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CHAPTER - II

Performance Audit relating to Government Companies 

2.1 Performance Audit of State Industries Promotion Corporation of 
 Tamil Nadu Limited 

Executive Summary 

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

Financial performance 
The Company continuously earned Profit during the audit 
period 2006-07 to 2010-11 with a major contribution (33 to 
74 per cent) from interest income on Term Deposits. In 
contrast to this, the share of income from the core activity 
viz., industrial development, continuously declined from 67 
to 24 per cent during 2006-07 to 2010-11. This decline was 

ct 
management, fixation of plot cost, non-adoption of higher 
plot cost in respect of allotment to commercial users, etc. 

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

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

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

revenue of 251.76 crore in respect of test checked 
cases.  The Company did not take back 2,124 acres 
of unutilised land from 195 entrepreneurs, thereby 
lost potential revenue of 421.56 crore even in 
respect of 65 per cent of 2,124 acres of land for 
which the data on originally allotted price and the 
current market price was available. 

Change of management and sub-lease 
There was no system to monitor change of 
management and subleasing by the original 
allottees. Consequently, the Company could not 
enforce recovery of 136.00 crore from seven 
allottees, who had subsequently handed over the 
management to the new promoters and sub-leased 
portion of the leasehold land. 

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

297.75 crore in two cases. 

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

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



Audit Report No.4 (Commercial) for the year ended 31 March 2011 

18 

Introduction 

2.1.1

viz

Scope and methodology of Audit 

2.1.2

Annexure-7
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Audit objectives 

2.1.3

Planning 

Financial management 

Project management 

Allotment of industrial plots to entrepreneurs 

Maintenance of Industrial Centres 
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Extension of structured package of assistance to Memorandum of 
Understanding (MOU) cases 

Monitoring and evaluation 

Audit criteria 

2.1.4

Audit findings 

2.1.5

Financial position and working results 

2.1.6
Annexure-8 and 9

per cent per cent

per cent per cent
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per cent per 
annum

The Company lost 
the Tax holiday 
benefit of 7.23 crore 
in respect of two 
Industrial Centres 
due to seeking 
amendment to the 
effective date 
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Planning 

Non-preparation of Corporate Plan 
2.1.7

Imbalance in the growth of Industrial Centres 
2.1.8  

The Company 
neither prepared long 
term/strategic plan 
nor annual action 
plan stipulating 
priorities of activities 
to develop and 
operate Industrial 
Centres 
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per cent

Non-fixation of target for land acquisition 
2.1.9 

Marketing of industrial plots 

2.1.10 

Annexure-10. 

per cent

per cent

viz

Five out of seven 
SEZs suffered due to 
poor marketability 
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Area development activities 

Land acquisition 
2.1.11

Non-compliance with the High Court orders 

per cent per 
annum

a

a  

The Company is 
exposed to loss of 

39.67 crore due to 
non-identification of 
alternative land for 
grazing of cattle as 
per the orders of 
Madras High Court 
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Delay in settlement of compensation for land 

per cent per annum

per cent per annum)
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Overpayment of compensation 

Non transfer of title in favour of the Company 

Project management 

Development of Industrial Complex 
2.1.12 

viz

per cent per
annum

per cent

Erection of pipeline 
within the prohibited 
area of six lane 
highway road led to 
infructuous 
expenditure of 4.94 
crore 
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per 
cent

Allotment of industrial plots and fixation of cost 

System of allotment of industrial plots  
2.1.13 

Inconsistencies in the Lease Agreement 
2.1.14 

per 
cent
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Fixation of cost 
2.1.15 

etc

per cent

Omission to include enhanced compensation/interest 
Non-inclusion of 
known liability for 
enhanced 
compensation in the 
plot cost led to loss of 

42.56 crore 

Incorrect fixation of 
the cost of patta land 
led to foregoing 
revenue of 11.35 
crore 
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per cent 

Unwarranted exclusion of service charges 

per cent

viz.,

Omission to include elements of cost 

per cent per annum
per cent

per cent

Incorrect assessment of saleable area 

Non-inclusion of 
interest liability, cost 
of open space 
reservation area and 
area earmarked for 
common 
infrastructure led to 
under recovery of 

48.64 crore 
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Annexure-11 (A) and (B)

Non-adoption of commercial rate 
2.1.16 

Allotment of land to Chennai Port Trust 
2.1.17 

Allotment of land to Container Corporation of India Limited 
2.1.18 

etc

vide Annexure-12

Failure to adopt 
commercial rate to a 
non-industrial 
allottee led to loss of 
revenue of 85.74 
crore 
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Delay in realisation of plot cost 
2.1.19

per cent per annum 
.  

