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Chapter I

Performance Audit relating to Government Companies

2.1 Follow up audit of the ‘Performance Audit on Redressal

of Consumer Grievances by Jaipur Vidyut Vitran Nigam
Limited’

Executive Summar

The Performance Audit on Redressal of Consumer Grievances by Jaipur Vidyut Vitran
Nigam Limited was incorporated in the Report (Commercial) of the Comptroller and
Auditor General of India, Government of Rajasthan for the year ended 31 March 2008. The
follow up audit was undertaken to review the status of implementation of recommendations
made by Audit and Committee on Public Undertakings (COPU) and to assess the
performance of the Company in redressal of consumer grievances during the period 2010-
11 to 2014-15. The findings of follow up audit disclosed that there was not much
improvement in documentation of complaints as per Rajasthan Electricity Regulatory
Commission (RERC) directions and there was delay in redressal of consumer grievances.
Further, the recommendations made by Audit and COPU and assurances given to COPU in
Action Taken Notes were not fully implemented by the Company.

Documentation of the complaints

The complaints were neither registered in the prescribed format nor classified on the basis
of nature and urgency with which they were required to be redressed. The sub-divisions
(except the call centre at Jaipur) did not assign a unique number to each complaint.
Further, the compilation of data of various complaints as per classification was not done.
The information submitted to the RERC for the years 2010-11 to 2013-14 was not correct.
The Company disclosed redressal of 18.85 lakh complaints (102.39 per cent) against receipt
of 18.41 lakh complaints (including pending complaints of 2009-10). The returns submitted
to the RERC were not based on supporting evidences and basic documentation.

Interruption in power supply

Complaints (31.56 per cent) were not resolved within the stipulated time as per the data
compiled by the call centre. There was wide variation between the information reported to
the RERC and information compiled at the call centre. The complaints redressed within
stipulated time period as submitted to the RERC ranged between 81.93 (2010-11) and 93.77
per cent (2013-14) while the performance as per information compiled by the call centre
ranged between 55.00 (2010-11) and 80.57 per cent (2013-14). The service providers did not
provide quality service to the consumers as complaints were not resolved within the
stipulated time. Further, ‘SMS’ were sent to only 10.39 per cent consumers after
rectification of faults though the ‘SMS’ pack was activated by the Company timely.

Failure of Distribution Transformers (DTs)

The percentage of failed DTs with respect to total DTs installed in the Company ranged
between 12.35 and 13.21 during 2010-11 to 2013-14. On an average 12.85 per cent of the
installed DTs failed during four years ending March 2014. In Jaipur District Circle
(JPDC), 12.35 per cent of the DTs failed during 2010-14. The position of Jaipur City Circle
(JCC) was better where the failure rate (3.43 per cent) was much below the average failure
rate of the Company. The Company, however, did not maintain record of the number of
consumers affected on account of failed DTs as required under RERC Regulations. In
JPDC, 64.74 per cent DTs failed within guarantee period during 2010-14 but the Company
did not analyse reasons for such higher failure rate. The procedure of replacement of
burnt/defective transformers in agricultural category was not adhered to by any of the sub-
divisions of JPDC. The Company did not report any case of delay to the RERC in
replacement of failed transformers beyond 72 hours but test check of records disclosed
delay in replacement of transformers beyond the stipulated time period.
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Voltage Fluctuations and Defective/stopped meters

The sub-divisions did not maintain any record relating to registration and redressal of
voltage fluctuation complaints. The sub-divisions also did not send any information for
further submission to the RERC. In absence of any information relating to registration and
redressal of voltage fluctuation complaints, the performance of the Company on this
account was not ascertainable. The Company registered a high percentage (30.68 per cent
during 2010-14) of consumers having defective meters which were not replaced within the
prescribed time period of two months. The sub-divisions did not maintain the record of
defective meters and the consumers billed on average basis for more than two months in the
format prescribed by the RERC. The meter failure reports in A-30 form were not prepared
to assess the probable causes of failure of meters in large numbers.

Grievances relating to bills

The sub-divisions did not maintain the records of complaints relating to energy bills in the
format prescribed by the RERC. There was no inter-linking between receipt of grievance,
action taken by the concerned sub-divisions in redressal of grievance and the total time
taken in final resolution of the grievance. The Company, therefore, failed to provide any
assurance that complaints were redressed within the stipulated time period. Average bills
were issued to consumers in more than two billing cycles and there was huge delay ranged
between 119 and 1147 days in allowing credit to the consumers on account of wrong billing.
The JCC and JPDC did not provide five per cent rebate to the consumers who were issued
average bills for more than two billing cycles.

Release of connections/agricultural connections

The yearly performance reports submitted to the RERC for the period 2010-11 to 2013-14
mentioned ‘no delay’ in release of connections in JCC and JPDC. However, in JPDC there
was delay in issue of demand note ranging between one and 407 days in 71.68 per cent
cases beyond the prescribed period of 21 days. Further, there was delay ranging between
one and 451 days against the prescribed period of 45 days in 30.82 per cent cases in release
of connections after deposit of demand note. In JCC, the demand note in 5.88 per cent cases
was issued with delay ranging between one and 145 days and connections were released
with delay ranging between one and 391 days in 13.16 per cent cases after deposit of
demand note. The pace of release of agricultural connections was slow as the Company was
able to release only 0.99 lakh new connections during 2011-15 and 1.48 lakh applications
were pending as on December 2014. The applications for the connections released during
2011-15 pertained to the period upto March 2009.

Performance report submitted to the RERC and Standards of Performance 2014

The Company did not send quarterly reports to the RERC during 2010-11 to 2014-15 as per
Regulations 2003. The yearly reports were also submitted with delay ranging between four
and 16 months. Further, the yearly reports were not based on any supporting evidence and
basic documentation as the concerned Engineer neither compiled the information in the
prescribed format nor sent daily, weekly and monthly reports. The Company did not submit
return to the RERC for the half year ending 31 March 2015 as per Standards of
Performance 2014. Further, the sub-divisions had not yet (September 2015) commenced
preparation and compilation of records in the prescribed formats. The performance of the
Company on different parameters, therefore, could not be commented upon.

Awareness generation among consumers

The field offices did not comply with the directions issued (November 2003) by the RERC
for registration and redressal of complaints and wide publicity thereof. The complete
address of the complaint center for various nature of complaints and complete addresses
and telephone numbers of the Grievance Redressal Forums were neither publicised through
print/radio/tv media nor printed on electricity bills or displayed at the sub-division offices.

Grievance redressal cum settlement forums

The sub-divisional forum was not functional at Bassi sub-division. In Sanganer and
Badpeepali sub-divisions, the forums were almost non-functional as only one and four
cases respectively were received and settled during 2010-11 to 2014-15. The cases were
settled beyond stipulated time period due to slackness in the concerned offices and
considerable time taken in sending cases by the subordinate offices to controlling offices.
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Introduction

2.1.1 The Performance Audit on redressal of consumer grievances by Jaipur
Vidyut Vitran Nigam Limited (Company) was incorporated in the Report
(Commercial) of the Comptroller and Auditor General of India, Government
of Rajasthan for the year ended 31 March 2008. This had included the
performance of the Company in redressal of consumer grievances during the
period 2002-03 to 2006-07 with the following objectives to assess as to
whether:

e the Company had formulated and implemented a comprehensive policy
for speedy redressal of consumer grievances;

e suitable publicity of the forums available for consumer grievance
redressal was made;

e the system/ forums devised for grievance redressal were
adequate/transparent and effective; and

e pre-determined benchmarks as envisaged in regulations issued by the
Rajasthan Electricity Regulatory Commission (RERC) were achieved.

While conducting the above Performance Audit, the Audit had scrutinized the
records at four selected circles (Jaipur city, Jaipur district, Alwar and Kota)
and two divisions from each selected circle of the Company and two sub-
divisions from each selected division considering the urban and rural areas for
adequacy of sample size.

The Report on the above Performance Audit was discussed by the Committee
on Public Undertakings (COPU) in July 2010 and their recommendations were
placed in the Legislature in August 2013. The Action Taken Report on
COPU’s recommendations was submitted by Government in March 2014.

Overview of redressal of consumer grievances

2.1.2 The RERC (Distribution Licensee’s Standards of Performance)
Regulations, 2003 (Regulations 2003) specified the mode and timeframe for
redressal of consumer grievances. The Company in compliance to the
Regulations 2003 issued (December 2003) detailed instructions to be followed
by the field offices in redressal of consumer grievances. The instructions were
further elaborated in the Terms and Conditions of Supply (TCOS), 2004.

The redressal mechanism of the Company classified the consumers grievances
in four categories: (i) grievances requiring immediate response, (ii) grievances
requiring quick response, (iii) grievances relating to bills and recovery of dues
and (iv) grievances relating to other matters such as shifting/transfer of
connection, increase/decrease in connected load, reconnection of supply and
release of new connection.

The Company for dues related grievances established dues settlement
committees at different levels i.e. sub-division, division, circle, zone and
corporate levels. ‘No current’ complaints (interruptions in power supply)
could be registered at complaint centres/Junior Engineer’s (JENn) offices.
Complaints pertaining to quality of power supply, billing, defective meters and
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release of connections were to be registered at the office of Assistant Engineer
(AEN).

Scope and Audit Objectives

2.1.3 A follow up audit to review the status of implementation of
recommendations made by COPU and Audit during the period 2010-11 to
2014-15 by the Company on Performance Audit on Redressal of Consumer
grievances was carried out to assess;

e the compliance to the recommendations of the COPU made by the
Company; and

e the compliance to the recommendations of the Audit made by the
Company;

The follow-up audit was conducted in Jaipur city circle and Jaipur district
circle, out of the four circles selected during earlier Performance Audit. Four
sub-divisions® of each circle were selected for detailed scrutiny of records.

| Audit Criteria and Methodology

2.1.4 The audit criteria derived from the followings were adopted to achieve
the audit objectives:

e Performance Audit Report on redressal of consumer grievances by
Jaipur Vidyut Vitran Nigam Limited,;

e recommendations of the COPU and Audit and action taken report by
the Company;

e Terms and Conditions of Supply (TCOS) 2004, tariff orders issued by
RERC, Electricity Act, 2003 and the National Electricity Policy 2005;
and

e RERC Regulations and directions/circulars/guidelines/ Board agenda
and minutes of the Company.

The methodology included review of records at the Head Office and the
selected Circle, Divisions and Sub-division offices; data analysis; raising of
audit queries, interaction with the Management and issue (19 August 2015) of
draft Performance Audit Report. The methodology adopted for attaining audit
objectives with reference to audit criteria was explained to the Government
and Company’s management during entry conference (13 February 2015). The
exit conference was held (30 September 2015) wherein the Principal Secretary
(Energy) and Company management participated. The follow-up audit has
been finalised considering the replies (September 2015) of the Government.

L B-l, B-lI, G-Il and G-IV sub-divisions of JCC and Bagru, Bassi (Rural), Sanganer and Badpipali

sub-divisions of JPDC.
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Audit findings of earlier Performance Audit

2.1.5 The Performance Audit Report for the year ended March 2008
highlighted deficiencies relating to documentation of complaints as per RERC
directions, delay in redressal of various types of grievances, non-submission of
performance reports to the RERC, non-functioning of Forums/Committees for
redressal of consumer grievances and lack of generating awareness among
consumers. The major audit findings of the Performance Audit have been
discussed in relevant follow-up audit observations.

Audit findings

2.1.6 The Audit findings included in follow up audit are categorised into two
parts. The first part highlights those deficiencies which had already been
commented in the earlier Performance Audit but were still persistent or little
action was taken by the Management to address them. The second part
contains other Audit findings noticed as a result of change in rules,
regulations, directives and procedures.

Follow up of earlier audit findings

Documentation of the complaints

2.1.7 The Regulations 2003 required the Company to register every
complaint made by a consumer either verbally or in writing in a register to be
maintained for this purpose. Each complaint was to be assigned a unique
number. The Regulations prescribed the procedure of registration of
complaints at the complaint centre and their classification on the basis of
nature and urgency. The method of compilation of data of various complaints
as per classification was prescribed in a format called Appendix-B. The ‘no
current’ and other than ‘no current’ complaints were to be entered in separate
registers.

The Performance Audit Report highlighted that the Company did not evolve any system
to register and classify the complaints on the basis of nature and urgency. The returns
and information were submitted to the RERC without any supporting evidence and
basic documentation.

Audit recommended that the Company should ensure authenticity and aggregation of
complete data relating to consumer grievances from all field formations and build up a
dependable Management Information System for monitoring this area to give it the
required priority. The COPU had recommended that the Company should specifically
focus on recording/registration of consumer grievances and their redressal. The
responsibility/accountability of the officers/staff should be determined and action should
be taken for negligence against the responsible staff as per the provisions.

During follow up audit, we found that the sub-divisions except the call centre
at Jaipur did not assign a unique number to each complaint. The complaints
were neither registered in the prescribed format nor classified on the basis of
nature and urgency with which they were required to be redressed. Further, the
compilation of data of various complaints as per classification was not done.
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The sub-divisions also did not maintain and compile the information relating
to ‘no current’ complaints in the format prescribed by the RERC.

We noticed (September 2015) that the Company did not submit information of
consumer grievances to the RERC for the year 2014-15. The information
submitted to the RERC for the years 2010-11 to 2013-14 was also not correct.
The returns submitted to the RERC during this period disclosed redressal of
18.85 lakh complaints (102.39 per cent) against 18.41 lakh complaints
(including pending complaints of 2009-10) received by the Company.

The JCC communicated 11.41 lakh complaints to the Commercial/Regulatory
Affairs wing of the Company during 2010-14. The call centre, however,
registered 10.51 lakh complaints during this period. Similarly, the sub-
divisions of JPDC did not send any information of complaints to the Circle
Office but the Circle Office intimated receipt of 1.70 lakh complaints during
2011-14. This indicates that the Circle Offices compiled the complaints
without obtaining basic information and supporting documents from the sub-
divisions.

Thus, there was not much improvement in documenting the complaints during
2010-11 to 2013-14 as the complaints were neither registered nor classified as
per the prescribed procedure. The information submitted to the RERC was not
based on supporting evidences and basic documentation.

Further, the Company did not take any action against the responsible
officers/staff as per the directions of the COPU. The Company’s submission
(March 2014) to the COPU that shortage of qualified staff along with
recruitment of illiterate staff in large number by the erstwhile Rajasthan State
Electricity Board led to irregularities in documentation and registration of
complaints falls flat as the Company during 2007-08 to 2013-14 had recruited
9134 technical helpers having requisite qualifications.

The Government stated that documentation and record of complaints was
being maintained at Circle level and all complaints were registered properly. It
further stated that action was being taken to comply with audit observations
keeping in view the instructions issued by the Company from time to time.
The reply was incorrect as the designated offices (sub-divisions) neither
documented and maintained the record nor sent periodical reports to the
Divisions/Circle offices. In absence of documentation and compilation of
information by the Sub-divisions/Divisions, the returns sent by the Circle
offices to the Regulatory Affairs wing for onward submission to RERC were
questionable.

