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PREFATORY REMARKS

Government commercial concerns, the accounts of which
are subject to audit by the Comptroller and Auditor General
of India, may be categorised as:

(i) Statutory Corporations;
(i1) Government Companies; and

(iii) Departmentally managed commercial undertakings.

2. This Report deals with the results of audit of the accounts
of Government Companies and Statutory Corporations. The
Report of the Comptroller and Auditor General of India (Civil)

contains the results of audit relating to departmentally managed
commercial undertakings.

3. Inthe case of Government Companies, audit is conducted
by professional auditors appointed on the advice of the Comp-
troller and Auditor General, but the latter is authorised under
Section 619 (3)(b) of the Companies Act, 1956 to conduct a
supplementary or test audit. He is also empowered to comment
upon or supplement the report submitted by the professional
auditors. The Companies Act further empowers the Comptroller
and Auditor General to issue directives to the auditors in regard
to the performance of their functions. In November 1962,
such directives were issued to the auditors for looking into certain
specific aspects of the working of Government Companies. These
were revised in December 1965 and February 1969.

4. There are, however, certain companies where Govern-
ment have invested funds but the accounts of which are not
subject to audit by the Comptroller and Auditor General. A
list of such undertakings where Government investment is more
than Rs. 10 lakhs as on 31st March 1977 is given in Annexure ‘A’.

5. The Comptroller and Auditor General is the sole auditor
of Kerala State Road Transport Corporation and Kerala State



(iv)

Electricity Board, which are Statutory Corporations, while he
has the right to conduct an audit of the Kerala Financial Cor-
poration and Kerala State Warehousing Corporation, inde-
pendently of the audit conducted by professional auditors appoint-
ed under the respective Acts.

6. The points mentioned in this Report are those which
have come to notice during test audit of the accounts of the above
undertakings. They are not intended to convey or to be under-
stood as conveying any general reflection on the financial admi-
nistration of the undertakings concerned.









CHAPTER 1
GOVERNMENT COMPANIES
SeEcTIiON [

1.01. Imtroduction

1.01.1. There were 58 Companies, including 9 subsidiaries, of
the State Government as on 31st March 1977. During the year
4 new Companies, viz. The Rehabilitation Plantations Limited,
Kerala State Detergents and Chemicals Limited, Scooters
Kerala Limited and Kerala State Industrial Products Trading
Corporation Limited, were incorporated. =~ One Company,
Keltron Magnetics Limited, incorporated in March 1975, became
a Government Company on 3lst May 1976 by virtue of its
becoming a subsidiary of Kerala State Electronics Development
Corporation Limited. Two Companies, viz. Kerala State Small
Industries Corporation Limited and Kerala Employment Pro-
motion Corporation Limited, were amalgamated with Kerala
State Small Industries Development and Employment Corpora-
tion Limited on 18th March 1977. One Company, [ransformers
and Electricals Kerala Limited, ceased to be a Government
Company from 8th December 1976 when fresh shares were
issued as a result of which the shareholding of Government fell
below 51 per cent. During the year, another Company, Fibre
Foam Limited, also ceased to be a Government Company conse-
quent upon the sale of the shares of the Company held by the
Holding Company (Kerala State Industrial Development Cor-
poration Limited). One Company, Packaging Paper Corpora-
tion Limited, went into voluntary winding up during the year.

1.01.2. Up tothe end of February 1978, the accounts of 49
Companies relating to the year 1976-77 were received in audit.
Of these, 8 Companies which had not started commercial
operations capitalised the entire expenditure.

102/9058/M C:
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Summarised financial results of the 49 Companies for 1976-77
and of four other Companies for 1974-75 and 1975-76 received
after the Report of the Gomptroller and Auditor General of India
for 1975-76 was finalised, are given in Annexure ‘B’.

The accounts of one Company which was incorporated

during the year, viz. Scooters Kerala Limited, were not due.
One Company, Kerala Water Transport Corporation Limited,
was under liquidation.

1.01.4. The accounts of the following Companies are in arrears
(February 1978):—

Year(s) for which

Sl. . Name of the Company ~ Name of the Date of
No. Department incorporation accounts are in
arrears
1 Handicrafts Develop-
ment Clorporation of
Kerala Limited Industries 16th November 1974-75 to
1968 1976-77
2 The Kerala Premo Local Adminis-
Pipe Factory tration and 12th September  1975-76 and
Limited Social Welfare 1961 1976-77
3 The Kerala State
Cloir Corporation
Limited Industries 19th July 1969  1975-76 and
1976-77
4 XKerala State Small
Industries Develop-
ment and Employ-
ment Corporation
Limited Industries 6th November  1976-77
1975
5 The State Farming
Clorporation of
Kerala Limited Industries 15th April 1972 1976-77
6 The Kerala Fisheries
Corporation Limited Development 12th April 1966 1976-77

(Fisheries)









—_—

Sl. Name of the Company ~ Name of the Date of Year (s) for which
No. Department incorporation accounts are in
arrears

7 Kerala Livestock De-
velopment and Milk
Marketing Board
Limited Agriculture 14th November 1976-77
1975

8 Kerala State Small
Industries Corpora-
tion Limited Industries 21st July 1961 1976-77 (up to
17th March
1977)

9 Packaging Paper
Corporation Limited Industries 29th June 1962 1975-76

1.02. Paid-up capital

Total investment by Government by way of share capital in
the 49 Companies (excluding 9 subsidiaries) at the end of March
1977 was Rs. 4,903.17 lakhs.

1.03. Long-term loans

The balance of long-term loans outstanding against 40
Companies (excluding 9 subsidiaries) in respect of which
accounts for 1976-77 have been received stood at Rs. 5,503.95
lakhs at the end of 1976-77 (Rs. 1,292.29 lakhs from the State
Government, Rs. 3,787.99 lakhs from other parties and
Rs. 423.67 lakhs as deferred payment credits) representing
an increase of Rs.879.41 lakhs over the long-term loans
(Rs. 4,624 .54 lakhs) outstanding at the end of the previous year,



1.04. Guarantees

The State Government had guaranteed repayment of
loans and overdrafts, amount raised by issue of bonds or deben-
tures and payment for machinery purchased (with interest
thereon) in respect of 26 Companies as detailed below:—

(Rupees in lakhs)
Maximum amount guaranteed (principal) 3.479.26
Amount guaranteed outstanding
on 31st March 1977 Principal 3,095.85
Interest 340.54

1.05. Profits and dividends

The working results of 41 Companies (including 6 subsidiary
Companies) for the year 1976-77 are analysed in the table given
below:—

Particulars Number of  Pard-up-  Profit (4)] Percentage
Companies  capital Loss(—) of profit to
pard-up
capital
(Rupees in lakhs)
Companies other
than subsidiary
Companies:
(a) Which Industrial
earned and trading 10 1,520.35 (4+)271.00 17.8
profits Financial 4 765.94 (+) 34.77 4.5
(b) Which Industrial
incurred and trading 19 1,993.31 (—)489.10
losses Financial 2 193.45 (—) 18.29
Total 35  4,473.05  (—)201.62
Subsidiary
Companies:
Which Industrial v
incurred and trading 5 208.39 (—) 57.01
losses I'inancial 1 25.00 (—) 3.48
Total 6 233.39 (—) 60.49
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_ During 1976-77, out of 14 Companies (excluding 6 subsidi-
aries) which earned profits totalling Rs. 305. 77 lakhs, 4 Companies
declared dividends of Rs. 24,63 lakhs as detailed below:—

Amount  Amount  Amount  Percentage
Name of Company of retained  of of dividend
surplus in dindend  to pard-
business up capital
(Rupees in lakhs)
Kerala Urban Develop-
ment Finance Corpora-
tion Limited 1.55 1.16 0.37 2
Kerala State Drugs and
Pharmaceuticals Limited I 3.61 1.80 6
Travancore Titanium
Products Limited 85.38 65.02 20.36 18
The Kerala State Finan-
cial Enterprises Limited 7.20 5.10 2.10 7.3

The cumulative losses incurred by each of the following
Companies were more than their paid-up capital:—

Trivandrum Spinning Mills Limited
Trivandrum Rubber Works Limited
Pallathra Bricks and Tiles Limited

The Kerala Ceramics Limited

1976-77

Paid-up  Cumulative
capital loss

(Rupees in lakhs)
51.45 173.83
57.70 175.96
18.56 21.56

107.95 173.81
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1.06. In accordance with Section 619-B of the Companies
Act, 1956 (effective from February 1975), a company becomes
subject to the provisions of Section 619 of the Act, as if it were a
Government Company, if 51 per cent or more of the company’s
paid-up share capital is held by one or more of the following
or any combination thereof, namely, the Central or one or more
State Governments and one or more Government Companies,
or Corporations owned or controlled by the Central or State
Governments or one or more Government Companies or Corpora-
tions, owned or controlled by Government. As on 31st March
1977, there were seven such companies in the State, viz. Kerala
Rubber and Reclaims Limited, Steel Complex Limited, South
India Wire Ropes Limited, Excel Glasses Limited, Transformers
and Electricals Kerala Limited, Keltron Component Complex
Limited and Vanjinad Leathers Limited.

Out of these, five Companies had prepared accounts (Trans-
formers and Electricals Kerala Limited, Keltron Component
Complex Limited and South India Wire Ropes Limited for the
year ended 31st March 1977, Excel Glasses Limited for the year
ended 30th September 1977 and Steel Complex Limited for the
year ended 30th June 1977). The total paid-up capital of these
Companies was Rs. 787.46 lakhs of which shares of Rs. 483.74
lakhs were subscribed by the State Government and Companies
or Corporations controlled by Government. Two Companies
(Excel Glasses Limited and Steel Complex Limited) sustained
loss of Rs. 62.04 lakhs while two other Companies (Transformers
and Electricals Kerala Limited and South India Wire Ropes
Limited) earned a profit of Rs. 74.80 lakhs. Keltron Component
Complex Limited had not commenced commercial operation.
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Section 11

THE KERALA FISHERIES CORPORATION
LIMITED

2.01. Introduction

The Kerala Fisheries Corporation Limited was incorporated
in April 1966 to take over and run various boat building yards,
workshops, fishing boats, ice plants, (reezing plants and cold
storages owned and operated by the Development (Fisheries)
Department of the State Government with the object of develop-
ing fishing industry in the State. Between June 1966 and May
1973, the State Government transferred to the Company five boat
building yards, twenty one fishing boats, seven ice plants and
cold storages, five ice-cum-freezing plants; a cold storage plant,
four refrigerated vehicles and three insulated vans. Following a
decision taken by Government in August 1974 with a view to
making the Company viable by concentrating on deep-sea fishing,
the Company closed (February 1975) the boat building yards at
Vizhinjam, Azhikode and Cannanore and re-transferred (June
1975) the boat building yards at Sakthikulangara and Beypore
and the seven ice plants and cold storages to the Development
(Fisheries) Department.

The Company commissioned a nylon net factory (March
1969) at Ernakulam, a canning plant (January 1970) at Cochin
and a fish-meal plant (August 1972) at Azhikode. The Company
is at present engaged in deep-sea trawler fishing, processing and
export of shrimps, internal marketing of fish and production of
fish-meal and nylon nets.

2.02. Capital structure
2.02.1.  Share capital

The authorised capital of the Company is Rs. 500 lakhs.
The paid-up capital as on 31st March 1977 was Rs. 122 lakhs,
entirely subscribed by the State Government, out of which
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Rs. 55 lakhs were paid in cash and Rs. 67 lakhs represented the
value of the assets transferred to the Company by the Develop-
ment (Fisheries) Department.

In addition to the assets mentioned above, the State Govern-
ment also transferred other assets to the Company, part of
which was subsequently re-transferred to the State Government.
The value of such assets transferred and re-transferred has been
provisionally fixed at Rs. 71.59 lakhs and Rs. 31.95 lakhs respec-
tively, pending finalisation of their valuation. Government
constituted in November 1976 a committee consisting of three
representatives of the State Government and one representative of
the Company to assess the commercial value of the assets with
reference to their revenue earning capacity and to identify
obsolete, surplus and unserviceable assets. The reports of the
Committee, submitted in March 1977, were stated to be under
consideration of Government (March 1978).

2.02.2.  Borrowings

The borrowings of the Company at the end of March 1977
stood at Rs. 361.92 lakhs comprising Rs. 294.48 lakhs obtained
from Government, Rs. 51.62 lakhs from nationalised banks
and Rs. 15.82 lakhs from a foreign supplier of trawlers. The
Company had not paid the interest due on loans to Government
and the overdue interest amounted to Rs. 92.40 lakhs as at the
end of March 1977. The Company also defaulted in the repay-
ment of the loan instalments and the overdue instalments
amounted to Rs. 30.55 lakhs at the end of March 1977.

2.03. Performance of new production units

2.03.1. Nylon net factory

The machinery (cost: Rs. 9.52 lakhs) required for production
of nylon twines and nets were imported in August 1968 by the
State Government and transferred to the Company. The factory
building was constructed (cost: Rs. 3.47 lakhs) by the Company
in February 1969 and the total outlay on the project amounted
to Rs. 16.45 lakhs. The Company has four twisting machines
and four net-making machines.
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The table below compares the production of nylon twines
and nets with"the installed capacity for the three years ending
31st March 1977:—

1974-75 1975-76 1976-77
Twine Net Twine Net Twine  Net

Installed capacity
(in kilograms) 91,250 73,000 91,500 73,200 91,250 73,000

Production

(in kilograms) 3,382 2,399 4,817 3,853 10,770 4,840

Percentage of actual
production to insta-

lled capacity 37 3.3 53 5.8 11.8 6.6

The low utilisation of installed capacity was attributed
(August 1977) by the Management to lack of demand for thicker
varieties of twines and nets for the manufacture of which alone
the machinery in the factory were best suited. Details of opera-
tion of the net-making machines, on the basis of labour hours
utilised in operating them during 1976- 77, were as follows:—

Machinet Hours Hours Ldle Percentage
available™ utrlised hours of utilisation
I 7,080 5,432 1,648 76,7
IT 2,360 1,600 760 67.8
FIL 2,360 960: 1,400 40.7
v 2,360 1,096 1,264 46.4

Cause-wise details of idle hours were not available with the
Company.

2.03.2. Cannming factory

The Company set up in January 1970 a canning factory at
Cochin ata cost of Rs. 3.50 lakhs to produce and export canned

1t While three shifts were operated with machine I, only single shifts
were operated with the other three machines.

*  (alculated on the basis of 295 days worked during 1976-77.

102/9058/MC.
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shrimps. Mention was made in paragraph 123 (f) of the Report
of the Comptroller and Auditor General of India for the year
1970-71 about the under-utilisation of the production capacity of
the factory during the first year of its operation.

