Overview

[ 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,
(i)  Statutory corporations, and
(iii)  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 the 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 its
accounts in addition to the audit conducted by the Chartered Accountants appointed
by the State Government in consultation with CAG. In respect of the 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 2005-06 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 2005-06 have also been included, wherever necessary.
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[ Overview ]

1. Overview of Government companies and Statutory
corporations

As on 31 March 2006, the State had 65 Public Sector Undertakings (PSUs)
comprising 62 Government companies and three Statutory corporations.
Of these, 30 Government companies and three Statutory corporations were
working and the remaining 32 were non-working Government companies. In
addition, there were two companies under the purview of Section 619-B of the
Companies Act, 1956 as on 31 March 2006 which were non-working.

(Paragraphs 1.1 and 1.35)

The total investment in working PSUs decreased from Rs.10,137.04 crore as
on 31 March 2005 to Rs.9,745.21 crore as on 31 March 2006. The total
investment in non-working PSUs increased from Rs.108.60 crore as on
31 March 2005 to Rs.149.23 crore as on 31 March 2006.

(Paragraphs 1.2 and 1.16)

The budgetary support in the form of capital, loans, grants and subsidy
disbursed to the working PSUs decreased from Rs.180.82 crore in 2004-05 to
Rs.78.47 crore in 2005-06. The State Government guaranteed loans
aggregating Rs.251.37 crore during 2005-06. As on 31 March 2006,
guarantees of Rs.1679.80 crore were outstanding against seven working
Government companies and two Statutory corporations.

(Paragraph 1.6)

The accounts of 27 working Government companies and two Statutory
corporations were in arrears for periods ranging from one to seven years as on
30 September 2006. The accounts of 13 defunct non-working Government
companies were in arrears for periods ranging from four to 35 years as on
30 September 2006. Only three working Government companies, one
Statutory corporation and two non-working Government companies finalised
their accounts for the year 2005-06 by September 2006.

(Paragraphs 1.7 and 1.20)

According to the latest finalised accounts, 17 working PSUs (14 Government
companies and three Statutory corporations) earned aggregate profit of
Rs.838.28 crore. Against this, 13 working Government companies incurred
aggregate loss of Rs.76.94 crore. Of the loss incurring working Government
companies, seven companies had accumulated losses amounting to
Rs.187.52 crore which exceeded their paid-up capital of Rs.34.43 crore.

(Paragraphs 1.8 and 1.10)
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2. Performance Reviews in respect of Government companies |

Performance review on Construction activities of Orissa Construction
Corporation Limited, Raising, maintenance and auctioning of cashew
plantations by Orissa State Cashew Development Corporation Limited,
Information Technology Audit on Loan Accounting System in Orissa Rural
Housing and Development Corporation Limited and Action taken with
regard to winding up of non-working companies in Orissa were conducted
and some of the main findings are as follows:

Construction activities of Orissa Construction Corporation Limited

Orissa Construction Corporation Limited was incorporated mainly to
construct, execute, carry out, improve, works like dams, barrages, reservoirs,
powerhouses, etc. The Company largely depended on works allotted by the
State Government and the value of works secured through negotiation/tender
was negligible. Besides, the Company’s performance suffered from delayed
execution of works due to inappropriate fixation of target coupled with
improper and delayed engagement of job workers. The major audit findings
are as under:

e The targets for execution of works were fixed disregarding the
contracted schedule of completion of works. The achievements fell
short of targets except during 2001-02 and the shortfall ranged from
11 to 41 per cent during the period 2002-03 to 2005-06.

e The Company completed only nine works within the scheduled time,
56 works were completed with delays ranging from one to 38 months
and 43 works were in progress beyond the scheduled dates of
completion, which caused delay in realisation of full value of overhead
charges of Rs.26.66 crore.

e The Company accepted value of works without providing for
reimbursement of overhead charges, sales tax, submitted rates based on
incorrect lead distance and without assessment of site conditions
leading to loss of contract income of Rs.22.22 crore.

(Chapter 2.1)

Raising, maintenance and auctioning of cashew plantations by Orissa
State Cashew Development Corporation Limited

The Orissa State Cashew Development Corporation Limited was incorporated
with the main objectives to develop land, raise cashew plantations, implement
cashew development programmes in the State of Orissa. The Company failed
to replant trees fully in the vacant patches, damaged area caused by the super
cyclone and also failed to replace old and senile trees. Despite availability of
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funds, the Company failed to take up maintenance activities. Some of the
major audits findings are:

The Company lost revenue of Rs.9.52 crore per annum and
employment generation opportunities to the extent of 21.25 lakh
mandays due to non-replantation of trees in vacant patches and in
plantations damaged by the super cyclone.

The Company did not take any action towards removal of old and
senile trees till 2004-05 thereby denying itself revenue generating
potential of Rs.4.31 crore from the first yield onwards.

Loss of yield due to low productivity computed with reference to the
norms worked out to Rs.47.85 crore.

The Company auctioned rights of collection of nuts from certain
plantations below the upset price resulting in lower sales realisation by
Rs.3.33 crore. The Company failed to take remedial measures to check
controllable problems for enhancing the auction value.

(Chapter 2.2)

Information Technology Audit on Loan Accounting System in Orissa
Rural Housing and Development Corporation Limited

The Orissa Rural Housing and Development Corporation Limited incorporated
in August 1994 is in the business of financing, promoting and developing rural
and urban housing finance related activities. The Company has floated
different loan schemes in rural and urban housing sector and computerised all
these loan schemes except the scheme related to project finance. The
computerised loan accounting system was studied and analysed in audit
applying interrogating software Interactive Data Extraction and Analysis at
Head office. Some of the major audit findings are as follows:

The system did not generate a system log in the absence of which it
was difficult to fix responsibility for manipulation of data.

There were deficiencies in data validation and input controls which led
to many irregularities like undue benefit to loanees as well as
non-recovery/ delayed recovery of loans.

Lack of proper process controls resulted in irregular sanction and
disbursement of loans as well as incorrect calculation of interest.

Weak control mechanism in the system made it unreliable and
completely vulnerable to misuse.

(Chapter 2.3)
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Action taken with regard to winding up of non-working companies in
Orissa

Of the 32 non-working companies as on 31 March 2006, 12 companies were
under winding up either by Courts/Tribunal (eight) or voluntary winding up
(four). In respect of 19 companies, either decisions to wind up were not taken
by Government/ Management or filing of petitions for winding up were
pending and the winding up petition filed by one company was dismissed. The
benefits of various Schemes introduced by the Department of Company
Affairs from time to time for striking off their names could not be availed
mainly on account of non-clearance of backlog of the accounts and delay in
disposal of their assets. Substantial expenditure was incurred on maintaining
idle establishments by number of companies. The major audit findings are as
follows:

e The Management of Konark Televisions Limited did not declare the
Company as closed under the Industrial Disputes Act even after
suspension of production in May 1999 which resulted in avoidable
liability of Rs.2.16 crore towards idle wages.

e Delay in replacement of Liquidator delayed the winding up of four
companies under voluntary liquidation.

e Despite the decision of the Government, 14 companies did not file
petitions for winding up. Further, delay in liquidation of three out of 14
companies resulted in avoidable expenditure of Rs.1.17 crore towards
idle establishment.

(Chapter 2.4)

3.  Transaction audit observations |

Audit observations included in this Report highlight deficiencies in the
management of PSUs, which resulted in serious financial implications as
category-wise listed below:

There were 13 cases of loss amounting to Rs.73.47 crore on account of:

e faulty planning;

e inadequate provisions in the contract for safeguarding financial
interest;

¢ undue benefit to buyers, sellers and contractors;
¢ failure to discharge contractual obligations;
e Non-collection of Entry Tax and effecting unauthorised sales; and

e Poor recovery action

(Paragraphs 3.1, 3.2, 3.4 t0 3.9, 3.12 to 3.16)
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There were instances of avoidable and wasteful expenditure amounting to
Rs.5.41 crore in three cases due to:

e injudicious procurement of iron ore, conductors and vacuum
interrupters;

e avoidable payment of interest.
(Paragraphs 3.3, 3.10 and 3.11)
Gist of some of the important audit observations is given below:

Failure of the Industrial Development Corporation of Orissa Limited to
increase the crushing capacity of lump ore deprived the Company of earning
additional revenue of Rs.7.67 crore.

(Paragraph 3.1)

Procurement of iron ore at higher rates from private parties by IDCOL
Kalinga Iron Works Limited resulted in avoidable extra expenditure of
Rs.1.82 crore.

(Paragraph 3.3)

Failure of IDCOL Ferro Chrome & Alloys Limited in effecting sales in time
resulted in revenue loss of Rs.1.89 crore.

(Paragraph 3.7)

Grid Corporation of Orissa Limited, though aware of the scenario of
shortfall in availability of power, entered into power supply agreement, which
led to failure in fulfilling the commitment and payment of penalty of Rs.5.69
crore.

(Paragraph 3.8)

Failure of Orissa Hydro Power Corporation Limited to take timely
remedial measures resulted in loss of revenue of Rs.22.12 crore.

(Paragraph 3.12)

Failure of Orissa Mining Corporation Limited in collecting Entry Tax from

the buyers at the time of sale resulted in avoidable burden of Rs.2.35 crore and
consequent extension of undue favour to the buyers.

(Paragraph 3.13)
Poor follow up for recovery of dues coupled with inadequate punitive

measures for seizure of financed assets by Orissa State Financial
Corporation led to doubtful recovery of Rs.28.71 crore.

(Paragraph 3.16)
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[ Chapter-I ]

\ 1. Overview of Government companies and Statutory corporations

| Introduction |

1.1  As on 31 March 2006, there were 62 Government companies (30" working
companies and 32 non-working companies) and three working Statutory
corporations as against 66 Government companies (31 working companies and
35 non-working companies) and three working Statutory corporations as on
31 March 2005 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 the Statutory Auditors who are appointed by the Comptroller and Auditor
General of India (CAG) as per provision of Section 619 (2) of the 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 | Section 31 (8) of the State | Audit by  the
Warehousing Warehousing Corporations | Chartered
Corporation (OSWC) Act, 1962 Accountants  and
supplementary
audit by CAG

The State Government had formed (12 June 1996) Orissa State Electricity Regulatory
Commission and audit is entrusted to the CAG, under Section 104(2) of the Electricity

Fokk

Act, 2003 .

“ During the year, one company (Orissa State Electronics Development Corporation Limited) became
defunct and was categorised under non-working company.

Non-working companies/corporations are those which are wunder the process of
liquidation/closure/merger, etc.
During the year, two non-working companies (viz. IDCOL Rolling Mills Limited and Orissa Timber
and Engineering Works Limited) were privatised and two non-working companies (viz. Orissa State
Export Development Corporation Limited and Elco Phones Limited) were struck off from the records
of Registrar of Companies.
" 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 2006, the total investment in 33 working PSUs
(30 Government companies and three  Statutory  corporations) was
Rs.9,745.21" crore (equity - Rs.1,974.71 crore, share application money-Rs.7.21"
crore and long-term loans-Rs.7,763.29" crore) as against 34 working PSUs
(31 Government companies and three Statutory corporations) with a total investment
of Rs.10,137.04 crore (equity Rs.1,970.01 crore, long-term loans Rs.8,163.55 crore
and share application money Rs.3.48 crore) as on 31 March 2005. 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 2006 and 31 March 2005 are indicated below in the pie
charts:

Investment as on 31 March 2006 (Rs.9745.21 crore)
(Rupees in crore)

951.58
39.14 (9.76)
(0.40)

691.51

(7.10)

8062.98
(82.74)

O Power

B Financing
OAgriculture,Engineering and Electronics

OOthers

(Figures in brackets indicate percentage)

“ State Government’s investment was Rs.4,817.22 crore (others: Rs.4927.99 crore). Figure as per
Finance Accounts, 2005-06 was Rs.3,108.91 crore. The difference is under reconciliation.

“ Orissa Rural Housing and Development Corporation Limited (SI.No.A- 26 of Annexure-1).

“ Long-term loans mentioned in paragraphs 1.2,1.3 and 1.4 are excluding interest accrued and due on
such loans.
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Investment as on 31 March 2005 (Rs.10,137.04 crore)
(Rupees in crore)

59.29
(0.58)

983.00
(9.70)

793.00
(7.82)

8301.75
(81.90)

O Power
B Financing
O Agriculture,Engineering and Electronics

OOthers

(Figures in brackets indicate percentage)

Working Government companies

1.4 Total investment in working Government companies at the end of March 2005
and March 2006 was as follows:

(Rupees in crore)

Year No. of Equity Share Loans Total
companies application
money
2004-05 31 1,742.34 3.48 7,551.43 9,297.25
2005-06 30 1,747.04 7.21 7,230.93 8,985.18

There was decrease in investment during 2005-06 mainly due to decrease in loans
given to PSUs in Power and Finance sectors.

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

As on 31 March 2006, the total investment in working Government companies
comprised 19.52 per cent of equity capital and 80.48 per cent of loans as compared to
18.78 per cent and 81.22 per cent respectively as on 31 March 2005.
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Working Statutory corporations

1.5  The total investment in three working Statutory corporations at the end of
March 2005 and March 2006 was as follows:
(Rupees in crore)

Name of Corporation 2004-05 2005-06
Capital Loans Capital Loans
Orissa State Road Transport Corporation” | 136.50 37.59 136.50 37.47
Orissa State Financial Corporation 87.57 558.51 87.57 485.48
Orissa State Warehousing Corporation”™ 3.60 16.39 3.60 9.41
Total 227.67 612.49 227.67 532.36

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 2006, the total investment in working Statutory corporations
comprised 29.96 per cent of equity capital and 70.04 per cent of loans as compared to
27.10 per cent and 72.90 per cent respectively as on 31 March 2005.

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 the 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 seven working Government companies and
three working Statutory corporations for the three years up to 31 March 2006 are

given below:
(Rupees in crore)

2003-04 2004-05 2005-06
Companies Corporations | Companies Corporations | Companies Corporations
No. Amount | No. | Amount No. | Amount No. | Amount No. | Amount | No. Amount
Equity capital
outgo  from - - 2 3.48 - -- 1 7.21 - -
budget
Loans given | ; | 5345 | 1 | 1365 | 1 1.42 2 | o114 | - - 1 12.00
from budget
Grants 2 23.11 1 1.50 4 0.88 - -- 2 0.25 - -
Subsidy towards
(i)  Projects/
Programmes/ - - -- - - -
Schemes
(i) Other
subsidy 4 32.17 2 1.87 4 | 8155 3 235 3 | 57.05 2 1.96
Total outgo 67" | 10873 | 37 | 17.02 | 777 | 8733 | 37" | 9349 | 577 | 6451 | 27 | 13.96

“ Figures for 2004-05 and 2005-06 are provisional.

“* Figures for 2005-06 are provisional.
“* Actual number of companies/corporations which received equity/loans/grants/subsidy from the State
Government during the year.
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In the last three years, the Government guarantee issued on loans to working PSUs
has decreased from Rs.2172.54 crore in 2003-04 to Rs.889.95 crore in 2004-05 and
further decreased to Rs.251.37 crore in 2005-06. There was no case of conversion of
loan to equity and waiver of dues in 2005-06.

During the year 2005-06, the Government had guaranteed loans aggregating
Rs.251.37 crore obtained by four working Government companies. At the end of the
year, guarantees of Rs.1679.80 crore against seven working Government companies
(Rs.1501.57 crore) and two working Statutory corporations (Rs.178.23 crore) were
outstanding. The guarantee commission paid or payable to the Government by five
working companies (Rs.17.89 crore) and two Statutory corporations (Rs.2.60 crore)
during 2005-06 was Rs.20.49 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. These 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.

The position of finalisation of accounts by the working PSUs are given in Annexure-2.
It can be seen from the annexure that only three working Government companies
(Orissa Power Generation Corporation Limited, Orissa Hydro Power Corporation
Limited and IDCOL Ferro Chrome and Alloys Limited) and one Statutory corporation
(Orissa State Financial Corporation) have finalised their accounts for the year 2005-
06 by 30 September 2006. During the period October 2005 to September 2006, 24
working Government companies finalised 29 accounts for previous years and two
Statutory corporations finalised three accounts for previous year.

The accounts of 27 working Government companies and two Statutory corporations
were in arrears for periods ranging from one to seven years as on 30 September 2006
as shown in the following table:

Sl Number  of  working | Year for which accounts | Number of | Reference to SI. No. of Annexure-2
No. companies/corporations are in arrears years for
Government | Statutory which Government Statutory
companies | corporations accounts companies corporations
are in
arrears
1. 1 -- 1999-2000 to 2005-06 7 A-30 --
2. 1 -- 2001-02 to 2005-06 5 A-7 --
3. 5 -- 2002-03 to 2005-06 4 A-1,2,12,19,26 --
4. 4 -- 2003-04 to 2005-06 3 A-22,23,24, 25 --
5. 4 2004-05 & 2005-06 2 A-8,11,13, 27 B-1
6. 12 1 2005-06 1 A-34, 5 6, 9, B-3
10,16, 17, 18,
20,21 28
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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 had 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, statements showing financial position and working results of each working
Statutory corporation for the last three years are given in Annexures-4 and 5
respectively.

According to the latest finalised accounts of 29* working Government companies and
three working Statutory corporations, 13 companies had incurred an aggregate loss of
Rs.76.94 crore; 14 companies and three corporations had earned an aggregate profit of
Rs.830.05 crore and Rs.8.23 crore respectively. Two companies (SI.Nos.A-4 and 12
of Annexure-2) were functioning on “no profit and no loss”.

| Working Government companies |

Profit earning working companies and dividend

1.9  Out of the three working Government companies (SI. Nos. A-14, 15 and 29 of
Annexure-2) which finalised the accounts for 2005-06 by 30 September 2006, only
one company i.e. Orissa Power Generation Corporation Limited (SI No.14) earned
profit of Rs.147.85 crore during the year.

In case of remaining 27~ working Government companies which finalised their
accounts for previous years by 30 September 2006, 13 companies earned an aggregate
profit of Rs.682.20 crore out of which 10 companies earned profit for two or more
successive years. Grid Corporation of Orissa Limited and Konark Jute Limited
(SI.'No.16 and 24 of Annexure-2) though earned profit of Rs.348.56 crore and
Rs.0.73 crore respectively had accumulated loss of Rs.1,028.14 crore and
Rs.17.55 crore respectively which exceeded their respective paid-up capital of
Rs.492.98 crore and Rs.5.94 crore.

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, promotional and commercial & promotional public
enterprises at the rate of six per cent, one per cent and four per cent respectively, as
dividend on equity. As per the latest finalised accounts of 14 profit earning
companies, Orissa Mining Corporation Limited and Orissa Power Generation

* Orissa Power Transmission Corporation Limited (SI.No.A-17) had not started its commercial
activities and therefore had not prepared any Profit and Loss accounts for its first year accounts.
Excluding two companies (SI.Nos.A-4 and 12) which are functioning on “no profit and no loss’.
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Corporation Limited declared interim dividend of Rs.60 crore (2004-05) and Rs.76.31
crore (2005-06) respectively.

Loss incurring working Government companies

1.10 Orissa Hydro Power Corporation Limited and IDCOL Ferro Chrome and
Alloys Limited (SI.Nos. A-15 and 29 of Annexure-2) which finalised the accounts for
2005-06 by September 2006 incurred a loss of Rs.24.17 crore and Rs.7.13 crore
respectively. Out of the remaining 11 loss incurring working Government companies,
seven” companies had accumulated losses aggregating Rs.187.52 crore, which
exceeded their aggregate paid-up capital of Rs.34.43 crore. None of these seven
companies was extended any financial support by the State Government during the
year 2005-06.

| Working Statutory corporations

Profit earning Statutory corporations and dividend

1.11 Only one Statutory corporation i.e. Orissa State Financial Corporation had
finalised its accounts for 2005-06 by September 2006 and earned a profit of Rs.2.22
crore. The other two working Statutory corporations viz. Orissa State Road Transport
Corporation and Orissa State Warehousing Corporation earned an aggregate profit of
Rs.6.01 crore as per their latest finalised accounts and these Corporations also earned
profit for two or more successive years. Orissa State Road Transport Corporation
though earned profit of Rs.0.65 crore as per its latest finalised accounts, its
accumulated loss of Rs.233.92 crore exceeded the paid-up capital of Rs.136.50 crore.
Orissa State Warehousing Corporation earned a profit of Rs.5.36 crore as per its latest
finalised accounts for 2004-05 and declared dividend of Rs.72 lakh.

Operational performance of working Statutory corporations

1.12  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
68 paise per kilometer in 2003-04, the loss had decreased to 60 paise per kilometer in
2004-05 and further decreased to 55 paise per kilometer in 2005-06 mainly due to
reduction in number of employees and increase in effective kilometre operated. In
respect of Orissa State Warehousing Corporation, profit per tonne was Rs.0.88 in
2003-04 which increased to Rs.5.83 in 2004-05 and Rs.10.75 in 2005-06 mainly due
to increase in capacity utilisation and decrease in establishment expenses.

Return on capital employed

1.13 The details of capital employed and total return on capital employed 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

" Sl. Nos. A 1,5,7,8,11,21and 23 of Annexure-2.
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2006), the capital employed™ worked out to Rs.8,827.33 crore and total return
thereon amounted to Rs.1,385.10 crore which was 15.69 per cent as compared to total
return of Rs.1,157.62 crore in the previous year. The variation in the return on capital
employed for two years was mainly on account of earning of profit by more
Government companies and increase in their profit as compared to previous years as
per their latest finalised accounts. Similarly, the capital employed and total return
thereon in case of working Statutory corporations as per the latest finalised accounts
(up to 30 September 2006) worked out to Rs.482.06 crore and Rs.20.46 crore
respectively against the total return of Rs.22.99 crore in the previous year.

| Reforms in Power Sector |

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

1.14 In pursuance of the decisions taken at 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 as per information received from the Government in December 2005 is given
below:

SI. | Commitment as per | Targeted” | Status (as on | Remarks

No. | MOU completion | 31 March
Commitments made Schedule 2005)
by the State
Government

1. 100 per cent | March 2012 | 80.32 per cent | Out of 46989 villages, 37744
electrification of all electrified number of villages have been
villages electrified.

2. Transmission and | 2010 Transmission Steps are being taken for targeted
distribution losses will loss 4.27 per reduction of T & D loss.
not exceed 34 per cent, cent,
which  have to be distribution
brought down to 20 per loss 37.15 per
cent cent.

3. 100 per cent metering | December 91.75 per cent -
of all  distribution | 2005
feeders

4. 100 per cent metering | By 97.48 per cent | Some of the meters installed have
of all consumers December become defective and

2005 replacements were done
accordingly.

“ Capital employed represents net fixed assets (including capital work-in-progress) plus working capital
except in finance companies/corporations where it represents a mean of aggregate of opening and
closing balance 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 accounts.

“ Revised target as intimated (December 2005) by Government.
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Sl. Commitment as per | Targeted Status (as on | Remarks
No. | MOU completion | 31 March
Schedule 2005)

Commitments made
by the State

Government
5. Agreement for | July 2002 Executed on -
securitising the 20 March 2003

outstanding dues of
Central Power Sector
Undertakings

6. State Electricity Regulatory Commission (SERC)

i)  Establishment of | April 1996 Established in -
OERC June 1996

ii) Implementation of | Annually Implemented -
tariff orders issued by
OERC during the year

General

7. ‘ Monitoring of MOU ‘ Half-yearly ‘ Being done. ‘ --

State Electricity Regulatory Commission

1.15 Orissa Electricity Regulatory Commission (Commission) was formed on
12 June 1996 under the Orissa Electricity Reform Act, 1995 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

1.16  As on 31 March 2006, the total investment in 32" non-working Government
companies was Rs.149.23 crore” (equity: Rs.84.39 crore including share application
money: Rs.23.96 crore and long-term loans: Rs.64.84 crore) as against the total
investment of Rs.108.60 crore (equity: Rs.65.33 crore including share application
money: Rs.23.96 crore and long-term loans: Rs.43.27 crore) as on 31 March 2005.

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

“ 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
" Names of two non-working companies were struck off from the records of Registrar of Companies
with effect from 28 February 2006. Other two companies were privatised from 3 May 2005 and
8 January 2006 respectively.

V State Government investment was Rs.102.34 crore (others-Rs.46.89 crore). Figure as per Finance
Accounts, 2005-06 is Rs.88.53 crore. The difference is under reconciliation.
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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
(i) Closed” 14 44.36 7.67
(ii) Under liquidation™ 18 40.03 57.17
Total 32 84.39 64.84

Sector wise investment in non-working Government companies

1.17  The investment (equity and long-term loans) in PSUs in various sectors and
percentage thereof at the end of 31 March 2005 and 2006 are indicated below in the
pie charts:

Investment as on 31 March 2006 (Rs.149.23 crores)
(Rupees in crore)

16.05
(10.75)
77.28
(51.79)
55.90
(37.46)
O Textile and Handloom
B Industries, Engineering and Electronics
O Others
(Figures in brackets indicate percentage)
Investment as on 31 March 2005 (Rs.108.60 crores)
(Rupees in crore)
19.36
(17.83)
33.34
(30.70)
55.90
(51.47)

O Textile and Handloom
M Industries, Engineering and Electronics
OOthers

(Figures in brackets indicate percentage)

* Companies at SI Nos.C-2,3,8,11,12,16,19,20,22,25,26,30,31 and 32 of Annexure-2.

** Companies at SI.Nos.C-1,4,5,6,7,9,10,13,14,15,17,18 ,21,23,24,27,28 and 29 of Annexure-2. In
respect of SI.Nos.C-6,13,14,28 and 29 though Government has decided for liquidation, no liquidators
have been appointed.
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Budgetary outgo, grants/subsidies, guarantees issued, waiver of dues and
conversion of loans into equity of non-working PSUs

1.18 During the year 2005-06, the Government had not given any grant/subsidy to
any non-working company. There was no budgetary outgo from the State Government
to non-working companies. There was also no waiver of dues for non-working
companies in 2005-06 (Annexure-3).

Total establishment expenditure of non-working PSUs

1.19 The year-wise details of total establishment expenditure of non-working PSUs
and the sources of financing them during last three years up to 2005-06 are given

below:
(Rupees in crore)

Year Number of | Total Sources of financing

(Pé’ clJJvSernment expenditure Disposal of | Government by way of | Others

companies) investment/assets

P Loans Grants

2003-04 3 0.62 0.25 - - 0.37
2004-05 3 0.33 -- -- - 0.33
2005-06 5 0.20 - - - 0.20
Total - 1.15 0.25 -- - 0.90

Finalisation of accounts by non-working PSUs

1.20 Eighteen companies out of total 32 non-working Government companies were
under liquidation and remaining 14 companies were defunct. The accounts of
13 defunct companies were in arrears for periods ranging from four years to 35 years
as could be seen from Annexure-2. During the period October 2005 to September
2006, one defunct company viz. Kalinga Steels (India) Limited and one company
under liquidation viz. ORICHEM Limited finalised the accounts for the year 2005-06
and seven non-working companies finalised their nine accounts for previous years.

Financial position and working results of non-working PSUs

1.21 The summarised financial results of non-working Government companies as
per latest finalised accounts are given in Annexure-2. The summarised details of
paid-up capital, net worth™, cash loss and accumulated loss of 15™ out of

32 non-working PSUs as per their latest finalised accounts are given below.
(Rupees in crore)

Particulars Paid-up capital Net worth Cash loss Accumulated loss
Non-working 68.53 -122.54 24.88 235.03
Companies

“ Out of 32 non-working companies, only five companies (SI.Nos. C-1, 8, 25, 30 and 32 of
Annexure-1) furnished information on establishment expenditure for 2005-06.

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

“ Information in respect of 14 companies was not available and three companies had not started
commercial activities.
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Status of placement of Separate Audit Reports of Statutory corporations
in Legislature

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

Sl Names of Statutory | Year up to which | Year for which SARs not placed
No. corporations SARs placed in | in Legislature
Legislature Year of SAR | Date of issue to
the Government
1 Orissa State Road Transport
Corporation (OSRTC) 2002-03 2003-04 2 May 2006
2 Orissa  State Financial .
Corporation (OSFC) 2003-04 2004-05 28 April 2006
3 Orissa State Warehousing
Corporation (OSWC) 2003-04 B B

Disinvestment, Privatisation and Restructuring of Public Sector
Undertakings

Restructuring Programme of Government of Orissa

1.23 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 interest and little
progress was made on reforms. As per the record notes of discussions 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 in the medium term in accordance
with the Orissa Medium Term Fiscal Reform Programme for 2001-05 which included
Public Sector Restructuring Programme.

12
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The present status (September 2006) of the Reform Programme in respect of the
Public Sector Enterprises is given below:

Name of the | Action to be taken |Date by which Present status
enterprise action to be
completed
IDCOL Rolling | Disinvestment IDCOL’s shareholding disinvested in
Mills Limited through October 1999 | favour of private entrepreneur in
privatisation January 2006.
IDCOL  Piping | Privatise or close Entire moveable assets of Stainless Tube
and Engineering Division has been sold to private
Works Limited entrepreneur with the approval of
October 1999 Hon’ble High Court. Steps are being
taken for sale of other assets with the
approval of Hon’ble High Court.
IDCOL Ferro | Partial privatisation The Government has decided to divest
Chrome and at least 51 per cent of the IDCOL’s
Alloys Limited October 1999 shgrgholt_jlng in the Company without
mining right, in favour of a central PSU.
The proposal has been sent to the
concerned central PSU.
Orissa State | Closure Action for privatisation was held up as
Textile the acquisition of Bhaskar Textile Mills
Corporation March 2000 (a unit of the Company) was challenged
Limited by the erstwhile owner and the judgment
of the Court was awaited.
Orissa State Road | Formal closure of Restructuring plan approved by the State
Transport the Corporation and Government. Action initiated on the
Corporation restructuring by Not fixed restructuring plan. Voluntary Separation
transfer of assets Scheme was in operation to get rid of
the surplus staff.
Hirakud Industrial | Disinvestment up to Entire shareholding of Company was
Works Limited 74 per cent or more 2002-05 disinvested and transferred to Varsa
Fabrics (P) Limited on 10 July 2006.
Kalinga Studios | Privatisation Privatisation process in progress.
S 2002-05
Limited
Orissa Lift | Restructuring Restructuring plan approved by the
Irrigation Government. VR financial assistance
Corporation provided for 5,452 employees by the
Limited 2002-05 State Government. A total 8,675 Pani
Panchayats have been formed and 6,867
Lift Irrigation points have been handed
over to Pani Panchayats.
Orissa State | Restructuring UTI Bank Limited has been selected as
Financial 2002-05 consultant for restructuring of the

Corporation

Corporation.

It would be observed from the above that during October 2005 to September 2006,
two companies (IDCOL Rolling Mills Limited and Hirakud Industrial Works
Limited) were privatised through disinvestment of shares in January 2006 and July
2006 respectively. Except these two, none of the milestones in respect of other PSUs
have been achieved till date (September 2006).
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Results of audit of accounts of PSUs by the Comptroller and Auditor
General of India

1.24 During the period October 2005 to September 2006, the accounts of 24
Government companies (20 working and 4 non-working) and three working Statutory
corporations were selected for audit. The net impact of important audit observations
issued as a result of audit of the working PSUs is as follows:

Number of accounts of e B
: working Governm_ent Statuto_ry
Details companies corporations
Governm_ent Statuto_ry (Rupees in crore)
companies corporations

(i) Increase in loss 8 2 11.38 8.64
(ii) Decrease in loss 2 - 3.24
(iii) Increase in Profit 2 - 5.00 --
(iv)Decrease in profit 4 244.64 --

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

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

Orissa Forest Development Corporation Limited (2003-04)

1.25 Understatement of loss by Rs.3.20 crore due to non-accountal of outstanding
amount towards interest and compensation on belated payment of royalty for the
period prior to 2002-03 claimed by 13 Forest Divisions.

Grid Corporation of Orissa Limited (2004-05)

1.26  Overstatement of profit by Rs.151.83 crore due to adjustment of entire amount
refundable by NTPC Limited against purchase of power as against 50 per cent in
compliance to the order of Hon’ble Supreme Court, non-accountal of delayed
payment of surcharge payable to OPGC and non-accountal of transmission charges
payable to PGCIL.

Orissa State Beverages Corporation Limited (2003-04)

1.27 Understatement of profit by Rs.1.54 crore due to non-accounting of excess
cash discounts allowed despite the decision of Board of Directors to recover the same.

Industrial Promotion and Investment Corporation of Orissa Limited (2004-05)

1.28 Understatement of profit by Rs.3.46 crore due to non-writing back of the
interest accrued and due on IDBI loan for the year 2003-04 which has already been
settled (Negotiated Settlement) on principal basis.
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IDCOL Kalinga Iron Works Limited (2004-05)

1.29 The Custom Authorities demanded Rs.7.09 crore for non-fulfillment of export
obligation against which the company paid Rs.2.46 crore and the Company disputed
the balance demand of Rs.4.63 crore. The contingent liability on this account should
have been shown at Rs.4.63 crore instead of Rs.1.87 crore. Despite the comments of
the C & AG of India on the accounts for the year 2003-04, the same was not
corrected.

Orissa Power Generation Corporation Limited (2005-06)

1.30 Overstatement of profit by Rs.78.68 crore due to billing of power sold to
GRIDCO during 2005-06 at higher rates than tariff notified by OERC.

\ Recoveries at the instance of Audit \

1.31 In paragraph 3A.12 of the Report of the Comptroller and Auditor General of
India (Commercial), for the year 2000-01, Government of Orissa, non-realisation of
sale proceeds of Rs.48.25 lakh by Orissa Mining Corporation Limited from Mideast
Integrated Steels Limited was reported. As a result thereof, the Company initiated
(April 2001) legal action and recovered (April 2005) Rs.45 lakh as full and final
settlement.

Internal audit/ Internal control |

1.32 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 under Section 619(3) (a) of the Companies Act, 1956
and to identify areas which need improvement. An illustrative resume of major
recommendations/ comments made by the Statutory Auditors on possible
improvement in the internal audit/internal control system in respect of eight State
Government companies is indicated in Annexure-7. It would be noticed from the
Annexure that the comments in respect of these companies were of the following
nature.

e Internal Audit System was not commensurate and adequate with the size and
nature of business of Government Companies.

e Audit Committee was not functioning properly.

e Stores management system was not adequate and according to prescribed
principles.

Recommendation for closure of PSUs \

1.33  Even after completion of 16 years of its existence, the turnover of ELMARC
Limited has been less than Rs.5 crore for each of the preceding five years and had
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been incurring losses for consecutive five years. In view of the poor turnover and
continuous losses, the Government may either take steps to improve the working of
the Company or consider its closure.

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

1.34 During October 2005 to September 2006, the Committee on Public
Undertakings (COPU) held 14 meetings and discussed 41 paragraphs and four
reviews of the Audit Reports (Commercial) for the years 1993-94 to 2004-05. The
position of Audit Reports (Commercial) pending in COPU for discussion as on 30
September 2006 is detailed below:

Perit_)d of | No. of reviews and | No. of reviews/paragraphs | No. of COPU Reports | No. of reviews/paragraphs
Audit paragraphs appeared in | pending for discussion outstanding on which ATNs
Report the Audit Report outstanding
Reviews | Paragraphs Reviews Paragraphs | Reviews Paragraphs | Reviews Paragraphs
1993-94 4 24 - 6 1 15 1 1
1994-95 3 21 1 3 1 12 - --
1995-96 3 20 - 5 1 11 - 1
1996-97 4 23 1 5 1 11 2 2
1997-98 1 14 - 8 1 1 - --
1998-99 4 22 4 9 - - -
1999-00 4 25 4 17 - -- 1
2000-01 3 22 3 16 - -- --
2001-02 3 14 2 12 1 - -- -
2002-03 3 21 3 15 - 2 - --
2003-04 3 24 3 20 - 4 - --
2004-05 3 14 2 14 1 - -- -
TOTAL | 38 244 23 130 7 64 3" 5"

619-B Companies |

1.35 There were two companies (both non-working) under the purview of Section
619-B of the Companies Act, 1956 as on 31 March 2006. None of these companies
have finalised their accounts for 2005-06. The details of paid-up capital, investment
by way of equity, loans, grants and summarised working results of these companies
based on their latest available accounts are indicated in Annexure-8.

“ Including one Report of COPU remained outstanding in respect of two reviews on Orissa Forest
Development Corporation Limited of Report of the Comptroller and Auditor General of India
(Commercial) for the year 1992-93, Government of Orissa, which have already been discussed.

™ Further to this, ATNSs in respect of 7 reviews and 9 paragraphs of Audit Reports for the years from
1987-88 to 1992-93 relating to 8 Reports of COPU were also outstanding.
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Chapter-I1, Performance Reviews of Government companies

2.1  Construction activities of Orissa Construction Corporation
Limited

Highlights

Orissa Construction Corporation Limited was incorporated mainly to
construct, execute, carry out, improve works like dams, barrages,
reservoirs, powerhouses, etc. Audit scrutiny revealed that:

e the Company largely depended on works allotted by the State
Government and the value of works secured through
negotiations/tenders was negligible;

e targets fixed by the Company for completion of works were not
achieved;

e the Company failed in its objective of expediting the works
through engagement of job workers.

(Paragraphs — 2.1.1, 2.1.8, 2.1.20 and 2.1.26)

The targets for execution of works were fixed disregarding the contracted
schedule of completion of works. The achievements fell short of targets
except during 2001-02 and the shortfall ranged from 11 to 41 per cent
during the period 2002-03 to 2005-06.

(Paragraph — 2.1.8)

The Company completed only nine works within the scheduled time,
56 works were completed with delays ranging from one to 38 months and
43 works were in progress beyond the scheduled dates of completion
which caused delay in realisation of full value of overhead charges of
Rs.26.66 crore.

(Paragraphs — 2.1.7 and 2.1.17)

The Company accepted value of works without providing for
reimbursement of overhead charges, sales tax, submitted rates based on
incorrect lead distance and without assessment of site conditions leading
to loss of contract income of Rs.22.22 crore.

(Paragraphs — 2.1.10 to 2.1.13)
Acceptance of value of works at lower than fair estimates led to loss of
contract income of Rs.4.26 crore.

(Paragraph — 2.1.15)

The Company had to bear extra liability of Rs.1.66 crore and loss of
contract income of Rs.1.68 crore due to delay in execution of works.

