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This Epitome presents, at a glance, the contents
of the Report of the Comptroller and Auditor
General of India for the year ended March 2017
on Public Sector Undertakings of the
Government of Karnataka (Report No. 3 of the
year 2018).

This Report contains major audit findings in
respect of Government Companies and
Statutory Corporations of the Government of
Karnataka.  This  Report  contains  two
Performance Audits and 12 Compliance Audit
paragraphs.

This Epitome contains only the summarised
version of important issues included in the
Report. While it has been our endeavour to keep
the contents of this document as close as
possible to the original Report, the original
Report ought to be referred to for facts and
figures.

The complete Report is available at
www.cag.gov.in or www.agkar.cag.govin. A CD
containing the complete Report in English and
Kannada is provided with the Epitorme.

(Bijit Kumar Mukherjee)
Accountant General
(Economic and Revenue Social Sector Audit)

Karnataka



Introduction

Performance of Public Sector Undertakings

As on 31 March 2017, the State of Karnataka had 90
working Public Sector Undertakings-PSUs (84 Companies
and 6 Statutory Corporations) and 12 non-working PSUs
(all Companies). The total investment (capital and
long-term loans) in these 102 PSUs was % 1,03,717.40
crore.

Some other key parameters of PSUs for last three years
are given below:

[ Particulars | 201415 [ 201516 | 201617 |

Budgetary outgo towards equity, 13,957.53  17,526.50 23,115.41
loans, grants and subsidies

 incrore)

Return on capital employed 5.16 4.80 4.92
(per cent)

Return on Equity (-)0.17 (-)0.80 (-)0.08
(per cent)

Debt 32,086.94  36,774.18 42,613.76
 incrore)

Tumnover' 48,765.18  53,787.89 56,478.00
( in crore)

Debt-Tumover ratio 0.66:1 0.68:1 0.75:1
Interest payments 4,090.73 4,592.09 3,807.07
(€ in crore)

Accumulated profits/ losses (-) 731.66 861.65 299.26

 in crore)




Financial position and working results

The financial position and working results (i.e. overall
profit earned /loss incurred) of the working PSUs for last
three years given below:
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As per their latest finalised accounts, out of the 90 working
PSUs, 52 PSUs earned profit of ¥ 1,420.49 crore and 22
PSUs incurred loss of ¥ 1,265.37 crore. The remaining 16
PSUs either have only pre-operative expenditure or have
not finalised their first accounts or prepared income and
expenditure statements.

Quality of accounts

During the year 2016-17, out of 66 accounts finalised, the
Statutory Auditors gave unqualified reports on 19
accounts, qualified reports on 45 accounts, adverse
reports for one accounts and disclaimer report on one
accounts. The quality of accounts of working Government
companies needs improvement.

Arrears in accounts

As at the end of September 2017, fifty-nine working PSUs
had arrears in finilisation of their 75 accounts. The arrears

pertained to the years 2013-14 to 2016-17.




PERFORMANCE AUDIT

2.1 Performance of Raichur Thermal Power Station

Unit-8 of Karnataka Power Corporation Limited

Karnataka Power Corporation Limited was established
with the main objective of planning, promoting and
organising development of power including construction,
generation and maintenance of power stations in the
State.

Audit Objectives

The Performance Audit was conducted to assess
whether :

e  Operational efficiency of the Unit-8 of Raichur
Thermal Power Station (RTPS) was achieved, leading
to optimal output, and

) The Unit was able to keep associated environmental
pollution levels within permissible limits through
appropriate remedial steps.

Scope of Audit

The current Performance Audit covered the operational
performance of the Unit-8 and its efforts to keep
environmental pollution within permissible limits by
meeting applicable environmental norms during 2011-12
to 2016-17.




Major audit findings
Operational Parameters

Non-achievement of minimum generation and
generation loss due to machinery constraints

The performance of RTPS (Unit-8) was quite sub-optimal
during the first four years upto 2014-15 and the shortfall in
generation during this period was 4,077.71 Million Units
/. (MU). The loss of generation due to failure of equipment

(Refer Picture 1, 2 alongside) was 3,856.784 MU during
the said period. The Management could have avoided
much of the loss of generation due to failure of equipment
(viz. Electrostatic Precipitator (ESP), Coal Handling Plant
and Air Pre-Heater) and ensured that the Unit lived upto
the expectation of the State, which was reeling under
POWEr Crisis.

