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INTRODUCTION

I, the Chairman, Committee on Public Undertakings {2016-2019) having been
authorised by the Committee to present the Report on its behalf, present this Thirty
Seventh Report on paragraph 4.9 (2010-2011) of the Report of the Comptroller and
Auditor General of India relating to Ten PSUs, based on the Report of the
Comptroller and Auditor General of India for the year ended 31 March, 2011
relating to the Public Sector Undertakings of the Government of Kerala,

The Report of the Comptroller and Auditor General of India for the year
ended on 3lst March, 2011 was laid on the Table of the House on 2332012
The consideration of the audit paragraphs included in this report and the
examination of the departmental witness in connection thereto was made by the
Committee on Public Undertakings constituted for the years 2014-2016 at its
meeting held on 6-1-2016.

This Report was considered and approved by the Committee (2016-2019) at
its meeting held on 26-4-2017.

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

The Committee wishes to thank the officials of the Industries Depariment
of the Government Secretariat for placing the materials and information solicited
in connection with the examination of the subject. The Committee also wishes 10
thank in particular the Secretaries to Government, Industries and Finance
Departments who appeared for evidence and assisted the Committee by placing
their views before it.

C. DIVAKARAN,
Thiruvananthapuram, Chairman,
26th April, 2017. Committee on Public Undertakings.




'REPORT
ON

PARAGRAPH 4.9 (2010-1)) OF THE REPORT OF THE COMPTROLLER
AND AUDITOR GENERAL OF INDIA RELATING TO TEN PSUs

AUDIT PARAGRAFPH
Financial Management in four selected areas

We selected twenty Companies from six sectors based on risk analysis for
assessing the effectiveness of performance in the following areas pertaining to the
period Ist April 2006 to 31st March 2011; :

I Deployment of surplus funds .
> Disbursement of loans

p Borrowing of funds and

>  Payment of taxes and duties

" 'We noticed deficiencies and were of the oplnlon that they required urgent
attention of the Managements of respective Public Sector Undertakmgs (PSUs).

Deployment of Funds

Incorrect selecuon of financial institutions for deployment of funds,
inappropriate duration of term deposits and avoidable deploymem of funds in
_ Current Accounts resulied in loss of i interest of ¥6.57 crore, as discussed further.

Time Deposlts
-Selection of institution

Incorrect selection of the mstltunon for deployment of surplus funds in time
deposus by the following nine PSUs ignoring the rates offered by State Treasury
which ‘were better than what they carried resulted in foregoing of possible revenue
of ¥3,30 crore in 399 cases as t{abulated below: _
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(2 in lakh)
No of Range l Range Rat._e. of | Altemnative | Interest |
.| Fixed: of  of |interest ROI . |foregone
Name of | Deposils | Period | FDs | Period (ROD) | available {(Tin
i Company (FDs) |invelved | (Tin |of FDs|received| a1 State lakh)
P ' Instances | | lakh) |(Days)| (%) | Treasury |-
o . (%)
(D (2 3 (® (5) (6) (7) (8 |
TELK 31 . Jan, 40 .180 2.00 6.75 68.08
' 2009 to to to to to
Oct, 300 468 6.25 10.00
. ] 2010 | )
KSPIFCL | 48 | March | 25 | 365 | '7.00 | 750 | 64.35
200910 to | to to 10
March | 500 | 730 | 880 | 10.00
201 | | .
KMML, | 40 Jan. | 15 | 365 | 650 | 17.50 63.18
2009t0| to to to
March | 261,93 9.00 | 10.00
_ 2011 . .
KSIDC 163 | Nov. | 1L00 | 180 | 600 | 675 | 5572
2007t0| to to | to to .
‘| March |380.14| 365 | 8.00 10.00 -
2011 _
TRKL 06 March | 9.50 | 365 | 5.00 7.50 29,50
: 2009t0| to o to
| March | 556.31 8.00 10.00
2011 : ,
KURDFC-{ 49 | Aprit | 1590 | ‘180 | 5.75 | 6.75 2311
2008 10 to to | to to
March | 99.00 | 556 8.00 10.00
1201
KSIE 17 Jan. | 0.55 | 365 | 7.00 7.50 9,74
S - | 200910] 1o to to
_: : Nov. |109.38 850 | 10.00
: = 2010




