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AUDITORS' REPORT TO THE MEMBERS OF THE STATE TRADING
CORPORATION OF INDIA LTD.

11 Wi have audited the attached Balance Sheet of THE STATE TRADING CORPORATION OF INDIA LIMITED as at
115t March, 2011, the Profit & Loss Account and the Cash Flow Statement of the Company for the year ended on
that date, annexed thereto in which are incorporated the accounts of the corporate office audited by us and the
accounts of branches audited by the other Auditors. These financial statements are the responsibility of the Company’s
management. Our respanstbility is to express an opinion on these fimancial statements based on our audit.

21 We conducted our audit in-accordance with the auditing standarcls generally accepted in India. Those standards
require thal we plan and perform the audit to obtain reasonable assurance about whether the financial statements
arg free from matesial mis-staternents. An audit inclodes examining, on a test basis, evidence supponing the amounis
and disclosure in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by the management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

3} As required by the Companies (Auditors’ Reportt Order, 2003 as amended by the companies (Audilors Report)
(Amendment] Chrder, 2004 issued by the Central Covernment of India in terms of Section 227(4A) of the Companies
Act, 1956, we enclose in the Annexure hereto, a staterment on the matters specified in paragraphs 4 and 5 of the
said Orcer.

a1 Further to our comments in the annexure to in paragraph 3 above, we report as follows

al  Reference Is invited to Note No, 3a) of Nates o Accounts, Schedule 23, relating to contracts of scrap, where
tramsactions of purchases and sales and recoveries had not taken place in terms of contracts on behalf of
Metro Machinery Traders, New Delhl (the Business Associaled, The Company has alleged fraud by the Business
Associate and the matter has been referred to CBIL We also understand that two ex-Diirectors and a General
Manages have been charge-sheeted. However, in the absence of details of the charge-sheets and the inguirles,
we are unahle to opine if there was a fraud or suspected Management fraud and comment an any mis-
staternent made In these accounts in respect of the above transaction. Pending oul come of legal steps initiated
for recovery/ CBI probe, full provision of Rs. 8739 lacs was made in earlier years.

bl Reference l¢ invited to Note Moo b of Notes to Accounts, Schedule 23, relating to wheat transactions
undertaken on behalf of Business Associate, disposal of goods and recovery had not taken place as per
contract due 1o quality problems and there was stock of wheat and unrecovered amounts outstanding from
the Business Associate and Supplier. Also, cases of theft and misappropriation of uplifted stoecks exporied o
Bangladesh have come to potice for which legal actions have been inltiated. Pending out come of legal steps
initiated, entire dues including recovesable from FCI aggregating to Rs, 584 lacs has been provided/written
off in earlier years, Further as the matter is not yet resolved, additional amount of central sales tax labillty for
non-export of 30392.010 MT of wheat procured from FCI is not ascertainable. The impact on Profit & Loss
Account thus is not known,

¢l Reference is invited to Mote No. 3(c) of MNotes 1o Accounts, Schedule 23, relating o Rs. 12199 lacs dues from
thagadia Copper Limited, the company under lguidation and in the process of reconstruction by Asset
Reconstruction Company (Indial Limited, Financial impact of the same cannot be ascerained at this stage.

di  References invited to Note No. 3{d] of Notes to Accounts, Schedule 23, relating 1o sundry debtor of Rs. 113793
lacs due from Clobal Steel Philippines who have stopped operation of their plant due to extreme volatility of
prices. Though the outstanding is secured by way of Pledge of stock and post dated cheques and the corporate
guarantees of holding company, however, in view of non availability of detailed valuation of plant & machinery
belng considered for sale, financial impact on account cannot be ascertalned at this stage.

el Reference is invited to Mote MNo. 3 (e) of Notes o Acoounts, Schedule 23, regarding booking of claims of
Rs. 8167 lacs on account of differential actual trading fosses, pending financial approval from Ministry of
Consumer Affairs.

fi  Reference s invited to Mote No. 3{g) of Notes to Accounts, Schedube 23, relating to unsecured overdoe of
Rs. 39717 lacs against expons effected under the Exim Bank Insurance linked Post shipment Credit facility.

