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INTRODUCTION .

I, the Chairman, Committee on Public Undertakings (Z006-2008), having
been authorized by the Commities o present the Feport oo their behalf, present
this Second Repart on Kerala State Civil Supplies Corporation Lid. based on the
Reposts of the Comptroller and Auditer General of India for the year ended 31st
March, 2002 (Commercial) felating 10 the Government of Kerala,

The Reports of the Comptroller and Auditor General of Tndia for the years
ended 31-3-2002 (Commercial), was laid on the Table of the House on
16-6-2003. The consideration of the audit paragraphs included in this Report and
the examination of the departmental witncss in connection thereto was made by the
Committes on Public Undertakings constituted for the years 2004 — 2006,

This Repart was considered and approved by the Commuitiee at the meeling
held vn 9-10-2006.

The Committec place on record their appreciation of the assistance repdercd
to them by the Accountant General {Audit), Kerala in the axamination of the Auadit
Faragraphs included in this Report. -

The Commillee wish to express their thanks to the officials of the Food,
Civil Supplies and Consumet Affairs Department of the Secrelariat and Xerala
State Civil Supplies Cotporation Lid. for placing beforc them the materials and
information they wanted in conpéction with the examination: of the subject. They
also wish to thank in particular the Secretaries to Government, Food, Civil Supplies
and Consurner Affairs Department and Finance Department and the officials of
the Kerala State Civil Supplies Corporstion  Ltd. who appeared for evidence apd
assizted the Commitiee by Placing their considerad views before the Committes,

' MaNKkooE RADBAKRISHNAN,
Thituvanapthapucam, Chairmin,
17th Detober, 2006. _ - Comminee on Public Undertakings.




REPORT
KERALA STATE CIVIL SUPPLIES CORPORATION LIMITED
Aunir PARaGrarn
Unfraitfid Capital Investment :

"The tea division of the Company engaged in Lhc gtorage, blending and
packing of tsa was accommodated in a hired godown in Willingdon Island,
owned by M/s. Jaison Trading Agencies (JTA) Kochi al a monthly rent of
EBs. 16000, Since the owner of lhe byilding issved notice for vacating the
building, the Company decided (Seplember L1994) 10 construet an office-cum-
godown complex for the tea division having an area of 11933 sq.ft. in
Willingdan island at an estimated cost of Rs. 33.29 Jakh, though the financial
viability of the project was considered by the Company as doubtful. Before
tendering {Jupe 1995} the construction work of the tea division complex, the tea
blerdling, packing and storage operations, carried cut by the Company till that
date, were entrusted (April 19950 JTA (the owncr of the hired godown) on
contract basis. As per contractual provisions the contractor was liable for
arranging godown facility for the storage of tea which rendered the ntquitement
»f own godewn complex for the Company redundant.

However, the Company proceeded with the construction of office-cum-
podown complex for the tea division and awarded (August 1995) the contract to
/{5 Kurisingal Thomas & Company al 17.16 per cent above the estimate of
Rs. 33.29 lakh. Since the contractor fmished caly 15 per ¢ent of the work, the
construclion was compieted (March 1999) by engaging another contracior
M/s Manikath Constructions at a totzl cost of Rs. 0,54 crore.

In the meantime, the Company decided (May 1998} on the ahernative use
of space by converting 4200 sq.ft. area into a refrigeratad chilly podown for
scasonal procurement and storage of chilly. The conversion work was aiso
completed {(March 1999) at-a cost of Rs. 33.10 lakh. The total cost of
construction of the office-com-godewn complex including the cost of
refrigeratioh of godown was Rs. 0.87 crore. The efforts made by the Company
for the alternative use of the tea godown by converting il as a refrigerated
chilly godown resulted in operational loss of Rs. 30.50 lakh {cash loss
Rs. 1043 lakh) during the period from April 1999 to Jupe 2000 and hence this
activity was also dispensed with. Cnmpany s. efforts o hire out the godown did
not materialize (September 20020

Thus, investment of Rs. 0.54 crore o an ii-concelved construction for the
office-cum-godown complex of the tea division which was ultimately rendered

B4v2004.




redundant and further investment of Rs. 33.10 lakh on refrigeration of the
godown 1o undertake the unviable alternate activity of seasonal storage of chilly,
* bad trned the total investment of Rs. 0.87 crore to be unfruiful.