LS A O 2 S 00 LS 1 IO L/ (83
KELTRON 22| May | 300 181 405 | 650 8 48
' ' 20060 to | to | to Cto
Feb. |116.55| 897 | 7.70 | - 10.00 -
N 2011 ' _ '
KFL .23 | May | 55.00 180 | 5.50 6,75 8.21
20090 | to _ to to
Feb. | 99.00 700 | 850
L0l |
Total | 399 | 3 !. [330.37

Four Companies namely TELK (July 2011), KSPIFCL (Augusi 2011),
KSIDC {August 2011) and KMML (August 2011), stated that restrictions imposed
by Government/Treasury, operational convenience and facilities. for
‘Overdraft(OD)/Cash Credit (CC)/ Letter of Credit (LCYWorking Capital Loan
offered by Scheduled Commercial Banks(SCBs) etc. were the major reasons for
- the preference given to SCBs while dcposmng the funds.

The replies were not acceptable as Govemment/T reasury did not impose any
‘restriction for withdrawal of Fixéd Deposits(FDs) on maturity. Monetary ceiling
for premature closure could be overcome by opening FDs of smatler denominations
and also by adopting phased withdrawal. The State Treasury should have been
_ preferred for lnvestment over SCBs as it would have fetched better returns.

About TRKL, Govemment (October 2011} replied. that they parked their
deposns with banks for operational convenience: The management stated (August
- 2011) that. they could not meonitor their. deposits ‘due to shortage of manpower.
. The reason did not justify the loss_of pote_iltial interest income of ¥ 29.50 lakh.
KSIE stated (August 201:_1) that they had swilched over to dcployment'of surplus
funds in long term FDs with banks because of the OD facility offered to them
while KFL replied {August 2011) that the Conﬁpany could not estimate short term
requirement of funds correctly and there were chances of premature ciosure. The
. Audit point that these Companies did not beneficially deploy their surplus funds
stays, as the Treasury did not discourage premature withdrawals.




Optimal utilisation of increasing interest rates

Treasury periodically revised the rate of interest on Fixed Deposits. Regular
monitoring coupled with comparalive assessment of continued investment in
‘existing FDs or switching over to new FDs, will help maximisation of interest on
* investment, No penalty is imposed by the Treasury for premature renewal of term.
deposits. ' '

> Delay m rencwal of term deposits by KSFE on 66 occasions in line with
upward revision in interest rates (Qctober 2008) by Treasury resulted in
loss of potential eamnings of T 13,47 lakh. ’

The Company replied(August 2011) that the delay in foreclosure of FDs was
due to the delay in getting approval from Board of Directors which took all major
decisions. Thus, quick decision makiﬁg was absent, and to overcome this,

_operational freedom should have been given to functional managers within
specific guidelines laid down by the Board of Directors.

> The Company also erred in selection of term deposits for foreclosure which
resulted in interest loss of ¥ 10.55 lakh, The Company assured to evolve
appropriate methodology for foreclosures.

> Ni)n-closure of existing FDs to redeploy funds when the Treasury had
-raised rates of interest resulted in loss of potential interest of -T 69,09
lakh in KLDB during the period from April 2005 10 October 2008.

. The Company replied (September 2011) that prior approval of Government
was required for openihg new Fixed Deposit Account as well as renewal of
existing Treasury FD account. '

The reply was not tenable since given the benefits involved, operational
. freedom should have been sought from the Government subject to specific
‘guidelines from the Governmen. '

Inappropriate duration of deposits

Due to Iéck'_ of planning, the following companies failed to deploy funds in



FDs. of longer durations instead of renewing and re-depositing in FDs of shorter
durations resulting in foregoing of potential interest income of ¥ 1.31 crore:

(% in lakh)

Funds | Period ! Initial | Actual | Alternati | Rates of j Rates of | Interest | Interest | Interest

Deplo | involy | Invest | duration | ve long | interest | Interest | Received | that | forcgone
vedin | ed ment of term | (actually | - for could
' deposits 1 duration | earoed in | longer have
i available | deposits) | duration I been
{%) (%) received
State | June | 23321 61013 36 6% |75t 10| 127870 | 136L25 | 8255
Treasu| 2005 3 . | months |- months :
ry 10
March
201
SCB | Feb. |19858| 12 | 36 | 625to | 8tall | 252.24 | 29584 | 43.60
.~ | 2008 | 5 [ Months | months 10
to
March
281
SCB | Jan. |190.00| 3010 46| 18i1e 304 | 6.7510 4.58 8.93 4.35
2010 days | 414 days 7.5 i
to : .
‘| March
201r _ _
Total 4507. i 1535.52(1666.02 | 130.50
08 _ . }

KAMCO replied (August 2011} that the. Company was engaged in various
diversification/expansion schemes and to ensure fund availability for the same at
appropriate time short term FDs were resorted to.

