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[ PREFACE

Government commercial concerns, the accounts of which are subject to audit
by the Comptroller and Auditor General of India (CAG) fall under the
following categories:

. Government companies,
o Statutory corporations and

o Departmentally managed commercial undertakings.

2. This report deals with the results of audit of Government companies
and Statutory corporations including Tamil Nadu Electricity Board and has
been prepared for submission to the Government of Tamil Nadu under Section
19-A of the Comptroller and Auditor General’s (Duties, Powers and
Conditions of Service) Act, 1971, as amended from time to time. The results
of audit relating to departmentally managed commercial undertakings are
included in the Report of the Comptroller and Auditor General of
India (Civil) — Government of Tamil Nadu.

2 Audit of the accounts of Government companies is conducted by the
CAG under the provisions of Section 619 of the Companies Act, 1956.

4. In respect of Tamil Nadu Electricity Board, which is a Statutory
corporation, the CAG is the sole auditor. In respect of Tamil Nadu
Warehousing Corporation, CAG has the right to conduct the audit of its
accounts in addition to the audit conducted by the Chartered Accountants
appointed by the State Government in consultation with the CAG. In respect
of Tamil Nadu Electricity Regulatory Commission, the CAG is the sole
auditor. The Audit Reports on the annual accounts of these
corporations/commission are forwarded separately to the State Government.

5. The cases mentioned in this Report are those, which came to notice in
the course of audit during 2010-11 as well as those which came to notice in
the earlier years but were not dealt with in the previous reports. Matters
relating to the period subsequent to 2010-11 have also been included,
wherever necessary.

6. Audit has been conducted in conformity with the Auditing Standards
issued by the Comptroller and Auditor General of India.

vii







OVERVIEW

1 Overview of Government companies and Statutory corporation

Audit of Government companies is governed by
Section 619 of the Companies Act, 1956. The
accounts of Government companies are audited by
Statutory Auditors appointed by CAG.  These
accounts are also subject to supplementary audit
conducted by CAG. Audit of Statutory corporations is
governed by their respective legislations. As on 31
March 2011, the State of Tamil Nadu had 67 working
PSUs (66 companies and one Statutory Corporation)
and 9 non-working PSUs (all companies), which
employed 2.79 lakh employees. The State PSUs
registered a turnover of 355,194 crore as per their
latest finalised accounts. This turnover was equal to
10.09 per cent of State’s GDP indicating the
important role played by State PSUs in the economy.
The PSUs had Accumulated Loss of 33,621.12 crore
as per their latest finalised accounts.

Investment in PSUs

As on 31 March 2011, the Investment (Capital and
Long Term Loans) in 76 PSUs was 356,553.61 crore.
Power sector accounted for 89.32 per cent of total
investment and Service sector 4.14 per cent in
2010-11. The Government contributed 312,694.04
crore towards Equity, Loans and Grants/Subsidies
during 2010-11.

Performance of PSUs

As per latest finalised accounts, out of 67 working
PSUs, 40 PSUs earned a Profit of 3592.09 crore
and 23 PSUs incurred a Loss of ¥11,923.59 crore.
The major contributors to Profit were Tamil Nadu
Newsprint and Papers Limited (3149.00 crore),
State Industries Promotion Corporation of Tamil
Nadu Limited (382.84 crore), Tamil Nadu
Industrial Investment Corporation  Limited
(352.82 crore) and Tamil Nadu Power Finance
and Infrastructure Development Corporation
Limited (364.43 crore). Heavy losses were

incurred by Tamil Nadu Electricity Board
(¢10,294.64 crore) and all the eight State
Transport Corporations (31,575.26 crore).

Audit noticed various deficiencies in the functioning
of PSUs. A review of three years’ Audit Reports of
CAG shows that the State PSUs’ Losses of
3512837 crore and infructuous investments of
$542.98 crore were controllable with better
management. Thus, there is tremendous scope to
improve the functioning and enhance profits. The
PSUs can discharge their role efficiently only if they
are financially self-reliant. There is a need for greater
professionalism and accountability in the functioning
of PSUs.

Arrears in accounts and winding up

26 working PSUs had arrears of 39 accounts as of
30 September 2011, of which 13 accounts pertained to
earlier years and the remaining were 2010-11
accounts. There were 9 non-working PSUs including
two under Liquidation. The Government may
consider winding up these companies.

Quality of accounts

The quality of accounts of PSUs needs improvement.
During the year, out of 63 (61 accounts of
Government companies and two accounts of
Statutory  Corporations viz  Tamil Nadu
Warehousing Corporation and Tamil Nadu
Electricity Board) accounts finalised, the
Statutory Auditors of Government companies had
given unqualified certificates for 32 accounts and
qualified certificates for 29 accounts. There were
22 instances of non-compliance with Accounting
Standards. Reports of Statutory Auditors on internal
control of the companies indicated several weak
areas.




2 Performance audit relating to Government Companies

Since 1971, the State Industries Promotion Corporation
of Tamil Nadu Limited (Company) is engaged in
creation/development and maintenance of Industrial
Centres and Special Economic Zones (SEZ) in the
State. To assess the role of the Company as a catalyst
Sor the industrial development of the State, we took up a
performance audit of the Company between February
and August 2011 covering its activities for the last five
years up to 2010-11.

Financial performance

The Company continuously earned Profit during the
audit period 2006-07 to 2010-11 with a major
contribution (33 to 74 per cent) from interest income on
Term Deposits. In contrast to this, the share of income
from the core activity viz., industrial development,
continuously declined from 67 to 24 per cent during
2006-07 to 2010-11. This decline was attributable to the
Company’s failures in project management, fixation of
plot cost, non-adoption of higher plot cost in respect of
allotment to commercial users, etc.

Planning

The Company neither prepared long term/strategic
plans nor short term plans for development of
Industrial Centres. Further, it did not conduct
Seasibility studies and prepare Detailed Project Reports
before embarking upon new Industrial Complexes.
Consequently, the Company could market only 0 to 36
per cent of saleable plots in five out of eight SEZs
formed during the period from 2006-07 to 2010-11.

Project management

The Company did not maintain an MIS indicating
awarded and actual cost, scheduled/actual completion
of works and the resultant time and cost overrun,
thereby, it failed to have control over the project
implementation. There were instances of avoidable/
unproductive expenditure of <7.89 crore due to
defective planning, lack of coordination with State
Highways Department, etc.

Allotment of industrial plot and fixation of cost

The Company did not have robust system of
fixing/revising plot cost taking into account enhanced
compensation/interest payable to the erstwhile land
owners, latest trend in the market rates, extent of
saleable area, etc. Further, the Company did not
charge commercial rates for allotment to non-industrial
entrepreneurs as per its policy. These factors led to loss
of revenue of ¥251.76 crore in respect of test checked
cases. The Company did not take back 2,124 acres of

unutilised land from 195 entrepreneurs, thereby
lost potential revenue of ¥421.56 crore even in
respect of 65 per cent of 2,124 acres of land for
which the data on originally allotted price and
the current market price was available.

Change of management and sub-lease

There was no system to monitor change of
management and subleasing by the original
allottees. Consequently, the Company could not
enforce recovery of ¥136.30 crore from seven
allottees, who had subsequently handed over the
management to the new promoters and sub-
leased portion of the leasehold land.

Release of incentives under Structured
Package of Assistance (SPA)

The Company acts as a nodal agency of State
Government for release of SPA. However, its
system to verify the committed investment and
generation of employment before release of
incentives was ineffective. Besides, there was no
limitation of incentives to the investments in the
eligible fixed assets qualifying for incentives.
This led to release of incentives in excess of the
eligibility amounting to 297.75 crore in two
cases.

Internal control and monitoring

The internal control and monitoring mechanism
was weak in the areas of reporting the
performance of individual Industrial Centres,
comprehensive data on allotment and vacancy of
industrial plots, status report on various legal
cases, etc.

Conclusion and recommendations

We conclude that the Company’s performance
was deficient in planning, in having a foolproof
system to fix/revise plot cost in enforcing
repossession of unutilised land and recovery of
differential cost at the time of change of
management and sublease. We recommend
Sformulating  strategic/long  term  plans,
conducting feasibility studies before setting up
new Industrial Centres, installing an effective
costing mechanism  for plot cost and
strengthening internal control system and
internal audit procedures.

(Chapter 2.1)




National Electricity Policy (NEP) aims to bring out
reforms in the Power Distribution sector with focus
on system up-gradation, controlling and reduction
of T&D losses and power thefts and making the
sector commercially viable. It further aimed to
bring out conservation strategy to optimise
utilisation of electricity with focus on demand and
load management. In view of the above, a
performance audit on the working of the Tamil
Nadu Generation and Distribution Corporation
Limited (Company) and the erstwhile Tamil Nadu
Electricity Board for the years 2006-11 was taken
up to ascertain whether they were able to adhere to
the aims and objectives stated in the NEP.

Distribution network planning

The available transformer capacity was only 26,592
MVA against the requirement of 66,450 MVA in
March 2011. The Company planned addition of
335 Sub Stations (SS) during 2006-07 to 2010-11
but had actually added 235 SS. The shortfall was
attributable to lack of proper planning, co-
ordination between the executing agencies within
the Company, besides delays in executing the work
by its field offices, etc.

Implementation of Centrally Sponsored
Schemes

Restructured Accelerated Power Development and
Reform Programme had been showing very slow
progress due to diversion of Central funds towards
working capital and delay in identification of
project areas.

Sub-transmission and distribution losses

The failure percentage of distribution transformers
was up to 8.23 against the norm of 6 resulting in
extra expenditure of 38.20 crore for repairs of
these transformers. The predominant causes of
excess failure were overloading and inadequate
maintenance by the Company.

Billing and collection efficiency

There were instances of under assessment of
revenue of T601.58 crore due to incorrect billing
during 2006-07 to 2010-11 of which 112.53 crore
was collected by the Company.

Subsidy support and cross subsidisation

While the Company was selling nearly 20 per cent
of energy free of cost as per the Government’s
policy, the subsidy realised from the Government

for such free supply was only up to 10 per cent.
The shortfall of T11,020.42 crore was due to
claiming subsidy based on the connected load of
service  connections instead of actual
consumption of energy by these consumers.
Against the National tariff policy to have the
tariff of all categories of consumers within the
range of +20 per cent of average cost of supply
by 2010-11, the recovery from agricultural and
domestic consumers was low at 4.31 and 40.48
per cent of cost of supply of power.

Consumer satisfaction

The Company’s MIS showed that 10.73 lakh
complaints received in the selected circles were
rectified without back-up records. There were
291 instances of delays in effecting HT services
due to avoidable reasons like repeated changes
in estimates and delays in preparation of
feasibility report, want of line materials, etc.

Conclusion and recommendations

The Company’s revenue gap of ¥1,218.94 crore
in 2006-07 had increased to <12,950.56 crore in
2010-11. This was mainly due to not filing the
Annual Aggregate Revenue Requirement from
2002-03 to 2009-10, absence of control over
T&D losses, purchase of costlier power
predominantly  from  independent  power
producers, high debt servicing burden, not
claiming accurate subsidy in respect of
agricultural service connection, etc. If only
Company reduces the T&D losses by improving
the transformation capacity, complete the
construction of sub-stations within the time
schedule, expeditiously implement Centrally
sponsored programme, maintain the failure of
distribution transformers within the norms and
accurately work out the consumption charges to
avoid short collections, etc., the revenue gap
could be reduced. This report contains six
recommendations. Create adequate transformer
capacity to avoid overloading of transformers,
complete construction of sub-station as per plan
to achieve savings in line loss, control the failure
of the distribution transformers within the
norms, accurately work out the subsidy on
agricultural service connection are some of these
recommendations.

(Chapter 2.2)
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3 Transaction Audit Observations

Audit observations included in this Report highlight deficiencies in the management of
Public Sector Undertakings with huge financial implications. The irregularities pointed
out are broadly of the following nature:

Loss of 46.46 crore in four cases due to extension of undue benefits.

(Paragraphs 3.1, 3.3, 3.16 and 3.17)

Loss of ¥123.38 crore in ten cases due to non compliance with rules, directives,
procedures and terms and conditions.

(Paragraphs 3.6, 3.7, 3.8, 3.9, 3.10, 3.11, 3.12, 3.13, 3.14 and 3.15)

Blockage of funds of ¥53.69 crore in three cases due to defective planning and laxity in
claiming the compensation.

(Paragraphs 3.2, 3.4 and 3.5)

Gist of some of the important observations is given below:

Electronics Corporation of Tamil Nadu Limited while allotting the land on lease basis
to two IT companies in October 2007 extended undue benefit of ¥37.80 crore by not
considering the revised guideline value for August 2007.

