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Introduction

I, Dr. SC Vats, Chairman of the Public Accounts Committee of
the Delhi Legislative Assembly, having been authorised by the
Committee to present its Report, do hereby present the Report
of the Committee relating to examination of Paras pertaining to the
Department of Power as appearing in the Comptroller and Auditor
General's report for the year ended March 2003,

These paras had been considered by the PAC (2004-2005) also
in its meetings held on 11™, 16™, 215" and 24™ February 2005. The
present Committee considered the issues in its meetings held on 16™
May 2005, 10™ June 2005, 1*' July 2005 and 4™ July 2005. The
Report was considered and adopted in the meeting of the Committee
held on 9" January 2006.

Shri S. Reghunathan, Chief Secretary/Principal Secretary
(Power) and Shri Arun Goyal, Special Secretary (Power) presented
the views of the Department. The Department was accorded ample
opportunity to put forward its views during the meetings. The
Committee appreciates the officers of the Power Department for
the efforts taken to provide the Committee with all the information
and documents that were called for.

The Committee also appreciates the co-operation and guidance
extended to it by Shri RK Ghose Accountant General (Audit), Delhi
and Dr. Sharat Chauhan, then Additional Secretary (Finance),
Government of Delhi. The Committee would also like to place on
record its appreciation of the valuable assistance rendered by the
Officers and Staff of the Assembly Secretariat during its meetings
as also in the preparation of the Report.
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Delhi. (Dr. SC Vats)
Date: \7-2:- 2006 Chairman

Public Accounts Committee
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Para 6.14.6 Appointment of Consultant for Re-structuring
(Excerpts from the Report of the C&AG as appearing in the Report for
the year ended 2003):

"While approving the formation of the generation and transmission companies,
the GNCTD also approved (June 1998) the appointment of the Administrative Staff
College of India (ASCI), Hyderabad, as consultant for the power sector reforms. ASCI
submitted (November 1998) its offer of Rs. 75 lakh for undertaking the consultancy
work, which was subsequently (October 1999) reduced to Rs. 60 lakh. In the
meantime in October 1999, two more offers were received from M/S SBI Caps and
ICICI for undertaking the consultancy work. The details of the three offers received
were as foilows:

| Name of | Original Offer Revised offer
the Party |

SBI Caps Rs. 95 lakh + 1 per cent of total | Rs. 70 lakh + 0.5 per cent of total |
value of sale of DISCOMs + value of sale consideration realized

| prescribed out of pocket from DISCOMs + out of pocket
| expenses (received on 07 expenses limited to Rs. five Jakh.
| October 1999).

ICICI Rs, 75 fakh + 0.5 per cent of Revised offer neither invited nor
the total asset value of the received.
distribution business + out of
pocket expenses for actual

| amount incurred (received on
18 October 1999).

ASCT Rs. 75 lakh + amount paid to Rs. 65 lakh (received on 28 March
the consultant hired for 1999). Further revised to Rs. 60
preparation of accounting work | lakh on 26 October 1999 when DVB
(received in November 1998). informed that SBI Caps would be

i separately appointed for certain
items like valuation and alfocation
of assets, financial re-structuring,

I' etc.

GNCTD accepted the offer of SBI Caps and an agreement was signed on
24 January 2000.

It was observed in audit that no discernible procedure or method was
followed for selection of consultants. There was no effort to invite
competitive bids from the open market nor was there any attempt to first
assess and define the scope of work to be assigned to the consultants which
would have enabled a systematic and transparent comparison of the offers
received. Prima facie, all the three parties were reputed and eligible and the offers
received were comparable but thorough consideration was in fact given only to the
offer of SBI Caps.

|
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Government stated (October 2003) that there was never any intention to
invite competitive offers and that SBI Caps had been proactively contacted in view of
their experience in Kanpur and their adoption of the Business Valuation Method for'
valuation of assets. It was added that the ASCI offer did not include assistance right
through the entire process as offered by SBI Caps and that their scope of work was
limited to a one-time document. Further, the work of financial re-structuring in the
ASCI offer would have to be attended to by another consuftant, which would have
added to the cost. As regards the offer of ICICI, the Government stated ICICI did not
have a good track record. Moreover, its offer was found to be costlier than that of
SBI Caps as it was for a fixed fee plus success fee of 0.5 per cent of the total asset

value of the distribution business which would have worked out to about Rs. 13.60
crore viz. 0.5 per cent of Rs. 2,719 crore being the total asset value of the three
DISCOMs. On the other hand, SBI Caps had asked for a success fee of 0.5 per cent
of the total consideration realised by sale/disinvestment, which had ultimately
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worked out to Rs. 2.50 crore. Government added in December 2003 that there was
no rule requiring prior definition of the requirements and scope of work and that they
had sufficient justification for their decision to appoint SBI Caps as consultant.

The point remains that given the magnitude and complexity of the
exercise and its criticality to the entire privatisation effort inasmuch as it
provided the road map for the privatisation of the entire distribution
function, the requirements and scope of the work should have been first
defined to the extent possible and then all the three eligible bidders asked
to submit detailed offers with reference to the defined requirements/ scope
of work. This would have provided a credible assurance as to the cost
benefit and of the transparency of the entire process.

It was further seen that SBI Caps was engaged by DVB in December 2001 as
consultants on single quotation basis for filing tariff application with DERC for
determining bulk tariff at which TRANSCO would sell power and the opening loss
levels of the three DISCOMSs for the year 31 March 2002 at a fee of Rs. 40 lakh. The
same work for the year 2002-03 had been awarded to ASCI at a total fee of Rs. 12
lakh.

Government stated (October/ December 2003) that there were major differences
between the two works of filing Annual Revenue Requirement (ARR) with DERC by
SBI Caps in December 2001 and by ASCI as given below:

* ARR was to be filed by SBI Caps for five future companies before they become
operational on the basis of DVB data while in the case of AS5CI, the ARR was to
be filed only for TRANSCO;

= For determining the ARR for the five future companies, SBI Caps had to collect
data direct from various offices of DVB while ASCI could use data available
from TRANSCO; and

» Aggregated Technical & Commercial losses (AT&C) had to be worked out for
prospective DISCOMs by SBI Caps while this was not required in case of ASCI.

The reply of the Government is not tenable as the data required by SBI Caps for|
the ARR had already been collected by them earlier at the time of preparation of the
final report and detailed calculation for support loan required in July 2001. Further,
the data required was cycle summaries, which were available in the EDP Section ofi
DVB. The additional data collected was for only three months i.e. August 2001 to




October 2001. The AT&C losses had also been worked out in the final report and SBI
Caps had to collect only three months additional data for calculation of AT&C losses
for filing of tariff application and for filling up the data in the prescribed format.
Hence, the gross difference in the amounts paid to SBI Caps and subsequently to
ASCI was not justified given the work actually involved.”

REPLY OF THE DEPARTMENT:

The Department in its written reply and submissions before the
Committee justified their appointment of SBI Caps (SBI Capital Markets Ltd)
as the consultants, on the grounds that SBI Caps were experienced in the
field and had a proven track record. The Department also furnished a list of
projects where SBI Caps had been engaged by various Government
organizations on nomination basis without calling for open tender.

The Department stated that it was not possible to spell out precise
requirements and scope of work as a basis for tendering in advance because
it was for the consultants to propose a road map for privatization from which
the requirements and scope of work would arise. It stated that if the
consultants had chosen a different valuation methodology, the requirements
and scope of work would have differed considerably and thus it would have
not been possible to evaluate alternative consultancies based on alternative
road maps.

The Department stated that ICICI's performance in the privatization
exercise in East Delhi had not been ‘'up to the mark’. They further claimed
that in the states where ICICI had been appointed as consultant, the
privatization process had not shown significant progress. It has also been
further claimed that ICICI later on closed their consultancy wing, which
reflected their lack of success in this area. In the matter of ASCI, who had
also submitted their offer for providing consultancy, the Department has
stated that ASCI had withdrawn their offer in the interest of ‘expeditious
privatization’.

It was further stated by the Department that as DVB was unviable with
long duration power cuts, regular defaults on payments for power purchases
and huge transmission, distribution and commercial losses, there was an
urgent need to restructure DVB to make it sustainable and under such
circumstances it was necessary to quickly finalise selection of consultants as
delays would have cost DVB as well as Government of Delhi dearly.

FINDINGS OF THE COMMITTEE:

After considering the observations in the C&AG's report and reply of the
Department, the Committee is of the opinion that the Department had failed
to do the necessary groundwork before appointing the consultants. The
Department erred on two counts. First, the prescribed procedure for



appointment of consultants was not followed. Secondly the ‘terms of
reference’ on which the consultant was to submit a report was not finalized.

The report of the consultant was to be the foundation on which the
whole process of power reforms rested. The consultant is expected to frame
the guidelines and roadmap for the entire process. He is to suggest the
detailed modalities and procedure that is to be followed keeping in view the
requirements of the Department.

As the books of accounts of the DVB were in a sorry state, it would have
been prudent to set the accounts straight, before appointing the consultant.
In the absence of /audited books of accounts it was difficult for the
Department to determine the requirement and scope of work that was to be
entrusted to the consuitant. It also left the Dept. with no other option except
to accept the consultant’s recommendations.

The Department should have first decided the ‘terms of
reference’ on which the consultants were to act upon. Open tenders
should have been floated and the ‘terms of reference’ should have
been made available to each bidder to ensure a level playing field.
Howsoever impressive the performance of SBI Caps may have been,
the Government procedure on financial matters does not permit any
Department to ‘proactively’ contact a single company for its services.
In the absence of uniform 'terms of reference’ the bids of the three
Companies, viz., SBI Caps, ICICI and ASCI cannot be compared.

The Department has stated in its written reply that the lack of Fixed
Assets Register in Delhi Vidyut Board resulted in failure of ICICI in respect of
privatization in East Delhi. In such a situation the consuitant cannot be
blamed for a lapse on the part of the Department. Similarly if a State
chooses to not act upon the report of the consultant it cannot be claimed as a
reflection on the performance of the consultant. The fact that ICICI closed
their consultancy wing later also has no bearing in this case because it was a
development, which had taken place much later.

In the matter of the bid submitted by ASCI also the Department has not
brought out the correct position to the notice of the Committee, because
ASCI had withdrawn their offer, only after Government’s decision to
appoint SBI Caps for qualitative work such as valuation and allocation
of assets, financial restructuring etc. From the letter of the Principal
(ASCI) dated 26™ October 1999, it is clear that he had already been informed
that works relating to valuation of assets, allocation of assets to generation
and distribution companies, financial restructuring of DVB and the new
entities and develnping their balance sheets would be entrusted to SBI Caps.
In his letter dated 28" December 1999, the Principal, ASCI stated that they
were withdrawing their offer of consultancy because; "two agencies studying
the same issue won't be appropriate, when Government wants such crucial
decision to be taken quickly and in a certain time frame



As is obvious the Department instead of opting for an open tender,
contacted these consultants selectively at various stages, with different
requirements. In the absence of uniformity in the nature of requirement and
scope of work, it was natural that for consultants to quote different rates. It is
for this reason that the three consultants submitted their bids with different
options and hence their rates could not be compared.

