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Preface

This Report deals with the results of audit of Government companies and
Statutory corporations for the year ended 31 March 2015 and has been prepared
for submission to the Government of Kerala under the Comptroller and Auditor
General’s (Duties, Powers and Conditions of Service) Act, 1971, as amended

from time to time.

2. The accounts of Government companies (including companies deemed to
be Government companies as per the provisions of the Companies Act) are
audited by the Comptroller and Auditor General of India (CAG) under the
provisions of Section 619 of the Companies Act, 1956 and Sections 139 and 143
of the Companies Act, 2013. The accounts certified by the Statutory Auditors
(Chartered Accountants) appointed by the CAG under the Companies Act are
subject to supplementary audit by the officers of the CAG and the CAG gives his
comments or supplements the reports of the Statutory Auditors. In addition, these

companies are also subject to test audit by the CAG.

3. CAG also conducts audit of Kerala State Road Transport Corporation,
Kerala Industrial Infrastructure Development Corporation, Kerala State
Warehousing Corporation and Kerala Financial Corporation as per their

respective Legislations.

4. The instances mentioned in this Report are those, which came to notice in
the course of audit during the year 2014-15 as well as those which came to notice
in earlier years but could not be reported in the previous Audit Reports. The
matters relating to the period subsequent to 2014-15 have also been included,

wherever felt necessary.

5. The audit has been conducted in conformity with the Auditing Standards
issued by the CAG.
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o Overview of State Public Sector Undertakings

The State Public Sector Undertakings (PSUs), consisting of State
Government companies and Statutory corporations, are established to carry
out activities of a commercial nature, while keeping in view the welfare of the
people. Audit of Government companies is governed by Section 619 of the
Companies Act, 1956 and Sections 139 and 143 of the Companies Act,
2013. The accounts of the State Government companies are audited by
Statutory Auditors, who are appointed by CAG as per the provisions of
Section 139 (5) or (7) of the Companies Act, 2013. These accounts are
also subject to supplementary audit conducted by CAG, as per the provisions
of Section 143(6) of the Companies Act, 2013. Audit of Statutory
corporations is governed by their respective legislations.

As on 31 March 2015, the State of Kerala had 111 working PSUs (107
companies and 4 Statutory corporations) and 15 non-working PSUs
(including five under liquidation), which employed 1.28 lakh employees. The
working PSUs registered a turnover of ¥19194.06 crore as per their latest
finalised accounts. This turnover was equal to 4.25 per cent of State GDP
indicating the important role played by State PSUs in the economy. The
working PSUs had accumulated loss of 3198.94 crore as per their latest
finalised accounts.

Investment in PSUs

As on 31 March 2015, the total investment (capital and long term loans)
in 126 PSUs was ¥19933.20 crore.

Arrears in accounts

94 working PSUs had arrears of 239 accounts as of 30 September 2015. The
extent of arrears was 1 to 19 years.

Performance of PSUs

An analysis of the latest finalised accounts of all working PSUs in the
State revealed that 50 PSUs earned profit of ¥498.47 crore, 53 PSUs
incurred loss of ¥889.89 crore and four working PSUs had no profit or
loss. Five working PSUs have not yet (September 2015) finalised any of
their accounts. The major contributors to profit were Kerala State
Electricity Board (3¥140.42 crore), Kerala State Beverages
(Manufacturing and Marketing) Corporation Limited (¥123.54 crore),
The Kerala State Financial Enterprises Limited (369.90 crore) and
Kerala State Industrial Development Corporation Limited (330.49
crore). The major PSUs which incurred loss are Kerala State Road
Transport Corporation (3508.22 crore), The Kerala State Cashew
Development Corporation Limited (¥127.95 crore) and The Kerala State
Civil Supplies Corporation Limited (¥89.11 crore).

leii"
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Quality of accounts

During the year, out of 92 accounts of companies finalised, the Statutory
Auditors had given unqualified certificates for 20 accounts, qualified
certificates for 70 accounts and adverse certificate for two. accounts.
Additionally, CAG gave comments on 38 accounts during the supplementary
audit. The compliance of companies with the Accounting Standards remained
poor as there were 134 instances of non-compliance in 45 accounts of 39
companies during the year.

2 Performance Audits relating to Government companies

The report includes observations emanating from the Performance
Audlits on:

2.1 Raising forest plantations and implementation of ecotourism
projects by Kerala Forest Development Corporation Limited

Introduction

Kerala Forest Development Corporation Limited (Company) is a joint
undertaking of Government of India (Gol) and Government of Kerala
(GoK) engaged in raising of forest plantations, cultivation of cash crops
and ecotourism activities.

Replantation activities

The Company could not achieve the target fixed for replantation in any
year. Replanting was not carried out in the immediate replanting
seasons in eight plantations with delay up to six years. The resultant
potential loss of yield of pulpwood was 2318.05 MT valuing 30.80 crore.

Harvesting activities

Due to dependence on two user companies, deficient marketing strategy,
failure to dispose of plantations with poor growth and exclusion of
matured plantations in the schedule of harvesting, wood billets worth
$9.65 crore (28219 MT) were not harvested from an area of
1073 hectares.

Failure of plantations

Due to improper weeding and selection of wrong species, six plantations
had failed resulting in wasteful expenditure of 32.96 crore.

Thinning activities

The Company failed to carry out thinning in 69 per cent of the area
which were due.

Cultivation of cash crops

Due to failure of the Company to carry out intensive management in the
entire area available, timely replanting and standard agronomic

_—practices, there was significant shortfall in the productivity of the cash

crops leading to loss of revenue amounting to ¥45.70 crore.

{ it }
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Ecotourism activities

Absence of safari vehicles, drinking water facilities, publicity,
[flexi- tariff and online booking facilities contributed to low occupancy in
the ecotourism centres. Failure to get prior approval from Government
of India (Gol) resulted in stoppage of two projects midway, resulting in
wasteful expenditure of 0.59 crore. Third project was stopped as the
land required was not available. Due to delay in implementing eight
projects, there was potential loss of revenue of ¥10.72 crore.

5d Material Management by Kerala State Electricity Board
Limited :

Introduction

Kerala State Electricity Board Limited (KSEBL) is engaged in
generation, transmission and distribution of electricity in the State.
During 2010-15, KSEBL issued 610 Purchase Orders (PO) valuing
T1741.33 crore. Audit examined 152 POs (3664.99 crore) to check
whether procurement and utilisation of material was effective and
economic.

Planning for procurement of material

The process of material procurement begins with preparation of Annual
Plan by Corporate Planning Wing and thereafter Purchase Plan (PP)
by Chief Engineer, Supply Chain Management (CE, SCM). There was
delay in issue of guidelines for preparation of Annual Plan. No
prescribed time frame was fixed for preparation and approval of PP
which resulted in delay in their preparations.

Lack of co-ordination in material procurement

Co-ordination between Corporate Planning Wing and CE, SCM was
important to ensure procurement of adequate material. Lack of
co-ordination resulted in short procurement of energy meters and delay
in procurement of material.

Tendering process

There was no prescribed time frame for each stage of tendering process.
Out of 113 tenders, 48 were invited after delays ranging from 31 to 269
days. Similarly, 36 out of 113 tenders were not finalised within the
validity period of bids.

Delay in execution of work due to non-availability of material

Failure to assess the requirement with reference to available stock and
average consumption led to shortage of material for up to nine months
which affected the execution of various works.

Extra expenditure due to delay in finalisation of tender

Delay in finalisation of tender and subsequent cancellation and
retendering resulted in extra cost of ¥16.32 crore in procurement of
single phase meters at higher rate.
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Procurement of additional quantity from existing suppliers

Due to delay in invitation and finalisation of fresh tender, KSEBL could
not invoke price re-fixation clause which led to extra cost of ¥2.87
crore.

Absence of monitoring

There was no system to monitor the consolidated payment against a PO.
Due to absence of Management Information System, utilisation of
material procured by SCM Wing could not be monitored by KSEBL.
Material transferred to end user sections was not linked on the basis of
£

2.3  Implementation of Restructured Accelerated Power
Development and Reforms Programme by Kerala State Electricity
Board Limited

Introduction

Government of India (Gol), Ministry of Power (MoP) approved
(September 2008) ‘Restructured Accelerated Power Development and
Reforms Programme’ (RAPDRP) with the aim of restoring commercial
viability of power distribution sector by putting in place appropriate
mechanism so as to substantially reduce Aggregate Technical and
Commercial (AT&C) loss.

Physical progress of projects

MoP sanctioned 43 projects each under Part A and Part B and three
Supervisory Control and Data Acquisition (SCADA) projects for
implementation in the State. As per the original guidelines, Part A and
Part B projects were to be completed within three years. Gol extended the
completion period to five years. However, the projects could not be
completed within five years and was further extended by one more year.

Project formulation and planning

Implementation of RAPDRP was to be preceded by policy initiatives
like undertaking measures for prevention of theft of power, constitution
of special courts to deal with cases of power theft, etc. Action taken by
KSEBL was, however, inadequate to supplement efforts under RAPDRP
to bring down AT&C loss to 15 per cent.

Fund Management

The non-opening of project-wise bank account and non-maintenance of
project-wise separate accounts led to diversion of funds and ineffective
monitoring of the projects. KSEBL made irregular interest free advance
payment of T14.50 crore to the turnkey contractor.

Implementation of the projects

Delay in appointment of IT Implementing Agency, problems in
implementation of Meter Data Acquisition System, slow progress of
Geographic Information System and partial accomplishment of
Customer Care Service Centre led to time overrun for more than three

)
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years. Erroneous price loading resulted in extra expenditure in
implementation of Part A project to the extent of 27 crore.

Delay in submission of DPRs and financial tie-up, delay in completion
of work due to non-procurement of material like ABC, UG cables,
deviation from DPR, delay and extra expenditure incurred in awarding
and implementation of turnkey contract, constituted time overrun for
more than three years and cost overrun to the extent of ¥129 crore.
None of the SCADA projects could be completed due to delay in
completion of Part B projects.

Undue delay in completion of RAPDRP projects led to non-realisation
of envisaged benefit of ¥202.70 crore by way of reduction in AT&C loss.

3. Compliance Audit observations

Compliance Audit observations included in this Report highlight
deficiencies in the management of PSUs, which resulted in serious
financial implications. The irregularities pointed out are broadly of the
following nature:

Loss of ¥106.34 crore due to non-compliance with rules, directives,
procedures, terms and conditions of Acts/ contracts.

(Paragraphs 3.1, 3.2, 3.3, 3.6 and 3.12)

Loss/ extra expenditure of ¥28.03 crore due to non-safeguarding the
financial interests of the organisation.

(Paragraphs 3.4, 3.5, 3.7, 3.8, 3.9, 3.10 and 3.11)

Gist of some of the important audit observations is given below:

» Implementation of Greenfield Projects by five PSUs was beset
with poor planning and execution of projects. The DPRs were
prepared without actual feasibility study. Despite poor track
record of TRACO, SIDCO and KELTRON, the decision of GoK
to divert funds from MCL resulted in high probability of the
loans advanced by MCL remaining irrecoverable. There were
failures to avail of Central Government assistance and CENVAT
credit. Envisaged funding was also not ensured leading to
curtailment of investment in machinery and equipment. All these
factors led to the Greenfield Projects clocking losses of ¥11.59
crore in their operations.

(Paragraph 3.1)
> Failure of Kerala Agro Machinery Corporation Limited to
ensure procurement of material at competitive rate by following

mandatory provisions of Stores Purchase Manual on competitive
bidding resulted in extra expenditure of ¥61.28 crore.

(Paragraph 3.2)
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» Non-compliance to the provisions of the Income Tax Act, 1961
by PSUs revealed instances of delay in submission of tax returns,
non-payment of required amount of advance tax and consequent
payment of interest, etc., to the tune of 24.57 crore.

(Paragraph 3.3)

> Failure of Kerala State Mineral Development Corporation
Limited to provide adequate security and storage for excavated
sand resulted in loss of sand worth 36.42 crore and consequent
loss of revenue to Government.

(Paragraph 3.7)

> Failure of Kerala State Electricity Board Limited to execute
agreement with Asianet and other cable TV operators resulted in
loss of ¥14.70 crore and short collection of service tax of ¥1.75
crore.

(Paragraph 3.8)

» Failure of Kerala State Beverages (Manufacturing &
Marketing) Corporation Limited in timely passing on the
incidence of additional tax (i.e. medical cess) to consumers
resulted in payment of tax ¥2.10 crore. Besides, delay in payment
of medical cess resulted in avoidable payment of interest of
%0.42 crore.

(Paragraph 3.11)

> Kerala State Road Transport Corporation made irregular
payment of performance allowance of 33.24 crore in violation of
Government Order.

(Paragraph 3.12)

R
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1 Functioning of State Public Sector Undertakings

Introduction

1.1  The State Public Sector Undertakings (PSUs) consist of State Government
companies and Statutory corporations. The State PSUs are established to carry out
activities of commercial nature keeping in view the welfare of people and also
occupy an important place in the State economy. As on 31 March 2015, there
were 126 PSUs in Kerala. Of these, three companies' were listed on the stock
exchanges. During the year 2014-15, two PSUs” were either incorporated or
commenced business. The details of the State PSUs in Kerala as on 31 March
2015 are given below:

Table 1.1: Total number of PSUs as on 31 March 2015

Type of PSUs Working PSUs | T\Olouerking Total
Government company 107 15 122
Statutory corporation 4 0 4

Total 111 15 126

The working PSUs registered a turnover of ¥19194.06 crore as per their latest
finalised accounts as of September 2015. This turnover was equal to 4.25 per cent
of State Gross Domestic Product (GDP) for 2014-15. The working PSUs incurred
aggregate loss of ¥391.42 crore. They had employed 1.28 lakh employees as at
the end of March 2015.

