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INTRODUCTION

1, the Chairman, Committee on Public Undertakings (2014-2016} having
been authorised by the Committee to present the Report on their behalf, present
this Ninety Third Report on Kerala State Financial Enterprises Limited based on
the Reports of the Comptroller and Auditor General of India for the year ended
31st March, 2011 (Commercial) relating to the Government of Kerala.

The Reports of the Comptroller and Auditor General of India for the year
ended 31st March, 2011 was laid on the Table of the House on 23-3-2012. The
consideration of the audit paragraphs included in this Report and the examination
of the deparimental 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 tﬁe 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.

The Committee wish to express their thanks to the officials of the Taxes
Department of the Secretariat and Kerala State Financial Enterprises Limited for
placing before them the materials and information they wanted in connection with
the examination of the subject. They also wish to thank in particuiar the Secretaries
to Government, Taxes and Finance Department and the officials of Kerala State
~ Financial Enterprises Limited who appeared for evidence and assisted the
Committee 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 FINANCIAL ENTERPRISES LIMITED
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 1st April, 2006 to 31st March, 2011:

&

* Deployment of serplus funds

.,
0.0

Disbursement of loans

* Borrowing of funds and

-

o

<+ Payment of taxes and duties.

L)

We noticed deficiencies and were of the opinion that they required urgent
attention of the Managements of respective Public Sector Undertaking (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 qf Rs. 6.57 crore, as discussed further:

Time deposits
Selection of institution

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 Rs. 3.30 crore in 399 cases as tabulated below:

' Alternative

Ns]. of Range Range .Rate of RO} Interest
| Pxed | period | ofFps | Of ) merest | e | foregone

Company | Deposits involved | (YTin period (R{?I) at State (Xin

(FDs) lakh) of FDs | received Treasury akh
instances a (Days) (%)} (%) )
1 2 3 4 5 6 7 8
January
. 2009t0 | 40to 180t | 2.00t0 6.75 to
TELK 3 | Ocober | 300 | 468 | 625 | 1000 | SB08
2010
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1 2 3 4 5 6 7 8
March ’
2009 to 25to 3650 7.00 w0 7.50 to
KSPIFCL | 48 | \even | 506 | 730 | 880 1000 | 8%
2011
January .
2008 to 15w 6.50to 7.50 10
KMML 40 | Varch | 25103 | ¥ | 900 1000 | 818
2011 :
Novem-
KSIDG a: 6 20%‘*; o | 100 to | 180t0 | 600t | 6.75t0 55.72
: O 1 38014 | 365 8.00 10.00 .
March
2011
March . :
2009to | 9.50t0 500t0 | 7.50to
TRKL 06 | ‘March | 55631 | >°° | 8.0 1000 | 2230
2011
April
15.90
2008 to 180 to 5.75t0 6.75t0
KURDFC | 49 | narch ooy | 536 | 800 w00 | 31U
2011 '
January
2009to | 0550 700to | 7.50t0
KSIE 17 Nov. | 10038 | 3% | sso w0 | 274
2010
May
200610 | 5.00to | 18110 | 4.05t0 6.50to
) .
KELTRON 2 February | 116.55 | 897 7.70 10.00 8.48
2011
May
55.00 -
KL 53 2009 to ” g0 | 550t | 675t 8.21
. - February 99.00 7.00 8.50 :
2011 ' :
Total 299 330.37

Four Companies, 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 (LC)/Working Capital Loan offered by
Scheduled Commercial Banks (SCBs) etc. were the major reasons for the
preference given to SCBs while depositing the funds.
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The replies were not acceptable as Governmemf'f‘reasﬁry did not impose any
restriction for withdrawal of Fixed Deposits (FDs) on Mmaturity. 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,

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 Rs. 29.50 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 premature closure,
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 investment in
existing FDs or switching over to-new FDs, will help maximisation of interest on
investment. No penalty is imposed by the Treasury for premature renewal of term
deposits, ' '

Delay 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 foreclosire which
resulted in interest loss of Rs. 10.55 lakh. The Company assured to evolve
appropriate methodology for foreclosures.
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Non-closure of existing FDs to redeploy funds when the Treasury had raised
rates of interest resuited in loss of potential interest of Rs. 69.09 lakh in KLDB
during the period from April 2005 to October 2008.

