EXECUTIVE SUMMARY

· The Government rethinking on the role of public sector enterprises was necessitated by the severe resource crunch faced at the Centre as well as State level around the terminal years of the Seventh Plan.

 (Para 1.1)

· In order to build up a proper database and to plug the existing gaps in the information available relating to reforms being undertaken by various State Governments in this area, Planning Commission constituted on 31st May, 1999, a Study Group under the Chairmanship of Dr. N.J.Kurian, Adviser (Financial Resources), Planning Commission with Prof. R.K.Mishra, Dean, Institute of Public Enterprise (IPE), Hyderabad as member and Shri J.S.Kochher, Deputy Adviser, Planning Commission as convener.  Shri J.D.Hajela, Director, Planning Commission took over as convener of the Study Group in January, 2000.




 (Para 1.2)

· The Terms of Reference of the Study Group included examination of the suitability of the existing database formats and updating the database relating to State PSUs; study of the performance pattern and management practices in the enterprises; and study of the reforms being undertaken in these enterprises by respective State Governments.
    

 (Para 1.3)

· In the first meeting of the Study Group held on 22nd June, 1999, a questionnaire was framed for circulation to all States and UTs with legislature to obtain information as per the terms of reference of the Study Group.  The Study Group visited 16 States and the Union Territory of Pondicherry and met a large number of Government functionaries involved in policy making, academics and top management of various PSUs. Discussions were also held with the officials of PSUs of NCT of Delhi.  The Study Group submitted an Interim Report in October 1999.



             (Para 1.4)

· During the period of planned development, a need for a review of the continued presence of the public sector in a wide range of activities has been felt from time to time. Central Government appointed several committees to suggest measures to revamp the public sector undertakings of the Centre.
 







(Para 2.6)

(vi)

· There has been no noteworthy Committee set up for the review of the working of State PSUs at a national level although individual States have been setting up such committees from time to time, especially since the mid-1980s.  However, the Seventh Finance Commission, for the first time, mentioned the need for the State PSUs to earn a rate of return.      (Para 2.9)

· The Tenth Finance Commission (TFC) adopted a three-fold classification of State PSUs. It laid down 6 per cent, 4 per cent and 1 per cent respectively as the expected rates of return on equity for the three classes of State PSUs viz. commercial, commercial-cum-promotional and promotional.          (Para 2.10)

· The existing data on State PSUs could at best be categorised as data coverage. A database is different from data coverage.  While the former is planned, long-term, comprehensive and purpose-oriented, the latter is episodic, ad-hoc and with limited focus. 


             (Para 3.2)

· The Study Group has collected information in respect of 747 Public Sector Undertakings and Corporations from 24 States and, the UTs of Delhi and Pondicherry. The Study Group has, in general, excluded departmental undertakings and cooperative enterprises from the purview of its study. 

           (Para 3.30)

· The Report discusses the macro financial aggregates of the State PSUs and brings out the trends related thereto for the period 1990-91 to 1998-99.  Total investment in State PSUs increased at a compound annual growth rate of 12.33 per cent during 1990s, from Rs.77760.02 crore in 1990-91 to Rs.197105.47 crore in 1998-99. The net worth increased from Rs.14563.66 crore in 1990-91 to Rs.53579.31 crore in 1998-99 (CARG of 17.68 per cent). However, net worth was about Rs.149727 crore short of capital employed during 1998-99 indicating a tremendous erosion of the capital base over the period. Total revenue earned was only around 55 per cent of the capital employed and about 57 per cent of total investment.
             (Para 4.3)

· The cash profits/contributions (sales-direct costs) declined from about 20 per cent of the total revenue in 1990-91 to 16.6 per cent in 1998-99 as against the warranted norm of 40 per cent.  The gross margin as a percentage of  

(vii)

sales declined from 13 per cent in 1990-91 to 11.2 per cent in 1998-99 as against the stipulated norm of 30 per cent.  The percentage of profit before interest and taxes to total revenue declined from 10.24 in 1990-91 to 6.64 in 1998-99 against the popular norm of 20 per cent. 
                         (Para 4.3)

· The net profits were in the negative throughout the period of the study excepting for 1994-95 and 1995-96. Dividends as a percentage of equity were miniscule at 0.6 per cent in 1998-99.  The prime lending rate during this period was 13.5 per cent implying heavy implicit subsidies to the State PSUs.         



           



             (Para 4.3)

· About 80 per cent of the total investment in State PSUs in 1998-99 was shared by Andhra Pradesh, Delhi, Gujarat, Karnataka, Kerala, Maharashtra, Tamil Nadu, Uttar Pradesh & West Bengal. Delhi topped the table followed by Andhra Pradesh, Maharashtra and Uttar Pradesh.

           (Para 4.12)

· Over 90 per cent of the accumulated losses were incurred by Andhra Pradesh, Assam, Delhi, Gujarat, Karnataka, Kerala, Maharashtra, Orissa, Punjab, Tamil Nadu, Uttar Pradesh & West Bengal. Delhi and West Bengal were the loss leaders with Assam, Uttar Pradesh, Kerala and Tamil Nadu as their followers.   





           (Para 4.13)

· Capital employed by the State PSUs was only marginally higher than the total investment during the period of the study indicating lack of organic growth of these enterprises.





