| Chapter lll

3. Transaction audit observations relating to Governmat companies

Important audit findings emerging from test chedktransactions of the State
Government companies are included in this Chapter.

Haryana Power Generation Corporation Limited and Uttar Haryana Bijli
Vitran Nigam Limited

3.1 Non recovery of statutory levies

Two PSUs did not recover workers’ welfare cess amoting to
% 69.23 lakhfrom the contractors during October 2007 to October2010.

The Government of India notified “The Building a@her Construction Workers’
Welfare Cess Act, 1996” (Act) with a view to auginthe resources for the Building
and Other Construction Workers welfare. As perAle cess is to be levied and
collected at one to twper cent of cost of construction from the contractor. Ferth
delay in remitting the cess payments to cess atisocould attract penal interest at
the rate of twger cent per month or part thereof as per Section 8 ofttebid. As
per provisions of the “Building and Other ConstiociWVorkers’ Welfare Cess Rules
1998” (Cess Rules 1998) framed by Central Goverhméa cost of construction
includes all expenditure incurred by an employecannection with the building or
other construction work excluding cost of land @my compensation paid/payable
under Workmen’s Compensation Act 1923 (Rule 3). oidingly, the State
Government directed (August 2007) all its Departtseand Public Sector
Undertakings (P SUs) carrying out construction @&&/to deduct onper cent of the
cost of construction works from the bills of thenttactor payable for such works and
remit the same to cess authorities. The construgtiarks include the construction,
alteration, repairs, maintenance or demolitionatation, inter-alia, to generation,
transmission and distribution of power. In viewtloé above, PSUs were required to
deduct labour welfare cess at the rate ofpEneent of cost of contracts entered into
for execution of various civil works and remit thmount of cess so deducted to the
cess authorities.

We observed (October/November 2010) that Paniparnidd Power Station-I|
(PTPSH), Panipat of Haryana Power Generation Qatjpm Limited (HPGCL)
executed various civil works under nine work ordeaiiingZ 33.36 crore during
October 2007 to October 2010 on which it did nobxer Workers’ Welfare Cess of

*

Work Order (W.0) No.12& 7.51 crore, W.0O.N0.203-61.50 lakh, W.O.No.228-24.82
lakh, W.O.N0.22K 13.17 lakh, W.0.No.242- 18.62 crore, W.0.No0.243-16.22 lakh,
W.0.No0.256% 23.90 lakh, W.0.N0.26%-5.53 crore and W.0.N0.33%-29.90 lakh.
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¥ 33.36 lakhat the prescribed rate of oper cent of the total expenditure from the
contractors. However, other TPS were recoverings cesm the contractors.
Similarly, four construction divisions (YamunanagAmbala, Sonepat and Jind) of
Uttar Haryana Bijli Vitran Nigam Limited (UHBVNL)ncurred expenditure of

¥ 38.80 cror® during October 2007 to August 2010 on turnkeyt@necontracts but
did not recover Workers’ Welfare CessXd5.87 lakh at the prescribed rate. Thus,
there was short recovery 369.23 lakh from the contractors. This would aloaat
penal interest for delay in remitting the cess paryisito cess authorities at the rate of
two per cent per month or part thereof as per Section 8 oAttiebid.

The HPGCL stated (March 2011) that the provisiohshe said Act, were not
applicable to the PTPS-I since it was covered uritier provisions of the
Factories Act, 1948. The reply is not based onsfas the civil construction
works were executed by the contractors througHatbeur employed by them. As
such, the provisions of the Factories Act, 1948ewrot applicable and the
Company was required tdeduct the cess from the contractors. However,
UHBVNL in its reply stated that it had started detlug cess fromthe
contractors.

The matter was referred to the Government and thepanies in March/April
2011; replies of the Government and UHBVNL had lmen received (September
2011).

Haryana Power Generation Corporation Limited \

3.2 Excess payment of water charges

The Company made excess payment of water charges®27.57 lakh at a
higher rate from August to October 2007.

