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PREFACE

This Report for the year ended March 2012 has been prepared for submission
to the President under Article 151 of the Constitution of India.

The Report contains findings emerging out of compliance audit of financial
transactions of Civil Ministries.

The cases mentioned in this Report are among those which came to notice
during the course of audit in 2011-12. However, matters relating to earlier
years which could not be included in the previous Reports and matters relating
to the period subsequent to 2011-12 have also been included, wherever
considered necessary.
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OVERVIEW

This Report contains significant audit findings which arose from the
compliance audit of the financial transactions of Civil Ministries. It contains
17 chapters. Chapter I gives a brief introduction while Chapters II to XVI
present detailed audit observations. Chapter XVII presents a summarised
position of the Action Taken Notes furnished by the Ministries to the Audit
Reports of the earlier years.

Some of the important findings included in this Report are given below :

Delhi Milk Scheme an undertaking of the Ministry of Agriculture, had
accumulated losses amounting to ¥ 838.67 crore up to March 2012. Audit
noted several deficiencies in its financial management. The cash management
system adopted in DMS was not cost effective. Gross violations were noticed
in the disbursement and adjustment of advances provided to departmental
officers/officials. Further, it was found that about 87 per cent to 90 per cent of

the expenditure in DMS was incurred from the Personal Deposit Account
during 2009-12 which meant that the necessary checks ensured by the PAO
system were bypassed.

Paragraph 2.1

The Ministry released a sum of ¥ 1.92 crore to NABARD under the scheme
“Salvaging and rearing of Male Buffalo Calves” based on an incomplete
proposal and in violation of Scheme provisions. Resultantly the amount could
not be utilized by NABARD leading to blocking of funds for more than nine
months.

Paragraph 2.3

Vil
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Ministry of Civil Aviation

PSF (SC) Escrow Account of GMR Hyderabad International Airport
Limited

Inadmissible expenditure out of PSF (SC) Fund Escrow Account

GHIAL incurred inadmissible expenditure of ¥ 100.40 crore out of PSF (SC)
Fund Escrow Account.
Paragraph 3.1

Ministry of External affairs
Undue financial benefit to the service provider

The permission of the Ministry to enhance the service charge per visa
applicant by 12 per cent of the existing rates on the basis of increase in
property tax resulted in undue financial benefit of ¥ 3.45 crore to the service
provider from October 2011 to December 2012.

Paragraph 5.1
Ministry of Health and family welfare

National AIDS Control Organization (NACO)

The CVM scheme by the NACO was characterized by poor planning and
implementation. The Ministry did not undertake a comprehensive feasibility
study. In the absence of a valid documented agreement, the issues relating to
security and maintenance of the CVMs remained unaddressed. Consequently
the project was discontinued by NACO.

The sale of condoms through CVMs was very low in comparison to the
projections of the NACO. The intended objective of improving the
accessibility of condoms in high risk areas through CVMs was not achieved
despite investment of ¥ 21.54 crore under the scheme. The hasty manner of
release of funds by the Ministry under Phase II without ascertaining the status
of CVMs installed earlier was inappropriate.

Paragraph 6.1
Pradhan Mantri Swasthya Suraksha Yojana

Pradhan Mantri Swasthya Suraksha Yojana (PMSSY) was announced (August
2003) by the Government with the aim of correcting regional imbalances in
the availability of affordable/reliable tertiary healthcare services and also to
augment facilities for quality medical education in the country. It was
proposed to establish in the next three years, six new hospitals in backward

viii
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States with modern facilities like those available at All India Institute of
Medical Sciences (AIIMS) in Delhi.

An audit of the process of selection and payments made to consultants and
contractors for different stages of construction of the six AIIMS like
institutions was conducted. Audit noted deficiencies in selection of project
consultants and payment processes to consultants and contractors. Cases of
irregular release of mobilisation advances were also noticed.

Paragraph 6.2
Procurement of Allopathic drugs in CGHS

Audit noted that 71 per cent of the drugs procured consisted of drugs outside
the formulary despite the fact that prices of drugs in the formulary are
comparatively lower. CGHS resorted to procurement of higher priced branded
drugs despite availability of low cost brands.

Branded drugs continue to be preferred over generic drugs despite adverse
remarks of the Parliamentary Committee. This caused significant additional
financial burden on the exchequer. The money value included in this report
relates to only test checked cases which constitutes only a small percentage of
actual procurement. Therefore, the monetary impact of such irregular practice
would be much higher if the entire procurement were to be reckoned.

Paragraph 6.3
Loss due to expiry of anti-TB drugs

Improper planning in procurement of anti-TB drugs by the Central
Tuberculosis Division of the Ministry resulted in losses due to the expiry of
drugs valuing ¥ 5.06 crore.

Paragraph 6.4
Ministry of Home Affairs

Sashastra Seema Bal
Excess expenditure on construction of residential quarters

Sashatra Seema Bal did not initiate measures for construction of residential
quarters in a timely manner after the approval of authorisation norms by the
Ministry of Home Affairs. This led to cost overrun of ¥5.19 crore on
construction of 108 residential quarters.

Paragraph 7.1
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Failure of the BSF to follow laid down provisions while procuring Field
Telephone Cable resulted in a loss of at least ¥ 1.45 crore.
Paragraph 7.2

The Ministry launched LCAD-AKASH through IIT, Rajasthan (II'TR) without
ascertaining their capacity to undertake the work. Consequently the project
was withdrawn from IITR and awarded to IIT Mumbai. Thus the expenditure
of T 1.05 crore incurred on the project by IITR was rendered unfruitful.
Further the delivery of the project was also adversely affected.

Paragraph 8.1

The Ministry under the Scheme for providing quality education in madrassas
provided financial assistance for 372 madrassas, without ensuring the
fulfillment of the eligibility conditions prescribed in the scheme guidelines.
This resulted in irregular release of grants amounting ¥ 8.86 crore to the State
Government of Jammu and Kashmir.

Paragraph 8.2

Failure to create self sustaining corpus fund of ¥ 23.95 crore collected for
Indian Community Welfare Scheme by the Ministry of External Affairs
resulted in loss of interest amounting to ¥ 1.00 crore.

