
= 

Report of the 
Comptroller and Auditor General 

of India 

for the year ended March 2017 

Union Government (Commercial) 
No. 11 of 2018 

(Compliance Audit Observations) 

Laid on the table of Lok Sabha/Raj ya Sabha ___ _ 



I 

• 



1.1 

2.1 

2.2 

2.3 

2.4 

2.5 

2.6 

2.7 

3. 1 

3.2 

PREFACE 
EXECUTIVE SUMMARY 

Excess contribution to The Fertilizers and 
employees' provident fu nd C hemical Travancore 

Limited and Madras 
Ferti lizers Limited 

Review of operations of Airline Airline A llied Services 

Allied Services Limited Limited 

Review of execution of Airports Authority of 

contracts for construction of India 
runway, buildings and other 
structures at airports in 

Northern Region 

C harging inadmissible expenses Airports Authority of 
to Escrow Account by De lhi India 
International Airport Limjted 

U ndue favour to the contractor 

Short levy of liquidated 
damages 

Irregular payment of Incenti ve 

to cabin crew 

Additional expenditure on 
appointment of retired cabin 
crew 

Blending of precious steel grade 

coal with inferior washery 
grade coal 

Improper procurement of 100 
ti ppers 

Airports Authority of 
India 

Airports Authority of 
lndia 
Air India Limjted 

Air India Limited 

Bharat Coking Coal 
L imited 

Bharat Coking Coal 

Limited 

vii 
ix 

3 

12 

26 

28 

30 

31 

34 

37 

40 



3.3 Avoidable Payment of Penal Central Coalfields 44 
Charges Limited 

3.4 Excess payment of perks and NLC lndia Limited 46 
al lowances 

3.5 Avoidable expenditure on NLC India Limited 48 
transportation of Lignite 

• •JV MINISTRY OF COMMERCE AND INDUSTRY -
4. 1 Loss due to non-adherence to MMTC Limited 50 

the di rections of Functional 
Management Committee of 
Directors 

4.2 Ineffective monitoring of PEC Limited 52 
contract resulting In non-
recovery of dues 

CbapterV MINISTRY OF FINANCE 
(DEPARTMENT OF FINANCIAL SERVICES) 

5.] Non-adherence to Credit Policy Cent Bank Home 56 
Finance Limited 

5.2 Injudicious deci ion to continue JFCI Infra tructure 59 
with a residential project with Development Limited 
Floor Area Ratio in excess of 
allowable limits making the 
project unviable 

5.3 Doubtful recovery of dues India Infrastructure 62 
Finance Company 
Limited 

5.4 Inconsistency in credit appraisal India infrastructure 65 
and non-compliance wi th RBI Finance Company 
guidelines Limited 

5.5 Violation of specific directions The Oriental Insurance 69 
of the Ministry leading to loss Company Limited 
of premium 

Chapter VI MINISTRY OF BEA VY INDUSTRIES AND PUBLIC 
ENTERPRISES 

6. 1 A voidable payment of customs Bharat Heavy 72 
duty and safeguard duty Electrical Limited 

6.2 Diversion of funds in violation Hindustan Paper 73 
of Government orders Corporation Limited 

Chapter VII MINISTRY OF HOUSING AND URBAN AFFAIRS 
7. 1 Avoidable expenditure on Delhi Metro Rail 76 

construction of metro station Corporation Limited 

II 



Chapter VIII MINISTRY OF MINES 
8. 1 A voidable expenditure due to Hindustan Copper 79 

defi cient contract clause Limited 

Chapter IX MINISTRY OF PETROLEUM AND NATURAL GAS 
9. 1 Inadequate due diligence Balmer Lawrie & 82 

re ulting 10 non-recovery of Company Limited 
dues 

9.2 irregular payment to e mployees Bharat Petroleum 84 
10 contravention o f OPE Corporati on Limited 
Guide lines 

9.3 Delay 10 completion of GAIL (India) Limited 85 
Minimum work Program 
leading to avoidable payment of 
liquidated damages 

9 .4 Avoidable payment o f Hindustan Petroleum 87 
surcharge on excess drawn of Corporation Limited 
water 

9.5 Extra payment of ~1 7.93 crore Hindustan Petroleum 90 
towards Discount/lncenti ve Corporati on Limited 

9.6 Additional burden on RGGLY Indian Oil Corporation 93 
consumers due to incorrect Limited 
declarati on of R etail Selling 
Price of LPG 

9.7 Extra cost due to lax ity 10 Indian Oil Corporation 94 
finali sation o f tender Limited 

9.8 Irregular payment to the Ind ian Oil Corporation 96 
executi ves 10 the form of Limited 
Project Allowance 

9.9 Payment of Performance O il and Natural Gas 98 
Related Pay in contravention o f Corporati on Limited 
DPE guidelines 

9. 10 Delay in hiring of low pressure Oil and Natural Gas 99 
gas compressor resulting 10 Corporation Limited 
avoidable fl aring of gas 

9. 11 Failure to recover the pending Oil and Natural Ga 102 
cash calls and loss of interest Corporati on Limited 
thereon 

9.12 Wasteful expenditure on an Oil and Natural Gas 106 
unviable project Corporation Limited 

9. 13 A voidable payment of rent for ONGC Petro addit ions 109 
unutilised faci li ty Limited 

ChapterX MINISTRY OF POWER 
JO. I Loss due to d isallowance of NTPC Limi ted 11 2 

Capital Expenditure 

111 



10.2 Extra expenditure on water by NTPC-SAIL Power 11 3 
NSPCL, Bhilai Company Private 

Limited 
10.3 Performance of Telecom Power Grid 11 5 

Business Corporation of India 
Limited 

ChapterXI " MINISTRY OF ROAD TRANSPORT AND HIGHWAYS 
11. I Non-recovery of damages and National Highways 128 

maintenance cost from the Authority of India 
concess1ona1re 

11.2 Non-recovery of damages from National Highways 130 
the concessionaires Authority of India 

11.3 Undue financial benefit to the National Highways 132 
concess1ona1re Authority of India 

1 l.4 Excess payment of bonus to National Highways 134 
concessionaire Authority of India 

11.5 Los of intere t on toll revenue National Highways 136 
due to delay In delinking of Authority of India 
road stretch 

1 l.6 Non-recovery of claims from National Highways 137 
concessionaire Authority of India 

I 1.7 Undue favour to a National Highways 139 
concessionaire Authority of India 

11 .8 Loss of revenue due to non- National Highways 142 
col lection of toll Authority of India 

CbapterXIl MINISTRY OF STEEL 
12.1 Import, Shipping and Steel Authori ty of India 145 

Transportation of Coal Limited 
12.2 Sale of Secondary and By- Steel Authority of India 154 

products of Steel Limited 
12.3 Land and Township Steel Authority of India 16 1 

Management Limited 
12.4 A voidab le expenditure towards Steel Authority of India 177 

payment of stamp duty and Limited 
registration charges 

ChapterXIU MINISTRY OF TEXTILES 
13. 1 Implementation of Yarn Supply National Hand loom 180 

Scheme Development 
Corporat ion Limited 

iv 



Chapter XIV 

14. 1 

14.2 

Chapter XV 

RECOVERIES AND CORRECTIONSIRECTIFICA TIONS BY 
CPSEs AT THE INSTANCE OF AUDIT 
Recoveries at the instance of 
audit 

Airport Authori ty of 
India, Airl ine Alli ed 
Services Limited, 
Bharat Coking Coal 
Limited, Bharat Heavy 
Electricals Limited, 
Export Credit 
Guarantee Corporation 
o f India Limited, 
Heavy Engineering 
Corporation Limited , 
Hindustan Petroleum 
Corporation Limi ted , 
HMCT & AN, Mineral 
Exploration 
Corporation 
National 
Authori ty 
National 
Company 
NBCC (I) 
Northern 

Limi ted, 
Highways 

of India, 
Insurance 

Limited, 
Limi ted, 

Coalfi e lds 
Limited, New India 
Assurance Company 
Limited, NHPC 
Limited, New 
Mangalore Port Trust, 
Rashtriya Ispat Nigam 
Limited, Bhilai Steel 
Plant-SAIL, United 
India In urance 
Company Limited and 
Western Coalfields 
Limited 

Corrections/rectifications at the Heavy Engineering 
instance of aud it Corporation Limited, 

Indian Oi l Company 
Limited, BPCL and 
National Highways 
Authority of India 

FOLLOW UP 
(COMMERCIAL) 
Appendix I 
Appendix II 
Appendix III 
Annexures 

ON AUDIT REPORTS 

v 

19 1 

191 

192 

195 
198 
199 
201 





[ PREFACE ] 

1. The accounts of Government Companies set up under the prov1s1ons of the 
Companies Act (including Companies deemed lo be Government Companies as per the 
provision of the Companie Act) are audited by the Comptroller and Auditor General of 
India (CAG) under the provisions of Section 143(6) of Companies Act, 20 13. The 
account ce1tified by the Statutory Auditors (Chartered Accountant ) appointed by the 
CAG under the Compan ies Act are subject to the supplementary audit by CAG who e 
comments upple ment the reports of the Statutory Auditor . In addition, these companie 
are al so subject to test audit by CAG. 

2. The tatutes governing some Corporation and Authoritie require their accounts 
to be aud ited by CAG. In respect of five such Corporations viz. Airports Authority of 
India, Nationa l Highways Authority of India, Inland Waterways Authority of India, Food 
Corporation o f India and Damodar Valley Corporation, the relevant statutes designate 
CAG as their sole auditor. In respect of one Corporation viz. Central Warehousing 
Corporation, CAG has the right to conduct supplementary and te t audit after audit has 
been conducted by the Chartered Accountants appoi nted under the statute governing the 
Corporation. 

3. Reports in re lation to the account of a Government Company or Corporation are 
ubmitted to the Government by CAG under the provi ions of Section 19-A of the 

Comptro ller and Auditor General' s (Duties, Powers and Conditions of Service) Act, 
197 1, as amended in 1984. 

4. The Audit Report for the year 3 1 March 2017 contain 53 individual audit 
observations re lating to 3 J CPS Es under contro l of J 3 Ministrie /Departments. Instances 
mentioned in thi s Report are among those wh ich came to notice in the cour e of audit 
during 20 16- 17 as well as tho e which came to notice in earlier year . Resu lt of audit of 
transactions ubsequent to March 20 17 in a few cases have also been mentioned. 

5. All re ferences to 'Companies/Corporation or CPSEs' in this Report may be 
construed to refer to 'Central Government Companies/Corporations' unless the context 
sugge ts o therwise. 

6. The audit ha been conducted in conformity with the Auditing Standards issued 
by the Comptroller and Auditor General o f India. 
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Report No. 11 o/2018 

EXECUTIVE SUMMARY 

I Introduction 

1. This Report includes important audit findings noticed as a result of test check of 
accounts and records of Central Government Companies and Corporations conducted by 
the officers of the Comptroller and Auditor General of India under Section 143 (6) of the 
Companies Act, 2013 or the statutes governing the particular Corporations. 

2. The Report contains 53 individual observations relating to 31 Central Public 
Sector Enterprises (CPSEs) under 13 Ministries/Departments. The draft observations 
were forwarded to the Secretaries of the concerned Ministries/Departments under whose 
administrative control the CPSEs are working to give them an opportunity to furnish their 
replies/comments in each case within a period of six weeks. Replies to 39 observations 
were not received even as this Report was being finalised as indicated in para 3 below. 
Earlier, the draft observations were sent to the Management of the CPSEs concerned, 
whose replies have been suitably incorporated in the report. 

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

Ministry/Department Number of Number of ............. in 
(CPSEs involved) paragraphs respect of whidl 

Ministry/Department's reply 
was awaited 

l. Chemical and Fertilizers 1 I 

(FACT and MFL) 
2. Civil Aviation 7 6 

(AASL, AAI and AIL) 
3. Coal 5 3 

(BCCL, CCL, NLC India Ltd.) 
4. Commerce and Industry 2 0 

(MMTC and PEC Ltd.) 
5. Finance 5 5 

(Cent Bank Home Finance Ltd. , 
IFCI Infrastructure Development 
Ltd., India Infrastructure Finance 
Company Ltd., and OICL) 

6. Heavy Industries and Public 2 1 
Enterprises 
(BHEL and Hindustan paper 
Corporation Ltd.) 

7. Housing and Urban Affairs l 1 

(DMRC) 
8. Mines (Hindustan Copper Ltd.) l 1 
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9. Petroleum and Natural Gas 13 8 
(Balmer Lawrie & Co. Ltd. , 
BPCL, GAIL (India), HPCL, 
IOCL, ONGC, ONGC Petro 
additions Ltd.) 

10. Power 3 3 
(NTPC Ltd., NTPC-SAIL Power 
Co. Pvt. Ltd., PGCIL) 

11. Road Transport and Highways 8 5 
(NHAO 

12. Steel 4 4 
(SAIL) 

13. Textiles 1 1 
(NHDC) 

Total 53 39 

4. Total financial implication of audit observations is ~4578. 15 crore. 

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

•!• Non-compliance with rules, directive , procedure, terms and conditions of 
the contract etc. involving ~730.53 crore in 14 audit paragraphs. 

•!• Non-safeguarding of financial interest of organisations involving 
n 917. 70 crore in 18 audit paragraphs. 

•!• Defective/deficient planning involving n894.40 crore m 19 audit 
paragraphs. 

•!• Inadequate/deficient monitoring involving ~35.52 crore m 02 audit 
paragraphs. 

6. The Report contains a Chapter on "Recoveries & corrections/rectifications" by 
CPSEs at the instance of audit. The Chapter contains two paragraphs viz. 
(a) recoveries of n2.10 crore made by 20 CPSEs at the instance of Audit, and 
(b) corrections/rectification carried out by 4 CPSEs at the instance of Audit. 

II Highlights of some significant paragraphs included in the Report are given 
below: 

At the time of sanction of loan of ~900 crore to Mis Jaypee Infratech Limited, India 

Infrastructure Finance Company Limited (IIFCL) failed to realistically assess the 

expected revenue from real estate development of 2500 hectares of land along the 165 km 
expressway between Noida and Agra even though the real estate component in the 

project was critical for its viability. IIFCL sanctioned and disbursed the loan at a time 

when the real estate industry was in strain and real estate development of the project was 

stalled due to restrictions imposed by the National Green Tribunal on construction 

activities around 10 km radius of Okhla Bird Sanctuary. IIFCL also unduly relaxed pre

comrnitment conditions and disbursed the loan amount though the project company was 

under severe financial crunch. These led to doubtful recovery of dues of~ 1089 .89 crore. 

(Para 5.3) 

x 



Report No. 11of2018 

The Commission paid to the distributors of LPG by Indian Oil Corporation Limited 
included two components namely, establishment cost and delivery charges. Delivery 
charge was not to be charged to customers who collected the cylinders from the premises 
of the distributors and hence should have been excluded from the price paid by the 
consumers. Non-exclusion of delivery charges by Indian Oil Corporation Limited while 

communicating Retail Selling Price of LPG to its Raj iv Gandhi Gramin LPG Vitrak: 
(RGGLV) distributors resulted in additional burden on the consumers and extension 

of undue favour to the distributors of RGGLV to the tune of ~280.45 crore during 
October 2012 to March 2017. 

(Para 9.6) 

Non-adherence to the guidelines issued by the Ministry of Finance requiring Public 
Sector Life Insurance Companies to charge premium adequate to cover the incurred 
claims and other expenses while underwriting the group health insurance policies 

by Oriental Insurance Company Limited resulted in under charging of premium by 

n45.26 crore during 2014-15 to 2016-17. 

(Para 5.5) 

Delhi International Airport Limited (DIAL) charged an amount of ~115.63 crore (till 31 
March 2016) to Passenger Service Fee (Security Component) Escrow Account towards 

rent in respect of accommodation provided to Central Industrial Security Force (CISF) at 
Monkey Fann, Mahipalpur, New Delhi, on notional basis i.e. without incurring any cost 

for providing the accommodation. Charging rent for CISF accomm odation on notional 
basis was against the provisions of State Support Agreement and Standard Operating 

Procedure for Accounts/Audit of Passenger Service Fee (Security Component). This 
re ulted in a deficit to PSF (SC) Escrow Account by ~115.63 crore. 

(Para 2.3) 

At the time of internal credit appraisal for sanction of loan to four Special Purpose 
Vehicle companies incorporated by Mis Concast lnfratech Limited, IIFCL assigned 

different risk scores against the financial and execution capabilities of the core promoter 
for the four projects, though it was based on same set of information. This led to sanction 
of loan to technically and fi nancially weak promoter. Disbursement of loan without 
adhering to Reserve Bank of India guidelines led to release of funds disproportionate to 

the actual progress of the projects. Eventually, the projects were terminated and loan 

di sbursals of n6.46 crore had to be written off. 

(Para 5.4) 

National Highways Authority of India (NHAD completed a project relating to 
strengthening and upgradation of Karur-Coimbatore Section of National Highway-67 in 

June 2010 at a cost of ~279.14 crore. Two toll plazas were constructed on the stretch at a 
cost of ~7 .35 crore and a gazette notification for commencement of toll collection was 
issued in December 2014. However, the toll collection was not commenced due to 
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instructions received (March 2015) from the Ministry of Road Transport and Highways 

directing that NHAI should carry out substantial improvement on the stretch as per Rule 
4(1 1) of its notification dated December 201 3. Despite the fact that NHAI had al ready 

carried out substantial improvement as defined in the notification of December 20 13, 
it did not bring thi fact to the notice of the Ministry and complied with the latter' s 
instructions not to commence toll collection. This resulted in loss of revenue of 
n 42.28 crore from 31 January 201 5 i.e. the scheduled date of commencement of toll 

collection to 31 December2017. 

(Para 11.8) 

National Highways Authority of India (NHAI) entered into (March 2012) a concession 

agreement (CA) for six Janing of Vijayawada-Gundugolanu section of National 
Highway- 5. As the concessionaire did not commence the work till August 2016, NHAI 
issued a notice of termination to the concessionaire on 26 August 2016. By that time, an 
amount of <99.27 crore had become recoverable from the concess ionaire on account of 

damages due to non-achievement of project milestones (<79.82 crore) and damages on 

account of maintenance obligations (< 19.45 crore). Though NHAI had security in the 

form of Performance Bank Guarantees aggregating to <84.20 crore depo ited by the 
concess ionaire and a balance of <56.08 crore as fixed deposits in the Escrow account, it 

neither encashed the bank guarantees nor recovered the dues from the Escrow account. 
Consequently, damages of <99.27 crore along with interest thereon as per the applicable 
provisions of the agreement remained unrecovered (November 201 7). 

(Para 11.1) 

National Highways Authority of India (NHAI) entered into (March 2006 to 
September 2007) concession agreements in respect of four projects related to widening 

of the existing two-lane portion to fow- lanes on the National Highway 7 in the State 
of Andhra Pradesh. The projects were completed between March 2009 and June 20 J 0. 
The conce sionaires did not commence the work relating to renewal of wearing surface 
of the roads within five years of the completion of projects as stipulated in the concession 

agreements. The renewal work was completed belatedly in three proj ects and was yet to 
be completed in one project. However, NHAI failed to recover from the concessionaires 

damages amounting to <85 .19 crore leviable under the agreements for delayed/non
completion of work. 

(Para 11.2) 

Non-finalisation of tender for a pipeline project by Indian Oil Corporation Limited within 
the validity period of the bid resulted in lowest bidder refusing to extend the validity 

period of the offer resulting in retendering. The award of work on the basis of retender 
resulted in extra cost of <63.86 crore. 

(Para 9.7) 
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Bharat Coking Coal Limited (BCCL), one of the coal producing ubsidiaries of Coal 
India Limited is engaged in mining, washing and distribution of coal to meet the energy 
requirement of its consumers. BCCL mines steel grade coal which is precious, fetches 
higher revenue and is sold without washing due to lower ash content (below 18 per cent). 
BCCL, however, blended steel grade coal with inferior washery grade coal in its four 

washeries during 20 13-14 to 20 15-16 instead of supplying the steel grade coal directly to 

customers. This has resulted in loss of additional revenue of ~95.09 crore worked out on 
a conservative basi . 

(Para 3.1) 

Bharat Coking Coal Limited (BCCL), a subsidiary of Coal India Limited (CIL), is 

engaged in mining of coal from opencast and underground mines. In the opencast mines 
of BCCL, departmental production is carried out with the help of Heavy Earth Moving 
Machineries such a shovels, dumpers, dozers etc. BCCL procured 100 tippers of 

35 tonne capacity (December 2013 to January 2014) replacing dumpers of the same 
capacity. The decision to purchase tippers for replacing dumpers without assessing 

technical feasibility of such change and obtaining technical views on the advisability of 
such change resulted in poor utilisation of the newly procured tippers. This led to 
improper expenditure of ~79.59 crore. 

(Para 3.2) 

Nagaland Pulp and Paper Company Limited (NPPCL), a subsidiary of Hindustan Paper 
Corporation Limited (HPCL) was declared a sick industrial company in August 1998 by 

BIFR. Government approved the revival package of NPPCL in June 2013. Accordingly, 
HPCL, being the promoter company, received (September 2013) noo crore from 
Government for implementing the revival plan of NPPCL, with instructions to follow an 

escrow account mechanism for ensuring proper utilisation of the sanctioned funds. While 
anctioning the funds, Government had mandated explicitly that no fund would be 

diverted under any circumstances and utilisation certificate was to be furni shed by HPCL 
within a period of one year from the date of issue of the sanction. Audit observed that an 

amount of ~47.63 crore has been utilised on implementation of revival package in 

NPPCL and the balance amount of ~52.37 crore has been diverted by HPCL. Neither was 
the escrow account mechanism foIJowed nor was utili ation certifi cate submitted by 
HPCL in violation of Government orders. The diver ion, beside being improper, 
adversely affected implementation of the revival process of NPPCL. 

(Para 6.2) 

Out of the three compressors installed at Gas Compression Plant (GCP) of Central Tank 
Farm (CTF) Ankleshwar Area-1 one compressor with capacity of 1.17 LCMD suffered 
major breakdown in July 2014. Due to delay in dismantling process to identify defects in 
the engine and tendering, the engine could be replaced only after one year (June 2017) 
from the date of breakdown. In the meantime, an alternative arrangement should have 
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been in place by December 2014 to compress the as oc iated ga received at the CTF. 
Company however, initiated action to hire a compres or only in November 2015 gas 
compressor was commissioned only in March 2016. Delay in hiring of low pressure ga 

compressor by Oil and Natural Gas Corporation Limited, led to avoidable fl aring of gas 

and consequent loss of revenue of ~9 .83 crore during the period from March 2015 to 

March 2016. 

(Para 9.10) 

Cent BanJc Home Finance Limited (CBFFL) did not adhere to its own laid down credit 
policy while sanctioni ng and disbursing loans to individual borrowers. Documents based 
on which loans were anctioned had deficiencies which were not considered. Loans were 

sanctioned without adequate ecurity or checking repaying capaci ty of the borrowers. 
Due diligence wa not carried out to ascertain indebtedne , credit-worthiness and credit 

exposure of the borrower . This led to the loan accounts becoming NPA and their 
subsequent write-off. 

(Para 5.1) 
The Airports Authority of India (AAI) is entrusted with the responsibility for creating, 
upgrading, maintaining and managing civil aviation infrastructure both in air and on 
urface in the country. AAI operate 137 airports (including international , domestic, 

custom and civil enclaves at defence airfield ). AAI ha been modernizing the airports 
and undertaking construction and repair and maintenance work for creating world cla 
fac ilities at airports. Audit reviewed 11 out of 18 con truction contracts exceeding 
~ lO crore, executed by AAI in its Northern Region, over the 5 years from 201 2- 13 to 

2016-17. 

Audit observed that the projects executed by AAI re ulted in time overrun arising due to 

non-availability of complete land without hindrance before award of work, delays in 

obtaining mandatory clearances and approvals from DGCA and change in the ite 
already selected for a work. Audit also observed that AAI al o undertook con truction of 
unviable airport projects using its internal resources. This was in contravention of the 
prov1 ion of the 'Policy on Airport Infrastructure ' (November 1997). Ca es of 
non-adherence by Management of AAI to the conditions of Notice Inviting Tender, 
contractual provisions and the provisions of AAI Works Manual were also noticed, which 
indicated ineffecti ve managerial control of the construction works. 

(Para 2.2) 

Airline Allied Services Limited (AASL) operate in the dome tic market and provides 
connectivity between Tier 2 and Tier 3 citie in ynergy with it parent company Air 
India, as a feeder airline to its network. The Company received viability gap fu nding 
(VGF) for its operations in North-East and other parts of the country. The Company had 
ubrnitted its propo al under the Regional Connectivity Scheme announced (October 

2016) by Ministry of Civil Aviation for 26 routes against which 15 routes, where no other 
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bidders had submitted bids, were awarded to AASL. AASL had accumulated losses of 

~ J 7 46 crore as on 31 March 2017 and its net worth was fully eroded and was (-) 
~ 1344 crore. 

Audit observed that the losses incurred by the Company and its negative net worth could 
be attributed to deficiencie in assessment of economic viability of leased aircrafts, 
extensive grounding of aircrafts due to shortage of pilots and lack of spares. The absence 
of support agreement and float engine agreements resulted in prolonged grounding of 
aircrafts and payment of infructuous lease rental of ~29 .63 crore apart from potential 

revenue losses. Audit further observed that inadequate provisions in the agreements 
governing payment of viability gap funding resulted in outstanding dues of ~72.95 crore 
from State Governments, North Eastern Council and other agencies. Deficiencies in 
maintenance of the aircrafts and failure to engage approved agencies for maintenance 
re ulted in redelivery conditions not being met and the company being compelled to opt 
for expensive buyouts, long disputes with the lessor of aircraft and infructuous lease 

rental payments of ~22.73 crore during the intervening period. This also resulted in 

retention of significant amount of Maintenance Reserves by the lessor. 

(Para 2.1) 

Power Grid Corporation of India Limited had diversified into telecom business in 
October 1998. Diversification into telecom business by the Company was commendable 
and enabled the Company to operate in two important service areas viz. Power and 
Telecom. However, the Company could not achieve the projected 
market share in telecom business and though the business has been earning profits since 

2009-10, it is yet to achieve payback which was anticipated by 2007. There were 
inadequacies in the pricing methodology followed by the Company. The multiplication 
factor adopted to scale up tariff for higher capacities was low, which adversely impacted 
revenue. Pricing of Indefeasible Right to Use contracts was inconsistent with different 

methods applied for different contracts, leading to lower revenue for the business. The 
di counts offered by the Company on ceiling tariff were neither transparent nor 
non-discriminatory. Shortcomings were noticed in sharing of revenue with State 
transmission utilities for using transmission assets for telecom busines . 

The financial impact of observations worked out to ~412.88 crore. 

(Para 10.3) 

The five integrated steel plants of Steel Authority of India Limited (SAIL) held a total 
land of 101598 acres. SAIL possessed title deeds of only 48.15 per cent of the available 
land. One steel plant did not possess title deeds for its entire land. Audit noted that 
4016 acre land was under encroachment while 16492 acre was vacant and unused as of 
31 March 20 l 7. Apart from this, 8500 acre land was under lease. About 50 per cent of 
the encroached land was held by one steel plant. 
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No signboards/ barbed wire fencing/ compound wall were installed/ constructed to 

prevent encroachment, de pite Board 's directive in July 2015/2016. The Company did 

not take adequate measures to evict the encroachments though it was aware of it and even 

after eviction orders had been passed by the Estate Court. In a number of cases, existing 

lessees of the Company had encroached area out ide the leased area and instances were 

noticed where lease holders were running restricted trades or had undertaken 

unauthorised construction. Company failed to enler into formal lease agreements with a 

number of lessee while in other cases it failed to renew existing leases. 

The town hip in the fi ve integrated steel plants had 1228 14 quarters of which 

13.48 per cent were either vacant, damaged or under unauthori sed occupation as on 

31 March 2017. Estate dues amounting to n 44.87 crore were outstanding as on 31 
March 2017 out of which ~94.94 crore was due from private parties. The Board 's 

decision to recover electricity and water charges from their employees was not 

fully implemented by steel plants. Transmission and distribution losses were far in 

excess of the norms in four steel plants during 20 14-17 resulting in extra expenditure of 

n7 l.93 crore. Two steel plants also extended undue benefits amounting to n 6.27 crore 

and ~6.69 crore respecti vely to their employees/ third parties due to non-recovery of 

property tax. 

The fi nancial impact of audit observations worked out to ~596. 18 crore. 

(Para 12.3) 

Steel Authority of India Limi ted (SAIL), generates secondary and by-products like 

blooms and rails, cuttings of rail/rod/coil, tar, benzol etc. during the process of production 

of steel which need to be stored and disposed in a timely, effic ient and transparent 

manner, to maximise relums to the Company. These products are sold through e-auction, 

tender, fi xed price and inter-plant transfer by the Marketing departments of the respecti ve 

steel plants as per the guidelines issued by the SAIL Corporate Material Management 

Group (CMMG) from time to time. 

Audit observed that reserve prices for auction of these products were often un-realisti c 

leading to repeated auctions and eventual loss to the Company. In case of sale of material 

at fixed prices, the prices were fi xed injudiciously, often without considering prices 

discovered through e-auction. Delays were noticed in disposal of secondary/ by-products, 

which led to deferment of revenue as well as deterioration of quality. In two steel plants 

(IISCO and Durgapur), there was no separate stockyard for storing secondary products 

leading to their mixing with primary products. Signifi cant differences were observed 

in delivery order and dispatch advice at Bokaro Steel Plant, which could not be explained 

by management leaving open the possibility of unauthorised diversion and 
under-reporting of material. 
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The financial impact of the audit observations regarding saJe of secondary and 

by-product in the ample scrutinized i n o7. 19 crore. 

(Para 12.2) 

Steel Authority of India Limited (SAIL) requires about 15 MMT (Million Metric Ton) 

colcing coal annual ly, of which 12-13 MMT i imported either through global tenders or 

through Long Term Agreements. The Company's Coal Import Group (CIG) is 

respon ible for import of coal wrule the Transport and Shipping Department (TSD) is 

respon ible for chartering of vessels for overseas transport of imported materials. Value 

of annual coaJ imports ranged between ~6937 crore to ~ 11 ,656 crore during 2013- 14 to 

2016- 17, which was 15 to 22 per cent (approx) of the Company' totaJ expend iture 
annuaJly. 

Audit observed that the vendor base for imported coal remained almost static over last 

seven years and there were con iderable delays in proces ing of responses received from 

prospective vendors. It was al o noticed that the Company did not exercise its right to 

independently verify the quality of coal nor ensured rotation of Inspection Agencies. Low 

levels of production from ex isting captive rrunes (Jitpur and Cha nalla) and delay in 

development of Ta ra coal mines contr ibuted to increased dependence on imported coal. 

Audit observed poor management of tenders for handling imported material . The 

possibility that competition had been compromised in all four tenders floated by the 

Company fo r handling limestone and coal in Paradip and Haldia during 2012-16 could 

not be ruled out. Audit also observed that the Company failed to recover demurrage 

charge , idle freight and overloading charge paid by it to the ve sel owners/Railway 

from the hand ling agents. Transit losses in transportation of coal from the port to the steel 

plant were also in excess of the norms, with rugh loss in 8 out of 12 months annual ly 

during 2015-16 and 2016- 17 from Paradip port. 

The financial impact of audit observations cited in the para is ~3 1 9.98 crore. 

(Para 12.1) 

Government of India introduced Yarn Supply Scheme in 201 l -12 to make available all 

type of hank yam at the price at which it was available at the Mill Gate to the eligible 

handloom weaver so as to facilitate regular supply of raw material to the handJoom 

weaver and to achieve the ful I employment potential of the sector. 

The National Handloom Development Corporation Limited i the designated national 

level Agency for implementation of above sche me for which the Corporation received 

no2.72 crore a a istance including subsidy for road transportation charges and service 
charges for the period 20 l 4-15 to 2016- 17. Review of implementation of above scheme 

during the period 20 14- 15 to 2016- 17 revealed that the envisaged objectives of Yam 
Supply scheme were not fully acrueved since only 4.58 lakh handlooms were covered 

under the scheme out of 23.77 lakh handlooms in the country as per census 2009- 10. 

Majori ty of share of subsidy was pas ed on to the exporters and large Co-operative 
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societies rather than to individual weavers even though they own 45 per cent of the 
handlooms in the country. The main reasons for low coverage of the individual weavers 

were insufficient infrastructure facilities such as depots, mobile vans etc. , lack of 
publicity and awareness about the scheme and inadequate marketing facilities. 
Resultantly, individual weavers were deprived of the benefit of purchasing smaller 

quantity of yarn from the nearest depots within minimum delivery time and remained 
dependent on the master weavers and handloom societie for marketing of their products. 

During 2014-15 to 2016-17, the Company reimbursed ~53.68 crore as depot charges to 
exporters registered as beneficiaries in Haryana and Tamil Nadu though these exporters 
were using all the yarn for their internal consumption without any further supply to 

individual weavers. The monitoring mechanism of the scheme was also not effective, 
which resulted in delay in supply of yarn. 

(Para 13.1) 
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CHAPTER I: MINISTRY OF CHEMICALS AND FERTILIZERS 

The Fertilizers and Chemical~ Tra\.ancore Limited & l\ladras Fertilizers Limited 

I . I Execs.\· co11tributio11 to employ£•es • prm·ille11t ji11ul 

The Fertilizers and Chemicals Travancore Limited and Madras Fertilizers Limited 
made employer 's contribution to provident fund at a rate exceeding the prescribed 
rate of contribution resultin2 in excess payment of ns.so crore. 

The Employees' Provident Funds (PF) and Miscellaneous Provisions (Amendment) Act, 
1988, effective from 22 September 1997, revised the rates of employer's contribution to 
provident fund from 8.33 per cent and I 0 per cent of wages to I 0 per cent 1 and 
12 per cent 2 respectively. [n terms of Government of India (GO!) notification 3 dated 
09 April 1997, the increased rate was not applicable, inter a/ia , to the following 
e tabli hments: 

(i) A sick industrial company which has been declared as such by the Board for 
Industrial and Financial Reconstruction (BlFR) 

(ii) An estab lishment which had, at the end of any fi nancial year, accumulated 
losses equal to or exceeding its entire net worth and also suffered cash losses. 

Audit observed that the accumulated losses of the Fertilizers and Chemicals Travancore 
Limited (FACT) had exceeded its net worth in March 20 13. During the years 20 I 3-14 to 
20 16-17, the accumulated losses of FACT continued to remain in excess of its net worth 
and the Company also suffered cash losses. Madras Fertilizer. Limited (MFL) was 
declared (Apri l 2009) as a sick company under the provisions of Sick Industrial 
Companies (Special Provisions) Act, 1985 by BIFR. MFL continued to remain a sick 
company as of 31 March 20 17. Thus, both the companies were required to make 
employer's contribution to provident fund at the concessional rate of 10 per cent instead 
of 12 per cent. These Companies, however, continued to make contributions at the 
enhanced rate of 12 per cent which resulted in excess contribution of ~ 12.66 crore by 
FACT during the period 20 13- 14 to 2016- 17 and ~5 .84 crore by MFL during the period 
20 1 0- 1 1 to 20 16-1 7. 

The Management of FACT replied (September 20 17) that the increased rate was being 
continued to maintain the peacefu l industrial relations. Further, limiting of provident fund 
contribution to 10 per cent was an enabling provision for sick/loss making companies and 
was not a mandatory provision. The Management of MFL replied (October 2017) that the 
PF Act did not prohibit a sick company to contribute at 12 per cent, and the Company had 

J 

As per Section 6 of the Employees' Provident Funds and Miscellaneous Provisions Act, 1952 (Act), 
the lower rate of employer's contribution (viz. 10 per cent) was applicable in respect of all 
establishments other than those covered under the first proviso to Section 6 
The first proviso to Section 6 of the Act provided that the Central Government, after making such 
enquiry as it deems fit, may, by notification in the Official Gazette specify, that the rate of employer's 
contribution in respect of an establishment or class of establishments shall be 12 per cent instead of 
10 per cent 
This notification was issued in exercise of the powers conferred by the first proviso to Section 6 of the 
Act 
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consciously taken decision to continue with the contribution at 12 percent in view of its 
policy to make contributions at a rate equal to the employees' contribution. 

The replies of the Companies need to be viewed against the fact that the increased rate of 
employer's contribution was not applicable to the sick/loss making establishments in 
terms of GOI's notification (April 1997). The said notification was issued by the 
Government in exercise of ~he powers conferred by the first proviso to Section 6 of the 
Employees Provident Funds ~nd Miscellaneous Provisions Act, 1952. As such, the same 
was required to be followed. 

The matter was referred to the Ministry in November 2017; their reply was awaited 
(February 2018). 

')...) 
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[~~~~C_BAPrE~~-R_n_:_MINIS~~TR~Y-O_F_CIVIL~~A-VIA~-TI-O_N~~~_,] 
Airline Allied Services Limited 

2. 1 Review of operations of A irline Allied Service.'\ Limited 

2.1.1 Introduction: 

Airline Allied Services Limited (AASL) was incorporated in September 1983 as a wholl y 
owned subsidiary of erstwhile Ind ian Airli nes Limited (JAL) (now Air India Limited) and 
commenced its operations fro m 1996 under the brand name 'Alliance Air'. AASL was 
intended to operate and functi on with pi lot I engineers recrui ted from the market on 
contractual basis, as a lean and thin organisation and to have a competiti ve and low cost 
structure as compared to IA L. 

AASL operated in the domestic market and prov ided connectivity between Tier 2 and 
Tier 3 cities. It ope rated in synergy with Air India as a feeder airli ne to its network. The 
admj nistrative, logistic and other support were prov ided to the company by its parent 
company i.e. Ai r India Limited . The Company received viability gap funding (VGF) for 
its operations in North-East and other parts of the country. The Company had submitted 
its proposal under the Regional Connecti vity Scheme announced (October 20 16) by 
Ministry of Civil Aviation for 26 routes against w hich 15 routes, where no other bidders 
had ubmitted bid , were awarded to AASL. AASL had accumulated losses of ~ 1746 
crore as on 3L March 20 17. The net worth of the company was full y eroded and wa (-) 
~ 1344 crore. The details of fi nancial performance of the Company are given in the table 
below:-

Financial Position of AASL 
(~in crore) 

2013-14 2014-15 2015-16 2016-17 
Revenue from operations 24 1.69 226.63 268.20 366.19 
Other income 0.70 1.32 5.66 9.62 
Total income 242.39 227.95 273.86 375.81 
Expenditure 495.35 4 16.42 476.25 668.48 
Lo s for the year 249.40 183.92 198.75 282.72 
(after exceptional and extraordinary items) 

The company operated a ircrafts all of which were lea ed aircrafts. The details are given 
in the table below: 

Fleet Position of AASL 
Aircraft type Whether on As on 31 As on 31 As on 31 As on 31 

lease or owned March 2014 March 2015 March 2016 March 2017 
ATR 42-320 Leased 04 04 03 02 
CRJ 700 Leased 04 04 03 00 
ATR 72-600 Leased 00 02 05 08 
Total 08 10 11 10 

The objective of aud it was to as ess the e ffic iency, effectiveness and economy of 
operation of AASL during the peri od fro m 20 14- 15 to 20 16- 17. The criteria adopted for 
the audi t included norms and guidelines for operation and maintenance of aircrafts, 
provision of service level agreements and agreements entered into wi th lessors of the 
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aircrafts, decisions of Board of Directors, Standards for crew deployment and prov isions 
of Memorandum of Understanding (MoU) entered into with North Eastern Council (NEC) 
and other State Governments/agencies. AASL did not furnish information listed at 
Annexure-1 to this Report. 

Audit had reviewed the operations of AASL for the period 2008-09 to 20 I 0- 11 and audit 
findings were presented in Paragraph 2.3 of CAG'c; Report No.8 of 201 2- 13, Compliance 
Audit Report (Commercial). Action Taken Note on the audit findings was, however, 
awaited from the Ministry of Ci vil Aviation, Government of India (January 201 8). 

2.1.2 Audit findings: 

2.1.2.1 Acquisition of Aircrafts on lease 

All the aircrafts in the existing fleet of the Company were to be re-delivered 1during the 
years 2014 and 20 15 (ATR 42-320 aircrafts by February 20 14 and CRJ Aircrafts by July 
20 15). In view of this, AASL invited bid to acquire eighteen ATR-72-600 aircrafts on 
lea e ba i , to maintain uninterrupted operations, a per detail given below: 

SI. Dates of invitation No. of aircrafts & Name of lowest Aggregate Schedule 
No. /fina lisation or Delivery schedule bidder and number monthly cost of delivery 

tenders as per tender of a ircrafts per aircraft 
I. November 20 13/ 8 Mis A vat ion for 2 USO 332933 December, 

May 20 14 (February 20 14 10 aircrafts USO 336 152 20 14 LO 

December 20 14 ). M/s GECAS for 3 October 
aircrafts 20 15 

2. September 20 14/ 3 Mis Elix Aviation USO 3 15589 April 2016-
October 20 15 (20 15- 16) :=apital Limi ted, Dublin July2016 

or 3 ai rcrafts 
3. January 20 16/ 10 M/s Dubai Aerospace USO 307386 May 20 17 

December 2016 (20 16- 17) Enterprises (DAE) onwards 
Limited for 10 
aircraft~ 

Audit scrutiny of the bidding process revealed that the committee formed for evaluating 
the financial viabil ity of leasing of eight aircraft s li sted at SI. No. l did not find the 
proposal financially viable. Thereafter, the parameters affecting the financial viability 
were revised twice (April 201 3 and August 201 3) to make the lease proposal financially 
viable. However, audit review of operations of aircrafts during 2015- 16 and 2016- 17 
revealed that the actual performance relating to parameter used for a sessment of 
fi nancial viability was lower than those considered for calculation of financial viability as 
detailed in the table below: 

Parameters Parameter as per Actual Difference 
assessment performance 

Maximum block hours 3654 2266 1388 
utilised per aircraft 
Seat factor( %) 76 68.6 7.4 
Revenue per km in ~ 13. 19 10.00 3. 19 

Audit also noted that no evaluation of financia l viability was carried out before in itiating 
the procedure for acquisition of 10 aircrafts listed at SI. No. 3 of table in the year 2016- 17 
despite the actual performance of newly inducted aircrafts being avai lable. 

The aircrafts taken 011 operati11g Lease are returned to the lessor upon expiry of the lease terms. The 
lease agreements specify delivery co11ditio11s to ease tra11sf erability of the asset to a follow-on lessee 

4 
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The Management stated (November 2017) that estimates were reworked on the basis of 
the parameters normally assumed in aviation industry parlance. The company was 
financially not in a position to acquire the aircraft on outright purchase basis. The route 
economics could be worked out on actual basis only after the Company commenced 
operations on the routes. The Management further intimated that for the year 2017-18 
(up to September 2017) Aircraft utilisation had increased to 7 .98 hours per day per 
aircraft (i.e. approx. 3000 Block Hours per annum). 

The reply was not acceptable because as per records, the estimates were modified to 
make the proposal appear as economically viable. Further, details of the parameters stated 
by the Company as normally adopted in aviation industry were not made available to 
audit. Although, the company was financially not in a position to purchase aircrafts, the 
fact remained that the analysis did not include comparison of cost of acquisition through 

. , outright. purchase and the cost of leasing. Further, the utilisation (7.98 hours) as 
. . ~~ . -~ "· ... 
. mentioned in the reply is also less than the utilisation of 10.01 hours per day per aircraft 

assumed while assessing economic viability. 

2.1.2.2 Availability of Pilots and utilisation of aircrafts 

The fleet operated by AASL included three types of aircrafts viz .. CRJ 700, ATR 42-320 
and ATR 72-600. On the basis of standard norm of 5.25 sets 2 of pilots required for 
effective and optimum utilisation of each aircraft, the requirement of pilots for operation 
of the available aircrafts and their actual availability for the period covered in audit are 
given in the table below: 

2014-15 
2015-16 
2016-17 

Notes: AA= 
NR= 
AP= 
s = 

Availability of Pilots 

3.67 39 41 
2.75 29 22 24 

26 7 2.00 21 16 24 

Average number of aircrafts available 
Normative requirement of Pilots (No.) 
Actual number of Pilots available 
Shortage (in % ) 

21 
7.5 79 47 41 

It may be seen from the above that the Company faced shortage of pilots for operating all 
the types of aircraft in all the years from 2014-15 to 2016-17 except in respect of ATR 4 2 
for the year 2014-15. The shortage in availability of pilots ranged between 14 per cent (in 
year 2014-15 for ATR 72 type of aircrafts) and 73 per cent (in year 2016-17 for CRJ type 
of aircrafts). 

Audit observed that there was underutilisation of all types of aircraft during the period 
2014-15 to 2016-17. The utilisation of aircrafts during the period 2014-15 to 2016-17 
was as given in table below: 

2 one set includes one Commander Pilot (P-1) and one Copilot (P-2) 
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Utilisation of Aircrafts 

Period 
2014- 15 
2015- 16 
2016- 17 
Total 

Note: TA= 
T U= 
UU= 

CRJ 
TA TU uu TA 

8200 4208 49 8650 
5233 2441 53 6509 
3283 1796 45 5267 
16716 8445 49 20426 

Total effecti ve avai lab ility1 (in hrs) 
Total utili sation (in hr ) 
Under utilisation (in %) 

ATR42 
TU 

6362 
4866 
441 l 
15639 

ATR72 
uu TA TU uu 
26 625 401 36 
25 11117 6273 44 
16 20325 132 17 35 
23 32067 19891 38 

It is een from the table that the underutili. ation ranged from 16 per cent for ATR 42 
aircraft in 2016-17 to 53 per cent for C RJ aircraft in 2015-16. One of the reason · for the 
underutili sation of aircrafts was the shortage of pilot . However, in the absence of 
information furnished by Company, the extent of underutili ation could not be assessed 
in audit. 

The Management in its reply (November 20 17) attributed the shortage of pi lot. to the 
existing pilots leaving the Company upon induction of ATR-72-600 in place of CRJ 
aircraft and to lack of pi lots trained to fly A TR-72-600. The company stated further that 
effort made to hire pilot to en ure required availab il ity did not materialise. 

The reply of the Management indicated that the availability of pilots wa not add ressed 
while leasing the aircraft resulting in ine fficient util i ation of aircraft . 

2.1.2.3 Maintenance and Grounding of Aircrafts 

Audit observed that aircrafts had to be grounded fo r prolonged pe1iods due to non
availability of spare , components and float engines as detailed below: 

A. Grounding of A TR 72-600 fleet 

A.1 Delay in component support arrangement 

Induction of ATR 72-600 ai rcrafts commenced in December 20 14. The company, 
however, did not invite tender for component/spare arrangement at the time of 
induction. Instead, an Interim Main tenance Services Agreement (IMSA) was entered 
(July 2015) into with Mis ATR for supply of component/ pare . A tender for component 
support arrangement was floated in February 2016, agai nst which bids were received but 
were not fi nali sed. AASL, however, decided (October 2016) to include ATR 72-600 
aircraft under the existing Global Maintenance Support Agreement (GMSA) for ATR 
42. A compari son (October 2016) of the co t of repai rs for the period January 20 16 to 
March 2016 under GMSA and IMSA by AASL revealed that repair under GMSA were 
cheaper by ~0.93 crore. The differenti al amount for the entire period of IMSA from Jul y 
2015 to December 2016, were, however, not furni hed by the Company (February 20 18). 
Substantial avings may have accrued if the component support arrangements were made 
through competitive bidding or if the ATR 72-600 aircraft were included under the 
GMSA instead of entering into IMSA from induction stage. 

J The total effective availability was calculated after reducing the actual period of groundings. 
Further, the availability of aircrafts was considered at par with envisaged utilisation in absence of 
details of routes available 
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A.2 Delay in fl.oat engine arrangement 

The Company considered (April 2013) maintenance of 12 per cent of total number of 
engines as float to avoid groundings due to engine failures, but did not implement the 
proposal. Consequent to the engines of two different aircrafts developing snags during 

· May 2016, a request for proposal (RFP), from known vendors was called (June 2016) for 
repair of the damaged engines and to take on loan two engines for the intermediary 
period. Instead of awarding the work to the lowest bidder, it was decided (June 2016) to 
take the engine on loan basis and get the damaged engines repaired from Mis Pratt 
& Whitney, Canada (PWC) who was third lowest bidder, after negotiations. This was in 
violation of guidelines of Central Vigilance Commission (CVC) issued on 20 January 
2010 mandating negotiations with the lowest bidder only, except in exceptional 

·.. circumstances. Audit also observed that as per the offer submitted by Mis PWC, the Tum 
.-..·".''• 5(1 :·· 
·· · · Afoiind Time (TAT) for repair of engines was 45 days, but such stipulation was 

not incorporated in the agreement. Both the engines were sent for repair in July 2016 
and repair was completed in February 2017 and May 2017. Audit observed that in the 
absence of arrangements for float engines, one aircraft remained grounded from 
18 l\t,lay 2016 to 24 July 2016 for which period, a rent of {2.96 crore was paid by the 
company. 

Even though the engines of two aircrafts developed snags in May 2016, the proposal to 
maintain a float inventory of two engines was considered only in December 2016 and 
was finalised in August 2017 after delay of 2.5 years from the date of induction of ATR 
72-600 aircraft, in December 2014 and 14 months after the two engines developed (May 
2016) snags. 

The Management stated (November 2017) that the company inducted new A'fR 72-600 
aircraft, which were not heavy on repair and maintenance. Hence, company preferred 
IMSA as an interim arrangement. Further, tender was floated for taking two overhauled 
engines in March 2017. Since no bidder matched the technical requirements, a fresh 
tender was issued in June 2017 which was finalised in August 2017. Contract for repair 
and provision of two engines was awarded to Mis Pratt & Whitney as M/s PWC (SEA) 
had original equipment manufacturer (OEM) facility and such facilities would have 
access to a pool of spares and spare engines of OEM. 

The reply is not acceptable since the provision of components/spares and float engine 
were considered while preparing the cost estimates (April 2013) and their cost was 
included in the estimated cost of acquisition of aircrafts. Hence, arrangements for assured 
supply of components/spares and float engine for optimal utilisation of aircraft should 
have been ensured. Further, the fact that Request for Proposal for float engines was called 
from known vendors indicated that vendors other than Mis PWC were also avaBable and 
could have been availed of by the Company. 

B. G!!"ounding of CRJ fleet 

Audit observed that 3110 flying days were available during the three years i.e. 2014-15, 
2015-16 and 2016-17, for operation of the aircrafts in CRJ fleet. Out of this, four CR§ 
aircrafts viz. VT RJB, VT-RJC, VT-RJD and VT-RJE were grounded for 595 days4 Le. 

4 595 days have been worked out after considering 5 per cent of" the fleet availability for 
scheduled/unscheduled maintenance. (626-31=595 da,ys) 
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19.13 per cent of total 3 11 0 fl ying days. Excess grounding resulted in payment of lea e 
rental amounting to ~ 19.59 crore for the idle period as given in Annexure-11. 

Further audit review indicated that, 

• Aircraft VT-RJD was grounded for a period of 322 days5 between November 201 3 
and January 20 16 due to non-availability of spares. The lease rental paid during the 
period of grounding was ~27.39 crore of which ~I 0.28 crore6 pertained to the period 
of audit. The aircraft was put into operation in January 20 16 after repair. however, it 
wa again grounded from February 20 16 to August 2016 (123 days) during which a 
lease rent of n.99 crore was paid. Thereafter the aircraft flew for two months before 
redelivery of the aircraft to the le or. Further, a the aircraft wa underutilised for a 
period of 1526 days out of 2738 day , an amount of ~0.48 crore was paid to les. or 
towards such underutilisation (56 per cent) till June 2016 as per lease conditions of 
thi agreement 

• Even though a tender for comprehen ive engine support arrangement was floated 
(August 2008) after the fleet wa inducted in October 2007, the tender has not been 
final ised (January 201 8). Ab ence of fl oat engine aJTangement resulted in prolonged 
grounding of aircraft/ due to snag/failure of engine. Aircraft YT-RJC remained 
grounded for 230 days from December 20 I 0 to July 20 11 and 569 days from 
June 20 12 to January 20 14. As the above period of grounding did not come under the 
period of audit, the lea e rental for the grounded period ha not been included in thi. 
report. 

• AASL wa required to pay Maintenance Reserve (MR) on monthly basis as per the 
agreement entered into with various les ors. The MR was required to be utilised on a 
ub equent date upon the occurrence of eligible maintenance event. In order lo claim 

the MRs, the eligible activitie were required to be undertaken at Maintenance Repair 
and Overhaul (MRO) faci lities approved by the Federal Aviation Administration 
(FAA), or the European Aviation Safety Agency (EASA). However, audit observed 
that mo t activ ities eligib le for claiming MR were carried out by agencies which were 
not approved by FAA/EASA. As a result, the required reimbur ements could not be 
claimed and the accumulated MRs were pa sed on to the lessor al the time of 
redelivery without utili ation. 

The Management stated (November 20 17) that aircraft YT-RJD was grounded for 
prolonged period due to major maintenance. Since the Company was facing liquidity 
crunch, the grounding of other aircrafts was avoided by cannibali ing the spares and 
components of this aircraft to other aircraft in its CRJ fleet. Further, engine upport for 
CRJ aircrafts could not materialise as shortli sted vendor placed stringent conditions 
overrid ing the tender conditions. The cost of lea ing engines to be u ed a float engine 
was high and hence, in-house fac ilitie were used to reduce ground time and cost . This 
al o provided greater control to the Company. 

The reply i not acceptable for the fo llowing reason 

5 

6 

Grounding period is considered after excluding the period of credit hold imposed for A uxiliary 
Power Unit, engine, spares and 77 days for 'C' Check & Airworthiness Review Certificate 
Dollar exchange rate as 0 11 31 March of respective year has been considered 
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(i) While cannibalizing of parts of VT-RJD aircraft has been carried out by 
swapping l 97 different parts to other aircrafts belonging to CRJ fleet, during 
the period from 11December201 3 to 4 January 20 16, the underlying reason 
for the shortage of spares leading to cannibalization was liquidity problems 
faced by the Company. The suppliers of spares had also placed the Company 
on credit hold for 250 days during the period from 25 February 2014 to 
12 November 2015. 

(ii) The Company stated (March 2018) that cannibalization of aircraft components 
was against its policy as it rendered the aircrafts unserviceable and also 
incapable of generating any revenue. 

(iii) The cost of float engine had also been considered while assessing the financial 
viability for leasing of CRJ Fleet. The optimal utili sation of aircrafts 
necessitated spares/float engine arrangement. 

Therefore, the grounding of aircrafts resulting in payment of lease rentals for idle period 
was largely due to liquidity issues faced by the Company, which needs to be addressed 
on a priority basis to avoid extensive cannibalisation of parts against the stated policy of 
the Company. 

C. Grounding of ATR 42-320 fleet 

Audit observed that 3144 flying days were available for operation of four aircrafts 
belonging to ATR 42-320 fleet, during three years from 20 14-15 to 2016-17. Out of 
these, four aircrafts were grounded for 677 days7 i.e. 21.53 per cent of total 3144 flying 
days. The grounding of aircrafts resulted in payment of lease rental for this period 
amounting to n .08 crore apart from loss of opportunities to earn revenue during the 
period as given in Annexure-111. 

Further, audit observed that aircraft VT-ABA was grounded (September 2013) for yearly 
check but it remained grounded for 425 days till November 2014 due to lack of spares 
and consequent cannibalisation of aircraft, leading to payment of idle lease rent of 
~4.81 crore. 

The Management stated (November 2017) that due to acute liquidity crunch, payments to 
vendors for GMSA were delayed and the company was put on credit-hold leading to 
groundings. The aircraft VT-ABA was grounded for major maintenance but by 
cannibalizing the spares and components of this aircraft to other aircrafts of ATR 42-320 
category, the fleet was kept operational. 

The reply was not acceptable since management was in the business of operating aircrafts 
and hence, maintenance of stock of critical spares/components was necessary. 

2.1.2.4 Memorandum of Understanding with various agencies for payment of 
Viability Gap Funding 

AASL had been providing services to various State Governments and North Eastern 
Council , on the basis of Viability Gap Funding (VGF) provided by the concerned State 

7 677 days have been worked out after considering 5 per cent of the fleet availability for 
scheduled/unscheduled maintenance. (713-36=677 days) 
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Government/agency as per Memorandum of Understanding (MoU) entered into with 
them. A review of operations covered under various MoUs revealed that an amount of 
~72.95 crore was recoverable from the beneficiary agencies/ States as given in 
Annexure-IV. 

The Management replied (November 2017) that in the case of Bangalore-Puducherry
Bangalore sector & Bengaluru and Mysuru sector; the operations were started in 
anticipation of sufficient passenger load. In respect of Kolkata-Durgapur-Kolkata sector, 
the operations were stopped at the explicit request of BAPL. In respect of Kochi -Agatti 
sector, enhancement of the hourly cost was taken up with Lakshadweep 
Admini tration/MHA but the same was not agreed to. Further, in respect of operations in 
North Eastern Region , Management stated that vigorous efforts are being made to realize 
the sum of ~60.91 crore. The Company has been continuously/vigorously taking up the 
matter with the State Governments I agencies for realisation of outstanding YGF/dues. 

The repl y was not acceptable since unreali stic projections/assumptions on potential 
traffic were adopted while agreeing to operate the flights . Resultantl y, the assured YGF 
got exhausted before the expected term of operation. Further, no penal provision to 
safeguard the interests of the Company were included in the Agreements. Consequently, 
the dues could not be recovered. 

2.1.2.5 Redelivery of aircrafts 

The aircrafts were required to satisfy certain redelivery conditions at the time of 
redelivery upon expiry of the lease term as per the lease agreements entered into with 
lessors. In case these conditions were not met, the lessee had to undertake the repair prior 
to redeli very or actual payment had to be made to the lessor in lieu of non-compliance 
with such conditions. Monthly payments were also required to be made by lessee towards 
maintenance reserve (MR) as per lease agreement. The MR was required to be uti li sed 
for meeting expenditure on certain maintenance activities (eligible events) at EASA/FAA 
approved Maintenance Repair and Overhauling (MRO) centres during the lease term or 
for satisfying the conditions at the end of lease term. However, Audit observed that AASL 
fai led to fu ll y utilize such accumulated MRs since the eligible activities were not carried 
out at the FAA/EASA approved MRO centres. This resu lted in retention of balance MRs 
amounts to USO 8.92 mi llion 8 by the lessor at the time of redeli very. Further 
non-fu lfi llment of redeli very conditions, compelled AASL to opt for buyout/ redelivery 
settlement option at USD 6.494 million 9 and the time taken for finalisation of such 
arrangement also resulted in payment of add itional lease rental of USO 3.226 mi ll ion 
(equivalent to ~22.73 core) during the intermediate period. The detail s of payment are 
given in Annexure-V. 

The Management replied (November 2017) that the li ability for payment of lease 
rent/MR ceased only after the aircraft was du ly accepted by the Lessor and considering 
the long period requ ired for completion of redeli very processes, it was considered 
financia ll y prudent to opt for redeli very buyout. Regarding the residual amount of MR 
remaining unutilised, it was stated that the same remained with the lessor as per the lease 

8 

9 

Amount in equivalent Rupees could not be worked out due to non-availability of dates of actual 
payments made by AASL to lessor 
Amount ill equivalent Rupees could not be worked out due to non-availability of dates of actual 
payments made by AASL to lessor 
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agreement. In cas~ of aircraft VT-RJE no Lease Rent and MR had been paid to the Lessor 
after August 2016 and any further pay-out upto January 2017 would be included in the 
buy-out settlement of redelivery. 

The Management agreed that non-maintenance of aircrafts as per redelivery requirements 
compelled AASL to opt for buyout alternative. The transfer of unutilised MRs to the 
lessor was admitted by the management. The AASL would be liable to pay lease rent 
until the redelivery aircraft VT-RJE was duly accepted by the lessor. 

2.1.2.6 Outdated Delegation of Powers and Non-existence of manuals 

The rules governing Delegation of Administrative and Financial powers in AASL were 
framed in 1996 with no updation I amendments carried out in 21 years in spite of changes 

~, d.Pnth~ . magnitude of business and quantum of expenditure. Resultantly, there were 
instances when the required approval of the competent authority as mentioned in the 
delegation of powers were not obtained. Further, the company did not prepare manuals 
for carrying out various activities of different departments/sections. This resulted in 
absence of written guidelines, procedures and practices for evaluation of the specific 

. activities or functions of departments. 

The Management replied (November 2017) that the instrument of delegation of powers 
shall be updated shortly on the lines suggested and as per evolving business needs and 
that preparation of manuals for each department would be undertaken on priority basis. 

2.1.2.7 Lack of internaft controls in mapping of revenue 

Passenger revenue or ticketing of passengers was major source of revenue for AASL. 
Audit observed that the filing of fares for all the sectors operated by Alliance Air was 
being done by Air India. The sales were being mapped through the revenue accounting 
system of Air India. AASL received ticket-wise, coupon-wise details of revenue from Air 
India. The company was relying on the debit/credit advice given by the parent company. 
No system for reconciliation of the details received with the real time data was prevalent 
in AASL in the absence of which, correctness of the details received could not be 
assessed in audit. 

The statutory auditors. and the internal auditors in their report relating to financial year 
2015-16, had also expressed their inability to comment upon completeness and accuracy 
of such transactions and recommended the need for reconciliation. 

The Management replied (November 2017) that the number of discrepancies were 
minimal and that AASL was contemplating its own reservation and ticketing system 
through online portal. 

2.1.3 Conclusion 

The losses incurred by the Company and its negative net worth could be attributed to 
deficiencies in assessment of economic viability of leased aircrafts, extensive grounding 
of aircrafts due to shortage of pilots and lack of spares. The absence of support agreement 
and float engine agreements resulted in prolonged grounding of aircrafts and payment of 
infructuous lease rental of ~29.63 crore (~2.96 crore due to delay in float engine 
arrangement, n9.59 crore due to excessive grounding of CRJ aircrafts and ~7.08 crore 
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due to grounding of A TR 42-320 Aircrafts) apart from potential revenue losses. 
Inadequate provisions in the agreements governing payment of viability gap funding 
resulted in outstanding dues of n2.95 crore from State governments, NEC and other 
agencies. Ineffectivenes in maintenance of the aircrafts and failure to engage approved 
agencies resulted in redelivery conditions not being met and the company being 
compelled to opt for expensive buyouts, long di sputes with the lessor and infructuous 
lease rental payments of ~22.73 crore during the intervening period. This also resulted in 
retention of significant amount of Maintenance Reserves by the lessor. 

The matter was referred to the Ministry in December 2017; their reply was awaited 
(February 2018). 

Airports Authority of India 

2.2 Review of execution of contracts for construction of runway, buildings and 
other structures at airports in Northern R£•gion 

2.2.1 Introduction 

The Airports Authority of India (AAI) came into existence on 0 l April 1995 by merging 
the International Airports Authority of India with the National Airports Authority. AAI is 
entrusted with the responsibility for creating, upgrading, maintaining and managing civil 
aviation infrastructure both in air and on surface in the country. AAI operates 137 
airports (including international, domestic, custom and civil enclaves at defence airfield). 

The AAI has been modernising the airports by expanding/ constructing new terminal 
buildings, runways, aprons, taxiways etc. to create world class facilities for passengers 
and other users at the airports. In addition, AAI has been undertaking construction and 
repair and maintenance works on deposit work basis 10

. 

Audit conducted a review of construction contracts exceeding no crore, executed by 
AAI in its Northern Region, over the five years from 2012-13 to 2016-17. The objecti ve 
of the review was to assess efficiency and effectiveness of planning for development of 
airport infrastructure, awarding and execution of contracts and system of monitoring of 
the works executed by AAI. Out of 18 construction contracts exceeding ~ l 0 crore each, 
11 contracts as listed in Annexure-VI were selected for review in Audit. These contracts 
were examined with reference to provisions of policy of Ministry of Civil Aviation 
(MoCA) on airports infrastructure, Works Manual of AAI, Technical Instructions issued 
by AAI as well as guidelines issued by Central Vigilance Commission (CVC) from 
time to time. 

2.2.2 Audit Findings 

2.2.2.1 Time Overrun of work 

Audit observed that out of 11 contracts reviewed, 10 contracts were completed with a 
delay ranging from three months in respect of construction of new Integrated Terminal 

10 The term 'Deposit works' is applied to works of constructions or repair and maintenance, the cost of 
which is not met out of f unds of AAI, but being financed from funds from Government of India or 
other public sector undertakings, which may have to be deposited with AA/ 
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o Building at Chandigarh International Airport to 61 months in respect of Balance work of 
.:tr construction of New Terminal Building at Khajuraho airport as detailed in Annexu.re~VJI. 

The reasons for delay attributed to AAI were non-availability of site, delay in obtaining 
environmental clearance, approval from Director General of Civil Aviation (DGCA) 11 

. and Notice to Airmen-(NOTAM) 12
, delay in approval of drawings and change :i.n the 

scope of work after award of contracts. Reasons for delay in individual contracts as 
analysed in audit are as under: 

A. Delay in completion of work of runway at Jaipur Airport 

The work for extension and strengthening of runway at Jaipur airport was approved by 
Board of Directors of AAI in June 2008. However, the work was deferred due to austerity 
measures. Based on the decision of the Board of Directors in its meeting held on 
21December2010, tenders were invited for the work in April 2011. The work, however, 
could not be awarded to the lowest bidder viz. Mis B.R. Arora & Associate Private 
Limited as the Central Bureau of Investigation (CBI) had registered a case against the 
agency for fraudulent work at other airports (Varanasi and Lucknow). 

The work was retendered in October 2011 after including CAT-II lighting system in its 
scope and was awarded (April 2012) to the successful bidder viz. Mis GHV India Private 
Limited at ~76.47 crore. However the contractor could not start the work till October 
2012 due to non-availability of NOTAM which was received only on 28 October 2012. 
Subsequently, DGCA imposed restriction (7 November 2012) from December 2012 to 
February 2013 on all construction works at Jaipur airport due to necessity to use Jaipur as 
an alternate airport for Indira Gandhi International Airport, Delhi during foggy weather 
that prevailed during the above period. In view of this AAI foreclosed (December 2012) 
the contract. 

Tenders were invited again in July 2013 and the work was awarded (December 2013) to 
Mis GR Infraprojects Limited at ~95.92 crore. The scheduled date of completion of the 
work was 1 July 2015. Subsequently, on the instructions of the Directorate General of 
Civil Aviation (DGCA) to equip Jaipur Airport with CAT-III B lighting, the scope of 
work awarded to Mis GR Infraprojects was increased (January 2015) by ~20.47 crore 
approx. The work under this contract could not also be started till March 2014, due to 
non-availability of NOT AM. 

Audit observed that, as per clause 11.1.1 of the Works Manual of AAI, the AAI was 
required to initiate action for taking over possession of work site immediately after 
accord of technical sanction to the detailed estimates. For taking over the work s:i.te, AAI 
was required to obtain NOTAM from DGCA. However, AAI did not initiate the process 
of obtaining mandatory approval for NOTAM from DGCA before award of runway 
work. This contributed to a delay of 15 months (December 2012 to March 2014) and 
additional expenditure of n 9 .45 crore, as compared to the value of work in the 

11 Technical Instruction (TI) No. 101 dated 21 July 2014 of AAI states that for all licensed A.All 
managed airports prior approval from DGCA is required before commencement of any work. 
Further it states that Concept/Design Stage safety assessment should be done before tendering and 
DGCA approval for the same should be obtained well in advance to avoid delay in execution 

12 A Notice to Airmen (NOTAM) is a notice filed with an aviation authority to alert aircraft pilots of 
potential hazards along a flight route or at a location that could affect the safety of the flight. 
NOTAM is part of Aeronautical Information Services regulated as per Civil Aviation Requirements 
issued under the Aircraft Rules, 1937 
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fo reclosed contract awarded to M/s G HY India Private Limited, which was attributable to 
the increase in the price indices. Further, due to revision in the scope of work, the work 
was delayed by another 8.5 months beyond the scheduled complet ion date. 

The Management stated (December 20 17/January 20 18) that all the act ivities of subject 
work were taken up on time by AAI at different leve ls and that there was no delay on 
their part. Prolongation of execution of work/contract, if any, was due to the procedure, 
circumstances/delays at different levels/units situated at different location /stations. AAI 
further stated that in order to streamline the various processes involved in CAT Ill B 
work, AA I has brought out (February 20 17) a Standard Operating Procedure for the 
same. It further added that increase in cost was due to increase in cost indices. 

Reply of the Management was not acceptable a they did not obtain approval for 
NOTAM from DGCA till March 20 14. Thus delay of 15 months had already occurred 
before increa ing the scope of the contract due to introduction of CAT TII-B system in 
January 20 15. 

8. Delay in completion of work of Solar Photo Voltaic Power Plant at Jaipur 
Airport 

A li censed ai rport is required to seek prior approval of the safety regulator i.e. the 
Director General of Civil Aviation (DGCA) fo r aerodrome projects that change/add 
faci lities, infrastructure, that may affect the safety of aircraft operati on as per Rule 83(2) 
of Aircraft Rules, 1937. AAI awarded (February 2016) to M/ . Ujaas Energy Limited the 
work of Supply, Instal lation, Testing and Commission ing of Ground Mounted 1800 kW p 
Solar Photo Voltaic Power Plant without obtaining required approval from DGCA. The 
work was scheduled to be completed by August 2016. However, AAI applied for the 
approval of DGCA onl y in Jul y 2016. DGCA granted the approval only in January 2017 
due to non/de layed submission of necessary documents by AA!. Thus due to poor 
plan ning on the part of AAI, the work was yet to be competed (January 20 18). 
Resu ltantly, AAI lost an opportunity to save an amount of ~0.26 crore due to 
non-availability of envisaged generation by solar PY system, during the period 
September 20 16 to January 20 18. 

The Management stated (December 20 17 /January 2018) that this being a design based 
tender, the design height and site plan was to be prepared by the agency after award of 
work. After approval of the design submitted by the agency, height clearance was 
obtained from the No Objection Certificate (NOC) cell of AAI and documents were 
submitted to DGCA for approval. DGCA asked for glare clearance analysis which 
invo lved engaging speciali sed agency and submission of report which took additional 
time. The Management further stated that the de lay was due to getting NOC and DGCA 
approval (January 20 17) and accordingly Detail ed Project Report, Array structure and 
Bill of Material could be approved subsequentl y. 

Reply of the Management indicated that the Management did not ant1c1pate the 
requirements of work as well as necessary documents that would be required by DGCA 
for granting approval to the above work. Thus, against the estimated period of s ix months 
required fo r completion of the work indicated in the Letter of Award, the work remained 
incomplete (January 20 18) even after a lapse of 18 months since the scheduled 
completion date in August 20 16. 
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C. Delay in construction of Office Complex and Central Air Traffic .IFfow 
Management (C-ATFM) Centell" at New Delhi 

The Board of Members of AAI approved (October 2012) the work of implementation of 
Central Air Traffic Flow Management (C-ATFM), New Delhi at an estimated cost of 
n80.77 crore which included an amount of ~37.38 crore related to the construction of 
Office Complex and C-ATFM Center at Moti Bagh. After a visit by Member (ANS), the 
location of the project was changed (October 2014) from Mo ti Bagh to Vasant Kunj after 
considering the space and facilities like auditorium, conference rooms etc. avrulable at the 
Indian Aviation Academy at Vasant Kunj. At Vasant Kunj, the construction work of 
Office complex and C-ATFM was awarded (January 2016) to Mis Sunehari Bagh 
Builders Private Limited for an amount of n 1.53 crore with scheduled completion period 

. 9f 12 months from the date of award of the work. Audit observed that the work was yet to 
, c ';"Blf26'mpleted and the progress achieved was 89 per cent till February 2018. 

Failure of the Management in assessing the suitability of land at Moti Bagh for 
construction of Office Complex and C-ATFM center as wen as possible cost savings 
through use of common facilities like auditorium, conference rooms etc. already being 
developed at Indian Aviation Academy at Vasant Kunj led to change of location of Office 
Complex and C-ATFM center, two years after approval by the Board and resulted in 
delay in awarding the work and its completion. 

The Management stated (November 2017/January 2018) that the main reasons attributed 
to delay in completion of work were initial delay in handing over of site by AAI, closure 
of works by National Green Tribunal (NGT) in National Capital Region and slow 
progress ·of work on the part of contractor etc. Due to change in location of site, the 
consultant had to re-work all the designs thereby consuming more time for submission of 
the revised drawings. The Management also stated that the site was changed on 
administrative grounds and there was no financial burden on AAI. While audit agrees 
that there was no additional financial burden, the fact ·remains that the time overrun 
resulted in delayed execution of work. 

D. Delay in completion of work of construction of Indian Civil A viatirnm 
Academy and its Hostel Bllock, New Delhi 

The Board of Members of AAI approved (February 2011) the work of construction of 
Indian Civil Aviation Academy and its hostel block. AAI awarded the consultancy work 
to Mis KNY Projects Private Limited for the design, drawing etc. for the project in 
February 2012 and the contract for construction work could finally be awarded to 
Mis C&C Construction Limited in April 2013 after a lapse of 25 months from the 
date of approval of the Board. The scheduled completion date of the project was 
November 2014. 

Audit observed that there was further delay of 39 months (November 2014 to January 
2018) and 99 per cent of work was completed till January 2018. Of this, delay of six 
months was attributed to AAI due to delay in transfer of complete site and non
availability of drawings. The balance delay of 33 months was due to the slow progress of 
work and limited deployment of resources by the contractor for which AAI recovered 
(upto September 2017) ~3.50 crore as liquidated damages. 
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The Manageme nt stated (November 20171January 2018) that there was no delay in award 
of contract and that the consultant completed the work as per scope of work. Further, 
there was an initial delay in handing over the ite to the agency due to non-receipt of 
approval from the Forest Department for the cutting of trees. The repl y of the 
Management d id not clarify the reasons fo r delay of one year in appo intment of the 
con ultant. 

E. Delay in completion of work of construction of new Civil Enclave 13 at 
Jaisalmer Airport 

Board of Members of AAI approved the construction of new Civil Enclave at Jaisa lmer 
Airport in February 2008. The bids invited in November 2008, for construction of Main 
Terminal Building including allied works were not considered (M arch 2009) since the 
rate quoted were very high as compared to thee timated co t. The work was re-tendered 
in Augu t 2009 and awarded in March 20 I 0 to Mis Era Infra Engg. Limited at contract 
price of ~32.60 crore with the scheduled completi on period of 12 months from the 
251

h day after the date of issue of letter of award (LOA). The LOA was issued pending 
environmental c learance, which was received from the Ministry of Environment & Forest 
(MoEF) in May 20 I 0. Audit observed that again t the scheduled completi on date of 
April 20 11 , the work was completed in February 20 13 after a delay of 22 months. AA! 
got 'in-princ iple approval' from Bureau of C ivil Aviation Security (BCAS) and DGCA in 
August 20 17 fo r operating New Civil Enclave. 

Audit observed that even after more than nine years from the date of approval of the 
project, the new Civil Enclave was not operational (September 2017). As a re ult of this 
the projected revenue of ~26. 30 crore (from 2009- 10 to 2016- 17) cou ld not be generated. 

The Management informed (December 20 17/January 2018) that the airport has been 
operationalised in October 20 17. 

F. Delay in completion of construction of New Terminal Building at Khajuraho 
Airport. 

Board of Members of AAJ approved the con truction of New Terminal Building 
Complex at Khajuraho in February 2006. The work was awarded (June 2007) to Ml 
IDEB Construction Project Private Limited at ~57.8 1 crore with scheduled completion 
period of 15 months ca lculated from the I 0th day after is ue of the letter of award. 
Mis. IDEB could complete work valuing ~9.57 crore upto February 2009 and the contract 
was re cinded (February 2009) due to non-performance by the contractor. The balance 
work was valued at ~50.95 crore and contract wa awarded (December 2009) to 
Mis Avantika-GHRA (JV) (at the ri sk and cost of Ml IDEB). The cheduled completion 
date of the project was 2 December 20 I 0. The work was finall y completed on 
3 1 December 20 15 after a delay o f 61 months. 

Audit observed that there were repeated revisions of the ground floor plan and first 
drawings during the contract period which resulted in changes in the locations of various 
installations and fac ilities and de layed the completion of project. Con equently, whi le 
con idering final extension of ti me, delay of 27 month (approx .) was attributed to AAI 

13 A civil enclave is arz area allotted for the use of civil aircraft and civil aviation related services at an 
airport belonging to the Armed Forces 
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on account of:oreasons such as change in ground floor plan, delay in finallisation 
of drawings of fire detection & all.arm systems, inclusion of additional floor and delay 
in approval of alternate variety of granite for flooring after ban imposed on approved 
variety etc. 

