Audit Report (Commercial) for the year ended 31 March 2005

Chapter-III Transaction audit observations



Important Audit findings noticed as a result of test check of transactions made by the State Government companies/corporations are included in this Chapter.




Extra expenditure of Rs.6.99 crore due to delay in finalisation of tenders for over two years.

The Company during 2001-02 proposed execution of 26 system improvement schemes comprising erection of 132/33 KV substations and connected 132 KV lines in different parts of the State at an estimated cost of Rs.18.96 crore.  In order to award these works, the Company invited (January-February 2002) open tenders with a condition to keep the offers valid for a period of 120 days from the date of opening of tenders.

Tenders opened during 21 January to 7 February 2002 were to be approved by the Stores Purchase Committee (SPC) comprising all whole-time Directors and Chairman & Managing Director of the Company.  On the basis of lowest offers received, the value of 26 works were evaluated at Rs.13.36 crore.  The Company, instead of awarding these works on the basis of lowest offers received, got the validity of offers extended from time to time up to September 2002.  When further extension of validity up to 30 October 2002 was not agreed to by the bidders, the Company decided (October 2002) to cancel tenders already called and to call for fresh tenders.

As a result of the delay in finalisation of tenders, estimates of these works were revised from Rs.18.96 crore to Rs.20.25 crore due to cost escalation and increase in quantities.  Fresh tenders were invited in November/December 2002.  After evaluation of bids received in the fresh tender call, the Company during June 2003 to May 2004, awarded these 26 works at a total contract value of Rs.20.85 crore. Thus, delay in finalisation of bids received for the above works in the first tender call resulted in an extra expenditure of Rs.6.99 crore (being the difference between Rs.20.85 crore and Rs.13.36 crore after excluding proportionate cost of extra quantities).  Further, delay of over two years in finalisation of tenders deprived the Company of the envisaged benefits of system improvement schemes viz., reduced transmission losses, improved voltage conditions and improved quality and reliability of service.

Government stated (July 2005) that the delay in deciding upon tenders called in January-February 2002 was due to delay in constitution of SPC as the term of whole time directors expired in May 2002 and extension of term was allowed thereafter without specifying  the periods.  Further, considerable time was lost in preparation of ABC analysis for finalisation of tenders.

The reply is not acceptable as nothing prevented the Company from constitution of SPC during the extended term of Directors even though period of extension was not specific.  As regards time lost in preparation of ABC analysis, a Company of this stature and size of operations should have had access to proper administrative measures, due to their prior experience in tendering and bid finalisation, to have been able to successfully avoid such pitfalls.  


The Company without finalising bids on hand, opted for fresh bids for procurement of control and relay panels resulting in avoidable expenditure of Rs.4.05 crore.

Tenders for supply of control and relay panels opened in November 2002 were valid up to June 2003. In respect of three lots covering 197 control and relay panels and spares for 220/33 KV & 132/33 KV transformers and 
132 KV feeders, the Company received four bids. Three bidders quoted for supply of relay panels of their own make while the fourth bidder Easun Reyrolle Limited (ERL), quoted alternate equipment prices for supply of two types of relay panels viz., ARGUS# and MIT#.  MIT relay panels offered by ERL were found technically suitable as per specifications and less costly when compared to ARGUS relay panels.  On the basis of lowest responsive offer, the cost of these lots of relay panels worked out to Rs.15.59 crore as against Rs.13.73 crore for MIT relay panels offered by ERL.  In view of substantial savings involved, it was proposed to procure MIT relay panels.

Four out of seven members of the Stores Purchase Committee (SPC) agreed (May 2003) to the proposal to place order on the technically suitable bid of ERL for supply of MIT relay panels, whereas the remaining members opined that the offer of ERL for supply of MIT relay panels was not in accordance with tender terms and conditions [prices were quoted separately instead of in Form III B (price schedule) of tender schedule].  As the SPC was not sure about the validity of the offer for supply of alternative equipment (MIT brand relay panel), the Company referred (June 2003) the matter to the legal attaché who opined that it was not legally permissible to accept the offer for supply of alternative equipment.  As regards consideration of other available valid bids the legal attaché did not express any opinion.  The Company as such should have considered the remaining valid bids.

The Company, without considering the other available bids, invited 
(August 2003) fresh tenders for supply of control and relay panels and in response five bids were received.  After evaluation and holding negotiations for revised offers, the Company placed (December 2003-February 2004) purchase orders on three suppliers at a total value of Rs.17.78 crore for supply of control and relay panels.  

Thus, by opting for fresh tenders, the equipment available for supply at a cost of Rs.13.73 crore were ordered subsequently at a cost of Rs.17.78 crore involving an extra expenditure of Rs.4.05 crore.  Even if the Company had purchased ARGUS relay panels from the responsive lowest offers without resorting to fresh tender call, it could have saved at least Rs.2.19 crore (being the difference between initial lowest responsive offer of Rs.15.59 crore and purchase order value of Rs.17.78 crore).  

The Management/Government stated (July 2005) that if orders were placed on ERL with MIT relay panels, other firms might have taken legal action which could have affected supplies and programmed works.  The reply is not tenable as without negotiating with other firms to match their prices with the prices of ERL, the Company’s apprehension was unfounded.   Further legal opinion was not against the consideration of the available bids.  Subsequent events proved that the decision to cancel the initial tender was not a financially prudent decision.


The erstwhile Andhra Pradesh State Electricity Board (Board) selected 
(July 1996) six independent power producers (IPP) for setting up eight short gestation power projects to augment the capacity by 1,750 MW.  LANCO Kondapalli Power Private Limited (LANCO) was one of such IPP selected for setting up 355 MW naphtha based combine cycle# power project.  Matters relating to selection of IPPs were reviewed and reported in Paragraph 4.B.2.2 of the Report of the Comptroller and Auditor General of India (Commercial) for the year ended 31 March 1997 – Government of Andhra Pradesh.  The present paragraph deals with the issues that arose as a result of entering into PPA subsequently.  

The Board entered (31 March 1997) into a power purchase agreement (PPA) with LANCO valid for 15 years, for purchase of the entire power generated on payment of capacity charges and energy charges.  The PPA stipulated commissioning of the project (comprising three generating units of two poly-fuel fired turbines and one steam turbine) within 16 months from the date of signing the PPA, i.e., by July 1998.  As against this, the three generating units were commissioned in June, September and October 2000 respectively and Commercial Operation Date (COD) for the project as a whole was declared by LANCO on 25 October 2000.  

Audit analysis of the terms and conditions of the PPA are discussed in the succeeding paragraphs:

Delay in commissioning of the project

3.3.1
The PPA inter alia, provided for extension of the scheduled date of completion on day-for-day basis for the delay beyond 60 days of signing the PPA, directly arising due to non-issuance of the required permits for fuel linkage by Government of Andhra Pradesh (GoAP)/Government of India (GOI).
The fuel linkage was issued by GOI on 21 July 1997, i.e., with a delay of 110 days of signing PPA.  As a result, the effective date of operation of PPA was adjusted from 31 March 1997 to 20 May 1997 and the scheduled project COD from July 1998 to 20 September 1998 for the delay of 50 days (beyond 60 days allowed as per PPA).  As against this, the first, second and third generating units were commissioned in June, September and October 2000 respectively and COD for the project as a whole was declared by LANCO on 
25 October 2000.

AP Transco had not accepted the COD on the ground that the declaration of project COD was unilateral without fulfilling obligations under the PPA and directed (November 2000) LANCO to obtain approval of Government for “firmed up COD” of the project.  Pending resolution of this dispute, Government permitted (January 2001) the AP Transco to pay capacity charges from the date of COD as declared by LANCO.  As LANCO had achieved the project COD after a delay of 760 days (computed from the adjusted effective date of completion, i.e., from 20 September 1998) it had become liable for payment of liquidated damages (LD) for the period of delay which amounted to Rs.84.80 crore.  The issue (of firming up project COD) still (September 2005) remained to be resolved by the Government.  Pending resolution of the dispute AP Transco had not claimed so far (September 2005) LD for the delay in achieving project COD by LANCO.  

Government stated (July 2005) that the issue of COD and levy of liquidated damages was under consideration.  It was further stated that LANCO filed an arbitration application to resolve the outstanding issues and the matter was pending in the High Court.  The fact, however, remained that the Board/
AP Transco failed even to claim LD of Rs.84.80 crore for delay in commissioning of the project.

