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[ Preface ]

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

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

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

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

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

5. The cases mentioned in this Report are those which came to notice in the
course of audit during the year 2002-03 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 2002-03 have also been included, wherever necessary.
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[ Overview ]

1. Overview of Government companies and Statutory
corporations

As on 31 March 2003, the State had 70 Public Sector Undertakings (PSUs)
comprising three Statutory corporations and 67 Government companies. Of
these, there were only 33 working Government companies. The remaining 34
were non-working Government companies as against 35 non-working
Government companies as on 31 March 2002. In addition, there were three
companies under the purview of Section 619-B of the Companies Act, 1956,
as on 31 March 2003 with no change from the previous year.

The total investment in working PSUs increased from Rs.10,913.78 crore as
on 31 March 2002 to Rs.12,178.55 crore as on 31 March 2003. The total
investment in non-working PSUs increased from Rs.151.91 crore to Rs.216.86
crore during the same period.

The budgetary support in the form of capital, loans, grants and subsidy
disbursed to the working PSUs increased from Rs.68.79 crore in 2001-02 to
Rs.591.45 crore in 2002-03. The State Government guaranteed loans
aggregating Rs.816.89 crore during 2002-03. The total amount of outstanding
loans guaranteed by the State Government increased from Rs.3,810.33 crore
as on 31 March 2002 to Rs.4,392.83 crore as on 31 March 2003.

Only five working Government companies finalised their accounts for the year
2002-03 within the stipulated period. The accounts of 28 working Government
companies and all the three Statutory corporations were in arrears for periods
ranging from one to seven years as on 30 September 2003. The accounts of 32
non-working Government companies were in arrears for periods ranging from
one to 37 years as on 30 September 2003.

According to latest finalised accounts, 14 working PSUs (12 Government
companies and two Statutory corporations) earned aggregate profit of
Rs.256.88 crore. Against this, 15 working PSUs (14 Government companies
and one Statutory corporation) incurred aggregate loss of Rs.386.30 crore as
per the latest finalised accounts. Of the loss incurring working Government
companies, seven companies had accumulated losses aggregating Rs.1353.33
crore which exceeded their paid-up capital of Rs.508.33 crore. One loss
incurring Statutory corporation had accumulated loss of Rs.166.83 crore,
which exceeded the paid-up capital of Rs.115.88 crore.

(Paragraphs 1.1, 1.2, 1.3 1.7,1.8,1.10 and 1.12)
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28 Reviews in respect of Government companies

Aspects relating to activities of the Orissa Forest Development Corporation
Limited, Orissa Small Industries Corporation Limited and Orissa State
Electronics Development Corporation Limited were reviewed in Audit and
some of the main findings are as follows:

2.1 Review on Orissa Forest Development Corporation Limited

Orissa Forest Corporation Limited was incorporated as a wholly owned
Government company in September 1962. With the merger of Similipahar
Forest Development Corporation Limited and Orissa Plantation Development
Corporation Limited with the Company in October 1990, the Company was
renamed (November 1990) as Orissa Forest Development Corporation
Limited.

(Paragraph 2.1.1)

Poor marketing strategy coupled with delay in sale of kendu leaves at lower
rates resulted in loss of Rs.2.30 crore to the Company and Rs.55.24 crore to
the Government.

(Paragraph 2.1.27)

Non-transportation of timber and firewood by the Divisional Managers in time
resulted in loss of Rs.10.53 crore.
(Paragraph 2.1.12)

Short receipt of timber and firewood at depots resulted in loss of Rs.5.93

crore.
(Paragraph2.1.13)

Introduction of raw material procurer system led to low production with the
resultant loss of Rs.3.76 crore to the Company.
(Paragraph 2.1.15)

Delay in tender sale of bamboo resulted in loss of Rs.2.58 crore.
(Paragraph 2.1.17)

The Company could not recover Rs.2.90 crore towards shortfall in production
and lifting of bamboo due to failure to execute agreement with raw material

procurers.
(Paragraph 2.1.18)

Collection of cashew nuts far below the norm resulted in loss of potential
revenue of Rs.19.12 crore.
(Paragraph 2.1.34)

2.2 Review on Orissa Small Industries Corporation Limited

The Orissa Small Industries Corporation Limited was established in April,
1972 as a wholly owned Government company to aid, counsel, assist and
promote the interests of small industries in Orissa.

(Paragraph 2.2.1)
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The accumulated loss increased to Rs.8.28 crore in 2002-03 from Rs.0.87
crore in 1999-2000 and the net worth decreased from Rs.10.14 crore in 1998-
99 to Rs.1.38 crore in 2002-03.

(Paragraph 2.2.8)

Credit sales extended by Depot Managers in violation of guidelines resulted in
doubtful recovery of Rs.2.96 crore.
(Paragraph 2.2.20)

Extension of credit without security led to doubtful recovery of Rs 2.26 crore.
(Paragraph 2.2.15)

Failure to present the post dated cheques in time by Depot Managers led to
loss of Rs.1.12 crore.
(Paragraph 2.2.16)

Failure to specify the admissible incentive on shortfall in supply by TISCO led
to loss of Rs.0.77 crore.
(Paragraph 2.2.14)

Failure of the Company to review the viability of a subsidiary company from
1996-97 onwards resulted in additional loss of Rs.1.63 crore.
(Paragraph 2.2.30)

23 Review on Orissa State Electronics Development Corporation
Limited

Orissa State Electronics Development Corporation Limited was incorporated
in September 1981 with the overall objective of promoting and establishing
electronic industries, aiding, assisting, financing electronic related industries
and setting up facilities for research and development, quality control test and
development centre.

(Paragraph 2.3.1)

As the setting up of Indian Institute of Information Technology became
uncertain, the expenditure of Rs.1.01 crore incurred thereon proved wasteful.
(Paragraph 2.3.16)

Raising of funds through bonds and subsequent premature redemption without
utilising the money in the intended projects led to loss of Rs.1.49 crore being
the differential amount of interest earned on fixed deposits and interest paid on
bonds (Rs.1.08 crore) and other expenses (Rs.0.41 crore).

(Paragraph 2.3.19)

Failure to disinvest from five assisted units led to blocking of funds and loss of
assured return of Rs.0.68 crore.
(Paragraph 2.3.11)

Delay in starting the training programme for Y2K compliance led to loss of
Rs.0.81 crore during 1999-2002.
(Paragraph 2.3.18)
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Extension of guarantees for Rs.26.22 crore to the subsidiaries/assisted units
without charging guarantee fee led to loss of revenue of Rs.0.66 crore.
(Paragraph 2.3.22)

3.  Miscellaneous topics of interest

Government companies

Failure to ensure timely clearance of imported mill fans and auxiliary fans by
Konark Met Coke Limited despite availability of funds for the purpose led to
loss of Rs.40.17 lakh.

(Paragraph 3.1)

Despite prior knowledge of lack of the assured availability of water and
without sorting out protracted land acquisition problems, award of consultancy
contract for updation of detailed project report by Orissa Hydro Power
Corporation Limited led to wasteful expenditure of Rs.1.40 crore.
(Paragraph 3.9)

Use of light diesel oil instead of the stipulated fuel-mix by Orissa Power
Generation Corporation Limited led to extra expenditure of Rs.6.35 crore
(Paragraph 3.11)

Injudicious decision to accept the Eastern Region Electricity Board tariff
resulted in avoidable loss of Rs.12.97 crore to Grid Corporation of Orissa
Limited.

(Paragraph 3.16)

Extension of undue benefit to the contractor without the knowledge of the
Board led to loss of Rs.0.52 crore to Orissa State Civil Supplies
Corporation Limited.

(Paragraph 3.18)

Failure to disinvest in time and extension of undue favour to private promoters
led to a loss of Rs.22.21 crore to Industrial Promotion and Investment
Corporation of Orissa Limited.

(Paragraph 3.20)

Statutory corporation

Delay in handing over the completed godowns coupled with faulty selection of
locations within municipal limits by Orissa State Warehousing Corporation
led to loss of Rs.2.26 crore.

(Paragraph 3.21)




[ Chapter-I ]

1. Overview of Government companies and Statutory
corporations
Introduction

1.1 As on 31 March 2003, there were 67 Government companies (33
working companies and 34' non-working companies) and three working
Statutory corporations as against 68 companies (33 working companies and 35
non-working companies) and three working Statutory corporations as on 31
March 2002 under the control of the State Government. The accounts of the
Government companies (as defined in Section 617 of Companies Act, 1956)
are audited by Statutory Auditors who are appointed by the Comptroller and
Auditor General of India (CAG) as per provision of Section 619 (2) of
Companies Act, 1956. These accounts are also subject to supplementary audit
conducted by the CAG as per provisions of Section 619 of the Companies Act,
1956. The State Government had formed Orissa State Electricity Regulatory
Commission and audit is entrusted to the Comptroller and Auditor General of
India, under Section 19 (3) of Comptroller and Auditor General’s (Duties,
Powers and Conditions of Service) Act, 1971. 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 Chartered
Corporation (OSFC) Financial Corporations Accountant and
Act, 1951 supplementary Audit
by CAG
3 Orissa State Warehousing Section 31 (8) of the State Chartered
Corporation (OSWC) Warehousing Corporations Accountant and
Act, 1962 supplementary audit
by CAG

' Non-working companies/corporations are those which are under the process of
liquidation/closure/merger, etc.
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Working Public Sector Undertakings (PSUs)

Investment in working PSUs

1.2 As on 31 March 2003, the total investment in 36 working PSUs (33
Government companies and three Statutory corporations) was Rs.12,178.55
crore (equity Rs.2,360.59 crore, long-term loans” Rs.9,759.96 crore and share
application money Rs.58.00° crore) as against 36 working PSUs (33
Government companies and three Statutory corporations) with a total
investment of Rs.10913.78 crore (equity Rs.2,042.50 crore, long-term loans
Rs.8673.44 crore and share application money Rs.197.84 crore) as on 31
March 2002. 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 2003 and 31 March 2002 are
indicated below in the pie charts:

Investment as on 31 March 2003 (Rs.12178.55 crore)
(Rupees in crore)

1788.87
7299  (14.69)

875.13
(7.19)

1131.13

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

O Agriculture,Engineering and Electronics
H Others

(Figures in brackets indicate percentage)

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

® Rs.58 crore not allotted by ‘Neelachal Ispat Nigam Limited’ (S1.No.A.5 of Annexure-1) to
MMTC since 1999 in violation of Government of India, Department of Company Affairs
guidelines dated 24 March 1964.
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Investment as on 31 March 2002 (Rs.10913.78 crore)
(Rupees in crore)

86.73 1350.34
(12.37)

907.50
(8.32)

994.55

7574.66
(8.12) (69.40)
O Power
EIndustries
OFinancing
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 2002 and March 2003 was as follows:

(Rupees in crore)

Year No. of Equity Share Loans Total
companies application
money
2001-02 33 1,816.35 197.84 7,942.30% 9,956.49
2002-03 33 2,133.00 58.00 9,056.78 11,247.78

There was increase in investment during the year mainly due to increase in
equity and long-term loan in Power (GRIDCO”-Rs.484.94 crore)
Miscellaneous (ORHDC>-Rs.152.07 crore) and Industry (NINL*-Rs.136.59
crore) sectors,.

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

As on 31 March 2003, the total investment in working Government companies
comprised 19.48 per cent of equity capital and 80.52 per cent of loans as
compared to 20.23 per cent and 79.77 per cent respectively as on 31 March
2002.

“Based on information furnished by GRIDCO the amount of loans as on 2001-02 was taken
as Rs.443.73 crore instead of Rs.4250.47 crore for which the total loans for the year 2001-02
was shown less by Rs.3806.74 crore

* Grid Corporation of Orissa Limited

? Orissa Rural Housing and Development Corporation Limited

* Neelachal Ispat Nigam Limited
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Working Statutory corporations

1.5  The total investment in three working Statutory corporations at the end
of March 2002 and March 2003 was as follows:
(Rupees in crore)

Name of corporation 2001-02 2002-03 (Provisional)
Capital Loans Capital Loans
Orissa State Road Transport Corporation” 136.41 71.12 136.41 54.26
Orissa State Financial Corporation 87.57 653.57 87.57 626.68
Orissa State Warehousing Corporation 3.60 -- 3.60 22.25
Total 227.58 724.69 227.58 703.19

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 2003, the total investment in working Statutory corporations
comprised 24.45 per cent of equity capital and 75.55 per cent of loans as
compared to 23.90 per cent and 76.10 per cent respectively as on 31 March
2002.

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

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

The budgetary outgo (in the form of equity capital and loans) and
grants/subsidies from the State Government to ten working Government
companies and three working Statutory corporations for the three years up to
31 March 2003 are given below:

(Amount-Rupees in crore)

2000-01 2001-02 2002-03
Companies Corporations Companies Corporations Companies Corporations
Amount | No. | Amount | No. | Amount | No. | Amount | No. | Amount | No. | Amount

Equity capital 6 6.06 1 0.20 1 10.00 -- -- 4 22.77 - -
outgo from
budget
Loans  given 4 14.70 - - - - 1 0.81 2 | 438.00 1 0.25
from budget
Grant 2 1.83 -- -- 1 0.20 -- -- 3 34.05 1 6.00
Subsidy
towards
(i) Projects/ 3 71.46 1 1.75 - - - - - - - -
programmes/
Schemes
(ii) Other - - 1 1.60 3 55.98 2 1.80 3 88.38 2 2.00
subsidy
(iii) Total 3 71.46 2 3.35 3 55.98 2 1.80 3 88.38 2 2.00

* Figures for 2001-02 are provisional




Chapter I, Overview of Government companies and Statutory corporations

2000-01 2001-02 2002-03

Companies Corporations Companies Corporations Companies Corporations

No. Amount | No. | Amount | No. | Amount | No. | Amount | No. | Amount | No. | Amount

Total outgo

* *

10* 94.05 3% 3.55 3 66.18 2% 2.61 10 583.20 3% 8.25

In the last three years, the Government guarantee issued on loans to working
PSUs has increased from Rs.209.06 crore in 2000-01 to Rs.423.45 crore in
2001-02 and further increased to Rs.816.89 crore in 2002-03. There was one
case of conversion of loans into equity for Rs.400.00 crore (GRIDCO) and no
case of waiver of dues in 2002-03.

