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Preface

Indian Renewable Energy Development Agency Limited (IREDA), was established in
March 1987 under the Companies Act, 1956 for the purpose of extending loans to
renewable energy projects. It was given its unique status as the only Central Public
Sector institute which provides institutional finance exclusively in the field of renewables
and energy efficiency. IREDA was notified as a Public Financial Institution by the
Government of India in 1995 and was registered as a Non Banking Finance Company
with the Reserve Bank of India in 1998. It operates under the administrative control of the
Ministry of New and Renewable Energy (MNRE).

As per the Twelfth Plan (2012-17) of the Government of India, the annual average growth
rate of the total energy requirement is expected to accelerate from 5.10 per cent per year
in the Eleventh Plan (2007-12) to 5.70 per cent per year in the Twelfth Plan and the
supply from renewables is expected to increase rapidly from 24,503 Megawatt (MW) by
the end of the Eleventh Plan to 54,503 MW by the end of the Twelfth Plan. This
underlined the need for investments in renewable energy.

In the above backdrop, Audit took up the performance audit of IREDA to assess how the
company was discharging its role. The performance audit covered a period of five years
from 2008-09 to 2012-13 and involved examination of selected samples of renewable
energy projects. As such, matters relating to these sampled projects pertaining to prior
and subsequent periods have also been included, wherever necessary.

The Audit Report has been prepared in accordance with the Performance Auditing
Guidelines, 2014 and Regulations on Audit and Accounts, 2007 of the Comptroller and
Auditor General of India.

Audit wishes to acknowledge the cooperation received from IREDA and the Ministry of
New and Renewable Energy at each stage of the audit process.
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Executive Summary

Why did we select this subject for Audit?

The role of new and renewable energy has been assuming increasing significance with the
growing concern for India's energy security. India’s substantial and sustained economic
growth is placing enormous demand on its energy resources. The demand and supply
imbalance in energy sources has been pervasive, requiring efforts by the Government of India
(GOI) to augment energy supplies. The GOI has been taking initiatives to develop renewable
energy programmes and schemes and deploy renewable energy systems for supplementing
the energy requirements of the country.

The Planning Commission stated in the Twelfth Plan document that the annual average
growth rate of the total energy requirement is expected to accelerate from 5.10 per cent per
year in the Eleventh Plan to 5.70 per cent per year in the Twelfth Plan and the supply from
renewables is expected to increase rapidly from 24,503 Megawatt (MW) by the end of the
Eleventh Plan to 54,503 MW by the end of the Twelfth Plan, and underlined the need for
investments in renewable energy. It is against this backdrop that Audit decided to review the
functioning of Indian Renewable Energy Development Agency Limited (IREDA), given its
unique status as the only Central Public Sector institution which provides institutional finance
exclusively in the field of renewables and energy efficiency.

What were our audit objectives?
The performance audit was undertaken to assess whether:

o the Company was effective in discharging its role as a leading financial institution for
Renewable Energy projects;

o an efficient mechanism existed for expeditious processing of loan requests;

= an effective mechanism existed for review and monitoring of projects with a view to
recover its loans;

. projects sanctioned were commissioned/implemented on time; and

o subsidy released had resulted in achievement of the envisaged objectives of the GOI.
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What did our performance audit reveal?

IREDA’s share in the total commissioned capacity of Renewable Energy Sources of the
country, which was 52.83 per cent at the beginning of the Tenth Five Year Plan (2002-07)
period declined to 19.21 per cent at the end of the Tenth Five Year Plan and further to 7.66
per cent at the end of the Eleventh Five Year Plan. Thus, IREDA was not able to sustain its
position as a leading financial institution in the renewable energy sector.

(Para 2.2.3)

IREDA prepared its Corporate Plan 2007-12 only after directions from the Task Force of
Department of Public Enterprises (DPE) but did not submit it for approval of the Board of
Directors (BOD). The BOD was, therefore, not aware of the status of implementation of
various activities envisaged in the Corporate Plan. Steps proposed to be carried out in the
short, medium and long-term were either not carried out or had only been partly
implemented. There were critical matters either pending at the GOI level or on which IREDA
was yet to take action. As such, the Corporate Plan did not serve its intended purpose as a
long term planning tool.

(Para 2.4)

The targets fixed in the Memorandum of Understanding (MoU) did not have any correlation
either with the targets indicated in the Corporate Plan or in the Outcome Budget of the
Ministry of New and Renewable Energy (MNRE). Besides, MoU targets were understated as
IREDA consistently exceeded even the ‘excellent’ targets.

(Para 2.6.3)

While the MoUs for the period 2005-06 to 2007-08 reflected targets of projects to be
commissioned both in physical terms (MW) and in value terms, the MoUs for 2008-09, 2009-
10 and 2010-11 reflected the targets only in value terms. The MoUs for 2011-12 and 2012-13
did not prescribe any such evaluation criteria. Besides, the MoUs did not depict sector-
specific financing targets for IREDA.

(Para 2.7)

Out of 211 projects sanctioned during the period 2008-09 to 2012-13, 83 projects (39.34
per cent) were sanctioned after an average delay of 66 days, beyond the prescribed limit of 90
days. Besides, in two cases, the projects were registered after the loans were
sanctioned/disbursed.

(Para 3.3.1)

Out of 457 loan applications received during 2008-09 to 2012-13, 298 applications (65.21
per cent) were dropped by IREDA at different stages viz. before registration, before sanction
of loan and after sanction of loan. Thus, only 159 loan applications (34.79 per cent) were
finally sanctioned.

