Chapter 1

Introduction

A vital role was assigned to the public sector in the process of economic development of India.  This role that was originally enshrined in the Industrial Policy Resolution of 1948 was further emphasised in the Industrial Policy Resolution of 1956.  Public Sector was envisaged not only to control the commanding heights of the economy but also to serve as a vehicle to promote balanced and equitable growth. This led to a phenomenal growth of the public sector enterprises at both the Centre and the States during the earlier plans. However, 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.  The net losses incurred by the public enterprises being a major contributor to deficit budgets, a need was felt to urgently review the role of these enterprises with a view to reducing the financial burden on the respective Governments at the Centre and in the States.   After all, losses of   these enterprises   reduce the   financial maneuverability of the Government to spend money on the development   of social   sectors and   infrastructure, considered so vital for   the development of the economy.

Constitution of the Study Group

1.2 
On May 31,1999, Planning Commission constituted a Study Group on Disinvestment of State PSUs consisting of Dr. N.J.Kurian, Adviser (Financial Resources), Planning Commission as the Chairman; Prof. R.K.Misra, Dean, Institute of Public Enterprise, Hyderabad as a member; and Shri J.S. Kochher, Deputy Adviser (Financial Resources), Planning Commission as the convener. Subsequently, Shri J.D.Hajela, Director (Financial Resources), Planning Commission assumed responsibility as the convener of the Study Group w.e.f. January 2000.

1.3  
The terms of reference of the Study Group were as under:

· To examine the suitability of the existing database formats and update the database on the investment made, cumulative and year-wise, in the State PSUs and Corporations including State Electricity Boards and State Road Transport Corporations.

· To study the performance pattern and management practices in these enterprises in terms of financial indicators on the basis of the latest available data. 

· To study the reforms undertaken in these enterprises by respective State Governments including disinvestment in favour of private sector, employees or other members of the general public.

Broad approach of the Study Group

1.4 
 In the first meeting of the Study Group held on 22nd June, 1999, in Yojana Bhavan, New Delhi, a questionnaire was framed for sending to all the States and UTs with legislature to obtain information as per the terms of reference of the Study Group. A copy of the questionnaire is annexed.  It was also decided that the Study Group would visit a few States to have a    direct   interface   with the concerned Departments and Bureaus of Public Enterprises and to get a feel of the functioning of State PSUs and the reform process initiated by the respective State Governments for these PSUs.  Accordingly the Study Group visited 16 States and the UT of Pondicherry. Discussions with the officials of the PSUs of NCT of Delhi were also held. 

1.5
The Study Group met a large number of Government functionaries involved in policy making, academics and top management of various PSUs.  The Study Group also studied the reports of various Committees constituted by individual States on the feasibility and mechanism of reforms to be carried out in State PSUs. The Study Group benefited immensely from this interaction and effort has been made to include the important suggestions received during these meetings and recommendations of the Committees in this Report. The Study Group submitted an Interim Report in October 1999.

1.6
The Study Group has received information as per the questionnaire from all the States except Bihar.  However the information has generally not been comprehensive in the sense that either all the public sector units have not been covered and / or information on all the variables mentioned in the questionnaire has not been furnished.  The information received from the States was computerised and was sent to the States in July, 2001 for authentication/updating.  Revised data were received from all States/UTs except Arunachal Pradesh, Haryana, Himachal Pradesh, Manipur and Nagaland.  In case of Punjab, revised data was provided only in case of certain variables. For the non-responding States data, that was originally furnished, has been used.

1.7
Planning Commission Unit of the National Informatics Centre (NIC) has developed the software to facilitate analysis of the data.  The basic data and the derived tables are available on the Intranet, Network Neighbourhood, in the Planning Commission. 

Structure of the Report
1.8
The Report consists of two volumes.  Volume I contains the analytical portion and suggestions of the Study Group.  Volume II is essentially a statistical supplement containing the basic enterprise-level data collected and used for analysis.

1.9
As far as Vol. I of the Report is concerned, Chapter 2 carries out a review of the Government policies relating to the public sector including recommendations made by various Committees on the need for reforms in this area.  Chapter 3 underlines the gaps in the existing data on the State PSUs and suggests ways to fill the void. It also reviews the reports of the studies conducted by Institute of Public Enterprise, Hyderabad, for Planning Commission and the Indian Institute of Cost and Management Studies & Research (INDSEARCH), Pune for Comptroller & Auditor General of India  (CAG), submitted in May, 1997 and October, 1998 respectively.  Chapter 4 outlines the major findings of the Study Group on the basis of an analysis of the enterprise-level data collected from various States. Chapter 5 discusses the optimal rate of return that the State PSUs of various categories should earn and points out the gap between the prescribed rate of return and the rates of return realised. Chapter 6 gives a brief account of the performance of the PSUs in various States/UTs based on the data furnished to the Group. Chapter 7 discusses the important issues and the major observations/ suggestions of the Study Group. The Chapter also includes suggestions for building on the work already done by the Study Group.   

1.10
Vol. II of the Report has three parts. Part 1 contains the list of State PSUs for which information was furnished and their classification into different categories. Part II gives time-series enterprise-level data on important financial parameters.  Part III gives State-wise category-wise time-series data on important financial parameters.