(Paragraphs 2.1.9.3,2.1.10.1t0 2.1.10.4)

Picture 1: Collapsed ESP Picture 2: Damage to Barring Gear




Working of Efficiency Section

The Efficiency Section was assigned with the job of
monitoring performance parameters, boiler efficiency,
interacting with Operations and Maintenance (O&M) staff
for complying with performance parameters. However,
the Efficiency Section did not monitor the performance
parameters and interact with O&M staff on regular basis.

(Paragraph 2.1.9.1)
Consumption parameters
Excess Auxiliary Power consumption

The auxiliary consumption of the Unit was above nine per
cent till 2014-15 as against the norm of 8.5 per cent
prescribed by Karnataka Electricity = Regulatory
Commission (KERC). This deprived the consumers of the
State of energy to the extent of 42.64 MU for the period
from 2011-12 to0 2016-17 resulting in loss of ¥ 11.37 crore
to the Company.

(Paragraph 2.1.11.7)

Excess consumption of coal due to excess Station Heat
Rate

The deviation in Station Heat Rate (SHR) of the Unit-8
varied between 50 kilo calories (kcal) to 583 kcal above
the norm fixed by KERC. The excess SHR resulted in
excess consumption of coal by 4.22 lakh Metric Tonne
(MT) amounting to ¥ 153.45 crore during the period 2011
12 to 2016-17. The main reasons for the high SHR were
deviations from key operational parameters and not
running the Unit at the optimum load from March 2013 to
August 2014.

(Paragraph 2.1.11.4)



Excess consumption of Water and Heavy Fuel Oil (HFO)

The actual consumption of water per Mega Watt
hour (MWh) was in the range of 5.1 to 7.9 cubic
metres (cum) as against the norm of 3.08
cum/MWh during the years 2013-14 to 2016-17.
The excess water consumption adversely affected
water conservation policy of the Government.

Heavy Fuel Qil (HFO), a start-up fuel, recorded very
high consumption owing to repeated failure of
equipment in the initial four years. The Unit
consumed excess HFO to the extent of 49,726 Kilo
Litres (KL) during the period 2011-12 to 2015-16,
resulting in a loss of ¥ 234.75 crore.

(Paragraphs 2.1.11.2,2.1.11.3)

Environmental issues

Absence of long-term plan for ash disposal

The Unit could not achieve 100 per cent disposal of
fly ash and did not comply with the guidelines
issued by Ministry of Environment and Forests
(MoEF) in the interest of protecting the environment.

The Ash Pond, meant for only bottom ash (20 per
cent of total ash), was filled with fly ash too (in the
form of slurry). That, as well as the fact that slurry
from neighbouring plant Yermarus Thermal Power
Station (YTPS) was also proposed for disposal in
the same Ash Pond, was liable to cause it to be full
before its envisaged life-span, thereby endangering
the neighbourhood and threating premature closure
of the plant. There was no Action Plan in place to
handle this crisis on a timely basis.

(Paragraph 2.1.12.1)



Failure to achieve Bureau of Energy Efficiency Norms

The Unit was responsible for higher Heat Rate and thus,
prevented the Station from achieving Perform Achieve
and Trade (PAT) norms, thereby causing extra expenditure
owing to purchase of Energy Saving Certificate (ESCerts)
worth ¥ 107.39 crore.

(Paragraph 2.1.12.2)
Higher Stack Emission

The Stack Emission, though within the limits prescribed
by Karnataka State Pollution Control Board (KSPCB), was
beyond the design of ESP. The Unit recorded stack
emission level between 74 mg/Nm3 and 123 mg/Nm3
beyond the level of 50mg/Nm3. as per the design of ESP
in all the months during the period 2013 to 2017 and
exceeded the KSPCB norms in three months (2013-14),
mainly due to poor performance of ESP.