" The reply was not tenable since the facility of foreclosure of deposits in Treasury
would have taken care of unanticipated cash outflows associated with diversification.
As per the Government policy in vogue, there was no restriction /ban for withdrawal
of FDs from Treasury. - o '



SILK replied{August -2011) that absence of integrated information system
contributed. to the loss and it had plans of implementation of fund management
techniques, '

Current Account Deposits
Avoidable deployment of funds in Current Accounts

In nine companies viz. KFL, TELK, KAMCO, KEPIP, TRKL, KSIE,
- KMMTI, KSIDC & KLDB, heavy accumulation. of balance in Current Accounts
for long durations was noticed. Companies with unpredictable cash flows can
resort to Flexi Fixed Deposits (FFDs) so as to avoid idking of fund in Current
Accounts and also to earn interest for periods ranging from seven days onwards.
FFDs offer the twin advantage of liquidity as well as operational flexibility of
Cuorrent Accounts coupled  with interest returns of Fixed Deposits. All the
banking facilities attached to a Current Account like fund transfer methods viz,
Real Time Gross Settlement (RTGS)Nationa! Electronic Funds Transfer (NEFT)
and Internet banking features are also available to the FFD account holders
without involving any extra charge. '

The total amount blocked up in Current Accounts of the nine companies for
various periods ranging upto 1823 days was equivalent to the idling of ¥ 54.42
crore for one year (Annexure 18). The equated annual idling of funds ranged from
T 0.8 crore(KLDB) to T 14.52 crore (KAMCO). This resulted in foregoing of
interest income. In the light of the advantages of FFD account, there was a need
for these companies to consider availing of this facility.

KAMCO and KSIDC replied (August 2011) that they had opened FFD accounts.

KFL(August 2011, KLDB and KEPIP appreciated (June 2011) the benefits
of opening FFD Account and information'relating_ to the progress thereon was
awaited(November 2011). About KLDB, Government replied (September 2011)
that the interest foregone was not considerable and about TRKL (October 2011)-
that efforts would be made to open FFDs in future,

. KMML replied (August 2011) that they had requested the banks lo provide
FFD account facility.

KSIE(August _2011) replied that amounts aceruing in Current Accounts of the
Company at different locations were transferred to OD account and the balance in



Current Account was minimised leading to need of additional funds.
The Cosrective actions taken by the Corhpanics were appreciable.

> At KEPIP, four dormant Current Accounts in SCBs were observed during
the period from April 2006 to February 2011 wherein balances ranging from
¥ 4.00 lakh to 2 18.00 lakh were persistently maintained which resulted in
forgoing potential intetest income of T 7.51 lakh. The Company assured that short
term. surplus funds would be invested in interest bearing FDs in futare (July 2011).

. Maximisation of rate of mtorest

_ Dally sales collections in all the units of KSBC were transferred to its
. Current Accounts maintained with Canara Bank, Union Bank of India,
Dhanalakshmi Bank Limited and Punjab National Bank in Thirﬁvaﬁanﬂlapuram.
" After leaving a minimum daily balaﬁc_e of ¥ 2.50 lakh in the accounts, remaining
funds were ransferred to the Flexi Fixed Deposit.Accounts_maintajned with the
same bank. The agreements with the banks profided for re-deployment of funds
to -earn maximum. revenue in the event of revision of rates of interest. The
Company did not have a system to daily compare the rates of interest that existed
across the’ banks and to redeploy funds whenever interest rate changes thereby.
forgomg interest of T 95.50 lakh during 2006-2007 to 2010-2011

KSBC replied (August 2011) that the loss was worked oot by Audit without
considering the period of seven days for generation of interest, number -of
transactions in a bank account and the higher interest earned by the Company by'
transferring fund from FFD account to Term Deposits with Treasury. o

The Period of seven days ‘mentioned in the réply was not relevant to the
audit observation. Our comment was restricted 1o initial deployment of cash
collections. The reply with regard to transferring of funds from FFD account to
Treasury was not relevant as the calculation’ done by us pertamed to the period
when the funds remained with the banks. We: were of the opinion that KSBC was
providing low cost funds to banks.