As of 31 March 2015, there were 15 non-working PSUs having investment of
%110.31 crore. They were non-functioning for last 9 to 31 years. This is a critical
area as the investments in non-working PSUs do not contribute to the economic
growth of the State.

Accountability framework

1.2 The accounts of Government companies (including companies deemed to
be Government companies as per the provisions of the Companies Act) are
audited by the Comptroller and Auditor General of India (CAG) under the
provisions of Section 619 of the Companies Act, 1956 and Sections 139 and 143
of the Companies Act, 2013 (Act). According to Section 2 (45) of the Act,

: Keltron Component Complex Limited, The Travancore Cements Limited and The Travancore Sugars and
Chemicals Limited.
? Kerala State Coir Machinery Manufacturing Company Limited and Bhavanam Foundation Kerala.

( .1
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Government company means any company in which not less than fifty one per
cent of the paid up share capital is held by the Central Government, or by any
State Government or Governments, or partly by the Central Government and
partly by one or more State Governments, and includes a company which is a
subsidiary company of such a Government company.

Further, as per sub-Section 7 of Section 143 of the Act, CAG may, in case of any
company covered under sub-Section (5) or sub-Section (7) of Section 139, if
considers necessary, by an order, cause test audit to be conducted of the accounts
of such company and the provisions of Section 19 A of CAG’s (Duties, Powers
and Conditions of Service) Act, 1971 shall apply to the report of such test audit.
Thus, a Government company or any other company owned or controlled, directly
or indirectly, by the Central Government, or by any State Government or
Governments or partly by Central Government and partly by one or more State
Governments is subject to audit by CAG. An audit of the financial statement of a
company in respect of the financial years that commence on or before 31 March
2014 shall continue to be governed by the provisions of the Companies Act, 1956.

Statutory Audit

1.3  The financial statements of the Government companies (as defined in
Section 2 (45) of the Act) are audited by Statutory Auditors, who are appointed by
CAG as per the provisions of Section 139 (5) or (7) of the Act. They shall submit
a copy of the Audit Report to CAG including financial statements of the company
under Section 143(5) of the Act. These financial statements are subject to
supplementary audit to be conducted by CAG within sixty days from the date of
receipt of the audit report as per the provisions of Section 143(6) of the Act.

Audit of Statutory corporations is governed by their respective legislations. Out of
four Statutory corporations, CAG is the sole auditor for Kerala State Road
Transport Corporation and Kerala Industrial Infrastructure Development
Corporation. In respect of Kerala State Warehousing Corporation and Kerala
Financial Corporation, the audit is conducted by Chartered Accountants and
supplementary audit by CAG.

Role of Government and Legislature

1.4 The State Government exercises control over the affairs of these PSUs
through its administrative departments. Government appoints the Chief Executive
and the Directors to the Board.

The State Legislature also monitors the accounting and utilisation of Government
investment in the PSUs. For this, the Annual Reports together with the Statutory
Auditors’ Report and comments of CAG, in respect of State Government
companies and Separate Audit Reports in case of Statutory corporations are to be
placed before the Legislature under Section 394 of the Act or as stipulated in the
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respective Acts. The Audit Reports of the CAG are submitted to the Government
under Section 19A of the CAG’s (Duties, Powers and Conditions of Service) Act,
1971.

Stake of Government of Kerala

1.5  The State Government’s stake in the PSUs is of mainly three types:

¢ Share Capital and Loans- In addition to the share capital contribution,
State Government also provides financial assistance by way of loans to the
PSUs from time to time.

e Special Financial Support- State Government provides budgetary
support by way of grants and subsidies to the PSUs as and when required.

¢ Guarantees- State Government also guarantees the repayment of loans
with interest availed by the PSUs from financial institutions.

Investment in State PSUs

1.6  Ason 31 March 2015, the investment (capital and long-term loans) in 126
PSUs was ¥19933.20 crore as per details given below:

Table 1.2: Total investment in PSUs
(Tin crore)

Government companies Statutory corporations
Type of PSUs i
Long Long Total
Capital Term Total Capital Term Total
Loans Loans

Working PSUs 6893.21 7035.50 | 13928.71 | 942.88 4951.30 | 5894.18 | 19822.89

Non-working 44.87 65.44 110.31 0.00 0.00 0.00 110.31
PSUs
Total 6938.08 7100.94 | 14039.02 | 942.88 4951.30 | 5894.18 | 19933.20

As on 31 March 2015, of the total investment in State PSUs, 99.45 per cent was in
working PSUs and the remaining 0.55 per cent in non-working PSUs. This total
investment consisted of 39.54 per cent towards capital and 60.46 per cent in long-
term loans. The investment has grown by 142.41 per cent from ¥8222.80 crore in
2010-11 to ¥19933.20 crore in 2014-15 as shown in Chart 1.1.
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Chart 1.1: Total investment in PSUs
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1.7  The sector wise summary of investments in the State PSUs as on 31
March 2015 is given below:
Table 1.3: Sector-wise investment in PSUs

Government | Statutory Total
Name of sector companies | corporations In\:estment
(X in crore)
(Number)

Power 3 e 3 7225.41
Finance 18 1 19 4137.63

Manufacturing:
Working 35 35 1735.30
Non-working 15 yar 15 110.31
Infrastructure 16 1 17 1797.28
Agriculture & allied 16 1 17 604.59
Services 19 1 20 4322.68
Total 122 4 126 19933.20

( 4 )
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The investment in various sectors and percentage thereof at the end of 31 March
2011 and 31 March 2015 are indicated below in the bar chart.

Chart 1.2: Sector-wise investment in PSUs

o
8000 3
a B Power
7000
® Finance
6000
® Manufacturing
= 5000
= B [nfrastructure
S
: 4000
o= B Agriculture &
Y s allied
¥ Services
2000
1000
0 -
2010-11 2014-15
Year

(Figures in brackets show the sector percentage to total investment)

The thrust of PSU investment was mainly in power sector which increased from
%2646.51 crore in 2010-11 to ¥7225.41 crore in 2014-15, thus, registering an
increase of 173.02 per cent. Investment in service sector also increased
substantially from ¥1154.43 crore in 2010-11 to ¥4322.68 crore in 2014-15, thus,
registering an increase of 274.44 per cent.

Financial support and returns during the year

1.8  The State Government provides financial support to PSUs in various
forms through annual budget. The summarised details of budgetary outgo towards
equity, loans, grants/ subsidies, loans written off and interest waived in respect of
State PSUs for three years ended 2014-15 are given in Table 1.4:
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Table 1.4: Details regarding budgetary support to PSUs

2012-13 2013-14 2014-15
SL x Amount Amount Amount
No. Particulars No. of ) No. of . No. of ;
PSUs Rin | pgUs Rin | pgUs Rin
crore) crore) crore)
O e e e 2 38824 | 24 45636 | 23 357.84
from budget
2. | Loans given from
budget 17 333.00 18 658.86 18 354.92
3. | Grants/Subsidy given 29 805.47 28 570.76 32 1393.80
4. | Total outgo (1+2+3) 1526.71 1685.98 2106.56
5, - |/ Watvex of loans and 2 454 2 3 ¥ G 23.98
nterest
6 Guarantees issued 11 3767.26 10 3466.64 7 4696.34
7 Guarantee commitment 15 3699.40 13 4669.98 14 5579.21

The details regarding budgetary outgo towards equity, loans and grants/ subsidies
for past five years are given in a graph below.

Chart 1.3: Budgetary outgo towards equity, loans and grants/subsidies
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2106.56

2000 —_
1500 /%
/1526.71

)
Bt
1000 e
S 104622 1022.46
£ 500
e
0 T T T T 1

2010-11 2011-12 2012-13 2013-14 2014-15

Budgetary outgo towards equity, loans and grants/subsidies
Year

The above chart indicates that the budgetary assistance in the form of equity,
loans and grants/ subsidies by the Government of Kerala (GoK) to PSUs
increased from ¥1046.22 crore in 2010-11 to ¥2106.56 crore in 2014-15. During
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2014-15, GoK waived loans and interest/ penal interest of ¥23.98 crore due from
one PSU® as against ¥2.24 crore waived during the previous year.

In order to enable PSUs to obtain financial assistance from banks and financial
institutions, State Government gives guarantees under The Kerala Ceiling on
Government Guarantee Act, 2003 subject to the limits prescribed by the
Constitution of India, for which the guarantee fee is being charged. This fee varies
from 0.25 per cent as decided by GoK depending upon the loanees. The guarantee
commitment increased to ¥5579.21 crore during 2014-15 from ¥4669.98 crore in
2013-14. Further, 20 PSUs paid guarantee fee to the tune of ¥54.33 crore during
2014-15. There were 16 PSUs which did not pay guarantee fee/ commission
during the year and accumulated/ outstanding guarantee fee/ commission
thereagainst was ¥28.33 crore as on 31 March 2015. The PSUs which had major
arrears were Kerala State Electricity Board Limited (¥13.32 crore), Kerala State
Electronics Development Corporation Limited (35.36 crore), The Kerala State
Cashew Development Corporation Limited (33.92 crore) and United Electrical
Industries Limited (¥1.56 crore).

Reconciliation with Finance Accounts

1.9  The figures in respect of equity, loans and guarantees outstanding as per
records of State PSUs should agree with that of the figures appearing in the
Finance Accounts of the State. In case the figures do not agree, the PSUs
concerned and the Finance Department should carry out reconciliation of
differences. The position in this regard as at 31 March 2015 is stated below:

Table 1.5: Equity, loans and guarantees outstanding as per Finance
Accounts vis-a-vis records of PSUs

(Tin crore)

Outstanding in Amount as per Amount as per Difference
respect of Finance Accounts | records of PSUs
Equity 5013.83 7328.19 2314.36
Loans 5990.12 2872.40 3117.72
Guarantees 6439.25 5579.21 860.04

Audit observed that the differences occurred in respect of 97 PSUs. The Principal
Accountant General, Economic & Revenue Sector Audit-Kerala (PAG) had taken
up this matter from time to time with the Chief Secretary, Principal Secretary
(Finance), Secretaries of departments of GoK concerned and individual PSUs so
as to reconcile the differences in a time-bound manner. The progress in

* Kerala Electrical and Allied Engineering Company Limited.
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reconciliation was, however, not impressive. Thus, GoK and the PSUs should
take concrete steps to reconcile the differences in a time-bound manner.

Arrears in finalisation of accounts

1.10 The financial statements of the companies for every financial year are
required to be finalised within six months from the end of the relevant financial
year i.e. by September end in accordance with the pr0v1310n 0£§ect10n 96ﬁgl) of
the Acg Failure to do so may attract penal provisions under’ ectlon 99 bf the Act.
Similarly, in case of Statutory corporations, their accounts are required to be
finalised, audited and presented to the Legislature as per the provisions of their
respective Acts.

The Table below provides the details of progress made by working PSUs in
finalisation of accounts as of 30 September 2015:

Table 1.6: Position relating to finalisation of accounts of working PSUs

131' Particulars 2010-11 | 2011-12 | 2012-13 | 2013-14 2014-15

1. | Number of working PSUs 96 99 101 109 111

2. | Number of accounts finalised 86 97 118 101 95
during the year

3. | Number of accounts in arrears 209 207 194 198 239

4. | Number of working PSUs 76 17 75 83 94
with arrears in accounts

5. | Extent of arrears (in years) 1to13 1to14 1to12 1toll 1to 19

It can be observed that the number of accounts in arrears has increased from 209
(2010-11) to 239 (2014-15). The number of arrears of accounts includes 233
accounts of 91 Government companies and six accounts of three® Statutory
corporations.

The Administrative Departments have the responsibility to oversee the activities
of these entities and to ensure that the accounts are finalised and adopted by these
PSUs within stipulated period. Though the Administrative Departments
concerned were informed regularly (twice a year), the number of accounts in
arrears is still on higher side. In addition, this issue was also discussed in the
Apex Committee meeting convened by the Chief Secretary and in the Audit
Monitoring Committee meetings conducted by the Heads of Administrative
Departments. However, no improvement has been noticed.

“ Kerala State Warehousing Corporation Limited (2012-13 to 2014-15), Kerala State Road Transport Corporation
(2013-14 to 2014-15) and Kerala Industrial Infrastructure Development Corporation (2014-15).




Chagter I-F unctioning o: State Public Sector Undertakings

1.11  The State Government had invested ¥3160.47 crore in 55 PSUs {equity:
%546.07 crore (25 PSUs), loans: ¥890.35 crore (21 PSUs) and grants: ¥1724.05
crore (34 PSUs)}during the years for which accounts have not been finalised as
detailed in Appendix 1. In the absence of finalisation of accounts and their
subsequent audit, it could not be ensured whether the investment and expenditure
incurred have been properly accounted for and the purpose for which the amount
was invested was achieved or not and thus, Government’s investment in such
PSUs remained outside the control of State Legislature.

1.12 In addition to the above, as on 30 September 2015, there were arrears in
finalisation of accounts by non-working PSUs. Out of 15 non-working PSUs, five
PSUs’ were in the process of liquidation whose 29 accounts were in arrears. Of
the remaining ten non-working PSUs, 119 accounts’ were in arrears.