The capacity of the plant (single shift) is 36.50 lakh cans
of 4.5 oz. (128 grams) canned shrimps per annum. The table
below indicates the details of actual production of canned shrimps
from 1971-72 to 1973-74:—

Actual production Percentage of actual pro-

Year (number of cans) duction to installed
capacity
1971-72 63,677 1:7
1972-73 ' 82,955 : 2:+3
1973-74 29,565 0.8

There was no production during 1974-75, 1975-76 and
1976-77. The Management had informed the Committee on
Public Undertakings in February 1973 that the low production
during 1971-72 was due to delay in making selling arrangements
in foreign countries and the consequential need to avoid accu-
mulation of perishable stock in the absence of specific orders.
The low production during 1972-73 and 1973-74 was attributed
(August 1977) by the Manaoement to the low price for canned
shrimps in the export market. As regards non-production during
1974-75 to 1976-77, the Management stated (August 1977)
that production had to be stopped as the Company could not
procure raw materials at reasonable prices.

The Company had not formulated (March 1978) any
alternate plan for the utilisation of the plant which has been idle
since January 1974. The idle wages (Rs. 0.67 lakh) paid to the
seventeen employees attached to the canning factory for the
period from January 1974 to June 1975 and the lay-off compensa-
tion paid (Rs. 0.27 lakh) for the period up to June 1976 amounted
to Rs. 0.94 lakh. The employees were transferred to the ice-cum-
freezing plant of the Company at Cochin in July 1976.
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2.03.3. Fish-meal plant

Mention was made in paragraph 127 of the Report of the
Comptroller and Auditor General of India for the year 1970-71
of the delay in installing the fish-meal plant imported in May 1969
at a cost of Rs. 6.50 lakhs. The plant was installed at Azhikode
in June 1972 at a total cost of Rs. 12.16 lakhs and commissioned
in August 1972.

The plant has a capacity to process 12 tonnes of raw materials
per day for production of 2 tonnes of fish-meal and 0.70 tonne
of fish-oil. The plant worked only for 73 days in 1972-73, 54 days
in 1973-74, 154 days in 1975-76, 212 days in 1976-77 and remained
idle during 1974-75 owing to non-availability of working capital.
The table below indicates the installed capacity, production and
percentage of production to installed capacity up to 1976-77:—

1972-73  1973-74  1974-75  1975-76  1976-77
(From August
1972 onwards)
(in tonnes)

A. Fish-meal
Installed capacity 530 912 912 912 912
Production 43 24 o 132 314

Percentage of pro-
duction to installed

capacity 8.1 2.6 or 14:.5 34.47
B. Fish-oil

Installed capacity 170 299, 292 292 292

Production 3 955 5c 0.42 e

Percentage of pro-
duction to installed
capacity 1.8 3.3 ¥ (03]

The Management stated (August 1977) that the low utilisa-
tion of installed capacity was due to non-availability of raw
materials at economic cost.

The Management had anticipated in August 1966 that shrimp
offal thrown out as waste from the ice-cum-freezing plants of the
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Company, supplemented by the Company’s own fish catches and
other fish procured locally, would form the raw material for the
manufacture of fish-meal. However, on commissioning the
plant, it was found that the use of 9hump offal created operational
difficulties and, therefore, its use for fish-meal production was
discontinued.

2.04. Procurement of raw materials

The Company invited in July 1972 tenders for the supply
of fish for the fish-meal plant at Azhikode. The work was awarded
in August 1972 to the lowest tenderer who had defaulted in
supplies previously and from whom a sum of Rs. 0.19 lakh was
due to the Company against advances given for supplies. The
contractor failed to supply the agreed upon minimum quantity
of 2 tonnes of fish per day. The Plant Manager also complained
(April 1973) to the Managing Director about the irregular and
bad quality of fish supplied by the contractor. Nevertheless,
the contract, originally valid for one year from 19th Septembel
1972, was extended up to 31st March 1974 and again up to 31st
March 1975. The question of recovery of liquidated damages
from the contractor in accordance with the terms of the contract
was not considered by the Management. The Management
stated(January 1976) that as suppiy of fish was dependent on
vagaries of nature, no contractor would come forward to pay
liquidated damages.

On account of the high cost of edible fish used in the manu-
facture of fish-meal, the Company switched over in April 1975
to the use of cheaper raw materials such as raw fish-meal, dried
river fish, dried prawn shells, etc., procured locally and changed
the method of production. According to the changed method
of production, raw fish-meal prepared manually was fed into
driers and powdered and this involved the use of only 25 per
cent of the existing plant.

According to the specifications of the Indian Standards
Institution, the protein content of first-grade and second-grade fish-
meal should be 60 per cent and 50 per cent respectively. The Tamil
Nadu Poultry Development Corporation Limited had reported



. - i . T
] . N f
8 '
{ N .
! ' '
. N
[ = .
E N - ' \
' :
B ! !
s ! 2,
" =
. : _ '
. - A B ' -
B I
@ A
'
) a
E ¥ . 3 k)
. :
. "
)
: " I { "=
25 iz i } . i S om
Ny a N -
i Y \ R i
- . I ‘ ’ - LI
- N . .
= x R '
o~ . 5 =
., |
. )
.
E b3 -
~ - A}
. . < =
ay .
] 1 ' ‘
‘l Al @ ".
8 v
i - » L
B B . , .
kY - R ~ B J
" - v
d .
.
! o
! .
) . |
. = H
" = L
= co 'l : - = -
|7 !
= - v
[ = . | -
(v % : v
' i
. _ N = b
! P -
. . —

. , ! |
B 5 o o
Y »
= . ’ = \ noo
¥ . ‘ . y
¥ ’) |
0 - F 7 3
| 1 H 8 [t

d e , "
B = " e

» 5 I







13

in April 1977 that the protein content of the fish-meal supplied
to them by the Company in January 1977 was only 14.2 per cent.
The Central Institute of Fisheries Technology, Cochin, which was
requested (June 1977) by the Company to analyse a sample of
fish-meal, reported that its protein content was only 33 per cent.

2.05. Fleet section

2.05.1.  Purchase of indigenous trawlers

Mention was made in paragraph 123(d) of the Report of the
Comptroller and Auditor General of India for the year 1970-71
of the poor utilisation of the Company’s fishing boats.

Between June 1970 and April 1973, the State Government
transferred to the Company six indigenous trawlers. The design
of these trawlers constructed by a consortium of boat builders
in the country at a cost of Rs.54.14 lakhs, was finalised by Maza-
gon Dock Limited, Bombay, a Government of India Company,
and the construction was supervised by the Mercantile Marine
Department of the Government of India. Trial runs conducted
before the Company took over the trawlers were found to be
satisfactory. However, after taking over the trawlers, the Company
found that there were frequent break-downs which rendered fishing
operations with the trawlers uneconomical. The Company,
therefore, claimed (May 1973) from Government, reimbursement
of losses {Rs. 8.58 lakhs) sustained between 1970-71 and 1972-73
on the operation of the indigenous trawlers. Government
sanctioned (May 1973) a loan of Rs.6 lakhs (repayable in 13
annual instalments) to meet the depletion of working capital
caused by the operation of the indigenous trawlers. None of
the indigenous trawlers was sent out for fishing since March
1974 and the crew were idling. Idle wages paid to the crew
and the staff of the fleet section during 1974-75 amounted to
Rs. 4.25 lakbs.

As the trawlers were found to be of defective design, Govern-
ment ordered in August 1974 that all the trawlers be leased out
‘or sold and the crew retrenched. The crew of the trawlers
were retrenched in December 1974 on payment of retrenchment



14

compensation of Rs. 1.31 lakhs. Attempts of the Company in
September 1974 to dispose of the trawlers (cost:Rs.54.14 lakhs)
‘having proved unsuccessful, two trawlers were transferred in
February 1976 at their book value to the State Port Department.
The remaining four trawlers (cost:Rs. 35.80 lakhs) were lying
idle (March 1978).

2.05.2.  Purchase of imported trawlers

The Company invited global tenders in May 1971 for supply
of two fishing trawlers. After a technical evaluation of the
tenders received, the technical committee ‘recommended in
July 1971 the acceptance of the tender of a foreign firm at a
total cost of Rs.24.19 lakhs. The Company entered into an
agreement with the foreign firm in March 1972 for the purchase
of the trawlers.

According to the agreement, the trawlers were to be supplied
within eight months fromthe date of making an initial payment
of 10 per cent of the cost. The initial payment was made on
13th October 1972 and delivery at Cochin was to be completed
by 13th June 1973. The trawlers, however, arrived at Cochin
only in June 1975 and were accepted by the Company, after
inspection by a firm of surveyors, in January 1976. The penalty
leviable at US Dollars 25 per day of delayed supply amounted to
US Dollars 23,850 (Rs. 2.15lakhs approximately). At the instance
of the Indian Embassy in the foreign country, the Company
agreed in July 1976 to levy a penalty of US Dollars 18,500
(Rs. 1.67 lakhs approximately) and claimed the amount from the
suppliers. The amount of penalty has not been recovered from
them so far (March 1978) though the Company remitted during
the period from January 1977 to December 1977 three instalments
aggregating Rs. 6.86 lakhs towards the cost of the trawlers.

The trawlers were not inspected during construction. The
firm of surveyors, engaged for inspecting them on their arrival
at Cochin, reported to the Company in June 1975 that they had
inspected the trawlers only above the water line and that they
could not sight the rudder and propeller, find the spare propeller
and test the speed of the trawlers. In spite of these reservations,
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the Company accepted delivery of the trawlers in January 1976.
The Management stated (August 1977) that the long voyage
of the trawlers from the foreign country to Cochin itself was
sufficient proof of their sea-worthiness.

One of the trawlers (Kerish VII) was hauled up in May
1975jon account of excessive water leakage, which was found
omrinspection, to be due to the corrosion of the propeller shaft.
Though the specificaticn for the trawlers stipulated that the
propeller shaft was to be of stainless steel, it was found that the
shaft of this trawler was made of special steel alloy. The trawler
was docked between May 1976 and October 1976 at Cochin
and a total expenditure of Rs. 0.62 lakh was incurred by the
Company on replacement of parts and repair charges.

The cost of repairs and replacements for the two vessels
was estimated by the Company in June 1976 at Rs. 1.05 lakhs
and a claim for the amount was lodged with the suppliers. The
amount has not been recovered from the suppliers so far (March

1978).

2.05.3.  Performance of imported trawlers

The two foreign trawlers, Kerish VII and Kerish VIII,
performed five voyages each between January 1976 and March
1976 involving 56 and 58 days respectively.

The table below summarises the operational particulars of
the trawlers for 1976-77:—
Kerish VII ~ Kerish VIII
A. Operations

Fishing operations (days) 139 200
Provision for annual maintenance (days) 30 30
Idle days 196 135

Total 365 365
Number of voyages 17 24

Average duration of voyage (days) 8 8

197b
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Kerish VII  Kerish VIII
B. Shrimp caught

Total shrimp caught (Kilograms) 24,759 37,718
Shrimp caught per day of operation

(Kilograms) 178 189
Shrimp caught per voyage

(Kilograms) 1,456 1,572

The utilisation in terms of the number of days at sea was 41.5
per cent for Kerish VII and 59.7 per cent for Kerish VIII.
Though the duration of voyage indicated in the specifications
of the trawlers was up to 20 days, the actual duration of
each voyage was only 8 days on an average. According to an
assessment made by the Company in May 1977, the operations
of Kerish VII had resulted in a loss of Rs. 7.02 lakhs and those of
Kerish VIII in a loss of Rs. 5.36 lakhs during 1976-77.

2.06. Ice-cum-freezing plants
2.06.1.  Purchase policy

The shrimps required for processing are obtained from the
catches made by the Company’s fleet and by local purchases.
The value of shrimps caught and purchased for processing
amounted to Rs. 7.89 lakhs in 1974-75, Rs. 57.59 lakhs in
1975-76 and Rs. 176.76 lakhs in 1976-77. The table below
indicates particulars of catches made by the Company’s
fleet and of local purchases made by various ice-cum-freezing
plants of the Company for the three years up to 1976-77 :—

1974-75 1975-76 1976-77

Sources Quantily Percentage  Quantily — Percentage  Quaniily Percentage

to total to total to total

b ‘Cagaily ( Quantity in kilograms)
a atches by fleet

section Nil Nil 7,363 157 62,772 11..2
(b) Local purchase by

plants

Cannanore plant 66,361 36.8 1,27,567 28:5 . 1,58:778 28.5

Calicut plant 58,026 32.2 89,648 20.0 62,649 113

Cochin plant 34,405 19; 1 59,832 13.4 61,410 11.0

Alleppey plant 10,550 5.8 83,108 18.6 44,725 8.0

Neendakara plant 10,981 6.1 79,429 17.8 1,67,456 30.0

Total purchases 1,80,323 100.0* 4,39,584 98.3* 4,95,018 88.8%

*  Represents percentage of local purchases to total quantity procured for processing.
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The Company had not prepared any forecasts in respect of
purchases by individual plants during 1974-75 and 1975-76.
The forecast for purchase of raw shrimps and actuals for 1976-77
are compared below:—

Forecasts Actuals
Quantity ~ Amount Quantity — Amount
Name of plant (in  (Rupees (in ( Rupees
tonnes) in lakhs) tonnes)  in lakhs)
Cannanore 440 44.80 158.78 55.60
Calicut 220 22.40 62.65 28.75
Cochin 880 89.60 61.41 18.86
Alleppey 220 22.40 44.72 9.24
Neendakara 440 44.80 167.46 57.99
Total 2,200 224.00 495.02 170.44

The Company, by utilising 76.1 per cent of the budget
provision, could procure only 22.5 per cent of the estimated
quantity of raw shrimps. While the average cost of raw shrimps
as per budget estimates was Rs. 10,182 per tonne, the actual
average cost of procurement was Rs. 34,431 per tonne.

The unprecedented increase in prices in sympathy with
the spurt in prices in foreign markets was attributed by the
Management ( January 1978) as a reason for the high cost of raw
shrimps. It was, however, noticed that while the average cost of
raw shrimps per kilogram in 1976-77 increased by 162.6 per
cent over that of the previous year, the corresponding increase
in average sale price was only 104.9 per cent.

According to an analysis made by the Company in January

1977, for the economic functioning of the plants, the raw material
cost was not to exceed 80 per cent of the average sale value. The

102/9058/MC.
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table below indicates the average sale value realised, the cost
ol shrimps, etc., for the year 1976-77:—

Sale value Cost of raw - Percentage

-~ Name of plant realised shrimps — of cost of raw
shrimps to
sale value

- realised
| ( Rupees in lakhs)

Cannanore 63.72 55.60 - 87.3
Calicut 30.86 28.75 93.2
Cochin 53,27 25.18 75.1
‘Alleppey : 10.12 8,24 =91.3
Neendakara 67.46 57199 86.0
Total 205.43 176.76 ~ 86.0

- A test check of purchases of raw shrimps made by the
“ice-cum-freezing plant at Cochin during the period ‘between
October 1976 and December 1976, revealed that the plant
- purchased 7,308 kilograms of raw shrimps at a total cost of
Rs. 1.85 lakhs and that the sale value realised for the frozen
shrimps produced out of the raw shrimps was only Rs. 1.74 lakhs.
Thus the raw materials cost constituted 106 per cent of the sale
value realised in these cases. The Management stated (August
1977) that the purchases were made with a view to capturing
the sources of supply of raw materials and that this was discon-
“tinued when the results did not prove encouraging.