(Paragraphs — 2.1.18 and 2.1.19)
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Introduction |

2.1.1 Orissa Construction Corporation Limited was incorporated on
22 May 1962 with the main objectives to:

e construct, execute, carry out, improve, work, develop, administer,
manage or control works like dams, barrages, reservoirs, powerhouses,
etc.;

e apply for tenders, purchase or otherwise acquire any contracts for, in
relation to the above works.

In pursuance of its objectives, the Company has been executing construction
contracts secured through negotiations with various Departments of the
Government of Orissa and also participating in tenders.

Besides construction activities, the Company has been executing Information
Technology related projects such as software development, website hoisting,
procurement of hardware and networking for various Government
Departments.

The Management of the Company is vested in a Board of Directors consisting
of eight Directors including the Chairman and the Managing Director. The
Managing Director, being the Chief Executive of the Company, looks after the
day-to-day operation and is assisted by one Director (Mechanical),
one General Manager (Civil works), one General Manager (Mechanical),
one Financial Advisor-cum-Chief Accounts Officer and one Company
Secretary at Head office. Besides, there was one General Manager at each of
the four zonal offices. The post of Director (Mechanical) was lying vacant
since June 2004 (July 2006).

A review on execution of works through sub-contracting by the Company was
included in the Report of the Comptroller and Auditor General of
India (Commercial) for the year ended 31 March 1995, Government of Orissa.
The Report was discussed in May 2001 and May 2003 by the Committee on
Public Undertakings. The recommendations of the Committee were awaited
(October 2006).

| Scope of Audit |

2.1.2 The present Performance Audit, conducted during the period from
1 January 2006 to 12 May 2006, covered the construction activities of the
Company for the five years’ ending 31 March 2006. Audit examined the
records maintained at the Corporate Office, one out of four zonal offices and
12 out of 27 project offices. Further, 28 contracts (Rs.424.27 crore) out of
73 contracts (Rs.627.80 crore) of value more than Rs.1 crore were examined.
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| Audit Objectives |

2.1.3

The Performance Audit on the construction activities was conducted to

assess whether:

the targets for execution of works were fixed with reference to
completion schedule of works;

the achievements were consistent with the targets;

reasonable care was taken in preparing the estimates for submission of
offers for securing works;

the works were executed within the prescribed time schedules and
delays were properly analysed; and

an effective monitoring system was in place.

| Audit Criteria |

214

The following audit criteria were adopted:
cost estimates prepared by the Company;
recommendations of the Tender Committee and Technical Committee;

general conditions of contract, terms and conditions of construction
contracts and standard agreements with job workers;

operating procedures prescribed by the Company; and

budget estimates, bill of quantities registers, measurement books, etc.

| Audit Methodology |

2.1.5

For the purpose of collection of data and gathering evidence, Audit

adopted the following methodology:

Examination of Minutes and Agenda papers of meetings of the Board
of Directors and those of Sub-Committees, estimates and offers,
contract documents, correspondences with the administrative
department and clients;

Physical inspection of work sites;

Interaction with the Management in the entry and exit conferences.

| Audit Findings |

Audit findings as a result of Performance Audit of the Company were reported
to the Management/Government in July 2006 and discussed in the meeting of
Audit Review Committee for Public Sector Enterprises (ARCPSE) held on
12 July 2006 which was attended by the Commissioner-cum-Secretary, Water
Resources Department (DoWR), Government of Orissa and the Managing
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Director of the Company. The views expressed by the Government/
Management have been taken into account during finalisation of the
Performance Review.

Audit findings are discussed in the succeeding paragraphs.

| Sources of Fund |

2.1.6 The Company executes works allotted by the DoWR. It also secures
works through participation in tenders and negotiations.

In respect of works allotted by the DoWR, a payment schedule keeping in
view the period of completion of the works is drawn up by the Chief Engineer,
which forms part of the contract. Funds required for execution of the works
are released to the Company as interest-free advance in accordance with the
payment schedule. The subsequent advance required for execution of works is
released after the previous advance is utilised and adjusted up to 75 per cent.

In respect of works obtained through tenders and negotiations, the Company
arranges its own funds for execution of the works where advances are not
available as per the agreement.

| Position of works in hand |

2.1.7 On the grounds of considerable financial investment of the
Government, ensuring quality of works and providing adequate employment
opportunity to technical personnel, the Government of Orissa, Department of
Irrigation (later renamed as Department of Water Resources) decided
(March 1972) to allot a minimum work load to the Company sufficient to
ensure its survival as a viable economic unit. In pursuance to this, Government
decided (September 1990) to allot annually at least works valued at
Rs.20 crore plus 15 per cent overhead charges. The Government later
(June 2002) raised the minimum annual limit of allotted works to Rs.100 crore
plus 15 per cent overhead charges.

In addition to the works allotted by DoWR, the Company is free to compete
alongwith other tenderers for any other works of the Department. Besides
these allotted works, the Company secures works relating to other
Government Departments/Undertakings, etc. through negotiations/ tenders.

The year-wise position with respect to booking, execution and balance work in
hand for the five years’ ending 2005-06 was as under:
(Rupees in crore)

Year Spillover from | Works booked Total Works executed/| Spill over to the
the previous year | during the year completed next year
No. Value No. Value | No. |Value| No. | Value | No. | Value
2001-02 67 25.71 15 118.28| 82 | 143.99] 29 27.89] 53 116.10
2002-03 53 116.10 33 48.54| 86 |164.64| 13 3752 73 127.13
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Year Spillover from | Works booked Total Works executed/| Spill over to the
the previous year | during the year completed next year
No. Value No. Value | No. [Value| No. | Value | No. | Value
2003-04 73 127.13 38 143.11] 111 | 270.24] 15 52.62] 96 217.62
2004-05 96 217.62 20 168.49| 116 |386.11] 30 61.85| 86 324.25
2005-06 86 324.25 38 175.63| 124 |499.88 18 62.20, 106 437.68
Total 144 654.05 105 242.08
Audit analysis of 108 works due for completion by 31 March 2006 revealed
that only nine works were completed within the scheduled date of completion,
56 works were completed with a delay ranging from one month to 38 months
and 43 works were still in progress under extension of time as discussed in
Paragraph 2.1.16 infra.
| Targets and Achievement |
2.1.8 For execution of works, the Company fixes annual work-wise targets
based on the proposals collected from the field units. The targets set by the
Company vis-a-vis the targets required to be fixed as per the contracted
schedule of completion and achievements thereagainst were as under:
(Rupees in crore)
Year Target "Required | Shortfall | Percentage | Valueof | Percentage of | Percentage of
fixed for | Targetas in of shortfall | works shortfall in shortfall in
value of per fixation in fixation executed | achievement achievement
work completion | of targets | of targets Vis-a-vis Vis-a-vis
done schedule target fixed required
target as per
schedule
2001-02 |  26.65 48.35 21.71 44.89 27.89 Nil 42.32
2002-03 | 62.93 69.03 6.10 8.84 37.52 40 45.65
2003-04 | 59.38 140.66 81.28 57.79 52.62 11 62.59
2004-05 | 87.98 184.11 96.14 52.22 61.85 30 66.40
2005-06 | 105.50 278.58 173.07 62.13 62.20 41 77.67
Total 342.44 720.73 242.08 66.41

The following points were noticed in audit.

The targets were fixed disregarding the contracted schedule for
completion of works. This indicates that either the commitments made
by the Company to its clients were unrealistic or it had altogether
ignored the same while fixing the targets.

The gap between the value of works that should have been completed
as per commitments made to the clients and the value of works actually
completed has widened over the years and at the end of 2005-06, the

backlog amounted

to Rs.216.38 crore (Rs.278.58 crore

less

Rs.62.20 crore) against Rs.20.46 crore at the end of 2001-02.

* The target that should have been fixed by the Company by taking into account the schedule
period of completion of the works
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e The achievements of the Company in terms of value, however, showed
an increasing trend, as the value of work done increased from
Rs.27.89 crore in 2001-02 to Rs.62.20 crore in 2005-06. The actual
achievements, however, fell short of the targets except in 2001-02. The
shortfall ranged from 11 to 41 per cent during the preceding four years
and showed an increasing trend after 2003-04. The shortfall was
mainly due to slow progress of work as discussed in Paragraph 2.1.17
infra.

The Management stated (July 2006) that the time period allowed for execution
was not sufficient in most of the cases. The reply is not tenable as the
Company entered into agreements only on accepting the time schedule.

| Preparation of estimates and acceptance of works |

2.1.9 Inrespect of works allotted by the Government (DoWR), the Company
prepares estimates on the basis of fair assessment of market rate as per the
order (6 September 1990) of the erstwhile Department of Irrigation,
Government of Orissa. The estimate is initially scrutinised by the Project
Level Technical Committee (PLTC) of DoWR. The recommendation of the
PLTC is placed before the Tender Committee (TC) of the State Government
for further scrutiny and recommendation of TC is finally forwarded to the
Government for award of work. The Company enters into agreement on item
rate contract basis in F2" form. The Company is allowed overhead charges at
the rate of 15 per cent of the value of work which are paid on the basis of
actual value of work executed.

Audit noticed the following deficiencies in preparation of estimates for works.

Non-inclusion of overhead charges

2.1.10 For execution of earth dam in Titilagarh Irrigation Project, the
Company submitted (July 2001) offer for Rs.9.13 crore (estimated
cost: Rs.7.94 crore and overhead charges: Rs.1.19 crore). The Government
awarded (November 2001) the work for a total contract value of Rs.7.28 crore
and did not include overhead charges. The Company also accepted the value
of the work as decided by the Government and signed the agreement without
any provision for reimbursement of overhead charges. The Company, thus,
had to forgo an income of Rs.1.09 crore (15 per cent of Rs.7.28 crore).

The Management stated (July 2006) that the offer was accepted without
overhead charges as a special case keeping in view the goodwill and the long
standing relationship of the Company with the Department. The reply is not
tenable as the overhead charges at the rate of 15 per cent were as per the
approved practice of the Government. Moreover, being a commercial
organisation, the Company should safeguard its financial interest.

“ The standard format of contract signed by the Government for execution of works.
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Non-inclusion of sales tax

2.1.11 The Company, as a contractor, is liable to pay sales tax'under Orissa
Sales Tax Act, 1947 as assessed by the sales tax authorities on work contracts
executed by it except on labour component. The Company is, therefore,
required to include the element of sales tax in its offers. Test check of
contracts valued above Rs.1 crore entered into by the Company during the last
five years ended 31 March 2006 revealed that in respect of 24 contracts valued
at Rs.376.05 crore, the Company had not included element of sales tax in the
offered rates. The agreements for these contracts also did not provide for
reimbursement of sales tax. This resulted in loss of Rs.20.01 crore to the
Company due to non-passing of the liability towards sales tax to the clients.

The Management accepted (July 2006) the audit observation. In the ARCPSE
meeting the Managing Director of the Company stated that every care would
be taken to include the sales tax component in the basic rate.

Incorrect provision for lead distance

2.1.12 At the time of quoting offers in November 2000 and May 2001 in
respect of Tel Syphon, Dharmagarh and Spillway, Khariar, the Company
considered the lead for transportation of steel as 294 Kms and 125 Kms
respectively. As against this, the Company actually had to procure steel from
Bhubaneswar which is 480 Kms from the work sites. Thus, due to defective
offer, the Company suffered loss of Rs.10.14 lakh on account of additional
transportation charges on the value of works executed up to March 2006. It
would further incur loss of Rs.24.02 lakh on the balance portion of both the
works.

The Management stated (July 2006) that in case of Tel syphon, Dharmagarh
there was no loss on this account. The reply is not tenable as there was loss to
the Company on account of under recovery of transportation cost.

Deficient assessment of site conditions

2.1.13 The Government (DoWR) awarded (July 2001) the work of “Design,
Manufacture, Supply, Erection and Commissioning of Naraj Barrage Gates” to
the Company at a price of Rs.21.83 crore. The Company, while submitting its
offer considered installation of 46 trestles™ without assessing the site
conditions properly. As per the site conditions and actual execution of the
work, the Company had to put a total of 56 trestles against which it could raise
bills for 46 trestles only as per the agreement. Further, for additional
10 trestles, other miscellaneous materials were also used though these were

* Sales Tax (8 per cent) changed into Value Added Tax (12.5 per cent) with effect from
1 April 2005.
“ An open braced framework used to support an elevated structure such as a bridge.
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not included in the offer. As a result, the Company had to incur additional
expenditure of Rs.77.95 lakh.

The Company claimed (December 2004) reimbursement of additional cost on
this being pointed by Audit (March 2004). The Department refused
(December 2004) to accept the claim stating it to be a part of the contracted
work and asked for justification of the extra cost incurred. The Company did
not pursue the matter thereafter.

The Management stated (July 2006) that the matter was under consideration
by the Department. The fact, however, remains that inappropriate offer rates
without considering the site conditions coupled with lack of timely action to
get prior approval of the Department for execution of these additional items of
work put the Company to a loss of Rs.77.95 lakh.

Signing of agreements without price adjustment clause

2.1.14 As per Clause-31 (Price Adjustment Clause) of the General Conditions
of Contract, reimbursement on variation in prices of materials, labour and
petrol, oil and lubricant is applicable only in respect of contract period of one
year or more provided the work is completed within the stipulated time. In
case, where the original contractual period is less than one year but
subsequently its validity is extended beyond one year, escalation clause shall
be applicable only for the balance portion of the work to be executed beyond
one year provided the delay is not attributable to the contractor.

Audit scrutiny revealed that in respect of five contracts, the completion
schedule of works was originally less than one year but the same was
subsequently extended beyond one year. The Company, however, executed the
agreements without provision for reimbursement of cost of escalation. In the
absence of such an enabling clause, the Company could not claim
reimbursement of escalation charges amounting to Rs.48.54 lakh. Non-
inclusion of an escalation clause in the agreements, thus, resulted in the
Company losing revenue on account of price escalation.

The Management stated (July 2006) that to obviate extra financial burden on
the State exchequer, it accepted works without insisting for price adjustment
clause. The reply is not tenable as the non-inclusion of price adjustment clause
was an omission and the Company, being a commercial organisation, should
operate on business principles.

Acceptance of works below estimates

2.1.15 The Company accepted value of contracts at lower than fair estimates
in seven cases which led to realisation of less contract income of
Rs.4.26 crore (Cases listed in Annexure-9). In these cases, the Company was
awarded balance work as the private contractors had failed to complete the
works and the Government had closed their contracts.
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As the contracts were awarded to the Company at value lower than their fair
estimates, the possibility of helping the private contractors by reducing their
liabilities towards risk and cost can not be ruled out in these cases. It is
pertinent to mention that in respect of construction of Spillway, Manjore
Irrigation Project, (SI. No. 5 of Annexure-9) the Tender Committee (TC)
decided (May 2001) that the contract with the private contractors should be
closed without imposing any penalty, as the balance work would be executed
through the Company. Similarly, in case of four works, (SI. No. 2,3,6,7 of
Annexure-9) in the TC meeting, it was opined that the balance work should
be executed through the Company to avoid legal complications and audit
objections.

The Management stated (July 2006) that the Company accepted the negotiated
amount considering the utilisation of existing old establishment of Rengali
Project, which was idle without any major work at that time. The fact,
however, remains that two out of seven works are not related to Rengali
Project and no such justification (i.e. utilisation of idle establishment) was put
forth by the Company at the time of accepting the balance five works at rates
below the fair estimates.

| Execution of works |

2.1.16 The Company obtained 144 works valued at Rs.654.05 crore during
the five years period 2001-02 to 2005-06. Out of these, 108 works were due
for completion by 31 March 2006. The extent of delays in execution of works
are shown in the following table:

Scheduled time for | Total no. of works Delay in months
completion of work 1-6 7-12 | 13-18 | 19-24 24-38
(in months)

Completed works

Upto 6 33 16 7 4 5 1
7-12 18 6 3 1 5 3
13-18 4 2 2 -
19-24 - - - - - -
More than 24 1 1 - - - -
Total 56 23 12 7 10 4
Incomplete works 1-6 7-12 | 13-18 | 19-24 | More than 24
Upto 6 7 1 4 - - 2
7-12 19 2 1 7 - 9
13-18 10 1 2 3 4 -
19-24 4 2 - - 2
More than 24 3 - - 1 - 2
Total 43 6 7 11 4 15

2.1.17 Audit analysis revealed the following reasons for delay in execution of
works:

e Delay in mobilisation/ engagement of job workers (17 out of
108 cases) where the works actually commenced only after expiry of
2 to 12 months from the scheduled date of commencement of works.

e Improper deployment of job workers (10 out of 28 cases).
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o Ineffective liaison with the client (18 out of 28 cases).

The delays in completion of the projects also resulted in cost overruns and loss
of intended socio-economic benefits such as irrigation potential, improved
roads, accommodation for students in schools, etc. from the projects. Further,
the Company receives 15 per cent of the value of works executed as overhead
charges to meet its fixed overhead expenses. Delay in execution would result
in delayed inflow of this revenue even though the Company would continue to
incur fixed overheads whether works are executed or not.

Thus, delay in completion of works in turn caused delay in realisation of the
overhead charges amounting to Rs.26.66 crore in respect of 99 works for
which the scheduled date of completion had already been over by
31 March 2006.

Extra liability due to delay in execution of work

2.1.18 The works of execution of ‘Head Regulator’ and “Spillway’ of Lower
Indra Irrigation Project (LISP) could not be completed by the scheduled dates
i.e. 18 October 2004 and 25 November 2004 respectively due to delay in
engagement of job workers. As a result, the Company incurred additional
expenditure of Rs.55.72 lakh on procurement of steel in respect of Head
Regulator (Rs.31.30 lakh) and Spillway (Rs.24.42 lakh) upto February 2006.
The Company would incur loss of Rs.88.35 lakh (in respect of Head
Regulator - Rs.6.59 lakh and Spillway - Rs.81.76 lakh) on the agreed quantity.
Besides, the job workers were to be paid at higher rates due to delay in
execution of Head Regulator resulting in additional expenditure of
Rs.22 lakh. Thus, the Company had to bear extra liability of Rs.1.66 crore due
to delay in execution of these works.

The Management stated (July 2006) that the extra expenditure incurred due to
delay in execution of these works would be compensated through price
escalation. The reply is not tenable as the price escalation had already been
disallowed (December 2004) in case of Head Regulator work and in case of
Spillway of LISP the normal price escalation may only compensate the extra
expenditure to the extent of Rs.29.90 lakh.

Loss of price escalation benefit

2.1.19 In five cases where the agreements provided for price escalation, the
DoWR, though, allowed extension of time (EoT) beyond the original contract
period, did not allow escalation in prices attributing the reasons for the delay
to the Company as detailed in the following table:
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Name of the | Agreement | Period of Date upto Work Escalation Status of
work Value work which EoT executed involved in the| the work
(Rs.in allowed beyond extended
crore) without schedule period (Rs. in
escalation | period (Rs. in crore)
crore)
Construction 19 July
of Head 2003to 18 | 18 January
Regulator of 5.86 October 2006 2.28 0.23 In progress
LIIP 2004
1
Naraj December 30 June
barrage gate 441 2001 to 31 0.83 0.08 Completed
. 2004
Civil works March
2004
Balance
21 August
works of 8.16 2001t020 | 20June 2,60 0.26 Completed
spillway of July 2002 2004
MIP
Naraj 25 July
barrage gate 2001to 31 | 31 March
mech%ni?:al 2183 December 2006 4.05 0.59 In progress
works 2003
22
Dismantling January
ofold anicut |  3.68 20031021 | St March 2.09 0.52 Completed
2005
at Jobra March
2004
Total 168

Delay in execution of

works put the
Company to forgo
price escalation
benefit of Rs.1.68
crore

As a result, the Company has already incurred excess cost of Rs.1.68 crore on
these works as on 31 March 2006 and may have to incur further cost in respect
of two out of five works which were still in progress.

The Management stated (July 2006) that the matter would be finally decided at
the Government level.

| Execution of works by Job workers |

2.1.20 In respect of contracts allotted by DoWR, the Company is not allowed
to sub-contract the work except for piecework. The Company, however,
engages job workers either on item rate basis or on labour contract basis. The
component of works executed by the job workers ranged from
56 to 65 per cent of the total value of the works executed during last four years
ending 2004-05".

“ Figures for the year 2005-06 were not available.
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Selection of job workers

2.1.21 The Company maintains a panel of job workers (JW)/ machine owners
for engagement on works. For deployment of job workers, the field unit calls a
short quotation from amongst empanelled contractors and awards the job work
to the lowest bidder. It also hires machinery and engages job workers from
outside the panel through the tendering process.

The following deficiencies were noticed in selection of job workers:

e The Company got (August 2001) the work of construction of Spillway
of Manjore Irrigation Project. It was, however, observed that the
Company, even before getting the work and calling for quotations for
selection of job workers, permitted (May 2001) one JW to start the
work in anticipation of selection of the JW through the Contract
Committee. Subsequently, the Company formally regularised the
appointment of the JW by calling quotation (September 2001). Thus,
the selection of agency for the work lacked transparency and the
bidding process was made perfunctory.

In the ARCPSE meeting, the Managing Director of the Company
stated (July 2006) that the prescribed procedures were not followed for
engagement of job workers for quicker execution of work. However,
Commissioner-cum-secretary, DOWR, Government of Orissa agreed with the
audit observation and stated that the Company should follow the prescribed
procedures to avoid misuse of the exceptions to the procedures.

e For executing the work of dismantling and removal of old anicut at
Jobra, the Company invited (December 2002) tenders for engaging
grab dredger. The tender notice was not given wide publicity due to
which the Company’s scope of getting the best competitive price was
restricted. While executing the work, the grab dredger became
ineffective due to erratic flow of water and the JW had to engage an
excavator for the purpose. The alternative methodology involved
11 operations for removal of 1 cum of debris for which Company was
already paying at the rate of Rs.22 per cubic metre to another JW. As
such, the JW should have been paid at the rate applicable for removal
of debris using excavator 11 times i.e. at Rs.242 per cum (at the rate of
Rs.22 per cum for 11 operations). The Company, however, did not
revise the rate keeping in view the type of actual machinery used in the
work and paid at Rs.422 per cum applicable in case of use of grab
dredger resulting in undue favour of Rs.48.74 lakh to the JW.

The Management stated (July 2006) that the cost of execution by deploying
excavator was evaluated at Rs.423.25 per cum (against the rate of
Rs.422 per cum for grab dredger). The reply is not tenable as the Company
was making payment at the rate of Rs.22 per cum to another JW engaged in
offshore disposal with the help of an excavator.
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Engagement/deployment of Job workers

2.1.22 For efficient and planned execution, the work is to be split up into
reaches and convenient small values so that maximum number of job workers
can be deployed simultaneously for their effective utilisation and timely
completion of works. The following deficiencies in engagement/ deployment
of job workers were noticed in audit, which delayed completion of the works.

e For quicker execution of Titilagarh Spillway Project, the work was
divided into two independent reaches. Though the quotations were
called for both the reaches, yet the field unit instead of engaging
separate job workers deployed a single job worker for both the reaches
one after another. The objective of dividing the work into
two independent reaches was, thus, defeated. Further, against the
scheduled date of completion of 14 February 2003, the work was still
under execution as on 31 March 2006 and the work had already
suffered time overrun of over 37 months.

e The Company engaged (November 2003) one job worker for
excavation of foundation of Head Regulator of Lower Indra Canal
Project with stipulation to complete the work by April 2004. Although
the job worker completely stopped the work in December 2003, the
Company took more than 11 months in awarding (November 2004) the
left over work to another job worker with stipulation to complete the
work by December 2004. The delay in excavation of foundation led to
delayed start of construction. Similarly, though the site was cleared in
April 2005 in respect of the Canal portion, the Company called
quotations for engagement of job workers only in January 2006 and the
job worker was engaged in March 2006. This delay on the part of the
Company in engagement of job worker contributed to
non-completion of the work till date (July 2006) as against the
stipulated date of completion of October 2004 i.e. a time overrun of
17 months as on 31 March 2006.

The Management stated (July 2006) that due to restricted working area and
frequent local disturbance, there was delay in execution of the work. The reply
is not tenable as there was considerable delay on the part of the Company in
withdrawing the work from the defaulting JW and awarding it to another JW.

Execution without approval

2.1.23 In the execution of left side periphery Road of Manjore Spillway
Project, the Company uprooted (July 2003) stumps of the trees by engaging
excavator hired from a job worker (JW) though it was neither included in the
scope of the work nor the Company sought approval for this extra item. Based
on actual engagement of machinery, the unit office claimed Rs.12.54 lakh
(February 2004) from DoWR. The claim was rejected (December 2005) on the
ground that there was no approval for execution of these items of work. As a
result, the Company suffered a loss of Rs.12.54 lakh.
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The Management stated (July 2006) that the Company had not sustained any
loss as it had not released any payment to the JW. The reply is not tenable as
the Company is liable to discharge the liability towards the work which the
JW had executed.

2.1.24 In respect of Spillway, Manjore Irrigation project, the Company
engaged a job worker for clearing of mud/slurry and incurred an expenditure
of Rs.13.89 lakh between September 2001 and February 2002. The Company,
however, did not obtain approval from the client before carrying out the work,
though this item was not provided for in the agreement.

The Company raised (February 2002) the bill for this expenditure as an extra
item but the client rejected the claim on the ground that the removal of the
slurry was a part of the contract. Thus, the Company had to bear the extra
liability of Rs.13.89 lakh due to not obtaining specific prior approval of the
client.

Advance to job workers

2.1.25 The standard agreement with JWs did not provide for payment of
advances to the JWSs. As a prudent practice, the advances, if necessary, should
be extended only after considering actual progress of work executed and duly
safeguarding the advances by way of bank guarantee, etc. It was observed that
Rs.3.57 crore were pending as advances against 28 job workers for periods
upto two years. Further, the works executed by the JWs were either not
measured or not entered in the measurement book. In certain cases, advances
were given without any recommendation of the site engineers.

In the absence of agreement as to extension of advance and any security, the
payment of advances to the Job Workers exposed the Company to an
unwarranted risk apart from loss of interest.

In the ARCPSE meeting, the Management stated (July 2006) that the advances
were given on the basis of visual measurements. Sometimes, due to delayed
approval of the running account bill by the client, the Company had allowed
advances. It was suggested that the Company needed to devise a system of
granting advances to the Job Workers instead of arbitrarily paying advances
without any security. Financial Advisor of the Company assured that a
standardised format would be designed for the purpose so as to exercise proper
control over the advances.

| Tender/negotiation works |

2.1.26 In addition to the works allotted by DoWR, the Company also secures
works from other Government agencies/Departments ab initio through
negotiations and participation in tenders. For participating in tenders of
Government works, the Company is exempted from Earnest Money Deposit
(EMD). All negotiation offers and tenders before submission to the clients are
required to be approved by the competent authority on the recommendation of
the Technical Sub-Committee of the Company.
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The table below exhibits the position of works secured by the Company under
various categories during the last five years ended 31 March 2006:

(Value: Rs. in crore)

Year | Works secured Works secured Total Percentage of |Percentage of
on allotment |through negotiations/ tenders/ allotted works
basis (DoWR | tenders (other Deptt negotiations |to total works

works) works) works to total

Value Value Value works
(No.) (No.) (No.)

2001-02 111.64 6.64 118.28 6 94
(11) (4) (15) @7) (73)
2002-03 31.69 16.86 48.54 35 65
(15) (18) (33) (55) (45)
2003-04 134.03 9.08 143.11 6 94
(27) (11) (38) (29) (71)
2004-05 168.39 0.10 168.49 0.06 99.94
(18) ) (20) (10) (90)
2005-06 155.80 19.83 175.63 11 89
(28) (10) (38) (26) (74)
Total 601.55 52.51 654.05 8 92
(99) (45) (144) (31) (69)

Audit observations on examination of works for bidding, participation and
success rate during the period 2001-02 to 2005-06 are discussed below:

The percentage of the value of works secured through
negotiations/tenders to the total value of works ranged between 0.06
and 11 during the period from 2001-02 to 2005-06 except in 2002-03
when it was 35 per cent. Thus, the Company was largely dependent on
the works allotted by the DoWR.

The Company participated only in 70 tenders (i.e. 16 per cent) valued
at Rs.517.40 crore out of total 446 tenders scrutinised during five
years. The Company, however, could secure only eight works valued
at Rs.20.13 crore, the rate of success being four per cent in terms of
value.

The Company negotiated for 78 works valued at Rs.120.88 crore and
got 37 works valued at Rs.32.38 crore, the success rate being
27 per cent in terms of value.

The reasons for not succeeding in obtaining works through tenders and
negotiations were neither analysed nor put up before the Board of
Directors for their review and suggestions for betterment of
performance.

In respect of civil works, the Company submitted bids and negotiated
without the recommendation of the Technical Sub-committee.

Pradhan Mantri Gram Sadak Yojana (PMGSY) works

2.1.27 The Government of Orissa (Rural Development Department) awarded
(August 2002) ten packages of work consisting of 22 roads under PMGSY to
the Company on negotiation basis at five per cent over and above the
estimated cost.
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The package-wise physical and financial achievements alongwith working
results are detailed in Annexure-10. As on 31 March 2006, nine packages had
been completed while one package was in progress. The Company, however,
could not complete any of the packages within the scheduled time i.e. by 31
March 2003. Periods of delay in all these packages ranged between
15 and 37 months. For slow progress of work and delayed completion, the
Department recovered penalty of Rs.4.12 lakh from the Company in respect of
five packages. The Company sustained losses in all the packages, except one
package, and the net loss aggregated to Rs.52.51 lakh.

Audit scrutiny revealed the following:

e The Company accepted the Department’s estimates without making its
own assessments regarding the cost of the works.

e The approved rates for the JWs were revised upwards in respect of
certain items. The unit offices at Baripada and Balasore, however,
settled the bills of the JWs at the higher rates for the works executed
prior to the date of revision. This resulted in making of inadmissible
payments of Rs.18.10 lakh to the job workers.

e The delay in approval of working estimates did not provide the unit
offices a firm basis for engagement of job workers.

e The Company did not call quotations for selection of job workers. In
most of the cases (Mayurbhanj and Balasore district packages), the
agreements were signed long after the work had commenced and in
certain cases even after the stipulated period of agreement was over.

The Management did not offer any specific comments on the audit
observation.

Monitoring System |

Budgetary Control

2.1.28 Timely preparation of budgets and analysis of the variations noticed in
the execution of works to take suitable remedial measures for achievement of
desired objectives make budgetary control important.

The following deficiencies were noticed in the budgetary control system of the
Company:

e The budget for 2001-02 was not approved by the Board while budgets
for 2002-03 and 2003-04 were approved at the fag end of the year.
Further, the budget provisions for 2003-04 were not intimated at all to
the field units.

e The budgets for 2004-05 and 2005-06 were approved by the Board on
20 May 2004 and 25 June 2005 and thereafter intimated to the field
units on 10 June 2004 and 29 September 2005 respectively. Delayed
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finalisation of the budgets and communication of the approved budget
to the field units grossly weakened the budgetary control system.

e The existing resources of the Company in respect of mechanical works
were not being adequately utilised. In order to make full use of the
available resources and expertise in mechanical works, the Company
needs to explore new areas of construction activities. The Company
however, did not resort to long-range budgeting/planning for the
purpose.

e The Company did not prepare cash budgets for planning its operational
activities.

Project Monitoring and Management Information Systems

2.1.29 As per the working manual of the Company, all the field units are
required to send a Monthly Progress Report (MPR) in the prescribed format by
fifth of the following month. The Company is required to furnish the MPRs of
the works executed by 20" of the following month to the Government
(DoWR). The Government (DoWR) takes up the monthly plan expenditure
review meeting in which the Managing Director of the Company participates.

The following deficiencies were noticed in Project Monitoring and
Management Information System:

e In most of the cases, receipt of the MPRs from the field units at the
Head office was delayed. Similarly, all the MPRs were submitted to
the Government (DoWR) after delays ranging between one week and
16 weeks. In certain cases, MPRs for two to four months were
submitted at a time.

e The Board is apprised of the progress of work done in each meeting
i.e. on a quarterly basis. The MPRs received from the field units were
not reviewed at the Head office to suggest remedial measures for slow
progress of work and other difficulties encountered by the field units
and were merely consolidated at the Head office.

e The Company received the proceedings of the Monthly Plan
Expenditure meeting taken by the Commissioner-cum-Secretary,
DoWR. The decisions taken in the meeting relating to the Company
were, however, not communicated to the field units for taking
necessary remedial action until October 2004. The communication to
the field units on the decisions taken thereafter also was not regular.

e The Company had not fixed any norm as to the periodicity, etc. for
field inspections by the higher officers from the Head office.

Closure of the Projects

2.1.30 The working manual of the Company stipulates that on physical
completion of the project, the Project Monitoring Section (PMS) of the Head
office will issue an order on closure of the project. The Company declared
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44 project offices comprising 235 works as defunct between 8 July 2002 and
31 March 2005. Audit scrutiny revealed the followings:

e The PMS is not maintaining any history sheet of the works/projects to
ascertain the up-to-date status of the projects and to advise, in time,
declaration of the project as defunct”. The proposal for declaration of
the projects/works as defunct, therefore, was not mooted by the PMS
but was initiated by the Accounts Compilation Section of the Head
office, causing delay in declaring the projects as defunct.

e Three project offices namely Harbhangi, Paradeep and School
Building Project, Cuttack comprising of 34 works was declared
defunct after periods ranging from 12 to 43 months from the dates of
their physical completion. Due to delay in declaring Harbhangi Project
as defunct and consequent delay in shifting of the project establishment
including construction equipment and stores, the Company had to incur
idle establishment expenses of Rs.16.73 lakh.

Maintenance of works accounts

2.1.31 The following deficiencies were noticed in audit during test check of
works accounts of 12 project offices:

e Bill of Quantities registers which help to reconcile the utilisation of
material as recorded in the site accounts with actual execution of works
had not been maintained in five project offices in respect of
16 contracts.

e Site accounts, which are required to be maintained for exercising
control over receipt and issue of materials, had not been maintained in
case of four contracts.

e Measurements of the works executed were not being recorded in the
Measurement Books (MB) at regular intervals. The entries were made
in the MBs only after the client took measurements.

The Management assured (July 2006) to take action for maintenance of Bill of
Quantities registers and site accounts. Regarding MBs, it was stated that
measurements were taken jointly with the Departmental officers. The reply is
not tenable as running bills were required to be submitted to the Department
every month on the basis of measurements taken by the Company.

Financial statements

2.1.32 Financial statements provide data, which are used for taking decisions
by the Management. The audited accounts of the Company showed profit of
Rs.19.52 lakh, Rs.13.04 lakh and Rs.15.38 lakh for the years 2001-02,
2002-03 and 2003-04 respectively. The Statutory Auditors, however, in their
Audit Report for these years stated that profit shown by the Company would

“ The project where work has already been completed but final bills, etc. are yet to be settled.
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stand converted into loss of Rs.7.37 crore, Rs.7.87 crore and Rs.7.37 crore
during these three years had their observations been taken into account.
Further, irregularities were also pointed out by the Comptroller and Auditor
General of India during supplementary audit of accounts of the Company for
the years 2001-02 and 2003-04 under Section 619(4) of the Companies Act,
1956 and had these comments been taken into account, the loss pointed out by
Statutory Auditors would further increase by Rs.2.23 crore in 2001-02 and
Rs.3.23 crore in 2003-04.

Thus, the net profit shown in the financial statements does not reflect the true
financial results of the Company.

| Other related issues |

Non-submission/delayed submission of TDS certificates

2.1.33 In respect of works executed by the Company, income tax (IT) is
deducted at source from the bills. The IT assessment up to Assessment
Year (AY) 2003-04 had been completed (July 2006). The following points
were noticed:

e The Company filed returns up to AY 2005-06 but did not submit the
TDS certificates for an amount of Rs.29.48 lakh, which included
Rs.27.01 lakh up to AY 2003-04. The Company could have got refund
of Rs.27.01 lakh had the balance TDS certificates been submitted in
time. The Company is yet to collect TDS certificates for Rs.22.60 lakh,
which includes certificate of Rs.17.13 lakh pertaining to the year
1998-99.

e Non-submission of TDS certificates resulted in blockade of funds of
Rs.29.48 lakh and loss of interest of Rs.13.92 lakh at the rate of
6 per cent per annum (for eight years) since the interest on amount of
TDS is not admissible as the delay in submission of TDS certificate is
attributable to the Company.

The Management stated (July 2006) that efforts were being made to collect the
TDS certificates to be submitted to the IT Department at the earliest.

Delay in presentation of bills

2.1.34 As per the working manual of the Company, measurement of work
done in respect of each contract shall be taken by the field engineers during
the last week of every month and recorded in a separate measurement book.
On the basis of measurements, a bill shall be submitted to the client. As
regards final bill, it shall be prepared by the officers of the client (DoWR) in
the presence of the officers of the Company within one month of the date fixed
for completion of the work. Price adjustment shall be determined for the work
done during each quarter.
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The following points were noticed in audit:

e Measurements of the work executed were not taken in the last week of
every month. The running account bills, therefore, were not raised on
the client on monthly basis. In most of the cases, instead of raising the
bills, the Company’s engineers were only accepting the quantity
recorded in the bills prepared by the clients as per their convenience.
This caused delay in realisation of the value of work executed
including adjustment of advance from the client for fresh instalment of
advance.

e There were inordinate delays in preparation and presentation of bills on
escalation dues. In six cases, the escalation bills had not been presented
even after expiry of the original contract period of the works. The
escalation bills had not been submitted in eight cases even after periods
ranging from one year to four years of passing of first RA bills.

e As regards final bills for completed works, the working manual of the
Company provided that the unit offices should submit a report
including the position of final bills on any closed work within a period
of two months from the date of its physical completion. The required
reports in respect of 65 works completed during 2001-02 to 2005-06
were not available at the Head office.

e The Company incurred an expenditure of Rs.14.87 lakh in restoration
of the damaged Aqueduct at Baghalati spillway on the Left Main
Canal. Though the work had been completed in June 2004, the
estimate was not submitted (July 2006) to the Department to claim
reimbursement.

