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INTRODUCTION

I, the Chairman, Committee on Public Undertakings 2014-2016 having been
authorized by the Committee to present the Report-on their behalf, present this
Ninety Second Report on Kerala State Beverages Corporation Limited based on
the Reports of the Comptroller and Auditor General of India for the year ended
31st March, 2010 and 2011 (Commercial) relating to the Government of Kerala.

" The Reports of the Comptroller and Auditor General of India for the year
ended 31st March, 2010 and 2011 were laid on the Table of the House on
28-6-2011 and 23-3-2012. 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 period
2014-2016. ’ '

This Report was considered and approved by the Committee at the meeting
held on 20-7-2015.

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. h

The Committee wish to express their thanks to the officials of the Taxes
Department of the Secretariat and Kerala State Beverages Corporation Limited for
placing before them the materials and information they wanted in connection with
the examination of the subjéct. They also wish to thank in particular the Secretaries
to Government, Taxes and Finance Department and the officials of Kerala State
Beverages Corporation Limited who appeared for evidence and assisted the
Comnmittee by placing their considered views before the Committee.

K. N. A. KHADER,

Thiruvananthapuram, Chairman,
27th July, 2015, ' Committee on Public Undertakings.



REPORT
ON
KERALA STATE BEVERAGES CORPORATION LIMITED
AUDIT PARAGRAPH ‘

As per Section 234 B and C of the Income Tax (IT) Act, 1961, a corporate
assessee has to pay 90 per cent of the tax in advance when the amount of tax
payable exceeds five thousand rupees per annum, The advance tax is payable in
four quarterly installments between June and March months of the corresponding
financial year. Failure to pay at least 90 per cent of the tax in advance by March
attracts interest at the rate of one per cent per month (section 234 B of the Act
ibid.). Similarly for failure to pay installments of advance tax by specified dates,
interest is chargeable at the rate of one per cent per month (section 234 C of the
Act ibid.).

The company is established for the monopoly purchase and sale of Indian
Made Foreign Liquor and beer in the State of Kerala and is liable to pay advance
tax on its assessed income under the provisions (section 208) of the Act ibid.

The assessed income of the Company, the advance tax payable on such
income and the advance tax actually paid during the last three assessment years
ended 2007-08 were as follows:

Tax Payable
Assessment on total Advance tax | Advance tax
. Total Income :
Year ‘ Income payable paid -

(Rs. in crore),

2005-06 23.48 860 7.74 2.92

2006-07 51.34 17.28 15.55 5.10

2007-08 64.42 21.68 19.51 16.93

The Company could not remit the required amount of advance tax in any of
the years and percentage of advance tax actually paid by the Company ranged
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between 32.80 (2006-07) and 86.78 (2007-08). The Company was also not diligent
in remitting the quarterly installments of advance income tax as per provisions of
section 234 (C) of the IT Act. Consequently, the Company was liable to pay
interest of ¥ 3.93 crore under section 234 (B) and 234 (C) of the Income Tax Act.
Out of the penal interest of ¥ 3.93 crore, the Company has remitted (April 2006 -
December 2007) ¥ 2.95 crore along with self assessment tax. The Company has
appealed against the assessment of income tax which was pending
{September 2010) decision.

We noticed (May 2010) that the Company had been assessing the quantum of
advance tax on the basis of budgeted profit rather than working out approximate
income based on income of the previons 11.5 ‘months which had already been
recommended by the Committee On Public Undertakings (COPU). This was
mainly because the Company did not have an effective syslem to monitor
monthly/quarterly sales so as to meet statutory obligations. Thus, the Company
could not assess and remit the required amount of advance tax, thereby
necessitating payment of penal interest of ¥ 2.95 crore.

Government replied (June 2010) that the practice of the Company was to
estimate its income based on the income estimated for a year at the beginning of
the year and pay advance income tax thereon. Based on Audit observation and
‘compliance with the recommendations, the Company is now computing profit .
every month and paying advance income tax accordingly.

The Company is now paying advance income tax assessing the profit every
month, but the fact remained that the Company did not comply with the
recommendanons (February 2004) of COPU in assessing the income tax and
necessitated payment of penal interest during 2005-08.

. (Audit Paragraph 4.1 contained in the Report of the Comptroller and Auditor
General of India for the year ended 31st March, 2010).

The notes furnished by the Government on the Audit Paragraph is given in
Appendix 1II.
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1. The Committee enquired the reason for not remitting advance tax as per
~ section 234 B and C of Income Tax Act 1961. The witness explained that the
payment of tax depends upon the total sales of liquor for the year and there would
be great fluctuation in liquor sales every year.

