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A Statement showing the summeary of principal recommendations’
observaiions of the Comimities is appended fo this Report.

A record of procesdings of the siffing of the Commities which has
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Officers and siaf of the Accouniant General Ofice.
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RECOMMENDATIONS ONTHE PARAS APPEARED IN THE
AUDIT REPORT (COMMERCIAL) 1996-97 PERTAINING TO A.P.
TRANSCO (ERSTWHILE A.P. STATE ELECTRICITY BOARD).

INDIVIDUAL PARAS :

4B. 2.1 Establishment of coal based thermal power projects
at Ramagundum :

in accordance with the policy of Government of India for private
participation in power sector, the Board decide March 1993) to entrust the

implementation of 2 x 250 MW power project at Ramagundum to a private
developer.

After inviting tenders on global basis, the Board selected (July 1994)
M/s. BPL group who secured the highest number of points in the evaluation
at a cost of Rs.1852.40 crore. In line with the bid specifications when the
Board issued a Letter of Intent (LO1) on 18 July 1994 the BPL declined to
accept the LOI conditions in so far as they related to ceiling on capital cost,
foreign exchange etc. M/s BPL sought 80 days for preparation of draft PPA
and extension of cut off date for financial closure to end of August 1995
with a fixed ceiling of 5 per cent on penalty for delay in scheduled date of
completion and issue of guarantee and counter guarantee if it became
necessary. After discussion with BPL the Board issued a revised LOl on
23rd July, 1994 by diluting or deleting some clauses stipulated in eariier
LOIL. The Board and BPL entered into PPA on 31st October 1994 according
to which the project would be commissioned by July, 1999. BPL submitted
a Detailed Project Report in july, 1995 ie., 8 months after signing the PPA

indicating the total cost of the project at Rs. 269.83 crore and finally it was
agreed to at Rs. 2211.40 crore.

As BPL has not followed process which was intemationally accepted
practice of issuing specifications for independent Power Projects, there
was poor response from bidders and a bid was accepted out of only 2 bids
received at a high price. The Board did not have any say in the selection of

Engineering, Procurement and construction (EPC) Contractor by BPL Audit
chserved that

(i) No specific raasons were frunished by BPL for the increase in
the porject cost, one of the reasons attributed subsequently was uprating of
iwtalled capacity from 2 x 250 MW to 2 x 260 MW. It was observed that this
was an after thought and the Board had also not requested for such uprating.

(i) The loreign currency component of EPC contract shown in original

bied al 15.56 per cont of the project cost was revised to 38.32 per cent when
the DPR submitted. This would res

' ‘ sultin an additional liability to the Board
“;;w\ ur:.:l,[!r,uu; )0 exchunge fluctuations which ultimately result in increase in
CRET(D
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(W) The foreign conmultants of the Board, who linve reylowerd hes
revised profect cont categoroally stated (Maroh 1006) thit (he [itlcag of
powar plants an ol have not norensed slnos Docermbos, 1003 due 1o the
competitive market and BPL should be able 1o nolileve e | 14 AONract u
the same price an quoted In the orginel bid je., s, 1605, 70 crore. it 3]
hae doclined oy 1hin

(iv) The cont of the project nanessed by the consultants af
R 213300 crore and by the Board at Hu, 2104 crore but nctually agreed
rate wan Hs 2211 40 arore.

(V) Even though the original LOI stipulatad a specific date for financial
clogure, at the Instance of P1. thirs condition was maodifiod incorporating a
floating date (12 montha from the dato of slgning PPA) with further possibility
of extonsion of tima by Board. Tho PPA was entered In October 1004, but
the financial closure was not dono i May, 1007 (18 months from the date
of agroement of PPA). In the absonce of the above the stipulation nbout the
commissioning datos cannot be enforcod and rocovery of liquidatod darmages
may prove dilficult,

(Vi) BPL indicatod dobt oquity ratio as 3:1 but the Board In the LOI
required the BPL to maintain 2.33: 1, Any increase In the equity hag a londency
1o Increase In tariff, '

