' CHAPTER 11 '

2A  WEST BENGAL ELECTRONICSINDUSTRY
DEVELOPMENT CORPORATION LIMITED

Highlights

West Bengal Electronics Industry Development Corporation Limited
(WBEIDC) incorporated in February 1974 to develop dectronics and
allied indudries through establishment of manufacturing, research and
development activities;, had 10 subsdiaries, fivejoint sector and
nine asssted companies in which WBEIDC had invested Rs 104.03 crore
till March 2001.

(Paragraphs 2A.1 & 2A.6)

WBEIDC “Accumulated profit” of Rs4.92 crore till March 2001 was
notional since it was arrived at without providing for doubtful loans and
investment of Rs 111.58 crore in sick subsidiary/ managed companies.

(Paragraph 2A.5)

WBEIDC nether framed policies nor criteria for sdection of private
partners and projects. ~ Consequently, of the nine subsidiaries and
three managed companies, five joint sector partners walked out between
199596 and 1999-2000. Accumulated losses of subsidiaries managed
companies aggregating to Rs 112.94 crore out sripped the paid up capital
of Rs32.14 crore, rendering WBEIDC's invessment of Rs 94.48 crore
unfruitful.

(Paragraph 2A.6)

The Branch in-charge (BIC) of Webe Informatics Limited, New Dehi
paid Rs0.19 crore to a supplier without receipt of materials. Further,
Rs 0.11 crore was paid to three suppliers for materials supplied to a
customer who disowned theliability.

(Paragraph 2A.6A.1)

Even after withdrawal of sales tax subsdy by the Government, Webd
Consumer Electronics Limited (WCEL) continued to grant of sales tax
subsidy on assembly of televisons to the original manufacturers and
incurred loss of Rs 3.82 crore till December 2000. Absence of follow up
after deivery and non collection of debt led to accumulation of Rs 1.89
crore becoming doubtful of recovery. Departmental proceedings were not
initiated againg the erring officials for misappropriation of cash of
Rs 0.69 crore.

(Paragraph 2A.6B)
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Due to cessation of activities by Webd Carbon and Metal Film Resistors
Limited and Webe Video Devices Limited since April 1996 and January

1998 respectively, idle wages of Rs 7.96 crore were paid till March 2001.
(Paragraphs 2A.6C, 2A.6K)

Even after the Board for Industrial and Financial Recongtruction’s
(BIFR) directive of March1997 to wind up Webe Capacitors Limited
(WCL), WBEIDC continued to invest Rs 7.83 crore between April 1997
and March 2001 in WCL and sustained losses aggregating Rs 14.68 crore
ason 31 March 2001.

(Paragraph 2A.6E)

Due to limited domestic market and unwillingness of the technical and
financial collaborator to support an optic-fibre based medical instrument
project, the investment of Rs1.93 crore by WBEIDC proved to be
unproductive.

(Paragraph 2A.6F)

WBEIDC did not recover Rs4.64 crore towards ground rent, rental and
service charges in respect of Salt Lake and Taratala eectronic estates
from eight companies it had promoted.

(Paragraphs 2A.7.1 & 2A.7.2)

2A.1 Introduction

West Bengd EHectronics Indusry Deveopment Corporaion  Limited
(WBEIDC) was incorporated in February 1974, as a subsdiay of the West
Bengd Indugrid Development Corporation Limited (WBIDC). The man
objectives of WBEIDC were to develop dectronics and dlied industry through
menufecturing, buying, sdling, importing and  exporting  eectronic goods and
medicd indruments as wdl as ressach and devdopment activities in
eectronic technology. It becare an independent Government company in
August 1981. As on March 2001, WBEIDC had ten' subsdiaries, five? joint
sector companies and nine assistec? companies.

WBEIDC is manly confined to invesing in subgdiaries joint sector and
assisged companies, desdopment and maintenance of dectronic complexes,
functioning as nodd agency for devdopment of information technology (IT)
based indudries in the State and acting as a trading agent of subsdiaries and
assisted companies.

1 One Company viz. Webd Technology Limited was incorporated as a subsidiary of WBEIDC in February 2001. No
fund was contributed by WBEIDC towards share capitd upto March 2001

2 3out of the 5 joint sector companies are managed by WBEIDC

3 Assisted Companies are those Companies where WBEIDC is a copromoter but not the principa promoter
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2A.2 Organisational Set up

The management of WBEIDC s vested in a Board of Directors headed by the
Charman. As on 31March 2001, dl the 15 Directors of the Board including
the Charman were nominees of the State Government. The Managing
Director is the Chigf Executive and is asssed by the Executive Director
(Fnance), five Gengd Managers for Information Technology, Corporate
Affairs, Finance, Projects and Infrastructure Development & Investor Service,

2A.3 Scopeof Audit

The workings of WBEIDC, nine subsdiaries and 3x joint sector companies
were reviewed in the Report of the Comptroller and Auditor Generd of India
for the year ended 31 March 1990 (Commercid). The review was not sdected
for discusson by the Committee on Public Undertakings (COPU).  The
present  review covers the activiies of WBEIDC, 10subddiaies and
threejoint sector companies for fiveyears up to 31 March200l. The audit
findings are st forth in the succeeding paragraphs.

2A.4 Funding

2A.4.1 Capital structure

Agang the authorised capitd of Rs125 crore, the padup capitd was
Rs12360 crore as on 31Mach 2001, of which Rs121.89 crore was
subscribed by the State Government and the balance of Rs1.71 crore by
WBIDC. Of above for a sum of Rs140 crore received from the State
Government, dlotment of shares was pending (June 2001).

2A.4.2 Borrowings

During 1996-97 to 2000-01 WBEIDC obtaned unsecured loans totdling
Rs 14.45 crore from the State Government at interest rate of 13.25 per cent per
annum with a rebate of 2.5 per cent for timey repayment. The Government
orders sanctioning the loans did not specify the purpose for which the loans
were granted. This indicated that the Government exercised no control over
the actud utilisstion of funds disoursed. WBEIDC did not aso monitor the
receipt and utilisation of fund through budgetary control. In the absence of
separate accounts the extent of utilisstion and diverson of fund, if any, could
not be assessad.

Further, though funds retained in fixed deposts increaesed from Rs5.27 crore
in 1996-97 to Rs22.83 core in 2000-2001, WBEIDC nether repad the loan
ingaments nor pad interest during lest five yeas  Consequently, the
outdanding principad amount of dl loans shot up three fold from Rs6.50 crore
in April 1996 to Rs2095 crore (induding overdue of Rs4.43 crore) in
March2001. Outdanding interes mounted from Rs1.23 crore in 1996-97 to
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Rs9.01 crore in 2000-01 of which Rs7.71 crore was due till March 2001. It
was obsaved in audit that during 199697 to 20002001, WBEIDC hed
inveted a minimum of Rs5.22 crore in term/ fixed deposts with banks and
financid inditutions & average annud rates of interest ranging from 8.04 to
1567 per cent. Had WBEIDC utilised the invested fund to reduce its
borrowing by a leest Rs5.00 crore, it could have saved interest of Rs47.00
lakh (interet expenditure — Rs3.31 crore less interest earning — Rs284
crore). In the years to come, in the absence of interna resource generation the
lighility would be unsustaineble

2A.5 Finandal pogtion and working results

The main sources of income of WBEIDC were interest, rent & service charges
from entrepreneurs and trading in dectronic goods manufectured mainly by
ubgdiaries joint sector/ asssed companies  The deals of financid postion
and working results are given in Annexures 10 and 11.

It would be obsarved from Annexure — 11 that sdes reduced from Rs 268
crore in 199697 to Rs245 crore in 2000-01 and was only Rs 131 crore in
19992000 due to nontreceipt of order for dectronic soft toys and reduction in
sde of tdephone sats  However, the net profit rose from Rs0.09 crore in
199697 to Rs257 crore in 2000-2001 which was mainly due to increase in
other income congdently i.e Rs146 crore (1996-97) to Rs9.08 crore
(2000-01). Other income included profits from sde of shares of onejoint
sector company (Rs 391crore) during 19981999 and two asssted companies
(Rs6.23 crore) during 1999-2000 as wel as profit on sde of leasehold land
(Rs5.39 crore) during 2000-01. If the other income is ignored, the Company
would have incurred loss in dl the five years These losses were attributable
to waiver of interes of Rs24.72 crore, fixation of service charges bdow cod,
reduced rates of rent charged for 64modules, falure to recover rent and
savice chages of Rs457 core from gx subddiaies and twojoint sector
companies as discussed in Paragrgphs2A6 & 2A.7 infra Had WBEIDC
provided for doubtful loans and investments aggregaing Rs 111.58 crore in
subsdiary/ managed companies, whose entire net worth had eroded due to
accumulated losses, the accumulated profit of Rs4.92 crore as of March 2001
would have turned into massve loss.

2A.6 Invetment in other companies

As on March 2001, WBEIDC had invested Rs104.03 crore in the form of
share capitd (Rs 2640 crore) and loan (Rs77.63 crore) in nine subsdiaries,
fivejoint sector and nineasssed companies to develop dectronic indudtries.
During the fiveyears up to 2000-01, WBEIDC eaned dividend of Rs0.60
crore from R. S Software Limited (asssted company) and interest of Rs10.93
crore during last five years representing an annud return of 0.54 per cent on
the invesment in the form of share capitd and 3.95 per cent on loans during
the same period agang the borrowing rate of 13.25per cent per annum.
Thus, invesment in other companies had not yielded desired benefit.
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Further, of the ten subsdiaies and three® joint sector companies under
WBEIDC's managemet control, eight companies were in operaion,
threecompanies were closed dfter 15 to 18years while one company
incorporated in April 1999 did not commence production due to withdrava of
collaborators as discussed in paragraphs 6C, 6K, 6L & 6F. The summarisd
financid postion as per laest avalable accounts of these 12° companies
(Annexure 12) reveded that dl these companies had accumulaied losses
aggregating Rs112.94 crore which exceeded their pad up cepitd of Rs32.14
crore. As a result, WBEIDC's invesment of Rs18.95 crore towards equity
and Rs7553 crore as loan till March 2001 (induding Rs5.68 crore as equity
and Rs4840 crore as loan between 1996-2001) in these companies remans
doubtful.

Of the aoresad 13 companies (10 subddiaies and three managed by
WBEIDC), seven companies were promoted in the joint sector and became
subsdiaries or managed units subsequently, while two companies dtarted out
a Ubddiaies and the private patners, inducted later, had disassociated
themsdves. WBEIDC had neither framed policies nor criteria for sdection of
patners and projects  Scrutiny in audit reveded that during November 1995
to October 1999, fivejoint sector patnars opted out after inveding only
Rs6.56 crore as compared to the subgantidly higher exposure of Rs17.92
crore by WBEIDC. This indicated that WBEIDC had faled to ensure
adequate contribution by the joint sector partners.

The peformance of ninesubddiaries and threejoint sector companies ae
discussed in the following paragraphs.

A Webed Informatics Limited (WIL)

WIL was incorporated (November 1981) to sdl computers to Government
Depatments and  undertakings and to conduct training programmes on
different software packages. WIL has been earning profits since 199394 ad
during four years ending 19992000, turnover achieved was Rs34.77 crore
with profit of Rs2.01 crore. Scrutiny in audit revedled that as againgt average
debt collection period of 11months, the credit period enjoyed by WIL wes
only eght months.  Conseguently, WIL took recourse to working capita loans
of Rs1.05 crore from WBEIDC during 199697 to 2000-2001 and was ligble
to pay interest of Rs1391 lakh per aanum (@ 1325 per cent per annum).
Degpite dlowing an average debt collection period of 11 months, WIL was
unable to recover old dues Consequently, as a March 2000, Rs10.33 crore
was recoverable againg dues. During 1996-97 to 19992000, WIL wrote off
old dues of Rs 11.99 lakh.

4 Webe Communication Industries Limited (WCIL), Webdl Toolsind Limited (WTL) and Webel Electro Optics
Limited (WEOL)

5 One company viz. Webd Technology Limited was incorporated in February 2001 As no fund was disbursed
towards its share capita nor activities commenced within 2000-2001, financid position has not been included.
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A scrutiny of records of the Branch office & Dehi made avalade to Audit
reveded the following fraudulent transactions undertaken during the tenure of

Shri S. Mukherjee, BranchInCharge (BIC) :

0] The branch, through its deder — M/S Unigar Sdes Private Limited,
Chandigarh (USPL) received (March 1997 ) two orders of Rs41.29
lakh from the Government of Punjab (GP) for supply of Computers
and accessories.  In turn, the branch placed (March 1997) an order on
M/S Indocon Micro Enginears Limited (IMEL) for immediae supply
of the specified equipment to GP. The payment of Rs37.36 lakh to
IMEL would be made by the branch only after receipt of payment from
GP.

It was however, seen in audit that IMEL supplied in October 1997 the
equipment to USPL indead of GP. Theredfter, in February 1998,
IMEL took back the equipment on the pretext of ensuring their safety
and proper dorage.  Shri S. Mukherjee, the Branch-incharge, released
(March 1998 ) a cheque of Rs40 lakh to IMEL in sttlement of earlier
dues of Rs20.73 lakh as well as againg current supplies. BIC released
payment despite custody of the equipment having been teken by the
supplier.  Theresfter, no Seps were taken to hand over the equipment
to the cusomer. Thus, undue favour by BIC to the supplier causd
lossof Rs19.27 lakh ( Rs40 lakh less Rs 20.73 lakh).

(i)  The Branch-incharge pad Rs912 la&kh (April to Juy 1998) to
M/SMulti Tech Sysems (P) Limited and Ascent Information System
(P Limited for supply of 48 computers and accessories to Directorate
of Agriculture (DOA), Government of Rgashan, Jpur.  While
seeking form ‘D’ for concessiona sdes tax purposes from DOA (Jdune
2001), it was noticed by WIL that sipplies were not effected by the
above mentioned firms. Thus, a sum of Rs912 lakh, pad without
ensuring supplies, could not be recovered. As a result, WIL sugtained
alossof Rs9.12 |akh.

(i)  Without the gpprova of Head office, BIC, engaged M/S Computronics
Sygem (CS) for commisdoning inddlation of computers and
accessories. An amount of Rs17.04 lakh was pad to CS, a firm in
which BIC swife was a beneficiary.

These irregularities indicated gross falure of internd controls and lack of
effective monitoring by the Head Office over the activities of the branch. The
BIC was suspended in December 2000 and departmental proceedings initiated
in March 2001. Crimind proceedings hed been initigted in August 2001. The
entire workings of Dehi Branch office needs to be thoroughly investigated in
view of the glaring lgpses in controls.

