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INlRODUCTION

I, the Chairman, Committee on Public Undertakings (2016-2019) having
been authorised by the Committ€e to prcsent the Repofl on their behalf, present
this Ninth Report on Autokast Limited based on the Report (commercial) of the
Comptroller and Auditor General of India for the year ended 3l March, 2}lz
relating to the Public Sector Undertakings of rhe State of Kerala.

The Report of the Comptroller and Auditor General of India for the year
ended on 31" March 2012, was laid on the Table of the House on l&2-2013. The
consideration of the audit paragraphs included in this report and the examinalion
of the depafimental witness in connection thereto were made by the Committee
on Public Undertakings constituted for the years 201+2016.

This Report was considered and approved by the Commiltee (20lG}0lg)
at its meeting held on 4-11-2016.

The Committee place on record their apprcciation for the assistance rcndercd
to them by the Accountant General (Audit), Kerala in the examination of the
Audit Paragraphs included in this Repon.

The Committee wish to express their thanks to the officials of the Industries
Department of the Secretariat and the Autokast Limited for placing before them
the materials and information they wanted in connecrion with the examination of
the subject. They also wish to thank in panicular the Secreiaries to Goyemmenr.
Industries and Finance Departm€nts and the officials of the Autokast Limited who
appeared for evidence and assisted the Committee by placing their views before
the Committee.

Thiruvananthapuram,
8th November 2016.

C. DIVAKARAN,
Chairman,

Committee on Public Undertakings.



REPORT ON

AUTOKAST LIMITED

Audit Prrrgrsph

Autokast Limited (Company) was incorporated in 1984 with the objective of
promoting, undenaking, financing, executing and developing fenous and non

ferrous castings to meet the requirements of industrial units in the State of Kerala

or elsewhere. The Company had been continuously incurring operating losses

during the five year period ending 3l March 2011. The major reasons for
continued losses, in addition o frequent changes in the managemenq were

insufficient value addition, mismatch in capacity, low labour productivity,

excessrve consumption of power and high rate of rejections as discussed below:

Tclurc of Chicf Exocutivc

The tenure of service of the Chief Executive had to be long enough to enable

continuity in decision making. We noticed that the Managing Director was

changed four times with tenurc ranging from seven months to 17 months having

adverse effect on the decision making process. Meetings of the Board of
Directors/Audit Committee were. however, conducted regularly.

Opcratioaal iorucc

The production process involves feeding of raw material consisting of Cold

Rolled Continuously Annealed scrap, pig Iron, MS Scrap etc, into the Induction

Furnace for melting. Necessary additives are added for maintaining the properties

of castings as requircd by the individual customers. The molten metal is then

poured into the moulds and after cooling, the same is decored, fettled and

machined to form the finished product as per the requirement of the customer.

t304t2016.
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Expenditure incurred by the Company to generate one rupee sales during the

review oeriod was as detailed below:

As coutd be seen, to generate one rupee of sale, the Company had to incur

an average total expenditwe of I L22. Major elements of expenditure were raw

mat€rials consumed, manufacturing expenses and employee cost. In this regard,

we identified the following areas of operational inefficiency.

Mirnstch in crprcity

We noticed that the maximum quantity melted and moulded in a month

during the year 20lI-12 was 403 MT whereas the maximum fetding' in a month

was only 325 MT including quantity out sourced indicating mismatch in caPacity

at different stages (Annexure 21. This led to under utilisation of the melting

capacity in addition to excess consumption of power.

While accepting the existence of mismatch in its melting and fettling

capacities, the Company stated (August 2012) tllat additional fetding facilities

have been added and efforts were on to further minimise the mismatch in melting

and fettling capacities.

