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INTRODUCTION

I, the Chairman, Committee on Public Undertakings 2014-2016 having been
authorised by the Committee to present the Report on their behalf, present this
Forty Seventh Report on Kerala State Road Transport Corporation based on the
Reports of the Comptroller and Auditor General of India for the year ended
31st March, 2008 and 2011 (Commercial) relating to the Government of Kerala.

The Reports of the Comptroller and Auditor General of India for the year
ended on 31st March, 2008 and 2011, was laid on the Table of the House
on 23-6-2009 and 23-3-2012 respectively. 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 2011-2014.

This Report was considered and approved by the Committee at the meeting
held on 7th May, 2014.

The Committee place on record their appreciation of the assistance rendered
to them by the Accountant General (Audit), Kerala in the examination of the
Audit Paragraphs included in this Report.

The Committee wish to express their thanks to the officials of the Transport
department of the Secretariat and Kerala State Road Transport Corporation for
placing before them the materials and information they wanted in connection with
the examination of the subject. They also wish to thank in particular the Secretaries
to Government, Transport and Finance Departments and the officials of
Kerala State Road Transport Corporation who appeared for evidence and assisted
the Committee by placing their considered views before the Committee.

K. N. A. KHADER,
Thiruvananthapuram, Chairman,
30th June, 2014. Committee on Public Undertakings.



REPORT
KERALA STATE ROAD TRANSPORT CORPORATION
AUDIT PARAGRAPH
Avoidable financial commitment

The Corporation invited tenders (June 2005) for the construction of an
Office-cum-Shopping Complex at Kasargode at an estimated cost of X 4.32 crore
as the Probable Amount of Contract (PAC). As per the conditions of tender, copies
of price bid should be submitted only in a sealed cover by Registered post/Speed
post/courier service. Tenders submitted otherwise would be rejected. Of the seven
tenders received, two tenderers (L1-Moideen Kutty Haji and L3-M. Sreekantan
Nair) submitted the bids by hand and the Corporation accepted the tenders in
violation of the above tender conditions. These two tenderers were qualified as
L1 and L3. The Concord Constructions (CC), (the L2 Tenderer), who quoted
X 4.27 crore, would have been the lowest. The fourth lowest tenderer (T. K. Rajan)
thereupon approached (December 2005) the High Court of Kerala citing the
violation of tender conditions by the Corporation. In the meanwhile the eligible
lowest tenderer (CC) withdrew the offer on expiry of the validity period
(March 2006). The Court directed (June 2006) the Corporation to consider the
tender submitted by Shri T. K. Rajan. Thereupon the Corporation awarded the
work (January 2007) to Shri T. K. Rajan at X 4.45 crore at an additional financial
commitment of X 18 lakh (X 4.45 crore—X 4.27 crore). The work was in progress
(April 2008).

Audit noticed (August 2007) that instead of considering the offer of the two
tenderers who violated the tender conditions, the Corporation could have awarded
the work to CC (L2) at X 4.27 crore and avoided the additional liability. Thus the
decision of the Corporation to accept the tenders submitted in violation of tender
conditions led to the award of work at higher amount leading to extra financial
commitment of X 18 lakh.

The Management stated (April 2008) that there was delay in getting
additional tender forms printed and on finding it difficult to receive the tenders by
post within the prescribed time, the tenderers were asked to submit the tenders by
hand. The Management, however, should have made necessary arrangements in
time to ensure compliance with the tender conditions.

The matter was reported to the Government (April 2008), their reply was
awaited (August 2008).

1048/2014.



[Audit Para No. 4.17 contained in the Report of the Comptroller and Auditor
General of India for the year ended 31st March, 2008 (Commercial).]

The notes on the audit paragraph received from Government is given in
Appendix II.

1. The Committee sought explanation regarding the non-observance of the
terms and conditions mentioned in the tender notice by Kerala State Road
Transport Corporation relating to the construction of an office-cum-shopping
complex at Kasargode which led to extra financial commitment of ¥ 18 lakh.
The witness replied that Kasargode shopping complex was a maiden endeavour of
the Corporation of its kind. He added that while inviting tenders only 25 tender
forms had been made available in the office on the presumption that there would be
only limited number of bidders. But contrary to the expectation more than
25 tenderers turned out to purchase the tender forms. The Reprographic Centre,
which was entrusted to print and supply tender forms earlier expressed their
inability to print and supply the additional tender forms within the stipulated time.
This made the Chief Engineer to take the decision to receive two tenders directly in
the office in violation to the tender condition that “Copies of price bid should be
submitted only in a sealed cover by post/speed post etc...”

2. The Committee did not agree with the explanation put forth by the witness
to vindicate the decision of the Corporation and remarked that the Corporation had
taken decision to receive the bid by hand without foreseeing the consequences.
Two tenders, which were submitted by hand were qualified as L1 and L3. The
Committee opined that if the Corporation had not taken the injudicious decision,
the Concord Constructions, which was qualified as L2 (X 4.27 crore) would have
been the lowest tenderer. Shri T. K. Rajan, the fourth lowest tenderer (X 4.45 crore)
filed a petition before the Hon’ble High Court seeking to nullify the decision of the
Corporation which had violated the tender conditions. The Committee pointed out
that the Corporation had failed to adduce any evidence before the Hon’ble Court to
prove the legality of the procedure followed by the Corporation. As the decision of
the Corporation was considered void the court directed the Corporation to consider
the tender submitted by Shri T. K. Rajan. The Concord Constructions meanwhile
had withdrawn their bid on expiry of the validity period. In the light of the
judgment, the Corporation had awarded the work to Shri T. K. Rajan at the higher
rate quoted by him leading to extra financial commitment of X 18 lakh.



