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IINNTTRROODDUUCCTTIIOONN
The Statutory Auditors (Chartered Accountants) are

required to furnish a detailed report, in the long form,
upon various aspects including the internal control sys-
tems of the functioning of the Company audited in
accordance with the directions issued by the
Comptroller and Auditor General of India to them
under Section 619(3)(a) of the Companies Act, 1956 and
to identify areas which needed improvement.

An illustrative resume of major recommendations
made or opinion expressed or comments made by
Statutory Auditors on possible improvement in the
accounts and system of control of some of the 266 Central
Government Companies and 89 Deemed Government
Companies in existence as on 31 March 2001 and audited
by them, is compiled by the office of CAG in Report No.
02 of 2002. We are reproducing the recommendation/
opinion or comments compiled in the above mentioned
report for the benefit of the readers on the following:
◆◆   National Fertilizers Limited
◆◆   Hindustan Zinc Limited
◆◆   Bharat Electronics Limted
◆◆   Indbank Merchant Banking Services Limited

NNAATTIIOONNAALL FFEERRTTIILLIIZZEERRSS LLIIMMIITTEEDD
Inventories were overstated by Rs.4.14 crore due to
incorrect valuation of closing stock of urea in violation
of AS-2 which resulted in the over-statement of the
profit by the same amount.

Management stated that the inventories had been valued at
lower of cost and net realisable value which was as per AS-2.

The reply of the management is not acceptable as the
valuation of closing stock of urea had been done at real-
isable value which also included the estimated expendi-
ture on customary rebates and discounts allowed to the
dealers before making the sale.

HHIINNDDUUSSTTAANN ZZIINNCC LLIIMMIITTEEDD

1. Environment and pollution control expenses,
charged to profit and loss account, included Rs.4.12
crore (cumulative expenditure Rs.5.27 crore) towards

construction of Jarosite pond. As the expenditure was of
capital nature, the same should have been accounted for
as capital work-in-progress. This resulted in the under-
statement of capital work-in-progress by Rs.5.27 crore
and profit for the year by Rs.4.12 crore as well as prior-
period profit by Rs.1.15 crore.

Management stated that the expenditure was
incurred to meet the statutory obligation for environ-
mental protection and no fixed assets having realisable
value was created. Hence, it could not be treated as capi-
tal expenditure.

The reply is not tenable as Jerosite pond was a fixed
asset and benefits from the pond would be derived in
future years. Accordingly, this should have been shown
as capital work-in-progress.
2. The Company had not conducted physical verifica-
tion of coke fines during the last two years ended 31
March 2001 despite the fact that it had found shortage of
coke fines amounting to Rs. 2.14 crore during the physi-
cal verification conducted in 1998-99.

Management stated that physical verification of
residual material, such as coke fines, was not conducted
every year.

However, the fact remains that the Company should
have conducted physical verification every year, since it
had noticed shortage of coke fines during 1998-99.

BBHHAARRAATT EELLEECCTTRROONNIICCSS LLIIMMIITTEEDD

1. Inventories included Rs. 1.29 crore representing
stores and spares (Rs. 27.72 lakh), Raw materials and
components (Rs. 42.50 lakh), Finished Goods (Rs. 1.63
lakh) and work-in-process (Rs. 57.12 lakh) pertaining to
TV Guns. Since the production of TV Guns had been
discontinued due to product obsolescence, suitable pro-
vision should have been made for diminution in the value
of inventory. Non-provision on this account resulted in
over-statement of inventory and profit by Rs. 1.29 crore.

Management stated that during the last three years,
sale of Rs.1.48 crore had been effected from TV Guns
assembly which was still operational. Since the items
were saleable, no provision was considered necessary.

The reply of the management is not acceptable as the
demand for black and white TVs for which these guns
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were being used had drastically fallen and hence produc-
tion of guns was discontinued. TV gun production had
been discontinued and it was no longer in operation as
claimed by the Company. Utilisation of these inventory
items was, therefore, doubtful and hence should have
been provided for in the accounts.
2. Raw materials and components included an amount
of Rs. 1.33 crore representing the inventory not moved
for more than 5 years. As these items could not be
utilised, suitable provision should have been made. Non-
provision on this account had resulted in over-statement
of inventory and profit by Rs. 1.33 crore.

