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Chapter 1l

2. Performance reviews relating to Government compaes

Haryana Agro Industries Corporation Limited

2.1

Working of Haryana Agro Industries Corporation Limited

|Executive Summary

Haryana Agro Industries Corporation Limited

(Company) was established in 1967 as a joint
venture of State Government and Government of
India with the objective to promote agro based

industries, provide farmers with agricultural
implements and assist them in farm
mechanisation. Besides, the Company was

assigned procurement of wheat, paddy and bajra
for the central pool. As on 31 March 2010, the
Company had 17 Farmers Service Centres (FSCs),
three manufacturing plants, six petrol pumps and
four storage godowns to carry out its activities.

Finances and performance

All three manufacturing plants incurred losses

during the five years from 2004-05 to 2008-09. The
FSCs which were carrying out trading activities

related with farmers, suffered losses of
¥11.08 crore during 2004-09. Though the

Company overall, had been earning profits, but the
same were mainly contributed from procurement
activities for central pool, turnover of which was 84
to 89 per cent of total turnover during 2004-09.

Appraisal of activities

The Company had not taken any step to assist and
promote agro based industries such as poultry,
dairy, land development, seeds and other agro
based industries in terms of its main objectives. It
did not finance any agro based industry during
the period under review. The Company did not
make efforts to produce and deliver the
agricultural implements at competitive rates to the
farmers and provide pesticides and insecticides to
farmers directly at reasonable rates. The
Company’s manufacturing plants withoutdated
infrastructure were grossly underutilised and
were engaged in supply of their products to
Government organisations only. Though the
Company had analysed the reasons for low
capacity utilisation, it had not taken any steps to
address the issue and increase the production.

Procurement activity

The procurement activity in wheat and paddy was
found satisfactory. While the procurement of
wheat ranged between 8.86 to 10.67 per cent of
total state procurement against the target of nine
per cent, the procurement targets for paddy were
achieved fully during the last five years up to
2009-10. However, the procurement of bajra was
inconsistent which ranged between nil and 29
per cent in 2005-06 to 2009-10. The Company did
not enforce terms of agreements executed with the
millers for milling of paddy and as a result
suffered loss oR 1.67 crore in two cases.

The activities of the Company were mainly
procurement concentric and it was not paying
due attention to the activities necessary for
accomplishment of its laid down objectives. The
manpower in A, B and C categories was
inadequate resulting in junior staff undertaking
higher responsibilities involving huge funds
without any supervision thereby exposed to risks
of committing errors and misappropriation.
The Company did not prepare budgets on
realistic basis and was not prompt in claiming
from FCI the reimbursement of guarantee fees
paid to Government. There are remote chances
of recovery of dues shown recoverable from
employees.

Conclusion and Recommendations

The deficiencies in the Company’s functioning

are controllable and there is scope to improve the
performance through better management of its
operations. This review contains  Six

recommendations to improve the Company’s
performance. Preparation of budget on realistic
basis, upgradation of old manufacturing plants,

strengthening of marketing network and

exploring possibilities of new ventures are some
of these recommendations.
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Haryana Power Generation CorporationLimited

2.2 Power Generation Activities

|Executive Summary

Power is an essential requirement for all facets of
life and has been recognised as a basic human
need. In view of phenomenal growth in the demand
of power since 2005-06, capacity addition was not
adequate to meet the requirement leaving a deficit
of 2,423.6 MW at the end of 2009-10. In the
background of chronic power shortage in the State,
it was considered desirable to conduct performance
audit of Haryana Power Generation Corporation
Limited to assess the status of power generation vis-
a-vis requirement for power during the period
2005-06 to 2009-10. The audit findings are
discussed below.

Planning and Project Management

The total installed capacity of the State increased
from 4,033.60 MW as on 1 April 2005 to 4,636.75
MW as on 31 March 2010. During 2005-10, actual
capacity addition was 970.71 MW only against
3,720.71 MW planned by the State, leaving shortfall
of 2750 MW. Besides, there was decrease in
capacity by 367.56 MW during 2005-10. The
shortfall in capacity addition was due to delayed
commercial operation of two Units of 300 MW each
at Deenbandhu Chottu Ram Thermal Power Plant
(DCRTPP), Yamunanagar; non commissioning of
Unit— 1 and 2 (600 MW each) of Rajiv Gandhi
Thermal Power Plant (RGTPP), Hisar due to
prolonged trial operations; and non taking up of
Gas based Power Plant of 1,050 MW (increased to
1500 MW) at Faridabad and "8 Unit of 300 MW
(now increased to 660 MW September 2009) at
DCRTPP, Yamunanagar. There was cost overrun
of ¥ 305.18 crore in the construction of RGTPP,
Hisar. There were other deficiencies in the
execution of RGTPP, Hisar such as
non-implementation of zero discharge scheme,
delay in synchronisation and prolonged trial run
leading to delay in commercial operation of the
Units.

Due to inadequate installed capacity, the State
had to resort to purchase of power through short
term Power Purchase Agreements (PPAs) and
unscheduled interchange ranging between

2,606 MUs and 6,027MUs which was costly as
compared to own generation cost and cost from
other long term PPAs. However, over the review
period load shedding was reduced from 2,270.42
MUs (2007-08) to 68.71 MUs (2009-10).

Operational performance

Performance of the existing generation stations
depends on efficient use of material, manpower and
capacity of the plants so as to generate maximum
energy possible without effecting the long term
operation of the plants. Audit of operation of the
power stations revealed that the Plant Load Factor
(PLF) of Panipat Thermal Power Station-1 (PTPS-I),
was lower than Haryana Electricity Regulatory
Commission (HERC) norm (except 2005-06) as well
as national average and that of PTPS-Il was largely
above the HERC norm as well as the national
average. The forced outages in respect of PTPS-I
remained more than the Central Electricity Authority
(CEA) norm of 10 per cent and in respect of PTPS-II,
it was more than the norms only during 2005-06.
Compliance of the CEA norms would have entailed
availability of additional 8,954 hours with
consequential generation of 1,008.84 MUs valued at
¥90.20 crore. With better preventive maintenance,
forced outages could have been reduced considerably.
Due to frequent breakdown of Units and delay in
timely rectification of defects, auxiliary consumption
was higher as compared to the norm. There was
excess consumption of coal as compared to HERC
norms valued a®251.75 crore during review period.

Conclusion and Recommendations

Timely commissioning of RGTPP, Hisar could have
enabled the Company to generate additional power to
the extent of 3,790 MUs. Excessive outages than the
norms of CEA and delay in taking up preventive
maintenance work resulted in generation loss of 3,206
MUs during 2005-10. Inadequate capacity additions
have increased the dependence of the State on high
cost power purchases. The review contains six
recommendations which inter-alia include increasing
the PLF, adherence to schedule maintenance of plants
and adherence to environmental safeguards.
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Introduction

2.2.1 Power is an essential requirement for all facetdifef and has been
recognised as a basic human need. The availabflitgliable and quality power
at competitive rates is very crucial to sustainngioof all sectors of the economy.
The Electricity Act, 2003 provides a framework coove to development of the
Power Sector, promote transparency and competéiah protect the interest of
the consumers. In compliance with Section 3 ofikiné Act, the Government of
India (GOI) prepared the National Electricity Pglian February 2005 in
consultation with the State Governments and CEAdfarelopment of the Power
Sector based on optimal utilisation of resourcks toal, gas, nuclear material,
hydro and renewable sources of energy. The Padintg; alia, aims at, laying
guidelines for accelerated development of the Pdemtor and requires CEA to
frame National Electricity Plan (NEP) once in fiyears. The Plan would be short
term framework of five years and give a 15 yeagsspective.

For 2005-06, electricity requirement in Haryana wasessed as 23,791 Million
Units (MUs) of which only 23,243.77 MUs were avai leaving a shortfall of
547.23 MUs, (2.3(er cent). The total installed power generation capagityhie
State was 4,033.60 Mega Watt (MW) and effectiveilalsle capacity was
3,226.88 MW against the peak demand of 4,333 MWitegadeficit of 1,106.12
MW (25.53 per cent). As on 31 March 2010, the comparative figures of
requirement and availability of power were 33,5209v&and 33,451.29 MUs with
deficit of 68.71 MUs (0.20per cent), whereas the installed capacity was
4,636.7% MW and effective available capacityas 3,709.40 MW against the
peak demand of 6,133 MW laving a deficit of 2,42818V (39.52 per cent).
Thus, there was a growth in peak demand of 1800 ddvihg 2005-10, whereas
the net capacity addition was 603.15 KIW

In Haryana, generation of power is carried out rjdna Power Generation
Corporation Limited (Company), which was incorpedaton 17 March 1997
under the Companies Act, 1956 as a wholly ownede@owent Company in
accordance with the Haryana Electricity Reforms,A97. The Company is
under the administrative control of the Power Dapant of the State
Government. The management of the Company is desith a Board of
Directors comprising, as on 31 March 2010, a Chamrma Managing Director
(MD), three Whole Time Directors and six part tifd&ectors appointed by the
State Government. For carrying out day-to-day ajpens, the MD (Chief
Executive) is assisted by the whole time Directansl Chief Engineers. The
Company has three thermal generating stationsvandhydro generating stations
with installed capacity (March 2010) of 2,022.8 MMd 62.7 MW respectively.
The turnover of the Company w#&s3,792.82 crore in 2008-09, which was equal
to 20.59 per cent and 2.10 per cent of the turnover of State PSUs

* 80 per cent of installed capacity as per CEA norm for PLF.

¢ Own Generation 2085.5 MW, Shared 875 MW, long term PPA wignti@ Public
Sector Undertakings (CPSU) 1617.25 MW Non conventional sdg4cMW and IPP 25
MW.

# Actual capacity addition 970.71 MW minus decrease pacigdy 367.56 MW. (detail in

paragraph 2.2.13).
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(X 18,424.04 crore) and State Gross Domestic Prod#ct,80,494 crore),
respectively. It employed 3,451 employees as oM&dch 2010.

A review on the Construction and Operation of Uhiand Il of DCRTPP
Yamunanagar of the Company, was included in theoRe&h the Comptroller and
Auditor General of India for the year 2008-09 (Coemaial), Government of
Haryana. The Report was yet to be discussed byCin@mittee on Public
Undertakings.

Scope and Methodology of Audit

2.2.2 The present review conducted during January 2010layp 2010 covers
the performance of the Company during the periochf2005-06 to 2009-10. The
review mainly deals with Planning, Project Managetn€&inancial Management,
Operational Performance, Environmental Issues andnitdring by Top
Management. The audit examination involved scyuth records at the Head
Office and one (PTPS with G%r cent of the total installed capacity) out of five*
generating stations, and one thermal power plaguconstruction at Hisar.

The methodology adopted for attaining the audiectiyes with reference to audit
criteria consisted of explaining audit objectivesTop Management, scrutiny of
records at Head Office and selected unit, intepactiith the auditee personnel,
analysis of data with reference to audit criter@@sing of audit queries, discussion
of audit findings with the Management and issue doéft review to the
Management for comments.

Audit objectives

2.2.3 The objectives of the performance audit were:
Planning and Project Management
. To assess whether capacity addition programme tagéio be taken up

to meet the shortage of power in the State isna lvith the National
Policy of Power for All by 2012;

. To assess whether a plan of action is in place ofgtimization of
generation from the existing capacity;

. To ascertain whether the contracts were awardet dite regard to
economy and in transparent manner; and

. To ascertain whether the execution of projects wenanaged
economically, effectively and efficiently.

* Three thermal stations at Panipat, Yamunanagar and Fadidaie Hydel at Bhud Kalan
and one micro hydel at Kakroi.
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Financial Management

To ascertain whether the projections for funding tiew projects and up
gradation of existing generating units were realisncluding the
identification and optimal utilisation for intendedrpose;

To assess whether all claims including energy biise properly raised
and recovered in an efficient manner; and

To assess the soundness of financial health ajgherating undertaking.

Operational Performance

To assess whether the power plants were operatiéderfly and
preventive maintenance as prescribed was carriednioimising the
forced outages;

To assess whether requirement of fuel was worked realistically,
procured economically and utilised efficiently;

To assess whether the manpower requirement wasstieaand its
utilisation optimal;

To assess whether the Life Extension (LE), Renowmatiand
Modernisation (R&M) programme were ascertained eangied out in an
economic, effective and efficient manner; and

To assess the impact of R&M/LE activity on the @penal performance
of the Unit.

Environmental Issues

To assess whether the various types of pollutaaits {(vater, noise,
hazardous waste) in power stations were withinptiescribed norms and
complied with the required statutory requiremeatsj

To assess the adequacy of waste management system ita
implementation.

Monitoring and Evaluation

To ascertain whether adequate Management Inform&istem (MIS)
existed in the entity to monitor and assess theaoh@nd utilise the
feedback for preparation of future schemes.

Audit Criteria

2.2.4 The audit criteria adopted for assessing the aemewt of the audit

objectives were:

NEP, norms/guidelines of CEA regarding planning enplementation of
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the projects;

economy, efficiency and effectiveness;

targets fixed for generation of power ;

Acts relating to Environmental laws.

parameters fixed for plant availability, PLF etc;

prescribed norms for planned outages; and

performance of best performers in the regionsralid averages;

standard procedures for award of contract withregfee to principles of

Financial Position and Working Results

2.2.5 The financial position of the Company for the fgears ending 2008-09*

is given below.

R in crore
Particulars 2005-06 | 2006-07 | 2007-08 [ 2008-09
A. Liabilities
Paid up Capital 831.9b 1,292.09| 1,853.17| 2,403.97
Reserve & Surplus (including Capital Grapts - - - -
but excluding Depreciation Reserve) T
Borrowings (Loan Funds)
Secured 2,872.42| 3,936.60( 5,221.67 4,465.45
Unsecured 1,045.0p 1,173.07 470.18 436.66
Current Liabilities & Provisions 991.8p 1,913.00| 1,891.39| 1,913.34
Deferred Tax liabilities - 84.2 87.97 118.45
Total 5,741.29| 8,398.98( 9,524.38( 9,337.87
B. Assets
Gross Fixed Assets 3,662.83 3,715.21| 3,767.64| 6,133.91
Less: Depreciatio 729.37 1,026.6( 1,304.0’ 1,724.5.
Net Fixed Asset 2,933.4¢| 2,688.6. 2,463.5 | 4,409.3¢
Capital work-in-progress 205.9¢| 1,697.5¢( 29585¢| 2,722.5:
Investments - - 229.2¢ 229.3¢
Current Assets, Loans and Advan 2,503.17| 3,841.8:( 3,704.0:| 1,835.9¢
Deferred Revenue Expenditure 11.p2 0.8 0.71 0.62
Accumulated losse 87.7¢ 170.2: 168.2¢ 140.0:
Total 5,741.29  8,398.98 9,524.38  9,337.8§7

Debt Equity ratio of 70:30 is generally considemtkequate against which the
Company’s debt equity ratio ranged from 75:25 to364during 2005-09. The
accumulated losses of the Company steeply incre&ésed X 87.74 crore in

2005-06 toX 170.21 crore in 2006-07. It decrease& th68.26 crore in 2007-08

*

Annual Accounts for the year 2009-10 have not been prdsaréar.
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andX 140.03 crore in 2008-09.

The Management stated (July 2010) that compliahéeoounting Standard (AS)
for provision of deferred tax resulted in additibreccumulated loss, which
actually was not the expenditure.