B Webd Consumer Electronics Limited (WCEL)

WCEL was incorporated (June 1981) to produce Tdevison (TV) sats and in
198586 NICCO group was introduced as a copromoter to invest 25 per cent
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of totd share capitd. Management control was transferred from June 1988 to
NICCO and asxociates when ratio was changed to 50 : 50. NICCO and
associates invested Rs2.65 crore towards equity (Rs195 core) and loan
(Rs0.70 crore) till October 1999 agang WBEIDC's invetment of Rs4.94
core (equity Rs215 crore and loan Rs2.79 crore). WCEL became a
subsdiary of WBEIDC since October 1999.

Ove the four years up to 1999-2000, the annud sdes dipped by 46per cent
from Rs3591 core in 1996-97 to Rs2454 crore in 1999-2000 due to high
prices, technologica obsolescence, shortage of working capitd due to delayed
redision/ nonredisgtion of debts withdrawa of sdes tax subddy by State

Govenment etc.  Conseguently, the profit of Rs53 lakh as achieved in
1996-97 turned into loss of Rs3.83 crore in 1999-2000.

The sorutiny of records reveded that falure of interna controls led to the
falowing financia |gpses-

() WCEL was assmbling TVs on behdf of other manufecturers on
payment of fixed converson charges since 1992. However, sdes tax subsidy
to the extent of Q0 per cent of sdes tax enjoyed by the WCEL was to be fully
rembursed to the manufacturers. The subsdy was reduced to 45per cent
(April 1998) and subsequently withdrawvn (April 1999), as WCEL was not a
smdl scde indudrid unit.  The agreements with the manufacturers were not
re-negotiated for reasons not on record and reimbursament of sdes tax to
manufecturers led to loss of Rs382 crore upto December 2000. The
Company was regigered as smdl scde indudry in January 2001 and is now
digible for sdestax subsdy.

(in) During 1995-9%6 to 1998-99, WCEL had procured materids for
manufecturing TV sets for M/S Phillips India Limited (PIL). Due to disputes
regarding payments, PIL sopped (January 1999) executing orders through
WCEL and materids vduing Rs76.00 lakh remaned unutilised (September
2001). Further, PIL issued credit notes for Rs 1.16 crore towards materias
returned by WCEL but did not adjust the same. WCEL received an excise
cdam of Rs2.78 crore towards production on behdf of PIL. The matter was,
however, pending before the tribund (July 2001).

(i) As WCEL was sudaning continuous loses, the NICCO Group
proposed to refer WCEL to the Boad for Industrid and Financid
Recongruction (BIFR) in February 1999.  Further, the Charman, WBEIDC
obsarved (May 1999) that even if sdes tax subsdy was restored, WCEL
would continue to sudain cash loss Moreover, WCEL had no posshility of
recovery as inddled capacity of 0.85 lakh units was bedow the annud bresk-
even production level of 1.36 lakh units Despite being aware of the inherent
unvigbility of WCEL, WBEIDC continued to disburse loans of Rs2.87 crore
in 1999-2000 and 2000-2001. Meanwhile, WBEIDC redtructured the capita
of WCEL in September 1999 by converting loans of Rs 2.75 crore to equity.
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(vy  Sundry debtors incressed from Rs4.81 crore in 199697 to Rs5.15
crore in 200002001.  Absence of follow-up of old dues resulted in doubtful
debts of Rs1.89 crore representing 37 per cent of old dues and the chances of
recovery were blesk.

) The Chief Executive Officer (CEO) had ingructed the branch offices at
Sliguri, Gauhai, Asarsol and Kolkata to remit a portion of sde proceeds in
cash to the Senior Accounts Officer (SAO) at the Head Office, Kolkata, who
was to partly utilise the funds to pay suppliers and deposit the balance in bank.
In addition, CEO collected the money in cash from the supplier directly. The
then Interna auditors of WCEL, detected (July 1997) misgpproprigtion of cash
of Rs69.27 lakh aidng as a result of non- maintenance of daily cash book and
fictitious payments made to suppliers by demand draft under the direction of
CEO. WCEL lodged (duly 1997) an FIR and the mater was dill under
investigation.  Departmenta  proceedings againg the ering officads were not
initiated (August 2001).

C Webel Carbon and Metal Film Resistors Limited (WCMFRL)

WCMFRL was incorporated in May 1980 with a pad-up capitd of Rs550
lakh as a joint sector company to manufacture carbon and metd film resgtors.
WCMFRL noticed (November 1995) that production of resistors was unviable
snce imports were chegper.  Scrutiny in audit reveded tha WBEIDC
goproached Shri Dadan Bha of Pertech Computers Limited (PCL) in October
1995 to utilise the infrastructure of WCMFRL for computer project. As a
result, WBEIDC, WCMFRL and PCL entered into an agreement in February
1996 and management was transferred to PCL in March 1996. PCL acquired
30per cent of the share capitd (Rs 21.50 lakh) and provided Rs 64.52 lakh as
unsecured loan to WCMFRL. WCMFRL discontinued production of resistors
from April 1996.

Indudgrid Recongruction Bank of India (IRBI) sanctioned (July 1996) a loan
of Rs5.00 crore for the project. However, as PCL could not contribute its
share of Rs200 crore, the IRBI loan could not be avaled. In September
1996, PCL with the knowledge of WCMFRL sold mechinery of WCMFRL
vaued & Rs7129 lakh for Rs13 lakh reauting in loss of Rs58.29 lakh to
WCMFRL. PCL became financidly insolvent and left the project in October
1996 digosng of its shaes in WCMFRL to WBEIDC for Rs538 lakh.
Moreover, WCMFRL remaned nonfunctiond snce April 1996 and Rs1.98
crore was pad towards ide wages up to 31Mach 2001. Further, raw
materids, semi-finished and finished goods vadued a Rs29.68 lakh lying
dnce 199697 became obsolete resulting in totd loss  Thus falure of
WBEIDC to ascertain the financid viability of PCL led to a loss of Rs2.86
crore on the above accounts.
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D Webel Mediatronics Limited (WML) and Webel Multimedia Limited
(WMML)

WML, incorporaed in January 1981, was engaged in desgn and manufacture
of professond grade dudio equipment, noise pollution control monitors and
computerised Braille Transcription systems for the visudly-impaired.

On the direction of WBEIDC, WML appointed (February 1995) M/S Teledec
Internationd  Limited, USA (TIL) for rendeing enginegring sarvices and
supplying equipment a US $ 225 lakh and US $ 240 lakh respectivey for
edablishment of a multimedia sudio, out of which US $ 0.75 lakh was to be
adjused agang equity of WML. The multimedia dudio was commissoned in
February 1997 a a cog of Rs 3.36 crore. However, TIL declined to teke over
WML for reasons not on record. Consequently, WML withheld part payment
of US $ 0.75 lakh towards engineering services. Due to lack of expertise in
the multimedia industry, WML handed over the dudio to M/S Research
Enginer Private Limited (REPL) in April 1998. Further, REPL agreed to
acquire entire equity of the new company to be formed with assets and
licbilities of the multimedia dudio.  Accordingly, another company, Webd
Multimedia Limited (WMML) was incorporaed in August 1998, as a
subsdiary of WML. Subsequently, REPL backed out from the project in June
1990. Theresfter, WMML sought to <dl the equipment but agang
replacement cost of Rs1.40 crore, the highest offer recelved was Rs 35 lakh.
Eventudly, the dudio was rented in July 2000 to Sky B (Bangla) Limited a

the rate of Rs 1.11 lakh per month.

Scrutiny in audit revedled the fdlowing :

0] WML had pad concessond cusoms duty of Rs2309 lakh on the
vaue of imported eguipment by pledging fixed deposts of Rs46.80
lakh of WBEIDC. The bendfit of this concesson was agang an
export commitment of Rs5.69 crore by March 2000. As neither WML
nor WMML could fulfil the export commitment an amount of Rs82.90
lakh was to be paid towards additiona customs duty.

(i) WBEIDC had not initisted legd proceedings agangt TIL for not teking
over WML.

(i) A dam of Rs46.17 lakh on REPL as raised (May 2000) by WMML
for utilisstion of men and mechinery beyond the scope of agreement
and on other grounds had not yet been settled (June 2001).

(iv) Due to advances in technology, the replacement cost of the multi-
media gudio came down to Rs140 crore agand actud expenditure of
Rs 3.36 crore.

Thus, wrong sdection of a technicd collaborator coupled with absence of
requisite technical expertise led to a project in the sunrise sector not taking off.
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E Webd Capacitors Limited (WCL)

WCL was promoted in May 1981 by Swri Anup Sen & Asociaes and
WBEIDC in the joint sector for manufacture of capecitors a a cost of Rs2.76
crore. WBEIDC adjusted (September 1999) the persond loan of Rs12 l&kh to
the promoter dong with interest thereon of Rs 13.89 lakh agang shares held
by the promoter having face vdue of Rs21.79 la&kh and showed a loss of
Rs4.10 lakh in the accounts. However, as the accumulated loss had exceeded
the paid-up capitd, the shares had no intrindgc vaue and the entire amount of
Rs 25.89 lakh isto be trested as alossto WBEIDC.

WCL had been incurring losses snce 1984-85 due to low production, high
cog of production, higher prices as compaed to domedic and foreign
competitors. The accumulated losses of WCL sood & Rs1.85 crore in
1987-88 and it was refared to BIFR in September 1988,  Meanwhile,
WBEIDC submitted (Mach 1997) a rehdbilitation packege to BIFR which
envissged enhancement of inddled capacity from 52 million cgpecitors to
70.29 million capacitors.  Since, the exiging cagpecity utilisstion was less than
20 per cent, enhancement of cgpacity was not consdered judicious and BIFR
ordered (March 1997) winding up of WCL. The Appdlate authority of BIFR
accepted  (January  1999) the rehabilitation package and WBEIDC made
further invesment of Rs7.83 crore till Mach 2001. Despite such huge
invesment, production came down from 2170 million in 1998-9 to 15.87
million in 2000-2001.  Consequently, WCL was saddled with accumulated
loss of Rs 14.68 crore as of 31 March 2001. Besdes, WCL had doubtful debts
and obsolete sock of Rs20.47 lakh and Rs19.30 lakh respectively. Thus,
additiond investment of Rs7.83 crore for enhancement of capacity in a loss
making company with poor cgpacity utilisation record was injudicious.

F Webe Electro Optics Limited (WEOL)

WEOL was incorporated in April 1990 for manufacture of fiber optics
products with M/S A. M. Mukherjee & Associates, the promoters.
Subsquently, SwriRK.Poddar (RKP) was inducted as promoter in
October 1994. Smultaneoudy, WBEIDC entered into a technicd and
financid collaboration agreement with Optim Inc. (USA) for supply and
commissoning of production and drawing eguipment vaued & Rs4.57 crore.
Optim Inc. agreed (October 1994) to buy back 75per cent production and
WEOL was regigered (July 1996) as a “Export Oriented Unit” (E.O.U). IDBI
aoproved (duly 1996) the project at a cost of Rs8.75 crore with WBEIDC
contributing Rs1.56 crore as equity (Rs1.05 crore) and interest free loan
(RsO51 crore) as wel as funding the expenditure of Rs 37 lakh dready
incurred through interest free loan. IDBI released loan of R 3.35 crore up to
1997-98 againg persond guarantee of RKP but withhdd the rdease of further
loan of Rs1.02 crore due to default in repayment of principd. The equipment
arived in Mach 1998 and was dored in a hired godown till May 1999 and
theredfter, transferred to a bonded warehouse within the factory. The factory
building was completed in April 1999 a a cost of Rs1.61 crore. Equipment
vaued a Rs4.55 crore were stored in the bonded warehouse as WEOL had
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not commenced production (August 2001). Further, due to non-fulfilment of
export commitment, customs duty of Rs250 crore and interest of Rs5.00
crore thereon would be payable for debonding the equipment.

RKP had withdrew from the project in March 1999 for want of funds and lack
of technicd expetise and WBEIDC took over the management without
asessing the demand for the products in the domestic market.  The consultant
engaged (September 1999) by WBEIDC opined that due to limited domesic
maket, disproportionate investment and disndination of Optim Inc. to
support the project, any additiond investment would not be profitable. Thus,
invesment of Rs193 crore by WBEIDC, without proper assessment of
demand, remained unfruitful.

G Webel Communication Industries Limited (WCIL)

() WCIL, incorporated in January 1987, was engaged in the menufacture
of Electronic Push Button Tdephones (EPBT). In May 1997, the private
promoter M/S Communication Consultants and  Savices Private  Limited
(CCSPL), decided to opt out of WCIL on the ground thet it had no prospects
of revivd unless it was redructured, and suggested closure of WCIL.
WBEIDC took over the management of WCIL in June 1997. However,
trander of shares by CCSPL was 4ill awaited. During 1996-97 to 1999-2000,
itincurred aloss of Rs 4.23 crore on sdles of Rs 17.48 crore.

Audit scrutiny reveded that WCIL was unable to secure orders for supply of
tdephone sts directly from the Depatment of Tdecommunicaions (DOT)
due to quaation of higher raies and it executed pat orders a the lowest
arived raes  Conseguently, contribution per st was negaive and WCIL was
incurring losses.

In response to tender inquiry in March 1997 WCIL received an order in July
1997 for Rs11.90 crae for supply of 280 lakh sts of tdephone to DOT
within Jenuary 1998. For execution of order WCIL was to obtan technicd
goprova (TA) from DOT which expired in June 1997. Though average period
of two months is required for obtaining the technicd goprova, WCIL gpplied
only in June 1997 for renewd of TA, which was receved in September 1997
and gpprovd for bulk production was receved in November 1997
Consequently, the production could not commence in time and resulted in
dippages in ddivery schedule by ten months. Thereby, WCIL suffered a loss
of Rs28.82 lakh in the form of liquidated damages of which a least Rs14.01
lakh was avoideble.

H  Webd Toolsind Limited (WTL)

WTL was incorporated in February 1977 to menufacture 25,000 portable
electric drlls and grinders annudly. In June 1995, its promoters,
(M/SRN.Saraf and Associates) disassociated themsdves due to  fund
problems and control of WTL was immediatey teken over by WBEIDC.
However, transfer of sharesto WBEIDC was sill awaited (June 2000).
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It was observed in audit that during 1996-97 to 2000-2001, only 8 to 15per
cent of the inddled cgpacity wes utilised due to lack of product mix, poor
collection of recevables and shortage of working cepitd. Hence, payment of
wages of Rs4585 lakh pa anum from 1996-97 to 2000-2001 remained
largdy unproductive. Efforts had dso not been made to develop new products
with latest technology and with energy conservation features.

