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PREFACE

The AuditorGeneral of Pakistan conducts audit subject to Articles 169 and 170 of the
Constitution of the Islamic Republic of Pakistan, 1973 read with Sections 8 and 12 of the Auditor
General 6s (Functions, Power s ama 2002 Th8gecilnd Cor
Audit of the International and National Funds received for rehabilitation of 2005 Earthquake
affecteesvas conducted on the orders of Senate of Pakistan.

The Directorate General AudiDisaster Managementslamabad conducte@iSpecid
Audit of the International and National Funds received for rehabilitation of 2005 Earthquake
affectees for the period 2005 to 201ith a view to report significant findings to stakeholders.
The SpecialAudit Report covers both Performance and Finangiadits. Audit examined the
economy, efficiency and effectiveness aspects oAtitaority. In addition, Audit also assessed,
on test check basis, whether the management complied with applicable laws, rules and regulations
in managing theaffairs of ERRA The SpecialAudit Report indicates specific actions that, if
taken, will help the management to realize objectives

The Audit Report is submitted to the President of Pakistan in pursuance of Article 171 of
the Constitution of the Islamic RepublicBékistan 1973.

(Rana Assad Amin)
Dated: Auditor-General of Pakistan



Executive Summary

The office of Director General Di saster Ma
Audit of the International and National Funds receivedrérabilitation of 2005 Earthquake
affecteesd in pursuance of -Goemlalates 2253eptameer,ar i at
2015, followed by subsequent orders of the Auditor General of Pakistan to undertake the exercise.
The aforementioned taskered a span of ten years from 2005 to 2015.

In order to effectively and efficiently complete this exhaustive and tedious task it was
decided to identify different sectors where bulk of the funds were consumed and also the nature of
the projects which wermitiated, hence this report covers various sectors, such as: Transport,
Education, Health etc. While also keeping focus on issues which have been regularly observed and
reported by audit, such as: Consultancy, Contract Management, Fund management, etc.

The auditee was less than forthcoming with regard to provision of record and this caused
impediments and delays in the expedient completion of task (details of which are elaborated in
Para ofNon-production of record), therefore this Director&enerahadto rely on record already
available from previous special, performance, and regulatory audits. The Financial Management
Information System (FMIS) of ERRAasalso shuidown since2013 hence credibility of the data
also could not be vouched. While remampiunder these constraints the various irregularities,
managerial lapses and violation of rules observed by audit have been highlighted with
recommendations of remedial actions to be taken.

Various serious nature observations are furnished in this repoht,as: Noteporting of
donations, Nofreconciliation with EAD, Norcompletion of projects resulting in cost and time
overrun, willful concealment of performance by ERRA from Senate and National Assembly,
providing undue favors to contractors, ine#ict monitoring of consultants, ndransparent
award of contracts, neformulationof PCL 6 s, spl i tting of expenditur
authority, charging operational expenditure to development fund, drawing irregular allowances,
not having dahed homogenous pescales, appointing and recruiting without following due
process.

As the task covered a span of ten years and provision of record by ERRA was limited,
in-spite of these hurdles audit has tried to efficiently cover every aspect regdittiessatter had
been taken in previous audit reports, it is erstwhile to mention that audit reports of ERRA have not
been subject to PAC scrutiny since 2006, hence recurring matters deemed of high risk have been
incorporated in this report so the sana@ de highlighted, care has been taken not to point out
issues which have been settled in previous DAC meetings.



Special Audit of ERRA: 2003015

Introduction:

The Director Gener al Audi t (Di saster Manac
Audit of Earthquake Reconstruction and Rehabi
Senate Secretariat vide letter N&3 @)/2015Comtl dated ZQdSeptember 2015uling the
period from November 2015 to January 2016.

Earthquake Reconstruction and Rehabilitation Authority (ERRA)

The earthquake of"8October, 2005 rendered over three million people homeless and
virtually destroyed more than half a million houses 73,338 people dead and 128,304 severely
injured. Pakistan has nevbeenconfronted withdisaster ofsuchmagnitude affectindiuman,
physicalinfrastructure and economédfairs There was no precedent for dealing with a disaster of
this magnitude and no such department was available to deal with such a calamity.

ERRA was established at the Federal level through an Ordinance issuel @ct@er,
2005 afterward replaced with Act of Parliament. Accordingly, the Authority shall be responsible
for all reconstruction, rehabilitation arigarly RecoveryPrograms and projects in the affected
areas. PERRA and SERRA are the implementing agenciesvai@aband state levgAJK) and
District Reconstruction Units (DRUS) at tBestrict level. ERRA prepared decial strategies for
each of the affected sectorsitdBild Back Betteio and to determine the losses.

(@) ERRA Headquarters:

At the Federal level the ERRA headquartess initially located at the Prime Minister's
Secretariat and is, responsible for: policy making, standard setting, overall coordination, strategic
planning, monitoring, and providing a support structure for reicoction from Federal to District
level.

(b)  Provincial/State Steering Committees:

The steering committees will act as the provincial/state focal point for all ERRA activities
including on ground implementation of the Urban Development strategy, and appravalual
provincial / state urban reconstruction plans. It will ensure availability of information, personnel
and resources, will review implementation progress at District and Provincial levels, and identify
issues that may interfere with implementatodrthe approved ERRA Strategies.

(c) Provincial/State Earthquake Reconstruction and Rehabilitation Agency:

The Provincial Earthquake Reconstruction and Rehatidn Agency (PERRA) in the KP
and the State Earthquake Reconstruction and Rehabilitation AGRBEBRRA) in the AJ&K work
as aSecretariaffor the respective Steering Commitee These agencies are EBF
offices at the provincial/State level and are responsible for: supervising, managing and
coordinating all provincial/state reconstructiactivities. PERRA/SERRA will coordinate and
supervise district annual work plans for the reconstruction process. They will provide
backstopping to the District Reconstruction Units. The PERRA/SERRA will prepare quarterly and
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Special Audit of ERRA: 2003015

annual progress reports ohsgctors of ERRA.
(d) District Reconstruction Advisory Committee (DRAC):

The District Reconstruction Advisory Committee will approve annual ERRWed
reconstruction plan in the district, including reconstruction plans prepared by the District
ReconstructiotJnit, and forward it to PERRA/SERRA. It will ensure full cooperation and support
to the District Reconstruction Unit from all concerned departments of the Provincial/State
Government. The Committee will also conduct quarterly and annual performancesrevitng
District Reconstruction Unit.

(e) District Reconstruction Unit (DRU):

Eight DRUSs, one in each of the affected districts except Neelum in AJK, which is managed
by DRU Muzaffarabad, are established within the Implementation Framework. The District
Reconstruction Unit will act as the secretariat for the District Reconstruction Advisory Committee.
It will be the lead agency for the actualground implementation of the entire reconstruction and
rehabilitation process including, (a) Needs identifaaijb) Annual Planning (c) Coordination (d)
Financial Management and (e) Monitoring of all reconstruction activities assigned to the districts.

The Directorate General Audit (Disaster Management)

The Directorate General Audit (ERRA) was Established inedeiper 2006 which is now
re-designated as Directorate General Audit (Disaster Management) vide AGP office order No.
1714Dir(A)/2-9/2015I1 dated 18' November 2015. It is based in Islamabad and is headed by a
Director General. The Directota Generalcondwcts the audit of accounts of ERRA annually
through its central and regional office at Abbottabad (KP). The sanctioned strength of the
DirectorateGenerals 65 and working strength is 50 officers/ officials.

The Regional office at Abbottabad carries thdiaof accounts of DG PERRA KP and line
departments of KP in receipt of ERRA funds. The formations are situated at Abbottabad,
Mansehra, Battagram, Shangla and Kohistan. The Islamabad office conducts the audits of ERRA
HQ, DG SERRA AJ&K and its line deparents situated in the districts of Muzaffarabad, Neelum,
Bagh and Rawalakot.
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Special Audit of ERRA: 2003015

1.  Audit Objectives
The main objectives of the audit were to:

1 Review of fund management in terms of receipts and expenditures

T Review the ERRAOS perobjectivesamdtaggetagai nst i nt
1 Review of application of relevant rules, regulations and procedures in performance

1 Review of achievement @Build BackBetteld Policy

2.  Audit Scope and Methodology
2.1 Scope

The special audit of ERRA was conducted on the direction ot&&earetariat and part of
the Audit Plan for the year 2041%. It included all the activities of ERRA from inception 2006 to
June 2015. Specific focus was placed on evaluation of cash inflows and outflows.

2.2 Methodology

At first High Risk areas/issues weigentified from the historical information (Previous
audit of ERRA i.e. Regularity Audit, Financial Attest Audit, Performance Audit and special
assignments) already available with this Directoi@eneral This activity was performetb
efficiently and eféctively complete the assignment.

Based on high rislareasidentified, samples were selected to complete the assignment.
Moreover, major sectors (i.e. Transport, Urban Planning, Health, and Education) were reviewed
and sample projects were selectedin-depth audit The criteria for selecting the samples were
expenditure and performance (Time overrun and Cost overrun) for the last five years. The report is
divided into four chapters (i) ERRA Fund Management, (ii) Overall performance of ERRA (iii)
Issuef significant nature and (i\Jerformance of key sectors.

Audit methodologyfurther includes primary and secondargata collectionthrough:
comparative analysis, overall verification procedure, consultation of record, discussion with staff,
andperusalio ERRAGs Earthguake. Reconstruction Monit

2.3 Audit limitations

The assignment included all the reconstructiBollowing were the limitations for
conducting special audit of ERRA:

1 Non-cooperative attitude of ERRA management and delay in provision of data
(AnnexureA).

1 Partal and incomplete data provided, whdenceahg of potentially key data which
could haveuneartledmajor lapses while producing only that data which would not leave
the organization vulnerable to major audit observati@sh as, noprovision of
Complete Payrollperformance evaluation mechanism of NESPAK, record relating to
assets and access to-P@view tracker, to name a few.
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Special Audit of ERRA: 2003015

1 Availability of recordspecifically sirce the entity was not forthcomiragnd most of the
recordwasrelated to previous years.

1 Time limitation with respect to scope of work which was based on 10 years.

Physical verification in faflung area.

1 Severe weather conditions in different districts of AJK & d&Ping audit executian

=
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Functional Organization of ERRA

ERRA is headed by a Chairman appointed by the Federal Government who is responsible
for the policy matters for such period and such terms and conditions as may be determined by the
ERRA Council. Deputy Chairman, ERRA is appointed bg trederal Government who is
responsible for the day to day administration of the Authority and may exercise such
administrative and financial powers as delegated to him by the ERRA Council or the Board.
Deputy Chairman is also the Principal Accounting €ffiof ERRAPERRA and SERRA are the
implemening agencies at provincial anda® level and District Reconstruction Units (DRUSs) at
the District level It has been observed that PERRA and SERRA have not been depicted in the
organogram whereas botrganizations fall under the administrative and financial control of
ERRA.

Chairman
ERRA

[
Deputy Chairman
ERRA

[
[ I [ I |
Executive Finance Planning Monitoring & Admin & Proc
Wing Wing Wing Evaluation Wing Wing
[ L

| [ [ I ] ' | [ [ I ]
Coord & | | MIS | |Internal : . Securit Legal, Council
ProtCell | | Cell Audit KMC | [Media PEC Admin | | Proc ecurity | | TRC 2 Board

[ I [ ]
Planning Wing - | Planning Wing - Il

(Social Sectors) (Infrastructure) Planning Wing - I Planning Wing - IV
[
[ I [ I I | _|—| [—'—|

Rural . Social Land

Housing Livelihood Seclor Gender | | Envmt | | MRDEA UD/UH Acquisition SPC D&SCC
[ [ I I I [ -
Education ‘Health Roads Power . Telecom Governance | | WatSan
ERRA Organogram
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SERRA Organogram
(State Earthquake Reconstruction & Rehabilitation Agency)

Director General
SERRA/Secretary

1

w-wm (| = w[m}f 2 |

Shahid Bah (MNashad (Kamran {Mir Muhmmad
L(AKKamahi)/ (Abade)J sy JL(lmhu ar) JL e JL i T JL(erMughal)J

Dy. Dir. (°) I | ’ ‘

) il (smﬁa sk [ (sardar Rafique)
| |

A.Dlrm(l’) A.Director | owms W““’"‘“"‘"‘“’ (Svstem&m]

H“‘""’ (Tariq Azic) JL (sved Basit Al) )L tmmm)

S rwﬂ( ) G
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PERRA Organogram

(Provincial EarthquakReconstruction & Rehabilitation Agency)

Secretary/
| | | | |
Director Planni Director Fnance Engneenng PCU for ADB
g Diractor MSE & Admin Wing PMAILISFADB. | | £iunded Schools
|
Dy Director Programme Asst Dvector Director
Technical Coordinator Admin Zim
|
MAE Assistant Audit Accounts
Officer Director MIS Officer Officer
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Chapter 1: ERRA Fund Management
Sources of funds
There are three sources of inflow which are as under:

1 Government of Pakistan GoP)

Annual releases received by ERRA through Finance Division from Government of
Pakistands annual Budget

I Donor

All money (loan, aid and grants) received by ERRA through Economic Affair Division
(EAD) for reconstruction and rehabilitation activities. Maimdis are World Bank, Asian
Development Bank, Islamic Development Bank, International Development Association
and French Development Agency etc.

1 Sponsor

All work (rehabilitation and reconstructing activities) directly executed by different
agencies. Main monsors are World Health Organization, UNFPA, JICA, MSF, IBC
Turkey, NGOs etc.

1.1  Analysisof Cash Inflow and Outflow

From the tablelepicted below it is observed that ERRA was unable to efflgiatlize the
available cash athe cash inflow was always higher as compared to the cash outflow. Thus the
repeated contention of ERRA of being under financial constraints comes in contrast with the
reality.

Rupees in million

Description/
Years
Opening
Balance
Unspent Bal 2,421.501 - - - - - - - -
Cash In flow|40,745.0( 8,110.28{15,189.87(17,772.02{27,579.76{18,085.60{11,466.02} 9,068.77{10,979.40] 5,676.95
Extra

200506 | 200607 | 200708 | 200809 | 200910 | 201011 |2011%12 201213 | 201314 | 201415

20,752.0( 6,217.374 3,509.904 1,561.74] 6,136.67§ 7,898.79} 5,708.92¢ 6,505.43] 7,738.35]

Budgetary 2.739 1.914 (1.690] 392.613 (327.477| 1,171.19 20.097 - -
Resource

PLD A/C - - - - 3,102.63] 271.207 3,503.49 - -
ERRAFUND - - - - 1,259.38 - -
Sub Total |40,745.0(31,286.52121,409.16(21,280.24132,636.74{23,894.80(20,536.00{16,057.19(17,484.83{13,415.31
83;{:)\/\/ 19,993.0(25,069.15}17,899.25] 19,718.50126,500.07{15,996.01414,827.08] 9,551.75¢ 9,746.47| 6,981.61
cB::acI):Ir?ge 20,752.00 6,217.374 3,509.90 1,561.74] 6,136.67} 7,898.79] 5,708.92{ 6,505.43] 7,738.35] 6,433.69
Closing Blar 20.752.0

ERRA ’ ) 6217.51 3,510 1561.88f 2741.834 4728.20] 1371.98¢ 909.104 2174.65¢ 978.45
Net effect - (0.145 (0.144 (0.144] 3,394.84 3,170.59 4,336.94 5,596.3] 5,563.7( 5,455.24
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1.1.1 Transfer of Fundsto Personal Ledger Deposit Account (PLD)

Rule 10 (ii) of GFRVol-I states thathe expenditure should not be prima facie more than
occasion demands.

Para 2 (vii) ofRevised Procedure for Operation Assignment Account®f Federal
Government issued vide Finance Division Notification No. SRO(1)/2008 daté8-2308states
thatthe office holding assignment account will ensure that no money is drawn from Assignments
accounts unless it is required for nmadiate disbursement. Moneys will not be drawn for
depositing into chest or any bank account.

The management &RRA transferedthe unspent portion of the fungsovided to them,
into PLD account while treating it as expenditegdgaveanimpression tht theywere utilizing
the available funds

Audit observed thain reality these funds remained in their PLD account and were not
spent on development work, theble aboveclearly shows that every year the Cash inflows far
exceeded the outflows, in spite of erroneous/wrong bookitrguagfers into PLD as expenses.

Audit is of the opinion thaERRA management transferred the year end available lapsable
fund to NonLapsableaccount to avoid surrender of the funds badkederalConsolidated-und.
The detasis givenbelow:

(Rupees in millioh

Description/ Years 200708| 200809 | 200910 | 201011 | 201112 201213
Opening Balance 2.739 4.655 2.965| 395.578 68.101| 1,239.292
EB Receipts During the Year 4.609| 14.359| 241.509 7.649 139.277 20.097
Receipts During the year 3,394.984| 46.951| 1,192.389
Prior Year Adjustment (68.046)

Transfer from PLA 3,503.496

Subtotal Inflow 7.348| 14.359| 3,636.493| 54.600| 4,767.116 20.097
Inflow 7.348| 19.014| 3,639.458| 450.178| 4,835.217| 1,259.389
Payments 2.693| 16.049| 141.249| 110.875| 3,461.488

Transfer to PLD 3,102.631| 271.202 -

Extra Budgetary Resource Payme 134.437

Transfer to ERRA fund account 1,259.389
Subtotal Outflow 2.693| 16.049| 3,243.880| 382.077| 3,595.925 -

Outflow 2.693| 16.049| 3,243.880| 382.077| 3,595.925| 1,259.389
Closing Balance 4.655 2.965| 395.578| 68.101| 1,239.292 -

The matter was pointed out to management ob722016and the managemesiiated that
the same para was raised in AR 2dPland the management requested to delete the para from
special audit

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken by the management.

Audit recommends that the matter may be investigated and responsibility be fixed on the
person(s) at fault under intimation to audit.
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1.2  Non-Reporting of Donations by ERRA

Para 3.2 of ERRA Operational Manwsdhtesthat fAll moneys consisting grant, loans,
credit, grant and donations received by the Government and contributions of the Government
meant for reconstruction and rehabilitation activity in the earthquake affected sirasbe
deposited in the Federal Consolidated Fund with the State BankiofPaka n ( SBP) . 0

Para 26 oftie Accounting Procedure of ERRA statesthath e r ecei pt s, 1 f ar
the Authority shall be the receipts of the Government and shall be deposited in the Government
Treasur yo.

During a DAC meetingheld on 27.12.201% was observed that ERRA expended an
amount of Rs 715 million in excess of their allocated budget.

Audit issuedrequisition enquiring the detail of National and International donations
received by ERRA since inception. In response ERRA vide their letter
F.No2-87/ERRA/Fin/Special Audit/201%6/1546 dated 271.2015 shown the information
regarding donations as Nil. The same status was reconfirmed by ERRA vide letter dated 16
December 2015.

Audit is of the opiniontis is in contradiction with stance of ERRIkemdy adopted during
previous DAC meeting, that during certification audit for the year A®BLR was observed that
ERRA expended an amount of Rs 715 million in excess of their allocated budget.

Audit contends thahe current view point of ERRA negates their present stance that they
have not received any kind of international and national donations difegiiy the above it is
quite evident that ERRA is concealing facts from guditwell asparliamentary authdies.

Audit is of the view that acceptance of donation direct from different sources was in
violation of rulesandprocedures

Audit is alsoof the viewdetail of such donations (cash and kind) be provided to Audit for
verification and the same may lexonciled with AGPR and EAD.

The matter was pointeduibto management on 22.07.2016.

The management in its reply stated that Finance Division allopexinga separate bank
account for receivingonationdrom the individual donors. Later on, ERRA fundsaestablished
in November 2012 with the approval of Finance Division &ard A/c No donations have been
received in this account & sarpesitionwas conveyed to Audit.

The reply of the mnagement is not acceptable because:

9 During certification audit for the year 2013 ERRA expended an amount of
Rs 715 million in excess of their allocated budget. During DAC meeting on
27.122013, ERRA managemehtad accepted that differential figures were met
from the extra budgetary reipts and opening balances, which comprises the
amounts of donations.
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1 ERRA received R§03.500 milliondonationdrom Brunai Darus Salam during the
year 201516.

Audit recommendshat a detailed investigatioroy NAB or FIA to ascertain the fate of
donations received by ERRAe carried ou

1.3 Maintenance of Funds outside the FederalConsolidated Fund through Extra

Budgetary Fund Account

Para 3.2 of ERRA Operational Manusthtes thafAll moneys consisting grantoans,
credit, grant and donations received by the Government and contributions of the Government
meant for reconstruction and rehabilitation activity in the earthquake affected areas shall be
deposited in the Federal Consolidate Fund with the State®dnk Pa ki st an ( SBP) . 0

Para (ii) of Finance Division O.M. No. F.3@)S(BR-11)/2008 dated6.102008states that
At he existing Personal Ledger Accounts (PLAs
replaced with the Assignment Account to be opened by Ministries, Divisions and Departments
under FTR17B wi t h effect from 1st October, 20080.

Para (iv) of Finance Digion O.M. No. F.3(4DS(BR-11)/2008 dated 06.10.2008 states
that Aunspent cash balance, out of rel eases fi
PLAs/SDAs or in Commercial Banks shall be deposited back to Government Account, as provided

undertheFTR176B( 1 0) . 0

The management dERRA has been maintainingExtra BudgetaryResourceFund
Accounbd from year 2006 to 2013 besides a PLD account.

The detall is given below:

(Rupees in millioh

Description/ Years 2007%08| 200809 | 200910 | 201011 | =201%12 201213 | Remarks
Opening Balance 2.739 4.655 2.965| 395.578 68.101| 1,239.292
EB Receipts During the Year 4.609| 14.359| 241.509 7.649 139.277 20.097
Receipts During the year 3,394,984 46.951| 1,192.389
Prior Year Adjustment (68.046)
Transferfrom PLA 3,503.496
Subtotal Inflow 7.348| 14.359| 3,636.493| 54.600| 4,767.116 20.097| 8,500.013
Inflow 7.348| 19.014| 3,639.458| 450.178| 4,835.217| 1,259.389
Payments 2.693| 16.049| 141.249| 110.875| 3,461.488
Transfer to PLD 3,102.631| 271.202 -
Extra Budgetary Resource Payme 134.437
Transfer to ERRA fund account 1,259.389
Subtotal Outflow 2.693| 16.049| 3,243.880| 382.077| 3,595.925 0| 7,240.624
Outflow 2.693| 16.049| 3,243.880| 382.077| 3,595.925| 1,259.389
Closing Balance 4.655 2.965| 395.578| 68.101| 1,239.292 -

Audit observed as under:

I.  The provision for thé&xtra Budgetary Resource Fund Accoishot available in

the ERRA Accounting Procedure, ERRA Operational manual and ERRA Financial
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Rules.

ii.  During the year 2006 to 2013 an amount of Rs 8,500.013 million was received in
Extra Budgetary Fund account and ERRA expendednaount of Rs 7,240.624
million.

iii.  The balance amount of Rs 1,259.389 million was finally transferred to ERRA fund
account in yea013 which was created on the advice of Audit

iv.  The sources of receipts in this account were not provided by ERRA.

v. Since the details of transactions were never provided to audit, therefore detailed
audit of the same was never conducted.

vi.  The balances of extra budgetary account were shown as a single line item in the
Annual Financial Statement and their utilization waser subjected tecrutiny of
audit.

Audit is of the opinion that:

I.  These receipts should have been part of Federal Cdatadi FundHowever,
ERRA management placed the same at their disposal over and above the budget
provided to them.

ii. Despite repeated requisitions details of the fund flow of Extra Budgetary Fund
Account were not provided to audit. Howevier DAC meetingdaed 27.122013
ERRA hadacceptedhat these receipts included donations etc.

The net inflow and outflow of Extra Budgetary Resource Fund account is given below:

(Rupees in millioh
Net 200607 | 200708 | 200809 | 200910 | 201011 | 201%12 | 201213 Total
Inflow/Outflow 2.739 1.916 | (1.690) | 392.613 | (327.477)| 1,171.191] 20.097 | 1,259.389

The matter was pointed out to management on 22.7.2016

The management stated that the same para was raised in AR26ad the management
requested to delete the para from special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken byniemagement.

Audit recommends that the matter may be investigated and responsibility be fixed on the
person(s) at fault under intimation to audit.

1.4  Opening of Interest Bearing ERRA Fund Account without Permission of Finance
and Non-Depositof Interest Earned- Rs 163.208 million

Para 15(1) & (2) of ERRA Act 201%tates thatthere shall be establistia fund for
reconstruction and rehabilitation to be known as ERRA fund which shall vest in and be utilized by
the Authority to meet the expenses and carried out the objective of this Act. The fund consists of
(a) such sums of the Federal Government maw ftime to time, allocate to it; and (b) all other
sums or properties which may in any manner become payable to, or vest in, Authority.
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Para26 of Accounting Procedure of ERRsates thatthe receipts, if any, generated by the

Authority shall be the receip of the Government and shall be deposited in the Government
Treasury.

Finance Division letter No. F.2(BR-11/2008-1594/12 dated 'S November 201Xtates
that the approval for opening of ERRA Fund Account was allowed subject to the condition that all
existing bank accounts may be closed after establishment of ERRA Fund Account.

The management &RRA opened ERRA Fund Accoufinterest bearing) with National
Bank of PakistanForeign Office Br. Islamabad bearing No.-24NIDA) and deposited the

balances of all its existing accounts in it. An amount of Rs 163.208 million was earned d8l profit
30" June 2015.

Audit observed thatsaper Accountindg’rocedure, th@rofit of Rs 163.208 million earned
had to be deposited into Gowenent treasury

The matter was pointed out to management od722016 and the management stated that
the same para was raised in AR 2dPland the management requested to delete the para from
special audit.

The reply of management is not tenable asmtagter is still outstanding because no
remedial action has been taken by the management.

Audit recommends that approval of Finance Division regarding opening of interest bearing
may be produced to Audit. Besides, profit of Rs 163.208 million earnecomalgposited into
Government treasury.

1.5 Non-Reconciliationwith EAD

Para 20 ofRevisedAccountingProcedure on Foreign Aid Assignment Accoustates
that the controlling Ministries/ Divisions shall reconcile expenditure on accourbreignAid
with AGPRand EAD on monthly basis.

The management &RRA has booked third party payments in their books of accounts.
The details are as under:

(Rupees in millioh

Sectors/ Heads | 200607 [2007-08| 200809 200910201011 | 201112 |201213(201314| 201415
Third PartyPaymen
booked by ERRA 0 394 16,159 5,437 3,214 6,701 3,538 5,05(¢ 2,92¢
Amount Reported b
EAD 23,027 53,063 5,540 13,199 9,981 8,073 3,610 6,233 7,901
Difference (23,027)(52,658] 10,62q (7,762) (6,765) (1,373 (72)] (1,183 (4,981

Audit observedis under:

i.  Underreporting of amount booked under third party payments.
ii.  The difference reported by ERRA and EAD has been growing over the years.
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iii.  Nonreconciliation made the whole accounting and budgeting process ineffective.
In the absence of reconciliation audit cannot verify the authenticity of figures
depicted in the Annual Financial Statements of ERRA.

Audit is of the opinion thatamreconcilation has led to understatement of the financial
health of ERRA.

The matter was pointed out to management on 22.07.2016. The management stated that
monthly figures of Foreign Aid disbursement of ERRArésonciled regularly with concerned
Debt Management wing of Economics Affairs Division (EAD). For FY 2043EAD confirmed
figuresof Foreign Aid amounting to RS,050.105 million and same was conveyed to Audit on
08.12.2015. Further, EAD&AGPR both offis confirmed the figures of Foreign Aid amounting to
Rs 3,622.324 million for FY 20145 and same was conveyed to audit on 25.1.2016. It is pertinent
to highlight here that audit conducted certification of all AFS of ERRA since inception of ERRA to
FY 201415. Further, Audit conveyed some year wise Foreign Aid disbursement figures stating
that these have been reported by EAD but same have never been owned by EAD as ERRA
received information from concerned Debt Management Wing of EAD through officialdetder
EAD owns these | etter & figures. Therefore,
EADG6s reconciliation statement.

The reply of the management is not acceptable as the management did not give any reply
from the year 20007 to 201213. Further, theaudit took thefiguresfrom the websiteof EAD
which are authentidt is also stated that EAD accepted the amount of Rs 7,901 million for the year
201415.

Audit recommends that reconciliation of ERRA accounts should be carried out onymonthl
basis with all concerned i.e. Economic Affairs Division and Ministry of Finance to reflect a clear
picture, as per laid down rules and procedures.

1.6  Non-Adjustment of Advances

ERRA released funds as advance payments to the various line departmexdsdition of
rehabilitation/ reconstruction work#ccordingly, the concerned departmemnt&re required to
furnish detaitd adjustment accounts duly supported with documentary evideBoase sample
violations highlighted by audit are as under:

1.6.1 Non-Adjustment of Advances Grantedto Line Departmentsi Rs 111.324 million

Rule-668 of FTR Voll states thatadvances granted under special orders of competent
authority to Government officers for departmental or allied purposes may be drawn on the
responsibilityand receipt of the officers for whom they are sanctioned, subject to adjustment by
submission of detailed accounts supported by vouchers or by refund, as may be necessary.

TheManagement of ERRAade advance paymentdetiowing Department®fficesand
line departmentsuch as SCO, AJK Electricity Department, PHED eftcthe basis of estimates
furnished by the departments for clearance of their sites for the financial years@@0201314
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amounting tdRs 111.324 million.

The Details are as under:

S.No. Advance granted by Amount (Rs in million)
1 MCDP 55.893

2 BCDP 3.878
3 NHA 49.768
4 RCDP 1.785
Total 111.324

Audit observed thathe respective departmertavenot furnish adjustment of the said
advances

Audit is of the viewthat due to noifurnishing adjustment accounts, a huge amount of
Rs 111.324 million is wadjusted since long.

The matter was pointed out to management 08722016
The management did not reply

Audit recommends that the matter may be investigated and respongibifityed on the
person(s) at fault under intimation to audit.

1.7 Paymentof Field Offices Irregularly made by ERRAT Rs159.036 million

As perPara 03 ofPG-1 of Earthquake Emergency Assistance Proj&&AP) Transport
Sector and Health Sectqr ERRA is sponsoring agency and execution restshwvitie Chief
Engineer EEAP AJ&K.

Further a contract agreement has also been drawn up with the contractor by the Chief
Engineer (Reconstruction AJ&K).

The management of ERRA pa&h amount of Rs 159.036 millioto the contractors
directly.

The details are as under:

Further the payment is violation of procedure as verification framekecutor seems not

done.
The details of payment made directly to the contractor are as under:
S. No. Contractor Description Details Amount Paid (Rs)
1 M/s Ismail Construction Compar Release of retention mon| 10,11,12,14 an 8,186,611
15-ADB/Health
2 M/s XB Metracon JV Final Bill, CPC, 'IPC ICB-1 Muzaffarabag 60,753,387
to Athmugam Road
3 M/s ECIL Pvt Ltd. IPC nos 7578 - 20,000,004
4 M/s Shoukat Khan & Company | Arbitration award date| 10 BHUs and 2 62,800,00(
22.02.2015 RHUSs, lot -3
5 M/s Ittehad Engineering IPC no 26 01-GoP/Health 7,296,16(
Construction Pvt. Ltd
Total 159,036,154
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Audit observed that payments were madeERRA for which no record is available at
ERRA Headquarteras the payments were to be made by EEAP

Audit is of the opinion that ERRA has transgressed into the authority oPBEA made
payments without availability of record.

The matter was pointed out to management 06722016
The Management did not reply.

Audit recommends that the matter may be investigated and responsibility be fixed on the
person(s) at fault undémtimation to audit.

1.8  Non-operation of Financial Management Systems (FMIS)

ERRA was using Financial Management Systems (FMIS) to promote efficiency, security
of data management and comprehensive financial reporting. The core component of FMIS was to
provide an integrated computerized financial package to enhance the effectiveness and
transparency of public resource management by computerizing the budget management and
accounting system for ERRA.

The scope and functionality of FMIS inclutlaccounting, budgeting, cash management,
debt management and related core treasury syskdiS couldalso be expanded to procurement
management, asset management, human resource and pay roll systems, pension and social security
systems and other possilaleeas seen as supporting the core modules.

The management of ERR#losedthe FMIS in 2013
Audit observed as under:

i.  The Management stated the reason that system could not meet the requirement of
ERRAG6s Financi al Management .
ii. It is incomprehensible how owplete Financial Management System was not
meeting the requirement of ERRA.
iii.  No other Financial System has been installed in place of FMIS.
iv. ERRA is manually miataining the financial record.

Audit is of the opinion that FMIS are used worldwide for transmarecording of
accounting data and generating Financial Staterseared the discontinuation of FMIS raises
seriousconcerns regarding thase of fair and transparent software for recording of financial
record.

The matter was pointed out the managemeonn 22.07.2016.

The management in its reply stated that on the direction of Deputy Chairman ERRA, FMIS
has been closed sin68.032013 Hence no access could be given in the system.
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The reply of management is not acceptable as the FMIS was closedb@sihéhat it is
not compatible with the system. The management should have customized the FMIS with the
system of ERRA, instead of closing the FMIS.

Audit holds that FMIS may be made functional by customizing and integrating with
existing system of ERR£0 improve the Financial Reporting.
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Chapter 2: Overall Performance of ERRA

2.1 Achievementof Targets

Earthquake Reconstruction and Rehabilitationthadty (ERRA) launched 1512
projects in various sector for the purpose of reconstruction and rehabilitation for the earthquake
affected people of AJ&K and KP. These projeutsre related to different sectors mainly

Education, Transport, Governance, WatSan, Environment etc.

The deail of district wise project allocation is given belew:

The abovdablecompares the overall ar@ase allocation of the projects.

District wise project allocation
District Projects | Percentage
Abbottabad 1,249 9
Bagh 1,938 13
Battagram 1,313 9
Kohistan 787 5
Mansehra 2,698 19
Muzaffarabad | 4,036 28
Neelum 404 3
Poonch 1,248 9
Shangla 839 6
Total 14,512 100
Area wise project allocation
Area Projects | Percentage
AJ&K 7,626 53
KPK 6,886 47
Total 14,512 100

Source wise total and completeg@rojects
Funding source | Projects| Completed Projects
GoP 9,671 5,362
Donors 1,139 1,048
Sponsors 3,702 3,586
All 14,512 9,996

Projects were required to be executed and completed mainly through three funding source
i.e. Government of PakistaifspP), donoss and sponsarespectively. From the abovable it is
obseved that the progresschieved in the projects sponsored by Blumoisd was 92% and the
progressachieved in the projects funded by tBponsors is 97%Nhereasthe progresso far
achievel in the GoHunded projects imerely55%
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Overall progress of projects
Projects Completed Percentage Under_ Percentage Other | Percentage
Projects construction
9,671 5,362 55% 2,729 28% | 1,580 16%
1,139 1,048 92% 72 6% 19 2%
3,702 3,586 97% 46 1% 70 2%
14,512 9,996 69% 2,847 20% | 1,669 12%

Thetableabove comparethe number of projects at various stages of construction from
20052015.

2.1.1 Performance of ERRArelating to GoP Funded Projects

ERRA launched 1512 projects in various secttor the purpose of reconstruction and
rehabilitation in AJ&K and KP areas. Out of initiated project6/® projects taken up bgoP.
These projects were required to be executed through annual budgetary grant.

Audit observed that completion of projects bgonsors and donors is much higher
because, Sponsors independently implement the project and hand, ibrmsemwork has been
completed and ERRA has minimal interferenghile Donors constantly monitor the working of
ERRA and require feedback and donamds have a time limit which if breached the funds would
lapse and further funding would cease

Audit is of the opinion thadue to weak monitoring and feedback mechanGaPfunded
projects are lagging behind and do not receive the desired focused attention of ERRA

management.

Progress ofGoP funded project
. Completed Under
Projects Projects Percentage construction Percentage Other Percentage
9,671 5,362 55% 2,729 28% 1,580 16%

The table above comparethe number of projects funded by Government of Pakistan
(GoP at various stages of constructionfr@0052015.The statusof the GoPfunded projects is
very alarming that even after ten years the progress is only A8%epicted intable below,
sufficient funds were available to complete theP funded projects in an efficient and timely
manner, howeveithe above position of completed projects shows ERRA management did not
utilize these funds in a proper manner arsiiited in delayed completion of projects.

(Rs in million)

Sources Years

200506 | 200607 | 2007#08 | 200809 | 200910 | 201011 | 201%+12 | 201213 | 201314 | 201415

GoP

Account | 28,490 150 9,295| 14,203| 18,195| 13,142 4,623 5,298 5,929 2,793
Foreign

Aid 12,255 7,960 5,893 3,568 9,384| 4,943 6,842 3,770 5,050] 3,622

Total 40,745 8,110| 15,188 17,771 27,579| 18,085| 11,465 9,068 10,979| 6,415
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The matter was pointed out to management on 22.7.2016.

The management in its reply stated that designing, contracting and resident supervision of
Donor and Sponsor funded project is done through ERRA, however funding and payment is done
by donor and sponsavhich is an essence to the construction projects. ERRagging behind in
completion of Government of Pakista®BqP) funded projects due to the shortage andriateipt
of funds fromthe Government. ERRA has the infrastructure to headly number of projects
provided guaranteed funds are made available by the Government as per annual work plan given
by ERRA. As delay in completion of50P funded projects is attributed to shortage and late
receipt of funds from Government.