Conversion of Security Deposits into interest bearing deposits

2.1.35 The Government of Orissa, DoWR allowed (January 1998) the
Company to convert performance security deposits (SD) deducted from the
bills in respect of all its running contracts into interest bearing SDs. The
interest bearing SDs shall be in the name of the Company and pledged with
the Department. The total deduction on account of performance security
deposits from the running bills of the Company stood at Rs.9.29 crore as on
31 March 2005 out of which only Rs.89.39 lakh had been converted into
interest bearing SDs. It was noticed in audit that in respect of 26 contracts
pertaining to ten project offices, SDs of Rs.2.01 crore had not been converted
into interest bearing deposits. The loss of interest calculated at the rate of
six per cent per annum in respect of these deposits worked out to
Rs.20.61 lakh.
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The reason for such loss is attributable to the following:

e The unit offices concerned did not make timely requests for
conversion. In case of nine contracts, the unit offices requested for
conversion after delays ranging up to four years. In other 17 cases, the
unit offices had not made any request even after lapse of seven years.

e No system was in place at the Head office to effectively monitor the
position of conversion of SDs into interest bearing SDs.

Manpower |

2.1.36 The Company had retained 1338 employees as of April 2000. Out of
these, 433 employees were separated during the year 2002 through Voluntary
Retirement Scheme, Voluntary Separation Scheme, etc. reducing the
employee strength to 851 as of April 2004. A fresh exercise was made
(April 2004) to rationalise the manpower of the Company based on the current
and future workload and 117 employees were identified as surplus. Of the
117 surplus employees, 108 are working in Central Workshop, Rasulgarh
which has been incurring loss since 1996-97 due to decline in availability of
mechanical works.

The Company spent Rs.1.54 crore (at the rate of Rs.6.20 lakh per month) up to
March 2006 towards monthly remuneration of surplus employees since their
identification in May 2004.

The Company has not yet formulated any concrete proposal for utilisation of
the identified surplus manpower or their retirement. As a result, while on the
one hand the Company is saddled with surplus manpower, on the other hand it
is unable to complete the works assigned/ awarded.

The above matters were reported to the Government (June 2006); their replies
have not been received (October 2006).

| Acknowledgement |

Audit acknowledges the co-operation and assistance extended by the staff and
the Management of the Company at various stages of conducting the
performance review.

| Conclusion |

The Company was largely dependent upon the works allotted by the
Department of Water Resources of the State Government as the value of
works secured through negotiation/ tenders to total value of works were
negligible. The targets fixed by the Company for completion of the works
fell short of the schedule dates, while the achievements were even less in
all the five years reviewed. The Company completed only nine works
within the schedule time and 56 works were completed after delay
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ranging from one month to 38 months. There were cases of incorrect
estimation of works, acceptance of works below the estimates,
disregarding price adjustment clause, actual site conditions, overhead
charges, etc. causing loss to the Company. The objective of expediting the
execution of works through engagement of job workers could not be
achieved due to deficiencies in selection of job workers and monitoring of
their works. The budgetary control system, monitoring of project
execution, maintenance of works accounts, etc. was found to be deficient.

| Recommendations |

The Company should participate in tenders and obtain works to
avoid perpetual dependence on allotted works of Government.

The Company should fix targets based on the schedule of
completion of the works and should also plan in such a manner
that works are completed in time.

The Company should take into account all the factors affecting the
works costs while making the offer and entering into agreements
with the client.

The Company should take adequate care in selection of job
workers.  Further, there should be synchronisation in
engagement/deployment of job workers for timely execution of
works.

The Company should improve its overall monitoring system in the
areas of budget and execution of works.
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2.2  Raising, maintenance and auctioning of cashew plantations
by Orissa State Cashew Development Corporation Limited

Highlights

Orissa State Cashew Development Corporation Limited was incorporated
with the main objectives to develop land, raise cashew plantations,
implement cashew development programmes in the State of Orissa. Audit
scrutiny revealed that:

¢ no long term Corporate Plan was evolved for identification of new
areas for expansion and optimum utilisation of available area for
plantation. No new area was brought under cashew plantations
during the period of the review;

e plant density remained below the norm reflecting inefficient
utilisation of land;

e the Company failed to take adequate steps for cultural operations
like bush cleaning, fertiliser application, plant protection
measures, etc., which adversely affected productivity.

(Paragraphs — 2.2.1, 2.2.6, 2.2.8, 2.2.16, 2.2.18 t0 2.2.21 and 2.2.23)

The Company lost revenue of Rs.9.52 crore per annum and employment
generation opportunities to the extent of 21.25 lakh mandays due to
non-replantation of trees in vacant patches and in plantations damaged
by the super cyclone.

(Paragraphs — 2.2.11 and 2.2.12)

The Company did not take any action towards removal of old and senile
trees till 2004-05 thereby denying itself revenue generating potential of
Rs.4.31 crore from the first yield onwards. Loss of yield due to low
productivity computed with reference to the norms worked out to
Rs.47.85 crore.

(Paragraphs — 2.2.13 and 2.2.23)

Shortfall in sales realisation below the upset price worked out to
Rs.3.33 crore. The Company failed to take remedial measures to check
controllable problems for enhancing the auction value.

(Paragraph — 2.2.27)

The Company failed to spend Rs.2.47 crore under Integrated Cashew
Development Programme and did not utilise its own surplus funds
towards plantation activities.

(Paragraph — 2.2.30)
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| Introduction \

2.2.1 Orissa State Cashew Development Corporation Limited was
incorporated in April 1979 as a wholly owned Government Company with the
main objectives to develop land and raise cashew plantations and other
suitable species in the State of Orissa, deal in cashew nuts, fertilisers,
pesticides, etc. implement cashew development programmes in the State and
render technical guidance and assistance to cashew growers. The main
activities undertaken by the Company are:

e maintenance and upkeep of the existing cashew plantations;

e raising of high yielding cashew clonal grafts so as to provide a boost to
cashew cultivation in the State of Orissa; and

e harvesting through temporary lease or departmental collection.

As on 31 March 2006, the Company was in possession of 956 cashew
plantations over an area of 30,599.94 hectare (ha) (75,581.85 acre) in the
State. The Company obtained lease for 13,722.34 acre and its request for lease
for 24,474.25 acre was pending with the State Government. The Company has
not so far applied for lease for the remaining 37,385.26 acre so far (July 2006).

The Management of the Company is vested with a Board of Directors
consisting of eight Directors including the Chairman® and the Managing
Director. As on 31 March 2006, all the Directors, except the Managing
Director, were part time Directors. The day-to-day affairs of the Company are
looked after by the Managing Director who is assisted by three group officers
viz. General Manager (Finance and Accounts), General Manager (Technical)
and Manager (Land, Personal and Administration). The Company has
six™ divisional offices to look after the field operations headed by the
Divisional Manager/Assistant Manager and seven™ nurseries.

The working of the Company was last reviewed and reported in the Report of
the Comptroller and Auditor General of India (Commercial) for the year ended
31 March 1986, Government of Orissa.

The Committee on Public Undertakings (COPU) discussed the Report and
recommended (September 1989) that:

e the Company should make adequate budgetary provision to overcome
the shortcomings viz. absence of adequate provision of fertiliser and
pesticides as compared to the area of plantation, timely supervision of
field work by the Company executives, gap filling in the plantations,
proper fencing, drainage and guard system to safeguard the plantations
which create hindrances for successful achievement of cashew nut
programme;

* The Principal Secretary to Government of Orissa, Agriculture Department.
Baripada, Chandikhol, Dhenkanal, Jeypore, Khurda and Sundargarh divisions.
Bhangamala, Bhuinpur, Ghatikia, Khunta, Lahanga, Raijhara and Solar nurseries.

40



Chapter-I1, Performance Reviews of Government companies

e the Government should consider providing larger patches of lands to
the Company as far as possible for plantation which would be effective
for better management and so also to prevent pilferage from the
Company in the long run;

e the Government should take adequate steps to evict the unauthorised
possessors from the earmarked land when it is allotted to the Company
for plantation which would help it in achieving the targets;

e entertainment of lower tender by the executive officials for sale of
cashew nuts reduced the revenue proportion of the Company which
should be avoided and the officers concerned connected with the above
lapses should be taken to task.

In addition, the Committee also commented that being a commercial
organisation, the option of the Company to dispose its stock through
departmental sale at a minimal price was not justified which could have been
avoided.

It was seen during audit that despite the above recommendations of COPU, the
Company has not been able to overcome the deficiencies as discussed in
Paragraphs 2.2.9, 2.2.15 t0 2.2.22 and 2.2.27 infra.

| Scope of Audit |

2.2.2 The present Performance Audit covered the performance of the
Company in respect of activities such as raising, maintenance and auctioning
of cashew plantations for the five years ending 2005-06. Audit selected three”
out of six divisions and three™ out of seven nurseries for detailed examination.

| Audit Objectives |

2.2.3 The Performance Audit was conducted to assess whether:

e the Company had evolved a long term Corporate plan for identification
of new areas for expansion of cashew plantations and plantations on
the available existing land;

e the available land was efficiently utilised for the purpose of cashew
plantation;

e the replantation was carried out in vacant patches, plantations damaged
by super cyclone and by replacing old and senile trees efficiently,
effectively and economically;

e maintenance of the cashew plantations was carried out efficiently,
effectively and economically;

* Chandikhol, Dhenkanal and Khurda divisions
** Bhangamal, Raijhar and Solar nurseries
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auctions of plantations were made efficiently, thereby optimising the
revenue realisation;

nursery activities were managed effectively and efficiently; and

capital investments were made in plantation activities.

| Audit Criteria |

2.2.4

The following audit criteria were adopted:

Guidelines/ recommendations of the Directorate of Cashew and Cocoa
Development (DCCD), National Research Centre for Cashew (NRCC),
Orissa University of Agriculture and Technology (OUAT).

Technical circulars/ guidelines issued by the Company.

COPU’s twenty-fifth Report of ninth assembly (1989-90) and Action
Taken Notes of the State Government.

Norms fixed by the Company from time to time.

Analysis made by the Cashew Development Board, Government of
India in respect of plantations in Orissa, DCCD, NRCC and OUAT.

Technical Committee’s Report.

[ Audit Methodology |

2.2.5

The audit methodology adopted for the Performance Audit was as

follows:

Examination of records maintained at the Corporate Office, budget
files, annual reports and progress reports submitted to various
agencies.

Physical inspection of sites.

Discussions in the entry and exit conferences with the officers of the
Company.

| Audit Findings |

Audit findings as a result of the Performance Audit of the Company were
reported to the Company/Government in June 2006 and were discussed in the
meeting of the Audit Review Committee for State Public Sector Enterprises
(ARCPSE) held on 12 July 2006 which was attended by the Deputy Secretary,
Agriculture Department, Government of Orissa and Managing Director of the
Company. The views expressed by the members have been taken into
consideration while finalising the report.
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The major audit findings are discussed in the succeeding paragraphs.

Planning

2.2.6 The Company did not evolve any long term Corporate plan for
identification of new areas for expansion of cashew plantations and optimum
utilisation of available area for plantation. During the period of report, no new
area was brought for plantation. No strategy was made to surrender the
uneconomical land holdings and to approach the Government for larger
patches of land as recommended by the COPU. Further, the Company failed to
formulate any concrete plans for identifying the vacant patches and to fill them
by planting trees with a view to maintain optimum productivity. The planning
aspects regarding operational activities are discussed in paragraphs relevant to
the different activities.

| Utilisation of Land |

2.2.7 The available land (30599.94 ha) was utilised under the following
three categories:

Seedling plantations - 19,922.31" ha, 65.11 per cent of the total land holding,
were raised up to 1979-80 without any specified variety for the purpose of soil
conservation.

World bank aided seedling plantations (improved variety) - 7,524.64 ha,
24.59 per cent of the total land holding, were planted between 1980-81 and
1993-94 with improved seedlings (seed nuts collected from high yielding
progeny trees).

Clonal plantations™ - 3,152.99 ha, 10.30 per cent of the total land holding,
were raised between 1999-2000 and 2005-06 by using high yielding variety
cashew grafts.

“ Including 2352.17 ha lying vacant.
™ Plantations raised by using high yielding variety cashew grafts.
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Density of plantation

2.2.8  The efficient utilisation of land requires achieving optimum density of
plantation i.e. number of trees per hectare. The Company has not fixed any
norms for density of plantations per hectare. It was observed from the studies
conducted by other agencies that the norm” of the density of the plantation per
hectare in seedling plantation, World Bank aided plantation and clonal
plantation are 100 trees (considering 70 per cent survival of older plantations),
150 trees and 200 trees respectively. The status of density of the Company’s
plantations per hectare for the five years ending 2005-06 was as given below:

(No. of trees per hectare)

Year Seedling Shortfall World Bank | Shortfall Clonal Shortfall
Plantation | compared aided compared plantation | compared
to norm plantation to norm to norm
(in per cent) (in per (in per
cent) cent)
2001-02 93 7 83 45 36~ 82
2002-03 94 6 84 44 111 45
2003-04 85 15 7 49 164 18
2004-05 85 15 80 47 178 11
2005-06 86 14 82 45 145 28

* Source: Seedling trees — Analysis made by Cashew Development Board, Government of

India in respect of plantations in Orissa, World Bank aid trees -The World Bank — Cashew
nut project and Clonal trees - DCCD, NRCC and OUAT.
™ Clonal plantation was started from 1999-2000 onwards.
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It would be observed that the percentage of shortfall with reference to norms
ranged from 44 to 49 and 11 to 82 in respect of World Bank aided plantations
and clonal plantation respectively. Thus, there is scope for improving the
density of plantations for generating additional revenue. Since clonal variety
gives higher yield, improving the density of plantations by planting clonal
variety would generate significant additional revenue.

Audit scrutiny revealed that the poor density of plantations was due to:

e non-replantation in available vacant patches as well as in the spaces
that became vacant due to death and decay of old and senile trees
(discussed in Paragraphs 2.2.11 and 2.2.13 infra).

e non-rehabilitation of plantations damaged in the super cyclone
(discussed in Paragraph 2.2.12 infra).

Uneconomical land holdings

2.2.9 As per the recommendations of COPU, the Government/Company
decided (September 1989) that 40 ha of land and above would be the
minimum patch for plantation for economic operation. In the Action Taken
Notes (ATN), the Government had replied (July 2000) that the
recommendation of the Committee would be sent to the Revenue Department
of the Government for providing larger patches of land at the time of future
expansion. It was, however, observed that the Company did not pursue with
the Government for providing larger patches of land on lease. As on
31 March 2006, out of 956 plantations, 532 plantations were on the land
holdings below 40 ha and constituted 33.15 per cent (10,145.49 ha) of the total
land holding of 30,599.94 ha.

Audit scrutiny revealed as follows:

e The minimum uneconomical land holding ranged between 1.38 ha and
17.45 ha in all the six divisions of the Company.

e The average annual sales revenue per ha in respect of uneconomical
land holdings for the years 2001-02 to 2004-05 ranged between
Rs.936 (2002-03) and Rs.1147.48 (2003-04). In respect of economical
land holdings the annual sales revenue per ha for the above period was
in the range of Rs.1200 (2002-03) to Rs.1596 (2004-05).

e In Sundargarh division, out of 337 plantations, 308 plantations
(4864.66 ha) were patches of below 40 ha and constituted about
80 per cent of area. During the period 2001-02 to 2004-05, the average
sales realisation was in the range of Rs.385 to Rs.485 per ha which was
much lower than the Company’s average realisation of Rs.1115 to
Rs.1447 per ha during the above period.
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| Replantation |

2.2.10 To maintain optimum productivity, it is necessary that the vacant
patches are efficiently identified and filled by planting trees and also the old
and senile trees are identified, removed and replaced with new trees.

The Company proposed (July 2000) to carry out a plantation programme to
cover 1,050 ha every year from the 2000 planting season to the 2005 planting
season over a period of six years for replanting cashew plantations in old and
senile plantations and in cyclone affected areas. An expert committee was to
be formed every year for selection of sites for the above replanting
programme.

The following table indicates the comparative position of plantations/
replantations for the years 2001-02 and 2005-06:

Area ason 1 April Area added Plantation/ Balance
2001 requiring during 2001-02 to | replantations | areaason
plantation/ 2005-06 requiring during 31 March
replantation plantation/ 2001-02 to 2006
(inha) replantation 2005-06 (inha)
(in ha) (in ha)
Vacant 2352.17 4480.59 2709.87 | 4122.89
patches
Super
cyclone 5256.67" - 565.00" | 4691.67
damaged
patches
Old and
senile trees | ponp o5 1617.13 | 7572.18
requiring
replantation
Total 13563.89 6097.72 3274.87 | 16386.74

It would be seen from the above table that the replantations achieved during
2001-02 to 2005-06 were merely 24.14 per cent of the area requiring
replantations as of April 2001. This was despite availability of surplus funds.
Besides, the Company had also received a sum of Rs.1.61 crore for the
replanting programme under the Integrated Cashew Development Programme
(ICDP) between 2000-01 and 2004-05, but it spent only Rs.1.01 crore on
replanting trees in vacant patches and cyclone damaged areas.

*5256.67 ha = 5513.17 ha (fully damaged area) less 256.50 ha (area replanted in damaged
area up to 2000-01)

" 565.00 ha = 821.50 ha (total area replanted up to 2005-06) less 256.50 ha (area replanted in
damaged area up to 2000-01)
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The plantation activities of the Company in vacant patches, replantations in
areas damaged by super cyclone and replacement of old and senile trees
through replantations are discussed in the succeeding paragraphs.

Planting/Replanting in vacant patches

2.2.11 The Site Selection Committee of the Company during 2001-02 to
2005-06 had approved replanting in vacant patches of 4,480.59 ha in
160 plantations considering the site characteristics and agro-climatic
requirement. Against this target, the Company replanted new clonal grafts
only in 2,709.87 ha (60.48 per cent).

Audit scrutiny revealed as follows:

e There were 130 plantations spread over 2,352.17 ha which were
entirely vacant. The Site Selection Committee, however, failed to
identify these vacant areas.

e An area of 1,770.72 ha constituting 39.52 per cent of the area
identified had not been replanted up to 2005-06.

The Management stated (July 2006) that replanting in the above areas could
not be done due to presence of stone/unsuitable patches, nullahas, water
logging, etc. and was not found suitable for using clonal grafts. The reply is
not acceptable as the Site Selection Committee selected the sites after taking
into consideration the above obstacles and considering the proposals of
Divisional Managers/Assistant Managers in regard to area to be replanted.

Thus, as on 31 March 2006, there were vacant patches of 4,122.89 ha to be
replanted. These had future potential annual revenue of Rs.4.45 crore per
annum from the first yield onwards at the conservative basis of 2 kg per tree
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(i.e., the expected yield from fourth year of replantation with clonal grafts) for
clonal variety and potential for employment generation of 9.94" lakh mandays.

Rehabilitation of plantations affected by super cyclone

2.2.12 In October 1999, Orissa was hit by a super cyclone. As per the final
damage report (December 1999), 9,53,350 cashew trees over an area of
15,111.78 hectares in 188 plantations were partially/fully damaged. Out of
these, 3,47,808 trees over an area of 5,513.17 ha were fully damaged.
Replantation was taken up initially in 2000-01 to rehabilitate the plantations
affected in the super cyclone.

Audit analysis of work done during 2001-02 to 2005-06 revealed the
following:

e Information regarding extent of replantation on fully damaged area and
partially damaged area, though called for, was not furnished to Audit.
Scrutiny of reports in respect of cyclone damaged plantations
submitted by field units made available to Audit revealed that during
the period from 1999-2000 to 2005-06, only 821.50 ha in
36 plantations (5.44 per cent of total area of damage) were covered
under the replantation programme and the balance 94.56 per cent of
damaged area was yet to be replanted (July 2006).

e Even considering that the whole of 821.50 ha of replantation was
spread over the fully damaged area, the Company failed to replant trees
over fully damaged area of 4,691.67 ha. The Company, by replanting
the fully damaged area, would have generated additional revenue of
Rs.5.07" crore per annum from the first yield onwards at the rate of 2
kg per tree besides creating employment opportunity of 11.31™ lakh
mandays.

The Management stated (July 2006) that sizeable number of trees affected by
the super cyclone during 1999 had recovered and continued to yield nuts
though in a reduced manner. The reply is not tenable as the Management
failed to fully replant even fully damaged plantations which had hardly any
scope for recovery.

Replanting by removal of old and senile trees

2.2.13 Cashew plantations of more than 35 years of age are reckoned as old
and senile and need to be replaced preferably with high yield clonal variety
grafts. As of April 2001, old and senile trees over an area of 5955.05 ha were
due for replacement. No replantation was done during 2001-02 to 2005-06.
Though the Company decided in July 2000 to constitute a Committee for
selection of sites for the replanting programme, a technical committee was

*4122.89 ha X 241 days/ha for raising activities = 9,93,616 mandays
™ 4691.67 ha X 2 Kg/tree X 180 trees/ha X Rs. 30/Kg = Rs. 5,06,70,030
4691.67Ha X 241 days/ha for raising activities = 11,30,692 mandays
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formed only in June 2005 i.e. after nearly five years, to identify the old and
senile trees for replacing those with high yielding grafts.

It was noticed during audit that 7,18,816 trees extended in 7,572.18 ha had
already crossed the age of 35 years up to 31 March 2005 (Annexure —11) and
constituted 24.75 per cent of the total area and 30.14 per cent of the total
population of trees (23,84,532 trees).

Audit scrutiny revealed the following:

e The Company did not take any action towards removal of old and
senile trees till 2004-05. The Technical Committee of the Company,
recommended (July 2005) for removal of 22,804 trees in 1317 ha in
that 37 plantations only.

¢ No replantation has been undertaken by removing old and senile trees
so far (July 2006).

e The existing old and senile trees are of seedling variety; removal of
these and replacement by clonal variety would have generated revenue
of Rs.4.31" crore per annum from the first yield onwards.

Mortality

2.2.14 A mortality rate of 15 per cent is allowed by the Government of Orissa
(Agricultural Department) and the upper limit of 50 per cent has been fixed to
consider a plantation to be a failed one. During 1999-2000 to 2004-05,
replantation on vacant patches/super cyclone damage area of 2380.99 ha in
111 plantations was done. Audit scrutiny revealed that out of these
111 plantations:

e in 12 plantations (319.12 ha), the mortality rate was recorded to be
above 50 per cent; and

e in 31 plantations (625.36 ha), the mortality rate was recorded to be
15 per cent and up to 50 per cent.

Thus, of the total replantations on over 2,380.99 ha, 43 plantations
(39 per cent of total plantations damaged) suffered high mortality rate
(September 2005) rendering expenditure of Rs.96 lakh™ incurred towards
raising these plantations wasteful.

In the survival reports on replanting of grafts submitted by the divisions, the
following reasons for high mortality were attributed:

e excessive temperature (heat);
e use of premature grafts;

e shade caused by heavy jungle growth and old trees; and

*7,18,816 nos of trees X 2 Kg/tree X Rs. 30/Kg = Rs. 4,31,28,960.
" Failed /high mortality plantation (944.48 ha X Average cost of Rs.10144.35 per hectre on
raising of new plantation).
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e water logging, etc.

The Company, however, did not take adequate steps to control mortality
though most of the reasons viz. use of premature grafts, water logging and
shade caused by heavy jungle growth and old trees were controllable and huge
funds were available with the Company.

| Maintenance of plantations - cultural operations |

2.2.15 Maintenance activities (i.e. cultural operations) are undertaken to
maintain and improve the quality of the existing cashew trees. These activities
involve bush cleaning, watch and ward, nutrient management, plant protection
measures, irrigation and inter-cropping. The COPU had taken note (September
1989) of the shortcomings like improper and inadequate maintenance of
existing plants, inadequate provision for fertiliser and pesticide as compared to
area of plantation, timely supervision of field work by executives, etc.
essential for proper and adequate maintenance of plantations. The deficiencies
noticed during audit are discussed in the succeeding paragraphs.

Bush Cleaning

2.2.16 Bush Cleaning involves cleaning (i.e. removal of jungle growth) and
pruning (i.e. removal of dead wood, criss-cross branches). These activities
help to enhance the yield and to improve collection and are taken up
immediately after the harvest i.e. between July and December.

Audit scrutiny revealed the following:

e No targets were fixed for cleaning of the jungle growth during 2001-02
to 2003-04. The bush cleaning operation was not taken up during the
year 2001-02 while in 2002-03, only Rs.0.22 lakh was spent on bush
cleaning against budget of Rs.1 lakh. No data was, however, available
on the area cleaned.

Heavy thorny bushes, Baidehipur plantation
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The Company started to set a target for the area to be cleaned only
from 2004-05. The Company till 2004-05 did not measure the area
having jungle growth and therefore needing bush cleaning. While
fixing target for 2005-06, the area having jungle growth and therefore
needing bush cleaning was estimated to be 18,573.41 ha. Target of
bush cleaning for 2004-05 and 2005-06 was 10,207 ha each year,
against which only 8,868.40 ha and 6,837 ha respectively was cleaned
leaving a shortfall of 13.12 and 33.02 per cent of the target and leaving
uncleaned area of 11,736.41 ha as of March 2006.

Shortfall in bush cleaning resulted not only in lower productivity
thereby adversely affecting the revenue earning capacity, but also in
loss of employment generation of 93,891 mandays at the rate of 8 days
per hectare as per norms fixed by the Company in November 2004 for
uncleaned area of 11,736.41 ha.

Watch and Ward

2.2.17 Watchers are engaged for safeguarding the plantations. They also
perform bush cleaning activities. As per the yardstick, one watcher each
should be engaged for 45 ha of plantations. Further, the watchers are required
to utilise 23 per cent of their mandays (i.e. 6 days out of 26 mandays) for bush
cleaning activities as per the decision in the meeting of DMs/AMs held in
April 2000.

Audit scrutiny revealed the following:

As against the requirement of 627 watchers for 28,248 ha of
plantations, the Company engaged 399 and 401 watchers in 2003-04
and 2004-05 respectively.

The Board decided (November 1999) to reduce the number of watchers
considering the damages during super cyclone. Accordingly, the
Company reduced its watchers from 528 in 2000-01 to 401 in 2004-05.
As a result, in 2004-05, the Company could not provide any watch and
ward for 171 out of 572 plantations put to auction. This was also one
of the factors for poor progress in bush cleaning during the period of
the review.

A review conducted (October 2004) by the Company on cleaning
operation in cashew plantations also disclosed that the watch and ward
staff were either under-utilised or never utilised in some cases for bush
cleaning operations.

The Company did not have adequate information on the condition and
number of bush cleaning equipments with the watch and ward staff.
Further, in Khurda and Dhenkanal divisions, major equipments were in
damaged condition.

Nutrient management

2.2.18 A balanced application of fertilisers with organic and inorganic
nutrients would act as nutrition support as application of nutrient is specific to
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a tree. Adoption of proper horticultural practices would increase the nut yield
by 25 to 30 per cent besides arresting burning of flowers and drop of nuts in
summer.

Nutrient management in seedling plantations

2.2.19 In case of seedling plantations (i.e. old plantations) foliar” application
of urea (two per cent) alongwith pesticides at a moderate dose of 20 gram
mixed in one litre of water has to be sprayed on the leaf surface of the plant to
facilitate assimilating of energy for fruiting. Besides, this application of
nutrients NPK™ as basal application™ at recommended doses increases the
productivity of the plantations.

Audit scrutiny revealed as follows:

e The basal application (manuring activities) of fertilisers in seedling
plantations was not done during the period under review.

e During the year 2001-02 to 2003-04, no foliar application (spraying
operation) of fertiliser was taken up in the seedling plantations.

e The fertiliser application was given, that too as a foliar application,
along with pesticides to a population of only five lakh old trees (21 per
cent of the total population of 23 lakh trees) during 2004-05 and
2005-06.

Nutrient management in clonal plantations

2.2.20 As per the recommendations of the Directorate of Cashew and Cocoa
Development, National Research Centre for Cashew and the Company’s own
technical circulars, the norms for nutrition support to be provided per plant are
as given below:

Recommended fertiliser schedule for cashew plant

Age of Plant Fertiliser (gram/plant)

Urea Phosphate Potash
1% year 330 200 70
2" year 660 400 140
3" year 1100 625 208

It was observed in audit that in respect of new plants raised in 2,380.99 ha
during 1999-2000 to 2004-05, the nutrition support was not as per norm as
indicated in the following table:

“ Foliar application: Spraying of pesticides and fertilisers to the plants.
" Nitrogen (N), Phosphate (P) and Potash (K).
Application of nutrients (NPK) by manuring activities.
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(Figures in quintals)

Year Requirement as per norm Quantity purchased/ utilised”
Urea Phosphate | Potash Urea Phosphate | Potash
2001-02 | 1,042.31 624.91| 216.96 | 51.883 46.069 | 20.429
2002-03 | 1,689.45 995.11 | 340.85| 813.50 907.00 | 309.00
2003-04 | 1,852.31 1,071.25| 361.68| 793.16 459.00 | 205.28
2004-05 | 1,417.61 84457 | 291.84| 1014.00 5350 | 321.50

It would be observed from the above table that there was inadequate nutrition
support to both the categories of plantations (i.e. old seedling plantations and
new plantations). The shortfall in application of urea, phosphate and potash
ranged between 28 to 95 per cent, 9 to 94 per cent and 9 to 91 per cent
respectively.

The Management accepted the facts during the ARCPSE meeting and stated
(July 2006) that in 2000-01 to 2003-04 the procurement of nutrient was very
less as there was no budgetary support. The reply is not acceptable as the
Company had surplus funds which could have been utilised for nutrient
management.

Plant protection measures

2.2.21 Cashew plants are subject to various diseases and attack by pests and
insects. Plant protection measures (i.e. spraying of pesticides and chemicals)
are required to prevent and control plant diseases. The spraying pesticides can
also give 30 per cent more yield (approximately) besides providing protection
against plant diseases.

Audit scrutiny revealed the following:

e In 2001-02, the Company did not take up plant protection measures
due to non-provision of budgetary support despite having sufficient
surplus funds.

e In 2002-03, only Rs.0.36 lakh were spent against the budget provision
of Rs.0.50 lakh towards protection measures. The number of trees that
received plant protection was not made available to Audit.

e During 2003-04 no plant protection measures were taken up in
Chandikhol, Khurda, Sundargarh and Jeypore divisions.

e In 2004-05 and 2005-06 protection was given to a tree population of
five lakh each year which constituted only 21 per cent of the total
population (23 lakh) of trees.

“ Includes fertilisers purchased/ utilised for application beyond third year and also for scion
bank (mother trees maintained for cutting young shoots for grafting).
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e Comparing the number of fruit bearing trees in 2005-06 with
2001-02, it was observed that the number of fruit bearing trees in
Sundargarh, Dhenkanal and Baripada divisions were decreased by
20.52, 30.22 and 16.39 per cent respectively which reflects poor plant
protection measures. The estimated revenue loss on this account
worked out to Rs.51.47 lakh.

Thus, the plantations were not provided with adequate protection measures.

The Management stated (July 2006) that plant protection measures were being
taken from 2004-05 onwards conforming to the budget provision. The reply is
not tenable as the measures taken for plant protection were not found to be
adequate.

Management and supervision of plantations \

2.2.22 Services of plantation supervisor and plantation assistants are critical
for proper implementation of cashew expansion programme, management and
supervision of plantations. As per the norms fixed (May 1982) by the
Company, one plantation assistant is required for 100 ha and one plantation
supervisor for 300 ha of plantation.

Audit scrutiny revealed the following:

e As per the norms, 102 plantation supervisors and 306 plantation
assistants are required for 30,599.94 ha of plantation. The sanctioned
strength was, however, only 15 plantation supervisors and
101 plantation assistants against which only three plantation
supervisors and 88 plantation assistants were in-position as on
31 March 2006. Further, all the three plantation supervisors were
posted as Divisional Manager-in-charge and the 45 plantation
assistants were looking after the work of supervisors as well as
plantation assistant.

e In Chandikhol and Dhenkanal divisions, it was observed that in the
absence of plantation supervisors, the plantation assistants were
looking after the field management of plantations. Further, plantation
area looked after by plantation assistants in the above two divisions
ranged from 355 ha to 569 ha and 380 ha to 910 ha respectively which
was much higher than the norms.

The Management in reply (July 2006) admitted the facts.

| Analysis of productivity \

Non-maintenance of plantations due to various factors like bush cleaning,
watch and ward, nutrient management, plant protection measures and
inadequate technical manpower resulted in low yield per tree as discussed in
the succeeding paragraphs.
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Low yield per tree

2.2.23 According to the yield pattern estimated by the Directorate of Cashew
and Cocoa Development (DCCD) and National Research Centre for Cashew
(NRCC), cashew trees start giving yield from the fourth year of planting. The
maximum potential yield period of the trees is considered to be between the
10™ and 30" year. The yield per tree is dependent on variety, maintenance and
protection etc. of the plantations.

The yield norm per tree (in Kg) in respect of three varieties of plantations is
given below:

Variety/age 4-5 6-9 10-15 16-20 21-30
(years)
Seedling - 1.0 1.5 2.0 2.5
World Bank
aided plantation 1 4 6 6 6
Clonal More More
2 4 51010 than 10 | than 10

The Company does not have a system to collect and ascertain the details of
actual yield. The yield performance of the plantations was analysed in audit by
‘back calculation’ of yield from sales realisation, based on average sales
realisation at the rate of Rs.30 per kg.

The yield as per the norms vis-a-vis the yield obtained from the total fruit
bearing trees and the loss of revenue for the four years ended 2004-05 was as
under:

Year Yield as per |Yield obtained Loss of Loss of
the norm (In kgs) production revenue
(In kgs) (In kgs) (Rs.in
crore)
2001-02 49,02,602 6,73,588 42,29,014 12.68
2002-03 48,98,724 6,45,923 42,52,801 12.76
2003-04 44,30,678 8,09,534 36,21,144 10.86
2004-05 46,46,630 7,96,396 38,50,234 11.55
Total 1,88,78,634 29,25,441 1,59,53,193 47.85

Audit analysis revealed the following:

e The overall yield realised worked out to only 15.50 per cent of the
norms during 2001-02 to 2004-05.
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e The average yield per tree” as worked out ranged between 560 gms and
770 gms during the four years from 2001-02 to 2004-05.

e The loss of yield computed with reference to the norms worked out to
15,953.19 MT during 2001-02 to 2004-05 resulting in short generation
of revenue of Rs.47.85 crore which was attributable to poor
maintenance of existing trees.

The productivity of existing fruit bearing trees could have been increased
through proper maintenance, improved -cultivation practices and plant
protection measures for optimisation of revenue realisation. Overall
production could have been further increased by replanting high yielding
grafts in the entire available vacant patches and replacing the old, senile and
damaged trees by new trees.

The Management stated (July 2006) that realisation of funds from plantation
through auction had no correlation with the yield factor which was rather
dependent on various factors like climatic condition, social factors, law and
order problems, local encroachment, etc.

The reply is not tenable as the Company did not have a system to monitor the
yield or even to collect and ascertain the details of the actual yield. Social
factors, law and order problems and local encroachment were all controllable
factors and could have been addressed. Further, there was low productivity
due to poor maintenance activities.

Low gross revenue per hectare

2.2.24 The Company has 75,581.85 acre of plantation land under its
possession. Year-wise gross revenue realisation and average gross revenue
realisation per acre from plantations and nurseries during the period from
2001-02 to 2004-05 were as follows:

Year Gross revenue receipts Per acre gross revenue earned
(Rupees in crore) (In Rupees)

2001-02 3.71 491

2002-03 3.70 490

2003-04 4.61 610

2004-05 5.06 669

As would be seen from the above, the gross revenue per acre ranged between
Rs.490 and Rs.699 which was extremely low and was attributable to under-
utilisation of land (reflected in poor tree density due to inadequate plantation
on vacant patches and cyclone damaged areas and non-removal of old and
senile trees), inadequate maintenance of existing plantations and disposal of
plantations below upset price (as discussed in Paragraphs 2.2.8, 2.2.11 to
2.2.13,2.2.15t0 2.2.21 supra and 2.2.27 infra).

“ Average yield per tree per year = Actual yield per year/Total fruit bearing trees
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Auctioning of Plantations

2.2.25 Cashew plantation starts flowering by the end of December each year
and the crop is ready by the end of March of the following year. For disposal
of the crop from the cashew plantations the Company sells the rights of
harvest at flowering stage through annual auction. The Board of Directors
constitutes a Tender Committee each year for fixation of upset price for
disposal of the crop before auctioning. In case the plantations are not taken
over by the bidders or where bidders fail to deposit the auction proceeds and
back out, the company collects the crop departmentally and sells the nuts.

Fixation of upset price for auctioning the plantations

2.2.26 The Tender Committee fixes the upset price of each plantation based
on average bid value of the last three years or previous year bid value,
whichever is higher to which 10 per cent is added. The following points were
noticed during audit:

e The division offices submit the yield forecast report every year for
fixation of the upset price. The data furnished regarding crop vyield is
based totally on visual estimation. The Chairman of the Company had
observed (March 2000) that the visual estimation of the crop yield was
a faulty system and instructed to conduct crop cutting experiment
every year. The yield assessment through crop cutting experiment was
done by the Company only in 2000-01 and no assessment through this
method was done thereafter. The yield assessment arrived at by the
above method was 152 kg per ha. The upset price fixed during
2000-01, however, did not reflect the produce obtained.

e The average yield based on auction price fetched during 2001-02 to
2004-05 stood at 37 kg per ha in 2001-02 and 48 kg per ha in 2004-05.
Thus, sales realisation was far less than the yield obtained in crop
cutting in 2000-01 which resulted in fixation of lower upset price.

Disposal of plantations below upset price

2.2.27 In case the bid value of the plantations is below the upset price, the
Tender Committee places the matter before the Board to accept the offered
price/negotiated price. The following table indicates the number of plantations
disposed below upset prices with shortfall in sales realisation during the years
from 2001-02 to 2004-05.
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Year | Total no.of | Plantations | Plantation No. of Plantation Shortfall in
plantations® | clubbed into lots plantation lots disposed sales
lots put to disposed | lots disposed | below upset | realisation due
auction in below upset price to sales below
(Nos.) auction price (in per cent) the upset
(Nos.) (Nos.) price
(Rs. in crore)
2001-02 826 577 452 315 69.69 0.82
2002-03 826 568 429 354 82.52 1.44
2003-04 826 571 549 185 33.70 0.22
2004-05 826 572 531 189 35.59 0.85
Total 3.33

The Company failed

to take remedial
measures for
controllable
problems for
enhancing the
auction value.

It would be seen from the table above that the Company sold 185 to
354 plantations constituting 33.70 to 82.52 per cent of plantations put to
auction during 2001-02 to 2004-05 below upset price. The shortfall on this
account in sales realisation worked out to Rs.3.33 crore.