An amount of Rs4.16 crore received from WBEIDC during 1996-97 to
20002001 weas utilised towards payment of sdaries and wages and one time
stlement of United Bank of Indiaz WBFC/ WBIDC and Allahabad Bank
loans amounting to Rs 92 lakh, Rs 39.46 lakh and Rs 77 lakh respectively.

Thus, further invesment of Rs4.16 crore by WBEIDC in an unvidble
company was injudicdous and recovery of such invesment was highly
doubtful.

I Webel Power Electronics Limited (WPEL)

WPEL was incorporated in January 1988 to undertake assambly oriented jobs
of dectricd and dectronics based items like control pands, inverters, baitery
chargers, uninterrupted power supply equipment (U.P.S) ec. and other trading
activities. Due to lack of orders, aisence of drategic planning and marketing
coupled with heavy fixed overhead, WPEL incurred loss of Rs6.47 crore
during 1996-97 to 2000-2001. Despite the continuous heavy loss incurred by
WPEL, WBEIDC disbursed fresh loans of Rs5.35 crore during 1996-97 to
20002001, out of which Rs3.30 crore was utilised towards sdaies and
wages. Due to lack of persgent efforts, WPEL failed to recover Rs51.26
lakh out of sundry debtors of Rs1.90 crore from customers pertaining to the
period 1981-82 to 1995-96, recovery of which was doubtful.

J Webe Electronics Communication System Limited (WECSL)

WECSL was incorporated in  September 1981, to desgn and devedop
tedlecommunication equipment and dectronic communication.  In the past
four years ending 31March 2000, WECSL was engaged mainly in database
management and  Information  Technology  (I.T.) rdaed  sarvices
(computerisation of eectord roll prepardion, voters identity cards eic)
WECSL had an accumulaied loss of Rs4.38 crore a the end of 2000-2001
agang a pad-up capitd of Rs0.84 crore.

K Webe Video Devices Limited (WVDL)

WVDL dated manufecturing black and white picture tubes in November
1980 and suffered losses manly due to low cgpadity utilisation, production
bottlenecks, labour troubles, high cost of production etc. Without undertaking
a maket survey and cost data, WVDL took up (November 1990) an
expandgon-cum-diversfication scheme for production of 270 lakh picture
tubes and 85000 computer monitors per aanum a an investment of Rs8.39
crore.  The project was funded through equity (Rs3.31 crore) contributed by
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WBEIDC, term loan (Rs4.88 crore) from IDBI and capitd invesment subsidy
(Rs20 lakh) from Sae Government.  Although the project was completed in
October 1992 the anticipated benefits were not redised for the reasons
mentioned earlier and WVDL decided in December 1997 to discontinue its
production as production cost was higher than sde price  WVDL pad ide
wages of Rs598 crore till Mach 2001 snce discontinuance of production
activities. Further, sock of raw maerids, work-inprogress finished goods
and dores and spares vaued a Rs2.27 crore was written down to Rs19.18
lakh a its redissble vdue in the accounts for 2000-2001, resuting in loss of
Rs 2.08 crore.

The Committee on Public Undertaking (COPU) in its 55" Report observed
(July 2000) that a reviva plan was dtaed to be under the active consideraion
of the Sae Govenment in October 1999. Consquently the COPU
recommended (July 2000) that the Government should teke pogdtive Seps for
reviva of WVDL. No such plan was, however, prepared (September 2001).

L Webd Crystals Limited (WCL)

WCL, incorporated in March 1982 for production of 2.00lakh quartz crysas
per annum, sudained losses since inception due to low production and use of
obsolete plant and machinery. There was no improvement even after addition
of new machines in 1990 a& a cost of Rs45 lakh ad in-house upgradation of
products made with financia assgance of Rs30.59 lakh from Depatment of
Electronics (D.O.E.) during 1990-91 and 1991-1992.

Sorutiny in audit reveded that due to change in globd technology, the quartz
cysds had been replaced totdly by synthessed crysds having low cogt with
improved fadilities. However, WCL had no fadlites to manufecture
synthessed crystds and decided to cdose down its quatz crystd production
from April 2001. Nether WBEIDC nor the State Government has taken any
decison to revive WCL in the present scenario.  Consequently, WCL would
be paying idle wages of Rs59.75 lakh per aanum. Further WCL hed dead
dock of finished goods worth Rs15.30 lskh and dow moving items of raw
materials and consumables worth Rs 20.81 lakh as of March 2000.

6.1 In view of digmd peformance, accumulated losses of subsdiary /
managed companies of Rs 11294 crore as of 31 March 2001 completdy
eroded the paid up cepitd aggregeting Rs32.14 crore.  As a result, recovery of
WBEIDC's invesment of Rs94.48 crore in these companies gopears blesk.
In Februay 1999, WBEIDC approved restructuring of sSx®subddiaries by
March 2000. However, after expiry of more than one year, only WIL was
resructured by way of trandferring dl its activities except training to a newly
fomed company vizz Webd Technology Limited with effect from
16 April 2001.  For remaining subddiaries, the proposd for restructuring was
not submitted to the Government for gpprova (September 2001).

6 Webd Informatics Limited (WIL), Webel Video Devices Limited (WVDL), Webel Mediatronics Limited (WML),
Webel Power Electronics Limited (WPEL), Webe Electronic Communication Systems Limited (WECSL) and Webel
Crydas Limited (WCL)
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2A.7 Electronics complexes

WBEIDC condructed three dectronics complexes a Sdt Lake, Taratda and
JHpaguri on land lessed from the Stae Government and Cdcutta Port
Trugt (CPT).

2A.7.1 Salt Lake electronics complex

The complex, origindly deveoped in 1990, wes leased to 95units of which
46 units, with an investment of Rs 534 crore, were in operaion and employed
6491 parsons.  Of the bdance, 43 units were under condruction. The lease
agreament  pecified the commencement of condruction within three years of
dlotment of land, three’ units were yet to commence construction despite
lgpse of more than four years and the dlotments had not been canceled. On
the other hand, WBEIDC cancdled the dlotment of four units without
forfeture of Rs16.99 lakh towards 20 per cent of land premium as specified
in the agreements for which no reason was recorded.

Further, WBEIDC condructed the Standard Design Factory Building (SDF)
with 192 modules for eectronics indudries and Software Technology Park
Building (STP) with built-up area of 65000 sft. for software development in
June 1990 and December 2000 a& a cost of Rs7.65 crore and Rs5.11 crore
respectively till March 2001. The fadilities crested & SDF and STP had been
fully dlotted to 64 entrepreneurs.

Scruting  in o audit reveded tha Rs87.25 lakh was recoverable from
threesubsdiaries and onejoint sector companies till March 2001 on account
of ground rent on land, rentd charges on modules and service charges on land
ad modules  Further, Rs 1.23 crore was recoverable on the same account
from 58 entrepreneurs.  However, WBEIDC took no measures for recovery of
these dues (June 2001). Moreover, WBEIDC did not revise sarvice charges on
land and modules & SDF dnce April 1996/ 1997 for which it had suffered
losses of Rs4813 lakh in 1999-2000 as the sarvice cogt of Rs74.11 lakh
exceeded the recovery of Rs25.98 lakh.

2A.7.2 Taratala I ndudtrial Estate

This estate was condructed in 1979-80 on 7acres of land leased from C°T out
of which space of 56,602 <ft. was provided to threesubsdiaies, one joint
sector company and other 32 indudtrid units.  Although the lesse agreement
had expired in January 1996, the same had not been renewed due to non-
stlement of cdam raised by CPT regarding enhancement of rent by Rs 1.20
lakh per month, permisson fee of Rs0.99 lakh and pendty of Rs1848 lakh
for unauthorised congtruction.

7 Eldyne Electronics, MMTC Limited & Simca Management
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Sorutiny in audit reveded that the Maneger, Edae faled to monitor the
recovery of Rs3.77 crore due from threesubsdiaries and one joint sector
company on account of municipd taxes rent, sarvice charges and dectricity
charges snce 1991-92 till Mach 2001. As these companies had incurred
recurring losses the posshility of recovery of the dues is blesk. Moreover,
Rs 758 lakh was recoverable from 22cother entrepreneurs as on tha date.
Further, againg the annud cost of services and municipa taxes a Rs18.89
lakh, sarvice charges and municipd taxes recovered from the entrepreneurs
aggregated to Rs 3.09 lakh only leading to aloss of Rs 15.80 lakh per annum.

2A.7.3 Jalpaiguri electronics complex

Mention was made in Paragrgph 2C.13.2 of the Report of the Comptroller and
Auditor Generd of India for the year ended 31 March 1990 (Commercid) that
due to lack of interest on the pat of entrepreneurs, the expenditure of Rs32.65
lakh on the complex condructed in December 1987 remaned unfruitful.
WBEIDC, however, further expended Rs29.64 lakh since April 1990 towards
enhanced land cod, dectricd inddlations, roads, water supply etc. but faled
to atract additiona entrepreneurs.

2A.8 Other Ventures

2A.8.1 DiganceLearning

In February 2000, WBEIDC decided without conducting any feeshility study
to provide Lotus Courses through ten distance learning centres throughout the
Sae with the assgtance of Lotus Development International Corporation a an
edimated cos of Rs4 crore. In Februay 2001, one centre in Kolkata was
made operationd and a sum of Rs 1.43 crore was incurred till March 2001 for
hardware, software and Rs6.81 lakh (June 2001) was incurred towards deff
cog & rent agang which only Rs 1.40 lakh was redised from 12 students as
fees It was obsarved in audit tha IT Industry preferred IT degree and
dipjoma hodes and no tie-ups was entered into by WBEIDC with
Universties and as such viability of the scheme was doubtful and invesment
of Rs 1.43 crore (March 2001) was injudcious.

2A.8.2 Geographical I nformation System (GI S)

WBEIDC placed (December 1999) suo moto an order on WIL, a subsdiary
company, directing WIL to engage Riddhi Management Services Limited
(RMS) for bilding up a GIS for 10° municipdities a a cost of Rs1240 lakh
eech to be completed by December 2000. Although the vadue of work
exceeded Rs1.00 crore, no tender wes floated to obtain most competitive
raes.  The work involved scanning the mouza® maps supplied by the

? Kaimpong, Pyai, Kurseong, Haisahar, Chandannagar, Bhatpara, Budge Budge, Panihati, Champadani, Bidhannagar
© Mouza is the administrative unit in the lowest rung identified by a Jurisdiction Ledger Number maintained by Land
Revenue Authority
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municipdities and theresfter the inteligent data® were to be assimilated by
RMS on maps plotted on a computer through a software package.

Scrutiny reveded for vectorisstion of mouza mgps, anmonia print and second
phase of vectorisstion the RMS was to receve Rs 585 la&kh per municipdity.
Snce the work depends upon sze and number of maps excess payment
canot be ruled out in the absence of quantity and specification details in the
work order. Moreover, WBEIDC did not seek any such details before clearing
the payment.

Conclusion

Even after the passage of 20years, WBEIDC had failed to achieve its
objectives of developing dectronic and allied industries in the State. The
role of WBEIDC in investing funds in the subsdiaries/ joint sector/
asssted sector companies without conducting feagbility sudy and
without binding commitments from partners resulted in colossal

cumulative losses. Continued investment in these companies without any
coherent revival package was wasteful. 50 per cent of the constructed

building in Jalpaiguri dectronics complex was in use while the entire
allocable land remained vacant for 14 years.

In view of continuous losses, State Government may consider closure of
the loss incurring subddiaries and re-appraise the continuance of
WBEIDC in its present shape.

These matters were reported to the Government and the Management in
May 2001, their replies had not been received so far (September 2001).

9 Like demagraphic pattern, infrastructure, etc. aso supplied by WIL

A
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2B WEST BENGAL FOREST DEVELOPMENT
CORPORATIONLIMITED

Highlights

West Bengal Forest Development Corporation Limited (Company), set up
in July 1974, was engaged in plantation, harvesting, afforestation and allied
operations only in one divison of the State (Kalimpong Division) and in
logging and sawing operations, cashew plantation, pole treatment in all
other Divisons of the State as wdl as in promoting joint forest
management in South West Bengal.

(Paragraphs2B.1 & 2B.7)

Injudicious drawal of Rs5.00 crore againg loan resulted in avoidable
payment of interet of Rs 053 crore till March 2001. Similarly, two
Divisonal Managers failed to inves surplus fund of Rs1.35 crore to
Rs 2.87 crore in short term deposits during 1998-99 to 2000-2001 resulting
in loss of interest of Rs 0.19 crore.

(Paragraphs2B.4(b) & 2B.6(b) )

Profits reflected in the 1996-97 to 1998-99 accounts was understated by
Rs 3.97 crore due to inconsistencies in the valuation of round timber and
sawn timber .

(Paragraph 2B.5)

Failure of the Company in obtaining approval of the Working Plan from
Central Government resulted in shortfall in harvesting and loss of potential
revenue of Rs 4.55 crore during 1997-98.

(Paragraph 2B.7.1(i) )

Encroachment of Forest Land increased from 143.96 hectares in 1987 to
595.23 hectares in June 1996 due to inaction on the part of the Company to
evict the encroachers.

(Paragraph 2B.7.1)

Physical verification (July 1998) detected a shortage of 642 cubic metres
timber valued at Rs 0.93 crore. The matter had not yet been probed so far to
fix respongbility.

( Paragraph 2B.7.4.1(B) )

Implementation of Joint Forest Management Scheme reflected various
deficiencies viz. unplanned sdlection of stes, plantations below minimum
economic size, non-conformity with prescribed modes, and non-
maintenance of plantaion journals.

( Paragraph 2B.10)

Due to poor capacity utilisation and lack of orders, the Company sustained
losses of Rs0.84 crore and Rs 0.35 crore respectively on operation of
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Automobile Engineering Workshop during 1996-2001 and Pole Treatment
Plant during 1996-2000 .
(Paragraphs2B.12 & 2B.13)

In Cashew Plantation Divison, againg the anticipated yield of 14025 MT,
the actual yield was less than 10 per cent (1225 MT) during 1996-2001 due
to failure to adopt improved techniques which resulted in loss of potential
revenue of Rs 24.67 crore. Further, Rs 0.35 crore was incurred towards
salary and wages of 18 saurplus d&aff in  contravention of the
recommendation of the Review and Planning Committee.

