Laid before the Odisha Legislative Assembly on 06 October 2020

Report of the
Comptroller and Auditor General of India
on

Economic Sector and Public Sector Undertakings
for the year ended March 2018

Dedicated to Truth in Public Interest

Government of Odisha
Report No.2 of the year 2020







Report of the

Comptroller and Auditor General of India
on

Economic Sector and Public Sector Undertakings
for the year ended March 2018

Government of Odisha
Report No.2 of the year 2020






TABLE OF CONTENTS

Reference to

Particulars Paragraph(s) Page(s)
Preface v-vi
Overview vii-xiii
PUBLIC SECTOR UNDERTAKINGS
INTRODUCTION
FUNCTIONING OF PUBLIC SECTOR UNDERTAKINGS
General 1 and 2 1-2
Accountability framework 3 and 4 2-3
Submission of accounts by PSUs 5and 6 3
Investment by Government of Odisha in State Public Sector 7 and 8 4-5
Undertakings
PART-I
CHAPTER-I
FUNCTIONING OF POWER SECTOR PSUs
Introduction 1.1 and 1.2 7-8
Disinvestment, restructuring and privatisation of Power Sector 1.3 8
PSUs
Investment in Power Sector PSUs 1.4 8-9
Budgetary Support to Power Sector PSUs 1.5 10-11
Reconciliation with Finance Accounts of Government of 1.6 11
Odisha
Submission of accounts by Power Sector PSUs 1.7 11-12
Performance of Power Sector PSUs 1.8t0 1.19 12-19
Comments on Accounts of Power Sector PSUs 1.20 19-20
Compliance Audit Paragraphs 1.21 20
Follow up action on Audit Reports 1.22to 1.24 20-21
CHAPTER-II
COMPLIANCE AUDIT OBSERVATIONS (POWER SECTOR PSUs)
GRIDCO Limited - -
Extra expenditure 2.1 23-24
Loss of revenue 2.2 24-25
Loss of revenue 2.3 25-27
Odisha Hydro Power Corporation Limited - -
Loss of revenue 2.4 27-28
Loss of revenue 2.5 29-30
Odisha Power Generation Corporation Limited - -
Extra expenditure 2.6 30-31
PART-II
CHAPTER-III
FUNCTIONING OF STATE PSUs (NON-POWER SECTOR)
Introduction 3.1 and 3.2 33-34
Investment in State PSUs 33and 3.4 34-35
Disinvestment, restructuring and privatisation of State PSUs 3.5 35




Reference to

Particulars Paragraph(s) Page(s)

Budgetary Support to State PSUs 3.6 35-37
Reconciliation with Finance Accounts of Government of 3.7 37
Odisha

Submission of accounts by State PSUs 3.8 37-40
Placement of Separate Audit Reports of Statutory Corporations 3.9 40
Impact of non-finalisation of accounts of State PSUs 3.10 40
Performance of State PSUs 3.11to0 3.23 40-50
Winding up of inactive State PSUs 3.24 50
Comments on Accounts of State PSUs 3.25 and 3.26 50-51
Performance Audits Paragraph 3.27 52
Follow up action on Audit Reports 3.28 t0 3.30 52-53

CHAPTER-1V

PERFORMANCE AUDIT RELATING TO STATE PUBLIC SECTOR
UNDERTAKINGS (NON-POWER SECTOR)

Activities of Odisha State Seeds Corporation Limited 4 55-73
Introduction 4.1 55-56
Organisational set up 4.2 56-57
Audit Objectives 4.3 57
Scope and Methodology of Audit 4.4 57-58
Audit Criteria 4.5 58
Audit Findings 4.6 t0 4.20 58-73
Planning 4.7 58-59
Seed replacement Rate 4.8 59-60
Production Performance 4.91t04.12 60-64
Processing & Storage of Seeds 4.13 64-67
Quality Control of Seeds 4.14t0 4.17 67-71
Financial Performance 4.18 and 4.19 71-72
Internal Control and Monitoring 4.20 72-73

DEPARTMENTS AND ENTITIES (OTHER THAN PSUs) UNDER ECONOMIC

SECTOR

CHAPTER-I
INTRODUCTION 11to1.6]| 7577

CHAPTER-II

Compliance Audit

FOREST AND ENVIRONMENT DEPARTMENT - -
Net Present Value for diversion of forest land was not levied 2.1 79-80
DEPARTMENT OF WATER RESOURCES - -
Avoidable expenditure 2.2 80-81
Unfruitful expenditure 2.3 81-82
DEPARTMENT OF AGRICULTURE AND FARMERS’ - -
EMPOWERMENT
Modern Market Yards of Agricultural Produce 2.4 82-83
Creation of Assets 2.5 83
Utilisation Certificate 2.6 84-85

1




Annexure
No.

1

ANNEXURES

Particulars

Summarised financial results of Power Sector
Undertakings for the latest year for which
accounts were finalised

Reference to

Paragraph(s)

1.8,1.9and 1.13

Page(s)
87

Statement showing State Government funds
infused in the seven power sector undertakings
from 2000-01 to 2017-18

1.12

88

Statement showing position of equity and
outstanding loans relating to State PSUs (Non-
Power Sector) as on 31 March 2018

3.3

89-93

Statement showing difference between Finance
Accounts of Government of Odisha and
Accounts of the State PSUs (Non-Power
Sector) in respect of balances of Equity, Loans
and Guarantee as on 31 March 2018

3.7

94-97

Statement  showing  position of  State
Government investment in working State PSUs
(Non-Power Sector) accounts of which are in
arrears

3.8

98-99

Summarised financial results of State PSUs
(Non-Power Sector) for the latest year for which
accounts were finalised

3.11 and 3.12

100-104

Statement showing State Government funds
infused in State PSUs (Non-Power Sector)
during the period from 2000-01 to 2017-18

3.15

105-111

Details of extra cost due to additional provision
of cement concrete lining in canal bed

2.2

112-113

Glossary of Abbreviations

114-115

111







| PREFACE

This Report contains two parts. Part A deals with the results of audit of Public
Sector Undertakings, namely, Government Companies and Statutory
Corporations of the Government of Odisha comprising both Power Sector and
Non-Power Sector. Part B deals with results of audit of Departments and
Entities under Economic Sector of the Government of Odisha.

PART-A: PUBLIC SECTOR UNDERTAKINGS

The Report on the Public Sector Undertakings for the year ended 31 March
2018 and has been prepared for submission to the Government of Odisha for
laying before the State Legislature under provisions of Section 19A of the
Comptroller and Auditor General’s (Duties, Powers and Conditions of
Service) Act, 1971, as amended from time to time.

2. Audit of the accounts of Government Companies is conducted by the
Comptroller and Auditor General of India under the provisions of Section 139
and 143 of the Companies Act, 2013. According to Section 2(45) of the Act
2013, a Government Company means any Company in which not less than 51
per cent of the paid-up share capital is held by the Central Government or by
any State Government or Governments or partly by the Central Government
and partly by one or more State Governments, and includes a Company which
is a subsidiary company of such a Government Company. Besides, any other
Company' owned or controlled, directly or indirectly, by the Central
Government, or by any State Government or Governments, or partly by the
Central Government and partly by one or more State Governments are referred
as Government controlled other Companies. The audit arrangements of
Statutory Corporations are prescribed under the respective acts through which
the corporations are established.

3. This part deals with performance of 82 Public Sector Undertakings
(PSUs) consisting of 79 Government Companies and three Statutory
Corporations in the State of Odisha, the audit of which has been entrusted to
the Comptroller and Auditor General of India. The Report includes an
Introductory Chapter on the functioning of all the 82 PSUs. Thereafter, the
report has been divided into two parts: Part-I deals with the analysis of the
performance of eight Power Sector PSUs. The Government of Odisha’s (GoO)
financial stakes in the Power Sector PSUs stood at 315,337.42 crore as on 31
March 2018. The power sector received 24.97 per cent (3587.69 crore) of the
total budgetary outgo (32,353.44 crore) during the year 2017-18. The equity
contributed by the State Government in power sector was mainly towards
capital investment and construction of various projects. During the year, the
Power Sector PSUs, at the aggregate level, incurred a loss of
(-) X75.81 crore.

We have presented the details of the performance of the Power Sector PSUs
and results of audit of these companies (six compliance audit paragraphs) in
Part- I of the Report.

Ministry of Corporate Affairs- Companies (Removal of Difficulties) Seventh Order 2014
dated 4 September 2014




4. Part-1II of the report deals with the details of the performance of 74
Non-Power Sector Public Sector Undertakings, including 3 Statutory
Corporations. These PSUs, at the aggregate level, incurred a loss of ¥280.59
crore during 2017-18. This Part includes a Performance Audit of Odisha State
Seeds Corporation Limited.

PART-B: DEPARTMENTS AND ENTITIES (OTHER THAN PSUs)

UNDER ECONOMIC SECTOR

5. The Report in Part B for the year ended 31 March 2018 has been
prepared for submission to the Governor of Odisha under Article 151 of the
Constitution of India.

It contains results of the compliance audit of the Departments of Agriculture
and Farmers' Empowerment, Forest and Environment and Water Resources of
Government of Odisha under the Economic Sector.

6. The audit observations featured in this Report are those which came to
notice in the course of audit during the year 2017-18 as well as those which
came to notice in earlier years but were not dealt with in the previous Reports.
Matters relating to the period after 31 March 2018 have also been included,
wherever necessary.

7. The audit has been conducted in accordance with the Auditing
Standards issued by the Comptroller and Auditor General of India.

vi









OVERVIEW

PART-A

Functioning of Public Sector Undertakings (Power Sector and Non-Power

Sector)

Audit of Government Companies is governed by Sections 139 and 143 of the
Companies Act, 2013. The financial statements of Government Companies are
audited by the Statutory Auditors appointed by the Comptroller and Auditor General
of India (CAG). These financial statements are also subject to supplementary audit
by the CAG. As on 31 March 2018, Odisha had 82 State Public Sector Undertakings
(PSUs) consisting of three Statutory Corporations and 79 Government Companies
(including 26 inactive Government Companies) under the audit jurisdiction of the
Comptroller & Auditor General of India. The working PSUs registered a turnover of
%25,123.06 crore during 2017-18 as per their latest finalised accounts. The turnover
relative to the Gross State Domestic Product (GSDP) of Odisha was 6.04 per cent.
As on 31 March 2018, the investment (Capital and Long Term Loans) in 82 PSUs
was ¥18,627.37 crore. The Power Sector received (36,688.92 crore) 83.33 per cent
of total investment (%8,027.47 crore) made during the period from 2013-14 to
2017-18.

1. Functioning of Power Sector PSUs

Formation of Power Sector PSUs

Odisha became the first State in India to reform its electricity sector. Odisha
Electricity Reform Act setting out the basic framework of the reform came into force
from 1 April 1996. Consequently, the Assets and Liabilities belonging to Odisha
State Electricity Board (OSEB) were vested in State Government as on 01 April,
1996. OSEB was restructured and corporatised into Grid Corporation of Odisha
Limited (GRIDCO) and Odisha Hydro Power Corporation Limited (OHPC).
GRIDCO took over transmission and distribution business while OHPC took charge
of hydel generation business. The only thermal power company i.e. Odisha Power
Generation Corporation Limited established in November 1984, (outside the
purview of OSEB) with 49 per cent shareholding of Government of Odisha was
disinvested in January, 1999. Subsequently, Government of Odisha transferred the
distribution assets and properties along with personnel of GRIDCO to four
distribution companies namely Central Electricity Supply Company of Odisha
Limited, North Eastern Electricity Supply Company of Odisha Limited, Western
Electricity Supply Company of Odisha Limited and Southern Electricity Supply
Company of Odisha Limited with effect from 26 November, 1998 established as
wholly owned subsidiaries of GRIDCO. They were subsequently privatised in April
1999/ September 1999 with disinvestment of 51 per cent shareholding of GRIDCO.
They now function under the distribution and retail supply licence obtained from
Odisha Electricity Regulatory Commission (OERC). They are not under the purview
of C&AG Audit., The transmission business of the State was transferred to a newly
incorporated company i.e., Odisha Power Transmission Corporation Limited
(OPTCL) from 01 April, 2005. Besides the four public sector companies namely
GRIDCO Limited, Odisha Hydro Power Corporation Limited, Odisha Power
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Generation Corporation Limited and Odisha Power Transmission Corporation
Limited, four other power sector PSUs were incorporated (January 2007 to January
2015) as subsidiary/ joint venture companies namely Odisha Thermal Power
Corporation Limited, Kalinga Bidyut Prasaran Nigam Private Limited, Green
Energy Development Corporation of Odisha Limited and Odisha Coal and Power
Limited.

