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INTRODUCTION 
:

I, the chairman, commitree on public undertakings (zorg-zozr) having
been authorised by the committee to present the Report on its behalf, present this
Eighty Ninth Report on Kerala State Electricity Board Limited based on rhe
Report of the comptroller and Auditor General of India for the year ended 3l
March, 2014 relating to the public Sector undertakings of the Government of
Kerala.

The aforesaid Report of the comptro[er and Auditor General of India for
the year ended on 3l March 2014, was laid on the Table of the House on
2ru2ol5. The considerarion of the audit paragraphs included in this report and
tl'e examination of the departmentar witness in connection thereto was made by
the committee on public Undertakings constituted for the years 2o16-2019 at its
meetings held on 2l-62017 and 13_12_2017.

This Report was considered and approved by the committee (2019-202r) at
its meeting held on B-rZOlg.

The committee places on record its appreciation for the assistance rendered
by the Accountant General (Audit), Kerara in the examination of the Audit
Paragraphs included in this Report.

The committee wishes to express its thanks to the officials of the power
Department of the Government Secretariat and Kerala t"" 

","*city 
Board

Limited for placing the materials and information solicited in connection with the
examination of the subject. The committee also wishes to thank in particular the
secretaries to Government, power and Finance Department and the officiars of
Kerala state Electricity Board Limited who appeared for evidence and assisted
the Committee by placing their views before if.

Thiruvananthapuram,
8th May, 2019.

C. DrveTeRAN,
Chairman,

Committee on Public Underakings.



REPORT

ON
THE KERALA STATE ELECTRICITY BOARD LMITED

3.6 AvorpeslE r,oss

Loss due to aon-cxecution of algrecmcnt : t 3.36 crorc

Kerala state Electricity Board (KSEB) foilows two bid system (Technical
bid and financial bid) for procrrrement of electrical equipment/machinery for
generation/transmission/distribution system. The successful bidder is required to
furnish security deposit (SD) at the rate of five per cent of the value of contract
and execute an agreement within 15 days of receipt of purchase order (po) to
ensure prompt execution of order. If the party does not supply ordered items after
entering into contract, KSEB can arange ar.ternate purchase by inviting fresh
tenders at the risk and cost of the originat supplier.

KSEB invited (Jury 2010) tenders for purchas e of 32lr KV r0 panel sers,
used for control of ll KV feeders at sub Station end, with spares on fixed price
basis. The validity of bid vras six months from the date of opening
pre-qualification bid or four months from the date of opening of the price bid
whichever was earlier. The pre-qrralification bid were opened on 12 August 2010
and the Pre Qualification commitree (pec) met on 17 February 2011. The rate of ,

t 2l.83lakh per unit offered by El'ctroteknica switchgea, priuate Limited (EspL)
being Ll was accepted. KSEB pla:ed two purchase orders-one dated 4 June 20ll
for four sets and another dated 4July 20ll for remaining 2g sets. In rine with the
terms of the purchase orders, agreements were to be executed within 15 davs after
receipt ofpurchase order by the supplier.

ESPL intimateds (August 2,J[) their inabirity to execute the order unless
price variation as per IEEMA3T price variation formula was accepted by KSEB as
there was undue delay32 in finaris,ing tender and their drawings were approved
only on 28 July 2011. After receipt of firm's letter demanding price escalation, the

30
31
32

Letter No.ESPL2121A4KM dated 2}.g-2OtL.
Indian Electrical and Electronics Manufacturers Association,
Purdrase order was placed on zl-6-2011 for which tenders reere invited on L2-7-2oLo.

955t2019.
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Chief Engineer (TC&M)33 directed (September 20ll) the firm to execute an

agreement and furnish security deposit. As thr: firm was not willing to the order

unless price variation was allowed, they did not execute the agreement.