(Paragraph 2B.14)

2B.1 Introduction

West Bengd Forest Development Corporation Limited (Company) was set up*
in Jy 1974 as a whdly owned Govenment Compay with a view to
purchasy acquire forest, waste or any other kind of land, develop forests
expeditioudy by large scde harvesing followed by sde or disposd of forest
produce, promote wood based indudries and dso to plant/ replant/ afforest in
forest or other land. After enactment of the Forest (Conservation) Act, 1980
as amended from time to time the empheds, however, shifted to conservation
of well stocked forests.

The Company commenced operation in November 1974 with two territorial
divisons a Dajeding and Kdimpong soread over 83,162 hectares However,
the Dajeding divison of 39113 hectares was handed back to the Forest

Directorate in November 1992 to ensure better management and effective
control by the Forest Directorate.

2B.2 Organisational set up

The management of the Company is vested in a Board of Directors (BOD). As
on March 2001, there were eght Directors dl gppointed by the Stae
Government.  The Managing Director is the Chief Executive and is asssted by a
Secretary-cum Fnancid Advisor, two Generd Managers (Heedquaters and
North), and eighf Divisond Managers During the period under review, three®
Officersfrom the Indian Forest Service held the post of Managing Director.

2B.3 Scopeof Audit

The workings of the Company, lagt reviewed in the Report of the Comptroller and
Auditor Generd of India (Commercid) for the year ended 31 March 1992. The

1 St up on the recommendations on Production Forestry — Man Made Forest made in August 1972 by the Nationa
Commission on Agriculture

2 Territoriad divisions are those divisions granted on reneweble leasehold basis by the Forest Directorate for an initial
period of 10 years

" Kurseong (Logging), Government Saw Mill (Siliguri), Kaimpong, Buxa (logging), Jdpaiguri Saw Milling,
Marketing, Cashew Plantation and Forest Corporation (South) Divisions

@ shri M. K. Nandi (01-04-1996 to 31-07-2000), Shri V. Rishi (24-08-2000 to 22-03-2001), Shri V. P. Singh (23.03-
2001 to 31-03-2001)
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review has not been sdected for discusson by the Committee on Public
Undertakings (COPU). The present review seeks to andyse the performance of
the Company during the lagt five years ending 31 March 2001. The review
conducted between December 2000 and April 2001 and August 2001 covers the
activities of the Company for the period of five years from 1996-97 to 2000-2001.
The audit findings as a result of test check of records’ are discussed in the
succeeding paragraphs.

2B.4 Capital dructure, borrowingsand other funds

@ Share Capital

The Company was incorporated with an authorised capitd of Rs10.00 crore
comprising 10 Bkh equity shares of Rs 100 each. Till March 2001, Rs5.81 crore
was subscribed by the State (Rs5.11 crore) and Centrd (Rs0.70 crore)
Governments.

() Borrowings

The Company obtained between March 1999 and March 2001 loan of Rs20.00
crore from West Bengd Infrastructure Development Finance Corporation Limited
(WBIDFC) &t interest rate of 16.5 per cent per annum for implementation of the
Joint Forest Management Project (JFM) guaranteed by the Government of West
Bengd. The Company repaid principd of Rs5.85 crore and pad interest of
Rs 3.14 crore till March2001

It was obsarved in audit that as & March 1999, the Company had invested
Rs 554 crore in short term depodts with banks a a maximum rate of 9.5 per
cent pr annum Had the Company utilised the invesed fund it could have
reduced its borrowing a leest by Rs500 crore and avoided the payment of
interest of Rs52.50 lakh and guarantee fee of Rs250 lakh per annum ftill
March 2001. There was nothing on record to indicate thet the Company had
attempted a benefit andyss.

(© Special Development Fund and other fund

The Company receved Rs1048 crore till 1999-2000 for implementation of
13 different schemes’ in Kdimpong and other Divisons and dsawhere againgt
which Rs10.16 crore was spent in the same period. The implementation of
one of the schemesis discussed in Paragraph No. 2B.7.1(ii) infra.

2B.5 Financial Postion and Working Results

The Company had findised its accounts up to 1998-99. From the financid
pogtion and working results & Annexures13 & 14 it could be seen that capitd

1 8 divisions, offices of Generd Managers (North and Headquarters) and corporate office a Calcutta
# West Bengd Forestry Project, D.R.V. Ropeway, Sundarban Biosphere Reserve, Hill Area Development etc.
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employed increased by 56 and 28 per cent in 1998-99 and 19992000 respectively
over previous years mainly due to increase (193 and 40 per cent) in inventoriesin
these two years. The vdue of inventories shot up mainly due to indusion of stock
of Rs3.14 crore and Rs4.00 crore in 1998-99 and 1999-2000 respectively under
Joint Forex Management Project, which was taken up by the Company since
199899 (Refer Paragrgph No. 2B.10 infra). Conssquently, the inventory holding
represented 4.1and 5 months cost of sdes in 1998-99 and 19992000
respectively as compared to 1.4 month's in 1996-97 and 1997-98. The percentage
of return on capita employed increased from 4.2 in 199697 to 9.2 in 1999-2000
except in 1998-99 when it dipped to 1.7 per cent mainly due to dedine in sde of
timber from Rs 14.63 crore in 1997-98 to Rs6.78 crore in 1998-99. This was
atributable to closure of feling as discussed in paragraph No. 2B.7.1(i)) infra.
This had resulted in decrease in profits.  1n 1999-2000, there was steep increase in
financid charges and roydty due to payment of interest (Rs1.21 crore) on loan
from WBIDFC and royaty (Rs1.24 crore) in connection with the JFM Project.

It was observed that during 199697 to 199899, the Management neither
folowed its dedared policy for vauaion of inventory of round timber &
Kadimpong Divison on the beds of roydty pad to the Forest Directorae nor
on the bass of direct cosd. As a result, the accumulated profit till March 1999
had been understated by Rs 1.90 crore due to inconggtencies in the vauation
of round timber of this Divison.

Smilaly, vauaion of dosng sock of sawn timber a five divisons for the years
199697 to 199899 reflected wide variaion, between costs gopearing in the
accounts and cost caculated for purposes of preparaion of performance reports.
This resulted in understatement of profit by Rs 2.07 crore over the same period.

The percentage of other income” to tota income ranged between 9 and 53 per
cent during 1996-97 to 1999-2000. Moreover, the profit of Rs85.17 lakh
reflected during 19989 and 1999-2000 was primaily due to interes income
of Rs 1.79 crore in the same period.

During 199697 to 1998-99, the percentage of income from logging and service
charges rose by 54 per cent and declined by 86 per cent in 1999-2000 due to non
goprovd of working plan and redriction on fdling of trees by the Hon'ble
Supreme Court in December 1996. This has been discussed in Paragraph
No. 2B.7.1(i) infra. As a result, percentage of profit before tax to tota income
decreased from 232 in 1996-97 to 1.65 in 1999-2000 despite a substantid incresse
of 225 per cent in sdein 1999-2000 from the Joint Forest Management Project.

2B.6 Budga and Cash management

@ The Corporae office is respondble for preparation of annua budget
edimates after conddering actuas for the preceding year and the extent of
logging/ harvesting of timber, plantation, industrid operation etc. to be taken up
for the subsequent financia year. Revised estimates are prepared at the end of the

A Includes earning from logging, eco-tourism, joinery and carpentry activities, interest from fixed deposits etc.
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third quarter of the current financid year. Audit scrutiny reveded that during
199697 to 1999-2000, variance between the revised and actud figures ranged
from 2to 25 per centfor income 1to 26 per cent for expenditure and 28 to 105
per cent for profits.

Though the Management had prepared variance andysds for the years 1997-98
to 19992000, it did not andyse the reasons for the wide variation for the year
1996-97.

(b) The Divisond-Managers were empowered since September 1993 to
invest surplus funds in term deposits after assessing regquirement of fund.  Scrutiny
in audit revedled that in two" Divisons, the Divisond Managers failed to monitor
the fund peiodicdly or specfy the maximum limit for retaining balances in
14 current accounts. As a result, Rs 1.35 crore, Rs2.45 crore and Rs2.87 crore
remained ide for 46 to 200 days during 1998-99, 1999-2000 and 2000-2001
respectively after meeting al expenses Had the cash budgeting been done
properly and these fund been invested in short term deposits, the Company could
have earned interest of Rs19.44 lakh a rates ranging from 6 to 9.5 per cent per
annum

2B.7 Activities

The present activities of the Company are confined to forestry activities, viz.
plantation, haveding, dafforedaion ec. a Kdimpong divison, logging/
havesing of timber and auctioning the same as an agent of the Forest
Directorate, cashew plantation, sawing operations including carpentry and joinery
work, pole trestment, automobile & engineering works etc. and to promote joint
forest management as wel as develop awareness for conservation of naure by
sting up of and operating ecotourism centres.  These activities are executed
through eight Divisons as discussed in the succeeding paragraphs.

2B.7.1 Territorial Divison

The Company undertakes foredry activities on 44049 hectares of forest land
in Kdimpong sb-divison of Darjeding Didrict which was obtaned on a
renewable 10-year lease from the Forest Directorate, Government of West
Bengd. The lease expired in November 1994 and the Company applied
(December 1995) to the Government for renewd, gpprovd to which was dill
awaited (June 2001). Scrutiny reveded that encroachment increesed 300 per
cent from 143.96 hectares in 1987 to 595.23 hectares in June 1996, agangt
which the Company retrieved only 60 hectares till June 2001 due to dday in
taking legd and adminidrative measures under the Forest (Conservation) Act,
1980. Further scrutiny in audit reveded the following points:

W Cashew Plantation & Forest Corporation (South)
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0] Non-approval of Working Plan

As per the Forest (Consarvation) Act 1980, Forest (Conservation) Rules 1981
and Forest (Consarvation) Amendment Act 1988, prior goprovad of the Centrd
Government is mandatory for dl proposds involving dearing of /working in
forex aess incduding re-foregation, for which, Working Plang Management
Pans ae to be submitted. However, the VIII working plan (1991-92 to
2000-2001) for Kdimpong Divison of the Company was not forwarded by
the Working Plan Divison of the Forest Directorate to the Government of
India till 1997. The Divisond Manager of the Company did not follow it up
with the Foreg Directorate to get the working plan gpproved through the State
Government.  Foredry activities, however, continued to be undertaken by the
Company in contravention of the Act, ibid, till the Hon'ble Supreme Court
issued orders (December 1996) to suspend feling of trees in al foreds except
in accordance with the working plans prepared by the State Governments and
goproved by the Centrd Govenment. The IX working plan (1997-98 to
2017-18) of the Divison was dso sent to the Government of India (June 1997)
for goprovd. As the Divison faled to submit additiond information sought
for (November 2000) by the Minigry of Environment & Forests Government
of India, goprovd to the plan was not receved (August 2001). However, the
Company continued fdling and removing only dying, diseesed and falen trees
on the bass of provisond approvd accorded (September 1998) by the
Government of India Thus, due to non-gpprova of the working plans, the

divison havesed only 5746 M3 duing 1997-98 againg minimum quartity of
10000 M3 and thereby failed to earn a potentia revenue of Rs 4.55 crord .

(i) Plantation

From April 1992 to December 1997, the Company undetook plantations on
degraded foret land under West Bengd Foresdry Project aded by
Internationdl  Development Associdion.  To this end, between 1992-93 and
1997-98, the Company received from the Forest Directorate Rs1.16 crore for
plantation over 1513hectares agangt which actud coverage  was
1232hectares. During this period the Company did not undertake any
plantation out of its own fund agang the target of 252 hectares.  During
199899 to 2000-2001, the Company undertook plantation out of its own fund
in 679.30 hectares againg the target of 764 hectares. Thus, there was a totd
shortfdl in cultivation of 617.70 hectares.

Test check in audit reveded tha survival rate of plantations under WBFP in
248 hectares ranged between nil and 32 per cent as againg the norm of 75 per
cent and above. Out of 32 Pantation Journds (PJ) required to be maintained for
these plantations, three PJ covering 36 hectares were not maintained at dl,
gght Pl (71hectares) contained only sketch maps and history seets. The
bdance 21 Pk (141 hectares) did not contan vitd daa informetion as
discussed in the subsequent paragrgph.  In these aress, plantations were found
‘bad’ and ‘non-exigent’ resulting in plantation expenditure of Rs 14.46 lakh
becoming unfruitful.  The reasons for low survivd were atributed by the

I Based on average revenue earnings of Rs 10684 per cubic metre in 199798

40



Details of survival
per centage, species
etc. not recorded in
163 out of 298
plantation journals

Rs0.56 crore spent
on plantation proved
to be unfruitful due
to inadequate
thinning

Chapter 11 Reviews relating to Government companies

Management to inadequate infilling, grazing damege, eic. Though these factors
were controllable to a large extent, the Company took no steps to remedy the

same. It was observed in audit that the plantations during 1998-99 and 1999
2000 had an average surviva rate of dove 60 per cent which indicated that the
Company did not take adequate care of plantation under asssted project.

(i)  Plantation Journal”

The Divisond Manager did not maintain consolidated record of Plantation
Journds.  However, a nine' ranges, audit verification of 298 plantation journds
pertaining to 1992 to 2000 plantation reveded tha in 163journds (55per cent)
necessxry details of surviva percentage, deaning period mandays, species, row,
spacing etc. quantity of seed and seedlings used and remarks of the Inspecting
Officers were not recorded casing doubt on the authenticty of plantation
expenditure booked.

(iv)  Thinning®

Based on the recommendations of Nationd Commisson on Agriculture (1972)
forest activities were amed a production of pulpwood to meet the demand of
paper and pulp indudtries as wel as to meet socid djectives of arresting soil
eroson, making hard wood available to locd people and ensuring avallability of
fodder for catle and wild life In line with thee objectives, the Company
initiasted plantations of fast growing species Ohupi and Cypresses) over an area
of 2486 hectares from 1975 to 1997 in the Lava and Lolegaon ranges etc. under
Kdimpong Divison for paper indudries  However, no plantation of naive
species (Katus, Utis) was initiated to meet the socid objectives. In 197879 the
posshility of edablishing paper mills in the aea were rued out by the
Hindughan Peper Corporation Limited (HPC) and Foret Research Inditute,
Dehradun due to low specific gravity of these species Beddes, the Review &
Panning Committee of the Company aso recommended (December 1993)
regular thinning which was badly neglected in the pest. Dexpite  the
Committees  recommendation, the Company not only neglected thinning
operation but aso continued plantation till 1997.

Thus, due to continuance of such plantation and inadequate thinning an amount of
Rs 5559 lakh spent on such plantation during 1992-1997 proved to be largdy
unfruitful because of high extraction cost and lack of market for timber derived
from the operation. The Management dso did not andyse the loss of timber
aisng out of inadeguate thinning. Further, the socid objectives dso remained
urtfulfilled.

