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PREFACE 

1. The accounts of Government Companies set up under the prov1s1ons of the 
Companies Act (including Companies deemed to be Government Companies as per 
provisions of the Companies Act) arc audited by the Comptroller and Auditor General of 
India (CAG) under the provisions of Section 619 of the Companies Act, 1956. The 
accounts certified by the Statutory Auditors (Chartered Accountants) appointed by the 
CAG under the 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 empo~er., 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 '>Omc Corporation'> and Authorities require their accounts 
to be audited by the CAG and reports to be given by him. In respect of five '>uch 
Corporations 1·iz. 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. Jn 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 statotes go\erning 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. Annual reports on the accounts of the Central Government Companies and 
Corporations are issued by the CAG to the Gmernment. These are 

Regularity Audit (Yellow Series) 

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

Report No. I 0 - Information Technology Applications in Central PS Us: This gives an 
overall assessment of the use of Information Technology in selected areas of operations 
of PS Us. 

Report No. I I - Transaction Audit Observation-.: This contains observations on individual 
topics of interest noticed in the course of audit of the Companies and Corporations other 
than Companies in the Telecommunications Sector. 

Report No.12 - Transaction Audit Obsen at ions: This contains the observations on 
individual topics of interest noticed in the course of audit of the Companies in the 
Telecommunications Sector. 
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Performance Audit (Blue Series) 

Report No.9: This contains reviews of selected activities of the Companies and 
Corporations other than Companies in the Telecommunications Sector. 

Report No.10: This contains reviews of selected activities of the Companies m the 
Telecommunications Sector. 

5. The Audit Board mechanism was restructured during 2005-06 under the 
supervision and control of the CAO. The Board, which is permanent in nature, is chaired 
by the Deputy Comptroller and Auditor GeneraJ-(CommerciaJ) and consists of senior 
officers of the CAO. Two technical experts are inducted as speciaJ invitees, if necessary. 
The Director (Commercial) 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 for conducting major performance audits. The 
Board finalises the stand alone performance audit reports after discussions with the 
representatives of the Ministry and Management. 

6. The cases mentioned in this Report are among those which came to notice in the 
course of audit during 2004-05 and 2005-06 as wel l as those which came to notice in 
earlier years but could not be reported. . 

7. All references to 'Government Companies/ Corporations or PSUs' in this report 
may be construed to refer to 'Central Government Companies/ Corporations' unless the 
context suggests otherwise. 
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Report No. 11 of 2007 

OVERVIEW 

I Introduction 

1. This Report includes important Audit findings noticed as a result of test check of 
transactions of Central Government Companies and Corporations conducted by the 
officers of the CAG of India under Section 619(3) (b) of the Companies Act, 1956 or the 
statute governing the particular Corporations. The results of Information Technology (IT) 
Audit are included in a separate volume. 

2. The Report contains 96 paragraphs relating to 44 PSUs. The draft paragraphs 
were forwarded to the Secretaries of the concerned Ministries/Departments under whose 
administrative control the PSUs are working to give them an opportunity to furni sh their 
replies/comments in each case within a period of six weeks. Replies to 59 paragraphs 
were not received even as this report was being finalised in January 2007. Earl ier, the 
draft paragraphs were sent to the Management of the PSUs concerned - in respect of two 
paragraphs, they did not respond despite being reminded. 

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

Ministry /Department I No. of Financial Number of 
(Total number of PSUs/ PSUs involved para- implication paragraphs 
here) graphs in the in respect 

paragraphs of which 
(Rs. in crore) Ministry 

reply was 
awaited 

l. Atomic Enern:v (5/1) I 7.48 I 

2. Banking (8/1) I 2.93 0 

3. Bio-Technolol!v (2/1) I 9.09 I 

4. Civil Aviation ( L 1/4) 11 178.54 11 

5. Coal (10/5) 8 20.92 8 

6. Commerce and Industry (12/2) 2 4.62 1 

7. Consumer Affairs, Food and Public 8 135 l.59 4 
Distribution (3/2) 

8. Defence ( 10/2) 2 9.55 2 

9. Fertilizers (10/1) 2 1.30 2 

I 0. Finance (9/4) 13 39.95 12 
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11. Hca 

12Min 

13. Petr 

14.Pow 

vy Industries (55/1) 

es (4/1) 

oleum and Natural Gas (21/8) 

er (16/3) 

arlment of Public Enterprises i •I•) 
I ways ( 11/1) 

15.Dep 

16. Rai 

17.Ship >ping (9/1) 

18. Stee I (19/4) 

tiles (22/2) 19. Tex 

Total 237/44) 

2 

I 

23 

5 

I 

I 

2 

10 

2 

96 

28.71 1 

2.63 0 

589.25 13 

142.16 0 

15.52 0 

1.40 I 

561.43 0 

1576.03 I 

4.53 1 

4547.63 59 

The audit observations included in !his report highlight deficiencies in the management of 
PSUs. which resulted m senous financial implications. The irregularitie pointed out are 
broadly of the following narurc: 

•!• Overpayments, wasteful, excess, avoidable expenditure and undue favour to 
contractors etc. amounting to Rs.2724.44 crore in 54 paras. 

•!• Idle investment, blocking of funds and accumulation of stock etc. amounting to 
Rs.1717.17 crore in 19 paras. 

•!• Loss of Rs.51.25 crore due to shortloading of insurance premium, under charging of 
premium, lacuna in the policies, procedures etc. in 15 paras. 

•!• Delay in commissioning of projects, non recovery of dues from customers/employees, 
deficiency in debtor control etc. resulted in loss of Rs.39.25 crore in seven paras. 

•!• R'i.15 52 crore were recovered at the instance of Audit in one para. 

II Highlights 

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

• Non-disposal of 35.04 MMT of iron ore fines accumulated at Gua Ore Mine of 
Steel Authority of India Limited resulted in non-realisation of revenue of 
Rs.1507 crore upto March 2005. 

(Para 18.4.1) 

•All tile PSUs are under the Department of Public Enterprises 
'PS Us covered in the para are appearing in tile respective Ministries 
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• Food Corporation of India incurred extra expenditure of Rs.348.61 crore due to 
hiri ng of godowns from State Warehousing Corporations under the Seven Year 
Guarantee Scheme at the higher rates payable to Central Warehousing 
Corporation. The storage space acquired was also not properly utilised resulting in 
idle/surplus capacity valued at Rs.287.90 crore for the period February 2002 to 
March 2006. 

(Para 7.2.1) 

• In spite of expected favourable returns and adequate demand for Very Large 
Crude Carriers, the Shipping Corporation of India Limited deferred the 
procurement of two VLCCs. Subsequent procurement resulted in extra 
expenditure of Rs.553.69 crore. 

(Para 17. 1.1) 

• Additional transportation charges were disbursed by Food Corporation of India 
without considering the charges already paid provisionally resulting in excess 
payment of Rs.406.21 crore to State Governments and their agencies in Punjab 
and Haryana for the years 1998-99 to 2002-03. 

(Para 7.2.2) 

• Delay on the part of Oil and Natural Gas Corporation Limited in award of a 
contract resulted in re-tendering and award of the contract at a cost higher by 
Rs.235.51 cror e. 

(Para 13.8.1) 

• Indian Oil Corporation Limited (IOCL) and Bharat Petroleum Corporation 
Limited (BPCL) inaccurately calculated advance income tax payable resulting in 
avoidable payment of interest of Rs.130.91 crore by IOCL during the previous 
years 1999-2000 and 2001-02 to 2004-05 and Rs.34.84 crore by BPCL during 
the previous years 2000-01 and 2002-03 to 2004-05. 

(Para 13.6.1) 

• Food Corporation of India allowed transportation charges to rice millers for 
delivery of levy rice within eight kilometres resulting in avoidable payment of 
Rs.160.39 crore during 1999-2000 to 2002-03. 

(Para 7.2.3) 

• NTPC Limited made irregular payment of ex-gratia in the form of special 
incentive amounting to Rs.116.88 crore during the nine years ending 2004-05 to 
its employees whose wages/salary exceetied the limit as stipulated under the 
Payment of Bonus Act. 

(Para 14.2.1) 
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• Due to lack of planning in the procurement and maintenance of inventory of 
spares, Indian Airlines Limited incurred avoidable expenditure of Rs.68.40 
crore on outsourcing of repair and overhaul of engines/modules and on leasing of 
engines. The Company lost revenue of Rs.45.96 crore due to grounding of 
aircraft from July 2005 to June 2006. 

(Para 4.3.1) 

• Acceptance of inflated transportation bills by Food Corporation of India in 
respect of Hill Transport Subsidy resulted in excess payment of transportation 
charges amounting to Rs.67.40 crore to Government of Arunachal Pradesh 
during 2002-03 to 2004-05. 

(Para 7.2.4) 

• Foodgrain stock was released on credit to the State Government of Jammu & 
Kashmir in contravention of Government of India instructions. Non-recovery of 
outstanding dues from State Government resulted in excess interest liability of 
Rs.48.53 crore upto March 2005 on Food Corporation of India. 

(Para 7.2.5) 

• Barytes being an insurance item, Oil and Natural Gas Corporation Limited was 
required to maintain a buffer stock of 5,000 MT and a minimum stock holding in 
a rig at the level of 100 MT to 150 MT to meet any exigency. However, delay by 
the Company in awarding a tender for procurement of barytes resulted in 
suspension of rig operations and consequent loss to the extent of Rs.37.18 crore 
during September 2004 to January 2005. 

(Para 13.8.2) 

• Non-availability of left hand drill pipes of required specifications for resolving 
complications faced in production testing of an exploratory well led to 
unproductive expenditure of Rs.27.14 crore during July 2001 to April 2003 by 
Oil and Natural Gas Corporation Limited. 

(Para 13.8.3) 

• Oil and Natural Gas Corporation Limited incurred wasteful expenditure of 
Rs.26.02 crore by ignoring the past experience, the recommendations of its 
drilling section and the Institute of Drilling Technology for vertical drilling of an 
exploratory well instead of directional drilling during June 2002 to October 
2004. 

(Para 13.8.4) 

• Airports Authority of India did not levy royalty as per Court's directive on 
gross ground handling revenue earned by the operating agencies at international 
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airports and incurred a loss of Rs.18.48 crore for the period from April 2002 to 
March 2006. 

(Para 4.2.1) 

• Due to failure in adhering to the directions of the Government of India by Food 
Corporation of India excess foodgrains were issued in Andhra Pradesh under 
mid-day meal scheme during 2004-05 resulting in subsidy burden of Rs.18.06 
crore on the Government of India. 

(Para 7.2.6) 

• Indian Airlines Limited and Pawan Hans Helicopters Limited paid bonus/ex­
gratia to ineligible employees in contravention of the Department of Public 
Enterprises instructions and without the approval of the Administrative Ministry, 
resulting in irregular payment of Rs.16.44 crore during the period April 2000 to 
March 2005. 

(Para 4.4.1) 

• Award of civil works by Oil and Natural Gas Corporation Limited to a 
contractor in May 2003 on a land not belonging to it led to extra expenditure of 
Rs.16.04 crore due to termination of the contract in October 2004 and re­
tendering thereof in June 2005. 

(Para 13.8.5) 

• Thirteen PSUs recovered Rs.15.52 crore during 2005-06 on account of non 
billing, short billing, excess payment, undue benefits to private parties etc. at the 
instance of Audit. 

(Para 15.1.1) 

• Bharat Heavy Electricals Limited took 36 months in deciding to replace the 
existing captive power station with a Diesel Generator set. As a result, it incurred 
extra expenditure of Rs.14.77 crore on account of higher cost of in-house 
generation of power for the years 2003-04 and 2004-05. 

(Para 11.1.1) 

• Bharat Heavy Electricals Limited made excess payment of Rs.13.94 crore to 
its employees due to adoption of 26 days as a month instead of 30 days for 
computation of encashrnent of leave during the period from 24 January 2004 to 
31 August 2006. 

(Para 11.1.2) 
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• Misinterpretation by Indian Oil Corporation Limited of the leviabi)jty of 
additional sales tax for the period from August 2000 to March 2002 resulted in 
avoidable loss of Rs.13.44 crore to Oil Marketing Companies. 

(Para 13.5.1) 

• Jn July 1998 the Oil Co-ordination Committee infonned Indian Oil Corporation 
Limited that consequent on the commissioning of Numaligarh Refinery, Assam 
crude would not be available for processing at Barauni Refinery and instead, low 
sulphur imported crude would be supplied. Due to the low wax content of the 
imported crude it was economically unsuitable for production of slack wax. 
Despite this, the Company placed an order with a foreign supplier in December 
1999 for retrofitting 10 chil lers. The work was completed in May 2001 at a cost of 
Rs.12.76 crore. The operation of the Solvent Dewaxing unit was stopped in 
November 2001 due to non-availability of Assam crude, making the investment 
infructuous. 

(Para 13.5.2) 

• MECON Limited acquired additional office accommodation without proper 
assessment of requirement resulting in unfruitful expenditure of Rs.11.08 crore 
besides payment of interest and operation and maintenance charges amounting to 
Rs.1.59 crore upto January 2006. 

(Para 18.1.1) 

• Due to a decision to enter into a contract with an agency without proper busine s 
credentials and inadequate supervision of the activities of the agency MSTC 
Limited suffered a loss of Rs.11.66 crore during the year 2002-03 to 2005-06 in 
financing the purchase of castor seeds and export of castor oil. 

(Para 18.2.1) 

• Land purchased by Central Warehousing Corporation for construction of 
godowns, container freight stations and inland container depots lying idle for 
periods ranging between three and seven years resulted in blocking of funds of 
Rs.8.57 crore with consequential loss of interest of Rs.2.19 crore upto March 
2006. 

(Para 7.1.1) 

• Oil and Natural Gas Corporation Limited ignored the results of pilot study and 
awarded works to contractors whose technology had either failed in the pilot 
study or had not been tested at all. It also delayed identification of wells for the 
use of the technology which resulted in the use of shelf-expired chemicals. Thus, 
it incurred an unfruitful expenditure of Rs.10.06 core during the period October 
2001 to November 2004 on application of the new technology. 

(Para 13.8.6) 
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• Steel Authority of India Limited purchased Moly Oxide on piecemeal basis at 
higher cost disregarding the rising price trend and incurred extra expenditure of 
Rs.10.04 crore during 2004-05. 

(Para 18.4.2) 
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[~ __ c_H_A_P_T_E_R_I_: _n _EP_A_R_T_M_ EN_T_ o_F_A_T_o_MI_ c_E_N_E_R_G_v __ __,] 

~lectronics Cor oration of India Limited 

I. I . I Irregular payment of ex-gratialmotivatio11al amount of Rs. 7.48 crore 

~
he Company made irregular payment of ex-gratia/motivational amount of I 

Rs.7.48 crore to its employees whose wages/salary exceeded the limit as stipulated 
under the Payment of Bonus Act. 

---' 

According to the provision..., of the Payment of Bonus Act, 1965 (Act) and the instructions 
dated :w November 1997 of the Department of Public Enterprises (DPE), no ex-gratia 
v.as to be paid by the Public Sector Enterpri...,e-; (PSEs) to their employees, who were not 
entitled to payment of bonus/e.\ - ~ratia under the pro\ is ions of the Act on account of their 
v.age/-.alary exceeding Rs.3.500 per month. unless the amount was so authorised by the 
Government under a duly appro\ed incenti\e scheme. framed in accordance with the 
pre..,cribed procedure. 

The payment of ex-gratia by a large number of PSEs to their ineligible employees has 
been pointed out earlier in the various Audit Reports (Commercial)"'. The matter was 
refe1Ted (February 2005) to DPE for seeking clan fi cation as to whether such payment of 
e\ - ~ratia was consistent v.ith DPE's instructions. DPE clarified (December 2005) that the 
pa) ment of e.r-gratia to the ineligible employee-. was not allowed as per its OM• dated 
20 November 1997 and that there was no prm is1on for DPE or Administrative Ministry 
to appnne the payment of bonus/er-gra1w to the ineligible employec:s in PSEs. 

Despite these instruction..,, Electroni c!'> Corporation of fndia Limited (Company) made 
payment of ex-gratia/motivational amount ol R-..7A8 crore• during the four years ending 
200.+-05 in addition to the amounts admi -;sible under the existing performance incentive 
scheme on the ground that al l the employees had come out of the purview of the 
provisions of the Act on account of increase in \\age/salary over the prescribed limit of 
Rs.3.500 per month. 

The Company in its reply stated (February 2006) that the payments of ex-gratial 
motivational amount for the years 2001 -02. 2003-04 and 2004-05 were made with the 
approval of the Board of Directors (BOD) of the Company. As the Company had not 
achieved the target <;et for the year 2003-0-l. the moti vational amounts paid during the 
year 2002-03 were due for recovery from the employees. lt was further stated that the 
payment of e.\-gratia was not on the high ...,ide as compared to payments made by other 
PSUs exceeding the limits under OPE guideline-.. 

•Reports of the Comptroller and Auditor General of India (Commercial) No. 3 of 1994, 1995, 1999 to 
200./ and Report Nu. 13 uf 2006 

• Office J1emorandum 
" Rd.OJ crure each d11ring the year 2001-02 and 2002-03. Rs.4.04 crore and Rs.1.42 crore during 2003-

04 and 2004-05 respectively 
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The reply was not tenable a the payments made towards ex-gratialmotivational amount 
over and above the admissible incentive payment were in contravention of OPE 
guidelines and provisions of the Act. The motivational amount paid during the year 2002-
03 wa yet to be recovered from the employees. The payment of ex-gratia to its 
employees drawing salary above the prescribed limit could 1. Jt be justified by the 
Company on the plea that other PSUs were effecting payments of larger amounts. DPE 
guidelines clearly stipulated that such payments could be authorised only under a duly 
approved incentive scheme. 

Thus, the payment of ex-gratialmotivational amount of Rs.7.48 crore to the ineligible 
employees during the year 2001-02 to 2004-05 was irregular and inconsistent with the 
provisions of the Act as well as the instructions of DPE. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 
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CHAPTER II: DEPARTMENT OF BANKING l 
~ndustrial Investment Bank of India Limite~ 

2.1.1 Investment in 1lo11-co11vertible Debentures without security 

Injudicious investment decision and failure to take timely advantage of One Time I 
Settlement proposals resulted in loss of interest of Rs.2.93 crore. 

Industrial In vestment Bank of India Limited (Company) subscribed (November 2000) Rs. 
eight crore to secured non-conve11ible redeemable Debentures (NCO) of a new customer 
Eskay (India) Limited (EKIL) on private placement basis. The NCDs were for a period of 
six years and redeemable in three equal instalments at the end of the fourth, fifth and 
sixth years from date of al lotment (November 2000). The NCDs carried interest at the 
rate of 13.25 per cent per c11111w11 payable semi an nuall} in March and September ever} 
year. 

The performance of EKIL deteriorated from 2000-0 I due to unremunerative product mix 
and it started incurring losses from 2000-0 I. EKIL defaulted in timely payment of 
interest from April 2003 onwards. The Company initiated lega l proceedings against EKIL 
(March 2006) for recall of the principal amount of Rs. eight crore and interest due 
thereon. 

Audit observed ( ovember 2005) various shortcomings in the decision to inYest in 
NCDs. The Company relied solely on the In formation Memorandum (IM ) issued by 
EKIL and did not conduct any independent assessment of the proposal. Th is was despite 
categorica l statements in the IM that the potential investors were required to make their 
own independent valuation and judgment before making an investment and that the UTI 
Bank. the sole arranger, did not take any responsibili ty for the financial soundness of the 
NCDs or for the correctness of the IM. For making investment in the long term loan. the 
Company relied on the credit rating of the EKJL which was actually for short term 
instruments. Further, the Company neither signed any subscription agreement with EKIL 
nor did it ensure execution of an agreement by the trustees in the interest of the NCO 
holders, as per practice. EKIL did not issue debenture ce11ificates which constituted a 
violation of the Companies Act, 1956. Personal guarantee of the promoters or mortgage 
was also not obtained as a security. Though NCDs were to be secured by first charge on 
assets, no such security was created. 

EKIL proposed One Time Settlement (OTS) of dues in April 2004 with 75 per cent 
principal repayment which was subsequentl y (July 2004) enhanced to 8 1.25 per cent 
(Rs.6.50 erore). The Company did not accept the proposal and asked (November 2004) 
EKIL for further enhancement of the OTS amount. EKIL could not redeem any part of 
the NCDs and the entire principal of Rs. eight crorc was outstanding apart from the loss 
of interest of Rs. 1.20 crore"' upto September 2006. Meanwhile. the Government of India 

•Calculated at the rate of 8.5 per cent per a111111111 (prime lending rate as of J1arch 2004) 
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(GOI) had decided (July 2006) to close down the Company (Industrial Investment Bank 
of India Limited) as it was unviable and had huge non performing as ets. 

The Management stated (April 2006) that the Company had taken a normal busine s risk 
and did everything possible to persuade the trustee to create the security . It had also 
initiated legal action at an appropriate time after giving adequate opportunity to EKIL to 
improve its OTS offer. The contention of the Management was not tenable as the 
Company had invested in the NCD without independent appraisal of the investment 
proposal and cou ld not ensure creation of security in favour of the Debenture trustee. 
Considering the unsecured nature of NCO and continuous losses incurred by EKIL 
during the last five years, it would have been prudent to accept the OTS proposal of 
EKIL. 

The Mini stry stated (December 2006) that EKJL had submitted its revised offer for 
repayment of entire principal of Rs. eight crore with waiver of interest dues of Rs.4.76 
crore. Further, the performance of EKlL had improved. Thus, there was no risk of losing 
outstanding principal. The contention of the Ministry was not acceptable though EKIL 
submitted its revised offer, the Company had not yet decided about the OTS (December 
2006). Moreover, the provisional accounts (June 2006) for the year 2005-06 indicated 
that EKIL incurred a cash loss of Rs. 15.50 crore altering the perception of improvement 
in EKIL's performance. 

Similarly, the Company disbursed (March 1999) Rs.20 crore to Shri Digvijay Cement 
Company Limited (SDCCL), a loss making cement company, as subscription to their 
NCO on private placement basis for a period of 18 months. This wa done to part finance 
the turnaround scheme of SDCCL, initiated by Grasim Industries Limited (GIL). The rate 
of interest on NCDs was 14.25 per cent per 0111111111. The amount was to be repaid in two 
equal instalments of R . I 0 crore each in September 2000. The NCO were secured by 
pari passu first charge over the fixed assets of SDCCL and a letter of comfort was 
furni shed by GIL as the principal shareholder. 

SDCCL continued to incur losses due to technological imbalances, high labour cost and 
general recession in the cement industry and its net worth turned negative (September 
1999) leading to failure to repay the NCDs in September 2000. The Board of lndu trial 
and Financial Reconstruction (BIFR) declared SDCCL a sick company in September 
2000. The Company could not take any legal action against GIL, as the comfort letter of 
GIL did not create any indemnity or guarantee in favour of the Company. 

In May 2004, SDCCL proposed OTS of dues which envisaged repayment of 81.25 per 
cent of the principal of the NCDs (Rs.16.25 crore) as full and final settlement to be paid 
within 30 days from the date of sanction of OTS. The Company did not accept the 
proposal in spite of the recommendation of the Settlement Advisory Committee of the 
Company in May 2005 and asked for further improvement in the OTS amount. 

SDCCL improved (September 2005) the OTS amount to Rs. 16.40 crore i.e. by Rs. 15 lakh 
which was accepted by the Company in September 2005. SDCCL paid Rs. 16.40 crore in 
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November 2005. The dela) of fifteen month., (June 2004 to September 2005) in accepting 
the proposal resulted in loss of interest of R\. I .73 crore • on the original OTS amount. 

The Ministry stated (December 2006) that OTS proposals generally involve negotiations 
over a period of time and the Company ""a" able to improve OTS offer by Rs.15 lakh 
through negotiations. 

The reply was not acceptable as marginal addition of Rs.15 lakh to the OTS amount came 
with an interest loss of Rs.1.73 crore over the period of 15 months. 

In the aforementioned two cases. the Compan~ decided to go ahead with in vestments 
without making adequate independent <1sse-;,ment of the repaying capacity of the 
borrowers. Besides, the Company did not shO\\ any readiness to accept OTS offers on the 
ba-;is of a realistic assessment or the pa) ing capacity of the borrowers. This resulted in 
loss of interest of Rs.2.93 crore for the Compan) besides remaining exposed to the loss of 
the principal of Rs. eight crore. 

• Calculated at tire rate of 8.5 per cent per annum (prime lending rate as of Marc Ir 2004) 
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[~ __ c_HA_PT_E_R_rn_:_o_E_P_A_R_T_ME_N_T_o_F_B1_0_-_TE_c_HN_o_Lo_G_Y ______ ] 

lIDdian Vaccines Corporation Limite~ 

3.1.1 Loss due to delay in taking decision on the closure of a project 

The Company incurred wasteful expenditure of Rs.9.09 crore during April 1993 to 
March 2006 due to delay in deciding upon the closure of the project for 
manufacture of vaccines. 

Indian Vaccines Corporation Limited (Company) was incorporated (March 1989) with 
the participation of three promoters vi::.. Department of Bio-technology (DBT) GOI, Ml . 
Pasteur Merieux Serums and Vaccine (PSMV) of France, (technical collaborator) and 
Indian Petrochemicals Corporation Limited to undertake -. project for manufacture and 
research and development of viral vaccines including Injectible Polio Vaccine (IPV). 
The project was scheduled to be completed by July 1994. 

During review of the project by the promoters (November 1991 to February 1992) it 
became apparent that World Health Organisation would advocate preferential use of Oral 
Polio Vaccine (OPV) in developing countries. The project implementation was therefore, 
suspended (February 1992) pending policy decision of the GOI on the type of vaccine to 
be used for polio eradication. Subsequently, the GOI decided (July 1992) to continue 
with the use of OPV as a vaccine of choice and the project promoter decided (September 
1992) to form a Committee to study the techno-economic feasibility of the project for 
manufacture of Vero cell OPV, in addition to other vaccines. The report which was 
finalised in February 1993 found that the project for manufacture of Vero cell OPV and 
other vaccines was technicall y viable but suffered from financial constraints. As per the 
report, a further investment of Rs. 170.46 crore was required for continuing with the 
project while the incremental cost of closing it down was Rs.20 crore. 

It was observed in Audit (December 2005) that the report was disc ussed by the promoters 
in several meetings but the decision to close the project was taken only in November 
1995. Since the process of closure was time consuming, PMSV withdrew from the 
project (September 1998) by selling its share to DBT. Instead of closing the project, the 
remaining promoters considered various options of selecting a strategic partner for 
production of immunobiologicals and vaccines. Neither any strategic partner could be 
selected nor was the project closed (March 2006) resulting in avoidable revenue 
expenditure of Rs.9.09 crore during April 1993 to March 2006 towards operation of the 
Company. 

The Management stated (December 2005) that efforts had been continuing since long for 
restructuring and revi val of the Company but it was delayed due to unavoidable factors 
like Indian Petrochemical Corporation Limited becoming a private company under the 
GOI' disinvestment programme and subsequent change in the Government policy of 
disin vestment. 
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The reply was not acceptable in view of dela) in talcing decision on the project even after 
13 years of suspension of its activities. When the matter was earlier raised by Audit (June 
200 I) a '\imilar reply was given (August 200 I) by the Company stating that they were 
trying to locate a strategic partner for the project. Thus, due to delay in deciding the fate 
of the project the Company incurred wasteful expenditure of Rs.9.09 crore. 

The matter was reported to the Ministry in ovember 2006; reply was awaited (January 
2007). 
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[...__ __ c_HA_ PT_E_R_IV_:_MIN __ 1s_T_R_Y_O_F_c_1v_1_L_A_v __ 1A_T_1_o_N ___ ] 

!Air India Limite~ 

4.1.1 Loss of revenue due to delay in taking over of perishable cargo handling 
operations 

Air India Limited lost revenue of Rs.7.35 crore in a year due to delay in taking over 
handling of perishable cargo for non-customer foreign airlines at Mumbai Airport. 

The GOI, Ministry of Civil Aviation appointed (July 2003) Air India Limited (Company) 
as the sole handling agency of the Centre for Perishable Cargo (Centre) and directed the 
Company to take over the facility for handling the operations set up by Agriculture and 
Processed Food Product Export Development Authority. The entire maintenance cost of 
the Centre was to be borne by the Company. A task force of the Company assessed 
(August 2003) the manpower requirement to run the Centre and obtained approval of the 
Managing Director for augmentation of manpower. The Company, in the first phase 
started the activity at the Centre (September 2003) by handling its own flights and a few 
of its customer airlines with which it already had handling contracts. The Company, 
however, started handling the perishable cargo of other airlines from November 200-l in 
the second phase. 

Audit observed (May 2005) that the Company did not take over handling of perishable 
cargo of other afrlines in September 2003 itself. No separate security staff had been 
mobilised for perishable cargo handling (PCH) operations till July 2006. The existing 
staff was being utilised for the Company's entire operations like ground handling, 
passenger/baggage handling and cargo handling (including peri hable cargo handling 
operations). Five X-ray machines were handed over by the Airports Authority of India 
(AAl) to the Company in September 2003 of which two X-ray machines were fit for PCH 
operations. No additional X-ray machine was purchased for handling perishable cargo of 
non-customer airlines. Both, manpower and machines were, thus, available in September 
2003 for managing handling of the perishable cargo of non-customer airlines. However, 
the Company started handling perishable cargo of non-customer airlines only in 
November 2004. The delay of 12 months i.e. from November 2003 to October 2004 
(giving allowance of two months for arrangement of security staff and X-ray machines) 
resulted in loss of revenue of Rs. 7 .35 crore•. 

The Management stated (January 2006) that a draft Memorandum of Understanding 
(MOU) was sent to all the carriers in August 2003 pursuant to the directives of the 
Government to the Company. While some airlines suggested changes to the draft MOU, 
others sought approval of their respective headquarters and also insisted on conversion of 
MOU into International Air Transport Association Standard Ground Handling 
Agreement (SGHA). This caused delay in taking over of the perishable cargo handling 

• Calculated 011 the basis of average perishable cargo lifted per month by 11011-customer foreign airlines 
during November 2004 to October 2005 
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operation'> for other airline .... Pailurc of the 'eLLirity department of the Company to 
mobilise the required number of certified secunt) personnel for carrying out the X-ray 
screening and non-a\ailabilit)' of su1tahk X ra) machines for such screening were also 
cited a\ reasons for the uela). 

Repl) of the Management was not tenable a-. the Company finally took over the 
perishable cargo handling operations for variou'> non-customer foreign airline'> in 
November 2004 with the same status of infrastructure, manpower and signing of 
agreement as in September 2003. Thus, the lo'>s of revenue of Rs.7.35 crore wa-; 
avoidable. 

The matter was reported to the Mini'itr) Ill J\lo\'ember 2006: reply was awaiteu Uanu;•ry 
2007). 

!Airports Authority of Indi· 

-1.2. l Loss of revenue due to mm-implementation of Court's directii-•e 
-

Airports Authority of India did not le\<) ro)alt} as per Court's directive on gross 
ground handling revenue earned by the operating agencies at international airports 
and incurred a loss of Rs.18.48 crore. 

The Airpo1ts Authority of India (Authority) collected a royalty"' from agencies providing 
grounu handling services at international anu uomestic airports. While the ground 
handling rules permitted only 'icheduleu agencie'i 1·i~. Airports Authority of India. two 
national carriers Air India Limited and Indian Airlines Limited and any other handling 
agency licensed by the Authority to carr) out ground handling -;en ices at an airport, 
major airlines outsourced their ground handling services to non-scheduled agencies at 
almost all the airports including deployment of contract manpower in place of their 'A hole 
time bonafide employees. As banning them \\ould have jeopardized the operation'> of the 
airlines, the Authority decided (Jul) 1997) to permit the airlines to continue with these 
non-scheduled agencies against levy of n>)alt) at 11 per cent• of the gross turnover 
(GTO) of such agencies \1.ith effect from I April 1991. 

Some of the non-scheduled ground handling agencies filed writ petitions in 1997, 1998 
and 1999 in Delhi High Court challenging the Authority's decision to levy royalty at the 
rate of 11 per ce111 with retrospective effect and demanded regularisation of their ground 
handling operations. The Court in its interim order directed the Authority (between 
September 1997 to March 200 I) to maintain status quo until final disposal of the case. 

Meanwhile, the Authorit) invited ( Februar) 200 I) global tender'> for placement of new 
ground handling services contracts and identified (May 200 I) the successful agencies 
after evaluation of bids. However, the \1.ork could not be awarded as the sccurity 
clearance from the Mini-.try of Home Affau.., \\as not forthcoming. Besides, the i'>sue of 

• Collected as a perce11tage of the turnover from ground ha11dli11g services of the various age11cies 
pro1•iding this service. The percentage to be collected changes from time to time. 

• The rate at which the scheduled ground handling agencies were paying royalty at that point of time 
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forming a subsidiary company of the Authority for undertaking ground handling services 
had al o come up and delayed fina li sation of the contract. 

Subsequentl y the Court finally ordered (September 200 I ) payment of royalty at the rate 
of 23 per cent (the rate quoted by a successfu l bidder• in the tender) of GTO earned for 
the bu. iness carried on at Delhi airport from I October 200 I. The order was also made 
applicable to all those agencies that were doing the work of ground handl ing at Delhi 
airport even though they were not petitioners before the Court. 

Audit observed (January 2005) that the Authority continued to charge royalty at the 
earlier rate of 11 per cent from the agencies operating at !GI Airport against the Court 's 
directive to levy 23 per cent. Further, cheques/demand drafts received from one"' of the 
existing agencies at the rate of 23 per cent were not encashed by the Authority. 

The Management stated (August 2006) that the award letters issued did not fructify due 
to security reasons and were ubscquently cancelled. The decision of the Court in respect 
of non scheduled agencies had relevance if the successful tenderers had been awarded 
contracts. 

The reply of the Management was not tenable as the Court' s orders were not subject to 
any condition relating to the award of tenders b) the Authority. Further, even after a lap e 
of five years from the date of passing of the Court orders, the Authority had neither 
implemented the orders nor informed the Court about it. Thus, non- implementation of 
the Court's directive by the Authority resulted in a loss of Rs. 18.48 crorc for the period 
from Apri l 2002 to March 2006. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

4.2.2 Loss due to non-collection of service tax 011 Passenger Service Fee 

The Authority failed to promptly implement the levy and collection of service tax on 
Passenger Service Fee from the date it became due as per provisions of the Finance 
Act 2004, resulting in loss of Rs.6.36 crore. 

The Finance Act, 2004, introduced service tax on 'Airport Services' including Passenger 
Service Fee (PSF) with effect from I 0 September 2004. PSF was to be collected by the 
airlines at the time of issue of tickets and passed on to the Authority. After the enactment 
of the Act, the Authority instead of asking the airlines to collect and pass on the proceeds 
of service Tax collected, sought clarification from the Central Board of Excise and 
Customs (CBEC) and advised (1 3 September 2004) its regions to incorporate the 
following words while raising the in voices/bill s on the airlines. "Service tax at l 0.2 per 
cent (including education ce s) introduced with effect from I 0 September 2004 not 
charged in invoice pending cla1ification from CBEC. Service tax shall be payable by you 

" The rate quoted by the bidder- Mis. Combatta Aviation (P) Limited who was ideflfijied as successful 
based 011 February 2001 tender 

~ Mis. Combatta A viatio11 (P) Limited 
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on this in voice, if, CBEC confi rms these -.er\ ice'> a<, taxable sen· ices for which separate 
bill. will be raised in due course". 

Subsequentl y. the Authority decided ( I November 2004) to levy service tax on PSF and 
instructions were issued to all concerned. Accordingly, the airlines started collecting 
service tax on PSF from 20 December 2004. Ho\.\ever, the major airl ines. vi._. , Air India 
Limited and Indian Airlines Limited did not pay the service tax for the intervening period 
from I 0 September 2004 to 19 December 2004 on the ground that they had not collected 
the tax from the passengers for that period. The Auchority paid Rs.6.36 crore • as service 
tax on PSF collected by these airlines for che period from I 0 September 2004 to 19 
December 2004 as it was the primary respon-;ibi lity of the Auchority to remit service cax 
to the GOI from the date of its introduction. 

The Management stated (August 2006) that chargi ng of service tax on PSF from 20 
December 2004 instead of I 0 September 2004 b) the airlines was its unilateral decision. 
To a\oid any future complications, the Authorit) had deposited the amount of service tax 
on PSF to be collected later on from both the ai rlines. The i:-.sue of non payment of 
service tax had been taken up at the highest level and it would be resolved shortly. 

The reply of the Management was not tenable a.., the airlines did not coll ect and remit the 
service tax on PSF for the period from I 0 Septe mber 2004 to 19 December 2004 due to 
lack of clear directive from the Authority to collect the service tax on PSF as soon as ic 
became due. 

Thus. due to lack of prompt decision to implemenc the levy of service tax on PSF fro m 
the date it became due as per provisions of the Finance Act 2004. the Authority incurred 
a loss of Rs.6.36 crore. 

The matter was reported to the Ministry in 'o\cmber 2006: reply \.\a:;, a\.\ aited (January 
2007). 

4.2.3 Loss of revenue due to incorrect grant of rebate on landing charges 

The Airports Authority of India allowed rebate of Rs.5.45 crore lo airlines on I 
payment of landing charges, though the latter did not fulfil the conditions for such 
rebate. 

The Airports Authority of India (Authority) allowed (February 2004) a rebate of 15 per 
cent on landing charges for domestic fli ghts operated by scheduled operators subject lo 
the condition that the operators clear the airport charges• within a credit peri od of 15 
days. In the international airports at Delhi. Mumbai, Kolkata, Chennai and 
Th1ruvananthapuram, the landing and parh.ing charges component of the airport charges 
wa to be collected by the International Airports Divi:-.ion (IAD) and the route navigation 
facilities charges (RNFC) and tenninal nav igat ional landing charges component by the 
National Airports Division (NAO). 

"Rs. 1.68 crore for Air India Limited and Rs.4. 68 crore fo r Indian Airlines Limited 
• Airport charges include charges for landing, parking, route navigation facilities and terminal 

navigational landing charges etc. 
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Audit observed (March 2006) that the Authority allowed a rebate of Rs.5.45 crore 
(including Rs.4.98 crore to Indian Airlines Limited (IAL)) during the year 2004-05 based 
on payment of landing charges within the credit period. However, the corresponding 
RNFC charges had not been paid by the airlines within the same period. As uch the 
airlines were not paying the entire airport charges within the credit period of 15 days 
which was a pre condition for allowing th(; reb:ite. It wa , thus, observed that in the 
absence of an internal control mechanism to monitor raising and realisation of bills 
pertaining to the two divisions, rebate was granted incorrectly. 

The Management stated (August 2006) in respect of JAL that it did not allow any 
discount but the airline was arbitrarily making deduction of 15 per cent towards the 
rebate. The reply of the Management was not acceptable as the amount unilaterally 
deducted by the airline was regularised by the Authority by accounting for it as a 
discount in its annual accounts. In fact it was only after the matter was pointed out in 
Audit that the Authority took up (June 2006) this issue with JAL. 

Thus, the Authority suffered a revenue loss of Rs.5.45 crore by allowing incorrect rebate 
based on payment of part of the airport charges, viz. landing and parking charges only 
and not the full airport charges including route navigation and facilities charges within 
the credit period of 15 days. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

4.2.4 Absence of a system of raising bill for collection of Passenger Service Fee from 
Indian Airlines Limited 

The Authority did not have a system of raising bill for collection of Passenger 
Service Fee from Indian Airlines Limited. This led to blocking of its funds even after 
collection of the same from the passengers and resulted in loss of interest of Rs.3.29 
crore. 

Airports Authority of India (Authority) is authorised to levy Passenger Service Fee (PSF) 
at airports on all embarking passengers of different airlines. As per the arrangement in 
place, the airlines collect PSF from the passengers and remit it to the Authority. Till 
March 2004, the Authority was raising bills for PSF on the private airlines and other non­
scheduled operators based on the passenger man if est obtained from them at the regional 
level. In respect of Indian Airlines Limited (IAL) and Air India Limited (AIL), bills were 
not raised by the Authority and PSF was paid to the Authority by these airlines centrally 
at the Authority's headquarters in New Delhi. Based on Ministry's orders (March 2004), 
the Authority revised (April 2004) the procedure for billing of PSF according to which 
bills were to be raised at the regional level on manifest basis against all the airlines 
including AlL and IAL and the payments were to be received in the regions. 

Audit observed (November 2004) that despite the specific instructions, the Authority did 
not raise bills for PSF on IAL citing non furnishing of passenger data by IAL as the 
rea on. Instead, it allowed IAL to make con olidated ad hoc payments based on their own 
data every month at its headquarters for all stations put together. The settlement was 
made after considerable delay ranging even upto 46 months after receipt of the final 
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statements from IAL. This re'.'>ulted in blod.tng ol the Authority's funds wi th IAL dunng 
the period 2000-0 1 to 2003-04. During 2004-05. however. IAL made ad hoc payments in 
excess of the due amount. Consequent!) the Authority suffered net interc\t los-. of 
Rs.3.29 crore ... for the period 2000-0 I to 2004-05. Similar ad hoc payments were 
received for 2005-06 also but the final statement was sti ll mi.aited (October 2006). 
Moreover, the Authority accepted the amount paid by IAL without any further check. or 
reconciliation due to the absence of man ifest detail s. 

The Management stated (March 2006) that had the Authority raised the bills for PSF on 
IAL, more time would have been taken to receive the dues. As IAL was regularly 
making ad hoc payments before the I 5•h of the -.ub..,equcnt month. there "'as no loss to the 
Authority. 

The reply of the Management was not acceptable in view of the fact that ._..hile the 
Authority was billing private airl ines on the ba-.i-. of passenger manifests. it did not do so 
for IAL. thereby suffering los\ of interest. 

The matter was reported to the Ministry in November 2006; reply was awaited (Januar) 
2007). 

4.2.5 Loss of revenue due to delay in implementation of revised vehicle parking 
charges 

Airports Authority of India did not enhance the parking charges from the date of 
declaration of the existing domestic airports as international airports by the 
Ministry. The consequent delay in revision of the licence fee receivable from the 
vehicle parking contractors resulted in loss of revenue of Rs.1.36 crore. 

The Ministry of Civil A'viation declared (Ma) 2000) the ex isting domestic airports at 
Bangalore. Goa, Ahmedabad and Amrit-,ar as international airports. Consequent!), the 
vehicle parking charges at these airpo11s became liable to be revised to those appl icable to 
international airports. 

It was observed in Audit (May 2003) that there were delays ranging from 25 months to 
29 months in enhancement of the vehicle parking charges applicable to the ai rports at 
Bangalore. Goa, Ahmedabad and Amritsar. The consequent delay in revision of licence 
fee rece ivable from the vehicle parking contractor'> led to a loss of revenue of Rs.1.36 
crore. 

The Management stated (August 2006) that the ongoing parking contracts were contmued 
as per the ex isting terms and conditions since there was no system of automatic re\ ision 
of parking charges under such circurnslances. 

The repl] of the Management was not acceptable as the contracts had provisions for 
midtenn revision of rates and this was supported by the fact that the revision effected in 
October 2002 was made applicable to the existing contracts also. Moreover. any increase 

• Calculated al the rate of seven per cent adopted for working 011/ net present ~·alue by the Authority 
which is the average rate of return earned by the A 11thority 011 its short term deposits 



Report No. I I of 2007 

in the licence fee payable by the contractors would be off et by the increase in the 
parking charges collectable by them. 

The avoidable delay in revision of vehicle parking charges at international airports 
resulted in loss of revenue of Rs. 1.36 crore. 

The matter was reported to the Ministry in October 2006; reply was awaited (January 
2007). 

~ndian Airlines Limitedl 

4.3. I Grounding of aircraft due to 11on-availability of spares 

A voidable expenditure of Rs.68.40 crore on repair and overhauling of engines and 
loss of revenue of Rs.45.96 crore due to lack of planning in the procurement of 
spares resulting in grounding of aircrafts. 

Indian Airlines Limited (Company) had a fleet of 48 aircraft• , fitted with V-2500 engines 
(September 2006). The Jet Engine Overhaul Center (JEOC) of the Company was 
equipped for repairing and overhauling V-2500 engines and had a capacity to overhaul an 
average of four engines per month. As on 30 June 2005, the JEOC had 18 engines lying 
with it for repair and overhauling which increased to 27 as on 30 June 2006. The average 
number of engines repaired and overhauled per month during thi s period was 2.76. 

The Company was purchasing spare parts of engines from Mis. International Aero 
Engines (IAE), manufacturer of V-2500 engines, on 60 days credit line. Due to non 
payment of outstanding dues of US$ 14.73 million (Rs.64.45 crore) as on June 2005, IAE 
intimated (July 2005) the Company that it would supply spares worth half of the amount 
of payment effected henceforth by the Company till the debt was adequately brought 
down. This resulted in depletion of stocks and non avai lability of spares and other critical 
items required for repair and overhau ling of engines. The Company during July - August 
2005 managed to overhaul engines with the help of cannibalisation of module and 
spares. The position thereafter worsened due to non availability of spares resulting in 
holding up of engines for repairs in the workshop. 

In November 2005, JAE agreed to improve the flow of spares to 75 per cent capping of 
the payments effective from I December 2005 but the position did not improve owing to 
overall shortage of spares. To meet the shortage of engines, the Company took on lease 
three engines during the period September 2005 to October 2006 and paid lease charges 
of Rs.20.13 crore. Further the Company also outsourced 16 engines and 9 modules for 
repair and overhauling during the period January 2006 to May 2006. The Company 
incurred an extra expenditure of Rs.48.27 crore on labour and freight on the outsourced 
work leaving aside the cost of material and other costs which the Company would have 
had to bear even if the work was taken up in-hou e. 

• 30 owned and 18 leased 

14 



Report Nu. 11 of 2007 

Audit observed (Ma) 2006) that despilc thc abm e measure-. tal,.en b) the Management. 
the position did not imprme and fi\e to ten aircraft \\ere grounded due to non a\ailabilit) 
of spares between Februar) 2006 and June 2006. 

Thu-.. due to lack of planning in the procurement and maintenance of inventory of .,pares 
to a\l)id any disruption in the repair and mcrhau l of engines. the Company incurred an 
avoidable expenditure of R'i.68...J.O crore on outsourcing of engines/modules and on 
leasing of engines. Further the Compan) lost revenue of Rs.45.96 crorc • due to 
grounding of aircraft from July 2005 to June 2006. The loss woulJ continue till all the 
engines are overhau led and the aircraft made operational. 

The matter was reported to the Management and the Ministry 111 May 2006 and 
November 2006 respecti\el): replies were imaited (January 2007). 

4.3.2 A voidable payment of overtime 

The Company made pa)·ment of overtime of Rs.1.34 crore to the staff of Jet Engine 
Overhaul Com lex re ularlv b compromising on the normal duty hours. 

The Jct Engine Overhaul Complex (JEOCl of the Indian Airlines Limited (Company) i-. 
responsible for servicing and overhauling of the engines of vari ous aircraft. As per the 
Memorandum of Settlement (MOS) betwcen the Company and the Indian Ain:raft 
Technicians Association (August 2002). the technicians are required to report for wort.. 
after avail ing of 11 hours break from duty. 

Audit observed (March 2004) that the "tall or JEOC were detained on overtime regu larly. 
In lieu of working overtime and in line v. ith the terms of the MOS. the staff were given 
·orr during normal v..ort..ing hours on the nc\t da) (called 'night off hours'). To di..,pense 
with '>UCh practice. Director UEOC) i-.-.ued instructions (December 2003) to control 
O\ertime as the manpower had incrca'ied b) 19 technicians in , ovcmbcr 2003. The 
Director UEOC) also ordered (Januar) 20041 di-.continuation of the practice or detaining 
staff on overtime beyond 2130 hours in the C\ening other than in exceptional case-. to 
avoid aircraft grounding. Orders were also is-.ucd to carry out surpri-;e check... to ensure 
that the staff detained on overt ime were phy-.ically present. The reason behind the aboYc 
ordcrc., was to avoid loss of normal working hour<, due to 'night off hours'. 

Audi t observed that during the period April 2003 Lo March 2006, the Company paid 
overtime for 6,53,650 hours which included detention of the staff on overtime for 
I, 12.374 hours beyond 2130 hours ti 11 0700 hours next day, necessitating the mandator) 
brcaVrest or I I hours which coincided v.. ith their regular duty time. This resulted in 
unproductive expenditure of R-..1.34 crore on o\ertime without generating any additional 
man hour-. during the period Apri l 1003 to t\larch 2006. The detention of staff upto 0700 
hours next day (23 hour'> approximatel)J \\as also against section 64(4)(i i) of the 
Factories Act. 1948 v..hich limit'> the hour" of work inclusive of O\ertime to 10 hours and 
the <,pread over, inclu-.i\ e of inten als for n!\t to 12 hours in an) one day. 

•Net of sm•ing 011 account of fuel and la11di11g charge\ 
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The Management stated (March 2005) that the quantum of work increased due to 
induction of additional aircraft on lease and all the divisions of JEOC being 
complementary to each other. the supplementary work was required to be completed 
immediately. The reply was not tenable because additional man-hour generated due to 
overtime were actually lost due to allowing 'night off hours'. Further. the orders for 
sanctioning overtime did not indicate any urgency or emergency arising out of grounding 
of aircraft. Moreover, since the time taken for repair/overhauling of each engine was two 
to four months, it was difficult to treat these cases as emergency requiring staff to 
perform overtime at the cost of regular duty hours. 

Thus. the Company made avoidable payment of Rs.1.34 crore to the staff as overtime by 
allowing 1, 12,374 hours of 'night off' during regular working hours. 

The matter was reported to the Ministry in October 2006; reply was awaited (January 
2007). 

4.3.3 Loss due to non-realisation of claims from Agents 

The Company did not recover from the Agents the difference between normal fare 
and discounted fare when the Agents had failed to achieve the sales targets as per 
agreements, resulting in loss of revenue of Rs.2.66 crore. 

With a view to increasing the sale of passenger tickets, Indian Airlines Limited 
(Company) delegated powers (May 2002) to its Regional Offices to allow discount to the 
Agents upto 30 per cent on current applicable fare, in addition to normal commission, for 
group travel of outbound tourist traffic. 

The Company (Eastern Region) entered (November 2003) into an agreement, with M/s. 
Giananey Travels & Tours (Agent) for a period of one year commencing on 27 
November 2003. As per the terms and conditions of the agreement. the Company was to 
offer 20 per cent discount on normal fare on packages for Kolkata/Bangkok and back 
provided the number of passengers ticketed and travelled were (i) minimum 6,500 
passengers per year for 2003-2004; (i i) minimum 1,625 passengers per quarter for the 
period of agreement; and (iii) not less than I 0 passengers in each group. It was further 
stipulated that in the event of failure to meet any of the above conditions, the Agent 
would make good the difference between normal fare and the discounted fare by means 
of immediate payment to the Company. 