During the year 2002-03, the Government had guaranteed loans aggregating
Rs.816.89 crore obtained by five working Government companies. At the end
of the year, guarantees of Rs.4,392.83 crore against nine working Government
companies (Rs.4,004.51 crore), two Statutory corporations (Rs.386.87 crore)
and one non-working Government company (Rs.1.45 crore) were outstanding.
The guarantee commission paid or payable to Government by 10 Government
companies and by two Statutory corporations during 2002-03 was Rs.27.72
crore and Rs.3.58 crore respectively.

Finalisation of accounts by working PSUs

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

However, as noticed from Annexure-2, only five working Government
companies (APICOL, NINL, IDCOL Software Limited, OPGC and OHPC)5
have finalised their accounts for the year 2002-03 between October 2002 to
September 2003. None of the Statutory corporations finalised the accounts for
the year 2002-03 during the above period. During this period, 27 working
Government companies finalised 41 accounts for previous years and one
working Government company subsequently privatised has finalised their
previous year accounts (Central Electricity Supply Company Limited).
Similarly, during this period, three Statutory corporations finalised four
accounts for previous years.

" Actual number of companies/corporations which received equity/loan/grants/subsidy from
State Government during the respective years.
5 Serial Nos.A-4, 5,9, 17 and 18 of Annexure-2.
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The accounts of 28 working Government companies and three Statutory
corporations were in arrears for periods ranging from one year to seven years
as on 30 September 2003 as detailed below:

SI. | Number of working Year for which Number of | Reference to Sl. No. of
No. | companies/corporations accounts are in years for Annexure-2
Government Statutory arrears which Government Statutory
companies | corporations :::o;nts companies corporations
arrears

1. 1 1 1996-97 to 2002-03 7 A-1 B-1

2. 2 -- 1997-98 to 2002-03 6 A-1421 --

3. 4 -- 1998-99 to 2002-03 5 A-7,8,26,33 --

4. 4 -- 1999-00 to 2002-03 4 A-10,16,24,25 --

5. 5 -- 2000-01 to 2002-03 3 A-2,3,13,27,28 --

6. 5 -- 2001-02 and 2002-03 2 A-11,12,19,23, --
29

7. 7 2 2002-03 1 A-,6,15, B-2,3
20,22,30,
31,32

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

Financial position and working results of working PSUs

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

According to the latest finalised accounts of 33 working Government
companies and three working Statutory corporations, 14 companies and one
corporation had incurred an aggregate loss of Rs.247.56 crore and Rs.138.74
crore respectively; 12 companies and two corporations had earned an
aggregate profit of Rs.251.46 crore and Rs.5.42 crore respectively; one
company (SL.No.A-5 of Annexure-2) had not prepared profit and loss
account; two companies (S1.Nos.A-4 and 14) have “no profit no loss” for the
year, in case of two companies (S1.Nos. A-30 and 31), the assets and liabilities
have been transferred from their holding company (SI.No.A-22) on 1 April
2002 and they have not finalised their accounts for the year 2002-03 and two
companies (SI.No.A-32 and 33) have not finalised their first accounts
(September 2003).
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Working Government companies

Profit earning working companies and dividend

1.9 Out of the five working Government companies which finalised their
accounts for 2002-03 by 30 September 2003, one company (S1.No.A-5) has
not prepared profit and loss account, one company (SI.No.A-4) is on “no profit
no loss” basis, two companies (S1.No.A-9 and A-17) earned profit of Rs.0.06
crore and Rs.198.64 crore respectively and one company (SI1.No.A-18)
incurred loss of Rs.41.80 crore.

Similarly out of 27 working Government companies which finalised their
accounts for previous years by 30 September 2003, ten companies earned an
aggregate profit of Rs.52.76 crore out of which six companies earned profit for
two or more successive years.

The State Government had accepted (August 1996) the recommendation of the
10" Finance Commission that the State must adopt a modest rate of return on
the investments made in commercial, commercial and promotional and
promotional public enterprises at the rate of six per cent, four per cent and one
per cent respectively, as dividend on equity. Out of the 12 profit earning
companies, which finalised their accounts by 30 September 2003, only one
company i.e., Orissa Power Generation Corporation Limited declared dividend
of Rs.147.06 crore for the year 2002-03.

Loss incurring working Government companies

1.10 Of the 14 loss incurring working Government companies, seven
companies had accumulated losses aggregating to Rs.1,353.33 crore, which
exceeded their aggregate paid-up capital of Rs.508.33 crore. Despite poor
performance and complete erosion of paid-up capital, the State Government
had provided financial support to one (Grid Corporation of Orissa Limited) of
these seven companies, by way of ‘conversion of loan into equity’ to the
extent of Rs.400.00 crore during 2002-03.

Working Statutory corporations

Profit earning Statutory corporations and dividend

1.11  None of the three Statutory corporations have finalised their accounts
for the year 2002-03. Out of three working Statutory corporations, which
finalised their accounts for previous years by 30 September 2003, two®
corporations earned an aggregate profit of Rs.5.42 crore of which only one
corporation (OSWC) earned profit successively for two or more years and
declared dividend of Rs.28.40 lakh for the year 2001-02.

$ Orissa State Financial Corporation and Orissa State Warehousing Corporation.
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Loss incurring Statutory corporations

1.12  The only loss incurring Statutory corporation, viz. Orissa State Road
Transport Corporation had accumulated loss of Rs.166.83 crore which
exceeded its paid-up capital of Rs.115.88 crore.

Operational performance of working Statutory corporations

1.13  The operational performance of the working Statutory corporations is
given in Annexure-6. In case of Orissa State Road Transport Corporation,
loss per kilometer has considerably reduced from 277 paise (2000-01) to 66
paise (2001-02) and profit of 14 paise per kilometer (2002-03) was registered
mainly on account of reduction in average operating expenditure per kilometer
by 133 paise during 2000-2003. In respect of Orissa State Warehousing
Corporation, though average revenue per tonne per year (rupees) increased
steadily (from Rs.50.11 to Rs.53.28) during the last three years i.e., 2000-
2003, profit per tonne reduced sharply from Rs.12.84 in 2001-02 to Rs.3.78
during 2002-03 due to considerable increase in expenditure per tonne.

Return on capital employed

1.14 The details of capital employed and total return on capital employed in
case of working Government companies and Statutory corporations are given
in Annexure-2. As per the latest finalised accounts of 33 working companies
(up to 30 September 2003), the capital employed® worked out to Rs.6184.22
crore and total return’ thereon amounted to Rs.275.57 crore which is 4.46 per
cent as compared to total return of (-) Rs.204.70 crore in the previous year
(accounts finalised up to September 2002). Similarly, the capital employed
and total return thereon in case of working Statutory corporations as per the
latest finalised accounts (up to 30 September 2003) worked out to Rs.704.12
crore and (-)Rs.72.19 crore respectively against the total return of Rs.48.80
crore (7.17 per cent) in the previous year (accounts finalised up to September
2002).

Reforms in Power Sector

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

1.15 In pursuance to Chief Minister’s 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

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

7 For calculating total return on capital employed, interest on borrowed funds is added to net
profit/subtracted from the loss, as disclosed in the profit and loss account.
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implementation of reforms programme in power sector with identified

milestones.

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

SI. | Commitment as per | Targeted Status (as on Remarks
No. | MOU completion | 31 March
Schedule 2003)
Commitments made
by the State
Government

1. 100 per cent March 81 per cent No work taken up in 2001-02 and
electrification of all 2007 2002-03. Out of Rs.51.04 crore
villages released by Government of India as

of March 2003, Rs.8.52 crore was
released to privatised distribution
companies and Rs.42.52 crore kept
in Deposit Account by Finance
Department.

2. Transmission and June 2006 Transmission --
distribution losses and
will not exceed 34 Distribution
per cent, which have losses during
to be brought down 2002-03 were
to 20 per cent. more than 44

per cent.

3. 100 per cent metering | December | 20 per cent The progress of metering is not
of all distribution 2002 satisfactory. The actual distribution
feeders loss was not measured to identify

loss prone areas.

4. 100 per cent metering | December | 61 per cent -do-
of all consumers 2002

5. Agreement for July 2002 Yet to be -
securitising the executed
outstanding dues of
CPSUs

6. State Electricity
Regulatory
Commission (SERC)

i)  Establishment April 1996 | Set up in June -
of OERC 1996
ii) Implementation | Annually Implemented -
of tariff orders issued
by OERC during the
year
General
7. Monitoring of MOU | Half yearly | Not done -

State Electricity Regulatory Commission

1.16  Orissa Electricity Regulatory Commission (Commission) was formed
on 12 June 1996 under the Orissa Electricity Reforms Act, 1995 (Act) with the
object of regulation of electricity tariff, advising in matters relating to
electricity generation, transmission and distribution in the State and issue of
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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 19(3) of the
CAG’s (Duties, Power and Conditions of Service), Act, 1971.

Non-working Public Sector Undertakings (PSUs)

Investment in non-working Government companies

1.17 During the year 2002-03, one working Government company Vviz.
Orissa Timber and Engineering Works Limited became non-working company
as it was closed since July 2002. As on 31 March 2003, the total investment in
34 non-working Government companies was Rs.216.86 crore (equity Rs.40.48
crore, long-term loans Rs.152.42 crore and share application money Rs.23.96
crore) as against the total investment of Rs.151.91 crore (equity Rs.51.73
crore, long-term loans Rs.76.22 crore and share application money Rs.23.96
crore) in 35 non-working Government companies as on 31 March 2002.

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
6) Defunct® 15 24.58 125.65
(ii) Closed” 7 12.47 8.41
(i11) Under liquidation® 12 27.39 18.36
Total 34 64.44 152.42

* Companies at S1 Nos.C-1 to 3,9,10,15,18,19,20,22,23,24,26,27,32 of Annexure-2
b Companies at S1 Nos.C-8,11,17,25,31,33,34 of Annexure-2
¢ Companies at S1 Nos.C-4,5,6,7,12,13,14,16,21,28,29,30 of Annexure-2
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Sector wise investment in non-working Government companies

1.18 The investment (equity and long-term loans) in various sectors and
percentage thereof at the end of 31 March 2003 and 2002 are indicated below
in the pie charts:

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

60.14
(fg-gg) (27.73)

134.20

(61.89)

O Textile, Handloom and Handicrafts
EIndustries, Engineering and

Electronics
OOthers

(Figures in brackets indicate percentage)

Investment as on 31 March 2002 (Rs.151.91 crore)
(Rupees in crore)

36.51
61.72 (24.03)
(40.63)
53.68
(35.34)

O Textiles , Handloom and Handicrafts
B Industries,Engineering and

Electronics
Others

(Figures in brackets indicate percentage)
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Budgetary outgo, grants/subsidies, guarantees issued, waiver of dues and
conversion of loans in to equity of non working PSUs

1.19 During the year 2002-03, State Government released Rs.9.28 crore
loan to IDCOL Piping and Engineering Works Limited towards one time
settlement (OTS). In one case (ABS Spinning Mills Limited), loans of Rs.1.10
crore was waived under OTS in 2002-03.

Total establishment expenditure of non-working PSUs

1.20 The year-wise details of total establishment expenditure of non-
working PSUs and the sources of financing them during last three years up to
2002-03 are given below:

(Rupees in crore)

Year Number Total Financed by
f P establishment
G0 5 Disposal of Government by way of | Others
expenditure | .
investment/assets
Loans Grants

Government companies
2000-01 5 4.14 -- 0.13 3.58 0.43
2001-02 4 0.19 0.11 -- 0.04 0.04
2002-03 3¢ 0.14 -- -- 0.11 0.03
-- 4.47 0.11 0.13 3.73 0.50

Finalisation of accounts by non-working PSUs

1.21 The accounts of 32 non-working companies were in arrears for periods
ranging from one year to 37 years as could be noticed from Annexure-2.
During the period October 2002 to September 2003, two non-working
Government companies { ORICHEM Limited (C-1 of Annexure) and Kalinga
Steels India Limited (C-3 of Annexure)} have finalised their two years
accounts up to 2002-03. During the period from October 2002 to September
2003, four non-working Government companies (S1.Nos.C-10,18,24 and 25 of
Annexure) finalised four accounts for previous years and one non-working
Government company (Orissa Pump and Engineering Company Limited)
subsequently privatised have finalised its accounts for 1993-94.

With a view to reduce the arrears in finalisation of accounts by non-working
Government companies, a meeting was held with the Commissioner-cum
Secretary, Department of Public Enterprise on 28 April 2003 to discuss the
possibility of striking off the names of the non-working Government
companies from the register of Registrar of Companies (ROC), under the
Simplified Exit Scheme-2003 of Ministry of Finance and Company Affairs,
Government of India. The Minister for Industries and Public Enterprise, Orissa
has also taken up the matter with the Minister of Finance and Company
Affairs, Government of India to strike off the names of such companies.

“ Out of 34 non-working Government companies, only 11 companies furnished the
information, out of which establishment expenditure in case of eight companies were ‘Nil’.

12




Chapter I, Overview of Government companies and Statutory corporations

Financial position and working results of non-working PSUs

1.22 The summarised financial results of non-working Government
companies as per latest finalised accounts are given in Annexure-2. Out of the
total 34 non working companies, information regarding net worth, cash loss
and accumulated loss in respect of 15° companies was not available. The net
worth of remaining 19 non working companies against their paid up capital of
Rs.46.55 crore was (-)Rs.109.82 crore. These companies suffered cash loss of
Rs.57.10 crore and their accumulated loss worked out to Rs.335.63 crore.

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

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

SL Name of Statutory Years up to Years for which SARs not placed in Legislature
No. corporation which SARs
placed in
Legislature
Year of SAR | Date of issue to Reasons for delay
the Government | in placement in the
Legislature.

1 Orissa State 2000-01 2001-02 21 August 2003. | Adopted in AGM
Warehousing held on 8 September
Corporation (OSWC) 2003

2 Orissa  State  Road | 1994-95 1995-96 10 September --

Transport Corporation 2003
(OSRTC)
3 Orissa State Financial | SARs up to 2001-02 had been issued to the State Government. SARs had

Corporation (OSFC) neither been included in the Annual Reports nor independently placed in the
Orissa Legislative Assembly. This constituted a violation of Section 37(7) of
the State Financial Corporation Act, 1951. However, in the meetings of the
Committee on Papers Laid on the Table held on 14 August 2003, Management
committed to place the SARs up to 1998-99 before the Orissa Legislative

Assembly by November 2003.

