CHAPTER XX

AUDIT PARAS

AUDIT _PARA No0.3.1.1 ON AVOIDABLE LOSS OF RS. 449 CRORE DUE TO DESPATCH TO NON-WEIGHED

COAL TO SAIL- BHARAT COKING COAL LIMITED(BCCL)

Obsarvation of audit

Reply/ATN of Department of Coal/ BCCL

Vetting remarks of Audit

Audit Para No.3.1.1-Audit Report
No.3 of 2004, Union Gout.
(Commercial).

The company suffered an  avoidable
loss of Rs. 4.49 crores due to supply of
un-weighed cod to a sed plant of Sted
Authority  of India Limited through
Burragarh Ralway dding during the
period 1997-2000. The coa could not
be weighed on account of in-operation
of dectronic weghbridge a loading

point.

Bharat Coking Cod (BCCL) suffered
an avoidable loss of Rs. 4.49 crore
due to un-weighed cod supplied from

The reply/ATN of Ministry of Coal/BCCL is
given below: -

The reevant clause agreed to between SAIL
and BCCL regarding weighment of cod ae
reproduced below:

“We ghment:

Director, SAIL and CMD, BCCL confirm that
they had come to a mutud understanding with
regard to the Weighment  producers and
sysdgems which  would be followed by both
paties. This was decided in a joint mesting
convened by CIL a Cacutta on 20
May,1996(copy enclosed), when it was agreed
that 100% Weighment of cod a dl loading
points will be done by CIL. If any rake is not
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Kustore Area to the Durgapur Sted
Pant of Sted Authority of India
Limited (SAIL) through Burragarh
Ralway gding during the period of
August,1999 to February,2000. The
cod was despatched un-weighed as
the dectronic weighbridge was not in
operation during tha period and the
Management could not involve the
SAIL in the sygem of Joint Volumetric
measurement  till  the electronic
weighbridge was put in operation.

SAIL didlowed the payment for
shortage of 23291.20 MT and made the
deduction to the extent of Rs. 4.49
crore (Vaue of cod fund short on
Weighment a dedination).  During this
period the quantity of cod for hilling
purpose was determined as per carrying
capacity of the wagons plus 2 MT and
from March,2000 onwards no cod was
despaiched through Burragarh gding.
The weighbridge is dill defective
(July,2003) and its performance is to be
stablised.

weighed a loading point, payment would be
made on dedingion weghment bass with
necessary adjustment for moisture.”

(A copy of the minutes of the meeting hed on
23.10.1996 is enclosed)

“Weighment of Coal:

It wasdecided that:-

a Weghment will be carried out a the loading
point.

b) If the Weighbridges are under break-down at
the loading point, Weighment a the destination
with  printout will be accepted and on the
degtination weight 3% will be added alc. loss
en-route to arive a the find weight  figures for
payment

c) If the weghbridges are under bresk-down at
the both the ends, then R/R weight will be taken
asfind weight for the purpose of payment.

2. The stlement on account of non-weighment
of wagon a the loading end has been done
drictly accordingly to the agreed principles  of
weighment. In the absence of functioning of
weighbridge a the loading end and the R/R
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Management while accepting the facts
sated  (February,2003) that the
despatches were made to fulfil the
requirement of SAIL for thear
uninterrupted  production cycle.  The
contention of the Management is not
acceptable since they being aware that
unweighed cod was being supplied to
SAIL, neither stopped the despatch  of
cod through Burragarh dding till,
February,2000 nor made avalable a
weighbridge to measure the cod prior
to despach. Further, no cdam for
dortages was lodged with  the
Ralways, because the cod was not
weighed before  loading in wagons,
Resultantly, the company suffered  an
avoidable lossof Rs. 4.49 crores.

The amount of Rs. 4.49 crores has also
been written off in the respective year
of accounts of the company.

The matter was referred  to the
Minigry  in May,2003, ther reply was
awaited (August,2003).

hed to contain weight, Ralways had indicate the
Carrying Capacity + 2 tonnes as loaded quantity
of cod. Bills are to be raised drictly as per the
information contained in the R/Rs. In the absence
of weighment a the loading end, payment as
per Weighment a the unloading end had to be
consdered as acceptable. The difference has
been accepted and adjusted by BCCL.

3. Carying Capecity+2 Tonnes being the
notional figure, it cannot be conddered that
difference between nationd qty. and actud qty.
aslossto the BCCL.

In view of the above, Audit is kindly requested
to drop the para.
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Action Taken Notes of Audit Report (Comml.) No. 3 of 2004

Additional expenditure of Rs.1.87 crore on
rerailment of the derailed wagons.

Bharat Coking Coal Limited had to incur
an additional expenditure of Rs.1.87 crore
for rerailments during the period 1998 to
2002 due to improper maintenance of
railway tracks at private ddings of
washeries, non-enforcement of contractual
provisons against the  contractors
responsble and non supply of pathway
materialsin time by the Company.