It was observed in Audit (January 2005) that the Company did not call back the amount 
of excess discount allowed to the Agents though the Agent had failed to achieve the 
minimum quarterly target of 1,625 passengers in the first two quarters. Moreover, the 
Agent was allowed to carry forward the shortfall to subsequent quarters. No bank. 
guarantee was obtained as safeguard in the event of the Agent not meeting the required 
numbers even in the following two quarters. The Agent, during the tenure of the 
agreement, could sell only 6,075 passenger tickets which fell short of the minimum 
annual target of 6,500 passenger tickets by 425 tickets. Therefore, the Agent was liable to 
refund the discount amount of Rs.1.37 crore to the Company as per the terms and 
conditions of the agreement but the amount was not refunded by the Agent. The 
Company also did not claim the refund but increased the target in the subsequent 
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agreement \\-1th the same Agent for a period of one )Car commencing on 15 December 
2004 for the -,ame sector. This t1111e an annual target of 7 .500 pa senger tid.ets. after 
addmg the shortfall of the fir..,t agreement. \\a' fl\ed \\- ith other condition'> remaining the 
'>ame. The Agent failed to ,1eh1e\e the target dunng the tenure of the <,econd agreement 
al'>o and <,U1Tendcred the deal on 2 Jul) 2005 The Compan) claimed (November 2005) 
R<,.99.17 lakh for the second agreement being the difference between normal fare and 
di..,countcd rare on the '>ale or 2,483 pas.,enger tickets by the Agent wh ich had not been 
paid b) the Agent (December 2006). 

The Management stated (Ma) 2005) that the discount amount in respect of the first 
agreement had not been recalled from the Agent 111 '1ew of ib good performance during 
2002-03. Keeping in \ ie\\ the m era!! perform,1nce of the Agent during the deal penod. it 
wa., also Jccided not to obtain bank guarantee or aJ\ance cheque but the deficit of 425 
pa.,-,enger tickets was aJded to the next year" s target by enhancing the passenger target 
from 7 .000 to 7 .500. 

The rep!) of the Management \l.as not aecept.1blc a" reward or penal action specified in 
an agreement is to be 1111plemcntcd "trictl) 111 terms or the stipulations made in the 
agreement and should not be lmked \'.Ith e\traneou" 1"sues. The loss of revenue cou ld 
ha\e been avoided b) the Compan) if the) had obtained bank guarantee for the excess 
discount allowed to the Agent in each quarter 

Similarly, Audit obsened that in another case. the Agent M/s. Laxminarayan Air Travels 
(P) Limited cou ld not achieve the target set a" per its agreements with the Company for 
the pcrioJ November 2004 to December 2005 in the sector<, Kolkata/Kathmandu and 
Kolkata/Bangkok. and fell .,hort by 463 pa..,-,enger tu:kets. In this case a}<,o the Company 
had not .,afeguardeJ ih intere-.t b) taking bank guarantee from the Agent. The Company 
demanded R .... 29.81 lakh (February 2006) from the Agent being the difference between 
the normal fare and the post <l1"<.:ount fare but the -..ime had not been paid by the Agent . o 
far (May 2006). 

Thu-,, undue favour granted to the Agents re-.ulted 111 loss of revenue of Rs.2.66 crore. 

The m=itter \.\as reported to the Ministr) in October 2006: rep!) wa awaited (January 
2007). 

Indian Airlines Limited and Pawan Hans Helico ters Limite 

4.4. I Irregular payment of bo11us/ex-gratia to the employees 

~
dian Airlines Limited and Pa,rnn Hans Helicopters Limited paid bonus/ex-g--;:;;t;;;' 
ineligible employees in contranntion of the Department of Public Enterprises 

mstructions and without the approval of the Administrative Ministry resulting in 
I irr!&_ular payment of Rs.16.44 crorc. __J 

According to the prO\ 1"1011-. ol the Payment of Bonus Act. 1965 (Act) and OPE 
in.,tructions dated 20 member 1997. no boml' .. /e.1-t:rotia was to be paid by a Public 
Sector Undertaking (PSU1.,) to its e111plnyee .... \\ho were not entitled to bonus/e.1-graria 
under the prmi.,ions of the Act on account of their wage/.,alar) exceeding Rs.3,500 per 
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month. unless the amount was so authori ed b) the Government under a duly approved 
incenti\e cheme, framed in accordance with the prescribed procedure. 

The payment of bonuslex-gratw by a large number of PS Us to their ineligible employee 
has been pointed out in the various Audit Reports (Commercial) ... The matter wa. 
referred (October 2005) to OPE for seeking clarification as to whether such payment of 
bonuslex-gratia was consistent with DPE's instructions. OPE clarified (December 2005) 
that the payment of bonus/ex-gratia to ineligible employees was not allowed as per its 
instructions dated 20 November 1997 and there was no provision for OPE/ 
Administrative Ministry to approve the payment of the same to ineligible employees in 
PS Us. 

Audit observed (July/February 2005) that Indian Airlines Limited and Pawan Hans 
Helicopters Limited were paying bonuslex-gratia to their employees in contravention of 
OPE instructions. 

Indian Airlines Limited (IAL) paid ex-gratia of Rs.5.08 crore at the rate of Rs.4.000 to 
12.707 ineligible employees during 2003-04 and Rs.9.25 crore at the rate of Rs.5.000 to 
18.504 ineligible employees during 2004-05. The pa}ment was made without the 
approval of the Board and the Administrative Ministry. 

Pawan Hans llelicopters Limited (PHHL) paid bonus/ex-gratia amounting to Rs.2.11 
crore at the rate of 20 per cent of salary subject to a maximum of Rs.6,000 to its 
employees, who were not enti tled to bonu lex-gratia during the period April 2000 to 
March 2005 in contravention of OPE instructions. The ex-graria was paid in addition to 
the productivity linked incentive scheme of the Company. 

The Management of JAL stated (January 2006) that in view of the agitation launched by 
the Air Corporation employees union it was decided to pay bonus in October 2004. 
Bonus was a budgeted revenue expenditure and the BOD of the Company approved the 
budget. As regards approval of the Administrative Ministry, the Company stated that the 
BOD of the Company is competent to approve such payments. 

The Management of PHHL stated (September 2005/ June 2006) that it was declaring 
bonus at the rate of 20 per cent from the financial year 1992-93 onwards in terms of the 
Payment of Bonus Act, 1965 and employees who fell outside the purview of the said Act 
were being paid an equal amou nt as ex-gratia. The Company further stated that though 
the OPE stipulate that bonuslex-Rratia was not payable to the employees not coming 
under the ambit of the Payment of Bonus Act. it was paying ex-gratia to the employees 
with the approval of the BOD in view of the practice prevalent in other Public Sector 
Undertakings. 

The reply of the Management was not tenable a the employee of PSUs who were not 
entitled to payment of bonusler-gratia under the Act on account of their wage/salary 
exceeding the limit were debarred from receiving the same from PSUs as per DPE's 
guidelines. 

~ Reports of the Comptroller and Auditor General of India (Commercial) No.3 of 1994, 1995, 1999 to 
2004 and Report No. 13 of 2006 
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Thus. the payment of bonuslex-~ratio amounting to Rs. 16.44 crore by these two 
Companies (!AL - Rs.14.33 crore and PHHL - Rs 2.1 1 crore) to the ineligible emplo)ees 
was irregular and inconsistent with thl! prO\ i-.1on" of the Act as well as the instructions of 
the OPE. 

The matter was reported to the Ministl) in Nl)\ember 2006; reply was awaited (January 
2007). 

IPawan Hans Helicopters Limited! 

4.5. I Irregular payment of arrears of House Rent Allowance and City Compensatory 
Allowance 

- -
e Company made payment of arrears of House Rent Allowance and City 

ompensatory Allowance in contravention of the provisions of Department of 
blic Enterprises guidelines, resulting in irregular a ment of Rs.1.45 crore. 

The OPE issued guidelines (June I 999) on re' 1s10n of pay scales in Central Public Sector 
L1nde11akings (PSUs) effective from I Januar) 1997. It stipulated that House Rent 
Allowance (HRA), City Compensatory Allowance (CCA). payment for leased 
accommodation and rent recovery may be computed on revised basic pay but the amount 
to be paid or recovered would be from the date of implementation of these guidel ines. 
OPE further clarified (March 2000) that the"e orders would be implemented from the 
date of issue of the Presidential Directive re\ 1s111g the pay scales. The Ministry of Civi l 
A\iat1on abo informed (February 2001) the Company that pay related allowances such as 
HRA. CCA etc. are to be paid in accordance \\ ith the instructions issued by OPE. 

The BOD of Pawan Hans Helicopters Limited <Company) approved (September 2002) 
the re\ is ion of pay scales of staff and execull' cs \\1th effect from l January 1997 and pay 
related allowances such as HRA and CCA etc. , .. 1th effect from 25 June I 999, i.e. the 
date of issue of DPE's guidelines. The decision of the BOD to extend such benefi t from 
25 June 1999 contravened OPE guidelines which had clearly stipulated revision of pay 
related al lowances such as HRA. CCA etc. only from the date of issue of Presidential 
Directive which was 2 February 200 I. The Company made irregular payment between 
November 2002 and April 2003 of arrears of Rs.1 .-+5 crore on account of HRA and CCA 
for the period from 25 June 1999 to 1 Fcbruar) 200 I. 

The Management stated (September 2005) that as per the MOU with various categories 
of employees. the enhanced amount of HRA and CC A was to be paid from January 1997. 
However, the BOD after detailed deliberation..,. decided to give the benefit from 25 June 
1999 i.e. the date of issue of OPE gu1deltne..,. which was considered the "date of 
implementation" by the Company. 

The reply of the Management was not tenable a ... the OPE had clearly instructed that any 
increa'>e in HRA/CCA consequent on re\ i"ion of pay scales would be payable from the 
date of implementation of pay scales it' the <late of issue of Presidential Directive 
re\ i'>ing the pay scales. Thu .... the payment of arrears of Rs.1.45 crore made by the 
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Company on account of HRA and CCA wa irregular and incon istent with the 
provisions of the OPE guidelines. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 
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[~~~~~C_H_A_PT~E_R~V_:D_E_P_A_R_T_M~E_N_T_O_F_C_O_A_L~~~~_,) 

I Central Coalfields Limited I 
5.1.1 Loss due to delayed repayment of ICICI loan 

!The Company suffered an avoidable loss of Rs.5.91 crore due to delay in foreclosing 
l h!gh interest bearing ICICI loan. 

Central Coalfields Limited (Company) entered into an agreement (January 2001) with 
M/s. ICICI Limited (ICICI) for a loan of Rs . I 00 crore at interest of 12.90 per cenr per 
w111w11 payable on quarterly rest basis. The loan was repayable by January 2006 in 16 
equal quarterly instalments commencing from April 2002. As per the terms of the 
agreement, the outstanding amount of the loan could be repaid in full or in part before the 
due dates subject to approval and such term'> a'> might be stipulated by ICICI including 
payment of prepayment premium. 

In view of falling interest rates, the Company decided (April 2003) to explore the 
possibility of foreclosing the loan. On being approached (May 2003) by the Management 
for premature payment of the outstanding balance of Rs.68.75 crore, ICICI accepted 
(June 2003) the proposal subject to prepayment premium of Rs.2.92 cror~. The 
prepayment amounting to Rs.73.27 crore"' was to be made within a week's time. 
However, the loan was not repaid on the grounds of non-availability of surplus fund and 
the difficulty in availability of refinance at a low interest rate (nine or less than nine per 
ce111). But, in May 2004, the balance of the loan of Rs.43.75 crore together with the 
revised amount of prepayment premium of R s.2.15 crore was paid by the Company from 
its surplus funds. 

It was observed in Audit (October/November 2004) that the Company was required to 
pay apex charge, debt servicing charge, share of expenses of CMPDIL • ere. to Coal India 
Limited (CIL), its holding company, which intimated to each subsidiary the annual fund 
requirement and monthly instalments of remittance. CIL indicated a fund requirement of 
Rs.4 19.23 crore from CCL for the year 2003-04 payable in monthly instalments of Rs.35 
crore each. Audit examination revealed that as against the required remittance to CIL the 
Company remitted a total amount of Rs.720 crore (including old current account dues of 
Rs.170.84 crore) during 2003-04. This included Rs.280 crore that was remitted to CIL 
between April and June 2003 when the Company was required to arrange for Rs.73.27 
crore for prepayment and foreclosure of the ICICI loan as per the directive of its BOD. 

Thus, the Management could plan and hold Rs.73.27 crore during April 2003 to June 
2003 to foreclose the high interest bearing ICICI loan in time and avoid extra payment of 
Rs.5.91 crore• to ICICI. 

•loan Rs.68. 75 crore, prepayment premium Rs.2.92 crore and outstanding interest of Rs. 1.60 crore 
• Central Mine Planning and Design btstitute Limited 
"Avoidable interest Rs.6.68 crore less Rs.0.77 crore being the difference of prepayment premium of 

Rs.2.92 crore and Rs.2.15 crore 
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The Management stated (March 2005) that considering the quantum of CIL dues 
(including old balance of Rs. 1,504.26 crore) for the year 2003-04, it had prioriti'ied 
payment of CIL dues at the first instance and as such had paid the entire available fund of 
Rs.720 crore on month to month basis during April 2003 to March 2004. It was also 
stated (June 2006) that keeping in view the role of CIL in financing the weaker 
sub idiaries, the Company had made the payment of Rs.349.29 crore (i ncluding long 
outstanding dues of Rs. 170.84 crore) which was due to CIL as it had incurred the 
expenditure on behalf of the Company. ClL stated (October 2006) that the Company had 
failed to meet its debt service obligation to them till 2002-03 due to its poor financial 
po ition and had paid the arrear intcre t, arrear apex charges and other expenses due to 
them at its first opportunity in 2003-04. CIL was of the opinion that considering the 
financial position prevailing at that time, there was no delay in prepaying the ICICI loan. 

The contention of the Company as well as CfL was not acceptable ince the financial 
arrangement with CIL did not prevent the Management from exercising financial 
prudence to regulate the amount of remittance in consu ltation ~ith CIL so as to avoid 
extra payment of the interest on ICICI loan . ince the Company had paid Rs.720 crore 
including Rs .170.84 crore pertaining to current account which did not attract any interest. 
Therefore, the decision of the Company only resulted in avoidable payment of interest 
amounting to Rs.5.91 crore to ICICI. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

5.1.2 Avoidable payment of transportation charges due to incorrect measurement of 
the route 

The Company did not verify the shorte t route and transported coal from Tarmi I 
Open Cast Project under Dhori area to Kargali Washery using longer route during 
the period July 1999 to July 2003 incurring avoidable expenditure of Rs.I.SS cror~ 

Central Coalfields Limited (Company) awarded contracts during July 1999 to January 
2003 in favour of Mis. Sarweshwari Enterprise for transportation of raw coal from Tarmi 
Open Cast Project (SDQ-3)+ under Dhori area to Kargali Wa hery bunkers for washing 
purposes. The length of the route was certified by the Management as 15.75 km without 
any indication whether it was the shortest route. During the currency of these contracts, 
9.34 lakh MT• of raw coal was transported till July 2003 at the contractual rate varying 
from Rs.49.25 per MT to Rs.55.85 per MT. In the meantime, in view of discrepancies in 
route distance, the Area Management consti tuted (May 2003) a Committee for re­
measurement of distance between SDQ-3 and Kargali Washery. The Committee observed 
(June 2003) that the actual distance should be 13.45 km and 14.70 km depending upon 
the unloading bunkers at the washery. The Committee also noticed that a shorter mine 
road measuring 11.05 km passing across the mine could be used in the dry season when 
coal was lifted from the lower benches. 

• Selected Dlwri Query number three 
• Metric Tonne 
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In the light of the above fach. the Arca Management foreclosed the existing contract and 
awarded (July 2003) fresh contracts in favour of M/s. Sarweshwari Enterprise and M/s. 
Rama Transport Company for transportation of coal through the shorter route at the rate 
of Rs.39.14 per MT. It was noticed tn Audit (November/December 2005) that 
subsequently all transportation contracts for transportation of ra'W coal to Kargali 
Washery bunkers were awarded through the 1.,hortcr route including those during rainy 
seasons. However, neither the Management initiated any action to fix responsibility on 
the officials responsible for approving the longer route earlier, nor could it recover the 
excess payment made for the transportation hy the longer route. Incidentally, the '>ame 
finn continued to transport coal to Kargali Washcry. 

Thus. due to incorrect certification of the distance. the Company had to sustain a loss of 
Rs.1.55 crore during the period July 1999 to July 2003. 

The Management stated (April 2006) that Hw 111010 constitution of area team for 
verifying the route distance was an indication that they were already cautiou-. about 
cn!'>uring con-ect route and billing. The) further stated that by using the upper route 
(longer route) the Company had not incun-ed an) loss by wa) of excess payment to the 
transporter as it was not possible to approach the upper part working of the coal 'iearn 
through the lower route. It was also stated that lower route was followed when the coal 
was being lifted from the lower scam. 

The reply of the Management was not ba-.ed on facts because coal produced from lower 
seam (F grade) only had been transported to Kargali Washery. The coal produced from 
upper and middle seams (W-111 and W-IV grade) was linked to Kathara and Sawang 
wa.,hcries and Tarrni Siding road dispatchc" rc-,pectively. Therefore. transportation of F 
grade coal from lower seam of SDQ-3 to Kargali Washery should have been made 
through the lower (shorter) route during the period July 1999 to Jul) 2003 as was being 
done subsequent! y. 

The matter was reported to the Ministry in ovcmber 2006: reply was awaited (January 
2007). 

5.1.3 Avoidable loss of Rs.1.48 crore due to failure to replace defective meters 

Central Coalfields Limited neither replaced defective energy meters nor reducedl 
contract demand of its closed mines of Hendegir Colliery thereby making avoidable! 
payment of Rs.1.48 crore on energy bills for the period August 2001 to Au~ust 2006. 

Hendegir Block in Hendegir colliery of Central Coalfields Limited (Company) received 
electricity supply against a contract demand (CD) of 300 KY A. The mining activities on 
this block were suspended in July 1999. Based on a reassessment of the load requirement 
to keep the suspended mine and machiner1 in order and also for upkeep of the civic 
amen ities. the colliery management applied to the Jharkhand State Electricit) Board 
(JSEB)"' for reduction of CD to 200 KVA (March 2003). 

•Erstwhile Bihar State Electricity Board 

2.~ 
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It was noticed in Audit (November 2004) that the energy meter installed for recordi ng 
consumption at the supply point was defective and JSEB had been raising energy bi lls 
ince 2003 on an average readi ng calculated on three months· consumption when the 

meter was working and demand charges based on the maximum demand of 226.60 KV A. 
The Company took up the issue of replacement of defecti ve meter with JSEB only in 
June 2001 and persued it subsequentl y in a routine manner. Thus, the bill ing continued to 
be on the basis of the average recorded duri ng the period when the mines were being 
worked and the Company paid excess energy charge!-. of Rs.40.91 lakh • for the period 
between August 2001 and August 2006 compared to what would ha\'e been paid on the 
basi of the max imum demand of 200 KV A. 

Similarly, mining acti vitie in South Karanpura block were also suspended in March 
2002 and the Management applied for reduction in CD to 200 KVA from 400 KV A in 
May 2003. In this mine also the energy meter was defecti ve since Jul y 1993 and energy 
charges were being billed at the maximum demand of 750 KV A. Consequently, the 
Company paid Rs. 1.07 crore • toward!-. unconsumed energy charge between April 2004 
and August 2006. 

It was also noticed that in spite of the advice of the Arca Management (J ul y 2003). the 
Hendegir Project Management neither applied to JSEB for reduction of the CD in the 
prescribed format till February 2006 nor did it initi ate any action for replacement of 
energy meters. On this being pointed out in Audit, the Management fina lly submitted the 
application in the proper format with requisite fee in March 2006. In the meantime. the 
Company continued to pay energy bills (August 2006) on an average basis. Thus. 
avoidable payment worked out to Rs. 1.48 crore from August 200 I to August 2006. 

While confinning the facts and fi gures, the Management stated (April 2006) that JSEB 
had agreed to reduce the CD and that verbal assurance was given by JSEB for 
replacement of defecti ve meters. The Management also stated (February/December 2005) 
that the Colliery was not closed pennanently and only mining operations were suspended 
temporarily. As the mining operations could not be started even after one year, it was 
decided to rea sess the CD keeping in view the bare minimum load required for lay off 
period of the mine and to avoid penalty on account of overdrawing of power. 

The reply of the Management wa not acceptable for the following reasons: 

(i) It did not take up the matter of replacement of defecti ve meters with the Electric 
Inspector of Government of Bihar/Jharkhand in accordance with subsection (6) of 
section 26 of the Indian Electricity Act, 19 10. 

(ii) Scrutiny of records revealed that the local Management was aware that there was 
no property in Hendegir underground mine for further economical development. 

•calculated 011 the basis of amount paid at 226.60 KVA (average reading of maximum dema11d) a11d 
amou11t payable on CD of 200 KVA after allowing two years for reassessment of load requirement a11d 
notice period for reduction in CD after the date of closillg of the mi11e 

"Calculated on the basis of amou11t paid at 750 KVA (average reading of maximum de11ia11d) and 
amount payable 011 CD of 200 KVA after allowing two years f or reassessment of load requirement and 
notice period/or reduction in CD after the date of closing of the mine 
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Thus, there were no JUslltiable re.1son1., for tah.ing such a long time in int imating 
JSEB for revision of the CD in respect of Hendegir Bloch.. 

Thu\, the Compan} incurred an avoidable e\penditure of R<>.1.48 crore due to its failure 
to get the CD reduced and the defective meter-, replaced. Further. the Company would 
continue to incur loss at the rate of Rs.52.17" lah.h per year ti ll the defective meter:-. are 
replaced even if the CD is reduced to the desired level. 

The matter was repo1ted to the Ministry in October 2006: reply was awaited (January 
2007). 

5.1 . ./ Avoidable payment of minimum guaranteed energy charges 

IT
he Company did not revise the option for computation of minimum guaranteed 

energy charges from monthly to year!~ basis, resulting in a\oidable payment of 
Rs.1.19 crore. -- ~ 

A.., per Clause 6 of the Electricity Tariff ot Damodar Valle} Corporation (DYCJ, High 
Tension Supply consumer" were to guarantee and pay minimum guaranteed energy 
(MGE) charges per month or per w11111111 depending upon the option given by them. For 
thi s purpose, DVC invited option from the consumers from time to time. Central 
Coalfields Limited (Company) opted for rn11ing MGE charges on monthly computation 
basis in respect of the supply of power to North Karanpura and Piparwar Areas from 
North Karanpura sub-station. 

Audit <..,cru tiny (January 200-l J of records a\ a dab le from April 1999 onwards, revealed 
that generally the actual monthly energ) con'>umption was lower than MGE charges 
computed on monthl} basi'> during April to Jul) every year (excepting 200 1-02) due to 
the machines being under maintenance during thi'> period. Therefore. between 1999-2000 
and 2005-06, the Company paid energy charges of Rs.1.19 crore towards 75 lakh units of 
unconsumed energy being the difference of MGE charges calculated on monthly basis 
and the actual energy consumption during the'>e months. A revie\.\ b} Audit of the annual 
energy consumption pattern during the'ie year'> • revealed that had MGE charges being 
computed on annual bas is, the actual consumption would be more and there would be no 
payment for unconsumed energy. The Compan1, however, did not analyse this pattern 
and continued to pay MGE charges on monthly basis instead of revising its option to 
annual basis which was advantageous to the Company. 

On this being pointed out by Audit, the Area Management stated (March 2005) that the 
matter would be referred to the Head Office for change of option for computing MGE 
charges from monthly basis to yearl y ba'i1s The Management further <>lated (June 2006) 
that the option for minimum guaranteed encrg) charges on monthly basis had been 
comerted to yearly basis from the month ol Apri l 2006. At the 'iame time, they also 

• Difference of the amount actually paid and payable during 2005-06 i.e. Rs.88.60 lakh minus Rs.36.43 
Lakh = Rs.52.17 lakh 

• The annual co11s11mption during 1999-00 to 2005-06 was 9 . ./8, 9.58, 10.31, 10.49, 10.55, I0.59 and 
10.52 crore writs whereas MGE available for consumption 011 annual basis was 8.95, 8.93, 9.45, 9.13, 
9.84, 9.82 and 7.40 crore units i11 tire corresponding years. 
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stated that due to vanat1on of max imum demand during last seven years, it was 
technically difficult to assess whether the option for MGE charges on monthl y basis or 
yearly basis would be economically beneficial to the Company. 

The reply of the Management was not tenable since the pattern of energy consumption 
over the years clearly indicated that comput:!tion of MGE charges per year was 
advantageous to the Company. On the same being pointed out in Audit, the Company 
changed its option. The belated action of the Management to change the option for 
computation of MGE charges from monthly to yearly basis resulted in an avoidable 
payment of Rs. 1.19 crore. 

The matter was reported to the Mi ni stry in October 2006; reply was awai ted (January 
2007). 

5.1.5 Avoidable payment of energy charges due to incorrect assessment of contract 
demand for an incomplete project 

The Company did not reassess the power requirement before entering into 
agreement with Bihar State Electricity Board in respect of an Integrated Water 
Supply Project the commissioning of which was uncertain due to law and order 
problems. An avoidable payment of Rs.59.69 lakh was made towards Annual 
Minimum Guarantee demand and energy charges during 2000-01 to 2004-05. 

Central Coalfields Limited (Company) approved (May 1980) an Integrated Water Supply 
Project (Project) for supply of six mil lion gallons of clean water per day at Kuju and 
Hazaribagh area at a capital cost of Rs.8.07 crore. The project was scheduled to be 
commissioned in June 1988. The implementation of the project was delayed mainly due 
to non availability of land, change in location of intake point and alignment of the raw 
water ris ing mains. The cost of the project was revi ed in November 1993 to Rs.16.14 
crore with the revised completion date as March 1994. During the implementation of the 
project, substanti al part of infrastructure developed earlier was stolen. Compla ints were 
lodged with the police about frequent theft of pipes, equipment etc. As the project could 
not be completed even as per the revised schedule, Audit brought to the notice of 
Management and the Ministry concerned (March 1999) the blocking of funds of Rs.13.50 
crore in the project. The Management assured (August 1999) commissioning of the 
project by 2000-0 l . 

Subsequent scrutiny of records in Audit revealed (June 2005) that completion of the 
project became uncertain (January 2000) in view of deteri oration in the law and order 
situation. Meanwhile, alternative sources of water were developed in respect of coal 
projects like Parej East, Jharkhand, Topa, Pundi etc. which detracted from the necessity 
of the Integrated Water Project. Despite the above situation, the Company entered into an 
agreement with Bihar State Electricity Board (BSEB) in May 2000 for supply of power to 
the project by a 33 KV line with the contract demand (CD) of 1,500 KV A, as envisaged 
initially. Scrutiny of records of power consumption revealed that actual demand ranged 
between 24 KV A and 192 KV A and the consumption ranged between 162 KWH and 
19653 KWH during the period August 2000 to June 200 I. Jharkhand State Electricity 
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Board USE.:BJ• started billing for demand charge' based on 75 per ant of contract 
dem,111d t rom Jul) 200 I 111 \ ie'' of lcm demand Thereafter. the meter became dcfecti' e 
111 \ugu't 200 I and JSEB -.t.uted billing p1mcr u11l\umption charge' on an average bJ\I'>. 

In addi11on. bills were abo ra1.,ed b) JSl· B tor pa) mcnt of Annual M111imu111 Guarantee 
(AMGJ charges amounting to R'>.1.8.1 crore tor the years 2000-01 to 2003 04, of which 
Rs.19.81 lakh constituting 50 per cent of the AMG for the years 2000-0 I and 200 1-02 
wa-. paid. The Company made provision for the remaining liabilit) during 2005 06. The 
pew.er -.upply was completely -.topped (Ja11u,11J 200.+) due to theft of conductor poles. 
wire etc and had not been re'iumcd so far (June 2006). The reque!-.t of the Management 
(March 2002) for reduction ot the CD to 500 KV.\ '"a" not acceded to b) JSEB ,1, ll wa" 
unable to suppl) less than 1.000 KVA pcmer at B KV. The CD \i.a-. reduced to l.OllG 
KY>\ in Augu'it 2003. Heme\ er. the billing continued at the pre-re\ 1-.ed ('[) upto June 
2004. 

Audit ob-.cned that the com1111,-.1oning of the project had become uncertain due to large 
\CJ le theft!-. of the laid pipes (more than 200 Fl R' were lodged '' ith the police pnor to the 
)Car 2000) as a result of the deteriorating la\\ ,111<.l order problem and alternatl\e \i.ater 
-.ources were already being tapped pnor to 2000. The Management could ha\e 
accordingly reviewed the contract demand. thu'. <l\01d 111g the pa)mem or exec-.-. energ) 
charges of Rs.59.69 lakh ... . 

The Management stated (December 2005 and June 2006) that. in view or the power 
rcqu1rcmcnh of the clectncal lll'>tallat1on-.. agreement rm I .500 KY,\ was signed for a 
period or three year'>. It \HI'> al.,o stated that -.uh,tanual pov.:er wa-. consumed 1n -.ome 
months a-. trial run \\a\ carried out 101 test111g the pipe line. The repl) or the Man,1gement 
Wil'> 110t acceptable in \ ie\i, of the f.tct th.it the UIH:Crtalllt) in comp(ellng the projetl \\as 
alread) J...nown in earl] 2000 bdon; tinall\allon of the .1greement of power '>Uppl). Thus. 
due to contracting demand for elcctnut) much 111 excess of the requi rement tor an 
uncertain project, the Compan) incurred an a\oidable expenditure of Rs.59.69 laJ...h . 

The matter was reported co the M11mtr} 111 f'..member 2006; repl) \i.as awaited (Januar) 
2007). 

INeyveli Lignite Corporation Limited! 

5.2. I A voidable expenditure due to selectio11 of 011 ineligible bidder 

~lection of an ineligible bidder for suppl) of conveyor standard shiftable frames I 
resulted in avoidable ex enditurc of Rs.3.1~ crore. 

e)\Ch Lignite Corporation Limited (Compan) l 1-.-.ue<l (December 2002) a Notice 
[m,iung Tender (NIT) for 'iuppl) or 782 LOil\ C) or '>tan<lard '>hiftable frames of 2.000 mm 
111 ti \e loh for replacement and expa1No11 111 Mme-II. The Pre-Quall ficallon 

• Entwhile RSEB 
• Wurked uut un the basis of difference of AMG for 1000-01 and 2001-02 and demand charges already 

paid 1•i1-a-1•is payable considering CD of 500 A.~ \ plm demand and energy charges paid for the period 
when there was no supply due to theft of conductor and pole\ 
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Requirements (PQR) stipulated that the bidder should have previous experience in the 
fabrication and supply of structural items, should own machineries and f urni h 
documentary evidence of previous purchase orders and work completion reports in 
support of having supplied the material in the past. 

Out of nine offers received, three firms offt1c;d to suppl y only part quantity. The 
remaining six acceped the delivery schedule stipulated in the tender enqui ry. The Tender 
Committee (TC) recommended opening of the price covers of all the nine firms on the 
condition that in case any of the three firms offering to supply on ly part quantity emerged 
as lowest bidder, order cou ld be placed on more than one source to meet the delivery 
schedule. 

Mis. Uma Fabricators (Supplier), one of the three firms that offered to supply part 
quantity, quoted the lowe t rate of Rs.48,738 per frame. The supplier offered (January 
2003) to supply lO l frames in five lots against the requirement of 782 frames. The 
Company placed (October 2003) order for IOI frames at a landed cost of Rs.48,738 per 
frame on the supplier and entered into negotiation with the L2 bidder for supply of the 
remaining quantity. As other short listed tenderer were not willing to supply at the LI 
rate, the Company issued another NIT (November 2003) for supply of 68 1 frames. As 
none of the bidders satisfied the pre qualification requirement, technical conditions and 
delivery schedule, the Company had to issue yet another NIT (April 2004) and finally 
placed an order (December 2004) for supply of the remaining 681 frames on Mis. Perfect 
Engineering Works, Chennai at a landed cost of Rs.95,647 per frame. 

Scrutiny in Audit (October 2005) revealed that Uma Fabricators had failed to supply the 
entire ordered quantity in time on an earlier occasion (February 2000) also. Against 341 
frames ordered then, it could supply only 95 frames. In response to NIT of December 
2002, the firm had neither offered the full quantity nor accepted the delivery schedule as 
such their offer should have been rejected. ln fact in the instant case also, the supplier 
finally supplied only 61 frames against I 0 l ordered. Moreover, at the time of evaluation 
of initial bids in October 2003, the Management was aware of the rising trend in teel 
price . Therefore, the offer of the supplier should have been rejected and instead the offer 
of Mis. Ministar Engineering, the L2 bidder, at a landed cost of Rs.49,512 per frame 
should have been considered as they were fulfilling all the tender conditions. Thus, 
consideration of bidders not meeting the pre qualification requirement led to a loss of 
Rs.3.14 crore on 681 frames finally ordered on Mis. Perfect Engineering Works. 

The Management stated (May 2006) that they presumed that the part quantity offered was 
the capacity that the supplier could supply to the Company and price bid was opened with 
the condition of allocating the balance to the next lowest bidder, if it became L l. They 
further added that due to steep increase in steel prices in 2003-04, none of the bidders 
came forward to match LI rates. 

The Management's reply was not tenable as offer of the supplier should not have been 
considered due to deviation from the tender conditions with regard to quantity to be 
supplied and also knowledge of its poor performance in the recent past. The basic 
requirement regarding the supplier's capabi lity to produce had not also been checked. 
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Thu-.. selection of ineligible bidder tor procurement of coll\ e:yor standard -.h1ftable 
frames resulted in an avoidable expenditure of R-..3.14 crore. 

The matter was reported to the Mini-.try 111 Nm ember 2006: rep I) was awaited (January 
2007). 

5.2.2 A voidable expenditure on procurement of steel cord belts 

By not combining two purchase orders for identical material, Neyveli Lignite 
Cor oration Limited lost the o ortunit to save Rs.3.05 crore. 

Neyveli Lignite Corporation Limited (Compan) l initiated (November 2003) a proposal 
for procurement of 7.848 metres of 2.400 mm steel cord belts for 2004-05. While 
proce-.sing the requirement. the Company '"a" i.l\\are of the earlier procurement action for 
purchase of steel cord belts of the same -.pcc11Ication in Tender No. -W29W (NIT ot April 
2003) for the indents rai-,ed in 2002-03 The -.aid tender was for the suppl) of 6.663 
metres of 2,400 mm steel cord belts for use 111 Mines I and II. The BOD. \\hile 
discussing the recommendations of the Tender Committee (TC) on NIT 4.029\V for 
placing purchase order (PO) decided (January 2004) to invite revised price bids from 
shortl isted firms as the price was found high. The revised bids were invited (January 
2004) and PO was placed on M/s. Phoenix Yule (March 2004) at the lowest negotiated 
rate of Rs. 19,065 per metre (landed cost Rs.23.000 per metre). 

Around the same time, another NIT 4.032A for the purchase of 7 .848 metres of steel cord 
belts for 2004-05 was issued (March 2004) and the PO was placed on M/s. !MAS, Greece 
(October 2004) at the rate of Euro 300 per metre (landed cost Rs.26.889 per metre). 

It was observed in Audit (October 2005) that requirement under NIT -W32A for 2004-05 
wa!. k.nown in November 2003 and. therefore. could have been combined with the 
pending purchase action for the requirement under NIT 4,029W of 2002-03 at the point 
of ill\ iting revised price bid'> in January 2004. The designated fim1 M/s. Phoenix Yule 
could have supplied the entire quantity as in a subsequent procurement made in 
September 2005, the Company placed an order on it for 22,000 metre-, or 2,400 mm steel 
cord belts. Thus, by processing the requirements through two separate tenders for the 
same material, the Company paid Rs.36.43 crorc instead of Rs.33.38 crore for purchase 
of 14,5 11 metres of steel cord belts anti lost the opportunity to save Rs.3.05 crore. 

The Management stated (April 2006) that there was a time gap of one year in respect of 
al l acti vities involved in the two tenders and hence they could not be seen as tenders for 
the -;ame period. The Management further -.Lated that tenders could be combined only if 
they were at the same -;tage and that NIT 4.029W was processed for the requirements of 
2002-03 whereas NIT 4,032A related to the requirements of 2004-05. 

The reply was not tenable as the material procured was identical and due to delay, the 
procurement under NIT 4.029W overlapped the procurement action for the subsequent 
period. Further, the Compan) 's own Purcha-.e Manual provided for clubbing of tenders 
so as to get the most competitive and best price ... Failure to combine the tenders resulted 
in U\Oidable expenditu re of Rs.3.05 crore. 
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The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

lw estern Coalfields Limited! 

5.3.1 Avoidable expenditure due to non-co11struction of loading bunkers/hoppers 

The Company incurred avoidable expenditure of Rs. four crore due to non­
construction of loadin bunkers/ho ers. 

Western Coalfields Limited (Company) engaged private contractors for loading of coal 
by pay loaders into trucks from coal handling plant (CHP) at its Ukni, Neeljay and 
Chargaon Open Cast mines. The Company made proposals for construction of twin 
bunkers of l 00 MT capacity each at Ukni (December 200 I), Neeijay and Chargaon mines 
(July 2003) in order to load coal directly into trucks. 

It was observed in Audit (January 2005) that the Company took inordinate time in 
finalising the proposals for installing the bunkers/hoppers in these mines due to various 
reasons such as finalisation of the technical specifications. This was despite the fact that 
the Chief Vigilance Officer (CVO) of the Company had cautioned (April 2003) that the 
private business of loading might be hurting the Company due to the loading of better 
quality of coal against payment for inferior quality and had advised the Company to take 
remedial measures. 

After a great deal of correspondence between the Company and the CMPDIL • 
(consultant of the Company), the latter submitted (August, September and October 2005) 
designs for modification of CHP by providing two overhead hoppers/bunkers of lOO MT 
capacity at the mines with an estimated capital requirement of Rs.6.21 crore. The 
proposal for Neeljay was approved by the Company in December 2005 and that for Ukni 
and Chargaon mines in February 2006. 

As such, due to inordinate delay in construction of loading bunkers/hoppers, the system 
of hiring pay loaders from private parties continued. During 2003-04 to 2005-06, the 
Company paid a sum of Rs.8.57 crore to the private parties for loading 130.32 lakh MT 
coal, which could have been avoided if load bunkers/hoppers had been installed at the 
three mines. 

In respect of delay in construction of bunkers/hoppers at Ukni mine, the Management 
stated (August 2006) that finalisation of the scheme was delayed due to the consideration 
of product parameters, feasibility of the case and issues relating to crushing of coal. The 
reply was not acceptable as the Company had taken an unduly long time of 51 months, 32 
months and 30 months in finali sation of the schemes for Ukni, Chargaon and Neeljay 
mines respectively. Further, the Company had itself worked out a net saving of Rs.2.61 
crore per annum on installation of load bunkers against the present system of loading 
through pay loaders. 

- Central Mine Planning and Design Institute Limited 
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Thus, the Company could not derive the benefit., of saving as anticipated and incurred 
avoidable expenditure of Rs. four• crore due to non-construction of loading 
bunkers/hoppers for more than three year-.. 

The matter was reported to the Ministry in November 2006; repl) was awaited (January 
2007). 

"The amount has been a"ived at after deducting the e\limated operating cost (RI.4.57 crore) of the 
bunkers/hoppers during the period of three years from 2003-0./ to-2005-06. 
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CHAPTER VI: MINISTRY OF COMMERCE AND INDUSTRY 

!Export Credit Guarantee Corporation of India Limite~ 

6.1.1 Undue favour to an exporter 

In spite of delay in payment by an exporter and the embargo imposed by the 
Reserve Bank of India, the Company extended guarantee cover to an exporter 
resulting in a loss of Rs.2.95 crore. 

The Export Credit Guarantee Corporation of India Limited (Company) extends pre­
shipment credit guarantee and post shipment guarantee to banks. Under the schemes. the 
Company fixes a discretionary limit upto which banks are permitted to extend advances 
to an exporter. To exceed the limit, banks have to obtain prior approval of the Company 
except where operation of the account was satisfactory. The Company issues a 'Specific 
Approval List' (SAL) contain ing the names and addresses of the exporters who have 
defaulted. Such exporters cou ld be granted advance by the banks against the Company' 
guarantee only if the Company gave its specific approval in writing. 

The City Union Bank Limited (CUBL) which had a discretionary limit of Rs.40 lakh 
only, sanctioned (July 2000) an advance credit fac ility of Rs. five crore to Beautiful 
Diamonds Limited (Exporter) and reported (November 2000) the same to the Company. 

It was observed in Audit (January 2005) that while considering the approval of the limit 
to the CUBL, the Company noted as follows: 

(i) The exporter had been availing of credit faci lity from a consortium of 13 other 
banks and the operation of the account with them was irregular from 1998-99 due 
to non realisation of export proceeds from overseas buyers. 

(ii ) Yysya Bank Limited (Yysya Bank), one of the consortium members that extended 
advance credit facilities had declared (October 1998) the exporter's accounts as 
non performing asset and filed (August 2000) the default declaration with the 
Company. 

(iii ) The exporter had a working capital gap of around Rs.50 crore. 

(iv) The diamond industry was passing through a recessionary period. 

Despite these shortcomings, the Company neither placed the exporter in the SAL nor 
denied the guarantee cover to the CUBL. Instead, the Company extended the period 
available to the exporter for repayment of the dues of the Yysya Bank from time to time 
upto October 200 I. However, the exporter did not make the payment to the Vysya Bank. 

Meanwhile, due to mounting receivables from the overseas buyers, the Reserve Bank of 
India (RBI) imposed (January 200 I) an embargo prohibiting the exporter from making 
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further exports on credit. However. the Compan) placed the exporter in the SAL only in 
October 200 I. Even after putting the exporter in the SAL and the embargo imposed by 
the RBI, the Company continued to extend guarantee to the exporter through CUBL upto 
the limit of Rs. five crore. 

CUBL released advances from time to time upto May 2002 and in view of the persistent 
default. it preferred (March 2003) the claims under the guarantees. The Company settled 
(November 2003) the claim for Rs.2.95 crorc which included an amount of Rs.1.05 crore 
in respect of the period after the RBI embargo. Thus, due to extending undue favour to 
the exporter. the Company incurred an avoidable expenditure of Rs.2.95 crore. Besides. 
the Company had paid claims of Rs.52.82 crore (upto November 2003) to I l other banks 
for advances paid to the same exporter by these banks between January 2000 and March 
2001. 

The Management in their reply stated (April 2006) that the Company had extended the 
guarantee within the sanctioned limit becaw.e the consortium members had considered 
the possibility of recommending to the RBI the lifting of the embargo and the exporter 
had liquidated his entire overdue in September 2001. 

The reply of the Management was not factually correct as the exporter continued to have 
heavy outstandi ng dues to CUBL long beyond September 200 I as per documents seen 
during Audit. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

ff he State Trading Corporation of India Limited! 

6.2.1 Loss due to not initiating action against a broker as per agreement 

The Company purchased castor oil for export through a broker but made distress 
export of its own incurring loss of Rs.1.67 crore. Subsequently it did not recover 
the loss incurred despite a provision in the agreement with the broker in this 
re ard. 

Ahmedabad Branch of The State Trading Corporation of Ind ia Limited (Company) 
received a proposal ( 17 April 2003) from M/s. Rajesh Brokers (broker) fo r purchase of 
castor oil through them and exporting the same to a foreign buyer to be identified by the 
broker, on a back to back basis. As per the agreement signed on 17 April 2003, the broker 
was to find suitable foreign buyers for export of castor oil in the name of the Company, 
finalise the export contracts. arrange to establish the letters of credit (LC) in favour of the 
Company and to arrange the procurement of castor oil from domestic market. In case of 
any default by foreign buyers and consequential loss to the Company. the broker was also 
liable to bear all the losses (either direct or consequential) and keep the Company 
indemnified at all times. 
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The Company entered (May 2003) into a contract with Mis. Cluster Plan Pte. Limited, 
Singapore, identified by the broker as per its proposal of 17 April 2003, for export of 
1,000 MT of castor oil at US$ 950+ (Rs.44,650) per MT. 

The Company procured 909.280 MT of castor oil in June 2003 for Rs.3.96 crore from 
two firms, introduced by the broker by availing of Export Packing Credit from banks 
amounting to Rs.3.92 crore for which the Company was liable to pay interest of Rs.66.73 
lakh upto March 2005. The Company also incurred expenditure of Rs.24.23 lakh towards 
storage, sample analysis, inspection and insurance. 

Audit observed (April 2005) that the foreign buyer introduced by the broker did not 
establish the LC. Besides, the broker also failed to arrange the opening of LC in the name 
of the Company by finding new or alternative foreign buyers. As such, the Company, on 
its own, exported 860.700 MT of castor oil between January and April 2005 realising 
Rs.3.15 crore. Out of the 6alance of 48.58 MT of castor oil, 36.76 MT was returned to the 
sister concern of the broker for which a debit note of Rs.16.01 lakh was issued but no 
payment has been received so far (October 2006), 10.72 MT was sold to another firm by 
realising Rs.4.67 lakh and the remaining 1.10 MT was absorbed as wastage. The 
Company, thus, realised Rs.3.20 crore (Rs.3.15 crore plus Rs.0.05 crore) on export of 
castor oil against expenditure of Rs.4.87 crore, resulting in a loss of Rs.1.67 crore. 

On this being pointed out in Audit, the Company presented (October 2005) two cheques 
(valuing Rs.30 lakh) obtained from the broker as security and one cheque for Rs. l.27 
crore received from the sister concern of the broker to cover the loss. The cheques were 
dishonoured by the bank due to insufficient funds. 

The Company purchased castor oil for export without obtaining a confirmed LC, and 
without ascertaining the financial credibility of the broker with whom no trade was 
carried from April 2000 to March 2003. The market was showing a downward price trend 
of castor oil owing to which the foreign buyer introduced by the broker did not establish 
the LC. The Company also remained solely dependent on the broker for indigenous 
procurement of castor oil. So these led to the loss of Rs.1.67 crore. 

The Ministry stated (December 2006) that the Company had been dealing in castor oil 
with the broker through the broker's sister concern, Mis. Swastik Overseas Corporation 
since February 2000 and therefore, the financial credentials were known on the date of 
contract. Moreover, the prices of castor seeds were governed by the international market 
trends. The reply of the Ministry was not tenable because the Company should have 
established the financial credibility of the broker independently instead of relying on its 
experience with a sister concern which was a separate legal entity. Moreover, the 
Company should have obtained a confirmed LC before entering into any transaction with 
the broker to safeguard its interest. The Company also did not initiate any action for 
recovery of loss for more than two years until the same was pointed out by Audit in April 
2005. 

•Rate of conversion Rs.47 per US$ 
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CHAPTER VII: MINISTRY OF CONSUMER AFFAIRS, FOOD 
AND PUBLIC DISTRIBUTION 

!central Warehousing Corporatio~ 

7.1.1 Idle investment in land resulting ill blocking of funds 

Non-utilisation of land purchased for construction of godowns, container freight 
stations and inland container depots resulted in blocking of funds of Rs.8.57 crore 
with consequential loss of interest of Rs.2.19 crore upto March 2006. 

Acquiring land for construction of warehou:-.c-., container freight stations and inland 
container depots is one of the functions of Central Warehousing Corporation 
(Corporation). For this purpose, the Regional Managers (RMs) of the Corporation 
identify the centres where such facilities are to be established. The RM conducts a 
detailed business survey and makes recommendations to the Corporate Office (CO). 
After thorough examination of these proposal'>, the CO conveys approval for creation of 
the facilities. The RM then identifies land which is purchased with the approval of the 
BOD. Despite these detailed procedures it wa-. observed in Audit that at several places, 
due to flawed business projections, land purchased for construction of godowns etc. had 
been lying idle (May 2006) for periods ranging between three and seven years. A few 
cases are given below: 

7.1.J.1 Regional office Kochi, purchased land measuring 34.64 cents for the purpose 
of construction of an office-cum-warehouse from Greater Cochin Development 
Authority (GCDA) after survey by a committee constituted for the purpose by the CO. 
On approval from the CO, RO Kochi made a payment of Rs.77.94 lakh to GCDA and 
took possession of the land in November 1999. Later, there was sudden drop in business 
and on recommendation of the Regional Manager, Kochi, the Management decided 
(November 2003) not to construct the office-cum-warehouse complex in future. RO 
Kochi had since been merged (March 2005) with RO Chennai. The purchased land at 
Kochi was lying idle for more than six years and its utilisation was not possible. 

The Management stated (July 2006) that the possibility of returning the land to GCDA at 
market value was being looked into. The matter was reported to the Ministry in 
November 2006. The Ministry endorsed (December 2006) the views of the Management. 

7.1.1.2 A piece of land measuring 1,00.000 square metres held by M/s. Steel 
Authority of India Limited (SAIL) at Sitapura Rajas than, was offered to the Corporation. 
The land was found suitable for putting up a warehouse of 70,000 MT capacity (April 
2000) and was taken over in August 200 I at a total cost of Rs.4.25 crore including cost 
of registration and transfer charges. The Corporation had not been able to utilise this 
land. 
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The Management stated (July 2006) that it was planned lo have an inland clearance depot 
at Jaipur but the Container Corporation of India Limited went ahead and created one. 
Now construction of a 5.000 MT capacity godown had been taken up. The matter was 
reported to the Ministry in November 2006. The Ministry endorsed (December 2006) the 
views of the Management. 

The reply was not tenable. The Corporation had projected a business for 70,000 MT 
godown and not for inland clearance depot. Also for the construction of a 5,000 MT 
godown, 1,00,000 square metres of land was not required and the acqu isition by the 
Corporation was not justified as the initial projection was incorrect. 

7.1.1.3 The Regional Office, Jaipur al o purchased land at five places"' during 2001-
02 and 2002-03 for an amount of Rs.2.21 crore. after approval of the CO. A scrutiny of 
records revealed that at all these places, land were purchased, based on survey reports 
sent by RO, Jaipur which indicated huge business potential after construction of 
go<lowns. However, even after a lapse of three years no construction of godowns had 
been taken up in any of these five places till date (October 2006). 