(Paragraph 3.1)

Tamil Nadu Industrial Development Corporation Limited extended a loan of I45 crore
to an ineligible Joint Sector Company and its Special Purpose Vehicle (SPV) Company
without ensuring source of repayment. Consequently, the loan and the interest of ¥14.02
crore remained unrecovered for the last two years.

(Paragraph 3.5)

Tamil Nadu Medical Services Corporation Limited suffered loss of T1.83 crore due to
non-issue of valuable life saving drugs before expiry.

(Paragraph 3.7)

Tamil Nadu Generation and Distribution Corporation Limited allowed
reimbursement of Fixed Capacity Charges for power generation plant for a capacity of
347.712 MW but allowed operation of the plant for 330.50 MW, thereby it allowed excess
fixed capacity charges of 95.99 crore.

(Paragraph 3.11)

Tamil Nadu Transmission Corporation Limited extended undue benefit of I7.25 crore
to a supplier due to its failure to incorporate clauses to safeguard its financial interest in
the placement of orders for imported cables and accessories.

(Paragraph 3.17)

xii



L CHAPTER -1 J

1 Overview of State Public Sector Undertakings l

Introduction

1.1 The State Public Sector Undertakings (PSUs) consist of State
Government companies and Statutory corporations. The State PSUs are
established to carry out activities of commercial nature while keeping in view
the welfare of people. In Tamil Nadu, the PSUs occupy an important place in
the State economy. The State PSUs registered a Turnover of ¥55,193.64
crore” for 2010-11 as per their latest finalised accounts as of September 2011.
This Turnover was equal to 10.09 per cent of the State Gross Domestic
Product (GDP) of ¥5,47,267 crore for 2010-11. Major activities of the State
PSUs are concentrated in power, service and other sectors. The State PSUs
incurred an aggregate Loss of ¥11,352.19 crore as per the latest accounts
finalised during 2010-11. They had employed 2.79 lakh* employees as of
31 March 2011. The State PSUs do not include two® Departmental
Undertakings (DUs), which carry out commercial operations as they are a part
of Government departments. Audit findings of these DUs are incorporated in
the Audit Report (Civil) for the State.

1.2 As on 31 March 2011, there were 76 PSUs (75 companies and one
Statutory Corporation) as per the details given below. Of these, three’
companies were listed on the stock exchange(s).

Type of PSUs - Working PSUs Non-wo?l?ing PSUsY Total
Government Companies* 66’ 9 75
Statutory Corporation 7 I o 1

Total 67 9 76 B

19 companies finalised their accounts for the years other than 2010-11.

Y As per the details provided by 67 PSUs.

& The Institute of Veterinary and Preventive Medicine, Ranipet and King Institute,
Guindy.

§ Tamil Nadu Newsprint and Papers Limited, Tamil Nadu Telecommunications
Limited and Tamil Nadu Industrial Explosives Limited.

W Non-working PSUs are those which have ceased to carry on their operations. During

2010-11, two companies viz., Tamil Nadu State Farms Corporation Limited and The
Chit Corporation of Tamil Nadu Limited were dissolved by Registrar of companies.

¢ Includes 619-B companies.

El It includes three companies viz., Tamil Nadu State Transport Corporation
(Tirunelveli) Limited (due to bifurcation of Tamil Nadu State Transport Corporation
(Madurai) Limited), TNEB Limited and Tamil Nadu Road Development Company
Limited and exclude one Company viz., Chennai Metro Rail Corporation Limited
which had become a Central PSU.
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1.3 The State Government accorded (October 2008) in-principle approval
for unbundling of Tamil Nadu Electricity Board (TNEB) by the establishment
of a holding Company, Tamil Nadu Electricity Board Limited (TNEB
Limited) and two subsidiary companies viz., Tamil Nadu Transmission
Corporation Limited (TANTRANSCO) and Tamil Nadu Generation and
Distribution Corporation Limited (TANGEDCO). TANTRANSCO was
incorporated in June 2009 and TNEB Limited and TANGEDCO were
incorporated in December 2009. Based on the orders of Government (October
2010), TNEB ceased functioning with effect from 1 November 2010 and all
the activities hitherto carried out by it are now being carried out by the three
companies.

Audit mandate

1.4 Audit of Government companies is governed by Section 619 of the
Companies Act, 1956. According to Section 617, a Government company is
one in which not less than 51 per cent of the Paid up Capital is held by
Government(s). A Government company includes its subsidiary/(s). Further,
a Company in which 51 per cent of the Paid up Capital is held in any
combination by Government(s), Government companies and Corporations
controlled by Government(s) is treated as if it were a Government company
(deemed Government company) as per Section 619-B of the Companies Act.

1.5  The accounts of the State Government companies (as defined in
Section 617 of the Companies Act, 1956) are audited by Statutory Auditors,
who are appointed by the Comptroller and Auditor General of India (CAG) as
per the provisions of Section 619(2) of the Companies Act, 1956. These
accounts are also subject to supplementary audit conducted by CAG as per the
provisions of Section 619 of the Companies Act, 1956.

1.6 Audit of the Statutory corporation is governed by its respective
legislation. While CAG was the sole auditor of the TNEB till its re-
organisation (October 2010), in respect of Tamil Nadu Warehousing
Corporation, the Audit is conducted by Chartered Accountants and
supplementary audit by CAG in pursuance of the State Warehousing
Corporation Act, 1962.

Investment in State PSUs

1.7  Ason 31 March 2011, the Investment (Capital and long-term Loans) in
76 PSUs (including 619-B companies) was I56,553.61 crore as per details
given below:

R in crore)

Type of PSUs Government Companies Statutory Corporations Grand
Total
Capital | Long Total Capital | Long Term | Total ot
Term Loans
Loans
Working PSUs 9,719.36 46,741.34 56,460.70 7.61 --- 7.61 56,468.31
Non-working PSUs 34.54 50.76 85.30 - 85.30
Total 9,753.90 | 46,792.10 | 56,546.00 7.61 - 7.61 56,553.61
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A summarised position of Government Investment in the State PSUs is
detailed in Annexure-1.

1.8 As on 31 March 2011, of the total Investment in the State PSUs, 99.85
per cent was in working PSUs and the remaining 0.15 per cent was in non-
working PSUs. This total Investment consisted of 17.26 per cent towards
Capital and 82.74 per cent in long-term Loans. The Investment has grown by
289.33 per cent from X14,526.06 crore in 2005-06 to ¥56,553.61 crore in
2010-11 due to large Loans availed by State Transport Undertakings and
electricity companies through other sources as shown in the graph below:
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40000 36408.15

28549.79
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19707.42

15454.99

20000 14526.06

10000
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1.9  The Investment in various important sectors and percentage thereof at
the end of 31 March 2006 and 31 March 2011 are indicated below in the bar
chart.

The Investment in power sector was the highest which had increased by
405.66 per cent from ¥9,989.66 crore in 2005-06 to ¥50,513.43 crore in the
year 2010-11 taking the percentage share in the total Investment to 89.32 per
cent in 2010-11.
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Budgetary outgo, Grants / subsidies, Guarantees and loans

1.10 The details regarding budgetary outgo towards Equity, Loans, Grants/
Subsidies, Guarantees issued, Loans written off, Loans converted into Equity
and Interest waived in respect of the State PSUs during the year are given in
Annexure-3. The summarised details are given below for three years ended

2010-11.
(® in crore)
SL Particulars 2008-09 2009-10 2010-11
He. No. of | Amount | No.of | Amount | No.of | Amount
PSUs PSUs PSUs
i | Equty Copal 15 | 105145 | 13 | 73721 12 | 573134
outgo from budget
& |l EiE g 9 775.53 6 483.13 5 11111
budget
| GrnixAudady 13 |531125| 16 |650934 | 15 | 6,851.59
received
4 Total Outgo * N .
(142+3) 26 7,138.23 25 7,729.68 24 12,694.04
3 | Laanssanveris I 4.95 1 28.00 I 1,235.13
into Equity

.

These are the actual number of Companies/Corporation, which have received
budgetary support in the form of Equity, Loan, Subsidies and Grants from the State

Government during the respective years.
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SL Particulars 2008-09 2009-10 2010-11
No. : .
No. of | Amount | No. of Amount | No.of | Amount
PSUs PSUs PSUs
6 Loans written off 1 347 1 0.19 - ——
7 | Interest/Penal 2 6.13 I 0.63 3 201.63
Interest written oft
8 Total Waiver (6+7) 2 9.60 2 0.82 4 201.63
9 Guarantees issued 6 1,322.81 5 126.00 4 86.05
e B s 14 | 4,036.49 13 5,221.87 12 5,941.77
Commitment

1.11 The details regarding budgetary outgo towards Equity, Loans and
Grants/ Subsidies for past six years are given in a graph below.

14000 12694.04
12000

10000

1

7138.23

8000 -

(X in crore)

4894.55
6000

1

2972.34
4000

1

2000

2005-06 2006-07 2007-08 2008-09 2009-10 2010-11

‘ —&— Budgetary outgo towards Equity, Loans and Grants/Subsidies ]

The budgetary support in respect of Equity, Loans and Grants/ Subsidies
showed an increasing trend from 2005-06 to 2010-11 mainly due to increase in
Equity and Subsidy by the State Government over the years to electricity
companies and Tamil Nadu Civil Supplies Corporation Limited.

1.12 The PSUs are liable to pay Guarantee Commission to the State
Government upto 0.5 per cent of the amount of Guarantee utilised by them on
raising Cash Credit from banks and Loans from other sources including
operating Letters of Credit. During the year 2010-11, guarantee commission
of T167.38 crore was payable by 11 PSUs. Out of this amount, ¥165.91 crore
remained unpaid which included ¥165.50 crore in respect of TNEB Limited.
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Reconciliation with Finance Accounts

1.13  The figures in respect of Equity and Guarantees outstanding as per
records of the State PSUs should agree with that of the figures appearing in the
Finance Accounts of the State. In case the figures do not agree, the concerned
PSUs and the Finance Department should reconcile the differences. The
position in this regard as at 31 March 2011 is stated below:

R in crore)

Outstanding in Amount as per Amount as per Difference
respect of Finance Accounts records of PSUs

Equity 6,385.79 9,323.88 2,938.09
Guarantees 9,978.58 5,941.77 4,036.81

1.14 We observed that the differences occurred in 11 PSUs and 10 PSUs in
respect of Equity and Guarantees, respectively. Some of the differences were
pending reconciliation since April 2004*. The Principal Accountant General
had addressed the Companies where the difference had occurred in November
2010 to reconcile the position. The Chief Secretary to Government of Tamil
Nadu was also addressed (August 2011) and attention drawn to the need for
reconciliation of figures as appearing in Finance accounts and the figures
furnished by the companies in their respective accounts. The Government and
PSUs should take concrete steps to reconcile the differences in a time-bound
manner.

Performance of PSUs

1.15 The financial results of PSUs, financial position and working results of
working Statutory corporations are detailed in Annexures 2, 5 and 6
respectively. A ratio of PSUs’ Turnover to State GDP shows the significant
extent of PSU activities in the State economy. The table below provides the
details of working PSUs’ Turnover vis-a-vis State GDP for the period from
2005-06 to 2010-11.

(® in crore)
Particulars 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11
Turnover™ 25,665.47 | 26,206.99 | 38,040.09 | 42,534.33 | 47,578.39 | 55,193.64
State GDP 2,23,528 | 2,46,266 2,79,287 2,28,479 2,41,122 5,47,267
Percentage of 11.48 10.64 13.62 18.62 19.73 10.09
Turnover to
State GDP

(Figures of State GDP for 2010-11 are advance estimates reset with base year as 2004-05).

The Turnover of PSUs has increased continuously from 2005-06 to 2010-11.
The Turnover had increased by 115.05 per cent in 2010-11 as compared to the
Turnover in 2005-06. The percentage of PSUs’ Turnover to State GDP

& Tamil Nadu Adi-dravidar Housing and Development Corporation Limited and Tamil
Nadu Sugar Corporation Limited.
oc Turnover as per the latest finalised accounts as of 30 September.
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marginally declined between 2005-06 and 2006-07 and steadily improved
from 2007-08 to 2009-10 but declined drastically in 2010-11.

1.16 Losses incurred by the State working PSUs during the period from
2005-06 to 2010-11 are given below in the bar chart.

2005-06 2006-07 2007-08 2008-09 2009-10 2010-11
0
ks “a -
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o~ - w)
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-14000

O Overall Loss incurred during the year by working PSUs

(Figures in brackets show the number of working PSUs in respective years)

The State working PSUs collectively incurred continuous Losses from
2005-06 to 2010-11 which increased from ¥1,373.48 crore to I11,331.50 crore
during the same period.