The Management stated (July 2042) that they decided to start the
refrigerated chilly godown with the intention of procuring chilly at lower rates
during harvest season and selling the same during off scason; but the prices
remained steady and 10 aveid further Insses, the storage in refrigerated godown
was discontinued. It was further stated that the Management dacided to make
some alterations and lease cut the godown., The reply is not tenabie since even
at the time of deciding the coustruction of tea godown the Corporation doubred
the viability of the project and proceeded with the constructron work afier
entrusling the tea blending, packing and storage work on contract basis in
March 1995, The refriperated gedown was also started withaur reckoning che
fact that the producer: in Aodbra Pradesh {from whom the company had
mainly been procuring chilly) bad also started storing chilly in refrigerated
godowns during harvest season.

The matter was reported o Gﬂmrmmmt in May 2002, their reply had not
been received (Seplember 2002).

[Audit Paragraph 4.1.3.1 contained in the Report of the Cnmplm]le.r and
Anditor General of India for the year ended 33" March, 2062 {Commercial}].

The notés furnished by Government on the audit paragraph is given i
Appendix IL

b The Committee enquired why the Compaoy bad decided to construct an
office-cum-godown complex with an area of 11,933 sq.ft. i Willingdon Island
at an estimated cost of Rs. 33.29 lakh, though the Company was doubtful of
© the financial viahility of the project. The withess informed that in 1993 the
Managing Dircctor stated in a note put up to the Beard meeting that the
proposai was not financially viable. To 2 specific question, regarding the
constitation of the Board, the wimess reptied that the Board was constintted by
Government and it consisted of officials only. The officizls may be an
Additicnal Secrelary or Joinl Secretary e¢ach from the Fipance and Law
Depariments. The Commissioner or the Secretary, Food and Civil Supplies
Department was the Chairman of the Board and the Managing Dircctor was an
TAS officer. Besides, the Repisirar, Co-operative Department was alse a2
Member of the Board. The Commitiee wanted 1o know whether the then
Chairman of the Board was still in service. The witness couid not give a
satisfaclory teply. The Commitiee enguired about the responsibililics of the
Chairman and Managing Ditector and members of the Board and desiredt to be
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farnished with copies of the rules and regelations of the Board. The
Commiliee expressed surprise that the Board consisting of officials decided to
go shead with the proposal even though the MD  had expressed doubts about
its viability. Replying to specific guestions of the Comumittee, the witness stated
that the podown was functioning in the new building and that no parl of it bad
been let out on rent.

2. The Committee enquired about the payment made to MSs. Kurisingal
Thomas and Company, who had compleied only 15% of the consiruction work.
The Managing Birector, Civil Sopplies Cotporaticn informed that M/s.
Kurisingal Thomas had presented 5 bills worth Rs.7,70,756 which was
recommended by the architect Koshy Mathew, Pattaom. Oul of this, the
Company had deducted the labitity of Rs. 5,91,242 and paid the remaining
amount. The witness was unable to reply to the Commitlee’s question as to
whather the risk and cost liabilities had been recovered, and why the Company
had paid Mfs. Kurisingal Thomas without realizing the risk and cost. The
witness informed that the Company had filed a case in the High Cowrt in Apeil
2000 for realising the Ioss of Rs. 2,80,260 and interest @ 18% and that the
case was aljl pending. The Committee enguired why the Company had
decided to convert 4200 sq.fi. of the podown meamt for the tea division inlo a
refrigerated chilly godown. The witkess answered that the decision for
conversion was taken al a ime when the off-season price of chilly was much
higher than the price diring the harvest season. But when the Andhra Pradesh
Govecrmment started storing chilly in refrigerated podown, the price variation
during harvest and off-season was considerably reduced and hence there was no
need to store the chilly now. The Committec enquired whether the godown
could be used by the tea division at present, the witfess replied that i1 was
practically difficnit to use the refrigerated chilly podown for the tea division, as
there were a number of pitlars constructed jnside the godown to enable storage
facility and to maintaio temperature agd humidity uwnder cooital. The
Commitiee enquired whether any efforts had beer made lo lease out the
building. The witness answered that advertisements kad been given in the
Malayala Manorama and Indian Express dailies, but there was no response. To
snother question, it was informed that the accounts for 2003 would be finalised
EOON. !