The Management stated (July 2006) that the construction had been planned at Bikaner, 
Baran, Jhunjhunu and Deoli during the financial year 2006-07 and at Chomu it would be 
taken up in 2007'-08. Further, the Corporation had to plan its developmental activities 
well in advance and :.:11less land was purchased in advance, the projects might not remain 
economically viable with increase in the cost of land. 

The matter was reported to the Ministry in November 2006. The Ministry endorsed 
(December 2006) the view of the Management and stated that the constructions of 
godowns of 5,000 MT capacity each at Bikaner, Jhunjhunu and Deoli had commenced. 

The Management and the Ministry's contention were not acceptable as they had justified 
their purchase without proper business projections. If there was sound business potential 
the purchased land would not have remained idle for several year . 

7.1.1.4 Land measuring 9.77 acres was purchased in January 2002 at Palwal 
(Haryana) at a cost of Rs.1.33 crore for the construction of a godown for Food 
Corporation of India (FCI). FCI had requested for a 15,000 MT godown at Kurukshetra, 
Haryana to be made available by December 200 I (extended to January 2002) for hire 
under the Seven Years Guarantee Scheme. As the godown was not made available by 
January 2002 and FCI did not give any further extension, no godown was constructed on 
the proposed land and the land was kept idle (October 2006). The Corporation had 
blocked funds of Rs.1.33 crore. 

The Management stated (July 2005) that the land was purchased in anttctpation of 
extension from FCI and availability of alternative business from the ferti lizer agencies. 
The matter was reported to the Ministry in November 2006. The Ministry endorsed 
(December 2006) the views of the Management. The reply was not tenable as FCI had 
clearly intimated the Corporation that no further extension would be given. Also, there 
was no confirmed demand from fertilizer agencies for storage space. 

• Bika11er, Baran, jhwzjlumu, Deoli and Clwmu 
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Thus, by not utilising the lands pun:ha..,ed for construction of godo~ ns and other 
warehousing space and by \,.eeping the land idle . the Corporation had blocked funds of 
Rs.8.57 crore with consequential loss of interest of R-..2.19 crorc upto March 2006. 

!Food Corporation of lndial 

7.2.1 Hiring of Godowns under Seven Year Guarantee Scheme 

Food Corporation of India hired godo~ns under the Seven Year Guarantee 
Scheme and incurred extra expenditure of Rs.348.61 crore due to hiring of 
godowns from State Warehousing Corporations at the higher rates payable to 
Central Warehousing Corporation. The storage space acquired was also not 
properly utilised resulting in payment of rent amounting to Rs.287.90 crore for 
idle/sur lus ca acit for the period F~bruarv 2002 to_l\i_ta_r_c_h_2_0_0_6. ______ ~ 

The Food Corporation of India (FCl) i-. the nodal agency through v.h1ch the Government 
of India (GOI) implements ib food polic). FCI has to maintain satisfactory levels of 
operational and buffer <;tocks of foodgrains to ensure National Food Security and for that 
FCI ha to have adequate <;torage capac1t) In 2000, the increase in procurement and 
lifting of less quantity of foodgrains by the State Governments led to accumulation of 
huge stoc\,.s in the Central pool, which in turn re ... ulted in a storage crisis. In view of the 
acute storage problem GOl emphasised (February 2000) the need for creation of 
additional storage capacity b) hiring space from the Central Warehousing Corporation 
(CWC) and the State Warehousing Corporation-. (SWCs) through construction of 
godowns b) private participation on long-term basis. FCI according)) embarked on the 
Seven Year Guarantee Scheme (SYGSJ under which ne~ godowns were to be 
constructed by CWC and SWCs through private participation for exclusive use by FCI 
and these were to be taken over on guaranteed lea<;e of seven years. 

Initially it was decided (February 2000) to construct storage capacity of 30 lakh MT in 
Punjab under the scheme with completion by March 2003. The scheme was extended to 
other regions viz, Andhra Pradesh, Haryana, Uttar Pradesh, Orissa, Rajasthan, Bihar, 
Himachal Pradesh, Chhattisgarh, Madhya Prade<;h and Gujarat during the period from 
June 200 I to June 2004. On the basi<; of recommendations of the State Governments 
concerned, GOI approved the creation of storage space for 90.07 lakh MT (I 0.55 lakh 
MT by CWC and 79.52 lakh MT by SWCs through private parties) in these 11 States. 
Out of the space for 90.07 lakh MT to be con-.tructed under SYGS, <;pace for 70 lakh MT 
(5.23 lakh MT of CWC and 64.77 lakh MT of pri\'ate parties through SWCs) was hired 
by FCI during the period January 200 I to December 2004. 

Audit of SYGS during 2004 revealed that 

7.2.1.1 The State Level Coordination Committee (SLCCJ. Punjab. after cost anal)'>is. 
recommended (February 2000) that the rent for the godowns to be constructed should be 
Rs.3.15 per <;quare foot per month in urban areas and Rs.2.94 per -;quare foot per month 
in rural areas. The FCI, however, executed agreements with the CWC and SWCs from 
November 2001 onwards for the guaranteed hiring of these godown-. at the CWC tariff 
rate of Rs.1.79 per 50 kg bag per month v.ith effect from April 2002 (the earlier rate v.as 
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Rs. 1.51 per 50 kg bag per month) equi valent to Rs.6.77# per square foot per month. The 
SWCs in turn entered into supplementary agreements with the private owners for 
performance of the contract for seven years. The rates specified in the supplementary 
agreements were much lower being Rs.2.45 for Punjab, Rs.2.00 for Andhra Pradesh and 
Rs.2.65 for Haryana. The hiring of godowns through SWCs, instead of directl y from 
private parties, did not allow for negotiations between FCI and the private parties. 

Even if the FCI paid the rate recommended by SLCC Punjab to the SWCs for the space 
hired from private parties instead of the high CWC rate, it would have saved Rs.348.61 
crore on rent upto March 2006 in the five States of Punjab, Haryana Uttar Pradesh, 
Andhra Pradesh and Orissa. This apart, such extra expenditure would continue beyond 
March 2006 till seven years from the inception. Further, any increase in CWC tariff rates 
in future would increase the guaranteed rent to SWCs. 

7.2.1.2 While taking the decision for the creation of storage infrastructure the actual 
requirement was not properly assessed. The decision to hire godowns under SYGS in the 
States was taken during June 2001 to June 2004 and by that time GOI had already 
initiated steps for revamping of the Public Distribution System for exports and other 
welfare schemes. The requirement of storage space was not reassessed considering 
procurements, off take and availability of storage space after the GOI initiative, which led 
to under utilisation of hired capacities. Further, there was no clause in the agreement to 
allow for the payment of rent only for the storage space utilised or for pulling out from 
the agreement. This resulted in avoidable rcut on idle capacity and surplus capacity 
amounting to Rs.287.90 crore for the period February 2002 upto March 2006 at CWC 
tariff rates in the five States mentioned above. 

The Management (August 2006) stated that there were standing instructions that CWC 
rates were payable to SWCs provided SWC godowns were at par with CWC godowns in 
specifications. Since GOI directive was that the additional storage capacity be created 
through the State Government, FCI had no scope for any negotiation with the private 
parties. However, in order to reduce the storage cost in respect of SYGS godowns, the 
FCI in March 2006 decided to pay only the hire charges as per agreement with private 
parties by SWCs along with 15 per cent for administrative overheads. FCI also decided 
not to pay at par with CWC in case the latter rates were higher. Further, the creation of 
additional capacity was a conscious decision of the FCI and was duly approved by GOI 
keeping in view the dire need of storage capacity at that point of time. 

The reply of the Management was not tenable as the rate charged by the private parties 
from SWCs, should have been taken into account while entering into agreement with the 
SWCs. In any case, the Management accepted the Audit observation and proposed to 
change the rates payable. However, some SWCs have not agreed to the unilateral 
decision of FCI for downward revision of rates and have insisted on payment of CWC 
tariff for SYGS godowns. 

The Standing Committee of Parliament on Food, Consumer Affairs and Public 
Distribution also observed (May 2005) that there was no justification for SYGS when the 
godowns of FCI remained vacant for a considerably long period. The Committee held 

' As per SLCC, Punjab, 57,120 square foot is equivalent to 10,800 MT 
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that such type of unproducti ve and unim aginati ve expenditure swelled the food subsidy 
bill of the Government and needed to be hrought down drastically. The Committee 
recommended that SYGS be revised and tf there was an in-bu.It exit clause in the 
guarantee agreement under which either party could terminate the agreement after due 
notice, the same should be invoked and in case of non-existence of such clause, the 
responsibility be fixed. No action in this regard has been taken (October 2006) and FCI 
continued to pay guaranteed rent to the CWC and SWCs at higher rates. As FCI could not 
terminate the agreements, it also continued to pay avoidable rent on idle capacity and 
surplus capacity taken on hire . 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

7.2.2 Excess payment of transportation charges 

While fixing final rates for Custom Milled Rice, transportation charges were I 
allowed to rice millers without considering the element of transportation charges 
paid alongwith provisional rates resulting in excess payment of Rs.406.21 crore to 
State Governments and their agencies during 1998-99 to 2002-03. 

The State Government and its agencies procure paddy and enter into agreement with rice 
millers to shell paddy at regulated and notified rates. The resultant rice known as Custom 
Milled Rice (CMR) is delivered to FCI by the millers. The GOI fixes the rates on year to 
year basis for rice as well as the incidentab to be reimbursed by FCI to the State 
Government and its agencies. The GOI initially fixe'> provisional rates for each Kharif 
Marketing Season (KMS) and later finali ses these rates. An important element included 
in the incidentals is transportation charges payable to the millers if the paddy and rice are 
transported by the millers beyond eight km. 

[n the provisional rates fixed from time to time by the GOI for the years 1998-99 to 2002-
03 for Punjab and Haryana Regions, transportation charges were allowed on actual basis 
for transportation of paddy and rice for distance beyond eight km subject to maximum of 
the rates fixed by the District Magistrates concerned. An amount of Rs.5.12 crore was 
reimbursed as transportation charges to the State Governments and their agencies in 
Punjab and Haryana during the period I 998-99 to 2002-03. Later, while fixing the final 
rates in 2004 for these years ( 1998-99 to 2002-03), in addition to the transportation 
charges already allowed on actual basis for transportation of paddy and rice for a distance 
beyond eight km, the GOI allowed transportation charges ranging from Rs.5.39 to 
Rs.7.43 per quintal for Haryana Region and Rs. 11.52 to Rs.14.73 per quintal for Punjab 
Region under the head 'Mandi labour and Transportation charges' irrespective of the 
distance involved. FCI accordingly, disbursed Rs.406.21 crore as transportation charges 
(over and above the Mandi labour charge ) for CMR received in these regions during 
1998-99 to 2002-03. As the transportation charges on actual basis were already 
reimbursed to the State Governments and their agencies alongwith the provisional rates 
and the transportation charges within e ight km were already included in the milling 
charges, disbursement of additional transportation charges was not in order and resulted 
in excess payment of Rs.406.21 crore to the State Governments and their agencies. 
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The Management in its reply (November 2005) stated that the rates of transportation 
charges mentioned in the final sanction order were for moving paddy from mandi to 
storage point by the State agencies alongwith charges for movement of paddy and rice by 
millers beyond eight km. 

The reply of the Management was not tenable as movement of paddy from mandi to the 
storage point was not done by the State Government but by the millers/traders and the 
cost of transportation within eight km was included in the milling charges. Further, the 
cost of transportation incurred for movement of paddy and rice beyond eight km had 
already been reimbursed on actual basis during the year of its occurrence. 

Thu , disbur ement of additional transportation charges without considering the element 
of transportation charge reimbursed on actual basis alongwith the provisional rate 
resulted in excess payment of Rs.406.21 crore to State Government and its agencies in 
Punjab and Haryana for the years 1998-99 to 2002-03. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

7.2.3 Undue benefit to rice millers for delivery of levy rice 

Transportation charges though inadmissible were allowed to rice millers for 
delivery of levy rice within eight km resulting in avoidable payment of Rs.160.39 
crore durin 1999-2000 to 2002-03. 

Levy rice is delivered by the rice millers to FCI in tenns of Levy Orders issued by the 
State Governments. The GOI fixes the price to be paid to the rice millers for levy rice 
delivered to the Central Pool for each State and for each procurement ea on . In addition, 
the GOI reimburses the transportation charges for transportation of paddy and rice 
beyond eight km from the miller. ' premises to the storage points of the FCI. 

In May 1998 the Ministry of Food and Consumer A ff airs (Ministry) requested the Bureau 
of Industrial Costs and Price (BICP) (presently Tariff Commission) to undertake a study 
on "normative milling charges for raw and parboiled rice and transportation charge for 
the millers in major rice producing States." On request from the Ministry, BICP 
submitted its report in respect of Punjab on priority ba. i. in September 1999 in which it 
recommended normative milling charges for the year 1998-99 but did not allow separate 
transportation charges for delivery of rice within eight km. 

In October 1998 the GOI anctioned transportation charges ranging from Rs.4.80 per 
quintal to Rs.7.10 per quintal (depending upon the capacity of the rice bags and the 
procurement region) for the Kharif Marketing Season (KMS) 1998-99, for levy rice 
delivered by millers within a distance of eight km from the mill to the FCI's godown or at 
the railway station including loading into wagons. FCI allowed the same transportation 
charges to millers for KMS 1999-2000 to 2002-03. After releasing the payment for 1999-
2000, approval of the GOI was obtained in May 2000 but no such approval was obtained 
for 2000-0 1, 2001-02 and 2002-03. The GOI in January 2003 decided to stop the 
payment of transportation charges to millers for delivery of levy rice within eight km 
from KMS 2003-04 onwards. 
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It was observed in Audit (December 2004) that the GO! without \.\aiting for the findings 
of the BICP had allowed (October 1998) the transportation charges to rice miller.., for 
deliver> of levy rice within eight k.m tor 1998-99. The GOI had also regularised (May 
2000) the uni lateral action of FCI to pay tran ... portation charges to miller<., for KMS 1999-
2000. e\en when the BICP Report in respect of Punjab State was available with the GO! 
(since September 1999) where no separate tran1.,portation charge for delivery within eight 
km had been allowed. The subsequent apprO\ al of the GOI in January 2003 to regularise 
the payment of transportation charges to millers for delivery of levy rice within eight km 
for KMS 2000-0 1, 2001-02 and 2002-03 on the ground that some FCI regions had 
released payments to millers, was also not proper. This resulted in regularisation of 
unauthorised actions' of FCI and avoidable pa> ment of Rs.160.39 crore to millers during 
1999-2000 to 2002-03. 

The Management (September 2006) stated th<lt payments on account of transportation 
and forwarding charges were made in accordanct: v. ith the GO!' s instructions. 

The repl> of the Management wac; not correct as the GOI had stated that though the 
tran..,portation and forwarding charges to rice millers for delivery of levy rice within eight 
km was not justified, the GO! had to apprme the payment of such charges as FCI had 
already released the payment to millers for the years 1999-2000 to 2002-03. 

Thus, delay in implementation of the recommendation of the BJCP Report and 
regularisation of unauthorised act ions of FCI resulted in avoidable payment of Rs.160.39 
crore to millers. 

The matter was reported to the Ministry in October 2006; reply v. as awaited (January 
2007). 

7.2..J Improper admittance of Hill Transport Subsidy claims 

8 - 1 Admittance of inflated transportation bills in respect of Hill Transport Subsidy 
resulted in excess payment of trans ortation charges amounting to Rs.67.40 crore. 

Transportation charges incurred by the North Eastern States for moving foodgrains from 
FCI base depots to the approved Public Distribution Centres are to be reimbursed on 
actual basis as Hill Transport Subsidy (llTS) to the State Governments. lt was observed 
(March 2006) in Audit that in respect of transportation claims relating to two revenue 
districts in Aru nachal Pradesh. HTS was irregularly claimed in excess of the actual 
expenditure and led to extra sub. idy burden on the GOI. 

7.2..1. 1 Irregular Hill Transport Subsidy claims leading to subsidy loss of Rs.35.58 
crore 

The foodgrains allocated by the GO! to GO\ernment of Arunachal Pradesh under Hmous 
schemes are allotted to the Deputy Commis .... ioner..., of the revenue districts by the Director 
of Civil Supplies, Government of Arunachal Pradesh. In respect of Lower Subansiri 
district, the District Suppl> Officer, Ziro further sub-al lots the food grai n~ to the circles 
and blocks in the district. The base depot of FCI at North Lakhimpur meets the 
requirements of foodgrains of Lower Subansiri district. 
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En route from the base depot al North Lakhimpur Lo the Public Distribution Centre at 
Damin in Lower Subansiri district lie Ki min (31 km), Hapoli ( 132 km), 20 km point ( 152 
km) and Nama (242 km). Foodgrains to Nama are moved by motorable road for 152 km 
upto 20 km point and thereafter by headload for 90 km. Six off-route distribution centre 
are connected to Hapoli and two off-route di tribution centres are connected to Kimin . 
The cost of transportation of one quintal ( 100 kgs) of food grains from base depot at 
North Lakhimpur to the eight off-route distribution centres and Nama are shown in the 
Table below. 

Name of Motorable of Head load 
location distance 

I Cost 
from transportation distance in 

base depot at based OD km 
North Lakhimpur molorable 
in km distance (io Rs. 

per quintal) 

Yazali " 82 161 
Yachuli " 91 185 
0 -Ziro oo 139 315 
Joran OJ 146 334 
Deed OJ 182 431 
Tamen 'Y' 189 450 
Ral!a oo 207 499 
Godak OJ 237 580 
Na ma 152 350 
" denotes off-route distribution centre co1111ected with Kimin 
oo denotes off-route distribution centre connected wilh Hapoli 

--
--
--
--
--
--
--
--

90 

Total cost of Total cost of 
transportation transportation 
based on head for one quintal 
load distance of foodgrains 
(in Rs. per (in Rs. per 
quintal) quintal) 

-- 161 
-- 185 
-- 315 
-- 334 
-- 431 
-- 450 
-- 499 
-- 580 

11.250 11 ,600 

In the ca e of Arunachal Prade h, HTS wa reimbursable even in case where the 
foodgrains were off-loaded at distribution centres or Fair Price Shops other than the 
Public Distribution Centres or enroute to Public Distribution Centers, but the 
reimbur ement of HTS in such cases was not Lo exceed the amount that would be 
reimbursable had the stocks been moved to the Public Distribution Centres. During Audit 
of HTS vouchers, it was observed that foodgrains were issued for the above mentioned 
eight off-route distribution centre from North Lakhimpur as per allotment orders of the 
District Supply Officer, Ziro but claims were made by Government of Arunachal Pradesh 
showing transportation of all the stocks to Nama. The rates for the movement of 
foodgrains to Nama were very high, as shown above. FCI, without restricting the claims 
to the permissible amounts upto the destinations as per allotment orders, passed the same 
upto Nama which resulted in the payment of excess transportation charges to 
Government of Arunachal Pradesh which in tum resulted in excess subsidy burden of 
Rs.35.58 crore on the GOI during 2002-03 to 2004-05. 

The Management stated (August 2006) that there was no excess payment. The District 
Supply Officer, Ziro had issued sub-allotment I diversion orders to carry the stocks to 
Nama and bills were preferred certifying the deliveries and claiming the transportation 
charges upto Nama. The claims were passed as they were certified by the District Supply 
Officer and were within the maximum amount payable had the stocks been moved from 
base depot at North Lakhimpur to the Public Distribution Centre (Damin). 

The reply of the Management was not tenable as the orders issued by District Supply 
Officer, Ziro regarding sub-allotment I diversion order of stocks to Nama were not 
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endorsed to FCI and it was not clear hov,, FCI had accepted such claims upto Nama. 
Reported movement of all the stocks first to a station carrying the highest transport 
subsidy of Rs.116 per kg (upto 20 times above the rates applicable to other off-route 
distribution centres) and later movement to the centers where it was eventually 
consumed, suggested an inflated claim. The claims should have been restricted to the 
actual distances moved by the foodgrains transported from base depot at North 
Lakhimpur to the off-route distribution centres based on the allotment orders of the 
Deputy District Supply Officer. The reply that the claims were within the maximum 
amount payable had the stocks been moved to Damin (the farthest point) was not relevant 
since the stocks did not actually move to Damin nor were meant to. 

Thus, approval of claims without properly checking the correctness of the bills resultc(.l ir. 
an abnormally high excess payment of subsidy of Rs.35.58 crore by the GOI. 

7.2.4.2 Excess issue of foodgrains on tire basis of inflated popula.tion projections 
led to excess payment of HTS amounting to Rs.31.82 crore 

The GOI allots foodgrains to the State Governments and the State Governments in tum 
allocate the foodgrains to different revenue districts as per the norms prescribed and 
considering the population of the districts. 

A test check of records of FCJ revealed (February 2006) that the population of 
Gandhigram, Phapurbari and Vijoynagar under Changlang revenue district in Arunachal 
Pradesh was 59, 257 and 424 respectively (figures as of July 2005). The total requirement 
of foodgrains at these stations, as per norms of 35 kg per family per month, was 
1,739.50"' quintals during November 2002 to March 2005. But 30,241.42 quintals (nearly 
seventeen times) were shown to have moved to these centres. An excess quantity of 
28,50 I. 92 quintals of rice was thus shown as moved to these three centres from 
November 2002 till March 2005. The transportation of foodgrains to these centres 
imolved movement on headload also and the cost of transportation ranged between 
Rs.168 and Rs.197 per kg. Thus, an amount of Rs.3.74 crore towards the cost of 
foodgrain and Rs.28.08 crore • towards HTS were paid on the excess quantity moved 
which resulted in an unnecessary subsidy burden of Rs.31.82 crore on the GOI. 

The Management stated (July 2006) that it was the responsibility of the State 
Government to re-allocate the foodgrains to the different revenue districts, circles and 
blocks. FCI had released the foodgrains as per the allocation by State Government and 
had reimbursed the HTS claims as submitted by the State Government which were stated 
to have been prepared according to the instructions issued by the GOI and FCI 
headquarters during 2003-04 and 2004-05. 

The reply of Management was not acceptable. FCI should have satisfied itself that the 
claims were fair and in order and should have observed minimum standards of checks 
while admitting such unusual claims which were out of proportion to the known 
population of the centres. 

• Consideri11g a family of four members 
'Bills received for period from November 2002 to June 2004 and passed for payment 
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The Chairman and Managing Director, FCI, in his letler (Apri l 2004) to all his Zonal and 
Senior Regional Managers had reiterated that staff must act as good store managers and 
keep their ears and eyes open to see where the foodgrains made available to the State 
authorities were utilised. The above observations show that the field officers of FCI did 
not always act in a manner befitting a vigi lant store manager. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

7.2.5 Loss of interest on outsta11di11g dues from State Govemme11t 

Release of stock on credit in contravention of Government of India instructions 
and non-recovery of outstanding dues from State Government of J&K resulted in 
excess interest liability of Rs.48.53 crore. 

Food Corporation of India purchases foodgrains at the Minimum Support Prices as fixed 
by the GOI for issue to the States for various schemes implemented by them and to 
maintain buffer stocks. The working capital requirements of FCI for these purchases are 
financed through cash credit extended by a consortium of banks. 

FCI was supplying foodgrains to the State Government of Jammu and Kashmir (J&K 
Government) on credit basis. As the J&K Government was not settling its dues with FCI 
in time, the outstanding dues from J&K Government continued to grow. Jn order to clear 
the outstanding dues of Rs.224.90 crore as on 30 April 2002, the GOI in a meeting held 
in July 2002 with the representatives of J&K Government and FCI decided that: 

(i) From 1 September 2002 onwards. FCI would release foodgrains to the J&K 
Government only on pre-payment basis. 

(ii) The State Government would clear aJI the outstanding dues of FCI in three equal 
monthly instalment starting from July 2002. 

(iii) FCI would charge interest (equal to the Bank rate of interest being charged by the 
consortium of banks on FCI's credit) on the outstanding dues. 

At the beginning of July 2002, an amount of Rs.264.65 crore was outstanding against the 
J&K Government and credit sale of Rs.42.02 crore was made during July and August 
2002. It was observed in Audit that despite the GOI's decision (July 2002), J&K 
Government had not cleared all outstanding dues of FCI and FCI continued the credit sale 
to J&K Government. Credit sale of Rs.967.62 crore was made to the J&K Government 
during September 2002 to December 2005. A sum of Rs.1,160.30 crore only was realised 
against the total dues of Rs.1,274.29 crore during the period. This left a balance of 
Rs.113.99 crore pending against J&K Government at the end of December 2005. The 
interest (calculated at simple rate of interest being charged by consortium of banks on 
FCI's credit upto March 2005) comes to Rs.48.53 crore on the outstanding dues against 
the J&K Government whlch was also to be recovered as per the decision of the GOI (July 
2002). However, no concrete efforts were made by FCI for the recovery of the 
outstanding balance and interest from the J&K Government. 
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The Management while accepting the facts -.tated (August 2006) that the matter wa-. 
continuously being pursued \\ith the J&K Government for early \elllement of outstanding 
dues on account of credit supplies and after clearance of the principal amount step-; for 
recovery of interest would be taken up. The Ministry endorsed (September 2006) the 
views of the Management. 

Thus, continuation of credit sale in violation or the decision of the GOI and non recovery 
of outstanding dues from J&K Government resulted in excess interest payment liability 
of Rs.48.53 crore thereby adversely affecting the food subsidy bill of the GOI. 

7.2.6 Excess issue of foodgrains under mid-day meal scheme 

Excess issue of foodgrains under mid-day-meal scheme due to failure in adhering to 
the directions of the Government of India resulted in subsidy burden of Rs.18.06 
crore. 

The Mini-;try of Human Re-,ources Development (MHRD). Department of Education 
launched the National Programme of Nutritional Support to Primary Education kno\\n as 
the mid-day meal scheme (MDM) with effect from 15 August 1995. Overall 
responsibility for the programme vested in the State Governments and Union Territory 
Administrations. This included providing necessary infrastructure, making all logistic 
arrangements necessary for regular serving of wholesome cooked mid day meal of 
satisfactory quality and providing financial and other inputs over and above those to be 
provided by way of Central assistance. Central assistance is provided to the States under 
the programme by way of free supply of foodgrains from the nearest godown of the FCI. 
FCI i1., expected to make a\ ailable foodgrains to authorised persons against the authority 
letter and all ocation letter issued b) the District Collectors (DCs). The DCs are 
empowered to further re-allocate the quantil) of foodgrainc; to the Panchayats or Na gar 
Palikas based on the block-v. ise actual number of eligible institutions as well as 
enrolment/attendance. The cost of the foodgrains l'> reimbursed to FCI by the GOI. The 
pa) ment is made by the MHRD on '>Ubmiv,ion of bills by FCI duly supported by 
documents for receipt of foodgrains and the consignee receipt cum utili ... ation certificate 
from the DCs concerned. 

In its release order for the MDM of the year 2004-05 in March 200-1-, for Andhra Pradesh, 
the GOI had indicated that the entitlement ot foodgrains was provisional and was 
calcu lated on the basis of number of chi ldren enrol led as on 30 September 2003 as 
reported by the State Government. In the same order the GOI indicated that the 
requirement of foodgrains was calculated at the rate of I 00 grams per chi ld per school 
day for ten months totalling 235 school day'>. 

It was observed in Audit (April 2006J that in five districts of Andhra Pradesh 
(Ananthapur, Cuddappa. Kurnool, Karimnagar and NiLamabad) against the reported 
enrolment of 19,93,321 school children the actual enrolment was 15,21,502 only during 
200-l-05. The foodgrains v.ere drawn from the FCI godo\\ns on the basis of the 
enrolment reported instead of the actual enrolment resulting in excess i'>sue of 11,087. 75 
MT of foodgrains. In the district'> of Khammam and Adilabad also it \\a'> observed (April 
2006) that during 2004-05 against the reported enrolment of 7.39.539 school children the 
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actual enrolment was 5,69,060 and against the total projected 470• schooldays the total 
number of schooldays in these two districts was 432"'. In these two districts also, 
foodgrains for the projected enrolment and schooldays were drawn which resulted in an 
excess drawal of 3,536.857 MT of foodgrains. The State Government had drawn the 
foodgrains on the basis of provisional allocation and FCI did not check the consignee 
receipt-cum-utilisation certificates obtained from DCs to see whether the quantity of 
foodgrains lifted and utilised during the month were commensurate with the quantity 
admissible. The excess drawal of 14,624.607 MT of foodgrains in these 7 of the 23 
districts of Andhra Pradesh entailed a subsidy burden of Rs.18.06 crore on the GOJ. 

The Management stated (August 2006) that the foodgrains were supplied to the State 
Government as per the demand of the DCs and were withi n the allocation made by 
MHRD. Also, FCI has no mandate or mechanism to ascertain the authenticity of the 
number of schools or students to whom MOM is to be provided. The matter was reported 
to the Ministry in November 2006. The Ministry endorsed (December 2006) the views of 
the Management and stated that the report from MHRD was being obtained. 

The reply was not acceptable. Though FCI had no control over the quantity of foodgrains 
to be issued under the scheme, being the nodal agency for distribution of foodgrains it 
was imperative on the part of FCI to ascertain the actual number of school children and 
school days as the original allocation was provisional. However, following the Audit 
observation, the FCI and the Ministry took up the matter (August 2006 and December 
2006) with MHRD. 

7.2. 7 Re-booking of rakes 

Re-booking of rakes at New Bongaigaon resulted in avoidable expenditure of 
Rs.3. 73 crore. 

According to the Centralised Booking Scheme of FCI, in operation from l April 1982, all 
consignments/rakes, from stations of Northern Railways to the destination stations east of 
New Bongaigaon, should be booked in block rakes upto New Bongaigaon in the first 
instance and then re-booked to the destination station from New Bongaigaon. The freight 
for the re-booking was to be calculated by giving the benefit of telescopic rates from the 
originating stations to the ultimate destinations. 

FCI, on the basis of a reference received from Railways, decided (8 October 1986) that 
foodgrains traffic meant for Churaibari, Dharamanagar and Kumarghat (with effect from 
1990) stations in Tripura shall be booked directly since these were directly linked with 
the dispatching MG" terminals in Northern States. The Railway Board also amended 
(November 1986) its notification for Centralised booking scheme accordingly. 

The direct link to Tripura State was discontinued from April 1997 due to gauge 
conversion (from MG to BG•) and hence no MG wagon could be booked directly to the 

• 2 x 235=470 
• 212 a11d 220 respectively 
·Metre gauge 
•Broad gauge 
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Tripura terminals. To feed the PDS requirement of Tripura, FCT started booking 
consignments to New Bongaigaon which were then re-booked to Churaibari, 
Dharamanagar and Kumarghat but without availing of the telescopic rates. It was 
observed in Audit (October 2005) that during 2002-03 to 200-l-05 alone, avoidable 
expenditure on freight to the extent of Rs.3.73 crore was incurred for 2.97 lakh MT of 
foodgrains booked upto New Bongaigaon and then re-booked to destinations in Tripura. 

The Management (April 2006) stated that the issue regarding charging the freight for re­
booking by giving the benefit of telescopic rates had been taken up with NEF• Railway 
in December 2005 and with the Rai lway Board in February/March 2006. The Ministry 
stated (January 2007) that the Railway Board had since extended the scheme with effect 
from 15 November 2006. 

Though the direct link to Tripura had been discontinued from April 1997 due to gauge 
conversion, the Management took up the mailer with the Railways only after it was 
pointed by the Audit in October 2005. 

• North Eastern Frontier 

-l7 
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CHAPTER VIII: MINISTRY OF DEFENCE 

I Bharat Electronics Limited! 

8. 1.1 Loss in supply of GMS Equipment 

Due to improper agreement with sub-contractor, the Company suffered loss of 
Rs.3.19 crore• in addition of Rs.1.04 crore due to non-

The Company received an order (April 2000) from Heavy Vehicles Factory (HYF) 
Chennai for . upply of 50 Gunners Main Sight (GMS) equipment at a price of Rs.114.40 
crore. The supply order provided for delivery of: 

(i) Two units as pilot samples for trial and evaluation by 15 May 2000. 

(ii) Ten units for series production by October 200 I after acceptance of pi lot 
samples and bulk production clearance (BPC). 

(iii) Supply of the remaining 38 units by October 2002. The order stipulated levy 
of liquidated damages (LO) for late supplies. 

The Company placed (June 2000) a purchase order on Mis. OIP Sensor Systems, 
Belgium (sub-contractor) for the supply of 50 GMS with a del ivery schedule of two by 
June 2000 and the remaining 48 in three batches of 13, 17 and 18 by June 2004. The 
delivery date was subsequently amended (February 2002) as (i ) first batch between 
January and September 2003 (ii ) second batch between October 2003 and March 2004 
and (iii ) the third batch between Apri l 2004 and October 2004. 

Based on the pilot samples (July 2000) HVF Chennai accorded BPC in Apri l 2002. 
However, at the Company's request (August 2002), as the delivery schedule agreed with 
the sub-contractor was not matching the delivery schedule of the supply order, HYF 
Chennai re-fixed (September 2004) the delivery schedule by which (i) delivery of first 
batch of 10 was fixed as 12 October 2003 (18 months from BPC) with levy of LO for late 
supplies after 12 October 2003 and (ii) supply of remaining 40 by 30 Apri l 2005. 

Audit observed (May 2006) that the Company suppl ied on ly two systems as against ten in 
the first batch though the same were to be supplied by 12 October 2003 in terms of the 
supply order from HYF, Chennai. The delay was attributable to dela) in getting supplies 
from the sub-contractor. HVF Chennai recovered Rs.98 lakh towards LO and Rs. I 0 lakh 
towards interest on advance. Besides, the Company's claim for foreign exchange (FE) 
variation of Rs.2. 11 crore had not been reimbursed in respect of eight systems as the 
Company supplied these sy~tems after 12 October 2003. 

• Rs. l .08 crore towards liquidated damages and interest 011 advances and Rs.2. 11 crore 011 account of 
foreign exchange variation 
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It \i.as also observed that while a'> per term.., of the supply order. LD was payable for the 
entire de la). the clause relating to LO in the purchase order placed on sub-contractor 
enw.aged July and Augu..,t to be counted as one month and further a grace period of four 
weeb was to be allo\.\ed v. hi le computing de la} in supplies. Thus, by allowing the sub­
contractor additional period of two month.., in computing delay for levying LD. the 
Com pan) was not able to le\ y a matching LD (Rs.98 lakh) on the sub-contractor. Even 
the LD of Rs.7.38 lakh that was levied was waived off in consideration of sub­
contractor's consent for conducting environmental tests which cost Rs.15 lakh and wh ich 
was not part of the agreement. 

It was further noticed that while the above order was under execution, the Company 
received (March 2002/January 2004) additional supply order from HYF, Chennai for five 
GMS equipment. The Company placed (Februar} 2004) order for the additional quantity 
of five on the sub-contractor for Euro l-W.873 being the discounted price applicable in 
terms of the agreement for quantity over and abo\e 50 systems. However, the price was 
enhanced (May 2004) to Euro 3.83.444 a-, the batch quantity of five was not considered 
economical by the sub-contractor for extend111g an) discount. This also led to foregoing 
of di<;count of Euro 1.92.855 (R'>.1.04 crore) on fi\ e systems. 

The Management stated (June 2006) that: 

(i) The slippages in deliveries of some quantitie'> were mainly due to time taken in 
conducting tests and clearance of materiah before dispatch from sub-contractor's 
premises by the Director General of Quality Assurance (DGQA). 

(ii) The claim relating to FE variation \\as being pursued with the customer. 

(iii) The sub-contractor refused to accept the discounted price as the quantity was not 
economjcal. 

The rep!) of the Management \.\as not tenable ,a-.: 

(i) Out of eight systems delayed. five v.ere ready for inspection only by the la t \.\eek 
of November 2003 at the sub-contractor's premises as against the scheduled 
delivery date of August. September and October 2003 and DGQA inspection was 
clone within 15 days thereafter. 

(ii) The customer was yet to respond to the FE variation clause. 

(iii) At the time of enhancing the order. e\.ecution of second batch of supplies was in 
progress and the Company could ha\ e clubbed the requirement under this batch 
-.o as to fulfil the economic order quantity requirement. 

Thus, due to an improper agreement \.\ith ii.. -.ub contractor, the Company incurred a loss 
of Rs.3.19 crore. In addition a discount of R-..1.04 crore was foregone from the same sub-
1.:ontractor. which wa-. allm\ able as per agreement. 

The mailer was reported to the Ministr) 111 'member 2006; reply was awaited (January 
2007). 
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k?'arden Reach Shipbuilders and Engineers Limite~ 

8.2.1 Unjustified co11structio11 of pontoon 

The objective of constructing a pontoon was not achieved despite expenditure of 
Rs.5.32 crore. 

Garden Reach Shipbuilders and Engineers Limited (Company) decided in March 2002 to 
builu two pontoons"' by utilising material lying surplus from refit and repair of vessels. 
The main objective was to earn revenue from repair business by carrying out both 
shipbuilding and repair work for medium size vessels simultaneously in ca e of non­
availability of the Company's dry docks. It was envisaged that execution of refit orders 
for vessels upto 1,700 MT docking displacement would not depend on availabilit} of the 
Company's dry dock as the operation could be carried out on the two pontoons. 
Construction of the first pontoon was started in the first quarter of 2003 and completed in 
February 2004 at a cost of Rs.3.25 crore. The Company decided in March 2004 not to 
construct the second pontoon because it had received orders (March 2003) for 
construction of eight vessels for which the resources were fully allocated and no pare 
capacity was available for construction of the pontoon. The material allocated for 
fabrication of the second pontoon was proposed to be utilised in manufactu re of the new 
vessels. 

Audit observed that during the period from February 2004 to August 2006 the Company 
repaired only one vessel, CGS Yeera. The repair work was carried out during the period 
September 2004 to December 2004 at Kolkata Port Trust (KPT) dock by paying Rs.45 
lakh as hire charges since. as per the Management, the pontoon was not dimensionally 
large enough to berth the vessel. 

The Company made an attempt to dispose of the pontoon to the Andaman and Nicobar 
Administration in order to establish connectivity in Tsunami affected islands. 
Accordingly the pontoon was sent to Andaman in March 2005 but it could not be utilised 
as the tidal variation was much higher than initially estimated by the Company. It was, 
therefore, brought back to Kolkata in March 2006. The Company's efforts to sell the 
pontoon, thus, led to an expenditure of Rs.2.07 crore on transportation and modification 
without commensurate returns. The pontoon could not be put to use and remained idle till 
date (September 2006). 

The Management stated in August 2006 that the pontoon was dimensionally not suitable 
to berth CGS Yeera as both the length and breadth of the vessel were more than that of 
the pontoon. It further stated that they were planning to utilise the pontoon after cleaning 
and painting for repair of CGS Yajra for which the Company received an order in July 
2006. 

The contention was not tenable as dimen ion of CGS Vajra were also not suitable for 
using the pontoon for repair work and the work had started (September 2006) in a hired 
KPT dock. 

•A type of floating dock 
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As evident from above, the objective of constructing the pontoon had not been achieved 
rill date despite expenditure of Rs.5.32 crore •, due to specification mismatch with the 
ships received for repair. The decision to construct the pontoon appeared to be unjustified 
as the resources allocated for the pontoon could have been gainfully utilised for 
manufacturing new vessels, orders for which had already been received in March 2003. 

The matter wa reported to the Ministry in November 2006; reply was awaited (January 
2007). 

"Rs.5.32 crore=Rs.3.25 crore plus Rs.2.07 crore 
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[~~~-C-HA~PT~E_R_1_x_:_D_E_P_A_R_T_M_E_N_T_o_F~FE--R-TI_L_1_z_ER_s~~~l 

!The Fertilisers And Chemicals Travancore Limited! 

9.1.1 Avoidable expenditure on purchase of sulphur 

I Unilateral action of the Company to place purchase order on a vendor without 
J consensus on payment terms resulted in avoidable expenditure of Rs.66.30 l_a_kh_. __ 

The Fertilisers And Chemicals Travancore Limited (Company) procures sulphur from its 
pre-qualified vendors through limited tender enquiry floated from time to time on the 
basis of production requirements. plant tum around time etc. 

The Company floated a tender enqui ry (January 2005) for supply of 45,000 MT 
(plus/minus five per cellt) sulphur in three shipments of I 5,000 MT each due for delivery 
in February-March 2005. M/s. Transfert. the LI vendor. offered 9.000/10,000 MT in the 
first shipment and the next two shipments as per the tender schedule at a price of USS 74 
per MT FOB• load JJOrt or US$ 88.50 per MT CFR"' Cochin. 

The Company placed a purchase order (PO) on M/s.Transfert (January 2005) for a 
quantity of 9,000110,000 MT 'iulphur and another PO on M/s. International Commodities 
Export Corporation (ICEC) who were LI for the second and third shipments at their 
quoted rate of US$ 69.47 per MT FQB load port or US$ 88.22 per MT CFR Cochin. The 
PO for the second and third shipments, however, ignored the ICEC' s stipulation in the 
bid that an operat'ive letter of credit (LC) was to be with them not later than three UK 
working day before start of loading. ICEC offered (24 January 2005) to compromi e on 
the LC provided that the order was on CFR basi'i. However. the Company did not accept 
thi s and the ICEC withdrew their off er. With this, M/s. Transfert became LI for these 
shipments also. But the validity of M/s. Transfert·s offer expired on the same day i.e.24 
January 2005 and a fresh tender was floated by the Company (February 2005) and 14.557 
MT ulphur was procured from M/s. Transfert themselves at USS I 00.205 per MT CFR 
Cochin entailing an avoidable extra expenditure of Rs.66.30 lakh. 

Audit scrutiny (September 2005) revealed that the Company did not quantify the 
financial implication of complying with the ICEC condition of opening LC in advance. 
The Cmnpan1 ignored this condition and placed the PO on ICEC who did not agree to the 
terrn'i and conditions imposed b} the Company through PO regarding payment through 
LC at sight or 180 days from the date of Bill of Lading. In the process. the Company 
allowed the val idity of M/s. Transfert's offer to lapse with the consequential loss of 
Rs.66.30 la!Jl due to procurement at higher rate. 

• Free on board 
• Cost and freight 
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The Management stated (June 2006) that it '"·'" forced to curtail procurement of raw 
material due to limitations in the availabiht) of \\Ork.ing capital for opening LC and that 
by deferring the last two shipments. scarce \\Orking capital was conscned for future use. 

The repl) was not tenable as the Management h.ld planned to procure the entire quantit) 
of 45.000 MT in the tender floated in Januar) 2005 after dul) taking into account its 
financial position. imminent turnaround etc. 

Thus. placing the PO without agreement on pa1ment terms was not a prudent commercial 
decision and led to procurement of sulphur at a higher rate after re-tendering. which 
re ... ulted in avoidable expenditure of Rs.66. ~O lak.h. 

The matter was reported to the Mtnistr) 111 Nm ember 2006: reply was awaited (January 
2007). 

9.1.2 Extra expenditure 011 procureme11t of caustic soda lye 

Delay in placement of purchase order for procurement of caustic soda lye resulted 
_in extra expenditure of Rs.6.i lakh. __ 

The Fertilisers And Chemicals Travancore L11rnted (Company) procures caustic soda l)e 
at mutually agreed prices from the Tra,ancore Cochin Chemicals Limited {TCC). a 
Kerala Government Company. The Company requested (2 November 2004) TCC to 
extend the validity of the prevailing rates of Rs.10.700 per MT for 31 per cent strength 
and Rs.11,500 per MT for 40 per cent stn.:ngth for the procurement during Januar) to 
June 2005. TCC offered (5 November 2004 J re\ iscJ prices of Rs.12.500 per MT for 31 
per cent strength and Rs.13.300 per MT for -W per cent 'ltrength. TCC. though ready to 
meet the Company's entire requirement. ''a'- l'! the firm view that it would not be able to 
continue supplies any more at the then cx1st111g pnces. 

While the Compan) attempted to ident1f) other suppliers through a limited tender 
(November 2004) for obtaining competiti\e rates and also to negotiate (NO\cmber­
Dccember 2004) lower rates with TCC. 11 did not succeed. During negotiation'> 
(November 2004) TCC categorically stated (24 November 2004) that the prc-re\ised 
price would not even meet the cost of production and hence there was no scope for 
offering any reduction. 

The Company did not accept the revisec.I rates and TCC again re\ ised ( 17 December 
2004) the prices upward to Rs.15,000 per MT (31 per cent strength) and Rs.15.800 pa 
MT (40 per cent strength). The Compan) ultimately procured the material from TCC at 
these rates. 

Audit scrutiny (February 2006) revealed that the Company was aware (June 2003) that so 
long as the entry tax wa" applicable on the caustic soda l)e. no supplier from outside 
Kerala would be able to offer rates lov.er than those offered by TCC. With entr) tax al 
13.8 per cent in force. the Compan) still chose to Ooat a limited tender enqutf) and 
simultaneously entered into negotiations ,.,. tth TC~C on the presumption that TCC would 
reduce the prices or it could obtain better offer from other sources from outside Kerala. 
Thus, due to delay in the purchase decision. the Company had to incur extra expenditure 
of Rs.64 lakh on procurement of 2,561 MT of caustic soda lye. 
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The Management stated (April 2006) that it had tried to obtain a reduction in price but 
TCC, in the meanwhile, unilaterally increased the price. They added that the TCC 
subsequently informed that it could not have accepted the order even if placed prior to 
17 December 2004 due to higher market rates prevailing then. The reply of the 
Management was not acceptable as TCC had an advantage on account of being the sole 
supplier in the State and there being 13.8 per cent entry tax on supplies from outside the 
State. The Company should have factored it in its purchase decision as timely acceptance 
of TCC's offer would have saved extra expenditure. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

54 



Report No. 11 of 2007 

[~~~~~c_H_A_P_T_E_R_x_:_M_1_N_1_sT_R_Y~O-F_F_1N_A_N_c_E~~~~-'l 

!Insurance Division! 

!National Insurance Company Limited! 

10.1.1 Loss due to charging incorrect premium 

~Company did not charge applicable premium rates on the policy covering fire 
~ulting in loss of Rs. 9.09 crore. _ __ 

As per the instructions of Tariff Advisory Committee (TAC), risks where the threshold 
limit of probable maximum loss (PML) at an) one location was Rs.1.054 crore or above 
or ..,um insured at any one location was Rs. 10.000 crorc or above. \i,,cre to be treated as 
·Mega Risks· and taken out of the pun 1e\\ of the Tariff. The in-.urers could issue 
Comprehensive Package Polic) for such l\1cg,1 Risks duly filing the product ~ ith 
Insurance Regularity De\elopmcnt Authont) undl!r 'File and U-.e· "Y"tem introduced 
since June 2003. 

A Delhi based Divisional Office of the National Insurance Company Limited (the 
Company) i<;sued a Comprehen..,ive Pad.age Poli<.:) to M/s Mahanagar Telephone Nigam 
Limited (MTNL) for the period 8 June 2004 to 7 June 2005 CO\ering all telephone 
exchange .... offices and '>tore-. of MT"il ,1t \lumhai and Delhi for a sum insured of 
Rs. 7.317 .39 crore for ma ten al damage. R" 1.000 crore for business interruption and 
Rs.3,206 crore for other extensions like ca!->h in-,urance, fidelit)' guarantee and all risk 
cover for laptops. 

Audit observed (January 2006) that out of a total of 492 exchanges covered in the policy. 
38 exchanges had PML between Rs. I 0 cnm:: and 15 crore and the remaining 454 
exchanges had PML of less than Rs.10 crore Thus. even though the risk did not -.atisf) 
the criteria for 'Mega Risk', the Compan) issued a comprehensi\e package polic) 
charging a lump sum premium amounting to R-,.2.86 crore for material damage and 
Rs.38.92 lakh for business interruption instead of chargeable premium of Rs. I 0.98 crorc• 
for material damage and a premium of Rs.1.36 crore • for business interruption resulting 
in a loss of revenue of Rs.9.09 crore. 

The Management stated (August 2006) that MTNL invited quotations for tailor-made 
comprehensive all risk insurance cover for their a<,sets. Though the essential cover was 
fire and allied perils. due to various extensions required by the tclecom/ccllular operators 
and the peculiarities of coverage, this polic) was underwritten as a special contingenc) 
policy. Given the high exposure, the risk was rde1Ted to the overseas market for 
reinsurance rates and tenns. Reinsurance was arranged ~ ith variou.., reinsurers including 

•At the rate of Rs.I.SO per mi/le (per thousand of sum inrnred) as per the rate applicable for telephone 
exchanges under All India Fire Tariff 

"At the rate of Rs. l.36 per mille as per Conseq11e11tial Lon Fire Tariff 
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General Insurance Corporation of India. The comprehensive package policy was issued 
as per the requirements of the insured and at reinsurance driven rates. 

The reply was not tenable because the ri k was not a 'Mega Ri -k' and the Company 
should have quoted rates based on All India Fire Tariff, Consequential Loss (Fire) Tariff 
and for other perils as per its own guidelines. 

Thus, due to not charging the prescribed rates, the Company lost premium of Rs.9.09 
crore. 

The matter was reported to the Ministry in November 2006; repl) \\as awaited (January 
2007). 

10.1.2 Loss in underwriting fire insurance of Jute Mills 

The Divisional Offices under Kolkata Regional Office-I of the Company accepted 
fire insurance business of Jute Mills without exercising due diligence and incurred 
loss of Rs. 7 .22 crore. 

National Insurance Compan) Limited (Company) issued (June 200 l) guidelines to its 
operating offices on prudent underwriting practices emphasising that in case of fresh 
bus iness, the proposal fom1 should contain information about the c laim experience for 
preceding three years and any misrepresentation or material suppression would make the 
policy void ab initio. Further, in order to avoid los1'. from underwriting of bad ri sks in the 
Jute Mills, Kolkata Regional office I advise'd (Januar) 2003) its operating office. to 
strictly fo llow loss control measures, which, inter alia, required that all renewal proposals 
were to be considered after taking into account the experience of incurred claims of the 
past five years. The guidelines were reiterated in May 2003, January 2004, March 2005 
and December 2005. 

' 
Test check in Audit revealed (May 2005) that the operating offices under the Kolkata 
Regional Office-I did not follow the stipulated underwriting norms. The proposal forms 
neither contained information about past claim experience nor a declaration that 
misrepresentation or suppres ion of the material information would render the policy 
void ab initio. Notwithstanding this, the operating offices continued to renew the existing 
policies as well as issued fresh fire insurance policies to Jute Mills without exercising due 
diligence. 