The reply othe management is not acceptable as ERRA had enough cash inflows in initial
years of establishment of ERRA. The management of ERRA was unable to effectively utilize and
manage the funds available.

Audit recommends that the matter may be investigatedespbnsibility be fixed on the
person(s) at fault under intimation to audit.

2.1.2 Performance of ERRArelating to Donor and Sponsord-unded Projects

The role of donors and sponsors in reviving the different sectors of the earthquake affected
areas has been substantive. By undertaking reconstruction of different sector facilities,
organizations like the World Bank, Asian Development Bank, Islamic Dpnedat Bank,
UNICEF, Swiss Development Cooperation, Japan International Cooperation Agency (JICA), Save
the Children, etc. have contributed significantly to the progress achieved so far.

Progress of Donor funded project
Projects CI(D)m_pIeted Percertage Under_ Percentage| Other | Percentage
rojects construction
1,139 1,048 92% 72 6% 19 2%

The above tableeompars the number of projects funded by Donors at various stages of

construction from 2002015.

Progress of Sponsor funded project
Projects Clgmpleted Percentage Under. Percentage| Other | Percentage
rojects construction
3,702 3,586 97% 46 1% 70 2%

The above tablecompare the number of projects funded by different sponsor at various

stages of construction from 20@915.
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2.2 Non-complianceof Statutory Requirement

2.2.1 Willful Non-Compliance by ERRA, by not Providing Status of Developmentto
Senate and National Assembly; iViolation of ERRA Act 2011

Article 5(i) of ERRA Act 2011statesthat A ERRA may perform the f
two Houses oMajlis-e-Shoora (Parliament) informed of its activities through six monthly reports
of its performance for discussion. o

Audit observed thatisx mont hly perfor mance reports
promulgation of the Act was required to be submitteti¢édawer and upper houses of Parliament,
and the same were requested from ERRA vide DG audit (DM) office letter No. Audit Plan/Spl.
Audit/ERRA/201516/2405-07 dated 28 February2016 but no such reports were provided to
Audit.

Audit is of the opinion thanon-provision of said reports implies that ERRA did not
disclose the performance Rarliamentsequired above. This was prequisite for the discussion
in the parliament and for taking corrective measures/ -feet /directions from the
parliamentarians.

Audit holds that this is a serious lapse on the part of ERRA by concealing the progress from
the elected members of the People. This further caused the elected members to be unaware of the
achievements/ lags in thectivities undertaken by ERRAChis also disruptedhe process of
ensuring the parliamentary control over the affairs of ERRA.

The mdter was pointed out to management on 22.7.2016
The management did not reply.

Audit recommends that the necessary reports may be submitted to both houses for requisite
actions at their end and necessary action may be taken against the person(s) iedponsib
noncompliance of the statutory requirement.

2.2.2 Improper Inquiries for not Fixing Responsibilitiesagainst theDefaulters.

The PAC in its meeting dated4.05.2016and the DACs in their meetings dated
07.11.201324.01.201427.01.201419.02.2014directedthe management of ERR#& conduct
the impartial and fair inquiries.

The management of ERRA conducted the inquires.

Audit observed thatmanagement of ERRA constituted different committees for
conducting the inquiriesut these inquirieprima face do not seem impartial and fair.

Details of some cases ag&ven below:

S. | Audit | Para Subject DAC decision Recommendations of | Audit Comments
No. | Report | No. Inquiry Committee
1 [201314| 4.2.4 | Overpayment tq The financial| No undue favour to thq The

the contractori | impact may be contractor  has bee| recommendation
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Rs 3.920 million | worked out and established, of committee is
responsibility fixed not justified as
for payment not that financial
due. impact had to be

calculated which
has not beedone

2 |201314| 4.2.6 | Unauthorized The escalatior] No undue favour has beg Recovery may be
payment on| charges not due an given to thecontractor made and actiof
account of Price paid be recovere may be taker
Adjustment T | and action be take against persds)
Rs 44.601 million | against the| at fault

responsible for
negligence.

3 |201314| 4.2.10| Undue payment tq¢ A certificate may| The Audit authoritieg Certificate hat no
contractors for| be provided that nq should be approached f{ quality was
incomplete work | quality has beer reconciliation for| compromised
Rs 1.067 million | compromised in settlement of Para g may be obtaineg

this particularcase| transactions were in ord¢ from The
and responsibility in line with rules, clause{ Engineer and
be fixed for making| and sub clauses on th responsibility be
payment on %agq subject. fixed on person(s
basis. at fault  for

advance payment

4 |1201314| 4.2.13| Overpayment of The escalation] The escalation paid to th Decision of DAC
Price adjustmerit | charges not due an| contractor in EOT period i{ to be
Rs 2.289 million | paid be recovered| in order and not beyon{ implemented in

and action be take| contractual obligation. letter and spirit.
against the|

responsible fon

negligence.

5 1201314 4.2.14| Undue favour to The matter may b¢ Concerned staff may b| Documentary
contractor by| investigated byl warned to be careful iy evidence
making excesy ERRA and| future. regarding
payment on responsibility fixed| Apart from that no othe| implementatiorof
account of eartl for the payment noj irregularity/loss to stat¢ decision of
work (106A) 1 | due. has been establishg inquiry committee
Rs 4.75 million during the investigation. | may be provided

to audit.

6 [201314| 4.2.15| Irregular paymen| The matter may b¢ No financial loss to thg The committee
made against th{ investigated by Government is involved| directed the PAQ
expired ERRA and| Contractors havq that responsibility|
performance responsibility fixed| completed the works to thl be fixed, take
guarantee T | for making | entire satisfaction of th{ action and repor
Rs 17.247 million | payment  agains| Employer and the en( to the

the expired| users, hence relaxatiq committee/audit
performance given to the contractor b] within 30 days.
guarantee. the Management regardify However, the
nonrenewal of| management ha
Performance  Guarantg not complied with
may be excused. the directive of
the PAC

7 |201314| 4.2.16| Undue favour to The matter may bq No financial loss to thg Documentary
contractor by| investigated byl Government is involved evidence
making excesy ERRA and| overpaid amount hal regarding warning
payment agains| responsibility fixed| alreadly been deducte( issued to the
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work not donei
Rs 2.105 million

for the payment no
due.

t he
an

from
however
payment of

million made
contractor and later or
recovered during the
currency of contract mear
an undue favour given t
the Contractor, thereforg
Chief Engineer Building

Reconstruction  Division
Neelum may be warned t
remain careful in futurg
while making the paymen{

co
advanc
Rs 2.10
to the

Chief  Engineer
may be provided
to audit.

8 |201314| 4.2.17| Irregular paymeni| The escalatior] No recovery from thg Recovery may be
to the contractol charges not due an contractor is involved| made and
on account of| paid be recovere( hence the objection may i Documentary
escalation T Rs| and action be take| settled. =~ However, thq evidence
4.911 million against thel management may b regarding warning

responsible fon warned to be very cleg issued to the

negligence. while notifying or issuing| concerned  staf
any instructions to th¢ may be provided
contractor having financig to audit.
implications.

9 [201314| 4.2.21 | Payment off ERRA to| Concerned staff may bl The committeg
secured advanc| investigate thg warned to be careful it directed the PAQ
to the contractol matter and fix theg future. to hold another
based upor| responsibility. Apart from that no loss t¢ inquiry at his own
unauthentic the state/ public exchequ¢ level for fixing of
receipts Rs 26.19I has been established in t| responsibilityand
million subject Inquiry. report to the

committee within
45 days.

10 | 201314| 4.2.23 | Nondeposit  of| The matter may b¢ . ) ) -
forfeited amount investigated within . All the field offices Fmdmgs of
of bid security into| two weeks. may be Warn.ed_ i committee are
Govt. treasuryf _follow _the p|dd|ng inconsistent with
Rs 1.500 000 instructions strictly sq the powers

' ' that procedural delay| delegated to thgq
resulting in| Deputy
repercussions may b Chairman. The
avoided. matter may be

ii. In order to settle thg
issue, decision taken b
the Deputy Chairman
ERRA in capacity of

PAO, may be
implemented by
forfeiting 50% and

paying balance 50% @
the bid security to the
contractor subject to th
under taking by the
bidder for
un-conditional

acceptance and to tre

probed again in
the light of the
decision of DAC.
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this deci s
accomplice

Audit is of the opiniorthatin none of the casgthe contractor or the management was ever
held responsible / accountable for the loss / overpayment / irregular payments, even in certain
cases the DAC decided to effect recovery from contractors but the management conducted
inquiries to clear the casesich prove the management facilitdeabsolve the contractors from
recovery.In most of the cases, the recommendations inditatiethe inquiries were conducted
with a view to settle the Audit observations rather than with the focus of unearthifagthand
recovering the loss caused to the exchequer while fixing the responsibility on the person(s) at fault.

The matter was pointed out to the management on 22.07.2016.

The management in its reply stated that all the inquiry committees are constitdézdhe
approval of the Competent Authority headed by officer equivalent to Director Gene2).(B
Inquiries are conducted keeping in view audit point of view and accordingly analyses all the
relevant record, facts and figures, nature and extentotdtion of rules/ regulations, if anin
impartialand transparent manner an finalize their findings and recommendations impartially and
recommend necessary action whenever the committee finds faults and losses on the part of auditee
formation. All the inquiries since conducted are based on facts and no impartial inquiries have
been conducted at ERRA so far.

Reply of the department is not acceptable as inquiry reports revesledingle inquiry
havebeenconductedn compliance oDAC decisiorsand in no casehecharges have been proven
on thecontractor or their own employeékhereforeaudit is of the opinion thahese and many
other inquiriesvere conducted with a view point to safeguard the interest of contractors.

Audit recommends thdair andimpartial inquiries in such casesayagain be conducted
and proper action be taken against the defaulters.

2.2.3 Non-Production of Record

Section 14 (3) of the Auditete ner al 6 s (Functi ons, Power s
Service) Ordinance, 20Qdrovides that any person or authority hindering the auditorial functions
of the AuditorGeneral of Pakistan regarding inspection of accounts shall be subject to disciplinary
action under relevant Efficiency and Discipline Rules, applicable to such pemdoms per Para
17 of GFR Voll, it is the duty of every departmental and controlling officer to see that the Auditor
General is afforded all reasonable facilities in the discharge of his functions and furnished with the
fullest possible information for wwth he may ask, for the preparation of any account or report,
which it is his duty to prepare. No such information nor any books or other documents to which the
Auditor General has a statuary right of access may be withheld.

Audit issued60 numbes of requsitions for the production of information / record to
ERRA, PERRA and SERRAom time to time. The information / record was required at different
phases of audit i.e. planning, execution etc. The ERRA showedauperative behavior in
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provision of recordMost of the information / record required at the time of planning to assess the
risk areas andelectsamplaswas providedolatethat it lost its worthAudit also issued a letter no.

Audit Plan/Special Audit/tERRA/20156/2443 dated 07.04.2016 in which it was stated that the
audit is at its closure stage andfadher record will be accepte@ertain record was not produced

till the close of Audit as deiled at Annexurd3. Further, the access to ERM provided to audit by
ERRA was restricted and no financial cost of projects was accessible and neither was the updated
cost of projects available to audit through this link, limiting audits access to sualcri
information is prima facie tantamount to concealment of record.

Due to NonProduction audit was unable to scrutinize some of the following major risk
areas: FMIS procurement, Payroll data, Asset details, approved sanctioned strength, damage
assessmemeport and cost regarding forestation, detail of land acquisttiod, party validation
reports,total numbe of PGl 6 s  with ocewisgjons andecord for recruitment of contractual
employees.

Audit holds that nofproduction of record is seriodapse on the part of management
which affected the Audit findings. The matter needs to be probed to fix responsibility as per rules /
regulations under intimation to audit.

The matter was pointed out to the management on 22.07.2016. The management in its
reply stated that this office has always extended maximum cooperation to Audit Authorities and
provided all the relevant record/ information as and when required by them. The record has been
provided to Audit Team during the course of Audit. Subsequem#dga@nciliation meeting on the
direction of Deputy Auditor General for provision of record was also arranged between Audit and
Internal Audit Team on 16.03.2016 wherein External Audit agreed that out of total 215
requisitioned documents a record of 142 haeen received to them which is equivalerd o¥ of
total demanded documents and the remaining documents were provided through correspondence
as the Audit team could not intimate the closure date of Audit of the management.

Reply of the department is natceptable as record of material nature was not provided.
Further, the record requisitioned during the course of audit was not provided in time.

Audit holds that no#production of record is serious lapse on the part of management
which affected the Auditindings. The responsibility may be fixed on the persons at fault as per
rules / regulations under intimation to audit.
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2.3 Monitoring and Evaluation
2.3.1 Poor Performance of Monitoring and Evaluation Wing

Para 1.3(e) of Operatial Manual of ERRAstates thatthe Authority may take steps for
monitoring and evaluation of the approved projects, program and schemes.

Para3.33 of Guidelines for Project Managemstdtes thatthe final stage of the project is
its completion. The project is considered tocoenpleted/ closed when all the funds have been
utilized and objectives achieved, or abandoned due to various reasons. At this stage the project has
to be closed formally, and reports to be prepared on its overall level of success, on a proforma
PCIV.

Paral2.3 (4) of ERRA Financial Rules states flaé Deputy Chairmalmas full powerso
approve thelevelopmenprojects, programs, schemes etc. is upto Rs 100 million

The management dERRA established a Monitoring and Evaluation (M&E) Wiimg
October2007to monitorthe implementation and results of the reconstruction and rehabilitation
effortsthrough a P@ with a total cost of Rs 230.362 millio®rior to this the M&E staff was
recruited with the funding of ADBThe main purpose of the said P@as to make payments of
salaries of incremental and contractual staff ousoP funds. Subsequently the same-P®@as
revised upto Rs 730.326 million and extension was approved up"tcO8tbber 2014. In
November 2014 the management of ERRA prepared twoP@&Isie.i Pr oj ect Moni t
Tea@®MT)and AProj ect $REP)with same aints mand dbgeatived with a total
cost ofRs 196.056 millionERRAexpended an amount of Rs 824.338 million on salaries of staff
and operational cost of M&E wing up 31" December 2015 anRs 52.88 million Rs 35.12
million and Rs 17.76 milliomespectively) against new PI€ duringthe financial year 20145.

Audit observed that:

i. Monitoring & Evaluationwas a core management function and should have been
treated as an operational expendituretartsepaid out of Nordevelopment funsl

ii. The managememtefrayed the operational expenditure of M&E wing by preparing
PCIs duly approved from ERRA Board.

iii. Themain PG I has beemifurcated into two small PG with the same objectives
and got approved fronthe Deputy Chairmalust to retain/ accommodate the
employees oM&E wing which ismisus of the authority.

iv. The officers / officials appointed under R@f M&E were posed to different
section / wingswhose pay comes to R2.083 million (only for the financial year
201213

v. The progress report of the M&E Wing revealed that out of total 14,512 projects
9,996 projects were completed and handed over ufité-dSruary 2016 which is
69% of the ttal projects, even after lapeéten years.

vi. The projects whichlwvereclosed / finalized, no completion report i.e.-RCwere

preparedDetails are as under:
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Overall progress of projects
Projects Completed Percentage Under_ Percentage Other | Percentage
Projects construction
9,671 5,362 55% 2,729 28%| 1,580 16%
1,139 1,048 92% 72 6% 19 2%
3,702 3,586 97% 46 1% 70 2%
14,512 9,996 69% 2,847 20% | 1,669 12%

Audit is of the opinionthat staff appointedvas not required and were without any
justification

The matter was pointed out to management on 22.7.2016

The management did naply.

Audit recommends that the matter may be investigated and responsibility be fixed on the
person(s) at fault undemtimation to audit.
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2.4 Human ResourceManagement

After the devastating earthquake of 2005, ERRA was established to carry out the work of

reconstruction & rehabilitation in affected areas through its implementing agencies (PERRA &

SERRA), DRUs and line departments. HR wing was tasked to establish a human resource
structure whichs fithin but braing, in order to carry out the activities in timely and efficient

manner.

During Special Audit, the following irregularities were obseénia human resource
management:

2.4.1 Implementation of Rules / Regulations without Concurrence of Concerned Divisien

Section 27 of ERRA Act, 2011 states that the Council may by notification in the official
Gazette, make rules for carrying out the purposeisfAbt.

Section 28 of ERRA Act, 2011 states that the Board may make regulations not inconsistent

with this Act and the rules made thereunder, to provide for all matters for which provision is

necessary oexpedienfor carrying out the purposes of this Act

Section 31 of ERRA Act 2011 states that the provisions of this Act shall have effect
notwithstanding anything inconsistent contained in any other law for the time being in force and

any such law, rule or regulation shall, to the extent of any inconsystegase to have effect from
the date this Act comes into force.

ERRA framed AnERRA Empl oyeesbo Service

appointment/recruitment, Posting and Transfer, General Provisions, Pay & Allowances, Hiring of

Residential Accommodatn, Discipline, Leave, Travelling (Daily allowance rate and Ceiling for
accommodation), use of Staff Cars, Medical Attendance, Delegation of Power and Repeal and

Savings.

Audit observed as under:
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The ERRA Council has not notified any rules
ERRA E mp SeovigeeRegulations, 2007 had to be made after rules governing
these regulations were first formed
These rules are inconsistent with the following laws, rules and regulationgeab iss
by the government from time to time
a. Finance Division (Regulation Wing) U.O dated 03.12.2009 states that the
rules/regulations of ERRA may be got cleared from the Establishment and
Finance Divisions.
b. Finance Division D.O letter dated 17.12.2005 states that the matter of
Transport, Mobile an®OL may be taken up with Cabinet Division.
c. Cabinet Division letter dated 03.12.2007 states that officers of B.18 and
B.19 are entitled to pick and drop facility only.
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d. Finance Division vide D.O letter dated 17.12.2005 informed that ceiling for
hiring of ahouse will be admissible under the usual terms and conditions of
deputation / secondment. However, relaxation as a special case may be
accorded on a case to case basis.

Audit is of the opinion that ERRA Board has prepared regulations without ERRA Council
notifying rules that had to govern the these Regulations. Further, the regulations framed by the
Board are inconsistent with prevailing rules of the government.

The matter was reported to management on 22.07.2016.

The management replied that similar natofeParas was raised in the Audit Report
2006.07 and Audit Report 2009.10 which was settled by PAC / DAC. It is clarified that ERRA is
autonomous body and under section 27 of ERRA Act 2011, the Rule making powers rest with
ERRA council which is legislativeower delegated by the Parliament and under section 28 of
ERRA Act 2011, ERRA Board is competent to make Regulation. Accordingly, ERRA service
Regulations, 2007 were approved by the ERRA Board if"itaéieting and duly endorsed by the
Finance Division wde their letter dated 15.08.2012, as notified by ERRA vide letter dated
29.08.2012.

The reply of the department is not cogent as ERRA Council had not framed rules in term of
ERRA Act 2011 for governing the regulations framed by the ERRA Board. Furth&®@AER
allowed facilities which are inconsistent with governnreités and regulations

Audit recommends that the ERRA Council may frame their rules for governing the
regulationsconsistentwith government rules, besides discontinuation of the fringe benefits
granted, which are inconsistent wittws, rules and regulations of the government.

2.4.2 Overpayment on Account of Pay

Finance Division vide OM No.F.4(9}8/2008499 dated 12.08.2008 introduced standard
pay package for the project staff directly recruiteddiewelopment project funded from PSDP.

Finance Division vide OM No. F.4 (20)®2008259 dated 27.9.2008 states that since the
contract employees are not regular employees, therefore, extension in their previous contract will
make them a fresh appointee ledicne whenever the contract is extended or revised.

The management of ERRA-eppointed officers alongwith increment in salary package
fixed at the time of initial appointme(®nnexureC).

Audit observed thatgy at extensiomas tobe fixed as for initial appointment instead of
pay with increments

Audit is of the opinion that payment of salary with increment ap@ointment stands
irregular.

The matter was reported to management on 22.07.2016.
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The management replied that ERRA laatbpted Standard Pay Package introduced vide
Finance Division OM dated 12.08.2008 amended from time to time. Further, the increments
granted were in line with Government order for PSDP funded employees.

The reply of the management is not satisfactofyiaance Division OM dated 27.09.2008
referred in the criteria clearly states that extension in contract will be fresh appointment.
Therefore, payvas tobe fixed accordingly.

Audit recommends that the management may workout the overpaid sum and get it
recovered besides stopping the irregular particle forthwith.

2.4.3 Irregular withdrawal of Allowances / Utility Charges - Rs 89.831 million

Cabinet Division Memorandum No-812013.Mirr| dated 14.06.2013 states that the Prime
Minister has approved the delinkingai® | i ¢ Af fair Wing from the
transferred it to the Parliament Affairs Division.

Cabinet Division videheir letter No. 413/2005Min-I dated 29.04.2014 informed that
ERRA has been established through Act as an autonomous/ body corporate. Hence ERRA is not
part of t he Pri me Mi ni ster 0s Oof fice. Howeve
administrativelyat t ached with the Prime Ministerds Offi
in the Schedukél and 111 of Rules of Business, 1973 being not under administrative control of any
Division of the Federal Secretariat.

Pr

ERRA paid an amount of Rs 89.831 naitlion account of PM Secretariat Allowance, Fuel
Charges, Utility charges and Mobile subsidy.

The details are as under:

(Amount in Rupees)

S.# Particular 2013.14 2014.15 Amount

1 PM Secretariat Allowance | 35,362,041 33,299,713 68,661,754
2 Fuel allowance 6,428,592 5,442,177 11,870,769
3 Water Charges 163,519 158,999 322,518
4 Electricity Charges 2,253,357 2,453,789 4,707,146
5 Gas Charges 617,921 717,490| 1,335,411
6 Mobile Subsidy 1,567,985/ 1,365,850 2,933,835

Total 46,393,415/ 43,438,018 89,831,433

Audit observed that ERRA management paid an amount of Rs 89.831 million after
nking from the Prime Ministerds Office.

Audit is of the opinion that payment of PM Secretariat Allowance, Fuel Charges, Utility
charges and Mobile subsidy Rs 89.831 millgter delinking stands irregular.

del i

The matter was reported to management on 22.07.2016.

The management repliethat the clarification provided by the Cabinet Division on
29.04.2014, do not indicate any change in the status of ERRA, nor it relates to pay package of
ERRA employees. Pay Packages of ERRA employees were initially approved by ERRA Council
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in its first meeting. As desired by the Prime Minister the Pay Package was also examined by the
Finance Division and their concurrence was conveyed vide DO letter No.F3/B)B5872

dated 17.12.2005. It is to mention that as per ERRA ordinance 2006 and ERRA a&RBAL,
Council and Board are competent to make all rules and regulations of ERRA. It is further added
that similar nature Para 2.3 of AR.2006/07 regarding provision of mobile subsidy has already been
settled by the PAC in its meeting held on 15.12.2008.

The reply is not satisfactory as ERRA was established as part of Prime Minister Secretariat
(Public). The wing was delinked vide Cabinet Division letter mentioned in the criteria. Further the
Finance Division letter quoted in the repdydated 17.12.200&nd before delinkingeRRA was
delinked in June, 2013.

Audit recommends that the irregular practice may be stopped immediately and
overpayment made be recovered under intimation to audit.

2.4.4 Irregular Appointment of Officers against Different Posts

Establisiment Division O.M. No. 10/4/6&.XIll, dated 3.6.1961 states that whenever any
Ministry/ Division, or any authority under them propose to employ a released/retired military
officer as a result of an application made to them direct (and not through ttstriviaiiDefence)
the Ministry of Defence should be consulted by the Ministry/Division etc. concerned before such
an officer is employed by them.

Further, the Finance Division vide its O.M. No. £ R-3/ 2008499 dated 12 August
2008 announced the &tdard Pay Package for officers/staff directly recruited for the execution of
Development Projects funded from PSDP from open market on contract basis subject to the
condition that this pay package shall not be admissible to those wheaanpl@yed/appoited on
contract after their retirement. They may be allowed pay and allowance, as per provisions of the
contract policy of the Establishment Division issued vide their O.M. No./R2095-R-2 dated
18" July 1996 as amended from time to time.

The managment of ERRA appointed retired/serving military servant.
Details are aAnnexureD.
Audit observed as under:

I.  The contract appointments after retirement from military were made in violation of
above instructions i.e. without consulting Ministry of Defence.
ii.  The officer at Serial No.02 (Director (AJK)) was appointed during LPR.
iii.  The officers appointed are being allowed lump sum pay package after retirement.

Audit is of the opinion thatoés these appoi
is violation ofthe contract policy and loss to government exchequer.

The matter was reported to management on 22.7.2016.

The management did not respond.
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Audit recommends that the irregular appointment without consultation of Ministry of
Defence may be probed into bdess allowing lump sum pay instead of pay and allowances as per
contract policy of Establishment Division. Further, excess payment, if any, may also be recovered.

2.4.5 Irregular Appointments of Contract Employees Despite Ban on AppointmentRRs
15124 million

Finance Division O.M. No.F.4(6)Exp-| / 2012 dated 27 July 2012 provides that there
shall be no recruitment on contract basis and against contingent posts“lely. 2012.

The management of ERRA made appointments of the officers on contracaftesit'
July 2012 on the lump sum salary.

The detail of officers appointed is as under:

(Amount in Rupees)

S. No. Name of Officers Designation Date of Monthly Total paid
Appointment Salary up to
30.06.2014
1 |Lt. Col. lbrar Ismail Dir. UD-KP | 05.09.2012 103,50C 2,173,50
2 |Col. (R) Amir Mohsin Adv. MIS 01.11.2012| 130,000upt  2,866,00
30.04.201
149,00(
3 |Col (R) Imtiaz Ahmad Civil Eng. 10.12.2012 115,00( 2,185,00
4  |Maj. (R) Shah Zaman Kha 25.02.2013 85,00¢ 1,360,00
5 |Atif Shoukat Khan Civil Eng. 25.02.2013 75,000 1,200,00
6 |Farukh Salim Khan Civil Eng. 01.03.2013 75,00( 1,200,00
7 |Lt. Col. TahirPervaiz Dar Civil Eng. 01.10.2012 115,00¢ 2,070,00
8 |Lt. Col. Muhammad ljaz Civil Eng. 19.09.2012 115,00C 2,070,00
Total 15,124,50

Audit observed that these appointments made during period of ban.

Audit is of the opinion that the appointment during the period of ban was gross violation.
The matter was reported to management on 22.7.2016.

The management did notspond.

Audit recommends that matter may be investigated to fix individual responsibility for
making these appointments during ban.

2.4.6 Irregular Expenditure on Appointment of Project Engineer and Associate Project
Engineer without Possessing Required ExperienceRs 1.670million

Minutes of Selection Committee for appointment of staff in RMBCDP Mansehra
provides qualification/experience for recruitment on the posts as under:

Post Qualification Experience

Project Engineer MSc Civil Engineering 03 Years
BSc Civil Engineering 05 Years

Associate Project Engineer BSc Civil 02 years
DAE Civil 05 years
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The Management of ERRA appointdtt. Muhammad Zeeshan as Project Engineer on
25.01.2012and Mr. Farhad Ali as Associate Project Engineer off J&nhuary2008in PMU
NBCDP Mansehra on contract basis.

Audit observed these officers did not have the required experience.

The details are as under:

Post Qualification Experience
Mr. Muhammad ZeeshaRroject Engineer | BSc Civil Engineering No Practical Experienc
Mr. FarhadAli, Associate Project Engineel BSc Civil 09 Months

Audit is of the opinion that appointment of Project Engineer and Associate Project
Engineer in violation of the approved criteria and resulted into irregular payment of Rs 1.020
million (Rs 60,000 x 17and Rs 650,000 (Rs 50,000 x 13 months) respectively.

The matter was pointed out to management on 22.7 @Ba6Geplied that:

i.  The selection of Mr. Farhad Ali Associate Project Engineer was carried out by the
Selection Committee on the basis gdrastigious institution from where he was qualified
i.e. NUST. Moreover, the individual top the interview.

ii.  Mr. Muhammad Zeeshan was alternate reserved candidates recommended by the Selection
Committee. Due to resignation of original candidate Mr. Zeeslaraywpointed as Project
Engineer with the approval of competent authority.

The selections of both the candidates were made by the notified Selection Committee
which is authorized to select most suitable candidates from the available choices at tre time,
deem appropriate.

The reply is not tenable as prescribed criteria was not observed and the experience was also
not as per the prescribed criteria.

Further, the prescribed criteria did not
toppers did notulfill the criteria, the management did not have the authority to appoint them.

Audit therefore, recommends that irregular expenditure on appointment without fulfilment
of approved criteria needs investigation and expenditure incurred may be recivoareitie
person(s) at fault.

2.4.7 Irregular Appointment of Non -technical Personnel at Engineering Posté Rs 9.20

million

Pakistan Engineering Council letter dated 30.01.2012 states that no person shall, unless
registered as an engineer or professional engihedt any post in an engineering organization
where he has to perform professional engineering work(s) under section 27(5A) of Pakistan
Engineering Council Act, 1976.

The management appointed officers against engineering posts.

The details are as under:
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(Amount in Rupees)

Date of Monthly

Name of Employee Designation Qualification appointment Pay Amount
Lt. Col (R) Ibrar Ismail D'reciﬁégggpy PD | Msc (Social Sciences)| 3 Sep. 2012 103,500 |4,140,00(
Assdt. Director (Building)
Mr. Muhammad Rashiq  / Associate Project B. Tech 2May 2012 | 57,500 |(2,530,00(
Engineer

Mr.Rahan Manzoor ASS‘; Director/Associatd o (omputer Science| 14 May 20121 57,500 |2,530,00(
roject Engineer

Total 9,200,00(

Audit observed that these officers were appointed without holding prescribed qualification
and registration with Pakistan Engineering Council

Audit is of the opinion that the appointment of the officers in violation of the above rule of
PEC and policy iaged by the Establishment Division vide their OM 862/ 2000R-3 dated 8
May 2000 is irregular and resulted into an unauthorized payment of Rs 9.200 million.

The matter was reported to management on 22.7.2016.

The management replied that appointrsemade are in accordance with the required
gualification as advertised in newspaper. The appointments are of semi technical / supervisory
nature and not exclusively engineering posts. ERRA is not entirely an engineering organization, but
it is constitutedo implement reconstruction and rehabilitation programs through interfacing with
government departments, donors/ sponsors and Consultants / Contractors etc. Civil Engineers
appointed in ERRA are registered with Pakistan Engineering council. In this c¢otitext
individuals appointed under question are not required to be registered with PEC.

The reply is not tenable as posts pointed out in the Para related to Works Projects and the
officers mainly concerned with the supisory, monitoring role and netechncal appointees
could not supervise as they did not possess the prescribed criteria for selection

Audit recommends that responsibility may be fixed for irregular appointment besides
recovery effected from persons at fault.
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Chapter 3: Issues ofSignificant Nature (High Risk)
3.1 Non-Disclosure OfFixed Assets

Para 21 of ERRAOG s photidenthatERRANshall frepare reodthly e
accounts as well as statement of assets and liabditiesally

GFR-155 states thaa reliable list, inventoryr account of all stores in the custody of
Government officers should be maintained in a form prescribed by competent authority to enable a
ready verification of stores and check of accounts at any time and transactions must be recorded in
it as they occu

Paral3.4.1.2of NAM provides thathe information required to be kept on the Fixed
Assets Register for each asset besides other requirement also contain asset identification number.

The consolidated Annual Financial Statements of the ERRA from-@860Y 201415 are
silent about the assets and liabilities.

Audit observed thatmatter regarding nodisclosure of assets and liabilitiesas
highlighted to the management in financial attest and regulatory &indtand agaibut the same
were not disclosd to date.

Audit is of the opinion that en-disclosure of assetsiay lead tomisappropriation and
embezzlement of Government and donor funds

The matter was pointed out to management on 22.07.2016.

The management in its repiated 07.10.201¢tatedthe accor ding t o par a
Accounting Procedure, ERRA has to prepare Statement of Assets and Liabilities on annual basis
instead of disclosure in Annual Financial Statement of ERRA. For Compliance, proper Fixed
Assets Registers are being maintaingdiifferent wings of ERRA & same are produced to audit
team during certification of ERRAG6s Account s

The reply is not acceptable as ERRA has to prepare statement of Assets and Liabilities
which needs to be disclosed in annual FinancialeBtentBesides no consolidated fixed asset
registers were produced to audit.

Audit recommendshat statement of Assets and Liabilities be prepared since@ard
disclosed in Annual Financial StatemenBesides the matter may be investigated and
respnsibility may be fixed.
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3.2 Non-Production of Recordfor Asset Management

Para 14 (2) and (3) of AGP Ordinance 2001 stateshbatifficer incharge of any office or
department shall afford all facilities and provide record for audit inspection and covtply
requests for information in as complete a form as possible and with all reasonable expedition.
Further ay person or authority hindering the auditorial functions of the Auditor General regarding
inspection of accounts shall be subject to disciplinaction under relevant Efficiency and
Discipline Rules, applicable to such person.

The management did not provide the record/information pertainigpeécial Study on
Assets Managemebesides meetings/ requisitions.

Non-provision of record related to ass€Tangible & Intangible) raised serious doubts.
This impliesthat ERRA is constantly concealing the recbiriformation of assets

The matter was pointed out to managemer®207.2016.
No reply of the management was received.

Audit recommends thanatter needs to be probed/investigated regardingpnmrision
and concealment of record pertaining to assets besides fixing responsibility against person at fault.
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3.3 Issues related to Taxes
3.3.1 Non-deposit of Income Tax into Government Treasuryi Rs 1703285million

Section 16Mf Income Tax Ordinance 20@itovidesthat any tax that has been collected
or purported to be collected or deducted or purported to be deducted or deducted or collected,
collected, or purported to be deducted or collected shakigeto the Commissioner by the person
making the collection or deduction within the time anchimthanner as may be prescribed.

Section 161 (bpf Income Tax Ordinance 20Qdrovides thatWhere a person having
collected tax or deducted tax fails to pag tax to the Commissioner as required under section
160, the person shall be personally liable to pay the amount of tax to the Commissioner.

The managemermeducted an amount of Rs703285 million from different contractors
as detailed under

(Rs in milion)

Name of Entity Total

SERRA 361.538
Deputy Director Reconstruction, Shangla 1.236
SFD/IDB, Abbottabad 47.632
SFD&KF AJK (0s27) 133.325
Muzaffarabad City Development Project up to 31.01.2016 723.230
Bagh City Development Project up3d.01.2016 338.910
Rawalakot City Development Project 97.414

Total 1,703.285

Audit observed that these amounts hawtbeendeposited into Government treasury
Audit is of the opinion thadue to nordeposit of income tax:

i.  Revenueof Government oRs 1703285million has beemeduced
ii.  Liability of the same amount has been generated by ERRA
iii.  There was misuse of authority

The matter was pointed out to management on 22.07.2016
No reply of the management was received.

Audit recommendthat hecase may be referred to tax authorities for further proceeding as
per income tax rules. The authority should immediately deposit the deducted amount into treasury.

3.3.2 Non-deduction of Income taxi Rs41.847million

Section 16{1)(a) of Income TaxOrdinance 200provides where a person fails to collect
tax or deduct tax from a payment, the person shall be personally liable to pay the amount of tax
to the Commissioner.

A. The management of ERRA made payments to the tune of Rs 418.228 million for the
lag four years

(Rs in million)
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S. No. Audit Report Para No. Amount of tax
1 201213 3.2.6 11.688
2 201314 2.4.8 13.746
3 201415 3.2.42 11.761
Total 37.195

B. EEAP transport paid an amount of Rs 77.537 million to a contractoBiM/skat Khan
& Co during the year 20145 as mobilization advance

Audit observed that in a number of cases income tax was not deducted/ deposited by
different offices.

Audit is of the opinion that en-deduction of income tax was undue favour to the
contractors which caused a loss of at least Rs 37.195 million to Government exchequer.

The matter was pointed out to management on 22.07.2016.
The managemeim its reply dated 19.10.201%08.12.2016 stateds regard:

(A)  The same para was raised in AR 20Rand the management requested to delete
the para from special audit.

(B) The income tax was deducted from contractor as per actual work done and
subsequently deposited into Govt. Treasury of income tax, AJK through aregse.

The actual work dne on both the packages was 3®317 million and an amount of

Rs 35.659 million was de as income tax against this BS.906 million was deducted.
Income Tax on both packages was calculated on actual work done amount asgaedst
procedure of Income Tax Ordinance 2001 which is correct and legitimate. However, any
shortfall in deductions will be recovered from final bill of N@B. which is in process.

The reply of managemeirt the first cases not tenable as the mattersidll outstanding
because no remedial action has been taken by the management so far.

The reply of the departmeint second cases alsonot acceptable as the department did
not deduct the income tax on mobilization advance which was required to beededtithe
time of payment.

Audit recommends that recovery of income tax amounting to Rs 41.847 million
(37.195+4.652) may be made immediately and deposited into Government Treasury under
intimation to Audit.Further, areview of all payments should be nedlly internal audit ERRA to
ensure that all due taxes have been deduBtesides disciplinary action may be taken against
person (s) responsible for ndeduction of income tax.