Copclasions/Recommendations

3. The Committes expresses deep shock and displeasure st the
careless method in which the company sqnandered Re. B7 Iakh of public
money for the constenetion of an office cum-godown complex. The
Commlttee finds that the Board decided to go shead with the construction
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of the oifice-rum-godown complex, even though the Managing Director had
stated 1n the Agenda note for the Board mecting that the project was notl
financinlly viable. Moreover, the company had already entrusted the work
of tea blending, plrhng and storage operations fo the owner of the hired
godown on contract basis. Accordmg to the agrecment, the contractor was
liabie for arranging podown focility for the storage of tea rod hence there
was no beed for constructing a8 godown at that tlhme. The decislon Lo
convert 4200 square feet into & refrigerated chilly podown was apgaic g
wastefol expenditure as the decision was taken without considering the
Mucteating market trends and ensuring viability, The refrigerating
equipment installed at & cost of Rs. 33.30 lakh has made it difficult t0 use
the godown for other purposes. The Committee thérefore, recommends that
responsibility shonld be flxed for squmndering public funds to the tane of
Hs. 87 lnkh and action he taken apainct those who authorised this wasteful
and nneconomic expenditure. The Commitier algo desires to be fomished
with coples of the Articles of Association of the Company.

4. The Commitiee finds that M/s. Kurisingal Thomas &
Company had been paid an anwunt of Rs. 1,79.514 even thoagh they did

woi complete the work, The Company was not sire whether the risk and
o5t had heen recovered. The Commitiee is therefore, to be informed of

the following details:

(1} Why _did not the company file & case in the High Court agalost
M/s. Kuricingal Thomas and Company? -

2y Have all the does been remvered from M/s. Kuristopal Thomas
and Company?

M ANKODE BADEHAKRISHNAN,

Thiruvananthapurans, Chairman.
17th Qcrober, 2006 Committee on Public Undenakings.
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ArFENDIX T

Summary of main Conclusions/Recommend atlons

5L

Para Drepartmens Conclusions/Recommendations
Na. No. concerned
) @ (3) 5]
1 3 Food, Civil Supplies The Committee expressbdeep shock and

amdd Consumer affairs

displeasure at the carciess method i which
the company squandered Rs. 27 lakh of
public meney for the constreution of an
office-com-godown | compiex. The
Committcc finds that the Board decided o
ga abkead with the constreution of the
office-cum-gedown complex, even though
the Manaping director had stated in the
Agenda nate for the Board meeting that the
project was not financially viable, Moreover,
the company had zlready entrusted the
work of tea blending, packing and siorage
operations to the owner of the hired
godown on contract basis. According to the
agreemenl, lhe contractor was liable for
arranging godown facility for the storage of
tea and bhence-there was Do need for
cnnstﬁ:‘ﬁng a godown Redidipyfor-she
stotage-oftenand hance—thera-awas-no-me!
fac constrreting f.gadowss at that tme. The
decizion to convert 4200 square feet into a
refrigerated chilty godown was again a
wastefi! expenditure as the decision was
taken without considering the flucating
market trends and ensuring viability. The
refrigerating equipment installed at a cost
of Rs. 33.10 lakh has made it difficult to
use the podown for other purposes. The
Commitiee therefore, recommends that
responsibility should be fixed for
squandering public funds to thetune of Rs.