The guideline of the cvC (Central Vigilance Commission) on
appointment of consultants (No. 3L - IRC 1 dated 10.1.1983)
stipulates that ‘public notice should be issued to enlist names of
suitable consultants’,

A subsequent guideline of the CVC (No.OFF 1 CTE 1 dated 25
November 2002) is also worth mentioning here. It inter alia states:
"The consultants are still appointed in an ad-hoc and arbitrary
manner without inviting tenders and without collecting adequate data
about their performance, capability and experience. In some cases,
the consultants were appointed after holding direct discussions with
only one firm without clearly indicating the job content and
consultation fee payable to them. Often the scope of work entrusted
fo the consultants is either not defined properly or the consultants
are given a free hand to handle the case due to which they
experiment with impractical, fanciful and exotic ideas resulting in
unwarranted costs. The organizations display an over-dependence on
consultants and invariably abdicate their responsibility completely to
the latter. The officials do not over see the working of the consultants
resulting in the latter exploiting the circumstances and at times, in
collusion with the contractors, give biased recommendations in
favour of a particular firm.

«weeees The Commission would like to reiterate the instructions
regarding appointment of consultants. The appointment of
consultants should be absolutely need based and for specialized jobs
only. The ‘selection of consultants should be made in a transparent
manner through competitive bidding. The scope of work and role of
consultants should be clearly defined.”

The Department had thus failed to adhere to the prescribed
financial procedures as well as the guidelines of the CVC, while
appointing SBI Caps as the consultant. The matter may be referred
to the Central Vigilance Commission for a thorough probe to
determine the complicity and motive on the part of the officials
invoived in the whole exercise of appointment of the consuiltants,
which to this Committee seems to have been done in an indecent
haste by flouting the guidelines of the CVC in this regard.



Unbundling of DVB

6.14.7 Valuation of Assets

(Excerpts from the Report of the C&AG as appearing in the Report for
the year ended 2003):

“"Government decided to use the Business Valuation (8V) method for valuation
of assets. (The essence of this valuation process is to set targets for five years in
terms of efficiency gain, make plausible assumptions about retail tariff increases and
expenses and then calculate the value of the liability which can be met though the
earnings projected and the value of the asset is derived on that level of liabilities that
can be serviced) The consultant had advised that the value of assets using the BV
method couldnt be compared with the book value of the DVB assels as depicted in
their accounts. The consultant furnished details giving the book value for various
years as per DVB’s books of accounts (unaudited) as well as the re-stated book value
of net fixed assets as calculated by SBI Caps (with accumulated depreciation) as
follows:

Table 6.17: Details of Book value of Assets as per
Balance Sheet and as adopted by SBI Caps

(Rupees in crore)
Period | With accumulated | Book Value as
ended deprecation by SBI | per Balance
= Caps sheet
March 2804 3126.69
2000 T
March 2997 3470.25
2001 S| S
March 3182 3576.16
2002
March 3290 Not available
2003

The book value has been re-stated because the capital works in progress-

have not been capitalised in the books of DVB for many years and the

requisite depreciation was not charged on uncapitalised portion of the assets.

To that extent, the book value did not indicate the true value of the assets.
The asset value assigned to each Company was as follows:

Table 6.18: Asset value assigned to each company
{(Ru s in crore)

GENCO | TRANCO | Central | South - | North - | Total
East West North
A . R | West
Gross 510 650 360 ]E 1533 1210 | 4263
Block -
Accumulat 160 200 70 383 290 | 1103
ed
depreciatio f
n
Net Block 350 450 290 1150 920 | 3160

povrpad b Pubbig Accomes Commertee on T Povatieodion of Povaer



In response to an audit query as to the basis for the valuation of the assets,
Government stated (October 2003) that the details of the calculation was
available only with the consultants in their computer modelling which were

not available with the Government. It was added that the consultants did not
normally disclose their computer modelling as they regarded it as their
business secret. However, the Government furnished a note on the
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methodology adopted in asset valuation.

A scrutiny of the note indicated that while the general methodology had
been explained, the basic figures adopted, the weightages given and
assumptions made were not indicated and hence the basis of arriving at the
final figure of Rs. 3,160 crore could not be verified. The Government had
evidently relied solely on the report of the consultant.”

REPLY OF THE DEPARTMENT:

In its written reply and submissions before the Committee the
Department stated that the Government had relied solely on the report of the
consultant because "that is what they were engaged for”. 1t stated that only
another consultant could have checked the complicated computer modelling
done by the SBI Caps for valuation and it would not have been possible to
compel the consultant to allow this nor was it considered necessary. The
Government was concerned only to understand and approve the
methodology, which it did and for the detailed work, it naturally relied on the
consultants. The Department claimed that if they were to appoint another
consultant, they would have had to spend another 60-70 lakhs of rupees,
which would not have been appropriate in the given circumstances. The
consultants used sophisticated computer modelling and business valuation
done by them is reasonable and just and it was found to be most appropriate
method for the erstwhile DVB also because DVB did not have proper fixed
asset register for the last 15 years.

FINDINGS OF THE COMMITTEE:

As is apparent from the observations of the C&AG the Department
chose to adopt the Business Valuation methodology for the valuation of its
assets. The Department had cited three reasons for opting the Business
Valuation methodology in its written reply:

First, DVB (Delhi Vidyut Board) did not have proper Fixed Asset Register;

the valuation of assets affects the tariff and overvaluation would have
necessitated a higher tariff; and

Business valuation methodology was appropriate in electricity business as the
licensee is not able to strip the assets and must operate the business under
the scrutiny of the Regulatory Commission.

Ropwspt of the Praldee Accotmn s ©raamtrtes o Mrvemnsanon of Pova




The Department’s admission that the DVB’s fixed asset register
was not complete indicates a very serious lapse on the part of the
officers manning the erstwhile DVB. It is surprising that the
Department has not found it fit to seek the reasons for this lapse.
Instead it chose to gloss over it and opt for the easiest way out. The
statement that the Department had no idea of its own assels is a
grave admission of its inexcusable act. No Government property,
whether fixed or moveable, can be left unaccounted. The financial
rules prescribe procedure for even condemnation of small items or
sale of scrap. The asset register is expected to reflect whether a
particular asset is installed and working or it has been condemned or
stolen or lost. It cannot be simply left unaccounted for. The
Committee is of the opinion that in the absence of complete Fixed
Asset Register the Department had no option but to opt for the
business valuation methodology for the valuation of its assels.

The Committee held a meeting on the 4% July 2005 to view a
presentation of the business valuation methodology adopted by SBI
Caps. Officers of the Power Department and SBI Caps were present in
the meeting. The business valuation methodology involves
calculations based on weightages and assumptions. These
weightages and assumptions are subjective and not necessarily
accurate. Had the task been entrusted to a different consultant they
would have arrived at a different figure based on a different set of
assumptions and weightages. Moreover, actual t&d losses, average
billing rate, collection efficiency, cost of inputs, supply of electricity
from different generating units and projected inflation in cost of
various inputs required for generation of power were crucial inputs
necessary for the business valuation methodology. In the absence of
proper records the consultants had to resort to approximate figures
and generalized assumption, which would in turn affect the final
resulit.

The Department failed to verify the authenticity of the data used for the
assumptions and projections. The assumptions and projections with reference
to the data made were on the basis of past trend, sample data, industry
trend, inflation in cost of inputs and supply of electricity, supply from various
power stations and corresponding demand thereto. The Department did not
analyze the authenticity of these and they solely relied on the consultant’s
report. The major components of the valuation were opening level of AT&C
Losses, year wise target for reduction in AT&C losses and percentage of tariff
hike. The assumed opening AT&C losses were higher at the time of valuation
and 2-4% lower at the time of actual handing over making the task of the
DISCOMs easier for reducing AT&C losses. Besides the capital expenditure
incurred after valuation of assets i.e. during 1.4.2001 to 30.7.2002 was not
accounted for in valuation.
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As per the Statement of Accounts submitted by the department,
Capital Expenditure in Progress was worth Rs. 1788.89 Crores as on 30"
June 2002. The capital works in progress were not accounted for during the
valuation of assets. In the absence of proper accounts there is a serious
apprehension of the DISCOMs having taken advantage of these pending
capital works. A thorough probe is necessary to ascertain the exact details
of the capital works which were in progress and the manner in which they
have been accounted for.

Had the accounts of the DVB been complete the Department could
have made a more comprehensive comparison of the two methodologies
(book valuation and business valuation) and adopted the one, which
favoured the Government's interest more. Having chosen the business
valuation methodology the Government was bound by the report of the
consultant and had no option of verifying the end result. Therefore it was
necessary for the Department to be sure of its assets as per the book value
for a favorable comparison with the findings of the consultant.

In reply to the observation of the C&AG’s observation that the
Government relied solely on the report of the consultant, the Department
brazenly stated that ‘this i not denied; this is what the consultants were
engaged for.’ (Surprisingly the Department did not feel it fit to rely on the
consultant’s figures on the AT&C Loss reduction percentage and pending
dues of the DVB (receivables) and later revised the figures in favour of the
DISCOMs. These have been dealt with in the later Paras.)

Guidelines of the CVC (No.OFF 1 CTE 1 dated 25" November 2002,
which has been mentioned earlier also, advises the Departments to avoid
precisely such a situation. It states: "...often the scope of work entrusted
to the consultants is either not defined properly or the consultants are
given a free hand to handle the case due to which they experiment with
impractical, fanciful and exotic ideas resulting in unwarranted costs. The
organizations display an over-dependence on consultants and invariably
abdicate their responsibility completely to the latter.”

Under Rule 3(1) of the Delhi Electricity Reform (Transfer Scheme) Rules
2001, on and from the date of the transfer all the assets liabilities and proceedings
of the Delhi Vidyut Board stood transferred to and vested in the Government. Assets
have been defined in the Rules as ‘includes all rights, interests and claims of
whatever nature as well as block or block s of assets of the Delhi Vidyut Board.’
Rule 5 of the Transfer Scheme Rules, read with Schedule D, E&F provided that these
assets (excluding land) would further stand transferred and vest in the successor
DISCOMs and accordingly these have been transferred to the respective DISCOMs.
As regards ‘land’ Schedules D, E&F of the Transfer Scheme Rules states that: "The
transferee shall be entitled to use such land as a licensee of the
Government on payment of a consolidated amount of One rupee only per
month during the period the transferee has the sanction or licence or
authorization to undertake the distribution business. As and when such
licence or sanction or authorization is revoked or cancelled or not renewed or the
area of supply



where the land is situated Is withdrawn from the transferee, the licence to the
transferee in respect of such land shall stand cancelled”

_ In consideration of the transfer of the assets the DISCOMs were to issue
shares and instruments in favour of the Holding Company (Delhi Power
Company Limited) and the Holding Company was to further issue shares and
instruments in favour of the Government. Accordingly DISCOM 1 (now BSES
Yamuna) issued share worth Rs. 116 crores, DISCOM 2 (now BSES Rajdhani)
issued share worth 460 crores and DISCOM 3 (now NDPL) issued shares
worth Rs. 368 crores. In other words the assets of the erstwhile DVB falling in
the area of the respective DISCOMs were transferred to them for a cost of Rs.
944 crores in the form of share capital and Rs. 1416 crore in form of loan with
a moratorium of four years payable to Delhi Power Company Limited ( Holding
Company). For the use of land they were to pay a nominal fee of One Rupee
per month,

The Committee feels that in the absence of proper records, the
value at which this transfer has taken place can be questioned and
challenged and there have been allegations of under valuation, which
cannot be discounted. The basis on which the magic figure of 3160
crores was arrived at is not clear. For instance while eighty-five 33 KV
Grids and fifty-two 66 KV Grids have been transferred to the
DISCOMs, in its reply dated 4™ August 2005 the Department states
that 'as no proper Fixed Assets Register was being maintained, the
value of individual grid cannot be ascertained.”