gl Reference fs invited to Note No. 3 (k) af Notes to Accounts, Schedule 23, regarding non provision of Sundry
Dubtors of Rs 494 lacs towards reimbursement of the loss In supply of PDS items during 2008-09 1o M4
Gujarat Siate Civil supplies Government Of Gujarat.
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hi  Mote Mo 3{)) and 6ia) of Noles 1o Accounts, Schedule 23, melating lo pending reconciliations of personal
accounts and consequential adjustments

) Reference s invited to Note No, 4 of Notes 1o Accounts, Schedule 23, regarding non provision of diminution
in value of investment in subsidiary company (STCLL

51 W further report that :

al Wi have obtained all the information and explanations which to the best of our knowledge and belief were
necessary for the purposes of our audit except for information pertaining to charges levied on two ex-Directors
and a General Manager and details of inguiries in respect of transaction referred to in Para 4 (a) above, and
further except as otherwise stated in the report, and the record of the cases being handied by the vigilance
department of the company and the accounting of the consequential financial effect thereof on the matters
under its scrutiny in sech cases.

bl In our opinion, proper books of account as required by law have been kepl by the Company so far as appears
from our examination of such books and proper returns adequate for the purpose of our audit have besn
received from the Branches nol audited by us. Reports of the Branch auditors have been considered while
preparing our report.

¢l The Balance Sheet, Profit & Loss Account and Cash Flow Statement referred to in this repont are in agreement
with the books of account;

dl  Inour opinion, the Balance Sheet, Profit & Loss Account and Cagh Flow Statement comply with the mandatory
accounting standards referred 1o in Section 211 (3C) of the Companies Act, 1956,

¢l In terms of Motification MNo. G5R 829(E) dated 21.10.2003 issued by the Departmoent of Company Affairs,
Government of India, the provisions of Section 27401 g} of the Companies Act, 1956 are not applicable to the
Company.

fi  In our apinion and to the best of our information and according to the explanations given to us, the said
accounts, subject to our observations in paragraphs 4 (a) to (1) above, provisions and write offs in respect of
which have been made in the accounts based on the existing and known circumstances as reported in the
said paragraphs and read together with the Significant Accounting Policies and other Noles appearing in the
Motes to the Accounts, give the information required by the Companies Act, 1956 in the manner so required
and also ghve a true and falr view in conformity with the accounting principles generally accepted in India ;

[it inthe case of the Balance Sheet, of the state of affairs of the Company as ar 316 March, 2011;
(i) im the case of the Profit & Loss Account, of the profit of the Company for the year ended on that date; and
(i} in the case of the Cash Flow Stalement, of the Cash Flows of the Company for the year ended on that

date.
For Chandiok & Gullani
Chartered Accoumants
Firm Eegisiration Mo, 0011998
sl
Chiate: 24062011 MK, Lalla)
Place: Mew Delhi Partner

Membership No.OROR47
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Addendum 1o Direclors’ Report

MANAGEMENT'S REPLY TO THE COMMENTS OF STATUTORY
AUDITORS ON THE ACCOUNTS FOR THE YEAR 2010-11

Commuents of the Statuiory Auditors

1. Reference B Invited to Note Mo, 3tal of MNates te Accaunis,
Schedule 23, relating bo contracts of scrap, whene iransaciions of
purchases and ales and recoveries had nol taken place in wms
af contracts on behalf of Metro Machinery Traders, Mew Delhi
ithe Busiress Asgociple). The Company has plléped fraad by the
Business Associate and the matier has boon meferred 10 CBIL W
dko understand that two ex-Directors and a Ceneral Manager
have been ¢charge-sheeted. However, In the absence of details of
the charge-sheets and the incuiries, we are snable 1o ofine If
there is'a raud or suspectsd Management fraud and commont on
any mis-statemeni made in these accounts in respect of the above
transacison. Pending oul come of legal steps initiated for