38 Page



Special Audit of ERRA: 2003015

3.4 Issues related to Consultancy

In order to carry out the reconstruction amdhabilitation of the @eas affected by the
earthquakeERRA decided to engage the Consultants to provide engineering and consultancy
services forcivil work projects in earthquake affected areas of AJK & KP. To support the
reconstruction activities of BRA, initially a general consultancy contract was made by ERRA
with the National Engineering Services Pakistan (NESPAK). In addition to NESPAK, ERRA
also hired the services of other consultancy firms for specialized projects i.e. M/s The Architect,
M/s ECIL, M/s ACE Arts, M/s Engineering Associates, M/s SAMPAK, M/s PEPAC etc. to
provide consultancy services in different projects of transport, power, health and education
sectors.

3.4.1 Irregular award and extension of consultancy contract to Mé NESPAK on single
source basisand payment of Rs 3,380.985 million

Rule 2 (f) of PPRA 2004states thafic or r upt and fraudul ent
offering, giving, receiving, or soliciting of anything of value to influence the action of a public
official or the supplier or contractor in the procurement process or in contract execution to the
detriment of the procuring agencies; or misrepresentation of facts in order to influence a
procurement process or the execution of a contract, collusive practices among bidders (prior to or
after bid submission) designed to establish bid prices at artificialcoropetitive levels and to
deprive the procuring agencies of the benefits of free and open competition and any request for, or
solicitation of anything of value by any public official in the rsriof the exercise of his duty.

A contract for Consultancy 88ces was signed on the 26.04.2006 between ERRA and
M/s NESPAK for providing General Consultancy Services to ERRA for Reconstruction and
Rehabilitation of Earthquake Affected Areas.

Audit observedhat

I.  Transparency International raised allegations ba award of Consultancy
Contract by ERRA to NESPAK in violation of Public Procurement Rule 2004. The
allegation was accepted by ERRA, by saying that M/s NESPAK was awarded the
Consultancy Contract for the Reconstruction works under the provision of
Emergery in the PPR 2004. Secondly it was stated by ERRA vide its letter No.
1(1)/2006/Proel/ERRA (NESPAK) dated 10.09.2009 that this is a Time based
Contract for a specific time period which is-tgqpApril 2011.

ii.  The contract remained extending through modiioces in the terms and conditions
of contract and signing amendments No. 1, 2, 3 & 4 on 09.05.2008, 14.05.2009,
18.03.2011 and 01.07.2011 respectively. The contract price for the services under
amendment No. 4 is Rs 2,212.5 million and its expiry dateexi@nded for another
36 months from its effective date.

ili. In addition to General Consultancy contract NESPAK was also awarded

consultancy contract for construction 309 middle schools of EEAP education as
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well as Kuwait Funded Colleges AJK on single sourcsishédERRA paid an
amount of Rs 3,380.985 million to NESPAK on account of Consultancy charges
upto 3f' December 2015.

Audit holdsthatthe award of contract and its further extension has not only negated the
ERRA version that contract awarded to NESPAKsamgle source basiss time based but also
deprived the Government exchequer of benefits of open competition.

The matter was pointed out to managemer2z07.2016.

The managemerih its reply dated 19.10.201€ated that the same para was raised in
Special Consultancy Audit repditr the year 20134 and requested to delete the para from
special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken by the management so far.

Audit recommended that an independent inquiry may be held with a view to fix
responsibility on the person(s) at fault for depriving the ERRA of the benefits of free and open
competition.

3.4.2 Sub-letting of projects by the contractors

Section5 of ERRA Act 201Jprovides thaERRA may perform the function and will take
steps for monitoring and evaluation of the approved projects, programs and schemes.

FIDIC/PEC bidding documentsovides thathe contractor shall not stdontract or assign
whole or any part of worktany contractor without prior approval. Further The Engineer shall
obtain the specific approval of the Employer before consenting to tHetsaly of any part of the
whole work.

A contract for Consultancy Services was signed on the 26.04.2006 betwieéraBR M/s
NESPAK for providing General Consultancy Services to ERRA for Reconstruction and
Rehabilitation of Earthquake Affected Areas.

Audit observed thaNESPAK in its progress report for the momstiof October 2014 to
September 2015 wasfoundthat E SPAK has repeatedly pointed ol
has no official documentation available regarding-letiting of works, but it is a known fact
which has affected the progress. Even in case of Urban Development works in AJK, the Chinese
Contractors ave unofficially sublet the projects to local parties who have no understanding of
wor king on projects with Design Build Concept

Audit holds that thistate of affairs depisthat despite ERRAavinga large numbeof
field staffin M& E wing and NESPAK at their disposebuld not ensure compliance regarding the
subletting of works.

The matter was pointed out to manageme2207.2016.
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No reply of the management was received.

Audit is of the view that suletting of work negates ghphilosophy of ERRA to award the
contract to high profile contractors having expertise in delivering quality services. This further
entails that the primary contractor engaged himself in commission business rather than actual job
assigned to him and deped the Government from achieving the desired progress in terms of cost
and quality.

Audit recommends the matter may be investigated and the responsibility may be fixed on
the person (s) responsible.

3.4.3 Overpayment due to incorrect measurement by NESPAK Rs 2.732million

Para 209(d) of CPWA codprovides thatit is mandatory upon the person taking the
measurement to record the quantities clearly and accurately. The measurement taken in connection
with a running contract on which work has been previously medshe is further responsible for
reference to the last set of measurement.

Amendmen# to the consultancy contract dated 11.07.2011 between ERRA and NESPAK
provides thathe following rates were agreed for payment to the consultant (NESPAK) for the
supenvsion / design vetting:

S. No. Projects Rates of payment of project cost
1 GoP/GDSP 4.5%
2 Kuwait Funded Colleges 4.5%
3 Design and price negotiation services 2%
4 Design vetting for city development works 1.5%
5 Design vetting for sponsors/ donoosftsource consultants 0.75%

NESPAK measured / verified quantities of civil works against different items on the basis
of which an amount of Rs 60.706 million was paid to the contractors.

Similarly, an amount of Rs 2.732 million was overpaid to NESPAKcwhesulted due to
excess measurement of works. The detail is given below:

(Rs in million)

Entity/ Project PDP Amount paid to | Amount paid Total overpaid
No. contractors to NESPAK amount
MCDP (201314) 607 4.786 0.215 5.001
MCDP (201314) 609 5.209 0.234 5.443
MCDP (201314) 614 24.362 1.096 25.458
NHA (201415) 665 2.249 0.101 2.350
XEN, PWD Buildings, 679 1.079 0.049 1.128
Neelum (201415)
XEN, PWD Buildings, 719 0.239 0.011 0.250
Bagh (201415)
MCDP (201415) 784 9.933 0.447 10.380
MCDP (201415) 786 10.735 0.483 11.218
SFD&KF 201415) 727 2.114 0.095 2.209
60.706 2.732 63.438
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Audit observed that the measured / verified quantities were later on reduced / deducted in
subsequent IPCef the contractar Recording negative quantities in theeasurement sheets
revealed that initially certain quantities were recorded in the measurement sheets on hypothetical
basis instead of actual measurements. This hypothetic measurement recoatiagisne led to
payment oRs 63.438 million (Rs 60.706 todltonractors + Rs 2.732 to NESPAK).

Audit further observedthat this hypothetic measurement recordingcimenism led to
overpayments both to Contactor as well as, NESPRi€ overpayment made to contractor was
adjusted inthe subsequent IPCs, wheretumd measurements were recorded. Howevbg
overpaymerd made to NESPAK on the basis loypotheti@al measurementecorded in earlier
IPCs werenot shown aadjusted in future payments of consultancy charges.

Audit is of theopinion thatAudit could not veify the adjustment of consultancy charges on
account of actual reduced claims paid subsequently.

Audit is also of the opinion thahis is a common practice which is against the contract
clauses and measurement procedamasit is evident that the measmments recorded in the
measurement sheets are not trustworthinéio.

The matter was pointed out to managemer@2x07.2016.
No reply of the management was received.

Audit recommends matter may be investigatedetermine the financial impact of undue
benefit given to the contractors and consultant besides exploring the aspects how payments were
regulated through such a vague measurement record and responsibility be fixed against persons at
fault.

3.4.4 Irregular payment of consultancy contracts without PGI - Rs 3,533.074 million

Section 4.25, 4.26 and 4.27 of Manual for development projed®anhing Commission
Minor Schemesgrovides thatrrespective of sector, estimated to costags 1.00 million should
be prepeed on the proforma contained in AnnexlirePreparation of the project on the #C
proforma is the pivotal phase of the project cycle. The maxim ‘well begun is half done' is most
appropriate for completing this phase. The Sponsoring Agency should be ajivgve itself
adequate time to prepare a project. The time taken in the examination of a project would be in
inverse proportion to the time taken in its preparation. Thanks to the effort, the project would in
fact lend itself to smoother and speediepliementation. A hurriedly prepared project, on the
contrary, would run a difficult course throughout the project period and be afflicted with time and
cost overrun and may ultimately prove to be coupteductive. The PZ should be supported
with a feadbility study, survey and investigation and market survey report etc.

General consultancy contrastas awarded to Vs NESPAK for the design workand
supervision of ERR projects. The management incurred expenditure & &833.074 million

Audit observed thzexpenditure of R8,533.074 milliorwithout any approved RC.
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Audit holds that in contravention tfe guidelines of planning commission, the award and
execution of contracts and incurrence of expenditure is irregular.

The matter was pointed out to nagement on 227.2016

The managemernh its reply dated 19.10.201€ated that the same para was raised in
Special Consultancy Audit repoior the year 20134 and requested to delete the para from
special audit.

The reply of management is not tenabk the matter is still outstanding because no
remedial action has been taken by the management so far.

Audit recommends that the matter may be investigated and responsibility may be fixed on
the person(s) responsible.

3.4.5 Irregular payment to Consultant without completion of work Rs 74.846 million and
overpayment of Rs. 25.820 million

ERRA made a contract for Engineering Consultancy Services for Universitydt Add
Government Girls Postgraduate College, Muzaffarabad (Saudi Fund) with Architects M/s Habib
Fida Ali, Mushtaq and Bilal Karachi. The total price of the contract was 2.70% of the financial
construction cost of proje¢50% forplanning and designing 50% for construction supervision
The cost of contract was calculated as Rs 85.142 million bastie @stimated cost of the project
i.e. Rs 42.571 million for planning and design and Rs 42.571 million for construction supervision.
The contract award cost was tentative and was to be worked out and revised on final completion of
the project.

The contact costof projects was worked out as R$744.157 million accordingly
consultancy contracostwas revised to Rs 155.092 million (2.7% of total cost)

Thedetaik are as under:

(Rs in million)

Actual payment Excess
Consultant Scheme Invoice No. |madefor planning Payment to be made
) amount
and design
M/s The AJK University, Cahtta1,2,3,4 & 1,2,3 42,571,46 42,571,46 -
Architect Class Campy528 25,820,05 - 25,820,05¢
Government Girl
Postgraduate Colleg
Muzaffarabad
Total 68,391,51 42,571,46 25,820,05¢
Audit observedhat

I. The revision of consultancy cost was done at initial stage, whereas; the same was to be
revised at the time of completion. The consultant did not provide the construction
drawings of waste water treatment plant, water treatment plant/ sedimentationdank an
landscaping. Construction drawing of Kashmir Studies provided by the Designer was
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not workable. Whereas; the Construction Drawings of workshop, overhead water tank,
auditorium, Law Department, Hostel entrance steps and ramp, main entrance gate, ring
road parking area, storm water drain, external sewerage, external electrical &
Telephone system, boundary wall and electrical/ plumbing related to building needs
either revision or were without details.

The Chief Engineer PMIU for SFD&KF approached tdomsut a nQerdtral Design
Office Muzaffarabad vide letter No. SFD&KF/CE/2#08/2015 dated 01.04.2015 for
resolving design issues of university

The Central Design Office Muzaffarabad vide letter No. CE/CDO/13832015 dated
09.04.2015 demanded initially additional cost of Rs 1.500 million to remove the
above defects in thdesigns.

Audit is of the opinion that:

I.  The additional payment of Rs 25.280 million was irregular.
ii.  The payment was made to consultant without completion of work.
iii. ERRA had to beaadditional financial burden due to negligence of consultant.

The matter was pointed out to managemer@2x07.2016.

The management in its reply dated 19.1026fi8ed that the same para was raised in
Special Consultancy Audit report for the year 2Q#3and requested to delete the para from
special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken by the management.

Audit recommends that the matter may be inquired and resporysihdiy be fixed for
irregular revision of contract cost at the start of the project besides overpaid amount made to
consultant as well payment made to the Central Design Office, AJK may also be recovered.
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3.5 Contract Management
3.5.1 Infructuous expenditure onfabrication of girders - Rs 5.646 million

GFR-10 states thaevery public servant is expected to exercise the same vigilance in
respect of expenditure from public money, as a person of ordinary prudence would exercise in
respect of expenditure from his owroney.

The management paid an amount of Rs 5.646 million to the M/s Mumtaz Constfation
on account of manufacturing of 8 Nos., 32 met €
Road vide IPQNo. 48.

Audit observed that subsequerithe design of bridge was changed and span of the bridge
was reduced from 32m to 16m. So, the already manufactured girders worth Rs 5.646 million
became surplus/ useless.

Audit is of the opinion thatinplanned/ iltplanned manufacturingf girders resulteihto
wasteful expenditure of Rs 5.646 million.

The matter was pointed out to management 08722016

The managemein its reply dated 19.10.20XK8ated that the same para was raised in AR
2014-15 and requested to delete the para from special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken by the management so far.

Audit recommends that the matter be investigated to fix the individual responsibility and
make good the loss frothe defaulter(s).

3.5.2 Non-Renewal of Performance Securities Rs 294.951 million

Clausel0.1 and 10.2 of General Conditions of Contrstetes thathe contractor shall
provide the employer a performance security within 28 days after the receipt of letter of
acceptance. The security shall be valid until the contractor has executed and completed the works
and remedied any defects therein in accordance with the contract or till the issuance of defects
liability certificate.

The management of ERRAId notto obtain valid performance securities from the
contractors.

Audit observed that performance securities of the contracts as detalledexureE were
expired and required to be renewed. The performance securities etrer renewed by the
contractorshor encashed by the respective departments.

Audit holds that no-renewal of performance securitiwas undue favour to contractor and
violation of contract agreement.

The matter was pointed out to managemer@207.2016.
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No reply of the management waseived.

Audit recommends action may be taken against the responsible feremewal of
performance securities-time or taking action for encashmemtder intimation to Audit.

3.5.3 Payment in-spite of expired guarantees Rs 41.7@ million

Clausel0.1 and10.2 of General Conditions of Contrastates thathe contractor shall
provide the employer a performance security within 28 days after the receipt of letter of
acceptance. The security shall be valid until the contractor has executed and completekisthe wo
and remedied any defects therein in accordance with the contract or till the issuance of defects
liability certificate.

The management made payments amounting to Rs 41.768 milliltifet@nt contractors
during 201415.

Audit observed that performansecurities as mentioned in Annexdréadexpired

Audit holds that payment to contractors without obtegmenewed performance securities
was irregularandundue favour to the contractors was extended

The matter was pointed out to managemer2207.2016.
No reply of the management was received.

Audit recommends that the practice may be stopped forthwith besides matter may also be
inquired and fix responsibility against person at fault for making payment to contractors without
obtaining renewegerformance securities

3.5.4 Wasteful expenditure on earthwork due to termination of contractsi Rs 55.647
million
Para 10 (ii) of GFR Val provides thathe expenditure should not be prima facie more than

the occasion demandBurther,Para 11 of GFR Vel states that each head of the department is
responsible for enforcing financial order and strict economy at every step.

According to ERRA Transport Strategy, Sr .
structures in the earthquake affected areas will bk-backbetter and upgraded to ensure
i mproved and unhindered communicationo.

Deputy Director Reconstruction (PERRA) Mansehra terminated six contracts of roads
during January 2014 in addition three other contracts were recommended for termination due to
stoppage of work/ poor performance of contractors. An amount of Rs 55.647 million was paid to
contractors on account of excavation of maximum earthwork against BOQ

Thedetaik as under:
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(Rs in million)

Contract Earthwork
S.No. Name of Road Name of contractor BOQ Amount
Cost .
Amount Paid

1 |Jareed Bazar to Nakkian Road Raja Naik Muhammad & Co. 37.719 6.60 4578
2 |Kaith Serash Dandar Road M/s Kala Dhaka Const: Co. 21.151 7.71 6.523
3 |Palm Galikhabbal Road 2.5Km  |M/s Pakhal Construction 10.065 4.46 4.369
4 |Paras to Suan Road 8 Km M/s Wali Muhammad & Co. 50.165 6.600 1.745
5 |Garhi Habibullah Buraj Road 3 KmM/s Babar & Co. 21.305 13.96 12.860
6 |Mangli Mittikot Road (6 Km) M/s Haroon & Brothers 31.366 12.75 8.115
7 |Galli Gada Road (4 Km) M/s Mubarrak Rehman & Co 26.055 8.872 6.24
8 |Afzalabad Chiria Raod 4 Km M/s Babar & Co. 26.694 6.963 4.320
9 |Chattar Balimang Road 5 Km M/s Haroon & Co. 30.991 8.179 6.897

Total 55.647

Audit observed thathe earthwork was executed on pick and choose bagslationby
setting aside the work schedule.

Audit is of the view thatlue to execution of earthwork alqrtbe interest of state was
compromised as earthwork executed could only be protected wigh allied components like
subbase, base and asphalt.

Audit holds that the entire payment on account of earthwadk wastefulas these roads
were planned for carpeting and rexecution of such work caused loss to Government exchequer.

The matter was pioted out to management on @2.2016
No reply of the management was received.

Audit recommends that the matter may be investigated to fix responsibility on the
person(s) at fault and recovery be effected under intimation to audit.

3.5.5 Loss due totermination of contract without forfeiture of performance guarantee and
re-award without risk and cost of defaulting contractor - Rs 4.234 million

Clause49.40f General conditions of the Contract statesitnatise of default on the part of
contractor, lhe employer shall be entitled to employ and pay other persons to carry out the work
which was liable to do by contractor at his own and then all cost shall be recovered from the
contractor.

Deputy Director Reconstruction (PERRA) Mansehra terminated theactof M/s Mian
Arifullah Jan & Co for construction of GMS Gul Dheri (KF8B) vide letter 20834/ dated 6th
August 2013 due to stoppage of work by contractor. The contract was awarded for bid cost of
Rs 14.490 million during March 2010 and Rs 8.580ion were paid to the contractor against
65% physical progress.

Audit observed that:

The performance guarantee for Rs 1.449 million was not forfeited.
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The scheme was retendered for balance work and was awarded to M/s Ghulam Sadiq,
Government contractdor Rs 8.704 million on 15th April 2014

The details are under

(Rs in million)

Original Work done on Balar:;;;:'fl)t?g left by Cost of new| Loss due to |[Amount of Performance| Total
contract termination 9 contract | termination |Guarantee not forfeited| loss
cost contractor
14.49( 8.58( 5.910 8.700 2.794 1.449 4.243

Audit is of the opinion thathie contract was required to be awarded at risk and cost of
previous contractor which was not done. Thus Governmdiatred loss of Rs 4.24illion.

The matter was pointed out to managemer2z07.2016.
No reply of the management was received.

Audit recommends that loss may be recovered from defaulting contractor besides

investigation for nofforfeiture of performance guarantee maycheried out under intimation to
audit.

3.5.6 Wasteful expendituredue to nonaward of terminated contractsi Rs 9.378 million

Clause 63.1 of General Condition of the Contract (G&@)es thathe employer may,
after giving 14 days éinatedhe encploymend of theh@ontr@ctomand a c t ¢
may himself complete the Works or may employ any other contractor to complete the Works,
provided further that in addition to the action taken by the Employer against the Contractor under
this Clause, the Employemay also refer the case of default of the contractor to Pakistan
Engineering Council (PEC) for punitive action.

The managememérminatedhe contractslue to slow progress of work.

The physical and financial progress of the contract as shown iprélggess report of
NESPAK is as under:

(Rs in millions)

Formation | Package|Contractor| Data of Name of |Contract|Expenditure|Termination | Physical
Name No. Name award of facility Cost incurred date Progress
contract
PWD Bagh 11 M/s 27.08.2007, 35.719 2.223 21.09.2011| 11%
Shoukat
Khan & Co
PWD 11 M/s Raja | 16.05.2009 Adaptive 4.891 1.649 05.05.2014| 88%
Muzaffarabad Ali Umar Research Un
Ghari Dupatta
Agronomy 0.466 26%
Research Far
Ghari Dupatta
PWD H-8 |M/s Raje - BHU Harialg 23.57¢ 5.040 05.05.2014 35%
Muzaffarabad Jaber & Co Kalmanja
9.378
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completed / reawarded to any other contractor at the riskcé@st of the defaulter contractors.

Further, the departments also did not refer the case of default of the contractors to Pakistan

Engineering Council for punitive action as provided under clauseod&dndition of Contract.

Audit holds that due to necompletion of work, the payments made to the contractors have

gone waste and also resulted into loss to the Government exchequer.

The matter was pointed out to managemer2z07.2016.

No reply of the management was received.

Audit recommends that the raming works may be completed fawvarded at the risk &

cost of the defaulter contractors to avoid loss of expenditure already incurred on these projects.

3.5.7 Irregular payment on accountof price adjustmenti Rs27.075million

Para A2 of PakistatEn gi neer i ng

Counci |

0s

standar d

in March 2009 and adopted by ERRA vide letter No. 1(64) / IA/ ERRA | EAAW 6200910 /

592 dated 28 April 2011 provides thatfi T h e
contracts having contract price exceeding financial limit of PEC Contractors Registration
t i -Bn@ategony attthie timee ©f. awaldlofe

Category G5 a's

amended

Contracts was Rs 30 million.

The following contracts were awardeddifferent contractors and payment there against

price

from

was made for R&7.075 million as price adjustment.

The cktails areasunder:

adjust ment heshall

(Rs in million)

S. No Name of Department | Package Name of Contractor Date of Cost of Price
No. Award Contract | Adjustment
Paid
1 |XEN Building/|H-68 M/s Haider& Co 04.02.2010 29.311 3.648
Reconstruction DiyBagh
2 --do-- 327 M/s Technocrat 09.03.2010 16.628 0.811
3 |XEN PWD Buildings, Md |[Edu19 |Abbaseen Associates 27.246 6.441
4 --do-- 67-A M/s. Raja Saqib Majeed 9.656 0.855
5 --do-- Edu266 |M/s. Shoukat Ali Turk 8.926 0.904
6 |XEN PWD Buildings, 4.701
Neelum

7 --do-- 109A M/s Kh. Ghulam Lasani 26.01.2010 6.404 0.553
8 --do-- 109B M/s Karamat Ali Gilani 15.01.2010 9.218 1.367
9 --do-- 152 M/s EjazQasim 14.022011 4.590 0.205
10 --do-- 296 M/s Asad Brothers 30.06.2011 7.095 0.677
11 --do-- 302A M/s Sardar Muhammad Yousa| 23.06.2011 17.439 1.994
12 --do-- 82-G M/s Haji Abdul Qayum 01.07.2010 13132 0.715
13 --do-- 297 M/s Sh. Abdrr Rasheed 01.07.2010 23527 1.179
14 --do-- 314 M/s Sardar Muhammad Yousa| 24.06.2010 18.493 0.687
15 --do-- 292 M/s Vertex Business System | 30.06.2011 9.448 1.908
16 --do-- 34 M/s Oak Leaf 30.06.2010 20.362 0.430

27.075

49 Page

pro

m



Special Audit of ERRA: 2003015

Audit observed thahe limit of G5 Category at the time of award of Contract was Rs 30
million.

Audit is of the opinion thatie payment of price adjustment was undue as all the contracts
were below the prescribed threshold.

The matter was pointed out to managemer22072016.

No reply of the management was received.

Audit recommends that th@ice adjustmemot due may be recovered
3.5.8 Inadmissible payment on account ofrice adjustmenti Rs 478.002million

Clause 13.8 of Particular Conidih of Contract (PCC) Agreemestates that therice
adjustmentshall not be applicable. The conditions also stipulate that PCC shall modify or
supplement the General Condition of Contract. Whenever there is a conflict the provisions of PCC
shall prevail over those in GCC.

Themanagement the contractor was paid price adjustment.
The details are as under:

(Rs in million)

S. Contract Project Name Contractor Price Adjustment paid
No. No.
1 ICB-| Muzaffrabad Athmugam Road | M/s Xinjaing 428.412
: Beixin-Matracon (JV)
Tain Cross-Dhirkot Road M/s Frontier Works 49.59
2. ICB-3 N
Organization
Total 478.002

Audit is of the opinion that price adjustment was paid without provision in contract
agreement.

The matter was pointed out to managemer®207.2016.
No reply ofthe management was received.

Audit recommends that the amount paid to the contractors beyond contractual obligation
be recovered.

3.5.9 Undue payment of retention money Rs 49.410 million

Clause 48 of the Contract Agreemstdtes that thevithheld retention money was payable
in two installments 50% on the issuance of Taking over Certificate (TOC) and 50% on the
satisfaction completion of maintenance period.

NHA, the executing agencyetained a sum of Rs 49.410 million against contracts of
Alpuri-Basham (Lot | to V) awarded to M/s A&M Company and M/s Muhammad Iréhad
Company. Early release was made through Amendgémthe Contract Agreement dated"24
November 2011 whicimter alia provides that retention money may be released sutgette
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production of Bank Guarantees for the equivalent amount. Accordingly bank guarantees were
obtained prior to making payment of retention money to the contractors.

Audit observed thahe said bank guarantees were released without waiting for coompleti
of the project and satisfactory completion of maintenance period.

Audit is of the opinion that undue favor was extended to the contractor.
The matter was pointed out to managemer2z07.2016.

Themanagement stated that the same para was raised2018R.4 and the management
requested to delete the para from special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken by the management.

Audit recommendgthat the matter may be vastigated to fix responsibility on the
person(s) at fault for releasing retention money or bank guarantees.

3.5.10 Loss due to norobtaining of comprehensive insurance coverRs 16.033 million

Clause 13.1 of General Conditions of Contract (GCC) providedtibatontractor shall
provide insurance cover from the start date to the end of the defect liability period, for loss or
damage to the works, plant, and material, equipment, property in connection with the contract and
Personal injury or death.

The manageme of EEAP (T&C) Muzaffarabad lodged insurance claim Rs 16.033 for
damage of the work done by M/s Design & Engineering System (JV). The insurance company
refused to honor the claims on the plea that losses occurred durirgugigt 2010 were not
covereaunder policy.

Audit observed thahe contract was already terminated and department had no security in
hand for such lapses. The left over work waawarded to M/s HAKAS who claimed Rs 6.437
million for reinstatement of existing surface (base/ sub hatbebase course material) for which
Rs 28.464 million were paid to M/s Design & Engineering System (JV).

Audit is of the opinion thatie refusal by insurance company regarding claim of Rs 16.033
million resulted into loss to the government regarding dpemaf works left by M/s Design &
Engineering System (JV).

The matter was pointed out to managemer2207.2016.

The management stated that tlaens para was raised in AR 2018 and requested to
delete the para from special audiport

The reply ofmanagement is not tenable as the matter is still outstanding because no
remedial action has been taken by the management.

Audit recommends that responsibility may be fixed against the person (s) at fault. The
amount of RsL6.033million may be recoverettom concerned and deposited into Government
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Treasury The Contractor at fault may also be black listed.
3.5.11 Loss due to nonimposition of liquidated damages Rs2,504.100 million

General Conditions of the respective Contracts state that the liquidateadges upto
maximum 10% of contract price for delay in completion of work will be imposed.

ERRA and its line departments awarded different works to the various contractors with
specificperiod for completion of work.

Audit observed thate contractors add not complete the work within stipulated period.

Audit is of the opinion thataording to relevant clauses of bidding documecdsitract
agreements, LD was required to be imposed and recovered from the contractors which were not
done.

Audit holds that nonimposition of liquidated damages is undue financial benefit extended
to the contractors and resulted loss to Government. The detail of projects pointed out by audit is
givenat AnnexureG.

The matter was pointed out to managemer2207.2016.

In the reply dated 19.10.2016 thmnagement stated that tteere para was raised in AR
201115and the management requested to delete the para from special audit.

The reply of management is not tenable as the matter is still outstandingsdeta
remedial action has been taken by the management.

Audit recommends that responsibility may be fixed for -moposition of liquidated
damages and recovery mayrbade from concerned contractors under intimation to Audit.

3.5.12 Overpayment to the contracor - Rs 15.113 million

The substituted Technical Specifications item No. 701.1 provides that the Contractor shall
provide and maintain at his own expense surveying instrument/ equipment as well as survey team
to be used for conducting the necessary sumw@k in connection with checking or establishing
l'ine, |l evel, control and quantification of di

As per variation orders dated 30.06.26fLléontract NCB04-A, an amount of R$0,000
was provided for 40 No. of pipes at a cost oflf&0 each foritem No.SIMI 6 A Pr ovi di ng
fixing drainage pipe in bridge deck (150 mm d

The management paah amount of Rs 14.195 million to the contractor vide pay item No.
SP701a and Sp701b in"20PC for West Bank Bypss Project, Muzaffarabad (Packdye

The management paid Rs 1.020 million @ I¥g000per pipe in another caseofptract
NCB-04-A Lohar Bella Bridge)

Audit observed a under:

I.  The payment made was not covered under the contract as the responsibility for
52Page



Special Audit of ERRA: 2003015

the said work was totally shifted to the contractor at his own cost.
ii.  The agreed rate was misinterpreted &sRs15000instead of Rs 1,500 per
pipewas paid Rs150007 Rs1,500=Rs13,500 x 68 NQ.

Audit is of the opinion thathie contract® wereoverpaidRs 15.113million(Rs 14.195
million + Rs918,000.

The matter was pointed out to managemer2z07.2016.

No reply of the management was received.

Audit recommendsecoveringthe entire amount from the contrac@oncerned
3.5.13 Loss to state dudo sub-standard work i Rs 122.193 million

Clause 201.3.1 dkechnicalspecification VollA of contractagreemenprovides,where
the required thickness of Sub Base is more than 15cm, the aggregate shall be spread and
compacted in two or more layer of appimately equal thickness, but in any case the maximum
compacted thickness of one layer shall not exceed 15cm. all subsequent layers shall be spread and
compacted in a similar manner. As per clause 202.3tkeabinicalspecification Votll A of
contract agreement,spreading andcompaction ofaggregatebase course shall conform in all
respect to the requirements specified under this heading in Item No. 2@aSeailf201.3.1).

XEN Highways Division, Bagh paid an amount of Rs 61.355 million to the contradtor v
Bill No. 02videl PC No . 16 of MAReconstruction &iaRehabi
Shujaabad RoadPackage2 o

Thedetaik are as under:

(Amount in Rs)

Item No. Description Unit Quantity Rate Amount
201 Granular Sub Base cu.m 20,173.00 1,525 30,763,825
202 Aggregate Base cu.m 15,219.55 2,010 30,591,296
Total 61,355,121

Audit observed thate contractor spread and compacted the sub base and base in a single
layer of 25 cm and 20 cm thick respectively

Audit is of the opinion that this waagainst the technical specifications, whereas the
compaction was required to be done in two equal layers of 12.5 cm and 10 cm of each layer
respectivelyThis would lead to erosion of all layers in a short period regurework before the
life of the project is complete.

Audit holds that due to neobservance of technical specifications, the contractor executed
substandard work which is total wastage of financial resources of Rs 122.193 million
(Rs 61,355,21 + Rs 60,838,094 for Prime Coat & Wearing Course).

The matter was pointed out to managemer?207.2016.

No reply of the management was received.
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Audit recommends that a third party inquiry may be conducted to probe the matter fix the
responsibilityon the person(s) at fault for execution of stidndard work and making the payment
in contravention to laid down specifications.

3.5.14 Irregular purchase/execution of worki Rs 17.476 million

Clause 52.1 of the PCC provides that if the contract does not camairates or prices
applicable to the extra or additional work, then suitable rates or prices applicable, based so far as
may be reasonable on the contract rate and prices, shall be agreed, after due consultation with the
employer, by the Engineer withelContractor. Failing such agreement, the Engineer shall fix such
rates and prices as are, in his opinion, appropriate.

Rule 12(1) of PPRA, 2004 states that if the value of goods/ services exceeds Rs 100,000;
open bidding system may be adopted.

SFD&KF, Muzaffarabad awarded a contract for Package No. 2 to M/s Kingcrete Builders
(Pvt.) Ltd. on 3rd March 2010 at a total cost of Rs 199.973 million. The date for completion of
contract was 15th May 2011.

A Variation Order No. 1 amounting to Rs 17.476 million \wpproved on 8 April 2013.
Audit observed as under:

i.  The variation order was not based on material/ labour standards and the provisions
for indirect cost.
ii. Market rates of the same were not ascertained by obtaining the competitive
quotations. Th&ngineer did not consult the Employer while approving the rates.
iii.  Most of the items were included in the drawings but were not included in the BOQ.

Audit holds that this act of management was against the contractual obligations, which
implies that the condtant, while making the BOQ, deliberately omitted the items from the BOQ
to benefit the contractor.

The matter was pointed out to management on 22.07.2016.
No reply of the management was received.

Audit recommends that matter may be investigated throughndependent inquiry
committee to ascertain how such a huge quantum of work was kept outside the bidding process,
determine the competitiveness of the rates allowed, work out the differential cost impact and make
good the same from the defaulter(s).

3.5.15 Unjustified expenditure on enhancement of road work under the guise of damages
due toraini Rs 41.774 million

GFR-10 states that every publgervant is expected to exercise the same vigilance in
respect of expenditure from public money, as a person of oydpradence would exercise in
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respect of expenditure from his own money.

Section 6(e) ofEarthquake Reconstruction and Rehabilitation Authority Act, 2011
provides thathe Authority may approve individual projects, programs and schemes, within the
scope othe approved umbrella program.

The contract cost of Pathéali via Riali Road was enhanced to Rs 65.544 million from
Rs 24.300 million upon recommendation of Deputy Director Reconstruction Abbottatead
Chief Engineer (EQAA) Abbottabad letter No. 14I/8A dated 15th May 2013.

Deputy Director Reconstruction Abbottabad awarded a contract for reconstruction of
PatherGali via Riali Road to M/s Zahir Shah & Bros on 25th November 2008 at cost of Rs 24.300
million. Work was commenced on 5th January 2009waasl required to be completed tgp4th
January 2011. An amount of Rs 67.774 million was paith 30th June 2014 for reconstruction of
said Road (8 Km) but the contractor could not complete the work in stipulated time.

Audit observed as under

I.  The contractor could only manage to execute work of Rs 18.580 million
(physical progress 55 %) till original date of completion i®&Jdnuary 2011.

i. Extension for one year was granted till"l.May 2012 without observing
contract clause 44 which intalia demands that it should be on specific
grounds.

iii.  The contract cost was enhanced from Rs 24.300 milli&s5.546 million on
29" April 2013 as the consultant M/s NESPAKappropriated the BOQ of the
road for damages caused by heavy rains.

Audit holds that the managementappropriated the project cost by regrouping the
variations. Prima facie it was a case of enhancement of scope of work in three fold approx. It is
incomprehensible that damage work/ cost can never exceed from the avigiiki@lost. But in the
instant case, the damage work merely due to rain cause has been enhanced from Rs 24.300 million
to Rs 65.546 million which is not understood.

Audit is of the opinion thathis resulted into unjustified expenditure of Rs 41.774 mmillio
(Rs 67,773,847 Rs 24,300,000No detail of damages caused by rains was provided.

The matter was pointed out to managemer®207.2016.
No reply of the management was received.

Audit recommends that unjustified expenditure due to enhancement aatanay be got
investigated to fix responsibility on the person(s) at fault besides effecting recovery.
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3.5.16 Unjustified payment due to irregular appointment of adjudicator / arbitrators -
Rs 67.357 million

Clause 23.1 of contract asgment (NCB4) statesthat the appointing authority for
adjudicator shall be Chairman of Pakistan Engineering Council (PEC). The Adjudicator shall be
appointed at the time of issuance of letter of acceptance.

Clause 24.1 states thathe contractor believes that the decisadrProject Manager was
wrongly taken should be referred to the Adjudicator within 14 days of notification of decision who
shall give a decision within 28 days.

Clause 24.3 states thaither party may refer decision of Adjudicator to an Arbitrator
within 28 days of the Adjudicator decision.

Clause 24.4tates thaany dispute between employer and contractor shall be referred to the
Arbitrator in accordance with laws of employer country.

The management pasth amount of Rs 67.357 million to the contractoconsequence of
Arbitratorso6 decision as detailed bel ow:

Award# 1 Revised rate for ARandom stone mason
per Cu.m by Mr. Abdul Majid Khan resulted into overpayment of Rs 5.105
million (AnnexureH).

