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COMMITTEE ON PUBLIC UNDERIAKINGS
(201s-2021)

COMPOSITION OE TTIE COMMITIEE



INTRODUCTION

I, rhe Chairman, Commitree on public Undenakings (201$2021) having
been authorised by the Comminee to pr€sent the Repon on their behalf, present
this Eighry second Repon on Kerala Stare Texti.te Corporation Limited based on
the Report of the CompFoller and Auditor General of tndia for rhe year ended
31st March, 2013 relating to the public Sector Undertakings of the State of Kerala.

Tie aforesaid Repon of the Comptroller and Auditor C€neral of India for the
year ended on 31st March 2013, was laid on the Table of the House on 10-6_2014.
The consideration of the aUdit paragraphs included in this report and the
examination of the departmental witness in connection ther€to was made by the
Committee on Public Undenakings constituted for the years 2016-2019 at its
meeting held on 3-1:2018.

. This Repon was consi.dered and approved by the Committee (2019-2021) ar
its meeting held on l-2-2019

The Committee i{aces on record its appreciation for *re assistance rendered
by the Accountant General (Audit), Kelala in the examination of the Audit
Paragraphs included in this Repon.

The Committee wishes to express theii thanks to the officials of the
Ildustries Department of the Govemment Seoetaxiat and Kerala State Textile
Corporation Limited for placing the rnaterials and infonnation solicited in
connection with the examination of the subject. The Committee also wishes tb
thank in particular the Secretaries to Government, hdusuies and Finance
Depanments and the officials of the Kerala State Textile Corporation Limited who
appeared for evidence and assisted the Comminee by placing their views before it

Thiruvananthapuram, .

lst February, 2019.

C. DIVAKARAN

Choirman,

Committe:e on Public IJndertakings-



REPORT
ON

KERALA STATE TEXTILE CORPORATION LIMITED

AuDn PAIAGRAPH 4.4 (2Ot2-2O13'

4.4 lnplemcntarion oi crcen Field projecti

4.4.1 lotroduction

Govemment of Kerala (coK) apprcv€d (April 2010) the budget proposal !o

. 
implement three projects in textile seclor at a cost of { 72 crore. GoK declared them

as Gr€en Field Projeetsos. The thrce projects were as follows:

Thble 4.19 : Dbails qf Projects in textil€ sector

Name of the mill Project cost
(t in ctore) Capacity Activity

Komalapuram HlTech Spinning
and Weaving Mills, Alappuzha6e

36.00 18240 spindles
and 30 air jet

looms .

Spiruiing and
weavng

Pinarayi Hi-Tech Weaving Mills,
Kannur

20.00 36 looms Weaving

Uduma Textile Mills, Kasargod 16.00 10368 spindles Spinning'
Tbtal 72.O0

The Industries Depafiment entrusted (April 2010) these projects to Kerala

Slate Textile Corporation LimiEd (Company) and the target date for completion

was fixedD as December 2010. The incomplete mills at Uduma and Komalapunm
were inaugurated in January 2O1l/February 20ll while the mill ar pinaraJn was not
inaugurated. The projects reached a stand still after completion of civil works and

panial installation of machinery due to which investmmt of T 9g.6g crore. was

9! geq Fidd Ptoledi reiers b proj€c1s wlFre m Fsious faciliry €riss.S By bking over K.rala Spi!!€ts Linitr4 a sick raxtil€ mit in Drivate sedor
70 Vide lette! rc. 213/N 1(lNDy10 dar€d 4-G2010 ftom rhe office of rhe Minisre. of lndusrd€s.

3202019.



z.
idling sfuice 2010-12. Audit reviewed the recolds in tlre offices of the Company
and the Industries Department during tlu period froim February 2013 to June 2013.
Major fi-ndings arc disctssed below:

4.4.2 Funding

The Pmjecls were to be financed from own funds of the Company and equal
panicipation as well as soft loan (zper cent inter'sr) from The Kerala Minerars and
Metals Limited (KMML) in the ratio of l: l:1. The GovemrnenL between February
2010 and March 2012, advanced loan of { 3S.S1 crore as the Company did not
have sufficient funds. Thus the prcject was actually funded (t g3.05 crore) by
KMML ({ 45 aore i.e. s4 per cent) and GoK (? 35.51 crcre i-e. 43 per cent) alrd
sales proceeds (tr 2,54 crorc) of. old machinery of Kerata Spinners Limited (KSL).
Against the estimated cost of t 72 crore, the actual expenditure up to March 2013
was { 98.68 crore (Annexurc 24). The iner€ase in cost was mainly due to extIa
expenditure incuned on civiyelectrical worls and procurement of machinery.

4.4.3 Lack of planning

4.4.3.1 Lack of planning in selecting thte projea and implementing agency

The Industries Departrnent took the decision to set up the projects without
setting objectives or conducting feasibility studies, study of market potentia.l, etc.,
and even the basis of the cost estimate of the projects was also absent. It enfusted
(April 2010) the. impleinentation of rhe project to the Company which was a sick
industrial unit with a rrack.record of incurring heavy and continuous operanng
losses. All the fourTt existilg units of the Company were in the red.

Selecting thd projeds which involved huge inveshnem and entrusting them toa company whose uack record of management has been poor and without
adequate planning was not prudent. The Company replied (Seplmber ,0$t ;;;
7l Prabhuam MiIs, Ch€ngafiNr, Xo*ro- f"ffi

Malabar Spinning and.Weaving Milb, kozhikde
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the performance of the existing mills could not be taken as a yardstick since they
were all taken over as sick units, The rcply was.not acceptable since the Company
could not make these units viable even after 35 years of takeover.