Table 1.7: Position relating to arrears of accounts in respect of non-working

PSUs
Number of Period for which accounts Number of
non-working companies were in arrears accounts in
arrears
15 1985-86 to 2014-15 148

In respect of non-working companies where accounts were in arrears starting
from 1985-86 onwards, the progress in finalisation of the accounts was poor. For
example, only three’ non-working PSUs finalised their accounts during 2014-15.

Placement of Separate Audit Reports

1.13  The position depicted below shows the status of placement of Separate
Audit Reports (SARs) issued by CAG (up to 30 September 2015) on the accounts
of Statutory corporations in the Legislature.

Table 1.8: Status of placement of SARs in Legislature

13:," Name of Statutory corporation Y;?::el:lp htloLv:;ii:ll; tSuA::!s
1 | Kerala State Road Transport Corporation 2011-12
2 | Kerala Financial Corporation 2013-14
3 | Kerala State Warehousing Corporation 2011-12
4 | Kerala Industrial Infrastructure Development Corporation 2013-14

5 Keltron Rectifiers Limited, Keltron Counters Limited, Keltron Power Devices Limited, Kunnathara Textiles
Limited and Vanjinad Leathers Limited.

¢ Excluding Kunnathara Textiles Limited and Vanjinad Leathers Limited (data regarding their finalisation of
accounts were not available).

7 Keltron Rectifiers Limited (2000-01 to 2005-06), Keltron Power Devices Limited(2003-04 to 2005-06), and Kerala
Special Refractors Limited (2013-14).
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Impact of non-finalisation of accounts

1.14  As pointed out above (Paragraph 1.10 to 1.12), the delay in finalisation of
accounts may also result in risk of fraud and leakage of public money apart from
violation of the provisions of the relevant Statues. In view of the above state of
arrears of accounts, the actual contribution of PSUs to the State GDP for the year
2014-15 could not be ascertained and their contribution to State exchequer was
also not reported to the State Legislature.

It is, therefore, recommended that:

* The Government may set up a cell to oversee the clearance of arrears and
set the targets for individual companies, which would be monitored by the
cell.

e The Government may consider outsourcing the work relating to
preparation of accounts wherever the staff is inadequate or lacks expertise.

Performance of PSUs as per their latest finalised accounts

1.15  The financial position and working results of working Government
companies and Statutory corporations are detailed in Appendix 2. A ratio of PSU
turnover to State GDP shows the extent of PSU activities in the State economy.
Table below provides the details of working PSUs’ turnover and State GDP for a
period of five years ending 2014-15:

Table 1.9: Details of working PSUs’ turnover vis-a-vis State GDP

 in crore)
Particulars 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
Turnover® 14579.38 | 16171.31 | 18486.21 | 17586.85 | 19194.06
State GDP’ 263773 312677 347841 396282 | 451483
Percentage of Turnover to State GDP 598 Sil7 5.31 4.44 4.25

1.16

Overall profit earned or loss incurred by State working PSUs as per the

latest accounts forwarded during 2010-11 to 2014-15 are given in Chart 1.4.

® Turnover as per the latest finalised accounts as of 30 September of every year.
’ Figures furnished by Directorate of Economics & Statistics, Kerala. Change in figures with respect to previous
Reports is due to adoption of revised GDP figures.
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Chart 1.4: Profit/Loss of working PSUs
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An analysis of the latest finalised accounts of all working PSUs'’ in the State
revealed that 50 PSUs earned profit of ¥498.47 crore, 53 PSUs incurred loss of
%889.89 crore and four working PSUs had no profit or loss. Five working PSUs
have not yet (September 2015) finalised any of their accounts. The major
contributors to profit were Kerala State Electricity Board (3140.42 crore), Kerala
State Beverages (Manufacturing and Marketing) Corporation Limited (¥123.54
crore), The Kerala State Financial Enterprises Limited (369.90 crore) and Kerala
State Industrial Development Corporation Limited (330.49 crore). The major
PSUs which incurred loss are Kerala State Road Transport Corporation (3508.22
crore), The Kerala State Cashew Development Corporation Limited (¥127.95
crore) and The Kerala State Civil Supplies Corporation Limited (X89.11 crore).

1.17  Some other key parameters of PSUs are given below:

Table 1.10: Key Parameters of State working PSUs

Particulars 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
Return on Capital Employed (per cent) 8.32 _ 6,73 5.87 4.10 5.28

Debt (X in crore) 3533.36 | 4306.05 | 5620.44 | 8391.62 | 8912.96
Turnover (X in crore) 14579.38 | 16171.31 | 18486.21 | 17586.85 | 19194.06
Debt/Turnover Ratio 0.24:1 0.27:1 0.30:1 0.48:1 0.46:1

Interest Payments (% in crore) 737.47 985.89 1185.61 1039.87 | 1508.11
Accumulated profit/loss(-)(X in crore) -77.28 214.30 289.81 -284.62 | -198.94

' Including Kerala State Electricity Board. Government of Kerala revested (31 October 2013) all assets, rights and
liabilities of KSEB in the newly formed (January 2011) Kerala State Electricity Board Limited. Though it was
not in existence as on 31 March 2015 as Statutory Corporation, its performance as per the latest accounts was
considered for this Report for better presentation of performance of PSUs.
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1.18 GoK had formulated (December 1998) a Dividend Policy under which all
PSUs are required to pay a minimum return of twenty per cent on the paid up
share capital contributed by it. As per the latest finalised accounts, 50 working
PSUs earned an aggregate profit of I498.47 crore and out of which 20 PSUs
declared an aggregate dividend of ¥28.57 crore. Only three'' PSUs, however,
complied with the State Government Policy on dividend payment.

Winding up of non-working PSUs

1.19 There were 15 non-working PSUs as on 31 March 2015. Of these, five
PSUs have commenced liquidation process. The numbers of non-working
companies at the end of each year during past five years are given below:

Table 1.11: Non working PSUs

Particulars 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
Number of non-working companies 24 17 16 16 15

Since the non-working PSUs are not contributing to the State economy and
meeting the intended objectives, these PSUs may be considered either to be
closed down or revived.

1.20  The stages of closure in respect of non-working PSUs are given below:
Table 1.12: Closure of non-working PSUs

SL Particulars Government
No. companies
1 Total number of non-working PSUs 15

2| Of (1) above, number under

(a) | liquidation by court (liquidator appointed)

(b) | Voluntary winding up (liquidator appointed) 5

(c) | Closure, i.e. closing orders/instructions issued but liquidation 9
process not yet started.

(d) | Others 1

The process of voluntary winding up under the Companies Act is much faster and
needs to be adopted and pursued vigorously. The Government may make an early
decision regarding winding up of nine non-working PSUs where closing orders/
instructions have been issued but liquidation process has not yet started. The
Government may consider expediting closing down of its non-working
companies.

" Kerala State Beverages (Manufacturing and Marketing) Corporation Limited, The Kerala State Financial
Enterprises Limited and Kerala Agro Machinery Corporation Limited.

"2 Keltron Power Devices Limited, Keltron Counters Limited, Keltron Rectifiers Limited, Kunnathara Textiles
Limited and Vanjinad Leathers Limited.

12
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Accounts Comments

1.21 Seventy six working companies forwarded their audited 92 accounts to
PAG during the year 2014-15. Of these, 64 accounts of 54 companies were
selected for supplementary audit. The audit reports of Statutory Auditors
appointed by CAG and the supplementary audit of CAG indicate that the quality
of maintenance of accounts needs to be improved substantially. The details of

aggregate money value of comments of Statutory Auditors and CAG are given
below:

Table 1.13: Impact of audit comments on the working companies
(Amount X in crore)

2012-13 2013-14 2014-15
SL
Particulars No. of No. of No. of

No. Accounts | AMOUNt | Accounts) Amount | o | Amount
1 | Decrease in profit 17 141.98 15 143.40 16 916.96
2 | Increase in loss 10 39.79 16 61.62 22 95.61
3 | Increase in profit 0.35
4 | Decrease in loss 2 1.15
5 | Non-diselosure of 8 26.38 7 7.67 4 13.92

material facts
g | Dmesar 9 27.60 8 28.82 10 14.21

classification

1.22 During the year, the Statutory Auditors had given unqualified certificates
for 20 accounts, qualified certificates for 70 accounts and adverse certificates
(which mean that accounts do not reflect a true and fair position) for two
accounts * . Additionally, CAG gave comments on 38 accounts during the
supplementary audit and two accounts were revised based on supplementary audit
observations. The compliance of companies with the Accounting Standards (AS)
remained poor. There were 134 instances of non-compliance of AS in 45 accounts
of 39 companies during the year.

Similarly, three working Statutory corporations forwarded their three accounts to
PAG during the year 2014-15. Of these, accounts of Kerala State Road Transport
Corporation for the year 2012-13 was revised based on the audit by CAG. In
respect of remaining two accounts, which were selected for sole/ supplementary
audit, the audit was completed and SAR issued.

- Kerala Rapid Transit Corporation Limited (Erstwhile Kerala Monorail Corporation Limited) (2013-14) and
Kerala Electrical and Allied Engineering Company Limited (2013-14).
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The Audit Reports of Statutory Auditors and the sole/ supplementary audit of CAG
indicate that the quality of maintenance of accounts needs to be improved
substantially. The details of aggregate money value of comments of Statutory
Auditors and the CAG are given below:

Table 1.14: Impact of audit comments on Statutory corporations

(Amount ¥ in crore)

SL. 2012-13 2013-14 2014-15
Particul
No. Pt i Ne. of Amount oo Amount Nocat Amount
Accounts Accounts Accounts
1 | Decrease in profit 1 0.09 1 0.07
2 | Increase in loss 1 0.05
3 | Increase in profit 1 0.29
4 Non-(ysclosure of 3 111.97
material facts
5 . Brorsof 1 32.04 I 4 I 27.26
classification

Response of the Government to Audit

Performance Audit and Paragraphs

1.23  For the Report of CAG for the year ended 31 March 2015, three
Performance Audits and twelve Compliance Audit Paragraphs involving I576.35
crore were issued to the Additional Chief Secretaries/ Principal Secretaries of the
respective Departments to furnish replies within six weeks. Replies in respect of
seven Compliance Audit Paragraphs were awaited from the State Government
(December 2015).

Follow up action on Audit Reports

Replies outstanding

1.24 The Report of CAG represents the culmination of the process of audit
scrutiny. It is, therefore, necessary that they elicit appropriate and timely response
from the executive. The Finance Department, Government of Kerala issued (April
2005) instructions to all Administrative Departments to submit replies/
Explanatory Notes to Paragraphs/ Performance Audits included in the Audit
Reports of CAG within a period of three months of their presentation to the
Legislature, in the prescribed format without waiting for any questionnaires from
the Committee on Public Undertakings (CoPU).

( 2 )
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et
Table 1.15: Explanatory Notesl\received (as on 30 September 2015)
Number of PAs/
Date of Total.Performance Paragraphs for
Years of the | placement of | Audits (PAs) and which explanatory
Audit Report | Audit Report | Paragraphs in the nétes weidnal
(PSUs) in the State Audit Report recelved
L cemstaye PAs | Paragraphs | PAs | Paragraphs
2008-09 25/03/2010 3 23 0 2
2011-12 18/02/2013 2 12 0 1
2012-13 10/06/2014 3 10 2 1
2013-14 23/03/2015 2 9 2 7
Total 10 54 4 11

From the above, it could be seen that out of 10 Performance Audits and 54
Paragraphs, Explanatory Notes to four Performance Audits and 11 Paragraphs in
respect of three departments, which were commented upon, were awaited
(September 2015).

Discussion of Audit Reports by CoPU
1.25 The status as on 30 September 2015 of Performance Audits and

Paragraphs that appeared in Audit Report (PSUs) and discussed by CoPU was as
under:

Table 1.16: Performance Audits/ Paragraphs appeared in Audit Reports vis-a-
vis discussed (as on 30 September 2015)

; : Number of Performance Audits/ Paragraphs
Period of Audit : . :
Report Appeared in Audit Report Paragraphs discussed
PAs Paragraphs PAs Paragraphs
2002-03 3 17 2 16
2003-04 2 18 1 18
2004-05 4 19 2 18
2005-06 5 26 0 21
2006-07 5 20 3 19
2007-08 + 19 1 9
2008-09 3 23 0 13
2009-10 2 11 0 2
2010-11 2 18 2 17
2011-12 2 12 0 8
2012-13 3 10 0 4
2013-14 2 9 0 <
Total 37 202 11 154
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Compliance to Reports of Committee on Public Undertakings (CoPU)

1.26  Action Taken Notes (ATNs) to 140 Paragraphs in 35 Reports of the CoPU
presented to the State Legislature between July 2004 and March 2015 have not
been received (December 2015) as indicated in 7able below:

Table 1.17: Compliance to CoPU Report

Year of Total number of i
Total number of . .| No. of reccommendations
ettt CoPU Reports™ FECanEMSOstORs i where ATNs not received
Report P the CoPU Reports
2004-06 2 6 6
2006-08 5 57 9
2008-11 2 15 2
2011-14 i 53 25
2014-16 19 100 98
Total 35 231 140

These Reports of CoPU contained recommendations in respect of Paragraphs

pertaining to seven Departments, which appeared in the Report of CAG of India
for the years 1994 to 2011.

It is recommended that the Government may ensure:

(a) sending of replies/ Explanatory Notes to Inspection Reports/ Paragraphs/
Performance Audits and ATNs on the recommendations of CoPU as per the
prescribed time schedule;

(b) recovery of loss/ outstanding advances/ overpayments within the prescribed
period; and

(c) revamping of the system of responding to audit observations.