2. The committee pointed out that the Corporation could not remit the
required amount of advance tax during the assessment years 2005-06, 2006-07 and
2007-08 and wide variance in percentage of advance tax actually paid by the
company was seen during these years. The Committee also noticed that the
Company was liable to pay an interest of ¥ 3.93 crore as it was not diligent in
remitting the quarterly installments of advance Income Tax. To a query of the
Committee about the advance tax paid it was informed that only ¥ 2.92 crore was
paid when actual amount payable was ¥ 7.74 crore during 2005-06. The witness
added that the gallonage fee was fixed by Government only at the end of the year
and therefore it would be difficult to assess the tax without having an idea about
the gallonage fee. The Committee opined that the explanation regarding the
gallonage fee was a lame excuse and added that though the Committee accepted
the difficulty of the Company to assess the.income tax accurately, the contention
that the failure in calculating and paying the required advance income tax was due
to the delay in fixing the gallonage fee was not justifiable. The Committee
remarked that being a responsible company, the concerned officers were bound to
implement the Act at any cost.

3. The Committee suggested that if the Company had an effective system to
monitor monthly/quarterly sales, it could assess and remit the required amount of
advance tax and thus the payment of huge amount as penal interest could have
been avoided. Therefore the Committee recommended to take action against the
responsible officers for the loss occurred in the matter. '

4, The officer from the Finance Department informed that though the
Corporation was now continuously reviewing its income estimate it failed in
paying the tax assessed for 11% months as per the recommendation of the
Committee. The Committee directed to furnish an explanation for not
implementing its recommendation so far. '
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Conclusionisecommendatidns

5. The Committee expresses its dissidence at the explanation given by
the witness, regarding the remittance of advance tax and remarks that the
Corporation ought to have implemented the Income Tax Act at any cost
instead of resorting to lame excuses.

6. The Committee is of the opinion that the lack of an effective system to
monitor the monthly and quarterly sales of the Corporation was the main
reason for the difficulty in assessing the amount of advance tax which resulted
in the payment of a large amount as penal interest. The Committee
recommends that liability should be fixed upon the responsible officers for the
loss incurred due to the dereliction on their part, The Committee directs to
furnish a detailed explanation regarding the laxity occurred in paying the tax
assessed for 11% months and the reason for the faxlum in implementing the
recommendations of the Committee so far.

AUDIT PARAGRAPH

We selected twenty Companies’ from six sectors based on risk analysis for
assessing the effectiveness of performance in the following areas pertaining to the
period 1 April, 2006 to 31 March, 2011:

Deployment of surplus funds
Disbursement of loans
Borrowing of funds and
Payment of taxes and duties.

We noticed deficiencies and were of the opinion that they required urgent
attention of the Managements of respective Public Sector Undertakings (PSUs).

Deployment of Funds

Incorrect selection of financial institutions for deployment of funds,
inappropriate duration of term deposits and avoidable deployment of funds in
Current Accounts resulted in loss of interest of ¥ 6.57 crore, as discussed further.

Time deposits

* Selection of institution




5

Incorrect selection of the institution for deployment of surplus funds in time
deposits by the following nine PSUs ignoring the rates offered by State Treasury
which were better than what they carried resulted in foregoing of possible revenue
of T 3.30 crore in 399 cases as tabulated below:

Altemmative
No. of Range | Rateof
. Range . ROI Interest
Fixed of interest
] Period | of FDs . available | foregone
Company | Deposits | | . period (ROI) .
involved | (Tin at State (Tin
(FDs) of FDs { received .
. lakh) Treasury | lakh)
instances (Days) (%) ]
(%)
1 2 3 4 5 6 7 8
Jan.
2009t0 | 40to 180to | 2.00to | 6.75t0
TE 3 68.08
LK Oct. 300 468 6.25 10.00
2010
March
2009t0 | 25t0 | 365t0 | 7.00to | 7.50t0 '
48 64.35
KSPIFCL March 500 730 8.80 10.00 3
2011
Jan.
2008t0 | 15t0 6.50to | 7.50tc
63.18
KMML 40 March | 251.93 365 9.00 10.00 3
2011
Nov.
o 1 100
KSIDC 163 2007 to : 180t | 6.00t0o § 6.75t0 55.72
March | . | 365 | 800 | 1000 '
380.14 |
2011
. March .
TRKL 06 2009 to 9'[50 365 500tc | 7.50t0 29.50
0 .
: 8.00 10.00
March | o631
2011




1 2 3 4 5 6 7 8
April
KURDEC 49 2008 to 15[;?0 180to ] 5.75to 6.75to 2311
: : .00 10.00 )
March { o o | 556 L |
2011 ,
Jan.
0.55
00to | 7.50¢
KSIE 17 | 00w 365 |’ S0to | g4
Nov. 8.50 10.00
109.38
2010
May | <00 '
KELTRON 2 2006 to o 181tc | 4.05t0 6.50 to 8.48
Feb. | o5 | 8 7.70 10.00 ‘
2011 '
zohggyt 55.00 550t | 6.75t0
KFL 23 Sl B 180 |~ ' 821
‘Feb. | oo 7.00 8.50
2011 ‘ _
Total 399 330.37

Four Compapies namely TELK (July 2011), KSPIFCL (August 2011),
KSIDC (August 2011) and KMML (August 2011), stated that restrictions imposed
by Government/Treasury, operational convenience and facilities for Overdraft
(OD)/Cash Credit (CC)/Letter of Credit (L.C)/Working Capita! Loan offered by
Scheduled Commercial Banks (SCBs) eic. were the major reasons for the

preference given to SCBs while depositing the funds.

