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INTRODUCTION

I, the Chairman, Committee on Public Undertakings (2016-2019) having
been authorised by the Commitiee to present the Report on its behalf, present this
Fourteenth Report on Kerala Tourism Development Corporation Limited, based
on the report of the Comptroller and Auditor General of India for the year ended
31 March, 2011 relating to the Public Sector Undertakings of (he State of Kerala.

The Report of the Comptroller and Auditor General of India for the year
ended on 31 March, 2011 was laid on the Table of the House on 23-3-2012. The
consideration of the audit paragraphs included in this report and the examination
of the departmental witness in connection thereto were made by the Committce on
Public Undertakings constituted for the years 2014-2016.

This Report was considered and approved by the Committee (2016-2019)
at its meeting held on 2-3-2017.

The Commiltee place on record its appreciation for the assistance rendered
by the Accountant General (Audit), Kerala, in the examination of the Aundit
Paragraphs included in this Report. :

The Committee wishes to express thanks to the officials of the Tourism
Department of the Government Secretariat and the Kerala Tourism Development
Corporation Limited for placing the materials and information solicited in
connection with the examination of the subject. The Committee afso wishes to
thank in particular the Secretaries to Government-Tourism and Finance
Departments and the officials of the Kerala Tourism Development Corporation
Limited who appeared for evidence and assisted the Committee by placing their
views before it.

.C. DIVAKARAN,
Thiruvananthapuram, Chairman,
Sth March, 2017. Committee on Public Undertakings.




REPORT
ON
KERALA TOURISM DEVELOPMENT CORPORATION LIMITED
AUDIT PARAGRAPH
Introduction

2.1 The Kerala Tourism Development Corporation Limited {Company)
under the administrative control of the Department of Tourism (DoT),
Government of Kerala (GoK) was originally incorporated in December 1965 as
Kerala Tourist and Handicrafts Corporation Private Ltd., with headquarters at
Thiruvananthapuram. The Company started commercial operations in March 1966,
The name of the Company was changed to Kerala Tourism Development
Corporation Limited in July 1970,

The main objectives of the Company are starting, operating and promoting
establishments, hotels, resorts, undertakings and enterprises, which are likely to
accelerate the development of tourism in the State. To reflect this core activity,
name of the Company was changed to KTDC Hotels & Resorts Ltd., in October
2010. In addition to the above, Company was also engaged in boating, tour
operations and providing need based travel assistance and support services to
tourists. The Company operated a total number of 70 properties, catering to
luxury segment travellers (Preminm properties-9), upmarket segments and budget
travellers (Budget Hotels and Tamarind Easy Hotels-21) and travelling public
{Motels and Restaurants). In addition, the Company was also engaged in running
beer parlours spread across the State. Company had two units outside the State-
Anantha Restaurant, New Delhi and Hotel Project at Chennai. While many
properties of the Company are leased properties from DoT, none was leased out to
other parties.

[Audit paragraph 2.1 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March 2011]

Conclusion/Recommendation
No comments.
Organisational set-up

2.2 The management of the Company was vested in a Board of Directors
consisting of 15 members (Official- 6 & Non Official-9). The Managing Director
was the only functional Direclor of the Company who was assisted by the

38172047,




Secretary & Finance Controller, Commercial manager, Marketing Manager and
Chief Corporation Engineer in carrying out the functional activities of the
company. There were separate unii managers to look after the day-to-day
operations of each unit. The Company was having three Regional Officers headed
by Regional Managers to monitor the activities of the centralised units in the
respective regions-South, Central and Nerth of the State, They were given the
responsibitity of management and administration of units under them.

[Audit paragraph 2.2 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011.]

Conclusica/Recommendation
No comments.
Scope of Audit

2.3 The working of the Company was last audited and included in the
Report of the Comptreller and Aoditor General of India (Commercial),
Government of Kerala for the year ended 31 March, 1996, The Report was
considered by the Committee on Public Undertakings (COPU) and their
recommendations were included in its 63rd Report (1998-2000) which was
presented to the House on 18th December, 2000. The implementation status of
COPU recommendations was included in the present performance audit report
wherever necessary. The present audit covers activities of the Company for the
five years period 2006-07 to 2010-11. In conducting this performance andit, we
examined records maintained at the Head Office and at 38 out of 70 units of the
Company, the selection of which was based on stratified random sampling
method.

[Audit paragraph 2.3 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011]

Conclusion/Recommendation

No comments.




Audit Objectives

2.4 The audit objectives of the performance audit were to ascertain whether
the available resources were utilised economically, efficiently and effectively to
achieve the objectives of the Company by analysing whether:

* the infrastructure available was utilised effectively to achieve maximum
efficiency in operations; ’

* the marketing system was geared to the business needs:
* the Human Resource management was efficient;

* the project management and contract management were efficient and
economical; and

* the Management Information System/ Internal Control/ Internal Audit
system/ Corporate Governance practices were effective.

fAudit paragraph 2.4 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011]

Notes furnished by Government on audit paragraph is given in Appendix 11
Conclusion/Recommendation
No comments,
Audit Criteris
2.5 The following criteria were adopted for the performance audit:
¥ tourism policy, plan documents of Government and the Company:

* unit-wise targets fixed by the Company in respect of Turnover,
Profitability etc.;

* norms fixed in respect of occupancy, food cost and reduction of the cost of -
operation;

* human resource policies of the Company:
* capttal budgets and estimates for renovation/ capital works;

* policies and guidelines prescribed for Management Information Systemy/
Internal Control/ Internal Audit/ Corporate Governance,




[Audit paragraph 2.5 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011.]

Conclusion/Recommendaticn
No comments.
Audit Methodology

2.6 The following mix of methedologies were adopted for attaining audit
objectives:

* review of Board minutes, Agenda Notes and minutes of Other committee
meetings;

* scrutiny of targets and achievements of the units;
* analysis of financial statements;
* scrutiny of project work files;

* examination of records in respect of estimation, mobilisation and
utilisation of funds/grants;

* review of Minutes of Performance Review Meetings, MIS reports, Project
Reports, Internal Audit Reports;

* interaction with the officials of various units/departments.

[Audit paragraph 2.6 contained in the report of the Compiroller and
Auditor General of India for the year ended 31 March, 2011.]

Conclusion/Recommendation
No comments.
Audit findings

2.7 The audit objectives, audit criteria and scope of the performance audit
were explained to the Management in an Entry Conference (February 2011).
Audit findings were reported to the Government/ Management (July 2011) and
discussed in an Exit Conference (August 2011) which was attended by Secretary,
Tourism Department, GoK and Managing Director of the Company. The




Company replied (August 2011) to the performance audit report but the
Government had not furnished their reply. Views of the Management have been
considered while finalising the report.

[Audit paragraph 2.7 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011.)

Conclusion/Recommendation
No comments.
Financial Position and Working Results

2.8 The Company is a wholly owned Government Public Sector
Undertaking. Its Authorised Share Capital as on 31 March 2011 was ¥ 85 crore
against which the Paid up Capital stood at T 77.70 crore. The Company had been
running continuously on very low margins during 2006-07 to 2010-11 and the
Accumulated Loss of the Company as on 31 March 2011 was ¥ 21.54 crore. The
position of Total Income and Profits of the Company during ithe five years ended
2010-11 was as placed below:
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Though the Company had been maintaining its Sales, its margins being Iow were
not encugh to wipe out its Accumulated Losses.

{Audit paragraph 2.8 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011.]

Conclusion/Recommendation

No comments.




Return on Capital Employed
2.9 The Return on Capital Employed during the audit period was as follows:

Particulars 2006-07 | 2007-08 | 2008-09 !.2009-10 2010-_1_}_
Paid-up Capital 48.60 : 59.45 70.70 71.70 ; 77.70
Capital Employed 41.00 43,12 47.00 51.93 69.06
Net Profit/Loss after Tax 2.08 1.96 141 073 100 |
and before Interest : .
Return on Capital 507 - 455 3,00 L4l 145
Employed {per cent) J- | j

Though, the Company showed a positive Return on Capital Employed
during 2006-07 to 2010-1}, it showed a declining trend from 5.07 per cent
(2006-07) to 1.45 per cent (2010-11). This was as against the average cost of
funds ranging from 7.3 per cent to 8.4 per cent of GoK durirg the same period.
The low Retum on Capital Employed arose out of poor cash flows. Low
occupancy and operational inefficiencies contributed to it. Due to poor returns, the
Accumulated Losses could not be wiped out. The Company did not declare any
Dividend during the period.

[Audit paragraph 2.9 contained in the report of the Comptroller and Auditor
General of India for the year ended 3f March, 2011.]
Tourism Growth in Kerala and Company's share

2.10 During the period 2006-07 to 2009-10, the State saw increase in tourist
traffic (both domestic and foreign} but the Company was unable to capitalise on
the growing tourist arrivals in the State as tabulated below:

Poreign guests

Year Visited Kerala "1 stayed in KTDC hotels
No. of tourists | % of increase :No. of Touristsg % of increase
! as compared to - as compared 1o
| 2006-07 2006-07
2006-07 468658 - 16785 -
2007-08 ;554913 18.40 20166 +20.14
2008-09 5§70953 21.83 16172 (-) 3.65
2009-10 586667 25.18 11703 () 30.27




Domestic guests

Year Visited Kerala Stayed in
; KTDC Hotels
No. of tourists | % of increase | No. of tourists | % of increase
as compared to as compared to
2006-07 _ 2006-07
2006-07 6387724 - 130677 -
2007-08 6879884 7.70 122630 {-) 06.16
2008-09 | 7712250 20.74 117487 {-) 10,09
200916 | 8803917 37.83 122887 (-) 05.96

The falling tourist traffic in Company's properties was reflective of poor
infrastructure facilities, maintenance, etc., combined with poor marketing and
needs urgent management initiatives.

Management stated (August 2011) that due to global economic slowdown
after 2008-09; foreign tourisis had curtailed duration of their stay, thus adversely
affecting the occupancy of its properties. The higher percentage of increase in
tourist arrival in the State was mainly in districts where the Company's properties
{budget & premium} were practically nil.

_ The reply was not reflective of the actual position. The statistics of tourist
arrivals indicated that tourism had remained unaffected by global economic
slowdown and even showed an increasing trend. The districts of
Thiruvananthapuram, Ernakulam and Thrissur recorded the highest tourist arrival
during the period but the Company's premium and budget properties at these
locations failed to capitalise on this. The major audit findings are discussed in
succeeding paragraphs.

[Audit paragraph 2.10 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011]




The Committee enquired why the Company showed a decline in the Return
on Capital Employed from 5.07 per cent in 2006-07 to 1.45 per cent in 2010-11.
The witness replied that due 10 poor budgetary support from Government and low
operational profit, the Company could not conduct renovation up to 2011 The
Committee wanted more clarification for the loss in operational profit due to low
occupancy and enquired whether the Company took any measures to initiate
promotional activilies on par with private sector. The witness replied that the
global economic slow down after 2008-09 had adversely affected the tourism
sector in Kerala. Expressing strong dissent over the reply, the Committee pointed
out that the statistics of tourist arrivals reveals that tourism remained unaffected by
the global recession. Moreover, some districts in Kerala recorded the highest
tourist arrivals during that period but KTDC's properties at these locations failed
to capitalise this opportunity and to provide facilities at par with private sector.
The Committee remarked that if the Company is not competent enough to
accomplish the necessity of tourism, KTDC should be reshuffled totally including
the Board of Directors and staff,

Operational Performance of Hotels and Resorts

2.11 The Company could make gainful returns only when each unit was run
competitively and was able to cover its Cost of Operations and generate surplus.
We observed that during the audit period, out of the 70 units of the Company,
35 units made Cumulative Profits and the other 35 units recorded Cumulative
Losses. The Loss making units were found in all categories of properties.

I !
Category of | Total | No. of profit: Total profit made | No. of loss | Total Loss |
Unit No.of; making | during the period | making | made during
Units Units 2005-06 to 2080-|  Units the period
1B (¥ in crore) 2005-06t0 !
2010-11
(¥ in crore)
1 2 3 4 3 6
Premiurn 9 5 27.52 4 4.42
Budget 8 3 1.23 5 2.88 |
1 Profit/loss arvived at after alloca&né advertisemen; expenditure, deprec_la;lon e;n.d;‘;;j‘t;__

provision pertaining to staff deployed to the units.




| 2 3 4 5 6
Tamarind 13 1 0.27 12 4.58
Motels 11 6 3.17 5 0.93
Restaurants | 21 17 4.70 4 0.48
and Beer
Parlours
Others 8 3 2.46 5 1.87
Total 70 35 39.35 35 15.16

In the Report included in the Report of The Comptrolier & Auditor General
of India for the year ended 31 March 1996 it was observed that the Working
Results of units were arrived at without allocating Head Office Overficads, COPU
of State legislature had also recommended for allocation of Head Office
Overheads to units for the purpose of performance evaluation, The Company
continued partial allocation of Head Office Overheads until 2009-10. Based on
observations made during the performance audit, Company allocated its Head
Office Overheads fully to all the functional units (on the basis of Turnover) while
finalising Accounts for the year 2010-11. Consequently, number of Loss making
units which otherwise would have been 29 increased to 35 during the year.

Management, in accepting (August 2011) the audit observation, stated that
steps were being taken to reduce the number of Loss making units and improve
the overall performance. We observed that the Company had introduced a system
of Memorandum of Understanding (MoU) between Company and the units where
separate targets were fixed for each unit in terms of Occupancy, Gross Income and
Operating Profit. Management also stated that by virtue of certain inherent
limitations like poor location, small room inventory etc, it was difficult to turn
certain units into Profit making.

[Audit paragraph 2.11 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011.]
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The Committee observed that even though the Committee on Public
Undertakings in 2000 had recommended for the allocation of Head Office
Overheads to the units for the purpose of performance evaluation, the Company
took more than ten years to implement the same to all its functional units,

When the Committee enquired about the undue delay in introducing
performance related incentive scheme for managers, the witness replied ithat when
there was audit objection regarding the sanction of additional incentive, the
performance related incentive scheme introduced earlier was stopped. The
Committee opined that the company could never achieve steady increase in profit
without giving performance incentive which surely acts as a motivational force for
better performance.

Conclusion/Recommendation

. The Committee is much distressed to note that as the number of loss
making units of the Company has increased to a certain extent, the Company took
more than ten years to implement the recommendation of COPU in 2000 for the
atlocation of Head Office Qverheads to the units for the purpose of performance
evaluation. The Committee remarks that the Corporation could gain profit only by
giving incentive after evaluating the performance of each unit. Therefore, the
Commitiee recommends that performance related incentive scheme may be
introduced in all underperforming units to fast track growth.

Star Rating

2.12 The Department of Tourism, Government of India classifies hotels into
different categories (l-star to 5 star deluxe, heritage etc.) based on the facilities
and services offered. Hotels have to apply to the Hotels and Restaurants Approval
and Classification Committee (HRACC) under the Department of Tourism,
Government of India to get them rated. The star classification has an inherent
business advantage. However, at present (November 2011} only ene property of
the Company (Hotel Aranya Nivas in the premium segment) had star
classification.

Management assured {August 2011} to take necessary steps for obtaining star
rating in a phased manner. It further added that all the criteria required for star
rating could not be met by the Company due to the financial implications
involved.
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Management, however, had not made any proper analysis on how many of
its propertics were meeting the parameters required for star classification. No
property-wise analysis had been made for the additional infrastructure facilities, if
any, required and the financial commitment involved. We felt that even if
additional facilities were required in its high end properties the financial
commitment thereon would be more than offset by enhanced profitability and
improved brand perception. The Company should urgently make short term and
long term plan in its regard.

{Audit paragraph 2.12 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011.]

When the Committee enquired about the steps taken by the Corporation for
obtaining star classification to its high end properties the witness replied that for
obtaining star rating several standards should be effected and the Corporation had
already submitted the applications and listed out the names of Hotels which have
applied for heritage, 4, 3, 2 and 1 star ratings.

To a query of the Committee regarding the additional facilities required to
fulfill the parameters for star ciassification, the witness replied that change should
be made at all levels and make over is being made in many of its vnits. The
Commillee directed to make property wise analysis for the additional
infrastructure facilities required in its high end properties and o take effective
steps for obtaining Star classification,

Conclusion/Recommendation

2. The Committee observes that star classification has an inherent business
advantage which helps to enhance marketability and profitabitity of the
Corporation. Therefore the Committee recommends to take necessary steps for
obtaining star rating for afl units and to make property wise analysis for the
additional infrastructure facilities required in the units.

2.13 The Company was also losing financial concessions associated with star
classification offered by GoK. For instance, Classified Hotels (1 to 5 star, 5 star
Deluxe, Heritage eic.) approved by DoT, GoK were eligible for the subsidy in
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their electricity tariff for a period of five years from the date of approval by DoT.
The concession in electricity tariff was reimbursable from DoT from the year
1993-99 onwards. Two of Company’s premium properties (Tea County, Munnar
and Waterscapes, Kumarakom) though commenced operation after the year 2000,
could not avail this concession as they did not go for Star Classification Rating
and Approval Certificate from DoT, GoK before April 2006. The loss of such
concession in electricity tariff for the audit period from 2006-07 to 2010-11 for
these two units worked out to ¥ 0.26 crore (Annexure 7).

[Audit paragraph 2.13 contained in the report of the Compiroller and Auditor
General of India for the year ended 31 March, 2011.)

The Commitiee expressed dissent over the imresponsible attitude of the
officials of the Corporation for not availing financial concession offered by
Government by means of subsidy and concession in the electricity tariff associated
with star classification. The Committee desired to know the names of officers who
did not take any steps in time to get certificates from Department of Tourism in
order to avail subsidy and concession and directed to fix the liability against them.

Marketing

2.14 Marketing was one of the key managerial functions having an important
bearing on the performance of the Company. We observed that:

* The expenditure towards advertisement and publicity was negligibie, at
an average of 0.68 per cent of Tumover during the last three years.
Further, out of the total amount earmarked for advertising and publicity,
57 to 65 per cent of the funds on an average was spent in the non-impact
sector ie., publications with limited circulation and not related to tourism
sector.