The Public Works Department (Irrigation Branch), v8mment of Haryana
notified (July 2007) draft rules for revision of tea rates and also invited
objections/suggestions in this regard from the jpubithin a period of 15 days.
The draft rulesinter-alia, included the increase in rates for water supplipuik

for Power Plants fror&i 100 toX 250 per 2,500 cubic feet. The revised rates were
finally notified on 25 October 2007 and circulatgdthe Irrigation Department in
November 2007 for its implementation. The Compan®senbandhu Chhotu
Ram Thermal Power Project, Yamunanagar (DCRTPP) Randipat Thermal
Power Station (PTPS), Panipat receive water fonstréhl use from the Irrigation
Department, Haryana.

We observed (April 2010) that while PTPS made paynier water charges at
revised rates from the date of notification i.e. @étober 2007, payments by

@ Yamunanaga®-11.35 crore, Ambal&-4.38 crore, Sonepdit5.06 crore and Jird18.01 crore.
¥ 38.80 lakh less amount recovered. 93 lakh.
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DCRTPP were made at revised rateXa250 per 2,500 cubic feet for the water
used from August 2007 onwards on the basis of dwds notified in July 2007.
This resulted in excess paymenRdl7.57 lakh to Irrigation Department.

The Company, while admitting the contention of Audtated (July 2011) that it
had taken up the matter with Irrigation Departmemd its Sub-Divisional Officer
Water Services, Dadupur, Yamunanagar, inturn, hadgrg (May 2011) the
approval of the Executive Engineer, Water Servi@ession, Dadupur for refund
or adjustment of excess amount received from thengamy. However, the
amount has not been adjusted/refunded so far (8épte2011).

The matter was referred to the Government in Mal12€he reply had not been
received (September 2011).

Haryana Land Reclamation and Development Corporatia Limited

3.3 Loss dueto unreasonable fixation of sale price

The Company suffered loss ot 99.06 lakh during June 2010 to March 2011
due to adoption of unreasonable basis for calculatg sale price of gypsum.

The Company sells gypsum to the farmers througsaiks outlets for reclamation
of alkaline soil under various sponsored schemeS&miernment of India and
State Government. For the purpose, the Companyumscgypsum from
Rajasthan State Mines and Minerals Limited. ThaeS@overnment provides
subsidy at the rate of Gf#r cent and remaining 3per cent of the cost is borne by
the farmers. The sale rate of gypsum is fixed leyAlriculture Department of the
State Government on the basis of costiqgovided by the Company. The
Company has been revising sale price from timente to absorb the increase in
various components of cost. After 2006, sale pwes revised with effect from
21 May 2010 by the State Government frdm,800 per MT t&X 2,200 per MT
due to manifold increase in administrative and otleepenses during the
intervening period mainly on account of implemeiatatof 6" pay commission
recommendations.

We observed (September 2010) that the Company \whiteding costing to the
Government, worked out administrative and othereezps, on the basis of
procurement targets and proposed sale ra&e2¢#00 per MT. However, the costing
should have been made on the basis of actual sates administrative and other
expenses are recovered through sales only. By iadaptis practice the sale rate
should have beet 2,346.27 per MT instead &f 2,200 per MT. Accordingly, the

Y Components of cost includes cost of gypsum, pacKnagsportation, unloading, handling,

insurance, interest, dealers margin and ad mnigraind other expenses along with its own
profit margin.
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Company would have gat 64.39 lakh (65 per cent) more from the State
Government on account of subsidy &n@4.67 lakh (35per cent) more from the
farmers on 67,724 MT of gypsum sold during Juned2@1March 2011. Thus, the
Company suffered loss &99.06 lakh due to adoption of unreasonable basis for
finding per MT cost of the gypsum.

The Company stated (August 2011) that cost hadyslve@en calculated on the
basis of total procurement target. The reply is emtvincing as the Company
being a commercial entity has to recover the burdkeimcreased expenditure
from actual sales. So working of cost per MT on lthsis of procurement targets
was unreasonable. The Company should considergfithe administrative and
other expenses on the basis of actual sales préoeding year.