The replies were not acceptable as Govemment/Treasury did not impose any
restriction for withdrawal of Fixed Deposits {FDs) on maturity. Monetary ceiling
for premature closure could be overcome by opening FDs of smaller
denominations and by adopting phased withdrawal. The State Treasury should have
been preferred for investment over SCBs as it would have fetched better returns.
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About TRKL, Government {October 2011) replied that they parked their
deposits with banks for operational convenience. The Management stated (August
2011) that they could not monitor their deposits due to shortage of manpower. The
reason did not justify the loss of potential interest income of T 28.50 lakh.

KSIE stated (August 2011} that they had switched over to deployment of
surplus funds in long-term FDs with banks because of the OD facility offered to
them while KFL replied (August 2011) that the Company could not estimate
short-term requirement of funds correctly and there were chances of prematare

. ¢losure. The Audit point that these Companies did not beneficially deploy their
surplus fund stays, as the Treasury did not discourage premature withdrawals.

Optimal Utilisation of increasing interest rates

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

deposits. -

Delay in renewal of term deposits by KSFE on 66 occasions in line with
upward revision in interest rate (October 2008) by Treasury resulted in loss of
potential earnings of 3.47 lakh.

The Company replied (August 2011) that the delay in foreclosure of FDs was
~ due to the delay in getting approval from Board of Directors which took all major
decisions. Thus, quick decision making was absent, and to overcome this,
operational freedom should have been given to functional managers within specific
guidelines laid down by the Board of Directors. '

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

Non-closure of existing FDs to re-deploy funds when the Treasury had raised
rates of interest resulted in loss of potential interest of ¥ 69.09 lakh in KLDB
during the period from April 2005 to-October 2008.
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The Company replied (September 2011) that prior approval of Government
was required for opening new Fixed Deposit Account as well as renewal of
existing Treasury FD account. ’

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

Inappropriate duration of deposits

Due to lack of planning, the following companies failed to deploy funds in
FDs of longer durations instead of renewing and redepositing in FDs of shorter
durations resulting in foregoing of potential interest income of ¥ 1.31 crore:

Rates
Alter- of Rates Inte-
Actual i inte- of
Name . ‘;::‘;-e rest inte- Inte- - trl‘:::

Funds | Period | Initial | dure- Inte-
of the Deplo- | invol- | invest- | tionof | & (actu- rests rest | could rest
Comp- ed in ved ment d dura- ally for Rece- have fore-

any ¥ epo _tion eamed | longer ived been
sits . . gone
avail- in dura- rece-
able deposi- | tion (%) ived
ts (%)
June
State 2005 0 61013 6 ;
KAMCO | o= ‘March 2332.13 moaths months 69 7510 | 127870 | 136125 82.55
. 2011
Teb.
2008 o i 12 3§ 6.25t0
KSBC scB M togses | - - 0 8w il 25224 295.84 43.60
2011
Jan.
18110
20101 30 to 46 6.75m
SILK sCB M 190,00 days ;:; Iw4 Pt 458 8.93 435
01
Towml 4567.98 153552 | 1666.02 130.50

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

The reply was not tenable since the facility of foreclosure of deposits in
Treasury would have taken care of unanticipated cash outflows associated ‘with
diversification. As per the Government policy in vogue, there was no
restriction/ban for withdrawal of FDs from Treasury.
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SILK repled (August 2011) that absence of integrated information system
contributed to the loss. and it had plans of implementation of fund management
techniques.

Current Account Deposits
Avoidable deployment of funds in Current Accounts

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

The total amount blocked up in Current Accounts of the nine companies for
various periods ranging upto 1823 days was equivalent to the idling of ¥ 54.42 -
crore for one year {Annexure 18). The equated annual idling of funds ranged from
T 0.86 crore (KLDB) to ¥ 14.52 crore (KAMCQO). This resulted in foregoing of
interest income. In the light of the advantages of FFD account, there was a need for
these companies to consider availing of this facility.

KAMCO and KSIDC replied (August 2011} that they had opened FFD
accounts KFL (August 2011), KLDB and KEPIP appreciated (June 2011} the
benefits of opening FFD Account and information relating to the progress thereon
was awaited (November: 2011). About KLDB, Govemment replied
(September 2011) that the interest foregone was not considerable and abont TRKL
(October 2011), that efforts would be made to open FFDs in future.

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

905/2015,
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KSIE (August 2011) replied that amounts accruing in Current Accounts of
the Company at different locations were transferred to OID account and the balance
in Current Account was minimized leading to need of additional funds.

The corrective actions taken by the Companies were appreciable.