Disinvestment, Privatisation and Restructuring of Public Sector
Undertakings

Restructuring Programme of Government of Orissa

1.24  As per the records of discussion held (15 April 1999) between the
Ministry of Finance, Government of India and the Government of Orissa for a
fiscal reform programme, the Government of Orissa was to take up a time

¥ Twelve companies (at S1.Nos.C-4,5,6,7,9,12,13,19,26,27,28, and 29 of Annexure-2) are
defunct/closed since long and their accounts are not available and three companies (at
SI.Nos.C-11,17 and 33 of Annexure-2) had not finalised their first accounts.
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bound reform programme for disinvestment and restructuring of certain State

level Public Sector Enterprises.

The decision of the Cabinet sub-committee and present status of the

companies (September 2003) is given below:

Name of the | Action to be taken Date by which | Present status
enterprise action to be

completed
IDCOL Disinvestment through | October 1999 | Incorporated as a separate Company
Rolling Mill | privatisation named “IDCOL Rolling Mill Limited”
(Unit of on 22 March 2002. Unit Trust of India
IDCOL) appointed as the advisor to undertake

the disinvestment.

IDCOL Privatise or close October 1999 | Winding up order issued by BIFR on
Piping and 29 October 1999 and the decision is
Engineering pending in the High Court.
Works
Limited

Ferro Chrome
Plant and
Kalinga Iron
Works, (Units

Partial privatisation

October 1999

Incorporated as two separate
companies named as “IDCOL Ferro
Chrome and Alloys Limited” (IFCAL)
and “IDCOL Kalinga Iron Works

of IDCOL) Limited” (IKIWL) on 26 March 1999.
An advisor has been appointed to
undertake the disinvestment of
IFCAL. In case of IKIWL, valuation
of assets is in progress.

IDCOL Revival/Closure 31 March 2000 | Privatisation process is in progress. An

Cement advisor has been appointed to

Limited undertake the disinvestment of IDCOL
share.

Orissa State | Closure March 2000 Action for privatisation has been held

Textile up as the acquisition of Bhaskar

Corporation Textile Mills (a unit of the Company)

Limited has been challenged by the erstwhile
owner and the judgment of the court is
awaited.

Orissa State Formal closure of the Not fixed. The Board of Directors of the

Road
Transport
Corporation

Corporation and
restructuring by
transfer of assets

Corporation is yet to dispose its assets.

It would be observed from the above that none of the milestones have been
achieved till date (September 2003).

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

1.25 During the period from October 2002 to September 2003, the audit of
accounts of 30 Government companies (24 working and six non-working) and
three working Statutory corporations were selected for review.

14
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The net impact of important audit observations as a result of review of the
PSUs is as follows:

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

Working Working Working Working
(i) Increase in loss 13 1 273.08 0.57
(ii) Decrease in profit 6 -- 49.89 -
(iii) Increase in profit 1 - 0.03 -
(iv) Non-disclosure - 2 - 1.22
of material facts

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

Errors and omissions noticed in case of Government companies

GRID CORPORATION OF ORISSA LIMITED (2000-01)

1.26

Understatement of loss for the year by Rs.26.70 crore due to:

non-provision of interest on bonds payable to NTPC for the period
October 2000 to March 2001 (Rs.18.57 crore).

non-provision of the differential value of power purchased from OHPC
Limited during 1999-2000 and 2000-01 as per recast Power Purchase
Agreement under the direction of OERC (Rs.5.14 crore).

accountal of guarantee fees payable to Government of Orissa on
reduced amount despite being commented during 1999-2000 (Rs.2.99
crore).

Understatement of accumulated loss by Rs.21.72 crore due to:

accountal of delayed payment surcharge against Assam State
Electricity Board on accrual basis in violation of its Significant
Accounting Policies (Rs.13.81 crore).

non-provision of the value of power purchased from OHPC Limited
(Machkund) during 1997-98 to 1999-2000 (Rs.7.91 crore).

Overstatement of accumulated loss by Rs.11.22 crore due to:

accountal of value of secondary energy drawn during 1999-2000 at
higher rate (Rs.8.30 crore).

accountal of value of power purchased from OHPC Limited during
1998-99 at higher rate (Rs.2.92 crore).

15
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ORISSA HYDRO POWER CORPORATION LIMITED (2001-02)

1.27 Overstatement of sundry debtors by Rs.2.80 crore being the surcharge
on belated payment raised against GRIDCO up to March 2001 not in
conformity with the orders of OERC and also the Company's Accounting
Policy No.5.3 on ‘Revenues Recognition’, resulted in understatement of ‘Loss
for the year’ by Rs.2.80 crore.

INDUSTRIAL PROMOTION AND INVESTMENT CORPORATION OF ORISSA
LIMITED) (2001-02)

1.28 Non-provision of interest of Rs.4.77 crore on Government loans for the
last seven years i.e. 1995-96 to 2001-02 resulted in understatement of loss for
the year by Rs.1.01 crore and prior period loss by Rs.3.76 crore.

KONARK MET COKE LIMITED (2002-03)

1.29  Profit and Loss Account: Even though the STG —1 of power plant was
commissioned and final synchronisation was done since April 2002 and the
asset has generated revenue of Rs.26.83 crore from sale of power and steam,
the company has not prepared profit and loss account.

CENVAT credit: Due to inclusion of CENVAT credit in spite of rejection
made by Commissioner of Central Excise and Customs on the ground that
power produced by the company was not an excisable commodity and not
meant for exclusive use by KMCL but substantially for sale, ‘CENVAT credit
receivable’ and ‘Deferred CENVAT credit receivable’ were overstated by
Rs.16.60 crore and Rs.3.19 lakh respectively with corresponding
understatement of Capital Work in Progress by Rs.16.63 crore.

INDUSTRIAL DEVELOPMENT CORPORATION OF ORISSA LIMITED (2001-02).

1.30  Despite the directions of the Certificate Officer (15 March 2002), non
provision of Rs.65 lakh being the outstanding dues of East Coast Breweries
and Distilleries Limited payable by the Company towards principal and
interest accrued on the sales tax equivalent excise duty draw back loans
resulted in overstatement of profit for the year by Rs.65 lakh.

Internal audit/internal control

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

o Internal Audit system was not commensurate with the size and nature
of business of Government companies.

. Audit committees were not set up by 12 companies.

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

Response to Inspection Reports, Draft Paragraphs and Reviews

1.32  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 2003 pertaining to 58 PSUs disclosed that 8,463
paragraphs relating to 1,958 Inspection Reports remained outstanding at the
end of September 2003. Of these, 427 Inspection Reports containing 2064
paragraphs had not been replied to for one to five years. Department-wise
break-up of Inspection Reports and Audit observations outstanding as on
September 2003 is given in Annexure-8.

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 23 draft paragraphs and three draft reviews forwarded to the
various departments between December 2002 and July 2003, as detailed in
Annexure-9, replies to all reviews and 13 draft paragraphs were awaited
(September 2003).The reviews are, however, finalised after discussion with
the Management and the Government in the Audit Review Committee
Meeting held on 5 July 2003.

It is recommended that (a) the Government should ensure that procedure exists
for action against the officials who failed to send replies to Inspection Reports/
draft paragraphs/ reviews 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 the audit observations is
revamped.

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

1.33  During October 2002 to September 2003, the Committee on Public
Undertakings (COPU) held 12 meetings and discussed two reviews and four
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paragraphs of the Audit Reports (Commercial) for the years 1992-2002. The
position of Audit Reports (Commercial) pending in COPU for discussion as
on 30 September 2003 is detailed below:

Pel'i"‘! of No. of reviews and No. of reviews/paragraphs No. of COPU Reports No. of ATNs outstanding
Audit paragraphs appeared in pending for discussion outstanding
Report the Audit Report
Reviews Paragraphs Reviews Paragraphs Reviews Paragraphs Reviews Paragraphs
1993-94 4 24 2 18 - 4 1 1
1994-95 3 21 1 15 1 - 1 6
1995-96 3 20 1 16 -- 1 2 3
1996-97 4 23 1 5 1 11 2 4
1997-98 1 14 1 8 - 1 - 2
1998-99 4 22 4 9 -- 2 -- 8
1999- 4 25 4 22 - 3 - -
2000
2000-01 3 22 3 18 -- 4 -- --
2001-02 3 14 3 14 - - - -
TOTAL 29 185 20 125 2 26 6 24

619-B companies

1.34 There were three companies coming under Section 619-B of the
Companies Act, 1956, of which only one was working company. Two 619-B
companies viz. Konark Met Coke Limited’ and SN Corporation Limited have
finalised their two years accounts up to 2002-03 during the period from
October 2002 to September 2003. Annexure-10 indicates the details of paid-
up capital, investment by way of equity, loans and grants and summarised
working results of these companies based on their latest available accounts.

? Shares for Rs.38.53 crore not allotted to MMTC (Rs.9.40 crore) since June 2000, NMDC
(Rs.25 crore) and Government of Orissa (Rs.4.13 crore) since March 2003 in violation of
Government of India, Department of Company Affairs guidelines dated 24 March 1964.
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2.1 REVIEW ON THE WORKING OF ORISSA FOREST
DEVELOPMENT CORPORATION LIMITED

Highlights

Orissa Forest Corporation Limited was incorporated as a wholly owned
Government company in September 1962. Consequent to the merger of
Similipahar Forest Development Corporation Limited and Orissa
Plantation Development Corporation Limited with the Company in
October 1990, the Company was renamed (November 1990) as Orissa
Forest Development Corporation Limited.

(Paragraph 2.1.1)

Cumulative loss of Rs.108.26 crore eroded the paid up capital of Rs.1.28
crore by more than 84 times as of 31 March 2003.

(Paragraph 2.1.8)

Poor marketing strategy coupled with delay in sale of kendu leaves at
lower rates resulted in loss of Rs.2.30 crore to the Company and Rs.55.24
crore to the Government.

(Paragraph 2.1.27)

Failure to implement voluntary retirement scheme effectively led to
payment of idle wages of Rs.30 crore to the surplus staff during 2001-03.

(Paragraph 2.1.37)

Non-transportation of timber and firewood by the Divisional Managers in
time resulted in loss of Rs.10.53 crore.

(Paragraph 2.1.12)

Short receipt of timber and firewood at depots resulted in loss of Rs.5.93
crore.

(Paragraph 2.1.13)

Introduction of raw material procurer system led to low production with
the resultant loss of Rs.3.76 crore to the Company.

(Paragraph 2.1.15)
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The Company could not recover Rs.2.90 crore towards shortfall in
production and lifting of bamboo due to failure to execute agreement with
raw material procurers.

(Paragraph 2.1.18)

Collection of cashew nuts far below the norms resulted in loss of potential
revenue of Rs.19.12 crore.

(Paragraph 2.1.34)
Company incurred loss of Rs.11.72 crore on works of outside agencies.

(Paragraph 2.1.35)

Introduction

2.1.1 The Orissa Forest Corporation Limited (OFC) was incorporated as a
wholly owned Government company in September 1962. Consequent to the
merger of Similipahar Forest Development Corporation Limited (SFDC) and
Orissa Plantation Development Corporation Limited (OPDC) in October 1990,
the Company was renamed Orissa Forest Development Corporation Limited
(OFDC) with effect from 14 November 1990. The Orissa Composite Board
Limited, a subsidiary company of OFC, was also merged with OFDC in April
1991.

Objectives

2.1.2 The main objectives of the Company are:

. to undertake proper and scientific exploitation of the forest resources in
the State.

o to encourage and establish industries based on forest products.

o to market the various forest products both raw and finished goods

inside and outside the State of Orissa.

. to plant, grow, cultivate, produce and raise plantation of all varieties of
forest plants, trees, grasses, bamboo, cane, medicinal plants and to buy,
sell and deal in all these kinds besides taking up breeding, apiculture,
sericulture and producing, supplying and dealing in relative products.

20



Chapter-1II, Reviews relating to Government companies

The ancillary objectives are:

° to develop scenic and beautiful places, Wildlife Sanctuaries, National
Parks and Zoological Parks with a view to encourage tourism.

. to rationalise Podu” cultivation by giving financial assistance to
Adibasis to refrain from Podu cultivation with a view to develop
€conomic crops.

. to enter into partnership or any other arrangement for joint operations
and sharing of profit.

Scope of Audit

Extent of coverage

2.1.3 The overall working of the Company (erstwhile OFC) was reviewed
and commented upon in the Report of the Comptroller and Auditor General of
India for the year 1980-81 (Commercial), Government of Orissa. The
recommendations of the Committee on Public Undertakings (COPU)
contained in their 13th Report (Ninth Assembly) were placed before the
Legislature on 31 March 1988. A few other activities of the Company were
commented upon separately in the Reports of the Comptroller and Auditor
General of India as per details given below alongwith the progress of
discussion by the COPU.

Name of the activity Year of Audit Report Position of discussion by COPU

Kendu leaf trade 1983-84 (Commercial) Passed over (May 1995)

Cashew plantation 1985-86 (Commercial) Discussed in September 1989;
" ATNs passed over

Timber operation 1988-89 (Commercial) Discussed in March 2001; ATNs
not received

Sal seed and Mohua 1992-93 (Commercial) Discussed in June 2003; Report

flower trade not yet received.

Trading on kendu leaf 1996-97 (Civil) Not discussed

The review conducted between November 2002 and March 2003 covers the
working of the Company in respect of 13 divisions (commercial-9, kendu leaf-
3 and plantation-1) out of 22 divisions for the four years ending March 2002.

% Shifting cultivation.
Action taken notes.
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Audit objective
2.1.4 The Audit objectives were:

. to review the performance of the Company with reference to its
objectives during the past five years ending March 2003.

. to examine the efficiency of the methodology adopted to carry out its
activities.
o to ascertain whether the Company effectively formulated policies and

strategies in tune with the liberalisation of economy.
Audit Review Committee for State Public Sector Enterprises (ARCPSE)

2.1.5 The draft comprehensive appraisal on the working of Orissa Forest
Development Corporation Limited was discussed by the ARCPSE in their
meeting held on 5 July 2003. The State Government was represented by
Principal Secretary, Forest and Environment Department, Government of
Orissa and the Company was represented by Chairman-cum-Managing
Director of the Company.