Capacity charges

3.3.2
Capacity charges comprising debt servicing charges, depreciation, operation and maintenance charges, interest on working capital and return on equity are payable monthly for the power supplied to the Board/AP Transco. Capacity charges are recovered in full by LANCO when the plant achieves PLF at 80 per cent.  In this connection the following deserve mention:  

Incorrect adoption of project cost

3.3.3
As per the detailed project report submitted to CEA, LANCO indicated the project cost at Rs.1,102.52 crore and quoted capacity charges payable per unit of power supplied at Rs.1.0637 which was incorporated in the PPA.  While according tentative techno-economic clearance for the project in January 1998, CEA pegged the project cost at Rs.1,035.47 crore which was further reduced to Rs.1,027.53 crore in the final approval (August 1999).

As per techno-economic clearance given (January 1998/August 1999) by the CEA, ceiling tariff applicable for the project shall be the lowest of the three viz., as worked out on the basis of CEA approved cost; as quoted by LANCO; or as arrived at as a result of re-negotiations on the basis of actual cost.  This condition was not considered while finalising the PPA on the ground that post facto determination of tariff based on capital cost for these short gestation projects was not appropriate.  Thus, the Board/AP Transco continued to pay capacity charges at Rs.1.0637 per unit of power supplied assuming project cost at Rs.1,102.52 crore as against per unit capacity charges of Re.0.885 worked out on the basis of the project cost of Rs.1,027.53 crore finally approved by the CEA.  This resulted in overpayment of capacity charges by Rs.285.80 crore for the period from January 2001 to September 2005.   A claim for refund of Rs.224.23 crore preferred (relating to the period from January 2001 to September 2004) by AP Transco was not accepted by LANCO on the ground that the (i) tariff was fixed on the basis of competitive bidding, (ii) tariff agreed upon was lower than the tariff as per GOI notification, and (iii) claim was not made within 60 days as provided in the PPA.  Further LANCO filed (September 2004) a suit in City Civil Court seeking injunction against recovery of the amount claimed by AP Transco.  Further developments were awaited (September 2005).  

Government accepted (July 2005) the audit observation.

Wrong determination of installed capacity 

3.3.4
As per PPA the installed capacity of the plant at 355 MW was considered as nominal capacity.  Article 1.1.35 of the PPA envisaged determination of installed capacity after commissioning of the plant as under: 

· Output of all the generating units determined in the performance acceptance test (PAT) or output guaranteed by the manufacturer/supplier of equipment whichever is lower (as per explanation one) or, 

· Nominal capacity of 355 MW adjusted to site conditions and applying tolerance limit ( 5 per cent thereon (as per explanation two).

The installed capacity demonstrated in PATs was 365.157 MW and 
371.188 MW using naphtha and natural gas respectively.  The capacity guaranteed by the supplier of the equipment was 360.788 MW for naphtha used as fuel and 368.144 MW if fuel used was natural gas.  The Board/
AP Transco paid the capacity charges on 360.788 MW and 368.144 MW for naphtha and natural gas operated periods respectively being the lower of the two, viz., as per output determined in PAT and the capacity as guaranteed by supplier of equipment.  The Board/ AP Transco had been paying the capacity charges on the basis of output arrived at as per explanation one above ignoring the second explanation.  It was subsequently noticed (October 2003) by 
AP Transco that the installed capacity initially adopted was not correct and as per explanation two the same worked out to 351.49 MW for operation of  the plant with natural gas as well as naphtha.  A notice was issued (October 2003) to LANCO to re-fix the installed capacity.  LANCO did not agree to this.  The matter was pending (September 2005) in the Supreme Court.  Thus, as a result of incorrect fixation of the installed capacity initially, capacity charges for the period from January 2001 to September 2005 were overpaid by 
Rs.63.77 crore.  The incorrect payment of capacity charges for over three years and the litigation thereafter could have been avoided, if the Board/AP Transco had shown diligence in determining the installed capacity initially.  

Government accepted (July 2005) the audit observation.

To sum up:

Implementation of the PPA with LANCO was marred with serious lapses and shortcomings, non recovery of liquidated damages for delay in achievement of project commercial operation date by LANCO, payment of higher capacity charges due to non-consideration of the finally approved project cost, and incorrect fixation of plant capacity ignoring relevant PPA conditions leading to dispute and over payment of capacity charges.


Delay in finalisation of tenders within the validity period resulted in awarding the work subsequently at an extra cost of Rs.85 lakh.

The Company invited (August 2002) open tenders for erection of 220/132/33/11 KV substations estimated at a cost of Rs.2.14 crore in Pharma City at Parwada, Visakhapatnam district.  In response, it received seven tenders, which were opened on 29 August 2002; the tenders were valid for acceptance for a period of 120 days from the date of opening, i.e., up to 
26 December 2002.  On evaluation of tenders, the offer of Hanuman Engineering Company, Hyderabad which quoted Rs.1.62 crore was found to be the lowest.  Instead of finalising the tender with the approval of the Stores Purchase Committee (SPC) within the validity period, the Company requested 
(19 December 2002) the tenderers for extension of validity up to 31 January 2003.  Its request evoked response from only one tenderer who was fifth lowest at Rs.1.80 crore. In the meantime the sub-committee of the SPC decided (24 December 2002) to accept the offer of the lowest tenderer at Rs.1.62 crore.  The Company however, failed to place the order within the validity period (as it could not convene the SPC meeting) and validity of offers expired on 26 December 2002.  Even without holding discussions with the fifth lowest tenderer who had extended the validity of his tender, the Company decided (January 2003) to cancel the tender already called and call for fresh tenders.

Accordingly fresh tenders (estimated cost revised to Rs.2.26 crore both on account of change in price and quantities) were invited in January 2003.  The tender was finalised in June 2003 in favour of K. Ramachandra Rao, Hyderabad who quoted Rs.2.47 crore.  Audit analysis revealed that 
K. Ramachadra Rao, Hyderabad stood second lowest at Rs.1.65 crore in the earlier tender of August 2002.   Thus, delay in finalisation of the first tender called in August 2002 within the validity period resulted in foregoing the financially advantageous offer and awarding of the same work subsequently at higher rate involving an extra expenditure of Rs.85 lakh.  The extra expenditure could have been reduced to Rs.66.89 lakh, if the company had considered even the offer of the fifth lowest tenderer who extended the validity of offer till 31 January 2003, as requested for by the Company. 

Government, without furnishing reasons for delay in finalising the tenders stated (June 2005) that awarding of contract to the fifth lowest bidder was negatived by the sub-committee of SPC as his offer was more than the lowest rate by about Rs.18 lakh and there was uncertainty that he would come down to LI level.  The reply is not acceptable in view of the fact that the reasons adduced for rejection of the bid were self-contradictory and unfounded as the offer of the fifth lowest bidder was one of the technically valid bids and negotiations were not held with them to bring down the prices to LI level.



Energy supplied to railway stations was wrongly billed under HT-VI category instead of under HT-II category resulting in short billing of energy charges by Rs.2.79 crore.

As per tariff orders in vogue, railway stations fall under category of HT-II.   A test check of three railway stations (Nellore, Bitragunta and Gudur) by Audit revealed that these railway stations were billed under HT-II category up to 
14 March 1993.  Due to change in the categorisation of HT consumers with effect from 15 March 1993, these railway stations were classified under 
HT-VI category for which the applicable tariff was less than that applicable to HT-II category of consumers.  With effect from 1 January 1999, HT-VI category tariff was made applicable to consumers under HT-I to HT-V category and bulk domestic consumers who use high tension supply exclusively for townships, residential colonies, etc., on the condition that the connected load for such use was within 20 per cent of the total connected load.

Non-domestic/commercial load of the above three railway stations exceeded 20 per cent of the total connected load; but the classification of the service had not been changed to HT-II category.  As a result, the service continued under HT-VI category even after change of terms and conditions of supply with effect from 1 January 1999.  This resulted in short collection of energy charges by Rs.2.79 crore for the period from January 1999 to November 2004.

Management/Government, while accepting the audit observation, stated 
(June 2005/September 2005) that wrong classification of the above railway stations had been rectified with effect from June 2005 and bills aggregating Rs.2.79 crore were raised towards shortfall for the earlier period.  The amount has, however, not been recovered so far (September 2005).