» At KEPIP, four dormant Current Accounts in SCBs were abserved
during the period from April 2006 to February 2011 wherein balances
ranging from T 4 lakh to T 18 lakh were persistently maintained
which resulted in foregoing potential interest income of
¥ 7.51 lakh. The Company assured that short-term surplus funds would
be invested in interest bearing FDs in future (July 2011).

Maximization of rate of interest

Daily sales collections in all the units of KSBC were transferred to its
Current Accounts maintained with Canara Bank, Union Bank of India,
Dhanalakshmi Bank Limited and Punjab National Bank in Thiruvananthapuram.

- After leaving a minimum daily balance of T 2.50 lakh in the accounts, remaining
funds were transferred to the Flexi Fixed Deposit Accounts maintained with the
same bank. The agreements with the banks provided for re-deployment of funds to
eam maximum revenue in the event of revision of rates of interest. The Company
did not have a system to daily compare the rates of interest that existed across the
banks and to re-deploy funds whenever interest rate changes thereby foregoing
interest of ¥ 95.50 lakh during 2006-07 to 2010-11.

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

The peried of seven days mentioned in the reply was not relevant to the audit
observation. Qur comment was restricted to initial deployment of cash collections.
The reply with regard to transferring of funds from FFD account to Treasury was
not relevant as the calculation done by us pertained to the period when the funds
temained with the banks. We were of the opinion that KSBC was providing
low cost funds to banks. '
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Loan Disbursement

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

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

»

KSPIFCL issued (1 January, 2003) redeemable 11.10 per cent bonds
worth ¥ 200 crore for lending to Kerala State Electricity Board
(KSEB) at the rate of 11.75 per cent. The bonds carried a put/call
option exercisable on or after 1 January, 2009. The loan given to
KSEB had a repayment schedule of four half yearly installments
starting from 30 June, 2008. KSEB repaid the first installment of
% 50 crore on 30 June, 2008. Though the Company offered t6 redeem
bonds worth this amount immediately, only those holding bonds worth
¥ 1.57 crore accepted the Company's offer. Hence the Company could
redeem the remaining bonds worth ¥ 48.43 crore (i.e. 50 crore — 1.57
crore) only on 1 January, 2009. During the intervening period of 184
days (from 30 June, 2008 to 31 December, 2008) the Company had to
park ¥ 48.43 crore in FDs which eamed interest at the rate of 9.85 per
cent per annum. This resulted in interest loss of T 30.52 lakh towards
differential interest (11.10 per cent — 9.85 per cent) payable to bond
holders. Had the initial date of repayment of loan by KSEB been
synchronised with the call/put option date, the interest loss could have
been avoided. '

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

»

KTDFC decided in the Board meeting (June 2007) to revise the interest
rates of loans under Aiswarya Griha Scheme sanctioned thereafter, in
tune with the increased cost of borrowings. Loan disbursed (March to
May 2006) by KTDFC to three parties—SK Hospital, Credence
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Hospital and Paramount Photographers provided for revision of
interest rates based on the changes in the borrowing cost of the
Company. The interest rates of these loans were revised in the Board
meeting (November 2008) with effect from June 2008 after a delay of

- 11 months (for the period from July 2007 to May 2008) resulting in
loss of interest income of ¥ 25.72 lakh.

Government replied (August 2001) that the above three loans were housing
loans’ and were sanctioned with fixed interest rates. The loanees objected to the
decision to have floating rates and to avoid litigation, it was decided to refix the
interest rate and later on bring them under floating interest rate.

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

BORROWINGS
Ineffective management of loans

Ineffective management of loans resulted in avoidable interest payout of
¥ 94.01 lakh as discussed further:

Three Companies (TELK, UEIL and SILK) did not utilise the available funds
in their FDs/Current Account for extinguishing the loans/CC/OD availed though
the available funds were fetching lesser rates of interest compared to the carrying
cost of 10ans/CC/OD availed. We worked out that this resulted in avoidable interest
payout amounting to ¥ 37.93 lakh (Annexure 19) as detailed below:

»  Despite having sufficient funds invested in FDs eaming interest of
5 per cent to 5.25 per cent per annum, TELK availed LCs of 90 days
duration carrying interest commitments of 12 per cent — 12.75 per cent
during the period from November 2007 to August 2009 for purchases.
This resulted in avoidable interest payout of ¥ 25.97 lakh.

TELK replied (August 2011} that the Company was forced to open usance
LCs instead of sight LCs as the monopolistic suppliers insisted for the same.
Further, the Compariy could persuade the suppliers to accept sight LCs from
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2002 onwards and that lately the Company was making advance payments through
-RTGS mode to avoid interest.

The corrective action taken by the Company was appreciable.

# UEIL and SILK failed to transfer surplus funds lying in Curent
Accounts to Cash Credit Accounts, which would have helped in
avoiding extra interest expenditure of ¥ 11.96 lakh during the period
2007-2011.