CHI probe, Rl provision of Bs, 8739 lacs wis made in sardier
YiRars,

2, Reference |s invited fo Note Mo, 3ib)of Nates o Accounts,
Schedule 23, relating to wheat ransactions undenaken on behalf
of Business Associate, disgposal of goods and mecovery had not
taken place as per contract due to guality problems and there
was stock of wheat and unrecovered amounts outstanding from
the Business Assoclate and Supplier. Also, cases af thefi and
misappropriation of uplificd stecks exportod o Bangladesh have
come 1o notice for which legal actions have been initiated.
Pending out come of legal seps Initiated, entine dues including
recovarable from FOI apggregating to R, 5841 lacs has been
provided/written off in earlier years. Fusther as the mattor is not
et resolved, additional amount of central sales tax labiity for
miansexpar of J0392.0010 MT of whest procured from FC) ks not
:ﬂmmuinablc. The impact on Profit & Loss Acoourt thus is niod
N

3. Reference s invited 1o Mote Mo, 3e)of Moses io Acoounts,
Sehiedile 23, relating to B 12199 lacs duss from lhagadia Copper
Limited. the company under figuidation and in the prooess of
reconstruction by Asset Recomstruction Company (India) Limited.
Fenancial impact of the same cannot be ascertained af this stage.

4. Beference B invited to Mate o, 3dlof Robes o Acoounts,
Schedule 23, mlating to dundry debtor of Es173793 lacs dup
from Ciobal Steel Philippines who have stopped operation of
their plant due to extreme volatility of prices. Though the
oulstanding is secened by way of Plodge of stock and post dated
cheques and the corporate guarantees of holding company,
however, in view of non availability of detailed valuation of plant
& machinery being considersd for sale, finpncial impact &n
acoount cannol b acedained ab this sage

5. Rederence s invited o Mote No. 3 (el of MNotes o Accounis,
Schediule 23, regarding booking of clabms of B 8167 lacs on
account of differential aciual trading luases, pending lnancial
approval from Minisiry of Consumer Affairs

Management's Reply

As far as the charge sheet issued 10 ex-Direciors and ex-GM K
concermed; the spme has been Based by the Vigilance Depti. for
which the docurmenis are in the custody of Vigilance Deptt, of
Ministry/Corporation which ane of confidential nature. The charge
sheed has been isbued in connection with the procedural
doficiencies and thorefore no fraud or suspected management
fraud has taken place. As a matter of abundant caution, a provision
of Bs, B739 lacs has been made inearller years, The Company i
confident o recover the same from the ssoclase thiough legal
meeoursd including mcoaries through seling of balanoe sock as
well as the properies-of the associate, which have been attached
84 per Courd Oirders.  The arbitration awand has alresdy besn
decided in favour of the Company and il s In the process of
petting the sarme implemented.

The company has made a provislon of Rs. 5841 lakhs Inclieding
witte O amounting 1o Bg, 547 lakhs up o J008-00, These claims
are however, frecoverable from business associate and the
management is confident of recovery of the same.

The expornt documents in respect of the ol quantity relemed by
FEI have betn submithed @nd therefore no sales tax liability &
likity ter arise. Further the matter has been referred o Permanent
Machinery of Arbstration (FSA] for recovering dues from FC1and
1o resolve the issue of submision of H and C forms.

The recoverable from Jhagadia Copper Limited are secured by
wiay of pledgn of stocks by the Company in favour of 5TC. The
siocks are under the custody of Central Warahousing Corporation,
As per latest valuation cerificate issoed by SuveEyors
the valise of docks | R 28990 |lakhs a3 on 31372001, Hence no
provision s considensd necesany against the g

The recoverable from Global Steel Philippines aie secuned by
wny of plodgn of stocks worth Ra99065 lakhs, EMD of Re 3113
lakh, corporate Guarantee of its Holding Company and on dated
checues, The Company f& in the process of selling its plant for
which M5 DBl Capilal markel services, & wholly owned
subsidiary of IDB| Bank has been mandated to complew
transaction within 150 days. Hence no prowvision is considered
NeCessary againg the dues

A per minies dated 4022011 and 25.04.2011 of Minisiry of
Consurnes Affasrs, claims for 2008-09 and 2000910 have been
revised on "sold guaniily basis® and differemial actual tragding
lesses of Rs 8167 lakh have been booked in the current financisl
vear g claim recoverable from Minisry of Consumer Affairs in
accopdance woith The shies minuies,