The matter was referred to the Government in M2f@hl; the repljrad not been
received (September 2011).

Haryana State Industrial and Infrastructure Development Corporation
Limited

3.4 Non recovery

Improper survey and assessment of collateral secties led to non recovery
of 4.17 crore.

The Company disbursed term loanoR.11 crore to M/s Sonu Textiles Limited,
Bhiwani (Unit) during March 2002 to March 2003 aftesrification of Collateral
Security (CS) of agriculture land measuring 6 Karied Marlas at Charkhi Dadri
with an assessed value f1.42 crore. While processing the case the promoter
got valued the property, from Government approveldiers ak 1.42 crore. The
location of the property was stated at front facMghindergarh highway and
being used for commercial purpose. However, atithe of acceptance of CS the
officers of the Company who were assigned the @skaluation/identification,
did not identify the property to be mortgaged aesuttantly assessed land other
than that actually mortgaged. However, the CS wlas got valued by the
Company aR 1.07 crore by North India Technical Consultancy arngation
Limited (NITCON) in March 2002. Due to persistemfalult, the Company took
over (December 2006) the Unit under Section 29 hé State Financial
Corporations Act, 1951.

We observed (July 2010) that the Company agairC§otevalued (January 2008)
from NITCON and it was revealed that area of tie and its location was not the
same that was accepted as CS. Due to this, thesalelel value of CS was
assessed by NITCON #&t60.35 lakh. Had the CS been at declared locatitim w
same area, the value of CS would have increasedaithaver a period of time

Calculated on 67,724 MT at the ratXaf46.27 T 609.47 X 463.20) per MT.
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and been sufficient to recover entire outstandimgount of ¥ 4.17 crore
(principal:X 2.11 crore and intereX:2.06 crore). Thus, due to faulty verification
of CS, recovery became doubtful.

The Company stated (July 2011) that an enquirydees initiated against the
erring officials. The final outcome is awaited (8apber 2011). However, the
fact remains that the Company could not rec@wrl7 crore.

The matter was referred to the Government in M2f@hl; the reply had not been
received (September 2011).

3.5 Lossdueto injudicious settlement of loan

The Company suffered loss ot 34.66 lakh in December 2008 on account of
injudicious settlement of loan account.

The Company disbursed a term loan30o®.53 crore to M/s Radha Nutrients
Limited, Bhiwani (Unit) for setting up a ‘frozenuits and vegetables’ unit at
Ambala between March 2002 and January 2004. Thé défaulted in making
payment since beginning and on being approacheth&yCompany, the Unit
deposited (March 2004) post dated cheques 066.50 lakh which were
dishonoured. The Company issued notices betweerb@cf004 to July 2008 for
taking possession of the Unit under Section 2%ef3tate Financial Corporations
(SFCs) Act, 1951. However, the Unit was not takeeroAt the end of October
2008 outstanding amount worked outtt@.55 crore (principat 2.20 crore and
interest oR 34.66 lakh).

The Unit requested (August 2008) for settlementlaz#n under ‘One Time
Settlement’ (OTS) scheme. The Company got the PRyin@nd Collateral

Securities (Security) mortgaged with the Compariyec (November 2008) from
NITCON atX 5.05 crore which worked out to 19#r cent of the recoverable
amount of¥ 2.55 crore. However, the Company settled (Decen20€8) the

account under OTS scheme at principal outstanding 220 crore on the plea
that Unit may be declared sick by Board for Indastrand Financial

Reconstruction (BIFR).

We observed (May 2010) that the value of Securiytgaged with the Company
was sufficient to recover the entire amount of d#faas such the Company
should have taken over the Unit and disposed &sfier Section 29 of SFCs Act,
1951during 2004-08. Thus, the action of the Compangettle the loan under
OTS aR 2.20 crore by foregoing interestdf34.66 lakh was injudicious.