Bharat Coking Cod Limited(BCCL) sustained
a loss of Rs.1.87 crore during the period 1998
to 2002 due to improper mantenance of
Rallway tracks and non-enforcement of
contractud  clause agang the  privae
contractors, who were responsible for proper
maintenance of rallway tracks & private sdings
of washeries.

incidents of deralment took place and
in every case Washey authorities
were made responsble for  the
derallment. In fact, in many cases
even though the deralments were
caused due to fault on Ralway’'s sde
like defective rolling <tock, brake
problem, defective operation like
wrong point changing made by
Ralway daff, jamming of track with
spilled cod due to damaged boxes or

it defective doors etc, but the
responghility of dealments were
gengrdly  thrus  upon  Washery

authorities. For quick restoration of
track to resume normal operation s as
to avoid production loss, Washery
authorities have practicadly no option
but to accept the respongbility thrust
on them by the Railways.

Audit Audit observation Action Taken Report by | Vetting remarks of Audit.
Para CompaniesMOC

No.

3.1.2 Bharat Coking Coal Limited During 1998-99 to 2001-02, 185| The fact finding committee

condituted in July 2003 to
look into each incident of
deralment has not yet
submitted its report.
However the incidences of
deralment were  noticed
further. There were 47 cases
of deralment during the year
2002-03 and 2003-04 and out
of which Ralway damed
Rs39.43 lakh for reraillment
charges in respect of 39
caxes. hills in respect of
remaining 8 cases were not
received by the Washeries.
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The contracts inter dia dipulated that if any
accident of wagon, raolling sock, deralment,
blocking of movement etc. occurred due to poor
maintenance of the tracks, the contractor would
be held responsible and pendty would be levied
as per terms and conditions of the contracts of
the contract to be decided by the Management.

A scrutiny of 100 cases out of 185 incidents of
derailment (barring 15 cases where proper
replacement of the pathway materias could not
be made in time by the Company) reveded that
the deralment was caused due to the fault of
the contractors, on account of various reasons
like jamming of rallway tracts by soil, cod dud,
boulders, improper cosng of the door of
wagon and water logging etc. As result of this
BCCL had to incur expenditure of Rs.1.87
crore by way of charges pad to Ralways for
rerailment of the derailed wagons, apart from
the contractua payments of Rs.1.27 crore made
to the contractors during the sad period.
Surprisngly, in no case was the contractor held
responsible.

In every cese of dealment, a Committee

It may be noted that three magor
ddings a Bhojudih, Patherdih and
Dugda were constructed about 40
years back in the sixties and most of
the other ddings were congtructed
more than 20 years back, and need
huge invesment for ther proper
upkeep and renewd. Due to acute
financda crunch it has not been
possble to adequately provide for
replacement of damaged/worn out
tracks, points, crossngs, PW materias
and bdlast etc. which are essentidly
required for proper maintenance and
upkeep of the Ralway tracks for
trouble free operation. As such in case
of dealment due to shortage of
sparesffittings, bdlast ec. it is not
possble to impose pendty on the
maintenance contrector as it is the
responsbility of BCCL to supply the
same. In case of Moonidih-Mohuda
assiged dding, the track maintenance
is being done by the Ralways for
which they have submitted an edtimeate
of Rs48.62 lakhs (BCCL's share) in
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conssing of Ralways representatives and
Washery representatives examined the matter
wherein the Company was held responsible for
improper maintenance of track at washeries.

While accepting the fact, the Management inter
alia, stated (July 2003) that they had appointed
a Fact Finding Committee to look into each
incident of deralment and after getting the
report of the Committee the needful would be
done.

Thus, by not enforcing the contractuad clause
agang the privae contractors, the company
had to incur additiona expenditure of Rs1.87
crore towards rerailment charge.

The matter was referred to the Ministry in June
2003, their reply was awaited (August 2003)

1999. However, due to paucity of fund
only pat payment of Rs22.71 lakhs
has so far been made in two phases, as
a result Ralways have not taken up
full job as required and hence
whenever deralments occur in this
segment,  responghility for the same
is genedly fixed on BCCL. At
Moonidih Washery some deralment
also occurred due to absence of buffer
which was not condructed initidly. A
new buffer has now been constructed
which will  diminage deralment at
buffer end.

However, despite resource congraint
every effort is beng made to provide
for materids for mantenance of the
Washery ddings as fa as possble.
Also, ingructions have been issued to
the concerned officids to have proper
joint dudy in case every deralment
and incase of maintenance
contractor's  fault, responghility  will
be fixed on them and necessary
deductions from ther bills in terms of
the provisons in the contract
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agreement/work order will  invarigbly
be made.

A committee was condituted by the
then CMD vide reference No.
CMD/ES/F-1(A)/03/1063 dated 5/8"
July 2003 to examine the incidents of
deralment that took place during the
above period.