10.1.2.J Issue of new policies without obtaining information 011 past claim ratio 
experience 

Divisional offices (DOs) Y, VII , and XI accepted (2005-06) fresh proposal of fire risk of 
Hastings Jute Mills, Wellington Jute Mills and Jute Mills of Champdani Industries 
Limited at Rishra and Chowdwar without ascertaining their past claim experience in 
violation of the risk evaluation practices. The above three DOs suffered losse of 
Rs.37.29 lakh, Rs.42.49 lakh and Rs.422.29 lakh respectively on these policies. The 
claim ratio in respect of these policies was 554 per cellt (Hastings Jute Mills), 369 per 
cent (Wellington Jute Mills) and 12, 122 per cent (Jute Mills of Champdani Industries 
Limited at Rishra and Chowdwar). 
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10.1.2.2 Renewal of policies despite high claim ratio in previous years 

DO-XX accepted (2004-05) the new n'>k ol Agarpara Jute Mill\ without obtaining 
information in respect of the lla11n expenence from the earlier 111...,urer i.e. Di\ is1onal 
Office-VII or the Compan) \\hich had .... urkrcd continuous los-. on the pol icy with an 
average 111curred claim ratio of 304 per ant from 1998-99 to 2003-04 DO-XX suffered a 
loss or R'>.119.28 lakh (claim ratio 1.364 per cc11n on the renewed policy. In the case or 
Baranagore Jute Mills, despite a claim experience of 473 per cent on the policy of 2003-
04, DO-XX renewed the policy for 2004-05 and incurred a loss of R1.,.83.29 lakh (claim 
ratio 1.238 per ce111). The policy of Naihat1 Jute Mills was also renewed for 2004-05 
despite an average claim ratio of 23 1 per < e11t for the policies of 2002-03 and 2003-04. 
The los'> 1ncum:d on thi'> polic) wa-. R..., 16.96 lakh (claim ratio 284 per cent). While 
renev.111g these policie .... the DO did not load thc prcm1um in viev. of the carlier a<l\ er1.,c 
cla1m1., experience. 

Thu1.,, in 'Pite or regular in,tructiom. issued 'ince 2003 by Koll-ata Regional Office-I 
regarding prudent undern rit111g norms and los.., control measures. its DOs did not exercise 
due diligence and caution at the time or undernriting the fire ri'>i- or Jute Mills \\hich 
\\ere prone to a high probabilit) of loss. As or :\larch 2006. the Compan) had paid cla1m'> 
of Rs.20.53 lakh and outstand111g claims 'itontl ac R-..7.55 cron: aga111'>t total realisation of 
prerrnum of Rs.53.44 lakh for policy period 2004 05 and 2005-06 Ill re..,pect of the above 
stated policies. This resulted 111 a loss of R .... 7 .22 crorc due to underwriting the high risk 
fire im.urance of Jute Mill., in disregard of extant instructions. 

The \1anagement stated ( Augu'>t 2006) that ad\'crsc claim experience v.ould be an-e.,ted 
b) 'itrictl) following the prudent underwriting norm-. and periodical inspection of the 
milt... for rnmpliance or the loss control mea-.urc-. Ill future. 

The matter was reported to the Ministl) in October 2006: reply Mis awaited (January 
2007). 

ffhe New India Assurance Company Limited! 

10.2.1 Short collectio11 of premium 

The Company deviated from the instructions for computing the premium 
chargeable on the Group Floater Mediclaim policy issued to Mis. Wipro 
Technologies Limited for 2003-04 and it did not load the premium in terms of 
Memorandum of Understanding at the time of renewal of the policy for 200.t-05. 
These deviations resulted in under recO\er~ of premium of Rs. 6.92 crore. ___ ~ 

A Dl\1sional Office (00) of The New India A-. ... urance Company Limi ted (Company) at 
Bangalore entered (September 2003) into an MOU with M/s. Wipro Technologies 
Limited (Wipro) for three )ears setting out the terms and condition~ of the Group Floater 
Mediclaim policy covering employees and thcir dependent!-.. As per the terms and 
condition' of the policy, the claim., experience ""as to be revic~ed at the end of the 
polic) penod and if found ro exceed 90 per cent. the premium wa-.. to be loaded to bring 
dO\\ n the claim ratio to 90 per c e111. 
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Scrutiny in Audit (April 2004) revealed that while computing lhe premium chargeable the 
Company deviated from its circular of January 200 I and Technical Manual as detailed 
below: 

(i) Instead of charging family floater at 10 per cent for each member of the family, 
an ad hoc loading of five per cent w~ done. 

(ii) For deletion of domiciliary Lreatment, a discount of 20 per cent was allowed 
instead of 10 per cent. 

(iii) In the policy, the basic premium applicable to the lowest age band was charged. 
Allowing a further 48 per cent discount for age profile was clearly not in order. 

(iv) For maternity benefit extension, a loading of five per cent was applied instead of 
the stipulated 10 per cent. 

These deviations resulted in a concession of Rs.2.94 crore in premium being extended to 
Wipro. The DO issued the policy for 2003-04 after collecting a premium of Rs.2.02 crore 
against which claims amounting to Rs.5.40 crore were settled. The policy was renewed 
further for the period 2004-05. Audit scrutiny (June 2006) revealed that claim experience 
for 2003-04 was 267 per cent, which required suitable loading of the premium for 2004-
05 to bring down the claim ratio to 90 per cent as per the terms and cond itions of the 
MOU. However, the Company collected premium of Rs.4.26 crore against the premium 
of Rs.8.24 crore chargeable in view of the claim ratio exceeding the prescribed limit. Not 
imposing the condition of the MOU resulted in under recovery of Rs.3.98 crore. 

The Management while confinning the facts and figures stated (April 2006) that nonnally 
such deviations were not pennitted and added lhat retention of a client such as Wipro was 
paramount. The Management further stated (June 2006) that the client did not agree to 
the loading applicable under the MOU for renewal of the policy for 2004-05 and the 
Head Office had considered all aspects including c laims, client's future potential and 
anticipation of reduction in claims due to introduction of claim control measures. Such 
measures included restrictions of claims under maternity benefit, the limit of room rent 
brought down and parents of the insured in the group were issued separate nonnal group 
mediclaim policy while approving the renewal for 2004-05. 

The reply was not tenable as at the time of issue of the policy the Company did not have 
any other business of the client. Suitable loading of the premium to bring down the claim 
ratio was the claim control measure incorporated in the MOU. Further, the policy was not 
renewed for 2005-06 on review of the claim profile for the earlier years. 

Thus, deviations from the Company's instructions and non-compliance of the tenns and 
conditions of MOU resulted in under recovery of premium of Rs.6.92 crore. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 
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10.2.2 A voidable expenditure due to delay in shifting to own building 

Due to delay in shifting the office lo its O\rn building at Surat, the Compan) 
incurred an avoidable expenditure of Rs.90.64 lakh on rent and taxes during the 
.l!eriod May 2004 to June 2006. 

The Regional Office (RO) of The New India A-.-,urancc Company Lim ited (Compan;) at 
Surat was functioning from rented premises admeasuring 7.1 10 square feet. Considering 
the heavy outgo on rent, the BOD approved (December 2003) purchase of premises for 
the RO at first floor, Tirupati Plaza. Surat with a carpet area of 7 .395 square feet at a cost 
of Rs.2.09 crore . According!;. the Com pan; purchased the premises and took possession 
on 17 February 2004. 

The purchase proposal did not envisage requirement of interior work before occupation 
However. after one year from purchase of the premises, a proposal wa-. made (Februar; 
2005) to furnish an area of 5. 900 square feet v. hi ch was deferred h; the BOD In 
September 2005, Head office of the Compan; \\.hi le intimating the BOD's deci-;ion 
directed the RO to shift some of the departmenh to the new premises. Accordingly, five 
departments were shifted (October 2005) to occupy an area of 2.000 square feet and 
rented area of 2, I 00 square feet was surrendered (October 2005). The remaining 
departments continued to function from the rented premises. On the matter being taken 
up in Audit in February 2006, all the departments shifted to the new premises in June 
2006. The remainjng area of rented premise-; was su1Tendered 01130 June 2006. 

Thus, despite acquiring its own building in February 2004, the same was not put to fu ll 
use till June 2006 while the Company incurred an avoidable expenditure of Rs.90.64 lakh 
on rent and taxes of the rented premises during the period May 200-l to June 2006. 

The Management stated (June 2006) that the proposal for interior work was deferred ti ll 
September 2005 due to the possibil ity of restructuring of offices in western region. 

The matter was reported to the Ministry in September 2006~ reply was awaited (January 
2007). 

tfhe-Oriental Insurance Company Limited! 

10.3.J Loss of Rs.3.27 crore due to undercharge of premium 

The Oriental Insurance Company Limited incurred a loss of revenue of Rs.3.27 
crore in underwriting a Group Personal Accident Policy due to under loading of 
the premium during the period June 2002 to May 2005. 

~~~~~~~~~~ 

As per General Insurance Public Sector As'iociation (GIPSA) guidelines (June 200 I). the 
rate of the premium quoted were to be suitabl; loaded on claim experience of each year 
so as to bring the incurred claim ratio to 70 per ce/lf in case of tariffed and non tariffed 
portfolios. However, Oriental Insurance Company Limited (Company) did not frame any 
specific guidelines in this regard. Siliguri Divisional Office (DO) of the Company issued 
a Group Personal Accident (GPA) Policy in June 2002 in favour of M/s. Jaiprakash 
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Industries Limited"' including its associate companies, contractors and sub-contractors 
engaged in different locations, for the period 1 June 2002 to 31 Ma) 2003. The premium 
wa ... fixed at a flat rate of R .... o 25 per mille and a sum of Rs.63.41 lakh was received b} 
the Company. The polic) was further renewed for the years ended 31 Ma) 2004 and 31 
May 2005. 

It was observed in Audit (January 2004) that the incuITed claim ratio in respect of the 
above policy was 423.5 per cent in the first year. At the ti me of renewal of the policy, the 
instructions of GIPSA were not adhered to and the premium wa loaded only by 80 per 
cellf. Similarly, in the second year the claim ratio was 419.22 per cellf and at the time of 
sub.,equent renewal the loading was only 100 per cent. The Head Office of the Compan). 
at the time of examining the renewal proposal for the year 2004-05. observed (September 
200-l) that the premium should be loaded in such a way that the incurred claim ratio is 
maintained at 90 per cel/1. However, the DO did not take any action on this directive and 
the policy was allowed to cont111ue without suitable loading. The incurred claim ratio in 
re<,pect of the third year was 364.22 per cent and the policy was not renewed further. 
Even if the most consel'\ ati\ e view wa taken to load the premium to safeguard the 
financial interests of the Company and maintain a minimum level of profitability in the 
portfolio. the DO should have loaded the premium at the time of the renewals to maintain 
the claim experience at 90 per cent. Failure to load the premium appropriately resulted in 
undercharge of premium by Rs.1.64 crore and Rs.1.63 crore in the second and the third 
year respectively and there was a loss of revenue of Rs.3.27 crore. Further analysis of the 
portfolio in Audit revealed that against the total premium of Rs.2.88 crorc collected in 
three years of coverage. the Company paid claims of Rs.12 .60 crore and incurred loss of 
Rs.9. 72 crore. Appropriate loading of the premium on renewals in the second and the 
third year would have reduced the loss by Rs.3.27 crore. 

The Management stated (May 2006) that overall claim experience with the insured was 
less than 90 per cent. The Management's contention was not tenable in view of its Head 
Office instructions issued to the Regional Office in January 2005 on maintaining the 
claim ratio at 90 per cent in each policy individually. 

The matter was reported to the Ministry in November 2006: reply was awaited (January 
2007). 

I 0.3.2 Loss due to undercharge of premium 

m
e Company undercharged premium by Rs.J.82 crore under its Group Mediclaim 

olicy issued to the Godrej Group of Companies due to not loading premium based 
their previous adverse claims ratio. 

The prospectus on Group Mediclaim ln-.urance Policy is ued b) the Company. illfer alia. 
pro\ ides that the total premium payable at the time of renewal of the group policy will be 
loaded at the prescribed cale depending upon the incurred claims ratio for the entire 
group for the preceding three completed year excluding the year immediately preceding 
the date of renewal. 

•Renamed as Jaiprakash Associates J.imited 
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The Godrej Group of Companie' (Insured) approached (Augu't 2005) the Compan) for 
Group Mediclaim Policy CO\er for their emplo)CC<; for the )Car 2005-06. Diw11onal 
Office 21. Mumbai issued the Group Mcd1claim Policy to the Insured covering an 
aggregate of 8.871 employee' for the pcnod from 6 August 2005 to 5 August 2006 and 
col lected a total premium of R'>.5.27 crore (including service tax). The policy included 
the co\erage of floater'"'. pre-existing ailmeni.... chi ldren and dependent parents ot the 
employees (i rrespecti ve of their age) and po-;t reti rement medical benefics. if opted for by 
the employee. 

It was observed in Audie in December 2005 that while compucing the premium at the 
rime of issuing the polic). the Company had loaded the premium by 85 per cent in-;tead 
of applicable 150 per cem based on actual claims ratio during the policy years 2001-02 to 
2003-0.i • re<;ulting in under charge of pre nu um b) Rs.1.82 crore. Further. approval of the 
competent authority for inadequate loading of premium was not on record/made m ail,1ble 
to Audit. 

ln response. the Regional Office. Mumbai ..,lated in June 2006 chat loading under the 
policy was restricted to 85 per cent only in order to secure other profitable busine~s 1 i::. 
fire. engineering and miscellaneous from the Insured. 

Reply of the Management was not tenable a-. fire and engineeri ng bu-,iness were tariff 
business and cross subsidisati on thereof defeats the very purpose of prescribing tariff. 
Further. issue of policy in violation of the terms of prospectus wi thout approval of the 
competent authority reflects on the effie<lC) of the internal control mechanism of the 
Compan). 

The matter was reported to the M 111istry in O\ ember 2006: reply wa'.'> awaited (January 
2007). 

10.3.3 U11derchargillg of premium u11der Group .Wediclaim policy 

l
Disregarding the scale prescribed in the prospectus for the Group Mediclaim 
Insurance Policy, the Company did not load the premium based on previous adverse 
claim ratio and allowed exc.ess discounts to Dell Computers India Private Limited I 
resulting in underchar&e of premium by R'i.l.28 crore. 

The prospectus for Group Mediclaim Insurance Policy issued by The Oriental Insurance 
Company Limited (Company), inter alia. pre..,cribed a di scounc of I 0 per cent if the 
number of persons under the poli cy ranged between 2,00 I and I 0.000. The premium 
wou ld be loaded by 25 per cent if Lhc chum rallo for the preceding three completed year' 
or such shorter period as the case may be but exc luding the year immediately preccd111g 

.. Tiu sum insured of each employee could be arniled of by any of the family memben 11pto three either 
individually or collectively. 

• During 1999-00 to 2002·03, the lusured had obtained Group Medic/aim Policies from United India 
111.mrance Company Limited (UIJCJ. /11 2003-fJ.I, when l /JC proposed enhancement of the premium 
d11e to high incidence of their pa~t claim experience ( 222.41 per cent of the premium charged), the 
Insured shifted the business to National Insurance Company Limited (N/CJ fo r the yean 2003-(J.I and 
200-1-05. When NIC proposed enhancement of the premium (claim experience 254 per cent). the 
Insured shifted to New India lnrnrance Company Umited. 
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Lhe dale of renewal, ranged belween 70 and 100 per cent. The loading of premium would 
be 55 per cent in case the claim ratio ranged between I 0 I and 125 per cent. 

The City Divisional Office. Mumbai renewed the Group Mediclaim Policy of Dell 
Computers India Private Limited on family floater basis for the period 7 November 2005 
to 6 November 2006 covering 8,397 employees for a sum insured of Rs. two lakh per 
family and realised a premium of Rs.2.32 crore • . 

While computing the premium, the Company allowed a group discount of 35 per cent as 
againsl 10 per cent applicable lo a group of 8.397 employees and loaded the premium by 
25 per cent on account of adverse claim ratio instead of applicable 55 per cefll for an 
adverse claim ratio of I 05.15 per cent for the three years from 2001-02 to 2003-04. This 
resulled in undercharge of premium b) Rs .1.28 crore • . 

The Management in reply staled (April 2006) that the claim loading was restricted to 25 
per cent in view of the application of sub limits for various benefits under the policy 
though it was marginal!) higher Lhan the maximum permissible ratio of 100 per cent for 
reslricling the loading to 25 per cent. Further, the group discounl allowed and the 
premium charged were 20 per cent and Rs.2.38 crore respectively while Audit had stated 
Lhesc as 35 per cent and Rs.2.32 crore respectively. 

Reply of the Management was not tenable as the Divisional Office violated the term. of 
the prospectus without the approval of the Head office. Further, the figures stated by the 
Management were from initial internal proposals while figures taken in Audit were from 
the policy finally issued by the Company. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

10.3.4 Short collection of premium 

Contrary to the provisions of all India tariff on Storage cum Erection insurance, the 
Company collected premium on increa e in the sum insured during the currency of 
the policy on pro-rata basis, resulting in short collection of premium by Rs.30.98 
lakh. 

According to the General Regulations of the All India Tariff on Storage cum Erection 
(SCE) policies, in case the sum insured under an SCE policy is increased during the 
policy period, the premium should be collected on the additional sum insured at 
applicable rates for the entire policy period and not on pro rata basis. 

The Divisional Office 7 of the Company at Mumbai issued (June 2005) an SCE Policy Lo 
Reliance Industries Limited (Insured) for their Hazira 3-PT A Plant with sum insured of 
Rs.446 crore covering the period I June 2005 lo 30 June 2006 at a premium of Rs.1.53 
crore•. In disregard of the General Regulations, al the Lime of issue of Lhe policy, the 

"lllcluding service tax 
•Amount recoverable Rs.3.60 crore less amount charged Rs.2.32 crore 
•Including service tax of Rs.14.20 lakh 
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Di\isional Office agreed (June 2005) to charge premium on an) rncrease rn the sum 
insured during the currenc) of the polic.y on pro rata basis. 

While the project was in progn!\s, the ln-.ured requested (October 2005) the Divi-.1onal 
Office for an increase in che sum insured hy Rs.275 crore from 2.f October 2005. 
Accordingly, an additional premium of Rs.55.90 lakh reckoned on pro rata basis was 
collected (October 2005) as against applicable premium of Rs. 86.87 lakh • . 

The decision of the Divisional Office to charge pro rata premium on the increase in sum 
insured during the policy period was in disregard of the General Regulations and resulted 
in short collection of premium of Rs.30.98 lakh • . 

The matter was reported to the Management and the Ministry in Ma) 2006 and October 
2006 re'>pectively; replies were awaited (January 2007). 

!United India Insurance Company Limited! 

10.4.l Loss due to charging lower premium 

The Company suffered a loss of premium of Rs.3.84 crore due to application of 
incorrect tariff rate on the policies issued to Indian Oil Corporation Limited during 
Au ust 2003 to Ma 2005. 

All India Fire Tariff (Tariff} prescribed a rate of Rs.4.50 per mi/le" with effect from 
March 200 1 for insuring Liquifted Gas Bottling Plants. The rate '.'.as applicable to the 
entire insured propert) in the 1.,ame indu-.tnal compound including storage areas and 
offices. The Tariff also al lowed: 

(i) Claim\ experience discount for risks v .. ith -.um insured abo\e Rs.50 crore. 

(ii) Fire extinguishing appliance\ discount for protected blocks. 

(iii) Di::.count for Sprinkler installation. 

Thus, the premium was chargeable at a discounted net rate of Rs.3.21" per mi/le for 
location::. where total sum insured was more than Rs.50 crore and Rs.3.85"' per mi/le for 
other locations. 

A Delhi based Divisional office of the United India Insurance Company Limited 
(Compan)) issued seven standard lire and special perils policies and three endorsements 
to Indian Oil Corporation Limited during the period August 2003 to May 2005 for their 

'Including service tax of Rs.8.0-1 lakh 
" Including service tax of Rs.3. 16 lakh 
• Per thousand of sum insured 
' Rs. -1.5 per mi/le less fi11e per cent sprinkler discount less JO per cent fire extinguishing appliances 

discount and less 15 per cent claims experience di1cm111t 
• Rs. -1.5 per mi/le less fil'e per cent Iprink/er di1co1111t /en JO per cent fire exting11islting applia11ces 

discount 
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plant and machinery, office buildings. stocl-- of liquefied petroleum gas (LPG) and LPG 
C)linders at \arious LPG Bottling Plant'> ch<1rg111g the premium at lower rates ranging 
from Rs.0.227 per mille to Rs 3.375 per mi/le. Besides this. the Company also <lllowcd 
claims experience discount for location'> having sum insured of less than R'>.50 crorc. The 
Compan), thus, charged a premium of Rs.5 .71 crore in..,tead of Rs.9.55 crorc resulting in 
under recovery of Rs.3.84 crore. 

The Management stated (August 2006) that all assets including LPG bottling plants of 
Marketing Divisions of petroleum companies were underwritten under Petrochemical 
Risk and a special rate of R<,. I .50 plus 0.375 per mil/e was charged earlier and 
sub!-.equentl)' the pro\ isional rate of Rs.2.5 per mi/le as given b) the Tariff Ad\ i'>Ol) 
Committee was charged. The Management, howe\er. agreed that 'No claim discount· 
\\.as allowable only in respect of risks when the sum insured at a particular location 
exceeded Rs.SO crore. 

The reply was not tenable because the LPG botLling plant<; located outside the refinery 
premises were not petrochemical risk and were 'pecifically excluded from the scope of 
Petrochemical Tariff from March 200 I. Further the Company had not charged C\t!n the 
premium at the special or prO\ l\ional rates as stated in the repl). Instead a net di,counted 
rate rangi ng from Rs.0.227 per mi/le to Rs.3 .375 per mi/le depending on the asset 
covered in the policy was charged, which was in contravention of the prescribed tariff. 

Thus, due to application of incorrect rate and allowing inadmissible claim experience 
discount, the Company suffered a loss of premium of Rs.3.84 crore. 

The mailer was reported to the Ministry in NO\ ember 2006; reply was awaited (January 
2007). 

10...1.2 Under recovery of premium 

I The Company issued Group Mediclaim policy without adequate loading resulting 
under recovery of premium of Rs.1.66 crore. 

A Hyderabad based Di\ isional Office of the United India Insurance Company Limited 
(Company) had been issuing tai lormade mediclaim policies CO\ering emplo)ees of Dr. 
Reddy's Laboratories Limited (Insured) since 2000-0 l. During the period 2000-0 I to 
2003-04 the premium charged and claims paid amounted to Rs.5.03 crore and Rs. 12.44 
crorc respectively . For the year 2004-05 M/s. Bajaj Alli ance granted the mcdiclaim cover 
Lo the Insured for a premium of Rs.2.60 crore against which claims of Rs.5.20 crore were 
incurred. The Insured requested (August 2005) the Company to coa~i-Oer renewal of the 
poliC) for 2005-06 at a premium of Rs.3 .90 crore (including ser\ice tax) ""ith an 
asc.,urance that other policies \.\.OU Id be placed v. ith the Company for a co-in-.urancc !-.hare 
of 40 per cent wherein total premium 1molve<l would he around Rs.12 crore per year. 
The competent authorit) approved the proposal based on the assurance that the Insured 
would give a substantial share of other profitable portfolio. The polic) was rencv.c<l for 
2005-06 for a premium of Rs.3.90 crore. 

It was observed in Audit (April 2006) that while the Company's circular of March 2005 
stipulated that tailonnadc mediclaim policie'i could be issued to corporates with other 
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profitable portfolios. the O\erall portfolio of the insured was generating losses through 
the years 2000-01 to 2003-04. The claims experience against the mediclaim policy for the 
calculation of premium for 2005-06 worl<..ed out to 250 per cenr. Based on this claim 
experience ratio, the applicable loading \\as 150 per cenr at which the premium 
chargeable was Rs.6.50 crore. Therefore. in order to ensure sustainability of the cover, 
the Company should have issued the polic) for a minimum premium of Rs .5.20 crore 
being the claims incurred for the period 2004-05. Failure to do so resulted in under 
recovery of premium of Rs.1.66 crore. 

The Management stated (September 2006) that the Group Mediclaim policy was issued 
based on the assurance that the Insured would place 40 per cenr co-insurance share in 
their other business. Though business worth Rs.1.39 crore under fire insurance was 
placed with the Company, the commitment made at the time of issue of pol icy for 2005-
06 was not fulfilled. The Ministry stated (January 2007) that the Company prudently 
decided not to accept the unprofitable marine. motor and miscellaneous cover and took 
conscious decision not to renew the polic) for 2006-07 in view of the high claim ratio. 

JOA.3 Loss on settlement of inadmissible claim 

[ The Company settled an inadmissible claim resulting in loss of Rs.47.87 lakh. ~ 

A Ranchi based Divisional Office of the United India Insurance Company Limited 
(Company) issued a Machinery Breakdown Policy (MBP) and Loss of Profit Policy 
(LOP) to Mis. Bihar Caustic and Chemicals Limited, Jharkhand (Insured) for risk period 
August 200 I to August 2002. The Company <.,ettled a material damage claim under the 
MBP and a consequential loss of profit claim under the LOP in August 2002 and June 
2003 for Rs. 1.79 lakh and Rs.47.87 lakh respectively. The loss of profit claimed 
represented the loss in inter unit transfer of power because of break dov;a in generation. 

The Turbo Generator and Static Exciter of the Captive Power Plant of the Insured broke 
down on 7 March 2002 due to accidental damage. It was observed in Audit (July 
2003/February 2005) that while the claim of material damage was covered in the MBP. 
the claim of loss of profit was not covered under LOP in view of the following: 

(i) There was no loss of production of caustic soda during the break down period. 

(ii) During the break down period the insured was drawing banked power from the 
Jharkhand State Electricity Board (JSEB) grid for which it did not incur any extra 
cost. 

(iii) The insurance cover was for loss of profit of the business of manufacture of 
Caustic soda and not for loss of profit on generation of power. Generation of 
power from capti\e power plant was for running the main plant. Financial 
statements of the insured also did not show profit from power generation 
separately. 

Thus. b) making payment towards settlement of inadmissible claim. the Company 
suffered loss to the extent of Rs.4 7 .87 lakh. 
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The Management, while accepting the fac ts, stated (December 2005) that there was no 
loss of production during the interruption period and the consequential loss of profit 
claim was limited to the extent of loss of generation of power from captive power plant 
only. The reply was not acceptable since the Company did not incur any additional 
expendi ture in drawing power fro m JSEB and profit in inter unit transfers were only 
notional profits. 

The matter was reported to the Ministry in September 2006; reply was awai ted (January 
2007). 

10.4.4 Short collection of premium 

The Company issued fire policies in violation of provisions of All India Fire Tariff 
which resulted in short collection of remium amountin to Rs.29.74 lakh. 

A Tenkasi based branch of the United India lnsurance Company Limited (Company) 
issued fire policies to various clients covering stock of logs/timber etc. stored in the open 
charging premium at the rate of Rs.2.50 per mille•. It was observed in Audit (March 
2005) that as per All India Fire Tariff (tariff), logs/timber stored in the open attracted 
premium at the rate of Rs. six per mi lie. Failure to collect premium at the prescribed rate 
resulted in under recovery of premium of Rs.29.74 lakh on the policies issued during the 
period 200 I to 2004. 

In reply, the Company stated that it had represented (June 2006) to the TAC for 
reconsideration of the classification of timber logs as hazardous goods based on the 
technical infonnation about the fi re resistant inherent properties of unhewn tim ber logs. 
The TAC did not agree (October 2006) to the change in classification. 

The reply was not tenable as the Company did not charge the applicable rate and the TAC 
had also not agreed to change the classification (October 2006). Thus, non-collection of 
premium at the prescribed rate in violation of tariff resulted in under recovery of Rs.29.74 
lakh. 

The matter was reported to the Min istry in November 2006; reply was awaited (January 
2007). 

•Per thousand of sum insured 
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United India Insurance Company Limited and The Oriental Insurance 
Com an Limited 

10.5.J Undercharge of premium of Rs.2.85 crore 

United India Insurance Company Limited issued one fire policy cover ing various 
assel<i of 16 LPG bottling plants and stocks of petroleum products at different 
locations in Eastern Region to Indian Oil Corporation Limited for the period from 
August 2002 to July 2003 and renewed it for another year. The premium was 
charged at rates lower than the tariff and inadmissible discounts were allowed. 
Thereafter the business shifted to the Oriental Insurance Company Limited on 
similar terms and conditions for the year 2004-05. As a result, these Companies 

Lsuffered loss of Rs.2.85 crore in three years. 

All India Fire Tariff (Tariff) pre<;cribed a rate of Rs.4.50 per mille with effect from March 
200 I for underwriting the risk of Liquified Gas Bottling Plants. The TAC advised 
(August 200 I) Insurance Companies to charge the provisional rate of Rs.2.50 per mi Ile 
for Standard Fire and Special Perils policy in respect of petroleum risks of LPG bottl ing 
plants located within the refinery and bulk products. Discount and agency commission 
were, however, not allowed on this rate. For separate items of stores, different rates of 
premium were prescribed. A Kolkata based Divisional Office VIII (DO) of United India 
Insurance Company Limited (UIICL) issued a fire policy to Indian Oil Corporation 
Limi ted (IOCL) for the period August 2002 to July 2003 covering various assets of 16 
LPG bottling plants and stocks of petroleum products at various locations in Eastern 
Region at a <,um imured of Rs.1929.38 crore. The policy covered the risk of Storm, 
Tempest, Flood and Inundation (STFI) and Ten-orism in all locations. The risk of 
Earthquake. Fire and Shock (EFS) was also co,·ercd in selected l ocatio11~. The policy was 
renewed for a further period of one year at a sum insured of Rs.2027 .16 crore. 

Audit scrutiny revealed (March 2003) that the DO of UIICL applit>d lower rates• of 
premium and allowed inadmissible discounts during 2002-03 and continued to apply the 
same rates in 2003-04. Further. the Compan1 charged lower rate for Terrorism Cover. It 
\.\a!'. also noticed (February 2005) that TAC had advised (March 2004) charging of 
Rs.4.50 per mille and allow special discount at the rate of five per cent in respect of six 
LPG bottling plants located outside refinery complex. Head Office of UIICL instructed 
its Regional office to collect the shortfall in the premium. However, the DO nei ther 
cancelled the policy nor adjusted the differential amount at the time of refund of Rs.74.34 
lakh made to the insured on stock declaration basis in December 2004 and December 
2005. Thus, due to application of lower rates of premium than prescribed under tariff, 
UllCL undercharged a premium of Rs.60.73 lakh. 

lt was further observed in Audit (October 2004) that the policy cover was shifted by 
IOCL to Oriental Insurance Compan1 Limited (01CL). Kolkata DOV of OICL issued 
the Policy. on similar lines. at a sum in!'.ured of Rs. 2.704.95 crore as the lead insurer with 
60 per cent share for the period August 2004 to July 2005. Remaining 40 per cent share 

•For bulk products -Fire and terrorism (Rs.1.96 per mi/le) and EFS (Re.0. 10 to 1.00 per mi/le) 
For bottling plallts- Fire, EFS and terrorism (Rs.3. 7-1 per mi/le to Rs.4.08 per mi/le) 
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was retained by UIICL. The policy covered risk of STFI (Storm, Tempest, Flood and 
Inundation) in all cases and earthquake and terrorism in a few. 

It was noticed in Audit (October 2004) that OICL charged a premium rate of Rs. two per 
mille in respect of petroleum products and LPG cylinders and allowed Fire Extinguishing 
Appliances (FEA) I No claim discount in contravention of the directive!-. of the TAC. 
Thus, due to undercharge of premium there was a loss of Rs.2.24 crore. 

The Management stated (June 2006) that the premium was charged on the basis of the 
tariff and as per terms and conditions of the previous policy issued by UIJCL. The 
Management's contention that premium was charged as per rate prescribed by the TAC 
was not correct because the rates charged and discounts allowed were in contravention of 
the prescribed tariff. 

Thus, UIICL and OICL suffered Joss of Rs.2.85 crore during 2002-03 to 2004-05 on the 
policies i ued to IOCL due to undercharge of premium. 

The matter was reported to the Ministry in No'vember 2006; reply was awaited (January 
2007). 
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CHAPTER XI: DEPARTMENT OF BEA VY INDUSTRIES 

!Bharat Heavy Electricals Lirnite~ 

I I.I.I Delay i11 taking decision to replace captive power station 

The Company took 36 months in deciding to replace the existing captive power 
station with a DG set As a result, it incurred extra expenditure of Rs.14.77 crore on 
account of higher cost of in-house generation of power for the years 2003-04 and 
2004-05. 

Power supply to Hardv.ar unit (Unit) of Bharat Heav} Electricals Limited (Com pan}) 
was mainly from the grid of Uttaranchal State. The Unit also had a captive Thermal 
Power Station (TPS) of 12 MW rated capacit} with the primary objective of supplying 
process steam to the various production <;hops and the producer gas plant. The rest of the 
steam was u ed for power generation. 

As the TPS. installed in 1969, required a maJOr reconditioning and the cost of power 
generation by TPS was much higher than the tariff rate of power from Uttaranchal Power 
Corporation Limited (UPCL). the Unit initiated a proposal (March 2002) to replace TPS 
with a six MW Die<;el Generator (DG) set at an e<.timated cost of Rs.18 crore to fulfil 
emergency power requirements 111 case of grid failure. After getting some clarifications 
from the Unit. the Corporate Office of the Com pan} advised (September 2002) the Unit 
to reformulate the proposal co~sic.lering other option'>. 

It was observed in Audit (January 2006) that the Unit took 22 months in finali sing the 
proposal and submitted the final proposal for installation of a six MW DG set in July 
2004. This was despite the fact that after formation of Uttaranchal State. the tariff started 
decreasing sharply (from Rs.5 .33 per KWH in 2001-02 to Rs.2.86 per KWH in 2004-05) 
and the extra cost of continuing with the TPS v.as increasing. The Company approved the 
proposal in April 2005 and placed the order for procurement of DG set at a price of 
Rs.18.85 crore on its Bhopal unit in September 2005. 

Thus, the Company took a period of 36 months in deciding the replacement of the 
existing TPS with DG set and incurred avoidable expenditure of Rs. l--l.77 crore • during 
the years 2003-0--l and 2DO..i-05 on account of higher cost of in-house generation of 
power. 

The Management stated (September 2006) that the decision to replace the existing TPS 
with DG set was a managerial decision and various alternatives/options were considered 
from time to time to evolve the most economical and reltable source of power. The option 

• Difference between the cost of generation from TPS and the tariff payable to UPCL for the energy 
generated by TPS during the years 2003-04 and 200./-05, without co11sideri11g tile cost of ge11eratio11 
from DG set. 
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of modernisation vis-a-vis closure of TPS was also deliberated. All this process took 
some time. The Ministry replied (January 2007) that it was a techno-economic deci . ion 
which required time for evaluating and considering various option . They added that the 
high cost of power generation from the exi ting TPS had never been a major criterion for 
the investment and that the expenditure on captive power source was essential to ensure 
reliable and uninterrupted source of power. 

The reply was not acceptable on account of the following: 

(i) The Company took as long as 36 months in finalising the proposal, though the 
capacity to manufacture the DG set existed within the Company itself. 

(ii) The cost of power generation by TPS was higher than the tariff charged by 
UPCL, as acknowledged by the Ministry itself. Further, the capital 
investment proposal (March 2002) for the DG et clearly stated that the 
renovation of the existing TPS was not economical at all '>ince generation 
from TPS had to be kept more or less uniform throughout a day and surplus 
electricity would have to be transferred to the grid at a cheaper rate at which 
UPCL was buying power from the national grid. 

(iii) The uninterrupted upply of power could have been ensured even by in'>talling 
a DG set, which can be put 'on' or 'off as per requirement. 

11.1.2 Excess payment due to incorrect regulation of leave encashme11t 

The Company made excess payment of Rs.13.94 crore due to adoption of 26 days as 
a month instead of 30 days for computation of encashment of leave. __ _J 

As per instructions is ued in April 1987 by the DPE, any indi vidual public enterprise, 
with the approval of BOD, may frame leave rules for its employees keeping in view the 
broad parameters of the policy guidelines laid down in this regard by the Government. 

Bharat Heavy Electricals Limited (Company) had a scheme of allowing encashment of 
earned leave to their employees. In January 2004, the Company decided to adopt 26 days 
as a month for computation of encashment of leave, though no Government guidelines 
exi ted for such action. As a result, the Company made excess payment of Rs.13.94 crore 
to its employees towards enca hment of leave during the period from 24 January 2004 to 
31 August 2006. 

The Management stated (August 2006) that the decision to adopt 26 days was based on a 
legal opinion obtained from Additional Solicitor General and that DPE's letter dated 2 
May 2006 was addressed to the Department of Defence Production. They added that 
according to DPE's clarification, a month was to be taken to comprise 30 days unless 
specifically indicated otherwise for the purpo e of encashment of leave, which meant that 
a month may be taken to consist of as many days as may be specifically indicated. 

The reply was not acceptable as DPE clarification of September 2005/May 2006 clearly 
stated that a month was to be taken to consist of 30 days for the purpose of encashment of 
leave and no Government guidelines existed for adoption of 26 days instead of 30 days as 
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a month for encashment of leave. OPE, being the nodal Department for the Central Public 
Sector Enterprises (CPSEs). is ues guidelines/instructions on various matters, which are 
applicable to all CPSEs; the legal opinion wa'> taken by the Company before DPEs 
clarification ibid. 

Thus. the decision to adopt 26 days a month for computation of leave encashment was 
irregular and resulted in an extra expenditure of Rs.13.94 crore till August 2006. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 

2007). 
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(..._ ____ c_HA_P_T_E_R_XI_I_=_D_E_P_A_R_TME--N-T_O_F_MINE __ s ___ ___,] 

!National Aluminium Company Limited! 

12.1.1 Investment in commercially unproven technology 

Owing to omission on the part of the Company to ascertain the commercial viability 
of the new technology, the expenditure of Rs.2.63 crore incurred in acquiring it was 
not productively utilised. 

A Nickel Technology Proving Plant (Nickel-TPP) for production of basic nickel 
carbonate from Chromite Overburden (COB) was installed (September 1999) in the 
premises of the Regional Re earch Laboratory, Bhubaneswar jointly by Hindustan Zinc 
Limited (HZL) and the Council of Scientific and Industrial Research (CSIR) at a cost of 
Rs. I 0.50 crore on equal sharing basis. The nickel carbonate was to be processed into 
nickel oxide to facilitate extraction of nickel metal. 

In view of the proposed disinvestment of HZL, the Ministry of Mines, the GOI directed 
HZL (October 200 I) to assign the patent right of the technology for extraction of nickel 
from COB to National Aluminium Company Limited (Company). It also directed the 
Company to set up a nickel extraction plant for which tech no economic feasibility report 
(TEFR) was to be prepared. 

The Company accepted the pr-0posal without expressing any reservation about its 
viability to the Ministry and entered (December 2002) into an agreement with HZL for 
acquiring patent rights of the know how package including right for Nickel-TPP and 
paid Rs.5 .25 crore (50 per cent of the cost of TPP) to HZL in August 2003. National 
Mineral Development Corporation Limited (NMDC) also joined (November 2005) the 
project and reimbursed Rs.2.62 crore + to the Company. 

It was observed in Audit (March 2006) that while acquiring the project the Company was 
aware that for commercial production of nickel, nickel carbonate was to be processed into 
nickel oxide for which the technology was to be procured. The TEFR for this project was 
also to be prepared to ascertain the commercial viability and judge the effectiveness of 
the technology. Economic viability of the nickel plant also depended on gainful treatment 
of residues generated during nickel production for iron extraction. For this also a 
feasibility study for application of ROMELT technology was required. The Company, 
however, had not prepared the TEFR (September 2006) even after three years of 
acquiring the technology. Thus, due to delays in ascertaining the commercial viability of 
the new technology and completing the nickel extraction process the expenditure incurred 
in acquiring the technology remained unproductive. 

The Ministry while accepting the fact stated (December 2006) that NALCO, NMDC and 
RRL had agreed in principle to go ahead with the preparation of the techno economic 

• 50 per cent of the amount paid to HZL 
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feasibility report for establishing a commercial scale plant for extraction of nickel from 
Chromite overburden. RRL had furnished a draft 'invitation for global expression of 
interest' for preparation of the techno economit: feasibility report which was under 
finalisation. 
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CHAPTER XITI: MINISTRY OF PETROLEUM AND NATURAL 
GAS 

!Balmer Lawrie and Company Limited! 

13.1./ Loss of Rs.2.61 crore 

B;imer Lawrie and Company Limited stood guarantor for a loan taken by Balmer I 
Lawrie Freight Containers Limited and suffered a loss of Rs.2.61 crore in addition 
to being burdened with an undischarged liability of Rs.19.32 crore. 

Balmer Lawrie Freight Containers Limited. (BLFC), a joint venture company of Balmer 
Lawrie and Company Limited (BL) was incorporated in November 1994, started 
commerc ial production in September 1995 and was incurring losses since inception. The 
net worth of BLFC was totally eroded during the year 1998-99 and it was declared a 
·sick Industrial Company' by BIFR in October 2000. The Management attributed the 
financial non-perfomiance to the progressively difficult business environment and 
declining demand for the Company's main product. The position was not likely to 
improve in the near future. 

In March 2000, BLFC applied for a soft loan of Rs.45 crore from the Oil Industry 
De\elopment Board (OIDB) for design and development of new products and retirement 
of costly loans including loans from BL. OIDB sanctioned the loan, subject to the 
condition that the a<;sets of the BLFC should be pari passu hypothecated (first charge 
basis) in favour of OlDB and BL would stand guarantor for timely repayment of 
loan/interest till the h)pothecation was done. BL stood guarantee (Apri l 2000) for the 
loan. 

BLFC drew Rs.27.05 crore (April 2000) from OIDB. The loan was mainly utilised in 
repayment of loan of Rs.16.94 crore due to BL and Rs.8.87 crore in development of new 
products. The name of BLFC was changed to Indian Marine Freight Containers 
Manufacturing Limited (IMFCML) in February 2002. IMFCML fai led to repay the 
interest as well as the loan instalments as it was unable to generate funds on its own. 
TMFCML went into liquidation in March 2003 and the official liquidator took possession 
of its assets for their disposal. The process of liquidation was not yet complete (July 
2006). As guarantor of the loan, BL paid Rs. 19.55 crore ... in partial repayment of 
principal and interest to OIDB, resulting in additional payment of Rs.2.6 1 crore • till date 
(September 2006). BL would also have to pay Rs. 19.32 crore • towards the balance of 
principal and intere t thereon till the loan i repaid. 

• Pri11cipal Rs. 7.73 crore plus interest Rs. l 1.32 crore plus 0.50 crore = Rs.19.55 crore 
•Rs. 19.55 crore minus Rs. 16.94 crore repayment of loan to BL 
"Rs.27.05 crore minus Rs.7.73 crore = Rs. 19.32 crore 
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The Ministry -;tated (January 2007) that the) thought that the con lamer manufacturing 
industf) v.ould face a shak.e out follcrne<l b) con-,oltdation and hence suni\al for a fev. 
more years \\as required at that point ot 111nc \ccordmgly. -,a1 isfied with the merit of the 
proposal for re\i\al of IMFCML. the; had approached 0108 for financial assistance. It 
was also stated that the Compan) being the promoter had tried its best for revival of 
IMFCML h) pnn iding corporate guar.inteL to en ... ure relca..,e of fund.., b) 0108 to 
IMFCML. 

\1inistr) ·..,contention was not tenable <.1" BL \\ "" well av.:are that the h; pothecation of the 
asseh of 11\lFCML could not he made a-, 11 h.1d .ti read) been h) pothecated again-.t 
secured loan taken from bank1.,. Standing guarantee for a loan to IM FCML in such a 
-.ituation particular!) when BL had no legal ohltgat1on for the re\ i\al of IMFCM!... v.<1.., 

not a financial!) prudent deci.,10n. 

Thi'> resulted Ill a los.., of R-..2.61 cron: in d1-.charge of its liabilit;. 111 addition to an 
undischarged liab1ltt) of R-. 19.32 Lrore on the b.tl,1nce. 

lchennai Petroleum Corporation Limited! 

13.2.1 Extra expenditure 011 procurement of Hydrochloric Acid 

Improper estimation and inabilit) to enforce contracted terms resulted in extra j 
ex enditure of Rs.82.70 lakh. _ ____ _J 

Chennai Petroleum Corporation Limited (Compan) I uttl1-.c-. H)drochloric Acid (HCI) for 
their proce-.s unit .... pov.er plants and tertiary treatment plant. The Compan; asse'>sed the 
requirement of HCI at 5,000 MT for 200.+-05 111cluding the requirement of 1,868 MT for 
the three MMTP \ • refiner) 1Ref1ner) Ill ). \\ hich \\J<, in the commis ... ioning stage and 
floated (Februaf) 200-l) a limited tender enquir;. The purchase order (PO) was placed in 
June 2004 on M/..,. Tami l Nadu Petroproduch L11nited <TPL) at a landed cost of Rs.2, 164 
per MT with the option to order additional quantnie-, at the same rate and tenns w-ithin 
the contract period of one year. Immediate!) thereafter (July 200.+ ). requirement for 
additional ·tOOO MT HCl arose for the Compan; ·., Captive Power Plant and 
Demineralization (OM) Plant of Refiner;-111. Although the Company approached (July 
2004) TPL for the additional requirement, the latter did not accede to the request. Instead. 
TPL offered to <.,upply the additional quantit; at the higher rate of Rs.5169 per MT. 
Therefore, the Compan; had to make emergenc) purchase:-. (3,999 MT) during July 2(X)4 
to Jul) 2005 from TPL and other -.upplier-. at r,lle'> much higher than the prevail ing 
contract rate. 

Audit scrutm) (July 2005) re\ealcd that \\ htle Refinery-III of the Compan; was 
commissioned during March 2004 to August 2004 but the Company did not estimate the 
HCI requirement with reasonable accurac; con..,idering the ongoing commissioning of the 
Refinery-fll and the qualtt) of the \i.ater u ... uall) availahle during the season. 
Con'>equentl) the Compan) IMd to reso11 to emergenc; purchases of J.999 MT of HCI at 
higher rates from different sources and incurred an extra expenditure of Rs.82.70 lakh. Of 

•Million metric to1111e per a1111um 

-- --------
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the purchased quantity of 3,999 MT, 1,690 MT was procured from TPL after payment of 
R .50.79 lakh over and above the contracted price. 

The Management attributed (December 2005 and July 2006) the additional requirement 
of HCJ to teething problems in the OM Plant and to the quality of raw water, which was 
not as per design values. They further added thar as per tender it had the option to order 
additional quantity at the same rate and conditions within the contract period. The 
Ministry stated (January 2007) that increase in requirement of HCI could not be as e. sed 
beforehand. The additional quanti ty was purchased at the then prevai ling maket prices 
and the expenditure of Rs.82.70 lakh was unavoidable. 

The reply was not tenable as they were aware of the probable date of commissioning of 
Refinery-III and the quality of local water a\ailable and should, therefore, have estimated 
their requirements with reasonable accuracy. Further, despite a clause for the supply of 
additional quantity in the PO, the Company could not enforce the option available only 
becau e it had not specified the additional quantity to a proximate degree. Moreover, no 
plausible explanation was given for abruptly increasing the annual estimate of 
requirement by 4,000 MT (80 per cent) within a month of placing the order for 5,000 
MT. Thus, improper estimation and inability to enforce the contractual terms resu lted in 
extra expenditure of Rs.82.70 lakh. 

!GAIL (India) Limited! 

13.3.1 Blocking of funds due to indecisiveness of the Company 

GAIL (India) Limited purchased land at Vadodra in June 2000 but could not 
decide upon its utilisation resulting in loss of interest of Rs.3.56 crore on the blocked 
funds of Rs.9.36 crore apart from wasteful expenditure of Rs.89 lakh on 
construction lease rent and miscellaneous activities. 

GAIL (India) Limited (Company) decided (November 1998) to con truct 148 house 
alongwith other facilities at Vadodara mainly to meet the anticipated requirement of 
additional housing after commissioning of its compressor station at Vaghodia. The 
Company purchased (June 2000) 14,700 square metres of land from Vadodara Municipal 
Corporation (VMC) at R .8.82 crore on 99 years' lease. The Company also paid (May 
200 I) Rs.53.94 lakh as development charges for the land to VMC. 

It was observed in Audit (March 2005) that soon after the purchase of land, the 
Management Committee of the Company decided (April 200 1) to construct an 
administrative building and 39 houses in place of 148 houses approved earlier. The need 
for additional accommodation did not arise due to reduction in manpower at Vadodra and 
Vaghodia and many employees had constructed their own houses or arranged for cheaper 
accommodation. Subsequently (February 2002), the proposal for construction of 
administrative building was dropped a an office of the Company already existed in the 
Company's own premises at Vadodra and the Company was thinking of strengthening its 
Ahmedabad office in the State Capital. 

The Company, therefore, requested (June 2002) VMC for permission to sell the land or 
take it back on 'as is where is' basis against refund of the amount paid. When the matter 
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was discussed with VMC. the Municipal Comnfr .. -.ioner VMC advised (August 2002) the 
Company to reconsider the proposal because the plot was meant for a specific purpose 
and any disposal. if agreed to b] YMC. \l.Ould only be for the ... ame purpose. The 
Municipal Commissioner fu11her informed that no profit on the <;ale of the land could be 
passed on to the Company but the loss, if an]. on sale of land was to be borne by the 
Company. 

The Yadodara Unit, accordingl)' requested (August 2002) the Corporate Office of the 
Company to reconsider the proposal for construction of Vadoclara Office Building and 
the same was approved (September 2002). 

The work of construction of the office building was awarded (November 2002) to Mis. 
Klassic Constructions Private Limited, Mumbai and the construction started in December 
2002 with the scheduled completion period of 1-l months. A mobilisation advance of 
Rs.60.44 lakh was abo released (December 2002) for the same. While the construction 
work of administrative building wm. in progress. the Management stopped the work. 
(January 2003) in view of the formation of 10nal office at Ahmedabad (June 2002) and 
decentralisation of operat10ns at sites <mmnd Yadodara. 

The Corporate Office finally decided (May 200-l) not to construct the building at 
Yadodara and advised the Yadodara Unit to dispose of the land and close the contract 
awarded for construction of administrative building. Meanwhile the Company had 
incurred a further expenditure of Rs.28.65 lakh towards consultancy charges, security 
cabin, lease rent to YMC and expenditure on shifting of High Tension power lines from 
the plot. The Management was yet to initiate action for the disposal of the land (June 
2006). 

The Management stated (Augu'>t 2006) that the) could not decide and dispose of the land 
as the YMC had not clarified their terms. The reply of the Management was not tenable 
as they took up the issue of disposal of land with YMC in June-August 2002 but did not 
pursue it thereafter. The use or disposal of land was, thus, delayed due to lack of decision 
and improper planning on the pan of the Company. 

Lack of timely decision by the Company resulted in avoidable loss of interest of Rs.3 .56 
<:rore4 on the blocked funds over the last six years apart from wasteful expenditure of 
Rs.89 lakh on construction and miscellaneous acti\ities. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

•At the average a1111ual yield (ranging from ./. 75 per cent per a111mm to 9. 77 per cent per annum) 011 
short term i11vestment of the Company d11ri11g 2001-02 to 2005-06 
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!Hindustan Petroleum Corporation Limited! 

13.4.1 Loss of revenue of Rs.3. 77 crore due to failure to recover compensation 

The failure of the company to recover compensation towards shortfall in lifting of I 
the Minimum Guaranteed Offtake as per the terms and conditions of the Fuel I 
Su ly Agreement resulted in loss of Rs.3.77 crore. 

Hindu..,tan Petroleum Corporation Limited (Company) entered into (June 1996) a Fuel 
Suppl) Agreement (FSA) with Mh.. agarjuna Fertilisers and Chemicab Limited 
(customer) for suppl; of Naphtha and other liquid fucl.,/lubncants for a period of 10 year..., 
from June 1997 to May 2007. The agreement pre ... cnhed an annual Minimum Guaranteed 
Offtake (MGO) of Naphtha b; the customer and in case the quantity lifted happened to 
be less than the agreed MGO. the customer would compensate the Company al the rate of 
Rs.300 per MT. 

The details of actual quanlll} li fted l'is-cl-vis MGO. the short fall involved and the amount 
of compensation payable by the cu .... tomer dunng the period I 997-98 lo 2003-04 are gi\en 
belO\\ : 

Period 

>----

1.6.97 to 31.5.98 
I 1.6.98 to 31.5.99 

I .6. 99 to 3 1.5.00 
;---

1.6.00 to 3 1.5.0 1 
1.6.01 to 31.5.02 
1.6.02 to 31.5.03 
I .6.03 to 31.5.04 
Total 

MGO ntity qua 
SA as per .F 

(MT) 

)()()"' 42( 
1.5( 
1.50 
1.25 
1,25 
1,25 
1,00 
8,17 

),000 
.000 
,000 
,000 
,000 
,000 
,000 

~ 

Quantity 
actually I 
(MT) 

if tcd 
Shortfaj Compensation for 
(MT) shorlf all (Rs. m 

crore) 
-

3 7.9 93 4,007 I 0.12 
2.51 40 - I -
2.0 03 - -.... 

35 - -1.3 __ ,_ 

J 
6,9 
9,9 
8,8 
0,7 
8,9 

6 23 56,177 1.69 -
6 32 64,268 1.93 
9 58 1,042 0.03 

8, 64,6 84 1,25,494 3.77 

The data shows thac the cu-;tomer did not lift the MGO of Naphtha during the year 1997-
98. 2001-02, 2002-03 and 2003-04. There was a short fall of 1.25.29-1 MT on account of 
which the Company was entitled to a compensation of Rs.3.77 crore. 

Although the compensation towards shortfall in MGO was to be claimed on 
year-to-year basis as per the terms and cond itions of the FSA, the Visakh Regional Office 
of the Company preferred (February 2005) the claim with a delay ranging from 8 months 
to 80 months. However, the Company had not pursued the claim on the pica that the 
cumulative quantity lifted "-US more than the MGO. 

The Management in its reply stated (February 2006) that if the quantity lifted was taken 
cumulati vely during the entire period from June 1997 to December 2005 the commitment 
of the customer had been I ulfillec.l. The customer was not willing to pay compensation 

~ As the first supply was commenced from 19 February 1998 the .WGO fur the first year ~·as 

proportionally worked 011t to 42,000 MT 
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towards shortfall in the lifting of MGO on 1ear-to-)car ba"'"· However. the Compan1 had 
taken up the claims for recovery of due., from the cu..,tomer. 

The reply of the Management was not tenable ii'> the customer wa'> liable to pay 
compen'iation towanb shortfall in the lift1ng of MGO on year-to-1i.:ar ba"'" as per dau..,e 
12 of the term-. and conditions of the FS •\ . 

Thus. the failure of the Compan1 to recover compensation towards shortfall in the lifting 
or the MGO a<> per the ti.:1111.., and condition.., or the FSA re.,ulted in lo..,., of R-..3 .77 crore. 

The matter was reported to the :vt1nistr) 111 October 2006: reply was awaited (Januar1 
2007). 

!Indian Oil Corporation Limited! 

J 3.5. J A i-oidable loss due to misi11terpretatio11 of tax law 

I Misinterpretation by Indian Oil Corporation Limited about the leviability of 
additional sale tax resulted in avoidable loss of Rs.13.4-1 crore to Oil Marketing 

I Companies. 

Transactions relating to sale and/or purchase of petroleum product.., ... between the Oil 
Marketing Companies (OMCs) were exempt from '>ale.., tax and additional !->ales tax in 
Bihar. The GO\ernment of Bihar \\ithdrew the exemption from additional sales tax (AST) 
b) a notification on 27 Jul) 2000 and le\. ied AST at the rate of one pl r ce11t on inter­
OMC tran'>actions. 

Indian Oil Corporation Limited (IOCLl i.., the only compan) hming a refinerJ in Bihar. 
IOCL sold petroleum products. 1·i::.. Motor Spirit (MS) and High Speed Diesel (I ISD) to 
the other OMC-. within the State and rai-;ed invoices without charging one per ce11t AST 
on the presumption that 111 \ iew of the -.ale.., tax exemption. AST on OMC transactions 
was also not leviable and, thus. did no act on the notification of 27 July 2000. 

The Commercial Taxes Department. Bihar. rai-.ed demand (Ma) 2002) for AST of 
Rs.13.44 crore on IOCL. on the subject OMC tran-.actions. IOCL ..,ought legal opinion on 
thi s issue. which clarified (Ma) 2002) that AST on OMC transaction \\U!-. not exempt. 
IOCL subsequent() paid (June 2002) the AST of R!-. . l 3A4 crore for the period from 
August ::?.OOO to March 2002. 

These transactions pertained to the period when the under-recoverie" by the Oil 
companies w-ere reimbursed through the Oil Pool Account maintained b) the Petroleum 
Planning and Anal.>sis Cell (PPAC). PPAC reckoned the under rcco,erie-. for arriving at 
the state surcharge rates for inclusion in the price of the products in the State concerned 
for subsequent reco\er1 and reimbursement to the OMCs. To cla11n reimbursement. the 
OMCs were required to submit to the PPAC detailed statements for the under recoveries, 
audited and certified by a Chartered Accountant. 

#o ll·fotor Spirit, High Speed Diesel, Light Diesel Oil and,\ 1•iation Turbine Fuel 
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IOCL and other OMCs took up the matter in 2002 with PPAC for reimbursement of AST. 
However, PPAC rejected (April 2003) the claim of OMCs in the instant case on the 
ground that the under-recoveries were not factored in while working out the tate 
surcharge rates of Bihar and Jharkhand as these were not reported by the OM Cs earlier. 

IOCL also demanded reimbursement from the OMCs for the supplies made to them. IBP 
Limited paid Rs.2.26 crore. Hindustan Petroleum Corporation Limited (HPCL) and 
Bharat Petroleum Corporation Limited (BPCL) were yet to respond to the debits of 
Rs.4.65 crore and Rs.6.53 crore respectively raised on them by lOCL. Thus, an 
unwarranted interpretation of the notification by IOCL led to avoidable expenditure of 
Rs.13.44 crore to OMCs. 

The case was noticed during the course of Audit of IBP Limited in November 2003 and 
was pursued with IBP Limited subsequently. The Management stated (April 2006) that 
the Oil Industry was under the bonafide belief that AST wa not payable on inter OMC 
transactions. 

The matter was reported to the Ministry in November 2006; reply wa awaited (January 
2007). 

13.5.2 Wasteful capital investment on retrofitting job 

Despite information from Oil Co-ordination Committee in July 1998 about the non­
availability of Assam crude consequent on commissioning of Numaligarh Refinery 
Limited, the Company retrofitted 10 chillers in the Solvent Dewaxing Unit (SDU) 
plant for production of wax at a cost of Rs.12.76 crore. The operation of the SDU 
was stopped in November 2001 due to non-availability of Assam crude, making the 
investment infructuous. 

The Solvent Dewaxing Unit (SOU) at Barauni Refinery of Indian Oil Corporation 
Limited (Company) produced slack wax from Assam crude. The equipment included 15 
Russian make chillers. The Company replaced/retrofitted five of these chillers in 1997-
9&-. In July 1998 the Oil Co-ordination Committee (OCC) informed the Company that 
consequent on the commissioning of Numaligarh Refinery, Assam crude would not be 
available for processing at Barauni and instead, low sulphur imported crude would be 
supplied. Due to the low wax content of the imported crude it was economically unviable 
for production of slack wax. Despite this, the Company placed an order with a foreign 
supplier in December 1999 for retrofitting the remaining 10 chillers. The work was 
completed in May 200 I at a cost of Rs. l 2. 76 crore. 

Barauni Refinery started receiving low sulphur imported crude from February 1999 and 
supply of Assam crude was totally stopped in November 2000. The Company had to stop 
the operation of the SOU in November 200 I as the production of wax from imported 
crude was uneconomical. The Company' effort ( ince April/ May 2003) for utilising 
the idle chillers at other refineries/units had not yielded any re ults so far (June 2006). 
Thus, the decision of the Company to retrofit I 0 chillers, after the supply of Assam crude 
was stopped, was injudicious and resulted in wasteful capital investment of Rs.12. 76 
crore. 
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The Ministry stated (January 2007) that the proposal to retrofit the chillers was made in 
February I 998 to maintain continuous supply of slack wax. The idling of the unit was not 
anticipated at that time. SDU operation also continued upto 2001-02. Therefore, 
expenditure towards retrofitting of chillers was felt necessary for safety and reliability. 

The contention of the Ministry was not tenable . The Company had been categorically 
infonned by the OCC in July 1998 about non-availability of Assam Crude after 
commissioning of Numaligarh Refinery and that only low sulphur imported crude would 
be supplied from February 1999. Despite this, the Company issued orders in December 
1999 for retrofitting of chillers without any proper cost benefit analysis. The Company 
had to stop the operation of SDU, as it was economicaJly unviable, within a period of six 
months after retrofitting the chillers. 

13.5.3 Avoidable expenditure on uneconomic movement of product 

The Company supplied product from Haldia Refinery to Raxaul Depot via 
Rajbandh Terminal instead of from Barauni Refinery and thereby incurred 
additional transportation cost of Rs.7.52 crore. 

Rajbandh Terminal of Indian Oil Corporation Limited (Company) receives petroleum 
products from Haldia Refinery through Haldia-Mourigram-Rajbandh Pipeline (HMRPL) 
and dispatches the same to other locations including Raxaul Depot which is 593 km away 
from the said Terminal. During April 2002 to August 2004, out of the product received 
from Haldia Refinery at Rajbandh Terminal, 3,98,268.70 KL of Superior Kerosene Oil 
(SKO) was dispatched by Railway rakes to Raxaul Depot. To dispatch the above SKO 
from Haldia Refinery to Raxaul depot via Rajbandh tenni nal the Company incurred an 
expenditure of Rs.16.06 crore"'. 

During the Audit conducted in September 2003, it was observed that Raxaul Depot was 
246 km from Barauni. The Barauni Installation was well connected with Haldia Refinery 
through Haldia Barauni Pipeline (HBPL), owned and controlled by the Company. 
Further, the Barauni installation had SKO storage capacity of 41,473 KL and the Barauni 
Refinery had SKO storage capacity of 24,420 KL alongwith adequate tank wagon 
loading facilities. For dispatching SKO from Haldia refinery to Raxaul depot, the 
Company could utilise this existing infrastructure by dispatching SKO through HBPL 
from Haldia Refinery to Barauni for feeding Barauni Refinery-fed areas and the products 
of Barauni Refinery could have been dispatched directly to Raxaul Depot by tank 
wagons. For the movement of SKO between Haldia refinery to Raxaul depot the 
Company would have spent Rs.95 lakh on pipeline transportation from Haldia Refinery 
to Barauni and Rs.7.59 crore as rail freight from Barauni Refinery to Raxaul Depot 
between April 2002 and August 2004. Thus, use of this economic linkage would have 
saved transportation cost by Rs.7.52 crore• during April 2002 to August 2004 and 
ensured better utilisation of the Company's pipelines. 

• The Compa11y incurred Rs.0.48 crore 011 pipeline transportation from Ha/dia to Rajbandh and for 
further transportatio11from Rajbandh to Raxau/ Depot by Railway tank Wagon it incurred rail freight 
of Rs.15.58 crore. 

•Rs.15.58.crore plus Rs.0.48 crore minus (Rs.7.59 crore plus Rs. 0.95 crore) 
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The Ministry stated (February 2006) that due to infrastructure limitation the option of 
pipeline delivery at Barauni through HBPL and then further transport to Raxaul by rail 
could not be exercised. The Barauni installation does not have any tank wagon loading 
facility and tanks at Barauni refinery where tank wagon loading facilities exist, were not 
adequate to handle that additional volume of operation. Further the Company saved entry 
tax of Rs.26.03 crore by not importing the products in Bihar, although additional logistic 
cost of Rs.7.20 crore was incurred. 

The Ministry's point regarding limitation of infrastructural facilities was not acceptable 
since no dispatches were made to Raxaul depot from Rajbandh terminal after August 
2004 after Audit had raised the bsue in September 2003. Further the contention regarding 
saving of entry tax of Rs.26.30 crore was also not tenable as the entry tax paid on entry of 
products is adjustable against payment of sales tax. Thus, the effects of entry tax would 
be nullified. 

Thus, due to uneconomic linkage of product movement, the Company incurred avoidable 
transportation cost of Rs.7.52 crore. 

13.5.4 Underutilisation of tile pipeline due to creation of a parallel pipeline 

Due to lack of proper planning, the Company was using two parallel pipelines 
connecting the same stations, leading to underutilisation of both and entailing 
wasteful expenditure of Rs.S.13 crore. 

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

Indian Oil Corporation Limited (Company) leased (December 1999) I 4" crude oil 
pipeline of Oil and Natural Gas Corporation (ONGC) of length 78 km between Koyali 
and Navagam (KNPL) at annual lease rental of Rs.50 lakh for transporting products from 
Koyali Refinery to Navagam. The Company incurred an expenditure of Rs. two crore for 
cleaning and conversion of KNPL from crude service to product service and for 
providing connecting lines. The pipeline was commissioned in March 2003 after the 
terminal facilities at Navagam were developed. 

It wa ob erved in Audit (January 2005) that before KNPL could be commissioned, the 
Company decided (March 200 l) to convert its existing I 8" Koyali-Viramgam-Sidhpur 
pipeline (KVSPL), which also provided an alternate route for connecting Koyali to 
Navagam, from crude service to product service thereby creating a product pipeline 
parallel to KNPL. KVSPL was converted to product service on the consideration that the 
Company would de-lease KNPL after its commissioning. Though KVSPL was 
commissioned in October 2003, KNPL could not be de-leased as the agreement with 
ONGC did not provide for its de-leasing before 10 years from the date of takeover. Due 
to creation of KVSPL product pipeline parallel to KNPL the actual average capacity 
utilisation of KNPL reduced from 24 per cent in March 2003 to 13.7 per cent during 
2003-04. 14.9 per cent during 2004-05 and 12.6 per cent during 2005-06. 

While accepting that the delivery to Navagam through KNPL had come down after 
commi sioning of KVSPL and due to its low utilisation the de ired internal rate of return 
could not be achieved , the Management stated (June 2005) that the products were still 
being pumped intermittently through KNPL. The Management further added that 
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comersion of KYSPL was not only cheaper but also had other ad\antages. The Mini try 
endorsed (January 2007) a s1m1lar reply. 

The reply was not tenable because the pipeline'> being parallel, KYSPL had also not been 
optimally utilised and the freight realised fot •' .c products transported through KNPL 
could also be earned by transporting the same through KVSPL. Moreover, if convers\on 
of Koyali-Yiramgam pipeline from crude to product pipeline was a better option, the 
Company should have planned for it ah i11itio instead of leasing KNPL. 

Thus due to lack of proper planning, the Company had two parallel pipelines resulting in 
underutilisation of both KNPL and KYSPL. The expenditure of Rs.two crore on KNPL's 
conversion apart from the lease rental of R .... 3.13 crore upto March 2006 could have been 
avoided if KVSPL were planned ab inirio in'>tead of leasing KNPL.. 

13.5.5 Excess build - up of tankage 

Despite sufficient tankage to meet the projected demand upto 2006-07, the Company! 
_imested Rs.3.34 crore in construction of two tanks. I 

Mourigram terminal of Indian Oil Corporation Limited (Company) receives petroleum 
products from Haldia Refinery through Haldia-Mourigr~-Rajbandh pipeline. The 
terminal handles, inter alia, Motor Sprits (MS). Superior Kerosene Oil (SKO) and High 
Speed Diesel Oil (HSD). In January 1997, the terminal had tankage of 25,300 KL for 
SKO and 28,800 KL for HSD. The Company decided (January 1997) to construct 30,434 
KL of additional tankage for SKO and HSD with the objective of increasing the 
coverage .. in 200 1-02. In February 1999 the Company decided to construct another 
24.000 KL of additional tankagc at Mourigram and the work order was issued in May 
1999. Two tanks of 15,217 KL each for SKO and HSD were commissioned in November 
200 I. Two more tanb with total capacity of 23.322 KL• were constructed at a cost of 
Rs.3.34 crore and were commis<>ioned in January 2002 and February 2002 respective!). 

Audit observed that the average daily throughput for SKO and HSD during 1998-99 was 
1,659 KL and 1,5 14 KL respectively and the CO\erage, considering 90 per cent capacity 
utilisation of tankage including additional 30.434 KL tankage under construction, was 22 
days for SKO and 26 days for HSD. The then existing tankage was sufficient to cater to 
the projected demand of SKO and HSD even for the year 2006-07. As the targeted 
coverage had already been achieved with construction of tankage of 30,434 KL in 
November 2001, further augmentat ion of the tankage by 23,322 KL was not necessary. 
This was also corroborated by the fact that the actual coverage of the terminal in respect 
of SKO ranged between 31 days and 35 days and that of HSD between 38 days and 46 
da) S respectively during the period 2003-04 to 2005-06. 

The Management stated (June 2006) that the additional faci lities were planned based on 
the then prevaiLing situation and the changes envisaged in growth rate at that time. 
Additional tankage were planned to increase the coverage in terms of days and also to 

~ Capacity in terms of days to cater to the throughput of the terminal 
' 11,661 KL each for SKO and HSD 
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take care of the proposed capacity augmentations. The Ministry endor ed (January 2007) 
the views of the Management. 

The repl} was not tenable as at the time of mooting the proposal, the overall growth rate 
in throughput of the terminal during 1995-96 to 1997-98 wa only 2.9 per cent and 
tankage (including tankage under construction of 30,434 KL) was sufficient to meet the 
projected demand upto 2006-07. 

Thus, investment of Rs.3.34 crore in construction of additional tankage of 23,322 KL 
despite having sufficient tankage capacity did not have adequate justification and led to 
exce s capacity build-up. 

13.5.6 .U1ss of excise duty benefit 

Failure to implement the orders issued by the excise authority in time led to loss of 
Rs.2.07 crore and unnecessary litigation. 

~-=-~~~~~~~~~~~~~~~~~~--' 

Budge Budge terminal of Indian Oil Corporation Limited (Company) used to receive 
exci e-bon<led Light Diesel Oil (LDO) of its various Northeastern (NE) Refinerie • via 
Siliguri and Tinsukia terminab. A part of this bonded LOO was being ent to Paradeep 
terminal of the Company from Budge Budge. The bonded product were cleared on 
subsequent payment of excise duty. The GOI issued notifications in March and May 2002 
to permit removal oi petroleum products drawn from NE refineries by paying excise duty 
at 50 per cent of normal rates. ln June 2002 this exemption was also extended in respect 
of goods removed under bond without payment of duty from any of the NE refineries to a 
warehou e and subsequent removal from the aid warehouse. The price of the product to 
end consumers was to remain unchanged irrespective of the source refinery and the 
exci e benefit so arising was to be passed on to NE refineries. 

Despite the notification in June 2002, the Company continued to supply bonded LOO of 
NE refineries to Budge Budge and Paradeep terminals and sold the LOO from both these 
terminals without retaining 50 per cent of excise duty. The Company implemented the 
notification at Budge Budge terminal and Paradeep terminal only in October 2002 and 
March 2003 respectively. During the period from July 2002 to the date of implementation 
of the notification, non-adjustment of excise benefit by the Company resulted in a loss of 
exci e concessions of Rs.2.07 crore, to its NE Refineries. 

The Management stated (June 2006) that due to lack of clarity in the notifications 
regarding applicability of exemption, clarifications had to be sought which led to delay in 
implementation of the notification. The Ministry endorsed (January 2007) the views of 
the Management. 

The reply was not tenable as the notification issued in June 2002 clearly stated that the 
benefit of exemption in excise duty was extended in case of goods removed under bond 
without payment of duty from NE refineries to a warehouse and subsequently removed 
from the said warehouse on payment of 50 per cent of duty. 

#> Guwahati Refinery, Digboi Refinery and Bongaiaon Refineries and Petrochemical Limited 
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Thus, due to delay in implementation of excise notification that gave benefit lo NE 
refineries, the Company lost excise benefit of Rs 2.07 crore. 

13.5. 7 UTljustified expenditure due to delay ;,, closure of Jodhpur depot 

Due to delay in closure of Jodhpur depot, Indian Oil Corporation Limited 
incurred avoidable ex enditure of Rs. two crore from April 2001 to March 2006. 

Jodhpur depot (Depot) of Indian Oil Corporation Limited (Company) has been operating 
since 1977 on land taken on lease from Railways for supplying petroleum products to 
retail outlets and other consumers. After laying of Kandla Bhatinda Product Pipeline of 
the Company in February 1996 and commissioning of Salawas (Jodhpur) terminal in 
April 1996, supplies from the Depot were shifted to Salawas Terminal for all retail 
outlets and other consumers except the Army and the Air Force. This resulted in a decline 
in the scale of operations of the Depot and underutilisation of the facilities. 

It was observed in Audit (November 200~) that the proposal for closure of the Depot was 
approved by the Oil Coordination Committee (OCC) in February 2000 subject to shifting 
of defence requirements of Aviation Turbine Fuel to Salawas Tenninal. However. the 
Company formally took up the issue of shifting of supplies from the Depot to Salawa-, 
Tenninal with the Anny and the Air Force only in April 2003. They agreed to the shift of 
supplies to Salawas Tenninal in December 2003 and May 2005 respectively. However. 
the Depot had not been closed till August 2006. ten years after the commissioning of 
Sala was Tenninal and six years after appro\'al of OCC and shifting of major operations to 
Salawas Terminal. After the decision of OCC. the Company incurred an expenditure of 
Rs. two crore towards lease rent, operational expenses and property tax for land and 
building during the period 2000-0 I to 2005-06 due to delay in closure of the Depot. 

The Management stated (August 2006) that the delay was on account of non-receipt of 
approvals of the Army and the Air Force. The construction of additional tanks at Salawa-, 
started in August 2004 and new tanks were completed in March 2006 and June 2006. 
Action to dispose of assets had been initiated and was expected to be completed by 
December 2006. 

The argument regarding non-receipt of response from the Anny and the Air Force was 
not tenable because after approval of OCC to close the Depot. the Compan) did not 
formally take up the matter with the Anny and the Air force till April 2003. 

Thus, due to delayed action for closure of Depot, the Company incurred a\oidablc 
expenditure of Rs. two crore which will further increase till the closure of the depot and 
surrender of the land to Railways. 

The matter was reported to the Ministry in No\ember 2006: reply was awaited (January 
2007). 

13.5.8 Loss due to misinterpretation of Customs Act 

Misinterpretation of free period for storage of imported crude at bonded 
warehouses and consequent delay in payment of customs duty by Indian Oil 
Corporation Limited led to loss of Rs.1.02 crore. 