In the matter of transfer of land, the Department has stated that the
value of land was not taken Into consideration because land was not sold but
transferred on lease.

The Committee sought to know whether any guidelines or orders had
been issued to ensure that the land and building transferred to the- DISCOMs
are not utilised for purposes other than distribution. Vide its reply dated 4t
August 2005 the Department stated that Yand can be exclusively used for the
purpose of carrying out distribution business.” They further mentioned the
following statutory provisions as justification of their argument that sufficient
safeguards were available:

“Section 5(3) of Delhi Electricity Reform (Transfer Scheme) Rules, 2001: "The
rights in the undertaking or the assets transferred to the transferee shall be
subject to the restrictions and limitations, specified in these rules or in the
applicable schedule.’

“Section 17(3) of Electricity Act, 2003: *No licensee shall at any time assign
his licence or transfer his utility, or any part thereof, by sale, lease, exchange
or otherwise without the prior approval of the appropriate Commission.”

The Transfer Scheme Rules mentioned above states that the
rights on the assets would be subject to the restrictions and
limitation specified in the rules or schedule. Unfortunately no such

fi
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restriction or limitation has been mentioned in the rules or schedule.
Schedules D, E & F of the transfer scheme states that: "the transferee
shall be entitled to use such land as a licensee of the government on
payment of a consolidated amount of one rupee only per month
during the period the transferee has the sanction or licence or
authorization to undertake the distribution business.”

The above clause means that as long as the DISCOMs have the
license to undertake the distribution business they shall be entitled to
use such land. No where has it been mentioned that the ‘use’ would
be for distribution business. There is no restriction on the purpose for
which these transferred assets can be used.

The provision of the Central Act (section 17 of Electricity Act
2003) mentioned by the Department also merely places a restriction
on the licensee from further transferring his licence or utility. The
Committee’s concern is regarding the absence of checks and balances
to ensure that the land and building transferred to the DISCOMs is not
utilised for purposes other than the distribution business. There
appears to be no safeguard to prevent the DISCOMs from exploiting
the prime land and building for commercial purposes.

The genesis for these problems of under valuation can be traced
to the callous manner in which the accounts of the Delhi Vidyut Board
had been maintained. The entire system lacked supervision and
accountability.

The Committee recommends that an enquiry by the Central
Vigilance Commission in to the conduct of all those top officials, who
managed the erstwhile DVB in the last three years prior to
privatisation, for their acts of criminal breach of trust, dereliction of
duty, negligence and lack of supervision on their part. They had failed
to ensure proper maintenance of audited books of accounts, asset
registers, inventory of stocks etc. This gross act of negligence has
cost the exchequer several thousand crores since in the absence of all
these vital records the government was forced to accept the asset
valuation done by the sole consultant and property of the erstwhile
DVB running into several thousand crores was transferred to the
DISCOMs for pittance. This action at this stage is of paramount
importance so that it acts as a deterrent for the other Heads of other
commercial undertakings of the Government.

Report of the Public Accounts Coamumiltee on “Privansation of Power’



6.14.8 Outstanding Receivables of DVB
(Excerpts from the Report of the CRAG as appearing in the Report for
the year ended 2003):

“The consultant proposed to transfer all except one month’s receivable to the

Holding Company with 20 per cent collection charges being allowed to the DISCOMs
for collecting these dues from non-Government agencies. The consultant worked out
the outstanding receivables of DVB up to October 2000 as follows:

Table 6.19: Details of outstanding receivables of
DVB up to October 2000
{Rupees In crore)

Consumer Category Amount

Large Industrial Power (LIP) 59.42
Small Industrial Pﬂwe??_ﬁ_wfi'—‘j & non domestic ~ 583.73
Domestic S 905.05
Water : N 624.60
Agriculture . 68.63
Public lighting | 93.34

Total 2334.77 |

Scrutiny in audit revealed the following:

The receivables from LIP consumers refated to the outstanding amount for the
year 2000-01 only. This contributed to a difference of Rs. 3,107.62 crore
between the figure of outstanding receivables of Rs. 5,442.39 crore reflected
in the Balance Sheet for the year ending 31 March 2002 of DVB and that
worked out by the consultant;

The amount of bulk supply arrears had been worked out in June 2003 after
one year of privatization whereas it should have been done by 30 June 2002.
Further, the amount was calculated by adding the arrears on 31 March 1994
to the arrears of 30 June 2002 as shown in the bills for the month of June
2002 instead of adopting the ledger figures. No adjustments had been carried
out on account of recovery, settlement of court cases, fuel price adjustments,
etc. during the intervening period of more than eight years and consequently
the accuracy of the arrears calculated were doubtful; and

The DVB arrears were calculated for other than bulk supply on the basis of biifl
arrears of more than Rs. 10 for all the consumers. The adjustment made on
account of assessment made on average billing, premises locked,
disconnection, court cases and misuse withdrawn/ levied were to be intimated
under a particular code but the DISCOMs made the adjustments under the
earlier code instead of the code intimated.

Government stated (September 2003) that the total figure of Rs. 3,600 crore

was extracted on the basis of data available in the EDP Centre of DVB as on 30 June
2002 in respect of outstandings pertaining to SIP, Bulk and Domestic consumers. It
added in December 2003 that a team of Chartered Accountants was being appointed
by the Holding Company for the purpose of checking the authenticity of the amounts
and ensuring that the DISCOMs were making all efforts for such recovery. Separate
software was also being developed for segregating the DVE arrear components and
these figures were being furnished to each DISCOM for verification and recovery. It
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was also stated that during the period 2002-03 (July 2002 to March 2003), arrears
Collected by DISCOMs amounting to Rs. 104.64 crore (80% of Rs. 130 crore) had
been remitted by them to the Holding Company.

The fact remains that it is the responsibility of the Delhi Power Company Ltd.
(Holding Company) to recover all outstanding arrears of DVB period from the
DISCOMs as per the Transfer Scheme and Agreement signed with them. The
erstwhile DVB/ Government had failed to finalise the accounts for the period April
2000 to June 2002 even after 18 months of privatisation. The Holding Company had
failed to recover any amount of bulk supply arrears from DISCOMs till 31 March 2003
and was also not in a position to provide details of arrears of DVB consumer wise as
on 30 June 2002. Moreover, the opening Balance Sheet of the Holding Company did
not depict the complete picture, as old debts recoverable were not shown in the
Balance Sheet since the opening Balance Sheet was in statement form only.

REPLY OF THE DEPARTMENT:

The Department informed vide communication dated 4% July 2005 that
an amount of Rs. 4815.91 crores (Rs. 3427.70 crores from BSES and Rs.
1388.21 crores from NDPL) was outstanding as on 30" June 2005 as DVB
arrears. As the DISCOMs did not agree with the figures of the DVB it had
been decided that CA firms would be asked to conduct an investigative audit
and report on the actual figures. For this purpose M/s Susheel Jeetpuria & Co
was awarded the investigative audit work of all arrear cases falling under the
jurisdiction of BRPL and NDPL at a cost of Rs. 40.13 lakhs. M/s SS Kothari &
Co. was awarded the work for the arrears falling under the jurisdiction of
BYPL at the cost of Rs. 12.26 lakhs. The Department further informed that the
report of the investigative audit had been sent to the DISCOMs but the
DISCOMs were of the view that not more than 15-20% of the amount was
recoverable,

As per the written reply submitted on the 4" July 2005, the recovery
position as on 14.5.05 was as follows (amount in crores):

S.No. Particulars NDPL | BRPL | BYPL | Total
1 |Amount recovered by the DISCOMs | 110.41 | 131.47 89.79 | 331.67
2 Amount collected from Government -- 4.15 0.98 5.13
connections
K Amount payable against private | 110.41 | 12733 | 88.81 326.54
connections 7
4 Net amount payable to DPCL as per | 88.33 | 106.01| 72.03| 267.37

transfer scheme (80% of private
connections and 100% of
Government connections)

5 Amount actually remitted to the| 84.10 55.19| 50.33| 189.62
DPCL
6 Adjustments made by DISCOMs 4.24 50.82 21.7| 76.76

- A
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[7 Adjustments accepted by DPCL 13| 14.26| 0.83| 16.39

Adjustments not accepted by DPCL 2.93 36.56 | 20.87 60.36
(under reconciliation/disputes 1

o|

9 Amount actually received and | 85.40 69.45 51.16 206.01 |
amount allowed to be adjusted by
DPCL [(5) + (7)] |

FINDINGS OF THE COMMITTEE:

As per the Transfer Scheme Rules (Schedule D, E & F of the
Rules) the DISCOMs were authorized to realize the receivables of the
erstwhile DVB in its area of supply. Upon realization of such
receivables the DISCOMs were to retain 20% of the amount and remit
the remainder to the Holding Company.

From the reply of the Department it is obvious that the DISCOMs
had neither agreed to the DVB figures, nor the figures worked out by
the investigative audit. The Department has already paid the total
fees (Rs. 52.39 Lakhs) to the CA firms. The DISCOMs had made very
negligible recovery. As per the transfer scheme the DISCOMs were to
remit 80% of this amount to the Holding Company i.e. Delhi Power
Company Ltd. This was not done. Instead the DISCOMs adjusted
these in lieu of other payments, which were due. Thus not only were
the provisions of the transfer scheme rules violated, but also, the
DISCOMs appeared to be not at all serious in recovering the arrears of
the DVB even after three years of assuming the responsibility.

In the meeting held on 21% February 2005, the Departmental
Representative stated that the holding company was reconciling the figures
on quarterly basis. The Committee was also informed that the DISCOMs had
been directed by the Chief Secretary, Delhi that no adjustments would be
made without prior approval. The Department was directed to reconcile the
amount in three months. However, in the meeting held on 10 June 2005 In
which the Chief Secretary {who also holds the additional charge of Principal
Secretary (Power)} was also present, the Department was still not aware
of the exact amount, which was recoverable from the DISCOMs. In the
meeting the Committee was informed that an amount of Rs. 329.78 crores
had been collected by the DISCOMs but the amount actually remitted to the
Government was not known.