Also, the committee is to examine the
aspect as to who was responsible for
such dealment and why pendty as
per the contract was not imposed on
the contractor and responshbility to be
fixed for such lgpses. Committee's
report is still awaited.
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Action Taken Notes of Audit Report (Comml.) No. 3 of 2004

diesel generating sets.

Two-DG sets were commissioned in 1999 to
meet exigencies on account of anticipated
higher demand of power supply due to
forthcoming projects in Hazariabagh area.
The DG sets have not been in operation
since October 2000, resulting in wasteful
expenditure of Rs.7.66 crore.

M/s Gaden Reach Shipbuilders & Engineers
Limited (GRSEL) commissoned 2 DG ses
(B3MW) in March 1999 againgt the contract value
of Rs.8.83 crore awarded in July 1990. These
sts were required as an dternate source of
power supply during switching over of supply
from Bihar State Electricity Board (BSEB) to
Damodar Vadley Corporation (DVC) and to
meet shortages of power that the Centrd
Codfields Limited (Company) presumed in

agency to CCL) during 80" for
which dternative arangement has
to be ensured The poor
availability of power from BSEB
can be evident from the following
figure

Year No. of trippings
Duration

1. 1986-90 - 5-6
hours per day

2.1991-92 1289 923
hours

CCL faced prolonged issue of
ungtable, erratic, unreliable power
supply from BSEB resuting in
loss of production, inundation of
mines and safety of personnd. As

Audit | Audit observation Action Taken  Report by | Vetting remarks of Audit.
Para CompaniesMOC
No.
Central Coalfields Limited. There was acute shortage of | The power supply Studion in
321 | Wasteful expenditure of Rs.7.66 crore on| power from BSEB(the supply | Hazaribag Area was improved

after switching over from BSEB
to DVC in 1992-93. But the DG
sets were commissoned in March
1999 which could not be diverted
or ganfully utilized in other
projects. The Ministry has aso
accepted that in spite of dl the
efforts made the generators could
not be put to use even as on date.
No further commentsto offer.
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Hazariadbagh area as wel as meet anticipated
higher demand of power that may arise due to
coming up of Parez Cod Washery and Cod
Handling Plant (CHP) in that area and for safety
needs.

Switching over of power supply from BSEB to
DVC was completed in January 1992 without
DG sats and since then, DVC had been mesting
contractud demand of power as and when
required by the Company.

The DG sets scheduled for commissoning by
October 1991 were taken over by the Company
only in March 1999. The dday in ingdling DG
sets as stated by the Management (March 2002)
was due to ddlay in congtruction of powerhouse
building that was done departmentaly as wdl as
due to law and order dtuation. The contractor
was paid Rs.7.66 crore(April 2003). The DG
sets were operated for only 90 hours during the
years 1998-99 to September 2000. The DG sets
could not be used since October 2000 as a result
of breakdown (April 2003).

Further the proposal for consruction of Parez
washey and CHP ;in that area were dropped in

such, CCL was forced to find out
dternative source of dtable power
supply by following activities:

Shifting to DVC power supply
system from BSSEB

Ingalation of  fluidized bed
therma power Plant

Ingtdlation of DG Generator Set

Shifting of DVC was not fessble
snce BSEB was not agreeing to
take direct power from DVC in
BSEB command area.

Ingdlation of Thermd based
Power Pant requires large
invesment and have long
gestation period.

The chespest mode of power
supply to cope up the shortage a
the earlie possble time was to
ingal DG Set. Accordingly, CCL
ordered during O's for
ingdlation of 2x3MW DG Set a
Hazaribagh area.
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the Revised Project Report.

The contention of the Management (September
2002) that the DG sets were commissoned
because of safety requirement and adso to
maintain production in case of power falure
was not tenable. The agpproval for the project
was primaily because of the inadequate
capecity of BSEB and to meet the exigency of
switching over of power supply form BSEB to
DVC. No action has been taken by the
Management to have an dternative source of
power to meet essentiad load in exigencies or for
safety  requirements till the DG s#s were
commissioned. Moreover, the fact that DG sets
were operated only for a few hours and are
under breskdown condition for more that two
years indicates that the Management did not fed
ay such exigency. There was no shortage of
power supply from DVC with the enhancement
of contract demand.

Thus, the objectives of ingdling DG sats have
been frusrated and resulted in  wasteful
expenditure of Rs.7.66 crore.

The matter was referred to the Ministry in April

In  the meattime with the
pressure  from  Minisry DVC
agreed for change over from
BSEB to DVC source. The power
supply gStuation  in Hazaribagh
area improved after change over
from BSEB to DVC which
materidized in 92-93.

M/s GRSEL, which is a Public
Sector Undertaking took
condderable time for the
executing order due to pre-mature
falure of exigsing DG Set dreedy
supplied by them of another aress
and aso adverse Law & Order
dtuation prevaling a the dte
The DG S was inddled in
March 1999 when the CCL has
dready shifted to DVC source of
power supply. The DG Set could
not be operated due to some
deficiency for which Rs1.17
crores was hdd up againg the
total contract. M/s GRSEL
thereafter went for arbitration and
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2002, their reply was awaited (August 2003).