The Committee categorically denied the contention of the witness that some
procedural lapses had occurred as it was the maiden venture of the Corporation.
The Committee opined that the injudicious decision on the part of the Corporation
had resulted in additional financial commitment and the Committee suspected
some ulterior motives behind the decision. To a specific question of the Committee
regarding the officer responsible for the issue, the witness replied that
the Chief Engineer, who had taken the decision had already retired from service.
The Committee pointed out that the irresponsibility and negligence on the part of
the Corporation had resulted in an avoidable financial commitment and hence
opined that the officials have to be more vigilant and careful before venturing into
new areas of operation. The Committee opined that it was a serious fault on the
part of the officer concerned for not making necessary arrangements in time to
ensure compliance with the tender conditions. Therefore the Committee
recommended to fix the responsibility and take necessary steps against the officer
concerned.

Conclusions/Recommendations

3. The Committee finds no justification for the loss of X 18 lakh
sustained to the Corporation consequent on its imprudent decision to accept
two bids by hand in violation of the provisions of tender notification.
Moreover the Committee suspects some ulterior motive behind this
injudicious decision. The Committee views this lapse seriously and therefore
recommends that stringent action should be taken against the responsible
officer.

4. The Committee remarks that it is the responsibility of the officer
concerned to make necessary arrangements well in advance to ensure
compliance with tender specifications. The Committee opines that it would be
advisable to conduct a sample survey so as to get an approximate number of
prospective bidders so that similar situations can be avoided in future.
The Committee recommends that due care and vigilance should be exercised
by concerned officials while processing tender and venturing into new areas of
operation and that in no circumstances, the tender conditions should be
violated.



AUDIT PARAGRAPH
Avoidable extra expenditure

The Corporation invited tenders (July 2006) for purchase of 25000 nylon
tyres, 40000 tubes and 50000 flaps. Out of six offers received, the rates quoted by
Michigan Rubber (India) Limited (MR) were the lowest at all inclusive rate of
X 6,975 per tyre, X 695 per tube and X 155 per flap. The Corporation, however,
decided (September 2006) to re-tender on the ground that MR was a new firm
having no previous experience with the Corporation and that the price of natural
rubber was likely to comedown.

Thereupon the Corporation invited tenders (September 2006) for supply of
20000 nylon tyres, 30000 tubes and 40000 flaps under two part bid system.
Out of six offers received, the technical bid of MR was rejected on the ground that
they had not supplied a minimum of 500 tyres to the Corporation during the last
five years and that their quality had not been assessed. The higher rates offered by
Birla Tyres (X 6,930 per tyre, X 650 per tube and X 230 per flap exclusive of VAT)
and JK Industries Limited (X 7,000 per tyre, ¥ 600 per tube and X 200 per flap
exclusive of VAT) were accepted. Orders were placed on Birla Tyres (November
2006) for 15000 tyres, 22500 tubes and 30000 flaps and JK Industries Limited
(November 2006) for 9000 tyres, 13500 tubes and 18000 flaps and the supplies
were completed by 31st March, 2008.

Audit noticed (April 2008) that the Corporation had purchased
(January 2002) 4800 tyres and 7200 tubes from Betul Tyre and Tube Industries
Limited which was subsequently renamed and registered (January 2005) as
Michigan Rubber (India) Limited. MR had also submitted copies of fresh
certificate of incorporation consequent on change of name, factory licence,
certificate issued by Bureau of Indian Standards, test report issued by Central
Institute of Road Transport along with their bid in August 2006 as well as the
subsequent tender in September 2006 and also the details of supply made by them
to the Corporation during the year 2002. The Corporation, however, ignored these
records submitted by MR and rejected their offer on the untenable ground that MR
had not supplied a minimum of 500 tyres during the previous five years. Further,
laying down a condition of a minimum supply of 500 tyres to the Corporation
amounted to restricting the number of suppliers and hence the competition which
was not in the interest of better price discovery.



Thus the decision of the Corporation to ignore a valid lowest offer and
procurement of material at higher rates resulted in avoidable extra expenditure of
X 2.13 crore.

The Government stated (June 2008) that even though the Corporation had
purchased more than 500 tyres from Betul Tyre and Tube Industries Limited
during the previous five years, the tender opening committee had not considered
the certificate produced by the firm to this effect without specifying any reason.
The fact remained that the Corporation had incurred huge extra expenditure due to
the lapse on the part of the tender Committee.

[Audit Para No. 4.18 contained in the Report of the Comptroller and Auditor
General of India for the year ended 31st March, 2008 (Commercial).]

The notes on the Audit Paragraph received from Government is given in
Appendix II.

5. The Committee enquired the reason for the rejection of the price bid
submitted by Michigan Rubber (India) Limited which had resulted in an avoidable
extra expenditure of X 2.13 crore.

6. The witness clarified that Betul Tyre and Tube Industries which was
subsequently renamed as Michigan Rubber (India) Limited had submitted their bid
in its new name and their tender had been rejected by the Corporation on the
ground that Michigan Rubber (India) Limited was a new firm having no previous
experience with the Corporation. The witness further stated that, though the firm
had quoted the lowest price, it would have been L4 while calculating the
performance based on cost per km.