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 Government subject to specific
guidelines fror the Government.

Inappropriate duration of deposits

Due to lack of planning, the following conipanies 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 Rs. 1.31 crore:

Rates
Rate
Alter- of of Inte-
Actual | native | interest inte rest
Name . - dura- | long- | (acw- "1 Inte- tha Inte-
Funds { Period | Inital ) 8 ( | rests !
of the : . tion term ally rest could rest
Deplo- | invel- | invest- for R .
Com- yed tn ved ment of dura- | eamed longer Recei- | have fore-
pany depo- | tion in durga- ved been | gone
sits avai- | depo- tion recei-
lable sits (%) ved
(%6)
June
State
200510 61013 kTS 75t
KAMCO "Is\:a- e | 2213 | Jo L o | 68 ) 127870 | 136125 | 8255
24 201t
February
2008 w0 12 6 6.25 o
KSBC SCB March | 19585 | Longn | months 1 Bol1i | 25224 | 29584 43.60
201
Janvery 181w
2010 1o 30w 67510
SILK SCB areh | 1000 | a6 ::4 34 figh 458 893 435
2011 s
Tout a507.98 1535.52 | 166602 | 13050

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




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

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

Current Account Deposits
Avoidable deployment of funds in Current Accounts

In nine companies viz, KFL, TELK, KAMCO, KEPIF, TRKL, KSIE,
KMML, KSIDC and KLDB, heavy accumulation of balance in Current Accounts
for long durations was aoticed. Companies with unpredictable cash flows can
resort to Flexi Fixed Deposits (FFDs) so as to avoid idiing 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 returns 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 up to 1823 days was equivalent to the idling of Rs. 54.42

crore for one year (Annexure 18). The equated annual idling of funds ranged from

Rs. 0.86 crore (KLDB) to Rs. 14.52 crore (KAMCO). This resulted in foregoing of

. interest income. In the light of the advantages of FFD account, there was a need for
these companies to consider availing of this facility.

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

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

KSIE (August 2011) replied that amounts accruing in Current Accounts-of
the Company at different locations were transferred to OD account and the balance
in Current Account was minimised leading to need of additional funds.

The corrective actions taken by the Companies were appreciable.

» At KEPIP, four dormant Current Accounts in SCBs were observed
during the period from April 2006 to February 2011 wherein balances
ranging from Rs. 4.00 lakh to Rs. 18.00 lakh were persistently
maintained which resulted in forgoing potential interest income of
Rs. 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 ils
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 Rs. 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 redeployment of funds to
earn maximum revente in the event of revision of rates of interest. The Company
did not have a system to daily compare the rates of interest that existed across the
banks and to redeploy funds whenever interest rate changes thereby forgoing
interest of Rs. 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
\ransactions in a bank account and the higher interest eared by the Company by
transferting fund from FFD account to Term Deposits with Treasury. '

The period of seven days mentioned in the reply was not relevant to the audit
observation. Our 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
remained with the banks. We were of the opinion that KSBC was providing low
cost funds to banks.



Loan Disbursement

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

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

» KSPIFCL issued (1st January, 2003) redeemable 11.10 per cent bonds

worth Rs. 200 crore for lending to Kerala State Electricity Board
(KSEB,) at the rate of 11.75 per cent. The bonds carried a put/cail option
exercisable on or after 1st January, 2009. The loan given to KSEB had a
repayment schedule of four half-yearly installments starting from 30th
June, 2008. KSEB repaid the first installment of Rs. 50 crore on 30th June,
2008. Though the Company offered to redeem bonds worth this amount
immediately, only those holding bonds worth Rs. 1.57 crore accepted
the Company’s offer. Hence the Company could redeem the remaining
bonds worth Rs. 48.43 crore (i.e. 50 crore — 1.57 crore) only on
Ist January, 2009. During the intervening period of 184 days (from
30th June, 2008 to 31st December, 2008) the Company had to park
Rs. 48.43 crore in FDs which earned interest at the rate of 9.85 per cent
per annum. This resulted in interest loss of Rs. 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
Hospital and Paramount Photographers provided for revision of interest