Working results

2.2.6 The working results of generation activity of thendpany for the four
years ending 2008-09 are given below:

X in crore)
Sl. | Description 2005-06| 2006-07 | 2007-08 | 2008-09
No.
1 Income
Generation Revenue 2,334.06  2,779/09 2,7990.03 9282
Other income including interest/subsidy 317 6,38 8.56 28.92
Total Income 2,337.23| 2,785.47| 2,798.59| 3,821.74
2 Generation
Total generation (In MUs) 9,181.92 10,78033 50,83| 13,519.16
Less: Auxiliary consumption (In MUs) 911.44 100, 1078.36 1294.1
Total generation available for Transmission and| 8,269.68| 9,740.17( 9,881.27| 12,225.03
Distribution (In MUs)
3 Expenditure
(@) | Fixed cost
(i) | Employees cost 146.91 164.65 207.8p 355.30
(i) | Administrative and General expenses 12|26 aq.0 13.05 20.48
(iii) | Depreciatiol 255.2¢ 274.2¢ 277.4° 420.1¢
(iv) | Interest and finance charges 221[01 183.24 .86p 355.90
Total fixed cos 635.4¢ 637.2! 665.2( 1,151.8¢
(b) | Variable cost
(i) | Fuel consumption
(a) Coal 1,500.85] 1,774.6( 1,850.73 2,392.p3
(b) Qil 55.89 44.50] 87.3 144.76
(e) Other fuel related cost including shortagesplug| 74.38 63.94 49.0] 28.5p
consumed during trial stage charged to capital /ofk
(i) | Cost of water (hydel/ thermal/gas/others) 7199 9.38 13.08, 23.8(
(i) | Lubricants and consumables 1.16 0.46 0{49 40.4
(iv) | repair and maintenance 65.38 8567 7135 B)$.3
Total variable cost 1,705.65| 1,978.55[ 2,071.96] 2,696.17
C. | Total cost 3(a) + (b) 2,341.09] 2,615.78| 2,737.16| 3,878.03
4 | Realisation (per unit) 2.8p 2.86 2.83 3.3
5 Fixed cost (per unit) 0.77 0.66 0.7 0.p4
6 | Variable cost (per unit) 2.0p 2.43 2.10 2.p1
7 | Total cost per unit (5+6) 2.8B 2.99 2.Y7 3f15
8 | Contribution (4-6) (per unit) 0.7¢ 0.83 0.13 0.p2
9 | Profit (+)/Loss(-) (4-7) -0.01 0.17 0.06 -0.02

It would be seen from the table that during 2005368pite increase in realisation
per unit ok 0.31 fromX 2.82 during 2005-06 t® 3.13 during 2008-09, there was
loss ofR 0.02 per unit due to higher operation cost asudised in paragraph 2.2.9.
However, during 2006-07 and 2007-08, the Compamgeshprofit of¥ 0.17 and

% 0.06 per unit respectively.
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Elements of cost:

2.2.7 Fuel, Consumables and Depreciation constitute tlagomelements of
costs. The percentage break-up of costs for 200808iven below in the
pie-chart:

Elements of cost

9.2%
0.5% O Manpowe

3.4%

B Repair& Maintenance

10.9% O Depreciation

O Interestandfinance
charge
H Fuel & Consumable

9.2%

66.8% O Miscellaneou

Elements of Revenue:

2.2.8 Sale of Power constitutes the major elements ofrmeg. The percentage
break-up of revenue for 2008-09 is given belowhim pie-chart:

Elements of revenue

® Sale of power
B Other income
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Recovery of cost of operations

2.2.9 The Company was not able to recover its cost ofaifmns during the
years 2005-06 and 2008-09 as given in the grapinbel

2005-06 2006-07 2007-08 2008-09
[N © ™ o
© ~
31 & & N N
o
254
2 -
1.5 4
l -
0.5+ ':. ©
o <
o
0
- N
o o
o [}
-0. T
O Realisation per Unit B Cost per Unit O Net Revenue per Unit

Had the total revenue earned by the Company befficient to cover the cost
during these two years, an additional amourk 8R.72 crore* could have been
available to meet the working capital requiremeinthe Company. Increase in
employees cost and interest and finance chargesilmaed to high cost of
generation.

Audit Findings

2.2.10 During the ‘Entry Conference’ held on 01 April 20@@ audit objectives,
criteria, coverage were explained. The audit figdiwere reported to the State
Government/Management in July 2010 and discuss#tiixit Conference held
on 30 July 2010, which was attended by the ManabBingctor of the Company.
Views of the Management have been considered \iihadising the review. The
audit findings are discussed below.

| Operational Performance

2.2.11 The operational performance of the Company forfihe years ending
2009-10 is given innexure 10. The operational performance of the Company
was evaluated on various operational parametdrsvas also seen whether the
Company was able to maintain pace in terms of dppacidition with the
growing demand for power in the State. Audit figh in this regard are

*8269.68 MUs X 0.01 + 12225.03 MUs % 0.02 =X 32.72 crore
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discussed in the subsequent paragraphs.

Planning

2.2.12 National Electricity Policy aims to provide avdiibty of over 1,000
Units of per capita electricity by 2012, for whiitlwas estimated that need based
capacity addition of more than 1,00,000 MW would required during 2002-
2012 in the country. This section deals with c#gaadditions and optimal
utilisation of existing facilities. Environmentabgects have been discussed in
subsequent paragraphs.

Capacity Additions

2.2.13 The total installed capacity of the State increasech 4,033.60 MW as
on 1 April 2005 to 4,636.75 MW as on 31 March 201The break up of
generating capacity as on 31 March 2010 under Taletdydro, Shared Projects,
Central PSUs, IPPs and Non conventional source isthcated below in the pie
chart

OHydro

OThermal

BCentral

mipP

OShared projects

ONon conventional source

35%

To meet the estimated peak demand of 5883 MW irStage during 2009-10, as
per 17" Electric Power Survey Report, a capacity additbabout 2,139.39 MW

was planned during 2005-06 to 2009-10 as per NBainst NEP, the State
Government planned capacity addition of 3,720.71 EiWng the review period.

Two projects of 1,350 MW capacity viz. extensiorD&RTPP, Yamunanagar and
gas based power plant at Faridabad, though approydte State Government,
were not included in NEP in the absence of enviemiad clearance from MOE&F

and non availability of gas respectively. Furth289.52 MW capacity was
planned through PPA in respect of CPSUs; 34 MWutjnoNon conventional

Energy sources and 7.8 MW by uprating of Unit-Pd@PS-I. However, the actual
capacity addition was 970.71 MW. After considerithg decrease in capacity
(367.56 MW) during review period, net capacity veay 603.15 MW which was

far below the targets and inadequate to meet theude.

The particulars of capacity additions envisageduacadditions and peak
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demand vis-a-vis energy supplied during 2005-1Cyaren below.

Sl. | Description 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10

No.

1. Capacity at the beginning of the year (MW) | 4033.60| 4033.6( 4051.58 4068.81 4695/25

2. Additions Planned for the year as per National - 739.39 9 1391
Electricity Plan (MW)

3. Additions planned by the State (MW) - 49732 367 81.2 2775

4, Actual Additions (MW) - 175.24 16.78 719(7 59*

5. Decrease in capacity - 157.80 0 92|76 117.5

6. | Capacity at the end of the ye(MW) (1 + 45) 4033.6( | 4051.5¢ 4068.3: | 46¢S5.2F | 4636.7!

7. | Shortfall in capacity addition (MW) (3 —4) Nil 32204 350.46 Nil 2716

8. | Peak demand (MW)# 4333 4837 4956 5511 6133

9. Peak demand Met (MW)# 3931 4201 4821 4791 5678

10. | Surplus/Shortfall in demand (MW) -402 -636 -135 -720 -455

The particulars of the projects existing as on ilAp005, additions/deletions
during the review period and projects existing a3t March 2010 are given in
the Annexure1l.

During 2005-10, actual capacity addition was onf).91 MW against 3,720.71
MW planned by the State leaving shortfall of 2, M8@/. The State was not in a
position to meet the demand as the peak demandpoeer generated plus the
power purchased) fell short by 135 MW to 720 MWidgr2005-10. Net deficit
in terms of MUs increased from 547.23 MUs in 20@5#06 2270.42 MUs in
2007-08 which subsequently decreased to 68.71 M2809-10. Audit scrutiny
revealed that following factors contributed to iagdate capacity addition:

. Two Units of 300 MW each at DCRTPP, Yamunanagareweut to
commercial operation on 14 April and 24 June 20§&irest the schedule
of March and June 2007 respectively due to charigmltaborator, and
resultant shifting of zero date besides repeateliréain trial runs
respectively.

. The Unit — 1 and 2 (600 MW each) of RGTPP, Hisahesluled to be
commissioned by 28 December 2009 and 28 March 2@%pectively
were yet to be commissioned (July 2010) as disclissparagraph 2.2.19;

. The proposal for setting up of 1050 MW (now incexhso 1,500 MW
April 2009) Gas based Power Plant at Faridabadoappr by the State
Government in August 2005 for implementation dur2@§9-11 could not
fructify due to uncertainty regarding availabilf gas and its pricing; and

. The proposal approved by the State Government igusiu 2007 for
setting up of % Unit of 300 MW (now increased to 660 MW-September
2009) at DCRTPP, Yamunanagar by 2009-10, , couldbeamplemented
due to non relaxation of no-construction zone byistry of Environment
and Forest (MOE&F), Government of India.

The Management while admitting the above factsedtafJuly 2010) that

* Includes Non conventional source of energy of 34 8Nahbad Co-operative Sugar Mill 16 MW,

The Haryana Co-operative Sugar Mill 12 MW and Wies¥amuna Canal, Dadupur 6 MW).
# As per report published (April 2010) by CEA, Intaetgd Resource Planning Division.
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applicable liquidated damages amountinggt®04.46 crore had been recovered
from the Engineering Procurement and Constructi&idQ) contractor in respect
of DCRTPP Yamunanagar for delay in completion ef phoject.

Short term power purchase

2.2.14 Due to inadequate installed capacity, the Statetdvadsort to purchase of
power through short term PPAs and unscheduled cimge (Ul) which
increased from 2,606.10 MUs in 2005-06 to 6,026v&1s in 2009-10. The cost
of power purchased from other sources during 2D tabulated below:

Sl. NoJ Source 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10 |
1. CPSUs and| Units (MUs) 8832.63 9414.80 9992.68  9799/43 10978.23
Other/long | X in crore 1677.7¢ 1867 | 2108.7:| 2173.6:| 2484.1(
term PPAs | ¥ /unit 1.9C 1.9¢ 2.11 2.22 2.2¢€
2. Short term | Units (MUs} 1228.8¢ | 1428.7(| 1089.8"| 1460.4° | 3809.8'
PPAs T in crore 398.65 627.36 678.58 925.25 236254
. /unit 3.24 4.39 6.23 6.34 6.20
3. Unschedule| Units (MUs) 1377.24 1492.43 2810.32 143563 2216.64
Interchange | X. in crore 541.65 515.38 1018.4D 749.%5 946)19
. /unit 3.93 3.45 3.62 5.22 4.26

It would be seen from the above table that the ke average cost of purchase
of power through short term PPAs ranged betw&8r24 per unit (2005-06) and
% 6.34 per unit (2008-09) and that of Ul betw&e8.45 per unit (2006-07) and
% 5.22 per unit (2008-09). Thus, short term purebasere costlier than Ul during
review period except during 2005-06.

The Management stated (July 2010) that the short power purchases and Ul
drawals could not be avoided even if the instalbeghacity matched with the
requirement of the State as power requirement wasimform throughout. The

reply is not convincing because if the capacityitall had been achieved as
planned, the increase in short term power purchaddJl drawals during 2005-10
would have been controlled considerably.

Optimum Utilisation of existing facilities

2.2.15 In order to cope with the rising demand for powet only the additional
capacity needs to be created, the plan needsitodiace for optimal utilisation of
existing facilities. The details of the power gextang Units, which fell due for
R&M/LE programmes (as per CEA norms) during theefiyears ending
2009-2010 vis-a-vis actually taken up are indicareithe table below:

SI. No. | Name of the| Unit No. Installed Due Date Date when actually taken up
Plant Capacity | (as per CEA norms) completed
1. PTPS - | Unit | 110 MW April 2004 August 2005pA 2009.
Unit 1l 110 MW April 2004 Not yet taken up
Unit IV 110 MW April 2004 Not yet taken u

Against the three Units due for R&M/LE programmaesApril 2004, only one

Unit was actually taken up in August 2005 and cetgd in April 2009. The
remaining two Units had not been taken up till dgkely 2010) due to belated
decision (July 2007) for execution of the R&M/LErdbgh International

Competitive Bidding (ICB) route for availing Worklank Loan.

The Management stated (July 2010) that they haxaised R&M work through
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World Bank Funds and the work would be completetdhduthe year 2013-14.

Project Management

2.2.16 Project management includes timely acquisitionaofdl effective actions
to resolve bottlenecks, obtain necessary clearafnioes Ministry of Forest and
Environment and other authorities, rehabilitatidndisplaced families, proper
scheduling of various activities, adequate budgatipions, etc.

The following table indicates the scheduled andi@ctlates of synchronisation,
date of start of transmission, date of commissigramd the time overrun of
RGTPP Hisar, as on July 2010.

Time overrun

Sl. | Phase-wise name Details As per agreed | Actual time taken | Time overrun
No. of the Unit Mile stone (days)
1. | RGTPP, Hisar Date of | 28.11.09 10.02.2010 78
Unit-1 synchronisation
Date of commercial 28.12.09 Yet to be 207
operation commissioned
Generation loss 2384.64 MUs
2. RGTPP, Hisar Date of | 28.02.10 17.07.2010 138
Unit-I1 synchronisation
Date of commercial 28.03.10 Yet to be 122
operation commissioned
Generation loss 1405.44 MUs

It would be seen from above that, none of the Umds completed in time and led
loss of expected generation 3,790.08 MUs* up ty 2010. Reasons for delay
are discussed in paragraph 2.2.19. The particdarestimated cost, actual
expenditure, pending works and cost overrun ofousriitems of work in respect
of RGTTP Hisar, Unit | and Il are tabulated below:

Cost overrun

(R in crore)
Sl. | Particulars Estimated | Awarded/ Actual Pending | Cost over
No. cost as Estimated | expenditure as | works run
per DPR Cost on 30 June 2010 (4)+(5)-(3)
1) (2) ®3) 4 )] (6)
1. | Main Plant Package 3721.35%* 3775.43 3156.73 678(11 59.41
2. | Land 37.00 39.50 90.33 - 50.83
3. | Raw Water Intake 0.00 66.05 64.12 551 3.58
system
4. | Colony 32.15 70.49 90 3.12 22.63
5 | Consultancy 9.76 14.46 6.43 8.53 0.50
6. | Startup Fuel cost 10.00 10.00 178.23 - 168.23
TOTAL 3810.26 3975.93 3585.84 695.21 305.14

The table above shows that the cost overrid 205.18 crore was due to increase
in cost of land ¥ 50.83 crore) as land from Haryana Vidyut Prasaxémgam
Limited (HVPNL) was transferred at collector ratestead of book value of
HVPNL, construction of colony %(22.63 crore), raw water intake system
(X 3.58 crore) on account of construction of standinangement, start up fuel

* Worked out on the basis of §@r cent of installed capacity.
*x Including raw water Intake System.
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cost € 168.23 crore) as a result of prolonged trial ramsl foreign exchange
fluctuation € 59.41 crore) in the Main plant package. We obexsrthat cost
overrun on account of abnormal start up fuel cos$ @voidable and could have
been minimised as discussed in detail under para®.

The Management stated (July 2010) that for contedctdelay LD of
% 377.50 crore was imposed which should be weiglgaéhat the cost overrun.

Contract Management

2.2.17 Contract management is the process of efficientgnaging contract
(including inviting bids and award of work) and exéon of work in an effective
and economic manner.

The Company awarded (January 2007) EPC contraciofostruction of two units
of 600 MW each at Hisar to Reliance Energy LimitREL) at a cost of
X 3,775.43 crore. The completion schedule was 3&tinsoand 38 months for
Unit-1 & Il, respectively from the date of issue oDl as against the CEA norms
of 44 months for the first Unit and 50 months floe second Unit. The per MW
cost of 3.15 crore for EPC contract was assessed to dewlest compared with
cost of contemporary projects.

Major audit findings are discussed below:
Non award of zero discharge scheme along with ERfittact.

2.2.18 The Company while inviting (July 2006) bids on |®Bsis for setting up
these units, stipulated that Zero Discharge Sch&meld be offered as an option
to meet the Ministry of Environment and Forests (®&P) stipulations for
effluent discharge. The price of the same wasetgifeen as optional in the price
bid. REL in its supplementary price bid dated Buky 2007 had quoted the
optional price ofR 23 crore for Zero Discharge Scheme. LOI was, hawne
issued (29 January 2007) without reference to ZAeischarge Scheme. The
Company approved (February 2008) implementatiothefscheme and requested
(March 2008) REL for the same. REL, in turn, stafdahe 2008) that as per NIT,
the validity of their complete offer had expired s May 2007. As there was no
positive response, the Company issued one montbenoh 1 October 2009 for
implementation of the scheme failing which the sameld be completed at their
risk and cost. REL refused (22 January 2010) ke t@ognizance of the notice.
We observed that the Company should have included¢ro discharge scheme
within the EPC scope of work.

The Management stated (July 2010) that the scheoudovibe implemented at the
risk and cost of REL.

Delay in synchronisation and commercial operatiof @nits

2.2.19 The contract with REL provided for synchronisatafiunit | and Il by 28

November 2009 and 28 February 2010 respectively tnsieafter starting
commercial operation within 30 days after satisiactrial operation. Unit | and
[l were synchronized on 10 February 2010 and 1y 20L0 after a delay of 73
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and 138 days respectively. However, Unit | coutt he put to commercial
operation till date, (July 2010) due to repeatalife/tripping in trial operations
mainly attributable to tube leakages. The Compdumyng discussion with REL
attributed (July 2010) frequent tripping to longndgh of economiser tubes
resulting in vibration and loosening of joints a¢ak points. The REL assured to
take up the matter with the equipment supplier,n§hai Electric Corporation,
China. Thus, due to faulty design the trial ogeret were prolonged. Due to
abnormal time taken for trial runs, the excess éeglsumption was of the order of
% 168.23 crore (up to 30 June 2010), against whiehrevenue earned on the
power sold during trial run was on®/59.16 crore* thereby resulting in loss of
% 109.07 crore. In the absence of any clause icanéract guaranteeing standard
consumption during trial runs, loss3f.09.07 crore could not be recovered from
REL.