Interruption in power supply

2.1.8 The Regulations 2003 specified grievances requiring immediate
response such as complaints of loose connections/disconnection of meter,
miniature circuit breaker (MCB) troubles resulting in interruptions in power
supply. The complaints were required to be classified separately and redressed
within four hours in urban areas and 24 hours in rural areas.
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The Performance Audit Report highlighted non-redressal of complaints within specified
time period; non-submission of information to RERC; poor maintenance of record and
redressal of consumer grievances by the sub-divisions; and discrepancies in the position
reported to the RERC for JCC and the corresponding information available in the call
centre.

Audit recommendation was to take effective steps to improve consumer satisfaction level.
The COPU had also recommended making complete arrangements for registration of
consumer grievances at all levels and their timely redressal.

The information relating to lodging and redressal of complaints of
‘interruption in power’ in the JCC was compiled at the call centre located at
Jaipur. The call centre was not functional during the period October 2012 to
July 2013 due to non-completion of the contract period by the existing
contractor and non-awarding of fresh contract. The timely redressal of
complaints as reported to the RERC by the Company and compiled at the call
centre during 2010-11 to 2013-14 was as below:

IeITE o EB (I eEll e Information submitted to RERC
records
Year Total complaints redressed Total complaints redressed
otal within stipulated time otal within stipulated time
complaints complaints

Number | Percentage Number | Percentage
2010-11 372354 204795 55.00 371754 304567 81.93
2011-12 311264 233448 75.00 323460 291302 90.06
2012-13 197609 144255 73.00 256747 221406 86.24
2013-14 170106 137051 80.57 188621 176879 93.77
Total 1051333 719549 68.44 1140582 994154 87.16

There was wide variation between the information reported to the RERC and
information compiled at the call centre. The complaints redressed within
stipulated time period as per information submitted to the RERC ranged
between 81.93 (2010-11) and 93.77 per cent (2013-14) while the performance
ranged between 55.00 (2010-11) and 80.57 per cent (2013-14) as per the
information compiled by the call centre.

We noticed that the division and sub-division offices did not send any
information to the Circle Office for onward submission to RERC by the
Superintending Engineer (Regulatory Affairs) (SE-RA) during 2010-14.
Further, any other source of information was also not available with the SE
(RA). Thus, the information sent to RERC was erroneous as less number of
complaints were reported to the RERC than actually registered at the call
centre during 2010-11. Further, higher number of complaints reported during
2011-14 than registered at the call centre had no basis. This indicated
dissatisfactory performance of the Company in timely redressal of complaints.

The Government accepted the facts and stated that complete records would be
maintained to avoid such discrepancies in future.

Poor quality of service by the contractor

2.1.9 The Company awarded contracts to Compucom Softwares Limited
(September 2008 to September 2012) and Intelenet Global Services Private
Limited (IGSPL) (August 2013 to till date) to establish and operate 24 X 7
customer complaint centres in Jaipur and Kota cities. The terms and conditions
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of the work order placed to contractor provided that the registered complaints
would be forwarded within 90 seconds of the registration to the Fault Removal
Team (FRT) which would resolve the complaints within two hours of
registration. The FRT was required to communicate with the consumer and
obtain acknowledgement in the register. Further, the FRT had to intimate
about the rectification of the complaint to the call centre which in turn would
close the complaint only after getting confirmation from the consumer over
phone. The system was also required to send ‘SMS’ to the consumer about
rectification and closure of complaint. In case, the complaint was not within
the scope of the call centre, the system was required to send ‘SMS’ to
concerned AEN/JEn of the sub-division for escalation of the complaint for
timely redressal and follow up.

The Compucom Softwares Limited registered 8.81 lakh complaints out of
which 5.82 lakh (66.06 per cent) complaints were resolved by the FRT within
stipulated time.

As regards IGSPL, we noticed that the IGSPL registered 5.10 lakh complaints
during August 2013 to March 2015 out of which 3.84 lakh (75.29 per cent)
complaints were resolved within the stipulated time. Further, ‘SMS’ were sent
to only 0.53 lakh (10.39 per cent) consumers after rectification of faults
though the ‘SMS’ pack was activated by the Company timely. Our scrutiny
disclosed that the FRT never obtained acknowledgement/signature of the
consumers after rectification of faults. The executives of IGSPL did not make
phone calls to the consumers after rectification of complaints. The JEn
deployed at the call centre, however, made sample phone calls to the
consumers about rectification of complaints but did not provide any verifiable
record like recorded phone calls as the calls were not made through the voice
recording system available in the call centre.

The terms and conditions of the work order specifically provided that in case
the fault was not covered under the scope of IGSPL, the system would
automatically send a ‘SMS’ and escalate the complaint to the concerned
AENn/JEn and the executive will update the status of the complaint in the
system till the same was completely resolved. We noticed that such complaints
were not mapped in the application software and consequently, the system did
not send ‘SMS’ to the concerned Engineer. The number of complaints
escalated to the concerned Engineer and their timely rectification, therefore,
could not be watched. As such,

e 3156 per cent complaints could not be resolved within the
stipulated time as per the data compiled by the call centre;

e there was wide variation between the information reported to the
RERC and information compiled at the call centre;

e the service providers did not provide quality service to the
CONsSuMers.

Thus, there was no significant improvement in the performance of the
Company.

The Government stated that maximum penalty was deducted from the monthly
bills of Compucom Software Limited for not attending the no-current
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complaints within stipulated time period. The Government, however,
expressed inability about verification of the records of call centre. In respect of
IGSPL, it was stated that penalty intimated by the SE (IT) for non-redressal of
‘no-current” complaints was being deducted from the monthly bills of the firm
and regular pursuance/monitoring was being made to attend consumer
complaints within prescribed time limit by the FRT. The fact however,
remained that the Company did not provide quality service to consumers and
redress the complaints within prescribed time period. Further, the information
reported to the RERC and information compiled at the call centre did not
match.

Interruptions due to failure of Distribution Transformers (DTs)

2.1.10 The Regulations 2003 stipulated that the licensee shall replace the
failed Distribution Transformers (DTs) and restore power supply within two
days in urban areas and within three days of receiving complaint/information
in rural areas.

The Performance Audit Report highlighted delay ranging between one and 150 days in
resolving complaints. The percentage of failed DTs during 2002-07 ranged between 20 to
23 in JPDC and 4 to 6 in JCC. The selected Circles showed increasing trend of failure of
DTs. The Company, however, did not make attempts to analyse the reasons for
increasing rate of the failure of DTs.

Audit recommendation was to take effective steps to improve consumer satisfaction
levels through reduction in the failure rate of distribution transformers.

The position of DTs installed and failed in the Company as a whole, JPDC and
JCC during 2010-11 to 2013-14 was as below:

Year Company JPDC Jcc
Total DTs| DTs |Percentage of [Total DTs| DTs | Percentage| Total DTs | Percentage
installed | failed | DTs failed to | installed | failed of DTs DTs failed of DTs
ason 31 total DTs ason 31 failed to | installed failed to
March installed March total DTs | ason 31 total DTs
installed | March installed
2010-11 318941 39392 12.35 90959 | 10360 11.39 9161 347 3.79
2011-12 354054 45639 12.89 96517 | 12161 12.60 9888 325 3.29
2012-13 407001 53747 13.21 109679 | 14792 13.49 10387 329 3.17
2013-14 500650 64369 12.86 128320 | 15228 11.87 11221 394 3.51
Total 1580646 203147 12.85 425475 | 52541 12.35 40657 1395 3.43

The percentage of failed DTs with respect to total DTs installed in the
Company ranged between 12.35 and 13.21 during 2010-11 to 2013-14. On an
average 12.85 per cent of the installed DTs failed during four years ending
March 2014. A similar trend prevailed in the JPDC where 12.35 per cent of
the DTs failed during 2010-14. The position of JCC was better where the
failure rate of DTs was much below the average failure rate of the Company.
In addition, the failure rate of DTs in JCC improved during 2010-14 (3.17 to
3.79 per cent) as compared to the period 2002-07 (4 to 6 per cent).

On an average, the Company supplied power to 31.78 lakh consumers during
2010-14. This indicates that on an average, eight consumers were affected by a
failed distribution transformer. The failed DTs, therefore on an average
affected 4.06 lakh consumers during a year. The Company, however, did not
maintain record of the number of consumers affected on account of failed DTs
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as required under RERC Regulations. We noticed that in JPDC, 34013 DTs
(64.74 per cent) out of 52541 DTs failed within the guarantee period during
2010-11 to 2013-14. The Company, however, did not analyse the reasons for
failure of DTs within the guarantee period despite more than 50 per cent
failure rate.

The Government accepted the facts and stated that the failed DTs within
guarantee period were replaced by the suppliers causing no loss to Company.
The Government, however, did not attribute reasons for high failure rate of
DTs within guarantee period.

Procedure for replacement of failed transformer

2.1.11 The Company evolved (February 2010) a procedure® for replacement
of burnt/defective distribution transformer in agricultural category to ensure
replacement of burnt transformer within 72 hours. The procedure, inter alia,
provided that the concerned JEn/AEn would register the information about
failed transformer in the prescribed format mentioning the date and time of
receipt of the burnt transformer in the sub-division store and a receipt of the
same would be given to the consumer. Simultaneously, the details of failed
transformer would be intimated to the Circle Control Room which would
provide a registration number. The whole process upto obtaining registration
number was required to be completed within 36 hours. The concerned AEn of
the sub-division would enter the registration number in transformer cum meter
change order (TMCO) and handover the TMCO to the JEn for removal of
transformer and transportation to the sub-division. The JEn was required to
ensure compliance of TMCO within 24 hours and return the TMCO bearing
the signature of the consumer to the sub-division.

We noticed that the procedure of replacement of burnt/defective transformers
in agricultural category was not adhered to by any of the sub-divisions of
JPDC. Thus, time taken by the sub-divisions in replacement of the failed
transformer could not be watched. The sub-divisions did not give
acknowledgement to the consumer on receipt of the burnt transformer in the
sub-division store. A test check of TMCOs of replaced DTs for the period
January 2015 to March 2015 disclosed that acknowledgment of the consumers
were not obtained in most of the cases after replacement of the transformers.

The Company did not report any case of delay to the RERC in replacement of
failed transformers beyond 72 hours. A test check of records of 792 cases
relating to failure of transformers in Sanganer sub-division during December
2013 to March 2015 disclosed that in 113 cases, the transformers were
replaced beyond 72 hours. Similarly, in Bagru sub-division, during the period
January 2014 to March 2015 in 79 test checked cases, the replaced
transformers were issued after three days of issue of indent, but no delay was
reported at any level.

The Government accepted the facts and stated that the Company had issued
(May 2015) instructions to the Sub-divisions/Divisions to follow the
prescribed procedure in replacement of burnt/defective DTs. The Sub-
divisions have also been facilitated with buffer stock of more than two DTs of

2 JPR5-596.
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each capacity on regular basis. The Government also stated that replacement
of DTs beyond prescribed time period was not reported to RERC due to lack
of such information from Divisions/Sub-divisions.

Grievances requiring quick response

Voltage Fluctuations

2.1.12 The Regulations 2003 required the Company to resolve complaints
relating to (i) low or high voltage (i.e. phase voltage exceeding tolerance),
voltage fluctuations or flickering and high leakage in current affecting the
quality of power supply within seven days and (ii) low voltage requiring up-
gradation of distribution lines within 180 days subject to availability of
material and techno economic viability.

The Performance Audit Report highlighted that records pertaining to consumer
complaints relating to low or high voltage, voltage fluctuations, etc. were not maintained.
Further, the information submitted to the RERC was also not correct.

The COPU recommended that the Company should continuously work on Feeder
Renovation Programme (FRP) and maintenance of the system so that 100 per cent target
could be achieved. The Company in response to COPUs recommendations submitted
Action Taken Notes (ATNs) which stated that it was continuously working on Feeder
Renovation Programme (FRP) and conversion of low tension system into high tension
system in order to reduce maintenance and achieve maximum target.

We noticed that the sub-divisions did not maintain any record relating to
registration and redressal of voltage fluctuation complaints. The sub-divisions
also did not send any information for further submission to the RERC.

We observed that the Company incurred an expenditure of ¥ 463.84 crore on
implementation of FRP (X 26.87 crore) and Restructured Accelerated Power
Development and Reforms Programme-B (X 436.97 crore) during 2010-11 to
2014-15. Besides, the Company was also implementing Feeder Improvement
Programme (FIP) and Sub-station Improvement Programme (SSIP). All these
schemes were related to augmentation/strengthening of power distribution
system. In absence of any information relating to registration and redressal of
voltage fluctuation complaints, the performance of the Company on this
account was not ascertainable.

The Government stated that voltage fluctuation complaints received at call
centre in case of JCC were redressed immediately through FRT. In case of
JPDC, it was stated that there were very few complaints of low voltage, etc. It
was further stated that the FIP and SSIP were near completion and there was
improvement in the quality and reliability of power supply resulting into
decreased number of complaints. Further, the Divisions/Sub-divisions had
been directed to maintain record of complaints relating to low voltage, etc.

Defective/stopped meters

2.1.13 The TCOS 2004 provided that the stopped/defective meters should be
replaced within two months from the date of detection of fault. In case of non-
replacement, the consumer was required to be billed on average consumption
basis.
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The Performance Audit Report highlighted that the compilation of information related
to defective/stopped meters was not correct as the figures of pending complaints without
redressal had been drastically reduced in the opening balance of each subsequent year.
The complaints of all cases of defective/burnt/stopped meters were either not registered
or were not taken into account while generating bills. Further, a large number of
stopped meters remained un-replaced due to lack of co-ordination between the billing
and technical wings.

The COPU recommended that the Company should make necessary improvement in the
system of registration of grievances and speedy redressal thereof relating to
defective/stopped meters and determine the responsibility/accountability of officers/staff.
Audit also recommended that the Company should take effective steps to improve
consumer satisfaction levels, particularly through prompt replacement of defective
meters.