The Company stated (May 2010) that in view of cwmus losses there was
possibility of the Company approaching BIFR in whease the recovery of dues
could have been withheld/delayed for a considerdioie. The reply is not
supported by facts since there were adequate ngartigaecurities available to
recover the outstanding dues, by selling the Uniase the same was taken over
under Section 29 of the SFCs Act, 1951.
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The matter was referred to the Government in M2f@hl; the reply had not been
received (September 2011).

Haryana Tourism Corporation Limited \

3.6 Congtruction in prohibited area

The Company incurred unfruitful expenditure of I 94.85 lakh on
construction of additional rooms at prohibited areaduring October 2009 to

December 2010.

Surajkund Masonry Tank, is declared protected mwnt of the National

Importance since October 1921 under Ancient MonurReeservation Act, 1904
by the then Punjab Government and subsequentlyr uniigent Monument and

Archaeological Sites and Remains Act, 1958 and $2d/859. In order to keep the
protected monuments free from unauthorised cortginycGovernment of India

issued (June 1992) notification whereunder the ae#o 100 meters from the
protected limit was declared as prohibited area mmdonstruction is allowed.
Further up to 200 meters being regulated area, evbenstruction was allowed
with the permission of Archaeological Survey of im@ASI). The Company is

operating a tourist complex at Surajkund in Farathhldistrict situated near
Surajkund Masonry Tank.

We observed (January 2011) that the Company alld#egust 2009) the work
of construction of additional rooms at Surajkundnm@ex within the prohibited

area around Surajkund. ASI issued (January 20106y stause notice to the
Company to stop illegal and unauthorised work. Hawe the Company
continued the work. Ultimately, ASI filed (Decemb2010) a petition in the
Punjab and Haryana High Court, which ordered tontaa gatus quo at the site.

The Company stopped the construction work (Decer2b&®) after incurring an
unfruitful expenditure oR 94.85 lakh. Thus, construction of additional rooims
prohibited area resulted in unfruitful expenditof& 94.85 lakh.

The Company stated (June 2011) that due to tempaiatus quo granted by the

Punjab and Haryana High Court, expenditure incurcadnot be termed as
unfruitful and it continued the construction workpecting that approval from
ASI would be received. The Government in their yegihted (November 2011)
that the State Government in the Tourism Departpidatyana is implementing
various schemes for beautification of area in thenity of the monument.

Accordingly, project of providing additional accoradation in the existing
complex at Surajkund was taken up.

The reply is not based on facts, as the area wihereonstruction activity had
been undertaken was a declared prohibited areshdfuthe Company should
have stopped the construction work in the prohibéesa when it received show
cause notice from ASI in January 2010, as it hahtspnlyX 6.30 lakh by that
time.
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Haryana Seeds Development Corporation Limited

3.7 Extraexpenditure

The Company incurred extra expenditure oR 44.52 lakh due to rejection of
valid offers and subsequent purchase at higher rageduring May 2010.

The Company requires jute bags in the first weeklay for packing of raw and
processed seed of various crops and accordingheeaids to place the order
preferably by 15 April so as to ensure availabidifycertified and packed seeds to
the farmers well in time. The Company invited opamders for purchase of seven
lakh jute bags. Out of five quotations receivedbfiary 2010), the lowest three
ranged betweeRk 2,565 toX 2,717 per 100 bags. The matter was put up
(March 2010) before the State High Power Purchasamittee (SHPPC) which
invited the three lowest firms for holding negabat. During negotiations, one
of the firms agreed to supply jute bags at the cft& 2,539 per 100 bags.
However, the SHPPC found the rate on very high agleompared to last year
supply rate of¥ 1,980 per 100 bags and decided to re-invite theletes.
Accordingly, the Company re-invited (March 2010 ttenders and the same
three firms quoted their rates ranging fr&,225 toX 3,232 per 100 bags. The
SHPPC approved (May 2010) placement of supply diatesupply of seven lakh
jute bags on these three firms at negotiated fa&&e3¢l 75 per 100 bags. Thus, the
Company purchased jute bags at a higher ra®@86 per 100 bags and incurred
extra expenditure & 44.52' lakh.