Chapter 2

Policy Review


 The Industrial Policy Resolution dated April 6, 1948 envisaged an important role for the public sector. It laid down that besides arms and ammunition, atomic energy and railway transport which would be the monopoly of Central Government, the State would be exclusively responsible for the development of six basic industries namely, iron & steel, coal, aircraft manufacture, ship building, mineral oils, manufacture of telephone, telegraph and wireless apparatus - except where, in the national interest, the State itself found it necessary to secure the cooperation of private sector.   All the other areas in industry were left open to private enterprises.  

2.2 
The vital role to be played by the public sector was enshrined with a much greater emphasis in the Industrial Policy Resolution of 1956 wherein industries were classified into three categories.  The first category contained industries, the future development of which was to be the exclusive responsibility of the State.  The second category consisted of industries that were to be progressively State-owned and in which the State was, therefore, to generally take the initiative in establishing new undertakings, but in which private enterprise was also expected to supplement the efforts of the State.  The third category was to include all the remaining industries and their future development was in general left to the initiative and enterprise of the private sector.  

2.3 
The Industrial Policy Statement of 1973, inter-alia, identified high priority industries where investment from large industrial houses and foreign companies was to be permitted. 

2.4
The Industrial Policy Statement of July, 1980 laid emphasis on the revival of the efficiency of public sector undertakings through a time bound programme of corrective action on a unit by unit basis.   According to the Policy, effective steps were to be taken to develop the management cadres of public sector undertakings in functional fields such as operations, finance, marketing and information system.  

2.5
The Industrial Policy Statement of July 24, 1991 adopted a new approach towards public enterprises and laid down certain priority areas for the growth of these enterprises namely, essential infrastructure goods and services, exploration and exploitation of oil and mineral resources, technology development and building of manufacturing capabilities in areas which are crucial to the long-term development of the economy and where private sector investment is inadequate and manufacture of products where strategic considerations are predominant such as defence equipment. The Disinvestment Commission in its first report notes that the list of industries reserved for public sector was reduced from 17 in the Industrial Policy Resolution of 1956 to only 8 by the July, 1991 Policy Statement. This list has been further pruned. Now only two industries stand reserved for public sector, viz., atomic energy and atomic mineral oils. Some of the other significant features relating to public sector enterprises in the Policy Statement were as follows:

· Government was to review the existing portfolio of public investment especially in respect of industries based on low technology, small-scale and non-strategic areas and inefficient and unproductive areas, areas with low or nil social considerations or public purpose and areas where private sector had developed sufficient expertise and resources. 

· There was to be an emphasis on measures to make public enterprises more growth-oriented and technically dynamic.  Units that were faltering at present but were potentially viable were to be restructured and to be given a new lease of life.  

· Government was to strengthen the enterprises falling in reserved areas of operation/high priority areas/generating good or reasonable profits.  Such enterprises were to be provided greater management autonomy through a system of MOUs.   Competition was to be induced in these areas by inviting private sector participation and in a few selected enterprises Government holdings in equity were to be disinvested.   

· Public enterprises which were chronically sick and which were unlikely to be turned around were to be referred to the Board for Industrial and Financial Reconstruction (BIFR) for formulation of revival / rehabilitation schemes.

2.6
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, especially due to less than satisfactory performance of these enterprises. As a result, the Government appointed several committees for this purpose the prominent among them being the Economic Administration Reforms Commission (the L.K. Jha Commission )  on Government &  Public Enterprises which submitted four reports on top management and the Boards, autonomy and accountability, Government clearances and approvals and profitability of public enterprises respectively during November, 1983 - June, 1984 and the 

Committee to Review Policy for Public Enterprises headed by Dr. Arjun Sengupta which submitted its report on 31st December, 1984.  Some of the important recommendations contained in the four Reports of L.K. Jha Commission are listed below:  

· To ensure selection of best men, the level of remuneration in public enterprises should be determined with greater attention to the conditions in private sector than those in Government service.

· A top executive should, on appointment, be forthwith given a five-year contract which may be extendable to a ten year period or up to his superannuation whichever is earlier.

· The replacement for a Chief Executive who is due to retire should be found well in advance to prevent the top post being left vacant.  

·  There should be a minimum of three functional Directorships in a public enterprise Board regardless of the size of the organization.  The functioning of the Board should be professional, managerial and decisive and part-time Directors should be people who can contribute with their knowledge and expertise to the efficient management of the enterprise.

·   While public enterprises, like units in private sector, must be subjected to such statutory controls as exist, they should not be subjected to any other constraint on their autonomy except that when they seek finance from the Government, they must justify it fully.    However, once an investment decision has been approved and necessary funding has been provided for, the management should be allowed to go ahead without seeking any further clearances.  

· There should be a radical re-examination of the nature of Government's relationship with public enterprises and detailed supervision of operational matters should be stopped. Submission of a large number of reports and returns to Ministries should be reduced.  

· Once the guidelines are laid down, actual pricing decision should be left to be taken by the enterprises. Where there is no requirement of Government's approval, reference of pricing decision to the Government for approval should be discouraged. The principle that pricing by a public enterprise in a competitive situation should be left to be determined by market forces is a sound one and should be adhered to scrupulously. 