The Management stated (July 2006) that due to various local compelling
factors, competition had been quite limited and in many cases there were
single offers. In many cases bidders were also influenced by local problems,
adverse climatic situations and encroachments while offering their bid offers.
The reply is indicative of the fact that Management was not taking adequate
remedial measures for problems which were controllable viz., local problems
and encroachments.

The COPU had also viewed seriously the acceptance of lower sale price of
cashew nuts by the Management resulting in shortfall in revenue and
recommended (September 1989) that the officers concerned connected with
the lapses should be taken to task. The Government, however, did not take any
action and stated (July 2000) in the Action Taken Note that no clear-cut
responsibility could possibly be fixed on the officers for loss of income as it
depended upon various factors like natural calamities, prevailing climatic
condition, price of cashew nuts in the internal/ international market, response
of the bidders and co-operation of villagers, etc.

Departmental collection

2.2.28 Plantations for which either no offer is received or which, though
awarded to the bidders, are withdrawn due to non-payment of dues, are
brought under departmental collection. The Company fixes annual targets for
departmental collection.

Audit scrutiny revealed the following:

e The average departmental collection per ha during the period 2001-02
to 2004-05 varied from 2.49 kg to 14.75 kg as against the average

* 826 plantations = (956 plantations less 130 plantations which were entirely vacant and not
put to auction)
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yield” of 42 kg per ha based on auction price realised during 2001-02
to 2004-05 (Annexure-12). The DMs/AMs attributed the low
departmental collection to allowing the bidders to collect cashew nuts
without issuing work orders before departmental collection,
encroachment by the local people and allotment of cashew plantations
to local people by the concerned tehsils.

e In 195 plantations, delay in issue of forfeiture orders from the date of
auctioning exceeded the norms of seven days (as per agreement) and
the delay was up to 107 days. The plantations were under the
possession of the bidders during this period and the bidders could
collect the nuts though no work orders were issued.

e In Sundargarh division, no bid was received for four plantations due to
heavy jungle growth in the area.

e In three plantations in Khurda (2004 crop) and twelve plantations in
Jeypore (2002 crop), no collection was possible due to encroachment
by the local people.

e In 264 cases of 2002 crop (125 plantation lots) and 2003 crop
(139 plantation lots), the bidders collected the nuts but did not deposit
the dues. The loss of revenue of Rs.21.40 lakh on this account was
assessed (November 2003) by the Company but no steps were taken to
recover the dues from the defaulting bidders.

e During 2001-02 to 2004-05, 17 to 110 plantations were neither
disposed of in auction nor any departmental collection made from
these plantations.

The Management stated (July 2006) that departmental collection is the last
resort of the Company when all efforts to dispose the plantations through
tender/auction fails. Departmental collection is resorted to generally under
compelling circumstances like encroachment by local people, collection of
nuts by bidders forcefully with the help of local people/ villagers, absence of
any competition, hailstorm and other natural calamities, etc. The Management
also stated that in certain cases bidders’ monopoly restricted the Company to
go for other rounds of tender and divisional managers allow the bidders to
collect the nuts which is approved post facto to avoid loss.

The reply is not tenable as the Company had not taken any remedial measures
to overcome such situations.

Performance of nurseries

2.2.29 The Company established seven clonal nurseries during the period
from 1996-97 to 2004-05 for production of high yielding cashew grafts under

“ Average yield = Actual yield obtained divided by total area in hectares.
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four™ divisions for their requirement and also to supply to Government
agencies and private farmers in different places at reasonable prices. These
nurseries including Scion Bank functioned on a stretch of land measuring
52.42 ha as of March 2006 with 19,607 no. of mother plants in the Scion
Bank. The Company utilised the grafts produced for its own replanting
programme and also supplied them to the identified beneficiaries under the
Integrated Cashew Development Programme through different Government
agencies.

Review of activities of the nurseries by Audit revealed the following:

e The production of grafts showed good results during the period of
report as 8.08 lakh grafts were produced during 2005-06 against
3.18 lakh during 2001-02. The shortfall in achieving the target
decreased from 55.83 per cent (2001-02) to 10.17 per cent (2005-06).

e The production per mother plant increased from 19 grafts in 2001-02
to 41 grafts in 2005-06.

e The Company, however, could not meet the entire demand under the
Integrated Cashew Development Programme as well as own
replantation and had to procure 6,91,520 grafts from private nurseries
during the period from 2002-03 to 2004-05.

The Management stated (May 2006) that steps had been taken for
development of infrastructure to achieve production of ten lakh grafts from
nurseries during the current year (2006-07) against production of few thousand
of graft five years ago. Audit appreciates the fact that the Company has
increased production over the years.

Non-utilisation of funds in plantation activities

2.2.30 The Company has been earning profit since 1993-94. The available
surplus and unspent funds are mainly kept in short-term deposits. Such short-
term deposits rose from Rs.3.16 crore in 2000-01 to Rs.9.96 crore in 2004-05
which included Rs.2.47 crore™ being unspent balance under the Integrated
Cashew Development Programme.

Audit scrutiny revealed the following:

e A capital investment of Rs.18,050 per hectare of land is required to
develop the plantation by raising high yielding clonal variety
plantation for the first three years, till it bears fruits. The Company
could have utilised the surplus funds for replantation, maintenance

" Baripada, Chandikhol, Dhenkanal and Khurda.

" Rs.0.61 crore for replanting and Rs.0.10 crore for contingency received in 2000-01 and
Rs.1.54 crore received in 2004-05 for establishment of new nurseries and for graft production
and others — Rs. 0.22 crore.
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activities like bush cleaning, fertiliser application and plant protection
measures which could have generated significant returns.

e The Company by employing surplus funds” for plantations over vacant
patches, replacing fully damaged, old and senile plantations, etc. could
have achieved plantation over 6,823 ha of land and generated an
additional employment opportunity of 37.59 lakh mandays per annum
(calculated at 310 and 241 mandays per ha for replantation and
harvesting activity respectively).

The Management stated (July 2006) that fruitful utilisation of surplus funds as
pointed out was a viable proposition which could generate additional revenue
and employment opportunities. In the ARCPSE meeting, it was stated that
steps had been taken for replanting programme through removal of old and
senile trees from 2006-07 in a phased manner to maintain required plant
density and better utilisation of surplus funds.

The fact, however, remains that such proposal of the Company was delayed
for more than five years in spite of the decision (July 2000) of the Board of
Directors for replantation by replacing old and senile trees.

| Internal Control and Monitoring \

2.2.31 Internal Control System is an essential part of the Management
activity. An efficient and effective Internal Control System helps the
management to achieve the objectives. The following deficiencies in the
Internal Control System in the Company were noticed by Audit.

e The Company has not prepared Accounts and Audit Manuals;

e Internal Audit (1A) was completed up to 2004-05 but the IA reports
were not submitted to the Board during the period of the review. Thus,
the Internal Audit did not serve as an effective tool of Internal Control.

e Three divisions™ did not maintain cashew plantation registers
indicating the name of the plantations, area, date of planting, variety
planted with numbers, number of grafts died and gap filling done with
date, mortality found, soil sample from the field, application of
pesticides etc.;

e The work done in regard to cultural operation is recorded in the
measurement book by the plantation assistant and is required to be
checked 100 per cent by the plantation supervisors. As there were no
plantation supervisors in position, this check was not being carried out.

“ Short-Term deposits (Rs.9.96 crore) and interest thereon (Rs.2.36 crore)
™ Chandikhol, Dhenkanal and Khurda divisions
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It was noticed in two divisions” that required 75 per cent checking of
the work of bush cleaning was not done by the DMs/AMs.

The nurseries did not maintain registers indicating the details of
purchase/consumption of materials, date of seedlings raised, grafts
made (variety wise) and date of grafting in the bed of grafts. These
nurseries were also not maintaining graft stock register.

Ineffective Monitoring System

2.2.32 The following deficiencies were noticed in the monitoring system:

Fortnightly progress report was not submitted by the DMs/AMs to the
Head office on physical coverage and financial expenditure.

The DMs/AMs were not furnishing regularly, to the Head office, the
Utilisation Certificates in respect of funds received for maintenance
activities.

The DMs/AMs were not submitting tour diaries to the Head office
regularly for appraisal of monitoring activities/field performance.

Monthly survival report and plantation maintenance reports were not
being submitted to the MD for appraisal regularly.

Poor maintenance of existing plants reflected that the monitoring was
ineffective.

The Management accepted (July 2006) the facts and assured that steps would
be taken to ameliorate the position.

The above matters were reported to Government (May 2006); their replies
have not been received (October 2006).

Acknowledgement \

Audit acknowledges the co-operation and assistance extended by the staff and
the Management of the Company at various stages of conducting the
performance review.

Conclusion

The Company did not have a long term corporate plan for identification
of new areas for expansion of cashew plantations. No new area was
brought under plantation during the period of report. The land with the
Company was not being utilised efficiently as the plant density was much

* Chandikhol and Khurda divisions
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below the norm. Vacant patches spread over huge areas remained
unidentified and even the areas identified were not replanted
expeditiously. In fact, the Company failed even to replant trees over the
area fully damaged by the super cyclone of 1999. The Company also
failed to replace old and senile trees. The Company failed to take up
maintenance activities despite availability of sufficient surplus funds.
Lack of maintenance coupled with huge proportion of old and senile trees
resulted in extremely poor productivity per tree. Low productivity of
existing plantations and low density of trees led to loss of potential
revenue. The internal control system in the Company was found to be
deficient in many areas.

Recommendations

e The Company should expeditiously take up plantations over the
vacant patches so as to achieve optimum plant density. The
Company should make sustained efforts to upgrade its plantations
by planting high yielding varieties.

e The rehabilitation of plantations affected by the super cyclone
needs to be done with the variety best suited, on priority basis. The
Company should take steps for replacement of old and senile trees
with new plants.

e The Company should take up maintenance activities regularly and
also review the manpower requirements particularly at the level of
plantation supervisors and assistants.

e The Company should explore ploughing available surplus funds
back into its core activities of developing and maintaining cashew
orchards.

¢ Internal control and monitoring systems should be strengthened.
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2.3 Information Technology Audit of Loan Accounting System in
Orissa Rural Housing and Development Corporation Limited

Highlights

The system did not generate a system log in the absence of which it was
difficult to fix responsibility for manipulation of data.
(Paragraph-2.3.5)
There were deficiencies in data validation and input controls which led to
many irregularities like undue benefit to loanees as well as non-recovery/
delayed recovery of loans.
(Paragraphs-2.3.7 and 2.3.8)
Lack of proper process controls resulted in irregular sanction and
disbursement of loans as well as incorrect calculation of interest.
(Paragraph-2.3.9)
Weak control mechanism in the system made it unreliable and completely
vulnerable to misuse.
(Paragraph-2.3.10)

Rules and regulations governing sanction and disbursement of loans were
not incorporated in the application system resulting in non-collection of
pre-payment charges, less collection of interest, etc.

(Paragraph-2.3.11)

| Introduction \

2.3.1 Orissa Rural Housing and Development Corporation Limited
(ORHDC), incorporated in August 1994, is in the business of financing,
promoting and developing rural and urban housing finance related activities.
Realising the importance of computerisation, the State Government at the time
of incorporation of the Company, had emphasised that a modern management
system including computerisation should be adopted for increasing the
efficiency of the organisation. The Company has floated different loan
schemes in rural and urban housing sector and computerised all these loan
schemes except the scheme related to project finance.

The Company is headed by a Managing Director and assisted by a Financial
Advisor and Chief Accounts Officer. Besides its Head office at Bhubaneswar,
the Company had ten district offices, which are managed by Assistant
Administrative Officers. The overall development, maintenance and updation
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in the Information Technology (IT) systems are looked after by one System
Analyst, who is assisted by two Assistant System Analysts.

| Scope of Audit \

2.3.2 The audit of computerised Loan Accounting System of the Company
for the period from April 2000 to September 2005 was conducted during
October 2005 to February 2006. Out of five loan schemes computerised by the
Company, Audit scrutinised individual housing loan schemes and corporate
loan schemes since there was minimal activity in the other three schemes
during the last five years covered under audit.

| Audit Objectives

2.3.3 The audit of loan accounting system was conducted with a view to
assess whether:

e proper input controls existed in the IT system;

e the information generated is complete, reliable and conforms to the
business rules of the Company; and

e the system could be relied upon.

| Audit Methodology |

2.3.4 The Management furnished a copy of the database (as on September
2005) in respect of all the loan schemes in Zip format in a Compact Disk.
Audit studied and analysed the Individual and Corporate Loan Database using
the interrogation software Interactive Data Extraction and Analysis (IDEA) at
the Head office. The result of the analysis was also cross checked and further
analysed by verifying physical records available at the Head office in selected
cases.

| Audit Findings \

It was observed in audit that the system had deficiencies with respect to access
control, input/validation controls, process controls, etc. which resulted in
ineffective and inefficient management of the system. The audit findings are
discussed in the succeeding paragraphs.
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Access Control

2.3.5 There are multiple nodes from where the database can be accessed and
data entry as well as modification to the data can be done without any
restriction. Besides, the system does not have provision to generate the system
log due to which it is difficult to fix responsibility for the duplicate entry or
undesired modification of the data.

Data validation and Input Controls

2.3.6 The input controls ensure that the data entered into the system are
authorised, complete and correct. Input control deficiencies were observed in
the database that not only allowed incorrect data entry but also left scope for
manipulation of the database as discussed below:

Validation controls

2.3.7 Instances of improper validation control in sanction, disbursement and
receipt of loans are discussed below:

e As per guideline, no moratorium period is allowed for repayment of
the loan and the equated monthly instalment (EMI) will start in the
month following the month of last disbursement. It was observed that
in 174 cases, the EMI was fixed after the expiry of 31 days. Out of 174
cases, in 118 cases the EMI started after a period of one year of
disbursement of the last instalment of loan. Similarly in 330 cases
where Rs.5.53 crore was disbursed, the EMI was not started at all and
thus the loanees were not served EMI notice in all these cases. Out of
these 330 cases, 108 loanees to whom Rs.2.08 crore was disbursed had
not paid any amount. The non-starting of the repayment of EMI
resulted in undue benefit to the loanees. Thus, lack of validation of
date of start of EMI with the date of last disbursement led to undue
benefit to the loanees.

e As per the board resolution, corporate loan sanctioned on or after
12 May 2000 was to be repaid in 72 instalments and sanctions prior to
this date were to be repaid in maximum 120 instalments. It was,
however, found in 23 cases where the loans were sanctioned after 12
May 2000 that the loanees were granted 120 instalments for
repayment. Similarly, in 270 cases the repayment was to be made in
180 instalments and in one case it was 150 instalments. This indicates
that validation for the maximum number of instalments for repayment
was not built in.

e The guideline regarding fixation of repayment period with reference to
the retirement age of the loanee was not followed as, in case of 279
corporate and 526 individual loanees, the repayment period exceeded
the superannuation age (58/60 years) of the loanees and the same was
accepted by the database in the absence of relevant validation control.
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As per rules, minimum repayment period of individual loans was six
years and maximum period was 15 years. In 34 cases, the loan
repayment period was fixed less than six years and in 18 cases, it was
20 years.

As per rules, the loan to project cost ratio has to be in the range of 75
to 85 per cent. In 123 cases, the loan amount, however, exceeded
85 per cent of the project cost by Rs.26.66 lakh.

As per the guidelines, the instalment income ratio is to be 35 to
45 per cent of take home salary. A comparison of EMI and net income
of the loanee revealed that in 693 cases the EMI was more than 45 per
cent of the net income of the loanee.

As per guidelines, processing fee at the rate of 2 per cent was to be
collected on the loan amount. In 57 cases, no processing fee was
collected and in 90 cases, less amount was collected resulting in loss of
processing fee of Rs.2.96 lakh.

Input controls

2.3.8

Proper input controls have to be in place to ensure data input by

authorised persons in an authorised area and during certain designated hours.
The following instances would indicate lack of such input control.

Receipt on Sunday

Scrutiny of the receipt database revealed that an amount of
Rs.32.20 lakh in respect of 1566 loan accounts was shown as cleared
by the bank for credit to the loanee accounts on Sunday.

Advance Credit to Loan Accounts

Instances of advance credit to loan account was observed, where the
cheques were received much later than the credit date. The advance
credit of cheques ranged from one to 778 days before the actual date of
receipt of cheques. It was observed that an advance credit of
Rs.51.85 lakh was given to 2,030 loanees. Audit observed that in 166
cases, there was loss of interest of Rs.0.69 lakh due to this advance
credit. The system should not have allowed the advance credit.

Closure of Loan Account without receipt of amounts due

There was no linkage between the database relating to sanction and
receipts. It was noticed in audit that in 50 cases, the loan accounts were
closed even though they had repaid less than the amount disbursed to
them, indicating lack of validation of the repayment with the
disbursement before closure of accounts. Out of this, eight loanees did
not pay any amount against Rs.5.35 lakh disbursed to them.
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Non-existent loanees

e A comparison of payment received from various loanees with their
sanction and disbursement details revealed that though the loanees
made payments, the loanee details are not available in the database. It
was observed that in case of 79 loanees, though the Company received
payments, the loan account did not exist. Similarly, in respect of
31 loanees, though the repayments were received, the disbursement
was shown as ‘zero’. This indicates that the loan account in the receipt
database is not validated with the loan account in the disbursement
database.

Double credit to loan accounts

e The Company collects various loan dues either by cheque or through
cash deposited through challans. The receipts are entered in the
database after obtaining the challans from the Bank. Scrutiny of
various receipt databases revealed instances where double/triple credits
were given against one particular receipt. It was observed that excess
credit of Rs.59.93 lakh was given to 1,560 loanees due to these
multiple entries.

| Process Control |

2.3.9 Process controls ensure that the organisation’s rules, procedures, etc.
are followed while processing the data captured through various input in the
system. It was observed during audit that these controls were not built in for
many rules thus allowing wrong processing of data with undesirable results for
the Company and consequent losses. Lack of proper process controls led to
irregular sanction/disbursement of loans, incorrect calculation of interest, etc.
as discussed below:

e The Company prescribed different interest rates from time to time for
the loans sanctioned to its loanees. Scrutiny of the database revealed
that in 72 cases less interest was charged than the prescribed interest
rate. In nine cases though the EMI was calculated on the basis of
correct interest rate, the rate of interest (Rol) entered in the database
was wrong. Thus, the EMI calculation was not dependant on the Rol in
the database indicating lack of adequate process control.

e A comparison of date of credit with the date of cheque revealed that in
1,482 cases, Rs.51.37 lakh was credited to different loan accounts,
where the cheques were drawn more than 92 days before its clearing.
This was not possible as a cheque has to be presented within three
months of its drawal.

As per the guidelines, disbursements are to be made in three instalments at the
rate of 40 per cent, 30 per cent and 30 per cent in case of construction and in
one instalment in case of ready built house. The following irregularities were
noticed in this connection:
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In 930 cases, the loanees were allowed full disbursement in one
instalment, of which in 508 cases (Rs.4.99 crore) the loan was for
construction purposes. Out of 508 loanees, 215 loanees closed their
loan accounts. From other 293 active loanees, 98 loanees to whom
Rs.1.14 crore was disbursed had not paid any amount against
Rs.1.45 crore overdue from them as on September 2005. Other
195 loanees paid Rs.1.05 crore against Rs.2.29 crore overdue from
them (as of September 2005) of which 70 loanees paid Rs.3.03 lakh
which was less than 10 per cent of the amount overdue from them
(Rs.71.29 lakh).

Similarly, 1,296 loanees were allowed full disbursement in
two instalments, out of which in 957 cases (Rs.15.77 crore) the loan
was for construction purpose. Out of 957 loanees, 301 loanees closed
their loan accounts. Out of 656 active loanees, 72 loanees to whom
Rs.2.26 crore were disbursed had not paid any amount against overdue
amount of Rs.1.71 crore as of September 2005. Other 584 loanees paid
Rs.3.85 crore against Rs.8.42 crore due from them (as of September
2005) of which 127 loanees paid Rs.8.99 lakh which was less than ten
per cent of the amount due from them (Rs.1.90 crore).

Scrutiny of the Loan Account statement generated by the system
revealed that monthly EMI dues were not debited to the loan accounts
and though there is a provision for levy of penal interest monthly at a
rate of two per cent, the penal interest in case of non-payment of
monthly dues was not debited to the loan accounts.

| Impact of weak controls |

2.3.10 Absence of controls made the system completely unreliable and
vulnerable to misuse, as would be evident from the instances given below:

The Company disbursed (March 2000 to March 2003) Corporate Loan
assistance of Rs.126.36 crore to 28,364 loanees. The database,
however, contained the details of 25,336 loanees to whom
Rs.114.46 crore was disbursed. On receipt of the audit observation, the
Management manually counted (March 2006) the loan applications and
found that Rs.112.66 crore was disbursed to 24,494 loanees. Thus, the
Company did not have a complete record of disbursement of loans to
the loanees. This indicates the possibilities of loans being disbursed to
non-existent loanees.

Comparison of Cheque Issue Register (CIR) with the loan database
revealed that a sum of Rs.8.15 lakh was disbursed to 14 loanees and
cleared through bank but the details of the same were not available in
the database for loan disbursed.

A cross verification of the database with manual records revealed that
in respect of 19,469 loanees from whom Rs.1.36 crore was collected as
processing fee, the details of the receipts were not entered into the
database.
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In respect of 397 loanees to whom Rs.4.31 crore was disbursed, the
cheque number field was found as “***”/../[XXX. Out of these, no
repayment was received in respect of 37 loanees to whom a sum of
Rs.17.55 lakh was disbursed.

The age of the loanees was entered in the range from one to 13 years in
30 cases and from 62 to 956 years in 31 cases. Absence of field for
“Date of Birth” indicated lack of input control in respect of age of the
loanees.

Scrutiny of the receipt database revealed that Rs.16.25 lakh was
credited to 439 loan accounts, where no cheque number had been
mentioned against repayment of loan dues.

In 32 cases, an amount of Rs.64.87 lakh was disbursed involving
16 cheques, where the cheque number was the same but the dates of
cheques were different.

In the absence of proper validation control, in 1,983 cases in respect of
859 cheques an amount of Rs.5.08 crore was received, where the same
cheque towards repayment of loans was shown as cleared on two
different dates.

Loans were sanctioned without reference name in 1,415 cases, without
guarantor in 1,229 cases and with only one guarantor as against two in
905 cases, in violation of the rule provisions.

In 1,133 cases, the mortgage details were not available in the database.
Similarly, in 2,316 cases the mortgage was not verified at any stage
during the sanction and disbursement of the loan.

Other findings \

2.3.11 Analysis of the database revealed the following:

As per the guidelines governing loans to individuals, the Company can
accept pre-payment of loan with a levy of maximum two per cent as
prepayment charges/or without such charges as per decision of the
Company from time to time. Scrutiny of prepayment database file
revealed that the Company accepted Rs.12.17 crore as prepayment
towards loan dues from 757 loanees and in no case prepayment
charges were collected. Though the Company had the discretion of
waiving the prepayment charges, in no case, the decision to waive the
pre-payment charges was made. Due to non-collection of prepayment
charges, the Company lost Rs.24.36 lakh.

As per the guidelines for sanction of loans to individuals, maximum
amount of loan sanctioned was Rs.10 lakh, but two loanees were
sanctioned and disbursed (October 2000 and July 1999)
Rs.20 lakh each.

The Company floated schemes for project finance, which mainly
included finance to builders and developers of housing projects. The
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loans sanctioned to builders were of less repayment period and of
higher interest rate compared to individual loanees. A comparison of
sanction database with the receipt database revealed that the Company
disbursed loans to different builders by bifurcating the loan amount
among different individual loanees. This bifurcation of loans led to the
following irregularities:

e The loans were disbursed directly to the builders but shown as
disbursed to individual loanees. The loans dues were also received
from the loanees through single cheque/ challan (in case of cash
receipts) on the same date, which indicated that the loans were
collected from the builders. Low rate of interest was, however, charged
as if the loan was against individual loanees. This resulted in less
collection of interest amounting to Rs.1.31 crore® (up to
October 2005).

e The loan disbursed did not have any mortgage to cover the loan
amount and interest thereon as the loans was disbursed on the basis of
tripartite agreements and allotment letter from the builder. Sales deed
for the flats purchased by the loanees from the builders was not
obtained by the Company.

e A test check of receipts pertaining to the month of March and April for
the years 2000-01 to 2004-05 with reference to Challans and Bank
statement revealed instances where credit was given in March of that
year even though the cheques were cleared in the month of April that
is, in the next financial year. Thus, wrong entry of credit date resulted
in interest benefit to the respective loanees for the whole year. It was
observed that the Company allowed interest benefit of Rs.8.81 lakh in
163 cases due to such wrong entry of credit date.

Non-use of database for monitoring of recovery of loan

2.3.12 The Management had not utilised the database for timely action in
effecting recovery of loan dues as scrutiny of database revealed 778 corporate
loanees and 246 individual loanees, to whom Rs.8.94 crore was disbursed, did
not repay any amount as on October 2005. Scrutiny of sanction and
disbursement records revealed the following:

The Company disbursed Rs.8.80 lakh to 20 employees of State Federation of
Labour and Construction Co-operative Limited and Rs.15.94 lakh was due
from them. On the basis of audit observation (November, 2005), the
Management verified (December 2005) the matter and found that there was no
such institution. The matter was placed before the Board and the Management
had initiated disciplinary proceedings against the officials responsible for the
sanction and disbursement of the loan.

“ Approximately calculated on average basis
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| Follow-up action on the last IT Audit |

2.3.13 An IT Audit of the Company was conducted in the year 2000-01
(July 2001) wherein the following recommendations were made.

e Programs are to be developed with advanced languages to ensure better
data security.

e There should be reconciliation between account and computer
generated data to ensure correctness of the computerised data.

e The Company should frame IT policy and top management should be
involved at the time of framing.

e The Internal Auditors were to be involved in checking the
computerised data and to give periodical feedback to the management
regarding the irregularities.

Although, the Management accepted the above recommendations and assured
to rectify the deficiencies pointed out by the audit, no action was taken in this
regard.

The above matters were reported to the Management/ Government
(August 2006); their replies have not been received (October 2006).

| Conclusion |

The computerisation efforts of the Company were to enhance the
efficiency of the organisation. The rules and regulation governing the
sanction and disbursement of the loans, however, were not incorporated
into the application system, resulting in irregular disbursement and
repayment of the loans. Necessary input and validation controls were not
present in the database, which led to many irregularities like undue
benefit to the loanees, non-recovery/delayed recovery of loans, etc. The
integrity of the data was further questionable in view of lack of access
controls. Thus, the computerisation efforts of the Company to enhance
the efficiency of the organisation did not yield the expected results.

| Recommendations |

e The Company may upgrade/replace the existing application
system.

e Necessary input, validation and process controls should be built
into the application system.

e The Company should ensure adequate physical and logical access
control so that the safety and security of data is not compromised.
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2.4  Action taken with regard to winding up of non-working
companies in Orissa

Highlights

Of the 32 non-working companies as on 31 March 2006, 12 companies
were under winding up either by Court/Tribunal (eight) or voluntary
winding up (four). In respect of 19 companies, either decisions to wind up
were not taken by Government/ Management or filing of petitions for
winding up were pending and the winding up petition filed by one
company was dismissed.

(Paragraph — 2.4.1)

The Management of Konark Televisions Limited did not declare the
Company as closed under the Industrial Disputes Act even after
suspension of production in May 1999 which resulted in avoidable
liability of Rs.2.16 crore towards idle wages.

(Paragraphs — 2.4.12 and 2.4.17)

Non-replacement of Liquidator delayed the winding up of four companies
under voluntary liquidation.

(Paragraph —2.4.15)

Despite decision of the Government, 14 companies did not file petitions
for winding up. Further, delay in liquidation of three out of 14 companies
resulted in avoidable expenditure of Rs.1.17 crore towards idle
establishment.

(Paragraphs — 2.4.14 and 2.4.17)

Introduction |

2.4.1 The State Government formed a large number of public sector
undertakings (PSUs) with the objective of assisting in acceleration in
economic growth, reducing economic imbalance, preventing the growth of
monopolies, etc. Many of these PSUs ceased to be commercially viable either
due to inappropriate technology or inadequate market or because of poor
management, etc. These PSUs depended mostly on budgetary support for their
survival. Due to shift in policy since July 1992, the Government also gradually
reduced the budgetary support to these PSUs and many of them became
non-working i.e. they have not been carrying on any operational activity.

As on 31 March 2002, there were 35 non-working companies (out of
68 Government companies in the State). The number of non-working
Government companies decreased to 32 (out of 62 Government companies) as
on 31 March 2006.
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Of the 32 non-working companies as on 31 March 2006, eight companies
were under winding up process by Courts/Tribunals and four companies were
under voluntary winding up. In case of one company (Orissa State Handloom
Development Corporation Limited) the winding up petition had been
dismissed by the Hon’ble High Court (March 2006) with a direction to
approach the court afresh after the completion of sale of finished goods. In
respect of the remaining 19 companies, either winding up decision had not
been taken by the management of these companies or filing of petitions was
pending though decision had been taken for winding up/closure/striking off
names by the Registrar of Companies (RoC).

| Scope of Audit |

2.4.2

Audit reviewed the progress of the winding up process in respect of the

non-working companies during the months April-May 2006 and August 2006.

| Audit Objectives |

2.4.3

The review was conducted to ascertain whether:

the decision to wind up was taken after options for revival, etc. had
been explored;

prompt decision to wind up irreversibly sick companies was taken to
avoid further waste of money, manpower and other resources;

a well defined plan for winding up was drawn selecting the best option
for fast, efficient and economical closure i.e. winding up/striking off
names by RoC;

the Management took all steps in a time bound manner for quick
retirement/ alternate deployment of surplus staff to complete the
eligibility requirements; and

the plants and machineries were disposed of at the highest possible
rates avoiding unnecessary carrying cost.

| Audit Criteria |

24.4

The following audit criteria were adopted:

Provisions of the Companies Act, 1956 with reference to winding
up/striking off names by RoC and other Acts.

Decisions of Government/ Board of Directors of the respective
companies.

Prescribed procedures and time frames.
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[ Audit Methodology |

2.4.5 Audit methodology adopted for the review was as follows:

e Examination of records relating to winding up in the offices of the
companies and in the Public Enterprises Department, Administrative
Departments and Directorate of Industries; and

e Examination of Minutes and Agenda papers of meetings of the Board
of Directors, instructions of the State Government and the Department
of Company Affairs.

| Audit Findings |

The audit observations emanating from the review are discussed in the
succeeding paragraphs.

Legal provisions on winding up of Companies |

2.4.6 Companies registered under the Companies Act, 1956 (Act) can be
closed through the process of winding up, liquidation and getting the orders of
dissolution of the company registered with the Registrar of Companies (RoC).
Alternatively, the names of the companies can be suo motu struck off from the
register of companies by the RoC as defunct companies.

Closing the company through the process of winding up

2.4.7 The closure of a company through the process of winding up may be
either by the Court (Tribunal from the year 2003 onwards) or voluntarily by
the members/ creditors as per Section 425 of the Act.

2.4.8 Section 433 of the Act inter alia provides that a company may be
wound up by the Court/ Tribunal, if the company has, by special resolution,
resolved to be wound up by the Court/ Tribunal and when the Court/ Tribunal
makes an order for winding up of a Company, it would intimate the same to
the official liquidator (OL) i.e. an officer appointed by the Central
Government and attached to the High Court as well as to the RoC. Under
Section 454 of the Act, the company under winding up is required to submit to
OL a Statement of Affairs™ in the prescribed form within a maximum period of
three months from the appointment of provisional OL or from the date of
winding up orders of the Court/ Tribunal. From the year 2003 onwards, it has
been made mandatory under Section 446A of the Act for the directors and
other officers of the company to ensure that the books of accounts of the

“ Detailed information viz. assets, liabilities, debts, etc. of the company.
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company are completed, audited up to the date of winding up order and
submitted to the Tribunal.

Voluntary winding up

2.4.9 Section 484 of the Act provides that a company can be wound up
voluntarily by its members or creditors. When the affairs of a company have
been completely wound up, a copy of the documents to that effect as provided
under Section 481, 497 and 509 of the Act is to be sent to RoC for registration
of the dissolution.

Striking off the names of the defunct companies by the RoC suo motu

2.4.10 Section 560 of the Act empowers the RoC to strike off the names of
defunct companies, on its own, after following the procedure prescribed in the
Act. The Government of India, Department of Company Affairs (DCA) had
announced several Schemes” from time to time (February 1987 to July 2005)
for striking off the names of defunct companies from the records of RoC.

| Policy of the State Government for liquidation |

2.4.11 The Government of Orissa and the Department of Expenditure,
Ministry of Finance, Government of India signed (11 October 2001) a
Memorandum of Understanding to achieve fiscal sustainability under the
Medium Term Fiscal Reform Programme for 2001-05 which included the
Public Enterprise Restructuring Programme (PERP) in two phases. In the first
phase of PERP (2002-2005), 11 PSUs were recommended for asset sale and
two PSUs for immediate liquidation.

The State Government, for the first time, issued guidelines in July 2002 for
sale of assets/liquidation of defunct/closed companies (which have been
inoperative for more than five years). The guidelines, inter alia, envisaged
re-constitution of the Board of Directors, where necessary, for sale of assets
and preparation of Statements of Affairs required for liquidation of companies.
Further, the State Government also directed (November 2002) an Asset
Disposal Committee (ADC) be formed by each Administrative Department to
expedite the sale of assets of eight defunct/closed companies identified by
PERP.

* Simplified Exit Scheme, Fast Track Schemes, etc.
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| Delay in decision for windingup |

Companies awaiting winding up decision

2.4.12 Though the State Government issued (July 2002) guidelines in respect
of liquidation of companies, decisions for winding up by the Board of
Directors/Government have been delayed in 19 companies due to non-filing of
winding up petition either because of delay in decision or delay in
implementation of the decision. The details of these companies are indicated
in Annexure-13.

It was observed in Audit that:

Orissa State Electronics Development Corporation Limited
(OSEDC-SI. No.14 of Annexure-13) was closed on 31 January 2006.
Decision for winding up of the Company, however, has not been taken
so far (July 2006).

Konark Televisions Limited became defunct in May 1999. The State
Government directed (March 2004) the Management to close down the
Company under the Industrial Disputes Act, 1947 (ID Act) and go for
liguidation under Section 433 of the Companies Act, 1956. The
Management has yet to take action to close/liquidate the Company
(July 2006).

In respect of Orissa Fisheries Development Corporation Limited
(OFDC-SI.No. 12 of Annexure-13), the Board of Directors had not
been constituted. Moreover, information/records were not made
available to Audit.

The Board of Directors was not existing in Konark Detergent and
Soaps Limited. The Government (PE Department) had advised
(June 2005) the Administrative Department for reconstitution of the
Board of Directors. The holding company (Orissa Small Industries
Corporation Limited) informed (May 2006) that basic records were not
available for compilation of accounts. Information on reconstitution of
the Board of Directors and winding up of the company was not made
available to Audit either by the holding company or by the
Government.

The Director of Industries informed (March 2004) that the assets of
Mayurbhanj Textile Limited had been transferred to New Mayurbhanj
Textile Limited. The notification for transfer of assets, however, was
not made available to Audit. The Company has not been wound up and
the arrears in accounts are increasing from year to year.

Thus, the failure of the Management to initiate action and to clear the backlog
in arrear in accounts and non-constitution of the Board of Directors by the
Government delayed the winding up of these companies.
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Companies under liquidation

2.4.13 The companies under liquidation (Voluntary and under Court’s order)
as on 31 March 2006 are detailed in Annexure-14. Audit scrutiny revealed the
following:

The three” subsidiaries of Industrial Development Corporation of
Orissa Limited (IDCOL) were registered for liquidation by the Hon’ble
Orissa High Court on the recommendations of BIFRYAAIFR*. The
BIFR recommended (April 2000 to May 2002) for winding up all the
three companies as no rehabilitation package could be worked out due
to the Government’s failure to keep their commitment to settle the dues
of financial institutions within the specified time. AAIFR also
confirmed (April 2001 to December 2002) the orders of BIFR to wind
up these companies. Further developments are awaited (July 2006).

The attempt to privatise the three companies?, (subsidiaries of
OSEDC), during the period June 1993 to March 1997 did not
materialise. The Government decided (March 1997) to close these
companies under ID Act, 1947. The companies were closed down
during February 1998 to August 1998. An amount of Rs.3.99 crore was
paid to the employees towards retrenchment compensation. The
companies filed (May 1998 to September 1998) winding up petitions
before the Hon’ble Orissa High Court. The Orissa State Financial
Corporation (OSFC), however, seized (February to March 1998) the
assets of these companies under Section 29 of the SFC Act due to non-
payment of their dues. Further developments are awaited (July 2006).

Since Orissa Textile Mills Limited was incurring losses continuously,
it was referred (June 1993) to BIFR for revival. As no revival package
could be brought out, the Company was finally recommended
(August 1997) for winding up. As per the recommendation of BIFR, a
case was registered by the Hon’ble Orissa High Court and winding up
order was given on 5 November 2004 with direction to sell the assets
of the Company. Dissolution of the Company under section 481 was
awaited (July 2006).

In respect of Orissa State Handloom Development Corporation
Limited (OSHDC), the Hon’ble Orissa High Court dismissed
(March 2006) the petition for winding up on the basis of report of the
provisional liquidator that the Company had decided to sell the
finished products in piece meal across the counter. The Court further
ordered that the Company approach afresh for winding up only after
completion of sale. No further decision has been taken so
far (July 2006).

* SI.Nos.5, 6 and 7 of Annexure-14

% Board for Industrial and Financial Reconstruction

# Appellate Authority for Industrial and Financial Reconstruction

£IPITRON Times Limited, ELCOSMOS Electronics Limited and Elco Communications and
Systems Limited.
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It would, thus, be observed that prompt decisions were not taken for winding
up of the sick companies. The delay in taking decisions for winding up had
resulted in payment of idle wages.

| Delayed action by Government/Management |

2.4.14 The State Government had decided (October 1994 to December 2005)
for closure/ winding up/striking off names of 14" companies (SI.No. 1 to 7, 9,
13 and 15 to 19 of Annexure-13). The winding up petitions, however, have
not been filed by any of these companies so far (July 2006).

In this connection, the following points were noticed in audit:

Orissa State Textiles Corporation Limited (SI.No.1 of Annexure-13)
became defunct in May 1998. As per PERP (October 2001), the
Company was to be liquidated immediately. The decision for winding
up was, however, taken by the State Government only in March 2005
i.e. after seven years of becoming defunct. The petition for winding up
has not been filed so far (July 2006).

