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INTRODUCTION

I, the Chairman, Committee on Public Undertakings (2019-2021) having
been authorised by the Committee to present the Report on its behalf, present this
Ninety Seventh Report on The Pharmaceutical Corporation (Indian Medicines)
Kerala Limited based on the Report of the Comptroller and Auditor General of
India for the year ended 3 March, 2007 relating to the Public Sector
Undertakings of the State of Kerala.

The aforesaid Report of the Comptrolier and Auditor General of India for
the ycar ended 31 March, 2007, was laid on the Table of the House
© on 26-2-2008. The consideration of the audit paragraphs included in this Repont

and the examination of the departmental witness in connection thereto was made
by the Committee on Public Undertakings constituted for the years 2016-2019
at its meeting held on 18- 4-2018. - : -

This Report was considered and approved by the Committee (2019-2021) at
its meeting held on 19-6-2019, - -

The Committee places on record its appreciation for the assistance rendered
to them by the Accountant General (Audit), Kerala in the examination of the
Audit paragraphs included in this Report.

The Commitiee wishes' to express its thanks to the officials of the Ayush

Department of the Government Secretariat and The Pharmaceutical Corporation
(Indian Medicines) Kerala Limited for placing the materials and information
solicited in connection with the examination of the subject. The Committee also
wishes to thank in particular the Secretaries to Government-Ayush and Finance
Departments and the officials of The Pharmaceutical Corporation (Indian
Medicines) Kerala Limited who appeared for evidence and assisted the Committes
by placing their views before it. .-

‘ . C. DIVAKARAN,
Thiruvananthapuram, ' Chairman,
19th June,2019. Committee on Public Undertakings.



REPORT
‘ON

THE PHARMACEUTICAL CORPORATION (INDIAN MEDICINES)
' KERALA LIMITED ; S :

AUDIT PARAGRAPH
4.3 Delay in placement of purchase order

Failure of the Company in placement of puljchasé order within the stipulated
period resulted in avoidable extra expenditure of 10.52 lakh

The Company invited tenders (November 2004) for purchase of Ayurvedic
raw materials required for the year 2005-06. As per the tender conditions firm
fates were to be quoted for 60 days from the date of opening (January 2005) of
the tender. Out of 10 bids received, the offer of Bharat Trading Company (BTC),

Mumbai wasrlowc'st in respect of three items* and second lowest in respect of two

other items* which were emergent in requirement:

The 'Company, however, failed to place the order within the validity period.
Subsequently, after expiry (March 2005) of the validity period, order was placed
(April 2005) on BTC for the procurement of five items. BTC took advantage of

the delay on the part of the Company in - placihg: the order within the vali,dity .

period and withdrew (April 2005) their offer for one of the ordered items
(‘Kachuri'). While the Company insisted on supply at the ordered rates, BTC did
not respond.

Thereupon, the Company locally procured all the five items (July 2005 1o
March 2006) at rates higher (5 to 111 per cent) than the rates offered by BTC. The
additional expenditure on the local purchase worked. out to €10.52 lakh. Thus,
failure of the Company to.place purchase order within the validity period resulted
in avoidable extra expenditure of ¥ 10.52 lakh. '

#  Kachuri, Peralam and Cheenathippali
*  Amalporiveru and Kudakappalayari
81972019,



Management's reply endorsed by the Government, stated (June 2007) that
the processing of tenders was delayed. since the company had to analyse the
implications . of Value Added Tax (VAT) and the Company had issued
(2 March 2005) a letter within 60 days of offer to BTC inviting them for
megotiation. It was further stated that the Company is taking steps to recover the
loss from the contractor. The reply .is not tenable since rates were firm and valid
for 60 days with effect from 4 Janvary 2005 as stipulated by the Company.
Further, VAT was applicable only from 1 April 2005. The claims raised
(September 2006) against the contractor also did not receive any response till date
(.Iune 2007).

(Audit Paragraph 4.3 contamed in the Report of the Comptroller and Auditor
General of India for the year ended 3ist March 2007)

Notes furnished by Government on Al.ld.ll Paragraph is given in Appendix II.
Discussions and Findings of the Committee

The Committee enquired about the unfairness in dea]ings on the part of
Oushadhi felt in the purchase of raw materials on the basis of observauons made
by the Audit.

The witness submltted in defense that even though the tender was opened on
January 4, 2005, owing to the situation of VAT coming into effect it was not
possible to compare different rates of quotes and different rates attained only in
April last, and that it was due to lack of clarity'in implementing VAT and
clarification regarding input tax credit that a delay in placing orders mentioned by
Audit occurred. He further added that it was vital to take into consideration the
. input tax credit before ﬁna.hsmg tenders in order to av01d huge economic losses to
the Corporation. e

- The Committee was given to understand that Company was advised by the
tax -consultant to await further guidelines from the Government on VAT before
finalising the tender process. The witness in this connection, informed that Bharat
Trading Company (BTC) was invited for negotiations on finalising the tender for
the supply of the five items in the tender. Tt was also informed that the previously
quoted rates would be deemed to be accepted by the Corpomuon in the instance of
BTC being absent from the negotiations.
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The Committee remarked that the delay in issuing purchase order has to be
.viewed as a lapse on the part of the Company. The Commitiee refuted the
explanation of the witness regarding the effect of VAT in hindering the whole
purchase process as VAT camne to éxistence only from 1st April, 2005 whereas the
validity period for placing orders are seen to have expired in March 2005.