Organisational set up

2.1.6 The management of the Company is vested in a Board of Directors
(Board) consisting of 15 directors, four functional, including the Chairman-
cum-Managing Director (CMD) holding technical qualifications and eleven
non-functional directors. The CMD acts as the Chief Executive of the
Company assisted by a Director (Finance), a Director (Operation) and a
Director (Commercial). The Director (Commercial) is exclusively in charge of
kendu leaf (KL) operations. The Company has four zonal offices' headed by
General Managers to supervise the field operations.

Capital structure, borrowings and budget

2.1.7 The paid-up capital was Rs.1.28 crore as on 31 March 2003 as
against the authorised share capital of Rs.5 crore. The entire capital was
subscribed by the State Government. The borrowings of the Company as on
31 March 2003 were Rs.35.82 crore as against Rs.21.48 crore as on 31 March
1999. The increase in secured loans was on account of working fund
requirement for KL operation. This also increased the Company’s debt-equity
ratio to 12.25:1 in 2002-03 from 8.38:1 in 1998-99.

The Company prepares the annual budget based on the actuals of the
preceding year and the estimates of harvesting of timber, bamboo, sal seed,

! Berhampur, Bhubaneswar, Bolangir and Sambalpur
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and marketing of KL for the subsequent year. The revised estimates are
prepared in December of each year.

Audit scrutiny revealed that there was no proper link between the budget
heads and the accounting heads (both for revenue and expenditure). The head-
wise variance which is an important internal control mechanism was also not
analysed.

The management stated (May 2003) that action would be taken to interlink
budget heads with accounts heads as early as possible.

Financial position and working results

2.1.8 The Company had not finalised its accounts since accounting year
1998-99 and there has been a backlog in the finalisation of accounts. The
financial position and working results based on the audited and provisional
accounts are given in Annexure-11. As observed from the annexure, the
Company incurred losses continuously for all the five years with decrease in
sales from Rs.48.28 crore in 1998-99 to Rs.24.65 crore in 2002-03. The
accumulated losses as of 31 March 2003 were Rs.108.26 crore, which had
eroded the paid-up capital of Rs.1.28 crore by more than 84 times. Out of the
total loans and advances of Rs.60.16 crore as on 31 March 2003, Rs.35.88
crore pertained to the dues receivable from Government of Orissa.

The Company had negative net worth of Rs.105.73 crore at the end of March
2003. The main reasons for the huge losses, as analysed by Audit, were:

. high establishment expenses due to retention of surplus manpower.
. continuance of sales centres outside the State.
. decrease in value of sales due to delay in disposal of perishable goods

like bamboo, sal seed and kendu leaves.

. huge shortages of stock.

Activities of the Company

2.1.9 The present activities of the Company were confined to trading in
timber, firewood, bamboo and sal seed, maintenance of earlier plantations,
plantation works from outside agencies on commission basis and marketing of
kendu leaves (KL). The Company failed to encourage and establish industries
based on forest products which is one of its main objectives and also failed to
achieve any of its ancillary objectives during the 40 years of its existence.
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Exploitation of forest resources

The Company undertook activities of trading in timber, bamboo and sal seed.
The observations noticed on these activities are discussed in the succeeding
paragraphs.

Timber trade

2.1.10  The Forest Department delivers (with effect from November 1994)
dead, dry and wind fallen trees to the Company on payment of royalty at
varying rates. The Company transports the same to its depots after logging as
round timber and firewood. In depots, species-wise lots are made, upset prices
of the lots fixed and are sold through auction/tender. The details of trading in
timber and operating profit and losses are given in Annexure-12. It was
observed that the Company sustained losses of Rs.39.89 crore during 1997-
2002 which were attributed (August 2003) by the Company to surplus
manpower and reduction of activities. It was observed in Audit that other
factors also contributed to the losses, as discussed in detail in succeeding
paragraphs.

Target and achievement

2.1.11  The physical target (both original and revised) and achievement for
production of round timber/firewood with reference to revised estimate for the
five years ended 31 March 2002 are given in Annexure-13.

It would be observed from the annexure that the revised estimate of round
timber and firewood was between 63 and 88 per cent (except for 1997-98) and
between 54 and 85 per cent (except for 2001-02) of original estimate
respectively. The achievement against the revised estimate was between 20
and 47 per cent for timber and between 10 and 25 per cent for firewood.
Fixation of targets by the Company was, thus, not realistic.

Non-lifting of round timber and firewood

2.1.12 It was observed that due to non- transportation of timber/firewood
from the forest to depots in time by the Divisional Managers (DMs)
(Commercial) of four zones of the Company, 11,109 cum of round timber and
7,723 MT of firewood received from the Forest Department during 1997-2002
were left in the forest and declared by the Company as shortages.

Inaction of the DMs to transport the delivered stock in time resulted in loss of
Rs.2.20 crore towards payment of royalty for the above stock besides the loss
of revenue of Rs.8.33 crore at the average sales price (after netting the amount
of royalty).

The management stated (May 2003) that the lifting was less than the delivered
quantity as the materials were not available and the delivery certificates were
signed in good faith by the staff of the Company on the request of Forest
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Department employees. Action would be taken against the employees
responsible for taking short delivery.

The reply is not tenable as issuance of delivery certificates without physical
inspection of delivered quantity was a serious system lapse. The Company,
although sustaining huge losses every year on short/non-receipt of timber, had
not formulated any mechanism to analyse the causes of shortages or to
minimise shortages.

Short receipt, shortages and unsaleable stock at depots

2.1.13  The Company transports the timber and firewood received from
forest to its depots for sale. It was observed that depots were showing less
receipts on many occasions and excess receipts on a few. The reasons for such
variation were not on record. During 1997-2002, the net short receipt at the
depots was 5,763 cum of timber valued at Rs.5.04 crore and 8,111 MT of
firewood valued at Rs.89.50 lakh.

Further, timber despatched from forest to depots is entered in depot stock
registers maintained at the depot level. Physical verification of stock is
conducted annually by the officers nominated by the Company.

Scrutiny of physical verification reports during 1997-2002 revealed shortages
of 2,031 cum of round timber and 15,839 MT of firewood valued at Rs.3.41
crore (average sale value). As of March 2002, total of such shortages was
6,287 cum of round timber, 2,155 cum of sawn sizes and 36,084 MT of
firewood valued at Rs.11.47 crore. Besides, 897 MT of firewood valued at
Rs.12.09 lakh were declared unsaleable during 1997-2002. The total of such
unsaleble stocks as of 31 March 2002 was 5,608 cum of round timber, 318
cum of sawn timber, 2,818 MT of firewood valued at Rs.5.75 crore. The
Company had not made any analysis of the shortages.

The Company had not yet initiated action to investigate the reasons for such
huge shortages and unsaleable stock. Failure to take such action defeats the
purpose of the physical verifications.

The management confirmed the figures and stated (May 2003) that they were
very serious about follow up action on such losses.

Bamboo trade

2.1.14 The erstwhile OFC was appointed the agent of the State
Government for extraction of and trade in bamboo of all species with effect
from 1 October 1988. The State Government constituted (September 1988) an
Empowered Committee (EC) for disposal of industrial and commercial
bamboo. The EC decides the target of production, allotment and fixation of
royalty and ceiling for works expenditure. The stocks are allotted to different
paper mills on equitable basis based on the approximate production of bamboo
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for the year, the installed capacity of the paper mill and the quantity produced
by the mills during the past years.

In September 1993, the State Government appointed the paper mills” in Orissa
as raw material procurers (RMP) to work as labour contractors of the
Company with the objective of increasing the production of bamboo,
providing more raw materials to the industries in the State and earning more
revenue and royalty for Government. The RMPs were to harvest bamboo from
the coupes and transport the same to the Company’s depots. The quantity to be
harvested and allotment of bamboo to paper mills were to be decided by EC.
Field staff of the Company assigned to the concerned coupes were to work
with the RMPs. The divisional staff of the Company were responsible for
monitoring field operation , upkeeping depot work and delivering stock to
paper mills. The RMPs were to bear forest expenses and the Company was to
bear depot expenses. The Company did not execute agreements with the
RMPs either for harvesting or for lifting of allotted quantities even though the
RMP system started in 1993 and ended in 2000. As per direction of EC (April
2002), the Company intimated (May 2002) the RMPs that a committee
comprising Principal Secretaries of Forest, Industry, Law and Finance
departments and the Principal Chief Conservator of Forest would decide the
claims and counter claims of the RMPs and the Company. The RMPs did not
agree to the proposal and proposed (May 2002) to appoint their own arbitrator.
The matter is still pending (October 2003).

In addition to the working of the RMPs, the Company also continued
harvesting of bamboo upto 2000 crop year and stopped thereafter. Due to non-
execution of agreements with the RMPs, the agreed quantities were not lifted
by the RMPs and the stocks were piling up every year. The accumulated stock
of bamboo stood at 26,360 sale units (SU) (including RMPs’ production of
5,561 SU) valued at Rs.3.47 crore as of 30 June 2003.

The details of trading of bamboo and operating profit and loss are given in
Annexure-14 from which it would be observed that the Company earned
profit of Rs.4.99 crore during 1997-98 and incurred losses of Rs.13.53 crore
thereafter till 2001-02. The losses were attributed by the Company to surplus
manpower and reduction of activities. It was, however, observed in audit that
the losses were incurred also due to low achievement of production target,
shortages at forest, depots and in transit, delay/non-disposal of stocks, as
discussed below:

Poor achievement of target

2.1.15  Neither the Company nor the RMPs achieved the target in any of the
years during the period of review except BILT (Sewa) in 1999-2000. The
percentage of production to target of the Company which was 76 in 1997-98
reduced to 28 in 1999-2000.

" Ballarpur Industries Limited, Orient Paper Mills Limited, Brajarajnagar and Straw Products
Limited, Rayagada.
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While comparing the annual average of 2,40,358 Sale Units (SU) for five
years ending 1992-93, (i.e. before introduction of RMP system) the actual
production for three years ended 1999-2000 was 4,41,229 SU registering a
shortfall of 2,79,845 SU. This correspondingly resulted in loss of Rs.19.34
crore to Government towards royalty and silviculture expenses and Rs.3.76
crore to the Company towards commission and establishment expenditure.

The management stated (January 2003) that the EC had not taken proper care
in fixing the target both for the Company and RMPs. In 1997-98, the
Government undertook the potentiality survey on bamboo under the
chairmanship of Divisional Forest Officer (DFO) concerned and the same was
yet to be completed (August 2003). The target for 1997-98 to 1999-2000 fixed
by the Empowered Committee (EC) was prior to the potentiality survey of the
Government and the shortfall in achievement was due to less potentiality in
normal areas and stoppage of extraction from sanctuary areas.

The reply is not tenable as the targets were fixed by the EC considering the
targets proposed by the Company. The Company proposed the targets
assessing the potentiality furnished by its divisions. Non-achievement of
targets has, thus, defeated the primary objective of introduction of the RMP
system.

Shortage of bamboo at forest, in transit and at depot

2.1.16 Shortage of stock at forest, in transit and at depot resulted in loss to
the Government in the form of royalty and silvicultural expenses and loss to
the Company in the form of non-realisation of forest expenses, establishment
expenses, commission, transport expenses and depot expenses.

The loss of Rs.42.10 lakh and Rs.44.80 lakh to the Government and the
Company respectively for the period from 1993-94 to 1999-2000 on account
of shortages was yet to be investigated (August 2003). Besides, the loss of
Rs.75.66 lakh and Rs.16.71 lakh to the Government and the Company
respectively for RMP working during 1993-94 to 1999-2000 was not claimed
against the respective RMPs till date (February 2003). Since there was no
formal agreement with the RMPs, the prospect of realisation of Rs.92.37 lakh
from RMPs is bleak.

Management stated (January 2003) that the Company had so far recovered an
amount of Rs.4.08 lakh towards shortage from the concerned staff and due to
pending disciplinary proceedings/legal cases, the assessment of recoverable
shortage was not yet complete.

The reply is not tenable because the recoveries effected were meagre in
comparison to the losses incurred.

Delay in tender sale

2.1.17 In pursuance of the decision of Empowered Committee in
September 1999 for the disposal of 24,100 SU of unsold bamboo produced
during the crop years 1991-92 to 1998-99, the Company invited national
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tenders (seven times) during 18 March 2000 to 20 January 2003. The
Company could dispose of only 22,880 SU on three occasions (27 May 2002:
7,206 SU, 25 October 2002: 7,244 SU and 20 January 2003: 8,430 SU). It was
observed that the actual sales realisation was only Rs.86.08 lakh as against the
sale value of Rs.3.44 crore. The Company, thus, sustained a loss of Rs.2.58
crore due to delay in disposal.

The loss could have been reduced by Rs.59.96 lakh if the Company had
disposed of the stocks in October 2000 as discussed below:

Four offers were received for 9,953 SU to 13,528 SU in response to the tender
invited on 30 October 2000 for disposal of 23,729 SU. Bidders were called
(November 2000) for negotiation as the price offered was considered very low
in comparison to sale price of 1999-2000. As the highest bidder insisted on
purchasing the stocks produced on or after 1997-98, the offer (Rs.975 per SU)
was rejected. On negotiation, one of the bidders {(Durga Trading Co., Kolkata
(Firm D)} agreed to purchase 15,201 SU @ Rs.806 per SU. The matter was
referred (October 2000) to EC who in turn directed (January 2001) the
Industries Department to decide the sale. The Government decided (January
2001) to sell 15,201 SU of bamboo to BILT (Sewa) (firm B) @ Rs.950 per
SU. Firm B (not participated in the tender) lifted only 1,500 SU against the
ordered quantity of 15,201 SU. Since the Company did not execute any
agreement with firm B, no action could be taken against firm B for short-
lifting.

The Company realised Rs.62.56 lakh? on sale instead of Rs.1.23 crore being
the value of sales of 15,201 SU @ Rs.806 per SU which resulted in non-
realisation of Rs.59.96 lakh.

Management stated (May 2003) that “all the forest produce handled by the
Company is primarily the property of the State Government, therefore, the
Company does not have a free hand to take decision especially when a high
amount is involved”.