Paragraph 10.1
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Essential navigational aids could not be restored even after eight years of
tsunami due to flawed planning by the Department that further led to unfruitful
expenditure of ¥ 75.14 lakh on purchase of equipment in December 2006
which had not yet been commissioned

Paragraph 11.1

Delay in construction of residential flats in Guwahati resulted in blockade of
% 2.38 crore for more than seven years besides escalation of cost and loss of
interest of ¥ 1.67 crore.

Paragraph 12.1

India tourism offices at Frankfurt, Paris, Amsterdam and Milan paid agency
handling fee to the advertising agency based on a working agreement
containing provisions contrary to the orders issued by the Ministry of Tourism.
This resulted in irregular payment of Rs. 88.67 lakh during November 2009 to

Paragraph 13.1
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Lapse of omission on the part of the Andaman Public Works Department to
obtain the Coastal Regulation Zone clearance before commencement of the
work and inadequate design resulted in unfruitful expenditure of ¥ 1.58 crore
and additional liability of ¥ 0.31 crore on construction of two sea walls.

Paragraph 14.1
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Ignoring safety concerns and applicable Acts, as well as instructions of MoS,
GOI and DGS, DSS approved faulty designs of engines of two vessels which
led to unfruitful expenditure of T 16.35 crore besides depriving public of their
services for more than three years.

Paragraph 14.2

Due to inaction of the Directorate of Shipping Services penalty of ¥ 3.73 crore

together with the cost of repair towards damage of vessel remained
unrecovered from the Manning Agent

Paragraph 14.3

Due to inaction of the Directorate of Shipping Services to impose penalty, an
amount of T 2.18 crore remained unrecovered from Shipping Corporation of

India besides denial of proper connectivity between the islands to the general
public.

Paragraph 14.4

The Director of Shipping Services failed to recover differential Wages
between officers with total competence and those with lower qualification as
per agreements, leading to overpayment of ¥ 78.96 lakh.

Paragraph 14.5

The Directorate of Shipping Services allowed irregular payments of I 58.43
lakh to contractors for victuals which were not actually supplied.

Paragraph 14.6

Failure of the UTL Administration in timely renewal of Bank Guarantees as

per contract clause, resulted in non-recovery of the amount of ¥ 12.21 crore
from supplier.
Paragraph 14.7

xii
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Non-commissioning of Radar Transponders

Failure to obtain Wireless Operating Licence (WOL) from Department of
Telecommunication (DoT) resulted in non-commissioning of Radar
Transponders valuing ¥ 1.52 crore despite incurring ¥ 1.17 crore towards
royalty/spectrum charges.

Paragraph 14.8

UT Chandigarh Administration
Misappropriation of Government money
Non-remittance of cash in the treasury received from the cash counters of the
Registering and Licensing Authority of UT Chandigarh, resulted in
misappropriation of Government money of ¥ 25.68 lakh.

Paragraph 14.10
Chandigarh Administration-Police Department
Non-recovery of charges for deployment of police force

Non-compliance of rules for providing police force to Punjab Cricket
Association (PCA) and Kings XI, Punjab, resulted in non-recovery of
T 8.92 crore by UT Administration, Chandigarh

Paragraph 14.11

Chandigarh Building & Other Construction Workers Welfare Board,
Chandigarh

Non-achievement of objectives due to non-utilization of cess of ¥ 28.04
crore collected for welfare of construction workers

Due to non-implementation of welfare schemes for the benefit of building and
other construction workers’, cess of ¥ 28.04 crore collected from Government,
public sector undertakings and others remained unutilized.

Paragraph 14.12

Ministry of Women and Child Development

Inordinate delay in the construction of office building for the National
Commission for Women

The office building for the National Commission for Women could not be
constructed despite acquiring the land in 2001. The delay was mainly
attributable to deficient planning. As a result, funds amounting to ¥ 1.47 crore
released to the Central Public Works Department for the construction activity

xiii
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remained blocked since March 2004. Despite substantial time and cost
overruns, the project was still at the preliminary stage.

Paragraph 15.1
Ministry of Youth Affairs and Sports

Ineffective monitoring of grants

The Ministry failed to effectively monitor the release of the grants related to
Common wealth Games- 2010. As a result funds amounting ¥ 191.22 crore
were parked with SAI for periods ranging from 17 to 26 months. This
contravened the provisions of the sanctions governing the utilization of the
grants. Besides, the Ministry failed to take into account the interest earned on
the unspent grants amounting I 22.12 crore before releasing subsequent grants
to SAL

Paragraph 16.1

Xiv
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CHAPTER 1 : INTRODUCTION

1.1  About this Report

Compliance audit refers to examination of transactions relating to expenditure,
receipts, assets and liabilities of audited entities to ascertain whether the
provisions of the Constitution of India, applicable laws, rules, regulations and
various orders and instructions issued by competent authorities are being
complied with. Compliance audit also includes an examination of the rules,
regulations, orders and instructions for their legality, adequacy, transparency,
propriety and prudence.

Audits are conducted on behalf of the Comptroller and Auditor General
(C&AG) as per the Auditing Standards' approved by him. These standards
prescribe the norms which the auditors are expected to follow in conduct of
audit and require reporting on individual cases of non-compliance and abuse,
as well as on weaknesses that exist in systems of financial management and
internal control. The findings of audit are expected to enable the Executive to
take corrective action as also to frame policies and directives that will lead to
improved financial management of the organizations, thus, contributing to
better governance.

There are about 50 Ministries/independent Departments of the Union
Government excluding the Ministries of Posts and Telecommunication,
Railways and Defence. The gross expenditure of these 50 Ministries and
departments of the Government during the last three years is given below:

(X in crore)

Year Expenditure

2009-10 341,17,712
2010-11 < 40,23,332
2011-12 3 47,62,240

' www.cag.gov.in/html/auditing_standards.htm

1
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The Chart below captures the actual disbursements of major Union Civil
Ministries during the year 2011-12:

Actual disbursements by the major Union Civil
Ministries during the year 2011-12 (3 in crore)
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In this Report, significant audit findings relating to 15 Ministries/Departments
have been included in different chapters.

