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PREFACE

This Epitome presents, at a glance, the contents of the
Report of the Comptroller and Auditor General of India for
the year ended March 2017 on Economic Sector of the
Government of Karnataka (Report No. 8 of the year 2017).

This Report contains major audit findings in respect of
departments under Economic Sector of the Government of
Karnataka.

This Epitome contains only the summarised version of
important issues included in the Report. While it has been our
endeavour o keep the contents of this document as close as
possible to the original Report, the original Report ought to
be referred to for facts and figures.

The complete Report is available at www.cag.gov.in or
www.agkar.cag.gov.in. A CD containing the complete Report in
English and Kannada is provided with the Epitome.

(B. K. Mukherjee)
Accountant General
(Economic & Revenue Sector Audit)
Karnataka, Bengaluru


http://www.cag.gov.in/
http://www.agkar.cag.gov.in/




PERFORMANCE AUDIT

Commerce and Industries Department

Paragraph 2.1

Role of Karnataka Industrial Areas Development Board in
facilitating industrial development

Karnataka Industrial Areas Development Board (KIADB) was
established for promoting, assisting and development of industries for
rapid and orderly growth, by providing industrial infrastructure and
amenities in the Industrial Areas®.

Audit objectives
The Performance Audit conducted was to assess whether:

+ Planning for the development of Industrial Areas was
synchronised with those envisaged in the Industrial Policies and
Karnataka Industrial Areas Development Act (KIAD Act);

+ Applicable procedures were transparently and objectively
followed for timely development of Industrial Areas and
allotment of plots; and

+ Adequate monitoring mechanism was in place and effectively
exercised by KIADB ensuring achievement of intended
objectives.

! Industrial Area means any area declared to be an industrial area by the State
Government by notification, which is to be developed and where industries
are to be accommaodated (industrial infrastructural facilities and amenities are
to be provided) and includes an industrial estate.
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Scope of Audit

Four Development Offices (DOs) out of 12 DOs were selected for test-
check, duly ensuring equitable coverage of the least developed and
most developed districts classified under Industrial Policy.

Major Audit Findings

Planning

Annual Action | The Karnataka Industrial Areas Development
Plan Board (KIADB) did not have a Perspective Plan
for carrying out its functions as laid down in the
KIAD Act, 1966. Action Plans for acquisition of
lands as envisaged in the Industrial Policies of
2009-14 and 2014-19 were not prepared. Against
1.15 lakh acres of land identified for Land Bank,
50,887 acres were notified while actual
acquisition was only 21,486 acres. The process of
notification and acquisition of land for creation of
Land Bank was unplanned.

Unplanned Techno-Feasibility  Study  Reports  should
acquisition of | accompany land acquisition proposals but 42 land
land acquisition proposals were approved during 2011-
17 without the Techno-Feasibility Studies and
comparative evaluation of alternatives. Unplanned
acquisition led to idle inventory of 6,593 acres of
developed land valued at X 6,000 crore and 30,507
acres of undeveloped land valued at ¥ 3,172 crore.

Delay inland | No timeline was fixed in the KIADB Act for
acquisition completion of acquisition process and KIADB was
holding 28,719.29 acres of land under Preliminary
Notification for two to fifteen years. This caused
hardships to landowners as they neither received
land compensation nor could sell/transfer the lands
consequent upon their notification.
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Development of Industrial Areas

Environmental
Clearance

KIADB did not consider Environmental Clearance
as a prerequisite and had obtained clearances for
only 31 Industrial Areas as against 62 Industrial
Areas developed during 2012-17. KIADB had not
constituted Environment Monitoring Cell and
status of compliance to various Environmental
Clearance conditions was not on record.

All basic
infrastructure
facilities not
provided

No time-frame was fixed for completion of
development of Industrial Areas and all basic
infrastructure facilities were not provided in the 38
test-checked Industrial Areas where 4,077 units
were in operation. An estimated 2,571 million
litres of untreated industrial and domestic wastes
were let-off as surface discharge in six Industrial
Areas.

Industrial effluents flowing out in open drainage at Mundaragi
Industrial Area
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Price fixation of industrial plots

Irregular revision
of tentative
allotment rate

Reduction in tentative allotment rates in
violation of Government Order resulted in
extending undue financial benefit of ¥ 91.07
crore to 76 allottees.

Allotments

Absence of data

No centralised system existed to monitor
receipt, disposal and pendency of allotments
and thus transparency was lacking.

