance in writing that the lighting would be 
appropriately arranged, the HET included the two disputed hotels 111 the list of techmcall) 
suitable hotels. AIL opened (November 200.+) the financial bids of the four technically 
qualified hotels. The rate quoted b) Intercontinental Hotel was the highest at Euro 
101.31. The rates quoted by two hotels. objected to by the AICCA representat1\e. were 
found to be the lowest (L1) at Euro 74 and 1.,econd lowest (L:!) at Euro 8 J .34. However. no 
fresh contract was awarded and instead the prevai ling contract w11h Intercontinental 
Hotel at comparatively higher rates (Euro 9.+.36) was periodically extended with effect 
from 6 December 2004 onwards till date ( ovember 2007). 

Audll observed (June 2006) that desplle finding the reservations of the AICCA 
representative unfounded and opening of the financial bids of all the four technically 
qualified hotels, AIL did not award the contract to the L1 hotel which wa.., cheaper 
compared to the existing rate of Intercontinental Hotel and instead, AIL continued to 
extend the existing contract with Intercontinental Hotel from December 2004 till date 
(NO\ember 2007) at the higher rates. Thu'>, failure of AIL in awarding the contract to the 
lowe t bidder resulted in an avoidable extra expenditure of Rs. I 0.87 crore clu1 ing the 
period from December 2004 to Novemher 2007. 

The Management in reply stated (August 2007) that the Company decided not to house 
cabin crew in the two hotels (which ranked L1 and L2 in the bidding process) in \iew of 
the objection of AICCA representati ve and that the contract could not be awarded to the 
L, hotel as Central Vigilance Commiss1on (CVC)'s guidelines prohibited awarding of 
contract other than to L, party and that fre..,h tendering process had been initiated. The 
Management confirmed that interim arrangement was continuing with Interconllncntal 
Hotel. T~e Ministry endorsed (November 2007) the Management' s reply. 

The reply was not tenable as the Management's decision to open financial bid of 
technical suitable hotels indicated that the obJect1ons of AICCA representative had hecn 
considered by the HET and the majority recommendation had been made. In case Jt felt 
that the issues were not resolved with 1\ICCA and considering the CVC guidelines, the 
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Company could have gone in for a fresh tendering process immediately in 2004-05 to get 
the most economical rates . 

Thus, failu re to award the contract to the technically and financially acceptable offer of 
L1 hotel and extensions to the prevailing contract with Intercontinental Hotel at the rate 
higher than that of L1 hotel resulted in avoidable expenditure of Rs. I 0.87 crore from 
December 2004 to November 2007. 

4.1.3 Avoidable extra expenditure 0 11 hotel accommodation for cabill crew 

Air India Limited incurred an avoidable extra expenditure of Rs.1.33 crore during 
the period from December 2005 to October 2006 by not accepting the offer for a 
long term agreement of the hotel providing accommodation to cabin crew. 

Regional office of Air India Limited (Company) at New York invited quotations (August 
2004) from local hotels to accommodate its cabin crew. On the basis of the bids received, 
Air India accepted (October 2004) the offer of Hotel Pennsylvania at a negotiated rate of 
US$ 110 per day plus taxes for the period from 22 October 2004 to 21 March 2005. 
During the negotiations, the hotel offered to extend the agreement upto 22 October 2006 
at the same rate i.e., for two years, which was not accepted. The Company opted for a 
limited period agreement from 22 October 2004 to 31 March 2005. 

Audit observed (December 2006) that though the offer of the hotel for a long term 
arrangement was not accepted, the limited term arrangement ending 31 March 2005 was 
extended from time to time till 30 November 2005 at the same rate i.e., US$ 110. With 
effect from December 2005, the hotel increased the rate to US$ 125 per day plus taxes 
which was accepted by the Company. Thus, due to its failure to avail of a cheaper offer 
of a long term contract upto October 2006, the Company incurred extra expenditure of 
Rs. 1.33 crore· approx (US$ 0.29 million) on account of rate differential on 19,442 rooms 
booked in the hotel from 1 December 2005 to 22 October 2006. 

The Management in its reply (June 2007) stated that the long-term contract could not be 
accepted because of the objection of Air India Cabin Crew Association (AICCA) and 
also because they were making efforts to obtain cheaper rates from other hotels. 

The reply was not tenable since the Technical Evaluation Committee comprised a 
representati ve of ATCCA and the Committee recommended the acceptance of the hotel. 
Moreover, the crew had stayed in the same hotel in the past and in fact, had been staying 
there since October 2004 till date (J une 2007). Further, the Management accepted 
(January 2007) that the rate offered by the hotel was the best available deal. ln so far as 
identifying cheaper options, it was only in January 2007 that the Company initiated 
efforts to identify alternate accommodation. 

Thus, failure of the Company to capitalise on a long term, economical offer and opting 
for short term arrangements at higher rates for the accommodation of its cabin crew led to 
avoidable extra expenditure of Rs. 1.33 crore. 

The matter was reported to the Ministry; reply was awaited. 

' Converted at an average rate of Rs.45.53 per US$ 
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Airports Authority of India 

4.2. I A voidable payment of sales tax at higher 

The Authority did not avail the benefit of I• 
__e_lacing order whic!!__!:esultcd in avoidable pay1 

The Airports Authority of India (Authorit}) plJ1 
radar equipment from Bharat Electronic ... Limned 
on the recommendations of a negotiating comn 
alia abo recommended (5 December 2002) that t 
to suggest ways and means of reducing the 1mpa 
its procurements. The Authority however, Jid 1 
impact of sales tax and placed an order ( 20 Dece 
for an aggregate value of Rs.88.09 crore. A.., per 
v.as Central Radio Stores Depot. e'' Delhi. : 
portion of the spares were to be delivered ~11hin 

The Authority engaged a consultant, on 11 June 
of purchase order and negotiating committ< 
recommended (30 August 2003) that to ~l\atl 
electronic components. the first point of Jelt\ er) 
the Authority changed the delivery point fro1 
Pradesh and issued (2 1 October 2003) a suitahle 

Ho~ever. by the time nf the issue of the amendt 
been delivered at New Delhi after payment of Cl 
to Rs.5.99 crore. The balance quantity \\as deli 
sales tax at four per cent (No\ ember 2005). Thi 
prior to 21 October 2003 amounted to Rs.3.59 er 

The Management stated (Februar} :?.007) that 
Authority was required to follow due procedu 
acceptable. Even though it may have tal-..en son 
consultant. the Uttar Pradesh Gmcrnment no 
regarding applicability of four per c e111 :-.ale-. ta· 
goods was available in the public doma111 . Best< 
without gomg through the due processes. 

Thus. the failure in recognising the availabil11 
instance and the delay in engaging a consultant 1 

sales tax of Rs.3.59 crore. 

The matter was reported to the M111i:-.tr) 111 Ju 
2007). 
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4.2.2 Loss of revem~e of Rs. 1.60 crore in award of car parking contract at Che1111ai 
Airport 

I The Authority awarde~ar parking contract at a lower rate~n ad hoc basis and 
L extended undue benefit to the contractor. _, 

The Airports Authority of India (Authorit)) manages car parh.ing faci lities at airports 
through contractors. The Authority contracted Ravindra Joshi Medical Foundation 
(RJMF) for managing the parking at Kamaraj Domestic and Anna lnternat1onal 
Terminals of Chennai airport for a licence fee of R:-. .2 1. 78 lakh per month. The contract 
was upto 3 1 October 2002. In anticipati on of expiry of the contract. the Authority in' ited 
tender. (May 2002) for new contract at Minimum Reserve Licence Fee (MRLF) or 
Rs.2 1.78 lakh per month. However, the contracting process cou ld not be finali sed due to 
the direction of the Madras High Court (May 2002) to hold in aheyance the opemng of 
the tenders till its final decision on the appeal filed by some bidders challenging the 
eligibility criteria in the Notice Inviting Tenders (NIT) issued by the Authorit y. 

Since RJMF defaulted in remitting the licence fee and was willing to continue \\.ith the 
contract only for a licence fee of Rs.14 lakh per month, the Authority decided in 
September 2002 to terminate the contract before the date of expiry (3 1 October 2002). 
Pending finali sation of the new contract, an ad hoc arrangement for managi ng the car 
parh. was made on 17 September 2002 with the existing cargo complex contractor Mis. 
Na\ Bharat Enterprises (NBE) for a period of three months at a negotiated licence f ce of 
Rs.15 lakh per month. The contract with NBE was renewed/extended periodicany and the 
fee was also periodically revised 1 after negoti ations with NBE and was fixed at Rs .:B .OJ 
lakh per month with effect from June 2005. 

In the meantime, the Madras High Court dismis. ed the petition in August 2003 with thl! 
direction to the Authority to amend the definition of the word 'Turnover' in the NIT. The 
Authority after attending to the Court"s direction and revising the MRLF to Rs.37 lakh 
per month, called for fresh tenders in May 2005 which were opened in September 2005. 
A regular contract was awarded to the existing ad hoc contractor (NBE) at highest quoted 
licence fee of Rs.70.2 1 lakh per month in October 2005. 

Audit scrutiny (January 2007) revealed that though the established licence fee ~ ith the 
regular contractor (RJMF) was Rs.2 1.78 lakh at the time of rescinding the contract. ad­
hoc contractor was engaged at the licence fee of Rs. L5 lakh. Audit also observed that the 
rates of ad hoc licence fee charged from NBE from time to time were much below the 
contemporary MRLF which resulted in l o~s of revenue of Rs. L .23 crore2

. Fu11her. 
although the Court dismis ed the bidder" s petition in August 2003 with the direction to 
the Authority to amend the definition of the word 'Turnover' in the NIT, the Authority 
took more than one year (September 2004) to do so. It took another six months (April 

. 
1 Rs. 15. 00 /akh w.e.f 19 September 2002, Rs. / 8.75 lakh w.e.f I November 2002, Rs.21.00 /akh w.e.f 19 

September 2003, Rs.23.68 lakh w.e.f 20 September 2004, Rs.31.00 lakh w.e.f 6 May 2()05 and 
Rs.33.03 lakh w.e.f 20 June 2005 

~ Difference between ad hoc licence f ee charged and MRLF fixed in May 2002 (Rs.2 1.78 /akh per 
month) increased at an annual rate of JO per cent per an1111111 as per the provision of Commercial 
Manual duri11g the period September 2002 to May 2005 and thereafter at the MRLF fixed (Rs.37 /akl1 
per month) upto 16 October 2005. 
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2005) to assess through a sun e). the n!\ cnuc potential and fix the MRLF at Rs. :n l.tk.h 
/>l'I month. The final c.:ontract wa-. awan.le<l onl) in October 2005. Thus, the /\uthonty 
took. more than two year-. to award the contract after the Court''> \'erdict. It wa-. further 
noted in /\u<lit th at BE wa-. permitted to <l\ail JO <lays gestation period after a\'var<l of 
the regular contract in October 2005 <le..,p1tc there being no provision Lo the effect 111 the 
contract. It continued to pa) licence fee .u lm\cr rate of Rs.JJ.OJ lak.h per month 1n ... tea<l 
of Rs.70.21 lakh per month upto 16 Nmcmher 2005 c.:ausing a further loss of revenue of 
Rs.17.18 lat...h . 

The Management stated (Apri l 2007) that the time taken in defining the term 'Turml\er' 
'"a" hcc.:ause of the clearance'.'> required Imm many agencie'.'> ri:: .. corporate hcadquaner-.. 
Commercial Advisory Board, the Board of Directors and the committee constituted for 
the purpo-.e. The Management further ... 1.ue<l that NBE was permitted JO day-. ge-.tation 
11mc to mobi li se their resource-. for regular contract and there '"as no financial lo"" a.., 

BE paid the amount of pre tender negotiated licence fee of Rs.33.0J lat...h duri ng the 
ge..,tation time of 30 day'>. 

The reply of the Management was not tenable because the initial negotiated licence fee 
... 110uld not have been so !>igmficantly lcs" tlun the licence fee paid b) the regular licencec 
tRJMfl and MRLF fixed by the Authori ty . rurther, the time taken 111 defining the term 
'Turnover" was abnormal) ) long considering that all the agencies ill\olved were '' 1thin 
the organisation. The Management's n:ply of allowing gestation period of JO day" v.a ... 
also not tenable because there was no provision to this effect in the contract and 
e ... pecially as the same contractor who "a" \\Ith the Authorit) since 2002 wa'.'> being 
continued albeit on regular basb and on hi'.'> quoted rates. 

Thu-.. the Authorit) suffered rC\cnue los-. of Rs. 1.60 crore due to a\'oidahle dela) in 
<m ar<l of regular contract, ad hoc contract he1ng engaged at a IO\'ver rate and cxtemltng 
undue benefit to the contrac.:tor 

The matter was reported to the Mini'.'>tl) 111 Ma) 2007: reply \\as awaited (NO\.emhcr 
2007). 

.J.2.3 Loss of interest of Rs. J..J2 crore due to a1•oidable payment of Corporate Tax 

Airports Authority of India incurred loss of interest of Rs.1.42 crorc due to 
avoidable payment of Corporate Tax on unrealised licence fee for land allotted to oil 
companies at Hyderabad airport. 

The H)derabad airport. prior to formation (Apri l 1995) of the Airport.., Authority or India 
(Authorit) ), allotted land measuring 3,28J 30 square metre to Bharat Petroleum 
Corporation Limited (BPCL) and -L925. I 7 <iquarc metre to Indian Oi l Corporation 
L1m1te<l (lOCL) for maintaining A\iatton ruel ling Service Station-, and entered into 
agrcemems with the two Companies. The agreements sti pulated pa) ment of licence tee at 
the rate of Rs.72 per square metre per w11111111 . The agreements expired in ovember 1996 
and March 1998, respective!) . 

In March 1998, the Authority uni latcrall) and retrospecti vely from April 1997 increa..,ed 
the licence fee from Rs. 72 per <.,quare metre to Rs.1.076 per square metre per w111w11 "1th 
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ten per cent annual escalation. Accordingly the airport raised bills at the increased rates 
during November J 999 to March 2003 covering the period from April 1997 to March 
2003 and accounted the same as income in its financia l reports. However, both BPCL 
and IOCL ref used to pay the licence fee at the increased rates stating that these were on 
the higher side and continued to pay licence fee at the old rate of Rs.72 per square metre 
per annum. In March 2003, the Authority decided that where there was no negotiated 
settlement, the licence fee from the oil companies would be accounted for at the rates 
agreed to by them. The rate agreed to and paid by the oil companies at the Hyderabad 
airport was only Rs.72 per square metre per annum since April 1992. While the 
Authority accounted the licence fee at this rate for the subsequent periods, it did not 
reverse the amount of licence fee amounting to Rs.6.44 crore already billed and 
accounted for at the increased rates for the period from Apri l 1997 to March 2003. 

While auditing the annual financial statements, Audit had been questioning the 
recognition of licence fee at unilaterally revised rates as revenue since 2000-01. The 
Management at that stage had assured th at in case the amounts were not reali~ed within 
two years, the amounts recoverable would be suitably adjusted in the accounts of the 
Authority. It was observed in Aud it (April 2006), that by recognising revenue the 
recovery of which was "doubtful" ab initio, the Authority became liable and paid 
Corporate Tax of Rs.2.49 crore in the assessment years 2001-02 to 2003-04. Further. 
even after taking the decision to recover the licence fee only on agreed rates in March 
2003, the Management did not write off the amounts that were not recoverable thereby 
losing an opportunity to deduct the unreco\'erable amount from its taxable income for the 
assessment year 2004-05. Consequently. due to an outflow of cash for payment of 
Corporate Tax, the Authority lo~ t intere~t of Rs. 1.42 crore. 

The Management stated (Augu~t 2006) that in consultation with other oil compan ie~ it 
was decided that the already billed amount need not be rever ed as the Corporate Tax 
paid wou ld get adjusted whenever accounting entries, if necessitated were passed. The 
Management's reply was not tenable as the Management had rever~ed the excess licence 
fee of Rs.6.44 crore in the accounts for 2006-07. an issue that had earl ier been 
commented by Audit. 

Thus, the decision to account for the licence fee at increased rates without valid 
agreement resulting in payment of avoidable Corporate Tax in the first instance re!->ulted 
in blocking up of funds and loss of intere!> t of R~. I ..+2 crore· during the period 2000-0 I to 

2006-07. 

The matter was reported to the Min istry in September 2007: reply was awaited 
(November 2007) . 

.J.2.4 Loss of iuleresl due to imp rudent i11 vestm e11t in a State Financial lnstit11tio11 

I 
Imprudent investment in Pradeshiya Industrial and Investment Corporation despite 
poor financial indicators resulted in loss of interest of Rs.1.16 crore. __ 

Calculated at the rate nf in tere~I received by the Authority on 111vc~lmen1 of surplus f11 11ds 
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The International Airports Authority of India Employees Contributory Provident Fund 
(!AAl-ECPF) Trust (Trust) invests it:-. su rplus funds in designatetl securities and bonds 
\A. htch are ratified and approved by the Board of Trustees. 

The Trust made an in\estment (December :wo I ) ol Rs. two crorc in I 3 per cent Bond' 
of Pradeshiya Industrial and Investment Corporation of UP Limited (PICUPJ. an Ltta1 
Pradesh Government Undertaking, with maturity of seven years and interest payable at 
half yearly rests. PICUP stopped making payment of interest due in April 2003 and 
onwards due to its bad financial po:-.ition and dedining trend of interest rates in the 
market and in October 2003 sought a reduction in the rate of interest to I 0 per cent or 
refund of the outstanding amount as soon a-.. its cash flow position permitted. In October 
2004. PICUP informed the Trust that it would refund only the principal amount pn)\ 1ded 
the interest was foregone. The Trust did not accept the offers made by PICL., P and 
insisted upon repayment of loan on the .tgreecl terms and conclit1ons. The impa..,-,c 
continued till January 2007, when the Trust tlecided in principle. to accept PlCLJP"s oifcr 
of repayment of principal without payment of imerest. 

Audit observed that before i1n esting in PlCUP bomb. the Trust had not cons1dercd the 
poor financial position of PIC P. A-, on 3 I ~ 1an.:h 200 I. PICLIP had accumulated lo-..:-.c -.. 
of Rs.2 16.26 crore which \\Cre more than the paid-up Capital and Reserves and Smplu' 
of the Company. i.e .. net \\,(>rth \vas negal1\e and had incurred a loss of Rs.70.66 cron: 
during 2000-0 I. Further. the Trust did not initiate any legal actton lo realise the dues ; 
principal or the interest thereon. As of Augu-,1 2007 both principal of Rs. two crnrc and 
outstanding interest of Rs .1.16 crorc earned upto March 2007 n:ma1ned unreali sed 

The Management stated (Apri l 2007) that the decision to inve:-.t \\·'"taken :-.111cc the hnnd' 
v. ere guaranteed by the State Go\ crnmcnt and the rate of interc-;t quoted by Pl CL P '' "" 
the highest. And. no recO\ cry su it wa-.. 1ni11atcd as the attempt wa'> to deal \\ ith the 1""uc 
in a pragmatic way while the UP GO\ ernment had not respondetl to the Trust. 

The Management's reply wa~ not acceptable as one of the major criteria for 1n\ e-..1111en1 in 
bonds i!'> the ability of the entity to rcp.ty The poor financial po:-.ition of PICL.P \\.t' 

evident from its financial -.. tat cmcnh. Moreover. the Pl CUP bontl-, d id not h;I\ c the 
in ve~tmcnt grade rating from an) crcd1 1 rating agency ''hi le alternate i fl\ e:-.llllL'nt 
oppo11unities being considered at that prnnt hat! these ratings. ()e.,pite the pcr'-.J'>lL'nt 
dcfaull of PlCUP and its n.:pcaled counter olfrrs. the Trust neither tooh. timely action to 

exit the investment nor sought any legal recour:-.c to reco\ er the dues. The Tru .... t alM> did 
not vigorously pursue the invoking of the guarantee clause with the State Government 

Thu~. poor financial appraisal and indeci,ion in exiting the ill\ estmcnt n:sultctl in lo'~ nt 
intcrc~t of Rs. I. I 6 crorc besides blocking fund~ of Rs. two crore. 

The matter was reported to the Minist1·) 111 June 2007: reply \\as awaitctl (Nlnembcr 
2007). 

Puhlic Sector Bonds, Central Gol'em111e11t Securities and State Govemment Bond.~ 
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4. 2.5 loss of revenue due to 11011-recovery of licence f ee and royalty f rom th e liceucee 
of Duty Free Shops 

The Authority did not r ecover licence fee and royalty from i\Us. Flemingo 
Interna tional Limited as per the terms of granting licence to run duty free shop a t 

I fi ve airpor ts r esulting in loss of revenue of Rs.1.02 crore. ___ _ 

The Airports Authority of India (Authority) awarded (29 November 2002), a consolidated 
licence fo r runn ing Duty Free Shops (OFS) at Lucknow, Amritsar. Jaipur, Guwahati anti 
Thiruvananthapuram airports to Flemingo International Lirnited, Dubai, UAE (FI L). A.., 
per the terms of the award letter. the licencee wa allowed a period of 90 days to start 
commercial operations from the date of award which was extendable by a further period 
of 30 days (i.e .. upto 28 March 2003 ). This included time required for obtaining all 
statutor) clearances. The Commercial Manual of the Authority also allowed a maximum 
gestation period of 120 days, including 30 days, for grant of No Objection 
Certificate/approval of plan by the Aut hority for such contracts. The Authority entered 
(December 2002) into a licence agreement to this effect with FIL, valid for fi ve year'>. 
Clause 3(a) of the licence agreement stipulated that the licence fee was payable from the 
date of taking over possession and royalt) was payable after the expir)' of 90 days from 
the date of taking over of the site or from the date of commencement of business 
whichever was earlier. 

After entering into the agreement, FIL conveyed (February 2003) to the Authority that 
the business under the agreement would be carried out by its subsidiary, M/s. Flcmingo 
DFS Private Limited. FIL further requested for permiss ion to defer the take over of the 
sites for DFS sites as clearance fro m the Fore ign In vestment Promotion Board (fl PBJ. 
which was mandatory for the party having foreign holdings to begin operations. \\Js 

awaited. As the Authority did not accede to this request, FIL again sought waiver 
(September 2003) from payment of li cence fee and royalty till commercial operati ons 
commenced. The Commercial Advisory Board (CAB) of the Authorit) considered the 
request of FlL and decided (November 2003) that the applicable licence fee anti royalty 
would be levied from the date that FIL took posse sion of the sites at the respecti ve 
airports or the date from which FIB clearance was received. whichever was earlier. 

Meanwhile. the DFS sites at Lucknow. Amritsar and Jaipur airports were made <n ailahle 
to FIL in April 2003 and the site at Thiruvananthapuram in March 2003. The possession 
of these sites was taken over by FIL on 12 May 2003, 15 October 2003, 12 May 2003 anti 
27 March 2003, respectively. FIL received FIPB clearance on 20 October 2003. 

Audit observed (March 2006) that the Authority failed to recover the licence fee anti 
royalty from FIL from the date it took po session of sites at Lucknow. Jaipur and 
Thiruvananthapuram resulting in under recovery of revenue of Rs.36.37 lakh . Further. 
FIL was not billed for the site at Guwahati airport at all as FIL refu ed to inspect the <;1tc 
at Guwahati airport citing absence of international flight operations from that airport as 
the reason. Audit scrutiny revealed that international fli ghts from Guwahati airport 
remained suspended between October 2003 and December 2004 but FIL did not ta'-e 
possession of the space even subsequent to this period. /\s per clause 33 of the licence 
agreement , the party was not entitled to any reduction in licence fee and royalty due to 
suspension or withdrawal of the operations by the airlines. Hence, the Authority failed to 
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rcCO\Cr licence fee and royalty of Rs.65.66 lakh from FIL for the DFS site allotted at 

GU\.\ ahati airport from ovember 2003 t1 II March 2007. 

The Management stated (A ugu:-.t 2006) that as per clause 3(a) of the licence agreement. 
the royalty was payable after the ex piry or 90 days from the date of taking over of the si te 
or from the date of commencement of hu:-.i ne:-.s whichever was earlier and th at royalty 
wa!'> accordingly worked out fro m Apnl 2003 for Amritsar, Jaipur and Lucknow airports. 
As regards Guwahati airport, the Management besides reiterating the position regardi ng 
non-operation of international nights abo stated that earmarked space was util ised for 
operational purposes including office !->pace for Central Industrial Security Force (C!Sr ). 
The Manage ment's reply was silent about Thiruvananthapurarn airport . 

The Management 's reply wa!'> not acceptahle as clause 3(a) in the licence agreement wa ... 
defic ient to the extent that it did not prescribe any time period for tak ing over ot the si tes 
and as such did not put lim it to the time for taking pm.session/beginning of commercial 
operations. Further the licence fee/rnyalt) was charged from dates later to the date'> of 
taking possession of DFS sites at Th im\ ananthapuram, Jaipur and Lucknow airports 
despite CAB's decision to levy licence fee/royalty from the date of taking O\'er 
possession of space of the respecti ve airports or date of FIPB clearance. whichever was 
earl ier. 

/\s regards Guwahati airport, /\udit observed that international fli ghts remained 
suspended only for a specific period. It can he inferred that FIL did not takeover the DFS 
site at Guwahati airport due to low business potential although the licence for DFS was a 
consolidated licence for fi ve stations which included airports with heavy as well as low 
internati onal traffic. As such it was not proper to allow FIL to start DFS operation!'> on a 
selecti ve basis. The Management 's contenti on regarding util isat ion of space at Guwahati 
for CISF offi ce is also not tenable as original!) the space was earmarked for commercial 
acti \'it). 

Thus, by not charging licence fee and ro)a lty as per CAB's decision from the <late ot 
taking possession at Thrivananthapuram. Jaipur and Lucknow airports and from date of 
FIPB clearance at Guwahati airport, the Authority suffered a revenue loss of Rs. 1.02 
crore. 

The matter was reported to the Ministry 111 May 2007; reply was awa ited (November 
2007). 

Indian Airlines Limited 

./.3.1 Rejectio11 of Mai11te11a11ce Cost G11ara11tee claims due to 11011-availahility of 
records 

Maintenance Cost Guarantee claims of Rs. 51.74 crore (US$ 12.27 million ) were 
rej_ected as the Com an failed to furnish records in su ort of the claim. 

Month subsequent to FIPB clearance 
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Indian Airlines Limited (Company) inducted ( J 989) A-320 aircraft fitted with Y2500 
engines manufactured by M/s. International Aero Engines (IAE). JAE provided 
Maintenance Cost Guarantee (MCG) on its engines for a period of ten years ending 30 
June 1999. As per the agreemenr. the annual maintenance cost of engines would not 
exceed the guaranteed cost rate. If during any year, actual cost of maintenance of engines 
exceeded the guaranteed cost. lAE would credit the Company with 75 per cent of the 
excess cost. Further as per agreement the Company would prefer its claim within 30 days 
following expiry or each anniversary. 

During the first eight years the engines and modules were outsourced to IAE partners for 
repairs and the invoices were considered for MCG claims. During the ninth year 11 
engines were outsourced lo lAE partners for repair while 14 engines were handled in­
hcmse at the Jet Engine Overhaul Complex (JEOC). In the absence of separate records. 
while settling the MCG claim for engines handled in-house, lAE accepted the average 
cost of material consumed in repair by outside agencies for the 14 engines repaired in­
house and an average labour cost of 5,000 man hours @ US$ 50 per man hour for all the 
engmes. 

In the tenth year (July J 998 to June L 999) though all the engines were handled in-house 
al JEOC, the Company continued to maintain material consumption records as required 
for internal use. Prior to submi .sion of the MCG claim by the Company, IAE released an 
amount of US$ four million on ad hoc basis between May and August 2001. In January 
2002. the Company submitted working paper for claims of US$ 25. I 9 million computed 
on the ba. is of average rates adopted during the ninth year. While JAE relea ed another 
US$ four million in March 2002, it did not agree (January 2004) for further payment in 
the absence of documented evidence in support of the claim. The Company submitted a 
revised claim of US$ 20.27 million in August 2005. However, IAE again rei:erated 
(January 2006) its position on requirement of detailed documentation in support of the 
claim before any further payment could be released. The Company had not been able to 
submit the documentary evidence to satisfy lAE till June 2007. 

Thus. due to the non-maintenance of cost records for material and labour consumed for 
each shop visit of the engine b( the Company, there is unlikelihood of realising the 
balance claim of Rs.51.74 crore (US$ 12.27 million). Even if the claim is reconsidered 
by lAE, the Company has been incurring a loss of interest of Rs. five crore per annum as 
interest on non-receipt of fund and this amount to Rs.38.86 crore2 during the period 
August 1999 to April 2007. 

The Management stated (April 2007) that there were no specific guidelines set ou t in the 
MCG document in this regard and since it wou ld have been very time consuming to 
extract the data, both the parties agreed to adopt the averaging method paving the way for 
negotiated settlement. Fu11her loss of interest due to non-settlement of MCG claim is 
hypothetical since the Company at any given time owed the amount to IAE towards sale 
of spares and repairs. 

1 Conversion at the rate of Rs . .J2. 18 per US$ 
1 Based 0 11 a11 average interest rate of 9.69 per cent 
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The repl) of Lhe Managemenl was not Lenahle as IAE has nol agreed to adopt Lhe 
averag111g method for '>elllernent of claim 111 the tenth year of the MCG. The fact \\<I'> that 
the Company failed to develop system., of documentation maintenance cost:-. which 
re:-.ulted in rejecti on of claim:-. . The Management' .., contention that the Company ah'a)" 
owed to JAE for purchase of spares wa:-. nol acccptahle as the outstand111g amount:-. were a 
result of a normal cred it penod extended to the Compan.>. Therefore, the argument that 
there wa:-. no los:-. of interest to the Company was not acceptable. 

The malter was reported to the Mini :-.try 111 May 2007; reply was awaited (Novemhcr 
2007). 

-1.3.2 Irregular payment of Productfrity Linked Jn centire 

Irregular payment of Productivity Linked Incentive of Rs.19.35 crore per annum to 
officers of the Company in violation of the scheme approved by the Board of 
Directors. 

The Board of Directors <Board ) or Indian Airlines Limited (Company) appw,ed 
(February 2005) an increase of 25 per cent to JO per cent 111 the variable parameters 1 and 
50 per cent increase in the fixed parameters2 of the Producti vit) Link.ed lncent1\e !PLI ) 
Scheme for the Company with effect from January 2005. The estimated financial 
implication of the revision was Rs. I J.2 1 crorc per cm1111m . 

Audit observed (September 2005) that though the revision of the PU Scheme was 
approved by the Board, the Management entered into a dialogue with the Officers 
Association while entering into an agreement to give effect to the PLI scheme. As a result 
of the discussions, the parameter!> for pa}ment or PL! were changed, and an agreement 
wa-. reached with lhe Officers Association on 7 Apri l :zoos and order-. issued on 15 Apnl 
2005 Lo give effect to the changes. A rc\1ev. b} audit of the agreement and order!> 1s:-.ued 
reH~aled that the Management agreed to change the basic slructure of 'arious parameter-, 
of lhe scheme that had been approved b) the Board resulling in additional rccurnng 
expenditure of Rs. 19.35 3 crore per a111111111 to the Company. The change!> in paramelers 
arc d1scu. sed below: 

(1) Flying hours: As per the Scheme approved by the Board, the incenti ve for 
average fleet ulilisalion was capped to a maximum of 2,800 hours per aircraft per 
w11111111. As per the change effected by the Management, this cap of 2,800 hours of 
average fl eel utilisation was remm·ed which resulted in ex tra burden of Rs. 13.75 
crore for the period January to December 2005. There was increase of 200 /J£' r 
cellf per month as against 25 to 30 per c t'll t approved by the Board. 

(i1 ) Attendance A llowance: As per Lhe Scheme approved b) the Board, atlcndancc 
allowance was payable at a fixed rate per day for the number of days a per-.on 
attended offi ce in a month. I-I m\ e'er. with the changes made suhsequentl), a 

'. lncluder 011 time performance, flyi11g hours a11d number of passengers carried 
Includes attendance allowance and experience allowa11ce 

1 
Calculated by multiplying the actual increase i11 PU paid i11 the month of February 2005 due to the 
changes affected by the Management with I 2 
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fixed monthly allowance was introduced for different categories irrespective of 
the attendance. The additional burden was estimated at Rs.1.30 crore per annum. 

(iii) Experience Allowance: The approved fixed experience allowance was replaced 
wi th a slah system of R . . 200 for e"er} completed year of sen ice beyond one ) car 
in the cadre along wich the fixed allov. ance. The extra burden was Rs.2.03 crore 
per l11111 11m. 

(iv) Productivity Allowance: The spec ial productivity allowance was increased from 
R!-..4,500 per month co Rs.6,750 per month to Senior Manager and above though 
the Board had not approved an) increa!-.e. The extra burden was Rs.73.17 lakh per 
{/1/ /1/{l/1 . 

(v) PL/ for num ber of passengers (Pax) carried: The number of passengers carried 
by Airlines All ied Services Limited. (a wholly owned subsidiary of the Company) 
were included for payment of PLI for Pax carried resulting in an additional 
liability of Rs. l .53 crore per a111111111. 

le was estimated in Audit thac the total addicional financial burden on the Company due to 
these changes in the PU Scheme subsequentl y effected hy the Management were 
approximately Rs.43.54 crore for che period January 2005 co March 2007. The 
Management which was not authorised by the Board to undertake such revisions, did not 
apprise the Board and seek its approval to the changes in the scheme especially as it had 
substantial financial implications. Moreover, be ing a beneficiary of the change made. it 
was incumbent on its part to seek the Board's approval. 

The Management stated (Jan uary 2006) that it was not mandatory to always put up a 
comprehensive note to the Board. Once Board gives in principle approval with regard to 
financial impact of the proposal, nitty-gritt y of the settlement can only be decided after 
discussions with the Union. And since Airlines Allied Services Limited was using all the 
infra tructure of the Company it was decided to include the figures of subsidia1') 
Company for payment of PU to the staff of the Company. 

The reply was not acceptable. as the Management was not authorised to change the 
scructure of the parameters of the PU Scheme approved by the Board . A<:. the 
Management was an interested party, as a matter of good governance practice, it should 
not have signed the agreemenc without the Board's approval which put an extra burden of 
Rs. 19.35 crore per a1111um on the Company. 

The maller was reporced co the Ministry in May 2007; reply was awai ted (November 
2007). 

4.3.3 Avoidable exp enditure of Rs.9.35 crore 0 11 leased aircrafts due to defective 
agreem ents 

I The Company incurred avoidable expenditure of Rs.9.35 crore on Phoenix 
u radation of en ines of leased aircrafts due to defective a reements. I 
Indian Airlines Limited (Company) has a fleet of 48 aircrafts fiued with Y2500 engines. 
Mis. Lntemational Aero Engines (lAE), the manufacturer of Y2500 engines introduced 
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the Phoenix Standard upgrade for the engines \ide Service Bulletin ' !SB) 72-03..+2 in 
O\ember 1998. The phoenix upgraded engine-. a'> per M/s. IJ\E \\Ould give a 25 per 

ce111 longer time on wing! and a 26 per cent lower engine maintenance cost. The phoen ix 
:-.tandard was not prescribed as a mandatory package either by Director General of Ci\ ii 
Aviation (DGCA) or Federal Aviation Authority (FAA) and its incorporation was totally 
at the option of the operator. Considering its henefits. the Company opted for the standard 
and compliance on its own engines started in 1999. 

The Company in addition to its O'Nll aircraft:-. abo leased four aircrafts fitted with eight 
engines from ORIX Aviation Systems Limited <ORIX) and Se\ en other engines from 
other lessors during May 2001 w March 2005. All the leased engines were V2500 
engines but of pre-Phoenix Standard "'nee the Company did not specif) in the technical 
requirements of the tender documenh that the engines should be Phoenix Standard (SB-
72-0J.+2) compliant. 

Audit obsen·ed (August 2006) that t\\O of the ORIX engines No. YO 222 and YO 213 
were remo,ed for shop 'visit and sent (December 2005/January 2006) to Rolls-Royce for 
refurbishment. ORIX while agreeing for shop '1sit asked the Compan) to incorporate all 
the SBs. The Company pointed out to ORIX that these engine'> \\ere pre-Phoe111"\ 
standard and both these engines had one '>hop vi ... it earlier during Compan) operation'> 
and it had maintained the same status of the engines by providing pre phoenix vanes 
from Company's stock. While accept ing the facts. ORlX, however, took a stand that as 
per agreement entered into in 200 I, lessee wa. required to maintain lessor's property in 
accordance with manufacturer's requirements. C\Cn though the agreement was not 
explicit on the issue. The Company accordingly carried out phoenix upgradation for the 
leased engines { 15) at a cost of R.., .9 35 cron:.i. The Company was unable to recover the 
cost of the ugradation from the les-.or-... 

Audit obsened (August 2006). that though the Company had accepted Pheoni'< -..1andard 
for its engines in 1999, it did not specif) the ..,amc as a requirement for engines leased Ill 

200 I. Further. ambiguity in the lease agreement regarding the level of compliance \\1th 
SBs considering that the engines being leased were pre-pheonix -.1andard compliant 
resulted in the Company incurring an avoidable expenditure of Rs.9.35 cron.: on the 
upgradation of the engines in the leased aircraft-.. 

The Management stated (May 2007) that Phoenix. package was neither a DGCA nor f'AA 
mandatory package-its incorporation ''as totally at the option of the operator. Due to lad. 
of experience on Phoenix standard performance the same was not included in the tender 
specification, restricting onl) to DGCA/FA.-\ mandawry modifications. Based on the 
experience gained. the subsequent tenders incorporated the Phoenix standard compliance 
clause. 

1 Senice 8111/etin are the chm1ges/impro1·e111e1111 made by the ma1111fact11rer of the engines 
Time between two shop visits of an engine 

1 Pre phoenix l'Ones are replacement of aircraft turbine 1·anes with improved versions 
1 Calculated at the rate of USS 1,./0,000 per engine. US corn•erted al the rate of Rs . ./3.98for one engine 

during 200./-05, at the rate of Rs . ././.86 for four engines during 1005-06 and at the rate of Rs . ././.-12 for 
ten engines during 2006-07. 

--------
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The reply of the Management was not tenable in 'iew of the fact that the Compan) was 
aware of the Phoenix standards and had opted for upgradation of its own engines in 
1999. Had the Company included the clause for post phoenix standard engines in the 
tender document floated in 1999 and onward the lessor wou ld have agreed for 
reimbursement of the cost if they had supplied pre-phoeni x standard engines as in the 
present case. The Compan) al. o fai led to emphasise on ORIX the fact that the SB 
(Service Bulletin 72-0342) was introduced in November 1998 and as such should have 
been incorporated in the shop visits between 1998 and 200 I before the aircraft was given 
on lease to the Company if compliance with manufacrurer's requirement was the criteria. 

Thus, the Company's fai lure to include the clause in the terms and conditions for post­
phoenix engine. in the tender documents re. ulted in avoidable expenditure of Rs.9.35 
crorc on leased aircrafts. 

The matter was reported to the Ministry in Jul y 2007; reply was awaited (November 
2007). 

4.3.4 Avoidable expenditure of Rs.8.39 crore 0 11 premium paid for credit risk 
insurance cover 

Indian Airlines Limited incurred an expenditure of Rs.8.39 crore on pre!llium for 
I credit risk insurance cover without recovering it from the agents. 

Indian Airlines Limited appoints sales agents to widen its network for sale of air tickets. 
Till May 2002, such agents were eligible to retain stock and sell tickets after furn ishing 
bank guarantee (BG) to cover risks associated with credit sales. The amount of BG \\a~ 
periodically reviewed on the basis of performance and quantum of business done by the 
agents. 

In 2002-03, the Company dispen ed with the ystem of taking BG and decided to 
subscribe to an insurance policy to cover the risk of default by domestic agents except for 
the newly appointed agents from whom BG of Rs. two lakh for two years was also to be 
taken. Beginning May 2002, the Company took cred it ri sk insurance policy in respect of 
all agents for a sum insured of Rs. I 00 crore at a premium of Rs. 1.58 crore, to be renewed 
ann ually. The total premium paid on annual renewals from May 2002 to May 2007 was 
Rs.8.39 crore , which was borne by the Company. 

It was observed in Audit (August 2006) that though the benefit of dispensing with BG 
accrued to the agents, the Company did not con template recovery of the in urance 
premium from them as is being done by IATA. The decision to switch over to an 
insurance policy was conceived as a measure to boost the sale of Company's tickets 
through agents as the BG system was perceived a a deterrent. It was observed in Audit 
that despite introduction of credit risk cover at the cost of the Company, there was no 

· Out of the total premium of Rs.8.42 crore paid 011 a11nual renewal, the Company had received refund of 
Rs. three lakh in July 2007 from the insurance compa11y from the ad hoc premium of Rs. 1.40 crore 
paid in May 2007. 
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significant ri se1 in the sale of Company's tid.cts by agents during the period 2002-2007. 
The insurance cover also oid not help in e.>.pe<l iting recovery of <lues. The claims penoing 
selllemenl with the insurer were Rs. I I. 16 crore in March 2007 a~ compared '.A. ith Rs. 
three crore due from agents in March 2002. 

The Management stated (December, 2006) that the oecision to take insurance CO\ er \\as 
to maintain the market share in the industr) and the delay in settlement of claims was due 
to large pcndency with the insurance Company. 

The reply of the Management ooes 11ot hold a'> the increase in the agency sales marg111all ) 
fluctuated between three per ce111 in 20<n-O-+ to ten per cenr in 2006-07. Moremcr. the 
Management did not re\ iew the insurance CO\ er scheme despite the fact that there '.A.as no 
significant increase in agency -;a les 111 the period of cover. Hence, the dec ision to 
\\ ithdra\\ the system of obta111ing BC1s ant.I 1ah.111g the insurance CO\ er without reccn cnng 
the cost of premium from agents resulted 111 an a\ oi<lable expenditure of Rs.8.39 crore 

The matter was reported to the Ministry in July 2007; reply \\ as awaited ( O\emher 
2007) . 

.J.3.5 Wasteful expenditure 011 procurement and installation of Remote Air Trafjlc 
Control system for A-320 aircrafts 

Indian Airlines Limited purchased 36 Remote Air Traffic Control systems during 
2003-04 for Rs.2.04 crore which were neither mandatory nor was its usefulness 
established. Although these systems "ere installed in 26 aircrafts, the entire 
expenditure became unfruitful due to Airbus Safety Department's strong 
recommendation to deactivate the same. 

Indian Airlines Lim.ited (Compan)) dernJeo in March 2002 to install Remote Air Traffic 
Control (RATC) ~ystem on its fleet of A-320 ,1ircrafts for uninterru pted transm1s~ 1on of 
international emergency code to the grouno and placed a purchase order in O\embcr 
2002 for US$ 0.45 mill ion "ith M/s. A1rbu" Industrie fo r the suppl) of 36 RATC S)ste1m. 
The fo rmal approval of Modification Co1111111ttcc2 was obtained in February 2003 after the 
purchase order had been placed. 

Mis. Airbus ln<lustrie recommended (Jul) 2004) discontinuation of RATC due to in ­
service experience of nuisance warning by operators. By that time, Indian Airl ines 
Limited had also six times experienced ina<l vertcnt operation of RATC system. In \ iew of 
the M/s. Airbus Tndustri e recommendation, the Company deferred installation of RATC 
systems though the system had already been installed on 26 aircrafts. The Compan) trie<l 
to return unused modification kits to M/-;. Airbus lndustrie but same were not accepted b) 
them (J une 2005). Audit observed (January 2007) that this modi fication was nei ther 
essential as per the Airbus lndustrie Sen ice Bulletin nor was it directed by Di rector 
General of Civil Aviation (DGCA). 

1 Th e percentage of domestic ageucy sale to total pa.1senger sale was about 58 per cent and 53 per cent 
during the years 2001-02 and 2002-03 respecti1•ely and was about 56 per cent, 62 per ce11t, 57 per 
cent and 64 per cent during the years 2003-0.J. 200.J-05, 2005·06 and 2006-07 respectively. 

- The Modification Committee approves the prop01ed modifications to the aircraft based on th e neceuit\• 
of the same. -
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The Management stated (May 2007) that the purcha e order of RA TC system was placed 
in antH.:ipation of this modification likely to become mandatory in immediate future in 
'iew of the otice of Proposed Rule Making (NPRM) issued by Federal A v1ation 
Admini,tration (FAA). It further !-.lated that n~cessary instructions had been issued in the 
month of October 2006 to carry out the instal lation of RATC system on all 36 aircrafts as 
originally planned. 

The reply of the Management was not tenable as the FAA had issued the NPRM in 
January 2003 whereas the Company had placed the order in November 2002. The Airbus 
Safety Department strongly recommended in May 2006 deactivation of the RA TC 
sy!-.te1m installed on the aircrafts. Further the comments received by FAA on the NPRM 
bet'Acen January and April 2003 abo confirmed that most of the operators 1 felt that 
in!'.talling continuous A TC transponder would not increase the safety or securit) and 
instead the unintentional hij ack code selection would put passengers at greater risk. 
Though no modification had been carried out in the remaining ten aircrafts till August 
2007. the decision to install the remaining systems and continuing with the existing 
ystems needs to be reviewed. 

Thus. the hasty decision to order for the RATC . ystems for al l the 36 aircrafts in one go 
when there was no mandatory req uirement to the effect and the utility of the system wa!'. 
still to be established resulted in a wastefu l expenditure of Rs.2.04 crore. 

The matter was reported to the Ministry in July 2007; reply was awaited (November 
2007). 

4.3. 6 A voidable expenditure due to delay in finalisation of contract 

The Company incurred an extra expenditure of Rs.70.68 lak.h due to delay in a\\ard 
of contract for overhaul of landing gears. 

Indian Airlines Limited (Company) entered into a contract with M/s. Messier Sen ices 
Asia Private Limited (Messier Services) in June 2002 for overhaul of landing gear 
assemblies of aircraft. The charges for main landing gear (MLG) and nose landing gear 
( LG) were fixed at Rs.33.26 lakh2 and Rs.26.03 lakh , respectively. The contract was 
valid upto December 2004. The Company imi ted bids for fresh contract in June 2005 and 
the commercial offers of the technically qualified parties were opened in August 2005. 
The rates quoted by Messier Services at Rs.32.75 lakh were the lowest for MLG overhaul 
and rates quoted by Mis. EADs Sogerma (Sogerrna) at Rs. l 9. 17 lakh were lowest for 
NLG overhaul. While analysing Sogerma's hid, the ub-committee evaluating the bids. 
assumed that the cost of item indicated as 'on condition' were included in the 
commercial bid. The tender e\aluation committee proposed in November 2005 to award 
the work to Messier Services and Sogerma for MLG and NLG, respectively as both the 
parties had in the pasc carried ou t similar \\Ork for the Company. However, the contract 
for overhaul of the MLG was awarded to Me~sier Services in October 2006 an<l the 

1 126 out of 146 comments 011 NPRM received 
~ All translations from foreign currency to domestic currency had been done at the prevailing exchange 

rates. 
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contract for LG was awarded to the Messier Sen ices m June 2007 valid for a pennd of 
two and three years respectively . 