* The Company did not have an exclusive Marketing Departinent though it
operated in a highly competitive environment. Even though Government
had accorded sanction for the formation of Marketing Departinent
(February 2011), no efforts had gone into making it operational
(September 2011) which hampered campaigning and business canvassing.
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The Company was losing season after season share of tourist traffic. We
noticed lack of planning and initiative in the marketing efforts of the
Company to take advantage of the tourist traffic.

¢ The Management direction to the units to place hoardings and sign board
within 6 kilometres radius of its properties was not complied with in
many of its Tamarind and Budget category properties, thus leading to
inadequacy of publicising these units at the regional/ local levels.

* Even though the Board of Directors suggested (June 2009) for the
exclusive promotional campaign for Thekkady and Thiruneily units, in
view of their unique position, the Management failed to devise any
specific strategy for exploiting the full potential of those units.

*  The Company participated in 12 international and 69 domestic Travel and
Tourism fairs and Road shows incurring an amount of ¥ 0.79 crore
during the period 2006-07 to 2010-11. The Company did not have any
feed back mechanism for the impact assessment of these promotional
campaigns. In fact, the measures taken by the Company had not yielded
any positive result as was evident from the fall in tourist waffic at the
Company's properties.

* The potential of pilgrim tourism/wellness tourism in the State was
not explored or utilised by the Company resulting in decline in
occupancy of properties like Nandanam, Guruvayoor, Ayurvedic Lake
Resort Thanneermukkom efe.

Management replied (August 2011) that adequate steps would be initiated to
enhance the Company’s presence in the web world and efforts were underway 1o
market its properties through all channels.

[Audit paragraph 2.14 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011.]

Occupancy

2.15 The occupancy in properties of the Company ranged from 17 per cent to
53 per cent during the audit peried 2006-07 to 2010-11 as detailed below :
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(in percentage)

Particulars 2006-07 { 2007-08 2008-09 | 2009-10 [ 2010-11
Premium Hotels 53 50 43 40 36
Budget Hotels 36 36 34 28 30
Tamarind Easy 38 25 19 17 17
Hoiels ]
Average 42 37 32 28 27
State Average 68.9 70.15 62.65 59.85 Naot

available
All India Average 66.9 69.4 63.1 59.9 Not
available

As seen from the table, occupancy during 2006-07 1o 2010-11 was showing
declining trend in all categories of properties of the Company and the year 2010-11
witnessed the lowest occupancy except for budget hotets which showed slight
improvement. The Company’s average occupancy performance of 42 per cent to
27 per cent compared very poorly with the average occupancy of 68.90 per cent
(2006-07) to 59.85 per cent (2009-10) recorded by hotel industry in the State,

The Company was operating 21 hotels as at the end of 2006-07. The DoT,
GoK handed over nine other properties to the Company for operation during

2006-07 to 2010-11.

Analysis of occupancy statistics showed that while number of units having

occupancy upto 20 per cent increased from two to eleven, those having occupancy
of more than 50 per cent decreased from five to two during the audit period.

Year 2006-07 [ 2007-08 2008-69 2009-10| 2010-11

1 2 3 4 5 6

No. of units operated 21 26 26 30 1 30
Room nights available 227030 | 237600 | 250347 | 269313 2?5_(;;3:,?.
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1 2 3 4 s | 6

No. of units having 2 6 10 I3 11
occupancy upto 20 per cent

No. of units having 14 14 15 16 17
occupancy ranging from 21
to 50 per cent

No. of units having 5 [ 1 1 2
occupancy abeve 30 per cent

Management while accepting the audit findings, pointed out that
performance based on city-wise averages would give a more realistic picture for

comparison,

The fact, however, remained that properties of the Company fared poorly
even when city-wise averages were adopted as was evident from performance of
Bolgatty Palace Hotel, Kochi (paragraph 2.21}) and Mascot Hotel,
Thirsvananthapuram.

[Audit paragraph 2.15 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011.]

The Committee enquired whether the Company had entrusted any
marketing/advertising agency for the international campaign and further enquired
about the reason behind the decline in tourist traffic despite the Company's
participation in International Travel and Tourism Fairs. Then the witness replied
that the Company had drastically changed and at present there is a marketing
division consisting of nine marketing executives and a marketing manager and the
occupancy has improved a lot. At present, only three units of the Company are
running in loss while the other 74 units make profit to the company.

The Committee opined that the declining trend of tourist traffic was due to
the lack of planning and initiative in formulation of an aggressive marketing
policy and enquired the steps taken by the Corporation. As the witness did not
give reply to the query, the Committee commented that the Company instead of
taking any steps to study the measures taken by the privale sector ta attract
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tourists, the Corporation merely admits the objections raised by the audit.
The witness further replied that the ineffective marketing, poor location, the
restrictions to grant discount etc. are the main reasons for downward trend in the
occupancy rate. Expressing dissent over the explanation of the management, as
the poor location and small room inventory were the reasons that disabled -the
Company to turn certain units into profit making units, the Committee remarked
that it is the responsibility of the Company to select best location for its units {o
attract tourists. To another query of the Committee about the corrective measures
taken by the Company to tum the units into profit making and thereby to
overcome the Joss, the witness did not give any reply,

Conclusion/Recommendation

3. The Committee voiced its concern over the poor marketing strategy
adopted by the Corporation resulting in reduced occupancy over the years and -
sought the reason behind the decline in tounist arrivals. The Commitiee also failed
to comprehend how the Corporation would exist without a marketing division,
while high competition is raging in all sectors of the industry. Therefore, in the
current environment of global competition, the only way out is to make an edge
over the Competitors and hence the Committee directs the Corporation to devise a
strategic plan to reach into the key areas of trends of demand. To propel further
growth, better marketing networks are crucial and hence, the Committee highlights
the need for setting up an excellent marketing division to explore those areas and
advises the Corporation to move ahead with a clear vision for development.

4. The Conunittee criticises the leaden performance of the Corporation.
Rather than conducting a study regarding the various measures taken by the
private sector, the Corporaticn merely blames the poor location, small rooms,
inventory etc. for its lackluster performance. Therefore the Committee remarks
that, in order to converi the loss making units into profit making ones, the
Corporation should launch a strong marketing campaign across the globe.
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5. The Committee also suggests that the Corporation may also consider the
starting or construction of new projects in association with Tourism Department
and instructs to execute thosé projects in time. Going forward, it would help to
extend its operation to more destinations. It is also learnt that the Corporation has
failed to capitalise the advantages in sectors such as heritage tourism, health
tourism and adventure tourism. The vast and varied potential of eco-tourism
projects were not properly explored. Properties like Thekkady and
Thanneermukkam which have great USP in Global Tourism Chart were not
adequately exploited. Moreover, the potential of Pilgrim Tourism in properties
such as Nandanam- Guruvayur, Thirunelli-Wyanad were not fully explored.
Meanwhile the abounding possibilities of Monsoon Tourism, Culture Tourism and
Wellness Tourism etc., are yet to be tapped. Therefore the Committée directs the
Corporation to take an earnest effort to grab the huge potential of the above

seclors.
Tarriff

2.16 The Company had a differential tariff policy for its properties based on
seasonal classification as ‘Peak season’, ‘Season’ and ‘Off season’. The sale of
rooms in the Company’s properties was mainly carried out through direct booking
from guests, bookings from tour operators/ agents, corporate bookings etc. The
tour operators were broadly classified into three categories - Segment I, II and 11
in addition to ‘Other Agents’ based on the quantum of room nights canvassed by
them. Special rates were offered to the tour operators with maximum discounts
extended to the Segment I agents. The details of bookings through various modes
in the major premium properties of the Company during the period from 2007-08
to 2010-11 were as given in Annexure 8 The percentage share of direct bookings
exhibited a decreasing trend whereas the percentage share of bookings through
travel agents increased substantially. The volume of bookings through operators of
Segment Il and 11 was negligible when compared to that of Segment L.

38172007,
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The special rates to agents offered for deluxe category rooms in respect of
five properties during the season period of 2010-11 were as shown below:

Published | Realisation of Tariff from Agents
Property Tariff Segment I | Segment IT} Segment 1T Remarks

Tea County, 4300 2877 377 3227 Revenue less

Munnar realised is T 330

Waterscapes, 5100 2777 3077 3127 T.vhen transaction

Kumarakom is rouled through
- ~—— Segment [ Agent

Hotel 3800 1988 2288 2338 instead of

Samudra, Segment NI

Kovalarﬂ Agents.

Mascot Hotel,; 3950 1938 2238 2288

Thiruvananth

apuram

Aranya - 3900 2266 2566 2616

Nivas,

Thekkady

We are of the opinion that as maximum discounts were extended to Segment
I agents, other tour operators were not motivated enough to generate business for
the Company. There was also the chance of other tour operators diverting their
bookings throngh Segment I agents. We further observed that property-wise
targets of room nights were not fixed for categorisation of the agents. This had
adverse revenue implications to the Company as significant revenue was lost on
bookings routed through Segment [ operators.

Analysis of the sales of the top two Segment 1 agents (Intersight Tours &
Travels and Jaimaruthy Holidays) in the major premium properties {Anpexure 9}
revealed that bulk of the business were generated at properties at Munnar,
Kumarakom and Kovalam. These being otherwise highly attractive tourist
destinations in Kerala, business could very well be generated on itls own through
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enhanced marketing efforts by the Company. We observed that in the bookings
from the above top two Segment I agents in seven premium properties during the
period from 2007-08 to 2010-11, the Company had to forego income 1o the extent
of T 3.23 crore (Aancxure 9) while the total revenue contribution because of these
agents was only ¥ 7.40 crore, The discount policy in vogue failed to ensure
growth of business in all the premium properties of the Company.

The Government and the Company, during the Exit Conference (August
2011), agreed to devise measures to increase bookings through Segment 1 and
Segment IIl operators and direct/ online route in its properties.

[Audit paragraph 2.16 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011.]

To the query of the Committee with regard to the measures taken by the
Company to revamp the discount policy and to prohibit the misuse of discounts in
tariff offered to segment I agents, the witness could not respond positively. The
Committee pointed out that steps should be taken to increase direct/online
bookings in the company's properties through segment II & IIT operators in order
to control the advantage currently enjoyed by segment I agents.

Conclusion/Recommendation

6. The Committee is distressed to note that lakhs of mpees had been fost by
the Corporation due to bulk beokings via segment I tour operators. Moreover it is
pointed out that revenue loss had occurred as the company provided maximum
discount to segment [ agents only and did nothing to restrict the booking of other
tour operators through segment I agents. Hence, in order to control the misuse of
discount policy enjoyed by segment I agents, the Committee recommends to take
necessary measures to facilitate direct/online booking in Corporation’s properties.
The Committee further recommends to conduct a study in each unit and success
rate of each segment during a 2 year period and based on the findings a
reallocation of booking may be made. The Corporation may also consider the
possibility of sefting aside 10 % of all rooms for direct/online bookings.

2.17 Food Cost

In the Action Taken Note (ATN) to the COPU Report (2000), the company
had assured to maintain the food cost levels at 25 per cent of catering income for
premium properties and 40 per cent for the units, In order to maintain the food
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costs at the prescribed level, the Company fixed (July 2008) benchmarks for
catering expenditure for various categories of hotels. Maximum permissible food
cost fixed for Premivm Hotels, Business/ Budget Hotels/Tamarind Easy Hotels
and Motels/ Restaurants were 25 per cent, 30 per cent and 35 per cent
respectively.

We observed :

Majority of the units failed to achieve the targets fixed despite the

operational freedom given to unit Managers.

More than half of the extra expenditure on food cost was bome by
premium properties pointing out to the need for higher internal control
over purchase of provisions and vegetables, food production and sales in
this segment because of the materiality involved.

Inbuilt capability of the software HOTSOFT (installed in all premium
properties) to analyse food costs on a daily basis was not being utilised
pointing to lack of firm control over food cost.

Even though units in Thirgvananthapuram (Mascot, Chaithram and
Samudra) and also Tea county, Munnar had resorted to procurement of
provisions from State run PSUs like SUPPLYCOQ, HORTICORP,
KEPCO eic., at lower rates, the system had not been uniformly adopted
by other units.

The expenditure over norms fixed on account of excess food cost during

2008-09 to 2010-11 worked out to ¥ 3.75 crore as detailed below :

Ny Sector ?’J‘I’l'it‘;f 2008-09 | 2009-10 | 2010-11 | Totai
1 Premium 9 90.68 | 062 | 090 | 220

2 Budget g8 | 017 0.15 0.13 | 0.45

| 3 | Tamarind Easy Hotels| 13 0.18 015 | 015 | 0.48
4 Motel Aaram 14 015 | 008 | 010 | 0.33

5 | Restaurant and BP 22 0.09 | 005 | 005 | 019

6 Others 4 007 | 000 | 003 | 010 |

Total 70 134 Los | 136 | 375 |

2 This does not include four other units for which norms have not been fixed. OF the 70 units, 3
Matel Aararas and 1RBP were ciosed during 2009-10
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The company failed to contro} food costs within its prescribed norms.
Management stated that food cost percentage was fixed as a line of control but was not
arigid one. The objective was to try to come near to the line of control as it would be
difficult for many units to achieve the norm due to low volume as food costs come
down when scale of business is high. But the point remained that the food cost
incurred by the units exceeded norms by wide margin indicating need for remedial
steps.

[Audit Paragraph 2.17 contained in the report of the Comptroller &Auditor
General of India for the year ended 31 March 20i1]

Regarding purchase policy for the procurement of provisions, the witness
replied that for all the units of the Corporation, provisions are purchased from
Kerala State Civil Supplies Corporation and non vegetarian items from Meat
Products of India,

Conclusion/Recommendations

7. The Committee is distressed to note that though action was taken based on
the recommendation of COPU report of 2000 it could not derive desired results as
it was not sirictly complied with. This inaction on the part of Company resulted in
a loss of Rs. 3.75 crore during 2008-09 to 2010-11 on account of excess food cost.
The Committee also learnt that in most of the Company's properties, the food cost
out of the catering income exceeded the permissible limit. Therefore the
Committee recommends to ensure the procurement of raw material from govt. run

l organisations thereby reducing the extra expenditure on food costs.

Energy costs

2.18 Utility costs formed a major item of operating expenditure of the
Company of which energy costs constituted the main component. Properties of
the Company consumed energy mainly in the form of electricity (lighting and air
conditioning), fuel for generators (standby power) and fuet for boilers (for heating
running water). Figures pertaining to energy costs over the five yéars period
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2006-07 1o 2010-11 along with their comparison with industry average were as
given below:

Revenue from | Percentage of energy | Industry
ledging and cost to revenue average in
catering generated from percentage #
(¥ in crore) lodging & catering

Totad Energy
Year cost
{¥ in crore)

2006-07 3.89 48.94 7.95 6.65
2007-08 4.47 52.93 8.44 6.32
2008-09 4.52 35.18 8.19 7.34
2009-10 4.12 38.72 7.02 7.60
2010-11 4.56 66.60 6.85 NA

# (Source: as per Audit Report}

For the years 2006-07 to 2008-09, as seen from column (4) and (5), the
encrgy consumption was high when compared with industry average. The
improvement in 200%9-10 and 2010-11 was due to lower occupancy and higher
tariff.

We observed that even though hotel industry across the world had been
incorporating energy efficient systems Company had not conducted any energy
audit in its properties except Hotel Mascot to explore efficient possibilities. None
of the properties of the company had any non-conventional/alternative energy
source like solar power despite cost saving brought out by ways suggested in
energy audit of Hotel Mascot®,

*  Wide variations were noticed in parameters of efficiency of Diesel
Generator sets indicating that internal control over consumption of fuei
(HSD*) for generation of captive power in various properties was weak
and the consumption/generation data was not being closely monitored.

3 As per the energy audit report, installation of solar panels would result in an annual savings of
¥ 15 lakh

4  High Speed Diesel Gil
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*  Company issued 38 purchase orders for 358 air conditioners valued at
T 0.81 crore as part of renovation/creating additional facilities in various
properties, without insisting on star rating of the products which was
indicative of energy efficiency norms issued by Bureau of Energy
Efficiency-Government of India.

Management, while admitting (August 2011) that energy audits had not been
conducted, pointed out that energy costs of the Company were comparable with
industry standards and that steps were being taken to improve the internal control
over fuel consumption. They also assured to take steps to bring down the energy
cost to the extent possible.

[Audit Paragraph 2.18 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011]

The Commitiee enquired about the measures taken by the Corporation to
conduct energy audit for assessing the ways for energy savings, The witness
responded that energy audit was conducted in Mascot Hotel on an experimental
basis and it will be conducted at other properties of the Company also. Moreover,
biogas plants, LED lights having low consumption, air conditioners of five star
category etc. are being installed in majority of the KTDC Hotels to bring down the
energy cost to the maximum extent. The witness also informed that Rain Drops at
Chennai has been working completely with Solar power.

Conclusion/Recommendations

8. The Committee observes that the energy consumption of the Company
during 2006-07 to 2008-09 was above the industry average. The Committee is
grieved to note that the Company neither extended the cost savings measures
implemented in Hotel Mascot to other units nor conducted any energy audit in its
properties except Hotel Mascot. Therefore the Commiltee suggests that energy
saving mechanism should be introduced in all destinations and explore the
possibility of using non-conventional energy sources and also the implementation
of energy efficient methods in the Company's properties.

Segment wise performance of hotels and resorts

The performance of each of the segments of the properties of the Company
was as discussed below :
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Premium Hotels

2.19 A review of the performance of the premium hotels showed that four
out of nine units in this category made an Aggregate Loss of 4,42 crore while the
remaining five earned a total Profit of ¥ 21.52 crore during the peried 2006-G7 to
2010-11

Though Company’s properties enjoyed unique locational advantages they
recorded poor operational results mainly due to poor marketing and maintenance.

[Audit Paragraph 2.19 contained in the report of the Comptroller & Auditor
General of India for the year ended 31 March, 2011.}

Notes furnished by Government on Audit Paragraph is given in Appendix II.

