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[ Preface ]

Government commercial enterprises, the accounts of which are subject to audit by the
Comptroller and Auditor General of India, fall under the following categories:

(1) Government companies,
(i1) Statutory corporations, and
(1)  Departmentally managed commercial undertakings.

2. This report deals with the results of audit of Government companies and
Statutory corporations and has been prepared for submission to the Government of
Orissa under Section 19A of the Comptroller and Auditor General’s (Duties, Powers
and Conditions of Service) Act, 1971, as amended from time to time. The results of
audit relating to departmentally managed commercial undertakings are included in the
Report of the Comptroller and Auditor General of India (Civil) - Government of
Orissa.

3. Audit of the accounts of Government companies is conducted by the
Comptroller and Auditor General of India under the provisions of Section 619 of the
Companies Act, 1956.

4. In respect of Orissa State Road Transport Corporation, which is a Statutory
corporation, the Comptroller and Auditor General of India is the sole auditor. As per
the State Financial Corporations (Amendment) Act, 2000, CAG has the right to
conduct the audit of accounts of the Orissa State Financial Corporation in addition to
the audit conducted by the Chartered Accountants, appointed by the Corporation out
of the panel of auditors approved by the Reserve Bank of India. In respect of the
Orissa State Warehousing Corporation, he has the right to conduct the audit of their
accounts in addition to the audit conducted by the Chartered Accountants appointed
by the State Government in consultation with CAG. In respect of Orissa State
Electricity Regulatory Commission, CAG is the sole auditor. The Audit Reports on
the annual accounts of all these corporations are forwarded separately to the State
Government.

5. The cases mentioned in this Report are those which came to notice in the
course of audit during the year 2003-04 as well as those which came to notice in
earlier years but were not dealt with in the previous Reports. Matters relating to the
period subsequent to 2003-04 have also been included, wherever necessary.
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[ Overview ]

1. Overview of Government companies and Statutory
corporations

As on 31 March 2004, the State had 70 Public Sector Undertakings (PSUs)
comprising 67 Government companies and three Statutory corporations. Of
these, there were only 32 working Government companies. The remaining 35
were non-working Government companies as against 34 non-working
Government companies as on 31 March 2003. All the three Statutory
corporations were working corporations. In addition, there were three
companies (one working and two non-working) under the purview of Section
619-B of the Companies Act, 1956, as on 31 March 2004.

(Paragraphs 1.1 and 1.36)

The total investment in working PSUs increased from Rs.12,178.55 crore as
on 31 March 2003 to Rs.12,294.34 crore as on 31 March 2004. The total
investment in non-working PSUs decreased from Rs.216.86 crore in 2002-03
to Rs.122.61 crore in 2003-04.

(Paragraphs 1.2 and 1.17)

The budgetary support in the form of capital, loans, grants and subsidy
disbursed to the working PSUs decreased from Rs.591.45 crore in 2002-03 to
Rs.125.75 crore in 2003-04. The State Government guaranteed loans
aggregating Rs.2,172.54 crore during 2003-04. As on 31 March 2004,
guarantees of Rs.3,046.11 crore were outstanding.

(Paragraph 1.6)

Only six working Government companies, one Statutory corporation and two
non-working Government companies finalised their accounts for the year
2003-04 by September 2004. The accounts of 25 working Government
companies and two Statutory corporations were in arrears for periods ranging
from one to six years as on 30 September 2004. The accounts of
33 non-working Government companies were in arrears for periods ranging
from one to 33 years as on 30 September 2004.

(Paragraphs 1.7 and 1.21)

According to latest finalised accounts, 14 working PSUs (12 Government
companies and two Statutory corporations) earned aggregate profit of
Rs.167.65 crore. Against this, 17 working PSUs (16 Government companies
and one Statutory corporation) incurred aggregate loss of Rs.675.84 crore as
per the latest finalised accounts. Of the loss incurring working Government
companies, eight companies had accumulated losses aggregating
Rs.1,921.25 crore which exceeded their paid-up capital of Rs.513.88 crore.
One loss incurring Statutory corporation had accumulated loss of
Rs.223.49 crore, which exceeded the paid-up capital of Rs.136.50 crore.

(Paragraphsl.8, 1.10 and 1.12)

vii




Audit Report (Commercial) for the year ended 31 March 2004

28 Reviews in respect of Government companies

Aspects relating to activities of the Orissa Mining Corporation Limited, Fund
Management in Grid Corporation of Orissa Limited and Project
Implementation of Konark Met Coke Limited were reviewed in Audit and
some of the main findings are as follows:

2.1 Review on Orissa Mining Corporation Limited

Orissa Mining Corporation Limited was established in May 1956 to undertake
commercial exploitation of mineral resources of the State. The Company
incurred heavy losses due to delay in repair of primary crusher, under
utilisation of crushers, undue concession given to raising contractors, sale of
lump ore without conversion into calibrated lump ore and sale of ore below
the market price in domestic as well as in export market. Some of the
important points noticed in audit are given below:

The Company sustained revenue loss of Rs.75.79 crore during December 2001
to December 2003 due to injudicious decision to repair the old primary crusher
instead of replacing the same.

(Paragraph 2.1.13)

Shortfall in production of Calibrated Lump Ore led to loss of revenue of
Rs.45.37 crore.

(Paragraph 2.1.14)

Fixation of sale price lower than the prevalent market price resulted in revenue
loss of Rs.2.15 crore.

(Paragraph 2.1.29)

The Company, at the behest of State Government, sold ore to Neelachal Ispat
Nigam Limited below the market price which led to loss of revenue of
Rs.11.28 crore.

(Paragraph 2.1.30)

Investment of Rs.4.26 crore without resolving the key issues for
implementation of the Joint Venture project proved wasteful.

(Paragraph 2.1.36)

2.2 Review on Fund Management in Grid Corporation of Orissa
Limited

The management of funds in Grid Corporation of Orissa Limited was deficient
due to lack of effective control over transactions. Due to lack of control over
the realisation of power dues, delay in filing tariff increase proposal before
Orissa Electricity Regulatory Commission and delay in raising bills, the
Company could not generate funds in time and resorted to huge borrowing of
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funds at higher interest for meeting capital needs. Some of the important
points noticed in audit are given below:

Failure to submit tariff increase proposal in time led to revenue loss of
Rs.117.55 crore to the Company.

(Paragraph 2.2.7)

The Company delayed the finalisation of accounts for the year 2000-01 which
resulted in delay in raising of bills and consequential loss of interest of
Rs.15.30 crore.

(Paragraph 2.2.8)

The Company accepted claim for higher tariff from National Aluminium
Company Limited in violation of Orissa Electricity Regulatory Commission
tariff which resulted in extra expenditure of Rs.9.76 crore.

(Paragraph 2.2.9)

Delay in swapping high cost borrowings led to additional interest burden of
Rs.11.34 crore.

(Paragraphs 2.2.16 and 2.2.17)
23 Review on Project Implementation of Konark Met Coke Limited

Konark Met Coke Limited was established in July 1996 with the main
objective to produce coal, coking coal and coke besides establishing a
generation station. The project implementation of the Company moved at slow
pace due to lack of adequate equity arrangements from private promoters and
public. This led to revision of project implementation three times. The
Company deferred the allotment of shares for more than five years to PSUs
despite retaining share money of Rs.69.57 crore received from them. Some of
the important points noticed in audit are given below:

Failure to define and freeze the man-month by Board of Directors, the
Company incurred extra expenditure of Rs.5.97 crore towards consultancy
charges. The Company also failed to raise claim for Rs.6.30 crore on account
of the failure on the part of the consultant to provide the know-how.

(Paragraphs 2.3.9 and 2.3.10)

Insistence on specific automation led to procurement from a specified source
at an extra expenditure of Rs.2.42 crore.

(Paragraph 2.3.17)

Company had to pay Rs.4.75 crore as penalty due to failure to determine the
right time for procurement of third boiler in consultation with MECON.