.4.4.3.2 Unreolistic torget date set for completion

The time frame for completion of the projecl had to be fixed keeping the
project report in mind. The Industies Deparnnent, however, even before
prepararion (July 2010) of Detailed project Repoft (DpR) set (June 2010) the
deadline of December 2010 for completion of the projecL Based on this, the
Company allowed only four months m the contractors for completing civil works.
The target dates lixed were grossiy rinrealistic. The delivery feriod of minimum
12-15 months quoted by the machinery manuJacturers as we as the actual tine of
13/14 months took for completion of civil consEuctions substantiaEd this.

The Company stated (September 2013) rhat the Govemment had fixed
that taJget date after taking into account all aspects. The reply was rncorrcct
as Govemnenr fixed (June 2010) rhe target even before freparation (July 2010)
of DPR.

4.4.3,3 Declaring a Brown Field project as Green Field project for making
investment

Green Field lnvestment rcfers to invesunent in an area. wher€ no previous
facility exists. The Govemment, however, took over Kerala Spinners Limited
(KSL), a private sick textile unit under reference to Board for Industrial and
Financial Reconsrruction (BIFR) and paid compensation of t S,1g crore to the
employees of KSL with an unde.rtaking to provide employment.to them. Thus,
under the pretext of Grcen Field, the Govemment took up a Brown Field prcject
and invested T 49,81 core in a sick company.

4.4.3.4 TaUng over Kerola Spinners Limiail without fo oving due process

A BIFR referred industrial unit was to be first brought out of BIFR referetrce
before taking over and making further investments. The Industries Department,
however,, bok over KSL through an Ordinancez without bringiry it out of BIFR

72 No. 242009
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reference and Eansferred it to the Company for esablishing the Komalapuram
Hi-Tech Spinning and Weaving Mills. The Ordinance was .subsequently passed as
Act 4a of 2010 (AcO.

The major stakeholden of KSL challenged the constiruUooal vatidi-ty of the
Act and the Hon'ble High Coult direcred (September 2o1o/February 2011) the
Company not to alienate or bring about any encumbrauce over the propeny of
the unit and stated that all further steps being pursued woukl be subiect to the
outcome of the v/rit petition, which has not bien pronounced so far (January 2014).
Thus, the sustainability of the ukeover of the unit and subsequent investment of
{ 49.81 crore for fte mill were at.stake. The Company stated (September 2Ol3)
that the unit was taken over since there were demands from different comers for
takeover. The reply was not acceptable as legal prmedures should have.been
followed before making huge investmeni of Government funds.

4.4.3.5 Arbitrory selection of the Consultong

The Company nomini*ed (March 2010) two fims, one Cost Accountant fimr
for Konialapurarn mill and one chanered Accounant firm for pinarayi and uduma
Fills for pr€padng project rcports. Funher, preparation of esumates and.
supervision of ciiil construction works costing { 1g.24 cmre h,as enEusted (May
2010) to a reft€d Assistant Executive Engineer from public works DeDartment.
The Company paid { 5.65 lakh to these consultants. The Company did not explain
the basis for selection of these consultants. Thus, selection of consulunts was
ad hoc and arbitrary.

4.4.4 Deficient project reports

Lack of expertise on the part of the consultants was quite evident from the
deficiencies in the preparation of estimates/DpR, rechnology selecied and market
projection as discussed below:

' The cdnsultant had not prepared esdhates for the civil work at pinarayi
and Uduma mills. iTrus, it was left to the contractor to finalise the

n Tho Kerala Sphners, A.lappuzha (Acquisiriolr atrd Ttansfer of Undertakino A"t, ,01O



estimates. During executioq the cDst escalated tb { 11.95 crore as against

the awarded cost of { 5.93 crore. In the absence pf estimates, Audit was

oot in a position to comnient on the reasonability of th€ claim.

Estimacs pt€parcd for the civil works at Komalapuram were not based on

actual rcquirem€nts and were made without considering machine

'specifications. this neiessitated excavation of additional trenches,

construction of power house, electrical cable ducts, building lor air
comprEssor, etc., which were not envisaged at the time of estimation.

Consequendy, actual cost dx€c-ution increased from t 3.51 crore to t 6.29

cror€ (79 per c€nt).

A lump sum provision for electrical installations was made in the DPRs

for three mills without any drawingi aDd estimates. The aitual

r€quiiement was left to the contractor for finalisation. As against t 3.44

crore provided in the work order, the e:qlenditurc on actual execution

inseased to t 5.114 crorc due change in the size and length of HT caliles,

earthing. materials, installation mild steel platforrn covered with .

chequered plates, use of copper cables place of aluminium cables

originally envisaged, etc.

' The sales nrrnover projecgd. in the DPR was not supported by any

marketing study or consumer survey.

' The consulang for Komalapuram mill, had projected a breakeven point

(BEP)ta of.77 per cmt,of capacity utilisation expecting the pmject cost of

t36 cmre. The cosL however, escalated to {51.61 clorc7s due to the

deficiencies discussed above which led to inoease in depreciation and

intercst expenditure. Audit estimated that at this cost, th€ project would

bieak even only at 97 per cent w[ich is very unlikely to happen as the

capacity utilisation projeaed in the DPR was only 95 per cent Thus, tre
pmject was unviable.