The Management stated (July 2010) that no normsdnsumption of fuel for the

period prior to commercial operation date had h@ewided in the contract or by
Central Electricity Regulatory Commission (CERQ)he fact remains that as per
terms of contract the Unit was to be put to commaé@peration within 30 days

after its synchronisation which has not been adueuvhereby resulting in

prolonged trial runs and excessive consumptiomuef. f

Operational Performance

2.2.20 Operations of generation Company are dependentnput iefficiency
consisting of material and manpower and outputcieificy in connection with
PLF, plant availability, capacity utilisation, ogts and auxiliary consumption.
These aspects relating to the Company with emplaasiBTPS-I (Unit | to 1V)
and PTPS-II (Unit V to VIII) have been discussetbie

Input Efficiency

Procedure for procurement of coal

2.2.21 The CEA fixes power generation targets for TherBaler Stations (TPS)
considering capacity of plant, average PLF and padbrmance. The Company
works out coal requirement on the basis of targeisfixed and past coal
consumption trends. Theoal requirement so assessed was conveyed to the
Standing Linkage Committg&LC) of the Ministry of Energy (MOE), Government
of India, which decidethe source and quantity of coal supply to TPSsuanrtgrly
basis. On the basis of linkage source approve8lty, the Company was to enter
into Coal Supply Agreements (CSA) with collierieslowever, the Company did
not enter into CSA during 2003-09 due to lack ofhgensus among coal
companies, CEA and power generation utilities. c&iApril 2009, these utilities
have been permitted to enter into dedicated CSA watal companies for their

worked out at unscheduled inter change rate up tolv20&0 and HERC approved
provisional tariff towards variable cost for April — June 2010
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coal requirements.

The position of coal linkages fixed, coal receivgdneration targets prescribed
and actual generation achieved by the Company gluhe period from 2005-06
to 2009-10 was as under:

Particulars 2005-06 | 2006-07 2007-08 2008-09| 2009-10 Total

Coal Linkage fixe

(Lakh MT) 82.80 90.90 95.0( 118.80 102.40 489(90
Quantity of coal receive d

(Lakh MT) 65.87 72.55 75.14 89.58 98.59 40173
Generation targets (MU)* 981p 9443 10836 14342 24p7 58728
ﬁ\;t‘j)""' generation achieved  gg57 10524 1057% 13237 14867 58126
Excess [/ Shortfall (-) in d

generation targets (MU) -892 1061 -261 -110 5956 -602

It would be seen from the above table that desgitert receipt of coal of
22.16 lakh MT during 2006-07 and 2009-10, there @asess generation than the
targets. The shortfall in generation in the renmagnyears was attributed to
non-availability of coal in proper form in coal tkers (PTPS | and Il), low PLF
(PTPS 1) and forced outages.

Fuel supply arrangement

2.2.22 Coal is classified into different grades. The eraf the coal depends on
the grade of coal. The Company had CSA with Bh@watking Coal Limited
(BCCL) and Central Coalfields Limited (CCL) up toakth 2003 which provided
for full compensation to the Company for idle figtigo the Railways for under
loading of wagons below the carrying capacity afty per cent compensation for
penal freight for overloading of wagons. Besidesmpensation on stones in
supply and slippage in grade of coal (quality) wabe given. Western Coalfields
Limited (WCL) had agreed (May 2002) for compenggtine Company only for
slippage in grade of coal. There was no CSA dutfiegperiod 2003-2009 due to
lack of consensus between CEA, Coal companies amemputilities. The new
CSA with the coal companies, applicable with effrotn April 2009, provided
for claims on account of stone, quality and undeding of wagon. A review of
claim lodged and settled by various coal compamea®spect of PTPS revealed
the following:

. BCCL, CCL and WCL had been settling the claim onocamt of grade
slippage even in the absence of CSA and settlethglaf ¥ 69.27 crore
during the period 2005-09. Claim ¥f30.66 crore for the period 2009-10
had been lodged with the coal companies out of wlan amount of
¥12.95 crore anck 1.48 crore was received from BCCL and WCL
respectively and balance ®f1L6.23 crore was yet to be received from these
companies. Claim towards poor quality of coal fr@ugdha Washery
amounting toX 4.52 crore had been rejected by BCCL due to lack o
enabling clause in the agreement.

. The Company had unsettled claim31#1.09 crore (on account of penal
freight for overloading, stones, shortage, undadieg charges etc.) up to

* Based on HERC approved PLF for PTPS-1 & II, DCRTPP ardS:T
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March 2009 with BCCL. As per negotiations held wiBCCL, the
Company acceptedl 29.31 crore towards full and final settlement tf a
claims against the total claims 3%65.31 crore. The remaining portion of
the claims oR 36 crore were withdrawn by the Company. The decis
for the balance claims &f5.78 crore were deferred.

. Claims amounting t& 14.83 crore on account of stone for the period
2009-10 had been lodged as per new CSA with thecomapanies (CCL,
BCCL, NCL and WCL) which were pending for adjustrhen

During Exit Conference the Management stated (dQ0) that in the absence of
CSA the Company was not able to settle the claimauparch 2009 in full.
Further, the new CSA applicable from April 2009 pdes for recovery at
monthly intervals and the claims not settled byl ammpanies so far shall be
adjusted against their coal bills. The fact, howekemained that reconciliation of
claims had not yet been done (July 2010) with coatpanies (except BCCL) as a
result of which the claims were pending.

Loss of generation due to improper fuel stock

2.2.23 Test check of records relating to outages of plaetvealed that the
different Units of PTPS- | and Il were subject toded shutdown during the years
2005-06 and 2009-10 due to non availability of coalproper form in coal

bunkers, resulting in loss of generation aggregatm 130.51 MUs valued at
% 13.58 crore (net of fuel cost).

The Management stated (July 2010) that the coale®lproblems occur mainly in
rainy season as wet and slurried coal is recewadihg to non feeding of coal in
coal bunkers due to choking of various systemsaf bandling plants.

Consumption of fuel

Excess consumption of coal

2.2.24 The consumption of coal depends upon its caloudiie. The norms are
fixed in the project report for various power geaiarg stations for production of

one unit of power. Year—wise details indicatindueaof excess consumption of
coal in PTPS are given below.

Sl. | Particulars 200¢:-06 200¢-07 2007-08 200¢-09 200¢-10

No.

1. Unit generated (MUs) 8135.70 9908.1.2 9861,.26 8988 10206.84

2. Coal required as per 4391072.04] 5363733.38 5339697.32 5191213.71 5588813
norms (MT)

3. Coal consumed (MT) 5809813.00 692669000 6944P07 6783918.0Q 7311782.21

4. Excess consumption 1418740.96| 1562956.62 1604509.68 1592704.29 1728368

(MT) 3-2)
5. Rate per MTY) 2359.72 2396.96 2342.79 2588.84 300896
6. Coal consumed per 0.714 0.699 0.704 0.708 0.716
Unit (Kg.) [B / 1 x
1000)]
7. Value of excess coal 334.78 374.63 375.90 412.33 518.68

(Rin crore)(4 x 5)

Audit analysis revealed that consumption above ribems was due to low
calorific value of coal and delay in R&M of Unitlland IV resulting in excess
consumption of coal of (79.03 lakh MT) valued3a2,016.32 crore during the
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review period as detailed #innexure 12. However, as per HERC norm excess
consumption of coal on account of excess heatvateedI 251.75 crore during
review period.

The Management stated (July 2010) that the Compasyno control over quality
of coal. However, it has been putting its bestrésféor improvement in quality of
coal received and had appointed coal agent in 2@0&r ensuring delivery of
good quality coal from specified collieries.

Manpower Management

2.2.25 As per NEP released by the CEA in April 2007, then power norm in
10" Five year plan was 1.7nd1.79 persons per MW of the installed capacity in
respect of thermal and hydro power projects respdgt The details of actual
men in position vis-a-vis norms of CEA during 200®-of the Company are given
below:

(R in crore)
Sl. No. | Particulars 2005-06 | 2006-07 | 2007-08 | 2008-09

1 Manpower as per the CEA norms 2796 2796 2796 3769
2 Actual manpower 4479 4299 4234 4579
3. Excess manpower 1683 1503 1438 310
4 Expenditure on salarie? {(n crore) 147.92 165.83 209.84 355.30

5 Extra expendl_ture with reference to 5558 57 98 7127 62.85

CEA norms g in crore)

The manpower in excess of norms of CEA during theod 2005-10 resulted in
extra expenditure ¥ 247.68 crore. We observed that despite excespaongar
at PTPS, temporary/contractual staff was deplogedlarly for cleaning of coal
handling plant/condenser etc. and incurked9.59 crore during review period
which could have been avoided. In view of excesapuwer, the Company may
consider rationalisation of its staff to reduceeissablishment cost.

The Management stated (July 2010) that as comparéie sanctioned strength
based on restructuring (July 2004) of manpower layyeina Bureau of Public
Enterprises, 683 number of positions were lyingaveaidn PTPS, Panipat on 30
June 2010. The reply is not convincing as staff imaxcess of CEA norm.

Output Efficiency

Shortfall in generation

2.2.26 The targets for generation of power for each year fixed by the
Company and approved by the CEA. The particularsCEA norms actual
generation and excess / shortfall with referenc€EA norm for thermal and
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hydro power plants of the Company are given inftitiewing table.

(figures in MUs

Year Target as per CEA norm Actual Excess /(-) Shortfall as
compared to HERC norm
Thermal Hydro Thermal Hydro Thermal Hydro
200:-06 980~ 31C 892¢ 25¢€ -87¢ -52
200¢-07 9951 31C 1052« 25€ 57Z -54
2007-08 10356 275 10575 270 219 -5
200¢-09 1477¢ 27t 1323 282 -153¢ 7
2009-10 15438 275 14867 235 -571 -40
Total 60323 1445 58126 1301 -2197 -144

It would be seen from the above that the shorifatieneration, i.e. 879 MUs in
2005-06 from thermal plants was converted into sgad# 573 MUs in 2006-07
and 219 MUs in 2007-08. Again in 2008-09, the datirtshot upto 1539 MUs in
2008-09 and slightly decreased to 571 MUs in 2009-The generation data of
PTPS-I and Il was analysed in detail. Particutdrgeneration with reference to
CEA/HERC norm in respect of PTPS-I and Il are gibetow in the table for the
review period.

Shortfall in generation
was 1434 MUs in
respect of PTPS-I
during 2005-10

PTPS-I (figures in MUs)

Year Target as per | Target as per Actual Excess /(-) Shortfall as
CEA norm HERC norm compared to HERC norm

2005-06 2504 2505 2227 -278

2006-07 2310 2120 2567 447

2007-08 2515 2706 2296 -410

2008-09 2832 2968 2232 -736

200¢10 283( 313¢ 2681 -457

Total 12991 13437 12003 -1434

PTPS-II

Year Target as per | Target as per Actual Excess /(-) Shortfall as
CEA norm HERC norm compared to HERC norm

2005-06 6448 6414 5909 -505

200€-07 678( 6447 7342 895

200708 7091 646¢ 75€5 110C

2008-09 7015 6447 7357 910

20010 681¢ 6441 752¢ 107¢

Total 34153 32220 35698 3478

It is evident from above that while PTPS-Il wasealb generate in excess of
HERC targets, the same could not be achieved bySPT,Rvhich indicates that
the resources and capacity of PTPS-I were not hifiged to the optimum level
due to frequent breakdowns, excess time taken iMR& Unit | and delay in
rectification of defects as discussed subsequerithe year-wise details of energy
to be generated as per HERC norms of PLF and agararation in respect of
PTPS, up to March 2010 are giverAinnexure 13.
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Plant Load Factor (PLF)
2.2.27 PLF refers to the ratio between the actual gergraind the maximum

Unit No. VI of Kota TPS of | POssible generation at installed capacity.
RVUNL achieved PLF of 101.01| According to norms fixed by CERC, the PLF for
per cent which was highest| thermal power generating stations should be 80
among all the state sector units. | per cent, against which the national average was
(?Ou{ﬁe: P?rf‘gma”"e StR?.V'eW 73.71 per cent, 77.03per cent, 78.75per cent,

° ermal Tower Slations 77.22per cent and 77.48&er cent during 2005 -

200¢09 by CEA) 06 to 2009-10 respectively. The PLF of thermal

power plants of the Company as a whole wapdcent, 78.78per cent, 78.94
per cent, 75.01 per cent and 82.93per cent during 2005-06 to 2009-10
respectively We observed that average realisation per unit dvbale increased
by 9.93per cent in 2005-06 and by 2.8Ber cent in 2008-09. During 2006-07,
2007-08 and 2009-10 the PLF of the Company wasehigiian national PLF.
Line graph depicting actual PLF vis-a-vis natiomatrage during the period under
review is given below:

85

jcs) / \// —&— TPP PLF

70 / National PLF
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Further analysis revealed that the PLF of PTPSals vower than HERC norms
(except 2005-06) as well as the national averagkthat of Unit V to VIII of
PTPS-Il was largely above the HERC norms as welthasnational average.
Significantly Unit VII of PTPS-II performed very Weand achieved 98.91 and
98.40 per cent PLF during 2007-08 and 2009-10 respectively. Tle¢aits of
average realisation vis-a-vis average cost per, URitF achieved, average
realisation at national PLF, PLF at which averagst evould be recovered and the
difference of PLF inper cent are given below in respect of PTPS-I in the
following table:

Panipat Thermal Power Station-|

SI. No. | Description 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10

1 Average Realisation 288.84 285.08 279.00 273.00 315.0(
(paise per unit)

2 Average costpaiseper unit | 286.69 237.92 322.75 367.79 407.29

3 Actual PLF 57.77 66.59 59.41 57.89 68.36
(per cent)

4 Average Realisation at 368.54 329.77 369.82 364.14 357.02
National PLF (paise per unit

5 PLF at which average cost | 57.34 55.57 68.73 77.99 88.39
stands recoveredpdr cent)
(2/1x3)

6 Difference per cent) (4-1)/1 | 27.59 15.68 32.55 33.38 13.34
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The Estimated shortfall in generation in respecP®PS -1 works out to 2528.35
MUs (at the national average PLF ranging betweerv17Ber cent to 78.75
per cent) during 2005-06 to 2009-10 resulting in loss ofittilbution amounting to

X 82.67crore. During the year 2008-09 and 2009-10, then@amy was not able

to recover even the variable cosRof0.91 crore due to excess heat consumption
and excessive outages in respect of PTPS-I.

The main reasons for the low PLF, as observed diit,auere:

. low plant availability;
. low capacity utilisation; and
. major shut downs and delay in repairs and maintaman

These are discussed in the following paragraphs.
Plant availability

2.2.28 Plant availability means the ratio of actual hoaperated to maximum
possible hours available during certain period. against the CERC norm of 80
per cent plant availability during 2004 — 2009 and |8% cent during 2010 —2014,
the average plant availability of PTPS-I and Illged between 69.3 to 82.14 and
76.96 to 91.7%er cent respectively during the five years up to 2009-10.

The details of total hours available, total houpgrated, planned outages, forced
outages and overall plant availability in respetthe PTPS-1 & II, are given
below

PTPS-I

Particulars 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10

Total Hours available 35040 35040 351i36 35040 35040
Operated Hours 24553 28630 27002 24283 28782
Planned Outages (in hours) 38b3 632 5574 8463 954
Forced Outages (in hours) 5912 5469 2490 2114 5300
Reserve Shut down (in hours 722 309 70 180 4
Plant availability per cent) 70.07 81.71 76.8% 69.30 82.14
PTPS-II

Particulars 2005-06 2006-07 2007-08 | 2008-09 | 2009-10
Total Hours available 3487p 35040 351i36 35040 35040
Operated Hours 26836 31660 32252 31560 32142
Planned Outages (in hours) 1158 1970 1431 2298 1342
Forced Outages (in hours) 6288 1055 1453 1082 1372
Reserve Shut down (in hours 590 355 0 100 184
Plant availability per cent) 76.9¢ 90.35 91.79 90.07 91.73

The low availability of PTPS-I during 2005-06, 2608 and 2008-09 was due to
longer duration of outages caused by inordinateydel repair and maintenance
and refurbishment of Unit — I. Low availability & TPS-1I during 2005-06 was
due to excessive forced outages.
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Low Capacity Utilisation

2.2.29 Capacity utilisation means the ratio of actual egation to possible
generation during actual hours of operation. Basmedational average PLF and
plant availability, the standard capacity utilisatifactor ranged between 51.65
per cent and 63.66er cent for PTPS-I and 55.9Per cent and 72.28er cent for
PTPS-1l. The actual capacity utilisation factorséa on actual PLF and plant
availability ranged from 40.48er cent to 56.17per cent for PTPS-1 and 55.98er
cent to 85.92per cent for PTPS-Il. The audit analysis revealed thatirduthe
period 7.47per cent to 14.86per cent of the installed capacity remained unutilised
in case of PTPS-I, while in case of PTPS-Il theac#y utilisation was higher
than the standard capacity utilisation. Line grdphicting the capacity utilisation
of PTPS-I and Il during the review period is givsziow:

Capacity Utilisation Capacity Utilisation of PTPS-I
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The main reason for the low utilisation of availdapacity of PTPS-I during
2005-10 as analysed in audit were:

. running of Units with partial load on account obéuleakage, flame failure
and inadequate furnace pressure.

. lower efficiency of machinery as the Units were wlich needed R&M.
Outages

2.2.30 Outages refer to the period for which the plant agred closed for
attending planned/forced maintenance. We obsefolowing deficiencies in
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planned and forced outages in respect of PTPS:

. The total number of hours lost due to planned adag respect of PTPS-I
increased from 3,853 hours in 2005-06 to 8,463 ©HouP2008-09 i.e. from
11 per cent to 24.15per cent of the total available hours in the respective
years. However, during the year 2009-10 the plarmedges decreased to
954 hours i.e. 2.7per cent of the total available hours. In respect of
PTPS-II there was marginal increase from 1,158 $1ou2005-06 to 1,342
hours in 2009-10 i.e. 3.32 to 3.88r cent of the total available hours in
respective years.