(Paragraph 2.3.24)
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Excess consumption of power for auxiliary purposes and non-recovery of
variable cost in full in tariff led to a revenue loss of Rs.12.17 crore.

(Paragraphs 2.3.26 and 2.3.27)

3. Transaction audit observations

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

Loss of revenue of Rs.35.49 crore in four cases due to incorrect
classification of Scotch blended Indian Whisky, acceptance of
deliberate downward revision of landing cost, undue favour to
purchaser by allowing credit much in excess of the limit and
incorrect fixation of contract price.

(Paragraphs 3.1, 3.2, 3.9 and 3.13)

Extra avoidable expenses amounting to Rs.11.86 crore in nine
cases due to defective agreement, failure to obtain Sales Tax
exemption certificate, failure to revise the sale price, failure to
clear imported consignments under Duty Entitlement Pass
Book, placement of supply order for oversize coke, supply of
captive power to colony instead of plant, undue favour to
supplier by allowing unilateral alternation of the quality
specifications, delay in filing refund claims and failure to avail
the interest rebate in PFC loans.

(Paragraphs 3.4, 3.5, 3.6, 3.7, 3.10, 3.11, 3.12, 3.17 and 3.20)

Unproductive expenditure/loss of interest of Rs.2.32 crore in
three cases due to idle retention of funds, injudicious
investment of surplus funds and injudicious decision to
construct multi-storeyed corporate office building.

(Paragraphs 3.3, 3.14 and 3.15)

Unproductive expenditure of Rs.0.88 crore in two cases due to
failure to terminate the contract even after unfavourable test
report and injudicious decision for renewal of insurance
policies.

(Paragraphs 3.16 and 3.18)

Doubtful recovery of Rs.3.94 crore in two cases due to
extension of loans in violation of provision of the scheme.

(Paragraphs 3.8 and 3.21)
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U In one case, Generation loss of Rs.1.66 crore on account of
indecisiveness of the Management.

(Paragraph 3.19)
Gist of some of the important audit observations is given below:

Collection of Excise/Sales Tax at lower rate by Orissa State Beverages
Corporation Limited on account of incorrect classification of Scotch blended
Indian Whisky led to loss of Rs.31.50 crore to State exchequer.

(Paragraph 3.1)

Acceptance of downward revision of landing cost by Orissa State Beverages
Corporation Limited contrary to Clause 1.2 A (1) of the Agreement resulted
in loss of revenue of Rs.1.98 crore to State Government.

(Paragraph 3.2)

Failure to revise sale price deprived the Neelachal Ispat Nigam Limited of
earning revenue of Rs.1.60 crore.

(Paragraph 3.6)

Placement of supply order for oversize coke by IDCOL Kalinga Iron Works
Limited led to avoidable expenditure of Rs.0.79 crore.

(Paragraph 3.10)

Grant of loans in violation of the terms of the guidelines and sanction orders
coupled with disbursement against inadequate security and lack of proper
follow up by Orissa State Financial Corporation led to recovery of
Rs.2.94 crore being doubtful.

(Paragraph 3.21)
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[ Chapter-I ]

1. Overview of Government companies and Statutory
corporations
Introduction

1.1 As on 31 March 2004, there were 67" Government companies (32
working companies and 35 non-working companies) and three working
Statutory corporations as against 67 companies (33 working companies and 34
non-working companies) and three working Statutory corporations as on
31 March 2003 under the control of the State Government. The accounts of the
Government companies (as defined in Section 617 of Companies Act, 1956)
are audited by Statutory Auditors who are appointed by the Comptroller and
Auditor General of India (CAG) as per provision of Section 619 (2) of
Companies Act, 1956. These accounts are also subject to supplementary audit
conducted by the CAG as per provisions of Section 619 of the Companies Act,
1956. The audit arrangements of Statutory corporations are as shown below:

SL. Name of the corporation | Authority for audit by the | Audit arrangement
No. CAG
1. Orissa State Road | Section 33 (2) of the Road | Sole audit by CAG
Transport Corporation | Transport Corporations
(OSRTC) Act, 1950
2 Orissa  State  Financial | Section 37 (6) of the State | Audit by the
Corporation (OSFC) Financial Corporations | Chartered
Act, 1951 Accountants and
supplementary audit
by CAG
3 Orissa State Warehousing | Section 31 (8) of the State | Audit by the
Corporation (OSWC) Warehousing  Corporations | Chartered
Act, 1962 Accountants and
supplementary audit
by CAG

The State Government had formed Orissa State Electricity Regulatory
Commission and audit is entrusted to the CAG, under Section 104(2) of the
Electricity Act, 2003

" During 2003-04, one company (IDCOL Cement Limited) was privatised and gone out of the
purview of Sections 617/619 of the Companies Act, 1956 and a new company viz., Orissa
Power Transmission Corporation Limited was incorporated in March 2004.

" Non-working companies/corporations are those which are under the process of
liquidation/closure/merger, etc.

™" Erstwhile Schedule of the Orissa Electricity Reform Act, 1995 repealed by the Electricity
Act, 2003.
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Working Public Sector Undertakings (PSUs)

Investment in working PSUs

1.2 As on 31 March 2004, the total investment in 35 working PSUs (32
Government companies and three  Statutory corporations)  was
Rs.12,294.34 crore’ (equity Rs.2,149.94 crore, long-term loans
Rs.10,093.14 crore and share application money Rs.51.26" crore) as against
36 working PSUs (33 Government companies and three Statutory
corporations) with a total investment of Rs.12,178.55 crore (equity
Rs.2,360.59 crore, long-term loans Rs.9,759.96 crore and share application
money Rs.58.00 crore) as on 31 March 2003. The analysis of investment in
working PSUs is given in the following paragraphs.

Sector wise investment in working Government companies and Statutory
corporations

1.3  The investment (equity and long-term loans) in various sectors and
percentage thereof at the end of 31 March 2004 and 31 March 2003 are
indicated below in the pie charts:

Investment as on 31 March 2004 (Rs.12,294.34 crore)
(Rupees in crore)

1214.79
(9.88)

73.86
(0.60)

832.18
(6.77)

1321.31
(10.75)
8852.20
(72.00)
O Power
M Industries
OFinancing

O Agriculture,Engineering and Electronics
H Others

(Figures in brackets indicate percentage)

* State Government’s investment was Rs.6,114.41 crore (others:Rs.6,179.93 crore). Figure as
per Finance Accounts, 2003-04 is Rs.3,417.78 crore. The difference, which is under
reconciliation is mainly due to non-accountal of equity and long-term loans invested in Power
Sector Companies by virtue of transfer of Assets and Liabilities of erstwhile OSEB in April
1996 and disinvestment of shares in February 1999.

" Long-term loans mentioned in paragraphs 1.2,1.3 and 1.4 are excluding interest accrued and
due on such loans

™" Neelachal Ispat Nigam Limited (S.No.A.5 of Annexure-1).
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Investment as on 31 March 2003 (Rs.12178.55 crore)
(Rupees in crore)

1788.87
72.99_  (14.69)

875.13
(7.19)

1131.13

8310.43
(9.29) (68.23)
O Power
M Industries
OFinancing

O Agriculture,Engineering and Electronics
H Others

(Figures in brackets indicate percentage)

Working Government companies

1.4. Total investment in working Government companies at the end of
March 2003 and March 2004 was as follows:

(Rupees in crore)

Year No. of | Equity Share Loans Total
companies application
money
2002-03 33 2,133.00 58.00 9,056.78 11,247.78
2003-04 32 1,922.36 51.26 9,444.20 11,417.82

There was increase in investment during the year mainly due to increase in
loan in Power Sector (Grid Corporation of Orissa Limited:Rs.615.06 crore ).

The summarised statement of Government investment in working Government
companies in the form of equity and loans is detailed in Annexure-1.

As on 31 March 2004, the total investment in working Government companies
comprised 17.29 per cent of equity capital and 82.71 per cent of loans as
compared to 19.48 per cent and 80.52 per cent respectively as on
31 March 2003.