Thus, the State had eight Power Sector PSUs as on 31 March 2018. Audit of these
power sector PSUs is governed by Sections 139 and 143 of the Companies Act,
2013. The financial statements of these PSUs are audited by the Statutory Auditors
appointed by the CAG and are subject to Supplementary Audit by the CAG.

Of these eight PSUs, one PSU (Kalinga Bidyut Prasaran Nigam Private Limited),
incorporated in the year 2012-13 did not commence any commercial activity till
2017-18 defeating the purpose of its incorporation.

The Power Sector PSUs as per their latest finalised accounts registered a turnover of
%9,601.63 crore during 2017-18. The turnover relative to the GSDP of Odisha was
2.31 per cent indicating a fairly important role played by the Power Sector PSUs in
the economy of the State.

Stake of Government of Odisha

As on 31 March 2018, the total investment (equity and long term loans) in eight
power sector undertakings was I15,337.42 crore. The investment consisted of
%3,948.67 crore (25.75 per cent) towards equity and 11,388 crore (75.25 per cent)
in long-term loans. Out of the total long term loans of ¥11,388.75 crore, I1,606.54
crore (14.11 per cent) was availed from the State Government and balance
%9,782.21 crore (85.89 per cent) was availed from financial institutions.

Performance of Power Sector Undertakings

The overall loss incurred by the eight power sector PSUs was (-) 75.81 crore in
2017-18 against profit of X187.44 crore earned in 2013-14. According to the
accounts of the Power Sector PSUs for the year 2017-18, five PSUs together earned
profit 0ofX124.75 crore while two PSUs incurred loss 0f3200.56 crore. The top three
profit making PSUs were Odisha Hydro Power Corporation Limited (X98.70 crore),
Odisha Power Transmission Corporation Limited (¥17.97 crore), and Odisha Power
Generation Corporation Limited (X4.79 crore). The loss making PSUs were,
GRIDCO Limited which incurred substantial loss 0f¥197.50 crore and Odisha Coal
and Power Limited which incurred a loss 0f ¥3.06 crore.

At the aggregate level the accumulated losses of the eight power sector PSUs was
%2,541.91 crore as against the capital investment of ¥3,948.67 crore as on 31 March
2018. Of the eight Power Sector PSUs, the net worth was eroded mainly in
GRIDCO Limited ((-) ¥3,853.75 crore), while the remaining seven power sector
PSUs had positive net worth 0f%5,616.47 crore.

Quality of accounts

The quality of accounts of power sector PSUs needs improvement. Twelve accounts
for the year 2017-18 and 2016-17 relating to the eight PSUs were finalised during 01
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October 2017 to 30 September 2018. The Statutory Auditors issued Certification
with qualifications in respect of all the accounts. There were seven instances of non-
compliance with Accounting Standards by the Power Sector PSUs.

Coverage of this Report

This Report contains six compliance audit paragraphs involving financial impact of
%83.79 crore of the Power Sector PSUs.

2. Compliance Audit Observations \

Compliance audit observations included in this chapter highlight deficiencies in
management of Power Sector PSUs with financial implications. The irregularities
pointed out are broadly of the following nature:

Delayed action on the part of GRIDCO Limited to re-phase bank loans resulted in
avoidable payment of interest to banks ¥16.76 crore.

(Paragraphs 2.1)

Failure to enforce supply of State entitled power as per MoU and Power Purchase
Agreement by GRIDCO Limited from Vedanta Limited led to short supply of
3,527.99 MU of power.

(Paragraphs 2.2)

Failure to enforce supply of infirm power as per agreed terms by GRIDCO Limited
from Jindal India Thermal Power Limited resulted in loss of revenue worth ¥56.73
crore.

(Paragraph 2.3)

Failure to submit appropriate shutdown period to OERC resulted in short recovery
of capacity charges 0fI4.42 crore by Odisha Hydro Power Corporation Limited.

(Paragraphs 2.4)

Belated action on the part of Odisha Hydro Power Corporation Limited to replace
Generator Transformer resulted in loss 0f34.05 crore.

(Paragraphs 2.5)

Improper submission of rephasement application for drawing of water for the
expansion of power project by Odisha Power Generation Corporation Limited led to
avoidable payment 0f ¥1.83 crore towards water charges.

(Paragraph 2.6)

Functioning of State Public Sector Undertakings (Non-Power Sector)

As on 31 March 2018, Odisha had 74 State Public Sector Undertakings in the Non-
Power Sector, including three Statutory Corporations. Of these, 45 were working
Companies and 26 inactive Companies. The working PSUs as per their latest
finalised accounts, registered a turnover of ¥15,521.43 crore during 2017-18. The
turnover relative to the GSDP of Odisha was 3.73 per cent.

Stake of Government of Odisha
As on 31 March 2018, the total investment (equity and long term loans) in these 74
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PSUs was %3,289.95 crore. The equity investment was in the order of 58.09 per cent
(R1,911.22 crore) while 41.91 per cent (X1,378.73 crore) constituted long-term
loans. Out of the total long-term loans of 1,378.73 crore, ¥420.26 crore (30.48 per
cent) was availed from the State Government and balance I958.47 crore (69.52 per
cent) was availed from financial institutions.

Performance of State PSUs (Non-Power Sector)

Owing to substantial losses of Odisha Mining Corporation Limited and
Bhubaneswar Smart City Limited the profit of ¥979.06 crore, at the aggregate level
earned by working PSUs in 2013-14, had turned into loss of ¥280.59 crore in
2017-18. According to latest finalised accounts of the 48 working State PSUs (45
Government Companies plus 3 Statutory Corporations), 31 PSUs had together
earned profit 0of ¥237.92 crore and 11 PSUs had incurred losses of I518.51 crore in
2017-18. One PSU had break-even status while three PSUs had not yet started their
operation/commercial production. Two PSUs had posted nil profit.

The top three profit making Companies were Odisha Mineral Bearing Areas
Development Corporation Limited (347.64 crore), Odisha Construction Corporation
Limited (%35.45 crore) and Odisha Agro Industries Corporation Limited
(X22.23 crore) while Odisha Mining Corporation Limited (3463.48 crore), Odisha
Rural Housing and Development Corporation Limited (342.93 crore) and
Bhubaneswar Smart City Limited (39.06 crore) incurred heavy losses.

Quality of accounts

The quality of accounts of PSUs needs improvement. Out of 37 accounts finalised
during 01 October 2017 to 30 September 2018, the Statutory Auditors issued
Certification with Qualifications in respect of all the accounts. There were 26
instances of non-compliance with Accounting Standards by the PSUs.

Arrears in accounts and winding up
Particulars Number of | Number of PSUs with [ Number of accounts Period of
PSUs accounts m arrears in arrears arrears
Working PSUs 1 to 9 years
Inactive PSUs 747 5 to 52 years

The Government requires to get the accounts prepared expeditiously and need to
take a decision regarding winding up of the inactive PSUs

Performance Audit relating to State PSU (Non-Power Sector)

Odisha State Seeds Corporation Limited

The Performance Audit of Odisha State Seeds Corporation Limited cover the period
from 2013-14 to 2017-18.

Introduction

Odisha State Seeds Corporation Limited (OSSC) was incorporated (24 February
1978) with the objectives of production, processing, storage and distribution of
certified seeds to the farmers at reasonable price. The share of OSSC in seed
production in the State was 66 per cent during 2013-18.

(Paragraph 4.1 and 4.10)
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OSSC did not adhere to Seed Rolling Plan

In order to achieve the food production targets of the future, enhancement of the
Seed Replacement Rates (SRR)* of various crops was required. Government of
India had approved a Seed Rolling Plan (SRP) for Odisha for the period 2013-17.
The SRP was to be prepared considering the minimum SRR or SRR already
achieved whichever is higher. The Government of Odisha had directed (May 2013)
all seeds producing agencies including OSSC to carry out production as per the SRP.
OSSC, however, failed to fix its production target as per the Seed Rolling Plan
approved by Government of India. OSSC carried out its production programme as
per the annual plan, which was lower than what was envisaged in the SRP during
2013-14 and 2016-18 and failed to achieve its own target.

(Paragraph 4.7)
Seed Replacement Rate

Shortfall in production and distribution of certified seeds by OSSC affected the Seed
Replacement Rate (SRR) of the State. SRR of major crops produced in the State was
below the normative level (33 per cent) as well as national average during all the
years of 2013-18. In case of paddy, though the SRR increased to 36.01 per cent in
2015-16, it again decreased below the normative level during 2016-18.

(Paragraph 4.8)
Shortfall in the production of certified seeds

Against its own target of 35.80 lakh quintals of seeds, actual production of certified
seeds by OSSC was 20.35 lakh quintals during 2013-18. The reasons for shortfall in
production were, (1) actual utilised area for sowing of seeds by growers was less than
the targeted area, (i1) growers participating in the production programme of OSSC
had not supplied all the seeds produced by them to OSSC due to the delay in release
of seeds cost and incentive to growers and non-enforcement of agreement with them
to supply their entire produce. (ii1) OSSC did not have adequate technical manpower
to carry out the production programme (iv) OSSC failed to distribute all its produced
seeds within the validity period of nine months, forcing it to reduce its production
targets.

(Paragraphs 4.11and 4.11.1 to 4.11.4)
Procurement of seeds from outside agencies

As OSSC could not produce seeds within the State, OSSC had procured 1.43 lakh
quintals of seeds from outside agencies during 2013-18. As the procurement price
was higher than the cost of production through growers, OSSC incurred avoidable
expenditure ofX13.03 crore in the procurement of these seeds.

(Paragraph 4.12)
Underutilisation of seed processing plants

Due to insufficient production, there was underutilisation of the processing plants as
compared to installed capacity during all the years. Underutilisation resulted in

2 SRR is the percentage of area sown out of total area of crop planted in a season by using certified

quality seeds other than farm saved seeds
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increase in operational cost. Since the processing cost was higher than the rate fixed
by Government of Odisha it resulted in loss of ¥4.39 crore’ in the processing of
17.47 lakh quintal of seed over a period of five years.

(Paragraph 4.13.1)

Shortfall in storage capacity

OSSC was in need of creation of storage facility for safe storage of seeds. There
was, however, shortfall in storage capacity which ranged between 35.14 per cent
and 52.40 per cent during 2013-16.

(Paragraph 4.13.2)

Quality Control of Seeds

To ensure quality of seeds, OSSC was required to set up quality control laboratories,
engage technical manpower, imparting training to the field level officials, prepare
quality control manual etc. OSSC did not have any quality control department to
look into the quality aspects of the seeds. It had also not framed any quality control
policy/manual for the purpose.

(Paragraph 4.14)
Shortfall in distribution of seeds

One of the main objectives of OSSC was to distribute certified seeds to farmers at
reasonable price and sufficient quantities to support agricultural production
programme of the State. The shortfall in distribution against the indent of
Agriculture Department ranged between 39.25 per cent and 53.82 per cent during
2013-18. The reasons for shortfall in distribution were (i) Agriculture Department
failed to ensure distribution of the seeds as per their indent and (ii) inadequate
marketing efforts by OSSC.

(Paragraph 4.16)
Accumulation and disposal of substandard seeds

As per the approved norm, the validity of the seed certification is only for a period
of nine months. OSSC had incurred a loss of ¥41.60 crore in the disposal of 4.24
lakh quintals of sub-standard seeds during 2013-18, as it failed to distribute the
seeds within the validity period.

(Paragraph 4.17)
Accounts not finalised in time

The Annual account of OSSC was in arrears since 2015-16. Non finalisation of
accounts in time resulted in non availability of authenticated financial position and
working results of the Company to the stakeholders.

(Paragraph 4.19)
Internal Control and Monitoring

There were deficiencies in functioning of Board of Directors and Audit Committee.
The Internal Audit System was inadequate and there were deficiencies in manpower
management and other controls.

(Paragraphs 4.20 and 4.20.1 to 4.20.3)

*  Expenditure incurred (Z17.22 crore) — expenditure recovered (Z12.83 crore)
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PART-B

Departments and Entities ( Other than Public Sector Undertakings) under
Economic Sector

1. Introduction

There are 39 Departments in the State headed by Additional Chief
Secretaries/Principal Secretaries/Commissioner-cum-Secretaries at the Secretariat
level. Directors and Sub-ordinate Officers assist them. Out of 39, 12 Departments
dealt with the Economic Sector. The expenditure of Government of Odisha on
departments under Economic Sector in 2017-18 was 322,333.77 crore and
constituted 25.29 per cent of the total expenditure of ¥88,325 crore incurred during
the year. This Report includes the results of audit of three Departments.