6. Reference is Invited to-Mote Mo 3glof Moles to Accounts,
Schedule 23, relating 1o unsecured overdoe of Ba 39717 lacs
againsl expons effocicd under the Exim Bank Insurance finksd
Post shipment Credit facility,

7. Reference i imdied woMoe Mo, 3 (h) of Moles io Acoounts,
Schedule 23, rogarding non provision of Sundry, Debtors of Bs
494 lacs towards reimburserment of the boss in supply of POS
items during 2008-09 to Ms Gujarat State Civil supplies
Covernnett OF Ciujarat,

B Moio Mo Mk and Bla) ol MNobes w Accounts, Schedule 23,
relating o pending reconciliations of personal accounts and
consequential sdjustments

% Felerence s invited o0 Note MNo. 4 of MNotes to Acocounts,
Schedule 23, regarding non provision of diminution In value of
investment in subsidiany commipany (5TCLIL

10, The has maintained: proper recontds showing bull
particulass including quantitative desails and siuations of Its flxed
asiels except al Ahmadabad branch whem Fixed Assol Registor
was not updated.

11. . In our opinion, though theé procedures for physical
verification is in ploce and imstructions and guidelines are issued
from time to tirme for verification of stockfireentonies but the some
ts not being followed sirictly for all materials which are handled
by amed e in custody of third parties.

12 in our opinion and according (o the: information and
explanation given to us, there are adequate intemal cantral
procedunes commensurate with the siee of the company and The
nature of the business with regand 1o purchase of inventory, fixed
assels and alkso for sale of Furthes, on the basis of our
exdimiingtion ind according o the informatlon and explanations
pven i s, we bave nob observed any instance of conlinuous
failure to correct major weaknesses in the internal control
procedures, However, internal contral procedures regarding
review, realization of sdvances and other clajms and
meconciliation of balance of sundry debiors and creditors require
strengthening.
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There are delays in repatriation of export proceeds from the foreign
huyens in view of slump In Jewellery and construction secior in
LIAE, where mos of tho buyvers ane based, The asociates hawve

some more time to realise the proceeds. The company
has negotiated a re-structuring proposal with EXIM Bank whenein
icled(tlewnir] teme ranging bebween 200 5 vears 5 now dvallable o
the company o recover the dues from assoclatesthoic foraign
buyers. Re nt of some over dues has bean received and
with all out efiors, which are being made, the Company s
confident of full recovery bence no provition for the oubianding
expoat hill considermed nocusany,

The amcae is iowards relmbursement of less In sopply of RED
PLM during 2008-09 to M, Gujarat State Civil Supplies
Corpogation, Govt, of Gujarat for PDS supply under the subsidized
scheme of Govt. of India. The claim i wnder with the
Gt of Indla [ terms of it leter no. 120 02006-CEP doted 4ih
Mirch 2008 specilying that the loss o the PSU'S,  any, will be
bome by Covt  In wview of this, no provision ks considered
TIECESsary.

Balances of debiom'dreditons and liabilities anr being reconcilod
at the ime of settlement of individeal transaction. As the
settlements gre done with the consent of the assockates, the
jprocegdune fodlowed 18 contidensd adeguate.

The subsidiary company is 3 going concem, is in business and
having rading profit during 2009-10.  Keeping in view It& lomg
term bublness plin no provishon s considered necessary,

Though this obsenvation has been made only in respect of one
branch, o ensure svoidance of recurrence, necessary updation
i being caried oul.

Isiruciions and guldelines have besn issued from fme i e o
branches and divistons for verification of te inventoressocks
by nominabed surveyors as well as 5TC officials on pericdical
bases. Imternal Auditors have also been advised to camy out thea
vricathon of such inspection repos during thelir quanery audits,
Iristructions bave been bsued again for sivict compliance

Debtors, advances and othér claims are being reviewed
continuously by the concermned branches'divisions, The same ae
lso revvieswed ol corporate offics level and necemany Instrections
issped froem time b0 time io the concerned branches and divisions,
A position note on debtors i submitted 1o Board on quartarty
basls. In order bo strengihen the syitem further, debl review
commities has already been constituted for mview of dues.

Sl el
MK Mathury [M.E. Hirmal
Chaiman & Managing Direcior Cirector (Financel
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