The position of stopped/defective meters in the Company, JCC and JPDC
during 2010-11 to 2013-14 was as below:

(Numbers in lakh)

Company JPDC JCC
Defective Defective Defective
meters to . meters to be . meters to .
be replaced Ds]f:f:;\sle replaced Dr?]f:g;\sle be replaced D;f:gnge
Year during the replaced during the replaced during the replaced
year during the year during the year during the
(percentage (percentage (percentage
year year year
T (percentage) ] (percentage) o (percentage)
metered metered metered
consumers) consumers) consumers)
2010-11 8.04 4.46 131 0.77 1.49 1.28
(29.15) (55.47) (35.50) (58.78) (23.69) (85.91)
2011-12 9.49 4,12 1.22 0.64 1.53 1.37
(31.30) (43.41) (28.98) (52.46) (23.15) (89.54)
2012-13 11.67 8.11 1.97 1.34 1.42 1.40
(37.36) (69.49) (43.68) (68.02) (20.67) (98.59)
2013-14 8.46 4.87 1.48 0.76 0.88 0.87
(25.18) (57.57) (29.31) (51.35) (12.50) (98.86)
Total 37.66 21.56 5.98 3.51 5.32 4,92
(30.68) (57.25) (34.25) (58.70) (19.84) (92.48)

The Company registered a high percentage (30.68 per cent) of consumers
having defective meters during the period 2010-14. Consequently, consumers
ranging between 25.18 and 37.36 per cent were billed on average basis due to
poor pace of replacement which ranged between 43.41 and 69.49 per cent.
The position of JPDC was poor as the percentage of consumers having
defective meters (34.25 per cent) during 2010-14 was more than the overall
position of the Company (30.68 per cent) and the JCC (19.84 per cent). The
pace of replacement of defective meters in JPDC (58.70 per cent) was
marginally higher than that of Company as a whole but lower than the JCC
(92.48 per cent). A high incidence of defective meters in the Company
indicated that one out of three consumers suffered the problem of defective
meter and was, therefore, billed on average basis. Further, low pace of
replacement of defective meters showed that the defective meters were not
replaced within the prescribed period of two months.

The billing data for the year 2014-15 in respect of the JPDC disclosed that
8.02, 20.45, 9.39 and 8.37 per cent of the consumers in Badpeeplai, Bassi,
Bagru and Sanganer sub-divisions respectively were billed on average basis
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for more than two billing cycles. This indicates that defective meters were not
replaced within prescribed period of two months.

The position of available meters vis-a-vis the total number of defective meters
in the JCC as per Senior Officers’ Meetings (SOM) Report at the end of
March 2015 disclosed that 5385 meters were available as against 1080
defective meters lying un-replaced for more than two months. The position in
JPDC was reverse where only 2800 good meters were available against 72077
defective meters pending for replacement for more than two months at the end
of March 2015. This indicated slackness on the part of Company in replacing
the defective meters.

We noticed that none of the sub-divisions maintained the record of defective
meters and the consumers billed on average basis for more than two months in
format prescribed by the RERC. The sub-divisions maintained Meter Change
Order (MCO) registers which indicated the date of replacement of defective
meters. However, the MCOs were not linked with the date of complaint or
date of the meter found defective. Hence, the verifiable details of meters
changed beyond the prescribed period of two months from the date of
detection/receipt of complaint were not compiled.

Further, the Revenue Manual, 2004 prescribed that the meter readers had to
prepare a report on the date of meter reading in A-30 form indicating probable
reasons for defect/stoppage of the meter. The reports in A-30 form were,
however, not found prepared in any of the sub-divisions to provide input to the
management in assessment of the probable causes of failure of meters in large
numbers. We observed that out of 22.40 lakh defective meters deposited in the
stores during 2010-14, 6.45 lakh meters (28.79 per cent) became defective
within the guarantee period, indicating quality issues with the meters procured.

The Government accepted the facts and stated that the position of replacement
of meters in JCC was quite satisfactory. However, the position of replacement
in B-1, B-Il, G-11 and G-IV was being monitored. The Government in respect
of JPDC stated that the defective meters could not be replaced due to non-
availability of meters. The reply of the Government was silent on maintenance
of record of defective meters and quality issues with the procured meters and
consequently the billing of consumers on average basis for more than two
months.

The quality issue of procured meters needs to be resolved on priority basis in
view of high quantum of meters becoming defective within guarantee period.

Discrepancies in database

2.1.14 Audit scrutiny disclosed that there were wide variations between the
MIS and reports prepared for Senior Officers’ Meetings (SOM). The
variations in respect of JPDC and JCC are shown below:
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. . Defective meters pending for
Defective meters pending for
replacement for more than two months
replacement at the end of year
Year at the end of the year
JPDC JCC JPDC JCC

SOM MIS SOM MIS SOM perce SOM percenta

Report Report Reports | ntage | Reports ge
2010-11 | 104399 | 54037 21964 | 21964 96169 92 21964 100
2011-12 | 119129 | 58236 16731 | 16731 109725 92 16731 100
2012-13 | 103778 | 62652 2332 | 2332 95864 92 2332 100
2013-14 70637 | 72046 1826 | 1826 56204 80 0 0

Discrepancies between the MIS and SOM reports indicated lack of authentic
information being used in decision making.

The performance of the Company in redressal of grievances relating to
defective meters was not satisfactory during 2010-14 as:

e the Company registered a high percentage of consumers having
defective meters which were not replaced within the prescribed
time period of two months;

e the sub-divisions did not maintain the record of defective meters
and the consumers billed on average basis for more than two
months in the format prescribed by the RERC,;

e the meter failure reports in A-30 form were not prepared to assess
the probable causes of failure of meters in large numbers; and

e the maintenance and compilation of record was not proper and
there were discrepancies between the MIS and SOM reports.

The Company in ATNs had stated that registration and prompt redressal of
grievances relating to defective/stopped meters was being done; replacement
was being made on campaign basis; monthly review of replacement of meters
was being done at the Head Office level; concerned staff/officials had been
instructed for timely replacement of meters.; work of replacement of meters
was being done on Central Labour Rate Contract basis and presently there was
no delay on this part due to non-availability of technical staff.

The facts, however, remained that the performance of the Company in
redressal of grievances relating to defective meters was not satisfactory.

The Government accepted the fact of differences between figures reported in
MIS and SOM and stated that there would be no difference in the figures of
current financial year.

Grievances relating to bills

2.1.15 The Regulations 2003 provided that consumer’s complaints relating to
wrong billing, arithmetical errors, non-receipt of bill, incorrect application of
tariff or inadequate time allowed to effect payment had to be resolved on the
same day, if reported in person or telephonically and within seven working
days, if the complaint was received by post or additional information was
required.
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The sub-divisions did not maintain the records of complaints relating to
energy bills in the format prescribed by the RERC. There was no inter-linking
between receipt of grievance, action taken by the concerned sub-divisions in
redressal of grievance and the total time taken in final resolution of the
grievance. The Company, therefore, failed to provide any assurance that
complaints were redressed within the stipulated time period.

The Government accepted the facts and stated that the Sub-divisions were
being directed to maintain proper records of grievances relating to bills.

Average billing

2.1.16 The TCOS 2004 allowed a rebate of five per cent on the total bill
(excluding electricity duty) of the consumer in case a stopped/defective meter
was not replaced within a period of two months of its detection. The rebate
was to be allowed from third monthly bill in case of monthly/fortnightly
billing and second bill in case of bimonthly billing till the meter was replaced.

The Performance Audit Report highlighted that there was a substantial increase in the
number of consumers billed on average basis as the number increased from 0.60 lakh in
2004-05 to 1.11 lakh in 2006-07. In three selected sub-divisions, the number of consumers
billed on average basis due to defective/stopped meters was more than 20 per cent of total
consumers in the year 2006-07. Further, the Company did not allow legitimate rebate of
five per cent to the consumers billed on average basis.

The output® of billing data in respect of JCC disclosed that 0.56, 0.68, 5.18
and 6.36 per cent of the total bills issued during 2014-15 in B-1, B-11, G-Il and
G-1V sub-divisions respectively were issued to the consumers on average basis
due to the meter being stopped, defective, burnt, etc. The output in Form-10
was not available in respect of JPDC. However, MIS* in respect of JPDC
disclosed that 10148 bills (7.83 per cent) in Badpeepali, 39696 (19.88 per
cent) in Bassi, 12527 (8.69 per cent) in Sanganer (Rural) and 13986 (7.92 per
cent) in Bagru sub-divisions, were issued to the consumers on average basis
during 2014-15.

Analysis of the billing data for the year 2014-15 disclosed that JCC did not
allow rebate to 1001 consumers in selected sub-divisions to whom average
bills were issued in more than two billing cycles. The JPDC allowed rebate
from June 2014 to consumers having defective meters for more than 12
months and allowed rebate of X 11.25 lakh to the total consumers of the Circle
during the period from June 2014 to March 2015. We found that average bills
in more than two billing cycles were issued to 12960 consumers in selected
sub-divisions. The JPDC discontinued rebate to the consumers as per
Company’s order issued in March 2015.

The Government accepted the facts and stated that rebate was not allowed as
per directions of the Company. The Company further stated that the rebate
would be allowed through software being developed by M/s HCL.

3 The output of billing data is given in Form-10 which shows the total number of bills
issued on average basis.

4 MIS relating to bills issued on average basis given in Form-26.
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The Company’s directions for disallowing rebate were irrelevant as no
directions had ever been issued by the Company to stop rebate to the
consumers having defective meters for more than two months.

Delay in allowing credit

2.1.17 The Company allowed credit to the consumers on account of
corrections in the bills through Consumer Charge and Allowance Register (CC
& AR). Scrutiny of CC&AR for the year 2014-15 disclosed that the B-1 & B-
I, G-l and G-IV sub-divisions of JCC took at least 43, 25 and 38 days
respectively in effecting credits in consumers’ bills even after allowing credits
to the consumers. Similarly, the Badpeepali & Sanganer (Rural), Bassi and
Bagru sub-divisions of JPDC took atleast 35, 46 and 21 days respectively. The
maximum time taken in effecting credit in the consumers bills in the selected
sub-divisions ranged between 119 and 1147 days. This shows lackadaisical
approach of the sub-divisions in providing timely relief to the consumers.

The Government stated that credit on account of corrections in the bills were
recorded in the CC&AR immediately after satisfying with the reasonability of
credit but the impact reflected in consumer’s account only in the next billing
cycle. The reply was not convincing as the billing disputes were to be resolved
within seven days and Company was required to make corrections in the bills
prior to deposit of the billing amount by the consumer. Thus, the practice
adopted by the Company unreasonably burdened the consumers by forcing
them to make payment for a wrong bill for which credit would be allowed in
the next billing cycle. Further, there were cases indicating delay of more than
60 days i.e. more than two months in case of bi-monthly billing cycle.

Meter reading

2.1.18 The Company had been purchasing Hand Held Terminal (HHT)
readable meters since 2009 to ensure downloading of meter data through HHT
machines. Scrutiny of the available MCO/HHT registers in the selected sub-
divisions of JCC for the year 2014-15 disclosed that reading through HHT
machines were taken in 325, 76, 142 and 462 cases only in B-1, B-11, G-Il, and
G-IV sub-divisions respectively. Similarly, in JPDC, readings through HHT
machines were taken in 779, 310 and 263 cases only in Badpeepali, Bassi and
Sanganer (Rural) sub-divisions respectively. The Bagru sub-division did not
maintain the record of HHT readings. The sub-division in response to audit
observation stated that HHT machines or its software for all type of meters
was not available. The reply was not convincing as the HHT machines and
software on every 100/500/1000 meters were provided free of cost by the
suppliers. The sub-divisions by not taking readings through HHT machines,
issued bills on average basis in cases of defective/non-visibility of the screens
of meters.

The sub-divisions did not maintain any record of the bills to be revised on the
basis of actual reading of removed meters through HHT machines. The
Company, therefore, did not provide credit for the excess amount charged
from the consumers in cases where the average billing was higher than the
actual consumption. The Management in SOM expressed (December 2012)
concern for not taking readings of the removed meters with HHT machines.
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However, no action was found taken to mitigate consumer’s grievances on this
account.

The Government in respect of JCC stated that reading through HHT machines
was being taken wherever required. In respect of JPDC, it was stated that
record of retrieved meter reading through HHT machines was being
maintained regularly and in case of Bagru Sub-division, instructions had been
issued to maintain the records. The reply was not convincing as the purpose of
purchasing HHT readable meters was defeated due to meager number of
readings taken through HHT machines. Besides, the Sub-divisions did not
provide records of the bills revised on the basis of HHT readings of removed
meters.

The performance of the Company in redressal of grievances relating to
bills was, therefore, not satisfactory as:

e the record relating to time taken in redressal of grievances relating
to bills was not maintained in the prescribed format and there was
no assurance that complaints were redressed within the stipulated
time period;

e average bills were issued to the consumers in more than two billing
cycles;

e there was huge delay in allowing credit to the consumers on
account of wrong billing;

e the JCC and JPDC did not provide five per cent rebate to the
consumers who were issued average bills for more than two billing
cycles; and

e the actual reading of removed meters through HHT machines was
not taken which led to charging of excess amount from the
consumers in cases where the average billing was higher than the
actual consumption.

Release of new connections

2.1.19 The Regulations 2003, in case of new connections stipulated that the
demand note for connection charges should be issued within 21 days of receipt
of the application and connection should be released within 30 days from
deposit of demand note in urban areas and within 45 days in rural areas.

The Performance Audit Report highlighted that the release of connections to domestic
category consumers was not satisfactory. Demand notes were not issued to 12527
applicants (378 urban, 12149 rural) within stipulated time. 14218 connections (1331
urban and 12887 rural) were not released within 45 days despite deposit of the required
amount. There was a distinct disparity between release of connections to rural and
urban applicants. In JPDC, the release of rural domestic connections was delayed in 32
per cent cases.

Audit also recommended to address the apparent disparity in the satisfaction levels of
urban and rural consumers.
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The yearly performance reports submitted by the Company for the period
2010-11 to 2013-14 to RERC mentioned ‘no delay’ in release of connections
in JCC and JPDC.

It was seen that 1.32 lakh (92.96 per cent) new connections were released in
JCC out of 1.42 lakh live® applications and 1.32 lakh (65.02 per cent) new
connections were released in JPDC, out of 2.03 lakh live applications during
the period 2010-11 to 2013-14.

With a view to assess the delay and disparity between release of domestic
connections in rural and urban areas, we randomly selected a sample of 2320
cases and 3008 cases of newly released connections during 2013-14 from the
selected sub-divisions of JPDC and JCC respectively. Our analysis of the
records of JPDC, which mainly catered to the rural consumers, disclosed that
there was delay in issue of demand note in 1663 (71.68 per cent) cases ranging
between one and 407 days beyond the prescribed period of 21 days. There was
delay in 715 (30.82 per cent) cases in release of connections after deposit of
demand note. The delay on this account ranged between one and 451 days
against the prescribed period of 45 days.

In JCC, which caters to urban consumers, the demand note in 177 (5.88
per cent) cases was issued with delay ranging between one and 145 days
against the prescribed period of 21 days. The delay in release of connections
after deposit of demand was found in 396 (13.16 per cent) cases. The delay in
release of connection ranged between one and 391 days against the prescribed
period of 30 days.