The contention of the Company is not correct as the Chairman-cum-Managing
Director of the Company was also a member of EC.

Non-realisation of penalty from the RMPs

2.1.18  Considering the loss of revenue to the Government due to shortfall
in harvesting and lifting the fallen quantity to depots within the stipulated
time, the EC decided (26 October 1995) to impose penalty on the RMPs at the
rate of Rs.100 per SU on the shortfall in harvesting of the targeted quantity
and also shortfall in lifting the fallen quantity to depots. The EC reiterated this
decision in their meeting dated 30 January 1997.

2 May 2002 (7,206 SU @ Rs.500 per SU), October 2002 (7,244 SU @ Rs.100 to Rs.415 per SU) and
January 2003 (752 SU @ Rs.125 to Rs.375 per SU)
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Scrutiny of workings of RMPs” for the crop years 1995-96 to 1999-2000
revealed that neither the production target was achieved nor the fallen quantity
was brought to the depot within the crop year. During the above period, there
was shortfall of 1,75,457 SU in production as well as 1,14,888 SU in lifting of
the fallen quantity. The Company demanded (April 1999) penalty for Rs.1.83
crore on 1,83,051 SU being the shortfall in production and lifting during the
crop years 1995-96 to 1997-98 which was yet to be realised (June 2003). After
being pointed out by Audit (December 2002), the Company demanded
(January 2003) a further penalty of Rs.1.07 crore on shortfall of 1,07,294 SU
for the years 1998-99 to 1999-2000. Since the Company had not executed
agreement with the RMPs, the possibility of recovery of Rs.2.90 crore seems
remote.

The management stated (January 2003) that the Government had decided
(October 2002) to finalise the issues through arbitration committee.

The reply is not tenable as the arbitration committee has not been appointed
even after a lapse of 10 months.

Sal seed trade

2.1.19  Collection of sal seed from primary collectors (forest dwellers) was
nationalised in December 1982 for mobilisation of resources of the
Government and also to ensure an assured off take and payment of reasonable
price to the primary collectors. The Company was appointed (December 1982)
as an agent for procurement and sale of sal seeds. The targeted quantity of
collection, the procurement rate and the admissible working cost including
agency commission was being fixed by Government at the commencement of
each crop year. The Government decided (May 1995) to appoint the private
solvent extraction plants for collection of sal seeds in some areas of the State
as RMPs.

Target and achievement

2.1.20 A comparison of the target for collection vis-a-vis the actuals for the
last four years up to 2001-02 (except 1999-2000 when there was no
operation), revealed that the percentage of collection to target ranged between
7.06 and 49.54. The shortfall in collection was attributed (February 2003) by
the Company to fixation of target on the higher side, non-payment of dues of
primary collectors by the RMPs, poor potentiality in flowering and natural
calamities like rain and heavy wind during flowering and collection. The reply
is not tenable since the Company did not submit its proposals in time for
fixation of targets by Government. Further, it was the responsibility of the
Company to ensure payment to primary collectors by the RMPs.

¥ JK Corporation, BILT(S), BILT(C), OP Mills
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Performance of RMPs

2.1.21  Agreements were executed each year wherein the RMPs were
required to work under the supervision of the Company. Four RMPs were
engaged up to 2000 crop year. Audit scrutiny revealed the following:

° The number of RMPs declined from four in 1996 to one in 2000. The
target was reduced accordingly from 30,690 MT in 1996 to 6,250 MT
in 2000. Thus, the purpose of introduction of RMP system to create
employment opportunities, benefit to the primary collectors and
generation of additional revenue to State was defeated.

° The RMPs removed the entire stock for the crop years 1996 to 1998
without paying the full amount. As a result, Rs.26.81 lakh remained
outstanding against RMPs. The RMPs could have been compelled to
lift the entire stock on full payment if the Company had restricted the
removal of sal seeds to the amount received. The Company suffered a
loss of Rs.22.65 lakh towards interest (at the rate of 12 per cent per
annum) up to August 2003 due to blocking of funds.

Management stated (May 2003) that the Government would be moved to
realise the interest. The reply is not tenable as no action for recovery of the
dues has been taken since 1998.

Sales

2.1.22  During the last two years ended 31 March 2002, the Company
sustained a cash loss of Rs.31.37 lakh in sal seed trade. In addition, there was
loss of revenue to the extent of Rs.86.45 lakh due to delay in disposal of the
stock.

Sale of 2000 crop

2.1.23 A tender was invited (19 August 2000) for disposal of the collection
of 2000 crop (595.639 MT) and only one offer from MP Oil Extraction
Limited (MOE), Raipur was received (19 August 2000) at varying rates of
Rs.3,625 to Rs.3,850 per MT for stocks at different divisions with the
condition that the stocks would be processed at its factory located at Raipur.
The validity of the offer was up to 18 September 2000. Meanwhile, on 18
September 2000, Government waived the restriction on sale of sal seed to
outside the State in response to the Company’s request made earlier. While the
Company was aware (8 September 2000) of the possible waiver, the Company
did not get the validity extended, instead it decided (19 September 2000) to
invite fresh tenders.

Subsequently, though the Company invited tenders afresh on eight occasions
between October 2000 and January 2002, the sale could not materialise as the
response was poor. In response to the tender floated on 30 January 2002, five
offers were received. After negotiation with Bhanjaprava Super Bazaar (firm
B), Bhubaneswar, one of the bidders, the rate of Rs.755 per MT was agreed
for 567.295 MT lying with five divisions. On negotiation with Vidharbha
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Refineries (firm V), Mumbai, another bidder, rates for 28.344 MT lying with
other two divisions was fixed at Rs.735 per MT. Both parties were issued
work orders on 26 February 2002. Firm B deposited (4 April 2002) the full
sale value of Rs.4.45 lakh and the stock was lifted by April 2002. However,
firm V neither executed the agreement nor lifted the stock. CMD instructed
(24 April 2002) concerned Divisional Mangers to destroy the stock to avoid
further expenditure on its storage as the sale value at offered rate was less than
earnest money deposit (Rs.25,000) by firm V with the Company at the time of
the bid.

Non-acceptance of the rates offered (19 August 2000) by MOE even after
knowing the approval of the State Government for sales to outside states and
going for fresh tenders till January 2002 resulted in loss of Rs.18.65 lakh
(including Sales Tax) on disposal of 595.639 MT of sal seeds.

The management stated (May 2003) that the State Government should have
given the permission to the Company when the same was granted to another
agency viz. Tribal Development Co-operative Corporation (TDCC). The loss
has been caused due to State Government’s discriminatory treatment towards
OFDC.

The reply is not tenable as the Company should have moved Government well
in advance for obtaining the waiver of the restriction of outside state sales like
TDCC who applied for the permission in June 2000 and got the same on 14
August 2000.

Sale of 2001 crop

2.1.24  In response to tender notice (10 May 2001) for disposal of sal seed
of 2001 crop, four offers were received and the highest offer of Rs.3,700 per
MT of Hanuman Minor Oil Limited, (HMO), Raipur was accepted by the
Company for sale of 8,000 MT. Agreement with HMO was entered into on 15
May 2001 which was later transferred in the name of Hanuman Vitamin Foods
Limited (HVF), Mumbai as both the firms had same ownership and Board of
Directors.

As per clause 7 of the agreement, HVF was to pay three monthly instalments
of Rs.98.67 lakh each. HVF paid the first instalment within the due date, the
second instalment after a delay ranging from 26 to 44 days and did not pay the
third instalment due on 30 July 2001 on the ground that the stocks were not
available at “all weather truckable points” in accordance with clause 4 of the
agreement. The Company instead of making the stock available at truckable
points, issued (September 2001) show cause notice for non-payment of the
instalment and rescinded (4 October 2001) the agreement by forfeiting the
security deposit of Rs.29.60 lakh. HVF had lifted 5,263 MT out of total
collection of 7,162 MT. HVF filed (3 October 2001) an arbitration petition
against the Company to keep in abeyance any tender for resale. The arbitrator
ordered (10 October 2001) the Company to make available the stock at
truckable points and HVF to pay the outstanding dues on or before 20 October
2001 and lift the stock by 31 October 2001 failing which the Company would
be free to dispose of the stock to any other party. Since HVF did not pay the
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amount within the stipulated period, the Company invited (19 November
2001) fresh tenders for disposal of 1,865 MT (excluding shortage of 35 MT)
and received three offers. After negotiation (28 November 2001) with the
bidders, the Company sold (December 2001) the entire quantity of 1,865 MT
@ Rs.601 per MT.

Audit scrutiny revealed that request of HVF to make available the stock at “all
weather truckable points” was not considered by the Company. The Company
though aware of fall in market value of the sal seed, did not allow some more
time to HVF for depositing the third instalment. As a result, the Company not
only incurred loss of Rs.57.78 lakh on resale of 1,864.645 MT but also
incurred extra expenditure of Rs.10.01 lakh on watch and ward, godown rent,
insecticides, transportation and advertisement due to such injudicious decision.

The management stated (May 2003) that allegations of HVF that the stocks
were not located at all weather truckable points was incorrect.

The reply is not tenable since it was evident from the records that the
Company had incurred Rs.0.81 lakh on transportation of the said stock to
truckable point for subsequent sales.

Marketing of kendu leaves

2.1.25  The State Government appointed (1973) the Company as selling
agent under Section 10 of the Orissa Kendu Leaves (Control of Trade) Act,
1961 for disposal of KL received from the Forest Department of the State. The
processed leaves are classified in four grades from I to IV based on colour,
texture, size, shape and body conditions of the leaves. The Government and
the Company executed agreements stipulating the level of production,
schedule of delivery to/from godowns, schedule of payment of working
expenses advance, commissions and royalties payable and other related
activities at the commencement of each crop year from 1973. Except for the
agreement executed in 1973, subsequent agreements did not indicate the
quality-wise production/delivery. There was, however, no agreement from
1994 to 2001. For the crop year 2002, a formal agreement was executed. Thus,
the stipulations about levels of expected production, schedule of delivery
to/from godowns, commissions and royalties payable was not defined from
1994 onwards. During 1977 crop-year to 2000 crop-year, the delivery of
grade-IV processed leaves was between 95 and 96 per cent and there was an
increase of phal/unprocessed leaves from 0.53 lakh quintals to 1.02 lakh
quintals. The Company receives commission at the rate of five per cent of
sales price. This includes one per cent earmarked for construction of central
godown to be executed through the Forest Department. After adjustment of
working advances paid to Chief Conservator of Forest (CCF) (KL), Orissa and
deducting its sales commission and surcharge on sales tax, surplus of sale
value is to be paid by the Company to the Government directly as revenue
(which is presently deemed to be the royalty).
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Working results of kendu leaves

2.1.26  Working results of marketing of KL for the five years ending 31
March 2002 are indicated in Annexure-15 from which it would be observed
that the Company incurred losses totalling Rs.7.60 crore for the years 1997-98
to 2000-01 and earned a meagre profit of Rs.0.35 lakh in 2001-02 due to
reduction in operational expenditure. The Management neither approached
Kendu Leaf Co-ordination Committee (KLCC) to increase the delivery of
higher grade to achieve more revenue both for the State as well as for the
Company nor analysed the reasons for losses.

Audit scrutiny revealed that the Company sustained losses mainly due to (i)
sale of spill over stocks in subsequent years at lower prices, (ii) operation of
uneconomic sales centres at Kolkata and Chennai, (iii) blockage of funds in
sales through negotiation and (iv) shortage, damage and theft of stocks as
discussed in the succeeding paragraphs.

Sale of spill over stocks at lower prices

2.1.27  As per Revised Sale Policy, 1997, the main objective was to market
the entire quantity of KL produced in a year during the same year at a
maximum price. Keeping this in view, sales centres at Kolkata and Chennai
were continued even though they were incurring losses every year. In spite of
availability of sales facilities outside State, stocks were retained for more than
three years leading to sales at much lower price in subsequent years. Audit
scrutiny revealed that 2,37,970 qtls pertaining to crop years 1993 to 2001 were
sold in subsequent years between 1997-98 and 2002-03 at lower prices as
compared to the average sale price of concerned crop years. As a result, the
Company sustained loss of Rs.2.30 crore towards its commission and a loss of
potential revenue of Rs.55.24 crore to the Government.

Management stated (May 2003) that the stocks remained unsold due to
saturation of demand in the market. The reply is not tenable as the Company
failed to create KL Marketing Cell (KLMC) as directed by Government of
Orissa in June 1998 for obtaining most competitive price through collection of
information from different KL producing states and maintaining up to date
national inventory of bidi manufacturing factories, bulk traders and exporters.

Uneconomic sales centres

2.1.28  Sales centres at Kolkata and Chennai were opened in 1975-76 and
1976-77 respectively for augmenting sales of KL outside the State. Lots
remaining unsold within the State were being sent to these sale centres for
disposal. The upset price of KL lots despatched to Chennai and Kolkata were
fixed taking into account the overheads and transportation cost so as to ensure
that the Company did not suffer any loss on this account.

A comparison of revenue earned and expenditure incurred during the last five
years ending 31 March 2002 by these two sale centres revealed that there were
continuous losses up to 2001-02 due to meagre income which did not meet
even the cost of transportation of KL from divisions to the concerned sales
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centres. The total loss incurred by Kolkata and Chennai sales centres were
Rs.2.12 crore and Rs.2.15 crore respectively for the period from 1997-98 to
2001-02. The Board of the Company decided (17 March 2003) belatedly to
close these two sales centres before 1 April 2004.

Blockage of funds

2.1.29  Kerala Dinesh Bidi Workers’ Central Cooperative Society Limited
(KDB), Kannur had been purchasing bulk quantity of KL on negotiation basis
from the Company for the last several years. In the negotiation held in October
2000, it was decided that KDB would purchase 25,000 MT of KL of 2000
crop at a rate of Rs.5,000 per gtl. The Company without executing agreement
with KDB, despatched 25,200 qtls between November 2000 and May 2001
and raised bills for Rs.13.23 crore between December 2000 and July 2001.
KDB failed to make payment within the stipulated time of 15 days and paid
only Rs.6.33 crore up to January 2003. In February 2003, KDB claimed that
they had paid Rs.12.36 crore in excess in the past up to the year 2000 due to
erroneous fixation of rate in the Negotiation Committee and Rs.6.90 crore
could be adjusted against Rs.12.36 crore and the balance Rs.5.46 crore be
refunded. It was observed that the contention of KDB was not correct as the
selling prices were fixed by the Negotiation Committee alongwith the
representatives of KDB. The Company was unable to recover the dues of
Rs.6.90 crore mainly due to non-execution of agreement with KDB.