" Loans outstanding were Rs.4,729.96 crore as on 31 March 2003 and Rs.5,345.02 crore as on
31 March 2004.
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Working Statutory corporations

1.5  The total investment in three working Statutory corporations at the end
of March 2003 and March 2004 was as follows:
(Rupees in crore)

Name of corporation 2002-03 2003-04
Capital Loans Capital Loans
Orissa State Road Transport Corporation” 136.41 54.26 136.41 38.23
Orissa State Financial Corporation” 87.57 621.87 87.57 588.46
Orissa State Warehousing Corporation 3.60 22.25 3.60 22.25
Total 227.58 698.38 227.58 648.94

The summarised statement of Government investment in working Statutory
corporations in the form of equity and loans is detailed in Annexure-1.

As on 31 March 2004, the total investment in working Statutory corporations
comprised 25.96 per cent of equity capital and 74.04 per cent of loans as
compared to 24.58 per cent and 75.42 per cent respectively as on
31 March 2003.

Budgetary outgo, grants/subsidies, guarantees, waiver of dues and
conversion of loans into equity

1.6  The details regarding budgetary outgo, grants/subsidies, guarantees
issued, waiver of dues and conversion of loans into equity by State
Government to working Government companies and working Statutory
corporations are given in Annexures-1 and 3.

The budgetary outgo (in the form of equity capital and loans) and
grants/subsidies from the State Government to 14 working Government
companies and three working Statutory corporations for the three years up to
31 March 2004 are given below:

(Rupees in crore)

2001-02 2002-03 2003-04
Companies Corporations Companies Corporations Companies Corporations

No. Amount | No. | Amount | No. | Amount | No. | Amount | No. | Amount No. Amount
Equity capital 1 10.00 -- -- 4 22.77 - - - - - -
outgo from
budget
Loans  given -- -- 1 0.81 2 | 438.00 1 0.25 1 53.45 1] 13.65
from budget
Grant 1 0.20 - - 3 34.05 1 6.00 2| 23.11 1 1.50
Subsidy
towards

%'Figures for 2002-03 and 2003-04 are provisional.
“ Figures for 2003-04 are provisional.
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2001-02 2002-03 2003-04
Companies Corporations Companies Corporations Companies Corporations

No. Amount | No. | Amount | No. | Amount | No. | Amount | No. | Amout | No. Amount
@) Projects/ - - - - - - - - - - - -
Programmes/
Schemes
(ii) Other 3 55.98 2 1.80 3 88.38 2 2.00 4 32.17 2 1.87
subsidy
Total outgo 3" 66.18 2 2.61 10 | 583.20 3 8.25 6" | 108.73 3| 17.02

In the last three years, the Government guarantee issued on loans to working
PSUs has increased from Rs.423.45 crore in 2001-02 to Rs.816.89 crore in
2002-03 and further increased to Rs.2,172.54 crore in 2003-04. There was no
case of conversion of loan to equity and waiver of dues in 2003-04.

During the year 2003-04, the Government had guaranteed loans aggregating
Rs.2,177.04 crore obtained by seven working Government companies
(Rs.2,172.54 crore) and one non-working company (Rs.4.49 crore). At the end
of the year, guarantees of Rs.3,046.11 crore against seven working
Government companies (Rs.2,677.44 crore), two working Statutory
corporations (Rs.368.60 crore) and one non-working Government company
(Rs.0.07 crore) were outstanding. The guarantee commission paid or payable
to Government by six working companies (Rs.36.10 crore ), one non-working
company (Rs.0.08 crore) and two Statutory corporations (Rs.5.48 crore)
during 2003-04 was Rs.41.66 crore.

Finalisation of accounts by working PSUs

1.7  The accounts of the companies for every financial year are required to
be finalised within six months from the end of the relevant financial year
under Sections 166, 210, 230, 619 and 619-B of the Companies Act, 1956,
read with Section 19 of the Comptroller and Auditor General’s (Duties,
Powers and Conditions of Service) Act, 1971. They are also to be laid before
the Legislature within nine months from the end of the financial year.
Similarly, in case of Statutory corporations, their accounts are finalised,
audited and presented to the Legislature as per the provisions of their
respective Acts.

However, as noticed from Annexure-2, only six working Government
companies (APICOL, NINL, IDCOL Software, OPGC, OHPC and IDCOL
Ferrochrome)  have finalised their accounts for the year 2003-04 between
October 2003 to September 2004. Only one Statutory corporation (OSWC)
finalised the accounts for the year 2003-04 during the above period. During
this period, 24 working Government companies finalised 37 accounts for
previous years and one working Government company (IDCOL Cement
Limited) subsequently privatised, had finalised its accounts for the year
2002-03. Similarly, during this period, three Statutory corporations finalised
six accounts for previous years.

" Actual number of companies/corporations which received equity/loan/grants/subsidy from
State Government during the respective years.
“* Sl Nos A-4,5,9,16,17 and 31 of Annexure 2.




Audit Report (Commercial) for the year ended 31 March 2004

The accounts of 25" working Government companies and two Statutory
corporations were in arrears for periods ranging from one year to six years as
on 30 September 2004 as shown in the following table:

SL Number of working | Year for  which | Number Reference to Sl. No. of Annexure-2
No. | companies/corporations accounts are in | of years
Government Statutory arrears i‘;‘;ovl:::;:h Government Statutory
companies corporations are in | companies corporations
arrears
1. 2 -- 1998-99 to 2003-04 6 A-1,32 --
2. 2 -- 1999-2000 to 200304 5 A-8,14 --
3. 3 1 2000-01 to 2003-04 4 A-7,21,24 B-1
4, 9 -- 2001-02 to 2003-04 3 A-2,3,13,15,25,26,27, --
28,29
5. 3 -- 2002-03 to 2003-04 2 A-10,12,23 -
6 1 2003-04 1 A-6,11,18,20, 22, 30, B-2

It is the responsibility of the administrative departments to oversee and ensure
that the accounts are finalised and adopted by the PSUs within the prescribed
period. Though the concerned administrative departments and officials of the
Government were apprised quarterly by the Accountant General regarding
arrears in finalisation of accounts, no effective measures have been taken by
the Government and as a result, the net worth of these PSUs could not be
assessed in Audit.

Financial position and working results of working PSUs

1.8  The summarised financial position of working PSUs (Government
companies and Statutory corporations) as per latest finalised accounts are
given in Annexure-2. Besides, statement showing financial position and
working results of individual working Statutory corporations for the last three
years for which accounts are finalised, are given in Annexures-4 and 5
respectively.

According to the latest finalised accounts of 30 working Government
companies and three working Statutory corporations, 16 companies and one
corporation had incurred an aggregate loss of Rs.664.45 crore and
Rs.11.39 crore respectively; 12 companies and two corporations had earned an
aggregate profit of Rs.166.03 crore and Rs.1.62 crore respectively. Two
companies (S1.Nos.A-4 and 14) were functioning on “no profit no loss” and
two companies (S1. No. A-19"" and 32) had not finalised their first accounts
(September 2004).

" Excluding Orissa Power Transmission Corporation Limited (SL.No.A-19 of Annexure-2),
which was incorporated in March 2004.
™ Accounts are not due.
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Working Government companies

Profit earning working companies and dividend

1.9 The five working Government companies (S1. Nos. A-5,9,16,17 and
31 of Annexure-2) which finalised their accounts for 2003-04 by
30 September 2004, have earned profit of Rs.144.63 crore during the year.

Similarly out of 23" working Government companies which finalised their
accounts for previous years by 30 September 2004, seven companies earned
an aggregate profit of Rs.21.40 crore out of which five companies earned
profit for two or more successive years.

The State Government had accepted (August 1996) the recommendation of the
10™ Finance Commission that the State must adopt a modest rate of return on
the investments made in commercial, commercial and promotional and
promotional public enterprises at the rate of six per cent, four per cent and one
per cent respectively, as dividend on equity. Out of the 12 profit earning
companies, which finalised their accounts by 30 September 2004, only one
company i.e., Orissa Power Generation Corporation Limited declared interim
dividend of Rs.61.28 crore for the year 2003-04.