New Mayurbhanj Textiles Limited (SI.No.2 of Annexure-13) became
defunct since March 1997. The Board of Directors decided
(August 2001) to close down the Company. The Government of Orissa
(Textile and Handloom Department) directed (December 2005) the
Management to take immediate steps to file petition for liquidation.
The Petition, however, has not yet been filed (July 2006). The Board of
Directors was not in existence in the Company and was reconstituted
only after decision of the Government in June 2005.

Kalinga Steels (1) Limited (SI.No.8 of Annexure-13) is a defunct
company since inception. Though the State Government
(PE Department) decided (June 2005) to move the RoC for striking off
the name by availing Simplified Exit Scheme (SES-2005), it did not
materialise as the holding Company (IPICOL), while proposing
liquidation of KSL to the Government, also proposed for reduction of
its share capital by Rs.10 crore. The proposal was, however, still
(July 2006) under consideration of the Project Approval Committee of
the Government.

The decision for winding up of Orissa Leather Industries Limited
(SI.No.9 of Annexure-13), a subsidiary of OSLC Limited, was taken
in November 1997. The unit was closed under ID Act in April 1998
before commencement of its production. There is no existence of
Board of Directors of the Company. Petition has not yet been filed for
winding up of the Company (July 2006).

“ Five of these companies have also been closed under Industrial Disputes Act, 1947.
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Thus, delayed action of the Government in reconstitution of the Board of
Directors and deciding the proposed reduction of share capital of IPICOL
delayed the winding up process of the companies.

| Non-compliance of the prescribed procedures |

2.4.15 It was noticed in audit that winding up of the following companies
have been delayed.

There were four companies under voluntary liquidation for periods
ranging from 27 to 32 years. The liquidator of the four companies
(SILNos. 1 to 4 of Annexure-14), appointed (March 1974 to
August 1978) by the Shareholders, retired from Government Service
(July 1994), but he did not return the records. The Government of
Orissa directed (June 2005) that a new liquidator should be appointed
and steps should be taken to recover the records from the liquidator
who retired from Government service and also to file petition for
liquidation of all these four companies. The liquidator had neither
resigned nor had the Government removed him from his position so far
(July 2006). Action has also not been taken to file petitions for winding
up of these companies under provision of Section 440 of the
Companies Act, 1956.

In respect of Hira Steel and Alloys Limited (HSAL), (SI. No. 8 of
Annexure 14), the Hon’ble High Court of Orissa passed winding up
order on 16 December 1980 with the direction that the official
liquidator should take charge of all the properties and assets of the
Company and the petitioner (IDCOL) was to advertise the notice
within 14 days of the winding up order. The petitioner (IDCOL) was to
serve a certified copy of the order to the RoC not later than one month
from the date of order. Information on dissolution of the Company
under section 481 of the Companies Act is awaited. IDCOL informed
(November 2004) that the accounts of the Company were not available
with them. In the meeting held (June 2005) under the chairmanship of
Principal Secretary, PE Department, it was decided that the Industries
Department would explore the possibility of striking off the names of
HSAL as per Simplified Exit Scheme-2005. No further information on
liguidation of the Company/striking off the name was made available
to Audit (July 2006).

Thus, failure to take action for compliance of the procedure as per provisions
of the Act delayed the winding up of the companies.

| Non-compilation of accounts |

2.4.16 For filing winding up petition, submission of statement of affairs is a
pre-requisite, which need preparation of updated accounts. Non-updation of
accounts was one of the main reasons for delay in winding up/filing petition
for winding up of companies. Only two companies i.e. Kalinga Steels (India)
Limited and ORICHEM Limited have finalised their accounts for the year
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2005-06. As on 30 September 2006, the arrears in accounts in respect of 30
non-working companies ranged between four years and 40 years.

It was observed during audit that:

e in respect of Mayurbhanj Textiles Limited, Konark Detergents and
Soaps Limited and Orissa Fisheries Development Corporation Limited,
the arrear in accounts ranged between 23 and 35 years. In these
companies, the Board of Directors was not existing. Though the
Government decided (June 2005) for reconstitution of the Board of
Directors of two out of these three companies, no action had been
taken by the concerned administrative departments.

e the accounts of eight companies of Annexure-13 (from SI. 1 to 9
except SI.8, Kalinga Steel (I) Limited) were in arrears for eight to
24 years as on 31 March 2006. These companies have been defunct for
seven to 20 years. Six of these companies could not compile and
finalise their accounts due to shortage of staff and funds. Further, the
Boards of Directors was not existing in five" companies. The
Government (PE Department) advised (June 2005) the administrative
departments to reconstitute the Board of Directors. The Board of
Directors have, however, been reconstituted only in respect of two
companies (SI.No.2 and 4 of Annexure-13).

e in addition to above, there was arrears in accounts ranging from 35 to
40 years in respect of five companies (Sl. 15 to 19 of Annexure-13).
There was also shortage of staff and funds for preparation of accounts.
The State Government had appointed one Member Secretary for each
of these companies during September 2001 to August 2002, to look
after audit work and for placing proposals for liquidation before the
Board. No progress was, however, made for clearance of arrears in
accounts nor have proposals for liquidation been placed before the
Board. Further, requests for funds were made to the Government in
February 2004, but the funds have not been provided by the

Government so far (July 2006).

| Delay in separation of surplus employees

2.4.17 Though number of companies were not carrying on any business,
retrenchment/separation of staff was delayed due to delay in decision for
closure of the companies under Industrial Disputes Act, 1947/ winding up
under Companies Act, 1956. As a result, idle wages were being paid. In this
connection the following points were noticed during audit:

*8l. 3,5,6,11 and 12 Annexure-13
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e Despite the commitment made in August 1998, the Government did
not provide any funds for revival of the Konark Televisions Limited.
Owing to shortage of working capital, under utilisation of plant
capacity, high establishment cost, etc., production of the Company was
suspended in May 1999. Out of 552 employees, the Company released
535 employees during March 1999 to September 2005 in three phases.
The Company had incurred liability of Rs.2.16 crore
(June 1999 to March 2005) towards idle wages.

e In respect of three subsidiaries of OSEDC Limited, Rs.3.99 crore have
been paid towards retrenchment compensation and VRS payments.

e Delay in liquidation of three companies (SI. 4, 6 and 7 of
Annexure-13) resulted in avoidable expenditure on idle establishment
to the extent of Rs.1.17 crore during the period April 1998 to
March 2006. The information in respect of the remaining companies,
however, could not be compiled in the absence of necessary records.

e Loss due to delay in decision for closure in respect of Kanti Sharma
Refractories Limited and General Engineering and Scientific Works
Limited were already reported in the Report of the Comptroller and
Auditor General of India (Commercial), Government of Orissa vide
Paragraph 2.2.29 for the year ended 31 March 2003 and Paragraph
3A.2.1 for the year ended 31 March 2001 respectively.

It was further observed that most of these companies have been incurring
losses and not have been able to pay salaries and wages to their employees and
deposit the employer’s share of statutory dues towards Provident Fund and
Employees State Insurance. For closure under ID Act, 1947, these dues are to
be paid to the employees alongwith closure compensation. These companies,
however, could not discharge the statutory dues nor are able to pay closure
compensation. Only after obtaining assistance from the Department for
International Development (DFID)/State Government for implementation of
Voluntary Retirement Scheme, Voluntary Separation Scheme and payment of
closure compensation, the employees were retrenched/retired. The paucity of
funds, thus, contributed to delay in closure of these companies.

| Disposal of Assets |

2.4.18 The Government of Orissa (PE Department) issued (July 2002)
guidelines on sale of assets. The guidelines envisaged that sale of assets
should take place as a part of the winding up proceedings irrespective of the
pendency of accounts. The guidelines further provided that if the objective is
to convert idle assets into productive assets, it is preferable to adopt this
method as a prelude to the winding up/ liquidation proceedings.
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Audit analysis revealed as under:

Eleven® companies were identified for sale of assets in the PERP. In
pursuance to the Government decision (November 2002) to expedite
the sale of assets by constituting Assets Disposal Committees (ADCs)
by the concerned four Administrative Departments, the ADCs were
constituted (January 2003) by three™ respective administrative
departments for seven companies. In case of Orissa State Commercial
Transport  Corporation  Limited (Commerce and Transport
Department), the State Government had constituted (February 2000) a
Technical Committee for disposal of assets. The other three
companies, which were under liquidation in Court, had taken
permission of the Court under Section 391 and 392 of the Companies
Act for disposal of assets.

Disposal of assets has not been completed in any of the above
11 companies.

In respect of four of the above companies (SI.No. 2, 3, 5 and 6 of
Annexure-13), the assets were valued at Rs.6.35 crore against which
Rs.70.58 lakh was realised. Land belonging to these companies is
awaiting disposal.

In respect of Orissa Instruments Company Limited (SI.No.4 of
Annexure-13), the Government decided (December 2005) to sell the
assets of this company to Orissa Industrial Infrastructure Development
Corporation and Directorate of Technical Education and Training. The
decision has, however, not been implemented (July 2006).

In respect of Orissa State Commercial Transport Corporation Limited,
the Technical Committee segregated all the movable assets into
48 lots. Out of 48 lots, the Company could dispose off only 39 lots at
Rs.81.01 lakh till July 2006 and eight lots (excluding one damaged lot)
were pending for disposal even after lapse of six years. The Company
was also not able to clear the backlog of accounts and had finalised its
accounts only up to 1995-96 due to which it could not file winding up
petition even after its closure in July 1998.

In case of Orissa Leather Industries Limited (SI.No.9 of
Annexure-13), the Company was closed (April 1998) with realisable
assets to the tune of Rs.4.22 crore. The OSFC seized the assets and
sold them to a party for Rs.3.40 crore with a down payment of Rs.70
lakh only; the balance amount of Rs.2.70 crore has still not been
recovered (July 2006).

The assets of five companies (SI.No. 15 to 19 of Annexure-13) have
already been disposed off/seized by the financiers. The details

“Sl. 1to 7 and 13 of Annexure-13 and Sl. 5 to 7 of Annexure-14.
“ Industries Department (December 2003), Textiles and Handloom Department (January
2003) and Information Technology Department.
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regarding date of sale of assets, date of realisation of sale proceeds and
documents in support of deposits, bank passbooks, etc. were not made
available to Audit.

e Assets of Konark Detergent and Soaps Limited (a subsidiary of OSIC
Limited - SI.No.11 of Annexure-13) had been seized by Orissa State
Financial Corporation (the financier) under section 29 of SFCs Act,
1951 and sold for realisation of dues.

Thus, delay in disposal of assets delayed the winding up of these
companies. This is also fraught with the risk of deterioration in quality of
assets.

Lack of planning

2.4.19 The PERP had a plan for sale of assets/liquidation in respect of
13 companies. Out of the other 18 non-working companies, four were under
liquidation by Courts and four were under voluntary liquidation. There was no
plan in the PERP for the remaining 14 companies which were defunct or under
voluntary liquidation. These companies continue to remain inoperative. Thus,
lack of proper planning and monitoring resulted in non-liquidation of these
non-working companies.

The above matters were reported to the Government (June 2006); their replies
have not been received (October 2006).

Conclusion \

The decisions for winding up and implementation of the decisions for
closure/winding up of 32 non-working companies were delayed due to
non-clearance of arrears in accounts and delay in disposal of assets.
Non-existence of the Board of Directors of some of these companies,
non-availability of basic records, delay in implementation of voluntary
retirement and voluntary separation scheme due to shortage of funds
were the other factors responsible for delay in liquidation. Lack of proper
planning also contributed to delay in dissolution of the companies.

Recommendations

e An Action Plan for winding up of non-working companies should
be prepared and proper monitoring should be done to watch the
implementation of the plan, as delay in this regard results in
continued expenditure on idle wages.

e Disposal of assets should be expedited in case of companies which
are in the process of winding up or where winding up decisions
were taken, as delay in this regard is fraught with the risk of
deterioration in quality of assets.
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Government should reconstitute the Board of Directors of
companies in which it does not exist and extend financial assistance
for clearance of arrears in accounts and implementation of closure
and voluntary retirement/separation schemes.

The Board of Directors of the companies/Government should
expedite the decision for winding up of the non-working companies
where decisions have not been taken.
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[ Chapter-111 ]

| Transaction Audit Observations \

| Government companies |

| Industrial Development Corporation of Orissa Limited \

| 3.1  Loss of revenue \

Failure of the Management in increasing the crushing capacity of lump
ore deprived the Company of additional revenue of Rs.7.67 crore.

The lump iron ores raised from the mines of the Company is crushed to
calibrated lump ores (CLO) through contractors. The Company increased the
monthly target of raising of ore from mines from 12,000 MT to 20,000 MT in
November 2002 and further to 30,000 MT in October 2004. The Company had
entered (December 1998) into a contract with a contractor to crush 10,000 MT
of ore per month for a period of five years. The Company awarded (August
2003) the work of installation of another crusher to some other contractor to
crush minimum 8,000 MT of ore per month. The second crusher was
commissioned in May 2004. The contract with the first contractor expired in
April 2004 and was not renewed thereafter. Thus, the crushing capacity
available remained at 8,000 MT per month since 2004-05.

During the years 2004-05 and 2005-06, the Company raised 7,44,234.82 MT
of lump iron ore, of which, 5,45,356.72 MT was sold as lump ore and
1,69,849.98 MT was delivered to the contractor for crushing (balance
29,028.12 MT being the transit/ weighment loss, own consumption, etc.).

Audit scrutiny revealed the following:

e The Company had earned additional net revenue (additional revenue
less crushing expenditure) of Rs.425.25 and Rs.356.75 per MT by
selling CLO as compared to lump ore in the years 2004-05 and
2005-06 respectively. Therefore, it was a better proposition to sell
CLO to the maximum possible extent.

e Though the Company increased the capacity of raising of ore by
8,000 MT (November 2002) and by another 10,000 MT
(October 2004), the crushing capacity was not increased in tandem
with increase in capacity. Besides, one of the crushing contracts, which
expired in April 2004, was not renewed nor were steps taken to invite
other contractors for installation of crusher.

e The contractor of the second crushing unit was to crush minimum
8,000 MT per month as per the terms of the Letter of Intent (LOI). As
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against the target of crushing minimum 1,84,000 MT during the period
May 2004 to March 2006, the contractor crushed only 1,40,144 MT.
As such, there was a shortfall of 43,856 MT in crushing resulting in
avoidable loss of additional net revenue of Rs.1.72 crore. The
Company did not impose any penalty on the contractor for the shortfall
in crushing as per the terms of LOI.

e As the Company did not take step to enhance the crushing capacity
with the increase in raising of ores, it sold 5,45,356.72 MT lump iron
ore and could crush only 1,40,144 MT during 2004-05 and 2005-06.
By maintaining the crushing capacity at 18,000° MT per month, the
Company could have crushed an additional 1,95,544™ MT of CLO and
generated additional revenue of Rs.7.67 crore.

The Management/ Government stated (March/July 2006) that there was
constraint in selling the entire quantity as crushed ore inside the State and their
railway siding was capable of handling only 10,000 MT of ore per month
which restricted their outside sales. It further stated that the loss due to
shortfall in crushing by the contractor would be recouped through imposition
of penalty on the contractor. The reply is not tenable as the Management is
expected to optimise its revenue realisation and to overcome the constraints, if
any. Further, there appeared enough scope for selling CLO as the Orissa
Mining Corporation Limited had sold 6,45,335.52 MT ex-mine of CLO during
2004-05 and 2005-06 in Barbil region only and the goods handling capacity at
railway siding of the Company available during the years 2004-05 and
2005-06 had also not been utilised fully.

Thus, failure of the Management to take steps for increasing the crushing
capacity of lump ores deprived the Company of additional revenue of
Rs.7.67 crore.

3.2 Excess payment to the raising contractor |

Failure of the Management in ensuring actual number of mandays
utilised by the contractor before making payment resulted in excess
payment of Rs.2.71 crore.

The Company engaged (June 1998) Sri Pradeep Bal Samant, a contractor, to
raise chrome ore from Talangi Chromite mines of the Company. As per the
terms of the contract, the contractor was to be paid Rs.138 per
cubic metre (cum) of excavation. The Company revised (May 2002) the rate
of excavation into two different rates and fixed it at Rs.173.20 per cum and
Rs.117 per cum for manual raising and mechanical raising respectively. The
quantity of manual raising was limited to 26,000 cum per month. Raising of
chrome ore by manual method is undertaken to maintain quality of ore through
sorting, grading, cleaning of slurry, stacking, loading, etc. The Management

" Total of crushing capacity of the first contractor (10,000 MT) and
second contractor (8,000 MT).
67 per cent of 2,91,856 MT (33 per cent being loss in crushing).
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assessed (November 2003) that raising of ore through manual labourers up to
26,000 cum per month was on the higher side considering the actual
manpower available with the contractor and revised the ceiling of manual
raising downwards to 11,000 cum per month from May 2004. On expiry of the
contract, the work was entrusted (November 2004) to the same contractor at
the rates of Rs.277.36 per cum and Rs.124.47 per cum for manual and
mechanical raising respectively.

Audit scrutiny revealed the following:

e Though the rate for manual raising was significantly higher than that
for mechanical raising, the Company continued to make payment for
manual raising as claimed by the contractor without ascertaining the
actual quantity of manual raising.

e As per the terms of the agreements, the output per man shift (OMS)
was fixed at 0.7 cum. During the period May 2002 to March 2006, the
contractor had actually utilised 6,51,812 mandays. Considering OMS
of 0.7 cum, excavation through manual raising would work out to
4,56,268 cum while the Company paid for 8,77,000 cum at manual
raising rate. This resulted in excess payment of Rs.2.71 crore.

The Management/ Government stated (June/ July 2006) that the scope of
manual work includes hiring of earth moving machineries, dewatering through
pumps, collection of chrome ore, sorting of rejects at mines, etc., hence the
rate for manual working should not be construed to include labour component
only. It was stated that the OMS of 0.7 cum was specified in the contract for
revision of rate only consequent upon change of minimum wages.

The reply is not tenable as the Company did not ascertain the actual quantity
of manual raising and made payment to the contractor as per his claim. Audit
has adopted OMS of 0.7 cum only to arrive at indicative excess payment in the
absence of any better alternative. The fact remains that the Management paid
the higher rate for manual raising without ascertaining the actual quantity of
ore manually raised.

| IDCOL Kalinga Iron Works Limited

| 3.3 Avoidable extra expenditure on procurement of iron ore

Procurement of iron ore at higher rates from private parties resulted in
avoidable extra expenditure of Rs.1.82 crore.

The Company procures iron ore from Orissa Mineral Development Company
Limited (OMDC) as well as from other private parties. The Company entered
(August 2003) into a Memorandum of Understanding (MoU) with OMDC for
procurement of 10,000 MT of calibrated iron ore per month for a period of
five years with effect from October 2003. The MoU further envisaged that the
Company would deposit full payment in advance for the indented quantity and
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liquidate the outstanding dues relating to prior procurements within three
months of the agreement.

Audit scrutiny (March 2006) revealed the following:

The Company procured only 40,350.45 MT valued at Rs.2.40 crore
from OMDC against the contractual quantity of 1,50,000 MT (10,000
MT per month for 15 months) during the period April 2004 to June
2005 leaving a shortfall of 1,09,649.550 MT. During the same period,
it purchased 1,73,596.390 MT from private parties ignoring the order
of the Managing Director (May 2004) to procure maximum quantity
from OMDC from the economy point of view.

The rate of iron ore of OMDC was Rs.552.42 per MT up to
December 2004 and Rs.721.86 per MT from January 2005 as against
Rs.750 (up to March 2005) and Rs.975 respectively in case of private
parties. As a result, the Company incurred excess expenditure of
Rs.1.82 crore on purchase of 1,09,649.550 MT (shortfall quantity) at
higher rates from private parties.

As per the terms of the MoU with OMDC, the Company was required
to release advance in full for the quantity to be lifted. During the period
April 2004 to June 2005, the Company released less advances to
OMDC against receipt of materials leading to accumulation of
outstanding dues, which stood at Rs.40.62 lakh at the end of
June 2005. On the other hand, larger advances were released to private
parties resulting in accumulation of dues recoverable from them, which
stood at Rs.1.42 crore as on June 2005.

The Management/ Government stated (May/ June 2006) that the OMDC could
not supply the contractual quantity inspite of payment of advances. It was also
stated that in the absence of any assurance for supply of specific quantity and
frequent revision of rates, the Company opted for procuring from private
parties to safeguard the interest of the Company.

The reply is not tenable in view of the following:

The Company did not deposit the required amount for indented
quantity for securing supply nor liquidated the outstanding dues as per
the terms of the MoU with OMDC whereas larger advances were
released to private parties.

The flow of supply and revision of rates was governed by the MoU and
there was no need for any further assurance from OMDC besides the
terms of the MoU. OMDC had also not deviated from the terms of
contract in regard to supply and the rates charged by them were also
cheaper than that charged by private suppliers.

Thus, the Company incurred avoidable extra expenditure of Rs.1.82 crore by
procuring iron ore at higher rates from private parties.
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3.4 Undue favour to buyer

Reduction of sales price by the Company in deviation of the terms of the
sales order resulted in loss of Rs.37.67 lakh (on sales realisation) and
extension of undue favour to the buyer.

The Company placed (May 2004) a sale order on Alok Ferro Alloys Limited
(AFAL) to sell 5,000 MT of breeze coke on “as is where is basis and no
complaint basis” with the condition that the price would be Rs.2,500 per MT
(exclusive of duties and taxes) and the full value of quantity to be lifted
alongwith sales tax at the rate of 4 per cent would be deposited in advance.

AFAL deposited Rs.1.30 crore towards sales value of 5,000 MT breeze coke
including sales tax thereon. AFAL, after lifting 1013 MT valued at
Rs.25.33 lakh (up to August 2004), requested for refund of the balance amount
stating that the quality of the material was not good. After prolonged
correspondence and meetings, the Managing Director of the Company agreed
(June 2005) to reduce the price to Rs.1450 per MT for the remaining quantities
to be lifted. The revised supply order was placed accordingly and the supplier
lifted 3587 MT up to November 2005.

Audit scrutiny revealed that as per the terms of the offer, AFAL was to lift the
entire quantity within two months on “as is where is basis and no complaint
basis”. Since the offer was accepted by AFAL, the Company should not have
acceded to the request of AFAL and reduced the sales price to
Rs.1450 per MT. Hence, downward revision of price lacked justification and
was an extension of an undue favour to the buyer.

The Management/Government stated (June/ July 2006) that AFAL was the
only party who procures bulk quantity from the Company and since there was
no encouraging response from any other parties, the price was reduced to
settle the dispute and to retain the buyer. The reply is not tenable since the
percentage of off-take by AFAL during 2004-05 and 2005-06 ranged between
34 and 37 per cent and the buyer was bound to lift the material within the
stipulated period as per the terms of the offer.

Thus, reduction of sales price in deviation of the terms of the sales order
resulted in extension of an undue favour to the buyer and loss of Rs.37.67 lakh
(on sales realisations) to the Company.

| 3.5  Undue favour to supplier \

Acceptance of High Ash Metallurgical coke as Low Ash Metallurgical
coke resulted in extension of undue favour to the supplier to the extent of
Rs.25.33 lakh.

The Company placed (August 2004) a purchase order (PO) on Utkal Moulders
Limited (UML) for supply of 1000 MT of Low Ash Metallurgical (LAM)
coke at Rs.15,250 per Metric Tonne (MT). The PO, inter alia, envisaged that
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the ash content of the coke should be 13 per cent + 1 per cent. In case of the
ash content exceeding 14 per cent, pro rata deduction at the rate of
Rs.100 per MT for excess percentage of ash was to be made and coke
containing ash in excess of 16 per cent was to be rejected. The sampling and
analysis conducted in the laboratory of the Company in the presence of the
representative of the supplier would be final and binding. UML supplied
994.80 MT coke during August/ September 2004 with ash content of
21.20 per cent.

Audit scrutiny revealed the following:

e The Company accepted the material though the material should have
been rejected as per the terms of the PO, as the ash content was in
excess of 16 per cent.

e The Company, at the request of the UML, disregarded the laboratory
analysis of ash content being 21.20 per cent and treated the ash content
as 17.30 per cent with imposition of penalty. Thus, the Company
extended an undue favour to the supplier.

e In another PO (August 2004), coke with ash content above 20 per cent
was considered as High Ash Metallurgical (HAM) coke and the rate of
HAM per MT was Rs.11,832. The material supplied by UML being of
21.20 per cent ash content was actually HAM coke and not LAM coke.
Considering the differential rate between LAM coke and HAM coke,
the undue favour extended to the seller works out to Rs.25.33" lakh.

The Management/ Government stated (May and June 2006) that due to very
low stock position, the lot could not be rejected. It was also added that the
higher ash content might be due to contamination of samples at the laboratory
for which the ash content was considered at a reduced level at the request of
the supplier. The reply is not tenable as the Company accepted inferior quality
of coke. Further, treating the sample quality as contaminated merely on the
request of the supplier lacked justification.

Thus, acceptance of material which was liable to be rejected resulted in
extension of undue favour to the supplier to the extent of Rs.25.33 lakh.

3.6  Extraexpenditure due to underloading of coke

Failure to include penalty clause in the purchase order for underloading
of coke resulted in extra expenditure of Rs.20.73 lakh.

The Company placed (April 2003) a purchase order on Durgapur Projects
Limited (DPL) for supply of 5400 MT of Low Ash Metallurgical (LAM) hard
coke per month. As per the terms of the purchase order, DPL was to supply a
rake load of coke at a time and load it into wagons at Durgapur to their full

* Being the difference of value between LAM coke (Rs.131.30 lakh) and HAM coke
(Rs.101.87 lakh) less penalty recovered (Rs.4.10 lakh).
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permissible capacity so as to avoid idle railway freight. The railway authorities
charge for the chargeable weight of coke in BOX ‘N’ wagon as
47 MT or actual weight carried whichever is higher.

Audit scrutiny revealed the following:

e During the period 2003-04 and 2004-05, the Company received
45,115.10 MT in 1,110 wagons and paid freight charges for
52,170.20 MT of coke to the Railways based on the chargeable weight
of 47 MT per wagon. As DPL had not loaded coke into wagons to their
full capacity, 1,110 wagons were utilised against required
960 wagons. As a result, the Company paid idle freight of
Rs.20.73 lakh for 7055.10 MT at the rate of Rs.293.90 per MT to
Railways.

e Though the purchase order issued by the Company required DPL to
ensure full loading of coke in wagons, it did not stipulate penalty for
underloading. As a result, the Company could not recover the idle
freight of Rs.20.73 lakh from DPL.

The Management/ Government stated (June/July 2006) that the underloading
of wagons could not be avoided due to lack of facility for weighment though it
was pointed out to the supplier. Further, considering size, density and less
weight of LAM coke, it was not possible to load the wagons into their full
permissible capacity. The reply is not tenable since it was the responsibility of
the supplier to ensure proper loading and the supplier should have arranged the
means for weighment. As the railway authorities had fixed the chargeable
weight of wagon as 47 MT in case of coke, the contention about it not being
possible to load wagons up to full permissible capacity is devoid of logic.

Thus, due to non-inclusion of a penalty clause in the purchase order for
underloading of coke in wagons and failure to ensure full loading, the
Company had to incur extra expenditure of Rs.20.73 lakh.

| IDCOL Ferro Chrome & Alloys Limited |

| 3.7 Loss due to delay in sale of chrome ore |

Failure to effect sale of chrome ore in time resulted in revenue loss of
Rs.1.89 crore.

The Company owns Talangi chromite mines and the chrome ore extracted is
utilised for its own consumption and is also sold through tendering. The ore is
analysed and graded according to the chrome content and reserve price is fixed
accordingly before opening of tenders. The Company sold 2,430 MT of
chrome ore having chrome content of 34.15 per cent at Rs.3,000 per MT
through tender in February 2004. The Company sold another stack” of chrome

* Stack No. 176/03
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ore of 15,000 MT (chrome content 33.22 per cent) through tender in
May 2004 at the rate of Rs.1740 per MT.

Audit scrutiny revealed that the Chairman of the Company had directed
(16 February 2004) the Managing Director to complete stacking of 15,000 MT
to 20,000 MT of chrome ore within a week’s time so that it could be put up for
sale in the tender by 20 February 2004. In the tender dated
24 February 2004, the Company, however, put only 10,752 MT for sale and a
stack of chrome ore of 15,000 MT having 33.22 per cent chrome content
though ready in 2003 was not put to sale in that tender. This stack was sold in
May 2004 at the rate of Rs.1,740 per MT and the Company suffered loss of
Rs.1.89" crore due to belated sale of ore.

The Management/ Government stated (May 2006) that due to problem in the
approach road to the stack and lack of demand for the ore, the ore could not be
disposed of. The reply is not tenable in view of the fact that the stack nos.
162/03, 22/03, 23/03 and 25/03 which had surrounded the stack no.176/03 and
restricted its access to approach road were put to tender in February 2004. The
stack no.176/03, therefore, could have been put to tender along with these
surrounding stacks. The Management’s assertion of poor demand for the grade
of the ore stacked in stack no.176/03 is not convincing since the stack had
never been put to tender before nor had the demand for it been ascertained by
the Company.

Thus, failure of the Management to effect sales in time resulted in revenue loss
of Rs.1.89 crore.

| Grid Corporation of Orissa Limited \

| 3.8  Avoidable payment of penalty \

The Company, despite being aware of the shortfall in availability of
power, entered into power supply agreement which led to payment of
penalty of Rs.5.69 crore for short supply of power.

The Company entered (28 March 2005) into an agreement with Power Trading
Corporation of India Limited, New Delhi (PTC) for sale of power. The terms
of the contract, inter alia, envisaged that the Company would supply
453.66 million units (MU) of electricity between 01 April and 30 June 2005
and both the seller and purchaser would respectively deliver and off-take at
least 80 per cent of the contractual quantity. In the event of the failure of the
Company to deliver at least 80 per cent of the contractual quantity (i.e. at least
362.93 MU), it would pay compensation to the buyer at the rate of 50 paise
per unit (Kwh) for the shortfall.

15,000 MT x (Rs.3,000-Rs.1,740)
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The Company could supply only 249.18 MU resulting in shortfall of
113.75 MU for which PTC recovered penalty of Rs.5.69 crore from the bills of
the Company.

Audit scrutiny revealed the following:

e The Company was procuring power from Orissa Hydro Power
Corporation Limited (OHPC). As per the generation programme for
the month of April 2005 submitted (16 March 2005) by OHPC there
would be reduction in generation of power from 701 MW to 520 MW
i.e. by 181 MW. Besides, there was strong probability of reduction in
hydel generation in subsequent months due to the onset of summer.

e Orissa’s share of energy from the Eastern Region Electricity Board
(EREB) is normally availed of from thermal plants of National
Thermal Power Corporation Limited (NTPC). The Company was well
aware (January 2005) of NTPC’s proposal for shutting down of one of
its units (Talcher Super Thermal Power Plant, Kanhia) during
April-May 2005 for overhauling. The supply from NTPC was reduced
from 532 MW to 356 MW with effect from 31 March 2005.

The Management/Government stated (May/ July 2006) that there was shortfall
in hydel generation due to delayed monsoon, outage and shutting down some
of the thermal units for annual maintenance and due to shortage of coal for
which the contractual quantity of power could not be supplied.

The reply is not acceptable since the Company was aware of the reduction of
hydel generation and outage of thermal unit while entering into the contract
with PTC. Thus, due to injudicious planning, the Company failed to meet the
minimum contracted quantity and had to pay penalty of Rs.5.69 crore.

| 3.9  Loss of revenue \

Failure of the Management to revise the rate of rebate from the date of
commencement of the extended period of the agreement resulted in
revenue loss of Rs.29.73 lakh.

The Company entered (July 2003) into an agreement with the Power Trading
Corporation of India Limited (PTC), New Delhi to sell power for a period of
one year. The agreement was extended up to December 2004. For allowing
rebate for payment on or before the due date, the Company adopts the norm
prescribed by the Central Electricity Regulatory Commission (CERC) from
time to time. Accordingly, it was agreed to allow rebate of 2.5 per cent of bill
amount for payment on or before the due date.

CERC revised (March 2004) the rate of rebate to 2 per cent effective from
1 April 2004. The Company, however, decided (May 2004) to adopt the
revised rate of rebate from June 2004. Accordingly, the Company informed
(May 2004) PTC of the revised rate of rebate. PTC requested (May 2004) the
Company to continue with rebate of 2.5 per cent till they obtain the
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concurrence of their buyers and paid bill for the period June 2004 to
September 2004 considering rebate at the rate of 2.5 per cent.

Audit scrutiny disclosed that the agreement with PTC had expired on 4 July
2004 but the Company continued to sell power up to September 2004 by
extending the contract. During the extended period of the contract, the
Company did not revise the rate of rebate. For the period from July to
September 2004, as against the CERC prescribed rebate of Rs.98.90 lakh at
the rate of 2 per cent, PTC made payment considering rebate at Rs.128.63 lakh
(at 2.5 per cent). As a result, the Company conceded additional rebate
amounting to Rs.29.73 lakh for the period from July to September 2004.

The Management/ Government stated (March/ July 2006) that in view of
bilateral agreement with PTC in force up to September 2004, there was
difficulty in implementing the reduced rate of rebate. The reply is not tenable
since the Company had an opportunity to revise the rate of rebate after the
agreed period of supply expired on 4 July 2004.

Thus, failure to revise the rate of rebate downward after the expiry of the
contract period resulted in revenue loss of Rs.29.73 lakh to the Company.

| Orissa Power Transmission Corporation Limited \

| 3.10 Loss due to unplanned procurement of conductor \

Procurement of conductors without obtaining forest clearance resulted in
blockage of funds of Rs.2.90 crore with consequential interest burden of
Rs.2.10 crore.

The Orissa Power Transmission Corporation Limited (the Company) was
incorporated on 29 March 2004 to take over the power transmission activities
from Grid Corporation of Orissa Limited (GRIDCO). The Company
commenced its business with effect from 1 April 2005.

The work of erection and commissioning of 220 KV D/C 2nd line from Ib
Thermal to Budhipadar sub-station was entrusted (June 1996) to Utkal
Galvanisers Limited (UGL). The work consisted of construction of 101 towers
(19 towers fall under forest area) covering a distance of 28 kms (revised to
25.74 kms). It involved diversion of 16.20 hectares of forest land for which the
clearance of Government of India (Gol) as well as Government of Orissa
(GoO) was necessary. The estimated cost of the project was Rs.13 crore, of
which 70 per cent was to be financed by the Asian Development Bank (ADB)
at an interest rate of 14.50 per cent per annum. The stipulated date to complete
the work was 30 June 1998 which was later extended up to 31 March 2003
and again extended up to 30 June 2005.

Audit scrutiny revealed the following:

e GRIDCO obtained (May 2001) forest clearance for construction of
transmission lines from Gol subject to compliance of conditions like
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forest area demarcation, compensatory plantation, felling of trees,
width clearance work and action plan for fire protection measures. The
work of demarcation of forest area was completed only in
September 2005 and the enumeration and compensatory plantation was
yet to be done. As a result, the forest clearance from GoO could not be
obtained (July 2006).

e While the clearances from Government of India and Forest and
Environment Department, Government of Orissa were awaited,
GRIDCO went ahead and purchased full requirement of 175 KMs of
conductor valued at Rs.4.03 crore between August 2000 and
March 2001. Till June 2005, construction of 77 towers (including eight
towers falling under forest area) and stringing of 5.8 KMs outside the
forest area were completed in which 35.42 KMs of conductor valued at
Rs.81.63 lakh were utilised. The Company diverted 13.70 KMs of
conductor valued at Rs.31.57 lakh to flood restoration work. Thus, the
Company procured full requirement of conductors disregarding the
pace of the execution and consequently 125.88 KMs of conductor
valued at Rs.2.90 crore was lying idle at site since March 2001
resulting in blockage of funds.

The Management/ Government admitted (May/ July 2006) that there was
delay in complying with the conditions of forest clearance and further stated
that in order to avail the ADB loan, materials (conductors) were procured
before execution of work.

The procurement of conductors by the Company without obtaining forest
clearance from GoO was not in the financial interest of the Company and
resulted in blockage of funds of Rs.2.90 crore since March 2001 with
consequential interest burden of Rs.2.10" crore.

3.11 Wasteful expenditure

Imprudent procurement of Vacuum Interrupters resulted in wasteful
expenditure of Rs.69.02 lakh.

The 11 KV grid sub-station of the Company at Joda was equipped with eight
Vacuum Circuit Breakers (VCB). Each VCB comprises of three Vacuum
Interrupters (V1s). Hence, there were 24 VIs attached to the VCBs at the sub-
station.

In order to replace the damaged and ageing VIs (24 nos.) and to maintain a
stock of 12 VIs, the Company placed (March 2001) a purchase order on Power
System Engineers (agent of Siemens) for 36 Siemens make VIs at the rate of
Rs.1.21 lakh per VI (ex-works price). Meanwhile, the supplier informed (June
2001) that the production of the specified type of VIs ordered by the Company
would be stopped and advised the Company to procure additional quantity for

“ Calculated at 14.50 per cent per annum for 2001-02 to 2005-06.
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maintaining life time stock. Accordingly, the Company revised (September
2001) the quantity to 54 nos. at the same price. The consignment of 54 VIs
costing Rs.69.02 lakh was received at Joda sub-station in February 2002 but
none of these VIs could be utilised.

Audit scrutiny revealed that these VIs were meant only for such 11 KV
systems where Siemens make VIs were in use. So these VIs could be used
only at Joda and Jharsuguda sub-stations where Siemens VIs were in use. As
the Company had contemplated (April 1999) replacement of 11 KV systems
by 33 KV system and had abolished (July 2004) the 11 KV system, it was not
prudent on the part of the Company to procure Vs in such large numbers.

Further, since the Company managed 11 KV systems without utilising these
54 VIs, their procurement lacked justification. In the meantime, Joda sub-
station had been upgraded (July 2004) to 33 KV, thus, there was hardly any
scope for utilisation of these VIs.

The Management/ Government stated (June/ July 2006) that there were ten
11 KV systems in service during 1997 and considering the necessity for
maintaining these transformers 54 VIs were purchased which would be
utilised in the existing 11 KV systems. The reply is not tenable since out of
five 11 KV systems presently existing, one 11 KV system at Jharsuguda only
is of Siemens make where there are already 33 nos. of VIs. Hence, the chance
of further utilisation of these VIs is remote.