Short billed amount of Rs.5.10 crore due to Company’s fault was adjusted against consumption deposit, contrary to the terms of the power supply agreement.

The Company released (31 January 2000) one High Tension (HT) service connection for Railway Traction at Naupada Railway Station (consumer), Srikakulam. As per the terms and conditions of supply, the Company was authorised to conduct test check of meters at six months’ interval or such other periods as may be considered necessary.  Further, the charter of functions and duties of various officers issued in December 1996 envisaged monthly review of readings, test check of meter readings once in a year and inspection of the HT service once in every six months.  Terms and conditions of supply did not provide for recovery of short-billed consumption, in case the fault was on the part of the Company.

Service connection was inspected for the first time on 21 February 2002 by the Company officers in the presence of representatives of the consumer.  It was noticed that the service was released with wrong connection to the meter with the result it was indicating electricity consumption less by 47.9 per cent of actual consumption.  The defect was rectified on the same day (21 February 2002) and the consumer was issued (April 2002) a provisional notice for payment of Rs.5.10 crore towards short billed consumption charges for the period from 31 January 2000 to 21 February 2002. 

The consumer contended (May 2002) that they were not responsible for wrong connection as meter was provided in the grid substation and wiring and sealing was done by the Company’s engineers; inspection of service carried out by Pilferage of Energy Squad on 17 August 2000 did not point out any abnormality. The Company while disagreeing with this contention demanded payment of back billed charges and confirmed the provisional assessment of Rs.5.10 crore. As the consumer was not coming-forth to pay the back billed amount, the Company adjusted (August 2003) the same against consumption deposit available with it without concurrence of the consumer.  The consumer did not respond to the notice (October 2003) for replenishing shortfall in consumption deposit.  This rendered the Company vulnerable in case of any default on the part of the consumer and, therefore, compromised the Company’s interest.  

The delay of over two years in detecting the wrong connection to meter was due to the fact that mandatory inspection/checks by the officials as envisaged in the terms and conditions of supply and related instructions had not been carried out.  Thus, the wrong connection to meter led to short billing of legitimate energy charges for over two years and its non-recovery so far resulted in further loss of interest of Rs.2.50 crore for the period from 
March 2000 to March 2005.  No action had been taken so far 
(September 2005) to fix responsibility for giving wrong connection to the meter and for not carrying out mandatory inspections at regular intervals.

Government endorsed (July 2005) the reply of the Company indicating that the issue of levying delayed payment interest was under examination.  Further, developments were awaited (October 2005).


Cancellation of financially advantageous bid for no valid reasons and non-adoption of revised market rate for computation of lease rent in 
re-tendering resulted in loss of revenue of Rs.44.27 crore.

With a view to construct, operate, and manage a three star hotel at Vijayawada, the Company invited (January 2001) open tenders. Land admeasuring 96 cents was earmarked for construction of the hotel and the same was offered for lease for a period of 33 years.  Annual lease rent was fixed at 5 per cent of the market value (Rs.14,000 per square yard) of the land with a provision for escalation by 5 per cent every year over the period of lease. In addition to lease rent, the bidders were required to offer one time upfront fee, and annual licence fee over the period of lease. 

The Company selected (May 2001) Vignesh Enterprises Pvt Limited (VEPL) for the project.  The Company issued (April 2002) a letter of intent (LOI) to VEPL who had offered upfront fee of Rs.1.04 crore and annual licence fee aggregating Rs.22.86 crore for the project with a direction to execute “lease” and “construction and management agreements”.  As the availability of 
96 cents of land offered for construction of the hotel was doubtful due to road widening works, VEPL sought extension of time till the actual area available for construction was known. The Company instead of ascertaining/ determining land actually available as desired by VEPL, cancelled (September 2002) the LOI and invited (November 2002) fresh offers from the remaining four short-listed bidders.  When the bidding process was on, the land area actually available was determined (February 2003) at 75 cents.  After two rounds of bidding, the Company received (April 2003) two bids; out of which the bid of Laila Real Estates (P) Limited (LREPL) who offered Rs.63.45 lakh towards upfront fee and annual licence fee aggregating Rs.2.05 crore (considering availability of land for the project finally at 
84.6 cents) over the period of the lease was found suitable and the same was accepted.  In their original offer, LREPL were found to be third lowest.  This was followed by execution (June 2003) of lease and construction and management agreements for implementing the project within a period of 
24 months (later reduced to18 months).  The project was yet to be completed (September 2005).  

The following points were noticed during audit:

· After cancellation of LOI in September 2002, the Company took about two months to call for fresh offers from short listed bidders.  Another four months were taken for execution of the agreements.  Thus, cancellation of LOI issued to VEPL did not serve any purpose except for losing the financially advantageous bid, and the resultant loss of revenue of Rs.18.38 crore* by way of upfront fee and annual licence fee over the lease period (being the difference between the bid amount of VEPL and LREPL for 84.6 cents of land).  Management stated (August 2005) that due to inordinate delay in signing the agreement, the award of the project was cancelled.  The reply is not convincing as the Company did not gain anything by cancelling the financially advantageous bid of VEPL.

· The offer of LREPL in response to limited tender call of January 2003 was short by Rs.4.81 crore (towards annual licence fee) when compared to their original offer in response to open tenders called in January 2001. This shows that they took advantage of the Company’s decision to call offers from short-listed bidders.  Management stated (August 2005) that on the recommendations of consultants, the Empowered Committee held negotiations with LREPL who improved their offer of upfront fee and as such their offer was accepted.  The reply is not convincing as the offer of licence fee by LREPL in the second round of bidding was far less than their initial offer.  This shows that due to restricting the bidding to short listed bidders, LREPL had taken advantage and offered licence fee far less that what they had offered earlier.

· In the limited bids called for in January 2003 also, the market value of the land was indicated at Rs.14,000 per square yard for computation of lease rent, although the prevailing market rate at that time was Rs.30,000 per square yard as per the report furnished by Revenue authorities. Thus, non-adoption of increased market rate for computation of lease rent 
resulted in foregoing a revenue of Rs.25.89 crore over the period of the lease with corresponding unintended benefit to the bidder.  

Management stated (August 2005) that in order to make the project viable, land rate was taken at Rs.14,000 per square yard during the first and second rounds of bidding.  The reply is not tenable as the Company itself called for the prevailing market rate from the revenue authorities for the second round of bidding and ignored the same after noticing that it was higher than the earlier rate furnished by the revenue authorities.


The Company implemented lake resort and eco-tourism projects at Kuppam at an outlay of Rs.4.29 crore without considering economic viability and potential for tourist traffic.

The State Government directed (June 2001) the Company to take up eco-tourism project in forest area adjoining Kuppam and construct a motel on the National Highway (later named as lake resort) at Kuppam, Chittoor district.  The lake resort and eco-tourism projects were taken up for implementation at an outlay of Rs.1.60 crore and Rs.1.27 crore respectively.  

The Company proposed construction of elephant camp, watch towers, laying of roads and improving habitat and arranging visits to elephant camp from the lake resort.  

The Company took up implementation of both the projects without conducting any survey of tourist potential and without any cost-benefit analysis.  Against total outlay of Rs.1.90 crore, the Company had so far (March 2005) received Rs.1.40 crore (Rs.90 lakh for eco-tourism and Rs.50 lakh for lake resort project) from the State Government by way of grant.  

The lake resort project comprising 20 rooms, restaurant, dormitory, conference hall, boat jetty, souvenir shop, swimming pool, amphitheatre, bar, etc., was completed (2003-04) after incurring expenditure of Rs.4.21 crore against a grant of Rs.50 lakh received from Government.  

Out of Rs.90 lakh received (July/August 2002) from Government for the eco-tourism project, the Company had so far (March 2005) incurred expenditure of Rs.7.96 lakh on laying parts of roads, construction of two watch towers and elephant camp leaving Rs.82.04 lakh unspent.  

A review of implementation of both the projects revealed the following:

· Tourist visits to elephant camp could not be arranged so far 
(September 2005) due to incomplete infrastructure. Vehicles were also not procured for arranging such visits.  The expenditure of Rs.7.96 lakh incurred on the eco-tourism project was thus rendered wasteful.