DG was opeated only for few
hours. Since the matter is sub-
judiced, no action could be taken
for repairing by outsourcing.

Under the circumdances, it
should not be construed that
expenditure incurred on
inddlation of DG s was
infractuous.

In spite of dl the efforts made
from CCL end, the generators
could not be put to use even as on
today and the matter is sill under
arbitration.
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Action Taken Notes of Audit Report (Comml.) No. 3 of 2004

Audit | Audit observation Action Taken Report by Companies/ | Vetting remarks of Audit.
Para MOC

No.

331 Eastern Coalfields Limited In the Tripartite Safety Committee | This portion is not related

Extra expenditure of Rs3.11 crore due to
procurement of Miners Shoes on single
tender basis.

Eagern Codfidds Limited procured miners
shoes a higher rates on dngle tender bass
without ascertaining the market price and rates
of procurement of other subddiaries and
thereby incurred an extra expenditure of
Rs.3.11 crore during the year 1998-99 to 2000-
2001

Eagern Codfidds Limited(Company) incurred
an Extra expenditure of Rs3.11 crore during the
year 1998-99 to 2000-2001 on procurement of
Miners Shoes a higher rates on single tender
bass without ascertaining the market price and
rates of procurement of other subsidiaries.

The cod miners are being provided with miners

megting hed in June, 1994, the
members expressed their
disstifaction over the shoes being
provided to the mineas by the
management. In the mesdting after
deliberation it was agreed to consider
providing BATA shoes to the
minersiworks.

In the light of the above ECL was
procuring Miners Shoes from M/s
Bata India Limited snce 1994-95
with the approva of ECL Board. In
the Functiond Directors meeting of
25" June, 1999 it was again decided
to continue procurement of Miners
Boot from M/sBataIndia Ltd.

However, trid order was placed for

with the para as in the Para
excess financid
involvement  during  the
preiod from 1998-99 to
2000-01 was consdered.
Hence no comments.

In the subsequent meeting
on 141099, Functiond
Directors decided to
explore dternative source

of supply.
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shoes for working in the surface as wdl as
underground mines. In 2001-02 the miners shoes
were purchased through open tenders. It was
observed that till 2000-01, the Company procured
miners soes from a party on single tender bass
a higher rates than the rates obtained by open
tendering in 2001-02. Degpite indructions from
Board of Directors and other competent
authorities, the Management did not initiate
action to obtan competitive raes by open
tendering or by exploring other dternate source.
It was dso observed that two neighboring sster
subgdiaries procured  miner's shoes  on
competitive rates by inviting open tenders. The
rates a which shoes were procured during that
period by the other subsdiaries were between
Rs.74.50 and Rs.78.92 per par compared to the
rates of Rs.227.00 and Rs.234.00 per pair paid by
the Company.

It was only in January 2000 that the Company
obtained rates from other manufactures which
was found to be cheaper han the rates a which
the Company procured the shoes on single tender
bass Ingpite of this, the Company did not
change the procurement policy. Theresfter, only
in 2001-02 based on the recommendation of the
functional Directors to explore the possbility of

6000 pairs of Miners Safety Boot on
M/s Bengd Waterproof Limited,
Kolkata on 7.6.2000 for supply of
their DUCKBACK brand shoe and
the conclusve peformance report
was avalable in February 2002. On
the bads of management's decison
in February, 2002 the ;procurement
of Miners shoes was made through
open tendering as detailed below:

Open tender reference No.
ECL/PUR/02/shoes/01-02 due on
54.02. Order was placed on L1
bidders M/s Bengd Rubber & Plagtic
Works, Kolkata, (98120n pairs), M/s
Rescuer Corporation Kolkata (60000
pairs) vide Purchase Order No.
05822017(40) dt 15-05-02
amendment dt 21-06-02 @ Rs.72.50
per pair.

Open tender reference No.
ECL/PUR/02/shoes/03-04/01 due on
7.3.2003 for procurement of Miners
shoes for 2003-04 and order was
placed on L1 bidders M/s PB.S.
rubber manufactu;rer, 24 Parganas,

No comments except that
date of Purchase Order no.
05822016(40) would be
15-05-02 instead of 15-06-
02 a mentioned in the

reply of the company.
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procuring shoes from other manufacturer and at
the ingance of audit observation, the Company
went for open tendering and obtained lower rates
of Rs.69.50 and 72.50 per pair.

Thus, due to placement of order on single tender,
the Company had to incur an additiond
expenditure of Rs3.11 crore in comparison to
the rates of procurement of Bharat Coking Codl
Limited (a subsdiary of Cod India Limited) on
4.07 lakh pairs of shoes.