The Company, therefore, submitted incorrect information to the RERC about
timely release of connections. Further, slow pace of release of connections
coupled with high quantum of delay in issue of demand note and release of
connections after deposit of demand note in JPDC indicated a distinct
disparity in release of domestic connections in rural and urban areas.

The Government accepted the facts and stated that the Company had issued
directions to all Divisions/Sub-divisions for issuing demand note within
stipulated time period. The Government also stated that no connection for
which demand note was deposited upto March 2015 was pending. Further,
connections had been released to the consumers in JCC whose demand notes
were deposited during April to June 2015. However, there were 2900
connections pending release in JPDC due to non-availability of meters.

Release of agricultural connections

The Performance Audit Report highlighted that the Company fixed lower targets for
release of agricultural connections against the directives of the State Government. The
applications for release of agricultural connections were pending since 1993-94 without
any recorded reasons.

Audit recommended that the Company should release new connections to agricultural
consumers as per the targets set by the Government.

2.1.20 There was no variation between the targets fixed by the Company and
those fixed by the State Government regarding release of agriculture

5 Total applications pending from previous year plus applications received during the
year less applications cancelled during the year.
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connections during 2010-11 to 2014-15. We, however, observed that the pace
of release of agricultural connections was slow as the Company was able to
release only 0.99 lakh new connections during 2011-15 and 1.48 lakh
applications were pending as on December 2014. The applications for the
connections released during 2011-15 pertained to the period upto March 2009.
Thus, applications received during April 2009 to March 2015 were not
considered for release of connections for which reasons were not found on
record.

The Company in response to COPU’s query about fixation of targets for
agricultural connections by the State Government; efforts made by the
Company for release of funds from Government exchequer; and details of
funds released by the State Government, had replied that the State
Government provided 20 to 50 per cent financial support in the form of equity
for meeting out the gap between the cost of release of an agriculture
connection and the consumer’s contribution. The State Government makes
budget provision for the determined equity and makes it available on time.

We noticed that the Company did not maintain proper account of the equity
receivable and received from the State Government towards release of
agricultural connections and it did not provide the information for the period
2010-11 to 2013-14. As per records, the State Government transferred equity
of ¥ 189.18 crore and X 121.77 crore during 2013-14 and 2014-15 respectively
in the Personal Deposit account of the Company.

The Company despite timely receipt of financial support from the State
Government failed to provide agricultural connections.

The Government stated that there was no pendency in release of agriculture
connections. The connections in general were released within stipulated time
period and the targets fixed by the Company and Government were
successfully achieved. The reply of the Government is not convincing in view
of the facts that the applications for release of agriculture connections after
March 2009 were not released and even not included in the targets fixed by the
Government as well as the Company.

Performance report submitted to the RERC

2.1.21 The Regulations 2003 required the Company to submit quarterly
returns relating to registration and redressal of consumer grievances in the
prescribed format. The Company in order to ensure timely submission of
reports to the RERC, issued (December 2003) detailed instructions which
directed the concerned JEn/AEn/Executive Engineers (ExEns) for daily,
weekly and monthly submission of reports. The RERC (Standards of
Performance for Distribution Licensees) Regulations, 2014 (Regulations
2014), applicable from 1 October 2014 repealed the Regulations 2003. The
new Regulations stipulated submission of half yearly reports within 45 days
from 30" September and 31% March of each financial year in the prescribed
format. Besides, the Company was also required to furnish a report along with
the half yearly reports indicating (i) measures taken to improve performance
and (ii) reasons for non-achievement of the specified targets.

33




Audit Report No. 5 (Public Sector Undertakings) for the year ended 31 March 2015

The Performance Audit Report highlighted that returns and information were submitted
to RERC without any supporting evidence and basic documentation. The information
was incomplete, incorrect and submitted with delay.

In response, the Company submitted (May 2010) to the COPU that ignorance of
provisions of SOP was the main reason for non-compilation of information. It was,
however, submitting monthly, quarterly and yearly information.

It was observed that the Company did not send any quarterly report to the
RERC during 2010-11 to 2014-15 as per Regulations 2003. The yearly reports
were also submitted with delay ranging between four and 16 months. Further,
the yearly reports were not based on any supporting evidence and basic
documentation as the concerned Engineer neither compiled the information in
the prescribed format nor sent daily, weekly and monthly reports. The
returns/reports which were required to be sent by 15 May 2015 as per new
Regulations were also not submitted (June 2015).

The performance of the Company in reporting to the RERC as per Regulations
2003 was, therefore, abysmal. The Company did not evolve a system of
registration, compilation of accurate data and timely submission of
information by the field offices. The inaction of the Company on defaulting
officials indicated non-seriousness in mitigating the consumer grievances. The
Company’s response to the COPU that non-maintenance and compilation of
information in the prescribed format was due to ignorance of the staff about
new system, therefore, does not hold good.

In respect of JCC, the Government stated that presently quarterly, half yearly
and annual reports were being sent timely in new format. However, in respect
of JPDC it was stated that quarterly information was being sent to SE (RA) on
regular basis. The reply of the Government was not in consonance with the
audit observation. The audit contention highlights the abysmal performance of
the Company in reporting to the RERC. The sub-divisions were required to
send information to SE (RA) which would compile and send the same to
RERC. However, the concerned Engineers neither compiled the information in
the prescribed format nor sent daily, weekly and monthly reports. Further, the
quarterly information claimed to be submitted by JPDC pertained to
Settlement cum Grievance Redressal Forums instead of the information
prescribed under Regulations 2003.

Awareness generation among consumers

2.1.22 The RERC directed (November 2003) that complete contact details
including the name, location and telephone number of the offices and various
forums specified for registration and redressal of complaints should be given
wide publicity through newspapers and radio/television. These details were
also to be displayed in the offices of the AENs and required to be intimated to
the consumers through their electricity bills at least twice in a year i.e. in April
and September. The State Government also promulgated (September 2011)
‘Rajasthan Guaranteed Delivery of Public Services Act, 2011 and Rajasthan
Guaranteed Delivery of Public Services Rules, 2011 (October 2011) which
required the Company to display all relevant information related to services at
a conspicuous place in the office.
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The Performance Audit Report highlighted that the Company had not given due
publicity to the mechanism available for registration and redressal of consumer
grievances.

Audit recommendation was to give broad publicity to the various mechanisms available
to the consumers for redressal of their grievances.

We noticed that the field offices did not comply with the directions issued
(November 2003) by the RERC for registration and redressal of complaints
and wide publicity thereof. The sub-division offices, however, in compliance
to the provisions of Rajasthan Guaranteed Delivery of Public Services Act,
2011 displayed five® types of grievances, their periodicity of redressal, contact
details of the officers and details of appellate authorities. Further, periodical
press notifications regarding chaupals to be organised in the selected Grid-
Sub-Stations were also issued.

We observed that the Corporate office, however, issued’ only four press
notifications during 2010-11 to 2014-15 giving details of telephone numbers
for lodging of complaints related to interruption of power supply. The
complete address of the complaint center for various nature of complaints and
complete addresses and telephone numbers of the Grievance Redressal
Forums were neither publicised through print/radio/tv media nor printed on
electricity bills or displayed at the sub-division offices.

The Company, therefore, failed to take adequate steps in giving broad
publicity to the consumer grievances redressal mechanism.

The Government stated that the Company’s instructions were being complied
by the concerned offices and telephone numbers of AEns were printed on
electricity bills. The reply was not convincing in view of the fact that the
RERC directed the Company to spend X 50 lakh towards consumer awareness
programme in view of poor efforts made by the Company towards consumer
awareness.

Consumer Satisfaction Survey

The Performance Audit Report highlighted that the consumer satisfaction survey
conducted (June 2005 to December 2005) by A.C. Neilson rated the Company’s overall
Consumer Satisfaction Index (CSI) at 0.39. The survey pointed out that the consumers of
all Circles were not satisfied with the process of release of connections. The Company
intimated (May 2010) COPU that another survey done by Research & Development
Initiative (RDI), a private firm had rated the satisfaction level of consumer as
satisfactory.

2.1.23 We noticed that the report of RDI was not available with the
Circle/Division/Sub-divisions Offices. The Head Office also could not provide
the report of the RDI. In absence of report, Audit was unable to form an
opinion on the findings of the survey report.

The Government did not furnish any comment to the Audit observation.

6 (1) Issue of new connections, (2) correction of electricity bills, (3) replacement of
meter, (4) Interruption in power supply and (5) infrastructure based services.
7 17 October 2010, 30 April 2011, 9 May 2013 and 4 June 2014.
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Grievance redressal camps

2.1.24 The Regulations 2003 provided for holding complaint redressal
meetings at AEn’s Office on 10" of every month and at Superintending
Engineer’s (SE) Office on 20™ of the same month. The minutes of meeting at
the level of AEn and action taken report was to be made available to the SE
for his meeting on 20™ of the same month. Further, the records were to be
properly maintained and made available for inspection by higher authorities.

The MIS, as regards redressal of complaints at the level of AEn, reported
redressal of 5097 complaints out of 5098 complaints in JCC and 16784
complaints against 16781complaints in JPDC during 2010-14. The JCC did
not receive any complaint at the level of SE during 2010-14 while in JPDC all
the 109 complaints were resolved at the level of SE during 2011-14.

The circle and sub-division offices, however, did not produce any
record/minutes of the meetings held at the level of AEn and SE. Further, the
action taken reports submitted by the AEns to the SEs and details of
inspections made by the higher authorities were also not found on record.

The Government in respect of JCC stated that meetings of complaint redressal
forums were being held frequently at Circle/Division/Sub-division levels in
each month. In respect of JPDC, it stated that four chaupals were being held
monthly at 33/11 KV Sub-stations.

Other audit findings

The Performance of the Company on the basis of new Acts/Regulations issued
by the RERC/State Government after March 2008 i.e. after conclusion of the
Performance Audit report for the year ended March 2008 is discussed below:

Grievance redressal cum settlement forums

2.1.25 The RERC notified (March 2008) ‘Guidelines for Redressal of
Grievances’ Regulations, 2008 which classified the consumer grievances into
monetary® and general or non-monetary® nature. The monetary grievances
with specified financial limits and non-monetary grievances as per the nature
of complaint were to redressed at Sub-divisional, Divisional, Circle (District)
and Corporate level Forums within 30 days in normal course and upto 45 days
from the date of registration, in any case. Further, the Company was required
to send quarterly reports to the RERC in the specified form from time to time
in respect of standards of performance, other performance parameters and
consumer grievances related information showing the extent to which the time
schedule had been followed in redressing the consumer grievances. Regular
quarterly reports were to be sent at the end of the month to the RERC.

8 The monetary nature grievances covered complaints relating to electricity bills,
recovery of arrear, payment of demand raised by the licensee except the cases
covered U/s 126 & 135 of the Electricity Act, 2003.

9 Consumer grievances relating to quality of supply, defects in service & standards of
performance by the licensee were covered under general or non-monetary nature.
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The Performance Audit Report highlighted that AEN level forums were not functional
and delay in settlement of disputes relating to dues was mainly due to laxity in issuing
notices to the consumers.

Audit recommended to revitalize and monitor the working of various committees and
forums set up for the redressal of consumer grievances.

Scrutiny of the records disclosed that:

e the sub-divisional forum was not functional at Bassi sub-division. In
Sanganer and Badpeepali sub-divisions, the forums were almost non-
functional as only one and four cases respectively were received and
settled during 2010-11 to 2014-15;

e the maintenance of Settlement Register was not proper as cases
pertaining to earlier years were found entered in the current year’s
applications; and

o few cases of issue of notices to the consumers were found at Sub-
divisional, Divisional, Circle (District) level forums. There was no
record of the consumers attending the meetings.

The quarterly returns upto March 2015 were submitted to the RERC with
delay ranging between seven days and 486 days. In case of monetary nature
grievances, the Company reported that 225 cases at the level of AEn, 282
cases at EXEn’s level, 168 cases at SE’s level and one case at the Corporate
level were settled beyond stipulated time period during 2010-15.

The reporting was, however, not correct in view of the facts noticed in JCC,
JPDC and five' selected sub-divisions as depicted below:

Forums
Particulars Sub-division | Division Circle Corporate
level level (District) level level
Total cases of monetary nature 868 1830 4198 195
Cases settled beyond the maximum 284 798 763 159

prescribed period of 45 days

Cases settled beyond the maximum
prescribed period of 45 days where 66 247 396 50
the delay was more than 100 days

Percentage of cases settled with

32.72 39.78 18.18 81.54
delay

We noticed that these sub-divisions/divisions/circles never reported any delay
in settlement of cases. The main reasons for delay were slackness in the
concerned offices and considerable time taken in sending cases by the
subordinate offices to controlling offices.

The Government stated that consumers were being informed about a meeting
through mobiles. The delay in settlement of cases was due to consumer not
attending meetings. Instructions had been issued to Bassi, Bad pipali and
Sanganer sub-divisions to maintain proper record.

The reply was not convincing as the Company did not maintain any record of
consumers attending the meetings. Further, the delay in settlement of cases
was never reported to RERC. Besides, slackness at sub-divisions where forum

10 B-1, B-11, G-1l and G-1V of JCC and Bagru of JPDC
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was almost non-functional and slackness in sending cases by sub-ordinate
offices to controlling offices were the main reasons for delay.

Rajasthan Guaranteed Delivery of Public Services Act, 2011

2.1.26 The Rajasthan Guaranteed Delivery of Public Services Act, 2011 and
Rules, 2011 framed thereon, prescribed timeframes for delivery of certain
notified services/activities viz. release of connections, correction of bills,
replacement of meters, improvement of quality of electricity supply and
activities requiring development of infrastructure. The timeframe prescribed in
the Act was similar to that prescribed in RERC Regulations 2003. The Act
required the Company to send fortnightly information from circle offices to
the concerned District Collector for centralized monitoring of delivery of
notified services.

The sub division-wise cumulative information submitted by the JPDC (first
fortnight of February 2015) and JCC (second fortnight of January 2015) to the
District Collector reported settlement of all cases within the prescribed time
period. We observed that the information sent to the District collector was,
however, not correct in view of the shortcomings discussed in preceding
paragraphs.

The Government stated that information submitted to the District Collector
was in order. The reply was not convincing in view of the facts that the
fortnightly reports furnished to District Collector showed settlement of all
cases within the prescribed time period which was not correct as commented
and accepted by the Government in preceding paragraphs.

Upbhokta Shikayat Niwaran Kendra

2.1.27 The Company started (February 2014) registration of five'® types of
complaints through toll free number at Circle offices. The complaints were
required to be processed through online system. In case of non-closure of
complaints within three days, the same were to be escalated to next higher
authorities’ upto the level of the Managing Director.

The JCC reported to have redressed 146 (89 per cent) grievances registered up
to March 2015 over toll free numbers within three days while JPDC reported
to have redressed 340 (63 per cent) grievances within three days. We,
however, noticed that records supporting the activities performed before
closure of complaints were not available in any of the sub divisions.