Remaining delay of 34 months was attributed to contractor for which maximum 
Liquidated Damages amounting to ~5.09 crore14 was levied. However on a petition of 
the contractor, the CityCivH Court Hyderabad passed an order against AA! in June 2017 
holding AAI responsible for all defays. AAf has, however, filed an appeal against the 
decision of the Court. 

The Management stated (January 2018) that an appeal under Section 37 of the Arbitration 
, and Conciliation Act, 1996, has been filed (August 2017) in High Court of Judicature for 

.·· thevState of Telangana and Andhra Pradesh and further action wiU be taken as. per the 
directions of Hon'ble Court. 

The Management reply was not acceptable as the appeal was for considering the delay 
attributable to the contractors and levy of LD accordingly. The reply of the Management 
is ·. silent about the delay of 27 months that was attributable to AAI due to repeated 
revisions of ground floor plan and first drawings during contract period and highlight 
lapses on the part of the Management in proper planning and co-ordination in execution 
of works. 

2.2.2.2 Deficiencies in Planning, Pre award and Execution activities 

A. Undertaking of unviable Projects 

Ministry of Civil Aviation formulated a 'Policy on Airport Infrastructure' in November 
1997. Sub-para (7) of Para 14 titled 'Financing of Airport Infrastructure' of the said policy 
provided that AAI would invest only in projects with demonstrated economic viabH:i.ty 
and positive rate of return and wherever Government compels AAI to invest in a unviable 
project for the fulfilment of social objectives, the initial capital cost of the project and the 
recurring annual loss sustained by AAI on this account, would be reimbursed. 

Audit observed that AAI did not adhere to the above policy in the following cases: 

A.1 New Civil Enclave at Jaisalmer Airport 

Despite the fact that the work of new Civil Enclave was not economically viable, 
AAf undertook and completed (February 2013) the work incurring an expenditure of 
~32.15 crore. However, the new Civil Enclave could not be operationalised t:i.11 
September 2017 as brought out in Para 2.1.5 above. This issue was highlighted in Report 
9 of C&AG of India for the year 2017 (Para No. 2.3(a)). 

A.2 Kishangarlb. Airportt 

Feasibility Report of .the airport prepared in August 2012, pointed out that Kishangarh 
Airport was not economically viable considering the traffic movement of aircrafts and 
passengers at 3300 and three lakh per annum, respectively, adopting 2015-16 as the 

14 At the rate of 1.5 per cent of contract value per month of delay subject to maximum of HJ per cent of 
contract value 
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base year. A growth rate of 6 per cent for first year, 8 per cent for next 10 years and 
10 per cent for further 10 years was assumed in the report. The Feasibility Report stated 
that even if Government of India provided the cost of development of Kishangarh 
Airport, the Airport was not viable as the Internal Rate of Return was negative. The . 
Report recommended levy of user development fee (UDF) at the rate of ~250 per 
departing and ~100 per arriving passenger, to make the airport economically viable. 

AAI approached (August 2012) Planning Commission for 'in-principle' approval and 
budgetary support for Kishangarh Airport. 'In:.principle' approval was received in 
September 2012, subject to the condition that the requisite land would be made available 
by the Government of Rajasthan. Planning Commission also suggested that development 
of airport through PPP mode should be explored ,as Grants-in-aid would not be granted. 
The Board approved (April ~_Q_13) the development of Kishangarh Airport at,~ estimated 
cost of n60.05 crore on the directions (January 2013) of Ministrf'o'f ('.:'.ivil Aviation 
(MoCA) to AAI to obtain approval of its Board for funding of the project. AAI incurred 
an expenditure of ~91.93 crore up to September 2017 on developing the airport and the 
work was in progress. Further, AAI has estimateµ a net surplus of n5.74 crore over a 
period of 25 years (from 2017-18 to 2040-2041) 0f operations of Kishangarh Airport, as 
apprised to Board of Members in their 153 meeting held on 18 April 2013. 

Audit observed that AAI did not explore the possibility of development of airport on PPP 
mode. Further, the decision of the Government of .India/MoCA not to extend/commit any 
budgetary support/Grants-in-aid to the unviable project of Kishangarh Airport was also 
not in line with the 'Policy on Airport Infrastructure' referred above. 

The Management stated (January 2018) that with the introduction of Regional 
Connectivity Scheme the construction of infrastructure at Kishangarh would be justified. 

Though, as per 'Policy on Airport Infrastructure' referred above, the capital expenditure 
incurred on the development of an unviable airport like Kishangarh Airport and operating 
losses likely to be sustained by AAI during th.e coming years, were required to be 
reimbursed by Ministry of Civil Aviation I Government of India, no records of efforts 
made by AAI to get the reimbursement was noticed in audit. AAI did not also explore the 
possibility of running the airport through PPP mode. Further, financing an unviable 
project through internal resources of AAI was in contravention of Airport infrastructure 
policy. 

A.3 New Terminal Building at Khajuraho Airport 

~oard of AAI approved (2006) construction of the New Terminal Building at Khajuraho 
Airport at preliminary estimated cost of ~75.32 crnre as referred in para 2.1.6 above. AAI 
decided to fund the project from its internal resources even though the IRR of the project 
was negative. AAI incurred an expenditure of ~63.01 crore (December 2015) on 
construction of Terminal Building. Further, in the first year after its commissioning i.e. 
during year 2016-17, AAI had incurred a loss of ~30.58 crore. Audit observed that the 
decision of AAI to construct the new terminal building was in contravention of· the 
Airport Infrastructure Policy. Audit did not find any evidence of the efforts made by AAI 
~o get the capital expenditure and the loss sustained on operations of Khajuraho Airport, 
reimbursed from GoI/MoCA. 

18 



Report No. 11of2018 

The Management rated (January 20 18) that the temples at Khajuraho were UNESCO 
World Heritage Site and attracted large number of international tourists and befitting 
world class airport terminal was therefore required at Khajuraho. 

The Management repl y was not tenable as the policy on airport infrastructure clearl y 
stated that AAI wi ll onl y invest in projects wi th demonstrated economic viability and 
positive rate of return and in case of non-viable project for the fulfilment of soc ial 
objective, the initial capital cost of the projects and the recurring annual loss sustained by 
the AAI on thi s account wi ll be reimbursed. 

B. Non-adherence in conditions of Notice Inviting Tender/Works 
Manual/Contract Agreement 

The contracts executed in AAI are governed by the terms and conditions sti pulated in the 
Works Manual of AAI, Notice Inviting Tenders and the General conditions of contract 
forming part of the Contract Agreement. Audit reviewed 11 contracts and the following 
instances of deviation. from the stipulated condi tions were noticed: 

B.1 Non-adherence to General Conditions of Contract 

Test check of the I I contract revealed that dev iations were noti ced in respect of the 
fo llowing clauses of General Condition. of Contract 

• Clause 1 of the General Conditions of Contract (GCC) stipulated that contractor 
was required to submit an i1Tevocable Performance Guarantee for an amount 
equal to 5 per cent of the te ndered amount, within 30 days from date of issue of 
letter of acceptance/ work orde r. The performance guarantee was to remain in 
force ti ll the tipulated date of completion of the work and contractor was 
required to ex tend the validity of performance guarantee to cover any extended 
period for completion of work. 

• Clause 2 of the General Conditions of Contract (GCC) relating to 
'Compensation for delay' stated that in case of delay in completion of contract, 
liquidated damage (LO) would be lev ied @ 0.5 per cent of contract val ue per 
week of delay subject to max imum of I 0 per cent of the contract value. 

• Clause 10 CA of the General Conditions (GCC), stipulated that the amount of 
the contract shall be varied if after ubmission of the tender, there was 
increase/decrease in price of materi al specified in the contract compared to the 
prices prevailing at the time of the last stipulated date for receipt of tenders 
(including extensions, if any) for the work. Further, for the work done during the 
justified period , the index prevailing at the time of stipulated date of complet ion 
or the prevailing index of the period under consideration, wh ichever is less, shall 
be considered . The C lause further provided that if actual purchase price of 
materi al is less than the base price and the cost index at the time of purchase of 
material is greater than or equal to the cost index at the time of last date of receipt 
of tender then, thi s c lau e would not be applicable. 

• Clause 46 of the General Conditions (GCC) (Clause 13 of pre revised GCC), 
stipu lated that the contractor was required to take Contractors' A ll Risk insurance 
pol icy in the joint name of AAI and contractor, against all losses or damage in 
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addition to insurance policy towards liabil ities under Workmen 's Compensation 
Act 15

, before commencing the work. Lt further provided that, if the contractors 
and/or hi s subcontractor (if any) failed to take and keep in force the insurance, 
AAI without being bound to, was required to take and keep in force any such 
insurance and pay such premium as was necessary for that purpose. AAI could 
deduct the amount so paid from any money due or which might become due to the 
contractors or recover the same a a debt due from the contractors. 

The deviations from the above mentioned clauses not iced in re pect of the 11 works are 
as under: 

B.1.1 Indian Civil Aviation Academy, New Delhi 

The work of construction of lndian Civil Aviation Academy was approved 
(February 20 11 ) by Board of Members of AAI and was awarded (April 2013) after a 
lapse of 25 months to Mis C& C Construction Limited as stated in Para 2.2.2.1 -D. 

In this regard , Audit observed the fo llowing: 

(i) The Performance Guarantee amounting of ~4.68 crore submitted by the 
contractor expired on 08 November 2016. AAI relaxed the condition govern ing 
value of guarantee and permitted (6 February 20 17) the contractor to submit a 
bank guarantee (BG) for ~ 1 crore valid up to 3 1 December 20 17 a against the 
BG for ~4.68 crore, in violation of clause I of GCC. The BG was submitted on 
06 February 20 17. Thus there was no BG for the work during the period from 
09 November 2016 to 05 February 20 17. The re laxation for submission of BG 
of lesser amount was also against the financial interests of AAI since they 
contravened the conditions of the contract. 

(i i) Despite considerable delay on the part or contractors which required imposition 
of maximum LD @ I 0 per cent of award value, as per cl au, e 2 of GCC, AA ! 
levied reduced LD resulting in short levy of ~5.87 crore. 

(iii) Despite reduction in price indices of cement and steel during the execution of 
work, no adj ustment on account of reduction in price index for cement and steel 
was made, wh ile finalizi ng the 49th RA bill submitted (September 20 17) by the 
contractor, as required by clause I 0 CA of GCC. 

(iv) The contractor fai led to keep the Contractors' All Risk insurance policy in force 
from December 20 16 onwards. AAI, recovered (February 2017) an amount of 
~4 lakh from 381h Running Account Bill (RAB) of the contractor instead of 
obtain ing a policy in terms of Clause 46 of GCC referred above. The action of 
AA ! was inadequate since the amount of ~4 lakh recovered by AAI might not 
be sufficient to cover up possible losse!> that might arise during the course of 
construction of work of ~93.65 crore. 

15 As per Clause 3 of the Workmen 's Compensation Act, 1923, employer's liability for compensation, if 
personal injury is caused to a workman by acculenl rising out of and in the course of his 
employment, his employer shall be liable to pay compe11satio11 in accordance with the provisions of 
'Chapter II ' of tile Act 
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The Management stated (November 2017/ January 2018) that bank guarantee for lower 
amount was accepted after obtaining necessary approvals and that the acceptance of 
lower amount was due to the requirements of the work and that there was no undue 
favour to the contractor. It further stated that final amount of LD would be levied and 
recovered after granting final extension of time. The escalation was being worked out and 
recovery on account of reduction in price indices would be effected from the next 
Running Account Bill to be paid to the contractor. Regarding absence of valid insurance 
policy, the Management stated that an amount of ~4 lakh was recovered towards the 
cost of making the insurance policy i.e. the amount which the contractor would 
have saved by not renewing the insurance policy. The Management further stated 
that Workmen compensation Policy was already obtained from the agency and was vabd 
till 28 June 2018. 

The reply of the Management was not acceptable as AAI extended undue favour to the 
contractor by accepting the Performance BG for reduced amount in contravention of 
contract conditions. Further, the contractor was required to obtain the Contractors' All 
Risk insurance policy and Workmen's Compensation insurance policy during the entire 
period of contract. The amount of ~ 4 lakh recovered by AAI might not be sufficient 
to cover possible liabilities and losses that might arise during the course of construction 
of work of ~93.65 crore. AAI remains exposed to unforeseen financial liabilities in 
the absence of valid insurance cover, as 99 per cent of the project is complete 
(January 2018). 

B.1.2 National Aviation University, Fursatganj 

Audit observed that, in violation to the Clause 46 of GCC, the Workmen's Compensation 
policy (in joint name of AAI and contractor) was taken only on 17 June 2017 although 
the work commenced on 26 August 2013. 

The Management replied (January 2018) that due to transfer of Engineering In-Charge, 
enforcement of Clause 46 (b) of the contract was inadvertently missed out. However, 
there was no claim made on AAI under Workmen's Compensation Act. The Management 
further stated that necessary recovery for the amount, which the contractor would have 
saved by not renewing the insurance policy, was being made from the contractor. 

The fact remained that the Management did not adhere to the terms of the contract and 
AAI was exposed to unforeseen financial liabilities. 

B.1.3 New Terminal building at Khajuraho 

Audit observed that as per Clause 46 of GCC, the contractor was required to take the 
insurance for the period up to the completion of contract i.e. 31 December 2015 while 
executing the balance work of construction of the above work referred to in para 2.1.6 
and 2.2.1 (c) above. However, the Contactor's All Risk (CAR) fusurance was valid only 
up to 31July2015 and Workmen's Compensation Insurance Policy was valid only up to 
10 November 2015. 

The Management stated (January 2018) that necessary recoveries have been made in this 
regard. However, the fact remained that there being no insurance cover in vogue AA! was 
exposed to unforeseen financial liabilities. 
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B.2 Nonaadherence to conditions as per NIT 

B.2.1 Central Ai.r Traffic Flow Management (C-ATFM) and Associated offices, 
Vasant Kunj, New Delhi 

One of the qualifying requirements as per the Notice inviting tender for works having 
estimated cost of more than ~5 crore was that the contractor should have satisfactorily 
completed the required number and value of works of similar nature (viz. construction of 
Airport Terminal Building/Star Hotel Building/Embassy Building/Large Shopping 
Commercial Complex/Mega mall/Modem office complex) during the last seven years. 
Further, as per criteria for short listing of bidders, in respect of any agency already 
working with AAI, the performance in the work already entrusted was to be reviewed and 
the application of the agency whose performance was not satisfactory was liable to be 
rejected. 

Audit observed that AAI awarded the work of construction of C-ATFM and Associated 
offices to Mis Sunehari Bagh Builders Private Limited on the basis of experience of the 
contractor in constructing a swimming Pool. The experience of the contractor did not 
meet the desired criteria of experience as indicated in the NIT, and the bid was liable to 
be rejected. However, AAI awarded the work to Mis Sunehari Bagh Builders Private 
Limited. 

The Management stated (December 2017/January 2018) that the work was executed at 
CRPF Academy which was an institutional building. Moreover the scope/nature of work 
executed satisfied the requirements of proposed work and hence the tender opening 
committee considered the bidder as eligible. 

Reply of the Management was not acceptable as construction of swimming pool could 
not be treated as similar to works listed in the NIT viz. "construction of Airport Terminal 
Building/Star Hotel Building/Embassy Building/Large Shopping Commercial 
Complex/Mega mall/Modem office complex, as defined in NIT. 

B.2.2 Main Terminal Builclling and allied works at J aisalmer Airport 

AAI invited (June 2009) tenders for construction of Main Terminal Building and allied 
works at Jaisalmer Airport. Mis ERA Infra Engineering Limited, emerged as the lowest 
bidder as referred in Para 2.1.5 above. As per the criteria stipulated in Notice Inviting 
Applications, for shortlisting of bidders in respect of any agency already working with 
AAI, the performance was to be reviewed and application of the agency whose 
performance was not satisfactory was liable to be rejected. 

Mis ERA Infra Engineering Limited, before being shortlisted for this work, had executed 
the construction of Integrated Cargo complex at N etaji Subhash Chandra Bose 
International Airport (NSCBI), Kolkata in Decemfuer 2006 which was completed with a 
delay of IO months. It W3:S also awarded (September 2008) the work of construction on 
New Expandable Modular Integrated Terminal Building at Raipur Airport, which was' 
also delayed. AAI issued (September 2009) show cause notice to Mis ERA Infra 
Engineering on account of slow progress, inadeq_uate resource mobilisation, delay in 
finalisation of vendors, unsatisfactory execution anp poor quality of work and the agency 
was debarred (October 2009) from future tenders of AAI till successful completion of 
Terminal Building at Raipur Airport. -
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Audit observed the fo llowing: 

(i) Instead of excluding Mis ERA Infra E ngineering from the shortli sted bidders, in 
view of the review of hi s past poor performance at NSCB I airport, Ko lkata and 
Raipur airport, AAI obtained an undertak ing from the contractor to improve 
perfo rmance and ensure timely completion of work in future, and awarded the 
work of construction of Main Terminal Building and allied works a t Jai a imer 
A irport also to him. T he project was completed (February 20 13) after delay of 22 
months, of wh ich 18 months were attributed to the contractor. 

(i i) Despite considerab le delay o n the part of contractor which required the imposition 
of max imum LD @ I 0 per cent of award value (as per the c lause 2 of GCC), AA I 
lev ied ~ l.96 crore as LO as against the max imum LO of n.26 crore, resulting in 
a short levy of~ 1.30 crore. 

The Management in the ir rep ly (January 2018) confirmed that awarding of work ignoring 
the poor performance of Mis ERA In fra Engineering a t Kolkata and Raipur Airpo1ts 
re ulted in delayed completion of the work. It further sta ted that for Jai aimer Airport 
work LO was recovered as per AAI Technical C ircul ar dated May, 20 13 approved by the 
competent authority. 

The repl y is not acceptable as the Technical C ircu lar of May 20 13 only laid down the 
manner o r asse ing the loss to AA I on the basis of expenditure incurred by it on 
dep loyment of staff for the unjustified ex tended peri od. Further, as C lause 2 of GCC did 
not contain any reference to the circular which was issued after completion of the work, 
its provisions were not enforceable on the partie. entering into a contract. 

8.3 Non-adherence to Works Manual of AAI at Integrated Office Complex for 
AAI and DGCA at Lucknow Airport 

C lau e 13.7 of W orks Manual o f AA I stipulated that while carrying out a deposit work 
by AAI, the concerned c lient department wou ld be required to pay in advance the gross 
estimated expenditure in one lump s um unless authorised speciall y by the Competent 
Authority. 

Aud it observed that in case o r construction of Integrated Office Complex for AAJ and 
DGCA at Luc know Airport, OGCA deposited an amount of~ 1.18 crore only a against 
the esti mated gross expenditure of ~2.08 crore 16 before commencement of work. Further, 
as against the expenditure of n.46 crore incurred by AAI for completio n of work done 
on behalf o f DGCA, an amount of ~ 1. 18 crore only was received by AAJ till August 
20 17. 

The Management stated (January 201 8) in their rep ly that a letter fo r demand for balance 
amount towards this work has been issued to DGCA in August 20 17. 

B.3.3 Delay in decision making and lack of coordination in the work of CAT 
111-B lighting system, at Jaipur Airport 

In compliance with the recommendation (23 Apri l 2014) of MoCA to equip the Jaipur 
Airport wi th CAT Ill-B lighting syste m as stated in para 2.1.1 above, the competent 
authority granted in-principle approval (September 2014) for con truction of the Part 
Parallel Tax iway (PPT) instead of turning pad at Jaipur Airport. According ly, the scope 

16 Approved estimated cost of construction of 2560 sqm was (11.68 crore of which 457 sqm pertained 
to DGCA. Thus amount payable by DGCA= rI 1.68 crore*457.00 sqm I 2560.00 sqm = rl.08 crore 
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of work for exten ion and strengthening of runway for operation of wide bod ied Jet 
Aircrafts of 'E' category including of CAT-II Lighting Syste m at Jaipur Airport, awarded 
(24 December 20 13) to M/s GR Infrastructure Limited , wa rev i ed (J une 20 15) to 
include constructi on o f PPT as an additional work costing ~ 11 .27 crore. 

Audit ob erved the life pan of rig id pavement was longer than the flexible paveme nt. 
The contractor was initi ally requested to construct the PPT in rig id paveme nt since this 
option was economical compared to nex ible pavement. Despite the willingness expressed 
(24 December 201 4) by Contractor for the ri g id pavement option, management took more 
than fi ve months to the decision (June 2015). However, by that time, the contractor 
refused to carry out the work due to demobil isation of machinery from the site. Due to 
urgency of work and to meet the deadline by winter sea on, 2015, the competent 
authority approved construction of PPT on flex ible pavement 17costing ~ 11.27 crore as an 
additional work to the ex isting contractor. Had, AAI taken the decis ion to construct the 
PPT in rig id pavement (costing ~ 10.84 crore) promptly, it could have saved ~0.43 crorc 
and could u e the PPT fo r longer durati on. 

Management stated (January 2018) that implementation of CAT III-B lighting work was 
not a routine airport development work and had to be carried out in on operational airport 
without compromi ing on aircra ft operations, safety and security. Therefore, some of the 
hi ndrances, whjch were beyond the contro l of AA I, such as procurement of navigational 
aids etc. could not be foreseen. The time considered for carrying out the work (i.e. 18 
months) for CAT III- B opera ti on was found to be on lower side w ith reference to the 
time period required for completion of all the acti vi tie of CAT lll-B complied airport. 
Manageme nt further stated that all the acti vities o f ubject work were taken up in time by 
AA! and that delay in execution of work/contract wa due to the procedure, 
ci rcumstances/de lays at different levels. Management also stated that in o rder to 
treamline various proces es involved in CAT 111-B work, AAI has brought out a 

Standard Operating Procedure (SOP). 

The Management reply was not acceptable as 'in-principle approval' by the competent 
authority was accorded in September 2014, whereas the final deci ion wa taken by the 
Work Advi o ry Board (W AB) only in June 2015. Moreover, management reply is silent 
on the delay in takin g decision regardin g construction o f PPT with rigid pavement. 

2.2.2.3 Idling of Assets 

A. New Terminal Building Complex at Khajuraho Airport 

The work was awarded (June 2007) to Mis IDEB Con. truction Project P rivate Limited 
with a completion period of 15 months. Due to slow progre , the work was re cinded 
(February 2009) and balance work was awarded (Decembe r 2009) to Mis A vantika
GHRA (JV) which wa finall y completed in Dece mber 201 5 after a delay o f 6 1 months 
as re ferred in Para 2.2 .2. 1-F, 2.2.2.2-A3 and 2.2.2.2-B. l .3 above. 

Audit observed that esca lator and elevator worth o f ~2. 1 7 crore upplied in March 2009 
remained uninstalled and id le till May 201 5. Further, due to delayed completion of work 

17 Th e flexible pavement, having Less flexural strength, acts like a flexible sheet (e.g. bituminous road). 
011 the contrary, in rigid pavements, wheel loads are transf erred to sub-grade soil by flexural 
strength of the pavement and the pavement acts like a rigid plate (e.g. cement concrete roads) 
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of terminal building, the dedicated feeder (comprising substation equipment and DG sets 
worth of ~4.66 crore and 33 KV substation worth of ~ 1.20 crore completed in Jul y 201 l ) 
could not be used til l December 2015 for its intended purpose. 

The Management stated (January 20 18) that the progress of construction of Terminal 
Building was poor and accordingly the contract fo r main Terminal Building had to be 
rescinded. Therefore, site wa not available for installati on of the E & M equipment's at 
Khajuraho through the E & M composite contracts. 

The reply of the Management was not acceptable since lack of coordination and improper 
execution of works de layed the construction of terminal building, which ultimately 
resulted in non-utilisation of other assets. 

B. Main terminal Building and allied works of New Civil Enclave at Jaisalmer 

The work was awarded (March 2010) to M/s ERA Infra Engineering Limited which was 
completed in February 201 3 after a de lay of 22 months. However, the New Civil Enclave 
at Jai aimer had not become operational till September 201 7 a stated in Para 2.2.2. 1-E 
and 2.2.2.2-A l above. 

Audit observed that though the expenditure on the project was capitalised in May 20 13, 
a the New Civil Enclave remained non-operational , AAI continued to use the old 
bu ilding for passenger movement. Equipment worth ~4.25 crore installed at the Main 
Terminal Building viz. conveyor belt, x-ray baggage machine, Electrical installations, 
CCTV Camera , fu rni ture & fixture and So lar plants etc. remained idle during May 2013 
(date of capitali ation) to September 201 7. 

The Management stated (December 201 7/January 2018) that the new Terminal building 
was put to use in October 201 7 with the operationalisation of the airport. Reply of the 
Management is silent about the idling of a ets during May 20 13 to September 2017. 

2.2.3 Conclusion 

Projects executed by AAI re ulted in time overrun arising due to non-avai labi lity of 
complete land without hindrance before award of work, delays in obtaining mandatory 
clearances and approvals from DGCA and changes in the site a lready selected for a work. 
Thi ind icated a need for more effic ient planning of development project of airport 
infrastructure. 

AAI also undertook construction of unviable airport project u ing its internal re ource . 
Thi was in contravention of the provi ion of the 'Policy on Airport Infrastructure' 
(November 1997). 

Aud it al o noticed the cases of non-adherence by Management of AAI to the cond itions 
of Notice Inviting Tender, contractual provisions and the provi ions of AAI Works 
Manual, which indicated ineffective managerial control of the con truction works. 

The matter was referred to the Min istry in December 20 17; thei r reply wa awaited 
(February 20 18). 
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2.3 Charging inadmissible expenses to Escrow Account by Delhi Intemational 
Airport Limited 

DIAL charged to PSF (SC) Account an amount of ntS.63 crore (till 31 March 
2016) towards rent for CISF accommodation at Monkey Farm, Mahipalpur on 
notional basis i.e. without incurring any cost for providing the accommodation. 
Charging rent for CISF accommodation on notional basis was against the 
provisions of State Support Agreement and Standard Operating Procedure for 
Accounts/ Audit of Passenger Service Fee (Security Component). This resulted in a 
deficit/reduction in balance of PSF (SC) Escrow Account by ntS.63 crore. 

Airports Au thori ty o f lndia (AAJ) entered into (4 Apri l 2006) an Operation, Management 
and Development Agreement (OMDA) with Delhi International Airport Limited (DIAL). 
In compliance with the terms and conditions of OMDA, AAI handed over (3 May 2006) 
Indi ra Gandhi International Airport (IGI Airport) to DIAL. Eventually, the 
accommodation for Central Industri al Security Force per onnel being maintained by 
AAI at Monkey Farm, Mahipalpur, in the vic inity of lGI Airport, was also taken 
over by DIAL. 

Ministry of C ivil Aviation (MoCA), Government of India directed (9 May 2006) 
Passenger Service Fee (PSF), to be collected from e mbarking passenger by the 
respective Airport Operator viz. AAI, a Joint Venture Company or a private operator. 
PSF levied included Security Component (SC) (65 per cent) and Facilitation Component 
(35 per cent ). PSF (SC) collected at an airport operated by a JYC or a private operator is 
utili sed at the airport concerned to meet the security related expenses of that airport. The 
amount collected by the airport operator, through the airline. , i kept in an escrow 
account and thus held in fiduciary capacity. The amount of security component deposited 
in the escrow account could be withdrawn by JYC/Pri vate Operator onl y for specified 
purposes as per Para 3.5(ii) of Standard Operating Procedure (SOP) 18 is ued by MoCA 
vide Order No. F.No.AY. I 3024/047/2003-SS/AD dated 19 January 2009. 

During the course of audit of an nual accounts of PSF (SC) Escrow Account for the year 
2015- 16, Audit noticed that DIAL debited the PS F (SC) Escrow Account by an amount 
of ~115.63 crore 19 (till 3 1 March 20 16) towards the rent for the CISF accommodation, 
comprising 39358 qm. of open land and 7,859 qm. of built up pace, at Monkey Farm, 
MahipaJpur, New Delhi . 

Audit observed that : 

18 Para 3.5(ii) of S.O.P. stipulated purposes of withdrawal a11d their order of priority as: (a) to pay 
amounts towards taxes including Income Tax Oil PSF (SC) illcome as per provisions of Income Tax 
Act, 1961, Service Tax or ally other statutory dues, (b) To pay for security related expe11ses to CISF, 
(c) To pay other security related expenses ill terms of MoCA Order dated 20-06-2007 or any other 

19 
decision of MoCAJBCAS or any other government agency, from time to time 
License Fee for the period from 2006-07 to 2015-16: 

Area License Fee (crore 
Built up area of 7,859 @ r732.34/ sqm/ molltlz in 2006-07 with annual escalation 97.71 

sqm. @7.50 per cent 
Open space of 39358 @ '269.451 sqml month in 2006-07 with annual escalation 17.92 

sqm. @7.50 per cent 
TOTAL 115.63 
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® In the second meeting of OMDA Implementation Oversight Committee (OIOC) held 
on 11 December 2006, DIAL had committed that it would not make any profit from 
the security component of PSF but would only meet the security cost related to IGI 
Airport. 

@ PSF (SC) Escrow Account was to be utilised only for payment of specified expenses 
related to-CISF. However, in the instant case DIAL was not incurring any cost for 
providing accommodation to CISF. Hence, the expenditure charged by DIAL to PSF 
(SC) Escrow Account, towards rent in respect of CISF accommodation at 
Mahipalpur, on notional basis was not an eligible expenditure as per Standard 
Operating Procedure prescribed by MoCA. 

The Ministry ofCivil Aviation replied (February 2017) that: 

:er. ~',. .t;; i:'-\ ...,-"'""). 
- · - 'a)- -DIAL was not prohibited under OMDA/State Support Agreement (SSA) from 

charging rent for Monkey Farm, Mahipalpur, which formed part of the 'Demised 
Premises' leased to DIAL. 

b) CISF is the nominee of Government of India for carrying out the security function 
of GoI and DIAL was not charging any rent for the operational space provided to 
CISF at IGI Airport. As per SSA 50 per cent rent could be charged for back 
office. 

c) DIAL had informed MoCA in November 2009 that rental for non-operational area 
occupied by CISF and part of demised premises would be charged to PSF (SC). 

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

(i) Clause 3.3.2 of the State Support Agreement stipulated that DIAL should 
provide to GoI, or its designated nominees/representatives, such space 
requirements as reasonable so as to enable GoI, or its designated 
nominees/representatives to provide the GoI Services at the Airport. It was 
further provided that operational space for provision of Gol Services at the 
Airport should be at no cost to GoI, or its designated nominee/representatives 
and back office space should be provided at 50 per cent of the applicable 
commercial rent for other back office rentals/office rentals at the Airport. The 
space provided for residential accommodation of CISF at Monkey Farm, 
Mahipalpur was neither in the 'Operational Area' nor in the 'Back Office Area' 
of airport. Hence, DIAL was not eligible to charge rent for the same 

(ii) Reply was silent on the action taken by MoCA on the intimation given by DIAL 
in November 2009 for charging rent on non-operational area occupied by CISF 
and part of demised premises. As informed by DIAL, the Ministry did not 
respond to DIAL's letter dated 20 November 2009. 

Thus, without incurring any cost for providing accommodation to CISF at Monkey Farm, 
Mahipalpur, DIAL started charging PSF (SC) Account with the rent for CISF 
accommodation on notional basis. This indicated failure of MoCA in safeguarding the 
financial interests of the Government of India. 

The charging of ~115.63 crore (till 31 March 2016) to PSF (SC) Account by DIAL, 
towards rent for CISF accommodation at Monkey Farm, Mahipalpur on notional basis i.e. 
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without incurring any cost for provid ing the accommodation, was again t the provisions 
of State Support Agreement and Standard Operating Procedure for Accounts/ Audit of 
Passenger Service Fee (Securi ty Component). This re ulted in a deficit/ reduction in 
balance of PSF (SC) E crow Account by~ 115.63 crore. 

2.4 Undue favour to the contractor 

An amount of ~8.24 crore, was recoverable by AAI from the contractor for delay of 
more than 31 weeks attributable to the contractor in completing New Terminal 
Building at Varanasi Airport as per contractual provisions. While granting final 
extension of time, the competent authority charged an amount of ~0.25 crore only 
towards compensation/LO on the contractor. Thus, short levy of LD, against the 
provisions of the contract, constituted an undue favour to the contractor. 

Airport Authority o f India (AAI) awarded (August 2007) the work of construction of 
new Terminal Building at Varanasi Airport to M/s LANCO lnfratech Limited at the 
contract price of ~82.39 crore. The scheduled date of completion of the work was 18 
November 2008. A per clause 32 (a) of General Condi tions of the Contract (GCC) 
signed between both the parties, in case of delay in completion of the work, liquidated 
damage (LO) were required to be levied at the rate of 0.5 per cent of contract value per 
week of delay subject to maximum of I 0 per cent of the contract value. 

The Contractor could not complete the work by the scheduled date of completion of the 
work. Ba ed on the hindrances occurred up to end of July 2008, AAI granted extens ion of 
time for completion of the work by the Contractor up to 3 1 March 2009 without levy of 
LO. The Contractor, however, could complete the work onl y on 12 January 2011. In 
response to a show cause notice issued (May 20 11) by AAI to the Contractor for levying 
of LO for delayed completion of work, the Contractor requested for grant of final 
extension of time up to 12 January 2011 without levy of LO, citing rea ons like hifting 
of location of Terminal Building, delay in receipt of drawings/approvals from design 
consultant, revision in position of service bui lding, roads and car park, revi sion in roofing 
and glazing of Terminal Building etc. AAI considered that out of totaJ delay of 652 days 
in completion of work after 31 March 2009, a delay of 432 days (i.e. after 31 March 2009 
to 06 June 2010) was attributable to AAI and delay of 220 days (w.e.f. 07 June 2010 to 
12 January 2011) was attributable to the Contractor. Accordingly, AAI granted 
(July 20 l I ) final extension of time without levy of LD up to 06 June 20 10 and with levy 
of com pen a ti on of ~0.25 crore for the period from 07 June 2010 to 12 January 2011. 

Audit ob erved that a per provis ions of clau e 32 (a) of GCC, an amount of ~8.24 crore 
(i.e. 10 per cent of the contract value of ~82.39 crore), was recoverable by AAI from the 
Contractor for delay of more than 31 weeks (i.e. 220 days) in completion of the work. 
Thu , hort levy of compen ation/LO amounting to ~0.25 crore was again t the 
provis ion of the contract. 

The Management of AAI stated (May 201 7) that: 

(i) Compen ation I liquidated damages for unjustified delay was recovered in 
terms of Clau e 32 of the Contract. Further, compensation/LO were quantified 
based on direct loss sustained by AAI in the form of expenditure on 
deployment of staff during the unjustifiable extended period. Accordingly, 
cost incurred by the Company on the staff deployed had been recovered for 
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the unju tifi ed peri od of delay. The Management further tated that the above 
practice wa followed by AAI in a ll contracts. 

(ii ) Compensation for unjustified delay was recovered from the agency in terms of 
direct lo s to AAI in accordance with power conferred to Competent 
Authority i.e. Member (Planning) referred to in Serial number 24 of Schedule 
'E ' to GCC. 

(iii) The agreement contained prov1s1on for compensation for delay and not 
penalty. The compen ation wa to be enforced as per the procedure prescribed 
in AAI's Works Manual, in line with the legal requirement of the Indian 
Contract Act for maintai nability of the action taken. Further, the intent of the 
Clause re lating to Compensati on for delay was to levy compen ation for 
delayed performance, if fault or de lay or hindrance wa attributable to the 
Contractor and there wa proof of lo s occa ioned thereby. 

(iv) As the compensation for delay I liquidated damages had been recovered from 
the Contractor after quantifying the direct loss to AAI, thi s had not re ulted in 
any undue favo ur to the Contractor. 

Reply of the Management was not acceptable in view of the fact that: 

(i) The reply was contradictory to the action taken by the Management in the 
case of construction of New Terminal Building at Khajuraho Airport, where 
the Management had worked out an amount of ~2. 1 8 crore towards direct loss 
to AAI in the form of the cost of deployment of staff (~0.30 crore) and 
accrued interest of ~ 1.88 crore (at the rate of 18 per cent on capital 
expenditure of ~ I 0.00 crore which remained unutili sed) during the 
unjustifiable extended period of 383 days. However, while granting (June 
2009) the final extension of time to the contractor (M/ !DEB), LO at the 
maximum rate of 10 per cent of the contract value of ~57.81 crore, i.e. ~5.78 
crore was levied towards de lay of 383 days in terms of Clau e 32(a) of GCC. 

(ii) Serial Number 24 o f Schedule 'E' to General Conditions of Contract referred 
in the repl y did not deal with computation of the quantum of 
compensation/LD to be recovered from the agency. The provision only 
stipulated that the Member (Planning) of AAT would be the Authority 
competent to grant extension of time under the contract. 

(iii) Penalty was a sum so stipulated in the contract with the object of coercing the 
party into performing the contract. However, liquidated damage were a 
genuine, covenanted pre-estimate of damage which the parties have agreed at 
the time of contracting that, in the event of breach, the party in default should 
pay a stipulated sum of money to the other. Further, as per the provisions of 
Section 74 of the lndian Contract Act and the judgment given by the Hon 'ble 
Supreme Court of India in case of ONGC v/s Saw Pipes, it was not essential 
for a party to prove actual losses before claiming reasonab le compensation. 
Further, as C lause 32(a) o f GCC did not contain any reference to the Works 
Manual of AAI, the provi ions o f works Manual were not enfo rceable on the 
parties entering into a contract. 
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(iv) C lause 32 (a) of GCC clearly stipulated the rate of compensation a 0.5 per 
cent of contract value per week of delay ubject to max imum of 10 per cent of 
the contract value. However, the Management did not apply the rate o f 
compensation as sti pulated in the Contract. 

Thu , short levy of compensation I LD by AAI for delay attributable to the Contractor 

Mis LANCO Infratech Limited, in completion of New Terminal Building at Varana i 

Airport wa against the provisions of the contract and constituted an undue favour by 

AAI to the Contractor. 

The matter was referred to the Ministry in November 2017; their reply was awaited 

(February 20 18). 

2.5 Short levy of liquidated damages 

Airports Authority of India decided to recover reduced liquidated damages to be 
levied for delay, contrary to the terms of contract. This resulted in undue benefit to 
the contractors and loss of revenue of nS.18 crore to AAI in respect of construction 
of new Integrated Terminal building at Civil Enclave, Goa. 

Airport Authority o f India (AAT) awarded a contract for con truction of New Integrated 
Terminal Bui lding at Civil Enclave, Goa to Mis. Consolidated Construction Consortium 
Limited (CCCL) at ~204.73 crore with the scheduled completion date as 15 May 20 12. 
However, the actual date of completion wa 27 March 2015. 

Clause 32 of the contract entered into with M/ CCCL tated that in the event of the 
contractor failing to maintai n the required progress or completing the work a stipulated in 
the contract, he/they shal l be liab le to pay compensation/Liquidated damages @ 

0.5 per cent of contract value per week of delay subject to maximum of 10 per cent of the 
contract value. 

Audi t observed that the related work awarded to CCCL, was completed on 27 March 20 15 
with a delay of 1046 days (16 May 20 12 to 27 March 20 15) agai nst which the delay 
attributable to the contractor wa 536 days. The amount of Liquidated Damages 
app licable under C lause 32 of the contract for this delay of 536 day , worked out to 
~20.47 crore ( 10 per cent of the contract value of ~204.72 crore). However, AAI 
approved (March 2016) extension of time (EOT) up to 07 October 20 13 by 510 day for 
justified hindrance and lev ied compen ation of only ~2.29 crore fo r the unjustified 
hindrance period of 536 days fro m 8 October 2013 to 27 March 2015. Thus there wa a 
short recovery of LD to the extent of~ 18. 18 crore. 

The Managemen t tated (October 20 16) that the compensation is levied only to the extent 
of direct losses acc ruing to AA T on account of delay in completion of the project and 
compensation for de lay/liquidated damages had been recovered from the contractor as per 
Annexure of the Technical Circu lar issued by Member Planning of AAI considering the 
administrative co t incurred for the execution of the project. 

The Ministry stated (May 2017) that the unjustified delay of 528 day was on account of 
executing agency i.e. Mis CCCL. The loss to the department on accoun t of engagement of 
staff for the unju ti fi ed delay had been cal culated in accordance w ith the Technical 
Circu lar of May 2013. The penalty to be levied on account of AAI, worked out to 
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~2.5 l crore, to cover for the increased e tabli hment cost incurred by AAI towards 
engagement of manpower during the unjustified period of delay. 

The reply is not tenable due to fo llowing reasons. 

1. Clause 32 of the Contract clearly stipulated that the contractor was li able to pay the 
amount of LO as a percentage of the value of the Contract. Thus recovering an 
amount, Jes than that tipulated in the Contract, was not a per the provisions of 
the Contract and hence not justified and amounted to extending undue favo ur to the 
contractor . 

11. As per Section 74 of the Indian Contract Act dealing with compensation for breach 
of contract where a penalty has been stipulated to be lev ied, the party complaining 
of the breach, when the contract has been broken is entitled to receive from the 
party who has broken the contract, the amount so named, whether or not actual 
damage or loss have been proved to have been caused or not, if the sum is named 
in the contract as amount to be paid in case of such breach. 

111 . The Management's reply that the lo. s to the department on account of engagement 
of staff for the unjustified delay had been calculated in accordance with the 
Technical Circular of May 2013 i not acceptable. The terms of contract were 
agreed by both the parties and therefore were binding on the Contractor. Since, the 
Contract specifically provided for recovery of Liquidated damages, in case of 
de lay, the Company should have recovered the LO at the rate specified in the 
Contract. 

Thus, due to the undue benefit given to the contractors by non-recovery of amount 
of LO as stipulated in the Clause 32 of the contract , AAI had to forego a revenue of 
n8.18 crore. 

The matter was referred to the Ministry in October 20 17; their reply was awaited 
(February 20 18). 

Air India Limited 

2. 6 Irregular payment of Incentfre lo cabin crew 

Payment of incentive to the cabin crew by Air India without approval of the Board 
of Directors of Air India Limited (AIL) or the Ministry of Civil Aviation resulted 
in irre~ular expenditure of fll.95 crore, for the years 2015-16 and 2016-17. 

Pay and allowance of Cabin crew of Air India Limited are governed by terms and 
conditions of their appointment. As per Para 1.18/J .19 of said terms and conditions, the 
crew wou ld be paid an hourl y payment, layover/meal allowance and supplementary 
layover/meal allowance, as applicab le to thei r grade when they performed flying duties. 
The crew members were bound to accept flight dutie /standby duties in between flight 
duties within the pre cribed fl ight duty time limit (FDTL), as a . igned by the 
Management. 

The crew was required to undertake any flying and ground duties, including the operation 
of special or chartered flights a per Para 1.46 of the terms and conditions of appointment 
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of the cabin crew. As per agreement (September 2008) entered into by the Company with 
the Air India Cabin Crew Association, the cabin crew was eligible for flying allowance. 

The fl yi ng allowance was tructured in slab rates with flying allowance increasing with 
the increase in number of fl ying hours. The underlying princ iple was to fl y more and earn 
more. The agreement did not provide for payment of any additional allowance for flying 
normal duty hours. 

In addition to the above allowances, prescribed by the Agreements with the Cabin crew 
members, Company paid the fo llowing additional allowance , for flying hours w ithin the 
normal range of duty hours, without obtaining the approva l of Board of Directors of the 
Company or the Ministry of Civil Aviation. 

1. The Company paid ~25,000 for flying for more than 475 hour every year and or 
~50000 fo r fl ying of 950 hours every year, as fl ying tar awards with effect from 
Jan uary 20 14. The Company paid a total amount of ~1 0.4 1 crore20 during the 
Financial Years (F.Y.) 20 15- 16 and 2016-17 a flying star awards of cabin crew 
and for fl ying 475/950 hours in the calendar years 2014 and 20 15. 

11. Air India operated Charter fli ght to ferry Haj Pilgrims, every year, during the Haj 
peri od (August to October). The Company decided (August 2015) to pay Haj 
incenti ve allowance of ~ I 0000, to each crew member who did not take more than 
2 days leave in a month during the Haj season 2015 to incenti vize and to improve 
avajlability of cabin crew. The Haj A llowance was further increased (June, 20 16) 
to ~ 15000/ per crew member during Haj eason 2016. All the cabin crew, 
irrespective of whether they were involved in Haj operation or not, were being 
paid the Haj incentive. The additional expenditure towards payment of Haj 
allowance for flying normal duty hours amounted to n .54 crore21 for the years 
20 15 and 20 16. 

Audit ob erved that: 

a) The directions (June 20 14) of Director General of Civi l Aviation (DGCA) relating to 
Flight duty and flight Time limitation , stipulated that the crew could fly up to a 
maximum of 1000 hours in any period of 365 days for both domestic and international 
operations. Therefore, payment of additional allowance, as Star Allowance, for flying 
475 hours and 950 hours lacked justification as the flying hours were within the 
maximum flying hours of 1000 hours per year per cabin crew, prescribed by DGCA. 
No separate allowance was therefore, warranted. 

b) Department of Public Enterprises (DPE) had stated that, no further 
allowance/benefit/perks was admiss ible outside the 50 per cent cei ling of basic pay 
except Dearness Allowance, House Rent Allowance and City Compensatory 
Allowance as mentioned in OPE OM dated 26 November 2008, dealing with revision 
of structure of pay of executives and non-unionised executives in all Central Public 

20 The Company paid a11 amou11t of ('4. 71 crore as flyi11g star awards to 1243 cabin crew members, 
during the Financial Year (F.Y.) 2015-16for flying 4751950 hours in the cale11dar year 2014 and 
lS. 70 crore to 1530 cabin crew members during the F. Y. 2016-17 for flying 4751950 hours in the 
calendar year 2015 

21 Air India paid Haj allowance of l56.50 lakh during the year 2015 and '97.65 lakh 2016 
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Sector Enterpri ses. Payment of 'star allowance' and 'Haj allowance' was therefore, 
contrary to guide lines of DPE, applicable to all public sector enterprises. 

c) An independent committee under the chairmanship of Justice D.N. Dharmadhikari 
(JDC), had been set up (May 20 11 ) by the Ministry of Civil Aviation for 
harmonisation of wage costs between Air India and er twhile f ndian Airlines22

. The 
Committee (JDC) ubmitted (January 20 12) it recommendation to Mini try of Civil 
Aviation (MoCA) which was accepted by MoCA in June 2012. As per the 
recommendations of the Committee, total emoluments to be paid to pilots, engineers 
and cabin c rew would be fi xed only with the approval of the Union cabinet as 
di spensation like flying allowance, license allowance etc . would fa ll outs ide the DPE 
guidelines and deviations from such guide lines required approval of the Cabinet. No 
such approval wa seen to be obtai ned by the Company wh ile recommending 
additional allowances. 

d) Para 8.5.2 of the Report No. 40 of 20 16 of Comptroller and Auditor General of India 
on Turnaround Plan and Financia l Restructuring Plan of Air India Limited had 
highlighted substantial under-utilisation of the Cabin crew by the Company during the 
period from 2013 to 2015. The report pointed that o nly 40 per cent to 70 per cent of 
the cabin crew were utilised for over 70 hours a month. It was observed that 12 per 
cent to 27 per cent of the available crew were be ing utili sed for upto 50 hours onl y. 
Despite the under utili sation of available crew, the Company allowed payment of 
additional allowances in form of star a llowance and Haj allowance. 

Thus, payment of allowances without obtaining the prior approval of Board of Directors 
of the Company and Ministry of C ivil Aviation resulted in irregular expenditure of 
~I 1.95 crore towards payment for the Haj incentive and slar award incentive, during the 
year 2015 and 20 16. 

The Management (November 2017) stated Lhat: 

I) There is a cap of max imum 1000 hours in a peri od of 365 consecutive days and 
the crew were also entitled to 54 days of various types of leave which further 
reduced their utilisation . During the period of Haj Operation, the avai lability of 
crew was vital and hence this incentive was paid as a measure to ensure 
availability of cabin crew dming Haj period. 

2) Incenti ves were paid to ensure that the crew operated, up to the maximum limits, 
at times even by not avail ing their entitled leave particularly in the context of 
shortage of crew. The hours avai lable after considering the requirements 
prescribed by the Director General of Civil Aviation (DGCA) were not enough to 
ensure smooth operations during Haj season and the Company had to incentivise 
the crew to work longer period upto the max imum limit prescribed by DGCA. 

3) The Company aved on the Hotel cost at Medina and Jeddah by not providing 
layover at Saudi Arabia. By avoiding such night stop at Madinah (MED)/ Jeddah 
(JED), the Company not only saved US$ 850 per person per night respectively, 
but also avoided unproductive night stops thereby increasing crew avai lability and 

22 Air India (A l ) and Indian Airlines (IA) had different human resource management practices prior 
to their merger (2007) as they were operating in different markets 
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uti li ation. There had been large savings on account of this as compared to the 
incentive paid. As per the recommendation of the Committee, the total 
emoluments to be paid to the cabin crew would be done only after the approval of 
the Union Cabinet as dispensation like flying allowance, license allowance etc. 
would fall outside the scope of OPE guideli nes and such deviations wou ld require 
approval. 

4) Approval of senior Management had been obtained for the payment. 

The reply of the Management is not tenable due to the following:-

1. The Management in its reply furni shed a copy of the minutes of meeting held on 5 
January 2015 with Min istry of Civi l Aviation, wherein it was decided that 
attractive Incenti ve sche mes must be introduced for cabin crew who performed 
well and were fl ying regularly with high utili ation of hours. Audit ob erved that 
as per the mi nute of the meeting held in January 2015, with the Ministry, the 
discussion was to introduce an attracti ve sche me. No spec ific approval was 
obtained from the Ministry of C ivil Aviation or Board of Directors of Air India 
Limited for payment of Star award incenti ve or Haj allowance. Besides, the 
payment of star awards commenced in January 2014, even before the meeting was 
held. 

11. The Management's claim that it was sav ing on the Hotel co tat Saudi Arabia by 
not providing layover at MED/JED airports thus justifying Haj allowance and 
Incentives does not hold good as the crew was already be ing paid an additional 
$ 100 as Quick Turnaround Allowance in addition to the Haj allowances o f 
~ 15000/- per crew as well as layover allowances. 

In the light of the financial crunch faced by the company and the dependence fo r 
equity support on the Government of India, for the working capital require ments 
o f the Company, the additional payment of~ 11 .95 crore as incentive to the cabin 
crew during the years 20 14-15 and 20 15-16 lacked justification. 

The matter was referred to the Ministry in December 20 17; their reply wa. awaited 
(February 20 18). 

2. 7 11dditional expenditure 011 appoi11tme11t of retired cabin crew 

Air India Limited appointed retired cabin crew members to tide over the shortage 
of cabin crew in its Mumbai station on contract basis at a higher compensation 
instead of appointing cabin crew on contract basis at lower fixed pay and 
allowances. This resulted in additional expenditure of ~7.20 crore during the period 
from J anuary 2016 to Julv 2017. 

Air India Limited (Company/AIL) in a meeting (February 2014) of the senior executi ves 
of the Company, to discu s action to be taken to mitigate the disruption of ervices on 
account o f shortage of cabin crew, decided to engage a Placement Agency and process 
recruitment of 100 cabin crew on immediate basis. The Committee also decided to 
engage retired cabin crew on six month contract at Mumbai and Delhi . 

The Company subsequently decided (December 2014) as a hort term plan to recruit 
retired staff members as cabin crew to tide over the shortage of cabin crew which was 
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resulting in cancellations/delays of flight. The Company accordingly appointed retired 
cabin crew on contract basis during from January 20 15. The Company continued to 
appoint the retired persons as Cabin crew (ranging from JO to 32 crew members during 
various months) even during the calendar year 20 16 and 20 17. The Company however, 
did not take any action to process recru itment of I 00 personne l as cabin crew on contract 
basi as decided during February 20 14. 

As per the terms of the Contract, the retired cabin crew wa eligible to draw consolidated 
emoluments, based on last drawn pay and fl ying allowance based on actual flying hours, 
at the applicable rate. The total payment made by the Company to the retired cabin crew 
amounted to ~9 . 1 6 crore during the period from January 20 16 to Jul y 201 7. 

The Company had been appointing cabin crew on contract basis from Air India Express 
Limited (erstwhi le Air India Charters Limited), from September 201 1 onwards. On 
7 March 20 15, the Company signed harmoni ation contracts of cabin c rew flying with 
AIL accord ing to which all the ex isting contracts of airline altendants of Air India 
Charters Limited (A fCL) who were nying with AJL were to be converted into contracts 
with AIL directly and harmonised with effect from I April 2015. The new contract was 
va lid until 20 17. 

Audit observed that the cabin crew member recruited on contract basis were paid 
compensation (salary and allowances) which was substanti all y lower, as compared to that 
of the retired staff of AIL employed on contract basis. Thu , it was financially prudent for 
the Company to avail the services of the cabin crew taken on contract basis from an 
outside placement agency23

, instead of appointing its retired cabin crew. Hiring reti red 
cabin crew instead of taking the crew on contract ba is, resulted in additional expenditure 
of ~7 .20 crore24 for the period fro m January 20 16 to July 20 17. 

Thus, by not initiating proce s to recru it the cabin crew on contract basis during 20 15 and 
continued hiring of the retired cabin crew at a substantiall y highe r rate of compensation, 
even during 20 16 and 201 7, (considering the rate of monthl y fixed allowance of the 
ex isting staff on contract basis contracts were valid until 20 17) Air India had incurred an 
avoidable expenditure of n.20 crore25 during 20 16 and 2017. 

The Management in its reply (24 November 20 17) stated that: 

I . The requirement of cabin crew increased due to augmentation of n eet and 
expansion of network. 

2. Extensive trai ning wa given to the Cabin crew which was aircraft spec ific. After 
induction of the cab in c rew as trainees a lead time of 3-4 months was required 
before they started n ying. 

3. In September 20 16, MoCA had authorised AIL to engage ervices of retired staff 
on contract for a period of one year extendable fo r another year. 

13 As decided in the meeting held 0 11 02 February 2014 
14 Amount worked out by comparing the actual compensation paid to the retired employees for actual 

flying hours as against the compensation that would have been required to be paid to the 
Contractual employees for same flying hours 0 11 same route 

15 The Monthly fu:ed salary (excluding allowances) for the existing contractual staff was (13,500 
whereas the monthly fixed payment (excluding allowances) of the retired cabin crew who have 
completed at Least 60 hours of flying in a month ranged from 26251 to 130645 per month depending 
0 11 the last salary drawn and number of hours completed in the month by the respective member 
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The reply is not acceptable in view of the following. 

i. If the Company had initiated action on ~he Management's decision (February 
2014) to appoint cabin crew on contract basis, during December 2014, when the 
Company started recruiting retired cabin crew, it could have inducted the required 
number of cabin crew by January 2016, to replace the retired persons appointed at 
higher compensation, even after considering the lead time of appointment and 
training time of three to four months. 

ii. MoCA vide letter dated 22 September 2016 authorised the CMD, Air India to 
engage staff on short-term contract basis at his level for a period of one year, 
which may he extendable at the maximum py another year, subject to the Air India 
Board being kept informed of such recrui.tments. However, -there"'was no record 
of approval of the Board as directed by MoCA. Further,· tlie appointment of 
Contract staff was subject to an upper ceiling of 250 personnel. However as on 
1 April 2015, the Company had already appointed 364 cabin crew personnel on 
contract basis. 

Thus, the Company incurred an additional expenditure of ~7.20 crore on the pay and 
allowances due to appointment of the retired cabin crew of the Company . instead of 
appointment of cabin crew on contract basis from Air India Express Limited at its 
Mumbai station during the period from January 2016 to July 2017. 

The matter was referred! to the Ministry in January 2018; their reply was awaited 
(February 2018). 
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[-~~~~-CHAPrE~~-R_ID~:-MINIS~~TR-Y~O-F_c_o_~~~~~--l 
Bharat Coking CoaJ Limited 

3.1 Blending of precious steel grade coal with inferior washery grade coal 

Steel grade coal is precious, fetches higher revenue and can be used directly by 
consumers in the steel sector. Due to relatively low ash content, it does not require 
washing. However, Bharat Coking Coal Limited (BCCL) blended steel grade coal 
with j~erior washery grade coal in its four washeries, instead of supplying the steel 
grade coal directly to customers and earning higher revenue. This has resulted in loss 
of ~95.09 crore to the Company during 2013-14 to 2015-16, worked out on a 
conservative basis. 

Bharat Coking Coal Limited (BCCL), one of the coal producing subsidiaries of Coal India 
Limited (CIL) is engaged in mining, washing and distribution of coal to meet the energy 
requirement of its consumers. BCCL produces both coking and non-coking coal. Coking 
coal having less than 18 per cent ash is termed steel grade coal which can be used 
directly by consumers in the stee l sector. Coal hav ing higher ash content (18 per cent to 
35 per cent) is termed washery grade coal and requires wa hing to make it suitable for use 
in production of steel. 

During 20 13- 14 to 20 15-16, BCCL fed 26.33 lakh tonne of coking coal into its 
four washeries (Sudamdih & Dugda-ll for entire period and Mahuda & Bhojudih only in 
20 15- 16) by blending J 3.9 1 lakh tonne steel grade coal 1 with 12.42 lakh tonne washery 
grade coal, which finally yielded only 6.64 lakh tonne of washed coal (25 per cent) along 
with middling, slurry and reject . Audit observed the following in thi s regard: 

(i) Wa heries of BCCL do not require any blending of steel grade coal with washery 
grade coal. Steel grade coal fetches a much higher revenue compared to washery 
grade coal and hence, teel grade coal hould be directly old to customers in the 
teel sector to fetch higher revenue. 

(ii) BCCL had a Memorandum of Under landing (MOU) with Mis Tata Steel and 
SAIL for supply of raw steel grade coking coal. BCCL was to supply 25 lakh 
tonne of raw coking coal to Mis Tata Steel in 2013- 14 which it could not supply. 
BCCL had also agreed to supply 12 lakh tonne of steel grade raw coking coal to 
SAIL during 2014- 15 to 2015- 16, against which the compan y could supply only 
1.02 lakh tonne. There was thus, adequate demand for raw steel grade coal mined 
by BCCL. 

(iii) It was seen that the washeries of BCCL are designed to wash raw coking coal 
hav ing more than 24 per cent ash which needs to be en ured by the Company. 
Audit noticed that to en ure thi s, a mechanism of Linkage Committee has been 

Comprising 0.16 /akh to1111e steel grade I coal and 13.75 lakh to1111e steel grade II coal 
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in tituted in Central Coalfields Limited (a subsidiary of CIL and a sister concern of 
BCCL). The Linkage Committee decides annuall y the quality, quantity and the 
ources of raw coal to be di spatched to the wa heries. BCCL, however, has no 
uch linkage committee and raw coking coal of different grade including steel 

grade coal is di spatched from the collieries to washeries as a part of day to day 
operations, in a routine manner, without dete1mining their requirement for 
washing. Different grades of coal are mixed at the washerie and wa hed coal is 
produced. 

(iv) During the three year period (2013- 16), BCCL fed 13.91 lakh tonne of steel 
grade coal along with 12.42 lakh tonne of washery grade coal in their washerie 
(52 per cent of steel grade coal) and generated onl y 6.64 lakh tonne of washed 
coal, the yield during this period being 25 per cent. During prior period (20 I 0-13), 
BCCL wa hed 58.50 lakh tonne of coking coal containing 33.80 lakh tonne steel 
grade coal (accounting for 58 per cent of feed) in these washeries and produced 
26.42 lakh tonne of wa hed coal, yie ld being 45 per cent. During ubsequent 
period (20 16-17) also, the Company proce ·sed 13.37 lakh tonne of coking coal 
containing 5.95 lakh tonne steel grade (accounting for 44 per cent of feed) and 
produced 5.58 lakh tonne o f wa hed coal , yield being 42 per cent. Thu , the yield 
from these four wa herie during 2013- 16 at 25 per cent was ignificantly lower 
compared with yields achieved from the same wa heries in prior (45 per cent) and 
subsequent (42 per cent) periods. 

Audit worked out the additional revenue that BCCL could have earned during 2013- 16 if 
the steel grade coal had been directly dispatched to steel consumer in tead of blending 
with washery grade coal as indicated in the follow ing table: 

SI. 
No. 
I 

2 

3 

4 
5 

6 

1 

J 

4 

5 

(~in cr ore) 
Particulars Year 

2013-14 2014-15 2015-16 
Sa le value as es ed by audit of 13.91 lakh tonne tee I 
grade (I & II) coal at notified price2

( including crushing 
20 8. 12 50.70 424 .86 

charges\ clean energy ce s~ , stowing excise duty5 and 
royalty ) 
Actual a le value of 6 .64 lakh to nne of washed coal 

145.96 28.05 236 .95 
received 
Ac tual sale value of by-products received for not 
produc ing washed coal of 7 .27 lakh tonne stee l grade 45.74 12.28 11 9 .60 
coal but produced by-products only 
Tota l sale value received [Sl.No.2+Sl.No.3] 191.71 40.33 356.55 
Loss o f revenue due to blending of steel grade coal in 

16.41 10.37 68.3 1 
washeryl Sl.No. 1-Sl.No.4] 
Total loss of revenue fSum of Row No. 51 95.09 crore 

Notified price is the sale price fixed by Cl L for various grades of coal and is normally lower than 
MOU Price. Notified price of raw steel grade Coal I & II are Rs.4880 per ton11e and r4080 per to11 11e 
respectively. Notified price has been used to assess the sale value Oil conservative basis 
Charges recovered by Coal Companies from the customers for supply of crushed coal of different 
sizes 
Clean Energy Cess is a kind of carbon lax levied as a duty of Excise Oil Coal w.e.f 1 July 2010 to 
finance and promote clean environment initiatives 
Stowing Excise Duty is levied by Government of India 011 Coal for rehabilitation, stowing and 
infrastructure development of abandoned mines 
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Audit has worked out the loss on a conservative. basis, without considering the value of 
12.42 lakh tonne washery grade coal, the cost of washing steel grade coal and assuming 
notified price which is lower than the MoU price for steel grade coal. 

The Management of BCCL (January 2017) stated that stock of steel grade coal had 
accumulated which had. no buyer, posing risk of quality deterioration and fire. Therefore 
the Management had no alternative but to use it in washery for supply of washed coal to 
SAIL at a higher value ({6550 per tonne) to avoid loss to the company. 

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

+r '.'rr'1o1 i;'h~ contention that there was no buyer of steel grade coal is not based on facts as 
. BCCL could not fulfill its commitments for supply of steel grade coal as per 

existing MOUs with Tata Steel and SAIL. 

@ The contention that the Company derived a higher value by washing steel grade 
coal is not tenable. The quantity of washed coal that was produced from the 
blended coal during 2013-14 to 2015-16 was only 6.64 lakh tonne for which 
BCCL earned a revenue of {588.59 crore (value of washed coal and by-products). 
Alternatively, if the entire quantity of 13.91 lakh tonne of steel grade coal was 
supplied directly to consumers even at notified price, it would have fetched an 
amount of {683.68 crore. ff the MOU prices are considered (as BCCL had the 
option of sale of the steel grade coal against MOUs with SAIL and Mis Tata 
Steel), the loss of revenue would be much higher6

. 

® Availability of indigenous coking coal in India is scarce. SAIL had to import 
128.70 lakh tonne of coking coal in 2014-15 and 133.00 lakh tonne in 2015-16. 
Thus, blending of precious steel grade coal, without any commensurate 
commercial benefit amounted to wastage of national resources. 

The decision of BCCL to blend precious steel grade coal with washery grade coal resulted 
in loss of additional revenue during 2013-14 to 2015-16, conservatively worked out as 
{95.09 ctore. 

Recommendations 

6 

(i) The Management should review their practice of routinely blending precious 
steel grade coal with washery grade coal. The desirability of adopting the 
mechanism of linkage committee instituted in CCL for determining the 
quantity and quality of washery feed should also be reviewed. 

(ii) The yield of washed coal, even after blending of steel grade coal, was 
abnormally low during 2013-16, when compared to prior and subsequent 
periods. The abnormally low yields during this period may be critically 

MOU price of ?'1176 for Steel Grade-II coal with Tata Steel and r6765/ ~985 for Steel Grade-I/ 
Steel Grade-II coal with SAIL vis-a-vis notified price of (48001 (4080 for Steel Grade-fl Steel Grade
ll coal 

39 



Report No. 11of2018 

reviewed to assure that the interests of the Company have not been 
compromi ed. 

The matter was referred to the Ministry in November 20 17 I February 2018; their reply 

was awaited (February 20 18). 

3.2 Improper procurement of JOO tippers 

Bharat Coking Coal Limited procured 100 tippers of 35 tonne capacity replacing 
dumpers of the same capacity. The decision to purchase tippers for replacing 
dumpers, without following due procedure and assessing technical feasibility of such 
change, resulted in improper expenditure of f79.59 crore. Moreover, BCCL had to 
incur unfruitful expenditure of fll.31 crore on supervision charges of idle tippers 
during 2014-17. 

Bharat Coking Coal Limited (BCCL), a subsidiary of Coal India Limited (CIL), is 
engaged in mining of coal from openca t and underground mines through departmental 
means as well as outsourcing. In the opencast mines of BCCL, departmental production is 
carried out with the help of Heavy Earth Moving Machineries (HEMMs) such as shovels, 
dumpers, dozer etc. These machines are procured either for meeting the requirement of a 
new project or for replacement of ex isting machineries. The procurement of these 
machines is guided by the purchase manual of CIL and relevant plans of HEMM 
deployment contained in the approved project reports of the concerned mines. 

BCCL received (July-August 20 12) indents against their surveyed off7 35 tonne dumpers, 
from ten different mining area . Accordingly, Notice Inviting Tender (NIT) for domestic 
bid wa floated (October 2012) for procurement of hundred 35 tonne dumper , includi ng 
Maintenance and Repair Contract (MARC) of these dumpers for six years. Though the 
indents were for dumpers, BCCL included specifications of both dumper and tipper in the 
NIT on the grounds that this would widen the participation of vendors who were engaged 
in the manufacture of dumpers as well as tippers. 

BEML Limited (a Government of India company under Ministry of Defence), one of the 
bidder of this NIT, objected (February 201 3) to the mixing of specification of dumper 
and tipper in the NIT to the Independent External Monitor8 (IEM). In their representation, 
BEML tated that dumpers and tippers were not technically comparable and emphasised 
that the NIT would not invite proper competition as no dumper would be able to core the 
qualifying level in comparison with tipper, since tippers were given higher weightage on 
various technical grounds in the NIT. IEM opined that technical parameters of dumpers 
and tippers were different and like to like comparison between them for evaluation of 
technical merit was not possible. Accordingly, IEM recommended cancellation of the 
tender and invitation of fresh tender either for dumpers or for tipper , a considered 
appropriate by BCCL, without combining the features of both . 

7 

8 

Surveyed off equipment are those which have become wome out beyond economic repair or become 
obsolete with the passage of time 
As per Integrity Pact of Central Vigilance Commission, /11depe11de11t External Monitor is appointed 
to review independence, transparency and objectivity of the agreement signed between prospective 
vendors/bidders and the buyer 
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Subsequently, the mining· areas of BCCL submitted revised indents (March 2013) for 35 
tonne tippers, against replacement of 35 tonne dumpers. CMPDIL9 specifically proposes 
dumpers in their project reports for primary operation of coal/ overburden transportation 
in coal mines. While dumpers are used in combination with shovels in the core mining 
areas for movement of extracted coal from coal face to stock yards, tippers are generally 
used in the mining industry for transportation of coal from stockyard to loading/ despatch 
point. However, BCCL indented for tippers to replace dumpers without any recorded 
reasons or justification for such change. BCCL floated (March 2013) a fresh tender for 
procurement of tippers with MARC for six years . 

. Mis Larsen & Toubro Limited (L&T) was selected as the lowest bidder and purchase 
:.:mder ,(July 2013) valuing ~309.58 crore (~79.59 crore for equipment and ~229.99 crore 
. !or MARC for six years) was issued to them for purchase of hundred 35 tonne tippers 

manufactured by Mis. Scania Commercial Vehicle India Private Limited10 (SCVllPL). 
L&T was the sole distributor for Scania made tippers in India. All the 100 tippers were 
supplied within the scheduled time (December 2013 to January 2014) and commissioned 
at different mines of BCCL during December 2013 to May 2014. The payment for tippers · 
was made directly to SCVIPL and MARC supervision charges were paid to L&'f. Over 
2014-17, the average annual utilisation of these tippers was of the order of 25 per cent to 
26 per cent. 

9 

Audit observed the following in this regard: 

(i) Dumpers have been traditionally operated in mines of BCCL for more than four 
decades. While considering the advisability of a combined tender for dumpers and 
tippers (February 2013), the IBM had opined that the time tested practice of use of 
dumpers for mining operation should not be altered all of a sudden unless there 
were compelling reasons for doing so. IBM had also emphasised that safety and 
security of miners needed to be considered while introducing tippers in the mine 
for the first time as no other subsidiary of CIL was using tippers for departmental 
mining. However, the decision to introduce tippers was not found to be backed by 
any justification. 

(ii) Clause 5.4.4 of the purchase manual of CIL provides that clearance of CMJPD]]L is 
required in case any variation is made to the specifications of the 
machine/equipment approved :i.n the project report of the mine during 
procurement. Since procurement action was being taken for replacement of 
dumpers, decision to replace dumpers by tippers should have been ratified by 
CMPDIL, which was not done by BCCL management. 

(iii) A proposal for procurement of hundred 35 tonne tippers from L&'f was submitted 
for approval to the BCCL Board. However, the Board agenda (meeting of June 
2013) did not include vital information that the tippers were being procured as a 

Central Mine Planning and Design Institute Limited (CMPDIL) is a subsidiary of CIL, functioning 
as a consultancy agency for the coal sector, prepares project report and fixes utilisation nonns for 
HEMMs 

10 A subsidiary of Scania AJB, a Swedish manufacturer of heavy duty commercial vehicles 
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replacement for dumpers and that tippers were being introduced for the first time 
in departmental mining of ECCL as well a other ubsidiarie of CIL. 

(iv) There were no norms fo r avai labi lity and utilisation of tippers though CMPDIL 
norms exi t for dumpers (avai lability at 67 per cent and utili sation at 50 per cent). 
Con idering that the tippers were a replacement fo r the dumpers, their availab il ity 
and utilisation can rea onably be expected to be of the same order as dumpers. 
Since commission ing of 100 tippers in different mines of BCCL (during 2014- 15 
to 2016-17), their average annual uti lisati on 11 was very poor in the range of 25 to 
26 per cent though they had a high availability 12 of 77 to 80 per cent of total shift 
hours. The utili ation detail of the e 100 tipper for the last three years ending 
20 16- 17 were as fo llows: 

Year Utilisation of 100 tippers with reference to available workin2 hours 
0% More than 5% and 10% and 20% and 50% 

0% but less above above but above but and 
than 5% but less less than less than above 

than 10% 20% 50% 
Number of tippers 

201 4-15 2 10 15 24 49 0 

201 5-1 6 7 13 16 24 37 3 

20 16-17 15 4 12 34 3 1 4 

As seen from the table, no tipper achieved utili sation of 50 per cent of available 
working hours pre cribed by CMPD£L for dumpers in 2014-15 and only 3 tippers 
in 2015-16 and 4 tipper in 20 16-17 could meet these norm . 

(v) ECCL informed Aud it that the low uti lisation of tippers was on account or 
mismatch of tippers w ith other equipment and tippers not being al igned to the 
working conditions of the departmental mines. Tippers have to be u ed in tandem 
with shovels; the tippers procured by ECCL did not match with the existing 
shovels as highlighted below:-

• In Sijua Area of ECCL, Scania made tippers did not match with the available 
EKG 5.0 cum shovel. 

• In EJ Area of BCCL, Scania made tippers worked with only hydraulic shovel 
which was already surveyed off and went under breakdown frequently. 

• In Katras Area of ECCL, dri vers of dumpers were not trained for runn ing the 
tippers. 

Besides, night operation and operation during mon oon with tippers was reported to 
be difficult under departmental mining conditions. 

11 Percentage of Utilisation= [(Total shift hours - Break down hours -ldle hours)/Total shift hours] X 
100, where total shift hours is 24 X 365 

12 Percentage of Availability =[(Total shift hours - Break down hours)/Total shift hours ]X JOO 
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(vi) As per MARC contract, supervision charges were payable on the basis of available 
working hours of the tippers. Since the actual utilisation hours of the tippers were 
significantly lower than the available working hours, BCCL had to pay supervision 
charges of n 1.31 crore to L&T for the hours the tippers remained idle during 
March 2014 to April 2017. 

Thus, procurement of hundred 35 tonne tippers without assessing their technical 
suitability for working in the existing mine conditions of BCCL has resulted in improper 
expe,nditure of ~79.59 crore. Moreover, unfruitful expenditure of ~11.31 crore had to be 
incurred on supervision charges of tippers for the hours they remained idle as they could 

_ 11ot be put into operation in the departmental mine areas due to their incompatibility with
the existing mine conditions and other HEMMs. 

The Management of BCCL stated (January 2018) that: 

• In the hired patches of opencast projects of BCCL, tippers have been successfully 
deployed both for production of coal and removal of overburden 13

. 

• Only BEML is manufacturing 35 tonne dumpers and as such fair competition is 
not available in 35 tonne dumper market. NIT terms and conditions were 
prepared keeping in mind higher participation and for fetching competitive 
pricing. Had there been an exclusive tender for 35 tonne dumper, then probably 
only one prospective bidder i.e. BEML would have participated as presently it is 
the only manufacturer of 35 tonne dumper. 

• Geo-mining parameters of mines are the main guiding factor for deciding types 
of HEMM which vary in different mining fields and in different subsidiaries of 
CIL. In other subsidiaries of CIL, dumpers are mostly bigger than 35 tonne 
dumpers. BCCL mines are different from mines of other subsidiaries as BCCL 
mines are surrounded by thickly populated areas and various hazards like fire, 
presence of developed underground mining, etc create restrictions in shifting of 
HEMM equipment due to restricted space/smaller size of patches, necessitating 
smaller size of HEMM/transport equipment; i.e. tippers. 

• In general, Scania made tippers are working for BCCL and their percentage 
utilisation during 2014-15 to 2016-17 ranged between 25-26 per cent, while the 
utilisation of 35 tonne dumpers in BCCL during the same period was between 16 
to 20 per cent. 

• There are smaller size/capacity hydraulic shovels available in BCCL mines which 
can be worked successfully in combination with 35 tonne tippers. 

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

o Dumper is used for departmental production of coal in opencast mines in an 
subsidiaries of CIL, including BCCL. No subsidiary of CIL has replaced dumpers 

13 Overburden is the rock, soil and ecodsystem that lies above a coal seam or ore body which is removed 
during surface mining 
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with tippers for departmental producti on of coal till date. The major deci ion to 
change the HEMM in BCCL mines alone for the first time needed to be 
appropri ately justified. In fact, initially the mining areas of BCCL had indented 
for dumpers which were subsequently rev ised to tippers without justifying the 
change. 

o Project report of each mine i prepared con idering the ex isting geo-mmmg 
condi tions. Project reports have recommended dumper in combination with 
shovel for production of coal in all mine areas of CIL including those for BCCL. 
Variation in the specification of HEMM from dumper to tipper requi red the 
clearance of CMPDIL as per clause 5.4.4 of the CIL manual, which was not 
complied with by BCCL. 

o That tippers are not suitable for departmenta l mine of BCCL has been 
acknowledged by u ers of the tippers in the mining area . It ha been stated that 
the mines of BCCL are deep and conical shaped with high gradient and u e, in ter 
alia, 35 tonne du mpers in combination with 4-5 cubic metre capacity e lectrical 
shovels. The tippers either did not match with the shovels or matching shovels 
were not available restricting deployment, particularl y in monsoon, to avo id 
toppling/accidents due to slippery road of the mine. Further, due to wide gap 
between rear tyres and heavy weight of the dumpers running in the departmental 
mines, ridges had formed in the middle of haul road, which impeded functioning 
of ti pper . 

o Performance of newly procured tippers and that of older dumpers which were last 
procured in 2008 and commi ioned between April 200 l and October 2009, are 
not comparable. In fact, considerable numbers o f old dumper were not available 
at aJI for utilisation during 2014- 17. Record revealed that uti li ation of the 
available older 35 tonne dumpers was up to 40 per cent during thi s period. 

Thus, BCCL's decision to purchase tippers for replacing dumpers, without following due 
procedure and as es ing technical fea ibili ty of uch change in HEMM, resulted in 
improper expenditure of n9.59 crore on procurement of 100 tippers. Moreover, BCCL 
had to incur unfruitfu l expenditure of~ 11 .3 1 crore on supervision charges of idle tipper . 

The matter was referred to the Ministry in January 20 I 8; their reply was awaited 
(February 20 18). 