· Certain new works like swimming pool, bar, amphitheatre, fittings of international standard, etc., were taken up which were not envisaged initially, resulting in excess expenditure of Rs.3.71 crore over the grant received from Government for the lake resort project.  The excess expenditure was met by diverting funds meant for other projects without assessing the impact of such diversion on ongoing projects.  Incurring expenditure in excess of outlay without sanction of Government was indicative of the absence of financial discipline.

· Working of the lake resort project for the years 2003-04 and 2004-05 resulted in a loss of Rs.6.57 lakh and Rs.32.53 lakh respectively.  Room occupancy was only 21 per cent on an average for both the years as against the industry norm of 60 per cent.  

It was further noticed during audit that utilisation of facilities created at eco-tourism and lake resort projects after incurring an expenditure of Rs.4.29 crore were negligible with negative return.  This shows that the above projects were implemented without considering their economic viability and potential for tourist traffic.  

Management stated (August 2005) that in the days to come Kuppam and its surrounding areas would gain popularity as good tourist places and that it took some time for any unit to get stabilised and to gain popularity.  Reply is not acceptable as the Company had neither operated nor prepared plans to operate conducted tours to Kuppam and surrounding areas to attract tourists.  There were also no concerted efforts to improve the viability of the project. 

The matter was reported to Government in June 2005; their reply was awaited (September 2005).

The Company failed to collect service tax from users of tour operator services which led to an avoidable financial burden of Rs.92.61 lakh.

The Company engaged in the business of operating tours in tourist vehicles, was covered under the definition of a tour operator as defined under Clause 115 of Section 65 of Chapter V of Finance Act, 1994.  The tour operator services were brought under service tax net as per the Finance Act, 1997 from 1 September 1997 to 17 July 1998 and again with effect from April 2000.  Service tax is an indirect tax, the incidence of which shall be passed on to persons to whom tour operator services are rendered.

The Company neither collected service tax from persons availing tour operator services nor paid service tax on the revenue earned from such services for the period from 2000-01 to 2002-03.  As a consequence, Central Excise department demanded (September 2003) payment of service tax aggregating Rs.1.33 crore on a revenue of Rs.26.65 crore collected from tour operator services for the years 2000-01 to 2002-03.  The Company 
obtained (15 July 2003) registration from Central Excise authorities and began to collect service tax from persons using tour operator services with effect from October 2003 and remitting the same regularly to Central Government.  

The Company also (October 2003) represented to Central Excise authorities that due to lack of awareness they had not collected service tax from customers for remittance to Central Government.  

Audit noticed that against the demand of Rs.1.33 crore towards service tax, the Company had so far (February 2005) remitted Rs.62.70 lakh to Central Government from its own resources.  In addition the Company had also paid Rs.29.91 lakh towards service tax for the period from April to September 2003 out of its own resources as the same was not collected from users of tour operator services.

Thus, payment of service tax aggregating Rs.92.61 lakh (Rs.62.70 lakh plus Rs.29.91 lakh) was clearly avoidable, if the Company had been careful in observing rules and regulations relating to collection of service tax.

Management stated (May 2005) that competition prevailing among tour operators was very high and any increase in fares would have adversely affected the occupancy ratio and it had paid the demand to discharge statutory obligation though not collected from tourists.  This reply was an after thought as service tax was being collected from tourists with effect from October 2003 and remitted to Government exchequer.  Besides, the Company in October 2003 itself admitted before the Excise department the lack of awareness for non-collection of tax.

The above matters were reported to Government in April 2005; their reply was awaited (September 2005).



The guidelines and conditions for environmental aspects issued by MoE&F and Pollution Control Board were not fully complied with.

The  Company carries out mining activities in four districts#.  As at the end of 31 March 2004, the Company had been operating 69 mining projects 
(57 underground and 12 opencast mines) through 11 area offices.  The Company owned two thermal power houses to cater to captive consumption.  Increased emphasis was laid by both State and Central Governments on implementation of environmental control measures relating to air, water, and noise pollution. Environmental clearance from Ministry of Environment and Forest (MoE&F), Government of India (GOI) was necessary for establishment of a mining project.  Consent was also necessary from the Andhra Pradesh Pollution Control Board (APPCB) under provisions of different statutes for operating mining projects. 

The following points were noticed during audit:

Soil and afforestation

· In respect of 10 UG mines closed in the past five years subsidence prediction study was not conducted with the result that the extent of loss of lives, natural resources, structures, etc., due to subsidence was not known.  Government stated (July 2005) that subsidence prediction study was not mandatory for closed mines.  The reply is not tenable as subsidence results in damage to the environment against which preventive measures are to be initiated after proper study.

· Medpalli OC mine was commissioned in 1994, but so far (March 2005) action was not taken to undertake back filling of the area already mined.  Government stated (July 2005) that due to the decision to extract additional coal seams not envisaged in the feasibility report and EMP, back filling operations were not taken.

· The Company does not have comprehensive perspective plans for reclamation of used up area of OC mines by back filling and raising plantations thereon. 

· In Kothagudem area, the Company during 1999-2004 raised plantations in 145 hectares as against 164 hectares identified and allotted for plantation.

· As per environmental clearance accorded by the MoE&F, the Company has to raise 2500 plantations per hectare. As against this, actual number of plantations raised for five years up to 2003-04 ranged from 1,173 (2002-03) to 1,957 (1999-2000).  The shortfall ranged between 22 and 53 per cent.  Government replied (July 2005) that due to variation in the space left between the plants, there was short fall in plantations.

· The area covered by closed UG mines should be restored to pre-mining position by planting original species.  Audit scrutiny revealed that: 

· Plantations were not raised on 452.993 hectares of land covered by four closed mines in Mandamarri Area. 

· In Kothagudem area plantations were raised on 81.30 hectares against the mined out area of 421 hectares.  Government replied (July 2005) that the surface land of these UG mines falls under forest reserve area on which the Company has no legal sanction to enter.  The reply is not tenable as the efforts made to comply with MoE&F guidelines was not elaborated.

Air pollution

· Coal handling plants (CHP) are to be equipped with dust extractors. Only one out of ten CHPs owned by the Company was provided with dust extractors.  Government stated (July 2005) that CHP are independent and were not part of environmentally cleared projects. The reply is not tenable as equipping CHP with dust extractors is an environmental friendly measure and contributes for prevention of air pollution.

· As per guidelines for integrating environmental concerns in mining projects the height of overburden (OB) dumps should preferably be not more than the height of the mature treetops in the area.  The main reasons for this were that high dumps and pits should not become major visual features of the local landscape and height of dumps minimises oxidation and leaching@.  The height of OB dumps formed in the OC mining areas were more (58-90 meters) than the treetop levels (maximum 20-25 meters) in the mining area.  Government stated (July 2005) that there are no statutory guidelines to restrict dump heights to the height of matured tree tops.  The reply is not acceptable as the guidelines booklet prepared by the Company itself envisaged specifications for height of dump.

· Consent letter issued by APPCB for carrying out mining activity indicates the actual quantity of coal to be produced.  This condition was not observed by and large as detailed in Annexure-13.  Actual production on the whole was much more than quantities prescribed in the consent order throughout the period 2001-05.  In individual mines, actual production in some cases were however, much lower than quantities consented for.  Government stated (July 2005) that action is under way to obtain requisite permissions and clearances for increased output.

· Details of suspended particulate matter (SPM) as given in the base line data compared against actuals for all seasons in respect of nine OC mines covering September 2000 to March 2003 are given in Annexure-14.  Only in one mine the SPM level achieved was within the base line data in all seasons.  In four OC mines, SPM level exceeded limits mentioned in base line data in all seasons. It was further observed that in summer, SPM level exceeded the base data level in seven OC mines. This implies that the implementation of EMP to mitigate environmental impact due to operation of mines was not effective.  In reply Government stated (July 2005) that the Company is taking all necessary pollution control measures to keep the pollutants at the minimum level.

· The Company monitored air quality in 26 locations as against 32 locations recommended by APPCB.  Similarly, effluent discharge was monitored in 27 locations as against 42 locations recommended by APPCB.  Government stated (July 2005) that the observation has been noted.

· As per the consent letter issued by the APPCB for operating thermal stations, SPM level in the emission from chimneys attached to boilers should not be more than 115 mg/ Nm3.  Audit scrutiny revealed that the actual level of SPM in the emission from chimneys was 
123.6 mg/Nm3 (June 2004).   The observation has been noted (July 2005) by the Government.

Other matters

· The Company has not established an environmental laboratory for conducting air, water and soil analysis.

