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INTRODUCTION

I, the Chairman, Committee on Public Undertakings {2006-2008), having

" been authgrised by the Cominittee 10 present the Report on their behalf, present

thiz Fourth Report on Kerala Electrivals and Allied Engineering Company Lid.

based on the Report of the Compiroller and Auditor General of India for the

year ended 315t March, 2003 (Commercial} relating to the Government of
Kerala.

The Reporis of the Coimpiraller and Aoditor General of India for the years
ended 31-3-2003, was laid on the Table of the House on 28-6-2004. The
consideration of the andit paragraphs mclwded io this Report and the
examination of the departmental witkess in connection thereto was made by the
Commitice on Public Undertakings conatituted for the years 2004-2006.

This Report was considered and approved by-the Committee at the meeting
held an 9-10-2006,

The Committee plzce on record their appreciation of the assislance repdeard
to them by the Accountant General (Audit), Kerala, in the examiration of the
Audit Paragraphs included in this Report,

The-Comimitice wish t0 express their thanks o the officials of the Industries’
Dwepartment of the Secretarial and Kerala Elecirical and Allied Engineering
Company Limited for placing before them the materials and inforsation Lhey
wanlied in connection with the examination of the subjece. They alsp wish to
thank in paricular the Secredaries to Government, Industries Depantment and
Finance Department and the officials of the Kerala Electrical and Allied
Engineering Company Lid. who appeared for evidence and assisted the
Committee by placing their consldered views before the Committes.

Thiruvananthapuram, ManEoDe BADHAR REHNAN,
17th Ocrober, 2006,
© Chairmaon,
- Committes on Public Undertakings.




REPORT *
KERALA ELECTRICAL AND ALLIEI) ENGINEERING COMPANY LIMITED

Anpm PARAGRAPH

Wasiefu! Expenditure

Company's decision to start the project without ensuring marketability of
the product and availability of funds resplted in wasteful expenditore of
Rs. 448 crore, ;

Mention was made in paragrapb 28B.% of the Report of the Comptroller and
Anditor General of India for the yesr ended 31 March 1996, No.2 (Commercial},
Government of Kerala, about thé delay on the parl of the Company in
implemeriaticn of the project for production of Brushless Alternators for
Autemobiles (BAA).

The Company decided (1934} to jmplement the BAA project at a cost of
Rs. 3 crore. The impiementation of the project proposed (1987} at a revised
cost of Re. 5.10 crore was deferred (March' 1998) at the instance of Government. -
However, four years after the deferment of the project, the Company decided
{1992} w restart the project, without conducting any fresh marketability siudy.
The Company projected a cost of Rs. 12.75 crore with a (inancing pattern of
Government equity {Rs. 5.10 crore) and loans (Rs.7.65 crarg) and staried the
project with the equity contribution of Rs. 4.85 crore received (March 1987 o
March 1993) fraom the Government. Evenmtually the project work had to be
stapped (1996} for want of funds from financial insttations due o defzult
{during 1591 to 1996) in repayment of loans. The expenditure incurred on the
project up ta 31 March 1996 was Rs. 3.18 crore. At the time of stoppage of
work m 1996 the Company had depléyed 11 workers an the project and retained
them without any work till 31 March 2003 resulting in payment of idle wages of
Bs. 1.08 crum, '

A study conducted (Tuly 2001} by Kerald Industrial Technical Consuitancy
Organisation confirmed that the project was not viable since the automobile
manofacturers had inhousefexternal sourcing arrangements fo meet their entire
requiremcnts and. a new multt produces project mvolving 2 cost of Rs. 13.90
crore had beer proposed in place of BAA project.  This new project also condd
n¢ be implemented {May 2003) for want of funds. The total expenditure
incarred on the project up to 31 March 2003 was Rs. 4.4% crore.
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Thus, the decision of the Company to go ahead with the project despite
doubiful marketability of the product and non-availability of finance from
financial instingtions resalted in wasteful expenditure of Rs. 448 crore,

Goverament stated {June 2003} that due to default in repayment of loans
to IFCI and IDBI during 1931 to 1996 the financial mstitotions withdrew the
sanctioned loan as a result of which the execotion of the project came ta a
standetif. The reply is oot tenable since the Company was aware (1991} of the
withdrawal of sanctioned loans for the projects by financial institutians before
restarting 1he peoject in 1992 and could have avoided investment in the project
without tying op fresh finance.