" Total number of the Reports of CoPU presented to the State Legislature between July 2004 and March 2015 is
205.

( .« L
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Performance Audits

2.1 Raising forest plantations and implementation of ecotourism
projects by Kerala Forest Development Corporation Limited

|Executive Summary ]

Introduction

Kerala Forest Development Corporation Limited (Company) is a joint
undertaking of Government of India (Gol) and Government of Kerala (GoK)
engaged in raising of forest plantations, cultivation of cash crops and
ecotourism activities.

Replantation activities

The Company could not achieve the target fixed for replantation in any year.
Replanting was not carried out in the immediate replanting seasons in eight
plantations with delay up to six years. The resultant potential loss of yield of
pulpwood was 2318.05 MT valuing 0.80 crore.

Harvesting activities

Due to dependence on two user companies, deficient marketing strategy,
failure to dispose of plantations with poor growth and exclusion of matured
plantations in the schedule of harvesting, wood billets worth 39.65 crore
(28219 MT) was not harvested from an area of 1073 hectares.

Failure of plantations

Due to improper weeding and selection of wrong species, six plantations had
failed resulting in wasteful expenditure of I2.96 crore.

Thinning activities
The Company failed to carry out thinning in 69 per cent of the area which
were due for thinning.

Cultivation of cash crops

Due to failure of the Company to carry out intensive management in the entire
area available, timely replanting and standard agronomic practices, there was
significant shortfall in the productivity of the cash crops leading to loss of
revenue amounting to ¥45.70 crore.

Ecotourism activities

Absence of safari vehicles, drinking water facilities, publicity, flexi-tariff and
online booking facilities contributed to low occupancy in the ecotourism
centres. Failure to get prior approval from Gol resulted in stoppage of two
projects midway, resulting in wasteful expenditure of 0.59 crore. Third
project was stopped as the land required was not available. Due to delay in
implementing eight projects, there was loss of potential revenue of
T10.72 crore.

J17
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Llntroduction |

2.1.1 Kerala Forest Development Corporation Limited (Company) was
incorporated in January 1975 as a joint undertaking of Government of India
(Gol) and Government of Kerala (GoK) with the main objectives of acquiring
and purchasing reserved/ unreserved forests and other land to raise plantations
of industrial use and cultivating cash crops. The Company is also engaged in
ecotourism activities.

Forest plantations of the Company comprised of eucalyptus, acacia
auriculiformis and acacia mangium (pulpwood for newsprint and paper
industries), albizia and casuarina (softwood for matchbox/ plywood industries),
medicinal plants and teak. Cash crops of the Company comprised of
cardamom, cashew, coffee, green tea leaves, pepper and rubber.

| Organisational set up ]

2.1.2 The registered office of the Compangl is located at Kottayam with six
Divisions at Thiruvananthapuraml, Punalur’, Gavi’, Munnar®, Thrissur’ and
Mananthavady®. A Board of Directors comprising of five official and five
non-official directors manages the Company. Managing Director is the Chief
Executive of the Company, who is assisted by Assistant General Manager and
seven Divisional Managers’.

Audit Objectives

2.1.3 The main objectives of the Performance Audit were to ascertain
whether:

» the forest plantations raised through efforts of the Company were
effective and economic to meet the domestic and industrial needs for
forest produce; and

» implementation of ecotourism projects led to bringing projected
revenues to the Company.

Scope of Audit

2.1.4 The working of the Company was last reviewed and the audit results
were included in the Report of the Comptroller and Auditor General of India
for the year ended 31 March 2001 (Commercial)-GoK. Committee on Public
Undertakings (CoPU) discussed the Report in January 2005 and included
recommendations in its 76™ Report (2004-06).

The present Performance Audit covered the activities of the Company during
the period from 2010-11 to 2014-15 with reference to the above audit
objectives.

! Anakulam, Arippa, Kottoor and Palode are the subunits under Thiruvananthapuram.

? The four subunits under Punalur are Achenkovil, Karavoor, Pathanapuram and Punnala.
* There are four subunits under Gavi Division viz. Gavi, Meenar, Pampa and Kochupampa.
* Subunits under Munnar Division are Silent Valley, Mankulam, Kadalar and Koottakuzhy.
* Chembamkandam, Mayannur, Pakuthipalam and Pothumala are the subunits in Thrissur.
¢ There are two subunits viz., Kambamala I and Kambamala II under Mananthavady.

7 One Divisional Manager is posted at registered office and six at respective divisions.

(=)
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Audit Methodology

2.1.5 The methodology adopted for attaining the audit objectives, with
reference to audit criteria, consisted of review of files and various records
maintained by the Company pertaining to planting, extraction and ecotourism
activities.

The audit objectives, audit criteria and scope of the Performance Audit were
explained to the Management and Government in the Entry Conference held
on 11 May 2015. The audit of records of the Company was conducted during
February 2015 to September 2015.

Audit findings were issued to Management/ Government in October 2015.
Audit findings were also discussed with Forest and Wild Life Department,
GoK and Management of the Company in an Exit Conference held on 16
November 2015. The views and replies expressed by them have been given
due consideration while finalising the Report.

Audit Criteria

2.1.6 The source of audit criteria was derived from the following:
Forest (Conservation) Act, 1980;

Management Plans of the Company;

Plantation Journals® maintained in the Divisions of the Company;
Guidelines/ standards prescribed by various Boards/ Agencies;
Best practices prevailing in the plantation sector;

Orders and circulars issued by Governments; and

Detailed project reports of ecotourism projects.

rAudit Findings

2.1.7 The Company was incorporated with the main objective of raising man-
made forests to meet the domestic and industrial needs for forest produce.
Audit analysed the economy and effectiveness of the plantation activities of the
Company in meeting the demand for forest produce. Similarly, the efforts of
the Company to augment revenue through ecotourism activities were also
examined. Audit findings are discussed in the succeeding paragraphs.

Share of the Company in meeting demand for pulpwood and teakwood in
the State

2.1.8 Total demand for pulpwood and teakwood in the State during the period
from 2010-11 to 2014-15 was as given in Table 2.1:

SPlantation journals are maintained for each plantation, wherein all the details such as history of earlier
plantation, raising of nursery, planting, maintenance, inspections conducted, measurements of trees,
harvesting, etc.,are recorded.
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Table 2.1: Statement showing demand and supply of

pulpwood and teakwood
Particulars 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
9

Demand for Fripwood 1,75,532 | 1,75,532 | 1,75,532 | 1,75,532 | 1,75,532
(stacked ton)
LAmgNT'= pridricisn 22979 | 26927| 17,155| 18,764 | 18,004
(stacked ton)
Feveeniags of Compary's 13.09| 1534 9.77 10.69| 10.26

share

10
8;5’)’”‘1 for teakwood 63,000 | 63,000 63,000 63,000 63,000
?L‘;‘})‘pa“y s production 83543 | 36.43 000 16298 32.11
Percentage of Company’s 133 0.06 0.00 0.26 0.05
share

It could be seen from the above Table that the Company could meet only 9.77
to 15.34 per cent of total pulpwood demand in the State, while in respect of
teak, the Company could meet less than two per cent of total demand in the
State. The State Government had not fixed any target for the Company for
supply of pulpwood and timber in the State.

Government replied (November 2015) that share of the Company against total
pulpwood demand was not negligible, considering the area under pulpwood
plantation in the Company. Similarly, the extent of teak plantation with the
Company was only 1.57 per cent as compared to teak plantations under Forest
Department, GoK.

The reply was not acceptable as there were deficiencies in land management
and plantation activities which also contributed to negligible share in meeting
the demand for timber and cash crops, as discussed below.

Land Management

2.1.9 To meet the raw material requirements of wood based industries, it was
proposed to raise and maintain large scale man-made forests of economically
useful species. Land for the envisaged plantation activities was expected to be
transferred by the Forest Department, GoK. The issues noticed in land
management are discussed below.

Transfer of land and its utilisation

2.1.10 As per the project report prepared by the Company, a programme of
raising plantations in a vast area of 74650 hectares (Ha) was envisaged which
was to be transferred by GoK. GoK, however, leased'' out only 9583.22 Ha (13
per cent) of land to the Company up to 1980 which consisted of trees of natural

° Worked out based on the annual pulpwood requirement of Hindustan Newsprint Limited.

'* In the absence of demand figures, total production during the year 2010-11 in the State has been adopted.

""The Government fixed (GO (MS) No.2/2002/F&WLD dated 05.01.2002) the lease rent as T50 and Y200 per
Ha per annum for tree plantations and cash crops respectively with effect from 01April 2001.

( 1
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growth in reserved forest. The Company clear-felled the natural grown trees
and afterwards, wood plantations and cash crops were raised in the area.
However, with the enactment of Forest (Conservation) Act, 1980, GoK took a
policy decision not to clear-fell natural forests even for afforestation activity.
Therefore, GoK did not transfer forest land to the Company after 1980 and the
activities of the Company were truncated to 9583.22 Ha.

Thus, non-availability of sufficient land was a major impediment in
furtherance of plantation activities of the Company.

Underutilisation of land

2.1.11 In addition to the land of 9583.22 Ha leased out by GoK, the Company
also possessed an area of 454.32 Ha consisting of four estates'? (rubber and
coffee plantations) in Thrissur Division entrusted by the GoK for management.
Besides, GoK had transferred an area of 16.47 Ha for operating orchidarium,
floriculture centre and sandal oil factory at Wagamon, Munnar and Marayoor
respectively. Utilisaton of land by the Company was as detailed in Table

below:
Table 2.2: Statement showing utilisation of land by the Company
Particulars Area (Ha)

Timber Plantations 6886.35"

Cash crops 1695.47"

Orchidarium, offices and other infrastructures 32.49

Grassland in high elevation area utilised for ecotourism

activities. 668.07

Unproductive area (rocky patches, marshy land, etc.) inside

their plantations. 358.58

Unutilised old cardamom plantations and reed patches 413.11
Total 10054.07

The details 0f 413.11 Ha of unutilised land are given in Table below:

Table 2.3: Statement showing unutilised land with the Company

Particulars” Area (Ha)
Old cardamom plantations (Gavi division) 330.80
Old cardamom plantations (Munnar division) 49.34
Sub total 380.14
Reed patches 3297
Total 413.11

The area of 380.14 Ha comprised of erstwhile cardamom plantations planted
before 1980 in Gavi and Munnar Divisions. The Company did not utilise the

12 Vettiyil, Meiraflores, Beatrice and Rosary estates.

13 Pulpwood 4622.64 Ha, Bamboo 694.58 Ha, teak 1257.46 Ha, Softwood 86.65 Ha, Medicinal Plants 147.61 Ha
and Residual miscellaneous growth 77.41 Ha.

4 Cardamom 623.38 Ha, coffee 597.42 Ha, rubber 57.94 Ha, cashew 312.26 Ha, tea 100.67 Ha, and
pepper 3.80 Ha.




area (330.80 Ha) in Gavi Division due to high wildlife grazing and hence, the
area turned out to be dense forest. Similarly, cardamom plants in the old
cardamom plantations measuring an area of 49.34 Ha in Munnar Division
were also prone to wildlife attack. Hence, these areas required power fencing
before replanting which was not done.

Further, the Company had not included the reed patches measuring an area of
32.97 Ha in the schedule of harvesting and consequently, did not harvest the
reeds.

During the Exit Conference (November 2015), the Government stated that it
would not be desirable to construct power fencing around the area of
380.14 Ha as some of the area fell under elephant corridors. Similarly, power
fencing would not be effective against small animals like bonnet macaques,
etc., which were common in the area and caused damage to cardamom
plantations.

The contention of the Government was not acceptable as the entire area was
cardamom plantations earlier. Besides, the Company did not make any effort
to identify the areas suitable for cardamom cultivation within the 380.14 Ha.
Moreover, as the Company carried out cardamom cultivation in areas adjacent
to 380.14 Ha of land, damage by small animals, as pointed out by the
Government, for not constructing power fencing could not be justified.

Recommendation No.l1: Effective steps may be taken to construct power
fence to utilise the unutilised area.

| Plantation activities

Planting operation

2.1.12 The timber plantations of the Company comprised of pulpwood,
bamboo, teak, softwood and medicinal plants. The activities involved in
planting operations are given in Chart 2.1.

Chart No.2.1: Chart showing plantation activities

Preparation of management plan
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Raising of plantations
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Maintenance
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Harvesting
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Since the land under possession of the Company for plantation activities was
limited, choice of espacement'’, timely replanting, selection of species to
plant, selection of site, protection and early maintenance, etc., assume greater
importance. There were, however, lapses on the part of the Company in
respect of the above as discussed in the succeeding paragraphs.

Preparation of Management Plan

2.1.13 As per the Forest (Conservation) Act, 1980, prior approval of Central
Government is mandatory before undertaking works in forest area including
clearing of trees for reforestation, for which, Management Plans are required to
be submitted to the Ministry of Environment and Forest (MoEF), Government
of India for approval. No plantation activity can be carried out in any forest
area without an approved Management Plan.

Plantations activities during 2010-11 to 2014-15 were covered by three
Management Plans. The Management Plan for the five year period ended
2011-12 covered 2010-11 and 2011-12. The modified Management Plan for
the five year period commencing from 2012-13 was submitted to Government
of Kerala in June 2012, which was forwarded to MoEF in July 2012. Final
approval was received in June 2013 for two years i.e. 2012-13 and 2013-14.
For the year 2014-15, proposal was sent by the Company in August 2014,
which was approved by MoEF in September 2014.