. The forced outages in respect of PTPS-I decreased 5,912 hours in
2005-06 to 5,300 hours in 2009- 10 i.e. from 16@BT5.13per cent of the
total available hours in the respective years.relspect of PTPS-II, the
forced outages decreased from 6,288 hours in 260,372 hours in
Excessive forced 2009-10 i.e. from 18.03 to 3.9%r cent. The forced outages in respect of
ggﬁgsezfﬂé?;he PTPS-I remained more than the norm ofpgf cent fixed by CEA during
the years 2005-06, 2006-07 and 2009-10 and in cespPTPS-II it was

resulted in

generation loss of more than the norm only during 2005-06. Compliaotcthe CEA norms
1008.84 MUs would have entailed availability of additional 8498perational hours with
valuing consequent generation of 1,008.84 MUs valued @0.20 crore (net of

3 90.2( crore fuel cost) during the period covered under revigwith better preventive

maintenance, forced outages could have been redocsitierably.
Auxiliary consumption of power

2.2.31 Energy consumed by power stations themselves fanimg their
equipments and common services is called Auxil@opsumption. CEA norm for
auxiliary consumption for Unit size up to 200 MWdaabove 200 MW is 12 and
7.5 per cent respectively. On the other hand, HERC, also fixasn for auxiliary
consumption at the time of tariff fixation. The RE norm varied from 8.50
per cent to 12.50per cent during review period depending upon the generating
capacity of the plants. While the norm for PTP®hained at 1Dper cent, the
same varied from 9 to 9.3%r cent for PTPS-1I during review period. Similarly,
norm for Faridabad Thermal Power Station was fia¢d 2.50per cent during
review period and DCRTPP, Yamunanagar ranged bet@&® and 8.5@er cent
during 2007-08 to 2009-10. The auxiliary consummptof thermal power plants
of the Company as a whole was 10.08, 9.80, 9.%& &nd 9.7per cent during
2005-06 to 2009-10 respectively. We observed tietentage of Auxiliary
consumption of PTPS-I was higher than the normsaqoiieed by HERC during
2005-10, and was attributable to excessive forcledidewns as auxiliaries
continue to run and consume power even though thiei®¥Jshutdown. Auxiliary
consumption in Unit V & VI of PTPS-Il was also motiean the HERC norms
during all the five years (except during 2006-07aapect of Unit-V). In the case
of Unit VII & VIII (PTPS-II) the auxiliary consumpdn was within the norms
(except during 2005-06 in respect of Unit-VII). Aliry consumption in excess
of HERC norms resulted in shortfall in supply of5188 MUs valued at
% 42.91 crore to the grid.

The Management, during Exit conference, stated/ (d010) that PTPS-I Panipat
had almost completed their normal life leadinghortfall in generation. Unit 11l
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and IV of PTPS-I needed R&M pending which low PLidaxcessive outages
were causing short fall in generation and excegaiaty consumption.

Repair and Maintenance

2.2.32 To ensure long term sustainable levels of perfogmait is important to
adhere to periodic maintenance schedules. Noeradbe to schedules carry a
risk of the equipment consuming more coal, fuelamitl a higher risk of forced
outages which necessitate undertaking R&M works tHis connection, we
observed that, annual maintenance of majority atdJsmt PTPS, was done after a
delay ranging from 107 to 328 days in respect ghtunits on 10 occasions
during review period. The delayed maintenance edu®ntinuous deterioration
in the condition of machines causing forced outag8esides, due to delayed
preventive maintenance, the Company took excess olagarrying out R&M
activity ranging from 91 to 253 on four occasioryridg review period as
compared to plan. The excess time taken in prexemtiaintenance resulted in
generation loss of 2,196.97 MUs. For instance, Usitheduled for R&M and
up-rating from November 2006 could only be takerfromm September 2007 after
a delay of 328 days due to delay in supply of niatdy BHEL. The work
rescheduled to be completed by 24 February 2008asaslly completed on 4
November 2008 after taking 253 extra days. Thsslted in generation loss of
434.15 MUs.

The Management stated (July 2010) that the Compadyto shut down its Units
for planned maintenance based on power availatsittyation. As far as actual
time taken being more than normative time in plahmaintenance is concerned,
the same depends on the conditions of the macRiegarding delay in R&M of
Unit I, the Company had levied applicable LD amaupttoX 6 crore on BHEL
for the delay. The facts, however, remains thatgheventive maintenance and
R&M of the Units is a technical necessity ratheartta function of demand and
supply of power.

Renovation and Modernisation

2.2.33 R&M activities are aimed at overcoming problemgjperating units caused
due to generic defects, design deficiency and ggeynre-equipping, modifying,
augmenting them with latest technology/systems.

The R&M and up-rating of Unit — | from 110 MW to 1.8 MW was awarded to
BHEL in August 2005 at a cost & 120 crore. The Unit was synchronised in
November 2008 and was declared for commercial tipara April 2009. As per
terms of contract for R&M and up-rating, norms foost R&M period and
input/output efficiencies are detailed below.

Name of Norms for
Unit Auxiliary Heat (in Oil Coal PLF (in Generation
consumption | Kcl/Kwh) (MI/Kwh) (Kg/Kwh) Percent) | Cost R/Kwh)
(in Per cenj
Unit — | 11.05 2371 3.0 0.566 g0 1.67

We observed that none of the parameters (exceptisayxconsumption) was
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achieved after R&M and refurbishment of the Uritslindicative of the fact that
R&M/refurbishment works were not carried out effeely and the expenditure
incurred on R&M activity amounting tX 150.71 crore remained largely
unfruitful. It is suggested to carry out cost bénefudy with reference to cost
incurred on the refurbishment and the benefitsea&d in financial terms

On 1 March 2010 Unit — | tripped as lubricating piessure remained very low
and damaged turbine bearings. In order to repaitutbine, the Company placed
(March 2010) a work order on BHEL valuiy1.20 crore. In addition, three
purchase orders valuiRg2.50 crore were also placed (March 2010) for suppl
required stores and spares. The work was to beletea within 44 days from
the date of start of work. The work had not beemgleted yet (July 2010). The
tripping of the Unit with such a major fault withan period of one year of R&M
corroborated the fact that the R&M/refurbishmentrkgowere not carried out
efficiently. The shutdown of the Unit had resuliedgeneration loss of 326.55
MUs up to July 2010.

The Management admitted (July 2010) that guarantesdmeter were never
achieved practically. As regards the shut dowtJoit | the Management stated
(July 2010) that the committee constituted to itigase the matter observed that
it was a rare equipment failure. The work wasljikew be completed by 15

August 2010.

Financial Management

2.2.34 Efficient fund management is the need of the houamy organisation.
This also serves as a tool for decision makinginopn utilisation of available
resources and borrowings at favourable terms abapgte time.

The main sources of funds were realisations frole shpower, loans from State
Government/Banks/Financial Institutions (Fl), efthese funds were mainly
utilised to meet payment of power purchase bilhtdservicing, employee and
administrative cost and system improvement worksapital and revenue nature.

Details of sources and utilisation of resourcesttid Company for the years
2005-06 to 2008-09 are given below:

(X in crore)
Sl. Particulars 2005-06 | 2006-07 2007-08 2008-09
No.
Sources
1 Net Profit/(loss (0.80 1.7t 5.7C 66.22
2 Add: (a) adjustments: internal 587.04 634.95 658.10 768.42
sources
3 Funds from operations (1+2) 586.24 63670 663.80 834.64
4 Cash deficit (9-3) 464.08 1177.62 686.87 -
5 Total (3+4) 1050.27| 1814.32 1350.67 834,64
Utilisation
6 Capital expenditure 184.90 1543.90 154239 21®9.6
7 Increase (decrease) in working 865.37 270.42 (191.72) (1491.3p)
capital
8 Cash surplus (3-(6+7)) - - - 196.40
9 Total 1050.27 1814.32 1350.67 834.64
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The cash deficit was overcome mainly by increasedolwings in the form of

cash credit/loans from commercial banks/Financiatitutions. Main reasons for
cash deficit identified by audit were poor/delayrétovery of power supply bills,
heavy interest commitment on loans and locking ftiguads in inventory not

required immediately. Further, dependence on hardofunds increased during
review period as borrowings increased frd&m3,917.48 crore in 2005-06 to
¥4,902.11 crore as at the end of 2008-09. Thisiledt interest burden of
¥ 1,387.26 crore during 2005-09 ultimately incregsihe operating cost of the
Company. Therefore, there is an urgent need timgg® internal resource
generation by enhancing the PLF of PTPS-1 to natidevel and vigorous

pursuance of outstanding dues relating to recowepnergy bills. The instances
of improper cash and inventory management are giedow:

The Company invested (September 2007 and April RPG08ds of

¥ 395 crore in Banks through FDRs for a period mgdrom 6 to 17 days
at the interest rate ranging from 3.81 to 5p&8 cent per annum and
earned interest & 67.44 lakh. During the same period the Comparmy ha
availed cash credit/overdraft facility at the imgrrate ranging from 10 to
10.50 per cent. Thus, instead of reducing the burden of ovettash
credit entailing higher rate of interest, as compato the interest earned
on FDRs, the Company suffered differential intetess oR 74.48 lakh.

The Management stated (July 2010) that the Compaalynot incurred
any loss by investing surplus funds as simultangaus cash credit limit
was availed. The reply is not based on facts ab ceedits were availed
up to 15 April 2008.

As per the guidelines of CERC, the Thermal Powati&ts (TPS) have to
maintain spares of four lakh for each MW of installed capacity. As
worked out in Audit, the value of spares to be raired by the TP8n
the basis of CERC guidelines comestt85.62 crore whereas the TPSs
held a stock of spares valued %693.62 crore as on 31 March 2009
resulting in holding of spares in excess of normb$08 crore. This
resulted in locking up of funds and correspondiogs|of interest (at the
rate of 11lper cent as allowed by HERC) ot 55.88 crore for one year
alone. We observed that at PTPS, Panipat as da8dh 2010, inventory
valuingX 15.88 crore had not been moved from the storeséwe than 10
years. Besides, inventory valuiRd.40 crore had to be declared obsolete
due to its non use.

The Management in Exit Conference stated (July POb@at power
generation plants needed various items under syaadiangement for
different sizes of plant to minimise shut down &gk of generation. The
reply is not convincing as the Company had neitbenducted ABC
analysis nor followed the principle of Economic &rdQuantity.

Claims and Dues

2.2.35 The Company sells energy to DISCOMs i.e. Uttar ldagy Bijli Vitran
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Nigam Limited and Dakshin Haryana Bijli Vitran NigaLimited at the rates
specified by HERC from time to time. HERC fixesethariff rates after
considering various economic and other factorse tahiff for generation fixed by
HERC is subject to Fuel Price adjustment due taglban the price and the gross
calorific value of fuel. The table below gives tdetails of energy bills on
DISCOMS and recoveries thereagainst and coal tatisived vis-a-vis payments
made during 2005-10.
T in crore)

|. No. | Details 2005-06 | 2006-07 | 2007-08| 2008-09 | 2009-10 Total
. Energy bills on Discoms 5116.3 5803/03 6849.59 3792.82 405454 25616.35

Amounts received 3426.2 5076.84 6706.73 5488.08925.29| 24623.19

Coal bills received 794.5 842.66 926,440 1140.07.270.40 4974.05

Payments made 743.7 833,50 914.35 1137.92  1397.4827.27

S

1 7

2. 6

3. Difference (1 —2) 1690.11  726.19  142)86 (169125 129.25]  993.16
4 P

5 5

6

Difference (4-5) 50.77 9.16 12.0¢ 2.15 72.65 146.78

The Company had to purchase the power from difteseuarces for onward sale to
DISCOMS. While the Company had to make timely pagta for purchase of
power, the recovery of energy bills for sale of powo DISCOMS was slow.
During the year 2008-09, there was recovery of sxcamount than the bills
raised as the power trading business was trandfdrmm the Company to
DISCOMS. The cumulative outstanding as at the @n2008-09, as per audited
figures was < 1026.36 crore against DISCOMS/TRANSCO of which
¥ 52.25 crore remained pending for over five yeagsirsst Haryana Vidyut
Prasaran Nigam Limited. It was observed that thees always default in
payments of energy bills by the DISCOMS which ledshortage of funds. To
meet the gap between energy bills raised and anmreaaived, the Company had
to resort to cash credit limit and raise loan farking capital as per details given
below:

(X in crore)
Particulars 2005 -06 | 2006 -07 | 2007 -08| 2008 -09| 2009-10
Cash credit - 0.01 712.50 54.54 6.51
Loan for working capital 1461.24 1900.26  1753|02 172.87 1237.15
Total 1461.2: 1900.2° | 2465.5. 227.4: 1243.6¢
Interest on borrowings fc 105.6¢ 144.2: 210.1¢ 48.9¢ | Not availabl
working capital

It could be seen that the cash credit/loan for mgeahe requirement of working
capital decreased fro 1,461.24 crore in 2005-06 © 227.41 crore during
2008-09 due to transfer of power trading businesDISCOMS. However,
during the year 2009-10, the cash credit/loan forkmg capital again increased
to ¥ 1,243.66 crore as the Company depended on thieesdoging available at
lower rate ranging from 6.50 to 6.8@r cent as compared to the interest rate on
long term loans.

The Management while admitting the fact of slowegatrecovery of energy bills
from DISCOMS, stated (July 2010) in the Exit Coefare that rural

electrification subsidy due to DISCOMS from the @omwnent was now being
received by the Company from the State Governmeetity against its dues.
Besides, the period of levy of surcharge due tay@ payment had also been
reduced from 90 days to 60 days w.e.f 1 April 2008.
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Tariff Fixation

2.2.36 At the time of tariff fixationthe Commission sets performance targets for
each year of the Control Period for the items oapeeters that are deemed to be
“controllable” and which include:

(a) Station Heat Rate (b) Plant availability; (cydliary Energy Consumption;
(d) Secondary Fuel Oil Consumption; (e) Operatiod &aintenance Expenses;
(f) Plant Load Factor; (g) Financing Cost whichlumtes cost of debt (interest),
cost of equity (return); and (h) Depreciation.

Any financial loss on account of underperformance targets for parameters
specified in Clause (a) to (f) is not recoverabletigh tariffs. In view of this, the
commission did not allow expenditure®294.66 crore on excess consumption of
coal R 251.75 crore) and auxiliary energy consumpti®dmZ.91 crore) during
2005-10 which increased the loss of the Companypwd¥er, this expenditure
was controllable and coulk avoided.

Environmental Issues

2.2.37 In order to minimise the adverse impact on tharenment, the GOI had
enacted various Acts and Statutes. At the Stat,|élaryana Pollution Control
Board (HPCB) is the regulating agency to ensureptiamce with the provisions
of these Acts and Statutes. MOE&F, GOI and CerRlution Control Board
(CPCB) are also vested with powers under varioatugts.

Audit scrutiny of records at PTPS relating to coiapte with the provisions of
various Acts in this regard revealed the following:

Air Pollution

2.2.38 Coal ash, being a fine particulate matter, is dupmht under certain

conditions when it is airborne and its concentratio a given volume of

atmosphere is high. Control of dust levels (SudpdrParticulate Matters — SPM)
in flue gas is an important responsibility of thetrpower stations. Electrostatic
Precipitator (ESP) is used to reduce dust condsmirén flue gases. Control of
dust level is dependant on effective and efficfanttioning of ESPs.

Non-achievement of specified SPM levels

2.2.39 The concentration of SPM in the ambient air asquiesd (April 1996) by
MOE&F was maximum of 500 microgram per cubic metéwdit noticed that
during 2005-09, the SPM level in Coal Handling MitHM) area was checked
on 321 days out of which on 141 days the SPM leaelged between 510
(December 2006) and 1,494 (January 2007) microgramcubic meter. There
was no recording of SPM level during April 2009 andary 2010. During
measurement (February/March 2010), the SPM level fwand as high as 1,829
microgram per cubic meter. Effective measures wek taken to bring the
concentration of SPM in the ambient air within frescribed limits by regular
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tuning of electrostatic precipitators or its updmton in addition to proper
stacking of crushed coal and making sprinklers tional in the coal handling
areas.

The Management stated (July 2010) that despite rtaidieg requisite actions
from time to time, SPM level remained above norsetlevels at a number of
time. Further, suitable measures were underwapmtain SPM levels.

Installation of on-line monitoring equipment

2.2.40 As per the provisions of the Environment (Protettidct, 1986, TPSs
should provide on-line monitoring systems to recBRM levels. The Company
incurred an expenditure &0.70 crore on procurement and installation ofiog-|
monitoring and other equipments in Unit | & Il aWd& VI. In Unit VII & VIII,

the system had been installed but not commissiaseget. No system had been
installed in Unit-lll & IV. The SPM data was, hower, being recorded manually
only once a month. This defeated the very purpofsénstallation of these
equipments.