· The number, scope and coverage of the Government guidelines and instructions to public enterprises should be thoroughly reviewed and drastically reduced.

· The imposition of a non-commercial obligation by the Government on a public enterprise should be accompanied by a specific compensation for such an obligation.  If any subsidisation of any product is to be done for a public, economic or social purpose, it should be done by the Government and not by the producing public enterprise.   

2.7 Some of the important recommendations of the Arjun Sengupta Committee report are given below:

· Careful dovetailing of all plans of public enterprises with the National Plan is required in only a few core sectors and plans of enterprises in the non-core sectors are to be integrated with the National Plan only in an indicative manner as for the private sector.  

· Government should have dealings only with the Boards of the holding companies and not with the subsidiary companies.  The institution of Government Directors should continue but their appointment should be restricted only to the Board of a holding company. 

· A basic wage structure of employees of public enterprises should be determined on industry basis or industry-cum-region basis by a Wage Commission or through the mechanism of industry-wise Wage Boards for a period of five years. 

· Chief executives and functional Directors of public enterprises should be given a tenure of five years subject to a probationary period of one year and may be removed at three months notice for unsatisfactory performance.  

· On the basis of agreed plans for investment, production, capacity utilisation etc. for a period of five years, the administrative ministry and the holding company should enter into a MOU and the performance of the latter would be evaluated on this basis. 

· Accounting policies and standards should be evolved for public enterprises with the help of CAG, professionals in the field and Bureau of Public Enterprises (BPE).

· Where a company has suffered cash losses for a number of years, Bureau of Public Enterprises should examine such cases for capital restructuring.

· BPE should undertake special studies of each operation of public enterprises incurring cash losses and submit a comprehensive report to PIB that would then make suitable recommendations to the Cabinet for reviving or closure of the unit.       

· Price preference to public enterprises should be phased out over a period of four or five years.

2.8 
In the post 1991 scenario, we may refer to the Rangarajan Committee report on Disinvestment of shares of public sector enterprises submitted in June, 1993 wherein targets of level of disinvestment have been recommended for various categories of enterprises. The Committee concluded that the percentage of equity to be disinvested should be generally under 49 per cent in industries reserved for the public sector and over 74 per cent in other industries. The Disinvestment Commission, set up for Central PSUs, has made recommendations which, inter alia, include setting up of a disinvestment fund, restructuring to precede disinvestment to enhance intrinsic share value, greater autonomy to the PSU Boards as well as professionalising them, minimum tenure of five years for CEOs as well as functional Directors and autonomy in price and wage fixation, selection of strategic partners for disinvestment, improving corporate governance, installation of sound internal audit, recruitment, management information system and financial structuring systems. The Commission recommended that public enterprises should be transparent in sharing information and in reporting to the investor community. The Commission suggested setting up of a Pre-investigation Board to protect action-oriented chief executives and public servants from the harassment meted out by the plethora of Government agencies. More importantly, the Commission suggested that the shareholdings of the Government could be brought down to the extent of 26 per cent to keep with the Government the power only of blocking special resolutions. The Commission suggested the extension of safety net to the workers affected by the disinvestment exercise.          

2.9 
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 especially since the mid-1980s. A Committee headed by Shri H.K.L.Kapoor, the then Chief Secretary, Govt. of Gujarat had carried out a broad review of the State PSUs after categorising them into 13 groups.  However, this Committee, which submitted its report to the Ministry of Home Affairs in 1977, was not able to suggest a financial goal for these categories of PSUs and the varying rates of return that should be earned by them.   The Seventh Finance Commission, for the first time, mentioned the need for the State PSUs to earn a rate of return.  The Eighth and Ninth Finance Commissions suggested a five-fold categorisation of these enterprises to develop the targeted rates of return that these enterprises should have earned.  They divided State PSUs into five categories, viz, manufacturing, service and trading, financial, promotional and welfare.  The suggested optimal rates of return to be earned on capital employed by these enterprises were 12 per cent, 10 per cent, 9 per cent, 8 per cent and 5 per cent respectively. 

2.10 
The Tenth Finance Commission (TFC) requested the Institute of Public Enterprise, Hyderabad to study the performance of, and expected rate of return on equity invested in, State PSUs.  The Study recommended that these enterprises be classified as commercial, commercial-cum-promotional and promotional.  While agreeing to the classification proposed, the TFC were of the view that it might not be feasible for the States to achieve the suggested rates of return of 7.5 per cent, 5 per cent and 2.5 per cent respectively during 1995-2000.   TFC, therefore, adopted 6 per cent, 4 per cent and 1 per cent respectively as the expected rates of return on equity and on this basis calculated the absolute level of dividends in each of the years of the period of its report.  TFC was also of the view that there should be no addition to the number of State PSUs and suggested that there could be a possibility of reverting certain functions of a purely promotional nature to either Government Departments or even to Non-Government Organisations of proven record.    TFC also noted that the debt-equity ratio of a large number of State PSUs was very high which involved heavy debt-servicing liability leading to progressive sickness.  TFC suggested detailed capital restructuring of viable enterprises in order to overcome this problem.  It has also been suggested that all States should devise a suitable disinvestment strategy based on consideration of performance, profitability and mobilisation of resources.  TFC estimated that atleast 20 per cent of the aggregate equity in such enterprises could be reduced through outright sale or substantial disinvestment during 1995-2000.  TFC recommended that the proceeds of such disinvestment should be utilised only for retirement of debt owed to the Central Government, and provided that as an incentive the Central Government should write off debt equivalent to the debt retired by the States in this manner limited, however, to 20 per cent of the equity investment of the State as on 31st March, 1995.    