/\udit observed {February 2007) that during the intenening period from August 2005 to 
August 2006. the Company sent eight MLG and three NLG to Messier Services for 
overhaul at the previous contract rates which were higher than the new rates quoted by 
the same part) against the fresh htds I Pre\ 10us rates being Rs.39.38 lakh and Rs.30 .82 
lakh as against the quoted rates of Rs.33.83 lakh and Rs.28.42 lakh for the O\'Crhaul nt 
MLG and LG. respectively) . The Company also paid additional escalation at the rate of 
2.5 pa ce111 on previous rates for O\crhaul of landing gears sent after July 2006. This 
resulted in extra payment of Rs .57.11 lakh 1

• a" the fresh contract was not finalised tn 
ttme. 

While analysing the reasons for delay. Audit noticed that though the tender evaluation 
commictee recommended Sogerma for ll\\ard of contract for overhaul of NLG, Sogerma 
had indicated O\erhaul of hydraulic components of LG as "On Condition" though the'>c 
\\ere a part of the original tender requirement. Thi \ariation was not noticed ,tt the 
technical e\aluation stage desptte 1t being gt\en in the \ariance statement suhmttted 
along with the technical bid. It \\as f trst noticed by the tender e' aluation committee 
before making ib recommendation m Nm ember 2005. However, it neither considered ib 
financial impact on the bid nor obtained any ..,pcctfic clarification from Sogerma in thi.., 
regard. It was only at the stage or finalisation of the contract, that a clarification in this 
regard was sought (April 2006) from Sogerma which led to increase in their bid price 
(June 2006) by Rs.7.49 lakh for merhau l or hydraulic components of NLG. The tender 
evaluation commillee did not accept the re,·ised offer of Sogemrn and decided (Augu..,l 
2006) to re-tender the contract for overhaul of LG. In the meantime. the undi!-.puted 
offer of Me!-.siers Sen ices for O\erh,llll of i\1LG remained unfinalised and the contract 
\\as final!) awarded in Januar) 2006 on the basts of the original bid 1.e .. after a delay of 
approximately 12 month" 2. On the bc.1-.1-. ot f re..,h bids tor NLG O\erhaul, the Com pan) 
<m arc.led the contract (June 2007) to the Im\ e'>t bidder Messier Sen ices at a pnce of 
Rs.33.50 lakh against their earlier quote !.lune 2005) of Rs.26.72 lakh. 

Thus, the Company by failing to carefully examine the variance statement of the bidder at 
the initial stages of technical evaluation or Sogerma for overhaul of LG and dela) in 
fina li !-.i ng the technicall) and commercially acceptable bid of Messier Services for 
overhaul of MLG incurred an extra expendllure of R-..57.11 lakh during the period 
(A ugust 2005 to August 2006). Further the Company wi ll continue to incur Rs.6.79 lakh 
extra for overhaul of each LG to he sent during the validity of the contract. The 
Company has already incurred an addi tional expenditure of Rs .13.57 lakh 1 on the 
overhaul of two NLG sent during December 2006 to Messier Sen ices at the rate higher 
than their pre\ious quote that \\as receiH!d against bid invited in June 2005. 

While the Management choo,;e not to reply on the lapses in examination of the bids, it 
stated (June 2007) that Messier Sen ice-. v. as a!-.ked to apply the newl) quoted rate!-. for 
overhaul of landing gear<> but they dtd not agree a ... the contract was not finalised In 

1 Being the difference between actual amoullt paid 011d amount quoted for fresh tender 
From No~·ember 2005 to January 2006 

1 1Jei11g the difference between lhe amnu11t quoted i11 j1111e 2005 and the amount octunlly paid 
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October 2007. the Management stated that Sogerma was technicall) quali fied and 
admitted that any clarification and on technical offer 5hould have been obtained at the 
time of evaluation of technical bids. · 

Thus. due to the delay in finalising the contract for MLG with Messier Services and not 
rejecting the incomplete bid for overhaul of LG, the Company incurred extra 
expenditu re of Rs.70.68 lakh. 

The matter was reported to the Mini try in July 2007; reply was awaited (November 
2007). 
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(~~~~~-C_HA~PT~E_R_V_:_M_I_N_IS_T_R_Y_O~F_C_O_A_L~~~~~) 

Bharat Coking Coal Limited 

5. 1.1 Loss of Rs.9.35 crore due to pilferage of raw coal in transit 

r 
The Company suffered a loss of Rs.9.35 crore due to pilferage of raw coal during 
transit from collieries to Bhojudih washery du ring the period 2003-04 to 2006-2007. 

The Bhojudih v.ashery of Bharat Cok.ing Coal Limited ((ompan)) received ra\\ coal b} 
rail from the collieries located w11h111 20 lo 25 kilometres (kms) fo r benefi c1at1011 
(washing) of coal. The raw coal \vas transported by the Railways at owner's risk and 
weighment of coal rakes at the loading point wa-. acceptable for all purpose-.. In case coal 
was not weighed at the loading pomt. wcighment at the unloading point (washer} end) 
was acceptable. No norm for transll and handling losses in transportation of coal had 
been prescribed by the Company or the holding company (Coal India Limited). 

Audit scrutiny (December 2005/August 2007) of the records of Bhojudih washer} 
relating to coal receipts for the year-. 2003-0-+ to 2006-2007. revealed that again~ ! the 
quantity of 1.82 MMT1 raw coal despatched from Burragarh and C K East collieries. the 
washery actuall y received 1.71 MMT coal resulting in shortage of 0.11 MMT coal. The 
overall shortages in the dispatched qua nt ity of coal during transit increased year after 
year from 4.72 per cent (2003-04) to 7. "!o I f't' r cent !2005-06) with a marginal decrease to 
6.12 per cent during 2006-07. Further. rak.e-wise anal1sis conducted by Audit re\ ea led 
major shortages ranging between 8.0 I per cent and 21.10 per cent in 11 2 rakes out of .BI 
rakes supplied during 2004-05. Similar trend continued du ring 2005-06 and 2006-07 as 
shortages varied from 8.05 per eel/I to 27 .3-+ per cent in respect of 185 rake-. out of ..+6:1 
rakes supplied and 8.03 per cem to 22.8-+ per ce11r in respect of 124 rakes out of 349 rake" 
supplied respectively. As tran-.portat1011 of coal wa-. at O\\ner' s risk, no claim could he 
lodged with the Railways. In the absence or any norm for normal transit shortages be111g 
fixed by the Management, based on the norm of three per cent as accepted by the 
Ministry of Steel, the abnormal lo-.-. of coal in tran-.it worked out to Rs.9.35 crore1 in 
respect of 59, 163 MT3 over a period of four years ending March 2007. 

Jn response the Company stated (September 2006) that there were no transit shortages 
and the difference was on account of the different methods of weighment at loadi ng 
(static weighbridge) and unloading points (in motion weighbridge) . The maximum 
permissible error limit for a rake wa-, (plus/minus) one per cent though both t}pes of 
we ighbridges were duly calibrated and cert ified. The Management's reply was not 
tenable because shortages had alwa1s been on a higher side and therefore. possibility of 
en route pilferage of coal could not he ruled out. In fact transit shortage'> had been a 
matter of concern between the wa her) and the collieries from 200 I to 2005 a evidenced 

1 Mi/lio11 Metric To1111e 
~ Calculated on the basis of average cost of sale of raw coal during 2003-04 to 2006-07 
1 

Metric Tonne 
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from the regular exchange of correspondence. However, the issue was not analysed 
further and suitable action taken at the appropriate level. 

The Management further informed (June 2007) that CISF• had been engaged since 
January 2006 to escort the rakes at vulnerable points towards receiving end and as a 
result considerable reduction in shortage~ was noticed during 2006-07. The Ministry, 
while endorsing the views of the Company, stated (August 2007) that the Management 
was in the process of strengthening escorting by deployment of additional CISF 
personnel. It was also stated that the matter was also taken up with the Railways to check 
the coal pi lferage en route. 

The reply of the Management and the Ministry was not satisfactory since the reduction in 
shortages from 7 .3 1 per cent in 2005-06 to 6. L 2 per cent in 2006-07 had been marginal. 
The matter needs more comprehensive measures to bring down and control transit losses 
and norms fixed after a careful study to monitor receipts of dispatched quantities of raw 
coal from collieries to the washery, at a di tance of maximum 25 kms. 

Central Coalfields Limited 

5.2.1 Loss of revenue due to shortfall in dispatch of raw coal to Gidi washery 

The Company sustained a revenue loss of Rs.29.27 crore during the years 2003...04 to 
2006-07 due to shortfall in dispatch of raw coal feed to Gidi washery from the linked 
mines, thereby foregoing the price advantage in supplying washed coal. 

Gidi washery (washery) of Central Coalfields Limited (Company) is a non-coking coal 
washery with a capacity to wash 25 lakh MT of raw coal per year for supply to power 
houses. The washery is supplied raw coal from three non-coking coal mines viz., Saunda 
D, Urimari and Parej East. While supply of raw coal to the washery was discontinued 
from Saunda D mine since 2003-04 due to fire in the mine and from Parej Ea t mce 
2005-06 to avoid transportation over a Jong distance, Urimari mine continued to suppl} 
raw coal to the washery based on an annual linkage programme. 

Audit scrutiny revealed (November 2005) that despite availability of sufficient quantity 
of raw coal at the linked collieries, the supply to the washery wa fixed at 15 lakh MT 
during 2003-04 and 2004-05, 17 lakh MT during 2005-06 and 14.80 Jakh MT during 
2006-07 against the annual capacity of 25 lakh MT. Actual ann ual dispatches of coal 
from Urimari and Pa.rej East mines were I 0.42 lakh MT (2003-04), 8.21 lakh MT (2004-
05), 7.31 lakh MT (2005-06) and 7.44 lakh MT (2006-07). No supplie were made from 
Parej East during 2005-06. Thus, there was shortfall in upply of raw coal by 4.58 lakh 
MT (30.53 per cent), 6.79 lakh MT (45.27 per cent), 9.69 Jakh MT (57 per cent) and 7.36 
lakh MT (50 per cent), totalling to 28.42 lakh MT, from the annual linked qudntity of the 
washery during 2003-04, 2004-05, 2005-06 and 2006-07, respectively. It was also 
observed that during the same period Parej East and Urimari mines supplied 60.77 lakh 
MT coal directly to power houses without getting it washed. The Management did not 
review the shortfalls or initiate any concrete action to correct the same till 2005-06 when 
supply from Parej East was· restored to in 2006-07. 

Central Industrial Security Force 
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An analy. is of realisable sale price1 in Audit revealed that it ranged between Rs.520 and 
Rs.650 per MT during the years 2003-04 to 2006-07 for raw coal directl y supplied to the 
power houses. On the other hand. washed coal ~ fetched a price ranging between Rs.6 77 
and Rs.850 during the same period. Taking into account all variable costs like additional 
transportation, stores, etc., for routing the coal through the washery, there was a distinct 
price advantage in supplying washed coal to the power houses. The Company could have 
earned additional revenue to the extent of Rs.29.27 crore3 during the year 2003-04 to 
2006-07 in case raw coal was not dispatched to the power houses directly "" 1thout 
washing. Thus, despite specific directives to supply the annual linked quantity and price 
advantage on sale of coal after washing. there was direct supply of raw coal from the 
mines to the power houses. 

The Management stated (June 2007) that long distance involved in respect of Parej East 
mine and perennial transport problems at Urimari mine were the contributory factors for 
shortfalls in dispatch of raw coal. It was al. o stated that there was no loss in di spatch of 
raw coal directly to power houses from the Urimari mine and the Company in fact had 
saved Rs.36.09 crore as the contribution earned by the Urimari mine by selling raw coal 
direct to power houses was more than the contribution earned at the washery by '>ale of 
washed coal to power houses. 

The arguments of the Management were not acceptable since transportation of coal was 
controllable being an important activity in the coal sector and the fact that during 2006-07 
a quantity of five lakh MT was linked from Parcj East which could have been resorted to 
earlier al so. Further, Management 's contention that it had saved Rs.36.09 crore in direct 
dispatch of the raw coal to the power houses was based on incorrect analysis as while 
calculating the contribution earned at the washery, fixed cost of production at Urimari 
mine was considered; the same was not considered at the time of calculating contribution 
in respect of direct dispatches from Urimari mine. Thus, the comparison was based on 
unequal parameters. Dispatch of coal to the washery would have earned more revenue to 
the extent by Rs.29.27 crore by se lling washed coal to the power houses at higher rates. 

The matter was reported to the Ministry in June 2007; reply was awaited (November 
2007). 

Coal India Limited 

5.3.1 Short-recovery of burnt oil i11 subsidiaries of Coal India Limited 

Recovery of burnt oil below the achievable level of 47.70 per cent by seven 
subsidiaries of Coal India Limited resulted in loss of revenue to the extent of 

I Rs.55.30 crore during the period from 2002-03 to 2006-07. Moreover, spilling of 
xic waste would cause irreparable damage to the environment. J 

1 Excluding royalty a11d Stowi11g Excise Duty 
! it'ashed coal has higher sale price due to lower a ~h co11te11t 
1 Worked out 011 the basis of differe11tial realisable sale price per MT of raw coal and washed coal, 

reduced by variable cost per MT at Gidi washery, multiplied by shortfalls i11 dispatch of raw coal to 
Gidi washery 
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Coal India Limited (CIL) is engaged in development and utilisation of coal reserves. the 
prime source of energy for the nation. It presently contributes about 85 per cent of the 
total coal production in India and operates through seven subsidiaries 1• Heavy earth 
moving machinery (HEMM) is significant to extraction of coal and the major HEMM 
commonly used by the subsidiaries for openca t efficient mining operations are dragline. 
shovel, dumper, dozer and drill. Lubricating oil (engine oil, transmission oil. 
hydraulic/compressor oil and other oils like gear oi l, brake oil and transformer oil) is used 
in the engines of these equipments and is drained out during oil change and other 
maintenance activities after specified hours of operation. The drained out oil (burnt oil) 
has disposable value and all the sub idiaries of CIL sold it regularly except for ECL 
which uses the burnt oi l for it internal consumption. Further, the used lubricant being a 
major water pollutant wa cla sified (July 1989) as a hazardous wa te by the Mini try of 
Environment and Forest (MOEF) and the Management is required to adhere to proper 
handling and disposal procedures. 

In order to fi x the norm for recovery of burnt oil, Mahanadi Coalfields Limited (MCL) 
conducted (March 2004) an Industrial Engineering Study (IED). As per the stud), 
recovery levels from 47.70 per cent (mjnimum) to 59.20 per cent (maximum) were 
con idered achievable with reference to total quantity of lubricants issued. The study also 
highlighted that the recovery of burnt oil was not satisfactory due to negligence and 
improper infrastructure and Jack of norms. guidance, etc. Th~ Western Coalfields Limited 
(WCL) also conducted (June 2004) a general study in this regard based on which much 
lower norms for recovery of burnt oi l ranging between 21.16 per cent and 23.65 per cent 
were fixed based on the HEMM deployment in different projects. The remaining 
subsidiaries did not conduct any study on this aspect. It was noticed in Audit 
(August/September 2007) that of the seven subsidiaries, three subsid iaries (BCCL, ECL 
and SECL) did not fix any norm while in MCL, CCL and NCL, the norm for recovery of 
burnt oil was fixed at 50 and 552 per cent. 

5.3.1.1 Variations ill recovery of bumt oil 

Review in Audit revealed (August/September 2007) that recovery of the burnt oil in all 
the subsidiaries was far below the norms fixed by four subsidiaries including the low 
norms adopted by WCL during 2002-03 to 2006-07 as ev ident from the following table: 

1 Nortlrtrn Coa/jitlds limiud (NCL), Mahanadi Coaljitlds limittd (MCL), Easttrn Coa/fitlds limiud (ECL), Blraral Coking 
Coal Limiltd (BCCL), Cenlral Coalfitlds limittd (CCL), Wtsltrn Coalfitlds Limiltd (WCL), Soulh Easltrn Coaljitlds Limittd 
(SECL) art lht coal producing subsidiarits of Coal India limittd. 

1 MCL 50 ptr u ni (2004·05) and 55"ptr uni (2005-06), NCL and CCL 50 ptr ctn/ 
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(Quantity in lakh litre and recovery in per cent) 

Particulars NCL MCL SECL ECL WCL CCL BCCL OVERALL 

2002-03 

Lub. oil issued 5 1.74 17.4Q 32.28 22.5 1 50.38 29.85 20.63 224.88 

Used oil recovered 14.84 2.46 5.42 1.95 3.65 4.16 0.64 33.12 
--

Recovery 28.68 14.07 16.79 8.66 7.24 13.94 3.10 1-1.73 

2003-04 

Lub. oil issued 55.42 21.91 33.36 22.73 54.83 29.99 20.52 238.76 

Used oil recovered 16.28 2.4 1 6.40 2.20 3.74 2.49 0.92 34.44 

Recovery 29.38 11.00 19.18 9.68 6.82 8.30 4.48 1-1.42 

2004-05 

Lub. oil issued 55.88 20.90 33.60 23.65 58.83 32.54 26.35 251.75 

Used oil recovered 18.72 2.7 1 6.84 2.31 4 .48 2.06 I. I I 38.23 

Recovery 33.50 12.97 20.36 9.77 7.62 6.33 4.21 15.19 

2005-06 

Lub. oil issued 56.94 20.4 1 33.98 22.61 56.30 32.31 24.37 246.92 

Used oil recovered 18.92 3.35 6.40 2.52 5.29 1.83 1.64 39.95 

Recovery 33.23 16.41 18.83 11.15 9.40 5.66 6.73 16.18 

2006-07 

Lub. oil issued 58. 18 18.80 31.69 20.03 54.75 31.08 21.26 235.79 

Used oil recovered 19.58 3.67 5.41 2.87 6.2 1 1.39 2.35 41.48 

Recovery 33.65 19.52 17.07 14.33 11.34 4.47 11.05 17.59 

It would be seen from the above table that the overall recovery pos ition of burnt o il in 
seven subsidiaries ranged from 14.42 per cent in 2003-04 to 17.59 per cent in 2006-07 
against the achievable norm of 47 .70 per cent determined by MCL as a result of an 
engineering s.tudy. Among the subsidiaries, recovery was lowest in BCCL ranging 
between 3 .10 per cent and 6.73 per cent during 2002-03 to 2005-06 though it increased to 
11 .05 per cent in 2006-07. Recovery of burnt oil was highest in NCL which vari ed from 
28.68 per cent to 33.65 per cent durin g the period reviewed in Audit. Taken in totality. it 
was noticed (August/September 2007) that during the years 2002-03 to 2006-07, against 
the total lubricant oil issued {l ,198.10 lakh Litre) in respect of the seven subsidiaries, 
recovery ( 187.22 lakh litre) o f burnt o il actually was only 15.62 per cent; a recovery 
factor which was significantly low in comparison to the mjnimum achievable norm o f 
47.70 per cent (57 1.49 lakh litre) as per the IED study conducted by MCL. 

Thus, there was shortfall in recovery to the extent of 384.27 lakh litre involving a loss of 
Rs.55 .30 crore during 2002-03 to 2006-07 based on the average disposal value of the 
burnt oil. 
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5.3.1.2 Factors contributing towards low recovery 

Subsidiaries considered hydraulic equipments (like excavator and shovel) as the major 
cause for loss of oil due to leakage. A study conducted by WCL determined the recovery 
factor of hydraulic oil from 17.44 per cent to 18.98 per cen t, while achievable recovery 
was considered as 20.30 per cent by MCL. In the absence of detailed records, the 
category wise recovery of burnt oil actually made by the subsidiaries cou ld not be 
ascertained in Audit. Based on the information made available by the subsidiaries for the 
period 2002-03 to 2006-07, NCL's recovery rate for hydraulic oil was as high as 39.77 
per cent (2006-07) in respect of its Jhingurda project and MCL achieved a recovery rate 
of 23.71 per cent (2003-04) in respect of Samaleswari project. WCL however, could 
recover only two to three per cent in respect of Wani North Area. This indicated that 
higher rate of recovery was possible in respect of hydraulic oil. 

The other reasons given for poor recovery of burnt oil by various subsidiaries were as 
under: 

(i) drainage of oil caused by sudden rupture of hose assembly and 'O' rings of the 
running machines; 

(ii) wastage during change of failed components; 

(iii) lack of proper drainage facili ty; and 

(iv) inadequate storage facil ity. 

The records of the subsidiaries were examined in Audit to further analyse the factors 
contributing towards poor recovery of burnt oil and the measures that could possibly be 
taken to improve its recovery. The results of examination are summarised below: 

(i) To check drainage of burnt oi l due to failure of hose assembly, seals 'O ' rings , 
etc. , of the running machines, the subsidiaries were required to set systems and 
controls for maintaining safety stock for parts, vigilant inspection of hoses, 
procurement of good quality/genuine parts, and proper supervision to check 
incidences of hose failure. It was noticed in Audit that there was no supervision in 
the second and night shifts to check incidences of failure of hose/'O' ring/other 
parts in WCL. In addition, WCL suffered from lack of safety stock of these items 
at its units/regional stores. 

(ii) In most of the cases reviewed, open cast projects (OCPs) wer~ not adequately 
equipped with mechanical devices like wheel mounted trolley with pump and 
mechanical telescopic connecting funnel (MTCF) for draining out burnt oil. In 
WCL and ECL, of 36 and 17 OCPs, respectively such types of devices were 
available in only two OCPs each of WCL (Ukni and Niljai) and ECL (Sonepur 
Bazari and Rajmahal); wheel mounted trolleys were available in only five big 
projects of the total 37 projects of CCL and no project was equipped with MTCF 
for draining out burnt oil. NCL was equipped with wheel mounted trolley for 
collecting drained burnt oil leading to better recovery of burnt oil. Thus, lack of 
suitable equipments adversely affected recovery of burnt oil. 
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(iii) Lack of infrastructure like underground storage tanks and portable oil trol le)'i for 
collection and storage of burnt oil \\ere abo factors responsible for low recovery 
of burnt oil. In WCL. underground '>torage sump for collection of burnt 011 was 
available only at Sasti , Ukni, Niljai and ew Majri projects and in 321 projects 
burnt oil was kept in barrels. In CCL wear and tear of drums used for storage at 
pro~ect level was noticed. in A~dit. Lack of ~rope.r storage fac ility .was also 
noticed at Sharda and Ba1ga projects of the 11 - projects of SECL reviewed on 
collect ion of information. 

(h) Theft, spillage. mis-handling. negligence, etc .. also contributed to low recovery of 
burnt oil. ln SECL (Ohanpur OCPJ. 38 cases were registered for theft of 7.660 
litre lubricating oil during 2004-05 to 2006-07. Instance of theft were also noticed 
in WCL (Umred area) during April 2006. 

(v) ln WCL lack of awareness regard ing importance of recovery of burnt oil among 
workers was also noticed. 

5.3.1.3 E11 viro11mental considerations 

Hu ardous Waste (Management and Handling) Rules, 1989 (Section 9) requ ire 
maintenance of records for collection, receipt. treatment, transport , storage and disposal 
of hazardous waste. It was not iced in Audit that ECL Management was not aware of the 
MOEF notifications while BCCL stated that the MOEF notifications were yet to be 
complied with. The leakage of used lubricants into the environment cause land 
contamination leading to water pollution. No subsidiary had carried out any study on the 
extent of leakage of used lubricant into the environment and its impact. As '>Uch 
environmental implications could not he ascenained. No action had been taken b) any of 
the subsidi aries to arrest the harmful impact of burnt oil on the environment except CCL 
and NCL where oil and grease treatment planb and afnuent treatment plants had been 
constructed at workshops. 

5.3. I .4 Co11clusio11 and recomme11datio11s 

h orn the foregoing paragraphs, it is evident that overall recovery of burnt oil had been 
poor with significant variance across different subsidiaries of CIL ha\ ing almost identical 
topograph/ and climatic condition ' and u-; ing similar types of HEMM. The reasons to 
which under recovery was attributed were largely controllable by creating infrastructural 
faci lities. effecti ve monitoring, adopting preventi ve measures, ensuring adequate 
awareness. There was also a need to adopt measures and establish treat ment plants to 
mitigate risk to environment from hazardous waste. 

1 Ballarpur, Dhopta/a, Gauri-1, Gauri-11, Pau11i, Bhatadi, Durgapur, H Lo/peth, Padmapur. 
C/iargao11, Dlwrwasa, Nm•ill K1111ada, f elwasa . . V Majri-SEC-A. Go11degao11, Kamptee, Ju11ad, 
Kolarpimpri, Pimpalgao11, Umrer Ext11, Umrer, .\'aigao11, G/111gus, Mu11goli, KDL Gaon, Neeljai (SJ. 

Sethia, Chlmda, Shivpuri-R, Bhajpani, Barkui and Ghorawari-2. 
' Sharda, Amlai, Dha11puri, Baga, Kurasia, Chirimiri. Raj11agar, Ja1111111a, Dipka, Ma11 ikp11r and Ge1•ra 
1 U11d11lati11g - hilly rugged (NCL). 100-1.000 metre abore sen level (MCL), gently u11d11/nting 298-550 

metre above the mean sea level (SECL), rough terrain (WCL) 
1 Maximum temperature 48° C (NCL), 5011 C (MCLJ . ./811 C (SECL), 49° C (WCLJ 

----- ------------
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The matter was reported to the Management and the Ministry in September 2007: replies ' 
were awaited (November 2007). 

l\fahanadi Coalfields Limited 

5.4. J Non-recovery of actual transportation charges 

r
The Company charged lower r ates of transportation of coal from customers 
resulting in short-r ecovery of Rs.3.67 crore in Hingula area during the period from 
I 2002-03 to 20_0_6-_07_. _ _ __________ _ 

Accordi ng to the coal price notification effecti ve from February 200 I, coal companie::; 
were to charge transportation cost at the rate of Rs.30 per MT for distance of more than 3 
but upto I 0 kms and at the rate of Rs.50 per MT for distance of more than 10 but upto 20 
kms for carrying coal from coll iery to railway s iding. In case, the distance exceeded 20 
kms, the actual transportation cost was to be recovered from the customers. 

The Hingula Area of Mahanadi Coalfields Limited (Company) did not have its own 
railway siding and coal produced by the surface miner at the Hingula open cast project 
(OCP) was transported, for dispatch co customers, to railway sidings at Jagannath or 
Bharatpur at a distance of 20 to 24 kms and 15 to 17 kms, respectively. Considering the 
poor off take of coal by the customers due to production of lower (F) grade coal at 
Hingula OCP and its higher transportation charges, the Management of the Company 
approached the Board of Directors (BOD) with a proposal to exempt customers from 
recovery of actual transportation charges beyond 20 kms distance as con templated in the 
price notification as a strategic marketing policy. The BOD approved (August 2002) the 
proposal, stat ing that this could be applied in those cases where distance from surface of 
the quarry to the railway siding was upto a maximum of 20 kms. The transportation co t 
from face of the quarry to the surface of the quarry was to be borne by the Company. 

Audit scrutiny revealed (March 2006) that though the distance from surf ace of the quarry 
to the rai lway siding exceeded 20 kms at the Hingul a OCP, the Company recovered 
Rs.50 per MT instead of recovering actual transportation charges during the period from 
2002-03 to 2006-07 for transporting 17 .34 lakh MT coal. The Company recovered 
Rs.8.67 crore during the above period against the actual transportation charges of 
Rs. 12.34 crore which was in contravention of the BOD decis ion and thereby sustained a 
loss o f Rs.3.67 crore. It was also observed that this concession had an impact on the sale 
only in 2003-04 when it increased from 5.61 lakh MT in 2002-03 to 11 .4 1 lakh MT in 
2003-04. During 2004-05 no supplies were made beyond the 20 krns limit and coal 
transported during 2005-06 and 2006-07 was 27,274 MT and 5,180 MT, respectively, 
which was not substantial. Thus, the re was no material impact of this concession from 
2004-05 onwards. The marter was reported to the Management in March 2006. 

The Management accepted (June 2007) the Audit viewpoint and stated (October 2007) 
that supplementary bills had been raised against the customers for recovery of the balance 
amount. 

The matter was reported to the Ministry in June 2007; reply was awaited (November 
2007). 
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Neyveli Lignite Corporation Limited 

5.5. I A voidable expenditure due to re-tendering 

NeyHli Lignite Corporation Limited resorted to re-tendering for design, supply, 
erection and commissioning of a sub-station despite the Tender Committee's 
recommendations to place the order on the lowest bidder against the original 
tender. This resulted in an avoidable expenditure of Rs.3.55 crorc. 

e) \eli Lignite Corporation Limited (Compan)) lloated (Januar) 2005) a Press Tender 
Enquiry (PTE) for supply and erection of 120 MY A Sub-station for Mine- II Expan1.,1011 at 
an estimated cost of Rs.16 crore (base April 200~) . Four firms responded and based on 
tedrno commercial condition .... two finm were finally <;hon-listed (September 2005 l The 
negotiated evaluated cost quoted by the t\\ o short-listed firms 1•i::. .. M/s. Larsen & Touhro 
L1m1ted (L&T) and M/s. Siemens was Rs.25.28 crorc and Rs.29.73 crore. rcspectl\cly . 

In April 2005 the Compan) updated the co1.,t estimates to Rs.22 .13 crorc against the 
ong1nal estimates of Rs.16 crore. As -.uch the C\aluated site cost of M/s . L&T wa.., 58.02 
per re11t and 14.26 per cent higher than the original estimated cost and the updated 
estimates, respectively. The Tender Committee in its deliberations noted that the pnces 
had further increased between April 2005 and August 2005 and a re-tender might result 
in higher prices. Tender Committee also noted that the cost of transformers had im:rea-.ctl 
by Rs.2.29 crore after estimates were updated in April 2005 and if this increase was also 
considered the evaluated site cost of lowe-.t hidder was only three per cent hi gher than the 
updated cost (Rs.2..+.42 crore) . It. therefore, recommended (September 2005) placing the 
order on M/s. L&T (LI) at the eva luated '>lte cost of Rs.25 .28 crore. The Bo,1rd or 
Directors of the Company howevi.:r. ignored thi.: advice of the Tender Committee and 
decided (October 2005) to ill\ ite fre-.h tender" 

L1m1ti.:d tender enquiry (re-tender) wa-. 1-.-.ued ( 10\ ember 2005) only to the fou1 t inm 

that had responded to the previous PTL:.. The Company again updated (December 2005) 
the cost estimates. which wori..eJ out to R-..27.2:?.·crorc. Tender Committee recommended 
(h~brnar) 2006) placing the order on M/1.,. Siemens (LI) at a negotiated evaluated '>1te 
cost of Rs.28.83 crore, ~ hich \\as higher by 5 93 per cent than the last updated estimated 
cost (December 2005) of Rs.27.22 crore. The order was placed on M/s. Siemens at an 
aggregated cost of Rs.28.83 crore in March 2006. Thus, the Company's decision to re­
tendcr resulted in an additional expemltture of Rs.3.55 crore. 

The Management replied (April 2007) that re-tendering was resorted to as the lowest 
quoted price was 58.02 per cent hi gher than the estimated cost of Rs. 16 crore and 14.26 
per ce111 higher when compared v. 1th the updated estimates of Rs.22. 13 crore The) 
further stated that bids in the re-tender ma) 111crease or decrease depending upon the 
mari..et conditions and competition. 

The repl) of the Company '"a" not tenable a ... the updated estimates indicated an upward 
trend in prices as noted by the Tender Committee whose recommendations were ignored 
by the Board. Moreover, competition was limited as the re-tendering was to the same set 
of firms who had responded initially. Further, the evaluated site cost of Rs.28.83 crore of 
M/s. Siemens was 30.28 per cent higher than the updated estimates of Rs.22.13 crore 
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(April 2005) as compared to earlier evaluated site cost of Rs.25.28 crore of Mis. L&T. 
which was only 14.26 per cent higher. 

Thus, the Company's decision to re-tender against the Tender Committee·~ 

recommendations resulted in an avoidable expenditure of Rs.3.55 crore. 

The matter was reported to the Ministry in May 2007; reply was awaited (November 
2007). 
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[ CHAPTER VI: MINISTRY OF COMMERCE AND INDUSTRY l 
The State Trading Corporation of India Limited 

6. l . l Non-recovery of Rs. I 19. 1-1 crore due to lapses in monitoring the execution of a 
contract 

The Company could not r ecoYer Rs. 119.14 crore from Mis. '.\1etro Machinery 
Traders due to la ses in monitorin_g the execution of a contract. 

The State Trading Corporation of India Limited (Company) received (Apri l 2005) a 
proposal from Mis. Metro Machinery Traders (Mis. MMT) for financing the project 
pertaining to dismantling and di..,posal of the fertili'>er plant of Neyveli Lignite 
Corporation Limited (NLC) at a cost of Rs. l-+9.80 crore. The Comrnince of 
Management approved the proposal and a Memorandum of Understanding <MOU) with 
Mis. MMT was igned on 29 April 2005. The 10U stipulated that tis. 1MT would 
deposit an amount of Rs.25 crore as margin mnne) besides providing personal guarantee 
of the partners and post dated cheques as security. All the material of the plant was also 
to be pledged with the Company. The Company released (April 2005) Rs. 149.80 crore on 
behalf of Mis. MMT to NLC. 

As per the MOU, Mis. MMT was solely responsible for disposal of the scrapped plant 
i.e., selecting the buyers and raising invoices. The Company was only to issue dcl i\ery 
orders to the parties nominated b) Mis. ~ll\1T against the receipt of full ale \alue of the 
material towards recovery of Rs.1-+9 .80 non~ along with the interest and trade margin . 
Upto March 2007. the Company had realised an amount of Rs.37.37 crore onl) and the 
\alue of the unlifted material'> ''as as'>essed at Rs.1.81 crore as per the report of the 
surveyor appointed by the Com pan) (J unc 2006 ). 

In February 2006, Audit pointed out the slow progress of work b) Mis. MMT and 
unrealised amount of Rs. I 05.48 crore. Thereafter, the Company directed Mis. MMT ( 14 
March 2006) to deposit the balance amount due. lnstead of making the payment. Mis. 
MMT issued a legal notice (25 April 2006) to the Company that the entire material had 
been sold to the Company vide invoice dated 17 May 2005 for the total contract value 
and sought the return of the post dated cheques. The Company's efforts to realise its dues 
by depositing the post-dated cheques (26 April 2006) also did not materialise as the 
cheques were dishonoured. 

Audit while reviewing the case (March 2007) oh1.erved: 

(i) As per the business arrangement. the Compan) was entirely dependent on M/s. 
MMT to find a buyer and finalise the value of the material being sold. The 
Compan) · s role was limited to bsue of delivery orders to the buyers identified by 
Mis. MMT and collection of the in\oice \alue. The Company was to conduct 

The Committee of Managem ent is tir e approving a11thority for all contracts exceeding Rs. three crore 
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physical inspection of the consignments being dispatched with the help of the 
surveyor/security agency appointed by it along with its local representative. The 
Company's Chennai branch had been warning the Corporate Office s ince July 
2005 that the valuation of material being done by Mis. MMT was suspect. It was 
apprehended that items being disposed of were not fetching the right value. 
Despite repeated requests 1 by the Chennai branch to appoint a technically 
competent person to assess the reasonability of the valuation of the material being 
dispo ed of by Mis. MMT, the Corporate Office did not take any action on the 
plea that the surveyor/security agency was to discharge the functions of a 
technically competent person also. Moreover, the Corporate Office argued, that 
engaging a valuer was outside the purview of the MOU and would result in 
duplication of work. It was observed by Audit that the independent surveyor 
appointed by the Company in June 2006, after the deal with Mis. MMT had fallen 
apart, reported that the value of the materials. left on the site was only Rs.1.81 
crore. Hence, against a finance of Rs. 149 .80 crore for the entire plant, the 
Company had managed to recover only Rs.37.37 crore with materials worth 
Rs.1.8 1 crore left to be disposed of indicating gross undervaluation of the material 
sold. 

(ii) Mis. MMT also denied liability to the Company for the remaining dues as the 
plant stood sold to the Company as a consideration for money paid by the 
Company to NLC on behalf of M/s. MMT. Audit observed, that the terms of 
MOU were also fl awed allowing this escape route to Mis. MMT. While on one 
hand the plant was to be pledged to the Company (clause 4) implying Mis. 
MMT's liability to repay the unrecovered amount, on the other, M/s. MMT was to 
sell the same to the Company (clause 5) thereby discharging all its liability to the 
Company. 

The Management replied (June 2007) that though the Company had no previous 
experience in such business, no specialised ski ll was required for the business. It was 
Mis. MMT's responsibility to dismantle and sell the material. The reply of the 
Management was not tenable as failure of the Company to ensure proper monitoring of 
the dispatches by a technically competent independent agency and its excessive and 
optimistic reliance on Mis. MMT to operate the MOU properly with due diligence led to 
non-recovery of Rs.119.14 crore2 after adjusting the amount of margin money deposited 
by Mis. MMT with the Company. 

The matter was repo11ed to the Ministry in July 2007; reply was awaited (November 
2007). 

1 July 2005, September 2005, December 2005 and January 2006 
2 Rs. I 19.14 crore includes Rs.87.43 crore towards 1111realisedfi11a11ced amount, Rs.4.49 crore towards 

trade margin, Rs.26.77 crore towards interest and Rs.0.45 crore being other charges 
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CHAPTER VII: MINISTRY OF CONSUMER AFFAIRS, FOOD 
AND PUBLIC DISTRIBUTION 

Food Corporation of India 

7. 1. I Extra subsidy burden due to i11clusio11 of inadmissible i11cide11ta/s 

Inclusion of inadmissible incidentals in the procurement rates of levy rice resulted 
in undue benefit to millers and consequent ex tra sub idy burden of Rs.326.21 
crore to Government of India. 

Food Corporation of India (FCI) procures nee for the Central Pool through statutory levy 
on rice millers and rice dealers. The percentage of lev) is fixed by State Governments 
with the approval of Government of India (GO!) taking into account the requirements for 
the central pool, domestic consumption and marketable surplus. Rates of lev) rice are 
fixed by the GOl before commencement of every Kharif Marketing Season (KMS). 

While fixi ng the rates of le\ y rice for KMS 2003-04, the GOI decided (October 2003) to 
exclude the fo llowing clements from th e co!>ting of levy rice: 

(1) I Internal movement - a-. the milling charges were inclusi,·e of 
I tran ..,ponation charges upto eight kilometres on 

padd) a ... well a!> deliver · of rice_ __ 
(i1Jt St_o_ra_g_c a_n_d_i-nter_e_st-- as the storage was normally tn the millers own 

L remi'>es. The same applied to interest charges 
(~iii) Sales tax at rice stage - a ... m1ller!> did not nece!>sarily purchase padd) at 

__ __ __ the minimum support price ___ _ 
(iv) Gunny depreciation - as on ly the cost of bags in wh ich miller supplied 

-~--~-~---- _ nee to the Centra~l was to be reimbursed ~ 

Since. the rates of levy rice calculated for KMS 2003-04, after excluding above cost 
clements were lower than KMS 2002-03 rate\. the GO! decided to bring the rates for 
KMS 2003-04 at par with KMS 2002-03 and therefore. a ' miscellaneous/special element' 
(ranging between Rs.32 per quintal to Rs.37.30 per quintal ) was included, as a one time 
measure, in the procurement rates for le\ y nee for KMS 2003-04. As the rates calculated 
for KMS 2004-05 were found less when compared with the rates of KMS 2003-04. the 
'miscellaneous/special element· (ranging hetwcen Re.0.67 per quintal to Rs. 16.47 per 
quintal ) was included in the rates or levy nee for KMS 2004-05 also. 

For procurement of 68.89 lakh MT of levy rice during KMS 2003-04 in Andhra Prade h. 
Punjab and Haryana, an amount or Rs.236.3 1 crorc was paid to the rice millers towards 
'mi cellaneous/special element'. Similarl). for KMS 2004-05. an amount of R'>.89.90 
crore was paid for procurement of 67.75 lakh MT of levy rice. This nulli fied the GOI 

For different varieties of rice 

41 



Report o. CA lJ of 2008 

decision to exclude these e lements from levy cost calculations as per the deciding 
principles to be taken into account while calculating costs for KMS 2003-04 onwards. 
Con equently, undue benefit of Rs.326.21 crore was passed on to the millers in Andhra 
Pradesh, Punjab and Haryana for supply of levy rice during 2003-04 and 2004-05. 

The Management while confirming the facts stared (September 2007) that the 
instructions/sanctions of the GOJ were executed without any deviation. 

The Ministry in reply stated (November 2007) that ' mi scell aneous/special element' were 
allowed to compensate increase in minimum support price, taxes, etc. 

The reply was not tenable as increase in minimum support price was considered and 
suitably reflected in the races fixed for procurement of levy rice. Inc lusion of 
·miscellaneous/special element' had in fact negated the decision to exclude the 
inad missible elements. 

Thus, inclusion of ' miscellaneous/special element' in the procurement price of levy rice 
for 2003-04 and 2004-05 resulted in undue benefit of Rs.326 .2 1 crore to the ri ce millers 
and an extra subsidy burden to the GOL 

7. I .2 Short accountal of storage gain in wheat 

rage gain in wheat observed during 2004-05 and 2005-06 in Punjab region...., 
mpared with Haryana region showed short accountal of wheat by 59,898 MT 
uing Rs.58.17 crore. __ , 

FCJ procures wheal for the Central Pool directly as well as through State Governments 
and their agencies (State agencies). During storage wheat gai ns weight, particularly 
during monsoon season, due to absorption of moisture. 

Due to operational constraints, FCI at times, is unable lo take over the entire stock 
procured by State agencies immediately after it is procured and the stock is, thus. stored 
in their godowns. For recovery of storage gain in respect of wheat stocks taken over by 
FCJ from the State agencies of Punjab and Haryana, the GOI in November 1999 had 
fixed the norms of storage gain at the rate of one per cent for stock from covered godown 
and 0.70 per cent for stock from open godown. 

The GOI in August 2003, on the basis of a study conducted by Indian Grain Storage 
Management and Research In titute, Hapur, fi xed the c riteria for accountal of storage 
gain at 0.70 per cent gain in weight for every one per cent increase in moisture content in 
respect of wheat procured, stored and issued through FCI own godown . Accordingly, the 
GOI requested FCJ to record the moisture conten t at the time of procurement and transfer 
out/sale and account for storage gain. Cases where recording of the moisture content of 
the wheat was not made and storage gain not accounted for were to be investigated and 
action taken against the concerned staff. 

It was observed in Audit that in the Punjab and Haryana regions of FCI which together 
procure 88.32 per cent of the foodgrains for the Central Pool, the instructions regard ing 
recording of moisture contents were not followed. Further, though the climatic conditions 
of these regions was the same, actual storage gain on account of moisture gai n accounted 
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for in Punjab region were very low when compared with Haryana region during 2004-05 
and 2005-06. The average percentage of storage gain accounted for by Punjab region wa-. 
0.93 per cent only as against 2.25 per cent accounted for by Haryana region. There was. 
thus. short accountal of 59,898 MT of wheat valued at Rs.58. 17 crore by Punjab region 
when compared with Haryana region . 

The Management in reply stated (October 2007) that the storage gains in Punjab region 
could not be compared with Haryana region due to heavy procurements in Punjab and 
lack of covered storage space. The contention of the Management was not acceptable . 
Though the climatic conditions in both regions were similar, there was difference of 
nearly 200 per cent in the storage gain in these regions. Moreover, the storage gain wa'> 
neither recorded and accounted for on the ba. is of the GOI instructions nor any action 
was taken against delinquent staff. 

The matter was reported to the Ministry in August 2007: reply was awaited (November 
2007). 

