
\
i

FOURTtsENTH KERALA L.EAISLATTVB ASSET''LY

COMMITTEE
ON

PUBLIC UNDERTAKINGS
(2016-2019)

TWBNTY SECOND RBPORT

(hesetrted on 9th March, 2017)

SECRETARIAT OF TIIE KERAI,A LEGISI-ATURE

TTIRWANANTHAPUR.AM
20t7



FOUR'l TINTH KL,RALA LLGISLATIVE ASSEMBLY

COMMITTBB
ON

PUBLIC UNDERTAKINGS
(2016-2019)

TWENTY SBCOND REPORT

On

K.rrla Finetrciel Corporetiot
(Bascd otr the Reports of tte ComptloUcr rtrd Auditot Gctrcrrl

of Indis for the yes. cndod 3l Marcb, 2006 and 2012,

351n017



CONTENTS

Composition of lhe Commitree

Appendix II :

Noles fumish€d by covemmenl on the Audit .. jB

Paragraph

Annexures relbrred 1o in the Audit Repons

I

Inlroduction

: Repott

Appendir I :

' Summary of main Conclusionsnecommendarions.. 15

.. l1l

.. t12

.. 113

.. n3

4



COMMITTEE ON PUBLIC UNDERTAKINGS (2O1C2OI9)

COMPOSITION OF TIIE COMMITTBB

Shri C. Divakaran.

Shn T. A. Ahanmed Kabeer

Shri K- B. Ganesh Kumar

Shri C. Krishnan

Shri S. Rajendran

Shri Thiruvanchoor Radhakrishnan

Shri P. T. A. Rahim

Shri Raju Abraiam

Shri Sunny Joseph

Shri C. F. Thonas

. Shi P. Urni.

L.gis lature S ec te taiat :

.. Shi V. K. Babu Prakash, Secretzry

Smt. P. K. Girija, Additional Secretary

Shri P. B. Suresh Kurnar, Depury Secrera.ry

Snt. Decpa. V, Under Sccrctary.



, INTRODUCTION

I, the Chairman, Committee on Public Undertakings (20162019) having

been authorised by the Commiltee 1o presenl the Report on its behalf, presenl this

Twenty Second Repon on Kerala Financial Corporation based or the Repon
(Commerci:Ll) of the Comptroller and Auditor General of India lor the years ended

3l Marc!, 2006 and 2012 relating to the Publi€ Sector Underlakings ol lhe state

of Kerala.

The ajbresaid Reports of the Compuoller and Auditor Ceneml oi India were

laid on the'table ofthe House on 2&12007, l8-2-20l3 respeclively. The repons,

besid€s other lhirgs in their findings, brought to light some funclional
irregularities relating to Kerala Financial Corporation. The Commitle€, in

conn€ction with the perusal of reports. took nolice of the comparability of lhe

audil paragraphs pertaining to such inegulari.ies and decided 10 examine them

altogether. fhe consideration of the audit paragraphs included in this repon and

the €xamimtion of the departm€ntal wihess in connection thereto were made by

the Committee on Public Undenakings constiruted for the years 20142016.

This Repon was considered and approved by the Committee (20162019) at

ils meering held on 2 12017.

The Commutee places on record rls appreriarion lor lhe rsrrrldnce rendered

lo the Accountant Ceneral (Audit) Kerala, in the examinarion of the Audit
Paragraphs inctuded in this Report.

The Commillee wishes to express thanks 1o the officials of th€ Finance

Depaiment of the Covemment Secretariat and the Kerala FinaDcial Corporation

for placing th€ materials and information soliciled in connection with the

€raminarion ot the subjelr. The Commrrree al\o wi\hes Io rhanl rn paarcular rhe

Secretary to Govemment, Finance Depanment, and the Officials of the Kerala

Financial Corporatior who appeared for evidence and assisted the Committee by

Dlacins their views before it.

Thiruvananthapuram,
gth March, 2017.

C. DIVAKARAN,

Chaiman,

Commiuee on Public Undenakings



REPORT

ON

KERALA FINANCIAL CORPORATION

AuDrr PARAORApIf: 1,1 - 3.53 <2011-12'

Introdution

3.1 K€rala Finrncial Corporalion (Corporation) was establishcd iD December

1953 uDder the State financial Corporations Acr l95l (SFC Act). The basic

business objective of the Corporation is lerdjng to industdes and to suppon

sustaincd industnal growlh of the Slale with special allention to Mic.o, Small and

Medium Enterpris€s (MSMES). Provisions of the SFC Ac1 as amended in thc year

2000, coDlrol ind guidc the functions of the Corporalion.

Orged3ation&l set up

3.2 'Ihe Board ol Directors (BoD) of the Corporation consists of fol]I
rnembers nominated by Lhe Covemnenl of Kerala (GoK), two by Small Industries

Development Bank of India (SIDBI) and one each by Life lnsurance Corporation

of lndia and State Bank of Travancore. Policies approved by the BoD are being

implemented through the Chairman and Managing Director (CMD) who is the

Chief tsx€cudve Officcr. The CMD is assisted by a Corporale Secretary, three

Ccneral Managers and a Financial Controller. The activities of the Colporation are

being carried our through threc Zonal Offices dd sixteen BEnch Offices.

Scopc of Audit

3.3 The presenl performance audil on the working of the Corporation

conducted during March to July 2012 covers the period offive yerrs from 2007-08

to 20ll-12. This involved scrutiDy of relords at Head Office and eishl out of
sjxteen brdch offices, selected based on random sampling. we have raken into

account rhe dsla for four years ending 20lGll for the purpose of selecting the

sample as the figures for 2011 12 were not available then. We have also covered

the sanction and disbursemenl of loan up to the y€ar 20ll 12. Of the 1590 loans

disbun€d dunng the last five years in these eight branches, we scrutinised 138

cases based on materiality.

351t20t1
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Audit Objectives

3.4 MSME seclor is fast emerging into a major income generating 3n.l

employmen! providi'g sector in our economy. Main objectives of the pefomance

audit were io ascertain whether tbe Corporation was able to achieve its defined

objectives and whether:

. the Corpontion achieved its objeclives efficienlly, eff€clively and

economically;

. there was proper financial planning and mAnagement lo achieve

maximum efflciency in operations;

' adequale policies. procedures and systems were formulated Ibr sanctron

and disbursement of financial assis{ance and were comPlied withi

t an adequate system of inlernal control with regard |o sanclion.

disbursement and r€covery of dues was in place and operative;

. the system of rccovery oI dues and aclion laken in case of default was

efficicnt for prompt realisation of over dues; and

. One Time Settiement (OTS) schemes were implemented in accordance

with the approved policies.

Audit Critcri{

3.5 The audil crileria derived from the following were adoPbed !o assess 1he

pe.formance of lhe Corporalion:

. Annnrl B'rdgets including Pcr{ormance Budget, Annual Accounts of the

Corporalion, Manuals and Resolntions of the Boardi

. Laid down policies, procedures and guidelines of the Corporation related

to ftuncial management, sanction of financial assistance, disbursement

and loan recovery, relevant provisions ofthe SFC Act, 1951, guidelines oi
SIDBI and Reserve Bank of India (RBl);

. Norns fixed for calegorisalion of loa$/asset classification issued by

SIDBI and RBII
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. OTS policy, delegation of powers and canons of financial propriety;

. V&ious orders and circuiars issued by rhe Slale Covemment, SIDUI .lnd
RBI from time to rimet and

' Policies, guidelines and reports prescribed forAy Management

Information System/ internal control/intenal audit and Corporare

! GoYernance.

Audit Methodology

. 3.6 The following mix of merhodology was adopred for al(aining audii

' Review of Board Minutes, Agenda Notes, Minules of vanoult Committee
meelingsi

' Review of Business Plan and Resource Forecast (BPR.F) including
budgets and annual accounts ofthe Cor?oration;

. Exaninailon of rclevani provisions of SFC Act l95l and guidelines

issued by State Govemment, SIDBI and RBI from lim€ 1() time;

, Examin.ttion of Econonic Review publish€d by State Planning
Commission, informalion from official websites of Covernment of India
(GoI) and GoK and other Covemmenl irslitutiorsi

. Review of sanction and disbursement procedures, loan ledged records;

. Scrutiny of loan sanction and follow up fil€s p€daining to loanees/ MIS;

txaminalion of files pertaining 10 OTS sch€mest

. Test check of ioan files at selected branch offices and head office.

' FirrDciel Positior

3.7 Share capital of the Corporation as on 31sl Ma.ch, 2012 was I 2tt.97
crore held by CoK (1205.?4 crore), SIDBI (16.13 crore), Life lnsurance

Corporation of India ({0.07 crore). Siate Bank of Travancor€ (10.02 crore) and

other pnvale panies (40.01 crcre). The financial position for the period from
2007-08 1o 2011-12 and important liquidity rdros derived lrom the financial
stat€ments for lhe ctrresponding pe.iod e eiven in Annexure 15.



Wortitrg ReBultg

3.8 The Cor?oration had finalised its annual accoun$ up to 20lt 12.

Comparative delails of working resulls for the lasr five years up 1o 20ll 12 and

imporlanl protitability ratios perr-aining ro the conesponding pcriod are given in
Annexure 16. while the working of ihe Corporation resulted in loss of {28.15
crore in 2007-08 and I 76.36 crore in 2008,09, it showed protu in subsequent

years in 2009 10 ({33.73 crore), 20l0,ll (136.40 crore) and 20ll-12 ({4s.6s
crore). Tbe profit during lhese years was mainly due ro linancirl Eslrucruring/
rescheduling of loans as subsequently explained.

Audit Fitrdilgs

3.9 The audit objeclives, dit criGria and scop€ of the performanre audit
were explained to the Management in an Entry Confercnce (May 2012). Audil
findnrgs were reporred to the covernmenr/Managemenr (Augusr 2012) and

discussed in Exit Conference (Septenber 2012), which was anended by Special

Secretary, Financ€ D€pdtmen. of Covemmenr of Kerala and CMD of the

Corporation. The Corpofation replied (Augu( 2012) to rhe performance audir

repo'l. The replies from the Govemment are awaited (November 2012)_ Thc views
of the Management have been considcred while finalising the report.

FunctioliDg of th. Co4,oartion

3.10 As per Section 28(d) of the SFC Act, financial assisrancc is given ro

any industrial concem in respect of which th€ aggregate of rhe paid up share

capjtal and free reserves does not exceed 1en crores oi rup@s or sucb higher
arnount no1 exceeding thiny crores of rup€es as rhe Srare Governmenl, on thc

rcornmendalion of the SIDBI, may, by notification in the officiat gazene, specify.
Further as per provisions of Secdon 26(i) and (ii) of the Act, the eiposure limit is
I 5 crore fo. pdvate/public limited companies, co operative societies and I 2
crore for others. This limil is reluable up ro 120 crore and t8 crore respecdvely
with prior approval of SIDBL As per loan policy 2007-08, Commiuees
consritur€d at Branch Offices are comperent to sanclion loans up to lt crore.
Financial assistance above ll cfore and upto i2 crore is sanclioned by Zonal level
Connnillees, lods above {2 crore and upto i3 crore by Commjttces at Head



5

Office, loans above 13 crore and upto {5 crore by Managing Director with

fecommendation of Head Office Committe€ and loans abov€ 15 crore bv

Executive Committee. The maximun limit wa €nhanced to {2 5 crore, ?scrore'

17.5 crore, {10 crore and above {10 crore respectively during the ye^t 20)1-12-

Sanctioned loans are 1() be disbursed in instalments considering $e agreed debl

equity ratio and progress in implemenlalion ofprojects-

3.ll Recovery of principal is to stan after inirial tnoratorium period ranging

irom six months !o lwo years and recovery of interest from the next month of

disbursenent of loan. Rules and prdedures goveming sanclion and disbursemenl

of toans (Loan Policy) were formulaled in August 2005. Similarlv' the

Corpolalion had formulated a recovery policy in 2007-08 and these policies were

subject 1o changes fron) time to t ne.

Busitress Pcrfolmance

3.12 The details of achievemenis against targets fixed bv the CorPoranon bt
the lasl five years up lo 2011'12 were as follows:

({ in crorc)

-l

84293.94 269.25

.ll9 56

443.52

'f Loj4ll sl

(Source: Business Plan and Resource Forecast(BPRD)

3.13 The achievement of the CorPoratior was more than drc larget fixed for

sanctio! and disbursement of loan during 2007-08 aDd 200&09 Dunng the

467.r5



subscquenl three years, achievemenls against the (egcts for sanction and

disburcemenr varied ftom 50 to 62 per cent and 52 1() 68 per cen! rcspeclivelv we

observed that the annual BPRF were unrealistic as the plan documents hav€ been

prepared without obtaining data on actual requirenent of branch offices

3.14 As against 12930 crore targeted for sanction dur;ng lasl three years, the

actual (nei) applications received was for 11798.59 crore only This indicated

inadequacy ofnarketing ofits producls by the Corporation

Role of thc Corporatiotr in fitratrcitrg MSME scctor

3.15 As per 4th All lndia Census Reporl published in April 2011 bv

Development Comrnissioner of MSME, GoI, there were {1318 lakh unregistercd

a {1.50 lakh registered unils in Ketala as on 31st March, 2007 New unils

registered during 200'7-2012 \|ere {0.43 lakh During the sane period, the

Corporatior provided firancial assistance to 2706 units.

3.16 The Slate Level Bankers Committee, Kcraia also reported (March 2012)

that total outrlanding aSainst advances provided to the MSME secror as on

December 20ll by banks and other financ;al institutions was {26801 crore in 7.62

lakh accounrs. Other lhan the Corporalion, najor players in lhe field of financing

MSME sector were banks, SIDBI and Kerala State lndustries Development

CorDoration Limjted (anorher Sla1e PSU).

FitraDciel PlatrDilg

3.17 Financial planning of the Corporation involves estimation of
requirement of funds, decision on sources of bonowing and appropriate

investment activides. A5 part of belter financial planning, the Corporalion hns to

raise funds in most ecoromic mlnner and deploy it in th€ mosl eflicienl manner.

Rdchcdulitrg of loaD .ccoutrts atrd fiorrcisl rest cturirg

3.18 As pe. SIDBI guidelines if inte.est and/of installmert of principal

remain due for more thar 90 days, loans are classified as Non Performing Asset
(NPA). Inmediately before or after slippage into NPA calegory, the Corporario.
had been rescheduling such loar accounts with revised repayment schedule. As a

pre condidon for rescheduling, the Corporadon insisted seitlement of intcresr

arreffs either by remirling or by funding the same.
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3.19 As per rhe accounting policy adopted for income recognition, lhe

interest on loans under standard cal€gory was accounted on accrual basis and

interest on NP^.s, on cash basis. As per RBI guidelines, no accounl was to b€

raker Lrp for rescheduling unless alteratior/changes ir the original loan agreement

were made and financial viabiliry was established. This would require

reassessment of lhe feasibility of the projecl. Without udertaking such an

exercise, the loans were rescheduled and classified as standard assets.

3.20 During the last five years up lo 20ll-12, NPAS of {297.19 crore was

resch€duled and upgraded to standard category. We observed that 842 bolrowers

defaulred in repaymenl of 124.78 crore even after rescheduling. But for this

rescheduling/grant of OTS, rhe assets could have b€€n imnediatety taken over

under Section 29 of drc SFC Acl. The jmmediate impact of this faully

reschcduling was inflaled incone/profiLs being shown in the accounis despite

unc€rtainty of realisation. The Corporation stated (August 2012) that fot

upgradation of NPAS it followed the guidelines on prudential norms and assel

clxssification issued by lhe RBVSIDBI fiom rime to time. We, however, obse €d

that lhe Corporalion had not been following the RBVSIDBI guidelines for

rcscheduling of loans as stated above.

3.21 Th€ Corporation had wriiten-off loans anounting to {11758 crore

during 2008-09 and the cof€sponding provision ibr doublful debls of 18432

crore was reckoned as income- As pan of restfucturinS, the GoK had pemilted

(March 2009) the Corpo.ation to writ€ off accumulated toss against the share

capital. Accordingly, in the annual accounls for th€ yeal 200&09' the Corporation

bad wrilten off accumulated loss of {105 crore aeainst share capital. Thus the

Gov€rnment dd other share holders had 1o sacrifice 58.64 per cent of their equitv

3.22 The working results of the Corporalion for the last three years ended

March 2012, showed a profii of {115 78 crore This was after reckoning {76.63

crore bing recovery of princjpal amount of the loans writt'en off up to March

2009 as income. Thus the caPital restructurinB resulted in vitjating the working

rc.ull. of lhe Cotporauon by {?6.6:t crorc
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Thus lhe positive $orking result-s were mainly due to rescheduling lrnd

restructuring. The Coryoraiion while concurring wilh the audit observation suted

that the financial restrucruring enabled them ro se1 off iis accumulated loss and

reduce its NPA level.

Borrovitrgs

3.23 The Corporation Prepares, every yeat tsusiness Plan and Resource

Forecast, the Plan document which indicales resource mobilisation and rts

utilisation. The summatised position of aciual cash llow for thc last iive years trp

to 2011-12 is given in Annexure 17.

3.24 we observed $at when disbursemenl of loan increased from t 186't4

crore in 2007-08 to {464.5? crore in 20ll 12 lhe coffesponding increase in

recovery \{a5 <221.82 crcre ro 1430 15 crcre onl} The shortfall in cash inflow

du€ to insufficient rccoverv as well as increase in demand for loans was

compensaled by addilional bonowings, which increased from {75 95 crore ro

{394 crore during the corresponding penod

3.25 During the period under review' financial assishnce from SIDBI hM

reduced subsiantially from 54 per cenl of loans disbursed (2008-09) 1o 17 per cenl

(2011-12). To overcome the {inanciat crunch' the Corporation dvailed { 401crore

from commercial banks during 2010-2012 al intcrest mtes varving fiom 9 to 12 75

per cenr As per Section 8 of &e SFC Act, the Corporation can accepl pnblic

deposit with prior approval of RBl The request of the Corporadon to accePl

public deposil was tumed down (Novemb€r 2009) drre to poor working results lbr

the pr€vious ttuee yean, higher level of NPA and absence of credir nting from

approved raling agencres.