Failure to repossess the unused land 

2.1.20 

2,124 acres of land 
kept idle by 195 
allottees up to 22 
years after the 
gestation period was 
not repossessed as 
per the provisions of 
Lease Agreement 
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Change in management and sub-lease 

2.1.21
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(Annexure-13)

Maintenance of Industrial Centres 

2.1.22 
pro-rata

Maintenance charges 
2.1.23 

etc

Water charges 
2.1.24 

etc

per cent

Additional cost to be 
levied for change of 
management and 
sub-lease was not 
levied in respect of 
seven allottees which 
led to loss of revenue 
of 135.90 crore 
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per cent

 

Release of incentive under Structured Package of Assistance 

System of release of incentives 
2.1.25 

etc

Incentives on ineligible fixed assets 

per cent
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Release of incentives exceeding eligible assets 

Internal control and monitoring mechanism 

Internal control 
2.1.26

etc.

Internal audit 
2.1.27
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viz

Acknowledgement 

Conclusion 

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

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

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

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

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

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

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

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

Internal control and monitoring system were weak. 
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Recommendations 

The Company should: 

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

Conduct feasibility studies before setting up new SEZs.

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

Repossess the land from the non-performing allottees.

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

Improve the internal control system and internal audit procedures 
for efficient operation of the Company.
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2.2 Performance Audit on Power Distribution Activities of Tamil Nadu 
 Generation and Distribution Corporation Limited 

Executive Summary 

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

Distribution network planning 

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

Implementation of Centrally Sponsored Schemes 

Restructured Accelerated Power Development and 
Reform Programme had been showing very slow progress 
due to diversion of Central funds towards working capital 
and delay in identification of project areas. 
Sub-transmission and distribution losses 
The failure percentage of distribution transformers was 
up to 8.23 against the norm of 6 resulting in extra 
expenditure of 38.20 crore for repairs of these 
transformers.  The predominant causes of excess failure 
were overloading and inadequate maintenance by the 
Company. 

Billing and collection efficiency 

There were instances of under assessment of revenue of 
601.58 crore due to incorrect billing during 2006-07 to 

2010-11 of which 112.53 crore was collected by the 
Company. 

Subsidy support and cross subsidisation 

While the Company was selling nearly 20 per cent of 

subsidy realised from the Government for such free 
 
 

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

Consumer satisfaction 

The Company 3 lakh 
complaints received in the selected circles were 
rectified without back-up records.  There were 
291 instances of delays in effecting HT services 
due to avoidable reasons like repeated changes 
in estimates and delays in preparation of 
feasibility report, want of line materials, etc. 

Conclusion and recommendations 

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



Chapter-II Performance Audit relating to Government Companies 

39 

Introduction 

2.2.1

viz
viz.

 
i.e.

per cent 

per cent
per cent
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Scope and methodology of Audit 

2.2.2

 

 

Audit objectives 

2.2.3

viz.



Chapter-II Performance Audit relating to Government Companies 

41 

Audit criteria 

2.2.4  

Financial position and working results 
 

Financial position 
2.2.5

Annexure-14  

per cent
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Annexure-15

per cent

Audit findings 

2.2.7

Distribution network planning 

2.2.8
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Load growth 
2.2.9

19.06 20.15 20.64 21.65 22.34

35.90
37.90

44.10 44.65

47.84

0

15

30

45

60

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

Consumers (in milion numbers) Connected load (in thousand MW)

viz
vis-a-vis

Annexure-16

Inadequate transformation capacity 
2.2.10

(In MVA) 
Year Transformation 

Capacity 
Connected 
load 

Gap in 
Transformation 
capacity 

Ratio of 
Transformation 
capacity to 
connected load 

(Source: Administrative Report 2006-07, Statistics at a glance 2007-09, Accounts 
Statistics-2009 and the information from the Company). 



Chapter-II Performance Audit relating to Government Companies 

45 

Transformer capacity 
2.2.11

Annexure-16

 per 
cent)

Delay in establishment of Sub Stations  
2.2.12

(Annexure-16)

Annexure-17

(Annexure-17)

Against the ideal 
ratio of 1:1 between 
the connected load 
and transformation 
capacity, the actual 
ratio was ranging 
from 0.60:1 to 0.64:1 
during the years from 
2006-07 to 2010-11 
indicating wide gap 
in transformation 
capacity 

The Company 
planned 335 SS but 
actually added only 
235 SS.  The delay 
ranging from 8 to 53 
months in completion 
of SS was attributed 
to delay in selection 
and handing over of 
land, procurement of 
power transformers, 
etc. 
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etc

Implementation of Centrally Sponsored Schemes 

Rural electrification 
2.2.13

per cent

per 
cent

inter alia,

etc.,
per cent

Implementation of RGGVY  
2.2.14
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Sl. 
No. 