Central Coalfields Limited 

3.3 A voidable Payment of Penal Charges 

Central Coalfields Limited (CCL) has traditionally drawn more power than the 
contracted demand with Damodar Valley Corporation (DVC) at Kathara area. 
Despite introduction of penal charges by Jharkhand State Electricity Regulatory 
Commission (JSERC) for drawing higher than contracted power in September 2014, 
CCL failed to revise its contracted demand resulting in avoidable payment of penal 
demand charges of f6.79 crore during the period from September 2014 to March 
2017. 
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Central Coalfields Limited (CCL) draws power from Damodar Valley Corporation (DVC) 
for carrying out mining operations at Kathara Area, located in JharkJ1and. A contract 
demand of 5000 KVA was agreed between CCL and DVC in 2006 for thi s area. CCL 
draws additional power from DVC over and above the contract demand, a and when 
required. Traditionally CCL ha drawn much beyond the contracted power from DVC 
(average monthly demand was 15957 KVA during April 20 13 to August 20 14 against the 
contracted demand of 5000 KV A). 

In September 20 14, Jharklland State Electric ity Regulatory Com mis ion (JSERC) is ued 
Multi Year Tariff (MYT) order for DVC command area of Jharklland, which inter a/ia, 
introduced penal demand charges. The order fi xed normal demand charge of ~410/KVA 
per month upto consumption of I I 0 per cent of the contract demand. Beyond this 
consumption, the consumer had to pay penal demand charges @ 1.5 times the normal 
tariff of ~41 O/KVA per month (~6 1 5 /KVA). 

Audit observed that the average monthly demand of CCL for the Kathara area during the 
period, September 20 14 to March 20 17, was 18488 KV A. CCL, however did not revi se its 
contract demand which remained at 5000 KV A. Since the actual demand was much 
beyond 110 per cent of the contract demand, CCL had to pay penal demand charges 
during thi period as per MYT a indicated in table be low: 

( I ) Aggregate of month ly contract demand (in KV A) 220000 
(2) 11 0% of the aggregate of monthly contract demand on which normal 242000 

demand charge is applicable [ ( I ) x I I 0% I (in KV A) 
(3) Actual power consumption ( in K Y A) 573 122 
(4) Power consumption on which penal demand charges were levied I (3) - (2) ] 33 1122 

(in K VA) 
(5) Penal demand charges paid [ (4) x ~6 1 5 per KVA I ~20,36.40,030 

(6) Avoidable penal demand charges paid [(4) x (~6 1 5 - N I 0) per KV A] ~6.78 ,80,0 I 0 
or ~6. 79crore 

Audit further ob erved that the Kathara Area requested CCL headquarters for 
enhancement of contract demand from 5000 KV A to 19000 KV A to avoid penalty in 
August 20 15 and January 2016. However, CCL did not take action to revi se the contract 
demand. Instead, CCL repeatedl y requested DVC for waiver of penal demand charges for 
ad-hoc power requirement over and above the contract demand. This was declined by 
DVC tating (May 20 16) that there was no provis ion in JSERC tari ff fo r grant of any ad
hoc power. DVC had also conveyed (April , May 201 6) that it was ready to examine a 
propo al for enhancement o f contract demand by CCL within the ambit of JSERC tariff 
order. Even after be ing pointed out by DVC as well as by Kathara area, CCL did not take 
any action to rev ise their contract demand with DVC and continued to pay penal demand 
charges. Subsequently, from the month of April 20 17, DVC suo moto revised the contract 
demand to 20000 KVA following which penal demand charges were not levied. 

The Management stated (November 20 17) that: 

• After introduction of MYT, DVC stopped granting ad-hoc power to CCL on the 
plea that there was no provision of ad-hoc power in the JSERC tariff and started 
rai ing penal charges violating the mutual agreement between CCL and DVC for 
granting ad-hoc power as and when required. 
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• As per the tariff order from JSERC, DYC was required to get the MOU modified 
mutuaJly in consultation with CCL, which had not yet been done . Moreover, CCL 
had attempted to place the fact before DVC time and again for continuing with 
ex isting arrangement for allocation of ad-hoc power and charging thereof on pro 
rata basis as per the terms and conditions of mutual agreement/ MOU. 

• Had CCL executed new agreement with DYC for contract demand of 20000 KV A 
in order to avoid penal charges at Kathara, there wou ld have been an approx imate 
loss of ~46 lakh 14 per month on account of demand charge for non-utilisation of 
power from DYC as CCL would have been able to meet the power requirement of 
mining operation from its 20 MW captive power plant at Kathara. 

The above repl y of the Management is not acceptable in view of the following: 

• Tariff for power uppl y in the DVC command area of Jharkhand is fixed by 
JSERC. Immedia tely after introduction of MYT, DYC intimated (October 20 14) 
CCL that there was no provision of ad-hoc power as per JSERC tariff order. Thus. 
for additional power requirement over and above the contract demand, CCL had to 
pay penal charges as per M YT order. 

• The power requirement of Kathara Area was not met from the ex isting 20 MW 
captive power plant at Kathara in any month of the period commented upon. 
[n fact, the power drawn monthly from DYC was much higher than 5500 KVA 
(1 10 per cent of the contract demand of 5000 KV A) during this period leading to 
payment o f penal demand charges . Hence, the question of loss on account of 
higher contracted demand does not arise. 

Thus, CCL fai led to take appropriate action in revising its contract demand with DVC for 
the Kathara area, despite being alerted by DVC as well as the unit management (of 
Kathara) which led to avoidable payment of penal demand charges of ~6.79 crore over 
September 20 14 to March 20 17. 

The matter was referred to the Ministry in December 2017; their reply was awaited 
(February 2018). 

NLC India Limited 

3...1 Excess payment of perks and alloumnce.'i 

NLC India Limited paid perks and allowances to its employees over and above the 
ceiling of SO per cent of their basic pay in violation of DPE guidelines, resulting in 
excess payment of ~21.14 crore. 

The Department of Public Enterprise (OPE) issued (November 2008) guidelines 
on revision of scales of pay of the Board level and below Board level executives and 
non-unionised supervisors in Central Public Sector Enterprises (CPSEs) effective from 

14 Difference between the demand charges per month for 20,000 KVA (0.75 x 20000 x (410)- demand 
charges for 5000 KVA (0.75 x 5000 x r 410), assuming minimum guaranteed power payment of 
75 per cent of contract demand 
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1 January 2007. As per the guidelines, the Board of Directors of CPS Es would decide on 
the allowances and perks admissible to different categories of the executives subject to a 
maximum ceiling of 50 per cent of the basic pay. Instead of having a fixed set of 
allowances, the CPSEs could follow 'Cafeteria Approach' allowing the executives to 
choose from a set of perks and allowances. 

Based on the DPE guidelines, NLC India Limited (Company) approved (January 20U) 
the pay revision for the Board level and below Board level Executives and Non-Uruionised 
Supervisors and issued (February 2011) orders for revision of perks and allowances, 
effective from 26 November 2008. As per the orders, the perks and allowances included 
(i} Common Allowance equivalent to 40 per cent of basic pay; and (ii) Area Based 
Allowance,which included (a) Mines Allowance ranging from 6 per cent to 9 per cent of 
basic pay, (b) Thermal Allowance ranging from 5 per cent to 7 per cent of basic pay, and 
(c) Service Area Allowance equivalent to 5 per cent of basic pay. In addition to these 
percentage-based allowances, the Company also granted to the below Board level 
executives and non-unionised supervisors fixed-rate compensation such as Miner's 
personal compensation, Operation monitoring compensation, Night shift compensation, 
Project compensation, etc. 

Audit observed that the Company paid allowances/benefits/perks to the Board level and 
below Board level executives and non-unionised supervisors in excess of the prescribed 
ceiling of 50 per cent of the basic pay. Consequently, excess payment of ~21.14 crore was 
made by the Company during the period from 2010-11 to 2016-17 in contravention of the 
guidelines issued by DPE. 

The Management stated (July/October 2017) that the NLC Board had approved the 
recommendations of a Committee constituted for deciding on the perks and allowances to 
the executives of the Company, wherein the aggregate amount of revised perks and 
allowances for Board level and below Board level executives and non-unionised 
supervisors for 2010-11 worked out to 48.97 per cent of their aggregate basic pay. The 
aggregate amount of perks and allowances paid to the Board level and below Board level 
executives and non-unionised supervisors during the period 2014-15 to 2016-17 was wen 
within the maximum ceiling of 50 per cent of the total basic pay. Further, as DPE 
guidelines of November 2008 did not specify that the maximum ceiling of 50 per cent of 
the basic pay was applicable to individuals, the Company had not deviated from the DPE 
guidelines. The Ministry endorsed (October 2017) the reply of the Management. 

The reply of the Management/Ministry is not acceptable as the DPE guidelines of 
November 2008 provided a maximum ceiling of 50 per cent of the 'basic pay' and not the 
'aggregate basic pay' of all executives. The ceiling, therefore, needed to be applied with 
reference to the basic pay of the executives individually and not collectively. Further, 
while issuing a clarification on payment of performance linked incentive (PLI) by CPSEs, 
DPE had stated (July 2011) that PL][ can only be distributed within the 50 per cent ceiling 
on perks and allowances of the basic pay of 'individual' executives. Thus, the ceiling on 
perks and allowances was applicable to the basic pay of each executive separately. 

47 



Report No. 11 of 2018 

3.5 A )'()it/able expenditure 011 tra11sportatio11 of Lig11ite 

NLC India Limited carried out production of Lignite in Mine-IA in excess of 
requirements and subsequently transported the Lignite to other mines which 
resulted in avoidable expenditure of n 7 .24 crore. 

NLC India Limited (Company) is engaged in mining o f Lignite and generation of power 
through thermal power plants using Lignite excavated from its mines. The Company has 
its own pit-headed Thermal Power Station-I (TPS-I) of 600 MW capacity and TPS-1 
expansion linked to Mine- [, and Thermal Power Station-II (TPS-m of 1470 MW capacity 
and TPS-11 expansion linked lo Mine-JC. The Company commissioned (March 2003) 
Mine-lA with an installed capacity 15 of 30 lakh tonne per annum (LTPA) to meet the fuel 
requirement ( 19 LTPA) of TPS of 250 MW capacity of Taqa Neyveli Power Company 
Private Limited (TAQA), and to use the balance capacity of 11 LTPA for its best 
commercial advantage. 

During the period 20 14- 15 to 2016- 17, the Company produced 85.12 lakh tonne (LT) of 
Lignite from Mine-IA oul of which 46.90 LT was dispatched to TAQA to meet the 
commitment of fuel suppl y agreement and 8.50 LT wa so ld to out ider.. The Company 
tran ported 2 1.97 LT of Lignite from Mine-TA to Mine-I (5.54 LT) during 2014- 17 and 
Mine-TI ( 16.43 MT) during 2015-17 at a co t of ~17.24 crore. The transfer of Lignite was 
carried out on the grounds that (i) the supply of Lignite from Mine-IA would partiall y 
meet the requirements of TPS-1 & II, (ii) spontaneous heating of Lignite at Mine-IA 
stockpile would be avoided, (iii) space would be created al Mine-IA stockpile for further 
Lignite production thereby enabling Mine-IA to meet its production target. 

Audit observed that: 

(a) During the above period, the supply of Lignite from Mine-I and Mine-II was 
sufficient to meet the requirements of their linked TPS-1 (and TPS-1 expansion), 
and TPS-ll (and TPS-II expansion) respective ly, as i evident from the following 
information: 

(in lakh tonne) 
Year Opening Production Consumption by linked TPS and Closing Stock 

Stock exoansion 
Mine·l (and exoansion) 

2014-15 6.67 90.55 87.79 9.43 
2015-16 9.43 9 1.01 82.03 18.41 
2016-17 18.41 94.02 9 1.85 20.58 

Mine-IJ (and exoansion) 
2015-16 8.35 123.09 125.26 6. 18 
2016-17 6. 18 140.23 136.40 10.0 1 

As the requirements of TPS-1 & II could be ea ily mel from the supplies of Mine-I 
& JI respecti vely, the justification that transportation of Lignite from Mine- IA to 
other mines would partially meet the requirements of linked TPSs was not va lid. 

(b) The normal tacking capacity of Mine-lA tockpile was 3 LT of Lignite. Even 
after tran portation of Lignite from Mine-IA to other mines, lhe average monthly 

15 Installed capacity of a mine ref ers to its maximum productive capacity 
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clo ing stock of Mine-IA during 20 14- 15, 2015- 16 and 20 16-17 was 3.37 LT, 
5.85 LT and 8.99 LT respectively. Thus, transportation of Lignite from Mine-IA 
did not mitigate the risk of spontaneous heating of Lignite as the quantity of 
Lignite in Mine-IA was much above the normal stacki ng capacity even after 
transportation. The quantity transported to other mines only added to their tock as 
the same was not required by the other mines and therefore the risk of 
deterioration 16 in quality of Lignite still ex isted. 

(c) Against the agreed quantity of 57 LT to be lifted by TAQA during 20 14- 15 to 
20 16- 17, the actua l off-take was only 46.90 LT. Further, the outside sales was al o 
minimal at 8.50 LT. Thus, over-production of Lignite in Mine-IA onl y to meet the 
production target and considering the same as a ground for transportation of 
Lignite to other mines was not justifiable. Thi s also indicated that the production 
target for Mine-IA was not based on realistic parameter . 

Thus, the production of Lignite fro m Mine-IA in excess of the requ irements and 
subsequent transportation of Lignite to other mines resulted in avoidable expenditure on 
transportation to the ex tent of~ 17 .24 crore. 

The Management stated (June 20 17) that the Mine-IA had to operate at 85 per cent 
capacity i.e., 25.50 LT to recover the fixed cost. If in one Mine 85 per cent capacity is not 
achieved, company needs to plan and increase Lignite production in other Mines so that it 
is able to ensure 85 per cent total mining capacity utilisation in any financ ial year. Further, 
there was poor off-take of Lignite by TAQA from Mine-IA stockyard and open sales as 
well. Due to technical and admini trative reasons, the operati on of mines cou ld not be 
stopped and the producti on of Lignite was continued . S ince the produced quantity 
required necessary storage, it became inevitable to transport Lignite to other mines. 

The Ministry stated (November 2017) that the transportation of Lignite was done after 
considering factors such as (i) operation of the mine at normative capacity, (ii) to achieve 
the committed targets of Mine-IA, (iii) to avoid huge accumulation of stock, (iv) to sustain 
the characteri tic of Lignite and prevent change in its quality due to prolonged storage. 

The reply of the Management/Ministry is to be viewed against the fact that the Company 
operated Mine-IA at a capacity ranging from 93-97 per cent during 2014- 15 to 2016-17 
which wa higher than the normative capacity. As the capaci ty utilisation of the other 
two Mines was also above their respective normative capacities during thi s period, the 
operation of Mine-IA above its normative capac ity was not j ustifiable. Further, the 
annual production fro m the other mines was adequate to meet the requirements of 
their linked TPSs and upply of Lignite from Mine IA was not required. As such, 
the quantity tran ferred from Mine-IA only added to the stock of the other mines due to 
which accumulation of stock and the risk of deterioration in the quality of Lignite 
continued to exist. 

16 When Lignite is stored for a long period of time, spontaneous heating starts which adversely affects 
the quality of Lignite 
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( CHAPTER IV: MINISTRY OF COMMERCE AND INDUSTRY J 

MMTC Limited 

4.1 Loss due to non-adherence to the directions of Functional Management 
Committee of Directors 

MMTC imported 43390 MTs of Manganese Ore (May 2014) from Mis UMK, South 
Africa, without adhering to the directions of Functional Management Committee of 
Directors (FMCoD) of MMTC (September 2013), to enter into Memorandum of 
Understanding (MoU) with the buyers prior to placement of indent on the foreign 
supplier. Since MMTC did not get committed buyers it could not sell substantial 
portion of the ore for 14 months and subsequently, sold it at almost half of the 
purchase price of the material. Thus, MMTC sustained net loss of ~6.60 crore. 

Functional Management Committee of Director (FMCoD) of MMTC in its J 02nd 
meeting granted ( 16 September 2013) in-principle approval , for import of one shipload 
(about 40000 MTs) of Manganese Ore of African origin, from Mis UMK, South Africa. 
A per the approval , Regional Office of MMTC at Kolkata was required to enter into 
Memorandum of Understanding (MoU) with the buyers prior to placement of indent on 
the foreign supplier of Manganese Ore. Further, two separate contract were to be entered 
into between MMTC and Category- I buyers (who were to purchase on high sea sale 1 

ba is) and Category-II buye r (who were to purchase from MMTC under stock and a le2 

ba i ). All the term and condition were to be on back-to-back ba is. At the time of 
placement of indent, earnest money deposit (EMO) of 15 per cent and 20 per cent of 
cargo value in case o f ' high- ea-sales' and 'stock and sale ' basi , respecti vely, wa to be 
obtained from the party. 

Accord ingly, based on negotiations MMTC conducted (February 2014) with the supplier 
(M/s UMK), Ml UM K submitted an offer (04 March 2014) to sell the ore aga inst 100 per 
cent payment through irrevocable letter of credit3 (LC) payable at sight. MMTC accepted 
(05 March 2014) the o ffer and opened the LC as required ( 17 March 2014). There were no 
committed buyers on the date o f signing of the contract. Sub equent to ign ing o f the 
contract with Mis UMK, MMTC arranged committed buyer for the entire quantity 
(approx. 19650 MT) of Manganese Ore to be shipped to HaJdia Port. However, MMTC 

1 

J 

High sea sale (HSS) is carried out by the carrier docume11t co11signee to buyer while the goods are yet 
on high seas or after their dispatch from the port/ airport of origin and before their arrival at the port 
I airport of destination. HSS agreement should be signed after dispatch from origin and prior to the 
arrival at destination port 
Stock a11d Sales is a sale where goods are stored i11 godowns after import and the buyers are required 
to lift as per schedule agreed with the importer 
A letter of credit (LC) is a docume11t; typically from a bank (Issuing Bank), assuring that a seller 
(Beneficiary) will receive payment up to the amount of the Letter of credit, as Long as certain 
documentary delivery conditions have been met. Jn the eve11t that the buyer (Applicant) is unable to 
make payment 011 the purchase, tile Beneficiary may make a demand for payment 0 11 tile bank. Tile 
bank will examine the Beneficiary's demand and, if it complies with the terms of the letter of credit, 
will honour the demand 
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could arrange committed buyer for onl y 3000 MT of Manganese Ore out of 23740 MTs 
to be shipped to Yizag Port. The company imported a total quantity of 43,390 MTs of 
Manganese Ore @ USO 4.59 per dry metric ton unit (PDMTU) on CIF4 ba is. The 
total value of the cargo wa <43.00 crore approx. including the company's margin of 
<0.86 crore approx. at the rate of two per cent of the value of total procurement. 

Out of the total quantity of 43,390 MTs of Manganese Ore actual ly imported in May 
2014, 23,740 MTs cargo wa · released at Yizag Port and the balance quantity of 19650 MT 
was released at Hald ia Port. The quantity at Haldia Port was sold by MMTC at a net profit 
of <1.17 crore. Out of the cargo of 23740 MTs released at Yizag Port, MMTC could 
not sold any quantity on HSS basis and the entire cargo of 23740 MTs wa stored ( J 0 May 
2014) in customs bonded warehouse. Later on, a quantity of 3000 MTs and 940 MTs was 
sold from the customs bonded warehouse to Mis Saikruthi Minm et Private Limited 
(May 20 14) and Mis QVC (June 2014), re pective ly. Sub equently, to avoid interest and 
penalty on delayed clearance of unsold stock of 19800 MTs from customs bonded 
warehouse, MMTC paid the customs duty and de-bonded the cargo in September 20 14. 

As MMTC did not succeed in liquidating, the cargo at Yizag gainfull y, it hosted the price 
circular on its website for ale of cargo on as-is-where-is basis (July 20 15) and sold 
11 ,000 MTs @ <6500/MT and the remaining quantity @ <6550/MT to sundry buyers 
against the cost price of approx < 12,400 per MT. The net trading loss to MMTC on import 
of Manganese Ore from Ml UMK was <6.60 crore, after adjusting the trading profits of 
< 1.17 crore earned by MMTC at Haldia. 

Audit observed that: 

MMTC did not identify and enter into MoU with committed buyers for the entire quantity 
to be imported on back to back ba is, before entering into an agreement on 05 March 2014 
with the foreign supplier viz. Ml UMK, a was desired by FMCoD in its in-principle 
approval granted for the above import. 

Any decision to hold inventory in the MMTC's own account was req uired to be taken after 
carrying out ri k analy is, a stipu lated by the Audit Committee of Directors in its 4 1 ' 1 

meeting held on 29 January 2008. Further, in case of d isposal of cargo on 'stock and sale' 
basis, the Risk Management Policy of MMTC al so required fixing of 'stop-loss' norms in 
case of an y steep fa ll in prices. However, the Management did not fi x any 'stop-loss' 
norms in the present case. Resultantl y, MMTC waited for 14 months to effect distress sale 
of the cargo at Yizag Port. 

The Management in its rep ly (December 20 15 I October 2016 I October 2017) stated that: 

The entire quantity destined for di charge at Haldia port was . old/ committed before 
arrival of vessel at the port. However, due to the fact that Steel Authority of India Limited 
(SAIL) did not award any quantity to MMTC despite MMTC emerging a lower bidder in 
the tender, the quantity, earmarked for servicing of SAIL's tender, remained unsold for a 
long period. 

4 Cost, insurance and freight (CJF) is a trade term requiring the seller to arrange by bearing the 
expenditure f or the carriage of goods by sea to a port of destination for the buyer 
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The holding of inventory at Vizag was not planned at the time of import. MMTC was 
compelled to store the goods due to fajlure on the part of SACL to award the quantity to 
MMTC and due to falling market price . As uch no ri k analysis could be done before 
storage of the cargo. 

The Ministry endorsed (December 20 17) the repl y of MMTC submitted (October 20 17) 
to Audit. 

The reply of the Ministry I Management was not acceptable because as per the in-principle 
approval granted by FMCoD for the above import, the Management was required to enter 
into Memorandum of Understandi ng (MoU) with the buyers prior to place ment of indent 
on the forej gn supplier of Manganese Ore viz. M/s UMK. However, the Management did 
not adhere to the above directions of FMCoD. Resultantly, ubstantial portion of 
Manganese Ore, released at Vizag Port, remained un-so ld for 14 months, as there were no 
commjtted buyers. Further, the Management' dependence on the tender floated by SAIL 
in February 2014 for a quantity of 20,000 MT of Manganese Ore, without having any firm 
commitment from SAIL, cannot be cons idered as prudent. 

Thus, due to non-adherence to the directions of Functional Management Committee of 
Director to enter into Memorandum of Understanding with the committed buyer , prior 
to placement of indent on the forei gn supplier of Manganese Ore, MMTC sustained loss 
of ~6.60 crore. Further, omission to fix any 'stop-loss' norms re ulted in de lay of 
14 months in disposal of Manganese Ore. 

PEC Limited 

4.2 Ineffective mo11itori11g of contract resulting in 11011-recovery of dues 

PEC sustained blockade of funds of ~11.21 crore apart from interest of ~7.29 crore 
thereon till 10 November, 2017 due to inefficient monitoring of the material stored in 
warehouse, inefficient and ineffective decision making in attaching the pledged goods 
and delayed action for encashment of post-dated cheques, on the part of the 
Management. 

M/s Oshi ya Industries Private Limited, Mumbai (OIPL), formerly known as Mis Kuber 
Steel Indu tri es Private Limited, requested (August 20 I 0) PEC Limited (PEC) for 
financing the purchase of Hot Rolled Steel Coil s of various sizes from market to fulfil 
their obligation under supply contracts with different buyers of the steel products. 
Accordingly, PEC financed a number of procurement proposals of OIPL over the period 
20 10- 11 to 20 12- 13. During the period 01 January 20 14 to 7 March 20 14, PEC entered 
into eight Associateship agreements with OIPL for procurement of 2882.992 MTs of Hot 
Rolled S teel Coils/ heets from different dome tic suppliers on behalf o f OIPL. The total 
procurement price in the above eight agreements was ~ 12.50 crore. As per identical terms 
and conditions contained in all of the agreements, OIPL was requ ired to pay to PEC in 
advance, an amount equi valent to 15 per cent of the value of Letter of Credit (LC) as 
earnest money in cash which was to be adjusted upon the delivery of last con ignment. ln 
case of increase in price of the contracted cargo after opening of LC by PEC, OIPL wa 
requi red to pay additional advance for the price difference. OIPL was also required to give 
post-dated cheque towards 90 per cent of the total value of the consignment. On receipt 
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of indent and the advance as stated above from OIPL, PEC was required to establish a LC 
for a maximum usance period of 120 days, in favour of the supplier. Further, OIPL was 
required to pay 1.5 per cent of the total value of the LC as PEC's net trading margin, after 
making statutory deductions, if any. The material was required to be stored at a private 
warehouse, under the control and custody of the Central Warehousing Corporation of 
India (CWC) for which a Storage Agreement dated 8 November 2013 was entered into 
amongst PEC, CWC, OIPL and Mis Jeet Steel Industries Private Limited (JSIPL), where 
from PEC was to sell the entire quantity to OIPL. PEC was required to raise invoice on 
OIPL by loading 1.5 per cent trading margin on purchase value immediately. OIPL was 
required to pledge the material in favour of PEC (by signing a.Ii Agreement of Pledge), 
with the first charge of PEC over the material. On the request of OIPL the specified 

· '.quantitj"qfthe material was to be de-pledged on receipt of full payment by PEC against 
·such requested quantity. In case OIPL failed to pay the entire cost of the consignment as 
per the predetermined schedule, PEC was at liberty to sell the material to any other party 
at the risk and cost of OIPL and any loss, if any, to PEC, after the adjustment of margin 
money, OIPL was required to make good such loss suffered by PEC. Further, as per 
Clause 13 of the eight agreements, in case PEC remained out of pocket or PEC's funds 
were Blocked, OIPL was required to pay interest at the rate of 14.50 per cent per annum 
up to 180 days on monthly rest basis and 15.50 per cent per annum from 181 days to 
365 days on monthly rest basis and for above 365 days as decided by PEC. 

In order to procure aggregate quantity of 2882. 992 MT of the material from various 
suppliers as per the above mentioned eight agreements, PEC opened eight LCs between 
2 January 2014 and 13 March 2014, on behalf of OIPL, for a total amount of n2.50 crore. 
The material delivered by the suppliers was stored in the plant premises of JSIPL and 
pledged in favour of PEC. 

As per the terms of the above agreements, OIPL was liable to pay an amount aggregating 
to nl.21 crore (after adjusting n.88 crore i.e. 15 per cent of LC value received by PEC 
as advance, amount of trade margin of ~0.19 crore i.e. 1.5 per cent of total value of 
invoice and bank charges, legal expenses etc.) to PEC on or before the LC due dates 
falling between 3 May 2014 to 12 July 2014. OIPL did not lift the stock, therefore, PEC 
had to release, out of its own funds, payment of n2.50 crore on LC due dates to various 
suppliers. 

PEC carried out physical verification of the pledged stock on 7 July 2014 and identified 
total 125 Hot Rolled Steel Coils of 2882.343 MT, as mentioned in the stock certificate 
dated 1July2014 issued by CWC. Subsequent physical verification carried out by PEC on 
29 October 2014, revealed that out of 125 coils, only 65 coils were found identifiable. The 
physical verification team of PEC advised CWC to keep coils at one place, use permanent 
marker /paint on coils for proper demark:i.ng of pledged stock etc. CWC sent (29 October 
2014) a notice for exit from the storage agreement and asked PEC to take over the entire 
stock from the warehouse on or before 30 November 2014. fu the meantime, the post
dated cheques given by OIPL (of value nl.50 crore) bounced when presented (October 
and November 2014) by PEC to bank. PEC filed (28 November 2014) a complaint 
regarding missing goods, with the police based on which an inspection. conducted 
(8 January 2015) by the police also revealed non-existence of the stock. PEC lodged 
(21 January 2015) an FIR in this regard against OIPL, CWC and warehouse owner viz. 
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JSIPL. In the meantime, CWC gave a final notice (3 January 2015) to PEC conveying 
inability to take any further responsibility of the stock. PEC also filed criminal 
case against OIPL under section 138 of the Negotiable Instrument Act for dishonour of 
post-dated cheques. As intimated (January 2017) by the Mumbai Branch Office of PEC to 
its Corporate Office, the case has been transferred to Economic Offence Wing. 

Thus, PEC had to recover from OIPL an amount of ~11.21 crore towards principal and 
n .29 crore towards interest thereon (till I 0 November 2017). 

Audit observed: 

(i) Due to non-receipt of payment from OIPL, the PEC had to release payment to 
suppliers out of its own funds, against the LCs which became due between 3 May 
2014 and 12 July 2014. However, post-dated cheques worth ~11.50 crore, avai lable 
as security, were deposited by PEC in the bank in October and November 2014, 
which bounced later on. Thus, there was undue delay, on the part of PEC, in 
encashment of the post-dated cheques. 

(ii) The last consignment of material was received on 13 March 2014, however, PEC 
conducted phy ica1 verification only in Ju ly 2014. Mismanagement in the storage of 
the material in the premises of JS IPL had come to the notice of PEC on 7 July 2014 
as the material was not fou nd stacked at one place. Subsequent physical verification 
carried out by PEC on 29 October 2014 revealed that out of 125 no. of coi ls available 
as per the stock certificate issued by ewe, more than 60 coil did not bear the 
internal coding of ewe marked thereon and also appeared quite new in comparison 
to coils marked with coding. Despite being aware of the above situation PEC did not 
take possession of the material and initiate action for liquidation of the same at the 
risk and cost of OIPL. PEC took the decision to invoke the deed of pledge and attach 
the goods onl y on 13 November 2014. This indicated inefficient and ineffective 
managerial control by PEC over the storage conditions of the material and on the 
verification of the authenticity of the weekly tock reports furnished by CWC. 

(iii) PEC did not insist on inclusion of a penal clause in the Storage Agreement to hold 
CWC responsible for CWC's failure, if any, in safeguard ing the pledged stock. 

(iv) As per terms of Storage Agreement (November 20 13) OIPL was required to arrange 
insurance for the materi al covering aJI the risks like theft, floods, fire, strike, riot, 
pilferage, etc. for 110 per cent of the value of the material stored in the warehouse at 
their own cost, showing PEC a the beneficiary. Agreement further provided that 
OIPL would be responsible for lodging and realisation of claims, if any, arising out of 
these insurance policies in time and in case, due to any reason, payment of insurance 
claim is not made by insurance company to OIPL, OIPL would be liable to make the 
payment to PEC without taking the plea of pendency of claim with the insurance 
company. 

PEC fai led to ensure compliance of terms of the agreement by OIPL, as contrary to 
the above provisions of the agreement, OIPL took standard fire, special perils and 
Burglary insurance policy which was renewed up to 22 December, 2015. PEC also 
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did not foresee the risk of misappropriation of stock by OJPL itself, resultantly; PEe 
was unable to lodge the insurance claim in the matter. 

The Management in its reply (January 20 I 8), stated that: 

1. PEe has been dealing with the Associate for 3-4 years and the track record of the 
Associate was sati sfactory. In July 2014, OJPL had assured PEe to make part payment 
wi thin July 2014 and balance to be completed in August 20 14. When OJPL failed to 
honour the commitment, fre h cheque were obtained in September 2014 and 
presented to the bank. PEe further stated that after bouncing of the cheques PEe had 
fil ed case , under section 138 of the Negotiable Instrument Act, against the Associate. 

2. On getting the weekly reports that the coils were stored in a scattered manner and 
getting the letter from ewe that "the tocks were lying in haphazard manner mixed 
with other party and uncountable", PEe wrote letters to ewe asking for their 
explanations. PEe also wrote letter to ewe regarding the discrepancies found in 
phy ical verification of the material carried out in September 2014. PEe further stated 
that ewe being the cu todian of PEC' s material and a Public Sector Undertaking of 
Government of India, it was felt neces ary to get the version of ewe regarding the 
di crepancies found, before taking any action. But ewe did not respond to any 
correspondence of PEe. 

3. The Storage Agreement was vetted by Finance Division and Legal Division of PEC. 

4. The terms related to in urance of the material as per the agreement with OJPL were 
du ly complied with. 

The Mini try endor ed (January 20 18) the reply of the Management of PEC. 

The reply of the Management was not tenable a past satisfactory track record of the 
Associate cannot ju tify undue de lay, on the part of PEe, in enca hment of the post-dated 
cheques. Reply was ilent on the issue raised by Audit that PEe did not take possession of 
the material and initiate prompt action for liquidation of the same at the ri sk and cost of 
OJPL, despite being aware of the poor torage conditions at e we warehouse. Prompt 
action was needed to be taken by PEe to protect its financial interest . However, PEe 
decided to invoke the deed of pledge and attach the good only on 13 November 2014. 
Further, while agreeing to a condition in the agreement that OJPL would be re ponsible 
for lodging and rea lisation of c laims, if any, PEe did not fore ee the risk of 
misappropriation of stock by OIPL it e lf. Resultantly, PEe was unable to lodge the 
insurance claim in the matter. 

Thus, due to inefficient monitoring of the materi al stored in warehou e, inefficient and 
ineffective decision making on attaching the pledged goods and de layed action for 
enca hment of post-dated cheques, on the part of the Management, funds to the extent of 
<l l.2 1 crore apart from interest of 'n.29 crore thereon (till 10 November 20 17) remained 
blocked and chances of its realisation from OIPL were remote. 
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[ CHAPTER V: MINISTRY OF FINANCE l 
Cent Bank Home Finance Limited 

5.1 No11-adhere11ce to Credit Policy 

Non-adherence of Credit Policy and failure of credit appraisal system at the time 
of sanction and disbursement of loans led to loan accounts becoming NPA and 
subsequent write off. 

The credit policy of Cent Bank Home Finance Limited (CBHFL) tipulates that at the time 
of anction of loans, CBHFL obtain and examine, inter alia, the fo llowing documents: 

• Proof of ecurity which include original registered title deeds in case of purchase 
of private site/house, original allotment letter, cash paid statements in case of 
purchase of fl at and an undertaking to mortgage the property. 

• Installment to Income Ratio, indicating the repaying capacity of the borrower, 
should be a max imum of 40 per cent of gro s income for loan anctioned at 
branch office level. A relaxation up to 45 per cent of gros income can be obtained 
from the registered offi ce. 

• Details of ex isting loans or CIBIL 1 report. 

• Proof of income, address and identity, copy of bank pa book for last six months, 
agreement fo r sale of property between the buyer and seller, copy of Income Tax 
Returns (ITRs) for last three years, 

As of 30 June 20 l 6, the non-performing as ets (NPA) of CBHFL stood at ~28 .55 crore. 
Out of this, ~1 9.25 crore (67 per cent) pertained to 359 NPA accounts from five branches 
of CBHFL. Audit carried out a test check of 23 loan accounts involving outstanding due 
of ~4.68 crore re lated to these fi ve branches as under: 

Name of NPA loan accounts Audit covera2e 
branch No. Amount No. Amount 

(~crore) (~crore) 
Agra 8 1.98 7 1.95 
Bhopal 39 3.07 4 0.50 
Indore 79 5.85 2 0.19 
Jabalpur 228 7.76 8 l.70 
Nasik 5 0.59 2 0.34 
Total 359 19.25 23 4.68 

The detai ls of the 23 Joan accounts is at Annexure-VII. Audit examination revealed that 
the branch offices fai led to comply with the credit pol icy while sanctioning loans as 
detai led below: 

CJBJL: Credit Information Bureau (India) limited 
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Lack of security: In 8 of the 23 cases studied, the loan were sanctioned and disbursed 
without adeq uate securi ty: 

• The loans had been extended on the basi of ' Agreement to Se ll ' in fi ve cases (loan 
accounts 0 1702070000006, 0 1702070000007, 01702070000011, 01702070000012, 
0 I 70207000000 l ). ln four of these case , the construction of these properties were 
95 per cent complete at the time of anction of loan. However, these properties were 
not registered even after two to three years of loan sanction and di sbursement. f n one 
case, the borrower informed that the con truction was sealed by local authorities. It 
was noticed that for thi property, the bui lder had informed CBHFL at the time of 
disbursement of the loan that all c learances required for the con truction had been 
obtained, though relevant documents in support of such assertion wa not found in the 
relevant loan fil e. 

• Two loans ( loan accounts 0 1402250000064 and 01402250000065) were anct ioned to 
two borrowers on the bas is of ecurity of the same property. Both the borrowers had 
the same addre s, both loans were sanctioned on the sam e day (25 Augu t 2014) and 
di bur ement against the loans were al o made on the same day (3 1 Augu t 2014). 
The property was not traceable and hence no security was avai lable with CBHFL. 

• Another loan (loan account 00402070001921) wa sanctioned ba ed on fraudulent 
documents. The Legal Sc rutiny Report wa ba ed on two ale deed dated 25 August 
1980 and 26 September 201 3 while the Valuation Report was based on a regi tered 
sale deed dated 27 Augu t 20 13. Despite the apparent discrepancy, the loan was 
sanctioned. Subsequently, duri ng legal action for taking over the property, it came to 
light that the property be longed to a third party. 

Repaying capacity of borrowers: In 5 of the 23 loan case , the 'Instalment to income 
Ratio' of 45 per cent was breached by the branch sanction ing the loan, even considering 
the gro s income of the borrower a declared in the income tax return a detailed below: 

Loan accounts Average monthly Monthly instalment Instalment to Income 
income (~ lakh) (~ lakh) ratio( %) 

01702070000006 1.43 1. 10 76.92 01702070000007 
017020700000 I I 0.73 0.40 54.79 
01702070000012 0.61 0.34 55.74 
01702070000001 0.67 0.73 108.96 

If the re-payment obligations of the borrower ari sing out of ex isting loan. were 
considered, the ratio would be far worse. Thus, whi le anctioning these loans, the 
repayment capacity of the borrowers were not appropriately asse sed, assuming higher 
ti k . 

Cf BIL Reports: A per the credit policy of CBHFL, CIBIL report of the borrower was 
required to be obtained and exami ned before sanction of loan. The CTBIL report would 
enable the branch office to ascertain the indebtedness, creditwo1thines and credit 
exposure of the borrower. Audit noticed the fo llowing regard ing compliance of this 
condition: 
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• In three loan ca es (loan accounts 01702070000006, 01702070000007, 
01702070000001) the CIBIL reports were not obtained before sanction of the 
loans. The CIBIL reports obtained ubsequently, after sanction and di sbur ement 
of the loans indicated that the e borrowers had ignificant out tanding debts at the 
time of sanction of the loans and hence their cred it-worthiness was doubtful. 

• In two other loan cases (loan accounts 01702070000012, 017020700000 I 1 ), 
CIBIL reports were obtained but the indebtedness of the borrower reflected in 
these reports were not duly considered before sanctioning and disbursing these 
loans. 

Disbursement in violation of sanction: In two ca es (loan accounts 00202070004589 and 
00202070004590) , di sbursements were made in vio lation of the terms of disbursement 
pecified in the loan sanction letters. As per the term of anction, the loans were to be 

di sbur ed based on the progress of con truction. However, loans were disbursed though no 
construction was done on the plot. 

Deficient documents: In 8 of the 23 case , the documents based on which loans were 
sanctioned were deficient. However, credit appraisal by CBHFL did not flag these obvious 
discrepancie : 

• The documents submitted in three loan accounts were incomplete. For loan 
account 00402070001917, no income tax return was submitted while for loan 
account 01302090000019, the borrower ubmined income tax returns for two 
instead of the stipulated three year . For another loan account 004020800001 35, 
bank tatement of borrowers wa not available on record. 

• The documents ba ed on which loans were sanctioned had obvious di screpancies 
in six instances. 

o In case of loan account 00402070001917, different res idential addresse in 
application form, bank pas book, agreement to sell, ale deed and loan 
sanction letter were indicated. 

o Two loans (00202070004618 and 0020228000000 I ) were anctioned for 
purchase and furni shing of a house. The valuation report of the property 
(22 March 2014) stated that it was under construction whi le the credit 
appraisal (20 October 2014) stated that the property had been constructed 
in 201 3. The builder handed over actual possession of the property in 2016 
to the seller who agreed to sell the property to borrower and for which loan 
was availed. Loan for furnishing this property was sanctioned in October 
2014, though it was not under the po session of either the ell er or the 
borrower. 

o In case of loan account 0 1302080000065, the borrower submitted unsigned 
documents in support of income. 

o In ca e of two Joan ca es (01702080000006 and 01702080000009), the 
Residence Verification Report and Bu iness Verification Report dated 
26 November 20 13 did not recommend sanction of the loans as the 
addresses of the borrowers were not found and the business unit was clo ed 
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at the time of the inspection . The loan was, however, sanctioned and 
disbursed. 

The Management stated (October 20 17) that loans had bee n written off where the 
poss ibility o f recovery was minimum and that steps were taken to strengthen collection 
and recovery in delinquent cases which were monitored closely. The Management also 
stated that five loan cases have been reported (May 20 17) as fraud to National Housing 
Bank (NHB). FIR in respect of two loans had been lodged in Apri l 20 17 whereas FIR in 
respect of another case was lodged in February 2016. Physical possession of the properties 
had been taken in five cases and auction of the properties would be held soon. In the 
remaining cases, teps for phys ical pos es ion o f the property had been initiated. 

The reporting of the fi ve fraud cases to NHB, fi ling of FIR in April 2017 and legal action 
for po se sion of properties in fi ve cases was initiated by the Management after being 
pointed out by Audit in February 20 17. In e ight cases, it was seen that though legal 
action wa initiated, possession of the property wa yet (October 2017) to take place. Out 
of ~4.68 crore covered in audit, C BHFL has written off ~2.05 crore (related to five cases 
of Agra Branch, two cases of Nasik Branch and one case of Jabalpur Branch) 
during 20 16- 17. 

Non-adhe rence of Credit Policy and fai lure of credit apprai al system at the time of 
anction and disbursement of loan led to loan account becoming NPA and sub equently 

written-off. 

As Audit has test checked a small ample, there is a need for the Management to carry out 
a detai led anal ysis of all NPA accounts and take appropri ate acti on. T he M anagement 
should take appropriate action to fi x responsibi lity of the official who failed to apply 
mandatory checks before sanctioning bad loan . 

The matter was referred to the Ministry in November 2017; their reply was awaited 
(February 20 18). 

IFCI Infrastructure Development Limited 

5.2 llljudicious decision to continue with a residential project with Floor Area Ratio 
in excess of allowable limits making the project wn•iable 

IFCI Infrastructure Development Limited proceeded with the construction of the 
Housing Project '21st Milestone Residency' at Ghaziabad with Floor Area Ratio 
(FAR) of 2.5 without analysing the profitability of the project, against FAR of 
1.5 permitted by Ghaziabad Development Authority. Further, delay in initiating 
action for obtaining additional FAR through compounding procedure led to loss of 
~11.36 crore. 

IFCI In frastructure Development Limited (the Company) decided to develop 
(February 2009) residential project viz '2 1st Mi lestone Residency' at G haziabad, Uttar 
Pradesh on the land received from IFCI Limited (its holding company) against equity 
contribution of ~23.38 crore. 
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The Company appointed (February 2009) Mis Holi tic Urban Innovation Private Limited 
(consultant) as Architect and Project Management Consultant for the said project 
on nomination basi at a consolidated fee of 4.5 per cent (subsequently enhanced to 
9.5 per cent in December 201 1) of the actual project co t. 

The consultant developed the concept plan ba ed on a Floor Area Ratio (FAR) 
2 

of 
2.5 (four tower with 14 noor each) at an estimated cost of~ 11 8.53 crore exclud ing cost 
of land. The plan was appri ed (27 February 2009) to the Board of the Company. 
Subsequentl y, the Board was aJso informed (June 2010) that the estimated profit from this 
project would be n4 crore. On submission (November 2009) of drawings to Ghaziabad 
Development Authority (GOA), it was intimated by GOA that the said land 
was earmarked as a residential zone with low dens ity and the FAR applicable was 
1.5 (equi valent to 22921.54 square metre) on ly. Accordingly, the consultant submitted a 
revised plan with a FAR of 1.5 and the same was approved (March 2010) by GOA with 
maximum permissible 10 floor in each of the four towers subject to the condition that 
necessary No Objection Certificate (NOC) and statutory approval would be submitted in 
due course. 

Regulations of GDA permitted purchase of 10 per cent of sanctioned FAR through 
compounding and 33 per ce/11 on payment of additional fee . Accordingly, the max imum 
admiss ible FAR including additional FAR that could be purcha ed for this project was 
2. 15 3 on ly. The Company entered (Ju ly 20 10) into an agreement with M/s Solutrean 
Building Technologies Limited (SBTL) for con truction work on a turnkey basis at 
~59.79 crore with scheduled completion in July 2012 and tarted construction of the 
building (August 20 I 0) on an FAR of 2.5 ba ed on the recommendation of the consultant 
to maximise the gains in the project. When the con truction cros ed 11 th floor in three 
towers and 1 oth floor in one tower, against the maximum permissible limit of I 0 floors in 
each tower as per approved plan, GOA issued (July 2011 ) notice to stop the construction 
work. However, the inte rnal finishing work was continued and that was al o stopped by 
GDA in December 20 12. 

The consultant applied for rev i ed NOC for height clearance from the Airports Authority 
of India in December 20 12. On receipt (April 20 13) of the NOCs, revised plan was 
submitted (1 8 December 2013) for purchase of additional FAR and the same was 
approved (February 2014), ubject to payment of compounding fee and penalty of 
~6.94 crore. Further, GDA directed (May 2014) to submit a Gift deed for land 
admeasuring 1362.97 square meters for road widening. On making the requi ite payment4 

(March to June 2014) the construction work wa resumed in December 20 14. Con ide1ing 
the cost escalation due to stoppage of work for 2 years, a supplementary agreement was 
entered into (September 2015) with SBTL. GDA released (7 September 2016) the final 
compounding drawi ngs allowing a net permissible FAR of 33459.27 square metre 

z 

J 

Floor Area Ratio (FAR) is the ratio of total area Oil all the floors of a building Oil a certain plot 
divided by the total area of the plot 
Sanctioned FAR of 1.5+10 per cent of 1.5 i.e. 0.15 + 33 per cent of 1.5 i.e. 0.5 =2.15. 
A payment of fl.45 crore was made including penal interest of r0.51 crore towards delay in payment 
of compounding fees 
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(which worked out to FAR of 2. 19 5 ) consisting of 258 units which were already 
constructed by July 2011. Out of these 258 unit , the company sold (till October 2017) 
2 13 units and 45 units remained unsold . 

The project has been completed in all respect and the completion certificate has been 
received from GOA in December 2017. 

Audit observed that -

• The Company unauthorisedly started construction of 11/ l 21
h floor against the 

permi ible limit of I 0 floor without initiating any action fo r purchase of 
additional FAR. 

• The Company without analys ing the admi sibili ty of maximum purchasable FAR 
and profitability of the proj ect proceeded with construction based on FAR of 
2.5 without the approval of the Board . This was brought (March 2014) to the 
notice of the Board only while seeking approval for payment of compounding fee. 
The Board wa left with no al tern ati ve but to approve the payment of 
compounding fee to GOA. 

• The consultant fai led to rn1trnte action for purchase of add itional FAR 6 

immediately on award of contract to SBTL in Jul y 20 10. Action was ini tiated on ly 
in Jul y 201 2 i.e. after a lap e of 2 year which led to cost overrun of ~6.28 crore in 
con tructi on of fl ats. Audit analy i of actual expenditure(~ 14 1.88 crore7

) incurred 
on the project vis-a-vis the revenue ea rned (~84 crore) and likely to be earned 
(~46.52 crore) for the unsold units as estimated by the Company, revealed that 
the project would result in a loss of ~ 11 .36 crore despite the fac t that a rate of 
~6400 per q. ft. was assumed by the Company while estimating revenue against a 
rate of n500 per sq. ft. obtained for Sales in November 2012. Further, the Joss 
was likely to increase as the Company wou ld be liable to pay penalty under Real 
Esta te (Regulati on and Development) Act 20 16 for delay in handing over of 
po e ion to fl at owners. 

The Company tated (October 20 17) that construction of project with FAR of 1.5 would 
have resulted in losses. Hence, to ensure that the project was profitable and to max imise 
the revenue, the Company decided to go fo r con truction in excess of 1.5 FAR on the 
advice of the consultant. T he calcul ation of lo in the project was incorrect because no 
money was borrowed by the company for the project. Further, the project was not at loss 
even at present despite considering cost escalation and may earn a profit of ~2.77 crore. 

The reply i not tenable because-

5 33459.27 sq. mtrs divided by Net plot area i. e. 15281.03 sq. mtrs= 2.19. Permissible FAR of 
33459.27 sq. mtrs included FAR of 681.48 sq. mtrs towards 50 per cent compensatory FAR allowed 
in Lieu of gift deed of Land of 1362.97 sq. mtrs made by the Company 
Required for construction above 1 O'" floor 
Land cost ( /'28.32 crore), construction cost including compounding f ees, penalty and taxes 
( rl.02.16 crore) and borrowing cost ( r 11.40 crore) 
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• While deciding to proceed with construction with FAR of 2.5, no cost analysis was 
done. A cost analysis adopting three different FARs of 1.5, 1.89 and 2.2 was carried 
out on ly in March 2014 and the analysis revealed that under a ll the three options, 
project would incur losses. Therefore, the contention o f the Company to adopt FAR of 
2.5 on the ground of profitability of the project was injudiciou . 

• The Company bo rTowed a term loan of ~60 crore and issued bonds valuing ~75 crores 
for the ongoing projects and the interest cost was apportioned. Interest apportioned to 
this project wa ~ l 1.40 crore. The projected profit of ~2.77 crore given in the reply 
was ca lculated without consideri ng this borrowing cost. Further, a component 
included in revenue wa compensatory FAR in view of Gift deed of land for road 
widen ing amounting to ~2.73 crore. Thi. was not correct a the revenue was 
calculated based on the FAR of 2. 19 which already included compensatory FAR 
permitted in lieu of gift deed. Therefore, cons ideration of monetised value of 
~2.73 crore towards compensatory FAR as additional revenue was not correct. 

Thus, injudicious decision to execute the project w ith FAR of 2.5 wi thout initiating ti mely 
action for obtaining statutory clearances is likely to lead to a loss of~ l l .36 crore. 

The matter was referred to the Ministry in November 20 17; their reply was awaited 
(February 20 18). 

India Infrastructure Finance Company Limited 

5.3 Doubtful recovery of dues 

IIFCL failed to realisticaJly assess the expected revenue from real estate development 
of 2500 hectares of land along the 165 km expressway between Noida and Agra even 
though the real estate component in the project was critical for its viability. IIFCL 
sanctioned and disbursed the loan a t a time when the real estate industry was in 
strain and real estate development of the project was stalled due to restrictions 
imposed by the National Green Tribunal on construction activities around 10 km 
radius of Okhla Bird Sanctuary. IIFCL also unduly relaxed pre-commitment 
condition of obtaining second credit rating of the project and disbursed the loan 
amount despite the project company facing severe financial crunch. These led to 
doubtful recovery of dues of H 089.89 crore. 

India Infrastructure Finance Company Limited (UFCL) sanctioned (30 July 20 14) a loan 
o f ~900 crore to Mis Jaypee Infratech Limited (borrower) under Takeout Finance Scheme8 

for refinanc ing the Yamuna Expressway Project. The loan proposal wa vetted by an 
lndependent Evaluation Committee ( 14 March 20 15) con tituted a per Reserve Bank of 
India directi ve . Po t vetting, IIFCL revalidated (24 March 20 15) the sanction and 
di bursed the loan amount of ~900 crore (0 I June 20 15). The loan account of IIFCL 

8 Approved by an Empowered Committee compns111g Secretary (Eco 11omic Affairs), Secretary, 
Pla1111i11g Commissio11, Secretary (Expenditure) and Secretary (Fi11a11cial Sector) as convener a11d i11 
his absence Special Secretary/Additional Secretary (Fi11a11cial Sector) and Secretary of tile line 
Minis try dealing with the subject 
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remained un-serviced and turned NPA9 in December 2016. The outstanding dues stood at 
{1089.89 crore (including an interest component of n89.89 crore) in December 2017. 

Audit observed that: 

9 

e The project included construction and operation of an expressway of 165 km 
between· Noida and Agra and real estate development of 2500 hectares of land allong 
the expressway. The project was critically dependent on income from real estate 
development. fu fact, the debt service coverage ratio (DSCR) of the project was 
found to be acceptable assuming 42 per cent aggregate revenue from real estate. The 
criticality of the real estate component in the project viability was recognised by 

.:JJFCL a§ early as November 2013, when its Management and Investment Committee 
(MIC) advised that it would be essential to consider how the company would service 

. its loan obligations when cash •flows proposed through real estate development 
decline. It was, therefore, known that any delay in completion of the real estate 
component and/or reduction in expected revenue from real estate would significantly 
impact the project viability and debt serviceability. 

e Restrictions on real estate development along the expressway had been imposed 
(October 2013) by the National Green Tribunal (NGT) due to raising of objections 
by environmental activists on the construction activities around Okhla Bird 
Sanctuary (within 10 km radius).The restrictions continued at the time of sanction of 
the loan by IIFCL (July 2014/March 2015) and disbursement (June 2015). 
Considering that implementation of the real estate component was criticall for 
ensuring debt serviceability, it would have been prudent to assess the effect of the 
NGT restrictions on the real estate development component before sanction/ 
disbursement of the loan. At the time of sanction of the loan, it was not known to 
IIFCL whether or when NGT would lift the restriction. NGT lifted the restrictions 
only in August 2015 but by then, the real estate projects had suffered setbacks, the 
promoters faced severe financial crunch and the real estate project could not be 
completed as envisaged. 

The real estate sector was under strain during this period. It was noticed that 
borrower earned a declining margin from its real estate business; reducing from 
67 per cent in 2010-11 to 43 per cent in 2013-14. The revenue earned in 2013-14 
was n258 crore as against an estimated revenue of {3184 crore. Despite this 
downward trend, IIFCL considered the estimated revenues of {2203 crore, 
{3312 crore, {4954 crore, {5279 crore from real estate for the years 2014-15, 
2015-16, 2016-17, 2017-18 respectively proposed in the Information Memoranda of 
the lead lender while sanctioning the loan. The assessment of reall estate revenue 
from the project by IIFCL while sanctioning the loan was thus un-realistic. As per 
information furnished by the borrower (January 2017), the actual revenue from real 
estate during 2014-15 and 2015-16 was {553 crore and n47 crore respectively. As 
debt serviceability depended upon real estate revenues, adoption of un-reallistically 
high real estate revenue led to poor pre-loan assessment. 

NPA: Non-Performing Asset 
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• The guidelines governing Takeout Finance Scheme for IIFCL specifies that IIFCL 
should not lend to any project which has a credit rating, equal to or lower than BB 10

. 

The loan terms in the instant project, inter alia, provided that the sanction would be 
effecti ve only after obtaining credit rating for the project from two reputed agencies. 
The promoters furnished one credit rating obtained from Credit Analysis and 
Research Limited (CARE) in March 20 15 which had awarded 'BBB-'rating to the 
project. The promoters sought relaxation of 90 days for fu rnishing the second rating 
and requested IIFCL to disburse the Joan. ITFCL re laxed this condition and disbursed 
~900 crore. However, the borrower did not obtain rating from second agency even 
within the extended time and this condition had not been complied with even after a 
year (J une 20 16). Aud it noticed that subsequent ratings by CARE downgraded the 
rating of the project to 'BB ' in June 20 15 and to 'D' in September 2015. The decl ine 
in credi t rating was on account of slowdown in real estate sales and high debt levels 
resulting in weak liquidity position and delays in debt servicing. Relaxation of 
pre-commitment condi tion regarding second credit rating wa not in the fi nancial 
interest of lIFCL. Besides, the downgrade in credit rating was on account of strain in 
real estate business which was evident at the time IlFC L sanctioned the loan. 

• It was also noticed that the power of re lax ing pre-commitment condi tions rests with 
the MIC of the Board. In this case, the relaxation was approved by CMD, IJFCL but 
the proposal fo r ratification of this relaxation was not placed before MIC. 

The project is presently under resolution as per Insolvency and Bankruptcy Code 2016. As 
such, the recovery of dues against this loan account is doubtful. 

The Management stated (July/September 20 17) that: 

(i) DSCR was assessed as a benchmark for viabi lity purpose. The DSCR of the 
project was impacted on account of non-completion of the land development 
segment of the project. However, road segment of the project was generating 
revenues more than projected . 

(ii) The relaxation for obtaining second credit rati ng had been provided for 90 days as 
an interim arrangement to facilitate timely disbursement. The entire status of 
compliances in re lation to the relaxati ons allowed was placed before the MIC and 
the same was ratified. 

(i ii) Though NGT curtailed the area of construction arou nd Okhla Bird Sanctuary, all 
restrictions were cleared in August 2015, which ratified the decision of IIFCL to 
sanction the loan in March 20 15. 

The reply is not acceptab le in view of the fol lowing: 

• DSCR of the project was cri tically dependent upon revenues from real estate 
development. At the time of sanction (July 20 14/March 2015) of the loan by 
IlFCL, NGT had imposed restrictions on real estate development along the 

10 lnstruments with this rating are considered to have moderate risk of default regarding timely 
ser vicing of fi11a11cial obligations 
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expressway and it was not known when or whether these restrictions would be 
lifted. By the time NGT cleared the restriction (August 20 15), the real estate 
projects in the vicinity o f the project area had been adversely affected and this in 
turn had caused paucity of funds due to non-rea lisation of construction-linked 
payments, further affecting the projected revenue streams and repayment of debt 
liabi lities. 

• Reasons that led to lower grad ing of the project in the subsequent credit ratings 
was evident at the time of anction of loan. Allowing more time for obtaining the 
second rating and di sbursement of loan was, therefore, detrimental to the interests 
of IIFCL. 

• Placing information regarding compliance. against relaxations allowed for the 
project to MIC (June 20 16), a year after disbursement of the loan (June 20 15), 
cannot be construed as obtaining ratification for the relaxation from MIC. 

Thus, IIFCL fa iled to reali sti cally a sess the expected revenue from real estate 
development of 2500 hectares o f land along the 165 km expressway between Noida and 
Agra even though the real estate component in the project was critical for its viability. 
IIFCL sanctioned and disbursed the loan at a time when the real e tate industry was in 
strain and real estate development of the project was stall ed due to restrictions imposed by 
the NGT on construction activities around I 0 km rad ius o f Okhla Bird Sanctuary. IIFCL 
al o unduly relaxed pre-commitment condition of obtaining second credit rating of the 
project and disbursed the loan amount despite the fact that the project company faced 
severe fi nancial crunch. These led to doubtfu l recovery of dues of ~ 1089.89 crore. 

The matter wa referred to the Ministry in October 20 17; their reply was awaited 
(February 20 18). 

5.4 /nco11siste11cy in credit appraisal and 11on-compliance with RBI guidelines 

The internal credit appraisal assigned different risk scores against the financial and 
execution capabilities of the core promoter for the four projects though it was based 
on same set of information. This led to sanction of loan to technically and financially 
weak promoter. Disbursement of loan without adhering to RBI guidelines led to 
release of funds disproportionate to the actual progress of the projects. Eventually, 
the projects were terminated and loan disbursals of ~76.46 crore had to be written 
off. 

India Infrastructure Finance Company Limited (lIFCL) sanctioned (June 20 12 to July 
2013) loan aggregating ~104.98 crore to four Special Purpo. e Vehicle (SPVs) 
companies 11 incorporated by Concast Infratech Limited (CIL) as core promoter 12 for 

II 

12 

(i) Concast Dhaneta Road Projects Private Limited (ii) Concast Jawasa Road Projects Private 
Limited, (iii) Concast Ambha Road Projects Private Limited and (iv) Co11cast Morena Road Projects 
Private Limited 
Held 74 per cent equity in the SPVs and remaining 24 per cent was held by Roman Tarmat Limited 

in first three SP Vs and Prakash Asphaltings and Toll Highways (India) Limited in fourth SPV 
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executing four road projects 13
• The road projects had been awarded to these SPYs by 

Madhya Pradesh Road Development Corporation Limited (MPRDC) on design, build, 
finance, operate and transfer (DBFOT) bas is and concession agreements igned between 
22 December 20 11 and 15 October 20 12. fIFCL disbur ed ~76.46 crore to these projects 
between September 2012 and December 2014 and the entire amount was written off in 
March 2016 as indicated in the table below: 

New Credit Amount 
Amount 

SI. Name of Date of business appraisal Date of of loan 
disbursed 

No. project proposal committee grid sanction 
~ crore) 

and written 
clearance clearance off(~ crore) 

1 Dhaneta 23.05.20 12 23.05.2012 23.05.20 12 05.06.20 12 26.00 21.74 

2 Jawasa 09.07.2012 09.07.20 12 19.07.2012 03 .08.20 12 14.08 11 .97 

3 Ambha 11.07.201 2 20.07.20 12 23.07.2012 03.09.2012 3 1.75 28.00 

4 Morena 21.05.2013 14.06.2013 19.06.20 13 19.07.2013 33. 15 14.75 
Total 104.98 76.46 

Review of record pertaining to the above loans indicated shortcomings in credit appraisal 
and disbursement of loans as discussed below: 

(i) Shortcomings in credit appraisal: 

IIFCL carried out internal cred it appraisal prior to sanctioning loans. The fo llowing tab le 
indicates internal credit rating score of the four projects, based on which these loans were 
sanctioned: 

Particulars Internal credit rating score14 based on financial year 2011-12 
Dhaneta Jawasa Ambha Morena 

Environment Risk 4.00 4.00 4.00 4.00 
Business Risk 5.00 5.00 5.00 5.17 
Critical Risk - Build Phase 5.33 5.33 5.33 5.33 
Financial Risk - Build Phase 5.80 4.80 7.80 7.40 
Execution Risk - Build Phase 4.00 3.67 4.34 5.00 
Completion Risk - Build Phase 5.50 5.25 4.75 4.00 
Overall Rating 4.75 4.46 4.54 4.50 
Date of Asses~ment 24.05.2012 16.07.2012 20.07.20 12 18.06.201 3 

As can be seen from the above table, risk scores for the four projects were not consistent 
though the core promoter was the same for all the four projects and the assessments were 
carried out based on the ame information: 

13 

• There were significant variations in assessment of financial risk of the sponsor 
during the ' build phase' across projects. The memorandum to the Board in respect 
of Dhaneta project expressed (May 2012) an apprehension regarding the financ ial 
capabi lity of the core promoter to bring in equity. For the other three projects, 
however, the memoranda to the Board (July/August 2012 and June 201 3), 
indicated that the financial health of the core promoter was sound. Audit noticed 

Four stretches of Dha11eta Road Projects of 92.83 KM, two stretches of Jawasa Road Projects of 
44.97 KM, four stretches of Ambha Road Projects of 91.34 KM and one stretch of Morena Road 
Project of 71.86 KM 

14 The score on each parameter is assessed on a scale of 0 to 1 O; higher score indicating lower risk 
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that all four memoranda were based on the same set of financial statements of the 
core promoter, n was seen that the core promoter had taken up nine road projects 
(induding the above four proj~cts) and the equity contribution for simultaneously 
implementing them was significant at {35L85 crore. However, the financial 
capability of the core promoter to undertake all these projects was not examined in 
the course of credit appraisal carried out by IIFCL. Subsequendy, the project 
activities were stopped since September 2014 in case 'of Jawasa project and since 
December 2014 in case of Dhaneta, Ambha and Morena projects due to financial 
crunch of the core promoter. 

o The experience of the core promoter was also assessed differently across the four 
.. J_?{Oject~. · The memorandum to the Board in case of Dhaneta project stated 
"'(:M'ay 2012) that the core promoter did not have experience of road projects and 
parent 'company of the core promoter was engaged in manufacture of 1'M1' bars 
and other metal products. However, subsequent memoranda in respect of the other 
three projects stated (July/August 2012 and June 2013) that the core promoter had 
requisite experience and good track record in development, construction and 
operation of infrastructure projects. Audit noticed that the core promoter had been 
incorporated in September 2010 and tin sanction of the last loan in July 2013, had 
not completed any project or generated any operational revenue. It was also 
noticed that the Engineering, Procurement and Construction (EPC) contracts for 
execution of all four projects were entrusted to the core promoter (CIL). 

(ii) Shortcomings in disbursement of loans: 

HJPCL had voluntarily adopted the Prudential Norms of Reserve Bank of India (RBI) 
applicable to Non-Banking Financial Companies from 2011-12 onwards and formally 
came under RBI supervision from 09 September 2013. RBI issued guidelines in July 2013 
urging the financial institutions to minimize reliance on external agencies and to 
strengthen internal mechanism to ensure end-use of loan funds. 

Audit noticed that disbursements were made to the projects without any independent 
assessment carried out by IIFCL regarding the end use of funds. In fact, out of 
~76.46 crore disbursed against these loans, {48.23 crore was disbursed after 
September 2013 when the RBI guidelines became applicable to IIFCL. Disbursements 
were made from time to time, based on the reports of Lenders' Independent Engineer 

·15 . . 16 (LIE) and certificates of Chartered Accountants (CAs) . An assessment of the 
Independent Engineer (IE) appointed by MPRDC (March 2015), indicated that the actual. 
progress of projects was not commensurate with the payments made to the EPC contractor 
and were considerably at variance with the physical progress reported by LIE as indicated 
in the following table: 

15 Lenders' Independent Engineer was appointed by the borrower in consultation with the lead lender 
and the cost of engaging would be borne by the borrower 

16 Chartered Accountants are appointed by the borrower as the Company's (SPV's) auditor 
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SI. Name of EPC Amount paid Payment Physical Expenditure 
No. project contract toEPC made up to progress incurred based on 

value contractor (in per cent) progress assessed 
('crore) As per As per by IE 

LIE IE 
I Dhaneta 11 2.68 112.25 31.08.20 14 70.00 56.00 63. 10 
2 Jawasa 64.45 55.14 3 1.05.20 14 55.00 38.00 24.49 
3 Ambha 136.22 129.96 09.12.20 14 50.00 30.00 40.87 
4 Morena 137.30 55.74 3 1.07.20 14 2 1.00 <20.00 27.44 

Total 450.65 353.09 155.90 

Against payment of B53.09 crore (representing 78 per cent of total EPC contract value) 
actual progress a assessed by the IE of MPRDC was only~ 155.90 crore (i. e., 35 per cent 
of the EPC contract value). Considering the significant difference and keeping in view the 
fact that the core promoter was al so the EPC contractor, diversion of loan funds cannot be 
ruled out. 

(iii) Lack of security and write off of dues: 

MPRDC terminated (April 2015) the concession agreements due to slow progress of 
work, non-achievement of project milestones and default in payment of dues as per 
concession agreement 17 

. Though MPRDC endorsed (February/March 2015) the 
termination notices to the Lead Lenders of the projects informing of the intention to 
substitute the concession agreements, they did not respond within the prescribed time of 
15 days from the date of issue of such notices. As a result, the lenders lost their chance to 
secure their financia l interest in these projects. MPRDC awarded the contracts 
sub equently to a different contractor. The disbursed amount (n6.46 crore) of these loans 
was finall y written off in March 20 16. 

The Management replied (September 20 17) that: 

• It relied on the due-di ligence of lead lenders and on the turnover, net-worth and 
experience of the parent company of the core promoter. Al the time of termination 
of the concession agreements, more than 50 per cent had been completed in three 
out of the four projects had been completed. The promoters had infused required 
contribution in all projects and the contribution in Morena project was 
commensurate lo its actual progres . The projects did not achieve milestones on 
account of various reasons related lo obligations of concession agreements. 

• The lead bank carried out regular monitoring and disbursements were made on the 
ba is of the reports of Lenders' Independent Engineer (LTE) and certificates of 
Chartered Accountants. The LIB considered physical progress including works in 
progress and soft costs whereas the 1E considered only completed works in their 
assessment. 

• IIFCL came under the supervi sion of RBI onl y on 9 September 2013, while these 
loans were sanctioned much before that. 

17 Payment of penalty for delayed achievement of financial closure, f ees of Independent Engineer 
engaged by MPRDC, penalty towards delay in submitting performance guarantee, and penalty 
towards delay in achieving proj ect milestones 
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The reply is not acceptable in view of the following: 

• The primary re ponsibility of any financia l institution is to atisfy it elf about the 
credentials of projects under consideration for sanction of loan, irrespective of its 
appraisal by other financial institutions. The slow progress of project execution 
and consequent termination of conces ion agreements, ubstantiated weak 
financia l and technical capabilitie of the core promoter. MPRDC also noted that 
the stoppage of project execution was due to fund constraints of the core promoter. 
At the time of termination of concession agreements, the actual progres was more 
than 50 per cent in Dhaneta project alone. 

• The argument that the IE did not consider soft costs while assessing phy ical 
progre s of projects is not tenable. Aud it has highl ighted release of funds without 
ensuring end-use of funds available with the EPC contractor. In fact, IIFCL itself 
has requested (November 20 15) forensic audit of accounts of Dhaneta and Ambha 
projects in view of s igni ficant variation in the report of LIE and IE. 

• The Management contention that IIFCL came under RBI supervision from 
September 201 3 onwards is not j ustified as it had adopted RBI Prudential Norms 
voluntarily from 2011 - 12. Besides, majority of the disbursements were made after 
formal adoption of RBI norms (September 201 3). 

The internal credi t appraisal assigned di fferent risk cores against the financial and 
execution capabilitie of the core promoter for the four projects though it was based on 
ame set of information. This led to sanction of loan to technically and financially weak 

promoter. Disbursement of loan without adhering to RBI gu ideline led to release of funds 
di proportionate to the actual progre of the proj ects. Eventually, the projects were 
terminated and loan disbursa ls of n6.46 crore had to be written off. 

The matter was referred to the Mini try in October 20 17; the ir reply was awaited 
(February 20 l 8). 

The Oriental Insurance Company Limited 

5.5 Violation of specific directions of the Ministry leading to loss of premium 

The Oriental Insurance Company Limited did not adhere to the guidelines issued by 
the Ministry of Finance in respect of appropriate pricing while underwriting the 
group health insurance policies. Consequently, the Company under charged the 
premium by ~145.26 crore during 2014-15 to 2016-17. 

In view of continued losses suffered by public Sector General Insurance Companies 
(PSGICs) in the group health insurance portfolio, Department of Financial Service , 
Ministry of Finance (MoF), i sued guidelines (May/July 2012) for pricing of health 
insurance policies. As per the guidelines, the group health insurance golicies (GHlPs) 
should be appropriately priced, duly considering the burning cost 8

, Management 

18 Estimated cost of claims in the forthcoming insurance period calculated from previous years' 
experience adj usted f or changes in the numbers insured, the nature of cover and medical inflation 
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Expenses (ME), Medical Inflation (Ml) etc. to ensure that the Combined Ratio (CR)19 

should be less than 95 per cent of the premium charged. Policies not conforming to this 
ratio were not to be renewed. It was also laid down in the aforesaid guidelines, that 
no discount would be given in the standalone GHJPs where the CR was more than 

. I 

100 per cent. In July 2012, it was reiterated that these guidelines were mandatory and no 
discretion in this regard was available to PSU Companies. 

Audit reviewed 63 standalone GHIPs (having premium of ~ 1 crore or more) 
underwritten/renewed by Mumbai Regional° Office (MRO)-I, MRO-II, MRO-IIT, 
RO-Bengaluru and RO-Chennai of the Oriental fusurance Company Limited (OICL) 
during 2014-15 to 2016-17 and observed that the incurred claim ratio (ICR)20 in respect of 
40 GHIPs 21 exceeded 100 per cent and ranged from 101 per.,.,c~~J\J to 157 per cent 
(Am1exure~ Vill) . 

. . . " Audit observed that OICL renewed 40 of these GHiiPs in violation of the above guidelines 
by fixing the premium for these policies withm1t ensuring that the CR was within 
95 per cent. OICL worked out the premium, taking into consideration the previous year's 
annualised claim outgo adjusted with the lives p~oposed to be covered under policies 
being renewed, TP A charges and Brokerage but ~id not include medical inflation and 
management expenses. Further, the premium fitjally charged was even less than the 
premium worked out by OICL. This was in clear deviation from the guidelines of MoF. 

The minimum premium to be charged as per the aforesaid guidelines worked out to 
~786.19 crore (Annexure~lIX) taking into consideration the estimated annualised claim 
outgo adjusted with the lives, TPA charges, brok6rage/commission and MI22 only. ME 
could not be included in the above calculation due to absence of any benchmark. Against 
this, OICL charged the premium of ~640.93 crore only on renewal thereby violating the 
specific guidelines of the Ministry of Finance, which led to a loss of n 45 .26 crore. 

The Management replied (December 2017) that: 

9 Audit has considered burning cost after adding TP A Charges and brokerage and 
commission to annualised claim outgo. In fact, burning. cost is always a pure claim 
cost and is not inclusive of TP A Charges and Brokerage or commission to it. 

e High ICR of certain number of policies was not due to non-adherence to the 
guidelines. As a matter of fact, the pricing of these tailor made group health insurance · 
policies was market driven and depending on competition. The price of the policies 
could not be factored and determined with set iof limited parameters as severe price 
competition was witnessed in group health insurance pricing and the final price for 
such policies was determined by the market i.e. what client and his broker were able to 
negotiate amongst 30 General Insurers & Standalone Health Insurers who aggressively 

19 
' Ratio of Incurred claim plus Management Expenses,: Agent's/Broker's Commission, - Third 
Party Administrator (TPA) Commission and any other E!rpenses to the premium charged 

20 It represents the ratio of net incurred claim to net earned, premium 
21 Underwritten/renewed by MR0-11, RO-Bengaluru and RO-Chennai 
22 As per the consumer price indices report of the.Ministry ()f Statistics and Programme Implementation 

(MOSPI), Government of India 
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target such high volume business. Further, the price arrived at by audit was not always 
the price on which the business was available in the competitive market. 

Reply of the Management is not tenable in view of the following: 

8 Audit has worked out premium to be charged based on Combined Ratio which 
includes incurred claims, management expenses, Agents' /Brokers' commission, 

. TP A commission, medical inflation and any other expense as per guidelines of the 
Ministry. As already stated, component of management expenses could not be 
considered by Audit in above working in the absence of any benchmark for the 
same. Had management expenses also been included, amount of loss would have 
been'higher. 

1> As per Ministry of Finance's guidelines, Policies not conforming to combined ratio 
exceeding 95 per cent were not to be renewed. The reply is silent as to why these 
Standalone GHIPs were renewed. 

~ Non-charging of premium adequate to cover higher CR exceeding 95 per cent at 
the time of renewal of polides is likely to impact long run sustainability of the 
Company and harm its competitiveness. This was emphasised by the Ministry of 
Finance also vide their letter (June 2017) addressed to CMDs of all the Public 
Sector General Insurance Companies (PSGICs) wherein it was clearly stated that 
PSGICs were violating government advisories leading to huge underwriting losses 
as a result of which these companies were solely dependent upon the investment 
income which was not a sustainable arrangement in the long run. 

The matter was referred to the Ministry in October 2017; their reply was awaited 
(February 2018). 
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[ 
CHAPTER VI: MINISTRY OF HEAVY INDUSTRIES AND J 

-~~~~~~-PUB~L_I_C_E_NTE~-RP~RIS~ES~~~~~~--

Bharat Heavy Electricals Limited 

6. I A voidable payment of customs duty and safeguard duty 

Bharat Heavy Electricals Limited, Trichy unit did not obtain the amendments to the 
advance authorisation for import of seamless carbon steel tubes in time and 
consequently made avoidable payment of customs duty (including safeguard duty) 
amounting to ~5.71 crore. 

Bharat Heavy Electrica ls Limited (BHEL), New Delh i was awarded (March 201 2/ 
March 201 3) the contracts for supply, in tallation, te ting and commissioning of Super 
Thermal Power Plant at Mouda (Maharashtra), Nabinagar (Bihar) and Gadarwara 
(Madhya Pradesh) by NTPC Limited. The capacities of the three power plants were 
1320 MW (Mouda), 1980 MW (Nabinagar) and 1600 MW (Gadarwara). BHEL, Trichy 
unit finali sed (June/July 2014) procurement orders for import of seamle s Carbon 
Steel (CS) tubes for 7187 metric tonne (MT) required for construction of boilers for 
the three proj ects. 

The supplies for setting up of any mega thermal power project were exempted from 
customs duty as per the notification (March/September 20 l 2) of the Min istry of Finance, 
Department of Revenue, subject to the plant capacity being 1000 MW or more. Advance 
authorisation for the import of materi al was required to be obtained from the Directorate 
General of Foreign Trade (DGFT) for availing the duty exemption on the import of such 
supplies. BHEL, Trichy unit was eligible for exemption from customs duty (including 
safeguard duty) on import of CS tubes since the power plant capacity of all three projects 
exceeded 1000 MW. Advance authori sation from DGFT was required for availing the 
fac ility. 