Loan Disbursement
Of the selected PSUs we observed inconsistency in lending activity as under:

Non-synchronisation of due dates of loan repayment and bond
redemption(KSPIFCL) and non-revision of interest rate linked to increase in cost
of funds (KTDFC) resulied in avoidable extra expenditure on interest/short
realisation of interest income amounting to% 56.24 lakh as discussed further:

> KSPIFCL issued(l January 2003) redeemable 11.10 per cent bonds worth
200 crore for lending to Kerala State Electricity Board (KSEB) at the rate of
© 1175 per cent. The bonds carried a put/call option exercisable on or after
t January 2009. The loan given to KSEB had a repayment schedule of four hatf
yearly installments starting from 30 June 2008. KSEB repaid the first installment
of ¥ 50 crore on 30 June 2008, Though the Company offered to redéem bonds
worth this amount immediately, only those holding bonds worth T 1.57 crore
accepted the Company's offer. Hence the Company could redeem the reméining
bonds worth T 48.43 crore (ie. 50 crore - 1.57 crore) only on 1 January 2009.
During the i'ntervening period of 184 days (from 30 June 2008 to 31 December
2008) the Company had to park T 48.43 crore in FDs which earned interest at the
rate of 9.85 per cent per annum. This resulted in interest loss of ¥ 30.52 lakh
towards differential interest (1110 per cent -9.85 per cent) payable to bond
holders. -Had the initial date of repayment of loan by KSEB been synchronised
with the call/put option date, the interest loss could have been avoided.

The Company replied(April 2011 that several attempts were made (October
2005 onwards) with KSEB to get the repayment schedule of loan revised but in
vain and that the above loss was absorbed in the overall profitability in the bond
transaction. _ - _

> KTDFC decided in the Board meeting (June 2007) to revise the interest

rates of loans under Aiswarya Griha Scheme sanctionéd' thereafter, in
tune with the increased cost of borrowings. Loan disbursed (March to
May 2006) by KTDFC to three parties- SK Hospital, Credence Hospital
and Paramount Photographers provided for revision of interest rates based
" on the changes in the borrowing cost of the Company. The inte_rest.rar.es
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of these loans were revised in the Board meeting (November 2008) with
effect from June 2008 after a delay of 11 months (for the period from July .
© 2007 to May: 2008) resulting in loss of interest income of T 25.72 lakh.

" Government réplied (August 2011) that the above three loans were housing
loans and were sanctioned with fixed interest rates. The loanees objected to the
decision to have floating rates and to aveid litigation, it was decided to refix the
interest rate and later on bring them under floating interest rate.

The reply was not tenable because the loan agreements clearly indicated that
they were sanctioned as floating loans with clear provisions for revision of interest
rates. ' '

Borrowings _
Ineffective management of loans

Ineffective management of loans resulted in avoidable interest payout of
T 94,01 lakh as discussed further: '

Three Companies(TELK, UEIL and SILK) did not utilise the available funds
in their FDs/Current Accounts for: extinguishing the loans/CC/OD availed though
the available funds were fetching lesser rates of interest compared 1o the carrying
cost of loans/CC/OD availed. We worked out that this resulied in avoidable
interest payout amounting to ¥ 37.93 lakh(Annexure 19) as detailed below:

> Despite having sufficient funds invested in FDs earning interest of 5 per
centto 5.25 per cent per annum, TELK availed LCs of 90 days duration
i:arrying intérest commitments of 12 per cent - 2.75 p'er cent during the
‘period from November 2007 to August 2009 for purchases. This
resulted in avoidable interest payout of ¥ 25.97 lakh,

TELK replied (August 201]) that the Company was forced to open usance
"LCs instead of sight 1.Cs as the monopolistic suppliers insisted for the same.
Further, the Company could persuade the suppliers to accept sight LCs from 2009
onwards and that lately the company was making advance payments through
RGTS mode to avoid interest. '

930/2017.
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The corrective action taken by the company was appreciable,

" » UEIL and SILK féiled to transfer surpius funds lying in Current Accounts
to Cash Credit Accounts'which would have helped in avoiding extra
interest expenditure of 11.96 lakh during the period 2007- 2011

About - UELL, Govcmmenf. (October 2011) stated that the funds parked in
Current Accounts were received from Public Sector Restructuring and Internal Audit
Board (RIAB) against specific undertaking that the same would not be diverted.