Year Planned for the year 
includes shortfall of 
previous year 

Actually 
electrified 
during the year 

Cumulative 
shortage 

TOTAL  2,59,965 

per 
cent  

etc

 

Subsidy of 133.91 
crore was not realised 
due to delay of two 
years (upto March 
2008) in getting 
sanction for the 
scheme which was 
attributable to 

correspondence to 
seek exemption from 
the agreed conditions 



Audit Report No.4 (Commercial) for the year ended 31 March 2011 

 48 

 

per 
cent

Restructured Accelerated Power Development Reforms Programme 
2.2.15

Financial Performance 

2.2.16

(  in crore)

Year Parts of 
Scheme 

Funds released by Funds 
avai-
lable 

Funds 
utilised 

Balance Percentage of 
balance to funds 
available GOI Others 

Balance funds available  Part A and B = 624.21 crore
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Aggregate Technical & Commercial Losses 
2.2.17

per cent
per cent

per cent

The Company 
diverted 624.21 
crore of the project 
funds towards its 
working capital 
which led to poor 
progress of  
R-APDRP 
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Year Energy 
Sent out 
(in MU) 

Energy 
Billed  
(in MU) 

AT&C 
losses 

Norms 
as per 

TNERC 
(%)  

Actual 
AT&C losses 
worked out 
by audit 
based on 3% 
sample 
Agricultural 
metering (%) 

AT&C 
losses 
excess 
over 
norms  

AT&C losses 
(in MUs) 

AT&C losses 
(  in crore)  

(1) (2) (3) (4) (5) (6) 
(5)-(4) 

(7) (8) 

per cent

per cent

Sub-transmission and distribution losses 

2.2.18

i.e.

etc

The Company failed 
to comply with 
directives of TNERC 
to assess AT&C 
losses.  Our 
independent 
estimation of AT&C 
losses indicated that 
the same was more 
than TNERC norm 
upto 2.11 per cent 
resulting in an 
estimated loss of 

1,025.95 crore 
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(In Million Units) 

Sl. 
No. 

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

per cent

per cent per cent

per cent

etc

Performance of Distribution Transformer 
2.2.19 per cent
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Sl. 
No. 

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

per 
cent

(Source: MIS of Data Cell). 

per 
cent

per cent
per cent

etc

per cent per cent

Delay in repair of Distribution Transformers 

Repair of transformers within the guarantee period 
2.2.20

per cent

Failure of DTs due to 
controllable causes 
led to avoidable 
expenditure of 72.49 
crore 
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Period of delay in repair of DTs Number of DTs 

Total 351 

Repair of DTs beyond the guarantee period 
2.2.21

per cent

Period of delay in repair of DTs Number of DTs

Total  478 

Capacitor banks 
2.2.22
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Commercial losses 
2.2.23

Consumer metering 
2.2.24 per cent

per cent

per cent per cent

per cent

*

Under performance 
of the capacitor 
banks resulted in line 
loss of 65 MUs valued 
at 20.76 crore in two 
out of seven selected 
circles 

Sl. 
No. 

Year* Total 
number of 
consumers 

Without 
meters 

Defective 
meters 

Total 
(Col .4+Col.5) 

Percentage 
of Col. 6 to 
Col.3 

(1) (2) (3) (4) (5) (6) (7) 
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Implementation of LT less system 
2.2.25

 
Inspection of theft of energy 
2.2.26
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Annexure 18

per cent
per cent

Billing and collection efficiency 
 

Billing efficiency 
2.2.27

per cent per cent
per cent

per cent

Under assessment of revenue 
2.2.28
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Incorrect computation of agricultural consumption 
2.2.29

per cent

per cent

#

Out of 601.58 crore 
of under assessment 
of revenue pointed 
out by us, the 
Company had so far 
recovered 112.53 
crore 

Particulars 2007-08 2008-09 2009-10 2010-11 Total 

per cent

Difference ( in crore) 2,469.21 2,588.85 2,821.15 3,141.21 11,020.42 
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Collection efficiency 
2.2.30

per cent

 (  in crore) 

Sl. 
No. 