[Para 4.2—Contained in the Report of the Comptrolley and Anditor Genezal
of India for the vear ended 315t March 2003 (Commercialy],

The notes furniched by Government on the para is given in Appendix TL

1. "The Committes pointed out that the Company’s decision to start the
Brushiess Alfernator for Anmtomobiles {BAA) project without ensuring the
_marketability of the product and availability of funds resulted in wasteful
expenditure of Rs. 4.48 crore and wanted an explenation in this regard.
The Managimg Director, KEL stated that the company conceived the project in
1980 and the product they proposed 1o mamfacture was Brushless Alternators
for Automphiles {BAA) which would replace the DU dynamos. The company
wanted to manufacture them in bulk quantity and to supply them to the
automabile manufactures. The wimess informed that the Kasargode unit was a
huge project with an investment of Bs. 20 crore. 'In 1988 the Government had
taken a decision to concentrate on Kasargode project, but-the project for BAA
was kept in abeyance and in 1994 the Government finally pave clearance for the
project. The wimess disclosed that the project was kept in abeyamee for about
14 years from 1980 10 1994, When Government gave Rs. 4 crore in 1994, the
company acquired the infrastructure such as buildings and the machinery with
the Government assistance. The Government also directed the company to
make use of the facilibics fur other units at Kasargod and Kundara,

2. On enquiry whether the company, had intended to revive the project
after installing the infrastrucivre facilides with the money provided by the
Government, the Managing Director informed that the company was intending to
revive the original pradect. ' When asked how the company intended 10 make use
of the infrastructure facility already possessed the witness informed that they
expecied good returns from the Kasargod mit, but it did not materialise.
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3. The witness informed that the infrastructure facilities were now being
used for he repair of transformers, DC fans for Railways and the project was
congenial for these purposes.

4. To the remark of the Coramittes that 1tha Company should have
ensured the availsbility of funds before considering the revival of the Kasargode
project for the second time, the witness Elated that they did not receive any
assistance for the project, as there was “default’ in the repayment of the financial
assistance already received from the [FCI for the project in 1991. When asked
whether the company had condusted any mnrlu:t sarvey during that period the
witwas teplied in the affirmative.

5. The Commiitee was informed that the Company was utilising the
machinery for manufacturing components for other units st Kundara and
Kasargode, The witness also informed that 1§ employees were workiag in the
Edarikode plant whe were deployed from other units of the Company.

6. ReMying to a question of the Committee whether KEL had made any
understanding with KSEB, the witness: informed ‘that the KEL had an
understanding with KSEE and they had already received orders from KSEB and
they were doing the Tepairing of transformezs in the workshops of KEL.

7. When the Commitiee wanted to know the condition of the Palakkad
unit, the withees stated that a work study had been conducted. It was found
that the project bad become obsolete and the machinery was too owidated to be
utitised. The witness added that though a proposal was submitted for setting
up a new plant somewhere else, it was not approved by Government. The
witness informett the Committee that the Kasargode Unit of KEL had good
turnover aed 3G% of capacity could be achicved. The Mamala and Kundara
Units wese also running in peofit, be added.

8. 'When the Comimitiee enquired whether the Company had signed any
MOU with Public Sector Undertakings, the witness replted in the negative and
informed that the company kad an wnderstanding with the PSU and accondingty
they would give maximum orders for the company. The Commitiee suggested
that there should be an uaderstanding at the Government level for entrusting the
work of KSEB to the Company. The witness stated that when approached for
such an undeystanding, the XSER bad discouraged the proposa! by stating that
being a commercial crgsnization, it had o purchase materials at the. lowest
possibie prica.

5602006,
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9. TFaking into conssderation  the high coat of transportation for camying
ail the defaulied iransformers from the Malabar area to Eenakulain for repait, the
Committes decided to recommend that s separate repalring unit should be set up
at Malabar area itself in order to avoid inconvenience and the huge
trangportation charpes. .

ConchasionsRecommenlutions

10. The Commitice finds that the Company hed vemtared into a project
withont ensnring the marketshility of the product and availability of the Fomvds
and akso noted that Inordinat: delay had accurred in the implementation of the
project due to Inck of planning and foresight. The Committee is shocked to
find that though the study conducied by Kerala Industrial Techaical
Consultancy Orpanisation confirmed that the project was not vinhle and the
umcertwindy of the gvailahllity of fiwmsce was known, the compeny proceeded with
the project. The Commiftee therefore recommends that the viability of the
project and availahility of finance should be ensured before commpeencing new
projects at kast in fotmre.