The metter was referred to the Management  in
March 2003, their reply was awated (August
2003)

West  Benga (P.O. No.
05823070(40) dt 13-09-2003 for
1,64,852 Pairs @ Rs.68.670 per pair.
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Action Taken Notes of Audit Report (Comml.) No. 3 of 2004

became infructuous.

The Company had awarded (February 1991) the
work of construction of the CHHP to M/s
Rehabilitation Industries

sde redization and dso because
underloading and overloading charges
to railway is minimized.

The job of congruction of CHP was

Audit | Audit observation Action Taken Report by | Vetting remarks of Audit.
Para CompaniesMOC
No.
351 | Wedern Codfields Limited The Project Report (PR) and Revised | Statement of fact.
Infructuous expenditure of Rs.8.02 crore. Cost Estimate (RCE) were prepared by
The Company could not CMPDIL and approved by the
complete congruction of Cod Government  in the year 1981 and
Handling Plant for ten years September 1989 receptively.  Provision
As it decided subsequently that of Cod Handling Pant (CHP) for
the CHHP was no more mantaning proper  qudity, Szng,
required, the expenditure of weighing and dispach of cod was
Rs.8.02 crore incurred thereon imperative as there was strong demand
became infructuous. for dzed cod from dl consuming
Wegern Codfidds Limited (Company) incurred | sectors. As such the PR and RCE both | Statement of fact.
an expenditure of Rs8.02 crore on construction | had the provison of CHP.
of Cod Handling Plant (CHP) at Sasti open cast
project. As the work could not be completed for | The basic objective of CHP is to
ten years and the Company decided subsequently | supply cod of proper quaity and size
(March 2003) that the CHP was no more| after proper weighment. This benefits
required, the total expenditure of Rs.8.02 crore| the Coa Companies by way of better | Statement of fact.
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Corporation Limited (Contractor) to be
completed by August 1993. The contractor could
not completed the work within the dipulated time
and stopped the work in May 1996 on account of
ecalation, delayed payments, eic. Though the
contractor recommenced (March 1997) the
congruction, it findly abandoned the work in
August 1999. By this time, 90 per cent of the
work had been completed and the Company had
pad a sum of Rs8.02 crore to the contractor.
Although the contractor had become sck and
gone into BIFR in October 2000, the Company
did not show any urgency in  completion of the
CHP by awarding the balance work to another
contractor. Meanwhile, the Company decided
(March 2003) not to complete the balance work
as the CHP was not required. As a reault, the
expenditure of Rs8.02 crore incurred on the
project became infructuous.

Management stated (April 2003) that the CHP
was no more required in view of non avalability

of demand for washed cod, deferring the
proposas for expandon of Sasti open cast
project, etc.

awaded to M/s Rehabilitation
industries Corporation Ltd, Cacutta (a
Govt. of India Undetaking), in
February 1991 as per the provison of
the approved PR and RCE. As per the
Work Order, the date of completion of
CHP was 31st October 1994. The
contractor could not complete the work
within the dipulated time even dfter
sved time extensons the contractor
could complete only 89.68% of the
work by August 1999 and theresfter
the contractor stopped the work.

There was a provison of temporary
CHP in PR and RCE in order to meet
the immediate requirement of cod
dispatch during the condruction period
of permanent CHP and railway Siding.
This CHP is ill catering to the need of
dispatch of coa from Sasti OC mine.

A cod Supply Agreement was dgned
on 17.04.2003 between WCL and M/s
Karnataka Power Corporation
Ltd(KPCL). As pe this agreement
WCL will supply 25 million tones of

There was provison of
permanent CHP in PR and
RCE. Management
contention  that CHP is
dill catering the needs of
mine  contemplates  that
permanent CHP was not
a dl required and hence
the contention of audit
holds good.

This development
occurred  only in April
2003 which has no
relevance on

congtruction/requirement
of CHP.
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They reply is not acceptable, as the congruction
of the CHP was envisaged for maintaining proper
qudity, Szing , weighing and loading of cod and
the reasons cited by the Management were not
linked to the proposed CHP as such. Bedides, the
requirement for the work should have been
assessed before the work was awarded and not
when it was nearing completion.

The matter was referred to Ministry in July 2003,
their reply was awaited (August2003).

crushed ROM coa per annum by road
to be washed by the washery operator
appointed by M/s KPCL. No
segregation of cod by dzes is
envissged any longer. Moreover, the
Fud  Supply Agreement  (FSA)
provides for payment of incentive for
improvement in cod qudity beyond
the mid point of the grade without any
corresponding  provison for  bonus.
This has the effect of enhancing the
redization per tonne that annuls the
impact of nonpeformance of the
CHP. The Siding has aso been handed
over for supply of washed cod to M/s
KPCL. Because of this development,
the CHP is no more required to handle
raw cod a Sadti Sding.