' CC Account being a standing arrangement for Working Capital, utilisation
of Working Capital assistance received from RIAB to mitigate interest burden on
. CC account did not amoint to diversior. '

‘SILK replied (Ai.l-gust 2011) that their units were geographically and
functionally scattered and that they could not integrate the fund position of its
units with the fund requirements which attributed to the loss.

_ The reply was not tenable because the Company should have developed an
integrated information system to ensure effective fund management.

N on-t:ompiiancc with terms and conditions of borrowin 25

> CC arrangements opened by KTDFC with fwo SCBs stipufated that
periodical financial statements and statement of debtors shall be furnished
by the borrower to the lender, failing which penal interest, limited to two
- per cent over and above the rate of interest would be levied. On persistent
default- by the Company (from 2007-08 onwards) in preparation and
submission of statements agreed upon, the relevant penal clauses were .
invoked by the lenders which cost the Company ¥ 36,64 lakh by way of
avoidable penal interest.

Government replied (August 2011) that the non-submission of financial
statements .to the banks was due to retrenchment of almost entire staff of the
Company and also due to the delays associated with migration of data o new
software. It was also stated that the cost of funds included penal interest charged by
banks and the interest charged by the Company on loans were over and above the
cost of funds.
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Thus, fhe delay caused in submission of statement to banks resu_ltéd in the
Company foregoing potential profit of ¥36.64 lakh.

Failure to minimise cost of borrowings

'KTDFC had other issues _of' financial management also. It had CC arrangements
with three banks but had no mechanism to ensure that CC limit of the bank offering
lowest rate of interest was utilised first at any point of time. We worked out that the
Company could have minimised their borrowings cost by ¥ 16.60 lakh by
capltallsmg on the rate dlffercnnals but failed to do so (Annexure20). '

Similarly, surplus funds (credit balances) were mamtamed in CC accounts
with certain banks while deficit (debit balance) existed in CC account with other -
banks during the corresponding period. Non- settlement of these deficits resulted
in avoidable interest payment of ¥ 2.84 lakh. o '

Government replied (August 2011), that absence of qualified staff in its
finance wing coupled with shortage of staff affected the financial érrangements of
the Company adversely. It was further added that the Company did not incur any
loss as it gives loans ata rate higher than the rate chafged by its banks.

The reply was not fenable as the lapses pointed out persisted up to 2010-11
and staffing issues were sorted out by the Company in 2007-2008. Prudent
financial management demanded minimisation of cost and not covering up the
-inefficiency by passmg on the burden to the unsuspecting customers.

Payment of Taxes & Duties and Guarantse Commission
Payment of Advance Income Tax

As per the Section 234 B and C of the Income Tax (IT) Act, 1961, a corporate
assessee was to pay 90 per cent of the tax in advance when the amount of Tax
payable exceeds ten thousand rupees per annum. The Advance Tax was payable in
four quarterly instalments between June and March of the corresponding' financial
" year. Excess payment 'of Advance Tax earned an interest of 6.00 per cent
per anium unéil refund was received .1t was observed that refand of tax took one to
two years to materialise. Similarly for failure to pay instalments of Advance Tax
by specified dates, interest was chargeable at the rate of one per cent per month
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(Section 234 C of the Act ibid) . However, any shortfall in payment of Advance
Tax in earlier instalments could be offset by making additional payment during last
installment due on 15 March, by which time, Tax liabitity for the year. would be
certain. The duration of penalty could thus be restricted to a period not exceeding
nine months. '

We observed nine instances of overpayment ranging from ¥ 0.10 crore 1o
¥ 1557 crore in six companies due to assessment of tax based on ‘budgeted profit
rather than working out approximate income based on income of previous
11.5 months, a methodology which had already been recommended by the
Committee on Public Undertakings (CoPU).'Wc worked out the associated interest
- loss at T 3.25 crore (Amexum 21).

To estimate the profit accurately, Projected Profit and Loss Account. was to
be prepared on quarterly basis taking into account Purchase and Sales budgets
duly revised, ratio of ei{penditure to total sales and sales trend during the
corresponding months in the previous years, if-any. Absence of proper functional
budgets or periodical revisiens or non-preparation of projecied Profit and Loss
. account on quarterly basis led to wrong estimation of profit resulting in excess
payment of Advance Tax.