Non-enforcement
of terms of
allotment

Failure to pay balance amount by allottees as
per the terms of allotments entails forfeiture of
initial deposits and cancellation of allotment.
In 722 allotments in 38 Industrial Areas, this
condition was not enforced, resulting in non-
realisation of balance amount of ¥ 581.20 crore
as well as blocking of land as KIADB did not
cancel these allotments so as to make the land
available to other entrepreneurs.

Amenity Site

Non-formulation
of regulations

Rules and regulations for allotment of amenity
sites in Industrial Areas were not framed
despite direction by the High Court of
Karnataka.

Monitoring

Non-resumption
of land

KIADB did not reclaim 1,133 acres of land
allotted to 467 units though they did not
commence commercial production within the
prescribed period of four years.

Maintenance of
Industrial Areas

Funds allocated for maintenance of Industrial
Areas largely remained unspent.
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Recommendations

Priorities for acquisition should be decided
based on trends of allotment to regulate
idle inventory of land.

Acquisition should be preceded by
Techno-Feasibility Reports. The
Government may prescribe timeline for
completion of land acquisition process.

Comprehensive development of industrial
infrastructure facilities should be made
prior to allotment. Environmental
clearance should be treated as a
prerequisite for development of Industrial
Areas. Industrial and domestic discharges
should be regulated according to Water
Act, 1974,

Selective reduction of tentative allotment
rates should be avoided and mechanism for
annual review of allotment rates should be
put in place.

Transparency in allotment should be
ensured. Regulations governing allotment
and disposal of amenity sites should be
framed to prevent indiscriminate diversion
of amenity sites.

KIADB should establish a system for
monitoring compliance with terms of
allotment/lease deed.
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COMPLIANCE AUDIT

Forest, Ecology and Environment Department

Paragraph 3.3

Implementation of Environmental Laws and Rules by
Karnataka State Pollution Control Board

Sustainable development presupposes protection of the environment.

The Karnataka State Pollution Control Board (KSPCB) was constituted
under Water Act, 1974 for prevention and control of pollution and as
the agency responsible for enforcement of environmental laws.

Audit objective

The objective of the Compliance Audit was to assess whether
planning, implementation of programmes for prevention, control
and abatement of pollution and enforcement of various
environmental legislations including the monitoring mechanisms
was adequate.

Scope of Audit

Thirteen Regional Offices out of 44 Regional Offices were selected for
test-check of records.
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Major Audit Findings

Absence of a
comprehensive

KSPCB did not maintain an inventory of
polluting sources and loads which aids in

database preparation of a comprehensive plan for
prevention, control and abatement of pollution
though mandated by Law.

Consent to The mechanism in place to track renewal or

industrial units

expiry of consents for operation granted to
industrial units was inadequate. Consents for
establishment and operations to Red (most
polluting) and Orange (moderately polluting)
industrial units were granted without conducting
the mandatory inspections.

Deficiencies in
Water Quality
Monitoring and
Management

e Requirement of Sewage Treatment Plants
(STPs) in the State was not assessed by
KSPCB and efficiency of 14 STPs in
Bengaluru was far below the standards.

e Out of 3,777 MLD (Million Litres per Day)
of sewage and sullage generated in 219
Local Bodies, only 1,304 MLD of sewage
and sullage was treated in 53 Local Bodies.

e Action to prevent entry of untreated sewage
to lakes was not taken and there was a
shortfall in  monitoring of lakes in
Bengaluru.

e No comprehensive plan was in place for
arresting entry of untreated sewage and
rejuvenation of Bellandur and Varthur lakes
in Bengaluru.
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Bellandur Lake, Bengaluru in 1942 (inlet) and in September 2017

Air Pollution

Ambient air quality checks in five districts
showed presence of particulates/noxious
gases above the prescribed safe standards.

Management of
Bio-Medical
Waste

Possibility of unscientific methods of
disposal of Bio-Medical Waste cannot be
ruled out as 899 Health Care Establishments
were not utilising the designated Common
Bio-Medical Waste Treatment Facility
notified by KSPCB.
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Inadequate
manpower

KSPCB was functioning with vacancies
which ranged between 39 to 59 per cent of
sanctioned strength in various categories.

Recommendations

e Board should maintain comprehensive
database of sources of pollution and
assess pollution loads, which would aid
in formulating effective plans for
implementing  pollution  controlling
measures.

e Government should strengthen the
institutional capacity of KSPCB by
providing adequate technical and
scientific staff to fulfill its mandate.
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COMPLIANCE PARAGRAPHS

Audit had reported on several significant deficiencies in critical areas

which

impacted the effective functioning of the Government

Departments. These are as under:

Commerce and Industries Department

Parking of funds
- Paragraph 3.1

Grants of X 16.96 crore meant for employment
generation programme were parked in fixed
deposits by Karnataka Council for Technical
Upgradation without utilisation, thereby
defeating the objective of the programme.