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

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

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

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

Non-Compliance with terms and conditions of borrowings

» CC arrangements opened by KTDFC with two SCBs stipulated that
periodical financial statements and statement of debtors shall be
furnished by the borrower to the lender, failing which penal interest,
limited to two per cent over and above the rate of interest would be-
levied. On persistent default by the Company (from 2007-08 onwards)
in preparation and submission of statements agreed upon, the relevant
penal clauses were invoked by the lenders whcih cost the Company
¥ 36.64 lakh by way of avoidable penal interest.

Government replied (August 2011) that the non-submission of financial
statements to the banks was due to retrenchment of almost entire staff of the
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Company and also due to the delays associated with migration of data to new
software. It was also stated that the cost of funds included penal interest charged by
banks and the interest charged by the Company on loans were over and above the
cost of funds.

Thus, the delay caused in submission of statement to banks resulted in the
Company foregoing potentiat profit of ¥ 36.64 lakh.

Failure to minimise cost of borrowing

KTDFC had other issues of financial mismanagement also. It had CC
arrangements with three banks but had no mechanism to ensure that CC limit of the
bank offering lowest rate of interest was utilised first at any point of time. We
worked out that the Company could have minimized their borrowing cost
by ¥ 16.60 lakh by capitalising on the rate differentials, but failed to do so
(Annexure 20).

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

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

The reply was not tenable as the lapses pointed out persisted up to 2010-11
and staffing issues were sorted out by the Company in 2007-08. Prudent financial
management demanded minimization of cost and not covering up the inefficiency
by passing on the burden to the unsuspecting customers.

PAYMENT OF TAXES & DUTIES AND GUARANTEE COMMISSION
Payment of Advance Income Tax

As per Section 234 B and C of the Income Tax (IT) Act, 1961, a corporate
assessee was to pay 90 per cent of the tax in advance when the amount of Tax
payablé exceeds ten thousand rupees per annum. The Advance Tax was payahle in



15

four quarterly installments between June and March of the corresponding financial
year. Excess payment of Advance Tax earned an interest of 6 per cent per annum
until refund was received. It was observed that refund of tax took one to two years
to materialise. Similarly for failure to pay installments of Advance Tax by specified
dates, interest was chargeable at the rate of one per cent per month (Section 234 C
of the Act ibid.). However, any shortfall in payment of Advance Tax in earlier
installments could be offset by making additional payment during last installment
due on 15 March, by which time, Tax liability for the year would be certain. The
duration of penalty could thus be restricted to a period not exceeding nine months.

" We observed nine instances of overpayment ranging from ¥ 0.10 crore to
¥ 15.57 crore in six companies due to assessment of tax based on budgeted profit
rather than working out approximate income based on income of previous
11.5 months, a methodology which had already been recommended by the
Committee on Public Undertakings (COPU). We worked out the associated interest
loss at ¥ 3.25 crore (annexure 21).

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

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

KSFE replied (August 2011) that the criteria adopted for computing the
Advance Tax Liability was based on the estimated profits as per budgets for the
year, profitability trend as well as the payment of Advance Tax for the previous
- years. However, absence of an integrated real time information system and
non-synchronised operation of different wings of the Company hampered timely
revision of estimates. Further, there was also demand from the Commissioner of

-
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Income Tax, Thrissur for remitting Tax at least equal to that which was remitted in
the previous year (2606-07). '

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

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

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

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

KMML while admitting {August 2011) the audit observation stated that the
Company had changed to a daily profit monitoring system at present which reduces
the chances of excess/short payments. '

Payment of Income Tax

Income Tax Act does not admit all the expenses unless they comply with the
provisions of the Act. Any payment of expense over and above ¥ 20,000 by way
of cash rather than by bank would render those expenses inadmissible, The Act
also provides for deduction of Tax at Source from expenses in case of
consultancies, technical fee, etc., failing which the party liable to collect the Tax at
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source would have to bear Tax burden. The following companies did not exercise
due diligence resulting in avoidable Tax btrden to the mne of T 44.69 lakh:

Avoidable
Name of- . Provisions payment
Particulars of Income
Company of IT Act .
Tax (X in
lakh)
Due to non-claiming of allowable
expenses such  as interest/
KSBC commission/ professional fee etc. | Section 40(i a) 15.26
paid by the Company for which TDS
was deducted
Due to payment of expenses above | Section 40 -
KSBC .
¥ 20,000 in cash A(3) 1159
KTDEC Due to recognition of fictitious “NA 14.44
interest income during 2006-07 )
Due to non-deduction of Tax at
KAMCO source . from interest /cc'ymmissionl Sect_ion 40 291 ;
professional fee etc. paid by the (ia)
Company
Due to payment of expenses above | Section 40 .
ML 0.79
KM ¥ 20,000 in cash A(3)
Total 44.69

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

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

905/2015.
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The reply was not acceptable as there was no payment of interest by
Government, The Company could eam return on investment in the form of rent.