Mention was made in paragraph 2 (b) of Section VI of the
Report of the Comptroller and Auditor General of India for
the year 1973-74 (Commercial) about the preponderance of low
‘quality shrimps in the purchases made by the Company. There
had been a shift in favour of higher quality shrimps in 1976-77.
~The percentage of higher quality shrimps to total purchases
which stood at 11 per cent in 1974-75 increased to 32 per cent in
1975-76 and to 70 per cent in 1976-77.






-

[cd




19

Though the Company admitted in April 1977 that there had
been no contribution over variable expenses in respect of - peeled
and de-veined varieties, the Company purchased 1.34 lakh
kilograms of these varieties during 1976-77 which constituted
26.9 per cent of the total purchases. The Management stated
(January 1978) that the purchases were made in order not to
keep the plant idle.

2.06.2. Plant utilisation ,

The total capacity of plate freezersin the fiveice-cum-freezing
plants of the Company is 30 tonnes per day. The table below
compares the actual production with the installed capacity for
the three years ending 31st March 1977:—

1974-75 1975-76 . 1976-77

Installed — Actual — Percentage — Actual = Percentage — Actual  Peicenlage

Name of plant capacily production of ulilisa- production of utilisa- production of ut:lisa
(tonnes) — (tonnes) lion (tonnes) tion ( tonnes) tion
Alleppey 1,095 951 0.9 79.05 72 39.68 3.6
Calicut 1,095  24.61 22 60.70 5.6 29.16 5.4
Cannanore 2,190 24.61 1:1 76.94 3.5 134.75 6.2
Cochin 4,380  30.96 0.7 59.88;: : 1.4 8383, ce 1.9
Neendakara 2,190 7.81 0.4 71.41 3.3 154.26 750
Total 10,950  97.50 0.9 347.98 3.4 471.20 4.3

No targets for freezing were set by the Company during
1974-75 and 1975-76. The target for 1976-77 was 2,000 tonnes
and the percentage of actual production to budgeted production
was only 23.6. The low utilisation of installed capacity in
1974-75 and 1975-76 was attributed (August 1977) . by the
Management to paucity of working capital. The shortfall during
1976-77 was attributed to increase in price of raw shrimps,
which resulted in erosion of working capital provided by ﬁnan(,lal
institutions. v

2.06.3.  Loss due to re-processing

Owing to short weight, defective production, defective
storage, etc., 20,433 slabs of frozen shrimps were re-processed
during the three years up to 1976-77. There was a shortage of
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6,627 slabs on re-processing and on the basis of the lowest export
price, the loss on re-processing amounted to Rs.2.60 lakhs. The
Company had not made a cause-wise analysis of the loss.

2.06.4.  Production of e

The five ice-cum-freezing plants of the Company have a
total installed capacity for producing 75 tonnes of ice per day.
The ice produced is meant for sale to the public and for utilisation
in the freezing section of the plant. The table below indicates
details of the installed capacity, the number of days the plant
worked and the ice produced for the three years up to 1976-77:—

Installed Number Total
Location of plants  capacity of days  production
per annum  Year worked — (in  lonnes)

(in tonnes)

Cannanore 7,300 1974-75 245 2.183

1975-76 255 - 2,062
1976-77 221 1,658
Calicut 1,825 1974-75 163 535
1975-76 141 524
1976-77 84 248
Cochin 7,300 1974-75 161 1,268
1975-76 156 1,594
1976-77 180 1,382
Alleppey 1,825  1974-75 186 348
1975-76 241 : 748
1976-77 194 596
Neendakara 9,125 1974-75 213 1,008
1975-76 166 950
1976-77 273 1,113

The production of ice is mainly limited to the demand for ice
from the public. The total production of ice in the plants was
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5,342 tonnes during 1974-75, 5,878 tonnes during 1975-76 and
4,997 tonnes during 1976-77. The percentage of utilisation of
installed capacity was only 19, 21 and 18 respectively for the
three years up to 1976-77.

2.07. Working results

The working of the Company resulted in an accumulated
loss of Rs. 499.02 lakhs up to 1976-77 and this represented 409.03
per cent of the paid-up capital. The table below indicates the
total loss sustained (after adjustment of development rebate
reserve) since inception to the end of 1976-77 by the various
units of the Company:—

Unats Loss
(Rupees in lakhs)

Ice-cum-freezing plants 241.60
Fleet section 83.28
Fish-meal and oil plant 15,74
Canning factory 3.58
Nylon net factory 10.91
Cold storage plant, Wellington Island 2.40
Ice plants and cold storages* 29 .70
Boat building yards* 7)..27
Unallocated losses 47 .54

Total 499.02

The major portion of the loss was sustained by the ice-cum-
reezing plants. The plant-wise accounts for the year 1976-77
lisclosed that two of the freezing plants did not have any
wurplus over variable expenses and that in the case of the three
sther freezing plants, the surplus over variable expenses was
10t sufficient to cover the fixed expenses.

# Units either re-transferred to Government or closed down.
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- The heavy losses during 1973-74 to 1975-76 were attributec
(August 1977) by the Management to paucity of working capital
In January 1976, fresh packing credit facilities up to Rs. 40 lakh:
were sanctioned by a nationalised bank after converting the
then existing credit facilities amounting to Rs. 36 lakhs into a
fixed loan. The additional working capital also did not enablc
the Company to carry on the business profitably due to the high
price paid for raw shrimps -purchased from the open market.
The purchase of raw shrimps from the open market at a higlh
price and sale below cost continuously resulted in {ulthex erosior
of working. capital.

The Management stated (August 1977) that the busines:
could be run profitably only by diversification of activities anc
that several schemes for diversification were under consideration
No such scheme has been implemented so far (March 1978)

2.08. Financial position
~ T'he table below summarises the financial position of the
Company, under broad headings, for the three years up tc

1976-77:—
1974-75 - 1975-76 - 1976-77

Liabilities " (Rupees in lakhs)
(a) Paid-up capital 114,50 122:00 - - 122.00

(b) Borrowings (including

cash credit) 269.97 351 .08 361.92
(c) Trade cdues and other
liabilities (including
provisions) : 187.97%  (188.39* - 218.56%
Total 572.44 641 .47 - 697,28

* Includes liability towards provisional value of assets received from Govern-
ment, the valuation ol which is yet to be finalised, ~ The provisional value
of such assets was Rs, 71.59 lakhs in 1974-75, 1975-76 and 1976-77.









23
1974-75  1975-76  1976-77

Assels (Rupees in lakhs)
d) Gross block - 183.73 179:73 179.36
¢) Less: Depreciation = 76.68 79.03 38.56
f) Net fixed assets - 107.05 100.70 90.80

g) Other assets, plants and
machinery under insta-
llation and capital

* works-in-progress - 0.10

(h) Current assets, loans
. and advances : 107.02 104.00 107.07

(i) Miscellaneous expendi-
ture (including accu-

mulated loss) - 358.27  436.77  499.41
Total -~ - - - 572.44 . 641.47 = 697.28

Capital employed = 97.69 87.90 " 56.10°

Net worth N-)248.77 {—)314:77-(—) 847 41

.N’ole:—l. Capital employed  represents net fixed assets (excluding
capital works-in-progress) plus working capital.

2. Net worth represents paid-up capital minus *intangible
assets (miscellaneous expenditure).
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2.09. Operational results

The table below indicates the operational results of the
Company for the three years ended March 1977:—

1974-75  1975-76  1976-77
(Rupees in lakhs)
1. Value of production
(a) Sales (including ser-

vices) 45.91 107.78 230.71
(b) Closing stock of fini-

shed goods and works-

in-progress 28.45 16.30 27.05

(¢) Opening stock of
finished goods and

works-in-progress 19.96 28,45 16.30
(d) Value of production
(a+b—c) 54.40 95.63 241 .46

Less: Consumption of raw
materials, stores and

spares 23.28 70.05 189.79
2. Net value added* 31.12 25.58 51.67
3. Expenses (less miscella-
neous income) 121.62 103.03 115.06
4. Loss 90.50 11 45 63.39
5. Percentage of
“(a) Net value added to _
value of production 57.2 26.7 21.4
(b) Conversion expenses
to net value added . 390.8 402.8 222.7

(c) Value of raw materi-
als, stores and spares
consumed to value of

production 42.8 73, 78.6

Co

* “Net value added” indicates the aggregate income generated to meet
wages, salaries, interest charges, depreciation, etc.
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2.10. Credit control

2.10.1. Export of shrimps is made against irrevocable letters
of credit opened by the foreign buyers in favour of the Company,
and as such, there are no credit sales in exports. The outstanding
debts represent dues on account of sale of fish (other than shrimps),
cost of boats sold, storage charges, lease rent, etc.

The table below indicates the details of book debts and
advances pending recovery/adjustment as at the close of the three
years ending 31st March 1977:—

1974-75 1975-76 1976-77

(Rupees in lakhs)
Book debts 25.62 56.10 44 .86
Advances 21.45 17.71 22.94

47.07 73.81 67.80

2.10.2.  Sundry debtors

(1) A party-wise and period-wise break-up of the dues as on
31st March 1977 is given below:—

Government Co-operative  Private
departments  socielies parties

(Rupees in lakhs)

Debts outstanding for five

years and more ; 0.46 1.64

Debts outstanding for three

years and more but less

than five years 2 0.05 0.64

Debts outstanding for one

year and more but less '
than 3 years 37.61 S 0.19

Debts outstanding for less
than a year 3-10 0.06 1.11
40.71 0.57 3.58

102/9058/MC.
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The amounts due from Government departments mainly
represented the value of assets transferred to them. Action for
recovery of Rs. 0.57 lakh due from the co-operative societies was
pending (March 1978).

(i1) A further analysis of the amount due from private
parties (Rs. 3.58 lakhs) is given below:—

(Rupees in lakhs)

Lease rent 0.87
Sale of boats 0.82
Sale of miscellaneous fish 0.53
Sale of other items 1.36

Total 3.58

(111) The Company leased out its ice plant at Tanur to a
private contractor for one year from Ist April 1971. As per
the terms of the lease, a monthly rent of Rs. 3,486 was to be paid in
advance on the 5th of every month in addition to electricity
charges. The lessee discontinued payment of electricity charges
from May 1971 and lease rent from September 1971. The lease
was terminated in March 1972, when a sum of Rs. 0.31 lakh was
due from the lessee towards lease rent and electricity charges.
The Company did not take any action for recovery of the dues
during the tenure of the lease and a civil suit was filed only in
July 1974, which 1s pending disposal (March 1978).

(iv) The Company engaged, one after another, three con-
tractors for sale of fish (other than shrimps) from its fleet section
at Cochin, during the period April 1968 to March 1972. Accord-
ing to the agreement executed by them, the contractors were to
pay the price agreed upon prior to taking delivery of the fish.
However, the Company permitted the contractors to take delivery
of the fish without prior payment. The amount due from them
in respect of the contract period ended March 1972 was Rs. 0.53
lakh which is yet to be recovered (March 1978). The Manage-
ment stated (August 1977) that civil suits, arbitration petitions and
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revenue recovery proceedings were initiated for recovery of the
dues.

In one case, the contract period was to expire on 14th
September 1970, when a sum of Rs. 0.11 lakh was due from the
contractor. The contract period was extended up to 31st March
1971 to enable the Company to recover the outstanding amount.
However, when the extended period was over, it was found that a
sum of Rs. 0.29 lakh was outstanding against the contractor.

2.10.3. Advances

(i) The Company sanctioned, during 1967 to 1971,
advances to the crew (to be adjusted against the value of fish
catches brought in by them) recruited for the seasonal operation
of the mechanised fishing boats. The entire crew were retrenched
between December 1974 and June 1975. The amount of advan-
ces pending recovery at the time of retrenchment was Rs. 0.21
lakh which still remains to be recovered (March 1978).

(ii) The Company imported in January 1969 five cases of
spare parts for the compressors of ice plants and ice-cum-freezing
plants at a cost of Rs. 1.05 lakhs. The cases cleared in May
1969 by the clearing agents were opened only in September 1969
when shortage of spare parts valued at Rs. 0.19 lakh were
noticed. On the basis of an inquiry conducted in August 1971
by the Company, the Plant Manager and the Maintenance
Supervisor of the Cochin plant were held responsible for the
shortage. The Board decided in December 1971 to recover the
value of the parts found short from the persons responsible.
The amount has not been recovered so far (March 1978).

(iii) In March 1972, the Company sold import entitle-
ments valued at Rs. 1 lakh to a private firm in Bombay at a
premium of Rs. 0.40 lakh. The premium was not received in
advance and an amount of Rs. 0.26 lakh is still pending recovery

(March 1978).



2.11. Inventory control

~ The following table indicates the comparative position of
inventory at the close of the three years ending 31st March 1977:—

1974-75  1975-76  1976-77
(Rupees in lakhs)

[um—

Raw materials 0.87 0.[79 1.05
2. Stores, spares and tools
including stores under

verification 20.96 9.08 10.12

3. Finished goods 4.08 16.30 2789
4.  Works-in-progress 24:.37 - o
Total 50.28 26.17 38.22

The value of spare parts for mechanised fishing boats and
trawler engines, held in stock without any issue for the three years
up to 1976-77, was Rs. 1.90 lakhs. This included (i) Bukh
engine parts, procured in 1968-69 (value: Rs. 1.21 lakhs), which
became idle from 1973-74 when the boats fitted with these engines
were disposed of and (ii) Kirloskar engine parts (value: Rs. 0.94
lakh) for indigenous trawlers which became idle from 1974-75
when the indigenous trawlers were withdrawn from operation.
The spare parts have not been disposed of so far (March 1978).
The Management stated (August 1977) that as the boats fitted
with Bukh engines were few, it was difficult to dispose of the
Bukh engine parts. As regards Kirloskar engine parts, it was
stated (August 1977) that these would be disposed of along with
the indigenous trawlers.

2.12. Other topics of interest
2.12.1.  Expenditure on feastbility study

The Company obtained in May 1974 a letter of intent
from the Government of India for establishing a trawler building

yard. An inter-ministerial committee (consisting of officials
of the Planning Commission, State Government and Government
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of India), at its meeting held in July 1975, considered the issue
and came to the conclusion that demand for trawlers in India was
not encouraging and that it would be prudent to include the
manufacture of other vessels such as barges, tugs, ctc., also in the
product-mix of the trawler building yard.

The Committee also advised the State Government to
approach three Indian firms considered qualified for the work for
the preparation of detailed feasibility/project reports. The
Company, instead, invited quotations in September 1975 from
seven firms, including the three firms recommended by the inter-
ministerial committee.

A technical committec constituted in January 1976 by the
Chairman and Managing Director of the Company selected
(January 1976), after considering the quotations, a local firm as
consultants on a remuneration of Rs. 0.50 lakh. Two reports,
containing details of market research and product-mix, were
submitted in June 1976 and August 1976 by the firm. No report
on capital cost estimates, working capital requirements, produc-
tion cost, financial forecasts and profitability analysis specifically
required by the Company was submitted by the firm. Neverthe-
less, full payment of Rs. 0.50 lakh was made to the firm,in four
instalments between May 1976 and October 1976. The technical
committee, after considering the reports, observed in September
1976 that there was no scope for setting up a yard exclusively
for the construction of trawlers (a fact known as early as in July
1975 during the inter-ministerial committee meeting) as the
existing yards could meet the demand for trawlers for fifteen to
twenty years, and the scheme was abandoned.