7. The Committee pointed out that Michigan Rubber (India) Limited had
previous experience with the Corporation and to establish that they had produced
the copies of fresh certificate of incorporation consequent on Change of Name,
Factory Licence, Certificate issued by Bureau of Indian Standards and test report
issued by Central Institute of Road Transport, but the Corporation had summarily
rejected the bid ignoring all these records.

8. To a specific question of the Committee regarding the entry of new
players in participating the tender, the witness replied that it would be based on the
performance of 500 sample tyres as per trial order in the previous year.



9. To the question of the Committee regarding the method followed by the
Corporation to ascertain the quality of tyre, the witness replied that it was
determined only after analysing various aspects such as weight, dimension,
performance etc. The Committee pointed out that assessment of performance could
not be taken as a reliable method as it was based on mere assumption. Moreover it
was evident that the performance of tyres of a Company in a particular year might
not be repeated in the succeeding years.

10. The Committee enquired whether there was any specification in the
tender regarding performance guarantee. The witness replied that, while the
specification regarding performance guarantee had been incorporated in the tender
notification in the year 2009, no other regular firms, but only one had turned up to
submit tender, which compelled the Corporation to abandon the clause.
The witness further stated that cost per km. (CPKM) which had been used as a unit
to assess the performance, was not a scientific method.

11. The Committee opined that the cost per km. mechanism had proved as
baseless since there showed wide disparity in the performance of a same company
in different years. The field assessment could easily be changed so that it would be
very easy to take a favourable assessment to protect the interest of a particular
firm. The Committee wanted to have an explanation regarding the criterion in
determining cost per km. The witness replied that purchase of each item had a
separate purchase policy and in the purchase of tyre and tread rubber the
Corporation followed the practice of cost per km. method rather than lowest price,
as depending on the lowest price alone would certainly pave the way for great loss
to the Corporation. The witness further informed that in order to record
performance of each tyre, a tyre card had been maintained, which could be used as
an authentic source to understand overall performance of the tyre. The same had
been maintained manually and mistakes could be easily identified through cross
check. The witness further stated that in almost all states cost per km. had been
reckoned as standard unit to assess the performance of tyre.

12. Accountant General pointed out that the cost per km. of a tyre purchased
in a particular year could be assessed only after three or four years, hence this
method proved to be unscientific and irrational. The Committee recommended that
a viable method in lieu of cost per km. should be evolved to determine the quality
of tyres at the time of purchase.



13. Special Secretary, Finance submitted that the decision of the Corporation
to ignore the tenders for want of performance analysis would ultimately restrict the
number of suppliers and prevent fair competition. Moreover new firms would not
get any chance to participate in the tender. He further suggested that in order to
ascertain the quality of tyre, it should be subjected to temperature and pressure tests.
The witness made it clear that the Corporation would consider the offers submitted
by such companies after analysing the performance of 500 sample tyres in different
physiographic and climatic conditions, which had been bought as per trial purchase
order.

14. In replying to another question relating to the acceptance of certificate
issued by ASRTU (Association of State Road Transport Undertaking), the witness
informed that the technical aspect of tyres had been tested and certified by ASRTU
and due to lack of adequate facility to ascertain the same, the Corporation had to
consider the certificate to validate the technicality of tyres, before going ahead with
the purchase of tyres. The Committee expressed its dissatisfaction over the
ill-defined and unreasonable practice prevailing in the Corporation regarding the
purchase of tyres and opined that a scientific and effective method need to be
implemented for assessing quality of tyres and recommended to initiate a viable
and scientific study in this regard. The witness assured that the Corporation would
take up this matter with due gravity in the light of observations made by the
Committee and hoped to conduct a scientific study using the funds available for the
diversification and modernization of the Corporation. The Committee pointed out
that a scientific pre-qualification test should be made mandatory in order to ensure
the quality of tyres at the time of purchase.

15. To a specific question of the Committee relating to the fixation of
liability, the witness replied that the Corporation had followed the usual method of
working out cost per km. for the selection of the lowest bidder, since no other
alternative scientific parameter was available, hence there was no purposeful lapse
on the part of the officials of the Corporation.

16. Accountant General strongly disagreed with the reply of the witness and
stated that the Corporation could have implemented a scientific method to assess
the quality of tyres and the imprudent decision on the part of the Corporation to
ignore the lowest tender had led to extra financial commitment, so the officials
were liable for the loss incurred to the Corporation. The witness justified the
Corporation’s attempts as a positive signal and stated that with the implementation
of the existing system, the Corporation could reduce the quantity of tyres used
considerably.



17. The Committee strongly disapproved the injudicious and outdated
method followed by the Corporation and observed that the aforesaid loss had
proved the negligence and lack of proper planning on the part of the Corporation.
The Committee pointed out that the raw materials used for the production of tyres
such as rubber, tread, nylon belt, silica, textile fabric, specialised chemical
components and its temperature holding capacity should be taken into
consideration while assessing the quality of tyres and the Committee recommended
that a reliable, scientific and transparent method should be implemented to
overcome the shortcomings of the present system followed by the Corporation. The
Committee opined that the Corporation should have prepared an action plan in this
regard and to submit a detailed report to the Committee within a month.

