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KARNATAKA NEERAVARI NIGAM LIMITED

REGISTERED OFFICE :4TH FLOOR, COFFEE BOARD BUILDING, NO.1, DR. B.R. AMBEDKAR VEEDHI, BANGALORE-560 001

NOTICE

Notice is hereby given that the 10th Annual General Meeting of the Members of the Company will be
held on Tuesday the 30t Septemer 2008 at 12.30 pm at KPCL Board Room, 6th floor, Shakthi Bhavan,
Race Cource Road, Bangalore 560 001 to consider and transact the follwing business:

ORDINARY BUSINESS

1. To receive, consider and adopt the Balance Sheet as at 31.03.2008 and the Expenditure During
Construction Period for the year ended on that date along with the Schedules attached thereto
and Reports of Directors’ and Auditors thereon.

2. To fix the remuneration of the Auditors of the company appointed under section 619 of the
Companies Act, 1956 (Please see Note-1 below)

By order of the Board
Place: Bangalore.
Date: 26-09-2008 G.S. PRAKASH
COMPANY SECRETARY

NOTE:

1. As per the provisions of Section 224(aa) of the Companies Act, 1956, the remuneration payable to
the Auditors has to be fixed by the Company in General Meeting or in such manner as the Company
in General Meeting may determine. At the 3rd Annual General Meeting held on 29.09.01, the AGM
have authorised the Board of Directors to fix the remuneration payable to the Statutory Auditors
of the Company every year separately as and when appointment is made by the C & AG of India,
under Section 619(2) of the Companies Act, 1956. Accordingly, the Audit commitee of the Board
have approved a remuneration Rs. 5.12 lakhs exclusive of taxes as the fee payable to the Statutory
Auditors M/s Manian & Rao, Chartered Accoutants, for the year 2007-08.

2. A Member entitled to attend and vote at the Meeting is entitled to appoint a Proxy to attend and
vote instead of himself and such Proxy need not be a Member.




Dear Members,

Karnataka Neeravari Nigama Ltd

DIRECTORS’ REPORT

Your Directors have pleasure in presenting the Tenth Annual Report together with the Audited
Accounts for the year ended 31st March 2008.

Projects under implementation

.

During the year under report your Company has been implementing 43 Irrigation projects as

follows:
Latest Balance . Cumulative Balamfe .
: Ultimate : potential | Allocation
; estimated | costason ] Potential
Projects Potential (Ha) of water
cost 1.4.2008 created upto
(in crores) | (in crores) (&) March ‘08 el (TMC)
01.04.08)

29 Projects under Krishna Basin 14,641.84 9,577.97 10,04,776 5,65,024 4,39,752 229.23
West flowing River Varahi Project 569.60 362.26 15,702 142 15,560 16.51
Two  Diversion Schemes  of
Malaprabha Project viz. Kalasa Nala
& Bandur Nala. To divert 7.56 TMC of
water to Malaprabha Reservoir. 93.98 89.77 - - - -
Five Canal Modernisation
Schemes of Bhadra, Tunga Bhadra,
Vijayanagar channels, Tunga and
Gondi Anicuts. 2,333.55 2112.67 - - - -
Minor Irrigation works of Uttara
Kannada, Shimoga, Belgaum &
Davanagere Districts 147.10 145.17 2,962 - 2,962
Bandaras. 101.76 97.46 - -
TOTAL 17,887.83 | 12,385.30 | 10,23,440 5,65,166 4,58,274 245.74

3. During the year under report, Government of Karnataka have entrusted to the Company the
Murogodu and Chachadi LI schemes at an estimated cost of Rs. 47.14 Crores for providing irrigation
t0 4,657 Ha to overcome the shortfall in the area to be covered under the command of Markendeya
Project. The Hipparagi, Bhadra Modernization works and Dudhganga Projects were included under
the PM's package during FY 2007-08 for central assistance to the extent of Rs 135.00 crs, Rs 90.00crs
and Rs 15.30 crs aggregating to Rs.240 crores, out of which an amount of Rs. 151.63 crores has been
received from GOI. The Varahi Project has been included for assistance under the AIBP during this
year, The Government have approved additional Rehabilitation and Resettlement expenditure of
Rs 16.67 Crores for the project affected people of Navalgatti village, Bailhongala taluka, Belgaum
district under submergence of Harinala project.
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4. The Government of Karnataka have approved the Revised/Re-revised estimate of the following
projects during the year under report.

i. Ghataprabha Project : Rs.1,435.00 Crores.
ii. Hipparagi Project © Rs.1,521.78 Crores.
i.  Malaprabha Project © Rs.1,275.00 Crores
iv.  Ballary Nala Project © Rs.143.55 Crores
V. Markandeya Project © Rs.341.84 Crores.
vi.  Modernisation of Bhadra Canal System :  Rs. 951 Crores.

vii. ~ Murugod LIS ©  Rs.22.53 Crores.
viii. ~ Chachdi LIS : Rs.24.60 Crores.

5. During the current year, in June ‘08 Government of Karnataka have entrusted to the Company
Dhandavathi Reservoir Project at a cost of Rs. 202 crores by utilization of 1.88 TMC of water under
Scheme'A’KWDT to irrigate 9,000 acres land in Soraba and Shikaripura taluks of Shimoga Districts.
The Government have also approved the inclusion of filling up of three more tanks of Davanagere
Taluk in the Rajnahally Lift Irrigation Scheme in addition to the filling up of 19 tanks proposed
earlier. The total estimated cost of this project now stands revised from Rs. 100 crores to Rs. 112.69
crores.

6. During the current year, the Government of Karnataka have accorded the approvals in respect of
the following;

(i) Revised cost of Upper Bhadra Project Stage | amounting to Rs. 5,985 crore (as per SR 2007-
08) which comprises of Rs. 3,388 crores for irrigation and Rs. 2,597 crores for drinking water
purpose.

(i) Dhandavathi Medium Irrigation project for Rs, 202,00 Crores.

(iii) In addition to Rehabilitation and Resettlement package of Rs. 555 crores approved earlier, an
amount of Rs. 13.11 crores has been approved by the Government of Karnataka towards the
rehabilitation and resettlement of project affected people in 39 more villages of Raibag and
Athani Taluks of Belgaum Districts in respect of Hipparagi Project.

7. Asreported in our last year’s report, the Bhadra Modernisation works and the Upper Bhadra Project
Stage | have been taken up for speedy implementation. Even though, tenders had been accepted
during 2007-08 for completing a substantial portion of the Bhadra canal modernization works, only
25% of the expenditure could be incurred as these works can be carried out only during special
closure of the main canal for longer periods. The Nigam plans to complete the Bhadra modernization
works in the next 2-3 years subject to the farmers agreeing to closure of canals. With regard to the
Upper Bhadra Project Stage |, Engineering Procurement Contracts (EPC) on turnkey basis for works
of lifting of 15 TMC of water from Tunga River to Bhadra Reservoir and construction of 6.9 km tunnel
near Ajjampura have already been entrusted. The EPC contract for lifting of 21.5 TMC of water and
conveying the same to the delivery chamber of the tunnel near Ajjampura is under finalization.




10.

11.

12.

13.

Karnataka Neeravari Nigama Ltd

With the award of these three contracts, work will now commence on the three major and critical
works of Upper Bhadra Project Stage I. The EPC contract for filling up of 22 tanks of Dhavanagere,
Harapannahalli and Jaglur Taluks by lifting water from Tungabhadra river has also been awarded in
August '08.

During FY 2007-08, the programme of works taken up by the company amounted to Rs.1,336.28
crores with an irrigation potential of 50,000 Ha. As against this programme, the expenditure incurred
during FY 2007-08 was Rs.1,081.95 crores which is the highest ever expenditure incurred since the
inception of the company. The irrigation potential created during the year was Rs.9,014 Ha. The
Annual Works Programme for the current year 2008-09 is fixed at Rs.1,413 crores with a target of
creating irrigation potential of 44,013 Ha.

Mobilisation of Resources

The company’s operations were entirely funded by the Government of Karnataka during the year.
The Government of Karnataka provided a budgetary grant of Rs. 1,170.34 crores during the year.
During the year, the Company has re-paid the Series-V and VA bonds amounting to Rs.221.10
crores.

The Government has provided a budgetary support of Rs. 1,663.70 crores for your Company during
the Financial Year 2008-09.

Share Capital

The Investment of the Government of Karnataka in the equity of the Compnay as on 31.03.08
isasfollows,  Accounts

Particulars Rmoynt
(Rs. lakhs)
a. Paid-up Capital 4,37,026.13
b. Advance against equity share capital 90,279.93
TOTAL 5,27,306.06

Sincethe projects are still under construction stage as at 31.3.08, an Expenditure during Construction
Period (pending capitalization) and Balance Sheet as on that date have been prepared. The company
has requested the Government of Karnataka to take over the Harinala Project which has been fully
completed. The Government of Karnataka have permitted the company to exhibit the assets of the
Harinala Project under “Assets pending transfer to GOK".

Conservation of Energy, Technology Absorption

The Company has no manufacturing activity and is involved in Irrigation Projects. Hence, the
Company has no information to furnish under these heads.
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Foreign Exchange Earnings and Outgo

The Company has no foreign exchange earnings and there is no foreign exchange outgo.

Employees

The particulars in pursuance of Section 21 7(2A) of the Companies Act 1956 read with Companies
(Particulars of Employees) Rules, 1975, as amended, is Nil.

Auditors

M/s. Manian & Rao, Chartered Accountants, Bangalore were appointed as the Statutory Auditors of
the Company for the year 2007-08 by the Comptroller and Auditor General of India under section
619(2) of the Companies Act, 1956. The remuneration of Statutory Auditors has been fixed at
Rs. 5.12 lakhs pursuant to Section 224(8) (aa) of the Companies Act, 1956.

Replies to observations in Auditors’ Report

The qualifications / remarks of the Statutory Auditors in their report on the accounts for the year
2007-08 have been replied in the respective notes forming part of accounts referred to by the

auditors in their report which are self expla-hafat)};~§ubject however to the following:

Sl. Para No Adverse comment in Auditor’s Report Replies

No

1 48&5 Non capitalization of Roads, Bridges & culverts Necessary action will be taken at the earliest
exhibited under CWIP. on reconciliation of the expenditure incurred

_ in this regard.

2 6 Non preparation of P & L Account for|These Lift Irrigation schemes forms part of the

completed Lift Irrigation schemes. Projects which are still not fully completed. As
per our Schedule ~ O Accounting policy No. 3,
the cost will be capitalized and Profit and Loss
Account will be prepared only on completion
of the respective projects in entirety .

3 7 Non Provision for retirement benefits and | Since the supernumerary / NMR employees
contribution towards PF & ESI for NMR|are Government employees working in the
labourers company on deputation, there is no direct

employer - employee relationship. And as
such the question of contributing / making
provision for retirement benefits does not
arise. |

4 8 Non provision towards leave encashment for | In accordance to KCSR, such provision will be
the accrued leave in their account. made only on receipt of Government order

sanctioning the drawl of earned leave,

5 n Non provision of interest accrued but not due | In view of the transferred transactions of bonds
on bonds. : in the secondary market, such a provisioning

is not possible.

6 1a &1b Non maintenance of records for fixed assets | The Company is in the process of preparing

(Annexure to and not carrying out physical verification of | the records as required and will be carried
L Auditor’s Report) | fixed assets physical verification.
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7 4 (Annexure to The Company is yet to establish necessary | Demand notices are invariably issued towards
Auditor's Report) | systems for recovery of water rates, which is a | water supplied to the farmers There is
continuing weakness. however difficulty in effecting the collection
as the officers of the Company are not
empowered to enforce the collection of water
rates as was available to the revenue officers
prior to the transfer of this responsibility to
the Company under the relevant statute.
The entrustment of lrrigation management
to Water User's Cooperative S5ocieties is
expected to strengthen the system of water
rate collection.
8 9 (Annexure to 1% Workers Welfare Cess for work entrusted | The company is in the process of identifying
Auditor’s Report) | to Contractors prior to 1.11.06 and payable | the liability and necessary action for its
to Karnataka State Building and other | remittance will be taken
Construction workers welfare Board, the cess
amount has not been quantified and not yet
remitted.