(in l)

Particulars 20QGO7 2007-08 200&09 2009-10 2010.11 Average

Raw material

consumed

o.46 0.46 0.48 o.2't 0.41 o.4l

Manufacturing

expense

0.33 o.32 0.28 0.32 0.27 0.31

Employee cost 0.36 0.39 0.40 0.41 0.35 0.38

Other expenses 0.06 0.20 0.20 0.06 0.06 0.t2

Total exoenditure t.2l 1.37 1.35 1.07 1.10 1.22

l-oss o.21 o.37 0.35 0.07 0.10 0.22

* Removal of Fotsusions, runncrs, rise$ etc, ftom thc dccored castings-



Labour productivity

The major element of cost, other than raw material, was employee cost,
which constituted nearly 35 to 4l per cezt of sales rcvenue. To minimise the
employee cost per MT, every effort should bc made to maximise labour
productivity. The actual productivity, however, varied from 0.45 MT to 0.62 MT
dudng the five years ending 3l March 2011 as comparcd to the standard labour
productivity of 1.2 MT per month, resulting in under utilisation of manpower
(Annexure 2$- T'he actual labour cosl per MT amounted to ? 23,9g4 as against
the standard cost of < 10,7 49-

The Company replied that low labour pnrductivity was due to the high
employ€€ turnover and shift in the product mix from high weight items to low
weight items.

Bxcctr coarnnption of powc!

The actual consumption of power varied from 220O units to Zg00 units per
MT for the lasr five yean ending 3l March 2011 against the envisaged 1500 units
in the project repon. The excess consumption of power resulted in mcrease in
average cost of production for the last five years by I 4,10g per MT constituting
37.04 per eent of cost of power (Annexure 2g-

The Company stated that most of the machines in operation were 25 years
old which was the major reason for high power consumption. The Company also
stated that they were vigilant in bringing down the power consumption and had
achieved 1647 unit per MT of production during the month of Jtne 2OtZ.

High ratc of rejcction

The production process should be managed efticiently to ensure product
codormity with customer requirement keeping the rejection level to the mrmmum.
While industrial norm for in-house rejection was 4 Fr cent and cvstomer rcjection

I Fr cenq the actual in-house rejection ranged from 4.gO to 7.61 per cent
and customer rejection from 1.68 ts 3.16 per cent during the last five years. Th€
reasons identified by the Company for excessive rejections were po<r quality of
sand used, poor workmanship etc.

* Soute : Detailed hoject Repo.t,



4

The Company replied that rejection was a matter of concern for them and

steps had b€€n taken for containing rcjection. It further stated that curr€nt rcje€tion
levels were within the induslry norm. The reply was not acceptable as presen!

rejection levels were also very high ie. 10.02 per cent and 9.55 per cent for luly
and August 2012 respectively as compared to the industrial nonn-

Iasufficioat vsluc sddition

Value addition' achieved by the Company varied from ? 27,678 per MT to

I 41,068 per MT (100 to 127 per cent of the cost of raw materials) during the
period. This, howevet, was not sufficient to meet even the manufacturing and

labour cost of { 36,102 per MT to { 51,896 per MT (126to 157 per cent of cost of
raw materials) over the last five years (Annexure 3Q.

The Company pointed out their inability to import steel scrap during import
friendly time and hold sufficient stock of raw material due to working capital

shortage apart fiom stiff competition in casting market as the reasons for
insufficient value addition- The Government may consider addressing the issue of
working capital short age.

Govcrnmont rraistrncc

The Government of Kerala invested (March 20ll) t 19.97 crore as equity in
the Company. Against the above, the Government suffered a loss of { 5.12 on

€very rupee of its investment. Durhg the review period up to 3l March 2011, the

Company received { 27.63 uore by way of loans (( 23.81 crore) and grants

(t 3.82 crore) from Govemment of Kerala which constituted ( 24,735 per MT of
sales and 103.13 per cenr of the employ€e cost (t 23,984 per MT).

lAudit Paragraph 4.1.3. contained in the Repon of the Comptroller and

Auditor General of India for the year ended 31s March, 20121

Notes furnished by thc Govemment on the Audit Paragraph is given in
Appendix II.