Award #2  Engineer Syed Muhammagchalid issued on 04.07.2015 as under:
i. Payment of LD imposed by the consultant/employer Rs 27.537 million
ii.  Payment otlaim for Rs 34.715 million to contractor

Audit observed tharbitrator/adjudicator was appointed by ERRA instead of PEC and the
procesdgor dispute resolution as prescribed in contract clauses was also not observed.

Audit is of the opinion that undue favour was extended to the contractor.
The matter was pointed out to audit on 22.07.2016.
The management in its repdyated 08.12.2018takd that:

i. In case of award No.1, Mr. Abdul Majid Khan was appointed as arbitrator by
Honbéabl e High Court Mzd with consent
both the parties in six claims and issued award dated Nov. 14, 2012.

ii.  The clause No. ii & iii ofclaim No. 1 of contractor were rejected by the
arbitrator except clause (i) interest on delay payment under contractor clause
GCC 40.1 if applicable.

iii.  The arbitrator rejected claim No. 2, 4, 5, 6 of the contractor Rs 101.703 million
except claim No. 03 enhaement in rate of stone masonry Rs 496 per cum
given in favor of contractor.

iv.  The relevant copies of award along with the decision of court is attached.
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v. The case pertaining to award No. 02 of Rs 34.715 million is subjudice before
Additional Distt. Judgévizd for making rule of court.

vi. In case of award No. 1, the employer got save Govt. money of Rs 101.703
million and the case of award No. 2 is subjudice in the court which would be
decided to further proceed on the decision of the court.

The reply was not @epted as theatumentary evidence in support of replgre not
furnishedto audit.

Audit recommends that the case is fit to be probed by a third party with a view to
unearthing reasons for providing such benefit to contractor and initiating approgotaie
against person for nesbservance of contract procedure while recovering payment of Rs 67.357
million (Rs 27.537 million + Rs 34.715 million + Rs 5.105 million).

3.5.17 Excesspayment on accountof provisional sumin contracti Rs28.80 million

Clause 36.D0f Introduction to Bidding (ITB) provides thduring evaluation of price bids,
the employer shall correct arithmetical errors on the following basis:

a) where there are errors between the total of the amounts given under the column for
the price breakdow and the amourgiven under the total price, the former shall
prevail and the latter will be corrected accordingly;

b) where there are errors between the total of the amounts of schedule Nos.01to 04 and
the amount given in schedule No.5 (Grand Summasy¥darmer shall prevail and
the latter will be corrected accordingly; and

(c) if there is a discrepancy between words and figures, the amount in words shall
prevail, unless the amount expressed in words in related to mathematical error, in
which case thamount in figures shall prevail subject to a and b above

The bidding documents as well as contract agreement provides that the amount of
provisional sum was Rs 3.2 million.

M/s WinthropMeridian quotedheir bid price Rs 553563 million including provisional
sum (i.e.Rs550.363 million bid value+ Rs 3.20 million as provisional sum) for construction of
schools

Audit observed that whilgreparing the bid evaluation report the employer took the
provisionalsumas Rs32.00 million instead of Rs 3.2 million.

Audit is of the opinion thathe employer has increased the rate of provisional lsym
Rs28.80 million (Rs 32.00 millioii Rs3.2 million) claiming it as arithmetical.

Audit holds thatmcrease in quoted contract costdwpsional sum without assigning any
reason isunjustified.

The matter was pointed out to managemer2207.2016.
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Themanagement stated that the same para was rai&tR project audit report for the
year 201213 and the management requested to ddlet para from special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken by the management.

Audit recommends that matter may be investigated through an independent inquiry
committee tdix the responsibility on perss) at fault
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3.6  Procurement
3.6.1 Irregular/ un -authorized purchase of Daewoo busRs 6.625 million

Finance Division O.M. No: F.7 (2) xIV/2011 dated 17th August 20&tatesthat fit her e
will be a ban on purchase of physical assets including all types of vehicles. Ban on purchase of
vehicles wildl al so be applicable to devel opme

The austerity measures notified vide Oddted 17th August 2011 were continued for the
financial year 20123 vide cabinetmeeting held on 1st June, 2012

ERRA paid an amount of Rs 6.625 million to M/s Daewoo Pak Motors (Pvt.) Ltd., Karachi
for the procurement of Daewoo Bus (62+1seats) vide ehBiqu7183571 dated 21une 2013out
of the PCI Capacity Building (Institutional Strengthening).

Audit observe thathie purchase of bus despite ban on the purchase of vehicles was
violation of the Governmernstructions.

Audit is of the view that thenon-adherence of Government instructions resulted into
irregular expenditure.

The matter was pointed out to managemer@2x07.2016.

The management stated that thenegrara was raised in AR 2013 and requested to
delete the para from special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken by the management.

Audit recommends that the matter may be got regularized from competent forum.
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3.7 Misappropriation of trees
3.7.1 Non-deposit ofsale proceeds of trees into Government treasury

Para26 of Accounting Procedure of ERRs#ates thathe receipts, if any, generated by the
Authority shall be the receipts of the Government and shall be deposited in the Government
Treasury.

GFR-10 states thaevery public servant is expected to exercise the same vigilance in
respect of expenditure from public money, as a person of ordinary prudence would exercise in
respect of expenditure from his own money.

ERRA paid an amount of Rs 8.5 million on account of cutting of trees from different
projectsas detailed at Annexuile

Audit observed thathe sale proceeds of trees wereuisgg to be deposited into
Governmentreasury. Audit has observed in tB2 quotedinstancesat annexurenot once wee
sale proceeds of these trees brought on record or any record

Audit is of the opiniorthat the sale proceeds of trees were not deposited into Government
treasury and the chances of misappropriation of the timber obtained cannot be ruled out.

The mattewas pointed out to management2th07.2016.

The management stated tha¢ ttame para was raised in AR 2a0@Pand requested to
delete the para from special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedal action has been taken by the management as no record of deposit of sale proceeds into the
government treasury was made available.

Audit recommends that the matter may be investigated and sale proceeds of trees be
deposited into government treasury.

60jPage



Special Audit of ERRA: 2003015

Chapter4- Performance of Key Sectors:

4.1 Transport Sector

The objectives of ERRA transport strategy is to rehabilitate & reconstruct all roads &
structures damaged or destroyed due to the Earthquake, to upgrade the roads & structures to higher
standards if tb investment is economically feasible and to restore/strengthen the capacity of
relevant government departments, agencies & institutions by providing them staff, equipment and
training for smooth execution of projects

Budget Estimates

The total tentative Udget required for the rehabilitation and reconstruction of transport
sector affected areas had been estimated as Rs 27,483.14 million.

Achievement and Targets

Earthquake Reconstruction and Rehabilitation Auditory (ERRA) launched 232 projects in
transportand communication sector for the purpose of reconstruction and rehabilitation of road
and bridges in AJ&K and KP.

The transport and communication projeetere required to be executed and completed
mainly through three funding sources i.e. Governmenakisfan (GOP), Donors and Sponsors as
detailed below:

Total Under Tendering &
Projects | Completed | %age | construction | %age | Designing stage | %age
GOP 43 23 54 19 44 1 2
Donors 136 101 74 32 24 3 2
Sponsors 53 53 100 0 - 0 -
Grand
Total 232 177 76 51 22 4 2
Source: ERRA Reconstructing Monitor (ERM), Accessed on 22.02.2016
The above tabl e i1 ndi c atompletethlogdts istdhandthe ogr e s

progr ess oomplefepmjacts alO@Bosvhereas the progress of GOP funded projects is
only 54%. The status of the GOP funded projects is very alarming that even after ten years the
progress is only 54%.

41.1
4111

Audit Paras

Payment of Rs 992.372 million in excess of approved R€and Splitting of PC-I
amounting to Rs2,077.57Imillion

Para 14(2of ERRA Operation Manugbrovides thathe board may approve a project
costing upto 500 million. If the cost of thpeoject is more than RSO0 million theBoard may
recommend it to ECNEC for approval.

The PAC vide letter No.F.10(1)/200PPAC has conveyed their serious reservation
regarding splitting of work to bring it under the financial powers of lower approvingrytand
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has directed that such practice will be dealt with severly and officers involved will be held
responsible by the PAC.

EEAP AJK divided the work of construction of Muzaffarab&thugam 76 Km road
intofive PClIs. The cost of the P& was Rs 2,077.571 million and got approved from State
Steering Committee / ERRBoardvide notifications dated 23.03.2008 and 05.04.200&work
was advertised for International Competitive Bidding as a single contract and was awarded to M/s
Xinjaing Beixin-Matracon (JV) for a cost of 5054 million.

The detail of PAs is as under:

(Rs. In million)

S.No. PC-I Cost
1 Rehabilitation andReconstruction of Muzaffarabadthmugam Road in AJK Km 00+00 t 420.496

' Km15+00 (15Km) '
> Rehabilitation and Reconstruction of Muzaffarabathmugam Road in AJK Km 15+00 t 245.968

' Km24+00 (9Km) '
3 Rehabilitation and Reconstruction of MuzaffarabathmugamRoad in AJK Km 24+00 tg 392 195

' Km36+00 (12Km) '
4 Rehabilitation and Reconstruction of Muzaffarabathmugam Road in AJK Km 36+00 t 337.448

' Km45+00 (9Km) '
5 Rehabilitation and Reconstruction of Muzaffarab&thmugam Road in AJK Km 45+00t 498.130

' Km76.606 +0Q31.606Km) '
6. Construction of bridges Muzaffarabathmagam road Packagiet 1: 120.307
7. Construction of bridges Muzaffarabathmagam road Packagiet 2: 133.027
Total 2077.571

Audit observed as under:

i.  An amount of Rs 3,069.94@illion was paid to the contractor upto Closing
Payment Certificate (CPC) against the approvedsP@ Rs 2,077.571 million.
ii.  The work was split into small portion to avoid the approval of higher authorities.
iii.  The work was advertised and awarded as a soayl&gact

Audit is of the opinion thathis resulted into payment of R92.372 million over and
above the approved co$he amount is 47% above the approvediR@d the approval of ECNEC
was avoided by splitting the Work.

The matter was pointed outeanagement on 22.7.2016

The management stated that the same para was raised in AR281@ the management
requested to delete the para from special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial atton has been taken by the management.

Audit recommends that the approval of ECNEC be obtained besides fixing the
responsibility.
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4.1.1.2 Payment on account of substandard work Rs 25.760 million

Clause 4.1 of the contract agreement provides that the contisdwbrexecute and
compl ete the works in accordance with the con
remedy any defects in the works.

An amount of Rs25.760 milliowas paid to M/s XinjaingBeixin Matracon (JV) fora
guantity of 5284.416 @.m @ Rs4874.80/@.mfor item No. \L6A (Plum Concrete

Audit observed that the contractor used 40% stone instead of 30% in plum concrete as
provided in the contract.

Audit is of the opinion that due to use of excess stone than the specified ratio, the
maragement allowed payment of-dalued rate due to poor quality of work for 70% (Rs 4,874.80
per Cu.m) of the agreed rate instead of 100% rate (Rs 6,964 per Cu.m).

Audit is also of the opinion th#te employer (EEAP) has accepted a substandard work by
redudng the rates to 70% and the consultant has also not properly supervised the worknat site
doing so they have exposed the structure to risk of collapse and endangered the lives and property
of the commuters

The matter was pointed out to management2i.2016

The management stated that the same para was raised in AR281@ the management
requested to delete the para from special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial action has beésken by the management.

Audit therefore recommends that the matter needs to be probed into and quality may be
ensured instead of compromising on substandard work.
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A sample of projects was selected for scrutiny during special audit. The observations
raised by audit are placed below. These projects included the following:

1 NCB-04 & NCB-04A Construction of 05 Bridges in District Bagh AJK
1 Kund Banna Road Distri&attagram

4.1.2 NCB-04 & NCB-04A Construction of 05 Bridges in District Bagh AJK

The project contais the Reconstruction of five major bridges on various roads of Bagh
District which were completely damaged by the earthquake 2005. The bridges are to be
reconstructed in reinforced cement concrete supported on concreteCpilelSEngineer EEAP
awarded the contract for rehabilitation & reconstruction of five bridges in District Bagh, AJ&K to
M/s Shaukat Khan & Co. (NGB & 4A) on 15.08.2008 at a cost of Rs 560.496 million (Rs
269.769 million + 290.727 million) against a #€ost of Rs 346.421 million. The contract was to
be completed within 12 months (14.08.2009). Thel R@s revised to Rs 497.00 million with the
approval of ERRA Board on 30.12.2010.

4.1.2.1 Wasteful expenditure due to defective work Rs 147.830 million

Clause 31.%% 33.2 of contract agreement (N&BA) states thathe Project Manager (PM)
shall <check t he c othacontractorofradyelectatbhat dee tladradd everyt i f y
time notice of a defect is given, thentrador shall correct the notifiedediect within the length of
time specified by the Project Managerds notic

Para 02 & 04 of TORs to Consultancy Agreement of M/s ECIL stipulates that the
consultant will prepare a detailed implementation schedule covering all stages of implementation
process beach component from field survey and investigations to acceptance of finished work. In
addition, the consultants wil!/| be responsi bl e
the conditions of the construction contracts, and to provide dagya@ahtract administration,
construction supervision, and quality assurance. The consultant will be responsible for supervising
al | construction worKks. As AThe Engineero tl
contracts and ensure that the contraktlauses for both quality and quantity of work are observed
and the works are constructed in accordance with provisions of the construction contracts.

The management of EEAP paid an amount of Rs 147.830 Million on account of
construction of.ohar BellaBridge

Audit observed as under:

i. The Deputy Director General / Chief Engineer EEAP reported to the Chief
Resident Engineer (EEAP) and to the contractor vide letter dated 09.12.2014 that
the abutments and piles of the bridgereseverelypbeendamaged andoncrete of
the piles has been disintegrated and washediftertthe flood. Resultantly, the
bridge posed a high risk to the traffic.
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ii. Due to severdamages of abutments and piles of bridge the whole expenditure of
Rs 147.830 million has been wasted.

iii.  The concrete mix ratio was compromised which was an apparent cause of these
damages.

Audit is of the opinion that defective material was used and the exchequer was put to loss.
The matter was pointed owt the management on 22.07.2016.

The management its reply stated thahe repair work was got rectified by the contractor
as per design provided by consultant M/S ECIL for repair work of piles and thereafter a committee
was constituted by employer on the request of CRE EEAP AJK for joint inspectide.oflse
committee visited the site on 24.06.2015 and furnished his report for further necessary action. The
(Defect Liability Period)DLP certificate was issued by CRE under contract clause 54.1 for the
completion of defective work. The defect liabilityeroficate is issued to contractor after
rectification and completion of defective works under contract clause 52.1 & 54.1.

The reply is not acceptable as the severe damages to abutments and piles of the bridge have
resulted into compromised quality of abruction of bridge and danger to t@mmunityutilizing
the bridge. Further no documentary evidence in support of reply is provided

Audit recommends that a detailed third party inquiry be conducted for fixing responsibility
and make good the loss causedtate

4.1.2.2 lrregular award of new work through variation order - Rs 99.566 million

Para 11(3) (b) of ERRA Operational Manual states that the ERRA Board may approve a
project costing upto Rs 500 million. If the cost of the project is more than Rs 500nmilie
Board may recommend it to ECNEC for approval.

Para 9.2 of Guidelines for Project Management provides that during the implementation of
project, if it is felt that there will be major change in the scope of work or increase in the approved
cost by more than 15%, then the project has to be reviseduanutted for approval by the
competent authority.

Management of ERRA paid an amount of B58.182nillion on account of work done.
Audit observed as under:

i.  The management of EEAP preparedHGr construction of 05 bridges located in
District Bagh, AJ&Kand got approved from the ERRA Board on 05.04.2008 for
Rs 346.621 million which was afterward revised to the cost of Rs 497.00 million
during Board meeting held on 30.12.2010.

ii.  However, during execution of work it was noticed that approach roads hasnot be
included in the initial Pd.
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iii. Separate P@ of Rs 99.566 million prepared and got approved from the (District
Reconstruction Advisory Committee) DRAC, Bagh in its meeting held on
05.03.2011.

iv.  The work was awarded to the same contractor through var@tiens.

Audit is of view that

I.  The main component of the project has not been envisaged at the time of planning.
ii.  The Management had no authority to award new work through variationtorder
thesame contractor
iii.  This has been deliberatedpne to avoicdipproval of competeriorum.

The matter was pointed out to the management on 22.07.2016.

The management in its repbjated 08.12.2016tated that both contracts N&€Band
NCB-4A were awarded to contractor after concurrence of donor i.e. ADB. The workaaged
at site with approved revised PiCof major works and the RCof approaches. The approved cost
of both PC1 was (497+99F Rs 596 million. There was a chance of enhancement in the rates
already given in original contract in case of tendering. Wbk on approaches was executed by
the same contractor under contract clause 37.1 through variation order duly approved by the
competent authority to meet the additional quantities. The increasing cost percentage of variation
order for NCB4 is 6.56% anddr NCB-4A is 4.57% than original contract cost. The overall work
is within both PC1 and such was made with concurrence of ADB.

The reply of the management is not acceptable as approach road is a part and parcel of the
main project which was required te lenvisaged at the time of preparation of initiatHlPChe
management while revising the R€xcluded the approach road portion to avoid the approval of
the higher forum.

Audit holds that the approval of the competent forum may be oltam¢he costfdoth
PG s hasbeen exceeded from Rs. 500 millimnRs.596 million

4.1.2.3 Unauthorized payment on ercution of items not provided in the contract
agreement- Rs 50.073 million

Clause 37.1 of General Camidns of Contracstates thaall variations shall be included in
updated programs produced by the contractor. In accordance with above clause, Variation Orders
(Revised BOQ) dated 30June2011 containing certain quantitiegas got approved from the
competent authority for contrasiCB 4&4-A.

Management of EEAP pamh amount of Rs 50.073 million

Audit observed that management of EEAP paid above mentioned aomactount of
execution of items which were not provided in BOQ as well as in Variation QralengxureJ).

Audit is of the view that payment against the items in excess or without provision in BOQ
(contract agreement) / Revised B@Qnauthorzed.
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The matter was pointed out to the management 8hipg/2016.

The management in its reply datdti Becember 2016 stated that variations were paid in
final bills and closing payment certificate of N&Band NCB4A, the quantities and the rates were
made as per contract agreement as below:

1. The variation in rates and the quantities not mentioned in atigontract were got
approved through variation orders.

2. Some of the quantities not provided in revised BOQ were paid on the basis of rates
agreed in the initial contract.

3. There was some variation in the quantities of the final bill as compared to thedrevi
BOQ for which the rates were either available in original contract or subsequently got
approved in final variation order.

4. The Additional District Court Mzd endorsed the award for the enhancement in the rates
of Stone Masonry @ 496Per Cu.M againshte Ar bi trator 6s deci si o
Rs 2.7 million was paid to contractor up td“2BC for the contract NCBA (Two
Major Bridges)

The reply of the management is not acceptable as the said work amounting to Rs 50.073
million was not included in th&0Q as well as in the Variation Order (revised BOQ). The
contractor executed the work over and above the revised BOQ without any approval.

Audit recommends that the irregularity may be regularized ff@rcompetent authority.

4.1.2.4 Issue of prematurecompletion certificate without actual completion and a loss
due to nonrimposition of liquidated damages charges Rs 30.496 million

Clause 2.2 of General Condition of Contract (N@B), if sectional completion is
specified in the PCC, references in the GG8Ehe works, the completion date, and the intended
completion date apply to any section of the works (other than references to the completion date and
intended completion date for the whole of the works). Further, clause 2.2 of Particular Condition
of the Contracstipulates thasectional completion is not applicab@dause 46.1 of GCC read with
PCC states thdhe contractor shall pay liquidated damages for the whole of works equal to 0.1%
of the contract price per day upto maximum amount of 10% dfrtakcontract price.

Management of ERRA paid Rs. 256,550,187 on account of work done to the contractor.

Audit observed that @htractor failed to complete the wovkithin extended period for
completion of contract.e. 15.112013 However, M&E wi ng of ERRA desi gn:
Engineer o issued c¢28.620201é showng commetian dateias 201022018 n
The joint inspection report issued o#.@62015 revealed that the work pointed out in punch list
was still not complete / unvéiable, as list of remaining work include major component of bridge
such as approach road of 600 meters (costing Rs 7.492 million), cutting retaining walls and cross
drainage structure amounting to Rs 25.00 million.
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Audit is of the opinion that manageme@hfERRA has issued completion certificate against
the incomplete work to give favour to contractor to save him from imposition of liquidated
damages.

The matter was pointed out to the managemen®ddi’2016.

The management in its reptiated 8.12016 statedthat the completion certificate was
issued to contractor w.e30.92013. The work indicated in the punch list was rectified/completed
by the contractor within extended time period of DLP. The DLP committee visited the site on
24.6.2015 and furnigd its report. The payment of approach road (cutting, retaining, wall and
cross drainage structures) Rs 22.943 million after rebate is made to the contractor as per executed
work duly checked and verified by the Projdtanagefthe Engineer in final kil

The reply of the management is not acceptable as the completion certificagsweason
28.022014 showing the date of completion &0®2013 whereas as per DLP certificate dated
07.072015 the date of completion of project is showas28.022014. Ths shows that contractor
could not complete the work within the extended period 8.112013. Therefore, the completion
certificate issued 0B8.02.2014tating the work stand completed2M09.2013vas a favor to the
contractor to save him from the Léharges.

Audit recommends that L.D amounting to Rs 30.496 million (i.e. equal to 10% of the final
contract price of Rs 304.959 million) may be imposed and recovered from the cortesades a
detailed third party inquiry beonducted for fixing responsibility

4.1.2.5 Irregular waiver off liquidated damagesi Rs 27.537 million

There is no provision for Dispute Resolving Committee. Revised &Cthe project
Rehabilitation andreconstruction of 5 major bridges in District Bagh eages revised date of
completion up to 30June2011.

Management of ERRA made paymenRs 558.182nillion on account of work done for
contract of NCB4.

Audit observed as under:

i. Record showed that the contractor could not complete the work within the
approved time.
ii.  The consultant M/s EClwasimposed LD amounting of Rs 27.537 million under
clause 46.1 of the contract on"28ay 2013.
iiji. Subsequently the services of the consu
Resolving Committ e b wavedaof thecliquidatad damagese d wh
by extending the time completion upto™Recember 2011.

Audit is of the opinion thatie waiving of of LD was irregular on the following grounds:

i.  There was no provision for Dispute Resolving Committee thereforedtsidn
is not covered in contract.
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ii.  The extension of time upto 30.06.2011 was stipulated in the revise¢dliHE
approved by the ERRA Board.
iii.  Therefore, extension of time by the lower authority was unjustified.

The matter was pointed out to the manageroar2Z?® July 2016.

The management in its repiiated & December 2016tated that the LD was imposed by
the Project Manger in final bill of NGB of the contractor in April 2013 and accordingly the bill
was passed by the client in minus status amourtonBs ¢42.736) including penal sum of
Rs 27.537 million which was subsequently recovered from the same contractdf iPQ3of
NCB-4A as per Govt. laws. The arbitration award was issued by the arbitrat8daty42015 for
paymentof Rs 34.714million to contractor including waiving of LD. At present this award is in
court of |l aw i.e. fuzAfthcbatoi of noarl pDiosctereidcitn gJsu dugned e
Hence, the métr issubjudice before court.

The matter isub judicethe decisia of the court may be intimated to audit.
4.1.2.6 Doubtful expenditure on account of incomplete work- Rs 25.00 million

Clause 15.1 of General conditions of contistetes thathte contractor shall construct and
install the works in accordance witte specification and drawings

Management of ERRA has paid Rs. 25.00 million to the contractdd@B-4A Lohar
Bela Bridge

Audit observed thatsaper punch list of project NGBA Lohar Bela Bridge, prepared by
the Deputy Director M&E/XEN EEAP Cell SERA issued on 28February2014, certain work
have not been completed.

Audit further observed thdhe inspection report issued by the joint inspection committee
constituted by the employethe bllowing major works out of the punch list, were not
competed/rectified by the contractor:

i.  Stone masonry wall near approach slab (right bank) side of the bridge

i. Payment of Rs 25 million against cutting, retaining wall and cross
drainage structure.

Audit is of the view that the above mentioned work and payisatoubtful.
The matter was pointed out to the management 8higg/ 2016.

The management in its reptated & December 2016tated that the stone masonry wall
near approach slab left bank is completed and the right bank wall was not requirecsiss per
conditions and approved in \®@and till this IPC, no payment of right bank wall has been made.
The executed quantities approach road (Bill No. 2) arehecked and verified by the Project
Manager in the final bill Rs 22.943 million after rebates.
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The reply of the management is not acceptable because as per punch list stone masonry
wall near approach slab (right bank) was required to be constructed. However, no documentary
evidence in support of reply has been provided to audit. Further, nothingeeasproduced
regarding work of Rs 25 millian

Audit recommends that matter may be investigated and intimate the factual position with
documentary evidence.

4.1.2.7 Irregular finalization of accounts without completion of work - Rs 7.528 million

Clause 15.1 of autract agreemerstates thathe contractor shall construct and install the
works in accordance with specification and drawings.

Further, clause 52.1 of the contract agreement stipulates that contractor should request to
issue completion certificate of warThe Project Manager shall do so upon deciding the work is
completed.

Management of ERRA paid an amount of Rs. 7.528 million to the contfactdCB-4.

Audit observed thathe management issued completion certificate and Defect Liability
Certificate(DLC) for NCB-4 to the contractor w.e.f. $08eptember 2013. Accordingly 24nd
final bill was prepared which turned into minus. This final account showed that the component of
approach road of contract of Malvani and Khawaja Rathnoi bridges amounting to Rs 7.528
million were not executed.

Audit is of the opinion thathe finalization of work without its completion as per BOQ
and specifications was irregulaHowever, retention money was released to the contractor
without observing the forfeiture against the liability.

The matter was pointed out to the management Bhig 2016

The management in its reply datétiBecember 2016 statetatthe payment was made
to contractor as per the quantities <checked
approved scope of work. The approaches of both bridges were constructed esigreadd site
requirement on both bridges at present are fully complete and operational. As per contract the
provision of cost Rs 4.910 million was available to meet with the expenditure of approach roads
of both bridges. The said cost Rs 4.910 millioonglwith the increasing cost has been made to
contractor by Athe Engineero under contract c
requirements. The completion and DLP certificates were issued to contractor by the Project
Manger under contractauise 52.1 and 54.1.

Reply of the management is not acceptaslghe final bill didnot indicate execution of
approach roads. Further, no documen&asigenceregarding construction of approach roadss
provided with the reply.
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Audit recommends that ntat may be investigated to fix responsibility on the pgigon
at fault for release of retention money and issuance of completion certificate agzonsplete
works. The results of the investigation may also be intimated to Audit.

4.1.2.8 Loss due to inadmissibé payment of secured advanceRs 7.046 million

Clause 48.2 of General Condition of Contract read with clause 48.10of Particular Condition
of the Contract (NCB)4 & 04A) stipulates thathe contractor is to use the advance payment only
to pay for equipment, plant, material, and mobilization expenses required specifically for
execution of the contract. The contractor shall demonstrate that advance payment has been used in
this way by suplying copies of the invoices or other documents to the project Manager. The
advance payments shall be 15% of the accepted contract price and shall be paid to the contractor
nat later than 15 days of the signing of the contract agreement against an uanahdiank
guarantee.

Management of ERRA has paid an amounRsef613.763 millioron account of secured
advance.

Audit observed thathe management also paid an amoun®Rasf 77.537 millionas 15%
advance. In addition Rs 77.537 million the contrachas compensated through secured
advances of Rs 613.763 million against material at site, over and above the contract provision.

Audit is of the opinion that there was no provisiorsefured advancés the contract.
The matter was pointed out to the managernar22® July 2016.

The management in its reply datéliBecember 2016 statetatthe payment of secured
advance was made to contractor as per the quantitesethack d ver i fi ed by t}
Manager o in payment cer ti f ihas bder dilized Tnhseccessfalx i mu n
completion of the project without wastage of time and lapse of ADB funds.

The reply of thananagemenis not acceptable because the secured advance was paid to
the contractor over and above the contract provésiém amount of Rs 558.182 million was
paid to the contractor against the actual work done cost shown in final bill ofAN&®I Pre
final bill of NCB-4A (i.e. Rs 257.771 million + Rs 300.411 million respectively) which is less
than the amount of secured advahgeRs 55.581 million which indicates that undue favour was
extended to the contractor on cost of public exchequer.

Audit recommends that matter may be investigated at higher level aresfignsibility
for extension of undue favor to the contractor belydhe contractual provisionBesides
recovery of Rs 7.046 million (Annexut€) from the contractor on account of interest (6%) on
undue paymentsiay bemade.
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4.1.2.9 Overpayment dueto application of higher ratesi Rs 5.589 million

EEAP letter dated 1L June 201istates thathe quantities mentioned in BOQ were
revised and contractor was asked to complete the work at already quoted rates, which he agreed
to perform.

Management of ERRA paid an amount of Rs. 5.589 million to the contractor.

Audit observed that guantity of 571 Cu.m foritem®N. 401a (111 ) -3diconcr
el evatedo was pr ov iofdehdr BelaBridge) whictowas afteamd seVisedB O Q
to 885 Cu.m through variation orders at the same cost vide abfereed letier. However, in
prefinal bill the quantity of 571 Cu.nwas paid @ Rs11,50@er Cu.mwhereas quantity of
402.554 Cu.mwas paid @ Rs 25,38per Cu.mas per revised rates by the Chief Engineer
(employer) which resulted into excess paynariRs 5.589 millim (Rs 25,385 Rs 11,500 = Rs
13,885 x 402.554 Cu.m)

Audit is of the opinion that when the contractor had initially agreed to complete the work
on same rates, the payment through variation order on higher rates was irregular

The matter was pointed out feet management on #2July 2016.

The management in its reply date! ®ecember 2016 statethat the payment to
contractor on rates of BOQ already approved was made for the executed quantities of 571 Cu.M
for item No. 401a (lll) Concrete Class A3. The qtitgrof said item increased more than 25%

i.e. 402.554 Cu.M on a new rate approved by the Competent Authority through variation order
under provision of contract clause GCC 36.1 (a&b) and GCC 37.1 read with PCC. No violation
in contract was made.

The replyof the management is not acceptable as the employer in its letter d&ted 11
June 2011 regarding request for modification variation order No. 1 has stated that contractor was
asked to complete the work at his already quoted rates which he agreed tm.pé&hferefore,
provision of higher rates to the contractor against the already accepted lower rate is irregular.

Audit recommends that overpayment amounting to Rs 5.589 million may be recovered
from the contractor or the person(s) held responsible forngakierpayment.

4.1.2.10 Overpayment due to adoption of irrational rates- Rs 2.250 million

Original BOQ (contract agreement N&B\) showsvide item No. 405 (4.2.1) 16 Nos
precast prestressed concrete 40 meters girders having a cost of Rs 1.500 million each were
provided. The gantity was afterward reduced ievised BOQ to 12 Nos. precast {steessed
concrete girders of 40 meters and added 040N®5 meters girders d&@s 1.50 million in Bhount
Chowk Bridges.

Management of ERRA paid an amount of Rs. 2.250 million to the contractor.
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Audit obseved that during preparation cfvised BDQ / Variation Order the rates of Rs
1.50 million for each precast pstressed concretéaneters girdersvas paid, wherea&s 1.50
million wasthe rate of precast pidressed concrete 40 meters girders provided in the BOQ.

Audit is of the viewthat excess payment Rs 2.25 milliégts(1,500,000 Rs 937,500 = Rs
562,500 x 4 No.jvas made.

The matter was pointed owt the management on 22.07.2016.

The management in its reptiated 08.12.2016tatedthatthe payment of girders as per
site and design with length of 25 meters each was made according to approteahd@evised
PC-1 under dugrocedure.

The reply of the management is not acceptable because the rate for construction of 25
meters girder was to be derived on prorate Hastause the BOQ did not include the rates of 25
meter girders.

Audit recommends that overpaid amoumnay be recovered from the contractar the
person(s) held responsible.

4.1.2.11 Irregular payment due to defective work- Rs 1.913 million

BOQ for the approach road of Harigal Bridge (N@Bshows thathe work of approach
road contained clearing grubbing, excavation, erkbeent, sukgrade, base course and wearing
course. Since the BOQ is based on NHA specification, the specification clearly describes the
procedure for constructing a road as stated atidweroad structure is based on fully compacted
embankment and stdrade according to lines and grads shown on the drawings and subsequent
work relating to sub base, base course and asphalt work are done only after having a fully
compaced embankment and sgipade.

Management of ERRA paid an amount of Rs 1.913 million.

Audit observed that clearing grubbing, excavation, preparation of embankment and sub
grade required for blacktopping of road work wereexacuted.

Audit holds that payment of Rs 1.913 million on account of base course, prime coat and
bit Mac without executin of clearing grubbing, excavation, preparation of embankment and sub
grade was irregular and it is not understood how the road was constructed without completion of
these preliminaries which form the essential mix of a paved road.

The matter was pointealit o the management on 22.07.2016.

The management in its repljated & December 2016statedthat all the executed
guantities of works at site are checked and
NCB-4. This bridge was to link two roadilready constructed and approaches were made as per
site conditions and design. Due to change in Scope of work these BOQ items were reduced as
per actual execution.
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The reply of the management is not acceptable because execution of work of base course,
prime coat and bit Mac without execution of sydade, preparation of embankment, excavation
is irregular.

Audit recommends the amount paid to the contractor maydosesed besides fixing the
responsibility on the person(s) at fault.

4.1.2.12 Irregular Payment of Compensationi Rs 1.574 million

Section31 of Land Acquisition Act 1894 provides that the payment of compensation on
making an award under Section 11, the Collestuall tender payment of the compensation
awarded by him to the persons interested entitled thereto according to the award, and shall pay it
to them unless prevented by someone or more of the contingencies mentioned in the-next sub
section.

The managementf &EEAP paid an amount of Rs 1.574 millidirectly to affectees of
package ICB on account of land acquisition

Audit observed that above payment waslear violation of the above mentioned rules.
Further, the payment made directly to the affectees stmabtful.

The matter was pointed owut the management on 22.07.2016.

The management in its repiiated & December 2016tatedthat the payment was made
to the affectees on account of structure and trees compensation with support of proper prepared
edimates. The said compensation of Rs 1.574 million was checked and verified by the concerned
Collector Land Acquisition and Forest Officer by identifying each compensation amount, names
of the affectees and ownership documents of land and trees for pagntie@ affectees through
EEAP projects as per instruction and visit of the donor i.e. ADB. The employer i.e. Chief
Engineer EEAP through C&W Govt. of AJK constituted a committee for the direct payment to
the affectees. The compensation was made by th@ogen directly to the affectees through
cross cheques after obtaining acknowledgement in order to get full and final settlement in future
time according to the approval of competent authority Ckief Engineer EEAP. Through
making the direct payment cbmpensation the Govt. got saved 15% Jabrana charges for more
and difficult task of development within due time.

The reply of the management is not acceptable because making direct payments to the
affectees without observing the provisions of Land AcqoisiAct is irregular.lt was not the
duty of ERRA to save th#abrana chargeshich had to be deposited into government treasury.

Audit recommends that responsibility may be fixed on person(s) at fault and the
payments made, may be got verified throaghcerned Collector Land.

4.1.3 Kund Banna Road 20 km District Battagram

The Deputy Director Reconstructi®attagramawarded the contractor for Reconstruction
& Rehabilitation of KundBanna Road to M/s Haroon & Company for bid cost of Rs 384.998
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million on 30.A..2010 with completion period of 550 days. The consultant M/s NESPAK provided
Engineering Estimate of Rs 413.429 million and PERRA granted Administrative Approval for
Rs 457.30 million on 05.03.2010 which was revised to Rs 706.850 million on 28.02.2013. A
up-to-date payment of Rs 382.619 million has been made to contractor vide IPC No. 25 during
January 2016. This road will connect the population of many villages along the road with main
Karakorum Highway.

The work remained under inquiry by NAB from Fetry1 2014 to April 2015 regarding
substandard constructiofihe inquirywas closed vide letter dated 07.03.2015 with the comments
to complete the balance work at the earlielstwever, no work has been started for the last 10
months after the closure of th&AB inquiry.

It is not out of place to mention here that the main bridge on Indus River, linking this road
with KKH was washed away during floods of August 2010 which is still under construction which
may take another 1L 2 years for completion. No othdirect link/access to road is available for
transportation of construction material.

Examination of record revealed the following observations:

4.1.3.1 Non-obtaining of Technical Sanction for Rs 384.998 million

Rule 178(iii) of GFR Vol states thaho workshould be commenced or liability incurred
until a properly detailed design and estimate has been sanctioned

Para B of CPWD Code provides thatproperly detailed estimate must be prepared for the
sanction of competent authority this sanction is knowteasical sanction to the estimate

Deputy Director Battagram awardadcontract for reconstruction Bund Banna Road to
M/s Haroonfor bid cost of Rs 384.998 million on 30.01.20Zhe completion periodvas550
days The work on the project commenced1dn02.2010.

Audit observed that the Technical Sanctveas obtained after six months of start of work
i.e.on 21.07.2010.

Audit is of the view Technical Sanctionwas required to be obtained prior to
commencement of work whiakas not done.