2.20 Hotel Samudra, Kovalam could achieve an average yearly occupancy
of 50 per cent on only two occasions during the audit period. The Expenditure
Turnover Ratio of the unit increased from 72.35 per cent in 2006-07 to 126.70
per cent in 2010-11, further adversely affecting its profitability. The below par
operational performance was mainly due to poor room facilities, poor food quality
and maintenance as observed in the Individual Property Audit Report (December
2008) prepared by an external agency. The Company decided to renovaie the
properly only in August 2009 but the renovation work was taken up belatedly
(June 2010} on piecemeal basis through 69 different agencies. Though the
property was shut down for a period of five months from June 2010 to September
2010, the work was not completed (May 2011). The Profit of the unit declined
from ¥1.59 crore in 2007-08 to () ¥ (.59 crore in 2010-11.

[Audit Paragraph 2.20 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011,

Notes furnished by Government on Audit Paragraph is given in Appendix II, |

2.21 The performance of Bolgatty Palace/ Island Resorts had been declining
since 2006-07 and was below par when compared with the overall industry
performance in the locality. The unit registered occupancy of only 57.7, 51.6, 41.8
and 41.1 per cent when compared with the industry average of 75.4, 75.2, 67.4
and 64.4 per cent respectively during the years 2006-07 to 2009-10. In a property
audit conducied by an independent agency during the years 2008-09 and 2009-10
the unit managed only a fair ranking in parameters of experience of check-in,
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restaurant services, food quatity and maintenance of premises. The Average Room
Revenue (ARR) of the property during the year 2009-10 was only 32243 as
against industry achievement of ¥2610. The Revenue Per Available Room (Rev
Par) during the same period was only ¥ 963 indicating poor utilisation of room
inventory. The unit had not taken any effective action to increase its occupancy by
brand positioning, aggressive marketing efc.

[Audit Paragraph 2.21 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011.)

Notes furnished by Government on Audit Paragraph is given in Appendix II.

222 The occupancy of Ayurvedic Lake Resort, Thanneermukkom unit
declined from 17 per cent in 2006-07 to an abysmally low of nine per cent in
201011, We observed:

* The Resort was designed with a connected load of 100 f(VA; the
Company was allowed to avail only a maximum of 33.33 KVA load at a
time by KSEB and as a result it was left unmarketable.

* The Establishment Expenditure recorded a quantum jump due to Fixed
Charges and the increase in the number of permanent employees during
the period 2006-07 1o 2009-10 further added to Operational Logges.

Management stated (August 2011) that the property was constructed by the
DoT without considering the operational convenience and was taken over by the
Company as per Govemment direction. The Company was in the process of
promoting the resort as an Ayurvedic resort after necessary upgradation.

The reply was, however, silent as to the increase in strength of employees
and Establishment Expenditure. Being a commercial entity, the Company should
make special efforts to make the property viable.

[Audit Paragraph 2.22 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011.]

Notes furnished by Government on Audit Paragraph is given in Appendix 11,

The Committee condemns that the company took no eamest efforts to
complete the renovation work at Hotel Samudra within the stipulated time though
the property was shut down for a period of five months which resulted in a
38172017,
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substantial reduction of profit from 1.59 crore in 2007-08 to -0.59 crore during
the period 2010-11. Then the witness replied that as the work was carried out
throngh 69 different agencies, it was very difficult to co-ordinate the work, as of
now the Company has an Engineering division headed by Chief Engineer,

To the query of the Committee regarding the occupancy of Ayurvedic [ake
Resort at Thanneermukkam, the witness informed that the Company was forced to
take over the Resort, which had been constructed without considering the
operational convenience by the Department of Tourism and hence the Company
decided to .promote the resort as an Ayurvedic Resort after necessary upgradation
and closed for two years for the renovation work. The hotel was modified into
cottages and currently it is a fulfiedged one having better occupancy.

Conclusions/Recommendations

9. The Committee is aggrieved to note that even though the premium hotels
had wnique locational advantages, it could not capitalise the advantage and all of
the units could not achieve profit. It is also observed that these hotels could not
~ make profit because of poor marketing and maintenance. The renovation work of
Hotel Samudra, Kovalam was started belatedly, that too on a piecemeal basis.
Moreover the removation work was not completed in time. The Committee
remarks that incompletion of work in time shows the ipefficiency and
irresponsibility of the officials concemed. The Committee observes that many
Premiutn Hotels have registered loss over the period of audit due o poor
administration. Premjum properties like Hotel Samudra, Kovalam, Bolgatty
Palace/Island Resorts, Ayurvedic Lake Resort, Thanneermukkom etc. registered
reduced occupancy over the years. Therefore the Committee recommends to take
corrective steps and earnest efforts to increase the occupancy of Premium Hotels.
Proper control over Administrative and Establishment expenses may be taken care
of and irregular payments should be halted to avoid seepage in revenue. It is also
recommended to cut down its administrative expenses so as to achieve economy in
operations.
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Budget Hotels

2.23 Out of eight Budget Hotels operated by the Company during the audit
period, five sustained an Apggregate Loss of ¥ 28.8 crore and the remaining three
hotels made a total profit of T 1.23 crore,

A further analysis of the performance revealed that three out of five loss
making hotels were continuously making Losses during the audit period. The
performance of Hotel Chaithram showed a marked improvement during 2009-10.
In case of Malabar Mansion, Kozhikode, the profitability was due to operation of
beer parlour.

The Management stated (August 2011) that all the loss making properties of
the Company were showing improved performance and this would increase
significantly once online reservation system was extended to this category also.

[Audit Paragraph 2.23 contained in the report of the Compiroller and
Audiior General of India for the year ended 31 March, 2011.)

Notes furnished by Government on Audit Paragraph is given in Appendix II.

The witness informed that currently all the budget hotels earns much profit
and Raindrops at Chennai which was running in loss of ¥ 3 crore now gained a
profit of ¥ 1crore.

Conclugion/Recommendations

10. The Commitiee observes that online booking system will increase easy
accessibility which in turn will improve occupancy. Hence the Committee
recommends that in order to improve profitability, online room reservation system
should be introduced in Budget Hotel also,

Tamarind Easy Hotels {(TEH)

2.24 The Yami Nivas Hotels (a budget category accommodation)
constructed and handed over to the Company by DoT, GoK using funds from
Central Government wore a negative brand image on account of lack of ambience,
poor maintenance and up-keep and lack of modern amenities. The Company
re-branded (2007-08) the existing Yatri Nivas hotels and new units handed over
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by DoT as 'Tamarind Easy Hotels' and spent ¥ 500 crore {(Annexure 10} for the
upgradation/modification works (undertaken during 2007-08 to 2010-11) by
providing additional amenities (mainly installing air conditioners and water
heaters). However, the performance of all the units {6 existing and converted and
7 new units) continued {0 be discouvraging and all the units except TEH
Parassinikkadavu recorded Losses. Cumulative Loss recorded by the Tamarind
units daring the period from 2005-06 to 2010-1t amounted to ¥ 4.58 crore.

We observed that TEHs differed in facilities offered and were not amenable
to be clubbed under a single category/brand. Uniform tariff structure for the
tamarind brand was adopted without considering the differences in the individual
hotels and the Company had to drastically reduce (May 2011} tariff.

{Audit Paragraph 2.24 contained in the report of the Comptroiler and
Auditor General of India for the vear ended 31 March, 2011}

Notes furnished by Government on Audit Paragraph is given in Appendix II.

The Committee enquired why the Tamarind Easy Hotels are categorizing
under a single brand even though the amenities provided in them differ from one
ancther. As the witness could not give a convincing reply the Committee
remarked that the Corporation had adopted uniform tariff for hotels without
considering their difference in amenities which might be the reason for making
continuous loss by those units.

Conclusion/Recommendation

11. The Commitiee can't comprehend the logic behind the branding of
Tamarind Easy Hotels under a single brand name. It is observed that though
Tamarind Easy Hotels (TEH) were branded under a single brand name and
assigned uniform tariff rate, they differ widely in their amenities and most of them
were lacking in facilities. Hence the Committee suggests that a revised strategy
may be adopted in the branding of TEHS and the tariff rate may be fixed in
accordance with amenities available. The Committee also propose a revival plan
for providing modern amenities in all TEHs.
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Motel Aarams

2.25 Motel Aarams (wayside amenities providing boarding and lodging to
travelling public) were constructed by DoT, GoK and handed over to the
Company for operation. Out of 11 Motel Aarams, four were making continuous
Losses and we observed that some of these units were taken over without
conduciing proper viability study. Though, these units were making Losses
continuousty during the period, the Company had not taken any effective steps to
make these onits viable. The Loss made by five Motel Aarams during the period
under audit worked out to ¥ 0.36 crore.

Despite the Board decision (January 2005) to close down the Loss making
units, the Company continued operation of the motels at Athirappally and Adoor
which resulted in further Loss of T 0.36 crore (Athirappally ¥ 0.19 crore, Adoor T
0.17 crore).

[Audit Paragraph 2.24 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011.]

Notes furnished by Government on Audit Paragraph is given in Appendix IL

The Committee enquired why the operations of motels at Athirappally and
Adoor were being continued despite the decision of the Board to close down these
loss making units. The witness replied that as there are only two rooms in the unit
at Athirappally, the Company is planning to construct more rooms there to make it
viable and as of now the unit at Adecor was closed.

Conclusion/Recommendation

12, The Committee recommends to conduct proper feasibility study before
heading to new projects such as Motel Aaram so that the number of toss making
units can be lessened. The Committee also recommends to allocate adequate funds
from the Government for the timely annual maintenance of Tamarind Easy Hotel,
Motel Aaram, etc. so that facilities may be improved which in turn will lead to
betterment of business and profit to the properties.

Restaurants and Beer Parlours

2.26 During the period under audit, the Company started seven new
Restaurants and Beer Parlours (REP) and closed ten units. As on 3l1st March,
2011, the Company had 21 RBPs. The total loss made by the four continuously
Loss making RBPs as on 3]st March 201] was ¥ (.48 crore and 17 units together
made a profit of T 4.70 crore.
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We observed that the Company continued operation of RBP, Haripad despite
the Board decision (January 2005) to close it down which resulted in further loss.
The Company meanwhile closed three profit making RBPs citling failure to find
siitable alternative premises to carry out the business on expicy of the lease period
of these prerrﬁses. Total profit made by these three units for five years period
prior to closure was ¥ 1.14 crore as detailed below :

I I
Name of unit ] 2003-04;: 2004-05] 2005-06 | 2006-07! 2007-08 Total
Profit
Aluva .04 0.01 0.04 0.09 0.07 0.25

Valancherry Q.11 0.16 0.11 0.17  -0.028 0.53

Olavakode 0.07 0.09 0.11 0.10 -0.01% (.36
I Total 1.14 i

Management replied that closure of the above units was due to reasons
beyond their control like non-availability of suitable premises. The contention was
not acceptable as closure of these profitable units had only benefited the private
parties operating in the area.

[Audit Paragraph 2.26 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011] '

Notes furnished by Government on Audit Paragraph is given in Appendix I1.

The Company had continued the operations of loss making units despite the
decision of the Board to close it down. Besides that they even closed the profit
making units of Beer Parlour citing that the lease period has been expired. The
Committee enquired the reason that beholds the Company from renewing the lease
agreement. Then the witness replied that to renew the license, the consent of the
owner is required. The Committee was not convinced with the reply and opined
that it was very unfortunate and the Company had not taken any steps either to

5  No sales activity during the period '
6  Loss during this period was due to adjusting Administrative Expenditure of ¥ 4.14 lakh against
¥ 1.79 lakh charged in 2006-07.
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renew the lease agreement or to find suitable alternative premises to carry out the
business on expiry of the lease period. The Committee opined that the closure of
the units had benefited the private parties in the nearby area and expressed their
suspicion of illicit nexus between Compahy officials and private parties. The
Company directed to start new units in place of closed ones and the witness
agreed to do so.

Conclusion/Recommendation

13. The Committee expresses its dissent over the continued operation of loss
making RBP, Haripad despite the decision of the Board to ciose it down and also
the closing of the three profit making units for want of premises. Therefore the
Committee recommends to open the Restaurant 2 Beer Parlour (RBP) by finding
suitable premises where it can be operated profitably.

Performance of Beat operations

2.27 The Company undertook boat operations in five centres, namely
Thekkady, Veli, Kochi, Kumarakom and Malampuzha, The revenue generated
from boat operations in each of the unit and the contribution of each unit to the
total boating revenue (expressed as percentage) of the Company was as given in
Amnexure I As was evident from the data, Turnover from boating operations
declined after 2008-09. Boat operations at Thekkady contributed the major chunk -
of boating Revenue due to partial monopoly enjoyed by the Company in Periyar

~ Lake; the only other agency involved being the Forest Department.

[Audit Paragraph 2.27 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011]

Notes furnished by Government on Audit Paragraph is given in Appendix IIL
Under utilisation of potential for boat operations

2.28 Even though some of the properties of the Company (ALR
Thanneermukkom, Waterscapes, Kumarakom and Bolgatty Palace Hotel, Kochi)
had very good potential for boat operations, the same was underutilised despite the
_ decision taken in the Managers’ meeting {(August 2007) to concentrate on this
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segment {0 increase overall revenue. While there was no boating activity at
Thannermukkom and Belgatty, share of revenue from boat operations at
Kumarakom declined from 5.63 per cent in 2006-07 to 2.86 per cent in 2010-11.

[Audit Paragraph 2.28 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011]

Notes furnished by Government on Audit Paragraph is given in Appendix II.
Boat operations at Thekkady

2.29 The Forest Department controfs boating activities at Thekkady and the
Company operates four safari boats in the lake. The boats operated were all
handed over to the Company by DoT and were of varying capacity ranging from
20 seats to 126 seats. We observed that the JCompany was not deriving the full

" potential for revenue from its operallons at Thekkady due to operation of lower
capacity boats. Analysis based on operational performance of boats showed that in
terms of number of trips per month, JALARAJA (boat having largest capacity)
had a break even point six times lower than the smaller capacity boat
JALAMOHINI showing higher revenue earning potential of larger boals.
Operation of higher capacity boats was preferable also in the context of passenger
safety since the smaller boats were of vintage type of upto 45 years.

Management replied (August 2011} that capacity enhancement at the
destination required permission from the Forest Department. We, however,
observed that there was failure to obtain the required clearance from the
Department,

[Audit Paragraph 2.29 contained in the report of the Cbmptroller and
Auditor General of India for the year ended 31 March, 2011]

Notes furnished by Government on Audit Paragraph is given in Appendix II.

The Committee enquired why boatifff operations were stopped in
Thanneermukkam waterscapes, Kumarakom and Bolgatty Palace Hotel, Kochi.
The witness replied that since the Company could not compete with the private
sector in this arena, the Company gradually stopped boating operations.
Expressing displeasure over the reply, the Committee suggested that since boating
is one of the major source of revenue, existing method of boating should totally be
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revamped and the Company should concentrate more in high capacity House
boats. It is also observed that the operations of low capacity boats in Thekkady
had led to revenue loss and hence Committee suggested a change over to safer
high capacity boats.

Conclusion/Recommendations

14. The Committee observes that the revenue generated from boating
operation is much less compared to its vast potential in tourist destinations. The
Committee is aggrieved to note that the Company stopped the boating operation in
Thanneermukkom Water Scapes, Kumarakom and Bolgatty Palace Hotel by
merely stating the lame excuse that the company could not compete with private
sector. The Committee is distressed to note that the Corporation did nothing to
promote boating despite boating being a major sources of revenue. The Commi ttee
is shocked at the Company's decision for lower capacity boats in Thekkady
despite its tumover and it suggests to introduce boating services in all potentially
viable properties of the Corporation. Therefore the Committee recommends
boating operations of high capacity boats with adequate safety measures.

Manpower management

2.30 Manpower management is essential in hospitality sector in which the
Company is functioning, Taking this into view the HVS FH & RA Indian Hotel
Industry Survey had placed the average manpower per room for industry at 1.7 to
2.0. We observed while going through the manpower needs of the Company that
it had an average strength of 2.17 to 2.74 per room.

The percentage of employee cost in comparison with total earnings of the
Company rose from 25.27 per cent (2006-07) to 32.04 per cent (2010-11) as
detailed in the following table :

(T in crore)

B 2006-07 | 2007-08) 2008-09 [ 2009-10] 2010-11 |
Total Earnings 5656 | 5934 | 6386 | 6593 | 7426

Salaries Wages and Other| 14.29 18.54 18.76 19.84 23.79
benefits

Percentage of employee| 25.27 31.24 29.38 30,09 | 3204
| cost :
g

38112017
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Besides it employed the services of 629 to 907 contractual staff adding
weight to the work force and affecting the finances adversely. We also observed
violations in established method of determining staff strength, staff promotions
and postings. Promotions were effected without ensuring the required experience
in the lower post, no benchmarks were fixed for administrative overheads in the
individual properties resulting in deployment of excess staff.

[Audit Paragraph 2.30 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011.]

Notes furnished by Government on Audit Paragraph is given in Appendix 1.

With respect to the above audit para, the witness informed that the Company
has now drastically changed with expansion while the staff strength was not
sufficient enough to cater to the needs that has increased with expansion.
The Committee pointed out the audit objection that the Company had an average
manpower strength of 217 to 2.74 per room while the permissible average is 1.7 to
2.0. The witness explained that the Company has Restaurants and Beer Parlours in
addition to Hotels and hence man power strength could not be ascertained according to
the number of rooms alone. The Committee wanted to furnish the details regarding the
sanctioned staff strength, category, qualification, existing staff strength, shortage
etc., The Committee pointed out that for the effective functioning of the Company,
qualified candidates should be posted through PSC.

Conclusion/Recommendation

15. The Committee observes that the average manpower strength per room in
Company's properties is high compared with the industry average. Therefore
Commitiee recommends to assess the staff strength and desires to furnish the
details regarding the sanctioned staff strength, category, their qualification,
existing staff strength, shortage etc., The Commiitee also recommends that for the
effective functioning of the company, qualified candidates should only be
appointed through PSC towards sanctioned staff strength.