Audit observed that in the case of Gadarwara project, the unit obtained (December 20 13) 
advance authori.sation for import of 1536.58 MT of CS tubes. Subsequently, the unit 
applied (July 2014) for modification in the advance authorisation for importing an 
additional quantity of 3318.26 MT on the ground that the procurement through indigenou 
sources did not materialize on account of inadequate capacity and price levels in domestic 
industry. DGFT granted approval for amendment in advance authorisation in November 
2014. Thus, the unit was able to avoid the payment of customs duty on import of 
addi tional CS Tube . 

However, in the ca e of the other two projects, Audit observed that: 

(i) In respect of Nabinagar project, the unit obtained (July 201 3) advance 
authorisation for import of 14 12 MT of CS pipes but did not obtain the 
advance authorisation for import of CS tubes. Subsequently, 35 15 MT of CS 
tubes were imported (September 2014) on which the unit had to pay custom 
duty of ~2. 96 crore as no exemption was available due to absence of advance 
authori sation. 
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(ii) In respect of Mouda Project, advance authorisation had been obtained 
(December 2012) for import of 3390 MT of CS tubes. Subsequently, an 
additional quantity of 1530 MT of CS tube were also imported (November 
20 14) for which the unit had to pay customs duty amounting to ~2.75 crore. 

Thus, while the unit applied for the amendment in advance authorisation for import of CS 
tube in re pect of Gadarwara project and was able to avai l the exemption of custom duty 
on such imports, it fai led to take imi lar action in respect of Nabinagar and Mouda 
projects. Consequently, the unit made an avoidable payment of customs duty (including 
safeguard duty) amou nting to ~5.7 l crore on import of 5045 MT of CS tubes for the e 
two projects. 

The Management stated (Augu t 20 17) that during the subject period of procurement, 
production at the Seamless Steel Tubes Plant (SSTP) of BHEL wa not fully geared up 
and hence the procurement was neces itated. The import rates were found to be 
competiti ve even after considering customs duty on merit basis including safeguard duty. 
The import price were al o lower than SSTP's transfer price. Further, the Foreign 
Exchange section of the unit had uggested import of CS tubes by paying merit duty as the 
lead time for rectification in advance authorisation was long. 

The contention of the Management that inadequate product ion from SSTP nece itated 
import of CS tube i not acceptable since the SSTP had not been commissioned at the 
time of applying for advance authorisation for Mouda and Nabinagar units by the unit. 
The unit did not also have any production plan from SSTP unit on the ba is of which it 
could decide on the quantity of CS tube to be imported. The competitiveness of import 
rates even after considering customs duty could not be accepted as a ju tification for non
inclu ion of the required quantity of CS tu bes in the application for advance authori ation, 
since obtaining of advance authorisation wou ld have resu lted in additional savings on 
account of exemption of cu toms duty. Further, as the unit was aware of the con traint 
relating to the import procedure, it should have taken timely action for obtaining 
amendments in advance authorisation for import of CS tubes for Mouda and Nabinagar 
project , a wa done in case of Gadarwara project. 

The matter was referred to the Ministry in September 2017; their reply was awaited 
(February 20 18). 

Hindustan Paper Corporation Limited 

6.2 Dfrersion of fwzds in violation of Goi•emment orders 

Hindustan Paper Corporation Limited diverted funds sanctioned by Government of 
India towards revival plan of its subsidiary company vitiating the objectives of the 
revival scheme. 

Nagaland Pulp and Paper Company Limited (NPPCL) was incorporated on 14 September 
197 l as a joint venture company of the Government of Nagaland and Hindustan Paper 
Corporation Limited (HPCL), a wholl y owned Central Public Sector Enterprise under the 
admini trative control of the Department of Heavy Industry. NPPCL tarted it 
commercial production on I July 1982. Subsequentl y, the company sta1ted making losses 
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and was referred to Board of Industrial and Financial Reconstruction (BIFR) in April 
1992. BIFR declared NPPCL to be a sick indu'striail company in August 1998 and ordered 
its winding up in March 2002. The Departmental Standing Committee on Industry took 
the initiative of reviving the company in April 2002 and a proposal for revival of NPPCL 
was approved in November 2006 with a capital outlay of ~552.44 crore1

• The revival plan 
was subsequently revised envisaging an investment of ~679 crore in two phases (phase 1: 
~489 crore; phase 2: n90 crore). For implementation of the first phase, it was decided in 
June 20132 that Government of India (GoI) would' infuse ~309.38 crore (~202.38 crore as 
equity and no7 crore as grants-in-aid); n56.50 crore would be raised by the company 
from banks/ financial institutions with Government guarantee and the balance 
~23.12 crore would be infused by Government of Nagaland. 

The approved revival plan of NPPCL was comml.lnicated to HPCi (July 2613) with the 
. specific stipulation that HPCL has to ensure proper utilisation of funds released by GoI 
towards implementation of the revival plan of NPPCL and that an escrow account 
mechanism should be followed for the purpose. Subsequently (September 2013), Gol 
released noo crore to HPCL as equity in NPPCL for implementation of the revival plan 
of NPPCL. The release order reiterated that Chairman and Managing Director (CMD), 
HPCL would be personally responsible for proper utilisation of these funds and 
specifically instructed that no funds should be div'erted under any circumstances and that 
the CMD, HPCL would be held responsible for any diversion or misappropriation of 
funds. It was also specified that the utilisation certificate would be furnished within one 
year from the date of issue of the sanction. 

Audit examination revealed that HPCL made available only ~47.63 crore to NPPCL 
(by March 2016) out of Gol release of noo crore.~ The balance ~52.37 crore was diverted 
t0 meet exigencies in HPCL. Audit noticed that' HPCL had not established an escrow 
account to ensure proper utilisation of Go I relea~e of ~ 100 crore, violating the specific 
stipulation of Gol The CMD, HPCL who was personally responsible for proper utilisation 
of the funds and accountable for diversion or mis'appropriation;·allowed the diversion of 
funds meant for NPPCL to HPCL. Audit also noticed that HPCL has not submitted any 
utilisation certificate to Gol yet (November 20]7), though it was required to furnish 
utilisation certificate within one year (by September 2014) of release of Go I funds. 

Meanwhile, NPPCL floated tenders for 14 majoli packages that had been identified for 
revival of its plant (October 2013 to April 2014) and placed work orders for seven of these 
packages (July 2014 to March 2015). Owing to non-release of funds by HPCL, NPPCL 
could not clear the outstanding dues of the contraetors. NPPCL reported (February 2016) 
that as it had not been able to dear contractors' dues, the working contractors demobilised 
and did not make fresh commitment for their bought ou71tems which brought the project 
activities to a halt. So far, only two of these packages for survey and soil investigation and 

I 

dismantl:i.ng and demolition works have been completed. The works of the balance five 
packages for paper machine refurbishment, captijve it;ower house, switchyard, civil and 
structural works and re-causticising plant have been suspended for which NPPCL ·had 
identified un-paid liabilities of ~6.29 crore. NPPCL Board was informed (March 2017) 
that since August 2015, all outstanding activities !On these packages were at a standstill. 

1 

2 
Approval of Cabinet Committee of Economic Affairs d~ted 23'd November 2006 
Approval of Cabinet Committee of Economic Affairs dated 41

h June 2013 
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This is likely to lead to obsolescence of plants, equipment and inventories in respect of 
these five abandoned packages. 

The Management of HPC while accepting the audit observation stated (January/February 
2017) that a portion of the funds released by Gol for revival of NPPCL had been diverted 
for their own exigencies. The Management stated that no action had been initiated for 
fixing responsibility in this regard and fund utilisation certificate has also not been sent to 
Gol. It was also asserted that the work was kept on hold as the cost of project had 
increased substantially and required approval of the revised cost from the Ministry, 

Reply of the Management needs to be viewed against the following: 

• - Funds were diverted by HPCL despite the fact that the Gol sanction order had 
categorically cautioned against it. Though, the sanction order specifically stated that 
accountability for diversion and misappropriation of Gol fund rests with the CMD, 
HPCL, responsibility for the diversion had not been fixed. 

• The funds released by Gol were meant for revival of NPPCL. Diversion of these 
funds by HPCL led to accumulation of outstanding dues of NPPCL towards 
contractors implementing the revival work and consequent suspension of work. The 
purpose for which Gol funds were sanctioned, thus, was not achieved. 

The Ministry, while accepting the diversion of funds, stated (April 2017) that the 
Committee constituted to examine all aspects relating to diversion of funds 

1 

and prima 
facie fixing the responsibility had submitted its report and the action on the report was 
being taken. 

Thus, HPCL diverted ~52.37 crore out of n 00 crore released by Gol for revival of its 
subsidiary, NPPCL, which besides being improper, adversely affected implementation of 
the revival plan of NPPCL. 
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CHAPTER VII: MINISTRY OF HOUSING AND URBAN AFFAIRS 

Delhi Metro Rail Corporation Limited 

7. I A Midable expenditure 0 11 comtruction of metro station 

DMRC failed to enter into any agreement/Mou with Delhi Development Authority 
incorporating a provision that the additional expenditure incurred on the integrated 
MIA metro station would be met by DDA. This resulted in avoidable expenditure of 
~48.16 crore by DMRC till 15 November 2017, which was likely to increase further. 
Despite substantive change in the scope of work planned in the DPR and additional 
expenditure of ~48.16 crore, the Management of DMRC did not seek the approval of 
the Board of Directors required in such matters. 

Delhi Metro Rail Corporation Limited (DMRC) issued (Augu t 2013) letter of acceptance 
to Mis Corsan Corviam Construction S.A.-Sadbhav Engineering Limited JV 
(the Contractor) for construction of elevated viaduct from Mundka to Tikri Border, along 
with a metro siding at Tikri Border and four elevated station viz. Mundka Industrial Area 
(MIA), Ghevra, Tikri Kalan and Tikri Border, on the Mundka-Bahadurgarh Corridor of 
Phase - ill of Delhi Mass Rapid Transit System (Delhi Portion). Sub equently, DMRC 
received a proposal (October 20 13) from Delhi Development Authority (DDA) for 
hifting the MIA metro station planned in Pha e-ill and integrating it with the fu ture 

DMRC Station (not included in the scope of DMRC) on a proposed Metro line at the 
junction of National Highway-10, Urban Extension Road-II (UER-II) and bus stops in Bus 
Rapid Transit (BRT) Corridor. The proposal involved lea t movement of DMRC/BRT 
users to change from one ervice to other. 

Keeping in view the better passenger amenities, cost effectiveness and the advance 
planning required to integrate the two stations, DMRC agreed (May 20 14) to modify the 
MIA station of phase III to an integrated station accommodating the future Metro talion 
and to modify the spans to accommodate the UER-II road Corridor, provided DDA agreed 
to bear the additional co t. DMRC worked out (June 20 14) station layout for the 
integrated station of MIA and conducted meeting with DDA/ RITES for finalising the 
details. DMRC also provided the General Arrangement Drawings showing the station 
footprint, entry/ exit structure and vertical elevation. DDA after di cussing the matter with 
DMRC in the meeting held on 16 July 2014 gave its con ent (July 2014) for taking up the 
work of integrated MIA metro station except on the land on which stay has been granted 
by the Honourable Supreme Court of India and also sought the details of the expenditure 
to be incurred and the share of DDA in the expend iture. 

DMRC a essed the total cost of integrated station excluding roofing and system work at 
~67.74 crore approximately as compared to the original estimate of ~ 11 .55 crore. DMRC 
requested DDA (June 2015) to release a provisional amount of ~56.19 crore towards the 
additional financial implication. DMRC also tated that exact amount of additional cost 
would be informed in due course after completion of the integrated station and its 
approaches. 
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· DDA denied, (9 July 2015) the payment requested by DMRC on the ground that the cost of 
two stations and other ancillaries, if constructed at a distance of 500 meters, would be 
~68.55 crore only and hence construction of the integrated MIA station would result in a 
saving of ~0.81 crore (~68.55 crore - ~67.74 crore) to DMRC. In response to the 
subsequent requests of DMRC made in Jtily 2015, March 2016, March 2017 and April 
2017, for release of the additional expenditure incurred by DMRC on the integrated 
station at MIA, DDA did not (November 2017) make any commitment for payment 
demanded by DMRC. DDA stated that the integration of both metro stations was 
recommended not due to demand of DDA but based on the directions of Unified Traffic 
and~ Transportation Infrastructure (Planning and Engineering) Centre (UTTIPEC), a 
Controlling Body for multimodal transport integration of the national capital under the 
Chainnan8hlp: Of Hon'ble Lieutenant Governor, Delhi. 

The stipulated date of completion of the integrated MIA metro station was 27, January 
2018. The work is in progress and DMRC has completed about 80 per cent of the work by 
incurring an amount of ~59.71 crore which was equivalent to 72 per cent of the total 
expenditure to be incurred on the station. 

Audit observed that: 

• Integrated MIA metro station was not part of the original plan of DMRC but was 
executed at the request of DDA. However, no agreement/Memorandum of 
Understanding (MoU), stipulating that DDA would bear the additional expenditure 
to be incurred on the integrated MIA metro· station, was entered into with DDA. 

e Construction of integrated MIA metro station started without obtaining the 
approval of Board of Directors of DMRC and without ensuring availability of 
sufficient land. Part of the land of the integrated MIA· metro station was yet 
(15 November 2017) to be acquired by DDA. 

• DMRC continued with the construction work despite DDA declining to bear 
,, additional cost on construction of integrated MIA metro stations, without resolving 

the issue with DDA. Thus in the absence of an agreement/Mou with DDA, DMRC 
had incurred an avoidable expenditure of ~48.16 crore1 till 15 November 2017 
(physical and financial progress achieved was 80 and 72 per cent respectively). 
Further, DMRC will have to bear the financing cost for these additional funds of 
~48.16 crore. 

The Management in its reply ·(August 2017 and November 2017) stated that: 

1 

(a) As provision of integrated MIA station was beyond the contractual provisions, the 
Managing Director of DMRC approved the variation in the contract considering 
the DDA's acceptance to bear the additional cost beyond present scope. 

(b) The decision on construction of integrated MIA metro station was taken in 
consultation with DDA for integration of various modes of transport including 
BRT. on UER II and future metro line. -The Management stated that the issue of 
cost sharing was being pursued with DDA and would be settled amicably. 

i59. 71 crore minus t'l.1.55 crore, being the cost of construction of originally planned MIA station 
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(c) T he complete facility o f the integrated MIA tation , except the track bed for future 
line, would be put to use upon commissioning of Phase Ill corridor expected to be 
completed hortl y. The Management further stated that both ODA and DMRC, 
being Government organi sations, no separate agreement was cons idered necessary. 

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

(i) As per delegation of powers to the Managing Director, approval by the Board 
of Directors o f DMRC in its l 31

h meeting held on 12 January 1998. the 
de legation was subject to the approval of the Board in respect of the following 
matter : 

• Any substanti ve change from the DPR in the scope of work o f the Delhi 
MRTS Project; 

• Any item of expenditure exceeding ~ lO crore not contemplated in DPR. 

It was further resolved by the Board, that decision taken by the Managing 
Director on the above mentioned matters, in exercise of the powers 
de legated to him, should be reported by the Managing Director to the 
Board at its next meeting. 

Audi t, however, ob erved that despi te a change in the cope of work of 
Mundka-Bahadurgarh Corridor of Phase - Ill of Delhi Ma Rapid Tran it 
Sy tern Project not contemplated in the DPR, involving an additi onal 
expenditure of ~48. 1 6 crore (till 15 November 20 17), the decision take n by 
the Managing Director, DMRC wa not placed before the Board of 
Directors of DMRC for approval. 

(ii) The fact remains that in the absence of an agreement/Mou w ith DD.\, 
DMRC had incurred an avoidable expenditure of ~48. 1 6 crore 2 till 
15 November 2017. This was li kely to increase fu rther, s ince physicD1 
progress of 80 per cent and financial progress of 72 per cent only, had been 
achieved so far ( 15 November 20 17). In addition to the above ex pend iture, 
financing cost of these funds would al o have to be borne by DMRC. 

T hu , fai lure to enter into an agreement/MoU with De lhi Development Authority suitably 
incorporating a provis ion for DOA to bear the additional expend iture incurred on the 
integrated MIA metro station, resulted in avoidable expenditure of ~48. 1 6 crore by DMRC 
ti ll 15 November 20 17. The Management of DMRC did not seek the approval of the Board 
of Directors required in such matters in the light of substantive change in the scope of 
work from that planned in the DPR and the additional expenditure of ~48.16 crore. 

T he matter was referred to the M inistry in October 20 17; their reply was awaited 
(February 20 18). 

1 r59. 71 crore mi1111s n I.SS crore being the cost of co11struclio11 of origi11ally pla11ned MIA station 
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[ CHAPTER VIIl: MINISTRY OF MINES 

Hindustan Copper Limited 

8. 1 A voidable expenditure due to deficient contract clause 

The Company did not incorporate suitable clauses in the contracts for deployment 
of required equipment by the contractor for which the rates were finalised 
resulting in avoidable expenditure of ~11.87 crore. 

J 

Hindustan Copper Limited (Company) is a verticall y integrated copper producing 
company. Audit reviewed the contracts awarded by the Company during 2014- 17 for 
mining related acti vities and noticed two instances where the Company fa iled to en ure 
deployment of new equipment by a contractor, though it was mutually agreed. ln the 
process, the Company paid higher charges for the work. 

A. Hiring of equipment for loading and hauling 45 LBCM 

The Company floated (January 20 14) a notice inviting tender (NIT) for hiring 
equipment for loading and hau ling of 45 Lakh Bank Cubic Meters (LBCM) rock at 
Malanjkhand Copper Project (MC P). The lowest rate was offered (~'400 per BCM) by 
Mis R.K Tran port Company (RKT). 

As the rate was higher than the departmental estimate (n2 I .35 per BCM), the Company 
started negotiating with the party. RKT clarified during the negotiation that their offered 
rate was higher as they cons idered deployment of new loading & hauling equipment of 
2014 make and its as ociated insurance costs instead of 2010 make equipment considered 
in departmental estimate. [t was pointed out that deployment of 20 14 make equipment 
would en ure stead y accessibility while worki ng in the lower benches of mines . Bes ides, 
RKT informed that highly skilled worker wou ld be employed on the job, accounting for 
higher quoted rates. 

The Tender Evaluation Committee (TEC) also justifi ed the higher rates offered by RKT on 
grounds of newer make (20 14 make in place of 20 I 0 make) equipment and deployment of 
highly kil led worke r . The TEC as essed that the estimate would be highe r by ~49.9 1 per 
BCM on account of deployment of 20 14 make equipment and by ~2.45 per BCM for 
engagement of highl y skilled workers. 

Subsequently, RKT agreed (March 20 14) to reduce its quoted rate to n97 per BCM and 
the Company finall y issued letter of intent (May 20 14) for the above work to RKT at n97 
per BCM for a total value of~ 178.65 crore with schedule completion peri od of 37 months. 

Audit observed that the Company did not incorporate suitable clauses in the agreement 
(June 2014) entered into with RKT to ensure deployment o f 2014 make equipment and 
engagement of highl y skilled worker for the above work. It was also observed that out of 
the 12 dumpers and three excavators deployed by RKT for the above work, six dumpers 
and one excavator were o f 20 10 make, the balance be ing of 20 14 make. The Company, 
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. however, did not take into account deployment of older make equipment by the contractor 
and paid RKT at the agreed contract rate. 

Thus, the Company incurred an excess payment ~f ~23.29 per BCM1 to RKT, c~nsidering 
differential rates for depfoyment of 2010 make 'equipment against agreed eqmpment of 
2014 make which works out to an excess payment of ~8.87 crore2 for execution of 38.07 
LBCM upto June 2017. Audit further observed that in the absence of suitable clause in the 
agreement with RKT for engagement of highly skiUed workers, the Company could not 
ensure their deployment although higher rates we~e agreed to on such consideration. 

In response to a NIT (July 2015) issued by the C0mpany for hiring equipment for loading 
& hauling of 30 LBCM, RKT emerged as the lowest bidder with a quote of ~460 per 
BCM. During negotiation (October 2015), RKT assured to deploy new equipment and 
reduced its offered rate to ~414 per BCM. The Company entered into an agreement for the 
work in January 2016. 

Audit observed that the terms of the agreement ispecifically provided that all equipment 
deployed by RKT should not be older than 2012 make. Kt was noticed that out of 
15 loading & hauling equipment deployed by RKT for the above work, 40 per cent 
equipment (six in number) were of 2009 make. The Company, however, made full 
payment to RKT at the agreed rate of ~414 1per BCM without taking into account 
deployment of older than agreed make of equipment. Thus, the Company made an excess 
payment of n9.96 per BCM 3 to RKT, which ;had, resulted in excess expenditure of 
~3 crore 4 till April 2017. 

In reply, the Management stated (January 2018) that RKT initially deployed some dumpers 
of 2010 make for the 45 LBCM work and 2009 make for the 30 LBCM work as there was 
urgency to start the production in the shortest possible time and because procurement of 
heavy machineries like dumpers and excavators have their own lead time, not being 
readily available in the market. The Management also stated that the performance of RKT 
was satisfactory and above the set target in both the works. 

The reply of the Management is not acceptable. 'J!he Company had accepted higher quotes 
for the 45 LBCM work on the assurance of d~ployment of newer make (2014 make) 
equipment though it had failed to incorporate i~ in the contract. The agreement for the 
30 LBCM work incorporated a specific clause for deployment of new make of equipment 
(2012 or later make). Yet, in both cases, the coll.tractor deployed older make equipment 
and the Company paid higher rates to the c0ntractor despite·· being aware that the 
equipment deployed were not as per agreed speqifications. Further, the contention of the 
management that RKT initially deployed some dumpers of 2010 is not borne out by the 
facts as these machines were used throughout the contract period. 

1 

2 

3 

4 

"23.29 = if(49.91*7!15) 
(23.29 * 38()7453 = f8867558() 
(.19.96= if(49.91*6!15)-considering the differential cost of deploying equipment of 2014 make 
vis-a-vis WW make 
(.19.96 * 15()4530.219 = f'.1()()3()418 
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Thus, the Company did not incorporate suitable clauses in the contracts for deployment of 
required equipment by the contractor for which the rates were finalised resulting in 
avoidable expenditure of <11.87 crore. 

The matter was referred to the Ministry in January 2018; their reply was awaited 
(February 2018). 
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CHAPTER IX: MINISTRY OF PETROLEUM AND NATURAL 
GAS 

Balmer Lawrie & Company Limited 

9.1 Inadequate due diligence resulting in non-recovery of dues 

Balmer Lawrie & Company Limited (Company) acquired a loss making concern, 
Mis Vacations Exotica Destinations Private Limited (VEDPL) at ~13.50 crore 
without ascertaining the accuracy of its financial statements. Reconciliation was 
not carried out prior to release of final instalment which resulted in unrecovered 
dues amounting to ~3.99 crore. 

Balmer Lawrie & Company Limited (Company) was approached (November 20 I 2) by 
Mis Vacations Exotica Destinations Private Limited (VEDPL) for acquisition of upto 
50 per cent of its equity stake. VEDPL, engaged in tours and travel business, had been 
established in 2007 as a partnership firm and sub equentl y converted (2012) into a private 
limited company. The Company decided (November 2013) to acquire the entire travel and 
tour business of VEDPL rather than 50 per cent of its equity with the primary objective of 
acquiring the brand " Vacation Exotica". The rationale for the acquisition was that it would 
provide the Company with the opportunity to enter into tours and leisure travel business. 

The Company appointed experts to carry out valuation of the business of VEDPL, on 
standalone basis as well as con idering it ynergie with the Company. Two experts were 
appointed, Mis BOB Capital Markets Limited (BOB) and Mis KPMG India Private 
Limited (KPMG ), who recommended that the value of VEDPL would range between 
~ 13.50 crore to n0.40 crore when considered on a stand-alone basis and ~63.00 crore to 
n9.80 crore considering synergy with Company. 

Audit noted that the valuations were done based on the information provided by 
the Company which included high projected growth of the business of VEDPL during 
2014- 18 (rate of growth considered being 27 to 30 per cent on standalone basis and 33 to 
114 per cent cons idering synergy with Company), even though VEDPL had been 
incurring losses since inception (2007-08). Finally, the Company acquired the business of 
VEDPL in January 20 I 4 at an agreed consideration price of ~ 13.50 crore. 
Post-acqui sition , the tour & travel busine. s of VEDPL has not generated any profit and 
the total loss incurred by the Company on such business was ~26.94 crore during the 
period from January 2014 to September 2017, be lying the high growth projections. 

Audit noticed that the Board of Directors (BoD) of the Company, while considering the 
acquisition proposal (April 2013), had expressed concern over the liquidity position of 
VEDPL. The Company had a igned financial due diligence of VEDPL to Grant Thornton 
India LLP, preparatory to the acquisition. The financial due diligence revealed (November 
20 I 3) that the accounting software of VEDPL was prone to data entry errors and lacked 
proper systems and control s. The BoD of the Company decided (November 20 13) to 
conduct a detailed audi t of the accounts of VEDPL for first half year ended 30 September 
20 13. Mis Deloitte Haskins & Sells was appointed for the audit (February 2014). 
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The BoD of the Company simultaneously decided (November 2013) on an audit of 
VEDPL and negotiations for acquisition. The Chairman & Managing Director along with 
the whole-time Directors of the Company were authorised to carry out negotiations with 
VEDPL. However, without waiting for the report of the auditor, the Company acquired 
VEDPL (January 2014), at a consideration of ~13.50 crore. Post-acquisition, the auditor in 
its report of May 2014 pointed out deficiencies in the books of accounts of VEDPL 
relating to maintenance of fixed assets registers, accounting of debtors, loans & advances 
and advertisement expenditures etc. However, the payment for the acquisition had 
commenced by then (February 2014) with the final i!lstalment released in August 2014. 

As per the terms of the acquisition, all billings and corresponding costs of sales for the 
erstwhile VEDPL business were to be booked on the Company's account from 1 January 
2014 while the existing entries were to be transferred from VEPDL books to the 
Company's books at a later date and reconciled. On reconciliation, the Company noticed 
dues of ~3.99 crore from VEDPL. By then, the Company had already released the entire 
consideration of U3.50 crore. 

The outstanding dues of ~3.99 crore had been shown in the Company's accounts as 
recoverable from VEDPL (even as on December 2017). As the business of VEDPL has 
already been acquired by the Company and full payment has been made for the 
transaction, the possibility of recovery of this amount is remote. 

The Management stated (December 2017) that dues amounting to ~3.99 crore from 
VEDPL arose on reconciliation after releasing final payment of purchase consideration 
and informed that in case the amount is un-recovered by March 2018, it would be 
provided for in the accounts of Company. 

The reply of the Management indicates the lack of due diligence on its part while 
acquiring a loss making private company. The readiness of the Management to provide for 
this amount, even though the promoter of VEDPL is presently in the employ of the 
Company as the Chief Operating Officer of its tour business also underscores the fact that 
its recovery is remote. 

Thus, lhe Company acquired· a loss making concern, VEDPL, at ~13.50 crore. The 
business continued to suffer losses, post-acquisition, with cumulative loss of ~26.94 crore 
to the Company over January 2014 to September 2017. Due diligence regarding the 
accounts of VEDPL was not carried out before the acquisition. Though an audit was 
initiated, the Company did not wait for :its results before releasing payments for the 
acquisition. Subsequently, post reconciliation, outstanding dues of ~3.99 crore were 
noticed, recovery of which appears remote. 

The matter was referred to the Ministry in November 2017; their reply was awaited 
(February 2018). 
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Bharat Petroleum Corporation Limited 

9.2 Irregular payment to employees in contravention of DPE Guidelines 

Bharat Petroleum Corporation Limited made payment of ~20000 to each of its 
employees amounting to ~25.14 crore on the occasion of completion of 40 years by 
the Company and 50 years by Kochi Refinery which was not as per DPE 
euidelines. 

Upon completion of 40 years by Bharat Petrol eum Corporation Limited (Company) as 
well as 50 years by Kochi Refinery, the Company approved (October 2016) grant o f 
reward of ~20000 to all its employees. The amount o f ~20,000/- per employee was paid to 
of 12572 employees 1 on the roll of the Company, thereby incurring an expenditure of 
~25 . 1 4 crore on thi account. 

[n thi s regard, Audit observed that : 

1. The Union Cabinet had directed in March 1978 that awards should not be granted 
on occasions of Si lver/Golden Jubilee celebrations of the Public Sector 
Enterprises. 

11. The Bureau of Public Enterprises (BPE) had also instructed (February 1983) the 
Publ ic Sector U ndertakings to follow the above directions of the Cabinet. 

111. DPE guide lines (November 1997) specificall y stipu lated that no payment of 
ex-gratia, honorarium or reward should be paid by the Public Enterprises to their 
employees over and above the entitlement under the Bonus Act or the executive 
instructions issued by OPE in re pect of ex-gratia, unless the amount wa 
authorised under the duly approved incentive scheme in accordance with the 
pre cribed procedure. 

1v. There were no specific guidelines on rewards/mementos to employees of CPSE 
on Commemorative occas ions in the Compendium of guide lines, issued 
(November 2015) by the Department of Public Enterprises (DPE), Ministry of 
Heavy Industries and Public Enterprises. 

v. Min istry of Petroleum & Natural Gas (MoPNG) had instructed (November 20 12) 
all Oil Marketing Companies (OMCs) that a ll applicable guidelines on the issue be 
strictly fo llowed without any exception till the guidelines on payment of awards in 
cash/kind to employees on Commemorati ve Events were framed. Audit observed 
that based on the instructions of MoPNG, draft Guideline on the subject were 
prepared by ONGC for employees of all CPSEs and submitted to MoPNG in 
October 20 15, approval for which was pending (November 2017). The Mini try 
intimated Audit that it did not consider necessary to issue separate guide lines on 
payment of awards in cash/lcind to employees on Commemorative Events. Thus no 
further action wa taken by the Ministry to prohi bit payment of such allowances 
that were not as per the DPE guidelines. 

Manageme11t: 5684 and 11011-ma11ageme11t: 6888 
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The Management in its reply (October 2017) stated that the award of commemoration 
given by the Company was in line with the extant practice and continued collective 
wisdom of Oil Companies. It was further stated that decision taken for award was also in 
line with the intended proposal of the Oil & Gas Companies submitted to MoPNG. 

The reply is not acceptable as the incentive was beyond the prov isions of the DPE 
guideline issued in November 1997. 

Thus, the payment made by the company to its employees in violation of the extant 
OPE guidelines and instructions of the M inistry of Petroleum & Natural Gas, to follow 
the appl icable guidelines without any exception re ul ted in irregular expenditure of 
~25. 14 crore. 

The matter was referred to the Ministry m October 2017; their reply was awaited 
(February 20 18). 

GAIL (India) Limited 

9.3 Delay in completion of Minimum Work Program leading to amidable payment 
of liquidated damages 

Due to lack of planning, consor tium partners could not complete the Minimum 
Work Programme within the license period which led to avoidable payment of 
liquidated damages of ~11.31 crore. 

A consortium2 consisting of three Central Public Sector Enterprises (CPSEs) viz. GAIL 
(India) Limited, Hindustan Petro leum Corporation Limited, Bharat Petroleum Corporation 
Limited, one State Government PSU (Gujarat State Pe troleum Corporation Limited) 
and two private firms acquired block RJ-ONN-2004/1 in Raj asthan and entered 
(2 March 2007) into Production Shari ng Contract (PSC) with Government of India. 
Consortium received (November 2007) Petroleum Exploratory License (PEL) for Phase-I 
of exploration of the block. Consortium partners made GAIL (India) Limited 
(the Company) the operator for this exploration block. 

As per PSC, the consortium was required to complete the 2D seismic API3 in the grid size 
of 8 KM X 8 KM covering the entire contract area under the M inimum Work Programme 
(MWP). Further, reprocessing of 2D/3D seismic data, Geo chemical survey, Gravity 
Magnetic survey and drilling of six wells were to be completed within four years i.e. by 
5 November 20 L 1. However, extension of time up to six months could be granted for 
completion of MWP. 

C lause A l (b & c) of the Policy fo r extension in exploration phase in the New 
Exploration License Policy (NELP) (April 2006) of Government of India stipulated that 
extension of time for additional six months (211

d extension) could be given subject to 

3 

GAIL with participation interest (Pl ) of 22.225 per cent, Gujarat State Petroleum Corporation with 
Pl of 22.225 per cent and other J V partners viz. HPCL with Pl 22.22 per cent, BPCL with PI 
11.11 per cent, Hallworthy Shipping Limited with Pl 11.11 per cent and Nitin Fire Protection 
Industries Limited with Pl 11.11 per cent formed consortium 
Acquisition, Processing and Interpretation of data 
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submission of 100 per cent bank guarantee and I 0 per cent cash payment as agreed 
pre-estimated liquidated damages (LO) for unfinished MWP as reasonably determined by 
Director General of Hydrocarbon. An y extension beyond 12 months and up to 18 months 
(3rd extension) could be considered subject to submission of I 00 per cent bank guarantee 
and 30 per cent cash payment as agreed pre-estimated liquidated damage for unfinished 
MWP as reasonabl y determined by Director General of Hydrocarbon. 

The Company applied (l7 June 20 10) to Rajasthan State Pollution Control Board 
(RSPCB) fo r Consent to Establish industry (CTE) a~ per section 2 1 of the Air (Prevention 
and Control of Pollution) Act, 198 1. RS PCB pointed out (7 Jul y 2010) deficiencies such 
as filing of common application for all 6 exploratory drilling well s falling under different 
locations instead of separate application for each location , non-submission of requi site fee, 
lack of proof of capital investment, land allotment letter, commitment for compliance with 
environmental clearance and the detail s of the ource of raw water to ass ist in securing 
clearance from Central Ground Water Authority. Some of the requisite documents were 
submitted during August 20 I 0 to September 20 I 0. Remaining documents along with 
requisite add itional fee were submitted during January 20 I J to February 2011. RS PCB 
observed (March 20 11 ) that the Company did not submit certificate confirming the 
estimated cost of project for drilling on one s ite, land conversion Jetter of the competent 
authority, information about mode of di sposal of hazardous waste etc. Finally, the 
Company submitted all the requi site documents/fees on 11 April 20 11 and RS PCB 
granted CTE on 27 April 2011. 

The Consortium completed all the committed work under MWP except drilling of five 
wells by November 2011. Therefore, in line with the prov isions of PSC and New 
Extension Policy (NELP), it sought three4 extensions for a period of six months each upto 
5 May 2013. The Consortium in accordance with the share of participating intere t (Pl) 
paid ~5.65 Crore5 (including share of CPSEs of ~3.63 crore6

) towards LO for unfin ished 
MWP to Director General of Hydrocarbon (DGH) along with bank guarantee for USO 
6.947 million7

. The Company app lied (April 20 13) for fourth extension for an additional 
period of s ix months but no response was received from Ministry of Petroleum and 
Natural Gas (MoPNG). The consortium could drill onl y four wells and drilled the 5th well 
partially i.e. upto 334 meter depth against the targeted depth of 1100 meters as at the 
expiry of the third extension of license period on 5 May 2013,. The unfinished MWP was 
766 m in fifth well and 1200 m depth in sixth well. In view of the unfinished MWP of two 
wells against the committed depth, the Company again requested (1 May 2013) the DGH 
for grant of permission to continue the drilling and testing operations beyond 5 May 20 13. 
However, DGH refu ed (10 May 2013) to grant permission as there was no provision 
either in the PSC or in the NELP for fourth ex tension. But the consortium continued 
drilling of the 5th well and completed it on 2 June 2013. However, DGH considered the 
work done till 5 May 2013 only for calculation of LO towards unfini shed MWP. 
Accordingly, three CPSEs paid n.68 crore (GA IL n.03 crore, HPCL n.16 crore and 
BPCL ~ 1.49 crore) towards LD for unfinished MWP. 

4 

5 

6 

7 

September 2011, September 2012 and December 2012 
i'nil +i'2.35 crore +r3.30 crore = r5.65 crore 
rI.45 crore (GAIL) +rJ.45 crore (HPCL) +r0.73 crore (BPCL)= rJ.63 crore 
USD Nil +USD 4.328 million+ USD 2.619 million = USD 6.947 million 
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Audit observed that exploration act1 vtt1es were time bound and committed MWP was 
required to be completed within the defined time frame. The consortium, however, took 
almost entire license peri od of four years for completion of seismic data analysis, 
Geo-chemical survey and Gravity Magnetic Survey. Drilli ng of fi rst well started at the end 
of June 201 1 as a result of wh ich, drill ing of only one well could be completed within the 
license period i.e. till 5 November 2011 . Further, receipt of CTE from RSPCB took long 
time due to non-submission of requisite documents/fees along with the original 
application. Further, the Company initiated action for collection of certi ficates/clearance 
from various authorities only afte r RSPCB pointed out non-submission of those 
documents in Ju ly 20 10. 

The Management stated (September 20 17) that an additional period of 15 months was 
taken due to mud loss, dril ling of wells in two phases and time consumed to decide 
whether to continue or stop dri lling the 5th well after completion of 4th well. Further, it was 
not possib le to stop dri lling of we ll on 5th May 2013 by terminating the well in the middle 
of operations without achieving the target of the well espec iall y as light oil was observed 
in the nearby well (Bajuwala- 1). Getting Consent to Establish from Pollution Control 
Board of Rajasthan Government caused delay of 2 1 l days and was claimed as an 
excusable delay. The decision of the MoPNG on not agreeing to excusable delay was 
conveyed vide letter dated 15 Octobe r 20 13. 

Further, the Ministry stated (January 20 I 8) that duri ng various meetings with DGH/ 
MoPNG, it was understood that the request fo r time extension beyond the third extension 
i.e. 5 May 201 3 would be considered favourably as light crude oil was discovered for the 
first time in the area and acti vities were carried out with the expectation that time 
extension would be granted. 

Reply of the Ministry/Management needs to be seen in the light of the fact that mud loss is 
an inherent ri sk associated with E&P business. Further, second and third extension of 
6 months each were allowed only on payment of LO and there was no provision e ither in 
the PSC or in the NELP fo r ex tens ion of li cense period beyond 18 months. So far as 
excusable de lay in getting CTE from RSPCB is concerned, DGH had info rmed in August 
201 2 that excusable delay on thi s account was not approved by MoPNG. 

Thus, due to lack of planning and delay in compliance with formalities for obtaining CTE, 
the Consorti um could not complete the MWP and therefore three CPSEs incurred 
avoidable expenditure of ~ I 1.3 I crore towards liquidated damages. 

Hindustan Petroleum Corporation Limited 

9.4 Avoidable payment of surcharge 0 11 excess drawn of water 

Visakh Refinery of Hindustan Petroleum Corporation Limited decided to draw 
water required by the refinery from three reser voirs in a phased manner instead of 
drawing the whole quantity together . Consequently, it made an avoidable payment 
of {7.07 crore due to surcharge levied on excess drawal of water from one 
reservoir. 

T he Visakh Refinery of Hindustan Petroleum Corporation Limited (HPCL) was drawing 
33 lakh imperial gallons 8 of water per day (LIGD ) fro m three reservoirs of Greater 

8 One imperial gallon is equivalent to 4.54609 litres 
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Yi hakhapatnam Municipal Corporation (GVMC), viz. Raiwada (12 UGD), 
Meghadrigedda (l5 UGO) and Thatipudi (6 LIGO). Three separate agreement were 
entered into (September 20 13) with GYMC for supply of water from the three reservoirs. 
The agreements were effective ti ll 3 1 March 20 17. As per the terms of each of the 
agreements, GYMC charged n6 per ki lo litre (KL) of water which wa enhanced to ~60 
per KL from December 2015 onward . HPCL was obligated to pay a minimum charge of 
60 per cent of agreed quantity under each agreement or the actual quantity whjchever was 
higher. Any exces drawal of water would result in payment of surcharge at 100 per cent 
of the agreed rate. 

Additional requirement of water for the new project of the Refinery viz., Diesel Hydro 
Treater (DHT) project and Flue Gas Oesulphu risation (FGO) Unit I & JI which were in 
advanced tage of commissioning, was assessed initially at 16 U GO. Accordingly, 
consent of GYMC was obtained (August 2011) for supply of addi tional water on payment 
of capital contribution charges and advance payment of water charge . However, the 
additional req uirement was re-assessed (June 2013) as 12 LIGD9 instead of 16 LIGD with 
the total water requirement increasing to 45 U GO from 33 UGD. Accordingly, the 
Executive Committee for Mega Projects (ECMP) of the Refinery approved (February 
2014) proposal for entering into water supply agreements with GYMC for obtajning 
additional 12 UGD of water. The Management, however, sub equently decided 
(December 2014) to enhance the agreed quantities in a phased manner with ini tial 
enhancement of 6 UGO from Meghadrigedda reservoir on the ground that major repairs 
were required to be carried out on Thatipudi and Raiwada line which would take time. 
Accordjngly, the Refinery revised (May 201 5) the agreement with GYMC for 
enhancement of agreed quantity of water from 15 UGO to 21 UGO in respect of 
Meghadrigedda reservoir effecti ve from March 201 5 till 31 March 2017. 

During the period from March 2015 to March 2017, the Refinery incurred an additional 
expendjture of~ 14.90 crore towards surcharge on account of excess drawal of 28.85 lakh 
KL of water from Thatipudi reservoir. 

Audit observed that the decision of the Management to enhance the requirement of water 
in a pha ed manner in tead of drawing the whole quantity together wa not ba ed on 

1 realistic assessment due to the following: 

9 

a) During March 20 15 to March 2017, the total volume of water actually drawn from 
all the reservoirs together ranged between 38.48 UGD to 48.02 U GD. This 
con tituted more than the minimum chargeable quantity of 60 per cent of the 
agreed quantity taken individuall y fo r all the three reservoirs. Further, in 20 out of 
25 months under consideration, the actual drawal was more than 40 UGD against 
the enhanced quantity of 39 U GD. 

b) The percentage of water drawn by the Refinery from Meghadriggeda reservoir 
during March 2015 to March 2017 ranged from 70 per cent to 92 per cent of the 
enhanced quantity of 2 1 UGO. Thus, the enhanced quantity of water from the 
re ervoir was not availed of. 

6 LJGD from Meghadrigedda, 4 LJGD from Thatipudi and 2 LJGD from Raiwada 
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c) While revising the agreeme1,1t with GVMC in March 2015, the Refinery was 
already paying surcharge for water drawn from Thatipudi reservoir due to drawal 
of water in excess of the agreed quantity of 6 LIGD. During December 2014 to 
February 2015, the Refinery drew 1.98 lakh KL of water in excess of the agreed 
quantity from this reservoir and incurred ~71.53 lakh on account of surcharge. 

d) Consequent to the remedial measures such as sectional line and air . valve 
replacements etc. carried out, during the years 2013-14 and 2014-15, there was 
substantial increase in quantity of water supply from Thatipudi reservoir from 
2014-15. This was further corroborated by the fact that the actual drawal of water 
from Thatipudi reservoir ranged between 9.21 LIGD to 18.58 LIGD during the 

",pgi.94.M_arch 2015 to March 2017 as against the agreed quantity of 6 LIGD. 

The Refinery could have avoided the surcharge of ~7.07 crore (Annexure-X) out of the 
surcharge of n4.90 crore paid for the enhanced quantity if it had drawn the total 
additional water requirement of 12 LIGD 10 from all the three reservoirs together 
(as approved by the ECMP) instead of drawing 6 LIGD only from the Meghadriggeda 
reservoir. The water that could be drawn frmn Thatipudi reservoir in this arrangement 
would have been 10 LIGD instead of 6 LIGD. 

The Management stated (August 2017) that it was prudent to enhance the water quantity 
in phases as the DHT facilities were just commissioned and their operations were under 
stabilisation. Thatipudi and Raiwada reservoirs were connected to public distribution 
system and in case of shortage of water, preference would be given to public distribution 
and bulk supplies would be shutdown. 

The reply of the Management is not acceptable since it was a general condition in aU the 
agreements with GVMC that top priority would be accorded to supply of drinking water to 
the public, if there was any shortage in the availability of treated water. 

The Ministry stated (November 2017) that considering the savings of ~6.82 crore in the 
Capital Contribution Charges (CCC) and n.80 crore in the Advance Consumption 
Charges (ACC), it was thought prudent to enhance the agreement quantity by 6 LIGD, 
which was basically due to uncertainty on the exact additional water requirement for DHT 
facilities. The payment of CCC and ACC for additional 6 LIGD amounting to ~8.62 crore 
would have been infructuous had the actual additional consumption been lower than 
12LIGD. 

The justification advanced by the Ministry was not found mentioned in the records of the 
Company. Further, the contention of the Ministry is not acceptable as the CCC and ACC 
of ~8.62 crore for additional 6 LIGD of water were not saved but only deferred to the next 
phase of enhancement in April 2017. As the ACC portion was refundable, the Company 
could have saved only the interest amounting to n.16 crore11 on the CCC portion by 
opting for the phased enhancement. Further, the Company had actually incurred 
(April 2017) additional expenditure of n.36 crore being the CCC at increased rate of 
~30,000/- per KL as against the prevailing rate of ~25,000 per KL in March 2015. Thus, 

10 6 LIGD from Meghadrigedda, 4 LIGD from Thatipudi and 2 LIGD from Raiwada 
11 f6.82 crore x 8.5% x 2 years based on the maximum rate of interest prevailing in April 2015 
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the Company would have benefitted more by entering into agreement for enhanced 
quantity of 12 UGO in May 20 15 itself in read of drawing so in two pha es i.e. one in 
May 201 5 and other in April 20 17. 

9.5 Extra payment of (17.93 crore toward.fi Discount/lncentive 

HPCL made extra payment to its reselJer Mis Ha resh Agencies while extend ing 
discounts and by including credit cost as part of d iscount in violation of its policy. 
The company while assessing the discount entitlement, adopted the highest slab 
relevant to the total volume of sales of Furnace Oil (F O) and L ight Diesel O il (LDO) 
achieved in 2015-16 instead of aggregate of eligible discounts admissible under each 
slab for volume of sales covered under such slab. 

Hindustan Petroleum Corporation Limited (HPCL) appointed ( 1977) M/s Haresh 
Agencies as its resell er. Apart from kero ene and Industri al Diesel, the agency was also a 
re eller of the Company for Furnace Oil (FO) and Light Diesel O il (LOO). In order to 
encourage the re eller to achieve higher sales margin , the Company extended discoun t on 
the basis of volume of products lifted by the resell ers. The resellers were eligible for 
di count at the rate of 70 per cent of discount applicable fo r customers directl y suppli ed 
by the company for the year 20 15- 16. No credit was to be extended lo the re ell er. 

The Company introduced (April 201 5) slab wise di count cheme on volumes lifted by the 
re e ller for the year 20 14- 15. The slab-wise discount rates were rcvi ed in October 20 15 
as indicated below. 

FO VolJAnnum (Thousand Reseller Discount LOO Kilo Litre Reseller Discount 
Metric Ton) including credit cost per annum including credit cost 

of f2SO per MT of fiSO oer KL 
Upto 6 425 Voto 100 425 
Above 6, 600 Above 100, 600 
Uoto 12 Uoto SOO 
Above 12, 775 Above SOO, 775 
Upto 2S Voto l SOO 
Above 2S, 950 Above lSOO, 950 
Uoto SO Voto SOOO 
Above 50, 1125 Above 5000, 1125 
Upto 7S Uoto 10000 
Above 7S, 1300 Above 10000, 1300 
Uoto 100 Uoto lSOOO 
Above 100, 1475 Above lSOOO 1475 
Uoto 12S 
Above 12S, 1650 
Uoto ISO 
Above ISO, 1825 
Uoto 17S 
Above 175, 2000 

The Company paid (March 2016) n4.86 crore toward discount on total volume of 
174335 MT of fuel oil and ~2.73 crore on total volume of 18497 KL of Light Diesel Oil 
li fted by the reseller M/s. Haresh Agencies during the year 2015-16. 

Audit analysis of the payment indicated the fo llowing: 
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(A) The reseller lifted 174335 MT of FO during the Financial Year (F.Y.) 2015-16. 
Instead of arriving at total discount payable after aggregating the eligible discount 
admissible under each slab for the volume covered under such stratified slab, the 
Company calculated the admissible total discount, by applying the discount rate 
applicable for total volume lifted on the entire volume lifted by the reseller. If the 
discount was calculated by aggregating the eligible discount under each stratified 
slab for volumes pertaining to such slab, the reseller was eligible for a total 
discount of ~22.31 crore only for 174335 MT of FO lifted by the reseller 
(Annexure-XI). Thus the reseller was granted an additional discount amounting to 
H2.55 crore12 for FO lifted during F.Y. 2015-16. 

(B) The--reseller lifted 18,497 KL of LDO during the F.Y. 2015-16. Instead of arriving 
. at the total discount payable after aggregating the eligible discount under each 
stratified slab for the volumes pertaining to such slab, the Company calculated the 
admissible total discount by applying the discount rate applicable for total volume 
of LDO lifted, on the entire volume of LDO lifted by the reseller. If the discount 
was calculated by aggregating the eligible discount applicable for volume 
pertaining to each stratified slab, the- reseller was eligible of a total discount of 
~2.17 crore only, for 18,497 KL of LDO lifted by the reseller (Annexuure~XJI). 
Thus the reseller was granted an additional discount amounting to ~0.56 crore13 for 
LDO lifted during F.Y. 2015-16. 

(C) As per Action Plan for the year 2015-16, Business tie-ups issued in April 2015 by 
the Strategic Business Unit -Direct Sale - (SBU-DS) HQ of the Company, only 
the direct consumers were eligible for credit facility, the cost of which was 
assessed as ~250/- per MT/KL. The policy did not permit credit facility to the 
resellers. However, the Company included credit cost at the rate of ~250 per MT 
while fixing the rate of discount payable to reseller under each slab of volume 
lifted. Mis Haresh Agencies was granted undue discount of ~4.82 crore due to 
inclusion of the credit cost while calculating the total discount payable for the year 
2015-16, as shown below: 

·. ·Eifr.a payment due · 
t~~~~eilit cost(fu:~) .•••• 

4,35,83,712.50 
46,24,125.00 

(!DJ) While calculating the discount payable at the highest slab for the entire quantity 
lifted, the Company adopted the wrong slab rate. The slab applicable for volume of 
sales of 174335 MT of FO was slab bracket "150000 MT to 175000 MT" and the 
reseUer was eligible for discount at the rate of ~1825/- per MT pertaining to this 
slab. However, the company applied the rate of ~2000/- per MT applicable for 
volume of sales in the next sfab pertaining to "175000 MTs. and above". Thus 
even while applying the discount for the total volume of sales achieved, in the 
manner adopted by the company, the reseUer was granted higher discount at the 

f34,86,70,000 (-) f'22,31,36,375 = r.12,55,33,625 
f'l,72,83,075 (-) rl,16,65,575 = f56,17,500 
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rate of < 175 per MT on the of 174335 MTs lifted by the reseller during the year 
20 15-16. The extra payment on this ground amounted to n.05 crore. 

The Management stated (November 20 17) as fol lows, 

1) While seeking approval for the higher di count rates, the net retained margin for 
sale had been computed after considering the incentive applicable for the total 
volume of sales at the highest s lab rate and not on the basis aggregated payments 
due under each stratified lab for volume of sales covered under such slab. It is 
therefore clear that the intention of Management while granting approval of 
discount/margin erosion was to extend the incentive on the fu ll vo lume and not on 
the basis of s lab wise stratified discount. 

2) The credit co t of <250 was included in the di scount to reseller considering the 
stature of the reseller's business. The dealer was al o directed to switch over to 
payment through RTGS 14 and with two days credit, i.e. transaction date plus two 
days for payment with effect from I August 2013. The Strategic Business Unit 
(SBU) Credit Committee approved these credit terms in its meeting held in July 
20 I 3. Further, this credit fac ility did not result in any additional cost since payment 
by cheque was permissible under the approved facil ity for payment, in which case 
the company would have received the payment only after clearance of the cheque. 
The Company was, however, receiving the payment on the same day through RTGS. 

The reply needs to be seen in the light of the following facts. 

1. During F.Y. 20 14-15 the 'average net retained margin' was negative in the case of 
F.O. and the margin for LOO was <2250. The overall Marketing margin (Profit 
contribution) was negati ve at approx imately(-) <1 0.5 crore. The Company whi le 
submitting (April 20 15) the proposal for revised di count for approval of the 
Competent Authority, indicated the estimated ' net retained margin ' for the year 
20 15- 16 as n75 per MT for FO and < 4250 per KL for LOO leading to an overall 
retained positive margin of < 13.12 crorc. The proposal, however, did not include 
detailed calculation of the 'overall retai ned margin ' and hence, there was no 
disclosure of the manner of calculation of overall retained margin in the proposal 
submitted for approval. 

Even while calcu lating the di count payable as per the method adopted by the 
company, the rate pertaining to wrong slab was adopted. The reseller was e ligible for 
discount at the rate of <1 825/- per MT only for sale of 174335 MTs and not at the 
rate <2000/- per MT on the entire quantity. 

11. The propo al submitted on 3 April 20 15, also specified that slab-wise discount and 
incenti ve scheme was being recommended and the proposal included slab wise 
volumes with corresponding rate of discount in the tables forming part of the 
proposal. Thus, it cannot be concluded that the approva l for propo als submitted on 

14 Real Time Gross Settlement (RTGS) is an electronic form of fund transfer where the transaction 
takes place on a real time basis 
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3 April 2015 and 3 1 October 201 5 (revised) envisaged payment for total sales 
applicable for the entire quantity lifted by the reseller. 

111. The contention of Management that the cred it facility did not result in any add itional 
cost is not acceptable since payment towards credit cost involved cash out flow for 
the company and was against the policy circulated by Executi ve Director - Direct 
Sales, of the Company on 27 Apri l 20 15. 

Thus, the Company made an ex tra payment of < 17.93 crore to its resel ler 
Mis Haresh Agencies by ex tending di scounts and credit co t by including thi s discount in 
violation of its policy. 

The matter was referred to the Ministry m January 20 18; the ir reply was awaited 
(February 201 8). 

Indian Oil Corporation Limited 

9.6 Additional burden 011 RGGLV consumers due to incorrect declaration of Retail 
Selling Price of LPG 

Indian Oil Corporation Limited did not exclude the delivery charges while 
communicating Retail Selling Price of LPG to its RGGL V distributors, which 
resulted in additional burden on the consumers and extension of undue favour to the 
distributors of RGGL V to the tune of <280.45 crore. 

The Rajiv Gandhi Gramin LPG Yitrak (RGGLY) scheme was launched (6 August 2009) 
by Ministry of Petroleum & Natura l Gas (MoP&NG) with the aim of setti ng up small size 
Liquefied Petro leum Gas (LPG) distribution agencies in order to increase the rural 
penetration of LPG. As per the cheme, the LPG distributor (Vitraks) were to operate at 
rural locations with a potenti al of 600 refill sa les per month. The Yitraks would supply 
LPG cylinders (weighing 14.2 Kg) to rural customers on Cash and Carry basis at the 
Retail Se lling Price (RSP)15 from the authorised LPG godown and wou ld not be required 
to deliver LPG cylinders to the residence of the customers . 

MoPNG revised the commission payab le to the di stributors for refil ling of cylinders from 
time to time and the same rate of distributor's commiss ion was made applicable to 
di tributors' under RGGLY scheme also. MoP&NG increased (October 20 12) the 
di stributors' commiss ion to <37.25 16 per cylinder and bifurcated the same into two 
component i.e. establi shment cost <22.25 and deli very charges <I 5. It was also clarified 
that customers who collected the cylinders directly from the distributors' premises would 
not be charged the delivery charges. 

It was observed vide Para no. 10.3 of Report no. 9 of 2017 of CAG of India that other oi l 
marketing companies (BPCL and HPCL) did not exclude deli very charges while 

15 RSP is the price at which OMCs sells the regulated products to the consumers, which is decided by 
the MoP& NG and includes all taxes as well as distributors ' commission 

16 Subsequently revised to r40.71 in December 2013, r44.06 in October 2014, r45.83 crore in 
December 2015 and r47.48 in October 2016 (including r 16.47, rI8, rIB.50 and rI9 towards delivery 
charges respectively) 
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communicati ng RSP to their RGGL V di stributors which re ulted in additional burden on 
the con umers and undue fi nancial benefit to the distributors to the tune of < 168.04 crore. 
Audi t further ob. erved that lndian Oil Corporation Limi ted also did not exclude the 
deli very charges component fro m the distri butors' commiss ion while communicating the 
RSP to its Vitraks for RGGLV scheme, though di tributor were not requi red to del iver 
cylinde rs at the residence of RGG LV customers. As a re ult, the Vi trak. collected 
delivery charges as part of their commis ion though they did not deliver the LPG cylinders 
to the residences of rural customer . Over the period October 20 12 to March 20 17, the 
V itraks of the Company received an undue benefit of <280.45 crore on delivery charges. 

The Management of Indian Oil Corporation Limi ted stated (J ul y 20 17) that Oil Industry, 
in view of bifurcation of di tributor's comm i~sion by MoP&NG in October 20 12, 
deliberated upon the applicabi lity of delivery charges to be passed on to the customer fo r 
the then RGGLVs and it was decided that the existing practice in vogue would be 
continued and distributors wou ld be entitled to e. tabli. hment charges as well a delivery 
charges w ithout pass ing on any rebate to the customer . Further, if delivery charge were 
not allowed to be passed on the distri butors o f RGG LV, it would not be viab le to the m. 

The reply of the Company is not tenable as MoP&NG, while revising (October 20 12) 
di. tributors' commission, categoricall y stated that delivery charges would not be collected 
fro m customers who coll ect the cylinder. directl y from distributors' pre mises. Therefore, 
the decision taken by the Industry, as stated by the M anagement, to allow di tributor to 
charge establi shment charges as well as delivery charges from the RGGLV customers was 
against the order of the MoP&NG. 

Thus, by allowing Vitraks of RGGLV sche me to charge the entire distributor ' 
commission, including the deli very charge from rural customers who did not avail o f 
de li very services, the Company ex tended undue favour to the Vitraks which resulted in an 
add itional burden on the RGGLV customers to the tune of <280.45 crore (over October 
20 12 to March 20 17). The undue benefit to the Vitraks and burden to the ru ral LPG 
cu tomcrs was still conti nuing (August 201 7). 

The matter was referred to the Ministry in August 20 17; the ir reply was awaited 
(February 20 18). 

9. 7 Extra cost due to laxity in finalisation of tender 

Indian Oil Corporation Limited could not finalize the tender for a pipeline project 
within the validity period of the bid and awarded work at extra cost of 
~63.86 crore after r etendering. 

Indian Oil Corporation Limited (Compan y) Ooated (26 November 20 12) an open 
e-tender for Composite Mainl ine & Combined Station Works (CSW) for Paradip-Haldia
D urgapur LPG pipe line project with a scheduled completion time of 15 months from the 
issue of specific notice. The work cons isted of two parts i.e. Group A (pipeline & station 
work in the states of Odisha and West Bengal) and Group B (pipe line & station work in 
the state of West Bengal). Due date for submission of onl ine tender was 26 December 
20 12 (subsequently extended twice to 14 January and 24 January 201 3 as per the request 
of prospecti ve bidders). The bids were opened on 24 January 20 13 and all the four 
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participant bidders in respect of Group A and five in respect of Group B were found 
quaJified on techno-commercial evaluation (30 April 20 13). initially, the vaJidity of the 
bid was up to 24 May 20 13. However, on a request (20 May 2013) by the company it was 
extended up to 24 July 20 13. After completion of pre-price bid meeting and negotiation 
with the qualified bidders, Tender Committee (TC) recommended (9 July 2013) for award 
of group A & B work to Mis Kalpataru Power Transmission Limited (KPTL) be ing the 
lowest bidder at ~ 124.65 crore and ~ 128.87 crore (including Service Tax) respectively. 
Pending approval of award of work, KPTL was requested to extend the period of val idity 
of their offer from time to time. T he last extension was sought up to 3 1 August 20 13 but 
KPTL refused to extend the bid validity beyond 29 July 2013. As the Company could not 
finalize the award of contract within the ex tended bid validity period, it was decided 
(26 August 2013) to request the second lowest (L2) bidders 17 to match the offer of KPTL 
to avoid any extra cost. However, both the L2 bidders refused to reduce the ir offered price 
and therefore the Company cancel led the tender on 30 August 2013. 

Subsequently, the Company divided the work of pipeline laying and stations work and 
invited (Oct 20 13) two separate tenders. Both the pipeline laying and stations work were 
further bifurcated into Group A (Paradip-Haldia section) and Group B (Haldia-Durgapur 
ection). The contracts were awarded to the lowest bidders as under: 

Particulars of work Month of Name of the Contract Amount Scheduled 
award contractor (including service completion 

tax) Month 
Pipeline laying work for April 2014 M/s Jaihind Projects ~ 120.58 crore August 
Group A (35 1.26 Km) Limited (JPL) 2015 
Pipeline layi ng work for M/s Corrtech ~I 08.35 crore September 
Group B (3 18.40 km) Inte rnatio nal Pri vate 20 15 

Limited 
Station work (Group A &B) July 20 14 M/s Furnace Fabrica ~42.57 crore (Group October 

( India) Limited A) and ~45.88 crore 2015 
(Group B) 

Audit observed that the Company could not award the contract under the initial tender 
even withi n extended bid va lidity period i.e. 186 days 18 from bid opening date and 
sub equently awarded the work through the second tender leading to an extra cost of 
~63.86 crore 1

<J. It was aJ o ob erved that the Work Procedure Manual of the Company did 
not pecify any time limit for finali sation of the contract award process though the 
Company stated that normally the parties are asked to keep the bid valid for 4 months after 
techno commercial bid-opening and during two years ended on 3 1 March 2012, pipeline 
divi ion of the Company had taken average of 127 days for finali sation of award 
processing. 

The Company repl ied (July 20 L 7) that the delay in proces ing of the ubject tender was 
not attri butable to any single individual or department; rather it wa a cumulati ve delay 
attributab le to action of officer from various departments, which has occurred for 

17 Mis. Kazstory service Infrastructure India Private Limited being L2 bidder for Group A and 
Mis. ACE pipeline contracts Private Limited being L2 bidder for Group B 

18 From 25 January to 29 July 2013 
19 Contract amount after retendering i.e. r'317.38 Crore (120.58 + 108.35 + 42.57 + 45.88) minus 

Contract amount finalised at the time of first tender - 253.52 Crore (124.65 + 128.87) 

95 



Report No. 1I of2018 

meeting the system require ments. However, in order to en iti ze the officer concerned, 
counselling o f senior o ffi cers of tendering and indenting department has been done and 
corporate di splea ure letters have also been issued to some senior level retired offi cers. 

The reply needs to be viewed in the light of the fact that the Company completed the 
contract award process withi n 127 days normally. In thi case, however the Company 
failed to finalise the first tender even within the extended bid-validity peri od of J 86 day 
and a a result incurred extra cost in awarding the work through the second tender at a 
higher cost of ~63.86 crore . Further, a portion o f work awarded to Ml JPL wa 
sub equently offloaded to M/s Nandini lmpex (Pvt) Limited (October 20 16) and KPTL 
(January 201 7) and the work could not be completed till October 20 17 despite a time 
over-run of two years and nine months20

. 

While appreciating the action taken by the Company in sensitising the offi cer. on the need 
for time ly finali a ti on o f tender, Audit recommends that the Company may Jay down time 
limit within which proces of awarding work should be completed. 

The matter was referred to the Mini try in September 20 17; the ir reply was awaited 
(February 201 8). 

9.8 Irregular payment to the executives in the form of Project Allowance 

Indian Oil Corporation Limited made an irregular payment of nl.38 crore 
towards project allowance to its executives in violation of OPE guidelines as well 
as directives of Ministry of Petroleum and Natural Gas. 

Department of Publ ic Enterprises (OPE), Government of India (Gol) vide its Office 
Memorandum (OM) dated 26 November 20082 1 formulated the policy for revision of pay 
and allowance of Board level and below Board level executives in Central Public Sector 
Enterpri es (CPS Es) with effect from 1 January 2007. The said OM inter-ali a prov ided 
that the Board of Directors of the CPSEs would decide on the allowance and perk 
admissible to the executi ves, subject to a max imum ceili ng of 50 per cent of the ba ic pay 
by fo llowing 'Cafeteri a Approach' allowing the executives to choo e fro m a et of perk 
and allowances. Only four allowances, viz. North East allowance, A llowance fo r 
underground mines, Special Allowance for serv ing in diffi cult and far flung areas a 
approved by the Ministry and Non practicing allowance for M edical Practi tioners were 
kept outside the purview o f ceiling of 50 per cent of ba ic pay. 

Further, diffic ult and far fl ung areas were also notifi ed by DPE vide it OM dated 22 June 
20 1022 read with OM dated 29 August 200823

. As per thee guideline, pecified area in 
different States and Union Territories were categorised as A, B , C and D and special 
allowance was admissible at the rate o f 10 per cent, 8 per cent, 6 per cent and 4 per cent 
of basic pay. DPE also directed vide OM dated 22 June 2010 that if an area was 
considered diffi cult and far flung by the admini trative Ministry/Department of the 

20 Worked out with reference to scheduled completion if Company had awarded contract within bid 
validity period 

21 No. 2(70)108-DPE (WC)-GL-XVJ/08 dated 26 November 2008 
22 OM No. 2(77)109-DPE(WC)GL-Xll/2010 dated 22 June 2010 
23 OM No. 3 ( 1)108-E-ll (8 ) dated 29 August 2008 
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respective CPSEs and was not covered under the OM dated 29 August 2008, decision in 
this regard may be taken by the respective Ministry/Department in consultation with their 
Financial Adviser. Ministry of Petroleum and Natural Gas (MoPNG) while forwarding 
(1July2010) the DPE OM dated 22.June 2010 to all upstream, downstream oil companies 
and other companies under the Ministry directed that in case any area was considered 
difficult and far flung by the CPSE and was not covered under DPE OM dated 29 August 
2008, the same was to be brought to the notice of MoPNG for consideration. 

Audit observed that Indian Oil Corporation Limited (the Company) executed/ was 
executing grass root projects in 16 states 24 which were not covered under the above 
mentioned O.M. dated 29 August 2008. It was also observed that the Company was 
paying project allowance @ 10 per cent of basic pay per month to its executives posted at 
the above sites of grass root projects and kept the same outside the purview of ceiling of 
50 per cent of basic pay. Above allowance was paid from the date of approval of the 
project by the Board or from the date of joining the project site, whichever was later, tin 
the employee was posted at the project site or till the project's completion by way of 
commercial production, whichever was earlier. During 2013-14 to 2016-17, the Company 
paid project allowance of n L38 crore to its executives for locations not covered under 
DPE OM dated 29 August 2008. 

The Company stated (August 2017) that grass root project sites were extremely harsh, as 
these were geographically remote and at logistically difficult places which did not have 
basic infrastructure for living whereas the employees had to put in prolonged hours of 
concentrated rigorous work amidst numerous challenges in a new work atmosphere unlike 
in routine office assignments. If Project Allowance was to be provided within Cafetaria 
Approach as a choice of individual employees, then it was not a compensation for 
working in Project site. Moreover, posting at a project site was a difficult duty and thus 
payment of project allowance was more in the nature of North-East allowance/Special 
allowance for serving in difficult and far flung areas allowed under the DPE guideline. 

The reply of the Company needs to be viewed against the fact that difficult areas were also 
notified by DPE OM dated 29 August 2008 and option was also given to concerned 
Ministry/ Department to decide special allowance for areas not covered under above OM 
in consultation with their Financial Adviser. Hence, payment of allowance for difficult 
and far flung areas other than those covered under OM dated 29 August 2008 required 
prior approval of MoPNG as instructed by DPE vide OM dated 22 June 2010, which was 
not obtained by the Company. 

Thus, payment of n 1.38 crore made by the Company towards project allowance to its 
executives was in violation of DPE guidelines/directions of MoPNG and therefore, 
irregular. 

The Ministry accepted (March 2018) the audit observation and instructed the Company to 
recover the payment made to their executives in contravention to DPE Guidelines/ 
Instructions. 

24 Odisha, West Benga~ Rajasthan, Jharkhand, MP, Chattisgarh, Uttar Pradesh, Bihar, Punjab, 
Gujarat, Maharashtra, Tamil Nadu, Andhra Pradesh, Kerala, Karnataka and Delhi 
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Oil and Natural Gas Corporation Limited 

9.9 Payment of Performance Related Pay in contravention of DPE guidelines 

ONGC did not comply with the DPE instructions regarding payment of 
Performance Related Pay directly out of profits and based on the MOU ratings of 
CPSEs resulting in an overpayment of PRP of ~5.55 crore to the employees of OVL 
during 2010-16. 

As per the in. tructions of Government o f India (Gol), Ministry of Heavy Industries and 
Public Enterprises, Department of Public Enterpri ses (OPE) (November 2008), the 
Performance Related Pay (PRP) payable to the executives of Central Public Sector 
Enterprises (CPSEs) was directly linked to the profit of the CPSE and rating for 
achieveme nt of targets, prescribed in the Memorandum o f U nder tanding (MoU) signed 
by the enterprises with the concerned Ministry of Government of India (GoI) a under: 

MoU Rating PRP Eligibility Level 
Excellent 100% 

Very Good 80% 
Good 60% 
Fair 40% 
Poor NIL 

The in. tructi ons further stated that the PRP would be based on physical and financial 
performance and would be paid out o f the Profit earned by the CPSE. Further, 
60 per cent o f the PRP would be given with the ceiling of 3 per cent of Profit Before Tax 
(PBT) and 40 per cent of PRP would be from I 0 per cent o f increme ntal profit25 earned 
for the year. Total PRP, to be paid was to be limited to 5 per cent of the year' s PBT 
(available kitty). 

Jt wa observed that the payment of PRP to the executives and taff of both Oil and 
Natural Gas Corporation Limited (ONGC) and ONGC Yidesh Limited (OYL) wa be ing 
decided an nually by the Remuneration Committee of ONGC wherein combined profits o f 
ONGC and OYL were be ing considered for worki ng out the available kitty and the MoU 
rating achieved by ONGC alone for a given year wa. being considered for making PRP 
payments to the employee. of OYL as we ll. 

Due to considering the combined profits of both ONGC and OYL and MOU ratings of 
ONGC alone, for working out PRP admissibi lity of both the CPSEs, instead of 
cons idering the individua l profits and MOU ratings of the CPSE separate ly, Audit 
observed an overpayment o f PRP to the employees of OYL26 du ring 20 I 0- 16 as below: 

15 Incremental profit would m ea11 the increase i11 profit as compared to previous year's profit 
26 Though the system was flawed in respect of ONGC as well, the PRP paid to executives of ONGC was 

withi11 the maximum ceilings as per DPE i11structfo11s and therefore there was 110 overpaym e11t 
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(~in crore) 
Year MoU Rating MoU Rating PRPpaid PRPdue as ExceS&'(less) 

taken for toOVL per Mou payment to the 
PRP Executives Rating and Executives of 

ONGC OVL profitability OVL 
ofOVL 

20 10- 11 Very Good Excellent Very Good 7.63 9.54 ( 1.91 ) 
20 11- 12 Excellent Very Good Excellent 10.76 8.6 1 2. 14 
201 2- 13 Excellent Very Good Excellent 6.93 5.54 1.39 
201 3-14 Excellent Excellent Excellent 11.33 11 .33 Nil 
2014- 15 Very Good Excellent V ery Good 5.98 7.48 ( 1.50) 
20 15-16 Very Good Excellent Very Good 5.43 Ni l27 5.43 

Total 40.43 5.55 

The Management stated (November 2017) that common PRP scheme was made 
applicable to ONGC and ONGC Yidesh because they have combined manpower pool and 
employees are frequently transferred between ONGC and ONGC Yidesh. Pay structure, 
manpower requirement, recruitment and personnel policy etc. were largely centralised and 
governed by ONGC and that manpower belonged to ONGC and personnel were only 
seconded to OYL for supporting operations. In the year 20 15- 16, there was profit on a 
combi ned basis for ONGC and ONGC Yidesh Limited. Therefore, as per the common 
PRP scheme, PRP was paid to employees o f OYL ou t of profits. 

The reply needs to be seen in view of the fact that ONGC and OYL both were separate 
CPSEs, signing separate MOUs with Government of India under performance evaluation 
mechanism. As per OPE instructions the PRP payable to the executives of CPSEs was 
directly linked to the profit of the CPSE and Memorandum of Understanding (MoU) 
rati ng achieved by that CPSE. Therefore, it was incorrect to club the profits of both the 
CPSEs and apply MOU ratings of ONGC for both the CPSEs for payment of PRP. 
Further, PRP was payable only out of pro fi ts and therefore, PRP was not payable to 
executives of OVL in the year of loss (20 15- 16). 

Thus, incorrect consideration of combined profit of ONGC and ONGC Yidesh Limited for 
working out the PRP admi sibi lity of executive re ulted in excess payment of ~5.55 crore 
to the executives of OVL during 20 10 to 20 16. 

The matter was referred to the Min istry in November 20 17; the ir reply was awaited 
(February 20 18). 

9.10 Delay in hiring of low pressure gas compressor resulting in m·oidable 
flaring of gas 

Delay in hiring of low pressure gas compressor by Oil and Natural Gas Corporation 
Limited, led to avoidable flaring of gas and consequent loss of revenue of ~9.83 crore 
during the period from March 2015 to March 2016. 

Associated gas of low pre ure (LP) produced by Oil and Natural Gas Corporation 
Limited (ONGC) along with oil is compre ed to increa e it pre sure and thereby 

27 ONGC Videsh Limited did not make profU duriflg the year 2015-16. The Loss (Before Tax) for the 
year 2015-16 was '16852. 67 crore. As per DPE instructions, the PRP payable to the executives of 
CPSEs was directly linked to the profits therefore no PRP was payable to executives of OVL was 'Nil' 
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facilitate free flow for it subsequent use. The LP gas which was not compre ed was 
flared. The LP gas produced from Ankleshwar Area- 128 of ONGC was compressed at 
Central Tank Farm (CTF) and transmitted to LPG plant for its ubsequent sale to GAlL 
(India) Limited. After extracting Value Added Products at LPG plant o f the 
Asset, approximately 62.66 per cent29 of the quantity of Gas, received at CTF, was sold 
to GAIL. 

The Ga Compression Plant (GCP) of CTF Ankle hwar Area-I wa provided with three 
LP ga compressors with a total capacity of 3.09 LCMD30

. Out of the three compre sor , 
one compre or with capacity of 1. 17 LCMD suffered major breakdown in Jul y 20 14. The 
damaged compres or had to be dismantled and examined by the representative of Original 
Equipment Manufacturer (OEM) in order to a sess the pos ibility of repair of its engine. 
Audit observed that dismantling process commenced on ly three months after the 
breakdown of e ngine, i.e. on 7 October 2014 and examination by the Manufacturer was 
carried out in December 2014. Since repair of the engine was not found feasible, ONGC, 
decided to replace the engine and initiated the proces (Dece mber 2014) for replacement. 
However, due to de lay in the tendering process, the Noti fication of Award (NOA) could 
be issued to the OEM, Mis C larke Energy India Private Limited, after 17 months 
(May 2016) from the date of decision to replace the engine. The engine was supplied lo 
ONGC on 05 June 2017. 

ln the meantime, an alternati ve arrangement should have been in place to compress the 
associated gas received at the CTF, in order to prevent flaring of entire associated gas 
produced. Thi arrangement should have been in place by Dece mber 2014, aft er it was 
decided to replace the engine. Audit observed that the Company, however, initiated action 
to hire a compressor only in November 2015. The Company initiated proposal 
(3 November 2015) for hiring o f gas compression facility, with a capac ity of one LCM D 
to compress exces gas at Ankleshwar CTF for a period o f one year through Board 
Purchase31 11 months after decision taken to repl ace the eng ine. Audit observed that the 
Letter o f Award (LOA) for hiring of compressor was issued on 11 January 20 16 and gas 
compres or wa commi sioned in March 2016. The Company nared the LP gas till the 
date of commi sioning of the hired compressor. 

The quantity of 1347 1485.82 SCM ga fl ared, which could have otherwise been sold to 
GAIL, constituting 62.66 per cent of total quantity of 21499339 SCM ga received at CTF 
during the period from March 20 1532 to March 20 16 and wa valued at ~9.83 crore after 
deducting the cost of hired compressor (Annexure-XII). 