3.26 Tbe Corporation had to resorl lo expensive borrowings from baiks

instead of low cost pubtic dePosits. The additional expenditure towdds interest on

accoun. ofthis wo*€d out to I 8 23 crore' fbr th. years 2010'11and 20ll 12

The Corporation srated th.{ acceprdce of public deposir would result in

asset liabiliry mismatch atd the performance of the Cor?oration had improved to

become eligiblc to accept public deposit The Corporatiot hld also approached

(August 2012) SIDBI. The contentions of the Corporation contadict each other'

'll8ex6of i er61paid on bel( botutings ova inl€t€si (@ l0 25c; t"t onum) Pavabls on



9

3.27 Housins and Urban D€velopment Corporation Limited (HUDCO)

sanctioned (March 2011) a loan of ll00 crore !o the Corporation.

We observed that:

. A decision was tak€n to mobilise funds through issue of bonds in April
2010 to meet the target fixed for 201Gll. The bonds. however, were

issued only in December 2011, afler a lapse ol 1% years. The d€lay was

aftibured to get a better credit rating.

. Loan ayailed from HUDCO canied interest rate of i1.5 to 13 per cent as

against 10.74 per cent payable on bonds- The delay in issue of bonds

necessitated expensive bonowing from HUDCO.

' Since th€ Corporalion did not provide Govemment Buarantee in lhe

prescnbed lbma!, HUDco charged one p€f cent additional interesl

which worked oul lo 10.15 crore.

. The Coryoration did not assess th€ actual requirenenl before getting the

loan sanctioned. The Corporation actually availed loan of otly {z5crore. This

necessilated payneni ot ?0.55 crore lowards front end fee on sanctioned amount

as against 10.14 crore payable on th€ loan of {25 crore aclually rvailed.

. The Corporation pre-closed (December 20U) the ioan account by

utilising funds raised rkough issue of Non SLR Bonds and as a result had to pay

a 0.49 €rore towards pre payment charges.

The Corporation replied that the issue of bond was delayed due to delay in

getting credit ralirg and the pre-payment charges on ihe closure of loan had not

been paid. The reply was not acceptable as the pre-closure, wilhin six months, of a

loan availed for a period of teD yea's indicaied poor financial planning. Besides,

HUDCO had already approprialed (February 2012) 10.49 crore from paymerr

nade by the Coryoration.

TeDpoflry parkitrg of surplur fuDds

3.28 Seclion 34 of the SFC Act, pemits the Corporation to irvest its surplus

iunds in accordarce wilh applicable guidelines a:rd prudential norms atd in $rch

35 70t1.
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securilies as th€ Board may decide ftom lme to lime. As per coK circular
(November 1997) all Public Sector Undertakings (PSUS) were direcled to deposit

the Surllus/Res€rve Funds with rhem in Covemment Treasuries only. The

Cuidelines issu€d (December 1994) by Depanment of Public Enterprises (DPE),

GoI stipulated thal ther€ should be no element of speculation on the yield in
respe€t of investment of surplus funds by PSUS. I1 w6 cluified that PSUS would
not be allowcd 10 invest their surplus funds in Unir Trusr of India and orh€r public

ard'private mutual tunds as they were inherently risky. Il was funher clarified
(Novemb€r 1999) [rat the Non-Banking Financial Companies rnay be allowed to
invesl sur?lus funds in call money deposils after taking individual approval fron
Resene Bank of India.

3.29 The Cor?oration, in rhe absence of any approval in rhis regard. parked

surpl'rs funds ir Mutual Funds. The Corporation commenced transaclions in
mulual fund in September 2008 and during the p€riod up to March 2012, average

holding varied from { 2.70 crore to I 26.05 crore. The decision (July 2008) 1()

invest in liquid Fund.{Fixed Maturity Plans by th€ Board was againsl rhe

guidelines issued by GoVGoK. The mutual fund rransacrions of rhe Co.poration,
however, resulted in less€r retums than the cost of bonowings by {0. 8l crore.

The Corporation stated that the investment in Mulual Funds used to give

better relum than Fixed Deposils in banks and during rhe lasl three years

Corporation eamed an income of { 38.87 crore. The reply of the Corporaiion was

incorrect as on further verification, we, however, noticed $al rhe actual income
eamed as per fte annual accounts during the above period was I 3.14 crore only
as against { 38.87 crore claim€d by the Corporarion. Funher, ihe Board's decision
was contradictory to the guidelines. of DPSRBI and rhe prcvisions of rhe

SFC Act.

Suction and disbursernent of loaDr

3.30 Loan application received along with Derailed Projecr Report (DpR)
and olher documenls were to be evaluated by Technical/ Legal sections al Branch

Offices. Appraisai Notes were io bc prepared srating the narure of aclivily for
which financial assistance was requesledj pmjecr cosr and its sou.ce of finance,
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p.omoter's contribution to be brought in, narketing and financial viability,

manag€rial ability ofth€ promoters and their expertise in the field etc-

3.31 Since inceplion h 1953, the Corporarion had disbursed t 4169 crore in

40703 loan accounls. During lhe lasl fiv€ yeaJs up lo 2011-12, the amourt of loan

disbursed was 11808 crore (in 3458 ac€ounls), which work€d out 10 43 per cent of
tolal disbursemenrs made so far. Principal outstanding as on 31si March, 2012,

was ?1481 crore. A comparalive stalem€nt showing applicatrons for loans received

and loans sanclion€d for th€ last five years up to 20tl-12 is given in Annexure 18

3.32 An analysis of the actual disbursemenb in various seclors vis a vis the

exposure limits fixed by the Corporation rev€aled lhat disburs€ments to Hotel and

Tourism sectors conslituled 60 per c€nt of the total disbursements. Furlher in

200&09 it also crossed the eJeosure limit of 65 per cenl (Annexure 19)

3.33 With a view to safeguarding the interesl of the Corporation, an effective

atld efficienl system of sanction and disbursement of loans would involve ahe

following:

. The Intemal Rar€ of Retum (IRR) of the project proposed lo b€ linanced

should be significandy higher than the rate of interest chargeable on the

loan so as lo give a reasonable retum lo the promoters

. Professiond compelence of th€ promoter to run the business on profiuble
' lines ensures success of the proj€ct

. Sufficienl collateral security fre€ of encumbrance ensures safetv

. Willingness on the pad of the promoters to pan finance the project

indicates his commitment to ensufe success of the proj€cl

. The release of funds by the Corporalion af.er the initial exp€nditurc is

m€t by the promoter is an additional safeguard.

. Disbursement of funds in a phased manner linked to progress of 'xork
addresses the risk ofdiversion offunds.

The Cor?oration slaled tbat it had been fouowitg vdious safeguards to

ersure quality of lhe assets. Further, the value of the prime securitres a5
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on date was considerabty high as compared ro outslandiDg amount. We,
however, observed tha( rhe Corporation did not ensurc the quatiry of the
asset as evidenr from rhe succeeding paragraphs:

3.34 Loan 1() a charirable trust

The Corporalion disbursed (2007 2009) two loans of ?.21 crore ro a
charitable trust viz., Malabar Province OCD. Out of {17.21 crore, {4.48 crorc was
for consaucdon of a Spirituality Cenrre and a12.73 crore for a mutlipurpose
commercial complex.

' Loan ot {4.,18 crore was disbursed alrhough the projecl€d IRR of 3.08
per cent for Spiriruality Centre was far betow the rate of interest of 12.50
per cent of loan. This indicared rhat the Corporation did nol safeguard jts
linancial interest.

' Loan $ncrioned and d;sbursed exc€eded rhe exposur€ limit of t8 crore
fixed by the Acr ,id ar approved by SIDBL

. The financing of the rotal projeq was in the ratio of 0.99:1 by the
promol€r and the Corporarion. The Coryoration disbursed fte loan
wlthout ensuring that lhe initial 50 p€r cent investmenl war mer by the

. Though the trust defaulted in repayment and anears amounred to {10.82
crore (Augusr 2012), the Corporation did no1 invoke Sectjon 29 of the
SFC Acr ro re.ov€r th€ dues.

The Corporarion reptied thal the IRR was more than lhe inlcrest rare and rhe
trust had cleared (August 2012) all rhe arrears. The reply was not corrccr as thc
IRR (3.08 per cent) calcutared in respecr of Spirirualiry Centre was far below rhe
derest rate (12.5 per cenl). Furrher the totat loan outstanding a\ on 3t ADgirst
2012 as per ledger of rhe Corporation was <21.71 ctote includilg aflears of
110.82, €rore.

Loa[ to s glass bottle Eanufacturitrg udrt
3.35 The Corporarion provided (February 20I) a toan of t?.25 crcre ro

Exc€ll classes Lrd., (a Somania group company).

;:;l;rfi:1,::"" '"* 
purpose @m@i, conplex dd . , 3i cro€ in .e,pccr or
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We obs.rved the fo owing:

. No Detailed Project Repon was submilt€d and the Corporatiot did not

work oul IRR

. The past tack record indicated failure of the promoler to run the business

prolitably.

. As per the Corporalion's own assessment' thc project was unviable and

the promoters were not cEditworthy

. Despite ihe abov€, the Corporation did not obtain the personal property

of the Managing Director of the toane€ company as collateral security

. Escrow account to facilitale appropriation of a portion of sale proceeds

lowards repaymett of loan was not opened as stipulated while

sanclioning the loan.

. The outstanding loan was 18.01 crore including arreals of {077 crore

(August 2012).

The Corporarion replied that DPR had been submitted and IRR was

calculalcd. After appraisal of lhe project it was found lhat fie project merit€d

financing and personal guarantee ol Managing Director was also obtained The

loan was sanctioned a1 the inshce of Honble Ministers of GoK (Findce and

lndustrics), which was inilially denied (A gust 2009) by the Branch Level

Screening Commitl€e of the Corporadon on the ground of non-viabililv of lhe

projeci We, however, obserYed that the reply was not corect as the loane€ did not

produce DPR and the Corporation did not compute IRR. Personal guarantee of lhe

Managing Director was also not obtained

LoaD to r Ilospital ruD by Co_oPerativo Socicty

3.36 The Corporation disbursed (December 200n a loan of ?125 crore to

Peravoor Co-operative Hospilal at Kannur for construction ot a new block The

tolal projec! cost was 14 27 crore Tirne required for commissioning the project

wa,s l8 monrhs and repayment was to be made in 96 monthly installmentr' afier a

moratoriun of 24 months.



We observe.d the fo owing:

t The rate of interesr was ll.5 per cent. For project appraisal the annual
income reckoned was 12.92 crore as againsl 12.34 cror€ projec.ed in
DPR resulting in inflated IRR of 13.87 per cenr. Adjusring the IRR afrer
giving margir for advers€ business condilions. rhe project was not
credilworthy.

' Considering the existing assers ({1.49 crore) the maximum etigibte
amount of loan was 40.75 crore (50 per cent of ?1.49 crore). The
Corporarior disbuned .25 crore and in fact had $ncrioned a high€r
amount of 12 cror€.

. The loan was 10 b€ disbursed in proporrion to the progress jn
implementation. The Corporalion, how€ver, disbursed
(November/D€cember 200?) rhe amount even betbre the parry had
obtained the building p€rmir. The work had nor even commenced
(Augusr 2012).

' The bonower slaned defauking in repaying lhe loan afier remitling
interesr of t1.33 lakh in JaDuary 2008 and rhe amount outstanding as oi
August 2012 stood at {1.9t crore including arrean oi .09 crore. The
Corporation, however, did not invoke Section 29 of lh€ Act (o recover

. The Corporaljon srared that rhe loan€e proposed to se e lhe lo:rn ac€ounl
under compromise sertlement after disposal of rhe hospital properties. The account
is yet 10 be settled (August 20t2).

Loa! to a pa(trership firm
3.37 The Corporarion disbursed a loan of 11.50 crore to Haiilha tnveshenls

dunng January b May 2009 and an addilional loan of rupee one cro.e in
Decemb€r 2009.

We obsetved the tolowing:
. Th€ promoter did not have experience in running such a blsiness.
. The pmjecr reporr submitted by rhe promoter showed IRR of

6-83 per cenr. The income generared during 2009,10 was only 10.04
crore as agarnsr the projecled iDcome of .65 crore.

. Th€ promoter faited 10 estabtish markedng rie_up with eslabtished rour
operalors ard non consideralio, of rhe locational disadvanrages resulted
in project failure.
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. . Prior approval of SIDBI as required under Section 26 (ii) of the SFC Act
was not obtained.

. The firm defaulled in repaymenl and as on Slst August, 2012, the

oxlstanding amount was 13.04 crore including anears of {0.94 crore.

The Corporadon stated ahat the promoter hail prior experience in hotel

industry. lt was also slated thai the total asset value of the unil stood at {5.23

crore ard it was expected that the account would be closed shortly. we, however,

observed Lhat the promoler had no experience in the relevanl field as per lhe

bio-data furnished. Fullher, the above lapses iDdica{ed that the appraisal of the

project itself was wrong.

Loans to an exi3titr8 hotel grorP

3.38 The Corporation disbursed a loan of 14 crore lo Kanichai Hotels (P)

Limited during March 2007 io March 2009 for upgrading Hotel Lucia from lhe

exisring four star to five slar category.

. The borrow€r's track rccord in running the busin€ss was poor as they had

d€faulted an earlier loan necessilating givirgrelief under OTS. So it was

a fit case for outright reiection.

' Th€ past lrack record of another firm of ihe same management was also

poor. Two loans of 14.28 crore disbursed (July 2003 a.nd Ausust 2004)

w€re also under default.

. As againsi the tolal project cost of 18.24 crore financing to the lune of

14.24 €rore was 10 be done by the promoler' Initial funding of the 50 per

cent cost by the promoter would have be€n a clear indication of his

commitment to the success of lhe project. However' the funds were

released without ihe promoter doing the initial funding.

' The Corporalion assessed th€ utilisation of the earlier loan of t1.20 crore

(disbursed during March to May 2003) onlv in Julv 2006, afler a lapse of

three years and prior to disbursement of fresh loan of t4 crore'
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. Tbe loan was under defaull and the oulsranding amounr was {3.92 €rore

including anears of t1.52 crore (August 2012).

The Cor?oration replied ahat the loans were disbursed ir accordance with t-hc

Debt Equity Rario (DER) (i.e. 1:1) of the projecl. The reply of thc Coryoration w{s
nol conecl. As per ih€ financial statements of the loanee, the DER was al an

advers€ posil;on of 12.09r1.

Loaas to tle srDc grotp of co&paoies

3.39 The Corporation disbursed (May 2005 to March 2009) a loan of 12.08
crore to Southern Hospital;lies (P) Limit€d for construcrion of a lhrce star horel.
The project was to be complered wilhin ren rnonrhs from the drawal of first
installme.t i.e., by March 2006. The project was nor compl€ted so far (August
2O12r.

We observed that:

When the Corpo.ation disbursed lhe above loan, complerion oi an earlier
proje{l (a three star apartment hot€l) for which a loan of {3.50 crole was

disbuned (September 2003 to Decembef 200t was pording. The second loan of
12.08 crore should have been declined considering the faiture of $e promoter !o
successfully comptete fte first projeci.

The Corporalion further disbursed (December 2009 ro Augusl 2010) a loar
of t2.50 ffore ro Guardian Builders and Reatrors (p) Lld., a company promoted
by the same group, though rbe; rxack record was unretiable.

The Corporation insread of waiting for rhe successtul compt€(jon of rhe
earher lwo proj€cts and repaymenr of earlier loans as per rhe lerms and condirions
disbursed funher loan of 12.50 crore.

The borrower had also violared buitding rutes for the first project and
deviaied from rhe approved ptan resulring in canceltation (May 20ll) of the

The Corporation staled rhal rhe firsr prcject could not be implemented within
time frame due ro third parry lirigation and lhat rhc loan h{t since beefl ctosed
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(August 2012). The fact, however, remained lhat the two loans were under default

and th€ outstanding amount was (.1.03 crore including afears of 10.86 crore

(Ausu!! 2012).

LOANS TO TWO HOTELS IN 'IIIRISSI]R DIS'IRICT

Kan8&ppadatr Re3ideocy

3.40 The Corporalion disbursed a terln lom of 13.50 crore (October 2008)

to rhe above unit by lakin8 over an existins bank loan (12.07 crore) for

' completion of construction of three star hotel. The scheduled conpletion period

wlts seven wecks from lbe date of drnrval of firsl installmeDt (October 2008).

Following lapses were noliced in sanction and disbursement of the loan.

Assessment of viability is a very critical stage before disbursement of loan.

The'e wc\ fdilure to carry our such an e\ercise.

out of the lotal project cosl of {5.96 crore, the promorer was to contribute

12.46 crore whereas $e actual contribution was only {0.20 crore.

Without ensuring commitmenl of the pronroter by way of initial investmenr,

rhe Corporalion disbursed tbe loan. Non'contribuiion by the promoter indicaled

lack of bi! confidence in the profitable operation of the busin€ss.

Though the comnercial operation of lhe hotel slar!€d in Augusl 2009, the

parly defaulted (AFril 2010) in repaynent and lhe outstanding amoun! was 13.58

, cror€ including anears of 11.08 crore (Aueust 2012).

The Co.poration repLied ihat il was decided to fund the project afler detailed

appraisal of the proj€ct and disbursements were made ir installments aft€r
' ensuring promoters contribution. Reply is not acccptable as there was failure in

assessing cxpect€d income in a realistic 
'nanner 

and fie p.omoter had corlributed

10.20 crore oniy as €quily agains! lhe required arnount of 12..16 crore.

Dale lnd Carrirgion Invorlmcat (P) Ltd.

3.41 The Cor?oration sanctioned and disbursed (Augusl 2009 to March

2012) a tern loan of {4.81crcre for conslruction of a three std hotel.

351t2011.
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we obscrved that:

. The initial part of expenditure should have been from the promoter ior

ensuring lhe successful completion ot lhe project Thc Corporation did

noi ensure inveshent of Fomoters contribution of (2 65 crore before

disburs€m€nt.

. First installment of {0.15 cror€ was disbursed in August 2009 The

Corporation released subsequent installments without ascertaining the

utilisaliot of earlier instaUments.

. Oui of {4.81cmre disbursed, lhe Corporarion adjusted (November 2009

to March 2012) t1.48 crore (including t036 crore of a sisler concern)

towards arrears of interest. This indical€d poor rePayment behaviour of

the borrower.