7. 1.3 A voidable payment of interest charges 

I 
Non-consideration of actual period of custody and maintenance for fixation of 
interest charges resulted in avoidable payment of Rs.38.68 crore to State agencies 
in Pun'ab and Har ana durin 2002-03 and 2003-04. 

~~~~~~~~~~~~ 

The State Governments and their agencies (State agencies) procure wheat for the Central 
Pool and the wheat so procured is stored in their godowns till it is taken over by the Food 
Corporation of India (FCI). To meet the expenditure for these procurements, State 
agencies avail cash credit from banks and the expenditure incurred is then reimbursed as 
·incidentals' by the FCI at the rates fixed by the GOI for each marketing season. The 
incidentals include an element of inventory carrying cost in the form of 'interest charges' 
to reimburse the State agencies for the period for which cash credit was availed by them. 

While fixing the final rates of procurement incidentals of wheat for Rabi Marketing 
Season 200 1-02 and 2002-03. the GOI decided (July 2004) that interest charges would be 
payable for the period allowed for 'custod} and maintenance charges'. The weighted 
average period of custody and maintenance of ~heat in Punjab was two months and eight 
days during 2002-03 and two months and seven days during 2003-04. It was observed in 
Audit that the interest charges were actually allowed by the GOI for two months and 15 
days. Similarly, against the weighted average peri od of custody and maintenance of two 
months and five days in Haryana Region the interest charges were allowed for two 
months and 2 1 days during 2002-03 . This resulted in excess payment of Rs.38.68 crore to 
the State agencies in Punjab and Haryana for 181.62 lakh MT of wheat procured during 
the years 2002-03 and 2003-04. 

The Mini rty in reply stated ( O\ember 2007) that the interest on monthly compound 
basis was con idered on the average period of tocks held in storage. 

A charge for minimum of JS days in a month was payable if the period of storage ll'as less than I 5 
days. 
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The reply was not tenable as the interest was payable on daily balances. The interest 
charges should accordingly have been calculated on daily average basis. 

Thus, fixation of interest charges for two months and 15 days/2 1 days without 
considering the actual period of custody and maintenance of stock by State agencies 
resulted in avoidable payment of interest charges of Rs.38.68 crore to the State agenc ies 
in Punjab and Haryana during 2002-03 and 2003-04. 

7.1.4 Ex cess payment of interest charges for procurem ent of Custom Milled Rice 

Payment of interest charges at 9.10 per cent in place of FCI rate of interest at 8.1 5 
per cent to the State agencies for procurement of Custom Milled Rice resulted in 
excess payment of Rs.26.03 crore during Kharif Marketing Season 2004-05 and 
2005-06. 

The Government of India (GOI) fi xes rates of Custom Milled Rice (CMR) deli vered by 
the State Governments and their agenc ies (State agencies) to central pool out of paddy 
procured under price support operations. The rates so fixed consist of Minimum Support 
Price, Statutory Charges and Non-Statutory Charges which inter alia included interest 
charges incurred by the State agencies. 

The GOI in July 2003 in formed the State Governments that to introduce transparency in 
the methodo logy o f fixation of the procurement cost, amongst other things, the interest 
charges were to be calcu lated at the FCI' s rate of interest· obtained on the date of 
commencement of Khari f Marketing Season (KMS). During discussions on procurement 
of paddy for KMS 2004-05 on 18 Au gust 2004, the GOI informed the State Governments 
that a downward revision in the rate of interest from 9.10 per cent to 8. 15 per cent on the 
bank borrowings for food operations should be expected. However, while fixation of the 
rates for CMR for KMS 2004-05 in October/November 2004 and for KMS 2005-06 in 
November 2005 the GOl allowed interest charges at the rate of 9.10 per cent for the 
states of Punjab, Haryana, Andhra Pradesh, Orissa, West Bengal and Bihar. 

The State Bank of Ind ia on 23 February 2005 reduced the rate of interest to 8. 15 per cent 
with effect from 11 August 2004 and this was communicated to FCI on 1 March 2005. 
By that time KMS 2004-05 was over and an amount of Rs. 11.59 crore was paid in excess 
for the year 2004-05 at the higher rate of interest in these States. Jn 2005-06 also, tho ugh 
the interest rate of 8. 15 per cent was well known to FCI, interest charges at the rate of 
9 .10 per cent were allowed and FCI paid Rs. 14.44 crore in excess to the State agenc ies. 

The Management in reply stated l ovember 2007) that CMR procurement rates as fi xed 
by the GOl were paid by them. Further, the interest rates allowed in the GO! orders were 
the rates at which various agenc ies were borrowing fu nds for their procurement 
operations from various commercia l banks and the rate of interest paid by the State 
Government agencies were nonnally more than food operations rate . The Ministry 
endorsed (November 2007) the reply of the Management. 

The reply was not tenable as the GOI. in the methodology for fi xing costs (J uly 2003 ), 
had clearly laid down that the interest charges were to be calculated at the FCI rate of 

· Rate of interest 0 11 bank borrowing for f ood operations 
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interest obtained on the date of commencement of KMS. Fu1ther, as FCI i. the nodal 
agency for procurement of CMR from the State agencies. it was also for the FCI to 

ensure that excess payments on this account were not made. 

Thus, payment of interest charges at 9.10 per cent in place of FCI rate of interest at 8.15 
per cent resulted in excess payment of Rs.26.03 crore to the State agencies of six states 
during KMS 2004-05 and 2005-06. 

7.1.5 Loss i11 disposal of bajra i11 Haryana region 

[ Undue benefit to tenderers, delay in finalisation of rates and non-consideration of l 
market rates resulted in loss of Rs.14.96 crore in disposal of bajra by FCI Haryana 
re ion durin 2003-04 and 2004-05. 

As per policy of Government of India (GOI), to e>..tend the benefit of Minimum Support 
Price to the farmers, the State Governments and their agencies procure baira on behalf of 
Food Corporation of lndia (fCl)/GOI. After retaining the stock required for 
consumption under Targeted Public Distribution System, the balance stock is disposed of 
by the FCI through open tender. The difference between the economic cost and the 
amount realised from the distribution/sale of the stock is reimbursed to the State 

Governments as subsidy. 

lt has been observed in Audit that there were heavy losses in disposal of bajra during 
2003-04 and 2004-05 by FCI Haryana Region as discussed in the following paragraphs. 

7.1.5.1 Disposal of bajra du.ring 2003-04 

FCI decided (November 2003) to dispose of through tender, the 1.99 lakh MT of bajra 
procured by the State Government and its agencies in Haryana during 2003-04. The 
tenders were opened on 3 January 1004 with validity of the offer upto 1 February 2004 
which could be extended by another 30 days i.e .. upto 2 March 2004. ln all. 89 tenderers 
submitted their offers ranging between Rs.337 . 17 per quintal and Rs.452 per quintal. The 
comparative statement of the rates was forwarded by Senior Regional Manager FCI 
(SRM) Haryana to FCI Headquarters for approval of rates by High Level Committee 
(HLC) /the Ministry of Consumer Affairs, Food and Public Distribution (Ministry) on 14 
January 2004 with the recommendation to accept the bids received at the rates of Rs.360 
per quintal and above. However, HLC asked ( 10 February 2004 ), for extension of the 
validity period of tender by another two months from 2 February 2004. 

Meanwhile, six parties withdrew their offer between 23 Jan uary 2004 and 
4 February 2004 and their earnest money deposits (EMDs) amounting to Rs.1.19 crore 
were forfeited. Another 20 bidders withdrew their offer when asked to extend validity 
period of tender by another two months. Their EMO was refunded. 

The HLC approved (March 2004) the cut-off rates of Rs.330 per quintal and stipulated 
that free stocks be offered to tenderers whose rates had been accepted to the extent of 
their requirements and they may be given an option to lift the stocks at the cut-off price 
fixed. Accordingly, 1. 71 lakh MT of bajra was sold to 52 valid tenderers at the rates 
ranging from Rs.331.25 per quintal to Rs.401.55 per quintal for Rs .56.79 crore. Due to 
delay in finalisation of the cut off rates and consequent withdrawal of parties with higher 
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bid rates, FCI sustained a loss of Rs. 1.15 crore being the difference between highest rates 
received in tender enquiry and actual rate received. Further, Rs.3.05 crore wa~ paid to 
State Government as carry over charges for two months. 

The remaining 0.28 lakh MT of bajra which was to be offered to 52 valid tenderers as per 
HLC orders was however, offered to only seven parties at the rate of R~.402 per quintal. 
These parties included those six parties whose EMDs amounting to Rs. 1.19 crore were 
forfeited due to withd rawal of their offer within validity period. This led the FCI to suffer 
a further loss of Rs. 1.19 crore due to adjustment of forfeited EMDs against the sale. 

7. 1.5.2 Disposal of bajra during 2004-05 

Similarly, tenders were invited (January 2005) to dispose of 1.30 lakh MT of bajra 
procured by the State Government and its agencies in Haryana during 2004-05. In al l. 
124 renderers submitted their rates and the highest valid depot wise/lot wise rates ranged 
between Rs.463.41 per quintal and Rs.527 .27 per quintal. The comparative statement of 
the rates was forwarded on 14 February 2005 by SRM Haryana to FCT Headquarters for 
approval of rates by HLC/Ministry. As the approval of rates was not received, the validity 
period of tender was extended by SRM Haryana till 15 April 2005 on mutual consent 
basis. 

ln the meantime, there was an upward trend in the market rates of bajra after receipt of 
tender rates. The rates increased to Rs.550 - Rs.552 per quintal ( J I February 2005) and to 
Rs.638 - Rs.640 per quintal ( 11 April 2005). Though the increase in market rate of bajra 
was duly communicated by SRM Haryana to FCI Headquarters, the cut off rate of Rs.470 
per quintal was approved by HLC/Mini~try on l J April 2005. SRM Haryana requested 
FCl Headquarters to reconsider the decision to dispose of stock at the rate of Rs.470 per 
quintal but this was not agreed to by FCI Headquarters. The SRM Haryana however, sold 
1,28,287 MT of bajra at the cut off rate of Rs.520 per quintal though the average market 
rate during March 2005 to May 2005 was Rs.597.69 per quintal and 1,785 MT ·was 
considered as storage loss. Considering the average market rate of R .597.69 per quintal. 
FCI lost an opportunity to realise an amount higher by Rs.9.57 crore on sale of bajra 
during 2004-05. 

The Management in reply (September 2007) stated that the request of SRM Haryana for 
re-consideration of cut off rates at Rs.470 per quintal was not considered as the rates 
were fixed by HLC and approved by the Hon 'ble Minister. Also, the re-tendering could 
have taken a further period of three to four months in completing the whole process of 
tender. 

The reply did not reflect the correct position as the increasing trend in rates was not 
brought to the notice of HLC. Further, the HLC had ratified (June 2005) the action taken 
by SRM Haryana to dispose of bajra at Rs.520 per quintal. Moreover, to avoid further 
delays due to re-tendering, the FCI could have also reduced the period of tender or gone 
for limited tender. 
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Thus, FCI suffered a loss of Rs.5.39 crorc in disposal of bajra during 2003-04 and lost 
an opportunity to realise an amount higher hy Rs.9.57 crore on sale of bajra during 2004-
05. 

The matter was reported io the Ministry in Jul y 2007; reply was awaited (November 
2007). 

7.1.6 Non-recovery of Value Added Tax 

Non-charging of output tax on sales made to the State Government of Haryana for 
I sale under 'Above Poverty Line' allocations resulted in avoidable subsidy burden 

of Rs.3.80 crore to Government of India. 

The Haryana Value Added Tax (VAT) /\ct, 2003 came into effect from April 2003. 
Under the Act, Food Corporation of India (FCI) was Lo pay input tax at the time of 
purchase of foodgrains and collect ou tput tax on all sales made, if uch sales were not 
exempted from VAT. Section 3(5) of the Act laid down that if the output tax calculated 
as per Section 3(4) of the Act was more than the input tax the difference in the two was 
the tax payable; and if the input tax was more than the output tax calculated, the excess 
amount was either refundable or adjustable with future tax liability. 

Foodgrains sold by FCI to the Stale Government of Haryana for supply under various 
programmes like Food for Work Programme, National Rural Employment Programme, 
Rural Landless Employment Guarantee Programme and World Food Programme Project 
2664 were exempted from VAT in Haryana. The sale of foodgrains under the AbO\ e 
Poverty Line scheme in Targeted Public Distribution System (TPDS-APL) was however. 
not exempt from YA T under the Act. 

As the Central Issue Price (ClP) of wheat for TPDS-APL was lower than the purchase 
price, the output tax chargeable on such sales under YA T was, thus. lower compared to 
the input tax and was Lo be collected and retained by FCI as per Section 3(5) of the 
Haryana Act. Y AT was in force during 2003-04 and 2004-05 in Haryana unlike in other 
States particularly Punjab resulting in price differential in CIP in these two neighbouring 
States. To remove disparity in price the Haryana Government requested (January 2004) 
the GOI and the GOI in May 2004 issued instructions that the difference of the output tax 
and input tax only was to be levied on sales made under TPDS-APL. As output tax was 
lower than the input tax and the difference showed a negative value, FCl neither charged 
nor collected the output tax amounting Lo Rs.3.80 crore on 1.56 lakh MT of wheat stocks 
sold under the scheme to the State Government in 2004-05. Further, FCl did not claim 
the amount as refundable or adj ustable with future tax liability in the Y AT return filed for 
the year 2004-05. This resulted in non-recovery of Rs.3 .80 crore as output tax from the 
State Government of Haryana by the FCI towards the sale under the scheme. 

The Management in reply stated (Jul) 2007) that to remove discrimination between two 
major food producing States, the GOI on the request of State Government had decided to 
give a special status to Haryana in respect of sale of wheat under TDPS-APL. The 
Ministry endorsed (July 2007) the reply of' the Management. 

Rs. l .15 crore plus Rs.3.05 crore plus Rs. l .19 cmre 
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The reply was not tenable. To remove the disparity in price, the State Government could 
have exempted the sale under the APL scheme from VAT rather than issue of instructions 
by the GOI which were not in con onance with the provisions of the Haryana VAT Act 
2003. Further, under similar conditions during 2003-04, FCI had collected and retained 
the output tax amounting to Rs.2.41 crore on sale of 0.99 lakh MT of wheat under the 
scheme to the State Government. 

Thus, non-charging of output tax by FCI in 2004-05 for sales under TPDS- APL resulted 
in non-recovery of Rs.3.80 crore by FCI from the State Government of Haryana and an 
avoidable subsidy burden to the GOI. This amounted to an indirect subsidy from the GOI 
to the State Government, as all deficits of FCI are made good by the GOI as food 
subsidy. 

7.1.7 Loss in disposal of maize 

Delay in approval of rates for disposal of maize procured during Kharif Marketing 
Season 2004-05 in Karnataka region resulted in a loss of Rs.3:10 crore to the Food 
Corporation of India. 

During Kharif Marketing Season 2004-05, the State agencies in Karnataka procured 3.80 
lakh MT of maize on behalf of Government of India under price support scheme for the 
Central Pool. Out of this, 20,400 MT was moved to Gujarat for issue under Public 
Distribution System and the balance quantity of 3.60 lakh MT was put to sale through 
tender by Food Corporati on of India (FCI) in March 2005. The date of opening of tender 
was fixed for 11 April 2005 and tender was kept open for acceptance upto 10 May 2005 
with the right to extend the period of acceptance of tender by another 15 days. 

The Senior Regional Manager FCI (SRM) Bangalore prepared a comparative statement. 
showing centre-wise and bidder-wise rates received (ranging from Rs.450.00 to 
Rs.558.99 per quintal) on 15 April 2005. However, statement and other relevant 
documents were forwarded by the SRM to FCI Headquarters on 28 April 2005 for 
approval by the High Level Committee (HLC) recommending acceptance of tender 
quotes of Rs.500 per quintal and above and were received in FCI Headquarters only on 3 
May 2005 i.e., after 21 days from the date of opening of tender. Meanwhile, the validity 
of the offers wa extended to 25 May 2005. 

The HLC, in its meeting on 10 May 2005, agreed with the cut-off rates of Rs.500 and 
above for disposal of maize. The final approval however, was communicated on 28 May 
2005 by FCI Headquarters i.e., after the expiry of extended validity period of the tender 
on 25 May 2005. Highest bidders in 74 centers out of l 14 centers did not agree with the 
extension of validity of rates beyond 25 May 2005 and withdrew their offers. 
Consequently, 2 .34 lakh MT stock was sold to next higher (H2) or lower bidders 
resulting in a loss of Rs.3.10 crore to the FCI calculated on the basis of highest bid in the 
centre and the actual amount realised. 

The Management while confirming the facts stated (November 2007) that FCI had earned 
profits by offering maize stock to H2, H3, H4 bidders instead of liquidating stock at cut 
off rates. This was not acceptable. FCI would have earned more by sale to the highest 
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bidder who had withdrawn their bids due to dela) in acceptance of rates offered and 
consequent expiry of validity period. 

Thus, delay in sending the details of bids obtained by SRM Bangalore to FCI 
Headquarters and subsequent delay in approval of rates for disposal o f maiLe by HLC 
resulted in a loss of Rs.3.1 0 crore to the FCI and an increased subsidy burden to the GOI. 

The matter was reported the Ministry in May 2007; reply was awaited (November 2007 ). 

7.1.8 Avoidable loss due to non-compliance of Government of Jndia's instructions 
and excess issue of foodgrai11s under mid-day meal scheme 

Failure in adhering to the Government of India 's instructions regarding issue of 
foodgrains under mid-day meal scheme resulted in excess issue of foodgrains and 
subsidy burden of Rs.2.88 crore. 

The Ministry of Human Resources Development (MHRD), Department of Education 
launched the National Programme of Nutritional Support to Primary Education generally 
known as mid-day meal scheme (MOM ) with effect from 15 August 1995. While the 
overall responsibility for the scheme vests with the State Governments, Central assistance 
is provided to the States under the scheme by way of free supply of foodgrains from the 
nearest godowns of the FCI. The orders of allocation of foodgrains for the scheme are 
issued by the MHRD for 10 academic months in a year and the quantity o f foodgrains to 
be issued by FCI in any particular month for the scheme should not exceed one-tenth o f 

the total allocation. 

Based on the enrolment data suppli ed by the Government of Andhra Pradesh, the MHRD 
issued (June 2003) provisional allocation of 1,54 ,353.460 MT of rice for 10 academic 
months of the year 2003-04 (from July 2003 to March 2004. ) for all the schools in 
Andhra Pradesh . This allocation was based on the number of children enrolled as on 30 
September 2002 for 200 school days. In August 2003 the Government of Andhra Pradesh 
requested for al location of foodgrains for 23 1 school days. The MHRD issued 
(September 2003) a revised provis ional allocation of 1,78,278.246 MT o f rice for the year 
2003-04 specifically mentioning th at the revised allocation was valid for supplies from 
October 2003 to March 2004 and the revised allocation should not be applied on the 

previous months. 

The Regional Office FCI Hyderabad however, instructed its District Offices to issue the 
foodgrains in monthly equal instalments fro m October 2003 onwards, on the basis of 
revised allocation after deducting the issues made upto September 2003. It was observed 
in Audit (February 2006) that during October 2003 to February 2004 in l 0 out of 23 
districts of Andhra Pradesh, foodgrains were issued by FCI by including the difference of 
the revised and the original allotment for the months of July 2003 to September 2003. 
Against allotment of 39,466.490 MT of rice for the period October 2003 to February 
2004 for these 10 districts , 4 1,917. I I 0 MT of rice was issued. This resulted in excess 
issue of 2 ,450.620 MT of rice valuing Rs.2.88 crore in these l 0 District Offices during 

• Release of foodgrain from April 2003 to June 2003 was 011 the basis of last year (2002-03) enrolment 
data. 
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October 2003 to February 2004. In the remaining 13 District Offices, the instructions of 
the MHRD were correctly implemented. 

The Zonal Management in reply stated (April 2007) that the total release of rice during 
the year did not exceed the net/firm allocation made by the MHRD and the Regional 
Office, Hyderabad therefore, directed all District Offices to issue balance/left over 
quantity of allocation in equal monthly instalments from October 2003 onwards. 

The reply was not tenable as the MHRD in its order (September 2003) had clearly 
mentioned that no claims for previou months be entertained on the basis of revisec;t 
allocation. Further, this had resulted in issue of foodgrains in excess of one-tenth of total 
allocation, in each of the months from October 2003 to February 2004. 

Thus, non-compliance of MHRD's instructions resulted in issue of excess foodgrains in 
10 District Offices of Andhra Pradesh causing an extra subsidy burden of Rs.2.88 crore to 
the GOI. 

The matter was reported to the Ministry in July 2007; reply was awaited (November 
2007). 
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[ CHAPTER vm: MINISTRY OF DEFENCE 

Bharat Earth Movers Limited 

8.1.1 Unnecessary interest payment 

Acceptance of advance without confirmation of rate of interest resulted in 
unnecessary interest a ment of Rs.7.54 crore. __ _ 

The Company received (March 2002), a Leiter of Intent (LOI) from the Ministry of 
Defence (MOD) for manufacture and supply of 75 BRS wagons and 136 DBKM \\agons. 
The provisional price of Rs.50.39 crore for whic.:h 100 per cent advance was paid in 
March 2002 was re\ ised to Rs.60.06 crore 111 January 2006. The advance anracted 
interest but the rate of interest and period \\a'> not specified in the LOI. 

The Company invested the advance in term deposits with conunercial banks at 111tercst 
rates ranging between 4 to 8.55 per cent dunng the years 2002-03 to 2006-07. The final 
order was issued in January 2006 '>tipulating the rate of interest as 
9.5 per cent per annum from the date of LOI and also the mode of adjustment of the 
advance. As against the completion of su pplies hy January 2007, the Company completed 
production of 75 BRS and 80 DBKM \\agons so far (September 2007). The MOD has 
adjusted Rs.4. 19 crore towards interest a'> on August 2007. 

Audit observed that the rate of interest and period was not specified in the LOI and the 
Company did not effectively pursue the rnaner at the appropriate level in MOD regarding 
rate of interest applicable on the ad Hince received. Thus. the acceptance of ad\ ance 
without confirmation of rate of interest rc'>ulted in the Company bearing the diff crcnual 
interest burden of Rs.7.54 crore upto March 2007. 

The M111istry in its reply (September 2007) ... tated that the Company's request for re\ ision 
of rate of interest was under consideration. 

8. 1.2 Protracted delay in amending the purchase order resulted in foregoing of 
income of Rs.4.44 crore 

Delay in initiating action to amend liquidated damages clause as sought for by the 
propriety item supplier resulted m delayed receipt of CKD components and 
foregoing of Rs.4.44 crore. 

The Company received a supply order on 16 October 2004 from South Eastern Coalfields 
Limited, Bilaspur (SECL) for supply of ..,C\Cn BH-120-E dumpers at a cost of Rs.50.07 
crore. As per the terms of the order, the dumpers were to be supplied within ~ix month'> 
from the date of the order 1.e .. by Apnl 2005. Delay in supplies attracted liqu1d.11cd 
damages (LD) at the rate of 0.5 per cent 11er wee(... subject to a maximum of 15 per l e/11. 

The Company placed a purchase order on 12 October 2004 on M/s. Komatsu America 
Corporation , USA (KAC) fo r supply of seven dumpers in completely knocked down 
(CKD) condition with a delivery schedule of 240 days with a request to advance the 
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delivery schedule by 120 days. The order also stipulated the LD clause for delay in 
supply. Soon after the placement of order, KAC on 19 October 2004 categorically state<l 
that the LO clause and 120 days deli very schedule were not acceptable. On 3 November 
2004 it again reiterated that the CKD components would be shipped with 240 day!-. 
delivery schedule after receipt of the amended order and deletion of the LO clause. 
However, the Central Purchase Cell (CPC) of the Company decided only on I 7 
November 2004 to negotiate the LD issue with KAC. The Chairman and Managing 
Director's approval was obtained after three and a half months on 19 February 2005 and 
the formal amendment deleting the LD clause was communicated to KAC on 15 March 
2005; after a fu rther delay of one month. 

Even after the shipments were received from July 2005 to November 2005 the Company 
took three to four months to supply the equipment to SECL against which LO of Rs.7.40 
crore were levied by SECL. 

Audit observed that the protracted delay of four and a half months (November 2004 to 
March 2005) in initiating action to amend the LO clause in the purchase order could have 
been avoided as the Company was well aware that KAC was the single source supplier. 
This resulted in delayed supply of dumpers to SECL and consequent foregoing of income 
of Rs.4.44 crore (based on the rate of 0.5 per cent per week for four and a half months). 

In its response, the Ministry stated (October 2007) that though the equipment was not in 
their regul ar production range, the Company had utili sed the available capacity and was 
able to earn profit even after paying LO. 

The reply was not tenable since the equipment was mainly assembled from imported 
CKD components. Timely response by the Company and issuance of the amendment to 
the purchase order would have generated additional income of Rs.4.44 crore. 

Hindustan Aeronautics Limited 

8.2.1 Incorrect evaluation of tender 

The Company incurred avoidable expenditure of Rs.5.99 crore due to lapse in 
evaluation of tender and awardin the contract to SVEC Construction Limited. 

--~ 

The Company issued Notice Inviting Tenders (NIT) in January 2004 for construction of 
326 staff quarters at its Bangalore Complex .. As per the NIT the tenderers were required 
to quote rates for (a) upto third floor roof level and (b) extra over (a) upto fifth floor. The 
Company clarified through an amendment in March 2004 that the rates quoted for (a) 
upto third floor roof level and (b) upto fifth floor were to be independent of each other. 
The last date of 10 March 2004 for submission of tender was extended to I April 2004. 
Seven bids were received by the due date. 

After a Techno Commercial evaluation (April 2004/May 2004) of the bids, the Company 
evaluated SVEC Construction Limited, Hyderabad (SVEC) as Ll at their quoted price of 
Rs.22.70 crore. The Company noted that SVEC's itemised quotation had a mix of very 
high and low rates in comparison to other bidders and sought (May 2004) conftnnation 
from SVEC of the rates quoted. On SVEC's request, price negotiation was held on 
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25 August 2004. As seen from the mjnutes of price negotiation. the Company mformed 
SVEC about the high freak rates in et:rtam c.:a..,es and requested them to re\ie\\ and reduce 
rates. Based on the request. SVEC offered a rebate of 2.25 per cent on the originall) 
quoted high rates and the Compan) reworked the negot iated price at Rs.22. 18 c.:rore. 
There was no specific mention about low rates in the minutes of price negotiation. 
However. SVEC through their letter of 26 August 2004, in vi ting reference to the 
negotiations stated that the final pric.:c worked by the Company wa!'> incorrect and stated 
that the rates quoted for all the items ahcn c third floor should be treated as additional rate 
over and above rates quoted by them for the corresponding items upto third floor. The 
Company in response intimated (-l September 200-l ) that the contract value was as per the 
negotiated price and awarded the contract to SVEC at Rs.22. 18 crore on 29 September 
2004. 

Disputing the contract price. SVEC mo\ed the High Court of Karnataka to allo" them to 
carry out the \\Ork upto third floor and h.eep the agreement pending till such tune the 
i-;suc relating to forth floor and fifth floor \\a-. resolved. The High Court. dunng the 
arguments stage (November 200.+) allowed the Company to negotiate with other 
tcndercrs and award the work. The Company however, did not initiate negotiations with 
other tenderers. 

The High Court rejected the petition filed by SVEC on 17 January 2005 and ordered that 
the Company was at liberty to re-tender the contract. The Company cancelled the contract 
awarded to SVEC in February 2005. The work wa~ re-tendered in July 2005 and awarded 
in April 2006 to National Projects Construction Corporation Limited ( PCC). for 
Rs.30.5 1 crore. This work was in progress (October 2007 ). 

Scrutiny in Audit revealed that the Company failed to make a proper e\ aluation. a.., the 
comparative statement prepared b) the Company for itemised rates for fourth and fifth 
floors showed clearly that SVEC had quoted incremental rates only beyond third 11001 

lc\el and not independent rates. While the other bidders had quoted rates ranging from 
Rs.4.40 crore to Rs.6.70 crore for \\Ork relating to fourth and fifth floor.,. SVEC had 
quoted onl ) Rs.0. 12 crore. Such a huge 'anation in quoted rates should not h.I\ e escaped 
the notice of the Company. Even during the price negotiations held with SVL:.C on 
25 August 2004 the Company di..,cussed only the higher freak rates and ignored the lower 
freak rates. Besides. SVEC had also pointetl out the 'cry next day on 26 August 2004 that 
the rates quoted by them beyond third floor were in addition to the rates quoted upto third 
floor. In the given situation. the Compan y should have enforced clauses 36 and 39 of 
Company' s works and contract procedure regardmg freal- rates and rejected the quote of 
SVEC. Instead, the Company went ahead with the evaluation process and ranked SVEC 
as LI. If the Company had made a proper eHlluation. URC Constructions would ha ve 
been LI at Rs.2.+.52 crore and negoti.11ion .... if an), should have been appropriately held 
with URC. 

The Management stated (Jul) 2007) that the tender'> were correctly e\aluated, as per 
rules, taking the quoted rates in tender tlocume1w, with all the amendments issued to the 
tcndcrcrs being considered. The LI wa.., am\ ed at on the basis of a com para ti' e 
'> tatcment drawn up with the quoted rate-.. . I lence. the notional savings of Rs.5.99 crore as 
worked out b) Audit on the premise of the offer of URC a~ LI was, therefore. incorrect. 
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The reply was not tenable as the Company fai led to recogni se the rates as quoted by 
SVEC even after the tenderer later immediate ly after negotiations disputed and asserted 
that the rates quoted by them for beyond third fl oor were in addition to the rates quoted 
upto third floor. The Company also fai led to take action against the tenderer as per its 
standard procurement procedure and did not utili e the additional opportu nity provided 
by the High Court in permitting it to negotiate with other renderers. 

Thus, due to improper evaluation of tender resulting in award of the contract to SVEC, 
the Company had to re-tender and award the contract to NPCC leadi ng to avoidable 
expenditure of Rs.5.99 crore (NPCC awarded price of Rs.30.51 crore minus URC price 
of Rs.24.52 crore) and delay in the completion of the project. 

The matter was reported to the Mi nistry in July 2007: reply was awaited (November 
2007). 

8.2.2 Forfeiture of revenue due to repair of engines on free of cost basis 

The Company repaired 11 engines on free of cost basis though the defects were not 
precisely established on its part. This resulted in forfeiture of revenue of Rs.5.53 
crore to the Com an 

The Engine Division of Hindustan Aeronautics Limited (Company) manufactures , 
repairs/overhauls Adour, Artouste, Garrett , Orpheus, and Dart engines. Air headquarters 
(AHQ) issues firm repai r/overhaul tasks for each fi nancial year with the prior approval o f 
the Ministry of Defence (MOD) and the supplies and services provided by the Company 
are governed by the Fixed Price Quotation (FPQ) approved (August 1995) by the MOD. 
As per the provisions of FPQ policy, the issue regarding fi nalisation of warranty clause 
was to be considered separately. In the absence of the warranty clause, the Company was 
entitled to realise FPQ price for the repair/re-repair work done. The waffanty clause was 
approved in August 2006 with retrospecti ve effect from April 2006. 

For every premature withdrawal of engines from services· . defect in vestigation (DI) team 
comprising representatives of the Company and the MOD investigated the defect and 
suggested remedial measures. The Company used to repair on free o f cost (FOC) basis if 
the defect/fault in the equipment was attributable to the Company. 

The Company repaired 2 1 engines during 2002-03 to 2004-05 on FOC basis on the 
ground of premature withdrawal from services. A review of DI reports indicated that in 
respect of 11 engines it was not precisely established that the defects were those of the 
Company. The Company however, repaired these I J engines on FOC basis without 
claiming the FPQ price of Rs.5.53 crore. It was also observed that under the delegation of 
powers within the Company, the competent authority for deciding on FOC repairs wa 
not indicated and there was no formal documentation for the decision taken by the 
Company to undertake repairs on FOC basis. 

The Management stated (July 2007) that : 

• Even bef ore completing the time between overhaul 
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(i) Being a commercially oriented Go,ernment Company. rational commercial 
decision based on the facts and cm:umstances of the case, \.\here the responsib11tty 
of the Company could not he unambiguous!) ruled out \.\as taken and the FOC 
repair had demonstrated the Company's commitment to qualicy and long-term 
product support. 

(i i) Out of 11 engines, no repair was done in respect of three engines, only stripping 
and testing costs were incurred '' hilc in respect of four engines. FOC repair was 
done as its fault could not he conclusive ly ruled out and in respect of the balance 
four engines, the defects were clearl) amibutable to the Company. 

The Mini-;try endorsed the Management 's reply in August 2007. 

The repl) \\as not tenable as: 

(i) The failure of the Compan) cannot he justified as a ·rational commercial 
decision· as neither the FPQ terms/condition. nor the delegation of powers of the 
Company provided for FOC repairs. Further in view of Com pan) ' s acceptance 
that there was no fomrnl documentation for the executive decision to undertake 
the repair on FOC basis the reply appears to be an after thought. 

(ii) As per the DI reports. in none or the 11 engines the defects were solely 
attributable to the Company. Thus, the Company was entitled to realise FPQ 
price. The Company has also confirmed the FPQ price of the repair of 11 engines 
as Rs.5.53 crore. 

Thus, repairing of 11 engines dunng 2002-03 to 200-1--05 on FOC basis though the 
defects were not precisely established on the part of the Company resulted 111 forfeiture of 
revenue of Rs.5.53 crore to the Compan). 

8.2.3 Procurement of unproductive inventory 

jThc Company instead of restricting the procurement of SNF A bearings for service 
evaluation test alone went ahead and procured bulk quantity without clearance of 
AHQ resulting in unproductive inventory of Rs.5.08 crore. 

The Company (Engine Division) manufactures, repairs and overhauls Adour engines. The 
sole supplier for mainline bearing used in the engines was Rolls Royce, (RR) UK the 
original equipment manufacturer (OEM). In order to develop alternate source, it wa-. 
decided (October 2000) in a meeting \\ith Centre for Military Airnorthiness (CEMlLACl 
and MOD to procure six types of mainline bearings from SNFA France. It was also 
decided that the Company would appme An Headquarters (AHQ) about the tntroduction 
of SNFA bearings on Adour engine -; includ111g the serv ice sample e\ aluation of bearings 
al 600 hours and 1.200 hours, etc . 

The Company placed two purchase orders 111 Fcbruar) and March '.200 I for procurement 
of 240 mainline bearings on SNFA, France. AHQ however, was told about 
introducing/fitting of SNFA bearing-. 111 Adour Engines only in April 2001 SNFA. 
France supplied 235 mainline bearings between Nbvember 2002 and February 2004 al a 
cost of Rs.5.08 crore. 
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As per the requirement of CEMILAC, all mainline bearings were to be tested for service 
evaluation for minimum requirement of 600-1,200 flight operational hours. Though the 
Company fitted SNF A mainline bearings and sent three engines for ervice evaluation. it 
could not achieve the prescribed specification of 600-1,200 operational hours. Thus, in 
the absence of final evaluation report AHQ did not approve the fitment of SNFA beari ngs 
on in-service engines. even as of April 2007. Thus. the bulk procurement of mainline 
bearings was rendered unproductive, as the Company could not fi t the mainline bearings 
in the engines even after a lapse of three years. 

The Management stated (April 2007) that the requirements of the CEMILAC were 
complied with and clearance was given to use SNFA bearings as replacement for 
rejection during Defect Jnve ligation (01)/repair. The Company added that OEM had 
introduced SNFA as an alternate !->Upplier for Adour bearings by Service Bulletin Mod 
AO 1356. Further that the specia li ed and critical process of quali fication of bearings 
involves a long period and requires additional tests/flight evaluation. 

The reply of the Management regarding bulk procurement without the approval of AHQ 
was not tenable since: 

(i) OEM had not introduced SNFA as an alternate supplier by Service Bulletin Mod 
AOl356. 

(ii) As qualification of bearings req uired a long and specialised process of additional 
tests/flight evaluation the procurement of bearings in bulk quantity without 
quality clearance was imprudent. 

( iii) SNF A bearings were recommended as replacement for rejections during DVrepair 
only on those engines with residual life of less than or equal to 300 hours and not 
on all service engines. The six sets of bearings were cleared by CEMILAC only 
for service evaluation in order to study the capabilities of bearings. 

(iv) Service evaluation/sampling checks for 600 hours, 900 hours and 1,200 hours of 
Time Between Overhaul had not been achieved as specified by CEMILAC and 
final approval/clearance of AHQ had not been received (October 2007). 

Thus, the Company instead of restricting the procurement of SNFA bearings for service 
evaluarion test alone went ahead and procured bearings in bulk quantity, resulting in 
unproducti ve inventory of Rs.5.08 crore. 

The matter wa reported to the Ministry in July 2007; reply was awaited (November 
2007). 
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[~~~C-HA~PT~E_R_IX~:D_E_P_A_R_T_M_E_N_T_O_F~FE_R_TI~L-IZE~R-S~~---l 

Madras Fertilizers Limited 

9.1.1 Wasteful expenditure due to not utilising the repaired diesel generator engine 

r Failure to assess the economics of operating the engine before getting it repaired 
rendered the ex enditure of Rs.1.27 crore wasteful. 

Madras Fertilizers Limited (Company) installeu (April 1998) a diesel generator engine II 
supplied by Mis. Solar Turbine International Co., Singapore - the origmal equipment 
manufacturer (OEM). ln the normal course. the engine was due for an overhaul after 
running for 30,000 hours but due to fai lure of servo actuator. the engine shut dov. n 
(September 2003) after running for 27.000 hours. 

Following the failure, the Company decideu (December 2003) to get the engine 
overhauled and placed an order ( ovember 200~) on M/s. Wood Group Engineering 
Services (Middle East) Limited, UAE at a cost of USS 0.21 million on FOB Dubai airport 
basis. The cost was reviseu to US$ 0.24 mill ion (equivalent to Rs. 1.13 crore) based on 
joint inspection in March 2005. The Supplier furni shed warranty for 8.000 fired hours or 
12 months from installation or 18 months from ui spatch. whiche\er was earlier. The 
overhauling was to be conducted at Dubai . 

The engine after repair was brought to Chennai Air Port on 15 O'vember 2005. The to 
and fro air freight for the engine was Rs.3.05 lakh. Audit observed that the engine was 
kept at the air cargo complex till March 2006 resulting in payment of demurrage of 
Rs. 11.41 lakh. Since the Company could not settle the customs duty of Rs.42.00 la"-h . 
the engine repaired at a cost of R-,. J .27 crore' was moved to the bonded warehouse anu 
remained there at the time of aud it <December 2006). Meanwhile. the warranty periou 
for the repair lapsed on 15 May 2007. 

The Management in its replies of January anu March 2007 stated that in view of high 
recurring cost, estimated at Rupees three crore per month on High Speed Diesel (HSD ), it 
had been dec ided in March 2006 not to operate the engine . The fajlurc 10 take delivery of 
the engine after paying customs du ty was attributed to the financial crunch being faced b) 
the Company. 

The Ministry while endorsing repl y of the Management stated (July 2007) that 
innovations and formulations of procedures for sustaining the front end plant duri ng 
Tamil Nadu Electricity Board power failure had in the meanwhile stopped the need for 
operation of emergency power generating units and aved high cost of HSD consumption 
and as such. the engine would not be put into u<,e C\'en if cleared from 1he customs. 

Rs.I 13 /akh plus Rs. ll.41 Lakh plus Rs. 3. 05 /ak/i 
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The replies of the Management were not tenable s ince the Company should have assessed 
the economics of operating the engine before deciding and inviting quotations to get it 
repaired and agai n at the time of exporting the engine for repairs to Dubai in February 
2005 and its subsequent joint inspection in Dubai in March 2005 . The Ministry's 
contention that the innovations ca1Tied out during May 2006 helped in stopping the use of 
emergency power generating units was not correct as the repaired engine was received in 
November 2005 and was not cleared from Chennai airport due to the Company 's 
financial constraints, well before the innovations were carried out. Further, the decision 
of the Company not to use the engine even if it was cleared from the customs 
demonstrates that the expenditure on repairs was avoidable and unfrui tfu l. 

Thus. the Company's failure to appropriate ly assess the economics o f running the engine 
before getting it repaired and non-utilisation of the overhauled engine ha · rendered the 
expenditure of Rs. 1.27 crore (excluding liability for customs duty) wasteful. 

Rashtriya Chemicals and Fertilizers Limited 

9.2.1 Extra expenditure due to delay in acceptance of offer 

Due to delay in acceptance of term loan, the Company committed itself to an 
additio·nal interest burden of Rs.81.16 Iakh. 

For financing the technological up-gradation of its Ammonia-V plant at Trombay, 
Rashtriya Chemicals and Fertilizers Limited (Company) invited (3 October 2005) bids 
for a term loan of Rs. 150 crore from l I banks. The terms and condition of the offer inter 
alia provided that rate of interest quoted in the bid would be valid for a period of 60 days 
from the last date ( 14 October 2005) of submiss ion of the bids. The Company received 
seven bids in which offer of State Bank of Hyderabad (SBH) received through HDFC 
Bank for a rupee term loan of Rs. I 00 crore1 at interest rate of 6 .90 per cent per annum 
was the lowest. Unpriced bids were opened on 18 October 2005 and priced bids opened 
on 24 November 2005. The committee authorised to finalise the financing submitted its 
report on 29 November 2005 and recommended further negotiations with the lowest 
bidder. The Company attempted to negoti ate (7 December 2005) reduction in the rate of 
interest, but SBH did not agree. The Company communicated its acceptance of SBH 
offer to HDFC Bank on 12 December 2005 after close of business hours. On 13 
December 2005, HDFC Bank communicated the same to the SBH, who rejected it on 14 
December 2005 on the ground that the validity period of 60 days had lapsed. The 
Company renegotiated (January 2006) the loan with SBH and accepted (25 January 2006) 
a term loan of Rs. I 00 crore at an interest rate of 7 .25 per cent. 

Audit observed (June 2006) that the Company took nearly two months to final ise the 
loan. Moreover, it inco1Tectly worked out the last date of validity of offer as 14 December 
2005 instead of 12 December 2005. Consequently, del ayed communication of acceptance 
led to taking the Joan at a higher rate of interest with a resultant loss of Rs.8 1.1 6 lakh 
over the repayment period2

. 

1 Balance amount of Rs.SO crore was financed tl1ro11glz State Bank of India as foreign currency loan 
~ From February 2007 to February 2010 
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In response, the Company stated (May 2007) that the letter of acceptance of offer had 
been conveyed on J 2 December 2005 \\ ithin the validity period and that even if the 
acceptance had been communicated on 13 December 2005 it would ha\e constituted an 
enforceable contract. 

The reply of the Company was not tenab le a:-. the acceptance of offer was communicated 
to SBH on 13 December 2005 after the expiry of validity period compelling the Company 
to renegotiate the loan at a higher interest rate. Thus. delay in timely acceptance of off er 
of SBH has caused an additional interest burden of Rs.8 1.16 lakh to the Company. 

The matter was reported to the Ministry in May 2007; reply was awaited (November 
2007). 
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CHAPTER X: MINISTRY OF FINANCE l 
Insurance Division 

National Insurance Company Limited 

JO.I .I Loss due to charging p remium at incorrect rate 

The Company suffered a loss of premium amounting to Rs.4.41 crore due to I 
application of incorrect rate on tank fa rms a nd associated properties of Indian Oil 
Corporation Limited during August 2004 to July 2005. 

As per All India Fire Tariff (Section VII), premium of Rs.3.50 per mille was chargeable 
for Tank Farms/Gas holders located outside the compounds of Industrial/Manufacturing 
risks and containing liquids flashing at 32° C or below. The associated properties such as 
pumping stations, compressor houses etc., were also to be charged at the rates at par wi th 
the tanks. 

The Delhi based Divisional Office of National Insurance Company Limited (Company) 
issued standard fire and special perils policy to Indian Oil Corporation Limited for the 
period l August 2004 to 31 July 2005 covering the insured' s property and various assets 
s ituated at their Salaya Mathura Pipeline (SMPL) for sum insured of Rs.2,651.96 c rore of 
which Rs.2,277 .84 crore was for tank farms, tank contents and pump stations and 
terminals at Viramgam, Vadinar and Chaksu. 

It was observed in Audit (December 2004) that SMPL was a crude oil pipeline and its 
tank farms at Yadinar, Viramgam and Chaksu were meant for storage of crude oi l which 
had flash point below 32° C. The Company however, charged premium at the rates 
ranging from 0.95 to 2.00 per mille on these tank farms, their contents and associated 
propert ies instead of prescribed rate of Rs.3.50 per mi/le. Due to chargi ng premium at 
incorrect rate the Company uffered a loss of revenue o f Rs.4.41 crore· . 

The Management stated (July 2007) that the policy was issued on the basis of details 
furnished in tender documents. The tender documents issued by Indian Oil Corporation 
Limited did not mention the f1ash point of crude oil. The Ministry endorsed (July 2007) 
the reply of the Management. 

The reply was not acceptable. As the rates were dependent on the flash point of the 
property being insured, the underwriting office should have ascertained this information 
before quoting the rates against the tender. 

• Difference between the premium (including earthquake premium) chargeable by the Company after 
applicable discounts and the premium charged by the Compa11y 
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10.1.2 Under loading of premium 

A Divisional Office of National Insurance Company Limited renewed a Group 
I Mediclaim Policy without loading premium on account of adverse claim ratio as per 
I the terms of the policy resulting in under charge of premim!!__ by Rs.58.:!_6 la~1 . 

Durgapur Divisional Office (DO) of National Insurance Company Limited (Compan)) 
issued (February 2003) a Group Mediclaim Policy customised to the requirements of 
Mis. Alstom Projects India Limited at a premium of Rs.21.35 lakh. The Head Office of 
the Company in according the ex post j(1cto sanction prescribed that the daim ratio 
should be maintained at 70 per cent on .. as if' basis. The policy wa. renewed at a 
premium of Rs.28 lakh for the year 2004-05. 

lt was noticed in Audit (May 2006) that at the time of issuing the policy, the DO of the 
Company did not ascertain the incurTed claim ratio (]CR) from New India Assurance 
Company Limited (NIA) and relied on the verbal statement of the insured that there was 
no adverse claim experience with the erstwhile insurer. Audit scrutiny revealed that prior 
to 2003-04, the insured had a Group Mediclaim Policy with NIA and the ICR for the 
same was 315.65 per cent for the year 2001-02 which was subsequently replaced by 
individual policies in the year 2002-03. Fu11her, at the time of renewal of the pol icy fo r 
2004-05, the DO ignored the instructions of the Head Office to maintain 70 per cent ICR 
and loaded the premium to the extent of Rs.5.27 lakh only instead of Rs.63.43 lakh as 
warranted by the ICR of 285 per cent for the period 2003-04 to maintain a claim ratio of 
70 per cent. Thus, the DO did not base its premium on a proper assessment initially and 
thereafter, did not observe the terms of approval of the policy at the time of renewal 
resulting in under charge of premium of Rs.58. 16 lakh . 

The Management stated (May 2007) that the Group Mediclaim Policy was issued in 2003 
by relying on the insured's version regarding past ICR and the decision of under loading 
at the time of renewal was prompted by stiff competition. as well as expectation of 
obtain ing other profi table business from the in~ured. 

The reply was not tenable in view of fai lu re on the part of the DO to comply with the 
specific instructions of its Head Office resul ting in loss of premium of Rs.58. 16 lakh. 

The matter was reported to the Min istry in May 2007; reply was awaited (November 
2007). 

10.1.3 Loss due to charging incorrect rates 

The Company charged fire premium at incorrect rates while issuing standard fire 
and special perils policies to an insured during 2003-04 and 2005-06 resulting in loss 
of Rs.40.91 lakh. 

According to the provisions of All India Fire Tariff (Section VI), premium on the storage 
risks located outside the compounds of industrial/manufacturing risks is charged as per 

• Worked out 0 11 the basis of 70 per cent /CR 011 net premium before service lax 

(285*100170) lessl00=307. 14 
20,65,272*307. 14=Rs.63,43,276 

61 



Report o. CA 1 I of 2008 

the nature of goods. i.e .. haLardo us or non-hat.ardous. Based on the Tariff Advisory 
Committee notification regarding categorisation of paddy in June 1998 and subsequent 
clarification issued in July J 999 and August 2004, paddy was to be categorised as 
hazardous goods and the premium charged accordingly. 

The Delhi based Di visional Office of the Company issued Standard Fire and Special 
Perils Policy to Mis. KRBL Limited for the period 2 Ap1il 2003 to I April 2004 covering 
the insured's rice mill at Gautam Budh Nagar for Rs.222.20 crore of which Rs. 122.40 
crore was for the stock of rice. paddy and packing materials stored at its vari ous godowns 
outside the rice mill premises. A simjlar policy was issued covering the period 2 April 
2005 to I April 2006 for sum insured Rs.293.90 crore of which Rs.159.90 crore pertained 
to stock of rice, paddy and packing materials. In these policies the Company charged 
premium @ Re. 1.00 per mille (rate applicable for non-hazardous goods) on the stocks of 
rice. paddy and packing material at godowns outside the rice mill instead of chargeable 
rate of Rs.2.50 per mille (rate applicable for haLardous goods) and lost Rs.40.9 1 lakh due 
to application of incorrect rate . 

The Management stated (June 2007) that the subject matter covered in various godowns 
was incorrectly indicated due to typographical error as 'Stock of rice and/or paddy and/or 
packjng materials" instead of ·rice'. The Ministry endorsed (June 2007) the reply of the 
Management. 

The reply was not tenable as the Insured had declared (2005-06) the stock held in 
godowns as 'Rice and/or paddy and packing material'. Thus, there was a loss of re\'enue 
of Rs.40.91 lakh to the Company due to application of incorrect rate. 

The New India Assurance Company Limited 

10.2.l Excess settlement of claim 

The Company admitted Rs.1.51 crore as increase in cost of working instead of 
1 

Rs.4.98 lakh resultin in excess settlement of Rs. l.46 crore. _ _J 

The New India Assurance Company Limited (Company) issued a Consequential Loss 
(Fire) Policy to Neyveli Lignite Corporation Limited (Insured) for the period from April 
2002 to March 2003. 

The insured preferred a claim in December 2002 towards loss of profit on account of a 
fire accident on 4 September 2002 and interruption in generation from 4 September 2002 
to 7 October 2002. The Company settled the claim in February 2005 for Rs. 16.22 crore. 
This included inter alia reimbursement of Rs.5.03 crore for increased cost of workjng 
comprising Rs.3.52 crore towards cost of Oil/Naphtha consumed and Rs.1.51 crore 
towards saving of gross profit by allowing incentive to the contractor for completing the 
repairs two days ahead of schedule. 

The policy for 2004-05 issued by the Company, however, covered the stock of 'rice' only in l'llrio11s 
godowns as against 'rice paddy a11d packing material' i11 other two policies. 
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Consequential Loss (Fire) Insurance Tariff - Specification B - Insurance on Gross Profit 
on output basis stipulates that the insurance cover should he limited to loss of grm,.., profit 
due to (a) reduction in output and (bl increase in cost of working. The amount payahle as 
indenrnity on account of increase in co-.t of working is the additional e\penditure 
necessarily and reasonably incu1Ted for the sole purpose of avoiding or dimini.,hing 
reduction in output which but for that expenditure would have taken place during the 
indemnity period in consequence of the damage. However, it cannot exceed the sum 
produced by applying the rate of gros" profit to the amount or the reduction in loss ot 

output thereby avoided. This means that each item of additional expenditure incurred has 
to be neccs!)aril) compared and limited to the gross profit earned b) incurring that 
ex pend itu re. 

Audit scrutiny !March 2006) revealed that the insured paid an incentive of Rs.4 .98 lah.h 
to contractor for completing the repairs two da)S ahead of schedule. The sun•e)OI 
assessed the loss of gross profit avoided b) the abo' e expenditure at Rs.1.51 crore. 
Similarly, the loss of gross profit avoided by maintaining generation \\ irh Oil/ aphtha 
during interruption period was assessed ai Rs.3 .52 crore against an expendi ture o l 
Rs.13.87 crore on Oil/Naphtha. The Company while settling the claim aggregated the 
cost:- (Rs.13.92 crore) and compared these wi th total figure of gross profit saved (Rs.5.03 
crorc) and restricted the claim paid to Rs.5.03 crorc mstead of restricting each item or 
additional cost to the resultant saving in loss of gro. s profit i.e .. Rs.3.52 crore for 
additional cost on oi l consumed and Rs.4.98 lak.h for incentive paid to contractor. Hence. 
the Company admitted claim of Rs .1.51 crore for early completion of repairs instead of 
RsA.98 lakh by clubbing the 5amc \\Ith cost or oil consumed. 

The Management <;tated (Ma) 2007 ) that as per the tariff expenses nccessaril) and 
reasonably incurred for avoiding or diminishing the reduction of turnover \\ere pa)able 
They further added that the aggregate of increased cost of work ing was compared with 
and restricted to aggregate reduction in lo.,s of gross profit achieved. 

The Management"s reply wa'> not tenahle. The additional cost of fuel was incurred for 

maintaining production during the indemnity period whereas the incentive paid to the 
contractor for early completion was meant to curtail the indemnity period. Hence. the 
expenditure led to saving of gross profits of different nature and aggregation of costs and 
loss of gross profit saved was not justified. Thus. aggregati on re5ulted in execs~ 

selllcment of claim by Rs. I .46 crore. 

The matter was reported to the Ministry in June 2007; reply was awaited ( ovembcr 
2007). 

The New India Assurance Company Limited and National Insurance 
Company Limited 

10.3.1 Imprudent underwriting resulting in loss of revenue 

Underwriting special contingency policy without considering claims history resulted 
in loss of Rs.2.60 crore. 

6) 
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The Haj Committee of India invited ( 16 September 2004) bids for obtaining insurance 
cover under Group Accident Compensation Scheme1 in respect of Haj pilgrims for the 
year 2005. The New India As urance Company Limited, Vile Parle Divisional Office 
(NIA) issued ( 14 December 2004) a special contingency policy for 80,000 persons for the 
period 13 December 2004 to I 2 February 2005 at a premium of Rs.64.50 per person for 
aggregate value of Rs.5 J .60 lakh. The numbers of persons covered were increa ed to 
80,800 on collection of additional premium of Rs.5 1,600. NIA incurred claims of Rs. 1.17 
crore under the cover thereby incurring a loss of Rs.76. 11 lakh2

. For the year 2006. 
National Insurance Company Limited, Divisional Office 12 (NIC) issued (December 
2005) a policy covering 98,000 person for the period 3 December 2005 to 18 February 
2006 at a premium of Rs.76.44 lakh applying a rate of premium of R .78 per person. The 
number of persons covered were increased (January 2006) to 99,700 on collection of 
additional premium of Rs. 1.33 lakh. Against thi policy, NIC incurred claims under the 
cover of Rs.2.24 crore resulting in a los!-1 of R!-.. I .84 crore. 

It was observed in Audit (September 2006) that in respect of special contingency pol icy, 
NIA and NIC did not specify disclosure of claim history in the proposal form. Further. 
for issuing the policy for 2004-05, NIA initially worked out a premium at the rate of 
Rs.95 per person with a cushion of 10 per cent for negotiations. However, it propo ed 
(October 2004) a premium at a rate of Rs.91.39 per person which was further reduced 
(November 2004) to Rs.64.50 during negotiations. NIA also paid (January 2005) 
brokerage of Rs.6.1 5 lakh to Mis. Surekh Insurance Services Private Limited even though 
it was a direct business. For the cover for 2005-06, NIC proposed premium at the rate of 
Rs.85 per person, which was reduced (November 2005) to Rs.78 per person considering 
claim ratio of less than 80 per cent for 2004-05 though the actual claim ratio was more 
than 200 per cent. 

In re ponse. NIA stated (June 2007) the following: 

(i) the reduced premium had been charged to compete with other insurers; 

(ii) the insured had informed that in the previous cover, only a few death claim and 
I 00 claims each under money insurance and baggage policy had been made; 

(iii) obtaining written confirmation in respect of claims ratio from previous im.urers 
was not feasible considering competition; and 

(iv) the business was booked through M/s. Surekh Insurance Services Private Limited 
as per the letter from Haj Committee; 

NIC stated (June 2007) that a large number of claims were reported, which could not be 
foreseen at the time underwriting the risk. 

Response of the Companies was not tenable because they did not ascertain claim history 
for a reasonable period and negotiated premium below their internal e timates. Thus, to 

1 Covering death/ permanent total/ partial disahleme11t due to accide11t/ fire/ stampede/ s11b11ersive 
activity, personal accident, i11 patie11t treatme11t expenses incurred in recognised hospitals for 1101 less 
tha11 24 hours, loss of cash and loss of baggage 

2 Loss = incurred claims a11d expe11ses less 11et prem ium excluding service tax 

64 



Report No. CA / / of 2008 

compete \\ ith other PS Us. the) fi xecl prcmwm not commensurating the risl-. undcrtal-.cn 
IC had not ascertained the previou' daim history and finali:-.ed the pre1111um on 

incorrect assumptions. Further. NIA had procured the business dircctl) in response to .1 

tender without involving the broker. therefore. the payment made to M/-.. Surekh 
Insurance Services Private Limned wa-. im~gular. 

Thus. final ising premium without cons1tkring previous claim history, the companies 
incurred a loss of Rs.2.60 crore. 

The matter was reported to the Ministry in June 2007; reply was awaited (November 
2007). 

The Oriental Insurance Company Limited 

10.-1.1 Short recovery of premium due to violation of Tariff 

The Company under charged premium of Rs.1.65 crore due to incorrect application 
of Tariff. 

A Coimbatore based Divisional Office of fhe Oriental Insurance Company Limited 
(Company) issued (June 2002) a special cont111gcncy policy to M/s. Dishnct DSL Limited 
(ln .... ured) covering electronic equipmcni. data med ia, virus, hacking, business 
interruption, loss of profit and third part) liabil ity fo r the period 26 June 2002 to 25 June 
2003. The sum insured was Rs.24 1.30 crore or which Rs. I 90 crore pertained to electronic 
equipment and data media. 

The coverage of electronic equipment \\as governed by Al l India Tariff on Electronic 
Equipment Insurance (Tariff), which prescribes a rate of one per cent. 

Audit scrutiny revealed (i\1a) 2005) that the Company had collectcd a premium ol 
Rs.0.25 crore as against Rs.1.90 crore. Tl11S resulted in short collection of premium b) 
Rs.1.65 er.ore. 

The Ministry in reply stated (July 2007) that the policy was reinsurance driven and the 
question of breach of Tariff did not arise. The Ministry's reply was not tenable. A:-. pet 
Clause 6 of General Regu lations of the Tarr ff all special contingency pol icies (or similar 
policies known by an) other name) covering electronic equipment foll under the Tariff. ln 
December 1999 the Tariff Advisory Committee decided that only Mega Risks (fire) 
would be out of the purview of the Tariff. 

Thus, the Company suffered a loss of premium of Rs.1.65 crore by issuing the 
contingency policy to the Insured at lcm er than the prescribed rates in violation of the 
Tariff. 

. \ risk was termed as 'mega risk' if it f 11 /jil/ed the criteria of being abo1•e the threshold limit of probable 
111axi11111111 loss of Rs. 1,05.J crore or the s11111 im111·<•d of Rs. 10,000 crore or above, at any one locati1111. 
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10.4.2 Loss du e to undercharge of premium 

I A Divisional- Office of Oriental Insurance Company Limited while underwriting a 
Group i\ lediclairn Policy allowed excess discount and under loaded the premium 
during the period i\tarch 1999 to February 2005 resulting in undercharge of 
premium by Rs._!_.02 crorc. 

Divisional Office -JL Kolkala (00) of The 01iental Insurance Company Limited (OIC) 
entered into a Memorandum of Understanding (MOU) with The Banh. Employees Co­
operati ve Bank Limited (imure<l) and agreed (January I 999) to issue a Tailor Made 
Group Mcdiclaim 'Excess Loss' Policy covering its employee , members and their 
dependants. The policy wa is. ued in March 1999 and renewed annuall) upto 200.+-05. 
The chemc, imer alia provided for I 00 per ce111 reimbursement of medical expenses by 
the insurer in the first three years 1 of the cover and in the last2 three years the insured 
shared the expenditure to the ex tent of 65 per cent, 45 per cent and 55 per cent 
respecti.vely of the total expenditure reimbursed. The guidelines of OIC in th is regard 
(October 1999) required that a maximum of 30 per cent of the basic rate of the premium 
could he allowed as group discount on the basis of the actual number of persons in the 
group at the beginning of the policy. The underwriting practices also required loading of 
the prem.ium on renewals so as to maintain incurred claim ratio at 70 per cent on ·as if' 
has is. 

It was noticed in Audit (April 2004) thal the DO did not adhere to the extant instructions 
and allowed group discount at a flat rate of 80 per cent of the basic premiu m for the 
period from 1999-2000 to 2001-02 for which no justification was found on record. This 
resulted in undercharge of premium to the extent of Rs.80.09 lakh calculated on the basi.., 
of discounts admissible under the OIC guideline. The discount was sub equently reduced 
to 15 per cent in 2002-03 and 20 per cent in 2003-04 and 2004-05. In none of these ) ears 
the group discounts allowed had any correlation with the number of the beneficiaries. It 
was also observed that the premium was not loaded on the basis of the claim experienced. 
While the prem.ium was overloaded during 2002-03 to the extent of Rs.5.43 lakh, the 
same was under loaded by Rs.13.65 lakh and Rs.13.99 lakh during 2003-04 and 2004-05. 
respecti\cly as worked out on the basis of maintaining 70 per cent claim experience ratio 
after <.:onsidering average of claims experienced in the immediately preceding three years. 

Thus, heavy di scounts allowed and underloading of the premium in contravention of 
stated underwriting principles year after year, resu lted in undercharge of premium to the 
exten t of Rs. 1.02 crore3

. However, against a total premium of Rs.1.35 crore received 
during the entire period of the coverage of the policy, claims paid/incurred was Rs.1.73 
crore leading to net loss of Rs.38 lakh. 

The Management accepted (June 2007) that the discount allowed on the basic premium 
by the DO wa not in conformity with the discounts permitted by the Head Office; but the 
Mediclaim Policy issued to bank employees and their fami ly members was considered of 
great importance to the Company since it was expected that the portfolio would indirectly 

I 1999-2000 ( O 2001-02 
2 2002-03, 2003-04 and 200.J-05 
1 Rs.80.09 lakli minus Rs.5.43 lakli plus Rs. 13.65 lak/I plus Rs. 13.99 lak/I = Rs.102.30 lak/I (say Rs. l .02 

crore) 
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generate premia in the form of bank in-.urance portfolios. insurance or bank propert). ('/(" 
However, as the experience was not on expe<.:teJ lines, the policy was disconllm11.:J after 
2004-05. 

The rep!) was not tenable since neither the DO observed extant in. tructiom of its I lead 
Office as regards group discount and loading of the premium nor sought the approval for 
deviations in the terms of the tai lor made policy for a period of . ix years. This is aho 
indicati ve of lack of oversight at the tor management le, el. 

The matter was reported to the Ministry in June 2007; reply was awaited ( ovemher 
2007). 

United India Insurance Company Limited 

10.5.J Avoidable excess payment of reinsurance premium 

United India Insurance Company Limited ohtained excess of loss reinsurance polic) 
to cover the risk retained against the catastrophic event'i for a part of the year 2005-

I 06 and paid excess premium of Rs.2.59 crore in violation of stipulated treat) 
conditions. 