During the year 2010-11, out of 67 working PSUs, 40 PSUs earned a Profit of
%592.09 crore and 23 PSUs incurred a Loss of ¥11,923.59 crore. While one”
PSU incorporated in October 2007 had not submitted even the first set of
Accounts till date (October 2011) another Company"' became Government
Company in September 2010 and its Accounts for 2010-11 are yet to be
finalised. One® PSU is in its preliminary stages of commercial operation. In
respect of Tamil Nadu Civil Supplies Corporation Limited, the deficit of
Income is entirely compensated by the State Government in the form of
Subsidy.

As per the accounts finalised as of 30 September 2011, the major contributors
to Profit are Tamil Nadu Newsprint and Papers Limited (149 crore), State
Industries Promotion Corporation of Tamil Nadu Limited (382.84 crore),

* Arasu Cable TV Corporation Limited.
* Tamil Nadu Road Development Company Limited.
€ Tidel Park, Coimbatore a 619-B Company, incorporated in June 2007.

7
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Tamil Nadu Industrial Investment Corporation Limited (352.82 crore), Tamil
Nadu Power Finance and Infrastructure Development Corporation Limited
(%64.43 crore) and Tamil Nadu Industrial Development Corporation Limited
(X34.07 crore). Heavy Losses were incurred by erstwhile Tamil Nadu
Electricity Board (%10,294.64 crore) and all the eight® State Transport
Corporations (¥1,575.26 crore).

1.17 The Losses of working PSUs are mainly attributable to deficiencies in
Financial Management, Planning, implementation of project, running their
operations and monitoring. A review of last three years’ Audit Reports of
CAG shows that the State PSUs incurred Losses to the tune of I5,128.37 crore
and made infructuous Investment of I542.98 crore which were controllable
with better management. Year wise details from Audit Reports are stated

below:
( in crore)
Particulars 2008-09 2009-10 2010-11 Total
Net Loss 3,737.27 8,035.77 11,331.50 23,104.54
[(h‘:”(”/‘;'é‘l:l;\hgr;i;zg“ 634.42 3,160.08 1,322.42 5,128.37
Infructuous Investment 92.00 420.50 38.89 542.98

1.18 The above Losses pointed out by the Audit Reports of the CAG are
based on test check of records of PSUs. The actual controllable Losses would
be much more. The PSUs can discharge their role efficiently only if they are
financially self-reliant. The above situation points towards a need for greater
professionalism and accountability in the functioning of PSUs.

1.19  Some other key parameters pertaining to State PSUs are given below:

(X in crore)

Particulars 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11

Return on Capital NIL® NIL® 0.17 NIL" NIL® NIL®
Employed (per cent) b NIL ' NIL NIL NIL

Debt 12,053.49 12,757.52 16,136.56 23,878.24 30,902.55 46,792.10
Turnover 25,665.47 26,206.99 38,040.09 42,534.33 47,578.39 55,193.64
Debt/Turnover ratio 0.47:1 0.49:1 0.42:1 0.56:1 0.64:1 0.85:1

Interest payments 1,424.13 1,479.80 1,582.58 2,059.37 3,397.17 4,436.43
Accumulated Losses 6,420.24 7,896.15 9,324.65 13,207.60 21,297.39 33,621.12

(Above figures pertain to all PSUs except Turnover which is for working PSUs).

1.20 The State Government has not formulated a Dividend Policy for
payment of minimum Dividend. As per their latest finalised accounts as of
30 September 2011, 40 State PSUs earned an aggregate profit of ¥592.09 crore
and 10 PSUs declared total Dividend of ¥65.80 crore. Of this, the major
contributors of the Dividend were Tamil Nadu Newsprint and Papers Limited

Serial Number 58 to 65 of Annexure-2.
* NIL indicates that Return on Capital Employed was negative during those years.
8
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(X34.61 crore) and State Industries Promotion Corporation of Tamil Nadu
Limited (%14.48 crore) aggregating to ¥49.09 crore, which worked out to
74.60 per cent of total Dividend paid (365.80 crore) during the year 2010-11.

Arrears in finalisation of Accounts

1.21 The Accounts of the companies for every financial year are required to
be finalised within six months from the end of the relevant financial year
under Sections 166, 210, 230, 619 and 619-B of the Companies Act, 1956.
Similarly, in case of Statutory corporations, their Accounts are finalised,
audited and presented to the Legislature as per the provisions of their
respective Acts. The table below provides the details of progress made by
working PSUs in finalisation of accounts by September 2011.

SL. Particulars 2006-07 | 2007-08 2008-09 2009-10 | 2010-11
No.
1 Number of Working
& o)
PSUSs 58 62 64 66 67
2 Number of accounts
: . 5 5
finalised during the year s &3 o ol &
3 Number of accounts in 2 71 31 35 39"
arrears
¢ g‘/f:"ée aieats per PEU 0.38 0.34 0.48 0.51 0.58
5 Number of Working
PSUs with arrears in 16 13 20 19 26
accounts
6 Extent of arrears (years) 1to5 l1to6 1to7 1to8 1to9

1.22 In addition to above, there were arrears in finalisation of accounts by
non-working PSUs. Out of nine non-working PSUs, two* PSUs had gone into
liquidation process. Tamil Nadu Goods Transport Corporation Limited and
Tamil Nadu Institute of Information Technology Limited have submitted
winding up proposals and hence their accounts have not been considered due.
One” Company had submitted its accounts. Four PSUs had arrears of
accounts for one to eight years.

1.23 The State Government had invested 10,934.34 crore (Equity:
%6,787.01 crore, Loans: ¥5.42 crore, Grants: 326.76 crore and subsidy:
34,115.15 crore) in 12 PSUs (including one non-working PSU) during the
years for which accounts had not been finalised as on 30 September 2011 as
detailed in Annexure-4. In the absence of accounts and their subsequent

# Arasu Cable TV Corporation Limited incorporated in October 2007 and arrear of

three years is considered.

Tamil Nadu Steels Limited and Tamil Nadu Magnesium and Marine Chemicals

Limited.

Tamil Nadu Graphites Limited.

° 1. Tamil Nadu Agro Industries Development Corporation Limited, 2. Tamil Nadu
Poultry Development Corporation Limited, 3. Tamil Nadu Sugarcane Farms
Corporation Limited and 4. Tamil Nadu Film Development Corporation Limited.

9
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audit, it can not be ensured whether the Investments and expenditure incurred
have been properly accounted for and the purpose for which the amount was
invested has been achieved or not and thus Government’s Investment in such
PSUs remain outside the scrutiny of the State Legislature. Further, delay in
finalisation of accounts may also result in risk of fraud and leakage of public
money apart from violation of the provisions of the Companies Act, 1956.

1.24 The administrative Departments have the responsibility of overseeing
the activities of these entities and ensuring that the Accounts are finalised and
adopted by these PSUs within the prescribed period. The Principal Accountant
General (PAG) brought the position of the arrears of accounts to the notice of
the concerned administrative departments and officials of the Government
every quarter. We noticed that the number of accounts in arrears of working
PSUs increased from 35 in 2009-10 to 39 in 2010-11. As a result of this, the
Net Worth of these PSUs could not be assessed in Audit. The PAG also
brought the matter to the attention of the Chief Secretary/ Finance Secretary
Government of Tamil Nadu in the Apex Committee meeting held in October
2010/ July 2011.

1.25 In view of above state of arrears, it is recommended that the
Government should monitor and ensure timely finalisation of Accounts with
special focus on arrears and comply with the provisions of the Companies Act,
1956.

Winding up of non-working PSUs

1.26  There were nine non-working PSUs (all Companies) as on 31 March
2011. Liquidation process had commenced in two” PSUs. The number of
non-working companies at the end of each year during the past five years is
given below:

Particulars 2006-07 | 2007-08 | 2008-09 | 2009-10 2010-11

Number of non-working 14 14 11 11 9
companies

The Government may consider the closure of non-working PSUs.

1.27  The stages of closure in respect of non-working PSUs are given below:

SI. No. Particulars Companies
1 Total number of non-working PSUs” 9
2 Of (1) above, the number under
(a) Liquidation by Court (liquidator appointed) 2
(b) Voluntary winding up 4
(c) Closure, i.e., closing orders/instructions issued but liquidation 3
process has not yet started. i

v Tamil Nadu Magnesium and Marine Chemicals Limited and Tamil Nadu Steels
Limited.
oc As of 30 September 2011.
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1.28 During the year 2010-11, The Chit Corporation of Tamil Nadu Limited
and Tamil Nadu State Farms Corporation Limited were struck off from the
Register of Companies by Registrar of Companies, Government of India. The
process of voluntary winding up of companies under the Companies Act is
much faster and needs to be adopted/ pursued vigorously. The closure of these
companies was delayed due to (i) non-settlement of disputed claims (Tamil
Nadu Magnesium and Marine Chemicals Limited, Tamil Nadu Sugarcane
Farms Corporation Limited and Tamil Nadu Steels Limited), (ii) non-closure
of Accounts (Tamil Nadu Film Development Corporation Limited and Tamil
Nadu Agro Industries Development Corporation Limited), (iii) decision
pending from State Government on writing off proposals of the Government
dues (Tamil Nadu Poultry Development Corporation Limited) and (iv)
decision pending with Registrar of companies on merger of companies (Tamil
Nadu Institute of Information Technology - TANITEC), with Ministry of
Company Affairs (Tamil Nadu Graphites Limited). Tamil Nadu Goods
Transport Corporation Limited which was under liquidation had been directed
by the State Government to be merged with State Express Transport
Corporation Limited. The approval of Company Law Board is awaited. The
Government may consider to expedite closing down its non-working
companies.

Accounts Comments and Internal Audit

1.29 Fifty seven working companies forwarded their 61 accounts to
Principal Accountant General during 2010-11. Of these, 43 accounts of 41
companies were selected for supplementary audit. The audit reports of
statutory auditors and the sole/supplementary audit of CAG indicate that the
quality of maintenance of accounts needs to be improved substantially. The
details of aggregate money value of comments of Statutory Auditors and the
CAG are given below:

(X in crore)

SL Particulars 2008-09 2009-10 2010-11

No. .

. No. of Amount No. of Amount No. of Amount

accounts accounts accounts

1 Decrease in profit 15 241.93 5 6.00 8 134.03

2 [ncrease in profit --- 2 0.54 - 1.78

3 Increase in Loss 12 72.19 10 124.20 10 89.56

4. Decrease in Loss - - - - 3 65.50

5 N()n-q:scl‘ostlrc of 9 99 38 3 263.93 ) o
material facts

G | Emusel 4 7.80 4 2445 1 13.07
classification

1.30  During the year 2010-11, the Statutory Auditors had given unqualified
certificates for 32 Accounts and qualified certificates for 29 Accounts. The
compliance of Companies with the Accounting Standards (AS) remained poor.
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There were 22 instances of non-compliance of AS in 12 Accounts during the
year.

1.31 Some of the important comments in respect of Accounts of Companies
are stated below:

Finance and Infrastructure Development Undertakings (2010-11)

» Three® PSUs did not provide for Deferred Tax Liability on Special
Reserves appropriated out of their Profits under Section 36 (i) (viii) of
Income Tax Act as required under AS-22 resulting in overstatement of
Profit for the current year and General Reserves and understatement of
Deferred Tax Liability.

Tamil Nadu Urban Finance and Infrastructure Development Corporation
Limited (2010-11)

» The Company did not provide for Income Tax of ¥35.61 crore for the
years 1999-2002 resulting in Understatement of Current Liabilities and
Overstatement of Accumulated Profit.

Tamil Nadu Minerals Limited (2010-11)

» The Company did not provide for Liability towards Gratuity, Leave
Encashment and pay fixation arrears amounting to ¥17.06 crore resulting
in Overstatement of Profit and Understatement of Current Liabilities.

State Express Transport Corporation Limited (2010-11)

» The Company did not provide for ¥8.26 crore being the liability towards
employees’ contribution to Provident Fund Trust resulting in
Understatement of Loss and Current Liabilities and Provisions by the
same amount.

Tamil Nadu Tea Plantation Corporation Limited (2010-11)
» The Company did not provide for ¥23.79 crore being the additional

contribution for gratuity resulting in Understatement of Prior Period
Expenditure and Accumulated Loss to that extent.

Tamil Nadu Industrial Development Corporation Limited (2010-11)

» The Company did not provide for diminution in the value of quoted
(X3.11 crore) and unquoted (34.94 crore) shares resulting in
Overstatement of Profit as well as Investments.

» The Company adjusted Short Term Loans of ¥13.06 crore without
approval of Government resulting in Understatement of Assets and
Liabilities to same extent.