1. The Comminee waDted to lnow the rcason for the frequent change in
Managing Dirertors which adversely affect the decision making process of the

Company. The witness replied that the present Managing Director had been there

for the last 4 years and hence, no issues are therc in this regard at present.

* value addition = sales-cost of raw naterial.
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2. When the Committee enquired the reason for mismatch in capacities in

the melting and fettling Prcduction centres, the wimess resPonded that shortage in

in-house fettling facilities and the use of obsolete machin€ry caused mismatch in

capacity. Since the machinery was very old and needed renovation the Company

completed the modernisation of machinery using the fund allotted by the

Government in 2011-12 and thus the capacity mismatch issues had already becn

solved and the present fettling caPacity and production were running conYergent'

3. Regarding the audit objection on low labour productivity, the witness

informed that due to the termination of moulder trade course by the Govemment'

the Company was not able to r€cruit skilled labourcrs and the Company was

forced to recruit t€mporary employees having no work experience resulting in a

low productivity rdnging from 0.45 MT to 0.62 MT as to the standard labour

productivity of 1 MT per month. He further explained that the Company was

taking eff€ctive stePs for improving the labour productivity and now it was

increased to 1 MT per month approximately.

4. To a query of the Committee regarding the excess power consumption

which resulted in an increase in the average cost of production for the last five

years by t 4,108 per MT constituting 37 04 percent of the cost of power, the

witness informed that 25 yea.rs old machines in operation was the key reason for

high power consumption. He also stated that they had completed the renovation

of l1 KV substation using the fund allotted by the Government and at present they

were able to reduce thc power consumption to a tune of 220G1800 to 1647 units

avoiding the transmission losses.

5. The Committee was aggrieved to learn that the Company had been

continuously incurring losses since its incePtion and the cash loss had incrcased to

an amount of { 2 crore 18 lakhs. Raw materials like melting scrap' iron scrap'

silica. sand etc. used for castings werc poor in quality and the engineering

methods followed in the production Process were llot effective to predetermine the

quality of end product. Therefore the Committee Points out that the use of low

quality raw materials, poor workmanship, improPer management in production

fro""r" ",". 
were the rnajor reasons for excessive rejection' The Committee

enquired whether any measures had been uken to rcduce rcjection raie within the

industry norms. Then the witness replied that st€ps had been taken for minimizing
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the rate of rejection and further stated that the Company had adopted a new
software supported electronic nrthod and were able !o reduce the in-house
rejection from 7.61% to 3-61% and custom€r rcje.tion to 6.72%.

6. The Cornmitt€e wanted to get clarification regarding the insufficient value
addition achieved by the Company which was not sufficient to m€et even the
Company's manufacturing and labour cost. The witness admitted that they could
not achieve l57Vo of vaJve addition as directed by the Audit ard were able to
ahieve a value addition of only 127% of the cost of raw materials during the audit
period. He also added that after the implementation of e_tendering, raw materials
at a cost of { 27,00UMT could be purchased as compared to the previous
purchasing cost of t 36J0AM[.

7. When the Committee asked to enumerate the prcsent problems faced by
the Company, the witness stated that the non-availability of raw materials such as
high melting scnp was the major problem facing them and grade I quality HMS
itself is required to get best results. Since there was no agency for imponing
Grade I HMS, it was to be procured at higher rates. When the Committee
enquled about the currcnt status of modernization process, the witness informed
that the modemization process had been completed and they were about to install
the new rnachinery and equipment designed as per the latest technology. After the
Comnissioning of new plant the percentage of loss would be consi<terably
reduced and productivity could be increased.