~~~~~~~~~-~ 

Catastrophic excess of loss (cat xi) cover is a reinsurance cover for the in'iurer for 
protection against numerous losses caused by events like cyclone. earthquake. llootls. 
conllagration, etc. United India [murance Company Limited (Company) arranged cat \I 
cover to protect its net account (risk retained! from any catastrophic event for the )'l.!ar 
2005-06. The cover was to the e.\tent of Rs.335 crore. During the )Car 2005. t\\O major 
catastrophic events occurred in India 1 • "hich depleted the Company's ex isting cat xi 
cover. Therefore, the Compan) took (October 2005) another back-up cat xi CO\ er for the 
period from 14 October 2005 to JI March 2006 for Rs.335 crore with ALLIANZ Sl:.. 
Singapore as the lead reinsurer through hroker i\1/s. Heritage Finance and Trust (I l 
Private Limited, Kolkata. 

As per the terms of the back up cover. the estimated Gross Net Premium Income (GNPl l~ 
\\as Rs .560 crore and the minimum deposit premium3 was Rs.9.99 crore covering los-.es 
during the period commencing I.+ October 2005 to 31 March 2006. The cover note 
stipulated that the minimum deposit premium was adjustable at the stipulated rate" 
applicable on the gross net premium income accounted during the period covered by the 
back up reinsurance. Thus, the actual reinsurance premium payable would be the amount 
computed at the percentage rates ind icated in the reinsurance treaty, on the a<.:tual 
premium accounteJ during the period 14 October 2005 to 31 March 2006, subject to the 
minimum deposit premium. 

Audit scrutiny revealed (October 2006) that the Company calculated final adj usted 
premium with reference to the GNP! for the whole )ear (2005-06) and paid Rs .2.59 crore 
to reinsurer a adjustment premium. over and above the min imum deposit premium ol 

1 Floods in Mumbai and Gujarat 
1 Gross premium less co111missio11 paid 
' Minimum premium payable 
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Rs.9.99 crore. The actual GNPI recorded during October 2005 to March 2006 was 
Rs.263 crore i.e., much less than estimated GNPI of Rs.560 crore. Hence, only minimum 
deposit premium stipulated was payable. 

The Ministry stated (August 2007) that the back up cover was to take care of any loss for 
the remaining period and was a mere pre-paid reinstatement of the original cat xi cover 
with same terms and conditions. As the back up cover was a mirror image of the original 
cover, the adjustment was done as that of the original cat xi programme. 

The reply of the Ministry was not tenable as the coverage for the period 14 October 2005 
to 31 March 2006 could not be viewed as a reinstatement of the original cover. The 
cover note clearly specifi ed that the minimum deposit premium was adjustable for the 
G Pl accounted during the period of cover. 

Thus. the payment of Rs.2.59 crore as adjustment premium calculated on the annual 
GNPJ instead of the period covered by the treaty was beyond the terms of the treaty and 
avoidable. 

10.5.2 Loss due to under charging of premium 

The Company suffered a loss of Rs.2.27 crore due to inadequate rev1s1on of 
premium charged on renewal of group personal accident policies during 2001-04 
and 2004-07. 

As per the guide lines of United India Insurance Company Limited (Company) on g_roup 
personal accident policies and guidelines of Inter Company Coordination Committee on 
the issue, premium chargeable on group personal accident policies was to be revised 
upward at the time of renewal so as to bring down the claim ratio to 80 per cent for the 
preced ing three years. 

The Delhi based Divisional Office (DO) of the Company issued group personal accident 
policy covering the risk of 53,000 employees of Delhi Police -from 19 February I 997 to 
18 February 1998 for sum insured of Rs. 1.25 lakh per person at a premium of Rs.23.85 
lakh. Subsequently, the DO renewed the policy for three periods from 1998 to 2001, 200 1 
to 2004 and 2004 to 2007 for sum insured of Rs. two Jakh per person charging prern.ium 
of Rs. l .03 crore, Rs.1 .75 crore and R~.2.54 crore, respectively. 

It was observed in Aud it (December 2005) that the Company incurred a high claim ratio 
of 214 per cent, 272.92 per cent and I 74 per cent on the policies for the period I 997 to 
I 998, I 998 to 2001 and 200 I to 2004 respectively. Based on the experienced claim ratio, 
the premium for the policy covering the periods 200 1-04 and 2004-07 was required to be 
revised to Rs.3.06 crore and Rs.3.50 crore respectively, as per the Company's own 
guideline as against Rs. l. 75 crore and Rs.2.54 crore charged by the Company. Thus, due 
to inadequate revision of the premium the Company lost Rs.2.27 crore during the period 
2001-2007. 

The Ministry in its reply stated (August 2007) that the increase in premium did not keep 
pace with claims ratio due to constraints posed by severe competi tion and the business 
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was neither under tariff or mark.ct agreement hut v.as a part of it:. soc ial obligation. 
Further, the Company had not been abk to rec(n er the amount despite Its best efforts. 

The reply was not tenable as the premium v .. as not re\ ised as per guidelines. Further. 
there was no statutory requirement on the Compan) to meet such a social obligation or 
recorded evidence that the Compan) deliherately and consciously renewed the poli<.:y co 
meet any such obligation and bear the Joss of Rs.2.27 crore. 

10.5.3 Loss due to remittances of Service Tax 0 11 provisional basis 

r United India Insurance Company Limited paid penal interest and also suffered loss 
of interest amounting to Rs.2.04 crore on short/excess remittances of Service Ta:\ 
during 2003-04 to 2005-06. 

With effect from I July 1994 it was obligatory for general insurance Companies to collect 
Sen ice Tax from the policy holders and remit it to the Go\emment. 

The United India Insurance Company Limited (Company) was pa) ing Service Ta.\ 
provisionally on the premium collected b) its operating offices every month and 
adjusting the differences, if any. at the time of filing the return. Service Tax was to be 
paid to the credit of the GOI by twent)-fifth of the month immediately following the said 
calendar month till 2004-05; and from 2005-06 the payment was to be credited by fifth of 
the succeeding month. 

Aud it scrutiny (August 2006) revealed that provisional payments of Service Tax resu lted 
in monthly payments fall ing short of the amounts due during 2003-04 to 2005-06 and 
therefore. to avoid short pa)ments of the Sen ice Tax during the year ::.ubstantial amounts 
were paid towards the end of the respective year. This resulted in excess remittances of 
Rs.4. 10 Ja"h, Rs.5.96 crore and Rs.14.00 crorc during the year~ 2003-04, 2004-05 and 
2005-06, respecti\ely. The excess remittances were adjusted at the time of finalisation of 
the lax returns. While the short payments settled in subsequent months attracted penal 
interest of Rs.50.37 Jakh for belated pa) mcnt of Sen ice Tax. the Compan) also suffered 
loss of interest to the extent of Rs.1.54 crore on excess remittances which resulted in 
funds remaining b-locked for periods ranging from 32 days to 523 days during 2003-04 to 
2006-07. 

The Management stated (May/ August 2007) that provisional remittances were made as it 
is difficult to collect data from all its offices before the stipulated date as the operating 
units fu nction on Genisys, which is a stand-alone system ,for each unit. Further, in 
absence of a centralised data ba e. collection and consolidation was being performed at 
fo ur different stages at Branch offices. Divisional offices, Regiona l offices and Head 
office which involved co.nsiderable time and work. The Ministry (August 2007) endorsed 
the views of the Management. 

The reply was not tenable as the Compan) planned to procure a suitable consolidation 
anti connecti vit) software as reported in the Company's Annual Report for 2001-02. 
With the advent of Genisys Operating S) stem in more than a thousand operating units. 
the Company computerised underwriting business during 2001-02 hut connecti \ ity aml 
consolidation oftware were not installed despite the same being envisaged. which would 
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ha ve faci litated consolidation of data and payment of Service Tax with reasonable 
accuracy. 

Thus, the Management's failure to establish inter connectivity with the operating unit~ 
and procure ·uitable software to elicit information from Genisys re. ulted in avoidable 
paymem of penal interest of Rs.50.47 lakh on ~hort deposits and loss of interest of 
Rs. J .54 crore on funds which remained blocked due to excess remittance . 
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CHAPTER XI: DEPARTMENT OF HEAVY INDUSTRIES 

Bharat Heavy Electricals Limited 

11.1.1 Non-realisation of Rs . .J.22 crore from a customer 

The Company took an unwarranted risk and dispatched 95 per cent of the materials 
on verbal assurance which resulted in non-realisa tion of an amount of Rs.4.22 crore 
from the customer for more than six } cars. 

Bharat I lea\) Electricals Limited ( Compan)) rece1\ ed an order ( 22 December I lJlJlJ l 
from M/s. Arunachalam Sugar Mills Limited (ASML). Pondicherr) for '>Uppl y of' .i 

straight condensing turbo generator \et of ..+,280 KW capaci ty at a total \ alue of Rs.5...+6 
crore (ex-works. exclusive of tax and other statutor) le\ ies). The \uppl) \\a.., to be 
completed with in l ..+ months of the date of order. The contract required the Compan) to 
test the equipmen t before di spatch frn \\lrn:h 10 da)s \Hillen notice was to be g1\en tll 
ASML and to dispatch the equipment a-. per di\1x1tch instructions of ASML. 

The Company informed ASML that test111g wou ld be conducted between 16 March 200 1 
and 22 March 2001. but the latter did not turn up for the test. The Compan) conducted 
the Lest without the presence of ASML's representative and sent (29 March 200 1) the te-.t 
report to the latter. Thereafter, the Com pan) '' ithout \\aili ng for the formal apprm al or 
AS ML di spatched (3 1 March 2001) 95 /H'r ce111 of the materials. The dispatch wa-. stated 
to he made on \erbal clearance from ChJirman or AS~lL When the Compan) re4ue-.tcd 
for payment of Rs...+.22 crore against the supplies made. AS ML slated (April 2001) that 
the claims v.ere not in order as it had not g.1,cn despatch clearance. 

In Janua1") 2002 ASML proposed to 111Jl-.c pa1ment through bill of exchange and '<rnght 
the Company'. help in commission ing the generator and completing all suppl1e-.. As the 
bil l of exchange was not guaranteed h) ASML'-. banl-.er-.. the Compan) (Februa1') 2002\ 
put forth certain conditions which wen: not responded to by ASML. 

For recovering the outstanding amount. the Company issued (September 2003) legal 
notices and referred (Jul y 200..+) the matter to arbi tration. Meanwhi le. an offi cial 
liquidator was appointed by the Hon'blc High Court of Madras in wind ing up proceeding 
filed by various creditors of ASML. .\s the Company v..as on ly an unpaid seller and not a 
secured creditor. chances of recoveri ng the amount were assessed as remote. 

The Management replied (May/Augu-.t 2007) that materials were dispatched to meet the 
target date of \Uppl) to a\ oid Je,) of the LD h) ASML and that dispatch in-.trucllon-. a\ 
referred to in the contract pertained to furni-.hing the routine details lil-.c con,ignce 
address, sales tax registration number .... contact derails, etc.. by ASML. The) added that 
the Compan) as unpaid seller ha\ a lien O\ er the equ ipment supplied hy it. 
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The reply was not acceptable a the target date of upply had already lap ed on 22 
February 200 I and the Company took a risk in dispatching equipment based on the verbal 
clearance o f AS ML and despite ASML's condition, in the absence of the buyer' 
representati ve for the pre-dispatch tests. 

Thus. the Company fai led to safeguard its interest by dispatching the material on the 
verbal clearance of the customer. which resulted in non-realisation of an amount of 
Rs.4.22 crore for more than six years. 

The matter was reported to the Ministry in June 2007: reply was awaited (November 
2007). 

11.1.2 Extra expenditure due to non-placement of order as per the tender enquiry 

The Company did not place purchase order as per delivery terms offered by a 
vendor for procurement of l\lolybdenum-Oxide resulting in extra expenditure of 

1 Rs.2.21 crore. 

Cemral Foundry Forge Plant, Hardwar (CFFP) of Bharat Heavy Electricals Limited 
(Company) uses Molybdenum-Oxide and Fe rro Molybdenum in manufacturing steel 
castings and forgings. The CFFP floated (20 April 2004) a tender enquiry on four 
approved vendors for supply of 32 MT Molybdenum-Oxide (Mo03). All the four offers 
received (1 2 May 2004) were found to be technically suitable; no vendor. however. 
offered the fu ll quantity. Purchase Order was p laced ( 14 May 2004) on Electro Ferro 
Alloys (EFA), the lowest vendor, at a rate o f Rs. 7 .80 lakh per MT fo r 10 MT . 

It was noticed th at though EFA had o ffered 20 MT o f Mo0 3, CFFP placed an order for 
I 0 MT and with a delivery schedule other than what was offered by EFA. As the delivery 
schedule was not as per its offer. EFA did not accept ( 18 May 2004) the order. The 
Company subsequently accepted (3 1 May 2004) the delivery sched ule of EFA, but EFA 
again refused (2 June 2004) the order as it was received after the val idity period of the 
bid. 

The Company floated a revised enquiry ( 12 July 2004) and received two offers. which 
were opened on 30 July 2004. By this time the price of the Mo0 3 had risen by over 46 
per cent, i.e., from Rs.7.80 lakh per MT to Rs.1 1.44 lakh per MT. The Company placed 
the order on Premier All oys at an average rate of Rs. 11.44 lakh per MT on the last day 
(after business hours) of bid validity (4 August 2004). Premier Alloys refused to accept 
the order as it was received after the expiry of validity period. The Company now placed 
the order on the next vendor, lmpex Metal for supply of 32 MT at an average rate of 
Rs. 11.98 lakh per MT. Impex Metal could supply nine MT only, and the Company had to 
purchase the materi al from the open market at an average rate of Rs.25.30 lakh per MT 
which was higher than the rates of May 2004 and August 2004 by 224 per cent and 12 1 
per cent, respecti vely. 

As a result, due to not placing the order as per tender enquiry as well as the offered terms 
o f the vendor, the Company could not obtain the material at lower rates offered by EFA. 
This resulted in an extra expenditure of Rs.2.2 1 crore on the procurement of 20 MT o f 

Mo03. 
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The Management stated (August 2007 J that l:.FA had not accepted the order due to 

e'<traneous reasons, as the price" "howed a ri-.. 111g trend and that EF/\ had also defaulted in 
earlier purchase orders dated 24 Fehruar1 200-t They added that there was no cena111t) of 
receipt of material in the unprecedented market situation prevailing during that time. 

The reply was not acceptable hecau!'>e the failure of vendor to ... uppl} the material Jg..1111 ... t 
the order of Fehruary 2004 should have prompted the CFFP to either place a firm order 
ha..,ed on the offered terms in the Apnl 2004 h1ds or not consider the vendor at all 111 the 
order placement. 

I he matter was reported to the Min1.,tr) m June 2007; repl} \\as awaited ( O\Crnher 
2007 ). 

11.1.3 A1•oidable extra expenditure of Rs.1.34 crore 

Failure to place purchase orders within validity period resulted in extra expenditure 
of Rs.1.3..t crore. 

Bharat Heavy Electricals Limited (Compan) J incurred an avoidable expenditure of 
R .... 1.34 crore due to non-placement of purchase orders within the \alidity period of offer 
in three cases as discussed below: 

Case 1: Boiler Auxiliaries Plant (BAI'), Ranipet 

The Ranipet unit of the Company imited !21 January 200-t) limited tender enqu1nes for 
procurement of various siLes of steel plates. The offer of Hansa Industries Private 
L11nited (HIPL), Indian agents of Thy ... -.en Krupp. Germany \\as the lowest for s1\ '>izes 
(492.7-t I MT) with validity of prices upto 12 l·ebruary 2004. The division released the 
letter of intent at a belated stage on 18 1:--ebruar') 2004 instead of before 12 Fcbruar) 2004. 
HIPL refused to accept the order. Fresh tender was invited and purchase orders placed 
(June 2004) on Metal One Corporation, Japan and Ferromex, Belgium at prices higher by 
-+O per cent than those offered by HIPL in February 2004.Thus. failu re to place purcha-.e 
order within the validll) period resulted in an ~l\oidah le expenditure of Rs.38.98 lak.h . 

The Management accepted (May 2007) the ob!-ienation. 

Case 2: High Pressure Boiler l'la11t (lf PBP), Tiruchy 

The Tiruchy unit of the Company invited limited tenders (27 February 2004.) for the 
procurement of 97.39 MT of Stainb,., Steel Plates ( 11 items) required for a Project v.ith 
the tender due date as J 5 March 200..i \.\.hich was further extended to 25 March 2004. 
Response was received from two suppliers hut the same were not found to be technically 
suitable. An offer was received from M/<. .. lndu Steel. France (suppl ier) through their 
Indian Agent on 26 March 2004. Thi!'> \.\as one of the parties to whom the purchase 
enquiry was sent and it was the only technical ly qualified party. The supplier quoted a 
price of Euro 4,240 per MT. The prices \\ere val id till 2 April 2004. The Com pan) failed 
to place the order within the validity period. The procurement had to be made through 
another bid resulting in extra expenditure of R'>.44.92 lakh. 
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The Management stated (March 2007) that on l) one vendor wa technically qual ified and 
the ... arm: was a late offer wi th technical de\ iation. It took some time for gerting the 
apprO\ al of competent authority for these changes and for accepting the late off er. 

The reply was not acceptable. The Compan) ha' ing decided to consider the late offer as 
the on ly technically acceptable, should ha\e en-.ured that offer was processed withtn the 
validity period. Thus. fa ilure to place the order within the validity period all owed the 
supplier party Lo increase its price res ul ting in extra expenditure of Rs.44.92 lakh. 

Case 3: Industrial Systems Group (JSG), Bangalore 

In n:-.ponse to a tender enqu iry from the Industrial Systems Group of the Compan) at 
Bangalore for the procurement of one 2.000 KVA DG set with accessories for We-.tern 
Mountain Gas Turbine Power Plant (GTPP) of General Electricity Company, Libya the 
lowest quotation received was fro m Kohler India. Bangalore (Indian agent of Kohler. 
USA) for a price of Rs. 131.90 lakh. The price was valid till 3 1 May 2004. Instead of 
placing a firm order on the party a letter of intent was issued on 27 May 2004. Since the 
order was not confirmed before 3 1 May 2004. the party intimated that their principab 
refu..,ed to hold the prices. A fresh tender was floated and order was placed on Powerica. 
Chennai at a price of Rs. 18 1.73 lakh resulting in ex tra expenditure of Rs.49.83 lakh. 

The Management stated (May 2007 and July 2007) that Kohler had put one additional 
condition that they will supply the DG set from Singapore. As Singapore was not 
indicated as the country of origin by Libyan Customer in their letter of credit (LC) . same 
had to be taken up with the customer through International Operation Division or the 
Company for necessary LC amendments. On account of the above reasons, pun:.: hase 
order cou ld not be immediatel) placed on Kohler. even though letter of intent was placed 
penuing LC Amendment from the CU!-. tomer. 

The reply was not tenable. The party had clearly indicated that !-.Upply would be made 
from Singapore and when technical I commercial bids were opened in January 2004 and 
this was not considered a barrier to opening of price bids. The price bids were opened on 
4 February 2004 whereas the issue of amenuing the LC for supply from Singapore was 
taken up at a much later stage after the \alidity or offer was already over. 

Thus. fai lure to place a firm order on lowest party within the validity period resulted in 
extra expenditure of Rs.49 .83 lakh . 

The matter was reported to the Min istry in June 2007; reply was awaited (November 
2007). 

Heavy Engineering Corporation Limited 

I 1.2. I Avoidable payme11t of liquidated damage of Rs.4.12 crore 

I 
The Company suffered a loss of Rs.4. 12 crore on account of liquidated damages as 
the Company failed to adhere to the delivery schedule in supplying Electric Rope 

I Shovels. --------

--------------
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Heav) Engineering Corporation Lirrnted (I !EC) entered into a contract ( ~pril 2003) "ith 
Coal India Limjted (CIL) for manufacture and supply of three I Ol\1' Electric Rope 
Shovels at a firm and total price of R-;..+3.15 crore. As per the terms of the contract. the 
supply of shovels was to be completed between January 2004 and March 2004 failing 
which the LD equivalent to 0.5 per cent of the price of electric sho\el for each wee!.-·.., 
delay. subject to a max imum of fi ,e per cent of the price were recoverable from the 
Company. 

The Company failed to suppl) sho\el" within the contractual deli very schedule and 
req uested for ex tension of deli ver) period twice which was acceded to by the customcr 
subject to imposition of LD a'> per tcnm of the contract. The Company ..,upplied the 
shovels in January 2005 after a de la) ranging from I 0 months to 12 months and Cl L 
recovered LD amounting to Rs.2.16 non.:. 

ll was observed in Aud it that the Company took 31 months in finding out the source of 
supply and placed order in September 2003 for procurement of electrics on 1/s. G.E. 
US A after a dela) of five months fro m the date of contract (April 2003) \\ithout any 
safeguard for prompt suppl) considering the ti ght deli, er) schedule. 

The electrics required for these sho,el., were sophi. ti cated in nature and initially the 
Management issued the order for commissioning of one set of electrics to M/s. G.E .. 
USA in September 2003. Howe\·er, due to the incapability of its own engineers to 
commission second and third set of electrics. the Management awarded the job (January 
2005) to Mis. G.E. USA after passage of nine months from the contractual delivery date . 

The Management stated (June 2007 l that the dcla) in supply of shoveb \va'> mainly due 
to delay in supply of Electrics by Ml-.. G.E.. USA. Further. the two sets of electrics were 
not commjssioned b) HEC engineer" in \rew of the ris!.- that M/s. G.E .. USA \\Ould not 
cover the items under warrant) if an) thing went wrong during commissioning. 

The Management reply was not tenable in \ icw of the fact that the order for procurement 
of electrics was placed on Mis. G.L:. .. USA in September 2003 i.e .. after a delay of five 
months from the date of contract (April 2003) without any safeguard for prompt supply 
considering the delivery schedule. h1rther, the Company issued the order for 
commissioning of on ly one set of electrics to M/.., . G.E .. USA, knowing well that the 
Company did not have any in house expertise resulting in fu 11her delaying the supply of 
electric shovels to Mis . CJL. 

Jn another case Company entered into a contract (September 2004) \\ith Mahanadr 
Coalfields Limited (MCL) for manufacture and suppl y of eight 5M1 Electric Rope 
Shovels at a price of Rs. four crore per ..,hm cl with dcli' ery schedule betv.·een December 
2004 to April 2005. The customer is..,ucd (August 2005) a repeat order for two more 
shovels at the same price and term<., and conditions v. ith deli\'ery to be completed by 
Apri l 2006. As per tenns of the contract, LD equivalent to 0.5 per cen t of the price of 
electric sho\el for each wee!.- dela). "ubject to a maximum of fi ve per cent of the price 
would be recovered from the Compan) in case of delayed supplies. 

The Company failed to supply the "hovels within contractual delivery penod and 
requested the customer for extension of deli very upto November 2006 which wa<., 
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acceded to (September 2006) by the customer subject to imposition of LO as per terms of 
the contract. The Company supplied eight shovels between February 2005 and October 
2006 with a delay of two months to nineteen months and two shovels in November 2006 
with a delay of six to seven months. MCL ded ucted a sum of Rs.1 . 96 crore towards LD. 

It was observed in Audit that the manufacturing plan for the shovels was fina lised (March 
2005) after a delay of six months from the date of agreement and the electrics for shovels 
were ordered (February 2005) after the ex piry of contractual delivery dates for six 
shovels. 

The Management while accepting (June 2007) the delay stated that delay in suppl y of 
sho vels was mainl y due to de lay in supply of electrics by the supplier. 

The Management reply was not tenable in view of the fact that there were delays in 
finali sing the manu facture plans for the shovels and LO clause was not in voked against 
the supplier for delayed delivery of electrics. 

Thus. due to failure to do preparatory planning and to assess its work proced ures for 
ensuring timely del ivery of the Electric Rope Shovels, Company had to suffer a loss of 
Rs.4.12 crore (Rs.2.16 crore plus Rs. l.96 crore) because of the LD recovered by the 
customer. 

The matter was reported to the Ministry in August 2007; reply was awaited (November 
2007). 
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[~~~~~c-H_A_P_T_E_R_x_rr_=_M_I_N_Is_T_R_v_o_F_M~IN_E_s~~~~J 

National Aluminium Company Limited 

12.1. I A 1•oidable paym ent of interest of Rs.2. 76 crore due to short paym ent of adl'ance 
Incom e Tax 

Incorrect estima tion of taxable income and conse(1ucnt short payment of advance 
Income Tax by the Company resulted in avoidable payment of interest of Rs.2.76 

1 crore in respect of the financial years 2003-0..t and 2004-05. 

In terms of Secti on 211 of the Income Ta\ Act. 196 1 (IT Act), ad\ ance tax as calculated 
on current income is payable in four instalments on or before 15 June, 15 Septe mber, 15 
December and 15 March of each fin ancial )ear In case the assessee does not pay advance 
tax or underestimates the instalment or LIU\ ance tax, interest at the rate of one pl r cent 
per month is payable under Section 23.f C of the IT Act. 

Audit re\ iew (November 2006) of Income Tax returns tiled b) ational Aluminium 
Compan) Limited (Company) for the asse-.smcnt years 200.f-05 and 2005-06. n:vcaled 
that the Company did not correctly estimate it'> total taxable income and total tax pa)ablc 
thereon. resulting in short pa) ment of .tlh .rnce ta\ 111 the different quarters. Conse4uentl). 
the Company had tq pay an amount of Rs.5.89 crore as interest under Section 23.fC due 
to short payment of advance tax for the financial year 2003-04 and 2004-05. 

It was observed that incorrect estimation of income and consequent short payment or 
advance tax was due to: 

(i) The rising trend in rates or the metal as refl ected in the London Metal bchange 
(LME) rates was not fully considen:<l while estimating taxable income. 

(ii) Deducti ons fo r deprec iation allowance were included in the calculati ons fo r ad\ ance 
ta.\ without taking 111tc consideration the progress in implementing the as. ct:-. and the 
probable def crment in the date of their capitalisation. The Company avai le<l 
depreciation benefi ts in the fi rst and \econd quarters of 2003-0-+ in respect of assets 
projected to be commissionec'l in the "econ<l half of the financial year. This was not 
realistic as actual completi on and commissioni ng of certa in project/unit took longer 
time than scheduled. 

Jncorrccl estimation of laxable income and consequent short payments of advance tax 
instalments res ulted in m oidable payment 111terest of Rs.2.76 crore • after tah.ing into 
consideration the prevailing cost of capital. 

The Management contended (May 2007) 1hat due to operation in a global market. it was 
difficult to correctly estimate fu ture ca~ ltah11tty an<l short payment of advance rax was 

lntere\I paid Rs. 5.89 crore minus i11tere1t sm ed Ri.3. 13 crore 
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beyond their control. The Management also stated that they considered additional 
increase based on LME rates and other factors in all the quarters and capitalisation 
amount had also been reviewed in each quarter for payment of advance tax. The Mini try 
endor:-.ed (October 2007) the views of the Management. 

The reply was not acceptable. Review of the taxable income calculations for 2003-04 and 
2004-05 showed that the Management considered metal rates lower than the prevaili ng 
LME prices during the first and second quarters of both the years leading to 
underest imation of advance tax payable. Similarly, likely delays in capitali sation of a ets 
were evident from the progress reports of the schemes and projects. 

Thus, due to failure in assessing the profit with reasonable accuracy the Compan) made 
short payment of advance tax resul ting in an avoidable payment of interest of Rs.2.76 
crore. 
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CHAPTER XIII: MINISTRY OF NEW AND RENEWABLE 
ENERGY 

Indian Renewable Energy Development Agency Limited 

13.1.1 Loss due to irregular sanction and disbursement of loan 

IThe Company suffered a loss of Rs.30.28 crore due to disbursement of loan to an 
ineli~ible Borrower in contravention of its financial guideline_s_. _____ _ 

Indian Renewable Energy Development Agcnc) Limited (Company) sanctioned (March 
1999) a term loan of Rs.45 crore (incluJing Rs.30 crore under ADB line of credit) to M/-,. 
Gayatri Sugar Complex Limited (801Tower) for selling up of 22 MW bagasse based 
cogeneration project in its existing sugar plant at Prabhagiripatnam in Andhra Pradesh at 
an estimated cost of Rs.60.50 crore. Between February 2000 and April 2002, Rs.3 1. 72 
crore (including loan under ADB line of credit Rs.16. 12 crore) were disbursed to the 
Borrower. 

The Borrower defau lted (June 2002) in repayment of dues and in March 2003 the 
Company declared the entire loan as non-performing asset (NPA). There was no progress 
on the Bo1Tower's project which was ahandoned. The Company issued (Apri l 2003) a 
recall notice to the Borrower and guarantors and initi ated recovery proceedings in the 
Debt Recovery Tribunal. The Borrower however. filed a reference (October 2003) before 
Board for Industrial and Financ ial Reconstruction, New Delhi for getting it!-.elf registered 
as a sick company. As a result, the Company could not proceed with the reco\Cr}. 
Meanwhile, on a request of the Borrower (December '.W05.), the entire outstanding due!-. 
of Rs.57.28 crore were settled by the Company under one time settlement at Rs.27.00 
crore as full and fi nal payment b} wan.ing off dues amounting to Rs.30.28 crore 
(principal RsA.72 crore and interest R-,.25.56 crore). 

It was observed in Audit (December 2005) that as per the financing gui delines of the 
Company, on ly those applicants who as on the elate of tendering loan application had no 
accumulated losses and hao earned profits in the immediately preceding year's operacion 
were eligible for financial assistance fro m the Company. The Borrower having an 
accumulated loss of Rs.77.47 crore as of March 1998 and a loss of Rs.8. 19 lakh during 
the immediately preceding financial year 1997-98 was ineligible for financial assistance 
from the Company. It was also observed that the lor>n was secured by the personal 
guarantee of the promoter director and corporate guarantee of Mis. Nagarjuna Holdings 
Private Limited, the promoter Company of the Borrower. The Company howe\er. was 
unable to recover the amount invoking the guarantee!-. as the promoter director had 
resigned (December 200 1) and the Borrowing Company's management had changed 
through di vestment of shares in \ iolation of the terms of loan agreement. The Compan} 
was not aware of these developments until ovcmber 2002 despite having its nominee on 
the Board of Directors of the Borro-wer. The change in the management had to be 
accepted by the Company at the time of approving the one time settlement proposal. 
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The Management stated (June 2006/June 2007) that the losses in the accounts of the 
Borrower were mainly on trading of seed cane and pesticides and expenditu re towards 
wages, ere., which during the construction stage, were to be charged to the Profit and 
Loss Account of the Borrower. The Borrower was eligible for financial assistance and the 
proposal was approved by the Board of Directors. The transfer of management control 
was done without notice to the Company and new management was recogni ed only for 
the limited purpose of settlement of dues. 

The Min istry stated in November 2007 that the sanction and disbursement of loans to the 
borrower was in accordance with the prevailing financing guidelines and with the 
approval of the Board of Director of the Company. 

The reply of the Management and Ministry was not acceptable and the anction and 
disbursement of loan to the Borrower was not in conformity with the Company'5 
fi nancing guidelines. The guidelines did not lay down that the losses on account of other 
lines of business were to be ignored in financial evaluation of the proposal. Further the 
Company should have known the change in the management immediately and acted to 
safeguard its interests through the presence of its nominee direc, or on the Board of 
Directors of the Bo1TOwer Company. 

Thus, due to extension of credit to an ineligible Borrower, the Company suffered a loss of 
Rs.30.28 crore. 
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CHAPTER XIV: MINISTRY OF PETROLEUM AND NATURAL 
GAS 

Bharat Petroleum Corporation Limited 

J.1.1.1 Idle investment 011 construction of Naphtha pipeline 

Bharat Petroleum Corporation Limited laid five pipelines for evacuating products 
from Chennai Petroleum Corporation Limited under a product marketing 
agreement. The pipeline laid for the evacuation of Naphtha at a cost of Rs.4.28 
crore r emained unutilised since its commissioning {1\tarch 2001 ). __ 

Bharat Petroleum Corporation Limited (Company) entered into an agreement (July 19991 
with Chennai Petroleum Corporation L11111ted !CPCL) for marketing their products during 
August 1999 to July 2009. The Company initially used the ex isting pipelines of Indian 
Oi l Corporation Limited (TOCL) for evacuation of CPCL products. CPCL planned to 
augment its capaciry from 6.5 to 9.5 MMT per annum (MMTPA) by 2002-03. Therefore. 
the Company considered it necessary to lay fi vc product pipelines - one each for Motor 
Spirit , Aviation Turbine Fuel, Middle Disti llates, Black Oil and 1aphtha from CPCL to 
its Tondiarpet installation at an c-;timatcd cost of Rs.38 crore. The Company justifi ed 
(December 1999) laying of pipelines on the grounds that it was essential to have total 
control on product evacuation in a de-regu lated scenario and to function independently. 
The project was scheduled for completion by March 2000. 

Audit ~crutiny (March 2006) n!\ealcd that construction work of five pipelines from 
CPCL to Tondiarpet installation (-l .5 kilometers) commenced in May 2000 and was 
completed in March 200 I at a co I of Rs.23.26 crore. Immediately thereafter. IOCL tool-.. 
over CPCL in April 200 I and the agreement between CPCL and the Company for the 
marketing rights became inoperative. While the Company was utilising four of the five 
newly constructed pipelines. the pipeline laid at a cost of Rs.4.28 crore for evacuation of 
Naphtha remai ned unutili sed till date (September 2007). Besides, the proportionate lease 
rent for the Right of Way (ROW) on Railway's land for the Naphtha pipeline amounted 
to Rs. l . 77 crore for the period 200 1-02 to 2006-07. 

The Management stated (August 2006) that the prodll<.:t pipelines were laid to enable 
independent functioning in a de-regulated scenari o. The handing over of the marketing 
rights of CPCL to IOCL was a sudden decision of the Ministry not envisaged by the 
Company. They further added that discussion with IOCL regarding transfer of the 
Naphtha pipeline was in an ad\ anced stage and in the even t of handing over of the 
pipeline to IOCL, lease rent pertaining to ROW for Naphtha pipeline will also be borne 
by IOCL. 

The reply was not tenable as the CPCL planned capacity expansion from 6.5 to 9.5 
MMTPA by 2002-03 as such there was no urgency in augmenting the pipeline capacity 

• Both for its ow11 use as well as for other marketing companies 
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two year in advance i.e. , by March 2001.Moreover, the Company was aware (December 
l 999) of IOCL's move to acquire CPCL. As such there was uncertainty regarding the 
future of the marketing rights. Conside1i ng these factors and that the estimated 
completion tiine of the project was only three months after obtaining the ROW from 
Railways, the Company could have defe1Ted the investment decision till the issue of 
\PCL takeover was settled. 