Out of total receivables of Rs. 3261.03 crores (excluding LPSC of
1544.88 crores) the DISCOMs in three years had managed to recover
only Rs. 331.67 crores. Even out of this meagre recovery they were
reluctant to remit the amount to the holding company i.e. DPCL as per
the transfer scheme. As against an amount of Rs.267.37 crores the
DPCL has actually received only Rs. 189.62 crores. The DISCOMs on
their own adjusted Rs.76.76 crores, which was a violation of the

14

Report of the Pubhc Accounts Uammiitee on Prvansation of Pos



Transfer Scheme Rules. Moreover the decision of DPCL to allow
adjustments of Rs. 16.39 crores is also irregular because as per the
transfer scheme there was no provision for such adjustments. The
Government seems to have succumbed to the whims of the DISCOMs
in matters of collecting its dues. Not only were the DISCOMs allowed
to sit on the funds of the Government but also allowed to make
adjustments without the prior approval of the competent authority.

If the DISCOMs were not to agree to the report of the
investigative audit and were to rely on their own sources for arriving
at a figure, which could be recovered, the Government had no need to
conduct an audit at a cost of more than Rs. 52 lakhs. The amount paid
to the CA firms appears to have been in vain.

In its meeting held on 4™ July 2005 the Departmental
Representatives stated that it was the inefficiency on the part of the
DVB that led to the accumulation of the arrears. If that was the case,
why was no action taken during that period? Why did the Government
tolerate inefficiency?

This issue again reflects poorly on the maintenance of records
by the Delhi Vidyut Board, which has now given an excuse to the
DISCOMs to escape their responsibility. The DISCOMs should be
penalised for misappropriating the state’s share of the receivables
and adjusting it without the approval of the Government. The
Government should realistically assess the arrear amount and the
DISCOMs should be compelled to take steps to recover these. The
Government should revise the terms and conditions in this regard and
place checks and balances to ensure that its interests are not
adversely affected.

As per the written reply submitted by the Department on 4™ July 2005
the DVB had managed to recover Rs. 97 crores in March 2001 and Rs.150
crores in June 2002 under special schemes. Besides the above, Rs.100 crores
have been directly recovered by DPCL now from DJB, which shows that had
these organisations received support earlier they would have performed much
better than what the DISCOMs are achieving now. The DISCOMs are
pampered with incentives, commissions and support and still the Government
is taken for a ride.

The Department has also failed to commit before the Committee
a date by which it could quantify the receivables, which it feels, can
be realistically recovered. Instead it has been stated that the DPCL
has formed Committees for monitoring the progress of the recovery.
The Department should quantify the actual receivables within three
months and compel the DISCOMs to adhere to the transfer scheme.
Around 1200 crores is to be recovered from bulk supply (purchasers
above 100 KWs). If the DISCOMs are directed o concentrate on these
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defaulters a major portion of the outstanding receivables can be
recovered.

The CS/Principal Secretary (Power) had admitted that due to
inefficiency on the part of DVB, huge arrears had accumulated which
the Government is now finding difficult to recover. Strict action needs
to be taken against the officers who were at the helm of the affairs of
the DVB and DESU.

Report of the Public Accounts Committee on “Privatisation of Power



6.14.9 Inviting bids for pre-qualification & 6.14.10 Bids Evaluation
(Excerpi:s from the Report of the CRAG as appearing in the Report for
the year ended 2003): ;

"GNCTD fiad invited Statements of Qualification (SOQ) for selling majority
equity of the DISCOMs vide advertisements published on 15 February 2001 through
three national/international dailies. The last date for the issue of Request for
Qualification (RF()) document was fixed as 30 March 2001 and the deadline for
submission of the SOQ was 16 April 2001, which was extended up to 15 May 2001.
Thirty-two companies had purchased the RFQ but only seven companies (six national
and one international) had submitted the SOQ along with relevant documents.

The Bids were examined by a Core Committee constituted by the GNCTD. One
bid was rejected due to violation of conditions of RFQ. GNCTD pre-qualified six
companies for the issue of Requests for Proposal (RFP) on the basis of SOQ
submitted by them.

GNCTD issued (November 2001) RFP to the six pre-qualified companies. The
RFP inclucied the minimum Aggregate Technical and Commercial loss (AT&C)
reduction:; to be achieved each year for the next five years. Only two bidders i.e.
Tata Power Co. Ltd. and BSES Ltd. had submitted their bids (10 April 2002). Tata
Power Cio. had submitted its bid for DISCOM-2 and DISCOM-3 while BSES Ltd.
submittiad bids for all the three companies. The Council of Ministers concluded (11
April 21J02) that the bids were not acceptable “in their present form.” Various new
conditions proposed by the bidders along with their bids were also not found to be
acceptable. The Council of Ministers authorised (11 April 2002) the Core Committee
to explore all other options including negotiations with the bidders before taking any
further decisions. The Core Committee decided (April/ May 2002) to negotiate with
the bidders. The GNCTD subsequently accepted revised bids from both the bidders
viz. BSES Ltd. for DISCOM-1 and DISCOM-2 and Tata Power Co. for DISCOM-3 in
My 2002.

It was noticed in audit that the Transfer Scheme along with .its specific
conditions had been approved by the competent authority viz. the Lt. Governor of
1Delhi on 12 November 2001. After receipt of the bids, the GNCTD carried out
significant modifications and additions in the Transfer Scheme. These were however
not submitted to the competent authority for approval.

The terms of the Scheme modified/added and their impact are given in the
table below: '

Sl | Clause in original | Modifications carried Impact of Modifications

No. transfer out after negotiation
I scheme/policy \
directions
1. There should be | Moratorium on | Enhancement of moratorium

moratorium for the | repayment and Interest | period will result in depriving
first three years on | recovery K on repayment | the Holding Company of
both interest and | of debt extended to |interest amount of Rs. 339.84
principal repayment | fourth year and to the | crore which would have accrued
i of the debt of|fifth year in case of|after the third year. Moreover,
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Holding  Company | under-achievement in | it enables utilisation of loan
by DISCOMs. | the fourth year. amount of Rs. 1,416 crore for
Thereafter, interest two additional years without
was feviable at the interest.
rate of 12 per cent. gy N
2. The minimum loss | The minimum Joss | TRANSCO sells power to the
reduction levels | reduction levels | DISCOMs. If the realisation by
stipulated in the | stipulated in the RFP |the DISCOMs is less, then the
RFP document | document  had  been | amount which Is remitted to
issued to all | changed. TRANSCO by the DISCOMs
prospective buyers. would be  correspondingly
lower. By reducing the loss
reduction levels from 20.75 for
DISCOM I and 19.25 per cent
for DISCOM IT & III to 17 per
cent for all, TRANSCO s
deprived of an accrual of
JU . o Rs. 3,929 crore. i
3. The effect of over- | The effect of over| This will result in extra burden
achievement/ achievement/under- | of Rs. 850 crore in the form of | o ..
under-achievement | achievement for the | support loan to TRANSCO to | fiom
for the period 2002- | period 2002-03 to 2006- | bridge the gap between the | cs&da's
03 to 2006-07 in |07 in the reduction of | cost of power and realization | Report
reduction in AT&C | AT&C losses should be | there against. Even this support
Josses should be |taken on cumulative | of Rs. 3,450 crore was not |
taken on annual | basis till the end of the | adequate to compensate for the
basis. The support | relevant years instead of | loss that would be incurred by
level of TRANSCO |on annual basis. The | TRANSCO in view of the
was Rs. 2,600 | support level was | assumption made for increase
crore. increased to Rs. 3,450 |in consumer tariff every year @
crore. 10 per cent. The average
consumer tariff required to be
increased would now have to
be in the range of 20 per cent
to 30 per cent in order o cope
with the loss.
4. A mechanism be put in | The dues of the Deihi Jal Board | . ..
| place to ensure that|were a secured debt and such @ | fom
DISCOMs receive timely | debt should be excluded from | C&AG's
payment of electricity | the outstanding for calculation | Repert
dues from Dethi Jal Board | of collection efficiency.
only in respect of HT
L __| connections.

Government stated (October 2003) that the directions of the Council of
Ministers had been adhered to and that the Council had approved the
recommendations made by the Core Committee. It was added that such matters did
not require the approval of the Lt. Governor as had been advised by the Law
Department in another matter.

It was observed in audit that the Transfer Scheme had been framed under the
provisions of the Delhi Electricity Reforms Act, which vests the authority to frame the
Scheme in the Government. Section 2(d) of the Act stipulates that "Government”
means the Lt. Governor of the NCT of Delhi. Hence, any substantial charges in the
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terms of the transfer scheme should have been re-submitted to the Lt. Governor for
approval. The advice of the Law Department cited by the Government did not
pertain to the issue of modifications to the transfer scheme. It is suggested that the
Government may obtain post-facto approval of the Lt. Governor to the modifications
made in the Transfer Scheme.”

REPLY OF THE DEPARTMENT:

In the meeting held on 21% February 2005, the Departmental
Representative stated that most of the modifications made after negotiation
were part of the Policy Directions issued under Section 12 of the Delhi
Electricity Reform Act and not under the Transfer Scheme Rules. It was stated
that as per the Law Department’s opinion available at that time the
Lieutenant Governor’s approval was not required in such cases.

In its written reply the Department states “certain modifications were
carried out in the original package including reduction of Transmission and
Distribution Loss targets by the Government. These modifications were
made consciously as the option before the government was either to
privatise or not privatise at all. In case the government had not
privatised, the old legacy of DVB would have continued which was becoming
totally unviable and a heavy burden on Government exchequer.”

FINDINGS OF THE COMMITTEE:

On 15" February 2001 the Department of Power issued an
advertisement inviting Statement of Qualifications (SOQ) from investors for
purchase of 51% equity in the three DISCOMs viz., South West Delhi
Electricity Distribution Company, North-North West Delhi Electricity
Distribution Company and Central East Delhi Electricity Distribution Company.
‘Request for Qualification’ (RFQ -for the purpose of pre-qualifying investors in
the first stage of bidding), was sold to the interested parties, which detailed
the eligibility criteria and other terms and conditions. Out of the thirty-two
companies, which purchased the RFQ, only seven companies (six national and
one international) submitted the SOQ.

Of these seven, six were short-listed and in November 2001, the
Department issued ‘Request For Proposal’ (RFP) indicating the minimum AT &
C loss reduction levels which was to be achieved during the subsequent five
years to these six pre-qualified Companies viz., BSES Limited, Reliance
Industries Limited, CESCON Limited, Tata Power Company Limited, AES
(India) Private Limited and CLP Power International Limited. Out of these six,
only two bidders submitted their bids. While Tata Power Company Limited
submitted their bid for South West Delhi Electricity Distribution Company and
North-North West Delhi Electricity Distribution Company, BSES Limited had
submitted their bid for all the three DISCOMs.

po
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Para 19.5 of the RFP states that: "The bids to be given shall be
unconditional. The bids, which are conditional, shall be liable to be
rejected.” The use of the words 'shall be liable to be rejected’ means
that the Government is legally obligated to reject the conditional bids.