8

rates based on the changes in the borrowing cost of the Company. The
interest rates of these loans were rtevised 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 Rs. 25.72 lakh. '

Government replied (Aﬁgusl 2011) that the above three loans were housing
loans and were sanctioned with fixed interest rates. The loanees objected to the
decision to have floating rates and to 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
Rs. 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 loans/CC/OD availed. We worked out that this resulted in avoidable interest
~ payout amounting to Rs. 37.93 lakh (Annexure 19) as detailed below:

»  Despite having sufficient funds invested in FDs eamning interest of
S 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 Rs. 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 Company could persuade the suppliers to accept sight LCs from 2009
onwards and that lately the Company was making advance payments through
RTGS mode to avoid interest.
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The corrective Action Taken by the Company was appreciable.

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

About UEIL, Government (October 2011) stated that the funds parl;ed in
Current Accounts were received from Public Sector Restructaring 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 stipuiated that
periodical financial statements and statement of debtors shall be
furnished by the borrower to the lender, failing which penal interest,
limited to two per cent over and above the rate of interest would be
levied. On persistent default by the Company (from 2007-08 onwards)
in preparation and submission of statements agreed upon, the relevant
penal clauses were invoked by the lenders which cost the Company
Rs. 36.64 lakh by way of avoidable penal interest.

Government replied (August 2011) that the non-submission of financial
statements {0 the banks was due to retrenchment of almost entire staff of the
Company and also due to the delays associated with migration of data o new
software. It was also stated that the cost of funds included penal interest charged by
banks and the interest charged by the Company on loans were over and above the
cost of funds.

506/2015.
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Thus, the delay caused in submission of statement to banks resulted in the
- Company foregoing potential profit of Rs. 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 Rs.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 Rs. 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 Incame 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
payable exceeds ten thousand rupees per annum. The Advance Tax was payable.in
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 cne per cent per month (Section 234 C
of the Act ibid). However, any shortfall in payment of Advance Tax in earlier
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installments could be offset by making additional payment during last instaliment
due on 15th 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 Rs. 0.10 crore to
Rs. 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
Rs. 3.25 crore (Annexure 21).

To estimate the profit accurately, Projected Profit and Loss Account was to be
prepared on quarterly basis taking into account Purchase and Sales Budgets duly
revised, ratio of expenditure to total sales and sales trenid 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 estlrnatlon 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 thé 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
Income Tax, Thrissur for remitting Tax at least equal to that which was remitted in
‘the previous year (2006-07).

About UEIL, Government (August 2011) stated that owing to the change
gver 10 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.
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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
eamed by the Company from Flexi Fixed Deposit Accounts. The reply was not
acceptable as the rate offered by IT Department (six per cent) should have been
compared with the FD rates offered by Treasury/Banks. The reply with regard to
penal interest did aot 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 (Angust 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 adinit all the expenses unless they comply with the
provisions of the Act. Any payment of expense over and above Rs. 20,000 by way
of cash rather than by bank would render those expenses inadmissible. The Act
also provides for deduction of Tax at-Source from expenses in case of
consultancies, technical fee, etc., failing which the party liable to collect the Tax at
source would have to bear Tax burden, The following companies did not exercise
due diligence resulting in avoidable Tax burden to the tune of Rs. 44.69 lakh:

Avoidable
. ‘ . Payment
Name of Particulars Provisions of of Income
Company IT Act Tax (% in
. lakh)
1 2 3 4

Due to non-claiming of allowable
expenses such as interest/commission/
KSBC professional fee etc. paid by the | Section 40(i a) 15.26
Company for which TDS was
deducted
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1 2 3 4
KSBC Due to payt.nent of expenses above Section 40 11.99
Rs. 20.00(_) in cash AQ(3) :
KTDEC Pue to reco.gmtlon of fictitious interest NA _ 14.44
income during 2006-07 :
Due to non-deduction of Tax at
KAMCO source . from mterestlco.mmlssmn/ Section 40 291 .
professional fee etc. paid by the (ia) _
Company
KMML Due to Payment of expenses above Section 40 0.79
. 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 fature.