It was observed in KSFE that the Tax Deducted at Source by banks for each
quarter was not considered while ascertaining the tax payable for that quarter thereby
resulting in over payment of Advance Income Tax. :

- KSFE replied (August 2011) that the criteria adopted for computing the
Advance Tax Liability was based on the estimated profits as per budgets for the
year, profitability trend as well as the payménl of Advance Tax for the previous
years. However, absence of an integrated real time information systern and non-
synchronised operation of different wings of the Company hampered timely
revision of estimates. Further, there was also demand from the Commissioner of
Income Tax, Thrissur for remitting Tax at least equal to that which was remitted
in the previous year(2006-07), ' '

About UEIL, Government (August 2011) stated that owing to the change over to:
hew accounting platform, Enterprise Resource Planning, the work of finalising
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accounts” for the year was'delayed.and they could not come out with accurate figures.

KSIE admitted (August 2011) that there was some ex_cess payment of
Advance Tax and stated that they would review and revise budgets periodically to
minimise the Advance Tax paymems to be made before 15th of March every year.

KSBC replied (August 2011} that, a higher income was estimated at the
beginning of the year 10 avoid the penal interest of 12 per cent charged by IT
Depariment for incorrect assessment. It was also stated that the rate of interest on
excess Advance Tax offered by IT department  was higher than the average
interest earned by the company from Flexi Fixed Deposit Accounts. The reply was
not acceptable as the rate offered by IT department (six per cent) should have been
compared with the FD rates offered by Treasury/Banks. The reply with regard to

penal interest did not hold good as discussed earlier.

About KTDFC; Government replied (August 2011) that due-to heavy arrears in
finalisation of accounts boupled with unreliability of the accounting 'package, the -
Company had been unable to make a reasonable estimation of the Advance Tax
payments, but the Company admitted system lapses as the cause of excess payment of
Advance Income Tax. '

KMML while admitting {August 2011) the audit observation stated that the
Company had changed to a daily profit monitoring system ai present which

reduces the chances of excess/short payments,
Payment of Income Tax

Income Tax Act does not admit all the expenses unless they comply with the
provisions of the Act. Any payment of expense over and above ¥ 20,000 by way
of cash rather than by bank would render those expenses inadmissible. The Act
also provides for deduction of Tax at Source from expenses in.case of consultancies, .
technical fee, etc., failing which the party liable to collect the Tax at source would
have to bear Tax burden. The following compani'es did not exercise due diligence
resulting in avoidable Tax burden to the tune of T 44.69 lakh:
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_ _Avoidable
Name of . Particulars i Provisions payment of
Company . i of IT Act | Income Tax
_ (% in lakh)
KSBC |Due to non-claiming of allowable:  Section 15.26
expenses such - as interest/ | 40(ia)
| commission/professional fee etc., paid|
by the company for which TDS was'
deducted | i
KSBC |Due to payment of expenses above Section 40 11.99
20,000 in cash _ A
KTDFC |Due to recognition of ﬁc_titiousé NA 14.44
_ interest income during 2006-2007 _' '
KAMCG [Due to non-deduction’ of ‘Tax at% Section _ - 221
source from interest/commission/:  4Xia)
professional fee etc., paid by the
Company :
KMML |Due to payment of expenses above . Section 40 |~ 0.79
T 20,000 in cash o : A
Total | 44.69

KSBC, KAMCO and KMML admitted their lapses and assured to ensure
avoidance of such lapses in future.

About KTDFC, Govemnment replied (August 2011) that recognition of
interest on the amount spent on BOT® project was in order and that the Company .
was entitled to operate the asset over a period of time to recoup the total
expenditure incurred with return on investment through user charges namely rent.

The reply was not acceptable as there ‘was no payment of interest by
Govemment. The Company could earn return on investment in the form of rent.

19 Build Operate Transfar.
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Payment of Service Tax!Exclse Duty

)- Though the services rcndered by KSIE (Airport Scrvwes) were
taxable as per the relevant Finance Act, the Company failed to
collect/remit Service Tax from the customers resulting in a liability of '
710.24 lakh.

The Company replied (August 2011} that the Service Tax facilitation charges
. (T 1.05 lakh) was receivable from the airlines. The uncollected Service Tax on
unaccompanied baggage (I 9.20 lakh) was borne by the Company. . '

> As per the Rule 3 of the CENVAT Credit Rules 2004, a manufacturer
¢ould utilise CENVAT credit against the payment of excise duty. But
KMML, did not utilise the entire CENVAT available to its credit during
the period from April 2006 to Fébruary 2011 resulting in an interest loss
of ¥ 44.33 lakh. ' '

KMML replied (August 2011) that it had a dispute regarding eligibility of
certain jnput credit with Excise Depanment' and hence the CENVAT credit had
been kept unuuhsed deliberately so as to avoid interest liability in the event of
losing the dispute. The reply was not tenable. As per rules, interest liability existed
even if the wrongly availed credit had not been utilised.