The firm's request for price variation was rejected by KSEB as the tender

was floated on fixed price basis and the Purcha.se Committee3a in its meeting held

on 18 October 2OIl decided to cancel the order and to invite fresh tenders at the

risk and cost of ESPL and to black list the firm for five years. Further, it was

noticed that the extended validity of offers of other firms had expired as early as

in April 2011. Accordingly, KSEB invited (l.lovember 2011) fresh tenders and

purchase order on fixed price basis was placed (July 2012) for supply of 32 panel

sets with spares with Megawin Switch Gear (P) Limited (MSGL) at an all

inclusive rate of < 32.49lakh per unit which was higher by ( 10.66 lakh of LI's

offer in the previous tender. The firm supplied 3}panel sets during October 2012

to November 2Ol3 at a total cost of < 10.411 crore. KSEB had to incur extra

expenditurc of ( 3.41 crore for purchase of panel sets as shown below:

Tablc 3.6: Dctails of cx$a cxpcndifiue

sl.
No

Particulars

I Total cost of 32 panel sets at the rate of t 21.83

lakh as per first tender

6.99

2 Total cost of 32 panel sets at the rate af 7 32.49

lakh as per retender

10.40

Extra expenditure (2.1) 3.41

It was noticed during audit that a notice was sent by KSEB to the supplier

(ESPL) to pay risk and cost amount but ESPI- replied that in the absence of any

agreement they did not violate any condition oli the contract.

Chief Engineer (Iedrnical, Connacts & Materials) was later redsignated as Chief Engineer (Supply
Chain Managembnt)
Comprising of Chief Engineer (Supply Chain Management), Deputy Chief Accounts Officer in
charge of Financial Adviser, Meurbers (Generation ProjectVTlansmission & Generation Operatior/
DisniutionrFinance) and Chairman.

33

34
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KSEB stated (September 2014) that the office concerned had directed the

firm to execute the agreement and furnish security deposit which was not acceded

to by the firm. It was also stated th.at firm's request for IEEMA price variation was

main reason for blacklisting them and invitation of fresh tenders.

The reply was not tenable as KSEB had directed (September 2011) the firm
to execute agreement only after receiving demand for price escalation and not
within 15 days of issue of purchase order.

Thus, non-execution of agreement absolved the supplier from the liabilities
and KSEB could not recover tho r:xtra expenditure of ( 3.36 crordl from the said

firm by invoking risk and cost Clause due to absence of a valid agreement.

The matter was reported (August 2014) to Government and reply is awaited
(November 2014).

[The Audit Paragraph 3.6 r:ontained in the report of C&AG for rhe year

ended 31"'March 20141

The notes furnished by the (iovernment on the Audit Paragraph are given in
Appendix tr.

Dircusrion and findings of the comnittcc

The Committee enquired about the loss of ( 3.36 crore incurred due to non-

execution of agreement for the purchase of 32 lL KV 10 panel sets with spares on

fixed price basis.

The witness explained that KSEB placed purchase order with ESPL
(Electroteknica Switchgears (P) l-td.) in a 2 bid sys0em for supply of ll KV l0
panel set to the Board. Even thou,gh the purchase order had definite provisions for
execution of an agreement within 15 days of receipt of purchase order by the firm,
ESPL agreed to supply equipments within 15 days without executing the

agreement. Later the firm dernanded a date extension for the supply of
equipments. KSEB approved the date extention to ESPL taking into account the

importance of materials to be supplied, Owing to a steep escalation in prices,

which came about, ESPL, forseeing a loss of ( 3 crore, backed out and demanded

35 ? 3.41 crore - t 0.05 oore (EMD for:feited)
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IEEMA price variation in order to supply the equipments. The witness further
added that the only option before KSEB was to cancel the purchase order,
forfeiting the Earnest Money Deposit (EMo; remined by the firm and black list
the firm and acted accordingly. KSEB then invited fresh tenders for purchase of
the said equipment and the new tender could be finalised only at a higher rate
leading to an extra expenditure of t 3.41 crorc.

The committee enguired about the legal provision which could be employed
to penalise the firm for non-supply of equipments in time. The witness explained
that the extra expenditure incurred could have bcen recovered from the firm if the
agreement had been executed with the firm. In the absence of agreement, KSEB
did not have any legal provisions to realise the extra expenditure incurred. The
only thing the Board could do was to forfeit their.EhID and to blacklist them.