18.

19.

The Report of Comptroller and Auditor General of India

The Report of Comptroller and Auditor General of india u/s 619(4) of the Companies Act, 1956 on
the accounts of the Company for the year 2007-08 is appended as a part of this Report.

Board of Directors

The following changes in the Constitution of the Board have taken place between the last AGM and
the date of this report.

i)

ii)

vii)

Sri. B.S. Yeddyurappa, Hon'ble Chief Minister, GOK was appointed as Director and Chairman in
place of Sri Sudhakar Rao, IAS, Chief Secretary w.e.f 27.06.2008.

Sri Basavaraj Bommai, Hon’ble Minister for Water Resources, GOK was nominated as Director
and Vice Chairman in place of Sri L. V. Nagarajan, IAS, Principal Secretary, Water Resources
Department w.e.f 27.06.2008. iii) Sri Sudhakar Rao, IAS, Chief Secretary to Govt. was
nominated as Director and Chairman w.e.f. 16.2.2008 in place of Sri Prahlad B. Mahishi, IAS.

SriL.V.Magarajan, IAS, Principal Secretary to Govt. Water Resources Department was nominated
as Director and Vice Chairman w.e.f 16.02.2008 in place of Sri A.K.M. Nayak, |AS.

Sri Shambu Dayal Meena, IAS, MD, KBJNL was nominated as Director w.e.f 02.07.2008.

Sri Shambu Dayal Meena, IAS, MD, KBINL, Sri T D Manmohan, (Retd Cheif Engineer) and
Sri S Ramdas, (Retd Cheif Engineer) ceased to be Directors w.e.f 27.8.2008

Sri V. P.Baligar, |AS Principal Secretary to Hon'ble Chief Minister, Sri J. R. K. Karadi, Retd, Engineer
in Chief, Sri R. Basavanagouda, Retd Chief Engineer and Sri S. M. Chebbi, Retd Chief Engineer
were appointed as Directors w.e.f 27.08.2008.
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Your Directors place on record the valuable services rendered by Sriyuths, Prahald. B. Mahishi,
IAS, AKM Nayak, IAS, Shambu Dayal Meena, IAS, TD Manmohan, Retd. Chief Engineer and
S.Ramdas, Retd. Cheif Engineer during their tenure as Directors.

Directors’ Responsibility Statement
20. Pursuant to Section 217(2AA) of the Companies Act, 1956, the Board of Directors report that:

a) In the preparation of the annual accounts, the applicable accounting standards have been
followed along with proper explanation relating to material departures subject to qualifications
in this regard by the Statutory Auditors which have been replied earlier in this report.

b) Your Directors have selected such accounting policies and applied them consistently and made
judgements and estimates that are reasonable and prudent so as to give a true and fair view
of the state of affairs of the Company at the end of the financial year and of the expenditure
during construction of the Company for that period.

) Your Directors have taken proper and sufficient care for the maintenance of adequate
accounting records in accordance with the provisions of the Act for safeguarding the assets of
the Company and for preventing and detecting fraud and other irregularities.

(d) Your Directors have prepared the annual accounts on a going concern basis.

Acknowledgement

21. Your Directors wish to place on record the contribution and sincere efforts made by the officers and
staffatall levelsin speedy execution of the projects. The Directors also wish to thank the Governmenit
of India, Government of Karnataka, various Banks and Financial Institutions for their continued
co-operation and support.

For and on behalf of the Board,

Place: Bangalore B.S.YEDDYURAPPA
Date: 27-09-2008 CHAIRMAN
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AUDITORS’ REPORT

To
The Members of KARNATAKA NEERAVARI NIGAM LIMITED

We have audited the attached Balance Sheet of M/S. KARNATAKA NEERAVARI! NIGAM LIMITED as
on 31st March 2008 together with the statement of Expenditure During Construction and Cash flow
statement for the year ended on that date annexed thereto. These financial statements are responsibility
of the company’s management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in India. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement pr‘esﬁentatio,n.We:ber‘!ieve that our audit provides a reasonable
basis for our opinion. e

We had already issued our audit report dated 22/09/2008. in respect of the Balance sheet as at
31st March, 2008 and also the statement of Expenditure During Construction for the year ended on that
date. ‘

The observations made by us in our audit report dated 22/09/2008 have not undergone any
change. This report is specifically issued to take note of the additional disclosure made by the Company
in the notes no. 18 & 19 to accounts (Schedule P} additional disclosures made in the notes to
accounts have no impact on the accounts.

We report as follows

1. As required by the Companies (Auditor’s Report) Order, 2004, issued by the Central Government
of India in terms of Section 227(4A) of the Companies Act, 1956, we enclose in the Annexure a
statement on the matters specified in paragraphs 4 and 5 of the said Order.

2. Attention is invited to accounting policy no. 3 of the company, wherein it is mentioned that the cost
of the projects will be capitalized on completion of the project in entirety. Though some of the dams,
canals, Lift Irrigation Schemes (LIS’s) etc., have already been completed and put to use, the same have
not been capitalized and corresponding depreciation also not charged. This is not in accordance with
AS-10‘Accounting for Fixed Assets’ issued by the ICAI. In the absence of relevant details, the effect of the
same on the accounts is not ascertainable.

3. Attention is invited to note 1, wherein it is mentioned that the cost of the Project Harinala, though
capitalized, is disclosed separately under ‘Fixed Assets’ as ‘Assets held pending transfer to GOK’ based on
Government of Karnataka letter No.WRD 12 KNN 2008 dt. 22/09/2008. The accounting and disclosure
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as such by the Company are subject to various formalities like issue of Government Order for take-over,
finalization of the transfer price etc.

CWIP-Roads includes roads in Ghataprabha and Malaprabhaproject areas which have been completed
and not capitalized. To the extent of non-capitalisation, ‘Roads, Bridges & Culverts’ under Fixed Assets
are understated and ‘CWIP - Roads’ overstated and the consequent depreciation on the same is not
charged. In the absence of relevant details, the effect of the same on the accounts is not ascertainable.

CWIP - Roads includes expenditure on repairs and maintenance of roads which have been wrongly
classified hereunder instead of under Expenditure During Construction! In the absence of relevant
details, the effect of the same on the accounts is not ascertainable.

No Profit and Loss account has been preparedfor the year as required u/s sec 2 10(1)(b) of the Companies
Act, 1956 even though the company has already completed and putto use some of the assets like dams,
canals etc. of the Projects, and some of the Lift Irrigations Schemes (LIS’s).

No contribution / provision have been made towards PF for supernumerary employees as required
under Employees’ Provident Fund and Miscellaneous Provisions Act. Also, Attention is invited to
accounting policy no. 11.4, wherein it is mentioned that in respect of supernumerary employees, the
retirement benefits are recognized on Ppayment. The same is not in accordance with AS - 15 Employee
Benefits’ issued by the ICAI. In the absence of relevant details, the effect of the same on the accounts is
not ascertainable.

No provision has been made in the accounts towards encashment of leave benefit available at credit
and not utilised as on 31. 12.2007 and expected liability for the period from Jan 08 to March 08 in respect

of deputed employees. The same is not in accordance with AS-15 Employee Benefits’ issued by the ICAI.
In the absence of relevant details, the effect of the same on the accounts is not ascertainable.

Attention is invited to note 14(e), wherein the /iab'ility in respect of 1% cess of cost of construction to be
remitted in favour of ‘Karnataka State Building and other Construction workers Welfare Board’ for the
work entrusted to Contractors prior to 01.11.2006 have not been provided for in the accounts. In the

absence of relevant details, the effect of the same on the accounts is not ascertainable.

Attention is invited to note 14(d), wherein the liability as on 01.04.2007 towards gratuity in respect of
Contract Employees has not been arrived at and disclosed as required under AS-15 ‘Employee Benefits!
Also other disclosure requirements as required under that standard have not been complied with.

No provision has been made towards interest accrued but not due on bonds amounting to Rs.9.76
crores resulting in understatement of ‘Current Liabilities’ and ‘Expenditure During Construction’ by a like
amount,

Attention is drawn to Accounting Policy No.12, wherein no provision is made towards liability for
works in respect of bills received after 31.05.2008 but work certified before 31.03.2008 resulting in
understatement of Capital Work in progress and current liabilities (amount not ascertained, in the
absence of information).
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Attention is drawn to notes 8(c), wherein the cost of land capitalised is subject to adjustments on account
of finalization of various procedures like land acquisition awards, consent awards, interest and mutation
entries in the revenue records of the Government.

Attention is invited to note 8(d), wherein it is mentioned that the rehabilitation and resettlement
expenses have not been capitalized along with land. The same is not in accordance with the accounting
policy no. 6(3) of the Company. Consequently, the cost of land is understated to that extent. (amount
not ascertained).

Attention is drawn to note 2(c) wherein the reimbursement of claim from Government of India for
CADA works is accounted on receipt basis and the same is not in accordance with the accrual basis of
accounting and also not in accordance with Accounting Standard ~ 12 ‘Accounting for Government
Grants’ In the absence of information, the effect of the same on the accounts could not be ascertained.

Attention is drawn to note 4 regarding consequential effect on physical verification, reconciliation and
review for provision / write offin respect of assets and liabilities transferred by Government of Karnataka
and the impact of the same on the accounts could not be ascertained.

Attention is drawn to note 10(b) regarding recoverability of dues from farmers & note 10(c) regarding
non accounting of revenue (amount unascertained) for reasons indicated therein.

Attention is drawn to note 11(c) relating to reconciliation of items referred to therein and note 16(c)
regarding confirmation of balances and the consequential adjustments thereupon.

Attention is drawn to note 8(e) regarding non disclosure of assets held for disposal as required by AS-
10 ‘Accounting for fixed assets’ and consequent non provision for reduction in value in respect of such
items. In the absence of information, the impact on the accounts could not be ascertained.

The consequential effect on the accounts due toabove mentioned qualifications to the extentascertained
and quantifiable is as follows:

1. Expenditure during construction understated by Rs.9.76 crores (refer para 11).
2. Current Liabilities understated by Rs.9.76 crores (refer para 11).

Further to our comments in the Annexure referred to in paragraph 1 & paragraph nos. 2 to 20
above:

a) We have obtained all the information and explanations, which to the best of our knowledge
and belief were necessary for the purpose of our audit.

b) In our opinion, proper books of account, as required by law, have been kept by the Company
so far as appears from our examination of the books.

c) The Balance Sheet and Statement of Expenditure during construction and the Cash flow
Statement dealt with by this report are in agreement with the books of account.

d) In our opinion, the Balance Sheet and the Statement of Expenditure during construction
and the Cash flow Statement are in compliance with the Accounting Standards referred to

o T m‘s «.\
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in subsection (3C) of section 211 of the Companies Act, 1956 except Accounting Standard 6,
‘Depreciation Accounting’ as disclosed in para 4, Accounting Standard 10, Accounting for Fixed
Assets’ as disclosed in paras 2, 4 & 19, Accounting Standard 12, ‘Accoun ting for Government Grants’
as disclosed in para 15 & Accounting Standard 15, ‘Employee Benefits’ as disclosed in paras 7, 8 &
10.

As per Notification No.GSR 829(E), dt. 21/10/03 issued by the Central Government, the
requirements under the provisions of Sec 274(1)(g) of the Companies Act, 1956, are not
applicable to this Company.

In our opinion and to the best of our information and according to the explanations given to us,
the accounts read with the notes thereon give the information as required by the Companies
Act, 1956, in the manner so required and gives a true and fair view subject to our comments in
paras 2 - 20:

(i) In the case of the Balance Sheet, of the state of affairs of the Company, as at March 31
2008,

(ii) In the case of statement of Expenditure during construction prepared in lieu of Profit & Loss
account, of the net expenditure for the year ended on that date, and

(iii) In the case of the cash flow statement, of the cash flows for the year ended on that date.