(Para 3.4)
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Out of the 42 cases selected by Audit, it was observed that in 17 cases (40 per cent) IREDA
had deviated from the norm(s) prescribed in the financing guidelines for credit exposure
limits, creation of mortgage, promoters’ contribution, conduct of inspections, etc.

(Para 3.7)

The gross NPA to total loans in 2008-09 was 13.34 per cent and thereafter showed a
decreasing trend and reduced to 3.86 per cent in 2012-13 except in the year 2011-12 in which
it increased marginally to 5.46 per cent. However, the percentage of NPAs were much lower
(ranging from 0.02 per cent to 1.04 per cent during the same period) in case of other power
sector financing companies such as Rural Electrification Corporation Limited (REC) and
Power Finance Corporation Limited (PFC).

(Para 4.2 and 4.3)

IREDA’s One Time Settlement (OTS) policy was an ongoing scheme operating continuously
without a fixed timeframe and therefore was likely to promote a culture of non-payment
amongst its borrowers. Other power financing companies like REC and PFC did not have
running OTS schemes.

(Para 4.9)

During 2008-09 to 2012-13, IREDA settled 29 cases under OTS, and recovered an amount of
¥ 208.85 crore against the outstanding dues of ¥ 446.70 crore. Thus, an amount of ¥ 237.85
crore (53.25 per cent) was sacrificed by IREDA on account of write off of principal and
waiver of interest. Further, out of the 17 OTS cases selected by Audit for scrutiny, it was
observed that in 14 cases, IREDA deviated from the OTS/Financing guidelines by allowing
OTS to wilful defaulters, non-conducting of physical verification of projects, exceeding the
prescribed limits while releasing disbursements, inadequate monitoring of financial condition
of borrowers, etc.

(Para 4.9 and 4.10)

Out of 12 projects selected by Audit (from a total of 123 projects) wherein capital/interest
subsidy received (% 18.10 crore) from MNRE was passed on (X 14.48 crore) by IREDA to
the borrowers, in five cases, several irregularities were noticed in implementation of subsidy
schemes viz. continued passing on of subsidy to borrowers who became ineligible, non-
recovery of subsidy and absence of mechanisms to ensure continuity of the project.

(Para 5.4)

The Project Information and Documentation Monitoring System (PIDMOS) database lacked
data integrity, reliability and completeness. Besides, there was no uniformity in the procedure
for registering loan applications in PIDMOS as certain applications for additional loans were
treated as a fresh loan.

(Para 6.2)
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Several weaknesses were noticed in the operational controls of IREDA such as non-conduct
of periodic inspections of project, non-appointment of nominee directors on the Board of

Directors of the borrowers and non-framing of functional manuals for strengthening internal
controls.

(Para 6.3)

What do we recommend?

8.

The Board of Directors of IREDA may coordinate and monitor the execution of the
Corporate Plan to improve the efficiency and effectiveness of IREDA’s operations and
to explore new business opportunities.

The targets fixed in the annual MoU signed with MNRE should be realistic and flow
from the Corporate Plan and be reflected appropriately in the Outcome Budget of
MNRE.

Quantifiable physical dimensions of the new and ongoing projects be reflected in the
MoU.

The prescribed credit exposure limits should not be exceeded.

IREDA may ensure that while sanctioning loans, due diligence is conducted with
adequate care. The Renewable Energy and Energy Efficiency Financing Guidelines
may be followed in right earnest; deviations should be done only in exceptional cases
with adequate justification.

Outstanding loans should be closely monitored in order to further reduce the level of
Non-Performing Assets.

IREDA may develop a mechanism to monitor continuity of the projects for specified
period after their commencement, to ensure electricity generation through RE projects
in lieu of grant of subsidy. Further, subsidy should be recalled in all cases where
projects do not run for the specified period as this dilutes the objective of the scheme.

Weaknesses in the internal control mechanism may be redressed.

The views of the Ministry (7 January 2015) on the recommendations made by Audit are
given at Annexure I.
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Chapter -1

Introduction

1.1 Functions and objectives of IREDA

Renewable energy is an important component of India’s energy portfolio. The importance of
renewable energy sources in transition to a sustainable energy base was recognised by the
Government of India which established the Department of Non-Conventional Energy Sources
in 1982. This was upgraded to a Ministry of Non-Conventional Energy Sources (MNES) in
1992 and subsequently renamed as Ministry of New and Renewable Energy (MNRE).
MNRE’s objectives inter alia include deployment of grid-interactive renewable power
generation projects to augment contribution of renewables in total electricity mix; promotion
of renewable energy initiatives for meeting energy needs in rural areas and to supplement
energy needs in urban areas and in industry and commercial establishments.

Indian Renewable Energy Development Agency Limited (IREDA) was established in March
1987 under the Companies Act, 1956 for the purpose of extending term-loans to renewable
energy and energy efficiency projects. It operates under the administrative control of the
MNRE. IREDA was notified as a Public Financial Institution by the Government of India in
1995. In 1998, IREDA was registered as a Non-Banking Financial Company' (NBFC) with
the Reserve Bank of India. IREDA is a fully Government owned company with authorised
share capital of 1,000 crore and paid up capital of T 699.60 crore as on 31 March 2013.

IREDA’s mission is to be “a pioneering, participant friendly and competitive institution for
financing and promoting self-sustaining investment in energy generation from renewable
sources, energy efficiency and environmental technologies for sustainable development.” Its
objectives are:

. To give financial support to specific projects and schemes for generating electricity
and/or energy through new and renewable sources and conserving energy through
energy efficiency.