MOE&F prescribed (May 1993) Particulate Matter (PlNel of 150 mg/NM of
stack emission for thermal plants having generatiapacity of 62.5 MW and
above. The SPM level of stack emission of Unite IV was higher than the
prescribed limit during June 2006 to March 2009cépt Unit | & II during
August 2006 and March — July 2008 which ranged betwl57 (October 2008)
and 1,276 mg/NN(January 2007). There was no recording during 4009 to
January 2010 as test laboratories were not engagdtie purpose. During the
month of February and March 2010, the stack emrmssiaged from 322 to 3,247
mg/NM? which was higher than the norms in all the eighit§Jinstalled at PTPS.

The Management stated (July 2010) that the on#ioaeitoring system in Unit |,
II, V & VI are in operation and results shall beluded in daily generation report.
In Unit Il and IV the system is proposed to betatied at the time of their R&M
which is scheduled for completion during 2013-I¥rdgard to Unit VII and VIII
the matter was vigorously being taken up with BHBL early commissioning of
system.

Use of high ash content coal

2.2.41 As per MOE&F natification (July 2003) coal basedveo stations located
1,000 KM away from the coal mine or located in umbaensitive and critically
polluted areas were required to use coal having tlesn 34per cent ash on an
annual weighted average basis. Audit observedPhBIS used coal obtained from
coal companies located more than 1,000 KM awayharkhand, Chattisgarh and
Madhya Pradesh. During 2005-10, PTPS received782lakh MT of coal, in
which the weighted average of ash ranged betwes8 2hd 38.2%er cent. The
ash content could have been brought down by wasghmgoal through washeries
and beneficiation to meet the laid down norms. ddtion was, however, taken in
this regard.

The Management stated (July 2010) that for keefiiegash content within limit
prescribed by MOE&F, the Company has been usingited coal. Further, for
washing of coal, bids had been invited and the samed be finalised soon.
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Ash disposal

2.2.42 Annual generation of fly ash from PTPS, ranged betw18.76 lakh MT
(2005-06) and 22.75 lakh MT (2007-08). MOE&F issua notification
(September 1999) which provided that every thempteht should supply fly ash
to building material manufacturing units free oktat least for 10 years. Audit
scrutiny of generation and disposal of fly ash nigi2005-10 revealed that against
the total fly ash of 107.74 lakh MT generated irPBT only 19.63 lakh MT (18.2
per cent) could be supplied. The remaining 88.11 lakh MTlyp ash had to be
evacuated in the wet mode thereby leading to eéilipyg of ash pond.
Resultantly, the Company had to place three wodemsr valuing 32.48 crore
during May 2007 to January 2009 to increase thghteif Ash Dyke Pond.

The Management stated (July 2010) that raisingsbfdyke is a regular feature as
basic aim before the project is to generate powen by flushing ash through wet
ash disposal system.

Noise Pollution

2.2.43 Noise Pollution (Regulation and Control) Rules, @@0m to regulate and
control noise producing and generating sources thighobjective of maintaining
ambient air quality. The Company had not instafipdcific silencing equipments
in the PTPS.

We observed that PTPS did not record noise leviélSeptember 2009 at all.
During October 2009 to March 2010 out of 190 tinwes which noise level

recording was done in the plant area, the noisel lew 155 times ranged from 76
to 97.6 decibels against the prescribed level adé&@bels.

The Management stated (July 2010) that the Compadyfinalised R&M of Unit
[l and IV with World Bank Funds and environmentmpliances including
keeping of noise level within limits for the PTPS awhole is covered under the
R&M scope, being World Bank requirement.

Water Pollution

2.2.44 The waste water of the power plant is the sourcevatkr pollution. As
per the provisions of the Water (Prevention & Cohaif pollution) Act, 1974, the
TPS is required to obtain the consent of StateuRoli Control Board whichinter
alia,, contains the conditions and stipulations for watellution to be complied
with by the TPS.

Non-compliance of the statutory provisions relating water pollution
2.2.45 The Water (Prevention and Control of Pollution) €ést, 1977 inter
alia, provides for payment and collection of cess atgiescribed rates on water

consumed by power generation utilities. Sectioof The ibid Act provides for
rebate of 25er cent of the Cess payable if treatment plants had bestalied.

The Company had installed one Effluent Treatmeah®(ETP) for Unit VIl and
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VIIl'in PTPS, yet it failed to avail rebate $f24.89 lakh* as the Company did not
maintain data to quantify the quantum of water ltisged after treatment. For
Units | to VI, the ETP had not been installed rémgl in discharge of water

without treatment.

The Management stated (July 2010) that no providied been made for
construction of ETP in Unit | to VI, as per the wagment at the time of
construction of these Units. The reply is not doowg because to protect the
environment, ETPs should have been installed sulesgly to meet the statutory
requirement.

Clean Development Mechanism

2.2.46 To save the earth from green house gases (GHG)rder of countries
including India signed the ‘Kyoto Protocol’, (Deckar 1997). Article 3 of the
Protocol targeted reduction of emission of GHG ilog per cent in the developed
countries. Only those power plants that meet tim#ed Nations Framework
Convention on Climate Change norms and take up t@hnologies will be
entitled to sell these credits. If the developedntries were unable to reduce
their own carbon emissions, they could book thengmsvof GHG in developing
countries in their account by paying some monethéconcerned country. This
whole system is named Clean Development Mechan@BM). In India, the
MOE&F, GOl is nominated as DNA.

We noticed (April 2010) that the Company neitherrkea out the quantum of
carbon credit nor taken any initiative for regista of its Power plants (Unit VII
& VIII of PTPS I, Panipat, Unit | and Il of DCRTRFramunanagar and Unit |
and Il o RGTPP, Hissar) installed after January02f@d sale of CER.

The Management stated (August 2010) that they wenlieavour to get carbon
credit benefits for all future projects.

Monitoring by top management

MIS data and monitoring of service parameters

2.2.47 Generating Company plays an important role in tteteSeconomy. For
such a giant organisation to succeed in operatoonanmically, efficiently and
effectively, there should be documented managersgstems of operations,
service standards and targets. Further, theretdvdse a MIS to report on
achievement of targets and norms. The achievemedd to be reviewed to
address deficiencies and also to set targets fosesuent years. The targets
should generally be such that the achievement oictwlwould make an
organisation self-reliant. Audit review of the ®m existing in this regard
revealed that the Company fixes the targets foromamt operational parameters
and has developed an MIS to monitor performancenagthese parameters. The
BOD reviews periodically the operational/finangmdrformance of the Company
for taking remedial action in case of under perfance. Proper disaster

* Consumption of water calculated on the basis dallesl capacity of Unit VIl and VIII with
reference to the total installed capacity of PTPS.
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management system is in place.
The matter was referred (July 2010) to the Governma; the reply had not
been received (September 2010).

Conclusion

The Company failed to meet the growth in peak demah by 1,800
MW, as the net capacity addition was only 603.15 MWuring 2005-10
due to delay in planning and implementation of capaty addition
programmes.

In order to meet the deficit of power, the State hd to depend on short
term purchases and unscheduled interchange sourcesenergy during
2005-10, which was costlier as compared to own geagon cost and
long term purchases.

Both the units of RGTPP, Hisar were not completedn time and led to
loss of expected generation of 3,790 MUs.

Excess forced outages than CEA norm led to generati loss of
1,008.84 MUs and excess time taken in preventive m#enance
resulted in generation loss of 2,196.97 MUs.

The financial management was deficient as funds werkept in FDRs
instead of reducing the burden of overdraft/cash cedit.

Delayed preventive maintenance of plants led to eass time in repair
work and resultant generation loss.

Environmental safeguards were not fully adhered to.

The Company has proper MIS for taking remedial measres.

Recommendations

The Company may consider:

intensifying its capacity addition programmes by abse monitoring the
programmes for timely execution so as to meet theational objective
of power for all by 2012;

taking measures to increase generation by increagrplant load factor
of PTPS-I, Panipat;

ensuring adherence to scheduled maintenance of tpé&ants and upkeep
of the equipments to avoid forced shutdowns of geraing units;

carrying out cost benefit study with reference to ast incurred on the
refurbishment of Unit-l and IlI, PTPS, Panipat and the benefits
achieved in financial terms;

enforcing environment safeguards to bring the air,water and noise
pollution within prescribed limits; and

undertaking the study to explore the feasibility of measuring the
carbon credit benefits.
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Introduction

2.1.1 Haryana Agro Industries Corporation Limited (Comgawas incorporated in
1967 under the Companies Act, 1956 as a joint verdtithe State Government and
Government of India (GOIl), with shareholding of 3.and 38.65per cent
respectively, with the objectives to promote agasddl industries in the State, provide
farmers with agricultural inputs and assist thenfaim mechanisation. For attaining
these objectives, the Company was running threeufaaturing plants viz. Cattle
Feed Plant at Jind, Agro Engineering Workshop dbKkeri and Fertiliser and
Chemical plant at Shahabad. Besides, the Compadyahnetwork of 17 Farmers
Service Centres (FSCs) scattered through out thte $bor sale of seeds, fertilizers,
pesticides, tractors and other agricultural maaieselike diesel engine, electric
motors, etc. to the farming community. The Compalsp owned six petrol pumps
(PPs) and four godowns having storage capacityt@@® Metric Tonne (MT). The
State Government had also assigned to the Comptoey, work relating to
procurement of wheat, paddy and bajra for the aéptiol.

The Management of the Company was vested in a BoarDirectors (Board)

consisting of not less than two and not more thaalve directors including a
Chairman and a Managing Director (MD), who were m@ted/appointed by the
State Government and GOI. As on 31 March 2010retheere nine directors
(including two non officials nominated by GOI) dmetBoard including a Chairman
appointed by the State Government. The MD was Gheef Executive of the
Company and was assisted in day to day work by iafGdministrative Officer-

cum-Secretary, General Manager (Finance)-cum-Coynecretary and Deputy
General Manager (Procurement) at Head Office andpufe General

Managers/District Managers in the field offices.

The working of the Company was last reviewed inReport of the Comptroller and
Auditor General of India for the year ended 31 Nwarg004 (Commercial)
Government of Haryana. The review was discussedhbyCommittee on Public
Undertakings (COPU) and recommendations of COPUeveentained in the %3
Report presented to the State Legislature on 2ZiMa007. The COPU, in the said
Report had recommended (March 2007) that tenutheoChief Executive should be
three to five years for achieving results. Durigil 2004 to March 2010, the State
Government appointed four MDs. The tenure of thviges ranged between two and
23 months. However, the present MD was continwith effect from January 2007.

|Scope of Audit

2.1.2 The present performance review conducted duringeNdper 2009 to March
2010 covers the working of the Company, as peatlt objectives, for the last five
years ending March 2010. Besides examining therdscmaintained at the head
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office of the Company, we test checked record®wés out of 17 FSCs, three out of
four warehouses and two out of six PPs under tmdraloof selected FSCs. The
selection was made by adopting simple random sagplvithout replacement
method and covered 56.46r cent of the total turnover.

Audit objectives

2.1.3 The audit objectives of the review were to ascendiether:

the activities of the Company resulted in developmef agro based
industries, providing farmers with agriculture itguand assisting them in
farm mechanisation in consonance with its objestive

the manufacturing units operated at their optimevel;

the Company executed the procurement of foodgrfamthe Central pool, in
an efficient, effective and economical manner;

the Company raised bills and differential claimgitmthe Food Corporation of
India (FCI) for sale of wheat and rice accuratelthua stipulated period and
received full reimbursement of all cost elementduding the statutory levies
imposed by the State Government;

proper financial management (including availingash credit limit) existed; and

the Company had devised effective monitoring angrnal control/audit
system.

Audit criteria

2.1.4 The following audit criteria were adopted:

policy of the Company for investments and providasgistance to agro based
industries, providing agriculture inputs, coveringrea under farm
mechanisation and targets fixed thereagainst;

installed capacity of manufacturing units and teésdeed thereagainst;

targets fixed for procurement and delivery of whexad paddy and prescribed
norms/procedures/time limit for the same;

Policy and guidelines of GOI/FCI for milling of pet

Ambala, Jind, Kaithal, Karnal, Kurukshetra, Fate&d and Sirsa.
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. policy and guidelines of the Company/FCI regardizging of bills etc.; and
. internal audit and other control procedures adoptethe Management.
Audit methodology

2.1.5 Audit followed the following methodology to assdke audit objectives with
reference to the audit criteria:

. review of Company’s policies, annual budgets, agénthutes of the Board
meetings, COPU recommendations on previous reviewnd a
interaction/discussion with the personnel of thenBany;

. examination of records relating to procurementragie and delivery of food
grains to FCI, raising of claims for sale, diffetiah claims and receipt of
payments thereagainst;

. review of policy and guidelines of GOI/FCI and terrand conditions of
agreements executed with the Millers;

. scrutiny of records relating to cash credit, paynwrguarantee fee and other
charges to the State Government and their reimimasefrom FCI;

. review of investment of funds and debtors; and

. review of Management Information System (MIS) andriaus control
procedures employed by the Company.

Audit findings

2.1.6 The audit findings were reported to the GovernnMatagement in June
2010 and discussed in the Exit Conference held3oduly 2010, which was attended
by the MD and General Manager (Finance) of the Gaomgp Views of the
Management have been duly considered while fimagjighe review.

Audit findings are discussed in succeeding pardwap

Financial position and working results

2.1.7 Financial position and working results of the Compaluring the last five
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years ended 31 March 2008re given inAnnexure 7 The summarised position is

stated below:

(X in crore)
Particulars 2004-05 2005-06 2006-07 2007-08 2008-09
Capital 414 414 4.14 414 414
Reserves & 21.08 23.06 31.03 33.00 33.11
surplus
Liabilities 180.50 123.89 173.18 212.15 414.40
Assets 205.72 151.09 208.35 249.29 451.65
Income
Sales of Wheat 520.71 503.82 419.08 538.72 563.99
and paddy
Other sales 96.41 77.57 64.31 68.12 78.43
Total sales 617.12 581.39 483.39 606.84 642.42
Other income 7.24 6.14 3.75 6.81 32.92
Total Income 624.36 587.53 487.14 613.65 675.34
Expenditure 628.05 585.55 478.93 611.68 675.23
Net profit/loss (-) -3.70 1.98 8.21 1.97 0.11
Percentage of 84.38 86.66 86.70 88.77 87.79
Wheat and Paddy
sales to total sales

The Company had not worked out the working resoltseach activity
separately in the manner as required under Acaogii8tandard 17 - Segment
Reporting. In the absence of separaterking results, the Company was
unable to identify the loss making units/activitiésr taking corrective
measures to improve upon. The Management statdg 2010) that the
segment reporting was being done. The reply wasacoeptable as the
Company did not prepare separate working resultseé&zh activity giving
complete details of the expenditure and incomeviagtivise. However,
during exit conference, the Management agreed &pgve activity wise
working results.

The percentage of sale of wheat and paddy to $atak ranged between 84.38
and 88.77 which showed that major portion of salas contributed through
procurement activity.

The net profit dropped t& 11 lakh in 2008-09 as against the profits of
X 8.21 crore earned during 2006-07. The main redmuosignificant reduction

in the net profit was high incidence of interestbmmrowings which registered
increase 0fX 6.68 crore ancR 34.42 crore during 2007-08 and 2008-09
respectively. As the above borrowings mainly idecash credits availed for
procurement activities on behalf of FCI, delayeoeipt of the incidental dues
from FCI had adversely affected the working resoltthe Company.

Figures for 2009-10 were under finalisation antlavailable.
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Reserves and surplus®83.11 crore as on 31 March 2009 need to be seleghirof
the following:

. Non provision for diminution in value of investmenitX 6.11 crore made in
assisted sector which were overdue for buybackesir#97 to 2001 and the
Company did not hold any tangible security agdimsse investments.

. Non provision for sundry debtors amountingtd2.82 crore outstanding for
more than three years and considered to be doubtful

. Non provision for pay arrears payable to the emgxsy amounting to
% 1.60 crore and guarantee fee amounting &8 lakh payable to the State
Government.

Fund Management

Budgetary control

2.1.8 The Company had been preparing budgets annuallyhfBormanufacturing
plants and the FSCs. The table below indicateswise budgeted vis-a-vis actual
profit (+)/ loss (-) during the last five years tgp2008-09.

€ in lakh)

Name of unit 2004-05 2005-06 2006-07 2007-08 2008-0¢
Budgeted | Actual | Budgeted | Actual | Budgeted | Actual | Budgeted | Actual | Budgeted | Actual

FSCs -14.70, -194.09 36.91 -142.71 51|51 -14Q.74 8916.-209.21 171.7Q 138.27
Cattle feed plant 2.6( -14.20 7.25 -14.12 7125 084. 10.00 -30.06| 125.0 107.12
Fertilizer and 3.80 -50.49 4.40 -42.7% 4.40 -46.22 6.p0 -46|46 05.0 6.73
chemical plant
Agro Engineering 2.07 -16.02 0.24 -2.5¢ 0.24 -5.46 2.50 -1448 10.00 18.87
Workshop

Though the budgets were got approved from the Beaedy year, the actual results
thereagainst were neither analysed nor reportetheéoBoard. There were wide
variations in the budgeted and actual figures efvtlorking results which proved that
the budgets were prepared ahoc basis without linking with the actual production
and previous trends of demand/sales of its produbiscase of FSCs, we observed
that budgeted figures for sale of tractors in ptgisterms was kept at 34 numbers
during each of the five years ended 2008-09 igmprine actual sales, which
significantly fell short of the budgets and was giag between two numbers
(2006-07) and 18 numbers (2007-08) during the spording five years’ period. As
the Company did not pay due attention to sale aiftdrs, it failed in achieving the
objective of expanding the area under farm mechéois Besides, poor turnover
figures had corresponding adverse impacts on thkimgresults of FSCs. In its 53
Report presented to State Legislature on dated 2&M2007, the COPU had also
recommended (March 2007) to avoid variation in lmidd and actual figures.