Construction and renovation works

2.31 Properties of the Company are being upgraded and renovaied
periodically to keep them in good condition and to provide beiter amenities to
attracl more customers. '
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We observed

The work for the comstruction of three Star Hotel at Chennai was
awarded [(July 2007) at T 10.46 crore through KITCO Ltd., (Project
Management Consultant (PMC)] with a stipulated period of completion
of 10 months. Deficient pre-award formalities and monitoring of the work
by KITCO and stoppage of work (May 2008 to June 2009) by the
contractor demanding price escalation affected the progress of work.
GoK while sanctioning the price escalation of ¥1.54 crore directed to
recover penalty for further delay beyond 10 months. The work has not
been completed so far (November 2011) and no penalty has been
recovered. Due to substantial delay in completion of the project, the
Company lost the anticipated Profit amounting to T2.12 crore for two
years. KITCO had recovered mobilisation advance along with interest
amounting to ¥0.93 crore from the contractor during the period
December 2007 to November 2010 which had not been passed on to the
Company. Interest loss on this account amounted to T0.15 crore.
Management in their reply (August 2011) giving the reasons for various
lapses did not contest the audit observation.

The work for the construction of Marina House at Bolgatty was awarded
(February 2008) at ¥3.64 crore after the expiry of the validity period
(November 2007) of offer. The contractor refused (April 2008) to
execute the work. The failure of the Company to issue work order within
validity period led to re-tendering to a new contractor at T4.46 crore
resulting in additional expenditare of I0.82 crore.

Management replied (August 2011) that the delay in award of work was due to
delayed government sanction.

Though the Company was having an Engineering Wing, the major civil
works for the new properties/major removation works for existing
properties were being executed through KITCO as consultant for the
entire project activities. A review of records revealed that the Company
had paid consultancy fee of ¥1.37 crore in respect of seven projects
entrusted to KITCO. The Company had not made any cost benefit
analysis for executing the major civil works through KITCO despite
having a dedicated engineering wing. None of the works entrusted to
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KITCO was completed within the time schedule. KITCO was executing
agreements on behalf of the Company with the contractors even though it
was only a PMC. As per the agreement executed with KITCO by the
Company, there was no provision to recover penalty for the delay in
completion of works. The agreements executed by KITCO with the
contractor contained the penalisation clause which enabled them to
recover liquidated damages at the rate of one per cent of the contract
value per week subject to maximum of 10 per cent for delay in
completion. In the absence of penalisation clause in the agreement with
KITCO, the Company could not enforce recovery of ¥1.50 crore (being
10 per cent of the contract value) for the delay in completion of three
projects [(i) Road work to Bolgatty from Goshri - Z0.10 crore, (ii} Three
Star Hotel Project at Chennai- ¥T1.0S crore and (iii) Marina House
%0.35 crore]. Retention money recovered from the contractors was being
retained by KITCO and was not passed on to the Company. Interest loss
on this account worked out to T0.12 crore. The Company was
undertaking works on behalf of the DoT while entrusting its own works
to KITCO.

Company stated (August 2011) that the permanent technical staff available in
the engineering wing was not sufficient to undertake the large number of works
spread across the State, Though no cost benefit analysis was done, execution of
major works through KITCO was beneficial since it enabled the engineering wing
to renovate Tamarind Easy Hotels in time. While admitting delay in completion of
works executed, it was stated that this was not entirely due to KITCO. Reply was,
however, silent on defective agreement clauses as to recovery of liquidated
damages/retention money.

We observed that tenovation of Tamarind Hotels did not improve their
profitability. The causes of delays in most of the projects were due to non
fulfillment of pre-project formalities (getting clearance from local authorities,
survey of site, preliminary design etc.,} for which KITCO was directly responsible.

[Audit Paragraph 2.31 contained in the report of the Comptroller and Auditor
General of India for the year ended 31 March, 2011]

Notes furnished by Government on Audit Paragraph is given in Appendix 11,
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The Committee sought explanation for entrusting KITCO as consultant for
the major civil works and renovations work of company’s properties, though the
Company has an Engineering wing to execute such work. The Committee ‘also
queried abut the huge loss incurred by the Company due to incompletion of works
in time. The witness replied that now the works have been completed and the
Company was forced to terminate KITCO since it did not complete the work
within the fime limit. To a question of the Commitice as to whether there was any
penaity clause in the tender agreement to make KITCQ accountable for delay on
their part, the witness did not give a reply. The Committee opined that if penal
provision for noncompletion of work in time was incorporated in the agreement,
the Company could have claimed ¥1.50 crores as damages. So non-inclusion of
penalty clause added a loss of T1.50 crores on Company. The Committee was
aggrieved to note that the Company in not uulising its own Engincering wing has
given a huge amounts as consultancy charges to outside agencies,

Conclusion/Recommendations

16. The Committee observes that the construction and renovation works of
the Company pot delayed due to entrusting of work to KITCO as consultant. The
committee is worried to note that the Company entrusted the construction and
renovation work of the Company to KITCQ despite having an Engineering wing.
Therefore the Committee recommends that all the construction works should be
executed directly through its engineering wing. The Committee criticises the
. Corporation for not including penal provision in the agreement. The Committee
opines that if it had incorporated penal provision, an amount of 21 50 crore could
have been saved by the Corporation and such incidents will not recur in future,

Other Audit Observations
Uneconomic operation of Qak Field Resorts, Munnar

2.32 The GoK tock possession of Qak Field Resort at Bison Valley Village
in Udumbanchola Taluk and as per orders of Hon” ble High Court of Kerala
(January 2009) entrusted the same to the Company for running for a period of

three to four months. Subsequently, the Government extended (March 2009) the
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petiod till the final judgment of suit pending before the Hon'ble High Court. The
average occupancy of the unit was less than 11 per cent and the unit incurred a
loss of %0.32 crore during its 26 months of operation from February 2009 to
March 2011. The Company was yet to take effective action for getting the loss
reimbursed from the Government.

Management replied (August 2011) that the matter had been brought to the
attention of the Government and a final decision was awaited.

{Audit Paragraph 2.32 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011

When the Committee enquired about the actions taken to make the
operations profitable, the witness replied that Company had to give back the
property as it was not feasible and a High Court order is also pending in this regard.

Conclusion/Recommendations
No Comments.
Engagement of manpower for cleaning contracts

2.33 The Company had been outsourcing manpower for cleaning activities in
its various properties at a mutually agreed rate based on the area cleaned from the
year 1999-2000 onwards.

Scrutiny of the five cleaning contracts awarded during 2006-07 to 2010-11
revealed:

e Wide variations between actual area of the properties and area sanctioned
for cleaning. The area to be cleaned was worked out based on the staff |
requirements in the Company’s properties rather than actual area to be
cleaned.

e The contract workers recruited for cleaning activity were deployed in
other operational areas like office administration, accounts, cooking,
front office management, dish maintenance.
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=  Proper registers were not maintained by the units for recording the area
cleaned by the workers though payments were envisaged on the basis of
area actually to be cleaned, indicating poor control over the outsourced
service.

Management accepled (August 2011) that some of the units were engaging
employees recruited through cleaning contracts in other operational areas 1o
overcome acute shortage of manpower. It was also submitted that this arrangement
had cut down establishment and salary cost.

[Audit Paragraph 2.33 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011}

Notes furnished by Government on Audit Paragraph is given in Appendix IL

The committee was perturbed to note that the contract workers recruited for
cleaning activities were deployed in office administration, accounts, cooking, front
office management and dish maintenance. The Committee criticises the Company
for not posting qualified candidates in the administrative field.

Conclusion/Recommsndations

17. The Commiitee is surprised to note that the Company deployed contract
workers recruited for cleaning activities in other departments. The Committee
view this as a serious lapse that seems (o tarnish the very image of the
Corporation, Image & brand building are crucial for any service industry. Hence
the Committee opines that training of staff in areas such as customer reltationship
_ management is critical to the success of the tourism industry, and therefore the
Corporation should take measares that all employees are adequately trained in this
respect and personnel having required qualification should only be posted in
respective departments.

Role of Board of Directors

244 The Board of Directors of the Company comprised six official
members and nine non-official members. As all important matters affecting the
Company are to be deliberated in Board meetings, the presence of members and
their effective participation in the deliberations play an important role in the
_ functioning of the Company. During the "period from 2006-07 to 2010-11,
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21 Board meetings were conducted. The attendance of the official and non-official
members in these meetings in the audit period was as detailed below :

Year No. of | Total No. | No. of No. of No. of No. of
Board of Board | Official | Official Non- Non-
Meetings | Members? | Members | Members Official Official
attended | Members | Members
attended
2006-07 4 32 28 20 4 3
2007-08 4 60 28 7 36 27
2008-09 4 60 24 9 36 34
2009-10 4 60 24 1 - 14 36 26
2010-11 4 75 30 M| 45 3

The participation of the official directors in the decision making process was
inadequate and was only 47 per cent in 2010-11. Further, the Board did not
comprise members having professional qualification and industry knowledge.

Very rarely in the Board meetings were there any specific unit wise
monitoring of the performance and proposals for improvement. Given the low
occupancy of the properties it would be appropriate if unit wise detailed review of
performance was taken up as an agenda in each meeting which would facilitate
close monitoring to bring about improvement in occupancy levei and profitability
of the operation.

Management stated (August 2011) that participation of official directors in
the Board meetings was improving, It was also stated that the matter of
appointment of Directors having professional qualification and industry
knowledge would be brought to the notice of Government. With regard to review
of performance of units it was assured that performance review of units now done
at head quarters level would be reported to the Board.

7 Total No. of members in a year is the product of No. of members in the Board and the No, of
meetings held in the year. (8 members in 2006-07 and there after 15 members).




41

[Audit Paragraph 2.34 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011.]

Notes furnished by Government on Audit Paragraph is given in Appendix IL

The Committee observed that in order to improve the performance of
Company's properties all irregularities prevailing in the Company should be
completely wiped off. The Committee remarked that in each Board meeting unit
wise detailed review of performance should be taken up as agenda in order to
improve occupancy in these units and the Board of Directors should consult with
the professionals having industry knowledge in specific areas such as boating, tour
operations, Ayurveda tourism etc. The Committee directs the Government to take
necessary steps to ensure attendance of official Directors in the Board meeting and
to make concrete suggestions for the improvement and it should be placed in the
review meetings for the better performance of the Company.

Internal Audit & Internal control

2.35 The Internal Audit of the Company was entrusted to external firms of
Chartered Accountants. The general guidelines for Internal Audit, scope and areas
to be covered which were ouilined in the appointment letier of internal auditors
were only general in nature. As the Company had not formulated an Intérnal Audit
Manual, the points to be reviewed under different areas of operation during an
audit were not specified in detail.

We observed that transactions of the Company were reviewed in Internal
Audit but system deficiencies had not been brought out for corrective action. For
instance, aithough Internal Audit was bound to appraise the econmomy and
efficiency with which resources of the Company were utilised, the comparative
inefficiencies in energy consumption, food production etc., across the umnits were
not brought out.

An overall review of the Internal control system revealed the following:
Financial Internal Control '

As per the approved procedure of the Company, credit period permissible to
travel agents was limited to 21 days to be further supported by Bank Guarantees

38172007,
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for the credit limit. Maximum credit period permissible for other category of
customers was only 30 days. We observed that:

There was no stipulation of credit limit based on risk analysis. No bank
guarantees were being collected to regulate the amount of credit that
could be given. This lapse facilitated various travel agents to
default/delay in remitting dues.

Major portion (87 per cent} of sundry debtors related to premium
properties, Maximum amounts were due in  Mascot  Hotel,
Thiruvananthapuram where debtors included Government Departments,
celebrities and bureaucrats.

There was no system of fixing responsibility on Managers for recovery of
dues which was sanctioned by them despite the Board decision in this
regard.

Management Information Systern on debtors was inadequate. Due to non
matching of receipts against bills (Bill matching) when payments were
made by the parties, the accounting software was incapable of generating
reliable age-wise data on debtors.

Monitoring system

In order to improve the performance of the Company’s properties,
Management introduced the system (Avgust 2008) of entering into Memorandum
of Understanding (MoUs) with unit level managers. Under the system targets with
regard to Occupancy, Income and Profitability were fixed on quarterly basis.
Performance of units against the targets was analysed in the quarterly MoU
meetings chaired by the Managing Director. Review of the system since its
inception showed that:

Number of units which could achieve the target for occupancy was only
three in 2009-10 and seven in 2010-11 out of a total number of 31 units
for which occupancy targets were applicable. In case of target for
income, only 24 and 30 units out of 70 units could achieve the target in
2009-10 and 2010-11 respectively,

Concrete steps for improvement of performance were rarely seen
suggested in the review meetings, Diagnosis of the problems and
guidance was facking.
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Standardised format was being applied across the board for performance
evaluation. Hence, parameters applicable for hotels were also adopted for
restaurants and boat operations, It was also noted that targets were not
being set for fuel cost, administrative cost etc.

Even though two and a half years had elapsed since introduction of the
MoU system, system of accountability and reward had not been
integrated into the target and monitoring system without which we feel
the intended benefits could not be fully realised.

The post of Vigilance Officer was vacant for the last 18 months. Surprise
inspections by the Vigilance wing were not being carried out at present.

Non-maintenance of Control Registers

The Control Registers for various functional activities such as Purchases,
Works etc., were not being maintained by the Company. The Company did not
maintain a separate register for grants showing the details of funds received,
amount utilised and physical achievement etc., of each individual project. As such,
information pertaining to the year-wise and scheme-wise utilisation of grants was
not compiled and analysed. .

[Audit Paragraph 2.35 contained in the report of the Comptroller and
Auditor General of India for the year ended 31 March, 2011.]

Notes furnished by Government on Audit Paragraph is given in Appendix II.

Citing the audit objection regarding the Internal Audit and Internal Financial
Control, the witness replied that registers are maintained at Head Office and with
respect to grant uiilisation, it is shown in the respective accounts itself and
consolidated accounts are not maintained. The Committee directed to fix
responsibility at each level for recovering dues, its implementation monitered by
supervisory officers and all Registers maintained according to Companies Act.

The Committee criticised the Company for the delay caused in furnishing
reply even after three years of placing the report. The Committee directed to
submit detailed report within 2 months.
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Conclusion/Recommendations

18. The Committee observes that the Internal Audit system's working was
only overall in nature. The Committee is of the view that the scrutiny on the
working of the Company was not done diligently and effectively and was not
taking due effort in auditing the areas where the Company’s working was not up to
the mark and was showing lapses. The Committee expresses its concern over the
inefficient functioning of Internal Control Mechanism of the Company which
failed to suggest timely corrective measures. Therefore the Committee recommends
to strengthen the Internal Audit and Control Mechanism which include proper
review of unit wise functioning, maintenance of control registers etc.

C. DIVAKARAN,
Thiruvananthapuram, Chairman,
9th March, 2017. Commitiee on Public Undertakings.
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APPENDIX 1

SUMMARY OF MAIN CONCLUSIONS/RECOMMENDATIONS

Para
No.

Department
Concerned

Conclusions/Recomimendations

2

3

4

Tourism
Department

The Committee is much distressed to note that
as the number of loss making units of the
Company has increased to a certain extent, the
Company took more than ten years to
implement the recommendation of COPU in
2000 for the allocation of Head Office
Overheads to the units for the purpose of
performance evaluation. The Commitiee
remarks that the Corporation could gain profit
only by giving incentive after evaluating the
performance of each unit.  Therefore, the
Committee recommends that performance
related incentive scheme may be introduced in
all underperforming units to fast track growth.

Tourism
Department

The Committee observes that star classification
has an inherent business advantage which helps
to enhance marketability and profitability of the
Corporation.  Therefore  the  Committee
recommends to take necessary steps for
obtaining star rating for all units and to make
property wise analysis for the additional
infrastructure facilittes required in the units

Tourism
Department

The Committee voiced ils concern over the
poor marketing sirategy adopted by the
Corporation resulting in reduced occupancy
over the years and sought the reason behind the
decline in tourist arrivals. The Committee also
failed to comprehend how the Corporation
would exist without a marketing division, while
high competition is raging in all sectors of the
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4

industry. Therefore, in the current environment
of global competition, the only way out is to
make an edge over the Competitors and hence
the Committee directs the Corporation to
devise a strategic plan to reach into the key
arcas of trends of demand. Teo propel further
growth, better marketing networks are crucial
and hence, the Committee highlights the need
for setting up an excellent marketing division
to explore those areas and advises the
Corporation to move ahead with a clear vision
for development.

Tourism
Department

The Committee criticises the leaden
performance of the Corporation. Rather than
conducting a study regarding the various
measures taken by the private sector, the
Corporation merely blames the poor location,
small rooms, inventory ete, for its lacklusier
performance. Therefore the Committee remarks
that, in erder to convert the loss making units
into profit making ones the Corporation should
launch a strong marketing campaign across the
globe.

Tourism
Department

The Committee also suggests that the
Corporation may also consider the starting or
construction of new projects in association with
Tourism Department and instructs to execute
these projects in time. Going forward, it would
help to extend its operation to more
destinations. It is also learnt that the
Corporation has failed 10 capitalise the
advantages in sectors such as heritage tourism,
health tourisrn and adventure tourism. The vast
and varied potential of eco-tourism projects
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4

were not properly explored. Properties like
Thekkady and Thanneermukkam which have
great USP in Global Tourism Chart were not
adequately exploited. Moreover, the potential
of Pilgrim Tourism in properties such as
Nandanam-Guruvayur, Thirunelli-Wyanad
were not fully explored. Meanwhile the
abounding possibilities of Monsoon Tourism,
Culture Tourism and Wellness Tourism etc.,
are yet to be tapped. Therefore the Committee
directs the Corporation to take an earnest effort
to grab the huge potential of the above sectors,

Tourism
Department

The Committee is distressed to note that lakhs
of rupees had been lost by the Corporation due
to bulk bookings via. segment I tour operators.
Moreover it is pointed out that revenue loss had
occurred as the company provided maximum
discount to segment 1 agents only and did
nothing to restrict the booking of other tour
operators through segment I agents. Hence, in
order to control the misuse of discount policy
enjoyed by segment I agents, the Commitiee
recommends to take necessary measures to
facilitate direct/online booking in Corporation's
properties. The Committee further recommends
to conduct a study in each unit and success rate
of each segment during a 2 year period and
based on the findings a reallocation of booking
may be made. The Corporation may also
consider the possibility of setting aside 10 % of
all rooms for direct/online bookings.
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3

4

Tourism
Department

The Committee is distressed to note that though
action was taken based on the recommendation
of COPU report of 2000 it could not derive
desired results as it was not strictly complied
with. This inaction on the part of Company
resulted in a loss of ¥ 3.75 crore during
2008-09 to 2010-11 on account of excess food
cost. The Committee also learnt that in most of
the Company's properties, the food cost out of
the catering income exceeded the permissible
limit. Therefore the Committee recommends o
ensure the procurement of raw material from
Government run organisations thereby reducing
the extra expenditure on food costs.