The authority for audit by the C&AG and reporting to the Parliament is
derived from Articles 149 and 151 of the Constitution of India respectively
and the Comptroller and Auditor General’s (Duties, Powers and Conditions of
Service) Act, 1971. C&AG conducts audit of expenditure of
Ministries/Departments of the Government of India under Sections 13* and
17° of the C&AG’s (DPC) Act’. The principles and methodologies for
compliance audit are prescribed in the Regulations on Audit and Accounts,
2007, issued by the Comptroller and Auditor General of India.

The audit process starts with the assessment of risks in the
Ministry/Department as a whole and their various units, based on the
expenditure incurred, the criticality and complexity of their activities, the level

2 Audit of (i) all expenditure from the Consolidated Fund of India, (ii) all transactions relating to
Contingency Funds and Public Accounts and (iii) all trading, manufacturing, profit & loss accounts,
balance-sheets and other subsidiary accounts.

* Audit and report on the accounts of stores and stock kept in any office or department of the Union or of

a State.

4 Comptroller and Auditor General’s (Duties, Powers and Conditions of Service) Act, 1971.

2
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of delegated financial powers, their overall internal controls and concerns of
stakeholders. Previous audit findings are also considered in this exercise.
Based on this risk assessment, the frequency and extent of audit are decided.
An annual audit plan is formulated to conduct audit on the basis of such risk
assessments.

After completion of the audit of the units, Inspection Reports, containing the
audit findings are issued to the heads of the units. The units are requested to
furnish replies to these findings within one month of receipt of the Inspection
Reports. Whenever replies are received, audit findings are settled or further
action for compliance is advised. Important audit observations arising out of
these Inspection Reports are processed for inclusion in the Audit Reports,
which are submitted to the President of India under Article 151 of the

Constitution of India.

The Union Government spends significant amount of expenditure in the health
sector. During 2011-12, the total expenditure incurred by the Ministry of
Health and Family Welfare (including its various departments) amounted to
T 28683 crore. This report includes the following three theme based Audit
paragraphs relating to the Ministry of Health and Family Welfare:

e Non achievement of Major objective — NACO implemented a CVM
scheme with the objective of improving the accessibility of condoms in
high risk areas. The scheme lacked proper planning and consequently
the expenditure of ¥ 21.54 crore incurred on the scheme was rendered
as unfruitful. Subsequently, the scheme was discontinued by NACO.

e Pradhan Mantri Swasthya Yojana proposed to establish six AIIMS like
institutions in the country. Audit examination of the process of
selection and payments made to consultants revealed deficiencies.
Audit also came across cases of irregular release of Mobilisation
Advances to the contractors.

e Procurement of Allopathic Drugs- Audit examination of the
procurement process of Allopathic Drugs in CGHS revealed major
deficiencies. Audit noted that the procedure related to procurement of
drugs were not aimed at effecting economics thereby causing
significant financial burden on the exchequer.
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CHAPTER 1II : MINISTRY OF AGRICULTURE

Delhi Milk Scheme an undertaking of the Ministry of Agriculture, had
accumulated losses amounting to ¥ 838.67 crore up to March 2012. Audit
noted several deficiencies in its financial management. The cash
management system adopted in DMS was not cost effective. Gross
violations were noticed in the disbursement and adjustment of advances
provided to departmental officers/officials. Further, it was found that
about 87 per cent to 90 per cent of the expenditure in DMS was incurred
from the Personal Deposit Account during 2009-12 which meant that the
necessary checks ensured by the PAO system were bypassed.

The Delhi Milk Scheme (DMS) is a subordinate office of the Department of
Animal Husbandry, Dairying and Fisheries, Ministry of Agriculture. It was
established in 1959 with the primary objective of supplying wholesome milk
to the citizens of Delhi at reasonable price as well as to provide remunerative
prices to the milk producers. It was mandated to be run on ‘No profit No Loss
basis’.

The Ministry of Agriculture provides budgetary support to DMS for its
operations. Audit noted that DMS had accumulated losses of about ¥ 838.67
crore up to 31 March 2012.

Audit noted (October 2012) instances of poor financial management in the
organisation, which are discussed in the following paragraphs:

As per the Civil Accounts Manual in the departmentalized accounting system
introduced by the Central Government, the authorized bank is fully
compensated for the cost of handling Government transactions. The Reserve
Bank of India also provides a turn-over commission to the banks for
undertaking the cash maintenance activities of the Government departments'.

' Para 26 of the memorandum of instructions issued by RBI
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The State bank of India is the authorized bank for all banking operations of
DMS. SBI provides cash pick facility to various organisations involved in the
business of cash handling on daily basis, through its branches spread all over
the NCR. The cash pick facility of SBI not only optimizes the manpower
deployment for cash handling but also permits cash collection and remittance
on real time basis. Alternatively, SBI provides the facility of direct deposit of
cash by the distributors® of DMS.

However, Audit noted that in DMS’s cash was being collected by the staff of
the contracted transporters from the DMS booths, on daily basis, which was
further collected by the field cashiers, route-wise, and deposited in the Cash
receipt section of the DMS. The cash so collected in the section by the cash
counter clerks was reconciled with the challans and then deposited in the Bank
account of DMS. This activity was carried out by four Assistant Milk
Distribution Officers, two cash counter clerks, six driver cum sales man, one
LDC and one mate.

The annual expenditure incurred on the salary and allowances of the 14
officials handling cash at DMS worked out to approximately ¥ 60.41 lakh.

The present system in the DMS did not conform to the Receipts and Payments
rules as the entire cash collection was not remitted into the bank daily.

Further, analysis of the cash collection and remittance to the bank for the
month of March 2012 revealed the following:

. The average cash collected and remitted to the bank on daily basis
worked out to ¥ 80.34 lakh. The cash handled daily was thus very
large. The private handling of the cash of this magnitude is fraught
with the risk of pilferage and losses. DMS should have availed the
cash pick facility provided by the SBI.