We observed (November 2010) that the Company didcaaduct any market
survey so as to assess the reasonability of rateged in the tenders before
putting the case to SHPPC. This led to rejectionnefjotiated rates and
re-tendering. Thus, failure of the Company to as$he reasonableness of rates
offered in February 2010 resulted in extra expemdibfX 44.52 lakh.

The Company stated (February 2011) that there waless since the entire cost
had been recovered through sale price as packagstgof seeds. The contention
of the Management is not in the best interest effirmers as they have been
overburdened.

The matter was referred to the Government in A2011; the reply had not been
received (September 2011).

o Calculated a¥ 6.36 per bag for 7,00,000 bags
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Haryana Roadways Engineering Corporation Limited

3.8 Injudiciousinvegment

Due to injudicious investment in October 2009, theCompany lost the
opportunity to earn additional interest of¥ 19.13 lakh.

For optimum management of surplus funds, State Govent issued (June 1997)
guidelines on investment of deposits/surplus fubgsState Public Enterprises
(SPE). Investment was to be made only in debt gexsiproviding highest safety
by adopting transparent procedure. The State Goemh specified permissible
institutions in which investment could be made \hinter-alia, included all
nationalised banks besides Regional Rural Banksgddm Gramin Bank (GGB)
was also approved by State Government for makiagsiment of surplus funds.
Further, half yearly status of investment portfdbyp each Department and SPE
was to be submitted to State Government in April @ctober each year.

The Company had surplus funds (October 2009¥ @8 crore. The Company
invited quotations (October 2009) from various bar@& making investment.

Amongst the four banks that responded to quotati@@GB quoted the highest
rate of interest of 8.2Ber cent per annum on term deposit for period of one to
two years. The Company invest&dl5 crore in 16 Fixed Deposits (FDs) with
Allahabad Bank at the rate of per cent per annum for the period ranging

between 365 to 380 days ignoring the offer of GGHE @mvested the balance
funds with IDBI bank in short term FDs.

We observed (May 2011) that had the Company ind&st5 crore in FDs with
GGB during October 2009 to October 2010, it couddseh earned additional
interest of¥ 19.13 lakh. Thus, due to injudicious investmentfahds, the
Company could not earn additional interest df9.13 lakh. Further, the Company
had not complied with the directions of State Gowegnt with respect to
submission of investment portfolio.

The Management stated (July 2011) that the fund® wet placed with GGB

keeping in view the security and safety aspect ofeéBhment funds. The reply is
not convincing as the State Government had alreapgroved GGB for

investment of surplus funds and the Company had aldbsequently invested
(April 2010)X eight crore in FDs with GGB.

The matter was referred to the Government in Au@odtl; the reply had not
been received (September 2011).
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Haryana Forest Development Corporation Limited

3.9 Mismanagement of surplusfunds

The Company could not earn additional interest oR 13.54 lakh during April
2009 to November 2010 due to imprudent financial magement.

The Company decided (October 2005) in the meetihdRegional Managers
(RMs) that all revenue would be deposited in thekiaccount of the Company at
its Head Office (HO). The field offices would reeeifunds from HO as required
by them from time to time. During April 2009 to Newber 2010, balances lying
in current accounts of the six RM officemnged betweet 1.33 crore an& 2.24
crore.

We observed (December 2010) that neither the HGtored the implementation
of decision taken in October 2005 nor RM officeensferred funds to HO. Had
the balances lying in the current accounts in $ikdifices been transferred to the
HO and invested in fixed deposit, the Company cddge earned interest of
X 13.54 lakh calculated at the rate of interest.@b@er cent per annum during
April 2009 to November 2010 on the funds%af.30 crore

The Company accepted (September 2011) the conteottidudit and stated that
it had invested 11.29 crore in FDs during January to July 201 usThmprudent
financial management led to loss of interest @f3.54 lakh.

The matter was referred to the Government in Au@odtl; the reply had not
been received (September 2011).