Tourism
Department

The Committee observes that the energy
consumption of the Company during 2006-07
to 200B-09 was above the industry average.
The Committee is grieved to note that the
Company neither extended the cost savings
measures implemented in Hotel Mascot to
other units nor conducted any energy audit in
its properties except Hotel Mascot. Therefore
the Committee suggests that energy saving
mechanism should be introduced in all
destinations and explore the possibility of using
non-conventional energy sources and also the
implementation of energy efficient methods in
the Company's properties.

Tourism
Department

The Committee is aggrieved to note that even
though the premium hotels had unique
locational advantages, it could not capitalise
the advantage and all of the units could not
achieve profit. It is also observed that these
hotels could not make profit because of poor
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marketing and maintenance. The renovation
work of Hotel Samudra, Kovalam was started
belatedly, that too on a piecemeal basis.
Moreover the renovation work was not
completed in time. The Commitiee remarks
that incomptetion of work in time shows the
inefficiency and irresponsibility of the officials
concerned.

The Committee observes that many
Premium Hotels have registered loss over the
period of audit due to poor administration.
Premium properties like Hotel Samudra,
Kovalam, Bolgatty Palace/Island _ Resorts,
Ayurvedic Lake Resort, Thanneermukkom etc.
registered reduced occupancy over the years.
Therefore the Committee recommends to take
corrective steps and earnest efforts to increase
the occupancy of Premium Hotels. Proper
contrel over Administrative and Establishment
expenses may be taken care of and 4rrepular
payments should be halted to avoid seepage in
revenve. H is also recommended to cut down
its administrative expenses so as to achieve
economy in operations.

10

Tourism
Department

The Committee cobserves that online booking
system will increase easy accessibility which in
turn will improve occupancy. Hence the
Committee recommends that in order to
improve profitability, online room reservation
system should be introduced in Budget Hotels
also.

11

n

Tourism
Department

The Committee can't comprehend the logic
behind the branding of Tamarind Easy Hotels
under a single brand name. It is observed that
though Tamarind Easy Hotels (TEH) were

38172017
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branded under a single brand name and
assigned uniform tariff rate, they differ widely
in their amenities and most of them were
lacking in facilities. Hence the Committee
suggests that a revised strategy may be adopted
in the branding of TEHs and the tariff rate may
be fixed in accordance with amenities
avaitable. The Committee also propose a
revival plan for providing modern amenities in
all TEHs.

12

12

Tourism
Department

The Committee recommends to conduct proper
feasibility study before heading to new projects
such as Motel Aaram so that the number of loss
making units can be lessened. The Committee
also recommends to allocate adequate funds
from the Government for the timely annuai
maintenance of Tamarind Easy Hotel, Motel
Aaram, etc. so that facilities may be improved
which in turn will lead to betterment of business
and profit to the properties.

13

I3

Tourism
Department

The Committee expresses its dissent over the
continued operation of loss making RBP,
Haripad despite the decision of the Board to
close it down and also the closing of the three
profit making unils for want of premises.
Therefore the Committee recommends to open
the Restaurant 2 Beer Parlour (RBP) by finding
suitable premises where it can be operated
profitably.

14

14

Tourism
Department

The Committee observes that the revenue
generated from boating operation is much less
compared to its vast potential in tourist
destinations. The Committee is aggrieved to
note that the Company stopped the boating




51

4

operation in Thanneermukkom Water Scapes,
Kumarakom and Bolgatty Palace Hotel by
merely stating the lame excuse that the
company could not compete with private
sector, The Committee is distressed to note that
the Corporation did nothing to promote boating
despite boating being a major sources of
revenue. The Committee is shocked at the
Company's decision for lower capacity boats in
Thekkady despite its turnover and it suggests to
introduce boating services in all potentially
viable properties of the Corporation. Therefore
the Commitiee recommends boating aperations
of high capacity boats with adequate safety
measures.

15

15

Tourism
Department

The Committee observes that the average
manpower strength per room in Company's
properties is high compared with the industry
average. Therefore Committee recommends to
assess the staff strength and desires to furnish
the details regarding the sanctioned staff
strength, category, their qualification, existing
staff strength, shortage etc. The Committee also
recommends that for the effective functioning
of the company, qualified candidates should
only be appointed through PSC towards
sanctioned staff strength.

16

16

Tourism
Department

The Committee observes that the construction
and renovation works of the Company got
delayed due to entrusting of work to KITCO as
consultant, The committee is worried to note
that the Company entrusted the construction
and renovation work of the Company to
KITCO despite having an Engineering wing.
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Therefore the Committee recommends that all
the construction works should be executed
directly through its engineering wing.The
Committee criticises the Corporation for not
including penal provision in the agreement.
The Committee opines that if it had
incorporated penal provision, an amount of
T1.50 crore could have been saved by the
Corporation and such incidents will not recur in
future.

17

17

Tourism
Department

The Committee is surprised to note that the
Company deployed contract workers recruited
for cleaning activities in other departments.
The Committee view this as a serious lapse that
seems to tamish the wvery image of the
Corporation. Image and brand building are
crucial for any service industry, Hence the
Committee opines that training of staff in areas
such as customer relationship management is
critical to the success of the tourism industry,
and therefore the Corporation should take
measures that all employees are adequately
trained -in this respect and personnel having
required qualification should only be posted in
respective departments,

18

18

Tourism
Department

The Committee observes that the Internal Audit
System's working was only overall in nature.
The Commitiee is of the view that the scrutiny
on the working of the Company was not done
diligently and effectively and was not taking
due effort in auditing the areas where the
Company's working was not up to the mark and
was showing lapses. The Committee expresses
its concern over the inefficient functioning of
Internal Control Mechanism of the Company
which failed to suggest timely corrective
measures. Therefore the Committee
recommends to strengthen the Internal Audit
and Control Mechanism which include proper
review of unit wise functioning, maintenance
of control] registers etc.
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during the season fprivd  veuy dillicnl, we

impossible. 'We are joperainiy our shoaw by Laipz v
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types of resrrictions. All these Loctors e aliccing il
which teads 1o reduce the {JrofimhiliwI af tlw: i ganizais
) Administrative cost:  We are tking all varnest eflon
reduce the cost under this caregory by minimizing o
travelling, Tetephone expendilin: c1c., To 1educe the telepl

expendilere we Implementad the  Cosioner User O

system. _
¢} Power ang- Energy rost:  We liave Liken enough s

reduce the cost of electricity, water, fuel el Energy doed
has been carriad oot in Mascul Huel  Inocerln ne s
Hotel Chaithram and Samudia while caerving cual

renovation works we are introducing the cancept ol o

95

audit findings o gel the result of energy auditing.

Installation of Bio-gas plant has helped by in reducing 1he
for cooking and alse the cust of waste disposab. Replae -
of electrical equipments  wilh  energy  elticent

equipments, using LED buths. Solar water heater sysiea .

some of the methods adopted o reduce the ¢nst in this are
d) General Repair and Maiatenance; [n the Hotel ope -
. side it is one of the imporant poinls 0 heep e ey

always look like new. 1t is pussible oniy after caicun,

frequent repair and mantenance. Most ol our Hotels e

old and frequent repairs and mainerane e are reiired! o
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the property competitive in the market. This is increasing our
cost and ultimately leads to reduce the profitability nf the
organization. .
Mmm;nﬂs explainad above to keep the

hotel property neat and tidy the Linen and nther furnishings in

the Hotel has to he changed every year. Changing of Cutlery
& Crockery, Beds & Pillows, Carpet & Matiress efc,, are
baing changed. every year which is increasing the cost of
operation and also affect the profitability.

It may kindly be noted that when the age of the properly
increases normally  the  operational  expenditure  and
maintenance expenditure would also increase and wltimate
tesult would be reduced profit and reduced return on
investment, °
In the Revenue part the following points need consideration.
Year by year the total room inventory available in the inarker
is increasing by way of inductioh-of new Hotels, Appartment
stay, Home Stay, House Boats etc., [t is true and is a real fact
that people would pfefer t stay in new moperty alone. [nour
case most of our propeities are very old and we are competing
in t_he market with the new porn preperties. 5o the efforts we
have taken to sustéin atleast in this level may be appreciated.

Curs being a public segtor undertaking have to Ffix 2
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general tariff and afso has the limit upto which the tariff could

be redufed even at the off season time. But in the case al

private entities they could take decision then and there apc

could fix the voom tariff even at very minimum that woutd ot

even fetch the marginat cost incurred.
We have already taken efforts to increase te oo sales
by giving anractive incentives to the marketing agents, Tomt

operators ete..,  The online reservation system is picking up:

and we are hopeful and oprimistic that in coming years o

online system would take care of many deficiencies io this
area.

The audit and the committee may considler shove explained
points and the limitation that prevailed belnre a public sectien
undertaking.

Most of our premium and budget hotels are very ald and

major renovation is due, Competing with new private hotels

having modern facilities is wvery difficult task and we are
warking in such an environment,
When the competition increase and the sellers have na cantio!

over pricing, then the result would be loss ¢ minimal prGii

margins. This has happened in our case atso.  Now maar |

private properties in Trivandrum and Ernakulam are finding i:

difficult to survive and even facing the situation of cluse
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down. But In our case we are sﬁrvjving only hecause of oul
" changed swategy. This canmot be termed as our inefficiency.

The audit may kindly be noted thar the Hotc)
industry béiﬁg a capital and labour inrensive industry the
p_roﬁt margin would be minimal.  Because of our
pré.éence in the field we could able to give emplayment
atleast 2000 employees throughout the year All the
above clarification may be considered and’ ke
obsgrvétion be dropped. However we would be taking

all efforts to increase the ROL

~ In the audit observation it has very specifically mentioned

that the Districts Thiruvananthaptiram, Fronakulam and

Thrichur recorded the highest tourist arrival during the

peribd of audit but KTDC's premiwn and budget.

properties at these locations failed to capitalise this.

Int this regard firsc we have o look int how many properties
we have in these locations and what are the nature, condings
of aur propenie:;',

In Thiruvanathapuram we have Mascor Holel as Prasioe
Hotel, Hotel Chaithram as Bodget Horel and Hotel Samudia
as another Peemium Hotel.
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Mascot Hotel is a business hotel and most of onr clients at
there are business related officials from inside and outside the
state. Leisure tourists are very rarely opted to stay in Mascot
Hoetel. Occupancy of this hotel depends up on the economic
scenario prevailed in around the state. Moreover during this
period new property like Taj at Kovalam and Trivandrum,
Moothut at palayam, Residency Towers near Statue ,Classic
Avenue at Thampannoor, Udaya -Samudra at Kovalam etc.,
entered in to the field and made the competition too wi. Al
the outside business environment put us in a sitalion like
" sinking and even in such a situation we could earn the
reported occupancy for Hotel Samudra, ‘Mascat Huotel, Hotel
Chaithram etc.,

I the case of Hofel Chaithram it was very old property and
the renovation was dve for years. People always prefer new:
properties to stay. This could be seen from the uccupancy rateg
incréased when we cartied out partial renovation of Hotel
Chaithram. The occupancy which \;'as'/-ll]% in 2009-10 has
been increased 10 67% during 2013-14 and during 2014-15 we

expected the annual average of around 70%.

Ernekulam property Bolgatty palace: [t may be noted thar the

09



Bolgatty Palace Hotel is Premium Hotel property the K10OC

has in Ernakulam. [n and around Ermakulam there are lor of

new hotel property has come and all those properties has '

share the available mnarkel inflow, Naturatly there would be
fall in occupancy and that is not because af the problem of us.
People always like changes and it is nature thar when new
properties are come in definitely they would wry that properties
to enjoy the n.ew experience. In such a siuation what we
could do is to renovate gur properties in suck a way to ge? new
feel. Keeping in mind that point we renovaled our Howl
Chaithram at Trivandrum, Thannesrmukkom take 1esoit, Hotal
Nandanam at Gurbuvayoor, Hotel Samudra au Kovilam,
Tamarind hotels etc., and hence we could able w stop forther

decline in tourist arrivals in our properties.

The audit may take the case of Munnar and Idukky, 10-15
years back there were limited number of Hotels and tourist
homes in Munnar and [dukki. Now the situation was changed.
Innumerable new hotels, Home stay, Appartment stay etc., has
come in [dukky and Munnar. All these has affected the market
share of KTDC. Even then we are surving in all these foration
only because of our marketing strategy and sincere efforts.

The audit may kindly take note of the situation rhar we

f=2}
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are surviving in this filed only because of our sincere and
agreessive efforts put into to increase our business. The
© realities in the field may kindly be recognized and the

audit.obseryatinn dropped.

There are many factors that affecting the prafilability of a unit.
‘The location, Physical condition and age of the property,
combination of {abour {permanent, trainees and oursourced
employees) proximity to the inpui  material market,
_avéilability of power and other enesgy at reasonable cost,
market cofapetition etc., etc.,

It ‘may be noted that KTDC has number of unils spread'.
throughour Kerala. Amuong these units seme are locsted in’
good tourist locations, some in developing location and renuin
units are in a location that we could not do anything. Tu
cperate a sweall unit like Tamarind , Motels, Restaurants
Reslauram: and Beer parlours we have 10 engage atleast 14- 16
persons. [f we engage permanent stalf alone in a unit then that
unit could not be operated profitably. We cannat intraduce the
split duty system where the employees are forced Lo take rest
during ‘off business hours of the day and work when the
busitess hours start. But i private sector, it is possible and

hence their labout cost and cost raie is at lower, We ae
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running the show with a mix of permanent, Trainees, Contract
labour and low cost out sourced contract employees, But in
cerain ldcation we have to make some chonges by
considerihg various social set up of the location and the
employee& of the organization. When the concentration of the
permanent employees in a unit increases, the cost of labour
increases and the unit’s profitability would come down, EF the
unit is not in a business location definitely the end resuil
would be loss. All these are the inherent problems attachet o
a public sedur undertaking and \vhal we could do is try o

minimize such sitvations. We are taking earnest efforts 10

_-increase the sales volume and reduce the Joss.

I'; may 'bt_f noted that the profitability of the unit was
compared without allocating the head cffice overhead.
The logic behind is that if we allocate all head office
overhead to the units and compare the profitability, we
could not assess the real strength or weakness of the
unit. To get a clear picture of the operational efficiency
of each unit, we adopted the theory of compare the
performance of the unit by taking into account the direct
income and direct expenditure related to the operation of

that unit alone. The audit observation has been noted
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and we would try to do the same. But it may be noted
that if vgé take a cricial decision based on the final result
after aflocating the HO expenditure the decision would
be that a good unit got closed. Then there arise anather
critis'ni that a unit which was operating on operation
profit was closed based on the wrang interpretation of
allocation theory. We request the audit 1o assess the real
sitnzation and allowed us to continue the practice that we
are following. Hence we request the audit to drop the '

absarvation in this regard.

. -12 Star Rating.

It is a fact that the star rating has advantage in certain marker
segment. But it is not a maridatory factoy that in order to play
in the competitive market star rating is compulsery. While we
analyzmg the market simation we wu!d see that all properties
in the market ovmed by the private entrepreneuTs are Not star
rated, even then they are getting business.

Earlier aur Mascot Hotel had THREE STAR rating. But the
business fluctnation in that unit is not because of missing the
Star rating but of some other factors, Most of the high
officials of various Government depariments using this
property for their official purpese and the presence of such
officials has created some hesitance and pamic amoug th
private clients 1o select this property. Many guests do not like
the atmospetiere where the governmeht macheieries attention
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is toe mukeh.  This has affected the business of rhis property.
Earlier Hotel Chaithram had Single Star, Hotel Samudra had 2
star with 4 star Eacility etc., But the reduction in business was
not because of the ahsence of star rating. it is becanse of the
age of the property. People wanted new property / the
property that looks like new always, Whether rating is thete
or not {s immaterjal.

All Stere rated hotel has Fixed its wariff ai tigher end. [n the
case of private hotels though they could show the tariff
matching with the surrounding market, it has the tiexibility of
coming down even at the marginat operaling cost rate. I
most of the private hotels, the field level staff would be VErY
close to the owner and they have every tlexibility to reduce
the tariff at any lawer end. But in our case we could BO up t0
a level up on which delegation is given. Granting of clear cut
deleganon is essenial in government set up also. If we adops
the practices that are being followed in private sector, then
there would be rain of corruption allegation. 5o we being in

the public sector have to face many restrictions.

Given below the occupancy details of some of our major hotel

units where we have not yet taken Star ranking but bas carried

out repair and renovation. .

2010- t 201(- | 20012 | 2013- [2014-15
11 12 13 14

Howl Samudra | 2300 [ 4400 | 47.00 | 4600 | 5200

Aranya Nivas 40.00 | 49.00 { 48.00 | 43.00 Fenovation;
Bolpatty Pelacel 50.00 | 29.00 | 312.69 3.32.00 | 3620

S9



Bolgarty Patac] 50.00 | 29.00 | 3269 | 3200 | 3620 ]
Hotel  Kachi _ ] I
Lake Palace | 28.00 | 34.00 | 4100 | 39.72 | 48.00 ]
Thekkady . . :
Tea County | 84.00 [ 70.00 | 7¢.00 { 57.00 l 67.00
 Munnar .

i

There exist many other trade practices to bring mare business
whick we could net practice, We request the audit 1o peer inig
the real situation of how a Government organization in
hospitality industry could wark. With all resiricted parameter
before us we are operating rhe shows successfulty.