. The botrower defauhed afld the outstanding amounl was 1530 crore

inciuding arrears of {0.58 crore (August 2012)

. The project scheduted to be completed by September 2010 still remained

to be compl€led (August 2012).

' The Corpomtion did no1 invoke Section 29 of the SFC Act

The Corporation while justifying lhe delay stated that the project was likelv

to be commissioned by September 2012 Reply was silent aboul inadequacy of

promotels contribution and irregular adjustment of disbufsemenl amounling lo

11.48 crore agajnst arrears of interest.

Loa! to s rew hotcl projoct

3.42 The Corporation disbursed (December 2006 to March 2010) {11.10

crore to Gold Coast Hotels C) Ltd. in 1wo loan accounts for constructiot ofa four

We noticcd that:

. As per lhe Act (Section 26) loans exceeding {5 crore required priol

approval fiom SlDBl. The Corporalion, howcv€r, sanctioned iint loan of

15.85 crore and an additjonal loan of 15 55 crore without complving with

the said Fovision
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. As againsa the required contribulion of {11.40 crore, the actual

conldbution by lhe promoler was only 16 crore. The promoler nol
making his palt of investment indicated rhat he did nor have confidence

in the succ€ss of lbe Plojecl. Ignoring this, the Corporation disbursed

lll.40 c.ore.

. The Corporation sanctioned the second loan for additional plinth srea noa

envisaged in the original project. The loan should nol have been

sanctioned. The Corporation should have insisted the borrower to net
the funds required for additional construction from own sources.

. The Projecl scheduled to be completed by April 2010 rernained

incomplete (Ausust 2012).

' Thc outslanding loan amounl as on August 2012 stood al i 11.95 crore
including anears of {6.16 crore and th€ unit was taken over (Section 29

of SFC Act) by the Corporation.

The Corporation stated that the value of land was limited to the documenr

value and if the actual cost was considered the investmenl would be subs.antial.

Reply was not tenable. As per the valualion policy of Corporador, the markcl

value could not be considered for valuation. The pioject failed mainly because of
inadequate cash flow md increase in plinlh area

LoaD to EVM group

3.43 The Coryoration disbu.sed (200&2011) loan of 14.12 croE for two

projecLs o{ same promoters. EVM Fuels Pvt- Ltd. (horel at Gnruvayur {3-08

crore) and EVM Reclamalions Pvt. Ltd. (Reclaimed Rubber production unjt 11.04

crofe).

we obsetved ke fo owing:

The Corporation failed to ensure in advance lhat the inveshent by the

promoter had been made b€fore disbursemen( o{ tbe loan. Thus the Corporanon

disbuned 13.08 crore as against the eligible anounl of 12.86 crore, being 50 per

cenl of investment of 15.71 crore (Jure 2011) as ageed uPon.

The projecl scheduled to be complet€d in February 2010 remained (August

2012) incomplete.
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The Corporation withou! waiting for the cornpletion of fte first prcject and

assessrnent of the promptness in rcpaymenl by the borrower, sancrioned (August
2010) another loan of {1.50 crore fo. seuing up a rubber reclamation plant with a

10ral cosr of {2.38 c.ore.

Considering the pas. track record of lhe bonower, the loan applicarion
should have been wisely scrutinised !o safeguard its firancial inreresr.

The Corporarion disbursed {0.54 crore. The bonower had utilised only
10.18 crore out of the first installment of t0.50 crore disburscd in Sepienrber
2010. Tlis indicated that the disbursemenl was not linked ro the progress in
implementation of the project 60 as to ra.ke care of the nsk of diversion of funds.

The projec! ro be complered by Febmary 2009 remained incomplete (August
2012) and the outstanding amounr of loans stood ar <3.30 crore (Augusl 20t2)
including afears of 10.09 crore.

The Corporation stared ftat the excess disbu.sements were made rehxing rhe
DER as p€r the lhen existing loan policy. The r€ply ignored rhe faci rhat as per
loan policy promoler's conrriburioD could be reteed only on the bais of
additonal collatcral security which was ror obtarned.

Lortr to Apart&etrt Complcx

3.44 The Corporarion disbu.sed a term loan of 10.68 crore (January to
At'gust 2008) to Shri Abi, T. J. of Snan Homes for conshrcdon of two sroried

We observed that:

. The Corporation did not ascenain rhe viabiliry of rhe project b€fore
sanctioning lhe loan.

. The loanee viotated the conditions of sanction and consrlcted third floor
withoul permission of the Corporalion.

. Credit raring of ihe unir was wrongty projecled as 72 per cent (very
good) as agairsl lhe aclual credir rating of 28.?5 per cenr (did nol merit
for nnancind.

. The Corporarion sancrioned 6.5 p€r cent of the projec! cosr as toan insrcad
of 50 per ccnt eligible as per loan poticy.
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' The Debl service Coverage Ratio (DSCR) and IRR of the project was not

calculaled and considei ed-

' The outstanding balanc€ as on August 2012 was 1047 crore including

arrears of principa! of (0.35 crore. The Corporation did not invoke

Seclion 29 of the SFC Act.

The Corporation replied lhal lhe value of mongaged prop€rty wa-s sufficient

1() cover the du€s and recovery acnon under RR would give the desired result than

rake over under SectioD 29 of the Act. The replv. however, *as silent about the

irregularities occuned in sanction o{ loan

Rccovory Parformatrce

3.45 Rccovery can be good onlv ii the project is viable and the promoter

shows his commitment to the projecl by funding iniiial pa of the investmetls

from own funds and offer secutity These basic requnements were mrssrng

resulrilg in high defrull rate and NPAS Percenhge of NPAS was as hiSh as 52 in

2007-08 as shown in lhe table below:

2010-rr 20ll-12

624.69 ao9.'t2 1036.06 1199.26

(41 (6)

46.66

48.23

(l in crore)

Assets i i

F"*d;;,JI 61'o I ;';
8"";;;;;^"**-t;* f .'-.1-_r
Doubrfulll Asserrr 44.40 I 3s29

i'-.;;"-T ;;;;; t,;.*
I
2

3

Asers rcFai.ed s rcnths NPA for I lo 2l
Asets reruiftd NPA for 2l lo sT nontts
As$ts Mained doubttul for I m.re $a 57 oonrbs
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(l) ,r' i ;;;
TOTAI NPA

(2)

394.89 213.92 281.43

Toral Loans and

Percentage of NPA

to Total lrans
52 136r_l i

'7 54.30 1.180.69

26

3.46 During the period from 2007-08 to 20ll'12, the loans and advances

had increased by 1726 crorc whereas t}le stardard ,r.!sets had increased by 1840

clore. Basically the increase in standard assets should noa be more than thal of
tolal loans and advances. The incrcase in standard asset compared to loans |rnd

advan€es wele atlributable 10 rescheduling of loans. Rescheduling of loans

r€sulled in conversion of NPAS to standanl assets. The large scale loan write off
({ 191-03 crore during April 2008 to March 2012) had also attribu(ed ro

substantinl reduction in NPA.

BxtcDsioD of OTS

3.47 All doub(ful loans and loss assets continuing in Lhc same category as on

tbe date of approaching for OTs/Compromise Se.tlenent (CS) are eligible for
seatl€ment under the scheme. The other conditions are ihar the default should nol
be willtul and the borrower did not involve in any fraudulenl pradice. Thus the

benefit of OTS js meanl for bonafide bonowers only. The lact thar lhe bonowers
took loans despne the projects being not viable and./or wilhoul making lhe ininal
funding indicaled that they were not bonafide borrowers. Ijxtension of OTS to
such category of bonowers was th€refore objecrionable. But the benefir of
OTs/r€schedulement of toans was extended to all defaulring borrowers.

During the review period, in resp€c( of 1179 loan accounts witb a lotal
oulstanding amount of 1416.67 crore (Mdch 2012.), the Corporation gBve a
massive benefit of {297.73 crore to the defauheA.

In r€spect of 431 loan accounas with a btal outstardirg amount of 1202.45
crore agre€d to be settled under the scheme for 1105.90 crore, recove.y oi i61.20
crore (March 2012) was pending which worked out to 58 p€r cenr of al05_90

(3) I r+t

r4?.15 I 285.43'I I
r71.84 I 1095.15 

I

+
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while granting OTS only interesl is to be waived and not princiPal But we

notic€d thar in respeci of 120 loan accounts undue b€nefit of lvaiver of 112 26

crore was given in Principal-

OTS is a mechanism !o be resorted 10 as a last measure before RR action is

in'tia|ed. In 339 loan accounts secuniies to the tune of {141'03 crore were

available. T.keover of these assels under Section 29 of the Act would have b€en

appropriale. Instead the defaulten were gjven benefits snder OTS bv reducing

Ltr"i, oUtisution to {56 16 cror€ as against th€ outstanding amount of 
'130 

50

Repty of the CorPorrtion thai willful defrulters we'e exciuded from OTS

scheme w,rs not acceptable as a test check revealed that in three cases the

Coryoration had allowed oTS lo wiuful defauhers also'

RccoYery from takol ovet u tg

3.48 As on 11 March 2012, the numtler of units raken over by the

Corpora(ion and pending disposal was 57 and amount outsb'ading against th€m as

on that dale was {92 14 crore (principal 
'9 

81 crore and inteftst 
'82 

33 crore)

The performanc€ wilh r€gard to recovery under Seclion 29 oI the SFC Act was

very poor as detailed below:

' hdng the period utd€r review' the Corporation disposed of onlv 24

units out of 8l units taken over. This leads lo two inferences Firstly' the

Corporation had firanced assets which had poor nErketability Secondlv'

delayed actlon uniler Section 29 of SFC Ac! reduced the value of assels

b prospe€five Duye.s

. Out of total 5? units pending disposal' seldement in respect of 26 units

(46 per cent) was p€nding tor more than len veals and the amount

outslanding againsl such cas€s was 149 02 crorE ( principal {3 46 crore

and interesl <45 56 crore).

' As per delails fumished bv ihree branches (Alapuzha' Paihansmthitta and

Kasargod) in seven cases, the value of assets in hand ({0 48 crore) was

even less than the principal 
'mount 

outstanding (i0 88 crore) whereas the

tolal amoun! outstatding was {6 36 crore



. The pending cases in Thiruvamnthapufam, Alapuzha and Kauapana
alone consrituled 51 per cent of !o!al unit! raken over by the Corporation.

The Corporation replied that invoking Section 29 was dore only as a lasl
resort and the number of units pendinB disposal afrer takeover had reduced from
300 to 57. We, however, obseNed thar the detay in invoking Secrion 29 reduces
the realisability of the assets to be taken over and majoriry of unirs taken over
were yet to be disposed of, which included cases pending disposal for more than

Rccovcry utrdcr RR Act

3.49 The Corporation hrd be€n inirialing acrion under Kerala Revenue
Recovery Act, 1968 to recov€r anears in repayments. The amounr rccovered was
174.71 crore during the y€ars 20ltlll and 20lt lZ. As on 31 March 2012, an

amou of ll04.2l crore towards principal and 11495.54 crore towards inlercst
was pending in respect of 1142 cases. As per rhe detajts fumished by eleven
branches (out of sixle€n) the age-wise pendeDcy ot'RR cases as or 3l March 2012

Cases having security

Nos.

5l

Nos.Principal

OutsLanding

46.43 t8.06 ,1

52125 85.57 20.'71

I More than ten yea$ 6.68 252 rii 6218.19

The Corporalion replied thar th€ reduction iD recovery urder RR Acr was
due io setllemenl of more D3 (loss assers) cases under CS scheme. The reply did
not refl€ct our observatjon abour huge volume of RR cases pending, which
includes 329 cases involving {135.06 crore srayed by the State Govemme.r and
the Cor?oration ilseli

Up to five yeais
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CaBe Btudy

3.50 We observed that the defaulting bonow€rs were favouEd by rle
Corporalion (306 cases of ll14.55 crore) and Honblc Ministerycovemment (23
cases of {20.51 crore) hahing recovery of dues. The derails are given in th€ lable

sl.
No.

ame of the I Amouni
borower I Disbursed

I

I

Dues

3lst
August,

20t2

Deficiencies in

lz)

Supfeme

Milk Lrd

13.26

(5)

l

I

l;

without collecting

invoking Section

29 of SFC Acl.

Though Seclion 29
of lhe SFC Act was

of promoter/

obtained.

quality of asset

2006.
Hence the quality
deteriorated heavily

D;sposal of

stayed by the lhen
Finance Minisler in
2001

absconding and the

$e

, id"hfii
iBuilder\ 

Pvr.

I

357/20r't

2.15



(l) (2) (4) (s)

R€venue Minister

- (6)

Corporation. Th€

CoForation did not

file criminal case

agalnsl |ne pfomoler

The Corporation

lsancioned 
(Mdch

12008) ors which

lwas erEnded ibur
limes up to June

2010. No amounl

had beer rcmilted

till date (March

2012\.

Chaiduam

Caies Pvt.

Ltd.

1.86 5.09 Section 29 of the 
lThe

sFC Acl was .or schedule

original

of
invoked. RR action 

lrepaymenr 
was up

inilial€d (Novembeflto March 2009 and

2009) was suyediir was rescheduled

(Febr{,ary 2012) bylin February 2005

the th€n Chief]extendins the

Minisler. Pe'soial 
] 
rcpaymenl p€riod up

propeny of rhe ]!o August 20i1.

prcmotcrs was rullHow€ver, th€ toanee

atlached. did not make any

payment

Falhima

Lrd.

0.93 r.33 Se.tion 29 ol the The loanee had

SFC Act was not submitled 42
invoked Revenue postdaled cbeques

r€covery initiated of closed bmk
(January 2010) was account indioating

sel aside due ro that the loanee had

26
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Bentek

cables Pv1.

Ltd.

r€pay.

Despite this, the

Corporation did not

Iile cnminal case

against the loanee.

s.",* ,, "r ,nJott * 
"tr.*o 

r-
SFC Acl was not l0.60crore agaiDst

invoked. RR action lwbich the loanee

was stayed by the lremilted only 10.1?

then

Minister.

Though S€ction 29

of $e sFC Act was

disposed of

The properly taken

(February

1997) was not

disposed of even

(october 2009).

The propeny was

returned (Oclob€r

2009) to lhe loan€€

intervention. Though

$e Corporation

agrced for lhe OTS

amount of {0.63

crore off€red by the

loan€e, the loanee

paid only {10 lakh

The Corporation

failed 1o recover the

dues even after
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The Corporation replied that action und€r RR was more desirable than

iakeover of the defaulted uni! under Section 29 of the Act and agreed that

intervention of the Stat€ Government had delayed $e recovery under RR Act. The

Corporalion did not conlesl the other observations and lhe fact remained that in

the above cases the Corporation failed lo recov€r the dues by initiating cocrc've

3.51 Deficiencies ir recovery process resulted in the bonowers being able to

lbwarr recovery lhrough courts (124 cases of ?32.48 crcre). we also noliced

serious deficiencies in other cases as detailed below:

Dues as

on 3l
August

2012

Deficiencies Further Observations

Rukr|1oni

Memodal

Devi

Hospital {2.08 cror€

defauh

Seclion 29

the SFC

954 No collaleral securilyoi

'l
<4.5',71

mder 
i

i:^

Utilisanon of funds was

nol ensurcd, thereby

lEcovery through

remitlance ol daily

lcollection from the

Lhospilal

sl.
No.

Name oI rhe lAmount

borrower lDisbursed
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29

f+;;' 1.80 | 5.48

I
";;;;[* 

*";;;]
aclion under I working capital 

I

Section 29 ot assislance for

cornpietjon of over

bridg€ for Public

The collaleral security

a!(epred was nol;

--

Compaoy

it*

disposable. The land

accepted \tas localed in

a higbly elevared rocky

place which was not

Though land was

ralued (2000) at 12.71

crore, rhe up*L valuei

fixed (200?) was only l

{ 1.62 crore indicating

inflated lalualion.

The Corporation did

not file criminal case

agarnsr Donow€r

though one of th€ post

rdar,ed cheque was

I ]atr'*-'"a l
Remainins r$o chequesl

lwere 
not Presenred onl

'due da!e, ,h* 
]

favouring the borower'
li- |----.1

4 39 lseciion 29 of The propelty was tak€n

the SFC Act over (2003) bY

I invoked was Revenue Authoritiesl

i -t r*i r"r lanrt sold (20071 to

Modem Rice 
]MilI



lrecoler 
sares rax du

The Collaleral sec

j*'""i""a in

lp***i"" of

ln*** Authol

ldespite 
lapse of ,

ye rs.

I
Secrion 29 of Though rhe unit

th€ SFC Aclltak€n over (M

invoked was 2001) it was not

not iruittul. The Rev

Authorities alta

(January 2004)

sold (July 2007)

indusuial land

recovcr tne sates

lrhe collateral sec

iwas 
under lhe cus

ofofficial liquidatol

Despile lhis

Corporation sancli(

]two 
Ioans (11.40 c

iand t1.20 crore) to

lsistcr
(Panchami Pack K(

Pvr. Lrd.).

4 Panchami

Expor!ers

F\1. Lld.

1.45 9.70

5 St. Mary's

Properti€s

1.50 18.96 S€ction 29 of]Hon'blc High

the SFC Acrlof Kerala or

i'voked was (Octob€r 2002.)

not ftuitful. winding up and

loficial liquidator

30

in the

: of eighl

(March

4) and

01 the

liquidator.

r rhe

Kerala

Coun

l.) for

)r sold
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l("'* ,*ll
propenies of lister

concems tor ? li.l0l

lcrore. 
rhe claims of all]

]crcdnon 
were seuled

ercepr rhar ol rhe 
I

lcorporaion. j

lThe Clorpomtion filedti""ii,ri.",." t"ol
claim perition for 

I

{15 05 crore only inl
December 20ltl.