The Management stated (August 1977) that the technical
committee did not consider it necessary to get further reports
from the firm as they had already dropped the proposal. |

2.12.2.  Payment of unproductive wages

As stated ecarlier in paragraph 2.01, Govenment decided
(August 1974) to transfer the boat building yards at Sakthi-
kulangara and Beypore to the Development (Fisheries) Depart-
ment and to close the boat building yards at Cannanore, Azhikode
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and Vizhinjam.  With the exception of twelve workers, the
other workers in the three boat yards which were closed, were
retrenched in December 1974 on payment of compensation.
The twelve workers were retained by the Company for completion
of the construction of some boats then in progress. The pay
and allowances of these workers up to 31lst August 1976 were
reimbursed (May 1977) by Government to the Company as their
services were utilised on the construction of boats for Govern-
ment. In August 1976, the Development (Fisheries) Department
informed the Company that the services of these employees were
no longer required by the department. The Company could not
also utilise their services in any manner. Idle wages paid to them
from 1st September 1976 to 3lst January 1978 amounted to
Rs. 1.27 lakhs.

These observations were brought to the notice of Govern-
ment in  December 1977, who endorsed (February 1978) the
views of the Management incorporated in the paragraph.

Section IIT

TRAVANCORE PLYWOOD INDUSTRIES
LIMITED

3.01. Introduction |

The Travancore Plywood Industries Limited was incorpora-
ted on lst November 1963 to take over the Travancore Plywood
Industries, an erstwhile departmental undertaking and to run it
on economic lines. The Company took over the undertaking
and started functioning from 24th February 1964. In November
1973, the Company became a subsidiary of Kerala State Industrial
Enterprlses Limited, another fully owned Government Company,

in terms of the provisions of Section 4 (1) (a) of the Companies
Act, 1956.

The Company is engaged in the manufacture and sale of tea
chest panels, commercial plywood, decorative plywood, flush
doors, block boards, chequered plywood, etc. The Company has
two units, one (umt I) for the manufacture of tea chest panels
and the other (unit II) for the manufacture of other items.
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3.02. Capital structure

The authorised capital of the Company, which was Rs, 15
lakhs at the time of its formation, was raised to Rs. 50 lakhs during
1967-68. The paid-up capital of the Company, entirely subscri-
bed by the State Government, was Rs. 48.59 lakhs as on 31st
March 1977.

3.03. Organisational set-up

The management of the Company vests in a Board of
Directors appointed/nominated by  the holding company.
There were eight directors on the Board as on 31st March 1977.
Government appointed in November 1971 an official who was
already functioning as the Managing Director of another Govern-
ment Company—DForest Industries (Travancore) Limited—
as Managing Director of the Company. Subsequently in March
1973, a General Manager was also appointed by Government.
The official appointed as Managing Director retired from Govern-
ment service on 30th April 1977 and, therefore, ceased to be the
Managing Director of both the Companies from that date.
Since then, the day to day affairs of the Company are managed
by the General Manager as chief executive.

3.04. Financial position
The table below summarises the financial position of the
Company under broad headings for the three years ending 31st
March 1977:— ‘ ‘
1974-75  1975-76 - 1976-77
Liabilities (Rupees in lakhs)
(a) Paid-up capital 48.59 48.59 48.59
(b) Borrowings including '
cash credit from
(1) Government of N 3
Kerala 18.25 48.25 48.25
(i1) Others 12.96 25.25 25,13

(¢) Trade dues and other _
current liabilities (in-
cluding provisions) bl 13, 60.47 66.06
Total 170.95 182.56 188.03
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1974-75 1975-76  1976-77

Assets (Rupees in lakhs)
(d) Gross block 101.65 104.49 105.65
(e) Less: Depreciation 43.50 49.91 55.76
(f) Net fixed assets 58.15 54.58 49.89
(g) Capital works-in-progress 0.23 0.54 0.61
(h) Investments 0.01 0.01 0.01
(i) Current assets, loans and
advances 86.73 103.71 102.86
(j) Accumulated loss 25.83 23.112 34.66
Total 170.95 182.56 188.03
Capital employed 83.73 97.82 86.69
Net worth 22.76 24.87 13.93
Note:—1. Capital employed represents net fixed assets plus working
capital.

2. Net worth represents paid-up capital /less intangible asscts,

3.05. Borrowings

Loans aggregating Rs. 49.59 lakhs were obtained by the
Company from Government between February 1964 and
September 1971. The loans, carrying interest at rates varying
from 5 to 7 per cent per annum, were repayable in 13 to 17 annual
instalments, commencing from the third anniversary of the receipt
of loan. The loans also carry penal interest at rates varying
from 7 to 9.5 per cent per annum on overdue instalments of
principal and interest. The Company has not been repaying the
instalments of principal and interest regularly from September
1970 onwards. The overdue instalments of principal (Rs. 20.67
lakhs), interest (Rs. 24.28 lakhs) and penal interest on delayed
payments (Rs. 7.98 lakhs) amounted to Rs. 52.93 lakhs at the
end of 1976-77.

While the balance under sundry debtors as at the close of
1976-77 (Rs. 27.34 lakhs) increased by Rs. 9.90 lakhs over
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that of the preceeding year (Rs. 17.44 lakhs), the outstandings
under sundry creditors for goods supplied decreased by Rs. 4.00
lakhs at the close of 1976-77. Delay in realising the debts due to
the Company resulted in payment of heavy interest charges on
amounts borrowed by the Company. Interest paid on short-
term loans and cash credit increased from Rs. 1.93 lakhs in
1974-75to Rs. 2.47 lakhs in 1975-76 and Rs. 3.30 lakhs in
1976-77.

3.06. Payment of management service charges

The Company paid Rs. 0.56 lakh in 1973-74, Rs. 0.69 lakh
in 1974-75, Rs. 0.43 lakh in 1975-76 and Rs. 0.51 lakh in 1976-77
as management service charges to the holding company at rates
prescribed by the latter. The charges levied by the holding
company were in the nature of consultancy fees of the executives
of that Company.

3.07. Production

The table below compares the actual production of plywood,
~ block boards, etc., with the installed capacity of the units and
the budgeted production for the three years ending 31st March
1977:—

Installed capacity* Budgeted production Actual production

Year Unit Unit Total Unit Unit Total * TUnit Unit Total
I II I II T II
(In lakhs of square metres)

1974-75 3.25 24.13 27.38} NA NA 14.24 3.51 8.88 12.39

1975-76  3.25 24.13 27.38\NA NA 18.29 3.05 7.67 10.72

1976-77 - 3.25 24.13 27.38 |NA NA 15.00 2.82 8.71 11.53
. i

* Based on one shift for U\mt I and two ShlftS for VUmt II T
] i =
Cis

NA Not avaxlablc scparatcly
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The utilisation of installed capacity in Unit I1 was less than 37
per cent in all these years. The Management stated (January
1978) that the limiting factor in any industry could be either
production or sales and that while unfavourable market conditions
were the limiting factor in 1974-75 and 1975-76, shortage of
timber was the limiting factor in 1976-77. o

e

3.08. Procurement of timber

Timber required for the manufacture of plywood is supplied
by the Forest Department of the State Government. The
department agreed (December 1968) to supply, subject to
availability, 15,000 cubic metres of timber annually to the
Company. Details of timber required for achieving the budgeted
production, timber supplied by the Forest Department and short-
fall, for the three years ending March 1977, are tabulated below:—

Timber requir-  Timber supp- — Percentage of

Year ed to meet lied by the shortfall
budgeted Forest
production Department
(in cubic metres)
1974-75 12,699 15,152 e
1975-76 16,200 12,440 28 .2
1976-77 14,604 11,355 22.2

With a view to exploring the possibilities of ensuring steady
supply of timber, Government ordered (October 1972) that an
intensive survey of softwood resources in the area between
Achancoil and Kakki (Quilon District) should be conducted
by the Forest Department in consultation with the Company.
No such survey was conducted till March 1978.

During the three years ending 31st March 1977, the Company
procured eleven species of timber (34,680 cubic metres)
for manufacture of plywood. Of these ‘Karanjili’ (a'specie
of wood with high oil content) constituted 31 per cent of
the total timber procured. The cost of production of plywood
manufactured out of this specie is higher than that of plywood









)

manufactured from other varieties. The Company had not
determined the cost of production of plywood manufactured from
different species of timber so as to ensure that only those species
with a potential for profitable production were procured. The
Management stated (January 1978) that when the Company was
incurring production loss due to non-availability of softwood,
determination of cost, specie-wise, was not of real help.

3.09. Wastage in production

The table below indicates the details of yield and wastage
at various stages of manufacture of plywood during the two years

ending 1976-77:—

Particulars 1975-76  1976-77
Timber utilised (cubic metres) 11,414 10,659
Output (cubic metres) 4,611 4,419
Yield obtained (percentage) 40.4 41.5
Wastage (percentage) at the stage of

cross cutting 3.0 4.1
peeling 41 .3 33.0~
clipping and drying 2.9 2.2
glueing and pressing 6.4 9.4
trimming and sanding 1.8 2.3
others 4.2 1.
100.0 100.0

The Company had not analysed the reasons for wastage.
There was also no machinery to assess and control wastages on
account of manufacturing defects such as overlaps and gaps in
inner plies, blisters, faulty glueing, splits and cracks, rough and
irregular cutting, etc. The increase during 1976-77 in wastage
at the glueing and pressing stages was attributed (January 1978)
by the Management to the ‘pressing’ of certain new products
such as chequered plywood, block boards, flush doors, etc. The
products for which the pressing allowance was to be allowed and
the rate at which such allowance was to be -allowed had not,
however, been determined by the Company (March 1978).
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3.10. Machine utilisation

3.10.1. The process of manufacturing plywood involves
simultaneous operation of the peelers, driers and presses. Hours
of operation of the machines during 1975-76 and 1976-77, as
computed by Audit on the basis of labour hours utilised on
their operation, were as follows:—

1975-76 1976-77
Name of machine Total hours ~ Hours  Percentage Total hours  Hours Percentage of
available utilised of utilisation  available  utilised  utilisation
Peelers (2 shifts)
No. I 4,242 2,688 63.4 4,214 2,086 49.5
No. II 4,242 2,247 53.0 4,214 2,086 49.5
Driers (2 shifts)
No. I 4,242 3,829 90.3 4,214 3,619 85.9
No. II 4,242 1,568 37.0 4,214 1,981 47.0
Presses (2 shifts)
No. I 4,242 2,219 52.3 4,214 2,751 65.3
No. II 4,242 2,156 50.8 4,214 2,219 52.7
Total 25,452 14,707 57.8 25,284 14,742 58.3

Cause-wise analysis of the reasons for the idling of machinery
had not been made by the Company. The Management stated
(September 1977) that the comparatively low utilisation of
machinery was mainly due to want of suﬁic1ent quantities of
til’n/b(?l_ -

3.10.2, Performance of machine

(a) Peelers: According to the project report (1968)
for Unit II, one peeler would convert 15 cubic metres of logs
into veneer in one shift of eight hours. Corhputed-on this basis,
there was a shortfall in production of veneers to the extent of: 97
per cent during 1975-76. - Similar details for 1976-77 were'hot
available with the Company *- The . Mahagement.' stated
(September 1977) ‘that optimum’ productlon ‘of'veneers depended
largely on the availability of good quality-logs of suitable -size
and as these were not available, productlon of veneers. fell- short

of’the estlmated levd p B REe sl
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(b) Driers: The wet veneers from the two peelers are
dried in the driers before further processing. In order to ensure
the continuous operation of all sections (peeling, drying and
pressing), all veneers peeled would require to be dried within the
shift hours so that the veneers would be available for the next
process. Delay in drying the veneers would create imbalances
in the plant which in turn would affect adversely the production
cycle and result in extra process cost. It was noticed in audit
that considerable delay occurred at the drying stage, as a result
of which the driers alone had to be operated in extra shifts.
Thus, while the peelers were operated for 4,935 hours during
1975-76, the driers had to be operated for 5,397 hours and in
1976-77, when the peelers were operated for only 4,172 hours, the
driers had to be operated for 5,600 hours. The Management
stated (January 1978) that the capacity of the driers would have
to be increased in order to balance them with the peelers and

that the additional investment for this purpose might not be
feasible.

(c) Presses: The dried veneers are spread with adhesives
and pressed in hot presses. The project report (1968) for Unit
IT estimated that there would be 56,332 pressing cycles in a year
lasting for about 7,040 hours and the number of working hours
available (on two shift basis) for operating both the presses
being 8,400, a surplus of 1,360 hours would be available. In
other words, the project report envisaged a surplus capacity of
about 4.5 hours per day in the pressing section which had been
reserved for production of block boards or flush doors. The
utilisation of the presses could not be verified in audit in the
absence of records showing the duration of a pressing cycle and
particulars of operation of the presses.

3.10.3. Idle machinery

" The Company comrmissioned in June 1968, a veager slicing
machine (capacity: 1800 square metres or 1.08 cubic metres per
shift' of 8 hours) costing Rs.’ 1.61 lakhs for the manufacture of
decorative panels. Anticipating orders for large quantities of
decorative panels, another machine of the same capacity costing
Rs.-2.93 lakhs was.imported in February 1968 and commissioned
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in August 1970. Asorders for decorative panels were not received
as anticipated, the first machine was not utilised at all during
1971-72 to 1976-77. The second machine was only sparingly
used during the period from August 1970 to March 1976 and
was not utilised during 1976-77.

The Management stated (January 1978) that the Board
of Directors of the Company had approved in December 1977
a project for manufacture of teak veneers and that the project,
when implemented, would provide for the effective utilisation
of the machines.

3.11. Operational results

The table below indicates the operational results of the
Company for the three years up to 1976-77:—

Year ended 31st March
1975 1976 1977

(Rupees in  lakhs)
1. Value of production

(a) Sales 98.50 94.59 145.05
(b) Closing stock of
finished goods in-
cluding goods con-
signed to Bombay
agency and works-
in-progress 87.17 58.12 42..31
(c) Opening stock of
finished goods in-
cluding goods con-
signed to Bombay
agency and works-
in-progress
Value of production
(a+b—c) 12
7. less: Consumption of
raw materials,
stores and spares 64.13

37.17 58.12

Gt ©
~1
(S%]

.94 115.5% 129.24

on
N
~J3
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Year ended 31st March

1975 1976 1977
(Rupees in lakhs)
3. Netvalue added * 61.81 62.81 61.18
4. Conversion expenses
(a) Salaries and wages 23.29 25.20 23.19
(b) Power and fuel 7.53 11.83 14.63
( c) Interest charges 6.60 7.44 8.59
(d) Depreciation 7.06 6.40 5.85
(e) Other items (includ-
ing sales commission)  10.45 9.83 19.86

54.93 60.70 72.12

5. Profit (+)/

Loss (—) (+)6.88 (+)2.11 (—)10.94
6. Percentage of

(a) Netvalue added to

value of production 401 54..4 47 .5
(b) Conversion expenses
to net value added 88.9 96.6 117.9

(c) Value ofraw
materials, stores and
spares consumed to
value of production 50.9 45.6 52.7

While the quantitative production of finished goods increased Czﬂ
by 7.6 per cent in 1976-77, the increase in the value of stores
consumed was 29.1 per cent.