(Paragraph 2.1.12.4)



RECOMMENDATIONS:

The Company may consider:-

Ensuring strict compliance to operation and
maintenance requirements, as recommended by the
manufacturers, through a robust internal control
mechanism, so that any defect noticed can be
brought to the notice of the manufacturers
immediately.

Strengthening the Efficiency Section of Unit-8, which
was responsible for monitoring the performance
parameters.

Ensuring that all avenues for use of ash, like in
building construction, road works, paint industry, etc.
are tapped to make sure that 100 per cent disposal of
fly ash is achieved.

Enforcing the conditions in the ash disposal contract
to ensure 100 per cent disposal of fly ash. This would
enable the Company to overcome the crisis of Ash
Pond being filled up much earlier than planned and
avoid stoppage of generation in the near future.

Regularly monitoring emission to ensure that
emission is within the design parameters of
Electrostatic Precipitator (ESP).




2.2 Implementation of Projects by Cauvery Neeravari

Nigama Limited

The Cauvery Neeravari Nigama Limited (Company) was
incorporated in June 2003 under the Companies Act,
1956, to complete the works of and to maintain, operate,
improve or modernise on-going Major and Medium
Irrigation Projects including Lift Irrigation Works and such
works entrusted to the Command Area Development
Authority (CADA) in the Cauvery basin.

Audit Objectives

The Performance Audit was conducted to assess
whether:

e  Proper planning was in place while taking up the
projects; and

° The works were executed within the stipulated
time-frame and the implementation was effective in
achieving the objectives set out in the Project
Reports.

Scope of audit

The Company executes Projects under the categories of
Potential  oriented  works,  modernisation  and
improvement of works, Drinking Water Scheme/Tank
Filling Scheme and Restoration and Rejuvenation of
rivers. Audit selected a total of 19 out of 72 projects (26
per cent), covering an expenditure of ¥ 1,433.41 crore out
of total expenditure of X 2,781.96 crore (52 per cent)
incurred under these four categories, during the period
2012-13 and 2016-17.



Major audit findings
Lacunae in Planning

Absence of comprehensive Annual Works Programme
(AWP)

Each of the 28 Divisions prepared separate AWPs, which
were approved by the Managing Director. As a result, a
comprehensive outlook of the projects for its
implementation was absent.

(Paragraph 2.2.11.2)
Large quantum of spillover works

Due to delay in approval of AWPs, the plans for tendering
and awarding were running almost a year behind schedule
with the result that there was accumulation of spillover
works year after year. At the end of March 2017, the
Company as a whole had 3,427 spillover works with
estimated balance cost of X 4,441.79 crore.

(Paragraph 2.2.11.3)

Planning for creation of irrigation potential and Field
Irrigation Channels

Lack of priority in planning for potential oriented works
and creation of Field Irrigation Channels (FICs) resulted in
a total of 5968 ha of potential oriented work and
42,400.68 ha of FICs remaining incomplete even after a
lapse of more than 12 years, which should have been
completed by 2005 and 2006 respectively as per State
Water Policy.

(Paragraphs 2.2.11.6 and 2.2.11.7)



Absence of plans for Participatory Irrigation
Management

e No emphasis was given in the plan documents of
the  Company for Participatory Irrigation
Management.

e Out of 630 registered Water Users Co-operative
Societies (WUCS), only 357 WUCS were functional,
of which only 54 WUCS were active.

®  There were no Action Plans to vitalise the WUCS and
hand over management of water activities to them.

(Paragraph 2.2.11.8)
Delay in implementation of the Projects

Our examination of the 19 selected projects revealed that
14 projects were delayed beyond their scheduled
completion dates. Implementation of the projects
suffered due to land acquisition problems, delays in
approval of designs, non-synchronisation of associated
works with main works and other administrative reasons,
all of which were avoidable factors. The cause and effect
are summarised alongside.