In view of the above, it can be seen
that the decison to congruct a CHP
was as per the edablished norm of
implementation of a cod project where
a CHP is aways provided for
maintenance of proper quality, sze and
proper weighment for the full
satifaction of the customers. During

The purpose of CHP was
served by temporary CHP
and there was no need of
permanent CHP.

Such a report has not been
provided to audit.
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the period of congruction of CHP from
1992 till date conditions have changed
ggnificantly. There were no means to
visudize these changes in advance
during this period. Had this CHP been
completed within its scheduled date i.e.
October 1994, this could have served
its purpose for which it was provided
inthe PR.

As far as blocking of Rs. 801.77 lakhs
(Rs. 625.37 lakhs + Rs. 179.40 lakhs)
Is concerned, it is informed that WCI is
meking dl efforts to recover as much
as possble from this incomplete CHP.
In this respect a Committee was
condituted. As per the Committee's
report, a lot of Plant & machinery as
wel as dructurd materid are avalable
which can be used in other mines of
WCL. However, the process of
vaudion of retrievable items is not yet
completed.

As far as the blocking of Rs.8.02 crore
is concerned, WCL is making dl
efforts to recover the amount from M/s

No amount has dnce
recovered

Arbitrator's award is yet to
be received
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Rehabilitation  Industries  Corporation
Limited, a Government
Company(RIC), which was awarded
the work of construction of CHP.

As pea the terms of agreement with
RCl, in view of falure of RCl to
complete the work in time and hand
over the subject work to WCL, WCL
has invoked the arbitration clause and
gppointed Shri P.D.Adgaonkar as Sole
Arbitrator to reolve  the
disputes’clams rased by WCL. The
fird dtting of the abitraion gtting
was held on 10.8.2004 and RCl dso
participated. It is therefore, expected
that the issue would be settled through
arbitration. In view of the above
devdopment and explanations given,
commercid Audit is requested to
consider settling the audit para.

Ministry of Coal-Annual Report: 2004-05

191




[tem No.3.2.2

Centrd Codfidds Limited spent an amount of Rs.1.22 crore on condruction of a bridge, which could not be utilized due to delay
in congtruction of approach roads for trangportation of cod, resulting in idle investment.

AUDIT MEMORANDUM

ACTION TAKEN BY THE MINISTRY

VETTED AUDIT'S

REMARKS
The Company awarded a work of congruction of the bridge | The contention of Audit that there will be no| No further
across river Damodar at a cost of Rs.1.20 crore.  This was | use of bridge in future is not factud. The bridge | commentsto offer.

under advance action plan of Ashok Open Cast Project
(OCP) to integrate the exiding infralstructurd facilities of
the KD Hesdlong Project and rallway dding with the Ashok
OCP and new project-Purnadih East (OCP).

An gpproach road on the both sides of the bridge was dso to
be condructed. The management had proceeded with a
tender for congtruction of the approach roads on both sides
of the bridge in 1996, however, it was decided not to award
the work till the physical possesson of land for the road was
obtained. As the congtruction period of the bridge was only
tweve cdendar months and its utility depended upon the
congruction of approach roads, the Management should not
have awarded the contract for congruction of the bridge
before taking physica possession of the land.

The work of congtruction (commenced in October 1993) of
the bridge across the river Damodar was completed in
January 1998 at a cost of Rs.1.22 crore, but the bridge could
not be utilized (February 2003) in the absence of the
approach roads on the both side of the river.

is being use by the locd villagers and LMVs
with existing Kucha Road. It is not being used
now for cod trangportation for want of
permanent gpproach road but in future it will be
useful for (a) Purnadih —OCP (0.6 MTY),which
is going to be dated soon. (b) Ashoka
expanson OCP (6.5 MTY) for transportation of
cod to KD/Dakra Siding and (¢) Purnadih-OC

1 (20 MTY), which is a new project and is
expected to come up during the X 1™ Plan.

It is clearly apparent that due to poor planning
and injudicious project execution the work of
approach road could not be completed even
after 6-7 years of congtruction of bridge.

CCL had been advised and cautioned not to
repeat this type of wasteful expenditure in
future.
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The management stated (October 2001) that though the
gpproach road on the south sde was under the physica
possession yet the Forest Department had certain objections
and in the Northern Bank, congtruction of the road was
sugpended due to agitation by the villagers for employment
in the company as wdl as militancy and law and order
problems.

The Ministry while accepting the fact (July 2002) has
interadlia dated that to overcome dl these problems the
condruction of civil works and roads in these area was
proposed to be entrusted to M/s Border Road Organization
(BRO) based on future projection of coas projects.
However, till February 2003 there was no progress on
construction of gpproach roads.