BEak Even Poim is the level of prodnion ar which ther is Eith. proft not l,oss.

Induding t Lto clq€ dcmanded by KSEB for coistruction ofdcdica&d fc.dcr.
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The Company smted (September 2013) that the final BEp could be
calcuiated only after deciding the mode of investrnent by the Govemment
Ior additional project cost. The reply was not acceptable as BEp was one
of fte basic criteria upon which viability of the proj€ct r,rab assessed and

. approved. Hencg BEp cannot be revised during the course of executiod
of the project.

. The project report envisaged five per cent of the total requirement of
power to be met out of own generation. There was, however, no provision
for the cgst of generator to be procured for this purpose.

4.4.5 Deftciencies in implementation leading to extra expeniliture of { 2.51 cmre
Civil consEuction, procurement and insta.llation of machinery recruime of

manpower, obtaining electrical connection and various statutory licences were the
lmponant aspects in th€ impleme ation. Audit found several deficiencies in these
ar€as lealing to extra expenditure of t 2.51 crore as discussed below
4. 4. 6 Awading of work without tender.ing

. The Company, wirhout inviting competitive bids entnrsted (hly/Ocrober
2010) &e coNtruction works at Uduma and pinarayi mills for 2.23 crore and
3.60 crore rcspectively to the contractoiE at mutually agreed rates. There were no
prior appmvals from th€ Board or Govemment. The Managing Director hoivever,
justified his action citing urgency and the GoK ratified (Octob"i 2Ot0) ,h" ,u.".

The co.opany stated (sept€mber 2013) rhar it did not incur any loss due to
awarding the work without tenderi.0g. The reply, however, was not acceptable as
the company did not adhere to rhe prescribed pmcedure for awarding conract at
competitiye rates and as such loss was not ascertainable.

4.47 Construction of factory building without acquiring necessary land and
required building permit at pinarayi

- _ 
{ ryr 

Xlata Municipal Building Rules (KBR) 1999, any building should be
constructed only after obaining approval of the building plan by competent
authority and the ratio of cov€rage area !o built up area should U-u iO , aOr (RU. 31l.

76 Ulalrlngal Lebou Conrracr Coope!-arive Sociery Lt4 Vdakala.z Revis€d as 6S:3s in rhe lerate ianchayat Builii"g tiut"r (Kdnl zOrf.
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Audit noticed that:

' Only 1.58 acre of land was acquired (September 2010) at a cost of
35.35 lakh instead of 2 acre envisaged in the prcject r€pon. As a rcsul! the

ratio of coverage area to built up ar€a was 45 : 55 as against the statutory

requirement of 65 : 35.

The Company stated (Seprember 2013) that rhey started implementing the

project ln anticipation of acquiring additional land required. The

. Company, however, did not acquire the land so far (January 2014).

' The construction of the building was completed without obtaining the

building pernit. The huilding pernir applied for (July 2oll) was r€jecr€d

(December 2011) by the Town Planning Depanment du€ to failue in

complying with starutory ratio.

o As peJ KBR" 2011, the width of the appmach road to the premiSes was to

be six metres for obtaining dccupancy certificate. The wiilth of the

approach road constructed was only 4.5 metres. The.Gmma Pancheyat

had not issued Occupancy Certificate for the building so far (January

2014) in the absence of which the mill could not function.

The Company stated (September 2013) that additional land would be

puchased to increase the width of the approach road. However, lhe fact

remained that the Company has not acquired the additional land so far

(January 2014).

4.4.8 Chonge of technologt

Th€ project report envlsaged Open End (OE) spinning technology which was

less labour intensive and less expensive. The Company while implementing the

project, changed (October 2010) the technology to Ring Spinning (RS) which was
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cosdier and stated that the supplie$ were not ready to supply the machinery for the

open end mill within the deadline of December 2010. Tte change in technology

was, however, resorted to without conducting cost benefit affiIysis. The change in
technology and consequent change in the Plant and Machinery led to extra

expenditure of { 1.67 crorez.

The Company stated (September 2013) that the approved project costs under

both the technolo$es were sime. and hence, no extra expenditure was involved.

This reply was not acceptable since thq costs for RS technology was more by 1.67

cror€,than the OE technolog5r as per the DPRs.

4.4.9 Procurement of Plant and Machinery

The project envisaged procurement of spindles, air jet looms, sectional
warping, etc., at an estimated cost of { 54.90 crore. The Company, after iNiting
competitive tenders, placed orders for procuement of plant and Machinery for
t 65.75 crore from indigenous as well as foreign sources- Audit observed thar:

. The. suppliers of Plant and Machinery provided prerfounance warranty for
periods ranging ftom six montlx to eighteen montlu from the date of
delivery The Plant and Machinery rrceived were not commissioned and

lested !o ensue sahsfactory performance of the machines. Many of the

machines (costing t12.02 $ore) were received after the inauguration
(January- February 20U) of the mills and some of the machines namely

simplex machines, humidification plang overhead travelling cleaner,

splicen for cone winding machines, etc., already received were not er€cted

or commissioned. The wananty period of all the machines expired in
December 2012. Thus, the Company was deprived of the benefits under
guarantee/warranty. Non-use of machinery for long periods rnight result
in obsolescence, deterioration in qualitt etc.,

78 10.39 cron (co6r a5 p.r bfn U nS tecl"otg5rl - f 8,72 sore (Cosr as per DpRforoE ,""h""l"SyJ



The Company stated (September 2013) that though the warranty/guarantee
expired, they did not anticipate any obsolescence.