2. Compliance Audit

Execution of project without ensuring availability of water led to unfruitful
expenditure of X33.22 crore

It was observed (March 2018) from the status report of Gohira Irrigation Project that
just before the works were taken up, no water was available for Rabi crop during
2009-11. Further, during 2011-15, the supply of water to command area ranged from
550 to 4,309 ha against the projected 5,700 ha (70 per cent of 8100 ha) indicating
scarcity of water in the dam. Again, the dam was dry during 2016-18. Thus,
execution of project without pre-construction survey and investigation for
availability of water led to unfruitful expenditure 0f333.22 crore.

(Paragraph 2.3)

xiil
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INTRODUCTION
Functioning of State Public Sector Undertakings (Power Sector and Non-Power
Sector)

General

1. State Public Sector Undertakings (PSUs) consist of State Government
Companies and Statutory Corporations. State PSUs are established to carry out
activities of commercial nature keeping in view the welfare of people and occupy an
important place in the State economy. As on 31 March 2018, there were 82 PSUs in
Odisha. These include three* Statutory Corporations and 79 Government Companies
(including 26 inactive government companies’) under the audit jurisdiction of the
Comptroller & Auditor General of India. Of these, only GRIDCO Limited has listed
its debt security on the Bombay Stock Exchange. During the year 2017-18, three
new PSUs® came within the audit jurisdiction of the C&AG of India and three PSUS’
had been withdrawn from audit jurisdiction of C&AG of India. During the year two®
PSUs were struck off from the Register of Companies by the Registrar of
Companies, Cuttack under Section 248(5)° of the Companies Act, 2013.

2. The financial performance of the PSUs on the basis of latest finalised
accounts as on 30 September 2018 is covered in this report. The nature of PSUs and
the position of accounts are indicated in table below:

Table 1: Nature of PSUs covered in the Report

Nature of PSUs Total Number of PSUs for which accounts Number of PSUs for
Number received during the reporting period'® which accounts are in
Accounts | Accounts | Accounts | Total | arrears (total accounts
up to up to up to - in arrear) as on 30
2017-18 2016-17 2015-16 September 2018

Working Government 18 21 09 48 35(61)
Companies''

Statutory Corporations 3 0 03 0 03 03 (03)
Total working PSUs 56 18 24 09 51 38 (64)
Inactive Government 26 0 0 0 0 26 (747)
Companies

Total 82 18 24 09 51 64 (811)

(Source: Compiled based on accounts of PSUs received and database of inactive PSUs maintained
in the AG Office)

Odisha State Financial Corporation, Odisha State Road Transport Corporation and Odisha State
Warehousing Corporation

Inactive PSUs are those which have ceased to carry out their operations

(i) Shamuka Tourism Development Corporation Limited, (ii) Odisha Rail Infrastructure Development
Limited, (iii) IREL IDCOL Limited

(i) Bhubaneswar Puri Transport Services Limited, (ii)) Western Odisha Transport Service Limited, (iii)
Ganjam Urban Transport Service Limited

Kanti Sharma Refractories Limited and Manufacture Electro Limited

Where the Registrar of Companies has reasonable cause to believe that a company is not carrying on any
business or operation for a period of two immediately preceding financial years and has not made any
application within such period for obtaining the status of a dormant company, he shall send a notice to the
company and all the directors of the company, of his intention to remove the name of the company from the
register of companies. At the expiry of the time mentioned in the notice, the Registrar may, unless cause to
the contrary is shown by the company, strike off its name from the register of companies, and shall publish
notice thereof in the Official Gazette, and on the publication in the Official Gazette of this notice, the
company shall stand dissolved

From October 2017 to September 2018

Government PSUs include other Companies referred to in Section 139(5) and 139(7) of the Companies Act
2013
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The working PSUs as per their latest finalised accounts registered an annual
turnover of I25,123.06 crore as on 30 September 2018. The turnover relative to the
State Gross Domestic Product (GDP) (%4, 15,981.68 crore) was 6.04 per cent for the
year 2017-18. The working PSUs together incurred loss 0f¥356.40 crore as per their
latest finalised accounts. As on March 2018, the State PSUs had employed 0.19 lakh
employees (approx). There were 26 PSUs, which were inactive for the period
ranging from last five years to 52 years having an investment 0f 395.96 crore in the
nature of capital (365.30 crore) and long-term loans (%330.66 crore). Inactive PSUs
do not contribute to the economic growth of the State and may require winding up.

Accountability framework

3. The procedures for audit of Government companies are laid down in
Sections 139 and 143 of the Companies Act, 2013. According to Section 2(45) of
the Act 2013, a Government Company means any company in which not less than
fifty one per cent of the paid-up share capital is held by the Central Government or
by any State Government or Governments or partly by the Central Government and
partly by one or more State Governments, and includes a company which is a
subsidiary company of such a Government Company. Besides, any other company
owned or controlled, directly or indirectly, by the Central Government, or by any
State Government or Governments, or partly by the Central Government and partly
by one or more State Governments are referred to in this Report as Government
Controlled Other Companies. Comptroller & Auditor General of India (CAG)
appoints the statutory auditors of a Government Company and Government
Controlled Other Company under Section 139(5) and (7) of the Companies Act,
2013. Section 139(5) of the Companies Act, 2013 provides that the statutory
auditors in case of a Government Company or Government Controlled Other
Company are to be appointed by the CAG within a period of 180 days from the
commencement of the financial year. Section 139(7) of the Companies Act, 2013
provides that in case of a Government Company or Government Controlled Other
Company, the first auditor is to be appointed by the CAG within 60 days from the
date of registration of the Company and in case CAG does not appoint such auditor
within the said period, the Board of Directors of the Company or the members of the
Company have to appoint such auditor. Further, as per Section 143(7) of the Act
2013, the CAG may, in case of any company covered under sub-Section (5) or sub-
Section (7) of Section 139, if considered necessary, by an order, cause test audit to
be conducted of the accounts of such Company and the provisions of Section 19A of
the Comptroller and Auditor General’s (Duties, Powers and Conditions of Service)
Act, 1971 shall apply to the report of such test Audit.

Thus, a Government Company or any other Company owned or controlled, directly
or indirectly, by the Central Government, or by any State Government or
Governments or partly by Central Government and partly by one or more State
Governments is subject to audit by the CAG.

An audit of the financial statements of a Company in respect of the financial years
that commenced on or before 31 March 2014 shall continue to be governed by the
provisions of the Companies Act, 1956.
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Statutory audit

4. The financial statements of the Government Companies (as defined in
Section 2(45) of the Companies Act, 2013) are audited by Statutory Auditors, who
are appointed by the CAG as per the provisions of Section 139(5) or (7) of the Act
2013. The Statutory Auditors submit a copy of the Audit Report to the CAG
including, among other things, financial statements of the Company under Section
143(5) of the Companies Act, 2013. These financial statements are also subject to
supplementary audit by the CAG within 60 days from the date of receipt of the audit
report under the provisions of Section 143(6) of the Act 2013. Audit of Statutory
Corporations is governed by their respective legislations. Out of three Statutory
Corporations, the CAG is sole auditor for Odisha State Road Transport Corporation.
In respect of Odisha State Warehousing Corporation and Odisha State Financial
Corporation, the audit is conducted by Chartered Accountants and supplementary
audit is conducted by the CAG.

Submission of accounts by PSUs

5. Need for timely finalisation and submission

According to Section 394 and 395 of the Companies Act 2013, Annual Report on
the working and affairs of a Government Company is to be prepared within three
months of its Annual General Meeting (AGM) and as soon as may be after such
preparation laid before the Houses or both the Houses of State Legislature together
with a copy of the Audit Report and any comments upon or supplement to the Audit
Report, made by the CAG. Almost similar provisions exist in the respective Acts
regulating statutory corporations. This mechanism provides the necessary legislative
control over the utilisation of public funds invested in the companies from the
Consolidated Fund of the State. Section 96 of the Companies Act, 2013 requires
every company to hold AGM of the shareholders once in every calendar year. It is
also stated that not more than 15 months shall elapse between the date of one AGM
and that of the next. Further, Section 129 of the Companies Act, 2013 stipulates that
the audited Financial Statement for the financial year has to be placed in the said
AGM for their consideration. Section 129(7) of the Companies Act, 2013 provides
for levy of penalty like fine and imprisonment on the persons including directors of
the company responsible for noncompliance with the provisions of Section 129 of
the Companies Act, 2013.

Role of Government and Legislature

6. The State Government exercises control over the affairs of these PSUs
through its administrative departments. The Chief Executive and Directors to the
Board are appointed by the State Government. The State Legislature also monitors
the accounting and utilisation of Government investment in the PSUs. For this, the
Annual Reports together with the Statutory Auditors’ Reports and comments of the
CAG, in respect of State Government Companies and Separate Audit Reports in
case of Statutory Corporations are to be placed before the State Legislature under
Section 394 of the Act 2013 or as stipulated in the respective Acts. The Audit
Reports of the CAG are submitted to the Government under Section 19A of the
CAG’s (Duties, Powers and Conditions of Service) Act, 1971.
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Investment by Government of Odisha in State Public Sector Undertakings

7. The Government of Odisha’s (GoO) financial stakes in the PSUs is mainly of
three types:

e Share capital and loans — In addition to the share capital contribution, GoO
also provides financial assistance by way of loans to the PSUs from time to
time.

e Special financial support — GoO provides budgetary support by way of
grants and subsidies to the PSUs as and when required.

e Guarantees — GoO also guarantees the repayment of loans with interest
availed by the PSUs from Financial Institutions.

8. The sector-wise summary of investment in the PSUs as on 31 March 2018 is

given below:
Table 2: Sector-wise investment in PSUs

Name of Government Statutory Total
sector Companies Corporations R in crore)
Loans
08 - - - 08
05 01 06

Power 3,948.67 11,388.75 | 15,337.42
Finance - - 584.08 570.18 1,154.26
Service 07 04 01 - 12 219.82 15.63 235.45
Infrastructure 12 - - - 12 627.28 689.06 1,316.34
Others 21 22 01 - 44 480.04 103.86 583.90
Total 53 26 03 - 82 5,859.89 12,767.48 | 18,627.37

(Source: Compiled based on information received from PSUs)

The thrust of PSU investment was mainly on power sector during the last five years.
The power sector received investments of ¥6,688.92 crore (83.33 per cent) out of
total investment of ¥8,027.46 crore made during the period from 2013-14 to
2017-18. The investment in various important sectors at the end of 31 March 2014
and 31 March 2018 is indicated in the Chart 1:

"2 Investment includes equity and long term loans
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Chart 1: Sector-wise investment in PSUs
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Keeping in view the relatively high level of investment in Power Sector, the results
of audit of eight Power Sector PSUs is presented in Part I of this report and the
results of audit of the remaining 74 State PSUs (Non-Power Sector) in Part II of the
report.
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PART-I

CHAPTER-I
Functioning of Power Sector PSUs

1. Introduction

1.1 The power sector companies play an important role in the economy of
the State. Apart from providing critical infrastructure required for
development of the State’s economy, the sector also adds significantly to the
Gross Domestic Product (GDP) of the State. The table below provides the
details of turnover of the power sector PSUs and GSDP of Odisha for a period
of five years ending March 2018:

Table 1.1: Details of turnover of power sector undertakings vis-a-vis GSDP of Odisha
(Tin crore)

Turnover 8297.18 8003.66 8325.75 8530.83 9601.63
Percentage change of 22.38 -3.54 4.02 2.46 12.55
Turnover over Previous Year

GSDP of Odisha 2,88,414.31 3,10,810.24 3,32,329.13 3,14,363.78 4,15,981.68
Percentage change of GSDP 11.47 7.77 6.92 -5.41 32.32
over Previous Year

Percentage of Turnover to 2.88 2.58 2.51 2.71 2.31
GSDP of Odisha

(Source: Compiled based on Turnover figures of power sector PSUs and GSDP figures as
per information furnished by Finance Department of Government of Odisha)

In 2017-18 the percentage of the turnover of power sector PSUs relative to
GSDP was 2.31 per cent and was more or less around the same per cent
during the five years. The compounded annual growth"> of GSDP was 9.96
per cent during last five years, while the turnover of power sector PSUs
recorded lower compounded annual growth of 7.20 per cent during the same
period.