Thus, the decision of laying all the five pipelines without considering the material facts 
led to creation of idle capacity. IOCL has its own network of pipelines and even six years 
after creation of the pipeline capacity, the Company is yet to identify alternati ve use for 
the idle Naphtha pipeline. Though discussions with IOCL were stated (August 2006) to 

be in an advanced stage, no decision had emerged till September 2007. In the meantime, 
the Naphtha pipeline remainll idle resu lting in an unproductive expenditure of Rs.4.28 
crore besides the annual payment of lease rent for ROW to Railways. 

The matter was reported to the Ministry in June 2007; reply was awaited (November 
2007). 

Chennai Petroleum Corporation Limited 

14.2.1 Avoidable expenditure due to supply of Naphtha that did not comply with the 
buyers specifications 

Delay in drawing the sample from the storage tank and not testing the contents of 
the pipeline by Chennai Petroleum Corporation Limited resulted in supply of 
Naphtha to the buyer that did not comply with specifications. The buyer rejected 
the consignment resulting in avoidable expenditure of Rs.2.97 crore on 
trans ortation. 

Chennai Petroleum Corporation Limited (Company) was supplying Naphtha through a 
dedicated pipeline from its refinery to Indian Oi l Corporation Limited (IOCL) terminal at 
Korukkupet. From the terminal, the product was pumped through common white oil 
pipeline after flushing the line to remove the product pumped earlier. As per practice in • 
vogue, the pipeline dedicated for Naphtha was not flushed before or after completion of 
each pumping and hence it always contained 1,184.9 10 Ki lolitres Naphtha. 

Bcl)[e pumping any petroleum product, the Company prepared batches by drawing 
samples from the product tanks and tested the same for compliance to the specifi cation of 
the product itself and also to the customers' requirement. The methods of drawing 
samples and their testing were as per the standards published by the Bureau of Indian 
Standards, wherever applicable. 

The Company pumped a parcel of 14,000 MT of Naphtha from the batches 1,345 and 
1,346 between 13 and 15 February 2005 for loading into the tanker M.T. Basaweshwa.ra 
for onward supply to Southern Petrochemical Industries Company Limited (S PIC), 
Tuticorin. In the quality contro l test report of these batches the parameter Residue on 
Evaporation (ROE)/Non-volatile Matter (NVM) was reported as 2.8 milligram (mg) per 
I 00 millilitre (ml) as against the specification of five mg per J 00 ml required by SPIC. 
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Aud II scrutiny (August 2006) revealed that the sample for the ROE/NYM test was drav, n 
at 0700 hours on 12 February 2005 i.e .. 13 hours after completion of the circulation of 

aphtha ( 1800 hours, 1 1 February 2005 ). The prescribed gap wa of two hours as per 
instructions of Chief Manager Operations. ~l ain tenance and Systems. The loading was 
completed on 16 February 2005 and the tanker M.T. Basaweshwara sailed for Tuticorin. 
A sample of Naphtha drawn from the ship was tested on the same day at Reg10nal 
Laboratory, lOCL Korukkupet and it was found to not meet the required specificat ion of 
ROE/N VM ordered by the bu yer. It wa!'I off-loaded and held in IOCL's Tut1conn 
terminal as SPIC refused to accept the same. IOCL could not sell the off-specification 
Naphtha other than ..i,..in MT taken to its Koc hi terminal and it asked (April 2005) the 
Compan) to take back the balance quantll). Accordingly. TOCL returned (May 2005) 
8.937 MT of Naphtha and the Compan) re-blended (May 2005) and sold it. In this 
process. the Company incurred an expcnd11ure of Rs.2.97 crore on transportation to and 
from Tuticorin. 

The Ministry stated (September 2007 l that higher ROE/NYM content was due to heav) 
aphtha produced from 'Once through I lydro Cracker Unit' (OHCU) at the time of its 

guaranteed test run (GTR). lt further aJJeJ that pump had suction strainer problem two 
or three days before the tanker discharge anJ such incidents were normal with respect to 
pump function ing. The sample sent to lab was not representative and high RO E/NVM 
was not renected in the final analysis, as homogeneity of the stock was not established. 
l lowever, on the sale of the blended aphtha. there was additional revenue due to 
increased price in May 2005 which set off the extra transportation cosr. 

The reply of the Ministry was not tcnahlc as despite the Management being aware of the 
fact that pump used for circulation wa!'I malfunctioning. sample for the ROE/NVM test 
was drawn 13 hours after completion of circu lation of Naphtha against the prescribed 
limit of two hours. Thus, the Management did not lake due care while drawing sample for 
tC'iling. Moreover, the Company besides les1tng the product in the storage tank neither 
tested the contents in the pipeline nor the output from OHCU during GTR to ensure 
compliance to specification regarding ROE/NVM. Realisation of higher revenue tn May 
2005 due to price increase was a matter of chance and cannot be accepted as a 
justification for the avoidable expenditure. 

Thus, the Company's failure to drav. sample within the prescribed time and test the 
product in pipeline before dispatch resulted not only in failu re to assure quality but also 
an avoidable expenditure of Rs.2.97 crore. 

I 4.2.2 A voidable expenditure 

Failure to reduce the contracted demand resulted m avoidable expenditu re of 
Rs.1.22 crore towards demand charges. 

Tamil Nadu Electricity Board 's high tension (HT) power tariff stipulates that every HT 
con umer pay demand charges to the extent of 90 per cent of contracted demand or.the 
actual established demand whichever 1'.'I higher (Billing demand). In the event of actual 
demand exceeding the contracted demand, the consumer has to pay penal charges on the 
quantum of demand that exceeded the contracted demand. 
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Chennai Petroleum Corporation Limited (Company) had contracted for a maximum 
demand of 4,000 KV A since inception for ib Cauvery Basin Refinery (CBR). The 
Company reduced the demand to 3,250 KV A in July 1995 in view of installation of 
capti ve power plant of 4.7 MW2 (commissioned in 1996-97). Thereafter, the Company 
reviewed its requirement in January 2000 and July 200 I but retained the maximum 
demand at 3,250 KVA. 

Audit reviewed the monthly bill of CBR in respect of high-ten ion service connection 
No.27 for the period from April 2004 lo March 2007 and found that the recorded demand 
ranged between 580 and 2,000 KV A except in May 2004, January 2007 and February 
2007. The actual demand exceeded 1,000 KV A only in 10 out of 36 months during 200.+-
05 to 2006-07. However, the Company paid demand charges for 2,925 KVA being the 
billing demand (90 per cent of contracted demand) during the entire period <le..,pite 
operation of the captive plant for meeting hulk of its power requirement. 

In view of the installed capacity of the captive power plant and the past experience in the 
actual recorded demand. the Company did not red uce its contracted demand from 3.250 
KV A to 2000 KV A and thereby avoid payment of demand charges of Rs. 1.22 crore

1 

reckoned at Rs.300 per KVA on the differential billing demand of 1.125 KY A 4 for three 
years from April 2004 to March 2007. 

The Ministry stated (October 2007) that maximum demand was reduced from 4,000 
KY A to 3,250 KY A in July 1995 in view of installation of captive power plant of 4.7 
MW. Power requirement was reviewed and contracted maxi mum demand of 3,250 KV/\ 
was kept to meet power requirement in the event of shutdown of the captive power plant. 
It further added that considering the present operating level of the refinery at 0.6 
MMTPA, it had now been decided 10 reduce the contracted demand from 3,250 KY A to 
2,750 KYA. 

The reply was not tenable as CBR was not operated at fu ll capacity in any of the last five 
years ended March 2007 for want of crude of required quality. Further, even if the 
reduction of maximum demand to 2,750 KVA is taken into account, CBR had already 
foregone savings in expenditure of Rs.58.05 lakh5 during April 2004 to October 2007. 
Since operations of the refinery are pegged at 0.6 MMTPA, it is again necessary to 
review the proposed reduction of the contracted demand from 3,250 KY A to 2,000 KY A 
as reducing it to 2,750 KY A would entail recurring extra expenditure of Rs.2.02 lakh

6 
per 

month. 

Thus. the Company's fai lure to reduce the contracted demand based on past consumption 
pattern resulted in avoidable expenditure of Rs. 1.22 crore. 

1 Kilo Volt Ampere 
' Mega Watt 
1 R~.1.22crore= 1125x300x36 111011ths 
1 1,125 = 2,925 (90 per cent of 3,250) less 1,800 (90 per cent of 2,000) 
5 Rs.58.05 =450 x 300 x 43, 450 = (2, 925 (90 per cent of 3,250) less 2,475 (90 per ce11t of2,750)) 
1' Rs.2.02 lakh = 675 [(2,475(90 per celll of 2,750) less 1,800 (90 per cellt of 2,000)/xJOO 
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GAIL (India) Limited 

1../.3. l Waste/ ul expenditure 0 11 Liquefied Petroleum Gas marketing acthiitie.\ 

GAIL (India) Limited incurred an e:\penditure of Rs.3.07 crore on Liquefied 
Petroleum Gas ma rketing activities before the issues relating to the conditions 

I 
attached to the Ministry's approval to the same were resolved. Due lo non-viability 
of the conditions, the permission was finally withdrawn rendering the expenditure 
of Rs.3.07 crorc wasteful. 

GA IL !lmlia) Limited (Compan) ). eng,1geJ in the production of Liquefied Petroleum GJ-. 
( LPG J from atural Gas. sought the apprO\ al of the Ministr) of Petroleum and '.\,11ural 
Gas ( 1i111s1ry) for venturing into the acl1\ ll) of direct marketing of LPG. '' h1ch \\d'­

heing done by Oil Marketing Compames . The Ministry conveyed (h.:hruary 200'i J 11" 
apprcl\ al for marketing of LPG by the Company. Oil and atural Gas Corporatwn 
Limited (ONGCJ. and Reliance lndu:-.tne'> Limite<l v. ith effect from J Apri l 2006 -.uhjecl 
to the condition that the sale of hu lk LPG \\Ould not be more than 20 per ce111 of the total 
sale of LPG by the Compan). In .'\ugu-.1 2005. the Minislr) made the pernmsion 
operative with immediate effect 

Whtie the operational modalities for l'unctioning of the new entrants in LPG marketing 
were under consideration of the Minisl1'), the upstream companies were asked to prepare 
(October 2005) specific proposal on the ratio of domestic and non-domestic ..,ak !hulk 
sale Lo the industrial and comrncn:ia l sector) of LPG 10 he adhered to by the new entrant-.. 
In rl.!sponse the Company proposcd ,1 r.1110 15·85 for LPG sales in domcstic and non­
domestic sector for ne\\ c11trani.... The Compi.111) · s proposal \\as based on the ra11011alc 
that the Minist1') would not intend to allo'\ subsidy to the ne\\ entrants on the dome..,t1c 
-.egment and the Company \\ i-.hed 10 su-.tain the under-n::co\enes in the Jnme-.l!t: 
segment from bulk sales. '' h1ch ''as a profitable :-.egmcnl. 0. GC also proposed 10 

market its enti re share 10 bulk consumers The '>uggcsti on of the Company and Oi\IGC 
was 1101 accepted b) the Ministry and the Government ultimate!) withdre\\ the 
pernmsion !'or direct mark.ding of LPG h) upstream companies in Januar) 2006. till 
funher advice. 

11 was observed in Audit (October 2006). that before the Compan) had comprehensl\el) 
examined the viability of the scheme and the moda li ties of its operations were firmed up 
by the Ministry, it incurred an expenditure (up10 January 2006) on the appointment of 
mark.cling consultant and hiring business experts (Rs.2.09 crore). payment or salaries. 
perquisites and providing training f'or fi,e e'{et:utives recruited for LPG marketing 
including recru itment e\penditure <Rs.0.83 crore) and O\erseas visits for techno 
commercial discu<;sion ( R <;.0.15 crore l aggrega1111g Rs.:un crore which wa-, rendered 
\\a-.1dul due to v.ithdra\\al of the perm1s..,1on b) the Mini1.,tr). 

The Management stated (June 2007) that the matter was tak.en up with the M11mt1') to 
re\ 1cw ii... earlier decision but after exa1111nation of the operational issues relating to LPG 
marketing by new entrants the Min istry Jec1Je<l not to expand the list of existing LPG 

/11tlia11 Oil Corporation Lim ited, 11/tarat Petroleum Corporation Limited and Hi11d11.ftan i'l'troleum 
Corporation Limited 
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Mari..eting Companies. The Management added that the benefit of expenditure incurred 
on formation of LPG marketing strategy wou ltl be derived as and when the GOI decide., 
to allow the Company to market LPG directl). 

The Ministry stated (October 2007) that the Company was not ready to do LPG 
marketing in the expected proportion that would ha\'e resulted in reduction of suhsidy 
burden of the Government. It was, therefore. dec ided not to expand the list of existing 
Companies marketing LPG till further ad\'icc. 

The reply of the Management was not tenable. As the conditions attached to the 
Min1str) · s approval had financia l implications. the Company should not have incurred or 
commi1ted the expenditure on LPG mari..eting activities before resolution of the related 
i ... sue'.-1. nder the '.'lame circu1mtances 0 GC did not incur any expenditure on LPG 
mari..eting activities. Further. the permission having been withdrawn by the Ministr). the 
Company is unlikely to reap any benefit out of the consultancy and techno-commercial 
expendi ture incurred by it at a later date in vie\\ of the dynamic nature of the market. 

Thm. the Company incurred wasteful expenditure of Rs.3.07 crore on the LPG marketing 
act1vitie" in haste despite being aware that it was not feasible to comply with the 
condi tions laid by the Ministry. 

14.3.2 Loss of interest 

I 
- -

The Company suffered a loss of interest of Rs.1.13 crore by keeping funds during 
March 2006 to March 2007 with SBI at a lower rate of interest as compared to other 
banks. 

~- -~ 

G/\ IL (India) Limited (Company) , was operating non-interest bearing current accou nr 
with (i) State Bank of India (S BI ) since its inception in 1984 where collecti ons of the 
Compan) were deposited and (ii) HDFC Bank -.ince May 2002, which basically serviced 
employee's salary accounts. For earning interest on amounts lying idle in its current 
account. the Company opened an interest-bearing Corporate Liquid Term Deposit 
(CL TD) account with SBJ in September 2002. Under this arrangement, daily closing 
balances in the non-interest bearing current account in excess of a minimum balance of 
Rs.50 lakh were transferred to CL TD account that earned an interest at the rate of three 
per cent per a111111111 for 7 to 14 days and fi ve per cent per annum for 180 days to less than 
one year. 

In February 2003 the Company opened a current account with ICICI Bank for servicing 
employee's salary accounts and took up the mailer (2004-05) with HDFC and ICICI 
hanks to get a product similar to CL TD account operated in SBI. 

1 IDFC offered (July 2005) a similar product with rate of interest of NSE MfBOR quoted 
on the Reuters for that particular day less 0.25 per cent applicable for seven day period 
on amounts in excess of Rs.SO lakh in multiples of Rs. one crore each. This worked out to 
4.83 per cen t (i.e., 5.08 per cent less 0.25 per cent) at that time. ICICI also offered (July 
2005) a similar product with a rate or interest of 4.65 per cent per a1111111n for each single 
deposit of Rs. one crore or above for seven day period. The rates were subject to change. 

National Stock Exchange Mumbai Inter Bank Offer Rate 
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A" the rates offered b) the':ie hanl-.s v.ere higher compared to those off eretl h) SB I. the 
Compan} opened CLTD account':> ( h:hru.lr) 2006) with HDFC anti ICICI ,111d .tl-..o 
reque-.ted SBI to increase the rate'> hut could not get the matching mtere'>L rate-.. from )81 
I l o\\eH~r. it continued to keep funtl-, upto R-...120.95 crore 111 CLTD account \\'llh SHI at a 
lov.er rate a'> compared to the rate'> offered b) ICICI and HDFC. Con1.,equentl). dur111g 
the period March 2006 to March 2007. the Compan) earned an a\ erage rate of intcre-..t of 
8. 1 I 11er ce111 (in case of HDFC) and 6.23 per cent (in case of ICICI) whcn:as 11 earned 
average rate of 3.32 per cent from surplus tune.ls 111vcstcd wi th SBI result ing in lo"" ol 
interc-.1 of Rs. I . 13 crore . 

The ~anagement stated (March 2007 /Ju I) 2007 l that sufficient funds hat! to he \..ept at 
SBI a-.. 78 per cenr of all the pa) ment':i ''ere met through SBL The) 100\.. up the m,1ttcr 
\\ ith S 131 on regular ba-.i" for 111crca-.ing the rate of intcrc'>t resultant!) SB I incre.1-..eJ the 
rate" from 3 per cent to 3.5 /H'r n·111 from 23 .\ugu..,t 2006 and to 3 75 per cent from I I 
Decemhcr 2006. 

The reply of the Management ,,a.., not tenable. II SB I was not agreeable to nMlch its 
1nterc!'>t rate!'> '' ith those offered b) other bani-.-.. the surplus funds that were 1-.ept b) the 
Compan) 111 CLTD account with SBI after meeting the operational requirement':> rnu ld 
ha\e been tran!'>ferred to CLTD account '' 11h HDI·C/ICICI after a!'>..,e':istng the future 
requirements on week!) basts to earn belier interest. To meet the unforeseen e\lgcnc1es 
for meet ing payments to remote location-.. the funds could be transferred through RTGS 
system for which ICICI charged onl y Rs.320 per tram.acti on. 

Thu .... b) \..ecping surplu!) funds in CI:I D account v.ith SBI at a lower rate of intere..,t the 
Compan) suffered a los!) of R!->. I .11 crnre Junng Ylarch 2006 to Ylan:h 2007. 

The matter was reported to the M11mtr) in June 2007: repl) \\as ,rnai ted < 'member 
2007). 

Hindustan Petroleum Corporation Limited 

I 4.4. I Unproductive payment of i11ce11tive 

Inapt implementation of a new incenth c scheme on the basis of performa nce 
already attained by the employees a nd paid for under an existing incentive scheme 
led to avoidable payment of unproducth e incentive of Rs.76.26 crorc. 

The Government of India introduced productive incentive (Pl) scheme for payment of 
incentive lo the employees of I lindustan Petroleum Corporation Limited (Company) in 
1983. The amount of incentiYc payable on attainment of specific mile':itone-, a-. per 
applicable parameters of the ..,chcme "a.., -,ubJCCt to cei 1 ing!'> for t v. o categone.., of the 
emplo)ces 1·1;:: .. (i) employee" eligible lor profit -,haring bonu.., and (11) employee.., not 
eligible for such bonus. The Compan) 111troJuced another incentne ~chemc 11;::. 

Performance Linked lncentiYe ( PLI) ..,cheme 111 Januat") 1991 for the employee., \\ho 

Calculated n11 a co11servatfre basi1 by r1•duci111: R!> . une crore from the a111ou11ts kept a11d matured i11 
CLTD accu1111t with SB/ to allow for the float i11 the accou11t ll'ith the IC/Cl/HDFC. The lowt'r of the 
rates offered by ICICI and HDFC ba11 k1 had bee11 used. 
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were not eligible for profit sharing bonus. With effect from l January 1997. the 
Department of Public Enterprises (OPE) increased the limit for payment of performance 
linked incentives to 50 per cent of the basic pay and fi ve per cent of the distributable 
profit of the PSE. 

In April 2006. the Company decided to introduce a third incentive scheme 11::: •• 

Performance Related Incenti ve (PRI) scheme from the financial year 200-1--05. 
retrospectively. The PRI scheme was justified on the grounds that the amount of 
incen ti ve payable to the employees under the ex isting two incentive schemes was well 
within the ceilings prescribed by the OPE and a new and third (PRI) cheme could be 
introduced within the existing cei ling:--. 

The nev. :--cheme envisaged di:--tribution of PRI on the ba:-- is of performance of Strategic 
Business Unit (SBU) at first level. Incenti ves for team performance for all the employees 
was em isaged at second level. For payment of incentive for the years 2004-05 and 2005-
06 under the PR I scheme, the Company adopted the parameters that were applicable for 
the Pl scheme and disbur ed Rs. 16.30 crore and Rs. 16.50 crore for 2004-05 and 2005-06. 
respectively to the employees. On finding that the said limit of 50 per cent had not been 
exceeded in the year 2002-03 and 2003-04 also. the Company decided in October 2006 to 
implement the PRI scheme further back in time from 2002-03 onward:--. Again, the 
parameter applicable to the PI scheme for those years were applied and incentive of 
Rs.19.55 crore and Rs.23.9 1 crore for the year 2002-03 and 2003-04 respect~vely was 
paid under the new PRI scheme. Thus, an aggregate amount of Rs.76.26 crore was paid 
as incenti ve under the newly implemented PRI scheme. Incentive for the year 2006-07 
was yet (July 2007) to be paid. 

Audit observed (March 2007) that: 

(i) Payment of incentive under PRI scheme by adopting the parameters applicable to 
the existing PI scheme was irregular since the objectives of introducing the Pl and 
PRI schemes were different. Whereas the Pl scheme was based on achievement of 
productivity by the employees individually, the PRl scheme envisaged payment 
of incentive on the basis of performance achieved by various SBUs against five 
clearly measurable criteria, to be approved by a Committee of Functional 
Directors (CFD) as a part of the fir t level performance. The econd le vel 
performance applicable to all the employees envisaged adjudging performance of 
·'intact teams" under major SBUs. Criteria specific to the objecti ve of PRI scheme 
were not fi xed by the CFO at any stage and , therefore, adoption of parameters and 
milestones of an ex isting incentive scheme for payment of incentive under the 
new scheme tantamount to releasing of double payment for the same performance 
by the employees and exceeding the cei ling prescribed under the PI scheme. 

(ii) Implementation of the scheme retrospecti vely cannot be expected to motivate the 
employees for better performance than what had already been achieved and 
rewarded. Thus, implementation of the scheme retrospectively resulted in 
payment of unproductive incentive. 

The Management stated (March 2007) that the introduction of the PR! scheme had it~ 
genesis in the Justice Mohan Committee Report. While distribution of PRI effective 
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from the 1ear 2006-07 among 'ariou-. SB s would be carried out in line with their 
respective performance against targets , for the period prior to April 1006 1 · i~ .. 1004-05 
and 2005-06. it could only be linked with parameters set against the then existing scheme 
i.e., Productive Incentive. The new incentive scheme envisaged judging the performance 
of all major SBUs against targets set and the quantum of PR! was in line with OPE 
guidelines. It further stated that the Board approved (October 2006) implementation of 
PRI for 2002-03 and 2003-0-l as Pl wa-. restricted to 15 per cent as per OPE guide lines. 
The Ministr) while endorsing (August 2007) the reply of the Management justified 
payment of new incentive with retrospective effect stating that the Petroleum Sector was 
liberal ised effective 2002-03 and oil PSUs have to aggressively compete in the market to 

retain their market share and to sustain growth. 

The reply was not tenable. Justice Mohan Committee stressed on the necessity to ensure 
that the total package was related more to performance and profits of the companies than 
it was at present. Further. the Commi11cc nbsencd that performance related payments in 
public sector undertakings exi..,ted onl) in form and not in substance. By rewarding the 
employees by pa) ment of PRJ '' hich al read) stood rewarded by wa) of PL the Company 
rewarded productivity linked performance in form and not in substance. Thu'>, payment 
of PRI on the same parameters of Pl without achieving any additional benefits. that too 
retrospectively, was not justified. fa.tension of PRI scheme for 2002-03 and 2003-04 on 
the ground that PI was restricted to 15 per cent as per OPE guidelines only proved that 
the Company circumvented the guidelines and also Justice Mohan Committee's 
recommendations. Retrospective extension of the scheme from 2002-03 on the ground of 
liberalisation and increase in market share was not justified as there was virtually no 
competition in the retail and LPG segments that constituted 70 per cent of the Company's 
total turnover and in view of existence or suhsi<l) scheme. 

Thus, the manner of implementation of the PRI scheme was not in the best financial and 
professional interest of the Com pan) and appeared to be aimed at distributing the amount 
of profits available within the O\'erall ceiling prescribed by the OPE. The decision of 
Management resulted in excess pa) ment of Rs.76.26 crore. 

J.J..J.2 Avoidable payment of penal charges amounting to Rs.2.18 crore 

Failure to enter into an agreement with Visakhapatnam Municipal Corporation for 
the additional requirement of one lakh Imperial Gallons per Day for the period June 
2002 to August 2007 after the expiry of the previous agreement in May 2002 
resulted in avoidable payment of penal charges amounting to Rs.2.18 crore. 

A review of payments made towards water charges to 'Visakhapatnam Municipal 
Corporation (YMC) revealed that the Visakh Refiner) of the Company paid an amount of 
Rs.8.58 crore towards penal charges 1 for excess <lrawal of water from Meghadri Gede.la 
Reservoir (MGR) during the period June 2002 to August 2007. Prior to expiry of the 
agreement with YMC in Ma) 1002 the agreed quantity was 17 lakh Imperial Gallons per , 
Day- (UGO). At the time of renewal for the additional quantity of three LIGD sought by 
the Company VMC agreed to suppl] one LIGD from MGR and two LIGD from Tatipudi 

1 Surcharge@ JOO per cent for excess drawal of water 
! Twelve LJGD from Meghadri Gedda Reser"'Jir and 5 L/GD from Tatip11di Reservoir Scheme 

89 



Report o. CA I 1 of 2008 

Reservoir Scheme <TRS). As the supply from TRS was erratic and the Company was not 
able to draw the full quantity of five LIGD and therefore the Company excessively drew 
from MGR but without having entered into agreement with VMC for additional quantity 
from MGR. Failure to do so resulted in an avoidable payment of Rs.1. 18 crore towards 
surcharge for excess drawal of one LIGD of water from MGR during the period between 
June 1002 and August 2007. 

The Company in its reply stated ( M~y 2007) that renewal of the agreement was not done. 
considering the outgo of capital and the significant interest loss every year. 

The Ministry in its reply stated (August 2007) that if an agreement had been entered into. 
the Company would have been required to pay additional Capital Contribution Charges 
(CCC) of Rs. l0.20 crore and Advance Consumption Charges (ACC) of Rs.6.79 crore. 
The total interest on th is would have worked out to Rs. 13.64 crore @ 12 per cent per 
annum compounded at half yearly rests for a five year period which was higher by 
Rs.4.81 crore than the surcharge paid . Hence, it did not enter into agreement. 

The reply was not tenable in view of the fo llowing: 

(i) The values of additional deposits payable a given in the reply were not correct. 
Since the Company had paid CCC upto 25 LIGD in 1988 it elf no further 
payment was required to be paid. Also no ACC was payable uplo the quantity of 
17 LIGD. For an additional req uirement of one LIGD an amount of Rs.44.89 lakh 
was payable. This is also evident from the draft agreement dul y signed and 
furnished by VMC lo the Company in July 1002 and the correspondence made by 
the Company with VMC in September 2002. 

(ii ) The Company's contention that it had gained by not subm.itting the required 
deposits overlooks the fact that the benefit of interest worked out to only Rs.5.39 
lakh per annum on the additional deposit amount of Rs.44.89 lakh as against the 
average penal charges of Rs.4 1.46 lakh per annum. ln the process of avoiding an 
additional deposit of Rs.44.89 lakh the Company incurred avoidable expenditure 
of Rs.1. 18 crore towards penal charges. Further delay in entering into an 
agreement would on ly result in addi tional outgo on penal charges. 

Failure to enter into agreement with VMC for the additional quantity of one LIGD for the 
period June 2002 to August 1007 after the expiry of the previous agreement 111 May 2002 
resulted in avoidable payment of penal charges amounting to Rs.2. l 8 crore. 

14.4.3 Non-recovery of dues due to failure to encash the bank guarantee 

I Non-encashment of a bank guarantee despite the dues exceeding the value of 
available bank guarantees resulted in non-recovery of dues to the extent of Rs.1.91 
crore. 

Hindustan Petroleum Corporation Limited (Company) entered into a Memorandum of 
Understanding with M/s.You-Onc-Maharia (Customer) for supply of petroleum products. 
The Company obtained seven bank guarantees (BGs) worth Rs.4.25 crore from the 

@ 12 per cent per a 1111w11 
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Customer. The Customer's outstanding. as on November 2004 was Rs.4.7 1 crore. A-:, one 
BG fo r Rs. one crore wa-:, to expire on 3 December 2004, the Company sent ( 15 

ovember 2004) a letter to Bank for extcn-.1on/ encashment of BG. This was howe\er. 
not followed up by the Company to confirm before 3 December 2004 from the bank that 
the BG had been renewed/encashed. The BG C\pired and the Company could not reali-,e 
its dues from the customer. As of August 2007 the amount outstanding against the 
customer was Rs.1.9 1 crore including in tere-.t of Rs.91 lakh. 

The Ministry stated (August 2007) that the Company was confident of renewal of BG fo1 
Rs. one crore based on past experience \\ here the bankers renewed BGs well after their 
expir) also. Moreover, the customer had giH~n several assurances on having taken 
appropnate action at his end for renewal ot the said bank guarantee and when the part) 
failed to renew the bank guarantee, che other a\ ail able BGs for Rs.3.25 crore ''ere 
invoked. The Company has been in con:-.tant touch with the customer for reco\er) of 
outstanding dues. 

The repl) was not tenable as the purpose of BGs is to serve as a safeguard in the e\cnt of 
default in payment by the CU'-.tomcr. It wa~. therefore. essential lo encash/ renew the BG 
before its expiry especial!} as it was common knowledge with the Compan y that the 
part) had run into financial problems ..,ince .\ugust 2004. It is pertinent lo mention that 
the dues from the customer had exceeded the total security available with the Com pan). 

Thus, non-encashment of a BG despite the dues e.\ceeding the value of available BGs 
resulted in non-recovery of dues to the extent of Rs. 1.9 1 crore. 

I .J . .J . .J A voidable expenditure of Rs.1.32 crore due to delay in procurement of panels 

I Delay in procurement of panels resulted in extra expenditure of Rs.1.32 crore on 
~xcess fuel consu~tion. _ _ _ 

The Company placed (June 2005) a purchase order on original equipment manufacturer 
(OEM) for supply of 240 numbers of gi lled panels for replacement of damaged ones at a 
basic FOB price of Euro 1.35,200 I Rs. 78.44 lakh). The panels were receiYed in 
December 2005 and installed and commissioned in January 2006. In Apri l 1999 it had 
been decided by the Company that panels would he developed indigenously. Before the'>e 
efforts could fructify the inspection department noticed deterioration in panels in Ma) 
2003 and recommended replacement of panel:-.. 

Tt was observed in Audit that the cost of procurement was not significant compared to 
extra expenditure of Rs 72 lakh per w11111m on fuel consumption. A delay b] just one 
month would have meant extra fuel cost of upto eight per ce111 of the cost of the panels . 
GiYen the uncertainty of when the indigenous effort would fructify and the enormou-. 
benefits that would accrue from fuel sa\ ing there was a compell ing need to import 
immediately and defer the indigcnou.'> effort for future requirements. It was onl y in 
December 2003 i.e .. after a delay of seven months that a decision was taken to import the 
item'>. Subsequently a period of 18 months \\a" taken to place an order in June 2005 on 

Free 0 11 Board 
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proprieLary basis. There wa , thus, a delay of 22 months 1 resu lting in avoidable 
expenditure of R:-. . 1.32 crore on exces:-. fuel coll'iumption. 

The Ministry stated (August 2007) that the procurement of paneb tentati vely valued at 
Rs.5 I lakh was avoided/ def erred in April 1999 with a view to developing them 
indigenou:-.ly. Since procurement of panels was postponed by six years from 1999 to 2005 
Lhcre was a saving of Rs.65 lakh. They f unher sLaLed LhaL bonafidc indigenisation attempt 
was made as iL would have been a long term solution, resulting in considerable cost 
savmg'> 

The aho' c reply was noL tenable. The sa\ ings of Rs.65 lakh computed by the Company 
by comparin g the procurement cost in 2005 with the price quoted by the supplier in 1999 
was not relevant. Audit has neither commented adversely on the non procurement in 1999 
nor about the indigenous efforts made subsequent to 1999. The need for procurement of 
panels was cons idered essential in May 2003 when the inspection department 
recommended replacement of panels and the Company needed to take urgent action for 
replacement of panels. 

Thus, delay in procurement of panels resulted in extra expenditure of Rs. 1.32 crore on 
excess fl:el consumption. 

Indian Oil Corporation Limited 

14.5.l Unfruitful expenditure 011 infrastructure due to unsuitable feed stock 

Expenditure of Rs.43.29 crore by Indian Oil Corporation Limited on creation of 
infra tructure for production of Butene-I proved unfruitful due to failure in 

1 ensuring the guaranteed quality of feed stock. 

Indian Oi l Corporation Limited (10CL) approved (June 1996) a project for setting up a 
Butene plant at GujaraL Refinery {GR) for production of Butene (C4). The Company 
approved (October 1997) award of the job of supply of proces knowhow, proprietary 
catalyst and other relevant services for installation of Butene-I plant Lo M/s. lFP. France. 
the licensor. As per the Technology Tran fer Agreement (TI Agreement) with Lhe 
licensor, a guaranteed ·nil' level of sulphur (impurities in charge) in the raw C4 charge Lo 
the first disti llation column was envisaged. 

The Company commissioned (March 200 I) Butene- I plant at a cost of Rs.43.29 crore 
with a capacity of 16,500 MT per w11wm. Between March 2001 and October 2001, the 
plant could produce only 250 MT or Butene-I and the sulphur level in the feed was 20 
ppm2 '"' hich the catalyst could not tolerate. Therefore, the plant was shut down from 
November 200 I till trials fo r rcsta11ing it commenced in June 2004. To bring the su lphur 
content within acceptable limit, the licensor provided replacement charge of catalyst free 
of cost in June 2004.The Company could not operate the plant from October 2004 to July 
2005 when the ancillary unit i.e., Methyl Tertiary Butyl Ether (MTBE) Unit was shut 
down due to a fire accident. After re-commissioning of the ancillary unit in August 2005, 

1 .4.fter allowing a margin of three 111011ths fnr placement of order 011 a proprietary basis 
~ Parts per millio11 
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the Company could still not operate the Butene-I plant as catalyst in another unit (SHU ) 
did not function due to nitrogen and sulphur contaminations. The Company loaded fresh 
charge of catalyst in Butene- I SH U section and started tri al runs again in January 2006; 
however, desired results could not be achieved. Except for negligible production of 250 
MT ( 1.5 per cent of installed capacity) of Butene-I in 200 1-02, 6 MT (0.04 per cem) in 
2003-04 and 35 MT (0.2 per cent ) in 2004-05, there was no production of Butene- I since 
commissioning of the plant in March 200 I. 

In its accounts for 2004-05, the Company provided Rs.20.57 crore towards impairment of 
this asset mainly because of underutili ~at ion of the capacity. 

The issues of substandard qualit)' of Butene- I produced by the plant upto October 2001 
and the shut down of plant in No\ ember 200 I was first raised by Audit in March 2003. 
The Management stated (July 2003) that the customers demanded Butene-I product with 
less than one ppm of sulphur which was not possible with the available crude mi x 
processed at Gujarat Refinery containing around 25 to 30 per cent weight of imported 
high sulphur crude processing. The Management also stated that production would re­
start in 2003-04 after modifi cations to reduce sulphur content to acceptable levels. In a 
follow up, Audit observed (February 2006) that the Management did not take cognisance 
of the fact that imported crude with high sulphur formed a substantial portion of crude 
being processed at GR despite envisaging a 'nil' sulphur level in the raw Butene feed at 
the design stage. The Feasibility Report (FR) laid stress on supply/demand and 
profitability issues rather than the availability of requi red quality of feed. 

Thus, creation of processing fac ilities for production of Butene-I without ensuring the 
quality of feed stock resulted in idl ing of the plant even after six years of its 
commissioning and consequential un frui tfu l expenditure of Rs.43.29 crore. 

The Management stated (March 2007) that: 

(i) the specification of Butene (C4) raffinate obtained from the process licensor of 
MTBE plant (having no speci fi cation on sulphur content) formed the basis for 
feed specification for Butene-I although 300 ppm sulphur was shown in the 
MTBE product. This was incorporated in the notice inviting tender (NIT) for 
selection of process licensor of Butene-I. The specifications of su lphur in 
feedstock for Butene-I was, therefore, of no relevance for unit design 
considerations; 

(ii) Mis . Axens (the process licensor) had a detailed review of the upstream units and 
expressed that the probable solution could be installation of an efficient Merox 
facility at Fluidised Catalytic Cracking (FCC) Unit to bring down sulphur content 
in MTBE feed fo llowed by molecular sieves fot removal of residual impurities 
viz., sulphur, nitriles and arsen ic. Extracti ve Merox Unit for treating FCC Unit 
Liquefied Petroleum Gas (LPG) was approved under Residue Up-gradation 
Project scheduled for completion by October 2009. 

• Selective Hydrogenation Unit 
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The Ministry also replied (August 2007) on similar lines adding that for producing on 
grade Butene-I, number of trials were taken by the process licensor Mis. Axens including 
feed quality modification and change of catalyst but on grade Butene-1 product could not 
be produced and the process licensor, a leading licensor of international repute, was 
unable to pinpoint the real cause of the problem. 

The reply of the Management and the Ministry was not tenable as: 

(i) the TI Agreement categorically stipulated guaranteed figure of 'nil' sulphur 
(impurities in charge) in the raw C4 charge to the first distillation column. The 
Annual Operation Report of the Company for 2006-07 stated that the plant 
was idle and as per the licensor, suitable feed was not available for making the 
product. 

(ii) the remedial measures taken by the Management were basically aimed at 
removing sulphur content in MTBE feed which would form the feedstock to 
Butene-I plant and, therefore, was relevant in the unit design. As such, the 
sulphur content in the feed, a critical input in the design was overlooked by 
the Management in going ahead with the project. 

14.5.2 Wasteful expenditure on exploration project 

Inadequate study and non-assessment of the commercial viability of the exploration 
ro · ect b the Com an , led to wasteful ex enditure of Rs.28.44 crore. 

With launching of the New Exploration Licensing Policy ( 1999), Indian Oil Corporation 
Limited (Company) entered into the business of oil and gas exploration by participating 
in the Exploration and Production (E and P) joint ventures. Out of a total of 18 blocks 
where the Company had participated in E and P joint ventures, Audit reviewed the E and 
P joint ventures for two blocks• during audit in January 2007. These blocks were awarded 
to the Consortium of Oil and Natural Gas Corporation Limited (Operator), Oil India 
Limited, GAIL (India) Limited and Gujarat State Petroleum Corporation Limited, for 
which, Production Sharing Contracts (PSC) were signed with the Government in July 
2001. The Company had a 15 per cent participating interest in both the blocks. 

As per the PSC, the Consortium was required to complete the minimum work programme 
(MWP), failing which, it was liable to pay to the Government an amount equivalent to 
the amount required to carry out the unfinished MWP. The details of MWP for Phase-I of 
these blocks was as under: 

Name of block Exploration period Number of 
wells to be 
drilled 

MB-DWN-2000/l Four years Three 

(Block-I) (16 August 2001 to 15 August 2005) 

MB-DWN-2000/2 Four years Three 

(Block-2) (16 August 2001 to 15 Auiwst 2005) 

' MB-DWN-200011 and MB-DWN-200012 
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It was noticed in Audit (Januar) 2007) that before finalising the prospects for drilling in 
the above blocks, the consortium obtained the advice of the independent consultant who 
advised that all the prospects identified by the Operator were non-viable and 
recommended the Consortium to obtain additional data. The Operator, however, dri lled 
(January 2004 to August 2004) a location identified by it as the best of the planned 
locations, which proved to be dry. The Consortium then planned to go for additional 2D 
seismic survey along wi th integrated regional study of the deepwater block during 2005-
06 for assessing the hydrocarbon potential. This required extension of permit for 
exploration of the blocks till August 2006. While the extension was being pursued with 
the Ministry, the new extension policy was announced in March 2006 whereby the blocks 
stood relinquished as on 15 August 2005 and the Consortium had to pay a penalty for the 
cost of unfinished MWP. Thus, only one well was drilled during the pha e-1 of the 
project. The expenditure of Rs.28.44 crorc1 on the blocks, being the share of the 
Company, was rendered wasteful. 

The Management stated (March 2007) that the operator went ahead with drilling of the 
best identified location as no well in formation v.as a\ailable in the entire region to 
validate the interpretation . Management added (July 2007) that while bidding for these 
deepwater blocks in 2000, the data avai lability was meagre and hence the interpretation 
was also sketchy. The Compan) had the participating interest and depended on the 
experti se of the Operator. The Ministr) also furnished the same reply (August 2007). 

The reply was not tenable as whi le ex ploration and production was based on many factors 
all not entirely known, the Compan) should have at its end assessed the prospects 
independently and more comprehensively before investing funds in E and P joint venture 
which had inherent risks and in which it had no operating control. 

Thus, lack of due and diligent rish. assessment before participating in an E and P joint 
venture, resulted in wasteful expend iture of Rs.28.44 crore. 

14.5.3 Idle investment in Sulphur Recovery Unit 

~
he Company's fa ilure to realistically assess the design parameters of available 
puts resulted in idle investment of Rs.19.79 crore on Sulphur Recovery Unit and 
terest liability of Rs.1.99 crore on the investment. . 

Indian Oi l Corporation Limited (Company) approved the installation of Hydrotreating 
facilities at Digboi refi nery of Assam Oil Division at an estimated cost of Rs.343 crore in 
Februari' 1999 with the objecti ves of meeting the improved specification of cetane 
number (48) of High Speed Diesel (HSD), reducing the sulphur content in HSD, up­
gradation of Light Diesel Oil and bringing about overall reduction in emissions. The 
Hydrotreating facilities consisted, inter alia, of Hydrotreating Unit (HOT), Hydrogen 
Unit (HGU), Amine Absorption Unit /Amine Regeneration Unit (AAU/ARU), Sour 
Water Stripper Unit (SWSU) and Sulphur Recovery Unit (SRU). SRU, with a daily 
capacity of three MT was included in Hydrotreating facilities for recovery of sulphur 

1 Rs. 16.89 crore towards actual expenditure or1 the block, Rs. I 1.55 crore being the penalty for 
unfinished MWP 

2 Ceta11e number is a measure of the ig11ilior1 quality of the Juel 
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from acid gas and sour gas coming out from HDT and from SWSU respectively before 
flaring the ga es. The design capacity of SRU was based on the assumption of an hourly 
Hydrogen Sulphide (H2S) feed of 138.4 kg per hour and design sulphur content of 2, 11 O 
parts per millions in the HSD feed stock. 

SRU was commissioned at a cost of Rs. 19.79 crore in November 2005. As the sulphur 
content in the crude and hence in the HDT feed was low, H2S content in acid gas and 
sour gas was considerably low at around 39 per cent of the design parameter. Against the 
design requirement of 138.4 kg per hour of H1S, actual availability of H1S at the 
prevailing capacity utilisation of the refinery was 37.6 kg per hour. Consequently, the 
Company could operate the unit for only 21 days since November 2005 and produced 
20.6 MT of ulphur. The SRU has remained 'shut down' s ince January 2006 due to low 
feed availability. As SRU was not operational H2S wa burnt in the acid flare without 
recovery of sul phur. However, Digboi Refinery could meet the desired sulphur emission 
norms without operation of SRU. 

The Ministry stated (July 2007) that SRU installed at Digboi refinery was of a very small 
capacity in line with feed availability. Operating such small SRU with lower feed rate 
had resulted in non-operation of SRU. In order to overcome the problems, process 
modification job was carried out at a cost of Rs.0.77 lakh and the plant was put into 
operation on June 2007. 

The contention of the Ministry was not tenable. Actual crude availability during 2006-07 
was 90 per cent of the installed capacity despite which it could not meet the design 
hourly feed requirement. The Company could not get the desired feed for running the 
SRU due to lower sulphur content in crude as well as in the feed to SRU as compared 
with the desired sulphur content. Further, problem in operation of SRU had not been 
removed even after process modification and the Company could operate the unit for one 
day only in July 2007 and the unit remained shutdown ti ll date (August 2007). The 
Company should have envisaged the problem of running small capacity unit during 
feasibility stage itself. 

The Company's failure to realistically assess the design parameters of available inputs 
resulted in the investment of Rs.19.79 crore on SRU which is non-operational. Besides 
the Company has incurred an interest liability of Rs. l .99 crore on the investment. 

14.5.4 Avoidable expenditure of Rs.9.07 crore 

Due to delay in augmenting the captive generating capacity to meet the demands of 
the new projects the Company incurred an avoidable expenditure of Rs.9.07 crore. 

The Ind ian Oil Corporation Limited (Company) approved (1998-99) three new projects• 
for quality improvement and yield maximisation of its Guwahati refinery. The projects 
were to be commissioned between December 200 I and May 2002. It was envisaged 
(February 2000) that the additional power requirement of 6.092 MW for the new projects 
would be met from its captive thermal power station with two turbo generator (TG) sets 
of eight MW each. In February 2000, based on the Basic Engineering Design Package of 

• Hydrotreating unit, JSOSIV u11iJ and IDMAX unit along with allied facilities 
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the new projects, refinery estimated a total power requirement of 15.6 MW that could he 
met by the existing TG sets running simultaneously. However, since this arrangement 
would leave the refinery with no standby atTangement and may reduce the reliability of 
refinery operation, the Company proposed to install one I 0 MW TG set. In June 200 I, 
the proposal was revised for a 15 MW TG which was again revi sed in Novemher 200 I to 
12 MW Steam Turbo Generator (STG) set. There was no change in the expected 
additional power demand for new projects. The proposal for 12 MW STG was approved 
in March 2003 with a completion schedule of December 2004 with efforts to complete 
the project ahead of schedule. The new STG was commissioned in December 2005 at a 
cost of Rs.29.70 crore after a delay of 12 months. 

In the meantime. the three new projects were commissioned between January 2002 and 
June 2003. A<:i there was mismatch in the commissioning of STG with the commi:-.sioning 
of new projects. the refinery faced continuous power shortage of around 3 MW in 
operating the new projects. To meet the power shortfall. in the short term the Company 
contracted (October 2002) diesel generator (DG) sets for one year commencing February 
2003. The contract continued till February 2006 and the Company paid Rs.9.07 crore as 
hiring and operating costs. 

It was observed in Audit (September 2004) that the Company failed to assess the power 
requ irement at the time of approving the three new projects in 1998-99 and therefore. did 
not timely take action to augment its capti ve power generation capacity. Moreover, even 
after identifying the future requirement of power based on the realistic data available in 
February 2000, the Company took an undu ly long time (37 months) to finally commence 
the STG project. Thereafter also. the implementation of the project was delayed by 12 
months due to slippages at various stages, mainly in awarding the contract which took 
fou r months. Another eight months were lost in delivery of equipment by BHEL due to 
delays in finalising the pipe layout by the Company. This resulted in avoidable payment 
of hiring charges. of Rs.5.86 crore

0 

in addition to extra fuel cost of Rs.3 .21 crore on 
generation of power by running DG \ets. 

The Ministry while accepting (July 2007) the facts stated that due to non-availability of 
Assam Crude during 2001-02 and 2002-03 the requirement of power was under constant 
review and approval of additional STG was accorded after examining all possible 
situations and when operation of the refinery at fu ll capacity was assured. 

The contention of the Ministry was not tenable as in approving the new projects, the need 
for additional power should have been integral to the projects. Also, the operation of the 
refinery at full capacity would have been assured only when the power requirement was 
assured too. Further most of the new projects are quality improvement and pollution 
control projects and not capacity enhancement projects. 