The Company stated (October 20 17) that: 

18 Ank/eshwar Asset of Oil and Natural Gas Corporation Limited spreads in four areas and 
Ankleshwar area was covered in Area-I 

29 • 
As i11t1mated by tile Management, based 0 11 tile average gas sold during tile period from April 2014 to 
June 2014 

JO Lakli cubic meter per day 
J I Purchase by a board of Officers only in exceptional circumstances when the materials/services/works 

either required urgently to overcome an exigency or because the inde11tor is 1101 able to give firmed 
up/detailed specifications so that procurement cannot be made under the normal procedure 

31 Considering three months for in-house efforts for repairing of engine from July 2014 followed by 
five months (actual time taken) for hiring & commissioning of compressor by February 2015 
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1. The engine of one LP compressor had undergone major breakdown in July 2014 
and that several attempts made to repair the engine were not successful. The Company 
decided on 29 December 2014 to replace one engine which was beyond economic repairs. 

2. Although action to replace the damaged engine was initiated in December 2014, 
the Asset33 did not initiate action for hiring compressor, as it was expected that a new 
compressor, planned in Western Onshore Redevelopment Plan34

, could replace the old 
one. Even if the Asset decided to hire the compressor in December 2014, tender 
finalisation and mobilisation of compressor through the emergency board hiring method 
would have taken at least six months and hired compressor could have been put in 
operation not before May-2015. Therefore, during this period, in all circumstances, flaring 
of the LP gas ,produced was unavoidable. 

3. Hazira-Motwan gas line feeding lift gas to Area-I installations, which suppl:i.es 
recycled low pressure gas to CTF, was ruptured in April 2015. As a result, limited 
quantity of LP gas was available for compression at CTF. This resulted :i.n reduced gas 
flaring at CTF during April-July 2015. Due to this, quantity of LP gas being received at 
CTF became uncertain till alternate options for running gas lift wells were explored and 
finally lift gas arrangement was put in place by hiring gas lift compressors at Motwan in 
August 2015. 

While confirming the Management's reply, the Ministry further stated (January 2018) that 
flaring of gas was due to non-availability of low pressure gas compressor and that the 
Company had been advised to carry out necessary preventive maintenance and 
implementation of Standard operating procedures strictly in respect of similar operations 
in future to ensure gas flaring minimised and also conservation of natural resources. 

The Ministry further added that after development of problems in engine-1 on 3 July 
2014, all the troubleshooting jobs like inspection (barring of engine, crank shaft) were 
carried out with in-house available manpower with the help of OEM expert during 3 July 
2014 to 24 July 2014. OEM service engineer advised to dismantle the complete engine 
and on receipt (24 July 2014) of Budgetary Quotation from OEM, the proposal was 
initiated (25 July 2014) for dismantling of the engine. All immediate possible actions to 
assess the repairability and restore the engine back in operation without any time delay 
had been taken by ONGC. Hiring/procurement of new compressor was delayed as the 
Asset was waiting for board approval of the project of WORP having options of 
installation of new compressors, which was not considered on later date. 

The reply needs to be viewed in the light of the following: 

33 Asset is a producing property (oil producing field) of the Company. In the present case Asset is 
referred to Ankaleshwar Asset of ONGC 

34 Western Onshore re-development plan was envisaged by ONGC during 2008 for future expansion 
with respect to future production profile of the Ankleshwar Asset from 2008 to 2028. ONGC had 
envisaged cumulative incremental gain of oil 2.483MMt and gas 6034MMSCM for the period 
between 2009-10 and 2024-25; The total capital cost of revamping ofsurfacefacilities was estimated 
to be r.1222.13 crore and flJ67.50 crore for drilling 75 development wells. However, in view of the low 
productivity of wells the ONGC Board approved closure of Western Onshore Redevelopment Plan in 
its 269 meeting held on 28 May 2015 
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i) The Company decided on 29 December 2014 to replace one engine of the 
compressor, which was beyond economic repairs. Considering the longer lead time 
required for tendering and actual purchase and installation of the Compressor, the 
Company should have taken prompt action for alternative arrangement to conserve gas by 
hiring alternati ve compressor. However the Company initiated action to hire a compressor 
only in November 20 15. Delay in hiring of Compressor even after recognition of need to 
replace engine, had resu lted in flaring of substantial quantity of gas. 

ii) Western Onshore Redevelopment Plan was closed on 8 August 2014 and therefore 
by taking timely action as indicated above, the hired compressor would have been 
available to the A et by March 20 15, even after considering the time taken for hiring & 
commissioning of the compressor as stated by the Management. The flaring from March 
2015 to March 20 16 could thus have been avoided. 

iii) The contention of the Management regard ing rupturing of Hazira-Motwan gas 
pipeline as well as idling of compressor due to reduced availability of LP was a 
subsequent and unforeseen incident which could not be considered while planning. 
Reduction in the flaring of gas due to rupturing of Hazira-Motwan gas pipeline was 
already taken into consideration while assessing the quantity and value of gas flared . 
Further, payment was to be made for actual quantity compres ed, as per Lener of Award 
placed for hiring of gas compressor. Under utili sation of hired compressor due to rupture 
of pipeli ne would not, therefore, have caused any additional financial burden on the Asset. 

iv) Audit apprec iates the action taken by the Ministry to advise the Company to carry 
out necessary preventive maintenance and implementation of Standard operating 
procedures strictly in respect of similar operations. Audit also recommends that the 
Company may a ess the need for standby compre or to avoid recurrence of the 
incidence. The company may also contemplate the option of creating a panel of approved 
suppliers from whom compres or could be hired without loss of time. 

Thus, delay in assessing the repairability of the damaged engine and omission to hire 
compressor early, resulted in loss of revenue of ~9.83 crore to the Company, due to 
avoidable flaring of gas during the period from March 2015 to March 2016. 

9.11 Failure to recover the pending cash calls and lo.\'.\. of interest thereon 

ONGC was designated as the Operator in respect of 10 blocks in Western Offshore, 
allotted under various rounds of New Exploration Licensing Policy (NELP) of the 
Government of India. Joint Venture (JV) partners of these Blocks, were liable to pay 
to ONGC their respective share of the monthly billing, within fifteen days after 
receipt of cash call as per Joint Operating Agreement (JOA). Non-payment of cash 
call would attract interest, as per Article 7.6.l(d) and 7.6.2 of JOA. However, ONGC 
failed to recover pending cash calls of no0.17 crore and interest of ~92.45 crore 
thereon from its Joint Venture partners in respect of ten NELP blocks. ONGC had 
not considered invoking the dispute resolution clause of the Joint Operating 
Agreement. 
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Oil and Natural Gas Corporation Limited (ONGC/Company) wa desionated as the 
. . 35 ° Operator rn respect of lO NELP blocks (Annexure-XIII) in Western Offs hore36, allotted 

under various rounds of New Exploration Licensing Policy (NELP) of the Government of 
India. A Joint Operating Agreement (JOA) was signed by ONGC and six other Joint 
Venture partners (Annexure-XIII for detaj ls of partners and the ir respective share in JV). 
As per Clause 3 of Exhibit A of JOA dealing with Accounting Procedures, the Operator 
was entitled to issue cash call notice refl ecting requirement of total cash required to 
finance operations pursuant to the approved work programme and budget. The other JV 
partners were requ ired to pay their respecti ve share of the same to the Operator before due 
date. Further, as per c lause 3 (F) Article 1 of the JOA deali ng with Accounting Procedure, 
the other JV partners were liable to pay thei r respective share of the monthly bi lli ng, 
within fifteen days, after receipt thereof, if the Operator d id not request for advance funds. 
As per Artic le 7.6. l (d) and 7.6.2 of JOA, non-payment of cash call wou ld attract interest 
at applicable base rate of State Bank of Ind ia plus five per cent points. Accordingly, 
ONGC raised bil ls each month for cash call from the Joint Venture partners. 

Audit observed that there were outstanding dues from the partners, pending from 
2004/2007-08 onwards, though clause 3 (F) of Article I of the Accounting Procedure of 
JOA, required payment of the billed amount within 15 days by the other JV partners to 
ONGC. The Company, however, raised the c laim for interest on all the Joint Venture 
partners only from the Financial Year 20 13-14 onward . The total cash call pending 
(30 November 2017) from partners including interest was to the extent of ~ 192.62 crore 
(Principal amount of~ J 00. l 7 crore and interest amount to ~92.45 crore). 

Audit further observed that: 

1. Gujarat State Petroleum Corporation (GSPC) was a partner in respect of JV for five 37 

offshore Blocks. GSPL fa il ed to pay an amount of n.27 crore towards its share of 
expenditure in these blocks and ~60.42 crore toward interest on the same (November 
20 17), although there was no dispute relating to cash calls raised by the Company. 
ONGC acqu ired entire 80 per cent Participating Interest (Pl) of GSPC in another 
block KG-OSN-2001/3 38 in the Deen Dayal West field (March 2017) for a 
consideratio n of ~6454.26 crore. The Company, however, did not consider adjustment 
of the pending cash calls of ~69.69 crore from the consideration made to GSPC 
towards the acquisition of the block KG-OSN-200 113. 

35 New Exploration Licensing Policy (NELP) was formulated by the Government of India, during 
1997-98 to provide a Level playing field to both Public and Private sector companies in exploration 
and production of hydrocarbons. Under NELP, blocks were awarded to /11dia11, private and foreign 
companies through lntemational Competitive Bidding process. Total 254 Blocks were awarded under 

36 
nine rounds of NELP during the period from 1999 to 2012 
Offshore basins Located on the westem continental shelf of India between. Saurashtra in NNW and 
Kera/a Ko11ka11 in the south 

37 KK-DWN-200512, MB-OSN-200515, MB-OSN-200516, MB-OSN-200511 and GK-OSN-200911. 
38 Block, KG-OSN-200113. Was a separate Block, awarded under NELP - Ill to the Consortium of 

GSPC(80), GGR(JO), JOGPL(lO). Operator, Gujarat State Petroleum Corporation Limited ONGC 
was not partner in the JV , however ONGC acquired (March 2017) entire (80 per ce11t ) share of the 
GSPC i11 the Block 
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2. The Company was involved in a di spute with the Joint Venture partner Cairn India 
Limi ted (CIL) over the cost of exces depth of wel l, over the depth committed in the 
Minimum Work Programme (MWP) and over allocation of Main Office Expenses 
included in the cash calls in respect of block GS-OSN-2003/1 and KK-DWN-2004/1. 
CIL had withheld an amou nt of ~ l 2.25 crore towards share of its expenses in the 
Block. The interest on the total amount withheld amounted to ~21.92 crore a of 
November 2017.Though, the Company had provided (September 2013) the required 
documents to the finance team of Mis. Cairn, the Joint Venture partner did not pay the 
outstanding dues, despite clarifications given by the Company to the objections raised 
by the Partner on the expen es. The Company had proposed (Augu t 2014) to invoke 
the arbitration clause of the PSC/JOA. However, the same was not pur ued. 

3. As per Clause 7.7 of JOA, the Company was enti tled to i sue a written notice of 
default prohibiting the defau lting Partner to vote on any matter coming before the 
Operating Committee (OC) in ca e of continuation of default, for more than 30 days 
from due date of payment of cash call . ln case the default continued for more than 
90 days, a proportion of the PT of defau lting party could be forfeited. Though an 
amount of~ 192.62 crore was pending from six Joint Venture Partner relating to the 
ten B lock , ONGC exerci ed this right only in respect of unpaid dues of ~58.66 crore 
towards cash call s pendi ng since April 2016 and ~5.77crore towards interest there on 
by Es ar Ex ploration & Production (Essar) relating to it participating intere t in 
Block MB-OSN-2005/3, by issuing notice for forfeiture (November 20 17). Based on 
the notice, Essar agreed (December 20 17) to reso lve the is ue amicably in an 
Operating Committee (OC) meeting. No payment was however, received by the 
Company (3 1 January 20 18), even though Essar agreed in the Operating Committee 
meeting (December 20 17) to resolve the pending cash calls. 

4. Article 19 of the JOA provided for re e lution of dispute by way of (i) Conciliation 
by a Joint Experts Committee (ii) Re e lution through arb itration and (iii) Resolution 
of disputes between Government Companies in accordance with gu idelines issued by 
the Government. ONGC, however, did not invoke the above clause in any of the ten 
blocks. 

5. A per Article 12.1 of JOA, payment of interest, appl icable as per the provision of 
the JOA and as reasonably determined by the operator are required to be made by the 
partner on del ayed payments, before withdrawing from the Joint Operating 
Agreement. Out of the total I 0 blocks, licenses in respect of 6 block had already 
been relinquished and the blocks stood sun-endered to the Government of India. As 
the 6 block were surrendered, the chances of recovery of even the principal amount 
of ~13.35 crore from the defaulting partners of these blocks was remote. 

Total cash call pend ing from partners (3 1 November 2017) including intere twas to the 
extent of ~ 192.62 crore (Annexure-XIII for Block/ Partner wise details of pending 
amount). 

The Management tated (November 2017) that: 
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L Agreement with GSPC fo r the acqu1 1t1on of interest of GSPC, in the block 
KG-OSN-200 1/3, d id not have any provis ion for adju tment of dues from any 
other blocks. However, GSPC paid und i puted cash call of~ 15.19 crore. 

11. In respect of Cairn , the Partner ' di putes were being replied with detailed 
j u ti fi cation given by the Company to the JV partner. 

111. Efforts were being made by the Company to recover the remaining cash cal l and 
interest out tanding 

The reply need to be een in the light of fo llowing: 

• The dues fro m Cairn India Limited were pending for recovery for a peri od of over I 0 
yea rs due to disputes. Reason fo r not ini tiating legal action to recover the amount were 
not lated by the Manageme nt. 

• Company had not take n acti on under C lau e 7.7 of JOA, to forfeit proportion o f the 
PI of any of the defaulting parties. 

• C lau e 19 of the JOA provides for resolution of disputes by way of (i) Conciliation by 
a Joint Experts Committee (ii ) Resolution through arbitration and (ii i) Resolution of 
di sputes between Government Companies in accordance with guide lines issued by the 
Government. ONGC, however, did not invoke the prov i ion of the above clau e. 

The due out landing as of November 201 7 amounted to~ 100.17 crore. The fai lure to take 
timely action for recovery of cash calls ha al. o resulted in los of interest amounting to 
~92.45 crore. Further, 6 out of I 0 NELP block were already surrendered to Government 
of India, thereby rendering the chances of recovery of the balance amount fu rther re mote. 
However, no acti on for recovery of the pending dues had been initi ated under Clause 7.7 
or Clause 19 o f the Joint Operating Agreement. 

The matter was referred to the Ministry in November 20 J 7; their reply was awaited 
(February 20 18). 
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9.12 Wasteful expenditure Oil all unviable project 

ONGC commenced pre-project activities relating to development and evacuation of 
oil from Block CB-OS-1 and engaged consultant for geotechnical and pre
engineering survey at a total cost of ft6.60 crore. Subsequently, in an internal review 
of the Project, the Company noticed the requirement for work-over operations for 
three wells involving additional operating expenditure of USD 285.60 million which 
was inadvertently overlooked by the Company while preparing the development 
plan, prior to engagement of Consultant for Geotechnical 39 survey. Due to this 
additional cost of work-over operations, the project became financially unviable with 
negative IRR. Thus, expenditure of~ 16.60 crore (ONGC's share ~9.17 crore) on Geo 
technical survey incurred in the Block was rendered wasteful. 

The Government of India (Gol) awarded ( 19 November 1996) the block CB-OS- I in the 
Gulf of Cambay for exploration and development to a consortium of Vaalco Energy lnc. , 
Hindustan Oil Exploration Company Limited (HOEC), Tata Petrodyne Limited (TPL) and 
Oil and Natural Gas Corporation Limited (ONGC) for a period of 25 years, under the 6 th 

exploration round of bidding. The JV had drilled, by 2004, seven exploratory wells in the 
Block, committed under Pha e - I of the Production Sharing Contract. ONGC became the 
operator of the block in December 2004 when Mis. Hardy Exploration & Production 
(India) Inc., the operator, decided not to enter Phase - II of the exploration period. 
Subsequently (February 2008) ONGC acquired additional 30 per cent Participating 
Interest (PI) in the JV and increa eel its Pl to 55.26 per cent. The redefined area of the 
Block con tituted D-ridge (656 sq km) and A-ridge ( 190 sq km) and the exploration phase 
was 24 months. 

The Management Committee (MC) of the Block, approved (17 December 2007) the 
comrnerciali ty of A-ridge 40 and also decided to relinquish D-ridge. The Plan of 
Development (POD) of A-ridge propo eel by ONGC wa approved by MC on 27 March 
2009. The Plan of Development of the Block requi red clearance from the Ministry of 
Environment & Forests (MoEF) since the proposed route for approaching dri ll ing pad was 
through mangroves. Since the required clearance could not be obtained from MoEF, a 
revised Plan of Development (RPOD) through off hore option was prepared by the 
Company based on data collected by the Company up to 1996. The RPOD was approved 
by MC on 13 June 2014. After approval of RPOD, the Company commenced pre-project 
activities and awarded the work of geotechnica1 and pre-engineering survey of the area to 
Mis COMACOE41 on 28 March 2015. Mis COMACOE carried out the survey work and 
submitted their final report in June 2015 for which the Company paid ( 16.60 crore. 

In the meanwhi le the Company again reviewed (August 2014) the Project internally and 
observed that the approved RPOD included dri lling of three wells which were to be 
connected to off shore installations for evacuating the produced oil and gas. Further, the 
wells required installation of Electrical Submersible Pump (ESP) for artificial lift of the 

39 Geo Technical Study I survey is carried Olli for exploring subsurface stratigraphy (in this case up to 
130.30 m ) below seabed level by soil sampli11g to evaluate the pertinent engineering properties of the 
sub surface materials for the purpose of Leg penetration analysis for shallow water jack- up rig and 
pile capacity analysis for installation of the platform 

40 A 1011g, narrow, elevated section of the earth 's surface 
41 Mis Coastal Marine Co11structio11 & Engineering Limited 
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oil. Audit observed that though in the approved RPOD, the Company had considered 
installation of the ESP, cost of two lo four 'work-over ' operations required to change the 
ESP periodicall y, including co. t of mobilisation/demobi lisation of work-over rig was not 
con idered while carrying out the economic eva luation of the Project. The additional 
operating expense (OPEX) due to identification of work-over requirements was USD 
285.60 million. Audit observed that, the OPEX proposed and approved in the RPOD was 
onl y USO 64.22 million . Considering the additiona l cost of USD 285.60 million required 
for work-over operation in the area, the net present va lue (NPV) which was positive 
figure of USO 44.61 million as est imated by the Company in RPOD proposal turned out 
to be negative figure of US O 62.31 million. 

ln view of the meltdown of crude oi l prices and consequent adver e economic viability of 
the project, the Company decided (October 20 15) to ex it from the project. The proposal 
was approved by the Director (On hore) of the Company; however, the Company did not 
obtain approval of the Board of Director of the Company. The matter was di scus ed in 
the meeting of Operating Committee held on 12 January 20 16 when it was decided to 
refer the issue of un viable techno economic scenario to MC for deliberations. 
Accordingly, a request letter was sent (04 July 20 16) to Director General Hydrocarbons 
(DGH) for informing the MC of the adverse techno-economics of the Block. Since the 
DGH did not convene the MC meeting, the Company intimated (March 2017) the DGH 
that it wa cons idering ex it from the Block. 

DGH advised the Company (June/August 20 17) to relinquish the Block by 31 August 
20 J 7, since the deve lopment of Gulf A could not commence due to lack of financial 
commitment, and thereby enable Government o f India to take further action . DGH sent 
(5 September 20 17) a proposa l to MoP&NG, fo r termination of the PSC for the block 
CB-OS- I-Gulf A, due to failure of the Operator to prepare and implement work program 
as well as to submit Work Program & Budget for the year 2016- 17 and 2017-18. 
Accordingly, MoP&NG advised (3 1 October 20 17) the Company to show cause wi thin 
90 days as to why the PSC should not be terminated by the Government of India under 
Article 30.2 (g) of the Contract for breach of the term of contract, failing which the 
Government of India would take necessary action a per the provision of the PSC without 
any further reference to the Company. Detail of action taken by MoP&NG was awaited 
(January 201 8). 

Audit ob erved that while assess ing the economic viability of the project, the requirement 
of work-over and the consequent add itiona l operating co t of USD 285.60 million for the 
Block was overlooked by the Company. Thus, the project economics propo ed by the 
Company and considered by MC while approving RPOD were flawed due to incorrect 
projection of OPEX. lf the Company had asses ed the OPEX correctly, the development 
of the Block would have been un viable; and there would be no nece sity for awarding the 
consultancy fo r geotechnical and pre-engineering survey of the area. Thus failure to 
include the work-over requirement at the time of ubmiss ion of RPOD, led to an avoidable 
expenditure of ~ 16.60 crore (ONGC's share: ~9. J 7 crore) on geotechnical survey and 
pre-engineering survey work in the CB-OS- I Block. 

The Management in its reply (November 2017) tated that: 
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i. RPOD was prepared based on the hist~rical data collected by the Company 
18-19 year ago up to 1996. Therefore, i~ the Management Committee Meeting 
held on 13 June 2014 to approve the RPOD, DGH had recommended that the 
contractor should generate PVT, SCAL ana Well Test data since no new/additional 
data had been provided. Subsequently, in a meeting held on 29 December 2014 the 
JV partner also stated that Operator should immediately go ahead with the 
pre-project requisites which were already part of approved RPOD. Pre-project 
development activities were also approved. in the Work Program for 2014-15 and 
2015-16 by Management Committee on 20 March 2015. 

11. When the approved RPOD was reviewed lntemilly by ONGC it was found that it 
had certain shortcomings and the results incl.icated we:r:e_ nq_ty~ry,c;:orrect, which was 
informed by the Company to DGH vide letter dated 29 iuly 201°5.- -

iii. The Company in its letter of 29 July 2015 to DGH also categorically stated two 
options. The first option of the Company 1was that at least 2 to 3 work-over jobs 
would be required every year for 3 weeks necessitating hiring of the shallow water 
rig. The second option proposed by the Co:µipany was that an island of about half a 
kilometer long and 100 metres wide to be constructed at the site wherein drilling 
can be taken up by any on land rig of QNGC. The second option was be more 
expensive by about USD 28 million in the CAPEX and was non-viable. 

The reply of the Management needs to be seen in light of the following: 

L The RPOD submitted by ONGC for approval of MC on 13 June 2014 itself was 
flawed as the cost of USD 285.60 million for work-over jobs was not considered 
therein. Had the estimate for RPOD been worked out correctly after considering the 
workover cost, the project was not economically viable ab-initio and the RPOD as 
wen as related work programme involving pre-project development activities would 
not have been approved by MC. 

2. The Company accepted Project proposals only if the projected Internal Rate of the 
Project was equal to or more than 14 pe11 cent. However, after considering the 
work-over operations cost, the IRR for development of the CB-OS-1 was negative 
with a Net Present Value of USD (-) 62.13 million in case of first option. The Second 

. I 

option proposed by the Company was more, expensive by USD 16 million. Thus both 
of the options given by the Company in its' letter dated 29 July 2015 to DGH for 
development of CB-OS-1 block were non-v~able. Breakeven level of Option -I and 
Option -II would be achieved only at crude price of USD 83.58 and USD 91.56 per 
barrel respectively. 

, 3. The issue was again brought to the notice of1 DGH in February 2017 who stated that 
the estimate towards mobilisation/ demobilisation at the rate of USD 12 million and 
work-over cost of USD 0.16 million /day for three wells were inadvertently missed 
out. 

Thus, omission by the Company to include worR-over cost for the 3 wells in the RPOD 
resulted in a wasteful expenditure of ~9 .17 crore on an unviable project. 
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The matter was referred to the Ministry in November 20 17; their reply was awaited 
(February 2018). 

ONGC Petro additions Limited 

9.13 A voidable payment of rent for um1tilised facility 

Delay in execution of LPG Pipeline project resulted in avoidable payment of 
~22.91 crore by ONGC Petro additions Limited (OPaL) to Gujarat Chemical Port 
Terminal Company Limited (GCPTCL), towards rental for unutilised LPG receipt 
and storage facility at Dahej during the period from December 2015 to April 2017. 

A Petrochemical complex, to be set up at Dahej, by ONGC Petro additions Limited 
(OPaL), was designed to operate on Ethane (C2), Propane (C3) and Butane (C4) feed from 
ex traction plant of ONGC at Dahej. Engineers lnd ia Limited (EIL) was appointed (2009) 
as Project Management Consultant (PMC) for construction of the plant. 

OPaL had entered into arrangements with ONGC, for suppl y of C2, C3 and C4 for its 
Petrochemical plant. As per the original plan, the gaseou feed stock of C2, C3, C4 was to 
be received from the ex traction plant of ONGC, located at Special Economic Zone, Dahej. 
However, the volume of C2, C3 and C4 expected to be rece ived from the Dahej facility of 
ONGC was sufficient for operation of the Petrochemical complex of OPaL at 76 per cent 
of the designed capacity only. Since, continuous operation of OPaL plant, required 
uninterrupted supply of feed, OPaL planned (October 2014) an alternative arrangement for 
suppl y of feed, through sea route. This arrangement required a torage facili ty at Dahej 
port as well as a dedicated pipeli ne to tran port the feed to the Petrochemical complex 
from the storage faci lity at Dahej. 

OPaL entered into an agreement (December 20 14) with Gujarat Chemical Port Terminal 
Company Limited (GCPTCL) fo r torage facility at Dahej at an annual throughput charges 
of~ 1300 per Metric Ton (MT) for actual throughput or Minimum Guarantee Throughput 
(MGT) per month, wh ichever was higher, payable with effect from (w.e.f.) June 201542

. 

The charge for MGT, for the year 20 15- 16, were fixed at ~210 per KTA 43 and at ~270 per 
KTA for the years 20 16- 17 and 20 17- 18. Sub equently (February 20 16), OPaL learned 
that, Bharat Petroleum Corporation Limited (BPCL) was al so using the GCPTCL fac ili ty 
from April 20 15 onwards and requested GCPTCL to reduce the MGT charges. GCPTCL 
agreed to the request and reduced the MGT charges from ~270 KTA to ~11 0 per KTA 
w.e.f. June 2016. 

OPaL also decided (October 2014) to award to ElL, the work of design, engineering and 
project management consultancy for transportation of feed through pipeline from 
GCPTCL to OPaL, since, they were also the Project Management Consultant for the 
OPaL Petrochemical complex, being set up at Dahej. The laying of pipeline was 
scheduled to be completed by June 2015. Though the Company approved the proposal for 
award of additional work to EIL, a separate Change Order to the agreement, signed earlier 
with EIL for project management consultancy of the Petrochemical Complex, wa not 

42 However, due to non-laying of pipeline, 110 invoice was raised by GCPTCL till December 2015 
43 Kilo Ton per Annum 
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i sued by the Company. Re ultantl y, EIL topped (September 2016) activitie relating to 
the project for tran portation of feed , after partial completion of work, due to payments 
kept pending for want of requisite change orders. In a meeting with OPaL (28 September 
2016), EIL agreed to complete the pending work. if payment for the LPG project was 
ensured and submitted budgetary quotations for the work. Based on the budgetary 
quotation received from EJL in October 2016, administrative anction and financial 
concurrence of competent authority for an amount of ( 1.49 crore was obtained and notice 
inviting tender (NIT) for hiring EIL as a consultant on nomination basis was i sued during 
June 20 17. Ln re. ponse to the NTT, EIL sent (03 Jul y 20 17) its proposal of n.91 crore 
(n.78 crore for Head office . ervice plus (4.13 crore for site supervision c harges) against 
the earlier estimate of ( 1.49 crore. Ell intimated that proposal of ( 7.9 1 crore was 
inclusive of site supervision charges whereas earlier e timate was only for Head office 
services. During negotiations, ELL reduced its head office charges from n.78 crore to 
(3.15 crore and agreed to charge site supervi ion charges as per actual manpower 
deployed on requirement basis as per the PMC rates to be mutua lly agreed at a later date. 
After the agreement, a Change Order, for hiring EIL as the consultant on nomination 
basis, was i. sued in August 2017. 

The Company foreclosed the agreement wi th GCPTCL w.e.f. May 2017, in order to avoid 
payment for unutili ed storage facility. However, the storage facility hired from GCPTCL 
remai ned idle duri ng the period from December, 201544 to April 20 17. GCPTCL raised 
invoices on the Company, for MGT charges for thi s period. OPaL made the payment 
(Apri l/July 2017) of ( 22.9 1 crore to Mis GCPTCL towards the rental charges of LPG 
storage faci lity, for the period from December, 20 15 to April 2017. Delay in issue of 
change order to PMC agreement for con truction of the Plant, re ul ted in con equent delay 
in laying of the pipeline and payment of ( 22.91 crore as rental charges for . torage faci lity 
availed from GCPTCL. 

The Management while admi tting the payment to GCPTCL stated (July 20 17/ 
September 20 17) that: 

I. ETL was the Project Management Consultant for the Petrochemical complex 
(appointed during 2009), to be set up at Dahej . The work of laying pipe line from 
the storage faci lity to OPaL uni t was not in the origi nal scope of work awarded to 
EIL. OPaL had to issue change order/purchase order for thi s work. T hi 
requirement wa noticed at a later stage by EIL and they stopped the work on LPG 
pipeline project. The issue with EIL was resolved in September 2016 by issue of a 
separate Purchase Order. The original plan to lay LPG pipeline was, therefore, 
deferred on account of con traint from the consultant' ide. However, as per 
revi sed schedu le, it was envisaged that LPG pipeline work would be completed by 
1 April 2018. 

2. Total payment of (22.9 1 crore had been made (April/July 2017) towards rental for 
the invoices received up to April 20 17. ln the meeting held on 11 Apri l 2017 an 
amicable solution was arrived at and apart from payments already made, the 

44 Though the charges were payable w.e.f. June 2015, 110 in voice was raised by GCPTCL till December 
2015, due to 11011-layi11g of pipeline 
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balance amount of ~63 lakh45 only was to be paid to GCPTCL. In order to avoid 
payment of unutilised facility of LPG storage, OPaL had foreclosed the LPG 
agreement with GCPTCL with effect from 1 May 2017 and that invoices were not 
generated for the period from 01 May 2017 onwards. 

The Management's reply is to be viewed in light of the following: 

1. The change order was issued only in August 2017 and not in September 2016 as stated 
in the reply. In September 2016 a meeting was held between OPaL and EIL, wherein 
EIL agreed to complete pending documents/job if payment for the LPG project was 
ensured and it was decided in the said meeting to issue separate Purchase Order (PO) 
to EIL for the LPG pipeline work on nomination basis. However, due to delays at 
various' St:tigesT8.f release of Purchase requisition, as well as of Tendering process, the 
said PO/Change order was actually issued in August 2017 i.e. eleven months after the 
meeting. 

2. The consultant (BIL), had commenced data collection, basic engineering and tender 
preparation work for pipeline in view of approval (October 2014) of Board of 
Directors of OPaL. However, no formal 'change order/purchase order' for inclusion of 
PMC job of LPG transportation facilities in the scope of work of the already existing 
PMC contract with EIL was issued by OPaL. Resultantly, after partial work EIL team 
stopped all LPG pipeline project related activities. Hence, the delay was on the part of 
OPaL and not EIL. 

Thus, hiring the storage facility for feed (C2, C3, C4) before planning for faying of 
transportation as weU as issue of change order to the consultant resulted in avoidable 
rental payment of ~22.91 crore towards unutilised LPG receipt, storage and transfer 
facility at GCPTCL 

The matter was referred to the Ministry in November 2017; their reply was awaited 
(February 2018) .. 

45 The balance payment of \'ri3 lakh was made by the Company to GCPTCL on 4 July 2017 
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[~~~~~C_llAPl'E~~-R_X_:_MINIS~~TR~Y_O_F_PO~WE~R~~~~__,] 
NTPC Limited 

10.1 Loss due to disallowance of Capital Expenditure 

Non-procurement of initial spares within the cut-off date coupled with not 
exercising regulatory recourse against delayed supply led to disallowance of capital 
expenditure of n7.03 crore. 

A per Tariff Regulations 2004 , capital expenditure actually incurred after the date of 
commercial operation and up to the cut-off1 date , on procurement of initial spares a per 
the original scope of work was allowed for capitalisation . NTPC Limited (NTPC) set up 
Stage-III (one unit of 210 MW) of Feroze Gandhi Unchahar Thermal Power Station, the 
commercial operation of which was declared on 0 l January 2007. In line with the tariff 
regulations, the cut-off date for capitalisation against thi s project was 3 l March 2008. 
Initial spares, if procured, by 3 1 March 2008 would have been eligible fo r capitalisation. 

Audit noticed that NTPC procured the initi al spare vaJuing n 7.03 crore late, during 
2009- 10 and 20 11- J 2 and claimed capitalisation of the same in the tariff petition filed 
before CentraJ Electricity Regulatory Commission (CERC) for the period 2009-20 14. 
CERC disallowed (May 2012) the capitalisation a the expenditure was incu1Ted after the 
cut-off date. CERC also noted that NTPC fa il ed to initi ate pro-active step to complete the 
procurement of spares within the cut-off date. A rev iew petition filed by NTPC in this 
regard was also disposed (April 20 l3) by CERC on irnilar ground . Sub equently, NTPC 
fil ed an appeal be fore Appellate Tribunal for Electricity (ATE), which upheld 
(April 20 14) the decision of CERC. ATE observed that when it was known that the spares 
could not be de li vered before the cut-off date, NTPC could have moved an app lication 
before CERC under Regulation 132 of Tariff Regulations 2004 for extension of the cut-off 
date, which was not done. 

The Management stated (March 20 17) that the order for spares was placed on 
1 S June 2007, much before the cut-off date and supplies were expedited by vi its of NTPC 
executi ve , but delay wa on account of BHEL. 

The reply is not acceptable. T hough NTPC was aware that all work covered in the 
origina l scope were to be completed before the cut-off date, the order for initial pares wa 
placed after commerc ial operation of the generation unit with a deli very chedule beyond 
the cut-off date. Therefore, it was known at the time of placing the order that the uppli e 
would not be made by BHEL before cut-off date. NTPC also failed to exerci e regulatory 
recour. e again t uch de lay by fi ling separate application before CERC for extension of 
the cut-off date in line wi th Tariff Regulations 2004. 

2 

Cut-off date means the date of first financial year closing after one year of the date of commercial 
operation of the generating station 
Regulation 13 - Power to Relax: The Commission, for reasons to be recorded in writing, may vary 
any of the provisions of these regulations 0 11 its own motion or 011 an application made before it by an 
interested person 
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Thus, failure of NTPC to procure initial spares covered in the orig inal scope within the 
cut-off date coupled with not exercising regulatory recourse against delayed supply in line 
with Tariff Regulations 2004 led to disallowance of capita l expenditure of ~1 7.03 crore. 

The matter was referred to the Ministry in September 20 17; their reply was awaited 
(February 2018). 

NTPC-SAIL Power Company Private Limited 

10.2 Extra expenditure on water by NSPCL, Bhilai 

NTPC-SAIL Power Company Private Limited incurred extra expenditure of 
n t.42 crore between June 2013 and March 2017 due to its failure to re-assess the 
requirement of water for Bhilai Expansion Project (PP-Ill) and take steps to reduce 
the contracted quantity of water with Government of Chattisgarh. 

NTPC-SAIL Power Company Pri vate Limited (NSPCL or Company) requested Water 
Resources Department (WRD), Government of Chhatti sgarh (GoC) for allotment of 
0.6 TMC3 ( 17 miJlion cum) water per annum for the Bhilai Expansion Project (PP-Ul, 2 x 
250 MW power plant). An agreement was entered into between NSPCL and GoC 
(7 August 2008) for drawing 1415840 cum4 of water per month from Tandula Water 
Resources for a period of thirty years from the date of s ign ing of the agreement. As per 
clause 2 of the aFeement, NSPCL was required to pay for at least 90 per cent 
( J 5.29 mill ion cum ) of the contracted quantity of water, even if the actual quantity drawn 
was lower. 

Audit observed that: 

i. Commercial operation of the plant started in 2009-10. The average water 
consumption was 70.5 per cent of the contracted quantity during the period 20 I 0- 11 to 
2016- 17. ln fact, in 2016- 17, there was a steep decl ine in water consumption from 
11.97 million cum in 20 15-16 to 10.60 million cum, which the Management attributed to 
its special drive to ave water resource . NSPCL, however, paid water charges for 
90 per cent of the contracted quanti ty for the entire period. 

ii. Coal and water are key input requirements for thermal power generation. Coal is 
required to rai e steam in boiler which turn the turbine. Requirement of additional water 
would depend upon additional coal availabi lity. The Standing Linkage Committee (SLC) 
of Ministry of Coal, for Power, Cement and Sponge l ron, in their meeting held on 3 1 May 
201 3, decided that fre h application for coal linkage from power sector would be kept in 
abeyance for a period of two year in view of the huge gap in upply and demand of coal. 
With chances of additional coal linkages remote, the utilisation of excess contracted water 
for alternate use was also unlike! y. 

J 

' 
5 

lTMC = One thousand million cubic feet = 28,316,846.59 cubic metre (cum). Thus, 0.6 TMC = 
16.99 million cum 
Monthly requirement: 16.99 million cum/12 = 1415840 cum 
90 per cent of annual contracted quantity of 16.99 million cum = 15.29 million cum 
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Audit noticed that in the first three year of operation (20 I 0- l l to 2012- 13), the average 
con umption of water was 75 per cent of the contracted quantity (12.75 million cum). 
Con idering the lower water consumption trend, the Company ought to have revised the 
contract with GoC to avoid ex tra expenditure on contracted water not consumed. Audit 
worked out the excess expenditure of the contracted water over June 201 3 to March 20 17 
(allowing first three years for the company to notice the water consumption trend), as 
detailed in table below: 

Year Water 90 % of 90 % of actual Excess Rate of Excess 
drawn by reduced water quantity quantity water Amount paid 
NSPCL water of 17 million for which ('per due to non-
(cum) quantity of cum on which payment cum) revision of 

14.2 million payments were made a llowable 
cum6 made (cum) quantity 
(cum) (cum) (') 

I 2 3 4 5 (4-3) 6 7(6x5) 
June 20 13 
to March 9227892 10650000 12742569 2092569 10.65 22285860 
20 14 
April 20 14 11 33901 1065000 1274257 209257 10.65 2228586 
May 201 4 to 10499047 11 715000 14016826 2301826 12.25 28 197370 March 20 15 
20 15-16 11 976600 12780000 15291083 25 11083 12.25 30760767 
20 16-17 10604636 12780000 15291083 25 11083 12.25 30760767 
Total 114233350 

Thus, over June 20 13 to March 20 17, the Company incurred excess expenditure of 
~ 1 1.42 crore on water. With periodic revision in water charges, the exces expenditure 
incurred by the Company would increase in future, unless the contracted quanti ty of water 
is rationalised. 

The Management stated (October 20 17) that in view of its plan to install two 660 MW 
plants at Bhilai during FY 2024 & FY 2025, the requi rement of water hall increa e 
considerably and therefore, it shall not be prudent to surrender the contracted water 
quantity as it shall be imposs ible to get it back during the expansion. 

The reply of the Management is not tenable in view of the fo llowing: 

(i) The propo ed plan to install two 660 MW unit at Bhilai i at a very nascent stage. 
Only preliminary discussions (May 2017) have been held with Bhilai Steel Plant 
management and even consent of Steel Authority of India Limited (SAIL) to take up a 
detailed study for preparation o f feasibility report has not yet been obtained (December 
20 17). Even if SAlL' s consent is received, it would take another eight year 7 since such 
date, as per the Company's own assessment, to commission the power plant. Thus, 
NSPCL would continue to pay excess water charges for the next 8-9 year which at the 
current rate would be ~24 crore. 

6 If the average consumptio11 (12.75 million cum) was fixed as the minimum contracted drawal by 
NSPCL, the contracted water quantity would be reduced to 14.2 million cum 
i11cludi11g 2-3 years' time for preparation of Feasibility Report, tie up of inputs and in obtaining the 
clearances and five years from the date of main plant order for co111111issio11i11g of power plants 
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(ii) Useable surface water in Chhatti sgarh state is 4 1,720 million cum, out of which 
onl y 18,249 million cum of water is being used. Thu , more than 20,000 mill ion cum are 
potenti all y available for future u e. Esti mated ground water in the state is 14,548 mi llion 
cum and presentl y, only 18.3 1 per cent has been explored. Bes ides , GoC has been 
cons istently ranked fourth among 36 State and UTs in the country (20 15 and 2016) for 
Ease of Doing Busine s 8 and has establi shed a single wi ndow clearance for online 
application and approval of requi rements including inter alia, water requirements. 
Therefore, the apprehen ion o f NSPCL that they would not regain the surrendered water 
quantity in future is not supported by evidence. 

Thus, NSPC L incurred ex tra expenditure of~ 11.42 crore during June 201 3 to March 2017 
on account of its fai lure to re-assess its requirement of water for Bhilai Expans ion Project 
(PP- III) and take steps to reduce the contracted quantity of water with Government of 
Chatti sgarh . With periodic rev ision in water charges, the excess expenditure incurred by 
the Compan y would inc rease in fu ture. 

The matter was referred to the Ministry 111 November 20 17; the ir reply was awaited 
(February 20 18). 

Power Grid Corporation of India Limited 

10.3 Performance of Telecom /Jusines\· 

10.3.1 Introduction 

Power Grid Corporation of lndia Limi ted (Company) i the large t electric power 
tran mission utility of the country. The Company had laid optical fi ber cables on its power 
transmission lines ince 1996 to track real-time data for Load Dispatch and 
Communication purpo e for monitoring the power transmi sion system. Thi was done 
by replacing one of the earth w ire in the transmiss ion lines with a special cable known as 
Optical Ground Wire (OPGW) which serves the purpose of earth wire a well as optical 
fiber. Thus, electricity is transmitted th rough the overhead metal wires while real-time 
data fro m ub- rations etc. is transmitted e lectronica lly through OPG W trung alongside 
the metal wires. The OPGW had 24 fiber 9 out of which six fibers are requi red for load 
despatch functions while the balance fi ber are avail able for transmission of data. 

Sen ing bu iness potential in data transmi sion through the pare fibers in OPGW, the 
Company di versified into telecom business in October 1998. The backbone 
telecommunication network 10 i built by in tailing the necessary equipment (routers, 
tran ponder , repeater etc.) along the fi ber route. A of September 20 17, the Company 
has installed about 4 1988 km of te lecom network and prov ided connecti vity to about 595 
POPs (Point of Presence) including all metros, major citie and towns, remote areas of 
North East Region (NER) and Jammu and Kashmir. 

8 in an assessmellt made by the Department of Industrial Policy and Promotion, Government of Jndia 
in partnership with the World Bank Group 

9 Optical wires have 6, 12, 24, 48 or 96 fibers and the company generally installed optical wires having 
24.fibers 

10 A network backbone is the core infrastructure of a network that connects several major network 
components together 
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The te lecom business of the Company involves leasing of ' bandwidth 11
', which essentiall y 

means the grant of acce s of specified optical width of its telecom network to customers, 
between specifi c end po ints for the agreed time period. The unit of mea ure ment of 
bandwidth is Mbps and Gbps (mega/million bits per second and Giga/bil lion bits per 
second). Higher the bandwidth purchased, higher would be the speed of data transmission. 
Cumulati vely, the Company has created a band width of 1 1660 Gbps along the vari ous 
fiber routes out of which 8380 Gbp is in use, i.e. , leased to various customers. 

10.3.2 Organisation setup 

Te lecom Division o f the Company is headed by Chief Operating Officer (Telecom) 
(COO). The National Telecom Control Centre (NTCC) at Delhi functioning under the 
Te lecom Divis ion provides round the clock network management including link 
monitoring, cu tomer complaint resolution and provi ion/termination o f the links . Four 
Regional Te lecom Control Centre (RTCCs) at De lhi , Kolkata, Mumbai and Bengaluru 
also functi on under thi s Divi. ion. To advise the Company about eme rging business 
challenges, trategic deci ions etc. in the telecom ector, a Telecom Advisory Board 
compnsmg six emi nent personnel from the fi eld of telecom had been constituted (Jul y 
20 10). 

10.3.3 Audit objectives and scope 

The audit objectives were to assess whether (i) pncmg methodology wa con i tent, 
transparent and in line with market conditions and (ii) the operations of te lecom business 
was carried out effi ciently. Audit covered the acti vities of the Te lecom Di vision from 
20 12- 13 to 20 16- 17. 

10.3.4 Audit criteria 

The criteri a used fo r audit included : (i) Tariff orders issued by Telecom R egulatory 
Authority of India (TRAI), (ii) Marketing policy and de legation o f powers, (iii) Agenda 
and minutes o f meetings o f Board of Directors, ( iv) Agenda and minute o f meeting of 
Telecom Advisory Board and (v) MOU/internal targets. 

10.3.5 Diversification into Telecom Business 

Audit apprec iates the use of power transmission lines to provide the infrastructure for 
setting up a high grade long distance telecommunication network. Diversification into 
telecom busine s provided a new revenue stream and scope for value creation. Audit 
noted that apart from a new source o f revenue, the te lecom business provided an 
opportunity for the Company to be associated w ith Digital India initiative of Government 
o f India such as National Knowledge Network (wh ich provided connectivity to 
Educational and Research Institutions in the coun try) and National Optical Fiber network 
(which provided connecti vity to Gram Panchayats) . While the di ver ification into te lecom 
bus iness was commendable, Audit has analy ed whether the Company had taken adequate 
ste ps for improving profitability of the telecom bu ine s. 

II Bandwidth is defined as the amount of data that ca11 be transmitted in a jued amount of time. For 
digital devices, the bandwidth is usually expressed in bits per second (bps) or bytes per seco11d 
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10.3.6 Audit findings 

10.3.6.1 Operations of Telecom Division 

The Company has acquired three licenses, viz., Infrastructure Provider Category-I (IP-I) 
license in November 2002, Internet Service Provider (ISP) Category-A license in May 
2003 and National Long Distance (NLD) license in July 2006. The NLD and ISP Hcenses 
were subsequently converted into a unified licence in May 2017. The following table gives 
details financial performance of telecom di vision for the period from 2012-13 to 2016-17 . 

. Performance of Telecom Division during 2012-13 to 2016-17 

2012-13 10.31 1.36 227.06 5.18 243.91 156.68 87.23 
2013-14 8.63 1.68 268.41 9.61 288.33 194.83 93.50 
2014-15 8.43 2.78 272.48 17.71 301.40 237.61 63.79 
2015-16 8.28 2.09 391.28 34.89 436.54 273.33 163.21 
2016-17 9.02 15.38 507.21 29.41 561.02 303.84 257.18 

From the above table, it is seen that the profit of the telecom business of PGCIL has been 
on a rising trend since 2015-16. It was seen that the Feasibility Report (April 2000) had 
envisaged that the business would become cash positive in 2005/2006 and payback would 
be achieved in 2007. Though telecom business of the Company started earning profits 
2009-10 onwards, payback is yet to be achieved. 

The bulk of the revenue (90 per cent to 93 per cent) was derived from the NLD license 
with the Company not having exploited the full potential of IP-I (including tower business) 
and ISP. Even though NLD license was the prime component, its market share 
ranged from 0.84 per cent to 1.37 per cent, much lower than the anticipated market share 
of 7 .20 per cent. 

Audit also noticed that there were gaps in the transmission network of the Company. 'fhe 
Company has leased fibers from 16 State Transmission Companies (Transcos) to fiU these 
gaps while leasing arrangements were still under discussion with eight State Transcos. lln 
case of existing network also, there were some routes12 where the available capacity has 
already been depleted. 

The Management replied (November 2017) that: 

12 

Q Major Telecom Service Providers (TSP) have rolled out their own telecom 
backbone networks and were sharing their networks amongst themselves, which 
has led to reduced potential market for neutral players. 

• Attempts to lease tower space did not receive adequate response due to changed 
market conditions. 

Delhi-Chennai, Kolkata-Chennai and Delhi-Mumbai 
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• Effort to maintain a good share of the available market through better quality 
services and continuous addition of new customers is ongoing. 

• The company had endeavoured to lease fibers from State Utilities wherever 
network demands could not be met but finalisation of lease agreements with the 
state utilities was time consuming. 

• The orders received so far have been executed without any capacity constraints 
and up-gradation of network was planned to cater to future requirements. 

• The delay in payback of initial investment was due to delayed network roll out 
due to clearance issues, pricing pressure due to entry of competitor and steep fall 
in bandwidth prices. If the cash nows alone were considered, ignoring 
depreciation, the busine turned cash po itive in 2015- 16. 

Even considering the Management response, the Company needs to strengthen its 
marketing efforts to achieve higher market share and ensure that gaps in its network 
connecti vity are addres ed which would help in achieving increa ed revenue and 
profitability. 

10.3.6.2 Pricing methodology 

A. Multiplication factor for scaling of tariff for higher capacities 

TRAI notified (April 2005) Telecommunication Tariff Order stipulating the max imum 
prices up to the capacity of STM-1 ( 155 Mbps) 13 in the Domesti c Leased Circuit segment. 
Ba ed on this, the Company carried out an exercise (May 201 2) to et the price for 
various bandwidth capacities. It wa decided to tandardise a multiplication factor14 for 
eating up the price from STM-1. To arrive at the multiplication factor, the Company was 

guided by the TRAI Consultation Paper dated 22 June 2004 on ' Revision of Ceiling Tariff 
for Domestic Leased Circuits', which stated that for every successive increase in capacity, 
price roughly doubles while the capacity quadruples . Endor ing this view, te lecom 
consultant of the Company, Mis KPMG, also uggested (February 2011 ) price multiples in 
the range of 2.2 to 2.6 for quadrupling of capacity. The Company chose a multiplication 
factor of 2.5 (May 20 J 2) for arriving at the bandwidth prices. The prices arrived at by 
applying the multiplication factor forms the basi for offer to variou cu tomers. 

In July 2014, TRAI adopted a multiplication factor of 2.6 to arrive at the ceiling tariff 
(TRAI notification of 14 July 2014). Audit observed that the Company did not review its 
multiplication factor of 2.5 in light of the TRAI notification. It was also noticed that the 
tariff notification had mentioned that the multiplication factor adopted by various TSPs 
ranged between 2.5 and 3.1 and most of the TSP used multiplication factor of about 
2.6 for the bandwidth tariff. The multiplication factor for the Company, thus, had been 
lower than the market and continued to be lower than the multiplication factor adopted by 

13 Synchronous Transport Module level-1 
14 

Multiplication factor is the number with which the tariff for bandwidth capacity of STM-1 is 
multiplied to arrive at the tariff for successive higher capacities 
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TRAI. The Company also allows discounts on the offer prices for bandwidths arrived at 
by applying the multiplication factor. 

Audit worked out the prices for bandwidths offered during April 2015 to March 2017 
considering a multiplication factor of 2.6 and allowing for a discount of 90 per cent 
(discounts up to 90 per cent could be allowed as per the Delegation of Power15) and found 
that the Company could have increased its revenue by ~67.87 crore (approx.) from links 
provided during April 2015 to March 2017 if it had revised the multiplication factor from 
2.5 to 2.6. 

The Management stated (November _2017) that the multiplication factors used were only 
for arrivirl~;f!hseA~ing tariffs on which discounts were applied to match market prices to 
secure business. If the Company had to revise the multiplying factor upwards for higher 
capacities, then in order to meet the market prices, higher discounts would have to be 
offered to match the prevailing market prices as the customers are not going to increase 
their existing pay-out but were always on lookouts for further reductions. 

The reply is not acceptable. Audit has considered an overall discount of 90 per cent while 
working out the loss to the Company. It is pertinent to note that discounts of 90 per cent 
were rare in the Company. During 2016-17, in 92 cases, discounts between 85per cent 
and 89.47 per cent was offered in only three cases .while the Company did not offer any 
discount in 8 cases with the balance discounts varying between 6 per cent and 85 per cent. 

B. Incorrect application of mulltiplkation factor 

The Company received an enquiry from Mis Vodafone Mobile Services Limited, Mumbai 
(Vodafone) for six links of 10 Gbps each (i.e., 2xl0 Gbps each on three routes) and 
submitted (March 2016) its offer quoting ~25.71 crore with 4 per cent annual maintenance 
changes. After negotiation, the Company submitted its final quote of ~22 crore 
(May 2016) with the contract value of ~35.20 crore. 

Audit noticed that the Company has applied incorrect multiplication factor for calculating 
the quoted price. As per the approved pricing multiples, a link of 10 Gbps is required to be 
multiplied with a factor of 11.66 for each link of 10 Gbps (6xl 1.66) whereas the Company 
applied a multiplication factor of 16.60 (3x16.60) considering 3 links of 20 Gbps. 
If the correct multiplication factor had been applied, the contract price would have been 
~ 49 .45 crore. 

On identifying (February 2017) the error, the Company reworked the price calculations. 
Since the contract had already been finalised at ~35.20 crore, the Company had to offer a 
higher discount of 86.313 per cent (as against 80.771 per cent earlier) to maintain the 
contract value at ~35.20 crore. 

The Management stated (November 2017) that the error in multiplication factor was 
inadvertent and application of correct multiplication factor would not have changed the 

15 Assistant Generation Manager-up to 30 per. cent ; Deputy General Manager-up to 40 per cent ; 
Additional General Manager-up to 50 per cent ; General Manager-up to 65 per cent ; Chief 
Operating Officer-up to 85 per cent; Director in Charge- up to 90 per cent and Chairman and 
Managing Director- full power 
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deal value as the prices were fi nalised after due negotjations. The deal vaJue was finalised 
as a Jump sum amount and multiplication factors and di counts are used for ta.Icing internal 
approvals. 

Though a fin aJ lump sum amount was agreed to after negotiations, the justification for the 
price was derived benchmarking it against a base price. Since the base price itself was 
incorrectly applied, the Company had no option but to offer a higher di scount. 

C. Long term connectivity to customers 

The Company entered into long term contracts where the cu tomer were granted 
indefeasible right to use (IRU) 16 the optical bandwidth capacity. The detai ls of uch lRU 
contracts, which are currently (March 201 7) in force, are given below: 

Details of IRU Contracts entered into by the Company 

SI. Name of Links contracted Period Date of Contract 
No. customer Total Individual No. of agreement/ value 

capacity link capacity of contract Purchase (fcrore) 
links (Years) order 

l Bharti Airtel STM- 16 Network in the NE NA 15 02.04.2007 70.91 
Limited (2.5 Gbps) Region 
(Airtel) Network in 1 & K NA 15 0 1.10.2007 45 .18 

region (including 
links from 
Pathankot in 
Puniab) 

2 Reljance J io 393 Gbps 100 Gbps 3 20 07.08.2014 2 16.45 
lnfocomm 10 Gbos 9 
Limited l Gbps 3 
(Reliance Jio) 104 Gbp 10 Gbps 10 20 27.03.20 15 24 1.09 

I Gbps 4 
1 Gbps I Gbp 1 20 30.11.201 5 5.73 

100 Gbps 10 Gbps IO 20 22.09.20 16 237.34 

3 Vodafone 60 Gbps lOGbp 6 15 15.03.2016 35 .20 
Mobile Services 
Limited 
(Vodafone) 

4 Mahataa 100 Gbps JO Gbps JO 10 02.09.2015 42.28 
information 60 Gbps JO Gbps 6 JO 22.05.2014 26.28 
India Private 
Limited 
(Google) 

Total 920.46 

All the above contracts were entered into on negotiation basis . The contract price had two 
components, viz., upfront fee collected as a lump sum amount upon provisioning of the 

16 Indefeasible Right to Use or /RU means the exclusive, irrevocable, indefeasible and unrestricted 
right of use in the relevant optical bandwidth capacity and/or upgrades respectively, each f or 
duration of the relevant /RU term subject to payme"t of /RU f ee (unless terminated earlier under 
certain laid down circumstances) 
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links and annual maintenance charges (AMC) calculated as a percentage of the upfront 
fee, payable by the customer annually. 

C.1 Different methods for arriving at contract value 

Audit noticed that the Company does not have pricing policy/ guidelines for mu contracts 
and was inconsistent in working out the annual charges across different contracts. 

In the case of Airtel, the annual charges for each contract year were arrived at by 
successively enhancing the discount rate by two per cent (on TRAI tariff). The total 
contract value was arrived at by working out the net present value (NPV) of the sum 
of annual revenues over 15 years (the contract period), using a discount factor of 
10 per cent: 

J[n the case of Reliance Jio, Vodafone and_Google, however, the annual charges were 
multiplied by 3.5 to arrive at the total contract value, though the contract period 
varied widely across the three contracts (20 years in Reliance Jio, 15 years in 
Vodafone and 10 years in Google). 

Audit worked out the contract value in case of Reliance Jio, Vodafone and Google using 
the same methodology applied in case of Airtel. It was seen that the contract revenue may 
have been higher by ~317.36 crore in case of Reliance Jio, Vodafone and Google if 
uniform pricing methodology was followed. It was also noticed that in the case of 
Reliance Jio, the same multiplication factor of 3.5 was adopted for 23 links in NE Region 
and J &K, though the Company had fewer competitors in these regions and could have 
obtained a better price. 

The Management stated (November 2017) that the Company has adopted the pricing 
strategy in line with market practice with all its customers in a particular period and has 
not discriminately adopted for any one or few customers. Yearly additional discount of 
2 per cent used by Audit, uniformly in all the cases, was on the lower side since ceiling 
tariffs were reduced in the Telecom Tariff Order 2014 (TIO) vis-a-vis TIO 2005. The 
deals had better NPVs, if successive additional discount is taken as 6 per cent, instead of 
2 per cent considered by Audit, taking into account the fall in prices as per the TTOs. 

The reply is not acceptable. Audit noticed that the change in pricing methodology had not 
been recorded in the documents seeking pricing approvals. Regarding application of 
6 per cent successive additional discount, Audit noticed that when the Airtel contract was 
finalised in 2007, the Company had two TTOs fot price comparison (TTO 1999_ and 
2005). The fall in prices for STM-1 was 88 per cent in the two TTOs. Yet, the Company 
allowed a yearly successive discount of 2 per cent only while working out the bandwidth 
charges for 15 years for Airtel. The fall in prices between TIO 2005 and TIO 2014 was 
57 .8 per cent and hence applying 2 per cent additional discount every yearappears to be 
justified. The Management did not reply to the observation regarding the NER/J&K links. 

C.2 Non-levy/ short levy of Annual maintenance charges (AMC) 

Audit noticed that AMC was not levied in the case of Airtel. In the remaining cases, AMC 
of 4 per cent to 4.3 per cent was levied" which was lower than the repair and maintenance 
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cost o f 7 per cent of capital expendi ture envi aged in the feas ibi lity report. The actual 
repai r and maintenance charges incurred by the Company ranged between 6.25 per cent 
and 10.57 per cent of total revenue during 20 12- 13 to 20 16- 17, average being 
8.6 1 per cent. Non-levy/ short levy of AMC re ulted in lower reven ue real isation 
compared to the incurred costs. 

The Management stated (November 20 17) that maintenance of the network wa its sole 
responsibi lity and cost of maintaining the network was included in the prices. The 
Management added that though AMC was charged fro m customers, these were in the 
nature of annual recurring charges (ARC) agreed mainly for the purpose of recovery of 
downtime penalties. 

The fac t remains that though the network was maintained by the Company, indefeasible 
right to use the contracted capacity vested with the customers and the ba ic princ iple of 
tariff mechani m required that the beneficiaries pay for maintenance. 

D. Discounts on TRAI Tariff 

TRAI stipulated that service provider can offer discount on the cei ling tariff and 
discounts, if offered, should be tran parent and non-discriminatory based on laid down 
cri teri a. A per the criteria laid down by PGCIL, discounts offered were based inter alia 
on volume of business; - higher the volume of bu ine s, higher the di count. 

Review of di counts offered to the cu tomers revealed that the discounts offered to 
customers were not consi tent with the volume of busines a ev ident from the fo llowing: 

• Discounts of 74 per cent and 63 per cent were aJlowed to two customers whose annual 
volume of business was 3.51 per cent and 3.20 per cent respectively. However, 
another customer with a higher volume of bu iness (6.42 per cent) was offered 
discount of 28 per cent only. 

• Di counts of 79 per cent to 80 per cent were offered to two customer though their 
volume varied significantly ( 15.44 per cent in ca e of one customer and 25.50 per cent 
in case of the other). 

• Di counts ranging between 4 1 per cent and 67 per cent were allowed to government 
customers while private customers with similar volume of business were offered 
higher di scounts ranging between 64 per cent and 79 per cent. 

Thus, there had been lack of transparency in offering di scounts to various parties. 

The Management stated (November 201 7) that higher discounts had to be given to 
customers to counter aggressive pricing of competitors. In order to secure business, it was 
imperati ve to match price expectation of customers and addition of these customers 
enhanced the brand image of the Company. Bandwidth demand from many of the 
government customers was relatively small and government sector prefers its network due 
to the support and quality of ervice ex tended. 
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· Offering higher discounts to match price expectations was not among the factors specified 
in the laid down policy for offering discounts. Preference of Company's network by 
government customers cannot be a basis for offering lower discounts. 

10.3.6.3 Termination of links 

The Company provides last mile connectivity to customers from Company's point of 
presence to customer locations. These links may be terminated due to creation of 
customer's own link, upgradation of link to higher capacity, customer's dissatisfaction 
with network performance, non-payment of dues by customer etc. Details of termination 
of links during the period from 2012-13 to 2016-17 are summarised in the following table: 

Year-wise summary of commissioning of Rinks 

2012-13 212 04 2697 

2013-14 236 17 2933 

2014-15 313 356 3246 

2015-16 396 352 3642 

2016-17 328 917 3970 

Audit noticed that between 2014-15 and 2016-17, 1625 links were terminated as against 
1037 new links commissioned during this period. 162 links were terminated within one 
year of their commissioning. 

Despite large number of terminations, the Company has not implemented a proper system 
of retrieval of equipment placed at customer location and safe custody of the equipment. 
In the absence of such a system, pilferage/ misappropriation of such equipment cannot be 
ruled out. 

The Management stated (November 2017) that the record keeping of equipment and fiber 
stretches of terminated links shall be improved to avoid any possibility of 
pilferage/misappropriation. 

The assurance of the Management is noted. It is seen that the Company provides new links 
after cost-benefit analysis and the cost incurred for providing last mile connectivity would 
be recovered only if the links are operational for two years. The Company incurs loss in 
the event of early termination of links. The timely retrieval of equipment placed at 
customer location and its safe custody, therefore, becomes essential. 

10.3.6.4 Non-levy of interest on delayed payments 

The Company has a computerised system for customer billing (except for IRU deals). The 
Service Level Agreements (SLA) with customers provided for levy of interest on delayed 
payments (as per rates notified from time to time). The computerised billing system, 
however, did not provide for levy of interest. In fact, Telecom Division has not levied 
interest on delayed payments since inception of business on the premise that it would have 
negative impact on the growth of business. 
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The fo llowing table indicates position o f outstanding dues for the year 20 15- 16 and 
20 16- 1 i 7

: 

Details regar mg outstan mg e d
0 

d bt ors 
Quarter Quarter Total Total Debtors Debtors more 

ending on revenue debtors more than than six months 
booked six months to total debtors 

(t'in crore) (%) 

2015-16 

Q-1 30-06-20 15 97.92 62.37 34.75 55.72 

Q-2 30-09-20 15 108.03 7 1.1 9 37.42 52.56 

Q-3 3 1- 12-20 15 11 3.78 86.52 40.08 46.32 

Q-4 3 1-03-20 16 11 6.8 1 83. 10 45.11 54.28 

2016-17 

Q- 1 30-06-20 16 122.48 103.37 45.25 43.77 

Q-2 30-09-201 6 143.64 11 9.86 50.62 42.23 

Q-3 3 1-1 2-201 6 145.72 124.93 56.87 45.52 

Q-4 3 1-03-201 7 149.18 I 02.42 52.29 5 1.05 

As can be seen fro m the above table, payments were de layed for more than six months in 
42 per cent to 55 per cent of the cases. Audit noticed that Telecom Advi ory Board 
suggested (October 201 4) framing of an incentive/disincentive policy to address the 
payment reali ati on issue . However, no such measure has been implemented so far. 
(November 20 17). 

The Management stated (November 20 17) that being a small player in te lecom market 
with limited number of customer , imposing interest charges on them might have negati ve 
impact on growth of business. When the prices for the ervices were going down 
continuously, levying interest on the de layed payment would lead to increa ed cost of 
service . The policy for incentive/di incentive for timely/de layed payments was still under 
active conside ration. 

Since delayed realisation of income result in opportun ity loss to the Company, an 
appropriate mechanism needs to be implemented to ensure timely realisation of dues. 

10.3.6.5 Sharing of revenue for using transmission assets for telecom business 

The telecommunication business of the Company i carri ed out using fi ber optic cables 
strung in its transmission network. Thus the infra tructure like towers, right of way etc. 
are utilised for both trans mis ion and telecommunication businesses. The number of fiber 
in the overhead OPGW was generally 12 or 24 (48 fibers also were subsequently 
introduced). The Company has identified that 6 fibers would be used for transmission 
business and the remaining fi bers would be utili sed for telecommunication bu iness. 

As per a regulation issued by Central Electricity Regulatory Commission (CERC) in 
December 2007, the revenue generated by a transmission owner from telecommunication 

17 Since the billing was migrated to SAP system, year-wise data pertaining to periods prior to 2015-16 
was not available 
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business using the transmission network should be shared with the transmission 
beneficiaries, i.e., the States from whom the cost of transmission assets are recovered by 
PGCIL. The regulation provided that the transmission owner shall share revenue @ 

~3000/- per year per km and the revenue shared may be apportioned between the users in 
proportion to the number of fibers identified for utilisation . 

Audit observed that the revenue shared by the Company was not consistent with the 
CERC regulations as indicated in the following table: 

Revenue not shared by with the transmission beneficiaries 

(3)X3000Xl8/24 
2012-13 15443 13848 1595 3588750 
2013-14 16868 14261 2607 5865750 
2014-15 18706 15938 2768 6228000 
2015-16 21663 17230 4433 9974250 
2016-17 22176 19460 2716 6111000 

'317677~CF 

Thus, the Company shared revenue for a part of the network with transmission 
beneficiaries. The revenue shared was short by ~3.18 crore during the period from 
2012-13 to 2016-17. 

The Management stated (November 2017) that as per CERC Regulations, right-of-way 
charges of only OPGW links which were used for telecom business were to be shared and 
the same was being complied with. 

The reply is not acceptable. CERC regulations provide for revenue sharing on the basis of 
right-of-way utilised for laying the cable and not only for those used for telecom business. 

10.3.6.6 Downtime credit for network outages 

As a general practice, provision is kept for downtime credit for each and every customer 
in order to compensate the customer for any downtime in the leased circuit However, :it 
was observed that the Company entered into Service Level Agreements (SLA) with few 
customers and credit for downtime was allowed to these customers alone when ~ought for. 
As a result, against the total provision of n 9 .46 crore made in the ace.aunts of the 
Company doting 2012-13 to 2016-17 towards downtime credit, only ~9.24 crore was 
passed on to the customers. Entering into SLA with few customers and allowing them 
credit only when specifically sought cannot be considered as a non-discriminatory 
practice. 

18 If an optical fiber cable or optical fiber composite overhead ground wire having 'm 'fibers has been 
installed on a transmission line, and 'n' fibers are meant to be used for telecommunication business 
(remaining fibers being used for Unified Load Despatch and Communication scheme), 
telecommunication business will reimburse i'JOOO (n!m) per km to the transmission business for 
reduction of annual transmission charges 
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The Management stated (November 2017) that downtime credit was passed on to all the 
customer as per SLA terms non-discriminately to those who sought for the same. 

This does not address the audit concern as SLA was not signed with all the customers nor 
was downtime credit passed on to the customer in the normal cour e. 

10.3.6.7 Network monitoring system 

The Company operated (September 2017) a telecom network of 41988 km comprising 
OPGW length of 29489 km and underground optical fiber cable length of 12499 km. 
Outages in the network due to fiber cut, equipment malfunction etc. are tracked by NTCC 
and taken up with RTCCs for restoration of the affected portion. 

The telecom equipment installed by the Company were procured from three different 
manufacturers. The network monitoring system offered by the manufacturer were u ed 
for the respective equipment and three different systems were simultaneously viewed to 
track the performance of the network. This contributed to slow re ponse to faults since 
identification of the fault itself took time. Though the Company felt the need to have an 
integrated network management system, the ame ha not yet been implemented 
(September 2017). 

The Management stated (November 2017) that an Integrated Management System 
has been envisaged and notice inviting tenders (NIT) for same has been issued on 
29 September 20 17. 

However, the budget approval for the above wa approved in January 2013 and the 
Company took more than three years to issue the NIT. 

10.3.7 Conclusion and recommendations 

10.3.7.1 Conclusion 

Diversification into telecom busines by the Company wa commendable and enabled the 
Company to operate in two important ervice areas viz. Power and Telecom. However 
Audit noticed that PGCIL could not achieve the projected market share in telecom 
business and though the bu iness ha been earning profits since 2009-10, it is yet to 
achieve payback which was anticipated by 2007. There were inadequacies in the pricing 
methodology followed by the Company. The multiplication factor adopted to scale up 
tariff for higher capacities was low, which adversely impacted revenue. Pricing of 
Indefeasible Right to Use contracts was inconsi tent with different methods applied for 
different contracts, leading to lower revenue for the business. The discounts offered by the 
Company on ceiling tariff were neither transparent nor non-discriminatory. Shortcomings 
were noticed in sharing of revenue with State transmission utilitie for using transmjs ion 
assets for telecom business. The financial impact of observations worked out to 
~412.88 crore (n99.48 crore related to pricing methodology and ~13.40 crore related to 
sharing of income and allowance of downtime credit). 
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10.3.7.2 Recommendations 

(i) The Company may review the multiplication factor for-scaling up bandwidth price 
in line with the TRAI notification. The Company may also frame a uniform 
pricing methodology for IRU contracts. · 

(ii) Transparent criteria for offering discounts to customers may be instituted and 
uniformly implemented. 