1 r P s 5 v r 5 . ; c :
A Non-Banking Financial Company (NBFC) is a company registered under the Companies Act, 1956, engaged in the

business of loans and advances, acquisition of shares/stocks/bonds/debentures/securities issued by Government or local
authority or other marketable securities of a like nature, leasing, hire-purchase, insurance business, chit business, but
does not include any institution whose principal business is that of agriculture activity, industrial activity, purchase or
sale of any goods (other than securities) or providing any services and sale/purchase/construction of immovable
property.
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. To increase IREDA's share in the renewable energy sector by way of innovative
financing.

. To strive to be a competitive institution through customer satisfaction.

. To maintain its position as a leading organisation to provide efficient and effective
financing in renewable energy and energy efficiency/conservation projects.

. Improvement in the efficiency of services provided to customers through continual
improvement of systems, processes and resources.

IREDA also implements certain programmes on behalf of MNRE, like Central financial
assistance in the form of subsidy.

1.2 Organisational set up

The functions of IREDA are overseen by a Board of Directors (BOD) headed by a Chairman
& Managing Director (CMD) supported by Director (Technical) and Director (Finance).
Besides, two part-time Government Directors and one part-time non-official (Independent)
Director are also part of the BOD.

IREDA’s operations are centralised at its Head Office located at New Delhi, from where
most of the activities including project application processing, project appraisal, sanction,
disbursement, monitoring, recovery, etc., are carried out. Besides, it has field offices at
Hyderabad, Chennai, Kolkata and Ahmedabad which mainly play the role of liaison offices.

1.3 Government of India’s renewable energy programme

The Government of India has been supporting renewable energy development through a mix
of fiscal and financial incentives. These include capital/interest subsidy, accelerated
depreciation, concessional excise and customs duties, and generation-based incentives or
feed-in-tariff. The growth of renewable energy in India has largely been led by the private
sector. IREDA, other public sector agencies and private financial institutions are also actively
funding renewable energy projects.

As on 31 March 2013, the gross installed power generation capacity of the country stood at
223 Giga Watt (GW?) including installed renewable energy (RE) capacity of 28 GW which
constituted 12.50 per cent of the total installed capacity. This comprised of 19.05 GW from
wind, 3.70 GW bio-mass, 3.63 GW of small hydro and 1.62 GW of solar power.

One Gigawatt equals 1000 Megawatt ( MW).
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The relative share of thermal, hydro, renewable and nuclear energy in the total installed
capacity at the end of March 2013 is depicted through the following Graph 1.1:

Graph 1.1: Share of RE in total installed capacity
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Source: IREDA Annual Report 2012-13

1.4 Financial position and working results of IREDA

A summary of the key financial indicators relating to the functioning of IREDA during
2008-09 to 2012-13 is given in Table 1.1 below:

Table 1.1: Summary of key financial parameters of IREDA

2 in crore

Particulars 2008-09 2010-11 2012-13
Loans and advances 2545.56 3022.36 3643.91 5241.09 6830.43
Capital employed’ 3148.90 3715.37 3739.31 5449.82 6634.23
Net worth* 891.12 959,33 1264.12 1457.99 1688.35
Gross income 275.11 345.25 402.46 534.82 729.56
Net Profit 66.00 85.22 160.49 173.13 202.65
Percentage of net profit 2.10 2.29 4.29 3.18 3.05
to capital employed
Average cost of 8.99 8.56 8.05 8.32 8.43
borrowings (percentage)

Source: Annual Reports of IREDA

Details of financial position of resources, operations and working results are in Annexure II.

Capital employed: Gross block less accumulated depreciation plus working capital.
Net worth: paid-up capital plus reserves less accumulated losses and deferred revenue expenditure to the extent not
written off.
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1.5 Funding of RE projects by IREDA

Since its inception in 1987, IREDA has sanctioned loans of ¥ 22,459.23 crore for 2064
projects and disbursed a total of ¥ 11,848.79 crore by 31 March 2013. IREDA’s loan
portfolio is largely concentrated in the wind, small hydro and cogeneration’ sectors. The

sector-wise break-up of cumulative loan amounts sanctioned and disbursed is shown in Graph
1.2 below:

Graph 1.2 : Sector wise sanction and disbursement by IREDA
12000 i
7 10076 M Sanctioned
10000 - W Disbursed
o
g 8000 1 6083
= 5594
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Source: Annual Reports of IREDA

During the period covered by the performance audit i.e. from 2008-09 to 2012-13, 219
projects amounting to ¥ 13,593.58 crore were sanctioned and ¥ 6,865.68 crore was disbursed
as shown in Table 1.2. The wind power sector accounted for about half (% 6,834.30 crore:
50.28 per cent) of total amount sanctioned during this period, followed by small hydro power
sector (% 3,498.75 crore: 25.74 per cent), co-generation projects (X 1,949.89 crore: 14.30
per cent) and solar sector (3 739.07 crore: 5.43 per cent) and rest in other sectors®
(X 571.57 crore: 4.25 per cent).