For MANIAN & RAO
Chartered Accountants

(SRIKANTH. R)
: 29,09.08 Partner

Bangalore. M.NO: 203138
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ANNEXURE TO AUDITOR’S REPORT OF KARNATAKA NEERAVARI NIGAM LIMITED
FOR THE YEAR ENDED 31st MARCH 2008.

REFERRED TO IN PARAGRAPH ONE OF OUR REPORT OF EVEN DATE.

1. Inrespect of its fixed Assets

a) The company has not maintained proper records showing full particulars, including quantitative
details and situation of Fixed Assets. It was informed to us that the company is in the process of
preparing proper records as required showing the full particulars.

b) According to the information provided to us, the management has not carried out physical
verification of fixed assets during the year. Hence the question of reporting on discrepancies
and adjustment thereof in the books of accounts does not arise.

¢) Inouropinion and according to the information provided to us the Company has not disposed
of substantial part of fixed assets during the year to affect the going concern status of the
Company.

2. Inrespect of its inventories:

a) Asexplained to us, physical verification has been conducted by the management at reasonable
intervals in respect of stores & spares, tools & plants and released articles.

b) The procedure of physical verification efmventory followed by the management is, in our
opinion reasonable and adequate in relation to the size of the Company and nature of its
business. ‘

c¢) The Company has maintained proper records for Inventories. As explained to us, discrepancies
on physical verification of stock as compared to book records have been properly dealt with in
the books of accounts.

3. Inouropinion and according to the information and explanations given to us, the Company has not
granted or taken loans, secured or unsecured to/from companies, firms or other parties covered in
the register maintained under section 301 of the Companies Act, 1956.

4. In our opinion and according to the information and explanations given to us, there are adequate
internal control procedures commensurate with the size of the Company and nature of its business
for the purchase of inventory and fixed assets. However the company is yet to establish necessary
systems for recovery of water rates, which is a continuing weakness.

5. Inrespect of transactions covered under section 301 of the Companies Act, 1956:v

a) In our opinion and according to the information and explanations given to us, there are no
transactions made in pursuance of contracts or arrangements that needed to be entered into
in the register maintained under section 301 of the Companies Act, 1956.

2 NN E
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b) According to the information and explanations given to us, there are no transactions in
pursuance of contracts orarrangements entered in the register maintained under section 301
of the Companies Act, 1956 aggregating to Rs.5,00,000/- (Rupees five lakhs only) or more in
respect of any party in the said financial year.

According to the information and explanations given to us, the Company has not accepted any
deposits from the public. Therefore provision of clause (vi) of the Companies (Auditor’s Repart)
Order 2003 are not applicable to the Company.

The Company has an internal audit system, which in our opinion requires further strengthening with
respect to scope and follow up.

As explained to us, the central government has not prescribed maintenance of cost records under
section 209(1) (d) of the Companies Act 1956 for any of its activities.

In respect of Statutory dues:

a) According to the records of the Company, undisputed statutory dues including Providentfund,
ESI, Sales tax, Cess, Income Tax, Service tax.and other statutory dues have generally been
reguraly deoosited with the appropriate authorites. However, in respecet of 1% Workers Welfare
Cess for work entrusted to contractors priorto 01.11.2006 and payable to Karnataka S tate Building
and other Construction Workers Welfare Board, the Cess amount has not been quantified and not
yet remitted.

According the information and explanations given to us, no undisputed amounts payable in
respecet of the aforesaid dues were outstanding as at 31st march, 2008 for a period of more
than six months from the date of becoming payabale except as given below.

Statement of Arrears of Undisputed Statutory Dues Outstanding for more than six months from the
date they became payableas.at 3 Ist March; 2008.is.given below:

P —

Nature of Dues Amount (in Rs)

GPF 1,07,096
VAT 69,624
1% Workers Welfare Cess 15,753
'CBF 2,18,712
Royalty 9,06,835
income Tax 2,37,968
L1% Workers Welfare Cess (Prior to 01.11.06) Not Quantified

b) According to the information and explanétions given to us, there are no the disputed Income
Tax/Sales Tax/Customs Duty/Wealth Tax/Service Tax/Excise Duty/Cess as at the end of the
year.
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The Company is yet to prepare the profit and loss account as detailed in Note 1 of Schedule 'P'notes
forming part of accounts. As such furnishing of information relating to net worth and cash losses
for the financial year of the company in accordance with the provisions of clause 4(x) of the order
does not arise.

According to the information and explanations given to us, the Company has not defaulted in
repayment of dues to financial institutions, banks and Debenture holders.

In our opinion and according to the information and explanations given to us, no loans and advances
have been granted by the Company on the basis of security by way of pledge of shares, debentures
and other securities. '

The Company is not a Chit fund or a nidhi/ mutual benefit fund/ society. Therefore, clause 4(xiii) of
the Companies (Auditor’s Report) Order 2003 is not applicable to the Company.

in our opinion and according to the information and explanations given to us, the Company is not
dealing or trading in shares, securities, debentures and other investments. Therefore, clause 4(xiv)
of the Companies (Auditor’s Report) Order 2003 is not applicable to the Company.

According to the information and explanations given to us, the Company has not given guarantees
for loans taken by others from banks or financial institutions.

In our opinion and according to the information and explanation furnished to us term loans raised
during the year have been used for the purpose for which it has been obtained.

On the basis of an overall examination of the balance sheet of the company, in our opinion and
according to the information and explanations given to us, there are no funds raised on a short
term basis which have been used for long term investments.

During the year, the Company has not made any preferential allotment of shares to parties and
companies covered in the Register maintained under section 301 of the Companies Act, 1956.

The company has created security and charge in respect of bonds issued and outstanding to the
year end. :

The Company has not raised any money by way of public issue of shares.

According to the information and explanations givén to us, no fraud by or on the company has been
noticed or reported during the year that causes the financial statments to be materially misstated.

For MANIAN & RAO
Chartered Accountants

(SRIKANTH. R)
Date : 29.09.08 Partner
Place : Bangalore. M.NO: 203138
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COMMENTS OF THE COMPTROLLER AND AUDITOR GENERAL OF INDIA
UNDER SECTION 619 (4) OF THE COMPANIES ACT, 1956 ON THE ACCOUNTS
OF KARNATAKA NEERAVARI NIGAM LIMITED, BANGALORE FOR THE YEAR
ENDED 31 MARCH 2008.

The preparation of financial statement of KARNATAKA NEERAVARI NIGAM LIMITED,
BANGALORE for the year ended 31 March 2008 in accordance with the financial
reporting framework prescribed under Companies Act, 1956 is the responsibility
of the management of the Company. The statutory auditors appointed by the
Comptrollerand Auditor General of India under Section 619(2) of the Companies act,
1956 are responsible for expressing opinion on these financial statements under
section 227 of the Companies Act, 1956 based on independent audit inaccordance
with the auditing and assurance standards prescribed by their professional body
the Institute of Chartered accountants of India. This is stated to have been done by
them vide their Auditior’s Report dated 29th September 2008.

I, on behalf of the Comptroller and Auditor General of India, have conducted a
supplementary audit, under section 619(3)(b) of the Companies Act, 1956, of the
financial statements of “KARNATAKA NEERAVARI NIGAM LIMITED, BANGALORE”
for the year ended 31 MARCH 2008. This supplementary audit has been carried out
independently without access to the working papers of the statutory auditors and is
limited primarily to inquiries of the statutory auditors and company personnel and
a selective examination of some of the accounting records. In view of the revisions
made in the financial statements by the management, as a result of my audit
observations highlighted during supplementary audit as indicated in the Note No.
19 of the Notes forming parts of Accounts (Shedule ‘P’), | have no further comments
to offer upon or supplement to the statutory Auditors’ report under section 619(4)
of the Companies Act, 1956.

For and on behalf of the
Comptroller & Auditor General of India,

(USHA SANKAR)
BANGALORE PRINCIPAL ACCOUNTANT GENERAL
DATED: 29 September 2008 (CIVIL & COMMERCIAL AUDIT)
KARNATAKA, BANGALORE
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BALANCE SHEET AS AT 31.03.08

(Rs. in Lakhs)
Sl. No PARTICULARS SCH REF | - ASAT 31.03.08 AS AT 31.03.07
A SOURCES OF FUNDS
1 |SHARE HOLDERS FUND .
| a [Share Capital A 437,026.13 410,269.47
| b |Advance Against Equity 90,279.93| 527,306.06 Nil| 410,269.47
[ I [LOAN FUNDS
a |Secured Loans B 63,801.79 86,693.75
| b |Unsecured Loans (@ 545,96 64,347.75 490.00 87,183.75
TOTAL 591,653.81 497,453.22
B APPLICATION OF FUNDS
I |FIXED ASSETS
a |Gross Block D-1 48,845.13 16,255.07
b |Depreciation 1,771.00 1,486.62
¢ |NetBlock 47,074.13 14,768.45
d |Assets pendingTransfer to GOK 10,308.03 Nil
e | Capital Work in Progress D-2 403,176.44 314,459.50
Il |INVESTMENTS E 20.00 20.00
Il |CURRENT ASSETS, LOANS AND ADVANCES
a |Inventories F 62.22 62.64
b |Sundry Debtors G 3,516.90 2,694.62
¢ |Cash and Bank Balances H 4,953.58 15,411.73
d |Loansand Advances | 18,967.62 42,440.66
e |Other Current Assets J 814.71 769.91
Sub - total 28,315.03 61,379.56
LESS : Current Liabilities And Provisions
Current liabilities K 37,292.35 19,684.49
b |Provisions L 66.13 369.65
Sub - total 37,358.48 20,054.14
NET CURRENT ASSETS (9,043.45) 41,325.41
IV | MISCELLANEOUS EXPENDITURE
( To the extent not written off or adjusted)
a |Preliminary Expenses M 680.17 680.17
b |Expenditure During Construction Period N 139,438.48| 140,118.65| 126,199.68| 126,879.85
(Pending Capitalisation)
TOTAL 591,653.81 497,453.22
ACCOUNTING POLICIES 0]
NOTES ON ACCOUNTS P
[SCHEDULES ATO P ANNEXED FORM AN INTEGRAL PART OF THIS BALANCE SHEET TO BE READ, IN CONJUNCTION THEREWITH]
(K.S. RAVEENDRA PRASAD) (G.S. PRAKASH) (D.N. DESAI) (D. SATYA MURTY)
GENERAL MANAGER - FINANCE COMPANY SECRETARY DIRECTOR MANAGING DIRECTOR
PER OUR REPORT OF EVEN DATE
DATE: 29-9-2008 FOR MANIAN & RAO,
Place: BANGALORE - " CHARTERED ACCOUNTANTS
' (R. SRIKANTH)
DATE: 29-9-2008 PARTNER

Place: BANGALORE MEM. No. 203138
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SCHEDULE - A : SHARE CAPITAL (Rs. in Lakhs)
PARTICULARS | ASAT31.03.08 | ASAT31.03.07 |

A. AUTHORISED CAPITAL 1
5,00,00,000 Equity Shares of Rs.1000/- Each : 500,000.00 500,000.00
B. ISSUED, SUBSCRIBED AND PAID UP ‘
437,02,613 (Previous Year - 41 0.26,947)Equity Shares of Rs.1000/- each fully

paid up 437/026.13 410,269.47
TOTAL 437,026.13 410,269.47 |
Note:

1. All the above shares are held by the Governor of Karnataka and the nomiin%:es, on behalf of the
Government of Karnataka.