It was noticed that even before getting formal approval from MoEF, the
Company continued plantation activities in 2012-13 in violation of Forest
(Conservation) Act, 1980.

Government replied (November 2015) that though there was delay in
obtaining approval for Management Plan in all the five years, separate
approvals were not required for carrying out replanting activities in the areas
harvested as per approved Management Plan.

The reply was not acceptable because the Government had not addressed the

issue on unapproved harvesting which is a violation of Forest (Conservation)
Act, 1980.

Replanting activities |

Shortfall in replanting

2.1.14 The basic objective of replanting scheme is to undertake timely
replanting so that clear-felled areas are replanted in the next planting season.
The replanting carried out by the Company was at variance with those specified
in the Management Plan approved by MoEF. Plantations targeted for replanting
in each year and actual replanting done in these plantations was as given in
Table 2.4

'S Denotes the distance from one plant to another in all directions in a plantation.
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Table 2.4: Replanting — Target Vs Achievement

(Area in Ha)

e 2010-11 2011-12 2012-13 2013-14 2014-15
S Target | Actual | Target | Actual | Target | Actual | Target | Actual | Target | Actual
Pulpwood | 626.16 | 133.94 | 695.37 | 41.77 | 432.49 | 81.91 | 1125.78 | 42.83 | 211.68 | 48.01
Teak and 86.74 | 21.54 | 4726 | 36.60 | 61.99 | 4624 | 167.40 | 5.00 | 8.00 Nil
albizia
Total 712.90 | 155.48 | 742.63 | 78.37 | 494.48 | 128.15 | 1293.18 | 47.83 | 219.68 | 48.01
Percentage
of shortfall 18 89 L 96 L

Audit observed (April to July 2015) that the shortfall in replanting was due to
delay in harvesting. The delay on the part of contractors/ user companies in
completing the harvesting and failure to ensure availability of workers for
replanting also affected the replanting schedule. These issues are discussed in
detail in succeeding paragraphs.

Loss of replanting season

2.1.15 In the forestry sector, climate largely dictates the timing of replanting
operations since plant seedlings are to be planted as early as possible during the
monsoon season so that the plant can establish deep roots system before the
onset of next dry season. As per the policy of the Company, replanting has to
be done in the month of June, i.e. in the beginning of monsoon.

Audit noticed that the Company could not carry out replanting in the
immediate replanting seasons in eight plantations. measuring an area of
143.78 Ha as detailed below.

. The user companies HNL'® and TNPL'” and contractors did not hand
over the plantation area on due dates. In five pulpwood plantations
measuring an area of 92.14 Ha, there were delays ranging from 1 to 5
years. Though the Company levied penalty of 32000 per Ha of
unfelled area for failure to complete the harvesting in a timely manner,
it did not prevent the user companies/ contractors from delaying the
extraction activities beyond the due date.

& An area of 11.50 Ha (Punalur Division) comprising teak plantation was
returned by the contractor in July 2009 against the stipulated month of
April 2009, resulting in loss of one replanting season. Replanting was
done only in 2011 due to failure to ensure availability of workers for
replanting, resulting in loss of one more replanting season.

° Teak plantation measuring an area of 33.14 Ha in Pathanapuram
subunit of Punalur Division was awarded (December 2009) for
extraction to two individuals. Though the extraction was completed in
April 2010, replanting in this area with teak seedlings was carried out
only during May-July 2011. As the raising of seedlings require one
year, the nursery works should have been commenced in 2009. Audit,
however, noticed that the Division started nursery works only in May

' Hindustan Newsprint Limited.
"7 Tamilnadu Newsprint & Papers Limited.
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2010. As a result, the planting was delayed by one year.

*  For the optimum utilisation of available land, it was very important to
replant failed plantations without further lapse of time. Audit, however,
noticed that there was inordinate delay of six years in replanting one
failed albizia plantation in Palode subunit of Thiruvananthapuram
Division as detailed in 7able below:

Table 2.5: Statement showing delay in replantation

Soites Area Year in which Reason for Year of Delay
P (Ha) | plantation failed failure replanting | (in years)
Albizia | 7.00 2006 Fireiwplaotation | o 5 6
in 2006

Audit noticed that due to loss of replanting seasons, the yield from the
plantation raised subsequently was also extended correspondingly. The
potential loss of yield has been worked out as 2318.05 MT of pulpwood
valuing Z0.80 crore'®.

Government stated (November 2015) that it was difficult to stick to the
schedule of operations due to various reasons and that the Company had
completed replanting and regeneration in all the harvested area as of July
2015. It was also assured that felling activities would be stopped by April end
in the currency of new Management Plan so that the area could be replanted in
the same replanting season.

Short planting of seedlings due to wrong espacement

2.1.16 Espacement is the initial spacing between plant seedlings which is
adopted to avoid intense competition leading to mortality in densely stocked
planatations. The standard espacement of eucalyptus (2m x 2m) allows to plant
2500 seedlings in a hectare.

Audit observed (April to July 2015) that the DM, instead of following the
standard espacement given in the Management Plan, followed increased
espacement of 2.5m x 2.5m in the effective area'’ in one plantation measuring
8.55 Ha in Thrissur Division. This resulted in short planting of 7775 seedlings.
Considering the average yield of 80 MT per Ha in the eucalyptus plantations,
the short planting of 7775 seedlings would result in shortfall in yield of
248.80%° MT valuing %9.70 lakh at the rate of 3900 per MT.

While admitting audit observations, the Government stated (November 2015)
that action would be taken to ensure adoption of prescribed espacement for all
the species.

% Worked out by multiplying number of replanting seasons lost with proportionate average yield.

Proportionate average yield is the yield per Ha divided by rotation period. Teak plantations are excluded
as the rotation period fixed is 50 years.

Effective area is actual area available for replanting excluding rocky patches, streams, marshy lands, roads,
etc.

2 8OMT x (7775/2500).

21 Notified price as on 31 March 2015.
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Failure of plantation due to selection of wrong species

2.1.17 Albizia and acacia species are susceptible to wildlife attack. Planting of
these species in areas where browsing of wild animals is high ought to be
avoided. Despite this, during June 2011 and July 2012, the Divisional Manager,
Thiruvananthapuram, planted these species in areas where browsing of wild
animals was high. This resulted in failure of two plantations as shown in Table
below:

Table 2.6: Details of expenditure incurred on failed plantations

Expenditure
:L‘ Subunit Species ‘l(::;::f g:; incurred
¢ i (% in lakh)
1 Kottoor el 2012 4.64 3.47
auriculiformis
2 Arippa Albizia 2011 2.50 2.31
Total 7.14 5.78

Thus, wrong selection of species resulted in wasteful expenditure of ¥5.78 lakh
and loss of potential yield. Further, Divisional Manager had not taken any
efforts to utilise 4.64 Ha in Kottoor subunit by replanting suitable species.

Government stated (November 2015) that acacia auriculiformis was planted
because it was generally less affected by wildlife damages compared to albizia
and a successful acacia auriculiformis plantation of 2006 was present on the
boundary of this area. It was further stated that albizia plantation in 2.50 Ha
was taken up as the earlier albizia plantation in the area was successful and the
area was having private revenue land and office cum quarters in its
surrounding area.

The reply was not acceptable since the Management Plan had proposed to
replant such areas with other species. This proposal was mooted after
considering high rate of damages to albizia and acacia plants in the area due to
grazing by wild animals. Despite this, the Company went ahead with planting
albizia and acacia auriculiformis species which were susceptible to wildlife
attack.

| Harvesting activities 1

2.1.18 The rotation period for each species is fixed after considering the
growth, qualitative requirements of users and economy in marketing. Since
replanting activities depend on harvesting, it is very important to adhere to the
rotation period fixed in the Management Plans for harvesting.

In this connection, it was also observed that CoPU, in its 76 Report, on an
earlier audit observation, had recommended for taking serious, practical and
vigilant management steps to avoid delay in felling trees after attaining crop
rotation. Scrutiny of records, however, revealed shortfall in harvesting and
consequent postponement of replanting as discussed below.

( 1
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Shortfall in harvesting

2.1.19 The rotation period fixed for harvesting of different species was as
given in Table below:

Table 2.7: Details of rotation period fixed for different species

Species Rotation age

Eucalyptus Seven years

Acacia auriculiformis | Clear-felled after 14™ year for timber production.
Plantations not worth retaining for timber are clear-felled
in 7" year for pulpwood.

Acacia mangium Seven years

Bamboo Bamboo matures after 10 years of planting. Thereafter,
four years’ cycle for harvesting was followed.

Albizia falcataria Seven years

Pulpwood from plantations is harvested mainly through allotment to user
companies (HNL and TNPL) as standing crop. Extraction of wood plantations
for timber is done through tender cum auction method either as outright sale or
departmental extraction.

During the period from 2011-12 to 2014-15, plantation in an area of
2462.34 Ha had matured for harvesting. Audit scrutiny revealed that an area of
1072.89 Ha, constituting 43.57 per cent of the matured plantation, had not
been extracted so far (September 2015). The details are given in Table below:

Table 2.8: Details of delay in extraction of matured plantations

(Area in Ha)
Area pending extraction Percentage
SL Name of R sonl Area by of total
: Planta- | matured More | area not
No. species thons s extracted 1105 |6t510 lihan 10lextracted area not
extracted
years |years |years
1 |Eucalyptus 84 1638.95 734.43| 628.70| 255.82| 20.00| 904.52 55.19
Acacia
2 |auriculiformis 13 151.99 140.89 0.00| 11.10 0.00 11.10 7.30
Acacia
3 |mangium 23 44221 404.09| 23.04| 15.08 0.00 38.12 8.62
Bamboo 2 134.70 20.00| 114.70 0.00 0.00| 114.70 85.15
5 |Albizia 9 94.49 90.04 4.45 0.00 0.00 4.45 4.71
Total 131 2462.34| 1389.45| 770.89| 282.00/ 20.00] 1072.89 43.57

Government replied (November 2015) that:

i.  Audit included plantations maturing in 2015 also in the 7able;
ii.  Plantations with dealy of more than 10 years was the only one
plantation of 1978 which was of poor growth;
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iii.  Oldest acacia auriculiformis plantation was planted in 1999 and
therefore, observation on delay of 10 years was incorrect;

iv.  Out of the total area shown as the ‘area not extracted’ (acacia manjium
plantations), only an area of 15.28 Ha was prior to the year 2008;

v. 4.45 Ha of albizia plantation figured in the list of ‘nof extracted’
plantations was a failed plantation.

The replies were not acceptable because:

i.  Audit considered plantations which were included in the schedule of
harvesting for the period up to 2014-15 and plantations which reached
rotation age for harvesting up to 2014-15 as per Management Plans;

ii.  As per the schedule of harvesting in the Management Plan for the
period from 2015-16, moderate yield of 1000 MT was expected from
the 1978 plantation (20 Ha) which was stated to be of poor growth by
the Company;

iii. ~ Maximum delay of 10 years was noticed in 4.30 Ha of plantation
(planted in 1998) in Punalur division which remained to be harvested
even though included in the schedule of harvesting of Management
Plan for the period commencing from 2012-13;

iv.  Government did not take into account 22.84 Ha of plantation area left
out by user companies after partial extraction; and

v. Company planned to harvest 223 MT of albizia billets from the
plantation as per schedule of harvesting in the Management Plan for
the period 2015-20.

After analysing the extraction/ harvesting activities, Audit observed that
following were the reasons for not extracting the matured plantations in time.

Dependence on two user companies for sale of pulpwood

2.1.20 There were at least 18 industrial units manufacturing paper in South
India, in public and private sectors®>. The Company, however, depended fully
on HNL and TNPL for the sale of pulpwood plantations. During the audit
period, the entire pulpwood was sold to these two public sector undertakings on
allotment basis.

Aggravating the situation further, HNL, which on an average, had bought
10662 MT of pulpwood annually, stopped purchasing pulpwood from the
Company from 2013-14 onwards due to subsidised sale of pulpwood by GoK
to HNL. This made the Company solely dependent on TNPL. In the event of
TNPL stopping purchase, the Company would not be able to find buyers for
the pulpwood. The Company did not take any steps to find other buyers for
pulpwood.

Government replied (November 2015) that it could sell entire available
pulpwood quantity from all reasonably stocked pulpwood plantations to HNL
and TNPL. It was also stated that they had contacted other three industrial
units to sell pulpwood to them which did not materialise. Concurring with

*? List of indigenous mills recognised by Government of India for the purpose of claiming exemption from
excise duty (Source: Registrar of Newspapers for India, Government of India).
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Audit observation, the Company also stated that steps would be taken to get
alternate buyers.

The reply was not acceptable as there was failure on the part of the Company
to harvest the matured plantations. Further, from the year 2013-14 onwards,
for the sale of pulpwood, the Company solely depended on TNPL.

Deficient marketing strategy

2.1.21 As per Kerala Forest Code (Volume-I), sale of the right of felling,
collection and removal of timber shall be effected only through widely
advertised public auctions.

Audit noticed that though the Company was not able to find buyers for the
matured pulpwood plantations, it did not resort to open tendering of these
plantations. The Company followed the marketing method of Kerala Forest
and Wildlife Department which allotted raw material to industries like HNL
on mutually agreed terms and conditions which was also in violation of codal
provisions.

Government stated (November 2015) that the MoEF, Government of India,
had imposed (June 2013) ban on felling established §rowth of miscellaneous
species in the plantation area and understocked® portions of softwood
plantations which prevented it from going ahead with the tender floated in
February 2013 to dispose of eucalyptus clonal plantations.