Thus, due to failure to ensure augmentation of power generating capacity in time to meet 
the additional demand of new projects. the Company incurred avoidable expenditure of 
Rs.9.07 crore on power generation. 

· After adjustment of interest saving on capital cost 
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14.5.5 Avoidable expenditure on transportation of bulk Liquefied Petroleum Gas 

The Company failed to remove its operational bottlenecks for optimum utilisation of 
unloading bays in time. Consequently, it failed to minimise transportation cost on 
bulk Liquefied Petroleum Gas movement and incurred avoidable transportation 
cost of Rs.3.60 crore. 

The bulk Liquefied Petroleum Gas (LPG) requirement for the Patna LPG Bottling Plan t 
(BP) of Indian Oil Corporation Limited (Company) was being sourced mainly from 
Barauni in Bihar, Mathura and Auraiya in Uttar Pradesh and Haldia in West Bengal. 
There are two routes from Barauni to Patna BP for movement of bulk LPG having 
certified Return Trip Kilo Metre (RTKM) of 344 (shorter route) and 8 13 (longer route) 
respectively. On shorter route, there is a rail cum road bridge on river Sone near Koelwar. 
Due to height barrier and low available turning radius on the bridge, only smaller Tank 
Trucks (TT) of 13 MT (carrying capacity of 12.5 MT) or less capacity are a llowed to 
cross this bridge. Thus, the smaller TTs fo llow the shorter RTKM of 344 for bulk LPG 
transportation while bigger TTs having capacity of 18 MT (carrying capacity of 17 .5 MT) 
follow the longer route. Thus, transportation of bulk LPG from Barauni to Patna BP 
through bigger TT is costlier than through smaller TTs. 

Average daily bottling requirement of bulk LPG for Patna BP ranged from 403 MT to 
484 MT during 2003-04 to 2005-06. Thus, unloading quantity of about 500 MT has to be 
maintained to avoid a poss ible dry out of the Plant. As worked out by the Management, 
30 per cent (i.e. , 150 MT) of that requirement could have been met through smaller TTs 
with the existing eight unloading bays having daily unloading capacity of 32 TTs in four 
batches and therefore, it could transport 4 ,000 MT of LPG in a month using smaller TTs. 
However, the unloading capaci ty of bays was limited to 24 TTs due to the availability of 
only three compressors instead of four at the unloading bays. Due to this limitation, the 
Company was compelled to use bigger TTs following the longer route. 

It was observed in Audit (May 2005) that tho ugh the Company identified the requirement 
of one additional vapor compressor as early as June 2003 and it was shifted from 
Jameshedpur bottling plant to Patna bottling plant in September 2003, it was 
commissioned only in October 2005. Audit analysis revealed that during the years 2003-
04 to 2005-06 (upto September 2005) the Patna BP received 97, I 05 MT of bulk LPG 
from Barauni, out of which 27 ,390 MT of LPG was received through smaller TTs. Had 
the Company augmented the compressor capacity in 2003 and monitored the LPG 
movement properly, Patna BP could have received 77,192 MT 1 of LPG through smaller 
TTs. As the difference in freight charges between smaller TT and the bigger TT ranged 
from Rs.7 15. 19 per MT to Rs.735.75 per MT during that period, the shortfall in 
transportation of 49,802 MT2 through smaller TTs resulted in an avoidable expenditure of 
Rs.3.60 crore on transportation of bulk LPG. 

The Ministry stated (November 2007) that though actions were initiated early for 
commissioning of the compressor the same could not be achieved mainl y due to delay on 

1 Calculated based 011 maximum availability of 4,000 MT per month of actual LPG received from 
Barau11i Refi11ery through smaller IT which ever was higher 

2 77,192 MT less 27,390 MT 
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the part of some of the parties engaged for the work. After augmentation of compressor 
capacity in October 2005. upliftment of bulk LPG ex-Barauni for Patna BP wa-. being 
made b} smaller ITs onl) . Thus. smaller ITs were optimally utilised to the extent 
feasible. 

The contention of the Ministry was not tenable. Though the Patna BP identi fied the 
requirement of additional compressor in May/June 2003 and received the compressor in 
Septemher 2003, action for procurement of pipelines, valves and other equipment for 
commissioning of compressor was not taken till January 200..+. The last purchase order 
for spares was issued only in Ma) 2005 and the compressor was commissioned in 
October 2005. 

Thus, the Company's failu re to timely remove operational bottlenecks and monitor the 
commissioning by the compressor for optimum utili sation of unloading hays led to an 
avoidable transportation cost of Rs .3.60 crore on bulk LPG movement. 

1./.5.6 Wasteful expenditure and idle investment 

I IBP Company Limited could not dispose of the land acquired in 1999 at a cost of 

~
Rs.4.59 crore for additional product storage project subsequently abandoned in 
2002. This resulted in loss of interest of Rs.1.90 crore on idle investment on land 
besides wasteful re-o erative expenditure of Rs.1.14 crore. _ ~ 

IBP Co. Limited (Company) purchased ( 1999) 19.697 acres of land at lrumpanam, Kochi 
from Government of Kerala at a cost of Rs.2.92 crore to develop add itional product 
tankage project. Subsequently, the compensation payable co the owners of the land wa-, 
enhanced in terms of orders issued by the Sub Court, Ernakulam (July 2001) and the total 
payment made by the Company to the landowners as on 31 March 2007 was Rs.4.59 
crore. In addition, the Company incu1Ted Rs.1.14 crore as pre-operative expenses on 
security services, consultancy charges. legal fees. etc., for the above project. 

The Company was taken over hy Indian Oi l Corporation Limited (IOCL) in February 
2002. In view of the adequate IOCL faci lities at Kochi the Company decided in January 
2003 to drop the project, write off the pre-operati ve expenses and surrender the land to 
the Government of Kerala. As the Government of Kerala did not permit surrender of 
land, the Company decided to dispose it of. The land was yet to be disposed of (June 
2007). 

The Ministry stated (August 2007) th at as per the pre-feasibility report prepared in 1997 
the project was technical ly feasib le and economica lly viable. However when the 
Company was taken over by lOCL in February 2002 it was decided to drop the project as 
IOCL would cater to the combined needs of both IOCL and IBP. 

The reply was not tenable as the Company was taken over by IOCL in February 2002 but 
the proposal for disposal of the land was approved finall y in January 2003 after a delay of 
nearly one year. As of September 2007 the Company has neither disposed of the land nor 
has made any alternate util isation even after a lapse of more than five years from the 
Company's takeover by IOCL. 
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Thus. non-disposal of the land acquired for a project subsequently abandoned has 
resulted in a loss of interest of Rs. I. 90 crore • on blocked funds, excluding enhanced 
compensation, besides rendering the pre-operative ex penditure of Rs. J. J 4 crore wasteful. 

14.5.7 Loss due to payme11t of higher tra11sportatio11 rates 

The Company did not fix separate rates for product transportation over hilly and 
plains terrain while road bridging resulting in extra expenditure of Rs.1.02 crore 
due to payment of hill rate for distance covered in the plains. 

Assam Oil Division of Indian Oil Corporation Limited (Company) meets the demand for 
petroleum products of its Silchar Depot in As am from Guwahati Tap Off Point (TOP). 
The Yairangtee Depot in Mizoram receives products from Silchar Depot through road 
bridging. The round trip distance in Kilometer (RTKM) to Yairangtee Depot from Silchar 
Depot, comprised transportation over hilly and plains terrain with plains constituting 
88.88 per cent of the total di stance. · 

Audit observed (March 2006) that the transportation contract for su pply of products to 
Vairangtee Depot, effective during 2004-05, was finalised at rates applicable for hilly 
terrain only. In the absence of separate rates for hills and plains, payment was made at 
hill rate for the distance covered through plains. During the period, 2004-05 to 2006-07 
(upto November 2006) the Company supplied 129130 KL of petroleum product to 
Yairangtee Depot ex-Silchar. The rates per KL per RTKM applicable for hills were 
higher than the rates for plains by Re.0.82 and the Company incurred extra expenditure of 
Rs. 1.02 crore on transportation of products during the said period. 

The Ministry stated (August 2007) that the Company had always maintained composite 
rate without considering any concept of hills or plains and, thus, the transportation 
payment for above road bridging had been made as per contracted rates. The Ministry' s 
contention was not acceptable since considerable portions of the route to Yairangtee 
Depot ex-Silchar was through plains, but the Company specifically called for hill rates for 
the entire route and accordingly finalised the tender. Moreover, post audit, the Company 
finalised the transportation contract with effect from l January 2007 for the same route at 
separate rates for hills and plains. 

Thus, the Company 's failure to fix separate transportation rates for hms and for plains 
while finalising product transportation tenders resulted in extra expenditure of Rs. 1.02 
crore. 

• lllterest @ eight per cent per annum 011 Rs.2.92 crore from May 1999 (last payment made ill April 
1999) to June 2007 
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Indian Oil Corporation Limited, Bharat Petroleum Corporation Limited and 
Hindustan Petroleum Corporation Limited 

14.6. 1 Loss due to sale of Liquefied Petroleum Gas at subsidised rate to ineligible 
customers 

Oil Marketing Companies viz., IOCL, BPCL and HPCL incurred avoidable loss of 
revenue of Rs.47.14 crore on sale of Liquefied Petroleum Gas at concessional rate to 
ineligible category of customers during_ the period July 2002 to April 2003. 

In pursuance of the GOI decision of March 1987, Oil Marketing Companies (OMCs) l'i::. .. 
Indian Oil Corporation Limited (IOCL), Bharnt Petroleum Corporation Limited (BPCL) 
and Hindustan Petroleum Corporation Limited (HPCL) were selling packed Liquefied 
Petroleum Gas (LPG) to seven specific categories of non-domestic customers at 
subsidised rates applicable to domestic customers. The concession continued even after 
dismantling of administrative price mechanism and de-regulation in oil sector with effect 
from 1 April 2002. The GOT, on 3 Jul) 2002, withdrew the concession available to these 
seven categories of customer. . However, the OMCs continued to sell LPG to these 
customers at subsidised rates. 

On 29 January 2003, the GOI reintroduced the scheme of sale of LPG to three categories 
of non-domestic customers at domestic (subsidised) rates and on 29 April 2003 for the 
remaining four non-domestic categories of customers. However, the GOl rejected 
(September 2003) as non-admissible the subsidy claim of OMCs for the LPG sold to 
these seven non-domestic customers at concessional rates for the interregnum period of 3 
July 2002 to 29 January/April 2003. 

Audit observed (December 2006) that the Oil industry had made another request to the 
GOI in January 2005 for reconsidering their claim. The GOl again intimated (March 
2005) the OMCs that their request of January 2005 was re-examined and that there was 
no change in its stand as the Oil Companies had acted against the Government's direction 
in the matter during the interregnum period. Consequently, the OMCs were saddled with 
an avoidable Joss of revenue of Rs.47 . 14 crore • on account of sale of LPG at subsidised 
rate to ineligible category of customers during the period July 2002 to Apri l 2003. 

The Managements of the OMCs replied (March/April 2007) that on receipt of the GOi's 
instructions withdrawing the concess ional rate, Oil industry represented for continuing 
the scheme for exempted category of the customers. Since no response was received from 
the GOI, it was presumed that the industry's proposal was under active consideration of 
the Government and the OM Cs did not consider the list of exempted category customers 
as withdrawn. The OMCs further stated that as majority of these categories are 
Government agencies, withdrawal of subsidy from such category of customers would 
mean one arm of the Government collecting additional amount from the pocket of 
another Government organisation. 

Reply of the OMCs was not tenable. The GOI order of July 2002 was very clear that the 
OM Cs were- not entitled to reimbursement of subsidy extended to the seven categorie. of 

· IOCL:Rs.31.58 crore, BPCL:Rs.9.48 crore and HPCL:Rs.6.08 crore 
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consumers. It was, therefore, incorrect on the part of OM Cs. to extend the concession on a 
presumption . Even if the request for rel>toration of the subsidy to these customers was 
under consideration of the Government, the OMCs should have withdrawn the 
concession as a prudent management decision pending final decision of the Government. 

Thus. failure to adhere to Government directions and imprudent decision to continue sale 
of LPG to no n-domestic customers at subsidised rates resulted in loss of revenue of 
Rs.47. 14 crore. 

The matter wa reported to the Ministry in June 2007; reply wa awaited (November 
2007). 

Oil and Natural Gas Lorporation Limited 

14. 7.1 Loss due to sale uj crude oil containing basic sediments and water content 
above the norm 

Failure to upgrade and create facilities to contain the basic sediments and ~ 
content in the crude oil supplies within limits resulted in loss of revenue of Rs.96.96 
crore. 

Oil and Natural Gas Corporation Limited (Company) entered (April 2002) into a 
Memorandum of Understanding (MOU) with Indian Oil Corporation Limited (IOCL) for 
ale of crude oil from April 2002 to March 2004. The sale price was subject to di count at 

s lab rates in case 'basic sediment and water' (BSW) content in the crude oil exceeded 0.2 
per cent by volume. The MOU was to be replaced by 'crude oil sale agreement' (COSA), 
which however, was not signed and the Company continued to supply crude oil under the 
terms and conditions of the MOU (October 2007). 

Till March 2002 when the administered price mechanism was dismantled, the admissible 
level of BSW in crude oil supplies was one per cent and the infrastructure facilities 
established by the Company were designed to meet this level. In the absence of adequate 
facilities to contain the level of BSW at 0 .2 per cent or below, crude oil supplied by the 
Company from its western onshore field (North and South Gujarat) to IOCL contained 
BSW ranging between 0.21 2 per cent to 1.378 per cent during the period from April 
2002 to April 2007 and IOCL received a discount of Rs. 107.41 crore from the Company 
on this account. 

Audit observed (November 2006) that though the Company had entered into the MOU in 
April 2002 requiring higher quality specifications of crude oil for realising full sale price, 
it did not upgrade its facilities in time to contain the level of BSW upto 0.2 per cent in the 
crude oil. Supplies of crude oil, in the fi ve years following the signing of MOU, generally 
exceeded this bench-mark. The supplies from North Gujarat onshore during the period 
exceeded this limit in 57 o f the 67 months from April 2002 to October 2007; and the 
BSW content in the crude oil supplies from South Gujarat onshore of the Company 
exceeded 0.2 per cent in 48 of the 58 months (from April 2002 to October 2007\ The 

• The Company was able to maintain BSW level within the agreed limit in the crude supplies from South 
Gujarat onshore during the period August 2006 to April 2007 by close monitoring, increasing the 
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Company sustained loss of revenue of Rs. I 07.41 crore between April 2002 and October 
2007 due to it!> failure to maintain the BSW level within 0.2 per cent. Audit observed 
that Eastern and Mumbai Regions of the Company also gave discount of Rs.53 .:n crorc 
to various refineries on account of high level of BSW in the crude oil during the period 
from April 2002 to September 2006. The Company initiated action for upgradation of its 
facilities in North Gujarat only in February 2004 by making a reference to its internal 
institute viz., Institute of Oil and Gas Production Technology (IOGPT). The Company 
directed (December 2005) all Assets to take appropriate action to reduce BSW content. 
These instructions were reiterated in June 2006 and November 2006 due to continuing 
upward trend in discount allowed for BSW. As the corrective action was yet (October 
2007) to be taken. the Company continued to sustain losses due to higher BSW levels . 

The Man~gement stated (May 2007) that in vi.cw of the high level of water content in 
crude oi l, IOGPT conducted a stud} on a reference made by its Ahmedabad Asset and the 
Institute submitted its repor~ in December 2004. However, before receipt of the report, 
action for construction ofone 30,000 cubic metres tank had been initiated by the Asset 
which as per policy decision was ref erred to the Offshore Design Group, Baroda for 
p;-eparation of bid document and cost estimates. Thus, the Company claimed, action had 
been taken to meet revised standards of BSW. The Ministry replied (November 2007) on 
similar lines. As regards Mumbai Region, the Ministry stated that in the given field 
conditions total BSW content could not be removed due to process limitations. both at 
off shore and at Uran plant but by and large offshore fields were able to maintain the 
BSW in the requisite range. In respect of Eastern Region, the total BSW content could 
not be removed due to process limitations. The Ministry added that the COSA could not 
be finali sed due to various reasons. Pending fresh MOUs, existing arrangement was 
con tinued. 

Reply of the Management/Ministry was not tenable, as e\en if we accept the claim that 
steps were initiated in time, fact remains that even after four years, the Company had not 
been able to maintain the stipulated level of BSW. The reference was made to IOGPT 
only in February 2004 i.e., after two years from signing of MOU. Even after reckoning 
two years from April 2002 i.e., the date of signing MOU, for upgradation of facilities , the 
facilities could have been put in place by April 2004 and the Company could have 
avoided the discount allowed to the extent of Rs.96.96 crore· from April 2004 to October 
2007. Timely finalisation of COSA for replacing the MOU which expired in March 2004 
would have provided an opportunity to the Company to review and, if possible, revise the 
stipulation of BSW and the attendant discount. The corrective action taken by the 
Management was not effective as BSW continued to be above stipulated level in all 
Regions. 

Thus, after signing of MOU, the Company failed to take corrective action for reducing 
the BSW content in crude oil to the agreed level resulting in a loss of revenue of Rs.96.96 

frequency of collectio11 of samples and giving more retention time in the tanks for settling of water and 
reprocessing the bottom crude. However, the level of BSW exceeded 0.2 per cent from May 2007 to 
October 2007 (except June 2007). 

Gujarat: Rs.66.84 crore (April 2004 to October 2007); Eastern and Mumbai Regions: Rs.30. 12 crore 
(April 2004 to September 2006) 
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crore from April 2004 to October 2007. As the facilities were yet (September 2007) to be 
upgraded in all the Regions, the Company continued to sustain loss of revenue. 

14. 7.2 A voidable production loss due to delay in procurement of spares 

Due to delayed procurement of stand-by rotors for variable speed motors, the 
Company sustained net loss of revenue of Rs.9.12 crore. 

Ethane Propane Recovery Unit (EPRU) at Uran Plant of Oil and Natural Gas Corporation 
Limited (Company) extracts value added products viz .• ethane and propane (C2C3) from 
the sweet crude of Mumbai Offshore. EPRU is run with two Jean gas compressors and 
one propane compressor. The lean gas compressors were commissioned in l 990. These 
were driven by two variable speed drive motors. These motors fitted with rotors which, 
apart from being high value items, were critical for running the compressors. On three 
occasions in March 1998, February 2000 and July 2001 , one or the other motor stopped 
functioning primarily due to defect in the rotor. Each such failure consumed four to five 
weeks in repairs . 

The Company, with a view to reducing the idle time of the rotor while the motor was 
being repaired and saving the consequential production loss, decided (July 200 l ) to 
procure a stand-by rotor as it was possible to replace the defective by stand-by rotor in a 
week 's time. However, the Company initiated action for procurement only in August 
2003 and placed an order in April 2004 with a delivery schedule of 12 months. 
Meanwhile, the rotor of one of the motors developed fau lt on 5 October 2004 and the 
motor remained shut down till 9 November 2004 for 36 days. 

Audit observed (June 2006) that though the Company realised the necessity of a stand-by 
rotor in July 2001, it took more than two years in initiating (August 2003) action for 
procurement of a stand-by rotor and almost three years in placing (April 2004) the supply 
order. Specific reasons for failure to act in time were not evident from the records. 

As against the production target of 91,200 MT for October 2004 and November 2004, the 
Company could produce only 75,947 MT of C2C3 in these two months whereas as per the 
rate of production achieved in October 2004 and November 2004, the production in the 
two months should have been 1,02,450 MT even after allowing one week for replacement 
of rotor. Taking a conservative approach, audit estimates that the Company suffered a net 
revenue loss of Rs.9.12 crore· due to the lower production achieved. In case, the 
Company had acted promptly in July 2001 itself for procurement of the rotor, the revenue 
Joss could have been avoided. 

The Management stated in reply (May 2007) that Uran plant had initiated action for 
procurement of rotor in 2001 itself by establishing dialogue with the Original Equipment 
Manufacturer (OEM) for procurement of a new rotor and other spares as existing rotor 
was less reliable after two repairs. However, the rotor being a high value item, 
procurement of superior and reliable rotor was deliberated at various high levels in all its 
sensitivities, effectiveness and future technological perspectives. This process, the 
Management contended, consumed time primarily due to the laid down procedures and 

·After reduction of variable cost to be borne by the Company 
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practices. The Ministr) also replied ( September 2007) on similar lines and assured the 
Audit that in future all efforts would be taken to reduce the time taken in finalbing such 
cases and audit observation shall be kept in focus. 

The Management's justification for the dela) in procurement on the ground of procedural 
compliance was not tenable, particularly when the requirement was critical and was being 
procured from the OEM. Considering the lo s of production and resultant revenue loss, it 
was incumbent on the Management to expedite implementation of the decision for 
procurement of the rotor in a time bound manner. 

14. 7.3 A voidable expenditure due to non-utilisation of an owned vessel 

[

ue to non-utilisation of a self owned vessel fitted with revamped anchor handling 
nd towing system (AHTS) for lowing operations and deploying it on operations 
her than towing, the Company incurred an avoidable expenditure of Rs.6.42 crore 

n charter hiring of a vessel having AHTS for such operations. 

Oil and Natural Gas Corporation Limited (Company) owned a fl eet of 3 I Offshore 
Supply Vessels (OSVs), including 14 of ·Sindhu' series, to cater to the requirements of 
various offshore installations. Apart from carrying material, water, fuel, etc. . to 
rigs/platforms, the OSYs also performed other important functions like rig towing, 
anchor handling and fire fighting. Though 'S indhu ' series OSYs were fitted with AHTS 
for towing and anchor handling operations, these OSYs were not utilised anytime for 
such operations from 1997-98 till 2004. Consequentl y, the AHTS fitted on the OSYs 
deteriorated due to non use. These operations were conducted by charter hiring vesseb 
having AHTS facility. In September 2003, the Company decided to revive the AHTS on 
'Sindhu' series OSV s to reduce the cost on charter hiring of similar vessels and four 
OSYs with AHTS (Sindhu- 8, 9, 10 and 11 ) were overhauled at a cost of Rs.4.42 crore 
and commissioned during the period from June 2004 to December 2004. 

Audit observed (June 2005) that even after revamping of the AHTS, 'Sindhu- 1 I · OSV 
did not carry out any rig move job and was deployed on duties involving stand-by, 
supply, fire fighting which was not the objective of its revamping and the Company again 
charter hired a vessel in lieu thereof. The charter hiring rate of vessels having AHTS were 
higher than those not fitted with such a system. As a result, the Company incurred an 
avoidable cost of Rs.6.42 crore on charter hiring of another vessel having AHTS for ri g 
move/towing operations from July 2004 to March 2007. The revamping cost of 'Sindhu-
11 ' OSY was, thus, rendered unfruitful. 

The Management in reply (June 2007) stated that decision of deployment of OSYs was 
generally based on availability of those vessels in a particular area and type of duty 
involved at that time. The Management also stated that not using the anchor handling tug 
did not mean that the vessel remained unutilised and hired AHTS vessels were already in 
place on a long term contract of three years. Addition of own OSY fitted with an 
operational AHTS provided flexibility in quickly doing a rig tow especially during 
monsoon when almost all rigs had to be towed simultaneously to save on rig time. 

• Sindl111-8:Rs.J.19 crore, Sindhu-9:Rs.J.19 crore, Sindhu-JO:Rs.J.02 crore and Si11dhu-J l :Rs.1.02 crore 
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The Ministry added (November 2007) that 'Sindhu I I' was deployed to carry out towing 
job from I 0 May 2005 to I 7 May 2005. The vesse l was also used to carry out rig move 
job in April 2007. The vessel was, thus. used for towing purpose as and when required 
and presently was used for addirional capabil iries. 

Reply of the Managemenr/ Ministry was nor tenable as the Company had revamped four 
of the 14 OSYs with the specifi c objective to save on charter hire of vessel having AHTS. 
Despite availabil ity of revamped AHTS on 'Sindhu- 11' OSV , the Company deployed it 
on jobs other than rig move/towing, whereas these jobs could have been assigned to other 
OSYs not having AHTS. The AHTS on four owned OSYs had been revamped in June 
2004 and. therefore, deployment of owned OSY on towing operations by corresponding 
reduction in charter hiring of s imilar vessels could have been effected by March 2007. 
Even after the expiry of primary contractual term of three years for hiring of such ve sels. 
the Management did not deploy its own vessel; instead , it extended the contract for a 
period of one year in two instalments beginning May 2006. During May 2005, the vessel 
was used for towing of Neelam Single Buoy Mooring which was used for evacuation of 
oil from Production Complexes and not for towing of rig. The vessel had not been 
utilised for rig move/towing operati ons till November 2007 except for 98 hours in April 
2007. Thus, non-deployment of the OSY defeated the very purpose of revamping the 
AHTS on the OSYs and resulted in incurring avoidable expenditure (Rs.6.42 crore) on 
charter hiring of a vessel besides rendering the in vestment (Rs. l .02 crorc) on revamping 
unfruitfu l. 

14. 7.4 Wasteful expenditure on Portable Top Drive System 

IONGC incurred wasteful expenditure of Rs.4.99 crore due to mismanagement of 
procurement and commissioning of Portable Top Drive System. 

Oil and Natural Gas Corporation Limited (ONGC) decided (September 1998) to equip its 
rigs with Portab le Top Drive System (PTDS) for drill ing of high angle wells. The 
Company invited tenders in July 2000 and placed (October 2001) an order for Rs.4.88 
crore on M/s. Varco System, USA for supply, erection and commissioning of PTDS 
operable on 60 Hz power. The system was supplied in March 2002. Subsequently, the 
Company realised that while the PTDS wa operable on 60Hz power, the rigs were 
operating on 50Hz; therefore, to overcome the problem, it placed (November 2002) an 
order for a frequency converter. The frequency converte r costing Rs. I I lakh was received 
in February 2003. During commissioning (April 2004) the PCBs (electronic cards) fai led 
and had to be replaced by electronic cards which were taken from rig (E 2001- 1 ). 
However, the PTDS could be used only sporadically due to problems encountered in 
different components. The PTDS remained in disuse from November 2004 due to want of 
spares and repairs. In September 2006, the 400 HP motor of the PTDS was removed and 
loaned to another Asset of the Company in the Ahmedabad region. 

Audit observed (January 2006) the following deficiencies in procurement of the PTDS:-

(i) ONGC failed to specify the power requirement at the time of placing the indent 
and procured an equipment operable on 60Hz power whereas the operating power 
frequency of the rig was 50 Hz. Despite the supplier seeking (September 200 I) a 
confirmation from the Company of the power specification required before the 
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purchase order was placed . the Compan) again fai led to corre late the power 
requirement of the PTDS with available power supply. 

(i i) Though the PTDS was received in March 2002, the Company placed an order for 
procurement of the frequency converter in November 2002. While the frequency 
converter was received in February 2003, commissioning of PTDS was initiated 
in March 2004 by which time the warranty period for the converter had expired . 
Thus, two years period since procurement of the PTDS was wasted for want or 
frequency converter. 

(iii) At the time of commissioning the PTDS, Mis. Varco informed ONGC th at most 
of the boxes containing top dri ve accessories were damaged due to improper 
stocking and that the top drive was in a bad condition. Mis. Varco also alerted that 
all elastomeric seals in the system cou ld be dry and brittle leading to potential 
failure during commissioning. These apprehensions proved true when the 
Company experienced a series of problems when the PTDS was commiss ioned in 
April 2004. 

(iv) PTDS experienced frequent breakdowns after its commissioning in April 2004. It 
remained in disuse since November 2004 till date (October 2007). Consequently. 
the connected rig (BI-2000- II ) remained idle from 4 November 2004 to 2 January 
2005 when the well was abandoned and the rig was released resulting in idling 
cost of Rs. I .85 crore to the Company. 

(v) Though ONGC did take up the matter of supply of spares and services with M/s. 
Varco, the matter was not followed up vigorously and the PTDS was lying unused 
since November 2004. 

The Management in reply (April 2007) accepted the facts and audit observation. The 
Ministry added (November 2007) that all concerned Assets have been asked to return all 
the eq uipments/components which were removed. Action has been initiated for 
finalisation of order and air lifting of spares. The Company was pursuing with M/s. Varco 
to send quotation and all out efforts were being made to put the PTDS back in operation 
within the next three months. 

Thus, mismanagement of procurement and comm1ss1oning of the PTDS resulted in 
wasteful expenditure of Rs.4.99 crore besides idling cost of Rs. 1.85 crore of rig for 60 
days. 

14. 7.5 Non-recovery of flare gas due to delay in procuring lube oil 

Indecision and delay in procuring lube oil for running an equipment for recovery of 
value added product from flaring gas resulted in wastage of the gas worth Rs.4.61 
crore. 

As part of 'Zero Gas Flaring Project', Oil and Natural Gas Corporation Limited (ONGC) 
purchased 'Flare Gas Recovery Unit' for its Uran plant and commissioned it on 2 August 
2003 to recover the gas being flared in normal conditions. The recovered gas was to be 
used as stripping gas in Crude Stabilisation Units (CSUs) for extraction of value added 
products viz., LPG, Ethane-Propane and Naphth a. Flare Gas Recovery Unit comprised 
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one compressor that req uired lube oil for lubrication of the compressor. Thus, lube o il 
was critical for the smooth running of the CSU. At the time of commissioning of the 
compressor, OEM• supplied 3 1 barrels of lube oil (27 barrels for start up of the 
compressor to be filled in before initial start up and four barrels for topping up during 
running of the compressor). Uran plant used 28 barrels of lube oil for start up of the 
compressor and separately initiated (7 August 2003) a proposal for procuring 35 barrel 
of lube oil. However, the final sanction was accorded on 8 April 2004 for 3 1 barrels of 
lube oi l for one time change while topping up quantity would be on yearly requirement 
basi . A tender for procurement was floated in August 2004. Meanwhile ( 17 July 2004 ), 
the flare gas compressor tripped for want of lube oil. Technical and price bids were 
opened in October and November 2004 respectively and supply order placed on Indian 
Oil Corporation Limited in November 2004. Lube oil was received on 22 December 2004 
and the compressor was put back in operation on 11 January 2005. During shutdown ( 17 
July 2004 to 10 January 2005) of the compressor, ONGC cou ld not recover flare gas 
valuing Rs.4.61 crore for want of lube oil. 

Audit observed (June 2006) that the stock of lube oil in the store as well as in the plant 
was 'nil ' in December 2003. Yet, ONGC undu ly delayed its procurement. It took 15 
months to convert an indent into a supply order. The reasons for delay were primarily 
regarding the source of supply and quantity to be procured. Considering the lead time for 
finalising the tender and the loss in volved in flaring of gas, ONGC should have resorted 
to emergency purchase to put the compressor back in operation. Due to the indeci sion 
and delay, ONGC lost flared gas worth Rs.4.61 crore. 

The Management in reply stated (April 2007) that: 

(i) A market survey was undertaken and after analysis, it was felt that synthetic oil as 
per specifications of OEM was available in open market at cheaper rates. 
Therefore, the case was processed on global tender basis. 

(ii) The budgetary quote obtained from original oil supplier viz., CPI Engineering 
Services Inc (CPI) was very high at Rs. 6.87 lakh for s ix barrels. However, CPI 
did not indicate the availability of oil in the offer. Moreover, transportation by sea 
and clearance of customs wou ld have taken a minimum of 1.5 to 2 months. Thus, 
lube oil would have been avai lable only in November 2004. 

(ii i) Processing of global tender was at an advanced stage and hence ONGC decided to 
wait for regular supply of equivalent grade of lube oil which was considered 
economical. This resulted in saving of Rs.7.23 crore in long run with development 
of alternate source. 

Reply of the Management was not tenable as: 

(i) Though, requirement for fresh supplies was initiated in August 2003, ONGC 
cou ld make available lube oil on ly in December 2004. As the stock of lube oil 
was 'nil ' as early as December 2003, it was incumbent on ONGC to go for 
emergency purchase to avoid shut down of the compressor. It obtained budgetary 

· Original Equipment Manufacturer viz., Howden Compressors Li.mited, UK 
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quote from CPI only on 19 July 2004 i.e .. after plant shutdown. In case CPI had 
not indicated availability of lube oil in its offer, it was in the interest of ONGC to 
get the necessary clarifications. To avoid the loss, the cost of procurement of luhe 
oil from CPI (Rs.7.60 lakh for :-.1x harrels including air transportation) wa., 

negligible. 

(ii) The Management contention on the savings that would accrue during the entire 
lifetime (20 years) of the compressor was independent and unrelated to the issues 
brought out in Audit. 

The Ministry while explaining (September 2007) the circumstances of failure of the 
compressor and the fact that the specific oil consumption by the compressor was more 
than the field operating conditions, admitted that considering the circumstances and loss 
of production due to shut down, the case for procurement of oil on emergenc) basis 
should have been taken up with the OEM to put the compressor back in operation at 
shortest possible time. The Ministry also a-.sured of taking emergent action in future. 
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[.__ ____ c_HA __ PT_E_R_x_v_: _MINI __ s_T_R_Y_o_F_P_o_w_E_R ____ ____,] 

North Eastern Electric Power Corporation Limited 

15.1.1 Loss of Rs.83.73 lakh due to delayed disposal of unutilised cement 

[ 
Due to failure in processing and accepting the offer of the highest bidder within 
the validit eriod of the offer, the Com an incurred a loss of Rs.83.73 lakh. ~ 

North Eastern Electric Power Corporation Limited (Company) undertook the 
construction of the Tuiri al Hydro Elecu·ic Project (60 MW), Mizoram, which wm, 
scheduled to be commissioned in 2006-07. 

The Company, against its requirement of 18,885 MT for the period from April to June 
2004 procured between March and May 2004. 5854.75 MT (1 , 17 ,095 bags) of cement. 
The cement was purchased at rates ranging from Rs.2,824 per MT to Rs.3,588 per MT·. 
Of the 5,854.75 MT cement procured, 494.50 MT was u·ansferred from Ranganad i I lydro 
Electric Project. 

The Company could not transport 3,948.60 MT (78,972 bags) of cement to the project 
site due to constraints like heavy rainfall , Lok Sabha Elections and bandhs. Therefore, 
28,621 bags of cement were stored at Si lchar and 50,35 1 bags of cement were stored in 
Guwahati in some private godowns. 

Immediate resumption of work in the project, stopped due to the agitation of Tuirial Crop 
Compensation Claimant Association, was uncertain. Meanwhile, the quality of cement 
stored in different warehouses had started to deteriorate as it has a shelf life of six month 
only. The Management, therefore, invited (July 2004) quotations for disposal of the 
unutilised cement. The proposal for disposal of the entire quantity of unutilised cement 
was placed (August 2004) before the Board of Directors (Board) for approval. The Board 
decided (August 2004) for re-tendering as the bid value (Rs. 132 per bag for Guwahati 
stock and Rs. 133 per bag for Silchar stock) was considered to be low. 

Tenders were re-invited and quotations were received on 20 September 2004. The highest 
bids received for Guwahati and for Silchar stocks were Rs. 160 per bag and Rs. 170 per 
bag respectively. The offers were placed before the Board through circulation on 11 
October 2004. Even though the validity of the offer was for one month i.e. , upto 19 
October 2004 and the major construction agencies/ authorities in the region had shown 
their unwillingness to accept this cement as far back as in July 2004, the Board insisted 
(12 October 2004) on more efforts with the Government of Assam for disposal of the 
cement and called for ( 13 October 2004) full reports on such efforts. The Board finall y 
approved the proposal for disposal of cement to the highest bidder on 25 October 2004. 
Accordingly, a formal letter was issued (26 October 2004) to the highest bidder for lifting 
the cement after depositing the advance payment. The highest bidder refused to lift the 
cement as the validity of the offer had since expired on 19 October 2004. 

• Rs. 141.20 to Rs.179.40 per bag 
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The Company thereafter tried to sell the stock to the local retai lers but fai led. A 
committee was then constituted (Februar) 2005) to examine the issues invol\'ing 
deterioration of cement. The Committee submitted its report in March 2005 based on 
which the Company invited (April 2005) quotations for di sposal of obsolete stod, of 
cement. The highest rate quoted for Guwahati stock was Rs.55 per bag. The bidder 
however. withdrew his offer in June 2005. ltimately, the Compan) could sell onl) 
40,350 bags of cemenr lying at Gu wahati :-. tock to another party in June 2005 at the rate 
of Rs.55 per bag after di verting 10,000 bags to Kameng llydro Electric Project. Cement 
stock at Silchar was sold at the rate of Rs.20.50 per hag after diverting 954 hags to 
Tumal Hydro Electric Project. 

Thus. the Company's failure to process and accept the offer of the highest bidder within 
the \ alidity period ( 19 October 2004) of the off er. led to a loss of Rs.83. 73 lakh. 

While detailing the background of the sale of the unutilised cement. the Ministry stated 
(October 2007) that the loss occurred due to sudden suspension of the Project work due 
to force majeure conditions and that apprm al accorded by the Board was acted upon 
promptl y. 

The Ministry's contention was to be viewed in the light of the fact that though 
accumulation of stock of cement was due to force majeure conditions. there was no such 
constraint in processing the re-invited tenders within their validity. Considering the 
ex igencies of the situation, offers against the re-invited tenders needed to be approved in 

time The Company's failure to do this resulted in an avoidable loss of Rs.83.73 lakh. 

Power Grid Corporation of India Limited 

15.2.1 A voidable extra expenditure of Rs. 1.12 crore 

The Company's decision in advancing the supply of towers without synchronising it 
with the progress of erection, resulted in an avoidable extra expenditure of Rs.91.21 
lakh on account of payment of higher price variation and also loss of the interest of I 
Rs.20.38 lakh on the amounts released to the contractor in ad vance in respect of the 
preponed quantity. __ _ 

Power Grid Corporation of India Limited (Company) awarded (January 2000) contracts 
for supply and erection of towers for High Voltage Direct Current Transmis ion system 
associated with East-South lnterconnector- Ir (Talcher II) Project to Kalpataru Power 
Transmission Limited (contractor) at a total cost of US$ 10.38 million and Rs.20.2 1 
crore. In April 2000, the Company finalised the details regarding delivery and erection of 
towers and these were issued to the contractor. In tem1s of price variation (PY) clause of 
the contract, the PY amount as on the scheduled date of dispatch or actual date of 
dispatch, whichever was less, was payable ro the contractor. In case of early delivery of 
material on request or approval of the Company, the PY as on actual date of dispatch was 
payable. 

• One bag had been diverted for testing purpose 
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According to the agreed schedu le, the contractor was to supply 460 out of a total 752 
towers by March 200 I. However, based on the Company's request in the meeting held in 
September 2000, the contractor advanced the de livery and supplied 704 towers by March 
2001. Audit observed that the advancement of supply of towers was not required in view 
of the slow pace of tower erection. 

The contractor claimed PY as per the actual date of supplies. which was higher by 
Rs.9 1.2 1 lakh 1 as compared to what wou ld have been applicable on the scheduled date. 
Initially the Company did not accept (March 2002) the claim stating 1hat the contractor 
had already benefited by getting early payments for the advanced supplies and no benefit 
accrued to the project as the tower erection target could not be achieved till March 2002. 
Thereafter, based on the recommendation (October 2003) of a committee constituted by 
the Company, the PY bill was passed in October 2004. 

The Management and the Ministry stated (September 2005 and July 2007) that the 
Company had requested advancement of the supplies of towers to meet MOU targets and 
accordingly the price variation claims were accepted and that it was not possible to 
predict the future trend of commodity prices. 

The reply was not acceptable as the preponement of supply was not warranted because 
even upto March 2001 , the contractor could erect only 405 towers for which original 
schedule of supply of 460 towers was sufficient. In fact, the advancement of supply by 
the contractor benefited him. No benefit accrued to the project as the tower erection could 
not-be completed as per the g iven time schedule and targets. Further, the prices of steel in 
the international market were showing downward trend in September 2000. 

Thus, the Company's decision in advancing the supply of towers without synchronising 
and monitoring it with erection of the towers resulted in an avoidable extra expenditure of 
Rs.9 1.2 1 lakh on accou nt of payment of higher price variation and loss of interest of 
Rs.20.38 lakh2 on the amounts released to the contractor in advance in respect of the 
preponed quantity. 

The matter was reported to the Ministry in July 2007; reply wa. awaited (November 
2007). 

Rural Electrification Corporation Limited 

15.3. 1 Irregular payment of performance incentivelex-gratia 

The Company made irregular payment of ex-gratia of Rs.2.15 crore to ineligible 
employees and a higher performance incentive Rs.5.55 crore to its employees in 
spite of decline in productivity. 

As per DPE guidelines (June 1999/March 2000), perq uisites and allowances could be 
paid by the PSUs to their employees upto a maximum of 50 per cent of the basic pay. 

1 Worked out based 011 the 11umber of A types towers supplied by the co11tractor i11 adva11ce by March 

2001 
2 Based 011 the rate of 8.5 per ct11t per annum 
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Payments over and abO\·e the ceiling of 50 per cent should be entirely in the nat ure of 
performance related payments and should not exceed fi ve per cent of the di stributable 
profit of the enterprise. 

Rural Electrification Corporation (Company) had a performance incentive scheme fo r its 
employees since 1997-98 which provided for payment of incenti ve to the employees 
depending upon achievement of the Overall Performance Index (OPI ) hy the Company. 
Till 2004-05. for every one per cent increase in OPT hcyond 110 per cent one per Cl'llf ot 
the basic pay was payable as performance incenti ve subject to a ceiling of 50 per cent or 
the baste pay. From 2005-06 onwards. it was revi sed as a result of which. for 
achievement of OPI between the slabs of 110 pa c:e111 and 120 per cenr, 120 per cenr and 
130 per cent, 130 per cent and 140 t>er cent and 140 per cenr to 150 per cent, the 
performance incenti ve was scaled at 1.5 per a nt, 2 per cenr, 2.25 per cent and 2.5 per 
c e111. respectively for each one per ce111 increase in their respecti ve slabs. From 2005-06. 
the Company also removed the ceiling or 50 per cent or the basic pa) . 

It was observed in Audit (January 2007) that scaling of the PU rates and remlnal of 
cei ling with effect from 2005-06 resulted in payment of higher incenti ve to employees 
despite dec line in producti vit) as indicated be low: 

Year 0Yerall ~ Amount ] PLI paid as 
Performance of PLI a 
Index oaid I percentage 

Rs. in of basic 
t rore) salar) 

PLI payable as Amount of 
per scheme in PLI payable 
operation upto as per 2004-05 
2004-05 (per scheme 

Excc'>s l'Ll 
paid al> 

compared 
to 2004-05 

cent of basic (Rs. in crorc) schemr 
pay> I <Rs. 
~ crorc) 

in 

( 1) ill_ 

[ 
2004-05 I % .C.2 

2005-06 158 :m 
2006-07 I -to 22 

,_,, I (-t) 
4 5.\ 
b 88 

IO 11 

(5) (6) (7)=(3 1-(6 ) 

50 • --=-111.62' I 4 .53 
90 1 73.30 . 

103 : 63.2'.! ~._______ 6.2 1-+-
7.21 

-
I 65 

1 

390 l Tota-I - __ _ J_ 5.55 

Thus, despite dec line 111 producti vit) (0Pl) successively in 2005-06 and 2006-07 as 
compared with 2004-05. the PL! paid as a percentage of basic pay continued to increase. 
Payment of a higher incenti ve Lo the employees in spite of a dec line in the productivity 
was not in accordance with the OPE instructions The Report of the Justice Mohan 
Committee which formed the basis or the pay revision of the PSU employees al so 
stressed that the performance related payments should be governed by a system of checks 
and balances as there was a poss ibi li ty that performance criteria set could lead to increase 
in incenti ve payments without an y improvement in performance or productivity. 

rurther, the Company also paid ex-grarw amounting to Rs.2. 15 crore to its employees 
\\. hose wages/salary exceeded Rs.3.500 during 1997-98 to 2005-06 in contravention of 
the guidelines of the OPE. As per the OPE instructions (November 1997) no e.r-gratia 
\\a lo be paid by the PSUs to their employees who were not entitled to it under the 
provisions of Payment of Bonus Act, 1965 (Act) on account of their wages exceeding 
Rs.3,500 per month. There was no prov ision in the Act or for the Ministry/OPE to 
approve such payment to ineligible emplo)ees. 

• Restricted to 50 per cent 
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The Management/Mini stry stated (June 2007) that the expenditure on incentive was 
within five per cent of the distributable profit as per the DPE guidelines. In addition to 
OPI , some other factors like whether the Company would be able to sustain this rate of 
growth in the coming years, the practice followed in the sister organisations were also 
seen. 

The reply was not tenable because the DPE had clarified (March 2000) that performance 
linked incentives should be within 50 per cent of the basic pay and if the limit wa~ not 
considered sufficient to reward the employees for their work, they could go beyond 50 
per cent of basic pay but within five per cent of the distributable profits. But this power 
was to be used by the Board of Directors with utmost caution. Payment of higher 
incentive despite a fall in OPI was not in accordance with the instructions of DPE. 
Further, payment of ex-gratia to ineligible employees was irregular and inconsistent with 
the provisions of the Act as well as instructions of DPE. 

Thus, the Company made irregular payments of performance incentive of Rs.5.55 crore 
during 2005-06 and 2006-07 and ex-gratia of Rs.2. 15 crore to ineligible employees. 
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CHAPTER XVI: DEPARTMENT OF PUBLIC ENTERPRISES 

Airports Authority of India, Food Corporation of India, Mahanadi Coalfields 
Limited, Eastern Coalfields Limited, Securities Trading Corporation of India 
Limited, UP Industrial Consultants Limited, The New India Assurance 
Company Limited, The Oriental Insurance Company Limited, United India 
Insurance Company Limited, Bharat Heavy Electricals Limited, Indian Oil 

Corporation Limited, Hindustan Petroleum Corporation Limited, National 
Hydroelectric Power Corporation Limited, National Highways Authority of 
India, lVIECON Limited and Cotton Corporation of India Limited 

16.1.J Recoveries at the instance of Audit 

During test check in Audit, several ca~es relating to non-recovery, short recover), undue 
payment, excess payment, excess allowance of discount etc., by Central PSUs were 
pointed out. In 30 such cases pertaining to 16 PSUs, where Audit pointed out an amoun t 
of Rs.27.16 crore for recovery, the Management of PSUs recovered an amount of 
Rs.20.7 1 crore during the year 2006-07 as detailed in Appendix-II. 
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[..__ ___ c_H_ A_PT_ E_R_x_vn_: _MI_N_i_s_T_R_v_o_F_RA_ I_L_w_A_v_s ___ __,] 

Railtel Corporation of India Limited 

17. 1.1 Avoidable payment of Rs.3.39 crore 

The Company's failure to prepare the separate accounts for Infrastructure 
Provider Category II licence resulted in an avoidable payment of Rs.3.39 crore 
towards licence fee, interest, penalty and interest on penalty. 

Railtel Corporation of India Limited (Company) executed (February 2002) an 
agreement with the Department of Telecommunications (DOT) to obtain licence for 
acting as ' Infrastructure Provider - Category IT (IP-II)' to establish, lease, rent out or 
sell digital transmission capacity. The licence was valid for a period of 20 years from 
the date of the agreement and was extendable for a further period of 10 years. 