The mattewas pointed out to the management on 22.07.2016.

The management in its reply stated thathnical Sanction was accorded initially but
later on after the award of contract and revised BE per site requirement was prepared and got
approved form the ewerned forumTechnical Sanction for the revised scope of wothkas
alread been granted by tr@ompetent authoritgnd available

Reply is not acceptable because per rulegrant of Technical Sanctionvas required
beforecommencemendf work. However,the record mentioned in reply was also not provided.
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Audit holds that nn-obtaining ofTechnical Sanctioprior to commencement of work was
against the rules and responsibility may be fixed for this violation of rules.

4.1.3.2 lrregular payment without confirmation of performance guarantee- Rs 18.901
million

GCC 10.1 provides the contractor shall obtain and provide to the EmpReyésrmance
Guaranteavithin 28 days after the receipt of the Letter of Acceptance.

GCC 10.2 provides th@erformance Secity shall be valid until the contractor has
executed and completed the works and remedied any defects therein in accordance with the
contract.

Contractor M/s Haroon submitted PerformanceGuaranteefor Rs 38.500 million of
M/s Adamjee Insurance Catd. on 26.01.2010 with validity period till 19.07.205B2d the
management accepted the same

Audit observed as under:

i. The guarantee was neither confirmed nor revalidated from 19.07.2012 to

19.07.2013.

ii.  The payment of Rs 18.901 million (IPC No. 18 & 19kwaade during this period.

iii.  The contractor revalidated guarantee from 19.07.2013 to 18.07.2014

Iv.  Noguarantee was availabi®m 18.07.2014 to 13.01.2015

v. On 14.01.2015, contractor provided another guarantee from United Insurance
Company with validity periodip to 13.01.2016This Performance Garanteehas
not been got revalidatesince then

Audit is of the view hat nonobtaining of revalidatedPerformance Garantees for the
period w.e.f. 19.07.12 to 19.07.20@»servation ipnd 19.07.2014 to 13.01.2®(observation iv)
was irregular.

Audit is also of the view thatonrconfirmation of these guarantees and payment without
valid performance guarantee was negligence on the part of concerned officials.

The matter was pointed out the management @2.07.2016.

The management in its reply stated that5% extra retention money was deducted from IPC
No. 19 in lieu of performance guarantee.

Reply is not relevant because msubmission of validated performance guarantee for
period w.e.f. 19.07.12 to 19.0023 and 19.07.2014 to 13.01.201&as irregular. The
managementeither replied noprovided thaecord for extra retentioof money.

Audit holds thatnatter may be investigated to fix responsibilitypayment without valid
performance guarant@@mdnon-confirmation of these guarantees
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4.1.3.3 Non-obtaining of work schedule / revised work schedule from contractor to
monitor the work activities

GCC 14.1 & 14.2 provides the contractor shall submit a programme within 14 days from
the receipt of letter of accegmce showing description of arrangements and methods to be adopted
for execution of works and a revised programme regarding the modification to such programme
wherethe actual progress of the watkes not conform to the programme to ensure completion of
the work within the timef completion.

The management of Reconstruction PERB#ttagrampaid an amount of Rs 382.619
million to M/s Haroon upto IPC No. 25 for construction of Kund BaRoad

Audit observed thate contractor was required to submit work schedule shawmmaine
for execution and completion of wordf Kund Bannaroad i.e. earthwork, base, surfacing,
structure work and completion with handing over to the end user.

Audit is of the viewthat nonobtaning of work schedule / revised work schedule and
updated work scheduigas negligence on the part of consultant and management.

The matter was pointed out on 22.07.2016

The managememepliedthat the work schedubleas effective when timely paymentas
ensured. The contractorowld be asked to submit work schedule after clearance of his liability.

Reply is not acceptable because contract clauses were not adhered to and contactor was
allowed to execute work at his will as nothing was available to mdmgactivities at site.

Audit holds thatinquiry may be carried out for fixing responsibilityn account b
non-obtaining of work schedule / revised work scheduider intimation to audit.

4.1.3.4 Undue favor to the contractor- Rs 7.700 million

Clause 60 of GC@rovidesthe contractor shall submit to the Engineer after the end of each
moth six copies of IPCs in respect of (a) the value of the work executed, (b) any other item of
BOQ, (c) material delivered at site (d) adjustment under clause 70 and (e) anytifliech @mder
contract.

Clause 62(Sr. No. 13 of appendix A) of bidding documents provides that the contractor
was required to submit IPCs / running bills for minimum amount of 2% of contract cost.

The management of Reconstruct®attagramncurred an mnount of Rs 382.619 million
upto January 2016 for reconstruction of Kund Banna Road.

Audit observed as under:
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The contractor M/s Haroof Sonsfailed to comply with the clause of contract, carrying
out work as per schedule and to submit monthly IPCs as evident from statement placed at
AnnexureL.

The consultant and the management were required to monitor the execution of project as
per contractal requirements

The contractor was further required to submit monthtgrim PaymentCertificate (IPC)
for minimum work donevaluingRs 7.70 miion (Rs 384.998 million x 2%).

The detail of these IPCs is as under:

IPC # Date Amount (Rs)
10 03.03.2011 3,695,643
11 01.04.2011 6,497,538
14 11.05.2011 4,677,065
15 06.07.2011 3,132,497
16 12.08.2011 6,179,055
18 12.10.2011 4,000,000
22 30.12.2011 5,236,900

The contractor failed to generate and submit IPCs for minimum prescribed amount which
showsthat work was les executed than the requirement amdlue favorwas extendedo the
contractor fomonadherence to the contract clauses.

The matter was pointed out to the management on 22.07.2016.

The management in its reply statbdt contractor couldot meet his obligation under the
contract due to his pending liabilities.

Reply is not tenable because contractor was bound to follow the conditions of contract.
Pointedout matter belonged to year 2011 aral one monitored thexecution of work as per
contract clauses.

Audit holds that matter regardimgpn-observing the contract classmay be investigated
to fix the responsibility against the person(s) at fault.

4.1.3.5 lIrregul ar increase in cost of contract Rs 312.852 million

Rule 10(i) of GFR Voll stateshatevery public officer is expected to exercise the same
vigilance in respect of expenditure incurred from public moneys as a person of ordinary prudence
would exercise in respect of expenditure of his own money.

GCC 51.2 provides th#ite contractoshall not make any variation withoutyainstruction
of the Engineer in writing.

The management of ERRA increased Earthwork to the tune of Rs 376.513 million and paid
Rs312.943 millionup to IPC No. 25.
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Audit observed thaEarthwork was provided for Rs @®82 million in BOQof Kund
Banna Roadwhich was againsbtal contract cost of Rs 384.998 million. Total cost of contract
was increased to 84% due to revision ofIRghich would further be increadén due coursef
time.

Audit is of the opinion that:

I.  Proper survey of site and design were not carried out for framing estimates prior to
start of work resultantly earthwork was increased in multiple ratio of 176.68%
(376.513136.082/136.082x100).

ii.  The contractor executed earthwork on entire length of dlaid without protection
work. Resultantly huge slides were observed and a quantity of 67,903 Cu.m
(101,348 Cu.m x 67 %) for slides was paid to contractor for Rs 42.10 million.

iii. Huge increase in quantities of earthwork was due to poor estimation by the
consutant before start of work and even on later stages and huge payment on
account of laneslides resulted in abnormal increase in contract cost.

The matter was pointed owt the management on 22.07.2016.

The management in its reply stated that earthworkim@sased due to weak strata and
active slide area.

Reply is not tenable because estimatereprepared without proper site survey which
resulted in huge increase in earthwork.

Audit recommend that the matter may be investigateéix the responsibity against the
person(s) at fault.

4.1.3.6 Payment of price adjustment for bitumeni Rs 1.017 million

Standard Procedure and Formula for Price Adjustment , Part | (C) Procedure (5), except
labour and POlprovides thaif any other adjustable item(s) is not usedaiparticular billing
period then the ratio of current date price and base date price for that particular adjiestegb)e i
shall be considered ase.

The management of Reconstruction PERBatagranpaid price adjustment of H2.721
million upto IPCNo. 21 for construction of Kund Banna Road.

Audit observed that theoatractorM/s Haroonexecuted earthwork and structure work
only but claimed price adjustment for bitumen also without using this material.

Audit is of the opinion thaprice adjustment foRs 1.017 million (Rs 20,339,521 x
0.070/1.40) in IPC No. 20 (submitted during September 2011) was paid to contractor without use
of bitumen. (This amount has been calculated for only IPC No. 20).

The matter was pointed out the management on 22.07.2016

Department replied that price adjustment for bitumen has been recovered in IPC No.27.
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Reply is not tenable because mecord of recovery was producedh reply.

Audit recommend that payment of price adjustment for bitumen (not utilized in road
excavation work) may bealculated till the last IPC paid anecovey be effected.

4.1.3.7 Wasteful expenditure on sub base and nenarpeting of road Rs 38.900 million

NHA General Specificatiod01.3.3 providesnmediately prior to the placing of first layer
of base course the sub base layer (both under the traveled way and the shoulders) shall conform to
the required level and shape. Prior to placing the succeeding layers of the materiplstimtate
of each layer shall be made sufficiently moist to ensure bond between the layers. The edges of edge
slopes shall be bladed or otherwise dressed to conform to the lines and dimensions. No material or
construction of the base shall be placed uhélsub base has been approved by the Engineer.

The management of PERRBattagrampaid Rs 1.281 milliorto the contractorwho
executed a quantity of463.75cu.mof sub base during 2011

Audit observed as under:

i.  No protection work i.e. prime coat and asphalt wearing course was carried out to
protect the sub base for four years.

i.  No blacktopping on any part of road was carried out till 31.12.2015 despite
payment of an amount of Rs 312.942 million to contractogdothwork out of total
payment oRs 382.619million.

Audit is of the viewthat expenditurencurred on sub base without carpeting and protection
work has gonevasted

The matter was pointed out to management on 22.7.2016

The management in its reply statibct contractor is bound to rectify all defects in the
surface prior to lying baseourse.

Reply is not acceptable because ecordregarding rectification of defective work carried
out since 2011 till datevas proided

Audit holdsthat wasteful expendituren sub base without carpeting and protection work
may be investigatefbr fixation of responsibility on person(s) at fault.

4.1.3.8 Unauthorized payment due to nordeduction of available material and undue
favor to contractor - Rs 20.490million

NHA Specification 105.3 providedl material removed from excavation shall be used in
the formation of embankment, sub grade, shoulders, and at such other places as directed, unless it
is declared unsuitable and ordered to waste by the Engmesiting.

The managemenawarded the contract for construction of Kund Banna Road to
M/s Haroon & Company for bid cost of Rs 384.998 million on 30.01.2010
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Audit observed that:

i.  The contractor excavated common material (188,216 cum), hard rock (67,388 cum)
and medium rock (211,371 cum) upto IPC No. 23 without soil classification and
recovery schedule.

ii.  Contractor was allowed to utilize the Govt. funds to the extent due toecorery
of usable material since 2010.

iii.  The soil classification was also kept on the minimum side i.e. 25% minimum
recovery as per ERRA decision dated 05.05.2011.

Audit is of the opinion that available excavatedterial was required to be utilized in other
items of work i.e. embankment, base/WBM and stone masamch was not done.

The matter was pointed out to management on 22.7.2016ddgatment replied that
recovery has been made.

The reply is not accegble as o compliance/ record was produced to ascertain the
recovery.

Audit recommends that extension of undue favor to contractor fordeduaction for
utilization of excavated material besides allowing minimum recovery may be investigated.

4.1.3.9 Paymentwithout detailed measuremens - Rs 50.168million

Clause 56.1 of Conditions of Contrgmtovidesthe Engineer shall, except as otherwise
stated, ascertain and determine by measurement the values of the Works and Clause 57.1 states
that the works shall be @asured net, notwithstanding any general or local custom, except where
otherwise provided for in the contract.

Rule 209(d) of CPWA codeprovidesthat it is mandatory upon the person taking the
measurement to record the quantities clearly and accurakeyn&€asurement taken in connection
with a running contract on which work has been previously measured he is further responsible for
reference to the last set of measurement.

Themanagement paid tleontractor Rs 50.168 million on account of earthwork ViRié
No. 3 dated 24.06.2010

Audit observed that payment was madthout detailed measurement showing avbare
work was actually executed

Audit is of the view that mking such a huge payment without detailed measurement was
doubtful. This shows that seabf financial indiscipline and level of naontrol / ill monitoring by
PERRA, ERRA and supervision of consultant.

The matter was pointed out to management on 22.7.2016.
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The management in its reply stated that payment has been made as per actualevatrk don
site. Measurement sheets alongwiths¥ctions are attached.

The reply is not tenable because payment was required to be restricted/ made for actual
work dully verified by joint measurememMio measurement record was provided with reply.

Audit holdsthat payment made to contractor without availability of detailed measurement
may be investigated by third party and action taken against all responé$itibdsof

4.1.3.10 Non-obtaining of insurance from third party i Rs 200 million
Particular Condition of @ntract clause 23 states that cost of R¥2nillion was provided
for insurance of works from third party.

Clause 25.3 provides that if contractor fails to provide insurance policies than the employer
may effect and keep in force such insurance and pay amjiym as may be necessary and deduct
the amount so paid from contractor.

Reconstruction PERRMBattagrampaid an amount of Rs 382.619 million till December
2015 to the contractor vide IPC No. 25.

Audit observed as under:

I.  The works of the project foeconstruction of Kund Banna Road was required to be
insured from third party.

ii.  The cost of this insurance was required to be borne by the contractor due to inbuilt
cost of BOQ rates.

Audit is of the opinion that thensurancewas neither asked by the dejpaent before
making the payments nor deducted the same from the payments made to the contractor.

The matter was pointealt to management on 22.7.2016.

The management in its reply stated that insurance of work has been obtained from the
contractor.

Replyis not acceptable because insurance was required before execution efhaairk
has not been provided with reply or at the time of audit

Audit holds that norobtaining of insurance from third party either by contractor or
management may be investigatedl fix the responsibilitpgainst the person(s) at fault.

4.1.3.11 Non-imposition of liquidated damages Rs 38.50 million

Clause 471 of conditions of contracstates that.iquidated Damages @.05 % of the
contract price for each day subject to a maximurtiG8f6 of contract price shall be imposed on
contractor for delay in completion of wawithin stipulated time.

The management of ERRA awarded tlenactof Kund Banna Roadn 30.01.2010 with
completion period of 550 days i.e. 30.07.2@d M/s Haroon.
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Audit observed as under:

i.  The progress of contractor till January 2016 was shown 74% which lagged behind
planned time.
ii.  The EOT was not granted till January 2016

Audit is of the opinion thatD for Rs 38.50 million (Rs 384.998 million x10%) was
required to be impesl and recovered but no such action was initiated. This resulted into loss of
Rs 38.50 million tadGovernment

The matter was pointezlit to management on 22.7.2016.

The management in its reply stated tbatayin completion is mainly due to pending
liability of the contractor.

Reply is not acceptable because LD was required for abnormal delay as no EOT was
obtained for delay.

Audit holds thahon-imposition and recovery of LD may be investigated for takingpact
against the responsible officials and the LD be recovered as per rules.
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4.2 Housing Sector
Urban Development Strategy Aim

The aim of the Urban Development strategy is to provide a comprehensive and holistic
approach for the reconstruction arghabilitation of the urban areas affected by the October 8,
2005 earthquake, to ensure a higher level of quality, functionality, and enhanced social services
delivery that existed before the earthquake.

Objectives

1 Rebuild to an enhanced level of functionality than existed before the earthquake.

1 Ensure provision of improved social service delivery and cost effective utilities.

1 Rebuild not just the physical infrastructure, but also the social infrastructure dfythe c
Moreover, rebuilding of infrastructure resistant to future disasters.

1 Improve the quality of life of the residents, by complete master planning of earthquake
affected urban area.

1 Comprehensive and integrated development of urban areas, to coegercémters into
engines of economic growth.

1 Sustainable development through creation of livelihood opportunities, Social inclusion and
environmental conservation.

421 Audit Paras
4.2.1.1Excess Payment Due To Application Of Incorrect RatesRs 123.049 Million

ClauseB-5 (i) of Umbrella Contract Agreement between ERRA and China Xinjiang
Beixin Construction & Engineering (Group) Company, Limited (Packagand China
International Water & Electric Corporation (Packdbeprovides thatontract price based on the
desigqn approved by the employer, rate analysis of each item provided in the BOQ shall be worked
on the basis of prices of labour, material and equipment given in a mutually agreed Composite
Schedule of Rates (CSR). 25% of this amount shall be added for Contrécts desi gn, oV
costs and profit, and then Income Tax shall be added to theacobtained to determine the total
cost of that item. Accordingly the Interim CSR June 2009 of AJ&K was mutually agreed for the
prices of Labour, Material and Equipment.

The management of MCDP, Muzaffarabad awarded contracts for the construction of
different facilities of city development to two Chinesanpanies.

Audit observed thahe price of labour, materials and equipment which was supposed to be
takenas per ICSR June 200@s not donenstead, higher rates were applied for these items.

Audit is of the opinion that doption of incorrect and higher rates resulted in excess
paymentof Rs 123.049 million worked out on the basis of random selectionro$ ité identical
works as per attachekhnexureM.
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The matter was pointed out the management on 22July 2016 but no reply was
received.

Audit recommends to probe into the matter for appropriate action azastéhe BQ as
per principks laid down inthe contract agreemeat all the projectbesides making recovery of
excess amount paid so far.

4.2.1.2Non-Recovery Of Design Cost Rs 10.286 Million

Clause A4 of umbrella contract signed with the Chidajiang Beixin Construction &
Engineering (Group) CompwrLtd. provides thaif some designs are available for individual
projects then the contractor for the purpose of effective utilization of suigm{gsand or any part
thereof.Suchdesign(s) shall be adequately compensated by the contractor subject to maximum of
2% (two percent) of theost of the individual project.

The Programme Steering Committere its 24" meeting held on 31 October 2013
approvedollowing works for construabn of schools buildings and retrofitting of Supreme Court
of AJ&K through MCDP, Muzaffaraba@he minutes of theaidmeetingindicatedthat desigs of
the facilities vereprepared by other than contractor

The details are as follows:

(Amount in Rupees)

S.No. Name of Contract Design Prepared by Amount of Contract
1 Govt. Girls High School Tarigabad SS&A Associate 75,785,620
2 Govt. Boys High School Nurrul SS&A Associate 80,082,942
3 Govt. Jinnah Pilot High School Lower Platte | SS&A Associate 114,302,320
4 Govt. Girls High School Lungarpura SS&A Associate 95,159,870
5 Supreme Court Central Design Office AJ&K 149,000,000
Total 514,330,752

Audit observed thathe payment of design fdes 10.287 million(i.e. Rs 514,330,752 x
2%)was notrecovered

Audit is of the opinion that this resulted into overpaymemnhé&contractor.

The matter was pointed out the management on 22July 2016 but no reply was
received.

Audit recommends that amount of Rs 10.287 million as design cost mayobenexmt from
the contractor.

4.2.1.3Excess Payment On Account Of Design PreparationRs 84.785 Million

Clause A2 and 4.1 of GCC of Umbrella Contrgmtovides thain consideration of the
payments to be made by the employer to the contractor as hereinafter mentioned, contractor hereby
covenants with the employer to complete all the designs and construction of the wodg®asgr
by the employer and remedy any defetherein subject to maximum financial ceiling as
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mentioned in taumbrella contract agreement. Further the design fee indicated vide clkauise A
upto 2% of the cost of the Individual Project.

Themanagement of MCDP, Muzaffarabawarded contracts oftg development projects
to Chinese contractor at BOQ cost quoted by the contractors.

Audit observed thathat desyn provided by the contractor didbt fit with the site
requirements and resulted in revision of contract amimumhore than 01%.

The detds are as under:

(Rs in million)

S Original | Revised Excess in Excess 2% Designcost

Contractor X Name of Project/Facility BOQ BOQ of original

No. cost cost cost |(%age) BOQ
2 > 1 |Tahlee Mandi Road 75.53(0 240.53( 165.00( 218.46 1.511
% c -% 'S 8|2 |College Road 86.517 120.12¢ 33.609 38.85 1.730
8% 2 & 7| 3 |Tarigabad Bypass Road 442.252 549.78( 107.521§ 24.31 8.845
S8 9 = 3| 4 [Zero Point to Airport Road 304.807 445.763 140.95¢ 46.24 6.096
£ 8 I;I; Q| 5 |RCC Bridge Jalalabad 356.68] 385.75] 29.07q 8.15 7.134
O 6 |Supreme Court Retrofitting 79.865 149.00¢ 69.135 86.56 1.597
o 1 [Shopping Complex, Old Distt. Co| 268.024 374.024 106.000 39.55 5.360
g g 2 |Khurshid National Library 96.500 139.50¢ 43.00¢ 44.56 1.930
o 8 3 |Shopping Centre Bank Road 649.21% 950.21% 301.00(¢ 46.3§ 12.984
20 4 |Satellite Town, Thotha 401.38] 600.343 198.964 49.57 8.028
S5 5 |Muzaffarabad Club 256.974 322.97q 66.000 25.68 5.140
o &3 6 |132 KVA Grid Station, Rampura, | 514.47§ 549.02(0  34.54§ 6.71 10.29¢
c_C:s ) 7 |Prime Minister House, Mzd 400.15(0 529.549 129.39§ 32.34 8.003
£ © Water Treatment Plant Mak
(@) 8 |(Partl) 306.854 462.673 155.819 50.78 6.137
4239.2245819.24§1580.012¢ 718.172

Total 84.785

Audit is of the view that the payment Rs 84.785 millionrmade to the contractor for
design preparation stands unauthorized as the dgwigvided werenot as per siterequirement.

The matter was pointed out the managemenbn 22 July 2016 but no reply was
received.

Audit recommends thaamount of Rs 84.785 million may be recovered from the
contractos and deposited into Govt. treasury.

4.2.1.40ver Payment Of House Compensation Rs 8,300.45 Million

The Rural Housing Strategy of ERRidicates thal® tranche was to be released without
inspection whereas'®and 3° tranches were to be released after the verification of the constructed
stages and after verifying that the reconstruction work was dasutaccording to the specified
seismic resistant designs.

ERRA Councilin its 9" meeting decided to make immediate payment of the remaining
tranches of urban housing subsidy in Muzaffarabad, Bagh & Rawalakot for reconstruction of the
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damaged houses. mur suance of the Counci | Btmnchefdhesi on
housing subsidy in urban area of AJK aflighd 4" installments in KP would be made after
obtaining certificate from the concerned development authority.

Audit observed that ERRA paid an amount of Rs 8,300.45 million to Rural and Urban
affectees akousing subsidypto 3% and tranchef 3 tranche in the urban areas of AJK on the
basis of undertaking by the affectees with the condition that all thergotish drawings / plans
were to be approved by the concerned development authorities.

The details are as under:

(Rs in million)

No. of Rate of |Total amount Remarks
affectees | payment paid
Rural housing 26,757 125,000 3,344.62Y Affecteesnever started reconstruction or failed
compensation comply with the required design specifications.
Payment was made without physical ground ch
at all the stages of construction.
Urban housing 28,319 175,000 4,955.825| Payments were made withoudbtaining any
compensation construction drawing duly approved from t
development authorities or without any techni
inspection carried out by the concern
authorities.
8,300.45

Audit is of the opinion that the payment was made withiiet verification of the
constructed stages and after verifying that the reconstruction work was carried out according to the
spedfied seismic resistant designs which vi@sgular.

The matter was pointed out to management A2y 2016

Themanagement stated thaethame para was raised in AR 2@0&and the management
requested to delete the para from special audit.

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken by thexagement.

Audit recommendghat

1. Investigation may be held at higher level, responsibility fixed against the person(s) at
fault for making overpayments and writing off the said amount.

2. The amount paid may be recovered where construction has been catnedhout
obtaining certificate from the concerned development authority or it is not compliant to

the prescribed standards.
4.2.2 New Balakot City Development Project

On 8" Oct. 2005, a devastating earthquake struck Balakot City. The City being close to the
epicenter was the hardest hit. Its 95% infrastructure, buildings and houses within municipal limits
were destroyed.
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As per the Seismic Hazard Micamnation Study and Landslides Review conducted by the
international consultants, it was found that Balakay @rea is bounded by active regional thrust
on bot h sides and any di sturbance to these
Considering that the Government decided to relocate and resettle the town population living in
Red Zone of Balakot City ta new seismically safer location called Bakriyal i.e. New Balakot City
situated at a distance of 15 Km from Mansehra City while old Balakot City is 20 Km ahead.

The overall land earmarked for developing New Balakot City was around 15,599 Kanals
including Forest, State and Private Lands. Out of this 11,436 Kanals and 19 Marlas has actually
been finalized for the construction of New Balakot City at Bakriyal.

For the construction of New Balakot City, a contract was awarded to M/s Mumtaz
Construction CompanyMCC) in July 2007 with an initial cost of Rs 2,432.615 million. The
completion date of the project wa&' Guly 2010.The cost of the contract was increased to
Rs 4,401.207 million through amendments in contract and four variation orders. An ahount
Rs 2,711.593 million was expended uptd' Bec. 2015.

The major irregularities observed by Audit are given as under:
4.2.2.1 Planning Of A New City Without Any Feasibility Report

Para 2.3 oProjectManagement Guidelisdssued by Planning Commission of Pakistan
provides thatit is mandatory that the projects of Infrastructure Sector and Production Sector
costing Rs 300 million and above should undertake proper feasibility studies before the
submission of Pd.

The managment of ERRA launcheNew Balakot City Development Project (NBCDd)
acost of Rs 12,000 million.

Audi t observed that Afeasibility studyo t
carried out.

Audit is of the opinion that the proposed project/site had to be analyzed from every
perspective before actually selecting final site.

The matter was pointed out to management A2y 2016

The management stated tiiae same para was raised in SpeStudy of NBCDRand the
management requested to delete the para from speciatepnmlit

The reply of management is not tenable asfeasibility study was carried out and
produced to Audit.

Audit recommends that matter regarding {tomducting feasibty study keeping in view
the geological, social and political aspects may be investigated thoroughly on appropriate forum
for fixing the responsibility on the persons at fault.
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4.2.2.2 Award Of Contract Without Approval of PC-I - Rs 3,040.768 Million

Para 7 oflumbrella PCI provides that for each project a separatel BGall be prepared
and put up before the competent forum for approval before its actual execution.

ERRA awarded a contrafdr phasel in July 2007to M/s Mumtaz Construction Company
on18" May 2007 for Rs 2433 million whichwas enhanced t&s 3040.768 million

Audit observed as under:

I. A separate P for first phase (Package One) for Rs 3,483 million (Infrastructure
development) was submitted to CDWP / ECNEC on 12.01.2009. The CDWP
returned te PGl on 8" June 2011 with the remarks for upgrading the cost
estimates as per prevailing market rates to avoid further revision-bf PC

i.  However, the P@is not still approved from CDWP/ECNEC.

iii.  An amount of Rs 2,711.593 million on account of work done and escalation
charges (upto IPC No. 75 and EPC No. 67 dated 06.04.2015) was incurred.

Audit is of the opinion that award of contract before preparation and approvaticdrielC
incurrence of expeatiture is a serious lapse on the part of the management.

The matter was pointed out to management A2y 2016

The management stated thle same para was raised in Special Study NB@mPthe
management requested to delete the para from spediateport

The reply of management is not tenable as the IR€3 not been approved as yet.

Audit recommends that the matter may be investigated with a viewresfonsibility for
execution of work without approval of PGndincurrence of expenditar

4.2.2.3 Expenditure on Account of Construction of New Balakot Town due to Il
Planning and Inefficient Execution of Work - Rs 4,211.593 Million

Section4(2) of Land Acquisition Act 1894rovides thatit shall be lawful for any officer,
either generally or specially authorized by Government in this behalf, and for his servants and
workmen, to set out the boundaries of the land proposed to be taken and the intended line of the
work (if any) proposed toédomade thereon; to mark such levels, boundaries and line by placing
marks and cutting trenches.

Sectionl6 ofthe above Act provides thathenthe Collector has mada award under
Section 11, he may take possession of the land, which shall thereupaabselsitely in the
Government, free from all encumbrances.

District Officer Revenue & Estate (DOR&E), Mansehra memorandum No8S8/Acq
dated 18 May 2007 addressed to SMBR Peshaindicates thaland measuring 11,436 kanal and
19 marlas except build up property for the construction of New Balakot City was handed over to
the then Program Engineer, DRU Mansehra 1&105.2007.The total project area for the
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development of city comes to 15,436 kamad 49 marlas (11,436 kanal and 19 marlas private land
+ 4,000 Kanal forest land).

The management of ERRA awarded a contract to M/s Mumtaz Construction Company on
25" June 2007 for development works at a cost of Rs 2,432.615 million which was enhaRsed to
4,401.207 million. ERRA paid an amount of Rs 2,711.593 million on account of work done and
escalation charges (upto IPC No. 75 and EPC No. 67 66t6d4.2015).

Audit observed thate agenda item No. 7 of minutes of the ERRA council meeting dated
30.09. 2011 revealed that despite having received compensation and added incentives (allotment
of free plots), residents of the acquired area refused to vacate the land leading to unabated law and
order situation and suspension of development work from Septe2009.

Audit is of the opinion that:

I.  The land acquired through acquiring agency was to be demarked and physical
possession of the same was to be assured at the time of compensation payment and
attestation of mutation to the concerned authority.

ii. At the same time the possessed land was to be barricideall unauthorized
entrants.

iii. As per contract agreement, the employer was liable to hand over the peaceful
possession of the site prior to commencement of the.work

iv.  The expenditure of Rs 2,711.593 millioastbeen incurred on development work at
about 20% of the project area which is about 62% of the eedaoost (Rs
4,401.207 million).

v. The cost of the project has been enhanced by 80.92% than the original cost of the
project but no plot has been handed awethe affectees of Balakot. However,
some plots to the affectees of New Balakot City Development Project Site have
been allotted.

vi.  Due to norexecution of project in the most planned and sequential way, the entire
expenditure defrayed on acquisition lahd and development of the project Rs
4,211.593 million (Rs 1,500 million + Rs 2,711.593 million respectively) has gone
waste.

The matter was pointed out to management ARy 2016but no reply was received.

Audit recommendshat the matter may bevastigated thoroughly for nemaintenance of
the possession and ill planned execution of project and fix the individual responsibithg o
person(s) at fault.

4224 Undue Favour to The Contractor Due to Excessive Grant Of Mobilization
Advanceil Rs 91.223 Milion

General Principles of Contract provided in GFR 4, (Vol-I provides that the terms of
contractonce entered into should not be materially varied auitithe previousconsent of the
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competent authority. No payments to contractors by wapwipensation, or otherwise, esitle
the strict terms of the contract or in excess of the contract rates may be authorized without the
previous approval of the Ministry of Finance.

Clause 52.3 of GCC read with PQgfovides thatf on the issue of the TakipOver
Certificate for the whole of the Works, it is found that there have been additions to or deductions
from the Contract Price which taken together are in excess of 25 per cent of the "Effective Contract
Price" there shall be added to or deducted fthenContract Price such further sums as may be
agreed between the Contractor and the Engineer. Such sum shall be based only on the amount by
which such additions or deductions shall be in excess of 25 per cent of the Effective Contract Price.

Clause60.11(a) of GCCprovidesadmissibility of mobilization advance of 15% of the
contract price to the contractor.

The contractor of New Balakot Town requested for the payment of mobilization advance
amounting to Rs 122.000 million @8.082007.

Audit observedis under:

I.  Mobilization advance was paid vide cheque No. 491653 dated 12.09.2007.
i. The contractor subsequently requested for further mobilization advance for
enhanced work from Rs 3,088 million instead of Rs 2,43@15 million which
was approved vide Amendment No. 2 issued on 03.11.2007
iii.  The contractor was paid remaining part of mobilization advance amounting to Rs
334.115 million vide cheque No. 539501 dated 10.12. 2007.

The details are as follows:

Description Rs
Contract Amout 2,432,614,694
25% Variation Amount (additional work) 608,153,674
Total 3,040,768,368
15% Mobilization Advance admissible 456,115,255
Amount already Paid vide cheque No. 491653 dt. 12.09.2007 122,000,000
Balance paid videheque No. 539501 dt. 10.12.2007 334,115,255

Audit is of the opinion that:

i. Clause 52.3 does not support this payment as the said clause is applicable at the
time of issuance of takingver certificate for the whole of the works

ii. 25% increase in cost obnotract through amendment and without notifying the
additional work was irregular and undue favour to the contractor which resulted
into excess payment of mobilization advance amounting to Rs 91.223 million {i.e.
Rs 456.115 million (paid) Rs 364.892 milbn (due)}.

The matter was pointed out to management A2y 2016 but no replyvas received.

Audit recommends that:
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1. The matter may be investigated:

i. As to how the cost of contract was increased at initial stage.

ii. Excess mobilization advance amounting to Rs 91.223 million was paid in such an
arbitrary way which jeopardized the sanctity of the tender and contract in total
disregard of canons of openness and transparency.

2. The cost impact of excess amount of mobil@aadvance (Rs 91.233 million) paid to
the contractor may be worked out and recovered from the person(s) held responsible.

4225 Undue Favor To The Contractor Due To Award Of Additional Work Without
Open Tenders- Rs 1,968.592 Million

Rule-12(2) of PPRAprovidesthafi Al I pr ocur ement opportuniti e
should be advertised on the Authoritybs websi
having wide circulation. The advertisement in the newspapers shall principally appeaaist at |
two national dailies, one in English and the

General Principles of Contract provided in GFR d4, (Vol-I provides that the terms of
contractonce entered into should not be materially varied autlthe previousconsent of the
compeent authority. No payments to contractors by way of compensation, or otherwisejeout
the strict terms of the contract or in excess of the contract rates may be authorized without the
previous approval of the Ministry of Finance.

The management enhancdiae contract price for Development works of New Balakot
Town was enhanced to Rs 4,400.707 million through amendments and variation orders

The details arasunder

(Amount in Rs)

DOC.REF Date Description Amount

Original Contract 25.06.2007| Original Contract 2,432,614,694
Amendment No.2 03.11.2007| 25% increase in original contract valy 608,153,674
Revised Contract Award Cost (A) 3,040,768,369
Variation Order No.1 02.02.2011| Remedial work after resumption

work in October2010 58,161,335
Variation Order No.2 15.092011 | Access Road 89,721,068
Variation Order No.3 12.03.2012| Pump Room 3,655,186
Variation Order No.4 19.03.2012| Development of work in sector

(BATANG MERA) 1,208,901,03
Total VOs Cost (B) 1,360,438,623
Total Revised Contract amount (A+B) 4,401,206,991

Audit observed that by issuance of amendment and variation orders worth Rs 1,968.592
million the original contract price was enhanced by 81%.

Audit is of the opiniorthat the management was not authorized to enhance work

The matter was pointed out to management 8f&2y 2016but no reply was received.
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Audit recommendshat the mattemaybe investigated thoroughly with a view to ascertain
how the safeguasgrovided in the GFR provisions have been violdiedidedix responsibility
on the person(s) at fault.

4.2.2.6 Undue Favor To The Contractor Due To Premature Release Of Retention Money
- Rs 150.768 Million

GFR-19provides that a payments to the contractor gy of compensation, or otherwise,
outside the strict terms of the contract or in excess of the rates may be authorized without the
previous approval of the Ministry of Finance.

ClauseNo. 60.3 of General Conditions of Contract (GCC) awarded dhiae D07 for
New Balakot City Development Projgatovidesthat:

i.  upon the issue of the Takir@ver Certificate (TOC) with respect to the whole of
the works, one half of the Retention Money, or upon the issue of a TOC with
respect to a section or part of theReanent Works only such proportion thereof as
the Engineer determines having regard to the relative value of such Section or part
of the Permanent Works shall be certified by the Engineer for payment to the
Contractor.

ii.  Upon the expiration of the Defect Litity Period for the works the other half of the
Retention Money shall be certified by the Engineer for payment to the Contractor.

The management of ERRA issued two amendments No. 4 amd (.01.2010 and
15.11.2010 respectively.

The details are as under:

i.  Inorder to allow contractor to overcome the financial liquidity problems arising out
of recent developments at the work site, the Employer agrees to reduce the rate of
Retention Money from 10% as mentioned
release anyamount deducted previously in excess of 5% from the contractor
payment 0.

ii.  In order to allow the Contractor overcome the financial liquidity problems arising
out of preceding development at work site, the Employer agrees to release the
existing amount oRetention Money and deduct a sum @ 10% of Retention Money
from the forthcoming bills of the Contractor.

The management of New Balakot City Development Project paid retention money
amounting to Rs 150.768 million (vide cheque No. 651457 datd®2?10 forRs 71.222 million
and cheque No. 771522 dated11552010 for Rs 75.00 million).

Audit observed thatdih the amendments Yematerially changed the contract besides
the work done is insecure to the extent of defect liability period.

Audit is of the opinon thatinsecure and undue ressaof retention money was andure

favor to the contractor at tle®st ofpublic exchequer.
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The matter was pointed out to management ARy 2016

The management stated that the same para was raised in AR28mhd reuested to
delete the para from special auiport

The reply of management is not tenable as the matter is still outstanding because no
remedial action has been taken by the management.

