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INTRODUCTION

I, &e Chairman, Committee on Public Undenakings (2016-2019)
having been authorised by the Committde to present the Repon on dreir
behalf, present this Tenth Repon on Keltla State Indusnial Development
Corporation based on the Repons (comtnercial) of the Comptroller and
Auditor GenLral of India for the years ended 31 March,2011 and, 31 March,
2013 relating to the Public Sector Undertakings of the State of Kerala.

The aioresaid Repors of the Comptroller and Auditor General of
India were ldid on the Table of the House on 23.02.20L2 and 16.06.2014
respectively.: The Repons, besides other things, brought to light some
functional ifieguladties pertaining to Kerala State Industrial Development
Corporation . The Committee, in conneition with the perusal of reports,
took notice of the comparability of the audit paragraphs containing such
treguladties and decided to examine them altogether. The consideration of
the audit paragraphs inciuded in this report and the examilation of the
departnental witness in connection thereto were made by the Committee on
Public Undenakings constituted for the years 2014-2016.

This Report was considered and approved by the Committee(2016-19)
at its meeting held on 04.11.2016.

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

The Committee wish to express their thanks to the officials of the
Industries depaftment of the Secretariat and the Kerala State Industrial
Development Corporation for placing before them the materials and
informati.on they wanted in connection with the examination of the subject.
They also wish to thank in particular the Secretaries to Govemment,
Industries and Finance Departments and the officials of the Kerala State

Indusnial Development Corporation who appeared for evidence and
assisted the Committee by placing their views before the Committee.

Thiruvananthapuram,
......4{1...rr. zors.

MVfcb2

C.Divakaran
Chairman,

Committee on Public Undertakings.



REPORT

ON

KERALA STATE INDUSTRIAL DEVELOPMENT
CORPORATION

Audit Paragranh

4.9 Financial Management in four selected areas

4,9 We selected twenty Companies from six sectoN based on risk analysis for

assessing the effectiveness of perfonnance in the followiDg areas pertaining

to the period I April 2006 to 31 March 2011 :

> Deploymcrt of Surplus funds

> Disbusement of I-oans

> Payment of taxes and duties

We noticed deficiencies and were of the opinion that they rcquircd urgenl

attention of the Managements of respective Public Sector Undertakings(Psus).

DeDloment of Fuods

Time Deposits

selcctron oI lnstrtutron

Inconect selection of the institution for deploym€nt of surplus fuDds in time

deposits by the Company ignoring the rates offered by State Treasury which

were better than what they cafiied resulted in foregoing of possible rcvenue of

t 55.72lakh as tabulated bclow:



Company
Deposns

(Fds)

I'eriod Ruose of FDs
(in Iakh)

Range of
Pcriod ot FDs

(Days)

Rate of

(ROD)

Alcrna ve lnrerest
Rol $aillblc i loreonc ({ in

3t Sntc tath)
rrcasury (%) ;

KSIDC r6l Nov ?007 to
March 201 l

l-001o
:t80.14

l80lo 365 6.00 k, 8.00 6.75 ro 10.00 55.72

KSIDC (Augusl @*x ;pr.ri";
convenience and facilities for overdraft (oD/caish credit (cc)/r-etrer of credi(Lc)/workirg capital

l,oan offered by Scheduled Commercial Bank(SCBs) etc, were the major rensons for the preference

given to SCBS while depositillg the funds.

The replies were not acceptable as CovernnenvTrgasury did not irnp0se any restnction for
wihdrwal of Fixed Deposils(FDs) on maturity. Monetory ceiling for premature closure coutd be

overcone by opening Fd$ ofsmaller denominations and also by adoptiog phas€d withdrawat. The State

Treasury should have been prefened for investnenr over scBs as il would have fetched befter reftrms.

Cuffenr Account Deposirs

Avoidablc dcployment offunds in Cunent Aacourm

In the compatry, heavy accumuration of balance in currenr Accounts for long du.atiors was

noticed. Cor0panies with unpredictable cash flows can resod to Flexi Fixcd Deposits(FFDs) so as to
avoid idling of fund in Cu[ent Accounts and also to eam interest for periods raoging lrom seven days

onwards. FFDS offer the twin advaotage of liquidity as well as operational flexibitity of Cunent
Acclunls coupled wjth iot€resl retums of Fixed Deposits. All the banking facilities afiached to a Cunent
Accoutrt like lund lrarsler Eerhods viz. Real Tine Cross Setuement (RTGS)/Nalional Elect o0ic Funds
Transfer (NEFI) atd Intemet banjdng featurcs are also available to the FFD aclDunt holdors withoul
involving any extra chalge.