(vii) Evacuation of powor was orliginally contemplated at 220 KV
which was subsequently necessitatod to 400 KV, This had the Impact on
the cost of the switch yard which rose by Re, 20.24 crore. The issue of
bearing this additional cost Is still under nogotiation,

The Company in its explanatory notes stated that after lssue of
letter of intent Dt. 18-7-94 ag per Government approval, BPL held discussions
with the Government and the final lotter of intent Dt.23-7-1994 was issued
as a result of these discussions with the Government, It is not correct to
say that the LOI D1. 23-7-1994 was issued diluting or deleting the clauses
stipulated in original LO.

The capital cost on completion with detalls of Indexation as quoted
in bid document is Rs.1920 crore ag against Rs.1652.40 crore presented in
the audit para,

The BPL after exarnining their technical speclfications/margins have
offered o increase the capacity 10 2 x 260 MW without any increase in cost.
So, it Is not correct that increase in captial cost Is due 1o this reason,

Regarding the tariff, as per the Board's consultants i.e., ICICI, the
tariff under the August 1996 scenario will be lower than the tariff as per the
bid, for a rupee devaluation below 2.7% per annum over the life of the
project,
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Regarding escalation of capital cost, the Board has sought to shift
the onus of the risk of escalation to M/s BPL and M/s BPL have now
committed to the firm completed cost of the project with a ceiling. The costs
mentioned in audit Rs.1603.7 and Rs.1955.78 crore are not the EPC prices
and indicates the project cost excluding IDC and financing costs.

F!_eggrdi_ng cost of the land it can not be assessd at this stage as
land acquisition is a lengthy, process and the awards are yet to be passed
by the Revenue Authorities and this would be paid through tariff.

Regarding the delay in finalisation of the project in time. In the light
of the fact that the project was under review by Government from February
1995 to October 1995 the delays due to which the project is yet to take off
are not solely attributable to bidder and bidder can not hold to the bid captial
cost. The Board also stated that it is not the practice to aftach penalties for
non-achievement of financial closure, as financial ciosure is dependenton
several factors which are not under the control of the developer.

4 §

The Principal Secretary (Energy) to Govt. of AP, in his oral evidence
stated that regarding the foreign cu rrency component it was explainzad that
at the time of LOi it was mentioried as 15% only. Subsequently Government
of India increased it upto 40%. Regarding financial closure even though the
Regulatory Commission has given clearance with required amendments
and changes for further improving PPAs, the consent was given during
rvovember, 2002 only and the Company was not 25ie 1o reach financial
ciesure. Hence the project implementation ie., starting of the 1st unit would
be 33 tc 36 months from the date of financizl closure, is being delayed.

Regarding increasz in project cost the Principal Secretary stated
that to reduce transmission losses the capacity was increased from 220
KVA to 400 KA Here, even though the developer has asked for increase in
cost it was not accepted. But due to increase in foreign exchange variation
the cost has escalated and they are eligible to get as much amount as they
want as per the GOl policy.

Regarding escaiation in EPC contract the increase in price was due
to devaluation of rupee value and which is a case as per guidelines.

Regarding commencement of the project, the principal secretary
replied that the developer was going round to get financial closure as and
when the financial closure is achieved, lime allowed to commmence 1st unit
would be 33 months. in the meantime the develcper is required to submit
monthly reportto APTRANSCO

4B.2.2 Selection of developers for establishment of short
gestation power projects.