~~~~~~~~~~~~~~~ 
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Indian Oil Corporation Limited (Company) has been storing imported crude oil initially 
in public bonded warehouse at Yadinar and then in its own bonded warehouse at Gujarat 
Refinery. From I June 200 I, the free warehousing period as allowed under section 
61(2)(ii) of the Customs Act, 1962 for storage of imported crude oil was reduced from 
180 days to 30 days by the Cu toms Notification of 22 May 2001. 

The Company presumed that the amended provision was applicable independently 
allowing free period of thirty days for each warehouse in which the crude oil is stored 
before customs clearance and continued to tore the crude oil accordingly. As a result, the 
imported crude remained in the bonded warehouses beyond 30 day for periods ranging 
between three days and 42 days during July to October 2001. For this period, the 
Company had to pay interest of Rs. l .96 crore at the rate of 24 per cent per annum in 
September 2003 and November 2003 on customs clearance. 

Audit ob erved (August 2004) that the Company received a legal opinion on 27 June 
200 l which clearly stated that the Company would not gel' 30 days separately for storage 
of imported crude in public bonded warehouse at Yadinar and then at its own bonded 
warehouse in Gujarat Refinery. Despite this, the Company delayed the clearance of 
crude oil and had to pay the penal interest for delayed payment of customs duty. 

In reply, the Management contended that the stand taken by the Customs Department that 
30 days was avai lable for the combined warehvu:>e storage (both Yadinar and Gujarat 
Refinery) was not acceptable and an appeal for ref unJ of claim filed in March 2005 
against the Commissioner's Order was pending (October 2006) before the Customs 
Excise and Service Tax Appellate Tribunal (CEST AT), New Delhi. 

The reply of the Management was not tenable as the public notice for amendment in the 
Act ibid clearly stated that customs duty, interest at the rate of 24 per cent and other 
charges shall be levied on goods lying in the bonded warehouse beyond 30 days. There 
was no ambiguity in the notification for reckoning each warehouse eparately. Despite 
having received the legal opinion against its interpretation, the Company delayed 
payment of customs duty. The appeal before the customs authorities was filed by the 
Company in March 2005 after Audit pointed out the matter to the Management (August 
2004). 

Thus, erroneous interpretation of the amendment to the Customs Act by the Management 
and delay in payment of customs duty on crude oil stored at bonded warehouses resulted 
in avoidable expenditure of Rs.1.96 crore. Taking into account the interest saved by the 
Company on borrowings at the rate of 11 .5 per cent per annum for the same period, the 
Company sustained a net lo s of Rs.1.02 crore, being the interest paid over and above the 
borrowing rate. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

13.5.9 Loss due to extension of cheque facility without financial safeguards 

By extending cheque facility to bulk consumers without any security and in 
contravention of its own olic , the Com an suffered a loss of Rs.76.82 lakh. 
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According to the policy (October 200 I) of Indian Oil Corporation Limited (Company) for 
sale of petroleum products, faci lity for pa) ment through cheques could be granted to the 
customers either against security or based on the credit worthiness of the customer 
assessed through CRISIL module. The required security in such cases was irrevocable 
bank guarantee or collateral security in the form of mortgage of immovable properties, 
hypothecation of stock, plant and machinery. The cheque fac ility was to be granted to 
provide operational convenience to the customer and not as a financial assistance. 

lt was observed in Audie (November 2004) that the Company supplied petroleum 
produces to four"' bulk customers against payment through cheques without obtaining any 
security. Cheques aggregating Rs.95.31 lakh tendered by these customers during October 
2001 to March 2003, were dishonoured. The credit rating on CRISIL module was also 
not available with the Company in respect of two• out of the four customers. Out of the 
amount of Rs.95.31 lakh. the Compan) could recover Rs.18.49 lakh; the balance of 
Rs.76.82 lakh was outstanding as on March 2006. The outstanding amount could not be 
recovered despite filing criminal suit'> again'>t the defaulters under section 138 of the 
Negotiable Instruments Act. t88 I. Three• out of four customers had closed their units 
(December 2004) due to financial crunch. Considering the doubtful recoverabilit) of 
these dues, the Company provided for these amounts as doubtful in its books of accounts. 

The Management stated (July 2005) that the cheque faci lity was granted to facilitate 
regu lar lifting of High Speed Diesel by the parties. 

The reply was not tenable because the Company departed from its own policy and 
compromised its basic securi ty requirement!:>. Even after the matter was pointed out by 
Audit, the Company continued to <;upply petroleum products against cheque without 
obtaining any security and further cheques aggregating to Rs.37.73 lakh were 
dishonoured during the year 2005-06. 

Thus due to extending cheque faci lity without taking adequate financial safeguards as per 
policy, the Company suffered an avoidable loss of Rs.76.82 lakh. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