Co-generation is the simultaneous generation of both electricity and heat from the same fuel, for useful purposes.
Energy efficiency and conservation, Waste to energy, Biomethanation from Industrial Effluents and miscellaneous.
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Table 1.2: IREDA’s sanctions and disbursements during 2008-09 to 2012-13

Xin crore

No. of Amount Amount Capacity of Capacity of
projects sanctioned disbursed sanctioned projects commissioned projects

sanctioned (in MW) (in MW)

2008-09 47 1489.93 770.95 403.75 177.81
2009-10 29 1823.91 890.03 760.75 292.55
2010-11 34 3126.42 1224.17 804.63 270.10
2011-12 64 3405.96 1855.03 1416.90 904.00
2012-13 45 3747.36 2125.50 1249.80 848.00
Total 219 13593.58 6865.68 4635.83 2492.46

Source: Annual Reports of IREDA

1.6 Why did Audit select this subject?

The role of new and renewable energy has been assuming increasing significance with the
growing concern for India's energy security. India’s substantial and sustained economic
growth is placing enormous demand on its energy resources. The demand and supply
imbalance in energy sources has been pervasive requiring efforts by the Government of India
(GOI) to augment energy supplies. The GOI has been taking initiatives to develop renewable
energy programmes and schemes and deploy renewable energy systems for supplementing
the energy requirements of the country.

The Planning Commission stated in the Twelfth Plan document that the annual average
growth rate of the total energy requirement is expected to accelerate from 5.10 per cent per
year in the Eleventh Plan to 5.70 per cent per year in the Twelfth Plan and the supply from
renewables is expected to increase rapidly from 24,503 MW by the end of the Eleventh Plan
to 54,503 MW by the end of the Twelfth Plan, and underlined the need for investments in
renewable energy. It is against this backdrop that Audit decided to review the functioning of
IREDA, given its unique status as the only Central Public Sector institution which provides
institutional finance exclusively in the field of renewables and energy efficiency.

1.7 Audit objectives

The performance audit was undertaken to assess whether:

° IREDA was effective in discharging its role as a leading financial institution for RE
projects;
. an efficient mechanism existed for expeditious processing of loan requests;
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. an effective mechanism existed for review and monitoring of projects with a view to
recover its loans;

. projects sanctioned were commissioned/implemented on time; and

. subsidy released had resulted in achievement of the envisaged objectives of GOL.

1.8 Sources of Audit criteria
Audit criteria were derived from the following:

. Memorandum of Understanding (MoU) with MNRE and Memorandum of Association
(MoA) of IREDA;

. Renewable Energy and Energy Efficiency Financing Guidelines, Guidelines on One
| Time Settlement and Reschedulement, Prudential norms relating to Non-Performing
' Assets and Fair Practices Code of IREDA;

. Budget, Annual Reports and Corporate Plans of IREDA;

. Agenda/Minutes of the meetings of the BOD/Settlement Advisory Committee;
' . Minutes of the Task Force of Department of Public Enterprises;
}7 @ Result Framework Document, Outcome Budget and instructions of MNRE; and
|
|

o Annual Reports of other power sector financing companies like Power Finance
Corporation and Rural Electrification Corporation.

1.9 Scope of audit

The performance audit covered a period of five years from 2008-09 to 2012-13. In addition to
examination of the planning and monitoring aspects, Audit also selected sample cases listed in
Annexure III for scrutiny, as detailed in the following Table 1.3:

Table 1.3: Sample selection

% in crore
Type of cases Total no. of Total No. of Total Percentage Percentage Criteria for
cases since amount cases amount of selected of amount selection
inception/ involved selected involved in cases involved in
from 2008-09 for audit Selected selected
to 2012-13 (Sample Sample sample
(Population) Size)
Sanctioned 229 | 13431.13 25 4798.38 10.92 35.73 High value
cases
Dropped cases 298 | 16199.36 43 3156.68 14.43 19.49 High value
Disbursement 144 6867.45 17 1865.80 11.81 2717 High value
cases
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Percentage

of amount

involved in
selected
sample

Criteria for
selection

Non-Performing 67 254.80 11 138.71 16.42 54.44 | High value cases
Assets cases remaining
unsettled for 2
years or more
One Time 29 446.70 17 378.42 58.62 84.72 Maximum
Settlement sacrifice of dues
(OTS) cases
Abandoned 38 284.61 5 45.32 13.16 15.92 | Non-settlement
projects of dues
Subsidy cases 123 148.99 12 18.10 9.76 12.15 | Non- recovery

Sample was selected from PIDMOS database.

1.10 Audit methodology

Based on a preliminary study and background information, Audit prepared the guidelines for
the performance audit. An audit plan outlining the scope and objectives of the audit
assignment, the areas of concern and the timeframes for various activities was prepared. An
Entry Conference with MNRE which was also attended by officials from IREDA was held on
2 November 2012 where the audit objectives, scope of audit, audit criteria and audit
methodology was discussed. Audit called for various records/information from IREDA,
interviewed key personnel and also relied on the information captured in IREDA’s Project
Information and Documentation Monitoring System (PIDMOS) database during audit.

After completion of audit, an Exit Conference was held on 28 April 2014 with the CMD and
other IREDA officials, wherein the audit findings and recommendations were discussed.
Responses received from IREDA were suitably considered and incorporated in the Report.

The draft Report was issued to the Ministry of New and Renewable Energy on 15 July 2014.
The Ministry communicated its response vide letters dated 17 October 2014 and 07 January
2015. The response of the Ministry to the recommendations and rebuttal of Audit are given in
Annexure 1.

1.11 Acknowledgement

Audit acknowledges the cooperation and assistance extended by management of IREDA and
MNRE.
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Chapter - 2

Planning

2.1 Introduction

IREDA’s mission is to be a pioneering and competitive institution for financing energy
generation from renewable resources. Since a number of financial institutions and
commercial banks are operating in area of financing renewables, it is imperative that IREDA
effectively forms strategies and plans its actions to cope up with the challenges faced from
the market.