1.32  Similarly, two* Statutory corporations forwarded their Accounts for
2009-10 to the PAG during the year 2010-11. The Audit Reports of Statutory

* Tamil Nadu Urban Finance and Infrastructure Development Corporation Limited
(X17.80 crore), Tamil Nadu Industrial Development Corporation Limited (32.74
crore) and Tamil Nadu Power Finance and Infrastructure Development Corporation
Limited (343.09 crore).

. Tamil Nadu Warehousing Corporation Limited and erstwhile Tamil Nadu Electricity
Board.
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Auditors and the sole/supplementary audit of CAG indicate that the quality of
maintenance of accounts needs to be improved substantially. The details of
aggregate money value of comments of Statutory Auditors and the CAG are
given below:

R in crore)

SL Particulars 2008-09 2009-10 2010-11
No.
No. of Amount | No. of Amount | No. of Amount
accounts accounts accounts
1; Increase in profit 1 0.52 - ---
2. Decrease in profit - --- --- ] 1 2.64
3. Increase in Loss 1 284.13 1 263.30 ] 394.86
4. Non-dwc!osurc of | 1.388.79 | 60.46 - o
material facts
i Errors of classification ] 140.10 ] 85.25 1 11.78
6. Correctness of balance
exhibited in accounts 2
- --- 1 283.55 | ] 20,242.42

not susceptible of
verification

Some of the important comments in respect of accounts of Statutory
Corporations are stated below:

Tamil Nadu Electricity Board (2009-10)

» Non-accountal of ¥239.48 crore being charges collectable from windmill
generator towards infrastructure development charges resulted in
Understatement of Receivable with corresponding Understatement of
Contributions, Grants and Subsidy towards cost of Capital Assets.

» Non-adjustment of Tariff Subsidy of ¥8.95 crore relating to 2008-09 for
which final charges were issued by Tamil Nadu Electricity Regulatory
Commission (TNERC) before finalisation of Accounts resulted in
Understatement of Revenue deficit.

» Non-provision of 15 crore being demand charges to be refunded to a
High Tension consumer as per Court orders resulted in Overstatement of
Net Prior Period Credit.

» Non-accounting of advance Subsidy of ¥35.99 crore relating to 2010-11
released by the Government as on 31 March 2010 resulted in
understatement of Advance subsidy and Bank balances by like amount.

» Due to incorrect accounting treatment, Miscellaneous Receipts were
understated by %6.15 crore at General Construction Circle, Madurai and
Deposits and Retention amount from the Contractors was overstated.

» Non-provision for legal expenses amounting to I3.11 crore approved for
payment by the Board resulted in Understatement of Liability for
expenses and Overstatement of Other Claims and receivables.
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1.33  The Statutory Auditors (Chartered Accountants) are required to furnish
a detailed report upon various aspects including internal control/internal audit
systems in the companies audited in accordance with the directions issued by
the CAG to them under Section 619(3)(a) of the Companies Act, 1956 and to

identify areas which needed improvement.

An illustrative list of major

comments made by the Statutory Auditors on possible improvement in the
internal audit/internal control system in respect of 28 companies for the year
2009-10 and 30 companies for the year 2010-11 is given below:

SL

No.

Particulars

Number of
companies where
recommendations
were made

Reference to serial number of the
companies as per Annexure-2

2009-10 | 2010-11

2009-10 2010-11

The internal audit system
needs to be strengthened to
make it commensurate with
the size and nature of the
business

8, 15,45 and 50 | 38,49 and 54

3]

There was no internal audit
standards/manual/ guidelines
prescribed by the companies
for the conduct of internal
audit

2,9, and 42

W

Proper records showing full
particulars including
quantitative details and
situation of fixed assets were
not maintained

N
n

'

|

'

The existing system of
monitoring the recovery of
dues needs to be strengthened
by preparing age-wise analysis
of debtors and periodical
monitoring

Internal control system needs
to be strengthened

(3]

The Companies did not have
any defined fraud policy

16 19

, 5,9, 14, 15, 2,5,9, 14, 20, 24,
6, 29, 30, 35, 26, 29, 30, 31, 32,
7,42,43, 45, 34, 36, 37, 38, 44,
0, 52 and 55 49, 54, and 56

LW o N

n

Documentation of software
programs not available with
the companies

n
n
\O

The companies have no IT
strategy/plan

2,7,9, 12, 26, 2,3,6,7,9,12,
27,29, 30, 35, 24, 28, 29, 30, 31,
37, 50, 54, 55, 32, 34, 36, 38, 54,
56, 57,59 and 59, 60, 61, 64 and
60 65
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SL Particulars Number of Reference to serial number of the
No. companies where companies as per Annexure-2
recommendations
were made
2009-10 | 2010-11 2009-10 2010-11
9 The companies have not fixed
minimum and maximum limits 3 5 26. 29 and 41 3,30, 32,42 and
for maintenance of stores and 49
spares
10 | The compan.xeSled not l'nvake | 26, 29, 36 and 228 30.37. 42,
ABC analysis for effective 4 6
: 41 and 49
inventory control.
anies di olv 2.26.2
11 The companies dldvnotﬁe\ olve 2,26,29, 30, 2,24, 30,31, 49,
proper security policy for 8 7 37,45, 55 and 54 and 65
software/hardware 59 Jra

Recoveries at the instance of audit

1.34  During the course of propriety audit in 2010-11, recoveries of ¥24.80
crore were pointed out to erstwhile Tamil Nadu Electricity Board. Out of this,
%16.72 crore (including I5.15 crore pertaining to earlier years) was recovered
during the year 2010-11.

Status of placement of Separate Audit Reports

1.35 The following table shows the status of placement of Separate Audit
Reports (SARs) issued by the CAG on the accounts of Statutory corporations
in the Legislature by the Government.

SI. | Name of the Statutory | Year upto Year for which SARs not placed in
No | Corporation which SARs | Legislature
laced i
E:gciila]t?lre Year of | Date of issue Reasons for
SAR to the delay in
Government placement in
Legislature
1. | TNERC 2009-10 2010-11 | 14 September | Yet to be placed
2011 in the legislature

Disinvestment, Privatisation and Restructuring of PSUs

1.36 Tamil Nadu Electricity Board had been unbundled into three
companies — one holding Company and two subsidiaries (as mentioned in
Paragraph 1.3). Further, Government of Tamil Nadu issued (November 2010)
orders for amalgamation of State Engineering and Servicing Company of
Tamil Nadu Limited (SESCOT) with Tamil Nadu Small Industries
Corporation Limited under Section 396 of the Companies Act, 1956.
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Reforms in Power Sector

Status of implementation of MOU between the State Government and the
Central Government

1.37 The State Government formed TNERC in March 1999 under the
Electricity Regulatory Commissions Act, 1998, with the objective of
rationalisation of electricity tariff for advising in matters relating to electricity
generation, transmission and distribution in the State and issue of licences.
During 2010-11, TNERC issued 13 Tariff orders including one on
determination of Tariff for Generation, Intra State Transmission and rate.

In pursuance of the decisions taken at the Chief Ministers’ conference on
Power Sector Reforms held in March 2001, a Memorandum of Understanding
(MOU) was signed in January 2002 between the Ministry of Power,
Government of India and the Department of Energy, Government of Tamil
Nadu as a joint commitment for implementation of the reform programme in
the power sector with identified milestones.

Commitments made in the MOU, except the following have been achieved as
reported by Tamil Nadu Electricity Board:

Commitment as per MOU Targeted Status (as on 31 March 2011)
completion
Schedule

Reduction of Transmission December Transmission and Distribution Losses - 18 per cent

and Distribution Losses to 15 2003
per cent

N

100 per cent metering of all September All services except the agricultural and hut services
consumers 2012 have been metered. The Government requested
(September 2009) TNERC for extension of time for
three years from 1 October 2009 for installation of
meters in the agricultural and hut services. TNERC
accepted Government’s request and approved for
extension of time for three years upto 1.10.2012.

Current operations in March 2003 | As per the accounts finalised for 2009-10, the Board
distribution to reach break- had a deficit 0f¥10,294.64 crore.

even

Energy audit at 11 KV sub- January Energy audit was conducted in all the 11/22 KV
stations level 2002 feeders. 1,587 feeders were identified to have line

Losses of more than 10 per cent. By carrying out
improvement works the line Losses have been
brought below 10 per cent in 1,032 feeders so far.
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CHAPTER - 11

Performance Audit relating to Government Companies

2.1

Tamil Nadu Limited

Performance Audit of State Industries Promotion Corporation of

Executive Summary

Since 1971, the State Industries Promotion Corporation of
Tamil Nadu Limited (Company) is engaged in
creation/development and maintenance of Industrial
Centres and Special Economic Zones (SEZ) in the State.
To assess the role of the Company as a catalyst for the
industrial development of the State, we took up a
performance audit of the Company between February and
August 2011 covering its activities for the last five years up
to 2010-11.

Financial performance

The Company continuously earned Profit during the audit
period 2006-07 to 2010-11 with a major contribution (33 to
74 per cent) from interest income on Term Deposits. In
contrast to this, the share of income from the core activity
viz., industrial development, continuously declined from 67
to 24 per cent during 2006-07 to 2010-11. This decline was
attributable to the Company’s failures in project
management, fixation of plot cost, non-adoption of higher
plot cost in respect of allotment to commercial users, etc.

Planning

The Company neither prepared long term/strategic plans
nor short term plans for development of Industrial Centres.
Further, it did not conduct feasibility studies and prepare
Detailed Project Reports before embarking upon new
Industrial Complexes. Consequently, the Company could
market only 0 to 36 per cent of saleable plots in five out of
eight SEZs formed during the period from 2006-07 to
2010-11.

Project management

The Company did not maintain an MIS indicating awarded
and actual cost, scheduled/actual completion of works and
the resultant time and cost overrun, thereby, it failed to
have control over the project implementation. There were
instances of avoidable/ unproductive expenditure of ¥7.89
crore due to defective planning, lack of coordination with
State Highways Department, etc.

Allotment of industrial plot and fixation of cost

The Company did not have robust system of fixing/revising
plot cost taking into account enhanced
compensation/interest payable to the erstwhile Iland
owners, latest trend in the market rates, extent of saleable
area, eftc. Further, the Company did not charge
commercial rates for allotment to non-industrial
entrepreneurs as per its policy. These factors led to loss of

revenue of I251.76 crore in respect of test checked
cases. The Company did not take back 2,124 acres
of unutilised land from 195 entrepreneurs, thereby
lost potential revenue of ¥421.56 crore even in
respect of 65 per cent of 2,124 acres of land for
which the data on originally allotted price and the
current market price was available.

Change of management and sub-lease

There was no system to monitor change of
management and subleasing by the original
allottees. Consequently, the Company could not
enforce recovery of <136.30 crore from seven
allottees, who had subsequently handed over the
management to the new promoters and sub-leased
portion of the leasehold land.

Release of incentives under Structured Package
of Assistance (SPA)

The Company acts as a nodal agency of State
Government for release of SPA. However, its system
to verify the committed investment and generation of
employment before release of incentives was
ineffective.  Besides, there was no limitation of
incentives to the investments in the eligible fixed
assets qualifying for incentives. This led to release
of incentives in excess of the eligibility amounting to
$297.75 crore in two cases.

Internal control and monitoring

The internal control and monitoring mechanism
was weak in the areas of reporting the performance
of individual Industrial Centres, comprehensive data
on allotment and vacancy of industrial plots, status
report on various legal cases, etc.

Conclusion and recommendations

We conclude that the Company’s performance was
deficient in planning, in having a foolproof system
to fix/revise plot cost, in enforcing repossession of
unutilised land and recovery of differential cost at
the time of change of management and sublease. We
recommend formulating strategic/long term plans,
conducting feasibility studies before setting up new
Industrial Centres, installing an effective costing
mechanism for plot cost and strengthening internal
control system and internal audit procedures.
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Introduction

2.1.1 The State Industries Promotion Corporation of Tamil Nadu Limited
(Company) was established in March 1971 to promote industrial development
by providing financial assistance, incentives and other ancillary services to
medium scale industries besides developing Industrial Complexes in the State.
In May 1999, the Government ordered that the Company concentrate only on
creating industrial infrastructure facilities and the term lending activities be
transferred to another Government Company viz., Tamil Nadu Industrial
[nvestment Corporation Limited (TIIC). Since then, the Company has been
concentrating only on development of infrastructure facilities, formed ten*
Industrial Complexes, six* Industrial Parks and three™ Industrial Growth
Centres over an area of 26,926 acres of land throughout the State and had also
formed eight Special Economic Zones (SEZs) within these Industrial
Parks/Complexes and Growth Centres as of March 2011. The Company was
also engaged in maintenance of industrial areas on behalf of allottees. The
Company was also an agency for release of incentives sanctioned by the State
Government to the industrial units within the State.