· The Company had neither made separate budget allocation nor maintained separate accounts for expenditure on environmental aspects, as envisaged.  Government replied (July 2005) that the Company opened separate account codes to book the expenditure on environmental measures.  The fact remains that there was no separate budget and accounts implying non-compliance with the guidelines.

· Mine decommissioning plans are to be submitted to MoE&F five years in advance of closure of a mine.  Though the OC-II mine and Jawahar Khani-5 in Yellandu area are getting exhausted by 2007 and 2009, the Company had not so far prepared mine decommissioning plans as envisaged.  Government replied (July 2005) that the MoE&F envisaged this condition for new projects.  As this is an environmental protection measure, the Company may consider to falling in line with MoE&F guidelines.

It would be observed from the above that the Company did not fully comply with the environmental rules and regulations of MoE&F and the Pollution Control Board.



Land measuring 35 hectares was transferred to a joint venture company without collecting the cost of land of Rs.30.98 crore.

The State Government identified (June 2002) Raheja Corporation (P) Limited (RCL), Mumbai for setting up an IT infrastructure facility in Andhra Pradesh.  Government allotted (May 2003) 110 acres of land including 35 hectares (86.45 acres) of land valued at Rs.30.98 crore belonging to the Andhra Pradesh Industrial Infrastructure Corporation Limited (Company) and directed the Company to enter into a Joint Venture (JV) agreement with RCL.  Accordingly the Company entered (23 August 2003) into an agreement with RCL and a new Company named Raheja IT Park (Hyderabad) (Pvt.) Limited  (RITPL) was formed with a contribution of 11 per cent share of equity of 
Rs. one crore in the JV Company in the form of land.

The salient features of the JV agreement were:

· the project was to be implemented over a period of 10 years from the date of JV agreement, 

· cost of land was fixed at Rs.50 lakh per acre as per Information and Communication Technology (ICT) policy of June 2002, 

· development will be undertaken in phases, 

· a rebate of Rs.20,000 per job created subject to a ceiling of cost of land is allowed to JV Company, 

· JV Company need not pay the cost of land but the same is set off against rebate provided for creation of jobs, and 

· transfer of land for development is to be made against bank guarantee (BG) equivalent to the cost of land.

As per JV agreement, the Company contributed Rs.11 lakh towards its share of 11 per cent equity in the form of 0.22 acres land.  The Company transferred 109.14 acres of land (including the Company’s own land of 35 hectares) during the period between December 2003 and June 2004 after obtaining BGs from JV Company.  The implementation of the project was in progress (December 2004).  Audit analysis revealed that the Company will not receive the cost of its own land measuring 35 hectares  even on utilisation of rebate in full by RITPL.  

Management/Government stated (March 2005) that State Government was addressed (October 2003) to reimburse the amount to which a reply is awaited.  Government endorsed this reply (June 2005).  The fact remains that non-reimbursement of cost of land by State Government resulted in locking up of Company’s funds by Rs.30.98 crore.



Movement of foodgrains from FCI godown to Mandal Level Stock points without considering economics of movement resulted in extra expenditure of Rs.29.26 lakh.

The Company appointed (March 2003) a private contractor for transportation of foodgrains from various godowns of Food Corporation of India (FCI) to Mandal Level Stock (MLS) points in Srikakulam district for the year 2003-04 at the following slab rates:

	Distance slab
	Rate per MT/Km (in rupees)

	0-16 Km
	12.69

	17-50 Km
	1.42

	51-100 Km
	3.04

	101-200 Km
	4.05


On the basis of the above agreed rates it would have been financially advantageous to move foodgrains to MLS points falling in second distance slab of 17-50 Km (transport charges being Rs.71 for 50 Km per MT) as against first distance slab of 0-16 Km (transport charges being Rs.203.04 for 16 Km per MT).   Audit analysis revealed that in the following cases, the Company while planning movement of foodgrains from FCI godowns did not consider economics of movement resulting in avoidable extra expenditure on transport charges:

· The distance between FCI godown, Nimmada and MLS point, Kotabommali was 10 Km.  During April 2003 to March 2004, 7,230 tonnes of foodgrains were transported to MLS point, Kotabommali from FCI godown, Nimmada for which transport charges were paid at Rs.126.90 (10Km X Rs.12.69) per tonne.  It would have been financially advantageous to transport foodgrains from FCI godown, Amadalavalasa (32 Km) as the transport charges payable were only Rs.45.44 per tonne (32 Km X Rs.1.42).  On movement of 7,230 tonnes of foodgrains from FCI godown at Nimmada, the Company incurred an extra expenditure of Rs.5.89 lakh.

· The distance between FCI godown, Amadalavalasa to MLS point, Sarubujjili was 16 Km for which the Company paid transport charges at Rs.203.04 (16 Km X Rs.12.69) per tonne.  It would have been financially advantageous to transport  foodgrains from FCI godown, Nimmada to MLS point, Sarubujjili (40 Km), as the transport charges payable were only Rs.56.80 per tonne.  During 2003-04, the Company moved 3,599 tonnes of foodgrains from FCI godown at Amadalavalasa to Sarubujjili resulting in an extra expenditure of Rs.5.26 lakh.

· The distance between FCI godown at Amadalavalasa and MLS points (two) at Srikakulam was 14/16 Km for which transport charges were paid at Rs.177.66 and Rs.203.04 (14 X Rs.12.69 and 16 X Rs.12.69) per tonne.  Audit observed that it would have been economical to move foodgrains from FCI godown, Nimmada instead from FCI godown, Amadalavalasa (31/33 Km), as the transport charges payable would be Rs.44.02 and Rs.46.86 per tonne.  During June 2003 to March 2004, the Company transported 11,781 tonnes of foodgrains from FCI godown at Amadalavalasa incurring an extra expenditure of Rs.18.11 lakh.

Thus, the Company incurred extra expenditure of Rs.29.26 lakh towards transport charges during April 2003 to March 2004.

Government, while accepting the observation, stated (October 2005) that disciplinary action would be taken against the persons involved in uneconomic movement of foodgrains and the additional expenditure will be recovered duly fixing responsibility. 



Recovery of term loan with interest aggregating Rs.1.96 crore was rendered doubtful due to insufficient collateral security, loss of assets and inaction to invoke personal guarantee of promoter directors.

The Company disbursed (May 1999 to May 2000) Rs.1.17 crore by way of term loan to an industrial unit for setting up an edible oil plant.  The unit defaulted in re-payment of loan instalments and interest accrued thereon from the very beginning and as a result, recall-cum-sale notice was issued 
(10 May 2001), followed by seizure (31 May 2001) under Section 29 of State Financial Corporation’s Act 1951.  Audit analysis revealed that the collateral security offered by the promoters before disbursement of loan was over-valued by Rs.33.23 lakh.  During seizure of unit, some of the items of plant and machinery valued at Rs.20.92 lakh were found missing from the factory premises.  The unit management contended (June 2001) that all these items were available in the premises.  However, no action was taken by the Company either for ensuring availability of missing items, or for lodging a police complaint.  As on 31 March 2004 the dues recoverable from the unit stood at Rs.2.46 crore.

Assets of the unit including factory land and buildings were sold by the Company (November 2004) for Rs.50.04 lakh (Rs.32.04 lakh for land and buildings and Rs.18 lakh for plant and machinery).  No action had been taken so far (May 2005) to invoke the personal guarantees of promoter directors to recover the balance outstanding dues of Rs.1.96 crore.

Thus, due to over-valuation of collateral security, loss of some items of plant and machinery and inaction to invoke personal guarantees of promoter directors, the recovery of balance outstanding dues had not become possible. 

The above matter was reported to Management/Government in June 2005; their replies are awaited (September 2005).


Production incentive of Rs.3.45 crore was disbursed to employees without Government approval and without formulating any specific guidelines.

As per the Payment of Bonus (PB) Act, 1965, employees who were working in specified establishments and drawing salary/wages not exceeding 
Rs.3,500 per month were eligible for a minimum bonus of 8.33 per cent on salary/wage received by them during the accounting year.  In case of availability of allocable surplus with the establishment, the maximum bonus payable shall be 20 per cent of such salary/wage.

In view of divergent practices followed by State Level Public Enterprises, Finance & Planning department, Government of Andhra Pradesh issued (October 1998) the guidelines which provide that payment of bonus/ex-gratia be considered by an organisation only if it is in surplus and earns real profits.  The guidelines further stipulate that payment of bonus in any form requires the approval of Government and such payment can be made after finalisation of accounts.