11. The Committe: ohserved that high eost of transporiation Incurred
for carrying il the defautted transformers from Malabar area to0 Ernakulam
for repairs. So the Committee recommends that a separnte repairing unit
should be set up at Makshar area in order to avoid ipoonverience and the huge
fransportation charges.

MANK(_JD.‘E RADEAXRISHNAN,

Thirovananthapuram, . . Chairman,
L17th October, 2004, : Compnitice on Public Undertulings.
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Indusirics

The Commitec find: that the Company had
ventvred into a project without ensuring the
marketabiliey--of the product and availability of
the funds and alzo nated that meordinate delay

occlirred in the implementation of the
praject due to lack of planning and foresight.
The Committee is shocked to find that thoagh
the sindy conducted by Kerala Industriat
Technical Consultancy Organization confirmed
that the project was not viable and the
uncertainly of the availability of finance was
known the company proceeded with the project.
The Committee therefore recommends that the
viability of the project and avaitahility of finance
shouid be ensered before commencing new
project at least in fumre.

The Committee observs that high cost of
transportations incurred for carrying all the
defaulted transformers from Malabar ares to
Ernakulam for repairs. So the Committes
recomimerkls that a separate repairing unit should
be zet up at Malabar area in order to avoid
inconvenience and the huge transportation

* charges.
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NOTES FURNISHED BY GOVERNMENT ON AUDIT PARA

INDUSTRIES (D) DEPARTMENT

Action talen Statement 0n the Recommendstions confiined in the Report
of Comptroller and Awditnr General of India for the year ended
31-3-2M3 (Commercial}

Nane of the Fara.

Title of the Para.

Reply ro the Para.

comapny No,
(L} 2 (EH ' ' (E]}

Kerala 42  Wastefl Expenditure The Brushless Alternator far
Electrical . - Automobiles (BAA) project
and Allied E:::T ’:;:Ypinf;ﬁ‘f:?tﬁﬁm was originally conceived for

Engi ing ensuring ketability of ,mplnmcnta_tmn h}rlthe YEear
Corupany the  product and Jooo at Bdarkode unit of KEL.
Limited availability ‘of funds Druring periad the Project

tesulted in  wasteful

expenditure of Be. 4.48 .

grores.

Meation -was made in
paragraph 2B.8 of the
Repart of the Comptroller
and Auditor General of
India for the year ended
3 March 1998 Mo, 2
{Commmercial), Govertisent
of Kerala, about the delay
on the pare of the

Company in implemen--

tation of the project for
prodiction of Brushless
Altematars for Autoanobi-
lcs (BAA),

- The Company decided

{1984) (o tmplement the
BAA project at a cost of

was cleared for financial
asgigtance by TFCT along with
the Brushless Alternator for
General Purpose (BAGP)
Project at Kasaragod, But as
per the ipstructions of the
Guovernment the execotion of
BAA poject was lemporanly
suspended as the Government
wanted to give top prionty
for the implementation of the
Kasaragod peoject. Accordmgly
BAGP Project was implemented
and ¢ommissioned in 19%0
‘with & capital outlay of Rs. 20
croves. The capital outlay
caginally envisaged for BAA
Project at Edartkode was Hs.
642 crorcs, which was
subsequently ephanced to Rs.
12.75 crores due $0 cost over-
run which in tura, was

Rs. 3 crores. The imple-
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mentation of the Project

proposed (1987) .at a’

revised cost of Rs. 5,10
ctore  was deferred
{March 1988) at the
instance of Government.
However fout years after

. the deferment of the

project, the™ Company
decidéf (i992) to restart
the project, without
conducting any fresh
marketability stedy. The
company projected a cost
of Rs. 12.75 crores with a
financing pattern of
Government equity {Rs.
5.10 crore) and loans (Rs,
7.65 crore) and starced
the" project with the
equity contribirtion of Rs,
4.85 crae received (March
1987 &0 March 1993) froun
the Government.
Eventually the project
work has to be stopped

(19963 for want of hmds .

from financial instifutions
due to defanlt {during
1991 o 1996} in
repaytnent of loans. The
expenditure incurred on
the project vpto 31
March 1996 was Rs. 3.13
crore. At Lhe time of
stappage of work in 1996
the Company  had
deployed 11 workers gn

consequent fo the delay in
execution.  After giving
approval im 1992, the
Government relezsed Rs. 4.84
crores towards equity for
BAA Project in 1994. The
company utilized the entire
amount of Rs. 4.8 crores
during 1994-95 for
construction of the building
and installatiom of a part of -
plant and machinery.