Loss incurring working Government companies

1.10 Of the 16 loss incurring working Government companies, eight***
companies had accumulated losses aggregating Rs.1,921.25 crore, which
exceeded their aggregate paid-up capital of Rs.513.88 crore. Despite poor
performance and complete erosion of paid-up capital, the State Government
had provided financial support of Rs.76.35 crore to one (Grid Corporation of
Orissa Limited) of these eight companies, by way of loan (Rs.53.44 crore) and
grants (Rs.22.91 crore) during the year 2003-04.

Working Statutory corporations

Profit earning Statutory corporations and dividend

1.11 Only one Statutory corporation i.e, Orissa State Warehousing
Corporation (OSWC) which finalised its accounts for 2003-04 and earned
profit of Rs.32.54 lakh had declared dividend of Rs.6.53 lakh for the year
2003-04. The Corporation also earned profit successively for two or more
years.

Similarly, one Statutory corporation (Orissa State Financial Corporation)
which finalised its accounts for previous year by 30 September 2004 earned

" Excluding APICOL (S1.No.A-4) which was functioning on ‘No profit no loss’.

" Excluding one company (S1.No.A-14) which was functioning on ‘No profit no loss’ and two
companies (S1.No.A-19 and A-32) which had not finalised their first accounts.

" S1.Nos.A-1,8,10,13,18,25,26 and 30.
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profit of Rs.1.30 crore and the Corporation earned the profit for two or more
successive years.

Loss incurring Statutory corporations

1.12  Orissa State Road Transport Corporation which had finalised its
accounts for previous years by 30 September 2004 had incurred an aggregate
loss of Rs.11.39 crore and had accumulated loss of Rs.223.49 crore which
exceeded its paid-up capital of Rs.136.50 crore.

Operational performance of working Statutory corporations

1.13  The operational performance of the working Statutory corporations is
given in Annexure-6. In case of Orissa State Road Transport Corporation, as
against a loss of 66 paise per kilometer in 2001-02, a profit of 14 paise per
kilometer was registered in 2002-03. This profit, however, turned into a loss
of 66 paise per kilometer in 2003-04 mainly due to reduction in fleet size,
effective kilometers operated and increase in average operating expenditure
per kilometer. In respect of Orissa State Warehousing Corporation, profit per
tonne continued to show a reducing trend from Rs.12.84 in 2001-02 to Rs.3.78
in 2002-03 and to Re.0.88 in 2003-04 due to lower percentage of capacity
utilisation and reduction of average revenue per tonne in 2003-04.

Return on capital employed

1.14  The details of capital employed and total return on capital employed in
case of working Government companies and Statutory corporations are given
in Annexure-2. As per the latest finalised accounts of 30" working companies
(up to 30 September 2004), the -capital employed** worked out to
Rs.7662.66 crore and total return’  thereon amounted to Rs.108.37 crore
which was 1.41 per cent as compared to total return of Rs.6184.22 crore in the
previous year (accounts finalised up to September 2003). Similarly, the capital
employed and total return thereon in case of working Statutory corporations as
per the latest finalised accounts (up to 30 September 2004) worked out to
Rs.775.68 crore and Rs.9.61 crore respectively against the total return of
(-)Rs.72.19 crore in the previous year (accounts finalised up to
September 2003).

" Two companies at S1.Nos A-19 and 32 had not finalised their first accounts.

™ Capital employed represents net fixed assets (including capital works-in-progress) plus
working capital except in finance companies and corporations where it represents a mean of
aggregate of opening and closing balances of paid-up capital, free reserves, bonds, deposits
and borrowings (including refinance).

™ For calculating total return on capital employed, interest on borrowed funds is added to net
profit/subtracted from the loss, as disclosed in the profit and loss account.
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Reforms in Power Sector

Status of implementation of MOU between the State Government and the
Central Government

1.15

In pursuance to Chief Ministers’ conference on Power Sector Reforms,

held in March 2001, a Memorandum of Understanding (MOU) was signed on
1 June 2001 between the Ministry of Power, Government of India and the
Department of Energy, Government of Orissa as a joint commitment for
implementation of reforms programme in power sector with identified

milestones.

Status of implementation of reform programme against each commitment
made in the MOU is given below:

SL

No.

Commitment as per
MOU

Targeted
completion
Schedule

Status (as on
31 March
2004)

Remarks

Commitments made
by the State
Government

100 per cent
electrification of all
villages

March
2007

81 per cent

No work was taken up in 2001-02,
2002-03 and 2003-04.

Transmission and
distribution losses
will not exceed 34
per cent, which have
to be brought down
to 20 per cent.

June 2006

Transmission and  Distribution
losses during 2003-04 were not
furnished by the Government
though called for (September 2004).

100 per cent metering
of all distribution
feeders

December
2002

20 per cent

100 per cent metering
of all consumers

December
2002

84 per cent

Agreement for
securitising the
outstanding dues of
CPSUs

July 2002

Executed on 20
March 2003

State
Regulatory
Commission (SERC)

i)  Establishment
of OERC

Electricity

April 1996

Set up in June
1996

ii) Implementation
of tariff orders issued
by OERC during the
year

Annually

Implemented

General

Monitoring of MOU

Half yearly

Being done
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State Electricity Regulatory Commission

1.16  Orissa Electricity Regulatory Commission (Commission) was formed
on 12 June 1996 under the Orissa Electricity Reforms Act, 1995 (Act) with
the object of regulation of electricity tariff, advising in matters relating to
electricity generation, transmission and distribution in the State and issue of
licenses. The Commission is a body corporate and comprises three members
including a Chairman who are appointed by the State Government. The audit
of accounts of the Commission is entrusted to CAG under Section 104(2) of
the Electricity Act, 2003" .

Non-working Public Sector Undertakings (PSUs)

Investment in non-working Government companies

1.17 As on 31 March 2004, the total investment in 35 non-working
Government companies was Rs.122.61 crore (equity Rs.64.78 crore including
share application money Rs.23.96 crore and long-term loans Rs.57.83 crore)
as against the total investment of Rs.216.86 crore (equity Rs.64.44 crore
including share application money Rs.23.96 crore and long-term loans
Rs.152.42 crore) as on 31 March 2003.

The summarised statement of Government investment in non-working
Government companies in the form of equity and loans is indicated in
Annexure-1.

The classification of the non-working PSUs was as follows:

(Rupees in crore)

SI. No. Status of non- | Number of Investment
working PSUs companies | Equity Long-term loans

@) Closed™ 22 36.75 38.76

(ii) Under liquidation™" 13 28.03 19.07
Total 35 64.78 57.83

Sector wise investment in non-working Government companies

1.18 The investment (equity and long-term loans) in various sectors and
percentage thereof at the end of 31 March 2004 and 2003 are indicated below
in the pie charts:

" Since replaced with Section 82(1) of the Electricity Act, 2003.

" Erstwhile Schedule of the Orissa Electricity Reform Act, 1995 repealed by the Electricity
Act, 2003

" Companies at Sl Nos.C-1,2,3,8,9,10,11,15,17,19,20,22,23,24,25,26,27,31,32,33, 34 and 35
of Annexure-2

Companies at Sl Nos.C-4,5,6,7,12,13,14,16,18,21,28,29 and 30 of Annexure-2

10
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Investment as on 31 March 2004 (Rs.122.61 crores)
(Rupees in crore)
29.72
(24.24)

33.90
(27.65)

58.99
(48.11)

O Textile, Handloom and Handicrafts

H Industries, Engineering and
Electronics

OOthers

(Figures in brackets indicate percentage)

Investment as on 31 March 2003 (Rs.216.86 crores)
(Rupees in crore)

60.14
(fﬁ-gz) (27.73)

134.20

(61.89)

O Textile, Handloom and Handicrafts

M Industries, Engineering and

Electronics
O Others

(Figures in brackets indicate percentage)

Budgetary outgo, grants/subsidies, guarantees issued, waiver of dues and
conversion of loans into equity of non working PSUs

1.19 During the year 2003-04 State Government has written off loan of
Rs.5.05 crore and waived penal interest of Rs.16.95 crore for ABS Spinning
Orissa Limited (Annexure-3).

