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INTRODUCTION

I, the Chairman, Committee on Public Undenakings (2016-2019)
having been authorised by the Committep to present the Report on their
behalf, preserit rhis Eighth Report on Kerala State Handloom DeveloDtnent
Corporation based on the Report (commercial) of the Compnoller and
Auditor General of India for the year ended 31 March ,2012 reiating to the
Public Sector Undertakings of the State of Kerala.

The Report of the Compnoller and Auditor General of India for the
year ended on 31't March 2012, was laid on the Table of the House on
18.2.2013. The consideration of the audit paragraphs included in this Repon
and the examination of the depanmental witr:ess in connection therero was
made by the Comnittee on Public Undertakings constituted for the years
2014-16.

This Report was considered and approved by the Commnee
(2016-19) ar its meeting held on 04.11.20j.6.

The Committee place on record their appreciation for the assistance
rendered to them by the Accountant Ceniid leuaity, 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 Departrnent of the Secretariat and the Kerala State Handloom
Development Corporation for placing before them the materials and
information they v/anted in connection with the examination of the subject.
They also wish to thank in panicular the Secretaries to Govemment,
Industries and Finance Depanments and the officials of the Kerala State
Haldlogr_n Development Corporation who appeared for evidence and
assisted the Committee by placing their views before the Committee.

Thiruvananthapuram,
.....9.ft...rr. zorc.

C.Divakaran
Chairman,

Committee on Public Undertakings.
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REPORT ON

EE&ALA STATE HANDLOOM DEVELOPMENT

CORPORATION LId.

Audit Paragraph

The main objective of Kerala Stale Handloom

Dcvclopment Corporarion Limited (Company) is developing thc

handloom industry in the State. The Company functions with a
Corporate office at Kannur and three Regional offices at Kannur,

Emakulam and Thiruvananthapuram. It has 33 procurement

centres, four processing units/dye houses and three resional
stores.

The Company had been continuously incurring operating

Iosses during the five year period ending 3l March 20ll
(Annexure 25). We observed that high operating expenditure,

insufficient margin, poor sales performance etc. were the major
reasons lbr the continuous losses as discussed below:

Operational issues

The Company procrues yam mainly from National

Handloom Development Corporation Ltd. which is issued at cosr

to the rcgistered weavers for making different kinds of fabrics.
These fabrics are purchased back at pre_determined prices i.e.

cost plus wages and are marketed by the Company at prices

fixed by adding 15 to 38 per cent towards margin, through

showrooms and direcl sales.

We identified the following areas of operational inefficiencv:
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High Operating Expenditure

We found that during the review period, to genelatc one rupee sale

the Company had to spend (1.41 on an average (Annexure 26) The major

elements fotming part of the expenditure of the Company werc material

consumed, employee cost and wages and production incentive to weavers'

While accepting our contention, the Company stated (SePtember 2012) rhat it

was not in a position to rcduce the high operating expenses

Meagte monetary beoefit to weavets

The basic objective of the Company is to develop handloom industry'

We, however, found that the benefits accrued to weavers were negligible'

Thoughtherewere6500weaversregisteredwiththeCompany'only1200to

1580 weavers (22 per cent)were active during tie review period' indicating

poor achievement of is social objective.

As on 31 March 2011, the Company had 29? staff to support the activities

of the weavers and to ca.rry out other operations' We observed that for every

rupee of sale, the weavers on an average received only 25 paise as against 37

paise paid to the staff of the Company Further' average annual monetary

benefit received by a weaver during the period was only { 0'25 lakh as

compared to t 1.58 Iakh received by an employee'

While accepting that low eamings of the weaver was the main reason for

downfall in weaver strength, the Company stated that the wage of the weavers

was fixed based on the industrial standards' It was also clarified that a proposal

for semi-automation of production was submitted to Government for increasilg

the productivity and the eaming capacity of the weavers' The fact' however'

remained that the Company could not achieve the social objective which was to

uplift the living conditions of the traditional weavers in the State'

Ms/fcb2-lhandloom /p!c (22.I0 161



Poor sales perfornance

The sales of the Company through showrooms (56 showrooms and two

mobile sales vans) accounted for 7l per cen(t 39.46 crore) of the total sales

({ 55.35 crore)during the period from 200G07 to 20lG1l and the balance was

through seasonal exhibitions, agency showrooms and direct sales. We observed

that despite the huge infrastructure for marketing, the Company took, on an

average, 262 daysr to sell its finished fabrics indicating poor marketing

strategy. Further analysis revealed that:

82 per cent of showroom sales were during the rebate period of 7l days2

per year on an average.