Management stated (May 2003) that the matter was under correspondence
both at their level as well as at Government level and it was hoped that some
amicable solution would come out.

Shortage/theft

2.1.30 It was observed that 27 qtls were shown as shortage and 1,195 qtls
as damaged during 1996-2002 at Kolkata sales centre. Further, 205 qtls were
found short and stolen under different central godowns of the Company during
the said period. The recovery action for the cost of such stocks valued at
Rs.58.05 lakh was not initiated (May 2003).

Resale of kendu leaves

2.1.31  The first (original) sale is effected through auction/tender. The left
over stock, if any, is resold by the Company through retender/auction. In terms
of clauses 10 and 11 of the auction sale notice, the highest bidder shall pay
security deposit (SD) @ 15 per cent of the full sale value within 15 days and
the balance amount within 75 days. He should lift the lots within 90 days of
sale on full payment. The payment period would be allowed up to 105 days of
the sale provided that the purchaser deposits further 10 per cent of the full
purchase price as additional security. In case of failure to pay the purchase
price within the stipulated period, the sale would be automatically treated as
cancelled and the SD along with additional SD (ASD) would be forfeited and
the lots would be resold at the risk and cost of the purchaser.

34



Sale below average
sale price of 1998
crop year led to loss
of Rs.18.35 crore to
Government/
Company.

Chapter-1II, Reviews relating to Government companies

Test check of records of three out of six KL divisions revealed that 6,198 qtls
relating to 2001-02 were re-sold with a loss of Rs.34.24 lakh to the Company
after adjustment of SD and ASD deposited by the original purchasers. No
action was taken by the Company for realisation of Rs.34.24 lakh from the
original bidders.

Management stated (May 2003) that the problem could be overcome if the
amount of SD is increased and the time provided for lifting is reduced.

The reply is not tenable as the Company though aware of the solution had not
taken steps for implementation of the same.

Sale below average sale price

2.1.32  While comparing the average sale price (ASP) of 1999 and 2000
crops with 1998 crop for three consecutive auction/tender of the same Forest
Divisions, it was observed that the realisation was far below ASP which
resulted in loss of revenue of Rs.17.64 crore to Government and loss of
commission of Rs.70.54 lakh to the Company. Though the Chairman of the
Company, during the Negotiation Committee meeting held in November 1999,
directed the reasons for shortfall in ASP of 1999 crop as compared to 1998
crop to be ascertained from the concerned DMs and GMs, the fall in ASP
continued up to 2000 crop year. Thus, despite clear directions, there was no
follow up action by the management to analyse causes of lower rates and take
remedial actions.

Financial arrangement and guarantee commission

2.1.33  The trading of kendu leaves (KL) by the Company was to be self-
supporting without any budgetary support from the Government. Therefore, in
terms of the agreement with the Government, the Company was required to
advance money to the Chief Conservator of Forest (CCF) (KL) by way of
working advance on the basis of estimated production as decided by the
Kendu Leaf Co-ordination Committee. The advance was to cover the cost of
departmental operations towards fixed cost like bush cutting, repair and
maintenance of phadies, payment to seasonal staff, miscellaneous
contingencies, etc. and towards variable cost like purchase of KL, drying and
storage, processing, bundling, bagging, transportation, etc.

The working fund was placed directly with the CCF (KL) by the Company up
to August 1997. In September 1997, Forest Department modified the
modalities of accounting procedure and directed the Company to send bank
drafts in favour of the respective DFOs for operational expenses and in favour
of CCF (KL) for central purchases and establishment charges. In this revised
procedure, the Company incurred additional expenses of Rs.30.06 lakh
towards bank charges for preparation of bank drafts during 1998-2002. The
Company did not prefer claims with the Government for compensation in lieu
of this expenditure leading to loss of Rs.30.06 lakh.
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The management accepted (May 2003) the above facts.

It was further observed that the Government extended guarantee for the loans
of Rs.102.75 crore at 0.5 per cent guarantee commission per year between
1994-95 and 2000-01 out of which the Company availed Rs.92.75 crore for
the working fund advance for KL and paid Rs.1.14 crore between 1998-99 and
2002-03 towards guarantee commission. Since the payment was a legitimate
expenditure on KL trade, this was chargeable to the Government. Audit
scrutiny revealed that the Company requested (8 November 2001) the
Government for reimbursement of guarantee commission of Rs.46.37 lakh
already paid. The Company did not pursue the matter with the Government
and further paid Rs.31.50 lakh (November 2002) and Rs.36.38 lakh
(December 2002) towards guarantee commission to the Government.

Plantation

2.1.34  Consequent to the merger of Orissa Plantation Development
Corporation Limited with the Company with effect from October 1990, the
Company was undertaking plantation of cashew in three zones and 16
divisions. Plantation works could not be taken up adequately for want of
allotment of funds by Government under centrally sponsored and central plan
schemes and the Company surrendered (February 1997) eight plantation
divisions to the administrative control of the Government. Remaining eight
plantation divisions have since been reorganised into two divisions at
Bhubaneswar and Berhampur.

The year wise collection and sales of cashew nuts for the years 1997-98 to
2001-02 are given in Annexure-16 from which it would be observed that the
collection was far below the norms resulting in loss of potential revenue of
Rs.19.12 crore during the above period. The reasons for low fruiting and less
revenue were not analysed by the Company.

The replies of Government/Company had not been received (October 2003).
Performance of plantation works

2.1.35  During the five years ended 31 March 2002, the Company took up
plantation works of outside agencies* at a commission of 25 per cent of the
cost of the work alongwith procurement and marketing of cashew nuts under
its own plantation divisions. A comparison of the revenue earned (on
commission and sale of cashew nuts) with the expenditure incurred by each
division revealed that the expenditure of each division in all the years
exceeded the income. The total loss for the five years up to 31 March 2002
(excluding the proportionate expenditure of corporate office) was Rs.11.72
crore.

" Railway, NTPC, MCL, DRDA, NH-5, PPT, etc.
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In order to reduce these losses, the Board in their meetings in December 1996
and August 2000 decided to undertake large scale plantation work. No
plantations were, however, taken up by the Company till March 2003.

The management stated (May 2003) that this loss was mainly due to
establishment cost which was unavoidable.

The reply is not acceptable as the Company did not make any effort to take up
large scale plantation as decided by the Board in 1996 and 2000.

Manpower

Surplus manpower

2.1.36 Ban on timber operation in three districts of the State viz. Phulbani,
Bolangir and Kalahandi in October 1988 reduced the activity of the Company.
The existing manpower (4,455) of the Company increased to 7,071 due to
absorption of retrenched paper mill staff (160) and merger of three companies
viz. SFDC (1,374), OPDC (900) in October 1990 and OCB (182) in April
1991. Further, ban on timber operation in the entire State in November 1992
reduced the activities of the Company substantially resulting in further
increase in surplus manpower.

As decided by the Board (December 1990) the work of comprehensive
manpower planning for ensuring productive utilisation of manpower and
elimination of surplus manpower was awarded (May 1992) to Tata
Consultancy Services (TCS). TCS submitted (January 1993) their report
suggesting reduction in manpower based on norms fixed by them. The Board
of Directors accepted (September 1993) the report and authorised the
Chairman of the Company to constitute a Task Force (TF) to formulate
necessary modalities and time frame for implementation of the report. The
Board of Directors, however, constituted two committees only in May 1997.
With a view to arrange funds for implementation of voluntary retirement
scheme (VRS), the Government included (November 2000) the Company in
the list of Department for International Development (DFID) funded scheme.

Meanwhile, the committees assessed (November 2000) the surplus manpower
at 2,825 (including 1,047 daily-wage employees) in the field offices, 102 in
zonal offices and 97 in the Head office. On the direction of the Government
(19 June 2001) for implementation of VRS for right-sizing the PSUs, the
Board of Directors again constituted (26 June 2001) a sub-committee to
monitor the implementation of VRS/compulsory retirement scheme (CRS) for
the defined class of employees at fortnight intervals to reduce the
establishment cost by Rs.15 crore (minimum) per year. As of May 2003, only
808 daily-wage employees were retrenched (November 2001) and 330 regular
employees retired (between September 2001 and June 2002) under VRS.
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2.1.37  Audit scrutiny revealed that though the fact of surplus manpower
was noticed by the Company in 1990, the indecisiveness of the Company in
assessing surplus manpower and finalisation of modalities led to delay of more
than 10 years in reducing manpower. Even though the Board decided to
implement VRS and CRS to retire 2,825 surplus staff, only 1,138 were
relieved leading to non-reduction of establishment expenditure of Rs.30 crore
for the two years i.e. 2001-02 and 2002-03 which also contributed to the loss
of the Company. Besides, the Company also incurred an avoidable
establishment expenditure of Rs.4.53 crore for the period from October 1993
to March 2001 due to failure to relieve 160 staff of paper mills absorbed in the
Company though the Managing Director instructed (November 1993) the
GMs, Berhampur and Bolangir (Commercial) zones to relieve the concerned
staff with immediate effect. These 160 staff were not yet relieved (July 2003).

Management replied (May 2003) that the TCS report was considered as a
foundation/reference to take various measures and Government took back
plantation divisions from the Company based on this report. It had further
stated that the services of employees are covered by legal protection and the
employees have a number of forum for legal redressal. The absorption of
paper mill staff was in compliance of the decision of the State Government
and being a wholly owned State Government company, the decision of
Government can not be disobeyed.

The reply is not tenable as the Company failed either to utilise the services of
surplus manpower by diversifying its activities as many of its objectives were
not yet taken up or to reduce the surplus manpower by implementing VRS and
CRS since 1990.

Disciplinary proceedings

2.1.38 The Board of Directors decided (September 1994) to expedite
disposal of pending disciplinary proceedings within three months to safeguard
the Company’s interest. As on 31 March 2003, 313 departmental proceedings
{excluding ministerial cadre (up to Head Assistant) and field cadre (up to
Section Supervisor)} involving Rs.12.04 crore were pending for more than 22
years. Further, out of these 313 cases, 80 incumbents had retired and five
expired; against whom Rs.4.64 crore and Rs.39.18 lakh respectively were
outstanding. The delay in settling the cases was attributed by the Company to
shortage of suitable Enquiry Officers (EO). It is pertinent to mention that in
September 1994, the Board had decided to appoint Divisional Managers
(DMs) as EO which was reconsidered and revised in September 2002, after a
lapse of eight years, to appoint Deputy Divisional Managers and Sub-
Divisional Managers as EOs. Even then the Company failed to settle the cases
substantially and only three cases were settled during September 2002 to
March 2003.
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Internal Audit

2.1.39  The Company formed the internal audit wing in 1974-75. At present
it is headed by Chief Audit Officer, who is assisted by one Internal Audit
Officer, one Assistant Audit Officer, six Section Officers and 26 Auditors. In
1990-91 the pre-audit of payments at corporate office was introduced and
entrusted to the Internal Audit wing. During the last five years ending 2001-
02, out of 37,800 mandays, 18,370 mandays were utilised in field audit work
and the balance were utilised for finalisation at Head Office. The year wise
utilisation of mandays was between 29 and 60 per cent. During the last five
years up to March 2003 only two reports were placed before Board on which
no follow up action was initiated by the Board and 13,328 paragraphs were
pending for settlement (July 2003).

The above matters were reported to the Government (June 2003) and also
discussed in ARCPSE (July 2003); their replies had not been received
(October 2003).

Conclusion

The Company, established in September 1962, undertook mainly
exploitation of forest resources but failed in establishing industries based
on forest products even after 40 years of its incorporation. The Company
also did not initiate any action for developing plantation.

The Company incurred heavy losses due to (i) non-reduction or gainful
redeployment of surplus manpower, (ii) delay in receipt and disposal of
forest products leading to sale at lower rate, (iii) shortfall in achievement
of the targets, (iv) shortages at depots and (v) short lifting of delivered
quantity even with availability of huge surplus manpower.

The Company should initiate action to reorient its activities in view of the
rapid changes and reduced activities in conventional areas to off set losses
and achieve its objectives viz.:

. resolve the issue of surplus manpower by proper redeployment/
implementation of voluntary retirement scheme/compulsory
retirement scheme;

. maintain database of buyers and devise marketing strategy;

. sell the harvested forest products in the same crop year and
maintain delivery schedules as per agreement;

o minimise loss on account of shortages by taking appropriate
action.
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2.2 REVIEW ON THE WORKING OF ORISSA SMALL
INDUSTRIES CORPORATION LIMITED

Highlights

The Orissa Small Industries Corporation Limited was established in
April, 1972 as a wholly owned Government company to aid, counsel,
assist and promote the interests of small industries in Orissa.

(Paragraph 2.2.1)

The accumulated loss increased to Rs.8.28 crore in 2002-03 from Rs.0.87
crore in 1999-2000 and the net worth decreased from Rs.10.14 crore in
1998-99 to Rs.1.38 crore in 2002-03.

(Paragraph 2.2.8)

Out of 9,936 small scale industrial units engaged in engineering and
electrical trade, only four per cent are availing material from the
Company.

(Paragraph 2.2.12)

Credit sales extended by Depot Managers in violation of guidelines
resulted in doubtful recovery of Rs.2.96 crore.

(Paragraph 2.2.20)

Extension of credit without security led to doubtful recovery of Rs.2.26
crore.

(Paragraph 2.2.15)

Non-presentation of post-dated cheques in time by Depot Managers led to
loss of Rs.1.12 crore.

(Paragraph 2.2.16)

Failure to specify the admissible incentive on shortfall in supply by Tata
Iron and Steel Company Limited led to loss of Rs.0.77 crore.

(Paragraph 2.2.14)

Failure of the Company to review the viability of a subsidiary company
from 1996-97 onwards resulted in additional loss of Rs.1.63 crore.

(Paragraph 2.2.30)
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Introduction

2.2.1

Orissa Small Industries Corporation Limited (OSIC) was

established in April 1972 as a wholly owned Government company with the
main objectives to aid, counsel, assist and promote the interests of small
industries in Orissa.