Food, Civil Sup

plies and Consumer Affairs Department

Financial burden
on account of non-
observance of
statutory
provisions

- Paragraph 3.2

The Commissioner of Food, Civil Supplies
and Consumer Affairs Department deposited
the income tax deducted at source to the
Central Government account belatedly. This
resulted in extra financial burden of I 1.01
crore to the exchequer due to levy of interest
by Income Tax Department.

Forest, Ecology and Environment Department

Compensation
payment due to
Departmental
lapses

- Paragraph 3.4

Forest, Ecology and Environment Department
paid X 24.93 crore to lessee as compensation
for termination of lease agreement. Poor
defense in arbitral court and preferring
avoidable appeals in higher courts resulted in
avoidable expenditure of ¥ 20.59 crore to the
exchequer.
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Public Works, Ports & Inland Water Transport Department

Injudicious
utilisation of funds

- Paragraph 3.5

The Executive Engineers of Koppal and
Raichur Divisions of Public Works, Ports and
Inland Water Transport Department did not
transfer roads which were declared as National
Highways to the Government of India.
Consequently, the Divisions incurred X 105.44
crore towards improvements, though the
responsibility ~ for  development  and
maintenance of National Highways vests with
the Government of India.

Short-collection of
registration and
renewal fee from
contractors

- Paragraph 3.6

Non-recovery of fee for Registration and
renewal of Registration of contractors at rates
prescribed in the Karnataka Public Works
Departmental Code resulted in short-recovery
of X 18.31 crore.

EXxcess payment
due to incorrect
measurements and
non-recovery of
extra cost

- Paragraph 3.7

Excess payment of ¥ 1.22 crore was made by
making incorrect entries in the Measurement
Books by Executive Engineer, Public Works,
Ports and Inland Water Transport Division,
Ramanagara in a road work. The extra cost of
% 1.00 crore on execution of balance work
remained unrecovered from the contractor.

Extra benefit to
contractor

- Paragraph 3.8

Mechanical excavation was cheaper than
manual excavation. However, payment for
excavation of foundation for construction of a
new court complex at Hubballi was done at
manual rates, though excavation was done
using machineries by the contractor. The
improper regulation resulted in extra benefit of
% 1.71 crore to a contractor in the contract.
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Department of Tourism

Improper planning
leading to
stoppage of work

Failure to provide adequate funds for
construction of a suspension bridge by the
Department of Tourism, coupled with
engaging an agency not qualified in executing

- Paragraph 3. . .

IR such works, resulted in non-completion of the
work. Moreover, the expenditure of ¥ 1.23
crore was wasteful as the prospects of
completion were remote.

Water Resources Department (Minor Irrigation)

Duplication of
project leading to
wasteful
expenditure

- Paragraph 3.10

The Minor Irrigation Division, Bengaluru took
up a Lift Irrigation Scheme (LIS) intended to
partially fill up three minor irrigation tanks to
provide irrigation benefit. However, the
amount of ¥ 13.50 crore spent on the LIS by
the Division was rendered wasteful as the
Division had ignored a similar project of
filling up of tanks for drinking water purpose,
taken up by another Government agency.

Extra cost due to
non-availment of
Excise Duty
exemption

- Paragraph 3.11

The Minor Irrigation Division, Mysuru did not
avail Central Excise Duty exemption on pipes
used for water supply, which resulted in extra
cost of X 3.28 crore to the Government besides
undue benefit of ¥ 39 lakh to the contractor.
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Irregularities in
rehabilitation of
minor irrigation
tank

- Paragraph 3.12

The Minor Irrigation Division, Hassan took up
the work of rehabilitation of a tank in
Arasikere Taluk which included formation of
new embankment. However, the Division by
adding non-admissible items inflated the rate
of embankment formation ‘by using excavated
soil’. This resulted in extending undue benefit
of X 1.19 crore to the contractor.

The Minor Irrigation Division had actually
taken up beautification of the tank in the guise
of rehabilitation of the tank though inflow into
the tank was low, at a cost of ¥ 5.18 crore.

Irregularities in
entrustment of
works

- Paragraph 3.13

The Executive Engineer, Minor Irrigation
Division, Kolar, did not verify Bank
Guarantees of I 1.42 crore submitted by
contractors as security before awarding
contracts. On subsequent verification, the
Bank Guarantees were found to be fake and
the contractor’s dues could not be realised by
encashing the Bank Guarantees, which
defeated the objective of obtaining security.
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