_ The witness replied that Qushadhi carried out negotlanons with BTC on 2nd
"March, 2005, but BTC informed on 18th March, 2005 that they have to quote a
‘higher rate for one of the items required by Oushadhi; which being higher than the

market rate, was unacceptable to the Corporation. BTC later withdrew also from

the supply of the remaining four items in the order. Consequently, the Corporation
had to procure all the five items through alternative arrangement from outside
sources and as a result suffered economic loss.

The Commlttee noted that the Corporation had taken initial steps to recover
the losses from BTC and enquired about the measures being taken to recover the
full amount.

The witness explained that the Corporauon had issued a notice to BTC for -
recovery of its losses. The witness further informed the Committee that the
Corporation sustained a loss of ¥ 15 lakh and had initiated revenue recovery -
proceedings against BTC and an amount of ¥ 1. 75 lakhs had been adjusted by -
forfeiting the Earnest Money Dep031t (EMD). The BTC also filed a case against
the Corporation later in the Thrissur Sub Court. The Court order was in favour of
. BTC to-return the forfeited EMD amount, coupled with interest on the forfeited
amount, to BTC. The witness informed the Committee that a review petition had
been ﬁled in this regard at the Hon'ble High Court. :

The Committee rebuked the action of the Corporatlon in forfeiting EMD
from BTC without executing purchase agrecment with it. The Commitiee
remarked along with that chances of obtaining a High Court order in favour of the
Company would be very remote under the circumstances.

The Committee criticised the witness for spending pubhc money in
unnecessary legal processes and remarked that there was lapse on the part of the
company to forfeit the EMD of BTC without executing purchase agreement which



~ was illegal. The Committee at this point enquired about the identity of the
responsible official at the time of this purchase. - ' :

The Commitee was given to understand at this point that the then Managing
Director had been identified as the official responsible for this.

Observations/Recommendations

L The Committee observes that the. failure of the company in issuing
purchase order to Bharat Trading Company (BTC) within the Stipulated time for
the purchase of Ayurvedic raw materials during the year 2005-06 was a serious
lapse which led the Company to purchase the items from the local market with an
extra expenditure of ¥ 10.52 lakh. The Committee recommends to initiate revenue
recovery proceedings against the then Managing Director of the Company, who
was found responsible for the delay in processing of the tender and consequent
delay in issving purchase order to the contractor - Bharat Trading Company

- (BTC), Mumbai. ' '

2. The Committee demands to know the measures taken by the Company to
recover the extra expenditure of T 10.52 lakh from BTC for its withdrawal from
the supply of ordered items in the tender to the Company.

3. The Committee criticizes the Company for wasting public money and
demands to furnish the current status of the review petition filed by the Company
. at the Hon'ble High Court of Kerala against the Court order issued for the refund
of Barnest Mdncy Deposit forfeited by the Company to BTC.

C. DIVAKARAN,
- Thiruvananthapuram, : : . Chairman, _
19th June, 2019. o Committee on Public Undertakings.
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APPENDIX-1

SUMMARY OF MAIN CONCLUSIONS / RECOMMENDATIONS

Sl

No.

Para
No.

Department
concerned

Conclusions/Recommendations ,

[0

(2

3

)]

1

1

Ayush

The Committee observes that the failure of the
company in issuing purchase order to Bharat Trading
Company (BTC) within the stipulated time for the
purchase of Ayurvedic raw materials during the year
2005-06 was a serious lapse which led the Company

_|to purchase the items from the local market with an

extra expenditure of ¥ 10.52 lakh. The Committee

recommends to initiate revenue recovery proceedings|- -

against the then Managing Director of the Company,

| who was found responsible for the delay in processing

of the tender and consequent delay in issuing purchase
order to the contractor-Bharat Trading Company
{BTC), Mumbai.

Ayush

The Committee demands to know the measures taken
by the Company to recover the extra expenditure of
T 10.52 lakh from BTC for its withdrawal from the

. |supply of ordered items in the tender to the Company.

Ayush

The Committee criticizes the Company for wasﬁng
public money and demands to furnish the current status |

- |of the review petition filed by the Company at the

Hon'ble High Court of Kerala against the Court order|
issued for the refund of Earnest Money Deposit
forfeited by the Company to BTC.