Conclusions/Recommendations

18. The Committee notices that the avoidable extra expenditure of
X 2.13 crore incurred by the Corporation was due to the inappropriate
decision of the tender committee to procure materials at higher rates after
ignoring the valid lowest tender submitted by Michigan Rubber (India) Ltd.,
on the ground that the Company has no previous experience with the
Corporation. The Committee expresses its strong displeasure over the
decision of the tender Committee without considering the relevant certificates
placed by the firm along with the bid to prove its previous experience with the
Corporation. The Committee therefore recommends that an investigation
should be conducted to bring to light the real intention which persuaded the
tender committee to take such an imprudent decision. The Committee also
recommends that legal action should be taken against the officers responsible
for the huge extra expenditure incurred by the Corporation.

19. The Committee understands that the present system followed in the
Corporation to ascertain the quality of tyres has proved to be unscientific and
irrational. The Committee notices that cost per km. of a tyre purchased in a
particular year could be assessed only after three or four years.

20. The Committee remarks that raw materials used for the production
of tyres such as rubber, tread, nylon belt, silica, textile fabric, specialised
chemical components, temperature holding capacity etc., should be taken into
consideration while assessing the quality of tyres. The Committee further
recommends that scientific pre-qualification test should be made mandatory.

21. The Committee recommends that the Corporation should evolve a
reliable, scientific and transparent method to assess the quality of tyres
purchased. The Committee desires to be furnished with an action plan and a
detailed report on the measures taken by the Corporation in this regard
without delay.



AUDIT PARAGRAPH
Avoidable extra expenditure

To meet the requirement of 1200 MT of Pre-cured Tread Rubber (PCTR) for
the year 2005-06, the Corporation decided (July 2005) to procure 50 per cent of
the material from Association of State Road Transport Undertakings (ASRTU),
approved rate contract suppliers and balance 50 per cent from SSI units.
Accordingly, orders were placed in August 2005 for 600 MT of PCTR with Hill
Top Rubbers Pvt. Ltd. (HTR), New Delhi (an ASRTU rate contract supplier) at
X 88.49 per kg. For the balance 600 MT, tenders were invited in July 2005 and
orders placed in October 2005 with four SST units at ¥ 94.36 per kg.

The Corporation, however, did not insist for entering into an agreement with
HTR on the ground that there was no need for execution of a separate agreement
with ASRTU contractors. On the request of HTR the Corporation agreed to make
(September 2005) 100 per cent payment immediately after inspection of materials.
However, there was delay ranging between 2 to 35 days on the part of the
Corporation in making payments for the material supplied by HTR between
October 2005 and February 2006.

Since the Corporation could not adhere to the terms of payment, HTR
supplied only 96.64 MT of PCTR up to March 2006 as against the ordered quantity
of 600 MT. On the ground that the failure to supply PCTR hampered production,
the Corporation cancelled (April 2006) the unexecuted portion of 503.36 MT of the
material and procured 376.567 MT (May 2006 to March 2007) from three SSI units
at rates varying between X 99 per Kg. and X 116.84 per Kg. When compared to the
procurement rate of X 88.49 per kg. of HTR, the Corporation incurred extra
expenditure of X 67.77 lakh on the purchase of 376.567 MT of PCTR from SSI units
at higher rate. Thus, the failure of the Corporation to make prompt payment to a
supplier as per contract and subsequent purchase of material at higher rate from
alternate sources after cancellation of existing contract resulted in avoidable extra
expenditure of X 67.77 lakh.

1048/2014.
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The Management stated (July 2008) that due to financial crisis there was
some delay in making payment in time. However, the Corporation had sufficient
funds available from Kerala Transport Development Finance Corporation Limited
for making payment for purchases in time.

[Audit Para No. 4.19 contained in the Report of the Comptroller and Auditor
General of India for the year ended 31st March, 2008 (Commercial).]

The notes on the Audit Paragraph received from Government is given in
Appendix II.

22. The Committee pointed out that the failure of the Corporation to make
prompt payment for the Tread Rubber Supplied by Hill Top Rubbers Pvt. Ltd.
(HTR) as per agreement and subsequent purchase of the material at higher rate
from alternate sources after the cancellation of the existing contract resulted in
avoidable additional expenditure of X 67.77 lakh. The Committee enquired whether
the witness could produce any document to corroborate the contention of the
Corporation that the agreement with Hill Top Rubbers Pvt. Ltd. had been cancelled
due to poor performance of the firm. The witness answered in affirmative and the
Committee wanted to be furnished with the copies of the correspondence with the
firm. The witness replied that the Corporation had not entered into a direct
agreement with the firm, since it had been an ASRTU (Association of State Road
Transport Undertaking) rate contract supplier. The witness further stated that the
Corporation had depended only on SSI Units for purchasing Tread Rubber till
2005.

23. The Committee sought clarification regarding the delay in making
payment in time as per agreement though the Corporation had sufficient fund
available from Kerala Transport Development Finance Corporation. The witness
made it clear that the Corporation had agreed to make 100 per cent payment
immediately after inspection of materials, but due to financial crisis there had been
a reasonable delay ranging between 2 to 35 days on the part of the Corporation in
making payments for the material supplied by HTR between October 2005 and
February 2006. Moreover there was no precedent in the Corporation to avail loans
for the purchase materials required for daily use. The witness further added that the
loan availed from KTDFC was used to finance bus body building and to purchase
chassis.
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24. The Committee cited this as an example of the Corporation’s failure in
adhering to the terms of contract which had resulted in an extra payment of
X 67.77 lakh. The Committee further added that had the Corporation complied with
the terms of payments with HTR, it could have avoided the extra expenditure of
X 67.11 lakh paid to SSI Units for procuring tread rubber. The Committee
recommended that necessary steps should be taken to avoid the recurrence of such
events in future.