Conclurioar/Rccommcldttions

8. Thc Cornnittcc crpto.scr itr disploasue ovcr thc frcqucnt
chllgcr is Malrging DirGctorr which rdvcrrcly tffcstr thc
fuactiodag of tho Compaly, Thc Conhittcc obrcrycr thst thc
compsoy hEr boc! cottiauourly incurrilg lorscr during thc 5 yoar
poriod clditrg Merch 20ll u thc lcarcity of rkillod labourorr, raw
nrtorialr rld outdrtod ongiaccriag mothods aro affocting thc
productivity of tho compaly. Thc CoEDittos ir dirsrticficd with tho
prolongcd uro of old and worn ost Erchincry whish ir rorultitrg ia
high powcr coarumption. Thc Coro8ittoc thcroforc rccoEEolds to
irrtall thc now platt with l.tcrt tGchtology ar oarly ar po$iblc.



9. It har coDc to thc aoticc of thc CoDDittcc that, r| of 8ow,

tho Conpaay laclr ldoquato rtillcd labourcra. Bocaurc of thir, thc

Company cmployr ulctillcd labourcrr aad thir har mrrrcd tho

lsbous productivity to a gsoatcl Gxtclt. Tho Committca, thorcfors'

rocommeade that thc compaly rhould utilizc tho rcrvicor of rtillod
pcrEanotrt labourorr ittstcrd of uarkillcd tcmPoltry labourctr.

10. It is obscrvcd that thc roarcity of rrw Datcrislr has bcca a

pcraiciour nattcr affccting tho CoDptsy. It ir GYidclt thrt thc

compary io paying a! oxorbit&at cost towards rsw Eatcrislr' silgo
thc procurcmclt of it is medc on crodit. Thc Connittcc, thctcforo

opinoo that thc Govt. should lcnd uaoquivocal suPport to tho

comptry in procuriag rew matoritls lt a tcslonablc cort by tcoping

away thc forcgoing transaction oD crcdit.

Thiruvananthapuram,
8th November 2016.

C. DIVAKARAN
Chaiman,

Comminee on Public Undettakings.
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Atatrrrr t
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Ar.!dg. re D.. 6ir (?) 4.U 1.6 5.32 4,52 132
Actual cod ofpoq,rrpcr
KG 10.75 10.89 I l.7t t2.s6 10.05
Erc63 aoat ofpoc,6 [r.t
KO 3.79 3.99 5.?8 357
Pa.aaoia8a ofcicctr cdt of
Powcr 35,24 36.9 31.82 46.01 l5s2
Totil &td co€t of
consu@tior $

249084
8

2541362
0

2325t59
z

?404007
2

25721tt
4

Totil crcala cost of
cotrsirtroti.rr aO 863t192 931081,1 7399t0r

l l06t 8l
6 xcaal5

W.id& lwrrgc co€t ofrctusl powtr consumttion Dcr M T(f) ttw2
WdAtfad !v.r.!. .ott of !tc.$ .ontrDptlot| of Do*cr Dcr MT (O 1t0t

&fc€atata of atccra coci ol 31.U

t304t2016.
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Artdor. 30

St tam.ot .horhg vitu. rdrudon ln r..p.ct of Aotoblt Llfilftd(I4.nd b tn F,s4 LLt

Nct sal.s tt19.26 121t.63 14t0.48 l3l5.m rE67.89
Colt ofRrw srErid 537 A4 629,44 620.3 6t9,11 2.19
vduc .dditiofl 5ll.t2 642.t9 89525
Salcs qumti.y (Mn

2761t 3111Vrloc rOOldoa pcr MT() 2u2t 41058 33?t0
PGn ntag. ofvdu.
Addirion ll4 102 t27 ttz tm
!4qufrcoriDg Bxp.ort 378.85 412.t1 389.23 12654 511.86
hbour cost 419.t1 493.52 559.55 5,14.81 662.19
Pcrcentrga of
Muuficuirg & Irbour
cost on Rrw M{crid

t48 114 153 t51 t26

Muuf.ciurhg.rd
Ldour coaa pcr MT 36t01 t9{69 49t23 51896 1",yr0
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