3.12. Working results

The working of the Company during 1976-77 resulted ina net
loss of Rs. 10.94 ** lakhs as against a net profit of Rs. 6.88 lakhs

* “Net value added” indicates the aggregate income generated to meet
wages, salaries, interest charges, depreciation, surplus, etc.

**During audit of the accounts of the Company under Section 619 (4)

of the Companies Act, 1956, it was observed that the net loss of the
Company for 1976-77 was understated by Rs. 1.95 lakhs.




40

in 1974-75 and Rs. 2.11 lakhs in 1975-76. The accumulated
loss at the end of 1976-77 was Rs. 34.66 lakhs and worked out to
71.3 per cent of the paid-up capital of the Company. The
Management attributed (January 1978) the loss to increased
rate of trade discounts allowed with a view to preventing accu-
mulation of inventories.

The Company has not declared any dividend since 1967-68.

3.13. Inventery control and materials management

3.13.1. The comparative position of inventory and its distri-
bution at the close of the three years ending 31st March 1977
was as follows:—

1974-75  1975-76  1976-77

(Rupees in lakhs)

A. 1. Storesand spares
(including raw materials,
laboratory appliances) 19.72 13.79 17.11

2. Works-in-progress 5.92 11.27 11.80
3. Finished goods (includ-
ing goods in transit) 33.65 46.85 30.51
4. Scrap (Waste core) 0.32 1.35 1.37
Total 57.21 73.26 60.79
B, Consumption of raw
materials, stores
and spares 64.13 5273 68.06
C. Year-end inventories

of raw materials,

stores, spares and labora-
tory appliances expressed -
in terms of number

of months’ requirement

for production 3.70 .. ..3:14 - +3.02









41
3.13.2.  Slow moving and non-moving stock
The value of slow moving/non-moving items of finished
goods, held in stock as on 31st March 1977, was Rs. 4.53 lakhs,

vide details indicated below:—

Number of Value
wems  (Rupees in lakhs)

Items which did not move for

(a) oneyear 1.133 0.36
(b) two years 401 0.17
(c) three years and more
(i) regularitems 263 0.12
(ii) defective exhibition
articles ' 39,104 3.88 v
40,901 4.53

In July 1977, 8,939 items (cost: Rs. 3.36 lakhs) of defective
exhibition articles were auctioned by the Company at a loss
of Rs. 2.78 lakhs.

3.13.3.  Consumption of glue

Syntheti¢ resins (urea formaldehyde and phenol formalde-
hyde), marketed under different trade names by manufacturers,
are used as adhesives (glue) in the manufacture of plywood.
The cost of resins utilised in. production was Rs. 22.55 lakhs in
1974-75, Rs. 20.34 lakhs in 1975-76 and Rs. 21.86 lakhs in 1976-77.
Till August 1977, the Company had been purchasing different
kinds of resins (Aerolite, Arborite, etc.) from manufacturers and
lealers without inviting competitive tenders. The Company
invited tenders for the supply of resins for the first time in Septem-
ber 1977. Thirteen firms, including the firm from whom
ourchases were made earlier, responded. The rate quoted
by the regular supplier on invitation of tenders was less by
!E{‘s. 200 per tonne as compared to the rates previously paid to
aim.

102/9058/MC.
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The table below indicates details of the total quantity of
resin used, glue spread obtained, etc., for the three years ending
31st March 1977:—

Resin consumed ~— Glue spread  Glue spread ~ Consumption  Cost of resin
Year (in kilograms) obtained  obtained per  of resin per  per square
kilogram of  square metre  metre of glue
resin used of glue spread  spread

(in square metres) (in grams) (Rupees)
1974-75 1,64,476 13,33,468 8.11 123.34 1.69
1975-76 1,68,970 12,09,432 7.16 139.71 1.68
1976-77 2,04,490 12,56,172 6.14 162.79 1.74

According to the Forest Research Institute, Dehradun,
110-120 grams of urea formaldehyde and phenol formalde-
hyde resins would be sufficient for making a square metre of
plywood of suitable bond strength. Computed with reference
to the maximum limit of 120 grams per square metre, the excess
consumption was 4,460 kilograms in 1974-75 (value: Rs. 0.61
lakh) 23,839 kilograms in 1975-76 (value: Rs. 2.87 lakhs)
and 53,750 kilograms in 1976-77 (value: Rs. 5.75 lakhs).

The Management stated (September 1977) that

(1) it was difficult to fix a scientific norm for the con-
sumption of glue;

(ii) there was no need to maintain separate records
for consumption of individual resins; and

(iii) there was no device for the concurrent checking
and controlling of glue spread.

The excess consumption of glue was also attributed (January
1978) by the Management to the increased production of ‘Boilec
water resistant’ grades of plywood.
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3.13.4.  Consumption of furnace oil

The table below compares the consumption of furnace
oil with the quantity of plywood produced, during the three
years ending 31st March 1977:—

1974-75 1975-76 1976-77
1. Furnace oil consumed (in kilolitres) 984.463 1,102.094 1,214.593
2. Production (in square metres) 8.,88,053 7,67,465 8,71,099
3. Rate of consumption of furnace oil per 1000
square metres of plywood produced (in kilo-
~ litres) 1.109 1.436 1.394

The Management stated (September 1977) that ‘Karanjili’
and ‘Punnappa’ species of timber utilised for production of
plywood required more steam for treatment. It was observed
in audit that these two species constituted 31.06 per cent of
the total timber consumed in 1974-75 and that the rate of
consumption of furnace oil per 1000 square metres of plywood
produced was 1.109 Kilolitres. When the utilisation of these
two species came down to 28.64 per cent of the total
consumption in 1975-76, the rate of consumption of
furnace oil increased to 1.436 kilolitres per 1000 square
metres of plywood produced. The Management stated (January
1978) that variations in the consumption of furnace oil occurred
from year to year depending on the product-mix. The Company
had not, however, fixed any norm for consumption of furnace
oil on the basis of product-mix. '

3.14. Pricing policy and sales performance

3.14.1. Pricing policy

The Company had not defined how the price of its products
should be fixed. The statutory auditors in their report on the
accounts of the Company for the year 1975-76 had observed
(September 1976) that the selling prices of the Company’s
products were not fixed with reference to any cost/scientific
data. The Management, however, stated (September 1976)
that the price of some of the products were fixed on the basis
of cost data.
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The Company allowed discounts at different rates to
different customers on the ground that market conditions had
become sluggish during the later part of 1974-75 and that
this trend continued up to the end of 1976-77. The basis for
allowing discounts had not, however, been laid down. The
Company had also no record of the market prices prevailing
from time to time.

3.14.2. Marketing arrangements

The products of the Company are mostly sold direct from
the factory and through an emporium of the holding company
at Trivandrum. With a view to ensuring steady sale of ply-
wood products, the Company opened depots at Bombay
(December 1974), Madras (August 1975) and Ahmedabad
(October 1975) and appointed agents on commission basis.
The agents were required to achieve specified turnover targets
and in the event of failure to achieve these targets certain penalties
were leviable. Expenditure incurred in bringing the goods to
the depot was reimbursed to the agents and further expenditure,
if any, was to be borne by the agents themselves. Though
the depots opened at the above centres were treated as depots
of the Company and all the transactions of the depots were
incorporated in the accounts of the Company, the Company
had no control over them and for all practical purposes these
depots functioned as the business houses of the agents.
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3.14.3. Sales performance

The table below compares the details of sales of various
March 1977:— y

1974-75 1975-76
Budget Actuals Budget
‘Quantity  Value Quantity  Value ‘Quantity Value
in square  (Rupees in square  (Rupees in square - (Rupees
metres of  in lakhs) metres of  in lakhs) metres of  in lakhs)
4 mm 4 mm 4 mm
thickness thickness thickness
1 Commercial
panels including
tea chest panels
and others 14,02,780 172.13 9,82,417 91.60 18,00,000 148.50
2 Decorative panels 8,000 9.45 5,170 1.32 12,000 2.67
3 Flush doors 5,090 5.04 2,807 1.91 5,400 3.54
4 Block boards 8,500 7.56 5,548 1.96 12,000 4.20

14,24,370 194.18 9,95,942 96.79 18,29,400 158.91

* Excluding central excise duty onsales and other sales, such as sale of cut pieces,
l.
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products®* with budgeted sales for the three years cndi.ng 31st

1976-77
Actuals Budget Actuals

Quantity in Value Quantity in Value Quantity in Value
square metres of (Rupees square metres of (Rupees square metres of (Rupees
4 mm thickness in lakhs) 4 mm thickness in lakhs) 4 mm thickness in lakhs)
9,49,321 86.34 14,84,400 135.82 13,25,694 123.78
4,627 1.02 8,400 1.94 26,408 5.99
4,156 2.57 4,800 3.90 11,277 10.64
3,894 1.66 2,400 0.89 5,033 2.03
9,61,998 91.59 15,00,000 142.55 13,68,412 142 .44

rejected panels, etc.
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The shortfall in realisation from sales as compared to that
budgeted was 50.2 per cent in 1974-75 and 42.4 per cent in
1975-76. 'The reasons for the shortfall in sales indicated by
the Management in the annual reports to the shareholders, were
sluggishness in the market (1974-75) and unfavourable market
conditions (1975-76).

3.14.4. Performance of depol agents

(a) As against the minimum off-take of Rs. 132  lakhs
guaranteed in the agreements entered into with the three depot
agents, the actual off-take in 1976-77 was only Rs. 40.33 lakhs
as detailed below:—

Name of Depot Guaranteed Actual Value of  Percentage of
off-take off-take shorifall actual off -take
to guaranteed
_off-take
' (Rupees in lakhs)
Bombay 60 26.60 33.40 44.3
Madras 36 11.08 24.92 30.8
Ahmedabad 36 2.65 33.85 7.4
Total 132 40.33 91.67 30.6

Sales through the depots constituted only 10.6 per cent
in 1974-75, 39.6 per cent in 1975-76 and 28.3 per cent in 1976-77
of the total sales.

(b) The Management assessed that the working of the
three depots during 1975-76 and 1976-77 had resulted in a
total loss of Rs. 17.58 lakhs (Bombay depot: Rs. 14.34 lakhs;
Madras depot: Rs. 2.59 lakhs; Ahmedabad depot: Rs. 0.65
lakh). :

The statutory auditors in their report on the accounts for
the years 1974-75 and 1975-76, had pointed out several defects
in the accounts of the Bombay depot, such as want of vouchers
for delivery charges, absence of proper details in the vouchers
for payment of loading, unloading, clearing and forwarding
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charges, etc., and had suggested a thorough investigation into
the accounts of the depot. No such investigation had been
conducted by the Company (March 1978). The statutory
auditors in their report on the accounts for the year 1976-77
had also observed that they were unable to verify the correct-
ness of the expenditure, for want of proper vouchers and other
records in respect of the Bombay and Madras depots. The
Management stated (January 1978) that the depot expenses
were supported by vouchers which were found technically
defectivé and as such were not reimbursed to the agent but
kept under suspense.

(c) The following points were noticed in respect of
the transactions with the agent of the Bombay depot.

(i) According to the terms of the agreement (December
1974) entered into with the depot agent, the Company was
to reimburse expenses (freight, octroi, clearing and forwarding
charges and rent for depot) incurred by the agent for rendering
the materials saleable ex-depot and to pay a commission of 2
per cent on ex-depot sales. A supplementary agreement (March
1976) entered into with the depot agent provided for the reim-
bursement of certain other expenses (del credre commission,
brokerage, additional transportation charges, finance charges,
loading and unloading charges and additional octroi levies)
not contemplated in the original agreement. Consequently,
the Company - had to reimburse to the agent an additional

the agent claimed Rs. 1.36 lakhs (Rs. 1.25 lakhs for 1975-76
and Rs. 0.11 lakh for 1976-77) towards additional expenses which
were under dispute (March 1978). No such supplementary
agreement was entered into. with the depot agents at Madras
and Ahmedabad and such expenses were not reimbursed to
them .

amount of Rs. 2.89 lakhs during 1975-76 and 1976-77. F urther,l
[

(i) Immediately after entering into the agreement with

the :Bombay -depot: agent, the Company rationalised -the price:

strugture of its: plywood products,. which"involved :reduction. in.

the price. of certain .items supplied. to the Bombay déepot. . While

the revised prices were made applicable to the supplies made to
102/9058/MC.

Gas
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the Bombay depot agent with effect from 12th December 1974,
these were given effect to only from Ist April 1975 in respect
of supplies to other dealers. The Management stated (January
1978) ‘that the dual price structure was adopted for maximum
sale realisation to the Company from other dealers.

(i) The general rate of trade discount, which was 10
per cent of the f. o. r.- Punalur price, was revised, at the request
of the agent, to 12.5 per cent in February 1975, 15 per cent in
June 1975, 18 per cent in August 1975, 24.5 per cent in December
1975 and 25 per cent in April 1976. The maximum trade
discount allowed up to March 1977 to depot agents at Madras
and Ahmedabad was 20 and 15 per cent respectively. The
Management stated (September 1977) that discount rates had
to be enhanced during 1975 as the market had become sluggish
and it was found increasingly difficult to sell the products.

The Company also allowed trade discount on the price of
articles, which included central excise duty, in respect of eleven
consignments despatched between January 1975 and January
1977 from Cochin stockyard to the Bombay depot. Inclusion
of central excise duty in the price for calculation of the discount
resulted in extra discount of Rs. 0.19 lakh being allowed outside
the terms of the agreement.

(iv)  According to the terms of the agreement (December
1974) with the agent, the Company was to forward an advance
drawal note along with despatch documents through the bank
and the depot agent was to clear the documents on full payment of
the value of goods specified in the advance drawal note. In
January 1976, the Company relaxed this provision and permitted
the agent to clear the documents on tendering cheques, post-
dated 30 days from the date of clearance of the documents.
The cheques were, however, not cleared on the dates specified
in the cheques for want of funds. A test check in audit revealed
that during 1976-77, there was delay up to five months in clear-
ance of the cheques issued by the agent. This resulted in loss of
interest to the extent of Rs. 0.40 lakh. The Management stated
(January 1978) that certain credit fac111t1es were extended to the
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agent with the objective of enabhng him to ensure higher
sales pe1f01mance

(v) At the time of termination of the agency agreemcnt
in June 1977, the depot agent owed Rs. 4.21 lakhs to the Com-
pany. The Company owed Rs. 0.48 lakh towards cost of veneers
supplied to them by a firm owned by the depot agent. Though
the Company settled the dues to the firm owned by the depot
agent in July 1977, the dues from the depot agent to the Company
were yet to be recovered (March 1978). The Management
stated (January 1978) that the matter was under negotiation

with the agent.
3.15. Credit control

The table below indicates the position of book debts and
sales* for the three years up to 31st March 1977:—

dson .- : " Total debts  Sales -~ Percentage of
31st March : debts to sales
(Rupees in lakhs)
1975 ‘ 13728 798.50 . 135
1976 7 17.44 94.59 18.4

1977- h 27.34 145.05 18.9

The sundry debtors represented about 1.62 months’ turnover
in 1974-75 as compared to 2.21 months’ in 1975-76 and 2.26
months’ in 1976-77.