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

The reply was not acceptable as there was no payment of interest by
Government. The Company could earn 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 (Rs. 1.05 lakh) was receivable from the airlines. The uncollected
service tax on unaccompanied baggage (Rs. 9.20 lakh) was borne by the
cempany. ' '

> As per Rule 3 of the CENVAT Credit Rules 2004, a manufacturer could
utilise CENVAT cregdit against the payment of excess duty. But KMML
did not utilise the entire CENVAT available to its credit during the
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‘period from April 2006 to February 2011 resulting in an interest loss of
Rs. 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
atiract penalty at the rate of 12 per cent per annum on amount defaulted. The
delayed dischargé of liability ranging from¥ 1.02 crore to ¥ 5.64 crore for per.iods
extending up to 600 days by the Company despite having sufficient funds resulted
in avoidable liability of ¥ 1.03 crore as penal interest. Considering the interest
realised from investment in FD, which was lower than the GC payable by
4 per cent to 8 per cent, the Company suffered interest loss of ¥ 41.33 lakh.

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 Govemment
{June 2011).

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

[Audit Paragraph 4.9 contained in the Report of the Comptroller and Auditor
General of India for the year ended 31 March 2011 {Commercial)].

The notes furnished bjr the Goverhmen_t of the Audit Paragraph is given in
Appendix II. '
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ANNEXURE 18

STATEMENT SHOWING COMPANY-WISE DETAILS OF INVESTIBLE

SURPLUS IN CURRENT ACCOUNTS
(Referred to in paragraph 4.9)

(Tin lakh)
SL. Period of Equivalent '
No. Company Amount accumulated accumulation annual -
_ (days) accumulation
1 KFL 0.01 to 826.80 701361 674.25
2 | TELK 0.04 10 1229.27 7 to 761 641.07
3 KAMCO~ 0.05 to 1093.99 _. 7t0 1729 © 1452.31
4 | xepp 0.01 to 313.07 7101729 555.61
5 TRKL 0.01 to 228.52 7101823 165.51
6 KSIE 0.051t0 122,49 7 0 1752 425.71
7 KMML 0.04 to 2195.84 7t0923 951.67
8 KSIDC 0.01 to 826.80 710 1727 490.83
9 KLDB 0.01t087.45 7 10 1823 85.56
Total 5442.52
ANNEXURE 19

STATEMENT SHOWING COMPANY-WISE DETAILS OF $IMULTANEOUS
. MAINTENANCE OF LOAN AND IDLE FUND

(Referred to in paragraph 4.9)

(< inlakh)

) )
Average rate of ;n;i:st (%) Avoidable
urrent Interest
Loan/CC/OD/LC Accouni
1 2 3 4
TELK 12.00 10 12.25 5.00t05.25 2597
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1 2 3 4
UEIL 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

S'I_'ATEMENT SHOWING L0OSS DUE TO INEFFICIENT UTILISATION OF
CASH CREDIT ACCOUNT FACILITIES KERALA TRANSPORT
DEVELOPMENT FINANCE CORPORATION LIMITED

(Referred to in paragraph 4.9}

( Tin lakh)
R f
. ae o Lowest . Avoidable
. advantage . CC availed
Period interest Interest
foregone . from
offering Bank : payment
(%)
February 2010- 1.00to0
S BT .
January 2011 2.50 BH S 10-52
July 2006- 0.25% | spr& DBL SBH 4.46
January 2010 1.50 R
April 2006- 050 | SBT&SBH DBL 6
June 2006 ’ _ 162
Interest loss 16.60
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ANNEXURE 21

STATEMENT SHOWING INTEREST LOSS DUE TO EXCESS PAYMENT OF

ADVANCE INCOME TAX :

