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INTRODUCTTON

I. the Chairman, Committee on Public Undertakings (2006-2008}, havianp
been mitherised by the Committee to present the Report on their behalf, present
this Fifih Report on Kcrala State Drugs and Pharmacenticals Ltd. based on the
" Reports of the Comptoller and Anditor General of India for the year ended 31st
March, 2003 (Commercial) relating 10 the Government of Kerala. '

The Repoits of the Comptroller and Auditer General of India for the year
ended 31st March 233 was laid or the Table of the House on 28-6-2004. The
consideration of the audit paragraphs included in thiz Report and the
examinatior: of the departmental witness in connection thereto was made by the
Committer on Public Undettakings constiuted: for the years 2004-2006. -~

This Report was considered and approved by the Committee at the mecting
held on  9-10-2006, .

The Cnmﬁ:ittee place ﬂnlrecnrd their appreciation of the assistance
rendercd to them by the Accountant Geperal (Audit), Kerala in the examination
of the Audit Paragraphs included in this Report. -

The Committee wish 1o express their chanks to the officials of the
Indusiries Department of the Secretariat and Kerala State Drugs and
Pharmaceuticals L+d. for placing before them the materials and information they
wanted in connection with the examination of the subject. They also wish to
thank in particular the Sccretaries to Government, Industries Department and
Finance Department and the officials of the Kerala State Drugs and
Pharmaceuticals Ltd. who appeared for evidence and assisied the Commitiee by
Placing their considered views before the Commintee.

MANKCTE Rmmmumﬂ,

Thirovananthapusam, Chairman,
I'Tth  October, 2006. . Committee on Public Undertakings.




REPORT

KERALA STATE DRUGS AND PHARMACEUTICALS LIMITED

AUDIT PARAGRAPH
Wasteful expenditure:

_ Payment of incentive to employees withoot ensuring the stipulated inerease
in produrtvity resolied in wasteful expendiwre of Bs. 68.82 takh.

. The Company whick was engaged in 1he manufacture and trading of
drups and pharmaceuticals bad been incurting losses since 1995-96. With a view
to improving the peoductivity and achieving the bresk even sales of Rs, 13 crore,
the Government conducted (Febroary 2000} tripartife discussions with the
representatives of the management and the trade unions. A Memorandum of
" Seitlement was signed (April 2000) between the Company and the workers.
As per the setdement, the productivity was to increase by 70 per cent for which
an incensive of 25, 10 2nd 7 per cent of basic pay plus DA was 10 be paid to
the employees of category A, B and C respectively. However, as per the
concurrence piven (April 2000) by the Govetnment, forming part of the
settlement, tying up of sale orders and achievement of performance was not (o
bz made pre-conditions for payment of incentive..

It was noticed in Audit that the Company recarded a sales performance of
Rs. 18.62 crore in 1997-98 with the then existing work norms. However, after
inroducing {April 2000 the meentive scheme with revised work noms involving
70 per ceak increase in productivity, the sales recorded during the two years, ie,
2000-01 and 2001-02 were only Rs. 8.52 crore and Rs. 4.74 crore respectively.
The actval production also came down from Rs. 14.50 crore in 1997-98 o
Rs. 3.69 crome in 2002-03 indicating, that incantive scheme did not yield any result.
Without ensuring performance, the Company paid 1o its employees incentive of
R=. 21.30 lakh, Re. 23.16 lakh and Rs. 243613]:]: respectively during the three
years ended 31 March, 2003,

Thus, the payment of incentive to employees without ensuring the
produclion performance stipulated in the settlement resulted in wasteful

expemditure of Rs. 68.82 lakh,

Government stated {September 2003} that the scope of discontinuing the
incentive for higher production was being examuned and a final decision waonld
be iotimated. However, the reply is silemt abuut the rbcove.ry of incentive
already paid to the employecs.

KNPP. B61/2006,
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[Para 4.1 —Contained in the Report of the Compiraller and Auditor General -
of India for the year coded 31sc March, 2003 (Commercial}l

The notes fumished by Government on the para is piven in Appesdix L

l. The Commitiee found that incective to employees amounting to
Rs. 68.22 lakh was paid without ensuring the pre-conditions of improving
productivity and schieving bresk even sales stipulated in the agreemest. In the
light of the concurrence given by the Govermmenl the pre-conditions forming part
of the settlement that tying up of sales orders and achievement of performance
were tot considered for payment of incentive. The Comminee enguired why
sales and production came down from Rs. 18.62 crore to Rs. 4.74 crore and from
Rs. 14.50 crore to Rs. 3.69 crore respectively.