2.11
The Eleventh Finance Commission, in its report (July 2000), observed that the rate of return generated by the State PSUs is nearly zero. It has recommended a 5 per cent dividend on equity and 9 per cent interest on loans & advances. In the Commission’s view it would be unrealistic to postulate a higher rate of return. 
Chapter 3

Database on State Public Sector Undertakings

 
State PSUs is an omnibus term. It covers a wide variety of enterprises undertaking a myriad of activities. What is common in the running of these enterprises is the existence of a number of strategic and functional problems cutting across their sectoral classifications. In order to capture data on these aspects, it is necessary to develop a comprehensive data format. The data format should be susceptible to detailed analysis of long-term performance. The data format should encompass a minimum time period of 10 years for the trend analysis that establishes its linkages with the planning process. At the same time, it is essential to formulate a summary data sheet that can provide an opportunity to have an immediate peep into the short-term performance. For this purpose, this Study Group formulated a summary data sheet that was circulated to all State PSUs. The key consideration in the formulation of such a data sheet was simplicity, operational feasibility and receiving a mix of quantitative and qualitative information that is essential for providing an insight into the working of these PSUs and the status of restructuring and privatisation across the various States. There was no insistence on the supply of the audited and finalised data. The summary data sheet contained questions eliciting the opinion of these PSUs about the ways and means to improve their working. 

Existing Data Coverage

3.2
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. The existing data on State PSUs could at the best be categorised as data coverage. The Industrial Development Bank of India (IDBI) finalises the annual plans of the State Financial Corporations (SFCs) and the State Industrial Development Corporations (SIDCs) but this does not provide the  requisite information on the economic, managerial and strategic aspects. The Central Institute of Road Transport  (CIRT) publishes yearly data on the functioning of the State Road Transport Undertakings (SRTUs) that is mostly quantitative in nature and relate to physical and financial performance. The Planning Commission brings out Annual Report on the working of State Electricity Boards (SEBs) and Electricity Departments, which have both the quantitative and qualitative information but does not contain information on strategic, management and organisational aspects. The Commerce Year Book of Public Sector, published from Mumbai, contains data on State PSUs in Part-B under the caption ‘Public Sector in State Economies’. The data contains the names of State PSUs, the year of their incorporation and the turnover. The Central Statistical Organisation (CSO) brought out in the past, two volumes (1986, 1992) on Public Sector Transactions which had some data relating to State PSUs regarding turnover, manpower, financial performance, capital formation etc. The Reserve Bank of India (RBI) in its studies on Government Companies, covered till 1992, State PSUs organised in the form of Government Companies. These studies contain mostly financial data. The Comptroller & Auditor General of India(CAG), in their annual reports(commercial) for various States include the working of Government Companies and Corporations. Most of the data refers to accounting and financial aspects. The Centre for Monitoring Indian Economy brings out studies on public sector occasionally concerning the Central PSUs. The Institute of Public Enterprise, Hyderabad, in their reports on State PSUs, for the VIIIth, IXth and Xth Finance Commissions, collected data on financial parameters such as turnover, capital employed, investments, gross profit, profit before interest & taxes, costs and net profits. The Institute also prepared survey reports on financial performance of State PSUs for the period 1985-86 to 1993-94 for Planning Commission that contained information enterprise-wise, sector-wise and State-wise in five volumes. A detailed review of these survey reports is presented in the following paragraphs. 

All India Survey of State PSUs (1985-86 to 1993-94) by IPE

3.3
An All-India survey of State PSUs for the period 1985-86 to 1993-94  (based on about 50 percent response from 471 out of 882 existing   enterprises excluding State Electricity Boards and State Road Transport Corporations) was conducted by the Institute of Public Enterprise, Hyderabad at the instance of the Planning Commission. This task was entrusted to IPE in July 1992 and it was given three years time to set up a data bank. Subsequently, it was given extension of time and the report was finally submitted in May, 1997. The important   features brought out by the report are enumerated below:-

·  The total investment in these enterprises went up from Rs.11,013 crore in 1985-86  to Rs.31,848 crore in 1993-94 showing a Compound Annual Rate of Growth(CARG)  of  14  per cent.   The CARG of   investment   was high in the case   of Andhra Pradesh, Bihar, Goa, Gujarat, Maharashtra, Manipur, Mizoram, Sikkim, Tripura and West Bengal.   It was low in the case of Jammu & Kashmir, Nagaland and Punjab.

·  The maximum of the investment in 1993-94 was concentrated in Maharashtra (Rs.7069 crore) followed   by Gujarat   (Rs.4473 crore), Andhra Pradesh (Rs.4178 crore) and Karnataka  (Rs.3934 crore). 