The Government stated that proper record was maintained at Circle level in
soft and hard copy. In respect of JPDC, it was also stated that directions had
been issued to all the Divisions/Sub-divisions for maintaining record. The
Company, however, did not provide complete history from registration to
redressal of complaints.

Standards of Performance 2014

2.1.28 The RERC notified (February 2014) ‘RERC (Standards of
Performance for Distribution Licensees) Regulations, 2014 in supersession to

11 (1) Failure of transformers, (2) Delay in release of new connection, (3)
Accident/accident prone, (4) Theft and (5) Harassment by company employee.
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the Regulations 2003. The new regulations were effective from 1 October
2014.

The Regulations 2014 provided for overall minimum standard of performance
to be achieved on different parameters between 90 and 95 per cent; minor
pecuniary penalties from ¥ 50 to X 2000 in individual cases; establishment of
easily accessible call centres within 12 months in class-1 cities and 18 months
in urban areas; registration of complaints in prescribed format; and submission
of half yearly reports in the formats SOP-1 to SOP-5 within 45 days, from 30
September and 31 March of each financial year.

The Company, however, did not submit return for the half year ending 31
March 2015 (September 2015). Further, the sub-divisions had not yet
(September 2015) commenced preparation and compilation of records in the
prescribed formats. The performance of the Company on different parameters,
therefore, could not be commented upon.

The Government stated that JCC and JPDC submitted (June 2015) half yearly
reports in the formats SOP-1 to SOP-5 to the Zonal Chief Engineer (Operation
and Maintenance, Jaipur Zone). The fact remained that half yearly report as
prescribed under Regulations 2014 had not yet been submitted (September
2015) to the RERC.

\ Conclusion

The Performance Audit Report for the year ended March 2008
highlighted deficiencies relating to documentation of complaints as per
RERC directions, delay in redressal of various types of grievances, non-
submission of performance reports to the RERC, non-functioning of
Forums/Committees for redressal of consumer grievances and lack of
awareness generation among consumers. The findings of follow up audit
disclosed similar type of deficiencies. There was not much improvement
in documentation of complaints as per RERC directions. There was delay
in redressal of consumer grievances of various types like delay in
replacement of distribution transformers, defective meters, release of
connections and complaints relating to bills. Also, there was lack of
awareness generation among consumers and non-reporting to RERC.
Further, the recommendations made by Audit and COPU and assurances
given to COPU in ATNs were not fully implemented by the Company.
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2.2  Performance Audit (IT) on Computerisation of Commercial

activities by Rajasthan State Ganganagar Sugar Mills
Limited

Executive Summary

Rajasthan State Ganganagar Sugar Mills Limited was incorporated (1 July 1956) as a
wholly owned Government company with the main objectives to manufacture sugar from
sugarcane and sugar beet and to trade in sugar, sugarcane, sugar beet and molasses;
produce and raise sugar cane, sugar beet and other crops; and carry on the business as
distillers, manufacturers and dealers in Rectified Spirit, Country Liquor and Indian Made
Foreign Liquor.

The Excise Department, GoR outsourced (June 2010) the work of Integrated IT Services to
M/s Trimax IT Infrastructure & Service Limited, Jaipur (Service provider) at a cost of
¢8.21 crore. The Service provider was to implement an integrated IT system in the Excise
Department, Rajasthan State Beverages Corporation Limited and Rajasthan State
Ganganagar Sugar Mills Limited (Company).

The electronic data for the year 2013-14 and 2014-15 was collected and was analysed
through Computer Assisted Audit Techniques using Interactive Data Extraction and
Analysis software.

Analysis of the data disclosed serious flaws in the IT system which led to sale of country
liguor on dry days, acceptance of duplicate permit numbers, challans numbers and other
deficiencies.

General Controls

The Company did not have an IT policy and IT security policy as regards to security of IT
assets (software, hardware and databank). In absence of IT security policy, modifications
made in the data base relating to the retailers, depot location, any deletion or editing in
invoice and challan, etc. by the outsourced agency were not subjected to any supervisory
review periodically to ensure that the changes were authorised by the competent authority.
There was no business continuity/disaster recovery procedure to avoid any untoward
incident. Disaster recovery site at State Data Center Jaipur was not set up by the service
provider. Further, the system was also deficient with respect to physical and logical security.

System Design Deficiencies

The billing software was not designed in a robust manner to ensure validation of input
advice and output results as per the business rules. Our analysis disclosed that the design
deficiencies and inadequate input controls led to irregularity in approval of label and sale of
country liquor without testing.

Mapping of business rules

The integrated system lacked mapping of business rules in accordance with the Excise
Act/Rules which not only led to violation of the Excise Act/Rules but also statutory violation
in sale of country liquor/issue of permit on dry days/election dates and sale of country
liguor beyond working hours and on non-working days.

Input Control and Validation Checks

Input control minimizes the possibilities of error or irregularities in computerised systems
due to incorrect or irregular input. Input control and validation checks were deficient and
the system accepted the same permit and challan numbers more than once. There were
instances of sale of liqguor beyond the validity of permit or without permit, acceptance of
cash from the licensees in violation of policy, discrepancies in material inward slip, short
receipt of quantity of country liquor against the ordered quantity and irregular change of
retailers’ depot, etc.
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Internal Controls

The existence of an adequate system of internal control minimises the risk of errors and
irregularities. Our analysis disclosed that the internal control mechanism was deficient and
it led to sale of unapproved brand of country liquor, illegal transactions and non-
reconciliation of Company's data with the data of the Excise Department.

Recommendations

The Performance Audit includes recommendations for formulating and implementing a
clear and comprehensive IT policy and its periodical review according to the business
environment; carrying out suitable modifications in the system design to avoid any statutory
violation as regards to issue of permit and sale of liquor on dry days; capturing the location
of depot, quantity of active/inactive stock and date of bottling to ensure timely testing of
country liquor; ensuring mapping of business rules in accordance with the provisions of the
Excise Act/Rules; building adequate input controls and validation checks to overcome the
deficiencies and strengthening the internal control mechanism to ensure proper monitoring
of the sale of country liquor and reconciliation of Company's data with the data of Excise
Department to avoid any leakage of revenue.
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Introduction

2.2.1 Rajasthan State Ganganagar Sugar Mills Limited (Company) was
incorporated (1 July 1956) as a wholly owned Government company with the
main objectives to manufacture sugar from sugarcane and sugar beet and to
trade in sugar, sugarcane, sugar beet and molasses; produce and raise sugar
cane, sugar beet and other crops; and carry on the business as distillers,
manufacturers and dealers in Rectified Spirit, Country Liquor and Indian
Made Foreign Liquor.

Financial and Operational results

e The Company earned net profit of I 14.53 crore and I 10.44 crore
during 2012-13 and 2013-14 respectively. The Liquor division earned
profit of ¥ 33.69 crore and X 35.18 crore during 2012-13 and 2013-14
respectively.

e Sugar factory incurred losses of X 19.16 crore and X 24.74 crore during
2012-13 and 2013-14 respectively. The main reasons for increased
losses were low capacity utilization, higher cane price and increase in
fuel expenses.

e Total sale of country liquor during 2013-14 and 2014-15 was 16.41
crore and 19.25 crore Bulk Litre (BL) respectively, out of which 6.55
crore BL (39.91 per cent) and 7.76 crore BL (40.31 per cent) country
liquor was manufactured by the Company during 2013-14 and 2014-15
respectively whereas 9.86 crore BL and 11.49 crore BL country liquor
was supplied by private distillers/bottlers during the same period.

Organisational set up

2.2.2 The Company works under the administrative control of the Excise
Department of Government of Rajasthan (GoR). The management of the
Company is vested in a Board of Directors (BoD) and as on March 2015 there
were eight Directors on the Board of the Company. The Secretary, Finance
Department (Revenue), GoR is the ex-officio Director-in-charge of the
Company.

Information Technology Activities in the Company

2.2.3 The Excise Department, GoR outsourced (June 2010) the work of
Integrated Information Technology Services to M/s Trimax IT Infrastructure
& Service Limited, Jaipur (Service provider) at a cost of ¥ 8.21 crore. The
Service provider was to implement the integrated system in the Excise
Department, Rajasthan State Beverages Corporation Limited* (RSBCL) and
Rajasthan State Ganganagar Sugar Mills Limited (Company).

The Company was required to bear 20 per cent of the total estimated cost and
the Service provider was to procure and install hardware equipment along with
preparation of web based application software for carrying out day-to-day

1 A Government of Rajasthan company.
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operations in the Company’s Head office/Unit Offices/Reduction
Centre/Depots for a period of five years. Further, the Service provider was
responsible for maintaining the integrity, security and backup of the data and
applications.

The work order envisaged preparation of 24 modules® using Oracle Relational
Database Management System for integration of all the activities of the
Company. As on December 2014, out of 24 modules, 13 modules were in
operation and the results were being used for accounting purpose. The system
had client server architecture with server located at Udaipur. The head office
of the Company and all its Units/Depots are linked with the main server.

Scope of Audit

2.2.4 The Performance Audit covers analysis of the computerised data for
the period 2013-14 and 2014-15. Besides, audit scrutiny also involves cross
verification of records related to trading and inventory management of
sugarcane and country liquor kept at the Head Office, Unit Offices and Depots
of the Company.

Audit objectives

2.2.5 The Performance Audit (IT) on the computerisation of the commercial
activities by the Company was carried out to assess whether:

e The Company prepared and implemented Information Technology (IT)
policy in accordance with the business needs;

e The Company ensured that the IT system was efficient and effective to
cover the business risks in modern IT environment; the
business/Government Rules and Regulations were efficiently mapped,;
completeness/correctness of the data was ensured and the manual
records were reconciled with electronic data; and

e Effective internal control system and internal checks existed to ensure
proper monitoring of the IT system and safety of the IT assets (data,
software and hardware).

2 (1) Country Liquor and Distribution, (2) Production and supply, (3) Store
Management, (4) Liquor Receipt including Batch Management, (5) Inventory
Management, (6) Order for Supplies, (7) Supply schedule as per RSBCL Lines, (8)
Tax collection at Source as per RSBCL Lines, (9) Financial Accounting, (10)
Payment of Country Liquor to Suppliers on Sale basis instead of Consignment basis,
(11) Bank Data uploading for Bank Reconciliation, (12) Purchase as per RSBCL
Lines, (13) Supplier Rate Approval, (14) Cane Development, (15) Cane
Crushing/Sugar/By products Production, (16) Demurrage Calculation, (17) Debit
Note/Credit Note, (18) Invoice cum Excise Permit including Batch Management,
(19) HR and Payroll, (20) Sugar Factory specific i.e. Main Gate & Security
Department and Labour Welfare Section, (21) Sugar and By products sales, (22)
Engineering, (23) Power Generation and Sales and (24) Plant Maintenance.
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Audit criteria

2.2.6 The audit criteria derived from the following sources were adopted:

e The terms and conditions of the agreement, work order and other
directions issued to the software developer/implementing agency;

e Excise Policy for the years 2013-14 and 2014-15;

e Accounting Policy, Business Rules and procedures followed by the
Company;

e Rules, notifications and guidelines issued by the Excise Department of
the GoR;

e Management Information System (MIS), Manuals and other
orders/circulars issued by the Company and,

e Best IT Practices.

Audit Methodology

2.2.7 The methodology adopted for attaining audit objectives with reference
to audit criteria consisted of explaining audit objectives to the Government/top
Management of the Company during entry conference held on 13 February
2015. The electronic data for the year 2013-14 and 2014-15 was collected and
analysed through Computer Assisted Audit Techniques using Interactive Data
Extraction and Analysis (IDEA) software. Questionnaires were utilised to
elicit information from the Company to evaluate controls of application
software and to ascertain completeness, regularity and consistency of data.
Audit scrutiny involved analysis of data, raising of audit queries, review of
records, interaction with the Company/agency personnel, holding of exit
conference and issue of Draft Performance Audit Report to the
Government/Management for comments.

The Performance Audit Report has been finalised considering the views of the
Government/Management during exit conference (14 October 2015) and
replies (October 2015) of the Government to the draft Report.

Audit findings

2.2.8 Audit findings based on scrutiny of records, electronic data and review
of software mainly highlights deficiencies in general controls, system design,
mapping of business rules, application control and internal control mechanism.
These findings have been discussed below:

General Controls

2.2.9 General controls include controls over data centre operations, system
software acquisition and maintenance, access security, and application system
development and maintenance. They create the environment in which the
application systems and application controls operate. Categories of general
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control include organisation and management controls (IT policies and
standards), IT operational controls, physical controls (access and
environment), logical access controls, acquisition and program change
controls and business continuity and disaster recovery controls.

Lack of formulated and documented IT policy and IT security policy

2.2.10 A formulated and documented IT policy is essential to assess the time
frame, key performance indicators and to carry out cost benefit analysis for
developing and integrating the various online commercial activities of the
Company.

We noticed that the Company had not formulated a formal IT Policy. Further,
the Company had also not constituted a planning/steering committee with
clear roles and responsibilities to monitor each functional area in a systematic
manner. The Company also did not have an IT security policy regarding the
security of IT assets, its software, hardware and databank.

In absence of IT security policy, modifications made in the data base relating
to the retailers, depot locations, any deletion or editing in invoices and
challans, etc. by the outsourced agency were not subjected to any supervisory
review periodically to ensure that the changes were authorised by the
competent authority.

In absence of an effective IT security policy with clear role and
responsibilities of the officers of the Company, the Company failed to monitor
the modifications made in the master data and assure itself that no
unauthorised changes were made in the database.

The State Government while accepting the facts stated (October 2015) that IT
policy and IT security policy had been documented and was under
consideration for approval of the Management.

Business continuity and disaster recovery plan

2.2.11 Reliance on the computerisation and digitisation of major activities is
very critical to the operations of the Company. In case of any untoward
incident or disaster, the operations of the Company would be substantially
affected. It is, therefore, essential for the Company to prepare and document a
disaster recovery and business continuity plan outlining the action to be
undertaken immediately after a disaster and to effectively ensure that
information processing capability can be resumed at the earliest.

We noticed that the Company was not having any business continuity
plan/recovery procedure. As per the work order issued to the service provider,
the primary datacenter of the Company was to be set up at Udaipur and
disaster recovery site at State Data Center (SDC) Jaipur. We, however,
observed that the service provider had not set up disaster recovery site at SDC,
Jaipur.

The Government accepted the facts and stated (October 2015) that the disaster
recovery site could not be hosted in absence of the security audit which is
mandatory prior to hosting the site at SDC.
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User Identification and Password

2.2.12 The Company implemented the IT system for better and quicker
disposal of work in comparison to the manual system. After adopting the IT
system, the Company provided User Identification (User ID) along with user
name and password to all the officials and stake holders.