Audit recommends that the matter be investigated for fixingnitieidual responsibility
and making good the loss caused due to undue favour to the contractordioe velease of
retentionmoney

4.2.2.7 Overpayment To The Contractor Due To NonDeduction Of Cost Of Material
Obtained From Site- Rs 69.665 Million

Technical 9ecification # 2231(01)XGeneral Excavatiorprovides thatall material
removed from excavation shall be used in the formation of embankments or filling the relatively
lower level areas, and at other such locations as directed, unless it is declaredlemsistaplus
bytheEngheer / Engineer 6s Representative

A contract regarding Development Works of New Balakot Town was awarded to
M/s Mumtaz Construction Company on 18th May 2BRRA measured and paid for a quantity
of 32,204.98 Cu.m stone workp to IPC # 75 in Bill # 2 & 3 of different IPCA quantity of
1,64547847 Cu.m hard rock was obtained from the site up toN®C5 during excavatiofunder
bill No. 1 to 5, item No. 106, 202, 302, 402 and 502).

A quantity of 194273540 Cu.m softmaterial was obtained from the site up to IR&75
during excavatiorfunder bill No. 1 to 5, item No. 105, 201, 301, 401 and 5@f)amount of Rs
14.701 million (including price adjustmemjas paidupto IPC # 75 for a quantity of 31,645.92
Cu.m sand kdding under water supply pipes and sewerage pipes.

Audit observed thatie contractor used the excavated material (stone)
Audit is of the opinion that:
The contractowas over paid aamount of Rs 54.964 million as detailed in Annexbite

The contractoiwas over paid an amouf Rs 69.665 million (Rs 54.964 million +
Rs 14.701 millionks detailed iAnnexureO.

The matter was pointed out to management ARy 2016

The management stated that the same para was raised in AR28mhd requested to
delete the para from special audiport

The reply of management is not tenablem®unt pointed out has not yet been recovered
and got verified.

Audit recommends that over payment of 68665 million being the cost of material
obtained from the site may be recovered fromctir@ractor or the person(s) held responsible
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The objective of the ERRA toward education sector is to restore equitable access to higher
guality education, teacher development, and capacity development of the district education offices
for improved service delivery.

Capital cost, sources and utilization of funds:

In Reconstruction and Rehabilitation strategy of education sector the éostahcluding
Civil Work, Furniture items, other equipment Teacher Training and Technical Assistant,
Rs 29,356.90 million were declared as Project Input and to be completed in three years i.e.
200607, 200708 and 20089, for which Annual Work Plawas chalked out. Funds amounting
to Rs 25,792.500 million were allocated by ERRA out of one line budgets for reconstruction and
rehabilitation through education sector up to June, 2012. The ERRA expended Rs 18,891.102
million during the period, which i64.35% of the required input. The main sources of fund are

GOP, ADB, World Bank, Saudi Fund and Kuwait Fund.

Achievement and Targets Education Sector

Earthquake Reconstruction and Rehabilitation Auditory (ERRA) launched 5,701 projects
in education sectdor the purpose of reconstruction and rehabilitation of educational facilities in
AJ&K and KP. These educational facilities related to reconstruction of primary school, middle
school, secondary school, higher secondary school, college and university.

The educational facilities were required to be executed and completed mainly through
three funding sources i.e. Government of Pakistan (GOP), Donors and Sponsors as detailed below:

Total Under Tendering &
Projects | Completed | %age | construction | %age | Desigring stage | %age
GOP 3,782 1,143 30 1,431 38 1,208 32
Donors 709 672 95 24 3 13 2
Sponsors 1,210 1,112 92 31 3 67 5
Grand
Total 5,701 2,927 51 1,486 26 1,288 23
Source: ERRA Reconstructimdonitor (ERM), Accessed on 22.02.2016
The above tabl e 1 ndi c atompletethlogdts ist95%eandtmeo gr e s

progress

of

Sponsor 6s

projects i

S

92 %

wher eas

which is lagging behind the sponsord donor funded projects from the year 2005 to 2015.

4.3.1 Construction of King Abdullah University, Muzaffarabad

Saudi Fund for Development has pledged a grant of US $50.000 Million which is to be utilized
by the Government of Pakistan through ERRA for reconstruction of AJK university (King Abdullah
University) Muzaffarabad campus. In this regard Memorandum of Agreerbetween the
Government of Pakistan and Kingdom of Saudi Arabia was signed on 11.0712@0@roject of
construction of King Abdullah University comprise of 14 academic blocks, 06 hostels and allied

95 Page



Special Audit of ERRA: 2003015

buildings like mosque, library and auditorium withwamulative area of 1,152,629 sft. was awarded to
M/s /s SAMBU.SARCO (JV) on 11.05.2011 with a completion time of 36 months.

4.3.1.1 Undue Delays in Awards of Contract Resulted in Cost Overrufi Rs 1.495 billion

Clause.2.4 of Special Conditions of Consultancy Guamtstates that the period of completion
of services for planning & designing phase shall be of a duration of six months w.e.f. the date of the
signing of the contract agreement. The period of completion of services for construction phase shall be
30 montls w. e. f . the date of award of work to the
completion of planning and designing phase i.e. topographic surveytegaacal investigation,
concept design development, preparation of detailed architectural satusbsign, cost estimates,
PC.ls, tender documents.

The Government of Pakistan signed agreement with Government of Saudi Arabia for
construction of education and health facilities on 11.07.2006, out of the total amount Rs 4,048.319
million was reserved foAJK University (King Abdullah University) campus, Muzaffarabad.

The detail of activities carried out by the management for utilization of grant allocated for the
university is as under:

S.No. Activity Date Time taken

1. Donation agreement 11.07.2006

2. Appointment of consultant 15.11.2007 | 16 Months 4 Days
3. Approval of project by ECNEC 21.01.2010

4. Invitation to Bid for award of contract 10.03.2010

5. Submission of tender documents 24.03.2010 | 28 Months 9 Days
6. Date of opening of bids 03.06.2010

7. Letter of acceptance 28.02.2011

8. Contract agreement signed on 11.05.2011

9. Letter of commencement by the Engineer | 16.05.2011 | 13 Months 23 Days
10. | Date of Completion as per contract agreem¢g 15.05.2014

11. | Current physicaprogress (January, 2016) 49.80%

Audit observed that:

i.  The consultant appointed on 15.11.2007 has submitted the tender documents on
24.03.2010 i.e. after a period of 28 months instead of 06 months.

ii.  The position tabulated above also indicates thatrtheagement failed to appoint
consultant/contractor in timely manner as they have taken 16 months for
appointment of consultant after agreement with donor and 13 months for award of
contract after submission of tender documents by the consultant

Audit is ofthe opinion that this delay in award led to cost overrun of Rs 1.495 billion, as
PC.I prepared on the market rates of 2009 could not cover the contract cost. Further opportunities
for earning revenue to Rs594.584 million (mentioned in the PC.l) was alsavailed besides
depriving the local population from the main education facility.

The matter was reported to the management on 22.07.2016. The management replied that
design was to be verified / vetted by NESPAK and these conditions were not available i

9 Page



Special Audit of ERRA: 2003015

consultancy agreement. Further, various stakeholders were involved; therefore huge time was
taken in getting approval of design. It is further highlight that end user have taken considerable part
of time in providing the user requirement and approvirgctinceptual plans/design & consultant

has to revise the design again & again. After receipt of tender documents donor also taken time in
giving final NOC of bidding documents. Bidders also filed court case on bid evaluation report
which further delayed thproject. NOC of donor for award of work took considerable.time

The reply is not cogent as management has addressed only two segment of the Para i.e.
Designing and obtaining NOC. The design and consulting end users was a part of designing job,
which wasagreed to be completed during six months and the same was not done. Further
expediting NOC from donors was the responsibility of the management through active
correspondence, which does not come from the record. It is pertinent to mentioned thatphg per re
to Para 4.3.1.9 complete drawings are still not available.

Audit recommends that the matter may be probed into and responsibility may be fixed for
loss of Rs 1.495 billion.

4.3.1.2 Non-Revision of PCI - Rs 5,282.248 million

ECNECO6s decision reproduced at Para 9.2 of
the implementation of project states that if it is felt that there will be major change in the scope of
work or increase in the approved cost by more than 15%, thendjeetpnas to be revised and
submitted for approval by the competent authority. It is essential that the revised cost estimates are
prepared in a realistic manner.

PC.I amounting to Rs 5,282.248 million approved from the competent forum (ECNEC),
consists btwo facilities AJK University (King Abdullah University) campus having construction
cost of Rs 4,048.319 million and Rawalakot Campus having construction costlg233s929
million.

Audit observed that M/s SAMBU JV was awarded the contract for catisinuof AJK
University (King Abdullah University) campus for a cost of Rs 5,544.188 million against the
approved cost of Rs 4.048.319 million. The award of contract is 37% (Rs 1,495.87) over and above
the approved PC.I cost mentioned for the project.

Audit is of the opinion the award at 37% higher rates was irregular and the management
had to resort to revision of the FICat the award stage.

The matter was reported to the management on 22.07.2016.

The management replied that PC.l were prepared & apgprovgear 2009 whereas bids
were called in 2010. Award amount came on higher side due to increase in markets rates. However,
it may please be noted that award cost will further increase due to price adjustment and the revised
PC.I shall be got approved frothe competent authority as soon as final completion cost of the
project is ascertained.
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The reply of the management is not cogent as revision till arrival of final cost is unjustified.
Further, Para 2.9 of Guidelines for Project Management states ¢fettPmplementation agencies
/ departments should seek the approval of the competent authority as soon as they consider change
in scope of work or revision in cost. Sponsoring agencies should also anticipate likely Tietgys.
should also fix responsility for the delays. Those responsible for not undertaking forward
planning and causing delays in implementation of projects should be taken to task.

Audit therefore, recommends that PC.I may be revised besides implemieata@.9 of
Guidelines for Projet Management in letter and spirit.

4.3.1.3 Irregular Payment of Price Adjustmenti Rs 35.014 million

Clause 70.1 ofarticularCondition of Contract states that the amount payable to the
contractor shall be adjusted in respect of the rise or fall in the casbaifid, material and other
inputs to the works. Further, clause 70(b) of Particular Condition of Contract states that the
adjustment to the monthly statements in respect of changes in cost shall be determined from the
formula.

The departmemaidan amounbf Rs291.766 million to the contractor M/s SAMBU JV as
price adjustment.

Audit observed that:

i.  Price Adjustment was paid to the contractor vide IPCs No.01 to 17 19, 21, 26 and
31 without observing the monthly statements required/actual work done in each
morth.

ii.  The department has paid price adjustment of Rs 14.590 million (Total price
adjustment Rs 291.766 million x 5%) with index/bulletin of PSO instead of Attock
Oil Refinery.

iii.  The department has paid Rs 20.424 million (Total price adjustment Rs 291.766
million x 7%) without approval of index of source by the engineer (consultant).

Audit is of the opinion that:

i.  Payment of price adjustment is violation of contract agreement resulted into excess
payment.
ii.  The payment without index of source by the engineer stands irregular.

The matter reported to the management on 22.07.2016.

The management replied that Priceustinent was computed on monthly basis for IPC
No0.35 to 36, however, the consultant /contactor has been asked to compute the price adjustment
for remaining IPCs omonthly basis. Further, Weighge & index for HSD is given Attock Oil
refinery in contract agement but monthly rates of Attock Oil refinery are not available and could
not be verified, hence rates of PSO are used for computation purpose. Applicable index for PCC
blocks have been approved by-Exo nsul t ant AThe Architecto.
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The reply of the managemt is not cogent as calculation of price adjustment prior'to 35
IPC is awaitedFurther, applying rates of PSO for HSD is in contradiction to contract agreement.
Furthermore, Basic rates of PCC blocks for only 02 months have been provided and thefdetail
the rest of the period are missing.

Audit recommends that excess amount may be recovered and the matter of allowing
payments without basic rates may be investigated.

4.3.1.4 Issuance of Variation Order for Soil Investigationi Rs 5.354 million

Clause 18.1 ofParticular Conditions of the Contract states that the contractor shall
investigate the bearing capacity through confirmatory geotechnical investigation and intimate the
engineer for review of design, if require, all costs incurred in this regard be bahedontractor
and thereof shall be deemed to have been included in the total price quoted by the contractor.

ERRA has approvetfariation Order No.4.B amounting to Rs13.122 million containing
Rs5.354 million for soil investigation.

Audit observed that theost of soil investigation is already included in the contract price.
Further, NOC of donor for the V.O. issued has also not been made available.

Audit is of the opinion that payment under the V.O. stands unauthorized.
The matter reported to timeanagement on 22.07.2016.

The management replied that confirmatory soil investigation remained dispute with
contractor for last four years and finally competent authority ERRA constituted a committee to
probe the matter, committee recommended followingiegestigation is not admissible as the
contractor has not given any notice in the light of GCC 53.1 & PCC 12.2. However, The Engineer
may consider waiver of this notice as per contractor/or after getting approval from appropriate
forum. The engineer habtained waver from competent authority ERRA.

The reply of the department is not satisfactorgabinvestigation is already included in the
contract price. Audit therefore recommends that the excess amount may be recovered from the
contractor under iimhation to audit.

4.3.1.5 Irregular payment as compensation Rs 4.664 million

Special Stipulations of Contract vide Serial No.06 and proposed construction schedule
(Appendix E) of the contract agreement provides the time of completion of work as 36 months.

Specid Stipulation of Contract vide Serial No.12 states that minimum amount of Interim
Payment Certificates (Running Bills) is Rs.100 million.

The ERRA paid the contractor financial compensation of Rs 4.664 million on account of
delay payment of IPCs.

Audit observed that the management had already compensated the contractor by accepting
the IPCs of lesser amount than Rs100 million, agreed in the contract agreement.
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Audit is of the opinion undue favour was extended to the contractor.
The matter reportetb the management on 22.07.2016.

The management replied that acceptance of IPC below the minimum amount by the
engineer, is his discretion as contract does not restricts him to not accept any such IPC. Moreover,
the design of full scope was remained uniabée till to date, hence threshold of minimum amount
was not applicable as contractor could not work on full scope of project. It is to highlight that there
has been abnormal delay in payment of IPCs by the Donor which has very badly affected the cash
flow of contractor, so in order to facilitate the contractor to maintain its cash flow, IPCs of lesser
amount were accepted. As far as compensation on delay in pisyisieoncerned, it mde noted
that it is contractual right of the contractor as per mionis of clause 60.10 of the condition of
contract to get 08% per amm on delay in payments behirigetspecified time in contracthereas
price adjustment is allowed on work done against BOQ items as per provisions of clause 70 of CoC.

The reply is not ogent as the management has violated the contractual clause to benefit the
contractor.

Audit recommends that contractor was already compensated through acceptance of lesser
amount IPCs, which is violation of contractual clauses. Therefore, the paymeotamtaof
delay payments compensation stands unauthorized, which needs to be recovered.

4.3.1.6 Irregular Award of Contract in Violation of Pakistan Engineering Council by
Laws1 Rs 5,544 million

Para 04 of Pakistan Engineering Council Act, 1975 (V of 1976) stetea license granted
by the Council shall entitle a licensee to perform an engineering work for client or employer.
However, the client or employer may prescribe his own requirements over and above the
requirements for license prescribed by the Coupaitticularly in respect of financial soundness,
plant and equipment capability, previous experience, business management capabilities and
specific expertise which in the opinion of a client or employer, is essential for the execution of the
work. Furtherclause IB.3 of instructions to bidders required that bidder are to be duly licensed by
Pakistan Engineering Council in the category relevant to the value of work.

Advertisement 10.03.2010 vide Para 05 provides that tender documents may be obtained
by eligble interested tenderers on submitting a written application on the original company letter
pad along with a copy of PEC registration

The management of ERRA awarded to the M/s SAMBU (JV) for construction of King
Abdullah University.

Audit observed that M/ SAMBU (JV) was not licensed by PEC at the time of bid
evaluation on 03.06.2010, as the Joint Venture of M/s SAMBU.SARCO was registered on
07.06.2010 with registration No. EFH.
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Audit is of the opinion that the award of project to a firm not havindid keense of PEC
is a violation of PEC byaws and bidding documents and based on the above the bid of M/s
SAMBU (JV) should have been technically disqualified.

The matter reported to the management on 22.07.2016.

The management replied that bids of \AMBU (JV) were accepted conditionally
subject to provision of registration with PEC before finalization of technical bid evaluation. M/s
SAMBU (JV) has provided registration before opening of financial bid. Hence M/s SAMBU JV
was considered qualified.

Thereply is not cogent, as per advertisement the contractor had to submit application on
original company letter pad along with a copy of PEC registration for obtaining tender documents.
Hence, M/s SAMBU (JV) was not eligible at the time of provision of éerdbcuments. The
management was not authorized to conditionally accept the bid of the M/s SAMBU (JV).

Audit recommends that the matter may be investigated with a view to fix responsibility on
the person(s) at fault.

4.3.1.7 Non-Imposition of Interim Liquidated Da mages- Rs 277.2 million

Clause 47.3 of Particular Condition of Contract prositiat the contractor has to carry out
work at site according to approved program under clause which shall be submitted by the
contractor to the Engineer for his consent angl have to be updated as per the requirement of the
Engineer. If the contractor is found to be consistently behind the schedule in the two consecutive
guarters, he is liable for recovery of interim liquidated damages at Half Rate as liquidated damages
underclause (47.1) i.e. (0.1% for each day of delay to 10% of contracts price).

Special Stipulations under clause (43.1) and proposed construction schedule (Appendix E)
of the contract agreement stipulates the time of completion of work as 36 months.

The mangement of ERRA made a payment of Rs 3,702 million for construction of King
Abdullah University Chattar Kalas, Muzaffarabad.

Audit observed that contractor had failed to follow the approved work schedule and the
work was delayed beyond the completion period i.e. 15.05.2014 and physical progress at the time
of audit (2015) was only 50%.

Audit is of the view that liquidated damegat the rate of 5% (Rs 5,544 million) of contract
price i.e. Rs 277.2 million had to be imposed at the contractor.

The matter reported to the management on 22.07.2016.

The management replied that interim liquidated damages were to be imposed on contracto
if there is no default of employer / consultant, and the contract is constantly behind the schedule.
However, it is documented that design of full scope remained unavailable and lead to employer /
consultant default and in such scenario Liquidated Damegad not be imposed.
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The reply of the department is not relevant as contractor had still not completed the work of
buildings for which design was provided at start and management has accepted that design of full
scope was unavailable.

Audit recommendsn independent third party inquiry be conducted to ascertain as to how
this work was carried out without the availability of design of full scope and responsibility may be
fixed and liquidated damages may be recovered from the person (s) at fault.

4.3.1.8 lrregular Payment on Account of Prolongation Claim- Rs 167.965 million

Clause 6.3 & 6.4 of General Condition of Contract states that the contractor shall give
notice to the Engineer whenever planning or execution of the works is likely to be delayed or
disruptedunless any further drawing or instruction is issued by the Engineer within a reasonable
time and, the contractor suffers delay and/or incurs costs then the Engineer shall, after due
consultation with the Employer and the contractor, determine; any extefdime to which the
contractor is entitled under clause 44, and the amount of such cost, which shall be added to the
contract price, and shall notify to the contractor.

Instructions to Biddersnter alia, provide:

1. Under Appendix to Bid, no subcontrdor was mentioned by M/s SAMBU (JV) for
execution of the project;

2. Under Appendix K to Bid, the contractor was required to depute the supervisory staff
and labour as mentioned in the contract agreement;

3. Under Appendix G to Bid, contractor was required tdiiwe the major equipment as
mentioned in agreement for work commencement.

The management of ERRA made a payment of Rs 3,702 million for construction of King
Abdullah University Chattar Kalas, Muzaffarabad.

Audit observed as under

i.  Contractor violated theontract agreement as detailed below:
a. The contractor has engaged smntractors on the project;
b. The contractor could not work in accordance with construction drawing
(where provided) leading to delay in construction work schedule;

i. As per the Ehgi Meehi it ss0 deci sion da
extension on certain buildings were approved and overall EOT has been rejected on
the plea that contemporary record was not provided by M/s SAMBU (JV).

iii. ERRA granted EOT alongwith prolongation claim of R6D&5 million vide IPC
No. 34 dated *iSeptember 2015.

iv.  The contractor was paid without fulfilling the contractor obligation i.e. completion
of buildings where drawings were provided.

Audit is of the opinion that the granted of EOT was not justified asuttams$ (under whose
supervision the work was performed) was already rejected the EOT on the grounds that incomplete
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record was provided in justification of EOT besides, certain violations of the contract agreement
by the contractor. Therefore, audit holdat payment of prolongation claim of R&87.965 million
was irregular.

The matter reported to the management on 22.07.2016.

The management replied that any extension of time given under contract provision has the
cost effect unless the events are natdeddy or overlapping delays. It is further highlighted that
M/s Architects refused the extension of time claimed on the basis of delays in provision of
drawings. Although it is proven fact that M/s Architects has delayed the provision of drawings
which camalso be witnessed that as of today, drawings are still pending. Provision of drawings has
remained a severe issue and due to failure of M/s The Architects. ERRA has hired new consultant
M/s Al-Teraz to address the design issues. M/s SAMBU JV was givenséom of time (EOT.I)
for the delays events of provision of drawings and relocation of Korf&at. As these delays
events were failure on part of ex consultant / employer, therefore prolongation claim was given to
contractor as per provision of contratduses. Hence no favor was given to contractor

The reply of the management is not cogent as delay for which the prolongation is claimed
related to the period of fAM/s The Architecto
contract agreement &fl/s The Architect is a question mark on the transparency. The EOT and
prolongation payment is unauthorized.

Audit recommends that the matter may be investigated with a view to fix responsibility on
the person(s) at fault besides recovery.

4.3.1.9 Unauthorized Payment on Account of Desigri Rs 74.847 million

AppendixC of contract agreement signed with the consultant provides the following firms
as sub consultant:

M/s HabibFida Ali, Karachi,

M/s Mushtagg& Bilal, Karachi,

M/s S. Mehbool& Company (MEP),

M/s SMK Associates Civil & Structure Engineers

M/s Timeline Consultant

The management of ERRA made a payment of Rs 74.846 million as Planning and Design
fee to M/s The Architects against King Abdullah University Chattar Kalas, Muzaffarabad.

Audit observed as unde

i.  The electrical and plumbing works were performed by designers / persons other
than agreed in the contract agreement i.e. M/s Y.S Associates and M/s K.P &
Associates.
ii.  The drawings available are not signed by the lead partner.
Audit is of the opiniorthat the payment of Rs 74.847 million is irregular and therefore
unauthorized.
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The matter reported to the management on 22.07.2016.

The management replied that although in the contract agreement was signed with M/s The
Architects but the Architect hired s® sub consultant who has carried out the design, which was
dully vetted by M/s NESPAK and found accurate. Hence we have not objected sub consultant.
Further, it may please be noted that construction drawing are issued by site staff after duly signing
andstamping

The reply of the management is not cogent as the employer had to accept the drawings
from only the consultants who were agreed in contract the agreement. Further, it does not come
from the copies of sample drawing obtained by audit that threséngs have been verified by the
NESPAK even it has not been verified by the main consultant.

Audit recommends that the matter may be investigated with a view to fix responsibility on the
person(s) at fault

4.3.1.10 Sub-Contracting of Work by the Contractor M/s SAMBU (JV) of King Abdullah
University, Muzaffarabad

Clause 4.1 of General Conditions of Contract Agreement stipulates that except where
otherwise provided by the contract the contractor shall not subcontract any part of the work
without the prior consertf the employer and as per clause (4.3) of the conditions, prior approval
of Engineer shall be obtained for sabntractor including resource available, key staff and past
experience of the firm before according approval. In the event of dispute betvoesonsactor
and main contractor, the contractor shall indemnify the employer against such dispute and
litigation.

The management of ERRA made a payment of Rs 3,702 million for construction of King
Abdullah University Chattar Kalas, Muzaffarabad.
Audit observed as under:

i.  The contractor M/s SAMBU (JV) sdlet the work to sulzontractors which
included M/s WideCon, M/s Deshan, M/$akhal etc.
ii.  No approval was granted by employer for engagingcsuttractor.
iii.  The contractor has also not provided any detagarding sufcontracting in
contract agreement vide appendlix

Audit is of the opinion this resulted into the violation of contract.
The matter reported to the management on 22.07.2016.

The management replied that issue of-eabtractor was come inotice of Employer
when dispute arise between M/s SAMBU JV and-soiitractors. The employer has investigated
the matter by issuing notices to M/s SAMBU JV. The contactor took stance éyaari labor
contractor. M/s AITERAZ new Saudi consultant has apgched for investigation of matter. The
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consultant replied that as the matter is in court of law withcsmiractor and work is continued so
no action shall be taken till final decision of court.

The reply of the management revealatttihe contractor tsahired sukcontractors which
were not allowed as per contract agreement.

Audit therefore recommends that necessary penalty in accordance with contract agreement
may be imposed on contractor.

4.3.1.11 Un authorized expenditure on account of construction of nofstrategic facility -
Rs 192.253million and US $ 3 million

According to ERRA Education Strategy 216 middle Schools in District Muzaffarabad
were damaged / destructed by earthquake. To reconstruct these schoold O&/E€ prepared
and approved. Furthes @er ADB Aid Memoire Para 04 of Appendix 02 in education sector ADB
will finance partly and completely damage government middle schools building.

ERRA has to carry out schemes duly included in the ERRA strategy and with approved
PCI. There is no roam forecoupment of any expenditure incurred by any other organization
either in the ERRA accounting procedure/ regulations.

As per Earthquake Reconstruction and Rehabilitation Authority Act, 2011 the Authority
shall be responsible for all reconstruction, relitation and early recovery programs and projects
in the affected areas of the whole of Pakistan.

A) A contract for construction of 30 schools was awarded sSfiahzama#EB JV at a cost

of Rs519.952million. During scrutiny of record it was observetat an amount of R$4.7%
million (excluding retaining walls, boundary wall and provisional sum) as detailed below was
incurred on construction of Army Public school (APS) Muzaffarabad.

S.
No. Description unit Rate Quantity Amount
1 Supply of selectegortion of N
pre-fabricated structure (scheddg Sft US$.16.5 4639 6,339,036
1 Topographic survey(scheduB) each 60,000 01 60,000
2 Complete Design services(sched8)e Sft US$ 02* 4639 775,640
3 Dismantle/construction/installation
(Scheduleda) Sft 1,634 4639 7,580,126
Total 14,754,802

*US$ 01=Rs.83.6

The school constructed was neither part of ERRA Strategy -& RQr included in list of
30 schools awarded to the contractor. Further APS is a commercial/other than government owned
entity. Incurrence of expenditure on a commercial entity and depriving the affected population is
unauthorized, which needs to be investigated.

B) An amount of Rs 21.776 million was recouped by ERRA to Pakistan Scouts Cadet College
(PSCC) Batrasi, a privatbody generating its own revenue with no funding from Government. The
college had already carried out repair and reconstruction work of the said amount from its own
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sources as well as through donations from various persons. This release of funds &readsk
done did not fall under ERRA rules/ policy.

Audit holds that recoupment of funds for work already done on schemes not included in
Education Strategy / ERRA mandate may be investigated and recovered under intimation to audit.

C) Deputy Director Reawstruction (PERRA) Mansehra paid Rs 155.722 million for
construction of Pakistan Scouts Cadet College Batrasi Mansehra as detailed below:

(Rs in million)
Expenditure

PackageNo. Name of facility Bid cost (June 2014)
80-A Kaghan House & RBN Block 101.840 130.629
80-B Chinar House, Hospital unit & Office block 27.711 8.335
80-C Principal House, Category IV residence & Shops, by 31.540 16.758

Total 161.091 155.722

The above schemes were not included in ERRA Educa&inategy. P of these
nonstrategy schemes was approved by ERRA during 2008. The status of collegénsseiig
private institution as no government is involved in its management/ financing etc.

In view of the above, incurrence of such a huge amoiuRs 155.722 million on a private
institution being norstrategy schemes is beyond the mandate of ERRA. This not only deprived the
damaged schools of government sector identified for reconstruction through Education strategy
but also placed extra burden Government of Pakistan.

D) The Finance Division approved US $ 2.5 million for the financial support and technical
expertise for the affectees of earthquake which hit the city of VAN, Turkey from the budgetary
provision of ERRA for the F.Y. 20112. A ldter of intent (LOI) was signed between ERRA on

behalf of Govt. of Pakistan and Prime Minister Disaster and Emergency Management (AFAD) on
behalf of the Govt. of Turkey for the constr uc
US $ 2 million.

Later on, the Ambassador, Embassy of Pakistan, Turkey informed that the budget of US $
2 million is insufficient to build the proposed school of 24 class rooms as per the construction
specifications of the Van Region and requested for allocation of atiboe million US dollars
for the project. Accordingly, a cheque No. 091229 dated 06.12.2012 amounting to US $ 3 million
(equal to Pak rupees 290,700,000) was handed over to the Turkish authorities.

Audit observed that the said amount was not reimbucsE&RA by the Finance Division.

Audit is of the view that such activities outside Pakistan do not come under the purview of
ERRA and should have been carried out through the relevant forum/ Ministry. Further, the amount
paid from the ERRA funds should haveen reimbursed to fulfill its obligations.

When pointed out to the management on 21st October 2013, the management in its reply
dated 12th December 2013 appreciated the view point of Audit and stated that the matter has
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already been taken up with the &nte Division for reimbursement of US $ 3 million financial
support made by ERRA to Turkey on behalf of Government of Pakistan.

The matter may be pursued with the Finance Division vigorously and progress be intimated
to Audit.

The matter was pointed out to management on 22.7.2016 and the management stated that
the same para was raisedHRAP Project audit report 20113 and the management requested to
delete the para from special audihe reply of management is not tenableles matter is still
outstanding because no remedial action has been taken by the management.

4.3.1.12 Un authorized expenditure on account of construction facilities beyond the scope
T Rs324.924million

As per guidelines for project management of Planning Commission, Project
implementation agencies/departments should seek the approval of the competent authority as soon
as they consider change in scope of work or revision in cost.

During scrutiny of recat it has been observed that construction of 33 schools was claimed
and paid to Mg Shahzama?EB JV under contract No.1.8B. Out of these the schietisied
below from serial No.01 to 08 was neither included inllAGr awarded to the contractor on which
an expenditure of Rs14&84 million has been incurred. Further schools mentioned at serial No.9
to 19 were not part of RG on which an amount of Rs1840 million has been spent for
reconstruction.

S.No. School covered Area (é‘\é%eTZt% Amount (Rs) Remarks
1 | GMS Kapa Butt 4639 3,492.754 16,202,886 | Not provided in Pd / Award
2 GMS Utrasi 4655 3,492.754 16,258,770 | Not provided in Pd / Award
3 | GMS Shawai 2254 3,492.754 7,872,668 | Not provided in PA / Award
4 | BMS Raj Putti 5231 3,492.754 18,270,596 | Not provided in Pd / Award
5 | GMS BugnaKhairabad 7083 3,492.754 24,739,177 | Not provided in PA / Award
6 | GMS Pursacha 5231 3,492.754 18,270,596 | Not provided in Pd / Award
7 | BMS Davi 5231 3,492.754 18,270,596 | Not provided in Pd / Award
8 | BMS Sarar 5869 3,492.754 20,498,973 | Not provided in PA / Award
9 | GMS Alrha 5231 3,492.754 18,270,596 Not provided in P4
10 | BMS Hassan Gallian 4639 3,492.754 16,202,886 Not provided in PA
11 | BMS Sherwan 5231 3,492.754 18,270,596 Not provided in PA
12 | GMS Hassan Abad 5231 3,492.754 18,270,596 Not provided in PA
13 | BMS Dani Mahi Sahiba 4639 3,492.754 16,202,886 Not provided in Pd
14 | BMS SandBun 3455 3,492.754 12,067,465 Not provided in PA
15 | GMS Gagu Tarcon 5261 3,492.754 18,375,379 Not provided in Pd
16 | GMS Kandar 4639 3,492.754 16,202,886 Not provided in PA
17 | BMS PhagnalBandi 4639 3,492.754 16,202,886 Not provided in PA
18 | GMS Rajwain 4639 3,492.754 16,202,886 Not provided in Pd
19 | BMS Kail Gran 5231 3,492.754 18,270,596 Not provided in PA
324,923,919

Total Cost=R$54,258,309+R&47,456,000 (US$2,960,000*83.6)=601,714,309/172,275=3492.754
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The matter of constructioof schools neither included in PIGior in contract agreement
needs to be justified as the scope of the work was change payment without revisieihneicld€
to be justified.

The matter was pointed out to management on 22.7.2016 and the managemethiagtated
the same para was raisedHRAP Project audit report 20113 and the management requested to
delete the para from special audihe reply of management is not tenable as the matter is still
outstanding because no remedial action has been takba mahagement.

4.3.1.13 Mis-management resulted into loss of R$12.230 million to state

In accordance with Rule 10 of GFR every officer incurring or authorizing expenditure from
public funds should be guided by high standards of financial propriety aedpbediture should
not be prima facie more than the occasion demands.

During scrutiny of record it has been observed that contract for construction of 40 middle
schools in District Bagh, AJK bearing No.1.2 has been awarded to M/s WIN-NRGDBian JV.
The ®overed area of the schools is 203,130.82 sft. The contract was completed with a cost of
Rs 577,154,042on 11Dember2010. Hence per Sft. cost comes to B841.292 per Sft.
(Rs577,154,042/203,130.82 Sft.). Another contract for construction dflid@le schools was
concluded and signed with M/s Shahzaman PEB JV vide contract No.1.8 B on the same terms and
conditions for material and erection. The covered area of the Middle Schools was 172,275 Sft. and
the contract was completed for R®1714 million (Rs 354,258,309 + R247,456,000
(US$2,960,00& 83.6) with per Sft cost dRs3,492.754.

Comparison of rate of the two awards revealed that contractor who have supplied material
from abroad resulted into excess expenditure of Rs211.230 mil(bnA2,275 x
2,841.292)(172,275x 3,492.754) on construction of facilities. As both the material was accepted
by the department for construction of schools at the same time with same specification and tests
required as per contract agreement. Hence utdizabf imported material despite of the
availability locally resulted into loss of Rs112.230 to state in only contract. The matter needs to be
justified and excess payment for all 07 contractors to whom privilege for utilization of imported
material was #&wed needs to be calculated and responsibility may be fix on the person(s) for
encouraging import of material from abroad despite its availability locally with same specification.

The matter was pointed out to management on 22.7.2016 and the managateénhat
the same para was raisedHBRAP Project audit report 20113 and the management requested to
delete the para from special audihe reply of management is not tenable as the matter is still
outstanding because no remedial action has been bgikibie management.

4.3.2 Construction of 124 schools of light gauge galvanized steel structurelnstrict
Battagram

Islamic Republic of Pakistan received Loan No. 2213 PAK SEdant No 0029, PAK
(SF) from Asian Development Bank (ADB) for Earthquake Emergefssistance Project
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(EEAP) to be closed by end of December, 2011. ERRA decided to construct various schools of
Light Gauge Galvanized Steel Structure (LGGSS) from these funds for immediate completion of
the school buildings. IBattagram construction of 121 LGGSS schools based on four lots. After
inviting tenders for the turnkey basis, the contract for lot 1A (23 schools) and lot H8H{BaIs)

was awarded to M/s Karkun Pvt. & Stone Guard (JV) for Rs 225.265 (m) and Rs 444.953 (m)
respetively vide DD EEAP (EducationBattagramNo. 151/2W/ 8152 dated 17.09.2008.
Similarly Lot1C (36 schools) and Lot 1D (25 schools) were awarded to M/s AC&ACC PEB
(JV) for bid cost of Rs 391.061 million and Rs 239.166 million. 15.01.2009, the contrtaof

M/s Karkun was terminated due to separation of Jenrtture of the firm and work awarded to

this firm was given to M/s AC & ACC PEB JV whose contracts increased from 36 to 59 schools
and 25 to 62 schools respectively (total 121). Later on the nuwhbenools was further enhanced

to 124 for completion of which contractor was given 270 days while work was commenced on
02.02.2009.

However this project was not completed by close of 2015 after lapse of more trear97
where EEAPBattagramwas also losed during 2013.

A separate agreement for consultancy services including supervision of work as site
engineer, responsibility for standard design and performance specification, tender evaluation,
design and layout review / approval, other contract managewas signed on 11.03.2008 with
NESPAK for this project. But the consultant left the work incomplete during June 2012, without
finalization of its accounts with the client and without handing over the assets back as per
requirement of contract.

4.3.2.1 Non-preparation of PC-1 of project of 124 schools Rs 1,249.598 million

Para 1(3)d of ERRA Operational Manual 28(Qrovides tha& project costing more than
500 million was required to be submitted to ECNEC for approval.

ERRA prepared 124 Pls against each school for conventional construction.

On approving LGSS technajy these existing PG were processed for obtaining the
administrative approvdlrevisedadministrative approvain 26.08.2008

Thedetaik are as follavs:

i. 46, PCIls for Rs 479.00 million, (Package No. 5 to 11 & 14) vide No.
PERRA/AA/2011/770,

i. 61, PCls for Rs 610.00 million (Package No 1 to 5 & 11 to 14) vide No.
PERRA/AA/2011/771, and

ii. 17, PCls for Rs 161.434 million (Package No. 14 & 15) vide No.
PERRA/AA/2011/772.