·   The paid-up capital of these enterprises increased from Rs.2431 crore in 1985-86 to Rs.8407 crore in 1993-94 showing a CARG of 17 per cent.   The States which placed a heavy reliance on the investment in public enterprises, as seen from growth in paid-up capital, included Bihar, Gujarat, Karnataka, Manipur, Mizoram, Sikkim and  Tripura  while States where emphasis was  far below national   average  included   Arunachal   Pradesh, Haryana,  Himachal  Pradesh,  Jammu  &  Kashmir,  Kerala,Nagaland, Orissa, Tamil Nadu and Uttar Pradesh.

· Total long-term loans to these enterprises increased from Rs.8581.34 crore in 1985-86 to Rs.23441.37 crore in 1993-94 showing a CARG of 13.38 per cent.

· Total capital employed   in these   State PSUs increased from Rs.7658 crore in 1985-86 to Rs.23829 crore in 1993-94 showing a CARG of 15.25 per cent.  

· Total revenue including realisation from sales and other non-operational activities increased from Rs.6267 crore in 1985-86 to Rs.15789 crore in 1993-94 showing a CARG of 12 per cent which was lower than the growth of total investment indicating that investments have not yielded adequate revenues.

· The net worth of all these State PSUs taken together increased from Rs.1443 crore in 1985-86 to Rs.6428 crore in 1993-94 with a CARG of 21 per cent.   However, there were not many States where the net worth of these enterprises was higher than the corresponding paid-up capital.   Overall, the net worth of Rs. 6428 crore in 1993-94 was much lower than the paid-up capital of Rs.8407 crore.

· The profit after tax for all these State PSUs showed a CARG of 8 per cent between the period 1985-86 to 1993-94 which was again far lower than the CARG of investment, capital employed, current assets, paid-up capital, net worth etc.

· The State PSUs are engaged in a variety of activities ranging from industrial development, finance, trading and marketing, construction services, consumer goods, engineering goods as also development of backward regions and weaker sections of the society.   Some of these are also involved in specific sectors of industry viz., agro-industry, tourism, minerals and metals etc.

Categorywise study of problems-

3.4
The IPE Study has classified the State PSUs into certain homogenous groups in order to be able to pin-point the different dimensions   of the   problem afflicting these groups of enterprises. The IPE Study suggests a rate of return of 7.5 per cent, 5 per cent and 2.5 per cent per annum respectively for the three categories in which State PSUs have been divided viz.  commercial,   commercial-cum-promotional and promotional.   The lower rates of return have   been suggested to provide enough leverage for sustenance, declaring dividends and going in for expansion.  Of the total 882 State PSUs in 25 States, 436 were classified as commercial enterprises, 314 were seen as discharging commercial-cum-promotional   functions and   132   were found belonging to the promotional category.   Some of the important findings as per the study are given below-

(i) Commercial State PSUs

3.5
The Commercial enterprises form an important component of State PSUs in India accounting for 50 per cent of their total   strength.   These    include   engineering, electronics, textiles, mining, telecommunications, drugs and chemicals, sugar and cement sector enterprises.  Most of the State Governments set up the enterprises to prop up industrial activities and use the local resources for the purpose of manufacturing.  Employment creation was also an important objective behind the creation of these enterprises.  In some States, number   of   these enterprises increased due to takeover from the private sector due to ideological bias in their favour.  These States were Kerela, Tamil Nadu and West Bengal.  Some States like Haryana, Karnataka, Kerala, Rajasthan and West Bengal treated these enterprises as vehicles of economic development.

3.6
These enterprises collectively incurred losses for all the years covered by the Study between 1985-86 to 1993-94, except in 1989-90 when they earned a nominal rate of return of 2.69 per cent.  The losses were maximum in the case of enterprises   belonging   to    Andhra   Pradesh, Arunachal   Pradesh, Bihar, Mizoram, Nagaland, Uttar Pradesh and West Bengal.   State PSUs of Haryana, Jammu  & Kashmir, Karnataka, Maharashtra, Meghalaya, Orissa, Punjab and Tamil Nadu were having mixed performance, showing losses in some years and profits in others. Commercial State PSUs of Gujarat and Madhya Pradesh earned not only a positive rate of return but also at the expected optimal rate of 7.5 per cent and above.  State PSUs of Assam, Himachal Pradesh and Rajasthan earned a positive rate of return but far lower than the optimal rate of return of 7.5 per cent per annum on the capital employed.   

(ii) Commercial-cum-promotional State PSUs

3.7
These enterprises were characterised by twin elements of business i.e. a mix of commercial as well as promotional goals directing their functioning.   Their promotional goals lead them to execute economic activities at the behest of the State on profit or no profit basis while the commercial goals force them to go in for profit earning.  These enterprises include the State PSUs dealing with dairy development, fisheries development, industrial finance, industrial development, infrastructure development etc.  Most of these State PSUs were set up between    the 1950s and 1970s.  The commercial-cum-promotional enterprises constitute 35.6 per cent of the total number of State PSUs.  A heavy concentration of these enterprises has been found in Andhra Pradesh, Assam, Goa, Gujarat, Haryana, Himachal Pradesh, Karnataka, Kerala, Maharashtra and Punjab.  The maximum rate of return that these enterprises on an average earned during the period of this study was 1.62 per cent in 1987-88.  It is also interesting to note that it is only in this category of enterprises that profits earned for all the States taken together, during all the years covered by this study were positive.  However, the commercial-cum-promotional enterprises in Assam, Jammu  & Kashmir, Mizoram and Nagaland recorded a negative return throughout the period of the study. These set of enterprises in Bihar, Gujarat, Haryana, Karnataka, Maharashtra and Tamil Nadu recorded positive rates of return on their capital employed throughout the period of the study.  The remaining States came in the mixed category of profits and losses interspersed in different years.   