25. The Committee opined that KSRTC should consider the prospects of
entering into tyre manufacturing industry so that the Corporation could be self-
reliant in its needs for tyre, tube etc.

Conclusions/Recommendations

26. The Committee finds that the failure of the Corporation to enter
into a formal agreement with Hill Top Rubber Pvt. Ltd. incorporating
provisions to safeguard its interest refrained it from initiating legal action
against the firm when it failed to comply with the oral agreement. The
Committee desires to be furnished with the copies of correspondence made
with HTR.
The Committee recommends that in its future dealings a formal agreement in
the best interest of the Corporation should be executed and strict compliance
of the agreement ensured so as to avoid such incidents in future.

27. The Committee opines that the Corporation should consider the
prospects of entering into tyre manufacturing industry so that the
Corporation should be self-reliant in its needs for tyre, tube etc.

AUDIT PARAGRAPH
Procurement of tyres, tubes and flaps

Scrutiny of procurement of tyres, tubes and flaps made by Kerala State Road
Transport Corporation (Corporation) during the period 2006-11 was undertaken in
audit. For the purpose of placement of orders, the price quoted by the bidder was

* Cost per Kilo Meter.
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adjusted for average past performance measured in terms of kilometers per tyre
(CPKM"). The details of purchase orders are tabulated in Annexure I.



ANNEXURE I
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(Km. per Tyre)-1
1 2 3 4 5 6 = (4-5) 7 8=(3x6x7)/100
1 SRA1/25160/06  BIRLA 15000 10499 31740 27873 3867 27.68 11237978
2 SRA1/25160/06  JK 9000 6776 29732 27397 2335 28.38 4490272
JK 2224 29732 27397 2335 29.51 1532466
3 SRA1/34887/07 JK 15000 13745 30905 24951 5954 31.3 25615209
4 SRA 1/1181/09 BIRLA 20000 19873 27724 25109 2615 32.55 16915550

59791475

4!
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As seen from the table above (serial no. 3) the order on JK Tyres was
placed reckoning performance expressed in terms of Kilometers per tyre
on 30905 whereas the actual mileage obtained was only 24951 kms.
The monetary value of shortfall in performance worked out to
X 2.56 crore. Audit analysis revealed that there was lacuna in the
agreement due to non-linking of payments to actual performance.
The absence of such clause had adverse monetary implication of
X 5.98 crore to the Corporation in respect of the four orders mentioned
above.

In respect of purchase orders at serial nos. 3 and 4 above the Corporation
had to incur extra expenditure of X 69.21 lakh (Annexure 24) due to the
failure of the parties to supply the material in the required quantity/as per
the time schedule necessitating purchase from other sources.
The defaulting companies were granted a favour through non-invoking of
penalty clause for the extra expenditure incurred.

Government stated (August 2011) that:

Cost per kilometer was adopted for selection of the lower bidder as no
other statistical parameter could be relied upon. The Corporation had
incorporated performance guarantee clause for purchase of tyres during
2009 but, since the minimum performance guarantee offered was below
the past performance the same was discontinued.

Efforts were underway for recovery of loss due to alternative purchase.

The Government reply was not acceptable in view of the fact that:

When manufacturers were unwilling to offer performance guarantee
equivalent to past average performance reckoned for working out CPKM,
the award of works on CPKM basis was inappropriate.
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* Payment of only ¥ 45.06 lakh was requested for from Birla Tyres and
claim with JK Tyres was yet to be raised (November 2011).

¢ KSRTC had no effective method of recovery of damages from these
firms.

[Audit para No. 4.16 contained in the Report of the Comptroller and Auditor
General of India for the year ended 31st March, 2011 (Commercial).]

The notes on the Audit Paragraph received from Government is given in
Appendix II.

28. The Committee wanted to have explanation regarding the audit remarks
relating to the monetary loss of X 6.67 crore suffered by the Corporation during the
period 2006-2011, due to the absence of a procurement policy, non linking of
payments to actual performance and the failure of the manufactures to supply the
materials in required quantity with in the stipulated time which necessitated the
Corporation to purchase from alternate sources. The witness explained that while
floating tenders in 2009, the Corporation had incorporated performance warranty
clause and bidders had been asked to quote guaranteed mileage. No other reputed
firm other than M/s Birla Tyres had submitted the tender. Moreover the minimum
performance warranty of 18000 km. offered by Birla Tyres was far below their
average past performance of 28000 km.

29. The Committee suspected that there had been an illicit nexus between
the officials of the Corporation and some manufactures like M/s Birla Tyres and
M/s JK Tyres and enquired whether any undue favour had been granted to these
firms. The witness replied that there was no ambiguity in it since the Corporation
has been purchasing tyres, tubes and flaps from reputed firms by floating open
tenders after giving wide publicity through media. The witness further stated that
the Corporation had negotiated with MRF and Apollo Tyres to persuade them to
participate in the tender, however these reputed manufactures had kept aloof from
the tender.

30. The Committee opined that adoption of defective formula and absence of
a definite procurement policy had resulted in substantial financial loss to the
Corporation. The Committee recommended that henceforth the officials of the
Corporation should be vigilant and see that in all transactions, the interest of the
Corporation should be given the top priority.
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Conclusions/Recommendations

31. The Committee observes that absence of a clause to enable linking of
payments to actual performance and non imposition of penalty on the
suppliers for default in supply have led to loss of X 6.67 crore to the
Corporation in the procurement of tyres, tubes and flaps.