The reply was not acceptable since ban was applicable only for understocked
plantations and the Company could have opted for tendering in other
plantations with normal stock. It was also noteworthy that though the
eucalyptus clones plantations were of poor growth in terms of girth, they
performed well in the matter of stocking. As such, these plantations were not
understocked.

Further, cancellation of the tender had nothing to do with growth of trees but
was due to uneconomical rates as discussed in Paragraph 2.1.22.

Failure of the Company to dispose of plantations with poor growth

2.1.22 The Company did not extract an area of 452.45 Ha of eucalyptus
clones® plantations, raised during the period 2001-2005, which were included
in the schedule of harvesting of Management Plans for the period from 2010-11
to 2014-15. The growth of these plantations was very poor due to non-
suitability of the clones in the climatic conditions of Kerala. The user
companies did not come forward to extract the plantations at the notified price
due to low girth of wood.

In March 2011, Kerala Forest Research Institute, Peechi reported that the
eucalyptus clones plantations were beyond the scope of recovery and retaining

 Understocking denotes low density of trees in plantations.
* Eucalyptus clones were raised as part of World Bank aided Kerala Forestry Project.
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or coppicing®® might not yield any increment. Hence, it was recommended to
clear-fell and replant the area with suitable species to make the area more
productive. However, the Company did not take any action on it till February
2013, when a tender was floated to dispose of the plantations. The tender did
not yield results as the rates quoted were below notified price and the
Government did not give permission to sell eucalyptus wood below notified
price. The Expert Committee appointed by the Government”® recommended
(July 2014) for conducting a fresh tender cum auction sale to dispose of the
eucalyptus clones plantations. The Company, however, did not invite fresh
tender so far (September 2015).

Audit observed (April to July 2015) that the failure to dispose of the above
plantations resulted in postponement of replanting in the area. This also
resulted in potential loss of yield of 16852.03 MT?’ of eucalyptus wood
valuing ¥6.25 crore®.

Government stated (November 2015) that the ban on felling the miscellaneous
trees and understocked portions in the eucalyptus clones plantations was the
reason for non-disposal of these plantations. It was also stated that there may
not be any potential loss of yield as the established miscellaneous growth was
growing in the area during the period.

The reply was not acceptable since the plantations were included in the
Management Plans for clear-felling and replanting. The delay had caused
potential loss of yield. Further, the Company had not carried out any
enumeration and valuation of miscellaneous trees in the plantation area.

Recommendation No.2: The Company should evolve a system for carrying
out harvesting and replanting activities as per the schedules fixed in the
Management Plan. The Company should also resort to open tendering for
sale of the matured plantations as per the provisions of Kerala Forest Code.

Failure to include matured plantations in schedule of harvesting

2.1.23 To get approval from Central Government, matured plantations have to
be included in the schedule of harvesting in the Management Plans. Exclusion
of a matured plantation from the schedule would make extraction activities in
the plantation area impossible. It was, however, noticed that the Company did
not include all the matured plantations in the schedule of harvesting for getting
approval from the Central Government. Out of the total area of 1072.89 Ha not
extracted, an area of 274.66 Ha was not included in the schedule of harvesting
due to which the Company could not carry out extraction activities in these
matured plantations (Appendix 3). Further, as these plantations were not
included in the schedule of harvesting in the Management Plans, they were also
excluded from the replanting schedule resulting in non-utilisation of land.

»Coppicing denotes the method of felling trees to ground level after retaining the main stumps for allowing the
shoots to regrow from that main stump.

* Committee was formed under Kerala Forest Produce (Fixation of Selling Price) Act, 1978.

7 Potential loss is worked out based on the average expected yield of 60 MT/ Ha from a eucalyptus plantation
with the rotation age of seven years.

*® Worked out on the basis of notified price of eucalyptus billets as on 31 March 2015.
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Government replied (November 2015) that out of 16 plantations pointed out
by Audit, 10 plantations achieved maturity in the year 2014 and were expected
to get yield of 10 to 30 MT per Ha only. Due to the then prevailing ban on
felling understocked softwood plantations, these plantations were excluded.
Other plantations were left out due to omission/ low growth/ failure of
plantations.

The reply was not acceptable as all the plantations had attained the rotation
age as per the approved Management Plan. The Company also expected to get
a yield of 30 to 60 MT per Ha from the above mentioned 10 plantations as per
the harvesting schedule.

It was also noticed that the user companies had failed to harvest 149.69 Ha of
matured plantation area allotted to them and returned the area.

Audit further observed (April to July 2015) that delay in harvesting of matured
plantations adversely affected the replanting schedule of the Company. The
Company expected to get 26041 MT of pulpwood, 2000 MT of bamboo and
178 MT of albizia timber from the plantations. The failure to carry out
extraction in these plantation areas resulted in non-realisation of expected
revenue of 9.65 crore.

Maintenance activities

2.1.24 Audit noticed deficiencies on the part of the Company in initial
maintenance of plantations leading to failure of plantations as discussed below:

Failure due to improper maintenance

2.1.25 Weeds growth is one of the challenges to the plants in the initial stages
of growth. Weeds are undesired plants in the cropping system as they flourish
at the cost of the desired species. The weed species may overtop the natural
forest tree species and reduce the forest productivity. Hence, carrying out
proper weeding according to necessity is vital for the success of plantations.

It was noticed that four plantations had failed due to improper weeding which
rendered the expenditure of 2.90 crore wasteful as detailed in Table 2.9:

Table 2.9: Details of wasteful expenditure due to improper weeding

Period
Expenses | from which
;l' Species ‘aea:l;i(;f Division | Subunit ?I;:;‘ incurred | plantation
o P g (% in lakh) | remaining
unutilised
2009 to
1 | Teak 2012 Punalur | Pathanapuram | 197.03 261.57 | March 2015
2 | Teak 2011 Thrissur | Mayannur 8.28 7.78 | May 2013
Red . February
3 e 2010 Thrissur | Mayannur 13.00 15.55 2013
4 |[Red 15011 | Thrissur | Mayannur 5.80 5.01 | May 2013
sanders
Total 224.11 289.91
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Reasons for failure of these plantations are discussed below.

During the period from 2009 to 2012, teak plantations were raised in
an area of 197.03 Ha® in Punalur Division. The teak plantations were
declared (March 2015) as failed plantations by the DM due to heavy
weed growth. For the survival of the plantation raised during 2013
(27.50 Ha") also, intensive cultivation activities were required to be
carried out. Similarly, the growth rate of plants in the teak plantation of
8.28 Ha planted in 2011 in Thrissur Division was also not satisfactory
due to heavy weed growth. As the stock was about 20 per cent it was
decided that the plantation would not be maintained further.

Audit observed that though spade weeding had to be carried out as the
first weeding in the year of planting, the Divisions carried out knife
weeding®' only. Further, it was also noticed that 2 to 4 weedings were
carried out in each year which were ineffective. Due to failure to carry
out spade weeding and ineffective weedings carried out subsequently,
the above mentioned plantations had failed.

The Management stated (November 2015) during the discussion in
Exit Conference that not doing spade weeding during the first year was
not the only reason for failure of the teak plantations as there were
multiple reasons for failure which were not specified. It was, further,
stated that in teak stump sprouting, spade weeding could not be
considered due to chances of soil erosion.

The reply was not acceptable since the working plans of the Forest
Department provided for spade weeding (during May-June) in the teak
plantations rasied with teak stump sprouting. Further, as per Kerala
Forest Department Package of Forest Practices (2009), first weeding in
teak plantation after replanting should be spade weeding. It was also
noticed that teak plantations raised in the same areas’> in both the
Divisions subsequently were healthy and promising which indicated
that suitability of the land for teak plantation. Thus, ineffective
weeding carried out during the period from 2009 to 2013 was the
reason for failure of the plantations.

Similarly, though three weedings were carried out in the first two years
of planting in the two red sanders plantations given in Table 2.9, the
plantations were infested with heavy weed growth which eventually
resulted in abandonment of plantation without further maintenance.

The Government stated (November 2015) that weed suppression and
fire during 2012 were the reasons for failure of the red sanders
plantations.

» Block I, II and I1I of Kudappanakulam coupe under Pathanapuram subunit.

** Block III and IV of Kudappanakulam coupe under Pathanapuram subunit.

*! In spade weeding grass and weeds are uprooted but in knife weeding, only the stumps are cut and root
remains.

32 Teak plantations of 42 Ha raised in 2014 and 2015 in Pathanapuram subunit of Punalur Division and
6.25 Ha raised in 2010 in Mayannur subunit of Thrissur Division.

( 1
1 # )



Chapter Il — Performance Audit

+uv 1oply was not acceptable because stock of the plantation was less
than 10 per cent even before the fire had broken out in February 2012.
Weed growth was the main reason for the failure of these plantations.
It was also noteworthy that the presence of excessive weeds in the
plantation was catalytic in spreading fire.

Recommendation No.3: The Company should monitor and hold officers
accountable for carrying out appropriate and timely maintenance activities.

Failure to carry out thinning

2.1.26 Thinning is the process by which the number of trees is reduced
gradually in various stages depending upon the growth of the crop in order to
provide optimum conditions required for the better growth of the remaining
plants. It provides sufficient growing space and reduces root competition. The
process of thinning not only facilitates optimum productivity but also gives
short term revenue to the Company through disposal of thinned trees. Thus,
failure to carry out thinning in a timely manner would adversely affect the
growth of existing trees. The schedule fixed for carrying out thinning for
various species is given in Table 2.10:

Table 2.10: Statement showing period fixed for thinning

Species Particulars

Acacia Thinned during 6" year for pulpwood for facilitating growth of

auriculiformis | retained trees for timber production which are clear felled after
14" year.

Acacia Thinned at 6™ year and has a rotational age of 15 years.

crassicarpa

Gmelina To reduce the density and to facilitate growing space for the

arborea trees, thinning is carried out in the 4" year.

Teak The Company follows a schedule of 1%, 2" and 3™ thinning at
the end of the 5", 10™ and 18" year respectively for teak
plantation.

International Training Programme on Innovations in the Management of
Planted Teak Forests held at Kerala Forest Research Institute, Peechi, Thrissur
District (August/ September 2011) counted failure to apply thinning as one of
the factors causing low financial benefits from teak plantations. It advocated
for encouraging farmers to carry out thinning in teak plantations for better
economic benefits. Larger the deviation from the thinning schedule, lesser will
be the Net Present Value of future returns. This clearly indicated the adverse
effects of not applying thinning. After analysing the thinning activities of the
Company during the period from 2010-11 to 2014-15, Audit noticed that
thinning was not done in respect of 69.40 per cent of matured area as the
expected sale proceeds from thinned material was not sufficient to meet the
cost of thinning due to poor growth/ stock. Besides, the Company had failed to
( ]
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include acacia crassicarpa and gmelina arborea plantations in the schedule of
thinning in Management Plans. The details are given in Table 2.11:

Table 2.11: Statement showing failure to carry out thinning operations

Area Range of
Area | Area not | percentage of | s o
SL. ' No.of |duefor | ... — d!| thinned delay in
N Name of species Plantations | thinning total area not thinning
2 thinned §
Area in Ha (in years)
1 | Acacia auriculiformis 30 604.89| 422.48 182.41 30.16 l1to7
2 |Teak 18 749.79 0 749.79 100.00 1to5
3 |Acacia crassicarpa 1 5.00 0 5.00 100.00 3
4 |Gmelina arborea 1 20.89 0 20.89 100.00 2
Total 50 1380.57| 422.48 958.09 69.40

In the absence of measurements of trees in the plantations, the impact on
growth of existing trees due to not carrying out thinning could not be
quantified by Audit.

Government stated (November 2015) that the Company would take earnest
efforts to carry out thinning operations in the plantations as per the
prescriptions. It also stated that there was no delay for thinning in gmelina
arborea plantation as it was due only in the 6™ year.

The reply was incorrect because Audit calculated delay in thinning with
reference to approved Management Plan which prescribed thinning in the 4™
year of planting, which was actually not done.

Failure to raise medicinal plants utilising Government grant

2.1.27 National Medicinal Plant Board (NMPB) sanctioned (January 2009) a
grant amounting to ¥1.69 crore to the Company for a project of raising
medicinal plantations in an area of 150 Ha. The main species envisaged in the
project were petrocarpus santalinus, gmelina arborea, garcina guttifera,
myristica fragrans, steropermum chelonoides and embelia ribes with
inter planting of other varieties of medicinal plants.

NMPB released (March 2009 and March 2012) ¥1.35 crore in two instalments.
The project had to be completed by March 2014. However, the Company
carried out planting only in an area of 97.76 Ha’® and utilised the grant
amounting to ¥1.23 crore. This resulted in refund of X0.11 crore (February
2015) and lapse of another ¥0.35 crore.

It was observed that MD had failed to identify suitable area and direct the
Divisions for planting medicinal plants as part of the project. As a result, in
addition to lapse of grant amounting to ¥0.46 crore, the Company could not
raise plantations of medicinal plants in an area of 52.24 Ha.