13.5.10 Non-recovery of the dues due to non-observance of the provisions of the 
agreement 

IOCL could not recover dues of Rs.50.87 lakh due to its failure to adhere to 
contractual terms of periodical reconciliation and due to allowing credit sales in 
excess of the ad hoc amount received from the Party. 

~~~~~~-=-~~~~~~~~~~~~~ 

Indian Oil Corporation Limited (Company) entered (October 1994) into an agreement 
with Mis. Damania Shipping (lndia) Limited (Party) for supply of Low Sulphur High 

• Slliva Paper Mills Limited, Egro Fibres Limited, Egro Paper Moulds Limited and Sliree Acids and 
Cllemicals Limited 

•Shiva Paper Mills Limited and Sliree Acids and Chemicals Limited 
•Shiva Paper Mills Limited, Egro Fibres Limited and Shree Acids a11d Chemicals Limited 

87 



Report No. 11 of 2007 

Flash High Speed Diesel which was being used by the Party for their catamaran plying 
between Mumbai and Goa. 

According to clause eight of the agreement, the ·Party wa to make ad hoc payments on 
the 5th, 15th and 25th of every month to cover the value of the supply of fuel from the 1st 
to I 0th , 11th to 20th and 21st to the end of the month respectively. Any excess of the 
total bill value over the three ad hoc payments made during the month would be made 
good by the Party by the 10th of the month fo llowing. If the said payment was not made 
as agreed, the outstanding amount was to attract interest at the ruling State Bank of India 
interest rate plus one per cent. 

The Party started lifting the product from October 1997 ex Mumbai (Wadala) and va.,co 
tenninals. The ferry service was suspended from mid 1998 and the Party placed no 
indent on the Company thereafter for suppl)' of fuel. However, reconciliation done to 
finali'>c the accounts after stoppage of the operations revealed that a sum of R)...50.87 lakh 
~as due to the Company for supplici.; effected during October 1997 to mid 1998. Due to 
lack of response, a legal notice was issued to the Party on I 8 September 2000. On an 
applicauon made by the Company, the High Court of Bombay appointed a sole Arbnrator 
in June 200 I and the Compan) filed its statement of claim in September 200 I. The award 
was given (October 2003) 111 Company's fa\our directing the Party to pay the dues 
alongwith prescribed interest and the cost of the arbitration of Rs.8.21 lakh. The Party 
neither honoured nor challenged the award. To recover the dues, the Company entrusted 
the work of ascertaining the properties of the t'drly to M/s. Flash Services who stated 
(Jul) 2005) that the Part] did not have any property. The Advocates of the Compan) 
advised (October 2005) that since the Part) had changed its name a'.'. Western State 
Engineers Limited. the properties held b) this fim1 may be ascertained. This fact 'Was also 
brought to notice of the Arbitrator who pennitted amendment to the statement of claim in 
the name of Mis. Western State Engineers Limited. The Company was yet (Jul) 2006) to 
execute the award even after t'Wo years of the decision. 

Audit observed (Ma) 200 I) that the agreement clearly provided for frequent 
reconci I iation of the account of the Part). However, no check was exercised to ensure 
that the Party settled its account on a monthly basis. It was onl1 'When the Part) 
suspended its ferry service that the reconciliation of accounts was done and the large 
outstanding against it was noted. Though the Party ceased it operations in May J 998. 
the Company issued legal notice on ly in September 2000 after more than two years. The 
award was declared in the Company' s favour in October 2003; however, the same had 
not been executed till July 2006. 

Thu'>. due to non-obsen ance of the provisions of the agreement, the Company could not 
reco\ er dues amounting to Rs.50.87 lakh and a um of Rs.8.2 l lakh being the cost of 
arbitration. 

The Management stated (March 2006) in reply that since ad hoc payments were regular 
and mmtly in line with supplies released. no monthly reconciliation seemed necessarj. It 
further stated that action was being initiated for filing Execution application for execution 
of a""ard. However, non-reconciliation of dues as per contractual provisions on the 
ground of regular advance payments was not justified. Failure of the Company in timely 
reconci liation resulted in accumul ation of arrears and eventual non-recovery renecting 
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the absence of a sound internal control ') 'tcm. The rep I) also did not explain the dela) in 
1ssu111g notice to the Part). De,pite repeLlled com:spondence hy the C'ompan). the Part) 
<lu.J not rcspon<l till August 1999. The Com pan) coul<l have initiate<l action for legal 
notice in 1998-99 ihelf. whereas it '"uec.I notice to the Party only in Septemher :woo. 

Thu,, absence of internal control in clfccting ... uppltes on credll in exu!..,s of the ocl hoc 
payments and reconciling the dues re..,ulted 111 non recovery of dues and interest thereon. 
Further, the Corn pan; wa' ; cl (Jul) 1996 l to L'xccutc the award C\'en after mo ) cars. 

The matter was reported to the Ministry in November 2006: reply was awaited (January 
2007). 

!Indian Oil Corporation Limited and Bharat Petroleum Corporation Limited! 

13.6. l A voidable payment of interest due to under payment of advance tax 

l Indian Oil Corporation Limited, Bharat Petroleum Corporation Limited and BPCL , 
I Kochi Refinery calculated incorrectly the advance income tax payable, resulting in 

payment of interest of Rs.165.75 crore. I 
Under Section 234C read with Section 208 of the Income Tax Act 1961 (Act), if in any 
financial year, the advance tax paid by a Company on its current income on or before 15 
June is less than 15 per cent of the tax due on the returned annual income; that paid on or 
before 15 September is less 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 100 per 
cent of the tax due on the returned income, the Company shall be liable to pay interest at 
the prescribed rates on the shortfall. Ho\.\oever. if the advance tax paid by the Company 
on its current income on or before 15 June and 15 September is not le s than 12 per cent 
and 36 per cent respectively of the tax due on the returned annual income, then it shall 
not be liable to pay interest on the amount of shortfall on those dates. Further, the 
assessee is liable to pay interest under Section 2348 of the Act if the total advance tax 
paid is less than 90 per cent of the assessed tax . 

It was observed (February 2006) in Audit that Indian Oil Corporation Limited (IOCL), 
Bharat Petroleum Corporation Limited (BPCL) and BPCL Kochi Refinery (BPCL-KR)• 
computed the advance tax payable incorrectly at the time of remitting quarterly 
instalments of advance tax and a number of quarterly instalments of advance tax fell short 
of the minimum prescribed percentage. The quarterly instalments of advance tax remitted 
by IOCL fell short of the prescribed limit in 17 out of 20 quarters during the five previous 
years 1•i::.. 1999-2000 and 2001-02 to 2004-05. The shortfall ranged between one per cent 
and 61 per cent (Appendix-I). Consequently, IOCL had to pay interest of Rs.127.27 crore 
under Section 234C of the Act. For the prcviou.., year 2001-02, IOCL had to pay interest 
of Rs.3.64 crore under Section 2348 of the Act since the advance tax paid \.\Orked out to 
only 64 per cent of assessed tax for the year. Thus, IOCL paid an aggregate amount of 
Rs. 130. 91 crore towards interest on under payment of advance tax during these years. 
Similarly, the quarterly advance tax remitted b> BPCL for 11 out of the 16 quarters of the 

• Koc/ii Refinery limited, a s~bsidiary of Bharat Petroleum Corporation Limited has since been merged 
with Bharat Petroleum Corporation Limited with effect from April 1004. 
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four previous years 2000-0 I and 2002-03 to 2004-05 fell short of the permissible limits 
by 3 per cent to 35 per cent (Appendix-I) for which it had to pay interest of Rs.30. 11 
crore under Section 234C of the Act. Six out of eight quarterly instalments ot advance tax 
remitted by BPCL-KR also fell short of the prescribed limit by one per cent to twelve per 
cent (Appendix-II) during the previous year:; :2003-04 and !004-05 and it paid interest of 
Rs.4.73 crore under Section 234C of the Act. Thus. inaccurate estimates by IOCL, BPCL 
and BPCL-KR resulted in under payment of advance tax and consequent payment of 
interest amounting to Rs.165.75 crore. 

The Managements stated (March 2006 and June 2006) that under the Administered 
Pricing Mechanism (APM), the receipt of arrears of marketing margins from the 
Government was not certain and these receipts could not be considered while computing 
payment of advance tax for the previous year 1999-2000. Further, the notification on 
subsidy on kerosene and Liquefied Petroleum Gas (LPG) under post APM period and 
intimation from Petroleum Planning and Analysis Cell (PPAC) regarding sharing of 
under recoveries were received after the due date for payment of advance tax and so, 
these could not be factored in while calculating the advance tax payable. They also 
contended that due to wide fl uctuations in prices of petroleum products in international 
markets, the refinery profits estimated"' for advance tax payment were considerably 
affected. IOCL further stated that there would have been no significant financial 
implication if the savings in the cash flows to pay such advance tax were also reckoned 
simultaneously. In the case of BPCL-KR, the Mini stry stated (December 2006) that wide 
and sudden fluctuations in global prices influenced the margin of domestic refining 
companies. Though quarterly revisions in profit estimates were made considering the 
fluctuation~ in prices, the actual variations in the refining margins were beyond the 
normal expectations, which affected the profit estimation resulting in short payment of 
advance tax. They further added that the cost of funding short paid advance tax would 
amount to Rs.3.87 crore. 

The replies were not tenable as during the APM period, oil companies were required to 
submit audited accounts and the claim for reimbursement of cost and margins etc. on 
quarterly basis. As such the accrued income cou ld have been considered for payment of 
advance tax for the previous year 1999-2000. The subsidy/discount is based on under­
recovery worked out by the Companies. Hindustan Petroleum Corporation Limited, 
another oil marketing company, placed in s imilar condition of volatility in the prices of 
petroleum products in the international market, act1r.1Jly assessed the advance tax properly 
and could avoid payment of penal interest. Further, even after taking into account the 
saving in cash flow vis-a-vis the cost of borrowing, the avoidable payment of interest 
would have been Rs.31.38 crore in the case of IOCL, Rs.7.42 crore in the case of BPCL 
and Rs.0.86 crore in the case of BPCL-KR. 

The matter was reported to the Ministry in November 2006; replies in respect of IOCL 
and BPCL were awaited (January 2007). 

• IOCLfor the previous year 2003-04, BPCL a11d BPCL-KRfor the prevwus years 2003-04 a11d 2004-05 
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INumaJigarh Refmery Limited! 

13.7. 1 Under recovery of excise duty of Rs.9.98 crore due to erroneous billing 

The Company raised invoices at Refinery Gate Price and paid excise duty on that 
basis. The Oil Marketing Companies reimbursed the excise duty on the basis of 
reduced RGP after deducting notional rail freight from refinery point to New 
Jalpaiguri as per agreement. This resulted in under recovery of excise duty of 
Rs.9.98 crore. 

Oil Marketing Companies (OMCs)+ entered into (March 2002) a mu ltilateral product 
sharing agreement for purchase and sale of petroleum products from each other for a 
period of two years commencing from I April 2002. Numaligarh Refinery Limited 
(Company) being 1:1 subsidiary of BPCL was governed by this agreement. According to 
clau<>e 5.4 of the agreement, the basic price of products for sales ex-northeast (NE) 
refineries should be reduced by the notional railway freight (NRF) from the supplying 
refinery to New Jalpaiguri (NJP) and the rail freight for the movement beyond NJP would 
be borne by OMO; buying the product from the NE refineries. Thus, the Transaction 
Value as per section 4 <3) (d) of the Central Excise Act, 1944 for calculation of excise 
duty was the basic price i.e. Refinery Gate Price (RGP) less NRF from supplying refinery 
to NJP as it was the price actually paid or payable for the goods by the buyer to the 
asses-;es. 

For supplies made to OMCs namely lOCL, HPCL and IBP during the period from April 
2002 to January 2004, the Company raised inrnices at RGP without deducting NRF from 
refinery point to NJP and paid excise duty on the basis of RGP. In respect of rail freight. 
the Company paid the enti re freight from refinery point to destination and billed the 
OMCs for freight from NJP to destination point. However, during settlement of dues. 
OMCs reimbursed the excise duty on the reduced RGP i.e. after deducting NRF from 
refinery point to NJP from RGP as per agreement. This resulted in under recovery of 
excise duty of Rs.9.98 crore from the OMCs. The Company, however, corrected the 
billing procedure and paid the excise duty on the reduced basic price from February 
2004. 

The Company cou ld not recover the differential excise duty from the OMCs (July 2006). 
Besides, out of the under-recovered amount of Rs.9.98 crore, R. .5.28 crore pertained to 
2002-03 and Rs.4.70 crore pertained to 2003-0~ . The Company lodged (May 2oo.+) a 
refund claim for Rs.4.70 crore with the Excise Authorities, as the balance was time­
barred. The refund claim is now under appeal in CESTAT• (April 2006). The effort of 
the Company to collect the amount pertaining to the year 2002-03 amounting to Rs.5.28 
crore from OMCs has not yielded any result (July 2006). 

The Management while accepting the fact-; stated (April 2006) that the intention of the 
agreement was to keep the price of NE refinery at par with Haldia and the NE refineries 

~ Indian Oil Corporation Limited (IOCL), Bharat Petroleum Corporstion Limited (BPCL), Hindustan 
Petroleum Corporation Limited (HPCL) and IBP Company Limited (IBP) 

• Central Excise and Service Tax Appella11t Tribunal 
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to ab orb the railway freight from refinery location to NJP. The Company had adopted 
the correct billing procedure since February 2004. 

The Ministry replied (December 2006) that the OMCs had agreed in principle to pay up 
the amount. 

Ion and Natural Gas Corporation Limited! 

13.8.J Extra expenditure due to delayed decision and consequent re-tendering 

Delay in award of contract resulted in re-tendering and award of the contract at a 
cost higher by Rs.235.51 crore. 

As a part of Mumbai High South Redevelopment Plan, the Oil and Natural Gas 
CorpQration Limited (Company) invited international competitive bids (lCB) in 
September 2002 Jor installation of four unmanned platforms, laying of 22 pipeline 
egments and modifications on 25 existing platfonns. The likely date of issue of 

Notification of Award (NOA) wa 31 January 2003 with the completion of the project 
scheduled by 30 April 2004. Technical bids were opened on 3 January 2003 after one 
month of the scheduled date. Tender Committee (TC) revised the date of NOA to 14 
March 2003 and recommended (January 2003) opening of price bids of M/s. Larsen and 
Toubro (L&T) and M/s. Engineers India Limited (EIL). The bidders were asked to 
confirm unconditional compliance with the original project completion schedule i.e. 30 
April 2004, despite revision in the date of NOA. As EIL did not agree, its offer was 
rejected. L&T confmned (4 March 2003) compliance with the project completion 
schedule with revised NOA with a request for a grace period of 15 days before levy of 
liquidated damages (LO). 

On evaluation, TC recommended ( 13 March 2003) the award of work to L&T with grace 
period of 15 days. In view of likely delay in the award of contract, the Executive 
Purcha e Committee (EPC) a ked (31 March 2003) L&T to re-confirm project 
completion schedule of 30 April 2004 with NOA by 15 April 2003 aJongwith the 
negotiations for price reduction. During negotiations L&T did not offer any price 
reduction but confmned (3 and 4 April 2003) compliance with the completion schedule 
subject to issue of NOA by 7 April 2003 with grace period of 15 days. TC recommended 
(4 April 2003) placing of order on L&T staling that re-tendering would delay the project 
by one year and would involve loss of 0.13 MMT• of oil. The EPC, however, approved 
the award of contract to L&T on 9 April 2003 without grace period. Accordingly, L&T 
was asked (9 April 2003) to confmn unconditional compliance with the original 
completion schedule without grace period. A this was not in conformity with their offer, 
L&T refused the offer. Subsequent offer ( 12 Apri l 2003) with a grace period of 15 days 
wa also rejected. 

The Company invited (September 2003) fresh tenders for nine well platforms including 
four platforms for which the tender was cancelled. The work relating to laying of 22 

• Millio11 Metric To1111e 
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pipeline and modificationc.; in 25 ex1c.;ting platforms was included in a c.;eparate fresh 

tender under RSPPM• project. 

The "Nine Well Platforms· Project was awarded (I·ebruary 2004) to L&T at a total lump 
sum price of Rs.l,006.52 crore and the RSPPM Project was awarded (February 2004) to 
Iranian Offshore Engineering Construction Company at a lump sum price of Rs.738.55 
crore involving extra expenditure of Rs.235.51 crore in respect of four well platforms, 
related pipelines and modifications of exic.;ting platforms in comparison to the rates 
offered earlier by L&T. 

Audit observed (December 2005) that the scheduled date of NOA was extended by three 
months due to delay in opening of tenders. delay in furnishing soil data to bidders and 
extended deliberations for granting grace period etc. Further, the EPC on its part did not 
take timely decision to place order on L&T despite knowing the adverse impact of re­
tendering. Thus, the Company incurred an a\oidable expenditure of Rs.235.51 crore due 
to its failure in awarding the earlier contract in time and resultant placement of orders at a 
higher cost through re-tendering. 

The Management stated (June 2006) that despite all its efforts, NOA could not be placed 
in time due to time taken in obtaining clarifications from the bidders on reduction in price 
etc. and its inability in holding the EPC meeting before 9 April 2003 to finalise the offer. 

The reply of the Management was not tenable since despite all delays, L&T was wi lling 
to accept the award with the scheduled date of completion remaining undisturbed. In 
view of the specific recommendations of the TC against re-tendering, an urgent decic.;ion 
by the EPC was required to place the NOA bj 7 April 2003. 

Thus. due to undue delay in finalising the tender and failure in taking timely decision to 
place NOA for four Well Platform Project on L&T. the Company incurred avoidable 
extra expenditure of Rs.235.51 crore on re-tendering the work. 

The matter was reported to the Ministry tn No\ember 2006; reply was awaited (January 
2007). 

13.8.2 A voidable loss due to delay in awarding tender and consequent idling of rigs 

Barytes• being an insurance item, ONGC is required to maintain a buffer stock of 
5,000 MT and a minimum stock holding of 100 MT to 150 MT in a rig to meet any 
exigencies. However, delay in awarding a tender for procurement of barytes 
resulted in suspension of rig operations and consequent loss to the extent of R11.37.18 
crore. 

In April 2003, Oil and Natural Gas Corporation Limited (Company) initiated actton for 
inviting tenders for procurement of 3.50 lak.h MT of barytes to meet its requirement for 
two years (2004-05 and 2005-06). The Bid faaluation Criteria (BEC) wa finalised in 

• Redevelopment Soutlr Pipelines and Platf<>rms Modifications 
• Bary/es is a mineral consisting of barium sulplrate and is used lo raise tire density of drilling fluid in 

order lo control formation of pressure and .~ louglring of slrale. It is a critical constituent in drilli11g 
operation and treated as an insura11ce item. 
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December 2003; the Notice Inviting Tenders (NIT) was published in January 2004, three 
month before expiry of existing contract period of March 2004. On opening the price 
bids the Company observed (July 2004) that four of the five bidders who participated in 
the tender, had quoted the same L 1 ()owe t) rate (Rs. l,244.88 per MT). Even after 
negotiations (August 2004) all four bidder offered the same reduced price of Rs. I, 170 
per MT. 

The Tender Committee (TC) observed (August 200-l) that though the rates were higher in 
comparison to the last purchase price, these were comparable with the prevalent market 
trend and, therefore, recommended placing order on all the four L1 bidders to the 
Executive Purchase Committee (EPC)• . As the L1 parties had quoted the same price, TC 
on the direction of EPC carried out (September 2004) negotiation with L2 party, a State 
Government undertaking having major rights for mining of barytes. The State 
Government undertaking also refused to reduce the rates on the ground of steep increa e 
in input costs. EPC, therefore, decided (September 2004) to close the tender and to invite 
fresh tenders. Accordingly, the Company invited limited tenders in January 2005 from 
known established . uppliers to meet the requirement for one year and placed orders in 
February 2005. 

Meanwhile in February 2004 and May 2004. the Company had placed orders for 51 ,460 
MT of barytes on nomination basi from existing contractors to meet the emergent 
requirement. Even with this order, there was a shortfall in the availabil ity of barytcs 
requirement. During September 2004 to January 2005 the stock position of barytes on 29 
rigs was either nil or less than the minimum requirement and as a result the rig operations 
had to be suspended. Total idling cost of owned and hired rigs during this period wa 
Rs.37.18 crore. 

Audit observed (June 2005) that initially the Management did not invite the tender for 
procurement of barytes wel l before the expiry of the then existing contract. Further, the 
Management was aware that requirement of barytes was urgent and its non-availability 
would result in idle rig cost of Rs.7.50 crore per day. Since the rates quoted by the five 
parties in response to the tender floated in January 2004 were compatible with the 
prevailing market trend, the decision of not plating any order in resporu;e to the tender 
was apparently not in order. 

While justifying the placement of orders on nomination basi to meet the urgent 
requirement, the Management in its reply (March 2006) stated that the shut down would 
have been manifold had some bold decisions not been taken like continuing drilJing 
operations without keeping the minimum safety stock on rigs, maintaining only 1,000 
MT barytes on vessels to meet exigencies. an-anging dispatch of smaller lots by road, 
accepting deviation in material specifications at reduced rate as per the contractual 
provisions etc. The Management, however, did not offer any comments on the delay in 
finalising the tender. 

Reply of the Management was not tenable since for insurance items like barytes, an 
alarming situation of stockout should not have been allowed to arise in the first place. 
The action of the Regional Management to continue drilling operation even at the cost of 

" EPC is Headed by the Chairman and Managing Director of the Company. 
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not complying with the minimum safety 'tock could not completely remedy the \1tuation 
as the Corporate Management failed to fin,1hsc the tender in Lime. 

Thus, dela)' in finali5ation of the tenders and consequent suspension of rig operation-. for 
want of barytes re'>ulted in an a\'Oidahlc los-. of R-..37.18 crore. 

The matter was reported to the Ministry 1n on:mber 2006: reply '"'a" awaited (Janu<H) 
2007). 

13.8.3 Unproductive expenditure 011 productio11 testing of an exploratory well 

I Non-availability of left hand drill pipes• of required specifications for resohing 
complications faced in production tcstin~ of an exploratory well led to unproductive 
expenditure of Rs.27.14 crore. 

With a \ 1ew to exploring hydrocarhon potential of Rudra-.agar for01at10R • . drilling of an 
exploratory well ·CDAB' with target depth of .+.900 metres in Assam v.as approved by 
Oil and Natural Gas Corporation L11111ted (Company) in June 1999. Spudding• of the 
well commenced on 29 Jul)' 2001. After drilling upto .+.534 metres. complicat1ons in 
drilling were anticipated and the target depth v.as re\ ised to 4.700 metres. The drillin~ 
was terminated on 18 October 2002 on altaining the revised target depth. Six object-. 
were planned and identified for testing in 60 days. The well wa!-. handed over on l 

December 2002 for production testing after tc!-.ting it hermetically. Production testmg ol 

Object-I was started on I January 2003. How ever. on 24 February 2003. production 
tubing got stuck during re-perforation• of the IJrst object. In a bid to release it. 01h1.'1 
complications such as snapping of wi rcltnc: le:ning of full length \\ire alongwith dumm) 
jar 111side the 27/s" tubing and non-function111g of tool also occurred. Ultimately. fo.hmg· 
operations were started. However, due to non-a\ai labili ty of 21's" left hand (LH) dnll 
pipes, it was decided on 27 Apnl 2003 to abandon the fishing operations till the dnll 
pipes became available. Other five object-. could also not be tested. The rig was released 
on I May 2003 for next location without attaining the objecti\e of drilling the \\ell 
·cDAB'. 

Audit observed (March 2004) that the production testing of the well could not he 
completed due to non-availability or 27/s" LH drill pipes and the expenditure of Rs.27.14 
crore incurred on drilling the well proved unproductive. Though the Company procured 
17 .56 km of 27/s" LI I drill pipes during October 2003 to June 2004. the production 
testing had not been conducted yet (May 2006) due to complexities in fishing operations 
and priorities of drilling the wells in other areas. 

• Steel pipe used for carrying and rotating the drilling tool~ and for permitting the circulation of the 

drilling mud 
' A succession of sedimentary beds t1wt had deptHited contin11ou.\ IJ' under the rnme conditions. It may 

consist of one type of rock or alteratiom of type\. 
"Act of hoisting the drill pipe and permitting it to fall freely IO that the drill bit strikes the bottom of the 

ll'ell bore with considerable force 
•Method of making holes through the casing oppmite the producing formation to allow the oil or gas to 

flow into the well and e1•e11tually to the .wrface 
•Operation on tl1e rig for the purpo~e of retrie11ing cmi11g or other items from the well bore 
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The Management stated (January 2006) that 27/a" LH drill pipes is an insurance item and 
the e are not allotted to a particular rig or location. These are maintained as common 
inventory and issued on first come first served basis. The drill pipes were avai lable at the 
time of complication but could not be made available as they were already in use. It was 
decided to di scontinue the fishing operation till the arrival of fresh lot of pipes expected 
in three-four months. The well was abandoned temporarily and the Company would 
resume the operations with the availability of improved technology and tools. The 
Management argued that the days consumed on production testing should not be 
considered wasteful as the well was taken up for production testing after completion of 
all teps prior to it; it was drilled upto revised target depth and handed over for 
production testing after succes ful hermetical testing. 

The reply of the Management wa not tenable as the basic objective of exploring the 
hydrocarbon potential of Rudrasagar formation could not be achieved in view of the fact 
that the Company did not maintain the minimum tock requirement of the 27/e" LH drill 
pipe at drill site as a result of which its production testing operation was affected. 
Production testing had still (May 2006) not been completed even after three years though 
the pipes were procured subsequently during October 2003 to June 2004. 

Thus, due to the non availability of a critical in. urance spare in time, the objective of 
production testing of an exploratory well could not be completed and the expenditure of 
Rs.27. 14 crore already incurred remained unproductive. 

The matter was reported to the Ministry in November 2006; reply was awa ited (January 
2007). 

13.8.4 Wasteful expenditure due to incorrect decision 

ONGC incurred a wasteful expenditure of Rs.26.02 crore by ignoring past 
experience and the recommendations of its drilling section and the Institute of 
Drilling Technology for vertical drilling of an exploratory well. 

Oil and Natural Gas Corporation Limited (Company) planned to commence exploration 
of 'Barails'/'Kopili ' strata at location GK-11 in Upper Assam Region in May 1997 with a 
target of drilling a 4,710 metres deep well. The Company drilled the well directionally 
(June 2002). The drilling operation faced many complications and by September 2004 it 
was not feasible to drill beyond the depth of 4,230 metres due to high 'torque' and 
'drag' • . The rig was released on 7 December 2004. As against the estimate of 290 days, 
the Company took 869 days in drilling the well from 6 June 2002 to 22 October 2004 
without achieving the exploratory objective and charged off Rs.26.02 crore as an 
expenditure on a dry well in 2004-05 accounts. 

Audit observed (November 2005) that before commencement of the drilling operations, 
the need to plan the drilling vertically had been brought (December 1998) to the notice of 
the competent authori ty since such deep wells were not drilled directionally in the Upper 
Assam Region. Moreover, two similar formations drilled in June 2000 and September 

' Torque: A turning or twisting force; Drag: Current 01•erpull. Torque alld drag are the most important 
factors which can disturb the drilling of directional wells 
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2000 had encountered complications due to high 'torque' and 'drag' and consequent 
'stuck up·•. A study conducted in July 2001 h) the Institute of Drilling Technology 
(IDT) had also recommended that Kopili wells must be drilled vertically with high 
performance mud system. ln March 2002. the Jrilling section of the Company had 
emisaged drilling of the well GK- 11 vertica"y to avoid complications. The Company, 
however. chose to drill the exploratory well J1rcctionally and ultimately failed to achieve 
its objective after incun'ing a wastefu l expenditu re of Rs.26.02 crore. 

The Management stated (May 2006) that 'crtical drilling as suggested by the drilling 
section and IDT could not be undertaken due to non-availability of land and that 
drilling the well GK-11 vertically from a common point would not have served the 
exploratory objective. However. the Management assured that in view of the experience 
in drilling the GK- I I well. care was being taken for completing the drilling of such wells 
b) changing the drilling profile after hiriRg the requisite services and tools and by 
applying new generation mud system which helps in reducing the torque and drag and 
improve bore stabi lit) . The Ministry endorsed (January 2007) the reply of the 
Management. 

The reply was not tenable because there v.as suffic ient evidence that directional drilling 
was not successful in the terrain. Hence, the decision to opt for 
directwnal drilling resulted in v.astcful expenditure of Rs.26.02 crore. 

13.8.5 Extra expenditure due to award of civil works without having title to the site 

Lapse on the part of ONGC in awarding civil works to a contractor on land not I 
belonging to it led to extra expenditure of Rs.16.04 crore due to termination of the 
contract followed by retendering. ---

Oil and Natural Gas Corporation Limited (Company) placed (May 2003) a Letter of 
Award (LOA) on Engineering Projects (India) Limited. Kolkata (EPIL) for upgrading its 
existing Gas Collection Station (GCS) at Baramura, Tripura at a co l of Rs. 15.79 crore. 
The work was to be completed within 18 months from the date of LOA. In October 
2003, the Tripura State Electricity Department (TSED) asked the Company to stop the 
new civi l works as the same was being undertaken outside the boundary of the existing 
GCS of the Company on land belonging to TSED. After resolving the issue with TSED, 
the Company handed over the site to EPIL free of encumbrance in June 2004. Due to the 
delay. EPIL was not wi lling to resume the work at the old rates and demanded revision in 
contract price and requested the Company to reckon the start of the project from the date 
of handing over the site to them. The Compan) agreed to seven months' extension of 
time, but did not agree to the escalation on rhc grounds that the contract was a lump sum 
turnkey contract and directed EPIL to commence work within I 0 day . EPI L invoked the 
arbitration clause and stopped the work (August 2004). The Company terminated 
(October 2004) the contract with EPIL as they \\ere not ready to commence the work. In 
June 2005, a fresh contract for this work wa" awarded to M/s. Larsen & Toubro for 
Rs.3 1.83 crore. 

• A11y drilling string or bit getting trapped/jammed ap 
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Audit observed (November 2005) that the Company had proposed to utilise the adjoining 
area of an abandoned well for upgradation of the GCS. The Company. however, did not 
check the Litle lo the land or obtain necessary clearances from TSED before handing over 
the site lo EPIL (May 2003). The omission to obtain clearance from TSED before 
av.arding the work resulted in the avoidable expenditure of Rs.16.04 crore. 

The Management stated (April 2006) that the custody of the land in question on which 
TSED raised an objection was initially transferred by the Forest Department to the 
Company in 1976 for drilling operations. TSED never raised any objection against the 
custody of this land between January and April 2003. The Management also contended 
that EPIL had no intention of completing the work and the matter of land dispule had 
simply provided an escape route to chem and. thus. the Company had no option but to 
terminate the contract. 

Reply of the Management was not tenable as the forest department had allotted 7.48 acres 
of land lo the Company on lease for the Baramura well number four for the period from 
December 1974 to March 1976 and the Company 's request for extcn-.ion of the lease 
period had been rejected h) that department in October 1985. The upgradation work of 
GCS was. therefore, assigned to EPIL on the land which did not belong to the Company 
wherea in terms of the contract. the Company was lo hand O\er the site free of all 
encumbrances to EPIL. 

The matter was reported to the Ministry in November 2006; reply was awaited (January 
2007). 

13.8.6 Unfruitful expenditure on application of a new technology 

I ONGC ignored the results of pilot study and unduly favoured contractors whose 
technology had either failed in the pilot study or had not been tested at all. ONGC 
also delayed identification of wells for the use of the technology which resulted in 
the use of shelf-ex ired chemicals. 

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

Oil and Natural Gas Corporation Limited (Company) inducted ( 1999-2000) gel 
technology on pilot ba-.is to ascertain it-. suitability in Mumbai High Field. The pilot job 
comprised application of gel technology for Gas Shut Off (GSO) in five wells. Water 
Shut Off (WSO) in three welb and profile modificacion in one well. Pilot study revealed 
that H2Zero gel used for Gas Shut Off (GSO) by M/s. Halliburton Offshore Service Inc. 
(HOS!) was unsuccessful m one of the three wells, no positive re5ulls could be obtained 
in the second one due to diagnostic failure to locate the source of gas. In the case of the 
lhird well, it was a partial success as there was rising trend of gas production which could 
be controlled with the same le\ el of liquid production. Unogel u ed by Mis. Tiorco and 
M/s. Gel Tech was successful in two wells each for GSO and WSO jobs. H2Zero used 
by HOSI was also successful for WSO job in one well. 

In August 200 I, the Company decided to award the work for GSO jobs by application of 
gel technology to HOSI and M/s. Schlumbuger Asia Services (SASL) for three wells 
each on nomination basis . As the chemicals lo be used by the parties were different from 
those used in the pilot stud). it was decided to award the work subject to the results of lab 
perf onnance test to be conducted under simulated reservoir conditions. 
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The work was awarded in October 200 I. The GSO jobs carried out by SASL and HOSI 
in December 2002/January 2003 in one well each proved unsuccessful. The Company, 
however, amended the contract in October 2003 and allowed the same parties to conduct 
WSO jobs using gel technology for the remaining wells also. 

Audit observed (May 2005) that the Company awarded contracts to HOS I despite the fact 
that results of conducting similar jobs in the pilot study had not been successful. In the 
case of SASL, no pilot study had been conducted on the efficacy of the technology and 
the gel used by the party. The letters of av.an.I issued (October 2001) to both the parties 
did not include the condition that the execution of work was subject to successful pre­
testing of the gel, though it was a nonnal pre-condition for the award of the work. 
Consequently, no lab tests were conducted prior to the award of such work. While the 
gel/chemical used by SASL tested after the av.ard of the work in May 2002 was found 
suitable, HOSJ's request to waive off such a test was accommodated and no lab test on 
the gel/chemical of the party was conducted even after the award of work. Despite the 
GSO jobs carried out by both SASL and HOSI in December 2002/January 2003 having 
been unsuccessful, the Company did not de-hire their services for the remaining two 
wells each though clauses 19.3 and 19.4 ot the contract empowered the Company to do 
so. Instead, the Company amended the contracts in October 2003 and assigned WSO jobs 
using gel technology for two wells each lo both the parties. The wells for these jobs were 
identified after a lapse of one year in October 2004 by which time the shelf life of the 
gels had expired and the WSO jobs carried out (November 2004) were also unsuccessful. 
Thus. expenditure of Rs. I 0.06 crore incurred by the Company on application of gel 
system for GSO/WSO jobs proved unfruitful. 

The Management stated (May, 2006) that WSO/GSO jobs by applying gel technology 
needed extensive trials before concluding that it was a case of .;uccess or failure. 
However, decision to further test the technology with different gels was a conscious 
decision. As regards award of work to HOSI and SASL, the Management contended that 
since gel technology used by M/s. Gel Tech and Mis. Tiorco was similar to the gel 
technology developed by ONGC's Institute, it was decided to try the gel technology of 
HOS! and SASL. Even though the GSO jobs by HOSI and SASL were unsuccessful, it 
was decided to continue the efforts as both parties had already mobilized the chemicals 
and as per contract the remaining two wells were required to be completed. The 
Management further contended that wells repaired/treated by H2Zero gel were 
performing well with respect to undesirable gas production and, hence, it was decided to 
dispense with lab test which resulted in saving of time and associated cost. As regards the 
use of expired chemicals, the Management stated that the efficacy of the chemicals was 
confirmed by SASL even though the shelf life had expired. The Ministry endorsed 
(January 2007) the reply of the Management. 

Reply was not tenable because despite bemg aware of the uncertainty involved in 
successful application of a new technology. the Company awarded the contracts without 
insisting on the standard condition of testing in simulated reservoir conditions, thereby 
rendering the expenditure of Rs. I 0.06 crore unfruitful. 
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13.8. 7 A voidable expenditure due to not availing of Deemed Export Benefit 

I By not inviting tenders for procurement of Oil Well Cement on International 
Competitive Bidding (ICB) basis in time and because of subsequent delay in 
I ;;ocessing the ICB tenders, ONGC could not avail of Deemed Export Benefit that 
~ to avoidable expenditure of Rs.1.35 crore. 

Under a GOI Notification of August 2000, goods meant for u e in areas where the 
Petroleum Exploration Licence (PEL)/Mining Lease (ML) was is ued or renewed after I 
April 1999 were eligible for Deemed Export Benefit, by way of exemption of excise duty 
on the goods manufactured in India and purchased under International Competitive 
Bidding (ICB) tenders. Thi'> notification \o,,as circulated to all its Regiom. b) Oil and 
Natural Gas Corporation Limited (Company) in September 2000. 

A contract for purchase of Oil Wel l Cement (OWC) executed in December 2000 was due 
to expire in December 200 I. The Compan) im ited fresh tenders for tv.o years on limited 
tender basis from all indigenou!. empanelled bidder'> only in December 2(X) I. The 
Executive Purchase Committee (EPC), headed by the Chairman and Managing Director 
of the Company, in its meeting in March 2002 noted the dela) in inviting tender and 
issued instructions to fix responsibility. The Committee further directed that the tender be 
re-invited on ICB basis for three year!. on firm rate basis so as to enhance competition 
and to avail of possible Deemed Export Benefit. Accordingly, a new tender on ICB basis 
was invited in September 2002. Only two bids were found to be technica ll y acceptable. 
The EPC besides observing the delay in processing of tender decided (November 2003) 
to close the existing tender and in vite fresh tenders due to lack of competition and 
incon!.istencies observed in the processing of initial bid. The Committee again ordered 
that responsibi lity for delay should be fixed and a report submitted within 15 dayc;. A new 
tender was floated in Januar) 200-l and purcha'e orders were placed in January 2005. 

Meanwhile, in order to meet the operational requirement, the Company gave approval on 
piecemeal ba is to its Regional Officer'> to procure OWC from local suppliers. Mumbai 
Region of the Company accordingly procured 44,400 MT of OWC during April 2002 to 
December 2004 out of which 22,703 MT \o,,as ut ilised in PEUML areas for which 
Deemed Export Benefit of Rs. l .35 crore cou ld not be availed of. 

Audit observed that the Company had not only delayed invitation of tenders but al o· 
failed to take cognizance of the Notification of August 2000 circulated to al l its Regions 
by the Company in September 2000, wherein all concerned were advised to incorporate 
specific tender provisions for procurement of supplies in respect of areas covered under 
PEUML. Hence, the Company should have imited the tender on ICB ba is in the fir t 
instance itself. Further, the existing contract was to expire in December 2001. Fresh 
tenders were, however, invited only in December 200 I. As a result, the Company 
incurred an extra expenditure of Rs. I .35 crore on procurement of OWC at the lc\el of 
regional offices. 

The Management in its reply (September 2005) stated that as tender was floated on lCB 
basis for the fir t time in several years. bid evaluation criteria (BEC) had to be formulated 
afresh. Since tender was floated for three years, revised requirement was to be compiled 
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by various Regions. Re-floating of tender re-..ulted 111 re-compilation of requirement and 

formulation of BEC. 

Reply of the Management was not tcnabl:.? due to the follow111g: 

(i) The Company failed to imitc tenders on !CB basis in the first instance, since the 
notification to this effect was circulated to all Regions in September 2000 and the 
existing contract was expiring in December 200 I. 

(ii) Noting the delay in invitation of tenders, EPC had given directions twice (March 
2002 and November 2003) to fix re-.ponsihility. Audit, however, did not come 
across any papers to indicate action ta1'cn b) the Company. 

(iii) Finalising of ICB tenders is not nc\\ to the Company and OWC is a regular item of 
consumption. Therefore, procedural dcla)-; could have been curtailed/avoided. 

Thus, due to lack of internal control and procedural delays in inviting/processing of 
tender, the Company could not avail or Deemed Export Benefit leading to extra 
expenditure of Rs.1.35 crore. 

The matter was reported to the Ministry in October 2006; reply -was awaited (January 

2007). 
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[-~~~~C-HA~PT~E_R_x_IV~=-MINI~_s_T_R_v_o_F_P_o_w~E-R~~~---'l 

!National Hydroelectric Power Corporation Limited! 

14.1.1 Avoidable payment of Rs.1.06 crore 

Due to lack of proper coordination among its various divisions, the Company could 
not make the contractor liable for bearing the extra cost towards lowering the 
foundation level and had to make avoidable payment of Rs.1.06 crore to the 
contractor. 

National Hydroelectric Power Corporation Limited (Company) awarded (January 2002) 
the work of planning, investigation, design , construction and commissioning of a 
permanent bridge over river Subansiri to Mis. Anil Kumar Gupta (contractor) for a lump 
sum price of Rs. I0.99 crore. The Company executed the agreement afler approving the 
detailed technical specifications, as submitted by the contractor. 

During execution of the work, the contractor found (March 2002) that its tendered 
proposal had certain drawbacks and proposed certain changes in the design of the bridge 
for, inter alia, increasing the length of the cantiii.::ver arm and for reducing the length of 
the suspended span, without seeking any extra cost. The contractor re-modified 
(September 2002) the drawings and proposed lowering of the foundation level of the 
right abutment of the bridge by five metres. The design division of the Company agreed 
to (December 2002) the proposal with the condition that additional financial implication, 
if any, would be borne by the contractor. 

It was observed in Audit (November 2005) that the design division sen t the conditional 
approval to the project office, without referring the matter to the contract division for 
taking the necessary action as per the contract to avoid any complication at a later date. 
After six months of completion of foundation work of the abutment, the contractor 
claimed (March 2004) extra payment for lowering the foundation . The Company 
accepted the claim on the recommendation of a one-man committee and released (May 
2005) Rs.1.06 crore to the contractor. However, as the foundation level was lowered 
mainly for mobilising enough counterweight due to change in length of cantilever arms 
and the suspended span, the extra cost should have been borne by the contractor. 

The Management stated (June 2006) that the payment was made only for that portion of 
the work which had been executed due to the requirement at site and that the abutment 
was lowered to meet the competent foundation at the lower level. This was beyond the 
control of the contractor. The matter was reported to the Ministry in October 2006. The 
Ministry endorsed (December 2006) the views of the Management. 

The reply was not acceptable as lowering the foundation level was necessitated due to the 
changes proposed by the contractor and as such the related extra cost should have been 
borne by him. Further, the one-man committee had recommended, inter alia, that there 
should be proper coordination between design division, contract division and project. 
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The Company itself issued (August 2006) intern,11 instructions that before accepting a 
revised proposal having financial implication for change in design. a \H1tten confirmation 
from the contractor should be obtained to avoitl contractual complication at a later date. 

Thus, due to lack of proper coordination among 1h \ arious divisions. the Company could 
not make the contractor liable for the extra CO\l towards lowering the foundation level 
and accordingly, had to make an avoidable pa) menl of Rs.1.06 crore to the contractor. 

jNTPC Limited! 

14.2.1 Irregular payment of special incentive of Rs.116.88 crore 

e Company made irregular payment of ex-gratia in the form of special incentive 
amounting to Rs.116.88 crore to its emplo~ees whose wages/salary exceeded the 

mit stipulated under the Payment of Bonus Act. ~ 

According to the pro\isiom. of rhe Pa>ment of Bonus Act. 1965 (Act) and the DPE's 
instructions dated 20 No\ember 1997, no e.r-f?ratia was to be paid b> the Public Sector 
Enterprise<; (PSEs) to their employees. who were not entitled to payment of bonus/ex­
gratia under the pro\ isions of the Act on account of their wage/salary exceeding 
Rs.3,500 per month, unless the amount was .,o authorised by the Government under a 
duly approved incentive scheme, framed in accortlancc with the prescribed procedure. 

The payment of ex-gratia b) a large number of PSb to their ineligible employees was 
pointed out earlier in \ariou-; Autlit Reports !Commercict!}•. The matter was referred 
(February 2005) to OPE for clarification a., to \.\-hether such payment of ex-gratia (in the 
form of the special incenti\e 01 in '>Omc other name) v.as consistent with OPE'., 
instructions. OPE clarified (December 2005) that the payment of er-gratia to the 
ineligible employees was not allowed as per Its instructions of November 1997 and that 
there was no provision for DPE/Administratnc Ministry to apprO\e the payment of ex­
gratialbonus to the ineligible employees in PSEs. 

It was observed in Audit that NTPC Limited (Company) made pa) ment of ex-gratia 
amounting to Rs. 116.88 crore in the form of '>pecial incentive during the last nine years 
ending 2004-05 to its employees whose salary had exceeded the limit prescribed under 
the Act. On the matter being brought to the notice of OPE by Audit, OPE advised 
(December 2005) the Ministry of Power to take su itable action. 

In response to DPE's ad\ice. the Ministry reiterated (October 2006) the Management'-. 
stand that the Company had been paying the special incentive and not ex-gratialoonu., to 
the ineligible employees, which was not incon<ii-;tent with the DPE's instructions. The 
Management added (October 2006) that the MOU-signing PSU" \\ere competent to 
formulate such incentive schemes. 

The reply was not acceptable. as the Compan) hatl been paying special incentive to such 
employees who were not entitled to the pa> ment of bonus/ex-f?ratia under the prO\ ismn-. 

•Reports of the Comptroller and Auditor General of India (Commercial) No. 3 of 1994, 1995, 1999 to 
2004 and Report No. I 3 of 2006 
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of the Act. DPE's instruction of November 1997/ December 2005 also did not permit 
payment of ex-gratia, honorarium, reward etc. to such ineligible employees. Though the 
MOU-signing PSUs could evolve productivity linked incentive scheme, the same had to 
be within the broad guidelines of OPE and no pa) men ts of ex-gratia nature could be 
made to the ineligible employees in addition to the 'generation'• incentives being paid 
under another scheme. -

Thus, the payment of ex-gratia amounting to Rs.116.88 crore in the form of special 
incentive to the ineligible employees was irregular and inconsistent with the provisions of 
the Act as well as the instructions of OPE. 

14.2.2 Extra expenditure due to continuing with the loans at higher rates of interest 

Due to continuing with two loans at higher rates of interest despite the downward 
trend in interest rates, the Company incurred extra expenditure of Rs.4.72 crore till 
September 2006 and incurred future liability of Rs.3.91 crore over the remaining 
tenure of loans. 

NTPC Limited (Company) entered into three loan agreements with Housing 
Development Finance Corporation Limited (HDFC) on 4 November 1999, 14 December • 
2000 and 22 December 2003 for availing of loans of Rs.JOO crore, Rs.200 crore and 
Rs.250 crore respectively at interest rates between 9 and 12 per cent. All the loan 
agreements had a prepayment clause. The Cor.:~:my drew the full amount of Rs.300 crore 
against the first two loans and Rs.50 crore against the third loan till January 2004. 

In view of the softening trend in interest rates in the market, the Company wrote (3 1 
December 2003) to 19 banks including HDFC for prepaying the existing loans, if the 
annual rate of interest was not reduced lo 7.35 per cent. While 1-8 banks agreed to bring 
down the rate of interest lo 7.35 per cent, HDFC agreed (March 2004) to reduce the rates 
to 8.35 per cent and 8.40 per cent on the first two loans respectively. In respect of the 
third loan, HDFC agreed to reduce the rate to 7.35 per cent, subject to availing of the 
balance of Rs.200 crore by 31 March 2005. 

The Company accepted (March 2004) these rates, considering the offer as reasonable 
based on the weighted average interest rate of 7 .90 per cent and in view of the long­
standing relationship with HDFC. It was ob erved in Audit (October/November 2005) 
that the Company's decision to accept higher rate of interest on the ground of long­
standing relationship did not prove to be at all sound commercially as HDFC did not even 
respond to its request (February 2005) for release of the balance of Rs.200 crore of the 
third loan. Instead of taking any action for prepayment, the Company continued to pay 
interest to HDFC at a rate higher than 7.35 per cent (the rate accepted by other banks) 
ince I April 2004. 

Thus, the Company paid excess interest of R .6.15 crore during the period from April 
2004 to September 2006, besides incurring future liability of Rs.3.91 crore for the 
remaining tenure of the loans from October 2006 to March 201 1. Had the Company 

• The Company had also bee11 payi11g ge11eration ince11tives to all its employees based on the 
performance of each ge11erati11g station u11der the Ge11eration lllce11tive Scheme. 

104 

' 



Report No. 11 of 2007 

declined the offer of HDFC and insisted on prepayment of the first two loans. it could 
have saved Rs.8.63 crore after paying prepayment charge of Rs.1.43 crore in terms of the 

agreement. 

The Management replied (April/August 2006) that the Company had taken the right 
commercial decision as a part of negotiation with HDFC and keeping in view the total 
financ ial implication of the third loan. Further. the tariff was governed by the Central 
Electricity Regulatory Commission (CERC) and as per its guidel ines, any refinancing of 
loan should necessarily be on the same terms and conditions except the rate of interest, 
i.e., the terms and conditions including the repayment of fresh loans should not be worse 
than the original loan prepaid. The Company tried to explore the possibil ity of a lender 
who could provide loan on matching terms and conditions with soft interest rat~ . ~ ... , 
could not succeed. While endorsing the Management's views. the Ministr) added 
(January 2007) that the loss determined by the Audit was notional since the Company has 
been borrowing on continuous basis from various banks/financial institutions. 

The reply was not acceptable on account of the following: 

(i) The offer of HDFC was appro\ed by the Compan7 based on the weighted 
average interest rate of 7.90 per cent, considering the full drawal of Rs.250 
crore out of the third loan and in view of the long-standing relationship with 
HDFC. While this rate was higher than the rate of 7.35 per cent agreed to with 
the other banks. the weighted average interest rate worked out to 8.23 per 
cent, based on the drawal of R .... so crore out of the third loan made by the 
Company till March 2004. Further. accepting HDFCs offer in view of the 
long-standing relationship also did not prove to be prudent as HDFC did not 
even respond to its request for release of the balance of Rs.200 crore of the 
third loan. 

(ii) The records did not indicate that the Company had made efforts for 
refinancing of loans on matching tem1s. 

(iii) The avoidable expenditure is not notional, as the Company continued to pay 
interest to HDFC at a rate higher than 7 35 per cent since I April 2004. 

[Power Finance Corporation Limited! 

14.3.1 Irregularities in sai1ctio11 of loan to a private party 

The Company sanctioned a loan to a private party without proper appraisal and I 