2.2 IREDA’s share in financing RE projects

One of IREDA’s objectives is to maintain its position as a leading financial institution for
renewables. Audit examined its position vis-a-vis the overall market for financing renewable
energy and the findings are as under.

2.2.1 IREDA’s Corporate Plan made a comparison of the overall investment in the RE
sector in India during the period 2007-08 to 2010-11"and actual disbursements by it, which
was as under:

Table 2.1: Market share of IREDA in financing RE projects as per its Corporate Plan

% in crore

Particulars

2007-08

2008-09

2009-10

2010-11

Total investments by Financial Institutions 5934.16 6539.17 8520.07 11274.87
IREDA’s annual disbursement 553.64 770.95 890.03 1224.17
IREDA’s market share 9.33 1 7L, 10.45 10.86
(percentage)

Source: IREDA’s Corporate Plan and Annual Accounts

The above figures indicate that IREDA’s market share during 2007-08 to 2010-11 was

approximately 11 per cent.

as indicated in the Corporate Plan 2012-17.
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2.2.2 Audit also analysed data on total investment in RE sector in India, obtained from the
Report® on Global Trends in Renewable Energy Investment 2014 and compared it with
IREDA’s disbursements during the period 2008-09 to 2012-13 which is shown in the
following Table 2.2.

Table 2.2: Market share of IREDA in financing RE projects based on other report

% in crore
Investment in RE sector 2008-09 2009-10 2010-11 2011-12 2012-13
All India 21395 39263 56246 36835 33172
IREDA's Disbursement 771 890 1224 1855 2126
IREDA’s share 3.60 227 2.18 5.04 6.41
(percentage)

Source: Report on Global Trends in RE Investment 2014 and IREDA’s Annual Report

IREDA’s percentage of market share during 2008-09 to 2012-13 was in the range of 2.18 to
6.41 per cent. IREDA’s market share in the financing of RE projects had not grown in
comparison with the total investment by other financial institutions in the country during the
period 2008-09 to 2010-11, although it accelerated after that as IREDA’s disbursements
increased while the total investment in the RE sector fell after 2010-11.

2.2.3 Audit also compared the position of commissioned RE projects with data from
Central Electricity Authority and those from IREDA’s Annual Reports. Share of IREDA’s
financed projects in the all-India commissioned capacity of renewable energy during the
Tenth and Eleventh Plan period was as follows:

Graph 2.1: Market Share of IREDA in commissioned projects
24504
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Source: Central Electricity Authoriry and IREDA’s Annual Reports & Corporate Plan 2012-17

8

Climate and Sustainable Energy.

The report on Global Trends in Renewable Energy Investment by Frankfurt School-UNEP Collaborating Centre for
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The above indicates that IREDA’s share in the total commissioned capacity which was 52.83
per cent at the beginning of the Tenth Plan period declined to 19.21 per cent at the end of the
Tenth Plan and further to 7.66 per cent at the end of the Eleventh Plan.

Thus, IREDA was not able to sustain its position as a leading financial institution in the

renewable energy sector.

The Management stated (April 2014) that inspite of stiff competition in the market, IREDA
was able to maintain its market share ranging between 9 per cent to 11 per cent.

The Management reply is not correct as within the span of a decade, IREDA’s position as a
leading financial institution for renewable energy has declined from a dominant position with
more than half of the total commissioned capacity to only 7.66 per cent. In 2012-13 it
financed only 3.10 per cent (848 MW) of the total capacity commissioned (27542 MW).
Hence, IREDA was getting further away from its mission to be a competitive institution for
financing energy generation from renewable resources and its objective to maintain its
position as a leading financial institution in renewables.

2.3 Planning

Businesses develop strategic plans with a short-term, medium-term and long-term
perspective. Short-term plans usually involves processes that show results within a year or
two, while medium-term plans aim at results that may take several years to achieve. Long
term plans include the overall goals of IREDA to be achieved in the future. IREDA’s
Corporate Plans are prepared with long term perspective of five years or more while annual
targets are framed in the Memorandum of Understanding (MoU) signed with MNRE.

2.4 Formulation and implementation of Corporate Plans

A Corporate plan defines the strategy to be adopted by a company to achieve its objectives
and the corresponding action plans. It provides focus and direction to the company by setting
out a roadmap. The Department of Public Enterprises (DPE) guidelines of 30 November
1994, envisaged that each Public Sector Enterprise should draw up a long term Corporate
Plan with a time horizon of five years and a perspective of another 5-10 years.

1995-2007: Audit observed that IREDA formulated its first Corporate Plan in February 1998
covering the period from 1997-98 to 2001-02. The Corporate Plan for 2002-07 was however,
not formulated.

2007-2012: In October 2005, IREDA appointed M/s CRISIL Limited (CRISIL) as consultant
for developing a suitable strategy and action plan for IREDA. CRISIL submitted its report in
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September 2006 outlining a plan to achieve suggested actions. The report of CRISIL was
approved by the BOD in its 169" meeting held on 27 April 2007.

2012-2017: While finalising the MoU with IREDA for 2008-09, the Task Force of DPE
stressed (January 2008) the need for having a comprehensive updated Corporate Plan from
which concrete activities should be taken for implementation. IREDA accordingly prepared
its Corporate Plan for 2007-12. IREDA engaged M/s PricewaterhouseCoopers Private
Limited (PwC) for preparing the Corporate Plan for 2012-17. This Corporate Plan was put up
to the BOD in its 220™ meeting held on 11 May 2012 and the BOD noted the Plan.