The management of the Company is vested with a Board of Directors (BOD)
consisting of 10 Directors including the Chairman and Managing Director
(CMD). The CMD, the Chief Executive of the Company, is assisted by
functional heads for Land acquisition/Administration, Civil Wing,
Development Wing, Special Projects, Finance and Legal Wings at Head
Office and Project Managers at field level.

Scope and methodology of Audit

2.1.2 The activities of the company for the five years period up to 31 March
2002 were reviewed and included in the Report of the Comptroller and
Auditor General of India (Commercial) for the year 2001-02. During the
earlier audit, we had concluded that the Company incurred losses mainly
because of development of industrial plots without considering the demand
potential. A recommendation was made to have a system and policy for
selection of proper location for industrial development. The Report is yet to
be discussed (November 2011) by the Committee on Public Undertakings'
(COPU).

To evaluate the improvement in the system for selection and development of
industrial plots over the years and performance of the Company as a catalyst
for industrial development of the State, we conducted the performance audit

& Ranipet, Hosur, Manamadurai, Pudukottai, Cuddalore, Gummidipoondi,
Thoothukudi, Bargur, Nilakottai and Cheyyar,

¢ Gummidipoondi (EPIP), Irungattukottai, Sriperumbudur, Siruseri, Thervoykandigai
and Mappedu.

oc Perundurai, Oragadam and Gangaikondan. The details of the area of land available

for sale actual allotment and balance land available in respect of all the industrial
centres are detailed in Annexure-7.
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during February and August 2011 on the activities of the Company for the five
years ending March 2011. The present performance audit mainly focused on
areas of project formulation, planning for development of new industrial
projects, acquisition of Government and private land together with settlement
of compensation, infrastructure development, fixation and recovery of plot
cost from the allottees, maintenance of Industrial Centres, recovery of
maintenance cost, release of incentives to industries on behalf of the State
Government, internal control and internal audit.

The audit methodology involved scrutiny of records at Head Office and in
eight out of 19 Industrial Centres selected based on their capital expenditure,
area of sale and maintenance expenditure incurred, interaction with
Company’s officials and discussion of audit findings with the Senior
Management.

Audit objectives

2.1.3 The objectives of performance audit were to assess whether:
Planning

e the long/short term plans were in place for formulation of schemes and
fixation of targets.

o there were detailed surveys/market studies before identification of the

schemes/projects.
e the Company had taken adequate/prompt action to acquire/alienate the
identified land.
Financial management

e the funds management was in the best financial interests of the
Company.

Project management

e the Company executed and managed the infrastructure projects
efficiently, economically and effectively.

Allotment of industrial plots to entrepreneurs

e there was transparency in allotment of the developed plots and cost
fixed for the plot covered the entire cost of the scheme.

e the Company has a system of ensuring effective utilisation of the plots
by the allottees.

e the Company has a system of ensuring its financial interest in case of
subleasing/change of management by the original allottees.

Maintenance of Industrial Centres

e the Company has a system of recovering the entire cost of maintenance
from the allottees.
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Extension of structured package of assistance to Memorandum of
Understanding (MOU) cases

e the company has a system of assessing the eligibility criteria for
availing the incentives.

Monitoring and evaluation

e there was effective internal control and the internal audit
commensurate with size and activities of the Company.

Audit criteria

2.1.4 The following audit criteria were adopted:
e Policy Notes of the State Government regarding scheme formulations.

e Policies of the State Government for acquisition/alienation of lands
and for payment of compensation.

e Directives and approvals of the BOD of the Company.

e Terms and conditions of the Memorandum of Undertakings (MOU)
entered into with the State Government by major industrial
undertakings.

e Terms and conditions of the lease agreement entered into with the
allottees.

e Provisions of Land Acquisition Act.

e GOl instructions with regard to Special Economic Zones (SEZs).

Audit findings

2.1.5 We explained the audit objectives and audit criteria of the performance
audit to the Company during an Entry Conference (February 2011). Our
findings were reported to the Company and the State Government (August
2011). We discussed our findings in an Exit Conference (December 2011)
which was attended by the Chairman and Managing Director. The
Management’s perspective during the Exit Conference has been considered
while finalising the performance audit report. The reply of Management and
Government to the performance audit report were awaited (November 2011).

Financial position and working results

2.1.6 The financial position and the working results of the Company for the
five years up to 2010-11 have been given in Annexure-8 and 9.

The Company’s Net Profit Before Tax registered a jump from I56.74 crore in
2006-07 to X123.70 crore in 2010-11. The major portion of the Profit came
from interest earned on Term Deposits (3309.44 crore), the proportion of
which ranged from 32.52 per cent (2006-07) to a high of 86.07 per cent (2009-
10) of the Profit Before Tax during the period. However, during the same
period, the profit from industrial development activity declined from I53.86
crore (67 per cent of total Profit) in 2006-07 to ¥28.20 crore (24 per cent of
total Profit) in 2010-11. We analysed the reasons for decline as (i) incorrect
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fixation of plot cost at Oragadam Industrial Centre and Irungattukottai
Expansion Schemes (ii) non-collection of commercial rates from non-
industrial allottees and (iii) non-recovery of differential cost for change of
management and sub-leases (as discussed in Paragraphs 2.1.15 to 2.1.18 and
2.1.21);

The other deficiencies which affected the working results of the Company are
detailed below:

The Ministry of Commerce and Industry, Government of India (GOI)
had approved (August 2006) the Company’s Industrial Centres in
Sriperumbudur, Siruseri and Oragadam, under Section 80 IA of
Income Tax Act enabling it to avail a Tax holiday for a period of 10
years on the earnings of these Centres with effect from January 1998,
January 1999 and August 2006 respectively. The Company, however,
sought approval for amendments to effective dates of Tax holiday in
respect of Siruseri and Sriperumbudur centres from March 2006 (being
the date of Commencement of these Industrial Centres). However,
these amendments were not approved by the GOI due to poor follow
up of the issue by the Company. The required Gazette Notification to
be issued by the Income Tax Authorities for availing the Tax holiday
benefit was not obtained till date (November 2011). Thus, the
Company lost the Tax holiday benefits of ¥7.23 crore on the earnings
of Siruseri Centre up to 2009-10.

The State Highways Department had taken over (2007-08) 35.61 acres
of Company’s land at Oragadam and Siruseri Industrial Centres valued
at ¥12.39 crore. Considering the fact that the Company had refunded
(2008-09) the above cost to the land owners from its own funds, the
Company should have initiated immediate action for realisation of the
amount from the Land Acquisition Officer (LAO). However, the
Company neither ascertained the compensation fixed by the LAO nor
demanded the same even after three years of land being taken over
with consequent blocking up of funds.

A scrutiny of Current Account balances held by the Company in five
nationalised banks for the period 2006-07 to 2010-11 indicated huge
accumulated funds of upto I228.95 crore. The Company failed to
assess the actual requirement of funds for day-to-day operations so as
to keep an optimal balance in the Current Accounts and invest the
surplus funds in Term Deposits. Considering the optimal daily
requirement of I3.50 crore (on the basis of the average outflow of
funds from the current account during the years from 2006-07 to
2010-11) in Current Accounts, interest foregone worked out by audit
amounted to ¥4.99 crore based on interest rate of eight® per cent per
annum applicable for flexi deposit schemes of Public Sector Banks..

During 2007-08, the Company anticipated its Taxable Income as
I53.74 crore after deducting ¥18.39 crore being the Tax holiday
benefits of Oragadam Growth Centre. The Company, accordingly

Being the average rate of interest allowed on flexible fixed deposits during 2006-11.
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remitted (June 2007 to March 2008) I18.27 crore as Advance Tax.
However, there was no Profit in the Oragadam growth centre due to
commitments for enhanced compensation to the land owners and hence
Taxable Income would be ¥72.13 crore as worked out by Audit. This
fact was known to the Company even at the time of short remittance of
Advance Tax. Incorrect estimation of Profit resulted in under
estimation and short remittance of Advance Tax, which led to
avoidable payment of interest (September 2008) amounting to I95 lakh
under Section 234 (B) and 234(C) of the Income Tax Act.

e The Company, while fixing the price for plots, considers the cost of
acquisition of land, the expenditure on creation of infrastructure
facilities and the Profit margin of the Company. Due to MOUs entered
into by the State Government with seven companies during the years
from 2006-07 to 2010-11, the Company had to allot 596.09 acres of
land in Sriperumpudur and Oragadam Industrial Centres at
concessional prices. When the Company sought (October 2006)
reimbursement of differential price (between the normal and
concessional plot cost) of 56.27 crore in such cases, the Government
gave partial reimbursement of ¥23.48 crore only. Consequently, the
Company had to forego the differential price of ¥32.79 crore on these
allotments.

Planning

Non-preparation of Corporate Plan

2.1.7 The Government in the New Industrial Policy 2003 and 2007 of the
State aimed to position Tamil Nadu as the most attractive investment
destination.  To meet that end, efficient and dependable industrial
infrastructure in the State was essential. The Company is the State
Government Vehicle for creation of industrial infrastructure in the State and
has to plan various activities like identifying locations for new Industrial
Centres, working out action plans for developing infrastructure thereon and
upgrading the existing facilities in conjunction with the State’s Industrial
Growth Plans and vision of balanced growth of all the regions of the State.
For an efficient plan, a comprehensive survey should precede selection of
locations to assess the demand potential from the prospective entrepreneurs.
Further, the areas selected for Industrial Centres should be free from
encumbrances to obviate the possibility of delays in development. We noticed
that the Company neither prepared Long Term / Strategic Plans nor Annual
Action Plans stipulating priorities of activities to develop and operate
Industrial Centres. During the Exit Conference, the Management agreed to
formulate the Corporate Plan for their future use.

Imbalance in the growth of Industrial Centres

2.1.8 Against its vision to have at least one Industrial Centre in each district,
the Company could establish Industrial Centres only in 13 out of total 32
districts of the State as of November 2011. Further, two* out of these 13

d Kancheepuram and Thiruvallur districts.
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districts which are closer to the State Capital had 42 per cent of the total
Industrial Centres. Despite the present imbalance, there was no drive from the
Government to have wider coverage of Industrial Centres throughout the
State. In the absence of an action plan on hand to cover all the districts, the
Company’s vision was also restricted.

Non-fixation of target for land acquisition

2.1.9 In addition to non-preparation of Strategic/ Corporate plan, the
Company did not prepare Annual Plans either which would have set targets of
creation of Industrial Centres during that year and fixed milestones for
building industrial infrastructure as per the Government’s policy. Audit
observed that the Company, with an aim to facilitate immediate allotment of
developed plots to the entrepreneurs, proposed (2007) creation of Land Bank
by acquiring land in various locations. Accordingly, the Company identified
16,399 acres of land in 13 locations in six districts and sought (February 2007
to February 2010) administrative sanction of the State Government, which was
awaited (November 2011). The Company should vigorously pursue the issue
with Government as a Land Bank for creation of Industrial Infrastructure was
also emphasised by the Government in its new Industrial Policy, 2007.

Marketing of industrial plots

2.1.10 During the performance audit period 2006-07 to 2010-11, the
Company had developed eight SEZs within the existing Industrial Centres.
The details of availability of saleable land and the allotments made at various
SEZ as of March 2011 are given in Annexure-10.

We observed that out of 1770.23 acres of land developed in seven SEZs
(excluding Bargur SEZ established in March 2010) during the period from
December 2006 to April 2008, the Company could not market 763.41 acres
representing 43 per cent of the area developed so far (March 2011). Except
two SEZs (Sriperumbudur and Oragadam) which are closer to Chennai, the
other SEZs suffered due to poor marketability. In four SEZs, the allotments
made were insignificant ranging from nil (Cheyyar SEZ) to 35.59 per cent
(Perundurai SEZ).

We are of the opinion that poor demand was mainly attributed to incorrect
selection of location on account of the Company’s failure to conduct detailed
feasibility study before establishment of these SEZs to ensure the locational
advantages and proximity to input/resources. This is borne out by the fact that
the SEZs at Cheyyar, Ranipet, Bargur and Gangaikondan were not proved
ideal locations for the respective industries viz., auto ancillary, leather, granite
and transport engineering. In the Auto Ancillary SEZ, Cheyyar, due to poor
response from the entrepreneurs, the Company abandoned the SEZ. In respect
of Ranipet SEZ, the Company changed the product line from leather to
engineering. This indicated lack of clarity about the demand potentials before
embarking on the SEZs. In SEZ, Gangaikondan, which was formed in May
2008, except an allotment (October 2007) of 115 acres of land to an MOU
company (ATC Tires (P) Limited), the balance of 89 acres of land remained
vacant till date (November 2011).
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Consequently, the infrastructural facilities created at a cost of ¥15.38 crore for
these SEZs remained largely unproductive and the objectives of formation of
SEZ was not fulfilled. During the Exit Conference, the Management stated
that the demand for these SEZs was picking up.