In Para 19.8 of the RFP it is stated that: it is a condition of the
bid that the bidders accept the documents (including the tripartite
agreements) and agree to be bound by the terms and conditions
therein. Government shall have no obligation to the bidders to discuss
or negotiate any agreement or terms thereof either before or after
the submission of the bids.”

In spite of these provisions, the Government chose to negotiate
with the conditional bidders and made drastic changes to suit the
needs of the two bidders. Both these bids were conditional and ipsc
facto they ought to have been rejected as per the provisions of the
RFP. In its reply to the Committee the Department stated that as per
the guidelines of the Central Vigilance Commission, negotiation could
be held only with the H1 i.e. the highest bidder. While it is a fact that
as per the CVC guidelines, negotiation could be held only with the
highest bidder, but the Department had in fact negotiated with
bidders who had submitted ‘conditional bids’ and hence could not be
termed as the highest bidders. In other words the negotiation were
not held with the highest bidders but with conditional bidders who
had violated the conditions of the RFP. The Department had the
option to re-tender after altering the terms and conditions so that the
revised terms and conditions were available to all the bidders, but
this option was given a go by.

The Principal Secretary (Power) stated in the meeting held on the 10"
June 2005 that as per Para 4.2 of the RFP "The Government reserves the
right to reject all or any of the bids, if it considers it necessary to do so,
and/or to withdraw from the proposed privatization or any part of the process
or to vary any of its terms at any time without giving any reason therefore
and / or to require bidders to submit revised bids on such basis as the
government may determine.”

The consultants (SBI Caps) had suggested the following criteria for
selection of private investors:

i Premium on equity of the Distribution Company (i.e. the bidder who
quotes the highest rates for the equity of the distribution company
gets declared as the selected bidder).

ii. Amount of loan support required in the initial years (i.e. the bidder
who quotes the minimum loan support required from the
Government is declared as the selected bidder)
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iii. Bidding on T&D loss reduction and improvements in collection
efficiency (i.e. the bidder who assures the highest T&D loss reduction
and maximum efficiency gain)

SBI Caps recommended the third option and this was accepted by the
Government. Hence the bidder who assured the highest ‘AT&C (Aggregate
Technical and Commercial Loss) Reduction for each DISCOMs for a period of
five years commencing from 2002-2003, was to be identified as the
‘purchaser’. As per the policy directions {8(c)} issued in November 2001
“eince the loss reduction or efficiency gain to be achieved by the
distribution companies shall be the bidding criteria, the sale of 51%
equity shares shall be offered at the face value. The consideration for equity
shares will not be a bidding criteria. -

Appendix ‘B2’ of the RFP (Bidding Criteria and Bid Evaluation Para 1.4)
stated that: "The AT&C Loss reduction stated by the bidder for any
DISCOM for a given year should not be less than the minimum levels
stipulated by the government subsequent to the issue of the tariff order for
each of the DISCOMs for the year 2001-2002. The bids are liable to be
rejected in case the AT&C loss reduction stated by the bidder is less
than the minimum levels stipulated by the Government.”

The minimum AT&C loss reduction targets which was originally stipulated,
the original bids which were received and the targets which were finally
accepted have been shown below:

DISCOM-1
(Central East Delhi Electricity Distribution Company Limited. Now BSES Yamuna)

2002- | 2003- | 2004- | 2005- | 2006- Total |
03 04 05 06 07
Minimum 1.50 5.00 | 5.00 5.00 4.25 | 20.75
levels as per
RFP
— BSES - H1 | 0.75 | 1.75 550 | 450 | 450 714.00 |
Initial bid
Finally 0.75 1.75 | 4.00 5.50 5.00 | 17.00
accepted :
targets
| (BSES)
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DISCOM-2

(South West Delhi Electricity Distribution Company Limited. Now BSES

Thus the Department compromised on the sole criteria on which
the bids were to be accepted in spite of the fact that conditional bids
and bids which were lower than the minimum level were liable to be

rejected.

The Government had formed a Core Committee comprising the
Principal Secretary (Power), Principal Secretary (Finance) and the
Principal Secretary (Planning) to evaluate the bids.
recommendations of this Committee the council of Ministers in its
meeting held on the 11" April 2002 decided that the bids ‘were not
acceptable in the present form’ and the various new conditions

Rajdhani)
2003- | 2004- | 2005- | 2006- | Total
04 05 06 07
Minimum 5.00 4.50 4.50 4.00 | 19.25 |
levels
BSES - H1 1.00 2.35 4.50 4.75 13.00
Initial bid !
" Finally "1.55 | 3.30 | 6.00 | 5.60 | 17.00
accepted
targets
BSES
-___E ) S R B S
DISCOM-3
(North North-West Delhi Distribution Company Limited. Now NDPL)
2003- | 2004- | 2005- | 2006- | Total
04 05 06 07
Minimum 5.00 450 | 4.25 | 4.00 | 19.25
levels
Tata Power 1.25 2.00 4.50 5.25 | 13.50
H1
Initial bid ]
 Finally T 2.25 4.50 5.50 4.25 | 17.00
accepted
targets (Tata
Power)

proposed by the bidders were not found acceptable. The Council of
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Ministers however, decided to authorize the same officers "to explore
all other options including negotiations with the bidders and report
back to the Council of Ministers at the earliest before taking any other
decisions.” The Minister of Power also made a statement on the floor
of the House on the same day in this regard.

Thus the same group of officers who had recommended to the
cabinet not to accept the bids ‘in the present form" were asked to
‘explore all other options including negotiations’. The Core Committee
negotiated with the two bidders and revised bids were received. Even
these revised bids were conditional. The conditions of the bidders
regarding reduction of AT&C levels, moratorium on repayment and
interest waiver, the effect of over-achievement/ under-achievement
in reduction in AT&C losses, liabilities arising out of litigation, suits,
claims etc were accepted by the Cabinet on the recommendations of
the Core Committee.

As per the minutes of the Core Committee the concerns of the
Bidders found acceptable were as follows:

"(a) Moratorium on repayment and interest waiver on Holding
Company debt to be extended to the fourth year instead of three
years in the original structure. In case of under-achievement in the
fourth year in a distribution company, the moratorium on repayment
and interest waiver on Holding Company debt to be increased to fifth
year for the relevant distribution company.

(b) In regard to over-achievement/under-achievement for the period
2002-2003 to 2006-2007 for every year, the cumulative effect till the
end of the relevant year should be taken, and appropriate
adjustments made. The method of computation and treatment of
over-achievement and under-achievement shall be as follows:

i. In the event the actual AT&C loss of a distribution licensee is
better (lower) than the level based on the minimum AT&C
loss reduction levels stipulated by the Government the
distribution licensee shall be allowed to retain 50% of the
additional revenue resulting from such better performance.
The balance 50% of the additional revenue from such better
performance shall be counted for the purpose of {tariff
fixation.

ii. In the event the actual AT&C loss of a distribution licensee is
worse (higher) than the level based on the AT&C loss
reduction levels quoted in the bid, the entire shortfall on
account of the same shall be borne by the distribution
licensee.
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jii. In the event the actual AT&C loss of a distribution licensee is
worse (higher) than the level based on the AT&C loss
reduction levels stipulated by the Government but better
(lower) than the level based on the AT&C loss reduction
levels quoted in the bid, the entire additional revenue from
such better performance shall be counted for the purpose of
tariff fixation.

Provided further that (in fairness to the distribution licensee
and the consumer) for every year, the cumulalive effect till
the end of the relevant year should be taken in regard to over
achievement/under achievement and appropriate
adjustments made.

(¢) Liabilities arising out of litigation, suits, claims, etc pending on the
date of the takeover and /or arising due to events prior to takeover
shall be borne by the relevant distribution company subject to a cap
of Rs. 1 crores per annum. Any amount beyond this cap shall be to the
account of the Holding Company if the same has not been allowed by
the Commission.

(d) Till 31 March 2004, the priority of payment of salary, wages and
other statutory payments will rank above the payment due to Transco
in the Escrow Arrangements. Other than this, the Escrow
arrangements would remain the same as stipulated earlier.

(e) A mechanism, be put in place to ensure that the DISCOMs receive
timely payment for electricity dues from Defthi Jal Board only in
respect of HT connections.”

To accommodate the conditions of the bidders, amendments were
made in the Transfer Scheme Rules, Policy Directions and Contra ctual
documents. However, the approval of the competent authority, which
in this case was the Lieutenant Governor, was not sought for making
these amendments. The Department claimed that 'power” being a
transferred subject; the approval of the Lieutenant Governor was not
necessary and 'the cabinet note on the basis of which the policy
directions were issued was duly circulated and submitted to the
Hon'ble LG before the meeting. Hence, Hon'ble LG was aware of the
matter’.

The Department’s view that Lieutenant Governor's approval was
not required for the issue of policy directions cannot be accepted
because these directions were issued under Section 12 (1) of the
Delhi Electricity Reforms Act, which defines Government as the
Lieutenant Governor. Moreover the Department’s contention that the
cabinet note was circulated to the LG and he was therefore aware of the issue
cannot be accepted because seeking approval/sanction is different from
merely informing an authority. When the principal Act, under which the
Transfer Scheme Rules and Policy Directions were to be issued,
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defined the Lieutenant Governor as the Government, his express
approval was necessary and in its absence the amendments carried
out can be questioned.

It appears that the Government was in such a desperate haste
to privatise the distribution business that it had no time to fulfil the
procedural obligations. The Department appeared to be desperate to
get rid of the DVB at any cost. It accepted the conditions imposed by
the bidders and diluted the bid conditions to suit the bidders’
purpose. The interest of the Government and the consumer was
sidetracked.

An important decision, which was not even recommended by the
Core Committee, but was later incorporated in the Share Holders
Agreement is the issue of APDRP (Accelerated Power Development
and Reform Programme) scheme. Under this programme the Ministry
of Power, Government of India provided funds for (subsidy and soft
loans) for up-gradation of sub-transmission and distribution and
improvement in commercial viability of State Electricity Boards. On
the demand of the DISCOMs the Department agreed to transfer these
funds to the DISCOMs as and when received from the Government of
India.

The Department informed that in August 2003 an amount of Rs.
105.51 crores has been disbursed to the DISCOMs as first tranche
(50% loan and 50% grant). The Department has mentioned in its
reply that the issue was discussed during the negotiation of the Core
Committee with the DISCOMs. However the same did not form part of
the recommendation of the Core Committee. It is not clear the
compulsions under which the Department agreed to pass on the funds
received under APDRP to the DISCOMs. Moreover when the DISCOMs
were to receive crores of rupees as grant and soft loan these should
have been given weightages while determining the AT&C loss targets.
In other words a new source of fund was made available to the
DISCOMs in return for which the Government has not received
anything.