In this connection Audit observed that:

IREDA prepared the Corporate Plan 2007-12 after the Task Force stressed the need for
this. The Plan was however not put up to the BOD on the grounds that- (a) it was no
more a long term plan, since three out of the five years of the Plan were already over;
and (b) the Corporate Plan was based on the report of CRISIL which had already been
approved by the BOD in April 2007. Hence the BOD was not aware of the Corporate
Plan as well as the status of implementation of various activities envisaged in the
Corporate Plan 2007-12.

The BOD did not monitor the progress of various activities envisaged under the
Corporate Plan in order to satisfy themselves that planned activities were done and
targets were achieved. Only individual items of work were put up in a piece-meal
fashion to the BOD, such as the issue of broad-basing of equity or raising Initial Public
Offering (IPO). As such, the BOD was unaware of the extent of execution of the
Corporate Plan as a whole.

Unlike the Corporate Plan 2007-12, the Plan for 2012-17 did not prescribe milestones
for accomplishing specific tasks which would have enabled ensuring delivery of
outputs within defined timelines.

A number of actions/strategies envisaged in the short, medium and long-term under the
Corporate Plan (2007-12) were either not carried out or had only been partly
implemented. Out of 31 items of work envisaged for execution under four major areas
of resource mobilisation, client retention/business development, organisation
restructuring and image building, only 12 items’ of work were stated to have been
implemented.

Crucial issues in the Corporate Plan 2007-12 pertaining to resource mobilisation were
undecided as these were reported to be pending at GOI level/other factors. These
included the following:

Simplification of procedures for appraisal, flexible lending rates linked to credibility of customers, offering flexible
terms, financing medium hydro projects, form consortium financing, imparting training by IREDA, upgradation of
IREDA to Schedule ‘B’ Company, formation of joint ventures, GOl equity, multilateral and bilateral LOC, recovery of
NPAs through SARFAESI Act, 2002 and recovery of NPA through OTS.
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SL Item of work Action to be taken up with GOI Action taken by IREDA
No.
1 Broad basing of | Limit upto which Government equity | Referred to MNRE in
equity can be diluted November 2013
2 Equity through | To increase the authorised share capital | Referred to MNRE in March
Initial Public | from ¥ 1,000 crore to ¥ 6,000 crore 2013
Offering (IPO)
3 Long Term | Sanction of ¥ 500 crore as subordinated | Matter is pending with
Operation Funds loans with tenures of about 40-50 years | MNRE
at an annual interest rate of 3-4 per cent
4 Capital Gains Bond | Permission for issuance of capital gains | Matter is pending with GOI
bonds and tax saving bonds
5 Tax free bonds IREDA was permitted (February 2013) | Funds  could not be
by GOI to mobilise ¥ 1,000 crore by | mobilised reportedly due to
way of tax free bonds for the financial | receipt of permission
year 2012-13 towards the close of the
financial year and market
factors
6 Stressed Assets | The matter for creation of SASF was | The matter is pending with
Stabilisation ~ Fund | initially taken up by IREDA with | MNRE
(SASF) MNRE in December 2005 and
September 2007
- There were other important issues in the Corporate Plan 2007-12 on which action was

Sl
No.

either not initiated by IREDA during the Plan period or steps were taken belatedly.

These are as brought out in the following page:

Item of work

Action to be taken by IREDA

Status

Focus Groups

Planning Group, Business Development

Group, Risk  Management  Group,
Organisational Systems Group,
Consultancy Management Group,
Knowledge Management Group and

Group for recovery of dues to manage
NPAs

1 Consultancy Setting up of a consultancy cell and | No action was taken and the
Business exploring activities for offering | matter was again incorporated
consultancy, publicising and announcing | in the Corporate Plan 2012-17
IREDA’s plan and generating business
2 Value Chain | To identify various products and | No action taken
Financing prospective clients
3 Forming of | Forming focus groups like Strategic | No action was taken and the

matter was again incorporated
in the Corporate Plan 2012-17
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SL Item of work Action to be taken by IREDA Status
No.
4 Development of | Borrowers’ accounts were to be put on the | Application is still under trial
user friendly IT | Company’s website and a modus operandi | run (January 2014)
enabled was to be evolved for creating a single
customer window interaction with clients/ borrowers
interface and

Single window
interaction with
clients

Thus, IREDA prepared the Corporate Plan 2007-12 only after directions from the Task Force
of DPE but did not submit it for the BOD’s approval. The BOD was therefore not aware of
the status of implementation of various activities envisaged in the Corporate Plan. Steps
proposed to be carried out in the short, medium and long-term were either not carried out or
had only been partly implemented. There were critical matters either pending at GOI level or
on which IREDA was yet to take action. As such, the Corporate Plan did not serve its
intended purpose as a long term planning tool. Effective planning and strategy
implementation becomes critical in view of IREDA’s depleting market share.

Recommendation No. 1

The Board of Directors of IREDA may coordinate and monitor execution of the Corporate
Plan to improve efficiency and effectiveness of IREDA’s operations and to explore new
business opportunities.

IREDA accepted the recommendation.

2.5 Annual planning

For each financial year a MoU is signed by IREDA with MNRE, which details various
financial and non-financial targets to be achieved by it during the year. Further, MNRE also
prepares an outcome budget every year, highlighting the objectives of various programmes
and activities of the Ministry and progress made during previous years, as well as details of
financial outlays, projected physical outputs and projected/budgeted outcomes for the next
year. IREDA’s equity from the planned budget of the GOI and estimation of internal and
external budgetary resources (IEBR) also gets reflected in MNRE’s outcome budget.
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2.6 MoU targets inconsistent with Corporate Plan and MNRE Outcome
Budget targets
2.6.1 Sanctions

The targets for sanctions set in the Corporate Plan, Outcome Budget and MoU for the period
2008-09 to 2012-13 and the achievements thereagainst are indicated in the Table 2.3 below:

Table 2.3: Targets and achievements in respect of sanctions

Targets for sanction as per

Achievement

Percentage of
achievement
variation w.r.t.