An ideal Password policy should include enforcement of initial password
change on first use, an appropriate minimum password length and enforced
frequency of password changes. We, however, observed the following
discrepancies in User ID and Password policy:-

e the system accepted the same password during the process of
enforcement of password changes; and

e the system accepted any length of password without combination of
alpha-numeric and special character.

Absence of password policy may severely hamper the system in case of any
unauthorized access. The Government stated that the password policy was
being implemented.

The Company did not have an IT policy and there was no business
continuity/disaster recovery plan in case of any untoward incident. Further,
the system was also deficient with respect to physical and logical security.

The Company should formulate and implement a clear and comprehensive
IT policy and periodically review it according to the business environment.

System Design Deficiencies

2.2.13 The software should be designed in a robust manner to ensure
validation of input advice and output results as per the business needs of the
Company to minimize the incorrect generation of invoices and acceptance of
wrong input advice. The various system design deficiencies noticed during
analysis of data are discussed below:

Irregularities in label of country liquor

2.2.14 Rajasthan Excise Rules, 1956 provides that every manufacturer of
country liquor, IMFL and beer shall have to obtain approval of the labels
(irrespective of size i.e. quart, pint or nip) of their brands intended to be
manufactured or sold in Rajasthan every year from the Excise Commissioner.
While approving the brands of country liquor, it was clearly instructed that the
manufacturers can use the brand labels only after indicating the batch number
and date of manufacturing.

The approved labels shall be affixed on every item and should be checked at
reduction center as well as depot. Approved label shall contain the details of
batch number, date of bottling/manufacturing, name and address of suppliers,
details of quantity, strength of country liquor, details of selling area, etc.

The system did not have provision to capture the date of bottling country
liquor and the batch number of carton boxes of country liquor. The following
discrepancies were noticed due to these system design deficiencies:
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e The system was not able to capture the quantity of active/inactive
stock.

e |t could not be ascertained whether the stock was issued from the depot
correctly on first-in-first-out basis as per the policy of the Company.

Further, test check/cross verification of records disclosed that batch number
and date of bottling were not printed on the stock available at test check depots
but despite that the country liqguor manufactured by the private suppliers was
accepted. These irregularities were also noticed in Kota Reduction Centre of
the Company.

P 5

The above shortcomings signified lack of Company’s control over important
aspects relating to sale of country liquor like display of manufacturing date,
batch number, etc.

The Government stated (October 2015) that the Excise Policy did not
determine any expiry period for country liquor and the issue rate of country
liquor is decided before commencement of the financial year and hence there
was no need to capture active/in-active stock as well as method used for its
issue. However, agreeing to the audit observation, detailed instructions to
ensure batch/date of manufacturing on the carton boxes and FIFO method had
been issued.

The plea given by the Government is not justified as in absence of batch
number and date of manufacturing on the carton boxes, the system would not
be able to ensure that the policy of the Company to issue the country liquor on
FIFO method is followed.

Sale of country liquor without any testing

2.2.15 The Company issued general direction to all the depots as well as the
Unit office to test more than nine months®old country liquor in laboratory
before issuing it to the retail licensee.

We noticed that 17114 cases of nips of various brands of M/s Ojas Industries
Limited, a private approved supplier of country liquor for the year 2013-14,
were lying in closing stock of 44 depots of the company at the end of March

3 From the date on which material inwards slip was prepared.
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2014. The various brands of country liquor of Ojas Industries Limited for the
year 2014-15 were approved in December 2014 and January 2015.

Our analysis of database disclosed that no provision to test country liquor was
mapped in the system and therefore the system was not capable to ascertain
the nine month old stock. We observed that due to this shortcoming, the
system allowed sale of more than nine months old stock of Ojas brands
valuing X 47.76 lakh at 34 depots of the Company as shown in Annexure-3
without carrying out laboratory test. In three* depots, wherein the test was
carried out in compliance of orders of the Head Office, it was observed that
the quality of Ojas brand had deteriorated. However, no action was found
initiated at the level of Head Office. Further, no MIS as regard to nine months
old country liquor lying in stock of the depot was generated by the system.

The Government while accepting the facts stated (October 2015) that the
supplier was allowed (May 2015) to take back the deteriorated stock of
country liquor. It further stated that testing instruments had been provided to
all depots to check the strength and quality of the country liquor. It further
stated that the country liquor sold by 34 depots was found suitable for use.

The reply of the Government was not acceptable as no test was carried out by
these 34 depots. Further, the reply was silent on the issue of making suitable
inbuilt provision in the system to ascertain the stock of nine months old
country liquor due for testing before sale.

Location of Depot

2.2.16 The Excise Act provides that minimum distance of 200 metres should
be kept between the country liquor shops and hospitals, dispensaries,
collegiate institutions, places of public entertainment, public resort and places
of common public worship recognized as such by the Excise Commissioner.
As per the system in vogue, the District Excise Officer (DEO) is required to
verify the detail of the licensees' shops to ensure the aforesaid provision and
furnish a check list containing the details of location of shops.

We, however, noticed that the system of verifying the details of licensees'
shops was not being adhered to adequately as in many check lists, the columns
indicating the distance of the shop from the specified places were either found
blank or not completely filled in. Further, in case of bonded warehouses, from
where the Company sold/supplied the country liquor to the licensees, this
provision was not being followed.

Our analysis of database further disclosed that the integrated system did not
have the field to indicate distance of the country liquor shops/depot from the
above places. Further, no information as regards to approval of location of
depots by the Excise Department was on record.

4 Chippabarod, Jodhpur and Kota Depot.
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Jhalawar Depot

Test check of few depots disclosed that Bhawanimandi Depot is located within
the vicinity of a school and the entrance is the common for depot as well as
school. Similarly, Jhalawar depot is situated within the vicinity of Khel Sankul
which shows non-adherence to the provision of the Excise Act by the
Company.

The Government stated (October 2015) that the restriction of 200 meters is
applicable on the shops for retail sale of country liquor and not on depots. It
further stated that the locations of the depots were approved by the Excise
Department as per the applicable Act/Rules.

The reply is not acceptable in view of the fact that the conditions and
restrictions on establishment of Bonded Warehouse provides that the
provisions of the Excise Act and rules and instructions issued thereunder are
applicable to the bonded warehouse (depots)/bottling plant. Further, the
Company is selling the country liquor to the retail licensees and hence these
instructions are also applicable to the Company. Moreover, it is not ethical on
the part of the Company to operate depots within the vicinity of the specified
places. If the system had this field, it would have been possible to ascertain the
location of shops from the specified places and thereby enforce the observance
of the provision about location of the shops.

The design deficiencies and inadequate input controls, therefore, led to
irregularity in approval of label, location of depot and sale of country liquor
without testing.

The system should be able to capture the location of depot, quantity of
active/inactive stock and date of bottling to ensure timely testing of country
liquor.

Mapping of business rules

2.2.17 The provisions of the Excise Act, 1950 and Excise Rules 1956 made
there under as well as Excise Policy framed each year by the State
Government are mandatory in nature and required to be followed by the
Company to run its business. The discrepancies noticed where either the
Act/Rules/Policy framed were not adhered to or not appropriately incorporated
in the system are discussed below:
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Statutory Violation in sale of country liquor/issue of permit

2.2.18 The Excise Department, GoR in its Excise Policy declared five® days
as dry days and sale of liquor on these days was prohibited in Rajasthan.

We noticed that suitable provisions in the software were not incorporated to
prohibit sale of country liquor even though prohibited four days have fixed
dates except Mahavir Jayanti.

The database analysis disclosed that the system allowed generation of invoices
and as a result the Company sold country liquor worth I 38.42 lakh (97
invoices) on Republic Day, Shaheed Diwas, Independence Day and Gandhi
Jayanti during 2013-15. Further, the Company also sold country liquor worth
% 2.90 crore (765 invoices) on the occasion of Mahavir Jayanti during 2013-
14,

Besides, the Excise Department also did not adhere to these provisions and
thereby issued 1117 permits on dry days.

Thus, the Company failed to adhere to the statutory provisions and sold
country liquor on dry days. Further, the internal control mechanism of the
Company was also deficient as it could never detect the statutory violations by
analysing the MIS, working of depot, etc.

The Government accepted (October 2015) the facts of non-mapping of
provision in the software to prohibit sale of country liquor on dry days. It,
however, stated that the actual issue of country liquor was made before the dry
days but the entries in the system were made on dry days because of power
failure, internet connectivity, etc. It further stated that the system of generation
of online excise permits had been implemented w.e.f. 1st October 2015 and
these provisions had been mapped in the software to prohibit issue of permits
as well as sale of country liquor on dry days.

The reasons attributed by the Government are not convincing in view of the
fact that the Company issued (March 2013) directions to its Depot In-charge to
sell the country liquor through system only i.e. by generating the invoice
online and hence the country liquor could not be sold without generating the
invoice. Further, the manual records of the depots also indicated that the
invoices were generated and sale of country liquor was made on dry days. The
depots were functioning on dry days in violation of the Excise policy. Further
all the depots have facility of UPS, invertors and that the observation pertains
to almost all the depots. The reply of the Government was silent on issue of
permit by the Excise Department on dry days.

Sale/permit on Election Day

2.2.19 Pursuant to the provisions of Section 135C of the Representation of the
People Act, 1951, the Election Commission declared 'dry days' on election
dates as well as counting day for Lok Sabha, State Assembly and Municipal
Corporation elections held in 2013-14 and 2014-15. Any person found
contravening these provisions was punishable with imprisonment for a term

5 Republic Day, Shaheed Diwas, Mahavir Jayanti, Independence Day and Gandhi
Jayanti.
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which would extend upto six months, or with fine upto two thousand rupees,
or with both.

As per the direction of Excise Commissioner of Rajasthan (September 2013),
under the instruction/guidelines of Election Commission to record (24 hours X
7 days) the incoming and outgoing of country liquor from the Company's
depot, 99 Close Circuit Television (CCTV) Cameras were installed at depots
by incurring an expenditure of I 44.21 lakh and 198 hard-disks valuing X
13.14 lakh were purchased for recording purposes.

The analysis of database of the Company disclosed that the Company did not
give cognizance to the orders issued by the Election Commission and did not
make suitable provision in the software. Thus, the Company sold country
liquor worth ¥ 4.13 crore to the retailers on the dates® declared as ‘dry days'
during election/counting of votes in 2013-14 and 2014-15. All the CCTV
cameras installed at depots of the Company were in good working conditions
which indicated that the management did not check the CCTV footage. The
purpose, for which the CCTV cameras were installed by incurring an
expenditure of ¥ 44.21 lakh, was not achieved.

Besides, the Excise Department also did not adhere to these provisions and
issued 1218 permits on election/counting dates. The restriction that was
imposed by the Election Commission, therefore, was flouted.

The Government stated (October 2015) that there was no sale of country
liquor on election dates. It further stated that the entries appearing in the
system for election dates belong to sale of country liquor on earlier days. The
Government added that the system of generation of online excise permits had
been implemented w.e.f. 1st October 2015 and necessary provisions had been
mapped in the software to prohibit issue of permits as well as sale of country
liquor on dry days.

The reply is not convincing as manual records of the depots indicated sale
proceeds on election dates. Further, sale of country liquor could not be made
without generating the invoice on-line. The reply of the Government was
silent on issue of permits by the Excise Department on dry days.

Sale of liquor beyond working hours/non-working days of the warehouse

2.2.20 The State Government determined six days week for the depots of the
Company. The working hours for the depots were from 10 AM to 5 PM on
each working day except Sunday and second Saturday. Further, the Excise
Policy also provided timings for retail shops of country liquor, i.e. 10 AM to 8
PM. Clause 6.2 of condition of country liquor retail sale license provided a
licensee to purchase the country liquor from the Company’s depot and
transport the same by shortest route to retail shop. As depots are bonded
warehouse, it is mandatory for the Company to take prior approval from the
Excise Department to carry out any loading or unloading of country liquor in
depot beyond working hours or on non-working days.

Analysis of the database disclosed that the integrated system did not map the
working hours to prohibit the transactions beyond the fixed working hours.
The system, however, allowed generation of invoices even after working hours

6 30 November 2013, 16 & 17 April 2014 and 21, 22 & 25 November 2014.
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without prior approval of the competent authority as well as Excise
Department.

We observed that 65499 invoices for sale of country liquor valuing ¥ 253.01
crore were generated beyond 5 PM in all the 99 depots of the Company during
2013-15. Moreover, 10630 invoices for sale of country liquor valuing X 40.41
crore were found generated after 8 PM, i.e. after the closing time of retail
shops. Further, 7586 invoices for sale of country liquor valuing ¥ 31.88 crore
were generated at all the 99 depots of the Company on Sunday/second
Saturday.

We also observed that these provisions were not adhered to by the Excise
Department officials deputed at various depots of the Company as instances of
issue of 5294 permits valuing ¥ 22.11 crore on Sunday were noticed.

The Government stated (October 2015) that the country liquor was issued to
the retail licensees even after 8 PM looking to the problems of licensees and to
safeguard the excise revenue.

The reply of the Government is not convincing as the Excise Department
provides minimum one day validity for obtaining the supply of country liquor
from Company's depot and hence the supply could be obtained on next day.
Further, issue of country liquor after working hours was in violation of the
Excise Policy/rules made there under. The reply is silent on the issue of sale of
country liquor on non-working days. Moreover, the argument as regards to
safeguarding the excise revenue is also not convincing as the Company had
the exclusive right to supply the country liquor in the State.

Violation of Excise Policy

2.2.21 Pursuant to the Excise Policy for the years 2013-14 and 2014-15, the
manufactures/suppliers had to maintain an ideal/specific ratio of strong and
lower strength of country liquor. Accordingly, a supplier had to ensure
minimum 30 per cent and 35 per cent supply of 50UP’ (lower strength) of
total supplied country liquor in 2013-14 and 2014-15 respectively.

This provision was not mapped in the integrated system and the Company
could not maintain the required ratio of strong and lower strength of country
liquor in both the years. Further, due to non-mapping of this provision, the
system was not competent to generate any report or to raise any alert regarding
violation of Excise Policy by the Company’s reduction center.

The Company supplied 19.37 per cent and 23.22 per cent of 50UP country
liquor as against provisions prescribed in the Excise Policy. This led to an
excess consumption of Rectified Sprit and consequential loss of ¥ 2.68° crore
on manufacturing and supply of 18.71 lakh case of nips in excess of the ratio
determined in Excise Policy of the respective years.

The Government stated (October 2015) that these ideal ratios were fixed in
Excise Policy in context of the whole State and not at depot/licensee level. It
further stated that the prescribed ratios were maintained in the State as a
whole. Further, the production of 50UP country liquor as per the ratio

7 Under proof.
8 Loss has been calculated after considering selling price of 50UP country liquor and
weighted average cost of per BL rectified spirit.
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prescribed in the Excise Policy might lead to its unsold stock and could cause
significant loss to the Company.