(iii) Promotional State PSUs

3.8
In   the case of these enterprises, promotional activities became the primary objective and profit earning became a secondary consideration though at the same time there is need that they do not incur losses.  These State PSUs include the Women Development Corporation, SC/ST Finance Corporation, Backward Classes Corporation etc.

3.9
On an average, these enterprises incurred losses in 1985-86, 1988-89 and 1993-94.  In other years covered by the study, profits were again marginal though Andhra Pradesh and Punjab presented a better picture.   Profit earning was negative throughout the period of the study in the case of Arunachal Pradesh, Jammu & Kashmir, Manipur, Meghalaya, Mizoram, Nagaland, Sikkim, Tamil Nadu, Tripura and West Bengal.   

Study on State PSUs by the Indian Institute of Cost And Management Studies & Research







3.10 
A Study on State PSUs was conducted by the Indian Institute of Cost And Management Studies & Research (INDSEARCH), Pune for the Comptroller and Auditor General of India ( CAG). The data used by INDSEARCH for this study was also provided by CAG.  The study covers the period between 1985-86 to 1996-97 and its State-wise reports have been submitted in October, 1998. The study is quite comprehensive but one of its major shortcomings is that while it analyses the investment and performance indicators of each State individually as well as sector- wise and has prepared State-wise reports on this basis, there is no inter-State comparison, nor is there an All-India report prepared by integrating the State-wise reports.  This shortcoming to some extent has been tried to be removed in the background paper prepared for the Seminar on State Level Public Sector Undertakings held in Simla on 6th & 7th May, 1999.  While this background paper relies mainly upon the INDSEARCH study and the findings made by it at a disaggregated level, it also uses certain data from other sources like Planning Commission, IDBI, NCAER and ASRTU.  

3.11
The background paper puts the investment in State PSUs in 1996-97 at Rs.1,17,760.30 crore consisting of Rs.39,218.19 crore as equity and Rs.78,452.11 crore by way of loan.  It also states that out of the total 1071 companies set up by State Governments, only 247 were profitable and 319 companies had eroded their paid up capital on account of persistent losses.

3.12
The INDSEARCH study had categorised the State PSUs into seven sectors and its sector-wise findings for each State have been put together in the background paper to get an integrated picture on All-India basis. These sector -wise findings for the entire country are listed below:-

(i) Manufacturing Sector

3.13
The State PSUs in Cement, textile, electronics, paper, minerals, leather, chemicals, engineering and machinery industries have been included in this sector.   These PSUs have been performing poorly compared to the private sector and in general, beset with problems like   over-capitalisation, excess manpower, outdated technology, poor management, low capacity utilisation and high interest burden.

(ii) Term Lending & Promotional Sector

 3.14
 This sector includes Industrial Development Corporations (IDCs) and State Financial Corporations (SFCs) set up in most of the States.  There are 18 SFCs operating in different States and involved in development of small and medium enterprises.  Besides, there are a total of 28 SIDCs in the country out of which 11 function as SFCs also and provide assistance to small and medium enterprises apart from their normal role in providing financial support for the promotion and development of medium and large industries.  The SFCs have, by and large, functioned well till now.  The background paper has also taken note of the NCAER findings in this area as listed below:

· Per capita assistance by both SFCs & IDCs has generally increased with some States like Haryana, Kerala, Maharashtra, Goa and Gujarat doing well while States like Bihar, Andhra Pradesh, West Bengal, J & K and Manipur performing poorly.  

· Operational efficiency as judged from the rate of recovery of loans disbursed was higher in States like Maharashtra and low for States like Himachal Pradesh, Orissa, Kerala, Karnataka and Punjab.

(iii) Transport Sector

3.15
This Sector includes State PSUs in which, apart from SEBs, a major portion of capital has been invested   by the State Governments.  The   buses of the State   Road Transport Corporations (SRTCs) form a significant percentage of the total buses in most States.  It has been found that during 1994-95, this ratio was the highest in Andhra Pradesh (62 per cent) followed by Sikkim (56 per cent), Haryana (54 per cent) and Himachal Pradesh (41 per cent).  The ratio was lowest for Assam at 3.34 per cent.  This sector is beset with problems like poor performance in terms of fleet utilisation, staff bus ratio, fuel efficiency, over staffing and social obligations.  In terms of operational efficiency as judged through above stated indicators, it was found that Himachal Pradesh, Punjab, Haryana and Rajasthan were generally doing well while the North-eastern States were performing poorly.  

(iv) Welfare Sector

3.16
This sector comprised of corporations and companies set up to promote social development of scheduled castes and tribes, backward classes, economically weaker sections as well as women development programmes.  The performance of this sector has been uniformly poor in all states.  

(v) Services & Trading Sector

3.17
This sector mainly includes companies engaged in warehousing and tourism development activities apart from various essential commodity corporations, state trading corporations and civil supplies corporations.  While warehousing activities have been generally managed well, tourism companies have shown mixed results.  