The balance l8 per cent sales were achieved during the remaining peiod of 294
days for which the showrooms functioned throughout the year. As a result, the

margin achieved during the rebate period was wiped off by the expenses during

the remaining period.

The Company did not undertake adequate promotional activities and also did
not fix any monthly/ annual sales target. As such the showroom staff did not

have any pre-set goal to achieve and had no motivation which led to piling up

of finished products. During the year 201Gll, the Company held zm average

monthly stock of 7 960.23 lakh against the average monthly sale of I g4.72

lakh. Further, the selling and disnibution expenses incurred by the Company

were only 2.24 to 3.20 per cent of sales.

The Company stated that showroom-wise targets were given and closely

monitored to improve the performance. During non-rebate period sales staff
was used to canvas institutional orders. It was also stated that hectic effons

were being made to obtain bulk orders from Government depanmenm.

1 Da]5 in Inv€ntory = 365 dayy(Cost of sales /average inveotory)2 Period during which Cenrral and Srate covernnens allow reblie lor handloom proJucts.
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However, the Company has yet to get any favourable orders from the

Govemment.

Insufficient margin-a pointer to increase sales and reduce cost of

sales

The need for increasing sales and reducing cost was evident from the low

sales margin which was insufficient to meet the operating expenses. We

observed that, during the period from 200607 to 201G11, the average margirf

obtained by the Company was {323 lakh. This was not suffrcient to meet even

the salary and wages paid to the staff and adminishation and selling expenses

arnounting to { 688 lakh. The Company concurred with the audit observation.

GovernmeDt assistance

The Government of Kerala had invested (March 2010) (18.08 crore as equity in

the Company. Against the above, the Govemment suffered a loss of { 2.33 on

every rupee of its investment. During the five year Period, the GoYemment

disbursed an amount of < 41.22 crore to the Company by way of equity ((10.9O

crore), loans ({ 0.87 crore) and grants etc(< 29.45 crore). Despite this, the

Company continued to incur losses. This indicated failure of the Company to

capitalise on the substantial financial assistance extended by Govemment.

[Audit paragraph 4.1.2 contained in the Report of the Comptroller and

Auditor General of India for ttre year ended 31' March 20121

Notes fumished by the Govemment on the audit para is given in the

Appendix II.

i. The committee enquired about the audit objections regarding high

operating cost, low sales margin , poor sales performance and meagre monetary

benefit to weavers of handloom industry .Then the witness replied that the

mismatch between the selling price and production cost was the basic issue

3 Sales less (material consumed and manufacturing expenses)

MtfcbZ/handloom /puc (22. 10. 16)
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facing them owing to the high production cost of the handloom fabrics that

make it difficult to compete with the powerloom fabric. The witness also

stated that 507o of the showrooms are running at a loss which clearly indicates

the current plight of industry. Inorder to sort out these problems, the

Corporation had earlier submined a revival package to Govemment seeking

permission for the closure of unviable showrooms. one regional offlice and

reduction of staff shength ftom 295 to 208 through VRS/redeployment. The

above proposal was under consideration of the Govemment and if implemented,

the Corporation would be able to reduce its operational cost about 5 crores

annually and could achieve break even from 201415 onwards with a targeted

sales tumover of { 22 crore per annum. He further added that an alternate

revival package was also submitted to Govemm€nt by avoiding VRS clause.

2. The Committee was su4rrised to note that the management did not review

the sales performance given that 82Vo of the show room sales were during the

rebate period of 71 days while the meagre rest in the remaining 294 days. The

Principal Secretary informed that since the monetary benefits accrued to the

weavers were meagre, number of people engaged in weaving were considerably

less. This has adversely affected the production of high quality handloom

fabrics. As a result of this the Corporation was purchasing handloom from other

states and selling it through the showrooms of the Corporation at a 3&_4OVo

margm.