The Ministry stated (July 2013) that the DMS had taken up the matter with
the State Bank of India which had agreed to accept the deposits directly from
the transporters on the basis of Government receipt challans prepared by the
DMS staff. This system had been implemented since July 2013 and had
resulted in the reduction in the volume of cash handling by DMS staff to the
extent of about 70 per cent. The Ministry also stated that the cash
management system in the DMS had been further improved.

? Cash collection system applicable to distributors where the daily cash is directely deposited
in bank.
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2.

The Receipts and Payments Rules provide that temporary advances may be

made either direct to the parties concerned or may be drawn by departmental

officers who maintain detailed accounts of such advances in lump sum on

abstract bills for disbursing to the parties. Further, the following safeguards

have been prescribed when advances are rendered to the departmental

officials:

1)

2)

3)

No officer disbursing these advances should be allowed to draw a
second abstract bill without producing a detailed bill to account for the
amounts already disbursed from the last advance taken, any balance
left being at the same time refunded.

In no case should the submission of the detailed bill be delayed beyond
the end of the month following that in which the advance was drawn.

The head of the department concerned should prescribe a money limit
for the amount which can be drawn on abstract bills by each officer
with due regard to the circumstances of each case.

A review of the advances rendered to the departmental officials of DMS
during the period April 2010 to March 2012 revealed violation of the laid
down provisions as detailed below:

Lar ] ses= Audit noted that the advance payments
ranged from i 0 23 lakh to ¥ 14.01 lakh on daily basis. Analysis of the
trend of adjustment of advance payments revealed that each year,
during the month of the March, there was a considerable fall in the
outstanding advances. This shows that the adjustments of advance
payments were controllable and efforts were undertaken in this
direction only during closing month of the financial year to present
better picture of the financial statements of DMS.

Poor assessment of advances drawn & During 2010-11, in 83 cases

advances were drawn in excess of the requirement i.e., against an
amount of ¥ 5.88 lakh drawn, a sum of ¥ 2.28 lakh was refunded after
delays. Similarly, during 2011-12, in 79 cases advances of ¥ 8.08 lakh
were drawn against which an amount of ¥ 2.96 lakh was refunded after
considerable delays.
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« Advances to individuals in contravention of the codal provisions-
There were 108 instances where advances were given to the two

officials before the adjustment of the previous advances in disregard of
the codal provisions and financial propriety.

Two specific cases of violations in rendering departmental advances in DMS

are highlighted below:

A)  Analysis of advances drawn by ‘X’ an employee

1 » The employee in 46 cases drew an advance of ¥ 3.20 lal
| sum of T1.47 lakh i.e. 46 per cent of the total advance drawn.

l » The average advance drawn and refund made on monthly basis
‘ to T 0.27 lakh and ¥ 0.12 lakh respectively.

?

l

» In 21 cases sums aggregating ¥ 0.75 lakh were drawn. This entire unspent
amount was refunded.

B)  Analysis of advances drawn by ‘Y’ another employee of DMS (2011-12)

» The employee in 62 cases drew an advance of ¥ 6.69 lakh and refunded a
e sum of T 2.34 lakh i.e. 35 per cent of the total advance drawn.

erage advance drawn and refund made on monthly basis worked out

_ GM, DMS did not prescribe any monetary ceiling

for the drawal of advance by the departmental officials/officers. The
irregularities highlighted above on test check basis underlines the need to fix a
monetary ceiling and also to issue departmental instructions for operating

temporary advances.

The Ministry stated (July 2013) that based on the audit observations, a
monetary ceiling for drawl of cash advance by the department
officers/officials had now been fixed.
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Under the Civil Accounts manual and the other codal provisions’ there is a
provision for maintaining a personal deposit account (PDA) to facilitate the
administrative head to credit receipts into and effect withdrawals directly from
the account, subject to overall check being exercised by the bank in which the
account is authorized to be opened.

An analysis of the expenditure incurred from the PDA maintained by the
DMS, for the period 2009-10 to 2011-12, revealed that the expenditure ranged
from 87 per cent to 90 per cent of the total expenditure incurred by DMS
during the period 2009-10 to 2011-12. As a result, the checks exercised by the
Pay and Accounts Office (PAO) before release of payments to the
parties/agencies were bypassed. Also the PAO functioning in DMS with full
sanctioned strength was relieved of its assigned work and its role was
restricted to processing establishment expenses only.

Further, Audit noted that items of expenditure viz. Plant and machinery, major
works and minor works, wages, transportation on account of hiring of
tempos/vehicles and office expenses had not been approved by the Ministry
for inclusion in the PDA expenses. The booking of expenses pertaining to
these heads under the PDA was thus unauthorised.

The Ministry stated (July 2013) that the DMS had been advised to ensure that
the expenditure on items which had not been approved by the Ministry for
inclusion in the PDA account, would henceforth be made through PAO, DMS
only.

The reply of the Ministry confirms the audit findings that the DMS had not
been following good financial practices in terms of cash management and
advance disbursal.

Delhi Milk Scheme failed to recover the licence fee at the prescribed rates
from the State Bank of India operating in its premises. This led to short
recovery of licence fee of ¥ 1.88 crore during the period from March 1999
to November 2012.

The Government periodically prescribes the rate of licence fee to be charged
from banks in lieu of the space provided by its departments. In consonance of
this policy, the Directorate of Estates (DoE) issues orders specifying the

* Rule 88 and 89 of the GFR and Rule 191 in Receipts and Payment Rules
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amount of licence fee recoverable from commercial entities in respect of
General Pool accommodation.

Examination of the records of Delhi Milk Scheme (DMS) revealed that a
branch of the State Bank of India was established in its premises in the year
1972. As per the agreement between DMS and the bank, an area of 1198.64
sq.ft. was recorded as area leased to the bank. Subsequently, the bank had
unauthorisedly encroached upon the premises of the DMS and expanding its
operational space.

Audit noted that DMS had intimated (June 2001) to the Ministry of
Agriculture that the bank had occupied at different times an additional area of

3150 sq.ft. without seeking permission. The area thus occupied by bank
increased to 4348.64 sq.ft. (1198.64 sq.ft. plus 3150 sq.ft.) i.e., 404 sq.m.