Total establishment expenditure of non-working PSUs

1.20 The year-wise details of total establishment expenditure of non-
working PSUs and the sources of financing them during last three years up to
2003-04 are given below:

(Rupees in crore)

Year | Number of | Total Sources of financing
P bii
((§(I)vaernment expenditure Disposal of | Government by way of | Others
companies) investment/assets
p Loans Grants
2001-02 4 0.19 0.11 -- 0.04 0.04

11
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Year | Number of | Total Sources of financing

PSUs establishment .

(Government | expenditure plsposal of | Government by way of | Others

companies) investment/assets

Loans Grants

2002-03 3 0.14 - -- 0.11 0.03
2003-04 3 0.62 0.25 - - 0.37
Total -- 0.95 0.36 -- 0.15 0.44

Finalisation of accounts by non-working PSUs

1.21 The accounts of 33 non-working companies were in arrears for periods
ranging from one year to 33 years as could be noticed from Annexure-2.
During the period October 2003 to September 2004, two non-working
Government companies (SI. No.C-1 and C-3 of Annexure) finalised their
accounts for the year 2003-04. During this period three
non-working Government companies (SI.Nos.C-14, 16 and 34 of Annexure)
finalised two accounts each for previous years and two non-working
Government companies (SI.No. C-11 and 18 of Annexure) finalised three
accounts each for previous years.

Financial position and working results of non-working PSUs

1.22 The summarised financial results of non-working Government
companies as per latest finalised accounts are given in Annexure-2. Out of the
total 35 non-working companies, information regarding net worth”, cash loss
and accumulated loss in respect of 14" companies was not available. The net
worth of remaining 21 non-working compames agamst their paid up capital of
Rs.47.31 crore was (-)Rs.199.15 crore. These" companies suffered cash loss
of Rs.87.39 crore and their accumulated loss worked out to Rs.299.94 crore.

Status of placement of Separate Audit Reports of Statutory
corporations in Legislature

1.23 The following table indicates the status of placement of various
Separate Audit Reports (SARs) on the accounts of Statutory corporations
issued by the CAG of India in the State Legislature by the Government:

" Out of 35 non-working companies, six companies furnished the information out of which
establishment expenditure in case of three companies were 'Nil'.

“* Net worth represents paid-up capital plus free reserves less intangible assets.

" Fourteen companies (at S1.Nos.C-4,5,6,7,9,12,13,17,19,26,28,29,30 and 32 of Annexure-2)
are defunct/closed since long and their accounts are not available.

Except New Mayurbhanj Textiles Limited (S1. No.C-20 of Annexure-2) which had
accumulated profit.

12
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SL Name of Statutory | Years up to | Year for which SARSs not placed in Legislature
No. corporation which SARs
placed in
Legislature
Year of SAR | Date of issue to | Reasons for delay
the Government in placement in the
Legislature
1 Orissa State 2002-03 -- -- --
Warehousing
Corporation (OSWO)"
2 Orissa  State  Road 1995-96 1996-1997 09 January 2004 --
Transport Corporation 1997-1998 13 February 2004
(OSRTC) 1998-1999 23 July 2004
1999-2000 10 August 2004
3 Orissa State Financial | SARs for the years 1997-98, 1998-99 and 1999-2000 were placed in the Orissa

Corporation (OSFC)

Legislative Assembly on 23 July 2004 as per commitment by

Government/Corporation in the meeting of the Committee on papers laid on the
table held on 14 August 2003. SARs for 2000-01 and 2001-02 were placed along
with Annual Reports of the Corporation for the years 2001-02 and 2002-03
respectively.

SAR for the year 2002-03 issued on 13 April 2004 was yet to be placed.

Disinvestment, Privatisation and Restructuring of Public Sector
Undertakings

Restructuring Programme of Government of Orissa

1.24 The State Cabinet accepted (August 1996) the recommendations of the
Cabinet Sub-Committee formed in October 1995 on 36 Public Sector
Enterprises (PSEs) and Co-operative Enterprises for disinvestment/
privatisation/ restructuring/ liquidation. The private investors, however, did
not show much of interest and little progress was made on reforms. As per the
record notes of discussion held (15 April 1999) between the Ministry of
Finance, Government of India and the Government of Orissa for a fiscal
reform programme, the Government of Orissa was to take up a time bound
reform programme for disinvestment and restructuring of certain State level
Public Sector Enterprises. A task force on Public Enterprises Reform was
constituted on 10 October 2000 for framing clear policy frame work on Public
Enterprises Reform. In accordance with the recommendations of the task force
the Government of Orissa and the Department of Expenditure, Ministry of
Finance, Government of India have signed a Memorandum of Understanding
on 11 October 2001 to achieve fiscal sustainability on the medium term in
accordance with the Orissa medium term fiscal reform programme for
2001-05 which included Public Sector Restructuring Programme.

" Supplementary Audit of accounts for the year 2003-04 was in progress as on 30 September
2004. The SAR was issued to Government on 20 October 2004.

13
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The present status of the Reform Programme in respect of the Public Sector
Enterprises (September 2004) is given below:

Name of the
enterprise

Action to be
taken

Date by which
action to be
completed

Present status

IDCOL Disinvestment | October 1999 | Incorporated as a separate company named “IDCOL
Rolling Mill through Rolling Mills Limited” on 22 March 2002. Unit Trust of
(Unit of | privatisation India appointed as the advisor to undertake the
IDCOL) disinvestment. Negotiations with the highest bidder was
done and decision awaited.
IDCOL Piping | Privatise or | October 1999 | Winding up order issued by BIFR on 29 October 1999
and close and the decision was pending in the High Court.
Engineering
Works Limited
Ferro Chrome | Partial October 1999 | Incorporated as two separate companies named as
Plant and | privatisation “IDCOL Ferro Chrome and Alloys Limited” (IFCAL)
Kalinga Iron and “IDCOL Kalinga Iron Works Limited” (IKIWL) on
Works, (Units 26 March 1999. An advisor has been appointed to
of IDCOL) undertake the disinvestment of IFCAL. In case of
IKIWL, valuation of assets was in progress.
In respect of IFCAL qualified interested parties have
been shortlisted. Further process has not yet started.
IDCOL Revival/ 31 March 2000 | Transfer of ownership to ACC Limited with effect from
Cement Closure 23 December 2003.
Limited
Orissa  State | Closure March 2000 Action for privatisation has been held up as the
Textile acquisition of Bhaskar Textile Mills (a unit of the
Corporation Company) has been challenged by the erstwhile owner
Limited and the judgment of the court was awaited.
Orissa  State | Formal closure | Not fixed. Restructuring plan approved by State Government.
Road of the Action initiated on the restructuring plan. VSS Scheme
Transport Corporation was in operation to get rid of the surplus staff.
Corporation and
restructuring by
transfer of
assets
Hirakud Disinvestment | 2002-05 Public and Co-operative Enterprises has recommended
Industrial up to 74 per for approval of Cabinet Committee on disinvestment.
Works Limited | cent or more
Kalinga Privatisation 2002-05 Asset valuation with title scrutiny of title completed
Studios
Limited
Orissa Lift | Restructuring 2002-05 Restructuring plan approved by Government. VR
Irrigation financial assistance provided for 5,452 employees by the
Corporation State Government. A total 8,675 Pani Panchayats have
Limited been formed and 6,867 Lift Irrigation points have been
handed over to Pani Panchayats.
Orissa  State | Restructuring 2002-05 UTI Bank Limited has been selected as consultant for
Financial restructuring of Corporation.
Corporation

14
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It would be observed from the above that except in case of IDCOL Cement
Limited none of the milestones have been achieved till date (September 2004).

Results of audit of accounts of PSUs by Comptroller and Auditor
General of India

1.25 During the period from October 2003 to September 2004, the audit of
accounts of 36 Government companies (25 working and 11 non-working) and
three working Statutory corporations were selected for review.