Area development activities

Land acquisition

2.1.11 The Company, which is engaged in development of Industrial
Complexes, has been acquiring both Government Poramboke” land and
private land. While the Poramboke land is acquired by getting alienation
orders of the State Government, the private land is acquired by invoking
general/urgency provisions of Land Acquisition Act through Land Acquisition
Officer (LAO) of the State Revenue Department. Out of the total area of
26,926 acres of land acquired and developed by the Company up to March
2011, 3,336 acres of land was acquired during the performance audit period,
which included 1,633 acres of private land and 1,703 acres of Government
Poramboke land. We noticed the following deficiencies in land acquisition
process:

Non-compliance with the High Court orders

e The Company obtained (November 2008) alienation orders of the State
Government for taking over the Government’s Meikkal Poramboke*
land (1,127 acres) at Thervoykandigai with a condition to identify
alternative land of equivalent extent and value (36.48 lakh per acre) in
the nearby area within three years or else pay 12 per cent interest per
annum for three years along with the land cost. However, the Madras
High Court, based on a petition of the local public, ordered (September
2009) the Company to compulsorily ensure provision of alternative
land and ruled out the monetary compensation originally ordered by
the State Government. In spite of this pre-requisite, the Company went
ahead with the allotment of 543.06 acres of land between July and
November 2010 without making arrangement for alternative land as
per the directives of Madras High Court. The Company was facing the
risk of purchasing patta® land at higher cost (Z10 lakh per acre*) to
comply with the High Court’s orders. It is pertinent to mention that
this additional cost was not factored into the fixation of the plot cost
for the scheme even though all the above allotments were made after
the pronouncement of the Judgement. Consequently, the Company is
exposed to a loss 0f ¥39.67 crore in the scheme.

During the Exit Conference, the Management stated that the LAO have
identified the alternative land and the District Collector was seeking extension
of time for one more year up to November 2012 to comply with the orders of
the Madras High Court. Our verification revealed that the identification of

Land used or reserved for public or Government purpose.

Land earmarked for grazing of cattle.

Land is privately owned and can be sold and purchased freely.

Audit considered the applicable guideline value fixed by the Registration Department
for the patta land in the nearby area.

L A
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land by the LAO was still at the preliminary stage without any concrete
proposal to the Government for getting its Administrative Sanction for
alienation of land.

Delay in settlement of compensation for land

e Against the compensation of ¥544.04 crore determined (April 2007
and July 2008) for Oragadam and Irungattukottai Expansion Schemes
by the Government, the Company had disbursed ¥331.38 crore up to
March 2011. The shortfall in disbursement was attributable to lack of
coordination with LAO to have adequate personnel for expeditious
settlement of compensation. For the balance compensation of I212.66
crore, the Company had become liable to pay interest of ¥59.09 crore
up to March 2011 (at the rate of 9 per cent per annum). The additional
interest burden to be borne by the Company would result in
enhancement of the land cost by ¥3.12 lakh and ¥4.27 lakh per acre in
respect of Oragadam and Irungattukottai scheme respectively.

e As per the orders of Madras High Court, the awarded amount of
compensation should be disbursed within three months from the
receipt of Judgement copies. However, the Company had not evolved
a proper system to monitor the timely disbursement of compensation.
This was evident from the fact that the Company had not settled 1,656
out of 1,791 cases for which Judgement of High Court of Madras were
received between January and October 2010 due to non-completion of
verification of the quantum of compensation. The delays in 63 out of
135 settled cases (June 2010 to January 2011) ranged from three to
eight months. The records produced for one batch of 51 cases of
settlement revealed that the Company incurred an avoidable interest
burden of ¥5.31 lakh (at the rate of 15 per cent per annum) on account
of delayed remittance of compensation by the Company. The
avoidable interest burden on all 1,656 cases would concomitantly be
much larger.

During the Exit Conference, the Management stated that the compensation
amount was already deposited with the Court and hence the liability towards
interest up to the date of actual payment to the land owners did not arise. The
fact remained that the loss of interest pointed out was for the balance amount
payable over and above the deposit amount with the Court. Further, the
amount of interest commitment mentioned in the para was actually paid by the
Company.
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Overpayment of compensation

e In the Judgments on Appeals filed by the Company in High Court
against enhanced compensation awarded in the lower courts, the High
Court allowed interest on market value® of the land. A test check of
the working sheets for compensation for Irungattukottai Schemes
indicated that interest had been calculated on the land cost* instead of
market value which was not in accordance with the orders (December
2009) of the High Court. The erroneous calculation resulted in excess
remittance of X1.08 crore in respect of 77 Land Acquisition Operative
Proceedings cases in three villages.

During the Exit Conference, the Management stated that they had addressed
the LAO for refund of excess reimbursement.

Non transfer of title in favour of the Company

e In respect of the land acquired for the establishment of Industrial
Complex at Cheyyar, the Company obtained title for only 477.39 acres
of land even though it had taken over (1997) 510.97 acres of patta land
indicating non-transfer of title in respect of 35.24 acres even after a
lapse of more than 14 years.

Project management

Development of Industrial Complex

2.1.12 The Industrial Policy of the State Government emphasised the need for
creation of efficient and dependable infrastructure in the Industrial Centres.
Before allotting plots of Industrial Centres, the Company was required to
provide basic facilities viz., roads, water supply, sewerage and street lighting.
We noticed following deficiencies relating to civil works:

e The Company did not maintain an Management Information System
(MIS) to indicate the awarded and the actual cost, scheduled and actual
date of completion of the works and resultant time and cost over run.
This indicated weak financial control over the project implementation
by the Management.

e The State Government ordered (October 2006) widening of the
existing two lane road of State Highways to six lanes from
Sriperumpudur to Oragadam. As per the existing procedure of the
State Highways Department, laying permanent structures within a
distance of 75 metres from median of the six lane high way road was
not permitted. Even though the Company was aware of the proposed
widening of the Highway, it went ahead (March 2007) with laying
main pipeline for supply of water from Sriperumpudur to Oragadam
for a length of 12 KMs along the existing two lane State Highway and
completed the same in August 2008 at a cost of ¥4.94 crore. With the

¢ This is determined based on the latest sale value of land in that area.

- The land cost includes basic land cost fixed by LAO, addition at 12 per cent per
annum for time difference between the date of acquisition and fixation, Solatium at
the rate of 30 per cent.
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widening (2008-09) of the State Highway into the six lane road, the
new pipeline was sub-merged within the prohibited area of six lane
road rendering the entire expenditure infructuous.

During the Exit Conference, the Management stated that the pipelines were
laid for immediate water requirement to the existing allottees and further
stated that the State Highways Department had agreed to reimburse 50 per
cent of the cost of pipelines. The point stays that there was loss due to
premature laying of pipelines in the prohibited area of six lane highway road
and was avoidable irrespective of it being shared with the Government.

e As per the SEZ Act of 2005 and Rules thereunder, the executing
agency should secure the SEZ for electronic hardware items with an
eight foot compound wall with barbed wire fencing at the top for two
feet. Against this provision, the Company provided only chain link
fencing in two* SEZs during 2007-08 at a total cost of ¥2.95 crore. It
is pertinent to mention that even though the individual contract value
of three out of five works was more than ¥1.00 crore, the decision to
erect chain link fence was taken without the approval of BOD though
required under the Delegation of Financial Powers. In April 2010, the
Company decided to construct compound wall with pre-cast concrete
slabs and also to replace the chain link fencing of all the SEZs. Thus,
the non-compliance with SEZ Rules resulted in unproductive
investment of 2.95 crore on chain link fencing.

Allotment of industrial plots and fixation of cost

System of allotment of industrial plots

2.1.13 The Company allots developed plots to entrepreneurs on a 99 years
lease. Upto the year 2007, the Company followed a system of allotment after
evaluation of the applications by an Allottment Committee headed by the
CMD. This system was dispensed with and allotments were being made on
case by case basis. There was inadequate MIS to indicate comprehensive data
on total number of applications received, their disposal and review on the
status of the pending applications on regular basis. We recommend a
comprehensive data base to increase the transparency of processing
applications.

Inconsistencies in the Lease Agreement

2.1.14 As per the terms of Lease Agreement, the plot cost payable by the
allottee comprises (i) plot deposit being the cost of land (restricted to 20 per
cent of the plot cost) which is refundable at the expiry of the period of lease
and (i1) development charges for creating infrastructure. The inconsistent
policies adopted in treating the plot cost as “refundable” and “non-refundable”
are discussed below:

The policy to segregate a portion of plot cost into Refundable Plot Deposit
came into effect from 1 April 1997. However, the Company changed the
above policy from April 2002 and decided to treat the entire plot cost as its
Income and hence the requirement to show the refundable portion in the Lease

¢ Sriperumpudur and Oragadam.
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Agreement did not arise since then. The Company decided not to segregate
the plot cost into plot deposit and development charges in respect of IT Park,
Siruseri. Despite all these developments, the Company did not carry out the
required modification in the Lease Agreements but continued to show the
Refundable Plot Deposit in respect of all the Lease Agreements. This
unwarranted commitment for Refund of Plot Deposit led to a liability of
Z101.65 crore in respect of the Lease Agreements entered into during the years
2006-07 to 2010-11.

Fixation of cost

2.1.15 The cost recoverable from the allottees of industrial plots should
include (1) basic cost of acquisition of land, (ii) cost of infrastructure like road,
water, sewerage, efc., and (iii) service charges to cover administrative
expenses of the Company. Moreover, as per the policy adopted by the
Company, the cost of industrial plots should also reflect the market price of
land prevailing in that area so as to reap the benefit of appreciation in the land
value.

e Contrary to its financial interests, the Company had not reviewed the
plot cost annually to ensure that it reflected the market value and the
amount of compensation payable based on the latest awards of various
courts. During the five years ending 31 March 2011, the Company had
reviewed the plot cost only twice in March 2007 and September 2008.
Though the market price is one of the main factors for fixation of plot
cost, it was observed that the plot cost fixed in September 2008 was in
the range of 7 to 50 per cent of prevailing market price in respect of
seven out of 19 Industrial Centres. Consequently, the Company failed
to reap the benefit of increased plot cost in tune with the market
conditions.

Instances of fixation of lower plot cost leading to financial loss to the
Company are discussed below:

Omission to include enhanced compensation/interest

Non-inclusion of e In respect of Oragadam SEZ with the saleable area of 325.68 acres, the
:‘:;:;:]']cl'(;’b'llty i plot allotment rate was fixed at ¥32 lakh per acre. However, we
compensation in the observed that the cost of developed plots would work out to ¥54.50
plot cost led to loss of lakh per acre taking into account the enhanced compensation payable,
T42.56 crore which was known to the Company at the time of fixation of plot cost.
The Company in the process suffered a loss of I42.56 crore for

allotment of 189.17 acre between July 2007 and September 2008.
Incorrect fixation of e The 304 acres of land allotted (December 2005) in Oragadam Growth
:2(; f:?;::g‘:ﬂ:; — Centre to NATRIP*comprised 162.17 acres of patta land and 141.83
covaiinie sl 21158 acres of Poramboke land. The Company fixed (June 2010) the cost of
crore patta land as ¥34 lakh per acre and collected the same between January
& National Automotive Testing and R&D Infrastructure Project, Ministry of Heavy

Industries, GOI.
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2006 and November 2010. Considering the annual interest of nine*
per cent for the period from 2007-08 to 2010-11 (up to November
2010), the cost of the patta land should have been fixed at ¥41.00 lakh
per acre. This resulted in foregoing of revenue to the extent of T11.35
crore.

Unwarranted exclusion of service charges

The Company had a policy of levying 20 per cent of the plot cost as
the service charges. While fixing the plot cost at ¥19.50 lakh per acre
for allotment (September 2007) of 100 acres of land to an allottee viz.,
‘Sanmina’, the Company did not add any service charges, anticipating
receipt of ASIDE” grant of 10 crore for the project. The fact was that
the ASIDE grant had already been set off against the total plot cost
collected from allottees other than Sanmina and hence no balance of
grant was available for apportionment against the plot cost in respect
of Sanmina. This resulted in passing on of undue benefit of I4.62
crore to Sanmina.

Omission to include elements of cost

The Company allotted (September 2008) 380 acres of land at
Irungattukottai Expansion Scheme to Ashok Leyland and Nissan
Consortium at 58 lakh per acre based on the land cost at 48 lakh per
acre. However, we noticed that the above price did not include (i)
interest liability at 9 per cent per annum under the Land Acquisition
Act, (ii) cost of Open Space Reservation area (10 per cent) and (iii)
another 10 per cent area for common infrastructure facilities. Due to
these omissions the plot was under priced to the extent of ¥12.80 lakh
per acre resulting in under recovery to the extent of I48.64 crore for
380 acres.