The loan account has 
I

not beln seltl€d so far 
_l

The Corporation stated thal il was difficuh to take over hospilals under Section

29 of the Act and in olher cases the Corporation had initiated aciion 1o take over

ahe units, wherever it became possible. The fact however, remained that the

Coryoration failed to recover the dues

ItrtGrral/CoDcurre!t Audit

3.52 The Intemal Audil team coNisling of officers from general' legal and

technical sections was reporting lo the Deputv General Manager (IA&IW)' who in

1 m reported directly 1o the Chairman and Managing Direclor' The periodicitv of

intemal audil was generally six months 5nd davs alloited ranged from two to five

days. The system of inl€mal audit was repleed with concunent audil from

December 20ll onwards The Chartered Accountants appoinled as Concunent

Audilors do the audit of branch offices as per directions given bv the Board of

Directors. Manager Accounts ard Head of Department (lnlemal Audil)

cGordinare the concurtenl audrl dnd rniuale follo$ up dction on the

reconmendations oi the Concu.rent Auditors.

3.53 As discussed above we noiiced significanl devialions ftom the

approved loan policies, loan recovery policies, OTS/CS guidelines and provisions

ni ttre Src act (in 48 loan cases in 8 branch offices) The major laps€s nol'ced
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were sanction of loans ro ineligible unirs. exceeding the exposure limit in loan
sanctions, disbursements wiahout matching contribulion by promoter, sanclion of
loan bi-sed on wrong credit ra.ing, wlong lRR, DER, DSCR, iradequare security
and urauthorjsed constructions etc. None of the above lapses were reported in the
intemal/concurrent audit reportsj excepr some minor observrrions such as nissing
of Field Officer report, moni(oring cards, preliminary screennrg report erc., and
statistical infornatior rcgarding RR cases, undisbursed crcdit cases erc. this
indicated ihal eilher $e Internal Audilors lacked professional competence or rhey
did not have freedom to comment on serious deficiencies in decisions taken ar

higher levels of management.

lAudit Paragraph 3.1 - 3.53 conrained in the Repo of lhe Comprroller and
Auditor Ceneral of India for the year ended on 3l March, 2012.1

The notes furnished by lhe Govemment is given in Appcn.lix-ll

Audit Psrlgraph | 3,3.1-3.3.37 (2005-06)

3-3.1 Kerala Financial Corporation was €srablished in December 1953 un.lcr
the Stale Financial Corporarions Acr, 1951 to encourage, promote and aid
industrialisation in the State by providing firancial assislance in the form of loans
md advances !o small and medium scale manufacluring unirs borh for star[ing new
induslries jnd for expansior and diversificarion ollhe existing industries.

The Cor?oration also prcvides loans for service secrors like tourism
aclivities, holels, hospitals, nursing homes elc. The Coryoration provides need
based working capital assistance to small scale and medium scale industriat units
and The National Equity Fund for sma entrepreneurs for equity base support fol
setling up new industrial unils and also lor rehabililalion of exisling unirs.

Th€ managemenr of rhe Corporatjon is vested in a Board of j0 Direc(ors (as
on 3l March 2006). The Managing Drector is lhe Chief Execurive and is assis{cd
by a GeDeral manager, a Financial Controlter, four Depury General Managers,
Seven Assr\t.nt Ceneral Manager\ and thineen n,ua8cr\ ro lor& aller
administradon, accounrs, appraisal, recovery, rehabilitarion, enrreprcneur
developmenl progranme, iegal matler and inremal audil. The corpo.arion hast6
brarch offjc.s each headed by a Manager/Chief Manaaer who repons ro ceneral
manager through functionaries in the Head Offics.
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A review ot efficicncy in recovery of loans bv the Corporation was included

in the Repon of the Compsoller and Auditor General of lndia No 3 (Commercial)

for the yer ended 3l March 1989 Tbe Repon has nol been discussed bv the

Commitlee on Public Enterprises (Seplember 2006) Som€ of the major

deficiencies like inadequate and unrealistic pre-sanction appraisals sanction of

toan for unviable projecls, utilisalion of substantial porlion of funds bv the

Corpo.alion for repayment of obligations elc , which were pointed out in the

carlier review sill pe|sist as.oticed in the present sludy

Scope of Audit

3.3.2 The presenl pedormance review covers the performance of the

CoQoration wilh regard to appraisai, sanction and disbursement of loans duing

2001-02 10 2005 06 through a critical examination of the working of seven

branches (out of 16 branches) and the head office of lhe Corporalion Out of 968

cases of loan sanction and disbursement l98 cases were also reviewed in audit

Audit Objectiveg

3.3.3 The objective ot the peiormance rcriew w^ to exanine wheher:

. relou'ces mobilizaLion lor toan di\bur'emenL wa5 con ellrcrenll

. loan applications receiv€d were documented Pr€lirninaif scrutinv

conducled and further guidance Siven to the applicanls:

! proper cribria was iormulated for selection oi beneficiaries;

. the appr|isal of Projects and sanctioning of loan were as per

gurdeLnes/lhe lerms anJ condrlions lormulared:

. rhc toan disbursement and monitoring was proper: and

. an elfeclive intemal controt mechanism exisis.

Audit Critcria

3 3.4 The citeria used fot evaluathn otAudit objectives were as tbllo||s:

. timeliness it preparation of Business Plan and Resources Forecast' cost

ol resource mobilisalion and their deplovmen,utilisarionr

751120l?
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. eligibility criteria for selecrion of ber€ficiaries and ofter condilions
prescribed for sanction of loansi

t procedures prescribed for scruiiny and documenlation of loan

applications and guidance given ro rhe applican.s:

. guidelinevprocedures and targets for loan sanclion, disbursemenr and

recovery and achievemenr rhere against; and

' effecri\ene\\ of inrernal conrol

Audit Mcthodology

3.3.5 Audi adopted the fo owing nethodotog!:

. R€view of Business Plan and Resources Forecasl prepared by the

Corporation for mobiiizing rcsources for disbursemenr of toans

. Review ofsa.ction and disbursement procedures

. Scruliny of Board minules, loan sanclion and foltow up files penaining to

. Examination of documen$, files and regisrers penainjng ro loanees al

Head Ofice and seven branches ut fte Corporalion.

Audit findiuSs

3.3.6 Audil findings as a resulr of tesr oheck were reponed ro the

Corporariod covernmenr rn Augusr 2000 and di\cu\sed in rhe meeting of rhe

Audit Reyiew Committe€ on Public Seclor Enlerprises (ARCPSE) held on 25
Aususr 200b whrch was a(ended by lhe Se.rerary (t\pendrtu,!, ro lhe

Govemment of Kerala, Finance Depanmenl and rh€ Managing Direcror of the

Cor?oration. The views expressed in the meering have been taken jnb
Lonsrderarion while finalising rhe Pedonnance review.

Audil findings are discussed in rhe succeeding paragraphs:
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Relource mobilisstion atrd aPplicrtion

Busitrcss pla! sod Resource forccalt

3.3.7 The Corporalion prepares every vear a Business Plan and Resource Forecast

(BPRF) which brings oul the various sources fron which the resources requfed

ior loan aisUursement *ere to be met and also the exPecled utilization pattem of

the funds generated The BPRF for the vears 2001-02 to 2005 06 were prepared

w;th delays ranging up to thre€ monlhs from lhe besinning of the financial vear'

Oue ro ttre detay in preparalion of the budget the Corporalion could nol plan ils

activities well i; adv;nce. The details of resources planned' mobilised and utilis€d

during the five years ended 3lst Marcb, 2006 were as given in Annexuie l7'

The Corporalion failed to analyse the reasons for the wide variation between

ludgered figuies atd actuals- Th€ abnomal vdiation indicated lhal neither were

the business forecasts prepared realistically nor was the Corporation able to meet

fie ta.rgers of resource mobilisation and disbunemenl' which affecled ih€ overall

business operalions of tbe Corporalion'

It woutd be seen tom the Annexurc that:

' as against resources aggregaling between { 184 ?0 crore and { 244 38

crore mobilised during each of the five vears up to 2005'06' utilisatio' for

disbursemenl of loans aggregal€d between I ?9 98 crore and I 172 89 crore onlv'

and subslantial ponion ofthe resources were utilised for repavment ofbonowings'

. . while the overdues against principal during fie fiv€ years up to 2005-06

ransed between < 23219 cxorc and { 26134 crore' the loan recovery mnged

between 1120 95 crore and t 156 7? crore onlr'

. as against the total overdue (Principal and interest) ratging between

{ 53a.22 croie and I 695 61 crore, th€ total annual resource mobilisation during

the five yerrs up to 2005-06 ranged beNeen t 184 70 crore and 
' 

24438 crorc

onfv inA"u,ing ifto, ,tt" 
"xtemal 

resourc€ mobilisaiion ranging betwe€n { 36 crore

uni r tz:.+: crot" coula have been avoided The bonowings at high cost every

year wilhout Proper mobilisation of resources by way of recovery of over dues

iiolD roan""" indicated that there was no re-cvcling of funds and extemal

borrowings were being invested in irrecoverable loans'

Ihe deficiencrc\ noticed in re'ource nobllisahon lrom tarious source5 are

discussed in the succeeding Pangnphs:
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Share Capital contributioD

3.3.8 The Covemmen! of Kerata conlribuled { 31.3t crcre over the five yearpenod against a targered contribuiion I

conrributions were beins rereased,.,r" ii*'"-1,1""'ff;Jnl*,l[" ;flifl
Coryorarion was forced ro r€tain on an avera
Accounrs ror wanr or ways "". .";,:L;l"r;::"fi:i;::"J::J':i
released in lime as per requircmenr (he corporarron coul.l neirher uriliz€ the huge
baldnce ftrnds for disbursement of toans so a! ro rcduce the interest burden onexlemnl resources mobitised nor deptoy it in loans and advanc$ to generare

Rcfitatrcc from SIDBI/IDBI

3.3.9 During the five year endeil 31st March, 2006, lhe Corporarion haddrawn {2t4.69 cror€ (74.16 per cenr) again$ rhe tdgered drawal of I 289.5t)crore. The Coryorarion rcpaid < 276.gi c:rc':e (i02.42 per cenr) againsl the
mrgeted repaymenl of I 270.43 crore to SIDBVIDtsI dur;ng the same period. Thcr€paymenr to SIDBVIDBT was the lowesi during the year 2004 05 (42.80 per
cent) as agains( rhe repaymenl ranging between 95.77 and 127.a7 per cent duringthe remaining four y€ars period. The Managemenr in reply (August 2006j
allributed rhe low performance dudng 2004,05 to tower availing of reirnance. Therepr) rs.not tenabte rnce (he rflrgers for repayrr(n, were rnown In ad\bnce dnd the\noma wa\ du€ to non ava,labilir) of funds In I|me.

Statutory Liquidity Ratio (SLR) Botrds

Failur€ to iacorporato put/call optior
J J.l0 fte C,,rporarion hrd been mut

ll* **: .,*..,_* ;;* ; ;;;;::,;"iJ,?i", ili,:i1"'J"',",ili:
'}_v-len.luch 

bond. were floared. $e curporarron. rrom rhi pornr ur \re\a ofnnan(r.t pruden(e shoutd have incorpulrted f,uucal oprion in rhc fro\peclu, forfacilitaring redemption or tona. ur,., u tni.,m p€.iod of three ycars fron lhcdare ofissue so as to rake advanrage of rhe decrining rrend in rh€ rare of inleresr inlhe money market since June 2001. The prospecurs of bonds subrnjtted to RBI fbrJppro!rt. hosever. did nol IncoTorare puL/cr onrion.
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The Corporation subsequetdy allotted bonds to commercial/urban co-

operative banks and Provident Fund trusl almost every y.ar at coupon rar€s

ranging between 14 and 6.75 pef cent up to March 2003 and the outstandirg

liability as on 3l March 2006 was <- 6.93 crore The average cost of borrowings

worked oul to lt.60 per cen1.

Audil scruliny revealed that dunng 2004-05 and 2005-06 the Corporation

had suQlus funds lmonthly balance ranging between { 78 14 crore (September

. 2004) and { 36.37 crore (Februdy 2005)l in their cash/cunent accou'vshort term

deposits. As such the Corporation could have repaid these high cosl borrowings il
putcall oplion was incorporaled in lhe prospeclus for availing oi the advantage of

the falling interesl rale.

The Vlanagemenl stated (August 2006) that lhev had to control ov€r the

terms of issue of SLR bonils and €veryfiing was decided bv RBI and iniimaled

through SIDBL The contention of the Coryoration is nol acceplable as the

prospeclus of Bonds submitted to the RBI for approval did not incorporate the

purcall oplion despile lhe falling trend of inlerest rat€s and RBI used to approve

prospectus if it was finalized iD conformity wift monev market conditions Sinc€

fte surplus funds w€re fetching interest rates of 3 Per cenl only, the loss due to

non rnclusion of pu/call option and early red€mption of bonds worked ou! to

t 3.83croR tseies No. 2010 (v) and 2011(III)j.

Notr-transfer of exccBs fulds from the braEchcs to h.&d office

' 3.3.11 As per the Head Office dir€clions. lhe branchcs need to transfer funds

in excess of { 10.00010 the Head Office account on dailv basis- The Ernakulam

. branch djd nol follow thc directions and kep( hoge bal,rnces up to t 235 crore

Keeping huge balances in current accounls al the branches rcsulled in blocking of

funds which olherwise would havc been utilised efiectively for Sranling loans' elc

The Managemenl stated (Augusr 2006) tbal shnding instructions had been

issued to all branches to lxansfer funds in excess of a 10,000 to Head Office and

the huge balarces noliced in some branches on some davs were mainlv fu'ds

r€rained for issuing ch€ques lowads disbu.sement on succeeding davs The replv

is nor tenable since huge balances reported by Audit w€re b€ing maintained in
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coliection account (Account No.I) on daily basis. No cheque could be issued from
such collection account and lhe amounts were intended for lransfer only. For

disburs€menl, sep,Iale accounts (Account No.Il) wirh balances wer€ mainlained at

Rccotrcilietion of coDt ol rccourts with porsotral lcdgcr balatrces

3.3.12 The Corporation had not reconciled rhe differ€nce of I 2.39 crore
(as on 3l March 2005) between |he general tedger conlrot accounts and subsidiary
loan ledger accounts. The Statulory auditors had also commenred on non- 1

reconciliation &s well as non-adjushen. of balances under rhe suspense accounr

and non-r€gularisation of credit balance of I 89.97 takh (2004-05) in rhe

individual cuslomer a€counl. The delay in reconciliation/adjusrrn€nt of various
accounts indicated weakness in the inremal conlrot nechanisrn.

The Managemen. stated (Augusl 2006) rhat reconcilialion work has recenlty
be€n entrusted to an ourside agency with insrrucrions 1() conplete rhe work by
December 2006.

Loao Srtrctiot aDd Diabutsement

3.3.13 Till July 2003 rhere was no codified procedure giving derailed
guidelines lor the appraisal. sancrion and disbursemenr of loans. procedure/

guidelines were issued in piece-meal in various circulffs for guidance. A qualily
syst€m procedure 0SO 9001 2000) for approvat and monitoring of loans was
devised by the Corporarion during July 2003 only giving guidetines for appraisat,
sanctron and monitoring of various loans. A loan policy was formutated during
August 2005 giving a general idea of various schemes operated, maximum .
amount of loan granred, pronoters conrriburion required, rate of irteresl,
repayment period, collaleral security norms. detegation of powers for sancdoning

Th€ position of targel and achievern€nr in respecr of loa, sancrion and
disbursement by the Corporation for rhe fiv€ years up ro 2005_06 was as indicated
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2E0 61.75

44.22254

205

220

61.29 160 66.03

The loan sanction and disbursement targets of the Corporalion were reduced

from t 350 crore and a 280 crore in 2001-02 to I 180 crore and < 160 crore

respectively during 2005-06. The Corporation could not achieve the targets fixed

(sanction as weil a-s disbursements) in anv of the five years up to 2005-06 The

achievemenr agaitst sanction ranged betweeo 46 81 per cent and 78 51 per cenl

whereas wilh r€lerence to rhe disbursement rr wa\ derseen J8 b5 per cenr and

61.75 per cent. The shortfali as compared to targets in sanction and disb'rrsem€nt

of loans ranged belween 21.49 to 53.19 Per cent and 3825 to 6l 15 per cenl

resp€ctiv€ly during this period. Even with reference to lhe reduced level of actual

sanction ol loans the actual disburs€ment came down from 10554 per cent in

2001-02 to 66.03 per cent in 2005-06.

3.3.14 The details of loan applications received and sanction€d and

disbursed by the Coaoration during the five years up to 2005-06 are given in the

Annexure 18. h can be seen from the Annexure lhal over lhe years there was

significanL reduclion in loan applications considered' s'nclioned and disbu{sed'

The Manageme'l slated (August 2006) (hat SSI unils becoming non-viable'

absence of new units in the manufacluring sector, entertaining onlv good and

viable projecls and proposals were the r€alons for decline in loan applica'ions

(l in crore)

tzt.t3

fiz a9

ll2.ll

lt9_02

109.81

.No physical largcis wre ixed
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received. It fur$er srated ihar compelition from banks, high jnreresr rales charged
by the Corporation. detay and lenglhy procedure, poor p blicjty on vari;us
schem€s and srrergth of fte Corporalion and lack of awareress among
ennepreneurs were rhe other reasons for decliie in rbe loan business. The
Mandg€menr: repty $d: \rtent as ro wh) rhe\ \u abt) Jddres\eJ
by the Corporation.

In order to evaluate the performarce and to assess fte exposurc, the
Cor?oration carried out a sector-wise anatysis ar the end of each financial year. tl
was, however, noriced ftar no foreca$ allocaring funds in accordance wilh the
sector,wise performance was being done before the begjnning of lhe ijnancjal
year. The d€fecb in appraisal, sanclion and loan disbursements as discussed in
succe€dng paragraphs conrribuled to rhe high percenrage of delautt by the

Loitr srtrctiotr

3.3.15 While rhe CoDoration prescribed etaborate procedure for sancrjon
of loans, it was observed that these procedures were nor berng sr.icuy fbltowed
resulting in sanction of loans wirhour proper appraisal of projects, ensunng
managerial efficiency of enrrepr€neurs, ensuring adequare coilateral securiry.
Funher, loans in some cases were sancrioned even ro loanecs who were chronic
defaulters, elc., as discussed in the succeeding paragrapns:

SanctioD of losn without propc!/sufficietrr recunty
3.3.16 As per the norms prescribetl, rhe roanees were ro iurnish collateral

secunty equivalent lo 150 per cent of rhe sanctioned amount for term loans, where
the unir is functioning in rented/teased premis€s, 100 per ce,t in casc of units
locat€d in industrjal esrarcs, 50 per cenr in rhe case of unirs in own premises. ln
resp€ct of working capiral loan, rh€ requiremenr was 100 per cent in own premises
and 150 per cent in renied premises, and for shon rerm toans the collal€ral
coverage shoutd be 150 per cenl of the loan amounl. The inlenlion behind
accepting higher security was to safeguard fte financial interesb of lhe
Cor?oration in rhe evenr ofdefault of principaj ano rnrerest amourt.
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The Corporation was, however, sanctioning loans withour ensuring adequacy
of se€urity as prescribed and without conducting effeclive site inspection to ensure
reliabilily of securities. Due to this the Corporation could not often recover the
overdue amounL\ arising from default. The derails of amounl sancrioned/
disbursed, security required as per norms and value of securily obrained, amount
outslanding &s on 3ls! March, 2006 in resp€ct of nine such cas€s involving
overdue amounl of I 5.53 crore are given in Annexure 19.