- Payment of Service Tax/Excise Duty

»  Though the services rendered by KSIE (Airport services) were taxable
as per the relevant Finance Act, the Company failed to collect/remit
Service Tax from the customers resulting in a liability of ¥ 10,24 lakh.
The Company replied {August 2011) that the service tax on facilitation
charges (¥ 1.05 lakh) was receivabie from the airlines. The uncoliected
service tax on unaccompanied baggage (¥ 9.20 lakh) was borné by the
company,

»  As per Rule 3 of the CENVAT Credit Rules 2004, a manufacturer
could utilise CENVAT credit against the payment of excess duty. But
KMML did not utilise the entire CENVAT available to its credit during
-the period from April 2006 to February 2011 resulting in an interest
loss of ¥ 44.33 lakh.

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

Payment of Guarantee Commission

KSPIFCL was liable to pay Guarantee Commission (GC) to the State
Government at the rate of 0.75 per cent on the amount guaranteed by the State
Government on loans raised by the Company. Any default in payment of GC would
attract penalty at the rate of 12 per cent per annum on amount defauited. The
delayed discharge of liability ranging from ¥ 1.02 crore to X 5.65 crore for period
extending up to 600 days by the Company despite having sufficient funds are
resulted in avoidable liability of ¥ 1.03 crore as penal interest. Considering the
interest realised from investment in FD, which was lower than the GC payable by
4 per cent to 8 per cent, the Company suffered interest loss of T 41.33 lakh.
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The Company admitted the situation and replied (April 2011) that they had
approached Government to get the GC payable converted into equity participation
of Government in the Company but was rejected (March 2010). A further proposal
by the Company for waiver of penal interest was pending with the Government

(June 2011).

Reply of Government on Companies except UEIL, KSFDC, KFL, KURDFC, '
TRKL, KTDFC and KLDB was awaited (November 2011).]

[Audit Paragraph 4.9 contained in the Report of the Comptrolier and Auditor

General of India for the year ended 31 March, 2011 (Commercial)].

(The notes fumnished by the Government of the Audit Paragraph is given in

Appendix IL.)

ANNEXURE 18

STATEMENT SHOWING COMPANY-WISE DETAILS OF INVESTIBLE
SURPLUS IN CURRENT ACCOUNTS
(Referred to in paragraph 4.9)

si Period o-f Equivalent
No‘. Company Amount accumulated accumulation annual'
{days) accumulation
1 KFL 0.01 1o 826.80 7 to 1361 674.25
2 TELK 0.04 t0 1229.27 7 t0 761 641.07
3 KAMCO, 0.05 to 1093.99 7101728 1452.31
4 | KEPIP 0.01 to 313.07 7 t0 1729 555.61
5 TRKL ’ 0.01 to 228.52 7 to 1823 165.51
6 KSIE 0.05 to 122.49 7 to 1752 425,71
7 KMML 0.04 to 2195.84 7 t0 923 951.67
‘8 KSIDC O.dl to 826.80 7 to 1727 490.83
g KLDB 0.01 t0 B7.45 7 to 1823 85.56
Total 5442.52
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ANNEXURE 19

STATEMENT SHOWING COMPANY-WISE DETAILS OF SIMULTANEQUS

MAINTENANCE OF LOAN AND IDLE FUND

(Referred to in paragraph 4.9)

(T in lakh)
Average rate of Interest (%) ' Avoidable
FD/Current ; '
Joan/CC/OD/LC arren interest
Account
TELK 12.00 to 12.25 5.00 to 5.25 2597
UELL 12.50 to 14.00 0.00 (CA) 6.02
SILK 12.50 to 14.50 0.00 (CA) 5.94
Total 37.93
ANNEXURE 20

STATEMENT SHOWING LOSS DUE TO INEFFICIENT UTILISATION OF
CASH CREDIT ACCOUNT FACILITIES KERALA TRANSPORT
DEVELOPMENT FINANCE CORPORATION LIMITED
(Referred to in paragraph 4.9)

(T in lakh)
\{
Rate of Lowest . Avoidable
. advantage L CC availed
Period interest Interest
foregone ) : from
offering Bank payment
(%)
1 2 3 4 5
February 2010- 1.00t0 '
K B X
January 2011 2,50 SBH SBT 10.52
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1 2 3 4 5
July 2006 ~ 0251 | oo SBH 46
January 2010 1.50 '
April 2006 -, 050 | SBT & SBH DBL 162
June 2006 ) : '
| Interest loss 16.60

ANNEXURE 21

STATEMENT SHOWING INTEREST LOSS DUE TO EXCESS
PAYMENT OF ADVANCE INCOME TAX
(Referred to in paragraph 4.9)