The agreement provided for payment of licence fee to the DOT in four quarterly 
instalment", within 15 day of the commencement of a quarter on elf asse~sment 
basis, subject to a minimum payment of the actual revenue of the previous quarter. In 
case the cumulative quarterly Licence fee paid for any fi nancial year was short by more 
than 10 per cent of the licence fee, the Company was liable to pay penalty of 150 per 
cent of the amount short paid. The Company was also required to draw, keep and 
furnish independent accounts for the services and to maintain accounting records to 
show its transactions presenting the costs, revenue and financial position of its 
business under the licence for the quantification of revenue or for any other purpose. 
Such accounting statements were required to be duly certified by the Company's 
auditors. 

The Company however, did not maintain separate accounts for the services provided 
under the agreement for IP-II licence and paid the licence fee on self assessment basis 
for the years 200 1-02 to 2003-04. The DOT carried out the provisional re-assessment 
for the e years and rai ed (September 2005) a demand of Rs.3.23 crore after adding 
back the miscellaneous income like interest and dividend in the revenue earned, on the 
basis that the Company had not furnished any disaggregated accounts in respect of IP­
II Licence. 

The Company requested (November 2005) for waiver of the miscellaneous income 
from the total revenue for the three years ending 3 1 March 2004 and subsequently 
deposited (January and February 2006) Rs.3.39 crore with the DOT under protest 
towards licence fee (Rs.90.93 lakh), interest (Rs.53 .98 lakh), penalty (Rs. l .39 crore) 
and interest on penalty (Rs.55.10 lakh). The DOT rejected the reque t in November 
2006. The Company started prepari ng the separate accounts from 2004-05 onwards for 
segregating the revenue licence wise and apportionment of interest income. 

The Management stated (May 2007) that the DOT did not agree to exclude interest 
income and also imposed penalty and interest on penalty, which was increased as the 
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demand was raised in 2005-06 i.e .. after four 1ears. Howe\er. had the Compan} 
prepared the separate accounts for each hcence. it could have convin<.:ed the DOT that 
the interest income had not arisen fro m the re\enue of IP-Il licence. 

Thus. the Company's failure to prepare separate accounts for IP-II licence resulted in 
an avoidable payment of Rs.3.39 crore tO\\ ards licence fee, interest, penalty and 
interest on penalty. 

The matter was reported to the Ministry in May 2007; reply was awaited (November 
2007). 
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CHAPTER XVIII: DEPARTMENT OF ROAD TRANSPORT AND 
HIGHWAYS 

National Highways Authority of India 

18. 1. 1 Loss due to payment for additional items of work at a higher rate 

National Highways Authority of India incurred a loss of Rs.2.29 crore by making 
payment to a contractor for additional items at higher rates, which were 
recommended by Proj ect Supervision Consultant without obtaining prior approval I 
of the Authorit . 

National Highways Authority of India (Authority) as implementing agency of the 
Government of India for National Highways Development Programme, is entrusted with 
the task o f constructing highways through the civil contractors and Project Supervision 
Con ultants (PSC). 

The terms and conditions of the agreement entered into in August 2001 with PSC for 
Aluva-Angamali section provided that the PSC shall obtain prior approval of the 
Authority for execution of additional items of work through civil contractors including. 
inter alia, fi xation of the rates for these works. The PSC was also required to take a 
Professional Liability Insurance (PU) for Rs. I .4 1 crore be ing the amount equal to the 
contract value. valid for a period of fi ve years after completion of the services. Since the 
project was completed in June 2004 the PLI cover was to be kept valid till June 2009. 

Audit observed (April 2006) that during the contract period from 200 I to 2003, though 
the PSC authorised civil contractor to execute add itional items of work (valuing Rs.6.42 
crore) but did not obtain the Authority's prior approval for the rates payable for these 
additional items. The rates fixed by PSC were higher as compared with the schedule of 
rates of the concerned State Government for similar works, which was used as a bench 
mark for various other projects of the Authority. It was also ob erved by Audit that the 
Authority did not restrict the rates to the scheduled rates in February 2002 at the firs t 
instance itself, when the first running bill for additional works executed by the contractor 
was settled at Rs.18.17 lakh at the recommendation of the PSC instead for Rs. 12. 95 lakh 
eligible under the schedule of rates. The Authority went on to relea e fu ll payments upto 
December 2002 for additional items• executed during the period May 2002 to November 
2002 at higher rates as recommended by the PSC. That the payments were being made 
at higher rates first came to the notice of the Authority in January 2003 and instead of 
resolving the issue with PSC, the Authority withheld Rs. 1.42 crore from subsequent bills 
of civil contractor. 

The aggrieved contractor approached (August 2003) Dispute Review Expert who 
recommended (October 2003) release of pending amounts to the contractor on the ground 
that the contractual obligation between the Authority and the PSCs were not binding on 

• Other than Bill of Quantities items 
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the contractor. Subsequent appeal (March 2004) by the Authority before Arbitration also 
did not succeed (December 2004). Thereafter, the Authority released (April 2005) 
withheld amount of Rs. 1.42 crore to the contractor. As a consequence, the Autho1il) 
incurred a loss of Rs.2.29 crore as the \ alue of additional items worked ou t to Rs . ..+ .13 
crore on the basis of schedule of rates of the State Government as against the payme nt of 
Rs.6.42 crore made as per the award given by the Arbitrator. The Authority could not 
recover the loss from the PSC. Even the PLI cover which expired in March 2005 had not 
been renewed by the PSC. 

The Ministry stated (July 2007) that the PSC's action for fi xing the rates without 
obtaining the prior approval of the Authority was a breach of contract and that it had 
decided to debar the PSC from participating in the Authority's works for a period or two 
year-.. 

The reply of the Ministry confirmed the Audit finding. The Authority whi le failing to 
restrict the payment to the schedule or rates. could not take any action co reduce its loss 
through recovery from the PSC due to the non-renewal of the PU cover. 

Thus, due to failure of the Authority in taking timely action for restricting the rates for 
additional items and ensuring that the PSC took prior approval to the rates, it suffered a 
loss of Rs.2.29 crore. 

18.1.2 Payment of avoidable commitment charges of Rs.I.OJ crore 

lDelayed decis~on of the Authority in cancelling the surplus loan resulted in payment 
of avoidable commitment charges of Rs.l.01 crore. 

~~~~~~~~~-

The Public Investment Board (PIB) approved the Surat Manor Tollway Project \\.Ith an 
investment of Rs.867.25 crore in August 2000. For funding the project, in October 2000. 

ational Highways Authority of Jndia (Authority) signed a loan agreement (agreement) 
with Asian Development Bank (ADB) for US$ 180 million. As per section 2.03 of the 
agreement, the Authority was to pay commitment charges at the rate of 0.75 per ce/11 per 
a 1111w11 on US$ 27 million in the first twelve months, US$ 81 million during second 
twelve months, US$ 153 million during the third twelve months and thereafter on the full 
amount of the loan. If any amount of the loan was cancelled, the amount of each portion 
of the loan would be reduced in the same proportion as the cancellation bore to the full 
amount of the loan before such cancell ation. The agreement also stipulated that ADB's 
funding would be restricted to 63 per cent of total expenditure on civil works while 
expenditure on consultancy services, interest and commitment charges would be funded 
in full. 

The cost of the project was revised to Rs.937.30 crore in October 2001 and the amount 
eligible for funding by ADB was Rs.573.33 crore (US$ 120.70 million). As a saving of 
US$ 59.30 million was envisaged, ADB suggested that these savings could be utilised for 
enhancing the safety and operating features of the tollway. Accordingly, the Authority 
proposed (October 200 I ) additional works of Rs.278. JO crore including civil works and 
project supervision to improve the safety and utilisation of the above tollway. Out of this 
estimated cost, the amount eligible for ADB funding was Rs. I 85 .30 crore (US$ 39 
million) and the proposal was sent to PIB for its approval (January 2002). 
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In the Tripartite Portfolio Review Meeting (TPRM) held in September 2002 between 
ADB, Authority and the GOI, ADB stated that despite the execution of additional worh, 
there would still be a saving of US$ 15 to 20 million out of the loan for the project. The 
GOI also urged the Authority to either utilise the savings in con ultation with ADB or 
proceed to cancel the loan to that extent. The Authority, thereafter submitted a revised 
proposal for additional works (including the proposal for Highway Traffic Management 
System (HTMS) at Rs.25 crore - US$ 5.58 million) for Rs.307 crore. 

In April 2004, the Authority sent yet another revised proposal to the competent authority 
in the Government for Rs.329.60 crore for additional works including work relating to 
HTMS and to update the costs for the entire project which now stood at Rs. 1,331.35 
crore. The revised proposal was approved by the competent authority in the Government 
in October 2004. 

In the meantime, in the TPRM held in June 2004, the GOI again advised the Authority to 
review the status of loan savings. In November 2004, the Authority finally requested the 
ADB to cancel the loan of US$ 15 million which was agreed to by ADB in December 
2004. 

Audit observed (October 2006) that out of US$ 180 million committed loan, the 
Authority drew US$ 149.75 million until the completion of the project (September 2005). 
The Authority by its own estimate in September 2002 knew that there would be a saving 
of about US$ 16.12 million as the Authority was entitled for a Joan of US$ 163.88 
million after considering additional works. Despite repeated advise by the GOI and ADB, 
the Authority neither came up wi th a viable proposal to use the savings nor surrendered 
it. This resulted in payment of avoidable commitment charges of Rs. l .O 1 crore on US$ 
15 million surplus loan for two years from December 2002 to November 2004. 

The Ministry stated (July 2007) that the Authority could not anticipate the savings during 
September 2002 as the proposal moved for approval of PIB/ GOI was Rs.33 1.67 crore for 
additional works. The Ministry, further, stated that the estimates were likely to vary by I 0 
to 15 per cent on the basis of actual execution. 

The reply was not tenable as the Authority was aware that there would be a saving of 
US$ 16.12 million after taking into account the additional works estimated to be executed 
for Rs.307 .08 crore as far back as in September 2002. The proposal for implementation 
of HTMS was subject to recommendations of an Operational and Maintenance study 
which was expected to be available in the first quarter of 2005. On ADB poin ting out that 
it would not be possible to implement the HTMS within the proposed loan closing date of 
December 2005, the proposal was deleted by the Authority. The increase in project cost 
after September 2002 was mainly due to escalation in costs. The consultant for the 
project had advised in October 200 I that the quantities of additional works were not 
expected to vary by more than five to seven per cent. Further, the estimates contained a 
provision of three per cent for physical variation as prescribed by the PIB. 
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Thus. the Authority did not a~sess the pos1t1on of the funds required realisticall] ,ind 
consequently delayed the decision of surren<lenng the loan of US$ 15 million resulting in 
pa)ment of avoidable commitment charges of Rs .1.0 1 crorc . 

· Calculated @ Rs.44.80 per US$ 
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[...__ ___ c_u_A_P_T_E_R_XI_x_: D_E_P_A_R_Tc:......M_E_N_T_ o_F_s_u_IP_P_IN_G __ ~] 

Dredging Corporation of India Limited 

19. J. I Loss of interest due to delay in preferring escalation claims 

The Company suffered a loss of interest of Rs.2.93 crore due to delay in preferring 
escalation claims against Kolkata Port Trust. 

The Dredging Corporation of India Limited (Company) entered (March 2002) into a 
contract wi th Kolkata Port Trust (KPT) for dredging services in the approach channels to 
Haldia Dock Complex. As per the contract the Company could prefer claims for fuel and 
material escalation at the end of every quarter. Further, for the purpose of claiming fuel 
escalation, any increase in the prices of fuel was to be based on rates actually paid by the 
Company whereas the material escalation claims were to be based on all India whole sale 
price index. 

A review in Audit of the Company's clai ms for fuel escalation revealed that during the 
period April 2002 to March 2007 there were avoidable delays ranging from 15 to 11 8 
days after giving an allowance of 40 days for collection of requisite data considering that 
Company was allowed credit upto 30 days for making the fuel payment, in preferring fuel 
escalation claims. In respect to material escalation the avoidable delays (during the period 
January 2004 to March 2007) were upto 550 days after allowing for 80 days for 
collection of data considering the fact that 'All India Price Indices ' were available wi thin 
68 days on the web site of Ministry of Labour since 2003. By avoiding these controllable 
delays, the Company could have earned interest of Rs.2.93 crore . 

The delay in raising the claim for fuel escalation was attribu ted by the Management (May 
2007) to the fact that though the supplies of fuel were made at Haldia, the bills for the 
same were received and paid at the Company's Headquarters at Yisakhaptanam; 
thereafter the bills were sent to Haldia for raising escalation claims. The delay in raising 
the claim for material escalation was stated to be due to delay in publication of indices in 
Labour Journal. The Manageme.nt further stated that the Company had prevai led upon 
KPT to accept the indices as indicated in the web site of the Ministry of Labour and the 
claims were being now raised within reasonable time. 

The Management reply indicates that the system for preferring escalation claims was 
unsati factory. The price of fuel was known at the time of purchase and therefore, the 
fuel escalation claims need not have been deferred till payment for fuel was made. And 
the delay in claiming the material escalation bills could have been avoided by regularly 
checking the data relating to ·All India Price Ind ices' on the web site of the Ministry of 
Labour available since 2003. Also the Company did not streamline its procedure for 

• Based on average rate of interest earned by the Company during the period 2004-07 
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ra1. ing the claims that would have led to timely ubmission of claims and receipt of 
pa) men ts. 

Thus, due to avoidable delay in preferring e.-,calation claims against KPT, there wa.-, a los.-, 
of interest of Rs.2.93 crore. 

The matter was reported Lo the Ministry in June 2007; reply was awaited (November 
2007). 

Hindustan Shipyard Limited 

19.2.1 Avoidable extra expenditure of Rs. J.53 crore 

f Despite obtaining specific approval of the Chairman and Managing Director for 
placing order for a quantity of 1,000 MT, non-finalisation of tender within the 
extended validit eriod resulted in extra ex enditure of Rs.1.53 crore. ---

Hindustan Ship) ard Limited (Compan)) invited (November 2005) limited tender 
enquiries for procurement of 1,000 MT of Mild Steel Plates lo stock it as buffer stock. 
The lowest offer received was from M/s. Asian Associates, Mumbai, (AAM) an Indian 
agent of Mis. Salgitter Mannesmann International, Germany, (SMIG) for US$ 490 per 
MT. This was 26.4 per cent lower than the rates offered by the second lowest party viz., 
Mis. Igawara Industri al Services and Trading Private Limited, Singapore (IIST). Mis. 
AAM subsequently reduced the rate offered hy them to US$ 47 1 per MT. Despite Ml.-, . 
AAM extending its offer validity period at the request of the Company six times (la t 
time upto 3 February 2006), no order was placed on it and on the seventh occasion it 
refused (7 February 2006) to extend the val idity period of its offer. 

The limited tenders were invited again ( 13 March 2006) and Mis. SMlG did not 
participate in the bid. Mis. UST emerged as L 1 party and a quantity of 460.25 MT was 
procured from it at the rate of 1,224.50 Singapore Dollars per MT. The Company also 
placed orders for a quantity of 1,007 MT in a taggered manner during the period 
February 2007 and March 2007 at rates higher than the rates offered by Mis. AAM. The 
total extra expenditure due to not finali ing the offer of Mis. AAM was Rs. 1.53 crore . 

The Company in its reply stated (April 2007) that: 

(i) There was change in the requirement of quantity of steel because of ship repair 
business scenario and therefore requirement was reviewed and brought down to 
500 MT. 

(ii) The Company sought acceptance of Mis. AAM for execution of order for reduced 
quantity of 500 MT, which was not acceptable to the vendor. 

This reply was not acceptable in view of the following: 

• Based on procurement of 1,000 MT 
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(i) There was no change in the requirement of steel as the Company placed 
additional order of 1,007 MT during the period February 2007 and March 2007. 
The Chairman and Managing Director had approved purchase of I ,000 MT on 28 
January 2006 whereas the approval of the Chairman and Managing Director to 
restrict the quanti ty to 500 MT was taken on 7 February 2006 only after the 
expiry of the revised extended date of 3 February 2006. 

(ii) The Company vide its e-mail dated 19 January 2006 sought acceptance of M/s . 
AAM for suppl y of part quantity and not the specific quantity of 500 MT. This 
communication was unwarranted as the new quantity required was not specific 
and could also mean very low quantity. Before sending this communication there 
was no proper re-estimation of revi sed quantity and no approval of competent 
authority taken to ask the supplier for part quantity. 

Thus, non-placement of order within the extended validity period of the offer despite 
obtaining specific approval of the Chairman and Managing Director for the fu ll quantity 
of 1,000 MT resulted in extra expenditure of Rs. l .53 crore. 

The matter was reported to the Ministry in June 2007; reply was awaited (November 
2007). 

The Ship ing Corporation of India Limited 

19.3.J Delay in acquisition of vessels 

I Delay in acquisition of six vessels resulted in additional cost. 

The Company inc luded (Ju ly 2004) acquisition of six Large Range- I Product Tankers 
(vessels) in the annual plan for 2005-06 after its efforts to procure two vessels failed in 
2002-03 and 2003-04. Accordingly, a proposal approved (January 2005) by the Board, 
was sent (February 2005) to the GOI for acquisition of six vessels at an indicative price 
of US$ 36 million per vessel, which was revised (October 2005) to US$ 43 million per 
vessel aggregating US$ 258 million equivalent to Rs. I , 134.30 crore •. 

The Company floated (February 2005) global tenders for technical offers for acq ui sition 
of six vessels and short listed (July 2005) two shipyards. The GOI granted ' in principle' 
approval of the proposal in October 2005. The Company thereafter, invited (February 
2006) commercial offers from the short listed shipyards and found the offer of STX 
Shipbuilding Company Limited, South Korea lowest at US$ 61 .80 million per vessel 
after adj ustment of cost of addition/deletion of certain items and the rebate offered by the 
shipyard. The Company submitted (April 2006) a proposal to the GOI seeking its final 
approval. The proposal justified the increase in the cost of vessels on the grounds of 
recent increase in shipbuilding costs mainly due to high steel prices in the international 
market and strong order book position of the shipyards. The GOI approved (October 
2006) acquisition of six vessels at a price of US$ 61.80 million per vessel at a total cost 
of US$ 370.80 million. Accordingly, the Company entered (October 2006) into contracts 

' At the exchange rate of one US$=Rs.43.965 prevailing in October 2005 
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v .. ith STX Shipbuilding Company Lunited. South Korea to acquire six ve. sels at a total 
cost of US$ 370.80 million equivalent to R-.. J.702.90 crore . 

According to the Memorandum of Understanding (MOU) for the year 2005-06 between 
the Company and the GOI. the Ministry would make effort to expedite the clearance of 
ship acquisition proposals for submission to Cabinet Committee of Economfr J\ff airs 
within 14 week of receipt of the proposal (excluding time taken by the Company in 
furnishing information/clarifications). Audit noted (November 2006) that the proposal. 
initiated in February 2005. took 87 weck.s to be finalised. Thirty six weeks (from 2 
February 2005 to 17 October 2005) \\ere for 'in principle' approval and another 5 1 wcek.s 
(from 17 October 2005 to 12 October 2006) were used in according the final approval. 

At the stage of obtaining 'in principle' approval, while the Company took 18 weeks (94 
days plus 35 days in the two spells) to furnish information/clarifications sought by the 
Planning Commission, the Planning Commission in turn called for information/ 
clarifications in pells over a period of 17 week.s in their examination of the proposal. 1t 
took. another 5 1 weeks for the final appro"al. 

ln the meanwhile, the price of the \ esscls went up from US$ 36 million per vessel 
(February 2005) when the proposal was first sent to the Ministry for approval, to US$ -B 
million per vessel (October 2005) when the 'in principle' approval was received. And at 
the time of receipt o~ the final approval in October 2006 (i.e., after 87 weeks) the ordered 
price was US$ 61.80 million per vessel. The costs of the vessels increased primarily due 
to rising shipbuilding costs, a situation that was well known to the Company anJ the 
Ministry, which required processing of the proposal in a time-bound manner at each stage 
and level. The time for 'in principle' approval took 36 weeks. Based on the indicall ve 
price of US$ 43 million per \essel gi\en in the proposal by the Company and after 
adjusting USS 1.995 million per \essel towards the cost of items added for Common 
Structural Rules compliance. due to dela) 111 the appro\al process the Company had to 
bear additional cost in the purchase of six 'essels. 

The Management stated (June 2007) that : 

(i) it had been continuously follo\\ing up the matter with the Ministry to obtain 
approval of the GOI; 

(ii) the prices of the vessels procureJ and the indicative prices in the proposal were 
not comparable; 

(i ii) the offers pertained to two different periods; and 

(iv) the vessels ordered by the Company were of superior technical specification and 
hence the prices were higher than the price of standard specification vessel. 

The Ministry replied (November 2007) on the lines of the Management. 

· At the exchange rate of one US$ =Rs.45.925 prevailing in October 2006 
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As narrated above, there were unaccountable delays in processing of the proposal for 
acquisition of the vessels . More so, as it was well known that price of steel was on the 
rise affecting shipbuilding costs worldover. In regard to superior technical pecifications 
of the acquired vessels, the Management apart from this general statement, did not 
provide any specific details on the price differences on this account. 

Thus, due to delay in the approval process for procurement of vessels, it is estimated that 
the Company incurred an additional cost of Rs.513.48 crore · on acquisition of six ves els. 

· Estimated as follows: 
(i) The cost at the time of signing of the contracts i11 October 2006 after allowing additional cost due to 

items added for common structural rules compliance-Rs.1,647. 78 crore (US$59.80 million per vessel 
at the exchange rate of one US$=Rs.45.925 of October 2006 for six vessels) 

(ii) Less indicative cost at Rs.1,134.30 crore at the time of receiving 'in principle' approval ill October 
2005 (US$ 43 million per vessel at the exchange rate of one US$=Rs.43.965 of October 2005 for six 
vessels) 

(iii) Escalation of Rs.184.65 crore, from US$ 36 million per vessel (February 2005 when the proposal 
was first sent to the Ministry for approval) to US$ 43 million per vessel (October 2005 when the 'in 
principle' approval was received) to compensate for the cost of superior specifications of the vessels 
as the same could not be determined by the Company, has not been included. 
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[~~~~~-C-HAP~-T-E_R_x_x_:_MI~NI_s_T_R_Y_o_F_s_T_E_E_L~~~~---'] 

Bokaro Power Supply Company (Private) Limited 

20. 1.1 Avoidable extra expenditure of Rs. 12.31 crore011 import of coal 

The Company's decision to import 0.46 lakh MT of coal on the ground of acute 
shortage without reviewing the actual availability and consumption pattern resulted 
in avoidable extra expenditure of Rs.12.31 crore. 

Bokaro Power Supply Company (Private) Limited (BPSCL) operates the power plants at 

Bokaro and sells power and team to Bokaro Steel Plant (BSL), a unit of SAIL. The 
monthly requirement of coal for generation of power and steam by BPSCL was around 
1.40 lakh MT per month and the targeted average monthly stock of coal was 0. 10 lakh 
MT. 

In September 2005, the Company decided to import Chinese coal through MMTC 
Limited (MMTC) on the ground of acute shortage of coal and in October 2005 issued a 
Letter of Intent to MMTC. The Company purchased 0.46 lakh MT of imported coal of 
Chinese origin from MMTC at a landed cost of Rs.4,603 per MT, which reached BPSCL 
in January 2006. 

During Audit it was observed that the Board of Directors did not review the actual 
availabi lity and con umption pattern of coal al the time of approving the import which 
\\as as follows: 

(In lakh MT) 
l\tonth Availa 

of coal 

June 2005 
Ju ly 2005 
August 2005 
September 2005 

onsumption bilit) c 
@ 0 f coal 

1.82 
1.96 
1.89 
1.85 

1.33 
1.48 
1.57 
1.52 

Closing stock 
(physically 
available) 

@ Note: Availability of coal means stock pills receipts during the month 

-
0.49 
0.48 
0.32 
0.33 

lt would be seen that availabilit) of coal was always much more than the consumption 
and there was no acute shortage of coal, which was the basis on which import of coal was 
resorted to. The actual closing stock was always higher than the targeted average stock of 
0.10 lakh MT. 

Further, the actu al coal consumption upto June 2005 was below the average monthly 
requirement of 1.-tO lakh MT. Increa. e 111 consumption of coal from July 2005 onwards 

A joint venture Company of Steel Authority of India Limited and Damodar Valley Corporation 
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was not due to excess demand for power but it was mainly due to poor performance of 
the power plant a the actual coal consumption per MT of steam generation (which was 
11 8.37 kg

1 
in April 2005) increased to 151.39 kg in September 2005 and to 157.02 kg in 

November 2005. The Management instead of taking action to control the excess 
consumption of coal decided to import the costUer coal. 

However, procurement of imported coal was also not necessary as the rate for imported 
coal at Rs.4,603 per MT was much higher than the rate for indigenous coal at Rs. 1,283 
per MT. And even after considering that the quality of imported coal was better than 
indigenous coal by 50 per cent based on heat value and ash content, the cost of imported 
coal would be higher by Rs 2,678 per MT2 than the derived cost of indigenous coal of. 
Rs. 1,925 per MT, resulting in extra expend iture of Rs. 12.3 1 crore3

. 

The Management stated (June 2007) that critical stock position was reached in August 
2005 and decis ion was taken to force reduction of generation level to 135 MW to bui ld 
up stock, which reached to the level of 0. 10 lakh MT by the end of October 2005. They 
contended that import was necessary to keep the thermal power plant running since non­
supply of steam to BSL could have led to grave consequences. 

The Management's reply was not tenable as at the time o f the decision to import in 
September 2005 availability of coal was 1.85 lakh MT and consumption of coal wa only 
1.52 lakh MT. The closing stock of coal was 0.32 lakh MT at the end of August 2005. 
lmpo11 of coal was also not justified in view of the fact that when the imported coal 
eventually reached BPSCL in January 2006, the stock level was already 0.39 lakh MT 
(December 2005) and the so called critical position had ceased to exist. 

Thus, import of 0.46 lakh MT of coal at the higher rate of Rs.4,603 per MT on the ground 
of acute shortage of coal resulted in avoidable extra expenditure of Rs. l 2.3 l crore. 

The matter was reported to the Ministry in August 2007; reply was awaited (November 
2007) . 

National Mineral Development Corporation Limited 

20.2.1 Avoidable loss due to short payment of advance tax 

Failure to consider the published financial results for the purpose of computation of 
payment of advance tax resulted in an avoidable payment of interest of Rs.1.22 
crore under Income Tax Act. 

As per Section 208 read with Section 2 11 of the Income Tax Act 1961 (Act), every 
Company is required to pay advance tax o f not less than 15 per cent /45 per cent 175 per 
cent on due dates in quarterly instalments ( 15 of June/September/December) in such a 
way that the entire tax payable for the assessment year is paid by 15 March for the 
respective year. According to Section 234 C o f the said Act in the event of short payment. 

1 Kilogram 
2 Rs.4,603 per MT minus Rs.J,925 per MT 
3 Rs 2,678 per MT multiplied by 45,973 MT 
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the Company is liable to pay interest at the rate of one per cent per month on the unpajd 
amount of advance tax. 

The Act fu rther stipulates that, if the advance tax paid by the Company on it:- current 
income on or before 15 June or 15 September is not less than 12 per cent and 36 per cent 
respectively of the tax due on the returned income. then it shall not be liable to pay any 
interest on the amount of shortfall on those dates. 

A scrutiny of records relating to the payment of Income Tax revealed that the advance tax 
paid by the Company during each of the four 4tiarters for the financial year 2004-05 fell 
short of the limjt prescribed in the Act. As a result, the Company had to pay interest of 
Rs.6.96 crore for the year 2004-05 under Section 234C of the Act. 

The Company paid (15 September 2004/15 December 2004) the second instalment and 
third instalment of advance tax for the financial year 2004-05 on the basis of estimated 
annual profit of Rs.763.30 crore and Rs.794.36 crore respectjvely. It was observed in 
Audit that the Company had declared (July 2004) a profit1 of Rs.258.39 crore for the first 
quarter and profit1 of Rs 488.58 crore for the half year (October 2004) for 2004-2005. In 
computing instalment of advance tax for the second and third quarter, the Company failed 
to consider the published financial results. Had it considered. among other factors, the 
published resu lts while· computing the advance tax instalment for the second and third 
quarter, it could ' have saved itself from paying penal interest of Rs.1.22 crore3 to the 
income tax authorities out of the total amou nt of penal interest of Rs.6.96 crore. 

The Ministry in its reply stated (Jul y 2007) that in future the profits for the first quarter 
would be taken into account for payment of advance tax. It further added that the 
Company had gone (April 2006) in for an appeal to the Chief Commissioner of Income 
Tax to waive the penal intereM charged. The Income Tax Authorities ha\'e not waived the 
penal interest levied under ection 234C so far (November 2007). 

Thus, the Company incu1Ted an a\oitlablc payment of interest of Rs.1.22 crore due to 
failure to consider its pubUshed financial results for the purpose of computation of 
payment of advance tax for the second anti third quarters. 

Steel Authority of India Limited 

20.3.l Irregular payment of Rs.21.29 crore as reward to the employees 

I The Company made irregular payment of cash reward amounting to Rs.21.29 crore 
l_!o its employees in contravention of the guidelines issued by DPE. 

According to Department of Public Enterprises (DPE)'s instruction~ dated 20 overnbcr 
1997, no ex-gratia , honorarium, reward, etc., would be paid by the Public Sector 
Enterprises to their employees over anti above the entitlement under the provisions of the 

1 Profit before tax for the period April to Jun e of 100.J-2005 
~ Profit before tax for the period April to September of 200.J-2005 
1 Based on yearly profit of Rs.1,03.J crore and the loss has been reduced on the assumption that the 

Company might have eam ed interest 011 short term deposits at the rate of 5.81 per cent per a11num for 
the funds retained by it 
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Bonus Act or the executive instructions issued by the OPE in respect of ex-gratia unless 
the amount was authorised under a duly approved incentive scheme in accordance with 
the prescribed procedure. 

It was observed in Audit (March 2007) that in July 2004, Steel Authority of India Limited 
(SAIL) had approved payment of an ad hoc cash reward of Rs. 13.19 crore (Rs. 1,000 per 
employee) to its 1,3 1,910 employees for promoting motivation and morale. 

Further, the Company decided on 29 January 2007 to extend an ad hoc cash reward of 
Rs.3,000 to each employee of IISCO Steel Plant (ISP 1

) who were on the rolls in 
December 2006. This was done on the plea of a motivational measure to ustain the 
morale of employees of ISP who did not have their wages revised for more than eight 
years as ISP was a sick Company2 under BlFR. The financial implication of this payment 
to 14,415 employees was Rs.4.33 crore. 

In another case, a cash reward of Rs. l.000 to each employee of Bhilai Steel Plant (BSP) 1 

of the Company amounting to Rs.3 .77 crore was paid in January 2007. The payments 
were made to 37 ,688 employees who were on the rolls on J April 2006 plus all those who 
joined service thereafter, in recognition of their contribution to improved performance of 
the plant and to ensure high morale and motivation levels of employees to sustain 
performance and growth. 

As payment of reward in an ad hoc manner without following the prescribed procedure is 
prohibited as per the above guidelines of OPE, the decision taken by the Company for the 
payment of cash reward was irregular. 

The Management stated (July 2007) that payments to ISP and BSP were made to 
encourage efforts by employee in future. Further, payments were made as per guidelines 
for wage revision issued by OPE which allows payment of perquisites and allowances 
upto a maximum of 50 per cent of the basic pay. Payments over and above the ceiling of 
50 per cent were to be entirely in the nature of performance related payments which 
should not exceed five per cent of the di stributable profits in an enterprise. The Ministry, 
while endorsing (September 2007) the reply of the Management, stated that these one 
time payments were in the nature of ' recognition/reward' and had been in monetary 
terms. 

The reply was not tenable as the the DPE's guidelines quoted in the reply were not 
re levant in this case as the payment of cash reward did not come within the ambit of 
perquisites or allowances . The payment was also not based on any duly approved 
performance related incentive scheme and was ad hoc in nature. 

Thus, payment of cash reward to the employees of the Company in contravention of the 
guidelines issued by OPE had resulted in extra expenditure of Rs .2 1.29 crore. 

1 ISP a11d BSP are two integrated steel plants of the five i11tegrated steel pla11ts of SAIL 
2 lfldian Iron and Steel Compa11y (IISCO) Limited which was a JOO per cent subsidiary of SAIL has 

been merged with the pare11t compa11y as IISCO Steel Pla11t with effect from 16 February 2006. 
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20.3.2 Loss of Rs.5.37 crore due to premature failure of XLPE cables 

Company purchased 33 KV XLPE cables, without incorporating performance bank 
guarantee clause, from a party against whom negative reports were available, 

1 resulting in premature failure of the cables causing a loss of Rs.5.37 crore. 

The Power Distribution network of Rourkela Steel Plant (RSP), a unit of SAIL, was 
equipped with oil filled cables at 33 KV level since inception (35 years). The existing 
cables were giving trouble due to long use and hence for their replacement, RSP 
purchased 21,930 metres of 33 KV XLPE cable from Mis Central Cables Limited 
(CCL), Nagpur at a cost of Rs.4.54 crore. The Letter of Intent was issued by Bhilai Steel 
Plant in May 2002, the Central Procurement Agency (CPA) and formal purchase orders 
were issued by RSP in December 2002 and April 2004. The purchase orders. inter alio. 
provided for a guarantee clause under which the cables were to give a trouble free 
performance for a period of 12 months from the date of use or 18 months from the date of 
supply whichever was earlier. 

Cables were received during July 2003 to November 2004 and laying thereof was started 
from February 2004 through a separate job contract. Initially, 10,167 metres of cables 
were laid. The cables started fail ing at regular intervals soon after its commissioning. 
Thereafter, the balance cables were laid under the supervision of Central Power Research 
Institute (CPR!). Out of the balance quantity of I 1,763 metres (2 1,930 minus I 0, 167 
metres) of cables, l 0,263 metres were laid inside the plant and the remaining 1,500 
metres were kept in stores. The cables continued to fail even after they were laid under 
the supervision of CPRI. The cost of cable laying, supervision, testing etc. , was Rs.83 
lakh. 

The Management of RSP took up the issue of cable failure with the supplier and asked 
for the replacement of the entire supplied quantity in January 2005. Ruling out the 
possibility of manufacturing defects in the cables, the supplier attributed the failure to the 
cable operating and laying parameters at RSP and agreed to replace onl y 92 metres of 
cables. Subsequently, the Management decided (July 2006) to replace the laid cables with 
fresh procurement of 18,500 metres to take care of the critical operations inside the plant. 
The Management took action against the supplier by invoking the arbitration clause and 
appointing an Arbitrator only in July 2007 on the premature failure of the cables and their 
non-replacement by the supplier. 

It was seen in Audit that the procurement of cables from CCL was not proper in view of 
the following deficiencies:-

(i) Manufacturing technology of XLPE cables of CCL was different than that of XLPE 
cables being used in RSP system. Further. the product of CCL was fo und to be 
unsatisfactory in other organisation where the pa11y was debarred from conducting 
business, a fact known to the Management. None the less, order was placed without 
incorporating performance bank guarantee clause, on a part) whose supply 
worthiness was not known. and against whom negati ve reports were available. 

• Cross linked polyethyle11e insulated cable 
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(ii) On the proposal for procurement of XLPE cables the Managing Director, RSP had 
specifically requested to go in for a proven technology or alternatively, the 
procurement should be made on turnkey basis for system integration with guarantee 
linked to payment. The Letter of Intent however, was issued by CPA on behalf of 
RSP without complying with the above specific requirements of the Managing 
Director, RSP. 

(iii) There was considerable delay in laying of the cables. The first batch of cable was 
received in July 2003, the processing of order for cables laying was initiated in 
February 2004 and was charged in May 2004. Subsequently, other batches of cables 
were laid and charged in October 2004 and November 2004. Delay in cable laying 
put pressure on the products guarantee clause since by the time RSP cou ld notice the 
failure, the guarantee period was about to expire. 

While accepting the fact that there were manufacturing defects in the cables and there 
was delay in laying of cables, the Management in its reply stated (July 2007) that on the 
issue of premature failure of the cables, RSP had taken various actions which included 
sending of final demand notice (June 2007) and invoking of the Arbitration clause. 

The reply of the Management was essenti ally a post facto rationalisation as had the cables 
been procured from a proven supplier and had there been a guarantee linked payment 
clause in the order, the loss could have been avoided. The process of invoking of 
Arbitration clause was a belated action on the part of the Management. 

Thus, purchase of cables from a pa.ity, whose credentials in manufacturing of 33 KV 
XLPE cables were unreliable, resulted in premature failure of the cables causing a loss of 
Rs.5.37 crore towards cost of the cables, cost of laying and other charges . 

The matter was reported to the Ministry in August 2007; reply was awaited (November 
2007). 

20.3.3 Avoidable loss of Rs.1.23 crore due to violation of Excise Rules 

Reassessment of Excise Duty by the Company on the export surplus in 
contravention of the Central Excise Rules resulted in payment of penalty of Rs.1.23 
crore. 

The Excisable goods meant for export to other countries a.i·e cleared under bond without 
payment of Excise Duty under Rule-19(3) of Central Excise Rules read with notification 
no. 42/2001-CE (NT) dated 26 June 200 l , as a.inended. For clearance without payment of 
duty, the particulars of the consignments of the goods for export including the 
value/quantity and a.inount of duty has to be declared in the application for removal of 
excisable goods under export (ARE-1 ) as provided in the rules/notification. 

As per provisions in the rule, in case the excisable goods cleared under ARE- 1 are not 
exported for any reason and the exporter intends to divert the goods for home 
consumption, he may be permitted to do so by the Excise authorities on request in 
writing. Duty as specified in the application will be payable on such diverted goods with 
interest at the rate of 24 per cent per annum on such duty from the date of removal for 
export from the factory/warehouse till the date of payment of duty. There will not be any 
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need for reassessment unles there are reasons lo believe that the assessment \\as nm 
correct. 

It was observed in Audit that Bokaro Steel Plant (BSL), a unit of SAIL, for exporting Hot 
Rolled (HR) Coils/Slit Coils lo ational Tubes Limited. Bangladesh under several 
contracts. cleared 28.481.872 MT of Coil-. under bond. BSL sent the HR Coils to M/s. 
SAIL - Bansal Services Center Limited, a job worker for slitting the coils as per 
specification in the contract. Subsequently, BSL expo11ed only J 8, 160.35 1 MT of Coi ls 
and diverted l 0,322.796 MT for sale in the domestic market. BSL reassessed the value of 
the diverted quantity of goods considering rebate allowed to customers on sale prices. 
reclassifying a portion of the goods generated during cutting/slitting as scrap and paid 
Excise Duty on the reassessed value which was lower by Rs.1.23 crore than the E.\cise 
Duty assessed on the value declared earlier in the ARE- I. 

Considering the unilateral reassessment of the duty as contravening the provisions of the 
Excise Rules, the Central Exci e Depll. Bokaro issued (March and Augu t 2003) three 
show cause notices to BSL for reco\ery of the duty of Rs. 1.23 crore along with penalty 
and interest on the Excise Duty. Subsequently, the Commissioner of Central Excise. 
Ranchi passed (August 2005) three orders asking BSL for payment of Rs. I .23 crore as 
Excise Duty along with interest and Rs.1.23 crore as penalty. SSL filed appeal 
(November 2005) against the orders before the Customs, Excise and Service Tax 
Appellate Tribunal (CESTAT), Kolkata and applied for the necessary clearance from the 
Committee of Secretaries viz .. "Commiuec on Disputes'' (COD) which was necessary for 
pursuing the appeal as per the decision of the Hon'ble Supreme Court. The COD 
however. did not grant permission <June 2006) on the ground that no question of facts 
and laws were involved in the matter of dispute. Hence. the appeal filed by SSL at 
CESTAT was rejected . Ultimate)} the Company paid (July 2006) Rs.1.23 crore as Excise 
Duly and a penalty of Rs. 1.23 crore. Besides, Excise Department al o made a demand of 
Rs.1. 12 crore towards interest. 

The Ministry staled (October 2007) that c;ince, the actual goods exported after processing 
were different from the goods removed to the job workers premises, the value of the 
goods were reassessed and Excise Duty was paid on the basis of reassessed value wh ich 
was as per the provisions of the Trade otice and the Excise Rules . Hence, no wrong was 
done while discharging its Excise Duty li abi lity. The case had been resubmitted to the 
COD for reconsideration. 

The Ministry's contention was not acceptable since reassessment of Excise Duty on the 
goods cleared under ARE- I could be done only with the permission of the Excise 
Department and Trade Notice No. 19/2002 dated 16 September 2002 also did not provide 
for re-assessment of duties. 

Thus, due to reassessment of Ex.ci'ie Duty on export surplus diverted for domestic 
consumption without proper permis'>ion and in contravention of the rules and procedures. 
SSL had lo pay penalty of Rs. 1.23 crore. 
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20.3.4 Avoidable expenditure due to delay in lifting of iron ore 

Visvesvaraya Iron and Steel Plant placed orders in February and March 2005 on 
National Mineral Development Corporation Limited for supply of 35,000 WMT of 
iron ore but it could not lift the entire ordered quantity within the delivery schedule 
and incurred an additional expenditure of Rs.1.18 crore. 

Yisvesvaraya lron and Steel Plant, Bhadravati (Plant), a unit of Steel Authority of India 
Limited , purchases iron ore from National Mineral Development Corporation Limited, 
Hyderabad (NMDC). The Plant placed a purchase order on NMDC in February 2005 for 
suppl y of 20,000 WMT 1 of iron ore from its Kumaraswamy mines at the rate of Rs.815 
per WMT with delivery schedule upto 3 1 March 2005. The plant subsequently issued 
two extension orders for supply of an addi tional 35,000 WMT (20,000 plus 15,000 
WMT) on 24 February 2005 and 24 March 2005 respectively, on the same terms and 
conditions of price and deli very. The Plant made an advance payment of Rs.4.60 crore 
between 8 February 2005 and 24 March 2005 for supply of 55.000 WMT. The Plant 
lifted only 33,106 WMT iron ore out of the ordered quantity of 55,000 WMT upto 3 1 
March 2005 and 2 1,722 WMT out of the balance quantity of. iron ore was lifted during 
April/May 2005. 

During September 2005, NMDC revised the price of iron ore from Rs.8 15 to Rs. 1,358 
per WMT with retrospective effect from J April 2005 and claimed Rs. J . 18 crore for 
2 1 ,722 WMT lifted by the Plant in April/May 2005 against the above purchase orders 
issued in February/March 2005. The Plant settled the claim in September 2005. Thus, by 
failing to lift the entire quantity of 55,000 WMT of iron ore prior to 31 March 2005. the 
Plant incurred an avoidable expenditure of Rs. l .18 crore. 

The Management stated (November 2006/March 2007) that the Plant had entered into 
(March 2006) a long-term agreement with NMDC with price escalation clause for a 
period of three years retrospectively from April 2005 . The Management further added 
that the entire quantity cou ld not be lifted before 3 1 March 2005 due to logistic problems. 
The Ministry stated (August 2007) that the agreement was applicable to all the materials 
received from 1 April 2005 irrespective of the date of Purchase Order and all the 
payments made to NMDC were as per the agreement. 

The replies of the Management and the Ministry were not tenable because the plant 
should have taken action to lift the entire quantity before 3 1 March 2005 as per its 
delivery schedule and as it was aware even in February 2005 of the impending increase in 
price with effect from April 2005 and therefore wanted to build up a stock to the level of 
1,00,000 MT of iron ore. As to the logistic problems like non-availability of rail 
connection and unsuitability of road the Plant should have planned the lifting of the ore 
as per its ordered schedule and intent to build the stock prior to price increase. In fact the 
plant used only 15 of the 46 days2 in the delivery period available for actually lifting the 

material. 

1 Wet Metric Tonne 
2 During 14 February 2005 to 31 March 2005 
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Thus. the Plant's failure to lift iron ore v.ithin the delivery schedule resulted in extra 
expenditure of Rs.1.18 crore. 
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Follow-up on Audit Reports (Commercial) 

The Lok Sabha Secretariat requested (July J 985) all the Ministries to furnish notes (duly 
vetted by Audit) indicating remedial/corrective action taken by them on the various 
paragraphs/appraisals contained in the Audit Reports (Commercial) of the Comptroller 
and Auditor General of India as laid on the table of both the Houses of Parliament. Such 
notes were required to be submitted even in respect of paragraphs/appraisals which were 
not selected by the Committee on Public Sector Undertakings (COPU) for detailed 
examination. The COPU in its Second Report (1998-99-Twelfth Lok Sabha) while 
reiterating the above instructions, recommended: 

• setting up of a monitoring cell in each Ministry for monitoring the submission 
of Action Taken Notes (ATNs) in respect of Audit Reports (Commercial) on 
individual Public Sector Undertakings (PSUs); 

• setting up of a monitoring cell in Department of Public Enterprises (OPE) for 
monitoring the submission of ATNs in respect of Reports containing paras 
relating to a number of PSUs under different Ministries; and 

• submission to the Committee, within six months from the date of presentation 
of the relevant Audit Reports of follow up A TNs duly vetted by Audit in 
respect of aJl Reports of the C&AG presented 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) 
reiterated its earlier recommendations that the OPE should set up a separate monitoring 
cell in the OPE itself to monitor the follow-up action taken by various 
Ministries/Departments on the observations contained in the Audit Reports (Commercial ) 
on individuaJ undertakings. Accordingly, a monitoring cell is functioning in the OPE 
since August 2000 to monitor the follow up on submission of A TNs by the concerned 
administrative Ministries/Departments. Monitoring cells have also been set up within the 
concerned Ministries for submission of A TNs on various Reports (Commercial) of the 

C&AG. 

A review in Audit revealed that despite reminders, the remedial/corrective ATNs on the 
paragraphs/reviews contained in the last five years' 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 vetting. No ATN has been received in 
respect of 56, 76, 80, 122 and 120 paragraphs/reviews contained in Audit Reports 
(Commercial) of 2002, 2003, 2004, 2005 and 2006, respectively. 
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For Audit Reports (Commercial) of :wen. which were presented to Parliament in 

March/April/May 2007, AT son 173 para..,/rev1ews out of 258 were awaited from 
various Ministries till 22 November 2007. 

Out of 627 paragraphs on which ATNs were awaited, 84 paragraphs related to PSUs 
under the Ministry of Finance (Banking Division), 82 paragraphs/ review related to PSUs 
under the Ministry of Finance (Insurance Division), 58 paragraphs/ revie)'VS related 10 

PS Us under the Ministry of Petroleum and Natural Gas and 53 paragraphs/ re\ icv.!-> 
related to PS Us under the Department of Telecommunications. 

New Delhi 
Dated: 3 200B 

New Delhi 
Dated: 

GL,vk'Y 
(BHARTI PRASAD) 

Deputy Comptroller and Auditor General 
cum Chairperson, Audit Board 

Countersigned 

(VINOD RAl) 
Comptroller and Auditor General of India 
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- -- - Rt!port No. C 4 II of 1008 

- T APPENOTX --1 -} 

(Referred to in para I. I. I) 
Avoidable payment of interest 
Assessment Quarterly due date Quarter Tax-able Advance Short Advance Advance Short Date of lnteresl paid 
Year ending Income Tax Paid Payment tax due to tax paid to payment of payment on shortfall 

total total advance 
advance advance tax 
tax due for tax due for 
the year the year 

Rs. in lakh per cent Rs. in lakh 

2003-04 June 15. 2002 Jun-02 2.704.00 1,195.00 1,509.00 15.00 6.63 8.37 I 3-Jun-02 57.00 
September 15, 2002 Sep-02 8, 11 2.00 3,558.00 4,554.00 45.00 19.74 25.26 13-SeP-02 171.00 -
December 15, 2002 Dec-02 13,519.00 8.260.00 5.259.00 75.00 45.82 29.18 13-Dec-02 197.00 
March 15, 2002 Mar-03 18,026.00 11.819.00 6,207.00 100.00 65.57 34.43 15-Mar-03 78.00 
Interest under Section 234C of the Income Tax Act, 1961 502.16 
Interest under Section 2348 of the Income Tax Act. 1961 77.59 

2004-05 June 15, 2003 Jun-03 7,749.00 1,907.00 5,842.00 15.00 3.69 I I .J I 15-Jun-OJ 175.00 
September 15. 2003 Sep-03 23,248.00 15,3 19.00 7,929.00 45 .00 29.65 15.JS 15-Sep-OJ 238.00 
December 15, 2003 Dec-OJ 38,747.00 29,143.00 9,604.00 75.00 56.41 18.59 I 5-Dec-03 288.00 
March 15, 2003 Mar-03 51,663.00 42,901 .00 8.762.00 100.00 83.04 16.96 15-Mar-04 88.00 
lnleresl under Section 234C of the Income Tax Act. 1961 789.00 
Interest under Section 2348 of the Income Tax Act, 1961 87.62 

2005-06 June I 5, 2004 Jun-04 5,244.00 2,822.00 2,422.00 15.00 8.07 6.93 I 5-Jun-04 72.65 
September 15, 2004 Sep-04 15,731.00 9,661 .00 6,070.00 45.00 27 .64 17.36 15-Sep-04 182.09 
December I 5, 2004 Dec-04 26,2 18.00 19,089.00 7. 129.00 75.00 54.6 1 20.39 14-Dec-04 213.87 
March 15, 2004 Mar-04 34.957.00 27,671.00 7,286.00 100.00 79.16 20.84 15-Dec-05 72.86 
Interest under Section 234C of the Income Tax Acl, 1961 541.47 
lnlerest under Section 2348 of the Income Tax Act. 1961 72.86 

Total inlerest for the three assessmenl years 2003-04 to 2005-06 2070.70 

Total in1erest for the two assessment years 2003-04 and 2005-06 considering Ministry's reply. 1,194.08 

Avoidable paymenl of interest after reducing the amount that Company mipht have generated at the rate of six per cent r>er 11nnum 597.04 

Less unavoidable loss of interest on income ofRs.37.02 crore for AY 2003-04 32.00 

Avoidable loss of interest r 565.04 
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( APPENDIX -II 

(Referred to in para 16. 1.1) 

Name of PSU I Audit obser vation in brief Amount 
Amount (Rs. in lakh ) 

of Amount 
r ecover y recovered by 
pointed out by the 
Audit '.\itana ement 

Ministry of Civil Aviation 

Airports ~-recovery of Passenger~- 12.15 
Authority of I Service Fee due on India 

12.15 

India Airlines Interline Passengers 

I 
. carried out b) Jet A1n~ays __L 

Ministry of Consumer Affairs, Food and Public Distribution __ _ 

Food I (i) Payment of excess rentals 836.97 836.97 
Corporation of for godowns l= 
India (ii)Non-recovery of weighi ng 189.62 1 

char es ---
(iii)Non-recovery of storage · 2.19 

charges 
,_(_i-v)-E-xcessive intere:-.l charged 483.42 t 
I 

by bank due Lo erroneous 
applications of case credit 

.___in_terest i _____ _ 
(v)Dues recoverable from 20.14 

contractor 
Depa r tment of Coal 

Mahanadi 
Coalfields 
Limited 

Non-recovery of transportation 
charges from NALCO I 

Eastern Undue payment to dnlling and 

57.20 

127.77 

I Coalfields blasting contractors L 
Limited I 

·-----~ 

Ministry of Fina nce (Banking Division ) 

r 
Securilles Excess payment of lea\e travel 
Trading concession to employees 
Corporation of 
India limited - - --+--------
UP Industrial 
Consultants 
Limited 

Non-realisation of charges of 
space from the participants of 
International Trade fair 

------~o_r~a_n_ised E.t.!_he Com pa~ 

139 

0.23 

60.70 

184.37 

2 19 
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5.31 
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Name of PSU Audit observation in brief Amount of Amount I 
recovery recovered by 
pointed out by the 
Audit Mana2ement 

Ministry of Finance (Insurance Division) 
The New India (i) Undercharge of premium 8.42 8.42 
Assurance (ii) Excess allowance of 1.33 l.33 
Company discount -Limited (iii) lncorrect issue of policies 0.12 0.12 

(iv) Excess settlement of 10.29 10.29 
claims 

The Oriental (i) Excess allowance of 0.06 0.06 
Insurance discount 
Company (ii ) Excess settlement of clai ms 0.10 0.10 
Limited (iii) Undercharge of premium 3.53 0.45 
United India (i) Undercharge of premium 3.86 3.86 
Insurance (ii) Excess payment of agency 0.28 0.27 
Company commission 
Limited (iii)Excess allowance of 8.56 8.56 

discount 
(iv)Non-recovery of Housing 4.94 4.94 

loan/rent from employees 
Department of Heavy Industries 
Bharat Heavy Under recovery of price 118.94 I 13.49 
Electricals escalation from NTPC 
Limited 
Ministry of Petroleum and Natural Gas 
Indian Oil (i)Overpayment of octroi 28.56 28.56 
Corporation (ii ) Loss due to non-recovery of 566.78 27.78 
Limited interest 
Hindustan Non-recovery of penalty from 8.43 8.43 
petroleum the supplier for delayed 
Corporation delivery of goods 
Limited 
Ministry of Power 
National Short recovery in respect of 50.00 39. 18 
Hydroelectric departmental material issued to 
Power the contractor 
Corporation 
Limited 
Department of Road Transport and Hi2hways 
National Overpayment of price 72.10 2 1.22 
Highways escalation to the contractor 
Authority of 
India 
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Ministr of Steel 
MECON Limited (i)lrregular payment of Leave 1.96 1.96 

Travel Concession 

orl ( ii)Non-recovery of cost 35.00 35.00 
erection of modifi ed pulley I 
from the su lier 

Minis tr of Textiles 
Cotton Irregular payment of DA, HRA 2.49 2.49 
Corporation of CCA etc., to employee~ 

~ India Limited 
Total t_ 2716.14 2070.92 
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( APPENDIX -ID ) 

(Referred to in Chapter XXI) 

Statement showing the details of Audit Reports (Commercial) for which Action 
Taken Notes were pending as on 22 November 2007 · 

- -
No. and Year of Name of the Report Para No., if any 
~rt 

Ministry of Agriculture and Co-operation 
I 

I . No. 3 of 2003 Transaction Audit Observations Para 1.1. 1 I .._ 

I 2. No. 11 of 2006 Comments on Accounts Paras 1.2.1 and 1.5.1 
' 

3. No. 9 of 2007 Financial Reporting by PS Us Paras 2.4.4.6, 2.5, 2.6. J .5 and I 
2.6. 1.7 

l 
Department of Bio-Technology 

I. No. 2 of 2002 Comments on Accounts Paras 1.4.1, 2. 1.2, 2.2. 1, 2.3.3, 
and 2.8. 1 

2. No. 2 of 2003 Comments on Accounts Para 2. 1.2 ·-
3. No. 2 of 2004 Comments on Accounts Paras 2.2.2 and 2.3.1 - -
4. No. 2 of 2005 Comments on Accounts Paras 2. 1.2 and 2.2.1 

5. No. 9 of 2007 Financial Reporting by PSUs Paras 2.4.4.6 and 2.5 ------, 
6. No. 11 of 2007 Transaction Audit Observations Para 3.1.1 

Department of Chemicals and Petrochemicals 

I . No. 2 of 2003 Comments on Accounts Paras 2.1.3, 2.2.4, 2.2.5, 2.3.2, J 
2.4.6 and 2.8. l - ---

2. No. 3 of 2003 Transaction Audit Observations Para 3.1.1 

3. No. 2 of 2004 Comments on Accounts Para 1.2.2 

4. No. 3 of 2004 Transaction Audit Observations Para 1.4. 1 

5. No. 2 of 2005 Comments on Accounts Para 2.1.3 

6. No. 3 of 2005 Transaction Audit Observations Para 2 .2.1 
>--

7. No. 9 o f 2007 Financial Reporti ng by PS Us Paras 2.4.4.1 , 2.4.4.4 and 2_2__j 

Ministry of Civil Aviation 

I. No.3of2002 Transaction Audit Observations Para 3.1. l ·-
2. No. 2 of 2005 Comments on Accounts Para 2. 1.5 

3. No. 3 of 2005 Transaction Audit Observation Para 3.2.3 --
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No. and Year 
Report 

i 4. No. 11 of 2006 

5. No. 12 of 2006 

r 6. No. 9 of 2007 

r 7. No. 11 of 2007 

8. No. 17 of 2007 

Ministry of Coal 

Report No. CA 11 of 2008 

of Name of the Report Para No., if any 

Comments on Accounts Para 1.2.4 

- +--T-ransaction Audit Ohservatio4 Para 4. 1. 1 -- -

Financial Reporting hy PSUs Paras 2.4.4.4 and 2.6.2 

Transaction Audit Ohsenations Paras 4.1. J. 4.2.1. 4.2.2. 4 .2.3. 
4 .2.4 , 4.2.5, 4 .3. 1. 4.3.2. 4.4. J 
and 4.5 .1 __ __,_ 

Review of infra-.tructure and 
operational facil ities in Airports 
Authority of India 

Paras I. J to I. J 0, 2.1. 2.2. 2.3 . 
2.4, 2.4.1 , 2.4.2, 2.5, 2.5. 1. 3. 1, 
3.2, 3.2. J, 3.2.2. 3.2.2.1, 
3.2.2.2, 3.2.3. 3.2.3. 1. 3.2.3.3, 
3.2.4, 3.2.5, 3.2.6, 3.2.7, 3.2.8, 
3.2.9, 3.3, 3.3. 1, 3.3.2, 3.4, 4.1, 
4.2, 4.3. 4.4. 4.5, 4.6. 4 .7. 4 .8. 
4.9, 4.10. 4 .11, .+ .12. 5. 1. 5.2. 
5.3. 5.4. 5.5. 5.5.1, 5.5.2. 5.5 .3. 
5.5.4, 5.5.5. 5.5.6, 5.5.7. 5.5.8. 
5.6, 6. 1. 6.2. 6.3, 6.4. 7. 1. 7.2. 
7 .2. 1, 7.3, 7.4. 7.5, 7.6. 8.1 , 
8.2, 8.3, 9. 1, 9.2. 9.3. 10.1.1 , 
10.1.2, 10. 1.3, 10.1.4, 10.2, 
and 10.3 

J. o. 3 of 2002 Transaction Audit Obscnations Para 4 .6. l 
----1---

2. No. 3 of 2005 

3. No. 4 of 2005 

4. No. 8 of 2006 

Transaction Audit observations Paras 4 .2.1 and 4 .5 .1 

Review on BCCL- Pcrf ormance Paras 3.1. 3.2. 3.3, 3.4, 3.5, 
of Madhuhand Washcry 3.6, 3.7 and 3.8 

Review on Project 
Implementation. performance of 
HEMM. 1anpowcr analysis. 
Fund Management and 
Environmental planning - MCL 

Perfon11ance Re\ iev. on Bucket 
Wheel Excavator-. of Ne\ yeli 

I Lignite 
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Paras 3.6.1. 1. 3.6.1.2. 3.6.1.3, 
3.6. 1.4, 3.6. l.5{i ). (ii), 3.6.1.6 
(i), (ii ), (iii). 3.6. 1.7' 3.7.1. 
3.7.J. l, 3.7.2.J. 3.7.2.2. 3.8.1. 
3.8.2, 3.8.3, 3.8.4, 3.9. I , 3.9 .2. 
3.9 .3, 3.9.4. 3.10. 3.1 I. I, 
3. 11.2, 3.12.l, 3. 12.2, 3. 12.3, 
3. t 2.4, 3.12.5, 3. 13. 1. 3.13.2 
and 3.13.3 

Paras 4 .6.2. 1. 4 .6.2.2. 4 .6.2.3. 
4.6.3. L 4 .6.3.2. 4 .7. 1.1. 
4.7. 1.2, 4.8. 1. 4.8.2, 4.8 .3. 
4 .8.4 and 4 .9 
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No. and Year of Name of the Report Para No., if any I I Report 

5. No. I l of 2006 Comments on Accounts Paras 1.4.3, I .4.4, 1.4.5, I .4.6. 

1.5.4, 1.5.5,1.5.6, 1.5.7, 2.~ 
2.2.3, 2.2.4 and 2.6.2 

6. No. 12 of 2006 Transaction Audit Observations Paras 5. 1.1 , 5.2.2, 5.3.1. 5.4.1. 

~ 

5.5. 1, 5.6. 1 and5.7. 1 

7. No. 9 of 2007 Financial Reporting by PSUs Paras 2.4.4.1, 2.4.4.4. 2.4.4.6 ] 

l and 2.5 

Paras I. I to 1.3, I .4. I, I .4. I. ~ 8. No. 9 of 2007 Performance review of 
Rajrappa project - CCL 1.4. 1.2, 1.4.1.3, 1.4.2.1, 

1.4.2.2, 1.4.2.3, 1.4.2.4, 
1.4.3. 1, I .4.3.2, 1.4.3.3, 
1.4.3.4, 1.4.4. I , 1.4.4.2, 1.4.4.3 
and 1.4.5 

---l 

Performance review of thermal Paras 2.1 to 2.5, 2.6. I , 2.6. 1. I, 
power stations - NLCL 2.6. I .2, 2.6. 1.3, 2.6. 1.4, 2.6.2. 

2.6.2.1 , 2.6.3. 2.6.3. 1, 2.6.3.2, 
2.3.3.3, 2.6.4, 2.6.4. 1, 2.6.5. l , 
2.6.5 .2, 2.6.6, 2.6.6. 1, 2.6.7 , 
2.6.7. 1, 2.6.8, 2.6.8. 1, 2.6.8.2. 
2.6.8 .3, 2.6.8.4. 2.6.8.5, 
2.6.8.6, 2.6.8.7, 2.6.9, 2.6.9. I. I 
2.6.9.2, 2.6.9.3 and 2.7 

I 1 

9. No. I 0 of 2007 information Technology Paras 1.1 , 1.6. J, 1.6.2, 1.6.3. 
Application. in PS U 1.6.4, 1.6.5, 1.6.6, 1.6.7, 1.6 .8. 

IT review on Integrated 
l.6.8 . I, 1.6 .8.2. l.6 .8.3, 1.6.9, 

Business Solution-NCL 
l.6.9. 1, l.6.9.2, 1.6.9.3, 
1.6.9.4, 1.6.9.5, 1.6. 10, 
1.6.10. l. l.6. 11. 1.6. 11. l (i ). 
(ii), (iii), 1.6. 11 .2, 1.6. 12. 
l.6.13, 1.6.14, l. 7 and 1.8 

and I l 0. No. 11 of 2007 Transaction Audit Observations Paras 5. l.2, 5. 1.4, 5.2.2 
5.3. 1 

...j 

Ministry of Commerce and Industry 

I. No. 11 of 2006 Comments on Accounts Para 1.2.8 

2. No. 9 of 2007 Financial Reporting by PSUs Paras 2.4.4.6 and 2.5 

3. No. 11 of 2007 Transaction Audit Observations Paras 6.1. l and 6.2. 1 

I 
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I Para No., if any No. and Year of I Name of the Report 
~ Re ort __ . 

Department of Telecommunications 

I I . No. 5 of 2004 BSNL 

~ 

Chapter-II 

2. No. 2 of 2005 Comments on Accounts 
~~~~--t--~~~~ 