Audit observed as under

a. Independent PCfor all 124 LGSS schools of the project, costitg)1,249.598
million was not prepared to avoid approvatompetent forum i.e. the ECNEC
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b. At one stage, 139 R@Cs were prepared while progress report of 136 schools
was sent to PERRA off and on.

c. All the schools were to be constructed through local currency as per approved
original as well as revised PIS. None of these PG contained any foreign
component whereas huge foreign currency of 5339,754has been paid to
contractor directly and through LCs

d. Soil investigation was carried out on 136 schools against 124 schools.

e. Many school sites were changed during execution.

f. IPCs were also not preq on standard format to show the total work executed
and current work done since previous measured work. It appears that this action
was allowed intentionally to legitimize wrong doings by EEAP Education
Battagram

g. GGPS Loy Kally included in this contawas already pledged to NGO (Care
International) who constructed it through its resources.

Audit is of the opinion that 124/136 P13 were prepared merely to avoid the appro¥al
ECNEC which is unlawful.

Audit is also of the opinion th&breign currencxxomponent was not part of any -B€ but
payment irforeign currencywas made which was irregular and therefore unauthorized.

The matter was pointed out to management on 22.7.2016.

Department replied that ECNEC approval was not requir€@basrnmenbf Pakistan has
already signed MoU with ADB inclusive of foreign component.-IBGor 139 schools were
prepared in small packages due to short time in closing of grant. Contract of M/s A&QACC was
enhanced through change order in 26.06.2009 gxrpeision of contract agreement and with the
concurrence of ADB without retender due to short time in closing of grant. Soil investigation was
carried out for 136 schools and then curtailed to 124 schools according to fund commitment of
ADB. The expenditte incurred for soil investigation on extra 12 schools amounting to Rs 2.026
million was recovered from the contractor in IPC No 84. The site of some schools was changed
due to land issues and local disputes. The IPCs were prepared on standard forredt fadopt
turnkey contract. All these schools existed prior to earthquake and ERRA reconstructed only
existing damaged schools. The GGPS Sadien Measa not included in 124 schools. No
expenditure was incurred oBoray Muhammad Jan and GGPS Amar Shahabad fGaoRP
Portfolio. Hence no duplication of expenditure was made on any school.

Reply is not tenable because approval of ECNEC was required being beyond power of
ERRA board. No agreement of ADB with GoP was provided. N¢ &itained foreign exchange
componenh

Audit recommends that the matter may be investigated from third party for taking strict
action against the defaulters beside regularization from the competent forum.
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4.3.2.2 lrregular award of contract at higher rates than engineering estimates and 100%

enhancement of contract Rs 404.710 million

Rule 10 (ii) of GFR Vol- | stateghat the expenditure should not be prima facieentban
the occasion demands

Rule1l of GFR Vol- | states that each head of the Department is responsible for enforcing
financial order and strict economy at every step.

M/s NESPAK, the consultant of the project, prepared estimates based on market rates and
four (04) lots were tendered. Famling bidders participated whose bids were evaluaied

acceptedhgainst those estimates.

S| Lot Bidder Date of Engineering | Bidder price Difference | Difference

# | No. tender estimate (Rs) (Rs) (Rs) %

1] 1-A | M/s Karkun JV 04.06.08 150,825,318 225,264,500 74,439,182 +49.35%

2| 1B --do-- 04.06.08 297,347,713 444,952,500 147,604,787] +49.64%

3| 1-C | M/s AC&ACC JV | 04.06.08 274,399,250 391,060,500 116,661,250 +42.56%

4 | 1-D --do-- 04.06.08 173,160,243 239,165,500 66,005,257] +38.12%
Total 895,732,524 1,300,443,00C 404,710,476 45.18%

Audit observed as under:

a) The bids for higher percentage of 45.18% against engineering estimates based on
market rates prepared by NESPAK i.e. 49.35%, 49.64%, 42.5698&hd%
respectively in each case were accepted.

b) The contacts of M/s A & ACC PEB JV were enhanced 100% through variation
order instead of Hendering, adding the contract of M/s Karkun.

c) The turnkey contract cancelled from M/s Kamkfor Lot 1A & 1B at cost of
Rs 604.023 million (evaluated cost), was given to M/s AC & ACC PEB (JV)
during 2009 increasing the amount of 02 contracts from Rs 630.226 million to
Rs 1,234.249 million though variation order vide No. 6075/Edu dated
20.06.2009 widh was further increased to Rs 1,249.598 million.

Audit is of the opinion thatvaard of contact at higher rates than assessed by the consultant
and enhancement of coactis irregular

The matter was pointed out to managenoen22.7.2016.

The departmeni its reply stated that the project was launched on turnkey contract basis.
In this contract the design was carried out by the contractor after award of contract, therefore
engineering estimatasere not prepared at the time of bidding being turnkey project. Tentative
budget estimates were prepared on prevailing market rates without considering overhead costs and
contractor profit. The contract of LotA & 1-B could not be awarded due to dispb&tween JV
partners. Therefore, da@short time of closing date of grant and with the concurrence of ADB the
contract of M/s A&ACC was enhanced through change order on 20.06.2009 as per provision of
contract agreement and in term of Rule 3.5 of ERRA &jaral Manual, after annulment of
award of M/s Karkun for contractA & 1-B.
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Reply is not tenable because work was awarded at higher rates as compared with market
price. Contract was00%enhanced by violating all rules/ regulati@smanagement has apted
the audit observation

Audit recommends thaaward of contract at higher rates and enhancement of contract
against the rules may be investigated for fixation of responsibility.

4.3.2.3 Ambiguities in contract agreements

Rule 19(i) of GFR Voll states thathe terms of a contract must be precise and definite and
there must be no room for ambiguity or misconstruction therein.

Deputy Director EEAP (EducationBattagram incurred Rs 1,234.424 million on
construction of 124 schools of LGSS and an amount of Rs 54.104 million as operational cost.

Audit observed thathe contracts signed in this project contained a variety of ambiguous
clauses. Few examples are given as under

a) Clear terms of contract for imported and local materials were not made. Seh&dule
Il were also not differentiating the items / supplies. Contractor was asked to clarify
the bid who submitted scheduése breakup on 18.08.28®ut that clarification
was also ambiguous while no further clarification was sought.

b) The original contract did not contain any provision regarding involvement of
government in purchase process but as an afterthought ERRA agreed through
amendment in contract to open LCs (begrall costs by govt.) and to make
payments in foreign currency. Here also no detail of import was shown while duties
and taxes were paid for scheduleitems which were to be procured from local
market.

c) None of PCIs provided any foreign component whdeheduld required import of
plants and other items from abroad which was gross contradiction and against the
rules.

d) In contract, import was involved as mentioned in (b) aboveGbyernmentlid not
provide any foreign exchange cover / budget for this project.

Audit is of the opinion that unddavor has been provided to the contractor
The matter was pointezlit to management on 22.7.2016.

The departmentepliedthat terms and conditions afyreement were in line with ADB
procurement guideline and FIDIC. Supply and payment of local and imported material was done
as per contract.etter of Credit (LC) was opened in accordance with ADB procurement guideline
for import of material not locally arlable being new technology. Foreign currency component
was part of contract between ADB@&oP andsovernmenprovided foreign exchange and budget
for this project.
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Reply is not tenable because -P@nd contract did not provide foreign currency
componentOpening of LC was added in contract as afterthought. Contract between ADB and
GoP and provision of foreign exchange/ budgeGbyernmenivas not provided.

Audit recommends thahat carrying out such ambiguous and against the rules contract
may beinvestigated from a third party for taking action against the responsible persons.

4.3.2.4 Loss due to mn-depositof forfeited bid security of Rs 4.500 million

Section 45.Zinstructions to bidders) of bid documestates thathe failure of successful
bidder tosubmit performance security or sign the contract, shall constitute sufficient grounds for
the annulments of the award and forfeiture of the bid money.

The contract of M/s Karkun Pvt. & Stone Guard (JV) awarded during September 2008
Audit observedasunder:

I.  The Chief Engineer (EQAA) Mansehra vide letter No. 4441fdu. dated
15.01.2009 intimated the contractor regarding annulment of award and forfeiture of
bid security of Rs 4.500 million.

ii.  Intimation was nosent to bank for encashment fi6.02.2009 wheiM/s Karkun
got stay order from Peshawar High Court.

iii.  The intimation to forfeit the guarantee was sent by Deputy Director EEAP on
18.02.2009 after a stay order, reflects undue favor to the contractor.

Audit is of the viewthat unjustified diay in forfeiture of bid security was done to provide
adequate timéo the contractor to get a stay order, leading to a loss to the government

The matter was pointed out to management on 22.7.2016

The department in its reply has statlkdt performanceugarantee was not forfeited due to
court case and ould be finalized accordingly.

Reply is not tenable because performance guarantee was required to be forfeited timely but
not done so. Contractor was allowed willfully to approach the cdud.record relating to the
court case, encashment of guarantees and their depogjbir@mmentreasury was not shown to
audit.

Audit holds that loss to the government may be investigateidking disciplinary action
against the persons at fault

4.3.2.5 lllegal payment of US &.340 million

For construction of 124 LGSS Schools, 124-IBQvere prepared. None of these-RC
contained any provision for foreign component. As such the entire amount of the project was to be
paid in local currency.

ERRA paidan amount of US%339,7540 contractor, through LCs and the mobilization
advancan foreign currency.
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Thedetaik are as follows

ltem Payment
Schedule | 6,222,258
Schedule 11l 570,796
Mob advance 546,700
Total US $ 7,339,754

Audit observed thatane of these P& contained any provision for foreign component

Audit is of the viewthat makingpayment in foreign currency was irregular and therefore
unauthorized.

The matter was pointezlit tomanagement on 22.7.2016.

The managemendgtated that foreign currency component was part of agreement between
ADB and GoP.

Reply is not acceptable because no such component was made part of contract. Agreement
between ADB and Gof®as also not provided.

Audit holds thatmatter may be investigated by third party for taking action under the law.

4.3.2.6 Overpayment against LCs due to excess importJS $ 418,390 (Rs 34.00 million
approx.)

Serial No.1lof ADB commitment letters dated 25.05.2009 vinlevided thaan amount of
US $ 3,136,500 & 1,713,600 respectively was agreed to be reirdbariseneficiary under and in
accodance with two Letters of Credit.

EEAP Education opened two LCs for import of 315,000 sft material under the commitment
of ADB for 124 schod.

Audit observed as under:

i.  The contractor imported excess material of 28,317 sft than agreed in commitment
and LCs.

ii. ERRA vide letter No. 31/ ERRA /Fin / Budget /20020/980 dated 19.05.10
pointed out an excess amount of US $ 481,390 equivalent to .B803dillion
(approx.) claimed by the contractor against two LCs.

iii. PERRA was advised to restrict the payment of duties/taxes to the original LCs and
resolve the issue of excess claim.

Audit is of the opinion that excess already identified was never rdednend
communicated to audit to ascertain that management has taken actions against the defaulters.

The matter was pointezlit to management on 22.7.2016.
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Themanagemergtatedhat US $ 4.133(M) was paid against LCs of US $ 4.559(M) and no
excess paymenwas made. The payment of duties and taxes were also restricted to the original
LC6s and no excess payment was made.

Reply is not acceptable because excess payment was pointed out by departmedeitself
letter No. 231/ ERRA /Fin / Budget /20020/980 dated 19.05.14fter receipt of invoices from
contractorsThus audit cannot ascertain as to how much quantity was imported and how much
payment was made against the quantity irtgzbr

Audit holds thatpayment for excess imported material may be investigatefixing of
responsibility for overpaymeiaind recovery be made.

4.3.2.7 lrregular payment (US $ 1,977,400) for imported items not covered under

schedulel of contract i Rs 140.400 million

Schedulél of bidding, plant (Preengineered structure inclundy fixtures for its erection)
providesthat he i tem is described as ASupply of
parts and nosstructural parts of the buildings including roofing, claddingulation, false ceiling
with patent connections and accessories not locally available on covered area basis for single and
doublestoryst ruct ur es. 0

sel e

The management of ERRA paid amount of $ 1,977,40@r import of items.

The detailsof import of itemsare as under:

S. No. Invoice No. Iltem Name Qty. Amount (US $)

1 PSAL/ERRA/1.147/06/10 Cladding & False Ceiling 160,000 Nos. 947,520
2 PSAL/ERRA/1.347/05/09 Selfdrilling Screws 145,000 Nos. 16,300
3 PSAL/ERRA/1.347/03/09 Expansion bolts 20,000 Nos. 127,185
4 PSAL/ERRA/1.148/05/10 Cladding & False Ceiling 90,000 sft 592,196
5 PSAL/ERRA/1.8b/03/2010 | Glass wool 2,500rolls 61,152
6 PSAL/ERRA/1.347/04/09 Selfdrilling screws 7,787,000 Pcs 233,048

1,977,400

Audit observed thataid itens werenot covered under items of schedula this contract.
The rates quoted by contractor were based on covered area i.e. per sft of steel sthuchure
include all accessories.

Audit is of the opinion thaitrregular paynent of $ 1.977 million on account of import of
items not covered under contract was made for which contractor was responsible. The contractor
was favored in such a way that all rules regulations, ethics, procedures, traditions and manners
have been violate

The matter was pointed out to management on 22.7.2016.

Themanagemersdtated that the payment at S. No 1, 4, and 5 of the audit observation has
not been made while the remaining items fall under schedule | of the contract. The accessories and
connections is also the part of schedule 1, but shifted in separate shipmendyraedtp was
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made according to shipment of materials. Overall payment made to the contractor was within the
limit of schedule 1 provision.

Statement of the department is misleadiegause payment was madedbiitemsunder
schedule 1. These items were ttesponsibility of contractor besides this, duties and taxes were
also paid by department for these imports.

Audit holds thairregular paymentor import of items not covered under contra@y be
investigaed to fix responsidity on the persons at fitbesides recovery of overpayment and
duties and taxes.

4.3.2.8 Unijustified payment of duties and taxes Rs 3.739 million

According to Custom clearing agent (M/s Manzoor & Company) letters @8t66.2011
and 25.07.2011, EEAPBattagramwas requested to arrange difference of duties for Rs 3.739
million (Rs 1,075,377+ Rs 2,663,472) dyebecause ohonacceptance of declared value of
imported material by Custom authorities.

Deputy Director EEAMBattagranreleasecanamountof Rs 3.739 nilion on 26.07.2011
for clearance of imported material.

Audit observed thaDeputy Director EEAPBattagramwas not authorized to make the
paymentof the contractar

Audit is of the view that this amount should have been recovered from contractor which
hasnot been done resultantly losas givernto government

The matter was pointezlit to management on 22.7.2016.

Themanagemenrdtated thatluties and taxes were paid for actual imported quantity which
was not more than invoice.

Reply is not tenable because excess duties and taxes were paid for difference inonvoices
the observations @ustom authorities

Audit holds thammatter may be investigated fig the responsibility against the defaulters
besides effecting recovery.

4.3.2.9 Irregular payment of duties & taxes of Rs 166.695 million and overpayment of
Rs 3.503 million due to difference in tax raté Rs 170.198 million

Schedulel, (Plant supplied from abrogdprovided thatprefabricated structural and
structural parts of theuildings includig roofing, cladding, insulatiorfalse ceiling with their
connections and accessories on covered area basis for single andstimylas to be supplied
from abroad.

Clause14.2 of GCC provides thatll the duties and taxes on goods ortpd under
schedulél will be borne by employer. These payments should be restricted to the items described
in scheduld of bid.
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Scheduldl of the contracprovides that (Plant supplied from within employer country)
prefabricated structural and stru@urparts of the buildings including roofing, cladding,
insulation, false ceiling with their connections and accessories on covered area basis for single and
doublestorywoul d be supplied from employerds countr

Deputy Director EEAPBattagrampaid dutiesand taxedor various items not covered
under Schedul of contract agreement for 124 LGSS schools

The details are as under:

S. L.C. No. Country Bill of lading Invoice Description Qty. Duties /
# name value taxes (Rs)
(US $)
1|038740-ADB Thailand |MKRBKKH10012A|592,196 Cladding and fals{ 74,952 kg|27,621,331
ceiling
2|0387-40-ADB 01-2009 Thailand | MKRBKKKH0012 | 888,304 --do-- 112,429 k¢41,629,551
3]1010/10/02/0015 Banglades| SJYK002151 67,112 Glass wool 37,750 kg| 2,256,937
411010/10/02/0021 Singaporel ASEKH1110365 | 16,300 Expansion bolt | 20,000 pcy 675,504
11,302
5]1010/10/02/0013 Australia 80002014 44,160 Seltdrilling screws 8,847 kg | 2,189,196
6 |038740-ADB-02/2009 China NGLASZ300 61,154 Glass wools | 29,500 kg| 1,882,620
XINGANG 2500 rolls
7|038740-ADB-02/01/2009 Singapore| VTTSE-80000994|233,04§ Self-drilling screws 35 057 kg|10,908,734
811010/09/02/0021 Singaporel SGSING10190056| 129,755 Self-drilling screws 35,000 pcy 6,075,064
Total 93,238,941

Audit observed as under:

i.  These items wenequired to be procured from local markmitwere imported

by contractor.

The LCs was opened in the name of M/s PEB Steel Alliance Dhaka Bangladesh
and the store was to be supplied by this supplier under his invoice. In the instant
casesome supply has been made from Thailand, some from Singapore, some
from Australia and some items from China

The payment was also shown made against LC/DD 10d0/10/02/0015,
1010/10/02/0021, and 1010/10/02/0013 which was not clear.

Moreover the contrdor vide letter dated 13.05.2010 asked that value of two
earlier consignments worth Rs 73.456 million of January 2010 may be released
to him. This amount was already paid by PERRA while in reply, the PERRA
office vide letter No. PERRA/ FME/ A&ACC /10/727ated 14.05.2010,
intimated that this amount was over and above the LC limit, hence may be
borne by contractor.

The above table also shows that one item has been procured from two separate
countries and different tax rates have been applied resulting exqesgliture

borne bygovernmenbf Pakistan as briefed hereunder:
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S.| Name of | Item Name Invoice Qty. Duties & | Taxrate | Diff: | *Value of tax
No.| country value (US $)| (Kg) taxes paid | per unit | (Rs) | paid on higher
(Rs) (Rs) rates (Rs)

1 |Bangladesh Glass wool 67,1124 37 750 2,256,93] 59.78
China 61,1524 75,000 1,898,331 25.31 34.47 1,301,243

2 |Australia  |Self-drilling 44,159.8( 8,847  2,189,19¢ 247.49
Singapore |[SCrews 233,049.27 |35056.6/10,876,404 |310.26 62.81 2,201,90f
Total 3,503,144

1  Value of excessax paid = (Difference of tax rate x higher tax paid qty.)

Audit is of the view thathe freight charges paid in these cases were not shown to
determine the exact overpayment made. This payment of taxes of Rs 166.695 million (Rs
93,238,942+ Rs 73,455,677) was against the rukes.3.503 million haslsobeen overpaid on
account of difference in tax rates

Audit is also of the view thahis resulted into irregular payment on account of duties and
taxes for goods imported but not coveredlemSchedulé and concealment of record by DG
PERRA office.

The matter was pointed out to management on 22.7.2016.

The managemestated that no excess payment was made, duties and taxes were paid only
for material imported under scheddleThe contraair was not bound to purchase all material
from specific country.

Reply is not acceptable because LC was openathfirts fromBangladesh and material
was imported from coungs other than Bangladesh. Secondly different taxes were paid for one
item imported from two countries.

Audit holds thairregular payment of duties and taxes for goods imported but not covered
under Schedui¢ and concealment of record by DG PERRA officeyrba investigatetb fix the
responsibility on persoret fault beside recovery may be made good from the defaulters.

4.3.2.10 Irregular revalidation of guarantees provided by contractor - Rs 38.106 million

and US $ 273,350

GCC32.1,provided thathe contractoshall be responsible for the care and custody of the
facilities or any part thereof until the date of completion of the facilities where the EEAP office
was closed on 306-2013and all transaction were required to be closed by that date.

As per letter NOPERRA/FME/NBP/LC/10/149 dated 24.05.2010 the LCs were extended
upto 30.06.2010. The import of various items against these LCs was made on separate bank
guarantees provided by the contractor.

Audit observed thathe EEAP project has been closed during J20&3. Accordingly
when the import was completed and the department was closed, all the guarantees would have
been released or may have stood expired.
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Audit is of the opinion thatnany guarantees of contractoestill being revalidated some
upto 31.12.216 and many prior to that date, for import from this vendor.

The local banks have been requested to confirm the guarantees on 04.03.2016 and they
confirmed that those guarantees were still vaidist of such available guarantees is placed at
AnnexureP.

The matter was pointed out to management on 22.7.2016.

The managemerstated that most of bank guarantees have been released as projects have
been completed and handed over to line department. Some guarantees were not released due to
audit objection.

Reply is not tenable because retention money was required to be held till finalization of the
project i.e. DLP but it was released in advance during 2011 without completion of project.

It is recommended that the matter may be inquired to dig out thediadtéixation of
responsibility.

4.3.2.11 Non-availability of tests report of imported material

According to section 6(5) of Speci al Pr o\
components shall confirm to ASTM-853 or equivalent hot dipped galvanized (G90 cwgti
complying with ASTM C955 and ASTM A653) with thickness and grade as required by structural
design calculations (Minimum yield strength 550 MPa).

The management of Battagram paid US $ 6.222 million for import of material under
schedulel of the contract

Audit demanded th&est report of imported steel frame structure veagiiredto confirm
the yield strength of material with the specification of the conttdatvever, the same was not
produced to Auditespite various requests during this audit.

Due to nonprovision of requisite test report, the quality of material could not be
ascertained.

The matter was pointed out to management on 22.7.2016.The department in its reply stated
that steel structure component has been used according to specifitiaidest report is available
and will be produced to audit.

Reply is not tenable because no test report was provided during audit as well as with reply.

Audit recommends that inquiry may be made to fix responsibility forgroduction of the
test report®f imported material to ascertain the specification of work beside recovery on account
of use of below specification material (if any).
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4.3.2.12 Non-maintenance of inventory of imported material by employeri (US $ 4.876
million) approximately Rs 347.00 millionand nortutilization of surplus material

According to GCC 31.1 of contact agreement, ownership of the Plant (including spare
parts) to be imported into the country where the Site is located shall be transferred to the Employer
upon loading on to the mode toansport to be used to convey the Plant from the country of origin
to that country.

M/s A&ACC JV the contractor imported material under schedule 1 & Il of the contract
which was stored at warehouseBattagramand payment was made through two LCs ofddne
PERRA. The material was collected from Karachi Port by officials of the EE#Rgramand
transferred to warehouse.

It was also observed that

I.  No inventory record was prepared and maintained either by the contractor, M/s

NESPAK or Deputy Director EEAP (EducatioBattagram

ii.  Contractor transferred material froBattagranto AJK illegally. Director Technical
vide letter dated 09.07.2010 request&d@Battagranfor imposition of section 144
to ban the removal and shifting of material to AJK which was accordingly done.

iii. M/s PEB has also joint venture in district Shangla for construction of light gauge
schools in another contract awarded by Reconshru&ERRA.

iv.  Security charges for the said store are being paid regularly by PERRA since 2011.
However,it is unknown who is bearing the warehousing cost.

v. Contractor is still keeping thienported steel, glass wool and other accessamies
store under his custody Battagramwithout further utilization

vi.  The material was shifted to Shangla for which the above stated inventories were not
prepared intentionally

Audit is of the opinion thagéxcess material was imported without determinhmg dctual
requirement which has gone waste. This purchase was made simply to provide benefit to the
contractor / supplier.

The matter was pointed out to the management on 22.07.2016.

The department in its reply stated that proper inventory record of alateceived at
Battagram was maintained. This material was used for 124 schools and excess material resulted
thereof is still lying at Battagram warehouse.

Reply is not tenable because no inventory record was provided during audit as well as with
reply ofthis Para.

Audit recommendshat nomamaintenance of inventory record through custody of material,
excess decamped imported material lying useless at warehouse, payment of recurring cost of
warehouse & security and transfer / use of material at othersptaag be inquired through third
party for taking action under the law against responsible officials and recovery.
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4.3.2.13 Wasteful expenditure on plumbing/ sanitation and internal electrification- Rs
12.236 million

SerialNo. 150f Section 6 EmployeRequirementprovided thaplumbing works includes
providing material and equipment and performing all the works necessary for the execution and
completion including testing and commission of all systems of plumbing works. Contractor will
get all water suply and drainage system including fitting and fixture approved by employer /
project manager before installation.

SerialNo. 160f Section 6 Employer Requirements provides that electric works consist of
all material and lighting fixates, ceiling fans, ekt fans etc. shall be procured and fixed
inclusive of testing and commissioning duly approved before installation.

Moreover as per NESPAK letter No. 3023/3310/FS dated 26.04.2011, electrical fixtures
was suggested not to be installed in 36 schools asiatesti by Director (Tec) o/o Chief Engineer
Abbottabad vide letter dated 05.03.2011, placed at AnneQure

The management pakitls 3.882 million for plumbing and sanitation works for 23 schools

Deputy Director EEAMBattagrampaid Rs 37.033 million during November & December
2011 for energization of 74 schools

Audit observed as under:

i.  Only 62 schools could be energized till January 2016 despite payment for 74
schools.

ii.  On the other hand an amount of Rs 8.354 million was incurred for internal
electrification of remaining 50 schools (124) where external rectification is not
possible during next 5 to 10 years. The consultant was further directed not to install
wiring, tube lights, energy savors and illuminations shall be kept to minimum but it
is surprising that this work has been done and payment also authorized.

iii.  The contractor provided two ceiling fans against provision of 4 ceiling fans in 68
schools till April 2011 Cost variation was required to be carried out to the effect to
safeguard thgovernmentnoney but nothing was done in this regard.

iv.  in 23 schools no external water supply has been provided till January 2016.

Audit holds that expenditure on plumbing anditdion without availability of external
water supply has gone waste which could have been avoided through identification of these sites
when survey was carried out. Nenergization of 12 schools despite payment already made
during 2011 and installatiorf mternal electrification despite stopping by the employer for schools
where external electrification was not possible resulted into loss of Rs 8.354 million.

The matter was pointed out to management on 22.7.2016.

The managememstated that internal water supply & electrification has been provided in all
124 schools, 65 schools out of 74 have been externally energized. Progmaahmentis
planning b energize remaining 59 schools
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Reply is not tenable because 65 schools éut2d schools could be energized so far
whereas internal electrification has been completed in all 124 schools without availability of
electricity, which would not be possible in next 10 years. Moreover, installing sanitary and water
supply accessories wibut availability of water has not been replied.

It is recommended thahattermay be investigated to fix responsibility at the persons at
fault and recovery be made.

4.3.2.14 Use of unapproved imported material

M/s NESPAK vide letter No. 3023/3310/MAJ/267 dated 08.03.20iftjmated the
contractor M/s AC&ACC Buildcore JMhe approval for use of imported materidis PEB was
main partner and supplier from Bangladeshthe contract of 124.GS schoolswhich hal
provided detail®f items in &ction 3 of the approved bid documents that he had at his disposal and
were to be supplied by MPEB from Bangladesh.

Deputy Director EEARBattagramallowed M/s AC&ACC Buildcore JVto use dfferent
material like screws, nuts and bolikichwere imported from Singapore, Australia and Germany.
Similarly, glass wool was imported through these LCs from a vendor of China.

Audit observed thathe consultant M/s NESPAKadasked the contractor to provide the
approval for use of such material supglifrom unspecified countries.

Audit furtherobserved thaschedule2 iters wereto be procured from local market.

Audit is of the opinion thapurchaseof material other than contractor country without
approval of consultant was unauthorizatso no approval was available on record and utilization
of this material continued.

The matter was pointed out to management on 22.7.2016.

The managemenstated that different material like screw, nuts and bolts were imported
from Singapore and Germany as famne were not available in Bangladesh. The contractor was
bound to supply the material as per specification but was not mandatory to supply these materials
from Bangladesh.

Reply is not plausible because approval for using material from other countsasotva
provided as the design was basm all inputs from Bangladesh and Contractor had not provided
M/s NESPAK, The Consultant, the required approval for use of items other than the approved
imported material.

Audit holds thatan inquiry may be conductefdr use of unauthorized / unapproved
material and fix the responsibility on the person(s) at fault.
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4.3.2.15 Non-retrieval of assets worth Rs 9.071million from NESPAK after expiry of
contract since June 2012 and irregular retention of assets by EEAP Staif
Rs 7.220 million

Clause 3.10 of consultancy agreement of NESR#AdVides thaequipment, vehicles and
material provided by client or purchased by consultant should be the property of the client.
Consultant shall make available to the client advert of sacipment, vehicles and material and
dispose of such in accordance with the client instructions.

Chief Engineer (EQAA) Mansehra signed a contract on 11.03.2008ofwsultancy
serviceswith M/s NESPAK for Rs 60.00 millian

Audit observed that:

The contract was terminated / expired during June 2012 and thereafter the
remaining work was being performed by EEAP staff itself.

M/s NESPAK procured vehicles, furniture, computers etc. from consultancy
agreement of EEAP Educatidattagramand all such guipment, vehicles and
instruments were required to be returned to client but not done till January 2016.
The cost breakup of such assets is as under:

. No. Item Name Qty. Amount (Rs)
1 Suzuki Jimny Jeeps 05 5,340,000
2. Toyota GLI Car 01 1,389,000
3. Furniture 688,311
4, Laptops / computers / printers 04 853,912
5. Refrigerator 01 00
6 Sony TV 210 01 00
7 Generator 01 540,000
8 Digital Camera 02 80,000
9 Mobile Phones 180,000
Total 9,071,223

Various items of closed office of Deputy Director EEAP (Educati®atfagram
were found under use of unauthorized persons who are no more on the strength of
EEAP EducatiorBattagramas below:

S. No. Iltem Name Qty. | Price (Rs) User name
1 |Toyota Hilux (4x4)Double Cabin 01 2,736,333|Mr. Altaf Hussain Deputy Director
01 Mr. Shah Bilal Admn Officer ATD
. . 01 1,065,000{Mr. Igbal Rasheed DDR ATD
2 |Suzuki Jimny jeep (A4010) 01 each[DG PERRA ATD Office
01 No detail / status provided
3 |Gas HeaterfRiani) No. 813 02 20,000 |Mr. AltafHussian Deputy Director
4 |Generator Honda EP 6500 5.5KVA 01 0 |Mr. AltafHussian Deputy Director
5 |Printer HP Laser Jet005 02 33,664 |Mr. Altaf Hussain Deputy Director
6 |Laptop PCQ With Core 01 85,000 |Mr. Altaf HussainDeputy Director
7 [peliCoreis screen 150 RAL 4 - |Mr. Nizam-ud-Din AD DDR Btm
Inspiration N 5010
8 |Laptop DELL Inspiration 1545 01 69,805 |Mr. Hussain Ahmed Director (Tech
9 |Digital Camera 3X Optical Zoom memory card| 01 16,000 [Mr. Nizamud-Din AD DDR Btm
10 |Single seat sofa L shape 02 Mr. Altaf Hussain Deputy Director
Total 7,220,802| ---
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iv.  Certain furniture items have been shomanded over to ERRA but no hangl /
taking over was available.

Audit is of the opinion that assets worth Rs 16.292 million (Rs 9.071+ 7.221 million) was
not retrieved from unauthorized users. The detail of liability of NESPAK was not provided to
audit. The settlement of accounts was required to be carried out imehedifier closure of
contract but the same has not been done even after lapse of moré/thge8rs.

The matter was pointed out to management on 22.7.2016.

The managemenstatedthat EEAP was merged with engineering wing PERRA and its
assets are beinged there.

Department did not reply the observation about retention of assets by M/s NESPAK.

Audit recommendshat nonretrieval of assets from NESPAK and EEAP staff as well as
nonsettlement of accounts of consultant may be investigated to fix respioysibthe persons at
fault and assets be recovered under intimation to audit.

4.3.2.16 Release of retention money of contractor without completion of project (Rs 8.316
million and US $ 19,033) Rs 9.667 million

GCC 60.3(aprovides thatipon the issue of the Takir@ver Certificate with respect to the
whole of the Works, one half of the Retention Money, or upon the issue of a Takarg
Certificate with respect to a Section or part of the Permanent works only such proportion thereof as
the Engineer determines having regard to the relative value of such Section or part of the
Permanent Works, shall be certified by the Engineer for payment to the Contractor.

EEAP EducatiorBattagramreleased portion of retention monegrth Rs 8.316 millon
and US $ 19,033 to the contractor M/€ &ACC (JV) during December 201.

Audit observed that retention money was relededtie contractor beforeompktion of
124 contracted schools d®tproject was actually completed during June 2Qi¥the othehand
defect liability certificate has also not been isstikdate of audit i.e. March 2016

Audit is of the opinion that undue favor was extended to the contractor.
The matter was pointed out to management on 22.7.2016.
The management stated tihetention money was released against completed projects.

Reply is not tenable because retention money was released without completion of projects
in IPC No. 84 in violation of all rules and regulations.

Audit holds thatelease of retention money to thentractor without completion of project
may be investigateand action be taken against the responsible persons
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4.3.2.17 Non-accountal of dismantled material of 136 schoolsRs 20.00 million

Section 6 vide Sr. No. 4of Contraptovides thatdismantling of exishg damaged
structures (sub and super structures) and rubble removal at suitable locations and stacking of
salvage material at suitably identified locations (property of the Education Department).

The Contractodismantled / demolisheschoolsfor recorstruction under ADB grant for
124light gauge schools in District Shangla and Distaattagram

Audit observed that dismantled material was not accounted for. Howesedetail /
whereabouts of dismantled material of these buikdireg Gl sheets, iron bars, stones, bricks etc.
were not made known to audit

Audit is of the opinion that if average receipt form the material of demolished school
remains Rs 150,000, total recovery would work out to be Rs 20.000 miitliins way Rs 2.000
million have not been accounted for anywheare] cost of material to be depositedovernment
treasury

The matter was pointed out to management on 22.7.2016.

The management stated that ERRA has carried out only the reconstruction and
rehabilitaton of damaged building whereas dismantling of existing buildings and its disposal of
material is responsibility of the concerned Education Department before start of work.

Reply is not tenable because no record of dismantling by the contractory ¢a&msite
from Education Department

Audit recommends that cost of all dismantled material may be recovered from responsible
persons

4.3.2.18 Improper maintenance of accounts record during the currency of project and
non-closure of accounts after completion

Serial No. 17(b) ix of Approved Accounting Procedure of ERRg#ovides thatthe
implementing agencies shall reconcile their monthly expenditure with the respective accounts
officer by 8" of the following month

SerialNo. 20 requires that proper accountsl ather record relating to financial affairs
shall be maintained.

Deputy Director EEAP (EduBattagramincurred an amount of Rs 1,204.027 million
constuctionof 124LGSSschoolsn districts Battagram and Shangla

Audit observed that

i. The cash boolwas neither prepared in required order nor signed / relevant
certificates recorded by the Deputy Director & Divisional Accounts Officer.
ii.  No detail of amounts received was recorded.
iii.  No separate cash books for ADB grant and GoP sharenaaintained.
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iv. No recaciliation has ever been made with PERRA.
v. The project has been completed while the accounts have not been closed till
January 2016.

Audit is of the opinion thathie improper maintenance of accounts record during the
currency of project hindered about clearture of all financial transactions made and-ctosure
of accounts after completion of project creates many doubts.

Audit is also of the view that misappropriation and frauds cannot be rulednotite
absence of proper accounting record

The mattewas pointed out to management on 22.7.2016.

The management stated that complete accounts record is properly maintained and available
for audit verification.

Reply is not tenable because record was not maintained properly as was observed during
audit. Regonsibility of checking of record by PERRA and Internal Audit ERRA was lacking in
this matter

Audit recommends that inquiry may be conducted for fixing responsibility for this
indiscipline and digging out the real position of accounts under intimatiaundtit.

4.3.2.19 Missing quantity of steel structureand non-determination of actual requirements
of material i Rs 14.802 million(US $ 205,581)

RuleGFR-148provides thaall materials received should be examined, counted, measured
or weighed as the case may be, when delivery is taken, and they should be taken in charge by a
responsible Government officer who should see that the quantities are correct and their quality
goad, and record a certificate to that effect. The officer receiving the stores should also be required
to give a certificate that he has actually received the materials and recorded them in the appropriate
stock register.

Deputy Director EEAP (EducatiorBatagramopenedtwo LCs for the import of steel
structure of 317,008ftfor 124 schoolsTotal 285,398ft material was imported and schools have
beenshowncompleted

Audit observed that:

i. No actual requirement was determined by department and consultant.

ii. The installation and balance material could not be ascertained because contractor
also transferred material to AJK.

iii. Commercial invoices show that 143,937 Sft (steel structure material) was
imported but NESPAKIletter No. 3023/33/KP/CD (2)/95 dated 15.07.2010
intimated delivery of a quantity of 131,844 Sft steel structure material to
Battagranby the contractorThus difference of 12,093 Sft was missing.
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iv. Structure drawings were not provided to ascertain theaktguirement for the
project.