The reply is not convincing because the ratios prescribed in the Excise Policy
were to be ensured by each supplier/manufacturer of country liquor. Further,
the audit observation pertains to country liquor produced and supplied by the
Company in the whole State. Non-observance of the Excise Policy by the
Company, which is under administrative control of the Excise Department, is
a matter of concern and hence the Government should take effective steps in
this matter.

Violation of Excise Act by the retail licensee

2.2.22 Rule 7.3 of terms and conditions for the retailers/licensee of country
liquor provided that the retail licensee, to fulfill the monthly guaranteed
supply, could obtain maximum 70 per cent and 65 per cent supply of 40UP
country liquor during 2013-14 and in 2014-15 respectively.

We noticed that this provision was not mapped in the integrated system and,
therefore, the system was not competent to determine the ratio as regards to
supply of country liquor to each licensee/retailer on monthly basis.

There were 1547 and 2849 instances during 2013-14 and 2014-15 respectively
wherein various depots of the Company supplied country liquor in excess of
the maximum permissible limit in violation of the rule.

The Government stated (October 2015) that it would not be practical to force a
licensee to lift country liquor as per ratios mentioned in Excise Policy ignoring
the choice of locals for particular brand and strength. It further stated that the
licensees obtained the supply of country liquor as per permit issued by the
Excise Department.

The reply is not convincing as these ratios were required to be followed by
each licensee as per Excise Rules. Further, the IEMS was developed to
integrate the various activities of the Excise Department and the Company and
hence it was required to map the provisions of the Excise Act, Policy and
Rules made there under. The reply was, however, silent as regards to mapping
of necessary provisions in the system.

The integrated system lacked mapping of business rules in accordance with
the Excise Act/Rules which led to statutory violation in sale of country
liquor/issue of permit on dry days/election dates and sale of liquor beyond
working hours and on non-working days.

The Company may ensure mapping of business rules in accordance with the
provisions of the Excise Act/Rules and periodically review and update them.

Application Controls

Input Control and Validation Check

2.2.23 Input control is extremely important as the most significant source of
error or fraud in computerised systems is incorrect or fraudulent input. Input
control and validation checks are vital to the integrity of the system as the
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procedures and controls reasonably guarantee that the data received for
processing are genuine, complete, not previously processed, accurate and
properly authorised. It also ensures that data are entered accurately and
without duplication. Deficiencies noticed in input control and validation
checks are discussed below:

Sale of liquor beyond the validity of permit or without permit

2.2.24 For procurement of country liquor from the warehouse/depot of the
Company, the retail licensees are required to obtain a permit (containing
various information such as issue date, its validity, transport route, excise duty
paid and quantity/brand of country liquor) from the Excise Department on
payment of permit fee and excise duty.

The analysis of database disclosed that the integrated system did not have
adequate input control and validation checks and hence it did not validate the
date of issue of permit and its validity at the time of generation of invoice for
sale of liquor to the retailers. We noticed that 11543 invoices for sale of
country liquor valuing ¥ 47.86 crore were generated 2 to 324 days after the
expiry of validity of permit.

The integrated system accepted permit numbers having more than seven digits
and instances of fake transactions were noticed. To cross verify the sale of
unapproved brand, we test checked the records of three depots® and found that
there were 21 fictitious invoices/transactions™® worth ¥ 4.40 lakh. These
fictitious invoices were generated by adding one more digit to the existing
permit numbers. While creating these invoices, the depot manager debited the
retailers whose credit balance was lying with them. These irregularities were
due to inadequate input controls/validation checks in the integrated system and
issue of manual permit by the Excise Department coupled with inadequate
internal control mechanism in the Company.

The Government assured (October 2015) to incorporate all necessary input
controls and validation checks in the system. It further stated that in most of
the highlighted cases, the country liquor was issued within the validity period
but due to paucity of time, the invoices were generated later. As regards to 21
fictitious invoices, it stated that necessary rectification entries had been made
and the fictitious entries got corrected.

The reply of the Government that invoices were generated later on is not
convincing because it is possible only when a parallel system of manual sale is
in vogue which is prohibited as per the directions of the Company. As regards
to the document provided in support of rectification entries made, only the
additional digit from the permit number was found removed without rectifying
the whole transaction i.e. balances of retail licensee, balances of closing stock
and payment already made to private supplier.

Cash/credit sales to retailers

2.2.25 As per policy of the Company, for purchase of country liquor from its
depots, the retailers are required to deposit the amount either in State Bank of

9 Bhawanimandi, Jhalawar and Rajsamand.
10 (five entries worth ¥ 2.11 lakh in BhawaniMandi), (13 entries worth ¥ 2.11 lakh in
Jhalawar) and (three entries worth ¥ 0.18 lakh in Rajsamand).
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Bikaner and Jaipur or Bank of Baroda through challan issued by the Company
and to produce a copy of the challan at depot. The system verifies the copy of
challan produced by the retailer with the Bank data and then generates the
invoice for sale of country liquor upto the deposited amount, i.e. invoice
amount up to the credit balance of that retailer. Further, the Company issued
(June 2013) order prohibiting acceptance of cash in lieu of bank challan.

We noticed that the integrated system did not have adequate controls and
therefore accepted manual interventions i.e. the depot manager could accept
cash in lieu of bank challan, edit the challan amount, challan number, challan
date, etc. Our analysis of database disclosed that:

e In 1735 instances at 59 depots of the Company, the depot manager
accepted cash from the retailers and the system allowed manual
intervention of cash entries by generating invoices valuing X 2.05 crore
during 2013-15.

e There were 411 and 214 instances of credit sales valuing ¥ 1.15 crore
and ¥ 0.42 crore during 2013-14 and 2014-15 respectively. Further an
amount of X 0.20 crore and X 0.09 crore remained outstanding against
54 retailers and 19 retailers on account of credit sales at the end of
2013-14 and 2014-15 respectively. The Company did not have any
financial hold against these retailers.

The Government stated (October 2015) that cash transactions were accepted
due to non-working day of the banks, non-uploading of licensees name on 1st
April and to ensure fulfillment of monthly guarantee. It further stated that after
pointing out by audit, necessary provisions were being mapped in the
software. The credit sales had occurred due to deletion of challans and
correction in brands mentioned in invoices after the end of the financial year.
The Government added that in the instances quoted by audit, there were no
credit sales as no negative balance appeared in licensees ledger.

The reply is not convincing as apart from 1st April, huge number of
transactions pertain to different dates and locations. Further, it was violation of
the Company's directives issued to the depot in-charge every year not to accept
cash on Ist April. Moreover, the system was deficient as it accepted the
backhand entries of deletion of challans or correction in brands mentioned in
invoice. The fact remained that due to inadequate control, the system accepted
manual interventions which caused outstanding amount of ¥ 0.29 crore.

Shortcomings in Material Inward Slip

2.2.26 For the supply of country liquor from the distilleries/bottlers/
manufactures, the suppliers are required to obtain a permit from the Excise
Department. The permit so issued indicates the specific brand and quantity of
country liquor. The Excise Department issued online permit to the supplier
from May 2014 onwards. The Company prepared a Material Inward Slip
(MIS) on receipt of the consignment of country liquor.

Analysis of database disclosed that the integrated system did not have
adequate validation checks to ensure permit validity, quantity and receipt of
consignment while preparation of MIS. We noticed the following
discrepancies:
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e In 4172 instances, the Company received 33.80 lakh cases of country
liquor from private suppliers even after the expiry of validity of permit
(ranging between 1 to 68 days). Further, in one case, the system
generated the MIS of supplier’s brand which was not approved by the
Excise Department.

¢ In 44 instances, the Excise Department issued permit quantity of 35675
cases against which only 27889 cases were supplied at various depots
of the Company.

e 81 permits issued by the Excise Department during 2014-15 to private
suppliers for supply of 58401 cases of country liquor to various depots
of the Company were neither cancelled by the Excise Department nor
was any supply received at the Company’s depot. As per the prescribed
rate of excise duty, the above mentioned quantity of country liquor
involved excise duty of X 3.14 crore.

The Company did not take up the matter with the suppliers/Excise Department
for short/non-supply of country liquor. The possibility of supply of country
liquor illegally to the retailers and evasion of excise duty cannot be ruled out.

e In 31206 instances there was substantial delay ranging between 1 and
93 days in preparation of MIS from the date of receipt of the
consignment (gate entry) which indicates delay in unloading of the
consignment of country liquor.

The Government, while accepting the facts of not having adequate input
control and validation check in the system, stated (October 2015) that gate
entries at depots were taken as the date of receipt of consignment and not the
date of material inward slip. Further, less receipt of country liquor at Depot as
compared to the quantity shown in the permit was attributed to accident of
truck carrying consignment, theft of consignment in transit, rejection of
sample by the laboratory after gate entry, etc. It further assured to develop a
system wherein online permits will be issued to the suppliers as per the OFS
being issued by the Company.

The reply is not convincing in view of the facts that there was substantial
delay in receipt of consignment. Even if date of entry is taken as date of
receipt, the consignment was taken into stock with a delay ranging between 1
to 93 days. Further, no documentary proof was produced in support of reasons
mentioned for less receipt of consignment at depot. In case of theft of
consignment in transit, there was direct loss of excise revenue. However, these
matters were neither taken up nor reconciled. The reply of the Government
was silent on the issue of non-cancellation of permits where no supply was
affected.

Issue of Order for supply

2.2.27 For supply of country liquor at specific depot of the Company, the
supplier/manufacturer makes a request to the Company. The Company after
analyzing the stock position of respective depot can accept the request of the
supplier and issue Order for Supply (OFS) accordingly.

We noticed that the system did not validate the quantity of OFS while
preparing of MIS. There were three instances noticed wherein the system
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accepted excess quantity of 750 cases as compared to quantity for which OFS
was issued.

Further, there were 37 and 34 instances during the year 2013-14 and 2014-15
respectively wherein the full quantity shown in OFS was not received and in
31 instances though OFS were issued, no MIS was generated during 2013-15.
Further, these OFS were not cancelled by the Company. We observed that the
system was deficient as it issued subsequent OFS on the same suppliers
without raising any alert that the quantity of previous OFS was either short
received or not received.

The Government assured (October 2015) that the point raised by Audit would
be taken care of in future. It further stated that new system would be
introduced after December 2015 to avoid such problems in future.

Duplicate Permit Number

2.2.28 Permits with unique numeric number of seven digits are manually
issued to the retailers on payment of permit fee and excise duty. The permits
issued by the Excise Department are entered in the integrated system at
Company’s depot while generating the invoice for sale of country liquor.

Analysis of database, however, disclosed that the system did not have
appropriate input controls to identify the same permit number. Due to this
deficiency, the system accepted the entries of the same permit number more
than once. As a result, 18768 and 24275 instances of duplicate permit numbers
were noticed during 2013-14 and 2014-15 respectively. Further due to absence
of appropriate input controls, the system accepted any type of alpha-numeric
number of permit.

We noticed that the applicable amount of excise duty on duplicate permit
numbers worked out to ¥ 139.61 crore. Due to the shortcoming of the system
in accepting the same permit number, there were possibilities of obtaining the
supply of country liquor by the retailers without payment of excise duty. We
test checked 48 instances where the same retailer obtained the supply by
providing the same permit for the same quantity. We cross verified these
instances with the record of the depot and noticed that in few instances the
irregularity was due to wrong feeding of the permit number whereas in two
depots (Chittorgarh and Nimbahera) as against 20 invoices worth ¥ 8.07 lakh,
only 10 permits were found on record and 10 invoices were generated on the
same permit number which led to evasion of excise duty of
% 7.01 lakh.
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Duplicate Permits in Chittorgarh and Nimbahera Depot

The Government accepted the facts and stated (October 2015) that two
invoices on a permit number were issued and the stock of the country liquor
was reduced twice and accordingly the payment was also made to the supplier.
It further stated that a new system had been introduced to avoid such

problems.

Duplicate Challan Number

2.2.29 The Challan Slips with unique numeric number of seven digits are kept
in control of the store keeper at Head Office. These challan slips are issued to
depots and are used by the retailers for depositing the amount in the bank.

We noticed that:

e the Company did not have details of Challan Book issued to its various
depot which indicated shortcomings in maintaining the records relating
to issue of challan book.

o the Challan Book/slip instead of having alpha-numeric seven digits had
only numbers.

e the system accepted 67994 entries of challan numbers having
less/more than seven digits during 2013-15.

e the system did not have appropriate input controls to identify the same
challan number. As a result, it accepted the entries of the same challan
number more than once. There were 5747 and 8206 instances wherein
the system accepted the same challan number valuing I 26.83 crore
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and ¥ 35.19 crore in the same year during 2013-14 and 2014-15
respectively.

We observed that there were 74 retailers during 2013-14 and 2014-15 who
obtained the supply of country liquor worth ¥ 33.09 lakh from the same depots
by producing the same challan for the same amount deposited in the bank on a
given date. As the system accepted manual interventions, there was sale of
country liquor without payment and consequential minimum loss of ¥ 16.55

lakh to the Company.
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Duplicate Challan Numbers during 2014-15

The Government stated (October 2015) that in the reported cases, manual
entry was made at various depots to issue country liquor to licensees as the
entries of the deposited amount were not displayed in the system in real time
due to non-clearance by the concerned banks. Later on, the banks also cleared
deposit entries and this way the challans were doubled. However, the country
liguor was issued only once. The Government further stated that in the
reported cases, necessary corrections had been made and wherever the
deposited amount fell short, the same had been recovered from the licensees. It
further assured to put in place proper safeguards in the software to avoid such
cases in future.

Undue benefit given to supplier in supplied schedule

2.2.30 The Company issued online schedule to the private manufactures/
suppliers for supply of country liquor on monthly basis as per the request
made by the supplier and stock availability of the supplier's brand at depot
where the supply was to be done.

We observed that the system, by default, determined the maximum validity
period up to the last date of the month in which supply was to be made. We
also noticed that the integrated system did not have input control to determine
the commencement date of supply. The system took the date of issue of order
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for supply (OFS) as date of commencement of supply irrespective of the fact
that supply was to be made in the next month as per the request made by the
supplier. Analysis of database disclosed that the system accepted the material
before the month in which the supplies were to be made. There were 44 and 62
instances during 2013-14 and 2014-15 wherein the supplier commenced the
supplies before the scheduled month on the basis of OFS issued.

The Government assured (October 2015) that the OFS would be issued
specifically for the time period within which the supply has to be made by the
suppliers. It further assured to put in place proper input control and validation
check in the system.

Excess Quantity accepted in Integrated System

2.2.31 The Company issued (October 2013) directions to all the depots
specifying not to accept consignment of more than 625 cases without prior
approval of the Head Office.

We noticed that in absence of adequate input control, the system did not
validate the quantity of cases while preparing the material inward slip and
thereby accepted the country liquor consignment having more than 625 cases.
Further, no system was found in place to obtain prior approval of the Head
Office in case the consignment exceeded 625 cases.