The net impact of important audit observations as a result of review of the
PSUs is as follows:

Details Number of accounts Rupees in crore
Government | Statutory Government | Statutory
companies corporations | companies corporations

Working Working Working Working
(i) Increase in loss 10 1 11.98 2.02
(i1) Decrease in loss 3 - 35.85 -
(iii)Decrease in profit 5 2 2.30 6.01
(iv) Non-disclosure 1 - 0.10 -
of material facts

Some of the major errors and omissions noticed in the course of review of
annual accounts of some of the above companies and corporations are
mentioned below:

Errors and omissions noticed in case of Government companies/ Statutory
corporations

Grid Corporation of Orissa Limited (2002-03)

1.26 Overstatement of loss for the year by Rs.66.17 crore due to non-
accountal of cash incentive received on bonds issued to NTPC.

Industrial Development Corporation of Orissa Limited (2002-03)

1.27 Understatement of loss by Rs.22.41 crore due to accounting of
(1) corporate charges on the subsidiaries as Miscellaneous receipts without any
agreement/Memorandum of Understanding (Rs.21.96 crore) and (ii) inclusion
of profit margin on export sales of chrome ore in April 2003 (Rs.0.45 crore)

Orissa Small Industries Corporation Limited (2001-02)

1.28 Non provision of doubtful debt resulted in understatement of
cumulative loss by Rs.1.15 crore.
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Orissa Mining Corporation Limited (2001-02)

1.29 Understatement of loss by Rs.0.82 crore due to non writing-off the
capital expenditure incurred in a Joint Venture Company, decided to be wound

up.
Orissa Construction Corporation Limited (2001-02)

1.30 Understatement of cumulative loss by Rs.0.68 crore due to
non-provision of interest on the outstanding EPF dues not deposited with the
RPF Commissioner.

IDCOL Kalinga Iron Works Limited (2002-03)

1.31 Non-provision of interest payable to the supplier of coke due to delay
in retirement of documents beyond 60 days of Bill of Lading resulted in
understatement of loss for the year by Rs.0.56 crore.

Orissa State Financial Corporation (2002-03)

1.32 Overstatement of profit for the year by Rs.3.35 crore due to (i) short
provision for non-performing asset in respect of 20 cases where industrial or
collateral security was not available (Rs.2.98 crore) (ii) short provision for
non-performing assets against the loan disbursed on ‘No Lien’ Account in
respect of one case where neither assets were created nor any collateral
security was obtained (Rs.0.37 crore).

Recoveries at the instance of audit

1.33 Test check of records of Power Sector Companies and other PSUs
conducted during 2002-04 disclosed incorrect application of tariff/short levy
of Excise Duty/non-availing of Industrial Policy Resolution benefits/extension
of credit beyond limit aggregating Rs.47.03 crore in four cases. In three cases,
the companies accepted the observations which had been pointed out by audit
and in one case, Rs.30 lakh relating to extension of credit beyond limit was
recovered at the instance of audit.

Internal audit/internal control

1.34  The Statutory Auditors (Chartered Accountants) are required to furnish
a detailed report upon various aspects including internal control/internal audit
systems in the companies audited in accordance with the directions issued by
the Comptroller and Auditor General of India to them under Section 619(3) (a)
of the Companies Act, 1956 and to identify areas which needed improvement.
An illustrative resume of major recommendations/ comments made by
Statutory Auditors on possible improvement in the internal audit/internal
control system in respect of State Government companies is indicated in
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Annexure-7 comprising of the position in respect of 12 companies. It would
be noticed from the Annexure that the comments in respect of these companies
were of the following nature.

¢ Internal Audit System was not commensurate with the size and nature of
business of Government companies.

¢ Audit Committee was not set up by five companies.

¢ The internal audit done by 10 companies was not satisfactory.

Position of discussion of Audit Reports (Commercial) by the
Committee on Public Undertakings (COPU)

1.35 During October 2003 to September 2004, the Committee on Public
Undertakings (COPU) held eight meetings and discussed two reviews and five
paragraphs of the Audit Reports (Commercial) for the years 1993-2002. The
position of Audit Reports (Commercial) pending in COPU for discussion as
on 30 September 2004 is detailed below:

Perioq of No. of reviews and No. of reviews/paragraphs No. of COPU Reports No. of reviews
Audit paragraphs appeared in pending for discussion outstanding paragraphs on which
Report the Audit Report ATNSs outstanding
Reviews Paragraphs Reviews Paragraphs Reviews Paragraphs Reviews Paragraphs
1993-94 4 24 1 18 1 4 1 1
1994-95 3 21 1 15 1 -- 1 6
1995-96 3 20 1 16 -- 1 2 3
1996-97 4 23 1 5 1 11 2 4
1997-98 1 14 1 8 -- 1 -- 2
1998-99 4 22 4 9 -- 2 -- 8
1999- 4 25 4 17 -- 8 - --
2000
2000-01 22 3 18 -- 4 -- --
2001-02 14 2 14 1 - - --
2002-03 3 21 3 21 -- - - --
TOTAL 32 206 21 141 4 31 6 24

619-B Companies

1.36 There were three companies coming under Section 619-B of the
Companies Act, 1956, of which only one was working company. Two
619-B companies viz. S.N. Corporation Limited and Konark Met Coke
Limited have finalised their accounts for the year 2003-04 during the period
between October 2003 and September 2004. Annexure-8 indicates the details
of paid-up capital, investment by way of equity, loans and grants and
summarised working results of these companies based on their latest available
accounts.
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2.1 REVIEW ON THE WORKING OF ORISSA MINING
CORPORATION LIMITED

Highlights

The Orissa Mining Corporation Limited was established in May 1956 as a
wholly owned Government company for commercial exploitation of
mineral resources.

(Paragraph 2.1.1)

Injudicious decision to repair the old primary crusher instead of
replacing the same led to revenue loss of Rs.75.79 crore during
December 2001 to December 2003.

(Paragraph 2.1.13)

Shortfall in production of Calibrated Lump Ore (CLO) led to loss of
revenue of Rs.45.37 crore.

(Paragraph 2.1.14)

The Company fixed the sale price lower than the prevalent market price
resulting in revenue loss of Rs.2.15 crore.

(Paragraph 2.1.29)

The Company, at the behest of State Government, sold ore to Neelachal
Ispat Nigam Limited below the market price which led to loss of revenue
of Rs.11.28 crore.

(Paragraph 2.1.30)

Export of iron ore fines at lower price resulted in loss of Rs.3.83 crore.

(Paragraph 2.1.33)

Investment of Rs.4.26 crore without resolving the key issues for
implementation of the Joint Venture project proved wasteful.

(Paragraph 2.1.36)
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The process of computerisation started during 1992-93, could not be
completed till date rendering the expenditure of Rs.0.48 crore unfruitful.

(Paragraph 2.1.38)

Introduction

2.1.1 Orissa Mining Corporation Limited with its Head Office at
Bhubaneswar was incorporated as a wholly owned Government company on
16 May 1956 with the main objective of commercial exploitation of mineral
resources. The State Government had leased out total mineral resources of
41,098 ha of iron ore, 7,129 ha of manganese ore and 7,563 ha of chrome ore,
out of which, 9,662 ha of iron ore (23.51 per cent), 1,821 ha of manganese ore
(25.54 per cent) and 5,835 ha of chrome ore (77.15 per cent) were leased to
the Company. The leases were initially granted for 20 years and renewed for
another 20 years thereafter.

Scope of audit

Extent of coverage

2.1.2 The marketing operations of the Company were reviewed and
commented upon in the Report of the Comptroller and Auditor General of
India for the year ended 31 March 1998 (Commercial) - Government of
Orissa. The report is yet to be discussed in COPU (September 2004).

The present review covers the overall activities of the Company for the five
years ending 31 March 2004. The records of the Head office at Bhubaneswar
and all the five zonal offices situated at Barbil, Gandhamardan, J.K.Road,
Daitari and Rayagada, one shipment office at Paradeep Port were test checked
in audit and the results thereof are discussed in succeeding paragraphs.