Audit is of theopinion that recovery of excess payment was not made as In this transaction
double payment i.e. both from EEAPRattagramand EEAP AJK cannot be ruled out. The
department clarified that discrepant quantity 404 Sft and not 12,093 Sft while US $ 91,868
needs to be recovered/deducted from contractor. No further action / recovery 068 @hS8
forthcoming from record.

Audit is ako of the opinion thatcually the recovery is to be made for 12,093 Sft antd n
5,404 Sft which works out to US $ 205,581(12,093 Sft x US$ 17).

The matter was pointed out to management on 22.7.2016.

The departmentepliedthat payment to contractor was made for material used for actual
area of 285,398 sft. Inventory record was maintained and available. Contractor imported extra
material due to complex procedure of import and to cover any extra requirement. Surplus material
is in safe custody of department and cannot be used further.

Reply is not coect because no inventory record was provided whenever demanded.
Excess material was imported through LCsstGvas paid by governmeiatr materia) as well as
duties and taxedNo proper requirement of the material was determined to avoid the extra
import/expenditure.

Audit holds thatnatter may be investigated to fix responsibility on the persons at fault for
nondetermination of actual requirement before import of matergitiee recovery of loss due to
missing quantity of steel structure.

4.3.2.20 Unauthorized payment on account of Demurrage Charge&s 7.586 million

RulelO (i) of GFR Vol provides that every public officer is expected to exercise the same
vigilance in respect of egmditure incurred from public moneys, as a person of ordinary prudence
would exercise in respect of expenditure of his own money.

Audit observed that:

i.  Management of EEABattagrampaid Rs 4.00 million on account of demurrage
charges imposed by the Karachi Port Authority due toalearance of material
from port in time. The clearing agent, M/s Manzoor Ahmed & Co. vide his letter
dated 16.06.2011 intimated Deputy Director EEABgttagram that he has
lost/forgot the user ID and Password in the PACCS computer system of Custom
House Karachi. Meanwhile the Custom authorities imposed demurrage charges due
to this delay and neunse of ID/Password for two months which were paid by
departmat.

ii.  Similarly ERRA has made payment of Rs 3.586 million to M/s United Business
System on account of reimbursement of demurrage/ late clearing charges for

material of prefab houses of Bagh.
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Audit is of theopinionthat demurrage charges were not requirdzetpaid due to the fault
of the contractor / clearing agent which resulted into unauthorized payment of demurrage charges.
The reimbursement/payment of denage/ late clearing charges of R$86 million is loss to
government due to negligence on thet ghlERRA. Authorizing such payment by the EEAP and
taking no notice by PERRA and the ERRA HQs showa fide

The matter was pointed out to management on 22.7.2016.

The management stated that due to financial constraints in ERRA, the Demurrage Charges
were imposed by Custom Authority due to friyment of duties and taxes in time. Later on when
the funds were released from ERRA for payment of duties and taxes, so Demurrage Charges were
also paid to avoid the material lying on seaport from auction.

Reply is misleading because Demurrage Charges were paid due to loss of user ID &
password by custom clearing agent.

Audit holds that matter may be investigated properly and fix the responsibility on the
personst fault beside recovery from the defaulters.

4.3.2.21 Non-deposit of Income Tax deductedat sourcefrom contractor bills (Rs 10.616
million and US $ 24,297)

Section 160 etc. of Inconleax Ordinance 2001 provides tl&a® income tax is required to
be deducted at source and deposited into government account.

Deputy Director EEAP (EducatioBattagrandeducted Income Tax of Rs 10.616 million
and US $ 24,297 from M/s AC&ACC JV bills from IPC No. 84 during December 2011.

Audit observed thathe deducted tax wagquired to be deposited into treasury bat
depaited into government treasury till January 2016.

Audit is of the opinion that government has been denied its due share in the taxes.
The matter was pointed out to management on 22.7.2016.

The management stated that due to financial constraints at ER®BIHe fund could not
be released due to which Income Tax deducted could not be remitted into Income Tax department.
The fund demand has already been made to ERRA and on receipt of fund from ERRA, the actual
Income Tax amount will be deposited in tax aement.

Department admitted the stance of audit. Income Tax deducted during December 2011 has
not been deposited till December 2016.

Audit recommeads that natter may be investigated and legal proceeding may be initiated
against responsible persomssideincome tax along with default surcharges (12%) and penalty
(10%) in term of Sectiof60; 161(1)(b); 161 (1B) and No 15 of Section 182 (1) of Income Tax
Ordinance may deposited ingovernmeni reasuryunder intimation of audit
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4.3.2.22 lrregular payment of mobilization advance without provision in contract
agreement - Rs 62.007 million and US $ 546,700

Rule 11 of GFR Voll provides thateach head of the Department is responsible for
enforcing financial order and strict economy at e\step.

Rule 96 states that money should not be spent hastily or-gonisidered manner just
because it is available.

Deputy Director EEAP EducatioBattagrampaid mobilization advance of Rs 62.007
million and US $ 546,700 to the contractor M/s AC&A®Gildcore JV during 2009.

It was observed that no provision for grant of mobilization advance to contractor was
available in the contract agreement while no such amendment was also found on record. Moreover
recovery was made from the contractor in IPC Nooi881.12.2011.

The matter was pointed out to management 08722016.

The management stated that 10% advance payment was made as per contract clause 12.1
which has been recovered tpIlPC No 84.

Reply is not correct because IPC No. 84 clearly shows deduction of mobilization advance
whereas the department is denying the grant of mobilization advance.

Audit holds thatgrant of mobilization advance without provision in contract agreement
may begotinquired from third party for initiating legal proceedings.

4.3.2.23 Non-imposition and recovery of recommended liquidated damagesRs 124.959
million
Contract clause 2@ (Completion Time Guarantepjovides thatf the contractor fails to
attain completion ofhte facilities within Time for completion , the contractor shall pay to the
Employer liquidated damages @ 0.5 % of contract price per week upto maximum 10 % of
contract price.

Management of EEAP Batagam grantedesal extensions for completion of tRght
gauge steel structure school buildings under this project the contractor

Audit observed that:

i. ERRA vide its letter No. 8106/ FDO / AJK / ERRA / 521 /AJ&K dated 29.04.2013
fixediAd30.05.20130 as closing date of
contractor

ii. The contractor, however, did not complete the schools within that time also.

iii. LD was also recommended by DG PERRA, Chief Engineer, Deputy Director EEAP
(Edu) and NESPAK as summarized below but till January 2016 no liquidated
damages has been imposed and recovered.
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S. No. Reference Recommendatiors
Minutes of meeting held in DG PERR| DG PERRA directed for imposing maximum liquidat
1 office Abbottabad datetl0.10.2009 damages on contractor! llotice for termination of contract b

issued by the employer.

NESPAK letter 3023 / KR / CD (04)| Proposed L.D is being worked out and shall be submitteq

2 71 Dated15.10.09 approval of Client
3 NESPAK letter 3023/33/KR / CD2/4{ The progress of contractor reveals fsmmiousness toward
Dated10.02.2010 accomplisiment of set targets by Deputy Chairman ERRA.
NESPAK letter No. 3023 / DR / CD (4 Seeing no serious efforts made so far by contractor, this @
4 / 89 dated8.03.2010 is left with no other option but to recommend required actio
per relevant contd clause.
5 Deputy Director EEAP (EdWBattagram| Liquidated damages to the maximum of 10% shall be impg

office note date®1.10.2011

Audit is of theopinion that liquidated damages Rs 124.959 million were required to be
imposed and recovered from contractor which was not done despite instructions /
recommendations and clear poor performance of the contractor.

The matter was pointed out to management on 2218.2

The managemenstated that it was a foreign aided project, for which ADB had granted
time extension upto June 2011 and the project was substantially completed during extended time.
LD was never recommended by the Engineer nor approved by the emplugrefore imposition
of LD was not required.

Reply is not acceptable because LD was recommended time and again by the consultant /
the Engineer M/s NESPAK as well as department itself.

Audit holds that iquidated damages of Rs 124.959 million may bsovered beside
investigation for not imposing the recommended LD.

4.3.2.24 Non-obtaining of Insurance of works

Clause 34of General Condition of Contragirovides thatthe contractor shall at his
expenses take out and maintain in effect, or cause to be takerdonaiamained in effect, during
the performance of the contract, the insurance set forth below:

I.  Cargo Insurance covering loss or damage occurring while in transit until arrival
at site.

ii.  Installation all risk Insurance covering physical loss or damage to the facilities
at the site occurring prior to completion of the facilities with extended
maintenance coverage during the defect liability period.

ili.  Third party liability Insurance coverirfgpdily injury or death suffered by third
parties and loss of or damage to property.

iv.  Automobile liability insurance covering use of all vehicles used by the
contractor or its subcontractors (whether or not owned by them) in connection
with the supply andnistallation of the facilities.

V. Workero6s compensation in accordance
in country where the facility is executed.
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vi Empl oyerds Iliability in accordance wi
country where the facilitysiexecuted.
vii.  Other insurance

The employer shall be named-iesured under all insurance policies except third party
liability, workerds compensation and employer

Deputy Director EEAP (EducationBattagram incurred Rs 1,234.424 million on
construction of 124 schools of LG3%&districts Battagram and Shangla

Audit observed thathe works was required to be insured as cost of this insurance was
required to be borne by the contractor due to inbuilt coBQ® ratesNo such insurance was
provided by the contractor

Audit is of the opinion that undue favor was extended to the contractor.
The matter was pointed out to management on 22.7.2016.

The managemenstatedthat the insurance coverage of the projeatequired up to the
completion of project. Now as the project has already been completed and handed over to line
department without occurrence of any incident/ damage during the currency of the contract.
However some valid performance guarantees haweyabbeen released to the contactor to safe
guard the project.

Reply is not tenable because insurance was an inbuilt item which was required to be
obtained when due. Nainsurance of work was extension of undue benefit to contractor.

Responsibility for on-obtaining of insurance from contractor may be fixed and action under the
rules be taken under intimation to audit.
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4.4 Health Sector

Objectives
The objective of the ERRA toward health sector is to

1 restore health care infrastructure through rationalized reconstruction of seismically safe &
user friendly health infrastructure;

1 To ensure availability of an integrated and essential services packages at different levels of
health care delivery system \@ying preventative and curative service including
rehabilitation program with improved access for the disabled;

1 To strengthen the management and organizational system to revive and sustain health
services; and

1 To devise an institutions mechanism in fi@alth sector to operationalize a rapid effective
emergency and disaster response whenever required.

Capital cost, sources and utilization of funds:

In Reconstruction and Rehabilitation strategy of health sector the initial cost including
Civil Work, Furnture items, Equipment, and Technical Assistant, Rs. 18,330.750 million were
declared as Project Input and to be completed in three years i.e0200@0708 and 20089, for
which Annual Work Plan was chalked out. Funds amountinR4@5,792,500 millim were
allocated by ERRA out of one line budgets for reconstruction and rehabilitation through Health
sector upto June, 2013The ERRA expended RK3,891.102 millionwhich is 64.35 % of the
required input, during the period. The main sources of fun@akRe ADB, IDB, Saudi Fund and
Kuwait Fund.

Achievement and Targets Health Sector

Earthquake Reconstruction and Rehabilitation Auditory (ERRA) launched 306 projects in
health sector for the purpose of reconstruction and rehabilitation of healthdad¢iithJ&K and
KP. These health facilities related to reconstruction of Basic Health Units (BHU), Rural Health
Centre (RHC), Tehsil Headquarter (THQ) Hospital, District Headquarter (DHQ) Hospitals, Health
offices etc.

The health facilitieswere required to be executed and completed mainly through three
funding sources i.e. Government of Pakistan (GOP), Donors and Sponsors as detailed below:

Total Under Tendering &
Projects | Completed | %age | construction | %age | Designing stage | %age
GOP 135 42 31 51 38 42 31
Donors 48 38 79 10 21 - -
Sponsors 123 117 95 3 3 3 2
Grand
Total 306 197 64 64 21 45 15

Source: ERRA Reconstructing Monitor (ERM), Accessed on 22.02.2016

A

The above table indicates that the progred3ofn or 6 s comp | @i aadltthepr o] e c

progress of Spons o095% whereas thegdrogress af GQP fungled prdjests is s
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only 31%. The status of the GOP funded projects is very alarming that even after ten years the
progress is only 31%.

4.4.1 Rehabilitation of Ayub Medical Institution Abbottabad

Ayub Medical Institute (AMI) Abbottabad spread over approximately 200 acres of land,
comprising of Ayub Medical College, Dentistry unit, 1000 bedded tertiary care hospital Ayub
Teaching Hospital (ATH)School of Nursing and Paramedical Institute. Besides these essentials,
the complex also provides hostelling and boarding facilities to students, doctors, nurses and
ancillary staff. Earthquake of October 8, 2005 heavily damaged this institute. SaudiofFund f
Development provided amount of 30.00 million Saudi Riyals for rehabilitation of this institute
through a contract agreement between Government of Pakistan and Kingdom of Saudi Arabia. The
rehabilitation work of this Complex has been assigned to thé Ehgneer, Project Management
Implementation Unit (SFD/IDB). The PMIU is working under Director General PERRA
Abbottabad, a subordinate unit of ERRA.

4.4.1.1 Splitting of PC-Is to avoid approval of competent forum Rs 1,108.188 million

Clause 14 (4) of ERRA Opational Manual 2006 provides that a project costing more than
Rs 500 million will require approval of the ECNEC.

Chief Engineer PMIU (SFD/IDB) Abbottabad prepared differentlBGor rehabilitation
of Ayub Medical Institute Abbottabad, at different occasiand finally the following P& were
got approved alongwith Administrative Approvals (AA) from the competent authority:

(Rs in million)

S. No| Name  of Description Amount of Date of
Package PC-Is/AA |approval of AA
1 1-A Repair, Retrofitting ande-construction of AMICollege 296.002| June,2009
2 1-B Repair and Retrofitting of 06 Nursing Blocks of ATH 337.691| June,2009
3 1-C(D) Construction of BType flats at AMI 237.017| Sep, 2011
4 1-C(E) Construction of EType flats at AMI 237.478| Sep, 2011
Total 1,108.188

Audit observed that first two packages were advertised during October 2009. The
packages at Sr. No 3 & 4 were published during 2014. These packages have been awarded to
various contractors.

The details are as under:

(Rsin million)
S. Package Description Name of PC1 Amount of Date of
No. Contractor Cost Contract award
1 | 1-A: Repair, Retrofitting and reonstruction| M/s Ascent 296.002 81.427| 28.10.2010
of Avub MedicalColleae
2 | 1-B: Repair and Retrofitting of O®lursing | Raja Adalat Khan| 337.691 90.296| 02.11.2010
Blocks
3 | 1-C(D): Construction of Brype flats at AMI | M/s Urfan Khan 237.017 229.08| 27.10.2014
1-C(E): Construction of Hype flats at AMI Raja Adalat Khan| 237.478 242.33| 29.09.2014
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Audit is of theopinion that change in amount of tender and the amount of contract shows
that the PAs were incorrectly estimated / prepared or the contracts were made without seeing the
requirement of the institution for which no justification was available on recardRMIIU. It is
further added that thBechnical Sanction required for above mentioned works was not shown to
audit with the plea that the same was not obtained.

The matter was pointed out to management on 22.7.2016 but novaglyceived.

It is recomnended that disciplinary action against the responsible officials may be taken
for violation of rules besides provision d&chnical Sanction required for above mentioned
works.

441.2 Loss on account of award of work to 2nd bidder Rs 6.846 million

Clause 19B) (xiv, xv) of ERRA Accounting Manual 2008, provides that tender evaluation
shall be completed within 3 days and Work shall be awarded to the bidder within 17 days after
opening of the tenders.

Chief Engineer PMIU (SFD/IDB) Abbottabad awarded the Workepair, retrofitting and
reconstruction of Ayub Medical College Abbottabad, packagetd M/s Ascent for a cost of
Rs 81.427 million on 28.10.2010 with a completion period of one year.

Audit observed that:

i.  The advertisement of tender published ewspaper of package NeAlL was
demanded from management vide requisition No. 02 dated 02.02.2016

ii.  Technical bid was opened on 28.10.2009 in which 08 bidders participated where 02
bidders were found eligible whose financial bids were opened on 25.02.2010.

iii.  However a period of six months from 25.02.2010 to 27.08.2010 was taken in bid
evaluation of these two bidders.

iv.  The lowest bidder M/s Raja Adalat Khan quoted bid price of Rs 74.581 million
while the 2% bidder quoted Rs 81.427 million.

v. Contract was not awded to lowest bidder as he declined the request of employer
to extend his bid validity and refused to carry out the work on his quoted rates at
such belated stage. Accordingly, the package Wwas awarded to™ bidder
M/s Ascent, for Rs 81.427 millior{with one year completion period) on
2810.2010.

Audit is of the opinion that the delay in bid evaluation resulted into loss of Rs 6.84 million
(Rs 81.42F Rs 74.581) to Government before start of the project

The matter was pointed out to the managemer207.2016.

The management in its reply stated that copy of advertisement of tender published in
newspaper is enclosed. The M & E wing ERRA had stopped the evaluation process due to change
in scope of work. The®ibidder refused to execute the work ahd work was awarded td'2
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bidder. Delay of work on the part of Ayub Medical Institute (AMI).They could not vacate the
patientdés ward for repair work.

Reply is not tenable because the relevant copy of advertisement, evidence regarding
change of scope afork and delay of work on part of AMI were not available with the reply as
well as during audit. Six months delay in bid evaluation is a clear violation of ERRA Operational
Manual. The management awarded the work'{biader for a cost of Rs 81.421 milhi and put a
loss of Rs 6.846 million to Government exchequer

Audit recommend that this delay and loss require investigation for fixing responsibility and
taking the action under rules

4.4.1.3 Irregularities in award of work and unauthorized change in BOQ1 Rs 145.806
million

Rule-56 of CPWDCoderequires that a properly detailed estimate must be prepared and
technically sanctioned before commencement of the work and work should be got executed
accordingly.Rule-89 (d) (3) provides that no officer may accept any contract which relates to a
work not yet technically sanctioned.

Clause 19 (B) (xiv, xv) of ERRA Accounting Manual 2008, provides that tender evaluation
shall be completed within 3 days and Work shalabarded to the bidder within 17 days after
opening of the tenders.

Clause 25.1 of GCC, provides that no change in the price or substance of the bid shall be
permitted except as required to confirm the correction of arithmetic errors discovered by the
Empoyer in the evaluation of the bids.

Chief Engineer PMIU Abbottabad prepared estimates for pack&geAlyub Teaching
Hospital for Rs 337.691 million during June 2009 and were got approved from competent
authority. This package was then tendered out evi®t technical bids were received on
28.10.2009. The PMIU finalized their evaluation within next 04 months and bid of one bidder,
M/s Raja Adalat Khan, with cost of Rs 236.102 million was approved for financial evaluation.

Audit observed:

i.  AdministrativeApproval was accorded for original estimated cost on 06.05.2010

i.e. 06 months after execution of work.

i.  The BOQ/bid items of the contractor worth Rs 337.691 were decreased for
Rs145.806 million through ovavriting or deleted by simply marking X (cross)
on the concerned BOQ items leaving the bid amount to Rs 90.296 million
(236.1021 90.296).

iii.  Technical Sanction was obtained for Rs 101.423 million on 02.05.2012 i.e. nearly
one and a half year after award of contract.

iv.  This bid was notified on 02.09.2010 iadter lapse of nearly one year and the work
was awarded on 02.11.2010.
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Audit is of the opinion that management was never uncomfortable in committing the
following violations:

i.  Proper estimation of damages caused to hospital was not carried out.

ii. Bid evaluation and finalization took period of more than 01 year.

lii. Reduction of BOQ items has been made in a uniqgue manner violating all rules and
regulations through connivance of contractor and the PMIU.

iv. Technical sanction has been accorded after 17 marit commencement of the
work.

v. The consultant did not properly supervise site and construction work.

The matter was pointed out to management on 22.7.2016 but navaphgceived.

Audit recommend that such lawlessness may be investigated from a third party for fixing
responsibility on persons at fault and taking stern action.

4.4.1.4 Loss due to less recovery of LD from contractorsRs 11.151Imillion

Clause 47.1 of contract states that@D0.1 % for each day of delay in completion of work
subject to maximum 5 % of contract price stated in letter of acceptance would be imposed.

Chief Engineer PMIU Abbottabad awarded the works of packagedB Ayub Medical
College and hospital Abbottatbéo various contractors.

Audi t observed that these contractors coul
Liguidated damages amounting to Rs 11.151 million were required to be imposed on contractors
which were not done.

The details are as follows:

(Rs inmillion)

Package No Project | Date of Date o_f EOT Physical | Amount LD Balance

‘| Cost award Completion | granted | Progress of LD recovered| Amount
1-A 81.427 28.10.10| 27.10.11 - 30% 4.07, 0.529 3.541
LA 61.937 24.07.14| 230116 | - 53% 3.006 - 3.008

(Re-awarded)

1-B 90.29¢ 02.09.10 01.09.11 30.03.15 84% 4.514 -- 4.514
Total 11.68(¢ 0.529 11.151

Audit is of the opinion that total loss of R4.151 million (Rs 3.541 million Rs 3.096
million + Rs 4.514 million) due to nemmposition ofLD has been given to government

The matter was pointed out to the management on 22.07.2016.

The management in its reply stated that contractor of packégeds unable to execute
the work as per terms and conditions and he was penalized and his coagaetminated. The
remaining work was awarded to another contractor and progress of the work was slow due to
nonpayment of bills/IPCs from the donor. The slow progress of work was on the part of AMI
management. They could not vacate that ward for repak.w
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Reply is not tenable as the evidence regarding delay of payment from donor was not
available with the reply. Delay on the part of AMI management is not convincing because so many
letters with reminders for early completion of work to the PMIU arehenrecord of AMI
management. Even the AMI also approach the Chief Justice of Pakistan for completion of work.

Audit recommends that responsibility may be fixed for-moposition of LD and recovery
may be made from concerned contractors under intimatiandi.

4415 Loss of Rs 8.143 million due to termination of contract without encashment of
performance guarantee.

Clause 10.2 of GCC provides that the performance security shall be valid until the
contractor has executed and completed the works and remedigefaatg therein according with
the contract.

Para No 07 of Performance guarantee agreem
must be received by us before due date in writing. If no claim is received by this date, we will be no
longer liabletomkee any payment to you. O

GCC clause 63.1pr ovi des that the employer may, af
contractor, enter upon the site and the works and terminate the employment of the contractor
without thereby releasing the contractor from any isf dbligations or liabilities under the
contract, or effecting the rights and authorities conferred on the employer or the Engineer by the
contractor.

Chief Engineer PMIU Abbottabad terminated the contract of M/s Ascent for package 1
on 08.10.2012 aftggayment of R41.133 million (upto IPC No. 3) under clause 63.1 of contract
due to default of contractor.

Audit observed that the contract was terminated without any punitive action like
blacklisting and award of balance work at his risk and cost.

Audit is of the opinion that neforfeiture of Performance guarantee (which expired on
15.10.2012) resulted in a loss of Rs 8.143 million to government. Contractor was also allowed to
take away the plants and equipment and store from the site.

The matter wapointed out to the management on 22.07.2016.

The management in its reply stated that the Insurance Company was timely requested for
encashment of performance guarantee, but the contractor filed the suit in court of Law and the
matter wassubjudice However, all the adjustment will be made in accordance with the court
decision.

Reply is not tenable because the evidence of request to Insurance Company for encashment
of guarantee as well as copy of record of suit filed by contractor in court ofdawaet available
with reply. Timely action for recovery of encashment of Performance guarantee of Rs 8.143
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million was not taken with Insurance Company and a loss of Rs 8.143 million was given to
Government exchequer.

Audit recommends that responsibilityay be fixed on persons at fault for Atmmfeiture of
performance guarantee besides recovery of loss, under intimation to Audit.

4.4.1.6 Non-deduction / deposit of income tax Rs6.948 million

Income Tax ordinance 2004t at es @Al ncome Tax eqaredtphbeescr il
deducted from contractordés bill so.

Clause 73.1 of contract agreement provides that the contractor, subcontractor and their
employees shall be responsible for payment of all their Income Tax, super tax and other taxes on
Income arising out ofontract and the rates and prices stated in contract shall be deemed to cover
all such taxes".

Chief Engineer PMIU Abbottabad released a payment df8s841 million to different
contractors / consultant for this project.

Audit observed that Income Tamounting to R$.948 million was not deducted and
deposited into government treasury

The details are given in AnnexuRe

Audit is of the opinion that nedeposit of Income tax into government treasury has denied
government its due share.

The matter wapointed out to the management on 22.07.2016.

The management in its reply stated that the Income Tax due Rs 6.746 million out of which
Rs 2.381million is deposited into Government Treasury. The balance amount of Income Tax is
deducted in the contractor KiPC and withheld with the donor (Saudi Funded Development) and
will be deposited in to Government Treasury as and when received from the Donor Authorities.

Reply is not convincing as the evidence regarding withheld amount of Income Tax with
donor and chH&n for deposit of Income Tax Rs 2.380 million have not been provided.

Audit recommend that responsibility may be fixed against responsible persons beside
recovery of Income Tax be made from concerned contractors/consultant and deposited into
Governmentreasury.

4.4.1.7 Loss due to defective planning and design of type D & E flatks 7.235 million

Clause 16.1 of ERRA Operational Manual 2008, provides that all ERRA works will have
Supervision Consultants for quality assurance. Similarly, clause 19 B (vii) stateshe
consultants shall carry out detailed soil investigation before preparing detailed design and bidding
documents.
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Chief Engineer PMIU Abbottabad signedcansultancycontractwith M/s Architect
Karachifor planning & design and supervision on I62007for Ayub Medical @mplex The
consultanprepared IsolateBrawing / Desigrfor AMI package 1B

Audit observed as under:

I.  Isolated drawing / design was not applicable in the watgged area of AMI.

ii.  The whole buildings of Ayub Medical complex wa®nstructed on Raft
drawing/design.

iii.  Later on, Director Technical PMIU vide letter No. 2683/CE/ PMIU/ office dated
11.02.2015 informed the Chief Resident Engineer M & E Abbottabad that
foundation drawing provided by NESPAK will be implemented at site anskth
provided by M/s Architect may not be adopted.

iv.  Contract of M/s Architect was terminated on 24.03.2014 by ERRA due to poor
performance of the consultant.

V. M/'s Architect submitted a cl aTwped &sd.
6 0 -TNyEp e oOvidé PMIU dsary No. 3685 dated 15.10.2014 and was paid.

Audit is of the view that payment of Rs7.235 million on account of drawing/design of D &
E Flats to M/s Architect was wasteful expenditure as the required work was not done by the said
firm.

Thematter was pointed out to the management on 22.07.2016.

The management in its reply stated that the cost of the planning & design in the contract
agreement of M/s Architect Rs 9.392 million and payment made to consultant Rs 7.352 million.
The additional @dim of the consultant Rs 7.235 million is not paid/process by this office.

Reply is not tenable because the management has not commented on the faulty designs and
the corresponding payments rather they have pointed out that the Contractor submittetiesome ot
additional claim as well.

Audit recommends that all the expenditure made on the faulty designs be recovered.
4.4.1.8 Unknown reasons for termination of Package No-C (F)

Clause 1:2 of ERRA Operational Manual stat
and development of earthquake affected areas and rehabilitation of affected population also
according to ERRA notification No. NWFPRRA/P&D/ERRA/012006/004, ERRA will be over
all responsible and accountable for the timely and efficient execution of albprsgictivities in
the area of its jurisdiction.o

The progress report of Chief Engineer PMIU Abbottabad for February 2016 shows that in
health sector District Abbottabad, fiCveéd Fpacka
which related to constructioof infrastructure for D & E flats was cancelled by PMIU.

Audit observed that the progress report was silent about the reasons of the termination.
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Audit is of the view that after construction of D & E flats, infrastructure is compulsory.54
D-type flatsand 60 Etype flats would face problems without infrastructure. It is further added that
the provision of grant for this project could not be utilized and will not {ag@peopriated for other
scheme elsewhere in Pakistan. Thus it is another loss to goeetdue to deletion of this
package.

The matter was pointed out to management on 22.7.2016.
No reply has been received till completion of this report.

Audit recommends that responsibility may be fixed on persons at fault for exclusion of
infrastructure fo D & E type flats under intimation to audit.

4.4.1.9 Unjustified grant of mobilization advance and loss due to illegal retention of
money- Rs 47.141 million

Clause 60.12(b) provides that the advance shall be recovered in equal installfhents, 1
installment at th expiry of & month after the date of payment Sffart of advance.

Clause 41.1 of GCC provides that contractor shall commence the works on site within 14
days from the date of issue of Engineers Notice to commence which shell be issued immediately
upon handingover of the site(s) or part thereof to the contractor.

Chief Engineer PMIU Abbottabad awarded 02 works for construction of D& E type flats
of AMI Abbottabad under Package NeCl (D) to M/s Muhammad Urfan Khan & Con
27.10.2014 and and Package.1-C(E)to M/s Raja Adalat Khan on 25.08.2014, respectively with
completion period of 730 days. The mobilization advance to both the contractors was paid.

The details are as under:

(Amount in Rupees)

S. No. | Name of Contractor | 1st Installment Date 2nd Installment Date Total
1 M/s Muhamma 11,454,100 18.11.2014 11,454,100 02.12.2014, 22,908,20
Urfan& Co.
2 Raja Adalt Khan 12,116,600 18.11.2014 12,116,600 02.12.2014| 24,233,20
Total 47,141,400

Audit observed that a period ofore than 15 months from issuance of work order, only a
few pits have been excavated and no other activity has been performed.

Audit is of the opinion that by granting mobilization advance to contractors who have not
initiated the work, the government exchequer has been put to the loss to the tun&/dfaRs
million.

The matter was pointed out to the managemer207.2016.

The management stated that tfi& 2" installment of mobilization advance of both the
project is processed dated 18.11.2014 & 02.12.2014, but the contractor has received the
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mobilization advance after 14 months dated 25.01.2016 & 28.01f&ohéhe Donor Authorities
(Saudi Funded Development).

Reply is not tenable as evidence for receipt of mobilization advance on 25.01.2016 and
28.01.2016 was not available with the reply whereas on those dates the work was at delayed stage.

Audit recommeds that the management to recover a normal fupiRs 4.714 million
@10% per annum from these contractors under intimation to audit.

4.4.1.10 Irregular payment of work without verification by the consultant - Rs 8.172
million

Terms of contact for consultancy serscof Ayub Medical College & Hospital Complex
with M/s The Architects Karachi provides that the consultant was engaged for provision of
services in two parts (1) Planning & Designing (2) Site supervision @ lump sum 2.7% of
completion cost in two parts i.£.35% for phasé¢ and 1.35% for phase Il

The management made a payment of Rs 8.173 million to contractor M/s Abdul Rauf on
30.10.2015

Audit observed that after termination of consultancy service contract of M/s Architect on
24.03.2014, no consultant wagpointed by ERRA.

Audit is of the opinion that all payments made after that date stood unjustified without
measurement and verification of consultant.

The matter was pointed out to management on 22.7.2016 but no reply has been received.

Audit recommends that payment without verification of consultant is violation of rules
may be investigated for fixing responsibility.

4.4.1.11 Unjustified payment of rebate due to noravailability of bid evaluation record -
Rs 605,377

Para 11 of GFR Vel providesthat each head of the Department is responsible for
enforcing financial order and strict economy at every step.

Chief Engineer PMIU Abbottabad awarded the work of Package-Ao.1Repair,
Retrofitting and reconstruction of Ayub Medical Colleg to M/s H&bdul Rauf Khan & Co for a
cost of Rs 61.937 million on 27.08.2014.

Audit observed that no comparative statement was prepared while award of contract was
processed upon financial bid opening statement. The contractor was paid Rs 605,377 as 8% above
on all items vide IPC No.01 but no such indication was available in the financial bid opening
statement.

Audit is of the opinion that this amount was overpaid.

The matter was pointed out to management on 22.7.2016 but no reply has so far been
received.
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Audit recommends that nepreparation of bid processing / evaluation record may be
investigated for fixing responsibility besides recovery of the amount under intimation to audit.

4.4.1.12 Overpayment on account of mobilization advancesRs 4.514 million

Clause 60.12 of éneral Condition of Contract provides that an interest free mobilization
advance upto 10% of the contractual cost shall be paid to the contractor in 02 equal installments.

In the PackagéB - repair, reconstruction and retrofitting of 06 Nursing Wards Ayub
Teaching Hospital, the Chief Engineer, PMIU Abbottabad paid mobilization advance of Rs 13.545
million @ 15% of bid cost in 02 equal installments (Rs 90.296 million x 15%).

Audit observed that the management was required to pay the mobilization advance of
Rs9.0296 million @ 10% of bid cost of Rs 90.296 million.

Audit is of the opinion that excess payment of Rs 4.514 million (Rs 13.544 miillion
Rs9.096 million) was released to contractor.

Audit is of the view that overpayment was undue favaotatractor.
The matter was pointed out to the management on 22.07.2016.

The management replied that the mobilization advance was allowed under provision of
record note of meeting with SFD delegation held on 26.01.2010 and accordingly PD/CE vide No.
405/1Edated 12.03.2010 ordered of the approval of SFD delegation as part of contract document.

Reply is not tenable as relevant copy of PD/CE vides No. 405/1E dated 12.03.2010
regarding approval of SFD delegation was not found available with the reply.

Audit recommends that responsibility may be fixed for excess payment of mobilization
advance on the person at fault beside recovery to be made alongwith interest accrued there upon
for the period the amount remained with the contractor under intimation to audit.

4.4.1.13 Irregular increase of work through Non-BOQ items- Rs 27.412 million

Para 10 (i) of GFR Vel provides that every public officer is expected to exercise the same
vigilance in respect of expenditure incurred from public moneys, as a person of ordinarg@ruden
would exercise in respect of expenditure of his own money.

In Chief Engineer PMIU Abbottabad the HACof package -B was prepared for Rs
337.691 million and Administrative Approval was accorded for the same cost on 06.05.2010. The
contractor submittedhe bid of Rs 236.610 million. The Bid Evaluation Committee deleted various
items amounting to Rs 145.806 million from BOQ leaving bid cost to Rs 90.296 million and the
work was awarded to said contractor for this amount.

Audits observed as under:

I.  Managemetreleased payment of Rs 27.412 million to contractor upto 7th IPC on
account of execution of BOQ items which is 44®s 39,787,097 100 /
Rs90,296,000) of contract amount.
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ii.  Another payment of Rs 27.412 million was also made to contractorthiptd®C
against 58 nonBOQ items (detail as per Annexu$s.
iii.  This amount of noiBOQ items works out to be 30% of contract cost.

Audit is of the view that the repair and retrofitting work approved for award of work was
the mandate of ERRA. These non BQ€ms are of normal routine work. These were required to
be managed through huge main power available with the hospital from the annual budget provided
by provincial government to the institution. It was also observed that marB@@nitems were
having vey high price as compared to the market.

Audit is of the opinion that this action not only delayed the project but also work stuck into
never ending demands of the authorities or adjustment of the contractor and the PMIU staff in
addition to enhancing thest price of project.

The matter was pointed out to management on 22.7.2016 but no reply has so far been
received.

Audit recommends that execution of Non BOQ items amounting to Rs 27.411million for
above mentioned supply on such high price and leavingtigenal items of BOQ may be
investigated to fix responsibility on persons at fault.

4.4.1.14 Wasteful expenditure due to defective work Rs 3.648 million

GCC 49.3(c) provides that contractor shall remedy defects at his own cost due to
negligence or failure on his part under the contract.

In Chief Engineer PMIU (SFD/IDB) office Abbottabad the work order of contract-Ko.1
for repair, retrofitting of AMI wasawarded to M/s Haji Abdur Rauf Khan & Co for cost of Rs
61.937 million on 27.08.2014 with a completion period of 545 days. The contractor submitted IPC
No0.01 for a cost of Rs 8.173 million on 10.07.2015. This IPC included the civil work mainly
constructio of walls amounting to R3.648 million is as under:

S.No. Name of work Amount (Rs)
1 Pathology Lab 2,119,683
2 Surgical 1,528,674
Total 3,648,357

During the site visit on 08.02.2016 by audit team alongwith the management of Ayub
Medical Institution it was observed that recent earthquake dated 16.10.2015 damaged all the civil
works of Pathology Lab and Surgical. The repaired walls of both the sites were completely
damaged which shows that contractor did not use proper materi@ anhg the design was very
poor. It is further added that many deficiencies in renovation work carried out by ERRA were
pointed out by management of AMI to the PMIU. Majority of these discrepancies which needed to
be rectified in PackageA and 1B are gven in AnnexureT-1 andAnnexureT-2.

Audit is of the opinion that only repaired work was damaged and not the old work.
The matter was pointed out to management on 22.7.2016 but no reply has been received.
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Audit recommends that matter may be investigdtedtaking legal action against the
defaulters besides recovery of Rs 3.648 million for defective work.
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Annexures
Annexure-A
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