(Referred to in paragraph 4.9)

(T in lakh)
" Total 7 Lofss
tax Total Differen- 0
) Date of interest
Fina | P ;b: DS | Toral ;:;; bxcess |ty | i | refunds | il the
Company | ctal | 0o | dedue- | tax inchu- paid o?’ cate (FT) | SUAMUS of | dateof
ear ted 3d N -

4 ment pa ding ewces | rate - assesi :ﬁmd’
order/ TDS 6%) men vem-
return ber

2011
1 2 3 P 5 6 7 (?;-'o 5 10 1
! {4+5) 69 ﬂ'
KSBC 2007-38 230574 251.08 2653 290408 E v 2595 4 31-3-2HD 47.87
Assessment
K3BC 2008-09 S7A.75 4263 6523 6343.3 122055 nn 5 aat 118.91
completed
Assessmant
KSBC 2009-12 7964.45 a17.07 175 952102 155737 18.53 2 nat 30.98
comprted
KSFE wor08 | 55075 13.42 1648 | est82 | no2o7 | 1s6ss 1 43N0 .17
KIDFC 2066-07 24.24 1. 7335 75.06 50.82 20965 425 1-10-2010 T.65
30112008
KMML 2006-07 70195 M117 20 106117 359.22 sL17 3 & 4.3
1412010
Asgessment
KSIE 200809 184.15 233 it 2243 40.15 21.80 13 not 4.02
eompleted
VEIL 2007-08 6.9 4,45 16 2045 1355 19638 7 1-3-2010 i8R
UEN. 2008-09 443 273 12 4.73 1033 23251 7 3}-11-2010 LY
Totat 325,01

Note: Interest rates adopted for interest loss computation

&)
@
3

906/2015.

UEIL —Borrowing rate of 13% was considered for the calculation of interest Loss,
KTDFC—Bomrowing rate of 10.25% was considered for the calculation of interest Loss,

In ather cases FD interest rate in Treasury was conlsidered—Q% (w.e.f. 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).
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1. To the query of the Committee regarding the delay in the renewal of term
deposits, the Managing Director of KSFE replied that when there was an upward
‘revision in interest rate, the Board of Directors had decided to close Fixed Deposits
with low interest rate, in order to deposit them at higher rates and admitted that the
Company had not suffered any loss by this decision. When the Committee enquired
whether any stipulation had incorporated in the bye-law of KSFE that each and
every decision of the Company would have been taken only in a board meeting, the
witness informed that as per the organizational structure of the Company all major
decisions were taken only after the approval from the Board.

2. The Committee disagrees with the contention of the witness that the
Company had not suffered any loss but had gained profit and opines that there
would have been more profit if appropriate decision was taken in time. Therefore
the Committee stressed the need for an effective system that enable the Company
to take immediate decision, inorder to avoid loss incurred due to the delay in
getting approval from the Board. The Committee also directed that a decision
should be taken regarding whether the approval from the Board of Directors, is
necessary for deposits, preclosure and renewal of funds.

Conclusions/Recommendations

3. The Committee is of the opinion that the failure of the Management
in taking appropriate decisions on time and lack of planning has led to the
delay in the renewal of term deposits and thereby loss of potential earnings.
The Comsmittee is not convinced with the explanation of the witness that there
isn’t any financial loss in the matter. The Committee further elucidates that
the Company could have gained more profit if there was a system which
would enable to take immediate decisions accurately without waiting for the
decision of the Board. '

4, The Committee therefore recommends that the Company should
evolve a suitable mechanism for taking quick decisions in time inorder to
avoid loss incurred due to the delay in getting approval from the Board of
Directors.