% in crore

Percentage of
achievement
variation w.r.z.

MNRE
Outcome
Budget

‘excellent’ target

Corporate MNRE MoU MoU

Plan Outcome | Excellent | Basic

Hhadpes target target

1 2 3 4 5 6 7 8
(6/3*100) (6/4*100)

2008-09 1000 900 1000 900 1489.93 165.54 148.99
2009-10 1571 900 1350 1200 1823.91 202.66 135.10
2010-11 2286 1860 2135 1900 3126.42 168.09 146.44
2011-12 2574 2625 2888 2625 3405.96 129.75 117.93
2012-13 3521 3520 4000 3760 3747.36 106.46 93.68

From the above, it is evident that the actual loans sanctioned by IREDA persistently exceeded
the target of sanction of loan reflected in the Outcome Budget. Similarly the achievement in
respect of loans sanctioned against MoU ‘excellent’ targets was continuously exceeded,
except in 2012-13, where it was short by 6.32 per cent. The Corporate Plan targets were also
exceeded for each year.

2.6.2 Disbursements

The targets for disbursements set in the Corporate Plan, Outcome Budget and MoU for the
period 2008-09 to 2012-13 and the actual achievements are indicated in the following
Table 2.4.
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Table 2.4: Targets and achievements for disbursement of loans

% in crore

Targets for disbursement as per Achievement  Percentage of Percentage of
achievement achievement
variation w.r.t. w.r.t. excellent
MNRE target
Outcome
Budget
Corporate] MNRE MoU MoU
Plan Outcome | Excellent| Basic
Budget target o
1 2 3 4 5 6 7 8
(6/3*100) (6/4*100)
2008-09 700 650 730 650 770.95 118.61 105.61
2009-10 1100 650 800 710 890.03 136.93 111.25
2010-11 1600 880 1010 900 1224.17 139.11 121.20
2011-12 1800 1218 1340 1218 1855.03 152.30 138.44
2012-13 2026 2030 2500 2350 2125.50 104.70 85.02

It may be seen from the above table that the actual disbursement of loans by IREDA
consistently exceeded the targets of disbursement as indicated in the Outcome Budget during
2008-09 to 2012-13. Similarly, the actual loans disbursed against MoU excellent targets were
exceeded during the same period, except in the year 2012-13, when it remained short by
about 15 per cent.

2.6.3 Audit observations

. Since the MoU targets were being monitored on a quarterly basis by MNRE and
annually by DPE these constituted the main framework against which IREDA
benchmarked its achievements. However, these MoU targets did not have any
correlation either with the targets indicated in the Corporate Plan or in the Outcome
Budget of MNRE.

. MoU targets were understated as IREDA consistently exceeded even the ‘excellent’
targets. This was also pointed out by the Task Force committee during finalisation of
the MoU for 2008-09, wherein it was observed that the targets for sanctions and
disbursements were understated and IREDA could look at higher figures. Similarly,
while finalising the MoU for 2009-10 the committee stated that loan sanction should be
based on anticipated achievements and not on the basis of targets for the previous year.

The Management stated (April 2014) that the Corporate Plan targets are normally indicative
targets which are set envisaging future growth in the sector. MoU targets are set on annual
basis and are more realistic in nature.
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The Management reply may be seen in the context of IREDA consistently exceeding its MoU
targets and its declining market share.

Recommendation No. 2

The targets fixed in the annual MoU signed with MNRE should be realistic and flow from
the Corporate Plan and be reflected appropriately in the Outcome Budget of MNRE.

The Management partially accepted the recommendation.

2.7 Non-adherence to DPE guidelines for framing MoU between MNRE
and IREDA

As per the DPE guidelines (November 2010) regarding framing of MoU between a CPSE and
the Ministry, the MoU targets should be realistic, growth-oriented and consistent with the
proposed Annual Plan and Budget of the Ministry and the Corporate Plan of the CPSE.
Further, ongoing as well as new projects to be implemented by the CPSE and a list of projects
completed, projects pending with time and cost overrun and percentage of milestones
achieved within the stipulated time should be specifically mentioned in the MoU. In addition
to reflecting the financial performance of the CPSE in MoU, quantifiable physical targets are
also required to be shown in the MoU as these are significant because they reflect
productivity and efficiency of the CPSE.

Audit scrutinised the MoUs entered into by IREDA with MNRE during 2008-09 to 2012-13
and observed that:

e  While the MoUs for the period 2005-06 to 2007-08 reflected targets of projects to be
commissioned both in physical terms (MW) and in value terms, the MoUs for 2008-09,
2009-10 and 2010-11 reflected the targets only in value terms. The MoUs for 2011-12
and 2012-13 did not prescribe any such evaluation criteria.

e The list of projects completed, projects pending with time and cost overrun, and
milestones achieved within the stipulated time and new projects to be implemented were
not depicted in the MoUs.

e Objectives and targets envisaged in the Result Framework Document (RFD) of MNRE
were not reflected in the MoU.

e Despite the need expressed by MNRE in its Strategic plan prepared in February 2011 for
the period 2012-13 to 2016-17, for depiction of sector specific financing target in the
MoU, no such depiction was made in the MoU for 2012-13.