The witness informed that the above sitnation was dee 10 the shortage of
working capital. Ag per the work study. coaducted by the productivity council,
the antainable production of Re. 23 crore. However the production steadly
declined from pext years onwards. The Committee enquired whether therc was
-any understanding to pay enhanced wages to the employees on the basis of
waork study conducted. The witness informed ihat a discoséion was held at the
chamber of the then Minister for Indusiries and on the basis of the discussion,
a decision was taken foe implementing the wage rise.

. 2. The Corunittee ohserved that ap agreement was made for enhancing
the production by 70 per cent for which an meentive of 25, 10 and 7 per cent of
the basic pay plus DA bad to be paid 0 the employees of calegory A. B & C
respectively. However without enhancing preduction, incentive to the lune of
Rs. 21.30 lakh, Rs. 22.16 lakh and Rs. 2436 lakh respectively was paid to the
empioyces during the three years ending 31st March, 2003. The wimess stated
that as -per the Government clarification, the tying up of Trders and
achievements of performance need Mot be taken into account as a pre-condition
for payment of incentive 10 employees. The Commines cbserved that there was
ne relaiion betwesn sales and salzries of employees.

3. The Managing Dhrector, ESDF also stated that actually it was a wage
revision even though it was given a6 an incentive 10 employees. The Commiti=e
did not agree with the arguments of the witness and pointed oot that it was
culy an incentive scheme and not a wage enhancement agreement, since it
stipulated for 70% enhancement of production, '

4. The Commitiee wanted ta know how the production and sale of
medicines came down even after getting assistance from Government. The
witness teplied that it was due to shortape of working capital. The Principal
Seccetary, Industries department disclosed that Health Department ugually
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purchased medicine from KSDF oply afier inviting tenders and not by price
negotiation process. He added that KSDP was supplying medicines to
Government incurcing heavy loss gince it could not compete with private
companies owing to its high cost of production. The witness informed that the
production declined when the company had to spend working capitel for other
puposes. It was also stated that when the Productivity Council had stedied
the various measures for increasing prodoctivity, the employees unicn’s
demanded wape increase. He added that when it was found that the producdon
did not reach the expected level, the payment of incentive was withdrawn and
began o effect rocovery from the employees. The Commitiee wanted to know
the details of the amount recovered =o Far. The witness stated that eight
months salary was in arrear and when it would be paid the recovery would also
be effected from Lhe salary of the cmployees.

5. To a specific question regarding the present position of the company,
the Principal Seerctary, Industries Pepartment, staled that production had come
to a stand 4till and therefore, a decision was taken 10 hand over the Company 1o
Hindustan Latex Limited as they were willing 10 tah: over it voluntariy.

6. Enguired about the possikility of reviving the Company, the witness
informed that 214 persons were employed in the Company at present and 170
workers were rctired under the Voluntary Retiremenl Scheme. An amount of
Rs. 7 crore kad been spent for it and Rs. 18 crore was needed for the revival of
the Company. The witness informed 1hat as per the policy of Government one
time Assistance was gived to all the Public Sector undertakings which could be
revived after receiving lhe one time Assistance. The Government was also
contemplating and discassing abouot the revival of the sick public sector
undertakings in Lhe state, The Governmént was eonsidering the rehabilitation
proposal submitted by Kerala Stale Drugs and Pharmaceuticaly Limited.  As per
the proposal, Rs. 18 crare was nceded for the payment of oulstanding Labilities
of the Company and the working capital should also be provided. Owver and
above, Government should alse ensure thal they wouold buy all the 17 items of
life saving medicioes manefactured by the Company after price ncgotiation, sincs
it could not compete with the other private companies due to high cost of
production. ' '

7. The Commiltee pointed oui that the present and the previous
Government were buying medicines from the Company on the basis of open
ternker and if the Government continued 1o iy medicines from the Company, the
Health Depariment would have to spend a huge amount from Government
allacation for buying medicines from the Company and it would resull in
‘shortage of fund for buying other medicines. The Commitee opined that the
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proposal was nof viahle and was strictly against the policies of both Central and
State Governments to sustain companies by giving subsidies. The Committee
also opined that it was & policy to be decided by the Government and it was
impossible to provide a huge amount of Rs.18 crore for the revival of the
Company and 1o buy the medicines from them at the mate fixed by the Company.