(@ (3)

{4}

2 4 Food, Civil supplies
* and Cansumer
arffzirs

&7 l1akh and action be taken against those
wha authorized this  wastefull and
uneconpmic expenditure. The Committee
falso desires to be furnished with copies of
the Anicles of Association of the Company.

The Committee finds that Mss. Kurisingal

Thomas and Compuany had been paid an

amount of Rs. 1,7%.5!14 even though they

did not complete the work, The company

was not sure whether the rvisk and cost

had been recoversd. The Committes is
therfore, to be infortoed of the fallowing
details,

(1}. Why did'ot the company file g case
im the High Court against M/fs.
Kurisingal Thomas and
Company 7

(2) Have all the dues been recovered
from M/s, Korusingal Thomas

and Company ?
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Amﬁlx 1I

Government notes on Andit Para contained in the Report of Coampiroller and
Anditor General of Indim for the Year ended 31-%.2002 (Comsnerciall.
relating to the Kerala State CivHl Supplies Corporatlon Limited.

Yegr Para Deporment Recommendation

Acrion Taken Sigtement

No.
(hy 2} {3} 4y 3]
1 4.1.3.1 Food, Civil {Unfruithd Capital Investnent Az carly as in 19%), the

Supplies & .

Consumer  [Jumecessary cOASfreution

Affairs of effice-cum-godown

Department complex for the tea divi-
sion resulted in unfruiful
imvestment of Rs. 087 crore

The tea division of the
Company ¢ngaged in the
storage, blending and
packing of tea was acco-
mmodated in a  hired
godown in Willingden
- Isiand, owned by M/fs.
Jaison Trading Apgencies
{JTA}, Kachi at a monthly
rent of Rs. 16,000. Since
the owoer of the building
issued notice for vacating
the building. the Company
decided {September 1994)
to construct ap  office-cum-
godawn complex far the
tea division baving an area
of 11933 sq.fi.  in
Willingdon Island at an
estimated cost of Rs. 33.29
lakh, thengh the financial
viability of the project was

them Chajrman and

‘Managing Director,

Kerala  State  Civil
Supplies  Corporation
approached Gavt. reque-
eling o ssue Admimstrative
sanction for the
construction  of  (wo
godowns at Willingdon
Island, one for the tea
division of the Corpo-
ration and the other for
the Regional Depot
at Willingdon lsland.
Considering the speccial
function of Kerala State
Civil Supplies Corpo-
ration in the Poblic
Distributien System, Govi.
considered that = the
Corporation should have
its own Godowns at
important centres. Gavt.
therefore bad accorded
administralive sanction
for the construction of
two godowns by KSCSC
in the Willingdon Island
at an approximate cost of
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(1)

(2)

(3}

{4

5y -

- pracesded

considered by the Company
as  doubtful. Before
tendeting {Jupe 1995} the
cansinuction work of the tea
divizion complex, the tea
blending packing and
storage operations. catned
out by the Company till
that date, were entrusted
{April 1995} to JTA (the
awner of the hired podown)
on contract basis. As per
contracteal provisions the
contractor was liable for
arranging godown facility
for the storage of tea,
which  rendered  the
requirement of owa godown
complex for the Company
redundant.

However, the Company
with the
construction of office-cum-
podowe complex for the tea
division and awarded
{August 1995} the contract
to M/s. Kurisingal Thamas
and company at 17.16 per
cert above the estimate of
Ra. 33.29 lakh, Since the
contracior finighed ondy 15

- per cent of the work,
_the constroctuon

was
completed (March 1999)
by engaging another
contractor M/s Manikath
Constractions at a total cosi
of Rs. 054 croee.