1.2 Formation of Power Sector PSUs

Odisha became the first State in India to reform its electricity sector. Odisha
Electricity Reform Act, 1995 setting out the basic framework of the reform
which came into force from 01 April 1996 envisaging restructuring of
electricity industry for rationalisation of generation, transmission, distribution
and supply of electricity. Consequently, Assets and Liabilities belonging to
Odisha State Electricity Board (OSEB) were vested in State Government as on
01 April, 1996 and all loans, subventions and obligation of OSEB towards the
State stood extinguished. OSEB was restructured and corporatised into Grid
Corporation of Odisha Limited (GRIDCO) and Odisha Hydro Power
Corporation Limited (OHPC). GRIDCO took over transmission and
distribution business while OHPC took charge of hydel generation business.

3 Rate of Compounded Annual Growth [[{(Value of 2017-18/Value of 2012-13) ~ (1/5
years)}-11*¥100] where turnover and GSDP for the year 2012-13 were ¥6779.98 crore and
T258744.09 crore respectively.
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Total assets and liabilities of OSEB valued at X3,600.10 crore was apportioned
between GRIDCO (%2,395.90 crore) and OHPC (%1,204.20 crore). Total
apportioned value includes equity of I326.20 crore in GRIDCO and %300
crore in OHPC. The only thermal power company established in November
1984, which was outside the purview of OSEB, with 49 per cent shareholding
of Government of Odisha was disinvested in January, 1999. Pursuant to
enactment of Odisha Electricity Reform (Transfer of Assets, Liabilities
Proceedings and Personnel of GRIDCO to Distribution Companies) Rule
1998, the GoO transferred the distribution assets and properties along with
personnel of GRIDCO to four distribution companies namely Central
Electricity Supply Company of Odisha Limited, North Eastern Electricity
Supply Company of Odisha Limited, Western Electricity Supply Company of
Odisha Limited and Southern Electricity Supply Company of Odisha Limited
with effect from 26 November, 1998 established as wholly owned subsidiaries
of GRIDCO. They were subsequently privatised in April 1999/ September
1999 with disinvestment of 51 per cent shareholding of GRIDCO. They now
function under the distribution and retail supply licence obtained from Odisha
Electricity Regulatory Commission (OERC). They are also not under the
purview of C&AG Audit. In conformity with power vested under Electricity
Act, 2003 the GoO through Odisha Electricity Reforms (Transfer of
Transmission related Activities) Scheme, 2005 vested the transmission
business of the State to a newly incorporated company i.e., Odisha Power
Transmission Corporation Limited (OPTCL) from 01 April, 2005. OPTCL
now discharges the function of State Transmission Utility (STU) as well as
State Load Dispatch Centre (SLDC). Besides these four companies, four'
other power sector companies were incorporated (January 2007 to January
2015) as subsidiary/ joint venture companies of Odisha Power Generation
Corporation Limited (OPGC)/ Odisha Mining Corporation Limited (OMC)/
Power Grid Corporation of India Limited (PGCIL)/ OHPC/ OPTCL. Thus,
there were eight power sector companies in the State as on 31 March 2018. Of
these eight power sector companies, one” company did not commence
commercial activities till 2017-18.

Disinvestment, restructuring and privatisation of Power Sector PSUs

1.3  During the year 2017-18, no disinvestment, restructuring or
privatisation was done by the State Government in the power sector PSUs.

Investment in Power Sector PSUs

1.4  The activity-wise summary of investment in the power sector
undertakings as on 31 March 2018 is given below:

14 Odisha Thermal Power Corporation Limited (January 2007), Kalinga Bidyut Prasaran Nigam Private Limited

(December 2012), Green Energy Development Corporation of Odisha Limited (April 2013) and Odisha Coal
and Power Limited (January 2015)

15 Kalinga Bidyut Prasaran Nigam Private Limited
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Table 1.2:

Generation of Power
Transmission of Power
Distribution of Power
Other'®

Total

Activity-wise investment in power sector PSUs

No. of government Investment (X in crore)

undertakings
4 2611.88 6497.16  9109.04
2 460.08 63822 109830
2 876.71 425337 5130.08
8 3948.67 11388.75 | 15337.42

(Source: Compiled based on information received from PSUs)

As on 31 March 2018, the total investment in eight power sector undertakings
was ¥15,337.42 crore. The investment consisted of 25.75 per cent towards

equity and 74.25 per cent in long-term loans.

Out of the total long term loans of I11,388.75 crore, ¥1,606.54 crore (14.11
per cent) was availed from the State Government and balance %9,782.21 crore

(85.89 per cent) was availed from financial institutions.

The year wise status of investment of GoO in the form of equity and long-term
loans in the four holding power sector PSUs during the period 2013-14 to

2017-18 1s as follows:

Chart 1.1: Total investment of GoO in four power sector PSU as at end of the year
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Total investment — Equity Long term loans by State Government

16 Two power sector undertakings i.e. GRIDCO Limited engaged in business of bulk purchase and bulk sale of
power to the four Distribution Companies inside the State and trading of surplus power through traders to
promote exchange of power with neighbouring states in the country and Odisha Coal and Power Limited for
supply of coal exclusively to OPGC expansion power project at Ib-Thermal Power Station, Banaharpali,

Jharsuguda, Odisha
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Budgetary Support to Power Sector PSUs

1.5  The Government of Odisha (GoO) provides financial support to power
sector undertakings in various forms through annual budget. The summarised
details of budgetary outgo towards equity, loans, grants/subsidies, loans
written off and loans converted into equity during the year in respect of power
sector undertakings for the last three years ending March 2018 are as follows:

Table 1.3: Details of budgetary support to power sector undertakings during the years
(T in crore)

Particulars 2015-16 2016-17 2017-18
Number | Amount | Number | Amount | Number | Amount
of PSUs of PSUs of PSUs

Equity Capital (i) 57.00 352.35 557.69
Loans given (ii) 1 48.75 1 121.66 1 20.00
Grants/Subsidy provided (iii) 2 967.00 1 66.90 1 10.00
Total Outgo (i-+iiHiii) 3 1072.75 5 540.91 4® 587.69
Loan repayment written off 1 30.23 - - - -
Loans converted into equity - - - - - -
Guarantees issued'® - - 1| 1,100.00 - -
Guarantee Commitment'’ 2 1,343.53 1 97118 1 2,836.00

(Source: As per information furnished by PSUs)

# One company i.e., Odisha Power Transmission Corporation Limited received both
equity and grant in 2015-16

$ One company i.e., Odisha Power Transmission Corporation Limited received both
equity and loans in 2017-18

The details of budgetary support towards equity, loans and grants/ subsidies
for the last five years ending March 2018 are given in a graph below:

Chart 1.2: Budgetary support towards Equity, Loans and Grants/Subsidies
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17 Amount represents outgo from State Budget only
18 Government guarantee issued to the PSUs during a particular year
19 Closing balance of Government guarantee in respect of PSUs at the end of a particular year
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The budgetary assistance received by these PSUs ranged between I50 crore
and ¥1,072.75 crore during 2013-14 to 2017-18. The budgetary assistance of
%587.69 crore received during the year 2017-18 included ¥557.69 crore, 320
crore and 10 crore in the form of equity, loan and grants/subsidy respectively.
During 2017-18, subsidy/grant was given for infrastructure assistance to Green
Energy Development Corporation of Odisha Limited (X10 crore).

Government of Odisha extends guarantees as provided under Article 293(1) of
Constitution of India and fixed prescribed limit for such guarantee to PSUs as
per guidelines (November 2002) of Government of Odisha. PSUs seek
financial assistance from Banks and financial institutions, for which guarantee
commission is being charged. The rate is 0.50 per cent on the maximum of the
guarantee sanctioned. Outstanding guarantee commitments of GoO increased
by 192.02 per cent from ¥971.18 crore in 2016-17 to 32,836 crore in 2017-18
as GRIDCO Limited sought additional guarantee commitment from GoO for
loan availed to settle power purchase bills. During the year 2017-18, guarantee
commission 0f¥31.74 crore was paid by the three power sector PSUs.

Reconciliation with Finance Accounts of Government of Odisha

1.6  The figures in respect of Equity, loans and guarantees outstanding as
per records of State PSUs should agree with the figures appearing in the
Finance Accounts of the Government of Odisha. In case the figures do not
agree, the concerned PSUs and the Finance Department should carry out
reconciliation of the differences. As on 31 March 2018, there were differences
in figures in respect of equity, loans and guarantees as stated below:

Table 1.4: Loans outstanding as per Finance Accounts vis-a-vis records of power sector
undertakings
(T in crore)

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

Equity 2,684.35 2,605.49 78.86

Loans 1,603.81 2,589.77 985.96

Guarantees 1,610.26 2,836.00 1,225.74

Total Difference 5,898.42 8,031.26 2,290.56

(Source: Information furnished by PSUs and State Finance Audit Report for the year ended
March 2018)

The differences between the figures are persisting since last many years. The
issue of reconciliation of differences was also taken up with the PSUs/
Departments from time to time.

Submission of accounts by Power Sector PSUs

1.7  There were eight power sector undertakings under the audit purview of
CAG as on 31 March 2018. Accounts for the year 2017-18 were submitted by
seven of these working PSUs by 30 September 2018 as per statutory
requirement. One PSU i.e. Odisha Power Transmission Corporation Limited
submitted its account on 22 October 2018. Details of arrears in submission of
accounts of power sector PSUs as on 30 September of each financial year for
the last five years are given below:

11
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Table 1.5: Position relating to submission of accounts of Power Sector Undertakings

2013-14 | 2014-15 | 2015-16 | 2016-17 | 2017-18
1. 8 8 8 8

Number of PSUs 7

2. Number of accounts submitted 7 7 8 5 12
during current year

3. Number of PSUs which 5 5 6 3 7
finalised accounts for the
current year

4. Number of previous year 2 2 2 2 5
accounts  finalised  during
current year

5. Number of PSUs with arrears 2 2 2 5 1
in accounts

6. Number of accounts in arrears 2 2 2 5 1

7. Extent of arrears 1 year 1 year 1 year 1 year 1 year

(Source: Database of finalisation of accounts maintained in the PAG Office)

The power sector PSUs have been prompt in submission of their annual
accounts and the extent of arrear was only one year in case of one company.

Performance of Power Sector PSUs

1.8  The financial position and working results of eight power sector
companies as per their latest finalised accounts as on 30 September 2018 are
detailed in Annexure-1.

The Public Sector Undertakings are expected to yield reasonable return on
investment made by Government. The total amount of investment in the eight
Power Sector PSUs as on 31 March 2018 was 216,760.72 crore consisting of
%3,948.67 crore as equity, X11,388.75 crore as long-term loans and %1,423.30
crore as grants, subsidies for operational & management expense. Out of this,
investment of GoO in the four holding Power Sector PSUs viz., GRIDCO
Limited, Odisha Hydro Power Corporation Limited, Odisha Power Generation
Corporation Limited and Odisha Power Transmission Corporation Limited for
the period ending 31 March 2018 was I5,495.44 crore consisting of equity of
%2,555.48 crore, long term loans of X1,606.54 crore and grants, subsidies of
%1,279.75 crore.

The rest four are Subsidiary Companies where there is no investment by
Government of Odisha in the form of equity and long term loans which is
made by the concerned Holding Companies. However, Government of Odisha
has invested 386.90 crore in the form of grants, subsidies in one subsidiary
company.