(Paragraphs 2.2.12.1t02.2.12.4)



CAUSES
DELAY IN LAND ACQUISITION

@® DELAYED SUBMISSION OF PROPOSALS
® |MPROPER ASSESSMENT OF EXTENT OF

POOR MONITORING
LAND
® DELAY/NON-PAYMENT OF LAND / @ STATUS OF PROJECTS NOT SUBMITTED /

COMPENSATION 0 MONITORED BY BOARD
® SHORTAGE OF SURVEYORS @ MD DISCUSSED DELAYS ONLY FOR FEW
SELECTED PROJECTS

@ NO SPECIFIC INSTRUCTIONS GIVEN FOR
DELAY IN APPROVAL OF DESIGNS TAKING CORRECTIVE ACTION
@ DELAYS IN SUBMISSION OF DRAWINGS \‘o
BY CONTRACTORS DELAYS BY CONTRACTOR
® SHORTAGE OF DESIGN STAFF IN
COMPANY / @ CITING REASONS OF NON-AVAILABILITY

@ | ONG PROCESS TIME FOR APPROVAL BY O OF MATERIALS/LABOUR
OFFICIAL HIERARCHY @ CITING REASONS OF WATER IN CANAL,
SEEPAGE ETC.

NON-SYNCHRONISATION OF WORKS
® \SSOCIATED WORKS TENDERED AFTER o)
DELAYS ADMINISTRATIVE REASONS
@ DELAYS IN COMPLETION OF ASSOCIATED
WORKS @ DELAY IN APPROVAL OF EXTRA

O FINANCIAL IMPLICATIONS

EFFECTS

DELAYS IN COMPLETION OF PROJECTS (14 OF THE 19 TEST CHECKED) BY 3
MONTHS T0 4 YEARS

DELAY IN CREATION OF IRRIGATION POTENTIAL (5,5968 HA)

DELAY IN CREATION OF FIELD IRRIGATION CHANNELS (42,400.68 HA)
DELAY IN PROVIDING WATER TO SUFFERING ACHKAT

DELAY IN REALISATION OF BENEFIT OF FILLING 81 TANKS TO PROVIDE DRINKING
WATER T0 310 VILLAGES
EXPENDITURE INCURRED ON DELAYED PROJECTS: X 560.32 CRORE.




Quality Control and Third Party Inspections

Adequate attention was not given to Inspection Reports of
the Quality Control Divisions. In respect of 33 Inspection
Notes of six test-checked projects’. The divisions which
were executing the work did not submit Action Taken
Reports (ATRs). The ATRs were pending for five months to
six years from the date of Inspection till date (May 2017).

(Paragraph 2.2.12.6)
Monitoring

The Board of Directors (BoD) did not discuss the progress
of work of any of the projects during 2012 13t0 2016-17 as
they had not been submitted to them.

(Paragraph 2.2.12.7)
Delay/Non-achievement of objectives of the Projects

As a result of the delay in completion of 14 of the 19 test
checked projects, the benefits envisaged in the Project
Reports of filling up of 81 tanks for providing drinking water
to 310 villages, providing water to suffering achkat of 3,200
acres and efforts to restore and rejuvenate the Arkavathy
river, were delayed and the objectives were not realised in
time. A total of ¥ 560.32 crore were incurred on these
delayed projects.

(Paragraph 2.2.12)




RECOMMENDATIONS:

The Company may consider:-

e Preparing the comprehensive Annual Works
Programme for effective water utilisation of Cauvery
water.

e  Prioritising completion of all the spillover works
pending since many years, before taking up fresh
WOrks.

e According greater priority in its plan documents for
potential creation and Field Irrigation Canals (FIC),
acquisition of land in advance and sharing
information with Command Area Development
Authority, so that the irrigation potential and FIC are
created at the earliest.

® Taking action for making payment towards land
compensation, which were overdue since many
years.

e  Fixing timeline for approval at various levels for
clearance/approval of drawings, so that the process
time for granting approvals is regulated.

®  FEnsuring that the associated works are awarded in
synchronisation with the main work.

®  Monitoring Action Taken Reports in the meetings and
acting upon them promptly.