Audit scrutiny revealed that none of the employees in the Corporation were eligible for bonus/ex-gratia under PB Act as their salaries/wages were in excess of the eligible ceiling limit.  With a view to avoid payment of income tax on profits and to encourage employees to perform better, the Corporation on the basis of projected profits for the previous year  paid production incentive aggregating Rs.3.45 crore covering all employees on rolls for the years 2001-05.  The incentive was computed and paid at two months’ salary for the years 2001-03 and three months’ salary for the years 2003-05.  Though the payment was termed production incentive, the Corporation had not so far (March 2005) laid down any criteria governing payment of incentive.  It was further noticed that the incentive was paid without the approval of the administrative department concerned.

Thus, payment of production incentive of Rs.3.45 crore to all employees without formulating physical or financial criteria and in contravention to government guidelines, i.e., without approval of administrative department concerned and finalising financial accounts, was unauthorised and irregular.

Management, without offering any explanation on irregular payment of incentive, stated (July 2005) that the Corporation was service-oriented and as such individual productivity could not be fixed.  The reply is not acceptable in view of the fact that payment of production incentive to staff without Government’s approval and also without setting goals to measure individual or group performance was irregular. 

The above matter was reported to Government in June 2005; their reply was awaited (September 2005).


Construction of godowns without firm commitment of occupation by FCI resulted in loss of revenue of Rs.1.19 crore.

During January 2001, Food Corporation of India (FCI) offered seven years’ guaranteed occupation for godowns to be constructed by the Corporation/private parties under the aegis of the Corporation at different places in the State.  FCI informed (August 2001) the Corporation that as utility of godowns at various centres were yet to be thoroughly assessed, prior approval of FCI had to be obtained before entering into fresh agreement for construction of godowns.  In December 2001, three additional locations were identified by FCI for construction of godowns, i.e., Kamareddy, Metpally and Nizamabad.  The Corporation, however, without taking prior approval of FCI, took up construction of three godowns having a combined storage capacity of 24,700 tonnes at Kamareddy and Metpally in June 2002 and in Nizamabad in October 2002 for occupation by FCI under their seven years guarantee scheme.  Construction of Metpally and Kamareddy godowns was completed in November 2002 and that of Nizamabad in March 2003 at a total cost of Rs.3.60 crore.  When the Corporation sent proposals (July 2002/October 2002) to FCI for occupation of these three godowns, FCI returned (November 2002) the proposals stating that processing had been delayed and it did not need the space in view of changed crop condition/drought.  

Due to FCI’s refusal to occupy the godowns, the space created was being utilised for storage of other commodities.  In 59 out of 72 godown-months available for all three godowns, occupation ranged from “nil” to less than 50 per cent during December 2002 to November 2004.  Storage charges earned by these godowns during this period amounted to Rs.48.06 lakh.  Computed on the basis of storage charges receivable under seven year guarantee scheme of FCI, the Corporation would have earned Rs.1.67 crore by way of storage charges for the same period.  Thus, due to construction of godowns without specific guarantee of occupation from FCI and consequent under-utilisation of space on storage of other commodities, the Corporation suffered a loss of revenue of Rs.1.19 crore by way of storage charges for the period from December 2002 to November 2004.

The Management/Government stated (August 2005) that the Corporation had sent deed of agreement and construction of godowns was taken up under the impression that these would be guaranteed for occupation by FCI in normal course.  The reply is not acceptable as the decision of the Corporation to go ahead with construction of godowns without specific commitment from FCI was unwarranted.


Delay in revision of storage charges paid to the private godown owners resulted in extension of undue financial benefit by Rs.76.43 lakh.

Food Corporation of India (FCI) guaranteed (8 March 2002) occupation of godowns constructed by the Corporation or by others on its behalf for a period of seven years provided the godowns were constructed according to the required specifications. The specifications inter-alia envisaged construction of rail sidings at each of these godowns.  In order to take advantage of this scheme, the Corporation entered (March/May 2002 and March 2003) into  agreement with FCI for hiring out a total storage capacity of  2.80 lakh tonnes at seven places@ in the State. Simultaneously, the Corporation during 2002-03 entered into agreements with private investors for construction of godowns at these seven places along with rail-siding.

Agreements with private investors envisaged construction of rail siding within a period of eight months from the date of agreement failing which lease rent would be paid at 80 per cent of normal rent till completion of siding.  This was subject to return of withheld rent of 20 per cent on completion of rail sidings within 12 months, failing which 20 per cent of rentals deducted were to stand forfeited.   Another clause in the agreement provided that as and when FCI revised its storage charges payable to the Corporation, rate of rent agreed upon with the Corporation for payment to private investors would be proportionately revised from the same date.  All the seven godowns were completed and leased out to FCI during April-December 2003.  The rail-sidings of two out of seven godowns could be completed only in August 2004 and January 2005.  Rail sidings in respect of remaining five godowns were still not constructed (March 2005).  

As the construction of rail sidings was not completed within the time stipulated, FCI with effect from April 2003 onwards reduced storage charges to 60 per cent of normal charges but the Corporation reduced rent payable to private investors from 80 to 60 per cent of normal rent from October 2004, i.e., after delay of one and half years.  This resulted in payment of godown rent at 80 per cent of normal rent for the intervening period April 2003 to September 2004 for the concerned godowns.  As the agreement conditions provided for revision of rent as and when FCI revised storage charges, the Corporation should have correspondingly revised godown rent payable to private investors from the date of revision of storage charges by FCI.  

Thus, delay in revision of godown rent resulted in extension of undue financial benefit to private investors by Rs.76.43 lakh for the period from April 2003 to September 2004.  

Management/Government, while accepting (August 2005) the audit observation, did not offer any specific remarks for delay of one and half years in imposing reduction of godown rent for non-construction of rail-sidings.


The Corporation has not complied with FCI specifications for construction of godowns resulting in loss of revenue of Rs.47.49 lakh by way of rentals.

The Corporation constructed (November 2001-February 2002) four godowns* each having a storage capacity of 10,000 tonnes at an outlay of Rs.6.25 crore for taking up under seven year guarantee scheme of Food Corporation of India (FCI).  As per the scheme, the occupation of godown space was guaranteed for seven years subject to construction of godowns as per FCI’s specifications.  

As per FCI specifications, the godowns were to be provided with verandahs on both sides of the godown.  All the four godowns, which were given to FCI for occupation during March 2002 to December 2002 were, however, constructed without verandahs.  As the Corporation defaulted in complying with its specifications for construction of verandahs, FCI imposed a penalty aggregating Rs.47.49 lakh (at 20 per cent of storage charges) in respect of all the four godowns for the period from June 2002 to December 2004.  

In order to fall in line with FCI specifications, the Corporation constructed (February/April 2004) verandahs on both sides of godown at Tenali and on one side of godown at Kavali, Warangal and Khammam at a cost of 
Rs.60.19 lakh.  Although management contended (April 2005) that the verandahs on both sides of three godowns were not constructed to save cost and space, it was noticed in audit that space left between two blocks of godowns was insufficient to construct verandahs on both sides.  FCI stopped recovery of penalty in respect of godown at Tenali from April 2004 onwards and continued to recover penalty in respect of godowns at Kavali, Khammam and Warangal due to non-construction of verandahs on both sides of the godowns.

Government endorsed (July 2005) the reply of Corporation stating that construction of godowns was taken up based on estimates prepared prior to receipt of FCI specifications and FCI did not insist for construction of verandahs on earlier occasions.

The reply is not tenable as the work of construction of godowns was entrusted to contractors in June 2001 whereas specifications for construction of godowns were received from FCI in January 2001.  

Thus, due to lack of timely action to comply with FCI specifications for construction of verandahs on both sides of the godowns, the Corporation suffered a loss of revenue of Rs.47.49 lakh by way of storage charges.



In order to supplement its own fleet of vehicles and also to meet the growing needs, the Corporation started hiring ordinary buses and also deluxe and express buses from private bus owners.  A review of terms and conditions of agreements with hired bus owners revealed the following: 

3.18.1
As per the terms and conditions, either of the parties can terminate the hire agreement (initially valid for three years) by issue of one month’s advance notice.  It was also not binding on the Corporation to renew the agreement for fourth and fifth years’ as there was no clause in the agreement for renewal after the third year.  