The profitability of a company is traditionally assessed through return on
investment, return on equity and return on capital employed. The Rate of Real
Return on investment is the profit or loss made in a fixed year relating to the
Present Value (PV) of the investment made over the years and is expressed as
a percentage of profit to the PV of total investment. Investment for this
purpose included equity, interest free loans, grants, subsidies for operational
and management expense. Return on capital employed is a financial ratio that
measures the company’s profitability and the efficiency with which its capital
is used and is calculated by dividing company’s earnings before interest and
taxes by capital employed. Return on Equity is a measure of performance
calculated by dividing net profit after tax by shareholders’ fund.
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Rate of Real Return on Investment

1.9  Rate of Real Return on Investment is the percentage of profit or loss to
the Present Value (PV) of total investment. The overall position of
Profit/losses™ earned/incurred by all the power sector PSUs during 2013-14 to
2017-18 is depicted in a Chart 1.3:

Chart 1.3: Profit/Losses earned/incurred by Power Sector PSUs
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The eight power sector PSUs at the aggregate level failed to earn profit and it
was (-) ¥75.81 crore in 2017-18 compared with the profit of I187.44 crore
earned in 2013-14. As per latest finalised accounts for the year 2017-18, out of
eight power sector PSUs, five PSUs earned profit of ¥124.75 crore, two PSUs
incurred loss of 200.56 crore and one PSU had not yet started
operation/commercial production (Adnnexure-1). The top three profit making
companies were Odisha Hydro Power Corporation Limited (398.70 crore),
Odisha Power Transmission Corporation Limited (X17.97 crore) and Odisha
Power Generation Corporation Limited (34.79 crore) while GRIDCO Limited
incurred substantial loss of X197.50 crore. Position of Power Sector PSUs
which earned/incurred profit/loss during 2013-14 to 2017-18 is given below:

Table 1.6: Power Sector PSUs which earned/incurred profit/loss

Financial Number of PSUs Number of PSUs | Number of PSUs which
year which earned which incurred had not started
profits during the loss during the commercial production
ear ear during the year
2013-14 7 4 2 1
2014-15 8 4 2 2
2015-16 8 3 4 1
2016-17 8 5 2 1
2017-18 8 5 2 1

(Compiled based on information received from PSUs)

" Figures are as per the latest finalised accounts during the respective years.
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(a) Rate of Real Return on the basis of historical cost of investment

1.10 Out of eight power sector undertakings four companies are
subsidiary/Joint Venture of other’’ companies and equity in these four
companies are contributed by the concerned holding companies. The
investment in four holding companies consisted of equity, loans, grants,
subsidies for operational & management expenses.

The Rate of Real Return on Investment in the eight PSUs has been calculated
on the investment made in these PSUs in the form of equity, loans and grants,
subsidies for operational & management expense. In the case of loans, only
interest free loans are considered as investment. Since no interest is received
on such loans and are therefore of the nature of equity investment except to the
extent that the loans are liable to be repaid as per terms and conditions of

repayment.

The investment of Government of Odisha, Government of India and others in
these Power Sector PSUs has been arrived at by considering the equity, adding
interest free loans and deducting interest free loans which were later converted
into equity/interest bearing loans for each year, grants, subsidies for
operational and management expenses minus disinvestments.

The investment of GoO, Gol and others as on 31 March 2018 in these eight
power sector PSUs was 215740.70 crore consisting of equity of %3,329.92
crore, long term loans of X10,987.48 crore and grants, subsidies of 31423.30
crore. Out of the released long term loans, X1,112.64 crore were interest free
loans of which ¥766.20 crore was later converted into interest bearing loans.
Thus, considering the net interest free loans of ¥346.44crore (X1,112.64 crore -
%766.20 crore) the investment of GoO, Gol and others in these eight PSUs on
the basis of historical cost stood at ¥5099.66 crore (%3,329.92 crore + 3346.44
crore + X1423.30 crore).

The Rate of Real Return on investment on historical cost basis for the period
2013-14 to 2017-18 is as given below:

Table 1.7: Rate of Real Return on Investment on historical cost basis

Financial Investment by Investment | Investment Total Investment Total Rate of Real
year GoO in form of by Gol in by others in the form of Earnings/ Return on
Equity, interest form of in form of equity, interest Losses™ Investment
free loans and Grants, Equity and free loans and for the (in per cent)
Grants, Subsidies Subsidies Grants, grants/subsidies year  in
on historic cost on historic Subsidies on historic cost crore)
basis ( in crore) cost basis on historic basis (C in crore)
(% in crore) cost basis
(T in crore)
2013-14 2580.98 0.00 293.88 2874.86 187.44 6.52
2014-15 2904.98 0.00 293.88 3198.86 | -1271.99 -39.76
2015-16 3454.63 2.98 293.88 3751.49 95.61 2.55
2016-17 3578.53 2.98 293.88 3875.39 | -170.18 -4.39
2017-18 4268.57 2.98 828.11 5099.66 -75.81 -1.49

(Compiled based on information received from PSUs)

I Odisha Hydro Power Corporation Limited, Odisha Power Generation Corporation Limited,
Odisha Mining Corporation Limited, Odisha Power Transmission Corporation Limited and
Power Grid Corporation of India Limited

2 As per annual accounts of the respective years

14



Functioning of Power Sector PSUs

The Rate of Real Return on investment of the eight power sector PSUs in
2017-18 was negative. Heavy losses of GRIDCO Limited during the above
period (except 2013-14) contributed to overall losses of the power sector.

(b) On the basis of Present Value of Investment

1.11 In view of the significant investment by the Government in the Power
Sector PSUs, Rate of Real Return on such investment is essential. Traditional
calculation of return based only on historical cost of investment may not be a
correct indicator of the adequacy of the Rate of Real Return on the investment
since such calculations ignore the present value of money. The present value
of the investments has been computed to assess the Rate of Real Return on the
present value of investments in the State PSUs as compared to historical value
of investments. In order to bring the historical cost of investments to its
present value at the end of each year up to 31 March 2018, the past
investments/ year-wise funds infused in the State PSUs have been
compounded at the year-wise average rate of interest on government
borrowings which is considered as the minimum cost of funds for the
concerned year. Therefore, Present value (PV) of the investment was
computed where funds had been infused by the State Government, Central
Government and others in the shape of equity, interest free loans, grants,
subsidies for operational and management expenses since inception of these
companies till 31 March 2018. The eight PSUs, however, had a positive rate of
real return on investment only during the year 2013-14 and 2015-16.
Therefore, for the year 2013-14 and 2015-16, the rate of real return on
investment has been calculated and depicted on the basis of PV.

The PV of the investment in power sector PSUs was computed on the basis of
following assumptions:

e The equity infused minus disinvestment and funds made available in the
form of the grants, subsidies for operational & management expenses and
interest free loans have been reckoned as investment for calculating the
Rate of Real Return on Investments. Further, in those cases where interest
free loans given to the PSUs were later converted into interest bearing
loans, the amount of loan converted into interest bearing loan has been
deducted from the amount of interest free loans.

e The average rate of interest on government borrowings for the concerned
financial year” was adopted as compounded rate for arriving at Present
Value since they represent the cost incurred towards investment of funds
for the year and therefore considered as the minimum expected Rate of
Real Return on investments.

For the period 2014-15, 2016-17 and 2017-18 when the eight companies
incurred losses, a more appropriate measure of performance is the erosion of
net worth due to the losses. The erosion of net worth of the companies is
commented upon in Para 1.13.

» The average rate of interest on government borrowings was adopted from the Reports of
the C&AG of India on State Finances (Government of Odisha) for the concerned year
wherein the average rate for interest paid = Interest Payment/ [(Amount of previous year's
Fiscal Liabilities + Current year's Fiscal Liabilities)/2]*100.
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1.12 The company wise position of investment by the State Government in
the eight power sector PSUs in the form of equity, interest free loans, grants
and subsidies for operational & management purpose since inception of these
companies till 31 March 2018 is indicated in Annexure-2.

The total investment of the Government and others in these eight PSUs at the
end of the year 2017-18 was 35099.66 crore consisting of equity ¥3,329.92
crore, grants/subsidies I1,423.30 crore and interest free loans 3346.44 crore.
The PV of investments of the Government and others up to 31 March 2018
worked out to 319,923.24 crore.

As during the years 2013-14 and 2015-16, the eight PSUs earned profit, Rol
by Government and others at historical cost and at present value for these
years are given in table 1.8:

Table 1.8:Real Rate of Return on total investment on Present Value
(Zin crore)

Financial | Investment by | Investment | Investment Total PV of the Total Rate of Rate of
year GoO in form by Gol in by others Investment in total Earnings/ Real Real Return
of Equity, form of in form of the form of investment at Losses™ Return on on total
interest free Grants, Equity and equity, interest end of the for the total investment
loans and Subsidies Grants, free loans and year year Investment | considering
Grants, on historic Subsidies grants/subsidies on PV of the
Subsidies on cost basis on historic on historic cost historical investments
historic cost (T in crore) cost basis basis X in cost basis (in per cent)
basis (¥ in (T in crore) crore) (in per
crore) cent)
2013-14 2,580.98 0.00 293.88 2,874.86 13,352.04 187.44 6.52 1.40
2015-16 3,454.63 298  293.88 3,751.49  15,946.71 95.61 2.55 0.60

(Compiled based on information received from PSUs)

It is evident from the table that the rate of real return on total investment
computed on the present value is very low (1.40 per cent 2013-14, 0.60 per
cent 2015-16) even in the years when the eight Power sector PSUs had
positive earnings. A return of 6.52 per cent and 2.55 per cent calculated on
historical cost basis would therefore be a distortion and does not reflect the
correct picture. Effectively, while the PV of total investment at the end of
2013-14 was X13,352.04 crore its rate of real return was 1.40 per cent and at
the end of 2015-16 when it was 315,946.71 crore the rate of real return was
even lower at 0.60 per cent.

Erosion of Net worth

1.13  Net worth is the company’s sum total of the paid-up capital and free
reserves and surplus minus accumulated losses and deferred revenue
expenditure. Essentially it is a measure of what an entity is worth to the
owners. A negative net worth indicates that the entire investment by the
owners has been wiped out by accumulated losses and deferred revenue
expenditure. Of the eight Power Sector PSUs, the net worth of GRIDCO
Limited had fully eroded (X -3,853.75 crore).

The State Government continued to provide financial support to four holding
power sector PSUs by infusing substantial equity during the period 2013-18.

" As per annual accounts of the respective years
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Functioning of Power Sector PSUs

Despite infusion of substantial capital, the accumulated losses of these power
sector PSUs increased from I604.89 crore in 2013-14 to %2,537.16 crore in
2017-18.

Dividend Payout

1.14  The State Government had formulated (December 2011) dividend
policy under which all profit making PSUs are required to pay annual dividend
of 20 per cent of the State Government equity or 20 per cent of the profit after
tax, whichever is higher. The minimum dividend payout in respect of PSUs in
the mining and power generation sector should be 30 per cent of profit after
tax. Subsequently, GoO issued revised (February 2016) guideline for payment
of dividend at the rate of 30 per cent for all PSUs. Dividend payout relating to
four Power Sector Undertakings where equity was infused by GoO during the
period is shown in Table 1.9:

Table 1.9: Dividend Payout of four Power Sector PSUs during 2013-14 to 2017-18
R in crore)

Total PSUs where PSUs which earned PSUs which Dividend
equity infused by profit during the declared/paid dividend Payout
GoO during the year Ratio

Number | Equity Number Equlty Number Dividend (%)
of PSUs infused of PSUs infused of PSUs | declared/paid
by GoO by GoO by PSUs

8=7/5*%100
14 4 1400.59 4 1400.59 2 35.39 2.53
15 4 1469.59 3 892.88 2 18.89 2.12
16 4 1818.44 3 1241.73 2 23.43 1.89
17 4 1875.44 3 1298.73 2 41.19 3.17
18 4 2555.48 3 1978.77 2 35.92 1.82

(Compiled based on information received from PSUs)

In 2013-14, four PSUs and during the period 2014-15 to 2017-18, three PSUs
earned profits. Out of which two PSUs (Odisha Hydro Power Corporation
Limited and Odisha Power Generation Corporation Limited) declared/paid
dividend to GoO. Though other two PSUs viz. GRIDCO Limited and Odisha
Thermal Power Corporation Limited earned profit they did not declare
dividend contrary to Government guidelines.

The Dividend Payout Ratio during 2013-14 to 2017-18 was very nominal
which ranged between 1.82 per cent and 3.17 per cent. Further, the Dividend
Payout Ratio reduced from 2.53 per cent in 2013-14 to 1.82 per cent in
2017-18 due to increase in infusion of equity by GoO.

Return on Equity

1.15 Return on Equity (RoE) is a measure of financial performance to
assess how effectively management is using company’s assets to create
profits. It is calculated and expressed as a percentage by dividing net
income (i.e. net profit after taxes) by shareholders' fund.

Shareholders’ fund of a company is calculated by adding paid up capital and
free reserves net of accumulated losses and deferred revenue expenditure and
reveals how much would be left for a company’s stakeholders if all assets
were sold and all debts paid. A positive shareholders’ fund reveals that the
company has enough assets to cover its liabilities while negative shareholders’
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equity means that liabilities exceed assets. RoE has been computed in respect
of all power sector PSUs which included the holding and subsidiary
companies.