It is therefore evident that due to poor planning and
injudicious project execution the investment of Rs1.22
crore made by the CCL on congtruction of the bridge across
Damodar has yielded no result besdes blocking up of fund
to that extent involving recurring annud loss of interes of
Rs.16.47 lakh pa (@13.5% p.a) without any certainty of
its use in the near future.
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C&AG Report No.3 of 2004.
Audit ParaNo.3.4.1
Loss of Rs.7.25 crore due to negligence

Neyveli Lignite Corporation Limited (Company) falled to properly secure the crane by locking dl parking devices to arrest
any movement during a g/clone on 29 November, 2000 which led to collgpse of the crane and resulted in a loss of Rs.7.25 crores.
Further, the Company could not recover the loss through insurance, as the asset was not insured againgt the perils of nature.

The Company procured one 40/5 ton Gantry crane from M/s. Mukund Limited (Supplier) for Mine-I expansion project and
after successful commissioning, the crane was taken over (August 1999) a a cost of Rs893 crore. Though, the crane was
functioning satisfactorily till noon d 29 November, 2000, it collapsed and got damaged beyond repairs on the same evening due to
cyclone. The Committee congtituted (November, 2000) to probe into the causes of the collapse of the crane held (March, 2001) the
supplier respongble for falure to undertake erection in a proper manner. The Company requested (April, 2001) the supplier to
replace the damaged crane or provide necessary compensation. However, the supplier refused (April, 2001) to entertain the
Company’s request ether for compensation or for replacement of the crane. The supplier in response to the notice issued
(September, 2001) by the Company informed that crane was designed to withstand the wind speed of 203 Kmph whereas the wind
velocity on the fateful day was only 104 Kmph. The supplier further added that crane was not secured before the impending
cyclone, by locking dl the parking devices and thus, cause of the collgpse was negligence on the pat of the Company. After
supplier refused to replace the crane or to compensate the Company, it invoked the arbitration clause agangt the supplier.
Arbitration proceedings were gill under progress (May, 2003).

The Company stated (May, 2003) that collapse of the crane was not due to their negligence, since proper erection had to be
ensured by the supplier and action for recovery of the loss was under progress.
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The reply is not tenable as the Company should have anchored the crane hooks with dead weight which was the normal
procedure during storm.

Thus, the negligence of the company in not securing the crane as per operating indructions resulted in a loss of Rs.7.25
crore ater adjusting sdvage vaue including spares (Rs45.61 lakh), depreciation (Rs56.56 lakh) and encashment of bank
guarantee (Rs.66 Lakh). The negligence aso resulted in unnecessary codtly litigation.

The matter was referred to the Ministry in March, 2003; their reply was awaited (August, 2003).

Action Taken Note

NLC had teken dl precautionary measures in locking the crane as per the ingructions provided in the Operations and

Maintenance manud furnished by the supplier. The manud does not prescribe anchoring of the crane hooks with dead weight. As

regards insurance of the crane, it may be noted that the crane was under warranty period a the time of the incident, therefore, NLC
did not go for insurance of the crane.

Since the crane collapsed before the expiry of the warranty period, it is the supplier's respongbility to replace the crane or
compensate the cost of the crane as per the terms and conditions of the contract. NLC has invoked arbitration clause and the
proceedings in the matter are under progress. The outcome of the arbitration will be communicated by NLC in due course.

Vetting Remarks of the Audit

The Enquiry Committee’'s Report suggested that normally as a precautionary measure, the crane hooks are to be anchored
with dead weight at the time of cyclone. Thiswas not done by NLC. Hence the reply is not acceptable.
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Revised Action Taken Note

Though the Enquiry Committee's Report suggested that normally as a precautionary measure, the crane hooks are to be
anchored with dead weight at the time of cyclone, NLC did not do so as no where in the manud for this 40T Crane, entering of the
crane hooks with dead weight is specified. The crane being under warranty period, it was mandatory to follow the precautionary
measures as pecified in the supplier’s operation manuad for securing the crane until the completion of warranty period. In case of

any devidion from the specified precautions, the supplier could absolve their responghbility under warranty and the company could
not claim the same,

It is added that for dl mgor/huge equipments, normaly NLC take the precautionary measures specified by the supplier
based on the design requirement of the equipment. In this case dso, the company took dl the precautionary mesasures for securing
the crane during sormy conditions.

Further Vetting Remarks of the Audit

The Enquiry Committee's Report referred to falure to take the required precautionary measures even when it was known
that cyclone was going to hit Neyveli. The ATN is not acceptable.

(D) Further ATN on this subject may be furnished direct to COPU.

Latest Status

NLC has been asked to furnish revised Action Taken Note on the audit para.
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C&AG Report No.3 of 2004.
Audit ParaNo.3.4.2
Idle investment of Rs.4.50 crore on Didributed Digita Control System

The company closed operation of its Briquetting and Carbonisation (B&C) and Fertiliser plants in April, 2001/February,
2002. This rendered the new Didributed Digitd Control System (DDCS) involving an invesment of Rs4.50 crore idle out of
which Rs.1.07 crore, the cost of DDCS towards dismantled Boiler I, was infructuous. The Company consdered al the three
Boilers of the Process Steam Plant (PSP), Electro Static Precipitators (ESP) units meant for pollution control and the DDCS as
impaired assets and created provision in the accounts for 2002-03.