Thus, injudicious procurement of VIs resulted in wasteful expenditure of
Rs.69.02 lakh.

| Orissa Hydro Power Corporation Limited

| 3.12  Loss of revenue \

Failure of the Company to take timely remedial measures resulted in loss
of revenue of Rs.22.12 crore.

In pursuance to the Orissa Electricity Reforms Act, 1995, generation of
electricity in the State of Orissa was separated from transmission and
distribution. The Company was incorporated in April 1995 with the objective
of generating electricity. The Company sells electricity to Grid Corporation of
Orissa Limited (GRIDCO), which was incorporated in April 1995 for
transmission and distribution of power in the State. Subsequently, the
distribution activity was undertaken (November 1998) through four subsidiary
distribution companies of GRIDCO. In Balimela, the distribution activity
remained with Southern Electricity Supply Company of Orissa Limited
(SOUTHCO), a subsidiary company of GRIDCO up to 31 March 1999 and
was privatised thereafter. Thus, since November 1998, the Company’s role is
to generate electricity and sell it to GRIDCO who in turn sells to the
distribution companies. The Company was earlier not authorised to supply
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power even to its own residential colonies. It was, however, permitted to
supply power to its residential colonies with effect from June 2005.

Audit scrutiny revealed as under:

The Company, despite being aware that they were not authorised to
distribute electricity, continued to supply power from its Power House
Auxiliary System to its own colony, colony of Water Resources
Department (DoWR) and other private consumers from its Balimela
Power Station. The Company did not approach Orissa Electricity
Regulatory Commission (OERC) for grant of license for supply of
power to these consumers.

The Company raised bills against GRIDCO for the power supplied to
the latter excluding the power directly supplied to its own colony,
colony of DoWR and other private consumers. The Company,
however, did not raise (after 1996) any bills and no amount was
collected for the cost of electricity supplied to its own colony, DoWR
colony and other private consumers.

Though GRIDCO/SOUTHCO did not buy or pay for power supplied
from the Auxiliary Power System to the Company’s colony, the colony
of DoWR and private consumers, these companies wrongly collected/
adjusted Rs.22.12 crore from the Company, consumers residing in the
colony of DoWR and other private consumers on account of power
supplied by the Company from April 1996 to September 2005. The
Company requested (July 2001 and December 2005) SOUTHCO for
refund of Rs.22.12 crore on the ground that they did not assume any
responsibility for construction, operation and maintenance of
distribution lines, substations and service connections and power
supply was made from the Auxiliary System of the Company.

SOUTHCO refused (May 2003) to honour the claim of the Company
in the absence of any agreement and also on the ground that the
Company is not an authorised power distributing agency.

As per the notification (June 2005) of the Government of India
(Ministry of Power), license was not required to be obtained for supply
of electricity for colony consumption of the Generator. But distribution
of electricity to DoWR colony and private consumers was
unauthorised. The Company has not taken any corrective action till
date.

Thus, failure of the Company in handing over the distribution system to
SOUTHCO or to approach the OERC in time for grant of licence for sale of
power to these consumers resulted in loss of revenue of Rs.22.12 crore.

The Management/ Government while admitting (July 2006) the fact of
adjustment of energy bills by GRIDCO/ SOUTHCO stated that they had
decided to move OERC for settlement of the above dispute. The action of the
Management is deficient to the extent that non-obtaining of license from
OERC for colony consumption had put the Company to the loss of revenue.
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| Orissa Mining Corporation Limited \

| 3.13  Non-collection of Entry Tax ‘

Failure to collect Entry Tax from the buyers at the time of sale resulted in
avoidable burden of Rs.2.35 crore on the Company.

The Company operates mines and sells ores in the open market. As per the
Orissa Entry Tax Act, 1999, Entry Tax (ET) is payable by the buyer at the
time of entry of scheduled goods in the local area of the State where goods are
carried for consumption, use or sale. Further, as per Section 26 of the Act,
which came into effect from 01 June 2004, every manufacturer of scheduled
goods who is registered under the Sales Tax Act in respect of sale of its
finished products to a buying dealer shall collect Entry Tax and deposit the
same into Government Treasury.

Audit scrutiny revealed the following:

e Though, after amendment of the Entry Tax Act with effect from 01
June 2004, the responsibility of collecting ET rests with the seller, the
Company failed to collect ET from the buyers while raising bills
against them.

e The Sales Tax Authority raised (March 2005) a demand and also
directed the Company to file revised Sales Tax return. As per the
revised return filed (May 2005) by the Company, the taxable turnover
of the Company for the period June 2004 to March 2005 was
Rs.235.40 crore on which Entry Tax at the rate of 1 per cent worked
out to Rs.2.35 crore which was required to be collected from the
buyers.

e The Company had already deposited Rs.1.50 crore and assured (May
2005) the Sales Tax Authorities that it would verify if any of the
buyers had paid ET at their end and after getting such information, the
revised ET payable would be worked out. No effective action was,
however, taken by the Company to get the information or make
recovery from the buyers.

The Management stated (May 2006) that the amendment to Section 26 of the
Act was brought to their notice by the Sales Tax Department only in March
2005 due to which ET could not be recovered from the buyers from June
2004. They further stated that loss as pointed out was not correct since the
actual ET to be collected from the buyers was not determined at that time.

The reply is not tenable as ignorance of law can not be a ground for immunity.
It is the responsibility of the Company to take due note of the existing laws
and rules including any amendments which are relevant to its functioning.

Thus, non-collection of ET from the buyers at the time of sale resulted in
avoidable burden of Rs.2.35 crore.
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The above matter was reported to the Government (April 2006); their reply is
awaited (October 2006).

|3.14 Unauthorised sale \

Issue of delivery orders without ascertaining currency of Letter of Credit
led to non-realisation of Rs.62.59 lakh.

The Company issued (March 2004) a supply order for the supply of
10,000 MT of iron ore to Ores Enterprise Private Limited (OEPL). The terms
of the supply order, inter alia, provided that OEPL may lift the ore against
valid sight Letter of Credit (LC) duly approved by the Company’s Barbil
office.

OEPL had earlier opened (December 2003) a revolving LC of Rs.30 lakh
(valid up to 19 December 2004) on Bolangir Anchalika Gramya Bank (the
issuing bank), Basanti Colony, Rourkela in favour of the Company for
payment through SBI, Barbil Branch (negotiating bank/ advice bank). The LC
stipulated that the revolving value once utilised partly or fully would be
available again only on reinstatement of LC advice.

Audit scrutiny revealed that the Company issued (May to September 2004)
delivery orders to OEPL on four occasions for lifting of 6,260 MT of iron ores
and raised bills for Rs.76.85 lakh. These bills could not be negotiated at the
negotiating bank due to non-receipt of LC reinstatement advice from the
issuing bank. Against the bill amount of Rs.76.85 lakh, only an amount of
Rs.14.26 lakh lying at the credit of OEPL was adjusted and the balance
amount of Rs.62.59 lakh remained unrealised. There was no further
transaction with the party thereafter and the Company filed (October 2005) a
money suit for realisation of dues.

It was observed in audit that even though the revolving LC value was
available only on reinstatement of the LC, the Company issued delivery orders
without checking out the LC status. In fact, the LC issuing bank had advised
(June 2004) the negotiating bank not to negotiate any bill without receiving
LC reinstatement advice from them. The Company, despite being aware of
such advice of the LC issuing Bank, issued two delivery orders in August
2004 for lifting of 4,000 MT of iron ores in favour of OEPL without verifying
receipt of LC reinstatement advice by the negotiating bank.

The Management, while accepting the observations of Audit, stated (January
2006) that disciplinary proceedings had been (April 2005) initiated against the
defaulting officials and a money suit was filed (October 2005) against OEPL
for recovery of dues. It was, however, noticed that the four officials who were
placed (April 2005) under suspension were reinstated in October 2005.

Thus, issue of delivery orders without confirming reinstatement of LC led to
non-realisation of Rs.62.59 lakh.
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The above matter was reported to the Government (April 2006); their reply is
awaited (October 2006).

| Orissa State Civil Supplies Corporation Limited \

| 3.15 Avoidable payment of interest \

Injudicious decision to invest surplus funds in Short-Term Deposits
without repaying higher interest bearing loans resulted in avoidable
expenditure of Rs.55.91 lakh on payment of interest.

The State Government (Public Enterprises Department) instructed
(November 1996) Public Sector Undertakings (PSUs) that they should not
invest their funds while at the same time resorting to borrowings at an equal or
higher rate of interest.

The Company received (November 2000 to October 2002) Rs.7.70 crore as
loan and Rs.7.70 crore as subsidy from the Government of India (Gol) through
Government of Orissa (GoO) for construction of godowns for the Public
Distribution System in the State. The loan carried 12.5 per cent interest to be
repaid within a period of five years commencing from December 2001. The
Company repaid Rs.6.38 crore (principal) and Rs.2.33 crore (interest) up to
March 2005.

Audit scrutiny revealed the following:

e Though the Company had surplus funds during the period from April
2003 to March 2006, the Company instead of repaying the loan dues
(which were at interest rate of 12.50 per cent per annum) resorted to
investment of these surplus funds in short-term deposits (STDs) at
lower interest rates as per the decision taken by the Managing Director.
The monthly balance of STDs during April 2003 to March 2006
ranged from Rs.12.69 crore to Rs.59.59 crore at interest rate ranging
from 4.25 per cent to 6 per cent per annum.

e Investment of surplus funds in STDs without repaying higher interest
bearing loans by the Company resulted in avoidable expenditure of
Rs.55.91 lakh towards differential interest on outstanding loans from
April 2003 to March 2006.

The matter was reported to the Management/ Government (April 2006); their
replies are awaited (October 2006).
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| Statutory corporation |

| Orissa State Financial Corporation \

| 3.16  Loss due to poor recovery action \

Poor follow-up for recovery of dues coupled with inadequate punitive
measures for seizure of financed assets led to doubtful recovery of
Rs.28.71 crore.

Orissa State Financial Corporation was formed to provide financial assistance
to medium and small scale industries. The main source of funds of the
Company was borrowings from IDBI/SIDBI under refinance facilities, the
State Government and Banks. The timely recovery of loans plays a vital role
in ploughing back of funds to be used for extending financial assistance to a
large number of entrepreneurs. The recovery performance of the Corporation
was last reviewed and commented on vide paragraph 3B.6 of the Report of the
Comptroller and Auditor General of India (Commercial) for the year ended 31
March 2000, Government of Orissa. The Report is yet to be discussed in
COPU (October 2006).

It was further noticed in audit that the Corporation failed to take timely action
for recovery of dues which resulted in non-recovery of dues as discussed in
the following three cases.

3.16.1 The Corporation disbursed nine loans of Rs.5.96 crore to three” units of
a promoter between October 1997 and March 2001. The amount overdue as on
31 March 2006 was Rs.19.55 crore (principal: Rs.6.63 crore and interest:
Rs.12.92 crore).

Audit scrutiny (September 2005) revealed the following:

e As on 30 June 2002, overdue amount was Rs.5.40 crore (principal:
Rs.1.98 crore and interest: Rs.3.42 crore). The loanee had, however,
repaid only Rs.42 lakh up to August 2002 which included Rs.32.57
lakh adjusted from loans disbursed. Even though the loanee stopped
paying after August 2002, the Corporation did not initiate any concrete
action to safeguard its interest. The Corporation in October 2002
merely informed the loanee to pay Rs.5 lakh immediately and to
submit a proposal for repayment of dues by March 2003. The loanee
neither paid any amount nor submitted the proposal for repayment. The
overdue amount as on 30 September 2004 had increased to
Rs.10.05 crore (principal: Rs.3.02 crore and interest: Rs.7.03 crore).
The Default Review Committee of the Corporation decided as late as
December 2003 to seize the units under section 29 of SFC Act and the
same were seized only in November 2004. The Corporation, after

* Swami Marine Product (P) Limited (SMPL) : Rs.2.78 crore, Swami Plastic (P) Limited
(SPL): Rs.1.68 crore and Swami Net (P) Limited (SNL): Rs.1.50 crore.
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seizure of the units noticed that some of the financed assets were
missing and assets worth Rs.4.46 crore were available. The First
Information Report (FIR) was lodged with the Police on 6 January
2005.

e Though the loanee was a wilful defaulter within the meaning of
Reserve Bank of India (RBI) guidelines, the Corporation did not
initiate proceedings in the Debt Recovery Tribunal (DRT) under
Section 19 of the Recovery of Debt Due to Bank and Financial
Institution Act, 1993.

e As the dues outstanding against the party as on 31 March 2006 were
Rs.19.55 crore (principal:Rs.6.63 crore and interest:Rs.12.92 crore)
against which the Corporation was having industrial security of
Rs.4.46 crore only, the Corporation would sustain a loss of
Rs.15.09 crore towards unrealised dues.

The Management stated (June 2006) that the units were not seized earlier in
view of the difficulties in disposing of the seized units. The units were seized
subsequently to avoid further removal of financed assets. It was further added
that the exit route of Section 29 was preferred to DRT since the outcome of
claims filed in DRT had not yielded expected results and filing of case in DRT
would be considered after disposing of the seized units.

The reply is not tenable as the Corporation had failed to take timely action for
realisation of dues which is evidenced from the fact that no concrete action
was taken for more than two years from September 2002 to October 2004
despite default on the part of the loanee. Further, even after noticing missing
of assets during seizure, the Corporation did not initiate proceedings in DRT.

3.16.2 The Corporation had disbursed four loans amounting to Rs.2.50 crore
to a loanee” between December 1996 and December 1998. In addition, the
Corporation sanctioned (February 2001) two cyclone loans of Rs.63.28 lakh,
out of which Rs.46.15 lakh was adjusted towards outstanding dues. The loanee
had made repayment of Rs.1.17 crore (principal: Rs.47.44 lakh and interest
Rs.69.16 lakh) up to February 2001 including Rs.46.15 lakh adjusted by the
Corporation. The loanee stopped repayment from March 2001 and defaulted in
payment of dues amounting to Rs.9.64 crore (principal: Rs.2.66 crore and
interest: Rs.6.98 crore) as on 31 December 2004. The Corporation seized the
unit on 4 January 2005 but found that the plant and machinery were missing
and only industrial land of 5.53 acres at Malipada, Khurda was available. The
First Information Report (FIR) was lodged with Police on 10 January 2005.
The Bhubaneswar Branch informed (February 2005) the Default cum Disposal
Advisory Committee (DDAC) of the Corporation that the promoter had
abandoned/closed the project.

“ Shradha Foods and Protein (P) Limited for production of hatchery feed.
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Audit scrutiny revealed the following:

e In the memorandum for sanction of Short-Term Working Capital loan
(December 1998), the Corporation had valued the industrial assets of
the unit at Rs.2.13 crore which included building valuing Rs.1.28
crore. During seizure, however, neither the plant and machinery nor
the building were available. The Branch Manager had never informed
the fact of non-existence of Building and Plant & Machinery to the
Head office though considered as industrial security for the Short-
Term Working Capital loan.

e Though the loanee did not make any repayment from March 2001, the
Corporation seized the unit only in January 2005. Between March
2001 and December 2004, the Corporation did not take any action for
realisation of dues. The reports of inspection of the unit by the officers
of the branch during the above period were not made available to
Audit. The Corporation also did not take recovery action through the
Debt Recovery Tribunal (DRT).

e The available industrial security was only of the value of Rs.6.84 lakh
as of February 2005 while the dues outstanding amounted to Rs.12.31
crore (Principal:Rs.2.66 crore, funded interest:Rs.0.90 crore and
Interest Rs.8.75 crore) as on 31 March 2006. Since the Corporation
failed to take recovery measures in time and in the absence of adequate
security, the chances of recovery of outstanding amount of Rs.12.24
crore are remote.

The Management stated (June 2006) that recovery measures could not be
initiated due to constraints in disposal of assets at a reasonable price since the
unit had locational disadvantage and there was low demand for the hatchery
feed producing units. It was further added that after disposal of assets, a case
would be filed under section 31 of SFC Act for realisation of dues.

The reply of the Management is not tenable since the facts regarding
locational disadvantages of the unit etc. should have been considered at the
time of sanctioning of the loan.

3.16.3 The Corporation disbursed Rs.78.58 lakh between March 1998 and
April 2000 to Alco Industries (P) Limited (AIL) for setting up an aluminium
collapsible tube manufacturing unit, which was to be repaid in 16 half-yearly
instalments with a moratorium of one and a half years. AIL repaid Rs.20.96
lakh between July 1998 and September 2001.

AIL stopped repayment after September 2001. The outstanding amount as on
June 2002 increased to Rs.1.04 crore (Principal: Rs.74.30 lakh and Interest:
Rs.29.27 lakh) including overdue amount of Rs.49.57 lakh (Principal:
Rs.20.30 lakh and Interest: Rs.29.27 lakh). The Corporation recalled (15
November 2002) the entire dues of Rs.1.04 crore under Section 30 of State
Financial Corporation’s Act, 1951 (SFCs Act, 1951).
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As against outstanding amount of Rs.1.82 crore as on 30 September 2005, the
Corporation decided (December 2005) to settle the loan for Rs.1.14 crore
under One Time Settlement (OTS) at the request of the loanee. AIL deposited
(September 2005) Rs.24 lakh as initial deposit of OTS after selling a portion
of the mortgaged land and building of the unit.

Audit scrutiny revealed the following:

e AIL had been defaulting in repayment and stopped repayment after
September 2001. The Company, however, did not seize the unit under
section 29 of SFC’s Act even after knowing that AIL had shifted the
machineries to its sister unit. It served (November 2002) only a recall
notice and did not initiate any concrete action against the loanee.

e AIL paid only Rs.25.50 lakh against OTS amount of Rs.1.14 crore
which was to be paid by 30 March 2006. The Corporation has not
withdrawn the OTS till date and did not also take recovery action
through the Debt Recovery Tribunal (DRT) for realisation of the dues
inspite of having information about other industrial assets of the
loanee.

e As industrial security of only Rs.20.39 lakh (Land Rs.11.45 lakh and
Building Rs.8.94 lakh) is available with the Corporation, there is risk
of loss of Rs.1.38 crore in view of the default in payment of OTS dues
by the loanee.

The Management/ Government stated (June/ July 2006) that recall notice was
issued as a pressure tactic for recovery of loans and the unit was not seized as
it was under the process of revival. It was also stated that the assets were only
shifted to its sister unit which was also mortgaged to the Corporation, hence,
there was no criminal breach of trust and the unit was eligible under OTS.

The reply is not tenable since a unit could not be considered under the process
of revival when its plant and machineries were being shifted. Further, the
Corporation holds lien on those industrial securities which are confined within
the premises of the financed unit and any change of place of these securities
amounts to criminal breach of trust.

Thus, failure of the Management in taking timely action for realisation of the
dues resulted in loss of Rs.28.71 crore.

The above matters were reported to the Government (May and June 2006);
their replies are awaited (October 2006).

GENERAL |

3.17 Persistent non-compliance with Accounting Standards in
preparation of financial statements

Accounting Standards (AS) are the accepted standards of accounting
recommended by the Institute of Chartered Accountants of India and
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prescribed by the Central Government in consultation with the National
Advisory Committee on Accounting Standards under Section 210A of the
Companies Act, 1956. The purpose of introducing the AS is to facilitate the
adoption of Standard Accounting Practices by companies so that the annual
accounts prepared exhibit a true and fair view of the affairs of the company
and also to facilitate the comparability of the information contained in
published financial statements of companies. Under Section 211(3A) of the
Companies Act, 1956, it is obligatory for every company to prepare the
financial statements (profit and loss account and balance sheet) in accordance
with the AS. The Auditors are also required to report under Section 227(3)(d)
of the Companies Act, 1956 whether the accounts have been prepared in
compliance with the AS.

The extent of compliance with the AS in State Government companies was
examined by Audit with a view to identifying cases of persistent non-
compliance with the Accounting Standards in preparation of annual accounts
by State Government companies.

The audited accounts of 14 out of 30 working State Government companies as
on 31 March 2006 revealed persistent non-compliance with the Accounting
Standard (AS) as pointed out in the Statutory Auditors’ Report and comments
of the Comptroller Auditor General of India (CAG) under section 619(4) of
the Companies Act, 1956 (Annexure-15). The particulars/ nature of persistent
non-compliance with the AS by the respective PSUs in preparation of their
accounts as pointed out by the Statutory Auditors and the CAG are
summarised in Annexure-16.

It would be seen from the Annexure-15 and 16 that:

e As per AS-1, all significant accounting policies followed in preparing
and presenting financial statements should be disclosed and if the
fundamental accounting assumptions (viz. going concern, consistency
and accrual basis of accounting) are not followed, the fact should be
disclosed. One company, however, did not follow the accrual system
of accounting for sales tax payments/ refunds but did not disclose the
fact. Another company had not formulated any policy on capitalisation
of nursery activities.

e Four companies did not comply with the requirement of AS-2 to
determine and record the value of the inventories in financial
statements at the lower of cost or net realisable value;

e As per AS-4, the amount of loss in value of assets should be provided
for, if it is probable that future events will confirm it and a reasonable
estimate of loss can be made. One company, however, did not provide
for the loss in receivable amounts from debtors whose assets had been
seized and sold.

e AS-7 deals with accounting for construction contracts in the financial
statements of contractors. As per the standard, for accounting of
construction contracts, the enterprise has to follow either the
percentage of completion method or the completed contract method.
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One company recognised the contract income on the basis of
certificates furnished by project managers without actual measurement.

e AS-9 deals with the principles for recognition of revenue in the
statement of profit and loss of an enterprise. As per the standard if at
the time of raising of any claim, it is unreasonable to expect ultimate
collection, revenue recognition should be postponed. Four companies,
however, recognised income though their realisation was uncertain.

e AS-10 which deals with accounting of Fixed Assets requires that for
machinery spares which can be used only in connection with an item of
fixed assets and whose use is expected to be irregular, the total cost
should be allocated in a systematic basis over a period not exceeding
the life of the principal assets. Two companies, however, persistently
defaulted in complying with Accounting Standard by not allocating the
cost of machinery spares over the useful life of the principal assets.

e AS-12 deals with accounting of Government grants. As per the
standard, the accounting policy adopted for Government grants
including methods of accounting should be disclosed. One company
did not disclose this in its accounts.

e AS-12 also stipulates that Government grants towards promoters
contribution should be disclosed under capital reserve. In case of one
company, though grant-in-aid was received to create assets (i.e. setting
up of a production unit), it was classified under Capital Reserve instead
of Grants-in-aid.

e AS-13 which deals with Accounting of Investments, stipulates that
permanent diminution in value of investments should be taken into
account for valuation of long term investments. Three companies did
not comply with the standard.

e AS-15 requires accounting of retirement benefits to employees such as
gratuity/ leave encashment on superannuation on actuarial valuation
basis. Four companies persistently violated AS-15 by accounting for
these retirement benefits on cash basis while one company did not
disclose the method of treatment of retirement benefits.

e AS-17 requires that an enterprise dealing in multiple products/ services
(termed as ‘business segment’) and operating in different geographical
areas (termed as ‘geographical segment’) should furnish financial
information segment wise along with the consolidated financial
statement. One company violated AS-17 as it did not compile
segmental information.

e AS-29 requires that when there is a present obligation of the enterprise
arising from past events and the settlement of which is expected so that
the enterprise has to discharge the obligation, provision should be
made in accounts. Five companies did not make provisions in accounts
though there were such obligations.
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e AS-29 also requires that where there is a possible obligation that arises
from past events and existence of which will be confirmed only by
occurrence or non-occurrence of one or more future uncertain events
not wholly within the control of enterprises, the fact should be
disclosed in accounts. Three companies have not disclosed such
obligations.

To sum up

Most of the State Government companies did not fully comply with the
requirements of the AS in preparation of the financial statements, in spite
of repeated comments by the Statutory Auditors and the CAG. With a
view to ensure ‘true and fair view’ of the transactions in the annual
accounts and to enhance credibility, it is necessary to enforce compliance
with the Accounting Standards.

3.18 Follow-up action on Audit Reports \

Explanatory Notes outstanding

3.18.1 The Comptroller and Auditor General of India’s Audit Reports
represent the culmination of the process of scrutiny starting with initial
inspection of accounts and records maintained in the various offices and
departments of Government. It is, therefore, necessary that they elicit
appropriate and timely response from the Executive. Finance Department,
Government of Orissa issued instructions (December 1993) to all
Administrative Departments to submit explanatory notes indicating
corrective/remedial action taken or proposed to be taken on paragraphs and
reviews included in the Audit Reports within three months of their
presentation to the Legislature, without waiting for any notice or call from the
Committee on Public Undertakings (COPU).

Though the Audit Reports for the years 1993-94 to 2004-05 were presented to
the State Legislature, 9 out of 18 departments which were commented upon
did not submit explanatory notes on 62 out of 282 paragraphs/reviews as on
30 September 2006, as indicated below.

Year of the Date of Total Paragraphs/ | No. of paragraphs/ reviews

Audit Report Presentation Reviews in Audit | for which explanatory

(Commercial) Report notes were not received
1993-94 September 1995 28 2
1994-95 March 1996 24 1
1995-96 March 197 23 2
1996-97 July 1998 27 3
1997-98 July 1999 15 Nil
1998-99 July 2000 26 11

1999-2000 August 2001 29 5

2000-01 March 2002 25 1
2001-02 March 2003 17 7

109



Audit Report (Commercial) for the year ended 31 March 2006

Year of the Date of Total Paragraphs/ | No. of paragraphs/ reviews
Audit Report Presentation Reviews in Audit | for which explanatory
(Commercial) Report notes were not received
2002-03 December 2003 24 8
2003-04 March 2005 27 15
2004-05 February 2006 17 7
Total 282 62

Department-wise analysis is given in Annexure 17. Energy, Industries,
Information & Technology and Steel & Mines Departments were largely
responsible for non-submission of explanatory notes. Government did not
respond to even reviews highlighting important issues like system failures,
mismanagement, non-adherence to extant provisions and poor implementation
of Power Sector Reconstruction Projects.

Compliance to Reports of Committee on Public Undertakings
(COPU) outstanding

3.18.2 Action Taken Notes (ATNs) to 131 recommendations pertaining to
11 Reports of the COPU presented to the State Legislature between April 1993
and March 2006 had not been received as on 30 September 2006 as indicated
below:

Year of the COPU Total number of Reports No. of recommendations where

Report involved ATNSs not received
1993-94 2 2
1997-98 1 2
1999-2000 3 45
2000-01 2 65
2001-02 1 8
2004-05 1 3
2005-06 1 6
Total 11 131

The replies to 131 recommendations were required to be furnished within
six months from the presentation of the Reports.

Response to Inspection Reports, Draft Paragraphs and Reviews

3.18.3 Audit observations noticed during audit and not settled on the spot are
communicated to the heads of PSUs and the concerned administrative
departments of State Government through Inspection Reports. The heads of
PSUs are required to furnish replies to the Inspection Reports through the
respective heads of departments within a period of six weeks. Inspection
Reports issued up to March 2006 pertaining to 35 PSUs disclosed that
3407 paragraphs relating to 729 Inspection Reports remained outstanding at
the end of 30 September 2006. Of these, 441 Inspection Reports containing
2105 paragraphs had not been replied to for one year to five years.
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Department-wise break-up of Inspection Reports and Audit observations
outstanding at the end of September 2006 is given in Annexure-18.
Similarly, draft paragraphs and reviews on the working of PSUs are forwarded
to the Principal Secretary/Secretary of the administrative department
concerned demi-officially seeking confirmation of facts and figures and their
comments thereon within a period of six weeks. It was, however, observed
that out of 20 draft paragraphs and four draft performance reviews forwarded
to the various departments between February and August 2006, as detailed in
Annexure-19, replies to these performance audit reviews and three draft
paragraphs were awaited (September 2006). It is recommended that the
Government should ensure that (a) procedure exists for action against the
officials who fail to send replies to Inspection Reports/ draft
paragraphs/reviews and ATNs to recommendations of COPU as per the
prescribed time schedule, (b) action is taken to recover loss/outstanding
advances/ overpayments in a time bound schedule, and (c) the system of
responding to audit observations is revamped.

Bhubaneswar (Atreyee Das)
The Accountant General
(Commercial, Works & Receipt Audit), Orissa

Countersigned
New Delhi (Vijayendra N. Kaul)
The Comptroller and Auditor General of India
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ANNEXURE-1

Annexure

Statement showing particulars of up-to-date paid-up capital, budgetary outgo, loans given out of budget and loans outstanding as on 31 March 2006 in respect of Government companies and Statutory corporations
(Referred to in Paragraphs 1.4, 1.5, 1.6 and 1.16)
(Figures in column 3(a) to 4(f) are Rupees in lakh)

Equity/loans received outof | Other | | 5ans™ gutstanding at the close of IDElli
Budget during the year loans 2004-05 equity
X X received ratio for
Paid-up capital as at the end of the 2005-06 during 2005-06
(Previous
the years)
year 4(H)/13(e)
SI. | Sector and Name of the State Govern- | Central Holding Others Total Equity Loans Govern- Others Total
No. | company ment Government | companies ment
@ @ 3(a) 3(b) 3(0) 3(d) 3(e) 4a) 4(b) 4(©) 4(d) 4(e) 4(f) ®)
A WORKING
GOVERNMENT
COMPANIES
AGRICULTURE AND
ALLIED
1. Orissa Agro Industries 2.18:1
Corporation Limited 609.28 105.27 - 0.60 715.15 - - - 1535.82 22.18 1558.00 @2.15:1)
2. ergsa State Seeds Corporation 211.00 B _ 48.09 25909 _ _ _ _ B _ --
Limited (--)
3. Orissa State Cashew
Development Corporation 155.04 - - - 155.04 - - - - - - ( _;
Limited -
4. Agricultural Promotion and
Investment Corporation of 110.00 - - - 110.00 - - - - - - N
Orissa Limited )
Sector wise total 1085.32 105.27 - 48.69 1239.28 - - - 1535.82 2218 | 155800 | ig%
ENGINEERING
5. Hirakud Industrial Works
Limited ** (Subsidiary of SIL -- - 858.14 - 858.14 - - - - - - ( ';
No.A-20) -
Sector wise total _ _ 858.14 _ 858.14 _ _ _ _ N ) ()
ELECTRONICS
6 IDCOL Software Limited -
(Subsidiary of SI. No.A- 20) - - 60.05 40.02 100.07 - - - - - - )
7 ELMARC Limited (Subsidiary 0.56:1
of S1. No.C-12) - - 101.57 - 101.57 - - - 56.92 - 56.92 (0.56:1)
Sector wise total 0.28:1
- -- 161.62 40.02 201.64 -- - - 56.92 - 56.92 (0.03:1)
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o | @ 3(a) 3(b) 3(c) 3(d) 3(e) 4(a) 4(b) 4(c) 4(d) 4(e) 4(f) ®)
FOREST

8 Orissa Forest Development -
Corporation Limited 128.00 - - - 128.00 - - - - - - (26.21;1)
Sector wise total --

128.00 -- - - 128.00 - - - - -- - (26.21,)

MINING

9 Orissa Mining Corporation 0.13:1
Limited 3145.48 -- -- - 3145.48 -- - 339.65 79.35 419.00 0.06:1)
Sector wise total 3145.48 - - - 3145.48 - - 330.65 7935 | 419.00 (00(')163,'5
CONSTRUCTION

10 Orissa Construction --
Corporation Limited 1150.00 - - - 1150.00 - - - - - N )

11 Orissa Bridge and -
Construction Corporation 500.00 - -- -- 500.00 -- -- -- -- - - )
Limited -
Sector wise total 1650.00 - - - 1650.00 - - - - - - (_:5
PUBLIC DISTRIBUTION

12 Orissa State Civil Supplies --
Corporation Limited 978.32 - - - 978.32 - - - - - - (0.13:1)
Sector wise total . . - - - - - - - N

978.32 978.32 (0.13:1)

TOURISM

13 Orissa Tourism Development -
Corporation Limited 962.16 - - - 962.16 - - - - - - )
Sector wise total 962.16 _ B B 962.16 B B B B __ B ()
POWER

14 Orissa Power Generation 0.16:1
Corporation Limited 25001.09 - - 24020.65 49021.74 - - - - 7631.46 7631.46 0.26:1)

15 Orissa Hydro Power 6.27:1
Corporation Limited 32080.07 -- -- - 32080.07 -- - - 101640.40 99481.62 | 201122.02 (6.40:1)

16 | Grid Corporation of Orissa 43298.14 - - - 43298.14 - — | 14230 | 140065.67 168858.42 | 308924.09 713:1
Limited 9.77:1)

17| Orissa Power Transmission 6000.00 - - - 6000.00 - - —| 6112008 97100.17 | 15822025 | 26371
Corporation Limited (--)
Sector wise total 106379.30 - - 24020.65 130399.95 - ~ | 14230 | 30282615 | 373071.67 | 675897.82 (555178_5
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@ | @ 3(a) 3(b) 3(c) 3(d) 3(e) 4(a) 4(b) 4(c) 4(d) 4(e) 4(f) ©®)
FINANCING

18 Industrial Promotion and (0.42:1
Investment Corporation of 8314.29 -- - - 8314.29 -- - - 1558.74 1972.49 3531.23 (0.77:1)
Orissa Limited
Sector wise total 8314.29 - - - 8314.29 - - ~ | 155874 1972.49 |  3531.23 8"7‘%3
MISCELLANEOUS

19 Orissa State Police Housing -
and Welfare Corporation 563.01 - -- -- 563.01 -- -- -- -- - -- )
Limited

20 Industrial Development -
Corporation of Orissa Limited STILT9 - - - STILTY - - - - - - (--)

21 Orissa Small Industries 0.49:1
Corporation Limited 965.86 - - - 965.86 - - - 173.00 303.09 476.09 (0.38:1)

22 Orissa Film Development -
Corporation Limited 540.05 - - - 540.05 - - - - - - (0.12:1)

23 Kalinga Studios Limited 0.06:1
(Subsidiary of SI. No.A-22) -- -- 174.50 0.00 174.50 - - - -- 10.64 10.64 (0.06:1)

24 Konark Jute Limited 1.55:1
(Subsidiary of S1. No.A-20) -- -- 413.00 180.99 593.99 - - - 876.80 43.49 920.29 (1.55:1)

25 Orissa Lift Irrigation 0.03:1
Corporation Limited 7473.25 - - - 7473.25 - - - 6.62 195.64 202.26 (0.05:1)

26 Orissa Rural Housing and 8.24:1
Development Corporation 4816.00" - - - 4816.00" 720.88 - - - 39702.49 | 39702.49 i

L. (11.47:1)

Limited

27 Orissa State Beverages 1:1
Corporation Limited 100.00 - - - 100.00 - - - 100.00 - 100.00 (1:1)

28 IDCOL Kalinga Iron Works N
Limited (Subsidiary of SI. No. -- -- 4510.00 - 4510.00 - - - -- -- -- )
A-20) -

29 IDCOL Ferro Chrome and -
Alloys Limited (Subsidiary of - - 1881.36 -- 1881.36 -- -- - -- - -- )
SI. No. A-20)

30 Orissa Pisciculture 111
Development Corporation 217.79% - -- -- 217.79 -- -- -- 217.79# - 217.79 B

ove (0.72:1)

Limited
Sector wise total 20387.75 - 6978.86 180.99 2754760 720.88 - ~| 137421 | 4025535 | 4162956 (11%571_5
TOTAL (A) WORKING 24121
GOVERNMENT 143030.62 105.27 7998.62 24290.35 175424.86 720.88 -- 142.30 307691.49 415401.04 | 723092.53 e
COMPANIES (4.33:1)
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o | @ 3(a) 3(b) 3(c) 3(d) 3(e) 4(a) 4(b) 4(c) 4(d) 4(e) 4(f) (5
WORKING STATUTORY
CORPORATIONS
TRANSPORT
1. Orissa State Road Transport 0.27:1
Corporation 12056.60 1592.27 - 0.80 13649.67 - - - 3617.24 13020 | 3747.44 o
(0.28:1)
Sector wise total 12056.60 1592.27 - 0.80 13649.67 - - - 3617.24 13020 |  3747.44 (ooést-S
FINANCING
2. | Orissa State Financial 4852.50 - - 3904.81 875731 - 1200.00 ~ | 1029386 38253.99 | 48547.85 ook
Corporation (6.38:1)
Sector wise total 554:1
4852.50 - - 3904.81 8757.31 - 1200.00 - 10293.86 36253.99 | 4854785 | a0y
CO-OPERATION
3. Orissa State Warehousing 2.61:1
Corporation 180.00 - - 180.00 360.00 - - - - 941.39 94139 | s
Sector wise total 180.00 - - 180.00 360.00 - - - - 94139 | 94139 (i'?éfi
TOTAL (B) ALL 2341
WORKING STATUTORY 17089.10 1592.27 - 4085.61 22766.98 - 1200.00 - 13911.10 3932558 | 53236.68 | ;g0
CORPORATIONS o
TOTAL (A) + (B :
A+ (B) 160119.72 1697.54 7998.62 28375.96 198191.84 720.88 1200.00 | 142.30 | 321602.59 454726.62 | 77632021 | 43'132,5
C. | NON WORKING
GOVERNMENT
COMPANIES
INDUSTRY
1. | ORICHEM Limited 4071
(Subsidiary of SL.No.A-20) - - 229.12 47.53 276.65 - - - 201.20 924.50 12570 | N
Under process of liquidation o
2. Konark Detergent and Soaps
Limited (Subsidiary of - - 9.32 - 9.32 - - - - - - ( )
SLNo.A-21) ~
3. Kalinga Steels (India) Limited -
(Subsidiary of S.No.A-18) - - 5.08 - 5.08 - - - - - - )
Sector wise total - - 243.52 4753 291.05 - - - 201.20 924.50 1125.70 ( 430%71§
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O |

@

3(@a)

3(b)

3()

3(d)

3(e)

4(a)

4(b)

4()

4(d)

4(e)

4(f)

®)

ENGINEERING

Orissa Electrical
Manufacturing Company
Limited (Company closed
since 1968. Under voluntary
liquidation since 30 August
1976)

434

0.20

4.54

Gajapati Steel Industries
Limited (Company closed
since 1969-70, under
voluntary liquidation since 01
March 1974)

3.78

0.22

4.00

Premier Bolts and Nuts

Limited$ (Under liquidation;
assets have been disposed of)

1.46

0.82

2.28

Modern Malleable Casting
Company Limited (Closed
since 1968. Under voluntary
liquidation since 09 March
1976)

3.70

0.50

4.20

Orissa Instruments Company
Limited

96.79

96.79

Hira Steel and Alloys Limited
(Subsidiary of SI. No.A-20).
(Under liquidation.)