The RoE in Power Sector PSUs has shown extremely divergent trends. It was
positive in 2013-14 and 2015-16 at 13.46 per cent and 15.69 per cent,
respectively. However, it became negative in 2014-15, 2016-17 and 2017-18
ranging from (-) 4.3 per cent to (-) 336.93 per cent. The main reason for this
negative RoE was the huge losses by GRIDCO Limited in these years.

Return on Capital Employed

1.16 Return on Capital Employed (RoCE) is a ratio that measures a
company's profitability and the efficiency with which its capital is employed.
RoCE is calculated by dividing a company’s earnings before interest and taxes
(EBIT) by the capital employed™. The details of RoCE of all the eight power
sector undertakings during the period from 2013-14 to 2017-18 are given in
table below:

Table 1.10: Return on Capital Employed

EBIT R in crore) Capital Employed R in crore) RoCE (%)

2013-14 1,096.65 8,185.34 13.39
2014-15 216.15 5,495.39 3.93
2015-16 973.31 7,235.68 13.45
2016-17 764.41 7,758.16 9.85
2017-18 609.56 13,151.47 4.63

(Compiled based on information received from PSUs)

During 2017-18, the RoCE of all the Power Sector PSUs was 4.63 per cent
due to decrease in EBIT and increase in capital employed.

Analysis of long-term loans of the Companies

1.17 The analysis of the long term loans of the companies which had
leverage™® during 2013-14 to 2017-18 was carried out to assess the ability of
the companies to service the debt owed by the companies to Government,
banks and other financial institutions. This is assessed through the Interest
coverage ratio and Debt Turnover Ratio.

Interest Coverage Ratio

1.18 Interest coverage ratio is used to determine the ability of a company to
pay interest on outstanding debt and is calculated by dividing a company's
Earnings Before Interest and Taxes (EBIT) by interest expenses of the same
period. The lower the ratio, the lesser is the ability of the company to pay
interest on debt. An interest coverage ratio of below “1” indicates that the
company was not generating sufficient revenues to meet its expenses on
interest. The details of interest coverage ratio in those power sector companies
which had interest burden during the period from 2013-14 to 2017-18 are
given in table below:

2 Capital employed = Paid up share capital + free reserves and surplus + long term loans -

accumulated losses - deferred revenue expenditure. Figures are as per the latest year for
which accounts of the PSUs are finalised.

% Leverage means the amount of debt a firm uses to finance assets.
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Table 1.11: Interest coverage ratio

Interest Earnings Number of Number of Number of Number of
Rin before PSUs having companies companies companies
crore) | interest and | liability of loans having having for which
tax (EBIT) from interest interest interest
®in crore) | Government and coverage coverage coverage
Banks and other ratio more ratio less ratio was
financial than 1 not
institutions calculated”’
2013-14  837.45  1096.65 4 3% - 1%
2014-15 | 567.78 216.15 4 2% 1! 1%
2015-16 = 718.09 973.31 5 4% 1% -
2016-17 = 810.23 764.41 5 4! 1% -
2017-18  646.91 609.56 5 3% 1% 1

(Compiled based on information received from PSUs)

It was observed that the number of power sector companies with interest
coverage ratio of more than one ranged between two and four during 2013-14
to 2017-18.

Debt-Turnover Ratio

1.19 During the last five years, the turnover of the eight power sector
undertakings recorded compounded annual growth of 3.72 per cent and
compounded annual growth of debt was 19.64 per cent due to which the Debt-
Turnover Ratio deteriorated from 0.67 in 2013-14 to 1.19 in 2017-18 as given
in table below:

Table 1.12: Debt Turnover ratio relating to the Power Sector PSUs
(T in crore)

Debt from Government/ Banks 5556.40 @ 5117.87 6626.12 7395.68 | 11388.75
and Financial Institutions

Turnover 8297.18 | 8003.66 8325.75 8530.83 9601.63
Debt-Turnover Ratio 0.67:1 0.64:1 0.80:1 0.87:1 1.19:1

(Source: Compiled based on information received from PSUs)

Comments on Accounts of Power Sector PSUs

1.20 Eight power sector companies forwarded 12 audited accounts for the
years 2016-17 and 2017-18 to the Principal Accountant General during 1
October 2017 to 30 September 2018. All 12 accounts were selected for
supplementary audit. The Audit Reports of Statutory Auditors and

7 Interest coverage ratio could not be calculated as the interest expenses for the year has

been capitalised by the company
* GRIDCO Limited, Odisha Hydro Power Corporation Limited and Odisha Power
Transmission Corporation Limited
Odisha Power Generation Corporation Limited
Odisha Hydro Power Corporation Limited and Odisha Power Transmission Corporation
Limited
*' GRIDCO Limited
2 Odisha Hydro Power Corporation Limited, Odisha Power Transmission Corporation
Limited, Odisha Power Generation Corporation Limited and Green Energy Development
Corporation of Odisha Limited
Odisha Hydro Power Corporation Limited, Odisha Power Transmission Corporation
Limited and Odisha Power Generation Corporation Limited
** Odisha Coal and Power Limited

29
30

33
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supplementary audit conducted by the CAG indicated that the quality of
accounts needs some improvement. The details of aggregate money value of
the comments of Statutory Auditors and the CAG for the accounts of 2015-18
are as follows:

Table 1.13: Impact of audit comments on Power Sector Companies
(T in crore)

Sl. Particulars 2015-16 2016-17 2017-18
No. No. of | Amount | No. of | Amount No. of Amount
accounts accounts accounts

1. | Decrease in profit 2 49. 24 0.48 417.12

2. | Increase in profit 0 1 15.85 2 39.03

3. | Increase in loss 3 342.03 1 221.47 Nil Nil

4. | Decrease in loss 0 0 0 0 0 0

5. | Non-disclosure of 1 85.13 Nil Nil 1 6.00
material facts

6. | Errors of classification Nil Nil Nil Nil Nil Nil

(Source: Compiled from comments of the Statutory Auditors/ C&AG in respect of
Government Companies.)

During the year 2017-18, the Statutory Auditors had issued certification with
qualification for all the 12 accounts. Compliance to the Accounting
Standards by the PSUs remained poor as the Statutory Auditors pointed out
seven instances of non-compliance to the Accounting Standards in three
accounts of three PSUs.

Compliance Audit Paragraphs

1.21 For Part-I of the Report of the Comptroller and Auditor General of
India for the year ended 31 March 2018, six compliance audit paragraphs were
issued to the Secretary of Department of Energy with request to furnish replies
within six weeks. Replies in respect of all these audit paragraphs were
received from the State Government and suitably incorporated in this report.
The total financial impact of the compliance audit paragraphs is X83.79 crore.

Follow up action on Audit Reports

1.22 The Report of the Comptroller and Auditor General of India is the
product of audit scrutiny. It is, therefore, necessary that the executive
furnishes  appropriate and timely response. The Finance Department,
Government of Odisha issued (December 1993) instructions to all
Administrative Departments to submit replies/explanatory notes to
paragraphs/performance audits included in the Reports of the CAG of India
within a period of three months after their presentation to the Legislature, in
the prescribed format, without waiting for any questionnaires from the
Committee on Public Undertakings (COPU). Explanatory notes to nine
Paragraphs/Performance Audits in respect of Department of Energy were
awaited (September 2018). The details are given in Table 1.14.
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Table No.1.14: Explanatory notes pending in respect of power sector PSUs (as on 30
September 2018)

Year of the Audit | Date of placement Total power sector Number of power
Report (PSUs) of Audit Report in Performance Audits sector PAs/

the State (PAs) and Paragraphs | Paragraphs for which
Legislature in the Audit Report explanatory notes
were not received

Paragraphs PAs
3 3

2013-14 24 August 2015 0 0

2014-15 26 September 2016 1 1 1 1

2016-17 26 March 2018 0 4 0 4
Total -- 1 8 1 8

(Source: Database maintained in the PAG Office)
Discussion of Audit Reports by COPU

1.23 The status of power sector Performance Audits and Paragraphs that
appeared in Audit Reports (PSUs) and those discussed by the COPU as on 30
September 2018 was as under:

Table No.1.15: Power sector Performance Audits/ Paragraphs appeared in Audit
Reports vis-a-vis discussed as on 30 September 2018

Period of Audit Number of power sector Performance Audits/ Paragraphs

Report Appeared in Audit Reports Discussed
2008-09 1 5.5 0 5.5
2009-10 1 5 0 5
2010-11 0 1 0 1
2011-12 1 6 1 6
2012-13 1 3 1 3
2013-14 0 3 0 0
2014-15 1 1 0 0
2015-16 0 3 0 0
2016-17 0 4 0 0
Total 5 31.5 2 20.5

(Source: Database maintained in the PAG Office)

Committee on Public Undertakings was apprised of the pendency in the
discussion of Audit Report Paragraphs in their first meeting (April 2017).
During 2017-18, CoPU had not discussed any paragraphs in the Audit Report
relating to power sector PSUs.

Compliance to Reports of Committee on Public Undertakings (CoPU)

1.24  There were no Action Taken Notes (ATNs) pending from Department
of Energy.
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CHAPTER-II

|

. Compliance Audit Observations

Important audit findings emerging from test check of transactions of the State
Government Companies are included in this Chapter.

GRIDCO Limited

Extra expenditure

Avoidable payment of interest to banks 316.76 crore

2.1 The interest rate mechanism for extending loans and advances by
commercial banks is fixed by Reserve Bank of India (RBI). In terms of RBI
guidelines (April 2010), all rupee loans sanctioned after July 2010 would be
priced with reference to Base Rate™.

GRIDCO Limited (GRIDCO) is engaged in purchase of power from
generators for sale to the Power Distribution Companies (DISCOMs).
GRIDCO availed term loans covering a period of 48 months to 60 months
since 2012-13 from commercial banks from time to time to meet bills of
generators. Sixteen term loans amounting to 32,433.94 crore were outstanding
with eight commercial banks as of April 2016. Agreement with banks
envisaged payment of interest at the applicable Base Rate.

The RBI in their direction dated 29 March 2016 revised the interest rate from
Base Rate to Marginal Cost of funds based Lending Rate (MCLR)*® to be
applicable from 1 April 2016. The individual banks would publish the MCLR
monthly, quarterly, half-yearly and annually. The guidelines further envisaged
that the existing borrowers would have the option to move to MCLR linked
loans. Thus, GRIDCO had the opportunity of re-phasing loans under MCLR.

It was observed that interest rate of banks under MCLR was lower than those
under the Base Rate. The Base Rate of interest payable by GRIDCO was 9.90
per cent to 10.45 per cent whereas the applicable MCLR rate was 8.4 per cent
to 10.25 per cent from April 2016. GRIDCO would not incur any extra cost
for switching over to MCLR. As such, the cost of loans became cheaper after
introduction of MCLR in April 2016. GRIDCO did not take any action during
April 2016 to January 2017 to negotiate with the banks to move to MCLR
linked loans in respect of existing loans on the ground that they were not
aware of the RBI notification of March 2016. It, however, took
delayed action in February 2017 and requested the banks to change the interest
rates to MCLR to reduce the interest. The banks accepted the proposal of
GRIDCO during April to October 2017 after a gap of 79 to 239 days. As such,
there was a delay of 299 to 314 days on the part of GRIDCO to avail lower
rate of interest on the outstanding loans worth 32,433.94 crore. The delay was

> Base Rate was minimum interest rate of a bank below which it was not viable to lend.

" The marginal cost of funds based lending rate (MCLR) refers to the minimum interest rate
of a bank below which it cannot lend, except in some cases allowed by the RBI. It is an
internal benchmark or reference rate for the bank
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due to late action by GRIDCO to apply to the banks to move to MCLR linked
terms. GRIDCO incurred avoidable payment of interest worth I16.76 crore for
such delay.

Government replied (August 2018) that there was no scope for GRIDCO to
know such development as the issue was internal to all scheduled commercial
banks. They further stated that after a lot of enquiry and persuasion with the
banks, it was known that the existing term loans could be replaced with
MCLR linked loans. The fact, however is that the direction (March 2016) of
RBI to move to MCLR based loan was issued in the public interest which was
available on the website of RBI and thus not internal to the commercial banks.

Thus, delayed action on the part of GRIDCO to link interest rate to MCLR
resulted in avoidable expenditure worth X16.76 crore towards interest.

Loss of revenue

2.2 Government of Odisha (GoO) had signed Memorandum of
Understanding (MoU) with Independent Power Producers®” (IPPs) to set up
power plants and generate power. IPPs were required to allocate certain
portion of power generated from the plant to the State at a price inclusive of
fixed cost and variable cost determined by Odisha Electricity Regulatory
Commission (OERC). GRIDCO Limited (GRIDCO) which was the
designated power purchaser for the State was to buy power from the IPPs.