From 1991 to 1996, the
company has been incurring
loss on account of the BAGE
Project implemented at
Kasaragod, which resulted in
default in repayment of
Institational dges to IFCI and
IDBI. The cfforts of the
Government to repay the loan
based om0 a2 ome-time-
settlement also did nat
matenialize then. The financial
institutions withdrew the
sanctioned loan on account
of the default made by the
company in the repayment of
term leoan taken for BAGP
project, Kasaragod. The
company’s efforts to avail 2
soft loan from foesign sources
alzo did pot materialize, as the
government was not im a
pesition = provide goarantes
for such an arrangement. As
a result of this, the execution
of the project came to a stand
still.
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the project and retained
them without oy work
il 31 March 2003
resulting in payment of
idle wages of Rs. 1,08
CTONE,

A study condocted
{July 2001} by Kerala
Industrial  Technical
confirmed that the
project was not viable

* ginee ithe auntomobile

manufacturers had in-
housefexternal sonucing
arrangements ‘t0 mect
their entire requirsents
and 3 new multi products
project invelving a cost
af Rs. 13.90 crore had
been proposed in place
of BAA project. This new
project also could not be

.implemented (May 2003}

for want of funds. The
total expenditure incusred
on the project upto 31
March 2003 was Rs. 4.4
CRAt.

Thus, the decision of
the Company to go a
head with the project
despite doubtful
marketability of the
prodoct  and  noa-
availability of finance

" from financie! intitotions

The inoedinate delay in the
implementation of BAA
Project was caused by the
withdrawal of the sanclioned
loan by  the financial
institutions, which were
beyond the centrol of the
company.

The Government directed
" the Management to make all
passible efforts o utilize the
plant and machienty ipstalled
it ibe site for supplementing
the nceds of other upits of
KEL. Based on this decision
some employees  wesc
deployed at the project for
looking afier the mainienance
of the beilding, plant and
machinery and other fixed
assests ol the project in order
to keep them operative and 1o
supplement the needs of
other units of KEL. If the
Company withdraws these
employces from there, the
plant and machinery of the
preject would have damaged
beyond repair and further
utilization of fhe same would
have been impossible. The
FPublic Undertakinps
Commitiee (PUC) in s
mecting held on 16-9-2002 at
Thiruvananthapuram had also
gone deep ioto the matter. Tn
the implementation of a
Project. 1ime is one of the
predominant factors. This
project  was  originally
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resulted in  wasieful
cxpenditure of Rs. 4.48
Crares.

Government  stated
{(June 2003) that due to
dafult in repayment of
toans to IFCT and IDBI
during 1991 to 1996 the
financial, instituticns
withdrew the zanctiond
loan as a result of which
the execution of the

project came to a

standstill. The reply is
not tenable siace the
Company was aware
{1991} of the withdrawal
of sanctioned loans for
the projects by financial
institutions before
restarting the project in
1992 and coukd bave
avoided investroent in the
project without tying up
fresh finance.

coaceived in the early 80°
stated for completicn in 1998.
The Government finally
approved the project in 1994.
By this ime, the cosl estimate
has gene up three-fold and
the technology had also
vndergone various changes
and uppradations.

Therefore the investrnent
made for the infrastructure so
far for the BAA Project is
being utilized by the company
for the need  based
requirement of the other wnits
of the comapny and hence
the investment canrot be
considered as infructuous. A
fresh proposal for the revival
uf Edarikode Unit has aiready
been approved by the
Govemnment 2 pet G 0. (Rt.)
Ne. 1150/04/T1 dated, 27-11-
2004 which envisages the
utilization of the existing
infrastructure, - adding
additicnal  facility for
manufacture, of Brushless DC
fans (BLIXT) for rail coaches,
Tranzformer repair of Kerala
Suare Bleciricity Board, High
Speed Alternators, Fuse vnits
of Kerala State Blectricity
Borad ete.