Particulars 2006-07 2007-08 2008-09 2009-10 2010-11 
(upto October 

2010) 
(provisional) 
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Failure to disconnect service connections with heavy arrears 
2.2.31

Subsidy support and cross subsidisation 

2.2.32

Subsidy support 
2.2.33 per cent

per cent
per cent Annexure- 15 per 

cent

vide .  

Cross subsidisation 
2.2.34
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per cent

Particulars 2006-07 2007-08 2008-09 2009-10 2010-11 
(Provisional) 

Average Revenue from LT     

 Paise 
per unit 

Percen-
tage of 
ACOS 

Paise 
per 
unit 

Percen- 
tage of  
ACOS 

Paise 
per 
unit 

Percen-
tage of 
ACOS 

Paise 
per 
unit 

Percent-
age of 
ACOS 

Paise 
per 
unit 

Percen-
tage of 
ACOS 

Average Revenue from HT 

 Paise per 
unit 

Percen-
tage of 
ACOS 

Paise 
per 
unit 

Percen- 
tageof  
ACOS 

Paise 
per 
unit 

Percen-
tage of 
ACOS 

Paise 
per 
unit 

Percen-
tage of 
ACOS 

Paise 
per 
unit 

Percen-
tage of 
ACOS 

per cent per cent

per cent

Tariff fixation 

2.2.35
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(  in crore) 

Year Sales 
(excluding 
subsidy) 

Variable 
costs 

Fixed 
costs 

Contribution 
(5) = (2)  (3) 

Deficit in 
recovery 
of fixed 
costs 
(6) =  
(5)  (4) 

Deficit as 
percentage 
of sales 
(7)={(6)/ 
(2)} X 100 

(1) (2) (3) (4) (5) (6) (7) 

etc

Consumer satisfaction 

2.2.36

etc
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Redressal of grievances 
2.2.37

infra

Delays in effecting HT services 
2.2.38

etc.,

per cent

etc

Sl. 
No. 

Name of the Electricity 
Distribution Circle 

Number of cases in which 
delays noticed 

Range of delay 
(in days) 

 TOTAL 291  

Trichy (Metro) Electricity Distribution Circle data not available. 
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etc

Poor performance of sub-station  Avoidable tripping of feeders 
2.2.39

per cent
per cent

per cent
per cent

per cent

Monitoring by top management 

2.2.40
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per cent 

Acknowledgement 

Conclusion 

The Company 1,218.94 crore in 2006-07 had 
increased to 12,950.56 crore by 2010-11.  Absence of control over 
the T&D losses, purchase of costlier power predominantly from 
independent power producers, high debt servicing burden and 
non-revision of tariff by TNERC due to non-filing of ARR during 
2002-03 to 2009-10 by the Company, not claiming accurate subsidy 
in respect of agricultural service connections, etc., contributed to 
the huge revenue gap. 

The requirement for transformation capacity was 66,450 MVA 
against the existing capacity of 26,592 MVA in March 2011, a 
standing deficit of 39,858 MVA. 

The Company planned addition of 335 SS during 2006-07 to  
2010-11 but had actually added 235 SS only.  The shortfall was 
attributable to lack of proper planning, poor co-ordination 
between the executing agencies within the Company, besides 
delays in executing the work by its field offices, etc. 
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The Centrally Sponsored Scheme viz., R-APDRP had been 
showing very slow progress due to delay in identification of project 
areas, not identifying the requirement of facilities/materials for 
implementation of the scheme.  Scheme funds were diverted 
towards working capital requirements, resulting in the Company 
not realising the benefits like reduction in T&D losses. 

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

While the Company was selling nearly 20 per cent of energy free of 
cost, as per , to the agricultural 
consumers, the subsidy realised from the Government for such 
free supply based on the connected load instead of actual 
consumption of energy by these consumers was only up to 10 per 
cent. 

There were instances of under assessment of revenue of 601.58 
crore due to incorrect billing during 2006-07 to 2010-11 of which 

112.53 crore was eventually collected by the Company. 

Recommendations 

The Company should: 

Provide for adequate transformer capacity to avoid overloading of 
transformers.

Avoid pre-construction and execution delays and complete the 
construction of SS to achieve the envisaged savings in line loss.

Expeditiously implement Centrally Sponsored Schemes to ensure 
100 per cent electrification of rural areas and reduce T&D losses.

Contain the failure of DTs to within the norms.

Install adequate number of capacitor banks at SS to regulate 
voltage and save energy.

Accurately work out subsidy on agricultural service connections 
by installation of meters as per the directions of TNERC.