~ Theé Management. stated. (September 1977) that the Com-
pany had to sell the products on credit due * to unfavourable

market conditions and this accounted for the accumulatlon of
debts.

k '_* - Includiig sale of fejécﬁédfaiaéls;but piigca;s, etc.
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A break-up of amounts due from various parties, as on 31st

March 1977, is given below:—
(Rupees in lakhs)

1. Holding company - B:7
2. Central/State Government
Companies, Corporations 8.55
3. Depot agents 6:53 /
4. Other parties (private individuals Y,
and institutions) 9.19
Total 27.3%

3.16. Other points of interest

3.16.1. Transportation of furnace oil

In April 1974, the Company temporarily entrusted the
work of transporting furnace oil from the Cochin Refinery
to its factory to contractor ‘A’ without inviting tenders, at Rs. 55
per kilolitre. This was subsequently continued on a regular
basis up to December 1975. In the meantime, another con-
tractor, ‘B’ offered voluntarily to transport the oil at Rs. 45
per kilolitre. This offer was not availed of by the Company.
After December 1975, however, the work was ‘entrusted to
contractor ‘B’ on the basis of the lowest tendered rate (Rs. 50.10
per kilolitre) obtained from him at that time. Computed on the
basis of the voluntary offer of Rs. 45 per kilolitre, transportation
of 1,750 kilolitres of furnace oil between April 1974 and
December 1975 resulted in an extra expenditure of Rs. 0.18
lakh. The Management stated (January 1978) that as the
contractor engaged from April 1974 had lent his hands during a
pcrlod of crisis, the Company allowed hlm to carry on the trans-
portatlon at. Rs 55 per | kﬂohtre LRIV e el D DE L N

3.16. 2. Purckase qf teak veneers | L o R e s

- In Sepfetﬁber"’l’976’ the Co‘fﬁpany putchased. 56,568 square
metres of teak veneers (total cost: 5.5 /64 lakhs) from a Bombay
firm (owned by the Company’s depot agent at Bombay) at
mutually agreed upon rates (ranging from Rs. 9.15 to Rs. 10.76
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)er square metre) without inviting competitive tenders. To
neet further requirements of teak veneers, the Company invited
ompetitive tenders in November 1976. The rate of Rs. 9.20
ier square metre (excluding 5 per cent discount) quoted in
esponse by a local firm was the lowest. The Company there-
pon purchased veneers valued at Rs. 3.84 lakhs from the
lombay firm at the rate quoted by the local firm, though the
jombay firm did not respond to the tenders called for by the
‘ompany in November 1976. Computed with reference to this
ate, the extra expenditure on the purchase from the Bombay
rm in September 1976 amounted to Rs. 0.27 lakh.

The Management stated (September 1977) that the purchase
t higher rates from the Bombay firm was made on the ground
1at they offered to supply veneers on credit. A test check
1 audit of the personal accounts of the Bombay firm and the
ombay depot agent, maintained in the Company’s books,
isclosed that while Rs. 4.21 lakhs were due from the Bombay
epot agent as on 31st March 1977, only Rs. 0.48 lakh was
ue to the Bombay firm for teak vesgers supplied by them to
1e Company and in effect no credit facilities were, therefore,
Torded to the Company by the Bombay firm.

17. Cost accounting

A test check (September 1977) of the cost statements for the
sars 1975-76 and 1976-77 revealed that the cost of production
as arrived at in respect of plywood of 4 mm thickness only
1d the cost of production of individual products, which vary
. thickness and form, was not worked out. No reconciliation
stween cost and financial accounts was effected.

18. Internal audit

+" The Internal Auditor.of the -Company functions under the
rerall control ‘of ‘the Secretary' and’ Finance Manager. The
atutory auditors in their.report.on the accounts of the Company
v-the.years-1975-76 - and 1976-77 had.observed that the Company
d'-not. have a satisfactory internal audit sysfem, commensurate
th the size and nature of the business. SR S
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A manual laying down the scope and functions of the interna
audit had also got been prepared (March 1978).

These observations were brought' to the notice of Govern
ment in December 1977, who endorsed (January 1978) th
views of the Management incorporated in the paragraph.

Section IV

THE KERALA LAND DEVELOPMENT
CORPORATION LIMITED

4.01. \ Introduction:’

Kuttanad, a backwater tract spread over seven taluks ¢
Alleppey district and three taluks of Kottayam district,comprisin
an area of about 870 square kilometres, is the main rice growin
area in the State. On account of the twin problems of hig
floods and salinity of water, only one crop is mostly grown in th
area. With a view to enabling the raising of a second crop i
about 52,000 hectares and also to stabilising the existing single croj
Government approved in December 1972, the ‘Kuttanad Develog
ment Project’ involving an outlay of Rs. 20 crores and estimate
to be completed in six years by 1978-79.

The project envisaged construction of permanent sul
mersible bunds of a total length of 2,000 kilometres and ancillar
works around the ‘Padasekharams’ (contiguous groups of padd
fields) in Kuttanad. The Agricultural Refinance and Develoj
ment Corporation agreed (June 1972) to provide fun
required for implementing the project as long-term loans, throug
an autdhomous -institution. overnment, therefore; formed th
Kerala -Land Development Corporation Limited as a Sta
Government Company in December 1972. The main obje
of the Company is to promote, undertake, finance and execu
land development schemes for the development of agricultu;
and activities allied thereto in the State. . :



Dot Regir- e
ﬂfz :jf/{z.s‘fé ?//95‘/-
QY19
Pl ot .9 ¢
¢ N’;Lz./fl“%,:é?.hdf

Ry c. 148
™
P- 2P 1

X 90 P./;fl(,/ )2//7'3?7 @}2-/)_ 1992



=T

"




59

The Company took up (February 1974) the construction
f 370 kilometres of bunds and works ancillary thereto (estimated
ost: Rs. 375 lakhs) as the first phase of the project. The second
vhase, involving construction of 600 kilometres of bunds (estimated
ost: Rs. 608.88 lakhs), was approved in June 1977 by the Agri-
ultural Refinance and Development Corporation. '

The Company initiated (June 1977) discussions with the
\gricultural Refinance and Development Corporation  for
btaining refinance facilities for two more projects, viz. Trichur
Lole Land Development Project (estimated cost: Rs. 1,425
akhs) and Puzhangad Kannan Kayal Scheme (estimated cost:
s. 5.55 lakhs).

.02. Capital structure

The authorised and paid-up capitals of the Company, as on
Ist March 1977, stood at Rs. 700 lakhs and Rs. 141 lakhs res-
ectively. The paid-up capital has been fully subscribed by the
tate Government. Qut of the funds thus received, a sum of
.s. 20 lakhs was given as loan in December 1974 to the State
arming Corporation of Kerala Limited (another fully owned
rovernment Company) at an interest of 11 per cent per annum,
thich was repaid in March 1975. The Management stated
June 1975) that the request to Government for share capital
ras not related to any immediate requirement of funds but
ased on the annual outlay of the State Government.

+03. Borrowings

Under a refinance scheme for advancing loans to the
jompany for implementing the first phase of the Kuttanad
Jevelopment Project, the Agricultural Refinance and Develop-
1ent Corporation sanctioned Rs. 375 lakhs to the State Bank of
ndia in July 1973. As against this, loan (repayable in 12 to
5 years from the date of drawal and bearing interest at 8 per
ent per annum up to 30th April 1975 and 9 per cent
er annum thereafter) actually availed of by the Company
ietween February 1974 and March 1977 and outstanding on,
Ist March 1977 was Rs. 252 lakhs.
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4.04. Financial position

The table below summarises the financial position of the
Company under broad headings for the three years up to 1976-77 :—
1974-75  1975-76  1976-77

(Rupees in lakhs)

Liabilities
(a) Paid-up capital 66.00 96.00 141.0C
(b) Borrowings 40.00 110.00 - 252.0C

(c) Trade dues and other
current liabilities (in-

cluding provisions) 5.89 10.35 16.:49
Total 111.89  216.35 "409.4¢
Assets
(d) Gross block 3.00 3.18 3.21
(e) Less: Depreciation 0. 77 1.13 1,56
(f) Net fixed assets 2,23 %0 }.68
(g) Current assets, loans ,
and advances 85.84 170.92 350.7%
(h) Miscellaneous
expenditure 1.09 1.09 k.05
(i) Accumulated loss 22.78 42,29 56.0¢
Total 111.89 -216.35 . 409.4¢
Capital employed 69.05  156.00  299.5(
Net worth 42.18 52.62 83.8¢

Note:—1. Capital employed represents the mean of the aggregates o
opening and closing balances of paid-up capital and borrowings.

2. Net worth represents paid-up capital less intangible assets.
4.05. Targets and actual realisations thereagainst

4.05.1. Financial

According to an agreement executed by the Company
with the State Bank of India in February 1974, the loan of Rs. 37¢
lakhs sanctioned by the Agricultural Refinance and . Develop
ment Corporation was to be drawn and. utilised for: implemen:
tation of the first' phase «of the project during the two. year:
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ending 30th June 1975 (Rs. 40 lakhs up to 30th June 1974 and
Rs. 335 lakhs during the year ending 30th June 1975). As the
activities of the Company did not gather momentum in the
initial stages, the Company drew Rs. 40 lakhs only as at. the
end of June 1975. The schedule for withdrawal and utilisation
of the loan was, therefore, revised periodically during January 1974
to. May 1975, with the approval of Agricultural Refinance and
Development Corporation. In July 1975, the pattern of financing
was revised by the Corporation, accmdmg to which further
instalments of loan were to be clrawn as reimbursement of actual
expenditure incurred by the Company. At the instance,of the
Company, the Corporation further extended (Decembex 1976)
the period for drawal and utilisation of the loan of Rs."375 lakhs
up to 3lst December 1977. However, as stated ecarlier; loan
availed of by the Company upto 31st March 1977 amountcd to
only Rs. 252 lakhs. Government stated (December 1977) that
being a project implemented at the cost of the beneficiaries, the
initial response from them was not encouraging and- that as the
Company was invested with certain statutory powers only in
1974, schemes were initiated only thereafter. - Government
stated further that on account of these factors, the Company had
no alternative but to rephase the project, tdkm«r into account
the actual performance, andset up realistic targets Cfor the future.

4.05.2. Physical

The table below indicates the ]cngth of bunds to be con-
structed each year according to the project” report prepared by
Government and the lenoth of bunds actually compl(“lecl in
each year up to 1976-77:—

Length of bunds to be Length of bunds

Year completed as per project completed
report , _
(in kilometres) ~
1973-74 40 ; Nil.
1974-75 335 0.580
1975-76 360 17.206
1976-77 410 29,433°

102/9058/MC.

|
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In addition, works relating to about 356 kilometres of
bunds were under various stages of execution as on 31st March

1877,

4.06. Implementation of the project

Though the Company was formed in December 1972, statutory
powers to enable the Company to take up land development
schemes in lands owned by cultivators were given only in
November 1973 by an ordinance which was subsequently (March
1974) replaced by the Kerala Land Development Corporation
Lirnited (Special Powers) Act, 1974.

In terms of the provisions of the Act, cultivators desirous
of availing of the benefits under the scheme were required to
submit preliminary applications jointly to the Company. On
aporoval by the Board of Directors of the draft schemes prepared
on the basis of these applications under Section 3 of the Act,
details of the schemes were to be published under Section 5,
inviting objections, ifany, from the public. An Inquiring Officer
was to be appointed to consider these objections and based on his
report, decision was to be taken under Section 7 of the Act
either to execute the schemes or to abandon them. Details of
schemes decided to be executed were again to be published
under Section 8 of the Act.

Works under the schemes were generally arranged for
execution either through the beneficiary land owners or their
nominees. In cases where the cultivators did not come forward
to take up execution of the work, open tenders were invited and
contractors engaged. Out of 114 such schemes under execution
as on 31st March 1977, 18 schemes were being executed by private
contractors and the remaining by the beneficiary land owners.

On completion of the scheme, a declaration of completion
was to be published in the Gazette under Section 13 of the Act.
Thereafter, a record of rights and liabilities was to be prepared
under Section 14 setting out the names of the owners of land
included in the scheme, the cost of the works done, the total
amount to be recovered from the owners, including interest, and
the rate of recovery per hectare per annum.
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The cost of the works was to be treated as loan to the
cultivators, repayable in 12 to 15 years with interest (9 per cent
up to 30th April 1975 and 104 per cent thereafter) from the
date of completion.

The progress of construction of bunds up to the year ending
31st March 1977 was as follows:—

Number Area Length ~ Number ~ Cost

of ———————— of bunds  of ( Rupees

schemes ~ Acres  Hectares (in kilo- benefi- in lakhs)
metres) claries

(a) Schemes approved under 231 57369 23226 & 28030 923.86
Section 3

(b) Draft schemes published under 185 48230 19526 707.66 26256 709.54
Section 5

(c) Schemes approved for execution 158 39501 15992 639.94 22406 604.24
under Section 7

(d) Schemes published under 148 32154 13018 533.95 19331 493.85
Section 8

(e) Schemes in respect of which 114 24851 10061 399.36 16005 415.67
works had been arranged and
awarded

(f) Schemes completed and in res- 23 1819 740 43.52 1266  20.50

pect of which declaration under
Section 13 had been issued

(g) Schemes in progress 91 23032 9321 355.84 14739 236.49

(h) Schemes in respect of which 2 19.26 7.80 1.382 6 0.52
record of rights and liabilities
had been prepared under
Section 14

Note:—(i) Costs shown against (a), (b), (c), (d) and (e) are estimated costs.
(ii) Costs shown against (f), (g) and (h) are actual costs.
*  Not available.

Out of the 23 schemes completed, delays ranging from 45
to 316 days were noticed in respect of 20 schemes with reference
to the dates originally fixed for their completion at the time of
the award of works on contract. There was also further delay
in publishing the declaration of completion in respect of these
schemes, which ranged from 45 to 315 days from the date of
physical completion of the works.

Delays were also noticed in the preparation and service
under Section 14 of the Act, of the record of rights and liabilities.
While this was delayed by 3% months and 5 months respectively
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in ‘the case of the two. schemes in respect of which the process
was completed by 31st March 1977, in respect of 19 other schemes,
the preparation of the record of rights and liabilities was comple-
ted only by November 1977. The delay in these cases ranged
from about 64 months to 181 months. In respect of one scheme,
the preparation of the record of rights and liabilities was pending
from January 1977 owing to non-receipt by the Revenue wing
of the requisite - details from the Accounts wing of the Company.
In respect of the remaining one scheme, the preparation of the
record of rights and liabilities was completed in February 1978.