# A higtory of the entire plantation activities in a particular block/ area from plantation to fina harvesting.
WKdimpong, Pankhasari, Lolegaon, Lava, Neora, Jadhaka, Samsing, Noam & Chail

A Thinning means reducing the number of stems/ plants per unit area to ensure improved growth, higher timber
production and better hygiene
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2B.7.2 Logging operations

The Company undertook harvesting and marketing of timber on behdf of the
Forest Directorate through three” divisons and eaned Rs375 and Rs 75/80 per

M3 of timber and firewood respectively @ well as 10 per cent service charges on
net revenue as fixed by the Forest Directorate. The details of logging operations,
operating profit and loss etc. are enumerated in Annexure-15 from which it would
be apparent that due to failure of the Forest Directorate in obtaining approva of
working plan and consequentid ban on dear feling by the Hon'ble Supreme
Court (December 1996) there had been a dedine in logging operaions
Consquently, these three divisons sudaned loss of Rs 175 crore during
1997-98 to 1999-2000.

As agang the aforesaid income from timber and firewood, the Saw Milling
Divison, Jpaguri and Kurseong (Logging) Divison incurred an average totd
expenditure of Rs486 and Rs561 per M3 respectively in 1996-97. Despite this,
the two divisons earned profit in 199697 due to subdantid amount of service
charge received from the Forest Directorate agangt interest on working capitd,
sdling and digtribution expenses etc.

2B.7.21 Auction of timber

Timber is sold in lots through auction and the reserve price is determined by the
concerned Divisond Manager (DM) on the bads of the qudity of the lat,
average price obtaned agang dmilar lots in the immediatdly preceding three
auctions and the prevaling market price. As per the teems and conditions of
auctions, the intending bidders depost only Rs1000 as earnet money since
April 1987, with the successful bidders paying 25 per cent of the bid amount
within 20 days and the bdance 75 per cent within 100 days Failure to depost
the money would result in forfeiture of earnest money. After completion of
eech timber auction, Bid and Insament Regiders are to be prepared within
seven days with detalls of lots, species, reserve price, detals of payment made
by successul bidders date of lifting of timber, payment of surcharge, depot

rent, forfeiture of earnet money etic. The regigers are to be checked by
Assgant Divisonad Manager.

It was obsarved in audit that-

0] Although the reserve price was the key to maximisng revenue, the
recorded opinion of no other officid was obtained in order to ensure the
religbility of the reserve price fixed by the Divisond Manager.

(i)  The Management never reviewed the necessity for enhancing the earnest
money to limit participation to finandialy sound timber merchants only.

(iii)  The Assgant Divisond Manager (ADM) / Assgant Manager (AM)
in Kdimpong Divison did not mantan Inddment Regigers (IR) in
five out of 12 ranges between 1997-98 and 1999-2000.

% Buxa (Logging), Kurseong (Logging) and Saw Milling Divisions
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(iv) Aganst 348105 M3 timber auctioned in September 1999 by the
Kdimpong Divison for Rs901 lakh, no payment was recaved till
June 2001 as the Dividond Manager ddayed issue of notices to the
successul  bidders for not remiting the bid amount within the
prescribed period. In the dbosence of maintenance of basic records the
Company could not earn potentia revenue of Rs9.01 lakh.

v) At Kurseong Divison, reserve prices in respect of 225 lots withdrawn
between 1996-97 and 2000-2001 due to falure to dtract reserve price
were nat mentioned in the Bid Regider. Also, the beds of fixation of
reserve price was not verifisble as assessment sheets to substantiate the
resrve prices fixed were not mantaned.  Thus the sysem of
auctioning followed was neither transparent nor objective.

(vi)  The Buxa (Logging) Divison ddayed issue of forfeiture notice to the
successful  bidders, resulting in dday in reauction of unlifted timber
(111lots). As a result, the Company could not earn potentid revenue
of Rs3346 lakh (origind auction vdue Rs91.30 lakh — reauction
vaue Rs 57.84 lakh).

2B.7.3 Sawing of timber

@ The Company purchases round timber from the Forest Directorate at
prices fixed by the price fixation committee of the Directorate and dso obtans
the same from its Kdimpong Divison. The round timber is sawn at four saw

mills with an annua capadity for sawing of 16,200 M3 round timber. The
performance of four saw mills is given in Annexure-16. It would be seen from
the Annexure that the cgpacity utilisation of SMD, GSM and SSM came down
from 55, 46, 85 per cent in 1996-97 to 43, 22, 27 per cent respectivdy in
2000-:01. As andysed in audit, the reasons for poor capecity utilisation were
atributable to fdl in demand of sawn timber mainly due to steep hike in prices
by 20 to 44 per cent in May 1997 and suspenson of 28 out of 104 deders for
non-submisson of sdes tax regidration cetificate etc. In December 1998, the
Company reduced prices of sawn timber. It was seen tha utilisation a
Government Saw Mill dipped further to 17 per cent in 1998-9 and 19992000
due to want of logs (2304.4hours) and power falure (3439 hours). However,
the utilisstion could have been enhanced had the Company teken action to
trangport  logs from its Kdimpong Divison and repared the defective
180KVA diesdl generator et lying in the mill premises snce December 1995.
Consquently, the Company logt potentid revenue of Rs1.70 crore which
could have been avoided. In 200001, the utilisstion margindly incressed to
22 per cent dueto increase in availability of logs

(b) No norm for wedage in sawing operations had been fixed by the
Company 0 far (August 2001). During 1996-97 to 2000-2001 the percentage
of wagtage in the saw mills fluctuated from an average minimum of four per
centto amaximum of 13 per cent.

* (1) Saw Milling Division, (SMID) Jalpaiguri, (2) Government Saw Mill, (GSM) Siliguri, (3) Sanugarah Saw Mill,
(SSM) Siliguri and (4) Bhuttabari Saw Mill, (BSM) Kalimpong.
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The Management neither andysed the reasons for wide fluctuations in the
percentage of loss nor implemented measures to redtrict the same. Moreover,

the possibility of pilferage of timber cannat be ruled out.
2B.7.4 Marketing
2B.7.4.1 Major Forest Produce- Sawn Timber

(A)  The Company had been maketing sawvn timber throughout the State
through 104 deders and sx® sdes centres under three® divisons The
procedure for dlotment of sawn timber to deders specified that a least 25 per
cent of each dlotment should comprise assorted, short piece and second
qudity-sawn timber.

Audit obsaved tha Madaihat Saw mill did not adopt this procedure till
March 1999 for which reasons were not on record. Conseguently, till March

1999, 206291 M3 of poor qudity timber was accumulated and atempts to sl
the same to deders a 8 to 18 per cent below ligt price in December 1998/ March
1999 were not successful.  Further, atempts to sdl the sawn timber in February
and April 1999 dso did not fructify. Findly, againgt a tender of September 2000,
the sdle was effected at 68 per cent beow the list price at aloss of Rs 11.22 lakh.
Thus, failure to follow the prescribed procedure resulted in a loss of Rs 11.22 lakh

to the Company.

(B) The Company did not periodicdly verify the physcd sock of sawn
timber stored at sdes centres.  Scrutiny in audit reveded tha at the instance of the
then Managing Director, physcd verification of sawn timber was not undertaken

till July 1995 a the Sdt Lake Depot. Shortage of 608 M3 timber was detected
during physcd verification in July 1995. Physcd verification was discontinued
as one of the verifiers expired. Subsequently, a fresh veification in the same
depot in July 1998 reflected a shortage of 642 M3 valued a Rs93.05 lakh. After
being pointed out (October 2000) by Audit, the BOD was gpprised of the shortage
only in December 2000 after a dday of 30 months. A three member committee
was condituted on 16 January 2001 to enquire into the matter and fix
repongbility.  The Committee scheduled to submit the report within three
months, had not taken up the assgnment so far (August 2001).

2B.7.4.2 Honey

The Company procured 171MT crude honey during 199596 to 1999-2000
from the Forest Directorate without assessng the qudity. The Company
marketed honey after filtration. The Company received complaints from the
customers regarding poor qudity of honey and found out that poor qudity was
due to prolonged dorage of crude honey. Out of totd dosng sock of
8317 MT of crude honey as of March 2000, 47 MT (Cogt Rs 17.39 lakh) was
found to be unsuiteble for filtraion due to high moisture content. Attempts to
sl that crude honey did not produce any result. Thus, falure of the Company

2 G4t Lake, Bankura, Midnapur, Durgapur, Purulia, Raigang.
3 Marketing, Cashew Plantation & Kurseong Divisions.




Shortfall in
harvesting resulted in
loss of potential
incomeof Rs 3.30
crore

Chapter 11 Reviews relating to Government companies

to assess the qudity of honey before procurement resulted in a loss of Rs17.39
lakh.

2B.8 Eco-tourism centres

The Company dated diversfying its activiies snce 199697 by edablishing
ten ecotourism centres with accommodation of 172 beds in four districts
The ecotourism centres were edablished with the object of deveoping
awareness regarding consarvation of nature and capital expenditure of Rs1.67
crore was incurred till March 2001.

Test check of fivecentres viz Lava Lolegeon, Santhdkhola, Samsing,
Mukutmanipur reveded that during 199697 to 1999-2000, these centres had
an average occupancy of 20 per cent during sessorft.  The low occupancy was
due to falure to deveop trangportation facilities, packege tours and inadequate
publicity. As a rexult the objective of increesing awareness about naure
consarvaion remained largdy unfulfilled.

2B.9 Palythene Tube Manufacturing Unit (PTM U)

PTMU was st up in July 1986 a Godapessd, Midnapore to produce Virgin
polythene tubes to meet the requirement of the afforestation programme.  The unit
became non-viable since 1992-93 due to shift in demand to chegper (26 per cent)
variety ‘High Dengty’ tubes and higher overheads compared to smdl sde units.
Consquently, the Committee of Directors (COD) and the Review & Planning
Committee (RPC) recommended in July and December 1993 to wind up the unit.
Ignaring the recommendation, PTMU continued to trade in HD tubes procured
from the market. Duing 1996-97 to 2000-2001, againg the tota expenditure of
Rs 1.32 crore, PTMU earned Rs0.98 crore, thereby sustaining a loss of Rs0.34
crore which would further increase unlessiit is wound up.

2B.10 Consolidation of Joint Forest Management (JFM)

During 1996-97 and 1997-98, two' divisons were entrusted with fdling and
harvesing on 13040 hectares as contrector of the Forest Directoraie agangt
which the Company harvesed 764325 hectares (59 per cent) and earned
revenue of Rs3.88 crore by way of harvesting charges (10 per cent on gross
revenue and sarvice charges 10 per cent of net revenue). Thus, due to shortfal

" Lava, Lolegeo, Samsing, Santhelkhola, Tarkhola, Kaimpong, Mongpong (al in Darjedling district) Rasikbill
(Coochbehar), Murti (Jepaiguri), Mukutmanipur (Bankura)

& e after exduding off — season performance when occupancy in normaly low

* Forest Corporation (South) and Cashew Plantation Division.
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in harvesing (41 per cenf), the Company faled to earn potentid income of
Rs 3.30 crore.

Subsequently, the Government of West Bengd, Forest Depatment entrusted
in March 1999 the consolidation of JAM of five® districts of South Bengd to
the Company. The project’, to be executed through these divisons over 12
yeas a an edimated cost of Rs43.95 crore would be partly financed by loan
of Rs34.90 crore from WBIDFC. After commencement of JFM in 1998-99
the shortfal in achievement (2504 hectares) againg target (11461 hectares) fell
to 22 per cent during the period 1998-2000, resulting in loss of potentid
contribution of Rs3.38 crore.  Scrutiny in audit reveded that shortfdl were
dtributable to the Divisond Manager's fdlure in obtaning the making lig
from the Forest Directorate in time which was essentid before taking up
harvesing and dday in payment of due share to Forest Protection Committees
towards harvesting codts.

Audit scrutiny reveded thet -

0] Plantation journds for 50 out of 86 blocks were not updated for
199899 and 19992000 raisng doubts about the veracity of the
achievements stated.

(i) Though the project presented two plantation modds, to diginguish them
from ealier plantations plantation over 605 acres out of 2005 acres
covering 86 blocks undertaken during 1999-2000 did not conform to either
modd.

(i) A fourth of the aea under plantation was bedow the prescribed
minimum economic Sze of 20 hectares.

(iv)  Some of the plantation Stes sdlected were infeted with older sumps,
weeds and partid planting under older plantations.

) There had been ovecrowding of nonstimber foret produce in
10 hectares of East Midngpore and Rupnarayan (P&S) Divisions
Moreover, agang envisaged tree dendty of 1600 trees per hectare, one
dvison had declared the tree dendty a 1550 and three divisons a 1500
in their plantation journds.  Consequently, there was shortfdl in the
number of trees planted.

The adverse finendd impact of deficdencies in plantation, non-conformity to
modd, unplanned sdection of sStes uneconomic plantation blocks etc. would
occur in the yearsto come.

3 Midnapore, Bankura, Birbhum, Burdwan & Purulia

4 Harvesting/regeneration of 73,000 hectares existing sdl plantation, regeneration of 9000 hectares degraded land;
congtruction of 6 modern nurseries, 105 housing units for grassroots functionaries and 4 eco-tourism centres
 West Bengal Infrastructure Development Finance Corporation Limited
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2B.11 Unduefinancial ben€fit to the Forest Directorate

At a Price Fixation Committee meeting held (March 1997), PCCF, West
Bengd expressed his desire ‘that the Company would take up some work like
(i) mantenance and improvement of forest roads which they use for the
extraction of timber and (ii) fringe area devdopment activities to build up the
goodwill of the Company inthe ared.

However, it was seen in audit that indead of taking up the jobs directly, the
Company smply rdeased Rs4.20 crore till March 1999 againg proposds from
the PCCF in Mach 1997/ 1998 on the beds of edimates and utilisation
certificates.  Moreover, the BOD gpecificdly approved expenditure of Rs 3
crore in December 1997 while the badance of Rs1.20 crore was yet to be
goproved as a didinct item by the Board (September 2001). Further, it was
observed that the fund was utilised for the entire gamut of foredry activities
induding plantation in logged aess reforestation of degraded forest land,
tending operaions like multiple shoot cutting, ecologica redoration in fringe
areas, eco-tourism and maintenance/ renovation of timber depots owned by the
Fores Directorate.  Thus, the Company financed the forestry activities of the
Forest Directorate without recorded reasons. Moreover, this fund was expended
by the Directoraie without Legidative sanction and the Company hed aded the
Directorate in circumventing the control of the Legidaure.