3 Petrocarpus santalinus 75.87 Ha, gmelina arborea 20.89 Ha and sterospermum chelonoides 1.00 Ha.

( 3 )
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| Cash crops |

2.1.28 The cash crops of the Company comprised of cardamom, coffee, tea,
pepper, rubber and cashew. Details of production of cash crops in the State vis-
a-vis by the Company were as given in Table below:

Table 2.12: Details of production of cash crops in the State vis-a-vis by the

Company (Figures in MT)

2011-12 2012-13 2013-14
State | Company | State Company | State | Company
Cardamom | 10,222 21.99 10,222 15.13 14,000 5.05

Cashew 36,740 26.88 317,919 43.79 33,375 25.85

Crop

Coffee 68,175 115.93 68,175 105.03 66,645 | 108.93

Tea 57,903 | 997.06 62,963 902.18 62,937 | 899.55

The activities carried out in cash crops plantations were not in Management
Plans up to 2014-15 and hence, specific approval from Central Government
under the Forest (Conservation) Act, 1980 was not obtained. It was noticed
that the productivity of cash crop plantations of the Company was lower than
the standard as discussed in succeeding paragraphs.

Low productivity of cardamom plantations

2.1.29 The Company had cardamom plantations spreading over an area of
623.38 Ha in Gavi, Munnar and Thrissur Divisions. Based on the intensity of
agricultural operations carried out, the Company had classified its cardamom
plantations as detailed in 7able below:

Table 2.13: Statement showing classification of cardamom plantations

Particulars Area (Ha)
Specially Treated Area (STA) 55.50
Treated Area (TA) 91.20
General Management Area (GMA) 476.68
Total 623.38

Intensive agricultural operations such as application of fertilisers, fungicides,
insecticides and irrigation were carried out in STA and TA**. These areas
were also covered with power fencing. However, weeding and base cleaning
before harvesting were the only operations carried out in GMA. Excluding an
area of 65 Ha in Gavi, remaining area of 411.61 Ha in GMA was not covered
with power fencing, leaving the area vulnerable to wildlife grazing.

Audit analysed the productivity of cardamom plantations where intensive
agricultural operations were carried out (STA and TA) and noticed significant
shortfall in yield of 243.81 MT valuing ¥17.55 crore, compared to State

3 Major difference between STA and TA is that the Company has provided mist irrigation facilities in STA
while manual irrigation is carried out in TA as per requirement.

( ]
35

L




Audit Report No.3 (PSUs) for the year ended 31 March 2015
T e e W S el F SN A M e e 0. e A S R R e e s

average productivity of dry cardamom (Appendix 4).

Government stated (November 2015) that the Company did not use
insecticides in the cardamom plantations which were situated inside reserve
forest. Hence, the productivity of plantations of the Company was not
comparable with State average productivity.

The reply was not acceptable as scrutiny of work distribution registers
maintained at subunits revealed that the Company had used insecticides like,
ekalux, acephate, hilban, etc., in its cardamom plantations. Further, there were
significant variations in productivity of plantations of the Company on a year
to year basis. Compared to highest production of 21.99 MT achieved in 2011-
12, there was shortfall in production during 2010-11 and 2012-15, which
ranged between 26 per cent and 78 per cent. Thus, the significant shortfall in
productivity compared to State average indicated further room for
improvement.

Factors adversely affecting the productivity of the plantations were as
discussed below.

® The Company limited intensive cultivation to STA and TA. The
average productivity of green cardamom® of STA and TA per Ha
during the period from 2010-11 to 2014-15 was 2735.95 kg and
1414.81 kg respectively whereas productivity in GMA was as low as
121.72 kg only.

® According to Spices Board, economic yield of cardamom plants starts
from third year of planting and it continues up to 8 tol12 years. Audit,
however, noticed that out of the total area of 623.31 Ha of cardamom
plantations, only 106.05 Ha (17.01 per cenf) would fall within the
economic life span of cardamom plants.

There was budgetary provision for carrying out replanting in an area of
57 Ha during the period from 2010-11 to 2014-15. However, the
Divisional Manager did not take any steps to replant the entire area but
limited to 30.20 Ha only due to shortage of workers to carry out
cultivation activities after replanting. It was noticed that 10 per cent of
the workers were deployed for miscellaneous work like driving, supply
of drinking water, office work, guides for ecotourism, etc.

Government stated (November 2015) that the cardamom plant varieties
in GMA such as Mysore, Malabar and Vazhuka are having economic
age above 12 years. Further,there was deployment of workers for other
activities as per Plantation Labour Act.

The reply was not acceptable because according to Spices Board, the
economic age of above three varieties was also 8 to 12 years.

¥ Green cardamom capsules collected from plantations are cured in the curing house to get dry cardamom
which is the final product. The Company did not keep separate accounts of dry cardamom from STA, TA

and GMA.
¥ 5 )
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Similarly, engagement of workers for office work, driving, guides for
ecotourism, etc., was not covered under the Plantations Labour Act,
1951. The significant shortfall in productivity of cardamom in GMA
necessitates immediate replanting.

® Though it was supposed to carry out various agricultural operations in
STA and TA, Audit noticed that the Divisions did not carry out the
standard cultivation practices’® for cardamom as detailed below.

» Scrutiny of work distribution registers maintained at subunits
revealed that mulching’’, one of the important activities was
carried out in Munnar Division only in one month i.e. February
2013. Likewise, plant bases of cardamom plantations in Gavi
Division were not mulched during 2011-12 and 2013-14.
During 2014-15, mulching was restricted to STA and no
mulching was done in TA.

> It was also noticed that forking®® was not carried out in Munnar
Division during 2010-11 to 2014-15. Similarly, it was also not
carried out in all STA and TA in Gavi Division to the extent of
six per cent to 73 per cent of the area during the period from
2010-11 to 2014-15.

» Pruning®, another important agricultural activity, was not
carried out in the STA and TA cardamom plantations of the
Company during the period 2010-11 to 2014-15.

Audit observed (April to July 2015) that the Managers of the respective
subunits and DMs had failed to carry out the agricultural practices
recommended by Spices Board in the cardamom plantations.

Government stated (November 2015) that workers engaged for weeding work
and soil application would carry out the mulching and forking works
respectively. It was also stated that pruning is not a cultural operation carried
out in cardamom plantations.

The reply was not acceptable as mulching and forking works carried out in the
plantations were recorded in the labour distribution registers separately.
Similarly, as per the accepted cultivation practices of Spices Board for
cardamom plantations, pruning was one of the important cultural operations.

Low productivity of cashew plantations

2.1.30 As of March 2015, the Company had cashew plantations in an area of
312.26 Ha in Punalur and Thiruvananthapuram Divisions. Audit analysed the

* Source: Spices Board.
Mulching is covering the plant base with dry leaves for reducing evaporation loss, suppress weed growth
and to maintain optimum soil temperature.
Forking is carried out at the plant base to enhance root proliferation, better infiltration of summer showers
and for improving soil aeration.
Pruning is undertaken with sharp sickles for removing the dead and hanging leaves.

( ]
37 |

L




Audit Regort No.3 gPS Usg éor the ¥ear ended 31 March 2015

productivity of the cashew plantations of the Company and noticed that the
productivity was far below the State average. The shortfall in yield during the
period was 1278.21 MT valuing X7.21 crore (Appendix 4).

The shortfall in yield was due to inadequate maintenance and failure to replant
old cashew trees as detailed below.

® A cashew tree starts bearing fruit after the third year of planting while
the economic life span of a cashew tree is about 20 years. Audit
noticed that out of 312.26 Ha of cashew plantations, trees in 163.39 Ha
had exhausted this life span. However, no action was initiated by the
Company to replant the aged trees.

® [In this connection, Audit also noticed that the Company did not take
any effort to avail of 50 per cent financial assistance from Directorate
of Cashew and Cocoa Development to replace senile plantations and
replant with high yielding varieties.

® As per the standard agricultural practices’’ in cashew plantations
application of manures and fertilisers, weeding, mulching, pruning,
irrigation and application of insecticides are very important activities
that ensure higher productivity.

Audit, however, noticed (May 2015) that no maintenance activity was
undertaken in the cashew plantations after 2011-12. During 2010-11
and 2011-12, activities like weeding, pruning, application of fungicides
were carried out in an area of 162.18 Ha (out 0of 312.26 Ha).

Government replied (November 2015) that the Company did not use
insecticides in their cashew plantations and hence, its productivity cannot be
compared with State average. As weeding was carried out by the contractors
who got the right to collect the cashew nuts from the plantations, no budgetary
provision was made.

The reply was not acceptable since very low productivity (8.04 per cent to
15.62 per cent of State average) indicates need for proper maintenance of
cashew plantation. Further, there were shortfalls ranging from 38.63 per cent
to 49.31 per cent in other years in comparison with maximum production
achieved in 2012-13 (437.95 MT). Similarly, weeding before commencement
of harvesting by contractors was not a contractual obligation on the part of the
contractors and even if it was done by contractors it could not be a substitute
for proper maintenance by the Company.

Low productivity of coffee plantations

2.1.31 Coffee plantations of the Company are spread over an area of
597.42 Ha, situated in Thrissur, Munnar and Gavi Divisions. The area is
inclusive of three estates handed over by the Forest Department for
management and collection of crops in December 2011.

“*Source: Directorate of Cashew and Cocoa Development (DCCD).
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The yield obtained from the coffee plantations of the Comipany was 1 wer than
the State average. Against the State average productivity of 761kg to809 kg per
Ha, the average productivity per Ha of coffee plantations of the Company
ranged between 93.91 kg and 194.05 kg during the period 2010-11 to 2014-15.
Total shortfall in yield, compared to State average, during the period worked
out to 1628.89 MT of raw coffee valuing X18.27 crore (Appendix 4).

Audit observed (April to July 2015) that inadequate maintenance of
plantations was the reason for low productivity. As per the standard agronomic
practices‘”, various activities such as growing of green manure crops such as
cowpea, horse gram, etc., as intercrop, weeding, bush management,
application of fertilisers, shade management, application of pesticides, etc.,
have to be carried out in the coffee plantations for better productivity.
Weeding and desuckering®? were, however, the only activities, other than
harvesting carried out in the coffee plantations of the Company.

Government replied (November 2015) that since the Company did not use
pesticides in the plantations, its productivity cannot be compared with the
State average. It also stated that as major area of the coffee plantations were
handed over by Forest department for collection of usufructs only, the
Company could not carry out much maintenance activities.

The reply was not acceptable as the percentage of yield per Ha in the coffee
plantations of the Company was only 12.04 to 23.99 of the State average.
Further, it was also noticed that there were shortfalls ranging from
6.03 per cent to 51.61 per cent in other years compared to maximum average
productivity per Ha (194.05 kg) achieved in 2011-12. Similarly, the Company
had not taken up the matter with the Government for getting necessary
permission for carrying out maintenance activities in plantations where it was
required. Prescribed maintenance activities were also not carried out in the
balance coffee plantations measuring 219.90 Ha which came under the direct
control of the Company.

Low productivity of green tea leaves

2.1.32 The Company had an area of 100.67 Ha of tea plantation in
Mananthawady Division. As per the standards of United Planters Association
of South India (UPASI), if proper agronomic practices are followed, yield of
15000 kg per Ha can be attained. Audit analysed the productivity of tea
plantations in the effective area (90.50 Ha) and noticed that the yield obtained
was lower than the standard in all the five years. As per the report of UPASI
Tea Research Foundation, lack of maintenance foliage, shear tipping, excess
shade, irregular pattern and lack of supervision were the factors that resulted in
low productivity in green tea plantation. The shortfall in yield was worked out
by Audit as 1919.936 MT of green tea leaves valuing 32.67 crore® (Appendix4).

! Source: Coffee Board.

2 Desuckering is a maintenance activity done to maintain a single stem system and avoid competition from
suckers.

> Computed at the weighted average price per kg received by the Company during 2010-15.
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While admitting Audit observations, Government stated (November 2015) that
adequate provisions had been included in the approved Management Plan for
the period 2015-16 to 2019-20.

Recommendation No.4: The Company may carry out replanting in a
phased manner to replace the aged plantations. The maintenance activities
prescribed by various agencies like Spices Board, DCCD, Coffee Board,
UPASI, etc., may also be carried out.

Ecotourism activities

2.1.33 Ecotourism is broadly defined as tourism which is ecologically
sustainable. Ecotourism is promoted through people's participation without
damaging the ecological status of the forests, for the benefits of the local
communities.

Due to frequent market fluctuations in the price of cash crops, many a time,
the plantation activities of the Company suffered heavy loss. It was in this
background that the Company forayed into ecotourism on an experimental
basis in two locations i.e. Gavi and Munnar in 2000-2001. Thereafter, four
more locations** were developed between 2007-08 and 2012-13.

The Company identified (June 2012 to June 2013) 12 locations (including
renovation of existing six projects) for developing ecotourism facilities. The
present status of implementation of these projects is as given in 7able below:

Table 2.14: Status of implementation of ecotourism projects

No. of Name of Projects/ ecotourism centres
Particulars 4 R tion of existi
Projects New projects enovation of existing
projects

. Kottoor (Kappukad) Arippa, Munnar and
Frojects completed 2 and Kallar (Ponmudi) | Kochupampa®

” 5 46 Gavi and
Projects in progress 3 Wagamon Nelliyampathy
Projects dropped as per ..
specific direction from 2 Sabargalam (Puanala, Kambamala (Wayanad)
MoEF Pathanapuram) y
Projects stopped due to | Gandhi Smrithivanam
failure to acquire land (Purakkad, Alappuzha)
Project dropped due to non-
suitability of the area*’ : K (Wayatad)
Total 12

Performance of existing ecotourism centres

2.1.34 The Company operated seven*® ecotourism centres (Gavi, Kochupampa,

b Arippa (2007-08), Kambamala (2009-10), Nelliyampathy (2012-13) and Kochupampa (2012-13).
Commenced operations, but all works not completed.
“ Project completed on 24/8/2015 i.e. after audit period.
*7 In the meeting held (July 2014) by Additional Chief Secretary to GoK, Forest and Wildlife Department
“* In the case of Kottoor (Kappukad) project, though works were completed, operations did not commence.