An IPP signed (September 2006) an MoU with GoO for setting up a thermal
power plant. The plant consisted of four units, each having an installed
capacity of 600 Mega Watt (MW). Accordingly, IPP signed (September 2006)
Power Purchase Agreement (PPA) with GRIDCO which was subsequently
modified (August 2009/December 2012). The MoU and PPA infer alia
provided the following terms and conditions:

» The State share from the plant would be up to 25 per cent of 2400 MW
1.e., 600 MW. IPP was to make available the entire power generated from
its first unit (Unit-2) having 600 MW capacity to GRIDCO at a price
decided by OERC. Accordingly, the Unit-2 was declared as the unit
dedicated to the State as per the PPA. Further, such supply of power from
Unit-2 would never be less than 25 per cent of total generation from all the
units. In addition to this, five per cent of power sent out from the plant
consisting of all the four units of 2400 MW was to be made available to
GRIDCO at variable cost. The plant was to operate at 85 per cent Plant
Load Factor (PLF)*®.

37" An Independent Power Producer is an entity which generates electric power for sale to
utilities and end users

¥ In the electricity industry, load factor is a measure of the output of a power plant compared
to the maximum output it could produce. Plant Load Factor is determined with respect to
installed capacity of power plant.
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Unit-2 of the plant was commissioned in November 2010 and the rest three
units were commissioned during 2011-12. Mahanadi Coalfields Limited
(MCL) supplied coal for the plant under coal linkage policy of Gol. The
quantum of coal supply to Unit-2 was determined by Ministry of Coal
considering the normative operation at 85 per cent PLF. IPP signed (August
2013) Fuel Supply Agreement (FSA) with MCL. In terms of the FSA with
MCL, IPP had to utilise the coal for generation of power at Unit-2 and supply
the entire power to GRIDCO.

Considering the terms and conditions of the PPA, OERC had determined
(March 2014/March 2015/March 2016)13438.53 MU of power to be made
available to GRIDCO by IPP during 2014-15 to 2016-17.

Following was observed:

1)  IPP had lifted coal ranging from 85 per cent to 91 per cent of Gol allotted
quantity (25.70 lakh MT) during 2014-15 to 2016-17 to meet the
normative operation of Unit-2. They were to generate and supply 13438.53
MU by operating the unit at the normative level of 85 per cent PLF. IPP,
however, supplied 9,910.54 MU (73.75 per cent) of power operating the
plant at 62.68 per cent of PLF leading to shortfall of 3,527.99 MU*’ (26.25
per cent).

i1)  GRIDCO had also never analysed the reasons for non-supply of State
entitled power by IPP. They had only from time to time requested IPP to
supply the entitled quantity. The details of operation of plant deviating
from Gol/OERC norm and details of utilisation of linkage coal by IPP
were not obtained by GRIDCO.

ii1)  The PPA with IPP did not provide for an enabling clause for imposition of
penalty. By virtue of the minutes of meeting (November 2016) GRIDCO
was entitled to levy penalty on IPP for short supply of power. GRIDCO,
however, imposed penalty only from 2017-18 for the quantum of power
not injected as per State entitlement. No reasons were provided for non-
imposition of penalty for the period from 2014-15 to 2016-17.

Government stated (September 2018) that OERC while finalising tariff had
considered normative operational figures instead of actual trend of supply. The
actual generation from Unit-2 was purchased from IPP during 2014-15 to
2016-17. The reply was not acceptable as Unit-2 of IPP was operated at 62.68
per cent PLF against norm of 85 per cent leading to non-supply of 3,527.99
MU power to the State.

ailure to enforce supply of infirm power as per agreed terms by

GRIDCO from JITPL resulted in loss of revenue worth 3¥56.73 crore

2.3 Government of Odisha signed (September 2006) an MoU with M/s
Jindal India Thermal Power Limited (JITPL) for setting up of 1800 MW
power plant (600 MW x 3). GRIDCO had signed a Power Purchase
Agreement (PPA) with JITPL on 28 September 2006 which was subsequently

% GRIDCO Limited suffered loss of revenue of ¥351.95 crore due to shortfall in supply of
3527.99 MU of power by Vedanta Limited.
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amended on 05 January 2011 and 23 July 2013. As per Odisha Grid Code,
every power company had to declare the Date of Commercial Operation
(COD) of their units. A thermal power unit undergoes trial run for some days
to achieve continuous power generation after which COD is declared. Power
generated during the period of trial run to COD is the infirm power. Unit-1 of
JITPL started trial run and commercial operation on 28 March 2014 and 19
April 2015 respectively.

As per terms and conditions of MoU and PPA, the entire infirm power was to
be made available to GRIDCO. Power was to be delivered by JITPL from
their plant to a Grid substation through a dedicated transmission line. JITPL
was also responsible for construction of the line.

The following were observed in this regard:

e During March to May 2014, JITPL generated 53.88 MU of infirm power
from Unit-1 and despatched it outside the State. Similarly, during June
2014 to April 2015, JITPL supplied only 55.58 MU to GRIDCO out of
355.82 MU infirm power generated. The remaining power was
despatched outside the State. As against 100 per cent of infirm power to
be supplied to GRIDCO, JITPL did not supply 354.12 MU (86.43 per
cent) of infirm power generated during the above period.

e JITPL had also not constructed the dedicated transmission line (October
2018) for supply of State entitled power. GRIDCO was drawing power
from JITPL plant through a transmission line of another agency. This had
enabled JITPL to supply less power to GRIDCO. GRIDCO had, however,
not included suitable penal clauses in the PPA in case of failure of JITPL
to supply power entitled to the State.

e Due to short supply of power by JITPL, GRIDCO had to procure 242.90
MU power from the market at a higher cost of ¥38.32 crore compared to
agreed rate with JIPTL.

e GRIDCO was also State designated authority to sell surplus power outside
the State. There was scope for GRIDCO to sell the balance 111.22 MU
(354.12 — 242.90 MU) of surplus power at a rate ranging from 33.51 to
%5.08 per unit outside the State as there was surplus power available in the
State. Considering the procurement cost of GRIDCO at the rate of I1.75
per unit from JITPL, GRIDCO lost the opportunity to earn revenue worth
%29.66 crore.

e  Thus, failure of GRIDCO to enforce supply of 354.12 MU of power from
JITPL between March 2014 to April 2015 resulted in loss of revenue
worth 67.98 crore (338.32 crore + X29.66 crore). The infirm power that
was required to be supplied to GRIDCO was sold by JITPL outside the
State. In a joint meeting dated 13 July 2016, JITPL agreed that revenue
earned by them by selling the power in the market would be refunded to
GRIDCO after adjusting cost of power applicable to GRIDCO.
Accordingly, JITPL refunded X11.25 crore to GRIDCO. As such, in the
entire transaction from March 2014 to April 2015, GRIDCO sustained a
loss 0f56.73 crore (367.98 crore - X11.25 crore).
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Government stated (September 2018) that, GRIDCO had no right over the
entire 354 MU of infirm power except 12 per cent i.e. 43 MU only. Further,
GRIDCO had also not anticipated for (i) non-compliance in power supply by
the IPP or (i1) recovery of compensation thereof at the time of execution of
PPA.

The reply is not based on fact as in terms of clause 1 (i1) of MoU with GoO
and clause 2.2.2 of PPA, GRIDCO had the right to obtain the entire infirm
power (409.70 MU) from JITPL, which was not ensured. GRIDCO could not
safeguard the interest of the State and also failed to penalise JITPL through
inserting a suitable penal clause in the PPA for their failure to supply State
entitled power.

Odisha Hydro Power Corporation Limited

Loss of revenue

Failure to submit appropriate shutdown period to OERC resulted in
short recovery of capacity charges of ¥4.42 crore

24 Odisha Hydro Power Corporation Limited (OHPC) is engaged in
generation of hydro power in Odisha through six hydro power stations
including Hirakud Hydro Electric Project (HHEP). Power generated from
HHEP was sold to GRIDCO Ltd through tariff determined by Odisha
Electricity Regulatory Commission (OERC). In terms of OERC Regulations
2014, OHPC had to submit an annual Aggregate Revenue Requirement
(ARR)™ to OERC for determination of tariff. The ARR envisaged that annual
fixed cost of a power station would be recovered as capacity charges and
energy charges. The annual capacity charges are recovered in proportion to the
available installed capacity of the power station.

In terms of OERC order (November 2010), the installed capacity of a plant
would be reduced to the extent of number of days required for carrying out
capital maintenance work. Further, OERC order (May 2012) also stated that,
“the (power) generator should not suffer from non-recovery of capacity
charges due to capital maintenance”. As such, OHPC had to submit in advance
the proposed period of capital maintenance in their ARR for deduction from
the installed capacity.

For the year 2015-16, OHPC had submitted ARR application in November
2014 mentioning capital maintenance period/shutdown period as 198 days for
Unit-2 of HHEP. The maintenance work was to be carried out during 2015-16
and 2016-17. The number of days approved was also not revised during tariff
approval for the year 2015-16, 2016-17 and 2017-18. The ARR for the year
2015-16 was approved by OERC through tariff order issued on 23 March
2015.

40" ARR means revenues that a generating utility is allowed to collect through rates, to recover
its expected reasonable expenses and allow it an opportunity to earn a reasonable return on
its prudent and useful investments in assets used to provide utility service.
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It was, however, seen that:

OHPC had earlier told (December 2011) Original Equipment
Manufacturer (OEM)* to rectify certain problems in Unit-2 of HHEP. As
such, an offer was made by OEM (April 2013) to complete the proposed
renovation work which was subsequently revised during February 2014.
The proposal of OEM was in two parts i.e. for supply of materials and
service/repair of the unit. During the supply period, the plant was not
required to be shutdown. Whereas, during the period of service/repair, the
plant was required to be shutdown.

The OEM in its revised offer (February 2014) proposed 330 days for the
service/repair work, including 180 days for the optional work. The work
order was issued (July 2014) to the OEM covering both mandatory and
optional works based on revised proposal.

As such, by the time OHPC submitted the ARR, it had the knowledge of
the proposed repair period during which the plant would remain under
shutdown. While submitting (November 2014) the ARR for the year
2015-16, however, OHPC proposed the shutdown period as 198 days
only. This included 48 days required for OHPC before and after handing
over the unit to the OEM for the repair work. While submitting the ARR
OHPC also ignored the proposed 180 days required for optional work in
Unit-2.

The repair and renovation work took 344 days as it commenced on 22
July 2016 and completed on 30 June 2017. OEM carried out both the
mandatory and optional work as per the instruction of OHPC.

OERC had approved the annual capital maintenance programme for the
unit for 198 days as per the proposal of OHPC. OHPC was required to
propose 330 days as per the proposal of OEM for service/repair work
instead of 198 days. As a result, the installed capacity of the station was
inflated by 146 days. OHPC could not recover I4.42 crore towards
capacity charges from 04 February 2017 to 30 June 2017.

Government stated (September 2018) that it was not possible to ascertain
exact quantum of work and period before dismantling the machine. It also
stated that the optional works would be carried out parallelly with the
mandatory works. The reply was not acceptable as the optional work was
started only in February 2017, seven months after carrying out the mandatory
work. As against this, the OEM had proposed 330 days for carrying out the
entire work including 180 days for optional works.

Thus, failure to submit appropriate shutdown period to OERC resulted in short
recovery of capacity charges ofI4.42 crore.

41 M/s Alstom India Limited
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Loss of revenue

Belated action to replace Generator Transformer resulted in loss o
4.05 crore

2.5 The Hirakud Hydro Electricity Project (HHEP) of Odisha Hydro
Power Corporation Limited (OHPC) produces power through its seven units.
Each unit is provided with a power generator and a Generator Transformer
(GT)*. Power generated in the station is sold to GRIDCO Limited at the tariff
determined by the Odisha Electricity Regulatory Commission (OERC).

OHPC decided (August 2012) to keep a spare GT of adequate capacity in
order to avoid shutdown of plant and consequent loss of generation.

Accordingly, OHPC procured (August 2014) a spare GT to act as a standby.
The guarantee period was two years from the date of commissioning. The
terms and conditions of procurement gave OHPC an option to replace or
rectify any defect and recover the extra cost plus fifteen per cent from the
supplier, if the defect was not rectified by supplier within 30 days of
intimation. The GT was kept as a spare till March 2015. After procurement, it
was commissioned in Unit-7 in April 2015.