Objectives

2.2.2

The main objectives of the Company are:

to aid, counsel, assist and promote the interest of small industries in
Orissa;

to provide them with assistance for the procurement of raw materials
for their business;

to provide assistance to improve their methods of manufacture and
production techniques; and

to provide assistance for marketing their goods.

Besides, the ancillary objectives are:

to establish depots at different places within the State for effective and
speedy supply of industrial raw materials, finished and semi-finished
products to small industrial units;

to work as stockist, for the State for iron and steel materials and supply
the same in accordance with orders of Government.

Scope of Audit

Extent of coverage

223

The present review covers the overall activities of the Company for

the five years ending 31 March 2003. Records of seven raw material depots’,

3 Cuttack, Bhubaneswar, Keonjhar, Angul, Berhampur, Rourkela and Balasore.
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one coal depot4 and two subsidiary companies* out of 13 raw material depots,
two coal depots and four subsidiary companies respectively were test checked
in Audit.

Audit objectives

224 The Audit objectives were:

. To review the performance of the Company with reference to main
objectives and activities carried out during the past five years ending
31 March 2003.

. To examine the efficiency of the methodologies adopted to carry out
its activities.

o To ascertain whether the Company effectively formulated policies and
strategies in tune with the liberalised economy.

Audit Review Committee for State Public Sector Enterprises (ARCPSE)

2.2.5 The draft comprehensive appraisal on the working of Orissa Small
Industries Corporation Limited was discussed by the ARCPSE in their
meeting held on 5 July 2003. The State Government was represented by
Principal Secretary, Industries Department, Government of Orissa and the
Company was represented by Managing Director of the Company.

Organisational set up

2.2.6 The management of the Company is vested in a Board of Directors
(Board) consisting of 12 directors including a full time Chairman and a
Managing Director (March 2003). It was observed that the number of directors
increased to 15 during December 1999 to May 2000 as against the maximum
of 14 permissible as per Articles of Association. The Managing Director is the
Chief Executive of the Company assisted by one General Manager, two
Deputy General Managers and three Managers.

The post of Managing Director was held by six persons during the last five
years up to March 2003 for periods varying from two to 18 months. The post
of Chief General Manager was vacant since 1996. The posts of Financial
Controller cum Secretary (vacant from March 2002) and two Deputy General
Managers (vacant from February 2002 and November 2002) were not filled up
(June 2003), depriving the Company of valuable resources for monitoring key
areas and taking decisions.

* Manguli at Choudwar.
" K.S. Refractories Limited, Jharsuguda and General Engineering and Scientific Works
Limited, Berhampur
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The Company had 13 raw material depots (RMDs) and two coal depots of
which two (one raw material and one coal depot) were closed in October 2002.

Capital structure and borrowings

2.2.7 Against the authorised share capital of Rs.15.00 crore, the paid-up
capital of the Company as on 31 March 2003 stood at Rs.9.66 crore. The
borrowings of the Company as on 31 March 2003 were Rs.43.57 crore
comprising secured loans (Rs.16.03 crore) and unsecured loans (Rs.27.54
crore). As on 31 March 2003, the unsecured loans showed an increase of 159
per cent over 1998-99. The reason for the increase was attributable to the
inability of the Company to generate internal resources for repayment of loans.

Financial position and working results

2.2.8 The Company had finalised its accounts up to the accounting year
2000-01. Only provisional accounts were prepared up to 2002-03. The
financial position and working results for the last five years ended 31 March
2003 are given in Annexures- 17 and 18.

As seen from the financial position, the accumulated loss increased to Rs.8.28
crore in 2002-2003 from Rs.87.49 lakh in 1999-2000, the debt-equity ratio
increased to 4.51:1 in 2002-03 from 2.86:1 in 1998-99 and the net worth of the
Company decreased from Rs.10.14 crore in 1998-99 to Rs.1.38 crore in 2002-
03.

2.2.9 As observed from the working results, the Company sustained
continuous cash losses from 1998-99 to 2002-03 which was mainly
attributable to:

° continuous drop in sale of iron and steel materials since 2000-01. The
sale of secondary iron and steel scrap by Director of Industries under
State quota directly to SSI units also affected the sales of the Company
with consequential loss of potential margin of Rs.2.50 crore per annum
thereon;

o non-recovery of interest cost of Rs.11.66 crore involved in trading
activities for the above period which constituted 44 per cent of the total
interest paid on borrowings; and

. blocking up of funds in receivables from Agriculture Department
(Rs.1.17 crore) since 1992-93, trade debtors of raw material depots
(Rs.2.96 crore) since 1998-99 and recoverable advances from staff
(Rs.53.39 lakh) since 1997-98.
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Management stated (August 2003) that the cash loss was due to insufficient
supply of TISCON® bars by Tata Iron and Steel Company Limited (TISCO),
drop in sales due to market competition and increased use of re-rolled iron and
steel materials by SSI units, high interest burden and non-recovery of long
outstanding dues.

Activities of the Company

2.2.10 The Company during the period of review and in general was
mainly engaged in procurement and distribution of raw material such as iron
and steel materials, TISCON bars and plastic materials under various schemes
to SSI units. The extent of coverage of its objectives are discussed in the
succeeding paragraphs.

Aid and counsel small scale industrial units

2.2.11  During the period under review and in general, the Company did not
render any service in aiding and counselling the SSI units. The Company even
after 31 years of existence did not have a data-base on SSI units functioning in
the State under various trades, their pattern of consumption and material
requirement. Thus, the Company failed to achieve the objective of aiding and
counselling small scale industrial units.

Provide assistance for procurement of raw material

The Company procures and distributes iron and steel materials to SSI units
and is also distributor/stockist for TISCON bars and plastic materials.

Procurement of iron and steel materials

2.2.12  Government of India (Gol) entrusted (April 1972) the work of
distribution of iron and steel materials, which were then in short supply, to
small scale industries corporations (SSICs) to ensure the supply at reasonable
prices to small scale industrial (SSI) units. Consequent to decontrol (April
1992) in steel pricing and distribution, the above scenario changed to a
competitive market coupled with a surplus supply giving rise to under-cutting
of price among the main producers. The Company distributed iron and steel
materials to SSI units up to 1997 and thereafter the marketing of non-SSI
items like TISCON bars was taken up as an alternative.

> TISCON: brand name of steel bars produced and marketed by TISCO.
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It was further observed that the sale of steel materials, other than TISCON
bars, dropped considerably from 20,001 MT in 1999-2000 to 2,716 MT in
2002-03 and the percentage of actual sales to SSI units dropped from 63 to 10
per cent during the same period. Further, out of 74,133 SSI units engaged in
various trades in the State as on March 2003, only 9,936 units were engaged in
engineering and electrical trade of which only four per cent were drawing iron
and steel materials from the Company. Thus, the Company needs to examine
its policy of raw material distribution and continuance of depots.

The Government of India had observed (April 2002) that the distribution of
iron and steel materials be de-linked from SSICs as only a meagre per cent of
supply was routed through them and the main producers were directly
supplying materials to SSI units. The Company neither discontinued the steel
business nor formulated long term plans to remain competitive in the trade.
Further, the Company failed to enter into long term contracts with consortium
of SSI units and re-rollers for their raw material requirements to avail bulk
discount from main producers. The Company neither entered into MOUs with
main producers nor participated in the open tender floated by main producers
for disposal of their stock.

Management stated (August 2003) that it could not participate in tenders as
materials offered were either defective or of off grade. The reply is not tenable
as the Company did not rework its strategy of participating in tenders though
demand from SSI units existed.

Procurement of iron and steel materials through Government of India
allotment

2.2.13  Based on the requirement/ past off take by SSI units, the Company
intimates annual demand for iron and steel materials to Gol to allot materials
from main producers. Gol grants a subsidy of Rs.480 per MT (PMT) of steel,
out of which the Company passes on a discount of Rs.240 PMT to SSI units
only. The Company procures the materials against such allotment from the
main producers based on actual requirement of RMDs on monthly basis. The
percentage of off-take of SSI product from central sector undertakings (CSU®)
declined from 61 per cent in 1999-2000 to 15 per cent in 2001-02. Out of the
total sale of 30,371 MT of SSI products during the five year period ending 31
March 2003, 8,296 MT was sold to non-SSI units on which subsidy of Rs.480
PMT from Government of India was not available. The Company failed to
avail Rs.19.91 lakh as subsidy @ Rs.240" PMT on the quantity supplied to
non-SST units.

Management stated (May 2003) that the SSI units were able to get materials at
cheaper price. It further stated (August 2003) that the main reason for poor off
take from CSUs was attributable to mismatch in the availability of material
with main producers and demand by SSI units.

S Steel Authority of India Limited, Rashtriya Ispat Nigam Limited, Indian Iron and Steel
Company Limited

" Out of subsidy of Rs.480, Rs.240 was to be retained by the Company and Rs.240 was to be
passed on to SSI units.

45



Failure to specify the
admissible incentive
on short supply led to
loss of Rs.0.77 crore.

Audit Report (Commercial) for the year ended 31 March 2003

The reply is not tenable as the Depot Managers of the Company had reported
in the Annual Review Meeting that the sales target was not achieved due to
un-timely delivery of materials and high price charged by the Company. The
Company has also not taken steps to synchronise the demand with the
availability of material by undertaking market study or measures to reduce
costs.

Procurement of TISCON bars

2.2.14  Till April 2000, the Company was marketing bars, a non-SSI
product, procured from main producers viz. TISCO, SAIL and RINL. From
April 2000, the Company was appointed as distributor for TISCON bars of
TISCO which was renewed annually. As per the terms of agreement, the
Company was to lift 10,800 MT in 2000-01 and 16,000 MT per year thereafter
and not to deal with any other manufacturer either directly or indirectly.
Further, in the event of failure of TISCO to supply the minimum quantity, the
Company would be entitled for incentives and in case of Company’s inability
to procure the annual tonnage it would not be eligible for discounts or
performance incentives. Though the agreement provides for declaration of
incentives from time to time based on parameters fixed by TISCO, the
incentives and the parameters were not defined till date. The Company also
failed to ascertain the admissible incentive and to claim incentive for non-
supply of material by TISCO.

As against the target of 43,345 MT and indented quantity of 49,692 MT by the
Company for the three years ending 2002-03, TISCO supplied only 34,055
MT. The shortfall in the supply was mainly due to failure of TISCO to make
available lower dia (8mm to 12mm) bars which were in demand locally and
irregular supply of other items. The Company could, therefore, not achieve its
sales targets. As the Company was eligible for turnover discount of Rs.325
PMT, the discount foregone was Rs.30.19 lakh on the shortfall in supply of
9,290 MT by TISCO. Besides, the Company also lost Rs.46.45 lakh towards
its margin at the rate of Rs.500 per MT on 9,290 MT.

The Company increased the sale of TISCON bars from 5,991 MT in 1998-99
to 11,144 MT in 2002-03 besides appointing sub-dealers from 2000-01 in the
State. As the marketing of TISCON bars was profitable, the Company should
have entered into long-term agreement with TISCO instead of annual renewal
which was not in the best interest of the Company.

Credit sale of materials to SSI units

The Company did not provide direct financial assistance to SSI units for
procurement of raw material but sold raw material to them on credit to
increase sales. The performance of the Company in extending credit sales
through Head Office and RMDs is discussed in the succeeding paragraphs.
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Credit sale of iron and steel materials through Head Olffice

2.2.15  In April 1993, the Company introduced raw material credit scheme
(RMCS) by merging two different credit schemes in operation since 1986.
Under RMCS, materials were sold to SSI units on production of bank
guarantee (BG)/letter of credit (LC)/margin money (MM) immediately after
execution of the agreements. The Company was to fix the quantum of security
deposit payable by the loanee as per the agreement. The rate of interest ranged
between 22.75 and 24.75 per cent per annum to be compounded in a period of
90 days. The maximum credit period was, however, to be limited to 120 days.

Under the scheme, Rs.5.53 crore was outstanding as on March 2003 against 14
units. Four cases involving outstanding dues of Rs.3.27 crore have already
been commented vide paragraphs 4.9.1 of Audit Report (AR) 2000
(Commercial), 3A.2.2 of AR 2001 (Commercial) and 4.5.3 of AR 2002
(Commercial).

The details of outstanding of Rs.2.26 crore as of 31 March 2003 are given in
Annexure-19. A perusal of annexure revealed the following deficiencies:

. The Company filed legal suits in nine cases involving Rs.0.95 crore,
but failed to initiate legal action in one case (S1. No. 7 of Annexure)
involving Rs.1.31 crore for reasons not on record;

. The Company did not stipulate the security deposit payable by the
loanee (SI. Nos. 1 to 6, 8 and 10 of Annexure);

. The Company granted higher credit duration of up to 120 days though
the loanees applied for 30 days in all cases (except Sl. No. 7 of
Annexure); and

. The Company failed to recover the dues under Orissa Public Deposit
Recovery (OPDR) Act as details of properties of the loanees were not
obtained while extending credit (S1. Nos. 1,2 and 10 of Annexure).

Thus, the chances of recovery of Rs.2.26 crore from the above units appears
remote. Further as the rate of interest was high, the response for the scheme
was poor after 1996-97 and was being availed occasionally by SSI units.

Management confirmed (May 2003) the above facts and figures.
Credit sale of plastic materials through Head Office

2.2.16 The Company, from 1982, distributed plastic products of Indian
Petrochemical Corporation Limited (IPCL) under the agreement with IPCL at
a commission ranging between Rs.375 and Rs.500 per MT which inter alia
provided for sale of materials on credit for 15 to 30 days as interest free
secured loan.
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Audit scrutiny revealed that IPCL materials were sold on credit up to 90 days
against post dated cheques (PDC) without approval of the Board of the
Company. When this scheme was belatedly put up before the Board in August
1995, it was turned down. Despite this, the process of sale against PDC
continued. The Board, however, approved the proposal in June 1997 for credit
sale on case-to-case basis with a condition to execute agreement with the
loanees. Between 1995-96 and 2001-02, the Company sold IPCL materials
valued at Rs.148.69 crore to 40 units without any agreement and failed to
collect the sale proceeds of Rs.1.12 crore from nine plastic industries as of
June 2003 (as per detail in Annexure-20) due to acceptance of PDCs as
security coupled with non-presentation of the cheques in time. Further, in
three cases”, the Company had extended credit facilities amounting to rupees
one crore even after the cheques were not honoured. Out of the nine cases
referred to, three major cases are discussed in the subsequent paragraphs.