5. The Committee directs to examine whether the approval of the Board

of Directors of the Company is necessary for deposits, preclosures and
renewal of funds. :
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AUDIT PARAGRAPH

As per Employees Provident Fund and Miscellaneous Provisions Acf. 1952
(Act) and Employees Provident Fund Scheme of 1952, for establishments engaging
20 or more persons and engaged in notified mdustiies, employers’ contribution to
Provident Fund was 12 per cent of salary (basic pay, DA, cash value of food
concessicn and retaining allowance if any), limited to Rs. 6,500 of salary per month. For
any sick industrial Company, the rate of contribution was 10 per cent. A test check
'(2009-2011) of the employer’s contribution to the Provident Fund in case of
thirteen companies revealed that these companies instead of restricting their share
of contribution to monthly salary of Rs. 6,500 had been contributing on the basis of
full salary in respect of employees drawing salary more than Rs. 6,500 per month.

The excess contributions to Provident Fund thus made resulted in irregular
payment of Rs.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 Rs. 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 Rs. 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).

The notes furnished by the Government on the Audit Paragraph is given in

Appendix II , .
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ANNEXURE 23

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

N Contribution
Actual EPF . Excess
Name of Company Total Wages L limited to L
Contribution Contribution
26,500 ,
2 3 4 5 G
Kerala Minerals 1538791262 184729393 62663640 122065753
and Metals Ltd.
Kerala Automobiles | 131164209 16085665 8835060 7260605
Lid.
Kerala State 1669955471 497165018 151744320 345420658
Financial
Enterprises Ltd,
Transformers and 652187892 78262547 30166500 48096047
Electricals Kerala
Ltd.
Travancore Cochin | 498587266 59834322 | 25127347 34706975
Chemicals Ltd.
Kerala State 206952424 25092465 10030020 15062445
Beverages
(Manaufacturing
and Marketing)
Corporation Ltd.
KELTRON ' 7141850 857022 | 463692 353330
Magnetics Ltd.*
KELTRON 11977950 1437354 779263 ‘ 658091
Resistors Ltcl*
KELTRON 24694925 2963391 1728198 1235193
Crystals Ltd.* '

* These companies have since been merged with KELTRON Component Complex Limited.
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1 .2 3 4 5 6

10 KELTRON Component | 170976625 20517195 87 11772186
Complex Ltd.

11 Plantation . 287318359 34511889 13845000 20666889
Corporation of ’
Kerala Ltd,

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

6. The Committee accepted the reply submitted by the KSFE, but directed
that contributions to Provident Fund should have been only in consonance with the
existing statutory provisions. The Committee also expressed its displeasure for the
delay that had occwrred in furnishing the reply to the audit objections to the
Committee and directed that the Taxes Department should strictly comply the
instructions which prescribes the time limit for furnishing the replies on Audit
Paragraphs.

Conclusions/Recommendations

7. The Committee observes that the excess contributions made to the
Provident Fund account resulted in an unbalanced payment of Rs. 1.5 crore
and the reason for such a huge gap was the inefficient administration of the
responsible officers, Therefore the Committee suggests that alf EPF
comtributions should only be in consonance with the existing statutory rules

and orders.

906/2015.
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8. The Committee recommends that Taxes Department should strictly
adhere to the instructions as regard to the time limit; in delivering responses
on Audit Paragraphs. '

K. N. A. KHADER,

Thiruvananthapuram, Chairman,
27th July, 2015, Commiitee on Public Undertakings.

v
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APPENDIX I

SUMMARY QF MAIN CONCLUSIONS/RECOMMENDATIONS

Report.

Para
No.

Department
Concerned

Conclusions/Recommendations

2

3

The Committee is of the opinion that the failure of
the Management in taking appropriate decisions on
time and lack of planning has led to the delay in the
renewal of term deposits and thereby loss of
potential earnings. The Committee is not convihced
with the explanation of the witness that there isn’t
any financial loss in the matter. The Committee
further elucidates that the Company could have
gained more profit if there was a system which
would enable to take immediate decisions accurately
without waiting for the decision of the Board.

The Committee therefore recommends that the
Company should evolve a suitable mechanism for
taking quick decisions in time inorder to avoid loss
incurred due to the delay in getting approval from
the Board of Directors.

The Committee directs to examine whether the
approval of the Board of Directors of the Company
is necessary for deposits, preclosures and renewal -of

funds.