adequate securities. As a result, an amount of Rs.8.20 crore remained outstanding 
for more than three years, recovery of which was not assured. J 

Power Finance Corporation Limited (Company) sanctioned (October 2002) a loan of 
Rs.19.37 crore to IMP Power Limited (Borrower) under a scheme for financing 
equipment manufacturers. The Company disbursed (November 2002- November 2003) 
the loan to the extent of Rs.17 .89 crore. 
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Audit scrutiny (February/March 2006) revealed that the Compan)' did not follow a proper 
appraisal system and sanctioned the loan without obtaining adequate securities. The 
following deficiencies were noticed:-

(i) A borrower hould have a clear default status for the last one year, as per the 
Company's guidelines. However, the Cumpan)' obtained default status repons 
from only two out of six bankers of the borrower. Subsequently, it came to notice 
that the borrower was in default with two bankers•, from whom the Company had 
not obtained the default status reports. 

(ii) While adjudging the borrower's eligibility for the Joan, the Company allowed the 
borrower credit for timely delivery of material though it had actually not adhered 
to the delivery schedules originally contracted with various State Electricity 
Boards (SEBs). The borrower was also given credit for providing additional 
securities though even primary securities like letter of credit and creation of 
charge on its asset... were not provided by the borrower. 

(iii) Though the borrower offered to pledge five lakh shares of its own in favour of the 
Company, the ame "-US not considered b} the Company. 

The borrower defaulted in repayment of loan from May 2003 due to poor financial 
condition. One of the major reasons for the financial crunch was non-delivery of goods to 
some of SEBs whose contracts were assigned to the Company. 

The borrower defaulted in pa] ments to other lenders also, who sought intervention of 
Corporate Debt Restructuring (CDR) Cell of the Reserve Bank of India for settlement of 
their dues and approached (November 2004) the Company to participate in the 
restructuring plan of the borrower. The Company gave (June 2005) its consent for the 
CDR package, without attempting to realise its due or approaching the Debt RecoverJ 
Tribunal (ORT). As per the package, the borrower was to pay the outstanding dues of 
Rs.8.77 crore as of I December 2004 in 28 quarterly instalments with effect from I April 
2006. The amount due upto 1 January 2007 was Rs.1.25 crore against which the 
Company could recover Rs.57.45 lakh only (January 2007). 

The Management stated (May 2006) that: 

(i) The borrower had not defaulted on payment to any of the bankers as per it 
balance sheet. 

(ii) The marks were awarded to the borrower as per the system in vogue. 

(iii) The borrower had furnished additional security of personal guarantee of the 
promoter directors and corporate guarantee of its sister concern. which had 
current assets worth Rs.24.58 crore as on 31 March 2002. 

•SB/ Commercial and llltemational Bank Limited and State Bank of Saurashtra 
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(iv) The pledging of -,hares \\as not con ... 1ucred. as it was not p.u1 of the sccunt} 
package and in the ah1;ence of ;n,11lahil1t) of other cffecti\e remed). the C'ompan) 
had no option but to accept the CDR package. 

The matter was reported to the Ministry in October 2006. The Ministry. while endorsing 
(December 2006) the "ie\\s of the Management. added that the borrower has all 
intentions to fulfil the terms and conditions of the CDR package. 

The reply was not acceptable on account of following: 

(i) In the absence of the default statu" reports from all the -.ix bankers of the 
borrowers, the Compan1 's presumption that the borrower had clear default -.1 ·1;..:· 

was unfounded 

(ii) SEBs had not extended the deli\'ef) period at the time of sanctioning of loan and 
so. no marks should ha\e been av.arded therefor. Further. as the borrower could 
not meet the time schedule. its techniCJl capabilities -.houlu al'io ha\C been 
as-.essed at the time of <.anct1on of loan. 

(iii) The corporate guarantee of the sister concern was restricted to Rs.12.88 crore 
only. The legal counsel appointed by the Compan} had clearl) opined that the 
Company might not be able to real1\e the full amount of its outstanding loan 
including interest at the time of enforcement of the corporate guarantee. 

(iv) Had the Company considered the offer of the borrower for pledging of it., .,hares. 
it could have partiall} recovered its dues b) selling the shares. 

(v) Against the principal amount of R .... 1.25 crore due upto 1 January 2007 under the 
CDR package, the Compan} could reco\'cr Rs.57.45 lakh on!} . 

Thu .... the Company committed irregulanue.., in ... anctioning of loan to a private part) b} 
not following a proper apprai..,al system and not obtaining adequate securities. A.., a result. 
an amount of Rs.8.20 crore remained outstanding for more than three years (August 
2006), the recovery of which was not assured. 

14.3.2 Avoidable expenditure of Rs.7.39 crore 011 payment of upfront fee and 
commitment charges to the Asian Development Bank 

The Company signed a loan agreement with the Asian Development Bank for taking I 
a loan of US$ 150 million. In view of the reluctance of the State Electricity Boards to 
utilise the loan, the Company foreclosed the loan to the extent of US$ 100 million. 
Consequently, it had to incur an expenditure of Rs.7.39 crore on payment of upfrontj 
fee and commitment charges. _ __ _ 

Asian Development Bank (ADB) ..,anct1oncd !December 2002) a loan of US$ 150 million 
to Power Finance Corporation Limited (Compan}) for augmenting Power Sector reform-. 
in India. After identifying a few scheme.., to he financed and entering (October/No\ember 
2003) into MOUs with the State Electricity Boards (SEBs) of Maharashtra, West Bengal 
and Assam and a power utllit}. 1•1;:. Kamataka Power Transmission Corporation Limited 
(KPTCL) for execution of \anous project-.. the Compan1 entered (December 2003) into a 
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loan agreement with ADB for the loan of US$ 150 million (Rs.683.10 crore'''). The 
agreement, inter alia, provided for drawing the entire amount by February 2007 and for 
payment of upfront fee at the rate of one per cent of the loan amount as well as 
commitment charges at the rate of 0.75 per cent per annum on the amount of the loan not 
drawn by the Company. 

It was observed in Audit (February/March 2006) that before signing the loan agreement 
with the ADB, the Company received schemes for Rs.295.28 crore only from the SEBs, 
against the sanctioned loan of Rs.683. I 0 crore, indicating that the Company was, ab 
initio, short of eligible schemes to be financed under ADB funds. Besides, the liability of 
the SEBs for payment of upfront fee and commitment charges in case of non-fulfilment 
of loan conditions or non-availment of loans were not suitably reflected in the MOUs 
with them. 

Subsequently, in view of the reluctance of the SEBs to utilise the ADB loan due to issues 
relating to procurement procedures, environmental and social safeguards as well as 
insufficient availabi lity of eligible sub-borrowers, the Company foreclosed (December 
2005) the loan to the extent of US$ 100 million. As a result, it incurred an avoidable 
expenditure of Rs.7.39 crore on payment of upfront fee (Rs.4.50 crore) and commitment 
charges (Rs.2.89 crore) on the foreclosed loan of US$ 100 million. The expenditure could 
also not be recovered from the SEBs in the absence of any back-to-back arrangement 
with the SEBs for reimbursement of upfront fee and commitment charges. 

The Management stated (September 2006) that the Company had adequate projects 
costing Rs.1,534.04 crore at the time of signing the agreement with the ADB, but could 
not avail of the entire amount a the SEBs were sluggish in implementation of their 
schemes. Further, the SEB of Assam became ineligible as it was directly negotiating 
loans from ADB. The KPTCL opted out of the loan due to ADB not accepting their e­
procurement procedure. They further stated that the existing policy of the Company did 
not have provision for levying upfront fee for loans sanctioned to state power utilities and 
payment of commitment charges by the borrowers was insisted upon only in case of loans 
of more than Rs. JOO crore. The matter was reported to the Ministry in November 2006. 
The Ministry, while endorsing (December 2006) the views of the Management, added 
that it was me Company's practice to merge the upfront fee and commitment charges a 
part of the interest rate instead of charging the same from the borrower under back-to­
back arrangement. 

The reply is not acceptable as at the time of signing the agreement with the ADB, the 
Company had approved schemes valuing Rs.32.65 crore only and the schemes valuing 
Rs.262.63 crore were under appraisal. The Company was also 'expecting' projects worth 
Rs.1 ,279.38 crore, as per its own records. It was, thus, not correct to say that projects 
costing Rs. 1,534.04 crore were available for implementation. Further, the Ministry stated 
that based on the experience with the ADB loan, the Company was contemplating to on 
lend such multi lateral credits on back-to-back basis with fixed margins. 

• At the exchange rate of Rs.45.54 per US$ as 011 the date of the Loan agreement with ADB (11 
December 2003) 
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Thu-.. \igning of the loan agreement by the Company without properly considering the 
prospect of utilisation of the loan resulted in ,1voidable expenditure of Rs.7.39 crore on 
payment of upfront fee and commitment charge.., . 
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CHAPTER XV: DEPARTMENT OF PUBLIC ENTERPRISES 

Airports Authority of India, Air India Limited, Northern Coalfields Limited, 
Coal India Limited, Export Credit Guarantee Corporation of India Limited, 
Food Corporation of India, The New India Assurance Company Limited, 
National Insurance Company Limited, United India Insurance Company 
Limited, The Oriental Insurance Company Limited, Oil and Natural Gas 
Corporation Limited, Hindustan Petroleum Corporation Limited and 
National Hydroelectric Power Corporation Limited 

15.1. 1 Recoveries at tlze instance of Audit 

During LcsL check in AudiL, sc\'eral cases relaLmg Lo non billing, non receipt, short 
recovery, excess paymenl, undue benefit to pri vate parties etc. in case of Central PSUs 
were poinLed. In 21 such cases pertaining to 13 PSUs, where Audit pointed out an 
amount of Rs.22 crore for recovery, the Management of the PSUs recovered an amount 
of Rs.15.52 crore during 2005-06 as detailed in Appendix-III . 
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·[~~~~-c_H_A_PT~E_R_x_v_1_:_M_•_N_1s_T_R_v_o_F~R_A_IL_W~A-Y_s~~~~l 

!Container Corporation of India Limited! 

16.1.1 Blocking of funds 

The Company's decision to construct residential Oats for staff nithout ascertaining 
the demand for the same and without proper survey of the location, led to blocking I 
of funds of Rs.95.29 lakh and consequential loss of interest of RsA5.13 lakh. 

- -

\.\-1th a 'IC\\ lo meeting thl' shortagl' of accommodation for housing in Mumba1. 
Container Corporation of lnd1,1 Limited !Comp.in)) made a proposal (October 1995) lo 
the Western Railway'> for con'>truction of 24 flats on Railwa) land \\ ith the condition that 
12 flat\ would be allotted to the Compan) on long-term lease of 30 )e,1rs and 12 fl.its to 
the Railways. While the entire cost of construction of the flats was to be borne b) the 
Compan). the ownership of all the flat\ \\Ould remain \\ith the Railways. The Railways 
accepted (January 1996) the Company's proposal to construct the tlah and the Company 
deposited Rs.95.29 lakh v.ith the Western Rail\\ay during the period from May 1997 to 
July 1999. 

It was observed (Jul) 2005) in Audit that the Company did not verif) the suitability of 
location of the site before m..ik1ng pa) men!\ or during construction of tlah. Though the 
Compail) took over the pos~ess1on of 12 flat\ 111 '\pril 2002. 1t could not allot the <,ame to 
the employees a., the) were reluctant to OCLUp) these flats. A., per the 111spect1on 
conducted (October 20Cn l b) the Com pan). the flats were located around a slum area and 
\\Cre far ,w,,ay from the R.iih\ay station. 

In June 2004, the Western R.11hi,a) intimated the Compan) that if the flat\ were not 
required. the same could be t..iken back b) tht:m Only after the mailer was pointed out by 
Audit in July 2005. the Compan) look up the matter with the Raihi,.a)s (Januaf) 2006) 
for surrender of flats and refund of deposit alongwith interest. The Railways h<l\e not 
refunded the amount '>O far (August 2006). 

The Management stated (Augu'>t 2005) that the Company was a gro\\ing organi-,ation and 
the arrangement of suitable accommod,1t1on tor th .,taff \\as a \i,.elfare activit). There "-d'> 

no lo.,.., in keeping the flats in its po'>scss1on. as their co.,t wa-. more than two time-. the 
actual amount deposited. 

The reply was not acceptable. as the requirement \\.a:-. not assessed realistically before 
con<;truction and the -.uitabilit) of the stte \\as not Yerified \\hi ch \\as establi-,hed b) the 
fact that all the flah ha\e been l)mg \acant tor the la'>l four )Car'>. The Management itself 
considered (February 2006) the flats unsafe tor residential purpose on the ground that the 
locality \\.as surrounded b) a slum area and \\.is full of ant1-soc1al clement:-.. As regard-; 
appreciation in the value of the flats. tlm "a., not relevant a-. the Company ha:-. al read) 
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surrendered the flats and there was no provision for getting refund of the market value of 
the nats. 

Thus, the Company's decision to construct the tl ats without ascertaining the demand for 
the same and without proper survey of the location, led to blocking of funds of Rs.95.29 
Jakh and consequential Joss of R!>.45.13 lakh"' on account of interest on the blocked funds 
(upto 31 August 2006). 

The matter was reported to the Ministry in October 2006; reply was awaited (January 
2007). 

•At a simple rate of six per ce11t per ammm 
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CHAPTER XVII: DEPARTMENT OF SHIPPING l 
IThe Shipping Corporation of India Limited! 

17.1.1 Phased acquisition of Very Large Crude Carriers resulted in extra expellditure 
of Rs.553.69 crore 

The Company decided to split the procurement of VLCCs in two phases resulting in 
extra expenditure of Rs.553.69 crore. 

The Shipping Corporation of India Limited (Company) envisaged (11 October 2001) 
acquisition of foar Very Large Crude Carriers (VLCCs) during the 10th Plan Period 
(2002-07) and proposed a plan outlay of Rs.1.734.96 crore during 2002-03 which 
included Rs.591.36 crore for purchase of four YLCCs to be financed in the ratio of 20 per 
cent and 80 per cent from internal and external sources respectively. However, the 
Management Committee decided ( 15 October 200 I) to acquire only two VLCCs in 2002-
03. The Government approved (May 2002) a plan outlay of Rs. 1,332.25 crore (including 
Rs.295.68 crore towards two VLCCs) for 2002-03. 

The Company invited (March 2002) global tenders, got the approval of the Government 
in May 2003 and placed (June 2003) order for two YLCCs at a cost of US$ 130.40 
million (Rs.610.53 crore•) payable in rive e4ual instalments of Rs. 122.11 crore between 
the signing of the contract and the actual date of delivery. The VLCCs were received in 
January 2005 and August 2005 respectively. ln August 2004, the Company again invited 
global tenders for another two YLCCs and on receipt of Government approval (October 
2005) signed a contract for the same for USS 258.20 million (Rs. I , 164.22 crore•). 

It was observed by Audit (August 2005) that while considering the approval for purchase 
of two YLCCs in March 2003, the Company noted the following: 

( i) Demand• of YLCCs for transportation of crude oil in the country was increasing 
due to its economies of scale and development of infrastructure at the Indian 
ports. 

(ii ) The Company did not have any YLCC since the last VLCC was scrapped in 2000 
without any replacement. 

•Al the exchange rate of ont US$ = Rs.46.82 pre~·aili11g on the date of signing of the contract (7 June 
2003) 

• At the exchange rate of 011e US$ = Rs.45.09 prevailing on the date of signing of the contract (28 
OcJober 2005) 

• According to the executive summary of the project report submitted to the BOD of the Company in 
November 2002, Indian Oil Corporation Umited was chartering about two VLCC IJ month and 
Reliance was chartering about four VLCCs per month. 
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(iii) The estimated profitability even on conservative basis was quite high. Even on the 
basis of an assumed charter hire rate of US$ 35,000 per day to be received from 
the oil companies (against the actual prevailing rate of US$ 50,000 per day) and 
an estimated cost of US$ 70 million for a VLCC (against the firm price of US$ 
65.20 million), the internal rate of return worked out to 23.35 per cent. 

(iv) Prices of shipbuilding were amongst the lowest in the past ten years. 

(v) The manufacturer had offered deferred payment terms. 

Audit also noted the long lead time (from March 2002 to June 2003) from the date of 
invitation of tenders to the signing of the contract with the shipbuilder. Further, in 2005-
06, the Company hired YLCCs on 18 occasions and paid US$ 28.11 million (Rs.125.52 
crore • ). Inspite of such favourable returns and surging demand for VLCCs, the 
Company's decision to split the procurement of YLCCs resulted in extra expenditure of 
US$ 127.80 million (Rs.553.69 crore•). 

In reply, the Management stated (February 2006) that the postponement of procurement 
of the two YLCCs was mainly due to the Company's cash flow position and its 
consequential effect on the other schemes in progress. The Ministry endorsed (February 
2007) the views of the Management and stated that as on 31 March 200 l, cash and bank 
balance of Rs.122.86 crore only (excluding Rs.56.09 crore set aside for bank guarantees 
provided by the bank) wa available to meet working capital requirements. The cash 
flows from acquisition of two YLCCs were negative in first three years at Rs.58.69 crore, 
Rs.25.30 crore and Rs.52.72 crore in 2002-03 to 2004-05. Further, the future price of the 
VLCCs could not be anticipated at the time of decision making and that the decisions 
were taken on various shipbuilding projects as per its cash flow/reserve situation keeping 
in view the priorities for different projects. 

The reply was not tenable because as per the projected cash flow• from the operations of 
the Company as a whole, after considering payments to be made for acquisition of two 
VLCCs, other vessels on firm orders and existing vessels, the Company estimated net 
cash inflows of Rs.231.45 crore, Rs.141.76 crore, Rs.243.27 crore and Rs.219.41 crore in 
2003-04 to 2006-07. The Company had adequate cash to meet its requirement of 20 per 
cent financing from internal sources for four VLCCs because the cost of the YLCCs was 
payable in a phased manner. The Company actually generated adequate internal resources 
and deposited surplus funds with banks/ financial institutions. (The actual cash and bank 
balance was Rs.387.62 crore and Rs.1 ,720.62 crore as at 31 March 2004 and 2005 
respectively after paying the dues for two YLCCs.). 

17.1.2 Deployment of daughter vessels without agreement 

Deployment of daughter vessels without agreement for evacuation of Bombay 
Hi h crude resulted in the Com an not bein able to realise Rs.7.74 crore. 

•At exchange rate of one US$=Rs. 44.66 prevailing i11 March 2006 
• Value of purchase order of second batch of two VLCCs at Rs.1,164.22 crore less co"esponding cost of 

first batch of two VLCCs at Rs.610.53 crore 
•prepared at the time of co11Sideri11g acquisition of first phase of two VLCCs 
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Oil and Natural Gas Corporation Limited (ONGC) approached (November 2000) The 
Shipping Corporation of India Limited for deployment of tankers and tugs for evacuation 
of Bombay High crude in January 200 1. In a meeting convened (January 200 I) by the Oil 
Co-ordination Conunittee (OCC) to sort out the problem relating to evacuation of crude 
in which representati ves of the Com pan), ONGC and Indian Oil Corporation Limited 
(IOCL) participated, it was decided that the Company would provide tankers and 
logistics to ensure that there was no loss of production. It was also decided that the issue 
of additional cost on deployment of vessels wou ld be resolved between ONGC and the 
Company. However. without resolving the issue of the additional cost of carrying out 
evacuation of crude, the Company deployed (February 2001) its vessel • m.t. Maharshi 
Dayanand, a tug and other lighterage equipments etc. Besides, the Company also 
deployed two daughter vessels m.t. Homi Bhabha and m.t. C.V. Raman by withdrawing 
them from IOCL. The evacuation operation continued till 2 May 2001. 

lnitiall), the Company got the payment of charter hire charges of daughter vessel from 
IOCL • with whom these vessels were on charter. Subsequently, IOCL apportioned the 
charges for deployment of two daughter ve-.sels to ONGC and recovered the same from 
the Company. On receipt of details of apportionment of cost of deployment of two 
daughter vessels to ONGC from IOCL, the Company raised (January 2002) bills for 
charter hire charges on ONGC. ONGC decl ined (April 2003) to pay the charter hire on 
the ground that the matter of deployment of two daughter vessels was never discussed 
and agreed upon. The Company then referred (July 2003) the matter to the Committee of 
Disputes which directed (September 2004) that as both the parties to the dispute were 
PSUs, the matter may be settled through arbitration. The Company stated that the matter 
cou ld not be referred to arbitration as there was no contract between ONGC and the 
Company for chartering of these two daughter vessels to ONGC. 

Deployment of daughter vessels with ONGC for evacuation of Bombay High crude 
without an agreement resulted in the Company not being able to realise Rs.7.74 crore, 
which they demanded from ONGC for the two daughter vessels. 

fhe Company in their reply stated (December 2005) that the daughter vessels were 
deployed with ONGC in good faith and in the national interest for saving loss of oil 
production based on the decision in the OCC meeting and the issue of recovery of dues 
was pursued at the highest level. The Ministry endorsed the reply of the Management and 
stated (January 2007) that the agreement with ONGC in respect of the daughter vessels 
was not entered into because a time charter agreement already existed between IOCL and 
the Company for utilisation of these vessels. The reply of the Management/Ministry was 
not tenable as the issue of additional cost as mentioned in the OCC meeting was not 
resolved before deployment of the daughter vessels. 

~In addition to the vessel MV Karve already chartered to the ONGC 
• As per the industry practice, apportionment of cost is done by the nodal agency i.e. IOCL in this case 

with whom the vessels were on charter. 
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[~~~~~C-HA~PT~E_R_x_v_1_11_: _M_IN~IS_T_R_v_o_F_s_T_E_E_L~~~~~J 

IMECON Limited! 

18.1.1 Ullfruitful expenditure owing to ulljustified acquisition of office space 

Decision to acquire additional office accommodation without proper assessment of 
requirement resulted in unfruitful expenditure of Rs.11.08 crore to the Company 
beside payment of interest and operation and maintenance charges to the extent of 
Rs.1.59 crore upto January 2006. 

In order to expand its business MECON Limned (Company), decided to upgrade the 
existing office at Mumbai to the level of an engineering office with a strength of 50 to 60 
engineers alongwith supporting staff. As the exi.,ting accommodation in the World Trade 
Centre (WTC). premises in Mumbai was not <.,ufficient for the purpose the Company 
decided (December 1997) to acquire 5,103 square feet of office pace at Vashi, Navi 
Mumbai and to rent out the WTC premises to generate the re ources for paying the EM! 
towards hire purchase of the Vashi premises. The Company took possession of the office 
premises at Vashi m March 1998 on lease term basis for Rs.1.88 crore and incurred an 
expenditure of Rs.28.72 lakh towards internal partition, electrical, carpentry, air 
conditioning work etc. and hifted its operations from WTC to Vashi in January 1999. 

It wa ... observed in Audit (January 2006) that the premises at Vashi were never used to 
house more than 30 personnel. The Company could neither rent out the WTC premises 
for pa) ment of EMI for the Vashi premi.,es nor sell it due to poor offers. Meanwhile the 
Company spent Rs.36.90 lakh to\.\ards common facilitie (upto January 2006) for the 
WTC premises, though it wa lying totall) unutili ed. Thus, while the exi ting premises 
(at WTC) were not utilised, the new premise.., (at Vashi) were under utilised, thus, 
denying the Company value for money for the expenditure of Rs.2.16 crore on the Vashi 
office premises besides payment of Rs.36.90 lakh towards common facilities at WTC. 

The Management stated (May 2006) that: 

(i) There was decrease in manpower strength at Mumbai office with the 
implementation of the Voluntary Retirement Scheme (YRS). 

(ii) The property at WTC could not be sublet or disposed of due to recession in real 
estate market but both the properties were worth retaining b) virtue of their 
location and expected price appreciation. 

In another case, the Company (December 2004) purchased the 13th floor of North Tower. 
SCOPE Minar, Delhi from Mis. RITES L1m1ted at a price of Rs.8.28 crore to meet its 
additional requirement of office space and facilities al Delhi. The Company took 
possession of the said premises, measuring 1,840.50 square metre (floor area 1,200 
square metres) on outright purchase basis on I I January 2005. 
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It wa' observed in Audit (March 2006) that the Cornpan) alread) po1.,'iessed an area of 
1.558.00 square metres on the 15th floor t1111.J the I 't floor of the SCOPE Minar. With 
purcha'ie of the 13th floor there \\.a" an incrc.t'>l' of 1.8-lO ... quarc metre' in the area under 
occupation But there v.a ... .1 decline 1n the men rn po..,it10n \\ h1ch came do\.\ n from 212 a-, 
on 1 I 1arch 2002 to 20 I ,..., on 1 I March 2006. further. the Com pan) had not planned 
the layout, furnishing and electric work' c tc . for the 13th floor 111 ad\ ancc and took about 
200 day' to award the \\ork for interior firt1ng" Con 30 Augu\t 2005 for Rs.62.90 lakh). 
This was completed on 9 Fcbruar) 2006. Meam\ hile. the Compan) had paid R-,.81 .75 
lakh towards interest and R .... . ..i 1.21 lakh tO\\ .ird' operation and maintenance charge.., I or 
the 13th floor upto January 2006. The Com pan). thus, incurred an unfru1tf ul expenditure 
of R'>.8.28 crore besides pa)ment of intcre"t and operational and ma111tcnance charge' to 
the extent of R'>.1 .22 crore ( upto Janut1ry 2006 ). \l.,o. the existing accommodation on the 
l't floor (355.56 square metre\) could ht1\e been d1.,po..,ed of immediate!) after 
acquisition of the U th floor so a\ to moid payment of operational and maintenance 
charges for the former. The I 't floor was tfo.pn..,ed of in June 2006 for R-,.1.60 crorc. 

The Mi111str) \lated (September 2006) th,11 additional floor in SCOPE M111ar wa ... 
acquired to accommodate the expected increa"L' in manpo\.\er in Delhi office and despite 
the Compan) 's eagemc.,.., to uuli..,e the prcm1"e" ,11 the earliest. ... ome of the delay., \\ere 
ine\ltable and be)ond their t:lmtrol. 

The reply of the Ministr') and the Management was not tenable as the increase in 
manpower was not properl) assessed before arqumng additional accommodation. The 
YRS scheme wa., in operation before the acqui.,ition of the add1t1onal space and the 
manpo\.\er had actuall) dccrea.,ed at both ...iation .... The acqui..,1t1on and retention of large 
and costly office accommodatron at prime loc,ttron.., without utilisation was a waste of the 
Company· s re.,ourt:e'>. 

Thus, the Company·., decision to acquire premises \.\i thout a ... scssing the actual 
requirement resulted in unfruitful expenditure or Rs. I 1.08• crorc besides payment of 
intere.,t and operational and maintenance rhargc.., to the extent of R-,.1,59• crore Cupto 
Januaf) 2006). 

fuSTC LIMITEDj 

18.2.J Loss of Rs.11.66 crore in trading i11 castor seeds and oil 

r 
Due to the decision to enter into a contract \\ith an agency without proper business 
credentials and inadequate supervision of the activities of that agency, the 
Company suffered a loss of Rs.11.66 crore in financing the purchase of castor seeds 
and ex ort of castor oil. 

MSTC Limited (Company) approved COctoher 2002) a propmal received from 
Dharnendra Industric'> Limited (OIL) for finanring purcha'>e of ca1.,tor seeds (seed-.) from 
domestic marl-.ct and arranging cxpon of ca'>t<H oil through the Company. The Company 
signed a memorandum of agreement CMOA) 111 November 2002 \\ith OIL. The MOA 

• Jfumbai (R.1.l.88 crore plur R f.0.29 crore); De/111 (R\.li.18 crore plur Rs.0.63 crore) 
"Mumbai (Rs.36.90 lakh ); Delhi (R f.8 1.75 lakh plm Ri.41.21 /al..11 ) 
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stipulated that the Company would procure seeds on DIL's indent based on export orders 
in hand with OIL. OIL would deposit castor oil in the Company's designated tank and 
receive seeds equivalent to 90 per cent of the export value of the oil deposi ted. The 
balance of IO per cent would be kept as security with the Company. The tock of seeds 
with the Company would not exceed the limit of 10,000 MT at any point of time. At 
least 50 per cent of seeds due for issue to OIL were to be lifted within 45 days and the 
balance within the next 45 day . 

Under the MOA, the Company procured 28,084.87 MT of seeds valuing Rs.56.06 crore 
during the period from December 2002 to August 2003. It issued 12,610 MT of seeds 
valuing Rs.25.01 crore to OIL and received 6,459.39 MT of ca tor oil valuing Rs.26.72 
crore from February 2003 to August 2003. 

It was observed in Audit (June 2006) that the trade arrangement with DTL and its 
management suffered from a number of deficiencies. OIL was an ice-cream dealer and 
not listed as a manufacturer/exporter of oil by the Solvent Extractor's Association of 
India. Still the Company elected it as a business partner and signed the MOA. The 
agreement did not bind OIL to deposit any given quantity of oil within any stipulated 
period. The Company started procurement of seeds from December 2002 whereas DIL 
started depositing oil from February 2003 by which time 5,247.9 1 MT of seeds had 
already been purchased. The procurement of seed was not commen urate with export 
orders in hand leading to accumulation of stock of seeds. Due to the injudicious 
procurement of seeds by the Company, the l u,000 MT limit on the stock of seeds, which 
was an internal control of MSTC Limited, was continuously disregarded from April 
2003. Between March 2003 and July 2003 only 5,000 MT of oil with a sale value 
Rs.20.42 crore was exported against the commitment of OIL to ensure export of Rs.200 
crore per annum. It was observed that contrary to the terms of the contract, OIL 
shortlifted 308.495 MT of seeds when the oil was first deposited (February 2003). Thi · 
gap went on increasing leading to accumulation of 15,454.32 MT of ca tor seeds valuing 
Rs.3 1.05 crore at the time of termination of the contract with OIL (September 2003 ). The 
Company also had a closing stock of 1,459.39 MT of oil valuing Rs.6.30 crore at that 
time. 

The left over stock ( 15,454.32 MT) of castor seeds was crushed with the help of another 
party between December 2003 and February 2005 and the Company received 6,506.73 
MT of castor oil. The entire stock of oil of 7 ,966.12 MT" was sold or exported by the 
Company during 2004-05 and 2005-06 for a total sale value of Rs.26.90 crore. The price 
of castor oil had crashed in the meantime leading to a net loss of Rs.11.66 crore on the 
entire transaction including Rs.2.03 crore expended by the Company on storage and 
inspection charges after termination of its contract with OIL. 

The Management stated (July 2006) that the financial credential of OIL was not an issue 
as no credit wa given to them. They had the ability to supply oil for export and that 
although seeds were procured in excess, the entire quantity was backed by export order. 
The loss occurred due to delay in locating a conver ion agency after departure of OIL and 
rapid fall in the price of castor oil in subsequent years. 

• (6,506.73 MT from seeds crushed subsequently plus 1,459.39 MT existing stock) = 7,966.12 MT 
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The Management's content10n was not tenahk hecause the loss suffered b) the Compan) 
was due to wrong selection of busine-;-.. panner and injudicious procurement of seeds 
without '>Uflicient export order 111 hanJ. ·'" \enfieJ during Audit with reference to 
document'>. DIL's acti\ it1c-, needed cl<he -..uper\'is1on to en..,ure -,ecd procurement 
commensurate with export of oil 111 order to prevent losses due to market nuctuatton 
There were, however, no checks and balance-, 111 the whole cycle right from procurement 
of seeds to the supply of oil. 

Thus. due to the decision to enter into a contract with an agency without proper bu'>iness 
credentials, non-enforcement of contractual prmi'>ions and inadequate supervision of the 
activitie'.'i of the agency the Company -..uffcred a loss of Rs.11.66 crore in financing the 
purchase of castor seed'>. 

The matter \\.as reported to the Ministr~ in Ollober 2006: rep!) was awaited (January 

2007). 

IRashtriya lspat Nigam Limite~ 

18.3. 1 A voidable extra expenditure of Rs. 9. 13 crore due to failure to evaluate tire 
financial position of the vendor 

The Company did not evaluate the financial position of the vendor before placing an] 
order and incurred avoidable ext ra expenditure of Rs.9.13 crore. 

Rashtri)a !spat Nigam Limited (Compan~ ) floated (April 2003) a global tender for the 
procurement of 30.000 MT of km sihc.1 11111e-,1one on tnal basis confom1ing to either 
.,pecification A (containing 0.51) per n·111 to 0 60 per a111 of Sio2•) or specificauon B 
(containing 0.65 per cent to 1.00 per c1'11t of Si02). with the option to increase the 
quantity of the order b) 4.50.000 MT in c.1-,e the trial quantity was found suitable. Out of 
the offer'> received b) the Compan) (June 2003). the quotes of M/s. Mohammed Ahmed 
Taher fat. Oman (MATE) and M/s. Emirate Trading Agenc) (ETA), Dubai emerged as 
LI for specification A and .,pecificatton B respectively. 

After conducting negotiations with the Mis. MATE, the Company placed 
(September 2003) an order for suppl) of .+.80,000 MT of low '>ilica limestone or 
specification A at an FOB (T)• price of US$ 8.70 per MT (equivalent to Rs.401.94 per 
MT+). The trial quantity of 30,000 MT was to be delivered by October 2003. Mis. 
MATE. however, did not supply any material though the period of delivery wa~ extended 
till January 2004 on its reque-;t. While extending (January 2004) the period of delivery till 
Januar) 2004 for trial shipment, the Com pan) informed M/s. MA TE that in case of 
failure to perfonn the contract. the Compan) \\Ould procure the contracted quantit~ from 
alternative sources at the ri-.k and cost of M/-. MA TE. Ml<>. MA TE. however. failed to 
<>upply the material. The Compan) enca-.hcJ the bank guarantee given by Mis. MATE 
and realised Rs.7.55 lakh. The Compan) procured 4,80.000 MT of low silica lime-.tonc, 
between April 2004 and Jul) 2005. from Mis. Bramco WLL Bahrain (at weighted 

• Silicon Dioxide 
• Free Oil Board (Trimmed) 
•Rate of exchange of Oll i' US$ = Rs. 46.20 considered for evaluatio11 

119 



Report No. 11 of 2007 

average landed cost of Rs.1,357.82 per MT) after inviting tenders and incurred an 
additional expenditure of Rs.9.13 crore. This wa the difference between the landed cost 
of procurement from Mis. Brarnco WLL and estimated landed cost of procurement from 
Mis. Emirates Trading Agency who was the regular supplier, reduced by an amount of 
Rs.7.55 lakh. However, an amount of Rs.79.64 lak.h only, being the amount of risk 
purchase on 30,000 MT, was recoverable from Mis. MA TE, as per the advice of legal 
department of the Company. 

It was observed in Audit that the Company did not con ider the adverse financial 
position• of Mis. MA TE before placing the order which was evident from financial 
statements and audit report submitted alongwith their tender documents . 

The Management accepted (May 2006) that the financial information sought for a per 
the tenqer was not considered for evaluation, ranking and placement of the order. It 
further stated that risk and cost notices were sent to the vendor but the same were 
received back undelivered and efforts were being made to utili e the diplomatic channel 
for locating the supplier for serving the risk purchase. The Mini stry endorsed (January 
2007) the reply given by the Management. 

The reply was not tenable as they had the financial data of the parties to ascertain the 
capacity of the suppliers to execute the supply order. Since the Company could nOL locate 
the supplier for serving the ri k purchase notice (May 2006) the chances of recovery of 
even Rs.79.64 lak.h were remote. 

Thus, failure of the Company to evaluate the financial position resulted in an avoidable 
extra expenditure of Rs.9.13 crore. 

!steel Authority of India Limited! 

18.4.1 Non-disposal of iron ore/foes accumulated at Gua Ore Mines 

Non-disposal of iron ore fines accumulated at Gua Ore Mines resulted in non­
realisation of revenue of Rs.1507 crore. 

The mechanised mining of Gua Iron Ore Mine, a captive mine of rrsco•, was tarted in 
May 1958. The iron ore lump produced in the mines was directly consumed by IISCO in 
its blast furnaces but the fines generated were required to be converted into pellets in the 
Pelletisation Plant or sinter in the Sinter Plant before they could be consumed. As IISCO 
had no Sinter Plant, the fines could not be consumed in IISCO. The fines were either sold 
or dumped in the stockyard. 

Examination of records (April 2005) revealed that Bokaro steel plant and Durgapur steel 
plant of Steel Authority of India Limited had sinter plants and supply of iron ore fines to 

• The auditor of MATE, Oman in their report for the year ended 31 December 2002 stated that the 
establishment cnpital was eroded by owners drawings and there was a net liability position. It further 
stated that these factor indicated that the establishment activity was dependent on improvement in 
projiJable operations and required continued financial support from proprietor and bankers. 

•A fully owned subsidiary company of Steel Authority of India Limited (SAIL) since merged with SAIL 
wiJh eff eel from 1 April 2005 
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these plants from Gua mines was economicall) feasible. Bokaro steel plant regularly 
received iron ore fines from the Kirihuru minc'i 068 km) and Meghahatahuru mines (369 
km) [jnked to it but was accepting iron ore fine" from Gua mines (272 km) only to meet 
the <;hortage of ore fines. Similarly Durgapur steel plant received iron ore fines from 
Boiani mines (3 19 km) and not from Gua (3 12 h.111). 

The sale/dispatch of fines from Gua mines had been very poor. Out of the average 
production of 1.78 MMT per a1111w11 during the five years 2000-0 I to 2004-05 only 0.71 
MMT (40 per cent) was dispatched and the balance of 1.07 MMT was being added every 
year to the accumulated stock of 12. 16 MMT (March 2000) dumped in the stock yard. As 
a result there was accumulation of 35.04 MMT of iron ore fines valuing Rs.1507• crore 
as on 31 March 2005. 

The Management while accepting the fach (September 2006) stated that the fines 
stockpile had accumulated O\er a long period (from 1958) and could not be liquidated 
within a short span of time due to variou-. con-.traints such as: 

(i) Railways did not ha\'e adequate capac1t} to dispatch fines from Gua station. 

(ii) Supply through land routes to different ports was not economically viable, 

(iii) Price of fines was erratic and 

(iv) Poor quality of fines. 

Further, efforts were being made to increase the dispatch of fine\ from Gua mines and 
about 1.52 MMT were dispatched during 2005-06. 

The repl) of the Management did not reflect the position fairl} as the stockpil ing was 
mainly due to the inability of the Management to dispose of enough quantity of fines. 
Dispatch of 1.52 MMT of fines \Ubsequentl) during 2005-06 provided evidence that it 
was possible to dispatch substantial quantit} of iron ore fines from Gua. This was despite 
export of large quantities of iron ore fines from the country and significant increase in the 
price of the iron ore fines in recent years. 

The matter was reported to the Ministry in November 2006. The Ministry whi le accepting 
the fact (December 2006) stated that the Go\ernment of Jharkhand had raised objection 
to the sale of iron ore for export on the pica that SAIL was not an iron ore trading 
company. The reply did not appear to be relevant since the Audit comment was on sale of 
iron ore fines and not export of iron ore. 

Thus, the accumulation of iron ore fines resulted in non-realisation of revenue of Rs.1507 
crore. In addition. accumulation of iron ore fines was an environmental hazard and 
attracted objections from emironmental authont} also. 

•Calculated at Rs.430 per MT, the rate at which fines ll'ere supplied to Rashtriya / spat Nigam limited 
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18.4.2 Extra expenditure of Rs.10.04 crore in purchase of Moly Oxide 

Notwithstanding rising prices, the Company purchased Moly Oxide on piecemeal 
basis resulting in extra expenditure of Rs.10.04 crore during 2004-05. 

Alloy Steel Plant (ASP) of Steel Authority of India uses Molybdenum Ore and Moly 
Oxide (concentrate) for manufacture of Mo!y bearing Steel. Its average requirement 
ranges from 25 to 30 MT per month. 

Scrutiny of the records (January 2006) revealed that: 

(i) ASP floated (May 2004) an open tender enquiry for import of 200 MT of Moly 
Oxide for consumption upto March 2005 with the stipulation that 100 MT of the material 
was to be shipped during the quarter June to August 2004. Techno-commercial bids for 
200 MT of the material were frozen for supply upto March 2005. However, price bids 
were opened (June 2004) for 100 MT for shipment upto August 2004 but the order was 
placed for 36 MT only on M/s. KTC Korea, principal of M/s. Metallic Corporation at 
Rs.8.93 lakh per MT. The purchase of smaller quantity was on the ground that the price 
of the material was very high and the international market was fluctuating. 

(ii) ASP invited another price bid in July 2004 from six vendors for purchase of 60 
MT of material for shipment in August 2004. Of this, 40 MT was purchased from M/s 
British Metals at Rs. 9 .17 lakh per MT. Though the remaining 20 MT was available at 
the same rates from other suppliers, ASP decided (July 2004) not to place further order 
but to go in for fresh tendering keeping in view the downward fluctuation in prices of the 
material during a few days in July 2004. 

(iii) Later on, ASP purchased 18 MT of Moly Oxide from Mis. KTC Korea for 
December 2004 shipment at Rs. 18.64 lakh per MT and 80 MT from Mis. Jinduicheng 
Molybdenum Corporation, China during the last quarter of 2004-05 at an average rate of 
Rs.19.61 lakhperMT. 

ASP thus purchased its requirement piecemeal instead of in bulk. The procurement on 
piecemeal basis was not justified as the price of Moly Oxide had been increasing sharply 
from 2002 onwards and there was no indication that the trend of rise in price would stop 
or reverse. The procurement decisions should have been in concordance with the market 
trend. As there was sharp upward movement of prices, the Management should have 
considered bulk purchase. By making piecemeal purchase of Moly Oxide and paying 
successively higher prices, the Company incurred extra expenditure of Rs.10.39 crore 
during 2004-05. 

The Management in reply (July 2006) stated that there was unprecedented increase in the 
prices in June 2004 over January 2004 and bulk procurement of yearly requirement 
would have pushed up inventory level, leading to blocking of funds. It was further 
contended that procurement in smaller lots based on requirement assessed from time to 
time reduced the risk of speculative buying in the volatile market situation. The Ministry 
endorsed (January 2007) the reply of the Management. 
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The contention of the Management/Ministry regarding unprecedented increase in the 
price of Moly Oxide was not acceptable as the pnce was rising since 2002 and the clear 
trend of rising prices should have been considered while making purchases. As regards 
blocking of money in inventory. the purchase cost of the total required quantity would 
have been less at lower price and extra expenditure incurred in purchasing the material 
subsequently at higher price could have been avoided by the Company. The loss of 
interest due to blocking of funds in bulk purchase \\.ould have been Rs.35 lakh onl]. 

Thus, due to purchase of Moly Oxide on piecemeal basis disregarding the rising price 
trend. ASP incurred extra expenditure of Rs. I 0.04'"' crore on purchase of Moly Oxide 
during 200-i-05. 

18.4.3 Extra expenditure and production loss due to delay i11 finalisation of tenders 

Delay in finalisation of tenders for 'Back up rolls' resulted in extra expenditure of 
Rs.8.20 crore due to subsequent purchase at higher price and production loss of 
Rs.375.52 crore due to unscheduled change of the rolls. 

Bokaro Steel Plant (Plant) of Steel Authorit} of India Limited (SAIL) was using 'Back up 
Rolls' of forged steel in its Hot Strip Mill since inception. After modernisation due to 
change in Mill condition, spoiling of Back up Rolls increased leading to unscheduled roll 
changing and consequent loss of production. The Plant decided (October 2003) to use 
forged Back up Rolls with chromium content of 3 to 3.5 per cent. 

The Plant invited (December 2003) a global tender for procurement of forged Back up 
Rolls. In response, only two offers were recei\'ed and these were not opened as per 
purchase procedure of the Company (where minimum three offers arc required). In April 
2004, the Plant issued a limited tender enquiry to nine parties. In response, five parties 
quoted their rates and the offer of M/s. Sidenor Villares, Spain was found technically and 
commercially acceptable after several rounds of discussions. The Tender Committee, 
however, considered the price of Euro I, 15.700 (Rs.67.11 lakh+) each roll to be high and 
therefore, negotiated (November 2004) for price reduction. The party did not agree to any 
reduction in price and reduced the offered quantity from 40 roll to 20 rolls with validity 
upto 30 November 2004. The Plant placed purchase orders for the supply of 20 rolls at a 
price of Euro I, 15,700 per roll on 24 November 2004. On the same day but before 
placement of the order by the Plant, M/s. Sidenor Yillares withdrew the offer on the 
ground of extreme rise in raw materials prices. 

In December 2004, Mis. Sidenor Yillares submitted an alternate proposal for supply of 
four rolls at the earlier quoted FOB price of Euro I J 5700 per roll. next eight rolls at the 
quoted price plus Euro 17,000 (Rs.9.86 lakh) per roll and the remaining eight rolls at the 
quoted price plus Euro 22.000 (Rs.12.76 lakh) per roll. The Plant however, considered 
the increase in price to be unjustified and did not accept the offer. Instead it took up the 
matter with the Spanish Embassy to persuade the supplier to accept its earlier (November 
2004) offer. However. the party did not accept the order. 

•Extra expenditure of Rs.10.39 crore minus Rs.35 lakh being the interest 011 blocki11g of fu11ds in bulk 
purchase 

•At Euro =Rs.58.00 
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The Plant again issued (March 2005) a limited tender enquiry to 18 parties including Mis. 
Sidenor Yillares against which on ly six quoted their rates. This time also, the offer of 
Mis. Sidenor Yillares was found lowest at FOB price of Euro 203000 (Rs. 1.18 crore) per 
Roll. The Plant, finally, placed the purchase order (May 2005) on Mis Sidenor Yillares at 
the above quoted price for 20 rolls which was subsequently increased to 40 rolls. The 
Plant received eight rolls upto March 2006. 

Audit observed that the delay in finalisation of tender and failure to place purchase order 
within the validity period provided opportunity to the single technically acceptaele party 
to withdraw their offer and ask. for an increase in price. Since the raw material prices of 
rolls were increasing it was prudent for the Management to accept the offer of December 
200-l when the party had withdrawn their earlier offer. By not accepting the December 
2004 off er and procuring rolls at higher price from the same party the Company incurred 
extra expenditure of Rs.8.20 crore. The Plant also suffered production loss of Rs.375.52 
crore due to unscheduled change of the rolls during 2004-05 and 2005-06. 

The Management stated (July 2006) that si nce the item was new, several round of 
discussions were held with the user department and with the firm before taking decision 
for purchase of rolls on 2-l November 2004. The counter offer of December 2004 for part 
quantity and with higher price could not be considered as the Plant decided to chase up 
through the Spanish Embassy for acceptance of the order for full quantity. The Mini<;try 
endorsed (January 2007) the reply of the Management. 

The contention of the Management/Ministry was not tenable as in the rising price 
scenario the Plant shou ld have acted expeditiously ia finalising the tender, particularly 
since the tender committee had already concluded (September 2004) that re-tendering 
might not yield better response. As there was no concluded contract in November 2004. 
acceptance of the counter offer of December 2004 would have considerably reduced the 
extra expenditure on procurement of rolls. 

Thus the Company incurred an extra expenditure of Rs.8.20 crore in procurement of 20 
rolls at higher price and suffered production los of Rs.375.52 crore due to unscheduled 
change of the Rolls during the period from April 2004 to March 2006. 

18.4.4 Irregular payment of Turnover Discount 

Hot Roll Coil lifted under Export Incentive Scheme was irregularly considered 
towards fulfilment of MOU quantity. In another case enhancement of MOU 
quantity was allowed in contravention of Company policy. These resulted in 
irregular payment of Turnover Discount of Rs.8.03 crore by the Company. 

Steel Authority of India Limited (Company) entered into an MOU (April 2003) with Mis. 
Surya Roshni Limited (SRL) for sale of Hot Roll (HR) Coil of 1,45 ,000 MT in 2003-04, 
which was increased to 1,70,000 MT in November 2003. The MOU provided for a 
Turnover Discount (TOD) subject to li fting of I 00 per cent of the MOU quantity. 

In May 2003, the Company framed an Export Incentive Scheme, which was applicable to 
the customers exporting pipes and tubes made from HR coi ls purchased from the 
Company. The scheme, inter alia, provided that: 
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(i) Incentive would be allowed at Rs.25 per MT on the entire 4uarterl} lifting of HR 
Coils provided the Customers export pipes of minimum five pl r cent of total HR 
Coils lifted in a 4uartcr. 

(ii) The quantity to be supplied under the '>cheme would not be counted towards 
fulfilment of MOU quantity: lifting would he over and above the MOU quantity. 

In 2003-04, SRL lifted 1,80.345 MT of l!R Coil which included 58,857 MT lifted under 
the Export Incentive Scheme during April-September 2003. The quantity exported by 
SRL during the period was 5.40-l MT. The Company allowed Export Incentive of Rs.25 
per MT on 58,857 MT of HR Coil lifted by the party under the Export Incentive Scheme. 
ln addition, the Company paid TOD at Rs.375 per MT on the entire quantity of 1,80.345 
MT lifted by the party which worked out to Rs.6.76 crore. For detennining the eligibility 
of the party for TOD. the Company took the MOU quantity as 1.74,941 MT by deducting 
exported quantity of 5,404 MT from the total 4uantity of l.80.345 MT instead of 
deducting the quantity lifted under the Export Incentive Scheme which was 58.857 MT. 

Though the achievement of the party towards the MOU was only 71 per cent at 1,21.488 
MT ( 1,80,345 MT minus 58.857 MT supplied under Export Incentive Scheme), the party 
was paid TOD which was payable for lifting I 00 per cent quantity of 1.70,000 MT. 

The irregular computation of the quantity supplied towards fulfilment of MOU booking 
quantity resulted in an irregular payment of TOD of Rs.6.76 crore to the party. 

The Management while accepting the above facts contended (June 2006) that the spint of 
the incentive scheme was to encourage exports and only the quantity physically exported 
was to be excluded for the purpose of TOD calculation under MOU. The Mini,try 
endorsed (December 2006) the reply of the Management. 

The reply was not acceptable as the Scheme clear!} provided that the quantity to be 
supplied under the scheme was to be excluded for the purpose of TOD calculation under 
MOU. 

In another case of MOU executed with Bharat Heavy Electricals Limited (BHEL) for 
supply of steel material for a period of two years 2003-04 and 2004-05. 90,000 MT of 
material was to be supplied during 2003-04. "'hi le the quantity for the year 2004-05 was 
to be indicated by March 2004. TOD was extended subject to lifting of not less than 100 
per cent of the annual MOU quantity as per pre\ ailing scheme and payahle against lifting 
upto 120 per cent of annual MOU quantity. 

In March 2004, the Company framed an Order Booking Scheme under MOU for 
Projects. Construction Companies. Multi Product and Multi Location PSUs and other 
Government Departments excluding small scale industrial corporations for the year 200-l-
05 v.hich provided that enhancement of MOL' quantity would be considered onl} if the 
lifting was within 120 per cem of the oririnal booked quantity and was prior to minimum 
two months before the expiry of the period of MOU. 

For the year 2004-05, BHEL booked MOU quantity of 1.00,000 MT in May 2004 v.-hich 
was enhanced to 1 ,40,000 MT in October 200..f and to 1,80,000 MT in December 2004. 
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Another proposal was moved in March 2005 to enhance the MOU quantity to 2,05,000 
MT which was approved on 5 April 2005. Meanwhile, BHEL lifted 2,34,208 MT of steel 
material and the Company paid TOD on the entire quantity lifted. 

The approval of enhancement of the MOU quantity in April 2005 i.e. after the period of 
MOU was contrary to the Company's policy. The enhancement of MOU quantity was 
possible only within two months before the period of MOU (i.e. by January 2005). The 
payment of TOD on the entire quantity was also iITegular as the quantity eligible for 
payment of TOD was 2, 16,000 MT ( 120 per cent of 1,80.000 MT, quantity enhanced 
within January 2005) only. This resulted in undue payment of TOD amounting to Rs.1.27 
crore to BHEL. 

The Management in its reply (June 2006) stated that the enhancement of MOU quantity 
after cut off date was done with a view to liquidating the stocks of plate mill plates and 
other items in the stockyards. Moreover, had the MOU quantity not been enhanced, 
BHEL would not have lifted the additional tonnage in 2004-05, leading to the tonnage 
remaining in stock, which in all probability would have fetched either a lower realisation 
in 2005-06 or remained in stock adding to the inventory carrying cost. The Ministry 
endorsed (December 2006) the reply of the Management. 

The reply was not acceptable as BHEL had requested to enhance the MOU quantity to 
take care of their increased demand of steel materials due to good orders in hand. Further, 
BHEL had already lifted the entire quantity of 2,34,208 MT by 31 March 2005 i.e. before 
enhancement of MOU quantity. 

Thus, by considering the quantity supplied under Export Incentive Scheme towards 
fulfilment of MOU quantity and allowing enhancement of MOU quantity in 
contravention of the Company policy, irregular payment of TOD amounting to Rs.8.03+ 
crore was made by the Company. 

18.4.5 Extra expenditure due to poor performance of ingot mould 

Poor performance of ingot moulds produced in-house at Durgapur Steel Plant 
foundry due to deficiencies in processing and manufacturing resulted in excess 
consumption of ingot moulds involving an extra expenditure of Rs. 7 .02 crore during 