In the meaptime, the

Rs. 50 lakhs as pec GO,
(Rt)Na. 372/00/F&CSD
dated 19-11.1990  jn
consultation with Finance
Department.  But the
sanctioned construction
was pol taken up and a
ted podown-éom-office
camplex of 11933 =q.f1,
was constructed. - Later it
was reported that it would
be an added advantage to
the Corporatien if the part
of Godown proposed for
tea blendinpg operations -
was coaverted into cold
storage for chilly 50 a8 io
procure the same in
harvest scason al cheaper
rate instead of effecting
purchase at higher price
in the off season. As the
propesal was intetded to
benefit the Kerala State

- Civil Supplies Corporation

as well az the public,
Government also agreed
to the proposal of
Chairman & Managing
Director for the cons-
truction of the celd
storage as per Gowver-
nmenat letter No. 3352/037
98/F, CE&CAD dated
27-7-1998,

The Management Comm-
itree held on 3k-I-2001
considered the future
mode of otilization of

Company decided (May Cold Storage of the chilly
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{1

(2)

(3)

(4)

- (5'} -

1998) op the alternative ose
of space by converting
4200 zq.ft. area into a
refriperated chilly godown
for seasonal procuremsol
and storage of chitly. The
conversion work wag also
completed (March 1999) at
& cost of Rs. 33.10 lakh,
The totat cost of
construction of the office-
cum-godown  complex
including
refrigeration of godewn was
Rs. (27 crore. the efforis
made by the Company far
the alternative use of the
tea godown by converting it
az z refrigerated chilly
godown  resulted in
operational  loss of
Rs. 30.50 lakh {Cash luss
Rs.10.43 Iakh) during the
pericd from April 1999 10
Jone 2000 and hence this
activity was also dispensed
with Company’s effoits to
hire oul the godowa did
not materialize (September
2002y

Thus, invesiment of
Rs. 054 crore on an ill-
conceived constrection for
the office-cum-godown
complex of the tea division
which was oltimately
rendered redyndant - and
further investment of
Rs.33.10 lakh on refri-
geration of the podown to
undertake the unviable
alternate  activity of
seasonal storage of chilly,
had turned . the total
investment of Rs. 0.87

croce o be anfruitfal.

the cost of.

godown ai Willingdoa
Island. The possibilitics’
of renting out the
Godown o Povate Sector!
Public Sector Companies
were explored by
advertising in leading
dailies on 14-6-2001. In
response  though two
offers were received
nobody has lwrned up for
a megotiation. The
Cochin Port Trust was
alzo contacted, buat-they
have informed that they
are not interested to take
over the (Godown.
Besides, Addl. General
Manager (Tea) was also
directed to contact Private
partics to lel out the
Godown. Again the matter
was published in dailics
on 5-12-2003. But no
response received. The
above facts were also
submitied before the
Board of Directors on
2T-4-2004,

Ilowever, the detailed
investigation inte the
whole irregularity in the
construction as pointed
ast in the awdit reperl
could not be pursued
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<

1)

(2)

{3)

) S

The Management stated farther as the Vigilance
(July 2002) that they ,pn4. Anti Corruption

decided to start the ;
. i Bureau have scized the
refrigerated chilly godown relevant files on 7-1-2004

with the Iiatention of | " .
procuring chilly at lower 10 €oDnection with the
rates during harvest season Enquiry.

and sclling the same during

off seasom: byt the prices

remained steady and to

avold further lozses. the

storage in refrigerated

godown was discontinued.

It was further scated that

the Management decided i

make zome aiterations and

- lease out the godown. The

reply 2 not tenable since
even at the time of
deciding the construction of
tea godown the Corpo-
ration doubied the viability
of the project and

" procecded  with  the

construction work after
entrusting the tea blending,
packing and storage work
on coniract basis in March
1995, The rcirigerated
podown was also started
without reckoning the fact
that the producera in
Andhra Pradesh (from
whom the tompany had
maitly besn procuring
chilly} had also staled
storing chilly in refrigerated
gadowns during harvest
Seaz0n. '

The matter was repoted (o
Government in May 2002,
their reply had not been
received (Septémber 2002.)