The Ministry noted (November 2001) that the failure to prevent the
unauthorized occupation constituted a serious lapse on the part of DMS.

DoE had issued orders effective from 16 March 1999 for charging licence fee
from banks operating from general pool accommodation. However, DMS
without reckoning the rates prescribed by DoE and the area occupied by the
SBI, agreed to receive a fixed amount of ¥ 4742 per month. This was arrived
at by effecting an increase of 25 per cent, over the previous rates, as provided
in the lease deed.

Audit noted that the licence fee charged by DMS from the bank was much
lower than the rates prescribed by DoE. This resulted in short levy of licence
fee of ¥ 1.87 crore.

Similarly, a space of 11.90 sq.m. was leased out by DMS to SBI for opening
an ATM through an agreement of January 2007. However, audit noted that
DMS charged licence fee @ 220 per sq.m. i.e., T 2618 per month even though
this rate had been revised upwards by DoE to ¥ 5414 per month since April
2011. Thus, due to non-application of the prescribed rate of DoE there was
short recovery of licence fee amounting to I 1.17 lakh.

Thus, failure of DMS to charge licence fee at the prescribed rates led to short
recovery of licence fee of T 1.88 crore during the period from March 1999 to
November 2012. (Annex-1) Further, no punitive compensation was sought
from the SBI for the unauthorized occupation of premises.
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The matter was referred to the Ministry in May 2013; their reply was awaited
as of June 2013.

The Ministry released a sum of ¥ 1.92 crore to NABARD under the
scheme “Salvaging and rearing of Male Buffalo Calves” based on an
incomplete proposal and in violation of Scheme provisions. Resultantly
the amount could not be utilized by NABARD leading to blocking of funds
for more than nine months.

The Ministry of Agriculture, conveyed administrative approval for the
implementation of Central Sector Scheme ‘Salvaging and Rearing of Male
Buffalo Calves’ during the Eleventh Five Year Plan. The Scheme with an
outlay of ¥ 300 crore was to be implemented during the plan period i.e. 2008-
09 to 2011-12 through the National Bank for Agricultural and Rural
Development (NABARD).

The main objectives of the scheme were to salvage and rear male buffalo
calves for meat production, increase availability of buffalo meat and by-
products for export and domestic markets and to enlarge raw material base for
leather industry.

In terms of the Scheme guidelines, in each State, a State level Sanctioning and
Monitoring Committee (SLSMC) was to be constituted under the
chairmanship of the Principal Secretary/Secretary of the Department of
Animal Husbandry of the State Government concerned. The Committee was
to meet periodically and sanction suitable proposals. The Regional Officer of
NABARD was to act as the nodal officer who was responsible for convening
meetings of the SLSMC to consider projects to be implemented in the
respective States. Funds available for the Scheme were to be released by the
Ministry to NABARD against specific project proposals sanctioned by the
SLSMC which was to be distributed by NABARD within a month.

NABARD submitted (August 2010) a proposal to the Ministry seeking funds
of ¥4.37 crore for implementation of the Scheme. Audit noted that the
proposal contained only the details of fund required under various components
of the Scheme. The proposal did not incorporate specific project duly
sanctioned by the SLSMC. Thus, the provisions of the Scheme guidelines
were not complied with.

Audit further noted that the Integrated Finance Division (IFD) of the Ministry
despite being aware that the proposal submitted by NABARD was incomplete,
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approved release of funds of ¥ 1.92 crore. The funds were released in
September 2010. Subsequently, NABARD could not utilize the amount due to
non-receipt of project proposals from the State Governments due to imposition
of restrictions on slaughter of buffaloes under the Slaughter Act. As a result, it
sought (May 2011), the permission of the Ministry for utilizing the amount
under another scheme viz. ‘Piggery Development’ to which the Ministry
accorded (June 2011) permission.

Audit noted that the action of the Ministry amounted to re-appropriation of
funds after close of the financial year in which the funds were originally
sanctioned. In the process, it breached Rule 59 of the General Financial Rules,
which stipulate that re-appropriation of funds may be sanctioned by the
competent authority at any time before the close of the financial year to which
such grant or appropriation relates. The action of the Ministry was thus
irregular.

The Ministry stated (April 2013) that diversion of funds to the scheme of
Piggery Development was made with the sole intention of putting available
fund for better use in a scheme where there was demand for more funds.
Further, utilisation of funds under the scheme “Salvaging and rearing of male
buffalo calves” by NABARD was dependent on the interest of beneficiaries in
the Scheme and such Schemes usually had a little longer take-off time.

The reply does not address the issue of irregular release of funds by the
Ministry, based on an incomplete proposal submitted by NABARD, which
was not consistent with the Scheme provisions. This also indicates inadequate
scrutiny of the proposal by the Ministry. Subsequent action of the Ministry to
allow diversion of funds for another scheme was also irregular and
undermined the process of Parliamentary authorization.
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CHAPTER III : MINISTRY OF CIVIL AVIATION
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GHIAL incurred inadmissible expenditure of ¥ 100.40 crore out of PSF
(SC) Fund Escrow Account.

In terms of rule 88 of the Aircraft Rules, 1937, the Airport operator is entitled
to collect ‘Passenger Service Fee” (PSF) from the embarking passengers. The
PSF' so collected comprises a security component (65 per cent of PSF) and a
facilitation component (35 per cent of PSF). In case of a Private Airport
Operator, the facilitation component is retained by him while the security
component is kept in an Escrow Account which is used to defray security
related expenses as allowed by the Ministry of Civil Aviation (MoCA).
Accordingly, GMR Hyderabad International Airport Limited (GHIAL)
(Operator) has been operating an escrow account since June 2008.

The MOCA issued (January 2009) the Standard Operating Procedure (SOP)
for regulating the PSF (SC) Escrow Account. The SOP details the purposes for
which amounts in the Escrow Account could be utilized.