Audit Review Committee for State Public Sector Enterprises (ARCPSE)

2.1.3 The draft comprehensive appraisal was discussed by the ARCPSE in
their meeting held on 13 July 2004. The State Government was represented by
Additional Secretary, Steel and Mines Department, Government of Orissa and
the Company was represented by its Managing Director.

Organisational set up

2.1.4 The Management of the Company is vested in a Board of Directors
consisting of 12 Directors including one part time Chairman as on
31 March 2004. The Managing Director is the Chief Executive of the
Company, assisted by three General Managers (GMs) and two Deputy General
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Managers. There was no regular GM (Sale & Marketing) and GM (Finance)
from January 1998 and August 2003 respectively and their jobs were managed
by other GMs of the Company.

Capital structure and borrowings

2.1.5 The paid-up capital of the Company as on 31 March 2004 was
Rs.31.45 crore consisting of 31,45,480 equity shares of Rs.100 each wholly
contributed by the State Government. As on 31 March 2003, the borrowings of
the Company stood at Rs.50.39 crore comprising loans from State
Government (Rs.24.18 crore) and banks (Rs.26.21 crore) taken for advance to
the employees and packing credit loans. The Company defaulted in repayment
of loans to State Government (repaid the loan in March 2004) despite
availability of fund in Short Term Deposits and incurred additional liability of
Rs.2.09 crore as penal interest for the period from March 1994 to March 2004.

Financial position and Working results

2.1.6 The accounts of the Company were finalised up to the year 2002-03.
The financial position and the working results of the Company for five years
ending March 2003 are given in Annexure-9.

The Company had accumulated profit of Rs.66.68 crore as on 31 March 1998.
Thereafter, the Company continuously sustained losses (Rs.42.87 crore) for
four years up to 2001-02. After setting off these losses, the accumulated profit
came down to Rs.23.81 crore as on 31 March 2002. Losses during four years
up to 2001-02 were mainly attributed by the Company to lack of demand for
iron ore and manganese ore by steel plants due to global recession in steel
industry, reduction in chrome ore price in domestic and export market and
lease of chrome ore mines by State Government to permanent customers of the
Company coupled with high cost of production.

Audit observed that certain irregularities further contributed towards avoidable
losses to the Company which are discussed in the succeeding paragraphs:

* Non-levy of penalty on raising contractors for short production of
ore (Paragraph No 2.1.11);

e Sale of lump ore without conversion into Calibrated Lump Ore
(CLO) (Paragraph No 2.1.12);

e Delay in repair of primary crusher at Daitari (Paragraph
No 2.1.13);

e Shortfall in production (Paragraph No 2.1.14);

¢ Undue concessions given to contractors (Paragraph Nos. 2.1.15 and
2.1.17 to 2.1.20);
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e Sale of ore below market price in export sales as well as to
domestic buyers (Paragraph Nos.2.1.29, 2.1.30 and 2.1.33).

Activities of the Company

2.1.7 The activities of the Company were mainly to explore and develop
mining leases and to raise, assemble and transport different minerals for the
purpose of sale or export.

Mining Leases

2.1.8 The Company had 38 mining leases covering 18,977 ha as on
31 March 2004. This includes one mine covering 1,012 ha on agency basis on
which the Company undertakes mining work on behalf of the State
Government as their agent by paying agency fee in addition to royalty. The
Company operated 28 leases and 10 leases were not operated as geological
investigation was not complete.

As per the geological reports of the Company, the total reserve of ore was
4,380.63 lakh MT of iron ore, 96.14 lakh MT of manganese ore, 361.41 lakh
MT of chrome ore and 146.48 lakh MT of other minerals (lime stone and
china clay ). The Company extracted iron ore of 362.72 lakh MT (8 per cent),
manganese ore 34.62 lakh MT (36 per cent), chrome ore 99.94 lakh MT
(28 per cent) and other minerals 2.34 lakh MT (2 per cent) at the end of
March 2004. The Company had taken substantial mining areas on lease but it
had exploited only 10 per cent of the reserve. Out of 28 operating leases
(22 mines), six leases operated earlier were not operated during last five years
due to lack of forest clearance and unviable mining. The Company operated
22 leases (19 mines) during the last five years ended 31 March 2004.

The mine-wise profitability is given in Annexure-10 which shows that in
respect of 18 mines, the Company suffered loss of Rs.82.83 crore during the
four years up to 2002-03. Out of 18 mines, 10 mines suffered losses
continuously for four years ending 31 March 2003. The reasons for such
losses were never analysed by the Management. Audit, however, observed that
the reasons for continuous losses were due to low production of ore, non-
production of chrome ore in Sukarangi mine, high incidence of establishment
expenses and reduction in export sales.

Forest clearance

2.1.9 In order to undertake mining activities, approval for the Forest
Diversion Proposal (FDP) is to be obtained from Government of India (Gol).

Audit scrutiny revealed that the Company has its own geological wing to look
after forest clearance. In spite of this, the Company engaged two private
agencies to obtain FDP clearance from Gol for 23 leases and paid
Rs.54.84 lakh between November 1995 and March 2004. In terms of the work
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orders, the work was to be completed within six months i.e., between
March 1996 and June 1998. The Agents, however, obtained clearance from
Gol (between March 1999 and December 2003) in four cases only. The
Company could not take any action against the agencies in the absence of any
penal provision in the work orders.

Due to non-approval of FDP, the Forest Department did not allow the mining
work at Gandhamardan Block-B. Nishikhal mine was also closed. Besides, the
Company took up mining work of the SGBK mine on agency basis for which
the Company paid agency commission of Rs.1.63 crore between April 2001
and March 2004.

The Management stated (May 2004) that the preparation of FDP was a time-
consuming process and required participation and co-operation of various
Government authorities. The reply is not acceptable as engagement of private
agency for forest clearance lacked justification in view of the fact that the
Company has its own geological wing for such jobs.

Raising of ore

2.1.10 The main minerals raised by the Company are iron, manganese and
chrome. Production targets are fixed considering the demand in the market.
The targets of production/sale and the actual production/sale for the five years
up to 2003-04 are given in Annexure-11.

It would be observed from the annexure that production of iron ore and
manganese ore in all the five years was less than the targets. As a result, there
was short production of 54.81 lakh MT of iron ore and 3.37 lakh MT of
manganese ore. The percentage of production to target in respect of iron ore
ranged between 52 and 73 per cent and for manganese ore between 29 and
72 per cent.

The Management stated (May 2004) that the shortfall in production was due to
market condition. The reply is not tenable in view of the fact that there was
heavy demand for iron ore in 2001-02 and thereafter. Even though the
Company had increased the production targets, it was unable to supply ore to
the buyers due to low production. The production of chrome ore ranged only
between 22 and 45 per cent of the State’s production, though 77 per cent of the
chromite leases of the State were held by the Company.

Non-levy of penalty for short production

2.1.11 The Company raises ore mainly through raising contractors. The
agreements executed with the contractors stipulate penalty for short
production. Audit scrutiny revealed that even though the contractors did not
raise the quantity as per the agreements, the Company failed to levy penalty of
Rs.3.04 crore from five contractors as per details indicated in the
Annexure-12.

Further, due to shortfall in production of 5.36 lakh MT by these five
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contractors, the Company suffered a loss of revenue of Rs.21.99 crore.
The Management stated (May 2004) that:

¢ in respect of R.C. Maharana and Adhunik Steels Limited (SI.No.1 and
3 of Annexure-12), final bills of the contractors have not been finalised
and the aspect of penalty would be examined by the Company;

® in respect of Jyoti Construction (S1.No.2 of Annexure-12), penalty and
cost of materials would be recovered from the final bills of the
contractor;

* in respect of K.D. Sharma and EPI Limited (S1.No.4 and 5 of
Annexure-12), the process of advance planning for retendering was
initiated without any malafide intention.