—

H

cbserves that the excess
contributions made to the Provident Fund account®
resulted in an unbalanced payment of Rs.1.5 crore}
and the reason for such a huge gap was the
inefficient administration of the responsible officers. .

Therefore the Committee suggests that all EPFI

contributions should only be in consonance with the : |

The Committee

existing statutory rules and orders. . '
— ———

Taxes

The Commitiee recommends that Taxes Department :

should strictly adhere to the instructions as regard to |
the time limit; in delivering responses on Audit |

) tParagraphs. |
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APPENDIX 11

NOTES FURNISHED BY GOVERNMENT ON THE AUDIT PARAGRAPHS

SL Audit :
No. P arau aph Reply furnished by Government
1 2 3
1 49 (1) saloiee alelle Mloes” adawmalmnaymasel |
(2010-11) Saunlalae) Mleala kMUl o JOSSMM@IE

SIRIMINMIo TVoTHME ],

29-10-2008-e0e1 waknean] soment’ gl.a. (afl) moud
489/08/a0108. (@}@n300 S0l MIeoMa TGS nieflud
aoss” 29-10-2008 Pl cudarlyflafigene’
aidavmaleng wemo aiFlaamMOMIE aefitaimaalod
AUBMN  aBRAA0aflejsd  adleIwlymlod 67 Sanol
mlesdinlemyd @lenad] okee el CHHOMT Oaigy
njol@ aidadlefly mleealed mlesanimmgi] 20gmae”
STUMIHe” GO LRRARODIGMAT amqylanaanond
SHEI07.  GRDakbite 67 ool mloeanianed
£:0800U08° gMBalo@] 84T Saity’ (@00t Mloasicd
maasaloeamoinss O1E2dMe &rumlaes eeuddal’
fond’ QL@OSHE NOOS IReGe 15-11-2008-c3
251w 392-20a" senidrn’ aind’ anmocdy Ao
@maome mrud 4641 gjdane R mWRogoones
@odsoRe eleamie  OaKyiSRRmGoTY. @sdam”’
MMISTOD iyoml dlamece 17-11-2008-03 @em
67 mleasaimge BRI D2l njDod) algmalnss
@Rt WP Sl @danlrodas” malalwlgenm
o0, A atogom 67 alceMalmans MGadal
@O PIOY al0Wo (a]dbICBIET

MG D lRRGDS oMt O]
ag)eRe
65 1412008
1 22-4-2008
. 1 30-4-2008
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3

)P IS 29-10-2008 o (pJosmuer oo
AMEImIm Gt ERWIGMmA CAGEAIOM MGt sIEUY
@POIGeS MosHe) OIO@IHBIW 14-1-2008, 22-4-2008,
30-4-2008 agomilal goad 29-10-2008-mewware axmam
nJOepaD 23N GIOGISEIT VICKGB 14-11-2008,
22.11-2008, 30-10-2008 a1 @owoiadd Al
aJ@oaT MO3aaaemew).

Sl micetomsd  adaly  mleassmaudlal
A lEARImMIN &GMNIMIWes gow@pmian” @asmmallw
SHORIMIBTUOo PeneoEIglgamDe loss” adabom aam
29-10-2008-" Guonto @REYe @Sl 15-11-2008-ee
empday’ coonomicd  @ean iR mAG3We
moadnflaflSEAMISAR. Setit]  Mlosnlemod  egom
ool A J@SMEHPES anealaug’ eeniadon’
caunomlsa]  @odTld:0Re SlFO@INEG  emISHOW
ool dauremted eem slen Sntt0} B3nnlrvdas”
MM B1WGBRDIID:D. SH¥leTm oelasg)ol
.21 BADDEIINE! DO SA0] (010 IER00 CdyOm’
0l aj@enlO meadlad micatnafigasm” Gandon”
BQONTOING  @Ro01M:I0e Il @ GUDAAIE.
aowlg” dleajodglen ersiounamamlcd eeniadod” @oas’
Waros gl Mladlonow mdequErulsamaymacl
afudamm MOED e @OMOUEIABANE MicaImulang
mdeguo sowty” @omg gbanedd muade liges’