4.4.10 Bleak ptospeca of the prDject kcom@ operational

The present status of the vadous components of project implemenratloD
indicated bleak pmspect of the Foject becoming operational. The major hurdles o

. 
make the m.ills operational an explained below:

4.4,10.1 Inability to oryrote mills ilue to absmce of ticenu
To commence operation, the mills have to obtain licences from different

authorities after .complying with various legal provisions penaining to factories.
The p€sent status (January 2014) of the licences are as shovm below:

Tbble 4.20: Present sulrus of licences

sl.

No.

Narne of
licencr

lssuiDg Authority
Mills

Remarks
Komalapuram Pharayi Udurn

I Factory

liceDce

Dt€ctorate of

Factod€s and

Boil€rs

Received in

September

20t2

R€ceived

' in Augusr

2013

Received

in June

2012

Pinarayi mill

applied in

May 2013

El€cfical

Insp€ctorat€

apFoval

Chief Elecrical

ln5pecloraE,

Thirwatraldlaplllal!

Received iD
'December

2012

Rcceived itr

November
'2011

Received

in Jnne

2011

Received

after

inaugurdioD

3202019.
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?Bnchayat
Licetce

Grama Patchayat Not received Not
received

Not
received

Non rec€ipt
of Firc add

Safety
cenificate

4 Certificate
of Fire and

Safety

Departne of
Firc aod Safety

Not Eceived Not
received

Not
received ^lot 

yet
applied

5 Cons€nt
Irom

Pollution
Control
Boad
(PcB)

Kerala State PCB Received iti
November

2013

Received
in Octob€r

2011

Received

in
Noveuber

. 20Ll

Komalapuram

miu applied
in May
2011

In the absence of these licences, commencement of operadons in the neat
future is unlikely.

4-4.10.2 Absence of mon power to run the mills

The Indusnies DepartmentE (Jahuary 2011) created 69Se posts as per the
manpower requirem€nts envisaged in the proj€ct reports and outsourced the
recruitment to Kerala State praductivity Council (KSpC). KSpC commenced the
process of recruitment in January 2011 which was targeted to b€ completed withiD
a short span of two months (February 2011). The Company paid t iS.Sl lakh as
rcmuneration to KSpC.

' The ex-employees of erstwhile KSL as well as other candidates challenged
the faimess and.transparency of the recnxtment process in the Hon,ble Hish Court
of Kerala. The major issues were:

(i) the former employees of KSL \,vere not considered
provided in the Acft taking over the mill,

(ii) procedural lapses rike sending call letters after the conduct of written
test etc.

for appointrnent as

79 GO(MS).No. U20l l/tD dated 1-I-ZOll oftndustlies Drpa8ment.
6u r52 ror Komataputam 160 for pinaiayi and lg3 for Uduma mills.
81 Act 4 of 2010 passed for taking over i(Sr_.
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Accepting these contentions, the Hon'ble High Cout stayed (February 20U)
the selection pmcess. Based on this, GoK cancelled (December 2011) the rank
list3'?. Thus, the fee of t 5531 6kh paid to the recruitment agency also became
unfruitful.

4.4.10.3 Absence of elec:tric power ot Komolapurom

The existing KSEB feeder line.had spare capacity ro provide only 400 KVA
and the KSEB then advised the Comfany to ilraw a dedicated feeder for availing
2000 KVA at a cost of { 1.80 core. The Company, however, failed to deposit the

money due to paucity of funds and in the circumstances, the power connection had

not been obtained for operating the mill (January 2014).

4,4.11 Inouguration of mills which were not rcady for commissioning

Due to issues brorght out above, the Company was in no position to
commence operations. Despite. this, the Company took several ad hoc measures

!o give a semblance of completion to the mills. For instance, at Komalapuram,

the Company [ired generator to conduct the nial run of the machines. for
inauguration instead of.. g€tting a permanent power connection from KSEB.
T\{o mills Uduma and Komalapuram were inauguated in January 2011 and
February 20U respectively after incuning an expenditure of { 28.82 lalrtr for
putting in place such temporary afiangements. After the inauguration was over, the

Industries Department and the Company did not initiate any steps to make the milh
operational and the position remained as such as of January 2014.

The Company stated (September 2013) that the mills were inaugurared at the

instance of Government,

4.4.12 Financial Impa(x of unfrui{ul ventwe : '

. Besides the investment of t 98.68 cmre in the proj€cr, rhe Company had

incurred t 5.18 crore towards compensation to employees of KSL and accrued

interest of t 11.7103 core upto March 2013. Thus, the. total expenditure of
{ 115.57 cmre remained unproductive.

82 Out of 695 candidates in the rank list 27 candidates had joined before the order of the
Honble High Cofi were allowed to continu€.

83 InteElt incurcd up ro 31 March 2013 ercluding I 2,43 aorc alnady capiraliied.
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4.4.13 Drawing of 45 ctr,rc from the prcfit of KMML

As directed by the Industries Departnenl KMML Advanced { 45 cmre
(54 per cent of the cost) for financing ah€ pmject. This advance of { 45 crore
offered by KMML, a profit making pSU to the Company which was a loss making
sick industial unit, was not a prudent financial decision as it did not vield anv
tangible benefit and led to diversion of scarce resource of a profitable pzu into ai

.unproductive project.