(vi) Agro-based Sector

3.18
This sector includes companies involved in plantation, poultry, seeds, sugar and other agro-based projects.  The sector has generally not found to be fairing well and this holds true even for the States that are primarily dependent upon agriculture and horticulture.  

(vii) Electricity Sector

3.19
The State Electricity Boards (SEBs) that form a part of this sector are the most important State PSUs and have accounted for the major portion of total investment made by the States.  Most SEBs are performing poorly and are a strain on the resources of the States.  The main reasons for this state of affairs as listed in the background paper are high debt:equity ratio, infrequent revision of tariffs, subsidising of power supply to agricultural sector, excess manpower apart from deficiencies in physical performance in terms of plant load factor and Transmission & Distribution (T&D) losses.  The inter-State comparison shows Rajasthan achieving the highest plant load factor  (76 per cent) and lowest for Bihar (20 per cent) in 1994-95.  T&D losses during 1995-96 were found to be the highest for J & K (76.2 per cent).  The T&D losses for Gujarat, West Bengal, UP, Orissa, Bihar, Haryana, Rajasthan & Delhi were above 25 per cent.     

3.20
The INDSEARCH Study further carried out analysis of some core indicators and the findings at All-India level as compiled in the background paper are listed below.  This analysis is based upon the comparison of these core indicators for the period 1992-93 to 1996-97 vis-à-vis the period 1987-88 to 1991-92.

(i) Capital Employed   

3.21
The average capital employed in all sectors registered a 69 per cent increase during the second five-year block over the previous block.  The increase was evident in all states except in the case of Delhi, J&K and Arunachal Pradesh.  The maximum increase was noticed in the advanced States of Andhra Pradesh (114 per cent), Rajasthan (113 per cent), Karnataka (98 per cent), Gujarat (81 per cent), Maharashtra (74 per cent), Punjab (70 per cent) and Tamil Nadu (70 per cent).  The electricity and transport sectors accounted for a major chunk of the total capital employed in most States.  Maharashtra, Gujarat, Andhra Pradesh, Tamil Nadu, Karnataka and Punjab had relatively higher capital employed in term lending and promotional sectors than the other States.  The States having higher capital employed in manufacturing were Andhra Pradesh, Gujarat, Karnataka, Kerala, Maharashtra, Rajasthan, Tamil Nadu, West Bengal and Uttar Pradesh.  

(ii) Profitability

3.22
Profitability as measured by Profit Before Depreciation, Interest & Tax (PBDIT) increased by 91 per cent for all sectors on an average in the second five-year block as compared to the earlier period.  States with healthy PBDIT in the second block were Maharashtra, Gujarat, Tamil Nadu, Andhra Pradesh and Madhya Pradesh. States showing negative PBDIT were Bihar, Delhi and some North-eastern States   It was however, observed that profits generated were not commensurate with capital employed in State PSUs.  The major contributors to profitability were electricity and term-lending sectors in most States while the contribution of manufacturing sector was low.  The manufacturing sector made a meaningful contribution to PBDIT only in Gujarat, Andhra Pradesh, Kerala and Tamil Nadu.  The contributions of agro-based and services & trading sectors were also found to be uniformly low in most States.  Profitability in transport sector varied widely among States while that of welfare sector was mostly negative.  

(iii) Contribution to exchequer

3.23
The contribution to the exchequer saw an increasing trend in the second five-year block in most States except in Bihar, Uttar Pradesh and West Bengal with the overall increase being 74 per cent over the previous block.  The highest contribution was made by Maharashtra followed by Gujarat, Kerala, Andhra Pradesh and Karnataka.  Kerala's high contribution was surprising considering its capital employed was one third that of Andhra Prdesh, Gujarat and Maharashtra.  Assam, Bihar, Haryana, Himachal Pradesh, Orissa, West Bengal and Uttar Pradesh made low contributions. The manufacturing sector did not contribute significantly to the exchequer except in Gujarat, Kerala, Karnataka and Uttar Pradesh.  No State other than Kerala had any significant contribution in the services & trading sector.  The contribution of term lending and electricity sector was uniformly low.  Transport sector faired badly except in Madhya Pradesh, Gujarat, Karnataka, Rajasthan and Maharashtra.  The welfare sector made virtually no contribution to the exchequer.  With the exception of Andhra Pradesh all other states had low or nominal contribution to the exchequer in the agro-based sector.  

(iv) Implied Subsidy

3.24
Implied subsidy is an indicator of the extent to which the Government financed operations or losses of the State PSUs.  There was 85 per cent increase in implied subsidy during the second block for all States taken together showing a growing dependence on state resources.  The highest subsidy was in West Bengal followed by Andhra Pradesh, Tamil Nadu, Uttar Pradesh and Karnataka.  In the electricity sector, rising levels of implied subsidy have had adverse consequences on State finances.  Manufacturing sector also had rising levels of subsidy.  On the basis of a comparison made for PBDIT and contribution to exchequer vis-à-vis overall implied subsidy, one concludes that for the second five year block, the State PSUs of all States except Gujarat, Karnataka, Kerala, Madhya Pradesh and Rajasthan were a drain on state resources.     