12.28

12.28

IDCOL Piping and
Engineering Works Limited
(Subsidiary of SI. No.A-20)

193.16

193.16

928.55

1456.20

2384.75

General Engineering and
Scientific Works Limited
(Subsidiary of SI. No.A-21)

30.00

30.00

Sector wise total

110.07

235.44

347.25

1456.20

2384.75

ELECTRONICS

Orissa State Electronics
Development Corporation
Limited ***

2003.50

2003.50

19.69

19.69

0.01:1
(0.01:1)

Manufacture Electro Limited$

(Under process of liquidation;
assets are disposed of)

0.10

0.46
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o | )] 3(a) 3(b) 3(c) 3(d) 3(e) 4(a) 4(b) 4(c) 4(d) 4(e) 4(f) ®)
14 Modern Electronics Limited$ 4.27 . . 0.10 437 - - - - . . -
(Under process of liquidation) ()
15 IPITRON Times Limited
(Subsidiary of S1.No.C-12). -- -- 80.83 - 80.83 - - - 168.33 -- 168.33 (220%8]1)
(Under liquidation since 1998) o
16 Konark Television Limited 0.33:1
606.97 -- - - 606.97 - - - 200.75 -- 200.75
(Defunct since 1999-2000) (0.33:1)
17 ELCOSMOS El@ctronlcs 1.26:1
Limited (Subsidiary of SI. No. - - 158.51 -- 158.51 -- -- -- 200.00 - 200.00 (1.26:1)
C-12) 26:
18 ELCO Communication and
Systems Limited (Subsidiary 1.13:1
of SL.N0.C-12 )( Under - - 63.80 - 63.80 - - - 72.00 - 72001 g 43y
liquidation since 1998)
Sector wise total 2615.10 - 303.14 0.20 2918.44 - - - 641.08 19.69 660.77 (00'7%3,'5
TEXTILES
19 Mayurbhanj Textiles Limited 379 . . B 379 - B B . - - (_:;
20 New Mayurbhanj Textiles -
Limited 17.22 -- -- - 17.22 -- - - -- -- -- )
21 Orissa Textile Mills Limited P 0.59:1
L . 2104.28 - 3.21 362.74 2470.23 - - - 1468.14 - 1468.14
(Under liquidation since 2001) (0.59:1)
22 Orissa State Textile 0.36:1
Corporation Limited 452.92 - - - 452.92 - - - 162.00 N 162.00 (0.36:1)
23 ABS Spinning Orissa Limited 0471
(Subsidiary of SI. No.A-20). - - 300.00 - 300.00 - - - - 140.01 14001 | 0 a6
(Under liquidation) e
Sector wise total 2578.21 - 30321 362.74 3244.16 - - - 1630.14 140.01 1770.15 (ooé?ﬁ
HANDLOOM
24 Orissa State Handloom
Development Corporation 363.37 - -- 54.37 417.74 -- -- -- 158.08 - 158.08 (003:;811)
Limited (under liquidation) T
Sector wise total 363.37 - - 54.37 417.74 - - - 158.08 - 158.08 (00'3‘:’5:1%
MISCELLANEOUS
25 Orissa State Commercial 0.28:1
Transport Corporation Limited 234.00 - - 376.00 610.00 - - - 119.63 51.21 170.84 (0.28:1)
26 Orissa Fisheries Development --
Corporation Limited 35.00 - - - 35.00 - - - - - - )
27 Eastern Aquatic Products
Limited (under voluntary -
liquidation since 22 February 0.53 - - 0.08 0.61 - - - - - - (--)
1978)
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@ | @ 3(a) 3(b) 3(c) 3(d) 3(e) 4(a) 4(b) 4(c) 4(d) 4(e) 4(f) ©®)
28 Orissa P.:oa'F qulders Limited$ 472 - o 0.51 503 a N n a » - -
(under liquidation) (=)
29 . . .. S -
Orissa Board Mills Limited 3.67 - - 041 4.08 - - - - - --
(under liquidation) (=)
30 Orissa State Leather 0.09:1
Corporation Limited 396.63 - -- 28.41 425.04 - - - 37.00 -- 37.00 © bg-i)
(closed since 18 June 1998) o
31 Orissa Leather Industries 2791
Limited (Subsidiary of -- -- 64.99 0.01 65.00 -- - - 176.96 -- 176.96 @ '72_'1)
SI.No.C-31) e
32 Kanti Sharma Refractories
Limited
(Subsidiary of SI. No.A 21). -- - 75.00 - 75.00 - - - - - - (_:;
(Closed since 5 December
1998)
Sector wise total 674.55 - 139.99 405.42 1219.96 - - - 333.59 51.21 384.80 (00213232-3
TOTAL (C) NON
WORKING 0.77:1
GOVERNMENT 6341.30 -- 1225.30 872.00 8438.60 - - - 3892.64 2591.61 6484.25 (0.66:1)
COMPANIES
GRAND TOTAL 16.96:1
(A)+(B)+(C) 166461.04 1697.54 9223.92 29247.96 206630.46 720.88 120000 142.30 325495.23 457318.23 782813.46 (4.02:1)
Note: 1. Except in respect of Sl. Nos.A-14,15,29, B-2 and C-1 and 3, which finalised the accounts for 2005-06, figures are provisional and as given by the companies/corporations.
2 State Government investment was Rs.4,919.56 crore (working PSUs:Rs.4,817.22 crore and non-working PSUs:Rs.102.34 crore) and other’s investment was Rs.4,974.88

crore. As per Finance Accounts, 2005-06, State Government’s investment was Rs.3,197.44 crore (working PSUs:Rs.3,108.91 crore and non-working PSUs:Rs.88.53 crore).
The difference is under reconciliation.

* Loans outstanding at the close of 2005-06 represent long-term loans only.

*x Privatised with effect from 10 July 2006.

# As per Government decision, Orissa Maritime and Chilka Area Development Corporation Limited and Orissa Fish Seed Development Corporation Limited have been
merged with Orissa Pisciculture Development Corporation Limited with effect from 15 October 1998 as going concern. The purchase consideration of Rs.4,35,58,094.00
for the purpose of merger to be reflected in 50:50 proportion as Government’s equity and loan.

#Hit Includes Share application money A-26 (Rs.720.88 lakh) and C-21 (Rs.2,396.00 lakh).

Hitt Company closed with effect from 31 January 2006.
$ In respect of S1.Nos. C-6, 13, 14, 28 and 29 though Government has decided for liquidation, no liquidator has been appointed so far (October 2006).
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ANNEXURE-2

Summarised financial results of Government companies and Statutory corporations for the latest year for which accounts were finalised
(Referred to in Paragraphs 1.7, 1.8, 1.9, 1.10, 1.13, 1.20 and 1.21)
(Figures in columns 7 to 12 and 15 are Rupees in lakh)

Sl. Sector and name of the | Name of the | Date of Period of | Year in Net Net Paid-up | Accumu- | Capital Total Percen- Arrears | Turn Man-
No company Department | incor- accounts | which Profit / impact | capital | lated employed” | Return | tage of of accou- | over™ | power™"
poration accounts || oo &) of audit Profit/ on total nts in
finalised com- Loss (-) capital return on | terms of
ments employ- | capital years
ed employed
1) (2 (3 4) (5) (6) ()] (8) (O] (10) (11) (12) (13) (14) (15) (16)
A. WORKING GOVERNMENT COMPANIES
AGRICULTURE AND ALLIED
1. Orissa Agro Industries 20 2000-01 Increase
c A . 2005-06 -201.49 | . 715.15 | -3965.34| -1210.83 -11.96
Corporation Limited Agriculture December 2001- in loss -- 4 9464.00 536
1961 0@ 2006-07 -398.39 Rs.51.97 715.15| -4363.73 | -1685.81 -205.38
2. Orissa State Seeds 24 2001-02
Corporation Limited Agriculture February . 2005-06 66.52 -- 259.09 726.24 3314.49 167.27 5.05 4 3261.50 188
1978
3. Orissa State Cashew 06 April
Development Agriculture 1979 2004-05 | 2006-07 169.24 -- 155.04 1027.22 1309.42 169.24 12.92 1 NA 591
Corporation Limited
4. Agricultural Promotion 01 March
and Investment Agriculture | 1996 2004-05 | 2005-06 | P Noprofit - 110.00 - 137.09 - - 1 - -
Corporation of Orissa and no loss
Limited
Sector wise total -162.63 1239.28 | -2610.27 3075.19 131.13 4.26
ENGINEERING
5 Hirakud Industrial Works 18 January Increase in
Limited (Subsidiary of . 1993 loss
SINo.A.20) Industries 2004-05 2005-06 -342.66 Rs.60.89 858.14 -1448.52 87332 -305.14 - 1 - -
lakh
Sector wise total -342.66 858.14 | -1448.52 873.32 | -305.14 -- -- --
ELECTRONICS
6 IDCOL Software Limited 26
(Subsidiary of Company at | Industries November 2004-05 2005-06 2.56 - 100.07 -39.28 90.44 2.56 2.83 1 63.06 10
S1. No. A.20) 1998
7 ELMARC Limited Information 237
(Subsidiary of SILNo.C-12) | and 1 99311 uary 2000-01 2006-07 -7.34 - 101.57 -224.82 -56.20 -7.32 - 5 27.95 22
Technology
Sector wise total -4.78 - 201.64 -264.10 34.24 -4.76
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(1) (2 (3) 4 (5) (6) (7) (8) 9 (10) (12) (12) (13) | (14) (15) (16)
FOREST
8 Orissa Forest Development F d 28 Increase in
Corporation Limited orest an September | 2003-04 | 2005-06 119580 |  1o% 12800| 985598 |  -7136.66| 1202.37 - 2 19189.07 2964
Environment 1962 Rs.gii. 76
Sector wise total -1195.80 128.00| -9855.98| -7136.66| 1202.37 -
MINING
9 Orissa Mining Corporation Steel and 16 May Decrease in
Limited r\fe an| 1956 2004-05 2006-07 3284025 Rsp;ggtgg 314548 | 4642223 | 4261006 | 32953.09 77.34 1 67400.00 5366
mes . R
lakh
Sector wise total 32840.25 314548 | 4642223 | 4261006 | 32953.09 77.34
CONSTRUCTION
10 Orissa Construction 22 May Decrease
Corporation Limited Water 1962 2283;104 2005-06 15.38 | inprofit | 1150.00 199.16 |  6350.99 73.30 1.15 | 6257.00 824
Resources - 2006-07 22.77 | Rs.323.14 | 1150.00 221.93| 8370.46 55.68 0.67 :
0>@ Jakh
11 Orissa Bridge and 01 January | 5,02.03 Increase
Construction 1983 2006-07 -95.73 | in loss 500.00 -998.24 -13.58 -91.76
Corporation Limited | "8 20(105 2006-07 1539 | Rs219 | 50000 | -1152.14| -167.49|  -2.67 -2 2233.00 487
lakh
Sector wise total 7.38 1650.00 -930.21 8202.97 53.01 0.65
PUBLIC
DISTRIBUTION
12 Orissa State Civil Food 03 2000-01 Decrease
Supplies Corporation Supplies and | September 2001- 2006-07 # No profit in loss 978.32 - 2244.02 3347 1.49 4 NS NS
Limited Consumer | 1980 0@ 2006-07 | andnoloss |Rs.166.27 | 97832 —~| 255029 75.98 338
Welfare lakh
Sector wise total 978.32 - 2550.29 75.98 3.38
TOURISM
13 Orissa Tourism . 03 September
Development Corporation Eﬁ‘l’t’l‘;m and 11979 2003-04 | 200607 1570 962.16|  -700.01 251.93 15.70 6231, 876.78 531
Limited ¢
Sector wise total 15.70 962.16 -700.01 251.93 15.70 6.23 - -
POWER
14 Orissa Power Generation 14 November Decrease in
Corporation Limited Energy 1984 2005-06 | 00607 14784.81 Rsl;’;;‘g‘ 0| 4902174 269.11|  110804.75| 1579227 1425 - 43991.00 612
lakh
15 Orissa Hydro Power 21 April Increase in
Corporation Limited Energy 1995 2005-06 | 2006-07 2417.35 Rsl%soo 32080.07| 2205609 25377475  -797.14 i 2749437 3603
lakh
16 Grid Corporation of Orissa 20 November Decrease in
Limited Energy 1995 2004-05 | 2006-07 34856.19|  profit 49298.14|  -10281444| 397451.77|  84554.86 2127 1 NS NS
Rs.15237.90
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(1) (2 3) 4 () (6) () (8) ) (10) (11) (12) (13)] (@149 (15) (16)
17 Orissa Power Transmission 29 March
Comporation Limited Energy 5004 2004-05 | 2005-06 A - 7.00 - -151.32 - - 1 NS NS
Sector wise total 47223.65 130406.95| -80489.24| 761879.95| 99549.99 13.07
FINANCING
18 Industrial Promotion and 12 April Increase in
Investment Corporation of | Industries 1973 200405 | 2005-06 47.86|  profit 831429  -5947.18 7691.06 400.49 521 1 790.03 134
Orissa Limited Rs.346.00
Sector wise total 47.86 8314.29 -5947.18 7691.06 400.49 5.21
MISCELLANEOUS
19 Orissa State Police Housing 24 May 1980
and Welfare Corporation Home 2001-02 2005-06 7.71 - 563.01 -61.63 272.46 7.71 2.83 4 5357.00 247
Limited
20 Industrial Development 29 March Increase in
Corporation of Orissa Industries 1962 200405 | 2005-06 27660 loss 571179|  -5219.64 9921.81| 154127 1553 1 NS NS
Limited Rs.278.94
2l |Orissa Small Industries Industries 03 April 2004-05@ | 2006-07 283.65 - 965.86|  -1462.34 343426  223.53 651 1 9608.15 244
Corporation Limited 1972
2 Orissa Film Development 14 e 22 April 200203 | 2006-07 2.96 - 540.05 39.11 593.56 8.07 136 3 NS NS
Corporation Limited 1976
23 Kalinga Studios Limited 20 July 1980
(subsidiary of company at | [ndustries 2002-03 2005-06 -11.70 - 174.50 24467 55.59 9.82 - 3 NS NS
SI. No. A-22)
24 Konark Jute Limited 27 January 2005-06
K . 2001-02 -159.58 - 59399  -1827.79 -36.04 -96.86 ~
(subsidiary of Company at  |Industries 1975 2002-03 2006-07 7301 B 593.99 _1754.58 2651.02 95,85 362 3 91221 NS
SI. No A-20)
25 Orissa Lift Irrigation 1 October Increase in
Corporation Limited Water 1973 200203 | 2005-06 540  loss 747325 54054 27287.64 4835 018 3 NS 1906
Resources Rs.28.34
lakh
26 Orissa Rural Housing and | Housing and 19 August
Development Corporation | Urban 1994 200102 | 2005-06 51.67 - 1940.00 244.70 285024 482438 169.26 4 NS 122
Limited Development
27 Orissa State Beverages 16 November Increase in
Corporation Limited Excise 2000 2003-04 | 200607 6332 Rsplr(S)gltOO 100.00 242.48 44175 6332 1433 2 2514.17 NS
lakh.
28 IDCOL Kalinga Iron 26 March Decrease
Works Limited (Subsidiary | 1 4,611 1999 2004-05 | 2005-06 -1952.70 | inloss 301000 | 293243 | 1098408 | -1665.61 - 1 NS NS
of SL No. A-20) usiries 1 Rs.157.73 - : : :
lakh
29 IDCOL Ferro Chrome and 26 March
Alloys Limited (Subsidiary | Industries 1999 2005-06@ | 2006-07 712,54 - 1881.36 | -1529.70 306092 | -624.70 - - 4465.92 462
of SI. No. A-20)
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(1) (2 3) 4 () (6) () (8) ) (10) (11) (12) (13)] (@149 (15) (16)
30 Orissa Pisciculture Fisheries and 5 May 1998
Development Corporation | Animal 199899 | 2006-07 7451 - 217.79 7451 1146.98 74,51 - 7 NS 272
Limited Resources
Development
Sector wise total -3118.23 2317160 | -13203.75| 62700.3L| 4437.84 7.07
TOTAL (A) WORKING GOVERNMENT COMPANIES 75310.74 17105586 | -60117.03 | 882732.66 | 138509.70 15,69
B. WORKING
STATUTORY
CORPORATIONS
TRANSPORT
1. Orissa State Road 15 May Increase in
Transport Corporation Commerceand | 1974 2003-04 | 2006-07 6521 |  loss 13649.67 | 2339160 | 677900 |  218.03 - 2 378041 1243
Transport Rs.331.29
lakh
Sector wise total 65.21 1364967 | -2339160|  -6779.00 218,03 -
FINANCING
2. Orissa State Financial 20 March Increase in
Corporation . 1956 200405 | 200607 80446 | loss 875731 | -3838021| 59887.00|  -469.62 ~
Industries 2005-06% | 2006-07 221.88 | Rs.53228 | 875731 | -3815833 | 5104549 | 114592 224 2623.25 342
lakh
Sector wise total 221.88 875731 | -3815833| 5104549 114592 2.24
CO-OPERATION
3 Orissa State Warehousing | ¢ craion | 2LMarch | 500 05@ | 2006-07 535.57 . 360.00 023 393922 |  681.63 17.30 1 2462.72 427
Corporation. 1958
Sector wise total 535.57 360.00 023 3939.22 681.63 17.30
TOTAL (B) STATUTORY CORPORATIONS 822.66 2276698 | 6154970 | 4820571 | 204558 424
TOTALOF(A)+(B) | 76133.40 193822.84 | -130666.73 | 930938.37 | 140555.28 15.10
C. NON WORKING GOVERNMENT COMPANIES
INDUSTRY
1. ORICHEM Limited 29 July Under
(Subsidiary of SLNo.A-20) | Industries 1974 2005-06 | 2006-07 3573 - 27665 |  -1544.17 176.90 3573 — | process of NIL 03
liquidation
2. Konark Detergent and 29 August
Soaps Limited (Subsidiary | Industries 1978 198182 | 199697 -0.60 - 5.79 0,96 5.09 0.60 - 24 NIL -
of SLNo.A-21)
3. Kalinga Steel (India) 09 January
Limited (Subsidiary of Industries 1991 2005-06 | 2006-07 - - 5.08 . 582,92 - - - NIL NIL
SLNo.A-18)
Sector wise total -36.33 28752 | 154513 764.91 -36.33

123



Audit Report (Commercial) for the year ended 31 March 2006

@ @ (©) @ ® ©) M © © (10 1 12 13| @49 (15) (16)
ENGINEERING
4. Under
Orissa Electrical yoh.mta'ry
- . 31 March liquidation
Manufacturing Company Industries 1966-67 1973-74 -0.46 - 4.54 - 4.72 -0.34 - . - -
o 1958 since 30
Limited
August
1976
S. 15 Under
Gajapati Steel Industries | 1, 4 February 1 196860 | 1974-75 044 | - 400 - 225 -042 ~ | Yoluntary - -
Limited 1959 liquidation
since 1974
6. : 4 August In the
Premiere Bolts and Nuts | 4 iieq 1959 1966 1973-74 027 . 228 - 0.44 027 — | process of - -
Limited$ .
liquidation
7. 22 Under
September voluntary
Modern Malleable | 1 1 g e 1560 197273 | 197576 036 | - 420 - 308 007 — | liquidation - -
Casting Company Limited since 9
March
1976
8. | Orissa Instruments Industries 14March | 150788 | 2000-01 2| - 879 079 3580 374 s - -
Company Limited 1961
9. Hira Steel and Alloys 23 August Under
Limited (Subsidiary of Industries 1974 1975-76 1976-77 - - 12.28 - 27.39 1.57 5.73 | liquidation - -
S1.No.A-20)
10. IDCOL Piping and 26 March
Engincering Work 1993 Under
peiesrne Mo Industries 200405 | 2005-06 -124.84 - 193.16 | -173588 | 240039 | -124.84 ~ | liquidation - 30
Limited (Subsidiary of
S1.No.A-20)
11. General Engineering and 11 January
Scientific Works Limited . 1994 . .
1997-98 2005-06 -3.08 - 30.00 - - -
(Subsidiary of SINo.A- Industries 3.14 32.13 3.08 8 Nil Nil
21)
Sector wise total -135.67 259.25 -1739.81 2506.20 -131.19
ELECTRONICS
12. Orissa State Electronics Information 30 Increase in
Development Corporation | and September 2001-02 2005-06 -25.09 loss 2003.50 -255.40 2771.36 -25..09 - 4 - -
Limited Technology 1981 Rs.167.82
13. Manufacture Electro 24 In the
Limite d$ Industries September 1965-66 1982-83 -0.08 - 0.46 - - -0.08 -~ | process of - -
1959 liquidation
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14. Modern Electronics 22 March In the
.. 8 Industries 1960 1965-66 1982-83 0.23 - 4.37 - 2.77 0.26 9.39 process of -- -
Limited liquidati
iquidation
15. IPITRON Times Limited Information 11 Under
(Subsidiary of SI.No.C- and December 1997-98 2005-06 -92.12 - 80.83 -947.38 -206.69 -92.12 - | liquidation - -
12) Technology 1981 since 1998
16. Konark Television Limited | 1nformation 26 June
(Defunct since 1999-2000) | and 1982 199192 | 1998-99 94.96 - 120.00 -603.52 600.04 46.15 7.69 14 -
Technology
17. ELCOSMOS Electronics | Information 12 January Under
Limited (Subsidiary of and 1987 1997-98 2005-06 -50.08 - 158.51 -686.81 175.71 -50.08 - | liquidation - -
S1.No. C-12) Technology since 1998
18. ELCO Communication and | Information 8 March Under
Systems Limited and 1989 1997-98 2005-06 - - 0.01 - -145.55 - - | liquidation - -
(Subsidiary of SI.No. C-12) | Technology since 1998
Sector wise total -262.10 - 2367.68 -2493.11 3203.64 -120.96
TEXTILE
19. | Mayurbhanj Textiles Industries | 10 1970-71 | 197677 o82| - 3.79 - 062| 07 -1 35 - -
Limited
20 New Mayurbhanj Textiles 1988
Limited Industries 1981-82 2003-04 251 - 1.50 3.17 4.65 251 53.98 24 - -
21. Orissa Textile Mills Textile and 25 January Under
Limited CXILC an 1946 1997-98 1998-99 -1023.74 - 247023 -5340.61 516.81 -766.10 - | liquidation -
. Handlooms .
(Defunct since 2000-01) since 2001
22. Orissa State Textile Textile and 10
Corporation Limited extie an September | 1993-94 | 2003-04 30969 | - 26200 | -159530|  -545.14|  -180.26 -l - -
Handlooms 1981
ABS Spinning Orissa 1 April
L. . 1 . 1998-99 2005-06 -647.58 300.00 -6792.87 -3201.07 -642.65 - Under
23| Limited (Subsidiary of | Industries 1990 1999-00 | 2006-07 -563.60 - 300.00 | -7356.47 | -3708.40 | -557.93 | liquidation - -
S1.No.A-20)
Sector wise total -1895.34 303752 | -14289.21 -3732.70 -1502.49 - - -
HANDLOOM
Orissa Handloom 01 February 1999 Increase in
o Development Corporation Industries 1977 200 0' 2005-06 -96.98 loss 35337 -1592.36 -835.88 -73.50 - Under
Limited 2000-01 2006-07 -322.12 | Rs.109.40 353.37 -1914.48 393.96 -324.86 --| liquidation
(Defunct since 1997-98) lakh
Sector wise total -322.12 353.37 -1914.48 393.96 -324.86 -
MISCELLANEOUS
25. Orissa State Commercial 7 January Increase in
Transport Corporation Commerce and | 1964 : : ) loss : ) _
Limited Transport 1995-96 2005-06 97.88 Rs.105.00 234.00 1226.35 270.41 50.28 10 NIL 7
lakh
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26 Orissa Fisheries Fisheries and 8 August
Development Corporation | Animal 1962 1982-83 | 1983-84 375 - 35.00 - 19.78 253 ~| 23 - -
Limited Resources
Development
27. Eastern Aquatic Products 06 May Under
Limited 1959 voluntary
Industries 197273 | 197576 - - 0.61 - 031 - . | liquidation - -
since 22
February
1978
28 Orissa Boat Builders 18 March In the
Limited® (Company Industries 1958 1970-71 | 1977-78 032 - 523 - 130 032 24.62 | process of - -
closed since 1987) liquidation
29. Orissa Board Mills 04 April In the
o Industries 1960 1967-68 1976-77 -1.04 - 4.08 - 4.69 -0.53 --| process of - -
Limited RN
liquidation
30 Orissa State Leather 19 April
Corporation Limited . 1976
Industries 1988-89 2004-05 -23.06 - 184.91 -246.42 171.18 -16.73 - 17 - -
(Closed under ID Act w.e.f
18 June 1998)
31 Orissa Leather Industries 26 July
Limited (subsidiary of Industries 1986 1991-92 1995-96 - - 65.00 - 192.02 - - 14 - -
Company at S1.No.C-30)
32. Kanti Sharma Refractories 11 January
Limited (subsidiary of 1994
company at SLNo.A-21) | Industries 199596 | 2005-06 -40.04 - 75.00 45.18 262.11 2459 - 10 Nil Nil
(Closed under ID Act w.e.f
5 December 1998)
Sector wise total -166.09 603.83 -1517.95 921.80 -94.34 -
TOTAL (C) NON WORKING GOVERNMENT COMPANIES -2817.65 6909.17 | -23499.69 4057.81 | -2210.17 -
TOTALOF (A)+(B)+(C) | | 73315.75 200732.01 | -154166.42 | 934996.18 | 138345.11 14.80

* Capital employed represents net fixed assets (including capital work-in progress) plus working capital and in case of finance companies/corporation where the capital employed is worked out as a mean of aggregate of the

opening and closing balance of paid up capital, free reserves, bonds, deposits and borrowing (including refinance).
*** Figures in Col.15 and 16 relates to the year 2005-06
**** Return on capital employed represents interest on borrowed fund plus net profit/ loss.
@  Supplementary audit is in progress
$ Inrespect of SI.Nos. C-6, 13, 14, 28 and 29, Government has decided for liquidation.

# Companies at S1.Nos.A-4 and A-12 functioning on ‘No profit and no loss’ basis.
A Company at S1.No.A-17 had not started commercial activities and therefore had not prepared profit and loss account for its first accounts (2004-05).
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Annexure

Statement showing grants/subsidy received, guarantees received, waiver of dues, loans on which moratorium allowed and loans converted into equity during the year and subsidy
receivable and guarantees outstanding at the end of March 2006
(Referred to in Paragraphs 1.6 and 1.18)

(Figures in Columns 3(a) to 7 are Rupees in lakh)

Grants/Subsidy received during the year Guarantees received during the year and outstanding at the end of Waiver of dues during the year
the year®
Sl Name of the Public Central State Others Total Cash Loans from Letters Payment of Total Loans Interest | Penal Total | Loans Loans
No. | Sector Undertaking Govern- | Govern- credit other of credit | obligation repay- | waived interest on conve-
ment ment from sources opened under ment waived which rted
banks by bank | agreements written morato- | into
in with foreign off rium equity
respect consultants allowed | during
of or contracts the
imports year
1) (2 3(a) 3(b) 3() 3(d) 4(a) 4(b) 4() 4(d) 4(e) 5(a) 5(b) 5(c) 5(d) 6 (M
A WORKING GOVERNMENT COMPANIES
1. Orissa Agro Industries B B B B 150.00 _ _ _ 150.00 _ __ _ _ _
Corporation Limited
2. Orissa State Seeds
Corporation Limited. B 10.007# | 10.004% B B B B B B B B B B B
3. Agricultural
Promotion and
Investment - 20.00 # - 20.00 # - - - - - - - - - - -
Corporation of Orissa
4. ELMARC Limited _ _ _ _ _ 125.00 B B 125.00 B B _ _ B B
(125.00) (125.00)
5. ggf:fog orest ~ ~ ~ ~ ~ 200000 | ~ 200000 | ~ ~ ~ ~ ~
Corporation Limited (2800.00) (2800.00)
6. Orissa Mining
Corporation Limited 400.00 400.00 -- -- -- - - -- - - - - -
7. Orissa Lift Irrigation N
Corporation Limited B 1700.00 1700.00 B B B B B B B B B B B
8. Orissa Rural Housing
and Development -- - - - (39702.49) - -- (39702.49) -- -- - - -- -
Corporation Limited
9. Orissa Film 592 590
Development -- 5004 - 5004# - -- - -- 0.00 - -- -- -- -- -
Corporation Limited ) )
10. | Orissa State Civil
Supplies Corporation 7079.00 | 4000.00 -- 11079.00 -- -- -- - -- - - -- -- - -
Limited
11. | Orissa Small B B
Industries Corporation -- - - - - - -- -- -- - - -- --
Limited (3050.00) (3050.00)
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©) @ 3(a) 3(b) 3(c) 3(d) 4(a) 4(b) 4(c) 4(d) 4(e) 5(a) 5(b) 5(c) 5(d) (6) )
12. | Grid Corporation of
Orissa Limited - - - - - (94151.22) - - (94151.22) - - - - -
13. | Orissa Construction
Corporation Limited B B B B (200.00) B B B (200.00) B B B B B B
14. | Orissa Power
Generation -- - - -- - (10128.69) -- - (10128.69) - - - - - -
Corporation Limited
5. | Orissa Hydro Power - -~ 439% | 439% - 22861.62 - - 2286162 | - ~ - -~ - -~
Corporation Limited
Total (A) Working 7479.00 | 5705.22 14.39# | 13184.22 150.00 24986.62 - -- 25136.62 - -- -- -- -- --
Government companies 25.00# 39.39%# (200.00) | (149957.40) (150157.40)
B. WORKING STATUTORY CORPORATIONS
1. Orissa State Road
Transport Corporation - 160.00 - 160.00 (2.12) - -- - (2.12) - -- - - - -
2. | Orissa State Financial . 35.95 - 35.95 - (17821.25) - - (17821.25) - . - . - -
Corporation
3. Orissa State
Warehousing - - -- - -- -- - -- - - - - - - -
Corporation
Total (B) Working _ B _ B B B B B B B
Statutory corporations 195.95 195.95 (2.12) (17821.25) (17823.37)
TOTAL (A) + (B) 7479.00 | 5901.17 14.39% 1333017 150.00 24986.62 - -- 25136.62 - -- -- -- -- --
25.00# 39.39#% (202.12) (167778.65) (167980.77)
C. NON-WORKING GOVERNMENT COMPANIES Nil
Note: Except in respect of SI. No.A-14 & 15, which finalised the accounts for 2005-06, figures are provisional and as given by the companies/corporations
# Grants received during the year.
® Figures in brackets indicate guarantee outstanding at the end of the year.
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ANNEXURE-4

Annexure

Statement showing financial position of Statutory corporations

(Referred to in Paragraph 1.8)

(Rupees in crore)

1. ORISSA STATE ROAD TRANSPORT CORPORATION
Particulars 2003-04 2004-05 | 2005-06
A LIABILITIES (PROVISIONAL)
Capital (including loan capital and equity capital) 136.50 136.50 136.50
Borrowings (Government) 25.08 36.21 36.17
(Others) 1.40 1.38 1.30
Funds’ 3.15 1.32 1.33
Trade dues and other current liabilities (including provisions) 121.15 78.67 93.54
Total (A) 287.28 254.08 268.84
B. ASSETS
Gross Block 35.47 23.23 40.83
Less : Depreciation 1591 2.59 20.62
Net fixed assets 19.56 20.64 20.21
Capital works-in-progress (including cost of chassis) 0.29
Investment - 3.86 3.75
Current assets, loans and advances 33.51 12.39 12.45
Accumulated losses 233.92 217.19 232.43
Total (B) 287.28 254.08 268.84
C. CAPITAL EMPLOYED™ (-)67.79 (-)45.64 (-)60.88
2. ORISSA STATE FINANCIAL CORPORATION
Particulars 2003-04 2004-05 2005-06
A LIABILITIES
Paid-up capital 87.57 87.57 87.57
Reserve fund and other reserves and surplus 1.37 1.37 1.37
Borrowings:
(i) Bonds and debentures 317.20 213.60 178.21
(ii) Fixed Deposits 7.00 5.35 348
(iii) Industrial Development Bank of India and Small Industries 264.38 339.56 303.79
Development Bank of India
(iv) Reserve Bank of India -- -- -
(v) Loans in lieu of share capital:
(a) State Government 6.23 6.23 6.23
(b) Industrial Development Bank of India 6.22 6.22 6.22
(vi) Others (subvention from State Government) 14.22 14.22 14.22
Other liabilities and provisions 334.45 341.00 367.54
Total (A) 1038.64 1015.12 968.63
B. ASSETS
Cash and Bank balance 19.98 22.30 20.27
Investments - - -
Loans and Advances 586.56 553.92 511.53
Net fixed assets 3.74 3.69 3.42
Other assets 52.60 51.41 51.83
Miscellaneous expenditure (Loss) 375.76 383.80 381.58
Total (B) 1038.64 1015.12 968.63
C. CAPITAL EMPLOYED™ 673.51 598.87 510.45

: Excluding depreciation funds
X

i Capital employed represents net fixed assets (including capital work-in-progress) plus working capital
«

** Capital employed represents the mean of the aggregate of opening and closing balances of paid-up capital, free reserves, loans in
lieu of capital, seed money, debentures (other than those which have been funded specially and backed by investment outside), bonds,

deposits and borrowings (including refinance).
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& ORISSA STATE WAREHOUSING CORPORATION
Particulars 2003-04 2004-05 2005-06

A. LIABILITIES (Provisional)
Paid-up capital 3.60 3.60 3.60
Reserves and surplus 13.03 17.57 21.58
Borrowings 22.25 16.39 9.41
Trade dues and other current liabilities (including provisions) 18.67 14.85 16.00

Total (A) 57.55 52.41 50.59
B. ASSETS
Gross Block 36.42 36.60 36.63
Less : Depreciation 3.81 4.56 5.31
Net fixed assets 32.61 32.04 31.32
Capital works-in-progress 0.02 0.02 0.02
Current assets, loans and advances 24.92 20.35 19.25

Total (B) 57.55 52.41 50.59
C. CAPITAL EMPLOYED" 38.88 39.39 34.59

" Capital employed represents net fixed assets (including capital work-in-progress) plus working capital.
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ANNEXURE-5

Annexure

Statement showing working results of Statutory corporations

(Referred to in Paragraph 1.8)

(Rupees in crore)

1. ORISSA STATE ROAD TRANSPORT CORPORATION

Particulars 2003-04 2004-05 2005-06
OPERATING Provisional
a) Revenue 27.87 30.61 34.13
b) Expenditure 28.98 32.16 35.59
c) Surplus / Deficit - (-)1.11 (-)1.55 (-)1.46
NON-OPERATING
a) Revenue 3.78 3.46 3.68
b) Expenditure 2.02 1.35 1.29
c) Surplus / Deficit - 1.76 2.11 2.39
TOTAL
a) Revenue 31.65 34.07 37.81
b) Expenditure 31.00 33.51 36.88
c) Surplus / Deficit - 0.65 0.56 0.93
Interest on capital and loans 1.53 1.35 1.29
Total return on Capital employed” 218 191 2.22
Percentage of return on Capital employed - - -
2. ORISSA STATE FINANCIAL CORPORATION

Particulars 2003-04 2004-05 2005-06
1. INCOME
(a) Interest on Loans 34.31 26.81 22.33
(b) Other Income 1.47 2.72 3.90
TOTAL-1 35.78 29.53 26.23
2. EXPENSES
(a) Interest on long-term and short-term loans 25.24 3.35 9.24
(b) Provision for non-performing assets 2.12 14.43 -
(c) Other expenses 13.10 19.79 14.77
TOTAL -2 40.46 37.57 24.01
3. Profit before tax (1-2) -4.68 -8.04 222
4. Provision for tax 0.00 -- --
5. Profit (+) / Loss - after tax -4.68 -8.04 222
6. Other appropriations 0.00 -- --
7. Amount available for dividend 0.00 -- -
8. Dividend 0.00 -- --
9. Total return on Capital employed” 20.56 -4.69 11.46
10. Percentage of return on Capital employed 3.05 - 2.24

Total return on capital employed represents net surplus/deficit plus total interest charged to profit and loss account (less interest

capitalised)
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3. ORISSA STATE WAREHOUSING CORPORATION (Rupees in crores)
Particulars 2003-04 2004-05 2005-06

1. INCOME (Provisional)
Warehousing Charges 17.61 24.87 24.63
Other income 0.17 0.20 0.10
TOTAL-1 17.78 25.07 24.73
2. EXPENSES

(a) Establishment charges 4.97 4.61 4.97
(b) Other expenses 12.35 11.92 13.54
TOTAL -2 17.32 16.53 18.51
3. Profit/ Loss - before tax 0.46 8.54 6.22
4. Provision for tax 0.13 0.97 1.00
5. Prior period adjustment 0.05@ 221 --
6.  Profit/ Loss - after tax 0.38 5.36 522
7. Other appropriations 0.30 4.54 4.00
8. Amount available for dividend 0.08 0.82 1.22
9.  Dividend for the year 0.07 0.07 0.82
10. Total return on Capital employed” 0.33 6.82 5.22
11. Percentage of return on Capital employed 0.84 15.70 15.09

Total return on capital employed represents net surplus/deficit plus total interest charged to profit and loss account (less interest
capitalised)

@ Includes accumulated profit of Rs.0.04 crore.
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Statement showing operational performance of Statutory corporations

(Referred to in Paragraph 1.12)

Annexure

1. ORISSA STATE ROAD TRANSPORT CORPORATION
(Rupees in crore)
Particulars 2003-04 2004-05 | 2005-06
(Provisional)

Average number of vehicles held 260 258 259
Average number of vehicles on road 233 230 230
Percentage of utilisation of vehicles 90 89 89
Number of employees 1387 1336 1243
Employee-vehicle ratio 5.95:1 5.8:1 5.40:1
Number of routes operated at the end of the year 117 109 109
Route Kilometres 37172 38572 40184
Kilometres operated (in lakh)