3. The Principal Secretary also added that the main reason behind the drop

in weaver strength was the meagre wages of the weavers as compared to other
jobs. The Corporation had little impact on its social objective of uplifting the

living conditions of the traditional weavers and the Corporation was totally

ignoring the weavef's interests and was concemed only about its employees,

welfare. Even though there were many schemes for the welfare of weavers, it

MYfcb2/handloon /puc (22.10. 16)
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never reaches the weavers. He also informed that though the handloom products

have high demand, quality handloom products are not produced due to the

sc:fcify of cxpert weavers.

4. The Committee at this juncture, enquired about the steps taken by the

Corporation for improving the sales performance. The principal Secretary,

Industries Department replied that they have already implemented some

promotional activities such as celebration of handloom week, lucky draw

coupons to the customers, advertisement in the social media using celebrities

etc, to improve tlle marketability of the products and the Corporation was able

to increase the sales during the financial year 2Ol2-13 to that of the previous

year.

5. To a query of the Committee regarding the action taken by the

Corporation to reduce its operational expenditure, the witness explained that

they had already closed 7 unviable show rooms and the proposal for reducing

the number of employees from the present strength of 295 to 208 was also

under consideration of the Govenment. Owing to the failure of the Corporation

in achieving its social objectives, the Con[niftee suggested some proposals such

as semi automation for the revival of the sector and opined that the Corporation

is conunitted to protect the interests of traditional weavers.

6. When the Committee sought further clarification on the audit objection

regarding the high operating expenditure, the Managing Director explained thar

the basic issue was the mismatch between the production cost and selling pdce

of the handloom products and they were not able to meet the high production

cost from the present selling price of the handloom products. Inorder to

compete with the powerloom, the Corporation was forced to restrict the seuing

price of their products and it was not sufficient to cover the huse

adninistrative expenses.

MYfcbzhdMlmd /puc (22.10.16)
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7. When the Committee enquired whettrer the Corporation refused any

assistance offered by NHDC (National Handloom Development Corporation),

the witness replied that they were purchasing the yarn through NHDC only and

the benefits of 10Vo yam subsidy reaches the weavers. The principal secretary,

Industries Departrnent informed that inorder to revive the Corporation,

handloom should be sotd at higher rates than the mill clothes by highlighting
the quality of handloom materials, by projecting Hanveev as a premium brand

and introducing new schemes of the Central Government, marketing of
handloom products could be increased. He also informed that since the
Corporation was not able to maintain its present staff strength , steps should be
taken to minimize the staff strength through VRS.

8. The Committee was not fully convinced with the arguments of the
wrtness and opined that the Corporation had totally deviated from its social
objective of uplifting the living conditions of the traditional weavers and was
concerned only about its employees. Therefore the Commrnee suggested that
while implementing the revival package to make Corporation viable, the
protection of traditional industry as well as the reduction in its operationar cost
should be taken in to account and the Corporation,s sales and purchase policy
should be carried out in such a manner that the traditional weavers should get
maximum benefits. The Committee directed to close the unviable showroom
and to downsize the staff strength for reducing the establishment cost. The
Committee also urged that the Corporation should evolve an effective
marketing shategy that should focus on both intemational and domestic markets
and earnest effort should also be taken to generate maximum profit thereby
attaining a good position in the handloom Sector.

MVf cbzhandloom /puc (22.10.1rj)
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Conclusious/Recommeudations

9. The Comminee observes with concern the lacklustre performance of the

Corporation and its high operating cost. It is seen that the Corporation is

following an irrational policy of purchasing fabrics from other states and

selling them though Corporation showrooms at exorbitant prices tlereby

alienating a vast majority of customers. The Comrnittee therefore, recommends

that the policy of procuring handloom fabrics from other states should

immediately be disposed off and instead, the Corporation should devise a plan

to procure good quality handloom fabrics direcdy from weavers.

10. The Committee learns that the weavers are not being compensated

adequately. This has paved the way for the weavers dropping out from the

weaving industry. The Committee, therefore urges that the Corporation should

execute some prudent plans to entice the services and skills of the traditional

weavers by providing them with ample remuneration.

ll. The Committee is also aware of situations where though there is high

demand for certain handloom like Kannur handloom in world market, the

production of the same doesn't match its huge demand. When the supply does

not meet the demand for a prolonged period, demand for it slows down and

product gets wiped out from the market. The Committee is of the view that

thrust must be given to profit assured products /schemes in order to revive the

handloom industry. Therefore the Committee opines that immediate steps must

be taken to revive Kannur handloom by atnacting more weavers by giving

them incentives, loans etc.