However, the operator charged the following inadmissible expenses to the PSF

(SC) fund:
: 0 0 : 0 []

| cXpend C : DI €

Revenue Expenditure

1. | Administrative 2008-09 1.46 Not admissible as per para 6.2 of
cost 2009-10 0.85 SOP.

2. | Terrorism 2009-10 0.70 As per para 6.7 of SOP,
insurance insurance paid to cover fixed
premium assets created from PSF (SC)

2010-11 0.33 fund is admissible. Hence, this
2011-12 0.57% premium meant to cover the

airport is not admissible.

3. | Interest paid on | 2008-09 4.53 As per SOP and MOCA order of

funds  borrowed | 2009-10 6.86 9 May 2006, payments made to
for construction of | 2010-11 6.91 CISF only are admissible. The
quarters 2011-12 8.27 expenditure incurred on CISF

Fixed at ¥ 200 per passenger; 65 per cent of this, i.e., T 130 is a security component.
Includes ¥0.14 crore towards interest on Terrorism Insurance Premium.
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quarters is not payment made to
CISF and hence not admissible.

4. | Land registration | 2010-11 0.03 Expenditure to be met out of

charges project funding and not from PSF
(SC) Escrow account.

Sub-total 30.51

Capital Expenditure

1. | Purchase of land 2007-08 4.00 Expenditure to be met out of

2. | Construction  of | 2008-09 65.89 project funding and not from PSF
quarters for CISF (SC) Escrow account.

Sub-Total 69.89

Grand total of inadmissible | 100.40

expenditure out of PSF (SC) Fund

The issue of inadmissible expenditure from PSF (SC) fund by the operator was
brought to the notice of MoCA by Audit during audit of accounts of PSF (SC)
Escrow account for the years 2007-09, 2009-10 and 2010-11. MoCA, while
drawing attention to audit comments, directed (July 2012) GHIAL to

immediately reverse the aforesaid entire ineligible expenditure incurred up to
2010-11 and submit a compliance report. GHIAL had not withdrawn the
ineligible expenditure as directed by MoCA but had booked additional
inadmissible expenditure of ¥ 8.84 crore during 2011-12 as indicated above.

Thus, charging of inadmissible expenditure of < 100.40 crore to PSF (SC)
fund by the operator was irregular and needed to be reversed early.




Report No. 19 of 2013

CHAPTER 1V : MINISTRY OF COMMERCE AND
INDUSTRY

Under utilization of Infrastructure created for Fireworks Research and
Development Centre (FRDC) at Sivakasi.

The Petroleum and Explosives Safety Organization (PESO), a subordinate
office under the Department of Industrial Policy and Promotion (DIPP),
Ministry of Commerce and Industry is headed by the Chief Controller of
Explosives (CCE). It is entrusted with the administration of Explosives Act,
1884, Petroleum Act, 1934, Inflammable Substances Act, 1952 and various
rules made there under.

PESO, considering the Supreme Court directions on development of
environment friendly firecrackers to reduce pollution level and hazard caused
by firecrackers, conceived (2003) a project on establishment of Fire Works
Research and Development Centre (FRDC) at Sivakasi, the hub of fire works
manufacturing activities. No specific time frame for the project completion
was fixed.

The objectives of FRDC designed to address the requirements of Indian Fire
works Industry included development of environment friendly fire works,
mechanization of hazardous manufacturing processes, development and
standardization of products, safety of personnel involved, study of nature of
chemical composition and contrivance, quality control and quality assurance,
Technical Resource Development, testing of raw materials, etc.

The Civil and Electrical works were completed by the end of 10" Five Year
Plan (2007) at a cost of ¥ 3.48 crore. The project was extended to 11" Five
Year Plan for procurement of lab equipments, library books and instruments.
The total expenditure incurred on the project worked out to T 6.49 crore as of
2011-12.

While the project activities of FRDC, Sivakasi were being executed, PESO
had to undertake necessary research activities for evaluation of fire works on
the basis of chemical composition and come out with its chemical formula for
each type or category of fireworks (Supreme Court judgement of 15 July
2005). PESO was also required to specify the proportion/composition as well
as the permissible weight of every chemical used in manufacturing fire
crackers and to divide the fire crackers into two categories—sound emitting and
colour/light emitting fire crackers.
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The Core Committee constituted (2005) under the chairmanship of the Joint
Chief Controller of Explosives, to examine the related issues in depth spelt
out the objectives of FRDC and recommended a staff strength of 53 technical
and 40 ministerial posts for FRDC. A proposal for creating posts of
technical/administrative/supporting staff aggregating to 80 numbers was
submitted by CCE to DIPP in February 2006. Further, in order to initiate the
research and implementation activities at the earliest a rapid implementation
module was also proposed by CCE in June 2006 for creation of minimum
required workforce of 12 posts.

FRDC was inaugurated in July 2011. However, the proposals for creation of
workforce for the unit had not been cleared so far (December 2012) for
reasons not on record. On the directions of the Joint Secretary, DIPP, (Mar
2010) the existing manpower of PESO was mobilized to initiate the bare
minimum functions of FRDC i.e. One Controller of Explosives had been
posted as Officer in Charge of FRDC, and at staff level- one Senior and Junior
Assistant had been transferred from DTS, Ghondkiary, Nagpur and one steno
from the Office of the Controller of Explosives, Vellore. Security and
maintenance of FRDC are outsourced to CPWD and minimum day to day
activities were carried out through casual workers. Thus, though FRDC was
properly equipped for functioning, it was functioning with 3 technical staff
drafted from PESO, who were not equipped with the expertise to conduct
research work as directed by the Hon’ble Supreme Court.

Accidents in Sivakasi continue to happen and reported in media during
2009 to 2012.

The Ministry replied (May 2013) that the FRDC Complex was being used to
conduct seminars, training, testing, examinations and enquiries. The reply was
not acceptable as the steps taken by the Ministry to utilize the FRDC Complex
do not address the primary objectives for which ¥ 6.49 crore was spent.
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CHAPTER V: MINISTRY OF EXTERNAL AFFAIRS

The permission of the Ministry to enhance the service charge per visa
applicant by 12 per cent of the existing rates on the basis of increase in
property tax resulted in undue financial benefit of ¥ 3.45 crore to the
service provider from October 2011 to December 2012.