During the period from April to September 2004, the Corporation renewed agreements for fourth (297 buses) and fifth (288 buses) years with hired bus owners on rates fixed by the Corporation.  Audit noticed that the rates of hire adopted for renewal of agreement with 585 bus owners were higher than the rates obtained in open tenders called for in March 2004.

The Corporation up to 2003-04 hired buses from private bus owners at rates worked out by it at Rs.7.21 to Rs.8.37 per KM for express buses, Rs.8.40 to Rs.9.56 per KM for ordinary buses and Rs.9.55 to Rs.10.78 per KM for city buses.  The Corporation for the first time in March 2004 invited open tenders seeking quotations for rates of hire.  These rates were used for hiring buses for the following year, i.e., 2004-05.  The rates obtained in open tender for express, ordinary and city buses ranged from Rs.7.74 to Rs.8.28 per KM, Rs.7.92 to Rs.9.49 per KM and Rs.8.71 to Rs.9.57 per KM respectively.  It would be observed that the rates of hire obtained through the open tender system were beneficial to the Corporation.  

In view of lower rates obtained in open tender, the Corporation neither negotiated with bus owners before renewal to bring down the rates at par with those obtained in open tender nor procured buses from new parties at the rates obtained in the open tender.  Thus, renewal of agreements of 585 buses for fourth and fifth year without considering the lowest rates obtained in open tenders was unjustified and resulted in extra financial burden of Rs.2.88 crore for the period from April 2004 to March 2005.

Management stated (August 2005) that in case agreements of hired buses were terminated without completing the due period, these vehicles would be utilised for clandestine operation.  The reply is not tenable as in terms of the agreement it was not binding on the Corporation to renew them after three years.  Control of clandestine operations is the concern of the State Government through proper administrative measures.  

3.18.2
A committee consisting of Executive Directors (Engineering and Operation) and Financial Adviser of the Corporation fixed (September 1996) hire charges payable to new and old buses for different types of services, considering elements of cost like, cost of the vehicle, current diesel price, kilometer per litre (KMPL), depreciation, interest on capital, entrepreneur profit, etc.  The hire charges as fixed were increased or decreased whenever HSD oil prices were revised.  

Review of elements of cost considered for payment of hire charges revealed the following:

· While Corporation buses achieved 4.98 KMPL in 1995-96 and 5.02 KMPL in 1996-97, 4.8 KMPL was considered in the fixation of rate for hire buses.  Adoption of lower KMPL for hired buses resulted in fixation of rates on the higher side.  There was no clause in the hire agreement for revision of hire rates on the basis of actual KMPL obtained in subsequent years by hired buses.  In fact there was continuous improvement in KMPL from 4.98 in 1995-96 to 5.37 in 2003-04 in respect of the Corporation’s own buses. Thus, adoption of lower KMPL initially and non-consideration of improved KMPL in subsequent years for revision of rates of hire resulted in an extra expenditure of Rs.32.41 crore for the years 1999-2000 to 2004-05 with corresponding benefit to private bus owners.

Management stated (August 2005) that the hired buses could not be expected to achieve KMPL on par with Corporation buses as the hired bus owners lacked technical support.  The reply is not convincing in view of the fact that rate of accidents of hired buses was low when compared with Corporation buses which is indicative of technical excellence enjoyed by hired buses.  

· Interest on capital at the rate of 19 per cent per annum was considered since 1996 till date as an element of cost for fixation of hire charges.  It was noticed that the cost of borrowing had become cheaper year after year and the present rate of interest stood at 10 per cent* per annum.  Efforts were not made to reduce the element of interest charges in line with present market rates which resulted in extension of undue benefit to private bus owners.   The Corporation by revising hire charges keeping in view its borrowing rates of interest (ranged between 14 per cent and 
10 per cent per annum) would have made savings of Rs.30.49 crore for six years ended 31 March 2005.

Management stated (August 2005) that the rates of interest prevailing at the time of borrowing by hire bus owners would not be revised by lenders consequent upon change of interest rates and therefore, lower rates of interest could not be considered.  The reply is not tenable as it was not the concern of the Corporation to watch or know at what rates of interest the hired bus owners were borrowing funds.  Thus, instead of keeping rate of interest constant for fixation of hire charges, the Corporation should have considered prevailing rates of interest while entering into fresh hire agreements.

To sum up:

The renewal of hire agreements for the fourth and fifth years at higher rates was unnecessary in view of availability of hire buses at lower hire rates from owners who participated in open tenders.   This resulted in extra financial burden on the Corporation.  Besides, the Corporation failed to review periodically the elements of cost considered for fixation of hire charges which resulted in extension of undue benefit to hire bus owners.  

The matter was reported to Government in May 2005 and was discussed in the ARCPSE meeting held in August 2005.  Their reply is awaited 
(September 2005).


Failure to negotiate for revision of interest rates on outstanding loans resulted in avoidable payment of interest of Rs.7.28 crore.

APSRTC Staff Benevolent cum Thrift Fund (SBTF) – a registered society collects monthly subscriptions from enrolled employees of the Corporation.  Surplus funds available with SBTF were given as loan to the Corporation to earn interest.  

The Corporation up to the end of December 2004 had borrowed funds aggregating Rs.162.44 crore from SBTF.  Rates of interest agreed upon for the years 2000-01 to 2004-05 were 14,13,12,11, and 10 per cent per annum respectively.  While the agreement provided for revision of rates of interest each year, it was silent as to the applicability of revised rates to loans outstanding at the end of each year.  The revised rates of interest agreed upon were, therefore, fixed for the tenure of fresh loans each year.  This had resulted in payment of interest on outstanding loans at old rates which were higher than the revised rates agreed upon for the fresh loans.  The Corporation should have negotiated for revision of rates of interest on outstanding loans at par with rates agreed upon for the fresh loans.  Failure to do so resulted in avoidable payment of interest of Rs.7.28 crore for the years 2001-02 to 
2004-05 (up to December 2004) on loans outstanding at the time of each revision. 

Management stated (April 2005) that as per understanding with SBTF it was to pay interest at a fixed rate for the entire loan period.  The reply is not acceptable as in the changed economic scenario in the country, loans are available from commercial banks at very competitive rates of interest.   As such, payment of fixed rates of interest to SBTF without attempting to swap high cost loans with low cost loans was not justified.

The above matter was reported to Government in June 2005; their reply was awaited (September 2005). 


Failure to insist on suppliers to match their prices with lowest rates obtained/finalised resulted in extra expenditure of Rs.11.74 lakh.

The Corporation placed (December 2000) two purchase orders (POs) valid for a period of 18 months, i.e., up to June 2002 on Ashok Leyland and Telco (vehicle manufacturers) respectively for supply of piston assemblies and ring sets.  As the purchase orders were due to expire, the Corporation invited (April 2002) limited tenders and in response it received seven offers including offer from Ashok Leyland and Telco. The tenders opened on 16 May 2002 were not finalised by the Provisioning Committee (PC) on the grounds that Association of State Road Transport Undertakings (ASRTU) had deferred consideration of offers for the same items. As a consequence, the Corporation invited limited tenders again in October 2002 and in response it received nine offers from  vehicle manufacturers as well as from component manufacturers.  

Audit scrutiny revealed that rates quoted by Ashok Leyland and Telco in response to tender of May 2002 were lower than the purchase order rates of December 2000.   Rates offered in October 2002 tender were still lower than the tendered rates of May 2002.  As there was delay in finalisation of tenders, the purchase orders on Ashok Leyland and Telco, which expired in June 2002, were extended (July 2002/December 2002) at their quoted rates of May 2002 and October 2002 without regard to lowest rates obtained/finalised in respective tender calls. The Corporation finally terminated the extended POs of December 2000 on the above two vehicle manufacturers in January 2003.  Meanwhile, the offers opened on 17 October 2002 were finalised by the PC after obtaining matching rates (with the lowest rates obtained in the tender) from the tenderers including Ashok Leyland and Telco, after a lapse of two months on 17 December 2002, and purchases were made accordingly.