4,4.14 Fqilure to fulfill export obligations of machinery under E1CG Scheme
' 

The Company availed concessional impon duty of { g.25 crore under
Exdort Promotion Capital Goods (EpCG) scheme on machinery and equipment
irrponed lor &e period from November 2010 to March 2011, proposed to be
utilised in Komalapuram (t 4.73 crore), pinanyi (t 2.73 crore) and Uduma
(t 0.79 cror€) projects.

Scrutiny of records revealed that

' As per the EPCG scheme of Gol, impon of capital. equipment used in
manu-factur€ of goods was permitted at concessional rates of dutv. To
avail this, the Company was to submit installat-ion certificate;f the
imported machinery within six months from the date of such import and
was also under obligation to expon goods woxth eight times the duty saved
within €ight years.

' The Company failed to submit installation ceftificates of machinery to
foreign nade authorities within six months from rhe date of impon.

. The export obligation to tre fu.lfilled by the Company was { 66 crore and
50 per cent of the same { 33 cmre) was to be fulfilled before November
2016 i.e. within six yeals of obtaining EPCG authorisation. The chances
of fultilling the expoft obrigation werc remote as the m rs did not start
commercial producrion till date (Janu ary 2Of4).
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In the event of delault in meeUng rhe aforesaid obligations, the liability
would arise to the Company o refund the concessional import duty of { g.2S cmrc
availed with penal interest of 15 per cent ({ 1.24 crore) per annun from the
date of import

The Company stated that since there was time upto November 2010, the
question of r€fund of saved duty did not arise at this point of time. .

4.4.15 Recurring burden on the Compony .

tn addition to lhe onetim€ expenditure as mentioned above, the company is
saddled with a rrcuning expendiu[e of {7.32 crore per annum on accbunt of the

following two components viz. interest burden and recurring exprenses,

4.4.15, I Additional interest butden

At the tlme of announcement of the project, th! Company was a loss making
undertaking and the accumulated loss as on 31 March 2010 stood at { 54.72 crore
as against the paid up share capital of t 58.47 cmre. Funher, it availed loan of
{ 63.19 crore from KMML (T 22.5da cmre) and covernment ({ 40.69.crore
induding t 5.i8 crore availed for discharging the liabilities to the employees of.
KSL) for implementation of the projecr {s the three projects were not operationa.l,
.the Company could not gewice the loan and the debt tiability on this accounr rose
to T 77.33 crore including accrucd int€rest ({ 14.14 aore) upto 3t March 2013
and overburdened with additional interest liability of t 6.27 crorf per annuut.

4.4. 15.2 Recun ing expenses

Though the prcjects were not operaiional, the Company had engaged ten
permanent penonnel at the thrce mills incuning idle wages of t 0.3S oore per

annum. Futher, it was. incuring an annual expenditure of t 0.1S crore lowards
expenditure on watch and ward and { 0.55 crore towards other expenses. Thus, the

Company was incurring an expenditure of t 1.05 crorc per aiuum for maintaining
these three idle mills.

84 KMML financed a loall of I 45,00 clole in t]rc ratio of 50 per cent as equity and 50 p€r cem as loan.

85 Interestburden per annum on loaD off 63.19 ctor€.



t4

The project was.taken up violating all pmcedures such as preparation of

estimates, realistic planning, awarding conuacts th-rough tendering, etc.

Govemment took up all liabilities of a sick textile unit, wrongly classified it as a

Green Field Projecl anal set unrealistic milestones for completion. This made the

investment of { 115.57 clore idle and the prcject was saddled with annual loan

service/mai enance expenses of { 7 -32 crorc.

The matter was reported to the Govemment in July 2013: their reply was

awaited (January 2014)

. [The Audit Paragraph 4.4 contained in the Report of the C &AG for the year

ended 31 March 20131.

The notes fumished by the GovemmeDt on the Audit Pangraph are given in

Appendix U.

Distussion atrd Findings of the Committee

Regarding the implementation of three Green Field Projects in textil€ sector

at a cost of t 72 crore which F.iulteal in an idle investment of t 98.68 crore, the

Committee demanded an explanation on the incomplete mills at Uduma,

Komalapuram and Pinarayi. The witness r€plied that in Janua.ry 2010, Government

issued orden to implement the tluee Green Field Projects by December 2010. The

Tixtile Corporation had commenced the work in March, and in the month of June

amount for the above purpose was released too. Financial aid for the project was

from own funds of the company, equity participation and industry loan @ 7016 interest

ftom KMML in lhe ratio 1 : 1 : 1. It was added that even though Uduma Textile

Mills and the Komalapuram Hi-Tech Spinning and Weaving Mil.ls were

inaugurated in March 20U, tlie Corporation failed to inaugurate the.pinarayi

project in the aforesaid period due to land related issues. Further more, therc were

hindrauces in . getting the sanctioned amount and there were issues r€garding

r€vised .estimate and cost escalation. The witness further elucidated that in
2017-2018 the Corporation submitted revised DPR and sanction was accorded,

except for Komalapuram Spinning Mills project.
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The Committee while pointing out thar the target time fixed for implementing

the pmjedts was not feasible for carrying out the whole procEss observed that, this
delay coutd have been avoided if the Corporation had taken enough steps to start

the implementation of the project before the release of funds, lt add€d along with
that mntract was given without tender notilication. The Committee criticized the

witness for planning the Fojects without conducting proper study in the maner.