32. The Committee suspects an illicit nexus between the officials of the
Corporation and some manufactures like M/s Birla Tyres and M/s JK Tyres
in the procurement of tyres, tubes and flaps. The Committee opines that the
Corporation suffered substantial financial loss due to fraudulent practices
prevailing in the Corporation, absence of a definite procurement policy and
unscientific parameter used to assess the performance of tyres.
The Committee recommends that the officials of the Corporation should
analyse the reasons for the inefficiency and should take appropriate remedial
measures. The Committee further recommends that a scientific quality
parameter should be evolved and enforced for ensuring quality of materials
procured by the Corporation. The Committee also recommends that details
regarding the action taken should be intimated without delay.

AUDIT PARAGRAPH
Construction of shopping complex

The Corporation in possession of land admeasuring 2.21 acres at Kottarakara,
on which a garage was functioning, decided (March 2005) to demolish the same
and construct a shopping complex having an area of 2080 square meters.

Smooth progress of the work was dependent on handing over of clear site.
The demolition and shifting of garage itself was dependent on construction of an
alternative accommodation. The Corporation without waiting for alternative
accommodation for garage invited the bids (February 2006) for construction of
shopping complex. Due to high percentage rates quoted, the work was decided to
be retendered and bids opened in April 2007.

The contractor who was awarded the work in July 2007 was to complete it by
June 2008. The contractor could not commence the work and made no progress till
March 2008 due to non-handing over of clear site by the Corporation.
The dismantling of garage was hampered due to non-provision of funds for the
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alternative accommodation. The contractor who was awarded the work based on
2004 Schedule of Rates sought enhanced rates to complete the work.

Audit analysis revealed (June 2011) that the agreement did not provide for
price variation clause which would have ensured fair and transparent way of taking
care of such contingencies.

The Corporation decided to cancel the tender and once again invited bids
(April 2008). The same contractor emerged as the successful bidder with an
increase of 25 per cent over the initial quoted value. The extra expenditure for the
Corporation worked out to % 55.64 lakh". Thus inadequate planning and lack of
co-ordination of various items of work led to cancellation of the contract and
subsequent re-tendering.

Not taking up advance action for construction of alternative accommodation
had another adverse impact for the Corporation as the shopping complex originally
scheduled for completion by June 2008 could be completed only by April 2010.
This delay of two years had resulted in the Corporation losing rental income during
the period 2008 to 2010.

We noticed delay of ten months in completion of the work by the contractor
and as per provisions of the contract, liquidated damages of I 31 lakh' were
leviable. The Corporation however, recovered only a paltry sum of X 5,000 as
liquidated damages.

Government stated (September 2011) that the work of shopping complex was
tendered in anticipation of receipt of funds for construction of new garage by the
time tendering formalities get completed which did not turn out as expected.
Further, the delay in completion of works was due to reasons beyond the control of
contractor as well as the Corporation and no avoidable loss was incurred by the
Corporation. The fact remains that the work had to be tendered and executed at
higher cost. The delay in completion of construction had its effect in the form of
loss of rental income which the Corporation could have earned on the space let
out after completion. The funds required for shifting of garage were X 28.31 lakh
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while extra expenditure incurred on construction of shopping complex was of the
order of X 55.64 lakh.

[Audit Para No. 4.17 contained in the Report of the Comptroller and Auditor
General of India for the year ended 31st March, 2011 (Commercial).]

The notes on the Audit paragraph received from Government is given in
Appendix II.

* %255 9P 1akiHGuSrOORTHAIRS 3RBSAIR KRRV oN6e SRS AQTeHfiG) Inordinate delay
ogsurred 4 CRERBIESING G LOMIHSHPR 2f 25hopPing) COTRleX Al 5o ttatpkara.

The witness informed that the commencement of construction of shopping
complex was lagged due to the failure of the Corporation to handover the site in
which a garage was functioning. The work of shopping complex was tendered in
anticipation of receipt of infrastructure fund for the construction of a new garage
by the Corporation. As fund did not turn up as expected, the construction of
shopping complex was held up till fund for the construction of a new garage was
allocated from the MLA Fund. Delay occurred due to these reasons was beyond the
control of the Corporation. The Committee accepted the explanation of the witness.

Conclusion/Recommendation

34. No Comments.

K. N. A. KHADER,

Thiruvananthapuram, Chairman,
30th June, 2014. Committee on Public Undertakings.
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APPENDIX I

1048/201
%UMMARY OF MAIN CONCLUSIONS/RECOMMENDATIONS

Sl Para Department Conclusions/Recommendations
No.  No. concerned
@ H @ 3) “)
1 3 Kerala State =~ The Committee finds no justification for the
Road loss of X 18 lakh sustained to the Corporation
Transport consequent on its imprudent decision to accept
Corporation  two bids by hand in violation of the provisions
of tender notification. Moreover the Committee
suspects some ulterior motive behind this
injudicious decision. The Committee views this
lapse seriously and therefore recommends that
stringent action should be taken against the
responsible officer.
2 4 The Committee remarks that it is the

responsibility of the officer concerned to make
necessary arrangements well in advance to
ensure compliance with tender specifications.
The Committee opines that it would be
advisable to conduct a sample survey so as to
get an approximate number of prospective
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bidders so that similar situations can be avoided
in future. The Committee recommends that due
care and vigilance should be exercised by
concerned officials while processing tender and
venturing into new areas of operation and that
in no circumstances, the tender conditions
should be violated.