We have already tak&n steps to take Srar classification of
all our hotel properties. It will cost us more. Even then
we try our best to comply with the audit observation. We
request the audit 1o consider all explained poaints and the
points that we could not explain in writing with material

evidence and drop the audit observation.
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" based o the category asked for.

fe could not apply for star rating as it was felt that all the criteria
meant for the appropriate ratings could not be met by the
corporatidn considéring the financial implications involved. I
order to get the taril{ concession, we had to carry out many
more works at that time and after completing the works in al}
respect only we coﬁld apoly for star classification approval.
Classification of hotels under star category, calls for more of
investment and personnel. Facilities already provided may

cover many of the requirements, hul there are certain

. additional items which would be required like specialey

restaurant, coffee shop, facilities for physicatly disabled et

Here the audit has reporied loss of Rs.0.26 Cr. related w
the unit Tea County Munnar and Warer Scapes
Kumarakom. In this case Munnar we are gefting
electricity from TATA and we are of the belief that the
KSEB wouldl not subsidize the energy consumed from
TATA. Regarding Wa.lerscape Kumarakom we have not
tried because of the fact that the cost of additional capital
arrangement would erode the benefits obtained as
subsidy of BRs.0.18 er During thét period we were on

Bank term loan and additiona! capital investment means

L]
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additional interest burden.  n this context, it may it v
be noted thar the Department of Tourtsm has to give ('
subsidy and Department of Tourism and KTDC are fee
arms of the Srate Government; he_nce availing of suteids
from the Deparrment of Tourism by KTDC is in effect ¢
payment from governiment to government onty and cs o
there was no real loss to the government. The ol
may kindly be accepred the above clarification urd
dropped the observation.

In the audipting it was reported thal only negligibie amount ha-
been spent far advertisement and publicity. In (his regatd it
reay be noted that the audit has taken the whole inconr of

KTDC for rativ calcwlation.  Actually all our market: s i

aimed at for improving the business of cur Horels and 1. b
the Restaurants and Beer parlours, Mowe! Araams, 10 g
etc., Hencé the expenditure incurred o1 advertisenen: i
marketing activities bas to be compared with the releweamn

income. [f we do that exercise we could see that the avage

expenditure on this head is between 4 % o 6.6% i

income earned from the Hotel groups.

Given betow the working which was extracted fria il

audited accounts.

89



Item

06-07 [07-08
Rs.Cr, {Rs.Cr.

[odging
Income
Catering
Income
related to
Hotels.

15.64 [18.21

Tatal pf
Ludging
and

catering

income.
Advertise-
ment and

Marketing

" Yelated exp. |

Marketing
exp % o
related
income,

The audit ob-ervation s nols!

34.42
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Though the government bas accorded sanctian to sel up &
Marketing Division we tould not implement the same becaus.
of the promotion policy and recruitment rules pending wito
the Government, Now the policy hus been cleared -
government and we would be filling np the vacancy b,
compiying with the procedure requirements.

We have placed Hoardings in many places.  But ihe
disappointing Factor here is that if we erect any Hoarding i
the National Highway side, the Rouad authority wouli
immediately remove the same. la cerlam places we hatw
placed hoardings in privatf parties’ premises.  ‘we would T
taking earnest steps o erect more Hoardings and Sign Boi:d
in all possible location. During our review megiings we i
instructed all our units 1o install more number of hoardings, -
The abservation is noted. The audit may kindly be nated that
there is na full proof system to quaatifying how much
business have been oblained through our promotic:.
activities through Travel and tourism fairs and road show, Ttc
intention of doing all these marketing activities is to co- =
awareness amang the general public and prompt them o seb-c:
our property. The real selection of our properties may be
direct or through our marketing agencies. Since we dan’

want © bluff the audit wa openly say that the real sitiai .
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cannot be identified by anybody.

B It may be nated that our Hotel Nandanam at Guruvaynor is a
very old property and total renovation has alteady been due.
Even in that pathetic condiliop we could achieve the reported
result.  In Guruvayoor there are lot of new hotel praperties
vame ino existence. To compete with those praperties the
only way was 10 carry out massive renavation. We carried out
the Tequired renovation and the business of thar hatel has heen
increased. Now the unit is making profit.

The above ciarificatirm o the point No.2.14 may kindly
be accepted and the observation be dropped.  We wnuld be
taking eamest efforts to improve the toal sitation for the

growth of the organization.

The average gccupaney of ﬁae premium hotels was low during
© 2010-11 mainly on accoum of Hotel Samudra, which was
under fully closed for five months and partially for some
moaths for renovation woiks during the period. The average
occupancy in Hotel Samudra, which was aroond 43% during
the years 2006-07 to 2009-10 came down to around 23%
during 2010-11 on account of the renpvation and censtruction
of convention centre works. The impact of economir recession

had also adversely affected the occupancy from 2008-09 in
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grs cmmes
negative growth of 6.96% in fareign tourist artival during the
calendar year 2009. The hospitality indust'ry in the S1ate had
gone through a difficult patch from 2008-08 on acepunl ol
econorilic  slowdown, terronst acts and health scares i
account of HINI virus. This has resulled in a decline in
foreign tourist inflows. In an econamic downtum, the hotel
industry and the airline industry are amongst the first 10 b i
adversely and also are amongst the sfowest (o recaver, since
the spending on travet is considered a discretionary spend lor
most leisure travellers #nd some business as well. With
reference to the camparison with atl India average occupancy.
. we may submil that for getting @ realistic picture about vur
performance city average may be compared. For cxample thg
average occupancy in the city of Kochi during 2009 was
reparted 1o around 43% only when the all India averape was
around 60%. S0 also (he comparison of the occupancy rate of
KTDC Tamarind or Budgel hotels with all India average
would not give a realistic picture.
we have noted the audit observation with regard 1o the
declining trend in the accupancy rates and are taking all sleps
to reverse the trend. Mow in premium secton except Masko

Hotel Trivandrum and Water Scape Kuomarakom all mthers

¢l
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have improved the pesition of profit making. We are also
trying to increase the profitahility by increasing the revenue
from ather areas like convemién acrivities and ils relaled
catering income, leasing out of apen spaces for pubhc function
5o that the idle space can be utilised and income generaied.
The audit may take inwo account the increase in rooin
inventory by way of induction of new hotels, Apartment

accommodation, Home Stay arrangement etc.,  We have io

“Face all this situation.

The audit may consider above clarification and the

observation be dropped.
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iIt is an accepted practice in the Tourism market to rely up on

major Tour operatars and Travel agents. They 1o a great:

extend influence the people around to awract our properiy.

Many private hoteliers were successful because of the

_dependency of good marketing agency. We alsa realized the

fact and inorder to survive in the competitive environment we
also followed the marketing methods adopted by the private
barties, and hence we selected Segmemnt-1, Segment-1T and
Segment-11} marketing agencies. Everywhere people are very
inelligert.  The Segment-[l and Scgment-1lT agencies
approached Segmem-i and diveried their business Ihrough
Segmem-'l. Ultimately the result was that only the segment —[
existed in the field. We could not do anything in this shuadon.
What we could do is that either we elevated all agencies into
segment-[ and continue the business or do not entertain the
Segrﬁent—]l. Both method has its cost. .

We have already started the online reservarion and the
system (s doing well. Inorder to promote and make this
system more atractive we inttoduced 10% to 12%
discount to the guest who reserves the room through our
on line reservation. This has its positive result. We are
hopeful that we could bring our on-line reservation

system as a best one and gradually we could avoid we
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much dependence on the tavi ! agents in Segmc

woutld keenly watch the prugress of this arrangene
will do whatever we could. If the audit coule «
any new method that could feteh eter result b
we could try. Above clarifivation may kindly he ac

and the observation be dropped.

SL



e

;h may be noted that the

e T

itlems cannot be
manufacturing gooc
and hasea an that |
the. input materials |
of manufacturing a
depend up on
eCoNOMicC situalion
Asa pért of budge
an internal contyol
fixed an hypothet
any bench mark
activities, The fot
could pot say that
cost could make 1
that increase in
volume would ir
and in our case b
could earn atleast
taking all earbest
purchasing af pr
sector undertaki

induction ol fom

o



food cost. In all
According to tha
food items, whict
The may kindly
definite one, hut
Erequent increase
increased the inp:
selling price then
cost of a hotel # u
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usually look into this area of each unit and clear signals were

given to contro} that area if it exceeded.

n our case many of our properties have large area of fee land
which has 10 be kept bright in the night evéry day. Take the
" case of Hotel Samudra, Mascot Hotels, Waerscapes, Tea
Country, Bolgatty Palace, Thanneermukkom lake resort,
Aranya Nivas, Periyar House elc., In all these property the
public area’is high hence the expenditure on this part would
be high. In Thekkady we are using generator throughout the
period.  Same way in the evening when the general
consumption of electricity is high we are forced ta operate the

generator alsa.

We have already given message to all owr stalfs to switch-off
all lights and equipments when they are not in use. We are of
the firm belief that our consumption of electricity is optimum
and no purposeful wastage. To save the electricity we are in
the process of changing the ordinary type hulbs to LED. Inall
new properties and in renovated properties we are using LED
bulbs only. New air condition units are having 5 star
classifica.tion to save the enecgy. In all hotels units we have

introduced room key circuil breaker which is helping us o

7



switch aft all glectneal equiplanesmia wikn o e

with key and the guesi is outside.

It is true that we have canied out energy auditing in Mascot
Hotel only. The input obtained from that study is being
utilized for other units also. We have installed Solar water
heater in our Chennal Hotel and we are trying to inroduce the
same in major properties also.

The audit may consider our clarification and the

observation be dropped.

‘Profit and loss figures furnished in the report nated

1
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wes ool 1 CRArtered Tughts 1o Kovalam from 200805 was

the prime reason for the sudden fall in the perlormance of

Hotel Samudra, It may be noted that Kovalam and -

Kumarakom were the two tourism centers in the State worst
affected by the impact of global recession, Mumbai terrorist
attack etc. I the arrival of tourists through chareced tighes
were continued, we would have ¢ven thought of postposing ol
the tenovation works though it was long overdue. We choose
the period for renovation considering the general drop ir

tourist business in the Kovalam region.

As indicated above, there were no charler operations from
2008-2009; hence steep decline in occupancy in Kovalam and
that have reflected in our Hotel Samudra, Kovalam. Tt may he
noted that a couple arriving in a charter fight stay in & room
for fourteen nights and a couple from the domestic segmeul
stay al Kovalam for a day or two; hence to compensate o
couple artiving through charter guest, we need at least

domestic couple guests if a couple stay al an average uf 2
nights. When there are no charier flights to Kovalam, &
destination extended up to Poovar with a nimber of gowd
branded resorts, the availabiliy of rooms will he more and

demand is less, selection opportunities exisiing nearby hence
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there will be a lot of hard dynamic bargaining, which the
KTDC properties are not equipped with due to a number of
reasons. The occupancy of KTDC properties also depend upon
the business practices adopted by our competitors, substitutes,

superior products who do not have any constraints at all in the

" rate martagement. Some leading hotel chains have the rate of

the day depending up on demand of the day. These business

" models put a big constraint on Samudra awing fo our

difficulty in the rate management and this comstrainl Is

applicable to all KTDC properties.

Regarding the delay in renovation works, it may be noled
that it was so happened. With the good intention we
awarded various works to different agencies. But the
i:revaited_ work culture cause to delay the work and our
plan failed. Now we are taking enough care not to
happen such situation in future. As the act was not

purposeful, we request the audit to drop the observauon.
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We have noted the audit observations and will take all
necessary steps to improve the performance of Bolgatty.
In this context it may please be noted that Bolgatty
cannot be purely considered as a city hotel due 1o its
location, it is tmore of a resort type unit. The occupancy
of resorts js season based. A business executive méy not
opt Bolgatty due to availability of large numbers of
modern hotel in city where the raies are amenable to
any extent. Hence comparing with the eccupancy of a
dawn town city hotel may not give a realistic pi.cture. In

the HVS survey Teport it is stated that “the Kochi hotel

market has witnessed a trend of declining nccuponcies it

the past two years, even though the average ratesdiave seen

& marginal increase. The new supply entering the market

coupled with the démand-supply imbalance (s responsible
for this trend.” We are not in a posiﬁon to obtain star
classification for Bolgatty due to ccriain technical
problems associated with the transfer of land in rhe name
of KTDC from the government. Now the situation has
improved. New convention centre has impraved the
scope of the business of the praperty. We expects many

conference in the coming period which would increase
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the room occupancy and rental revenue. We have also
planned to let out the open lawn for public purposes

which would also bring more revenue and profit.

The resort at Thannermukkom was handed over by Tourism
Department to operate or: tease basis and all the works hoth
civil and electrical were arranged by Tourism Department
through CFWD. Like other Motels and Yawri Nivases. this
property was also taken over by KTDC as per the government
direction and hence there was no scope to cary ol any
market/feasibility study. The construction of the building was
done without considering the operalional convenierce of a
resort.  Originally this property was the site offices staff

quarters of the Thannermukkom Bund Project. The hasement

was not suited for multi story building and CRZ riles do net

permit to consutruct multi story buildings. When the Bund
project was over, to make use of the construction, renovation
on existing building was carried out with minimal cost by DoT
through CPWD and handed over 1o us.

On completion of the project, CPWD had applied for prrwer
supply to KSEB and KSEB had informed them to limir rhe
power supply to 30 KW since the sub-station feeaing power 1o

the resort is already overloaded and they are not able to

(=]
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accormimodate the 100 KVA load as requested. We have dlso
tried to get an 11 KV supply from Cherthala, bur was not
succeeded since this iine:‘cahle has o cross the railway line
and the raitway was not ready to give penmission for the same.
So the laad has t be limited to 30 KW and bained the pﬂwerl
supply.

In 2010 December a new substation was commissioned by
KSEB near Alappuzha ond some of the load [rom
Thannermiukkom feeder changed to the new substation. After
that only the KSEB took action on our application for pawer
given by us. Since the work was executed by CPWD.
Electrical lnspectoraie approval was nat ohtained and there
was no drawings also, because CPW1) get Lhe approval .I‘.mm
Central Electricity Authority. We followed up the matter and
get the approval. Thaough the outside upkeep view of ihe
propetty is atractive, the interior atrangement was af an
ordinary Budget hotel. [t cannot be compared with the highly
paid premium propesties or good budget hotels set up by
KTDC. This restricts the flow of high spending groups.

This property bas 32 roums spread along. The rooms ave
spreard in 2.5 acres of land and in seven hlocks. The restauzant
is in the south east side and arranging 1noms service is tedious.

job and required additional man pawers.  Upkeeping the



entire areas required atleast 3 staff throughout. Retaining of
Bell boys in all 3 shifts is essential as the rooms blacks are
widely spread. It may kindly be noted that the siaff
requirement was optimun t0 carty out the average husiness.
But because of lack of ambiance inside the rwoms repeated
guests were hot obtzined. [t may kindly be noweed thar we ltave
engaged only minimum stafi that was very cssential for the
average operation of the unit.

As we realized the fact thar che praperty could tun: the corner
onty after cartying out the renovation, we tlosed down the
unit and camied o required rengvation and the properies
genefal ambiance has been increased. On 120142015 we
tnaugurated the rengvated praperty and was named as
“SUVASAM LAKE RESORT™ . We are hopeful that the unil
in the present condition would bring good fortune to us.

We request the audit to accept our clarification and the

observation be dropped.
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Noted. Hotel Chaithram is showing improvemen in o
and revenue after renovation CORLEUEDL Ingaess |
Golden Peak has improved the uecupancy and Pl .

With regard 10 Nandanao, Durueavr, hiking n:
elevate the hotels in higher clivs Ll aused the oy
come down. But the revenue his inciuised because -f
. Mangalya improved its perforcuine vven after 1.
the taniff. Garden House Maliinpuazha improved s,
inspite of the poor demand of the dostimanion - 5
absence of any active picie o o ol v
upkeep of the Garden huating vic, Pepawen Glove s
through a period of gestmion and w0 wipin

performance.

With regélrd 16 the operation ol Malabar Maasion <
we would like to inform that ihe roums of hat pre.

not be tet out because of the ansafe Candiivg of 1!
The physical conditions ol all jomins are s sucir s
condition that i1 may comice town 2l iy Mol
operation of the Beer Parlow in thart Sailding is unwls
are operating the same with the bebivf thar it i~ i
fioor and if any contingency happen it would nor 1

to the group floor.
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By considering the safety we are in the process of setting up of

hotel iT‘l Kozhikode. Department of Tourism have recently set
up the State I[nstinite of Hospitality Management, Carering
Tedmolégy & Applied Institution (SIHM} in the 6.18 acres of
land owned by Kerala Soaps and Qils Limired ar West Hill.
Kozhikode. Based on the réquesr of KTNC, the Governing Body
of SIHM in its meeting held on 12/04/2010 had decided to

share 1.18 acres of land to KTDC for the construction of o

hotel under KTDC, which would also compliment the activities -

of the Institute of Hospitality Management. We have already
requested far transfer of 1.18 acres of land to KTDC on long-
term lease basis and sreps"are underway for transfer of he
land. 8o far the land has not yer been transferred m us for
taking up our new venture. Calicul Carporation with (e
request to permit us (o carry out massive renovation. Bur the
corperation’s attitude was  negative and we have no othe
optien but ¢ continue the present operatian of beer parlaur as
such. We are thinking of grouping this property under
Restaurant & Beer Parlour.