Figures for 2008-09 represents gross profit caythe Company had not prepared budgets
for net profit/loss.
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However, no action on COPU’s recommendations wkentdy the Company, as
apparent from the above figures.

Guarantee fee

2.1.9 Keeping in view the procurement plan given by thaté& Government, the
Company sends proposals through the State Govetrfioresanction of cash credit
limit to the Reserve Bank of India (RBI). Aftertgeg approval from RBI, the State
Bank of India, being the nodal bank, sanctionsasds the limits as per requirement
of the Company. On the cash credit limit so sametd, the State Government
provides necessary guarantee, on which a guardeeeeat prescribed rates, was
payable by the Company.

Wrong assessment of cash credit requirement

2.1.10 The Company could not use cash credit limi¥ @&79.05 crore guaranteed by
the State Government during the five years up t682IB. The Government,
however, charged guarantee fee on sanctioned ceht @nd raised demand
accordingly for the years 2003-04 to 2007-08. Rastly, the Company would have
to payX 59.88 lakh for the unutilised portion of cash aredHad the Company made
assessment of cash credit on realistic basis, utdcbave avoided the payment
liability of ¥ 59.88 lakh. The Management stated (July 201Q)tkeamatter has been
taken up with Director Food and Supplies (DF$jaryana to charge guarantee fee on
cash credit limit availed by the Company.

Delay in submission of claims

2.1.11 For raising claims on FCI for reimbursement of guaee fee, the Company
was required to furnish the claims in the presdripeoforma showing the details of
deliveries made along with the challans for paynmeatle to the State Government.
We observed that though the Company had paid giesrdee oR 1.84 crore up to
May 2003 for the years 1999-2000 to 2003-04, tlaend for reimbursement of the
fee paid could be raised in July 2006. FCI reirsbdR 1.78 crore thereagainst in
August 2006. The delay of more than three yeassibmission of claims was caused
mainly due to delay in deciding as to which braathead office would prefer the
claims after collecting required information fromlél offices. The delayed claim of
guarantee fee had resulted in loss of intere3t@d.86 lakh for the period from June
2003 to June 2006 at the rate of npee cent at which cash credit was availed by the
Company. The guarantee f&4.02 crore) for 2004-05 to 2009-10 was recentlyl pai
(April 2010) to State Government and submissionlaims to FCI for reimbursement
of said amount was pending.

Non reconciliation of accounts

2.1.12 The Company procures gunny bales from Director @én8upplies and
Disposal (DGS&D) Kolkata through Director Food a®dpplies (DFS), Haryana by

. DFS is the nodal agency to manage procurementtasiin the State and to liaison with
FCI/GOI on behalf of the procuring agencies.
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sending indent along with full payment in advanoe €ach crop year based on
provisional rates subject to their subsequent aajist. Since advance payment was
released for each crop year on provisional basenciliation of accounts at the end
of each crop year was necessary to adjust the £x@gsnents made, if any, towards
advance payment to be made for next crop year.

We noticed that the Company did not reconcile dtsoants before releasing advance
payments oR 146.06 crore during 2004-05 to 2009-10 to the DGS&olkata. As
on 31 March 2010, there was an unadjusted balahce 47.65 crore shown as
advances to the DGS&D against cost of gunny balkéshwemained unreconciled.
Had the Company reconciled the account with DGS&Dbould have avoided loss of
interest oR 29.21 lakh as discussed in succeeding paragraphs.

2.1.13 During Rabi 2009, the Company received 7,280 gupags from DGS&D
Kolkata against the indent of 14,950 bales. On neitiation among the procuring
agencies, it was found that Haryana Warehousing®&ation (HWC) and Haryana
State Co-operative Supply and Marketing Federdtionted (HAFED) had received
5,978 and 1,692 excess gunny bales respectivelyngiiRabi 2009 procurement
season. While HWC released payment of 5,978 gbafgs in March 2010 at current
prices, payments for 1,387 gunny bales valdirig83 crore (after adjustments of 305
bales borrowed by the Company) from HAFED were pendJune 2010) thereby
causing blockage of funds & 1.83 crore besides incurring the interest loss of
% 19.24 lakh from May 2009 to June 2010.

2.1.14 During Rabi 2008, the Company did not receive 408ny bales (value
% 45.82 lakh) out of indented 19,630 gunny baleswbich full payment had been
made to DGS&D. This had resulted in blockage ofdfiofX 45.82 lakh besides loss
of interest oR 9.97 lakh for the period from February 2008 toy 2010.

|Appraisa| of activities

2.1.15In order to attain the laid down objectives, thenfpany was running three
manufacturing plants and 17 FSCs for manufactuamg sale of cattle feeds,
pesticides, and various agricultural implementsides trading of seeds, fertilizers,
tractors etc. The Company was selling petroleunalyets through the network of six
PPs and was also having four godowns. Besidesp@oynwas also engaged in the
procurement of foodgrains for central pool on beb&lFCI. Activity-wise turnover

of the Company for the years 2004-05 to 2008-09ehlagen summarized under
Annexure 7and the said figures for 2004-05 and 2008-09 aeseuted in the form
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of pie charts as under:

2004-05
10.20%
0.93% 0.44%
0.97%
OProcurement
B Plants
OPetrol pumps
OFSCs
B Warehouse
87.46%
2008-09

5 68944 95% 0.40%

1.02%

OProcurement
B Plants
OPetrol pump
OFSCs

B Warehouse

87.95%

The activity-wise analysis of Company’s operatia@s as under:

Promotion and assistance to agro based industries

2.1.16 The Company was incorporated with the main obyjestito undertake, assist,
aid, finance and promote agro based industries sashpoultry, dairy, land
development, seed and other agro based industrigkei State. However, the
Company had not formulated any policy in this relgaor fixed any targets for
achievement of these objectives. We observediiea€ompany made investment of
X 6.44 crore in 18 assisted sector units during 1®RBlout of which 17 units
defaulted in buy back of investments of the Compasydiscussed in the paragraph
2.1.36 infra. Thereafter, the Company neither planned nor taol steps for
providing assistance or promoting agro based imgssin terms of fulfillment of its
main objectives. Thus, the main objectives of fation of the Company were
completely ignored.
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Manufacturing Plants

2.1.17 In order to attain the objectives of providing fams with agricultural inputs

and assisting them in farm mechanisation, the Compwas running three

manufacturing plants viz. Cattle Feed Plant at ,JA&giro Engineering workshop at
Nilokheri and Fertilizers and Chemical Plant atldfed. The capacity utilisation and
working results of the manufacturing plants durihg five years up to 2008-09 are
shown inAnnexure8.

Performance of individual plants has been discubséalv:
Cattle Feed Plant, Jind

2.1.18 Cattle Feed Plant was set up in the year 1974nfmmufacture of cattle feed.
The total installed capacity of the plant was 30,80 per year. The annual capacity
utilisation of the plant ranged between 20.29 and@per cent during the last five
years up to 2008-09. The plant was constantlyinghnimto losses during all the five
years. The annual losses ranged betweéd.08 lakh (2006-07) anti50.43 lakh
(2008-09) during the same period (after excludirgelouse income) with total loss
of ¥ 1.23 crore during 2004-05 to 2008-09. The Compaawewed (July 2006)
performance of the plant and found that low capaaiilisation was due to non
obtaining of firm orders from market/milk uniongck of marketing network to
compete with the private manufacturers and higt ebproduction, etc. Besides, the
Company was also facing shortage of technical aadketing staff necessary for
smooth and profitable functioning of the plant.

Though the Company had analysed the reasons forc&pacity utilisation of the
plant, no steps had been taken to increase the. saheeCompany had no marketing
network in the absence of which it was difficultsiastain in the competitive market.
Further, the plant of the Company was outdatedratalready served its useful life.
In the absence of modernisation of plant, the Campeould not be able to increase
the production despite existing demand in the ntarke

Fertiliser and Chemical plant, Shahbad

2.1.19 The plant manufactures pesticides and insectioiteseceipt of firm orders
from Government agencies. The net losses of taet gluring 2004-05 to 2008-09
ranged betweeR 42.75 lakh and 60.93 lakh. The capacity utilisation of the plant
during the same period was very low which rangevéen 3.65 and 8.1fler cent
and 0.01 and 2.6%er cent with regard to ‘liquid formation’ and ‘powder
manufacturing’ respectively. The capacity utilisatof the plant was low due to
poor marketing network. With a view to improve taes, the Company appointed
(January 2006) liaisoning agent for obtaining asdeom the Government and other
agencies. This showed positive results as theow@mof the plant for the year
2006-07 increased about three times in compars@nevious years. Services of the
liaisoning agent could not be continued for 2007d0@ to his unwillingness to work
on same terms and conditions. A new liaisoningnages appointed for 2007-08
who did not perform well and the turnover reducedllo liaisoning agent was
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appointed thereafter and there was further decréasgales in 2008-09. The

Company also failed to strengthen its own marketiegvork in the absence of a
liaisoning agent. Resultantly, the plant had beeairring losses continuously during
all the five years from 2004-05 to 2008-09. Thenlsigement stated (July 2010) that
liasioning agent had now been appointed in Marct020 improve the turnover.

Agro Engineering Workshop (AEW) Nilokheri

2.1.20 The Workshop was set up in 1968-69 to undertaks job manufacturing
water tankers, tractor trollies, truck-bodies atigeo agricultural implements and its
capacity was fixed (1968) to manufacture agrigaltuimplements valuing
% 1.50 crore per annum. The workshop was presendynufacturing agricultural
implements like harrows, trolley tillers, leveletsjck bodies, cattle crush etc. for the
Government agencies only and no sale was being chaelgly to the farmers. The
capacity utilisation of the workshop ranged betw26r97 and 55.1per cent during
the last five years up to 2008-09 with referencetmetary targets fixed.

During District Managers (DMs) meeting (July 200f@gld in the presence of
Chairman of the Company, it was decided that thekslwp should explore
possibilities to manufacture modern agriculture lenpents which were in demand by
farmers. Scrutiny of records revealed that neitrerch implements were
manufactured for the farmers nor efforts were mdde marketing of these
implements to benefit the farming community.

We noticed that main reasons for low performancevafkshop were low turnover
due to insufficient Government orders and negl@ildirect sales to farmers.
Resultantly, the Company failed to achieve its oldyes to provide agricultural

implements at reasonable rates to farming commuritye Management stated
(July 2010) that the case was being processed poipa technical officer on

contract basis to increase the activities at waygshHowever, the Company should
also explore opportunities to compete in open niafitee obtaining orders so as to
minimise dependency on Government orders.

Thus, main reasons for poor performance of threeufia&turing plants were:

. outdated/over aged plants leading to high cost mfdyction and low
capacity utilisation;

. lack of effective marketing network;
. absence of qualified technical manpower; and
. high dependence on orders from Government agencies.

The COPU in its 58 Report, had also recommended (March 2007) that the
Government/Company may apprise as to how thesdsptauld be made viable.
However, no concrete steps had been taken by the&uwy in this direction.
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Farmers Service Centres

2.1.21 As on 31 March 2010, the Company had 17 FSCs #aiafibeadquarters of
the State for sale of fertilisers, tractors, pedéis, agriculture inputs etc. The
Company also started the activities relating torggepumps and warehousing at
various stations under the control of respectiv€$S We noticed that though the
budgets for various activities of FSCs were pregpaaad approved by the Board
annually, actual results thereagainst were not earut and variations along with
the reasons were not analysed and submitted t@dlaed for necessary corrective
action.

The working results of the FSCs selected underevevor the last five years up to
2008-09 are given iAnnexure 9

It would be seen from the Annexure that turnovethef FSCs had decreased from
X 71.38 crore during 2004-05 t070.81 crore during the 2008-09 and the loss
increased fron® 1.94 crore toX 4.21 crore during the corresponding years. The
Company incurred a total loss &f11.08 crore during 2004-05 to 2008-09 in the
operations of the FSCs. To improve the viabilitgfiability, the FSCs were
impressed upon (January 2006) by the MD during &timg with the DMs to
improve turnover by exploring new areas and alsengthen the sales through
launching of sales promotion schemes i.e. wide ipiyplof the products through
buses, channels/advertisements, hoardings, diduayds etc. The Chairman also
stressed (July 2007) in the DMs another meeting thea FSCs should explore the
possibilities of entering into new ventures in diddi to the activities already being
carried out. We observed that the Company didevolve any system to get the
feedback of its activities relating to providingngees to the farmers in absence of
which Company was not able to improve upon thesacéaleficiencies. Therefore,
the Company/FSCs could not take any such actidiafivie to improve the viability

of FSCs as well as safeguarding the interest ohdas of the State in lines with its
main objectives.

|Procurement of foodgrains for the central pool |

2.122 The State Government declared (1988) the Comparpnasf the agencies
for procurement of foodgrains, from various mandiekotted by the State
Government, for the central pool under the Minim8opport Price (MSP) scheme.
The foodgrains so procured were being delivere&@b and costs incurred by the
Company on procurement activities (including MSE artidentals) were reimbursed
by FCI based on the provisional economic costsifixg GOI for each crop.

Wheat

2.1.23 The table below gives the procurement targets amdeeements of wheat
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during the last five years up to 2009-10.
(Quantity in lakh MT)

Crop year | Total quantity | Procurement Percentage of Sale Closing
procured by by the Company’s balance’
state agencies Company procurement to (Cumulative)
(lakh MT) total procurement

2005-06 45.29 4.29 9.47 4.64 0.42

2006-07 22.30 2.38 10.67 2.76 ?

2007-08 33.50 3.33 9.94 3.34 ?

2008-09 52.37 4.64 8.86 3.03 1.63

2009-10 69.24 6.96 10.05 4.00 2.96

The Company achieved the procurement targets datirtge years from 2005-06 to
2009-10 as its procurement ranged between 8.861&rfl per cent against the
allotted procurement targets of @& cent of the total procurement of the State.
However, due to low off take by FCI, huge stocksaeed with the Company during
2008-10.

Some cases of irregularities noticed during auditddsscussed below:

Loss due to non-adherence to delivery schedule

2.1.24 For delivery of wheat, the Company had to adherhedinkage plan as well
as specific instructions issued by GOI/FCI fromaito time failing which carry over
charges were not reimbursed by FCI. The GOI aigbdr(February 2004) the
Company to liquidate the entire stock of wheat @bRMarketing Season (RMS)
2003-04 latest by 31 March 2004 failing which tlerg over charges would not be
paid beyond this cut off date.

We observed that District Manager, Sirsa did ndteael to the prescribed schedule
and delivered wheat stock of 5,349.45 MT to FCeiathis cut off date indicating
lack of timely action by the Company. Consequerfig] disallowed (March 2010)
carryover charges & 70.35 lakh. Thus, non adherence to delivery sdleedf FCI
resulted in loss ¢t 70.35 lakh to the Company.

The Management stated (July 2010) that the Compandytaken up the matter with
FCI for reimbursement of the carry over charge® 60.35 lakh.

Improper pursuance and defective documentation taims

2.1.25The GOI had allowed from time to time the Governtneh Haryana to

dispose of the residual (old and damaged) stock#eft pertaining to the crop years
1998-99 to 2004-05 through tenders. The FCI wasetmburse the difference
between the procurement price plus incidentals saleé value realised through

Closing stock balances were not workable fromnape stock, procurement and sale figures
due to effects of moisture gain and shortages, lwhi&s not been assessed separately by the
Company.

# Closing stock at the end of 2006-07 and 2007-88 enly 70 MT and 138 MT respectively.

’ Position as on 15 July 2010.
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disposal by tenders for the relevant crop yeanortter to avail the reimbursement of
differential costs, the Company was required tasnghat categorisation of damaged
stock was done in association with the FCI beftyelisposal.

FSC Palwal submitted (March 2005) the sale billglifierential claims amounting to
% 84 lakh in FCI pay office, Faridabad for the yea@98-2001. The FCI returned
(July 2005) the same on the plea that there werelear instructions for making
payment pertaining to these years. We noticed aftatr return of these bills, the
Company did not pursue the case with FCI for paymen

The Company submitted (April 2009) bills amounttog 8.76 crore (including bills
of ¥ 84 lakh returned earlier) for the crop years 1998e 2004-05 for the sales made
up to March 2007 without fulfilling the stipulategorocedure and completion of
documents. The FCI returned (May 2009) these hitsnting out various
deficiencies in documentation viz. non categorsatof stock, inclusion of Value
Added Tax (VAT) in the sale bills, excess claimaafrry over charges etc. The
Company resubmitted the bills in August 2009, agfawhich no payment had been
released by FCI so far (July 2010).

Thus, Company’s failure to ensure complete docuatiemt and improper pursuance
for the claims had resulted in blockage of clainoant ofX 8.76 crore (March 2010)
with corresponding loss of interest d2.17 crore on avoidable cash credits for the
period from July 2007 to March 2010.