High Commission of India, London (Mission) and it’s consulates in
Birmingham and Edinburgh executed an agreement with M/s VF Services
(UK) Ltd (service provider) on 24 January 2008 for providing various visa
support services. As per condition 4.2 to Schedule I of the agreement, the
amount of service provider’s service charge could be changed only if there is a
change in the rate of local taxes or VAT.

The service provider requested (July 2010) the Mission for an increase in
service charge from £ 6.90 per applicant to £8.80 on account of inflation,
depreciation of Great Britain Pounds against Indian Rupee, drop in number of
applicants and increase in Rates and Taxes. The Ministry agreed to revise the
service charge due to increase in local taxes by 12 per cent and stated that the
service charge could be enhanced by that percentage. However, the Ministry
wrongly applied the rate of increase of 12 per cent in property taxes to the
entire service charge instead of restricting it to the percentage/weight of
property tax in the service charge. Thus the enhancement of service charge to
£ 7.70 per applicant from 12 September 2011 resulted in undue benefit of
% 3.45 crore as explained in the succeeding paragraphs.

Audit scrutiny (January and August 2012) revealed that the service provider
processed 498333 visa applications during the year 2010. Therefore, the total
service charge collected by them during the year was £3438498 at the rate of
£6.90 per application. During the years 2010 and 2011, the property tax paid
by the service provider was £127230.4 and £ 139969.20 respectively. Thus
the increased outgo on account of property tax in absolute terms was £12739
(Annex A). In percentage terms, the property tax increased from 3.70" per cent

' 498333 (number of visa applications during 2010) multiplied by £6.90 (the existing service
charge per applicant)- £3438497.70 , £127230.40 (property tax for the year 2010) divided by
£3438497.70 (total service charge levied for 2010) multiplied by 100 = 3.70 per cent.
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in 2010 to 4.07° per cent in 2011, of the total amount of service
charge collected in 2010. Therefore, the increase in property tax was
only 0.37° per cent of the existing charge levied by the service provider.

Instead of restricting the increase in service charge to 0.37 per cent of the
existing rate, the Ministry wrongly enhanced it to the percentage of increase in
property tax when compared with the property tax for the year 2010 which
worked out to 12* per cent. The revised service charge should have been
£6.93” instead of £7.70 approved by the Ministry, as an increase of £0.03 per
application resulting in additional revenue of £15658° was sufficient to cover
the extra outgo of £12739” on account of increase in property tax. Thus, the
erroneous method adopted for calculating the enhancement of service charge
due to increase in property tax resulted in wrongful enhancement of service
charge by £0.80 per application and undue financial benefit of £455688.31"
(% 3.45 crore)’ to the service provider from October 2011 to December 2012.

The Mission replied (November 2012) that the inputs have been forwarded to
the Ministry for a reply and the Audit would be provided with the facts once
these are made available to the Mission.

The matter was referred to the Ministry in November 2012; their reply was
awaited as of June 2013.

? 498333 (number of visa applications during 2010) multiplied by £6.90 (the existing service
charge per applicant) = £3438497.70, £139969.20 (property tax for the year 2011) divided by
£3438497.70 (total service charge levied for the year 2010) multiplied by 100 = 4.07 per cent.
3 4.07 per cent deduct 3.70 per cent.

* £5550.63 (property tax for 2011 i.e. £51140.63 deduct property tax for 2010 ie. £45590)
divided by property tax for 2010 (£45590) multiplied by 100

° By adding 0.37 per cent to £6.90 (existing service charge per application)

%521945 (number of applications processed by service provider during 2011) multiplied by
£0.03 deduct £127230 (property tax paid by service provider during 2010)

7 £139969 (property tax paid by service provider during 2011) deduct £127230 (property tax
paid by service provider during 2010)

¥ £0.77 per application multiplied by 591803 (number of application processed during October
2011 to December 2012)

? At exchange rate of 1£ = 75.71 (the exchange rate of October 2011 which was the lowest
rate of exchange during the period from October 2011 to July 2012) =% 34500162
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CHAPTER VI : MINISTRY OF HEALTH AND FAMILY
WELFARE

National AIDS Control Organisation is a division of the Ministry of Health and
Family Welfare that provides leadership to HIV/AIDS control programme in
India through various HIV/AIDS Prevention and Control Societies. National
Aids Control Organisation (NACO), proposed (March 2005) to create quality
access to condoms in high risk areas through Condom Vending Machines
(CVMs) under Social Marketing Scheme. The Scheme envisaged promotion of
safer sexual health practices by increasing access to and availability of quality
condoms at all times in high risk areas of the country. The strategy adopted to
achieve this objective was through installation of CVMs at public places viz.,
railway station, restaurants, bus terminals, cinema houses, red light areas,
banks, post offices etc.

The scheme was operationalised in phased manner as detailed below:

No.of  No. of CVMs'

Prl(:Je“ districts  planned to be lmplemenytmg Financial arrangement
S covered installed e

Phase-I 67 11025 HLL  Lifecare| T 10 crore released in| ¥ 8.33 crore for procuring
LTDOs-8000 Ltd (formerly March 2005 the machines and balance
MTDOs-3000 Hindustan Latex for meeting the operational
HTDOs-25 Limited) a PSU and promotional

expenditure
Phase-I1 68 10025 Hindustan Latex | ¥ 10 crore released in| ¥ 8.85 crore for procuring
LTDOs-10000 | Family Planning | January 2007. the machines and the
HTDOs-25 Promotion T 1.50 crore released in | balance for meeting the
Trust 2010-11 to 2012-13,| promotional,  operational

(HLFPPT), a| along with a recurring | costs
Trust under HLL | expenditure of ¥ 50,000
per month for | Extended the
maintenance cost of | implementation of  the
CVMs in West Bengal. | programme till December
2012.

Audit noted the following irregularities in the implementation of the scheme.