8. The Commuittes decided to recommend that the incentive pad o the
employeas withoui increasing the prodoctivity up 1o the desired level shoold be
recovered foan them,

Condosion/Recommend ation

9. The Committee find that Rs. 68.82 Iakh was paid to the employees
withoot folfilling the pre-conditions of enhancing the prodoction by 78%
as stipulaied in the agreement for paymesnt of incentive. The Committee
understands that Rx. 18 crore Is needed for the payment of ouistanding
Enbilities of the company and besides that the working capital has ako to be
provided for the revival of the Company. The Commitiee opined that it ks
impossble to provide a buge scnoust for the revival of the Company and also o
bity the medicines from them at the rafe fized by the Company. The Commitiee
revommmend that the hwentive’ paid 1 the emplkoyees, withont any incresse in the
production Ievel, shoold be recovered from them and the detallc be infirmed Lo it

MANKODE RADHAXRISHNAN,

Thinsvanmthapuram, : Chairman,
17th October, 2006. Commiftee on Public Undertakings.
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ArPeENDIX

Sommary of main Conchislen/Recommendation

- Conclusion/Recommendaltion

Para No. Depariment
: rancermned
9 Industries The Commitice finds that Rs. 68.82 lakh was

paid to the employess without fuifilling the
pre-conditions of enhancing the productions
b;r TO% stipulated in the agreement for
payment of incentive. The Committee
urdersiands that Bs. 18 crore is needed for
the payment of cutstanding liabilities of the
company at and besides that the working
capital haz so be provided for the revival of
the Company. The Committes opined that it
is impossible to provide a huge amount for
the revivat of the Company and ko buy the
medicines from them at the tatz fixed by the
Company. The Committes recommends that
the incentive paid 10 the employees without
increasing the production vpto the desired
level should be recovered from them and the
detail be informed to it.
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NOTES FURNISHED BY GOVERNMENT ON AUDIT PARA
Rmmtofﬂmﬂ&&ﬂﬁurtbeymmﬂedsl-}m{commgﬂaﬂ

Chapter [V—Para 4. ]—Statement of remedial Action Taken

";:;a Awdir Para Action Taken
(1) ) (3)
4.1 Wastefud expenditure Revision of worknotms and

Payment of incentive to employees without
ensuring the stipulated jncrease in
productivity resnited in wastefn! expenditure
of Rs. 68, 82 lakhs

The Company which was engaged ip the

" manufacture and trading of drugs and

Pharmaceuticals had been iocurding losses
vince 1995-96. With a view 10 improving
the productivity and achieving the hreak
even sales of Rs. 18 crore, the CGovermoent
conducted (Febroary 2000) tripartite

discussions with the representatives of

the management and the trade woions,
A Memorandumn of Settlernent was sigoed
¢April 2000) between the Company and the
workers. As per the setilement, the
productivity was to increasc by 70 per
cent for which an inccative of 25 and 7 per
cent of basic pay plus D. A. was to be
paid to the employees of category A B
and ¢ respeclively. However, as pot the
concurrence given (April 2000) by the
Government, forming part of the séttlement,
tying up a sale orders and achievement aof
performance was not to be made pre-
conditions for payment of inceative.

It was noticed in Audit that the Company
Reconded a sales performance of Rs. 18. 62

payiient of incentive were
implemented as per tihe
agreement signed between
the Trade Unions and
Management, in the light of
work study conducted by
M/s. Kerala State Productivity
Council and also the
discussions condueted in the
Chamber of the then Hon'ble
Minister for Indusiries. It is
true that in the Minutes of
the Meeting there was
stipulation that the Incentive
will be available only afier
getting orders for achieving a
turnover of about Rs. 18
crores in the year 20:0-01
and tying up adequate
working  capitai.  But
subscquently Government
had given concurrence vide
letter Na. 985G/D2f2000/10
dated 6-4-2000 that the tying
up of orders and achievements
of performance need not be
made preconditions for
payment of inceniive to
workmen. It was only afier

"
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crore in 1997-9% with the then existing
work norms. However, after introducing
(April 2803 the inceotive scheme with
revised worknorms involviog 70 per cent
increase in productivity, the sales
rccorded during the two years, ie., 2000-01
and 2001-02 was only Rs. E52 crore and
RBs. 4.74 crorc respectively. The actual
production also came down from 14.50
crore in 199708 w Rs. 3.69 croce in 2002-
03 indicating that imcentive scheme did
not yield any resuit, Without ensuring
performance, the Company paid to its
cmployess incentive of Rs. 21,30 lakh, Rs,
23.16 lakh, and Rs. 24.36 lakh respectively
during the three years-ended 3! March
2003,

Thos the payment of inceotive o
employees withaut  ensuring  the
production performance stipulated in the
settiernent resulted in wasteful expend:tum
of Rs. 68.82 lakhs.

Gaovernment stated {Scptember 2003} that
the scope of discontinuing the incentive
for higher production was being examinsd
and a final decision wounld be inttmaled.
However the reply is silent about the
recovery of incentive already paid to the
cmployees.

gething the above conmomence,

- that Management and Trade

Unions signed the agresment
on 12th Apwil 2000,

However, Government have
examingd the matter in
consultation with the Labonr
Department and decided to
discontinue the incentive and
to recover the amount already
paifl, from the employees as

and when they start gcmng
repular salary.