The Committee demanded to know whettrer the price escalation occurred
within 15 days of issue of the purchase order. The witness replied in the negative
and admitted that it was due to the delay which came in executing the agreement.

The committee blamed the KSEB for re,fraining from taking any action
against ESPL and wanted to know the reascrn for undue delay occuned in
executing the agreement within the stipulated tirne limit. The committee was not
satisfied with the explanation given by the witn.ess and demanded to submit the
file regarding the tendering and purchase details of 32 ll KV l0 panel sets before
the Committee.

Thc committcc cxernined thc documents rca;arding tenderiag and purchace
dotailr aod considered the crplanation fornishod by KSEBL on para 3.6
(2otul4) in itE. meeting on lrl2-2012. thc cxplanation furnirhcd by
KSBBL is given in Appcndix ltr.

The committee demanded a detailed explanation on the purchase of 32 llKV l0
panel sets. The witness elaborated that delay had indeed occurred at various stages
during the first tender process and when the Iirst bidder refused to sign tle
agreement and demanded price escalation, the Board had gone in for re-tender and
purchase order placed with another company at a higher rate. The witness also explained
that they had blacklisted and forfeited the EMD of the fint company. The witness also
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admitted that there was lapse oh the part of KSEBL to issue purchase order in time
according to the purchase procedures, which caused an extra expenditure of
{ 3.41 crore.

The committee enquired about the reason for not executing an agreement
with the rrst bidder. The witness replied that it was the supplier who refused to
execute the agreement since the validity period had expired.

' 
The committee remarked that there was lapse on the part of KSEB officials

in enforcing the whole p(rcess of tendering

Ob rcrvationc/Rocommcndations

l. The committee criticizes the Board for not executing agreement with
Electroteknica Switchgear private Limited (EspL) within the validity period
according to the provisions in purchase order in the purchase of 32 llKV l0
panel sets. The committee recommends that KSEBL should follow the rules
and regulations of the tender process as per the stores purchase Manual in
future. The committee also insists that KSEBL should not implement their
projects or the basis of assumptioir.

2. The committee reprimands KSEBL officials for tle delay occurred to issue
purchase order in time according to purchase procedures, letting the
defaulted supplier ESpL to evade from the liabilities and thereby incurring
an extra expenditure of ( 3.36 crore. The committee recommends to take
effective measures to recover the liabilities from the defaulted supplier and
report the same to the Committee.

Thiruvananthapurzlm,
8th Mav 2019.

C. Dwnx,rneN,
Chairman,

Committee on Public Undenakings.
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AppeNpx I

SUMMARY OF MAIN CONCLUSIONS/RECOMMENDATIONS

sl.
No.

Para

No.

Department

Concerned
Conclusions/Recommendations

(l) (2) (3) (4)

I I Power The Committee criticizes the Board for not

executing agreement with Electroteknica Switchgear

Private Limited (ESPL) within the validity period

according to the provisions in purchase order in the

purchase of 32 llKV l0 panel set. The Committee

recommends that KSEBL should follow the rules

and regulations of the tender process as per the

stores Purchase Manual in future. The Committee

also insists KSEBL shbuld not implement their

projects on the basis of assumption.

2 2 Power The Committee reprimands KSEBL of.ficials for the

delay dccuned issue purchase order in time

according to purchase proced'ures, letting the

defaulted Supplier (ESPL) to evade from the

liabilities and thereby incoming an extra expenditure

of ( 3.36 crore. The Committee recommends to take

effective measures to recover the liabilities from the

defaulted supplier and report the same to the

Committee.
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reHB

No: SCM/SS/X07/2O77-LS/AEE7/Ki/ Generzl / AUDTT/ 5521
From,

The Chief Engineer (SCM)

To,
The Oeputy Secretary
PUC Section
Post Box:5430
Kerala Legislative Secretariat

Sir,

KERALA STATE ELECTRICITY BOARD LIMITED
(lncorpoiated Underthe Companres Act, 195G (No.V1956)
Corporate tdentity No.U401oOKL2011SGCO27424
Corporate Office (supply Chain Management)
Vydyuthi Bhavanam, pattom, Thiruvananthapuram- 69SbO4, India,
Ph':+97-47 L-2446853,Fax:+91-471- 2447 246,
E-rnail:cescm@kseb.in

Date i r2t2.2077

sub : Procur€ment of 11kV 10 Panel set from M/s.Electroteknica, culcutta- clarifications-
forwarding,

Rtf:1)Letteino.195S6/pUCBL/2OLIdatedZS/07/ZoLTendorsedtothisofficeon 
AUOB/ZOL7.