(2) eompoulas’ Qo GBI faiganalaoag
D16 IEINGE HmaamgIRmMaYial A alleal Gannl
mGeMa TR sepawleanmdal  GHOM g
aMAMCAYate MsEUIVIOGDI08 Gt allegjeflu
@msoaam@moaT. aawlg’ oleapdgied yaElenigamam
gnlogel  @senawlesgin ol CHITY  BalegnS
G2 15ERUY OMREETMFRETNGNG HaUTT1Ee” WIHMIT
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Al mafoe  AMglgRam@e  @JAY®  MasHa GRS
DSATHDIMNGEII B SHmImles” - S5O
@om@ele  cEloads  AXDOET oargflgasay,
anmenirwo  Llap)-alepe 1{mn)-olep cloosinismmed
lee;oelomunaaw ccggacm"-‘ SaQINWILIRE  Maignjo
mledsn B Soepaiwles”  gmanwd.  egoay’
AalQIMITISMPYPRIZEE LNRY morbmm‘go LESL
S0Ma)IGME.  MICHMIERE  CGIAY  algrmaial |
mpmaudonaflges af)yms. O@ng). og)ed 6. IO
mleaHa @l  eaSAREIBIM  &ienallgs g’
28I Ba s w«dl@glgm".

(3) am@d Errow miew! ErsEM” TuosImWlaf.

saumlaied smysdaicieacimoe ajdanadal msqflen
SO IMITE 28w Alneamud tlaf HMMEVINS
URY @SB atouw] el afigaamoen
alel  GIREMEHADEITE EUNREGENS QEDUGetame
ajdqpmomye  msaflenanamoimoet 400-age Iy
Sgld ®lMo  @MeamBe WSEN) 0189 0d5M G0
TUADOTVADTIIN  eKeyeIeaan@lnd  HILKNHIRMTVe
QENEONINQENE. BR@EAINORI BBM Hmmiges alaw
cosuelsElod AP 1D aiudommnoniend
GBRENIGIN ANNIRERUE ORGHRINe BaIKIMo afYIcHG”
0 JBAGME Mo SHIITMIDTVo DEASIWIFENE,

ORI CaXl®d el flyesimnd’ am el
modnid geaKn afEld MSaIIGHE0 GIOISTRNKMEBR
I 2014-15 ovoruamle  cudede
msoflenoaninnd 063U1HAT. ol W TeTlol o
meaeminud  @eI0 ded USeD  GHEmEBINS
GaMOacesnned muawleds. cotiyosmn afidw gadommn
@BEINLl  CaAlLOXGSSe NBMS  aMlBEmIMaTINag
@A N iONGe DeeMBElSje erumg” SenakylaNgd
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4.12
(2010-11)

9 mMGasn iUl aIennulae” gidad ey’

gussmiagled mlanoe 2ga aNaeaEnud pIZAIAMMEIN0L
ad@d aleo) SHENSNIAAMTIWe  alPDASIW L1280

SHEMANIBAININa . akodduWw] ALY
faleom ) ISBERAIHTT. 2500 afg) mflovimayiaag
@)/ VBN am (Udato  JEIDe - BGO

moomiegponmmsimoge 2§l minimagiod
pJemyd: (VIR dmamasincig@me olc danas
1080 HEANEOISAMMIY nlEa 0o AIEHO MyALIgZIE™.

oo pud  emigdaimaensme afiR0eaen  aJAGpEmow
omogle cunlecrerdoed]aeinie) quaEITLAIRE 10
amumiges og ofssnanglad mlawe  afltuosned
21832001 @SAFIWCIMIR)e IO @2emElt] SmAIT
HEMORMU MYINHeaad muowlsaeaaty’ e leanm.

9 aNGRGRIQIRIW alewaImarsloe Mo/ L1080
aRmeInLEIT] CaldomIgas"

Government vide Letter No. 1011/A3/2011/FD, 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 Jimiting the
Employer's contribution to the EPF, to the statutory
prescribed rate. ' o