COMPLIANCE AUDIT

This chapter includes observations on unproductive
investment, violation of contractual obligations, undue
favours to contractors, extra/avoidable expenditure, non
recovery of dues and cases where the intended objectives
of the projects of the Government were not achieved. The
important observations are as detailed below:

Karnataka Neeravari Nigam Limited
Irregular payment of incentive to the contractors

The tender documents of Modernisation of Bhadra Canal
System included a clause enabling payment of a
weightage amount of 25 per cent (incentive) on specified
items of work, which would be released to the contractor
on completion of 90 to 100 per cent of the modernisation
work within the single closure period/ stipulated period.
However, in respect of three works of the aforesaid
project, the payment of incentive of ¥ 11.11 crore was
done though the contractors had not completed the
stipulated work, which was in contravention of tender
conditions and resulted in undue benefit to the
contractors.

(Paragraph 3.1)




Karnataka Neeravari Nigam Limited
Avoidable payment of ¥ 3.80 crore

The Company did not utilise the relevant provisions of the
conditions of Supply of Electricity of Distribution Licensees
to reduce the contract demand during off-season and
incurred additional contract demand charges of ¥ 2.1
crore. Besides, it did not monitor Power Factor and paid
¥ 1.24 crore as penalty, in addition to penalty of ¥ 0.45 crore
towards delayed payment.

(Paragraph 3.2)
Krishna Bhagya Jala Nigam Limited
Undue financial benefit to the Contractor

The Company paid ¥ 51.58 crore as weightage in the
penultimate RA Bill instead of Final Bill and benefitted the
contractor by ¥ 6.02 crore towards interest, apart from
making excess payment of ¥ 4.82 crore contrary to tender
conditions.

(Paragraph 3.3)
Karnataka Road Development Corporation Limited
Avoidable payment of compensation

The Company did not hand over the land for construction
of road from Kudalag-Sandur to Torangal and from
Honnali town to Honnali Taluk border and paid avoidable
compensation of ¥ 35.20 crore to the contractor.

(Paragraph 3.4)




Karnataka Power Corporation Limited
Injudicious procurement of spares

The Company procured spares for its Diesel Generating
Plant though it was aware that it was to switch over to Gas
Plant and that environmental norms had not complied
with. These spares worth X 5.04 crore had to be written off.

(Paragraph 3.5)
The Mysore Paper Mills Limited
Injudicious Expenditure

The Company, in view of it being referred to Board for
Industrial and Financial Reconstruction (BIFR), shifted its
operations to its Registered Office at Bhadravathi, but
injudiciously retained its big office premises in Bengaluru
for six of the officers/officials. This resulted in avoidable
expenditure of ¥ 1.28 crore.

(Paragraph 3.7)
Cauvery Neeravari Nigama Limited
Inefficient management of surplus funds

The Company did not avail auto-sweep facility from its
bank for the funds in its current account and suffered loss
of interest of ¥ 1.16 crore.

(Paragraph 3.8)



Karnataka State Financial Corporation

Sanction, Disbursement and Security Realisation of
Loans and Advances

The Corporation did not adequately monitor
implementation of its Lending Policy.

There were procedural lapses exposing lack of
internal control, risk of default and limitations to
invoke legal recourse.

The Corporation did not liquidate securities obtained
as guarantee against default.

The Corporation failed to initiate action under Section
29 and 31 of the SFC Act, 1951, and helped the
borrowers escape recovery of loans.

(Paragraph 3.12)




Other observations

Gulbarga Electricity Supply Company Limited failed
to encash bank guarantee and monitor the works of
construction of independent feeders under
Niranthara Jyothi Yojane, resulting in loss of ¥ 1.17
crore.

(Paragraph 3.6)

Non-acceptance of bank guarantee submitted by the
lowest bidder by Karnataka Small Industries
Development Corporation Limited and consequent
cancellation of bid resulted in escalation of cost of
the work by % 86 lakh.

(Paragraph 3.9)

Non-completion of Enterprise Resource Planning
system in Karnataka State Handicrafts Development
Corporation Limited even after ten years resulted in
unfruitful expenditure of ¥ 75.97 lakh.

(Paragraph 3.10)

The Karnataka Urban Infrastructure Development
and Finance Corporation Limited ignored the
discrepancy in the tender document while evaluating
the bids, which resulted in extra cost of X 55.76 lakh.

(Paragraph 3.11)
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