           (Para 4.15)

· Against the generally accepted norm of about 20 per cent of revenue earned, profits before interest and taxes for the State PSUs ranged from a high of 12.11 per cent in 1994-95 to 6.64 per cent in 1998-99.  None of the States earned the benchmark profit before interest and taxes. 
           (Para 4.19)

· Net profits should at least be equivalent to prime lending rate or 10 per cent of the revenue earned.  However, the net profits for all the States taken together for the various years of the study excepting 1994-95 and 1995-96 were negative.  Net profits for all the States taken together have averaged around (-) 1.2 per cent of the total revenue earned over the study period.      
                                                                                                                                (Para 4.21)

(viii)

· Total dividends distributed by the profit making State PSUs in 1998-99 turned out to be 0.58 per cent of the total equity.  Taking the opportunity cost of equity as 10 per cent, this implies that the State Governments subsidise the State PSUs by a huge amount which was approximately Rs.4900 crore in 1998-99.  





                       (Para 4.22)

· State PSUs have been divided into six categories for the purpose of this study viz. manufacturing, trading & services, financial, promotional, welfare and utility enterprises.  Of the total 747 State PSUs for which information is available, about 43 per cent belong to the manufacturing category while about 22 per cent are promotional enterprises.  About 9 per cent belong to the trade and services category and 7 per cent each to the financial and welfare categories. Utilities account for the balance 12 per cent of enterprises. 






(Para 4.24 & 4.25)

· State PSUs in the promotional, welfare, trading and services and utility categories registered a higher rate of growth in investments as compared to the financial and manufacturing categories.


           (Para 4.27)

· Enterprises in sectors such as financial, trading and services and welfare enterprises (excepting for 1990-91) earned profits all through.  Promotional enterprises have shown mixed performance. The manufacturing and utility (excepting for 1994-95) categories of enterprises incurred losses consistently.  The utility enterprises were major loss makers.  The above findings contradict the general perception that all State PSUs are in losses.  Further, it goes against the belief that welfare and promotional State PSUs are necessarily loss-making propositions. 




          (Para 4.28)

· The category-wise optimal rates of return on investment for State PSUs have been taken as 12 per cent for the manufacturing and the utility enterprises, 10 per cent for trading & services enterprises, 9 per cent for financial enterprises, 8 per cent for promotional enterprises and 5 per cent for welfare enterprises.      





           (Para 5.18)

· An analysis of the rates of return earned by State PSUs shows that in each of the six categories of enterprises there are best, average and low performers.  

(ix)

The enterprises in the last two categories need to either devise strategies to rise to the level of the best performing enterprises or such enterprises need to be disinvested.  





           (Para 5.28)

· In view of the growing resource crunch, it has become necessary to carry out reforms in State PSUs at a pace faster than witnessed till now to prevent further drain on resources caused by loss making enterprises.         (Para 7.1)

· While deciding whether to retain, restructure or privatize the State PSUs, the 

States may keep in view the criterion followed by the Disinvestment Commission i.e. the public purpose served by the PSUs.                  (Para 7.2)

· The matrix approach suggests that State should withdraw from the manufacturing and trading & services sector.  Enterprises in the welfare and promotional sectors should be retained while the financial and utility enterprises should be restructured.  In the case of promotional enterprises, the manufacturing part will have to be divested and the purely promotional part of activity will have to be retained.
           

             (Para 7.2)

· Disinvestment exercise in each State could be handed over to an independent body i.e. Disinvestment Commission, created through an independent legislation.  




             (Para 7.3)

· Enterprises belonging to the welfare category should also be run on commercial basis failing which they should be reconverted into departmental enterprises. 






             (Para 7.8)

· There is a need to set-up State Renewal Funds in each State, the funding for which should come from disinvestment/restructuring fund created out of the proceeds from the sale of State PSUs.



(Para 7.9)

· A Social Safety Net needs to be set-up in each State going in for privatisation of State PSUs.





           (Para 7.10)

· Use of employees stock option scheme may be explored in State PSUs showing a secular trend in profitability.


           (Para 7.12)

(x)

· Nodal agencies at the State level may be set up to coordinate the work of State PSUs.




               
           (Para 7.13)

· A fixed minimum tenure for the Managing Director/CEO of State PSUs need to be enforced to provide stability in the management and decision-making apart from bringing in accountability of these officials.
           (Para 7.15) 

· More professional management, especially at the higher echelon of these enterprises, needs to be ensured.



           (Para 7.15)

· Timely completion of audit in State PSUs is absolutely essential. For this, effective internal audit systems must be installed.

           (Para 7.15)

· Managerial cadres of the State PSUs at the middle level must be strengthened.  





           (Para 7.16)

· Memorandum of Understanding, on the pattern of Central Government public enterprises, need to be introduced.


           (Para 7.13 & 7.16)

· There is need for a central nodal unit in the country that can document the experiences of various States in the area of public enterprise reforms and provide an appropriate forum for exchange of ideas among them. The nodal unit can also undertake the task of updating the database on the State level public enterprises which has been set-up by the Study Group. The nodal unit could be located either in the Planning Commission or in the Ministry of Disinvestment and the technical back-up could be provided by the Institute of Public Enterprise, Hyderabad. It may interact with the Finance Departments/nodal agencies dealing with State PSUs of the various States to access latest data and bring out an annual Survey Report on the State PSUs.


     




           (Para 7.19)
· There is a need for a mechanism that could facilitate States’ access to technical literature and expertise in the area of public sector enterprise reforms. The nodal unit, that the Study Group is suggesting to be set up, may take up this task also. 




           (Para 7.20)
(xi)

· Tendency of State Govts. to borrow funds through their State PSUs on the 

strength of State guarantees needs to be curbed.

           (Para 7.21)

· State PSUs should be adequately compensated for carrying out social obligations and this compensation should be through explicit budgetary provisions. 






           (Para 7.22)

*******
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