2B.12 Automobile and Enginesring Workshop (AEW)

The Company st up in April 1992 an automobile and engineering workshop
(AEW) a Sdugaah, Jdpaguri for repar and mantenance of Company
vehides and vehides of the Forest Directorate. The Review and Planning
Committee (RPC) recommended (December 1993) improvement in efficency
and revison of repairing ratesto make AEW viable.

Scrutiny in audit reveded (January/ August 2001) that between 199697 ad
20002001, the number of repar jobs underteken by AEW drasticdly reduced
from 318 to 100. Moreover, the Company had not fixed any time schedule for
completion of mgor repar jobs In 60 out of 84 cases of mgor repars, the
jobs took a minimum of 31 days and a maximum of 210 days In view of the
dearer reparring cod, dday in repar and shoddy work; vehides were not
repaired at AEW and instead placed with private garages.

As a reallt, faciliies of AEW were grosdy under-utilised and the Company
sudaned losses of Rs8378 lakh duing 1996-2001.  Neverthdess, the
Divisond Manager, Kurssong Logging Divison faled to at on the
recommendations of RPC despite lapse of seven years for reasons not on
record (April 2001).

" Principal Chief Conservator of Forests
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2B.13 Pole Treatment Plant (PTP)

The Forest Directorate set up in June 1974, a PTP a Sarugarah, Siliguri with a
cgpacity of tregting 12000 sd poles per annum for supply to West Bengd State
Electricity Boad (WBSEB). The PTP, was subsequently transferred to the
Compay in June 1978. During 199697 to 19992000, the average capecity
utilisation of PTP was less than 10 per cent and the plant sustained operating loss
of Rs 34.79 lakh during this period.

Sorutiny in audit reveded that the sde vaue was only 32 to 75 per cent of the
direct cost of production. Moreover, as WBSEB had switched over to concrete
poles, there was a lack of orders. In view of this development, continuance of
the PTPisnot in the interest of the Company.

2B.14 Cashew Plantation Divison (CPD)

Mention was made in Para 2B.6 of the Report of the Comptroller and Auditor
Gengd of India (Commercid) for the year ended 31 March 1992 about
shotfdl of 41 per cent in average yidd due to closer plantation of cashew and
cultivation of eucdyptus as inter crop.

The RPC recommended (December 1993) that the Company should adopt
improved techniques of tending and horticulturd practices and reduce the
number of casud daly labourers (CDL) from 93 to 75 by redeployment of
aurplus daff esewhere with a view to increese cashew yidd. However, the
Divisond Manager had not acted upon the recommendation.  Consequently,
the podtion of yidd had further deteriorated during 1996-97 to 2000-2001.
The actud yidd was 1225427 MT agand the anticipated yidd of 14025 MT
and shortfal resulted in loss of potentid revenue of Rs24.67 crore. Further,
in vidaion of the recommenddion of the RPC, 18excess CDLs were
absorbed in June 1998 on the payroll of the Company reaulting in extra
expenditure of Rs 35.39 lakh on account of sdaries and wages between 1994
9% ad 20002001. The Company sudaned a loss of Rs3467 lakh on
operation of CPD between 1996-97 and 20002001. In order to avoid
recurring losses, the Management may review the continuance of the CPD.

2B.15 Idle expenditureon pay and allowances

The Company tranderred the Darjeding Divison to the Forest Directorae in
November 1992 and 17dericd daff atached to the Divison were dlowed to
work in different offices of the Directorate Snce March 1995. Although the gtaff
had not been rendering any sarvice to the Company, their pay and dlowances was
continued to be paid by the Company on the pretext that the terms of deputation
were not findised (June 2001). During 19959 to June 2001, the Company
incurred idle expenditure of Rs69.75 lakh towards the pay and dlowances of
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these gtaff without the gpprovad of the Board of Directors. Further, concurrence
of the Finance Department to the transfer of these Saff was not obtained.

Condusion

The Company was esablished in July 1974 for harvesting, logging,
afforestation and deveopment of wood based indudries in the forest
areas of Darjeding and Kalimpong in the State.

Due to non-maintenance of plantation journals and instalment registers, the
possibility of misappropriation of funds arisng out of bad/ non-existent
plantations, poor survival rates and nonpayment/ deay in payment of bid
amount can not be ruled out. Moreover, the profit reflected during 1998-99
and 1999-2000 would not have arisen but for interest income. Unprofitable
subsdiary activities like polythene tube manufacturing unit, Automobile and
Engineering Workshop and pole treatment plant should be shut down and
the Company should focus on core activities. Further, the consolidation of
joint forest management should be accorded priority to restore the ecological
balance through plantation and regeneration in association with local
stakeholders.

These metters were reported to the Government and the Management in
May 2001; their replies had not been received o far (September 2001).
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2C  WEST BENGAL SMALL INDUSTRIES
DEVELOPMENT CORPORATION LIMITED AND
WEST BENGAL FINANCIAL CORPORATION

Highlights

West Bengal Small Industries Development Corporation Limited
(WBSIDC) was incorporated in March 1961 to develop infrastructural
facilities, render technical and financial assistance and promote the
interest of small scale industries while West Bengal Financial
Corporation (WBFC) was set up in 1954 to aid and assst in the
growth and development of industries ( including small scale
industries ) in West Bengal. Despite being in existence for more that
three decades, neither agency was able © plough back any funds for
development. WBSIDC suffered a cash loss of Rs 1.75 crore which
adversdy affected its fund postion and hampered its activities.
WBFC had aggregate gross business receipts of Rs 196.94 crore
against the payments of Rs202.29 crore leading to negative fund
generation of Rs 5.35 crore during 1996-97 to 2000-2001.

(Paragraphs 2C.1 & 2C.4)

Non-development of indudtrial estates at Tangra (New) and Taratala
and inappropriate sdection of ste by WBSIDC for Santoshpur
Garment complex led to locking up of Rs553 crore.  Further,
indudtrial edtates in the backward digtricts of Bankura and Purulia
wer e not developed even 20 year s after acquisition of land.

(Paragraphs 2C.5.1.1,2C.5.1.2,2C.5.1.3 & 2C.5.1.4)

Twenty six nonSSl units occupied premises intended for SSI units.
One hundred and edeven units failed to commence activity after
allotment of premises, while 101 units stopped operation.

(Paragraphs 2C.6 & 2C.6.1)

Under Marketing Assistance Scheme, sales to Government were below
targets by 30 to 54 per cent between 1996-97 and 1998-99. M oreover,
Rs5.54 crore was due till March 2001 resulting in loss of margin
money of Rs 0.19 crore.

(Paragraph 2C.8.1)

WBFC failed to achieve targets for sanction/ disbursement despite
lowering targets. Further, inadequate care by the Management of
WBFC at the appraisal stage resulted in a threefold increase in
cumulative undisbursed sanctions between March 1997 and
Mar ch 2001.

(Paragraphs 2C.9.1 & 2C.9.3)
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Sanction to industrially backward digricts ranged from 19 to 32per
centreflecting a greater focusin the already developed districts.

(Paragraph 2C.9.5)

Despite introduction of One Time Settlement, recoveries continued to be
poor. Principal dues of Rs 106.59 crore from 9424 borrowers were
classified as “doubtful/ loss’ assets. WBFC continued to disburse
loans to 48defaulting units with outstanding dues of Rs58.40 crore to
rehabilitate them.

(Paragraph 2C.10)

2C.1 Introduction

The State Government routes assstance to smdl scde indusrid (SSl)
units through three Directorates, West Bengd Smadl  Industries
Development Corporation Limited (WBSIDC) and West Bengd Financid
Corporation (WBFC). Wes Bengd Smdl Indudries Corporation Limited
(WBSIC) was st up as a whally-owned Government company in March
1961 with a view to promoting growth of SS units by way of providing
financid assidance, ading, advisng, protecting the interes of SS units as
wdl a enswring avaladlity of raw maeids and by cregting
infragtructural fecilitiess  WBSIC was renamed as West Bengd Smdl
Industries Development Corporation Limited (WBSDC) in May 1998.
WBFC was incorporated in Mach 1954 under the Sae Fnancid
Corporations Act, 1951 (SFC) to ad and finanddly assg the growth and
devdopment of indudries incuding smdl scde indudries in West
Bengd.

The activiies of WBSIDC ae a present redricted to operation of
33indudrid/ commercid edates, maketing assigance to SIS units and
procurement/ digribution of rawv materids On the other hand, WBFC
extended financid assdance by way of loans to SS  units incuding
SRTO'.

2C.2 Audit Objectives and Scope

The present review conducted during November 2000 to January 2001 and
July 2001 covering the records of WBSIDC and WBFC's Head office and
Kolkeata, Sliguri and Durggpur branches for the period 1996-97 to
20002001. The objective of the review is to evaduate the effectiveness of

these agencies in the devdopment of SS units in West Bengd. The
results of audit are discussed in the succeeding paragraphs.

f Directorate of Industries, Directorate of Handloom and the Directorate of Sericulture
# Small Road Transport Operators
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2C.3 Organisational sat-up

The management of WBSIDC is vested in a Board of Directors heeded by
the Charman. As a March 2001, there were 12 Directors including the
Charman, al of whom were nominess of the State Government. The
Managing Director is the Chief Executive and is asssed by an Executive
Director, Senior Manager (Adminigtration), Managers for Marketing and
Edate, an Executive Engineer (Indusrid & Commercid edate
congtruction) and the Chief Accounts Officer.

In the case of WBFC, the management is vested in a Board of Directors
heeded by the Charman. As a March 2001, there were seven Directors,
of whom five induding the Charman, wee nominess of the Sae
Government and two of financd inditutions. The Managing Director is
the Chief Executive and is assded by three Generd Managers, Secretary
and 14 Deputy Genera/ Chief/ Branch Managers.

2C.4 Sources& Application of funds

A West Bengal Small Industries Development Corporation Limited

The accounts of WBSIDC were in arear snce 1996-97. As per

provisond accounts, the accumulaed loss rose from Rs1173 crore in
March 1997 to Rs1552 crore in 2000-2001 indicating a loss of Rs3.79
crore over this period. The cash loss was Rs 1.75 crore which led to a fund
crunch thereby frudraing the object of development of infrastructure for
SS units on account of ingbility to recover dues agang rent, eectricity,
marketing assistance etc. as discussed subsequently.

B West Bengal Financial Corporation

The sources and gpplication of fund by WBFC indicated that during the
lagt five years ending 2000-2001, Rs230.60 crore were rased by way of
bondsd deposits and from IDBI"/ SIDBI¢ while Rs 19.75 crore were raised
through issue of shaes  Further, during the same period the aggregate
gross business receipts of Rs196.94 crore were less than the payments of
Rs202.29 crore, thereby leading to a negative fund generation of Rs 535
crore.

" Industrial Development Bank of India
& Smdl Industries Development Bank of India

52



Locking up of Rs 4.32
croreduetonon-
development of
Taratalaand Tangra
industrial estates

Chapter 11 Reviews relating to Government companies

2C.5 Weds Bengal Small Industries Development
Corporation Limited

2C.5.1 Infragtructure Devel opment

The Company was providing infrestructurd fecilities such as development
of land, condruction of sheds providing water and eectricity to the SS
unitsin 23 Industria and 10 Commercid edtates as of March 2001.

Sx indudrid edaes were transferred to the Company in July/ August
1995 by the C & SSI* Department free of cost for operation. During
199899, only one indudrid edate was added i.e. Pagladanga while the
Bajora indudrid edate was s0ld after devdopment of the land to the
Home (Police) Depatment during April 2000. Land purchased for
industriad  estate a Purdlia and Santoshpur Garment complex was not
developed till date (September 2001). No indudrid edtate was set up in
the indudridly backwad didricts during 199697 to 20002001. The
detaled audit andyss on infrastructure development ae discussed in
succeeding paragraphs.

2C.5.1.1 Land acquired from erstwhile Bengal Potteries Limited for
development of Industrial Estates

The Company took physcd possesson of land a Peagladanga
(674 cottahs’), Taada Mini Indusrid Estate (67.76 cottehs) and at
Tangra (New) (306.6 cottahs) a Kolkata  The land beonging to the
erdwhile Bengd Potteries Limited was teken over from the Officd
Liquidetor, Hon'ble High Court, Kolkata in January/ June 1996 to deveop
an indudrial complex and to provide agglomeration of non-paluting S
units & one location. The acquistion was completed in December 1998 a
a cosd of Rs1210 crore and theresfter Detailed Project Report was
prepared only in April 1999, The acquigtion was patly financed through
a loan of Rs9.55 crore from the State Government and the baance was
met from its own resources.  Actud dlotment of plots commenced in
January 1999 at Pagladanga.

Out of 89 plats, only 64 were dlotted to SS units till March 2001 leaving
25 plots undlotted. However, none of the dlottees had st up indudtries
till March2001 due to falure of the Company to effect mutaion in its
name.  Consquently, the Company was undble to sanction building plans
of the entrepreneurs.  Since the Company did not get sufficient response
from entrepreneurs even after development of an edtate at Pagladanga, the
Management decided (March 2001) not to devdop Taatda and Tangra
(New) Indudrid edates, thereby frudrating the entire exercise of
devdopment of S units  In addition, Rs4.32 crore was locked up
towards cog of land on which proportionate ligbility towards interest on
loan was Rs 1.36 crore p to September 2001.

X Cottage & Smdll Scele Industries
# One Cottah means 720 g ft.
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2C.5.1.2 Modern Integrated Readymade Gar ment complex,
Santoshpur

The Company acquired in December 1998 land messuring 1267.41 cottahs
a Kdinagar, Santoshpur from CMDA" for Rs75 lakh to fadilitate the
production of readymade gaments by progpective SS  units. The
Company placed (August 1999) an order on M/S Mackintosh Burn
Limited on sngle tender bads for Rs1.96 crore (Infrastructurd facility :
Rs6325 lakh, Gda*® hulding: Rs1.33 crore) to be executed by August
2000. The project was to be funded out of loan of Rs4.87 crore bearing
interest of 16 per cent per annum obtained in Mach 1999 from West
Bengd Infradructure  Development  Finance  Corporation  Limited.
However, the Company drew only Rs123 crore in Mach 2000. Till
March 2001, expenditure of Rs45.92 lakh was incurred with 73 per cent
of infrastructure fadilities complete, while the gda building congruction
was kept on hold due to finencd condrants. Subsequently,  the
congruction of gda building was dropped by the Company (June 2001).
Thus dday in devdopment of plots had blocked Rs121 crore in an
incomplete edate besides interest ligbility of Rs4554 lakh till March
2001. Moreover, newspeper advertissment in - November 2000 for
dlotment of 45plots evoked no response indicating ingbility to atract
entrepreneurs.  Consequently, anticipated benefits did not accrue to the
SS units.