Ajanta Packers

2.2.17  Ajanta Packers, Jagatpur, procured IPCL material worth Rs.35.84
lakh from the Company on credit between May 1995 and May 1998 against
PDCs and the outstanding dues against the unit as on June 2003 stood at
Rs.20.23 lakh. It was observed in Audit that:

. The MD of the Company delayed the process of encashment of PDCs
in time on the pretext of making personal contact with the loanee. No
personal contact was, however, made since November 1998 even
though the proprietor of loanee unit happened to be a director in the
Board of the Company till September 1999 and attended all the Board
Meetings;

o The Company could not initiate legal action for want of details of
movable and immovable properties of the loanee. The details were
neither collected before extending credit nor when the loanee was a
director in the Board; and

. The above facts were not placed before the Board.
Orissa Polytex Industries (P) Limited

2.2.18 General Manager (GM) (Commercial) of the Company extended
(June 1996) credit to Orissa Polytex Industries (P) Limited (OPI) against LC.
It was observed that further credits were extended by GM (Commercial) from
time to time, against PDCs, without obtaining LC. The loanee availed (up to
December 1998) materials on credit for Rs.1.55 crore without executing any
agreement. The transaction with OPI was stopped in December 1998. The
outstanding against the unit stood at Rs.38.09 lakh as of June 2003. It was
observed in Audit that:

. GM (Commercial) failed to obtain LC to cover the entire credit;

* Laxmi Polythene Private Limited, Padmini Polypack and Jit Pack.
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. The credit worthiness of the loanee was not evaluated at any point of
time;

. The details of movable and immovable properties of the loanee were
not obtained while extending credit for initiating action under OPDR
Act; and

. The Company had not initiated legal action against the unit (March
2003).

The Company was thus put to a loss of Rs.38.09 lakh due to negligence.
Laxmi Polythene Private Limited

2.2.19 Laxmi Polythene Private Limited, Jagatpur purchased materials
valued at Rs.1.15 crore up to March 1998 on credit against PDCs. The PDCs
furnished by the unit were dishonoured on three occasions between October
1996 and January 1998. Although the credit outstanding was Rs.7.73 lakh as
of January 1998, the Company extended further credit of Rs.8.21 lakh between
April 1998 and July 2000.

Scrutiny in Audit revealed that between May 1998 and July 2001 the loanee
lifted IPCL materials worth Rs.32.14 lakh on “cash and carry” basis by
adjusting a meagre amount of Rs.4.22 lakh, which was not even sufficient to
meet the interest on the outstanding dues. Due to laxity in effecting recovery,
the outstanding stood at Rs.22.75 lakh as of June 2003, though the loanee was
financially sound.

Credit sale at raw material depots

2.2.20  The Company stopped (November 1993) credit sales at depots as
funds were locked up with the parties due to lack of pursuasion in collection of
dues and extension of further credit to defaulting parties by Depot Managers.
In special cases, the Company permitted (November 1993) extension of credit
as per guidelines issued in this regard.

The position of outstanding credit sales as on 31 March 2003 was as follows:

Category Private parties Government Total
Departments
No. of | Rs.incrore | No.of | Rs.incrore | No.of | Rs.in crore
cases cases cases
Interest bearing 23 1.33 - - 23 1.33
credit
Non-interest 176 0.85 97 0.78 273 1.63
bearing credit
TOTAL 199 2.18 97 0.78 296 2.96
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Scrutiny in Audit revealed that the Depot Managers had not adhered to the
guidelines while extending credit sales, as discussed below:

o Pre-sanction appraisal to ascertain the track record of the loanee was
never made;
. Approval of Head Office was not obtained for any of the cases before

extending non-interest bearing credit;

° Subsequent credits were extended in all cases without clearance of
earlier credits;

° In two depots,’k out of seven depots test checked, PDCs were obtained
but not presented for collection; and

. Despite provision for charging interest on credit sales under Interest on
Delayed Payment to Small Scale and Auxiliary Industrial Undertakings
Act, 1998, the Company did not charge interest on the credit sales of
Rs.1.63 crore.

The Chairman of the Company while reviewing the activities of RMDs had
observed (February 2003) that non-involvement by Managers and Junior
Managers had resulted in non-realisation of outstanding dues at depot level.
Audit scrutiny revealed that in addition to the above, no system existed to
monitor credit sales resulting in blocking up of funds mostly in non-interest
bearing credits. In the absence of even postal addresses of the loanees, the
chances of recovery of Rs.2.96 crore is doubtful.

2.2.21  Money receipt books (MRB) are an integral part of internal control
mechanism for monitoring receipts at depots. The MRBs issued to RMDs
were not maintained by Depot Managers to ensure proper accountal of MRBs
and their use. Further, no system existed for accountal of receipt of PDCs and
watch their timely presentation. Thus, accountal of all receipts could not be
ensured in Audit.

The Company stated (May 2003) that the credit sales extended at depot levels
were unauthorised and credit sales had been stopped. The management also
accepted (May 2003) that the matter was serious and preventive measures had
been taken to check such type of irregularities through internal audit and by
inspection from time to time. The reply is not tenable as in the absence of any
monitoring mechanism, mere inspection from time to time by internal audit
would not bring out serious lapses in time for remedial measure.

Further, the Company had not established any system to stop such
unauthorised credit sales despite being aware of the irregularities committed
by Depot Managers and in respect of only one depot (Keonjhar), the Depot
Manager was suspended.

* Keonjhar and Rourkela
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Credit sales at RMD, Rourkela

2.2.22  As on 31 March 2003, Rs.43.06 lakh was outstanding against
interest bearing credit sales extended by RMD, Rourkela to 15 SSI units
between July 1996 and March 1997. Non-realisation of dues were attributable
to non-presentation of PDCs and extension of further credit without ensuring
realisation of earlier dues. It was also observed that:

o In respect of only three cases involving outstanding dues of Rs.8.13
lakh, action had been initiated under the Negotiable Instrument Act.

. The Company did not initiate any legal action (under OPDR Act)
against eight units in time whereby claims for Rs.27.70 lakh became
time barred. Even in two cases, involving credit of Rs.6.90 lakh, which
1s not time barred, no action was initiated.

Management stated (May 2003) that all the ten loanees paid their principal and
major portion of outstanding was towards interest for which legal action had
been initiated. The reply is not tenable as the Company should have adjusted
the recovery against interest first. The Company did not file legal suits for the
past seven years and the claims became time barred.

Credit sales at RMD Keonjhar

2.2.23  The basic records for monitoring credit sales were not maintained at
depots. Scrutiny of party ledgers and invoices maintained revealed that:

. In respect of 126 cases, the outstanding dues of Rs.37.60 lakh and in
respect of 80 cases the recovery of Rs.1.50 crore were not carried
forward in the ledger since 1998-99. The corresponding invoices were
also not posted. As a result, the correctness of outstanding dues against
these parties could not be ensured.

. In all the cases, non-interest bearing credits were extended by the
Depot Manager without obtaining requisitions from the loanees and
without the prior approval of Head Office. In respect of 92 cases,
Rs.41.33 lakh was outstanding as of December 2002 on which no
interest was charged.

. Part payments were received against each invoice on the day of credit
sale. The extent of credit availed and address of the loanees were not
noted in such cases, as a result, at a later date the loanees were not
traceable and in some cases the outstanding was disputed. In 29 cases,
involving outstanding dues of Rs.12.53 lakh, the Depot Manager
effected regular cash sales on more than one occasion with the same
parties without collecting earlier dues. In 35 other cases, credits for
Rs.14.78 lakh extended on single occasion remained outstanding till
date without further transaction with the party which indicated the lack
of pre-credit appraisal of the loanees. In 11 cases, the loanees disputed
their outstanding dues of Rs.3.45 lakh as their dues were already
settled with the Depot Manager.
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Thus, the absence of internal control and check led to doubtful recovery of
Rs.78.93 lakh (principal amount) besides interest loss over the years.

Management stated (May 2003) that the concerned Depot Manager has been
placed under suspension for such irregularities and the firm of Chartered
Accountants to whom the internal audit of RMDs was entrusted did not make
proper analysis of customer ledgers.

The reply is not tenable as with a proper internal control system and effective
monitoring by Finance and Commercial wings of the Company, these cases
could have been detected and corrective action taken in time. Further, the
Company had also not taken any action against the Chartered Accountants.

Assistance for marketing SSI products

The Company provides both project marketing assistance as well as product
marketing assistance to SSI units by off loading bulk orders received from
Government and public sector undertakings to SSI units.

Project marketing

2.2.24  The Company provides marketing support to SSI units in the State
through “contract exchange scheme” by participating in tenders for procuring
orders for various construction works and sub contracting them to the SSI
units on back to back basis. Before participating in the tenders, pre-tender
MOUs are entered into with the SSI units (sub-agencies).

During the last five years ending 2002-03, the Company could not achieve the
targets fixed for the contract exchange scheme. The achievement ranged
between 9 and 28 per cent of the targets and the contribution ranged between
2.9 and 6.6 per cent. Further, 10 works were completed, one work rescinded
and 17 were under execution up to March 2003. None of the works could be
completed within the scheduled period and the delay ranged from one to three
years.

Doubtful recovery of advance

2.225 The Company received (May 1999) work order from Central
Warehousing Corporation, Bhubaneswar (CWC) for construction of a godown
at Balasore at a cost of Rs.1.66 crore and entered into an agreement with CWC
in June 1999. The work was to be completed within 12 months from the date
of issue of the work order. The Company sub contracted (May 1999) the work
to Pyramid Engineers (PE), a non-SSI unit, under an MOU on back to back
basis at a margin of one per cent on the contract price. Even though MOU did
not provide for payment of advances, the Company advanced Rs.29.63 lakh
and supplied materials worth Rs.10.52 lakh to PE between June 1999 and
November 2000 without any security or linking with the value of work
completed. PE could not complete the work within the scheduled time (April
2000). On the request of the Company, CWC granted extension of time up to
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March 2001. As the work was not completed within the extended period,
CWOC rescinded (March 2001) the contract in terms of the agreement.

The Company could not recover Rs.13.35 lakh from the bills of PE as no
security against the advance of Rs.40.15 lakh had been obtained. The recovery
of Rs.13.35 lakh, therefore, became doubtful. Further, CWC levied (June
2002) Rs.61.72 lakh as compensation (Rs.14.92 lakh as liquidated damages
and Rs.46.80 lakh as additional cost due to offloading balance work). The
Company though preferred (February 2002) a counter claim of Rs.76.05 lakh
against CWC failed to prefer any claim towards LD and compensation against
PE. The matter was yet to be finalised (March 2003).

Management stated (May 2003) that advance payment to the sub-contractor
was made based on value of work done and materials brought to site by the
sub-contractor. The Company’s reply is factually incorrect as advance of
Rs.13.35 lakh was still pending unadjusted from the bills.

Product marketing

2.2.26  The Company participates in tenders for bulk supply of products
manufactured by SSI units and off loads orders to SSI units at a margin of 0.5
per cent to 10 per cent on case to case basis. The Company failed to achieve
70 to 80 per cent of the targets set for product marketing during 2001-02 and
2002-03 mainly due to non-implementation of Industrial Policy Resolution
2001 (IPR 2001).

Under IPR 2001, the Company would act as syndicate leader for marketing the
products of SSI units of the State and was to be responsible for the overall
quality control by collecting service charges not exceeding one per cent of sale
value. Further, all rate contract items were required to be routed through the
Company as consortium leader of SSI units and the Company was to be
responsible for organising raw material at reasonable rate. These functions
remained non-operational as guidelines were not issued by the Government
even after two years of declaration of IPR (2001). Further, the Company did
not form a consortium of SSI units for each category of product for marketing
under a common brand name.

Establishment of depots in the State

2.2.27  To achieve its main objectives of selling raw materials to SSI units,
the Company is operating 13 depots in the State. The targets and achievements
for sale of iron and steel materials at 13 depots for the period from 1998-99 to
2002-03 are given in Annexure-21. As observed from the annexure, the
achievement against the targets was below 50 per cent in respect of three
depots in 1999-2000, which increased to eight in 2000-01 and further
increased to 12 in 2001-02 and was nine in 2002-03. On an average, sales to
SSI units were only 36 per cent of the total sales during the above period. The
sale of iron and steel materials in 2002-03 dropped by 86 per cent as compared
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to the sales figure of 1998-99 mainly due to fall in sale of 15 major group of
items out of 18 despite the existence of demand.

Audit scrutiny revealed that the reasons for such poor performance were due
to untimely supply of material and higher price charged than the market price.

As per the study report submitted by Prof. R.P.Mohanty in November 1995,
the Company suffered from poor marketing efforts, absence of planning of
material requirement, absence of conferencing with customers and suppliers,
lack of adequate marketing research and sales promotion. To overcome the
above deficiencies, the Company proposed (April 1998) a restructuring plan,
which was yet to be approved by Government (July 2003). Further, the
Company did not fix the break even sales or analyse the performance of each
depot to justify their continuance.

Management accepted (May 2003) that there was no comprehensive policy or
guidelines for operation of RMDs and also no comprehensive policy was
made for various credit sales excepting raw material credit scheme.

Subsidiary units

2.2.28  Out of the four subsidiary companies, three subsidiaries viz. K.S.
Refractories Limited, Jharsuguda, General Engineering and Scientific
Company Limited, Berhampur and Orissa Timber and Engineering Works
Limited, Sunabeda were closed and one subsidiary viz. Orissa Pump and
Engineering Company Limited, Jagatpur was privatised (November 1998).
Poor management, lack of modernisation/diversification and lack of control in
the operation of these subsidiary companies resulted in huge losses to the
Company, as discussed below.

Avoidable loss due to delayed decision to close a sick unit

2.2.29  Pursuant to a Government order, the General Engineering and
Scientific Works (GESW), Berhampur, engaged mainly in manufacture of
scientific instruments, was taken over by the Company in 1978 from Orissa
Agro Industries Corporation Limited (OAIC). As the unit continued to incur
losses from 1978-79 to 1990-91, a feasibility study was made through Orissa
Industrial and