An exploson occurred (September 1998) in ESP unit of Boiler 11 and damaged Boilers No.l and |1l and control room of
PSP dso. All the three Boilers of PSP were shutdown, while ESP of Boiler No.I and I11 were repaired and brought back to service
in October, and November, 1998 respectively, ESP |l was dismantled (December, 2001) but erection work was not taken up. Even
though the Company was holding discussons with ICICI Limited snce Augus, 1999 on commercid feashility of continuing the
operations of B&C and Fertilizer Plants, it did not consider this while awarding (October, 1999) work in ingdling the DDCS. The
Company commissoned the DDCS for Boiler | & 11l in October and September, 2000 respectively but the DDCS for I could not
be put to use due to non-commissoning of Boiler Il. As the operation of B&C and Fertilizer Plants was closed in April,
2001/February 2002, DDCS have been lying idle since then.

Management stated (July 2003) that due to uncertainty regarding resumption of plant operations further works on ESP Il could not
be decided upon and hence the DDCS for Boiler 11 could be commissioned. They further added that there was no definite sgn of
closure of SPS a the time of placement of order for DDCS and the system could be put to effective use in other units which was
being pursued.
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The reply is not tenable as the procurement of DDCS lacked judtification snce the commercia feeshbility of continuity of the
operation of B&C and Fetilizer plants were not definite in view of mounting losses and the Company had dready been
contemplating (August, 1999) the closure of the plant at the time of awarding the work of DDCS. No proposa for dternative use
has been finalised so far (duly, 2003).

The matter was referred to the Ministry in duly, 2003; their reply was awaited (August, 2003).

Action Taken Note

The fire in the Process Steam Plant had completely damaged the control and instrumentation system of dl the three bailers.
However, NLC resumed the boiler operations within a short time from makeshift control room with discrete ingruments from
other units. NLC, later on, decided to introduce modern DDCS having advance features and accuracy in monitoring and control.
The procurement of DDCS could not be deferred since the boiler operations had to be resumed immediately to ensure continuity
of production of steam to cater to the requirements of fertiliser and B&C plants. The old andogue syssem was not preferred by
NLC because the DDCS would have ensured better accuracy and availability of spares.

NLC had placed procurement orders on 7.10.99 after obtaining Board's approval. However, due to certain changes in
contract terms and conditions requested by the supplier, the order could be executed only after 13.3.2000. The commissioning of
DDCS for firgd and third boilers was completed by November, 2000 and erection of DDCS for second boiler was completed by
December, 2000 awaiting find hook up. The commissoning of DDCS for second boiler could not be completed since the ESP of
boiler was not reedy due to fire in the unit.

While NLC was in process of awarding repair works to the bidder sdected through tendering process, the origind supplier

submitted its offer for warranty repars. In the meantime, the B&C plant was shut down and operations of the Fertilizer plant
stopped by February, 2002. Due to uncertainty in reviva of plant operations, further works on second ESP could not be decided
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upon. With the closure of fertiliser plant in January, 2003, the repair works for second ESP and commissioning of the DDCS for
second boiler were not necessitated. Therefore, DDCS could not be commissioned.

There were no definite sgns of closure of PSP at the time of placement of orders for erection and commissioning of DDCS
for first and third boilers and NLC hoped to bring back second ESP within a reasonable time.  Only subsequent events led to the
non-commissoning of DDCS for second boailer.

As regards dternative use, some of the fidd insruments of DDCS such as Pressure/Temperature/How Trangmitters,
Totdizers have been issued to Therma Power Stations-1 and 1l during October, 2003 and February, 2004 for effective utilization
there. The remaning fidd ingruments are dso being shifted to Thermd Power Station | and |I. Certain other spare items of
DDCS are aso planned to be usad in Therma Power Stations. The usage of main processor is aso being studied by NLC.

Vetting Remarks of Audit

The award for ingdlation of the DDCS was made in October 1999 even when the Company were contemplating (August

1999) the closure of the B&C and Fertilizer Plant. DDCS could not be used for intended purpose. Hence the reply is not
acceptable.

Revised Action Taken Note

NLC was not contemplating the closure of the Plants as a study was undertaken by M/s ICICI at that time to examine the
viability options of the Chemica Plants, not with the outright intention to close the Pants but to find out how best the operations
could be continued. This is evident from NLC's continuance of the Fertilizer Plant operations till the introduction of Gowt.'s
group pricing policy on urea. Even after the policy was proposed to be introduced, NLC continued the operations till it was
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actualy introduced. Had the introduction of the group pricing been delayed, NLC would have prolonged the operaions of
Fertilizer further.

It is once again reiterated that NLC had intended to bring back the second boiler into service with DDCS. However, the
subsequent events led to the non-commissioning of DDCS for second boiler.

Latest Status

Therevised ATN has been sent to audit for vetting.
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