(v) Gross Value Added (GVA)

3.25
Gross Value-Added per Rupee Wages paid indicates the extent to which PSUs are in a position to cover the cost of labour and further contribution towards other fixed costs like interest and depreciation.  It is computed by adding PBDIT to salaries and wages and dividing the sum by salaries and wages. GVA is an index of efficiency and low levels are indicative of poor physical and financial performance.  While in most sectors, the expected level is 3 and above, it should be 10 and above in the case of term lending and promotional sector since the product is of different nature.  States that achieved this norm were Goa, Karnataka, Kerala, Punjab and Tamil Nadu. Gross value added was generally low in most States though the better performing States in this area were Goa, Gujarat, Kerala, Madhya Pradesh, Maharashtra, Punjab, Rajasthan, Tamil Nadu and Uttar Pradesh.   

(vi) Asset Utilisation

3.26
Asset utilisation is computed by dividing the total income by the tangible assets of the Company. It can also be expressed as total income divided by capital employed.  None of the States achieved the standard norm of asset utilisation taken to be 3 and above.  While the general trend was that of extremely poor asset utilisation, is was especially low in Assam, Bihar, Orissa, Himachal Pradesh, Punjab, Sikkim and the North-eastern States.  

(vii) Employment 

3.27
Employment has increased by about 7.00 lakh during the period 1985-86 to 1995-96.  The gainful nature of this employment is in question considering that gross value addition in most States during this period has been below the standard norms.  The majority of employment was in SEBs and SRTCs.

(viii) Role of State PSUs in State Economy.

3.28
The role of State PSUs in a State can be assessed from the total turnover as a percentage of the Gross State Domestic Product.  There was no consistent pattern among States and this percentage generally varied from 1 to 17 per cent of GSDP, with most States falling in the range of 6 to 15 per cent.     

3.29
The same (INDSEARCH) study carried out an appraisal of State PSUs through grading them on selected indicators and reached certain conclusions regarding their viability and need for their closure/continuity. These individual State reports have been summed up in the background paper to arrive at a total of 776 enterprises appraised for all the States.  The study has recommended closure of 300 State PSUs out of which 128 were suggested for closure on a priority basis due to their extremely poor performance.  355 State PSUs have been recommended for improvement including 124 that have been included in this category only because of their involvement in social sector and otherwise need closure due to poor performance.  Only 69 State PSUs have been found to be performing well while 52 State PSUs could not be evaluated for want of adequate data that is again an indicator of lack of accountability and poor performance.

Suggestions for improvement in the data-base on State PSUs

3.30
The Study Group has collected information in respect of 747 public sector undertakings and corporations from 24 States and UTs of Delhi and Pondicherry.  The Study Group has, in general, excluded departmental undertakings and cooperative enterprises from the purview of its study.  Information in respect of public enterprises of Arunachal Pradesh, Goa, Gujarat, Punjab and Sikkim was available up to 1997-98 only.  In case of Andhra Pradesh, NCT of Delhi, Kerala, Meghalaya, Mizoram, Orissa, Pondicherry, Rajasthan and Uttar Pradesh information was made available up to 1999-2000. In case of the remaining states data is available up to 1998-99 only.  However, the All-India analysis in this Report has been carried out for the period 1990-91 to 1998-99.  In case of enterprises where information was not available up to 1998-99, figures for earlier years have been repeated.  This has been done to ensure comparability of aggregate figures, both All-India and State-level, over time.

3.31
A list of the 747 State level Public enterprises is given in Vol. II of the Report of the Study Group.  For purposes of analysis, various public sector enterprises have been classified into six categories : Financial (F), Manufacturing (M), Promotional (P), Trading & Services (T&S), Utility (U) and Welfare (W).  The category to which an enterprise belongs has been indicated against the name of the enterprise in the List. Time-series data on important financial parameters of individual enterprises is also included in Vol. II of the Report.

3.32
During its interaction with State Govts. and State PSUs officials, the Study Group found that most of the States still do not have a centralised database system on State PSUs.  The problem gets further complicated as State PSUs do not have an organised accounting system, resulting in inordinate delays in finalising their accounts and carrying out accounting adjustments with a long-time tag.  For instance, the Study Group found that data pertaining to a large number of State enterprises was drastically revised when sent for authentication/ updating to the various State Bureau of Enterprises/ nodal agencies designated to coordinate the work with the Study Group. 

3.33
 In the prevailing economic background, the necessity of setting up a comprehensive database on State PSUs is thus strongly felt. The comprehensive data format should be so designed as to elicit exhaustive information not only on the financial aspects but also information with regard to organisational, management, strategic and economic aspects, to name a few. It is felt that the Study Group has already covered a substantial ground in this respect. However, there is a need to continually update and further develop the database already created. 

3.34
In this context, the Study group feels that a database unit needs to be set-up that should be centrally located and staffed with an analyst, a programmer and a data entry operator.  The Unit may have connectivity to online databases and could have a web site in due course.  The database unit may interact with the Finance Departments / nodal agencies dealing with State PSUs of the various States to access latest data.  

3.35
A small Core group may be set up to oversee the operational aspects of the database.  The Core group may visit various States and the Union Territories at least once a year to hold discussions with the State Govts. and State PSUs representatives.  The database unit may bring out an annual Survey Report on the State PSUs.  
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