' Low, Medium and High Traffic Dispensing Outlets
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The Ministry initiated the scheme (Phase-I) on the basis of the proposal
submitted by Hindustan Latex Limited for undertaking social marketing of
condoms through vending machines. Audit noted that the Ministry did not
undertake any comprehensive feasibility study before going ahead with the
scheme.

In October 2006, a meeting was held in the Ministry to consider the proposal
of installation of 11025 condom vending machines by the HLFPPT under the
scheme (Phase-II). With the proposal a progress report submitted by the
HLFPPT, in which, it claimed a sale of 13.33 million condoms through the
vending machines during January to August 2006. Audit noted that this
roughly worked out to 4.98 condoms per machine per day. This was less than
the minimum targeted sale of 6 condoms per day. Audit further, noted that
prior to releasing the grant for Il phase in January 2007, the sale further dipped
to 1.57 and 1.55 condoms per machine per day in October and November
2006 respectively. However, the Standing Finance Committee (SFC) proposal
for the Phase-II of the project was given a go-ahead purportedly on the basis
of the evaluation report given by the implementing firm itself.

Thus, neither the Ministry undertook any comprehensive feasibility study
before going ahead with the scheme nor it evaluated the effectiveness of the

scheme delivery under the Phase-I before releasing further funds for the
Phase-II of the scheme.

As per the minutes of the meeting of the SFC held in March 2005, M/s HLL
was to procure and install CVMs within a period of six months. The
notification award issued by HLL to the supplier stipulated that the machines
were to be delivered, installed and commissioned on or before 30 September
2005 in Phase-I. In Phase-II, the machines were to be installed between April
and July 2008.

Audit, however, found that in Phase-I, machines were actually installed during
October 2005 to January 2006. The installation process for Phase-II
commenced from August 2008 i.e., after the stipulated date of commissioning
of the CVMs. The reasons for delay in installation of the machines were
attributed to delay in selection of sites, worker’s strike, torrential rains etc. The
delay impacted the outcomes of the scheme vis-a-vis the targets envisaged.




Report No. 19 of 2013

The Ministry/NACO did not enter into an agreement/Memorandum of
Understanding with HLL/HLFPPT for management of the project and for
assigning responsibility for safety, security and maintenance of the CVMs.
Consequently the scope of the work relating to maintenance of the CVMs was
not clearly defined.

Audit noted that the normal lifespan of a CVM was three years, extendable up
to seven years with timely maintenance. During the first phase, the warranty
on the machines expired in January 2009. These machines were serviced by
the suppliers till March 2009. However, subsequently, due to absence of
Annual Maintenance contract with the suppliers, the machines could not be
serviced. HLL Lifecare Ltd. submitted (April 2009) a proposal for further
operation and maintenance of the machines. The status of the functioning the
CVMs as provided by HLL and HLFPPT to the NACO was as under:

Phase-1

Status of CVMs

Machines
traceable not
functioning,
1130

Machines not
traceable/lost,
9860

As can be seen from the above only 1130 machines under Phase-I were
available/traceable on sites. As the CVMs installed under Phase-I were not
insured against theft and damage, thus, no recovery/claim could be made in
respect of stolen machines.

HLL had requested (August 2011) to NACO to take suitable action as some of
these machines could be made functional with some repairs. However, no
action was evident in the records of the NACO as of March 2013.
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Phase-lI
Damaged,
1549

Missing/St

/ olen, 161

Not

installed,

1791

Functional,
6499

The machines installed under Phase-II were maintained till June 2010 within
the cost of ¥ 10 crore. The project was extended till March 2011 for operation
and maintenance of CVMs at an extra cost of ¥ 90 lakh. A contract to this
effect was entered (January 2011) into with M/s HLFPPT. The payments were
released in two instalments during February and November 2011. The project
was further extended till September 2011 with an additional cost of ¥ 60 lakh.
The status of machines under Phase-I1 was better. However, given the fact that
these machines had completed their useful life of seven years, NACO’s
decision to support their continued maintenance by incurring substantial
expenditure needs to be reviewed in the light of their utility and impact.

The NACO stated that contract was not signed with the implementing entities
because HLL was Central PSU and HLFPPT, a trust promoted by the PSU.
The reply is not in consonance with the extant provision of GFR rule 204 (iv-
d), which stipulates that contract should invariably be executed in cases of
turnkey works or agreements for maintenance of equipment and provision of
services. The reply was also contrary to its decision to enter into a contract
with the M/S HLFPPT in January 2011 for extension and implementation of
Phase-II of the SMP.

6.1.3 Poor sale of condoms through CVMs

NACO had estimated an average sale of 6, 12 and 35 pieces of condom per
day from each Low Traffic Dispensing Outlets (LTDO), Medium Traffic
Dispensing Outlets and High Traffic Dispensing Outlets respectively in the
first year. It was, however, observed that 16 million pieces of condoms at an
average of 1.34 pieces per machines/day were dispensed through 11025
CVMs of Phase-I during 36 months till January 2009. In the case of Phase-II,
as per the data submitted by Technical Support Group, the average off take of
condoms during 2008-11 was as low as 0.42 condom per machine per day. As
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the programme had been merged with Social Marketing Organisations
(SMOs), therefore, the average off take of condoms from CVMs during the
period 2011-12 to 2012-13 could not be ascertained separately by the NACO.

Even by using the minimum sales estimation of six condoms per machine per
day, it is evident that the actual sale of condoms through the CVMs was much
lower. The reason for the lower sale may be attributed partially to the poor
maintenance of the machines. The Ministry failed to assess reasons for poor
sale of condoms for taking remedial action.

As per the Memorandum for the SFC submitted by the Ministry in March
2005, the project was to be sustained from the income generated from the sale
of condoms. From the second year onwards the sales realization from the
operation was to be utilized to meet the network maintenance costs, branding
costs etc. Audit, however, noted that this proposal remained only on paper as
the quantum of revenue realized or its utilization thereof did not find a
mention subsequently in the records of the Ministry or NACO. NACO did not
provide the information despite specific requests. Consequently, the
arrangements in place for safe custody of money received through sale of
condoms and its utilization could not be ascertained by Audit.

Audit also noted that under both Phases I and II, NACO was proposed to
cr