Our analysis disclosed that there were 3079 and 4311 instances during 2013-
14 and 2014-15 respectively wherein the consignments exceeded 625 cases
but approval of the Head Office was not obtained.

The Government stated (October 2015) that as per the decision taken in the
meeting held in March 2014, the suppliers were allowed to supply upto 950
cases in case the distance involved was more than 200 km. It further assured to
put in place proper input control and validation check in the system.

Irregularities in changes of retailer’s depot

2.2.32 Condition 6.2 of license for retail sale of country liquor provides that
retail licensee can obtain the supply of country liquor from the allotted depot
of the Company. It further provides that the licensee cannot obtain supply of
country liquor from any other place or other licensees. The Excise Department
finalized the list of licensees and allotted Company’s depot for each licensee
for purchase of country liquor and entered the same in the integrated system.

Analysis of database disclosed that the system lacked adequate input control
and validation checks as there were 50 and 145 instances during the year
2013-14 and 2014-15 respectively wherein the retail licensee obtained supply
of country liquor from more than one depot. This happened as the permits
were issued by the Excise Department manually. We also observed that in one
instance of Pokhran Depot, the Company itself changed the depot of licensee
for one day to regularize the illegal sale of unapproved brand of country liquor
made in April 2014 to match the stock of Pokhran Depot on approval of the
brand in December 2014.

Thus, non-mapping of business rules coupled with inadequate validation
control led to non-adherence to the directions of the Head Office by depot
officials as well as suppliers.
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The Government stated (October 2015) that the Company had to comply with
the direction of the Excise Authorities and therefore the country liquor was
sold as per the permit issued by the Excise Department. It further stated that as
per the permit issued (3 April 2014) by the Excise Department, Pokhran Depot
in-charge sold the country liquor of Ojas brand (initially not approved)
manually and to regularize the same, allocation of the licensee was changed
for one day with approval of Head Office. It further stated that access of the
system had been given to District Excise Officers to avoid such instances in
future.

The reply of the Government confirmed the fact that the integrated system was
not secure and accepted any change/modification without proper authorisation.
Further, the reply of the Government was silent on issuance of permits to the
licensees by the Excise Department for lifting supplies from two depots.

Overloading of sugarcane in vehicles

2.2.33 The Company issued demand slip to all the farmers for supply of
sugarcane on the basis of requirement and keeping in view the vehicle
capacity. Further, the Company had also determined the loading capacity of
each type of vehicle i.e. truck (150 quintals), tractor trolley (120 quintals) and
camel cart (30 quintals).

We noticed that the sugar module developed by the service provider was not
fully operational as the database did not have details about crushing of
sugarcane and production of sugar as well as its byproduct. The database has
details upto the weigh-in of sugarcane only.

We observed that though the demand slips were issued through the system, the
same were not validated at the time of weigh-in of the sugarcane. Our analysis
of database disclosed that there were 2989 and 3585 instances during 2013-14
and 2014-15 respectively wherein the sugarcane quantity was much beyond
the carrying capacity of the vehicles. We noticed that the overloading in a
truck ranged between 20 quintals and 189 quintals whereas overloading in a
tractor trolley ranged between 23 quintals and 210 quintals beyond the
capacity of these vehicles. The overloading to the extent of 126 per cent in
case of truck and 175 per cent in case of trolley was abnormal but in absence
of validation check, the system did not raise any alert about overloading. As
the database did not have complete details about crushing and production of
sugar, we could not vouchsafe the quantity of sugarcane actually received.

The Government stated (October 2015) that the higher-weight vehicles of
sugarcane were accepted to avoid administrative, law and order situation
created by the cultivators in case of non-weighing of the overloaded vehicles.
It further stated that the data of cane crushing and sugar production was well
maintained. It assured to put in place proper input control and validation check
in the system.

Thus, the system did not validate the weight of sugarcane loaded in the
vehicles with reference to demand slip issued. Further, the database did not
have details of cane crushing and sugar production.

There was lack of input controls and validation checks. As a result, the
system accepted same permit and challan numbers more than once. There
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were instances of sale of liqguor beyond the validity of permit or without
permit, cash sales to retailers and irregular change of retailers’ depot.

The Company should build in adequate input controls and validation checks
to overcome the above deficiencies and to ensure correctness and
completeness of the data.

Compliance of provisions of the contract

Terms and conditions of the work order

2.2.34 As per the work order awarded in June 2010, the project was to be
completed before December 2010 for procurement and installation of
hardware and for preparation of a web based application software in the
Company’s Head office and its units/reduction centre/depots. The service
provider was responsible for maintaining integrity, security and backup of the
Company’s data and applications. The work envisaged preparation of 24
modules using Oracle Relational Database Management System for
integration of all the activities of the Company.

We noticed that the work was not completed within the prescribed time
period. However, the project completion period was extended up to March
2012 without imposing any liquidated damages as per the condition of the
work order.

We further observed that the service provider had not completed the entire
work even by June 2015 as 11 modules including the financial accounting
module, human resource & payroll module and sugar/by products production
module were not running and the Company had to use a parallel system.

Thus, the service provider failed to comply with the contractual liabilities.

The Government stated (October 2015) that the nodal agency (RSBCL)
imposed (May 2012) the penalty and no payment was made for the gap period
due to non-completion of work. It further stated that efforts were being made
to operationalise the remaining modules.

Internal Controls

2.2.35 The existence of an adequate system of internal control minimises the
risk of errors and irregularities. Internal controls in a computer system are all
the manual and programmed methods, policies and procedures, practices and
organizational structures that ensure the protection of the entity’s assets,
accuracy and reliability of records, and operational adherence to the
management standards. Deficiencies noticed in the internal control system are
discussed below:

Sale of unapproved brand of country liquor

2.2.36 Rule 69 (3) of the Rajasthan Excise Rules, 1956 provides that every
manufacturer of country liquor, Indian Made Foreign Liquor (IMFL) and beer
shall have to get labels (irrespective of size, viz. quart, pint or nip) of brands
intended to be sold or manufactured in Rajasthan, approved and recorded with
Excise Commissioner and a fee of ¥ 25000 shall be payable per brand per year
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or part thereof for this purpose. Further, clause 54 of the Excise Act, 1950
provides that whoever in contravention of this Act or any rule or order made
or any license, permit or pass granted there under imports, exports, transports,
manufactures, collects, sells or possesses any excisable article shall be
punishable with imprisonment and fine.

As per the prescribed mechanism, the Excise Department approves the brand
and forwards the same for entry into the integrated system. Once a brand is
forwarded by the Excise Department for entry into the integrated system, it is
available for sale at RSGSM depot. In absence of approval of brand and its
entry into the integrated system, invoices cannot be generated.

We noticed that the Excise Department approved the brands of a private
supplier, i.e. M/s Ojas Industries Private Limited in December 2014 and
January 2015 and therefore, these brands were not available for sale upto
December 2014/January 2015.

Our scrutiny of database and test check of depots disclosed that at five depots
of the Company, the Company's official sold 1542"* cases worth ¥ 5.12 lakh of
various brands of Ojas Industries Limited in April 2014 manually bypassing
the system. Inspite of being aware of the facts, the management accorded
(February 2015) its approval to feed the old entries of sale in the system at
Pokhran depot. Further, similar irregularity was also noticed at four more
depots test checked wherein feeding of the data in system was allowed without
verifying any permit or corresponding challans.

The Government stated (October 2015) that the sale of unapproved country
liquor was made against permit issued by the Excise Department. It further
stated that suitable instructions had been issued to all Unit Manager and depot
in-charge to issue country liquor of approved brands only.

The reply of the Government confirmed that not only the Excise Department
issued permits of unapproved brand but the Company also sold the
unapproved brand of country liqguor manually bypassing the online system.
Further, the reply of the Government was silent on issue of permits of
unapproved brand of country liquor.

Illegal transaction at Rajsamand depot

2.2.37 We noticed that the Excise Department did not approve 'Pin Kon King
Queen brand' of a private supplier i.e. M/s Mahamaya Limited for the year
2014-15 and therefore, the same was not available for sale in the year 2014-
15.

Our scrutiny of database, Inspection Reports and test check of depot disclosed
that the Excise Department issued the permit for sale of this brand. As the
Excise Department issued the permit to the retailers/licensees manually
instead of using the integrated system it could not assess the fact whether the
brand, for which permit was being issued, was an approved brand. We
observed that on production of permit by the retail licensee, the Rajsamand
depot sold 2496 bottles (52 cases) (out of the total stock of 25812 bottles)
manually without generating the invoice through the system. When the

11 Bhawanimandi Depot (624 cases), Jhalawar Depot (624 cases), Pokhran Depot (220
cases ) Rajsamand Depot (54 cases) and Ramganjmandi Depot (20 cases).
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discrepancy in the stock was pointed out during the course of physical
verification of stock, the depot official generated the invoice of another
supplier's brand, i.e. '‘Ghunguroo' on a subsequent date to match the stock
position.

We observed that the integrated system was not fully operational and if the
permits to the retail licensee were issued through the system only, such
irregularities could be controlled. Further, the depot could only generate the
invoice for which the permit was issued. We also observed that the depot
returned (May 2015) the total quantity of 25812 bottles to the supplier without
generating a material outward slip. This is substantiated from the fact that the
integrated system still indicated 25812 bottles worth X 1.80 lakh in the stock of
Rajsamand Depot.

The Government stated (October 2015) that a preliminary enquiry was ordered
in the matter of illegal transaction at Rajasmand Depot. It further stated that
the sale of country liquor was made as per the permit issued by the Excise
Department manually for unapproved brand. The Government added that in
the new system of online issue of permits, such incidents will not occur in
future.

The reply of the Government confirmed the fact that such incidents took place
due to issue of permits manually and the depot in-charge sold the country
liqguor of unapproved brand by generating the invoice of another brand.
Further, the reply of the Government was silent on issue of permits of
unapproved brand of country liquor.

Irregularities in licensee balances

2.2.38 As per the policy of the Company, for purchase of country liquor from
its depots, the retailers are required to deposit the amount either in State Bank
of Bikaner and Jaipur or Bank of Baroda through challan issued by the
Company and to produce a copy of the challan at depot. Further, in case the
total value of invoice for sale of country liquor is less than the amount
deposited by the licensee in the Bank, the same is shown as credit balance of
that particular licensee.

Analysis of database disclosed that an amount of ¥ 4.59 crore and X 6.48 crore
was shown as credit balance in respect of 4821 and 5605 licensees at the end
of 2013-14 and 2014-15 respectively. However, the same was shown as 'nil" in
the beginning of next financial year. We observed that the system allowed
manual interventions and, therefore, the data as regard to credit balances of the
licensees had been changed/modified without specific approval of the
Management.

We also observed that the Company did not have authorisation policy as
regards to any change/modification in the database. Further, the integrated
system was not found foolproof and the internal control of the Company was
weak as no mechanism of reconciliation of balances shown in the system and
financial statements of the Company existed.

The Government stated (October 2015) that the ‘petty amount' of excise
licensees remaining in the books at the end of the financial year is released if
claim is made by the licensee and in case, no claimant comes, the petty
amount is transferred as 'miscellaneous income' in the books of accounts of the
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Company. It further stated that a Committee had been constituted to reconcile
the amount lying in the credit balances of excise licensees as per IT system
and as per physical books of accounts and action would be taken to account
for the same on some rational basis as may be decided by the Management.

Thus, there was no mechanism to reconcile the balances of the licensees with
financial statements.

Non-reconciliation of data

2.2.39 The work of Integrated IT Services in Excise Department, RSBCL and
the Company was initiated with the aim to process all the work online.

We, however, noticed that no mechanism was evolved for reconciliation of
data pertaining to the Company, RSBCL and Excise Department. While
checking the cross referential integrity of data of sale of country liquor by the
Company with the data of Excise Department, the following discrepancies
were noticed:

e Under the 'Guarantee System' of the Rajasthan Excise Rules, 1956, an
amount of I 14.53 crore was to be recovered under the head of
shortfall/deficit against monthly guaranteed sales as per the sales
module of the Company whereas in the database of the Excise
Department, only X 6.85 crore was shown as recovered.

e As per the data of the Company, 16.40 crore BL (8.98 crore BL 40UP
and 7.42 crore BL 50UP) country liquor was sold during 2013-14,
Accordingly, as per the database of the Company and as worked out by
us, the total excise duty leviable comes out to ¥ 1062.15 crore whereas
in the database of the Excise Department, the amount recovered
towards excise duty was shown as X 566.26 crore only.

e The Company sold 16.40 crore BL (9.86 crore BL of private suppliers
and 6.54 crore BL of its own production) country liquor during 2013-
14. Accordingly, X 72.16 crore was to be recovered as bottling fee at
the rate of ¥ 4.40 per BL on total sales of 16.40 crore BL during 2013-
14 whereas the collected bottling fee shown in the database of the
Excise Department was X 22.23 crore only during 2013-14.

In absence of any mechanism in the integrated system as regards to
reconciliation of guaranteed collection of excise duty, excise duty leviable as
per the actual sale of country liquor, collection of bottling fee with amount
actually collected by the Excise Department, etc., the basic objective of
developing an integrated system was defeated. Further, the system could not
ensure that chances of leakage of revenue, if any, were ruled out.

The Government stated (October 2015) that IEMS is managed and controlled
by the nodal agency (RSBCL). It further stated that actual revenue from excise
duty on country liquor and different types of fees was I 1215.99 crore but the
difference occurred due to non-feeding of the data.

The fact remains that the integrated system did not have any mechanism for
reconciliation of data.

The internal control mechanism was deficient and it led to sale of
unapproved brand of country liquor, illegal transactions and non-
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reconciliation of data of the Company with the data of the Excise
Department.

The Department and the Company should strengthen the internal control
mechanism to ensure proper monitoring of the sale of country liquor and
reconciliation of Company’s data with the data of the Excise Department to
avoid any leakage of revenue.

Conclusion

The Company did not have an IT policy and there was no business
continuity/disaster recovery plan in case of any untoward incident. The
system was also deficient with respect to physical and logical security. The
design deficiencies and inadequate input controls led to irregularity in
approval of label, location of depot and sale of country liquor without
testing. The integrated system lacked mapping of business rules in
accordance with the Excise Act/Rules which led to statutory violation in
sale of country liquor/issue of permit on dry days/election dates and sale
of liquor beyond working hours and on non-working days. There was lack
of input controls and validation checks. As a result, the system accepted
same permit and challan numbers more than once. There were instances
of sale of liquor beyond the validity of permit or without permit, cash
sales to retailers and irregular change of retailers’ depot. The internal
control mechanism was deficient and it led to sale of unapproved brand of
country liquor, illegal transactions and non-reconciliation of data of the
Company with the data of the Excise Department.
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