From the above it is obvious that the process of evaluation of
bids was not done in a transparent manner and an arbitrary and
selective procedure was adopted in order to suit the needs of the two
bidders. The Department accepted conditional bids, changed the
conditions of the bids to suit the needs of the bidders, did not seek
the approval of the competent authority and passed on added
benefits to the bidders, which were not originally planned. Had the
revised AT&C loss targets and other relaxations been taken into
account initially itself and made known to all the bidders there might
have been more positive bids.
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In the meeting held on 10"™ June 2005 the CS/Principal
Secretary (Power) stated that there might have been procedural
lapses but the intentions were not malafide.

The Commiittee is of the opinion that the members on the core
Committee bent all rules and in blatant violation of the RFP clauses
19.5 and 19.8, colluded with the business houses, who were bidding
for the power distribution business and at their behest made drastic
changes in the transfer scheme so as to accrue monetary benefits to
the conditional bidders in the long run. The members of the core
Committee aiso attempted to undermine the authority of the
competent authority (The Hon’ble LG) by seeking a doctored legal
opinion from the Law Dept of the Delhi Govt so as to alter the
definition of the Government.

The same Core Committee prior to fixing this deal had opined to
the cabinet that the bids being conditional in nature may not be
accepted in their present form and by saying that bids may not be
accepted in their present form the members of the Core Committee
wanted to retain the handle with themselves and leave enough scope
for them to manipulate

In this background the Committee feels that all was not above
board and it does not rule out the involvement of one or more
members of the core Committee, in favouring the conditional bidders
for monetary considerations by accepting conditional bids and
effecting major modifications in the transfer scheme, policy directions
and contract agreements without the approval of the competent
authority.

The Committee recommends that the Government should
approach the Central Bureau of Investigation for an enquiry to
ascertain the circumstances that led the members of the core
Committee to go against the interest of the public exchequer by
favouring the conditional bidders.
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6.14.11 Stores

(Excerpts from the Report of the C&AG as appearing in the Report for the
year ended 2003):

"According to the Shared Facility Agreement, all material lying in the
centralised stores pertaining to distribution functions shall be divided amongst
the three DISCOMs in equal share with a right to the DISCOM to adjust
amongst themselves the stores based on their mutual agreement. TRANSCO
shall bill the DISCOM for these stores on actual cost. According to clause 12
of the SFA, the actual book value of the stores & spares and the loans to
personnel as specified in the relevant provisions of the Transfer Scheme shall
be determined based on an audit by an independent auditor to be appointed
by each DISCOM on the basis of names suggested by TRANSCO. Effort was to
be made to complete the whole process within six months of the date of the
transfer.

In pursuance of these provisions, M/s T.R.Chadha & Company was
appointed as independent auditors. As there was delay on the part of the
auditors in furnishing their report, TRANSCO decided in November 2002 to
carry out an evaluation of the stores as on 30 June 2002 on actual cost basis
in-house. Based on this exercise, TRANSCO raised a bill for Rs. 77.47 crore on
13 March 2003. However, no payment was received. In the meantime, the
independent auditors furnished their report on 09 October 2003 wherein the
total cost of capital stores was valued at Rs. 87.99 crore in addition to the
value of other items including sub-stores of Rs. 15.66 crore.

Audit scrutiny of the valuation done by TRANSCO as well as the report
furnished by the independent auditors’ revealed that the scrap/dead itemns
valued at Rs. 2.06 crore lying in the centralized stores as on 30 June 2002
which were also recoverable from the DISCOMs had not been taken into
account. Moreover, failure to settle the issue and raise the bill within six
months as contemplated in the SFA coupled with failure of the DISCOMs to
pay the bill raised by TRANSCO together with non-inclusion of the value of
dead items/ scrap has resulted in blockage of funds of Rs. 105.71 crore as
well as a consequent loss of interest of at least Rs. 3.48 crore calculated at
minimum bank rate of interest of six per cent.

Government admitted (October 2003) that there was a delay of two and
half months in raising the bills by TRANSCO. However, the DISCOMs raised a
legal dispute claiming that the stores covered by the above stated provision of
the Transfer Scheme Rules did not include stores that were relatable to
capital work-in-progress. The matter was referred to GNCTD on 17/20 June
2003. The matter was resolved and Government decided on 22 October 2003
that stores would include capital works and maintenance works and action
was being taken accordingly.”
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auditors and DISCOMs and when it is the turn of the Government to
recover its dues it has failed to do so. The Government appears to be
dancing to the tunes of the DISCOMs.

The Department is directed to recover the balance amount
from the DISCOMs along with the penal interest immediately.
The balance payment of Rs.6.32 crores, which has been
admitted by the NDPL, has been allowed to be adjusted against
the APDRP funds to be released. If the payment due from the
DISCOMs can be so adjusted the Government should adjust the
whole balance amount and penal interest and withdraw its
guarantee for APDRP funds, so that the same is not released to
the DISCOMs in future.

'H_,
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Bulk Supply Agreement
Para 6.14.12 Rebate

(Excerpts from the Report of the C&AG as appearing in the Report for
the year ended 2003):

“According to Article 5 of the Bulk Supply Agreement signed by TRANSCO with the
three DISCOMs, TRANSCO shall from the month of the date of the transfer intimate
through four monthly invoices the amounts payable by the DISCOMs to TRANSCO for
energy charges which shall become payable on the date falling 20 days after the
date of delivery of such invoice. After the first four monthly invoices, the DISCOMs
shall start releasing the payments to TRANSCO without waiting for the monthly
invoice. It is specifically stipulated in clause 5.2(d) that the DISCOMs shall
pay the full amount to TRANSCO without deduction, set-off or withholding
on any account whatsoever unfess otherwise agreed upon. Where the
DISCOMs make payment in full before the due date, TRANSCO shall allow a rebate of
2.5 per cent in accordance with the provisions of the Bulk Supply Tariff. It is also
stipulated, that in case the DISCOMs fail to pay the amounts due to TRANSCO on or
before the due date of payment; then for the period of delay, the DISCOMs
shall be required to pay a Late Payment Surcharge (LPSC) at a rate equal to
2.5 per cent per month on the amount delayed.

It was observed in audit that excess rebate was being calculated and
deducted by the DISCOMs resulting in short payment of bills. The total
amount of excess rebate recoverable from the DISCOMs worked out to Rs. 33.31
crore for bills raised during July 2002 to April 2003. On it being raised in audit in
March 2003, TRANSCO recovered Rs. 9.48 crore and adjusted Rs. 18.29 crore
against the grant/loan payable to the DISCOMs under the Accelerated Power
Development Reform Programme (APDRP) on 12 September 2003. The balance
amount of Rs. 5.54 crore had not been recovered (September 2003). TRANSCO had
also failed to levy LPSC amounting to Rs. 6.80 crore for the period from August 2002
to September 2003 with the DISCOMs on short payment of billed amount.

Government stated (October 2003) that the DISCOMs were regularly making
payment of monthly bills and that there was no delay in receipt of payment from
them. In cases where it was noticed that the rebate claimed was more than what
was admissible, the DISCOMs had been asked to refund the excess rebate and the
same had been recovered. Levying of 2.5 per cent LPSC on an incorrect rebate

calculation which resulted in full cancellation of rebate for that particular month
would have amounted to double penality. The reply of the Government is not tenable
as rebate was an incentive or benefit granted for early payment of the billed amount
and cancellation of the same for failure to remit the full amount by the stipulated
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date was not a penalty. It was only rectification of an error in aflowing an incentive
which was actually not due. Further, rebate was to be granted only after full
payment was received by TRANSCO from the DISCOMs who were (o remit the
amount due from them without making any deductions. Deduction of excess rebate
amounted to short payment of dues. LPSC was a penalty to be levied on the buyer
for default in timely payment of full amount due. Hence, cancellation of rebate and
fevying of LPSC were two entirely different issues and in the instant case, levying of
LPSC cannot be treated as double penalty as cancellation of rebate was clearly not a
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penalty. Hence, incorrect and arbitrary deduction of rebate by DISCOMs amounted to
short payment of their monthly dues attracting levy of LFSC.

Government informed audit in December 2003 that TRANSCO had since filed a
petition in DERC on 26 December 2003 against the DISCOMs for excess reduction of
rebate as well as for levy of LPSC for the short payment of dues.”

REPLY OF THE DEPARTMENT:

Vide its reply dated 4™ July 2005, the Department has informed that
the matter had since been decided by the Delhi Electricity Reforms
Commission and as per the Order of the Commission the following payments
were due from the DISCOMs in the matter of adjustment of rebates:

(Amount in crores)

[ DISCOMS | Billed| Payment Rebate Rebate Excess |
amount received | claimed by | admissible (+)/
DISCOMs as per s
DERC | Short ( }‘
orders | Payments
BYPL 1329.85 1324.23 6.03 | 2.36 -3.25
BRPL| 2504.04 2493.67 | 11.30 | 3.89 -6.39
|" NDPL 1710.75 | 170438  1.06|  6.67 ) +0.31

As per the DERC order an amount of Rs. 31 lakhs was to be paid to
NDPL, which the Department has stated that it has adjusted in the Bill for
April 2005. An amount of Rs. 6.32 crores that had not been released to NDPL
under the APDRP scheme has now been adjusted for outstanding amount
against stores (Para 6.14.11).

The Department has stated that as BRPL and BYPL have disputed the
computation of rebate as per the DERC order and have again approached the
DERC for further orders, action can be taken only after DERC gives its verdict
on the petition.

FINDINGS OF THE COMMITTEE:

The Department raised the claim of excess rebate only after the C&AG’s
audit party pointed it out in March 2003. The matter was taken to DERC in
December 2003 and was decided in July 2004. As the DERC has not allowed
any LPSC, penal provisions or interest, the Department has suffered losses for
not being more vigilant in enforcing the terms of the Bulk Supply Agreement.

It appears that TRANSCO officers have still not learnt the lesson from
the deterioration of DVB and have allowed the DISCOMs to take advantage on
some pretext or the other. Strict disciplinary action is to be taken against the
officers of the TRANSCO who allowed the adjustment of rebate in the first
instance and did not take corrective action till it was pointed out in audit.

-
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In an interesting interpretation of the bulk supply agreement the DERC
has directed that, as procedure of payment of rebate was not mentioned in
the Bulk Supply Agreement therefore, "rebate if admissible would be adjusted
in the last instalment of the month. In case additional money is due to the
DISCOMs even after adjustments at the time of the last instalment, TRANSCO
will arrange to make the payment on the very next day. Any delay on the part
of TRANSCO shall invite a penal charge of 2.5% per month of the amount in
question.”