Given below the occupancy % details for the last 13 years.
From that statement we could say that our perfarmance is not
bad. )

FA
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Mascor | 397 |40 (52 {37 {46 |62 57144 |35 | v | 26 EIED
cSamued 137 | 30 (31 b9 (38 [az[SE (37|34 | TN ] e ] -n'[
: ra i St
 Waner 13 AT (35 P32 |9 [56] 44 a6 |48 (a7 | | o !
Scape _ —
Arinya {24 | 13 |24 [33 [ 35 [a9| 39 |38 ] 39 | 41 | 4¢ FERAET!
Mivas o
Tea 48 | 41 (a4 [a2 |56 |76 | 77|80 &8 [R4 | | 57
County | .
Bolgrey | 35 | 28 |33 (33 |43 {5B |53 |42}l | 58| 39 33] 3
Lake [ 0 (43 |GO0L 58 {69 | G4 147 (28 [28 | 34 EIN LT
palace J
During fanuary 2003 w0 March 2004, ihere were only !5

letable rooms in Mascat Harel, Other ronms were closed lar
rengvation. Waterscape kumarakom was inaugurated in 200411
with 19 rooms and 21 rooms were added in May2002.
Hotel Samudra was on rerovation during the period 2£10-11
Tea county Munnar- the pumber of rooms increased from 43
to 67 during December 2010.Marina houvse roms were added
i tothe Bolgatty Palace during April .2[)10.
Thannermukkam unit started its operation during 2005, Since
Ehe_.performance was not good the prapenty closed in 2012 for
renovating. We have already introduced Online Reservaiin
System for all the Budget category hotels also. We hope that
the perfcirménce of the Budget category hotels would improve

significantly in the coming years.
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The Tamarind Hotels are our old Yawri Nivases renamed to get

bettér marketing penetration amang the middle class people.
Mest of the buildings are very old and not in the commercially
viable location. When it was constructed during the initial
period of 19905 the room size and other facilities were enough
1o attract the middle class guest. When new lodges and small
hotels came into existence, people lked thal properties and
our business gfadually erotded. Al that time inalmust all Yauri
nivases we started Beer Parlours and onr concentration of
room sale was lost, that lead to reduction in room revenbe,
But it may be noted that at that time revenue generation was
very much essential to us [0 take new projects and also to
carry out tenovation af vur old prestigious properties. Al
such plan was executed su.c:essfuliy from the fund generated
through the beer parlour Dperatiﬁns.

When segment 2nalysis was carried out we realized that the
Yatri Nivases' main objective are not satisfied with the
operation of beer parlour alone and we have 1o concentrate pit
bringing more revenue from room sale. By the time the room
condition was very pathetic. Mosaic floor, European closel,
unfit cots, very inferior room furnishing etc., were not fued
the people and we took decision to renovate the Yatri nivas o

get bettér face lift and alse decided change the pame 0
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Tamarind a new brandi_ng concept.  ‘The praperty was
upgraded by carrying out required repair and renovatinn,
installing new A/c units etc., etc., Duding rhat period it was
also decided that if we retzin the Beer Parlour in Yaut Nivases,
it would further worsen the situation and all e invesimen:
would be lost, Hence decision was alsu taken o shift the brer
parfour outside the Yatrinivases. We could see from old
records that the Yatri nivases were on peofit because of the
Beer parlour operation. Now if we compare the figores of
Yartrd nivases without beer partours, we could see that our varn

nivases performance are nonbad.

The online reservation systemn has increased the pecformance
of the Tamarind Hotels. Now we have given adequate liberty
te the unit officers g reduce the yoons tariff 10 avoid loss of

business opportunity.

Lack of flexibility in engaging the stafs an split dety svsiem,
restriction on retrenchment of staff during off season penod
etc., are same of the internal factors adversely affecting the
performance of Yatri Nivas properties. The external factors
are that in all location many new average type Lotels have
come into existence and they have engugh Fflexibility :n

operation that we cannot adopt.
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The audit may kindly be nioted that if we do ant renovate and
upgraded the Yatri nivases the situation may be further worse
than before, We still believe from our experience that ihe
decision of converting the Yari Nivases into Tamarind was J

wise dectsion to salvage the property from sinking.

Earlier our concept was to try ta brirtg unilomicy i warill st
also the service offered. But from the feedback we realized
that the new Tamarinds are better properties than the athers
like Tamarind Kannur, Trichur, Kollam etc.,. MNow we hove
given enough freedom to the Tarmarind managers o give
discount up to 30% in deserving cases. The Tarifl which was
fixed ar Rs.1400/- for double eccupancy raom was reduged 1o
around Rs. 1000 to 1200, Now the situation has improved and
we are in strong belief that within two years time all Tamarind

Hotels would be on pmfili:f :

We request the audit that above clarification may be

accept‘éd and the observarion be dropped.
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Out of the 7 Motel Aarams shown in Lhe table, 3 Motels MA,

Pallathuruthy, MA, Komarakom and MA, Adoor oic., were
returned to the Department of Tonrism vi';s., Motel Araam
Pallathuruthy was tiot an ideal place for the restaurant business
alone. When_ we were operating the unit, the road access (o
that propetty was very difficult. Vehicle parking facilities
were also minimum. At evening time (hat 2rea look like a
deserted place and no rravelling public would get down there
to take food from there, Even il sufficient business is nat
ahtained we have 10 maintzin migimum humber of staffs and
the expenditure on that side aggravated the loss position.
Motel Aaraam Adoor fogation {5 such that we would.not get
sufficient business to operate the tnh on profit. Same way Ihe
Motel Aaraam Komarakom. [n (he case of Kumarakom we
have our own premium property behind that, Initially we
utilized the motel facilities for our hoat operation and
subsequently we were forced to stop that arrangement.
Starting of a Beer parlour lead to assemble sub-standard
clientele in front of the 'gale of Waterscape, that created bad
feeling to the guest coming to our property. Mareover the
business of the Motel was not encouraging. M.C Road
maintenance works took 1ot of time and that adversely affected

the business of our Matel Aaraam Kottarakdara,  When the

6



road work was gver al the end o 20 the siltanal o
Mow the unit is ranning ver, anontlly and) gooed

cbtaining framn that unil. Mot Auraam Pudaravr hes

red almost from its beginning.  hough ic is in iz,
we could not run the wnit prafinbly. Cine af the main
is staff problem. We are thinkin of tetus that prog 1

Depamment of Tourism.

MA, Punalur - The unit s pie s staesed hnng isn i
location is naot contlucive cussh To birng mone o
business. Only loeal busines would get there ain: -
business mainting fhe unit is poacnedly wngosaibh
hawve obtained a Beer Perlour i there and the van 15
profitably,

MA, Athirappally-  There in only two rooms @ L
getting of ronm sale al there iy dilieed. Fhe i

come there to see the water Tulis would come ik

only if there is no facilicy av: lable nearby the wa
In the present Set Up even G privile enigprtic
not success at there by doing kegal husiness.
thinking of closing down the property

It is requested to the andil fo accepl om vy

subritted above and the oirvervinion be dropp
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HBP, Thenmala, RBP Ponmudi snd RBP, Peruvamuzin ew.
were already closed. RBP Harippad is now runaing an profit
in the changed birilding. RBP Kollam was in a wvery had
location and the physical appearance of the unit jtself would
definitely bring wrong reputation to the KT and hence we
stopped the operation in that building.

The Aluva RBP was closed since we didn’l get a suitabte
building at reasonable rent in nearby places. In Valanchery we
got new premises; but due to strong protest from the local
community, we were not able 1o operite the RBP The
Olavakode unit was closed on account of the had conditien of
building. We could not alsa get another huilding in o gomd
location nearby. All the abiove units were closed thie (6 rewsons
beyond our contol and not on account of anv other factors.
The audit has given a comment that the clnsure of the unir has
benefited the private parties operating in that area. This
argument is not correct. The building vwner also can collude
with the private bar operators and meve agai st us. Sa the one
sided blame would definitely affect the morale af the efficials
at all level.

We have ot taken any decision 1o close down the pinfit
making umits. [f the building owner 15 not giving us the

consent to continue the unit in the particular building, we havz
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The audit may kindly be noted that if we do not rennvate and
upgraded the Yatri nivases the situation may be further warse
than bcforé, We still believe from our experience that the
decision of convert'ing the Yatri Mivases into Tamarind was a

wise decision to salvage the propety from sinking.

Earlier our concept was to try (o bring uniformity in tarifl and
also the service offered. But from the ferdback we realized
that the new Tamarinds are better propesries than the others
like Tamarind Kannur, Trichur, Kollam eic.. Now we have
given enough freedom to the Tarmarind managers to give
discount up to 30% in deserving cases. Tl Tariff witich was
fixed at Rs. 1400/ for double occupancy mem was reduced (1
araund Rs. 1000 to 1200, Now the sitsation has tmproved anet
we are in strong belief that within two years time all Tmnarind

Hotels would be on profit.

We tequest the audit thar above clarification may be

accepted and the observation be dropped.
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Noted. It may be noted because of the restriction,

imposed by the Forest Department, limited numbers of
Boats aré operating the Perivar Lake. Only the KTDC and
the Forest Department have the permission o operate the
Boat in Periyar Lake. Here the demand is high because of
the supply is lirnited, only because of that monopoly our
boat operation in Thekkady is profitable. The Boating
operations in all other places are not prafitable only
because of the operating cost was high. The safety
regulations to bé complied with involved substantial
costs. We have 1o, employee enough number of
competent staff in all area of aperation. If sufficient
supply of guest is not obtained, the operation would end
up in loss. Outside Thekkdy there are lot of privaie
Operé[ors in the field to compete with. 1f we make a start
in any new location immediately the private people
would enter into there and make the situation worse by
way of unethical competition. This has heen said so
because we were the pioneer in House Boal. We had 6
House boats during 1994 to 2002, Initially it was
operated successfylly. But many private people entered

into this area and the situation worsenad. Cut throat
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competition and staffing pattern lead i house heoar
operation a failure. However we vl rake  alt

possible steps o start  boating  operation  in

Thanneermukiam, Veli, 'Bolgatty and in Fnarakom.,

A tourist boat operated by KTDC wii - wujiized in the
Periyar Lake on 30-09-2009, leading 1o |‘-J:{¥ at lives of 45
persons. This tragic incident kad adve. by ifffected the
boating operations under KTDC. The ix aluyg operations
which was stopped in the wake of ifis accident were
resumed only from 15-01-2010 after voengelying with all
directions issued by the govern:. . 1 G My
Ne.240/09/T5M dated 16-10-2006.

Noted. in Thekkady, KTDC and the I 5 Lepartment
are the only two agencies plying boat: i ¢he: Periyar
Lake. We have permission to ply ondy iive boals. For
operating higher capacity boats etc as sugyested by audit

Chereuriunae s

permission from the Forest Deparnn:: -
essential. In the wake of the tragic .- cooudent at
Thekkady, stringent restrictions wei: impnesad ty the
government and the Forest Departm o 1 he Boatmy «
Thekkady is an issue which can be weied our only if the

Forest Department allows us 1o upern ¢ move quniber o
v

P
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boats at least in the tourist peak season period. The
main jssue here is the demand is more but the supply 15
limited, which is difficult 10 increase.

ln this regard we humbly request the audit to
recomumernd the Forest Department to allow us to operate
more boats so that the revenue from this area could he

increase further.
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HVS International in their survey reports always states thar the
amoumts apd ratios presented should not be considered a
standard for any type of property, region, city, stat category or
price category, buz only as a guideline for comparison. The all
India average total rooms per hotel in the survey repont were
72, The comparison of average employees per room gives a
realistic comparison only when the number of rooms in 4 hotel
in around 50 or more. Since in mast of the units under KT1DC,
the number of rooms is limited, for example in the case of
Tamarind Hotels the number of rooms varies from 7 to 20, the
comparison with industry average will not give a comparahle
figure. In the case of TTDC, the empioyee cost will be lnwer
than that of KTDC hecause TTDC s teported to he

_ putsoutcing services such as food and beverages, from office
operations,  cleaning, housekeeping, gardening, fuel
dispensing, motor boat operations, electrical and plumbing
maintehance and maintenance of stores in its howels lhrou‘gh
reputed agencies. In the HVS survey report, il was also
“indicated that “Kochi and Thirevananthapurem displayed
high Administrarive and General Cosis due to the ncreasing
strikes and labour union issues in the Staie”. The average
employee cost of unskilled labour is comparstively high in

Kerala, which may also be taken into account while anglyzing

o
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the employee cost.

Attached herewith is the room capacity details of KTDC.
According to that statement the number of tooms available in
29 properties are 860 rooms. If we take the average
réco_mmended by the audit we could engage 1462 to 1720
employees. During the period of audit the company was
operating 70 units. Number of units having no rooms but
rgsiauranz and beer parfours, Boatings, Travel divisions etc.,
comes to 41 nos. For operating a Beer Parlour we required
atleast 15- 18 persons depends up on the volume of sale. [n the
case of unit like MA Kayamkulam, Kottarakkara, Alleppy etc.,
we have 1o engage atleast 35 emplayees. [nt units like Mascot
Hotel, Bolgatty Palace Howet, Tea County Munnar,
Thanneermukkom, Aranya Nivas and Periyar House Thekkady
etc.; where the lands ate more and the raoms are spread
throughout we have o employee more employees. The
strength of security persons itself would be mare than (5 in
each of this property.

In the case of single Hotel the repairs and maintenance of
buiiding is entrusted with any agencies and they would taken
care of everything. But in our case all our properties have to
be maintained by ourself and for that we have an en.gim_eering

Vv;ing having around 35 employees. Having more number of
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properties we have out own reservation set up for that we have
engage atleast 15 persons. The Boating area for each Boal we
have to engage 3 -4 persons per boat. [n Thekkady alone we
have 5 boats for that alone required 20 employees. Being a
public sector we have to comply with many formalities of
governmenl for that the administrative set up would be
comparatively high than the private operator. All these factors
have to be taken into account while making a comment on
tabour engagement.

The audit did not consider all reat sitwation and hence this
adverse commend. We are operating in Government sector
and admissible government Teaves and Holidays are applicable
to all employees of KTDC. But in the industry standard
comparison this factors might have not considered. Tf we take
all situations in its real sense one could easily say that the staff
in KTDG is less. Simple arithmetic would prove that our
request for mare siaff is justifiable.

We request the audit to consider the reason stated above and
due recommendation may be given to the Government [0
engége more number of employees in our corporation (©

render good and quality service to the custormers.
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and admissible government leaves anid Holidays are -

10 all employees of KTDC. I in e indust

« comparison this factors might oo oy cansieled

all situations in its real sense une Lol casiby say L

in KTDC is less.  Simple thentit wernthd e
request for mare staff is jusLift ihle.

We request the audil 0 conmsihet the reason sted

due recommendation mey b given 1 the [FOORE

engage more numbar ol it Geers nur wlge

render good and quality seavis 1o Thu casloes.

{i) Even though the work orden s e vl s
July 2007, the she cowld i hamled ever b

Qctober 2007 since the desipgn nl the | bueed € nanphe -

! pules. We had to revise the cinire dinwings Lo be s

i
' the approval of CMDA. i siadiimr fune s

necessary due 10 the b catwbe ek Dl

revised as per the direchions 110 CAA DL L

Assaciations and based ou he incussions bl

Associations at various levebs, ey Caiising i .

~ days. When the piling work v s Conmmi el v e

the neighboring Assahn Mennrial o libedd o st
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Madras High Court for stopping the piling activities alleging
that the same was disturbing the activities of school. We had to

get an expest apininn from HT for vacating the sty order from-

High Court. This has further delayed the works by anather 76
days and only during Christmas vacation the piling activities
was possible in full swing. Thus there was i delay of 150 davys
on account of the above two factors, which were beyond our
¢ontsot. The resictions on movement of heavy vehicles inside,
the city during day time had also slowed the progress of the

work.

{i1) Ms. Vishal Infrastructure 1.1d had requesled to provide hile in

rates of steel and cemenl since the marker rates of these
construction materials have gone up abnosmally during the
period. They have also requested for escalation of labour rates
and other materials as per the CPWD formulae. The tende
was made on the hasis of CPWD schedule and the civil work
was supposed to be completed within 2 period of ten months.
Even though the CPWD nurms usually stipulate escalation
clause, it was not provided in our work order. In our earnest
desire to complete the work as eatly as p(i) Even thnugh the
work order was issied to the contracla in July 2007, the site
could be handed over to them enly in O¢ober 2007 since the

design of the Hotel Complex had to be revised as per the
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directions of CMDA based on their revised rules. We had 1
revise. the entire drawings te be submilted for the approval of
CMDA. The revisions have also become necessary due 1o the
demands of Chennai Malayali Asscciations and based on tiw
~ discussions held with the Associations ar various levels,
. thereby cavsing a delay of 74 days. When ihe pifing wark way

commenced by the contracior, the neighboring Assan

Memorial School fited 4 petition in the Madras High Court for

stopping the piling activities alleging that the same was
distirbing the activities of school We lud to get an expert
opinion from 1T for vacating the stay o1 der from High Count.
This has further delayed the worlis by another 76 days and
only during Christmas vacation e piling aclivities wis
possible in full swing. Thus there was a delay of 150 days on
account of the above two factors, whicli were beyend an
control. The restrictions on mavement of heavy vehicles mside
the city during day time had aiso slowed the progress ol the
work.

Mis. Vishal Infrastrucwre Lid had vequested o provide
hike in rates of sieel and cement since the markel rawes of
these construction materials have gone upy abnormally during
the period. They have also requested for escalation of laboor

rates and other materiels as pev the CPWD formulae, The
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tender was made on the basis of CPWD schedule and the civii
work was supposed to be completed within a period of ten
months. Even though the CPWD norms wsually stipulaee
escalation clause, it was not provided in aur work grder. in
our earnest desire 10 comptete the work as early as possible we
had fized a period of 10 months for congiteton al the civil
works. M/s. KITCO had scrutinized (he claim submileed hy
Ms. Vishal Enfrastructure Lid and reporred fhat there was
abnormat rise in the price of cement and steel dwing the,
périod. After  dewiled  evaluation, M/, KITCO  had
recommended payment of the variation in price of steel and
cement beyond 5% increase (rom the rate considered ar the
date of quoting far further civil worksossille we had fised o
petiod of 10 months for completion of the civil works. Mis.
KITCO had scrutinized the claim submitied by Mss. Vishai
Infrastrecture Lid and reported that there was abnormal rise i
the price of cement and steel during the perind. After detailed
evaluation, M/s. KITEO lhad recommended pa_jrmem of dw
variation in price of steet and cement beyond 5% itncrease
from the rate considered at the dawe of quoting for further civil
works, calcutating the variation based on the wholesale price
of steel and cement ai Chennal on the date of purchase of

thesé materials. The recommendatinn of KITCO was plaved



before the Board and thereafter submitted o the governmen

for appfoval,

(ifi) No amount was paid to the contractor towards price

escalation since the by the time the work resumed the price of
steel have come down.