The matter was referred to the Ministry in December 2017; their reply was awaited 
(February 2018). 
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[ 
CHAPI'ER XI: MINISTRY OF ROAD TRANSPORT AND J 

~~~~~~~~~IU~G_HW~A_Y_S~~~~~~~~~ 

National Highways Authority of India 

I I .I Non-recovery of damages and maintenance cost from the concessionaire 

National Highways Authority of India extended undue benefit to the concessionaire 
to the tune of ~99.27 crore by not taking prompt action to recover the damages and 
maintenance cost from the concessionaire on account of its failure in achieving the 
project milestones and in meeting the maintena nce obligations. 

National Highways Authority of India (NHAI) entered into (21 March 2012) a conce sion 
agreement (CA) with Vijayawada Gundugolanu Road Project Private Limited 
(concessionaire) for six laning of Vijayawada-Gundugolanu section of National Highway 
No. 5 (NH-5) includ ing six-lane Hanuman Junction bypass and four-lane Vijayawada 
bypass. As per the terms of agreement, the Appointed Date would be the date on which 
financia l closure wa achieved or an earlier date as may be mutually agreed upon by both 
parties. The financ ial closure which was to be achieved within 180 days from the date of 
CA (i.e., 17 September 20 12) was actuall y achieved on 10 April 20 13. Further, due to 
delays on the part of both NHAI and the conces iona ire in fulfillment of condition 
precedent, the Appointed Date was declared as 01 September 2014 by waiving the 
damages mutually. The scheduled six- laning date of the project was 28 February 20 17. 

The concessionaire did not commence the work till August 2016 and did not al o maintain 
the road during the construction period on the ground that no funds were disbursed by the 
banks for the project. Consequently, NHAl issued (26 August 2016) a noti ce of 
termination to the conce sionaire and stated that by virtue of the termination notice, NHAI 
was deemed to have taken posse sion and control of the project highway forthwith. The 
toll collection along with the two toll plazas set up on the project stretch, were handed 
over to another agency with effect from 27 August 2016. 

As on the date of issue of notice of termination i.e., 26 Augu t 20 16, damages of 
n9.82 crore were recoverable from the concessionai re fo r non-achievement of 
milestone . Further, due to fai lure of the concess ionaire, NHAI carried out emergency 
maintenance works amounting to ~ 18. 70 crore at the ri sk and cost of the concessionaire, 
as per the applicable terms of the agreement. ln addition, penalty of ~0.75 crore for breach 
of maintenance obligation were al o recoverable from the concessionaire. Thus, the total 
dues recoverable from the conces ionaire stood at ~99.27 crore a on 26 August 20 16. 

Audi t observed that: 

(i) Against the recoverable amount of ~99.27 crore, NHAI possessed ecurity in 
the form of Performance Bank Guarantees aggregating to ~84.20 crore 
deposited by the concessionaire. Besides, there wa a balance of ~56.08 crore 
as fixed deposits in the E crow account. However, NHAI did not encash the 
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bank guarantees based on the verbal directions of the Administrati ve Ministry. 
The bank guarantees were last ex tended (September 20 16) with validity up to 
16 September 2017 and the same cou Id be claimed ti 11 15 March 20 18. 

(ii) A per c lause 3 1.3. 1 of the CA, the damages payable by the concessionaire 
could be recovered from the Escrow account. However, NHAI did not issue 
in tructions to the Bank where Escrow account was operated, to freeze the 
fi xed deposits in order to recover the amount due from the concessionai re. 
There was high risk of non-recovery of dues from the Escrow ac:.:ount since 
transfer had been made from the account toward mobili sation advance of 
~58.07 crore and parking of ~69.80 crore in mutual funds/term deposits. 
Further, a sum of ~2.07 crore was transferred from the account in respect of 
which, the purpose of transaction was not mentioned. The concessionaire did 
not a lso furnish the necessary documents for verification of Escrow Account 
transactions to the Financial Expert o f the Independent Engineer (IE) despite 
request made by the IE. 

(iii) NHAI continued to grant additional time to the concessionaire for arranging 
funds for the project, even after failure of the concessionaire to achieve the 
project milestones, but the concess ionaire did not fulfil their commitments. 
Despite thi s, NHAI d id not take action to recover the damages. In a meeting 
held (May 20 17) under the chairmanship of the Minister of Road Transport and 
Highways, it was decided that the matter regarding levy of damages for not 
achieving the milestones by the concess ionaire may be referred to arbitrat ion. 
The concess ionaire proposed (September 20 17) to refer the matter to 
conciliation as per the terms of the concess ion agreement and the same was 
under consideration of NHAI (September 201 7). 

Thus, NHAI fai led to safeguard its financial interests as it neither encashed the bank 
guarantees submitted by the concessionaire nor recovered the dues from the Escrow 
account. Con equentl y, damages of ~99.27 crore along with interest thereon as per the 
applicable provision of the agreement remained unrecovered (November 2017). Thi 
amounted to undue benefit to the conce sionaire. 

The Management stated (September 2017) that clause 37.5 (Survival of Rights) of CA 
afeguarded the intere t of NHAI a all the tights and obligations under the agreement 

would survi ve the termination, to the extent uch survi val wa necessary for giving effect 
to such rights and obligations. Accordingly, as per the provisions of the above clause, 
necessary action would be taken by NHAI for recovery of damages plus in terest from the 
concessionaire. 

The Mini try tated (December 2017) that the concessionaire had been a ked to keep the 
bank guarantee in force till completion of conciliation process. The latest balance 
available in the Escrow account was being ascertained and instructions fo r freezing the 
account were being issued. Further, all applicable recoveries would be effected in full after 
conciliation process. 

The reply of the Management/Ministry is not acceptable since the enforceab ility of claims 
regarding the recoverable damages after temtination of the agreement was not a val id 

129 



Report No. Jl of 2018 

j ustification for non-enforcement of the rights ava ilable before such termination. Be ·ides 
thi s proces could be cumber. ome involving delay in recovery. NHAI should have taken 
time ly action to recover its dues by encashment of bank guarantees/recovery from Escrow 
account instead of continuing to grant additional time to the concessionaire to fulfil their 
commitment . 

I I .2 Non-recovery of damages from the concessionaires 

National Highways Authority of India failed to recover damages of ~85.19 crore on 
account of delayed/non-completion of work relating to renewal of wearing surface of 
the road pavements by the concessionaires in four road widening projects in Andhra 
Pradesh. 

National Highway Authori ty of India (NHAI) entered into (March 2006 to September 
2007) separate concess ion agreements (CAs) with fo ur concessionaires 1 for execution, 
operation and maintenance of four projects viz. AP-6, AP-7, A P-8 and AP-2 on Build, 
Operate and Tran fer (BOT) Annuity basis. A ll the four projects related to widening of the 
ex isting two- lane portion to four lanes on the National Highway 7 (NH-7) in the State of 
Andhra Pradesh. The four projects were implemented under the upervision of N HAI. 
Project Implementation Unit (PIU), Ni rmal, Andhra Pradesh (now in Te langana). The 
provisional certi fica tes of completion of these projects were i ued on 24 June 20 10 
(AP-6), 11June2010 (AP-7). 22 July 2009 (AP-8) and 26 March 2009 (AP-2). 

The operation and maintenance (O&M) requirements for the four projects, as laid down in 
clauses 2.6 of Schedule L forming part of the concession agreements, provided for 
renewal o f weari ng urface of the road paveme nt once every five year . Further, a per 
clause 4.3. 1 of Schedule L, the urface roughne of the project highway on completion of 
construction should be 2000 mm/km. The surface roughness should not exceed 
3000 mm/km during the service life o f the pavement at any time. A renewal coat of 
bi tuminous concrete should be laid every five years after initial construction or where the 
roughnes value reaches 3000 mm/km, whichever wa earlier, to bring it to initial value of 
2000 mm/km. 

Clause J 8. 12 o f each CA provided that in the event the concessionaire did not maintain 
and/or repair the project highway, and had fa il ed to commence re medial works w ithin 
30 days o f receipt of notice in this behalf from NHAI or Independent Con ultant (IC), or 
the O&M in pection report, as the ca e may be, NHAI would be entitled to undertake the 
repair and maintenance at the ri sk and cost of the concess ionaire and to recover the same 
from the concess ionaire. Further, C lau e 18. 13 of each CA provided that in the event 
NHAI did not exerci e its opti on under C lause 18. 12, it would recover dam ages from the 
concessionaire after the afore aid period o f 30 days and until the de fau lt was rectified. The 
damages would be calculated for each day of defau lt at the higher of (a) ~ I 0,000, and 
(b) 0. 1 per cent of the co t of such repair as e timated by the IC. Clau e 18. 12 of the 
CAs al o conferred the right on NHAI to recover the damages directl y from the 
E crow Account. 

Adilabad Expressway Private Limited (for AP-6), Patel KNR Heavy Infrastructures Private Limited 
(for AP-7), Nin11al BOT Limited (for AP-8) and GMR Poclia11palli Expressways Private Limited 
(for AP-2) 

130 



Report No. II of 2018 

Audit observed that as per the above provis ion of the CAs, the work relating to renewal 
of wearing surface in respect of the four projects should have been completed within five 
years of their completion dates i.e. by 23 June 20 15 (AP-6), I 0 June 20 15 (AP-7), 21 July 
20 14 (AP-8) and 25 March 20 14 (AP-2). However, the concessionaires did not commence 
the renewaJ work by these dates. The renewal work in respect of AP-7, AP-8 and 
AP-2 projects wa completed after a delay of 599 days, 498 days and 250 days 
respectively after allowing the grace period of 30 days as per the provisions of the CA. 
The renewal work in respect of AP-6 project was yet to be completed (3 1 August 2017). 
The delay in completion of work upto 3 1 August 20 17 was 770 days after excluding grace 
period. Accordingly, damage leviab le on the concessionaire in terms of Clause 18.13 of 
the CAs worked out to <85. 19 crore upto 3 1 August 20 17 as shown below: 

Project Provisional Due date of Actual date Delay Cost of Damages Damages 
completion completion of excluding renewal per day at leviable 

date of renewal completion JO days work 0.1 (tin 
work of renewal grace estimated percent lakh) 

work period by IC of cost of 
(tin lakh) renewai2 

(t) 
AP-6 24.06.10 23.06.15 3 1.08. 17* 770 3790. 11 3,79,011 291 8.38 
AP-7 11.06.10 10.06. 15 28.02. 17 599 3673.64 3,67,364 2200.5 1 
AP-8 22.07.09 2 1.07.14 3 1.12. 15 498 2 11 9.26 2, 11 ,926 1055.39 
AP-2 26.03 .09 25.03. 14 30.12. 14 250 9377 .32 9,37,732 2344.33 

Total 8518.61 
(* The work was commenced but had not been completed till 3 1 August 20 17) 

Despite the inordinate de lays in completion of renewal of wearing surface in respect of all 
the four projects, NHAI failed to recover the damages of <85.19 crore from the 
concessionaires. Further, these damages were also not recovered from the Escrow 
Account as per the terms of the CAs. 

While accepting the audit observation in respect of AP-6, AP-7 and AP-8 projects, the 
Management stated (September 20 17) that the concess ionaires failed to pay damages 
despite is uance of notice and repeated reminders and the ame were being contemplated 
to be recovered from E crow Account of the concessionaire as per the provi ions of the 
CAs. In respect of AP-2 project, the Management stated that though the Independent 
Con ultant had recommended for levy of penalty, the concess ionaire contested the same 
and the matter was referred to the Conciliation Committee of Independent Experts as per 
NHAI policy. The recovery action would be taken ba ed on the outcome of the ettlement. 

The Ministry endorsed (December 20 17) the reply of the Management in respect of AP-6 
and AP-7 projects. In respect of AP-8 project, the Ministry stated that the concessionaire 
had approached the Conciliation Committee and final outcome of conciliation proce s 
would be intimated to Audit in due cour e. The Ministry further stated that Independent 
Consultant had worked out the damage of< l 0.81 crore in ca e of AP-2 project as against 
<23 .45 crore worked out by Audit. 

2 The per day damages calculated 011 the basis of 0.1 per ce11t of cost of renewal were more than 
r 10,000 i11 all the four projects. Therefore, the same has been considered to calculate the damages 
leviable 011 the concessionaire 
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The reply of the Management/Ministry is not acceptable since NHAl did not exercise the 
powers conferred on it by clause 18. 12 and 25.2. l o f the CAs as per which the 
penalty/damages could be recovered directly from the Escrow Account. Further, the reply 
o f the Ministry in respect of AP-2 project is also not acceptable as the methodology 
adopted for calcu lation of damages wa ame in respect of all the four projects and 
accordingly the damages leviable in re. pect of AP-2 project worked out to ~23.45 crore 
onl y. 

Thus, NHAI failed to recover damage of ~85. 1 9 crore on account of de layed/non
completion of work relating to renewal of wearing surface of the road pavement by the 
concessionaires. 

11.3 Undue financial benefit to the concessionaire 

NHAI failed to recover from the concessionaire damages of ~9.20 crore for 
non-achievement of project milestone and delay in completion of punch list items, 
along with interest of n.20 crore thereon as per contractual terms. 

A concess ion agreement (CA) for construction, operation and maintenance of four laning 
of Armur-Adloor-Yel lareddy section on Nagpur- Hyderabad ection of National Highway 
(NH)-7 from Km 308.000 to Km 367.000 on Design, Build, Finance, Operate and 
Transfer (DBFOT) basis wa entered into (August 2009) between M/s. Navayuga 
Dichpally To llway Private Limited (conce sionaire) and National Highway Authority of 
India (NHAI) for a conce. ion period o f 20 years. In terms of the agreement, the 
concessionaire furni shed the performance security for ~24.5 3 crore. The schedu led date 
for commencement of the project was fi xed as 02 February 2010 and the completion date 
wa agreed as 0 1 February 20 12. 

In terms of clause J 2.4.2 of CA, in the event of the concessionaire fai ling to achieve any 
project mile tone with in a period of 90 days from the stipulated date of achieving uch 
milestones in Schedule-G and unless such failure was due to force majeure or for rea ons 
sole ly attributable to the Authority, it shall pay damages to the NHAI at the rate of 
O. l per cent of the amou nt of performance ecurity for each day of delay unti l uch 
mi lestone i achieved . Further, as per clause 15.2, subject to provi ions of Clause 12.4, if 
Commercial Operatio n Date (COD) did not occur prior to 9 151 (ninety first) day from the 
scheduled four-laning date i.e. 02 May 20 12, un less the delay wa on account of rea ons 
solely attributable to the N HA I or due to force majeure, the concessionaire shaJI pay 
damages to NHAI at the rate o f O. l per cent o f the amount of performance ecurity for 
each day of delay until COD is achieved . 

The COD of the project wa achieved on 0 l Apri l 20 J 3 with a to tal delay of 424 day . 
Ba ed on the recommendations (October 201 3) of the Independent Engineer (lE), the 
Project Implementation Un it (PIU), Nirmal , Andhra Prade h of NHAI proposed 
(November 2013) to extend the scheduled four-laning date by 272 days (for rea ons 
attributable to NHAI) and to levy damages amounting to ~3.73 crore for the delay beyond 
the extended period (i.e. 152 days) attributable to the concessionaire. The proposal was 
agreed to (January 20 14) by NHAI Headquarters with the directions to enter into a 
supplementary agreement with the concessionaire. However, on receipt (June 2014) of the 
draft supple mentary agreement from the concessionaire, NHAI RO Hyderabad observed 
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that the damages payable by the concessionaire had been worked out for 62 days (instead 
of 152 days) after excluding the grace period of 90 days. The matter regarding 
inclusion/exclusion of grace period in calculation of damages was deliberated between 
NHAI RO, Hyderabad; PIU, Nirmal and Independent Engineer during July 2014 to 
November 2014 and was subsequently referred (January 2015) for legal opinion. The 
correctness of inclusion of grace period of 90 days in the calculation of damages was 
confirmed (February 2015) by the legal consultant. As the concessionaire was not in 
agreement with the legal opinion, the matter was referred (July 2015) by RO Hyderabad to 
NHAI Hqrs for further directions. Based on the directions from NHAI Hqrs to recover ilie 
damages for the entire period of delay (inclusive of grace period), PIU, Nirmal intimated 
(11 March 2016) the same to the concessionaire and requested concessionaire to 
submit the draft supplementary agreement for extension of scheduled four-laning date by 
272 days. 

Audit observed that though the COD of the project was achieved on 01 April 2013, NHAK 
did not levy damages on the concessionaire for delay in completion of the project for three 
years (upto March 2016) due to ambiguity in the concession agreement regarding 
calculation of damages. Even after the raising the claim for damages on the concessionaire 
(March 2016), the recovery thereof was awaited (December 2017). 

Further, as per clause 14.4.1 of the agreement, the concessionaire had to complete all the 
punch list items within 90 days from the date of issue of Provisional Completion 
Certificate (PCC) and for delay thereafter, other than for reasons solely attributable to 
NHAI or due to force majeure, NHAI shall be entitled to recover damages from the 
concessionaire to be calculated and paid for each day of delay until all items are 
completed, at the lower of (a) 0.1 per cent of performance security, and (b) 0.2 per cent of 
the cost of completing such items as estimated by the IE. Though the PCC had been issued 
to the concessionaire on 1 April 2013, the punch list items were not completed within 
90 days i.e. by 30 June 2013. However, NHAI notified the concessionaire regarding the 
damages due to non-completion of punch list items only on 6 February 2017, after a delay 
of about four years. As on 31 December 2017, the damages of ~5.47 crore were 
recoverable from the concessionaire (~4.78 crore upto July 2016 as recommended by the 
IE and ~68.71 lakh as worked out by Audit for two punch listitems of which one was 
completed on 7 April 2017 and the other was incomplete even up to 31 December 2017). 

The delay in payment of damages by more than 15 days of receipt of demand from one 
party to another party would also attract interest at Bank rate plus 5 per cent as per clause 
47.5 of the agreement. Accordingly, the interest of n.20 crore (~74.15 lakh3 for delay in 
recovery of damages of ~3.73 crore for not achieving the project milestone and 
~46.11 lakh4 for delay in recovery of damages of ~4.78 crore as recommended by the IB 
for not completing the Punch List items within the stipulated date) for the period upto 

. 31 December 2017 also was recoverable from the concessionaire. Further, NHAK 

3 

4 

Interest on delayed payment of i'J.73 crore has been calculated from the expiry of 15 days from 
11March2016 i.e. 26 March 2016 to 31 December 2017 i.e. 645 days at Bank rate of 6.25 per cent as 
on 31 December.2017 plus 5 per cent 
Interest on delayed payment of c4.78 crore from the expiry of 15 days from 6 February 2017 i.e. 
21 February 2017 to 31 December 2017 i.e. 313 days at the rate mentioned at (1) above 
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sustained loss of interest due to delayed ra1 ing of claims for damages on the 
concessionaire. 

The Management stated (September 201 7) that before granting extension of time upto 
I April 201 3 along with damage amounting to n.73 crore for delays attributable to the 
concessionaire, the matter was referred to conces ionaire for giving their consent to s ign 
the supplementary agreement. However, in spite of repeated reminders the re ponse of the 
concessionaire was st ill awaited (September 201 7). Further, despite several reminders, the 
concess ionaire had fai led to pay damages fo r delay in completion of punch li st items. The 
Management further stated that the recovery process was in progress and the final status 
would be intimated to Audit. 

The reply of the Management is not acceptable ince clause 3 1.3. 1 (h) of the agreement 
enabled NHAI to recover the dues/damage from Escrow Account. However, NHAI fa iled 
to recover the dues amounting to ~9.20 crore cn.73 crore for failure in achiev ing the 
milestones and ~5.47 crore for non-completion of Punch List items within the scheduled 
dates) and interest of ~ 1.20 crore thereon upto 31 December 2017 apart from the loss of 
intere t due to delayed raising of claims for damages. This resul ted in extension of undue 
fi nancial benefits to the concessionaire. 

The Ministry stated (December 20 17) that NHAI had a lready issued (October 20 17) notice 
to the Escrow Bank for recovery of damage and the final recovery position would be 
intimated to Audit in due course of time. 

11.4 Excess payment of bonus to Concessionaire 

As per the concession agreement, Independent E ngineer (IE) was to issue the 
provisional completion certificate for the project only after obtaining safety audit 
report. However , the IE issued provisional completion certificate 45 days prior to 
the safety audit report and the Authority paid bonus to the Concessionaire based 
on it, leading to payment of excess bonus of ~6.11 crore to the Concessionaire. 

National Highways Authori ty of India (Authority) entered (July 20 10) into a Concess ion 
Agreement (CA) with Mis Shillong Expre sway Private Limited, New Delhi 
(Concessionaire) for construction of two lane Shi llong bypass in Meghalaya on Build 
Operate and Transfer (BOT) on annuity ba is. As per the CA, the project was cheduled to 
be completed by 06 February 2014, i.e., on the 1095th day from appointed date 
(07 February 2011 ). Project completion would be marked by the completion/ provisional 
completion certificate issued by Independent Engineer (IE). The Concessionaire would be 
entitled to receive bonus from the Authority for completing the project prior to the 
scheduled completion date. 

It was stipulated in the CA (Article 14.1.2, 14.1 & 14.2) that the IE would issue 
completion/provisional completion certificate after successfu l accomplishment of required 
tests of the project highway. Such tests included safety audit of the highway by the safety 
consultant to be appointed by the Authority. The safety audit report was a pre-requisite for 
issue of completion/provisional completion certificate, as specified in paragraph 2.9 of 
Schedule I and paragraph 3 of Schedule L. 
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The Authori ty appointed (M arch 20 13) Indian Institu te of Technology G uwahati as the 
Safety Consultant. The safety audit report was submitted on 29 April 2013 with 
some ob ervati ons. The IE subm itted the compliance repo11 on the safety audit report on 
08 M ay 20 13 based on which, the Safety Consultant suggested (09 May 20 13) opening the 
highway for traffi c movement. The project completio n date would therefore be on or after 
9 May 201 3. 

Aud it, however, noticed that at the request o f the Concess ionaire, IE conducted tests of the 
proj ect highway and issued (A pril 20 13) a provis ional completi on certi ficate with effect 
from 25 March 20 13 prior to the . afety audit report (dated 09 May 20 13). On the bas is of 
the provisional completion report, the Authority paid (November 20 13) bonus amounting 
to ~43.2 1 crore to the Conces. ionaire for earl y completion of the project by 318 days5. 

Issue of the provisiona l completion certifi cate 45 days6 prior to the safety audit report 
(09 May 20 13) was not in line with the prov i ions of the CA. Thi s has led to excess 
pay ment o f bonus amounting to ~6. 11 crore 7 to the Concessionai re for 45 days. 

The Management stated (December 20 17) that: 

• Provisional completi on certi ficate wa i sued by IE w. e. f. 25 March 20 13 after 
conducting aJJ the required tests including safety te ts by the Road Safety Expert 
of the IE which were carried out in the fir t week of February 20 13. 

• The Authori ty paid bonu to the Concessionaire for 3 18 day con idering the 
provi ionaJ completion certificate w. e. f. 25 March 20 13. 

Reply of the M anagement is not tenable as: 

• A per article 18. 1.2 and paragraph 3 of Schedule L of CA, the afety consultant 
was to be appointed by the Authority it elf. Safety audit by uch safety consultant 
could not be ub tituted by afety test carried out by expert appointed by the IE. 

• The CA (2.9 of schedule I) provided that Completion/provi ional completion 
certificate would be i ued by CE only after succe fu l accomplishment of all the 
required tests which included safety audit. The Authority hould have considered 
that the afety audit report wa issued 45 days after the provi ional completion 
certificate while making the bonus payment to the concessionaire. 

Thus, non-compliance of the provisions of CA ha re ulted in extra expenditure of 
~6.11 crore by the Authority. 

The matter wa re ferred to the Ministry 111 December 201 7; their reply was awaited 
(February 201 8). 

5 

6 
25 March 2013 to 06 February 2014 
From 25 March 2013 to 08 May 2013 
(43.21crorex451318 = r6.l 1 crore 
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11.5 Loss of interest 011 toll revenue due to delay in de/inking of road stretch 

National Highways Authority of India failed to delink the Chilakaluripet town 
stretch from the project relating to six-laning of Chilakaluripet-Vijayawada section 
in the State of Andhra Pradesh, as per terms of the agreement entered into with the 
concessionaire. Consequently, it suffered loss of interest to the tune of ~9.69 crore on 
account of delayed remittance of toll revenue collected by the concessionaire on the 
delinked stretch. 

National Highways Authority of India (NHAI) entered into (June 2008) a concession 
agreement (CA) with Vijayawada Tollway Private Limited (concessionaire) for s ix laning 
of 82.5 ki lometer (km) long ChilakaJuripet-Yijayawada section in the State of Andhra 
Pradesh on Design, Build, Finance, Operate and Transfer (DBFOT) basis with a 
concession period of 15 years. The appointed date, i.e., the date of commencement of the 
concession period, was declared as I May 2009 and the construction was to be completed 
within 30 months from appointed date i.e., by 29 October 20 I l. As per terms of the 
agreement, collection of user fee on the ex isting four- lane highway which was hitherto 
being done by NHAI, was handed over by it to the concessionaire from the appointed 
date. 

The concessionaire could not achieve the project milestones within the stipulated time 
frame due to land acquisition is ues relating to a 14.5 km Chilakaluripet town stretch from 
Km 357.4 to Km 37 l.9, apart from other reasons attributable to both NHAI and the 
concessionaire. Based on a proposal by the concess ionaire, a upplementary agreement 
(SA) was entered into between NHAI and the concessionaire on 9 September 20 13. The 
terms of the SA provided, inter alia, that NHAC would hand over the 14.5 km stretch 
within three months from the date of SA i.e., by 9 December 2013. In the event of NHAI 
not bein~ able to fulfil its commitment within the aforesaid period, the tretch would be 
delinked from the project and the toll revenue fo r the toll length of 14.5 km collected by 
the conces ionaire from the appointed date would be passed on to NHAI. 

8 

- PROJECT .ROAD 

Delinldng means that the stretch of 14.5 km would be deleted from the scope of work and the 
concessionaire woul.d be required to carry out the six-laning work on the remaining length of 68 km 
(82.5 km-14.5 km). The concessionaire would collect the toll on the entire 82.5 km stretch and woul.d 
pass on to NHAJ the toll revenue for the proportionate length of 14.5 km 
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As NHAI could not fulfil its commitment to hand over the stretch to the concessionaire 
within three months of SA i.e., by 9 December 201 3, the stretch was to be delinked from 
the project and the toll revenue co llected by the concessionaire with effect from 
I May 2009 was to be passed on by the concessionai re to NHAI. However, NHAI 
communicated the decision of delinking the stretch to the concess ionaire after a delay of 
17 months on 7 May 2015. Consequently, the to ll revenue of n5.45 crore (net of 
expenditure) for the period from 1 May 2009 to 30 April 2015 was paid by the 
concessionaire to NH Al after a delay ranging from 5 to 22 months in November 2015. 

Audit observed that as NHAI could not hand over the 14.5 km tretch to the 
concessionaire within the agreed period of three mo nths from SA, it should have forthwith 
communkated to the conce ionaire the dec is ion o f delinking of the tretch from the 
project. The delayed communication of its decision led to consequent delay in remittance 
of toll revenue collected by the concess ionaire due to which N HAI suffered loss of interest 
to the tune of <9.69 crore (Annexure-XIV) at the rate of 8 per cent per annum9

. Thi 
compri sed of loss of interest of n .83 crore on the toll revenue of <53.42 crore pertaining 
to the period between the appointed date of the project and the scheduled date of delinking 
the stretch from the project i.e., May 2013 to November 20 13, and the los of interest of 
< 1.86 crore on the to ll revenue of <22.02 crore pertaining to the period from December 
20 13 to April 20 15. 

The Management stated (September 2017) that the time taken by the concessionaire in 
remittance of toll revenue collected from the appoi nted date could not be considered as 
delay ince the decision of de linking o f 14.5 km stretch was communicated by NHAI only 
on 7 May 2015 . The delay in remittance from 7 May 2015 to the actual date of payment 
i.e. 14 November 2015 would be notified to the concessionaire for payment of interest on 
delayed remittances. 

The reply of the Manageme nt is not acceptable since Audi t has commented upon the 
delayed communication of delinking of stretch by NHAI and not on the delayed 
remittance of toll revenue by the concessionaire as the latter wa only a consequence of 
the former. The lo s of interest on the delayed remittance of toll revenue by the 
concess ionaire resulted from the delayed de linking of stretch by NHAI. 

The Mini try in it repl y (December 2017) accepted that there was delay in 
communication of de linking of the 14 .5 km stretch by NHAI. 

Thus, due to delayed delinking of tretch from the project by NHAI and con equent delay 
in remittance of toll revenue on that stretch by the concess ionaire, NHAI suffered loss of 
interest to the tune of <9.69 crore. 

11.6 Non-recovery of claims from Concessionaire 

National Highways Authority of India's inaction for more than two years (July 2015 
to November 2017) despite the recommendation by the IE, led to failure to recover 
damage claims amounting to <24.74 crore, while the concessionaire did not complete 
a single punch list item and continued to collect toll throughout the period. 

9 During the years 2013 to 2015, the average rate of interest 011 term deposits for l ·2 years duration 
was 8 per cent per a1111um 

137 



Report No. I I of 2018 

National Highways Authority of India (NHAJ) signed Concess ion Agreement (CA) 
(31 March 201 1) with Mis. Patna Bakhtiyarpur Tollway Limited (SPY of Mis BSC-C&C 
Consortium), Hyderabad (Concessionaire) for four-laning of Patna-Bakhtiyarpur section 
of NH-30 from km l 8 l.300 to km 23 1.950 on Design, Build, Finance, Operate and 
Tran fer (DBFOT) toll basis. The concession period was 18 years with scheduled date of 
completion being 24 March 20 14. 

Clause 14.3 of the CA stated that the Independent Engineer (IE), at the request of 
Concessionaire may issue provisional certificate upon completion of 75 per cent length of 
the project by appending a li st of outstanding items (punch list) signed jointly by the IE 
and the Concessionaire. Further, Clause 14.4 of the CA states that if the punch list items 
were not completed within 90 days of the date or issue of Provisional Certificate, NHAI 
was entitled to recover damages from the concessionaire for each day of delay at the lower 
of 0. 1 per cent of the performance security or 0.2 per cent of the cost of completion of the 
punch list items. Subject to payment of such damages, the Concessionaire was entitled to a 
further period not exceeding 120 days for completion of punch list. Failure of the 
Concess ionaire to complete all the punch li st items within this period, for reasons other 
than force majeure or reason solely attributable to the Authority, the Authority was 
entitled to terminate the agreement. 

The project could not be completed within the stipulated time and extension of time was 
allowed up to 30 June 2015. The Concessionaire applied for grant of provisional 
completion certificate on completing 46.847 km of road; the IE reviewed the project and 
recommended (October 2014) grant of provisional completion certificate after completion 
of the items identified in the immediate list 10

. The items on the immediate list was 
completed by the Concessionaire by April 2015 and provisional completion certificate 
was issued on 10 April 2015. The Concessionaire started collecting user fees from 
12 April 2015. The IE had also identified a punch list of works which had to be completed 
by the Concessionaire within 90 days (9 July 2015). 

The IE informed the Project Director (July 2015) that the Concessionaire had not 
completed the punch list items within the scheduled time (work of only about ~3 crore out 
of the estimated cost of ~45 crore had been completed). In line with the CA, the IE 
requested the concessionaire (July 2015) to deposit the damages and ensure completion of 
all punch list items within next 120 days. The Concessionaire, however, fai led to either 
deposit the damages or complete the punch list items. 

Audit noticed that the IE kept the Project Director, NHAI, informed about delay in 
completion of punch list items and failure of the Concessionaire to deposit damages for 
the same (July 2015 to October 2016). In November 2016, IE recommended to the Project 
Director, NHAI for recovery of damages of ~13.98 crore (@~2.87 lakh 11 for 487 days for 
the period 10 July 2015 to 10 November 2016) from the Concessionaire. As the 
Concessionaire did not pay the damages or complete the works, the damage claim 
increased to ~24.74 crore in November 2017. 

'
0 List of work to be completed before grant of provisional completion certificate 

11 
Damages calculated based on Performance Security (as per Clause 9.1.l being r.l8.70 crore)@ 0.1% 
per day i.e. "28.70 crore x 0.1%= "2.87 lakh 
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Audit noticed that no action had been taken by NHAI during July 2015 to November 2017 
despite recommendation of the IE to levy damages as per the agreement. Only after the 
matter was pointed out in Audit (August 2017), NHAI raised a claim of ~24.74 crore in 
November 2017. 

The Management replied (February 201 8) that this was one of the few BOT projects 
which were successfully completed upto provisional completion certificate stage and that 
NHAI itself had delayed land acquisition for the project. Therefore, the Management did 
not consider termination of the contract and decided to levy penalty beyond the 
permissible grace period of 90 days. 

Reply of the Management is not acceptable as 

(i) As per the terms of the CA, the punch list items were to be completed within 
90 days of provisional completion certificate and only if the damages as per the agreement 
were paid, the Concessionaire was entitled to a further period not exceeding 120 days. 
NHAI failed to take any action against the concessionaire when the punch list items 
remained incomplete after 90 days, despite IE highlighting the lapse to NHAI. 

(ii) Grant of second extension of time, upto 30 June 2015, was approved by Executive 
Committee (February 2015) and a supplementary agreement was signed (7 April 2015) by 
the Authority and the concessionaire, which absolved NHAI from all losses, claims, 
expenses or impact due to delay on its part in meeting its obligation. Thus the delay on the 
part of NHAI in land acquisition had been considered and extension for the delay had 
already been allowed before provisional completion certificate. 

(iii) Though the IE had recommended recovery of damages from the concessionaire in 
November 2016, it was only after lapse of a year in November 2017, that the Management 
raised the demand. 

Thus, the punch list items worth n 1.68 crore remained incomplete (November 2017) 
though the concessionaire continued to collect toll charges (s ince Apri l 20 15). Due to 
delay on the part of the Management, the claims have increased from ~ 13.98 crore to 
~24.74 crore (November 201 7). As of February 201 8, recovery of damages has not been 
effected even after the lapse of 33 months from the date of provisional completion 
certificate. 

The matter was referred to the Ministry m December 20 17; their reply was awaited 
(February 2018). 

11. 7 Undue favour to a concessionaire 

National Highways Authority of India extended undue favour to the concessionaire 
amounting to ~25.67 crore by not levying penalty for delay attributable to the 
concessionaire in construction of Railway Over Bridge (ROB)-3 at Sitamarhi 
by-pass in the project of two laning of Muzaffarpur- Sonbarsa Section of NH-77 
from km 2.80 to km 89.00 (approx. 82.08 km) in the state of Bihar. 

National Highways Authority of India (NHAI) entered into a Concession Agreement (CA) 
with M/s North Bihar Highway Limited (Concessionaire) on 3 September 2010 for two 
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faning of Muzaffarpur- Sonbarsa Section of NH-.:77 from km 2.80 to km 89.00 (approx. 
82.08 km) in the state of Bihar under NHDP-III on design, build, -finance, operate and 
transfer (DBFOT) on annuity basis:Appointed date ofthe project was 30 May 2011 and 
the project was required to be completed by 251 November 2013. The project included 
three Railway Over Bridges (ROB) one at Jappaha and two at Sitamarhi by-pass. 

As per clause 14.3~1 of the CA, the Independent Engineer (IE), at the request of the 
Concessionaire could issue a Provisional Certificate of Completion if at least 75 per cent 
of the total length of the project highway was coniplete which could be safely and reliably 
placed in commercial operation. On issue of such certificate, the Concessionaire would be 
entitled to receive annuity. As per schedule-M 9f the CA, 35 semi-annuity amounts of 
~52.40 crore each were payable to the concessionaire (in, 'Case- the project achieved 
provisional completion by the scheduled date (25 November 2013). 

IE recommended (December 2014) issue of provisional completion certificate. However, a 
committee constituted (April 2015) for inspection of the project, noted that the three 
by-passes (Kwari, Singrahia and Bhutahi) had to be completed for safe movement of 
traffic before provisional- completion certificate could be issued. The land for the 
by-passes could only be made available by NHli\I in March 2015. After completion of 
these by-passes, provisional completion certificate was issued on 29 June 2015 and NHAI 
started to collect toll since 07 July 2015. Thus, 1there was a delay of 582 days from the 
scheduled date of completion. 

With delay of 582 days, three annuities, due prior to the provisional completion date, had 
been missed. The concessionaire requested the IE that the three annuity payments that had 
been missed be paid. IE reviewed the request (July 2015) and determined that the 

I 

concessionaire was responsible for a delay of 90 days out of the total delay of 582 days 
and- recommended a deduction of ~25.67 crore on account of such delay. The Project 
Director, NHAI, requested the IE (July 2015) to re-examine the proposal in the light of the 
letters issued to Concessionaire by IE during 20112-2015 for slow progress of work. The 
issue was re-exanlined (17 July 2015) by the IE and a deduction of "{25.67 crore was 
re-affirmed. 

A committee comprising of three Chief Generali Managers of NHAI considered the case 
for penalty attributable to the concessionaire. The committee stated that the concessionaire 
had completed work up to DBM12 in 75 per cen~ length up to July 2013, and hence could 
have achieved provisional completion by scheduled date (25 November 2013) after 
carrying out BC 13 on this length. The committee also noted that the provisional 
completion certificate was delayed at the behest of NHAI and hence recommended the 
restoration of missed annuities with no deduction. The Executive Committee (EC) of 
NHAI accepted the recommendation. 

Audit observed that the contention of the Committee that the entire delay was on account 
of inability of NHAI to make available land was :not accurate. 

12 Dense' Bituminous Macadam 
13 Bituminous Concrete 
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o The delay of 90 days, attributed to the concessionaire by lIE was for delayed 
structural completion of ROB-3 at Sitamarhi by-pass. The ROB at Jappaha and 
structural ,portion of one of the ROBs at Sitamarhi by-pass were completed before 
provisional completion date. The required approvals and railway land for ROB-3 
at Sitamarhi by-:pass was available with the concessionaire in September 2013 and 
ROB-3 could also have been completed by March 2015. This delay should not be 
subsumed in the delay on the part of NHAI in handing over of land as more than 
90 per cent of the land was handed over before November 2013. 

o It was noticed that NHAI had handed over 64.86 kms (more than 75 per cent of 
the stretch) to the concessionaire till December 2012 and 74.90 kms (more than 
90 per~cent)cby,25 November 2013. While the Concessionaire completed the work 
upto DBM level on 68.20 km by November 2013, they had completed BC work on 
only 29.90 km by that date and hence was not ready for provisional completion 
certificate. The concessionaire could complete BC on 75 per cent of the stretch 
only by July 2014 i.e. eight months after the scheduled completion date. Since tests 
prescribed in the CA were completed by December 2014, provisional completion 
certificate could have been issued earliest on that date. 

Thus, provisional completion certificate could not have been granted in 2013 and the 
restoration of annuities without any deduction despite the recommendation of lIE and 
the Project Director, resulted in undue favour to the Concessionaire amounting to 
~25.67 crore. 

NHAI in its reply stated (January 2018) that 

o NHAI had also defaulted in handing over of land. Annuities were restored with the 
approval of Executive Committee based on the recommendations of three Chief 
General Managers Committee, after detailed analysis of the defaults on the part of 
NHAI and concessionaire. 

o Delay days worked out to 588 against 582 days noted by JIE. NHAI had considered 
the lesser of the two. 

Reply of the Management was not acceptable as 

(i) IE recommended that the delay of 492 days was attributable to NHAI after 
considering the delay 'in handing over of land. Considering the fact that 12-18 
months was reasonable period for construction of ROB-3 and required approvals 
and land became available in September 2013, the ROB-3 work could have been 
completed by March 2015. However, it was not completed even by the provisional 
completion date. Thus, the premise of NHAI, that the concessionaire could 
complete 75 per cent of the highway length, did not hold ground. Besides, it was 
noted from the minutes that the delay in the construction of structure of ROB-3 
was not discussed by the committee. 

(ii) The Policy Matters - Technical Circular (January 2016) provided that lIE should 
consider the delays on the part of concessionaire due to his inadequate 
mobilisation of resources and financial constraints for calculating the 
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compensation payable to the Conce sionaire. In the subject case, IE had 
recommended delay of 492 days attributable to NHAI and not 582 days as 
considered by the management. However, the reply was silent on why the 90 
days delay on the part of the concessionaire was not considered by NHAI and 
~25.67 crore was not deducted from the annuity. 

Thus, by restori ng the annui ties without any deduction for the delay on the part of the 
Concessionaire in completion of ROB-3 at the project highway, NHA I ex tended undue 
favour to the concessionaire amounting to ~25.67 crore. 

The matter was referred to the Ministry in December 20 17; their reply was awaited 
(February 201 8). 

I I .8 Loss of revenue due to 11011-collectio11 of toll 

National Highways Authority of India failed to collect the toll at two toll plazas even 
after completion of the project relating to strengthening and upgradation of Karur
Coimbatore section of NH-67 which resulted in revenue loss of n42.28 crore. 

National Highways Authority of India (NHAI) directed (April 2003) all Project 
Implementation Units (PIUs) to sub mit proposal for levy of toll fee on newly constructed 
sections at least 150 days prior to the li kely date of completion of the project to the 
Headquarters. Rule 3(2) of the National Highways Fee (Determination of Rates and 
Collection) Rules, 2008 provided (December 2008) that the collection of fee for LI. e of 
any section of National Highway should commence wi thin 45 days from the date of 
completion of the project and Ru le 4(3) prov ided that the rate of fee fo r use of National 
Highway, having two lanes and on which the average investment for up gradation had 
exceeded ~one crore per kilometre (km), should be 60 per cent of the rate of fee specified 
under Rule 4(2). 

The Ministry of Road Transport and Highways (MoRTH) accorded (February 2006) 
administrati ve sanction for strengthening and upgradation of 11 4 km long Karur
Coimbatore Section of National Highway-67. The project was completed in June 20 I 0 
under the supervision of PIU, Karur at a cost of ~279.14 crore, i.e., ~2.45 crore per km. As 
per the directions (April 2003) of NHAI Headquarters, the proposal for toll collection on the 
Karur-Coimbatore stretch should have been forwarded by PlU, Karur in January 20 I 0 i.e .. 
150 days prior to completion of project. However, the proposal for toll fee collection was 
forwarded by PIU, Karur only in September 2010, with a delay of eight months. 
Concurrentl y, MoRT H vi de its notification (December 20 I 0) revised the monetary limit of 
average investment on upgradation from ~one crore per km to ~2.5 crore per km for toll 
collection. As the cost of investment in the project was ~2.45 crore per km (i.e., less than 
~2.5 crore per km), the proposal for toll collection was not approved by NHAI. Jn December 
2013, MoRTH issued another notifi cation which removed the provision related to average 
investment on up gradation and provided that the rate off ee for use of a section of National 
Highway, having two lanes with paved shoulders and above but below four lane on which 
substantial improvement had been made by widening carriageway by three meters or 
more, should be 60 per cent of the rate of fee specified under Rule 4(2). 
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Accordingly, NHAl Headquarters instructed (February 2014) its Regional Office (RO), 
Chennai to submit a proposal for tol l collection on the Karur-Coimbatore stretch after 
examining whether it qualified for toll collection. As the strengthening and upgradaLion 
work on the stretch had re. ulted in widening of the road by three meters, i.e., from 
7 meters to I 0 meters, the stretch was qualified for levy of tol l. Accordingly, the proposal 
for con truction of two tol l plazas at Pongalur and T hennilai, was forwarded (Apri l 2014) 
by PfU, Karur and approved (Ju ly 20 14) by NHAI Headquarters. Temporary toll plazas 
were constructed at a cost of n.35 crore. Based on competitive bidding, letters of award 
were issued (December 20 14/Jan uary 20 I 5) for co llection of Loll at Pongalur and 
Thenni lai Loll plazas at ~6.1 3 lakh per day and n.23 lakh per day respecti vely for three 
months from 3 1 January 20 I 5. However, to ll collection was not commenced on any of the 
toll plazas on the ground that there was public resentment and a demand for converting the 
highway into four/six lane. Subsequently, the stretch (Karur-Coimbatore) was handed over 
to State Government for maintenance vide notification dated 9 April 20 15. 

Audit observed that: 

• NHAl failed to collect the toll fee on both the toll plazas even after incurring 
expend iture of ~279. 1 4 crore and n.35 crore respectivel y on strengthening/ 
upgradation of the Karur-Coimbatore stretch and construction of two toll plazas. 
The non-collection o f to ll by NHAI on this stretch resulted in loss of revenue of 
~ 142.28 crore 14 from 3 1 January 20 I 5 to 3 1 December 20 17. 

• The project had been completed in June 20 I 0 and as per the extant instructions the 
proposal fo r tol l co llection should have been forwarded by PIU, Karur in January 
20 l 0 itself. However, the proposal was submitted be latedly in September 20 I 0 due 
to which it was rejected by NHAI Headquarters as the project did not qualify for 
toll collecti on in term of notification of December 20 I 0. Had the proposal for toll 
co llection been submitted in time by PTU, Karur, the stretch would have qualified 
for toll collection in terms of the then prevailing notification (December 2008) as 
the average investment of upgradation of the stretch was ~2.45 crore per km which 
wa more than the required ~one crore per km. Thus, NHAI lost the opportunity to 
co llect tol l on the Karur-Coimbatore stretch right since the year of its completion 
i.e. 20 10. 

The Management stated (September 20 17) that Gazette notification for commencement of 
toll collection at Thenni lai and Pongalur toll plazas on the Karur-Coimbatore section was 
issued on JO December 20 14. However, the toll co llection could not be commenced due to 
agitation by local public/ public representative . Further, MoRTH directed (March 20 I 5) 
that NHAI shou ld carry out ubstantial improvement on the stretch a per Rule 4( 11) of its 
notification dated December 2013. 

The reply of the Management needs to be viewed against the fact that (i) the notification 
of December 20 13 had defined substantial improvement as widening of the carriageway 
by three meters or more. A the same had been done in the in tant case, the tretch 
qualified for toll collection. Thus, NHAI should have brought these facts to the notice of 
the Ministry, and (ii) the issue of Gazette notification for toll collection by the Ministry 

14 ( rl.23 lakh per day + '6.13 /akll per day)* 1065 days from 31.01.2015 lo 31.12.2017 
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establishes the fact that the requirements of the nqtification of December .2013 with regard 
to carrying out of substantial improvement ha~ been met. Further, the reply of the 
Management was silent on the initial delay of eight months (January 2010 to September 
2010) in submission of the toll proposal which wo,uld have paved the way for collection of 
toll after completion of the project in June 2010 itself. ,·,----- -

The matter was referred to the Ministry in No:Vember 2017; their reply was awaited 
(February 2018). 
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(---~~~~C_HA~PT~E_R_X_I_I:_M_INIS~-T-R_Y_O~F_S_TE_E_L~~~~----) 
Steel Authority of India Limited 

I 2. I Import, Shipping and Transportation <~l Coal 

12.1.1 Introduction 

Steel Authority of India Limited (SAIL or Company) manufactures steel products and 
requires about 15 MMT (Million Metric Ton) coking coal annually, of which 12- 13 MMT 
is imported . Coking coal is imported either th rough global tenders or through Long Term 
agreements (L TAs). The Company's Coal Jmport Group (CJG) is responsible for import 
of coal. The CIG assists the Empowered Joint Committee (compris ing SAIL and RINL) 
and SAIL Directors Committee (S OC) to take import re lated decis ions. The Transport and 
Shipping Department (TSO) of the Company is responsible for charteri ng of vessels for 
oversea transport of imported coal and limestone, port handling and dispatches of 
imported cargo from ports located at Visakhapatnam, Gangavaram, Parad ip, Dhamra and 
Haldia to respecti ve steel plants. Value o f its annual coal imports ranged between 
~6937 crore to ~1 1 ,656 crore during 20 13- 14 to 201 6- 17 which was 15 to 22 per cent 
(approx) of the Company's total expenditure annuall y. 

The audit objective was to assess whether import of coking coa l and its shi pping, handling 
and transport to the steel plants were managed in a transparent, competitive and fair 
manner ensuring effi c iency and economy. 

SA IL imported 5 1.1 0 MMT of coking coal valuing 07,254 crore during 20 13- 17. Audit 
rev iewed records relating to import of 38.79 MMT of coal valuing ~25,598 crore at Coal 
Import Group of SAIL. All e ight long term agreements fo r import of coal entered into by 
SAIL during 20 13- 16 were covered during the audit. Aud it examined the entire activity 
re lating to import of cargo and dispatches to steel plants through records kept at Transport 
& Shipping Headquarter of SA IL, Kolkata and its fi ve Branch Transport and Shipping 
Offices (BTSOs) located at Visakhapatnam, Paradip, Haldia, Ko lkata and Dhamra. During 
thi s period (20 J 3- L 7), 670 vessels were chartered I handled by the TSO for import of 
53.08 MMT of coal and limestone at a logistic cost of~ 12,797.07 crore. Aud it examined 
chartering of 5 11 ve sels by TS O for imporl of 40.93 MMT coal and limestone at total 
logi ti c co t o f ~9633.40 crore. All handling contracts re lated to coal and limestone 
awarded during the same peri od were al o examined by the aud it. 

12.1.2 Audit findings 

12.1.2.1 Import of Coal 

A. Vendor base for impor t of coal not augmented 

The Company's policy on coa l import is to procure the bulk of its imports through long 
term agreement (LTA). LTAs are entered into with suppliers in the vendor base of the 
Company. A large vendor ba e increases competition and leads to more competitive prices 
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for the Company. Clause 5 of the Po licy for Import of coa l of the Company tipulate. that 
the uppli er base be broadened by open, global, invitation for Expres ion of Interest (EOT) 
throughout the year. The EOls that are accepted technicall y are tested before a new vendor 
is added. 

Audit noted that the Company failed to develop any new vendor during 20 10- 17, and onl y 
one vendor was added in 2017- 18. It was een that the Company had not framed any time 
frame for evaluati on o f EOis, Pilo t O ven Testing and industri al tria l run . Out of 
2 1 respon. e. received against 4 EOls is ued during 201 3- 17, the Management failed to 
complete technica l evaluati on for two, though the e EOis had been i sued a earl y as 
June-Jul y 2015. O nl y three responses were found to be technica ll y compliant. Audit 
no ticed that one of these have been finalised in 201 7- 18 and there were considerable 
de lays in the process as indicated be low: 

• O ne bid was identified as technicall y compliant in December 201 3. T he pilot oven 
tests were completed in August 20 14 and the case was abandoned in May 20 15 as 
the vendor and company were fi ghting in the court in anothe r case. 

• Another bid wa fo und techn icall y compliant in December 201 5 and pi lot tests 
were completed in Apri l 20 16. The Management decided (June 20 16) to conduct 
industri al tri al which has not yet materiali sed (June 201 7). 

T he Management stated (June 20 17) that they are making all effo rts to increase the vendor 
base and that time taken in processing the EOI was ba ed on completeness o f the bid . The 
M anagement also stated that the bidders were to be intimated regarding acceptability or 
otherwise o f the ir bid w ithin six months of receipt of the bid . 

T he reply of the Management i. no t acceptable as the vendor base re mained virtuall y 
static over the last seven years and considerable delays in proce sing of EOis is ·ued 
during 20 13- 17 were no ticed . 

B. Poor assessment of coal import requirement 

T he Company assesses the imported coal require ments on an annual and quarterl y basis. 
T he prices fo r the quantity ordered for the quarter are accordingly fina li sed with the LTA 
suppliers. Audit observed that quar terl y import requirement for April- June quarter of 
20 15 was decided in March 20 15 as 4,50,000 MT o f Moran bah Hard Coking Coal which 
was to be supplied by the LTA supplier Mis Anglo Ameri can. Jn June 201 5, the Company 
requested the LTA supplier to deliver the remaining quantity of 75000 MT in 3rd o r 4 th 

quarter of 201 5- 16 to reduce the stock of the company. The coal was fin all y del ivered in 
the April - June quarter of 20 16. As per the arrangement with the LTA . upplier, the coa l 
was to be de li vered at the price applicable in April -June quarter of 201 5. Audit no ticed 
that the price of coal in Apri l-June quarter of 201 6 wa lower than the price in April -June 
2015 quarter by USO 25.50 per MT. As such, the Company could have sa ved~ 12.43 c rore 
had it assessed the requirement of coaJ accurately in March 2015. 
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The Management stated that they reviewed (April 2015) the stock of imported coal and 
decided to regulate the receipts of imported- coal. 

'fhe reply highlights the fact that the Management failed to assess the actual requirement 
of imported coal in March 2015 and had to revise the delivery schedule within a month of 
pfacing the order, which led to avoidabl'e expenditure of n2.43 crore. 

The L'fAs with the suppliers stipulated that the seHer was to carry out sampling and 
inspection of the materials at the loading port by a mutually agreed inspection agency. 
Such inspection n~po_rt was the basis for accepting the coal quality and making payments. 
'fhe inspection agency would also retain a part of the sample for independent verification 
by the purchaser. 

c:n_ Audit observed that during 2013-16, the Company did not exercise its right to 
independently verify the quality of coal and routinely paid for the quality and quantity 
established by the mutuaUy agreed inspection agency. 

The Management stated (June 2017) that in case there were significant, continuing and 
material deviations in the quality and quantity supplied against the Agreement, the reason 
would be investigated to reach a mutually agreeable solution. 

Reply of the Management is not acceptable. Audit test checked seven invoices raised 
between January and December 2014 and noted that all seven shipments from Mis Werris 
Creek had total moisture of 12 per cent (maximum tolerance limit being 12 per cent) and 
in 11 shipments (out of 25 shipments) during the same period, coal supplied by Mis BHP 

. had ash content of 9.8-9.9 per cent (maximum tolerance limit being 10 per cent). Despite 
these persistent borderline quality parameters, the Company did not exercise its right to 
independently verify the quality of coal 

C.2 Rotation of inspection agencies -is envisaged in the LTAs for import of coal. The 
Company selected three inspection agencies with provision of rotation every six months in 
the LTA signed with Mis Werris Creek (no. 706/2008). Likewise, the LTA signed with 
Mis BHP (no. 224/10), provided for two inspection agencies to be rotated every five 
vessels. Audit noticed however, that inspection at loading ports was always conducted 
(2013-16) by a single agency for both suppliers (Mis Actest for shipments from 
Mis Werris Creek and M/s SGS for shil"ments from Mis BHP). 

The Managementreplied (June 2017) that Mis Werris Creek had commenced rotation of 
inspection agencies and stated that as one of the agencies (Mis Bureau Veritas) closed 
(JanuarY' 20-13) their office, Mis BHP was getting inspection done by Mis SGS till another 
suitable inspection agency was selected. 

Reply of the Management needs to be seen against the fact that rotation of inspection 
agencies is in the interests of the Company to ensure that their results are not biased and 
are independent in respect of Mis BHP is not acceptable as even after a gap of more than 
four years, no· other fuspection Agency was selected by the Management. 
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C.3 As per LTA signed with Mis Werris Creek (valid till December 2014), guaranteed 
moisture and total absolute moisture should be upto 10 per cent and 12 per cent 
respectively. Moisture level beyond 10 per cent 'would lead to penal deduction in coal 
price and beyond 12 per cent would lead to rejection of coal. In.the new agreement signed 
with Mis Werris Creek, effective January 2015, the guaranteed moisture and total absolute 
moisture limits were modified from 10 per cent and 12 per cent to 11 per cent and 
13 per cent respectively. However, these revised parameters were made effective, 
retrospectively from July 2014. Due to increase in the tolerance limits, the supplier could 
avoid payment of penalty on inferior quality of coal supplied and the company had to 
forgo a rebate of~ 1.92 crore during September to December 2014. 

The Management stated (June 2017) that changes in gmu:anteed limit and absolute 
maximum limit for total moisture was in line with the EJC settlements and for the new 
LTA to be entered into w.e.f. from 1January2015. 

The reply of the Management is not acceptable as change in parameters for the new 
agreement should be with prospective effect alone. 

D. Inadequate exploitation of captive mines leading to dependence on import 

The Company is heavily dependent on import of coal though it has three captive coking 
coal mines. Development of captive mines augments indigenous coking coal availability 
and safeguard against volatility of import prices. The Company has two fully functional 
captive mines (Jitpur and Chasnalla) to extract cpking coal. Besides, mining is done at 
1'asra coHiery on a small scale. 

Audit observed that production from captive collieries was in range of 40 to 80 per cent of 
the rated capacity1 of the mines during 2013-17 (except Chasnalla for the year 2016-17)2 

and there was a shortage in production vis-a-vis the rated capacity of 0.728 Million tonnes 
during 2013-17 as given in the table below: 

Production of coal from 1captive mines 

2016-17 
Total 

(in Million Tonnes) 

0.056 
0.092 
0.075 
0.09 

.0.313. 

% fo'.R:ated. ?· 

c~ ,,, J~ity ... f:~ 
40 
66 
54 
70 

Reasons provided by the Management for low production included non-deployment of 
outside agencies, non-availability of equipment and material, shortage of sand, equipment 
breakdown, all of which were within their control~. It was also noticed that the Company 

2 
Here rated capacity means consent to operate as agreed by SAIL and Mining Authorities 
The rated capacity at Chasnalla was reduced to 0.45 million tonnes in 2016-17 and though the 
physical production declined over previous year, the production as a per cent of rated capacity 
increased to 101 per cent 
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took five years (June 2002 - July 2007) to submit the mining plan to Ministry of Coal and 
finally approval of Ministry of Coal for the- mining plan for Tasra could be obtained in 
June 2009 after a lapse of seven years. Mining on a small scale in pits started in 2009 in 
Tasra, but the Company took another four years to enter into a contract with Mine 
Developer cum operator (MDO) for coal development and mining (in September 2013) to 
start full scale operations. 

While accepting the audit observations, the Management stated that actions are being 
taken to minimize the production losses at Jitpur and °Chasnalla coal mines. The 
Management assured development of Tasra Opencast Project during 2017-18. 

The low level .of production from Jitpur and Chasnalla and delay in development of Tasra 
mine contributed to increased dependence of the Company on imported coaL 

12.1.2.2 Shipping alllld 'fransportatfoim Activities 

SAIL chartered vessels for :import of cargo and also engaged contractors for material 
handling at ports from shore clearance to foading into railway wagons. 

A. Inj11.llcllndmns management decision to enter inti[)) fong term sllniipping Cl[J)Imltrads 

SAIL decided (December 2007) to enter into long-term shipping agreements of up to 
15 years for import of coal in order to reduce incidence of freight. The Company entered 
into four long-term3 Contracts of Affreightment (COA) between November 2007 and 
August 2008 for import of coal from Australia. 

Audit observed that ocean freight rates had been highly volatile during this period 
(2007-08). The Baltic Dry Index, used by shipping trade for assessment of freight 
fluctuated from 2000 points in August 2005 to 5000 in March 2007 and 10000 in 
November 2007, indicating the high levels of volatility. As such, entering into long term 
contracts at this stage was injudicious. 

After economic meltdown (2008), the ocean freight fell sharply and freight rates agreed in 
the COAs (November 2007 to August 2008) proved to be much higher than the spot 
freight rates. The Company started chartering vessels based on spot rates outside the 

. COAs and decided (August 2012) to abandon or even terminate some COAs. Out of the 
agreed quantity of 11.50 MMT to be shipped through COAs, the Company imported only 
4.92 MMT. Four vessel owners went into arbitration against SAIL for not offering 
shipments as per contract. In two of these cases, the arbitration orders went against the 
Company (August 2014 and May 2016) and an amount of B43.51 crore4 is payable to the 
COA owners with interest up to actual realisation. 

The Management replied (June 2017) that the long term COAs were entered into to obtain 
competitive rates. In view of the unprecedented market volatility, the Board had decided 
to not to honour the COAs and let them expire or even terminate them as it was felt that as 

3 

4 

Two COAs of five years duration (November 2007 @ USD 48.5 per tonne, March 2008 @ USD 34 per 
tonne) and one each of four years six months and four years nine months duration (December 2007 
@ USD 40 per tonne) 
USD 14.05 million @ INR 60.67 + USD 38.60 million @ INR 66.91 
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even in case some ship owner sought for legal remedy, the li ability of the Company 
would be confined to the financial impact of honouring the existing contracts. 

Reply of the Management does not explain the decision to enter into long-term COAs 
based on peak rate in a highly volati le market. 

B. Poor management of tenders for handling imported material 

The Competition Act (2002) exp lic itly prohibits collusion among the bidders which could 
re ult in eliminating or reducing competition for bids or adversely affect or manipulate the 
process for bidding. 

Audit reviewed fo ur tenders for handling o f coal and limestone at Paradip and Haldia 
port during the period under review (20 13- 17). From the tender documents submitted by 
the bidders again t these four tenders, some of the bidders appeared to be related partie as 
detailed in the table below: 

5 

Details of bidders 

Paradip works Haldia works 
Name of Handling job of Handling job of Coal Handling job I Handling 

work Limestone of Limestone job of Coal 
Bidders5 OSL, MM, RCPL and OS L, MM , RCPL and RCL, RCSHL and OSL 

SCDC ECBC 
L- 1 party OSL MM RCL 
Validity August 20 14 to July ovember 20 J 2 to October October 2012 to October 2014 
period and 2016 at ~155.88 per MT 2016 at ~1 22.50 per MT at ~1 67.35 per MT for 
rate handling limestone 

November 20 12 to November 
2014 at ~147 per MT for 
handlin_g coal 

• In re ponse to the tender for handling lime tone at Paradip port, four partie 
ubmitted their bid (June 20 14). Two of thee partie , Ml OSL and Ml M Mishra 

appeared to be related from the document submitted by them. The board member 
of Mis OSL were partners in Mis M Mishra, both companies had the same contact 
detai l and demand draft submitted by both parties were i sued by the ame bank, 
on the same date, and nu mbered consecutively. Mis OSL won the tender. Audit 
noticed that Mis OSL had been handling lime tone at Paradip since 2010. In the 
subsequent tender (February 20 I 6), three techn ically el igible bid were received 
and a new competitor, Mis Seaways participated. It wa seen that Ml Seaways 
Shipping won the tender at a price which wa less than the earlier handling 
contract with M/s OSL by 33 per cent. 

• Ml OSL and Ml M Mishra al o submi tted separate bid for coal handling in 
Paradip port (Augu t 20 12). Mis M Mishra won the bid. In a subsequent tender of 
May 2016, the competition improved and two new competitor (Ml Seaway 
Shipping Logistics Limited and Mis Swa tik Stevedores Private Limited) also 

Mis Orissa Stevedores Limited (OSL), Mis Malzima11n11da Mishra (MM), Mis Roy Chatterjee (P) 
Limited (RCPL), Mis Salish Chandra Das & Co. (SCDC), Mis EC Bose & Co. (Paradip) Private 
Limited (ECBC), Mis Ripley and Company Limited (RCL), Mis Ripley and Co. Stevedoring and 
Handling Private Limited (RCSHL) 
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emerged as technically e lig ible. In this tender, Mis M Mishra again won the 
contract but with a lower quote of 34 per cent with respect to the prev ious work 
order. 

• The same three parties, viz., Mis RCL, Mis RCSHL and Mis OSL bid for both the 
limestone and coal handling tenders (October 2012) at Haldia. Both bid were won 
by Mis RCL. A review of the tender documents indicated that Mis RCL and 
Mis RCSHL were like ly to be related. The promoter of Mis RCSHL was partner in 
Mis RCL. Both companies had the same contact deta il s and demand drafts 
ubmitted by both were issued by the same bank on the ·ame date and 

consecuti vely numbered. The contract for handling of limestone wa · ex tended up 
lo August 2015. Subsequently, a composite handling contract (for limestone and 
coal both) at Haldia was awarded to Mis Netincon Marketing Private Limited for 
the period 06 August 2015 to 3 1March201 7. 

Ml. OSL, Mis M Mishra and Mis RC L executed work valuing~ 11.66 crore (Augu t 20 14-
Augusl 2016), ~84.34 crore (December 201 2 to September 20 16) and n8.43 crore 
(20 12-20 15) respectively. The Manageme nt fai led to carry out due diligence while 
scrutini sing the bid documents to prevent coll usion among the bidders. The possibility that 
competition was compromised in all four tenders could not be rul ed out. 

The Management stated (June 201 7) that the audit observations have been noted for future 
guidance and that the bidders were separate entities. 

The reply needs to be viewed agai nst the fact that the bid documents itself indicated that 
the bids had been submitted by re lated parties. 

C. Non-recovery of demurrage from DPCL 

Ml Dhamra Port Company Limited (DPCL), which owned and managed Dhamra port. 
was the service provider for handling import and export vessels at the port. The Transport 
and Shipping Department (TSO) placed work order on DPCL e ffective from April 20 15. 
As per the agreement wi th DPCL, priority berthing was allowed for TSO vessels and 
demurrage was to be borne by DPCL in case the Lime taken to di scharge the SAfL cargo 
exceeded the free time6 a llowed under the agreement. Audit observed that demurrage 7 

amounting to ~8.83 crore (~ 1.28 crore for cape size vessels and n.55 crore for Panamax 
ves el ) had to be paid to vessel owners by the Company for vessels berthed at Dhamra 
port during the period 20 15- 17. The demurrage was not recovered from DPCL by the 
Company. 

The Management tated (June 2017) that DPCL had fulfilled the guaranteed di charge rate 
in re pect of all the cape size ves el and there fore recovery was not made on account of 
cape size vessels. 

6 Free time is the number of free days allowed to DPCL to discharge the SAi L cargo 
Demurrage was payable by DPCL 011 exceeding the free time allowed to discharge SA i L cargo as per 
the demurrage rate in the agreeme11ts betwee11 SAIL and vessel owners 
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Reply of the Management was not acceptable s~nce demurrage was recoverable from 
DPCL as per the agreement, irrespective of the vessel type.· The reply was silent about 
non-recovery of demurrage charges on account of Panamax vessels. 

D. Undler-recovery off idle freight from contiractors 
. . . - . 

Railway freight is charged based on the permis:sible carrying capacity of the railway 
wagon. Even if the wagon is under-loaded, full freight charges have to be paid. Audit 
noticed that the handling contracts were not ui1iform in penalising under-loading of 
railway wagons. 

e · The handling contract with Mis M Mishr* and Mfs,OSL at Paradip port did not 
contain any recovery clause for idle freight and therefore ~69.46 crore paid during 
2013-17 for under-loaded wagons· could not be recovered from them. 

e The handling contracts at Haldia, Vizag and Dhamra included a clause for 
recovery of idle freight but the Company clid not implement it The contract with 
Mis DPCL for Dhamra port stipulated recqvery of idle freight but against dues of 
~2L82 crore, TSD recovered only ~2.94 crore from DPCL. At Haldia, against idle 
freight charges of ~78.31 crore payable by the handling agent, TSD recovered only 
~6crore and in Vizag, against the idle freight of ~105.12 crore paid, TSD recovered 
only ~l.08 crore. 

'Fhus, TSD paid idle freight of {274.71 crore during 2013-17 for short quantity of coal and 
limestone loaded in railway wagons but could reco:Ver only n0.02 crore from the handling 
contractors while the balance {264.69 crore remained unrecovered. 

The Management stated that under normal circurn:stances, imported coal with lower bulk 
density cannot be loaded technically up to 'permissible carrying capacity' and accordingly 
no penal provision was envisaged. Further, based on a load-ability study conducted by 
TSD in 2015-16, the handling agents would now be required to load maximum quantity in 
rakes so as to minimize idle freight. 

The Management's technical concerns regarding fµU loading of wagons needs to be seen 
against the contracts it entered with some handlingi agents penalising under-loading. Even, 
t4e loadability study only fixed (April 2015) a hunimum loading quantity per wagon 
while stressing that handling agents should load thb maximum quantity in rakes to address 
idle freight. 

E. Non-recovery of ovedoading charges fro~ Haldia po:rt 

Quring 2010-12, the Transport and Shipping Depa:'rtment (TSD) agreed to avail the cargo 
handling services of Haldia port. It was decided i that the- representative of 'fSD would 
monitor weighment and loading of import cargo on railways wagons. TSD, however, did 
npt. depute their representative despite several r~quests from Haldia port. During this 
period, Railways recovered ~2.88 crore from TSD flS overloading charges which could not 
be recovered from Haldia port as TSD had not' deputed its representative to monitor 
weighment and loading. 
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The Management stated (June 20 17) that they have decided to take up the issue with 
Min istry of Steel as per the ex isting guide li nes. A ny commerc ial claim with the Port 
would be ultimately dea lt w ith under M ajor Port Trust Act I Tariff Authority of Major 
Ports guidelines. 

The reply does not ju tify non-deputation of a representati ve at Ha ld ia port to monito r 
weighment and loading. 

F. Short receipt of coking coal at steel plants 

Quantity shortages were often noticed when the cargo was weighed at the receiving steel 
plants. Based on an Ex pert Committee recommendation , Board of Di rectors of the 
Company approved (March 2004) norms for such shortages. T he norm for transit losses .in 
respect of imported coki ng coal received at s teel plants was (+/-) 3 per cent. Audit 
rev iewed the coal dispatched from Paradip, Dhamra and Hald ia to stee l plants during the 
period 201 3-17 and noted shortages beyond 3 percent (3.0 1 per cent to 10.47 percent) in 
the coal received at Bokaro, Durgapur, Bhilai , Rourkela and Burnpur s teel plants. Transit 
lo ses in excess of the norm accounted for 38,900 MT coal valued at ~29.23 crore. Audit 
al so noti ced that transit losses h igher than norm was common and seen in 25 out of the 
48 months rev iewed. Even after TSO engaged (June 20 14) an escort agency for 
tran portation of coa l fro m Paradi p port to steel plants, transit losses in excess of the 
norm was no ti ced in despatch from Paradip to RSP during 8 out of 12 months annuall y in 
2015-16 and 2016-1 7. 

The Management replied (J une 201 7) that there was no sign of en-route the ft and variation 
in weighment was due to scale vari ation between port and plant weighbridge. 

Reply o f the M anagement is no t acceptable as it fail ed to calibrate and maintai n the 
weighbridges to re ta in accuracy des pite notic ing va ri ations in excess of norms 
continuously. Due to per is tent trans it losses during 20 13- 17, audit is unable to rule out 
unauthorised d iversion. 

12.1.3 Conclusion 

Audit observed that vendor base for imported coal remained almost static over last seven 
yea rs and there were considerable de lays in process ing of responses received from 
prospective vendors. Despite persis tent bo rderline quality parameters, the Company did 
not exercise its right to independe ntl y verify the qua li ty of coal, nor ensured rota ti on of 
Inspection Agencies. Besides, low levels of produ cti on from existing captive mines and 
de lay in development of Tasra coal mi nes contributed to increased dependence on 
imported coal. Audit observed tha t there wa poor management of te nders for handl ing 
imported m ateria l and the possibi lity that competit ion was compromised in a ll four tenders 
for handling limestone and coal in Paradip and Haldia during 2012- 16 could no t be ruled 
out. Audit a lso observed that Company fai led to recover de murrage, id le freight and 
overl oad ing charges paid by it to the vessel owners/Rail ways from the handling agents 
lead ing to Joss to the Company. Transit los es in transportat ion of coal from the po11 to the 
steel plant were a lso in excess of the norm , with a h igh loss in 8 out of 12 months 
annually durin g 2015- 16 and 2016- 17 from Paradip port. T he financial impact of audit 
observations c ited in the para is ~3 1 9.98 crore. 
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12.1.4 Recommendations 

• The Company ·hould fas t track expansion of its vendor ba. e for import of coal. 

• Rotation of inspect ion agencies and independent inspection of quality should be 
instituted to ensure that appropriate quality of coal is imported. 

• The Company should appropriate ly scrutini se the tender documents . ubmitted by 
bidders to ensure that competition i not compromised. 

• The Company should protect its own interest by introduci ng suitable clau e in 
handling contracts for recovery of demurrage, idle freight/ overloading charges 
and ensure their implementation. 

• Suitable steps need to be taken to eliminate losses during transit of coal from port 
to stee l plants, particul arly in Paradip port. 