The Management stated (July 2010) that it had newonciled the figures of
damaged wheat with FCI and the matter was beingupelt

Improper storage

2.1.26 The Company suffered loss &f25.55 crore due to failure in keeping the
stocks in safe and healthy conditions at the finstance and then delayed action
against the erring officials for recovery of losEhe delayed actions of the Company
for recovery of loss from employees and filing ofilcsuits after a lapse of over four
years made the huge amount of recovery impossible.

GOl issues guidelines for procurement of wheat eggdr in which emphasis was
given on safe storage of stocks. The Company Had &sued instructions
(November 2003) for recovery of loss occurred ia storage and delivery of wheat
from the concerned DM and the respective Mandidotp (MI) in the ratio of 30
and 70per cent respectively.

The FCI intimated (August 2004) that 1.25 lakh MTeat, pertaining to crop years
2002-03 to 2004-05 at Sirsa and Palwal had beeragadhdue to heavy rains and
negligence in preservation of wheat. Instead»hd the loss and initiating recovery
proceedings immediately against the defaulting eyges, the Company referred the
matter (September 2005) to the State Vigilance Dt for investigation. The

Vigilance Department in its report (February 2086)d the DMs/MIs and inspecting

officers/officials responsible for improper mainégwe/checking of the stock and
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resultant damage of wheat. The Company, afterpaeladf more than one year
constituted (March 2007) In House Enquiry Commits@eas to analyse the losses
suffered and pinpoint the responsible officersfudis. The Committee reported (June
2007) that the Company had suffered a los¥ 86.18 crore on this account. The
matter was considered by the Board (October 2060d) decided that the case be
examined by a Committee of two members of Boarde Tommittee of the Board in
its report (February 2008) recommended for filinf FIRs/recovery suits and
imposing major penalties against the defaultingc@ls. After the approval (April
2008) of the Board, FIRs were lodged (June/Septe@d@8), and recovery suits for
% 25.55 crore with interest were filed (March/A2009) against 14 officers/officials
in the District Civil Courts. An expenditure & 1.30 crore was incurred by the
Company towards court fee for filing of civil suits

We noticed that of the four employees against wRom62 crore was recoverable,
two had since been retired while other two had ksiemissed. Had the Company
initiated recovery action immediately on receipteport from FCI in August 2004, it

could have recovered the amount to some extent.

The Management stated (July 2010) that the exags$ for initiating recovery
proceedings could be worked out after the salentifeedamaged stock, which was
sold in 2006-07 and 2007-08 as feed category aed thiat the matter was considered
and approved by the Board in April 2008. The rephs not based on facts as the
loss could have been estimated after categorisatiodamaged stock. The major
portion of stock was categorised as cattle feeckdby FCI in March 2006 itself and
all the stock was disposed of by June 2007 whenlIthdouse Committee of
Company assessed the loss.

Paddy

2.1.27 The Company enters into agreements with the Milferstimely milling of
paddy and for delivery of rice to FCI. After proement from the allotted mandis,
the Company stores the paddy in the premises oMitlers selected for milling
under the joint custody of the Company and theavsll The Millers deliver the rice
to FCI within the stipulated period after milling maddy.

For smooth operation of Custom Milling of Rice (CMRhe State Government
issued guidelines every year whictter alia, provided that:

. joint physical verification of the paddy would benclucted by the Company
and Miller on a fortnight basis;

. selection of rice mills for CMR would be made by tMilling Committee
headed by Deputy Commissioner (DC) at district léveall the procurement
agencies. The rice mills which had satisfactaddyivered entire CMR during
previous year by the stipulated date should be idered as eligible for
allotment of paddy keeping in view their millingpeecity;
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. guarantee shall be obtained in the shape of chedyaeen in favour of the
Company at the rate & 15 lakh € 25 lakh for Khariff Marketing Season
(KMS) 2008) for each tonne milling capacity and teuareties ofArhtias of
same mandi.

. the rice miller would be required to deliver thetienrice by ensuing 31
March to FCI.

The State Government had allocated nippee cent share of the total paddy
procurement made by State agencies to the Compdimpugh the Company had
achieved the procurement targets in all the fiveryeip to 2009-10, rice quantity of
1,379 MTs, 510 MTs and 148®Ts was short delivered to FCI during crop years
2007-08, 2008-09 and 2009-10 respectively.

Deficiencies noticed in this activity are discusbetbw:
Misappropriation of paddy

2.1.28 M/s Jai Bajrang Rice Mills, Jind (Miller) was codsred for allotment of
paddy by District Milling Committee, Jind during K82007 and 5,414.70 MT paddy
was stocked in premises of the miller. As per agrent, the Miller was required to
obtain 3,627.85 MT rice against milling of 5,414 MI of paddy at the rate of 67
per cent and deliver the same to FCI by 31 March 2008. eimw, the Miller short
delivered 1,379.05 MT of rice to FCI. On the fadwf rice Miller to deliver the rice,
the Company conducted physical verification of sheck lying in the premises of
Miller and recovered (October 2008) 864 MT of rigieg in the premises. However,
there was still shortage of 515.05 MT of rice, whiwas pending for recovery till
date (July 2010).

We observed the following deficiencies on the pathe Company:

. the Miller was defaulter during KMS 2006 due to rawmlivery of rice by the
due date i.e. by 31 March 2007, and despite p@wktrecord, miller was
considered for allotment of CMR in KMS 2007 in a@aviention to the State
Government guidelines;

. as per State Government instructions, the Millesrgacapacity up to 3 MT
per hour was to be allocated maximum of 4,000 M@dy. The Company
however, allotted 5,414.70 MT paddy to this Milleaving capacity of 3 MT
resulting in excess allotment of 1,414.70 MT paddy;

. entire paddy was released to the Miller in onewhbich facilitated miller to
misappropriate the rice;

. failure of the miller to deliver the rice to FCldexistence of stock of rice in
the premises of the Miller indicated that periotliphysical verification was
not conducted,;

As on 14 July 2010.
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. the Company obtained security in the form of thpest dated cheques of
% 15 lakh (dated 31 March 2008) each. The Compéoyyever, neither
presented these cheques for payment within valityod nor got the same
revalidated before their expiry. The Company ot#dianother two cheques
(15 December 2008 and 15 January 2009 86 lakh each from the miller
towards CMR not delivered to FCI. The Company @nsd these cheques
for encashment repeatedly during January to May 200t the same could
not be encashed due to ‘insufficient funds’. Thempany preferred
complaint under Section 138 of the Negotiable lms&nts Act, 1881 only in
July 2009, though the same could have been lodgethmuary 2009 itself.
The Legal Advisor of the Company had advised (Ndven2008) to lodge
FIR against the miller as well as the DM concerteed,the same had not been
lodged till date (June 2010).

Thus, the Company failed to comply with the guided of the Government and
extended undue favour to the Miller which facikdt misappropriation of rice
(2,379.05 MT) valuing® 1.92 crore. After adjusting the amount againgt dues
payable to Miller ¥ 85.91 lakh) and sale of rice (864 MT vaRi€3.29 lakh) seized
from Miller's premises, the Company suffered 108 &9.81 lakh (including loss of
interest oR 27 lakh).

The Management stated (July 2010) that on beingt@diout by us, the concerned
DM had been charge sheeted for causing loss t€dmepany and efforts were being
made for recovery of dues.

2.1.29 Similarly, M/s Devi Dayal Sachin Kumar, Shahbadswadlocated 3,010.40
MT paddy for milling in KMS 2008-09. As per agreent (October 2008), the Miller
was required to manufacture 2,016.97 MT rice atréte of 67per cent and deliver
the same to FCI by 31 March 2009. The Miller suteditwo cheques & 25 lakh
each dated 31 March 2009 drawn on State Bank a& I(6Bl), Shahbad towards
security deposit. The Miller, delivered 1,511.36I Mf rice up to July 2009 and
failed to deliver remaining quantity of rice (505.8T) to FCI. The Company’s loss
on this account worked out £96.85 lakh (including interest & 14 lakh) after
adjustment of dues¥ (15 lakh) payable to the Miller and recoverids 25 lakh)
already affected. The Company neither encashedheques valuing 50 lakh with
in validity period nor got the same revalidateddoeftheir expiry.

In this case also, the Company failed to complyhwef the State Government
guidelines regarding procurement and milling of gpadesulting in undue favour to
the miller, which caused misappropriation of paddy.

The Management stated (July 2010) that the Compasymaking efforts to recover
the dues and a criminal case had been filed (JOh@)Zgainst the miller.

Thus, despite misappropriation of paddy by the arsll the Company at the first
instance failed to encash the cheques within ugligeriod and secondly, take
appropriate action to recover the dues which redutt non recovery &% 1.67 crore.
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Bajra procurement

2.1.30 The Company had been procuring bajra on behalfGifdince 2003-04 and
its share was assigned at npee cent in the total procurement in the State. The bajra
procured was to be disposed of by the Company radiggetions of FCI.

The table below indicates the area under cultivatiotal production, Company’s
procurement, MSP and prevailing rates in respebiagf for the last five years up to

2009-10.
Crop year | Area under Total State Company'’s Actual MSP | Market
cultivation | production [Procurement| share in State | procurement of rate
(lakh (lakh MT) (in MT) procurement (at | the Company (X per quintal)
hectare) the rate of 9per (percentage)
cend (in MT)
2005-06 5.92 6.79 4895 441 153 525 490-586
(3.13)
2006-07 6.21 10.24 54( 545-7}
2007-08 6.30 11.61 122718 11045 1952 600 540-610
(1.59)
2008-09 6.10 10.79 310478 27943 89646 840 730-847
(28.87)
2009-10 5.20 9.62 77376 6964 840 840-4

20
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An analysis of the above table reveals that the @@y failed to achieve the
procurement targets set by the State Governmemtgi005-06 to 2009-10 except in
2008-09. Its share in total procurement rangedéen nil to 3.13er cent (except
during 2008-09) against the target opé& cent. Though, during 2008-09, there was
no increase in the area under cultivation and tha® decrease in total production of
bajra in the State, the procurement by the Compamyped to 89,646 MT from 1952

MT in 2007-08. The increase in procurement wasitpan account of procurement
from outside States due to comparatively higher & the prevailing market rate

of bajra.

Non-reimbursement of interest charges

2.1.31 FCI did not provide interest charges to the Companyholding of bajra
beyond 31 March each year though sale of bajratavbe made on the directions of
FCI and it was often sold by FCI through auctioteaBB1 March. Resultantly, the
Company suffers loss of interest in sale of bay& 6l after 31 March whereas it had
to pay interest to the banks on corresponding castits availed. The Company
procured 89,646 MT bajra during KMS 2008-09 and38%2, MT bajra remained
unsold as on 31 March 2009. The interest chamgasgried by the Company due to
delayed sale of bajra worked out © 3.92 crore on the stock of bajra
(KMS 2008-09) remaining unsold beyond 31 March 20D@ring exit conference,
the Management agreed to take up the matter with FC

- worked out at the rate &f82.94 per MT per month allowed by FCI for KMS 2608, for the
period from 1 April 2009 to 31 March 2010.
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Petrol Pumps

2.1.32 The Company set up one petrol pump (PP) at Gurdadng 1974-75.The
Indian Oil Corporation (IOC) allotted (October 20D PPs to the Company to be
established at different locations in the Statbe Tompany could establish only five
PPs (Murthal, Pipli, Hissar, Yamunanagar and Kgraadl could not set up remaining
five PPs against allotments by IOC.

The Management attributed (July 2010) reasons &irsetting up all the PPs to
non-receipt of no objection certificate from congr@tauthority, non transfer of title
deed in favour of the Company, unviable locatiomg aon approval of sites by IOC.
The reply was not acceptable as the reasons pghtligrthe Company for not setting
up the PPs were avoidable and could have beendsotte by the Company by
selecting alternative sites and fulfilling the pedaral requirements prescribed by
IOC. Thus, the farmers of these areas were daprofethe quality supply of
petroleum products.

Working results of PPs

2.1.33 The sales and gross profit of the PPs of the Cognfmarthe last four years up
to 2008-09 are tabulated below:

(X in lakh)
Sl. Location of 2005-06 2006-07 2007-08 2008-09

No. | PPs Sales | Gross | Sales | Gross | Sales | Gross | Sales | Gross

profit © profit profit profit
1 Gurgaon 557.47 11.53 707.88 11)93 876.26 17.7242.78| 16.05
2 Hissar 307.81 558 716.61 18.p5 812\29 16.68 .4729 10.47
3. Karnal 34.51 0.62 268.95 4,75 322/83 6.41 PY7.65.24
4, Pipli 94.75 2.17 168.37 215 242.95 7171  336.855.58
5 Yamunanagal  183.12 4,23 57211 867 669.90 13.624.23| 12.84
6 Murthal 151.23 249 44461 3.26 549)09 1649 .BBE 11.11
Total 1328.89 26.64 287858 49.31 3473[32 78.70493%| 61.29

From the table, it can be seen that all the sixWwéte earning gross profits during all
the four years upto 2008-09. The turnover figuweswo PPs i.e. Karnal and Pipli

were, however, comparatively low. The Manageme hot analysed the reasons
for poor performance of these two PPs.

We, however, noticed that the PP at Karnal wasigdah a remote village ignoring
the recommendations of the IOC to set up the PBTatRoad, Nilokheri. The
unsuitable location of the PP was the main causet$opoor performance. As
regards the poor performance of PP at Pipli, wé&cadtthat the PP had lack of basic
infrastructure ( i.e. metalled entrance road, skéd) and inadequate staff, which was
essential for better operation of PP.

] The gross profit excludes lease money received #OC as the same had been merged with
the miscellaneous income of the FSCs.

33



Report No. 4 of 2009-10 (Commercial)

Warehousing Activities

2.1.34 The Company started warehousing activities at StedhaPipli, Murthal and
Jind during 2002-03, with the storage capacity 45690 MT. These godowns were
leased out to FCI under the seven years guarantesne. As per the scheme, the
lease payments against these godowns were to be lbyaBICl at the rates fixed by
Central Warehousing Corporation (CWC). Accordinghe full payment against the
installed capacity of the godown was received leyGompany at the rates notified by
CWC from time-to-time. The warehouses were funétigrunder the control of the
respective FSC located in the area where warehmasesituated. However, the
working results of the warehouses were being mevgddthe FSCs accounts and no
separate accounts were maintained depicting coenpliettails of income and
expenditure for these warehouses so as to assasspbrational results.

During test check of records of the selected traeshouses at Shahabad, Pipli, and
Jind having capacity of 49,590 MT (9der cent), following deficiencies were
noticed:

. At Pipli warehouse, the Company charged old rate 36.80 per MT from
the FCI up to October 2009 whereas rates had besmnsed
to ¥ 38.00 per MY by CWC retrospectively from April 2004 which were
also approved (August 2009) by FCI. The Compamyydver, failed to
claim the differential amount so far (March 201@d)ieh was indicative of
ineffectiveness of the monitoring system of the @any. This had
resulted in under recovery & 21.51 lakh from April 2004 to October
2009. The Management stated (July 2010) that eiffieatl bills have now
been raised.

. The CWC rates were revised (November 2008X t64 per MT w.e.f.
November 2008. The FCI, however, did not accepthifis raised by the
four warehouses at revised rates as the revised chtCWC were pending
for adoption by FCI. The Company took up the mattéh the FCI in
March 2009, but did not pursue the case thereafterCompany continued

Non pursuance for
payment of
warehousing charges
as per revised rates
resulted in non-
recovery of

% 1.48 crore

raising bills at old rates. This has resulted am-necovery oR 1.48 crore
up to March 2010 on total 54,590 MT capacity froravimber 2008 to
March 2010. The Management stated (July 2010)ttmatgh the CWC had
revised the rates, same were pending for approyalF61/GOIl for
implementation in respect of State procurement @gsn The reply is not
acceptable as the Company, being directly affeategd the revision and
considering the huge recoveries involved, needspucsue the issue
vigorously with FCI for necessary notification efised rates.

Shahbad, Jind and Murthal warehouses have remibvle storage charges at revised rates.
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Loss due to indecisiveness

Non-disposal of Murthal Plant

2.1.35 The State Government had decided in September f9disposal of the
plant. TheCOPU in its 5% Report of March 2007 had also recommended that the
disposal of plant be appraised. But no steps wakent by the Company in this
direction. The Company, however, invited (September 200dento lease out the
plant against which one party responded (Septerdd@r) offering annual lease of
% 12 lakh. The Board did not approve (December 200& proposal and desired to
explore possibilities for setting up of cold staeAgarehouse. The matter was again
placed before the Board (April 2008) and Board mesto engage a consultant to
suggest viable projects to make proper utilisatbsurplus land and machinery. A
Committee was constituted to select consultantexaine the proposals submitted
by consultant. After examining the proposals ohsdtant, Committee suggested
(September 2008) the following two options:

a) to construct additional godown of the capacity gd0® MT of food grains
which would generate estimated profiRol5 lakh per year; or

b) to lease out the plant at minimum lease re’t b5 lakh per year.

No decision was, however, taken against the suggestade by the Committee. In
June 2009, the Board decided to construct godowdW\C for the storage of 10,000
MT of food grains on the surplus land and dispdsglant and machinery. After the
valuer assessed the value of Plant and MachineR 1252 lakh, the Company
invited tenders for disposal of plant and machinedyich were opened on 25
November 2009. The highest price%ob lakh received was considered much below
the reserve price and it was decided to re-invite tenders. In the re-invited
(January 2010) tenders, four parties participated highest bid oR 8.25 lakh
received was accepted (June 2010) and the plantdispssed of. The Company,
further, decided to construct additional capacft§&000 MT of godowns. The work
of construction of additional capacity of godownasyhowever, not commenced so
far (June 2010).