2. Out of the above, 86,79,873 equity Shares of Rs. 1000/- each have been issued as fully paid up,
without payment having been received in cash, in consideration for net value of assets transfered

to the Company by the Government of Karnataka.
(Rs. in Lakhs})

SCHEDULE - B: SECURED LOANS

PARTICULARS AS AT 31.03.08 AS AT 31.03.07

A | BONDS
1 | SERIES - IV (Regular)

Nil - (Previous year - 300) 11.75% Secured, Non-
Convertible, Redeemable bondsof Rs. 1,00,000.00
each. Redeemableat parintwoequalinstallments
on 1st Jan’ 08 and 1st Jan’ 09 with a put and call
option on 1st Jan' 07 - 300.00

2 | SERIES - IVA (Regular)

Nil - (Previous year - 450) 11.40% . Secured, Non-
Convertible, Redeemable bonds of Rs. 1,00,000.00
each.Redeemable at parin two equal installments
on 31st Mar’ 08 and 31st Mar’ 09 with a put and
call option on 31st Mar’ 07 - 450.00

3 [ SERIES -V (Regular)

Nil - (Previous year - 17,420) 10.66% Secured,
Non- Convertible, Redeemable bonds of
Rs. 1,00,000.00 each. Redeemable at par in two
equal installments on 1st Feb’ 09 and 1st Feb’ 10
with a put and call option on 1st Feb’ 08 - 17,420.00
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(Rs. in Lakhs)

PARTICULARS AS AT 31.03.08 AS AT 31.03.07
SERIES - VA {Regular)
Nil - (Previous year - 4,690) 9.70% Secured, Non-
Convertible, Redeemable bonds of Rs. 1,00,000.00
each.Redeemable at parintwo equal instaliments
on 31st Mar' 09 and 31st Mar’ 10 with a put and
call option on 31st Mar’ 08. : 4,690.00
SERIES - VI (Regular)
2000 - (Previous year - 2,000) 6.70%. Secured,
Non- Convertiblé, Redeemable bonds of
Rs. 10,00,000.00 each. Redeemable at par in two
equal installments|on 31st Mar' 10 and 31st Mar’
11 with a put and call option on 31st Mar’ 09 20,000.00 20,000.00
SERIES - ¥il (Regular)
880 - (Previous year - 880) 6.95% Secured,
Non - “Convertible, Redeemable bonds of
Rs. 10,00,000.00 each. Redeemable at par in two
equal installments on 30th Nov’ 10 and 30th Nov’
11 with a put and call option on 30th Nov' 09. 8,800.00 8,800.00
Total of Bonds (A) 28,800.00 51,660.00
TERM LOANS
TERM LOAN FROM ORIENTAL BANK OF
COMMERCE :
Repayabte in two equal installments on 31st Mar’
11 and 31st Mar’ 12 10,000.00 10,000.00
TERM LOAN FROM BANK OF BARODA
Repayable in two équal installments on 31st M
12 and 31st Mar’ 13 20,000.00 19,999.84
TERM LOAN FROM DENA BANK
Repayable in two ¢qual installments on 31st Mar’
12 and 31st Mar' 13 5,000.78 4,999.90
Total of Term Loans (B) 35,000.78 34,999.74
Unclaimed Debenture Amount
Series - Il (Regular)! - 33.00
Series - Ill (Regular} 1.00 1.00
TOTAL 63,801.79 86,693.75

Weas
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Note:

Nature of Security

a.  The bonds, interest, trustees remuneration and all other monies relating thereto are secured by a
first mortgage and charge (which shall rank pari passu for existing and future borrowings):

I. On such of properties of the Company as may be agreed in consultation with the Trustees,

b.  The Bonds issued by the cOmpany upto Series VA are in physical form. The company has so far
issued certificates upto Series |V (comprising IVand IVA).

C. In terms of tripartite agreements_between the Government, company and the trustees, the

SCHEDULE -C: UNSECURED LOANS

(Rs.in Lakhs)
AS AT 31.03.07

PARTICULARS AS AT 31.03.08

Other Loans and Advances

a. From Others
- Loan from Government of Karnataka

- Interest Accrued and Due on Government of Karnataka Loan

TOTAL 490.00
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SCHEDULE - D 2: CAPITAL WORK-IN-PROGRESS

(Rs. in Lakhs)
ADJUSTMENTS/
AS AT SOBI{ENE CAPITALISATION AS AT
EARTICORSRS 01.04.07 DURYIEI :RTHE DURING THE 31.03.08
YEAR
1 Building And Colonies 877.06 171.49 114.44 934.11
2 | Dams/Barrages & Submergence 66,642.04 12,990.13 3,135.46 76,496.70
3 | Lift Irrigation Schemes 15,526.04 9,238.95 - 24,764.99
4 | Canals & Branches 123,880.36 55,123.72 916.44 178,087.65
5 | Distributories & Laterals 62,310.72 14,426.65 68.81 76,668.56
6 | Roads, Bridges & Culverts 3,618.38 1,338.66 383.02 4,574.02
7 | Tanks 315.29 42.59 11.11 346.77
8 | Irrigation Structures 6,730.75 - 249.22 6,481.53
9 | Rehtation & Resettlement 4,306.87 762.72 386.46 4,683.12
10 | Electricals & Ele, Fittings 28.54 - - 28.54
11 | Other Assets 30,223.45 339.25 452.24 30,110.46
TOTAL 314,459.50 94,434.15 '5,717.21 403,176.44
Previous Year 254,377.91 60,615.61 534.02 314,459.50
SCHEDULE - E : INVESTMENTS il
PARTICULARS AS AT 31.03.08 | AS AT 31.03.07
LONG TERM INVESTMENTS (UNQUOTED @ COST)
1 Investment in Ghataprabha Water Users Co-op Federation 10.00 10.00
(20 Shares of Rs. 50,000 each, fully paid)
2 Investment in Malaprabha Water Users Co-op Federation 10.00 10.00
(20 Shares of Rs. 50,000 each, fully paid)
TOTAL 20.00 20.00
SCHEDULE - F : INVENTORIES
(Rs.in Lakhs)
PARTICULARS AS AT 31.03.08 AS AT 31.03.07
1 Stores & Spares 178.21 178.73
Less: Provision for obsolesence 115.99 62.22 116.16 62.64
2 [Tools & Plants 22245 226.52
Less: Provision for obsolesence 22245 Nil 226.52 Nil
3 | Released Articles 3.16 3.15
Less: Provision for obsolesence 3.16 Nil 3.15 Nil
TOTAL 62,22 62.64
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SCHEDULE - G: SUNDRY DEBTORS (UNSECURED, CONSIDERED GOOD)

(Rs. in Lakhs)
PARTICULARS AS AT 31.03.08 AS AT 31.03.07
Debts Outstanding for a period
- exceeding six months 2,676.71 1,099.41
- less than six months 840.18 1,595.21
3516.90 2,694.62
TOTAL 3516.90 2,694.62
SCHEDULE - H: CASH AND BANK BALANCES ,
(Rs. in Lakhs)
PARTICULARS AS AT 31.03.08 AS AT 31.03.07
A Cheques/DDs on hand 0.06 4.77
B Remittances in Transit 2.87 7.957.64
@ Cash at Bank
| With Scheduled Banks
1 | In Savings Bank Accounts 10.62 27.09
2 | In Current Accounts 1,489.34 1,061.65
3 | In Escrow/Designated Accounts 186.76 (6,555.17)
4 | In Deposit Accounts 3,263.84 4,950.56 12,915.65 7/449.23
I Others 0.10 0.10
TOTAL 4,953.58 15,411.73

SCHEDULE - I : LOANS & ADVANCES (UNSECURED, CONSIDERED GOOD)

(Rs. in Lakhs}

PARTICULARS SU::“S:CH AS AT 31.03.08 AS AT 31.03.07

Advances recoverable in cash or in kind or
for value to be received:

1 | Due from Government -1 4,476.17 4,004.93

2 | Advance for Land acquisitions 12,601.01 37,420.66

3 | Mobilisation advance paid to Contractor 1,003.78 329.28

4 | Contractors - Receivables 151.54 152.70

5 | Advances to Suppliers/Services 517.53 243,59

6 | Advances to Staff 40.21 55.83

7 | Deposits with Government Agencies 163.18 21945

8 | Rent Advance 11.25 11.25

9 | Deposits with Other Agencies 294 294

10 | Others Nil | 18,967.62 0.03| 4244066
TOTAL 18,967.62 42,440.66
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SUB- SCHEDULE -1 1 : DUE FROM GOVERNMENT/GOVT. AGENCIES

_ (Rs. in Lakhs)
PARTICULARS AS AT 31.03.08 AS AT 31.03.07
1 | Due from Govt. - (Other Adjustments) - Net 15820 154.52
2 | Due from Govt. - (Water Rates) 1,764.18 1,764.18
3 | Due from Govt./Govt. Divisions : 553.79 86.23
4 [ Amount Released for Netravathi Project 200.00 200.00
5 | Advance to Minor Irrigation Department 1,800.00 1,800.00
[ TomaL | 4,476.17 | 4,004.93 |
SCHEDULE - J : OTHER CURRENT ASSETS (UNSECURED, CONSIDERED GOOD)
(Rs. in Lakhs)
PARTICULARS ! AS AT 31.03.08 [ AS AT 31.03.07
1 | Interest accrued on mobilisation 139.40 86.62
2 | Interest accrued but not due - Term Deposits 21.90 75.60
3 | Tax deducted at Source
(2006-07 - Rs. 97.13
2007-08 - Rs. 127.53) : 22466 197.60
4 | Due from Karnataka Power Corporation Ltd. 3.65 3.65
5 | Due from Krishna Bhagya Jala Nigam Ltd. 6.73 6.73
6 | Interest receivable on FD’s 258.15 147.71
7 | Amount due from Brindivan Hydro 156.18 23833
8 | Other Receivables 4.04 | 814.71 13.67 769.91
| TotAL 814.71 769.91 |
SCHEDULE - K : CURRENT LIABILITIES foe
SUB-
PARTICULARS SCH AS AT 31.03.08 AS AT 31.03.07
REF
A | Sundry Creditors
‘1 | For Supplies / Services 100.59 4211
2 | For Contractors’ Payments 18,724.83 1,091.87
3 | For Expenses 1,474.67 9,502.26
4 | Others K-1 6,353.80 | 26,653.89 867.35| 11,503.59
B | Trade Deposits & Advances 4,551.17 3,166.17
C | Interest Accrued but not due on Gov‘ernmehvt 48.51 53.90
Loan
D | Other Liabilities
1 | Tax Deducted at Source 446.84 219.71
2 | Provident Fund Contribution 38.72 17.94
3 | Amount due to Employees 0.20 0.22
4 | Guarantee Commission Payable 5,553.04 6,038.79 4,722.97 4,960.83

| [romL | | | 37,292.35 19,684.49 |
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SUB-SCHEDULE - K 1 : SUNDRY CREDITORS - OTHERS

(Rs. in Lakhs)

PARTICULARS AS AT 31.03.08 AS AT 31.03.07
A | Statutory Liabilities
1 | Royalty Recovered Payable 1,255.05 127.86
2 | Sales Tax Recovered Payable 1,099.10 2,354.16 361.18 489.04
B | Other Liabilities
1 | Leave Salary Contribution 18.20 12.77
2 | Advance - Depos‘t tontribution Works 57.47 102.86
3 | Employee Recoveries 59.54 30.76
4 | NSC - Contractors 0.14 4.76
5 | Stale Cheques 77.99 51.83
6 | Contractor's Benevolent Fund 11.21 8.31
7 | Advance/Deposit - Water Rates 4.95 4.95
8 | Due to contractors (Others) 3,768.31 154.72
9 | Misc. Liabilities 1.82 735
TOTAL 6,353.80 867.35

SCHEDULE-L: #ROVISIONS

(Rs. in Lakhs)

PARTICULARS

AS AT 31.03.08

AS AT 31.03.07

Provision for Taxation

- Wealth Tax 2.28 2.38
- Fringe Benefit Tax (Net of Payment) - 12.28
- Gratuity Contribution 63.84 6.10
- Leave Salary Encashment 348.89
TOTAL 66.13 369.65
SCHEDULE - M PRELIMINARY- EXPENSES

(Rs. in Lakhs)
PARTICULARS AS AT 31.03.08 | ASAT 31.03.07

Preliminary Expenses
As per Last Balance Sheet 680.17 680.17
TOTAL 680.17 680.17

4\ :
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SCHEDULE - N : EXPENDITURE DURING CONSTRUCTION PERIOD
(PENDING CAPITALISATION)