2C.5.1.3 BarjoraIndugtrial Egtate, Bankura

The Company acouired (September 1981) 43.18 acres land a Bankura, an
indudtridly backward didricc and pad (April 1984 - September 1986)
Rs156 lakh towards cost of land to devdop an indudrid edate The
Company took possesson in September 1984 and incurred Rs6218 lakh
between August 1984 and Mach 1991 on condruction of boundary wall
and arranging water supply through Public Health Engineering Department.

The Company invited gpplications in March 1996 agang which only three
SS  units gpplied. Given the inauffident number of applicants, the
Company did not dlot plots. Theresfter, the Managing Director of the
Company obsarved (November 1999) that “An attempt to explore the
posshility of joint venture has been made hdf-heartedly but the same has
not yet materidised”. Consequently at the indance of State Government
(December 1999) the Company transferred (April 2000) the entire land to
the Home (Police) Depatment againgt reimbursement of Rs63.74 lakh
incurred by the Company. The Company, however, had to forego interest
of Rs66.38 lakh on the invesment for the period April 1984 to March
1997. Thus, due to hdf-hearted atempts by the Company for
devdopment of the indudrid edae over two decades not only did
indudridisation of a backward didrict suffer a setback, besdes causng
loss of interest of Rs 66.38 lakh to the Company.

" Cdlcutta Metropolitan Development Authority.
* A large building with provision for housing multiple small entrepreneurs
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2C.5.14 PuruliaIndustrial Estate

In Jenuary 198lthe Company took possesson of 1617 acres land in
mouza “Rabandh” of the indudridly backward Purdlia digrict for
devdlopment of an indudrid edae A project report was prepared in
198283 for devdopment of plots and condruction of sheds a an
esimated cost of Rs36.47 lakh. The Company pad Rs138 lakh in July
1985 towards cost of land. However, devdopment of the edae
infragtructure like power and water was not undertaken Consequently, the
locd SSI entrepreneurs who were dlotted plots did not set up their units.

In August 1992, the Company redised that it could not condruct the
requiste infrastructure for power as the cost for the same had not been
factored into the lease premium approved by the Board of Directors
(BOD) of the Company in October 1988 and dedred tha intending
entrepreneurs meke their own arangements for power.  Further, the
Company was unable to arrange water. In May 1994, the Company leased
four acres land to a SSI unit M/S Purulia Cement Private Limited (PCPL)
and recaved the premium of Rs115 lakh in July 1994. In August 1994,
ShriSanat Kr Bangjee initiated legd proceedings daming ownership of
the land dlotted to PCPL and the Company refunded the entire premium to
PCPL in November 1995. Subseguent atempts of the Company to lesse
the land falled to mature for ressons not on record though cdled for in
audit. Thus, falure of the Company to develop infragtructure like power
and water as well as vacate the encumbrances on the land frudrated the
development of SS units in a backward didtrict.

2C.6 Allotment and pricing

The Board of Directors of the Company resolved in July 1997, that 75 per
cent of the plots /sheds avalable for dlotment would be earmarked for
new entrepreneurs while the balance 25per cent would be dlotted to
exiging units  Priority would be accorded to units (@ with good
employment potentid, (b) utilisng modern techniques and (€) promoted
by technicdly traned women/ phydcaly handicapped entrepreneurs.
Further, dlottees would be sdected after assessng seriousness of purpose,
capability of setting up of industry and present date of preparedness.
However, in absence of records indicaing the criteria for sdection, the
extent of compliance could not be assessed in audit.

Sorutiny in audit reveded that out of the 47 long term dlotments mede in
December 2000 a Dabgram and Durggpur, dl were new SS units. Of
these dlotments, seven a& Dabgram were subsequently cancelled in July
2001 for nonpayment of lease premium. This indicated that these units
lacked the capability and were not prepared and ther sdection was not
properly assessed.
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The position of avalahility/ vacancy of ploty shedsis given below:

Availability/ vacancy of plots/ sheds

Y ear No. of Total Plots/ sheds Plots/sheds No. of non-
Industrial/ Plots/Sheds at | alloted at the lying vacant at | functioning
Commercial the end of the | and of theyear | the end of the | units
Estates year year
1996-97 32 2239 1898 341 232
199798 32 2239 1927 312 240
1998-99 33 2328 1970 348 240
1999-2000 33 2328 2042 286 253
2000-2001 33 2328 2032 296 260

The reasons for vacancy in various edaes were (a) fixation of land
premium a high raes and (b) nonavaldbility/ inadequate physcd
infrastructure at etates as elucidated below.

The pricing of the plots shed/ floor space for long term and short term
leese of different indudrid/ commercid edaes was last revised in April
1998 with the gpprovd of BOD after congdering the representations
received from different entrepreneurs associations.  The pricing of long
teem lease for Pagladanga, Tangra (New), Santoshpur and Taratda was
made on cod plus bass and ranged from Rs0.70 lakh pea cottah to
Rs250 lakh per cottah which was congdered high by entrepreneurs
Further, a Behda, Tangra (Old) and Dabgram edates, road conditions
were poor, drainage was defunct or absent, water avalability wes
inadequate etc. The Company initiated steps to remedy these deficiencies
only in August 2001.

A review of occupancy of eight® industrid estates reveded that 26 non-
SS units such as horticulturd nursery/ Government  establishment were
dlotted/ occupied premises intended for SSI units only. Dues of Rs45.60
lakh were outstanding from two non-SS units as discussed at Paragraph
2C.7.1infra.

2C.6.1 Non-functional units

The lease agreements entered into by the Company with the entrepreneurs
oecify thet if the premises were not utilised for the intended purpose
within a peiod of three months or remaned cdosed for three months
consecutively in short term leases, the Company could teke back the
premises.  For longterm leases, the period was 12 months and Sx months

respectively.

It was obsaved (August 2001) in audit that a 16 estates, 111 units
dlotted between April 1971 and September 2000 had not commenced
activity.  Further, 101 units commenced activity but subsequently stopped
operdtion between March 1993 and September 2000 due to Iabour

QBehala, Howrah, Kalyani, Siliguri, Tangra, Kasba, Durgapur & Baruipur
t Siliguri, Dabgram, Kasba-Phase | to 111, Mada, Howrah, Tangra (Old), Ultadanga, Baruipur, Raigunj,
Manicktala, Kharagpur, Haldia, Bauria & Behda
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problems, nonravalability of ordrs, financid  crids,  condruction
problems etc. Further, test check a sx' of these estates reveded that an
amount of Rs17.16 lakh was outstanding agang 36 units (March 2001)
towards lease rent, municipality taxes etc.

At Sliguri, the Company issued (Mach 1993 to July 1999) notice for
temingtion of leese on only nine of the 22nonfunctiond units.
Subsequently, in August 1999, another termination notice was issued on
dl 2units. However, the eiction was not effected (August 2001) despite
issue of resumption notice in June 2001, indicating the Company’s falure
to monitor the functioning of S units.

2C.6.2 Expired lease agreements

At 11 edtates up to September 1999, 193 units had not renewed ther lease
agreements which had expired. Scrutiny in audit reveded that & Behda
indudrid edate out of 150 units, 45 units faled to renew thar lease
agreement which expired between June 1988 and September 1998 while at
Tangra (Old) out of 53 units, 38 units faled to renew ther lease agreement
tha had expired during July 1978 to June 1999. At Sliguri indudtrid
esate, out of 104 units 19 units faled to renew lesse agreement that
expired between May 1994 and April 2001

In absence of lease agreements the Company was unable to invoke the
eviction againg defaulting units as wel as to redise dues as discussed in

Paragraph 2C.7 infra.

2C.7 Incomefrom Indudrial/ Commercial Esates

A) The annud rentd income in regpect of 27Indudrid and
Commercid edtates during the lagt five years ending 31 March 2001 went
up magndly from Rs143 crore in 199697 to Rs146 crore in 2000-
2001 while outstanding dues under this head rose from Rs3.15 crore to
Rs324 crore primarily due to poor recovery a severl estates, non-
recovery of dues petaning to evicted units and dues locked up in legd
proceedings.

Further, the Company has to pay Municipdity tax for 16 estates located in
different municipality areas and recovered the occupier's share from the
dlottees  The dues againg municipdity tax incressed by 27 per cent from
Rs76.15 l&kh in Mach 199 to Rs96.87 lakh as of Mach 2001 due to

poor recovery.

The Board of Directors (BOD) reterated (December 1996) that defaulting
units should be served notice of 30days for showing cause as to why
alotment should not be cancdled and possession be resumed.

At Behda indudrid edtate, Rs10.68 lakh was due as of March 2001 from
20defaulting units whose lease agreement had expired. It was obsarved in

f Siliguri, Howrah, Tangra (Old), Kharagpur, Haldia & Behda
! Behala, Tangra, Silpa Bhavan , Kayani-I, Durgapur, Siliguri & Bauria
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audit that threc® units were repestedly served show-cause/ resumption
notices from Juy 1990 to September 2000. However, the Company
continued to accommodate these defaulting units ad did not evict them
for reasons not made known though called for (August 2001).

B) The Company billed dectricity chages from the dlottees in
1llestates from whom Rs1.34 crore was due as a 31 March2001. The
Management stated (September 2001) that necessary persuason was under
way to recover dues. The Management's reply is not tenable as power
supply of these units have dready been transferred in the name of the units
and the Company had no further scope for recovery of dues of Rs1.34
crore.

2C.7.1 Two ingances of nonSS units defaulting in payment of dues ae
discussed below.

@ West Bengd Stae Leaher Indudries Development Corporation
Limited (WBSLIDC), a non-SSl unit, occupied office space (3746.60 Ht.)
a Shilpa Bhavan. Despite nonreceipt of Rs15.85 lakh towards rert,
municipal taxes and dectricity for the office space from WBSLIDC till
March 2000, the Company not only faled to evicc WBSLIDC but dso
offered (February/ March 1999) dterndive accommodation a the Kasba
Indudtriad Edtate on 99-years lease & a premium of Rs2369 lakh. The
dues of Rs 15.85 lakh remained outstanding till date (March 2001).

(b) The Company handed over possesson of eight sheds a Sliguri on
rent to Wood Indusries Centre (a nonSSI unit under the C&SS
Depatment) in May 1984. The unit has not pad its dues of Rs29.75 lakh
snce inception till date (March 2001). Despite repeated issue of reminders,
eviction notice was not issued 0 fa (August 2001). The C&SS
Depatment proposed (September 2000) adjusment of the dues agangt
trander vdue of Sliguri estate which origindly beonged to Directorate of
C&SS. The Company, however, took no deps to adjust the dues as the
liability had not been assessed (September 2001).

2C.8 Marketing Assstance scheme

2C.8.1 Furniture

The Company acts as a maketing agency for 14 items of furniture
manufactured by 142SS units to various State Government departments
and autonomous bodies at a nargin of 12 per cent. The Company supplies
the furniture on credit while payments to SSI units are to be made within a
ressonable time.

The Company faled to achieve the targets for ‘Government’ sdes during
199697 to 1998-9 by 30 to 54 per cent. In 19992000 and 2000-2001

@Bose Corporation (Rs0.25 lakh), Centre Point Estates (Rs 5.25 lakh) and Despika Engineering & Electrical
(Rs 0.65 lakh)
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the achievement exceeded targets by 63 and 190 per cent as flood relief
materids (tarpaulin) were procured and sent to the affected areas on
priority bass under the direction of the Government. The Company faled
to redise dues of Rs554 crore from different Government departments/
bodies till March 2001. As a reault, it could not get the margin money of
Rs 19 lakh.

2C.8.2 Procurement and digtribution of raw materials

The Commercd Divison of the Company was engaged in procurement
and didribution of paraffin wax, fetiliser, minerd turpentine oil (MTO),
bulk drugs eic. However, following decontrol of these raw materids with
effect from 1April 1998 by the Government of Indig the turnover of these
items reduced from Rs1221 crore in 199697 to Rs366 lakh in
2000-2001 as detaled in the teble below:-

Sl. Items Turnover
No.
1996-97 1997-98 1998-99 1999-2000 | 2000-2001
(Rupees in lakh)
1) Paraffin wax 1152.27 791.33 481.03 Nil Nil
2) Fertilisers 25.27 28.82 22.05 31.35 0.41
3) MTO 1.96 4.97 352 52.42 3.25
4) Titanium Dioxide Nil 7.04 Nil Nil Nil
5) Manganese Dioxide 0.76 6.67 6.24 Nil Nil
6) Drugs 40.76 281 1.87 Nil Nil
Total 1221.02 841.64 514.71 83.77 3.66

It was obsaved that though the totd turnover plunged due to lack of
demand from SS units, the Company nether framed any policy to sl the
materidsin the competitive market nor diversfied its market portfolio.

Consequently, 40employees of the divison and four raw materid banks
(dores) a Siliguri, Durgapur, Howrah owned by the Company and one
rented (Rs6000 per annum) a Cosspore remaned ide from 1998-99.
The Company pad on an average Rs38.77 lakh per annum towards sdary
and wages. The Management dtated (January 2001) that it was exploring
the posshility of acting as 'product promoter' of bitumen and a proposd to
this effect was being sent to the Council of Smdl Indusries Corporaions
in India  However, the Company had not sent any proposd <0 far
(September 2001).

2C.8.3 Diverdfication of Commercial activities - Sale of Bulk drugs and
Polymer Products

To diversfy its activities, the Company sold on credit polymer products
and bulk drugs to SSI units from July 1992 to January 1993 and September
1992 to July 1997 respectivdly without assessng the credit worthiness or
bonafides of the buyers.
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(@ An amount of Rs220 crore incuding interet on overdues was
recoverable towards polymer sdes from nine paties, of which one’ was a
nontSS unit.  Legd proceedings were indituted againg eght paties of
which only Rs11.32 lakh was recovered agang dam of Rs14.96 lakh
reaulting in loss of Rs364 la&kh. Further, Court orders were obtained in
May/ August 1999 againg four units of which one was liquidated (Dues:
Rs49.09 lakh) and no action was taken to execute the court orders in the
remaining three cases (Dues: Rs68.40 lakh) by the Commercd Manager
for reasons not on record (March 2001).

(b) Smilaly, Rs9357 lakh was due from 24 units as a March2001
towards sde of drugs of which Rs35.10 lakh was recoverable from
September 1992 from  Gluconate Hedth Limited, which was not a SS
unit.  Further, wheresbouts of three units (Dues: Rs6.49 lakh) was not
tracegble while one unit was liquidated (Dues: Rs5.63 lakh) and another
locked out (Dues: Rs11.98 lakh). The Company dated (January 2001)
that legd action was beng contemplated.  Further developments were
awaited (September 2001).