The delay at various stages of execution of the schemes under
the Act was attributed (December 1977) by the Management/
Government to the following:—

(1) lack of response from the cultivators on account of
increased cost of cultivation and prevailing low price
for paddy;

(i1) necessity for undertaking extension work for enlisting
the co-operation of cultivators;

(iii) modifications in the draft schemes based on inquiry

Teports; ‘ )

(iv) division of the schemes into many parts for which
separate agreements were to be executed;

(v) execution of the project in water-logged areas, and
“grant of extension of time for completion due to
rains and floods;
(vi) necessity for verification of the revenue records in the
various village and taluk offices for finalisation of the
list of owners; and

(vil) necessity for supplying every beneficiary land owner
with a set of records containing statement of recovery,
map, plan, etc., after completion of the work.

Delays at various stages of execution of the schemes resulted in
the postponement of recovery, from the beneficiaries, of the
cost of the schemes. =—w__ '
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4.07.. Cultivation of second crop
The estimated arca in which a sccond crop was to be raised
and the incremental income that would accrue to the beneficiaries

during the first four  years therefrom, as envisaged in the project
report, were as follows:—

Area to be Incremental
available for tncome at
second crop Rs. 1,000

per hectare

(in hectares) (Rupees in

A : lakhs)
“First year 1,000 10.00
(1973-74)
Second year 9,000 90.00
(1974-75)
Third year- 18,300 183.00
(1975-76)
Fourth year 29,300 293.00
(1976-77)

As against these projections, the area brought under sccond
crop cultivation during 1976-77 was 4,685 hectares only. The
incremental income accruing by raising a second crop was only
Rs. 625 to Rs. 750 per hectare against Rs. 1,000 (approximately)
per hectare anticipated in the project report. Government
stated (December 1977) that the cultivators did not show much
enthusiasm for raising an additional crop due to the steep fall
in the price of paddy

The impact of the scheme in stabilising the existing single
crop cultivation has not  been assessed by the Company. The
Management stated (December 1977) that the actual area stabili-
sed for single crop from year to year could not be quantitatively
estimated.

1.08. Infrastructure works

According to the project report, the full benefit of bund
construction for raising a second crop would be available to
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agriculturists only if the necessary infrastructure works were also
carried out simultaneously with the construction of bunds.

The following infrastructure works were, therefore, included
in the project report:—

Particulars of Lstimated Purpose
infrastructure works cost
( Rupees
tn crores)
1. Thanneermukkom 4.50 To prevent entry of salt
barrage and locks water into Kuttanad area
2. Improvement to the 2.69)

leading channel of the
Thottappally Spillway
3. Provision of protection 0.96 ¢ Lo control floods in
works to the bunds Kuttanad area
affected by the opera-
tion of Thottappally

Spillway J
4. Diversion of Idukki 0.65 To provide water for second
Tailrace water from crop in Kuttanad area

Moovattupuzha basin
to Kuttanad paddy
fields

Total 8.80

These works were to be executed by the State Government
through the Irrigation Department. The Management stated
(August 1977) that while the Thanneermukkom barrage and locks
alone had been completed, investigation in respect of items 2
and 3 had been completed by the State Public Works Department
and sanction of Government for the estimates was awaited and
that item 4 was yet to be taken up. It was, however, observed
that the construction of a portion of the Thanneermukkom
barrage had not been taken up (March 1978).
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4.09. Working results

The Company had been working at loss since its inception.
The accumulated loss up to 1976-77 was Rs. 56.03 lakhs.
According to the Management (September 1975), the deficit under
the revenue account was due to the fact that the Company was
not in a position to pass on the overhead expenses for framing
and implementing the scheme to the beneficiaries as, under the
provisions of the Kerala Land Development Cmporatlon Limited
(Special Powers) Act, the costof the works under the schemes
framed by the Company was not to include charges for establish-
ment and supervision.

The main source of income of the Company is the margin
between the borrowing rate from the State Bank of India and the
lending rate to the beneficiaries (one per cent up to 30th April
1975 and 1} per cent thereafter). The collection of this margin
itself is spread over a period of 12 to 15 years of repayment of loan
by the beneficiaries. While the interest burden of the Company
up to 31st March 1977 was Rs. 23.45 lakhs, the interest receivable
by the Company on the amount spent on the scheme till 31st
March 1977 was Rs. 23.08 lakhs. Against this, the interest
actually received up to 31st March 1977 was Rs. 1,697 only.

Government had agreed in July 1976 to grant a subsidy to
the Company in order to wipe off the deficit of Rs. 22.73 lakhs
accumulated up to 31st March 1975. The Company requested
(March 1977) Government to reimburse 27 per cent of the cost
of works towards centage charges. Orders of Government on
this request were awaited (March 1978).
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4.10. Incidence of revenue expenditure
Details of revenue expenditure of the Company from its
inception up to March 1977 were as follows:—

1973-74 1974-75 1975-76 1976-77
(Rupees in lakhs)

Salary and wages 3.67 11.27/ 15.00 14.91

Leave salary and '

pension contribution .5 1.87 1..92 1.76

Travelling expenses 0.56 1.68 2.24 2.04

Other items 1.72 5.86 g.7¢ " 19.52
Total 6.50 20.68 28.90 38.23

As against the total revenue expenditure of Rs. 6.50 lakhs,
Rs. 20.68 lakhs, Rs. 28.90 lakhs and Rs. 38.23 lakhs incurred
by the Company during 1973-74, 1974-75, 1975-76 and 1976-77
respectively, the cost of works executed was esds: Rs. 0.07 lakh
in 1973-74, Rs. 28.32 lakhs in 1974-75, Rs. 136.95 lakhs in
1975-76 and Rs. 256.99 lakhs in 1976-77. The percentage ol
establishment and other charges to expenditure on works worked
out to 8827.9, 73.0, 21.1 and 14.9 in 1973-74, 1974-75, 1975-7¢
and 1976-77 respectively. Government suggested to the Com-
pany in February 1975 that economies might be effected ir
revenue expenditure, especially under contingencies, travelling
‘expenses, ctc.  The expenditure under travelling expenses and
other items, however, increased from year to year. The Mana-
gement stated (August 1977) that the revenue expenditure coulc
not be said to be high and was progressively decreasing. The
expenditure (rent and travelling allowance) in maintaining a
separate administrative office at Trivandrum in addition to the
registered office at Alleppey, amounted to Rs. 1.08 lakhs
approximately for the three years ended March 1977. The
Management stated (August 1977) that the continuance of the
administrative office was essential to liaise with Government anc

other departments.
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SeEcTtioN V

THE TRAVANCORE-COCHIN CHEMICALS
LIMITED

FOURTH STAGE EXPANSION SCHEME

5.01. Mention was made in paragraph 6 (c) of Section IIT of
the Report of the Comptroller and Auditor General of India for
the year 1973-74 (Commercial) of the delay in implementation of
the fourth stage expansion scheme undertaken by the Company,
action in respect of which was initiated in 1969. A further
review (May 1977) in audit of the progress of the expansion
scheme revealed that though, according to the revised projections
made in this regard in December 1973, the sodium sulphide
plant and the caustic soda plant were scheduled to be commis-
sioned in December 1974 and April 1975 respectively, the
former was commissioned only in May 1975 and the latter in
October 1975. The sulphur dioxide plant, scheduled to be
commissioned in August 1975, is expected to be commissioned
only by March 1978.

While the delay in commissioning the sodium sulphide
and caustic soda plants was attributed (January 1977) by the
Management respectively to the non-availability of the requisite
number of sulphide cells for the production of sodium sulphide
solution and to the delay in obtaining power supply and arrang-
ing supply of water for the caustic soda plant, the non-commis-
sioning of the sulphur dioxide plant was stated to be due to the
long delivery periods involved in the procurement of certain
essential indigenous equipments such as waste heat boiler,
sulphur dioxide burner, gas compressor, refrigeration units, etc.

The estimated cost of the expansion scheme, revised in
April 1972 to Rs. 994.82 lakhs (foreign exchange component:
Rs. 236.72 lakhs) from Rs. 950.86 lakhs (foreign exchange
component: Rs. 233.20 lakhs) in October 1971, was further
revised (September 1974) to Rs. 1,505.28 lakhs (foreign exchange

102/9058/MC.
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component: Rs. 361.10 lakhs). The actual expenditure
incurred on the scheme up to September 1977 amounted to
Rs. 1,455.92 lakhs. J : :

5.02. Financing arrangements v

While revising the project estimates in September 1974, it
was envisaged that the expansion scheme would be financed by
equity contribution by the State Government (Rs. 315 lakhs),
loans from financing bodies (Rs. 1,130 lakhs), and the Company’s
own internal resources (Rs. 60 lakhs) The: State Government
accordingly contributed Rs. 315 lakhs towards equity capital
during 1972-73 to 1976-77 and the Company obtained loans
amounting to Rs. 1,030 lakhs from financing bodies during
1973-74 to 1976-77. A sum of Rs. 124.75 lakhs representing

rincipal due for repayment during June 1976 to November
1977 and Rs. 191.53 lakhs representing interest due for the period
up to December 1977 were yet to be paid (March 1978) to the
financing bodies. = The Management stated (July 1977) that
the loan and interest could not be repaid according to
schedule owing to shortfall in cash generation consequent upon
the adverse market conditions prevailing in the rayon and paper
industries which were the major consumers of the main products
of the Company.

As internal resources were not available as anticipated, the
Company obtained (January 1975) a short term loan of Rs. 50.00
lakhs, repayable in April 1975 at 13 per cent interest, from the
Kerala State Industrial Development Corporation Limited. The
loan has not been repaid yet (March 1978). As at the end of
December 1977, interest amounting to Rs. 19.85 lakhs was
outstanding. The Management stated (March 1978) that the
Kerala State Industrial Development Corporation Limited had
been requested to convert the loan and interest into equity
capital.

5.03. Production performance

The fourth stage expansion scheme envisaged, inter alia, an
increase in the annual production of caustic soda from 33,000
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tonnes to 66,000 tonnes, of chlorine (a by-product of the caustic
soda plant) from 29,040 tonnes to 58,080 tonnes and of sodium
sulphide from 1,000 tonnes to 2,100 tonnes. The actual per-
formance of the different plants is discussed in the succeeding
paragraphs.

5.03.1. Caustic soda plant

(a) Caustic soda

The new plant, commissioned in October 1975, started
commercial production from December 1975. The installed
capacity, budgeted production, actual production, etc., of caustic
soda are indicated in the table below:—

1974-75 1975-76 ‘ 1976-77

Oldplant  Old plant New plant Total Old plant New plant Total

(in tonnes)

Installed capacity 33000 28050* 11000f 39050  26400* 33000 59400

Budgeted production 25040 NA NA 25726 NA NA 37067
Actual production 22574 16513 4955 21468 12824 165700 29394
Percentage of actual produc-
tion to installed capacity 68.4 58.9 45.0 55.0 48.6 50.2 49.5
Percentage of actual produc-
tion to budgeted production 90.0 o e 83.4 5 5 79.3

The Management stated (August 1977) that the shortfall in
production was due to failure, during trial runs (October-
November 1975) of the new plant, of the sulphuric acid coolers
of chlorine compressors resulting in the shut-down of the chlorine
liquifaction plant and also due to basic defects in the hydro-
chloric acid synthesis plant. Government stated (January 1978)
that the anticipated production targets for 1975-76 could not be
achieved owing to delay in commissioning the plant consequent
upon the inordinate delay in obtaining power connection as well
as because of certain technical problems that cropped up in the
working of the rectifier transformers.

NA Not available separately.

* One 12 kilo ampere cell plant installed in 1952 with a capacity of
6,600 tonnes was shut-down in July 1975 as irrepairable.

t Proportionate for four months (December-March).



(o))
co

(b)  Chlorine

The installed capacity, actual production and utilisation of
chlorine during the three years ending March 1977 are given
in the table belowi—

1974-75 1975-76  1976-77
(in tonnes)
Installed capacity (on three

shift basis) 29,040 34,364 52,272
Actual production (on three :
shift basis) 19,865 18,892 25,867

Chlorine utilised for the
manufacture of hydrochloric
acid and hydrogen chloride

gas 9,412 9,826 9,263
Liquid chlorine 3,959 4,444 5,309
Total utilisation of chlorine 13,371 14,270 14,572
Percentage of utilisation to

actual production 67 76 56

The increase in the utilisation of chlorine during 1976-77
was marginal inspite of the increase in production. The Manage-
ment had informed (January 1977) Government that the market
for the product was very limited owing to dearth of manufacturers
of chlorine based chemicals.

5.08.2. Sodium sulphide plant

The following table indicates the installed capacity, bud-
geted production, actual production, etc., of the sodium sulphide
plant for the three: years up to 1976-77:—

: » 9 1974-75  1975-76 1976-77

(in tonnes)

Intalled capacity 1,000 1,917*% 2,100

Budgeted production 900 980 1,499
- Actual production < | 695 gll

Percentage of production to

installed capacity 52 .1 36.3 43 .4

Percentage of production to

budgeted production 57.9 0.9 60.8

* proportionate for 10 months.
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Government stated (January 1978) that the main factor
sponsible for the shortfall in production during 1976-77 was
e low direct current load maintained in the cells due to a
iriety of reasons, such as problems connected with the 25 kilo
npere cells, problems of disposal of chlorine from these cells

the bleach liquor plant, the need for reducing the chlorine
ad to the bleach liquor plant, power interruptions and technical
oubles which developed in the concentration vessels.

04. Sales performance |, -

04.1. Caustic soda

The project report (October 1971) envisaged that after
mmissioning the new plant, the Company would market
,100 tonnes of caustic soda, out of the country’s estimated
mual demand of 1,10,268 tonnes. The table below indicates

tails of budgeted and actual sales for the three years up to
76-77 :—

1974-75 1975-76 1976-77

Budgeted ~ Actuals  Budgeted  Actuals Budgeled Actuals

k (in tonnes)
Solid 1,200 1,099 1,478 649 4,311 \ 3,994
Flakes 6,000 2,343 4,046 2,314 % 8,540 ) 3,394
Lye 15,800 ) 17,016 15,989 14,819 29,472 20,272

Total 23,000 20,458 21,513 17,782 42,323 27,660

Government stated (January 1978) that the main reason
¢ the decline in sales during 1975-76 was the lower production
caustic soda in that year as well as the continued market
sistance from consuming industries, the stiff competition from the
uthern units for capturing the market and the policy of all the
ajor customers to procure their rawm aterials only from two or
ree sources. Government further stated that the requirements
the newsprint project of the Hindustan Paper Corporation
mited and some of the major aluminium companies were also
ken into account in the project report, which, however, did
t materialise and that the newsprint project was still in the
nstruction stage only.
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5.04.2. Sodium sulphide

The Company being the only manufacturer of iron-fr
sodium sulphide of 60 to 62 per cent purity, the project repc
(October 1971) envisaged increased sale of 1,500 to 1,800 tonn
per annum on completion of the expansion scheme for meeti:
the requirements of pharmaceutical industry, tanneries, d
manufacturers and textile mills. Against the budgeted sz
of 980 and 1,509 tonnes for 1975-76 and 1976-77, the actu
sales during 1975-76 and 1976-77 were 685 and 873 tonn
respectively.

The Management stated (August 1977) that the shortf:
in sales was attributable to lower production and competitic
from other manufacturers. It was also stated (Decemb
1977) that the Company was trying to find new users f
the product and that it was hopeful of increasing sales in tl
near future.