(Rs. in Lakhs)
PARTICULARS SUB-SCH. REF 2007-08 2006-07
A | EXPENDITURE
1 | Employee Remuneration & Benefits N-1 6,877.03 6,114.87
2 | Assets Maintenance N-2 2,326.29 2,808.98
3 | Administrative and General Expenses N-3 3,429.00 5,507.59
4 | Director’s Remuneration & Benefits 6.66 5.81
5 [ Interest 7,598.05 9,949.18
6 | Depreciation 296.87 259.25
7 | Wealth Tax 2.28 2.38
8 | Fringe Benefit Tax 41.69 58.03
Total Expenditure (A) 20,577.87 24,706.09
B | LESS:INCOME EARNED
1 | Water Charges 804.19 736.43
2 | Rent Collected 85.15 56.59
3 | Application and Enrollment Fee ; 7.66 9.31
4 | Hire Charges 2.37 0.40
5 | Interest Earned [TDS : Rs. 97.13 (Previous yr - Rs. 53.05)] 765.98 802.74
6 | Sale of Tender Books 1,519.92 1,318.18
7 | Hard Rock Recovery/Cost of Rubbles, Supplied 270.85 295.03
8 | Profit on Sale of Assets - Net 13.05 0.91
9 | Penalties 131.01 18.17
10 | Excess provision written back 4,64 3.27
11 | Other Income 18.85 13.06
Sub Total (B) 3,623.67 3,254.08
C |EXPENDITURE FORTHE YEAR(A-B) 16,954.21 21,452.01
ADD: OPENING BALANCE 126,199.68 104,747.67
E | LESS: Expenditure during Construction withdrawn during 3,715.40 Nil
the year
F | TOTAL EXPENDITURE AS AT 31.03.07 (C+D-E ) 139,438.48 126,199.68
{K.S. RAVEENDRA PRASAD) (G.S. PRAKASH) (D.N. DESAI) (D. SATYA MURTY)
GENERAL MANAGER - FINANCE COMPANY SECRETARY DIRECTOR MANAGING DIRECTOR
PLACE: BANGALORE RER Ol:oR: :AP:NI:ZI(: I;‘Ele(l)\l BATE
DATE: 29.9.08 CHARTERED ACCOUNTANTS
(R. SRIKANTH)
PLACE: BANGALORE PARTNER
DATE: 29.9.08 MEM. No. 203138

Ay




Karnataka Neeravari Nigama Ltd

SUB-SCHEDULE - N 1 : EMPLOYEE REMUNERATION & BENEFITS g

PARTICULARS 2007-08 2006-07

1 | Salary ‘ , 6,693.09 5,584.73
2 | Leave Salary Contribution/Leave Encashment 7.27 458.67
3 | Uniform Expenses | 0.01 0.08
4 | Medical Reimbursement 66.12 30.86
5 | Home Travel Concession 0.03 0.20
6 | Staff Welfare Expenses 40.13 33.44
7 | Contribution to Provident Fund & Other Funds 6.53 3.25
8 | Gratuity/Gratuity Contribution 63.84 3.64
TOTAL 6,877.03 6,114.87

SUB-SCHEDULE - N 2 : ASSETS MAINTENANCE

(Rs. in Lakhs)
PARTICULARS 2007-08 2006-07

1 | Buildings & Colonies 262,63 484.10
2 | Reh & Rest, Electricals 1.13 10.72
3 | Canals & Distributories 1,230.33 1,243.06
4 | Office Equipments/Computers 30.15 25.45

5 | Roads, Bridlges & Culverts 31.25 246.23
- Nammura Bandaras 259.19 290.44 14.78 261.01
6 | Vehicles 27434 331.38
7 | Lift Irrigation : 139.36 213.97
8 | Barrages 66.15 56.25
9 | Dam & Reservior 30.51 182.56
10 | Furniture & Fixtures 1.26 0.47
TOTAL 2,326.29° 2,808.98
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SUB-SCHEDULE-N 3 ; ADMINISTRATIVE AND OTHER GENERAL EXPENSES

(Rs. in Lakhs)
PARTICULARS 2007-08 [ 2006-07 |
Rent 73.20 60.19
Insurance 10.73 7.71
Rates & Taxes 14.50 6.20
Postage & Telephone Expenses 51.89 43.10
Printing and Stationery 155.83 152,16
Electricity Charges 578.78 52435
Travelling Expenses
- Managing Director & Other Directors 1.48
- Others 232.77 234.26 261.27
Audit Fees including Service Tax
- Statutory Audit 5.13
- Tax Audit Fee 0.54 5.67 | 5.32
Bank Charges 5.92 4.93
Expenditure on CADA Works 982.55 2,443.10
Afforestation Expenses 187.07 229.24
Crop Compensation - 211.52
Hire Charges 86.78 46.89
Testing Fee 7.57 11.42
Publication of Notices 53.50 92.18
Legal and Professional Charges 62.17 114.03
Sitting Fees 0.67 0.68
Issue Related Expenses
- Rating/Surveillance Fee 3437 29.86
- Other Payments 2,15 3.07
- Registrar & Transfer Agent’s Fee 0.49 0.97
- Registration & Mortgage Fee - 100.82
- Trustee Fee 1.92 38.93 2.60 137.32
Guarantee Commission 830.07 1,092.54
Software & Network Expenses 1.85 6.37
E - Tendering Expenses 12.00 12.00
Publicity Expenses 8.03 18.18
Other Administration Expenses 27.02 26.91
TOTAL 3,429.00 5,507.59 |
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SCHEDULE - O : SIGNIFICANT ACCOUNTING POLICIES

The company is a Government of Karnataka enterprise set up with the specific task of implementing
certain irrigation projects. The company’s operation and maintenance cost are met as far as practicable,
by water rates demand raised for supply of water and balance from monies received from Government
of Karnataka for carrying out its functions. Hence, the financial statements are prepared on a going
concern basis.

The accounting policies not specifically referred to herein is consistent and is in consonance with
generally accepted accounting principles and applicable mandatory Accounting Standards/Guidance
Notes issued by the Institute of Chartered Accountants of India.

1. BASIS OF PREPARATION

The financial statements are prepared under historical’cost convention on a going concern and
accrual basis considering the requirements of the Companies Act, 1956.

2. USE OF ESTIMATES

The Preparation of financial statements is in conformity with Generally Accepted Accounting
Principles (GAAP) and requires management to make estimates and assumption that affect the
reported amounts of assets and liabilities and the disclosure of contingent liabilities on the date
of the financial statements. The estimates and assumptions used in the accompanying financial
statements are based upon management’s evaluation of relevant facts and circumstances as of the
date of the financial statements. Actual results could differ from those estimates. Any revision to
accounting estimates is recognized prospectively in current and future periods.

3. CAPITAL WORK IN PROGRESS

The irrigation projects being implemented by the company envisage completion of entire project
consisting of dams, canal systems, canal network, Lift Irrigation Schemes, etc. in an integrated
manner as this forms a composite network. Accordingly, the cost will be capitalised only on
completion of the respective projects in entirety. Until such completion, expenditure incurred on
construction (which includes in certain cases part payments for works completed pending approval
of competent authority) is shown under Capital Work in Progress against appropriate heads.

4. EXPENDITURE DURING CONSTRUCTION

The irrigation structures consisting of canals and other irrigation systems, which have been
completed and water is let into them is continued to be shown under capital work in progress
in terms of Accounting Policy No. 3. The revenue expenditure incurred on such assets is grouped
under Expenditure During Construction after deducting income earned during the period.
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5. ALLOCATION / APPORTIONMENT OF ESTABLISHMENT AND ADMINISTRATIVE

EXPENSES ON COMPLETED PROJECTS

(@) Expenses of Sub division/ Division exclusively involved for the project is allocated 100% to the
concerned project.

(b) Establishment and Administrative charges (net of income not specific to other projects) of
executing division handling various projects is allocated in the proportion of expenditure
incurred to the total expenditure of all the projects executed by that division during that year
as per Annual Works Programme (AWP).

(c) Establishment and Administrative charges (net of income not specific to other projects) of
Administrative and Maintenance Divisions involved in a project either directly or indirectly is
allocated in the proportion of e xpenditure incurred to the total expenditure of all the projects
supervised by that division duri%hat year as per Annual Works Programme (AWP).

(d) Establishment and Administrative charges (net of income) of Central office and Registered
office is allocated in the proportion of expenditure incurred to the total expenditure of all the
projects of KNNL during that year as per Annual Works Programme (AWP).

(e) Establishment and Administrative charges allocated to the Project is apportioned to the
individual assets of the Project in the ratio of cumulative hard cost incurred till the date of
capitalisation.

FIXED ASSETS

6.1 (a) The fixed assets transferred by the Government of Karnataka have been taken over at the
assigned values, which are treated as cost in the books of account of the company.

(b) All other fixed assets are stated at cost. Cost includes expenditure incidental to
acquisition.
6.2 Roads include appurtenant bridges.
6.3 Land Cost includes acquisition cost, interest paid upto the date of taking possession, enhanced

compensation, interest awarded by the courts, expenditure on rehabilitation, structures, Crop
Compensation and social forestry for project affected local people/families.

BORROWING COST

(@) Borrowing cost includes interest on bonds, term loans, and guarantee Commission payable to
Government, Arrangers fees, Listing fees, Rating & Surveillance, Trusteeship fees etc.,

(b) Borrowing cost incurred net of interest income is allocated to each Project in the proportion
of Expenditure incurred for that project to the total expenditure incurred for all the projects of
KNNL during that year as per Annual Works Programme (AWP).

b
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(c) Borrowing cost allocated to the Project on completion is apportioned to the individual assets
of the Project in the ratio of cumulative hard cost incurred till the date of capitalization.

8. DEPRECIATION

Depreciation is provided on straight-line method at the rates provided under Schedule XIV to the
Companies Act, 1956, in the manner stated therein except in respect of:

a) Roads and Buildings (other than Factory Buildings) where a higher rate of depreciation of
3.34% has been adopted.

b) Furniture and Fixtures costing less than Rs. 5,000/ which are fully depreciated in the year of
purchase.

¢) In respect of assets held by the Company pending transfer to Government of Karnataka, no
depreciation is charged on the assets.

9. INVESTMENTS

Investments in Shares of Water Users Cooperative Societies are treated as Long Term Investments
and are disclosed at Cost. Provision for diminution in the value of long term investments is made
only if such a decline is other than temporary in the opinion of the management.

10. INVENTORIES

Inventories are valued at cost / market value whichever is less (ascertained on First in First out
basis). Inventories comprises Stock, Tools & Plants & Released Articles & Cost includes purchase
price, freight and other incidental expenses.

11. RETIREMENT AND OTHER BENEFITS
11.1 Employees on deputation from the Government

a) The company has been exempted from contributing towards pension and leave salary
in respect of these employees (other than the Managing Director) during their period
of service in the company. However leave encashment availed by such employees during
their service with the Company is regulated as per Karnataka Civil Service Rules (KCSR).

b) The pension and leave salary contributions of Managing Director is being provided
remitted to the Government on actual basis as per the terms of appointment.

11.2 Employees on deputation from Public Sector Undertakings

Applicable pension and leave salary contribution as also Provident Fund Contribution
is being provided/remitted as per terms of the deputation on actual basis.
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11.3 Employees on Contract

The Company provides for retirement benefits in the form of gratuity and leave salary
contribution. Such defined benefits are charged off to ‘Expenditure During Construction
Period’ based on actuarial valuation, as at the balance sheet date made by independent
actuaries.

11.4 Supernumerary employees

Provident and ESI benefits are not extended to Supernumerary employees working in
Project areas of Nigam. Hence no provision for Provident fund and ESI is made in this
regard. Retirement benefits, if any, shall be recognised and accounted on payment.

12. WORKBILLS AND EXPENDITURE

12.1  Liability for work bills (in respect of both capital and revenue account) as at the end of the
year is recognised in respect of such of those bills received at the Central Office before
31st May of succeeding financial year.

12.2 Liability for other outstanding expenses as at the end of the year is recognised to the
extent ascertainable and / or paid before 31st May of subsequent year.

13. PRELIMINARY EXPENSES

Preliminary expenses will be written off over a period of three years upon capitalisation of project.