(iv) There was delay in the civil warks for various reasans which
are being looked into by KITCO as per agreement executed
with the contractot. Bill setlernent will be made by them only
after due consideration of such delays etc. KITCO has been
advised to do so. Only the interior warks in few more floors
and finishing works are pending a.nd it is expected that the unit
is ready for commercial operations very soon.

v) The agreement executed by KITCO with the firm cairy the
clause relating te all transaction including the mobilization
advance and its recoveries. All such recoveries will reflect on
the bills being paid to the firms. It is (o be noled that KITCO
is entrusted with the work and they are provided with required
funds for getting the work dore. In fact the release of funds by
KTDC is based on the actual inspection of work at site and
also by limiting the release of funds based on the progress.
KITCO on behalf of KTDC is supervising measuring and
releasing payments as pec terms and condition of contract with

the contractor. The copy of contract decument is 2lso made
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available to KTDC. Henge any transaction made in this regard
will be visible while settling bills and closure of works. Phease
note that payment being released to the contractor is after
deducting the propartionate amount and its interest. Ooly the
halance is being paid to the conwactor The contract with
KITCO stipulates 1o deposit 80% of the amount with them
from which they will arrange the work for and on behalf of
KTDC as per the agreement with conrractor. But in praciice
we are not releasing fund so. Mence there is savings from
interest on that count also. Copies of such decuments are alsa
with us and therefore no interest can be siphoned ofl by
KITCO from KTDC. The mobilization interest has also heen
accounted in the books of KTRXC. The agreement executed by
KITCO with the contractor enables them to recover interest on
mobitization advances, recovery of LD etc which will reflect
on the part bills or final bill and since these bill copies are to
be forwarded to KTDC, any such recoveries/penalties witl be
visible in them which means that the total expenditure will he
linited to what the contractor deserves until and unless any
extension of time of completion had been granted to them on
genuine gmunds. Even theugh KTDC has to depusit 80% of
the estimated cost with KITCO we had never done so. bt wis

Anbe after frannant rasmiocte mada hr WTTOO e wearl ter



release amount based on the actual progress of works. To

ascertain work in progress, KTDC officials are deputed to

inspect, attend review meetings being held at site frequently.

This was done in the interest of work and for ealy
completion. .
Now we have completed the work and the hatel nperation
started. _On cumple.ting the work there was same dispute with
KITCO and the Contractar about pending payment.  That
dispute lead o arbitration process and the Arbitration award
was in favour to KTDC. MNow the contvactor has moved w the
civil court against the Arbitration award.
b) Construction of Marina Heuse at Bolgatty
KITCChad invited tenders for constuecrinn of Marina House
" at Balgatty, which were apened on 3L/08/2007. The tender
was invited even before getling formal approval Frant the
government in goad faith in aur earmest ¢losire o complete the,
work within the shortest possible period anticipating early
government appraval. Out of two tenders received, based on
KITCO's recommendation and after negotiations, we have
placed the matter before the Board of Directors in the meeting
held on 06/11/2007. Vide Board Resolution No.5310 dated
06/1172007, it was resolved 1o award the work to L1; but only

after” getting formal approval of the government according
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sanction to KTDC for undertaking the Marina Project in

Bolgalty Palace premises. Government appraval was received

in G.O. {MS} No 81/2008/TSM dated 10402/2008 and the

work was awarded tw L1 in February 2008, Thus the delay
between the tender opening and government sanction had
exceeded the validity of tender offer for three months.

The contractor, even though had accepted the work order
plaﬁ'ed, did not prtxeed witl execution of agreement and
security deposit and requested For hike in price due to delay in
placing wotk order. By the time there was steep increase in the
price af steel and cement. KITCO therefore recommended
cancelling the order by forfeiting the EMD of R$.50,000/-.

It may please be noted that unless security deposit is remitted
and agreement executed, it is not possible to penalize the
contracter. Onty the EME amount can be farfeited, especially

when the finn period of the tender had alveady been over.

The maximum EMD that can be collected as- per the tender -

was only Rs.50,000~ as per stipulated rules. Only when the
agreement is being executed, the securjty deposit amounting to
2.5% of the conrract value as per tules canm he collected as
stated. [n this case, the agreement was not executed by the
firm since the firm period of tender offer was over and

therefore the security deposit coutd not be released by KiTCO.
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¢} Tt is to be noted that the Enginleering wing in KTDC is not a
full fledped wing. Except for 3 Senjor Officers, the required
site supervising staff such as Assistant Engineer, Overseers elc
are very limited. Only temporary hands through the
Employment Exchange, that also limited to a period of | year
is made available. Fresh hands find it difficult to cope up with
major projects and cannot work independently by the time
they become accustomed to work, they will complete 1 year
and fresh hands are to be engaged again after retieving them.
More over the Accounting section in the Engineering wing is
alsa working with temporary Accountants & part time
Divisional Accountant.

Sa if all major works had to be taken up by the Engineering
wing, the staff strength including the Engineers, Accountants
and Clerlks will have to be considerably increased. Even with
the limiled staff, we are facing difficulty in getting works done
including the maintenance works during the past few years.
KTDC cannor maintain such a huge establishment under
engineering wing as the guantum of works varies considerably
from time to time. Dealing huge projects with temporary
hands would be very dangerous especiaily at work site as well
as accounting. [t may also be noted that during the period

under review, several new works and large scale repairs and
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renovatians were taken up. Only the new works were
entrusted to M/, KITCO and all other repairs and
maintenance were carried out by the Engineering wing. These
works were also substantial. Even in case of new works, a lnt
of planning and co-ordination efforts are done by senior
engineering staff. It was therefore decided that such works
can he entrusted with KITCO which alse a public secior
company is doing engiﬁeering warks  mainly, with
Government Departments such as Department of Tourism etc.
Also there is a standard rate fixed by the Goverament in
engaging them in G.G. (P) No.408/2007/Fin dated D7-09-
2007. They have sufficient qualified manpower and can
execute works for and on hehalf of KTDC. The cost
benefit analysis for huge projects utilizing the Enginecring
staff of kTDC therefore does not have any relevance ay il is
not advisable to take-up major projects with the support of
temporary and inexperienced site supervising swaff and
accounting staff.

KITCO on their part as PMC are forwarding regularly all the
copies of part bills based on instructions given by us and it are
being maintained in our custody. They also hrovide KTGC
with weekly progress reports and minutes of meeting being

held from time to lime
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Promotion Policy Rules 2010 wel 22/06/2016, a
number of posts had fallen vacant. Hence some of the
employees became eligible for rwo promotions. as the
policy is in the implementation stage, the above
promoticns were inevitable. So the Management was
forced to give more than one promotions to some of the
employees as a special case as one time exception.

In this regard we request the audit to refev our carlier reply in
this regard.

We returp the property back on 01/11/2012. The operation of
the unit was for the Government and not for making any
commercial gain 10 us. While entrusting us the operation of
the unit it was certain that this unit has to be returned at the
shostest. As we are sure of returning the propecty al any lime,
spending money to suit the propeity to our standard was nat
prudential. We have a good properly at munnar and share our
matket strength to @ private property is nol justifighle and
hence we did not camy out agpressive marketing for that
property.

The above cbservation may kindly be noted and the audit

cbservation drapped.
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4R ill(T[IlC started }ts operation with 5 pmperties.. Gradually it
lb. 'I increased and during the period of audit it was 70 nos. When
the number of units and room capacity increased there was na
increase in staff commensurate with the wark load.  Thar has
adversely affected the quality of the service rendered. Till
1981 the Board has the power to create the post the maximum
of the scale of péy upto Bs.1600/-. But government did uet
allow us to alter this clause in the Articles ol Assnciation of
the Company. The consequence was that when the pav
revisionﬂimplememed from time 10 ume tie powers b e
Board eroded and even for the appoiniment of a pean the
Company has to obtain prier sanclion from government.
Getting Gavernment approval would iake from two years to 5
years. In such a situation the company has no nther option
but to resort to other form of lahout engagement. Engaging of
trainees has its Iimitatioﬁ. So we resorled Lo engage essentiaf
tabours through cleaning contract. The intention behind is not
to i.ncur_ additional expenditure to the company, on the
contrary to save/ reduce the cost of labour to the organization.
If we go through the cleaning contract arrangement theve is no
direct master servant relationship. Moregver we aie entrusting
the work and not hiring the workmen to carry ou! the wark.

This romte has helped us from many litigation for the

£T1
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regularization of the service of casual works. 1t may kindly
be noted that all those engagement was with definite object in
mind that is to save the corporstion and not to make any
additional commitment. We request the audit that the decision
of the management has to be appreciated in this matter and nat
o for blaming.

The good intention behind the engagement may be
ap];'_qr_eziated first and advise us through which channe] we
have ta go for to meet our labour requirements. As the
engagement was with the good inrention and alse for
savinig cost to the corporation the audit observation be
dropped. ) :

We are laking every effort to ensure parlicipation of maximum
number of Directors in the Board meeting by giving notice of
the meeting and _agenda notes at [east ten tlays before the
meeting and follow-up over phone , SMS and i person.
Despite this participation from the official Directors were on
the lower side especiaily from the Financc Department. Now
the position has 'rmbroved.

All Directors are appointed by the government [he
observation regarding appointment of Directors  having
professional qualificgtion and industry knowledge have to be

decided by the Gavermmcnl by considering its merits and
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demerits.

The gbservation that system deficiencies had not beer broughy
out for corrective action by the internal audit in thelr reports
will be brought to the attention of all internal auditors of the
corpnratidn. A copy of the internal audit scope ol work is
enclosed herewith for reference.

Regarding Debtors — we would be aking agpressive sieps lo

realize the pending dues as early as possible.

STt



Now we have a Vigilunce =iner aid lie i
duties very effectively.
The Engineering wing 15 ti. -ilatiiing sepera:

details of grant amaunt utlscd el other e

available which are reporre:d w the Depainen: -

We have noted the audit alresvanion wnd will § 1.

Steps o maintain a Sepani e o gisier dls B
showing the details suggesiiel by it

wWe will take necessary <lepe i naintaiing i

\regist'ers! as suggested byl e

For all major-common itenis ~ueh as cilly, o

toiletries etc., centralized bt sysom - b
and purchases are betng ot an ety kg

from the Commercl  Jepaiment  w

Government have also excinpivd K1 from -,
of the Siores Purchuse Wil

Now all the major unirs aie compuieized ol -
process of computerizing o otfier units alse,
pave way for geneiating uect epetation,

depariments.

We have been fallawing the metiols generiily « -
in the industry loy the past @ ver - veas, The o

i5 noted and we will ke reant v

ST1



;':required.

EThis has been brought o the notice of the Accountams of he
units and necessary faining will alsa bhe given. There is
adequate provision in the software, but the problem is mainly
due te reconciliation of the old balance Jt the time of change

" over to computerized system.

Necessary instructions will be issued on this matter and

will also be brought in the training classes.

L11
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We have taken serious noie ol oIl di recamandat

by the Audit. We have alicady disuessed all observ,

audit in our head oflice divisiun lead mecting e
taking earnest efforts o aven i wlverae Lo
would be implementing vains

{orwarded by the Audis,

IR I LT R RN A TH )

We are very Lhankful w e cadin b the Tapaes
pointed ow. We request the andit that uur expl
clarification submitted above . kmdly be o) o

observation dropped.

MM
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Amnexare 7 K
Statement showing loss of concession in Electricity Chargrs .:l o .
KD Hatels & Reseris Lioiited o
(Referred to in paragraph 213} o
. {(Amountin§_ - -
Particulars of Edectricity Pald at Payable st . -
;hm: of Charges Commercial | Ioduscris! c:;::‘:n 1
roperty {rom T005-07 ta 2018-11) Taritf Tarift
L Totzl Demand Cherges 1801516 1392109 408007
| Tea County, “Toml Energy Charges 6033578 | 5672265 366313 |
Munsiag Total Electricity C 1arges 7539694 | 7064374 118020}
Total Demand Che rges 3243212 | 7495436 45776
WaterSeapes, | Tatal Energy Charges 7314378 | 6250009 1064369
Kumarakom Total Electricity Charges 10555500 | 8745445 | 1810145
Tatal Eligible Congessinn 25B5465
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mpnexure §
t shuwwing bookings ihrough various mades in Major premium propertics i
KTDC Hotels & Resorts Limited
(Reperved to in paragraph 2. 16;

N

wre | zt0n0e W0 [ e
Sl Modex of

No.| Bookings | Room 1 Shure | Room | Share | Room | Share | Room | Share |
Nights | frvaen) | Nights | trer-sen | Nights Trv cewd § Nights | (per o)

1 | miRECT 20384 ] diie [ 1a680 | 313§ 13211 | a7 | 19301 257
= | SEGMENTT a1 | 18B& | 232 | 31| iteze| 2521| 129431 oms
3 | sEqmENT I e | 48s | 03| 32| 26a] s72| a0 e
[ Tseomentan | Sese| cee | asml am zis] il S 537
| | AGENT T
s | omHERs 4089 | 03| sy vz | wex| esed wses| 736 | 17war | e
| < | KTDC 800 vasl  seST| 1as6 | 7363 | 14| 7036 | 1esz| zai0 ] 1zer
T 7 [ corromaTe Vi) zae) MET| so9) e | oi8| 1e17| 34| poE | aor
" Toeer. oF o
* | Touamsm 8| aze 1| gal 8| was|  me| nart 63 g
elTIcH 116 1+ 23 15 040 § anl ] 0.00 3 L
i0 | GOVT DEFT. 95| 139 s9 | 1a{ s M| eiz] oes| il oes
11 | OTHERS 1257 057 1444 i 2408 5.23 315 6.51 102637 517
) 49537 | 18000 | <7004 | 10600 | 46003 | Lon00 | 48467 | 100.00 | 191086 | 100.0%

** Towrist Information Centray
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Annexure ¥ ]
Stat t showing ised performance of Litersight Tours & Travels and Jai’ - +-
Maruthy Helidays in
KTDC Hotels & Regorts Limited
(Referred to in paragroph 2.16)
| Tex Y Aranys, Lake-- [ o -
Particulars Coumty, § Ny, 1. Palhee - Bolpty.|

R [P & | 194312318 | 67336600 | 12030149 | sassim 11460251 iz
¢ OunlRomNighs - B 4897 20383 1246 e 26855 191088

Orveralh ARE. ¢ WT0M | 3S7 | 103943 | 20151 | 3hads 19646 I
IoevghtRovenor - D | 1IIISOT | 34VISSG | e | sbezess | Gearrl | easins 1iesssTs || 4T
Intarsight o Nights - E 5727 1632 36 ] 398 e 605 2134

, Intoryight AR _F | wwiv| nimas| smee| .| e R 197830
ity Reveous - G | 9986 | 70138 | 4eais | 69T eRIIE | 303456 TOIIINE | asAsssnd
JalMorutrs-Room Hights - A 94 L4563 2l 958 11 Flk 399% Tasls

JsiMarutiy AR 1 218451 | M0y | rsaani | aiam ] niooae 185813 [
Conbued (i Rovemne = | 2pusaen | e2bsana st | smasra | wemaw | asemsaso WS | %0su608

% g Chraral) Revemas 1948 [F 441 1035 2.4 1523 2549

m”‘ o Boan o w6al o 57 ns 308 MM veln

% 8 Overail Roamn Hughts 268 1541 057 14 137 2010 XA

Combined Qor i) AR ¢ zoe2a7 | wooeva | wooorzi | iiass | zisess 0150 1949.76
Revemae Ofbers - Mo A& | VISIOTOIL | 61132265 | 12309738 | 48502405 | 130360108 | Tooeetez SITIETIE | 4S50
Boom Night: Gthers -k wns 1ns ng | tsns | assdg 700 s | 1ser

ARE Otvms - O =MiN | 319754 183734 | 1038507 | 415 | 356138 269220 094

ARE Differtoce . P=0-L 5311|1538 187,66 15686 | s e 12118
; l-"""’"“*"“"’“"‘g"_"m C o sovmmnas | wveaninan | 2210800 | rsasirsm | imeess | esesimess | nrrrowsas | marmsass

Jerfao1L
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Anrpexure 10
ing capital expenditure of Tamarind Ensy Hot.ls of
KTDC Hotcls & Resorts Limlted
(Referred to in paragraph 2.24)

fdmngnr, - "

Name of ibe Unit 2(H)7-08 1008-09 2005-10 201011 Total
Zﬁgmw 569360 7200800  si807 10197] 1350
Kalady 1491169 53115 ,

| Mannargiat 89300 | 37x14S T s
Kondatty laz7158 3a671 | 230138 |

Nilanbur 1676647 | 2816147 | 1076270 700000
Thirunelli 844932]  71181] 35060
Parassinikadavy ) 280017 295758 ]40?95__ el
Kannur 3108884 | 1390731

Peerumadu 30| 487966 409215 |

Alleppy 150120 | 1025286 | 2022338 465613

Thrissur 200640 | 2962748 | 11026275
Chanpanagsery 239476 639368 249108

KoHam 8430786 | 1831968 20710

Total 112853 18400552 12924990 13273161
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Annexore 11
Statement showing reverue from boat operations (share of each centre is expressed as
percentage} in KTDC Hotels & Resorts Limlted

(Referred io in paragraph 227}
& in crore)

" Totattun 200647 00709 WoR0 | 200910 M10-11

Tota! Turnoveyof |

Company [ 5656 3934 4386 65,43 426

Tnegme from boating

Vel o 53 {17.1% A8 (15.38) 03 [14.18) .56 (20.59) .58 (20.71)

Kochi 0.1 {5.61) 0.11{3.53) 01t (278) 12 {441 045179

Thekkady 218 (68.13) 234 (74.04) 105 (7220 1.93 (70.96) 2,08 (74.68)

Kumsrakom T8 {5.63) 0.13 (417} 02 (3.04) 0 {147 0.08 {2 86}

Melampuzha .13 (3.44) 0.0 (2.88) L1 (276 007 (257 D06 (0)

Total 1.2 AT 308 i R0

Percentage of

revenne from besting 556 5.26 19 413 157

Note: Fignres in bracket represent parceniape
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