M

2

3)

“

3

18

19

Kerala State
Road
Transport
Corporation

The Committee notices that an avoidable extra
expenditure of X 2.13 crore incurred to the
Corporation was due to the inappropriate
decision of the tender committee to procure
materials at higher rates after ignoring the valid
lowest tender submitted by Michigan Rubber
(India) Ltd. on the ground that the Company
has no previous experience with the
Corporation. ~The Committee expresses its
strong displeasure over the decision of the
tender Committee without considering the
relevant certificates placed by the firm along
with the bid to prove its previous experience
with the Corporation. The Committee therefore
recommends that an investigation should be
conducted to bring to light the real intention
which persuaded the tender committee to take
such an imprudent decision. The Committee
also recommends that legal action should be
taken against the officers responsible for the
huge extra expenditure incurred by the
Corporation.

The Committee understands that the present
system followed in the Corporation to ascertain
the quality of tyres has proved to be
unscientific and irrational. The Committee
notices that cost per km. of a tyre purchased in
a particular year could be assessed only after
three or four years.
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The Committee remarks that raw materials used
for the production of tyres such as rubber,
tread, nylon belt, silica, textile fabric,
specialised chemical components, temperature
holding capacity, etc. should be taken into
consideration while assessing the quality of
tyres. The Committee further recommends that
scientific pre-qualification test should be made
mandatory.

(1

)

©)

4)

21

26

27

Kerala State
Road
Transport
Corporation

The Committee recommends that the
Corporation should evolve a reliable, scientific
and transparent method to assess the quality of
tyres purchased. The Committee desires to be
furnished with an action plan and a detailed
report on the measures taken by the
Corporation in this regard without delay.

The Committee finds that the failure of the
Corporation to enter into a formal agreement
with Hill Top Rubber Pvt. Ltd. incorporating
provisions to safeguard its interest refrained it
from initiating legal action against the firm
when it failed to comply with the oral
agreement. The Committee desires to be
furnished with the copies of correspondence
made with HTR. The Committee recommends
that in its future dealings a formal agreement in
the best interest of the Corporation should be
executed and strict compliance of the
agreement ensured so as to avoid such incidents
in future.

The Committee opines that the Corporation
should consider the prospects of entering into
tyre manufacturing industry so that the
Corporation should be self reliant in its needs
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2

21

for tyre, tube, etc.

The Committee observes that absence of a
clause to sue the suppliers for non linking of
payments to actual performance and
non imposition of penalty clause on the
supplies for default supply has led to loss of
¥ 6.67 crore to the Corporation in the
procurement of tyres, tubes and flaps.

)

2)

3)

)

10

32

Kerala State
Road
Transport
Corporation

The Committee suspects an illicit nexus
between the officials of the Corporation and
some manufactures like M/s Birla Tyres and
M/s JK Tyres in the procurement of tyres, tubes
and flaps. The Committee opines that the
Corporation suffered substantial financial loss
due to fraudulent practices prevailing in the
Corporation, absence of a definite procurement
policy and unscientific parameter used to assess
the performance of tyres. The Committee
recommends that the officials of the
Corporation should analyse the reasons for the
inefficiency and should take appropriate
remedial measures. The Committee further
recommends that a scientific quality parameter
should be evolved and enforced for ensuring
quality of materials procured by the
Corporation. The Committee also recommends
that details regarding the action taken should be
intimated without delay.
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APPENDIX II

NOTES FURNISHED BY GOVERNMENT ON THE AUDIT PARAGRAPHS

Para No. Action Taken

(1) )

4.17 BHOMVABNIAW EHIBQIEOHUM Ol MUORIOD  GaHda {lot)”  Gddonldy’
(2007-08)  1eMIWOM EMIAnJE0aHM EGMOAW O@20MIsy.  11-7-2005-m" gmi”

eiclasam 1®1IE3  OSM@  EREAIGUMU  AHMIABHQM0W].
aLOWIREM  Galoorl 25 3depinay” @AIeMEBRUl ®QI0ISS1dWeslelo
@O 1HH®DIV]  HSOHT  GCRGAISHUSHUE DNV IMIG3  HSENBAQ
@RGaIAH afdo M]HVWIODAUTIHQo O1EJIWIaLbld:” HIVAZA AaIam]00
@Wld BRI (@JRNIMEBBUY @QINIARHQYo 9alQ.  @RYAUUVIOIS
a)LIoaIdHBo  OSNEA  @RCAlAHU MDHENHWQo  @RCGaldH  LIS1CIHMS
@AM @l 21-7-2005 celss” 209&W D2l

M3 ©.21Q) HSMNB BOEAINHUNHUY BHIB|GOAUM Qld: HSNBA@ EeNIG;1G3
MNCHHaNABHCWI, (ogmsq)géw”/trglw” (anoaog“/a)oe)oo"lmxz”s avdgylay”
ag)anlal  eaIm  AVAAAlEBHEWI  HIYIO)INMIET”.  BGALINAYH:Ud
fl»@ly] ATV BRANDGH®OWIMe  MVoRAMsfISlEl  al@lmeni”
95MeQHW meoImm. 22-7-2005-m" afEld 68:00M3E603M0mEsW0
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(D) @0q |y HEMBARSHUD, CHIF16H0S”

(2) oNmw emdayeus, Ouad

3) af). Od. AINHM, EHIPIEHNIS’