14. PROVISION, CONTINGENT LIABILITIES AND CONTINGENT ASSETS

Provisions involving substantial degree of estimation in measurement are recognised when there
is a present obligation as a result of past events and it is probable that there will be outflow of
resources. Contingent Liabilities are not recognised but are disclosed in the notes. Contingent
Assets, if any, are neither recognised nor disclosed in the financial statements.

15. CURRENT AND DEFERRED TAX

Provision for Current Tax is made after taking into account benefits available under the Income
Tax Act, 1961. Deferred Tax resulting from “timing difference” between book and taxable profit is
accounted for using the tax rates applicable in the ensuing year. Deferred Tax Asset is recognised
only to the extent that there is a reasonable certainty that the assets will be realised in future.

16

IMPAIRMENT OF ASSETS (ACCOUNTING STANDARD 28)

The company is a Special Purpose Vehicle set up toimplement irrigation projects of the Government.
The assets created (other than movable assets) are not intended for sale and hence there is no basis
for making a reliable estimate of the amount obtainable from the sale of the asset in an arm’s length
transaction. Hence the recoverable amount is determined at its value in use in terms of Para 16 of
the standard.
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SCHEDULE - P : NOTES FORMING PART OF ACCOUNTS
EXPENDITURE DURING CONTRUCTION PERIOD

1.

a.

The projects implemented by the company are in various stages of completion and none of
the projects have been completed in its entirety as at the end of the year other than Harinala
Project. However, as per Government of Karnataka letter No. WRD 12 KNN 2008, Dt 22.09.08
the Government has agreed to exhibit the assets of Harinala Project under “Assets pending
transfer to GOK”. Therefore, the company has prepared a statement of Expenditure During
Construction (pending capitalisation) in accordance with the disclosure requirements of Part i
of Schedule VI to the Companies Act, 1956.

The schedule of Expenditure During Construction Period will be reviewed and capitalised
or treated otherwise in accordance with the normally accepted accounting practices on
completion of the project(s) in its entirety.

2. PROJECTS IMPLEMENTED BY THE COMPANY

a. The company is a Special Purpose Vehicle set up with the specific objective of implementing
new irrigation projects as also completing certain ongoing irrigation projects.

b. The Government of Karnataka (Government) has entrusted to the company implementation of
certain major and medium irrigation projects in the Krishna Basin, Varahi Project (west flowing
river) and Six Minor Irrigation works of Uttar Kannada District.

c. The Government has also transferred the Engineering division and establishments of

Malaprabha and Ghataprabha Command Area Development Authority (M&GP -CADA) to the
company and has permitted it to provide funds for field irrigation channels (FIC's) works on
behalfofthe Governmentand to execute the works of M&GP -CADA and to claim reimbursement
(as grant) from the Government of India (viz. 50% of cost of FIC’s). The expenditure incurred
is grouped under Expenditure During Construction. The reimbursement from Government of
India is accounted on receipts of claims.

3. DETAILS FOR PROJECT-WISE EXPENDITURE DURING CONSTRUCTION
(PENDING CAPITALISATION) INCURRED TILL 31St MARCH' 08

(Rs. in Lakhs)

sl : For the Year Sk faven)
No Projects up to 31.3.07 2007-08 during the Up to 31.3.08
year

1 Ghataprabha 22,551.45 3,369.42 247.08 25,673.79
2 Malaprabha 25,446.43 3,611.30 1,100.31 27,957.42
3 | UpperTunga 5,422.84 910.19 238.31 6,094.72
4 Hipparagi 1,115.00 630.72 132.99 1,612.73
5 | Gandorinala 760.57 279.85 1,040.42
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(Rs. in Lakhs)

M| . For the Year Wikhiasg
No Projects up to 31.3.07 2007-08 during the Up to 31.3.08
year
6 |Bhima 800.68 194.85 995.53
7 Singatalur 472.90 125.16 1.01 597.05
8 | Markandeya 1.94 - - 1.94
9 | Harinala 272 - 272 -
10 | Doodhganga 0.44 - - 0.44
1 Bennetora 2,523.95 745.54 10.29 3,259.20
12 | Lower Mullamari 850.98 177.02 - 1,028.00
13 | Tunga Lift - - - -
14 | Itagi Sasalwad 0.72 - - 0.72
15 | Basapura Lift 1.53 - - 1.53
16 | Varahi 531.00 306.58 = 837.58
17 | Kalasa Nala 164.89 54.98 219.87
18 | Bandura Nala - -
19 | Bhadra Modernisation - 433.39 - 433.39
20 | Upper Bhadra Project - 192.24 - 192.24
21 | Others Expenditure* 13,301.80 1,948.58 177.44 15,072.94
22 | Interest 73,066.62 7,598.05 1,805.24 78,859.43
TOTAL 147,016.46 20,577.87 3,715.39 1,63,878.94
Less: Income 20,816.77 3,623.67 - 24,440.44
Grand Total - Net Expenditure 126,199.69 16,954.20 3,715.39 1,39,438.50

*Note: (i) These expenditure will be apportioned to the respective projects on its completion in

entirety.

(i) The present status of the respective projects are shown in further pages.

4. TRANSFER OF ASSETS AND LIABILITIES

The Government has so far transferred the assets and liabilities relating to Upper Tunga Projects
(excluding existing canals), Ghataprabha and Malaprabha projects only. These are taken ipso facto
into the books of account of the company and are subject to physical verification, reconciliation
and review for provision, write off and/or adjustments. The assets and liabilities relating to other
projects will be accounted as and when these are transferred to the company.

5. EXPENDITURE ON EMPLOYEES
A separate order from the Government detailing the terms and conditions of deputation of officers
and staff is awaited. However the company is following Karnataka Civil Service Rules (KCSR) in
respect of such deputed officers and staff while effecting payments.
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6. SECURED LOANS

a.

The bonds, interest, trustees remuneration and all other monies relating thereto are secured by
a first mortgage and charge (which shall rank pari passu for existing and future borrowings):

i. On such of properties of the Company as may be agreed in consultation with the Trustees,
subject to a minimum asset cover of 1.25 times of the outstanding in such form and manner
as may be agreed to by and between the company and the trustees.

ii. A first charge on all monies received / to be received in the designated account of the
company from the Government (including on account of sale of water from irrigation and
power generation) pursuant to obligations undertaken by the Government.

The Bonds issued by the company upto Series VA are in physical form. The company has so far
issued certificates upto Series IV (comprising IV and IVA).

In terms of tripartite agreements between the Government, company and the trustees,
the Government has agreed to make yearly budgetary provision during the entire tenure
of secured loans an amount equal to the interest payment/principal instaiment due in the
respective years for disbursement directly into the Designated/Escrow account. In view of the
above the Company does not propose to create a Redemption Reserve as required u/s 117C of
the Companies Act, 1956.

7. UNSECURED LOANS

The Government of Karnataka has released Rs. 4.90 crores (70%) as loan towards road works vide

GO No. PWD 117 FBC 2005 dt 14.03.06.

FIXED ASSETS/CAPITAL WORK IN PROGRESS

a.

Other Assets under Capital Work in Progress includes:

i. Rs. 273.83 Crores representing establishment and other administrative expenditure
transferred by Government on incorporation.

ii. Rs.26.95 Crores (Previous Year Rs. 23.56 Crores) representing share of common expenditure
(along with Government of Maharashtra) incurred in respect of Doodhganga Project on the
basis of claims received from Government of Maharashtra.

Mutation entries in favour of the company in respect of immovable property brought into
books of account is yet to be made. The Company is also in the process of obtaining title deeds
of land taken over.

During the year the Company has capitalised land for an amount of Rs.330.39 crores based on
the utilisation certificates received from concerned SLAO's. Value of land brought into books
of account of the Company are subject to adjustment on finalisation of various procedures
including land acquisition awards, consent awards, interest and mutation entries in the revenue
records of the Government.
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d. The expenditure on account of Rehabilitation and Resettlement grouped under Capital Work
in Progress includes expenditure incurred in connection with rehabilitation activity and same
will be capitalised along with the land at the time of capitalisation of the completed project.

€. No provision/adjustment in the accounts has been made for value reduction in respect of
items identified for disposal and few old items, which are sparingly used, pending receipt of
necessary details.

f. Vehicles amounting to Rs.1.09 Crores are pending transfer in favour of the company.

g. Depreciation on Roads transferred by the Government has been provided by treating the same
as metalled roads pending identification and classification between metalled and non-metalled
roads. Capital expenditure on Roads includes expenditure incurred in respect of roads where
transfer of ownership is yet to be completed.

9. INVENTORIES

Hard rock extracted during excavation for civil work is not valued as the realisability is contingent
upon its utilisation/sale in its present form. The same is brought to books on sale.

10. SUNDRY DEBTORS

a. Dues from industrial Unit

In terms of mutual settlement water royalty revenue amounting to Rs. 7.09 Crores (including
interest of Rs. 1.75 Crores) has been written back in the earlier years. The Hon'ble High Court
of Karnataka vide orders dt. 17.06.06 has also directed the Industrial Unit to pay royalty and

‘

other charges until the State Government takes its decision. The settlement is pending formal
concurrence of Government,

b. Dues from farmers Rs.24.76 Crores

Company is in the process of establishing necessary systems to recover the dues. In view of the
above, no provision for overdue is considered necessary at present.

¢. Duefrom Karnataka Power Corporation Limited

Agreement is yet to be executed with the corporation in respect of revenue towards use of
water for power generation. Income has not been recognised in the books of the company till
date.

11. ADVANCES
a. DueFrom Government (others)

This represents dues arising out of incorporation of assets and liabilities on the formation of
the company and subsequent reconciliation of these items.
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Balance with Special Land Acquisition Officers

Represents sums released towards land acquisition and other maintenance expenditure of
some of the offices. The company has capitalised an amount of Rs. 330.39 crores out of advance
released Rs. 456.40 crores during the year based on the Utilisation certificates furnished by the
Special Land Acquisition Officers.

Due from Staff

Necessary entries will be effected on reconciliation of staff advances with the records
maintained in divisional/Filed Offices, which is under progress.

Advance to GOK for SCP/TSP Works

The expenditure incurred on SCP/TSP works as per the GOK directions have been grouped
under advances.

12. OTHER CURRENT ASSETS

Rent from occupants of quarters and other building (other than employees of the company)
and electricity charges recoverable as per norms are accounted on accrual basis to the extent
ascertained. Necessary action is being taken to ascertain the arrears and recover it from the
concerned occupants/authority as also to:ge,tthe prémises vacated by unauthorised occupants.

13. DISCLOSURE IN TERMS OF MANDATORY ACCOUNTING STANDARDS

a.

PRIOR PERIOD ITEMS (ACCOUNTING STANDARD 5)

Disclosure of prior period items separately as required by the Standard is not necessary as the
company has not prepared Profit and Loss Account.

SEGMENT REPORT (ACCOUNTING STANDARD 17)

The company is executing various irrigation projects entrusted to it by the Government, which
are under various stages of progress. Hence, the company has no reportable segments.

RELATED PARTY TRANSACTIONS (ACCOUNTING STANDARD 18)

The company is a state controlled enterprise (as defined in clause 10 of the Standard) and
accordingly information in respect of key management personnel [as detailed in Note 18 (a)
below] only is furnished as required under clause 9 of the Standard.

OPERATING LEASE (ACCOUNTING STANDARD 19)

The Companies' significant leasing arrangements are in respect of operating leases in respect
of its office premises. These lease arrangements, which are not cancellable, are generally for 5
years and are usually renewable by mutual consent. The aggregate lease rentals payable are
disclosed under Rent in Schedule - N.
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15.
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CURRENT LIABILITIES

a. Liability towards municipal taxes pending mutation in favour of the company is accounted on
determination.

b.  No provision has been made towards Interest accrued but not due in respect of broken period
of bonds amounting to Rs. 9.76 Crores.