Keeping in view the expected delay in complation of long gestation
power projects on hand the State Government directed (May 1995) the Board

3



to consider proposals for establishment of short goatation powar projects 1,
add atleast 2000-3000MW of generation capacity In plrvate sector within q
period of noxt 24 months, To achieve this goal, the Board invited global bidg
in May, 1995 for setting up short gostation Gas/Naphtha/Low Sulphur Heavy
Stock/Furnace oil based power projects in 13 identiffod locations. The salient
features of the bid were (i) the minimum capacity of the power project should
be 100 MW (ii) the choice of fuel, transportation of fuel, tie up of fuel linkage
and obtaining all clearances for the projoct is the responsibility ol blddor
and (iii) the gestation period for the construction of the project should be 18
months from the date of signing of the PPA,

The evaluation of the qualification bids was carriod out by ICIC on
behall of the Board and 24 bids of the 14 Developors were shortlisted. The
Board forwarded to the State Government 21 bids in September and 2 in
November 1995 which were accepted by State Government. Board cailod
for price bids from the short listed biddors and in response recelved 22 bids
from the 14 bidders and negotiations followed and tho same were sent to
State Government for approval altor giving them ranks as given by the
ICICI. The State Government finally approved (24 July, 1996) only 8 bids ol
6 developers for setting up of 8 projects for a cumulative capacity of 1623
MW, 6 out of 8 projects are land based and 2 are barge mounted. Immediately
the Board issued LOI to the selected 6 Dovelopers with a direction to enter
into PPA within 30 days from the date of LOL. The tariff quoted by these
selected bidders ranged from Rs.2.29 1o Rs.2.73 per unit and the gestation
period ranged from 13 to 27 months. Though it was envisaged to sign the
PPA within 30 days of issue of LOI (ie., by 22 August 1996) they were
actually signed in March 1997 indicating a delay of 7 months.

The following observations are made :

i) Though it was specified in the bid document that the proposals which
score atleast 80 per cent in the evaluation will only be short listed, score
percentage actually reached was ranged between 39 and 79 (7 bids crossing
70 per cent.)

ii) The concept of short gestation power project was conceived in May
1995 to add 2000-3000 MW with in next 24 months i.e., by May 1997 but
the PPAs were concluded only in March 1997.

iii) The Board at the instance of the bidders agreed to bear foreign
exchange risk in respect of repayment of foreign debt and interest thereon
and also agreed 1o provide State Government guarantee as an additional
comfort which were against the initial tender specifications.

iv) Weightage of 1:4 for the geslation period and price factors was
given in the final evaluation of the bids, With this, undue advantage has
been extended 1o 4 projects and the Board had not examined wether it



would be in a position to evacuate power in 13 months before giving weightage

to such low gestation period. The actual delay in entire process has defeated
this justification.

v) M/s. Oakwell Engineering Company submitted propbsals for
establishment of 2 barge mounted project of 150 MW each. On evaluation
of proposals it was found that the projects quoted were 100 MW each only,
the gestation period quoted was 13 months and tariff was Rs. 2,73 per unit.
The tariff quoted by land based projects ranged from Rs. 2.29 to Rs. 2.59
per unit. The additional burden on the Board on selection of barge projects
would be Rs. 294.30 crore over the agreement period of 15 years.

vi) The Board forwarded that draft PPA version to all the bidders on
19th March, 1997 with directions to conclude the same within 2 days failure
of which would result in automatic cancellation of the LOI issued earlier. As
M/s. Usha Martin Industries Ltd. (UMIL) could not stick to the above condition,
their LOI was cancelled and M/s. Nagarjuna Construction Company Ltd.,
(NCC) was selected in the place of UMIL who were the next lowest bidder at
levelised tariff of Rs. 2.54 per unit. This resulted in extra burden on the
Board to a tune of Rs. 23.15 crore per annum (represent the difference in
tariif on NCC and UMIL).

vii) Though the original bid document specified that tne tie up of fuel
linkage is the responsibility of the bidder, the Board ultimately agreed to
shoulder the responsibility of ensuring assurance of the fuel linkage approval
by GOI within 60 days of the date of signing the PPA and also agreed to
extend the scheduled date of completion on day for day basis for each of
delay (reckoned from 61 day) in the issuance of fuel linkage approval. As
there was no progress in securing the approval for fuel linkage from GO, it
has absolved the developers from the liability towards liquidated damages
for the delay in completion of the projects. This was not in the interest of the
Board.