2) This office letter no. SCM/SS/tO7/2OL7-Lg/^EEr/y,U Cenerar I lUOrrlg3i, 0.,"0Lt/09h7
3) That office tetter no. tgs56/pucBt/2017 dated o4lL2/2O17

Under purchase pran 2010-12, tender No. TCM 3712010-11 dated 12/07/20Lawith pAc Rs.Rs'7'252 cr was opened on L2/o8/2o7o for procurement of 32 sets of 11kV 10 panet set withvalidity up to t2/02/2otl. The tender wason FIXED price basis.8 Bidders participated. validityextension was given by 5 firms up to 30/04/2011. out of 5 fir:ms M/s. Krishna Energy wasdisquafified as per decision of Pre Qualification committee held on l7./oz/zottand decision onprequarification of M/s. AL|ND was referred to Fuil Time Members itrM),;" meeting on'75/03/2o7L detided to disqualify M/s. AL|ND. price Bids of pre qualifiei bidders were opened on23/03/2orL' M/s. Erectroteknica was the rowest (11.) In repry to rock bottom retter M/s.Electroteknica extended validity up to 30106/11.

Purchase Committee (pC) meeting decided to split the order into two. First one for 4 sets ofpanels urgently to meet requirement of ',100 days programme,, by Gow. of Kerala and the second
one of 28 sets to meet the balance Purchase Plan 2010-12. the purchasewat r.rt"J"Lo in a phased.manner considering the field reguirement. purchase order (p.o.) was issued for 4 sets on04/0.6/2!L7 with delivery period reduied to 2 months in purchase order instead of 3 months asper tender to meej 100 days progrgmme requirement. Full Board ratified decision of the purchase
committee on t4/o6/2011 and Board order was issued on 2g/06/2011l. purchase order was issuedfor balance 28 sets on o4/o7/zolt on full faith that company'"irr 

"o"iJii".i'tioity since tteprocess of drawing approval and related activities were in progress.

on goilg through activities it is evident that there is no intentional detay. The purchase decision
was extended because of higher Probable Amount of contract (pAC) for which Full Board (The
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committee includes all the Board Members of KSEB and the members from the Govt. namely por
Secretary, Finance secretary and Non-official Member) decision was'also necessary based
delegation of power to award the purchase order, conducted on prefixed date. The firm r.
proceeding with purchase order including drawing approval.to meet the,,100 days program
requirement".. However the firm's demand for price increa je or variable price could not
accepted positively since the tender was called on i'Fixed Price" basis. price variation (on variaprice tend€fl is allowed based on IEEMA (tndian Electrical and Electronics rrr"irta.iu, '
Associationl for which the'indices are published monthly. For this 10 panel set no price varial
formula was applicabte as per the tender condition. Since they failed to execute the agreement
supply even 4 sets of panels it was evident that they had no intention to supply against sec
order for 28 sets.

Though KSEB has taken all efforts to finalize the tencler and earnestly tried to achieve
targets of 100 days programme the firm asked for higher price or price variaiion withour execu
agreement even for the P.o. released within validity period. since the agreement was not execr
there is no other option but to forfeit the EMD of the firm and further they were d;k ;;
five.years.

The unit all inclusive iate in previous p.o. was Rs.22,66,136.00 and the rock bottom rate agrby M/s. Electroteknica was Rs. 21,83,239.00, which is resser. The fir*h;J;;;;r,"d to,',variation which means the market price for the item riras increasing. so it was quite natural
there would be price increase in next tender.

considerinS the above and actions taken by the KSEB Ltd, the audit query may be dropped.

Yours faitht

*,"d*
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