The witness explained that the Corporation released the purchase order only
after rcceiving the funds and that civil work were g.iven without tender only to
Uralungal Co-Operative Society.

The Committee discovered that a retired Assistant Executive Engineer from
Public Works Departmem has been chosm as colirsultant and questioned the

Fopriety of choosing a rctired Assistant Executive Engineer from Public Wo*s
Department who had no subject klowledge as consultant for a textile project
The wimess explained that in 2005 the aforesaid Assistant Executive Engineer was

working as a civil consultant in an expansion project of Matabar Spiming Mills
where he was paid remuneration on monthly basis and after getting selected as

the Project Consultant he was paid on project basis a remuneration of t 1.5 lakh
per project.

The Committee criticized the Corporation for awarding tJrc works to
Uralungal Co-operative Society instead of selecting ftom appmved list of
conhactors. The Committee voiced that it suongly suspected a nexus between the

corporation and the society.

The witness explained that the selection was done on the basis of a decision

taken in the Board meeting and that Government approval had been obtained for
the same. The Comminee rejected this statement remarking that in the note

fumished by the Department it had been clearly sated that the Govemmerit had not

accorded sanction for the selection of this society. Besides the Corporation is not

seen to have circ1 ated the details of the works to all empandled institutions for -

selecting one which fulfil the conditions of the corporatioq which should have

been done in that situation.
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The Committee opined that s€lection of contactor without tender notification
was a serious lapse and criticized the company for appointing retired public Work
Department Assistant Exerutive Engineer who had no experience in spinning mills .

as consultanq with the rrsult that he failed to tackle the prize escalation and
reyised estimate rclated issues which occuned later.

The witness submitted that the.major ponion of the DpR of the spinning mill
had been prepared by the Boject Consukant.

The Committee observed that Government norms had been vioiated by the
Corporation and considered it as dereliction of duty on the part of concemed
officials. The Comi,nittee enquired about the,working condition, capacity utilization
and pmduction of Komalapuram Hi-Tech Spinning and Weaving Mill. The witless
replied that it was working partially and among the 19 frames 5 remai-ned inactive
due to shortage of labourers. He further added that lack of working capital also
hiudered the production earlier and that at pres€nt fund has been released and
revised DPR has been submitted. The Committee enquired about rhe profit and
loss account and about the balance sheet of the company. The rrply given by the
witness.thereon was aqcepted as satisfactory.by the Committee.

The Committee was astounded to note that eventhough infrastuctrue, powel
raw materials etc. were available for the smooth functioning of Komalapuram
Spinning Mill only panial production was enforced and 5 frames remained inactive
even aftei

The wioness further clarified that the rccruitment process to these mills was
hindercd due !o court litigation in 2011.2012, but later this problem was solved. As
far as mills at Pinarayi and Uduma are concerned, even if machinery was seen
installed in both these places the production did not commence.

The Cdmminee criticized the Corporation for lening machines worth
{ 98 crore lie idle in Komalapuram Spinning Mill and making it futile by disuse.
Tbe Committee questioned the logic behind seeking additional fqnd when rhe
machinery worth crores of rupees remained idle.
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The Committee desired to know when full fledged production is exp€cted to
be enforced in all the three rnills. The wirness replied that the tlree mills woulcl
become full fledged within 3 monrhs subject to availability of funds.

The Committee enquired about the repalng capacity of the Corporatioh in
repaying loans availed from KSIDC, KMML and Malabar Cements if there was
stiU no production in the said mills. The Secretary replied that t 36 crorc was
alloned that year for this pu4)ose.

The Committee wanted to lsrow about the plans to overhaul the imported
machines which were worn out and remaining idle since 2011. The witness replied
that by proper overhauling these machines can be brought back to. working
condition.

. The Committee enquired abour the imponant marketing places of
Corporation's pmducts and the witness explained &at their pmducts were marketed
thmugh open market and $at the main centre was Maharashtra.

The Committee observed rhat due ro stiff competition in open markeq proper
marketing of products from these mills would be hindered causing economic loss
to the Coryoration and opined that if the company invest in fresh spindles without
exploring marketing possibility, it would be difiicult to sell out the products in the
tough comP€titive texhle field.

The w.imess iilbrmed that realizing this facr" rhey had established 30 air jet
loons of 18240 spindle capacity at Komalapuram'Hi-Tech Spinning and Weaving
Mill for carrying out spinning ard weaving, He added that the yarn produced at
the Uduma Spinning Mill was collected and utilized at pharayi Hi Tech Weaving
Mill for weaving with the aid of modem machinery.

The Committee opined that the Textile Corporation should find out market
for its products within Kerala as Handloom and Hantex are in need of yarn. The
Committee added that marketing of yams produced herg at Maharashfa without
taking into accsunt the demands in domestic market would result in dedal of
benefits to the native weavers and make the job expensive

32020r9.
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The witness informed that the yarn produced at Komalapuram mill has been
lending fuliy o the handloom sector.

The Committee observed thit the yam produced in the mills under the
purview of Kenla State Textile Corporation Limited \ras in.great demand inside
Kerala and in such circumstances, selling them outside the state did not appear.fair.
It insisted that the corporation should take necessary steps to facilitate zufficient
yam in the domestic market according to demand.

The Committee found that a retfued Assistant ixecutive Engineer from public
works Department was appoinled as consultant to implemeni a civir work of
T 18.24 Crore, in textile sector and paid { 5.65 lakh as reniuneration.