(T in lakh)
T::I Total Date Loss of
payable | g Total i Percen- Differential ni:;d.f i;]lfl:‘:l
Com Finaneial a5 per paid Excess interest rate
pany o} dede ax tage of Status date of
year assess N inclu- paid (FD rate - .
cted peid : excess of refund/
mem ding 6%} November
order/ D58 as8e5s- veal
retur ment 2011
] 2 3 [ s 6 ? 8 9 10 1t
[ 7 8
L 2 3 4 5 ) 3 =00} ] 16 1
KSBC 2007.08 208,74 | =108 2653 2904.08 598.34 25.96 4 13110 4787
Aszess-
ment
KSBC 2008-08 571875 | 4263 6523 69493 1220.55 2130 'S ot 18.91
eatnple-
ted
Alsest-
- T
KSBC 2009-10 79644 | arwr | w047 | ws2ue 185747 19.55 2 nat 098
comple:
(]
KSFE 200708 559.75 1342 1648 1661.82 110207 196.89 4 po 88147
KTDFC 200607 2424 17t 7235 75.06 50.82 20965 425 100K 785
-




22

1 2 3 4 5 s 7 [ 9 1 n
30-11-
359 5.7 3 2008 & u®
KMML 206-07 LIS | ML17 720 1061.17 22 . L ;
2010
Asbost-
ment
KSTE 2008-09 16445 23 201 043 4035 21.80 5 not 462
comple-
ted
13-
UER 2007-08 69 445 i6 2045 1355 19638 7 2010 1.82
-1
UELL 2008-09 44 2 12 1.7 Pk 1251 7 010 120
Total 501

Note: Interest rates adopted for interest loss computation.

(1) UEIL - Borrowing rate of 13% was considered for the calculation of
interest Loss.

(2) KTDFC - Borrowing rate of 10.25% was considered for the
calculation of interest Loss.

(3) In other cases FD interest rate in Treasury was considered — 9%
(w.ef. 1-4-2007), 10% (w.e.f. 1-4-2008), 11% (w.e.f. 1-4-2009) and
8% (w.e.f. 1-4-2010).

7. The Committee sought explanation from the Additional Secretary,
Taxes Department about the delay occurred in submitting the reply to the audit
paragraphs relating to KSBC even after three years and directed to conduct enquiry
in the matter and submit explanation to the Committee in this regard. ‘

Condusions/Recommendations

8. The Committee flays the inert attitude and irresponsibility of the
_ Officers for the delay in submitting reply to audit paragraphs even after a
period of 3 years. The Committee directs to gear up action against the officers
who are liable for the delay. The Committee also wants to be furnished with
the details of the action taken in this matter.

AUDIT PARAGRAPH

As per Employees Provident Fund and Miscellaneous Provisions Act 1952
(Act) and Employees Provident Fund Scheme of 1952, for establishments engaging
20 or more persons and engaged in notified industries, employers' contribution to
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Provident Fund was 12 per cent of salary (basic pay, DA, cash value of food
concession and retaining allowance if any), limited to ¥ 6,500 of salary per month.
For any sick industrial Company, the rate of contribution was 10 per cent. A test
check (2008-2011) of the employer’s contribution to the Provident Fund in case of
thirteen companies revealed that thes¢ companies instead of restricting their share
of contribution to monthly salary of ¥ 6,500 had been contributing on the basis of
full salary in respect of employees drawing salary more than ¥ 6,500 per month.

The excess contributions to Provident Fund thus made resulted in irregular
payment of ¥ 72,93 crore (Annexure 23} in respect of the thirteen companies
during the period 2007-08 to 2010-11.

Managements stated that the ceiling of ¥ 6,500 under the Act was fixed years
back and it remained without change whereas the wages and other benefits had
increased considerably over the years. Accordingly, even the lowest unskilled
employees would draw in excess of ¥ 6,500 per month. They also contended that it
would not be possible to recruit and retain work force if employee benefits were
reduced. )

The point stays that all EPF contributions should have been in consonance
with existing statutory provisions.
The matter was reported to Government (July 2011), their reply was awaited
(November 2011).
[Audit Paragraph 4.12 contained in the Report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011 (Commercial)].
' ANNEXURE 23

STATEMENT SHOWING EXCESS CONTRIBUTION TO
EMPLOYEES PROVIDENT FUND
(Referred to in paragraph 4.12)

Sl Name of Actual EPF Contribution Excess
No.. Company Total Wages Contribution limited to Contribution
X 6,500
1 2 3 4 5 6
1 Kerala Minerals 15318791262 184729393 62663640 122065753
and Metals Ltd.
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3

4

S

6

Kerala
Automobiles Lid.

131164209

16095665

8835060

7260605

Kerala State
Financial

Enterprises Ltd.

1665955471

497165018

151744320

345420698

Transformers and
Electricals Kerala
Ltd.

652187892

78262547

30166500

48096047

Travancore
Cochin Chemicals
Ltd.

498587266

59834322

25127347

34706575

Kerala State
Beverages
(Manaufacturing
and  Marketing)

Corporation Ltd.

206952424

25092465

10030020

15062445

KELTRON
Magnetics Ltd.*

7141850

857022

463692

393330

KELTRON

Resistors Ltd.*

11977950

1437354

779263

658051

KELTRON
Crystals Ltd.*

24694925

2963391

1728198

1235193

10

KELTRON
Component
Complex Litd.