The newly installed GT developed a fault and Unit-7 remained under
shutdown from 21 February 2017. The defect was intimated to the supplier on
02 March 2017 and the service engineer of the supplier verified it on 04 March
2017. He intimated (10 March 2017) that the GT could not be rectified at site.
Contrary to the guarantee conditions, the supplier initially did not accept the
responsibility to rectify the defect. After a delay of 171 days, however, it
agreed (25 September 2017) to repair the transformer free of cost as per
guarantee clause.

OHPC, however, had one spare GT in good condition in Unit-5. OHPC had
planned (March 2016) to shutdown the Unit-5 from October 2016 for
renovation and modernisation. The shutdown period was approved by OERC
for 21 months.

Considering the delay in repair of GT in Unit-7, OHPC decided (May 2017) to
utilise the spare GT of Unit-5 for Unit-7. OHPC floated tender (May 2017)
and issued (July 2017) work order to another firm for dismantling and shifting
the GT from Unit-5 to Unit-7. The GT was shifted and replaced on 29 August
2017. Generation from Unit-7 commenced thereafter.

It was observed that:
e OHPC was well aware (March 2017) of delay in repair of GT in Unit-7 as

it could not be rectified at site. Further, the supplier had also delayed
transporting the transformer to their site (January 2018).

e Unit-5 was planned to be renovated from October 2016. As such
availability of spare GT in Unit-5 was known to OHPC.

> GT is an electrical device which connects the power station to the transmission line
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e OHPC, however, did not take action in March 2017 to shift the GT of
Unit-5 to Unit-7 to start generation. It belatedly floated tender for the
work on 30 May 2017, after a delay of 80 days. OHPC took another 91
days to place the work order.

. This resulted in non-operation of Unit-7 for a period of 80 days. Due to
this shutdown, OHPC incurred a loss of revenue of 34.05 crore®.

Thus due to belated action to replace Generator Transformer of Unit-7, OHPC
incurred loss 0f34.05 crore.

Government in its reply (September 2018) stated that, OHPC could not take
immediate action of dismantling and removal of the faulty GT as it could have
violated the warranty clause. The reply was not acceptable as OHPC had
already placed work order with another party for dismantling and shifting of
GT in July 2017 without the consent of the supplier. Also, OHPC had an
option to replace or rectify any defect in the procurement if the supplier had
not rectified it within 30 days. It was OHPC that did not exercise the said
option and incurred loss 0f ¥4.05 crore on account of shutdown of 80 days.

Odisha Power Generation Corporation Limited

Extra expenditure

mproper sub rephasement application

for the expansion of power project led to avoidable payment of 1.83

Dre toward WV d 1arge

2.6  Odisha Power Generation Corporation Limited (OPGC) commissioned
and operated two thermal power generation units (Unit-1 and 2) from 1995-96.
Further, it also proposed (June 2008) to construct and operate another two
units (Unit-3 and 4) from 2014-15. The construction of Unit 3 and 4 was
delayed due to change in the configuration of the project and delay in
finalisation of terms and conditions for sale of power. The construction work
started in March 2014. The units are still under construction.

Water is one of the key input requirements for thermal power generation.
Water is also required for construction work. OPGC had been drawing water
allocated by Water Resources Department of Government of Odisha (GoO)
from the Hirakud reservoir. As required under Odisha Irrigation Amendment
Rule 2010, OPGC had executed an agreement with Water Resources
Department, GoO in November 2013 for drawing of water. The agreement
was valid till June 2016. As per agreement, OPGC was allocated monthly
fixed quantum of 12.26 cusecs of water for Unit 1 and 2. In addition to this,
GoO also allocated water for construction purpose of Unit-3 and 4 in a phased
manner. As such the monthly allocation for unit-3 and 4 was 1.96 cusecs,
19.62 cusecs and 40.72 cusecs during January 2013 to June 2016, July 2016 to
March 2017 and April 2017 onwards respectively anticipating timely

* Loss of generation due to slippage of water: 20389000 unit calculated at the rate 72.36
paise per unit amounts to ¥1.47 crore + Plant remained shut down for 80 days, capacity
charge due to be billed ¥11.93 crore against which capacity charge recovered was %9.35
crore with differential amount %2.58 crore. Hence loss is ¥1.47 crore + 32.58 crore = 34.05
crore.
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completion of project. As per GoO norm, OPGC had to pay fees for use of
water drawn or allocated whichever was higher.

In the meantime, GoO in their notification dated 04 June 2016 decided to
rephase the industrial water allocation. The above decision was taken by GoO
considering the fact that industries were not able to complete construction
activities due to various reasons beyond their control. As such GoO invited
application from industries for revalidation/rephasing of the allocation.
Accordingly, OPGC applied (June 2016) to GoO for rephasement of water
allocation as construction work was delayed. GoO, however, decided
(November 2016) that rephasing of water quantity for OPGC beyond April
2017 would not be allowed under the existing policy and that OPGC had to
submit a modified proposal. OPGC accordingly submitted (November 2016)
the modified proposal. In the modified application OPGC asked for rephasing
of 6.86 cusecs water during the period July 2016 to March 2017. GoO
approved the proposal in March 2017.

It was observed that:

OPGC assessed the requirement of 6.86 cusecs water during July 2016 to
March 2017 primarily due to the proposed hydro test of boilers of Unit-3 and
4. The hydro test was originally scheduled (May 2016) to be conducted in
April 2017. It was, however, observed that there was a considerable delay in
the execution of various construction activities. As such hydro test was
rescheduled (October 2016) to be conducted in June 2017. OPGC was aware
of the delay in conducting hydro test of Unit-3 and 4 while submitting
application for rephasement in November 2016. As such there was scope for
OPGC to rephase allocation of water to 1.96 cusecs in place of 6.86 cusecs
during the period July 2016 to March 2017. The existing allocation of 1.96
cusecs of water from January 2013 to June 2016 was sufficient to meet the
demand during July 2016 to March 2017. The actual consumption of water
during July 2016 to March 2017 ranged between 0.14 cusec and 0.31 cusec
only. Also during the period January 2013 to June 2016 the water utilisation
ranged from mere 0.13 cusecs to 0.69 cusecs. Thus obtaining the rephasing
order for higher quantity of allocation, OPGC incurred avoidable expenditure
ofX1.83 crore during July 2016 to March 2017.

Government stated (August 2018) that revised phasing for 2016 was allowed
based on recommendation of Industrial Promotion and Investment Corporation
of Odisha Limited (IPICOL) which is the State Level Nodal Agency for
facilitation of industrialisation. They verbally told that no further revision
would be possible.

The reply was not in consonance with the fact rephasing of water for OPGC
during July 2016 to March 2017 was available as per GoO decision (June
2016 and November 2016). GoO communicated the decision to OPGC
accordingly.
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CHAPTER-III

Functioning of State Public Sector Undertakings (Non-Power Sector)

Introduction

3.1 There were 74 State Public Sector Undertakings (PSUs) as on 31 March
2018 which were related to Sectors other than Power Sectors. These State
PSUs were incorporated between 1942-43 and 2017-18. These include 71
Government Companies (26* were inactive companies) and three Statutory
Corporations i.e. Odisha State Road Transport Corporation, Odisha State
Warehousing Corporation and Odisha State Financial Corporation. Out of the
71 Government Companies, 28" are subsidiary/joint venture companies owned
by other Government/Private Companies. Three Government Companies i.e.
Odisha Rail Infrastructure Development Limited, IREL IDCOL Limited and
Inland Waterways Consortium of Odisha Limited did not commence
commercial activities till 2017-18.

The State Government provides financial support to the State PSUs in the form
of equity, loans and grants/subsidy from time to time. Of the 74 State PSUs
the State Government invested funds in only 46 State PSUs (including 18
inactive companies and three Statutory Corporation). State Government did
not infuse any funds in the rest of 28 State PSUs (including 8 inactive
Companies) which were incorporated as joint venture/ subsidiary of other
Government Companies. Equity of these 28 joint venture/subsidiary companies
was contributed by the respective Co-partner/ Holding Companies.

Contribution to Economy of the State

3.2 The table below provides the details of turnover of State PSUs (Non-
Power Sector) and GSDP of Odisha for a period of five years ending March
2018:

*  Eastern Aquatic Products Limited, Orissa Fisheries Development Corporation Limited,

ABS Spinning Orissa Limited, Gajapati Steel Industries Limited, Hira Steel and Alloys
Limited, IPITRON Times Limited, Konark Detergent and Soaps Limited, Konark
Television Limited, Mayurbhanj Textiles Limited, Modern Malleable Casting Company
Limited, New Mayurbhanj Textiles Limited, Orissa Boat Builders Limited, Orissa
Electrical Manufacturing Company Limited, Orissa Instruments Company Limited, Orissa
Leather Industreis Limited, Orissa Textile Mills Limited, Orissa State Electronics
Development Corporation Limited, Orissa State Handloom Development Corporation
Limited, Orissa State Leather Corporation Limited, Orissa State Textile Corporation
Limited, Orissa Tools and Engineering Company Limited, Premier Bolts and Nuts
Limited, ELCOSMOS Electronics Limited, ELCO Communication and Systems Limited,
ELMARC Limited and Orissa State Commercial Transport Corporation Limited
Brahamani Railways Limited, Odisha Rail Infrastructure Development Limited, Paradip
Investment Region Development Limited, IDCO SEZ Development Limited, Odisha
Electronics Park Limited, Baitarani West Coal Company Limited, IDCOL Ferro Chrome
& Alloys Limited, IDCOL Kalinga Iron Works Limited, Konark Jute Limited, The
Mandakini B-Coal Corporation Limited, Nuagaon Coal Company Limited, Paradeep
Plastic Park Limited, Angul Aluminium Park Private Limited, Odisha Mineral Exploration
Corporation Limited, IREL IDCOL Limited, IDCOL Software Limited, Shamuka Tourism
Development Corporation Limited, Inland Waterways Consortium of Odisha Limited,
Kalinga Studios Limited, ABS Spinning Orissa Limited, Hira Steel and Alloys Limited,
IPITRON Times Limited, Konark Detergent and Soaps Limited, Orissa Leather Industries
Limited, ELCOSMOS Electronics Limited, ELCO Communication and Systems Limited
and ELMARC Limited
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Table 3.1: Details of turnover of State PSUs (Non-Power Sector) vis-a-vis GSDP of Odisha
(T in crore)

2013-14 2014-15 2015-16 2016-17 2017-18

Turnover 7652.64 8470.35 11544.28 13065.71 15521.43
Percentage change of 69.50 10.69 36.29 13.18 18.80
Turnover over Previous

Year

GSDP of Odisha 288414.31  310810.24 | 332329.13 | 314363.78 415981.68
Percentage change of 11.47 7.77 6.92 -5.41 32.32
GSDP over Previous Year

Percentage of Turnover 2.65 2.73 3.47 4.16 3.73
to GSDP of Odisha

(Source: Compiled based on Turnover figures of working PSUs (non-power) and GSDP
figures as per information furnished by Finance Department of Government of
Odisha)

In 2017-18 the turnover of the PSUs relative to GSDP was 3.73 per cent and
had decreased from 4.16 per cent in the previous year. The compounded
annual growth®® of GSDP was 9.96 per cent during last five years, while the
turnover of Public Sector Undertakings (Non-Power Sector) recorded higher
compounded annual growth of 28 per cent during the same period.

Investment in State PSUs (Non-Power Sector)

33 There are some PSUs which function as instruments of the State
Government to provide certain services which the private sector may not be
willing to extend due to various reasons. Besides, the Government has also
invested in certain business segments through PSUs which function in a
competitive environment with private sector undertakings. The position of
these State PSUs have therefore been analysed under two major classifications
viz., those in the social sector and those functioning in competitive
environment. Besides, three of these State PSUs incorporated to perform
certain specific activities on behalf of the State Government have been
categorised under ‘others’. Details of investment made in these 74 State PSUs
in form of equity and long-term loans up to 31 March 2018 are detailed in
Annexure-3.

3.4  The sector-wise summary of investment in these State PSUs as on 31
March 2018 is given below:

Table 3.2: Sector-wise investment in State PSUs (non-power sector)

of PSUs
Social Sector 18 194.85 43.72 238.57
PSUs in Competitive 53 1210.74 1335.01 2545.75
Environment
Others 3 505.63 0.00 505.63
Total 74 1911.22 1378.73 3289.95

(Source: Compiled based on information received from PSUs)

% Rate of Compounded Annual Growth [[{(Value of 20