- The witness clarified that it was the board,s decision to appoint the pe6on
r€lated to the developmental projects of Malabar cemens Ltd. as consurtant for
these projecG also, as he had work experience in the spinning field.

The Commiftee siticized that the Kerala Slate Textile Corporation Limiled is
not supporting the handloom sector in the state. The committee expressed its
apprehension ov€r the necessity of such a Corporation, all the dealings of which
were doubdul. It demanded that Secretary, Industries Department should stridy the
maner seriously and take appropriate measures to sell the yarn within tle State.

The Comminee suggested that a change should be brought in its mode of
production for the betterment of the company. The Committee expressed its strong
contempt over the awkward statement in the reply fumished by the depanment on
the audit para justifying the arbitrary selection of the coirsultants, and gave
suong directions that replies fumished to the Cominittee should be preDared with
utmost propriety.

The Committee sought explanation on awarding construcdon works to the
€ontraclor at mutually agreed rates without prior approval hom the Board or
Govemment and without inviting tender.

The wihess was not able to give a satisfactory explanation and they
answered that they had paid only scheduled rates of pubiic Works Department to
the contractor for this work and thit Govemment had not suffered any loss on this
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account. The Committee discarded the reply of this rarih€ss to justify their deeds

atrtl stated that there.was coiruption clearly seen in this action. The Committee
blamed rhat the estimate prepared by rhe contracror had been accepted blindly
resulting in a price escalation from t 593 crore to { 11.95 cmrc.

The Committee dernanded to explain the reason for not inviting tender. Th€
witness r€plied that since the Uralungal Co-Operadve Society ro wbich this worft .

was edtrusted was an empanelled one, they had awarded the work to them and that
Goverunent had issued orden regarding this.

The Committee discarded this statemenr and specified thar as per norms,
preference should be $ven to the empanelled society on.ly after giving pioper
publicity about the contract and not as an arbitrary process cani€d out in this case.
The Committee comm€nted that even though Gove rment had ratified the contract,
the comrption cannot be said to have ceased to exist.

The Committee reminded that the contract works of a pSU could not be
finalized without tende4ing by violating the prescribed norms of Govemmeni.

The Seqetary, Indusries Department reported thar thb Corporation has
followed the guideline mentioned in the latest Government Order and added that
no loss has been suffered by the State and submitted that such a hasry move was
necessary under the circumstances to conduct the inauguration within &e
prescribed time frame.

Obscrvations/Recommendations of the Co[mittee

1. The Commin€e vehemently criticizes the Corporation ior the idling of
machines worth { 98 crore in Green Field projecls sime 2011. Th€
Committe€ recomBends to take stringent discipthaqy action against the
officers of Kerala State Textile Corporation who were responsible for the
idling of machinexy in Komalapuram Spinning Mill within one month .

and to initiate rerrenue recovery proceedings against them.

2. The Committee reprimands the action of the Corporation for appointiug
a retired Assistant Executive Engineer from pWD who had no subject
knowledge in textile field as Consultant. to implement a civil work of
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t 1.8.24 crore paying a remuneration of T 5.65 lakh. The Committee
demands to be fumished with a detailed repon on rhe work carried out by
the aloresaid consultant for a huge remuneraton and details regarding
the criterion adopted for this appointment.

3. The Commitee severely criticizes the Corporation for not inviting proper
tender and for entrusting the construction works to Uralungal
Co-operative Society withour obta.ining prior ,"noon tlorn th"
Government. The Commitbe points out that by this action the loss
sustained cannot be ascertained and considers it as dereliction of duty of
officials concemed, The Committee firmly recommends that the financial
norms of the government should be strictly followed by the Company
and any deviation frorn the norms should not be made without obaining
prior permission of the GovernmeDt.

4. The Committee observes that there is only pariial production in
Komalapuram Spinning Mill and that in mills at pinarayi and Uduma the
production has not commenced yet. The Comminee recommends to
prcpare a total package to rejuvenate the Uduma, Komalapuram and
Pinarayi mills by providing adequate fund and by recrulting sufficient
workers,

5. The Committee observes that marketing of the produds of the
Corporation in the open market without exploring market possibilities
has caused economic.loss to the Corporation. The Committee
recornmends that the Corporation should take urgent steps to conduct
necessary market survey. It also directs to endeavour to supply sufficient
yarn to domestic weavers according to demand.

6. The Commitee directs that Tenile Corporarion should take apprcpriare
meAsures to find market of yarn within the State thereby supporting the
handloom sector The Comnittee recommends to bring about creaUve
changes in areas like production and Marketing to. tf,u U1n"rr"nr of tt 

"Company.
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Thiruvananthapuram,

lst February 2019.

7. The Committee observes that the warranty of all the machines purchased
for th€ implementation of the Green Field projecr by the Corporarion had
already expired. The Committee directs ro fumish a report on the present
status. of functioning of the machinery.

8: The Committee wants to be furnished with derails of the licenses and
permits pending for thepmjecs.

9. The Committee finds that the Company failed to fulfil actual purpose of
puchasing machinery under Expon promotion Capital Goods (EPCG)
Scheme due to non commencement of production in the mills. The
Committeeiwants to be informed of the action taken to fulfill the expon
obligation.