Management stated that the inventory of Rs.1.21
crore was identified as useful in various on-going projects
and for after sales service. Inventory identified as unus-
able, was fully written off. In view of the above, no pro-
vision was considered necessary.

The reply of the management is not acceptable as the
entire non-moving inventory was more than 5 years old.
Equipment for which these items related were already
under regular production.
3. A reference is invited to comment no. 1 (i) of the
Comptroller and Auditor General of India on the
accounts of the Company for the year ended 31 March,
2000 wherein non-existence of provision for the obso-
lescence in respect of surplus raw materials and compo-
nents due to design change/engineering modifications
was commented. Though the surplus materials valued at
Rs. 56.22 lakh remained unutilised as on 31 March, 2001,
no provision for obsolescence was made resulting in
under-statement of provision for obsolescence and over-
statement of profit by Rs. 56.22 lakh.

Management stated that these items were reviewed for
their usage in the existing/future projects. Items valued at
Rs.16.77 lakh were utilised during the last two years i.e., 1999-
2000 and 2000-01. Further, as these materials were usable
and not obsolete, no provision was considered necessary.

The reply of the management is not acceptable as
these items were declared as surplus during 1997-98 and
1998-99. During the last two years items costing Rs.16.77
lakh only could be utilised and hence as a prudent
accounting practice, provision should have been made in
the accounts for the balance surplus items.
4. A reference is invited to comment no. 2 (a) (ii) of the
Comptroller and Auditor General of India on the
accounts of the Company for the year ended 31 March
2000, regarding non-provision of doubtful debts
amounting to Rs. 1.94 crore due from a customer since
1990-91. Though the customer already stood referred to
BIFR and there was no progress in the recovery of dues,

no provision had been made in the accounts. Non-provi-
sion on this account had resulted in over-statement of
sundry debtors and profit by Rs. 1.94 crore.

Management stated that the customer was a PSU and
had substantial assets. The Company was pursuing for
appropriate approvals to continue civil proceedings. As
the Company expected to recover the amount, no provi-
sion was considered necessary.

The reply is not acceptable, as BIFR had not even per-
mitted the Company to pursue the legal case. Though this
was a PSU customer, the recovery of dues was doubtful, as
no progress had been made in the recovery for several years.
5. A reference is invited to comment no. 2 (a) (iv) of the
Comptroller and Auditor General of India on the accounts
of the Company for the year ended 31 March 2000, regard-
ing non-provision of doubtful debts amounting to Rs. 3.73
crore due from a customer. There was no progress in real-
isation of the amount and the Company reversed sales dur-
ing the year for the items short supplied to the extent of Rs.
36.40 lakh and sundry debtors had been reduced to Rs.
3.37 crore. However, no provision had been made for this
amount in the accounts. This resulted in over-statement of
sundry debtors and profit by Rs.3.37 crore.

Management stated that it was a debt due from a
Government customer. The amount was withheld as one
of the critical components purchased from USA had
failed. The supplier had confirmed that the item had been
repaired awaiting lifting of US sanctions for despatch.
Hence no provision was considered necessary.

Reply of the management is not tenable as the repair
work had been suspended after May 1998. Even after
supply of the repaired item, it was not sure whether the
customer would accept the part and whether that item
would be fit for use.
6. A reference is invited to comment no. 2 (b) of the
Comptroller and Auditor General of India on the accounts
of the Company for the year ended 31 March 2000, regard-
ing incorrect setting up of sales to the extent of Rs.23.42
crore in 1998-99. Even as on 31 March 2001, the Company
had not completed the despatch of full equipment nor had
the product reached 100 per cent completion. This should
have been accounted for under work-in-progress.

Management stated that product was complete in all
respects and had been accepted by the customer after
inspection. Further, Rs.23.42 crore being the value of
deliverables, which were unconditionally accepted by the
indenting authority, were accounted as sales as per AS-7
and AS-9. Customer’s instructions for the despatch of
the equipment were awaited. This was to be despatched
in October/November 2001.
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The reply of the Company is not tenable as testing
and inspection had not yet been completed to the extent
of 100 per cent (completed to the extent of 98 per cent as
on 31 March 2001) and the unconditional acceptance of
deliverables was not stipulated in the contract. The cus-
tomer had not cleared the despatch of the equipment so
far. As per the terms of the MOU, the Company should
suitably pack and transport the system duly insured
under escort to Naval dockyard by road. This had not
been done even during 2000-2001.