2003-04 and 2004-05. 

Ingot moulds are used in Steel Melting Shop to teem and shape the liquid steel into 
ingots. The performance of ingot moulds is determined by the number of heats obtained 
from them. Durgapur Steel Plant (DSP) a unit of Steel Authority of India Limited meets 
its requirement of ingot mould through in-house production in its foundry and also 
through purchase from the market. 

The average number of heats obtained from the ingot moulds manufactured by DSP 
foundry varied from 24 in 2003-04 to 28 in 2004-05. As against this, the number of heats 
given by those manufactured by the Bokaro Steel Plant (BOSP) and the Bhilai Steel Plant 
(BSP) varied between 39 and 53 in 2003-04 and 2004-05. The number of heats given by 

• Rs.6.76 crore plus Rs.1.27 crore 
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the ingot mould · purchased b~ DSP from established outside sources \\as also much 
higher at ~7 to 64 heats. 

A study of the process parameters for making of ingot moulds conducted by the Research 
and Control Laboratory in DSP foundry in July 2004 found that the main reasons for poor 
performance of ingot moulds manufactured hy DSP were: 

(i) Majority of the def eels in the moulds were related to adoption of faulty sand 
practice. The granulometry of san<l \\as found to be quite adverse with 
undesirable under iLe fraction being more than 40 per cent against the norm of I 0 
per cent. 

(ii) Absence of any S)stem for ensuring proper proportioning of various ingredients 
of sand mix i.e. re-cycled and fresh components of silica sand and additives. 

(iii) Absence of dry milling which led to segregation of additi\es \.\ithout attaining 
uniformity of binder coating on sand grains. 

(iv) No control over sand mould heattng and soaking regime. As a result heating was 
abrupt and at times very high (more than 100 degree centigrade/hour against the 
desired heating of 50 centigrade/hour). 

(v) Non-attainment of proper compaction due to faulty jolting (lateral movement of 
table) which led to improper strength of moulded sand especially in the core 
portion. 

An analysi of the reasons for poor qualit) of san<l indicated that though the purcha e 
orders for suppl) of river <,and stipulated the strict quality requirement of the foundry 
department, there was a clause for acceptance of sand \\ith relaxed specifications (beyond 
the minimum specifications) after levying penalty. 

The above deficiencies in processing and manufacturing of ingot mould resulted in poor 
performance of in-house produced moulds as compared to those produced in the 
foundries of BOSP and BSP or those purchased from established outside source. This 
resulted in excess consumption of 1,287 ingot moulds manufactured at DSP foundry, 
involving an extra expenditure of Rs.7.02 crore during 2003-04 and 20~-05. 

The Management stated (June 2006) that the study covering monitoring of process 
parameters was made to identif) weaknesses and take necessary corrective action to 
improve the heat life. According!). quality specifications for sand had been made more 
stringent and corrective measures '>UCh as installation of instruments for control of 
heating of sand mould, development of system for proportioning of various ingredients of 
sand mix. al.lion for proper compaction etc. had been taken to improve the life of moulds 
and minimise defects. The Ministry endorsed (January 2007) the reply of the 
Management. 

The reply was not tenable as even after taking these measures. there had been no 
improvement in the life of ingot moulds and in fact the average life of ingot moulds in 

127 



Report No. 11 of 2007 

2005-06 and 2006-07 (upto January 2007) decreased to 26 heats as against 28 heats 
achieved in 2004-05. 

18.4.6 Loss due to non-recovery of electricity c/iargesfrom employees at domestic rate 

Non-implementation of the Company's decision for recovery of electricity charges 
as per tariff of State Electricity Board from employees resulted in loss of Rs.1.22 
crore to the Company. 

Boiani Ore Mines (BOM) is a captive mine of Durgapur Steel Plant of SAlL (Company) 
and has its own township. The power requirement of BOM including its township i'> met 
from the electricity purchased from North Eastern Electricity Supply Company of Orissa 
Limited (NESCO). The rate of e lectricity charged by NESCO for domestic consumption 
is Rs.2.30 per KWH whereas Management actua lly recovered a fixed amount from each 
type of quarter. The actual consumption of electricity for individual quarters was not 
ascertainable in the absence of individual meters. But the rate charged from the occupants 
was much lower compared to the prescribed tariff ince the re was a huge deficiency in 
the overall recovery of charges for domestic consumption of electricity in the township. 

In order to rationalise the ubsidy on electricity. the BOD of the Company decided 
(March 2002) that for the employees residing in the township, the chargeable rate for 
electricity hould be at least equal to the minimum of the domestic rate as per tariff of 
State Electricity Boards. This decision was to be implemented from April 2002. 

It was observed in Audit (March 2006) that Management continued to charge the 
employee at the concessional fixed charges for each type of quarter. This resulted in less 
recovery of electricity charges of Rs. l .22 crore from the employees during the period 
April 2002 to March 2006. 

The Management while accepting (June 2006) that electric meter had not been installed, 
stated that the recovery was being made on the basis of fixed charges for each type of 
quarter and the quarter-wise charges had been enhanced for executive (with effect from 
August 2003) and non-executive employees (with effect from August 2005) though they 
were not brought at par with the State Electricity Board rates. They added that the law 
and order situation had been deteriorating in the area due to intrusion by extremi t 
groups in the nearby areas which had created a sen . e of panic and utter demotivation 
among the employees and that the situation was not congenial at pre ent for a total 
revision of the rates. 

The Ministry stated (January 2007) that action had been initiated for installation of 
meters in houses/quarters in township in phases. 

The reply was not acceptable as deteriorating law and order situation cannot be 
considered a valid basi s for non-installation of meters and the non-recovery of due 
charges. Even with the enhanced rates per qua rter, the amount recovered for domestic 
consumption fell far short of the amount paid to NESCO. Recovery of electricity charge 
as per domestic tariff for the actual units consumed from the employees had not been 
made. 
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Thus, non-implementation of BOD's dec1'>1on to recover the energy charges at the 
minimum domestic rate as per tariff of the State Electricity Board resulted in a loss of 
Rs.1.22 crore to the Compan~ <luring the period April 2002 to March 2006. 

I 8.4. 7 Loss of revenue Oil sale of granulated slag 

~
reement to sell a quantity of 3.50 lakh MT of granulated slag against the 
llingness of the buyer to purchase four lakh MT, resulted in a loss of revenue of 

s.1.06 crore to the Company. _ _______ ___ _ _ ____ _ 

Rourkela Steel Plant (RSP) of Steel Authority of India Limited (SAIL) was generating 
granulated slag (slag) from its furnace operation which was used for making cement. 
OCL India Limited (OCL) was the major consumer of slag generated by RSP and was 
lifting 2.50 lakh MT of slag per annum. [n Februal) 2003, OCL expressed willingnes to 
enter into a long term agreement for purcha:-.e of five lakh MT of slag per annum at 
Rs.250 per MT but this was not agreed Lo by RSP due to low price. OCL again offered 
(October 2003) to enter into an agreement to buy four lakh MT of slag per annum at 
Rs.370 per MT. In April 200-l RSP entered into an agreement with OCL for sale of 
granulated slag for a period of three years c.:ffective from I June 2004 to 31 May 2007. 
The agreement was for a contracted quantit) of 3.50 lakh MT every year with a provision 
to sell an additional quantity of 0.50 lakh MT subject to availability against a quantity of 
four lakh MT desired by OCL. The price of :-.lag was Rs.370 per MT, which was to be 
escalated by Rs.12 per MT every year. As clarified by the Management (May 2006), they 
did not agree to supply four lakh MT annually to OCL as the production was around 4.2 
lakh MT and it was considered desirable to tr) and develop other customers to avoid total 
dependence on a single part). 

Examination of records (February 2006) re\ealed that OCL did not lift the additional 
quantity of granulated slag of 0.50 lakh MT per annum during the first and the second 
year of the agreement as there was a down\\.ard trend in prices. The stock of slag with 
RSP started increasing as the Company coul<l not get other customers and so RSP agreed 
(February 2005) to sell to OCL of I .2 lakh MT of granu lated slag at Rs.300 per MT for 
the period February 2005 to July 2005. Subsequently, another proposal to sell one lakh 
MT of slag to OCL at Rs.265 per MT for the period October 2005 to March 2006 was 
accepted by the Company in October 2005. 

The decision of RSP to sell a contracted quantity of 3.50 lakh MT with an additional 
quantity of 0.50 lakh MT subject to availability was not justified as more than 4.20 lakh 
MT of granulated slag was being generated annual ly and OCL had offered to buy four 
lakh MT. The performance of other customers was also not satisfactory as they had lifted 
only about 60 per cent of the contracted quantity of about 1.50 lakh tonne during 2000-0 I 
to 2002-03. Had RSP entered into the contract for a firm quantity of four lakh MT per 
annum, OCL would ha\e lifted the entire quantity at the rate of Rs.370 per MT. As a 
result of the stipulation to sell additional quantil) of 0.50 lakh MT subject to availability, 
there was no binding on OCL to lift the additional quantity and they did not do so. This 
necessitated sale of slag subsequently, at lower rates, resulting in a loss of revenue of 
Rs.1 .06 crore to RSP during February 2005 to March 2006. 
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The Management in its reply (May 2006) stated that provision for sale of 3.5 lak.h MT 
per year was kept in the contract and the remaining quantity likely to be generated was to 
be offered to other buyers at the same price as in the case of OCL. However, the sale to 
other buyers could not be effected due to depressed market condition and development of 
the use of fly ash as a cheaper substitute of granulated slag for use in the cement industry. 
The matter was reported to the Ministry in October 2006. The Ministry while endorsing 
the views of the Management (December 2006) stated that the Company had awarded the 
quantity based on availability, past performance of the customers and the requirements 
given by them. 

The reply of the Management and the Ministry did not reflect the correct position as OCL 
had indicated (October 2003) their willingness to buy a quantity of four lakh MT per 
annum at Rs.370 per MT. With a production of around 4.2 lakh MT per annum, it was 
feasible to accept OCL's proposal and also to supply the requirement of other smaller 
customers but only 3.50 lakh MT were offered to them instead. The Management's 
argument of developing more than one customer for alternate route of disposal was also 
not acceptable as the performance of other customers has been found unsatisfactory. As 
against a quantity of 72,000 MT offered, the alternate buyers lifted only 44,382 MT 
during June 2004 to May 2006. The Management had to sell the remaining quantity to 
OCL only. 

Thus, the decision of RSP to enter into agreement for the sale of granulated slag at 
contracted quantity ol 3.50 lakh MT instead of four lakh MT led to subsequent sale at 
lower rates. This resulted in loss of Rs.1.06 crore to the Company during February 2005 
to March 2006. 
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CHAPTER XIX: MINISTRY OF TEXTILES ) 

~ute Corporation of India Limite~ 

19.1.1 Loss of Rs.62.27 lakh due to improper fund management 

Improper fund management and contravention of OPE guidelines resulted in the 
Company sustaining a loss of Rs.62.27 lakh being the differential between the 
interest earned on short-term deposit and the interest paid on cash credit. 

In December 1994, the GOI, DPE issued guidelines for investment of surplus funds by 
Public Sector Enterprises (PSE) which stipulated that: 

(i) Funds should not be invested at a particular rate of interest for a particular period of 
time while the PSE is borrowing at an equal or higher rate of interest for its 
requirement for the same period of time; and 

(ii) Investment decision should be based on sound commercial judgment. 

The BOD of the Jute Corporation of fodia Limited (Company) took note of the guidelines 
in April 1995 and authorised the Chairman and Managing Director, Director (Finance) 
and Director (Marketing) of the Company to take decisions on investment of surplus 
funds. 

Audit observed (February 2005) that the Company availed of cash credit upto Rs.65 crore 
from the State Bank of India from August 2002 to November 2004 at rates ranging from 
10.65 per cent to l l.10 per cent. During the same period, the Company invested its 
surplus funds (ranging from Rs.0.64 crore to Rs.30 crore) in short term deposits with 
banks at interest rates ranging from 4 per cent to 6.5 per cent. This not only contravened 
the DPE guidelines on investment of surplus funds but also resulted in a loss of Rs.62.27 
lakh on account of higher interest paid on cash credit. 

The Management accepted (July 2006) the fact that cash management had not been 
judicious and stated that corrective action had been taken from the year 2005-06. 

The matter was reported to the Ministry in October 2006; reply was awaited (January 
2007). 

!National Textile Corporation (APKK&M) Limite~ 

19.2.1 Irregularity in implementation of Modified Voluntary Retirement Scheme 

Inclusion of inadmissible elements as part of salary for the computation of ex-gratia 
under Modified Voluntary Retirement Scheme resulted in extra expenditure of 
Rs.3.91 crore. 
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The OPE stipulated (May 2000) that salary for the purpose of voluntary retirement 
schemes (VRS) shall consist of basic pay and dearness allowance (DA) and no other 
elements were to be considered. It also provided that a suitable variant be developed by 
the Ministry of Textiles (MOT) in respect of its textile units. Accordingly, MOT with the 
concurrence of OPE revised (March 200 I) VRS and allowed HRA in addition to ba ic 
pay and DA, only for the employees of non-revivable National Textile Corporation 
Limited (NTC) mills which were proposed to be closed in pursuance of the revival plan 
of NTC. 

NTC introduced (January 2002) a Modified Voluntary Retirement Scheme (MYRS) for 
the employees of 39 unviable milb under its subsidiaries. However, subsequently, the 
Company offered (October 2003 to April 2005) the same scheme in viable mills also 
though MOT had allowed the MYRS only for the employees of unviable mills. Hence, 
the decision of NTC to allow HRA in respect of revivable mills was in contravention of 
the instructions (March 200 J) of the MOT and OPE. 

Test check of MVRS offered in five mills to be clo ed, eight mills to be revived, two 
marketing divisions and the Corporate Office of NTC (APKK&M) Limited, a subsidiary 
of NTC, revealed that: 

(i) In respect of five closed mills, for computing ex-gratia, the Company included the 
elements like high cost allowance, personal pay, fami ly planning increment, ad 
hoc payme1i~s. financial benefit , rationalisation ben.efits, agreement awards etc., 
in addition to basic pay, DA and HRA resulting in e timated extra payment of 
Rs.23 lakh•. 

(ii) In respect of working mills and units, the Company included the elements like 
HRA, personal pay, benefits under tripartite agreement, high cost allowance, 
special increment, interim relief, benefits under Andhra Pradesh Textiles 
Tripartite Wage Committee recommendations, Supreme Court award, flat 
increase, show room incentive, family planning increment, etc., in addition to 
ba ic pay and DA resulting in estimated extra expenditure of R .3.68 crore•. 

The Ministry endorsed (December 2006) the reply of the Management and stated that: 

(i) In the OPE circular 6 November 2001 it was stated that the option of Gujarat or 
DHI (Department of Heavy Industries) pattern shall be available to the 
employees of marginally profit/loss making, as well as sick and unviable mill s. 
Hence, allowing HRA in respect of viable mills was not in contravention of the 
instruction of the OPE and MOT. 

(ii) Basic pay including all Interim relief, awards by various agreements, tribunais 
etc. were treated as pay and attract aJI statutory payments like PF, ESl etc. and 
therefore, the payments made were in order. 

• The figure was computed on the basis of the actual extra expenditure in a representative sample of 
cases which was extrapolated to the entire parent populatio11. 
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The reply of the Ministry was not tenable a'> MVRS approved b} MOT (March 2001) 
envisaged only basic pa} and DA (and HRJ\ m case of non re\i\able mills) to be 
con idered for computation of ex-gratia and no specific approval was taken b} the 
Company from OPE/ MOT to include the above inadmissible elements. Further, MVRS 
approved by the Board of Directors of NTC (Holding Company) had clearly stipulated 
that no amount of ad-hoc/award was to be treated as salary for the purpose of the 
Scheme. 

Thus inclusion of inadmissible elements for the computation of ex-gratia which was in 
contravention to the MOT and OPE instructions for YRS resulted in extra expenditure of 

Rs.3.9 1 crore. 
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IJtollow-up on Audit Reports (Commercial)I 

The Lok Sabha Secretariat requested (July 1985) all 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 and appraisals that 
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 the Department of Public Enterprises (OPE) for 
monitoring the submission of A TNs 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 ATNs duly vetted by Audit in respect of 
all 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 individual 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 
CAG. 

A review in Audit revealed that inspite of reminders, the remedial/corrective ATNs on 
the paragraphs/appraisals contained in the last five years' Audit Reports (Commercial) 
relating to the PSUs under the administrative control of various Ministries, as detailed in 
Appendix-IV, were not received by Audit for vetting. 

In respect of Audit Reports (Commercial) for the last five years (upto 2005), out of 503 
paragraphs/ reviews on which A TN s were awaited, 36 pertained to 2001, 66 pertained to 
2002, 9 1 pertained to 2003, 119 pertained to 2004 and 191 pertained to 2005. For Audit 
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Reports (Commercial) of 2006, which were presented to Parl iament in March/May 2006, 
A TNs on 287 paras/reviews out of 399 were awaited from various Ministries till 22 
November 2006. 

Out of 790 paragraphs on which ATNs were awaited, 11 2 paragraphs related to the PS Us 
under the Ministry of Communications and Information Technology, Department of 
Telecommunications, 92 related to PSUs under the Ministry of Finance (Banking 
Division), 80 related to PSUs under the Ministry of Steel, 68 related to PSUs under the 
Ministry of Finance (Insurance Division) and 64 related to PSUs under the Ministry of 
Petroleum and Natural Gas. 

New Delhi 

Dated: 2 4 /~PR 2007 

New Delhi 
Dated: 2 4 APR 2007 

~~ 
(BHARTI PRASAD) 

Deputy Comptroller and Auditor General 
cum Chairperson, Audit Board 

Countersigned 
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APPENDIX-I 

(Referred to in para 13.6.1) 

Short payment of advance tax 
Previous Quarterly Percentage Permissible 
Year due date of advance percentage Indian Oil Corporation Limited Bharat Petroleum Corporation Limited 

tax due to of advance Percentage Short 
total tax on the Runees in crore Percentage Ru°""~ in crore Percentage payment 

Advance Advance Short of advance of short Advance Advance Short of advance of advance payment of payment of 
tax due for which tax due tax payment tax paid to tax due tax payment tax paid to advance 

interest is for the including total 
advance tax for the includin total the year tax w.r.t 

quarter TDS paid advance tax 
with quarter g TDS advance permissi not levied 

due for the 
reference to pai~ tax due for hie 

year 
permissible 

the year percenta percentage 
gc 

15.06. 1999 15 12 65.38 49.00 16.38 11 I 

1999-00 
15.09.1999 45 36 196.15 139.43 56.72 32 4 

15. 12. 1999 75 75 326.91 320.15 6.76 73 2 

15.03.2000 100 100 435.88 426.25 9.63 98 2 

15.06.2000 15 12 38.08 5.00 33.08 2 10 

2000-01 
15.09.2000 45 36 11 4. 15 122.00 0.00 48 0 

15. 12.2000 75 75 190.25 192.00 0.00 76 0 

15.03.2001 100 100 253.67 267 ()() 0.00 105 0 

15.06.2001 15 12 140.12 3 1.63 108.49 3 9 40.92 35.00 5.92 13 0 

2001-02 
15.09.2001 45 36 420.38 11 3.63 306.75 12 24 122.75 107.00 15.75 39 0 

15. 12.200 1 75 75 700.63 127.25 573.38 14 6 1 204.59 226.00 0.00 83 0 

15.03.2002 100 100 934. 17 774.34 159.83 83 17 272.78 447.00 0.00 164 0 

15.06.2002 15 12 256.55 46.46 2 10.09 3 9 92.95 43.00 49.95 7 5 

2002-03 
15.09.2002 45 36 769.64 672.2 1 97.43 39 0 278.85 175.00 103.85 -- _ ....... 

2X 8 

15.12.2002 75 75 1282.73 7 18.83 563.90 42 :n 464.81 25 1 00 2 13.81 40 35 

15.03.2003 100 100 17 10.31 1787.52 0 105 0 62 1.62 584.00 0.00 94 6 
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15.06.2003 15 12 .U3.27 105.96 227.31 5 7 120.71 7 1.00 49.71 9 3 

2003-04 
l 5.09.2<X)3 45 36 999.81 525.61 474.20 24 12 362.20 213.00 149.20 26 10 I 

15.12.2003 75 75 1666.34 I 118.51 527.83 51 24 603.67 480.00 123.67 60 15 

15 03.2004 100 100 2221.79 2100.21 121.58 95 - I 
) 804 93 760.00 44 93 94 6 

15 06.2004 15 12 IB~l21 .74 IUI 14 () 4148 40.00 14~ 14 () 
- _,_ - ~ ·- -- - - --

15 09.2004 ~ 16 .199.24 279.90 119.:14 12 4 12446 85.(Xl_ W.46 31 5 
2004-05 - - --- - >- -

15 12.2004 75 75 I 665.24 t 279 l)() 185.34 p 4.1 :!0741 118.00 89.43 43 J2 - --

276.62 r - >--

15.03.2005 100 l(XJ 886.98 65947 227.51 74 26 341.00 <l.<Xl 12.1 0 
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APPENDIX-II 

(Referred to in para 13.6.1) 

Short pavment or advance tax by BPCL • Kochi Refinery 
Previous Quarterly Percenta Permissible Rupees in crore Percentage Percenta 
year due date ge or percentage of advance ge or 

advance or advance Advance Advance Short tax paid to short 
tax due tax on the tax due for tax payment total payment 
to total payment the including advance or 
advance or which quarter TDS paid tax due for advance 
tax due interest is the year tax w.r.t 
for the not levied pennissi 
year ble 

percents 
ge 

15.06.2003 15 12 42.75 15.00 27.75 5 7 

2003--04 
15.09.2003 45 36 128.26 86.81 41.45 30 6 

15.12.2003 75 75 213.76 180.81 32.95 63 12 

15.03.2004 100 100 285.03 287.81 0.00 101 0 

15.06.2004 15 12 66.24 44.50 21.74 10 2 

2004-05 
15.09.2004 45 36 198.71 160. 10 38.61 36 0 

15.12.2004 75 75 33 1. 19 305. 10 26.09 69 6 

15.03.2005 100 100 44 1.59 439. 10 2.49 99 I 
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APPENDIX -III ) 

(Referred to in para 15.1.1) 

Amount (Rs. in lakh) 
Name of Audit observation in brief Amount of Amount 
PSU recovery recovered 

pointed out 
bv Audit 

Ministry of Civil Aviation 
Airports Non-billing of car parking slot at Import 3.14 3.14 
Authority of phase-III building at IGI Cargo terminal. 
lndia 
Air India Non-payment of handling charges by the 4.53 2.78 
Limited other airlines towards facility of exclusive 

perishable cargo handling by AIL at Mumbai 
Airport 

Ministry of Coal 
Northern Non-recovery of Rentals and electricity 22.85 9.30 
Coalfields charges from outsiders 
Limited 
Coal India Non-receipt of old dues from Tamil Nadu 826.12 826.12 
Limited State Electricity Board 
Ministry of Commerce and Industry 
Export Credit Excess payment to Dena Bank and Kamataka 90.78 28.20 
Guarantee Bank 
Corporation 
of India 
Limited 
Ministry of Consumer Affairs, Food and Public Distribution 
Food (i) Recovery of differential amount between 660.53 109.07 
Corporation economic cost and OMSSD (Open Market 
of India Sales Scheme (D) ) rates from Ministry of 

Defence 
(ii) Non-availment of discount from 0.47 0.47 
empanelled hospital 

Ministry of Finance (Insurance Division) 
The New (i) Undercharge of premium 8.69 3.46 
India 
Assurance (ii ) Excess payment of Marine Survey Fee 0.29 0.09 
Company 
Limited (iii) Outstanding recovery of co-insurance 23.10 23.10 

claims from a co-insurer 
(iv) Excess payment due to settlement of 1.01 l.01 
marine claim on standard basis 
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Name of Audit observation in brief Amount of Amount 
PSU recovery recovered 

pointed out 
by Audit - -

National Short-charge of premium 48.32 48.20 
Insurance 
Company 
Limited 
United India (i) Undercharge/short collection of premium 98.27 98.27 
Insurance 
Company (ii) Non-realisation of additional premium 0.90 0.83 
Limited 
The Oriental (i) Short recovery of Earth Quake premium 53.24 39.59 
Insurance 
Company (ii) Excess settlement of fire-claim due to 1.44 1.44 
Limited incorrect application of average clause 

(iii ) Undercharge of premium 1.64 1.64 
Ministry of Petroleum and Natural Gas 
Oil and (i) Extra payment on account of Leave Fare 0.63 0.63 
Natural Gas Assistance (LFA) encashment and 
Corporation Conveyance Maintenance Reimbursement 
Limited Expenditure (CMRE) claimed 

(ii) Private use of ONGC helicopter 3.29 3.29 

Hindustan Non-payment of credit received from Danish 38.62 38.62 
Petroleum Tax Authorities by the contractor as per the 
Corporation terms of agreement 
Limited 
Ministry of Power 
National Non-recovery of interest on intere t free 312.59 312.59 
Hydroelectric advance granted to contractor for early 
Power completion despite non-achievement of the 
Corporation objective of timely completion by the 
Limited contractor, which was one of the conditions 

for release of advance 
Total 2200.45 1551.84 
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[ APPENDIX -IV 
J 

(Referred to in Chapter XX) 

Statement showing the details of Audit Reports (Commercial) for which Action 
Taken Notes are pending as on 22 November 2006 

No. and Year of Name of the Report ' Para No., if any 
Report I 

Ministry of Agriculture & Co-operation 

1. No. 3 of 2003 Transaction Audit Observations Para I. I. I 

2. No. 11 of 2006 Comments on Accounts Paras 1.2.1 , 1.5.1 

Department of Bio-Technology 
-- -- -

1. 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 
-

I 
3. No.2 of 2004 Comments on Accounts Paras 2.2.2 and 2.3. 1 

4. No. 2 of 2005 Comments on Accounts I Paras 2. 1.2 and 2.2. I 

Department of Chemicals & Petrochemicals 

I Paras 
-

1. No.2 of 2003 Comments on Accounts 2.1.3, 22.4, 
, 2.2.5, 2.3.2, 2.4.6 

and 2.8.1 
I 

2. No.3 of 2003 Transaction Audit Observations Para 3.1.1 

3. No.2 of 2004 Comments on Accounts Paras 1.2.1 , 1.2.2, 
2. 1.2, 2.1.3 and 
2.5.2 

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 Paras 2.1.1, 2.1.2 
and 2.2.1 

7.No. 12 of 2006 Transaction Audit Observations Para 3. 1.1 

Department of Fertilizers 

1. No.3 of 2003 Transaction Audit Obsenations Para 10.2.1 

2. No. 2 of 2005 Comments on Accounts Para 1.4.3. 2.4.3, 
2.5. 1, 2.6.2 and 2.7.1 
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No. and Year of Name of the Report Para No., if any 
Report 

3. No. 3 of 2005 Transaction Audit observations Paras 8. l.1, 8.1.2 
and 8.1.3 

4. No. 11 of 2006 Comments on Accounts Paras l.2.2(i), 
I .2.2(ii), 1.2.3, 
1.4.2, 1.5.2, l.5 .3, 
2.2.1, 2.3. l and 2.6. l 

5. No. 12 of 2006 Transaction Audit Observations Paras I 0.1.1, l 0.2.1, 
10.2.2, 10.2.3 and 
10.2.4 

Ministry of Civil Aviation 

1. No.3 of 2002 Transaction Audit Observations Paras 3.1.l 

2. No. 2 of 2005 Comments on Accounts Paras 2.l.5, 2.5.17, 
2.7.33 and 2.7.4 

3. No. 3 of 2005 Transaction Audit Observation Paras 3.2.3 and 3.2.4 

4. No. 4 of 2005 Reviews on AIL Chapter-II Paras 2.1, 2.2, 2.3, 
2.4 and 2.5 

5. No. 8 of 2006 Review on fleet utilisation and maintenance Para 2.4.1.1, 
2.4.1.2, 2.4.2. l, 
2.4.2.2, 2.4.2.3, 
2.4.3.1, 2.4.3.2, 
2.4.4, 2.5. l (i), 
2.5.l(ii), 2.5. l (iii), 
2.5.2, 2.5.3.1, 
2.5.3.2, 2.5.3.3, 
2.5.4, 2.5.5, 2.5.6, 
2.5.7.1, 2.5.7.2, 
2.5.7.3, 2.6(i), (ii), 
(iii), (iv), (v), (vi), 
(vii) and (viii ) 

6. No.11 of 2006 Comments on Accounts Paras 1.2.4, 1.2.5 
and 1.2.6 

7. No. 12 of 2006 Transaction Audit Observations Paras 4.1.1 , 4.2.1, 
4.2.2, 4.2.3, 4.2.4 
and 4.3.1 

Ministry of Coal 

1. No.3 of 2002 Transaction Audit Observations Para 4.6.1 

2. No. 2 of 2005 Comments on Accounts Paras 1.4.5 

3. No. 3 of 2005 Transaction Audit observations Paras 4.2.1and4.5.l 
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No. and Year of Name of the Repo_r_t---------+1-P-ara No., if any 
Re ort . 

4. No. 4 of 2005 Review on BCCL(Chapter 
(Performance of Madhuband Washery) 

III) Paras 3. 1, 3.2. 3.3, 
3.4, 3.5, 3.6, 3.7 and 
3.8 

5. No. 8 of 2006 Review on Project Implementation, 
performance of HEMM, Manpower 
analysis, Fund Management and 
Environmental planning 

Performance Review on "Bucket Wheel 
Excavators" of Nevyeli Lignite 

6. No. 11 of 2006 Comments on Accounts 

7. No. 12of2006 Transaction Audit Observations 

Chapter- V 

Ministry of Mines /Department of Mines 

I. No. 3of 2005 Transaction Audit Observations 

(l.T. Audit Observations) 

Ministry of Commerce & Industry 

Department of Commerce 

I. No. 2 of2002 Comments on Account~ 

2. No. 2 of 2003 Comments on Accounts 

3. No.3 of 2003 Transaction Audit Observations 
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Paras 3.6. I. I , 
3.6. I .2, 3.6. I .3, 
3.6. I .4, 3.6. l .5(i), 
(ii ), 3.6. I .6 (i ). (ii), 
(iii ), 3.6. 1.7, 3.7.1, 
3.7. 1. 1, 3.7.2. 1. 
3.7.2.2, 3.8.1, 3.8.2, 
3.8.3, 3.8.4. 3.9.1, 
3.9.2, 3.9.3, 3.9.4, 
3 10 3 I I I 3 11 2 

' . -. . ' 

3. 12. 1, 3.12.2, 
3. 12.3, 3. 12.4. 
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 .6.3.1, 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 

Paras 1.4.3, 1.4.4, 
1.4.5, 1.4.6, 1.5.4, 
1.5 .5, 1.5.6, 1.5.7 , 
2.2.2, 2.2.3, 2.2.4, 
2.5.1 , 2.5.2 and 2.6.2 

Paras 5. 1.1 , 5.2.2, 
5.3.1.5.4.1, 5.5.1, 
5.6. 1 and 5.7.1 

I Paras 14. 1. 1 

I 

Para 1.2. 16 

Para 2.2. 12 

Paras 6.1 .: and 6.2.1 
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-
No. and Year of Name of the Report Para No., if any 
Report 

4. No.2 of 2004 Comments on Account Paras 2.2.4. 2.2.5 
and 2.3.4 -- -

5. No. 2of2005 Comments on Accounts Paras 1.4.8. 2.1.15, 
2.6.7 -

6. No. I I of 2006 Comments on Accounts Paras 1.2.8. 1.5.8. 
2. I .2, 2.2.5 and 2.6.3 -- -

7. No. 12of2006 Transaction Audit Observations Para 6. 1.1 

Chapter- VI --
Ministry of Communications and Information Technology 

Department of Telecommunications 

I. No. 2 of 2002 Comments on Accounts 1.2.19 

2. No.5 of 2003 Telecommunications sector Para 4 (Part) 

Chapter-2 Paras 16.7.6. 

Chapter-3 (Review) 
16.7.9. 1 and 16.7.9.2 

Chapter-4 
Para 42 

3. No.2 of 2004 Comments on Accounts Paras 1.2. 10 and 
2.4.8 

4. No.5 of 2004 BSNL 

Chapter-II Paras 2. I and 2.10 

Chapter-Ill (Review) Para 3.8 

Chapter-IV Paras 4 .20, 4.22 an<l 
4.32 

MTNL-Chapter-VII Paras 7. 14. 7.15. 

(1 Review) 
7. 16, 7.17, 7. 18, 
7. 19, 7.20, 7.2 1, 
7.22, 7.23 and 7.24 

Chapter-Vl II Paras 8.2 and 8.3 

Chapter-X Para 10.3 

Chapter-XII Para 12. I 

5. No. 2 of 2005 Comments on Accounts Paras 1.2.5, 1.2.6. 
1.3.4, 1.4.1 I. 2.1.19, 
2.1.20. 2.4.9, 2.4.1 o. 
2.5.4, 2.5.5 and 
2.6.1 I 

6. No. 5 of 2005 Communication Sector 
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No. and Year of Name of the Report 
Report 

Chapter- I 

Chapter- Ill 

Chapter- IV 

Chapter- VI 

Chapter IX 

Chapter X 

Chapter- XI 

Chapter - XIII 
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Para No., if any ~ 

I Paras 1.3. 1.4, J.6 
and 1.7 

Paras 3. 1, 3.2, 3.3, 
3.4, 3.5, 3.6, 3.7, 
3.8, 3.9 and 3. 10 

Paras 4.2, 4.6, 4.7, 
4.8, 4.13, 4.24 and 

4.30 I 
' Paras 6. 1, 6.2, 6.3, 

6.4, 6.13 and 6.14 

1 Para 9 .2 

Paras I 0.1, I 0.2, 
I 0.4 and I 0.5 

Paras 11.1 , 11.2, 
11.3, 11.4, 11.5 and 
11.6 

Para 13 

___ ,_Follow ~n Audit Reports ------+- -
7. No. 11 of 2006 Comments on Accounh Paras 1.2. I I, 1.2.1 2, 

1.4. 7, 1.5.12. 1.5.13, 
2. 1.3, 2. 1.4, 2.2.7, 
2.4.2, 2.4.3, 2.4. 12, 
2.6.4, 2.6.5 and 
2.6. 14 -------+- ____ ____,, 

8. No. 9 of 2006 Telecommunications Sector (Performance 
Audit of) Chapter-I 

Chapter- II (Performance Audit of Human 
Resource Management) 

-----------
145 

Paras 1.9.2, 1.9.3. 
1.9.4, 1.10.1, l.10.2, 
I. I 0.3, 1.11.2, 
1.11.3, 1.11.4, 
1.11.5, 1.1 2, 1.1 3. 1, 
1.1 3.2, 1.1 3.3, 
1.13.4, 1.14, 1.14.1, 
1.14.2, 1.14.3, 
1.14.4, 1.14.5, 
1.14.6, 1.14.7, 
1.15.1.2, 1.15.1.3 
and 1.15.1.5 -
Paras 2.8, 2.9, 2.9. 1, 
2.9.1.1, 2.9. 1.2, 
2.9.2, 2. 10, 2 .10.1, 
2. 10.2, 2. 10.3, . 
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2. 10.4, 2.10.5. 
2.10.6, 2. 1 I, 2.1 I. I, 
2.11.2, 2.1 1.3, 
2. 11.4, 2.12. 
2.1 2. I ,2. I 2.3. 
2. 12.3. 1, 2. 12.3.2, 
2. 12.4, 2.13, 
2.13.1,2.13.2. 2.14. 
2.14.1, 2. 15. 2.15.1. 
2.15.2, 2.15.3, 
2.15.4, 2. 15.5. 2.16. 
2.16.1. 2. 16.2, 2.17, 
2.17.1, 2.18. 2.18. l, 
2. 18.2. 2.18.3 and 
2.19 

9. No. 13 of 2006 Chapter-II Paras 2.1, 2.6. 2.9. 
2.10, 2. 11 , 2.12, 
2.13 and 2. 18 

Chapter-III - IT Review of Chennai Paras 3. 1. 3.2. 3.3, 
Telephone Billing System of BSNL 3.4, 3.5. 3.6. 3.7, 

3.8, 3.9 and 3.10 

Chapter-IV Para 4. 1, 4.2, 4.3. 
4.4, 4.5. 4.7, 4.8. 
4.9, 4. 10, 4.12, 4.13, 
4.14, 4. 15. 4.16. 
4.17, 4.18, 4.19, 
4.20 and 4.22, 

Chapter-V lnLroductory para of MTNL Paras 5. 1, 5.2, 5.3. 
5.4, 5.5, 5.6 and 
5.7 

Chapter-VI Paras 6.2, 6.3, 6.4, 
6.6 and 6.7 

Chapter-VII - Introductory para of ITI Paras 7. 1, 7.2, 7.3 . 
7.4, 7.5, 7.6 and 7.7 

Chapter-VIII Paras 8. 1, 8.2. 8.3 
and 8.4 

Chapter-IX Paras 9.1, 9.2. 9.3. 

Introductory oara of TCIL 9.4 and 9.5 

Chapter-X- Paras 10.1, 10.2, 

Introductory para of ICSIL 10.3, 10.4, 10.5 and 
10.6 
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CHAPTER-XI- Paras I I. I, 11.2, 

Introductory para of MTL 
11.3, 11.4 and 11.5 

CHAPTER-XII - Para 12 

Follow up on Audit Reports 

Ministry of Consumer Affairs Food & Public Distribution 

1. No.3 of 2002 Transaction Audit Observations Para 7.2.3 

2. No.3 of 2003 Transaction Audit Observations Para 7.1.3 

3. No.4 of 2003 Fraud Control in FCI Para 2. 1 

Internal Audit System in FCI Para 2.2 

4. No.3 of 2004 Transaction Audit Observations Para 5.2.2, 

5. No. 3of2005 Transaction Audit Observations Paras 6.1.2, 6. 1.7 
and 6.l.12 

6. No. 4 of 2005 Review on FCI (Chapter-V) (Export of Paras 5.1, 5.2, 5.3, 
food grains) 5.4, 5.5, 5.6, 5.7, 

5.8, 5.9, 5.10, 5.11 
and 5.12 

7. No. 11 of 2006 Comments on Accounts Paras 1.2.13 and 
1.5.9 

8. No. l 2 of 2006 Transaction Audit Observations Paras 7. 1.1 , 7.1.2, 

CHAPTER - VII 
7.1.3, 7.2.1 and 
7.2.3 

Department of Defence Production and Supplies 

1. No. 2 of 2003 Comments on Accounts Paras 1.4.9 

2. No. 2 of 2005 Comments on Accounts Paras 1.4.12 and 
2.1.2 1 

3. NO. J of 2005 Transaction Audit Observations Paras 7.1.2, 7.4. 1, 
7.4.2, 7.4.3 and 7.4.4 

4. No. 4 of 2005 Reviews on BEL 

Chapter - VI Paras 6. 1, 6.2, 6.3, 
6.4, 6.5, 6.6, 6.7 and 
6.8 

Chapter - Vil Paras 7. 1, 7.2, 7.3, 
7.4, 7.5, 7.6, 7.7 and 

(Bharat Electronics Limited) 7.8 
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Chapter - VIII Paras 8.1, 8.2 and 

(Garden Reach Shipbuilders & Engineers 
8.3 

Limited) 

5. No. 11of2006 Comments on Accounts Para 1.4.8 

6. No. 12of2006 Transaction Audit Observations Paras 8.2.1, 8.3 .J 
and 8.4.1 

Ministry of Development of North East Region 

I. No. 11 of 2006 Comments on Accounts Para 1.5.23 

2. No. 12 of 2006 Transaction Audit Observations Para 9.1.1 

Ministry of Environment & Forest 

1. No.2 of 2002 Comments on Accounts Paras 2.4.19, 2.5.7 
and 2.6.22 

2. No. 2 of 2004 Comments on Accounts Para 2.5.8 

3. No.4 of 2004 Review on A&NIF&P Development Chapter-VI-Paras 
Corporation Limited 6.1, 6.2, 6.3, 6.4, 

6.5, 6.6, 6.7 and 6.8 

Ministry of Finance (Banking Division) 

1. No. 2 of 2001 Comments on Accounts Paras 1.2.22, 1.2.23, 
1.2.24, 1.2.25, 
1.2.26, 1.2.27, 
2.1.21, 2.1.22, 
2.2.18, 2.2.19, 
2.6.13, 2.6.14 and 
2.6.16 

2. No. 3of2001 Transaction Audit Observations Paras 11.1.1 , l l.2.1 
and 11.3. l 

3. No.2 of 2002 Comments on Accounts Paras 1.2.24, 1.2.25, 
1.2.26, 1.2.27, 
2.1.14, 2.2.15, 
2.2.16, 2.2.1;7, 
2.2.18, 2.2.20, 
2.6.23, 2.6.24, 
2.6.25 and 2.6.27 

4. No.3 of 2002 Transaction Audit Observations Paras 11.1.l, 11.2.1 , 
11.3.1and11.4.1 

5. No. 2 of 2003 Comments on Accounts Paras 1.2.16, 1.2.17, 
1.2.18, 1.4.12, 
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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 

6. No. 2 of 2004 Comments on Accounts Paras 1.2. 13, 2. 1.14, 
2.l.15, 2.2.11, 
2.2. 12, 2.2.1 3, 2.3 .5, 
2.4. 11 , 2.6.12, 
2.6.13, 2.6.14, 
2.6.15 and 2.6. 16 

7. No. 3of2004 Transaction Audit Observations Paras 9.1.1, 9.2.1 , 
9.2.2 and 9.3 .1 

8. No. 2of2005 Comments oo Accounts Paras 1.2.11, 1.4.13, 
1.4. 14, 1.4. 15, 
1.4. 16, 1.4. 17, 
2.1.24, 2.1.25, 
2.2. 12 and 2.2.1 3 

9. No. 3of2005 Transaction Audit Observations Paras 1. l. I , 1.2. 1 
and 1.2.2 

10. No. 11 of 2006 Comments on Accounts Paras 1.2. 15, 1.2. l 6, 
1.3.1, 1.3.2 and 
1.4.10 

11. No. 12 of 2006 Transaction Auclit Observations Para 2. 1.1 

Ministry of Finance (Insurance Division) 

1. No. 2 of 2003 Comments on Accounts Paras 2.1 .26, 2.2. l 6, 
2.6.30, 2.8. 14 and 
2.8.15 

2. No.2 of 2004 Comments on Accounts Paras 1.2. 14, 1.3. 12, 
2.1.16, 2.2. 14 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. 2 of 2005 Comments on Accounts Paras 1.2. 10, 
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1.3.6, 1.3.7, 1.4.18, 
1.4.19, 2.1.26, 
2. 1.27, 2.1.28, 
2.2.14 and 2.2.15 

5. No.3of2005 Transaction Audit Observations Paras 9.2. l, 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 1.2.17, 1.3.3, 
1.4.11, 2.2.8 and 
2.6.6 

7. No. 12of2006 Transaction Audit Observations Chapter - Paras 11.l.l , 11.2.1, 
XI 11.2.3, 11.3.1 , 

11.4. l, 11.4.2, 
11.4.3, 11 .4.4, 
11 .4.5, 11.5. l , 
11.6.1 , 11.6.2, 
11.6.3, 11.6.4, 
11.7.1, J 1.7.2, 
11 .7.3, 11.7.4 and 
11 .7.5 

Section ll(IT Audit)Chapter-XXV Para 25.1 

Ministry of Health & Family Welfare 

1. No.2 of 2002 Comments on Accounts Paras 2. 1.l 5, 2.2.27 
and 2.4.20 

2. No.3 of 2002 Transaction Audit Observations Para 12. l 

3. No. 2 of 2003 Comments on Accounts Para 2.6.32 

4. No.3 of 2003 Transaction Audit Observations Para J 2.1.1 

5. No.2 of 2004 Comments on Accounts Para 2.6.18 

6. No.3 of 2004 Transaction Audit Observations Para 10. l.l 

7. No.2 of 2005 Comments on Accounts Paras 2.2.16, 2.4. J 3 
and 2.6.19 

Ministry of Home Affairs 

I . No. 2of2003 Comments on Accounts Paras 2.6.76 and 
2.8.24 
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2. No.2 of 2004 Transaction Audit Observations Para 1.2.20, 2.3.22 
and 2.6.53 

3. No. 2 of 2005 Comments on Accounts Para 2.2.25 

Ministry of Human Resource Development 

l. No. 2 of 2001 Comments on Accounts Para 2. 1.34, 2.2.30 
and 2.6.31 

2. No. 3 of 2004 Transaction Audit Observations Paras 12.1.1 

3. No. 2 of 2005 Comments on Accounts Para l.4.34, 2.1.37' 
2.2.26 and 2.6.22 

Ministry of Human Resources & Science Technology 

l. No.2 of 2001 Comments on Accounts Para 2. l.35 

2. No.2 of 2002 Comments on Accounts Para 2. l.21 and 
2.6.42 

3. No.2 of 2003 Comments on Accounts Para 2.2.26 

Ministry of Heavy Industry & Public Enterprises 

l. No. 3 of 2003 Transaction Audit Observations Paras 13.1. l and 
13.1.2 

2. No.2 of 2004 Comments on Accounts Para 2.3. 14 

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.3 of 2005 Transaction Audit Observations Para 11 .2. 1 

5. No. 8 of 2006 Review on Marketing Activities of Tractor Paras 5.2. 1, 5.3. 1.1, 
Business Group - HMT Limited 5.3.1.2, 5.3.1.3, 

5.3.1.4, 5.3.1.5, 
5.3.1.6, 5.3.1.7, 
5.3.1.8, 5.3.1.9, 
5.3.1.10, 5.3.1.11, 
5.4. 1, 5.4.2.1, 
5.4.2.2, 5.4.2.3, 
5.4.2.4, 5.4.2.5, 
5.4.2.6, 5.4.3.1 , 
5.4.3.2, 5.4.3.3, 
5.4.3.4, 5.4.3.5, 
5.5.1.1, 5.5.1.2, 
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5.5.1.3, 5.5.2.1 , 
5.5.2.2, 5.5.2.3, 
5.5.2.4, 5.5.2.5, 
5.6.1, 5.6.2, 5.7.1.1 , 
5.7.1.2, 5.7.1.3, 
5.7.2.1 and 5.8 

6. No. 11 of 2006 Comments on Accounts Paras 1.2.19, 1.2.20, 
l.2.2 l , 1.2.22, 
l.2.42, l.2.43, 1.3 .4, 
1.4.12, 1.4.13, 
1.4.14, l.4.15, 
1.4.16, l.4.1 7, 
1.5.14, 1.5.15, 
l.5 .16, l.5.19, 
l.5.20, 1.5.21 , 2.2.9, 
2.2.10, 2.4.4 and 
2.5.3 

7. No. 12of2006 Transaction Audit Observations Paras 12. 1.1 , 12.2.1, 

Chapter - XII 12.2.4, 12.2.5, 
12.2.6, 12.2.8, 
12.2.9, 12.3. l , 
12.4. 1 and 12.5.1 

Chapter - XVI Para 16.2.1 

Ministry of Information & Broadcasting 

1. No.2of2002 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 2.7.21 

4. No.11 of 2006 Comments on Accounts Paras 1.4. l 8 and 
1.5.22 

Department of Information Technology 

1. No. 11 of 2006 Comments on Accounts Paras 2.4.5, 2.6. 10 
and 2.7. l 

Ministry of Non-Conventional Energy Sources 

1. No. 3of2003 Transaction Audit Observations Para 16.l.1 

2. No. 3 of 2005 Transaction Audit Observations Para 15. l.l 
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3. No. 12 of 2006 Transaction Audit Observations Para 13. 1.1 

Chaoter-Xlll 

Ministry of Petroleum and Natural Gas 

1. No. 2 of 2001 Comments on Accounts Paras 1.3.39 

2. No. 3 of 2001 Transaction Audit Observations Paras 17.4. l, 17.6.2 
and 17.8.2 

3. No.2 of 2002 Comments on Accounts Paras 1.2.37, 1.2.40 
and 2.3.16 

4. No.3 of 2002 Transaction Audit Observations Paras 16.1.2, 16.5.1, 
16.6.3, 16.6.4, 
16.6.6 and 16. 7.4 

5. No. 2 of 2003 Comments on Accounts Paras 1.2.27, 1.2.32, 
2.5.20, 2.5.21 and 
2.6.48 

6. No.3 of 2003 Transaction Audit Observations Paras 17.6.1, 17.6.2, 
17.6.6 and 17.7.4 

7. No. 2 of 2004 Comments on Accounts Paras 2.1.23, 2.6.32 
and 2.7.7 

8. No. 3 of 2004 Transaction Audit Observations Paras l 4.4.3, 14.5.6, 
14.6.6, 14.6.8 and 
14.7.2 

9. No.4 of 2004 Review on GAIL Chapter-VIII- Paras 
8.1 and 8.2 

IO. No.4 of 2004 Review on Oil India Limited Chapter-IX-Paras 
9.1, 9.2, 9.3, 9.4, 
9.5, 9.6 and 9.7 

11. No. 2 of 2005 Comments on Accounts Paras 2.2.3 1, 2.4.24 
and 2.4.26 

12. No. 6 of 2005 Petroleum Sector Profile 

Chapter-I 

Chapter-2 Chapter - 2- Paras 
2.2, 2.3 and 2.5 

Follow up action on reviews in the last five 
years Audit Reports 

Review on Arbitration Cases - ONGC Para 3.2 

Review on oroduction sharing contracts Para 3.3 
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with private exploration and production 
companies - ONGC 

Chapter-4 
Paras 4.1, 4.2, 4.3, 
4.3.1, 4.4, 4.5, 4.6, 
4.6.5, 4.7 and 4.8 

Reviews on IT Audit 

Payroll application ill Mumbai region - Para 5.2 
ONGC 

13. No. 8 of 2006 Chapter-VI - Review on Telecom Business Paras 6.5.1, 6.5.2, 
of GAIL 6.5.3, 6.5.4, 6.5.5, 

6.6.1, 6.6.2, 6.3, 
6.7.1, 6.7.2, 6.8.1, 
6.8.2 and 6.9 

Chapter-VII- Availability and utilisation of Paras 7.5.1,7.5.2, 
critical equipment of off:::hore installations 7.6.1, 7.6.2, 7.6.3, 
inONGC 7.6.4, 7.6.5, 7.6.6, 

7.6.7, 7.6.8, 7.7.1.1, 
7.7.1.2, 7.7.1.3, 
7.7.2.1, 7.7.2.2, 7.8 
(i,ii,iii,iv, v, vi), 7.6, 
7.7 and 7.8 

14. No.I I of2006 Comments on Accounts Para 2.7.2 

15. No.12 of 2006 Transaction Audit Observation Paras 14.1. l, 14.2.2, 

Chapter-XIV 14.4.3, 14.6.3, 
14.6.4, 14.6.7, 
14.7.6, 14.7.7, 
14.7.8 and 14.8.1 

Ministry of Power 

1. No. 2 of 2001 Comments on Accounts Paras 1.3.45 and 
2.2.43 

2. No.2 of 2002 Comments on Accounts Paras 1.2.44, 1.3.43, 
2.6.56 and 2.8.19 

3. No.4 of 2002 Review on implementation of Chapter 5 
Rehabilitation Plan by THDC 

4. No. 2 of 2003 Comments on Accounts Paras 2.1.44, 2.2.34, 
2.6.57, 2.8.25, and 
2.8.28 
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5. No. 2 of 2004 Comments on Accounts Para 1.2.32 

6. No. 2 of 2005 Comments on Accounts Paras 1.2.20, 1.2.23. 
1.4.40, 2.6.30 and 
2.7 .24 

7. No. 3 of 2005 Transaction Audit Observations Paras 16.1.1 and 
16.2.1 

8. No. 8 of 2006 CHAPTER-VIII-Gas Based Power Stations Paras 8.6.1 , 8.7. 1. 
8.7.2, 8.7.3, 8.8.1, 
8.8.2, 8.8.3. l , 
8.8.3.2, 8.8.4.1, 
8.8.5.1, 8.8.5.2, 
8.8.5.3, 8.8.5.4, 
8.8.6. 1, 8.8.6.2, 
8.8.6.3, 8.8.7, 
8.9.1.1, 8.9.1.2, 
8.9.1.3, 8.9.1.4, 
8.9.2.1, 8.9.2.2, 
8.9.2.3, 8.10.1.l , 
8. t0.1.2, 8.10.2.1 , 
8.10.2.2, 8.10.2.3, 
8.10.3. l, 8.10.3.2, 
8.10.3.3, 8.10.3.4. 
8.10.4.1, 8.10.4.2, 
8.10.4.3, 8.10.4.4, 
8.10.5.1, 8.10.5.2, 
8.11.1, 8.11.2, 
8.11.3, 8.11.4, 
8.11.5, 8.11.6, 
8.12.1, 8.12.2, 
8.12.3, 8. 12.4, 
8.13.1, 8.13.2, 
8.13.3, 8.13.4, 
8. 13.5, 8.14.l, 
8.14.2, 8.14.3 and 
8.14.4 

Chapter-IX - Gas Based Power Stations - Paras 9.6.1.1, 
North Eastern Electric Power Corporation 9.6.1.2, 9.6.1.3, 
Limited 9.6.1.4, 9.6.2.1, 

9.6.2.2, 9.6.3.l, 
9.6.3.2, 9.6.3.3, 
9.6.4, 9.6.5 , 9.6.6, 
9.6.7, 9.6.8, 9.7.l, 
9.7.2. l , 9.7.2.2, 
9.7.3, 9.8 and 9.9 
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9. No. 1 I of 2006 Comments on Accounts Paras 1.2.26, 1.2.27, 
1.2.28, 1.5.24, 
1.5.25, 2.4.9 and 
2.4.10 

10. No. 12 of 2006 Transaction Audit Observation Chapter-XV Paras 15. I. I and 
15.2.J 

Section Il-IT Audits Chapter-XXVI Para 26. l 

Ministry of Railways 

l. No. I I of 2006 Comments on Accounts Paras 1.2.29, 1.2.30, 
1.3.5 and 1.3.6 

2. No. 12 of 2006 Transaction Audit Observation Chapter- Paras 17.1.1 and 
XVll 17.2.1 

Ministry of Road Transport & Highways 

1. No. 3of2005 Transaction Audit Observations Chapter - 18- Para-
18.1.1 

2. No. 7 of 2005 NHAI Chapter - I - Paras 
1.1 , 1.2, 1.3. 1.4, 
L.5, 1.6, I. 7 and 1.8 

Chapter - 2 - Paras 
2.1, 2.2, 2.3, 2.4 and 
2.5 

Chapter - 3 - Paras 
3.1 and3.2 

Chapter-4-Paras 4.1, 
4.2, 5.1, 5.2,5.3 and 
5.4 

>-

Chapter - 6 

Chapter - 7 - Paras 
7. 1 and 7.2 

Chapter - 8- Paras 
8.1, 8.2 and 8.3 

Chapter - 9 - Paras 
9.1 and 9.2 

Chapter- 10 

Chapter - 11 - Paras 
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Report 
11.1, l 1.2, l l .3, 
1 l.4 and I l.5 

Chapter - 12 -
3. No. I I of 2006 Comments on Accounts Para 1.2.32 

4. No.12 of 2006 Transaction Audit Observation Chapter- Para 18. 1.1 
XVIII 

Section II-IT Audits Chapter-XXVII Para 27. 1 

Ministry of Science and Technology 

I. No. 11 of 2006 Comments on Accounts Para 1.2.33 

2. No. 12 of 2006 Transaction Audit Observation Chapter- Para 19. 1.1 
XIX 

Department of Small scale Industries & Agro and Rural Industries 

1. No.2 of 2002 Comments on Accounts Para 2.3. 17 

2. No. 3 of 2004 Transaction Audit Observations Para 19. l. I 

3. No. 4 of 2005 Review on National Small Industries Chapter - X111-
Corporation Ltd. Paras 13.1, 13.2, 

13.3, 13.4, 13.5, 
13.6, 13.7, 13.8, 
13.9, 13.10, 13.11, 

1 13.12, 13.13, 13.14, 
13. 15 and 13.16 

Ministry of Social Justice & Empowerment (Department of Welfare) 

I. No. 2 of 2001 Comments on Accounts Para 2.1.50 -
2. No.2 of 2002 Comments on Accounts Paras 2.1.34, 2.2.43 

and 2.6.63 

3. No.3 of 2002 Transaction Audit Observations Para 20.1.1 

4. No. 2 of 2003 Comments of Accounts Paras 2.1.52, 2. 1.53, 
2.2.41, 2.2.42, 
2.3.15, 2.4.38, 
2.4.39, 2.5.22, 
2.6.63, 2.8.30, 

12.8.3 1, 2.8.32 and 
2.8.33 

5. No.2 of 2004 Comments on Accounts Paras 1.2.40, 1.4.26, 
2.1.32, 2.2.33, 

, 2.6.42, 2.7.10 and 
2.7. 11 
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6. No.2 of 2005 Comments on Accounts Paras 1.4.45, 2.1.49, 
2.1.50, 2.1.51, 
2.2.36, 2.2.37, 
2.2.38,2.6.38, 
2.6.39, 2.6.40, 
2.7.28 and 2.7.29 

7. No. 11 Of 2006 Comments on Accounts Para 1.2.36 

8. No. 12 of 2006 Transaction Audit Observations Chapter - Para 21.1.1 
XXI 

Department of Space 

1. No. 2 of 2003 Comments on Accounts Para 2.5.19 

2. No. 2 of 2004 Comments on Accounts Paras 2.2.21 (i), 
2.4.18, and 2.5.13 

3. No. 2 of 2005 Comments on Accounts Para 1.4.36 

Ministry of Steel 

1. No. 2 of 2001 Comments on Accounts Paras 2.5.25 and 
2.8.19 

2. No. 3of2001 Transaction Audit Observations Paras 21.3.2, 21.4.5, 
21.4.6 and 21.4.7 

3. No. 4of2001 Review on Execution of CCP of Rourkela Chapter 7 
Steel Plant by MECON 

4. No.2 of 2002 Comments on Accounts Paras 1.2.54 and 
2.6.12 

5. No.3 of 2002 Transaction Audit Observations Paras 21.2.1, 21.6.2, 
21.7.1and21.7.9 

6. No. 4 of 2002 Review on Modernisation of BSP-SAIL Chapter 6. 1 

Review on Township Management in SAIL Chapter 6.2 

7. No. 2of2003 Comments of Accounts Paras 1.3.37, 1.3.39, 
2.1 .54, 2.4.40, 
2.6.65, 2.6.66, 
2.6.67 and 2.6.70 

8. No.4 of 2003 Business Restructuring Plan of SAIL Para 3.1 

Rail and Structural Mill of Bhilai Steel Para 3.2 
Plant of SAIL 

9. No.2 of 2004 Comments on Accounts Paras 1.2.45, 1.3.29, 
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1.4.30, 2.1.36, 
2.2.34, 2.2.35, 
2.2.36, 2.2.37, 
2.5.17, 2.5.18, 
2.6.43, 2.6.44, 
2.6.46, 2.6.47 and 
2.7.12 

I 0. No.4 of 2004 Review on NMDC Chapter-Xlll-Paras-
13.2and 13.4 

11. No.6 of 2004 Steel Sector-Chapter 2 (SAIL) Review on Captive 
Mines of SAIL 

Chapter-3 Paras 3.2 and 3.7 

Section-III HSCL Limited (Review) Chapter-6 Paras 6. I 
and 6.2 

Section-IV, RINL Chapter-8 Paras 8.1 
and 8.2 

Section VJ-NMDC Chapter-12 Paras 
12.1 

I 2. No.2 of 2005 Comments on Accounts Paras 1.2.29, 1.3.21 , 
1.3.24, 2.1.53, 
2.2.44 and 2.6.41 

13. No. 3 of 2005 Transaction Audit Observations Paras 20.3.1 and 

(Chapter-20) 20.5.1 

14. No. 8 of 2006 Chapter-X-Review on the working of Paras 10.2, 10.4.1, 
Bharat Refractories Ltd. 10.4.6, 10.5.1, 

10.6.1, 10.6.3, 
10.9.1, 10.9.2 and 
10.11 

Chapter-XI - Review on High Seas Sale Paras 11.7.1.1, 
Activity - MSTC ll.7.l.2, 11.7.1.3, 

11.7.2.1, 11.7.2.2, 
11.7.2.3, 11.7.2.4, 
11.7.3.1 , 11.7.3.2, 
l 1.7.3.3, 11.7.4.1, 
I I .7.4.2, 11.7.4.3, 
11 .7.4.4, 11.7.4.5, 
11.7.4.6, 11 .7.4.7 
and 11.7.4.8 
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-
Chapter-XII - Review on Import of Coking Paras 12.3. 1, 12.3.2, 
coal - SAIL 12.3.3, 12.3.4, 

12.4.1. 1, 12.4.1.2, 
12.4.1 .3, 12.4.2.1, 
12.4.2.2, 12.4.2.3, 
12.4.2.4, 12.4.3.1, 
12.4.3.2, 12.4.3.3, 
12.4.3.4, 12.4.4.1, 
12.4.4.2, 12.5.1.1, 
12.5.1.2, 12.5.1.3, 
12.5. 1.4, 12.5.2.1 , 
12.5.2.2, 12.5.2.3, 
12.5.2.4, 12.5.2.5 , 
12.5.2.6, 12.5.3.1, 
12.5.3.2, 12.6.1.1, J 
12.6.2.1, 12.6.2.2, 
12.6.2.3, 12.6.2.4, 

1 

I 
12.6.2.5, 12.6.2.6, 
12.6.3.1, 12.6.3.2, 
12.6.3.3, 12.6.3.4, 
12.6.3.5, 12.6.3.6, 
12.6.4. l , 12.6.4.2, 
12.6.4.3, l 2.6.4.4, 
12.7.1, 12.7.2, 
12.7.3, 12.8.1.1, 
12.8. 1.2, 12.8.1 .3, 
12.8. 1.4, 12.8.2. 1, 
12.8.2.2, 12.9.1 and 
12.9.2 

15. No.I I of2006 Comments on Account Paras 1.2.38, 1.4.24. 
1.4.25, 1.4.26, 
I .5.30 and 2.6.13 

16. No. 12 of 2006 Transaction Audit Observations Chapter- 22.1.1' 22.2. 1, 
XXII 22.3.1, 22.3 .2, 

22.3.3, 22.4.1 , 
22.5.1, 22.5.2, 
22.5.3, 22.5.4, 
22.6.2, 22.6.5, 

122.6.6, 22.6.8, 
22.6.9 

Ministry of Shipping 

1. No. 2 of 2005 Comments on Accounts Paras 1.4.42, 2.1.47 
and 2.6.36 
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3. No.4 of 2005 

4. No. 11 of 2006 

5. No. 12 of 2006 

I 

Report No. 11 of 2007 

Name of the Report 

Tran<;acti on Audit Observations Para 19.1.1 

-~ara No., i_f_a_n_y_-1 

------ ------! 

Review 
Limited 

on Dredging Corporation of India Paras 12.1, 12.2, 
12.3, 12.4, 12.5. 
12.6, 12.7, 12.8. 
12.9, 12. 10, 12. 11 
and 12. 12 

I Comment 
--+--

Paras 1.4.23, 1.5.28 s on Accounts 
and 2.1.7 ---------+-- ---

Transacti on Audit Observations- Chapter Paras 20.1.2 and 
xx 20.2.1 

Ministry of Surface Transpo rt 

I. No.4 of 2003 Working of River Service Division of Para 4.1 
Central 

I Corporati 

Ministry of Textiles 

I. No.3 of 2005 Transacti 

.... 

Inland Water Transport 

on Limited I 

on Aud-it_O_b_s_e_rv_a-ti-o-n.-s ----~C-hapter 21- Pam 

21.1.1 and 21.1.2 j 
2. No. 4 of 2005 Re vie"' 

(APKK& 

I---

3. No. 8 of 2006 Review 

on National Textile Corporation Chapter XIV- Paras 

1 
M) ~14.1, 14.2, 14.3, 

14.4, 14.8 and 14.9 i 
of Activities of . elected PSUs Paras 13.6.1.1. 

. .. , ... , Chapcer-XllJ 13 6 1 2 13 6 I 3 
13.6.2.1, 13.6.2.2, 
13.6.3, 13.6.4, 

1 13.7.1.1, 13.7.1.2. 
13.7.1.3 and 13.7.2 

4. No. 11 of 2006 Comments on Accounts 
I 

Paras 1.5.31. 2.1 .9, 
2.1.10, 2.4. 11, 
2.6. 15, 2.6. 16 and 
2.7.3 ----- -- -

Ministry of Tourism 

I Transaction 
1 

I. No.12 of 2006 Audit Observations Chapter- Paras 23. I. I. 23.1.2 
l xxm and 23.1.3 

Ministry of Urban Development and Poverty Alleviation 

I. No. 2 of 200 I Revie"' of Comments on Accounts Para 1.2.65 ..._ 

I 
~ 

2. No. 3 of 2001 J Transaction Audie Obsenations Para 24.1.1 
- , 
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3. No.3 of 2004 Transaction Audit Observations Para 20.1.1 

4. No.2 of 2005 Review of Comments on Accounts Para 1.2.31 

5. No. l l of 2006 Review of Comments on Accounts Paras l.2.39, 2.1.11 , 
2.4.13 and 2.7.4 

6. No.12 of 2006 Transaction Audit Observations Chapter- Paras 2.4.1.1 and 
XXIV 2.4.1.2 

Ministry of Water Resources 

l. No. I I of 2006 Review of Comments on Accounts Paras 1.2.40, 1.2.41 
and 1.5.36 



ADB 
ASP 
AST 
ATNs 
BHEL 
BICP 
BL 
BLF(' 
BPCL 
CCA 
CD 
CFR 
CIL 
CMR 
CUBL 
ewe 
DA 
DCs 
DG 
OIL 
DO 
OPE 
DSP 
EKIL 
EOL 
EPC 
EPIL 
FCI 
FOB 
FSA 
GO! 
GSO 
HCI 
HDFC 
HOSI 
HR 
HRA 
HSD 
HTS 
HVF 
llZL 
JAL 
ICB 
ICEC 
ICICI 
IMFCML 

GLOSSARY 

Asian Development Bank 
Allo> Steel Plant 
Additional Sales Tax 
Action Taken Notes 
Bharat Heavy Electricab Limited 
Bureau of Industrial Costs and Prices 
Balmer Lawrie and Company Limited 
Balmer Lawrie Freight Container<> Limited 
Bharat Petroleum Corporation Limited 
Cit) Compensator] AllO\\ ance 
Contract Demand 
Co'>t and Freight 
Coal India Limited 
Cu-,tom Milled Rice 
City Union Bank Limited 
Central Warehousing Corporation 
Dearness Allowance 
Distri ct Collectors 
Diesel Generator 
Dharnenclra Industries Limited 
Divisional Office 
Department of Public Enterprises 
Durgapur Steel Plant 
Eska) (India ) Limited 
Engine-on-Load 
Executive Purchase Committee 
Engineering Project'> (India ) L1mlled 
Food Corporation of India 
Free on Board 
Fuel Supply Agreement 
Government of India 
Ga-, Shut Off 
Hydrochloric Acid 
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Hou ... ing Development Finance Corporation Limited 
Halliburton Off shore Sen ice Inc. 
Hot Roll 
House Rent Allowance 
High Speed Die-,el 
Hill Tran'>port Subsid] 
Hea\ > Vehicles Factor) 
Hindustan Zinc Limited 
Indian A1rline'.-> L11111ted 
International Compctiti\e Bio.., 
International Commodiue-. Export Corporation 
ICICI Li mited 
Indian Marine freight Conta iners Manufaccuring Limiteu 
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IOCL 
J&K 
JEOC 
JSEB 
km 
KMS 
KNPL 
KYSPL 
L&T 
LC 
LO 
LPG 
MATE 
MGE 
MGO 
MIC 
MMT 
MOA 
MOT 
MOU 
MT 
MTNL 
NCO 
NE 
NHAI 
NIT 
NJP 
NOA 
NTC 
occ 
OCL 
OIDB 
OMC 
ONGC 
OTS 
owe 
PO 
PPAC 
PSC 
PSE 
PSF 
PSU 
RGP 
RO 
RSP 
SAIL 
SASL 
SDCCL 

Indian Oil Corporation Limited 
Jam.mu & Kashmir 
Jet Engine Overhaul Center 
Jharkhand State Electricity Board 
Kilometers 
Kharif Marketing Season 
Koyali and Navagam 
Koyali-Yiramgam-Sidhpur pipeline 
Larsen and Toubro Limited 
Letter of Credit 
Liquidated Damages 
Liquefied Petroleum Gas 
Mohammed Ahmed Taher Est 
Minimum Guaranteed Energy 
Minimum Guaranteed Offtake 
MIC Electronics Limited 
Million Metric Tonne 
Memorandum of Agreement 
Ministry of Textile 
Memorandum of Under landing 
Metric Tonne 
Mahanagar Telephone Nigam Limited 
Non Convertible Debenture 
Northeastern 
National Highways Authority of India 
Notice Inviting Tenders 
New Jalpaiguri 
Notification of A ward 
National Textile Corporation Limited 
Oil Co-ordination Committee 
OCL India Limited 
Oil Industry Development Board 
Oil Marketing Companies 
Oil & Natural Gas Corporation 
One Time Settlement 
Oil Well Cement 
Purchase Order 
Petroleum Planning and Analysi Cell 
Project Supervision Consultants 
Public Sector Enterprise 
Passenger Service Fee 
Public Sector Undertaking 
Refinery Gate Price 
Regional Office 
Rourkela Steel Plant 
Steel Authority of India Limited 
Schlumberger Asia Services 
Shri Digvijay Cement Company Limited 
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sou 
SEBs 
SKO 
SLCC 
SW Cs 
SYGS 
TAC 
TC 
TCC 
TOD 
TPL 
TPS 
TSED 
UIICL 
VLCCs 
YMC 
YRS 
wso 
WTC 

Solvent Dewaxing Unit 
State Electricity Boards 
Superior Kerosene Oil 
State Level Coordination Committee 
State Warehousing Corporation 
Seven Year Guarantee Scheme 
Tariff Advisory Committee 
Tender Committee 
Travancore Cochin Chemicals Limited 
Turnover Discount 
Tamil Nadu Petroproducts Limited 
Thermal Power Station 
Tripura State Electricity Department 
United India Insurance Company Limited 
Very Large Crude Carriers 
Yadodara Municipal Corporation 
Voluntary Retirement Scheme 
Water Shut Off 
World Trade Centre 
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