10. The Committee criticizes that the Kerala State Textile Corporation
Limited constructed faaory building at pinanyi without acquiring
necessary land and the required building permil The Commiftee wanls
to be informed of pres€nt stalus of acquiring necessary land for obtaining
license.

11. Th€ Committee wants a detailed report on dle utilization and repayueur
of the entire amount received ftom KSIDC, Malabar Cements Ltd. and
Kerala Minerals and Metals Ltd. for the imDlementation of the Green
Field pmjects entrusted by the Government to Kerala State Textile
Corporation, The Comminee alsb wants a rcport on the interesi liability
in respect of other Govemment loans availed by the Cornpany.

C. DIVAKARAN,
' Chairman,

Committee on Public Undertakings.
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APPENDX I

SUMMARY OF MAIN CONCLUSIONS/RXCOMMENDATIONS
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4 4 Induseies The- Committee observes drat there is only partial
production in Komalapuram Spinning Mill and thai in
mills at Pinarayi and Uduna thq production has not
commenced yeL The CoEmittee recdmmends to prepare a
total package to rejuvenate the Uduina, Komalapuram and
Pinarayi mills by providing adequate furid and by
rcouiting sufficient work€rs.

5 5 Ii,rdustriis The Committe€ observes rhat marketing of the
products of the Corporation in the open market
witbout exploiing market possibilities has caused
economic loss . to the Coryoration. The Committee
recommends that the Corporation should take ugent
steps to conduct necessary market suwey. It also
directs to endeavour to supply sufficienr yam to
domestic weavers acrording to demand.

6 6 Industdes The Committee directs that Textile Corporation should
take appropriate measures to find marka of vam
within the Stat€ thereby supporting the handloom
seclor. Th€ Committee recommends to bring about
creative changes in areas like production and
marketing for the benerment of the Company.

7 7 lndustries

I I Industries The Committee wants to be furnished with details of
the licenses and permi$ pending for the pmjects.

9 Industries
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10 10 Indusaies The Committee critirizes that the Kerala State Textile
Corporation Limited constrxcted factory building at
Pinarayi without acquiring necessary larid and the

requir€d buildhg permit. The Committee wants to be
inforrred of present status of acquidng necessary land
for obtaining license.

11 Industries The Committee wants a dehiled report on th€
utilization and rcpaymmt of the entire adount
received from KSIDC, Malabar Cements Ltd. and
Kerala Minerals and Metals Ltd. for the
implementation of the Green Fjeld proj, cts entr.usted

by the Govemment to Kerala State Textile
Corpdration. The Committee also wants a report on the
iniercst liability in respect of other Govemnent loans
availed by the Company.
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APPENDD( II

NOTBS FURNISHED BY GOVERNMENT ON THE AUDIT PARAGRAPHS

(Ar.lDrT REPORT 20r2-2013)

51,

No.
Audit

Paragraph
Reply Fumished by Govemm€nt

1 2 3

I

I

i

I'l

)

I

I

4.4.r

Further. the projects we,€ inaugurrted at th€ instance of tlie
ol Kerala and atso to cofthercially utrlize the already created

The then Hon'ble Minister lor Fin.nce in hrs 8udget Speech 2010 ll.
announced among other things, implementation of diffeGnt projects in the
S!.te of l<e.ala through existing 9ubli< Secto. und.(akings (pSUs-}dldng ihe
yarr 2Ol0 - 11. A<cordhgly, the Goveniment ot l(cral. ar pcr GO (u3) ilo
103 ,/ 2olo i tD dared 30.04.2010 app.oved the schern€ 16. implem€ntrtion
ot eleven irojects (eight Greentleld prdects and th.ee expansion pr9jecteJ
and edtrusted implementation of the frollowing five pbiects with Kerala State
Textile Corporatjon Ltd.

1. (omalapudm Spinning & w€aving Mills - t 35.00 Crore
2, Hi- Te<hweavinq Mrlls, Pin.r.yi - ? 20.00 Crore
3. New Teitite Mllli. Uduma - t 15.00 CrDre
4, M.laba! Spinning & Wvlng tallls (Expansior) - I 15.00 Cro.e
5. Tnvandrum Spinning Mllls Ud (€xpansion): f 5.00 Core 

.

Subseqoently. the Govemrne;t as per GOs dated ol.o?.zoio .pproved th€
funding pattem lor implementation of the proietts. While sanctioning
lmplern€ntrdon of the proiects, the Govemmeht of Kerala has glven dle
deadline of De('rmber 2010 as the t..!ered dete for complete
impl€medtatla$ ot tne proiects. The stat(rs gf implementation o, tnc prolact5
has b€en moritoGd by the Additional Chiel s€cretary to Govemm€nt,
lhdust,les Depbrtment anc also by the then Hon'ble MinBter (or lndu3trie5

lhimself. In allthe status review meetings. the focal point ot discussion was

I 
completion of implementation of the aftiects in Oecernber 2010 itself.

lThe proje(ts Komalapuram Spinhing & Weaving Mill5 and Uduma T€xtlle Mitls
I ready fol<omme.cial operations panially, at the Ume ot Inauguration of
proje<is. Funher. the proje(ts we|E inaugurrted at the instance of tIe

3m20r9.
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ANNEXURB 24.

&atGD!!t rhowlDg tt. ..turl coat vlr-..y|r aarhrt€a ot tlrca gra.D leld' projccif l8 Ktrdr Snr. Tctdk\9i?or.dor Ll&frj
(t ldr.tbbFqrqhaa)
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