- The Board in its explanatory notes stated that reduction of marks from -
80 to the lower level was as no bidder has reached 80 per cent of requisite
marks this was reduced to save time in retendering and their further process
etc.

Regarding the foreign exchange the Board explained that the prospective
bidders represented that if foreign exchange risk was to be borne by the
developers, indeterminate increase in the capacity and energy charges have
to be quoted by the developer to cover this risk and they requested that the
foreign exchange risk should be borne by the Board.

Regarding the weightage in respect of gestation period and price (80-
20), the Board stated that this was examined carefully by the Board and the
issue was discussec during pre-bid conference between bidders and Board
and concluded accordingly. It is also stated that if the projects were completed
in short period the Board would be benefited.
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Regarding the comparison between the land base project and barge

mounted projects, Board in its explanatory notes stated that the cost

effectiveness of barge mounted project when compared to land based project
is not correct.

Regarding award of contract to NCC in place of UMIL was justified by
the Board stating that it would be better to award a contract to a willing
developer instead of to an unwilling developer. |

Regarding the fuel linkage from GOI the Board stated that this was
received on 21-7-1997 for & capacity of 1500 MW as against 1750 MW. The
Board also stated that there was no absolving of the developer from the

liquidated damages for the delayed completion of the projects as per the
PPA provisions.

The AP Transco in the oral evidence stated that -

Regarding delay in execution of the project, JMD in the oral evidence
explained that as fuel linkage was not forthcoming, Government had to help
them te come out of the problem. As a part of its, a proposal was submitted
by AP Transco- during April 2003 to APERC (AP Electricity Regulatory
Cemmission) and the APERC gave its consentin May 2003;

Regarding securing of points by the Developers none of the bidders
have secured 80% marks and option for Government was either to cancel

or revise the qualifying marks. The other option was to reduce 1.5 times of
the capacity and the selected bidders should be asked to auote the prices
and the option was adopted and 1.5 times capacity reduction was envisaged.

To a query on changing of bidder in awarding contract, JMD of the
Company, stated that basically all the projects were given at the same cost

and there was no additional burden by going from one bidder to another
bidder.

To a query regarding present system of time schedule by the Committee
it was replied by JMD of the Company that basically it was 18 months from

the date of financial closure. Now it is from the date of signing of PPA
(Power Purchase Agreement).

To a query regarding position of completion of these projects, the JMD
of the Company stated that two projects were completed (Lanco, Kondapally
and BSES) and regarding remaining 4 projects (Gouthami, Konaseema,
Vemagiri and GVK expansion) agreements were entered into and financial
closures are being entered into though they were entered into earlier.

Recommendation :

The Committee by taking all the replies (on the 2 paras) into consideration
observed that power projects arg industries and developers are not doing
any social service even though retums on these projects would be expacted
after 15/30 years. In due course every thing would be paid back to them.

= s

The Committee is concerned about delay in commencement of the projects.
6
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SUNIMARY OF RECOMMENDATIONS

The Sommittae by taking all the replies (on the 2 paras) into consideration
ansenad thEt power projects are industries and developers are not doing
an 30c@al seanvice even though ratums on these projects would be expected
W 130 yaars. in due course every thing would be paid back to them.
The Commities s concamead about delay in commencement of the projects.
Warm adex m going for global tenders is to get competitive bidding from an
Shectve sficent, fimancially sound and planned developer. Though so many
Juinzines ware prapared and issued, unfortunately they were not being
lidwas pronerly and develapers are not realising importance of these
Jud=imes or t=king 2ny responsibifity from any angle i.e., either in respect
o Ime scheduie or financial matters.

“he Committes recommends that AP Transco shall have a say in
sa=cton of £PC contractor and AP Transco shali monitor the progress of
TS panodically. The AP Transco shall get periodical reports from the
C=v2I0DETS 10 have 2 control over the financial matters and in respect of
2rograss of the proiacts from time to time.
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(Paragraph No. 4B.2.2)
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