¢. No provision has been made towards additional quantity (over and above approved by
competent authority) of works executed at Upper Tunga Project pending finalisation and
approval by competent authority in respect of rates as well as additional quantity for which
payment has to be effected.

d. The Company has accounted for Gratuity Liability in respect of contract employees as per
revised AS-15. However since the company has not prepared profit and loss account till date,
opening liability as on 01.04.07 has not been debited to Revenue Reserves as required by the
standard. The entire liability as on 31.03.08 as per Actuarial valuation has been debited to the
Expenditure During Construction period.

e.  No Provision has been made in respect of 1% cess of cost of construction to be remitted in
favour of “Karnataka State Building & Other Construction Workers Welfare Board” for the work
entrusted to contractors priorto 01.11.06.

PROVISION FOR INCOME TAX

The Company is preparing a Profit and Loss Account every year for Income tax purposes. The
expenditure under the head “Expenditure during Construction Period” is apportioned between
revenue and capital as follows:

a.  Wherever the divisions are generating water charges 100% of R&M expenses are charged to
P&L Account.

b. In respect of other divisions the R&M expenses are allocated between capital and revenue in
the ratio of 70:30.

C. Indirect expenditure including Administrative expenses and Depreciation are apportioned
between capital and revenue in the ratio of 70:30.

d. Inrespect of Interest on borrowings for project expenditure are allocated between capital and
revenue in the ratio of 70:30.

e. Afforestation and crop compensation expenses are fully treated as capital expenditure.

f.  The income shown under the head “Expenditure during construction period”is fully treated as
revenue for the year.

Based on the above treatment there is no taxable income for the year. Hence no provision is made
for Income tax.
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16. GENERAL

a.

In the opinion of the management, the current assets, loans and advances have a value on
realization in the ordinary course of business, at least equal to the amount at which they are
stated in the Balance Sheet.

Previous year figures have been regrouped/reclassified/recast wherever necessary to make
them comparable with the current year’s figures.

Balances under Advances, deposits, creditors for supplies, trade deposits and advances are
subject to confirmation and consequential adjustments.

During the year the Company has capitalised one of the Projects, viz., Harinala on its completion
in entirety as per accounting policy no. 5. However, no depreciation is provided on the assets
during the year as per the policy of the Company as the assets are held under transfer to GOK
and are disclosed separately as such under ‘Fixed Assets.

The Preliminary Expenses in respect of Harinala Project have not been identified separately as
the expenditure capitalised in respect of the project is very nominal when compared with the
overall expenditure for all the projects.

The Company has not received information from any of the vendors regarding their status
under the Micro, Small Medium Enterprises Development Act, 2006 and hence disclosure
relating to amounts unpaid as at the year end together with interest paid/ payable under this
Act has not been given.

17. ADDITIONAL INFORMATION

a.

90

Managerial Remuneration:

(Rs. Lakhs)

Name Pay & Allowances Other Benefits

Shri D. Satya Murty, Managing Director 6.18 0.48
(Previous year) 4.71 0.50

Shri P.N. Sreenivasachary, Managing Director Nil Nil
(Previous year) 0.57 0.04

Shri D N Desai, Director Nil 0.09
(Previous year) Nil 0.05

There are no earnings or expenditure on foreign exchange. (Previous year - Nil)

Maintenance expenditure on Roads includes expenditure incurred in respect of roads where
transfer of ownership is yet to be completed.

Contingent Liabilities:

i, Estimated amount of contracts remaining to be executed on capital account not provided
for (to the extent ascertained) Rs. 986.73 Crores (Previous Year Rs. 904.99 Crores)
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ii. Claims against the company not acknowledged as debt (to the extent ascertained)
Rs. 21.22 crores (Previous Year Rs. 12.72 Crores)

iii. Other monies for which the company is contingently liable (amount not ascertainable)
a) Land acquisition cases (including enhanced compensation/ interest).

b) Claims on account of various arbitration proceedings, labour cases and court cases.

Notes:

1.
2.

18

19.

The company does not expect any reimbursements in respect of the above contingent liabilities.

The cash flows in respect of matters referred to in (d) above is generally expected to occur during
the financial year 2008-20009.

[t is not practicable to estimate the timing of cash outflows, if any, in respect of matters d(ii) and
d(iii) above pending resolution of the arbitration/ appellate proceedings.

ADVANCE AGAINST EQUITY

The GOK has released Rs. 120 crores vide GO No. PWD 13 FBC 2007, Bangalore, Dt. 19.03.08 to
meet capital expenditure of KNNL. Further, GOK vide letter No. PWD 132 FC - 1/08, Dt. 20.03.08
had directed to issue a cheque for Rs. 120 crores to KSFC and KSFC after accounting the same in its
books of accounts, shall issue the cheque for Rs. 120 crores same day back to KNNL in order to meet
the requirements of the Government order wherein for the purpose of re-capitalising the KSFC,
the GOK had decided to route investments of State Government in the Public Sector Undertakings
viz., KNNL and CNNL to the extent of Rs. 150 crores. In the absence of specific directions from the
Government of Karnataka regarding accounting treatment of the transfer of Rs. 120 crores from
KSFCis shown under the Advance against Equity pending allotment of shares,

The Company’s Accounts that are approved by the Board in its Circular resolution on 19.09.08 and
reported by Statutory Auditors on 22.09.08 were revised in the light of the observation made by the
Comptroller and Auditor General of India during the Supplementary Audit under Section 619(4) of
the Companies Act, 1956. As a result there is no financial implication.

(K.S. RAVEENDRA PRASAD) (G.S. PRAKASH) (D.N. DESAI) (D. SATYA MURTY)
GENERAL MANAGER - FINANCE COMPANY SECRETARY DIRECTOR MANAGING DIRECTOR

PLACE: BANGALORE
DATE: 29.9.08

PER OUR REPORT OF EVEN DATE
FOR MANIAN & RAO,

CHARTERED ACCOUNTANTS
PLACE: BANGALORE (R.PSARI:;I"}EIH)
DATE: 29.9.08 MEM. No. 203138
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Status of Projects under KNNL as on 31.03.2008

(3) GRBC (199.093 Km.)

(4) Distributories under GRBC
(37 nos.)

(5) Chikkodi Branch Canal (88
Km.)

(6) Distributories under CBC (25
nos.)

sl. . ]
No Particulars Progress as on 31.3.2008
1. | Ghataprabha Project

(1) Dam works Completed.

(2) GLBC (109 Km.) Completed.

Length completed upto Km.131. Water let out for irrigation
upto Km. 131, trial run upto Km.143. Works are completed in
Km. 132, 136 and 138 to 145, 147 to 186, 188 t0 190, 195 &196
Km. In the remaining reaches, works are under various stages
of progress upto km 199.093. There is a major aqueductin km
160 and the work is completed.

Works of distributory blocks 1 to 30 and block No.33 are
completed and works in distributory blocks 31,32,34,35,36 &
37 are under various stages of progress.

Works completed to its full length of 88 Kms and water let out
forirrigation.

Works completed in all Blocks except Railway crossing in
km.21.160 in Block no. 21. ;

(1) Barrage works

(2) L.I. Systems : Head works

2. | Malaprabha Project
(1) Dam works Completed.
(2) MRBC (142 Km.) Length completed upto Km. 131. FromKm. 131 to 142 works
are nearingiéompletion. Water let out upto 130 km.
(3) MLBC (150 Km.) Length completed upto Km.150. Water let out upto 132 Km.
(4) Distributories under MRBC | Works in block nos.1 to 52, 53A, 53B, 54, 55, & 56A. Works in
(60 nos.) block nos. 568, 56C, 57, 58, 59 & 60 are under progress. Works
in Dy.No.59D in block No.59 is under progress.
(5) Distributories under MLBC | Works completed upto block no.1 to 57A. Works are under
(58 nos.) progress in 58th block.
3. |Hippargi Project

Barrage works completed. Fabrication and erection of
crest gates works completed. Water is being stored in the
reservoir.

The works for the lifting systems of two foreshore LI schemes,
namely Halyal and Ainapur on turnkey basis are entrusted.
The works of Ainapur lifting system and Halyal Stage-Il are
nearing completion and the works of Halyal stage-l are under
progress. Works of Karimasuthi 3rd stage and Savalgi-Tungal
4th stage under Halyal LIS are under progress.

W 1
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(3) Canals

The work of combined canal of Ainapur LIS and Upto Km.27.52
of Ainapur east canal works are under progress. Agency fixed
from Km. 1 to 10 of Ainapur west canal, from Km. 1to 5 & Km.11
to 35 of Halyal east canal, from Km.1 to 22 of Halyal west canal,
from Km.0 to 7.42 of Savalgi-Tungal west canal, Km.1 to 10
of Savalgi-Tungal east canal, from Km.1 to 20 of Karimasuthi
east canal including combined canal of Karimasuthi LIS and
from Km.2 to 10 of Karimasuthi west canal and works are
under progress. The agency fixed from Km.37.911 to 39.486
of Halyal east canal.

In the balance reaches under Ainapur & Halyal LIS survey
works, approval to general alignment, design and preparation
of estimates are under progress. Survey works, preparation
of general alignment of Karimasuthi & Savalgi-Tungal east &
west canal are under progress.

4, | Markandeya Project
(1) Dam works The concreting work of dam is completed. Spillway bridge
Canals and fabrication of 6 crest gates are completed. Construction
of parapet is completed and electrification work is under
progress.
(2) RBC (71 Kms.) Works are completed from Km.1 to 71. Water is let out on trial
run upto km 65.
(3) Distributory under MRBC (45 | Distributory works in blocks no.1to 11, 14 to 45 are completed
Nos.) &in the balance blocks, works are under progress.
(4) LBC (15 Kms.) Works are completed from Km.1 to 4 and from 6 to 15. Work
is under progress in Km.5.
5. |Harinala Project
(1) Dam works Dam work completed.
(2) Canal works
(a) R.B.C. (10.50 Km) Works completed.
(b) L.B.C. (8.5 Km.) Works completed.
6. |UpperTunga Project

(1) Dam works
(2) Main Canals (339 Kms.)

Dam and other allied works are completed.

Main Canal works from 0.00 km to 168.50 & from km.175 to
192 km are under progress. Tunnel excavation from km 168.5
to 174, km is completed. Lining of tunnel is under progress.
Lining works of main canal is under progress. Tenders are
invited for the works from (main canal) km.192 to 202 km.
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(3) Distributory canal

Work of Dy. No.1 & 2 are nearing completion. Main canal
regulator, direct outlets work and minor and sub minor works
are also in progress. Work of Dy-3 is also under progress.

7. | Singatalur Project
(1) Barrage Barrage works are in progress.
(2) Head works 1st stage lifting arrangements on R/S of SLIS, work is in
progress.
(3) Canal works on right sides Balance works of Rajwal & Ayyanhally branch canal are
completed. Left side intake canal work is also in progress.
Estimate for Magala & Hadagali branches on right side are
prepared and technical sanction is to be given.
8. | Bhima Lift Irrigation Scheme
(1) Barrage works Earthen embankment works are completed. Construction of
barrage is under progress.
(2) L.IWorks The lifting system works for Balundagi & Allagi lift are under
progress.
(3) Crest gate works The crest gate work is entrusted to M/s. KSCC and the
fabrication & erection work is under progress.
(4) Canal works a) Construction of Balundagi main canal from 0 to 25 km works
is under progress. Agency fixed for construction of canal from
Km.25 to 45 and work is under progress.
b) Construction of Allagi main canal from 0 to 20 km is under
progress. Agency fixed for construction of canal from Km.20
to 35 and work is under progress.
9. | Gandorinala Project
(1) Dam works Dam & crest gates works are completed.
(2) Canal works
(@) RB.C(7Km.) R.B.C. works up to 7 Kms. completed.
(b) L.B.C. (90 Km) Work completed upto 34th km. From Km.35 to 90 km works
are under progress.
10. | Tunga Lift Irrigation Scheme | The estimate of this project is sanctioned for Rs.21.42 crores.

The work could not be started since this project comes within
Shettihalli Wild Life Sanctuary area. Permission to divert
Wildlife Sanctuary lands requires approval of Hon’ble Supreme
Court. Forest Department has already been approached in this
matter seeking relevant permission. As per the suggestions
of the Forest Department, possibility of alternative routes for
implementing the scheme outside the forest area is being
verified.
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1

Kalasa Nala & Bandur Nala
diversion Schemes

The proposal for taking up of the diversion works of Kalasa |
Nala in non forest is progress. Tender process in for canal
works of Kalasa Nala for km.0.00 to 5.00km.