The matter wa referred to the Ministry in January 20 17; their reply wa awai ted 
(February 20 18). 

12.2 Sale of Secondary and By-products of steel 

Steel Authori ty of Ind ia Limited (SAIUCompany), a Maharatna Public Sector 
undertaking under the Mini try of Steel, is the largest stee l manufacturing company of 
India. During the process of production of steel. it also generates by-products like tar, 
benzol products, ammonium sulphate and bla t furnace granulated slag etc. Secondary 
products like blooms and rails, cuttings o f rail/rod/coi l, rejected pipe etc. which are 
defective or rejected and scraps that are iron bearing are also generated during the process. 
The e secondary and by-products are generated in huge volumes and are in high demand 
in the metallurgical, cement and chemical indu try and are old through e-auction, tender, 
fixed price and Inter Plant transfer by the Marketing department of the re pective teel 
plant a per the guideline i ued by the SAIL Corporate Materi al Management Group 
(CMMG) from time to time. 

The objective of audit was to assess: 

• whether the Company had procedures in place for timely identification, 
egregation and torage of secondary product ; 

• fixation of re erve price and fixed price wa realistic; 

• sale/e-auction of econdary and by-products was managed efficiently and 
effectively; 

• Internal controls were adequate. 
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Audit examined the records in all five integrated steel plants8 for the period 2013-14 to 
2016-17. The sample selected for review comprised 100 per cent of secondary product 
sale and 25 per cent of by-product sale. 

12.2.1 A1llldlit Findings 

12.2.1.1 Lack of separate storage yard for secondary prod11.llcts 

CMMG guidelines stipulate that secondary products identified for sale be removed from 
the place of generation/main shop and be stored at a separate location for disposal to avoid 
the mix up with the prime materials. 

Separate stocky~d helps in proper storage of secondary products to maintain its saleable 
value and also helps in formation of small-size lots for sale through auction. BSL, BSP 
and. RSP have dedicated in-house stockyard facilities which can stock secondary products 
for a few months. DSP and ISP, however, do not have separate secondary storage 
facility and material is sold directly from the stacks of the production units. This resulted 
in blockage of space at production units and mixing of primary products with such 
secondary products. 

Audit observed that in JSP, prime quality fresh pig iron produced in the blast furnace 
was traditionally stored in an open yard. During the initial days of operation of blast 
furnace 5, some off-grade pig iron was generated. In December 2014, 2500 tonnes of such 
off-grade pig iron were auctioned and two parties were issued delivery orders for 
1250 tonnne each at a total price of ~5.95 crore (~2.96 crore and ~2.99 crore respectively). 
Both parties deposited (29 December 2014) their respective amounts. The off-grade pig 
iron was stored in the yard meant for fresh pig iron and got covered under the fresh pig 
iron. ISP, therefore, was unable to deliver the off-grade pig iron and had to refund 
(January 2015) the advance of ~5.95 crore. 

The Management accepted (June 2017) that cancellation of delivery order happened due 
to inadequate storage capacity and stated that a temporary secondary stockyard had been 
created (January 2017) at ISP. DSP ruso assured that the observation had been noted for 
·compliance. 

12.2.1.2 Unrealistic prke fixattfon for secondary pirodllll!cts/ by-p:rod1lllcts 

Secondary products/ by-products are sold through Forward Auction 9 (FA). Lots with 
unique numbers are formed and put to auction with unsold lots carried forward to the next 
auction. Forward auction begins with a start bid price and sale orders are issued after 
comparing the bid price with the reserve price fixed by the Reserve Price Fixation 
Committee (RPFC). RPFC fixed the reserve price through e-auction after taking into 
consideration factors such as prevailing market conditions, prices fixed by sister plants, 
prices of corresponding material, age, condition and availabiHty of stock, rates obtained in 

8 

9 

Bokaro Steel Plant (BSL), Bhilai Steel Plant (BSP), Rourke/a Steel Plant (RSP), Durgapur Steel 
Plant (DSP) and llSCO Steel Plant (ISP) 
Forward auction are electronic auctions, which can be used by sellers to sell their items to many 
potential buyers. Sellers and buyers can be individuals, organisations etc. Buyers can continuously 
bid for the items they are interested in. Eventually the highest bidder wins the item 
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last e-auction or .open· tender, information avaifatile in journals, magazines, newspapers, 
websites .etc. Secondary products/ by-products are also sold on fixed price basis. The 
CMMG guidelines provide that for such sales, ~ome quantity of the material be sold 
periodicaUy.through e-auction or open tender to as.sess the realistic market price. 

12.2.1.3 Loss dlue to uIDurealistk fixation of; reserve price in BSL. 

Audit reviewed the fixation of reserve price in 496 cases of e-auctioning at BSL 
(April 2013 to August 2016). The-lots were repeatedly auctioned upto 71 times with no 
~ase finallised in one auction. Repeated auction was on account of un-realistically high 
reserve price being fixed. With ·successive auctions, the reserveprice was lowered until 
bids matched with the reserve price. This led to a situation where the actual sale price was 
often lower than the h:i.ghest bid received for the lot. 

In case of the lots that were auctiqned upto 71 tinh.es, the highest bid received was higher 
than the actual sale price, the difference being ~S.36 crore, leading to an actual loss of 
BSL. In 52 cases (10.4 per cent of e-auction case~ reviewed), the lots were sold at prices 
wh:i.ch were more than 10 per cent lower than thy highest bid that had been received for 
the lot. The loss could have been avoided by fixatipn of realistic reserv-e prices. 

The Management stated (June 2017) that RPF¢ fixed the reserve price taking into 
consideration the prevailing market condition, available stock, order balance, variable cost 
of material, rates obtained in last Forward Auction, etc. 

The reply that prevailing market conditions were c'.onsidered is not acceptable as reports of 
10 RPFC meetings held during 2014-15 and 2015-16 revealed that there were no 
discussions on market conditions in- these meet:i.ngs. 

:E2.2.1.4l Loss of ~2.39 crore due to injudicious fixation of reserve price for 
BFG rn slag in ISP 

The reserve price for BFG slag at ISP was fixed at ~900 per tonne. An open tender was 
issued (March 2014) for disposal of the m~terial and the highest bid rece:i.ved 
was ~635 per tonne. Since the highest bid wa:s much lower than the reserve price 
(29.45 per cent lower), -the offer was rejected• and the tender evaluation comm:i.ttee 
recommended re-tender. In the re-tender (August 2014), the reserve price was reduced to 
~625 per tonne and the highest bid received '-"as ~510 per tonne. Though this was 
18.40 per cent lower than the reserve price, this:bid was accepted. In the process, ISP 
incurred a loss of ~2.39 crore. 

Audit observed that during re-tender, the reser~e price was fixed considering market 
ryport submitted by Mis. Metal Junction while in the original tender, market trend was not 
considered for fixing reserve price leading to fixation of an un-realistic.reserve price and 
the Company lost an opportunity to generate additronal revenue of ~2.39 crore11 being the 
differential bids obtained in the two auctions. 

10
· Blast Furnace Granulated 

11 1,91,000 tonne*J;f635- f510) 
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The Management stated (June 2017) that slag price at ISP was traditionally fi xed in line 
with the price trend of DSP and ISP. 

The reply was not acceptable because market cond itions for fixation of reserve price was 
not considered, though the Management had access to market inputs. 

12.2.1.5 Failure to fix prices in line with price discovered in e-auctions 

For sale of material at fi xed prices, the CMMG guidelines provide that such prices should 
be discovered based on e-auction or open te nder. BSL had so ld 400 tonnes of Ammonium 
Sulphate through e-auctions in Apri l 20 14 at prices ranging between ~8000 to ~8500 per 
tonne. However, BSL fixed an average price for Ammonium Sulphate at ~6634 per tonne, 
without considering the discovered price and sold 52 14 tonnes of it at thi s price (during 
May to Jul y 20 14). This led to BSL di sposing Ammonium Sulphate at lower than the 
discovered market price, the price difference being ~0.78 crore 12

. 

The Management stated (June 201 7) that compari son of fi xed prices with auction prices 
was not appropriate and that the materi a l was so ld at fi xed prices because of their 
hazardous nature and storage proble ms. 

The reply of the Management does not address the concern of fi xing price below the price 
discovered through e-auction, as provided in the CMMG guidelines. 

12.2.1.6 Deficiencies in determining the price fo r sale through the fixed price 
mode in DSP 

In DSP, few by-products (Flue dust, Lime fines, Power plant cinder, Waste gas cleaning 
dust and Liquid nitrogen) were being sold through fi xed price mode. Audit observed that 
in the last two years (ending March 20 17), auction for flue dust and power plant cinder 
were held only in June 20 16 and Jul y 20 15 respectively. No auction was held for any of 
the other products. 

The Management stated (J une 20 17) in its reply that the material are of low value. 
Besides, avai iabil ity was uncertain and di sposa l had to be immediate on account of 
operational hazards. 

The reply of the Management does not address the concern of fix ing price of products 
without discovering their pri ce through e-auction, as provided in the CMMG guidel ines. 
Besides, these products were being sold every year, average sale value be ing ~3 crore per 
annum (approximately) and as such, d iscovery of price through e-auction wou ld be 
prudent. 

12.2.1.7 Inconsistencies in sale below reser ve price 

CMMG guide lines stipulated that if the highest bid received in an auction is lower than 
the reserve price , the material may be sold to the highest bidder (subject to a limi t of 90 
per cent of reserve price) , after approval of the competent authority. 

12 (Average price obtained in auction '8125/tonne-average fixed price at which Ammonium Sulphate 
sold '6634/tonne * 5214 tonne 
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Audi t observed that the Company did not fo llow this guideline in a consistent manner. 

(i) During even auctions conducted at BSL fo r sa le of mixed coke between 
December 2013 and December 20 14, BSL obtained bids ranging between 
9 1 to 99 per cent of the reserve price. BSL, however, did not accept the bid 
price and decided to re-tender though the bid wa within the acceptance range 
prescribed under the CMMG guidelines. 

(ii ) On the other hand, ISP issued an open tender in August 20 I 5 fo r disposal of Bia t 
Furnace Granulated (BFG) slag wi th the reserve price of ~459 per tonne. Only one 
party (Mis. AC Limited) submitted a bid of ~I 00/tonne which was later revised 
to ~250/tonne after negotiation. Though a single bid had been received and 
the price quoted was 46 per cent lower than the re erve price, ISP awarded 
(December 20 I 5) the contract fo r a period of three years. Audit noted that the 
previous contract for BFG had been awarded by ISP (September 2014) @ 

~5 IO/tonne (for one year). Accepting a single price bid lower than 90 per cent of 
the reserve price was not in line with the CMMG guideline . . 

The Management stated (June 2017) that mixed coke was sold at or above I 00 per cent of 
reserve price as per policy. At ISP, regular di sposal of granulated slag was necessary for 
smooth operation and ramping up of newly bui lt blast furnace 5. 

The reply does not address the inconsistent application of CMMG guidelines across the 
units of SAlL. 

12.2.1.8 Delay in disposal of secondary products 

(a) Delay in sending secondary materials for disposal resulted in loss of 
n7.04 crore in BSL 

Defective CR un-annealed coil (7737 tonne), HR coil (7200 tonne) and HR plate (8500 
tonne) which had accumulated over previous years were sent to the econdary yard during 
20 I 5- 16 for creation of lots and disposal in BSL. Audit observed that the average market 
prices for these products over the previous three years (20 12- 13 to 20 14- 15) were higher 
than those in 20 15- 16 when these were finall y disposed. BSL'. failure to send the 
secondary materi als to the storage yard in time and the con equent de lay in di sposal 
re. ulted in loss of~ 17.04 crore on account of lower price as detailed in table below: 

Product Accumulated Average selling Actual Difference Loss 
tock over price during last selling price ~per (~in 

previous years three years per per tonne tonne) crore) 
tonne 

CR Un-annealed coil 7737" 32482 24587 7895 6.11 
Defecti ve HR Coil 7200 30958 24450 6508 4.69 
Defective HR plate 8500 30892 23547 7345 6.24 
Total 17.04 

13 Data derived at by subtracting average def ective quantity sold during 2012-15 (3202 tonne) f rom 
I 0939 tonne sold during 2015- 16 
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(b) Delay iilIB ftdentift'icatiimn. of s'B.llrph.lls assets in BSlL 

In BSL, 419 old roUs had gone out of circulation between March 1991 and September 
2015 in view of various defects. Of these, 399 rolls had accumulated over more than five 
years. The scrap declaration committee' for roUs of BSL dedared these roUs as scrap only 
in April 2016 after a lapse of 7 months to 25 years. Delay in identification of surplus 
assets resulted in delay in realising revenue from the sale and loss due to possible 
deterioration in the quality of the rolls with the passage of time. 

The Management stated (June 2017) that marketing and production departments were in 
constant touch to arrange maximum materials for sale and that sometimes though the 
materials have favourable market price, they were kept for internal use as melting scraps. 

The reply was·not acceptable as both stock had accumulated over time and were neither 
disposed nor utilised as melting scrap. 

].2.2.1.9 Sale terminated! pll"ematmnrelly Ileadling to Iloss of Jreverrme 

BSP issued (June 2012) a sale offer valid for one year (June 2012 to June 2013) to 
Mis International Commerce Limited (ICL) for sale of 1,20,000 tonne of rejected/ broken 
Ingot Mould and Bottom Stool (IMBS) scrap at the rate of ~24850 per tonne. ICL 
deposited payment for 10000 tonne for the month of July 2012 and lifted 6361 tonne till 
August 2012. BSP suspended delivery of material to ICL (August 2012) and initiated 
termination proceedings citing failure of ICL to deposit payment for lifting 10000 tonne 
material in August 2012 by due date. BSP sent two demand letters to ICL (24 September 
2012 and 29 September 2012) for payment due for August, September and October 2012. 
Meanwhile, ICL filed (21 August 2012) an arbitration application in the District Court, 
Durg. BSP terminated (October 2012) the contract and ~26.58 crore14 deposited by ICL 
was forfeited. Jn the legal proceedings that foHowed, Supreme Court considered the 
special leave petition of ICL and directed the Company to settle the dispute with ICL 
through conciliation proceedings. The sole arbitrator passed (April 2016) an award in 
favour of ICL directing BSP to refund the forfeited amount of ~26.58 crore to ICL along 
with n.50 crore towards loss of business/profit. Subsequently, BSP auctioned 
(September/October 2016) the material.at prices ranging between n7700 and ~20550 per 
tonne, much lower than the contract price of ~24850 per tonne. Undue haste on the part of 
the Management in terminating the contract resulted in loss of revenue of ~48.86 crore15 

besides an additional liability of ~1.50 crore. 

The Management stated (June 2017) that action was taken due to non-fulfilment of 
contractual obligation. 

The reply needs to be seen against the sale offer which only stipulated that L20 lakh tonne 
of scrap be lifted during one year without any earmarked quantity for monthly lifting. As 
per clause 12 and 18 of the RFQ, the purchaser has to make advance payment for the 

14 Comprising of Security Deposit (fU.91 crore), Material value (ftl().67 crore) and EMD 
(tone crore) 

15 113639 tonne (120()()0 tonne - 6361 tonne)* (4,3()()/ tonne (r24850/ tonne - rl0,55()/ tonne being 
maximum bid price received by BSP) = (48.86 crore 
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material to be lifted in a particular month by the first week of the month and penalty can 
be imposed for short lifting of materi al after review of performance of the bidder on a 
quarterly basis. On fa ilure of depositing penalty, the contract could be terminated after due 
notice. Hasty termination of the contract led to revenue los. of the Company. 

12.2.1.10 Differences in delivery order and dispatch advice quantity in BSL 

Secondary items generated in BSL shops are tran ported to econdary yard Ill 

trucks/dumpers which are weighed on a weigh bridge after loading. After the 
accumulation of materi al in stockyards, lots are formed and offered for e-auction. After 
the sale of product a delivery order (DO) is issued and the product is weighed and 
dispatched in trucks/t rai l er~. Dispatch advice (DA ) i prepared ba ed on actual lifting from 
the . tockyard. 

Audit observed that weight of secondary product as per DA was lower than that recorded 
in the DO in 69 1 order (during 2013- 16) in BSL. The difference in weight ranged 
between fi ve and 86 per cent. In 36 of these 69 1 orders, DA was lower than DO by 
25 per cent to 50 per cent whi le in 4 ca e , it was lower than 50 per cent or more. Since 
the di spatched quant ity was lower than the quantity ordered and paid for in advance, BSL 
had to refund <25.3 1 crore. This re. ulted in loss or an opportunity to ale in BSL. 

The Management stated (June 201 7) that due to various weighment related con~ traints, 

quite often lots were formed on eye estimation. 

Reply of the Management is not acceptable as eye e timation was used to form lots only 
for products such as coke breeze, lime dust and other fine materials. Trucks carryi ng 
secondary goods were weighed at the same weighbridge during entry into the stockyard 
and during dispatch, hence there wa no scope for difference between the DO and the DA 
on account of weighbridge variations. The Management ha not determined reasons for 
the variation. noti ced. As such, the internal controls were not effecti ve and possibi li ty of 
unauthori sed diversion or under-reporting of material dispatched to supplier remain . . 

12.2.2 Conclusion 

Secondary products and by-products, generated during operation of the steel plants need 
to be stored and di posed of timely and efficient ly, in a transparent manner, to maximise 
returns to the Company. Audit observed that reserve prices for auction of these products 
were often un-reali stic leading to repeated re-auction and even tual loss to the Company. 
For sale of material at fi xed price , it wa noticed that the price were fi xed injudiciously, 
often wi thout considering prices di scovered through e-auct ion as envisaged in the CMMG 
guidelines. There were delays in di posal of secondary/ by-products which led to 
deferment of revenue as well as deterioration of quality. In two of the steel plants, there 
was no separate stockyard for stori ng econdary products leading to their mixing with 
primary product . Significant differences were noticed in deli very order and dispatch 
advice which could not be explained by Management leaving open the possibi lity of 
unauthorised diversion and under-reporting of material. The fi nancial impact of the audi t 
observations regarding sale of secondary and by-products in the sample crutini ed is 
< 107. 19 crore. 
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12.2.3 Recommendations 

(i) The Company should ensure that reserve prices for auction and fi xed prices for 
sa le are fi xed judic ious ly, considering the market input and prices discovered 
during e-auction. 

(ii ) Efforts need to be made for separate storage of secondary material m ISP and 
DSP. 

(iii ) The Company should scrutinise the rea. ons for differences in weights quoted in 
de li very order and di spatch advice of secondary material and take necessary 
steps to ensure that such variations are e liminated. 

The matter was referred to the Ministry in December 20 17; their reply was awaited 
(February 20 J 8). 

12.3 Land and Township Management 

12.3.1 Introduction 

Steel Authority of India Limited (SAIL or Company) operates five integrated stee l 
plants 16

, three special s teel plants 17 and a Ferro Alloy Plant located in the States of 
Chhattisgarh, Jharkhand , West Bengal, Odisha, Tamil Nadu, Karnataka and Maharashtra. 
Each steel plant has its own township containing res idential quarters, shopping complexes, 
community centres, educational institutions, hospitals, public garden and other fac ili ties 
like electric ity and water suppl y, sewerage and roads etc. Townships are maintained and 
managed by the Town Services Departments of the respective plants . 

A study on ' Land and Township Management in SA IL' was conducted to assess whether 
land and township services were adequate ly and effectively managed, leasing and 
sub- lea ing of Company 's land and buildings to other parties was in accordance with the 
po licy and rules framed in this regard, leases were renewed on time, estate dues were 
recovered and adequate legal action taken against the defaulters and adequate and 
effecti ve syste m was in place to timely identify and remove encroachment of land and 
buildings. The scope of audit was limited to examination of records available at the five 
integrated steel plants at Bokaro (BSP), Bhilai ( BSL), Rourkela (RSP), Durgapur (DSP) 
and Burnpur (ISP) for a period of three years from 2014-15 to 20 16- 17. 

12.3.2 Audit findings on Land Management 

12.3.2.1 Maintenance of land records 

Owner hi p of land is determined on the basis of revenue records. It is, therefore, essential 
that owner hip records available with the Company be matched with those available with 

16 Bhilai Steel Plant (BSP), Bokaro Steel Plant (BSL), Rourke/a Steel Plant (RSP), Durgapur Steel 
Plant (DSP), llSCO Steel Plant, Bumpur (ISP) 

17 Alloy Steels Plant, Durgapur; Salem Steel Plant; and Visvesvaraya Iron and Steel Plant, Bhadravati 
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the State Governments. Audit noted that a. of 31 March 20 17, the Company po e ed 
title deeds of 489 18 acre (48. 15 per cent) out of the I 0 1598 acre land avai lable with the 
fi ve integrated teel plants 18

. T he Company wou ld have to incur ex penditure (depending 
on the State Government rates at the ti me of actual registration) towards registration of the 
balance land for which title deeds were yet to be obtai ned. 

• BSL did not possess any title deeds for the entire land (28744 acre) occupied by 
them. 

• DSP possessed 12935 acre land . The records maintained in DSP, however, 
indicated a difference of 3692 acre of land when compared with the land records of 
the State Government. 

• As per ISP records, 3348 acre of land were in it possession but State Government 
records indicated on ly 2259 acre. 

• Reconciliation of records for 12.07 acre land of BSP with State Government 
records was under process. 

The Management stated (January 20 18) that the records of DSP and ISP were being 
reconciled with the records of the State Government. 

The reply is to be viewed against the fact that SA IL Board directed (Ju ly 20 16) that land 
records be reconciled with help from revenue authori ties and Ministry of Steel, if 
necessary. The reply is also si lent on the delay in regi tration of 52680 acre land though 
the land was acquired for the steel plants approxi mately 50-60 years ago. 

12.3.2.2 Computerisation of land records 

Traditionally, paper map of land were maintained wh ich are prone to fire, nood, white 
ants etc. Land Record Management System (LRMS) was installed in BSL in September 
2009 and land records like village maps, posse sion maps etc. were digitised though it was 
not being used s ince 2015. At RSP, the land records have been computerised/ digitised. 
DSP was sti ll maintaining maps made on paper/cloth . Tender for digitisation of land 
records was under proce s (July 20 17) in BSP and ISP. 

The Management stated (January 20 18) that LRMS in tailed at BSL became inoperative 
due to ob ole cence of the hardware. Finali sation o f tender pecificati on for LRMS at 
RSP was under process. All possibilities were being explored by DSP to implement 
LRMS. 

18 BSP-28200 out of 28463 acre, BSL-0 out of 28744 acre, RSP-15357 out of 28108 acre, DSP-3623 
out of 12935 acre and ISP-1738 out of 3348 acre 
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Ji2o3.2.3 

The status of the Company's land as on 31 March 2017 under the jurisdiction of the five 
integrated steel plants is shown in the table below: 

Total land avai,lable 28463 28744 28108 12935 3348 101598 
Plant area 12841 8333 16203 2984 1659 42020 

Township .area 11763 5898 6953 4699 1257 30570 
Leased and others 2005 3520 651 2260 64 8500 

Encroached land 510 1932 391 1163 20 4016 

Land not in use 1344 9061 3910 1829 348 16492 

Note: · (i) Plant area includes land occupied by steel plants for factory and office/ 
administrative buildings. (ii) 9494 acre land available with other steel plants/units of 
SAIL was not covered in the scope of the present study. 

Audit noted that out of the total 101598 acre of land, 29008 acre, i.e. 28.6 per cent was 
either leased, encroached or vacant and, therefore, not in use in direct plant operations. 

:ll.2.3o2.4 Vacmrnt Ilmmidl 

As seen from above Table, 16492 acre land in these five steel plants remained vacant. Of 
this, 9061 acre (55 per cent of vacant land) was with BSL. Audit noticed that though BSL 
had prepared a comprehensive land use plan in November 2014, it was not :implemented. 
Besides, the plan did not include utilisation of 1030.2 acre of land in the township area 
and 119.78 acre in the Garga river area19

. Other steel plants, however, did not prepare any 
detailed/ master plan for utilisation of vacant land under their possession. 

The Management stated (January 2018) that the unused land has been earmarked for 
future growth and expansion. It was added that the vacant land at DSP has been earmarked 
for future modernisation: and expansion as per National Steel Policy (Vision 2025) and at 
RSP for Smart City devdopment, expansion of aerodrome, setting up a 40 MW solar 
power plant and additional afforestation. 

The reply that unused land has been 'earmarked' for future modernisation and expansion 
is not acceptable as there was no concrete plan in place to utilise the vacant land in 
accordance with the National Steel Policy or Vision 2025. fu fact, the next phase of 
expansion would be taken up only after stabilisation of the new facilities created in the 
ongoing modernisation and expansion plan and also after taking into consideration 
sustained demand growth in the domestic steel industry and availability of financial 
resources. 

12.3.205 IEll1lcl!"oaclblmel!ll11: o:lt' Ilamll 

SAIL Board had recommended (July 2015) fencing, use of satellite imagery etc. for 
prevention of encroachment. The Board reiterated this recommendation in July 2016. 
Audit noticed that despite the large scale encroachment, no signboards/ barbed wire 

19 This area is a water body zone and consist of Garga Dam and reservoir including the catchment area 
within the U,,nd under possession of Bokara Steel Plant 
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fencing/ compound wall etc. were constructed by the plants. As on 31 March 20 17, 4016 
acre of land were under encroachment, of which 48 per cent (i.e. 1932 acre) was at BSL, 
followed by 29 per cent ( 11 63 acre) at DSP. 

The Management stated (January 20 18) that due to the fragmented nature of the 
encroached land, it was difficult to get it fenced or erect a compound wall. 

(a) Non removal of encroachment at BSL 

The anti-encroachment acti vities in BSL were carried out by the Security Department. 
Removal o f encroachment was done with the help of . ecurity personnel, fai ling which 
eviction suits were filed in the Estate Court20

. Audit observed that the details of patroll ing/ 
monitoring activities of Security Department were available on ly for the last one year. 
BSL had filed cases in the Estate Court for the entire encroached area of 1932 acre 
for which it does not possess any title and orders had been passed between January 20 I 0 
and February 20 17 fo r eviction of 1790.42 acre. However, BSL was able to evict 
only 1.07 acre. 

The Management stated (January 201 8) that Estate Court orders were executed with the 
help of Police and District Administration. The isl>ue was di scu sed (February 2016) w ith 
Deputy Commissioner, Bokaro. It was decided that whenever some concrete utili sation 
action was to be taken, the District Administration would be requested to take eviction 
action about 2 months in advance so that the areas freed from encroachment would not 
come under encroachment again as had been the case in the past. However, the Compan y 
was, as a cost control measure, currentl y not implementing any land related projects. 

The repl y is not acceptable. An unauthorised occupant is given 15 days' time to vacate the 
premises beyond which Estate Court is empowered to get the premises vacated. In the 
above cases, the Company did not take action for ev iction even after seven years of orders 
being passed by the Estate Court. Al lowing encroachments to continue in Company 
premises, instead of executing the orders of the E tate Court, is not in the interest of the 
Company and, therefore, not justified. Delay in removal of encroachments may also 
contribute to further encroachments. 

(b) Inaction against encroachment 

Scrutiny of records revealed that the plants failed to take timely action to repossess the 
premises under encroachment. It is pertinent to state that the ex isting lessees encroached 
Company premises. Even after detection of such encroachment, no effective action was 
taken by the plants. The fo llowing table summarises instances o f encroachment by the 
les ees along with the period when such encroachment came to be known by the plant 
authorities: 

20 Established by SAIL 1111der the Public Premises (Eviction of U11a11thorised Occupants) Act, 1971 
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Instances of encroaches by existing lessees 

SI. Name of Name of encroaching lessee Encroachment 
No. plant Area First 

(Acre) noticed in 

I BSL Bokaro Steel Employees Cooperative House Construc tio n 
5.00 1975 Society Limited 

2 RS P !spat Gurudwara Prabandhak Committee ( IGPC) 1.38 1965 
3 Bhilai Institute of Technology (BIT) 34.58 2008 
4 Shri Sanatan Dharm Sabha (S DS)-Sector 2 1.65 2007 
5 

BSP 
Shri Sanatan Dharm Sabha (SDS )-Sector 6 0.61 2001 

6 Bhilai Nagar Nigam (BNN) 30.01 2006 
7 Bhilai Nagar Masj id Trust (BNMT) 2.58 2011 
8 S indhi Brathe r Manda! (S BM) 0.11 2008 

As seen from the table above, encroachments of land, detected as earl y as 1965 are yet to 
be cleared. BSL does not possess titl e for the cited land under encroachment while BSP 
and RSP has title for its lands. A udi t a lso noticed that the encroachers had constructed 
buildings for educational , reli gious, sports and cultural purposes. 

The Management stated (January 20 18) that: 

• A reputed survey agency was being searched for to find exact quantum of 
encroachment by Bokaro Steel Employees Cooperative House Construction 
Society Limited . 

• Action was being taken for valuation of the land in case of Ispat Gurudwara 
Prabandhak Committee and the poss ibiliti es of revising license fee based on the 
fa ir market value was being explored in case of Bhilai Insti tute of Technology. 

• A decree to ev ict Shri Sanatan Dharm Sabha-Sector 2 could not be effected as the 
matter related to public fa ith/ re ligion and due to the lukewarm response from 
District Administration/Po lice. Legal case agai nst Bhilai Nagar Nigam was not 
preferred as it would be a lengthy process. 

• In the case of Shri Sanatan Dharm Sabha-Sector 6, notices had been issued from 
time to time, including a show cause notice on 09 June 2012 and electric supply to 
the premises was disconnected on 08 December 20 I L. 

• The process of renewal of lease in case of Bhilai Nagar Masj id Trust and legal 
action against Sindhi Brather Mandal were being taken. 

The replies are not acceptable as the management of steel plants had failed to take timely 
and effecti ve action fo r eviction of encroachments though it was aware of it and these 
encroachments had come to its knowledge as early as 1965. Disconnection of electric 
suppl y to encroached premises is an effecti ve tool for eviction of encroachment as was 
noticed in the case of Shri Sanatan Dharm Sabha-Sector 6, which the Company could 
have considered in other cases also. The Company is, however, sti ll contemplating action 
for regularisation or legal remedy. It was also seen that: 
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@ Though BSL requested (August· 2015) Jharkhand Geo-Spatial Data Centre for 
survey, the agency did not start the work 'lfld expressed their inability to complete 
the work. However, the management has n:ot be able to depute any new agency till 
date (January 2018). 

e.i IGPC encroached land in 1965 and c:onstructed a school building on the 
encroached land though lease agreement h~d not been entered into. 

ell BIT has been using 34.58 acre over and above their allotment which is tantamount 
to encroachment. BIT had also taken up construction in the encroached land 
without any permission from BSP. 

© Though the Management informed that lease renewal for BNMT was underway, 
Audit noticed that BNMT had also encroadhed land and constructed buildings. 

:ll.2.3.2.6 JLandl. used for ll!l!llautholl."ised pmrposes 

Audit noticed instances where the lands leased by: BSL were being used by the lessees for 
unauthorised purposes and no effective action had!been initiated by the Management. BSL 
also does not possess title deeds for these lands. 

(a) BSL sub-leased 1133 plots over several years starting from 1965. As per the Land 
Allotment Manual of BSL, plot holders were allo:wed to run any trade on the leased land 
except restricted trades for which permission was tequired to be obtained from BSL. Audit 
noted that 59 lease holders were running res,tricted trades such as nursing home/ 
pathological lab/ hospital/ clinic/ diagnostic cetjtre without obtaining permission from 
BSL. The State PoUution Control Board had also pbjected to dumping of bio-medical and 
solid wastes in the township area by these estabijshments. BSL served notices (August 
2015 and October 2015) to these parties for violl;ltion of the terms and conditions· of the 
lease and asked them to stop the unauthorised !business/trade. Audit observed that no 
foHow-up action was taken by BSL though the unauthorised businesses continued even 
after issue of notice in October 2015. 

The Management stated (January 2018) that a; fresh survey was being conducted to 
ascertain. the lease holders who indulged in restricted trade without permission. 

The reply did not address the inaction on part of the Management since August
September, 2015. 

~b) BSL leased 413 plots from 1987 for construetion of buildings in conformity with the 
approved plans and drawings. Many lessees const~cted additional floor without approval 
of BSL. BSL issued notices to 160 identified: lessees in July 2011 for removal of 
additional construction. Unauthorised constructions were removed by 10 lessees but BSL 
did not take any action against the remaining 150 lessees who did not remove 
unauthorised construction. 

The Management stated (January 2018) that a meeting of the Town Development and 
Allotment Committee was held in September 20 i3 with all such lessees and action was 
being taken as per its recommendations. 
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The reply, however, did not furnish details of the recommendations or the action taken 
there against since 2013. 

]_2,3.2.7 L1anmd Ileased wft1tllnoUll1t agreemerrnlt 

Audit noticed that the plants had aUowed land to be leased in a number of instances 
without execution of formal lease agreements. 

(a) . DSP aUotted 233 acre land to NTPC Limited (NTPC) for 33 years from May 1984 
without a formal lease agreement. NTPC constructed a sub-station on the said fand and 
transferred the rights, title and interest of the sub-station and its underlying land to Power 
Grid Corporation of India Limited (PGCIL) during 1993-94. Lease charges were never 
recovered from NTPC. Audit observed that, in the absence of lease deed and land 
valuation, DSP could not get any financial benefit out of this land. DSP also does not 
possess title for this land. 

The Management stated (January 2018) that the lease deed could not ~e registered in the 
absence of the Khatian number of the mouza and would be executed 'once the requisite 
data was obtained from the Government Authority. Further, proposal for valuation of land 
in question would be initiated for renewal of lease. 

Absence of tide records and valuation pointed out by the Management in January 2018 is 
not tenable considering that the land had been awarded as early as 1984. 

(lb>) BSP allotted (December 1965) 266283 sq. ft land (6.U acre) for 30 years from 
May.1963/ April 1967 to the P&T Department to construct office building and quarters. 
BSP did not execute any lease deed at the time of aHotment though it had clear tide for 
this land. The initial allotment period expired in May 1993/April 1997. BSP belatedly sent 
a demand notice (February 2008) to the P&T Department which expressed its wiHingness 
(October 2012) to surrender 16250 sq. ft land in view of dilapidated condition of the 
colony. BSP demanded (November 2012) n.12 crore as applicable charges and interest 
for 4.68 acre of land. In the meantime, the erstwhile P&T Department was split into two 
independent organisations, viz. 'Indian Postal Department' and 'Bharat Sanchar Nigam 
Limited' and the onus of payment of charges came under dispute. 

The Management stated (January 2018) that intimations were sent in September 
1969/March 1970 for execution of lease deed and in November 2000 for renewal of the 
lease. Due to bifurcation of erstwhile P&T Department, BSP worked out the lease renewal 
charges and issued revised demand in November 2012. 

The reply points to inaction of the Management in finalising and renewing the lease 
agreement leading to loss of lease charges. 

(c) . SAIL Board approved (February 2012) allotment of 126.15 acre land under DSP to 
Damodar Valley Corporation (DVC) on lease for 33 years on payment of fand premium 
(based on valuation to be done by authorised valuer). Audit observed that though DVC 
took possession of the fand from 10 April 2013, DSP did not carry out its valuation or 
recover lease dues. Valuation of the land was done belatedly in September 2015 but the 
lease deed was yet to be executed. DSP also does not possess title for this land. 
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'fhe Management stated (January 2018) that efforts were being made to finalise the lease 
agreement early. 

~d) ISP had allotted 19117 sq. ft. in its Riv,erside Township to Bumpur Riverside 
School Educational Society for a school in 1977 without any lease/license agreement. ISP 
possessed title for their land. As the school facilities expanded, the school encroached 
further land. The land under possession of the school also increased to 5.32 acre. ISP 
belatedly filed a case in Estate Court in September 2016 for eviction as the school did not 
respond to its notices for finalising the license agreement. 

The Management stated (January 2018) that negotiations with the school since 2012 for 
license agreement remained futile and the sch:ool had been treated as unauthorised 
occupantsince February 2014. Attempts were re,initiated to enter into license agreement 
with the school. 

However, the school was operating without license agreement since 1977 and though it 
had been declared unauthorised occupant in 2014, a case was filed only in 2016. Besides, 
even as ISP filed a case for eviction before Estate Court, it has been discussing the matter 
with the encroacher to finalise license agreement to make it an authorised occupation 
which points to contradiction in the Management action. 

(e) DSP allotted 226.92 acre of land in 1980s to Eastern Railways to construct yard 
and residence. However, till date (January 2018) no formal agreement was entered into 
though the title of the land was in the name of DS:P. 

The Management stated (January 2018) that the issue has been taken up with the 
Divisional Railway Manager, Asansol for settlement. 

12.3.2.8 Non-adherence of lease agreement 

DSP allotted 851.23 acre land to West Bengal Pulpwood Development Corporation 
Limited (WBPDCL) between 1987 and 1989 for :plantation and harvest of pulpwood. As 
per the agreement, ~50 per ha per year was payable to DSP during the period of agreement 
(14 years). WBPDCL would also pay an amount ~quivalent to 25 per cent of the produce 
at a mutually agreed rate after completion of eadh harvest. Presently, 908.189 acre land 
were occupied by WBPDCL, the title for which is in the name of DSP. Audit noted that 
WBPDCL had paid ~0.57 crore (over 1987/89 up to 2011-12). DSP was unaware of actual 
harvesting done by WBPDCL since allotment of land in 1987/1989. Further, the lease 
expired in April 2003 and has not been renewed even after the lapse of 14 years. 

The Management stated (January 2018) that lease renewal has been taken up 
(September 2017) with WBPDCL and the matter was being followed up. 

The reply is silent about non-receipt of payments since 2011-12 and dues from WBPDCL 
for the harvesting done since 1987/1989. 
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12.3.2.9 Defay in Rease renewall 

As per the policy of SAIL, a lease may .be renewed on payment of renewal charges within 
one year from the due date of renewal without paying charges for delay in renewal. ][n case 
the lessee fails to renew it within one year, the lessee shall be considered un-authorised 
occupant of the premises and action shall be taken as per rules/law. Audit noted, however, 
that in the following cases, the leases had not be renewed within the stipulated time, 
causing revenue loss to the Company. 

(a) BSL leased 1133 plots to various parties on renewable basis to provide civic 
amenities/market complexes though BSL does not possess title of these lands. Ground 
rent, water, electricity and service charges and renewable fee as fixed by the Management 
were recoverable from the lessee. Audit noted that 399 leases had expired as on 31 March 
2017 including 274 cases where the lease had expired more than 5 years ago but had not 
been renewed. Lease renewal of only 293 out of these 399 plots was under process and in 
none of the cases, renewal process has been completed due to non-completion of valuation 
of leased plots. ill 120 cases, though the lease period had expired on 31 March 2016, the 
valuation process was completed onily in July 2017. Due to this, BSL was not able to 
realise n9.25 crore21 as lease charges from these 120 cases. 

'fhe Management stated (January 2018) that lease renewail has been completed 
cm January 2018) for 106 plots and was under process for 36 plots, valuation had been 
completed for 120 plots in July 2017 and n.18 crore have been deposited by U lessees. 
Further, notice was being issued to the respective lessees for payment of renewal charges 
along with delay charges. 

(b) Other cases of delays in lease renewal noticed in audit are summarised in the table 
below: 

Summary off defa iiJrn renewail ([)f Ileases 

1 35 Educational Institutions (non-profit) 

2 
BSL Council for Agriculture Industrialisation and 

4.77 2005 
Rural Employment (CAIRE) 

3 RSP · P&T Department 12.68 1993-2017 
4 10 various parties 20.895 1993-2017 
5 DSP 22 various parties 970.26 1999-2017 
6 BSP Indian Oil Corporation Limited (IOCL) 0.41 2013 
7 ISP Asansol Municipal Corp.oration 1.00 2009 

Thus, leases that had expired as earily as 1993 were yet to be renewed though th_e steel 
plants except BSL and DSP possessed title of the above lands. Yet, no action had been 
taken by the plant managements to renew them to ensure recovery of applicabile charges 
from the parties concerned. Audit noted that in 4 out of 7 cases above, the Company could 
not recover ~6.83 crore (31 March 2017). 

21 Renewal charges for commercial plots worked out on the basis of the· valuation report of the valuer 
appointed by the Company (f48.24 crore@ 25 per cent= '1.2.06 crore) and for non-commercial plots 
(i'!l.94 crore@ 10 per cent= f'J.19 crore) 
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The Management stated (January 2018) Lhat: 

• Letters to all the 35 in titutions were under i sue for renewal of lea e. 

• Lea e wa made with C AIRE on monthl y rental ba is, but the lessee did nol make 
any payment. 

• Regular fo llow up were be ing done with P&T Department to en ure reali ati on of 
outstanding dues. 

• The onus of renewal li es with the lessee, effort was being made to renew the 
expired lease case and legal options were explored only as a last resort. 

• The Estate Court passed order on 25 October 201 7 for eviction of IOC L and 
recovery of due and e lectricity suppl y to this premi es was di connected on 
2 1 November 201 7. 

• ISP ha referred the matter relating to Asanso l Municipa l Corporation to corporate 
office in March 20 I 0. 

The replies are not acceplable considering the signifi cant delays that have taken place in 
renewal of these lea es. 

12.3.3 Audit findings on Township Management 

Town hips included re idential quarters, shopping complexes, community centres, 
educational institution , hospitals and public gardens. The con truction o f townships, their 
further development and maintenance was the sole respon ib ility or the plant 
management. Plant managements also provide ba ic infrastructure uch a electricity and 
water suppl y, sewerage and roads etc. in the township . 

12.3.3.1 Unauthorised occupation of quarters 

Statu of quarter in the town hips of the fi ve plants, a on 3 1 March 201 7, i ummari ed 
in Table below: 

s f tatus o quarters m t h T e h' owns 1ps as on 31 M h 2017 arc 
Name of plant Number of quarters 

Available Allotted Vacant Damaged/ Unauthorised occupation 
unfit Ex-employee Others 

BSL, Bokaro 37386 32005 3055 198 1934 194 

BSP, Bhilai 33638 29013 1915 1608 578 524 

RSP, Rourkela 25541 211 57 2602 1419 347 16 

DS P, Dur~apur 19141 17858 243 5 879 156 

ISP, Bumpur 7 11 8 6232 82 779 5 20 

Total 122824 106265 7897 4009 3743 910 
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As seen from the table, 13.48 per cent of the quarters were either vacant, damaged or 
under unauthorised construction (7897 quarters were vacant, 4009 were damaged and 
4653 were under unauthorised occupation). Test check of unauthorised occupation in BSL 
and BSP indicated the following: 

In BSL, 194 quarters were under unauthorised occupation by private parties while 
1934 quarters were occupied by ex-employees beyond the admissible retention 
period of two years. BSL had filed eviction cases in the Estate Court for 
478 quarters. Though the Estate Court had passed orders in 198 cases during 
the period 1999 to 2017, the Management had not been able to evict the occupants. 
Further, the occupants had not been paying electricity charges, water charges 
and license fees._ _ 

In BSP, 578 ex-employees had been retammg quarters beyond the admissible 
retention period, outstanding dues against which stood at ~0.82 crore (30 July 2017). 

The Management stated (January 2018) that the matter was being pursued with District 
Administration to carry out eviction. The Management informed that in BSP, the 
unauthorised occupation of quarters by ex-employees and others had been reduced to 
567 and 446 respectively. Eviction drives were also undertaken at DSP. At RSP, 
34 persons had vacated quarters. Steps had been taken in past to evict the unauthorised 
occupants in ISP. 

The reply is to be viewed against the loss sustained by the plants on account of 
unauthorised occupation of quarters. 

12.3.3.2 Unauthorised construction in leased buildings 

Under the SAIL Scheme (2001-02) for Leasing of Houses, 17500 quarters had been leased 
to employees/ex-employees of the Company. During a Board Meeting (July 2008), 
unauthorised construction in about 50 per cent of these quarters was reported and the 
Board approved regularisation of such unauthorised construction subject to payment of fee 
at 150 per cent of the replacement cost. Audit noticed unauthorised construction in leased 
buildings in BSP and BSL. 

(a) BSP had leased out 4475 quarters under the SAIL Scheme for Leasing of Houses 
during 2001-03. Over a period of time, around 70 per cent of the lessees had carried out 
unauthorised construction. Survey conducted up to December 2013 revealed that the 
lessees had occupied extra plot area of 26.82 lakh sq. ft. and carried out unauthorised 
construction of 18.28 lakh sq. ft. However, BSP did not implement Board's decision 
(July 2008) as it faced resistance from the occupants/stakeholders. 

The Management stated (January 2018) that a committee to address regularisation 
of unauthorised construction has submitted its report/recommendations in 
September 2017 and the same has been processed for approval of the local management 
and corporate office. 
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(b) As per Clause 4 of the agreeme nt (February 1987) with De lhi Public School (DPS) 
Society, BSL would temporarily provide one bui lding in the township for running the 
chool and it would set apart a plot of land for con truction of a new building by DPS . 

Audit ob erved that: 

• Even after 30 years, DPS did not construct its own building and was running it 
chool in the temporary building though 8 acre land wa allotted in October 1988. 

Instead of pressing DPS to con truct its own building BSL allo tted another 
building to DPS and allowed it to run the chool from the existing building. It was 
al o noticed that DPS had con tructed a swimming pool in the school premises 
wi thout prior con ent of BSL violating the terms of agreement. 

• BSL provides water and electric ity, free of charge, to DPS. Audit noted that 
around 70 per cent of the students in the school were not related to BSL 
e mployees from whom full fee were recovered. Though BSL intimated 
(June 20 16) withdrawal of free e lectricity and water and rai ed bills from October 
2016 onwards, DPS did not pay the bi ll s. The due in th is regard stood at 
~ 1.0 I crore a of October 2017. Audit noted that Re earch and Development 
Centre for Iron and Steel of SAIL at Ranchi and RSP were recovering e lectric ity 
charges from DPS, Ranchi and Rourkela respectively. 

The Management tated (January 20 18) that a committee has been con tituted tn 

November 2017 to rev iew the ex isting agreement and all related matter with DPS. 

The reply was, however, silent on non-recovery of dues . 

12.3.3.3 Non-realisation of estate dues 

Apart from their own employees, the Plants also allotted quarter to employees of Central/ 
State Government , o ther PSUs and other agencie / individual . Licen e fee, electri city 
and water charges were recoverable at applicable rates from time to time from the lessees. 
Audit noted that estate due amounting to ~ 144 .87 crore were outstanding a on 3 1 March 
20 17, of which ~63.64 crore were due for more than three years and ~94.94 crore were 
recoverable from private parties. Detai ls are shown in the Table below: 

Details of outstanding estate dues as on 31 March 2017 

(~in crore) 
BSL BSP RSP DSP ISP Total 

Lessees Total Dues Total Due Total Dues Total Dues Total Dues Total Dues 
estate >3 estate >3 estate >3 estate >3 estate >3 estate >3 
dues years dues years dues years dues years dues years dues years 

Govt. 
19.43 13.83 13.59 8.80 7.21 2.65 6.4 1 3.21 2.84 0.49 49.48 28.98 

parties 
Private 

18.18 16.04 2 1.26 3.34 26.27 9.61 26.98 5.56 
parties 

2.25 0.1 1 94.94 34.66 

Employees - - - - 0.0 1 - 0.44 - - - 0.45 -
Total* 37.61 29.87 34.85 12.14 33.49 12.26 33.83 8.77 5.09 0.60 144.87 63.6-i 

* Includes house rent, electricity charges, water charges, license fees and other estate dues. 
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The Management stated (January 2018) that in DSP, the outstanding dues have reduced to 
{30.47 crore as on 30 September 2017 while RSP realised <9.45 crore out of {33.49 crore 
outstanding as on 31 March 2017. It was informed that a taskforce has been constituted 
(May 2017) at BSL which issued notices to all defaulters. The matter was being taken up 
by ISP with all parties concerned for recovery of pending dues. 

Some significant cases noted atBSL are summarised below: 

0 BSL entered into an agreement with Hans Regency (HR) in March 2008 for leasing 
out 39 rooms in Bokaro Niwas for use as hotel rooms for three years from October 
2007. Audit noted that even after expiry of the agreement in October 2010, HR 
continued its business and the lease had not been renewed (January 2018) while BSL 
did not take any action either to renew the lease, raise the monthly bills for the 

· charges receivable from HR or to evict the occupant. The outstanding dues 
receivable from HR stood at <2.54 crore as on 31 March 2017. 

The Management stated (January 2018) that unbilled dues were raised in June 2017 
and currently bills were being raised regularly. 

Audit, however, noted that the outstanding dues had increased to <2.83 crores as on 
30 November 2017. · · 

• As on 31 March 2017, an amount of <6.27 crore and n.96 crore were outstanding 
against quarters allotted to Superintendent of Police Pool and District Commissioner 
Pool respectively. 

The Management stated (January 2018) that individual notices had been issued to all 
defaulters. 

e BSL provides drinking water to the Chas Municipal Corporation for supply in Chas 
urban area. Out of the <2.78 crore recoverable towards the cost of water thus 
supplied, <0.18 crore was outstanding since September 2000. 

The Management stated (January 2018) that water supply had been disconnected 
since October 2015. 

Audit noted that though BSL had disconnected its water supply, the Chas urban area 
continued to be supplied by Chas Municipal Corporation from other sources. Hence, 
chances of recovery of dues is doubtful. 

12.3.3.4 N01r11-implernentation of Board/Corporate Office decisions 

(a) Recovery of electricity charges: 

Steel plants procured electricity from the State Electricity Boards (SEBs) concerned/ DVC 
for supply to the townships. The cost of electricity purchased by the plants was 
significantly higher than the amount recovered from the employees. In order to rationalise 
the electricity subsidy, SAIL Board decided (March 2002) that the chargeable rate for 
electricity supplied to the employees in the townships would be at least equal to the 
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minimum of the domestic tariff or the respective SEBs effective from 01 April 2002. 
Review or records revealed that RSP, BSP and BSL had implemented the Board decision. 
DSP started recovery or electrici ty charges as per applicable SEB tariff from 2002 but did 
not carry out subsequent revisions made by SEB since 20 14- 15. At ISP, though tariff was 
revi ed from October 20 16, electrici ty charges were not recovered as per the revised tariff. 
As a result, ISP and DSP extended undue benefits to their employees amounting to 
~7.9 1 crore and ~1.78 crore respectively during 20 14- 15 to 20 16- 17. 

The Management stated (January 2018) that al DSP, electricity charges for executives 
were recovered at the lowest rate or SEB rrom 2002 and for non-executives from 
01 April 20 14 onwards. Electricity charges were being recovered from executives of ISP 
as per DVC rate and for non-executives at ~4.94 per unit as per agreement with recognised 
Workers' Union . 

The reply confirms that the Board decision was not made effective from 0 I April 2002. 

(b) Recovery of water charges 

In view of non-un iformity in water charges fixed by individual steel plants, SAIL 
Corporate Office issued a directi ve (4 August 2016) to levy water charges in the Company 
quarter at the prescribed rates22 with immediate effect. Audit ob erved that BSL and RSP 
had implemented the decision. ln BSP, the rate of recovery in some type or quarter. for 
executives was less than the prescribed rate. DSP did not implement this directive and 
continued to recover water charges at the existi ng rates (between ~20 and no per quarter 
depending on the type of quarter instead of on the basis of BHK). ISP implemented the 
directi ve for it executive employees onl y. 

The Management stated (January 2018) that the quarters in the DSP township had been 
categori sed on the basis of plinth area and not on the bas is or BHK. At TSP, negotiations 
were underway with recognised Workers' Unions to deduct water charge. as per the 
directive. 

12.3.3.5 Transmission and Distribution Loss 

Power plants suppl ied electri city to consumers residing in the townships and for the 
common facilities such as street light , hospital, school, club etc. Each steel plant had 
fi xed norms for transmission and distribution loss. Scrutiny of records revealed that the 
loss at BSL, BSP, DSP and RSP was much higher than thei r respective norms. Four steel 
plants 23 incurred extra expenditure of n7 l .93 crore on transmission and distribution 
losses beyond norms during the period from 20 14-15 to 20 16- J 7. Details are shown in the 
table below: 

22 

13 

I BHK: r.50 per month, 2 BHK: (75 per month, 3 BHK: rl50 per month and 4 BHK & above: 
r250 per month 
Computation of actual loss is not possible due to diff erent rate slabs, therefore calculation has been 
done considering cost of power. ISP management booked all TDL (about 42 per cent to 54 per cent) 
under common facilities hence 110 TDL is shown for ISP 
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Transmission and Distributiolll Losses during 2014=15 to 2016=17 

RSP, Rourkela 50 to 75 
BSL, Bokaro 42 to 52 
BSP, Bhilai 12 to 15 
DSP, Durgapur 10 

JiExc~ss be:y(>nd·:.. · < Loss due.to . 
'~1;~'\'1',l ·hotm ·• ~:01 ~·r:'~ Wrihiicciiri'Ii\~'il'eh~;gy ;:· 

42 to 67 · 193.24 
32 to 41 157.81 
5 to 8 15.35 

3 5.53 

As seen from the table, highest transmission and distribution loss was reported at RSP, 
which ranged from 42 per cent to 67 per cent beyond the norm, followed by BSL with 
32 per cent to 41 per cent. Review of records indicated that: 

In RSP, electricity charges were being collected based on self-declaration of the 
employees or predetermined flat rates, though electricity meters were installed in an the 
quarters. The flat rates fixed on the basis of quarter type was last revised in November 
2009. 

BSL noticed that locals were illegally tapping power supply. The raids conducted to 
control unauthorised drawal of power did not yield results as the teams that conducted the 
raids were manhandled by the illegal consumers. Local Administration had asked 
(February 2016) BSL to prepare a plan to prevent repeat unauthorised connections once 
these had been removed but no such plan had been submitted. As a result, loss due to 
unauthorised usage remained largely unmitigated. 

Audit also noticed the following issues which may be contributing to high transmission 
and distribution losses in BSL and BSP. 

e As per Multi Year Tariff for the year 2013-16 fixed by Jharkhand State Electricity 
Regulatory Commission, domestic consumers who use electricity for non-domestic 
purpose and had assessed load of more than 85.044 KV would come under High 
Tension (HT) consumers. BSL identified only seven HT consumers in its township. 
Since there were several hotels, shops, commercial establishments, hospitals and 
nursing homes being run in the township, it was, likely that the number of HT 
consumers would be much higher. 

s In BSP, about 34000 electromechanical meters were installed in the residential units 
and various public buildings in the township. Majority of these meters were non
functional or sluggish. Hence billing was being done based on standard/ assumed 
consumption which led to revenue loss. Audit noted that till May 2013, BSP 
procured and installed 20000 electronic energy meters replacing the old 
electromechanical meters. Though procurement of another lot of 8000 electronic 
energy meters was proposed in May 2013, the same did not materialise. 

The Management stated (January 2018) that RSP employees were being charged 
electricity based on actual construction from September 2016 onwards. Unauthorised 
power connections in BSL township were being removed to reduce transmission and 
distribution losses. The establishments which required LT to HT conversion in BSL 
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township had been identified and the process of convers ion was underway. In ca e of 
BSP, purchase order fo r 8000 energy meters was placed on 27 November 20 17. 

12.3.3.6 Non-recovery of Property Tax 

Property tax is the annual amount paid by a land owner to the local government or the 
municipal corporation. The munic ipal corporation o f a particular area assesses and 
imposes the property tax annuall y or semi-annually. The tax amount is based on the area, 
con truction, property size, bu ilding etc. Since the plants pay property tax against all the 
buildings in the townshi p including those rented/ lea ed to employees and o thers, the 
proportionate amount pertained to each tenant is requi red to be recovered along wi th o ther 
dues. A test audit o f documents in BSP and DSP revealed the fo llowing: 

• BSP paid n6.27 crore as property tax to Bhilai Nagar Nigam for the period 
20 11 -12 to 20 15- 16. Since the property tax was paid on behalf of the residents of 
the townships, it should have been recovered from them. BSP started raising bi ll s 
on th ird parties (non-employees) for recovery of property tax from June 20 15, but 
it d id not take any dec ision to recover it from its employees, though the 
proportionate share of ex pendi ture against the quarter occupied by its employees 
were signi fica nt as <1 8.37 crore (20 11 - 12 to 20 16-17). 

• DSP did not recover prope11y tax fro m either third parties or its employees though 
it paid <6.69 crore from 2011 - 12 to 20 16- 17. 

The Management stated (January 2018) that property tax paid on behalf of BSP 
employees would be recovered as per Company Policy. 

T he reply is be viewed against the fact that no company-wide policy wa. in place. The 
reply was also sil ent on recovering property tax from the occupants of DSP premi es. 

12.3.4 Conclusion and Recommendations 

12.3.4.1 Conclusion 

The fi ve integrated steel plants of Steel Authority of lndia Limited (SAIL) held a total 
land of I 0 1598 acre. SAIL possessed titl e deeds of onl y 48. 15 per cent o f the available 
land. One steel plant did not posse s title deeds for its enti re land. Audi t noted that 
40 16 acre land was under encroachment while 16492 acre was vacant and unu ed a of 
3 1 March 20 17. Another 8500 acre land was under lea e. About 50 per cent of the 
encroached land was held by one steel plant. 

No signboards/ barbed wire fencing/ compound wall were constructed to prevent 
encroachment, despite Board's directi ves in Jul y 20 15/20 16. The Company did not take 
adequate measures to ev ict the encroachments though it was aware of it and even after 
eviction orde r had been passed by the Estate Court. In a number of cases, ex isting lessees 
of the Company had encroached area outside the leased area and instance were noticed 
where lease holders were running restricted trades or had undertaken unauthorised 
constructi on. Company failed to enter into formal lease agreements with a number of 
lessees while in o ther cases it failed to renew ex isting leases. 
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The townships in the five integrated steel plants had 122814 quarters of which 
13.48 per cent were either vacant, damaged or under unauthori ed occupation as on 
3 1 March 20 17. Estate dues amounting to ~ 144.87 crore were outstanding as on 
3 1 March 20 17 out of which ~94.94 crore was due from private parti es. The Board 's 
decision to recover electricity and water charges from their employees wa not fully 
implemented by steel plants . T ransmiss ion and di tribution losses were far in excess of the 
norms in four steel plants during 2014- 17 resulting in extra expenditure of n7 l.93 crore. 
Two steel plants also ex te nded undue benefits amounting to n6.27 crore and 
~6.69 crore respectively to their employees/ third parties due to non-recovery of 
property tax. 

The financial impact of audit observations worked out to ~596.18 crore. 

12.3.4.2 Recommendations 

Audit suggest the following recommendations for consideration and implementation by 
the Company/plants. 

• Lea e agreements may be entered into/ renewed immediately on allotment of land 
or upon expiry of ex isting lease to avoid non-reali sation of lease income. Effective 
steps may be taken to evict all encroachments and unauthorised occupations of 
Company premises. 

• Computerisation of land records needs to be taken up on an urgent bas is. Efforts 
may be taken to obtain title deeds for all the land pos essed by the Company in a 
time bound manner. Suitable steps may al. o be taken to reconcile title deeds of all 
land owned by the Company and correct discrepancies between records of the 
Company and that of the concerned State Governments. 

• Effective steps may be take n to reduce the tran miss ion and di . tribution losses and 
an action plan may be formu lated progressive ly to achieve the transmission and 
di stribution losses in line with the norms fi xed by each steel plant. 

The matter was re f e1Ted to the Ministry in January 20 18; their reply was awaited 

(February 20 18). 

12.-1 Avoidable expenditure towards payment of stamp duty and registration charges 

Unrealistic projection of production from Taldih mine in the Mining Plan for 
2010-15, led to avoidable expenditure of U 0.79 crore towards payment of stamp duty 
and registration charges by SAIL. 

Steel Authority of India Limited (SAIL) operates captive mines for iron ore which is used 
as a raw material for making steel. The mines are managed by the Raw Materi als Division 
(RMD) of SAIL. Mining Lease (ML-1 30) located at Bonai range in Odisha covers three 
iron ore deposits namely Barsua, Kalta and Taldih. Iron ore has been mined from Barsua 
Iron Mines (BJM) and Kalta Iron mines (KlM) ince 1960s. SAIL decided (2007) to 
develop TaJdih iron ore deposit in order to meet the enhanced require ment of iron ore for 
higher level of hot metal production in futu re. 
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The mjning lea e (ML-130) was renewed (November 201 4) for a peri od of 20 year from 
6 January 2010 to 5 January 2030, through agreement with Government o f Odisha (GoO). 
The stamp duty and registration fee fo r execution of the lease deed were as essed and 
paid as per the GoO Gazette Notificati on (January 20 12), which provided for payment on 
the basis of highest annual production projected in the approved mining plan. The 
approved mining plan for 20 I 0- 11 to 20 14- 15 formed the ba i for this payment. 

SAIL had prepared (April 2008) the min ing plan for ML- 130 for the period 2010-11 to 
20 14- 15 projecting an annual production of 8.05 million tonne (mt) o f Run O f Mine 
(ROM) which included 4.25 mt from Taldih Iron M ines (TLM). The mini ng plan was 
approved by Indian Bureau of M ines in July 2008. Based on the annual producti on 
projections, the company paid (November 2014) stamp duty and registration fees of 
~89.74 crore, out of which the pro-rata amount fo r 20 10- 11 to 2014- 15 for the projected 
production from TIM was ~ I 0. 79 crore24

. 

Aud it observed the fo llowing: 

I . There were a number of pre-requ1s1tes for development of T IM. Mandatory 
clearances would need to be obtained and in frastructure facilities wou ld need to be 
created . A fter approval for the mining plan (July 2008), the Management could apply for 
Environment clearance and Phase- II Forest c learance. Following the clearances, various 
fac ilities would need to be created inc luding construction of approach road, installation of 
primary and econdary crushing unit, washi ng plant, pellet plant, conveyor system, wagon 
load ing syste m etc. T he Fea ibil ity Report prepared (October 2005) by M ECON projected 
a time schedule of 56 months for the completion of major facili ties without considering 
the time required fo r the mandatory clearance . Even considering that the Management 
expected to receive the mandatory clearances by January 20 I 0 and commence work on the 
fac ilitjes immediately afterwards, the development of the mine would take nearly five 
years. As such, the projected annual production of 4.25 mt from TIM over 20 I 0- 15 was 
unrealistic. 

2. During 20 I 0- 15, no mining could be carri ed out at TIM. In the mining plan fo r 
20 15-20 (approved by IBM in Septe mber 20 15), projected production fro m ML-1 30 was 
retained at 8.05 mtpa but that from TLM was reduced from 4.25 mt per annum to 2.05 mt 
per annu m, till the min ing fac ilities could be insta lled at Taldih. Even the lower 
production projected from TIM was on the basis of augmentation of capacity of 
bene fi ciation plant at BIM and temporary transport o f ore by road as agai nst the 
long-di stance conveyor be lt envisaged initiall y. 

3. Production from TIM could actuall y be started in October 20 16 after obtaining 
forest clearance (March 20 13) and environment clearance (March 20 16) with the help o f 
mining equipment from BIM where mining operati ons were topped since May 2014 in 
compliance o f Supreme Coult orders. A meagre quantity of 0. 174 mt of ROM could be 
produced from T IM in 20 16- 17 which is 8 per cent of the projected annual production. 

14 Stamp duty and Registration f ees is n/9.63 crore (after excluding surface rent of m. 75 crore). Stamp 
duty and Registration f ees for one year is (89.63120).= r4.4815 crore. Five years projected production 
f rom Taldih is (2.38 (for the first year)+4.25*4)=19.38 1111. Thus, A voidable expenditure is ( r4.4815 
crore/8.05 mt)*/ 9.38 ml= rI0.79 crore 
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No equipment has yet been procured at T)[M (October 2017). The Hkelihood of achieving 
the production level envisaged in the mining plan 2015-20 at T)[M is remote. Thus, even in 
the subsequent period, company has made unrealistic projection of productiori from T][M. 

The Management replied (December 2017) that the mining plan for ML-130 approved in 
2008 covered the mining lease period 2010 to 2030. It was also stated that grant of forest 
clearance was expected by January 2010 but was actually obtained in March 2013 and that 
any subsequent change of plan may have taken further time for obtaining dearances as 
wen as mirning plan. . 

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

(i) The mining plan approved in 2008 was for the five year period from 2010-H to 
2014-15 and not for the mining lease period 2010 to 2030. 

(ii) The reply is silent on the reasons for projecting production from T)[M in the mining 
plan 2010-15, though it was known that creating the infrastructure facilities at T)[M would 
require considerable time (5 years) even if mandatory clearances were obtained as per the 
Management expectations by January 2010. 

Thus, unrealistic projection of 4.25 mt ROM per annum from T)[M in the mining plan for 
2010-15 resulted in avoidable expenditure of no.79 crore towards stamp duty and 
registration fees. The likelihood of achieving the projected production is remote even for 
the mining plan 2015-20. This reaffirms the audit observation that company incurred 
avoidable expenditure on payment of stamp duty and registration fees due to unrealistic 
projection of production. 

The matter was referred to the Ministry in December 2017; their reply was awaited 
(February 2018). 
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(-~~~-C-HA~PT~E-R~XI_I_I:_MIN~-IS_T_R_Y_O~F-TE~X-TI_L_ES~~~~-J 
National Handloom Development Corporation Limited 

13.J Implementation of Yam Supply Scheme 

13.1.1 Introduction 

The handloom sector is one of the largest unorganised economic sector after agri culture 
and constitutes an integral part of the rural and emi-rural livelihood which provided 
direct and indirect employment to 43.32 lakh of Handloom weavers & allied workers as 
per latest avai lable hand looms censu of India 2009- 10. Government of India (Go I) 
introduced Yarn Supply Scheme in 2011 -12 in continuation of erstwhile Mill Gate Price 
Scheme of 1992 to make available all types of hank yarn at the price in which it was 
available at the Mill Gate to the eligible handloom weavers so as to facilitate regular 
supply of raw materi al to the handloom sector and help utili se the full employment 
potential of the sector. 

The National Handloom Development Corporation (NHDC) Limited wa. set up in 
February, 1983 in pursuance of the imperati ve need for a national level Agency to a . ist 
the speedy development of the Handloom sector by coordinating all actions covering the 
procurement and uppl y of inputs at reasonable price. , augmenting the marketing e fforts 
of state handloom agencies and initiating developmental activities for upgrading the 
technology in the hand loom sector and improving producti vity. NHDC functions under 
the administrative control of the Office of the Development Commissioner (Handlooms). 

Yarn, being the main raw material supplied to the handloom sector, i the highest 
contributor to the turnover of the Company. It contributed 98 per cent of the turnover 
during the period from 20 14- 15 to 201 6- 17, as depicted below: 

(f in crore) 
2016-17 2015-16 2014-15 

Turnover Percentage Turnover Percentage Turnover Percentage 
Yarn 2947.55 98.46 236 1.20 98.14 2 167 .30 97.76 
Dyes and 45 .97 1.54 44.84 1.86 49.48 2.23 
Chemicals 
Fabric - - - - 0.18 0.0 1 

13.1.2 Salien t featu res of Yarn Supply Scheme (YSS) 

Under Yarn Supply Scheme (YSS), fo llowing assistance is provided by the Government 
of India to NHDC on reimbursement basis: 

I. Freight reimbursement for transportation of hank 1 yarn (all types). 
II. Expenses of operating the yam depots. 

Hank is a coiled or wrapped unit of yam 
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111. I 0 per cent Price Subsidy on hank yarn (cotton, silk, wool). 
IV . Service Charges to NHDC as a nodal Company fo r the services provided under the 

scheme. 

As on 3 1 March 20 17, 21 per cent of total hank yarn requirement of hand loom sector was 
fulfilled by NHDC for which the financial assistance received by NHDC from the 
Government of India during the years 20 14- 15 to 20 16-17 was as under: 

(~in crore) 
Year 10 per cent subsidy Transportation and Service charges to Total Assistance 

depot charges NHDC 
20 14- 15 102.68 64.25 49.96 2 16.89 
20 15- 16 92.75 76.4 1 53.00 222. 16 
20 16- 17 141.73 92 .89 68. 10 302.72 

13.1.3 System of Supply of yarn to Handloom Weavers 

The system of supply of yarn to Handloom weavers/other user agencies from the supplier 
mills through NHDC is as per now chart given below: 

Indent 

NHDC 

13.1.4 Audit Objectives 

Individual weavers/ 
other user agencies 

\ 
Indent ~ 

Yarn Supply 

Depots Operated by 
NHDC/ User agencies ~ Yarn 

Supply 

Purchase 
orders 

The objectives of audit were to a e : 

Yarn 
Supply 

(i) Whether the handloom weavers in all parts of the country were adequately 
covered; 

(ii) Whether sufficient infrastructure wa created for timely supply of yarn to weavers 
/users agencies; 
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(i ii) Whether uffic ient public ity wa made for creating awareness among the 
handloom weaver ; 

(iv) Whether suffi cient mar keting facilities were provided to the hand loom weavers; 

(v) Whether a monitoring mechanism was in place in the Company to ensure time ly 
supply of yarn and ensure effecti ve implementati on of the Sche me. 

13.1.5 Audit Scope, Sampling, criteria and Methodology 

Audit covered the im plementation o f the scheme for the past three years i.e. from 201 4- 15 
to 20 16-17 in nine states2 viz. Raj a than, Haryana, Punjab, De lhi , Uttar Prade h, Andhra 
Pradesh, Tamil Nadu, Odi ha and A am out of twenty-nine tates and one Union 
Territory (Puducherry), where the YSS was implemented during the e years. Benefi ciar y 
verification3 was also done in five states viz. Tamil Nadu, Odisha, Rajasthan, Punjab and 
Haryana. 

Aud it examined the records at the Head Office/ Corporate Office and Regional Offices of 
the Company covering the implementati on of the schemes on the ba i of cheme 
guidelines, report of the Steering Committee on Handlooms and Handicrafts constituted 
for the twelfth Fi ve Year Plan (20 12-20 17) and handlooms census 2009- 10. 

13.1.6 Audit Findings 

13.1.6.1 Inadequate coverage of handlooms 

As per the operational guidelines of the YSS, the Company would verify the looms and 
co llect the relevant data for handloom weaver cooperative societies and handloom 
ex porter registered with Handloom Export Promotion Councils. The State Governments 
would verify and collect the data with regard to Se lf Help Groups, Joint Liabili ty Groups, 
weaver entrepreneur and individual handloom weavers. For the purpo e of giving yarn 
subsidy, the quantity of hank yarn supply to a weaver or to an eligible agency was to be 
restricted in terms of number of handlooms. Yarn passbooks were to be issued to all 
eligible individual weavers/agencies to record the quantity of yarn supplied . 

The details of geographical distribution of worki ng looms as per census data and coverage 
of handlooms, issuance of passbook upto 3 1 March 2017 are given in Annexure-XV. 

Audit analysis revealed that the coverage of handlooms under the cheme was not 
commensurate with the number of handlooms as detail ed below: 

J 

• Coverage of loom under the Scheme ranged from 0 .10 per cent to 25 per cent 
in 13 states, 26 per cent to 50 per cent in 5 states and more than 50 per cent in 
6 states. 

Selection of States was made based on volume of sales by NHDC in 30 States/UTs. For this, State 
wise sales was arranged in descending order and four states were selected from top I 0 states, 3 states 
were selected from middle 10 states and two States were selected from bottom JO States on simple 
random sampling basis 
282 individual weavers I 111 Societies/exporters/other user agencies 
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The coverage of looms was very poor in North Eastern States except Sikkim, i.e. 
Nagaland, Tripura, Arunachal Pradesh, Mizoram, Assam, Meghalaya and Manipur 
which ranged from 0.10 per cent to 6.66 per cent though these states were having 
65 per cent of total handlooms of the country. Although emphasis was to be given 
to the weavers/user agencies located in the North Eastern Region as per the 
scheme guidelines, the Company was not able to give adequate coverage to the 
handlooms in the North Eastern States. 

The Company stated that passbooks were issued to all eligible agencies and individual 
weavers by the Company as per scheme guidelines. So far as coverage in North Eastern 
States was concerned, there was no manufacturing mill in the north eastern region and 
transportation facilities there were also not adequate. However, the Company also stated 
that it was exploring the facilities to enhance the supply of yarn in North East Region. 

13.1.6.2 Low coverage of individual weavers 