7. A reference is invited to comment no. 2(v) of the
Comptroller and Auditor General of India on the
accounts of the Company for the year ended 31 March
2000 about non-provision for doubtful debts amounting
to Rs. 78.67 lakh, towards liquidated damages for delayed
supply of equipment, leviable by a customer as per con-
tractual terms. In addition, sundry debtors included an
amount of Rs. 99.47 lakh being the liquidated damages for
delayed supply of equipment, leviable by other customers.
Non-provision on this account resulted in over-statement
of sundry debtors and profit by Rs. 1.78 crore.

Management stated that the Government customer
had not recovered any liquidated damages. The cus-
tomer had released an amount of Rs.11.63 lakh in
March/ June 2001 without deducting any Liquidated
Damage (LD). Amounts of Rs.99.47 lakh were due from
Government customers. The orders had been executed
during the period of US sanctions and the Company was
confident that LD would not be levied. Since the debts
were realisable, no provision was considered necessary.

Reply of the management is not tenable as LD was
payable as per the contract. No order for waiver of LD
had been received.

8. Sundry debtors also included Rs. 1.53 crore being
outstanding dues against supplies made in March 1997.
As the dues were doubtful of recovery, suitable provi-
sion should have been made. Non-provision on this
account resulted in over-statement of sundry debtors
and profit by Rs. 1.53 crore.

Management stated that supplies were effected as
required by the customer. Amendment to the order was
under process by Government and was expected shortly
and the balance payment would be realised. Hence, pro-
vision was not considered necessary.

Reply of the management is not tenable as supplies
made were not as per the contract and no amendment
has been received for the change in supplies.

9. Sales included Rs. 56.10 crore being the sale value
of 6 numbers of equipment. As per the terms of the sup-
ply orders, the sale was to be set up on FOB basis. The

equipment were despatched through Railways in
June/July 2001. Thus, setting up of sales during the year
2000-2001 resulted in over-statement of sales by Rs. 56.10
crore, under-statement of finished goods by Rs. 40.72
crore and over-statement of profit by Rs. 15.38 crore.

Management stated that since the goods were pro-
duced, inspected and accepted by customer before 31
March 2001 and were awaiting instructions from the cus-
tomer regarding destination and escort, the sale was
complete as per AS-9.

The reply is not tenable as the sales were on FOB
basis and goods were actually despatched in 2001-02 and
as such setting up of sales in 2000-01 was incorrect.

10. Sales included Rs. 30.90 crore being the sale
value of equipment and spares. As per the terms of the
supply orders the delivery was to be made in Russia on
FOR basis. The consignments were handed over to the
air cargo carriers after customs clearance during April to
July 2001. But the sale was set up as on 31 March 2001.
This resulted in over-statement of sales by Rs. 30.90
crore, under-statement of finished goods by Rs. 25.49
crore and over-statement of profit by Rs. 5.41 crore.

Management stated that the equipment was manufac-
tured, inspected, accepted by customer and handed over to
carrier by 31 March 2001. The sale was on FOR/ FCA
Bangalore basis. Hence the accounting of sale was as per
Section 23 (2) of Sale of Goods Act and AS-9 and was in order.

Reply of the management is not tenable as the airway
bill issued by Air cargo carriers after customs formalities
was a legal document of transfer of significant risks to the
buyer. This was done only during April 2001 to July 2001.
The transit insurance of the consignment was also done
on or after date of airway bill (i.e. after 31 March 2001). As
the significant risk was not passed on to the buyer on or
before 31 March 2001 the recognition of sale in these cases
was not correct as per Sale of Goods Act and AS-9 .

IINNDDBBAANNKK MMEERRCCHHAANNTT BBAANNKKIINNGG SSEERRVVIICCEESS LLIIMMIITTEEDD
In violation of non-banking finance company pruden-

tial norms (Reserve Bank) directions 1998, the Company
made reversal of provisions made in the earlier years
(Rs.2.39 crore) and ignored to make further provision dur-
ing the year (Rs.0.93 crore) on a non-performing asset.
The profit before tax was over-stated by Rs.3.32 crore.

Management stated that no provision was required as
they had valid recourse in respect of this non-performing
asset. The reply of the management is not tenable as the
lessee in respect of this non-performing asset had not
made repayments and was referred to BIFR.
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