Government stated (January 1978) that the lower sal
were due tolesser demand for the Company’s high purity produ
as the main consuming industry (leather industry) had switche
over to a lower purity sodium sulphide which came into tI
market as a by-product from the barium processing indust
and that the pharmaceutical industry had also started using t]
product manufactured by small scale manufacturers.

~/ 5.05. Cost of production and selling price
5.05.1. Caustic soda

The table below indicates the cost of production of caust

soda and sales realisation per tonne during the three years ende
March 1977:—

Year Cost of  Sales

o production  realisaty
/ (Rupees per tonne)
% 1974-75 1,239 1,355
1975-76 1,972 1,596

1976-77 (.2,491) (1,62 1)

2330 . . Jpo



—
/

7 ft/,/’7a//’4/?f'?//9.



cPuU-78L

.3 KV}M?J



71

The Management stated (August 1977) that the increase
cost of production was mainly due to under-utilisation of
acity and operation of plants at uneven loads, resulting in
ctuations of load factor. It was also stated that the load
tor could not be stabilised due to teething trouble in plants,
uble in rectifier transformers and restrictions imposed by the
:ctricity Board on power supply.

Government stated (January 1978) that while the cost of
»duction was high due to lower utilisation of capacity, the sale
ce was subject to ceilings fixed by the Alkali Manufacturers’
sociation and market conditions and that the teething troubles
d the defects in the rectifier had almost been rectified and that
sed on the monthly sales forecast, production and power
wsumption would be made uniform with a view to improving

on the load factor.
gl

)5.2.  Sodium sulphide

The cost of production and sales realisation of sodium

phide during 1974-75, 1975-76 and 1976-77 were as follows:—

Cost of Sales
Year production  realisation
(Rupees per tonne)
1974-75 3,579 2,935
1975-76 ' 4,119 3,061
1976-77 4,567 3,222

The increase in cost of production was attributed (August
77) by the Management to lower production and increase in
: cost of power due to revision of tariff in July 1975. Govern-
nt stated (January 1978) that the use of sodium sulphide of
ver purity by leather and pharmaceutical industries also
versely affected the demand for the Company’s product.
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5.06. Purchases

5.06.1. Cast iron pipes

On the basis of quotations invited in May 1974, -
Company placed (July 1974) orders with a firm of Bombay.
the supply, ex-godown Bombay (sales tax extra), of 275 met
of 300 mm (cost: Rs. 1.13 lakhs) and 245 metres of 400 n
(cost: Rs. 1.48 lakhs) cast iron pipes, to be used for the supply
water to the new caustic soda plant. According to the purch:
order, the pipes were to conform to certain I.S.1. specificatic
and were to be accompanied by relevant test certificates. T
pipes found defective, on inspection by the Company on th
receipt, were to be replaced free of cost by the firm. Betwe
October 1974 and April 1975 the firm supplied 275.76 metres
300 mm pipes and 244.15 metres of 400 mm pipes at a total c
of Rs. 2.71 lakhs, against which Rs. 2.65 lakhs were paid by t
Company. The Company also spent Rs. 0.17 lakh towar
transportation charges and Rs. 0.40 lakh on valves and accessor:
for these pipes, also procured from the same firm. Neither d
the firm furnish the requisite test certificates nor did the Compai
conduct any test before payment, on the ground that the fix
had stated that the pipes were of tested quality and that the te
certificates would be sent subsequently.

After laying the pipes, they were pressure-tested (July 197
hydraulically by the Company when a majority of the pipes ga:
way and the pipe line broke. It was then found that the pip
were of inferior quality and hence unsuitable for the purpose fi
which they were procured. A detailed study conducted (Augu
1975) by the Company in consultation with the Public Heal
Engineering Department revealed that the cast iron pipes supp]
ed by the firm would not withstand the required pressure. T1
pipes already laid were therefore, taken out and replace
(September 1975) by spigot and socket type pipes (225 metr
of 300 mm size and 308 metres of 400 mm size) procured from tt
Public Health Engineering Department at a cost of Rs. 1.1
lakhs. The expenditure incurred by the Company in laying an
taking out the defective pipes and re-laying new pipes amounte
to Rs. 0.31 lakh.
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The firm, on further discussions, agreed (February 1976)
to allow a rebate of Rs. 1.28 lakhs to the Company. The rebate
of Rs. 1.22 lakhs (after adjusting Rs. 0.06 lakh pending payment
to the supplier) has not been received yet (March 1978). The
Management stated (August 1977) that the defective pipes left
with the Company would be used for its effluent disposal
scheme and that 150 metres of 300 mm pipes had already been
;o used though high density polyethelene pipes were cheaper and
setter suited for this purpose. Government stated (November
1977) that hydraulic testing of pipes for cent per cent effectiveness
>ould be conducted only after installation and the matter was then
aken up with the firm on the basis of which a rebate was allowed.

.06.2. Cables

Based on the lay-out of the plant and equipment and re-
commendations of the collaborators, the Company placed
rders between October 1973 and October 1974 with three firms
n Bombay, Madras and Cochin, for supply of 53,472 metres of
:ables (value: Rs. 19.46 lakhs) of different sizes for the new
saustic soda plant. Out of 53,581 metres of cables (value:
Rs. 19.57 lakhs) received between September 1974 and February
1975 against the above orders, 6,662 metres of cables (value:
Rs. 4.56 lakhs) became surplus, when the installation of the new
slant was completed (October 1975).

The Management stated (August 1977) that though there
1ad been some duplication in the orders placed by the Company,
1 major portion of the surplus cables would, however, be utilised
or the sulphur dioxide plant under erection.

Government stated (November 1977) that out of the total
urplus of 6,662 metres of cables, 2,230 metres valued at Rs. 2.00
akhs had been reserved for the sulphur dioxide plant, 200 metres
ralued at Rs. 0.35 lakh had been reserved for future use in other
lants and 262 metres valued at Rs. 0.37 lakh had been
old (June 1977) for Rs. 0.25 lakh, leaving a balance of 3,970
netres valued at Rs. 1.84 lakhs. The Management stated
March 1978) that 280 metres of cables valued at Rs. 0.45 lakh
1ad also been disposed of for Rs. 0.29 lakh.

102/9058/MC.
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5.06.3. Caustic storage tanks

On the recommendation of the collaborators, the Company
placed (December 1973) orders for the fabrication, supply and
erection of two caustic storage tanks (cost: Rs. 1.40 lakhs each)
with Fertilisers and Chemicals, Travancore Limited, a Central
Government Company. The orders stipulated that the work was
to be completed within eight months from the date of issue of the
order or handing over the foundation at site, whichever was later.
The suppliers accepted (January 1974) the order on the condition
that the price would be subject to revision in case the Company
failed to make the foundation ready within four months from the
date of order or payment of advance. The Company paid
(January 1974) an advance of Rs. 0.93 lakh representing one-
third value of the contract. As the Company did not make the
foundation ready till July 1974, the suppliers revised (July
1974) their price to Rs. 1.98 lakhs per tank, which was subse-
quently reduced, after negotiations, to Rs. 1.70 lakhs. This
resulted in an extra expenditure of Rs. 0.62 lakh, on the basis
of actual payments (Rs. 3.42 lakhs).

The Management stated (May 1977) that the onset of
monsoon and the delay on the part of the architects in finalising
certain modifications in the proposed drawings and in approving
them resulted in delayed release of the foundation. It was
further stated (August 1977) that the increase in price was
allowed due to increase in the cost of steel.

5.06.4. Polypick pumps

The Company, on the recommendation of the collaborators
placed orders (January 1974) with a firm of Bombay for supply o
four polypick centrifugal pumps to handle hydrochloric acic
in the new caustic soda plant ata cost of Rs. 0.59 lakh (excludin;
taxes and other charges). According to the purchase order, on
pump was to be delivered within two months from the date o
acceptance of the order and the other three within three month
after approval of the first pump. The order was accepted b
the firm on 16th January 1974 and the Company paid ai
advance of Rs. 0.15 lakh representing 25 per cent of the valu
of the order. The firm supplied two pumps in February 197.
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and the other two in May 1975, for which the Company paid
Rs. 0.38 lakh (May and July 1975) without ascertaining the
suitability and quality of the pumps. When the pumps were
commissioned in October 1975, certain serious defects and poor
workmanship were noticed in the pumps by the Company.
After discussions (October 1975), the firm agreed to replace all
the pumps free of cost, the first pump within ten days and the
remaining within two months. A pump assembled by the
Company on the advice (October 1975) of the suppliers,
utilising the parts available from the four pumps which failed,
also broke down after a few weeks. Another pump received
(October 1976) as replacement was also found to be defective.
Thus the investment of Rs. 0.53 lakh (excluding Rs. 0.06 lakh
yet to be paid) on the purchase of pumps has been unfruitful.
The Management informed Audit in March 1978 that legal
action had been initiated for recovering the value of pumps.

5.06.5. Transformers

The Company placed (January 1974) an order with a firm
of Madras for supply of two 1500 KVA transformers at Rs. 0.90
lakh each f o.r. destination. The price was subject to
variation according to the formula of the Indian Electrical
Manufacturers’ Association, subject to a ceiling of ten per cent.
The order was accepted by the firm in January 1974 and the
Company paid (February 1974) an advance of Rs.0.60 lakh.

According to the purchase order, the transformers were to be

supplied within eight to ten months from the date of order/pay-
ment of advancé, 1i.e. by November/December 1974. The
purchase order did not contain any penalty clause for delay i

delivery and the transformers were supplied only in April 1975.
Meanwhile, based on the firm’s request (January 1975) the price
of the transformer was settled (April 1975) at Rs. 1.08 lakhs each
against the maximum of Rs. 0.99 lakh (including escalation)
admissible in terms of the purchase order. This resulted in pay-
ment of Rs. 0.18 lakh outside the terms of the purchase order.
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The Management stated (August 1977) that the price in-
crease was allowed at the request of the firm on the basis of ab-
normal increase in the prices of essential raw materials such as
transformer oil, copper, electrical steel, mild steel, etc., which
was found to be genuine. However, in view of the fact that the
price fixation formula of the Indian Electrical Manufacturers’
Association would have taken into account the increase in the
price of raw materials and the escalation was also to be limited,
in terms of the purchase order, only to 10 per cent of the price,
initially accepted, the payment of Rs. 0.18 lakh over and above
this ceiling was extra-contractual in the nature of ex-gratia pay-
ment.

Section VI
HIRE PURCHASE SCHEME

6.01. Kerala State Small Industries Development and
Employment Corporation Limited

Mention was made in paragraph 6 (b) of Section III of the
Report of the Comptroller and Auditor General of India for the
year 1972-73 (Commercial) of some aspects of the hire pur-
chase scheme started by the Kerala State Small Industries Cor-
poration Limited. With the amalgamation of the Company
in March 1977 with the Kerala State Small Industries Develop-
ment and Employment Corporation Limited, the follow-up action
in respect of the hire purchase transactions was to be pursued by
the latter Company. In the course of audit conducted during
August 1977, the following points were noticed :—

(i) The scheme was financed partly by loans from the State
Government and partly from the internal resources of the Com-
pany. Between November 1965 and March 1973, the Company
obtained from Government five loans aggregating Rs. 37.50
lakhs specifically for the hire purchase scheme. The amount
overdue for repayment, as at the end of March 1977, was Rs. 6.65
lakhs; the interest including penal interest on delayed payments
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remaining unpaid at the end of March 1977 was Rs. 9.23 lakhs.
A request (March 1977) made by the erstwhile Kerala State
Small Industries Corporation Limited for waiving the interest
due and also for converting the loan into share capital/interest
free loan was awaiting decision of Government (March 1978).

(ii) Between 1966-67 and 1974-75, the Company supplied
machinery of the value of Rs. 75.34 lakhs to 262 entrepreneurs
on hire purchase basis. The scheme was discontinued in June
1975 owing to difficulties experienced in collection of the hire
purchase instalments.

The total amount outstanding from 201 hirers as at the end
of March 1977, was Rs. 42.07 lakhs* of which Rs. 30.19 lakhs*
(excluding penal interest) were overdue from 189 hirers. Action
taken in respect of some of these cases is indicated below:—

(a) In four cases, the Company seized (between September
1971 and November 1976) the machinery (value: Rs. 0.72
lakh) supplied from the defaulting hirers from whom Rs. 0.71
lakh was due for recovery. It was found (April 1976 and Novem-
ber 1976) that the machinery were in a rusty/unserviceable/de-
teriorated condition. They were, therefore, lying unused with
the Company. Government stated (December 1977) that
attempts of the Company to dispose of the machines had not
been successful and further attempts were being continued.

(b) In eighteen cases involving a sum of Rs. 15.74 lakhs,
revenue recovery proceedings had been initiated during 1976-77.
Although the terms and conditions of the hire purchase agree-
ments provided for recovery of the dues from the defaulters through
revenue recovery proceedings and the provisions of the Kerala
Revenue Recovery Act, 1968, were also made applicable to the
Company in December 1969, the proceedings were initiated
for the first time only in 1976-77. Out of these cases, further
action was stayed by Government in three cases (Rs. 0.68 lakh)
and by the Company in three other cases (Rs. 0.85 lakh).
In eleven cases (Rs. 3.48 lakhs) civil proceedings initiated by the
Company were pending (March 1978).

*  Provisional, subject to finalisation of the accounts for 1976-77.
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(c) Action taken to recover the dues in the remaining cases
was not effective. Government stated (December 1977) that
there had been several cases where the units became sick and in
the absence of cash generation it was not possible for them to meet
their commitments.

(iii) According to the terms and conditions approved by
Government in April 1963 for the supply of machinery on hire
purchase basis, the Company could provide assistance to small
scale units having a capital investment of not more than Rs. 7.50
lakhs in plant and machinery. In pursuance of a hire purchase
agreement executed (June 1972) by a firm, machinery worth
Rs. 10.10 lakhs was supplied to it during 1972-73. As the in-
vestment in plant and machinery exceeded Rs. 7.50 lakhs, the
firm was not entitled to receive assistance under the hire pur-
chase scheme. The hire purchase price (Rs. 10.10 lakhs less
earnest money deposit of Rs. 1.51 lakhs furnished by the firm)
was to be paid in terms of the agreement, in eight half-
yearly instalments between Ist April 1973 and 1st October 1976.
The firm, however, defaulted in payment from the first instal-
ment. = As on Ist October 1975, a sum of Rs. 5.30 lakhs was
due from the firm. The Board of Directors of the Company,
while reviewing the collection of arrears relating to the hire pur-
chase scheme, observed (March 1976) that “this firm was appar-
ently singled out for discriminatory concessions and allowed to
escape any coercive action’.

A cheque dated 30th November 1975 for Rs. one lakh,
issued by the firm, was presented by the Company to the bank,
at the firm’s request, only on 12th April 1976. The bank dis-
honoured the cheque on 20th April 1976 on the ground that the
‘payment was stopped by the drawer’. Government stated
(December 1977) that these were wilful acts on the part of the
hirer to avoid payment of dues to the Company. As on Isi
October 1976, a sum of Rs. 7.97 lakhs (including interest of
Rs. 1.13 lakhs and penalinterest of Rs. 0.90 lakh) was due from the
firm. On the advice (September 1976) of the Addition<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>