Payment of Guarantee Comnussmn

KSPIFCL was liable to pay Guarantee Commission (GC) to the Sate
Government at the rate of 0.75 per cent on the amount guaranteed by the State
Government on loans raised by the company. Any default in payment of GC

" would attract penalty at the rate of 12 per cent per annum on amount defaulted.
The delayed discharge of liability ranging from I 1.02 crote to T 5.64 crore for
periods extending up to 600 days by the Company despite having sufficient funds
resulted in avoidable liability of ¥ 1.03 crore as penal interest. Considering the

interest realised from investment in FD, which was lower than the GC payable by .
4 per cent 10 8 per cent, the Company suffered interest loss of T 41.33 lakh. '

The Company admitied the situation and replied (April 20i1) that they had
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approached Government (o get the GC payable converted into equity participation of
Government in the Company but was rejected (March 2010). A further proposal by the
Company for waiver of penal interest was pending with the Government (June 201).

Réply of Government on Companies ekcept UElL,- KSFDC, KFL,
KURDFC, TRKL, KTDFC and KLDB was awaited (November 2011).

[Audit Paragraph 4.9 contained in the Report of the Comptroller and Auditor
General of India for the year ended 31st March, 20] L1 '

1. The Committee directed that recommendations made earlier during the
consideration of the audit paras of same ancmalies should be made applicable 1o
all other PSUs, '

.2. Based on the above decision of the Commitiee, the following

recommendations of the Committee should be made applicable to the'following PSUs :
i) KSEDC
ii) Kerala Live Stock Development Corporation;
iii) Kerala State Film Development Corporation Liﬁited
iv) Kerala Urban and Rural Development Finance Corporation.
v} Kerala State Power & Infrastructure Fiﬁancc Corporation Limited
vi) KINFRA Export Promotion Industrial Park.
vii) Steel Industries Kerala Limited ,
viii) Steel & Induslria-! Forgings Limited
ix) United Electrical Industries Limited

x) Kerala State Industrial Enterprises Limited.
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Conclusion/Recommendations

3 The Committee is of the opinion that the failure of the
Management in taking appropriate decisions. in time and lack of .
planning has led to the delay in the renewal of term deposits and
thereby loss of potential earnings. The Committee further elucidates
that the Company could have gained more profit if there was a system -
which would have enabled to take immediate decisions accurately
without waiting for the decision of the Board. The Committee,
therefore, recommends that the Company should evolve a suitable
alternative mechanism, like formation of a subcommittee of Board,
for taking quick decisions in time in order to avoid loss incurred due
to the delay in ‘getting approval from the Board of Directors.

4. The Committee is dissatisfied to note many instances of
overpaymentfshort payment of advance Taxes due to the flaws in the
system of accounting and absence of an integrated accounting system
for different wings of the Corporation. Therefore the Committee
directs to introduce a well-regulated mechanism for assessing the
Income Tax to minimise the instances of excess payment and also to

_avoid the payment of penal interest on advance tax.

_ C. DIVAKARAN,
_ Thiruvananthapuram, _Chairman,
26th April, 2017 : Committee on Public Undertakings.

93(/2017.
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. APPENDIX 1 .
SUMMARY OF MAIN CONCLUSIONSIRECOMMENDATIONS

SI. [Para | Department

No. [ No. | Concerned __C.onclus;ogsmecommandagons

1 2 3 . 4

1 3 Industries | The Commiittce is of the opinion that the failure of the
: Management in taking appropriate decisions in time and
lack of planning has led to the delay in the renewal of
term deposits and thereby loss of potential earnings, The
' Committee further elucidates that the Company could|.
have gained more profit if there was a system which
would have enabled to take immediate decisions
accurately without waiting for the decision of the Board.
The  Committee, - therefore, recommends that the
Company should evolve a suitable  alternative
mechanism, like formation of a subcommittece of Board,
for taking quick -decisions in time in order to avoid loss
incurred due to the defay in getting approval from the
Board of Directors. . o

2 4 Industries [The Committee is dissatisfied to note many instances of
- overpayment/short payment of advance Taxes due to the
flaws in the system of accounting and absence of an
integrated accounting system for different wings of the
Corporation. Therefore the Committee directs to
introduce a well-regulated mechanism for assessing the
Income Tax to minimise the instances of excess payment
and also to avoid the payment of penal interest on
advance {ax. : :
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Anpexure 18
Statement showing company-wise details of investible surplus in Current Accounts
(Referred to in paragraph 4.9}
(T i fakh)
SLNo. | Company | Amount arcumuiated m::;:::: dnys) Eq::::m::ﬁ':':" .