Ir respect of these cases the followins impodanr deficiencies were noriced in

. ln the case of Cannannore Roller Flour Mills (P) Limited (Sl.No.l of
Annexi're 19) the loane€ had to tumish collateral security wonh 12.63
crore for obtaining lhe workjng capital term loan of I 1.60 crore. Againsr
this, the loan ol I 1.75 crore was sarctioned and I 1.60 crore was

disbursed on the collateral security wodh { 1.58 cror€ only. Though rhe
securny was assessed at I 1.58 cror€ before releasing $e loan, ir was
revalued al I 136 crore (July 2005). This showed over valualio' of th€
securily propeny at the time of loan sanctiorfelease.

. The Managemenl stated (Augusi 2006) that the loan was secured by both
industrial and collateral securities valued at t 2.70 crore and a slighr
dccreasc in the up*t valuation of land did not mean that lhe tusr
r'alualion w|rs on the higher side. The reply is not corfecl because lhe
loJn was secured on the basis of both collateral and industrial security
valued at { 1.58 crore only and lhe subs€quent valuation was I 1.36 crore
showing a vanalion of 14 per cent which was material.

. Out of 75 cenls of land accepted as security from Pat cardens (Sl.No.s of
Annexure 19) 50 c€nN was earmarked for industrial land ({27.50Iakh)
and 25 cents as collateral security ({ 13.75 lakh). Subsequent valuation
(May 2003) revealed that the value of collaleral security cLlne down ro
t 5 lakh. Based on the valuation in August 2005 the collateral security
would fetch only I 8 lakh which was not sufficient for the loan of
{ 28.65 lath. Thus tl|e collateral security was over valued at the time of
sarction. It was also noticed that the loanee had also rvaiied a loan of
{ 10.50 lakh f.on the Co-operative bank for construction of Auditorium
on the secunry of $is 75 cenls of land.

)5112411
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. At the time of loan appraisal it was rcported that ihe collateral security
off€red (25 c€nts) was not sufficienl for ihe toan amount .ecommended.
As such, the ioanee was required ro produce additional security worth ?5
per cent of the loan b€fore drawing any porrion of rhe loan. Though a
special condition to this effect was included in rhe sanction order, this
was nol adher€d to.

. The Management stated (August 2006) rhar the assers available would be
sufficien! to r€cover loan dues. It wasj how€ver, noiiced in audit rha(
even after advenising twice (AuBust 2005 and February 2006), the sate
did nor materifllise in the absence of suificient bidders.

. In respect of all the ttuee propedies offered as secunty (collateral) by JJ
Exports (Sl.No.6 of Annexurc t9) the legal section al Kotlayam branch
was required to verify the genuineness of documenls with reference ro the
records kept at various Stale offices. The v€rification was, howev€!, nol
done before sdnction and disbursem€nr of 

'oan 
and thc documenrs offered

as security were subsequently found ro be forged.

. The Managem€nt stared (August 2006) that ir had accepted the
documents in good faith. Th€ reply is not acceptable since the legal
personnel of th€ Corporarion failed in their duly of ensuring genuineness
ofdocuments.

. It was fuiher observed that the unit was ser up lor exporting gotd
omamenis. The pany, hourever, did nor have any experience in rhe exporr
business. At the time of enquj.ry (May 2001) belore sanction, it was
noticed rhal the pany had staned expon business abour six monlhs back
only and the machinery inslalled were nor operarionat. Considenng rhe
facls that there was no proper collateral security and th€ firm was not in
exrstence, the chances of recovery of outstanding amount of I 31 lakh
were remorc,

As per the prescribed norms, the addirional loan coutd be g.rnled to a
concem when its past re€ord was favourable. Afsal Cashew packers (Sl.No.7 of
Annexur€ 19) was a known defaulter. The pady defautted in making paymenr
despile the business being in prof( indicating rhar rhe pany was a willful
defaulter. Ignorirg this, additional loan for workirS capitat was sanclioned by the
District Manager. The endre properry (including the primary assets) offered as



43

security for the original lerm loa.n was revalued at I 8.05lalh only against which

working capital loan of ?18 lakh was sanctioned ir August 200l The

Marasemenl staled (August 2006) thar thd loan was sanctioned on the basis of
{olal security including collateral security. The reply is not acceptable since the

pdrnary assets were already pledged againsl the original loan and cannol be

considercd as collateral security for the subsequent loan.

Sanctiotridg of lortr to chroDic dcftulterg

3.3.1? In the appraisal memorandum, the Corporation had prEscnbed

questionnaires regarding the status of previous loans, if any, to avoid release of

fresh loan lo existing defaulted loanees. It was. however, noticed thal loanees who

were chronic defaulters were grarled iresh loans by the Corporation as discussed

Mrlnartkad wirct
3.3.18 The Corporalion sanctioned (January 2001) a shon term loan of

( 92 lakh to Mannarkkad Wines, Mannarkkad (MWM) on the collaieral s€curity

of one acre 2l cents of land at Mannarld(ad aloss with lhe hoiel building situated

thereon valued a1 { 1.38 crore. The purpose of the loan was to meet rh€

expenditure on repair and modifications of the existing holet building, for

acquiring furnitue and equipments, for paying bl]r licence fee and to neet lh€

working capital requirements. The loan of t 92 lakh was disbursed (February

20Ol) after adjusting interesl a.rrears aggrcgating to 113 60 laklr du€ from their

associale concems which were financed by the Corporation The loane€ defaulted

in repayment of installments and as per his request the principal oulslanding as on

31st March, 2002 (l 78.31 lakh) was allowed

(Apil 2002) 1o be repaid in installmenls

Meanwhile another short ierm loan of I2333 lalh was sanctioned

(March 2002) to the same firm lor rcnewing the bar licens€ and also for minor

repails of the hotel building agains! the same security given for the first loan,

which was no! adequate. The shorfall ifl security was covered againsr ifte excess

security giv€n by an associate conpany for availiltg loan The entirc loan of

I 23.33lakh was adjusted (Maich 2002) towards lhe arrea$ outstanding in their

previous loan account and the accounls of the associate flrms MWM default€d
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repaym€nrs and the lotal amounr outsranding as on 31st March, 2006 amounted toI 86.40 lakh wirh overdue of I 38.39 lakn

Audit rcrutiry revealod t[e followiag:
. at rhe fime of appraisal of loan of I 9

sa,clioned four,oans b,r.". _"# :*"'.x 3nffi?:.i,:J::::l
< 2.n crorc and the outstanding (JanuaIT 2001) batance against lheseaccounts amounted ro a 3.33 crore. The pany,s deatings w;rh rhe
Corporarion were, iherefore, not sarisfacbry. ,I.he 

vatuc of fixed assets ofthe firm was_l 24.96 lakh only, wnereas tbe cosr estimabd for irsrenova.ion and repair worked our ro { 1.50 cro.e and th. fir_ h"d;;;g;;
a shon term loan of { j crore agairsr which { 92 I"kh *r. ."."1i.".; 

";;
. ar rhe iime of appraisal of lhe second ioln, lhe firm was a chronic

:::11:j *i Revenu€ R€covery p.oc€eqrnss were underway. wr econsrdenrg tie toan apptcarjon rhe Corporation i, u|l "*" ;ppr^i,d,
repora€d that fte ne! worth of the firm was nol sho_ing favorr.aUte rreraand the unit did nor sarisfy rhe etigibility criterja fix; f", *""t.;;;snor rerm loan. In spire of this, rhe District kvel Screentng Conmittee:
sancrioned th€ second shon rerm loa
Jusrificarion. 

n of I 2333 lakh' witlout anv

. one of rhe conditions at the rime of I,
anears in ofter r.." *"",; d;'il"[J"il],:":J",::1[
concemt shoutd be cleared befor€ rhe disbursement 

"f 1".". Ir-;;r,however, noliced rhat I 13.06 lakh (towards rhe affeus in other loatraccountt w.rs adjusled from rhe disbursemeDrs ofthe first shor( term loanof I 92 lakh. Similarly, the entire secoi
,h" ,.""^ 

'" ,h". i;;; ;;ffi ;;#,::ll;:',"il1:::,:;11:.#:
amounred !o sancdoning of lresh loans for adjusring rh. ,."r.. i, ;;;;
1-.-. ":::""]"- * as ro chanse the smlus or rhe loan from sub,srandarddoubtful ca(egory to standard category. .lhis 

madc rhe toaneeetigibte for fresh toans

3:T:^H:1,:tri#T,fr ffi Hoepdses 
cnie'Brech Meaed, oinen rion rehini.ar.
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The Managemen! stated (Augusl 2006) thar the loans of the sislei

concerns have been closed and the loan of N|wM alone was outstanding and the

dues were belng remiu,ed al the rale of I 25000 per week with post dated cheques.

The reply does nol explain the reasons for granting loans to a ckonic deiaulter

and adjusting the amount agains! the dues oftheir sister€oncerns.

HolycroBs IloBpital

3.3.19 The Corporation extended (199&99) a term loan of I 50 lakh to

Holycross Hospital, Pudukkad and the unit started tunctioning (November 1999)

An Additional loan of { 56lakh was sanctioned (March 2001) for completion dd
expansion of the hospital on the security of primary assets already pledged for

availing the original loan of t 50 lakh. Oul of I 56 lakh sanctioned and

I 21.58 lakn disbursed, the Corporation adjusted the interesl does of i 19.78lakh

outslanding against the original loan of { 50 lakh and the loanc€ was paid only nel

amounl of I i.80 lakh (March 2002). Both the loan accounls had been in default.

The Corporation proposed (November 2005) to take over the hospital under

Section 29 ofSFC Act. The promolcr's ofler for a One Time Settlement (OTS) for

129 lakh was rejecled by.he Corporation. The balance oubtanding in borh fie
loan accounts logether amounted to {1.07 crore with overdue principal of
{ 26.50lakh and interesr (,f l35.07lakh (March 2006).

It was observed in audit tha! at the time of disbursement of additional loan,

the Co.rporation was aware of the fact thal the loanee was not in a position lo

repay the loan already laken due to poor performdce of the hospital. In otder to

help the unit, the loan repayment was rescheduled and the interest meds were

adjusled from lhe disbursed amounl. By adjusting the interesl arrears agaitst the

iresh loan and reschedulinS of loan repayrnenl, the loan status was convert€d from

the sub-standard/doubtful to standard calegory. By regulansing the default, the

assisted unit was made eligible for iresh loan.

Audit scrutiny further revealed that in the absence of post sanclion

inspection there was major devirlion in lhe civil work executed by the loatee

resullirg in incrcase in constructed area of the project by 355 20 square meae.

Thc solvency of the promoters was also assessed on the basis of statements made

in tbe affidavits filed by then withoul verifying the facts
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The Managemenr srared (August 2006) that they were aware of the major
deviation in civil wo*s at the time of sanction of additional loan and rhe loan was
sanctioned for improving viabiliry of the hospiral bu1 rhe projec! was not
irnplernented. The reply is not acceplabte since ihe Corporation granted a.tditionai
loan even afr,er knowing abou( rhe poor perfonnance of rhe hospiral and capaciry
ofthe loanee to r€pay, which ulrimatety rcsultert in beavy overdues.

Satrctioa of lo&tr to ontrcprcreur! Dot haviDg sufticient expcrtise

3.3.20 In the appraisal memorandum, rhe Corporation had prescnbed
questionnaires regading qualification, experi€nce in th€ line of activily, technical
expertise of Fomoters ro ensure rhe eff€€tive and efficienl inptementation ard
functionirg of ihe projecl If the pmrnorer has .o exp€rience i, ihe propose.d line
of activity or has no idea about rhe proposed venture, rhe key personnel behind the
venture/experienced p€rsonnel 10 be appointed {e to be interviewed. It was,
howevet noticed that in rh€ following c&ses lhe prescribed procedure wrs nol
followed.

Erumap.tty Mcdical Cetrtrc (P) Limir€d

3.3.21 A term loan of I 50lakh was sanclioned (March 2000 ro Janurry
2001) ro Erumapetty Medical C€ntre (p) Ljmited for a hospital proJect in Thrissur
distric.. An addirional term toan of { 15 lakh was atso sanclioned (June to July
2001) for complering the project. The loanee d€faulted (June 2001) the
r€paymenls of loan and the dues accumutated ro I Ll8 crore (March 2006)_
Revenue Recovery action was ini{iated to recover the dues. As againsr the
Corporation's offer (January 2003) of one time sehtement for I 75 lakh the pal1y
€xpressed willingness to rente the case for 172.50lakh which was nol accept€d
by the Corporarion.

The followin8 points wer€ noticed during audit:

. The promoters and directors were marrjculates and did nor have ary
exposur€ in rt|e hospital business. No rechnical/professional consullanr
was even engaged by the promolers. Thumb impressjon of lhe Managing
Director in the agreement execured with lhe Corporalion was nol
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. The onginat projecl cost of { 1.56 crore was revised to I 102 crore a$d

while proposing the addilional loan (November 2000) the esimated cost

was ircreased to I 1 57 crore This showed lack of prope' professional

expedise in conceiving the project and ils implementation'

' The condition for inclusion of a qualified doctor (prescdb€d white

granting the additional loan) iD the Board of Dilectors was not insisted

upon for comPliance

t Interest arfea.rs amounting 1() a 4.99 lakh were adjusted against the loan

disbursements, tbereby, converting NPA inbo a standatd assel Due to

such adjustment, the loanee did not gel the benefit of firll loan The

default was, thus, got regularised and the loanee became eligibl€ for

fudber loan. The Corporation was also accoutling lor ifierest income in

such cases, in violation ofRBI guidelines.

Thus, lack of proper expe.ise on th€ parl of promotervdirectors of th€

company and proPer appraisal ol the project couPl€d with non-adherence lo the

condilions stipulaled by the Corporution resulted in default of repavments

amounting to { Ll8 crore

The Managemenl stated (Augus. 2006) that scheme for financing hospital

projects framed by the Coryoration does not envisage $at tbe promoters should be

crhnically/professiorally qualified and in this cale qualified doctors were

appoinlFd before commencement of operation and sanction of addiiional loan The

reply is rot l€nable since qualified doclors were not appointed to lhe Board of

Directors so as to ensure tbe viability and better performance of the hospitai and

rhe loanee ultimately tum€d oul to be a defauLter'

MaDjatalavilayil Hospit&l

3-3.22 An amounl of { 28 lakh was sanclioned (Mdch 2002) and

disbursed (April to December 2002) to Smi M Marvkuttv Babv' the chief

promoter for constructing a hospital. The tolal cost of the projecl was I 44 55

Lakh. Repayment period was !o commence at lbe end of 12 monlhs of drawal of

first instalmenl of lerm loan and thereafter in 84 monthly insblments The loane€

dcfaulted 37 instalments of repaymenls and the loan outstanding was < 45 46lakh

(March 2006) with overdue principal and interest amounting to t 29 81lakh
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The unjl was raker over (April 200t under sec{jon 29 of The SFC Ac! and
it was found lhat the entir€ planr and nacfiinery, hospital equipmentfurniture had
already been removed f.om the unil. A c:l"se was lodged with rhe police (Juty
2005). The taken over assets were adverrised for sale (August 2005 and January
2006) but no response was received (June 2006).

Audit scruliny revealed as lbllows :

' the pronorer and co obtiganr were nol professionally quatified for
running a hospital and were having rhe quatification of SSLC and p.c
Degree Course respeclively. Though the wi ingness of rwo specialisr
doctors 10 assist in the projecl was produced, the Corporation did nol
ascenain rhe guarante€ of their servicls. Whe, the public protesred
(Augusr 2004) regarding fake doctors, the promorer abandoned ihe
hospital after removing a the equipments, furnilure, erc., and the
hospital has been closed since rhen. Thus, granling of loaD to promoters
without ad€quale knowledg€/ski in rhe bnsiness r€sutted jn rhe closure
of the unit and default in repaymenr of loan.

. The upsel valuation done (D€cembcr 2005) revealed rhrt vatue ol
security was I 45.83 larh (bolh primary and collateral). As againsr the
loan outstanding of {45_46 lakn the vatue of securiry excludirg the assets
r€moved by &e promoler (t 11.64 lakh) nmounled ro < 14.19 lakh only

The Managemenr stared (August 2006) rhat since the promoter had
managerial expenence and there was enoueh back up seryice of quatjfied docrors
they acc€pled the project and financed it and rhal, as per norms, professionat
qualificarion was nor essenliat for the promoter. Ir was dso sraled that when the
an€ars mounled up rhe Corporation took possession (Aprit 2O0t of rhe coltateral
secunty and fil€d a criminal complair! aeainsl the promorer for rcmoval of
machircry. The reply js rot tenable since adequare back up service of qualified
doctors was ror avaitabl€ in view of the fact rhat the doctors subsequen t rumod
out to tr€ fake and the promoaer absconded after rcrnov)ng macnrnery.

Prrnrvam Modoro Rice Mill
3.3.23 me Corporarjon financed p.anavam Moilen Rice Miil,

(a proprie.{y firm) by giandng a rerm joan of { 30 lakh (January b Seprember
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1999) and working capital loan of i 45 lakh (January 19991o September 2000).
The boffower defaulted in repaymenrs and arrears amounted to I 1.67 crore as on
March 2006.