—d
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Nrvee RimnreusEn Ry (GOVERNMENT ON THE AUDIT PARAS  AUDIT REPORT 4.3 (2006-07).

o : Reply furnished by the Government
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- ot ‘ 15.05.(}’
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The- Hmmmceuncal cerporahon(m ) Kerala LTD

"Thns:’.i’«r 7 Vel U Tg
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it} ‘ ¥ you fhat, a4 PR your: n:qnewt {-hava. -
mndueztea a-.one day wm-kshop at _adhl oiu 28.01.2005in- coriéetion - with tha
plemmﬁon of RVAT Act 2003. The VAT -was decided to be anplemeiited fom -
1% Apti 2005 ‘We ednie to know:that yisur company had itivited tendets for the purchase
of ra\ﬁr aterials, facking tisterials ele for the year 2004- 2005, The supply beriod was
from 1% April 2005 to 31 March 2006. The Corporation was in a dilemma to findlize the

tencets sirice the +ender comparisons had to be done in a different & way. The usual practice

ih the cofpotation was to compare tendess ‘iiclisive of tax rates. But with: the
inplementation of VAT e system had to be worked but in a different way. The Inside ‘
Kerala basic prices had ta be compared with the outside Kerala tax inchisive #ates Then

Lonly the: Jowest whderer could be idenfified for whifch the tax pertentage. schiedule o

were to be asoerxa.med The following pc;mts had fo Ye tiken into account.

g : .gmdelme for thc same and lhe corporatlon was' requued te
it up'm am* 05 foi further clear” guidelines under KVAT Act, Had the tenders been
findlized. in the routine manmer: it waotld have restfted in huge loss By non' avmlmg of
- Input.Tax Credit. wolld have also resulted in se.lechng wrong tenders and the
corporation had to face with llugat;ons .
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Tt Was. evdept that no inplits were available tothe cosparation to-filalize. the
tenders in d systematic and transparetit way. The corporition had no other way- but to
wait for farther gaidelinds from the, government. It this context the government

- guidelines ort VAT came onrthe following:dates olly * ,- . .

Jaroary 7% 200S- White Paperon VAT by the sopoweredvommitee ~
. Febisary- 2005 - State Budy e o o

~March 2005 . -"Publietiof of Keribs

© R005T i3

Aalbre Atded Tax Ruies as per G.O B)No. -

)

-, From e above facks, in my view the Sorp6iation tiad o 1 .

' ‘goverrimental actib, i -was 6Kl due 19:1He AkHtuity Trotn the part of the government
due to new law amd thic corporationi-indy-riot b6 tiehi tésponsible for this. The corporation *
is a-fully. goverviment ewned company ‘aud Jt bag to abide ta the Bovernmental policies

-+ did guidelfives very strictly. Tt is observed. that the ptime intention of thie company was to
select the lowest tender rates ini & lawfil:dnd justifiable manner. :

nhadnootlmway But to wait: for

' I-"lio‘pe the above 'staw'_met_l!'sjciaﬁﬂes th'e‘ 'm?ﬁa_ﬁ_ﬁzi{ , .

CA.P.J, JOHNEY FCA
.CHARTERED ACCOUNTANT

819414
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¥ *mmmmmxmvmuﬁdm TuAcnsnnewenacunemwssod by the
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Etfurcs where hlghly cornplxded and proper not:ﬁcatlons tegarding input tax,

Y .d:cachedulesandpubhahedmﬂmoﬂimdmbmﬂullmmsescheduhs
=\tuzre-lwl-pl'aﬂ:le: méimaiwd Atdlﬁmtrmafuxihuewemmﬂlmlmmmmdmvery
drﬂieunmwahmhzm ﬁmmvmwsamb:gmnesmmemmdmmedummbe‘
ﬁ:noweuuymmes - | ) '

‘Pruceﬂlmﬁumlingmpmtuwasnotclearlymeuhonedmﬂ:emmulmlspublmﬂedby!he

Tn this eomnct Mfs Plnlnnaceuﬂeai corpomhon am) szla Ltd was ﬁnallnng tender. procedures for the
purchase of uwmmnsls, packmg mateiials efc. for the year 2005-06. The routine practloe followed in the
eotponncn et to compare the rates inclusive ofaII rlxm But with the implementation of VAT from Ist
Aprll 2005, o pmmdm followed untll thon. Imd !dbc medified. In ordorto avail Input; tax credit, the -
bnsmpnéenrmxdéhmmpphashutobe wldimcou;sidokomla’hx inclusive rates. In
order to arrive the besic price of inside kerala supplier , the tax rates sohedules, nature of supplier{
rrgl.stered, unmglsheted presumptive etc) had to be known.
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.
. There was no clear gu;daelmes reganlmg the above aspects from the Govemmem The Govemmem wal
amiending the schedules, Tax rates, procedures etc. on day to day basis and many of the iters purchased by -
Oushadhi did oot find a place in any of the schedules publisbed by the Government. In this context the

corporation did notfmali!wd the tender.

. * . .

As the detaﬂs regardmg schedule items, procedure to clmm input tax, dlﬂ‘mnt torms, deferem rntes of tax
and assessment procedures were not finalised. Hence we could not clarify all points raised by the
Cbrpqmuqn.r L
" - .

We-hope that we have clarified s the points.

_Thank,yﬁu very much.
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