The replies are not tenable as:

¢ the short production in respect of SI. No.1, 2 and 3 was on account of
the fault of the contractor and penalty should have been recovered
from the bills received once the shortfall is detected so as to discourage
the short production;

¢ in respect of S1.No.4 and 5, Company made delay in handing over the
working site and notice for retendering was issued prior to issue of the
show cause notice to the contractor for their failure.

Loss on sale of lump ore

2.1.12 The Company engaged (July 2003) Orissa Stevedores Limited for
raising and processing of iron ore at BPJ mines initially for a period of three
years from 01 July 2003 by fixing yearly targets. As per the contract, the
contractor was to install a crusher within three months and raise and process
three lakh MT of iron ore in the first year @ Rs.298 per MT for 5-18 mm size
and @ Rs.120 per MT for lump ore.

The Contractor did not install the crusher till date (February 2004). Instead of
producing calibrated lump ore (CLO), the contractor raised 1,78,130 MT of
lump ore. Sale of CLO fetches more price than lump ore. Thus, due to sale of
lump ore (1,78,130 MT) without crushing, the Company sustained loss of
Rs.9.65 crore between July 2003 and February 2004. The Company did not
impose any penalty on the contractor.

The Management stated (May 2004) that if lump ore would not have been
sold, the processing yard would have been totally jammed. The reply is not
tenable as jamming could have been avoided by sending 50 per cent of
production for crushing at designated crushers in terms of agreement.
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Crushing operation

Improper handling of Primary Crusher at Daitari

2.1.13 The Ore Handling Plant (OHP) at Daitari comprises two primary
crushers known as ‘A’ line and ‘B’ line crushers and two secondary crushers
with a capacity to crush 800 MT per hour. The Company, in July 1995,
noticed the need for replacement/ overhauling of both the primary crushers
which was, however, not carried out. Primary crusher ‘A’ broke down in
January 1997 which was repaired in August 1997 at a cost of Rs.33.27 lakh by
McNally Bharat Engineering Private Limited (MBE) who had the original
drawings for the crusher. While commissioning, MBE recommended
(August 1997) procurement of some spares including the thrust roller bearing
which was most critical and vital component of the crusher to meet the
eventuality of breakdown.

The proposal (May 1998) for such procurement was, however, not acted upon
for reasons not available on record. The ‘A’ line primary crusher was
dismantled again in April 2000 due to failure of the thrust roller bearing. The
Company, however, placed (June 2001) work order for repairing of the
crusher and supply of spares excluding the bearing.

MBE did not attend to the work even after receiving payment of Rs.35 lakh. In
the meanwhile, the ‘B’ line crusher also developed defects and was dismantled
in November 2001 due to failure of bearing. The Company was managing
production by feeding friable ore” from selective benches bypassing the
primary crusher unit. The Company was also unable to meet its target
production due to breakdown of primary crushers.

In August 2002, MBE suggested that the thrust roller bearing being very old
was not easily available and offered for replacement of the crusher at
Rs.80 lakh. The offer of MBE to replace the crusher was not considered for
reasons not on record. Instead, the Company placed (October 2002) order for
procurement of the bearing on MBE. The crusher was made operational
without replacement of the bearing as late as January 2004.

The Company had, thus, failed to replace the crusher which was vital for the
proper functioning of the OHP and it was necessitated as early as July 1995.
Such failure resulted in short production of 12.73 lakh MT™ between
December 2001 and December 2003 leading to revenue loss of Rs.75.79 crore
to the Company.

Management stated (May 2004) that despite sincere effort, old spares were not
available. Reply is not tenable as the decision of the Management for repair of
the equipment instead of its replacement was not prudent in view of the fact
that the need for its replacement was considered as early as in July 1995.

* comparatively soft ore which is easily crushable.
“ shortfall has been arrived at based on the sales targets for Daitari unit for the period
reported.
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Other crushers

2.1.14 To meet the growing demand for CLO, the Company installed two
crushers at Khandbandh (40 TPH) and BPJ mines (75 TPH) between
April 1984 and October 1998 and engaged two more private crushers at SGBK
and Dubna mines in September 1999 and May 2002 respectively.

In terms of the agreements, the processing contractors at BPJ and Khandbandh
mines were to produce CLO by lifting ore from the mines and in case of
SGBK and Dubna, the Company was to supply lump ore to the processing
contractors.

In this regard the following deserve mention:

e The Company suffered a loss of Rs.39.31 crore due to shortfall in
production of 8,92,582 MT in BPJ and Khandbandh crushers.

In the SGBK mine, production was stopped between July 2003 and
November 2003 due to non supply of ore to the contractor which
resulted in production loss of 75,000 MT valued at Rs.6.06 crore.

e The Company further suffered a loss of Rs.12.46 crore due to sale
of lump ore without supplying to the processing contractor at
SGBK and Dubna mines.

e The percentage of recovery of CLO in case of BPJ crusher was
between 66 and 68 as against stipulation of 75 per cent during the
period between April 1999 and August 2002 resulting in short
recovery of 8,766 MT valued at Rs.33.46 lakh.

e The crusher contractor was paid Rs.30.41 lakh towards
transportation of 71,571 MT ore in Khandbandh mine though he
had not transported the same from mines to crusher which was
done by the raising contractor.

The Management stated (May 2004) that in respect of Khandbandh, the
shortfall in production was due to deficiency of the crusher and scope of
transportation was not included in the work order awarded to the raising
contractor and in respect of Dubna, the Management stated that the Company
could not supply ore to crusher due to forest problems.

The reply is not tenable since the departmental crusher was handed over to the
crushing contractor after spending Rs.4.41 lakh towards repair of the crusher.
As per the contract, the raising contractor was also required to transport the
ore. Further, the Company could have transported lump ore to crusher in the
same manner in which the ore was sold to the buyers.

Outsourcing of Operation, Repair and Maintenance of Long Distance Belt
Conveyor

2.1.15 The Company was operating its Long Distance Belt Conveyor (LDBC)
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of OHP at Daitari departmentally. For achieving the production target of one
million tonne per year, the Company awarded (May 2001) the work of
operation and maintenance of LDBC @ Rs.34.20 lakh per annum with
required stores and spares for five years to Spark India Private Limited. The
contract was to be renewed after the end of each year on the basis of
performance of the contractor.

The engagement of proper manpower was the responsibility of the contractor.
The contractor commenced the work in July 2001 and failed to engage skilled
manpower and to mobilise sufficient tools which led to poor maintenance
from the beginning. In September 2001, the plant could produce only
13,700 MT against a target of 50,000 MT. Consequently, the Company
suffered a revenue loss of Rs.2.21 crore on account of short production of
36,300 MT. In spite of serious shortcomings in the performance, the contractor
was continued up to March 2003. Maintenance was thereafter done
departmentally.

It was revealed in audit that the Company had incurred an expenditure of
Rs.3.51 lakh per month by outsourcing during the period July 2001 to
March 2003. During the subsequent period from April to December 2003,
when the work was managed departmentally, the average monthly expenditure
was only Rs.1.26 lakh. Thus, by outsourcing, avoidable expenditure of
Rs.47.25 lakh was incurred.

The Management stated (May 2004) that annual maintenance of LDBC
involves hazardous/critical nature of work and also demands expertise and
experienced crew, which the Company was unable to provide out of its
existing manpower. The reply is not tenable as the Company has been carrying
out maintenance of LDBC departmentally from March 2003 with the existing
manpower at a much lower cost.

Avoidable expenditure on account of non-operation of 100 TPH tertiary
crusher

2.1.16 In order to meet the growing demand for calibrated ore (CLO), Daitari
unit installed one 100 Tonnes per Hour (TPH) tertiary = crusher in the washing
plant in December 2000.

Audit observed that though the 100 TPH tertiary crusher was capable of
handling the entire production of lump, it was not operated to the level of
installed capacity, for which reasons were not available on record. As a result,
1,54,587 MT of lump ore was crushed between March 2001 and November
2003 in the 50 TPH crusher being operated by contractors. The Company
thereby incurred avoidable expenditure of