The reduced rates at which purchases were made during the period June to December 2002 on extended POs with Ashok Leyland and Telco were higher than the lowest rates obtained in the tender of May 2002 and October 2002 by 71 per cent to 2.4 per cent.  Thus, due to failure to insist on the suppliers to supply at the lowest rates obtained in the tenders of May and October 2002, the Corporation had foregone an opportunity to avail competitive rates with resultant extra expenditure of Rs.11.74 lakh in respect of supplies received during the extended period of POs from the above two vehicle manufacturers.  

Management stated (June 2004) that considering the rate revision trends and its consequential long term financial advantages, the Corporation took a decision in October 2002 to call for revised offers based upon which procurement decision was taken in December 2002 and the pending orders on Ashok Leyland and Telco were cancelled in January 2003 accordingly. The reply is not tenable as the corporation should have insisted on the two vehicle manufacturers to supply components at the lowest rates obtained/finalised in the tender instead of at their quoted rates during the extended period of the purchase orders.  Management further stated (September 2005) that the rates obtained against tender calls were not considered by the Provisioning Committee.  The reply is not acceptable as there were no specific recorded reasons for non-consideration of financially advantageous bids.

The above matter was reported to Government in June 2005; their reply was awaited (September 2005).



Explanatory notes outstanding

3.21.1
The Comptroller and Auditor General of India’s Audit Reports represent the culmination of the process of scrutiny starting with initial inspection of accounts and records maintained in the various offices and Departments of Government.  The process of scrutiny which begins with initial inspection of accounts and records maintained in the various offices and departments of Government culminates in the Audit Reports of the Comptroller and Auditor General of India.  It is, therefore, necessary that appropriate and timely response is elicited from the Executive on the Audit findings included in the Audit Reports.  Finance Department, Government of Andhra Pradesh issued instructions to all  Administrative Departments  to submit  explanatory notes indicating corrective/remedial action taken or proposed to be taken on paragraphs and reviews included in the Audit Reports within three months of their presentation to the Legislature, without waiting for any notice or call from the Committee on Public Undertakings (COPU). 

Though the Audit Reports for the years 1992-93 to 2003-04 were presented to the State Legislature between 29 March 1994 to 31 March 2005, 
10 departments which were commented upon did not submit explanatory notes 

on 114 out of 281 paragraphs/reviews as on September 2005 as indicated below:

	Year of the Audit Report
(Commercial)
	Date of presentation to State Legislature
	Total Paragraphs/ Reviews in Audit Report
	No. of Paragraphs/ reviews for which explanatory notes were not received

	1992-93
	29-3-1994
	36
	2

	1993-94
	28-4-1995
	25
	2

	1995-96
	19-3-1997
	28
	7

	1996-97
	19-3-1998
	29
	7

	1997-98
	11-3-1999
	29
	17

	1998-99
	3-4-2000
	29
	16

	1999-2000
	31-3-2001
	24
	17

	2000-01
	30-3-2002
	21
	6

	2001-02
	31-3-2003
	23
	13

	2002-03
	24-07-2004
	16
	6

	2003-04
	31-03-2005
	21
	21

	Total
	
	281
	114


Department-wise analysis of reviews/paragraphs for which explanatory notes are awaited is given in Annexure-15.  Majority of the cases of 
non-submission of explanatory notes related to the Departments of Energy and Industry and Commerce.  Government did not even respond to reviews conducted on the working of key companies i.e., Andhra Pradesh Industrial Infrastructure Corporation Limited, The Singareni Collieries Company Limited and Andhra Pradesh Industrial Development Corporation Limited.

Compliance to Reports of Committee on Public Undertakings outstanding

3.21.2
Action Taken Notes (ATNs) on recommendations of the Committee on Public Undertakings (COPU) are required to be furnished within six weeks from the date of presentation of the Report to the State Legislature.  ATNs to 752 recommendations pertaining to 41 Reports of the COPU presented to the 

State Legislature between April 1991 and March 2005 had not been received as on September 2005.  

	Year of COPU Report
	Total number of Reports involved
	No of Recommendations where replies were not received

	1991-92
	1
	3

	1992-93
	7
	279

	1993-94
	6
	177

	1995-96
	1
	30

	1996-97
	1
	2

	1997-98
	2
	38

	1998-99
	2
	16

	2000-01
	12
	112

	2002-03
	1
	24

	2004-05
	8
	71

	Total:
	41
	752


The replies to recommendations were required to be furnished within six months from the date of presentation of the Reports to the State Legislature.

Response to inspection reports, draft paragraphs and reviews
3.21.3
Audit observations noticed during audit and not settled on the spot are communicated to the heads of PSUs and concerned departments of  State Government through inspection reports. The heads of PSUs are required to furnish replies to the inspection reports through respective heads of departments within a period of six weeks.  Inspection reports issued up to March  2005 pertaining to 35 PSUs disclosed that 4,500 paragraphs relating to 1,356 inspection reports remained outstanding at the end of September 2005. Of these 187 inspection reports containing 1,009 paragraphs had not been replied to for one to 12 years.  Department-wise breakup of Inspection reports and audit paragraphs outstanding as on 30 September 2005 is given in Annexure – 16.

Similarly, draft paragraphs and reviews are forwarded to the Principal Secretary/Secretary of the administrative department concerned 
demi-officially seeking confirmation of facts and figures and their comments thereon within a period of six weeks.  It was, however, observed that seven draft paragraphs forwarded to the various departments during April to June 2005 as detailed in Annexure-17 had not been replied to so far 
(September 2005).

It is recommended that (a) the Government should ensure that procedure exists for action against officials who failed to send replies to inspection reports/draft paragraphs/reviews and ATNs on recommendations of COPU as per the prescribed time schedule, (b) action is taken to recover loss/outstanding advances/overpayments in a time-bound schedule, and (c) the system of responding to audit observations is revamped.

	
	(Sudarshana  Talapatra)

	Hyderabad.
	Accountant General (Commercial & Receipt Audit)

	The
	Andhra Pradesh
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	(VIJAYENDRA  N. KAUL)

	New Delhi.
	Comptroller and Auditor General of India

	The 
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CHAPTER–III


Transaction Audit Observations





Transmission Corporation of Andhra Pradesh Limited 





3.4	Delay in finalisation of tenders  





3.3	Purchase of power from an independent power producer








3.2	Extra expenditure due to opting for fresh tenders  








3.1	Extra expenditure due to delay in finalisation of tenders  








Southern Power Distribution Company of Andhra Pradesh Limited





3.5	Incorrect application of tariff  





3.6	Incorrect recording of consumption  





Eastern Power Distribution Company of Andhra Pradesh Limited











Andhra Pradesh Tourism Development Corporation Limited





The Singareni Collieries Company Limited





Andhra Pradesh Industrial Infrastructure Corporation Limited





Andhra Pradesh State Civil Supplies Corporation Limited





Andhra Pradesh Industrial Development Corporation Limited





Andhra Pradesh State Warehousing Corporation 





Andhra Pradesh State Road Transport Corporation 





General





STATUTORY CORPORATIONS





3.7	 Loss of revenue due to delay in determining land area offered for lease  





3.8	Implementation of lake resort and eco-tourism projects  





3.9	Non-collection of service tax    





3. 10	Environmental aspects in coal mining





3. 11	Non-collection of value of land handed over to joint venture company 





3. 12	Uneconomic transportation of foodgrains  





3.13	Doubtful recovery of term loan  





3. 14	Irregular payment of production incentive





3. 15	Construction of godowns without commitment for occupation





3. 16	Undue benefit to private investors  





3. 17	Loss of revenue  





3. 18	Avoidable payment of hire charges  





3. 19	Avoidable payment of interest





3.20	Purchase of piston assemblies and ring sets at extra expenditure   





3.21	Follow up action on Audit Reports  








# ARGUS and MIT are brand names of relay panels offered by ERL.


# The process involved generation of power with the combination of two gas turbines and one steam turbine generator.


* Difference between the upfront fee and annual licence fee of Rs.21.06 crore (Rs.23.90 crore for 96 cents of land less Rs.2.84 crore for reduction in land area by 11.4 cents) offered by VEPL and Rs.2.68 crore offered by LREPL for 84.6 cents of land.


# Adilabad, Karimnagar, Khammam and Warangal.


@ Removal of soluble or other constituents by an action of percolating liquid.


@ Bibinagar, Miryalguda, Nidamanur, Nizamabad, Renigunta, Tadepalligudem, and Visakhapatnam.


*Kavali, Khammam, Tenali, and Warangal.


* Represent the rate at which Corporation has been borrowing from financial institutions.
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