Incorrect assessment of saleable area

We worked out the saleable area of Industrial Park at Thervoykandigai
as 844 acres against 944 acres worked out by the Company due to
reduction of 100 acres earmarked for fodder development as per the
directives of the High Court of Madras in September 2009.
Consequently, the correct plot cost would work out to ¥30 lakh per
acre against ¥27.50 lakh per acre fixed by the Company. The
erroneous fixation led to loss of X13.58 crore in allotment of 543.06
acres of land during the period from July 2010 to November 2010.
The revision (December 2010) of plot cost for the balance portion of
the land at ¥38.50 lakh per acre was also erroneous as the saleable area
actually available was only 300.97 acres against which the Company
reckoned 397.64 acres. This would result in potential loss of 39.36
crore.

In addition, there were 14 instances of incorrect fixation of plot cost by the

Rate of interest payable as per Tamil Nadu Acquisition of Land for Industrial
Purposes Act, 1997.
Assistance to States for Development of Export Infrastructure.
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Company, which had resulted in foregoing revenue to the extent of I15.42
crore as detailed in Annexure-11 (A) and (B).

During the Exit Conference, the Management stated that the unrecovered
portion of enhanced compensation would be recovered by way of additional
claims from the existing allottees. They further added that the other short
recovery mentioned above would also be recovered from the future allottees
by re-fixation of the plot cost. The reply is not convincing because the
Company had missed the opportunity to recover the appropriate plot cost at
the right opportunity, thereby it postponed its revenue realisation. Further,
passing on the burden of short recoveries from present allottees to the future
allottees is against the principles of equity.

Non-adoption of commercial rate

2.1.16 As per the Company’s policy, whenever industrial land is allotted for
commercial purpose, 1.5 times the industrial rates was to be applied.
However, this policy was not uniformly adopted with respect to all the
commercial and trading organisations resulting in undue benefit to the
allottees. We noticed that:

Allotment of land to Chennai Port Trust

2.1.17 Chennai Port Trust (CPT) was allotted (September 2010) 125 acres of
land at Mappedu for setting up an Integrated Dry Port and Multi-Model
Logistics Hub at 80 lakh per acre. However, the plot cost had actually
worked out to 99 lakh per acre considering the interest payable for three
years up to August 2010. CPT remitted the plot cost (X100.07 crore) in
September 2010.

CPT was charged for the land at industrial rate instead of at commercial rate
(1.5 times of the industrial rate). Had the Company charged the commercial
rate of 148.50 lakh per acre (1.5 times of 99 lakh per acre), it could have
earned an additional revenue of ¥85.74 crore.

Allotment of land to Container Corporation of India Limited

2.1.18 Container Corporation of India Limited (CONCOR), a Central Public
Sector Undertaking, requested (June 2010) allotment of 50 acres of land in
Sriperumpudur SEZ for setting up a Logistic Park with rail facility near
Singaperumalkoil Railway station. The Company issued (September 2010) an
in-principle Allotment Letter at the prevailing rate of I60 lakh per acre. After
collecting (February 2011) the entire plot cost of 30 crore from CONCOR,
the land was handed over in March 2011. We observed that services offered
by CONCOR were warehousing facilities including providing sophisticated
freezers, cooler, non-operational zone for office premises, packing,
consolidation, repairs, efc. Therefore, the Company should have allotted the
plot at commercial rate instead of the industrial rates. Failure to charge the
commercial rate had resulted in foregoing revenue of 15 crore.

We noticed that in six more allotments, the Company did not charge
commercial rates even though the allotments were for commercial purposes.
Consequently, the Company deprived itself of the opportunity to earn
additional revenue of ¥5.49 crore (vide Annexure-12), besides loss of revenue
due to reduced stamp duty to the State Government which has been worked
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out by us to the extent of ¥19 lakh.

During the Exit Conference, the Management defended their action stating
that the commercial rates were not applied to these allottees as the
warehousing and logistics were classified as part of industrial activities in the
Industrial Policy, 2007. The fact, however, remained that the said
classification was applicable for the limited purpose of granting incentives by
the Government and not for adoption by the Company.

Delay in realisation of plot cost

2.1.19 As per the terms of Allotment Orders, the allottees should remit the
entire amount of plot cost within 90 days of issue of Allotment Order.
Whenever the Company condones the delays beyond 90 days, it has been
claiming interest at the rate of 15.5 per cent per annum for the belated
remittance of plot cost. But this practice was not followed in respect of:

e Tamil Nadu Electricity Board, which delayed remittance of plot cost of
%13.14 crore (for allotment of 62.19 acres of land) from July 2006 and
March 2011.

e A private allottee’ because of an ambiguous provision in the agreement
with regard to reckoning of interest on annual balance of principal
payable (7.64 crore) instead of on the total outstanding of principal
amount (322.93 crore).

Consequently, the Company had to suffer loss of interest of ¥4.35 crore in the
above cases.

Failure to repossess the unused land

2.1.20 As per the terms of the allotment, the allottee should commence
commercial production within 30 months from the date of allotment of land.
In respect of allotment based on MOUs of State Government, the commercial
production should commence within three to five years. Non-compliance of
this provision would result in cancellation of allotment.

On a review of utilisation of the plots by the allottees, we observed that as
much as 195 allottees holding 2,123.67 acres of land, did not use the entire
land even after completion of the gestation period of three to five years. The
period of non-utilisation of land in respect of these allotments ranged between
one to 22 years. However, the Company had not invoked the provisions of the
Lease Agreement for repossessing the land not utilised.

The current value of the portion of unutilised land (1,370.62* acres) was
%722.37 crore, against which the Company had realised only ¥300.85 crore at
the time of original allotment. If only the Company had reallotted the
unutilised land, it would have fetched additional revenue of ¥421.52 crore to
the Company and ensured usage of land by the needy entrepreneurs.

3 Moser Baer Infrastructure and Developers Limited.

o Out of total area of 2,123.67 acres of land mentioned in the paragraph, Audit could
work out both the originally allotted price and the current market price in respect of
1,370.62 acres only.
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It is interesting to note that:

e The allotment of 4.90 acres of land (December 2004) at Siruseri IT
Park to one such allottee, Tamil Nadu Road Development Company
Limited (TNRDC) for a lease amount of 1.18 crore was cancelled by
the Company in February 2007 due to the non-implementation of
Amenity Centre as envisaged in the Lease Agreement. However, the
cancellation was revoked (May 2007) based on a fresh promise from
TNRDC to implement the project. In September 2007, the Company
permitted TNRDC to sub-lease the land for construction of a five star
hotel instead of an Amenity Centre. Our independent verification of
the records of TNRDC revealed that this permission was to benefit
TNRDC by 50.27 crore without any benefits accruing to the
Company.

e The Company allotted (November 2006) 30 acres of land at SEZ,
Sriperumbudur to Samsung India Private Limited (Samsung) at a
concessional rate of 10.50 lakh per acre (against the prevailing rate of
%40 lakh per acre) in terms of MOU with the State Government. Even
though, the State Government withdrew (February 2011) the benefits
offered to SEZ project due to non-implementation of the project within
five years, the Company did not demand the differential plot cost of
38.85 crore from Samsung.

The above instances illustrated the failure of the Company in taking action

against non-performing allottees. During the Exit Conference, the
management stated that action was being initiated to repossess the unused
land.

Change in management and sub-lease

2.1.21 As per the existing policy, in case of change of management of the
allottee company and the sub-leases with the prior approval of the Company,
difference between the present and the original plot cost would be recovered.
A test check of cases of change of management and sub-lease indicated that
the Company had not evolved a system for reporting of all such cases so as to
ensure the recovery of differential cost. A few illustrative cases of Company’s
failure in these cases are given below:

. Xansa India Limited — Change of management and consequent
non-recovery of differential plot cost of ¥99.25 crore.

o South India Mills Association — Non-recovery of differential
plot cost of ¥14.27 crore for change of management as per the
directions (June 2010) of BOD.

o JCBL Limited — Non-recovery of differential plot cost of ¥2.52
crore at the time of sub-lease to second Joint Venture
Company.

° Excelcom Technologies Private Limited — Non-recovery of

differential plot cost of 6 crore during change of management.
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There was no system to verify the sub-leasing of industrial plots by the
original allottees. A test check in three cases (Annexure-13) indicated that
the Company was kept in dark about sub-leasing in respect of Apollo
Infrastructure Projects Finance Company Private Limited, while in other two
cases the Company permitted sub-leasing without collection of appropriate
sub-lease charges, which resulted in loss of revenue of ¥13.86 crore.

During the Exit Conference, the Management stated that they would create the
data base of change of management and sub-leasing of allotted lands and the
differential cost would be recovered, wherever necessary.

Maintenance of Industrial Centres

2.1.22 The Company undertakes maintenance of the Industrial Centres
through the Project Offices. The cost of maintenance is recovered on pro-rata
basis of area of allotment from the allottees.

Maintenance charges

2.1.23 A review of system of fixation of maintenance charges and its recovery
indicated that:

e while the administrative cost at the Project Office (35.36 crore in
2009-10) is considered for fixation of maintenance charges, the
administrative cost in respect of Corporate Office (X13.06 crore in
2009-10) is not considered for fixation.

e Though the Company had incurred 1.44 crore towards maintenance
expenditure during the years 2006-07 to 2010-11 for Bargur, Cheyyar,
Gangaikondan and Nillakottai Industrial Centres, the same was not
recovered due to insignificant allotment of industrial plots in these
centres.

e The Company took up (2007-08) works relating to soil stabilisation,
formation of road, retaining wall, efc., in IT Park, Siruseri at a total
cost of R61.19 crore and completed the work in
2010-11. After adjusting ASIDE grant of ¥40 crore and its own
contribution of ¥10.82 crore, the Company proposed to recover the
balance amount of ¥10.37 crore from the allottees. However, it could
recover only ¥5.47 crore due to delay of one-and-half years up to May
2009 in raising claim and subsequent delays in recovering the amount
due to ineffective follow-up. Consequently, an amount of I4.90 crore
remained unrecovered till date (November 2011).

Water charges

2.1.24 The amount spent by the Company on water supply schemes and other
revenue expenses like payment to TWAD Board, royalty to PWD, erc., are
recovered from the allottees by way of water charges. A review of system of
recovery of water charges indicated that in the absence of water meter at the
Industrial Centres, the Company did not reconcile the quantity of actual water
pumped from the main source of water and the quantity received at the
Industrial Centre. Against the actual transit loss up to 48 per cent in respect of
Irungattukottai and Sriperumbudur Industrial Centres, the transit loss
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theoretically worked out by the Company was up to 23 per cent during
2007-08. 1In respect of Ranipet Industrial Centre, the excess transit loss of
water over and above the wastage norm fixed by TWAD Board worked out to
%76.74 lakh during the performance audit period.

Release of incentive under Structured Package of Assistance

System of release of incentives

2.1.25 The Company is an agency for the release of Investment Promotion
Subsidy such as refund of Value Added Tax (VAT)/Central Sales Tax (CST),
etc., and soft loans under Structured Package of Assistance (SPA) sanctioned
by the State Government to the new industrial units. As per the terms and
conditions of SPA, the beneficiary company would get refund of VAT on its
products provided it invested the required amount in the Eligible Fixed Assets
(EFA) required for manufacture of the products and generate the specified
employment opportunities within the specified investment period. A scrutiny
of records relating to release of SPA amounting to ¥1,085.34 crore (in 10
cases) during the performance audit period revealed that:

e Generation of specified numbers of direct and indirect employment is
one of the pre-requisites for release of SPA as per the MOU.
However, Company released SPA without verification of creation of
employment opportunities.

e As noted (September 2008) by the Company they did not have
verification mechanism for VAT paid by the industrial units on their
manufactured products, traded products and capital goods, thereby, the
Company could not restrict refund of VAT only on manufactured
items.

Incentives on ineligible fixed assets

e As per the guidelines (July 2000) specifying the eligible assets for
incentives, the cost of the road was to be excluded. However, in
respect of Dell India Limited, the cost of road (Z13.95 crore) was
considered by the Company for incentive. Similarly, in case of Dalmia
Cements, the Captive Power Plant was excluded from the eligible
assets but the cost® of accessories of captive power plant was included
in the eligible assets which also should have been excluded.

e The MOU (March 2006) between the Government and Foxconn
provided for payment of 30 per cent training subsidy (X74.66 lakh)
against Foxconn’s commitment to spend ¥2.49 crore for training of
600 persons at China. Even though Foxconn imparted training only for
189 persons, the Company released (October 2009) entire subsidy
which resulted in excess release of ¥51.14 lakh.