Falure to monitor the recovery of outdanding dues from private parties
saddled the Company with irrecoverable debts of Rs 2.68 crore.

Further, bulk drugs vduing Rs503 lakh had outlived their shdf life and
were 0ld in July 1998 for Rs203 lakh with gpprovd of the BOD.

However, it isnot clear how the BOD could approve sale of expired drugs.

2C.9 West Bengal Financial Corporation

2C.9.1 Target and achievements

The annud BPRF' target for sanctions and disbursement of loans and
achievement theresgaing for the last five years ending 2000-2001 in
respect of SS units (including SRTOs) is given in the table b ow :

(Amount: Rupeesin crore)

WBiax Limited (Rs 26.99 lakh)
v Business Plan and Resource Forecast

Sanction Disbursement
Y ear Target Achievement | Percentage of Target Achievement | Percentage
(Rs) (Rs) achievement (Rs) Rs) of
totarget achievement
to target

1996-97 46.15 30.75 67 40.15 35.87 89
1997-98 77.05 64.53 84 76.55 42.61 56
1998-99 96.00 72.50 76 71.25 59.88 84
1999-2000 93.00 68.20 73 70.30 49.78 71
2000-2001 68.00 64.30 95 51.00 50.77 100
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From the table above, it could be seen tha sanction targets over the last
five years could not be achieved by the Corporation despite lowering the
target in 2000-2001. Further, disbursement targets could not be achieved
(except 2000-2001) over the same period even dfter reducing the target in
199899 and 1999-2000.

The Management stated (August 2001) that in recent years nationdised
banks had entered into term lending business at lesser interest rates and it
was fdt thet it was increesngly difficult to kegp good borrowers in ther
fold and dso to atract new borrowers as they were quite cost conscious.
Therefore it was prudent to keep the targets for sanction and disbursement
on a practicd achievéble levd. The Corporation can not, however,
abolve itsdf of its responghility by lowering the targets for sanction and
dishursement of loansto SS units.

2C.9.2 Schemesfor assistance

The Corporaion provides finanda assstance to the SS  units under
10 schemes. The monetary ceilings for the schemes are Composite loan-
Rs050 l&kh, Snge Window- Rs050 lakh, NEF term loan & working
capitak Rs3250 lakh and NEF oft loan Rs1000 lakh, Women
Entrepreneur- Rs 1000 lakh, Ex-sarvicemen Scheme- Rs1500 lakh, ERS-
Rs240 croree ECFS- Rs240 coe TUFS Rs240 crore and TDMF-
Rs80.00 lakh. While asssance under ERS, ECFS, TUFS and TDMF ae
extended to the exiging units, Single window assgance is extended to
both new and exiging units

It was seen in audit thet the Corporation had not sanctioned any loans
under SEMFEX (1996-2001) and WES (1998-2000). In eddition, the
Corporation did not mantan scheme-wise detals in respect of sanctions
agang ERS, ECFS, TDMF and TUFS. Consequently, the performance of
the Corporation under these four schemes could not be evaduaed in audit.
In reply, the Management dated (August 2001) that unsatisfactory
recoveries under SEMFEX and absence of gpplications under WES
resllted in non-sanction. The Management was, however, slent about
non-mantenance of separate detalls under ERS, ECFS, TDMF and TUFS.
Moreover, the Corporation had not fixed targets for assdance under
individuad schemes except for NEF scheme, thereby redtricting the scope
of monitoring the sanction and disbursement of loans under different
Schemes.

2C.9.3 Undisbursed sanctions

The table bdow indicates loans sanctioned and undisbursed sanctions
(cumulative) for the years 1996-97 to 2000-2001 :

' Composite loan (CL), Single Window Scheme (SWS), National Equity Fund (NEF), Women Entrepreneurs
Scheme (WES), Scheme for Ex-servicemen (SEMFEX), Small Road Transport Operators (SRTO), Equipment
Refinance Scheme (ERS), Extended Credit Facility Scheme (ECFS), Technology Development &
Modernisation Fund Scheme (TDMF), and Technological Upgradation Fund Scheme (TUFS)
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Sl. 1996-97 | 1997-98 | 199899 1999 2000-
No. 2000 2001

(Rupees in crore)

i) Loan sanctioned during the 30.75 64.53 72.50 68.20 64.30
year (net)

ii) | Grossundishbursed sanction 26.92 50.42 62.06 82.06 92.94
(Cumulative)

It would be observed from the table that there was a three — fold increase
in cumulative undisbursed sanctions between March 1997 and March
2001. Scrutiny in audit reveded that the compadive pogtion of
undisursed  sanction (Sx months and aoove) petaning to  Siliguri,
Durgapur and Kolkata branches a the end of 199697 and 2000-2001 wes
Rs275 crore (37 units) and Rs4.94 crore (44 units) respectivdly. The
undisbursed sanctions rose due to non-submisson of legd papears in
respect of land, buildings, dteration of building plans and lack of interest
by the paties. Further, as of 31 March 2001, the undisbursed sanctions
(totd and partid) lying for more than Sx months which were not cancdled
by the Corporation amounted to Rs4.96 crore (41 units) sanctioned during
April 1998 to August 2000. At Siliguri, Kolkata and Durggpur branches
totdly undisbursed sanctions beyond sx months as on 31March 2001
anounted to Rs9310 lakh (four units), Rs 3323 lakh (Sx units) and
Rs 1.38 crore (five units) respectively.

While evduaing the peformance of the Corporation, IDBI" observed
(Quly 2000) that increese in undisbursed sanctions arose primarily to dday
in execution of legd documents, permission for converson for land usage,
norrcompliance with the terms and conditions of the sanction and failure
to bring in promoter’ s contribution in time.

2C.9.4 Analysisof assistance

During 199697 to 2000-2001, the Corporaion extended assigance to SS
units under various schemes for the purpose of setting up new projects,
expanson, rehabilitation, modernisation, technologicd upgradetion,
pollution control and quantity control, as tabulated below —

(Amount: Rupessin crore)

Year New projects Exp./ Rehab/ Moder nisation etc.
Sanctioned Disbursed Sanctioned Disbursed
No. Amount No. Amount No. Amount No. Amount

1996-97 212 20.86 335 2794 147 9.89 155 793
1997-98 336 31.76 578 3244 243 32.76 321 11.32
1998-99 318 44.90 792 37.90 206 27.60 308 21.98
1999-2000 271 42.58 225 32.35 206 25.62 156 17.43
2000-2001 406 18.58 122 20.12 234 45.72 166 30.64

Tndustrial Development Bank of India
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It would be gpparent from the table above tha over the period 199697 to
20002001, the average sanction in respect of new projects fdl from
Rs984 lakh to Rs458 la&kh (53per cent) while average sanction for

z(sda;i?gﬂon expandon/. modernisation in the same period rose by from Rs6.73 lakh to
instead of new Rs1954 lakh (190 per cenf). Smilaly, growth in average disbursements
projects for new projects and expanson/. modernisation in the same period rose by

9B ad 260 per cent respectivdy i.e Rs834 lakh to Rs1649 lakh and
Rs512 lakh to Rs1846 le&kh. Further, in two of the five years from
199697 to 2000-2001, Sx* branches had sanctioned assisance to
Al exiging units for modenisation/ rehabilitation agangt 224 new  units.
This indicated a shift in emphads on expandon/ modernisationy  rehabilitation
of the SS units ingead of giving impetus to the growth of new SS units
by the Corporation thereby retarding the growth of new SS units.

The Government/ Corporation attributed (July 2001) this preference to
absence of goplications for new projects due to reductance of fird
generation  entrepreneurs. However, detals of gpplicaions for new
projects were not furnished to Audit, though called for.

2C.9.5 Sanctionsto indudtrially backward districts

Up to Mach 1999, five and dght didricts fdl under caegories of
indudtridly  backward and  ‘indudgtridly  leest  developed  didricts
repectivdly. From April 1999, the State Government had reclassfied the
18digtricts of West Bengd into eight* districts which were indugtrialy
devdoped and 10F didricts that were indudtridly backward by upgrading
three didricts from backward to developed. It would be seen from the
table bdow that the pecentage of sanctions and disbursements to
indudridly backward didricts ranged from 19 to 32 per cent reflecting a
gregter focus in the dready developed didricts than that of the indudridly
backward aress of the State indicating lop-sded prioritisation.

Greater focuson
developed digtricts
than that of
backward digricts

(Rupessin crore)

1996-97 1997-98 1998-99 1999-2000 2000-2001
Category S D S D S D S D S D
Developed 2285 | 26.22 51.61 32.81 | 57.01 48.78| 50.75 37.27 | 43.54 | 39.79
Backward 7.90 9.65 12.92 10.95| 15.49 11.10| 17.45 12,52 | 20.67 | 10.98
Percentage of 26 27 20 25 21 19 26 25 32 22
assistanceto
backward
districts

(S: Sanction, D: Disbursement)

The Government/ Management, however, saed (July 2001) that the
Corporation disbursed more to the hitherto backward didricts which were
converted to developed didricts as per cdasdfication of State Government
effective from March 2000. The reply is not tenable as the disbursement to

A Bankura, Berhampore, Calcutta, Durgapur, Midngpore and Mada

¥ Calcutta, Howrah, Hooghly, North & South 24 — Parganas, Burdwan, Nadia and Midnapore

9 Murshidabad, Birbhum, Purulia, Bankura, Malda, Coochbehar, North & South Dingjpur, Jalpaiguri and
Darjeding
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backward districts even before the redassfication done in April 1999 was
mesgre.

2C.10 Recovery of loans

Recovery of loans disoursed by the branches is monitored by the
respective branch offices and the Head office is responsble for watching
the overdl recovery pogdtion of the Caporation. Recovery camps ae
conducted from time to time in branch offices and Default Review
Committee (DRC) mestings are held in the Head office for andysng the
reasons for default and granting re-schedulement of repayment of loan and
interet and one time settlement (OTS) as a measure of rdief to prevent
further defaullt. During lagt five years ending 20002001, 54DRC
meetings were held to review the default of the loan cases and for

expediting recovery.
2C.10.1 Recovery and demand

Soruting in audit reveded that out of 169cases of defaulting SIS  units
refered to DRC between August 1999 to December 2000, in 4lcases
(4per cent) the entire outdanding amount of Rs17.77 crore was in
default.  Further, a Sliguri Branch againg outdanding of Rs50.90 lakh,
stlement was made for Rs2928 lakh in 1996-97 (30cases) whereas
agangd an outdanding of Rs1.71 crore in 2000-2001 (15ceses), Rs6541
lakh was stled. Smilaly, in Kolkaa Branch an outdanding of Rs258
crore was sHtled for Rs1.43 crore in 19989 (54 cases) wheress against
an outdanding of Rs4022 l&kh in 2000-2001 (37cases) only Rs13.82
lakh was sdtled. At Head Office againgt an outstanding of Rs10.92 crore
settlement was made for Rs 363 crore only in 2000-2001 (37 cases). As a
result, a these three branches, the Corporation sacrificed Rs12.24 crore
during the period under review.

A review of 146 out of 1415 defaulting loanee accounts reveded the range
of default asfollows:

Sl. No. Range of default No. of loanees Amount
(Rupessin

crore)

| Rs10lakhto Rs 25 lakh 38 6.72

I Rs 25 lakh and aboveto Rs 50 lakh 39 13.97

Il Rs50 lakh and aboveto Rs 100 lekh 31 22.10
v Rs 101 lakh and above 38 72.53
146 115.32

Out of totd 146 defalting units 48 units (Annexure-17) had tota
outdanding dues aggregeting Rs5840 crore (Mach 2001).  Further

scrutiny reveded that out of totd outdanding dues (Rs5840 crore), 79 per
cent (Rs46.27 crore) was recoverable from 24 units whose individud dues

were in the range of rupees one crore and above. Nonethdess, the
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Corporation did not teke over the assets of these habitud defaulters under
Section 29 of the State Financid Corporation Act, 1951. On the contrary,
the Corporation continued to dishurse loans repeatedly up to four times
ogtenghly for their revivad/ rehabilitation, but to no avall.

Further, the Corpordion did not even atempt to identify the dck SS units
during the last five years and on requests from the defaulting units, the
Corporation redructured or rescheduled loans including interest  of
Rs34.08 crore in 199697, Rs 1899 crore in 1997-98, Rs9.12 crore in
199899, Rs745 core in 1999-2000 and Rs19.53 crore in 2000-2001.
Moreover, the Corpordion mantaned no database regarding number of
units thus rehabilitated.

This indicaed that the Corporation had extended undue favour to the
sected defaulting units.  The Government/ Management conceded (July
2001) thet the efforts for rehabilitation of these units were not fruitful.

2C.10.2 Non-Performing Assets — Classification

The Corpordion's aggregate loans were classfied into three categories of
Non-Performing Assets (NPAS) viz. sub-standard assets , doubtful assets
and loss assts according to Reserve Bank of India guiddines.  Further, the
outdending NPAs shot up from Rs15001 crore in Mach 1996 to
Rs 179.77 crorein March 2001.

Moreover, the principd outganding as on March 2001 agang 5367 SS
units in doubtful asset category was Rs 91.34 crore of which principd in
default was Rs67.12 crore.  Similaly, under the loss asset category there
were 4057 SS units with outstanding principd of Rs15.25 crore of which
Rs9.91 crore was in default, thereby blocking of a subgtantid amount in
NPAs which hampered the development of other projects.

Conclusion

WBSIDC failed to attract successful entrepreneurs by creating
appropriate physcal infragructure and thereby facilitating the
growth of SS sector as wel as employment therein. Inability to
recover dues hampered the fund flow of WBSIDC and thereby
frusrated the objectives of marketing products manufactured by SSI
units. WBFC also did not make any noticeable headway in its
objectives of promoting SSI units owing to poor recovery management
which had adversdy affected the internal generation of funds for
assisting SSI units. WBSIDC should stop activities relating to the
procurement and distribution of raw materials and focus on operation
of industrial/ commercial estatess. WBFC should give more priority in
assging units in backward areas to promote balanced indugrial
development in the State.

" Sub-standard assets — Instalments of principel are over due for periods exceeding one year but not excesding
two years, Doubtful assets — Instadments of principa are overdue for more than two years; Loss assets — Loans
which are not collectible
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Efforts should be directed to encourage the SSI units to shift to
industrial estates and also to make proper marketing arrangement of
SSI manufactured products. Recovery performance from defaulting
units should be improved to plough back funds for providing
assistance to SSl units.
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