Il was noticed in audil thali

' the credit-worlhiness of lhe bonower and co-obligant was nor ascertained

by lhe Corporation prior to sanctioning ofloan;

. lhe bonower and the co obligant w€re not in a position to raise funds
(Working capital) other thar the loan ava;led from the Corporarion;

' the promolers neirher had any experience .or any required skill in
running such a businesst ard

. there were defauh in repayment of loan insralmem since January 2000.

The Managemeni srated (Augusr 2006) rhat the loan was graDred

considering the vast experience of the promorers i.e., falher and family in simitar
Ileld and thal the promorer and co-obligan! had raised required capirat for
implemenlalion and also for workng capiral. The repty is nor acc€prabte as $e
promoter could not ultimately manage rhe business and the unil remained closed

due to non-availability of working capital.

K.R.P Etrlcrpri!os

3.3.24 A short term loar of I 30 lakh was sanctioned (May 2000) ro
Shri K. R. Prasad, th€ propnetor of K.R.P. Enlerpr;ses, Trivandrum (KRP) engaged
in the expon of sized granite. The loan was intended for starting export of rna.go
pulp fbr which an agreenent was stated to have been entered into wilh ore firrn in
Tamil Nadu for preparation and supply of required pulp on commission basis. The
loa' was disbursed (July 2000) on the personal g'rffantc€ of two co obligants and
collateral security of land wilh a building valued at { 46.57 lakh and owned by
one of the obligants. The loan amounr was to be repaid in tw€nry morthty
installme'ts of { 1.50 lakh each commencing from l0rh Ocrob€r, 2000. Of the
repaymenl made by KRP by way of 20 chequ€s of ? 1.50 lath each, only two
cheques were honoured. Thereafter lhe loane€ did not make any paymenl and had

been absconding. The dues outslanding were to the tune of I 84.63 hkn (March

2006). The land wilh residenlial building offered as collaleral security was taken

351t21)t7
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over (De€ember 2003) but the Corporation could not dispose ot the same in spite

of repealed advertisements.

Audil scrutiny revealed the following :

. Though the S€reening Committee deferred the proposal (May 2000) on

the ground that the applicant had no expeneDce in manufacluring ol

mango pulp and the activity proposed was marnly irading in nature wilh a

_ firm in Tarnil Nadu, the loan was sanctioned by the Managing Director.

. Originaily, the collateral properly was valued al I 46.57 lakh but on

reva'ualion (July 2004), the value of securily was assessed al I 31.61

lakh.

Thus, sanction of loan to a firm having no prcvious expenence in the

intended busiress and without proper appraisai of loan application lcd to
non-rccovery of dues amounting to I 53.02 lakh (afier taking inlo accounl the

securities held wonh I 31.61 lakh).

The Managemenl staled (August 2006) thar the shon term loan was

sanctioned by the Managing Director exercising the powers conferred. based on

clarificarions obtained from lhe applicant. It fufher slaled lhat instead of filing
criminal complaint against dishonour of cheques of the loanee. security offered

was taken over since it was more effective. The reply is nol acceptable as lhe

dishonour of ch€qu€s given by lh€ loane€, his subsequent absconding, e1c.,

indicared that lhe Managing Director's decision, over riding the recommendalions

of the screening committee. lacked justification.

NoD- itrsirtetrcc otr spccial cotrditiotrr

Pomly Food Producr! (P) Limited

3.3.25 The CoQoration sanctioned (November 20ol) a term lom of
I 3 crore 10 Pomsy Food Products (P) Limited (PFP) Ior seuing up a biscuil
manufacluring unil at Karunagapalli. The loan was secured by personal guaranree,

pari pasu charge over fixed ass€ts and first rharge over collate.al securities. The
project was jointly financed by the Corporation and State Bank of Travancore
(SBT), Emakulam. The cost of the project was estimated at t 9.85 crore our of
which { 3 crore was the loan component of rhe Corpo.ation which was disbursed

during the period November 2001to March 2004.
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Subsequently, based on the request of PFP' the Corporation sanctioned

(April 2002) and disbunted (April lo July 2002) a bridge loan of { 24 lakh to

support the promoler's contribution. PFP staned (Mav 2002) commercial

produclion. but defaulted rcpayment of principal and interest from the beginning

ilself. At the end of March 2006 an amount of I 3 66 crore was recoverable from

PFP with t l-47 cror€ as overdue. Action for tachmenl of properrv under Sectim

29 of the SFC Act, l95l for realisation of above dues was ve( (Mav 2006) to be

initiated.

I1 was noticed by Aodit lhat the loan sanction slipulated raising of

promoters' contnt ulion by PFP 1o lhe extenl of i 4.85 crore from I 3'39 crore

and an escrow rccount to be opened with SBT where in a paniculaf percentage of

tumov€r was to be credited for purpose of dislribution to finarcial institulions in

proportion to th€ term loan liabitity These conditions, however, were not insisted

upon for compliance and this result€d in conversion of dues amountirg to t 1 47

crore into non-performing assels

The Managem€nt stated (Auglrsl 2006) lhat action was underwav for

opening escrow account al the earliesl

DISBURSEMENTS

Disburscmctrt of loens witbout cnruring sufficiclcy of proDotor''

cotrlributiot

3.3.26 The corporation a-ssesses loan eligibility based on the promolers'

contribulion and other criteria Promoters' contribution ranges from l0 per cent

to 50 per cen! on the larious schemes. Financing under 50 per cenl promolers'

conlribution is applicable 10 only those unils situated on own land (privale land)

for cenain schemes. I! was, however, noticed that in the following cases thes€

conditions were not followed

Crnnrtrore CouDty Club !trd R6sorts (P) Limitcd

3. 3. 27 A term loan of { 1 50 c.ore was sanciioned (Nov€mber 2002) to

Cannanore County Ctub and Reso.ls (P) Limired for sening up a hot€l project at

Cannarore. The project cost was I 3.11 crore with promoters' contribution of
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t L6t crore (51.71per cent). The disbursement was made during the penod from
February 2003 to March 2004. In response ro the loanees.equest (Aprit 2004)
for an addirional t€rm loan of ?50lakh ro meel lhe increased cost ofproject due to
major changes in civjt construction and ircreaseo area. the Corporaljon sanctioned
(June 2004) loan of t45 takh. Ar rhar rime tne prolect cosl was assessed a( t3.90
crore wrtn promorer,s coniriburion at a1.95 crore (50 per cenr). The disbursemenl
was made durjng Augusr 2004 and February 2005.

TIie .eso.t wa. inaugurated on 4 Ocrober 2004 and the loan posi.ion as onll Mdch 200b showed an overdue principat ol t2472 takh and lrre.e.l ol
tl2.88lakh.

It was observed in audir rbar ar rhe time of sandion of rhe original rnn loan
(11.50 crore) ir was sliputated thar 50 per cenr of promoter,s coniriburnrn should
be broughl in before disbursemenr. One of lhe special condjrions prescribed was
that the paid up capital be mised to I Ll,, crore (promorers contribulion ar
51.71per cenr). As per rhe cenified accounh (31 March 2001 and 3l March 2002)
of the loanee company, the paid up capital was only (l crore and promorer,s
conlribrtion (i t.6l crore) was worked our consrderng the unsecured loa,s
brought in by the direc(ors as weil. At the dme of sancrion and disbursemenr of
additional loan of t 45lakh also rhe promoter.s contnbution worked our to 25.64
per cent only. Thus, the loans w€re sancrioned and disbursed wilhoul ensuring rhepromole.s contribution at 51.71 per cenr and fie contnburion was nor mainl;ned
even at fte required rninimum levet of 33.33 per cenr.

Mrs Motcls

.- . 33.28 Smr. Nazeema Becvi, propdelor, Mas Molels (MM) approached(July 1998) Corporalion for a Term Loan ot I 45 tatd ibr construction of hotelbuilding and equipping fte same. Totat cosr of rhe project was l. 1.45 crore oul ofwhich 184.06 lakh was stared to have been spenl by MM lowar.ls cost of land(l 73 lakh) and devetopmenrbuilding (t ll.06 lakh).

Without verifying rhe correctness of the
by MM. ,'e corpora,ion assessed,r" "."rJ;":L'.'iil;'.:.:X]:ff::J1#sanctioned (September t998) a loan of { 33lakh. At rtre t;me of accepting rhe tanA
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of 53.5 c€rts ofiered by MM as security, the Cor?oralion ilself valu€d the same

laDd al ll9 lnkh (47.5 cents on m€asuremenl) as against the original value of
?73 lakh acceptcd for purpose of promorers contribulion to make MM qualify for

thc loan. The loan of 133 lakh disbursed (February 1999 to Januey 2001) was

defaulled. Despite the sick slalus ofMM a further loan of ?73lakh was disbursed

(December. 2002 10 March 2003) and out of which, funding ol interest amounling

1Cl I 12.71 lakh was allowed.

The Co.poralion look over the asset (January 2002) and released (December

2002) il as a pan ol revival programme. The Corporation subsequently took over

the asset (Fcbruary 2004) for the second time ard offered one time settlement al

I 56 lakh ((Xlober 2004) which did not materialis€. In January 2005 the

Co.por,rlion released the charge over l0 cenls of the securitized property on

acceprinS I 13.50 lak}l. An amounl of 142.78 lakh was overdue (March 2006)

from MM wilh lolal amounl recoverable at { 69.09lakh.

Audit scruliny revealed as lbllows:

. the Corporadon accepted the over valuation of land by { 54 lakh to make

MM eligiblc for the loan by making up lhe promorers' contribution.

' solvency of the pany was nol assessed properly and the hotel project was

lying idle for two years for want of addilional funds/working capital.

. additional loan was sanctioned irrespective oflhe facL thal lhe project was

a failure and a! that soge rehabilitation as a hotel was nol feasible.

107. The Management stated (Augusl 2006) that a-s pef financing norms and

guidelrnes fte land co.t had been lrmued lo l) p.r cenr of proiecl co.l and lhal lhe

solvency of the proprieters and co-obliganl was assessed as per affidavils filed by

ftem. The reply is not acceptablc sitce fte valualion of land was nol limited to

15 per cent at the lime oi 4praisal of the loan there by inllating promoterj

conribution. other wise {he applicalion would have been rejecled. Later at the

time of acceplance of security the land cosl was assessed at { 19 lakh orly nuch

below the onginal proje€lion given by the promoler. Acceptance of affidavit

wirhout verification was also not conect.
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Plaza Intcmatiotral

3.3.29 The Corporaiion sa.ctioned (March1998) and disbursed a rem toan
of I 60 lakh to Plaza Inlemational for rhe construcrion of a holet projecr. When
|he proj€ct building was nearing complerion, the loanee submitted (February
2000) an application for an addirional lerm loan of a 30 lakh for staning rhree slar
hotel with bar facilily. The revised cost of rhe projecr was assessed at I j. 50 cfor€
with the promot€r's contriburion al t 60 lalh (40 per cenr). The addjlional loan
was sanctioned (March 2000) and { 2l lakh was disbursed (Arlgusr 2000 and
March 2001).

At the time of disbursement of second inslatment of addilio.al loan the
eligibility as per pmmoter's conrribulion was only I 7.10 lakh againsr which
116lak'll war disbumed. Thus, the Corporation retared the condidons of loan and
disbun€d the amounl even rhough rhe promolers bad not invested as per th€

Though the hoiel started functioning with eff€cr from November 2003, rhe
total r€payment made lowards rhe rwo loar accounts was I 37_50 takh only. The
party had defaulled the repayment and the mounr lo be r€alised amounted !o
{ 1.53 crore (March 2006) wirh overdue of I I.37 crore (boih principat and
interest) falling under doubtful - II category of NpA. The unir was raken over
(April 2005) under secrion 29 of the SFC Act and advenised for sale lhrice
(August 2005, March 2006 and July 2006). The sale had ror maledalis€d
(Septemb€r 2006).

Thus, the failure in ensurirg inveshenl 10 be made by rhe promolers
r€sulled in accumularion ofdues ofrhe Corporarion.

The Management srated (Augusr 2006) thal rhe condition regarding
promolers' conlribution was relaxed ev€n rhough ihe promoler had not invested
the required contribution tor rhe spe€dy imptementarion of rhe projecrs and since
th€y had already released subslantial amounl by way of loan. The artempr ro sell
the taken over u t did not marerialise in rhe absence of sufficienl bidders. The
fact, however remains lhar the undue favour of relaxation of promoteA
conlribution for rhe second loan i, the nam€ of speedy implemenration did nor
serve the purpose and only increased the anears.
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DtvElstoN oF toANs

Itrdidn& Prdcls

3.3.30 Indiana Panels applied for a lenn loan (working capital) of I 1.50

crore (December 2000) for proiuring raw materials in bulk quan.ity. The unit was

in existence since 1994 and engaged in ihe manufacture of veneers from imponed

timber. After considering the loan proposal, the standing commillee sanctioned

(March 2001) I 1.50 crore for procurement of raw materials and disbursed

(April 2oovMarch 2001) { 1.35 crore in iwo instalments.

The party was not regular in paying inslalments and the loan account had

iallen under doublful II category of NPA. An amount of a 2.71 crore was

oulslanding (Ma.rch 2006) witb t 2.47 $orc as overdue tow&ds principal and

inreresl. The unit war nol in operation and Revenue Recovery action was in

proe.€ss (June 2006).

I! \ras noticed in audit that though the Ioan of a 1.50 crore was sanctioned

for procurement of raw mat€riai, major portion oI the same was utilised by the

loanee for clearing the cash credit/arrears of an earlietloan taken by the loanee

from the bank. This resulted in the fir'n ulilising only 33 per cent of the amount

released, for intended purposes. Thus, sanclioning of a loan for a panicular

purpose and utilisalion of the same for other purposes resulted in failur€ of the

Foject, rendering an smounl of {2.47 crore as NPA.

The Managem€nt staled (August 2006) that the borrower requesled ihe

Corporadon to release a 9l lakn direct io the bankers for cl€aring the loan availed

for workinS capilal and getling do€uments released. It was also slated that an

amount of a25.04 lakh was realised from sale of plant and machinery of the

loanee. The reply is not tenable since the toan from bank was akeady availed by

the loanee at the time ofsubmissiot of application to the Corporation in December

2000 and by disbursing the loan sanctioned for impon of raw materials, for

liquidating fie then exisling liabililies of the loanee defeated the purpose of
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ADJUSTMEN'I oF LoANs AGANSTovDR DUES

Krishna GsrdcDs Regency (P) Limited

3.3.31 The Corporation sanctiored (June 2000) a term loan of ? t_2S crore

to Krishna Oardens Regency (P) Limited for conslrucrion of a hotel. The loan was

sancdoned on lhe security of ass€rs of rhe company and co ar€ral securiry of
properly valued al I Ll2 cror€ which was already acccpred as colrteral securily
for a loan of <74.58 lakh availed by Anugraha Complex (AC) a sisler concern of
the promoters. One of $e €onditions for sanclion and disbursem€nt of rh€ rerm
loan was thar the ourstanding dues of AC would be adjusled from rhe

disbursemen{ ot the lerm loan. Banking on lhe same s€curity. anolher term loan of
i 50 Iaft was sanctioned (February 2001) and disbursed (MAy 2001) ibr
completion of the holel building and equipping rhe snme. A Short Term Loan ol
I 22 lakh was also sanctioned (Seplember 2002) and disbursed (Ocrober 2002).
Thus, against a collateral security of ? l.l2 crore rhe Corporation disbursed an

aggregate Term Loan of.l 175 crore and sho( term loan of 122 lakh during the
period from June 2000 ro October 2002.

The aggregare amounl ourstanding agains! rhe above lerm Ioans and short
term loans as on 3l March 2006 was { 2.68 crore (principal I t.83 crore and
interesl t 85 lakh). The overdue principat and interest amounled to { 1.80 crore.

Audit scrutiny revealed the following:

. Out of the le'n loan of { 1.75 crore sanctioned and disbursed for
coNtruciing and equipping th€ hotet { 67.89 lakh was adjusted agajnst
the dues of rhe sisler corcem ofthe company.

. at the time of appraisal of rhe shon Grm loan of I 22 lakh it was
recorded that th€ loan accounl of rhe party was in h€avy arears and thal
the unir did nor fully sarisfy any of rhe five etigibitjry crireria for sanclion
of sho.t term loan. In spire of this. rhe loan was sancrioned by the
Managing Director. The loanee did not se(le th€ short term loan account
even afier a delay of l8 monlhs (March 2006).
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. though the pLrrpose of the loan (shod lerm loan I 22 lakh) was to meet

the bar license fee of { l5 lakh and working capital requiremenls. the

Conpany had already availed I 14lakh from Federal Bank fo! meedng

bar license fe€ which indicated the fact thal lhe loanee was availing loans

from differenl financial inslitutions for the same purpose and also not

meeting the commitments.

118. The Managemenl stated (August 2006) that the amounl sanclioned for

construc{ing and equipping the horel was released as re-imbursement against value

of assets crealed by the principal firm and adjusted against the dues of sisl€r

concems and this had not affected implemenlation of the project. The reply is not

acceptabl€ since lhe amount sanctioned as loan for implementation of the project

was adjusled dire€tly against dues of the sisler concems and the Corporalion did

not have any mechanism to v€rify whether the principal firn was implemenling

the proj€ct against funds borrowed from other sources.

PNM golpitala, Kattatadl

3.3.32 Th€ Corporation sanctioned (January 2001) a lerm loan of I 1.80

crore ro PNM Hospitals, Kattakada (PNM). Th€ disbursements started with effect

from February 2001. An additional loan of I 1.47 crore was also sanctioned

(Seplember 2002). It wai nodced in audit thal an amount of 168.78 iakh was

adjusted towards principal and interesl dues outslanding againsi various earli€r

loans out of a 3.27 crore disbursed to the loanee up lo June 2004. In February

2005 anolher loan of I 3 crore was sanctioned for expansion works. The

disbursements conrn€nced from April 2005 and an amount of a 1.56 crore was

disbursed (up ro March 2006). From these disbursemenls also, lhe Corporation

adjusred { 30..151alh against the anears in earlier loans.