Thus TRANSCO will have to pay penal interest if it does not
calculate the rebate due to each DISCOM and make the payment
within a day. The Department has not indicated whether the DERC
order in this regard has been appealed against. The Department is
dragged to the Commission by the DISCOMs whenever their interests
are affected whereas the Department does not feel it necessary to
protect its interests whenever adverse orders are passed against it.
The Department should act more promptly and be more vigilant with
regard to its approach in such cases and should take all remedial
steps at its command to avoid any embarrassment or loss to the
exchequer.
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6.14.13 Aggregate Technical and Commercial Losses
(Excerpts from the Report of the C&AG as appearing in the Report for
the year ended 2003):

“Aggregate Technical and Commercial Loss (AT&C) is the difference between
units put into the system and the units for which the payment is coffected. At the
time of the RFP, the total AT&C losses were to be reduced by 20.75 per cent for
DISCOM I and 19.25 per cent for DISCOMs II and III. At the time of the Share
Acquisition Agreement, consideration of collection efficiency was included in the
calculation of AT&C and requirement for reduction in AT&C losses was diluted to 17
per cent over a period of five years.

One of the primary objectives of privatization of distribution was to reduce non -
technical losses. The total non technical losses are estimated by reducing from the
total AT&T losses the technical loss and collection efficiency. The technical loss
allowed by the DERC and the technical consultant (TCE) along with collection
efficiency was as follows

(Figures in percentage)

[ Particulars " Technical Losses Total Total
si Allowed technical AT&C
No. By Tata by fosses losses to

allowed be
Consultancy DERC to reduced
Engineers (TCE)
DISCOMs
1| Losses at 220 KV to 66 KV F*an 1.47 z 1.47 17
2. Average loss at 66 KV to 11 1.36 6.20 6.20 -
KV
" 3] Losses below 11 KV in the . 5.85 = 5.85 z
distribution system
4, Total 8.68 6.2 13.52 17
5., Less loss to be reduced by 1.25 - - -
1.25 per cent during five
years by installing
capacitors
" 6] Total = I TP
7] Losses on account of = =T 5.11 -
coffection efficlency
B, Total losses on account of - - 18.63 -
technical loss and collection
efficiency
9. Technical losses and e T 11.20 11.20
collection efficiency allowed '
(18,63 — 7.43)
14 Non-technical loss to be S - - - 5.80
reduced during five yéars
] (17-11.20)
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Audit scrutiny revealed that if we consider the collection efficiency along with
only the technical losses as allowed by the DERC and the technical consultants, the
loss on these two factors viz. technical loss and collection efficiency was 18.63 per
cent. Taking into account the acceptable technical loss of 7.43 per cent, the total
extra loss allowed to the DISCOMs on account of technical loss and collection
efficiency was 11.20 per cent. The non-technical loss viz. primarily theft
reduction and misuse which was one of the primary objectives of
privatization was thus only 5.80 per cent in five years viz. 1.16 per cent per
year as against 3 per cent per year on an average envisaged in the RFP. This
resulted in a significant dilution of the loss reduction targets as originally
envisaged in the RFP.

The Government stated (September 2003) that reduction of technical losses
below 11 per cent was virtually impossible since during the next five years the size of]
the system would expand and the cost of improvements, which could reduce the
technical loss level, was very high to the point that it was not always regarded as
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cost effective.

The reply was scrutinised in audit. It was seen that the figure of acceptable
technical loss was only 7.43 per cent as per the technical consultant’s report and
ranged between 8.04 and 5.80 for the different circles according to the SBI CAPs
Report. The figure of reduction of AT&C loss envisaged in the RFP was by 20.75 per
cent for DISCOM I and 19.25 per cent for DISCOMs II and ITI. The opening loss was
57.20 per cent for DISCOM I and 48.10 per cent for DISCOMs II and III. Since the
technical losses cannot be reduced beyond 11 per cent as stated by Government, the
stipulated loss reduction can be achieved only by reducing the losses on account of
collection inefficiency and non-technical losses. Loss on account of collection
inefficiency as 5.11 per cent which was to be reduced to zero over a five-year period.
Deducting this from the total loss reduction to be achieved, the total reduction to be
achieved on account of non-technical loss worked out to 15.64 for DISCOM I and
14.14 per cent for DISCOMs II and III over a five year period against 5.80 per cent
arrived at after taking into account the technical consultants losses and transmission
loss allowed- by DERC to the DISCOMs. The level of loss reduction targets
envisaged in the RFP should have been ensured. Failure to do so may have
an adverse impact on tariffs.

Government added in December 2003 that the change in loss reduction
targets only meant enhancement of the level of Government assistance from
Rs. 2,600 crore to Rs. 3,450 core and was tariff neutral. It re-iterated that the
choice was between raising the assistance to this level or not privatising at all.”

FINDINGS OF THE COMMITTEE:

The effect of the dilution of AT&C losses target has been dealt with
extensively in Para 6.14.10 (Bids Evaluation). As observed in the
C&AG's Para the non-technical losses (primarily losses due to theft and
misuse) which was to be achieved by the DISCOMs worked out only to
5.80 percent in five years or 1.16% each year, as against the average
figure of 3% that was to be achieved as per the RFP. The CBAG’s
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Report had also mentioned that failure to adhere to the loss reduction
targets envisaged in the RFP might have an adverse impact on tariffs,

The apprehension of the C&AG has been proven correct by
the recent events. In its reply to the audit the Department has
stated that reduction in loss reduction target only meant
enhancement of the level of Government assistance and there
would be no adverse effect on the tariff. The contention of the
Department has been proved wrong. The Government not only
increased the support to TRANSCO and provided subsidies but
also had to agree to hike the power tariff. The Department
should ensure that the increase in the support to the TRANSCO
and frequent hike in tariff be avoided as far as possible so that it
does not result in the burdening of the consumer. So far it has
been observed that the ultimate burden either on account of
increasing support or increasing tariff has fallen on the
consumer.
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LUSION:
All wielders of public power must remember that they are a
fiduciary for public and therefore the great words of Disraeli
apply to all:

“I repeat...that all power is a trust-----that we are, accountable
for its exercise-----that from the people and for the people, all
springs and all must exit”

The Committee feels that extensive consultations should have
been held with a cross section have the public before undertaking
power reforms; a sensitive issue that affects millions and millions of
consumers. All through the privatisation process the Committee
observed that there has been confusion of vision on the part of the
decision makers. The Committee is not against the electricity reforms
per se; but it is not satisfied with the manner in which the process of
privatisation was hurried through.

The primary aim of unbundling the DVB was to:

1. Reduce AT&C Losses
2. Reduced burden on the consumers; and
3. Improved quality of power

However from the experience of the past years since privatisation it
is obvious that the DISCOMs have not been able to do justice to the
stated objectives. Instead the scenario has worsened in the matters of
tariff hike and power cuts.

In its ‘Strategy Paper on Power Sector In Delhi’ the Department
identified the following issues responsible for the sorry state of affairs in
the DVB:

= No new capacity addition

= Increase in T&D losses

» Neglect of maintenance

= Increase in operating losses; and

« Increase in the money due to DVB

It appears from the strategy paper as though the Department was
commenting on some entity on which it had no control. The Department
was aware of the ills, which plagued the DVB, and instead of suggesting
measures to improve these it opted for privatising the Board as an
escapist measure. The Department either did not have the will or had
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some vested interest in allowing the privatisation at the cost of the
common man.

Moreover had the Department shown such a haste and
efficiency in controlling the rot in DVB there might not have
been a need for privatising at all. With the amount of support
and subsidy and at the present rate of tariff hike, sincere efforts
could have been made to revive DVB. The following illustration
shows that DVB could have been made profitable over a period
of five years, given the same amount of assistance, which has
been extended to the DISCOMs:

Eeport of the Public Accounts Committee on "Privatisation of Power’

— e | Rs. Incrores =
Loss as per DVB accounts for the year 2001- | 1204.79
2002
Therefore Loss for five years as per the | 6023.95
projections (1204.79 x 5) S
Revenue to be realised by increase of tariff | Rs. 3282.66
[As per DERC orders 10% increase in tariff will
lead to increase of 376 crores in the third
year. Hence 376 has been faken as
average) o
I (5% Actual | 188
year | increase)
)
year
] [10% Actual | 582.8
Year | increase) (i.e. 188+376+18.8)
v (10% Actual | 1017.08
Year | increase) fi.e.
| 582.8+58.28+376)
W 10% 1494.78
Year | [anticipated | {1017.08+101.70+376)
as the
DISCOMs
have fo
achieve
higher loss
reduction
targets T oo
Less loss targets to be achieved from | Rs. 2400 crores.
projection made by DVB in the year 2000-
2001 @ 2% each vyear.
(Opening level of T&D loss in 2000-2001 ot
the time of finalisation of Report of 5B Caps
was 61 %; while al the fime of handing over
it was 58% as per caolculgtions of DERC je. |

o |



inefficiently but negligently and reduced this public utility
agency in to a miserable organization, which could not produce
its asset register and audited books of accounts for valuation at
the time of privatisation. The Committee recommends that the
Government must get an enquiry conducted for criminal breach
of trust against all those officials, who not only landed the DVB
in to a financial mess but caused such a colossal loss to the
exchequer.

Brief Summary of the Committee’s recommendations on the
C&AG’s Repori:

1. Para 6.14.6 Appointment of Consultant for Re-structuring: In
the matter of appointment of consultants all the guidelines of the CVC
were flouted and the Department appointed a consultant unilaterally
without inviting tenders. The fact that the minimum AT&C loss levels
(the basic criteria for selection of bidder) as recommended by the
consultant were not matched in the bids, reflects poorly on its
recommendation. The Committee feels that responsibility of the Officers
concerned needs to be fixed.

The Committee feels that Govt. should refer this matter to
the Central Vigilance Commission for a thorough probe to
determine the complicity and motive on the part of the officials
involved in the exercise of appeointment of consultants, which
seems to have been done in an indecent haste by flouting CVC’S
guidelines in this regard.

2. Para 6.14.7 Valuation of Assets: The valuation of assets in the
absence of proper records such as audited balance sheets, fixed assets
register, and inventory of stocks of the DVB is questionable. In the
absence of proper records the consultant’s computer model of business
valuation methodology contained approximate conclusions based on
assumptions and weightages, which were not objective. During the
presentation before the Committee, the consultants had no proper
Justification for the basis on which the final figures were calculated. The
genesis for this problem was the callous manner in which the accounts
of the Delhi Vidyut Board had been maintained.

Prime land costing several thousand crores in Delhi has been
handed over to the DISCOMs for a license fee of One Rupee per month
for a period of 25 years which is nothing but pittance with no legal
safeguards to prevent the aforesaid land from being commercially
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exploited by the DISCOMs. The government in its agreement and the
DERC in its license should have clearly stated both in terms of minimum
percentage and quantum of distribution business that the DISCOMS can
carry out from the aforesaid land. 137 Grids costing around 1200 crores
and Ten Thousand transformers costing around 500 crores have also
been transferred to the DISCOMs on lock stock and barrel basis. Today
all these assets stand transferred to DISCOMs practically for a song.

The capital works in progress worth Rs. 1788.89 Crores (as on
30.6.2002) were not accounted for during the valuation of assets. As
mentioned in the Report of the C&AG the capital works in progress
had not been accounted for in the accounts of the DVB for many
years! A thorough probe is necessary to ascertain the exact details of
the capital works which were in progress and the manner in which
they have been accounted for.