The individual weavers covered under the scheme either worked from their home 
independently by buying yarn directly from NHDC depots or they were registered with 
the Co-operative Societies, Exporters/Weaver Entrepreneurs on job work basis. Out of 
total 23.77 lakh loom as per census 2009-10 (Annexure-XV), 4.58 lakh looms were 
covered under the scheme upto 31 March 2017. This comprised of 2.08 lakh handlooms 
(45.41 per cent) of individual weavers and 2.50 lakh handlooms (54.59 per cent) of 
Societies/ Exporters/Weaver Entrepreneurs 

The user agency wise details of disbursement of 10 per cent subsidy are g:i.ven at 
Annexure XVI A, XVI Band XV][ C respectively. 

Audit analysis of the state wise and user agency wise details of disbursement of 10 per 
cent subsidy during the years 2014-15, 2015-16 and 2016-17 revealed that out of a total 
subsidy of ~337.16 crore (~102.68 crore, ~92.75 crore and n41.73 crore respectively), 
only ~0.85 crore (~0.32 crore, ~0.05 crore and ~0.48 crore respectively) was disbursed to 
individual weavers. Share of total subsidy passed on to individual weavers during 2014-15 
to 2016-17 was 0.31, 0.06 and 0.34 per cent respectively. 

The low coverage of Individual weavers under YSS was mainly due to: 

• Lack of sufficient infrastructure facilities 

• Lack of awareness of the scheme among weavers due to inadequate publicity 

• Lack of marketing facilities 

Low coverage due to above reasons is discussed in detail in subsequent paragraphs. 

A. Inadequate infrastructure facilities 

A.1 Inadequate operation of Depots by NHDC 

Considering the constant problems faced by the handloom weavers in obtaining timely 
supplies of yarn in remote, interior and distant places, Clause 6 of YSS envisaged that 
yarn depots were to be operated to facilitate timely supplies of yarn. During XIl plan 
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period (201 2-20 17), the Company was to set up more yarn depots with better and wider 
spatial di stribution to solve the problem of delay in supply of yarn. 

Aud it observed that the Company operated 18 Warehouses/Depots till 20 13- 14 when the 
scheme was made operational, but no warehouse/depot was opened subsequentl y. 

A.2 Finalisation of MoU parameters 

T he target for increase in the number o f yarn depot wa. incorporated as a param eter in 
the Memorandum of Under Landi ng (MoU) signed between the Company and the Ministry 
of Textiles upto the year 201 3- 14, but the same was di scontinued in the Mo Us from the 
year 2014- 15. Hence, the evaluation o f the Company since 20 14- 15 wa done by the 
Ministry of Tex til e without this parameter. No recorded justi fication fo r d i continuance 
of thi s parameter was made available to aud it. 

T he Management replied that MoUs were prepared as per guideli nes of Department of 
Public Enterpri ses (OPE) and targets were achieved accordingly. 

The reply of the Management is to be viewed in the light of the fact that as per MoU 
evaluation process prescribed by OPE, choice of indi vidual non-fin anc ial parameter was 
left to the combined wisdom of the C PSE, Admini trative M ini try and the Task Force. 
Further, all parameters were required to be SMART (i.e. Specifi c, Measurable, Atta inable, 
Re ult-oriented, Tangible) and objecti vely verifi ab le. S ince the operations of Yarn Depots 
was an important e lement of YSS and was in line with the above mentioned parameters 
i.e. SMART and objecti vely verifiable, discontinuance o f the same wi thout any recorded 
reason was not justifiable. 

A.3 Disproportionate allocation of Depots 

A total number of 935 depots were being operated by the U er Agencies/NHDC 
th roughout the country as on 3 1 March 201 7, to cover 28,68,3 19 number o f handloom 
weavers as per Handloom Weaver In formati on System (HWIS) o f Ministry of textiles, 
Govt. of India (Annexure XVII). In this regard, it wa ob erved that: 

• Num ber of depots set up in the States were not proportionate to the number of 
eligible Hand looms/weavers in that state. In the States o f Bihar and Rajasthan, 
onl y two depots in each State were being operated to cover 25,5 10 and 22,841 
hand loom weavers respectively i.e. one depot to cater 12,755 and I 1,42 1 
handloom weavers re pecti vely, whereas in the States of Tamil Nadu and Uttar 
Pradesh 230 and 156 number of depots were being ope rated to cover 2,22,90 I 
and 1,24,949 handloom weavers respectively i.e. one depot to cater approximately 
970 and 800 handloom weavers respecti vely in the c two tales. 

• Out of 935 depots, only 128 depots were in NER States4
, though 59 per cent of the 

total hand loom weavers were in these states. Assam having large t (44 per cent) 
number of handloom weavers (1 2,5 1,8 16) had onl y 25 depots i.e. more than 
50,070 weavers were to be covered by each depot. Further, there was only one 

Arunachal Pradesh, Assam, Mauipur, Mijoram, Meghalaya, Nagaland, Sikkim and Tripura 
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depot in the state of Nagaland, despite having 6 1,673 number of handloom 
weavers. 

There was no depot facili ty in 30 di tricts including 25 di tricts in the North 
Ea tern states (Assam- 12, Arunachal Pradesh-3, Mizoram-3 and Nagaland-7) out 
of I 05 di stricts in 9 states5 having 50006 or more weaver . The distance from the 
nearest depots available to these 30 distri cts was ranging fro m 24 kms to 334 kms. 
District wise detail s of nearest depots available is given in Annexure XVII A. 

Forty six per cent of the individual weavers surveyed, stated that they did not have 
any depot within 20 km. of their location. 

The M anagement stated that the Depots were a llo tted to the user agencies on receipt of 
applications after verifying the ir e ligibility as per the prevalent process of the Company 
within the budget limits. 

The reply has to be viewed against the fact that it was the responsibility of the Company 
also to set up depots as envi aged in the Scheme. In the absence of depot faci lity, the 
weavers procured yam from the open market and could not ava il the benefits of YSS. 

A.4 Non appointment of persons in major clusters 

As per C lause 5.3.2 of YSS, in order to reduce the delivery period and supply smaller 
quantiti e as well to the handloom weavers/agencies in lesser time, the Company wa 
requi red to appoint one person each on contractual basis at 50 to 75 major clusters, who 
would collect the indents from the handlooms weavers in that cluster, ubmit the same to 
the neare t NHDC warehouse in the state and di stri bute the yarn to the concerned 
handloom weaver with the relevant invoice and collect the balance payment, if any. 

Audit ob erved that the Company did not engage an y person in any state, even in I 8 
warehou e /depots operated by the company, to cater to handloom weavers as envisaged 
in the scheme. 

The Management replied that as per practice the indents were being received through 
branch o ffi ces, emails, mobile applicati ons, fax, SMS and other electronics modes to 
speed up the supplies of yarn . Further the documents for suppl ies were also being 
forwarded to user agencies in the ame manner. At present ERP system implemented in 
the Company takes care of indenting by user agencies, payment made through mobile app 
& internet banking and supply thereto. Moreover, the user agenc ies can track their 
order/supplies positions through ERP system and E-dhaga mobile app. 

The reply is not tenable because user agencies particularly indi vidual weavers in remote 
areas may not have access/knowledge about the mobile app and internet banking system 
which i evident from fact that coverage of individual weavers wa very low as discus ed 
under Para 13. 1.6.2. 

5 

6 
Tamil Nadu, UP, Rajasthan, West Bengal, J&K, Assam, Arunachal Pradesh, Miwram and Nagaland 
As per Comprehensive Handloom Development Scheme, Financial Assistance is provided to clusters 
having 5000 handlooms per cluster 
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A.5 Non operation of Mobile Vans 

Clau e 7 of the operational guidelines of YSS requires that to reach the weaver in remote 
area , user agencies/the Company needs to operate mobile vans periodically, so that 
weavers were not affected due to non-avail abil ity of yarn . Upto 40 mobile vans could be 
operated in uch a manner that faci lity of at lea t one mobile van wa avai lable in each 
state. 

Audit observed that no mobi le vans were deployed in any state (even in North East tates) 
which would have facili tated reaching out to the weavers especiall y in the remote areas 
thereby minimising the delay in supply of yarn from the depot to the weavers . 

The Management a sured that if necessary, the yarn supply through mobile van would be 
operated. 

B. Lack of awareness of the scheme among weavers due to inadequate publicity 

Clause 9 of the operational guideline of YSS tipu lates that focused publicity of the 
scheme was to be done through newspapers in vernacular languages. printing and 
di tribution of pamphlet and hand bi ll , pasting of po ters, wall paintings and Buyers
Sel lers Meet etc. 

Audit ob erved that the expenditure incurred on Publicity and Bu ines Promotion by the 
Company during the years 20 14-15 to 20 16- 17 wa ~11.27 lakh, n3.74 lakh and 
n9.88 lakh respectively, mainly for organising 16 Buyer seller meet . No other modes 
uch as publicity in new paper in vernacular languages, printing and distribution of 

pamphlets and hand bills, pasting of po ter etc. were used which would have been more 
useful in creating awarene s of the scheme amongst weavers in rural and remote area . 

The Management replied that publicity of scheme is avail able on the web ite of the 
Company/Mini try of Textiles/Development Commissioner (Handloom ) etc. Further, the 
Company has organ ised sensitisation programme in various States. Management also 
as ured that if necessary to create further awareness among weavers about the cheme, the 
more expenditure on publicity and awarene s would be done. 

While utility of above modes of publicity adopted by the Company i not denied, audit 
would suggest that the Company should adopt other method of publicity to create 
awareness of the scheme amongst weaver in remote areas keeping in view low coverage 
of individual weavers. 

C. Lack of marketing facilities 

One of the Corporate objectives of the Company was to take up development programmes 
so as to contribute to increasing the awareness of chemes/products and marketing 
avenues etc. Further, the activities of the Company as per YSS were intended to create 
marketing opportunities for higher output. 
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Audit observed that during the year 2016-17, the Company organised 16 Buyer seUer 
meets (3 in North eastern regions and 13 in other than NER) and 21 silk fab exhibitions7 

out of which only one was held in North Eastern States, 3 wool fab exhibitions at 
Lucknow, Bhopal and Jabalpur and one national expo exhibition at Ahmedabad wherein 
only cooperative Societies were provided space for exhibiting their finished goods. The 
Company did not provide any platform for marketing the handloom products of .individual 
weavers. Therefore, the individual weavers had to depend on the master weavers and 
handloom societies for marketing their products. 

The Management has replied that the corporation was providing research and 
developmental activities of new product by using different kind of yam for the benefit of 
handloom weavers and commencement of fabric business from cluster by opening 
Handloom Fabric Division & extend market aggregator. The corporation was providing a 
niche marketing platform to weavers for development of products as well as extending 
marketing support for sale of their product. 

The reply is not tenable as the Company provided marketing facilities to the Cooperative 
Societies only and not to the Individual Weavers to sell their own products and get 
benefits of the Scheme. 

13.1.6.3 Reimbursement of depot charges to exporters 

The Recommendations of the Steering Committee on Handlooms and Handicrafts 
Constituted for the twelfth Five Year Plan (2012 - 2017) specifically stated that thrust 
should be to make yam available at competitive prices to handloom weavers only and care 
should be taken that support was not cornered by exporters, merchants, etc. 

Audit observed that exporters were operating most of the depots in Haryana and Tamil 
Nadu. Out of 93 depots in Haryana, 89 depots (96 per cent) were operated by exporters. 
Similarly, in Tamil Nadu out of 230 depots, 101 depots (44 per cent) were operated by 
exporters. They received yarn from the Company for their own consumption and operated 
depots in their own premises which were in urban areas. The exporters daimed 
reimbursement of depot charges of <'53 .68 crore during the years 2014~ 15 to 2016-17. 

The Management replied that Reimbursement of depot charges to the exporters was made 
as per the guidelines lines of YSS. 

While it is correct that exporters were also covered as beneficiaries under the scheme 
guidelines, non-availability of adequate number of depots to the individual weavers in the 
above states defeats the main objective of operating of Yarn Depots which was to provide 
the timely supplies of yarn in remote, interior and distant places)ci the Handloom 
Weavers. 

7 Mumbai, Ahmedabad, Ernakulum, Surat, Jabalpur, Kolkata, New Delhi, Bengaluru, Chandigarh, 
Coimbatore, Lucknow, Indore, Hyderabad, Bhopal, Patna, Pune , Guwahati, Vijayawada, Raipur, 
Jammu and Bhubaneshwar 
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]_JJ_.6.4 _ Dellay nllll deiivery off Ya:r!lll beyrnrull th, §tiiplllliatedl Dellivery pell"lloidl 

As per process explained in Figure-1 under Para 3, handloom weavers/user agencies place 
indent on depots operated by NHDC/other user akencies which are forwarded to regional 
offices of NHDC. On receipt of these indents, NlBIDC places purchase orders on Supplier 
Mills. These miHs then deliver the yarn directly to the indenters and send invoices to the 
Company. As per clause 5.3 of YSS, this proc~ss involves a normal delivery period of 
10-15 days from the mills in the southern states to the handfoom weavers/user agencies in 
northern states and 30-60 days in North Eastern S~ates. , 

I 

The Company being the facilitator for supply of yarn to the weavers needed to dosely 
monitor the delivery of yarn within the prescribJd time limit. Audit, however, observed 

I -

that the mills did not supply yam to the user !agencies within the delivery period as 
stipulated in the scheme. The Company also did ~ot monitor the delivery of yarn to ensure 
timely supply to the weavers. Resultantly, the mi~ls unduly delayed the supply of yarn in 
55.93 per cent of total purchase orders placed ip 2016-17. fu respect of North Eastern 
States, 67 per cent of purchase orders placed \}'ere delayed. The state wise details of 
instances where the delivery time was more tlh.an the stipulated time are detailed in 
All1lllllteXlllllt"e XVJ[[J[. This delay has been worked dut with reference-to difference between 

- I 

indent date and Lorry Receipt date after deducting normal delivery period as per YSS. 
Audit further observed that ERP system of the Company does not contain any field to 
capture Goods Receipt Note (GRN) date, in the I absence of which, further defay on the 
part of transporters could not be ascertained. j 

I 

The Management replied that some of the big akencies and exporters were giving their 
bulk requirement as per their production plan and! supply was arranged periodically as per 
their requirement. So far as other users were conqerned, the delay was caused mainly due 
to production plan of the manufacturing mills. At present in the ERP system, a provision 

I 

was made for the facilitation of miUs, wherein t)J.e miHs can take directly the details of 
purchase orders issued and also they can fill the ~ata of their supply shipments. Hence in 
future the delivery period wiH be reduced. 1 

i i 
I i 

The reply is not tenable as there were no conditions stipulated in the Purchase orders 
which aUowed the Mills to supply the yar1n as per production plan of buyer 
agencies/exporters as the whole quantity order~d was required to be supplied within 
15 days. So far as reply regarding delay due to Pfoduction plan of manufacturing mills is 
concerned, as per YSS, NHDC was required to draw up a viable procurement plan much 
in advance, to ensure that the supplies were maqe without interruption from the nearest 
mills situated in the same or nearby states. How1~ver, NHDC had no system in place to 
monitor timely supply of yarn by the Mills to th~ user agencies, in th~ absence of which, 
ihe User agencies were deprived of timely supply ff yarn in most of the cases. 

].3.1.6.5 Viofatiollll of Yarn Supply Scheme ].irn lrespect of placemeIDJ.tt of nlllldellllts 
I 

. I 

Clause 10.6.4 of Yarn Supply scheme stipulates that the indent of the individual 1weavers 
and other eligible agencies would be routed throt\gh depot operating agency. For placing 
ilie indent with NHDC & affecting the supplies t~ough depot, the depot operating agency 
would maintain the proper records, which could be verified by the NHDC on random 
. . - I _·-

basis. 
1 

-
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However,· test check of records pertaining to Regional Office Varanasi of the Company, 
revealed that seven co-operative societies in the districts of Barabanki, Moradabad, 
Ambedkar Nagar and Sitapur, which were not operating yam depots, directly placed 
indents of other weavers along with their own indents during 2016-17. The Company, 
instead of directing these co-operative societies to advise individual weavers to route their 
indents through depots of the Company/user agencies in these districts, accepted these 
indents of individual weavers and supplied yam to them in violation of YSS. 

The Management stated (December 2017) that the supply has been arranged to the 
individual weavers through societies who were not having the depots as per the dause 
10.4 and 10.6 of YSS scheme. The yam has been supplied to an individual handloom 
weaver as per the clause 10.4 (2) and 10.6 (5) of the scheme i.e. the subsidised yam will 
be supplied either to an individual handloom weaver or to his agency but not to both. 

Reply is not tenable because the clause 10.4 and 10.6 of YSS, are regarding .eligible 
quantity & type of Yarns to be supplied and general guidelines for supply of yarn 
respectively. Clause 10.6.4 of Yam Supply scheme is specifically for placement of indents 
and record keeping which categorically states that all the indents are to be routed through 
depots. Consequently, the Company could. not exercise any control over the genuineness 
of the supply of yam to the individual weavers on whose behalf the societies placed the 
indents. Further, the envisaged purpose of operating depots remained unachieved as there 
was no sale in the yam depots operated by the Company in 2016-17 in Moradabad and 
Sitapur districts. 

13.1.6.6 Deficiencies in the ERP system 

The Company maintained all records relating to supply of yam in Tally software. The 
Company installed new ERP system in 2016-17 and the same was in stabilisation stage 
(March 2017). The Company fixed the monthly quota of yam against each passbook 
holder under the 10 per cent yam subsidy scheme by maintaining an agency master in the 
system. Detailed examination of 105 sales invoices for supply of yam made under 
10 per cent Subsidy Scheme to Madina Handloom Wvrs Coop Society during the year 
2016-17 under RO Varanasi of the Company revealed that quantity of yam supplied as 
appearing in the Sales invoice did not match with the quantity of yam shown as supplied 
to individual weavers in the list attached with the sales invoice. In three instances, the 
quantity of yam showed to be issued to individual weavers was more than the quantity 
indicated in sales invoice whereas the same was less in 8 cases (Annexure XIX). This 
was an indication of improper maintenance of data on the basis of which subsidy on the 
supply of yam was claimed. 

The Management stated (December 2017) that the indent was received from individual 
weavers from depot operating agency as per the guidelines of YSS 10.6.4 and processed 
accordingly in the ERP system. As observed by audit, the quantity of yarn supplied to 
individual weavers was not matching with the sale invoice. However, the same was 
matching with indent available in the ERP system. So there was no excess or less supplies 
as per the indent placed by the individual weavers through depot operating agency. 

Reply is not tenable because the quantity of yam supplied to individual weavers was 
required to be matched with sales invoice to ensure the genuineness of supply of yarn to 
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I 
I 

the individual weavers. As there was a differency between invoiced quantity and quantity 
shown to have been supplied, the correctness of quantity of yam supplied could not be 
ensured. Further, with the existing ERP system I of the Company, the individual weaver 
wise sale report of yam particularly in case of thbse who were getting yam through depot 
operating agencies, could not be generated as thtj sale of yam to those individual weavers 
were booked under the sale of depot operating ~gencies. Consequently, the supply made 
by the depot operating agency to individual weavers could not be verified from the ERP 
system. 

13.1.7 Conclusion 

The envisaged objectives of Yam Supply schemy were not fully achieved since only 4.58 
lakh handlooms were covered under the scheme out of 23.77 lakh handlooms in the 

I . 

country as per census 2009-10. Majority of ~hare of subsidy was passed on to the 
exporters and large Co-operative societies rathe~ than to individual weavers even though 
they own 45 per cent of the handlooms in the cm~ntry. The main reasons for low coverage 
of the individual weavers were insufficient infrastructure facilities such as depots, mobile 
vans etc., lack of publicity and awareness abocit the scheme and inadequate marketing 
facilities. Resultantly, the individual weavers w~re deprived of the benefit of purchasing 
smaller quantity of yam from the nearest deppts in the minimum delivery time and 
remained dependent on the master weavers and ~andloom societies for marketing of their 
products. During 2014-15 to 2016-17, the Conwany reimbursed {53.68 crore as depot 
charges to exporters registered as beneficiaries i~1 Haryana and Tamil Nadu though these 
exporters were using all the yam for their internal consumption without any further supply 
to individual weavers. The monitoring mechani~m was not effective, which resulted in 
delay in supply of yam. 

13.1.8 Recommendations 

Audit recommends that the Company may consid~r: 
! 

0 Devising a suitable strategy to cater to the needs of handloom weavers in North 
Eastern region and other under-fed areas. 

(ll Giving priority to operate mobile vans for timely supply of yam from depots to 
I 

weavers. · 

19 Increasing number of depots especially in the areas having more concentration of 
weavers. 

e Increasing awareness of the scheme py using various modes of publicity 
prescribed under Scheme guidelines to ~nsure adequate coverage of individual 
weavers and providing sufficient avenues' to these weavers for marketing of their 
products. 

I 

The matter was referred to the Ministry in D~cember 2017; their reply was awaited 
(February 2018). 
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CHAPTER XIV- RECOVERIES AND CORRECTIONS/ 
RECTIFICATIONS BY CPSEs AT THE INSTANCE OF AUDIT 

Airports Authority of India, Airline Allied Services Limited, Bharat Coking Coal 
Limited, Bharat Heavy Electricals Limited, Export Credit Guarantee Corporation 
of India Limited , Heavy Engineering Corporation Limited, Hindustan Petroleum 
Corporation Limited, HMCT & AN, Mineral Exploration Corpora tion Limited, 
National High\\ays Authority of India , National Insurance Company Limited, 
NBCC(I) Limited , Northern Coalfields Limited, New India Assurance Compa ny 
Limited , NHPC Limited, Ne" Ma ngalore Port Trust , Rashtriya Ispa t Nigam 
Limited , Bhilai Steel Plant-SAIL, United India Insurance Company Limited and 
Western Coalfields Limited 

I .J. I Recm•t1rie\· at the imtance <~(mu/it 

In 25 cases pertaining to 20 CPSE , audit pointed out that an amount of ~96. 78 crore was 

due for recovery. The Management of CPS Es had recovered an amount of n2. I 0 crore 

(74.50 per cent) during the period 20 16- 17 as detailed in Appendix-I. 

Heavy Engineering Corporation Limited, Indian Oil Company Limited , BPCL a nd 
National Highways Authority of India 

1./.2 Corrections!rectificatitm\ at tile imta11c1• of audit 

During test check, cases relating to violation of rules/regulations and deficiencies in the 

system were observed and brought to the notice of the Management. Details of the cases 

where corrective action was taken or changes were made by the Management in their 

rules/regulations, etc. at the instance of audit are given in Appendix-II. 
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[ CHAPTER XV l 
Follow-up on Audit Report~ (Commercial) 

Audit Reports of the CAG represent the cul mination of the process of scrutiny of accounts 
and record. maintained in various offi ces and departments of PSUs. It i , therefore, 
necessary that appropriate and timely re ponse is elicited from the executive on the audit 
findings included in the Audit Reports. 

The Lok Sabha Secretariat requested (Jul y 1985) all the Ministries to furni h notes (du ly 
vetted by Audit) indicating remedial/corrective action taken by them on various 
paragraphs/appraisals contained in the Audit Reports (Commercial) of the CAG as laid on 
the table of both the Houses of Parliament. Such note were required to be . ubmitted even 

in respect of paragraphs/appraisals which were not selected by the Committee on Public 
Sector Undertakings (COPU) for detailed examination. The COPU in its Second Report 
( 1998-99-Twelfth Lok Sabha), while reiterating the above instructions, recommended: 

• Setting up of a monitoring cell in each Ministry for monitoring the ubmission of 
Action Taken Notes (ATNs) in respect of Audit Reports (Commerc ial ) on 
indi vidual Public Sector Undertakings (PSUs): 

• Setting up of a monitoring cell in Department of Public Enterprises (OPE) for 
monitoring the submiss ion of A TNs in respect of Reports containing paras relati ng 
to a number of PS Us under different Mini . tries: and 

• Submis ion to the Committee, wi thin six months from the date of pre entation of 
the relevant Audit Reports, the follow up TNs du ly vetted by Audit in respect of 
all Reports of the CAG presented to Parliament. 

While reviewing the follow up action taken by the Government on the above 

recommendations, the COPU in its First Report ( 1999-2000-Thirteenth Lok Sabha) 
reiterated its earlier recommendations that the OPE should set up a separate monitoring 

cell 111 the OPE itself to monitor the follow-up action taken by various 
Ministries/Departments on the observation contained in the Audit Reports (Commercial) 
on individual undertakings. Accordingly, a monitoring cell is funct ioning in the OPE since 
August 2000 to monitor the follow up on submiss ion of ATNs by the concerned 
administrative Ministries/Departments. Monitoring cells have also been et up within 
the concerned Mini trie for submi ion of ATNs on variou Repons (Commercial) of 
the CAG. 
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A review in Audit revealed that despite reminders, the remedial/corrective ATNs on 
55 transaction audit/compliance audit paragraphs/reviews contained in the last five years' 
Audit Reports (Commercial) relating to the PSUs under the administrative control of 
various Ministries, as detailed in Appendix-III, were not received by Audit for vetting. 

New Delhi 
Dated : 13 April 2018 

New Delhi 
Dated : 13 April 2018 

(Ashwini Attri) 
Deputy Comptroller and Auditor GeH!lerail 

and Chairman, Audit Boa!l"d 

Countersigned 

(Rajiv Mehrishi) 
Comptroller and Auditor General of I:ndila 
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Name of Ministry/ 
Department 

Civil Aviation 

Civil Aviation 

Civil Aviation 

Coal 
Coal 

Coal 

Commerce and 
Industry 
Finance 

Finance 

Appendix-I 
(Referred to in Para 14.1) 

Recoveries at the instance of Audit during 2016-17 

Name of the CPSE Audit observations in brief 

Airports Authority of India Irregular payment to Mis Life Lime 
Travels 

Airports Authority of India Under recovery of electricity charges 
from employees 

Airline Allied Services Irregular/ excess Payment to contractor 
Limited 

-
Northern Coalfields Limited Excess payment to Forest Department 
Western Coalfields Limited Non recovery of transport charges from 

customers 
Bharat Coking Coal Limited Loss due to non-charging of Surface 

Transport charges 
Export Credit Guarantee Irregular Settlement of Claim of~ 96.90 
Corporation of India Limited lakh to Mis. H.B. Gum Industries. 
United India Assurance Due to absence of monitoring 
Company Limi ted mechanism, UIIC failed to assess and 

promptly recover claims amounting to 
~I 0.79 crore from Reinsurer. 

The New India Assurance Cases pertaining to excess settlement of 
Company Limited claim, Incorrect Payment of profit 

commission, recovery from Third Party 
Administrators and Administrati ve 
officers 
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(Amount ~ in lakh) 
Amount of Amount 

recovery recovered by 
pointed out by the 

Audit Management 
1.95 9.63# 

4.00 4.00 

6.66 5.00 

1874.29 259.99. 
1662.00 1587.00 

1088.00 I 055 .00 

96.91 5.41 

1079.00 1073.00 

7.97 7.97 
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Finance National Insurance Company Pending recovery from resigned/ retired 8.12 7.20 
Limited employee arid parties 

Heavy Industries Bharat Heavy Electricals Unwarranted excess payment made to 451.65 458.02# 
Limited Mis Alstrom amounting to ~ 451.65 

lakh due to inclusion of training charges 
in the billing breakup applicable for 
material supply 

Heavy Industries Bharat Heavy Electricals Non recovery of electricity charges from 6.37 6.37 
Limited employees 

Heavy Industries Heavy Engineering Non adherence of DPE guidelines 3.43 2.05 
Corporation Limited resulting in short recovery of transport 

Charges 
Heavy Industries Heavy Engineering Loss of rent due to possession of extra 2.41 2.41 

Corporation Limited land by school 
Heavy Industries Heavy Engineering Irregular payment of DA in foreign 21.00 7.00 

Corporation Limited tours in violation of DPE guidelines 
Housing and Urban NBCC(I) Limited Excess payment/ Non recovery of 10.74 13.06# 
Affairs amounts from contractor 
Mines Mineral Exploration Non deduction of professional tax 8.00 24.00# 

Corporation Limited 
·Petrofoum --

Hindustan Petroleum . Loss due to lack of Internal Control 9.12 
- --

& 9.12 
Natural Gas Corporation Limited 
Power NHPC Limited Irregular Payment towards employers 1858.00 989.39 

share of EPF contribution on leave 
encashment 

Road Transport and National Highway Authority Non recovery of premrnm from 292.00 343.00# 
Highway of India concessionaries 
Shipping New Mangalore Port Trust Non recovery of dredging cost in respect 75.00 75.00 

of Captive Jetty 
Steel Rashtriya I spat Nigam Excess payment of discount to MoU 8.10 8.10 

Limited customers 
Steel Bhilai Steel Plant, SAIL Short recovery of entry tax 8.65 8.73# 
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Steel Bhilai Steel Plant, SA CL A voidable lo ss due to disallowance of 1092.00 1247.00# 
cenvatable taxes on delayed completion 
of projects 

Touri sm HMCT&AN Non real izatio n of a mount from IOCL 3.00 3.00 
for consultancy work 

TOTAL 9678.37 7210.45 
* In addition, an amount of n21.33 lakh was recovered till October 2015 and included in Audit Report No.15 of 20 16 (Vol. I) . Similarly, 
~232. 17 lakh was recovered til l July 2016 and included in Audit Report No. 9 of20 17. 
# Audit pointed out recovery on a test check basis and Management has further reviewed the similar cases and carried out the recovery 
accordingly. 

197 



Report No. 11 of2018 

Name of Name of the 
Ministry/Department CPSE 
Heavy Industries Heavy 

Engineering 
Corporation 
Limited 

Petroleum and Natural Bharat 
Gas Petroleum 

Corporation 
Limited 

Petroleum and Natural Indian Oil 
Gas Company 

Limited 

Road Transport and National 
Highway Highway 

Authority of 
India 

Road Transport and National 
Highway Highway 

Authority of 
India 

Appendix-II 
(Referred to in Para 14.2) 

Corrections/Rectifications at the instance of Audit 

Audit observations/suggestions in brief Action taken by the Management 

Non adherence of OPE guidelines Management has started deducting 
resulting in short recovery of transport transport charges from employees 
charges 

Delay in receipt of rent from various Payment method has been changed from 
facility centers cheque to RTGS/ NEFf mode 

Deficient Tender document which The company has amended its tender for 
required the bidder to quote price selection of process licensor by including 
including taxes. therein a uniform clause for Taxes and 

Duties. The amounts in the bid are now 
invited net of any taxes and duty. 

Non Deduction of Professional tax Management has started deducting 
professional tax from the employees 

Non installation of electric meters at Management has insta lled the electric 
Campus of Ohan bad for residential meters at residential quarters. 
Quarters 
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Appendix-III 
(Ref erred to in Chapter XV) 

Statement showing the details of Audit Reports (Commercial) upto to 2017 
for which Action Taken Notes were pending 

No. & year of Name of Report Para No. 
Report 

Ministry of Chemicals and Fertilizers 

9 of2017 Compliance Audit Para 6.1 
15 of 20 16 Compl iance Audit Para 6. 1 & 6.2 
13 of 2014 Compliance Audit Paras 2.2 
13 of 2013 Compliance Audit Paras 8. l 

Ministry of Civil Aviation 

9of2017 Compliance Audit Para 2.2, 2.4 & 2.5 
15 of20 16 Compliance Audit Para 2.4 
2 1of 2015 Compliance Audit Para 2. 1,& 2.2 
l 3 of 201 3 Compliance Audit Paras 3. 1 

Ministry of Coal 

9of20 17 Compliance Audit Para 3.1, 3.2, 3.4, 3.5 & 3.6 
15of2016 Compliance Audit Para 3.1 & 3.2 
2 1 of 2015 Compliance Audit Paras 3.2 

Ministry of Finance (Department of Financial Services-Insurance Division) 

9 of20 17 Compliance Audit Para 7. 1 
2 1 of2015 Compliance Audit Paras 7.3 

Ministry of Heavy Industries & Public Enterprises 

9of20 17 Compliance Audit Para 8. 1 
15 of 20 16 Compliance Audit Para 9.3 & 10.1 
13 of 20 14 Compliance Audit Para 13.2 

Ministry of Petroleum and Natural Gas 

9of20 17 Compliance Audit Para I 0.3, 10.9 & I 0.10 

Ministry of Steel 

9 of 2017 Compliance Audit Para 15 . l to l 5.9 
15 of 20 16 Compliance Audit Para 5. l to 5.4 

Ministry of Mines 

13 of 2014 Compliance Audit Para 13. l 
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1. 

2. 

3. 

4. 

5. 

6. 

1. 

2. 

3. 
4. 
5. 
6. 
7. 
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A1nnmex11J1ire-K 
(!Refelt"lreirl! to iurn. JP'ara 2.1.1) 

Detalills of IreC({U"ds I fill.es I linformatfol!ll not pmviided by AASL 

Viability I feasibility reports for acqms1t10n 
aircraft. Introduction/withdrawal of aircraft 
(includin bidding for RCS routes) on any route. 
Basis and records relating to 
introduction/withdrawal of flights on different 
routes. 
Records pertaining to maintenance of aircrafts. 
Details of maintenance reserve, standard norms 
for scheduled/unscheduled groundings, standard 
and actual time period consumed for vanous 
checks/repairs. Arrangement for 
spares/components and float engine. 
Year-wise details of available routes and actual 
deployment of aircraft on such routes. Norms for 
fleet availability ratio and under-utilisation of 
fleet due to shortage of pilots/ non-availability of 
routes, etc. 

Partial records (committee report 
w.r.t induction of 8 ATR 72) 
received. 
No records were furnished. 

Partial record relating. to 
maintenance of aircraft was 
furnished 

No records were furnished. 

Records relating to financial management in No records were furnished. 
AASL indicating the process of arranging the 
funds for its long term and short term needs and 
the sources of borrowing the funds from various 
agencies. 
Records relating to system of verifying the Partial record was received 
revenue received from Air fudia. 

The issue of production of records was taken up repeatedly with management of AASL. 
However, the requisite records were not made available. Efforts made by Audit to obtain 
the records from AASL are detailed below: 

Requisitions issued by the Audit Team to AASL 

Meeting of Director with CEO of AASL to expedite the 
records 
DO letter by Principal Director to CEO of AASL 

Meeting of CFO of AASL with the Principal Director 
Meeting of the Director with CEO of AASL 
Reminder issued by Director to CEO of AASL 
Exit meeting of Director with CEO of AASL wherein 
the issue of non-production was also discussed 
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17.04.2017 to 31.07.2017 

16.06.2017 

04.07.2017 

25.07.2017 
15.09.2017 
06.10.2017, 24:10.2017 
04.12.2017 
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Annexure-U 
(Referred to nn Para 2,1.2.3 B) 

Detai!Rs ~f nieaiseli"ent ·paftdl-irl!Ulie-to gltotinCl!nng oJf CRJ flleet 

1 2 3 4l 5 6 7 .8 9 10 u 
2014-15 365 0 12.93 288 1 9 10.95 365 212 11.46 365 

2015-16 366 0 11.94 -- -- 366 1rn 11.94 366 

2016-17 1522 30 4.86 -- -- 211j 123 6.81 I 266" 

Total 883 30 29.73 288 9 10.95 942 4l45 I 30.21 I 997 

Percentage of 3.17 2.78 44.910 I 
total DG to total 
DA* 

_____ ,_~;:c~~~~~aid-t _____ u __ 0~~4~- ________ J 0.30 I B.56 uUU •m _____________ - --- UL ___ 
for the DG 
DA =Days availlalb>Ile for Jl'llyiJ111.g, DG = Days of girollllJ111.i!lliJ111.g, LR =Lease Rellll.t ]plaid 1rlllllirliJ111.g tlhi.e yeal!" (~ Illlll. croll"e), 

12 13 
27 13.71 

46 12.80 

I 69 I 8.59 

I 142 I 35.1 

13.54 

41.75 I 191.59 
.. ·-- - - -- ------- - --- ----- - --- --- -- ,_ - -- -

*Note: Percentage of days of grounding to days available for flying have been worked out after considering 5 per cent of the fleet 
avaifability for scheduled /unscheduled maintenance 

1 Scheduled redelivery on 1312115. Days available counted till 1211115 after giving one month for meeting redelivery requirements. 
2 Scheduled redelivery on 3019116. Days available counted till 3018116 after giving one month for meeting redelivery requirements. 
3 Scheduled redelivery on 30111116. Days available counted till 28110116 since grounded for redelivery process. 
4 _Sche@le_d_r_ed_e_{i_i!_e_ry_on16Ll/1Z._».ay_s_av.ailable_c_ountedtill_ 22/12/16_since_gmundedf or:redeliJJ.ery_pmcess. __ 
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Year DA DG LR 

2014-15 365 248 4.36 

2015-16 366 148 3.79 

2016-17 365 16 3.18 
- - - - - - -

J:if,3~'l~': 
Percentage of 
total DG to I 35.68 
total DA* 
In-fructuous 
Lease Rent paid I 4.04 
for the DG 

Annexure-III 
(Referred to in Para 2.1.2.3 C) 

Details of lease rent paid due to grounding of ATR 42;.320 fleet 

DA DG LR DA DG LR DA 

365 29 4.36 321 100 3.99 365 

366 39 3.59 266 

365 71 3.14 
- - -

!i~l096,~~\~ 

I 12.04 29.60 

I t.34 t.18 

DA= Days available for flying, DG =Days of grounding, LR= Lease Rent paid during the year (~in crore), 
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,'\i~f ;E~f~~r 
DG LR 

28 3.22 

34 2.39 

9.35 

0.52 7.08 

* Note: The days of groundings have been worked out after considering 5 per cent of the fleet availability for scheduled I unscheduled 
maintenance 

5 

6 
Scheduled redelivery on 1613115. Days available counted till 1512115 after giving one month for meeting redelivery requirements. 
Accident happened on 22112115. Days counted till 2211212015. 
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Annexure-IV 
(Referred to nn Para 2.li2.4) 

Details of amount irecoverabile from beneficiary agen,cies/ States under various MOU~ 

1. 

2. 

3. 

4. 

5. 

Gdvernment of 
Puducherry 

Bangalore
Puducherry 

Mis Bengal Kolkata
Aerotropolis Durgapur 
Project 
Lii'nited 
(BAPL) 
Government of Bengaluru-
Kamataka Mysuru 

Lakshadweep Kochi
Administration Agatti 
(LA) 

North Eastern North 
Council Eastern 

Region 

~2 crore 1 year 6 '. months 
p.a. i.e. (April, (April 2015 
~0.17 crore 2015 to to ' 15th 
per month March 

2016) 
Cost minus May 
revenue. 2015 to 

March 
2016 

n .14 crore One year 
per annum from 
or ~0.09 Septemb 
crore per er 2015 
month 
VGF on 3 years 
the basis of from 
no profit March, 
no loss 2013 
basis 
considering 
n.so lakh 
per 
cost 
flying 

hour 
of 

VGF to From 
cover the 2003 
losses on onwards 
operations on 

yearly 
basis 

October, 
I 

2015) 
8 months 

I 

(May2015 
to tjec. 
2015) 

03.09.2015 
to 
17.111.2015 

March 2013 
to ti11 date 

FroiP 2003 
onwards on 

I 

year~y basis 

3.44 

3.03 

1.54 

4.03 

60.91 

~1(~72.95 .~···. 

* Difference of revenue received and cost incurred during the period of operations 
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BAPL did '1 not 
honour the bills after 
June 2015. 

No VGF was 
received from the 
Govt. of Kam~taka 

No agreemei1t or 
MoU was entJred in 
this regard I with 
LA/Ministry ' of 
Home AffairsJ Dues 
outstanding fcir the 
period April, :io 15 to 
November, 20l6. 

Continued 
I 

operations "Yithout 
any cormnuni,cation 
for extension during 
the year 2012. ~ 
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Mis Hong January Jan 
kong 2008 2015 
Airlines 
Limited 

VT-RJD/ I Mis Cilan May Nov 
MSN MSN 2009 2016 
10048 10048 

Limited 

VT-RJB/ I Mis 
October Sept 

MSN Amen tum 2007 2016 
10217 Aircraft 

Leasing 
No. Two 
Limited 

VT-RJE/ I .M/sRBS July Jan 
MSN Aerospace 2008 2017 
10029 Ire lad 

Limited 

VT-ABD I Mis ATR Dec Mar 
/MSN 356 assigned 2002 2015 

to Mis 
A bric 

Annexure~V 

(Referred to in Pa:ra 2.1.2.5) 
Details of payment made for buyout/ redelivery of aircrafts 

August February 2015 USDl.45 mnL USD 0.175 mn per USD 0.875 mn for 5 months 
2015 month from Apnl to August 2015 

(eq. to ~5.80 er @~66.33 I 
USD) 

April, November 2016 USD 1.9 mn USD 0.15mn per USD0.6mn 
2017 month For 4 months from December 

2016 to March 2017(eq. to 
~3.89 er @~64.84 per USD) 

Dec Septeml:ier2016 USD 1.25 mn USD 0.15 mn per USD0.03 mn 
2016 month For 2 months from November 

2016 to December 2016 (eq. 
to ~l.95 er@ ~64.84 per 
USD) 

Jn process January 2017 Yet to be settled USD 0.145 mn per USD l.31mn 
month For 9 months from March 

2017 to November 2017 (eq. 
to ~8.46 er ~64.84 per USD) 

August The aircritft was USD 1.894 mnt USD 0.058 mn per USD 0.411 mn from March 
2015 retained by month 2015 to July 2015 

AASLas per (eq. to ~2.63 er @ ~64.005 
settlement perUSD) 
agreement 

I USD 1.73 mn 

I USD4.67mn 

I Yet to be settled 

I USD 1.59 mn 

© Period has been counted after allowing one month for meeting redelivery requirements. Rate of conversion for dollar has been taken as that of 
succeeding 31March of the year in which lease rentals were paid. 

£ 

€ 
Includes amount paid for Cost of checks to Mis Adria and Repair activities to Mis Goodrich and Mis !Belfast. 
Includes amount 0.494 million for fixed redelivery charges; 
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Jaipur 

2 I Jaipur 

3 I Kishangarh 

4 I Lucknow* 

5 I Lucknow* 

6 I Delhi 

7 Delhi* 

Annexure-VI 
(As referred to in Para 2.2.1 & Para 2.2.2.1) 

Time-0verrun 

I Extension &strengthening of runway I 12/01/2011 89.65 j 24/12/1 Mis G.R. 
including CAT-III Lighting system 89.65 (Revised to 3 Infra 

(Revised to n40.64 cror 95.92 Projects 
n40.64 crore on on 

1717-2015) 17/7-2015) 
I SITC of design based grid connected 25/08/2015 14.98 19/02/l Mis 

Ground Mounted 1.8 MWp solar PV 14.98 6 Ujaas 
power plant 10.82 Energy 

Ltd. 
I Construction of runway, apron, 18/04/2013 59.33 2010911 Mis 

isolation bay, link taxi way, perimeter 160.05 3 Khurana 
road and other allied works 44.60 Engineerin 

gLtd. 
I Construction of Acadeilli.c Block, 01f04[2013 _ -:=- __ .8_4._6_3 _ l6l08/L M/s_KSM _ 

Hostef,slibsiation, Building-& Oth~r 149.48 3 Bashir 
allied works at National Aviation 85.57 Mohamma 
University-IGRUA, Fursatganj d & sons 

I Construction of Integrated Office 02/02/2011 11.68 08/05/l Mis 
complex .-AAI and DGCA 127.10 3 Aakriti 

10.44 Engineers 

- I Construction of central air traffic 25/10/12 37.38 01/0111 Mis 
flow management (CATFM) and 180.77 6 Sunehari 
associated office, 11.53 Bagh 

Builders 
Pvt. Ltd. 

Construction of Indian Civil 02/02/2011 91.93 18/04/1 M/sC&C 
Aviation Academy and hostel block 149.70 3 Constructi 

93.65 - on-Ltd~--
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. com(i1edori , , 
(flfr'crore) 

I 01101115 I 15/03/16 I 8.5 months 
130.99 

27/08/16 In progress/ I 13 months 
7.96 

(September 
2017 

28/09/15 Foreclosed, 24 months 
on 29/03/16 as balance 

32.26 work still 
in progress 

- 22l08/16 _ In ____ _l 3-months _ 
progress/67 .9 
5 (September 

2017) 
17/11114 21/02/17 I 27 months 

14.28 
(up to pre final 
ill) 

10/01/17 In progress/ I 8.5 months 
4.70 

(September 
2017) 

12/11/14 In I 34 months 
progress/75.6 
7 (September 

2017) 
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8 Jaisalmer Construction of Main terminal 25/02/2008 41.28 17/0311 Mis Era 09/04/1 1 2110211 3 22 months 
building and allied works 81 .00 0 Infra 32. 15 

32.60 IEngineerin 
g Ltd. 

9 Khajuraho Balance work of Construction of 20/02/2006 53.60 24/ 12/0 Mis 02/ 12/ 10 311 12/15 6 1 months 
New terminal bui ldi ng complex. 75.32 9 Avantika- 53.45 

50.96 GHRA (JV) 
10 Chandigarh Construction of New Integrated 02/0220 11 392.99 0110811 M/s 17/02/15 15/05/ 15 3 months 

International terminal bui lding (Mohali Side) 2 Larsen & 330.17 
Airport 452.00 307.34 Toubro 
Limited Ltd. 

II C handigarh Construction of Apron & li nk tax i 38. 12 22 M/s NSC 17/08114 30/07/14 N/A 
International track- (Mohali Side) /12/20 1 Projects 39.05 
Airport I Pvt. Ltd. 
Limited 39.91 

* Deposit Works 
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Annexure-VII 
(As referred to in Para 5.1) 

Name of Branch 
SI. Loan Number Particulars 
No. 

Agra (7 loans) l. 01702070000006 Two loan of ~ 32.50 lakh each were 

2. 0 1702070000007 sanctioned on 30 December 20 13 for purchase 
of two flats against which ~58.50 lakh was 
di. bursed on 3 l December 20 13. 

3. 0 l702070000011 A loan of n5 lakh was sanctioned on 25 
February 20 l 4 for purcha e of a flat and 
n 1.50 lakh was disbursed ti II I 0 March 20 14. 

4. 0170207000001 2 A loan of no lakh was sanctioned on 27 
February 20 14 for purchase of a flat and ~27 
lakh was disbur ed on 28 February 2014. 

5. 0 170207000000 1 A loan of ~66 lakh was anctioned on 31 
October 20 13 for purchase of two flats and 
n3.6 l lakh was disbursed till 21 November 
20 13. 

6. 01702080000006 Two loans of ~ 11.70 lakh and ~ 15 lakh were 

7. 01702080000009 sanctioned on 2 1 January 2014 as housing 
equity loan and ~26.70 lakh was disbursed till 
23 April 2014. 

Bhopal (4 loans) 8. 002020700046 18 Two loan of n0.40 lakh and ~5 lakh were 

9. 00202280000001 sanctioned on 26 March 2014 and 31 October 
20 14 respectively for purcha e and furnish ing 
of a house. 

10. 00202070004589 Two loans of ~ 12.50 lakh and 15 lakh were 

11. 00202070004590 sanctioned on 3 1 January 20 14 for purchase of 
duplex hou e and n.56 lakh each wa. 
di sbursed on the ame day. 

Indore (2 loan ) 12. 013020900000 19 A loan of n.75 lakh against prope11y was 
sanctioned on 3 1 July 2014 and disbur ed on 
28 Augu t 2014. 

13. 01302080000065 A loan of ~9 lakh against property wa 
sanctioned on 26 May 20 12 and disbursed on 
3 1 May 20 12. 

Jabalpur (8 loans) 14. 0040207000191 7 Loan of ~24.25 lakh was sanctioned on 26 
September 20 13 and disbur ed on 27 
September 20 13 for purchase of a house. 

15. 00402070001923 Loan of ~15 lakh was anctioned on 30 
September 2013 for construction of hou e and 
~ 13 lakh was disbursed till 12 November 20 l 3. 

16. 00402080000 137 Loan of ~1 7 lakh was sanctioned and 
disbursed on 08 October 20 13 as loan against 
property for personal purpose. 
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17. 00402070001920 Loan of <'25 lakh was sanctioned and 
disbursed on 30 September 2013 for purchase 
of a house. 

18. 00402070001879 Loan of <11 fa.kb was sanctioned on J 8 
October 2012 and disbursed on 25 October 
2012 for purchase of a house. 

19. 00402080000087 Loan of <'7 .25 lakh was sanctioned on 28 
August 2012 and disbursed on 31August2012 
as loan against property. 

20. 00402080000135 Loan of <'21 lakh was sanctioned and 
disbursed on 14 September 2013 as loan 
against property for personal purpose. 

21. 00402070001921 A loan of <'30 lakh was sanctioned on 10 
October 2013 and <15 lakh was disbursed on 
the same day. 

Nasik (2 loans) 22. 01402250000064 Two loans of n 7 lakh each were sanctioned 

23. 01402250000065 on 25 August 2014 and the entire amount was 
disbursed on 31August2014. 
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Annexure-VIII 
(As referred to in Para 5.5) 

Statement Showing Incurred Claim Ratio of Standalone GHIPs of OICL 

Year Na me of Insu r ed Policy Number Expiring Incurred IC R 
Premium C lai m 

A B c D E F=E/0*100 

Mumbai RO-// 

20 14-15 HDFC Standard Life Insurance 
Co. 124200/48/20 15/ 135 1 77900000 11 7000000 150 

Wockhardt Ltd 124500/48/20 15/ 133 1 26500000 26700000 IOI 

Abhyudaya Bank Ltd 12429 1/48/20 15/478 16258700 19493834 120 

Axis Bank Ltd 124500/48/20 15/80 I - 416044078 5554 19239 134 

CIDCO 12429 1/48/20 15/56 3160783 1 35185548 111 

HDFC Securi ties Ltd 124500/48/20 1517767 15000000 20480647 137 

2015-16 Wockhardt Ltd 124500/48/20 16/931 32600000 37720278 11 6 

Axis Bank Ltd 124500/48/20 16/6734 440000000 587993748 134 

Abhyudaya Bank Ltd 12429 1/48/20 16/642 20000000 22980994 115 

Ml Diabold System Pvt Ltd 12 1802/48/20 16/966 16205000 16826188 104 

CIDCO 124291/48/20 16/69 26734826 33091693 124 

Capita India Pvt Ltd 124200/48/20 16/ I 0929 3268722 1 36355964 111 

HDFC Standard Life Insurance 
Co. 124200/48/20 16/2735 73000000 114900000 157 

Viacom 18 Media Pvt Ltd 12 1802/48/20 16/ 198 1688 1000 19326000 114 

20 16-17 Viacom 18 Media Pvt Ltd 12 1802/48/20 17/189 20700000 24057000 116 

HDFC Standard Li fe Insurance 
Co. 124200/48/20 17 /4866 95000000 115900000 122 

Axis Bank Ltd 124500/48120 17 /5890 499500000 561447217 112 

Glenmark Pharmaceuticals 124500/48/20 171275 21100000 24052610 114 

Wockhardt Ltd 124500/48/20 17I 1207 44000000 53800000 122 

HDFC Securities Ltd 124500/48/20 17/5762 21300000 23 175889 109 

Capita l India 124200/48/20 17 II 1550 33699093 38628599 115 

RO-Bengaluru 

2014-15 M/s Accenture Total 5 po licies 597248628 664361000 111 

CGI In formation Systems 421500/48/20 15/327 12011 3002 122385049 102 

Scope Inte rnational 421500/48120 15/ 1549 482 19250 51904255 108 

2015-1 6 M/s Accenture Total 5 policies 76 1197893 840963839 110 

GE Group Total 52 po licies 2448 10088 284 11 0304 11 6 

S KDRDP 422200/48/20 16/2 19 297626856 31492 1972 106 

CG I In forma tion Syste ms 42 1500/48/20 16/3033 143116 172 144183421 IOI 

Astrazeneca 42 11 00/48120 16/369 48863340 52944925 108 

Scope International 42 1500/48/20 16/ 1894 55947037 63808978 114 

Fi srt American 42 11 00/48/20 16/ 17 1 29561134 33608793 114 
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2016-17 Mis Accenture Total 5 policies 921317979 1060169592 115 

GE Group Total 52 policies 369779936 398113303 108 

SKDRDP 422200/48/217/423 106186223 110269943 104 

Scope International 421500/48/2017/1622 67790166 82923768 122 

2014-15 Daimler India Pvt Limited 411200/48/2015/3220 26231788 31522523 120 

2015-16 Daimler India Pvt Limited 411200/48/2016/3360 28255280 31419459 111 

2016-17 Temenos India Pvt Limited 411700/48/2017/5189 15686087 15752168 100-

Daimler India Pvt Limited 411200/48/2017/3012 29720416 42912667 144 

Sandisk Private Limited 411600/48/2017 /3372 18243128 21882056 120' 
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year 

A 

Mumbai 
RO-II 
2014-15 

2015-16 

Annexure-IX 
(As referred to in Para 5.5) 

Statement Showing Short charging of Premium in respect of Group Mediclaim Policies (Standalone) of OICL during the 
period 2014-15 to 2016-17 

Name of Insured Policy Annualized Brokerage TPA Medical Total Minimum Premium Short 
Number Claim Outgo Charges Inflation premium to Actually Charging of 

Adjusted to (Ml)@ be charged Charged Premium 
the No. of prevailing to maintain (In~) 

Lives Monthly Ml CR @95 per 
Rate cent 

declared by 
MOS PI* 

B c D E F G H=Sum of l=H/95% J K=l-J 
D to G 

HDFC Standard 124200/48/ 
Life Insurance Co. 20 15/135 1 117000000 0 6435000 5850000 129285000 136089474 73000000 63089474 
Abhyudaya Bank 12429 1/48/ 
Ltd 20 15/478 19498494 1462387 1072417 974925 23008223 24219182 18507000 57 12182 

124500/48/ 
Wockhardt Ltd 201 5/1331 27846306 2088473 1531547 13923 15 32858641 34588043 32600000 1988043 

124500/48/ 
Axis Bank Ltd 201417649 55968268 1 0 30782547 27984134 618449363 650999329 440000000 210999329 

12429 1/48/ 
CJD CO 20 15/56 35371835 0 1945451 1768592 39085878 411 43029 25738697 15404332 
HDFC Securities 124500/48/ 
Ltd 20 1517767 20609862 1545740 11 33542 1030493 243 19637 25599618 159 187 12 9680906 

124500/48/ 
Wockhardt Ltd 2016/93 1 345847 11 2593853 1902 159 1729236 40809959 42957852 38500000 4457852 

124500/48/ 
Axis Bank Ltd 2016/6734 6587 15635 0 36229360 32935782 727880777 766 19029 1 499500000 26669029 1 
Abhyudaya Bank 12429 1/48/ 
Ltd 20 16/642 22980994 0 1263955 11 49050 25393998 26730525 23500000 3230525 

Mis Diabold 121802/48/ 
Svstem Pvt Ltd 20 16/966 167832 11 67 1328 67 1328 I 839161 18965028 19963 188 13000000 6963 188 
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124291/48/ 
CID CO 2016/69 32557000 0 1790635 1627850 35975485 37868932 29326453 8542479 
Capita India Pvt 124200/48/ 
Ltd 2016/10929 36718410 2753881 2019513 1835921 43327724 45608130 33525328 12082802· 
HDFC Standard 124200/48/ 
Life Insurance Co. 2016/2735 114900000 0 4596000 5745000 125241000 131832632 95000000 36832632 
Viacom 18 Media 121802/48/ 
Pvt Ltd 2016/198 23290551 2329055 1280980 1164528 28065114 29542225 20700000 8842225 

2016-17 Viacom 18 Media 121802/48/ 
Pvt Ltd 2017/189 25807000 1935525 1419385 1290350 30452260 32055011 25000000 7055011 
HDFC Standard 124200/48/ 
Life Insurance Co. 2017/4866 123600000 0 6180000 6180000 135960000 143115789 99782603 43333186 

124500/48/ 
Axis BankLtd 2017/5890 567700000 14192500 17031000 28385000 627308500 660324737 515000000 145324737 
Glenmark 124500/48/ 
Pharmaceuticals 2017/275 21800000 1635000 1199000 1090000 25724000 27077895 18427948 8649947 

124500/48/ 
Wockhardt Ltd 2017/1207 56500000 4237500 2825000 2825000 66387500 69881579 52500000 17381579 
HDFC Securities 124500/48/ 
Ltd 2017/5762 24948000 1247400 1247400 1247400 28690200 30200211 .25000000 5200211 

124200/48/ 
Caoita India 2017/11550 37538000 1501520 1501520 1876900 42417940 44650463 34035169 10615294 

··········~ ~ :-ti:n::::1>~',: :k~iJ~i'1,") :~~::· ·· '• ," ~"' ' fW'<?~; ·"<' :' 1 ·:t ..... ,,, ••• <:.;«,~ • .c'~"· \:' : "··, I;: '" :;'Jl·· .. ; •. ., ""\•.' .• ;;, ''":,;:;r;;,~11;;>;i111·:o.;, ~~ 1i~!~i:f:~1;i:1~ ~ 
~ -cc;; 

r~· d · ·:; .. ~ '.l J} rt~;~ N~i~1Jiis~i21o~i ;'!° !'':lUli. '"•·-·- '"'" ... ,,.,.<ce%••·• .• TV • • <•·>''! .•.... t•:~:''. 1·:~;11~~'.~*~~ Ji•/:1• 1:i0::·:o:ir ..... , 
.~ •.. •• ,, •• iiil'1i "· ·.·5:7;; •••. 

RO-
Benf!aluru 

Total 5 
2014-15 Mis Accenture policies 664361000 0 16609025 33218050 714188075 751776921 719842830 31934091 

CGI Information 421500/48/ 
Systems 2015/3278 121553564 10939821 4862143 6077678 143433206 150982322 149150445 1831877 
Scope 421500/48/ 
International 2015/1549 56067784 4205083.8 3083728 2803389 66159985 69642090 50000000 19642090 

Total 5 
2015-16 Mis Accenture policies 840963839 0 21024096 42048191.95 904036127 951616976 882562090 69054886 

Total 52 291550553 5650000 
GE Group policies 11662022 14577528 323440103 340463266 284923445 55539821 

422200/48/ 88666437 6649983 
SKDRDP 2016/219 4876654 4433322 104626.396 110133048 105186223 4946825 
CGI Information 421500/48/ 157156309 7857815 
Systems 2016/3033 6286252 7857815 179158192 188587571 156905501 31682070 
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421100/48/ 54679494 0 
Astrazeneca 2016/369 2187 180 2733975 59600648 62737525 50561 126 12176399 
Scope 421500/48/ 69925032 4545127 
International 2016/1894 279700 1 3496252 80763412 850 14118 56002737 29011381 

42 1100/48/ 33296463 2497235 
Fisrt American 20 16/17 1 133 1859 1664823 38790379 4083 1978 36467895 4364083 

Total 5 118399494 
2016-17 Mis Accenture policies 1101 390650 0 27534766 55069533 9 12463 10472 .1048 164408 198146064 

Total 52 
GE Group policies 387025698 10000000 15481028 1935 1285 431858011 454587380 4279 12178 26675202 

422200/48/ 
SKDRDP 20 17/423 99480862 0 0 4974043 104454905 109952532 98263074 11 689458 
Scope 421500/48/ 
International 20 17/1622 84968037 5098082 339872 1 4248402 97713243 102856045 75000000 27856045 

Sub-Total ( B) 4665492242 4140941952 524550290 
RO-
Chennai 

Daimler India Pvt 411200/48/ 
2014-15 Limited 20 15/3220 31522523 2364189 1733739 1576126 37 196577 39154292 27500000 11654292 

Daimler India Pvt 411 200/48/ 31638685 158 1934 
2015-16 Limited 20 16/3360 1265547 158 1934 36068 101 37966422 28700000 9266422 

Temenos India Pvt 411700/48/ 
2016-17 Limited 20 17/5 189 16528158 12396 12 826408 826408 19420586 20442722 18000000 2442722 

Daimler India Pvt 411 200/48/ 
Limited 20 17/3012 43764286 0 2407036 2188214 48359536 50904775 4 1200000 9704775 
Sandisk Private 411 600/48/ 
Limited 20 17/3372 22480365 1348822 10116 16 11 24018 25964822 2733 1391 24399808 293 1583 

Sub-Total (C) 175799602 139799808 35999794 
Grand Total 
(A+B+C) 7861929978 6409303670 1452626308 

*MOSPI: Ministry of Statistics and Programme Implementation 
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Annexure=X 
(As referred to in Para 9.4) 

Statemel!llt slblowillllg avoiirllall>lle payment of surcharge mm excess irllrawal of water by HPCL 

(Jl) (2) (3) (4) (5) = (3)*(4) (6) (7) (8) (9) = (7)*(8) cm)= (9)*(4) 

Mar-15 5.65 79583.54 36 2865007 4 1818.436 31 56371.52 2029375 

Apr-15 3.21 43808,00 36 - 1577088 3.21 1459.295 30 43778.85 1576038 

May-15 8.14 114653.54 36 : 4127527 4 1818.436 31 56371.52 2029375 

Jun-15 5.05 68844.00 36 2478384 4 1818.436 30 54553.08 1963911 

Jul-15 7.06 99515.54 36 3582559 4 1818.436 31 56371.52 2029375 

Aug-15 10.64 150001.54 36 5400055 4 1818.436 31 56371.52 2029375 

Sep-15 10.08 137410.00 36 4946760 4 1818.436 30 54553.08 1963911 

Oct~15 9.82 138330.54 36 4979899 4 1818.436 31 56371.52 2029375 

Nov-15 12.58 171555.00 36 6175980 4 1818.436 30 54553.08 1963911 

Dec-15 6.52 91831.00 60 5509860 4 1818.436 31 56371.52 3382291 

Jan-16 5.13 72325.00 60 4339500 4 1818.436 31 56371.52 3382291 

Feb-16 6.17 81331.00 60 4879860 4 1818.436 29 52734.64 3164079 

Mar-16 8.24 116080.00 60 6964800 4 1818.436 31 56371.52 3382291 

Apr-!6 9.04 123293.00 60 7397580 4 1818.436 30 54553.08 3273185 

May-16 7.27 102491.00 . 60 6149460 4 1818.436 31 56371.52 3382291 

Jun-16 6.74 91856.00 60 5511360 4 1818.436 30 54553.08 3273185 

Jul-16 4.61 65012.00 60 3900720 4 1818.436 31 56371.52 3382291 

Aug-16 8.71 122679.00 60 7360740 4 1818.436 31 56371.52 3382291 

Syp-16 12.51 170585.00 60 10235100 4 1818.436 30 54553;08 3273185 

Oct-16 10.31 145239.54 60 8714372 4 1818.436 31 56371.52 3382291 

Nov-16 12.03 164085.00 60 9845100 4 -1818.436 30 54553.08 3273185 

Dec-16- 9.67 136285.54 60 8177132 4 1818.436 31 . ' 56371.52 3382291 
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(1) (2) (3) (41) 

fan-17 8.53 120265.54 60 

Feb-17 8.08 102803.52 60 

Mar-17 12.43 175219.54 60 

·· 'JI'otat . k: '.·:·• ·, ·' 28$5983.38 ' 

LIGD = Lakh imperial gallons per day, KL= Kilolitres 
1 LIGD = 454.609 KL 
ECMP - Empowered Committee for Mega Projects 

-.. 

-,,., 

(5)::: (3)*(41) 

7215932 4 

6168211 4 

10513172 4 

1~.?016162, 
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···., ,Qllllantity of water·on..VyJtich . Amo' 
.~~slirclliaige avoidable if:quantitjl f ·,.•i:'su 
··:·;·.:~ai'~~al!l~~~·~;;;4tlq~iils'.~1 ;~···~r, ,_, .. 

' :SUJ!gge~tedl by ]ECMJP> (iri I{:L) (i1rn'~ .• 

(7) I (8) I (9) = (7)*(8) I (rn) = (9)*(41) 

1818.436 31 56371.52 3382291 

1818.436 28 50916.21 3054972 

1818.436 31 ' 56371.52 3382291 

. 707~93441 
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Annexure-XI 
(As referred to in Para 9.5) 

Statement showing extra discount paid to reseller for FO & LOO sales during 2015-16. 

A. F.O sales during the year 2015-16 

Slab wi e targeted volume vis a vis applicable discount. 

Volume lab Discount Volume of actual sale Applicable discount 
(MT) (~per MT) (MT) (in~) 

(A) (B) (C) (D) =Bx C 
Up to 6000 425 6000 25,50,000 

Above 6000, Up to 12000 600 Next6000 36,00,000 
Above 12000, Up to 25000 775 Next 13000 1,00,75,000 
Above 25000, Up to 50000 950 Next25000 2,37,50,000 
Above 50000, Up to 75000 1,1 25 Next25000 2,81,25,000 

Above 75000, Up to 100000 1.300 Next25000 3,25,00,000 
Above 100000, Up to 125000 1,475 Next 25000 3,68,75,000 
Above 125000, Up to 150000 1.650 Next25000 4, 12,50,000 
Above 150000, Up to 175000 1.825 Next24335 4.44.11. 10 I 

Above 175000 2.000 ot eligible since uplifted quantity is less than 
175000 MT 

Total 174335 22,31,36,101 

B. L.D.O sales during the year 2015-16 

Slab wise targeted volume vis a vis applicable Calculation of additional discount 
discount 

Volume Slab Discount Volume of actual sale Applicable discount 
(KL) (~per KL) (KL) (in~) 

(A) (B) (C) (0) =Bx C 
Upto 100 425 100 42.500 

Above 100, Upto 500 600 Next 400 2,40,000 
Above 500, Upto 1500 775 Next 1000 7,75,000 

Above 1500, Upto 5000 950 Next 3500 33.25,000 
Above 5000, Upto 10000 1.125 Next 5000 56.25,000 
Above 10000, Upto 15000 1,300 Next 5000 65,00,000 

Above 15000 1.475 Next 3497 51 ,58,075 
Total 18497 2,16,65,575 
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Annexure-XII 
(As referred to in Para 9.10) 

0'~~r~1\k~~l~ltiii, f~Ti~if :i;l~ii~~;,~(~f.!~Z~~~~,, .. 
2015 , March 2869370 3.22 2.017652 1.99 5710046.3 0.57 1.44765 

April 603554 0.68 0.426088 1.99 1201072.46 0.12 0.30609 

May 118012 0.13 0.081458 1.99 234843.88 0.02 0.06146 

June 56423 0.06 0.037596 1.99 112281.77 O.Ql 0.0276 

July 98685 0.11 0.068926 1.99 196383.15 0.02 0.04893 

August 2641302 3.02 1.892332 1.99 5256190.98 0.53 1.36233 

September 2459783 2.88 1.804608 1.99 4894968.17 0.49 1.31461. 

October 3342760 3.41 
2.136706 

1.99 6652092.4 0.67 1.46671 

November 2718292 2.62 1.641692 1.99 5409401.08 0.54 1.10169 

December 2050488 1.86 1.165476 1.99 4080471.12 0.41 0.75548 

2016 I January 1985150 1.99 1.246934 1.99 3950448.5 0.4 0.84693 
-- ---- - - -

February 1860450 
- - -- -1:t5921-
1.85 1.99 3702295.5 0.37 0.78921 

March 0.71 0.444886 1383189.3 0.30489 
. '¥~2783685: 
,_:__ ;_ . .;_.-,_·:._-~ 

.· ':9.83356 .• 
<' --~2 ·_ ~ >' '""~?:~"'-"' ' . 
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Annexure-XIII 
(Referred to in Para 9.11) 

Status of pe:µding dues as on 30 November 2017 

GS-OSN 2003/1 49 Surrendered 931 
2 KK-DWN-2004/1 *(Block 40 Surrendered 294 

jointly held with Tata as 
indicated below) 

TOTAL 1225 

:j;ill~ 
KK-DWN-2004/1 * (Block 15 Surrendered 0 
jointly held with Cairn as 
indicated above) 

TOTAL 0 

4 KK-DWN-2005/2 10 Surrendered 9 

5 MB-OSN-2005/5 30' Surrendered 71 

6 MB-OSN-2005/6 20 Surrendered 30 

7 MB-OSN-2005/1 20 Active 614 

8 GK-OSN-2009/1 20 Active 3 

TOTAL 727 

*Block jointly held with Tata and Cairn Energy Ltd. 
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1682 2613 

510 804 

2192 3417 

33 33 

33 33 

233 242 

1448 1519 

1378 1408 

2549 3163 

434 437 

6042 6769 
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Annexure=XIV 
(Ref erred to in Para 11.5) 

Net toll revenue due from the concessionaire for 14;5km stretch-for the periodDecember 2013 to April 2015 and interest-due 
thereon 

.1 '::1,:' .. ::{:: 

April 14086063 77535 14008528 1587633 I 11118215 I 100660 I 17017615 I 567254 

May 14937600 456863 14480737 1544612 
I 

June 14975141 4196366 10778775 1077878 

July 14881369 952123 13929246 1300063 

August 15389206 695145 14694061 1273485 

Sept 16433599 4622241 11811358 944909 

Oct 15885142 470233 15414909 1130427 

Nov 16616349 311270 16305079 1087005 

Dec· 14439171 2216308 12222863 1711201 17188783 6078724 11110059 666604 

Jan 13776921 2991265 10785656 :1438088 16817869 724128 16093741 858333 

Feb 13206370 955604 12250766 1551764 16010251 5926583 10083668 470571 

March I 1492l1_12_l 7545510 7375605 885073 17835720 5954883 11880837 475233 
::426"4RQO ~i"'.i;R'li1 ?);' - · 1Q10"'70Q?; ' 30466(19~7 ;•1 ~J.60590999, :~{!~f~?'.5~ : -.!, ! .. ~.;,~,6!,~ ::·;: ; !. '-:'.-'~~_',-'.·.::: 

Net toll revenue from December 2013 to April 2015 =(a)+ (b) + (c) = n20243505 (A) 
Interest7 due on toll revenue= (d) + (e) + (f) = U,85,70,132 (B) 

Net toll revenue due from the concessionaire for 14.5 km stretch for the period May 2009 to November 2013 and interest due thereon 

7 As the toll revenue was remitted by the concessionaire in mid-November 2015, the interest has been calculated upto October 2015. One,mqnt!z ti'mefor 
remittance of toll revenue has been considered while calculating interest. Thus, the toll revenue of December 2013 has been considered to be due. in 
Ja_fl,ll!!_'Y. 2_Ql1 and in_te_rf!.SJ_ ti!!J~eon h<l§ bee'!. _C(J,lcul{l~ed a_CC£!!4ingly. Th_e_.[!1-_te [J.f interest h~s been consit!ere_ef:_ as _8 per centp(!r annum whi~h ~wfis.;the 
average rate of interest prevailing during 2013 to 2015on1-2 years term deposits. 
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105934784 22056386 
134913373 25983284 
151602392 27214233 
159737891 30273778 
105245100 17656942 

Net toll reveim.e from May 2009 to November 2013 = f53,42,48,917 (C) 
Interest due on ton revenue from May 2009 to November 2013 = f7,83,56,508 (D) 

83878398 
108930089 
124388159 
129464113 
87588158 
;·34248! 
101<§B~'/t(l2'1lS,0:\; 

Total toll revenue from May 2009 to April 2015 =(A)+ (C) = f75,44,92,422, say f75.45 crore 
foterest !oss oirn the ton revem1e = (B) + (D) = f9,69,26,640, say f9.69 crrnre 

r, 
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12302165 .. 
15976413 
18243597 
18988070 
12846263 
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Annexure-XV l 

(Referred to nn Para 13.1.6.1 & \Para 13.1.6.2) 
I 

Details of geographical distribution of working loom$ 
•Percen1ilige: · 

;:,.,,~~~:~:ft',!;i,, 
.. : ,·.> .' 

·::~ ~~~'.]:;'' 
· .. > ,., ,,,.,:~,?'"' :•.,., 

I I 
1. Andhra Pradesh 124714 5~672 35292 413,.04 

2 Telangana 0 35204 12062 NA 
I 

183,.21 3 Chhattisgarh 2471 ~527 2 
4 Gujarat 3900 :1120 764 2a.12 

I I 

5 Karn.ataka 40488 1~084 5929 4141,.67 
I 

6 Maharash1l:ra 4511 1592 934 35,.29 

7 Keraia 13097 10719 361 8~.84 
8 Haryana 4876 2;1773 2909 44~.53 

2i.93 
Himachal 

9 Pradesh 5578 11279 78 
Jammu& 

10 Kashmir 7301 i 335 140 4.59 
I 

11 Pun.tab 261 407 5 155,.94 
I 

~ 
10,.98 

I 

(i.72 
I 

941,.44 

12 Rajasthan 5403 
13 Delhit 2560 
14 Uttar Pracllesh 80295 

i 593 376 
I 172 61' 

75830 45751 
I I 

15 Bihar 14973 ~980 2952 26:.58 
I 

16 Uttarakhand 3766 fl-787 294 12%11 
17 Madhya Pradesh 3604 z395 657 

I 
80,.33 

Arunachal 
18 Pradesh 27286 ! 198 198 0,.73 

I 

2.90 19 Assam 1111577 
I 

29920 3~215 

20 Manipur 190634 1Q695 11999 ~.66 
21 Mizoram 24136 ! 595 5 t.47 

I 

22 Me2halaya 8967 ! 341 341 3.80 
23 Na2aland 47688 I 47 1 0

1

.10 
I 

24 Sikkim 345 81 33 23.48 

o~.43 25 Tripu.ra 139011 
' 

I 604 242 
26 Wes1l:Bengal 307829 5~586 28258 1~.76 

' I 

27 Odisha 43652 2S942 9506 66:.30 
28 Jharkhand 2128 3529 1388 165:.84 
29 Tamil Nada 154509 

I 

57~.39 
I 

8S665 7053 
30 Puducherry 1771 

I I 

~519 2 85:.77 
·? .. '.~,;· Gran<ltr&iai: C.·:7J, ... 

·:,: '"" ' ........ ·:··:: .··· ... ' 

' ·• > '23773,3,1: I: ...... :.· •. :·: 

**State was formed in 2014-15. 
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Annexure-XVI-A 

(Referred to in Para 13.1.6.2) 
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< '. 
:._ .. 

:·,1 

State wise and User Agency wise subsidy disbursed under 10% component of YSS during the year 2014-15 

1 
2 
3 
4 
5 

6 

7 
8 
9 
10 

11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

ANDHRA 
PRADESH 
BIHAR 
CHHA TTISGARH 
DELHI 
GUJARAT 
HIMACHAL 
PRADESH 
JAMMU& 
KASHMIR 
JHARKHAND 
KARNATAKA 
KERALA 
MADHYA 
PRADESH 
MAHARASHTRA 
ODISHA 
HARYANA 
PUDUCHERRY 
PUNJAB 
RAJAS THAN 
TAMILNADU 
TELANGANA 
UTTARPRADESH 

~,;sJ:!~fi?~ ~~~~~tt~::i,, il~~~g~~E,:tfi~_:;.~ •:~iiiii~~~~teur,~~ 
1049.89 0.00 0.00 0.00 

15.15 0.00 15.15 0.00 
62.18 0.00 0.00 0.00 

1.09 0.00 0.00 0.00 
1.86 0.00 0.00 0.00 

186.27 0.00 0.00 0.00 

25.82 0.00 0.00 0.00 
58.38 0.00 0.00 0.00 

1012.60 7.06 0.00 0.00 
48.80 0.18 6.31 4.99 

16.09 0.00 0.00 0.00 
17.16 0.00 0.00 0.00 

236.16 0.00 0.00 0.00 
609.54 0.00 531.66 11.29 

11.78 0.00 0.00 0.00 
21.06 0.00 0.00 4.19 

0.59 0.00 0.00 0.00 
4107.42 5.09 795.23 755.39 

500.69 0.11 0.00 ·l.19 
1760.46 .19.13 72.34 . 22,57, 

' 
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(Amount hi f Lakh) 

582.51 467.38 
0.00 0.00 
0.00 62.18 
1.09 0.00 
0.00 1.86 

186.27 0.00 

25.82 0.00 
40.05 18.33 

187.02 818.52 
10.52 26.80 

4.51 11.58 
13.91 3.25 

131.92 104.24 
61.73 4.86 

0.00 11.78 
16.87 0.00 
0.59 0.00 

2181.62 '370.09 
62.35 437.04 

1146.21 500.21 
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21 UTTARAKHAND 38.37 0.00 0.00 . 2.21. 36.15 0.01 
22 WEST BENGAL 377.53 0.00 0.00 0.00 360.87 16.66 

ARUNA:CHA~ 
' 23 PRADESH 0.00 0.00 0.00 0.00 0.00 0.00 

24 MANIPUR 19.23 0.00 0.00 0.88 14.02 4.33 
25. MEGHALAYA 0.00 0.00 0.00 0.00 0.00 0.00 
26 MIZORAM 1.23 0.00 0.00 0.00 0.00 1.23 
27 NAG ALAND 0.00 0.00 0.00 0.00 0.00 0.00 
28 TRIP URA 6.45 0.00 0.00 0.00 0.09 6.36 
29 ASSAM 82.39 0.00 0.00 0.00 40.04 42.35 
30 SIKKIM 0.16 0.00 0.00 0.00 0.00 0.16 

I :··.··:·?:·: .... :.· ...... ' -~~- .• .. : .'} Total '"} ·.. . ... ... .. , ': ' 1026.836: 1·>• ... .·31'.57. .~.-~ ·•·• :·r· 1420·:69 •. , .... · ···.so2~7t: ,. '$104.16 . .. ···· ·: : 2909.23· 
Percentage 0.31 13.84 7.82 49.71 28.33 
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Annexure-XVI-B 

(Referred to in Para 13.1.6.2) 

---. -.--•------¥._ __ _J 
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State wise and User Agency wise subsidy disbursed under 10% component of YSS during the year 2015-16 
(Amount in (L<lkh) 

ANDHRA 
1 PRADESH 356.65 0.00 0.00 0.00 126.34 230.31 
2 BIHAR 12.64 0.00 8.75 0.00 3.50 0.39 
3 CHHATTISGARH 51.05 0.00 0.00 0.00 0.00 51.05 
4 DELID 0.34 0.00 0.00 0.00 0.34 0.00 
5 GUJARAT 1.15 0.00 0.00 0.00 0.94 0.21 

IDMACHAL 
6 I PRADESH I 465.31 I o.oo I 0.001 0.00 I 465.31 I 0.00 

JAMMU& 
7 KASHMIR 25.35 0.00 0.00 0.00 25.35 0.00 
8 JHARKHAND 0.95 0.00 0.00 o.oo 0.83 0.12 
9 KARNATAKA 248.13 0.04 0.00 0.00 207.20 40.89 
w KERALA 43.45 0.00 5.01 2.31 8.66 27.47 

MADHYA 
11 PRADESH 25.46 0.00 0.00 0.00 6.01 19.45 
12 MAHARASHTRA 48.22 0.00 0.00 0.00 7.95 40.27 
13 ODIS HA 231.48 0.00 0.00 0.00 118.53 112.95 
14 HARYANA 6.96 0.00 5.99 0.00 0.97 0.00 
15 PUDUCHERRY 15.78 0.00 0.00 0.00 0.00 15.78 
16 PUNJAB 1.53 0.00 . 0.00 0;00 L53 0.00 
17 RAJAS THAN 0.14 0.00 o.oo 0.00 0.14 0.00 
18 TAM!LNADU 4368.47 0.00 590.82 

I 

1580.18- 1837.33 360.14 
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19 TELANGANA 591.46 0.00 0.00 4.96 43.69 542.81 
20 UTTAR PRADESH 2233.45 5. 14 79.69 13.61 1762.84 372.17 
2 1 UTTARAKHAND 33.52 0.00 0.00 l.7 1 3 1.08 0.73 
22 WEST BENGAL 403.36 0.00 0.00 0. 10 323.82 79.45 

ARUNACHAL 
23 PRADESH 0.00 0.00 0.00 0.00 0.00 0.00 
24 MANIPUR 17. 11 0.00 0.00 0.1 5 7.73 9.23 
25 MEGHALAYA 0.00 0.00 0.00 0.00 0.00 0.00 
26 MIZORAM 0.00 0.00 0.00 0.00 0.00 0.00 
27 NAGALAND 0.00 0.00 0.00 0.00 0.00 0.00 
28 TRIP URA 6.97 0.00 0.00 0.00 0.00 6.97 
29 ASSAM 86.05 0.00 0.00 1.1 9 43. 13 41.73 
30 SIKKIM 0.11 0.00 0.00 0.00 0.00 0.1 l 

Total 9275.11 5.18 690.26 1604.21 5023.23 1952.24 
Percentage 0.06 7.44 17.30 54.16 21.05 
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Annexure-XVI-C 

(Referred to in Para 13.1.6.2) 

State wise and User Agency wise subsidy disbursed under 10 per cent component of YSS during the year 2016-17 

1 ANDHRA PRADESH 727.58 22.30 0.00 0.00 
2 BIHAR 57.80 0.00 21.43 0.00 
3 CHHATTISGARH 59.64 0.00 0.00 0.00 
4 DELID 0.00 0.00 0.00 0.00 
5 GUJARAT 5.47 0.00 0.00 0.00 
6 IDMACHAL PRADESH 703.58 0.00 0.00 0.00 
7 JAMMU & KASHMIR 14.49 0.00 0.00 0.00 
8 JHARKHAND 34.49 0.00 0.00 0.00 
9 KARNATAKA 468.52 0.06 0.00 0.00 
10 KERALA 51.64 0.12 5.33 7.27 
11 MADHYA PRADESH 40.93 0.00 0.00 4.96 
12 MAHARASHTRA 64.05 0.00 0.00 0.00 
13 ODISHA 375.04 7.07 0.00 0.00 
14 HAR YAN A 0.00 0.00 . 0.00 0.00 
15 PUDUCHERRY 10.33 0.00 0.00 0.00 
16 PUNJAB 0.00 0.00 0.00 0.00 
17 RAJAS THAN 0.85 0.00 0.00 0.00 
18 TAMILNADU 3595.75 8.59 82;31 1427.50 
19 TELANGANA 895.83 ·• 0.00 . 0.00 6.07 
20 UTTAR PRADESH 6204.26 9.17 150.13 27,54 
21 UTTARAKHAND 184.45 0.00 0.00 ,• 3.18, ' 
22 WEST BENGAL .. 559.62 0.44 ·; OJ)O 0.80 
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283.89 421.39 
36.37 0.00 

0.11 59.53 
0.00 0.00 
3.55 1.92 

702.11 1.47 
14.49 0.00 
8.15 26.34 

407.07 61.39 
21.94 16.98 

: 

4.70 31.27 
12.26 51.79'" 

164.88 203.09 
0.00 0.00 
0.00 10.33 
0.00 0.00 
0.29 0.56 

1737.98 339.37 
165.63 724.13 

4797.64 1219.78 
181.27 0.00 
530.58 27,80 
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23 ARUNACHALPRADESH 0.00 0.00 0.00 0.00 0.00 0.00 
24 MA NIP UR 33.35 0.00 0.00 0.1 3 8.73 24.49 
25 MEGHALAYA 0.00 0.00 0.00 0.00 0.00 0.00 
26 MIZORAM 0.00 0.00 0.00 0.00 0.00 0.00 
27 NAG ALAND 0.00 0.00 0.00 0.00 0.00 0.00 
28 TRIP URA 6.3 1 0.75 0.00 0.00 5.55 0.0 1 
29 ASSAM 78.27 0.00 0.00 6.07 28 .92 43.28 
30 SIKKIM 0.74 0.00 0.00 0.00 0.00 0.74 

L__ Total 14173.00 48.50 259.20 1483.52 9116.11 3265.67 
Percentage 0.34 1.83 10.47 64.32 23.04 
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Annexure-XVII 
(Ref erred to in Para 13.1.6.2-A.3) 

Statement showing statewise number of depots and handlooms as per HWIS 

:::r 

4 Haryana 93 6521 

5 Himachal Pradesh 10 7840 

6 Jammu & Kashmir 3 17691 

7 Punjab 0 2377 

8 Rajasthan 2 22841 

9 Delhi 1 1876 

14 Arunachal Pradesh 7 30513 

15 Assam 25 1251816 

16 Manipur 76 179058 

17 Mizoram 6 39549 

I 
18 Meghalaya 2 12489 

19 Nagaland 1 61673 

20 Sikkim 

22 Chhattisgarh 3 4983 

23 Gujarat 6 3724 

24 Maharashtra 3 2096 

25 Telangana 30 30771 

Andhra Pradesh 

Karnataka 

·;;Ii:'6~1;:06iili~~tif~· ... 
TamilNadu 

Puducherry 
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Annexure-XVII-A 

(Ref erred to in Para 13.1.6.2-A.3) 

State wise - District wise Handloom weavers and Distance of nearest Depot 

SI. No. State District No.of Nearest Distance 
hand loom Depot in Kms.* 
weavers 

I Tamil Nadu Ariyalur 11573 Thanjavur 78 
2 Uttar Pradesh Chandoli 5524 Varanasi 40 
3 Rajasthan Bikaner 5751 Jaipur 334 
4 West Bengal Maldah 4603 1 Berhampur 131 
5 Jammu & Kashmir Pulwama 5945 Jam mu 249 
6 Assam Barpeta 92800 Nalbari 68 
7 Assam Chi rang 22402 Bongaigaon 24 
8 Assam Dhemaji 72 120 Dibrugarh 75 
9 Assam Goal para 4061 1 Bongaigaon 62 
10 Assam Golaghat 73727 Sibsagar l 1 l 
11 Assam Hailakandi 5344 Cachar 62 
12 Assam Jorhat 71890 Sivasagar 58 
13 Assam Karimganj 10480 Cachar 78 
14 Assam Lakhimpur 7401 7 Itanagar 65 
15 Assam Morigaon 46358 Nagaon 38 
16 Assam Sonitpur 66727 Nagaon 66 

South 
17 Assam Salmara 27778 Tura 74 
18 Arunachal Pradesh Loh it 9560 Tinsukia 152 
19 Arunachal Pradesh East Siang 7287 A a lo 56 

West 
20 Arunachal Pradesh Kameng 7234 Nagaon 252 
21 Mizoram Lawngtlai 5934 Thenzawal 156 
22 Mizoram Lunglei 7954 Thenzawal 78 
23 Mizoram Saiha 6318 Thenzawal 213 
24 Nagai and Kohima 12045 Dimapur 67 
25 Nagaland Mokukchung 6192 Sivasagar 129 
26 Nagai and Mon 6843 Sivasagar 98 
27 Nagai and Phek 6917 Dimapur 167 
28 Nagaland Tuensang 9010 Sivasagar 182 
29 Nagai and Wokha 5344 Dimapur 124 
30 Nagaland Zunheboto 7717 Dimapur 217 

* As per google map 
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Annexure-XVIII 

(Referred to in Para 13.1.6.4) 
Statement showing State-wise and year-wise cases of delayed supply of yarn 

SI. No. State Years No. of No Delay 01 Day to 31 Days to 
records 30 Days 90 Days 

l Andhra Pradesh 201 6- 17 2782 559 51 3 69 1 
% of delay 20.09 18.44 24.84 

2 Uttar Pradesh 201 6- 17 433 1 374 600 946 
% of delay 8.64 13.85 2 1.84 

3 Odisha 20 16-1 7 923 496 196 130 
% of delay 53.74 2 1.24 14.08 

4 Delhi 201 6- 17 I 0 0 I 

% of delay 100.00 
5 Punjab 201 6- 17 0 0 0 0 
6 Rajas than 20 16- 17 53 29 7 7 

% of delay 54.72 13.2 1 l3.2 I 
7 Haryana 20 16- 17 19 193 6880 38 16 34 16 

% of delay 35.85 19.88 17.80 

8 Tamil Nadu 201 6- 17 22453 134 18 3540 3068 
% of delay 59.76 15.77 13.66 

9 Uttarakhand 20 16-1 7 135 8 2 45 
% of delay 5.93 1.48 33.33 

10 Bihar 20 16- 17 43 3 9 II 

% of delay 6.98 20.93 25.58 
11 Jharkhand 20 16- 17 11 8 9 43 10 

% of delay 7.63 36.44 8.47 
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91 Days to 181 Days More than 
180 Days to365 365 Days 

Days 

59 1 427 I 

2 1.24 15.35 0.04 
945 11 25 341 

2 1.82 25.98 7.87 
86 15 0 

9.32 1.63 0.00 
0 0 0 

0 0 0 
2 7 I 

3.77 13.21 1.89 
3 109 18 17 155 
16.20 9.47 0.81 
1669 732 26 
7.43 3.26 0.12 

16 57 7 
11.85 42.22 5. 19 

9 11 0 
20.93 25.58 0.00 

47 9 0 
39.83 7.63 0.00 
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12 Madhya Pradesh 2016- 17 230 27 70 73 44 15 l 
% of delay 11.74 30.43 31.74 19. 13 6.52 0.43 

13 Chhattisgarh 20 16- 17 340 45 64 11 7 78 35 l 
% of de lay 13.24 18.82 34.41 22.94 10.29 0.29 

Jammu & 
14 Kashmir 20 16- 17 337 93 49 78 53 64 0 

% of de lay 27.60 14.54 23. 15 15.73 18.99 0.00 
15 Puducherry 20 16- 17 42 14 9 8 I 10 0 

% of delay 33.33 21.43 19.05 2.38 23.81 0.00 
16 West Bengal 2016- 17 1722 578 409 378 269 86 2 

% of delay 33.57 23.75 2 1.95 15.62 4.99 0.12 
17 KeraJa 2016- 17 2539 94 1 595 464 340 197 2 

% of delay 37.06 23.43 18.27 13.39 7.76 0.08 
18 Kamataka 201 6-17 1486 735 453 87 146 65 0 

% of delay 49.46 30.48 5.85 9.83 4.37 0.00 
Himachal 

19 Pradesh 20 16- 17 1036 578 105 158 135 59 l 
% o f delay 55.79 10.14 15.25 13.03 5.69 0.10 -

20 Maharashtra 2016- 17 176 lJ 3 25 18 13 7 0 
% of delay 64 .20 14.20 10.23 7.39 3.98 0.00 

21 Telangana 2016- 17 1730 1278 204 136 61 51 0 
% of delay 73.87 I 1.79 7.86 3.53 2.95 0.00 

22 Gujarat 20 16- 17 634 535 77 lO 9 3 0 
% of de lay 84.38 12. 15 1.58 1.42 0.47 0.00 
Total 60304 26713 10786 9852 7623 4792 538 

44.30 17.89 16.34 12.64 7.95 0.89 
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Northern Eastern States 

23 I Assam I 2016-11 616 213 54 160 118 68 3 
% of delay 34.58 8.77 25.97 19.16 1L04 0.49 

24 I Trioura . I 2016-17 36 10 9 . 16 ' 0 . ......... l 0 
% of delay 27.78 . I 25.00 44.44 0.00 2.78 0.00 

25 I Sikkim I 2016-17 l 0 0 0 0 1 0 I• 

% qf delay 100.00 . 

26 IMeghalaya I 2016~11 25 5 l 2 16 ll 0 
% of delay 20.00 4.00 8.00 64.00 4.oo I 0.00 

Arunachal 
27 I Pradesh I 2016-17 26 6 0 8 10 2 0 

% of delay 23.08 0.00 30.77 38.46 7.69 0.00 

28 I Manipur I 2016-17 459 137 74 104 106 33 5 
% of delay 29.85 16.12 22.66 23.09. 7.19 L09 

29 I Nagaland I 2016-17 42 17 2 3 20 0 0 
% of delay 40.48 4.76 7.14 47.62 0.00 0.00 

30 I Mizoram I 2016-11 75 39 5 6 12 13 0 
% of delay 52.00 6.67 8.00 16;00 17.33 0.00 
Total NER 1280 427 145 299 282 119 8 

33.36 11.33 23.36 22.03 9.30 0.63 

233 

.. r· 



I 

I 
Report No.11of2018 I · 

I 
I 

. AnlllleX11l!ll"ecXJIX I i 

. (Reft'eirirerdl to nllll lPtaurnr 113.1.6.6) I 

Deit'id~lllld.es illll IIJ!11lllallllltnty II)[ yall"l!ll s111pplliied to Miaudllilffia. ~aillldfoom CocOJ!ll Sodety nl!ll 2([)16·f 17 
I I 

1 8 16-05-2016 6120 6000 -120 I 

2 9 16-05-2016 6120 9480 3360 I 

3 14 17-05-2016 6060 6000 -60 I 

4 15 17-05-2016 6120 6000 -120 I 

5 16 17-05-2016 5880 6000 120 I 
6 19 17-05-2016 6120 6000 -120 I 
7 22 17-05-2016 6120 6000 -120 I 
8 124 . 09-06-2016 6300 9480 3180 I 
9 152 28-06-2016 6000 i 3150 -2850 I I 

10 154 28-06-2016 6000 
I 

3600 -2400 I I 

u 168 01-07-2016 6000 I 3150 -2850 I 

I 
I 
I 
I 

I 
i 
I 

-~-

. I 

i 
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