Thus, out of the total loan disbursemert of { 4.83 crore made (up to March

2006) to PNM, < 99.24 lakh (20.s6 per cent) was adjusted towards pincipal a'rd

int€r€st dues ouhBnding againsl five other loan accounts The over dues as on

March 2006 amounted to a 2.81 lakh ({ 1.52 lakh plus t l.29lakh).

But for fie adjustmeni of t 99.24 lakh out of disbursemenl of earlier loans

lhe over dues would have been I 1.02 crore

357n017
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Thus. the loanee received 13.83 crore only in cash ou! of lhe toral
requirement of I 4.83 crore. Since lh€ loans sancrion and disbursements were
made for specific purposes based on requests supported by progress in work
and/or acquisition of assers, adjustment of .eteases againsr arcars dep.ived the
loane€ ofsufficient funds and affecred rhe implementarion of projeds and defealcd
the purpo\e of linanc'al aLsisrance made.

The release of assisrance and adjusrmenr of dues also resulted in increased
recovery of prin€ipal, accounring. of inreresr incom€ out of own funds and
categorisation of the sub-standard./doublful NPAS inro sranda.d category making
loanees elieible for fresh loans.

It lvas also notic€d in audir thar the Corporarion allowed intcrest rebale of
one per cent for prompl payment of interesrprincipal. Based on Co.poralion's own
money re-channeled as interesUprincipal remiuances in the above case, t 0.28
lakh (January 2004) and { 0.38 lakh (March 2005) were granted as interesl rebare
by adjusting the inreresr dues ({ 3.45 lakh and t 4.53 lakh) againsr rhe

The Managemenr stared (August 2006) thal pre_operarive expenses of the
loanee in their projecr cost included inrerest etem€nr on toans and adjustrnent of
such interest al the time of release of inslalmenrs had nol depnved the loane€ of
sufficient funds and affecred implemeniation of the project. The reply is nor
tenable since the adjusrmenl againsr release included bolh principal and interest
amounl and such adjusrmenls were b€ing rnade regularty from rhe djsbursemenr of
loans fron February 2001 onwards 10 wipe off the over clucs of the loanee and
ma-ke ir el'grble fo' tunher loan\

INIERNAL CONTROL

Corporatc GovcrDsDcc

3.3.33 Corporare covemance js rhe systen by which compsies are dir€cted
and cortrolled by the management in ihe best intcrest of rhe shsreholders and
o0ers ensuring greater transparency and bener and tirnely financial .eporiing. The
Boad of Directors are responsibte for governan€e ir the Cornpanies.
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The following deficiencies were noticed in this regard:

Bo&rd Mcctitrgs

3.3.34 The anendance of the Covemmenl nominee directon at the Board

Meerings was quite inadequarc during 2002-03 1() 200t06. During 2002-03

Govemment directors did not attend any of the meetings and {turing 200}04 only

two meetings were atlended. During the remaining two years up to 3l Mdch 2006

the altendance was aboul 40 pe. cenl only.

The absence of active panicipation by the Govemment nominees indicated

that Govemment involvement in the affain of the Coryoration was insignificant

despile 90.51per cenl (31 March 2006) share holding in tbe Corporalion.

The minutes of the meetings of lhe Board of Direclors of ihe CoQoration

held (15 January 2001. 15 February 2O0l 
^nd 

26 March 2001) were not

durhenticared b) lhe Chdirman.

Audit ComEitteo

3.3.35 The Audit Committee is an important tool for lhe Board of Direciors

10 discharge their functions effectively for prop€r managemenl of th€ Company.

As per paragraph 9A oi Non Banking Financial Corporation s prudential Norm

(Reserv€ Bank Direclions 1998) the Corporation had to constitute an Audit

Commirtee. The Corporation, decided (May 2002) to constitute an Audil

Commirtee for discussing tnlemal Audit Reporrs, scope and €overage of Intemal

Audit system, examining the financial slalements, reviewing risks and

uncertainties in the business operalion and discussing all significant issues raised

during the Audil, etc. The Audit Commitlee comprising of three directors

(a Covemrncnl nominee director, a nominee director from SIDBI and one from

SBVLTC) was formed only in September 2005 for want of co-opted direclors on

fie Board of Direclors of th€ Corporation Thereafler no meeting of the

Commiltee was held (January 2006). Due 1o non-holding of meetings of the Audil

Commitlee, the very purpose of sexing up the Audit Commitlee could not be

The Management slated (Ausust 2006) that they w€re aware thal the Audit

Commitlee constiluted in the Corporation was not very effective and would take

steps to improve the effecliveness of such commiltees
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ItrtorDal Audit

3.3.36 The Corporarion had an Inremal Audit and Inspeclion Wing (IA&IW)
which was headed (July 2006) by an Assistant Cenerat Managcr (AcM) instead
of a Deputy Cene.al Manager as provided in lhe Manual of procedurc of Inlemal
Audit and Inspecrion Wing.

The Inbmal Audit was supplemented by concunent audit of 16 branch
offices and.he head office oflhe Corporalion by ChMered Accounlanls appointed
annually. Quarterly Audit Repons w€re submitred ro IA&IW, which in tum was
forward€d along with remarks ro rhe concemed branch offices for
compliance/r€ctincadon of mistakes. Even though verification of loan sanc(ion
and disbursemenr was entrusted to rhe concurrcnt auditors their reporr did nor
contain any significant observarion in rhis regard. lr was noriced in audil {har
similar lapses/misrak€Vomissions r€pearedly occurred indicaring rhar the
conective steps taken were inadequate. Concuffent Audit of all branches for the
quarter ending 3l March 2006 had been complered (July 2006), bul complian€c
for the earlier quaner (SepremberDecember) was awaired from five bnnches.

The Managemenr siated (Augusr 2006) that rhere was co.srrainr of no1
navrng p€rsons ir the requisite cadre and rhe Depury Ceneral Managers of the
Cor?oralion werc posued in lhe areas which were more critical for rhe functioning
and a! present persons having sufficient experience were being posted. Revi€w of
status of Concunent Audit/reclification of mistakes, erc., on a periodical basis by
lhe Audi! Commiitee was also stared to be raken up (o improve effcctiveness of

Vigilaocc S€t up

3.3.37 The Corporation had a Vigilance Cel] headed by a Depuly
Superintendent of Police appointed (June 2005) on depulation u,ith no supporring
stafl Th€ duries and fundions of the wi.g were lo conduct enqujry/invesligalion
on areas specifically relened by the Managing Direcror and provide a assistance
to branch offi€e/head office personnet for raxmg ov€r a unrr. veriiication of
anreceden$ of promoters and submission of reporr to the MD in respecr ofspeciiic
cases referred ro it was also enrrusred io the Vigilance Cell. The Corporation did
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nol enlrust the lerification oi credit'wonhin€ss/lechnical expenise as mentioned in

the appraisai memoranda and the genuineness of the documents pledged for loan

on seleclive basis. to the Vigilance Wing with a view to sanclioninS loans only 1()

genuire entrepreneurs.

The Vigilance Officer was required lo submil confidenlial repons to the MD

about the dverall funotioning of the branch offices, discipline, public grievances,

etc. It was, however, noliced that no such reporb were being submitled.

Documentation gjving the year wise delails of cases referred to, disposed of and

pendiDg were also nol naintained.

These mallers were reported to covernment in August 2006; their reply is

awai.ed (Augusr 2006)-

lAudit Paragraph 3.3.1-3.3.37 conlained in the Reporl of the Complroller

and Auditor General oflndia for the ye,I ended on 3lst March, 20061

The notes furnished by the Covemment is given in Appendix IL

L The Commitlee enquired in ir\ mecring held on 14-10 2015 the presett

functioning of the Corporalio' and also sought an overall iiew regarding the audit

objeclions. The Managing Dkector, Kerala Financial Corporation replied lhat they

had taken a kn of remedial measures to improve the overall performance of the

Corporation and at present the condition was much improved and fo. the lasr four

years, they hnd been consistenlly paying dividend aDd also making reasonably

good profi1. But in the last year, tfiey had faced a slighl fiDancial set back, padly

due to some changes in RBI norms and policies of Stale Govertment.

2. Wh€n the Committee enquir€d about the steps taket by the Corporalion to

come oul of the financial selback, the witness replied that previously, lhe

morarorium period fixed by the cor?oration was very sborl as compared lo oaher

commercial fi.ms, which was not sufficient for the complelion of the project ln

lareer projects thal needs clearances from many agencies, the comPletion of ih€

projecls itself rook 2 to 3 years. Hence, at present a more r€alislic moratorium

period was fixed for the projects.
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3. Th€ Committee was aggneved 1o note the audil obseNation lhal plan

documents had be€n prepared without obtaining dala on rctual requirement of

branch offices and the annual BPRF became unrealistic. The Commill€e criticized

the Corporalion for submilting an unrealistic Business Plan and Resource Forecast

(BPRF) to SIDBL The witness admitted that the Corporalion once submilted

highest level ratio by making some projectiors to get iunds pmportionale to it. He

also added thal siDce the Corporalion was nol in a position 10 get funds from olher

sources due to bad debts in the balance sheets, the Corporation had been solely

deperding on SIDBI at that time even though SIDBI gave them only much lcss

Ioar amount which was not sufficient ro me€t its requirements. So in order lo get

reasorable funds from SIDBI, they had made some projeclions which were

probably unrealistic.

4. when the Commitlee enquir€d rhe reason for substantial reduction i'
SIDBI'S contribution, the.v,/itness disclosed that the rale of inleresr charged by

SIDBI was v€ry bigh than lhe interest .ates charged by other banks. So they had

almost stopped the praclice of availing loans from SIDBI as the financial

condition and business of lhe Corporation was being improved graduaUy.

3.t4

5 Th€ Comnitte€ soughl an €xplanalion on the audit objection regarding the

inadequacy in markeling that disabled the Corporation 10 sancdon targeted amount

of {2930 crore. The witness informed that the said problem had already been

resolv€d. Sanclioning and disbursement of loans during 2007-08 and 2013 l4 had

raised from I 245 crore to I 1000 crore and from I 186 crore to I 740 crore

6. The wihess also added that Govemment had given NOC for taking funds

only from commercial banks wilhoul gua.rani€e. To a query of the Committee

regarding the lesaliry in taking funds from commercial banks, the wit.ess clarified
that since commercial ba.ks had hen lending morey to other financial

instilutions also, NOC given by the Covemment always have legal sancdry.
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3.16

?. The Committee r€marked tbat the Corporation should take keen inter€sl

lo encourdge MSML \ecror al\o

3. 17, 3.18, 3.19 - Financial Planlins

8. Thc Committee wanled lo gel the d€tails of the aclion laken bv the

Coeoration for ils better financial planning. Th€ witness informed that €very year

the Corporalion €ntrusted a credi! rating agency for gelling their rating done Since

the Corporalion had been consislently making profit and also paying dividend'

their rating had been reasonably high lor lhe last 2 years Owing to that improved

performarcc they were able to get loans at lower inierest rate from the commercial

banks. Funher, to prevent lhe idling ol funds, excess or surplus funds was invest€d

in shori lerm FDs or in mutual funds. Also, for the last 3 years, thev had been

borowing bonds from the market atd every lime the bond rates were lower than

tbe interesl rares of banks. Now, the Corpomlion got permission from RBI to cop

up public deposils also.

3.20 Reschedulins of loan accouni and financial restructurrng

9. The Committee sought clarilication on the audi! objection regdding the

reschedulirg of loan accounts in NPA sbtus to standaril category wilhout making

alternations in the original loan arnounl and without reassessing the iinancial

viability. The wihess replicd that the Corporation was verv vigilanl in retaining its

loan accounts in standard category. In order 10 avoid slippage into NPA calegorv'

the Corporation used to keep the loa, accounts resch€dul€d and before

rescheduling they were insisling the loanees to pay the d€faulted interest amounl

and made the accounts regular.

lU lhe Commrllee funher enquired why lhe Corporarion overlooted lhe

suidelines of RBI regarding rescheduling of loans. The Managing Director replied

that, they have followed the guidelines on prudential norms and assets

classificalion issued by lhe RBI/SIDBI from time to time He futther explained

Lhat the present valuc of mosl of the assets had Srown up .onsiderablv higher due

to hike in land value. Herce, the security which thev had taken earlier a1 the time

of disbursement of loan was much enough 10 make the accounts regular' there

would be no apprehensio. iD case of iregular accounl balance
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il. The Committee was not satisfied with the d€lails conveyed by the

witness. The Committee noticed the audit obs€rvation wilh concem lhat even afler
rescheduling, 842 bonowings amounti.g i 24.78 crore was defaulted in
repaymenl.

3.21

12. Regarding the writing off of loan amounring to t ll7.l8 cror€s during

200&09, the witness informed that in order to get loans from other financial

inslitulions the Corporation was forced to clear th€ bad debrs from balance sheets.

As pan of flnanciat reslructuring, dre Corporation had got approval from
Govemment for technical wrile off of loans under D3 category.

13. The witness added lhat as it was only a iechnical wnte off, the

Corporation tried to r€cover the loans in all possible ways and when rhe anounts
were recovered. it qould recloned ds incom€ in rhe year of acluAl recovery

14- When the Committee expressed doubt whether the laLe over of unirs by
the Corpomtion resuhed in deprcciation of assets in the long run, the wihess
irformed that the corporation had to incur hug€ amounls for mainlaining ihe

propeny and in order to avoid payment ofs€curity wages rhe de€ision ro lak€ over
of ih€ unils would be r€sorted only as a lasr course of action. He also added that

with the initialion of revenue recovery Focedures, rhe Corporatjon compelled rhe

bonower to repay the defaulled amounl and in that way the Corporation €ould
recov€r { 76 crore so far.

3.22

15. Th€ Commiltee on reviewjng rhe working resulls, was of the opinion that

if there was no financial restru€luring/ rcscheduling, rhe Corporarion could in no
way achieve the positive working results.

3.23 & 3-24, Bonowinss

16. When the Conmirt€e enquir€d lhe rcason for shorr iall in cashflow due
to insufficient recovery even though rhere was hike in the disbursemenr of loans,

the witress replied that the moratorium period for Inost of the loans was
permissible upto 2 years from the date of disbursemenr of loans and during the
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moratorium period, the interest amount alone was recovered and the repaymenl of

principal amount was commenced only after two years. So the recovery was not

exa€rly in line with the disbursement figure. The Committe€ was not fully

satisfied with the explanalion of lhe witness and opined thal hence the AG had

evaluated lhe performance for a period of 5 years the .rguments pul forward by

rhe wilness would never stand.

17. The wihess disclosed that in the previous years, the disbursemenl figures

were much lower lhan the recovery figures. Since 200?. the recovery figures of

the Corporation had been increasing proponionally with respect to the

disbursement figures.The Commitlee was not convinced wilh the above

€xplanation and criricized lhat instead of stating the exact reasons for insufficienl

recovery during the audil period, they were tnerely explaining the cunent

18. The witness clarified that as the repayment of principal amount would

start only afler the moratorium pedod of lwo years, the recovery of the loan

already disbursed in 2010could be initiated only after 20i2.

3.25 & 3.26

19. Th€ Comnittee exprcssed its discontent on observing the audil finding

that poor working results of the previous three yearc, higher level of NPA and

absence of credit rating from approved rating agencies etc., Prevented the

Corporation ro accept public deposit and forced ihe Corporation to avail expensive

borrowings from commercial banks to overcome the financial crunch. Th€

Commitle€ opined thal had the Corporation paid a litlle a enlion, an amounl of

t 8.23 crore, could have been gained towards hiSher inlerest paid.

3.27

20. The Commillee was surprised 10 note thai the Corporation bad pre

closed the loan availed fiom HUDCO wnhin six months even though il was

availed for a period of ten yetrs which r€sulted in the payment of 10.49 crore

rowards pre-payment charges. The Committee remarked lhis as the best exampl€

of lack of financial planning.

\5112011.
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3.28 & 3.29 ' TemDorarv Darkine or sumlur lunds

21. The Commi(ee was aggrieved to note that th€ Corporation earned only
I 3.14 crcre instead of I 38.87 crore as claimed by lhe Coryoration lowards the

investment in mutual funds. The Commiltee se ously viewed the action of the

Corporalion which was agairst the guidelines issued by cOyGOK rhrough
investing the surplus funds in mutual funds instead ofinvesring it as fixed deposits
in banks.

3.30 -Sanclion and disbursement of loans

22- The Committee wanled to know how the Corporarion could pracrically
incorporate promolels contribution for th€ disbursemert of loans. The wilness
replied that the promo@rs had the oppoflunily 10 contribute their sharc of initial
expendilure in various ways either in rlle form of land or as a shde to buy new
nachinery in addirion to the share deposired in Tr€asury by the Corporarion. It rhe

promoters had already slaned rhe consn)crion of building and had funds in rhe

bank, then it could be shown as their contribution. H€ also added that rhere was an

intemal team functioning in KFC for evaluating rhe p.omoters contribution and

stnci aclion including rejection of loan application was raken against lhose
promoters who subnits bogus details.

3.31

23 When fte Commi$ee enquired whelhcr rhere was any decrease in the

number of loan accounls, the wirness replied thal rhe numb€r of loan accounrs had
been consistently growing year by year.

3.32

24. The Commitree wanred 10 know rhe reason for exceeding the exposure
limit from 60 per cent as fixed by the Corporation to 657, in 200&09 wirh regard
lo lhe disbursement in Hotel and Tourism seciors. Tbe witness srated thar fte
investment level in the case of Horel and Tourism sector was much high€r as

compared to small and nicro industd€s and mosl of lhe loan applicarion rcccived
by ahem werc for the Hotels jn 3 slar or 4 star category. Hence rhey had already
placed a proposal to reise rhe exposure li'nil for Horels which was y€l to be pu1
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into practice. However, they werc able to reduce the exposure limit for Hotel and

Tourism secbr in lhe subsequent years and for the year 20lzl_15' jt was fixed at

40%.

ll34 Loan to a cha.rihble rrusl

25. The Commiltee was much displeased to note that the Corporation

disbursed loan to a charitable trust by exceeding the exposure limit which was

against lhe Acl and IRR was catculared far below the Inlerest rale'

3.35 Loan to a glass bot e manufactudng unit

26. Tbc Committee expressed its dissatisfaction over the Corporation s

inefficiency in realising the dues amounling 1o { 8 01crore 
'rom 

the promoters of

M/s Excel Glasses Ltd.. Alappuzha. The witness informed lhat the Colpontion

and KSIDC together gave them almost 15 crores Eventhough, the Corporation had

already initiated Reven'ie Recov€rv measures against the Compatv. the Companv

had filed a case before the Hot BIFR and lhe hearing was in progress' So they

were not able 10 proceed with any of the revenue rccovery measures agatnst tne

2?. The Commiltee remarked that despite knowing ihe fact that the proJect

wa-s enviable and promoters were not creditworlhv' the corporalion had

sancdon€d loan without calculating lRR. Further, non-obtaining of DPR znd

personal guarantee of $e Managing Directors of Company a's collateral security

reveals th€ irresponsibility of the Corporation to safeguard its interest while

sanctioning loans.