12.

Dudhganga project

(1) Nidhoribranch canal (25Kms.)
(Entryinto Karnataka Border at
25th km.)

(2) Bidri branch canal (49 Kms.)
(Entry into Karnataka Border
at 44th km.)

(3) Kurundawad branch canal
(9Kmes)

(4) Dattawad branch canal
(30Kms.)

This is an Inter-State project. The dam situated in Maharastra
state & construction of the Dam is already completed.

NBC Works are completed from Km.25 to 47 km. Tenders
to be invited from km.48 to 50. All distributory blocks are
completed. FIC's works under this distributory are under
progress.

The works are under progress from Km.44 to 49, 54 to 65.
Tenders to be invited from km.50 to 52.

To be executed by Maharashtra State.
Dattawad link canal from Ch.0+000 km to Ch.0+700 km is

under progress. Approval to alignment and cut off statement
for Dattawad RBC and LBC are under progress.

13.

Basapur LIS

Out of 1st stage works, head works are partially completed
procurement of pumping machinery are in progress. The
construction of canal is in progress. Power required for this
scheme is approved by HESCOM and necessary deposits are
to be made to HESCOM. Tender for the line work is approved.
At present. the agemey has started and the work is under
progress. Agency is fixed on turn key basis for 2nd stage
works.

14.

Itagi-Sasalwad LIS

Construction of jack well/pump house is completed. 237 pipes
required for raising main, are already laid. The contractor has
procured all the 4 pumps and motors required for this project.
Under RBC, completed to its full length (25.517 km) except
aqueduct work. Left bank canal (10.907 kms) works are also
completed. Works are nearing completion in distributory of
RBC & LBC. Getting power connection from HESCOM for this
project is in progress.

15,

Bennithora

(1) Earthern Dam

(2) Right Bank Canal - 82 KM

(3) Left Bank Canal - 60 KM

(4) Distributaries under RBC -
39 Nos.

Completed.

Works are completed.

Works are completed.

39 distributory works are completed.
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(5) Distributaries under LBC -
30 Nos.

23 distributory works are completed, 7 are in progress.

16. | Lower Mullamari Project

(1) Earthern Dam Completed.Spillway works are completed.

(2) Right Bank Canal - 80 Kms. Works are completed.

(3) Distributaries — 66 Nos. 64 distributories are completed, 2 are in progress and nearing
completion.

17. | Varahi Project

(1) Diversion weir works Work is under progress.

(2) Right Bank Canal (46.80 Km) |River aqueduct works are under progress. Upto 8.40 km
(including tunnel). Works are under progress. Agency fixed
for km.9 to 14. From km.15 to 18.425 km estimates prepared
and are underfinalisation. In the remaining reaches, estimates
are under preparation.

(3) Left Bank Canal (44.32 Km) Upto:21 km works are.in various stages of progress. Agency
fixed formajoraqueducts atkm.9, 11,12 & 13 of VLBC & works
are under progress. Agency fixed for km.22 to 30 works are
started

(4) Lift irrigation canal (33 Km) | Head works are completed. Power connection received and
commissioned on trial basis.

18. | Amarja Project

(1) Dam works Works completed, water being stored.

(2) Right Bank Canal (45 KM) Partially.completed. . Rectification and balance work upto 7
Km is underprogress. Fixing of agency is under progress for
balance rectification works from km.8 to 20. Works are under
progress for rectification and balance work from km 20.00 to
km.42.48.

(3) Left Bank Canal (55 km) Partially completed. Agency fixed for 30 km rectification &
balance work. Estimates & DTP for km.31 to 55 are prepared
and tender to be invited.

(4) Distributaries Partially completed, FIC works are to be started. Survey for
balance works is nearing completion.

19. | Hiranyakeshi LIS

20. | Bennihalla LIS 1

21. | Kolachi LIS

72 | Konnur LIS » Works are under progress.
23. | Sri Rameshwara LIS J

24, |Javalu halla LIS

L &
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25. | Umbrani Amruthapura LIS Umbrani Amruthapura LIS stage-! is under progress. Out of
14km of raising main 13km laying and joining of pipeline is
completed. Hydro testing is under progress. Jackwell pump
house works are under progress. Umbrani Amruthapura LIS
stage-ll tenders are finalised. The work is under progress.

26. | Guddada Mallapura LIS Earthwork excavation for jackwell / pump house is completed
and concreting is in progress. 2 delivery chambers are
completed. Earth work excavation for 1st stage raising
main is completed. Earth work for 2nd stage raising main,
gravity canal-1 is completed. Work for UG sump completed.
Excavation for gravity canal-Il, lll are in progress.

27. |Bellary Nala Project Excavation for dam foundation, concreting in block No.1 to 6
and 8 to 18 are under progress. Alignment from km 1 to 65
is approved. Survey work for remaining canal networks are
under.progress.

28. | Upper Bhadra Stage-I “I'Process for irﬁplementing the project is in progress.

29. | Bhadra Modernisation Bhadra Canal Modernisation works are taken up with an
estimated cost, of Rs.951.00 Crores. The said estimate is
administrative approved by the Government of Karnataka.
The works are taken up on tender basis. Works are under
| various stages of progress.

30. |Sanyasikoppa LIS The Sanyasikoppa LIS in Shikaripura taluk of Shimoga district
costing..at Rs.10.00, crores provides irrigation facility to 13
villages of Ajjanapur & Hosur Hobli for about 4425 acres
during Kharif season only through canal is a length of 14.23
kms..About 40 cusecs of water will be lifted from Kumudvathi
river. Turnkey tenders are finalized and agreement is executed.
Work is under progress.

Note: In general, the progress in Projects implementation is satisfactory.
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31st MARCH 2008

{Rs. in Lakhs)

PARTICULARS

AS AT 31.03.08

AS AT 31.03.07

(vi)
{vii)
[viii)

D

CASH FLOW FROM OPERATING

ACTIVITIES

CASH FLOW FROM INVESTING

ACTIVITIES

- Purchase of Fixed Assets/Capital

Expenditure

(including Capital WIP, LAQ payments &

Mobilisation Advance)

- Proceeds from sale of Fixed Assets

- Interest Received

- Net Expenditure During Construction,

Pending Capitalisation

Adjustments for:

- Depreciation (including Previous years)

- Interest (Net)

- Profit (-) / Loss(+) on sale of Fixed Assets
- Provision for Wealth Tax/ Fringe Benefit

Tax

Sub - total (vi)

Sub - total [ (v) + (vi) ]

Adjustment for Net current assets

changes

- Decrese in Inventories

- Increase in Sundry Debtors & Other

Receivables

- Increase in Sundry Creditors & Other

Payables

Sub - total (ix)

NET CASH USED IN INVESTING

ACTIVITIES (B)

CASH FLOW FROM FINANCING

ACTIVITIES

- Receipt for issuance of Shares

- Long Term Borrowings

- Repayment of Long Term Borrowings

- Short Term Borrowings

- Interest Paid

NET CASH FROM FINANCING ACTIVITIES

(C)

NET INCREASE/DECREASE IN

CASH OR CASH EQUIVALENTS (A+B+C)

OPENING CASH & CASH EQUIVALENTS

CLOSING CASH & CASH EQUIVALENTS

- Cheques/ DDs on hand 0.06

- Remittances in Transit 2.87

- With Scheduled Banks 4,950.56
(In Current, SB, Deposit A/c)

- District Treasury (Urban) Bangalore  0.10

(16,954.21)

296.87
6,832.07
(13.05)
(303.52)

(103,775.13)

21.21
766.90

6,812.37

(0.42)

(1,540.11)

17,663.82

(10,141.84)

16,124.13

117,036.59
Nil
(22,891.96)
Nil
(7,598.05)

Nil

(97,004.73)

86,546.58

(10,458.15)
15411.73

4,953.58

(21,452.01)

259.25
9,146.44
(0.91)
33448

(67,704.66)

5.06
588.02

9,739.27

(1.72)

(450.19)

3,740.83

(11,712.74)

3,288.92

126,081.82
Nil
(32,748.19)
Nil
(11,556.93)

Nil

(75,535.41)

81,776.70

6,241.29
9,170.44

15,411.73
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31st MARCH 2008

Note:

1. TheCompanyisexecuting various Irrigation projectsentrusted toit by the Government of Karnataka,
which are under various stages of progress and are yet to be completed other than Harinala Project
which is held pending transfer to GOK. Therefore, the company has prepared Expenditure during
Construction Period Statementinstead of Profit &Loss Account as detailed in Note- 1 of notes forming
part of the Accounts (Schedule-P). Accordingly, Cash Flow from Operating Activities is shown as
Nil and the Net Expenditure during Construction Period, pending capitalisation and adjustment for
Net Current Asset changes has been shown under Cash Flow from investing activities.

2. The Cash & Cash equivalents represent Cash and Bank balances including balance in Escrow/
Designated Accounts and Deposit with Treasury.

3. TheCash Flow Statement has been prepared underthe indirect method as set out in the Accounting
Standard - 3 on Cash Flow Statement issued by the ICAI.

(K.S. RAVEENDRA PRASAD) (G.S. PRAKASH) (D.N. DESAI) (D. SATYA MURTY)
GENERAL MANAGER - FINANCE COMPANY SECRETARY DIRECTOR MANAGING DIRECTOR
PLACE: BANGALORE PER OUR REPORT OF EVEN DATE
DATE: 29.9.08 FOR MANIAN & RAO

CHARTERED ACCOUNTANTS

(R. SRIKANTH)
PARTNER

PLACE: BANGALORE MEM. No. 203138
DATE: 29.9.08
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Karnataka Neeravari Nigama Ltd

INFORMATION PURSUANT TO PART - IIl OF THE SCHEDULE VI TO THE COMPANIES ACT, 1956
BALANCE SHEET ABSTRACT AND COMPANY'’S GENERAL BUSINESS PROFILE AS AT 31.03.08

| REGISTRATION DETAILS (Rs. Lakhs)
REGISTRATION NUMBER 24503 BALANCE SHEET DATE 31.03.2008
STATE CODE 08
] CAPITAL RAISED DURING THE YEAR
PUBLIC ISSUE Nil RIGHTS ISSUE Nil
BONUS ISSUE Nil PRIVATE PLACEMENT Nil
OTHERS ** 117,036.59
] POSITION OF MOBILISATION AND DEPLOYMENT OF FUNDS -
TOTAL LIABILITIES 591,653.81 TOTAL ASSET 591,653.81
A .SOURCES OF FUNDS
PAID UP CAPITAL ** 437,026.13 ADVANCE AGAINST 90,279.93
EQUITY
RESERVES & SURPLUS Nil SECURED LOANS 63,801.79
UNSECURED LOAN 545.96
** The entire share capital has been invested by Government of Karnataka.
B . APPLICATION OF FUNDS
NET FIXED ASSETS *** 460,558.60 INVESTMENTS 20.00
NET CURRENT ASSETS (9,043.45) MISCELLANEOUS 680.17
EXPENDITURE
EXPENDITURE DURING CONSTRUCTION 139,438.48
PENDING CAPITALISATION
*** NET FIXED ASSETS includes'-Capifa'i Work in-Progress
v PERFORMANCE OF THE COMPANY Not Applicabte, since the Company s still in the

construction stage.

v GENERIC NAME OF THREE PRINCIPAL PRODUCT | Not Applicable, since the Company is an infrastructure

OF THE COMPANY

company and no manufacturing activity is involved.

(K.S. RAVEENDRA PRASAD)
GENERAL MANAGER - FINANCE

BANGALORE
DATE: 29.9.08

BANGALORE
DATE: 29.9.08

v

'’
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(G.S. PRAKASH) (D.N. DESAI) (D. SATYA MURTY)
COMPANY SECRETARY DIRECTOR MANAGING DIRECTOR

PER OUR REPORT OF EVEN DATE
FOR MANIAN & RAO
CHARTERED ACCOUNTANTS

(R. SRIKANTH)
PARTNER
MEM. No. 203138
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