The Management stated (April 2014) that the guidelines for MoU between CPSE and
Ministry are generic guidelines for all PSUs. In case of financial institutions such as IREDA,
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the productivity of the CPSE is measured in terms of sanctions and disbursements. As far as
physical achievement as outcome is concerned, non-inclusion of this in the MoU is because
the actual commissioning of the project lies with the developers, which are not directly under
the control of the financial institutions, though it does reflect on certain outcomes.

Audit is of the opinion that quantifiable physical targets may be incorporated in the MoU, as
was done in the past, as these provide benchmarks for evaluating the productivity and
efficiency of IREDA.

Recommendation No. 3

Quantifiable physical dimensions of the new and ongoing projects be reflected in the MoU.

The Management partially accepted the recommendation stating that the sanction
support and MW capacity achieved can be indicated.
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Chapter - 3

Sanction and disbursement of loans

3.1 Introduction

IREDA has framed Renewable Energy and Energy Efficiency Financing Guidelines for
project financing. These guidelines inter alia, consist of:

. IREDA’s financing norms consisting of sectors eligible for financing and types of
schemes, policy on pre-payment, registration fee, front end fee, reschedulement fee,
gte.

o IREDA’s operational norms consisting of procedure and norms for sanction, interim

and regular disbursement of loan, policies on reschedulement, compromise and write
off and interest reset clause, guidelines for procurement, technical assistance, MNRE
programs, etc.

Further, in accordance with the guidelines prescribed by RBI (September 2006), IREDA
framed (March 2007) a Fair Practices Code (FPC) outlining the procedures for
acknowledgement and verification of loan applications, validity of loan applications,
processing of loan applications, loan appraisal and terms and conditions, disbursement of
loans, monitoring and evaluation, release of securities on repayment of loan and interest,
grievance redressal mechanism, etc.
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A flow chart indicating the process of financing and recovery of loans is depicted below:

Loan application by the entrepreneur

Registration of loan applications

Processing of loan application and Project may
assessment of viability of the project be rejected at
any stage if

not found

Sanction of loan subject to terms and feasible
conditions

Disbursement of loan on fulfilment of the
terms and conditions of sanction

Timely repayment by borrowers Default in repayment

Closure of loan Re-scheduling of loans One time settlement Takeover/sale of the unit

3.2 Procedure for registering and processing loan applications

As per the Fair Practices Code (FPC), IREDA within 7 days of receipt of loan application
was to issue an acknowledgement of its receipt. Initial scrutiny of the loan application form is
completed normally within 14 days from the date of receipt of application and a letter is
issued to the borrower intimating Application Registration Number along with details of
further documents/information required to process the loan application form. In case the loan
application does not meet the eligibility criteria, the application is not registered and is
returned to the applicant along with the prescribed application fee.

Audit observed that IREDA simplified the procedure for application and registration from
time to time and the latest Operational Guidelines (August 2012) stated that on receipt of
application, registration would be done within 7 working days through online data entry into
Project Implementation Disbursement, Monitoring and Operation Systems (PIDMOS), if the
application was received along with registration fee.

The amount of loan assistance to be sanctioned, as well as terms and conditions are discussed
with the representatives of the borrower and then finalised after examination of the
documents. An appraisal report is submitted to the Competent Authority within 90 days for
approval when all essential documents are submitted by the borrower. Interest rate,
additional interest, front end fee, liquidated damages, details about signing of loan
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documents, withdrawal of loan, repayment period of the loan, grace period, mode of
repayment, types of securities to be furnished by the borrowers, etc., are stated in the
sanction letter.

While guidelines for financing renewable energy and energy efficiency projects stated that
the norms were required to be reviewed on a yearly basis in view of fast changes in the
financial markets and also with a view to compete with other lenders involved in financing of
renewable energy projects, Audit noticed that IREDA’s ‘Renewable Energy and Energy
Efficiency Financing Guidelines’ framed in 1994, were reviewed by the BOD only twice
(February 2008 and August 2012) during 2008-09 to 2012-13.

3.3 Time taken for sanctioning project proposals

As per the FPC, IREDA normally has to sanction a project within 90 days of its registration,
if complete details/documents are submitted by the applicant and the project is found eligible
from the technical, financial and legal point of view.

Analysis of data obtained from the PIDMOS database revealed the following:

3.3.1 A total of 211 projects'’ were sanctioned during the period 2008-09 to 2012-13. The
analysis of time taken for project sanction is given in the following Table 3.1:

Table 3.1: Time taken for sanctioning projects during 2008-09 to 2012-13

Time taken for sanctioning project (in days) No. of projects Percentage of total
projects sanctioned
0-90 128 60.66
91-180 64 30.33
181-270 14 6.64
271-360 3 1.42
361-450 2 0.95
Total 211 100.00

Source: PIDMOS database

Audit observed that:
o The average time taken for sanctioning these 211 projects was 89 days.

. While 128 projects (60.66 per cent) were sanctioned within the prescribed limit of 90
days, 83 projects (39.34 per cent) were sanctioned after an average delay of 66 days,
beyond the prescribed limit of 90 days.

% This includes two applications received prior to 2007-08 but not processed and does not include 18 applications for

additional loans.
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In the Corporate Plan 2012-17, it was stated that developers had raised concerns regarding
the time taken by IREDA to process their loan applications, and that in banks and other
institutions the projects were sanctioned within a period of 2 months, which was less than
what they had e<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>