I 16 - Loan lo a Hospilal run bv Co operalile Societv

28. The Commiltee also noticed that the Cor?oration disbursed lhe loan of

t 1.25 crore lo Peravoor Co-operative Hospital at Kannur for the construclion of a

new blocl before oblainrnts !h€ building permit Io lhe pany The Commill€e also

suspected thal why tbe Corporalion did not invoke S29 of the Act lo recover the

3.37 Loa.n to a PartnershiP tirm

29. The Committee was amazed to note thal the Corporstion disbursed loan

to Hariiha investmenls which did not have anv experienc€ in running the business
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3.38, Loan ro an exislins holet sroup

30. The Committee was astounded .o note that rhe Corporation disbursed the
loan to an earlier defaulrer who gor rhe benefit under OTS, withoul obtaining

'nitial 
funding from the promoter_ The Commiiree wanbd to gel rhe delaits of rhe

action taken by rhe Cor?oration ro recover rhe du€s amountjng !o I 5.09 crore
from Kanichai Hotets (p) Limired. The wirness informed that evenlhough thc
CoDoration had already initiated RR proceedrngs against the defaulrers, the
Corpo"alion withdrew rhe same when lhe d€faulrer staried ro repay the amount.
B'.it the parry again d€fautted in repaymenr and th€ ourslanding amounl was I 3.92
crore includirg anears of I t.52 crore. The Commi(ee insisted the Corporatio, ro
rcjnitiale the RR proc€edings in such inslirutions and the witness assured b do so.

3.39 Loan ro fte sams sroup of companies

31. When th€ Commiiee enquired about the prescnl srarus of the loan
disbursed ro Soulhem Hospilaliries (p) timited, lhe wihess jnformed ftar it had
alreacly been closed. The Commi(ee was aggri€ved ro nore that fte Corporalion
disbuNed furrher inslallmenrs of rhe loans neither ensuring th€ progrcss of the
project nor ensuring the re payment ofearlier toaa.

3.40 - Loan ro rwo lorels in Thrissu Disrrict

Kaneappadan Residency

32. To a query of rhe Commi(ee regardjng the disbursement of loan ofI 3.50 crore to Kangappadan Resirlencies, it was informed rhar eventhough the
sard unir had defauhed initially in rheir repaymenr rhey had been making regular
remrttance since 2010. The Commirree was nor ar all satisfiqd to nole rhar the
Corporation disbursed the loan withoua ensuring rhe promolers invesrmenl or

3.41 Dale alqarrinston tnvesrmenr (p) Lrd.

- 
33. Th€ Commir(ee soughr €xplamrion for nor invoking section 29 of rhe

SFC act against Dale and Caningron lnvestment(p) limiled evenlhough the firm
had defaulted in repayment and tbe oulsranorng amount was I 5.30 croreincluding arreaN. The wihess informed ftat evenrhough rhe loanee had been
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nakirg regular rcpayment of loan for cerlain period after lhe loan djsbursement

they had defaulted in repaymenl with the occurrence of Bar Licence issue

However, the pany had already submitted a proposal for setlling of dues with in

lhe curenl fioancial year and in that scenario invoking of sectio' 29 of the SFC

act was unjustifiable. The Comminee exp.essed its concern thal the Corporation

disbursed the loan without ensuring the investment of promorcrs cottibution

3.42 - Loan to a new hotel lroje€t

34. The Commiuee wanted to get the details of acdon undertaken by the

Corpontion lo recover the defaulted loan amount from Cold Coast Hotels (P) Ltd

The wimess replied thal olving to fie defaulls in .epavment of loan. the said 
'rnit

was taken over by KFC under section 29 of the SFC Act But when lhe promoter

had informed thar he was planning to rcnovate the project and to make ii

functional again the unil was relumed back lo the Promoter on payment of {20

lakhs.

3.43'Loan 1() EVM GrouD

35. The Commiltee enquired why the Corporalion sanclioned a loan of

11.04 crore lo a promoter for his second prcject wiihoul waiting for tbe

completion of firsl projec! for which the disbursed loarl was undcr defauh The

wiiness explained that EVM group was ore of th€ truslwonhy clients of the

Corporadon and considering their good pasl track record, lhe second loan bad

been sanctioned and now the repayment of loans w€re prompt

3. 45 Recov€rv Performance

36. The Commitlee observed thal the percenlage ofNPAs was as high as 52

in 200?-08. When enquired about the restructuring ol NPA account, the witness

repli€d that SIDBI'S guidelines wer€ followed bv the Corporaiion which were

similar to lhat of the guidelines issued by RBI lo the banks He also added thal if
$e inlerest hd not beet receiv€d wilhin 90 days, il was considered as NPA

37. To a query of the Commiitee regarding th€ increase in slandard assels ot

lhe Coryoration, the witness staled lhat through vigilanl monitoring and regular

follow-ups, they made the loanees 10 repay the defaulted amount within 3 months

and hence lhey were able 10 maintain rheir accounls in standard category
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3.4? Extension of OTS

38. The Committee enquired why the Corporalion waived lhe principal

amount along with th€ interest while granting OTS. The witness replied that as per

lhe procedur€ followed by the Coryoration all repaymenls were credit€d towards

the inlerest first and the balance avrilable only if credited in rhe principal. So

evenafter repaying more than twice the disbursed amounl, balance would be
outslanding again( the principal amount in some of the accounts. As a resulr
many complaints had arised against the Corporalion that jr was only a profi1
molive Oovemment Undertaking working without any social obligalions. So a1

present, while settling the pending loan cases the total amourr already re.overed
from the loaness was first evaluared and if it sarisfies with rwice rhe principal
amount or principal amounl plus other expenses incurcd by rhe Corpora{ion, then
those accounts were considered as recovered. H€ added that in morr cases, they
were able !o regain an amount equal to twic€ the principal amount.

3.48 - Recovery from laken ov€r unils

39. The Committee wanted to ger clarification on the audil objection
regarding the belated action under section 29 of SFC Act which resuhed in the
non dispo.sal of 57 taken over units. The wihess replied ahat in most case! with
the issue of RR notices its€ll the loanees would repay a pan of fte defaulled
amount and in some cases, the Corporation gave them rhe opponunily 1() setlle
lheir dues ir installments wh€n the defaull had happened due ro ihe reasons

beyond the control of the promoters. He added rhat rhe lake over of units under
S.29 of the SFC Act would be done only &s a lasr resor( and ir coutd nor be
fotlowed in all default cases.

3.51

40. The Commite€ wanred ro know abour the currenr stalus of rhe loan
giver to Jayalekshmi Builders. The wilness informed thar everthough S.29 of lhe
SFC Act was invoked, sale could not be materialized due to various reasons. Also.
a writ pedtion filed by the flat owner is now p€nding before lhe Hon'ble High
Coun and Court had directed the Corporarion to mainrain srarus quo inrespect of
aucdon sale and the case was still going on.

41. Regarding the loan giv€n to Supreme Milk Ltd., the witness informed
rhat Supreme Milk Lrd. had already been closed rhe'r tocn.
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42. .Then fte Commillee cxamined the €ases of disbunement of loan to the

following bonoweft:

L Chailhram Cares Pvt Lid

2. Fathima Froods & Proteins Pvl Ltd

3. Beriek Cabl€ Pvl Ltd

4. Salih Induslrial Enterprises Pvt. Ltd.

5. Rukmoni MemorialDevi Hospilal

6. Palanattil Construction Companv Lld

7. Moolan Modem Rice Mill

8. Panchami Exponers Pvt Lld

9. sl. Mary's Propenies

43. The Cotnnittee obs€Ned that though the RR aclion and invoking of

S.29 of SFC act was initiated in everv case the defauhing borrowers were

favo ed by the Corporation md Hon'ble Ministers or Covemmenl imposed slay

orders against the aciion. The Committee opined thal lhe recovery under RR Act

became worthless due to the intervention ofcovemmenl Deficiencies rn recovery

process also .esult€d in vain because the bonower being able to prevelt the

recovery lhrough coun orders

3.52 - Intemal/Concffienl Audit

44. The Committee was surprised to notre thd none of th€ major deficiencies

in disbu:sement and rccoverv were noliced or rais€d by th€ intemal audilors in the

Corporation until those were r€ported by the Accountant General The Commitlee

fointea out tlar *re lnrernal Audit lacked professional approach and failed to poinl

o,t ttt" -r1o. deficiencies in disbursement and recov€rv slages The witness

explained rhat due lo the constraints in staff strength' they were forced to €mploy

outside auditon as concurrent auditors in almost all branches He added that now

fte Corporaiion have regular Cha(ered Accountants as concurrent Auditors and

very compreh€nsive audrt repons werc nrade available bv them He funher
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elaborated that in th€ case of hug€ loan amounts, special audil are conducted by
the Intemal Auditors of the Corporarion eirher at the time of pre-disbursement or
al lhe lime of recovery.

45. The Committee criticized rhe Corporation for its taiinre in preparing
Business Plan and Resource Forecast (BPRF) in time. The Committee opined lhar
ifthe Corporadon had prepared the BPRF in rime, ften jr could have been ulitized
by the Corporation as a benchmdk for activiries of the ensuing years.

46. The Commirtee found rhat loans were saDctioned by the Corporarjon
wrthout proper appraisal of projecrs and wilhour ensuring adequale cottaleral
s€curily even to loanees who were chronic defaulrers. The Comrnittee was ot the
view thal non-adherence to prescribed noms and procedures for sancrio, and
disbursem€nts ofloans led 10 heavy defaulr and non-recovery of loans.

47. The Conrnittee expressed its disconrenr over the imperous acrion of rhe
CoryoratioD in disbursing loans to units before €nsuring adcquacy of promorert
contribution and opined rhar effective procedures for verification and acceptance
of securities and valuati;n of assers shoutd be inrroduced, besides verifying thc
accuracy of genuineness of docum€nls ac€epled. The Commiuee poinled our rhat
due to the adjuslment of disbursement against dues, lhe actual pu.pose of
providing assisrance (,0 indusrrial unirs was defeated and the NpA sralus of loanees
often changed rendering rhem eligibte for furlher assistance. The Commiltee was
perturbed to no(e rhar fte CorporaliDn neirher had a sounil sysrem of Corporate
Govemance nor a Vigilance CeI.

ConcluBiods/Recommetdatiotrs

48. The Commirree finds tha( rh€ Corporarion had made unreatisric
projections inordef ro ge! funds liom SIDBL The Comrniltee strongly disapproves
the pracrice of submilring unrealistic Business ptan and Resource Forecas! (BPRF)
by the Corporalion and emphasizes ihat lhe annual BPRF shoutd be prepared only
after oblairing rhe dala on actual requirements frorn the Branch Managers.

49. The Commin€e observes the failure of rhe Corporarion in tollowing the
guidelines of RBI regarding the rcscheduting of toans. The Comlniltee atso learrs
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rhat even after rescheduling, defaults had occuned in respect of 842 boffowings

amounring t 24.78 crore. Hence the Committee recommends rhat sleps should be

laken by the Corporation to take over rhe assets under Section 29 of the State

Financial Corporations Act iD respect of defaulters.

50. The Committee realizes that the poor working rcsults preverted the

Corporation from accepting public deposits as a resull of which lhe Corporalion

had to avail funds tuom Commercial banks ro overcome financial crunch. The

Commill€e poinls out tha! the pr€tlosure of loan availed from HUDCO and the

remporary parking of surplus funds in mutual funds are the best examples of the

Corporation s poor financiai planninS. Therefore the Committee stiongly

recommends that the Corporation should follow the guidelines issued by

GOyGOK while investing surplus lunds.

51. The Committee expresses its concern about the sanctioning of loan

withoul calculaling IRR (Intemal Rate of Retum), drsbursement of loan at a very

low irrerest rate in contravcntion of the Acl, disburs€ment of loan to pannership

firms having no professional competence etc. Hence the Commilte€ recomm€nds

that the Colporalion should ensure that the sanctioning and disbu.sing of loans &e

being done in accordance wiih the provisions of the Act- It is also obsewed that

though RR Acr was inidared, the defaulting b able lo prevent lhe

recovery through coud orders. The Committee also leams lhat lhe lntemal Audrt

lacked professional approach and failed io point out the major deficiencies in

disbursement and r€covery. Hence the Committ€e recommends lhat the

Co'poralion should follow slrict recovery mechanism under RR Acl as well as

Professional Inlemal Audit system.

52. The Committee further finds that lhe Corporation sanctioned loan to

chronic default€rs without proper assessment of the projects and without ensuring

collateral securily. The Commiltee learns that the non'adherence of prescribed

norms and procedues lbr sanction atrd disbursement of loans led to h€avy default

and nor recovery of loans. Thercfore rhe Comrnittee di.ects the Corporation to

ensure that all the norms are slrictty adhered to al the time of disbursem€nl of

J57/2017
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53. The Commifl,ee criticises $e Corporation's adhoc action of disburscment
of loans before ensuring the suffici€ncy of promorers, contribuiion. The
Committee recommends that €ffeclive pro€edure should be inlroduced lo ensure
the genuineness of documenrs acc€ptEd and (o avoid over valu.rrion. The
Commiltee finds thar due to adjusrrDent of disbursemenl against dues the aclual
purpose of providing assisrance ro indusr.iai u its was defeated. Such adjusmenr
of loan amounls releas€d againsl overdue arears shoutd be avoided.

54. The Commill€e turther learns rhat lhe Coryoration had failed to achieve
ils constitutional objecrives due to rhe lack of sound system of Corporare
Govemance ard absenc€ of a Vigilance cell. Hence it is sugg€sred thar nec€ssary
steps be l.ken to strcngrhen the Corporate Covemanc€ and Vigilance setup.

Thiruvananthapuram.
9th March, 201?.

C. DIVAKARAN,
Chairman,

Conniuec on tublic Undenakings.
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APPENDIX I
SUMMARY OF MAIN CONCLUSION/RECOMMENDATIONS

sl.
No. No.

Departrnent
Conclusions,fRecommendadons

o) (2) (3) t4)
I 48

Depafiment

The Committ€e finds that the Corporanon had

made un-reaiistic projections inorder io get funds

from SIDBI. The Committ€e strongly disapproves

the praclice of subrnitting unrealistic Business

Plan and Resource Forecast (BPRF) by the

Corporation and emphasizes that the annual BPRF

should be prepared only after obtaining $e data

or actual requirements from the Branch

Managers.

2 49

Department

The Commitlee observes the failure of the

Corporaiion in following the guidelines of RBI

regarding the rescheduling of loans. The

Committee also ieams that even aiter

rescheduling. defaults had occuned in respecl of

842 borrowings amounting { 24.78 crore Hence

the Commitlee recommend{ that steps should be

taken by the corpomtion to take over (h€ assets

under S€ction 29 of the Slate Financial

Corporation's Act in respect of defauiters.

3 Finarce

Departnent

The Committee realizes that the poor working

resuhs prevented dle corporalion from accepting

public deposits as a result of which the

Corporation had to avail tunds from Commercial

banks to overcome finatcial cnrnch. The

ComrDlttee points ou! that the pre closure of loan

availed from HUDCO and the @mporary Parking
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4)
of suplus funds in murual furds are, glnring
examples of the Corporarion's poor finarcial
planninS. Therefore the Committee srro.gly
recommends that lhe Corporation should follow
the guidelines issued by COI/GOK while
invesling surplus f und$.

Depanmenl
The Commilee expresses irs concern abour thc
sanclioning of loan wirhout calcularing IRR
(Intemal Rale of Rerum), disbursement of loau ar
a very low interest .are in conravention of th€
Act, disbursement ol loan ro pa nership firms
having no professional comperence €lc. Hence
the Commiriee recommends thar the Coryoration
should ensur€ rhar rhe sancrronrnS and d,sbursrng
of loans are being done in accordance wilh the
provisions of rhe Act. It is also obseRed thar
Urough RR Acr $a 

'nrtrared. 
rhe d€fautring

borrowe( werc able to prcvent the rccolEry
throuSh cou( orders. The Comminee also learnl
that ft€ Iniemal Audir tacked professional
appmach ar tuiled ro pornr our rhr mdjor
deficiencies in disbursement and recovery. Hence
|ne Commiuee recommend\ lh rh( (.orpordLiun

should follow srrict recovery mechdism under
RR Act ar welt as professionat tntema_t Audr!

Departmen!
The Commitree fudher finds rhat ttre Corporatron
sanctioned loan ro chronic defautters wilhuur
proper assessrnenr of rhe projecrs and wilhour
ensuring collaieral se.curity. Tire Commi@c
learns ihat the ron adherence of prescribed norrns
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(r) (2) (3) (4)

and procedures for sanction md disbursement of

loars led lo heavy default and non recovery of

loans. Therefore the Commiltee direcls the

Corporatjon to ensure that all the norms are

strictly adherdl 10 at the time of disbursemenl of

5l
Deparlmenl

The Committee cdticises the Corpomlion's adh'rc

action of disbursement of loans befbre ensuring

the sufficiency of promolers contribution. The

Committee recommends that effective procedue

should be i roduced to ensure the genuin€ness of

documents acc€pled and to avoid over valuation.

The Committee finds that dne to adjushent of

disbursement against dues th€ actual purpose of

providing assisiancc lo industrial unils was

defeated. Such adjustmenl of loan amounls

released against overdue arrears should be

1

Department

The Comminee turiher leams that the Corporalion

had failed to achieve its conslitutional objectiver

due to the lack of sound system of Corporate

covemanc€ and absence of a Vigilance cell.

Hence it is suggested that necessary sleps & laken

to saengthen the Corporate GoY€mance and
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