3. No. 5 of 2005 Chapter- I 

Chapter- VJ 

4. No. 11 of 2006 Comments on Accounts 
~~~~-1-~~~ 

Para 2.10 

Paras l .2.6 

Paras 1.3, 1.4 

Paras 6.1, 6.2, 6.3, 6.4, 6. 13 

1 
and 6. 14 

Para l.2.12 

5. No. 9 of 2006 Performance Audit of Human Paras 2. 10, 2. 10.6, 2.13, 2. 13.1 
ResourceMgt.inBSNL (except 2.13. 1.3), 2. 15.4, 

2.16.2 and 2.18.3 

6. No. 13 of 2006 

7. No. 9 of 2007 

Chapter -Tl 

Chapter -IV 

Chapter -Y 

Chapter -Vl 

Chapter -V ll1 

Chapter -XI-

Financial Reporting by PSUs 

Paras 2.6, 2. l 0 and 2. l I 

Paras 4.8. 4.9, 4.13, 4. 16 and 
4. 19 

Para 5.5 

Paras 6.2 and 6.3 

Para 8.4 

I Para 11.5 

L 
Paras 2.4.4.1. 2.4.4.4. 2.4.4.6. 
2.5, 2.6.1.1. 2.6.1.2. 2.6. 1.3, 

1

2.6. 1.4, 2.6. l.5 . 2.6. 1.6 and 
. 2.6. 1.7 

8. No. l 0 of 2007 

9. No. 10 of 2007 

Information Technology 
Application. in PSU -Material 
Management and Inventory 
Accounting in ITI Limited 

Paras 2.1, 2.7, 2.7. I, 2.7. I. I (i), 
(ii), (iii), (iv), 2.7. 1.2, 2.7. 1.3, 
2.7.2, (i), (ii), (iii), {iv), (v), 
(vi), (vii ), (viii ), (ix), (x) , (xi), 
2.8, 2.9, 2.10, 2. 1 I and 2.12 

Cellu lar Mobile Telephone Paras 1.9.2, 1.10. l.10.1, 
Serv i ce~ in BSNL 1. 10.2, 1. 10.3, 1. 10.4, 1. 11 , 

1. 11.2, 1.11.3, 1.11.4, 1.11.5, 
1.11.6, 1.11.7, 1.12, 1.12.4, 
1.12.4.1, 1.1 2.4.2, 1.1 2.4.3, 
1.1 2.5, 1.12.6, 1.12.7, 1.12.8, 
1.13, l.1 3.1. 1.1 3.3, l.1 3.4and 
1. 14 
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No. and Year of Name of the Report Para No., if any 
Report 

Billing and Customer care m Paras 3. 1 to 3. 7, 3.8, 3.9, 3. 10, 
MTNL 3. l 1, 3. l 1. l' 3.1 1.2, 3. 12. 

3. 12.1, 3.12.2, 3.] 2.3, 3.13, 
3.13. l , 3. 13.2, 3.13.3, 3.14. 
3. 14 .L 3. 14.2, 3.15, 3.1 5.1. 
3. 15 .2, 3. 15.3 and 3. 16 I 

10. No. 12of2007 Telecommunications Sector Paras 2.4, 2.6, 2.9 , 2.13. 2. 14, 
Transaction Aud it Observations 2. 16, 2 .2 1, 3. 1, 3.3, 3.6, 3.8, 

3. 10, 3.11 3.12, 3.13, 4.1 , 4.7 
and 4.9 

Ministry of Consumer Affairs, Food and Public Distribution 

l. No. 3 of 2003 Transaction Audit Observations Para 7.1.3 

2 . No . 4 of 2003 Fraud Control in FCI Para 2.1 

3. No. 3 of 2004 Transaction Audit Observations Para 5.2.2 

4. No. 3 of 2005 Trans 1~tion Audit Observations Paras 6.1.2, 6.1. 7 and 6.1.12 

5. No. l l of 2006 Comments on Accounts Para 1.5.9 

6. No. 12 of 2006 Transaction Audit Observations Paras 7.1. 1, 7.1.2, 7.1.3 and 
7.2.3 

7. No. 9 of 2007 Financial Reporting by PSUs Para 2.4.4.8 

8. No. l l of 2007 Transaction Audit Observations Paras 7.1.1 , 7.2.2, 7 .2.3 , 7 .2.5. 
7.2.6 and 7.2.7 

Department of Defence Production and Supplies 

1. No. 2 of 2003 Comments on Accounts Para 1.4.9 

2. No. 2 of 2005 Comments on Accounts Para 1.4.12 

3. No. 3 of 2005 Transaction Audit Observations Paras 7.4. I , 7.4.2. 7.4.3 and 
7.4.4 

4. No. 4 of 2005 Reviews on Bharat Electronics Paras 6.1. 6.2. 6.3, 6.4, 6.5, 
Limited (Chapter - VI) 6.6, 6.7 and 6.8 

Garden Reach Shipbuilders and Paras 8. l, 8.2 and 8.3 
Engineers Limited (Chapter -
VIII) 

5. No. 9 of 2007 Financial Reporting by PSUs Paras 2.4.4. 1, 2.4.4 .6 and 2.5 
(Regularity Audit) 
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No. and Year of Name of the Report 
, ReQort 

Para No., if any 

6. No.9 of 2007 
(Performance Audit) 

6. No. 11 of 2007 

Review on Outsourcing 
Hindustan Activities in 

Aeronautics Limited 

Paras 4.1 to 4.6, 4.7. L 4.7.1. L 
4.7. 1.2, 4.7.2 (i), (ii), (iii). (iv). 
4.7.3, 4.7.4. 4.7.4. L 4.7.4.2. 
4.7.5, 4.7.6.1 (i), (ii ) and 
4.7.6.2, (i), (ii), (i ii), (iv), 

1 4 .7 .6.3, (i), (i i), (iii ), (iv), (v), 
4.7.6.4, (i). (ii), (iii ), (i\ ), (v). 
(vi), 4.7.6.5 and 4.7 .7 

-----t­

Transaction Audit Observations Para 8.2. 1 

I Department of Fertilizers 

No . 3 of 2003 Transaction Audit Observations Para 10.2. 1 

2. No . 2 of 2005 

I 

. 3 of 2005 

. 11 of 2006 

. 12 of 2006 

r: :: 
5. No 

6. No . 9 of 2007 

7. No . 11 of 2007 

Comments o n Accounts 

--

Transaction Audit observations 

Comments o n Accounts 

Transaction Audit Observations 

Financial Re porting by PSUs 

Transaction Audit Observations 

Paras I .4.3, 2.4.3, 2.5. I, 2.6.2 
and2.7. J 

Paras 8. 1.l, 8. 1.2 and 8. 1.3 

Paras 1.2.3, I .4.2. 1.5 .2, 1.5.3, 
I 2.2. 1 and 2.6. I 

Paras 10.2. l , 10.2.2, I 0.2.3 and 

1 10.2.4 

Paras 2.4.4. 1. 2.4.4.4, 2.6.1. 1 
and 2.6.1.8 

Paras 9.1.l and 9. 1.2 

Ministry of Finance (Banking Division) 
r 

I .No. 2 of 2002 

2. No. 3 of 2002 

3. No. 2 of 2003 

4. No. 2 of 200.i 

Comments on Accounts Paras 1.2.24, 1.2.25. 1.2.26, 
1.2.27. 2. 1.1 4, 2.2. I 5, 2.2.16, 
2.2. 17, 2.2. 18, 2.2.20, 2.6.23. 
2.6.24, 2.6.25 and 2.6.27 

Transaction Audit Observations Paras 11.1.l, I 1.2. I. 11 .3.1 and 

Comments of Accounts 

Comments on Accounts 
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--+ 11_.4_. _I ____ _ 

Paras 1.2.16. 1.2.17. 1.2. 18, 
1.4.12, 1.4.13, 2.1.22, 2.1.23. 
2. 1.24.2.3.5. 2.3.6, 2.6.21. 
2.6.22, 2.6.23, 2.6.24, 2.6.25, 
2.6.26, 2.6.27, 2.6.28, 2.8. 10, 
2.8. 11 , 2.8. 12 and 2.8.13 

I Paras 1.2.13. 2. 1.l 4, 2. 1.15, 
--'1_2_.2. 11 , 2.2. I 2. 2.2. 13. 2.3.5, 
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No. and Year of Name of the Report Para No., if any 
Report 

2.4.11, 2.6.12, 2.6.13, 2.6. 14, 
2.6. 15 and 2.6. 16 

5. No. 3 of 2004 Transaction Audit Observations Paras 9.1.1, 9.2. l , 9.2 .2 and 
9.3. 1 

6. No. 2 of 2005 Comments on Accou nts Paras 1.2. 11 , 1.4. 13, 1.4.14, 
1.4.15, 1.4.16. 1.4.17, 2. l. 24. 
2. 1.25, 2.2. 12 and 2.2.1 3 

7. No. 3 of2005 Transaction Audit Observations Paras I. I. I, 1.2. 1 and 1.2.2 

8. No. 11 of 2006 Comments on Accounts Paras 1.2. 15, 1.2. 16, 1.3. l, 
1.3.2 and 1.4.10 

9. No. 12 of 2006 Transaction Audit Observations Para 2.1. 1 

l 0. No. 9 of 2007 Financial Reporting by PSUs Paras 2.4.4.6, 2.5 , 2.6.1.2. 
2.6. 1.5, 2.6. 1.3, 2.6. 1.7 and 
2.6. l .8 

11. No. l 1 of 2007 Transaction Audit Observations Para 2.1.1 

Ministry of Finance (Insurance Division) 

l . No. 2of2003 Comments on Accounts Paras 2. 1.26, 2.2. 16, 2.6.30. 
2.8. 14 and 2.8.15 

2. No. 2 of 2004 Comments on Accounts Paras 1.2.14. 1.3.1 2, 2. 1.1 6, 
2.2. l 4 and 2.6. 17 

3. No. 3 of 2004 Transaction Audit Observations Paras 8.2. 1, 8.2.2, 8.2.3. 8.2.4. 
8.2.5, 8.2.6, 8.2.7, 8.3.2, 8.4. 1. 
8.5.1, 8.5.2, 8.5.3 and 8.5.4 

4. No. i of 2005 Comments on Accounts Paras 1.3.6, 1.3.7, 1.4.19, 
2.1.26, 2.1.27, 2.1.28, 2.2. 14 
and 2.2. 15 

5. No. 3 of 2005 Transaction Audit Observations Paras 9 .2.1, 9.2.2, 9.2.3 , 9.2.4. 
9.4.1, 9.4.2, 9.4.3, 9.4.4, 9.4.5 
and 9.6.1 

6. No. 11 of 2006 Comments on Accounts Paras 1.2 .1 7, 1.3.3, 1.4.11 , 
2.2.8 and 2.6.6 

7. No. 12of2006 Transaction Audit Observations Paras 11.2. 1, 11 .2.3, ll.3 . 1, 
11.4.1, 11 .4.2, 11.4.3, 11 .4.4, 
11.4.5, 11.5.1, 11.6.1, 11.6.2, 
11.6.3, 11 .6.4, I 1.7 .1, I l .7.2. 
11.7.3, 11.7.4 and 11.7.5 

IT Audit- Chapter-XXV 25. 1 
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No and Year of I Name of the Report 
Report 

Report No. CA 11 of 2008 

Para No., if any I 
I 

8. No. 9 of_2_0_0_7 __ -1----F_inancial Reporting b) PSUs ..Jaras 2.4.4.4, 2.5 and 2.6.1.3 I 
9. No. 10 of 2007 Information Techology Paras 3.1, 3. 1. 1, 3.1.2, 3.5.1, 

,__ 

Applications in PSU 3.5.1. l , 3.5.1.2, 3.5. 1.3, 3.5.2, 
3.5.2. 1, 3.5.2.2, 3.5.2.3, 3.5.3, 
3.5.3.1, 3.5.3.2, 3.5.3.3, 3.5.4, 
3.5.4 .1, 3.5.4.2, 3.5.4.3, (i), 
(ii), (iii). 3.5.4.4, (i), (ii). (iii). 
(iv), (v), 3.6 and 3.7 

:o. 11 of 2007 I Transaction Autlit Observations Paras 10. 1.1 , 10. 1.2, 10.2.1, 
I 0.2.2, 10.3. 1, 10.3.2, 10.3.3, 
10.3.4, 10.4.1, I 0.4.2, 10.4.3, 
I 0.4.4 and 10.5.1 ----

Ministry of Health and Family Welfare 
-

I. o. 2. of 2002 Comments on Accounts Paras 2. 1.15, 2.2.27 and 2.4.20 

2. No. 3 of 2002 Transaction Audit Observ.ations Para 12.1.1 
~---- --------l 

3. No. 2 of 2003 Comments of Accounts Para 2.6.32 
-----+----~ - -----------! 

4. No. 3 of 2003 Transaction Audit Observations Para 12. l . l - -
5. No. 2 of 2004 Comments on Accounts Para 2.6.18 ,______ -----+---~ 

6. No. 3 of 2004 Transaction Audit Observations Para 10.1.1 
-----+--~ '~-------~-

2 No. 2 of 20_05 _ _ -+-C_o_mments on Accounts Paras 2.2. I.6, 2.4. 13 and 2.6. 19 

~o. 9 of _20_0_7 __ ~F_i_n_an_cia l R~rting by PS U_s _ _.__P_ar_a_2_.5 __ _ 

Ministry of Home Affairs 

1. No. 2 of 2004 Comments on Accounts Para 1.2.20 
f---------+--- ~-------

2. No. 2 of 2005 Comments on Accounts 
f------ ----'----

Para 2.2 25 
~------~ 

Ministry of Human Resource Development 

1. No. 2 of 2002 Comments o n Accounts Paras 2. l.2 1 and 2.6.42 - - -

2. No.3 of 2004 Transaction Audit Observations Para 12.1. l 

3. No. 2 of 2005 Comments on Accounts Paras l .4. >4 2. 1.37, 2.2.26 and 
2.6.22 

Ministry of Heavy Industry and Public Enterprises 

J. No. 3 of 2003 Transaction Audit Observations Paras 13. 1.1 and 13. 1.2 

2. No. 2 of 2004 Comments on Accounts Para 2.3. 14 
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No. a nd Year of Name of the Report Para No., if any 
Report 

>-- - -

3. No. 2 of 2005 Comments on Accounts Paras 1.2.13, l.3. 11, 1.4.23, 
1.4.24, 1.4.32, 2. 1.36, 2.2.24, 
2.4.16 and 2.7. 17 

---- -

4. No. I I of 2006 Comments on Accounts Paras 1.2. 19, 1.2.42, 1.2.43 and 
1.5.19 ,__ 

5. No. 12 of 2006 Transaction Audit Observations Paras 12.4.1and 16.2. 1 
I-

6. o. 9of2007 Financial Reporting by PSUs Paras 2.4.4. I , 2.4.4.4, 2.4.4.6, 

>-- -- 2.5, 2.6.1 .1 and 2.6.1.3 -
7. No. 10of2007 Information Technology Para 4.1 (i) , (ii), (iii), (iv) 

Applications in PSU 
,__ -

8. No. 11 of 2007 Transaction Audit Observations Paras 11.1.1 and 11.1.2 

Ministry of Information and Broadcasting 
-

I . No. 2 of2002 Comments on Accounts Paras 1.3.33 and 2.5.16 
- -
2. No. 2 of 2004 Comments on Accounts Paras 2.3.15, 2.6.27 and 2.7.6 

- -

3. No. 2 of 2005 Comments on Accounts Para 2.7.2 1 

- -
4. No. 11 of 2006 Comments on Accounts Paras l.4.18 and 1.5 .22 

-
Department of Information Technology 

-
I. No. 11 of 2006 Comments on Accounts Paras 2.4.5, 2.6.10 and 2.7. 1 

Ministry of Mines 
-

I. No. 9 of 2007 Financial Reporting by PSUs Paras 2.4.4.4 and 2.5 
-

2. No. 9 of 2007 Acquisition and Operation of Paras 5.1.l to 5. 1.5, 5.2, 5.2. 1, 

(Performance Audit) Rolled Product Units - NALCO 5.2.2, 5.2.3, 5.2.4, 5.3, 5.3.1, 
5.3.2, 5.3.3, 5.4, 5.5, 5.5.1, 
5.5.2, 5.5.3, 5.5.4 and 5.6 

3. No. 11 of 2007 Transaction Audit Observations Para 12. 1.1 

Ministry of New a nd Renewable Energy 

I . No. 3 of2003 Transaction Audit Observations Para 16.1.1 

2. No. 3 of 2005 Transaction Audit Observations Chapter 15- Para 15. l.1 

3. No. 12 of 2006 Transaction Audit Observations Para 13. 1.l 
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I Pa ra No., if a.;y -
---.---

l 
No. and Year of Name of the Report 
R~ort 

Ministry of Petroleum and Natural Gas 

I. No. 2of 2002 

2. No. 3 of 2002 

3. No. 2 of 2003 

4 o. 3 of 2003 

f 5. No~2004 
6. No. 3 of 2004 

7 . No.4 of 2004 

8. No.4 of 2004 

Comments on Accounts Paras 1.2.37, 1.2.40 and 
2.3. 16 

Transaction AurJit Observations Paras 16.1.2, 16.5. 1, 16.6.3, 
16.6.4. 16.6.6 and 16.7..+ 

Comments on Accounts Paras 1.2.27, 1.2.32, 2.5.20, 
2.5.21 and 2.6.48 

Transaction AurJ11 Observations 

Comments on Accounts 

Review on GA IL 

Review on Oil India Limited 

14.6.8 and 14.7.2 

Chapter-VIII- Paras 8. 1 and 

8.2 l 
Chapter-lX-Paras 9 . 1, 9.2, 9.3. 
9.4, 9.5, 9.6 and 9.7 

9. o. 2 of 2005 ~mments on Accounts _ 

I 0 . No. 6 of ~ow up action on reviews in 
the last five year-. Audll Reports 

Paras 2.2.31, 2.4.24 and 2.4.26 

Paras 2.2, 2.3 and 2.5 

11. No. I I of 2006 

12. No. 12 of2006 

13. No. 9 of 2007 

14. 10of2007 

Review on Arb1tratton Cases - Para 3.2 

ONGC 

Paragraphs on transact ion audit Paras 4.1, 4.2, 4.3, 4.3 .1, 4.4. 
observations 4 .5, 4.6. 4 .6.5. 4.7 and 4.8 

IT review - Payroll application Para 5.2 
in Mumbai region - ONGC 

- - -+---------

Comments of Accounts Para 2.7.2 

Tran action Audit Observations Paras 14.7.6, 14.7.8 and 14.8. 1 

Financial R~orting b) PS Us Paras 2.5 and 2.6.1.6 

lnfonnation Technology 
Applications in PSU -

Inventory Management system 
in ERP environment - HPCL 

!'ii 

Paras 5. 1 (i), (ii) , (iii), (i'v ), 
(v},(vi), 5.2, 5.7.1, 5.7.2, 

5.7.2. 1- (i}, (ii), 5.7.2.2, ·5 .7~3, 
5.7.4, 5.7.4.1 , 5.7.4.2, 5.7.5, 
5.7.5.1, 5.7.5.2, 5.7.6, 5.7.6.1, 
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No. and Year of Name of the Report Para No., if any 
Report 

5.7.6.2, 5.8 and 5.9 
-

15. No. 11 of2007 Transaction Audit Observations Paras 13.1. 1, 13.3. 1, 13.4. 1, 
13.5.9 and 13.6. 1 

Ministry of Power 

I . No. 2of2002 Comments on Accounts Paras 1.2.44, 1.3.43, 2.6.56 
and 2.8. 19 -

2. No. 4 of 2002 Review on implementation of Chapter 5 
Rehabilitation Plan by THDC 

--
3. No. 2 of 2003 Comments on Accounts Paras 2.1.44, 2.2.34, 2.6.57, 

2.8.25, and 2.8.28 

4. No. 2 of 2004 Comments on Accounts Para 1.2.32 
-

5. No. 2 of 2005 Comments on Accounts Paras 1.2.20, 1.2.23, 1.4.40, 
2.6.30 and 2.7.24 

6. No. 3 of 2005 Transaction Audit Observations Paras 16.1.1 and 16.2. I 
-

7. No. 11 of 2006 Comments on Accounts Paras 1.2.28, 1.5.25, 2.4.9 and 
2.4. 10 

8. No. 12 of 2006 Transaction Audit Observations Paras 15.1.1and 15.2. 1 

9. No. 9 of 2007 Financial Reporting by PSUs Paras 2.4.4.4, 2.5 and 2.6. J .3 

JO. No. 11of2007 Transaction Audit Observation Paras 14.1. 1, 14.2. 1, 14.2.2, 
14.3.1 and 14.3.2 

Ministry of Railways 

I. No. 11 of 2006 Comments on Accounts Para 1.36 

2. No. 11 of 2007 Transaction Audit Observation Para 16.1.1 

Department of Road Transport and Highways 

1. No. 11 of 2006 Comments on Accounts Paras 1.2.32 (5) and 1.2.33 

2. No. 9 of 2007 Financial Reporting by PSUs Para 2.6.2 

Ministry of Science and Technology 

I . No. ';. of 2003 Comments on Accounts Para 2.2.26 

2. No.11 of 2006 Comments on Accounts Para 1.2.33 

3. No.12 of 2006 Transaction Audit Observations Para 19.1.1 
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Department of Welfare 
-- -----

I. No.2 of 2002 Comments on Accounts Paras 2. l .34, 2.2.43 and 2 6.63 
1 ------+--

2. No.3 of 2002 Transaction Audit Observations 
---1-----

Para 20. 1.1 l 
3. No. 2 of 2003 

4. No. 2 of 2004 

5. No. 2 of 2005 

--
6. o. 9 of 2007 

Department of Space 
--

I. No. 2of 2003 -
2. No. 2 of 2004 

3. No. 2 of 2005 

Ministry of Steel 

I. No. 2of 2002 

2. No. 3 of 2002 
~ 

3. No. 4 of 2002 

I--

4. No. 2 of 2003 

5. No. 2 of 2004 

6. No. 6 of 2004 

7. No. 8of 2006 

8. No. 12 of 2006 

Comments of Accoun t. 

Comments on Accounts 

Comments on Accounts 

Financial Re orting bz PS 

--
Comments on Accounts 

Comments on Accounts 

Comments on Accounts 

Comments on Accounts 

Transaction Audit Observ 

---+ 

Paras 2. 1.52. 2. 1.53. 2.2.4 1. 
2.2.42, 2.3.15, 2.4.38, 2.4.39, 
2.5.22, 2.6.63, 2.8.30, 2.8.31 
and 2.8.32 

Paras 1.2.40. 2. 1.32 and 2. 7. I 0 j 
Paras 1.4.45. 2. 1.49, 2. l .50, 
2. 1.51 . 2.2.36, 2.2.37, 2.2.38, 
2.6.38, 2.6.39, 2.7.28 and 
2.7.29 

Us Paras 2.4.4.4, 2.5 and 2.4.4.6 

Para 2.5. 19 

Paras 2.2.2 1 (i), 2.4. 18 and 
2.5. 13 

Para 1.4.36 

Paras 1.2.54 and 2.6.12 

ations Para 2 1.7. 1 

Review on To wnship Chapter 6.2 
Management in SAlL --
Comments of Accounts -
Comments on Accounts 

Steel Sector- Steel Autho 
lndia Limited 

HSCL Limited 

Paras 2.4.40 and 2.6.67 

Paras 1.2.45, 1.3.29, 1.4.30, 
2.2.34, 2.2.37, 2.5.17, 2.5. 18, 
2.6.44 and 2.7. 12 

rity of Chapter 2 

Paras 6. 1 and 6.2 

Rashtriya lspat N i~n Ii mned Paras 8. l and 8.2 

Review on the worki ng of Paras l 0.2, l 0.4.1, l 0.4.6, 
Bharat Refractorie~ Limite d. l 0.5. l , 10.6. l , I 0.6.3, I 0.9. 1. 

10.9.2 and 10. l l --
Transaction Audit Observ ation Paras 22.3. 1, 22.3.2 and 22.3.3 
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9. No. 9 of 2007 Financial Reporting by PSUs Paras 2.4.4.1 , 2.4.4.4, 2.5, 
2.6. I . I and 2.6. I .8 

I 0. No. 9 of 2007 Coal dust injection system in Paras 9.1 to 9.5, 9.6, 9.7.1, 
the blast furnaces 9.7.2, 9.8. l, 9.8.2, 9.8.2.1, 

9.8.2.2, 9.8.2.3, 9.8.3, 9.8.3.1, 
9.8.3.2, 9.8.3.3, 9.8.3.4, 9.8.4, 
9.8.4. 1, 9.8.5, 9.9.1, 9.9.2, 
9.9.3, 9.9.4, 9. 10. 1, 9. 10.2 and 
9. 11 

IL. No. 11of2007 Transaction Audit Observations Paras 18.1. l , 18.2. J, 18.3.1, 
18.4.3 and 18.4.4 

Department of Shipping 

I. No. 9of2007 Financial Reporting by PSUs Paras 2.4.4.4 and 2.5 

2. No. 9 of 2007 System of collection and Paras 8.1 to 8.4, 8.5. 8.5. 1, 
accounting of freight and other 8.5.2, 8.5.3, 8.5.4, 8.5.4. I, 
charges from agents - SCI 8.5.4.2, 8.5.4.3, 8.5.4.4, 

8.5.4.5, 8.5.5, 8.5.6, 8.5 .6.1, 
8.5.6.2, 8.5.7, 8.5.8, 8.5.9 and 
8.6 

Ministry of Surface Transport 

I. No. 4 of2003 Working of Ri ver Service Para 4.1 
Division of Central Inland 
Water Transport Corporation 
Limited 

Ministry of Textiles 

1. No. 3of2005 Transaction Audit Observations Chapter 21- Paras 21.1. I and 
2 1.1.2 

2. No. I l of 2006 Comments on Accounts Para 2.6.16 

3. No. 9 of 2007 Financial Reporting by PSUs Paras 2.4.4.4, 2.6.1.3 and 
2.6. 1.8 

4. No. 11 of 2007 Transaction Audit Observations Para 19. l. l 

Ministry of Tourism 

I . No. 9of2007 Financial Reporting by PSUs Paras 2.4.4.1, 2.5, 2.6.1.1 , 
2.6. 1.4, 2.6.1.5 and 2.6. 1.6 
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Ministry of Urban Development and Poverty Alleviation 

[ I. No. 3 of 2004 Transaction Audit Observat ions Paras 20. 1.1 

2. No. 2 of 2005 Comments on Acwunt<., 
----+----

Paras 1.2.31 

Para I .2.39 3. No. 11 of 2006 Comments on Accounts 
------+---

4. No. 9 of 2007 Financial Re orting_b] PSUs Paras 2.4.4.6 and 2.5 

Ministry of Water Resources 

1. o. 1 I of 2006 \ Comments on Accounts ___ ...._\ _P_ar_a_J_.5_._3_6 

155 



Repnrt No. CA 11 of 2008 

AAM 
ADB 
AHQ 
AHTS 
AfCCA 
AfL 
ASML 
ATNs 
BG 
BP 
BSL 
BSW 
CCA 
CCL 
CEMILAC 
Cf L 
CLTD 
CMD 
COPU 
CPCL 
CPI 
DFS 
DI 
DO 
DOT 
OPE 
EFA 
FAA 
FCI 
FIL 
FOC 
FPQ 
GNPI 
GOI 

H2S 
HET 
HLC 
HRA 

GLOSSARY 

Mis . Asian Associates, Mumbai 
Asian Development Bank 
Air headquarters 
Anchor Handling and Towing System 
All India Cabin Crew Association 
Air India Limited 
Mis. Arunachalam Sugar Mills Limited 
Action Taken Notes 
Bank Guarantee 
BoLLling Plant 
Bokaro Steel Plant 
Basic Sediments and Water 
City Compensatory Allowance 
Central Cables Limited 
Centre for Military Airworthiness 
Coal India Limited 
Corporate Liquid Tenn Deposit 
Contracted Maximum Demand 
Committee on Public Undertakings 
Chennai Petroleum Corporation Limited 
CPI Engineering Services Inc 
Duty Free Shops 
Defect Investigation 
Divisional Office 
Deprutment of Telecommunications 
Department of Public Enterprises 
Electro Ferro Alloys 
Federal Aviation Authority 
Food Corporation of India 
Flemingo International Limited, Dubai, UAE 
Free of cost 
Fixed Price Quotation 
Gross Net Premium Income 
Government of India 
Hydrogen Sulphide 
Hotel Evaluation Team 
High Level Committee 
House Rent Allowance 
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HSD 
IAE 
ICR 
IOCL 
KAC 
KMS 
kms 
KSCL 
LO 
LIGD 
LPG 
Mis. MMT 
MCG 
MCL 
MGR 
MHRD 
MLG 
MMT 
MOD 
MOU 
MRLF 
MT 
MTBE 
NBE 
NIA 

NIC 
NIT 
NLG 
NMDC 
NYM 
OEM 
OM Cs 
ONGC 
OPI 
ORIX 
OS Vs 
PI 
PI CUP 
PLI 
PRl 
PSC 
PS Us 

• 
High Speed Diesel 
International Aero Engines 
Incurred Claim Ratio 
Indian Oil Corporation Limited 
Komatsu America Corporation, USA 
Kharif Marketing Season 
Kilometers 
Kothari Sugars and Chemicals Limited 
Liquidated Damages 
lakh Imperial Gallons per day 
Liquefied Petroleum Gas 
Mis. Metro Machinery Traders 
Maintenance Cost Guarantee 
Mahanadi Coalfields Limiced 
Meghadri Gedda Reservoir 
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Ministry of Human Resources Development 
Main landing gear 
Million Metric Tonne 
Ministry of Defence 
Memorandum of Understanding 
Minimum Reserve Licence Fee 
Metric Tonne 
Methyl Tertiary Butyl Ether 
Nav Bharat Enterprises 
New India Assurance Company Limited 
National In ·urance Company Limited 
Notice Inviting Tenders 
Nose landing gear 
National Mineral Development Corporation 
Non-volatile Matter 
Original Equipment Manufacturer 
Oil Marketing Companies 
Oil and Natural Gas Corporation Limited 
Overall Performance Index 
ORIX Aviation Systems Limited 
Offshore Supply Vessels 
Productive Incentive 
Pradeshiya Industrial and Investment Corporation of UP Limited 
Perfom1ance Linked Incentive 
Perfomiance Related Incentive 
Project Supervision Consultants 
Public Sector Undertakings 
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PTDS 

PY 

RATC 

ROE 

RSP 

SAIL 

SBH 

SBI 

SRM 

SRU 

STG 

SVEC 

TPDS-APL 

VAT 

YMC 

WCL 

WMT 

Portable Top Drive system 

Price variation 

Remote Air Traffic Control 

Residue on Evaporation 

Rourkela Steel Plant 

Steel Authority of India Limited 

State Bank of Hyderabad 

State Bank of India 

Senior Regional Manager FCI 

Sulphur Recovery Unit 

Stearn Turbo Generator 

SVEC Construction Limited, Hyderabad 

Above Poverty Line scheme in Targeted Public Distribution System 

Value Added Tax 

Visakhapatnam Municipal Corporation 

Western Coalfields Limited 

Wet Metric Tonne 
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