Hence, not included.
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Munnar, Nelliyampathy, Kambamala, Arippa and Kallar) across the State
during the audit period. The tourism activities included night stay facility,
trekking, boating, vehicle safari, etc. All the centres were working profitably*®
except Kambamala, Nelliyampathy and Kallar. The trend of tourists’ visit in
the State recorded steady increase during the audit period. The number of
tourists who visited the State increased from 0.92 crore (in 2010) to 1.26 crore
(in 2014), registering an increase of 36.35 per cent. Flow of tourists to the
existing ecotourism centres of the Company was as given in Table 2.15:

Table 2.15: Details of flow of tourists to the existing ecotourism centres’’

Ecotourism 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
centre (Number of tourists)

Gavi 18936 21589 27325 25063 24478
Munnar 706 731 593 960 1036
Arippa 210 119 108 209 224
Kambamala 24 140 62 31 39
Nelliyampathy - - 10 89 188
Kochupampa - - 106 387 2880
Total 19876 22579 28204 26739 28845

As compared to 2012-13, the flow of tourists to Gavi ecotourism centre
showed declining trend during 2013-14 and 2014-15. Similarly, in
Kambamala ecotourism centre, there was declining trend from 2012-13
onwards as compared to that of 2011-12.

Further, scrutiny of occupancy in the staying facilities of the Company
revealed that except Gavi, percentage of occupancy ranged between nil and
13.01. Even in Gavi, the occupancy was between 5.54 per cent and
42.51 per cent.

Government replied (November 2015) that drop in tourist foot-fall was due to
opening of more ecotourism projects and destinations in the State by the
Kerala Forest Department. It was further stated that the declining trend in
Gavi during 2014-15 was due to stoppage (January 2015) of day package,
following death of two visitors in wild elephant attack and closure of old
kitchen cum restaurant block for major renovations.

The reply was not acceptable since there would be increase in ecotourism
centres only if more potential was perceived by Government, not for
redistributing the existing flow in more places.

Reasons for low occupancy as analysed by Audit were as discussed below:

e Though the Company’s website had provision for online reservation, it
could be done only for Gavi and Munnar ecotourism centres. Day
package in Gavi and Munnar also could not be booked online. Online

* Profitability is worked out by excluding expenditure like interest, depreciation, ezc.
50 Ecotourism operations in Kallar was commenced in January 2015 only and hence, not included.
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reservation for ecotourism centres in Nelliyampathy, Arippa,
Kambamala and Kallar were not provided in the website of the
Company.

Accepting the audit observations, Government replied (November
2015) that measures were being taken for extending online reservation
facility to Nelliyampathy, Arippa and Kallar and online booking of
day package in Gavi were also under consideration.

° Main attraction of ecotourism centres of the Company is the vicinity of
reserved forest and the opportunity to watch flora and fauna in its
natural habitat. For this purpose, safari vehicles with trained drivers are
very essential. However, this vital facility was absent in ecotourism
centres of Arippa, Kallar and Kambamala.

Government replied (November 2015) that the safari vehicles with
trained drivers were provided in Gavi, Munnar and Nelliyampathy. But
it was not provided in Arippa and Kambamala as the number of
visitors in these centers were very less, wherein it was not economic to
maintain.

The reply was not acceptable as it was based on opinion and not
coming from experience since profitability of the centres depends on
tourist arrival and therefore, provision of additional facilities like safari
vehicles would attract more tourists to these destinations.

. The ecotourism centre in Kallar was depending on water from a bore
well for all purposes. Audit, however, noticed that there was high
percentage of impurities in the water taken from this bore well making
the water unusable. Accepting the audit observation Government
replied (November 2015) that measures were being taken for providing
safe water in Kallar ecotourism centre.

o It is a common practice in the tourism sector to have a flexible tariff
which attracts tourists during off season by reducing rates. In Gavi
ecotourism project, tourist visit during tourist season (October-March)
of 2010-11 to 2013-14 was higher than the off-season period (April—
September). The percentage of increase during tourist season ranged
between 7.92 and 83.64°'. The Company, however, did not introduce a
flexible tariff by extending nominal tariff reduction during off-season
to attract more tourists.

Government replied (November 2015) that as per the suggestion of the
Audit, the Company had agreed to explore the prospects of rate
reduction in the next off-season period.

o Tourism sector is very competitive due to presence of large number of
players. As a result, wide publicity regarding the facilities, attractive

5! During 2014-15, there was no increase in arrival of tourists during season owing to cancellation of trips
(February and March 2015) following death of two tourists in elephant attack.

( 1
L = 3}




Chapter II — Performance Audit

features, etc., is very important for attracting tourist to the centres.
Audit, however, noticed that the publicity of the Company was limited
through its website. Even in this website, details regarding ecotourism
centres in Kambamala, Kallar and Kochupampa were not available.

Government replied (November 2015) that the details of Kochupampa
ecotourism centre had already been uploaded in the website and action
would be taken to upload the details of Kallar also in the website.

The reply was not acceptable because the website of the Company still

(21 January 2016) does not contain any mention about Kochupampa

ecotourism centre.
Recommendation No.5: The Company may update its website to include the
details of all the ecotourism projects of the Company and facility for online
reservation. Flexible tariff by extending nominal tariff reduction during
off season may be implemented to attract tourists during off season.
Adequate publicity may also be resorted to. Similarly, basic facilities such as
availability of pure water, safari vehicles, etc., may be ensured in its
ecotourism centres.

Deficiencies in the implementation of ecotourism projects

2.1.35 The Company expended total capital outlay of ¥6.15 crore’® for
implementation of 12 ecotourism projects (including renovation of six existing
locations) during the period from 2010-11 to 2014-15. Audit analysed the
implementation of these projects and noticed the following deficiencies:

® As per the Forest (Conservation) Act, 1980, prior approval was necessary
for all non-forestry activity in the reserved forest area. The Company,
however, did not approach MoEF for approval for implementing
ecotourism projects. As a result, MoEF specifically directed to stop two
projects (Sabarijalam and renovation project in Kambamala) and thus,
¥59.42 lakh® already spent on these projects became wasteful.

e The Company ventured into implementation of Gandhi Smrithivanam
project without ensuring availability of land. As the land required
could not be acquired in time, the project was stopped (May 2014)
midway and an amount 0of36.48 lakh invested in the project was also
blocked up.

e Implementation of eight®* projects was delayed beyond the scheduled
date for completion due to delay in awarding works and completing the
works by contractors. The delay ranged up to 24 months. Audit worked
out the loss of potential revenue™ from five®® of these projects at

%10.72 crore.

52 Gavi — 20.22 crore, Nelliyampathy — ¥0.09 crore, Kallar — %0.35 crore, Kochupampa —%0.24 crore, Munnar —
¥0.87 crore, Wagamon — ¥1.71 crore, Gandhi Smrithivanam — 0.06 crore, Sabarijalam — T0.58 crore,
Arippa -X0.59 crore, Kottoor - ¥1.42 crore, Kambamala- ¥0.02 crore and Kuruva — Nil.

*3 Sabarijalam - ¥ 57.52 lakh and Kambamala - ¥1.90 lakh.

** Munnar, Kallar, Gavi, Kochupampa, Nelliyampathy, Arippa, Kottoor and Wagamon.

5 Based on the potential revenue envisaged in the DPR.

> Kallar, Gavi, Kochupampa, Kottoor and Wagamon.
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Government replied (November 2015) that all the existing ecotourism projects
of the Company were detailed in the approved Management Plan for the period
from 2015-16 to 2019-20. Further, Sabarijalam Project was not yet abandoned
by the Company.

The reply was not acceptable as the Company failed to get prior approval from
MOoEF for any of the projects till 2015-16 as per the provisions of the Act.
Further, MoEF had directed to stop Sabarijalam Project in view of it being a
non-forestry activity and works were held up since March 2015.

Recommendation No.6: The Company should obtain prior approval from
Central Government before launching any new ecotourism project.
Availability of pre-requisites such as adequate land may also be ensured
before venturing into new projects.

| Conclusion

Kerala Forest Development Corporation Limited was formed to raise
plantations and cultivating cash crops for meeting the industrial and
domestic needs. But the share of the Company in meeting the demand for
pulpwood and teak timber in the State was negligible due to
underutilisation of land and deficiencies in plantation activities. Target
for replanting could not be achieved due to delay in harvesting and
failure to carry out replanting in the immediate replanting season.
Deficient marketing strategy, failure to dispose of plantations with poor
growth and exclusion of matured plantations in the schedule of harvesting
caused significant backlog in harvesting. Thinning activity was not
carried out in majority of the plantations where it was due. There were
instances of failure of teak and red sanders plantations due to improper
maintenance. Failure to follow standard agronomic practices and carry
out timely replanting of aged plants resulted in shortfall in productivity of
cash crop plantations.

Ecotourism projects did not generate projected revenue due to low
occupancy rate in ecotourism centres on account of lack of basic facilities
and publicity.
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2.2  Material Management by Kerala State Electricity Board
Limited

Executive Summary

Introduction

Kerala State Electricity Board Limited (KSEBL) is engaged in generation,
transmission and distribution of electricity in the State. During 2010-15, KSEBL
issued 610 Purchase Orders (PO) valuing ¥1741.33 crore. Audit examined 152
POs (3664.99 crore) to check whether procurement and utilisation of material
was effective and economic.

Planning for procurement of material

The process of material procurement begins with preparation of Annual Plan by
Corporate Planning Wing and thereafter Purchase Plan (PP) by Chief Engineer,
Supply Chain Management (CE, SCM). There was delay in issue of guidelines for
preparation of Annual Plan. No prescribed time frame was fixed for preparation
and approval of PP which resulted in delay in their preparations.

Lack of co-ordination in material procurement

Co-ordination between Corporate Planning Wing and CE, SCM was important to
ensure procurement of adequate material. Lack of co-ordination resulted in short
procurement of energy meters and delay in procurement of material.

Tendering process

There was no prescribed time frame for each stage of tendering process. Out of
113 tenders, 48 were invited after delays ranging from 31 to 269 days. Similarly,
36 out of 113 tenders were not finalised within the validity period of bids.

Delay in execution of work due to non-availability of material

Failure to assess the requirement with reference to available stock and average
consumption led to shortage of material for up to nine months which affected the
execution of various works.

Extra expenditure due to delay in finalisation of tender

Delay in finalisation of tender and subsequent cancellation and retendering
resulted in extra cost of ¥16.32 crore in procurement of single phase meters at
higher rate.

Procurement of additional quantity from existing suppliers

Due to delay in invitation and finalisation of fresh tender, KSEBL could not
invoke price re-fixation clause which led to extra cost of 32.87 crore.

Absence of monitoring

There was no system to monitor the consolidated payment against a PO. Due to
absence of Management Information System, utilisation of material procured by
SCM Wing could not be monitored by KSEBL. Material transferred to end user
section was not linked on the basis of PO.
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| Introduction

2.2.1 Kerala State Electricity Board Limited (KSEBL) was incorporated
under the Companies Act, 1956 on 14 January 2011. KSEBL started
independent operations with effect from 31 October 2013 when the
Government of Kerala (GoK) revested the assets and liabilities of erstwhile
Kerala State Electricity Board (KSEB), a Statutory corporation, to it. KSEBL
is engaged in generation, transmission and distribution of electricity in the
State.

KSEBL procures various kinds of material for carrying out its operations.
Material requirement of the KSEBL and its procurement generally falls under
the following categories:

Table 2.16: Category wise method of material procurement

Sk Category of material Method of
No. gory procurement
Steel structures, cables, conductors, etc., for .

. — ) Centralised
1 | construction of new transmission lines and
procurement

substations
Material required for capital works and operation | Centralised and
2 |and maintenance of distribution lines and | decentralised
substations procurement

The Chief Engineer, Supply Chain Management®’ (CE, SCM), is responsible
for centralised procurement of material required for both transmission and
distribution works. Chief Engineers (CEs) of South, Central and North
distribution regions are responsible for decentralised procurement of 48 items
of distribution material with effect from 2004. Besides, Deputy CEs
(Distribution) are empowered to make local purchases up to X10 lakh at a time
subject to maximum annual limit of X1 crore. Details of procurement of
material during 2010-11 to 2014-15 were as shown in 7able below:

Table 2.17: Details of centralised and decentralised procurement
(? in crore)

Distribution material Transm1§Slon
Year Material Total
Centralised | Decentralised | Total Centralised
2010-11 252.57 213.36 465.93 97.48 563.41
2011-12 220.25 21.56 241.81 106.75 348.56
2012-13 267.61 18.03 285.64 30.09 315.73
2013-14 279.43 20.82 300.25 38.86 339.11
2014-15 315.04 12.94 327.98 65.28 393.26

%7 Previously Technical Contracts and Materials.
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| Organisational set up

2.2.2 The management of KSEBL is vested in a Board consisting of
Chairman and Managing Director, Director (Finance), Director (Distribution
and Safety), Director (SCM and Generation-Electrical), Director (Generation-
Civil), Director (Renewable Energy and Planning) and Director (Transmission
and System Operation). Organisational chart of KSEBL is given below:

Chart No 2.2: Chart showing organisation structure

Chairman and
Managing Director
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