170976625

20517195

8745009

11772186

1

lPiantation
Corporation  of
Kerala Ltd.

287318359

34511889

13845000

20666889

* These companies have since been merged with KELTRON Component Complex Limited.
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1 2 3 4 5 6
12 | Kerala State | 900065670 115927873 51775332 ‘64152541
Electronics
Development
Corporation Ltd. .
13 | Travancore 762834006 | 91485148 33642180 57842968
Titanium Products
Ltd.
Total 6862647909 | 1128879282 | 399545561 | 729333721

9. The Committee enquired the reason for the excess contributions made to
Provident Fund which resulted in an irregular payment from 2007-08 to 2010-11.
The Excise Commissioner informed that as a welfare measure the Company
sometimes ought to give such concession to the employees and it had been ratified
by Government by issuing an order in this regard.

Conclusions/Recommendations

10. The Committee opines that the excess contribution to Provident
Fund resulted in an irregular payment of ¥ 1 crore and this reveals the
inefficient administration of the Corporation. The Committee directs that the
contributions to Provident Fund should be done only in pact with the existing
statutory orders.

K. N. A, KHADER,

Chairman,
Committee on Public Undertakings.

Thiruvananthapuram,
27th July, 2015,

9052015,
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APPENDIX T
SUMMARY OF MAIN CONCLUSIONS/RECOMMENDATIONS

Sl
No.

Report
Para No.

Department
concemed

Conclusions/Recommendations

2

3

4

5

Taxes

The Committee expresses its dissidence at the :
explanation given by the witness, regarding ;
the remittance of advance tax and remarks
that the Corporation ought to have:
implemented the Income Tax Act at any cost .
instead of resorting to lame excuses,

" | the main reason for the difficulty in assessing

|regarding the laxity occurred in paying the;

The Committee is of the opinion that the lack -
of an effective system to monitor the monthly .
and quarterly sales of the Corporation was i

the amount of advance tax which resulted in
the payment of a large amount as penal
interest. The Committee recommends that;
liability should be fixed upon the responsible |
officers for the loss incurred due to the |
dereliction on their part. The Committee
directs to fumnish a detailed explanation

tax assessed for 113 months and the reason
for the failore in implementing the
recommendations of the Committee so far,

»

The Committee flays the inert attitude and.
irresponsibility of the Officers for the delay
in submitting reply to audit paragraphs even
after a period of 3 years. The Committee directs to
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2 3 4
gear up action against the officers who are
liable for the delay. The Committee also
wants to be fumished with the details of the
action taken in this matter.

10 Taxes The Committee opines that the excess

contribution to Provident Fund resulted in an
irregular payment of ¥ 1 crore and this
reveals the inefficient administration of the
Corporation. The Committee directs that the
contributions to Provident Fund should be
done only in pact with the existing statutory
orders.
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APPENDIX I

NOTES FURNISHED BY GOVERNMENT ON THE AUDIT PARAGRAPHS

Sl Audit
i |3
No.| Paragraph Reply fumlsllled by Governmen
1 2 3
1 41 Regarding interest payment on Income Tax, as per the
{2009-10) |provisions of the Income Tax Act, the Beverages Corporation

is to estimate its income for a year, at the beginning of the year
and pay advance Income Tax thereon. Any variance between
the estimated income and actual income results in payment of
interest on the Income Tax difference.

In the case of the Corporation , the difficulty in accurately
estimating the income of a year is that liquor sales varies
radically from year to year, hence the estimated profits also
varies, this is further compounded by the fact that Gallonage
Fee on liquor sold by the Corporation is fixed by the

.| Government only at the end of the year and the amount so paid.

as Gallonage Fee is to be considered while arriving at the
profit for a year. The above two aspect makes it difficult to
accurately estimate the profit of the Corporation for a year.
Sales trend of past two years are given below:

Year IMI;II';:ES of Gallonage Fee
2005-06 15 ‘Rs. 71.23 crore
2006-07 21% Rs. 106.44 crore

Thus on account of the above reasons, variance in the '
estimated income is inevitable. However, as recommended by
the Committee, the Corporation is now continuously reviewing
its income estimate.
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3

4.9
(2010-11)

Presently, as directed by the Committee on Public
Undertakings and as observed by the C & AG based on the
recommendation of the Committee, the company is now
preparing a tentative profit and loss account within the first
month and paying advance Income Tax. Hence it would be
clear that the Company is now complying with the
recommendations of the Committee on Public Undertakings.
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4,12
(2010-11)

Government vide Letter No.1011/A3/2011/TD, dated
17-12-2011 had directed the Kerala State Beverages
Corporation, to comply strictly with the statutory provisions
otherwise it would be treated as the personal liability of the
Chief Executive Officer. Accordingly, as directed by
Government, from January, 2012 onwards, the Corporation is
limiting the Empioyer's contribution to the EPF, 1o the
statutory prescribed rate.