4) QL o0& 0=, 200183

B)  ago. @M MIVE, H»:ITVAENIW”
(6) ONEINY GHITBEMHIBGU” BeMDARBHAIIV”
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001031983 HQMBOW]. $H0I01T MIHPa|0WolWo af)g@IW]@man:

(D) af. 08, 000aHB—38.00% all.ag).aV.oe" geglc
2) @0q |y Hemdapeuad—19.20%
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1048/2014.
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KSRTC has been purchasing tyres, tubes and flaps from reputed
manufactures by floating open tenders after giving wide publicity
through Media. The basic parameter adopted for the selection of the
bidder is the cost per Km. (CPKM) of tyres based on the average
past performance of new tyres for 5 years supplied by the respective
bidder. The bidder who qualifies for the lowest (CPKM) is
normally selected. This method of working out CPKM is the one
and only distinct and scientific way as no other alternative formula
is reliable for the selection of the lowest bidder.

In this situation, it may be noted that if the average performance of
tyres under new purchase is poor, next year that particular band will
be shifted to higher CPKM status. Thus the performance of last year
becomes a deciding factor in the next year purchase.

This mode of purchase was evolved in KSRTC in the year in
2006-07 after evaluating the scope of various possible modes.
A team of higher level officers were entrusted with the assignment
and it was their suggestion to adopt the policy which is now
continuing in KSRTC.

If KSRTC ask the bidders to offer guaranteed mileage, they can
offer a safe target which is easily achievable. This was what
happened in 2009. KSRTC had incorporated performance warranty
clause for the purchase of tyres during 2009 in the tender condition.
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Among the bidders, only M/s Birla Tyres offered a minimum
performance warranty of 18000 kms., which was far below the
average past performance of 27724 kms., by them. The other two
bidders M/s JK Tyres Industries Ltd., and M/s SS Agencies preferred
to decline the offer mileage guarantee specifically. Also fixing
performance warranty and incorporating such conditions in the
tender may compel the firm to refrain from bidding. Or else the
bidder may offer a considerably higher performance and will get the
purchase order by attaining a lower CPKM and in the end when
the real field performance comes out and if that is below the
guaranteed one, they can resort to litigations raising a lot of reasons
as that happened in the case of Tread rubber purchase prior to 2006.
As far as KSRTC is considered, the insisting of a particular mileage
performance or the obtaining offer of guaranteed performance from
the bidders were practically proved to be a failure for KSRTC.
KSRTC has not yet recovered from the damages caused to it due the
above practice. The Audit may earnestly look into the scenario of
the purchase of PCTR since 2006, which is being purely done based
on CPKM. In the purchase of Tread rubber prior to 2006, KSRTC
had been following the modes of purchases by insisting mileage
guarantee or getting offfer from bidders in this regard. Both these
pracices have gifted nothing but only paved way for never ending
legal disputes and litigations. KSRTC was in no way benefited but
adversely affected due to this practice.

Moreover, if the firms continuously offer a low mileage guarantee
vis-a-vis repeated tenders, KSRTC would have no other remedy for
the procurement of tyres. Such situation will adversely affect the
interest of the Corporation as tyre being critical and vital, and
procurement of tyres is of paramount importance.

Tyre manufactures are very few in our Country and tyre is a hot
cake. In fact, in the purchase of tyres, the buyer is already at a
weaker side. No tyre manufacture can be highly competitive
without sacrificing quality. From the experience of KSRTC the
present mode of tyre purchase is scientific and logical. The present
practice is as following:

(1)  Open tender procedure is adopted.

(2) The selection is based on the CPKM arrived at from the
average field performance of the last 5 years and rates
quoted in the tender.

(3) Tyre, Tube and Flap will be purchased as a set from a
single source.
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In the circumstances, the adoption of CPKM for the selection of the
lowest bidder is appropriate, genuine and empirically correct.
Hence the modification in the criterion does not seem necessary.

If KSRTC insist for mileage guarantee either the bidder may refrain
from it or they may offer the lowest and safest figure. If some one
offers high performance, their intention will be to go for litigations.
If KSRTC relate the payments to performance, the chances of
disputes are innumerable and there will be no settling of issues.
When KSRTC prioritise the bidders in the succeeding year based on
the field performance in the preceding years, which is internally,
evaluated by KSRTC is less prone to litigations. Here the
performance of the procured and consumed material becomes a
deciding factor in the next year purchase. If any one wants to
continue business with us, they will try to maintain the quality
standards or else, they will be automatically expelled. That means
by adopting this method, KSRTC really exert an invisible
pressure/compulsion on the bidder to maintain the quality.

Regarding the loss involved on account of alternative purchase
(X 69.21), legal steps have been initiated to realize the loss from the
defaulted firms viz., M/s Birla Tyres and M/s Ceat Tyres by
invoking relevant agreement conditions. M/s JK Tyres is not so far
observed as a defaulter by the audit.

KSRTC has incorporated clauses with respect to recovery of
damages in the purchase order and in the agreement being executed
with the suppliers. Those provisions are effective and Corporation
has many a time invoked such provision for realizing loss, if any
occurred to Corporation.

The C&MD, KSRTC has promised that the Corporation will take
utmost care to avoid time lag in handing over the work site for
commencement of works. While tendering of major works, steps
will be taken to include clauses regarding price variation for better
transparency as stated in the audit para, based on provisions in
Kerala PWD Manual. Now KSRTC is not tendering any works in
anticipation of the funds.
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