With all these assets that stand transferred to DISCOMs,
Government of Delhi could have struck a better bargain for the
consumers in the form of lower tariffs and better services.

The terms used for leasing out erstwhile DVB’s land, like
revocation of licence, authorisation and sanction have no legal sanctity
and have been used to confuse public mind. Why should the
Government forget that DISCOMS are majority stakeholders with 51%
equity in the business of power and they are here to stay! As per the
terms of agreement, it has also been agreed up on by the Govt that
DISCOMs can increase their share in due course of time. In the event of
Govt. being reduced in to a minority stakeholder, what shall happen to
this land, which is presently in possession of the DISCOMS. This issue
has not been addressed in any of the agreements that have been
signed between the Govt and the DISCOMS.

The genesis for all these problems of under valuation can
be traced to the callous manner in which the accounts of the
Delhi Vidyut Board had been maintained. The entire system
lacked supervision and accountability. The Committee is of the
considered view that the Government should approach the
Central Vigilance Commission for a thorough probe in to the
conduct of all those top officials of the DVB, who not only
mismanaged this prime service agency but also rendered it in to
a miserable organization over a couple of years.

3. Para 6.14.8 Outstanding Receivables of DVB:
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In the matter of ‘outstanding receivables’ the Department has failed
to quantify the amount, which it feels, can be realistically recovered
even after three years of privatisation. The Government seems to have
succumbed to the whims of the DISCOMs in matters of collecting its
dues. Not only were the DISCOMs allowed to sit on the funds of the
Government but also allowed to make adjustments without the prior
approval of the competent authority. Department should quantify the
actual receivables within three months and compel the DISCOMs to
adhere to the transfer scheme. The CS/Principal Secretary (Power) had
admitted that due to inefficiency on the part of DVB, huge arrears had
accumulated which the Government is now finding difficult to recover.
Strict action needs to be taken against those officers who were
at the helm of affairs of the DVB/DESU and who let these
arrears accumulate over a period of time.

4. Para 6.14.9 Inviting bids for pre-qualification & 6.14.10 Bids
Evaluation:

As mentioned earlier, the process of evaluation of bids was
seriously flawed and major changes in the RFP, Transfer
Schemes and Policy Directions were made without the approval
of the competent authority, to suit the needs of the two bidders.
Instead of rejecting the conditional bids outright, the
Department chose to enter into negotiations with the bidders.
Going through the initial bids and revised bids submitted by the
bidders it is obvious that the negotiations were more in the
nature of directions issued by the bidders rather than
negotiations.
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The Core Committee acceded to all the major concessions
sought by the bidders and instead of addressing the concerns of
the Government and the consumer, it appeared to be more
concerned of the interests of the bidders. The language of the
modifications recommended by the Core Committee is more or
less identical to the conditions imposed in the bids. The
Committee is firm in its view that had the revised conditions and
liberal concessions (lower AT&C targets, increase in moratorium
period, cap of one crore on account of liabilities, funds under
APDRP etc.) been made public at the time of issue of bids, more
bidders would have entered into the fray and that would have
enabled the Govt to strike a better deal in favour- of the
consumers. The role of the members of the core Committee,
needs to be gone in to by the Central Bureau of Investigation.

5. Para 6.14.11 Stores & Para 6.14.12 Rebate:

In these matters also the Department appears to be captive to
the dictates of the DISCOMs. They have failed to ensure that the
DISCOMs adhere to the Transfer Scheme and other agreements, which
were mutually agreed upon. Amongst the three DISCOMs, NDPL
appears to at least have some sense of responsibility towards the dues
of the Government. On the other hand BRPL and BYPL have defaulted in
each of the above-mentioned cases and delayed payments on one
pretext or other. Strict disciplinary action is to be taken against the
officers of the TRANSCO who allowed the adjustment of rebate in the
first instance and did not take corrective action till it was pointed out in
audit.

It appears from the records that the Department of Power
in a clandestine manner managed to get doctored the legal
opinion to regularise its malafide act of effecting sweeping
changes in the Transfer Scheme Rules, Policy Directions, Bid
Documents and Contractual agreements, without the approval of
the competent authority i.e. the Lieutenant Governor, to suit the
needs of the DISCOMs.

The Committee would like to express its concern on media
reports and surveys conducted by various agencies, which have
time and again pointed out, that the consumer is not impressed
by the performance of the DISCOMs. The Central Electricity



Authority has also ranked the DISCOMSs of Delhi poorer than the
national average.

The following lines come to mind on seeing the plight of the
consumer:

"“Can I see another’s woe,

And not be in sorrow too

Can I see another’s grief?

And not seek for kind relief

On another’s sorrow”

The consumer has to suffer power cuts, low voltage and
exorbitant bills. The tariff hike has become an almost annual
affair for him. The Government extended a subsidy for select
category of consumers as a temporary relief only to withdraw it
later. The complaint of erratic meters is widespread with no
relief in sight. The Government should constitute a technical
committee of experts (preferably from IITs) to look into the
issues. Standardised meters manufactured by reputed
companies should be made available and the consumer should
have the option to select the one, which he prefers.

ROLE OF DERC:

The Committee observed that the DERC (Delhi Electricity
Regulatory Commission) over a period of time seems to have
lost its independence, autonomy and credibility. Rather than
safeguarding the interest of the consumers at large it has acted
as a hidden hand of the Government and the DISCOMs. As
mentioned in the para relating to 'Rebate (Para 6.14.12)’ in
spite of the fact that the DISCOMs had claimed excess rebate in
violation of the Bulk Supply Agreement, no penalty, interest or
late payment surcharge was allowed to be collected from the
DISCOMs. Instead it ordered that TRANSCO would have to pay
penal interest if it does not calculate the rebate due to each
DISCOMs and make the payment within a day. Surprisingly this
issue was not before the DERC at all.

The Standing Committee of the Parliament on Energy has
also passed severe strictures against the working of the DERC
and DISCOMs. The functioning of the DERC should be
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strengthened and made more transparent so that it is able to
function effectively as a watchdog of the interest of the
consumer.

VRS:

As per the Tripartite Agreement, an Employees Terminal
Benefit Fund 2002 was created for meeting out the terminal
liability of employees of the DVB who were later on transferred
to the successor entities. Government of Delhi worked out one
time liability of Rs. 1384 crores on the basis of actuarial
valuation and the money was made available to the Fund. The
Principal Secretary (Power) is the Chairman of this trust.

In November 2004 the Government of Delhi, BSES Yamuna,
BSES Rajdhani and NDPL entered into an MOU for employees
who opted for Voluntary Retirement Scheme (VRS). The VRS
scheme was neither mentioned in the tri-partite agreement or in
the agreements with the DISCOMs. These were introduced by
the DISCOMs on their own. As per the MOU the DISCOMs would
be allowed to include the expense on this account in their
revenue requirement. The justification given was that this would
reduce recurring cost and increase efficiency. This means that
the expense on account of VRS would be indirectly borne by the
consumers in the form of increased tariff.

In the absence of any barrier on the salary package of
executives or non-executives of the DISCOMs, how can it be
assured that recurring cost would reduce in future? There is
nothing to stop the DISCOMs from giving its executives more
salary and benefits and then claiming it as an expense in its
ARR.

This is yet another example of the Government acceding to
the whims of the DISCOMs at the cost of the consumer.

The provisions of the Transfer Scheme Rules, Policy
Directions, various agreements and the manner in which the
DISCOMs are reacting to the Government directions creates a
serious apprehension that in spite of holding 49% equity the
Government has lost control of the distribution business. No
checks and balances are in place to ensure accountability of the
DISCOMs. For instance if the DISCOMs chose to purchase
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equipments and machinery to strengthen the distribution
network, as per the mandate given to them by the Government,
from their own sister concerns at bloated prices and show
increase expenses or losses, the Government has no safeguard
to prevent them from doing so. As has been brought out in the
Report in almost all the issues the Government has to depend on
the DISCOMs version and interpretation for receiving its dues.

The present nominees of the Government to the Board of
Directors of the DISCOMs do not appear to have done justice to
the responsibility entrusted on them. They have failed to put
across the views of the Government in issues, which were going
to affect the consumers. Even in sensitive matters which have
far reaching ramifications for the public at large like
replacement of mechanical meters with electronic meters the
Government nominees have miserably failed to protect the
interest of the consumers and have fallen in line with the
DISCOMs model of making a fast buck. Similarly they have not
been able to effectively stress upon the DISCOMs to honour
their commitments with regard to Government dues in the cases
of Stores, outstanding receivables, bulk supply tariff etc. The
Committee recommends that the Government nominees to the
Board of Directors in the DISCOMs should essentially be experts
who can safeguard the interest of the Government and the
consumer and they should be accountable for their performance.
The Govt should be requested to appoint separate Directors
preferably professionals in all the three DISCOMs and the
Government Companies like GENCO and TRANSCO. Such
appointees should not be burdened with the responsrbmty of
more than one company.

The Government should ensure a thorough audit (including
physical audit) of the billing software system and the entire
accounts of the DISCOMs (since their inception) by independent
auditors and technocrats preferably from the IITs. At present
there is no mechanism to ensure that the DISCOMs have made
the necessary investments, utilised the APDRP funds diligently,
achieved the loss targets or accounted properly for the
Government dues in matters of recovery of arrears, stores etc.
The independent auditors should be entrusted with the
responsibility of ensuring the compliance of the DISCOMs in
these areas also.
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The Committee on meticulously examining the C&AG Paras,
the reply of the Department and after a thorough study of the
authenticated documents provided by the Department of Power
has arrived at the conclusions contained in this Report.

The Committee recommends that Government should
approach the Central Vigilance Commission to order an enquiry
in to the conduct of all those top officials, who managed the
erstwhile DVB in the last three years prior to privatisation, for
their acts of criminal breach of trust, dereliction of duty,
negligence and lack of supervision on their part. They had failed
to ensure proper maintenance of audited books of accounts,
asset registers, inventory of stocks etc. This gross act of
negligence has cost the exchequer several thousand crores
since in the absence of all these vital records the government
was forced to accept the asset valuation done by the sole
consultant and property of the erstwhile DVB running into
several thousand crores was transferred to the DISCOMs for
pittance. This action at this stage is of paramount importance so
that it acts as a deterrent for the Heads of other Commercial
Undertakings of the Government.

The Government should get the role of the officers of the
Core Committee investigated by the Central Bureau of
Investigation who were involved in the screening of bids,
effecting changes in the transfer scheme, and played a pivotal
role in final negotiations with the conditional bidders without
the prior approval of the Competent Authority. These very
officers advised the cabinet that the bids should not be
‘accepted in the present form’ and after incorporating
modifications as dictated by the bidders they recommended that
the revised bids be accepted. )

The action taken by the Department on the
recommendations of the Committee should be submitted within
three months of the adoption of the Report by the Assembly.

">
: /
Delhi (Dr. Vats)

\1.2.2.006 Chairman
Public Accounts Committee
Delhi Legislative Assembly
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