I ¥FL 0.01 10 826.30 710 1361 674.25
2 TELK 0.0d 1o 122927 7 to 761 &41.07
3 KAMCO 6.05 10 1093.99 Tio 1729 1452.31
4 KEPIP G.01 1o 313.07 710 1729 555.61
5 TRKIL. 0.01 to 228.52 7 to 1823 165.51
[3 KSIE . 0.05 0 12249 T 1752 42571
7 KMML 0.04 10 2105 84 7 to 923 951.67
& KSIDC 0.0 1o 826,80 Tw 1727 490,83
9 KLDB 0.01 10 87.45 Tto 1823 85.56

Total . 5442.52

?3012»!? .
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Annexure 19
Statement showing company-wise details of simulianeous maintenance of loan and idle fund
{Referred to in paragraph 4.9 )
@ in tak)
Aversge vate of Interest (% N
- FD/Current Accoust Avoldable in ¢
TELK 12.0010 12.25 5.00w05.25 2597
UFIL £2.50 to 14.00 0.00 {CAY 65.02
SILK 12.5010 14,50 0.00 {CA) 5.94
Total ) 37.93
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Annexure 20

Statement showing loss due o inefficient utilisation of Cash Credit account Tacilities by
* Kerala Transport Development Finasce Corporation Limited

(Referred to in paragraph 4.9)
(& idkh)
Rate of L
. i Lowest interest . . “Avoidable
Feriod. a_d\amaEe | offering Bank CC availed from In payment
forgone (%) tevest

Eeh *10 —Jan *11 1.0t 2.50 SBH SBT 10.52

July 06 = Bl 93510150 | SBT&DBL SBH 446

Al 08-June 0.50 SBT & SBH DBL L62

Interest loss 16.60
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Annexure 21
Statement showing inferest ioss due to excess payment of Advance lncome Tax
(Referred to in paragrapis 4.9)
(T _in lakd)
Laoss of
Totel tere-
[ Differen st il
Eyable s Total tax tial Dutc of he
« | Financial | asper dedu “Tomal . pald Escess | Percoorage | Loterest refumd! date of
ompany year Assisy- ed | taxpald | incloding prid | ofexcess | rale(FD | Swusof refund?
ment o DS " orams | assestment u
Novem
arder/ .| b
Tefarn . 11
6 | 7 ;
1 2 -3 ¢ 5 (4+5) (63 B {1310) ] 1] n
KSB¢; 2007-08 § 230574 | 251.08 | 2653 290408 | 59834 2595 4 31.03.201G | 47.87
Assessment
KedC 200809 | 572875 | 4263 6523 69493 1 1220.55 11.30 5 not 118.91
lwted
Aszessment
KSBC 2009-10 | 7964.45 | 41707 [ 5104.75 | 952182 | 15%7.37 1955 2 not 30.98
completed .
.KSFE 2007-D8 | 559.75 13,82 1648 1661.82 | 1102.07 196,89 q 24.05.2010 | 5317
KTDFC | 200607 | 24.24 1.71 71135 75.06 50.82 205,65 4.25 01.10.10 7.65
3.1 1L.2008
KMML | 200607 | 70155 | 391.17 20 1061.17 1 389,22 51,17 3 & 24,39
- 30.11.2010
Aszsessent
KSIE 200809 | 184.15 233 201 2243 40.15 2180 5 not 4.02
completed
UEIL 200)7-08 6.9 445 i6 2045 13.55 19638 7 1.03.26190 1.82
UEIL 200309 4.43 2.73 12 1473 | 1030 232.51 7 30.11.2016 120
Total 325.01

the caleulation of interest Loss

KTDFC - Barowing rate of 10.25% was considered for the calculation of interesi Loss

In other cases FI¥ interest tate in Treasury was considersd - 996 [w.c.f 01.04.2007),

(. 101.04.2009) and B% (w.e.l. 01.04.2010)

10% fw.e.T 01.04.2008), 11%

i
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