The series of events narrated above were indicativimdecisive approach of the
Company which abnormally delayed the disposal oé thlant despite the
recommendations of COPU.

Non realisation of investments

2.1.36 A reference was made in the Report of the Comgtr@ahd Auditor General
of India for the year 1997-98 (Para 2A.8) regardmgestments of 6.44 crore by the
Company in 18 unviable units under the Assistedd@e8cheme. Out of these 18
units, however, one unit had already fulfilled tiigigation by buy back of shares in
September 2000. While discussing the para, CORUreé@ommended (December
2001) that screening committee which identifiedsthenits without analysing their
financial viability should be held responsible. eTdction taken note submitted by the
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Company on the issue was under consideration ofCtB@U (March 2010). The
Board constituted (March 2004) a sub-committee lofee¢ directors to hold
negotiations with the promoters of defaulting unifshe negotiations were held with
the promoters in September 2004. The promoterse weterested in making
payments at the face value of shares and noneeoptbmoters agreed to make
payments as per collaboration agreement. The Ctsanhowever, recommended
for recovering full amount. We noticed that thery#ma State Industrial and
Infrastructure Development Corporation Limited, @hihad jointly participated in
most of these cases of equity investment, had drelecided (2003) to settle the
cases with the promoters at face value of the sharee Company also put up
(March 2006) the case before the Board with theo@sal to recover the amount at
face value of shares with 1®r cent interest from the date of decision of settlement
to the actual date of payment. The Board, howedigr,not agree and advised to
pursue all cases in the courts for recovery appmaisions of law.

The Board again constituted (March 2009) a sub-cii@enof three directors to give
their recommendation for settlement of the cas&be sub-committee keeping in
view non-availability of any tangible security withe Company and the fact that
some units registered with Board for Industrial &ntkancial Reconstruction (BIFR),
recommended (November 2009) for settlement at faakie of shares plus
10 per cent simple interest or double the amount of equitytipgrated whichever was
lower. The Board approved (February 2010) the ab@smmmendations of the
committee which were also got approved from theteSt&overnment. The
Management stated (July 2010) that the Company readived consent of 10
promoters for making payment a®i@.97 crore had been recovered so far. However,
a sum of% 9.01 crore as worked out by the Company, was r&tdbverable. The
Company needs to recover the dues from other pematiso by pressing them to
adopt settlement scheme so as to improve its liguaeshd decrease interest liability.

Receivables

Debtors

2.1.37 The Company had not framed any credit policy forkaang of its products
and trading items. As on 31 March 2009, the Comipaas having debtors of
% 66.03 crore.

Out of this,X 63 crore was recoverable from FCl. The Comparpvered an
amount oR 48 crore from FCI up to July 2010 ald5 crore remained outstanding
for more than five years. This includ&8.76 crore recoverable from FCI on account
of differential claims for old and damaged stockndfeat for the crop years 1998-99
to 2004-05 pending for want of non-fulfillment ofimilated procedure and non-
completion of documents by the Company (Para 2 41g5%).

Further scrutiny of debtors in audit revealed tiiving points:
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. Due to non pursuance at higher level with FCI, moant ofX 1.15 crore was
outstanding in respect of FSCs Sirsa, Ambala, Fdiath, Karnal, Jind and
Kurukshetra on account of depreciation on gunroesifop years 2007-09.

. In FSC PalwalX 10.44 lakh were shown outstanding against FCinfore
than three years against transportation chargesoount of shifting of Paddy
beyond eight KMs. Similarly, the Company had reimded< 54.28 lakh
(X 25.08 lakh an& 29.20 lakh for 2004-05 and 2005-06 respectivedyjhie
Millers for transportation of paddy beyond 8 KMstah other FSCs. The
same was not reimbursed by the FCI due to non pocsuat higher level.

. In FSC Palwal, the Company has shdwhb5.76 lakh outstanding against FCI
for more than three years as transportation chawsgesccount of shifting of
bajra which was not recoverable in terms of poléy=Cl and needs to be
written off.

Thus, due to non pursuance at higher level with BGd not maintaining proper
records, huge amount had been blocked for a loriggpaffecting adversely the day
to day working capital needs and long term finanh&alth of the Company. The
Company needs to vigorously pursue the issue w@th $6 as to the resolve the
ongoing dispute and recover the old pending duEsrther, a decision should be
taken for writing off the dues shown as recoverdtden FCI but not admitted by FCI
for reimbursement or the dues having very low ckaraf reimbursement by FCI.

Advances

2.1.38 As on 31 March 2009, the Company had depicted avuahof 10.03 crore
as advances recoverable from its employees underhdad other advances.
However, the same were in the nature of recovéddse made from employees on
account of less gain, moisture cut, shortages iddoains etc. Out of this,
¥ 5.17 crore was outstanding for more than threersy@md included a sum of
X 2.55 crore outstanding against three employeesp wilad since expired
(January 1997, December 2003 and July 2005). Thstamding against expired
employees pertain to shortages/damages of foodgragoverable from them for the
years 1988-89 to 2003-04. We observed that thepaagnbooked the huge amounts
of shortages against the junior staff, recoverywbich was unrealistic in most of the
cases. This fictitious booking of recoveries tamant to covering up the losses
artificially on account of shortages through maagion tactics.

The Management stated (July 2010) that all retirdrbenefits of employees against
whom the advances were outstanding have been Wdthined the Company had been
filing recovery suits against such employees. Hamxethe chances of recovery were
very remote and the Company had already made aspowof 6.23 crore against
these doubtful advances.
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| Manpower |

2.1.39 In view of closure of certain activities, excessnaustrative cost, government
policy regarding non filling up the vacant postdamegligible profit margin, the

Company proposed restructuring plan of manpowerckvhvas approved (January
2004) by Haryana Bureau of Public Enterprises (HBéfEhe State Government.

The detailed staff position at the time of restudcig, restructured set up and actual
deployment of staff (March 2010) thereagainst vaeréollows:

Category Staff position at the| No. of post approved by| Staff in position as on
time of approval of | Bureau March 2010
restructuring plan
Category-A 8 7 4
Category-B 25 29 10
Category-C 205 124 108
Category-D 152 37 113
Total 390 197 235

Against the actual strength of 390, the Governnapyproved 197 posts only and
balance posts were kept in the diminishing cadiegetabolished over the time on the
retirement of the incumbents. However, the Compdiay not fill the vacancies
occurred after retirements in A, B, and C categonehich resulted in depletion of
strength in these categories.

Following further observations are made:

The vacant posts in category “A” included one peath of the Chief Accounts
Officer (CAO) and the Deputy General Manager (DGM)ich were lying vacant
since 2005. The 19 posts vacant in category “Blude 14 posts of DMs (Out of 15
sanctioned) which became vacant on the retirememicoupants over a period of
time (six before 2005, two from 2005-06, two fro®08-07, one from 2007-08 and
three from 2008-09) and the same had not beed 8lbefar (July 2010).

We observed that in the absence of CAO, DGM and QN work of headquarters
office and district offices in the field relating tprocurement and storage of
foodgrains was being looked after by junior offisia The assignment of work of
higher responsibility involving high monetary ristesthe junior staff without proper
supervision, possibilities of committing errors amdsappropriation could not be
ruled out. Further, the deployment of staff wasnit to be inadequate in comparison
to other State procuring agencies which had advergect on functioning of
Company. The Management stated (July 2010) thaulloon the ongoing activities,
there was no remedy with the Company than to postoj staff. During Exit
Conference the Management stated that problem warilovercome on the proposed
merger with Haryana Land Reclamation and Developr@enporation.

Excess posts kept in diminishing cadre.

38



Results of the
centre in which the
Company had
contributed

3 8.35 crore as
capital fund, were
not apprised to the
BOD of the
Company

Chapter-I1 Performance reviews relating to Government companies

|HAIC Agro Research and Development Centre

2.1.40 The Company set up (1993) the HAIC Agro Researcth Bevelopment
Centre as a registered society for carrying owtaresh and development activities in
the State. The Company had contriblReR135 crore towards capital fund of society
till 2001-02. The Directors in the governing bodytlee Centre were the officers and
Directors of the Company. We observed that the @& did not evolve any system
to ensure that funds contributed to the Centre Ieeh utilised properly for the
intended purpose. It could not be ensured fronréleerds of the Company that the
Centre was making efforts for accomplishment ofakgectives and spending the
funds provided by the Company judiciously in acemcke with the canons of
financial propriety. The working results of therfie were neither being reviewed by
the Company nor brought to the notice of the B&tate Government. However,
during exit conference, the Management agreed aoepthe working results of the
Centre before the Board of Directors on regulardhas

Internal Audit and Internal Control

Internal Audit

2.1.41 The Company had not prepared internal audit mapresdcribing the scope

and extent of internal audit checks. The intemalit of field units of the Company

was got conducted from the firms of Chartered Actants (CAs). We noticed that
the internal audit reports of CAs contained pooftsoutine nature and did not point
out any system lapses/deficiencies. The Compadynbé prescribed any system to
prepare action plan for internal audit based orriglefactors resulting in audit being

conducted without deciding the priorities. Unitse&inumber of inspection reports,
paras outstanding were not compiled to monitor tanting observations and to
ensure the compliance of outstanding objections. Mlanagement stated (July 2010)
that the inventory of outstanding paras was cordpite ensure compliance thereof.
However, no such inventory was made available ttousxamination.

Internal Control

2.1.42 Internal control is a management tool used to pi®wieasonable assurance
that the management objectives are being adhereéa &am efficient and effective
manner. A good system of internal control shoutanprise,inter alia, proper
allocation of functional responsibilities with ihe organisation, proper operating and
accounting procedures to ensure accuracy and it#fialof accounting data,
efficiency in operation and safe guarding of theeés A review of the internal
control procedure adopted by the Company revealedoilowing deficiencies:

. In the field offices, despite large number of fioeh transactions, the system
of cash management was not effective. This was@tted out by the CAs
in their reports.
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. Books of accounts were not properly maintained. | e monetary
transactions like raising bills, recovery of duesijting of cash book and
deposit in the banks were assigned to assistamuatants or even to the
lower level staff, without adequate supervision.

. Huge closing stock of wheat was lying in open plimthich was prone to
damage. There was no system of having insuranger @gainst loss due to
fire/theft.

. The instructions of the State Government regardioigt custody and

inspection of paddy issued for CMR had not beetodad strictly which
resulted in incidents of misappropriation of rice.

. Joint inspection by the officers of State Governmand FCI pointed out
(February 2008) that the field staff was neithaimed nor properly equipped
to carry out procurement duty as most of the ceinitharges were not even
aware of the specifications and not having anakitssand moisture meters.

. Large dues were outstanding against FCI and emgfogé the Company for
which there was no systematic approach for recovery

. The Company had shortage of manpower in categoryd &And C, which
affects the smooth working and effectiveness oérimtl control systems, as
due to shortage, the work was allotted to junidicizls.

The Management stated (July 2010) that lower letadf was maintaining books of
accounts due to shortage of staff and stock Iyingpen was not being insured due to
higher premium not reimbursable by FCI. Recovefyoatstanding dues from
employees would be affected from the retirementebenand by filing recovery
suits. The reply was not acceptable as the higt@ragement cannot absolve itself
from the huge losses as it was also responsibleeftactive supervision and
monitoring.  Further, huge recoveries booked agaihe lower staff were not
practically possible.

Some other points on failure of internal contradteyn were as under:
Non payment of statutory dues
Service Tax

2.1.43 The Company makes payment of transportation chasgesansportation of
wheat by road from mandis either to its own godownso FCI's godowns. As per
provisions of the Finance Act 1994, the Company rmeaponsible for depositing the
Service Tax on behalf of the transporters with @ffeom 1 January 2005. We
observed that six of the seven FSCs test checkad, reither recovered the
component of Service Tax from the transporterstirejato transportation of wheat
nor deposited the same with the tax authoritiehie Temaining one FSC (Jind),
however, had started depositing Service Tax sinoe 2008. As per Section 75 and
76 of Finance Act, 1994, interest and penalty wias payable by the defaulter on
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Company’s liability
due to non-
fulfillment of VAT
provisions worked
outto¥ 28 crore
including penalty
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delayed payment of Service Tax at the rates pitestrirom time to time for the
period of delay.

The Service Tax liability of seven FSCs test chdckerked out t& 23.61 lakh for
the period from 2005-09 besides interest and peo&R 21.67 lakh. As the dues of
Service Tax component pertain to old periods, ceanaf their recoveries from
transporters were remote. During exit conferente, Management agreed to
streamline the system.

Value Added Tax (VAT)

2.1.44 The paddy procured by the Company was got milladuigh the millers
selected annually as per prescribed procedure. nidmiet rate of milling ranged
from X 150 toX 200 per quintal during the year 2008-09. The G@ad fixed the
provisional milling charges & 15 per quintal (including transportation chargpda

8 KMs) for the corresponding period keeping in vidwe fact that the by-products
viz. broken rice (6 to 7per cent), rice bran (7 to 8per cent), paddy husk
(17 to 18per cent) and Nakku (1 to Der cent) were also retained by the millers. In
view of this, Excise and Taxation Commissioner (ETBaryana in its guidelines
endorsed to the Company on 21 April 2009 had olesktliat allowing retention of
by-products to the millers by paddy procurementnages was in nature of barter
arrangement with the millers. Accordingly, ETC haskessed value of by product
(based on rates prevalent during 2008-09) retamedhe millers ak 151.75 per
quintal which would add to the turnover of the pnoeg agency and invite levy of
VAT as per provisions of Haryana VAT Act applicablgth effect from 1 April
2003. ETC also advised the Company to pay VAT altingty. The non-payment of
VAT also attracted penalty equivalent to a sumcththe amount of tax which had
been avoided.

We observed that the Company was required to payf WA 7 crore on total
turnover of¥ 174.89 crore (at the rate &f151.75 per quintal of paddy milled as
assessed by ETC for 2008-09) of by products pratlukeging custom milling of
paddy during 2005-06 to 2009-10 as per above guekel However, Company had
not made VAT payment & 28 crore including penalty & 21 crore.

The Management stated (July 2010) that as the bdgtet remained with the miller,
the liability of the VAT was that of the miller. €hreply is not acceptable since the
benefit of by-products is availed by the Companythe shape of lesser milling
charges. However, during exit conference, the Manmmmt agreed to take up the
matter with ETC.

The Company needs to streamline the system of eecmythe VAT relating to the
value of the by-products from the millers in futued timely remitting the same to
the VAT authorities. Further, the issue of VAThOii#ies and the leviable penalties

Simple interest3(7.61 lakh) for period of delay at the rate of @8 cent per annum and
penalty € 1.06 lakh) at the rate of ger cent per month on unpaid tax for the period of
default.
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thereon for prior periods also need to be resolwéith the ETC, FCI and the
concerned millers.
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Conclusion

. The activities of the Company were procurement corentric and it failed
to pay due attention towards promoting agro basednidustries, providing
agricultural inputs and assisting farmers in farm mechanisation, etc.,
which were the main objectives of forming the Compay.

. The Company failed to evolve any system to get feleack of the impact of
its activities in bringing improvement in the condtions of the farmers.

. The Company failed to provide agricultural implemerts to the farmers at
competitive rates. The manufacturing plants with dsolete infrastructure
had no effective marketing network and were highlydependent for
supply orders on Government organisations. The Copany, despite
analysing the reasons for low capacity utilisatioof the plant, did not take
any remedial measure.

. Though the procurement activity of the Company forthe central pool
contribute significantly towards its total turnover and profits, deficiencies
were noticed in adherence of delivery schedule, angroper storage of
foodgrains. The Company also failed to enforce tems of agreements
executed with the Millers for milling of paddy thus putting the interests of
the Company at stake.

. The Company did not raise differential claims as pe prescribed
procedure and in time resulting in blockage of fund.

. The activities of FSCs showed adverse operationa¢sults during all five
years under review raising questions on their vialbity.
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. The manpower in A, B and C categories was inadequatresulting in
junior staff undertaking higher responsibilities involving huge funds
without any supervision thereby exposed to risks otommitting errors
and misappropriation.

. The Company did not prepare budgets on realistic bsis and was not
prompt in claiming from FCI, the reimbursement of guarantee fee paid to
State Government. There are remote chances of regry of dues shown
recoverable from employees.

. There were deficiencies in the internal audit andriternal control system
of the Company which needs improvement.

Recommendations

. The Company needs to channelise its resources fochaeving its main
objectives of development of agro based industriesand farm
mechanisation.

. The Company should upgrade old machinery of its maufacturing plants
and appoint appropriate technical, marketing and acounting staff, in
order to make the plants viable.

. The Company should strictly impose milling agreemets with Millers for
custom milling of paddy so as to safeguard again&isses.

. The Company should raise the differential claims thely and accurately.

. The Company should strengthen its marketing and eXpre possibilities of
new ventures so as to enhance turnover of FSCs anthke them viable.

. The Company should prepare budgets on realistic b&s by linking
production and demand of its products.
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