B Value could not be quantified in the absence of details.
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Release of incentives exceeding eligible assets

The SPA envisaged limitation of VAT to the investments in the
eligible assets. But the refund of VAT (¥341.17 crore) had actually
exceeded the amount of eligible assets (¥120.65 crore) in the case of
Dell India Limited.

The Company found (August 2010) that TVS Motor Company Limited
had not fulfilled their investment obligation to the extent of ¥309 crore
as the investments (¥100.06 crore) in tools, moulds, jigs and fixtures
were not the eligible assets as per the Industrial Policy, 2003.
However, based on the directions (February 2011) of the Government,
the Company had released incentive of ¥77.23 crore to TVS even when
TVS was not eligible for any amount under the scheme.

Internal control and monitoring mechanism

Internal control

2.1.26 The internal control and monitoring mechanism that existed in the
Company were inadequate:

There was no system in place to prepare Industrial Centre-wise profit
statements and report the performance of individual Industrial Centres
to the top management

There was no centralised database with regard to allotment of plots,
approvals accorded for sub-leasing and change of management in
various Industrial Centres. In the absence of such centralised data, the
Company could not exercise effective control over unauthorised
subleasing, change of management, etc.

As per Bureau of Public Enterprises directives (July 2008), a report on
the quarterly performance of the Company should be placed before the
BOD for their review and guidance on a regular basis, which was not
done so far (November 2011).

The Company did not maintain an MIS to indicate the awarded and the
actual cost, scheduled and actual date of completion of the works and
resultant time and cost over run. This indicated total lack of financial
control over the project implementation by the Management.

The status report on various legal cases filed against/by the Company
on a quarterly basis along with a brief resume of important cases has
not been placed in the Board meetings for information and guidance as
directed (July 2008) by BOD.

During the Exit Conference, the Management agreed to strengthen the internal
control mechanism.

Internal audit

2.1.27 The internal audit system requires to be strengthened/streamlined
considering the fact that the Statutory Auditors, while reporting on the Annual
Accounts of the Company for the year 2009-10 had highlighted that internal
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audit system in operation was not adequate. During the performance audit, we
noticed that:

The internal control system including internal audit has not been
subjected to review by the Audit Committee of the Company on a
regular basis and there was no reporting of important observations
made in the course of conduct of internal audit, to the Audit
Committee for their review and further guidance.

One of the major financial activities viz., release of concessions under
SPA amounting to ¥1,085.34 crore during the years from 2006-07 to
2010-11 was not subjected to internal audit.

Acknowledgement
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management of the Company in conducting this performance audit.

Conclusion

The performance of the Company with regard to setting up of
Industrial Centres was deficient as it did not evolve a strategic/long
term and detailed annual plan in line with the Industrial Policy of
the State Government. The creation of Land Bank as envisaged by
the State is yet to be implemented by the Company

The Company did not fix any target for acquisition of land and
delayed settlement of compensation fixed by the Government and
various Courts increased its liability towards additional interest.

The Company did not conduct feasibility study before embarking
on process of setting up new SEZs.

The Company did not install proper mechanism to fix/revise plot
cost taking into account enhanced compensation/interest, latest
trend in the market rates, extent of saleable area, efc.

The Company did not charge the commercial rates for allotment of
land to non-industrial entrepreneurs as per its Policy.

The Company did not take back the land from non-performing
entrepreneurs.

The Company did not have database and Management
Information System for monitoring the collection of additional
revenue that would be due in the event of change of management
and sublease made by the original allottee companies.

There was no effective system to verify the committed investment
before release of incentives.

Internal control and monitoring system were weak.

36




Chapter-11 Performance Audit relating to Government Companies

Recommendations

The Company should:

Formulate strategic/long term plan and fix time frame for creation
of Industrial Centres.

Conduct feasibility studies before setting up new SEZs.

Revise the costing mechanism to include all elements of cost and
fix the correct plot cost so as to avoid loss of revenue.

Repossess the land from the non-performing allottees.

Verify change of management and subleasing of land and collect
the differential cost.

Improve the internal control system and internal audit procedures
for efficient operation of the Company.
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2.2

Performance Audit on Power Distribution Activities of Tamil Nadu
Generation and Distribution Corporation Limited

Executive Summary

National Electricity Policy (NEP) aims to bring out
reforms in the Power Distribution sector with focus on
system up-gradation, controlling and reduction of T&D
losses and power thefts and making the sector
commercially viable. It further aimed to bring out
conservation strategy to optimise utilisation of electricity
with focus on demand and load management. In view of
the above, a performance audit on the working of the
Tamil Nadu Generation and Distribution Corporation
Limited (Company) and the erstwhile Tamil Nadu
Electricity Board for the years 2006-11 was taken up to
ascertain whether they were able to adhere to the aims
and objectives stated in the NEP.

Distribution network planning

The available transformer capacity was only 26,592 MVA
against the requirement of 66,450 MVA in March 2011.
The Company planned addition of 335 Sub Stations (SS)
during 2006-07 to 2010-11 but had actually added 235
SS. The shortfall was attributable to lack of proper
planning, co-ordination between the executing agencies
within the Company, besides delays in executing the work
by its field offices, etc.

Implementation of Centrally Sponsored Schemes

Restructured Accelerated Power Development and
Reform Programme had been showing very slow progress
due to diversion of Central funds towards working capital
and delay in identification of project areas.

Sub-transmission and distribution losses

The failure percentage of distribution transformers was
up to 8.23 against the norm of 6 resulting in extra
expenditure of 38.20 crore for repairs of these
transformers. The predominant causes of excess failure
were overloading and inadequate maintenance by the
Company.

Billing and collection efficiency
There were instances of under assessment of revenue of
$601.58 crore due to incorrect billing during 2006-07 to

2010-11 of which T112.53 crore was collected by the
Company.

Subsidy support and cross subsidisation

While the Company was selling nearly 20 per cent of
energy free of cost as per the Government’s policy, the
subsidy realised from the Government for such free

supply was only up to 10 per cent. The shortfall
of T11,020.42 crore was due to claiming subsidy
based on the connected load of service
connections instead of actual consumption of
energy by these consumers. Against the
National tariff policy to have the tariff of all
categories of consumers within the range of +20
percent of average cost of supply by 2010-11, the
recovery from agricultural and domestic
consumers was low at 4.31 and 40.48 per cent of
cost of supply of power.

Consumer satisfaction

The Company’s MIS showed that 10.73 lakh
complaints received in the selected circles were
rectified without back-up records. There were
291 instances of delays in effecting HT services
due to avoidable reasons like repeated changes
in estimates and delays in preparation of
Sfeasibility report, want of line materials, etc.

Conclusion and recommendations

The Company’s revenue gap of ¥1,218.94 crore
in 2006-07 had increased to <12,950.56 crore in
2010-11. This was mainly due to not filing the
Annual Aggregate Revenue Requirement from
2002-03 to 2009-10, absence of control over
T&D losses, purchase of costlier power
predominantly  from  independent  power
producers, high debt servicing burden, not
claiming accurate subsidy in respect of
agricultural service connection, etc. If only
Company reduces the T&D losses by improving
the transformation capacity, complete the
construction of sub-stations within the time
schedule, expeditiously implement Centrally
sponsored programme, maintain the failure of
distribution transformers within the norms and
accurately work out the consumption charges to
avoid short collections, etc., the revenue gap
could be reduced. This report contains six
recommendations. Create adequate transformer
capacity to avoid overloading of transformers,
complete construction of sub-station as per plan
to achieve savings in line loss, control the failure
of the distribution transformers within the
norms, accurately work out the subsidy on
agricultural service connection are some of these
recommendations.
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Introduction

2.2.1 The distribution system of the power sector constitutes the final link
between the power sector and the consumer. The efficiency of the power
sector is judged by the consumers on the basis of performance of this segment.
As it constitutes the weakest part of the power sector and incurs huge losses,
reforms in the power sector should focus more on efficient management of the
distribution system. The National Electricity Policy (NEP) emphasises on the
adequate transition from financial support to restructuring of distribution
utilities, efficiency improvements and recovery of cost of services to make
power sector self sustainable.

As part of power sector reforms, the State Government ordered (October
2008) unbundling of Tamil Nadu Electricity Board into a holding Company
viz., TNEB Limited. Under the holding Company, there were two subsidiary
companies viz. Tamil Nadu Transmission Corporation Limited
(TANTRANSCO) and Tamil Nadu Generation and Distribution Corporation
Limited (TANGEDCO). TANTRANSCO was formed in June 2009, TNEB
Limited and TANGEDCO were formed in December 2009. The holding
company is vested with the assets, interest in property, rights and liabilities of
the erstwhile Tamil Nadu Electricity Board. TANGEDCO, which commenced
the business operation on 16 March 2010, carries out distribution of power in
the State and is under the administrative control of the Energy Department of
the State Government. The management of TANGEDCO is vested with a
Board of Directors comprising Chairman-cum-Managing Director (CMD),
four full time Directors, a part time Director and three ex-officio Directors
from the State Government. The day-to-day operations of TANGEDCO are
carried out by the CMD with the assistance of Director (Generation), Director
(Distribution), Director (Projects) and Director (Finance).

During 2006-07, 50,159 Million Units (MU) of energy were sold by the
Company® which increased to 59,658 MU in 2010-11, i.e., an increase of
18.94 per cent during 2006-11. As on 31 March 2011, the Company had a
distribution network of 7.33 lakh circuit kilometres (CKM) of Extra High
Tension (EHT), High Tension (HT) and Low Tension (LT) lines, 1,255 sub-
stations (SS) and 2,03,794 transformers of various categories for supply of
power to 2.23 crore consumers. The turnover of the Company during 2010-11
was ¥20,929.33 crore (provisional) and was equal to 37.92 per cent and 3.82
per cent of the turnover of all the PSUs of the State (X55,193.68 crore) and
State Gross Domestic Product (35,47,267 crore), respectively. The Company
had 81,582 employees as on 31 March 2011.

NEP aims to bring out reforms in the Power Distribution sector with focus on
system up-gradation, controlling and reduction of Transmission and
Distribution (T&D) losses, power thefts and making the sector commercially

¢ Throughout this Performance audit Report, the term “Company” refers to Tamil
Nadu Electricity Board up to 15 March 2010 and TANGEDCO with effect from
16 March 2010.
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viable. It further aims to bring out conservation strategy to optimise utilisation
of electricity with focus on demand side management and load management.
In view of the above, a performance audit on the working of the Company for
the period 2006-07 to 2010-11 was taken up to ascertain whether the Company
was able to fulfill the aims and objectives of NEP.

We had conducted a performance audit on (i) Implementation of Accelerated
Power Development and Reforms Programme (APDRP) and (ii) Information
Technology (IT) audit on LT Revenue Billing and included our findings in the
Report of the Comptroller and Auditor General of India (CAG) (Commercial)
- Government of Tamil Nadu for the year ended 31 March 2007. The
performance audit report was discussed by Committee on Public Undertakings
(COPU) in April 2010 and its recommendations are awaited (November
2011). The IT audit report on audit of LT Revenue Billing was yet to be
discussed by COPU (November 2011).

Scope and methodology of Audit

2.2.2 The present performance audit conducted during February to June
2011 covered the distribution activities of the Company from 2006-07 to
2010-11. It mainly dealt with network planning and execution,
implementation of Central schemes, operational efficiency, billing and
collection efficiency, financial management, consumer satisfaction and
monitoring. The audit examination involved scrutiny of records at the Head
Office and at seven’ out of 39 distribution circles of the Company. The circles
were selected on the basis of their capital expenditure and geographical
coverage.

The audit methodology consisted of discussion of audit objectives with the top
Management, scrutiny of records at head office and selected units, interaction
with the auditees personnel, analysis of data with reference to audit criteria
and raising of audit queries, issue of draft performance audit report to the
Management for comments and discussions of audit findings with
management at the Exit Conference.

Audit objectives

2.2.3 The objectives of the performance audit were to assess:

e whether aims and objectives of NEP/Plans were adhered to and
distribution reforms achieved;

e adequacy and effectiveness of network planning and its execution;

e cfficiency and effectiveness in implementation of the central schemes
viz., Restructured Accelerated Power Development & Reform
Programme (R-APDRP) and Rajiv Gandhi Grameen Vidyutikaran
Yojna (RGGVY);

0 Chennai (S), Coimbatore (S), Dharmapuri, Erode, Tirunelveli, Tiruchi and
Villupuram.
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operational efficiency in meeting the power demand of the consumers
in the state;

billing and collection efficiency of revenue from consumers;

whether a system was in place to assess consumer satisfaction and
redressal of grievances; and

whether a monitoring system was in place and the same was utilised in
review of overall working of the Company.

Audit criteria

2.24

The audit criteria adopted were:

Provisions of Electricity Act, 2003;
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