The total amount blocked up in Current Accoutts of the conpa0y for various po.rods ranging

uplo 1727 days wcre equivalenl ro the idling of { 4.91 crore for one year(Annerure lg). KSIDC replied

(August 2011) that they had oponed FFD accounls.

[Aodit Paragftph 4.9 contained in the Report ofthe Comptoller and Auditor Ceneral ollndia for the year
ended on 31' March 2011]

Ftlfi ll/An/PLr( 7Dftt Rcpo (KS|DC)Or.0r,2016
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I The committee sought explanation for depositing the surplus fuods in coEmercial
banks i$o ng the rates offered by Govemment treasury which had resulted in
foregoing of posible revenue of < 55.72 lakh. The witness infomed Ihat the said
money was thc loan amount recouped and if it was deposited in tne rreasury, the
Corporation could trot be able to transfer the loan amount to the customer in time
because of treasury restrictions, He also added tbat instead of profit making, the
Corporation was prioarily aiming at the fistest and smoothest transfer of loan amount
to its qrslome$ by availiry facilities like RTGS offered by comnerciat baDks.

2, At lhis juoctue the Comnittee wanted to know whether the Treasury impos€d atry
restrictions on the withdrawal of F,D of the Corporation ftom its own surphs fund.
Theo the s/itness clarified that RTGS facilities rrere lot avaitable in the Treasury and
they were faciog problems with the iliexible workitrg hou$ of the Treasury.
However, they had been d€positing a part of its funds itr Govemment Treasury silce
2011. Mean$'hile the priocipal Se",etary, Industries Deparhnent idorned that the
c-orlnntion was depositfuig its own fio"rcing moley in baoks aad the tu ds Eceived
as Goven$ent glatrts in Trca"sudes. He added. that fite deparhrett had supported the
explaoation of tbe Corporatiol. sioce they are continuiog this practice lor facilitatinq .

the.fastest tjansfer of loan amouDt to its customers.

3. Tbe Commi$6e was cotrvitrc€d with the explanation of lhe witoess, however the
Deputy Accoultant G€neral objected that thcre \vas no xrithdrawal ftom some of the FD
Accounts even after a period of 365 days. The pdncipal Secretary repli€d that they have
opted FD accounts for earuing attractive interest rates as colrpared to cutlerrt rccoutrts or
SB accounts atrd also for facilitatiry fhc fuiely disbuBelrent of loars.

4. The Coluittce sought firther clarilicatiol regarding the steps taken by the
Corporation to ovefiule the audit objection and the deploymeut of functs in Curront
Ac.ounls instead of resorting to llexi fixed deposits. The Managng Dircctor
informed that rh€ major dlawback of C\ficnt Accounts cited by the Accountant
Cerieral was its low interest rute. [n order to overcome this, Itrost of the commercial
banks had offercd swipe facirity for their accounts and therefore no ross rn tem$ of
tnterest would arise.

rcBlrAi/FUCrDnn Rcpon(KSt DC/O L09,20 l6



4,

CONCLUSIONS / RECOMMEI{DATIONS

' 5. The Coqmittee obscrves that the Corpontior his failed to show due diligence by

depositilg surplus fuids i! Cutretrt Ac{ounls bearing meagra itrterest. This has

navigated to an eroBion of interest, which otherwise, would have bcncfitted the

Coryoratiotr. Tbe Committcc, tbercfore, re@mmends that oocessary chatrges should

be made in the filaDcial managemcd of the Coryoration i! accordarc€ with the

eristing mles alld regu.lations.

AUDIT PARAGRAPH

4.5 - Undue Favour

I-oss of I 2.00 qore due to oIle time s€ttlcmed of outstadditrs loan in violatio! of laid

down OTS Policy.

Kerala State Itrdustrial Deyelopmeot Corporation Limited (Company) was

incoryorated i! July 1961 as a fully owled Govetnmert Company ard it is presently eagaged

in tem-loan financing of medium and large scale industrial undertakings, with loat period

oormally raoging frorn.six to eight yeals. As por the lat€st fhalised accounts, tbe non-curent

loars a.nd advanc€s outstatrding as otr 31 March 2012 was l:.22.M $orc, of which i54.30

crorc f€ll in sub.standad and {5.30 crorc in doubtful categodes. Thc Compaqy framed ,Otro

Tfutre SottleDctrt' (OTS) Policy 2008 as a last resort to lelovcr its dues, whic:h waa approved

(Octob€r 2009) by Covemnetrt of Kersla.