12. It has come in to the notice of the Committee that owing to utter laxity in

fixing a sagacious sales target , a large number of showrooms are running at a

Ioss. Moreover, the burden of excess staff has worsened the situation. The

Committee, therefore, suggest that the Corporation should formulate and fix an

Mvfcb2/handloom /puc (22.10.16)
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objective sales target for each show room and entrust showroom persons ro

achieve the sales target.The Committee firmly opines that, even after taking all

eamest efforts to make profit, if a show room fails to achieve the proposed

target, such a showroom should be shut down permanently. The Committee

therefore recorffnends to close all unviable showrooms and to curtail the

number of staff.

13. It is also found that even though the Corporation had already launched

some sales promotion progriunmes, nothing has brought a result as expected.

The Committee noted with displeasure the laxity from the part of Govemment

to implement the Govemment Order to pwchase school uniform from
handloom and recommends to implement the Govemment order aueast in the

next academic year- The Comrnittee recommends the govemment to lnsist all
departments to purchase clothes for Governrnent puqrose from handloom only.
The Committee also recomrnends that a p(oactive awareness programme,

highlighting the use of handloom products should be implemented among
school children and Government Servants and eamest eflorts should be taken to
popularise the use of handloom clothes.

14. It is a time when the world is tuming to hand made, ecologically and
environment friendly items including fabrics, euality hand made products are

in high demand world wide. Handloom should explore that opportuniry by
coming up with innovative products and developing a global customer base.

The Committee further suggests that the Corporation should approach the

Central Govemment for assistance in gaining access to the international markets

for the export of handloom products. The Corporation should also explore the
possibility of a tie-up with rourism Department, which has been successfully

conducting tourism promotional activities intemationally, for publicising and
promoting handloom products in international markets. As a part of the

Mtfcbz,landl@m /puc (22.10.r6)
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Heritage Tourism activities it may be possible to introduce tourisls to villages

dedicated to the handloom weaving industry, that in tum may boost up the

direct marketing efforts of the Handloom sector.

Thiruvananthapuram,

..04.:.!1.... zorc.

C,Divakaran

Chairman,

Comminee on Public Undertakings.
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Artrexur.25

Stltrmant showhg operrdtrg lor, lD resp€ct of
Ker.l. Stlt€ H.ndloom Devalopment Corpor.don Lbrlted for the five yert! up to 2010_Il

(Relened to in patugaph 4.1.t

Sal.d 14.94 13.,r4 13.82 t7.11 t3.16 t4,62
Metcrial Consutn€d 8.43 6.O7 s.50 E.l4 6.40
Employee cost 4.81 4.29 5.08 6.65 6.21 5.42 26
Wagcs aod PI paid !o 2.53 3.30 4.t2 4.75 l8

Other expeNes (iDcludes
dycing charyes. Dower erc.)

4.52 5.04 4.97 5.l s

Tohl Expenditur 20.35 18.70 19.20 24.56 20.37 20.64 100
Losa 5.4r 139 6.61 6.01



Annexurc26

Strtement showiog erpendlturc ltrcurl€d on every lupee ofiales revenue In r€sp€ct of
K€rrh Strt. H.ndloom DeveloDDcnt Corporatior llmited for lhc fivc ye.i3 up to 20llF11

(R.I.ned to in PanvePh 1.1.t

E
0.28Material Con3umed 0.56 o.45 0.40 0.47 0.43

EmDlove€ cost 0.32 0.37 0.39 0.45 037
Wages and PI paid to

0.17 0.25 0.26 0.24 0.35 0.25

Msnufacturing ExpeDses
fDveine- DriDtinp etc.) 0.05 0.t I 0.09 0.10 oll 0.10

OOcr .xpcnsca (Ad!rm,,
selling, intercst &

0.25 0.26 0.21 0.23 0.29 026
Total Expcndiin€ 1.36 1.39 1.39 1.43 t.4t l.4l