General ‘

3.10 Follow up action on Audit Reports \

Replies outstanding

3.10.1The Report of the Comptroller and Auditor Geneffdinolia represents the
culmination of the process of scrutiny startinghwinitial inspection of accounts
and records maintained in various offices and degsnts of the Government. It
is, therefore, necessary that they elicit approg@raand timely response from the
executive. Finance Department, Government of Hary&sued (July 1996)
instructions to all Administrative Departments toubsit replies to

paragraphs/reviews included in the Audit Reporthiwia period of three months
of their presentation to the Legislature, in thesgribed format without waiting

]
]

Ambala, Gurgaon, Hisar, Jind, Kurukshetra Rotitak.
Worked out after providing margin &f2.50 lakh for urgent financial needs as statethby
Management inits reply dated 8 June 2011.
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for any questionnaires.

Though the Audit Reports for the years 2007-08,8209 and 2009-10 were
presented to the State Legislature in February ,20@%ch 2010 and March 2011
respectively, all six departments, which were come@ upon, did not submit
replies to 34 out of 66 paragraphs/reviews, asB®&ptember 2014s indicated
below:

Year of the Audit Number of reviews/paragraphs Number of reviews/paragraphs for which
Report appeared in the Audit Report replies were not received
(Commercial) Reviews Paragraphs Reviews Paragraphs
200%-08 4 22 1 2

200¢-09 3 21 3 13

200¢-10 2 14 2 13

Total 9 57 6 28

Department-wise analysis is given Amnexure 15. The Power department was
the major defaulter with regard to submission @fies. The Government did not
respond to even reviews highlighting important éssuike system failures,
mismanagement and deficiencies in execution obuarschemes.

Outgtanding action taken notes on Reports of Committee on Public
Undertakings (COPU)

3.10.2Replies to 16 paragraphs pertaining to five Repoftthe COPU presented
to the State Legislature between March 2007 andcM&011 had not been
received (September 2011) as indicated below:

Year of the COPU Total number of No. of paras in No. of paragraphs where replie:
Report Reports involved COPU Report not received

200£-06 1 21 1

200¢-07 1 47 3

200¢-09 1 14 3

200¢-10 1 06 2

201C¢-11 1 10 7

Total 5 98 16

These reports of COPU contained recommendation®spect of paragraphs
pertaining to fouf departments, which appeared in the Reports of the
Comptroller and Auditor General of India for theays 1999-2000 to 2006-07.

Response to Inspection Reports Draft Paragraphs and Performance Audits

3.10.3 Our observations noticed during audit and notlesgton the spot are
communicated to the respective heads of the PStdiscancerned departments
of the State Government through Inspection Rep®Rs). The heads of PSUs
are required to furnish replies to the IRs througspective heads of
departments within a period of six weeks. Review IBS issued up to
March 2011 revealed that 879 paragraphs relating7# IRs pertaining to 21
PSUs remained outstanding as on 30 September Z@Edartment-wise break
up of IRs and audit observations outstanding a8®®eptember 2011 is given

@ Power (eight), Industries (four), PWD (B&R) (twa)deAgriculture (two)
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in Annexure 16.

Similarly, draft paragraphs and reports on perforceaaudit on the working of

PSUs are forwarded to the Secretary of the Adnmatise Department concerned
demi-officially seeking confirmation of facts andydres and their comments
thereon within a period of six weeks. However, Iafdparagraphs and two

performance audit reports forwarded to various depants during March 2011

to August 2011 as detailed Mnnexure 17 had not been replied to so far (30
September 2011).

It is recommended that the Government may ensate (#) procedure exists for
action against the officials who fail to send replito Inspection Reports/draft
paragraphs/reviews and ATNs to the recommendat@n€OPU as per the
prescribed time schedule; (b) action to recover s/@gstanding

advances/overpayments is taken within the prestnisziod; and (c) the system
of responding to audit observations is revamped.

/

Chandigarh (Onkar Nath)
Dated: Principal Accountant General (Audit),
' Haryana
Countersigned
‘/N/ngv
New Delhi (Vinod Rai)
Dated: Comptroller and Auditor General of India
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