As per the OTS Policy, propo$ls fot grdntilg OTS werc to b€ evaluated by the OTS

Committee and approved by the Board of DiEctors of the CoEpsny. The eligibility cdteria

for OTS stipulated tliat the loanee should have coEpleted five yean after ib iDcorpontion
and its net worth should have bee! eroded by its accumulated losses. Before afiiving at the

OTS amount, all the secldties were to be revalued by aa approved Valuer to assess tle
Distress Value(DV) and intorest for the entire period of the loan was to be rccompured ar

simple interest to ardve at the Recomputed Loan payable (RLp), which would be lesser thar
total outstanding amount of the loan, Fhal decision on OTS would be guided by the
following:

FCalVA,!IPUC/Da0 Rcpon(16lDclot.09.2016
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OTS should not be given where tle DV is greater than the total dues Dayable to the

Comoanv.

. Where the DV is less than the total loan payable, but geater than the RLp, the DV
should be deemed to be payable as OTS.

. Where the DV is less thall the RLP, the OTS should be the best legotiated figuro

betweeD DV and RLP

Audit notic€d that Company settled (May 2O11) outstanding loan amouot of 18.33

crore of Gamm Hotels Limited, Emakulam for {1.70 crore without assessing the RLP/DV.

However, the loalee had itself assecsed DV of assets as {3.70 crore in Januarv 2010,

The Board approved the rccommendations of the OTS Committee, though the same

was a deviatiotr from the OTS Policy. This resulted in cr(leotion of undue favour io the

loanee aid loss to the Company to the extent of ?.00 crore considedng DV of {3.70 crore.

The Compatry replied (September 2Ol3) that proposa.l was for revivilg the old OTS

Scheme sanctioned in March 2006 and hence valuation of assets was not considcred.

The reply was not acceptable as the validity of earlier OTS scheme had already

expired and Company deviated from Government apploved OTS policy vrhile extending

OTS to the Dartv.

The matter was reported to the Govemment itr September 2013; their reply was

awaited (January 2014).

lAudit Paragaph 4.5 contained in the Rcport of the Comptroller atrd Auditor Gsneral of

India for tbe year ended on 31i March 21)131

Nol,es furnish€d by the Governmett otr the Audit Paragraph is given in Appendix II.

6. The Conmitte€ enquired why did tbe Corporation s€ttle the outstanding loan amount

of t8.33 crore of Gatram Hotels Limited for i1.70 qore without assessing RLP/DV.

The Managing Dirccto! clarified that they have granted OTS for Ganam Hotel and

FCBMdPUC',Dr.n R.9on(XSlDcrol.09,20l6
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7.

Resorts as pe! tbe OTS scheme of 2006. In 2008, the scheEe was rcvised by

iDcorponting new terms and clnditioDs and only in that scheme clear guidelines

rcgarding the ca.lculatiotr of RLP/DV etc. were mentioned. But prior to that pedod,

the Compary had repaid a portion of the loatr amount. So the Corporation was not

able to deviate from the OTS nolms agre€d h 2006.

The Committee pohled out that evetr though tho OTS was ageed itr 2006, the final

settleme of the loan was completed oDly in m11. The CoEmittee observgd rt as a

serious lap6e on the pan of the officials cooc€med.

The PriDcipal Serretary, Ltrdustri€s Depadoent infomed that the Corporation was able

to recaver <474 takhs in lieu of 152 lakhs given as loar anount. So it may mt be

clnsidered as a s€rious loss. The Committee wds of the opinioD that though the

argunen6 of the wittess ware tecb.dcally corect th€r€ was ar avoidablc delay on the

part of the officials itr regaiaiug the balance loan amount.

CONCLUSIONS / RECOMMENIDATIONS

The CorD&ittee firrds that the Colporation has settled at outstanditrg loan amoutrt of
{8,33 cxote of Gatram Hotels IJd for ?1.70 crore without assessirg RLP/DV as

stipulated in the latest OTS scheme. The Committee observes serious dereliclton o!
the part of the officials cotlcEmed, itr the fiDal settlemeot of loa!.

Even though the CoDmittee otr a techdcal point of view agrees to the fact that rbe

Corporatiotr could iDplemerf final settlement based oD the OTS scheme of 2006 oD]y,

that settleme itself got uDduly delayed and CorpoEtion still suffered a loss due to
delay. Thelefole, the CoD.Dittee stroDgly dteds the Corporatioo to avoid tecurrence

of such itstalrces i! future aDd to be vigilant to avoid uDdue delay in settling dues.

Thiruvananthapuram,
.............................2016.

C.DIVAKARAN,
Chairman,

Committee on Public Undertakings

8.

10.

rcBryAD"UC/Drafi R€lon(XSIDCy0l,09.2016
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