(a) Gross 255.56 258.71 265.90

(b) Effective 253.03 255.82 263.50

(c) Dead 2.53 2.89 2.40
Percentage of dead kilometres to gross kilometres 0.99 1.12 0.90
Average kilometres covered per bus per day 297 305 319
Average operating revenue per kilometre (Paise) 1098 1197 1295
Percentage of increase in operating revenue per kilometre over 2.04 9.02 8.19
previous year's income
Average operating expenditure per kilometre (Paise) 1166 1257 1350
Increase /(-) Decrease in operating expenditure per kilometre 1.39 7.80 7.40
(Paise) over previous year's expenditure (per cent)
Loss per kilometre (Paise) 68 60 55
Number of operating depots 15 14 14
Average number of break downs per lakh kilometre 3.8 34 2.8
Average number of accidents per lakh kilometre 0.17 0.11 0.14
Passenger kilometres operated (in crore) 79.68 82.96 84.21
Occupancy ratio (percentage) 67 69 68
Kilometres obtained per litre of :

(a) Diesel NA NA 4.43

(b) Engine Oil NA NA NA
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2. ORISSA STATE FINANCIAL CORPORATION
(Rupees in crore)
Particulars 2003-04 2004-05 2005-06
Number Amount Number Amount Number Amount
Application pending at the beginning 32 5.65 23 7.68 4 1.91
of the year
Application received 148 18.27 47 3.58 -- -
Total 180 23.92 70 11.26 4 191
Application sanctioned 80 10. 93 44 2.85 -- -
Application cancelled/withdrawn/ 72 8. 15 22 6.50 4 1.91
rejected/reduced
Application pending at the close of 28 4.84 4 1.91 -- -
the year
Loans disbursed 79 9. 81 - 2.09 -- 0.12
Loan outstanding at the close of the NA 586.55 NA 553.92 -- 511.53
year
Amount overdue for recovery at the
close of the year
(a) Principal 19511 321.23 15040 443.38 13264 425.67
(b) Interest 1021.27 -- 1202.02 -- 1050.36
Total 1342.50 1645.40 -- 1475.93
Amount involved in recovery -- --
certificate cases
Total 13264 1475.93
Percentage of default to total loans 54.77 80.04 -- 83.21
outstanding (Principal)
3. ORISSA STATE WAREHOUSING CORPORATION
(Rupees in crore)
Particulars 2003-04 2004-05 2005-06
(Provisional)
Number of stations covered 74 60 60
Storage capacity created up to the end of the year (tonne in
lakh)
(a) Owned 3.96 3.96 3.96
(b) Hired 0.11 0.08 0.11
Total 4.07 4.04 4.07
Average capacity utilised during the year (in lakh tonne) 3.10 4.07 4.05
Percentage of utilisation 76 1017 99.51
Average revenue per tonne per year ( Rupees) 47. 80 46.04 50.89
Average expenses per metric tonne per year ( Rupees) 46.92 40.21 40.14
Profit / per MT (In Rupees) 0.88 5.83 10.75

" The over utilisation is due to storing of commodities beyond permissible capacity.
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ANNEXURE-7

Statement showing the comments made by the Statutory Auditors on Internal audit/Internal control

Systems

(Referred to in Paragraph 1.32)

SI. | Name of the Year of Supplementary Report under section 619(3)(a)
No. | Company Accounts
1. Orissa Agro 2000-01 | e There is no system of regular recording and disposal of stores.
Industries e Inregard to management of stores, the Company has no prescribed
Limited maximum, minimum limit and EOQ for procurement of stores.
2 Orissa Forest 2003-04 | e Property and Assets registers are not updated and are not
Development reconciled with financial record.
Corporation e Internal Audit is not adequate.
Limited e Inregard to management of stores, the Company has no prescribed
mite maximum, minimum limit and EOQ for procurement of stores.
3 Orissa Mining | 2004-05 | e  Surplus/Obsolete/Non-moving stores are not identified.
Corporation
Limited
4 Orissa 2003-04 | e Physical verification and procedure for management of Fixed
Construction Assets are not reasonable and adequate.
Corporation e Internal control and Internal Audit system needs improvement.
Limited Internal Audit is not adequate.
imite e No efficient system for monitoring and adjustment of advance
given to supplier/contractor.
e Inregard to management of stores, the Company has no prescribed
maximum, minimum limit and EOQ for procurement of stores.
5 Orissa State 2000-01 | e There is no Audit Committee and Internal Audit is not adequate.
Vi ; e Inregard to management of stores, the company has no prescribed
Civil Supplies 2 nanagement pany p
Corporation maximum, minimum limit and EOQ for procurement of stores.
Limited
6 Grid 2004-05 | » Inregard to management of stores, the company has no prescribed
Corporation of maximum, minimum limit and EOQ for procurement of stores.
Orissa Limited e Improvement is required in case of physical verification and
valuation of stock, store and work in progress.
e There is no detail of surplus/obsolete/non-moving stores and
spares.
7 Industrial 2004-05 | » Fixed Assets Registers maintained by the Company does not serve
Promotion and the statutory requirement of the Companies Act.
Investment e Physical Verification of Assets is advisable.
C fi £ e Audit Committee exists but they have not discussed with Statutory
o_rpora _101,1 0 Auditors to strengthen the Internal Control.
Orissa Limited
8 Orissa Lift 2002-03 | ® Inregard to management of stores, the Company has no prescribed
Irrigation maximum, minimum limit and EOQ for procurement of stores.
Corporation e Internal Audit system is not adequate and Internal Audit has not
Limited been conducted since long.
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Statement showing paid-up capital, investment and summarised working results of 619-B Companies as per their latest finalised accounts
(Referred to in Paragraph 1.35)

ANNEXURE-8

Figures in column 5 to 19 are in Rupees in lakh

€] @ (©) 4 ©) (6) ) ®) 9 |10 | 11 (12) (13) | (14 | (15) | (16) | (A7) | (18) | (19) | (20) | (20) | (21) (22)
1. Orissa Closed 1982-83 | 44.00 44.00 44.00 -43.00
Tools and
Engineering (100)
Company
Limited
2. S.N. Closed | 2004-05 | 305.00 305.00 595.00 305.00 595.00 | (-)21.00 | (-)2586.00
Corporation
Limited (100)
Note:  Figures in the bracket are in percentage.
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Annexure

Statement showing acceptance of works below estimates by OCC Limited

(Referred to in Paragraph — 2.1.15)

SI.No. Name of the Work Value as per Accepted/ Remarks
(period of work) original offer negotiated value
(Rs. in crore)

1 Excavation of RBC from RD 1.39 1.21 The private contractor was to be
60.080 KM to 63.150 KM (5.3.03 paid Rs. 1.37 crore for the
t0 4.1.04) balance work.

2 Construction of aqueduct over 1.98 1.66 The offer of the Company was
Lingira Nallah at RD 45.08 KM reduced to the value of balance
and over Bangursingha Nallah at work payable to the Private
RD.58.580 KM (3.3.03 t0 2.1.04) Contractor.

3 Excavation of RBC from RD 6.97 4.99 The value payable to the private
30.360 KM to 39.713 KM contractor was Rs.4.75 crore for
(12.12.03 t0 11.10.04) the balance work.

4 Excavation of RBC from RD 1.49 1.41 The value payable to the private
43.563 KM to 48.680 KM of RIP contractor was Rs.1.55 crore for
(9.5.03 t0 8.3.04) the balance work.

5 Construction of spillway of 7.74 7.24 The value payable to the private
Manjore Irrigation Project contractor was Rs.7.42 crore for
(21.8.01 to 20.7.02) the balance work.

6 Excavation of RBC from RD 2.09 1.89 The value payable to the private
48.680 KM to 53.930 KM of RIP contractor was Rs.2.00 crore for
(3.3.031t0 2.11.03) the balance work.

7 Construction of Earth Dam at 5.50 4.50 The offer was reduced to match
Manjore Irrigation Project the value of balance work
(28.1.03 t0 27.11.03) payable to the Private Contractor

and without the price escalation
benefit.
Total 27.16 22.90
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Annexure - 10
Statement showing status report of PMGSY works executed by OCC Limited

(Referred to in Paragraph — 2.1.27)
(Rupees in Lakh)

Sl. Name of Agreement Agmt. value Schedule Schedule Revised | Actual date | Period Total Total Deficit/ Penalty
No. work No. with year Original/ date of date of date of of of delay Income expenditur Profit liquidated
(Package Revised commence | completion | Complet | completion in e damage/
No.) ment ion months compensation
(ason imposed
31.3.06)
Mayurbhanj
1 OR-21-14 18 /02-03 163.20 8.10.02 31.3.03 30.6.04 30.6.04 15 158.27 162.63 (-)4.36 0.30
OR-21-16 19 /02-03 198.44 8.10.02 31.3.03 30.6.04 30.6.04 15 181.88 188.27 (-)6.39 1.00
OR-21-19 17 /02-03 162.66/ 8.10.02 31.3.03 30.6.04 30.6.04 15 72.16 74.52 (-)2.36 -
73.99
Balasore
4 OR-02-07 415F2/02-03 114.44 9.10.02 31.3.03 31.3.05 31.3.05 24 106.66 108.54 (-)1.88 0.51
OR-02-12 418F2/02-03 168.52 9.10.02 31.3.03 31.3.05 31.3.05 24 125.66 140.08 (-)14.42 1.20
OR-02-14 414F2/02-03 193.63 9.10.02 31.3.03 31.3.05 31.3.05 24 114.78 117.21 (-)2.43
(A)
7 OR-02-13 417F2/02-03 188.80 9.10.02 31.3.03 31.3.05 31.3.05 24 158.59 170.41 (-)11.82 -
8 OR-02-15 416F2/02-03 148.37/ 9.10.02 31.3.03 30.6.05 In progress 37 54.77 62.15 (-)7.38 -
147.98
Bhadrak 0
9 OR-04-08 440F2/ 02-03 122.68 1.11.02 31.3.03 30.11.04 30.11.04 20 110.64 112.48 (-)1.84 1.11
10 OR-04-12 441F2/ 02-03 | 120.65/ 1.11.02 31.3.03 - 31.3.05 24 25.87 25.50 (+)0.37
40.16
Total (-)52.51 412
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Annexure

Statement showing the total old and senile plantations of OSCDC Limited as on
31 March 2005 and recommended for removal

(Referred to in Paragraph No.2.2.13)

Name of the Recommended for replacing the senile
division Total old and senile plantations plantations
No. of Areain Ha | Population No.of |AreainHa| Population of
plantation of trees | plantation trees
Baripada - - - 1 15 (vacant patches)
Chandikhol 4 124.80 16488 3 65 1200
Dhenkanal 11 303.29 8528 6 213 2935
Khurda 11 696.09 113487 12 392 7231
Sundargarh 43 1888.16 80685 3 84 (vacant patches)
Jeypore 84 4559.84 499628 12 548 11438
Total 153 7572.18 718816 37 1317 22804
(excluding vacant
23 863 patches)
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ANNEXURE-12

Statement showing Departmental Collection by OSCDC Limited for the four years ended 31 March 2005

(Referred to in Paragraph No.2.2.28)

Year No. of No. of No. of Areain Quantity Average Target Amount | Shortfallin | Percentage | Forfeiture
plantations | plantations | plantations hectare of nuts productivity for collected collection of shortfall amount
putto D.C | where D.C. neither collected | per hectare | collection | in sales of inD.C.

made disposed off in D.C. cashew
in auction nuts
nor D.C.
made
No. No. No. Hectare in Kg Kg/Hectare Rs. Rs. Rs. Rs.
2001-02 125 15 110 750.07 6998.5 9.33 8909167 236981 8672186 97.34 7709622
2002-03 139 29 110 1207.09 4329.1 3.59 5615477 124287 5491190 97.79 5156365
2003-04 22 5 17 113.93 1680 14.75 300258 61180 239078 79.62 40000
2004-05 41 12 29 552.3 1374.5 2.49 1638294 71281 1567013 95.65 2012800
Total 16463196 | 493729 15969467 14918787

Note: In 2004-05 in Jeypore division nuts collected has not been sold.

DC: Departmental collection.
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Annexure

Statement showing Companies where petition for winding up has not been filed
as on 31 March 2006

(Referred to in Paragraphs —-2.4.12, 2.4.14, 2.4.16, 2.4.17 and 2.4.18)

Sl. Name of the Date of | Year of | Dateof | Dateof | Accounts [Investme | Year Accounts
No Company incorpor | closure/ |decision | closure audited ntof  since date |arrear for
ation defunct for under upto Govt. of (in years)
winding | 1.D.Act, (Rs.in defunct
up 1947 lakh)

1 Orissa State Textile 10 31.5.98 | 30.3.05 - 1993-94 614.92 7 12
Corporation Limited |September
(OSTC) 1981

2 New Mayurbhanj 1988 March |03.12.05 - 1981-82 17.22 8 24
Textile Limited 1997
(NMT)

3 K.S. Refractories 11 1998-99 [04.12.98 |04.12.98 | 1995-96 75.00 7 10
Limited (KSRL) January

1994

4 Orissa Instrument 14 March |1997-98 |20.03.98 |20.03.98 1987-88 96.79 8 18
Company Limited 1961
(e][9)]

5 General 11 1998-99 [11.06.98 |11.06.98 | 1997-98 30.00 7 8
Engineering and January
Scientific works 1994
Limited (GESW)

6 Orissa State Leather |19 April |1998-99 |18.06.98 |18.06.98 | 1988-89 462.04 7 17
Corporation Limited | 1976
(OSLC)

7 Orissa State 07 1998-99 (25.07.98 |25.07.98 | 1995-96 780.84 7 10
Commercial January
Transport 1964
Corporation Limited
(OSCTC)

8 Kalinga Steel (1) 9 January | Since -- - 2005-06 5.08 15 Nil
Limited” 1991 |inception

9 Orissa leather 26 July Non 25.11.97 | 6.4.98 1991-92 241.96 20 14
Industries Limited 1986 starter

status

10 | Mayurbhanj Textile 1943 1974 - -- 1970-71 3.79 32 35
Limited

11 Konark Detergent & P9 August | 1988 -- -- 1981-82 9.32 12 24
Soap Limited 1978
(KDSL)

12 | Orissa Fisheries 08 August NA -- - 1982-83 35.00 NA 23
Development 1962
Corporation Limited

13 | Konark Television 26 June May 1999 | March -- 1991-92 807.72 8 14
Limited (KTV) 1982 2004

14 | Orissa State 30 January -- -- 2001-02 2023.19 -- 4
Electronics September | 2006
Development 1981
Corporation Limited

15 | Premier Bolt and 04 April 1966 19 - 1966-67 2.28 40 39
Nuts Limited 1959 December

2001
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Sl. Name of the Date of | Yearof | Dateof | Dateof | Accounts |Investme | Year Accounts
No Company incorpor | closure/ |decision | closure audited ntof  since date |arrear for
ation defunct for under upto Govt. of (in years)
winding | 1.D.Act, (Rs.in defunct
up 1947 lakh)
16 | Modern Electronics 22 1982 28 - 1965-66 4.37 24 40
Limited March September
1960 2001
17 Manufacture Electro 24 1965 [13 August -- 1965-66 0.46 41 40
Limited September 2002
1959
18 | Orissa Boat 18 1985 -- 1970-71 5.23 21 35
Builders Limited March
1958
19 | Orissa Board Mills | 04 April 1966 24 - 1967-68 4.08 40 38
Limited 1960 September
2001

*Government decided for striking off the name of the Company from the records of ROC in June 2005
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ANNEXURE-14
Statement showing Companies under liquidation/ under process of liquidation as on 31 March 2006

(Referred to in Paragraphs — 2.4.13, 2.4.15 and 2.4.18)

SI.LNo | Name of the Company Date of Date of Date of Account Investment Period Arrearsin Remarks
incorporation defunct/ decision for | completed (Rupees in (years) accounts
closure winding-up |upto the year lakh) .
companies
under
liquidation
as on
31.3.2006
Companies under voluntary liquidation
1 Gajapati Steel Industries 15.02.59 1969-70 1 March 1968-69 4.00 32 -- Liquidator
Limited (GSIL) 1974 appointed 3/74
2 Orissa Electrical 31.03.58 1968 30 August 1966-67 4.54 29 - Liquidator
Manufacturing Company 1976 appointed 8/78
Limited
3 Modern Malleable 22.09.60 1968 9 March 1972-73 4.20 27 -- Liquidator
Casting Company Limited 1976 appointed 3/76
4 Eastern Aquatic Products 06.05.59 NA 22.02.78 1972-73 0.61 28 - Liquidator
Limited appointed 2/78
Companies under liquidation by Court/tribunal
5 ORICHEM Limited 29.09.74 25.10.00 15.05.02 2004-05 1402.35 3 - Winding up
recommended
by
BIFR/AAIFR-
12/2002
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SILNo | Name of the Company Date of Date of Date of Account Investment Period Arrears in Remarks
incorporation defunct/ decision for | completed (Rupees in (years) accounts
closure winding-up |upto the year lakh) .
companies
under
liquidation
ason
31.3.2006
6 ABS Spinning Mills 01.04.90 2001-02 27.04.00 1998-99 440.01 5 -- Winding up
Limited recommended
by
BIFR/AAIFR-
04/2001
7 IDCOL Piping and 26.03.93 1999-00 27.07.00 2004-05 2577.91 5 - Winding up
Engineering Works recommended
Limited (IPEW) by
BIFR/AAIFR-
04/2001
8 Hira Steel and Alloys 23.08.74 - 16.12.80 1975-76 12.28 25 -- Liquidator
Limited appointed by
court -12/1980
9 IPITRON Times Limited 11.12.81 1998 1998 1997-98 249.16 8 Winding up
petition filed
May/1998
10 ELCOSMOS Electronics 12.01.87 1998 1998 1997-98 358.51 8 Winding up
Limited petition filed
May/1998
11 ELCO Communications 08.03.89 1998 1998 1997-98 135.80 8 Winding up
and Systems Limited petition filed
August/1998
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SILNo | Name of the Company Date of Date of Date of Account Investment Period Arrears in Remarks
incorporation defunct/ decision for | completed (Rupees in (years) accounts
closure winding-up |upto the year lakh) .
companies
under
liquidation
ason
31.3.2006
12 | Orissa Textile Mills 25.01.46 1994-95 12.03.01 1997-98 3938.37 5 On BIFR order
Limited (3/2001)
Liquidation case
was registered in
the High Court
(Case
No0.25/2001)
13 Orissa State Handloom 01.02.77 19.09.97 02.12.04 2000-01 575.82 1 Liquidation

Development Corporation
Limited

petition filed in
the High Court
on 24.6.05
which was
dismissed in
March 2006
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Annexure-15

Statement showing persistent non-compliance of the Accounting Standards by State PSUs

(Referred to in Paragraph — 3.17)

Sl.
No.

Name of the
Company

AS-1

AS-2

AS-4

AS-7

AS-9

AS-10

AS-12

AS-13

AS-15

AS-17

AS-29

Disclosure
of
Accounting
Policies

Valuation
of
inventories

Contingencies
and event
occurring after
balance sheet
date

Construction
contracts

Revenue
recognition

Accounting
for Fixed
assets

Government
grants

Investments

Retirement
benefits

Segment
reporting

Provisions
contingent
liabilities and
contingent
assets

Orissa  Mining
Corporation
Limited

2002-03
to
2004-05

2002-03
to
2004-05

2002-03
to
2004-05

2002-03
to
2004-05

2003-04
to
2004-05

Orissa State
Cashew
Development
Corporation

Limited

2000-01to
2003-04

2000-01to
2003-04

2000-01
to 2003-04

Orissa
Power
Corporation
Limited

Hydro

2002-03
to
2004-05

2000-01
to 2003-04

2001-02 to
2004-05

Orissa Lift
Irrigation
Corporation

Limited

2001-02
& 2002-03

2000-01
to 2002-03

Orissa Small
Industries
Corporation

Limited.

2001-02 to
2003-04

2002-03
& 2003-04

2002-03 &
2003-04

Industrial
Promotion
Investment
Corporation

and

Limited

2002-03 to
2004-05
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Sl Name of the AS-1 AS-2 AS-4 AS-7 AS-9 AS-10 AS-12 AS-13 AS-15 AS-17 AS-29
No. Company
Disclosure | Valuation | Contingencies | Construction Revenue | Accounting | Government | Investments | Retirement | Segment Provisions
of of and event contracts recognition | for Fixed grants benefits reporting | contingent
Accounting |inventories |occurring after assets liabilities and
Policies balance sheet contingent
date assets

7. |Orissa Power -- -- 2002-03 | 2003-04 & -- -- -- -- 2002-03 to
Generation to 2004-05 | 2004-05 2004-05
Corporation
Limited.

8. |Grid Corporation -- -- 2002-03 - -- -- -- -- 2002-03 &
of Orissa to 2003-04 2003-04
Limited.

9. |Industrial -- -- -- -- -- 2003-04 & -- 2003-04 &
Development 2004-05 2004-05
Corporation
Limited.

10. [Orissa Agro -- -- -- -- -- 1997-98 to -- -- --

Industries 2000-01
Corporation
Limited.

11. [Orissa -- 2001-02 2001-02 to -- -- -- -- 2001-02 -- 2001-02 to
Construction to 2002-03 2002-03 to 2002-03 2002-03
Corporation
Limited.

12. |Orissa Bridge & 2000-01
Construction & 2001-02
Corporation
Limited.

13. [Orissa Forest 2001-02 to
Development 2003-04

Corporation
Limited
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Sl Name of the AS-1 AS-2 AS-4 AS-7 AS-9 AS-10 AS-12 AS-13 AS-15 AS-17 AS-29
No. Company
Disclosure | Valuation | Contingencies | Construction Revenue | Accounting | Government | Investments | Retirement | Segment Provisions
of of and event contracts recognition | for Fixed grants benefits reporting | contingent
Accounting |inventories |occurring after assets liabilities and
Policies balance sheet contingent
date assets
14. (IDCOL Kalinga 2003-04 &
Iron Works 2004-05
Limited.
15. [Orissa State -- -- -- -- -- -- -- 2002-03 --
Road & 2003-04
Transportation
Corporation.
Total No. of 2 4 1 1 4 1 2 3 6 1 8
PSUs

148




Annexure-16

Particulars/ nature of persistent non-compliance with Accounting Standards by the State PSUs.

(Referred to in Paragraph — 3.17)

Annexure

Construction
contracts)

work-in-progress are not in conformity with the AS (Auditor’s Report).

Limited (2001-02 to 2002-03)

Sl Accounting Qualifications / Comments in brief Name of the PSU Financial impact,
No. Standard if any
1. AS-1 (Disclosure of | 1. The Company did not follow accrual system of accounting in respect of | Orissa Mining Corporation Limited | **
Accounting Policies) | certain items of income and expenditure (Auditors Report). (2002-03 to 2004-05)
2. The Company has not formulated any policy regarding capitalization of | Orissa State Cashew Development | **
expenditure towards the nursery activities and depreciation thereon (C&AG’s | Corporation Limited (2000-01 to
comment). 2003-04)
2. AS-2 (Valuation of | 1. The Upper Indravati Hydro Electric Project has not provided for loss of | Orissa Hydro Power Corporation | Overstatement  of
Inventories) inventory due to theft and fire that occurred during March 2002 amounting to | Limited (2002-03 to 2004-05) profit -Rs.2.29
Rs.2.29 crore (C&AG’s comment). crore.
2. Gem stones have been valued at Evaluated Price whereas to be valued at | Orissa Mining Corporation Limited | **
cost or net realizable value which ever is lower (Auditor’s Report). (2002-03 to 2004-05)
Ore of below commercial grade are being valued at a token value of Rs.1 per
M.T instead of cost or market price whichever is lower (Auditor’s Report).
3. Inventory includes damages and unserviceable stock worth Rs.83.40 lakh | Orissa Lift Irrigation Corporation | Understatement of
for which no provision has been made in the accounts (C&AG’s comment). Limited (2001-02 to 2002-03) loss -Rs.0.83 crore.
4. The company had not provided for shortage of stores included in suspense | Orissa Construction Corporation | Overstatement  of
debit (Rs.102.19 lakh)/ suspense credit (Rs.23.80 lakh) (Auditor’s Report). Limited (2001-02 to 2002-03). profit -Rs.78.39
lakh.
3. AS-4 (Contingencies | 1. Sundry Debtors include Rs.1.76 crore receivable from a Company whose
of Events occurring | assets were seized and sold by the lending financial institutions (C&AG’s
after the Balance | comment). Orissa Small Industries Corporation | Understatement of
Sheet date ) 2. Sundry Debtors include Rs.1.61 crore receivable from a Company for | Limited (2001-02 to 2003-04) loss -Rs.3.37 crore.
which no provision has been made despite seizure and sale of assets by the
lending financial institutions (C&AG’s comment).
4, AS-7 (Accounting for | The basis of recognizing the contract income/ expenditure and valuation of | Orissa Construction Corporation | **
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Sl
No.

Accounting
Standard

Qualifications / Comments in brief

Name of the PSU

Financial impact,
if any

5.

AS-9
recognition)

(Revenue

1. Non-provision towards uncertainty in collection of surcharge on belated
payments for Rs.2.80 crore claimed against GRIDCO up to March 2001
(C&AG’s comment).

Orissa Hydro Power Corporation
Limited (2001-02 to 2003-04)

Overstatement  of
profit -Rs.2.80
crore.

2. Interest income includes Rs.32.81 lakh due from the SSI units where the
recovery of principal itself is doubtful (C&AG’s comment).

Orissa Small Industries Corporation
Limited (2002-03 to 2003-04)

Understatement  of
loss —Rs.0.33 crore.

3. Other Receivables include Rs.2.22 crore from AES Ib Valley (P) Limited
for surrender of 69.38 acres of Government land and 104.47 acres of private
land from whom no confirmation was obtained (C&AG’s comment).

Orissa Power Generation
Corporation Limited (2002-03 to
2004-05)

*%

4. The booking of the differential disputed electricity charges in the previous
years (Rs.12.48 crore in respect of MPSEB and Rs.12.12 crore in respect of
GSEB) and in the year ended 31 March 2004 for Rs.2.52 crore (MPSEB) has
not been disclosed (C&AG’s comment).

Grid Corporation of Orissa Limited
(2002-03 to 2003-04).

*%

AS-10
for Fixed Assets)

(Accounting

1. Inventories worth Rs.12.65 crore lying in store since long and the
same has not be allocated over useful life of assets (Auditor’s Report).

Orissa Power Generation
Corporation Limited (2003-04 to
2004-05)

**

2. The Company did not identify machineries, spares/Insurance spares
which are required to be capitalized but still shown under Stores and spares
(Auditor’s Report).

Orissa Mining Corporation Limited
(2002-03 to 2004-05)

*%

AS-12
for Capital Grants)

(Accounting

1. The Grants (Rs.40 lakh) received from Government of India for
setting up bio fertilizer production units have been shown under Capital
Reserve instead of Grant in aid (C&AG’s comment).

Orissa Agro Industries Corporation
Limited (1997-98 to 2000-01)

2. The Corporation has not separately disclosed the Accounting policy
and the method of presentation with respect to grants received for Integrated
Cashew Development Programme (ICDP) (C&AG’s comment).

Orissa State Cashew Development
Corporation Limited (2000-01 to
2003-04)

*%

AS-13
for Investments)

(Accounting

1. Permanent diminution in value for long term investment has not
been recognized amounting to Rs.2.30 crore (Auditor’s Report).

Orissa Mining Corporation Limited
(2002-03 to 2004-05)

Overstatement  of
profit -Rs.2.30
crore.

2. Non-provision towards diminution in value of Investments for Rs.1.30
crore on three loss making subsidiary companies (C&AG’s comment).

3. Rs.75.42 lakh of Investment made by the company in Joint Sector Units
whose existence are doubtful (C&AG’s comment).

Orissa Small Industries Corporation
Limited (2002-03 to 2003-04)

Understatement  of
loss -Rs.2.05 crore.

4. The Company has not made any provision for Rs.22.16 crore towards
diminution in value of investment in different subsidiaries/ Joint Ventures
which either closed down or negative net worth (Auditor’s Report).

Industrial Development
Corporation of Orissa Limited
(2003-04 to 2004-05)

Understatement of
loss -Rs.22.16
crore.
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Sl Accounting Qualifications / Comments in brief Name of the PSU Financial impact,
No. Standard if any
9. AS-15  (Accounting | 1. Non-disclosure of method of treatment of retirement benefits. The | Orissa State Cashew Development | **
for Retirement | company has noted the point (Auditor’s Report). Corporation Limited (2000-01 to
Benefits) 2003-04)
2. Liability on account of leave encashment payable on retirement of | Orissa Mining Corporation Limited | **
employees has been accounted for as and when paid instead of providing on | (2002-03 to 2004-05)
actuarial valuation (Auditor’s Report).
3. The company accounted its terminal benefits on cash basis and not based | Orissa Lift Irrigation Corporation | **
on actuarial valuation (Auditor’s Report). Limited (2000-01 to 2002-03)
4. No provision of Leave encashment liability was made by the company | Orissa Construction Corporation | **
(Auditor’s Report). Limited (2001-02 to 2002-03)
5. The company has not made any provisions towards the gratuity liability of | Orissa Bridge & Construction | **
the employees (Auditor’s Report). Corporation Limited (2000-01 to
2001-02)
6. The accounting for retirement benefit relating to gratuity and leave | Orissa State Road Transport | **
encashment on cash basis is not in conformity with AS-15 (C&AG’s | Corporation (2002-03 to 2003-04)
comment).
10. AS-17 (Segment | 1. The company has not complied to the segmental information | Orissa Mining Corporation Limited | **
Reporting) required as per AS-17 (Auditor’s Report). (2003-04 to 2004-05)
11. AS-29 (Provisions | 1. Non provision of liabilities towards water tax payable for the period | Orissa Power Generation
contingent  liabilities | from 21.12.1994 to 31.03.2003 for Rs.2.05 crore (C&AG’s comment). Corporation Limited (2002-03 to | Overstatement  of
and contingent assets) | 2. Non provision of liabilities for Rs.3.72 crore towards land premium | 2004-05) profit -Rs.5.77
and interest payable to Government of Orissa despite rejection of request for crore.

downward revision.

3. Non-provision towards stamp duty payable on bonds, though the
request for exemption was turned down by the Government (C&AG’s
comment).

Orissa Hydro Power Corporation
Limited (2001-02 to 2004-05)

Overstatement  of
profit -Rs.5.75
crore.

4, The Company has not made any provisions for Rs.29.23 crore
towards bad and doubtful advances made to different subsidiaries although
most of them either sick or in the process of closure (Auditor’s Report).

5. No provision was made towards interest on loan amount of Rs.6.43
crore received from the State Government. The interest amount could not be
guantified in the absence of sanction order (Auditor’s Report).

Industrial Development
Corporation of Orissa Limited
(2003-04 to 2004-05)

Understatement  of
loss -Rs.45.67
crore.

6. The company had not made any provision for liabilities towards DA arrears
amounting to Rs.91.96 lakh (C&AG’s comment).

Orissa Forest Development
Corporation Limited (2001-02 to
2003-04)

Understatement  of
loss for -Rs.0.92
crore.
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Sl
No.

Accounting
Standard

Qualifications / Comments in brief

Name of the PSU

Financial impact,
if any

7. The company has not provided the arrear DA payable to the employees for
the period from July 2000 to March 2004 amounting to Rs.1.09 crore
(C&AG’s comment).

IDCOL Kalinga Iron Works
Limited (2003-04 to 2004-05)

Overstatement  of
profit to the extent
of Rs.1.09 crore.

8. Money Suits filed (August 2000) for recovery of the dues of Rs.34.54 crore
(Principal Rs.17.00 crore and Interest Rs.17.54 crore) from Mideast
Integrated Steel Limited towards convertible debentures has not been
disclosed (C&AG’s comment).

Industrial Promotion and
Investment Corporation of Orissa
Limited (2002-03 to 2004-05)

*%

9. The distribution companies defaulted in making payment of interest
for Rs.74.78 crore for the period from 1.10.2000 to 31.3.2004 and NTPC
claimed the amount from the company by virtue of arrangement for the
transfer of bonds. This has not been disclosed under contingent liabilities
(C&AG’s comment).

Grid Corporation of Orissa Limited
(2002-03 to 2003-04)

10. Contingent liability of Rs.91.90 lakh towards damage leviable as per
Employees Provident Funds Scheme, 1952 on account of default in the
payment of EPF dues should have been disclosed (C&AG’s comment).

Orissa Construction Corporation
Limited (2001-02 to 2002-03)

** Not Quantifiable
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Statement showing paragraphs/reviews for which explanatory notes were not received as on 30 September 2006

(Referred to in Paragraph — 3.18.1)

ANNEXURE-17

Annexure

SI. No. | Name of the Department | 1993-94 | 1994-95 1995-96 1996-97 1998-99 %333 2000-01 | 2001-02 | 2002-03 | 2003-04 | 2004-05 | Total

1 Energy - - - - 11 3 - 4 4 4 1 27
2 Industries 1 - - - - 1 1 2 1 4 4 14
3 Information Technology - 1 1 3 - -- - - 1 -- - 6
4 Steel and Mines -- - - - - - -- - 1 5 - 6
5 Public Enterprises -- - -- - - -- - - - 2 1 3
6 Handloom and Textiles 1 -- 1 - - - -- - - - - 2
7 Co-operation - - -- - - - - - 1 - 1 2
8 Agriculture -- - - - - - - 1 - - - 1
9 Commerce and Transport - - - - - 1 - - - - -- 1

Total 2 1 2 3 11 5 1 7 8 15 7 62
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ANNEXURE-18

Statement showing department wise outstanding Inspection Reports as on

30 September 2006
(Referred to in Paragraph 3.18.3)
Sl Name of the No. of No. of outstanding No. of Year from which
No. Department PSUs IRs Outstanding Paragraphs
Paragraphs outstanding
1. Industries 12 58 361 1994-95
2. Steel and Mines 1 07 123 1996-97
3 Information and 2 11 41 1994-95
Technology
4, Home 1 2 18 2002-03
5. Housing and Urban 1 5 44 1997-98
Development
6. Excise 1 03 27 2002-03
7. Commerce & 1 71 252 1997-98
Transport
8. Tourism 1 7 38 1999-2000
9. Energy 4 333 1093 1990-91
10. Water Resources 2 16 148 1997-98
11. Fisheries and Animal 1 6 18 1994-95
Resources
Development
12. | Agriculture 4 14 101 1997-98
13. Works 1 25 147 1994-95
14. | Co-operation 1 5 17 1997-98
15. Food Supplies and 1 129 702 1996-97
Consumer Welfare
16. Forest and 1 37 277 1997-98
Environment
TOTAL 35 729 3407
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Annexure

Statement showing department-wise draft paragraphs/reviews reply to which are

awaited

(Referred to in Paragraph 3.18.3)

SI No. Name of the Department. No. of draft No. of Period of issues
paragraphs reviews

1. | Industries 2 - June 2006

2. | Public Enterprises 1 1 June 2006

3. | Agriculture - 1 May 2006

4. | Water Resources - 1 July 2006

5. | Housing and Urban - 1 August 2006
Development
Total 3 4
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[ Glossary of terms ]

Performance Review on Construction activities of Orissa
Construction Corporation Limited

| Glossary of terms |

AY: Assessment year
CD: Crossed Drainage
Contract Income: Agreement value of the work executed

Contractual completion period: The time period within which the work is to
be completed as per the agreement

DoWR: Department of Water Resources
EMD: Earnest Money Deposit

F2: The standard format of contract signed by the Government for execution
of works

GoO: Government of Orissa
IT: Income Tax
IT: Information Technology
KM: Kilometre

Lead distance: The distance from the point of procurement of materials to the
work site.

LIIP: Lower Indra Irrigation Project

LISP: Lower Indra Spillway Project

MD: Managing Director

MIS: Management Information System
MPR: Monthly Progress Report

PLTC: Project Level Technical Committee
PMGSY: Pradhan Mantri Gram Sadak Yojana
PMS: Project Monitoring Section

POL: Petrol, Oil and Lubricant

RA: Running Account

RBC: Right Bank Canal

RD: Reducing Distance

RIP: Rengali Irrigation Project

SD: Security Deposit
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SM: Senior Manager
TC: Tender Committee
TDS: Tax Deducted at Source

Trestles: An open braced framework used to support an elevated structure
such as a bridge

Working estimate: The component/ item-wise estimate prepared by the
Company to arrive at the probable rate for execution of the works
secured

Performance Review on raising, maintenance and auctioning of
cashew plantations by Orissa State Cashew Development
Corporation Limited

Basal application: Application of nutrients (NPK) by manuring activities

Bush cleaning: Cleaning of jungle growth around the plants

Canopy area: Shoot area of a tree

Crop cutting experiment: Sample random testing

Crop year 2005:2004-05 crop

Cultural operation: All maintenance activities for cashew plantation except
harvesting is termed as cultural operation.

DCCD: Directorate of Cashew and Cocoa Development

Foliar application: Spraying of pesticides and fertilisers to the plants

Harvesting season: March to May for collection of nuts

ICDP: Integrated Cashew Development Programme

NPK: Urea (N), Phosphate (P) and Potash (K)

NRCC: National Research Centre For Cashew

Nutrient management: Application of manures and fertilisers to plants in order
to supply plant nutrient.

Plant protection campaign: To educate the farmers about the right use of right
chemicals at the right time for the protection of the plant without
infringing the environment.

Plant protection measures: Application of pesticides to foliage of plants
against any insect/pest attack.

Planting season 2005:2005-06 Planting

Planting Seasons: The ideal time for planting is usually during monsoon
season when the moisture is air surcharged (July-August) both in the
west coast and east coast. If irrigation facilities are available, planting
can be done throughout the year except winter months.
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Pruning: Pruning is cleaning operation by cutting of dried, crises cross
branches from trees and proper pruning facilitates easy cultural operation
and boost up yield.

Scion Bank: Scion bank is the plantation maintained for production of scion
sticks for high yielding grafts. The age of scion sticks should be 3-5
moths old and 10-12 cm long.

Swabbing: The emulsion used for swabbing for smearing on the trunk and
branches.

TMB: Tea Mosquito Bug

Weeding: Clearing the area manually within two metre radius of the trunk.

References

The published materials utilised in developing the report:
1. Guidelines on Cashew plantation and Management, OSCDC
2. State level seminar on cashew, OSCDC
3. Field day on Cashew, DCCD and OSCDC
4. Cashew nut production technology for profit, DCCD
5. Websites of DCCD
6. Indian Cashew Nut Development Council, DCCD
7. Golden Jubilee (1953-2003) Souvenir. OUAT

8. World Bank project on aided cashew plantation
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